

































































































































































































































































quarters’ start delay. Both reported dynamic equations fit the data well, with
standard errors of about 0.5. With the exception of the test for functional form
in equation (ii), the equations are acceptable on the basis of the usual tests.
There is no indication of significant predictive failure with equation (i),
although prediction errors are negative on average.

Table A4.2:
Dynamic Equations for Aggregate Retail Prices

()] (D))

AInRPIA OLS Johansen
k 0.0049 0.62
(3.9) (33)
AlnULC(-2) 0.46 0.50
(9.4) 92)
AlnPPI(-1) 0.096 0.15
(3.5) 4.7
AlnPPI(-2) 0.11 0.12
(32) (33)
AlnUHMN(-2) 0.049 0.096
1.2) (2.3)
ASTIR(-2) -0.0014 -0.0014
2.7) (:2.6)
ANNOR2(-2) 026 036
(3.3) (4.3)
D79Q3 0.046 0.047
(8.3) (8.2)
D91Q2 0.028 0.028
.1) (4.9)
RES1(-3)(1) 033 RES2(-3) -0.15
(-4.6) (-3.3)
]2 0.84 0.83
SE% 0.52 0.54
LM(4) 44 29
RESET 23 9.1¢
NORM 1.4 23
HETER% 02 02
LM(11 /2 13.0
M) d) 7.0

) RES! residuals from equation B table AS.1, RES2 residuals from equation C Table AS.1.
2) Test of exclusions against general form.
3) Test of adequacy of prediction 1990Q3-1992Q2.
u Significant at 95% level.
Estimation period 1976Q1-1992Q2
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Encompassing Tests

A comparison of an aggregate equation with the sum of tradables plus
non-tradables is of some interest, especially as aggregate retail prices and
tradable prices, set A, are highly correlated in first difference terms.(18) The
results of encompassing tests of the aggregate equation against the
disaggregated are presented in Table A4.3.

Table A4.3:

Encompassing Test for Tradables plus Non-Tradables

Dependent Explanatory Varlables

Varlable
k AlnRPIAP AlnDlSP

AlnRPIA -0.0013 0.45 0.30 (i)
(-1.3) 3.5) (4.6)

AlInRPIA -0.0014 - 0.034 (i1)
(-1.2) (1.4)

AlnDIS_ -0.0019 0.10 - (111)

(-1.0) (1.2)

Estimation period: 1976Q1-1992Q2

AlnRPIAp = Predicted value from equation (i), Table A4.2.

AlnDlSp = Predicted values of tradables plus non-tradables equation, Table 3.2 equation (i) plus
Table 3.4 equation (i).

AlnDIS = equation residuals from Table 3.2 equation (i) plus Table 3.4 equation (3).

These results, like those for the price wedge, show that neither the aggregate or
disaggregated RPI equations encompasses the other. This result is not
surprising in view of the way that the specification used for the aggregate
RPIA equation was derived.

(18) The correlation coefficient between AlnRPIA and AlnAT is 0.98 over the sample
1975 Q2 10 1992 Q2.
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