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1 Loading Data

data <- read.csv('WARNER.csv') %>% mutate(
year = YR+1900,
lx = log(X),
lwi = log(WI),
lwc = log(WC),
lwgnp = log(WGNP),
lpx = log(PX),
indexwi = (WI/989.42)*100,
indexwc = (WC/3496.09)*100

) %>% tsibble(index = year)

2 Plotting

As seen in Figure 1, Indexwi follows the data far more closely.

3 Testing

3.1 ADF Results

adf_results <- tribble(
~variable, ~'t-stat', ~'1pct', ~'5pct', ~'10pct'

)
a <- data %>% select(lx, lwi, lwc, lpx)
for (i in seq(1,4)) {

g <- get_stat(ur.df(pull(a[i]), type='drift', lags=1))
g['variable'] = names(a[i])
adf_results <- rbind(adf_results, g)

}
adf_results

t-stat 1pct 5pct 10pct variable
-0.2244284 -3.75 -3 -2.63 lx
-0.7272847 -3.75 -3 -2.63 lwi
-3.1041147 -3.75 -3 -2.63 lwc
-0.9863677 -3.75 -3 -2.63 lpx

As seen in the table, we can reject the null hypothesis of a unit root for lwc. For all other variables (lx, lwi,
lpx), we cannot reject the null hypothesis. Having a unit root means I(1), so we cannot reject the possibility
of those three being I(1). We can, however, reject it for lwc, and it is likely that it is I(0). This agrees with
Warner.
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Figure 1: Plot of indexwi and indexwc on x
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3.2 Johansen Cointegration Test

Figure 2: Johansen Test Result

There is at least one cointegrating vector. As shown in Figure 2, no matter which assumption picked, there
is at least one cointegrating vector at a 0.05 level.

4 Dynamic OLS

Results in Figure 3, results are accurate and match Warner exactly.

5 Forecasting

Figure 4 shows the WI Result and Figure 5 shows the GNP result. WI seems to be the better variable.

5.1 Graph

Figure 6 shows the forecast plot for WI. Figure 7 shows the plot for GNP. As you can see, WI seems to be
the more accurate estimator.

6 Conclusion

Yes, it seems that global investment is driven by world investment quite a bit.
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Figure 3: DOLS Test Result

Figure 4: WI Result
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Figure 5: WGNP Result

Figure 6: WI Graph
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Figure 7: WGNP Graph
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