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Note: The broken straight line is a fitted trend (by OLS) of the form Y, = ,u + IDU, + fit where 
DUt = O if t < 1929 and DUt = 1 if t > 1929. 

FIGURE 1.-Logarithm of " Nominal Wages." 

To motivate the use of these three models as possible alternatives to the unit 
root with drift hypothesis, we present in this section some descriptive analyses 
for three series: "nominal wages" (1900-1970), "quarterly real GNP" 
(1947:1-1986:III) and "common stock prices" (1871-1970). 

Figure 1 shows a plot of the logarithm of the nominal wage series. A feature of 
this graph is the marked decrease between 1929 and 1930. Apart from this 
change, the trend appears fairly stable (same slope) over the entire period. The 
solid line is the estimated trend line from a regression on a constant, a trend and 
a dummy variable taking a value of 0 prior and at 1929 and value 1 afterwards. 
Table I presents the results from estimating (by OLS) a regression of the 
Dickey-Fuller type, i.e.: 
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The first row presents the full sample regression. The coefficient on the lag 
dependent variable is 0.910 with a t statistic for the hypothesis that a = 1 of 
-2.09. Using the critical values tabulated by Dickey and Fuller, we cannot reject 
the null hypothesis of a unit root. When the sample is split in two (pre-1929 and 
post-1929), the estimated value of a decreases dramatically: 0.304 for the 
pre-1929 sample and 0.735 for the post-1929 sample. However, due to the small 
samples available, the t statistics are not large enough (in absolute value) to reject 
the hypothesis that a = 1, even at the 10 percent level. 

Two features are worth emphasizing from this example: (a) the full sample 
estimate of a is markedly superior to any of the split sample estimates and 
relatively close to one. It appears that the 1929 crash is responsible for the near 
unit root value of a; and (b) the split sample regressions are not powerful enough 


