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The Bierens non-parametric cointegration test considers the general framcwork

where no(q x 1) and nr(q x 1) are optinal mean and trend terms, and y1 is a zero-mean

unobservable process such that Ay, is siationary and ergodic.lhe general framework assumes

that z, is observable q-variate process for i = 0, 1, 2, ......---, n.
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to the number of cointegmiing vectors, thus, if ihe rank of JI equals to p or full rank, then v,

is a stationary process- If the rank ofJI is 0 < r < p. implying thai lhere are r cointegrating vectors

and hence the group of time series contain a (p-r) common trends. However, if the rank of II
is zero, then the vaiables in y, are non-cointegrated. Here, lwo likelihood ratio (LR) tesr

statistics, namely the trace and maxinum eigenvalue statistics are used io determine the nnnher

of cointegrating vectors.

The trace staristic tests the Ho(r) agains! Hr(p), and is written as:

rrace = -r>1.,, ln(r-i,)

On the other hand. the maximum eigenvalue staiisiic tests the Ho(r) against Hr(r+l), which is

glven by:

Maximum e;genvalue = -T ln(l (1'1,.-1) (6)

ln testing for long ron PPP hypothesis in the bivariaie case. nominal exchange rates and relarive

prices must exhibjt only one cointegrating lector (p l) or one common trend. lhus r€quire the

imposition of restriciion on the coefficients of JJ long-run cointegrating vector in lhe fortr of

[1, -1]. If the restriction tesi fails to reject the null hypothesis, then nominal cxchange rates will

move one-for-one with relative prices, suggesting thal PPP holds in the long run.
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