
Econometric methods for the modelling of
nonstationary data, policy analysis, and
forecasting (EMM)
an ESF Scientific Network

The purpose of the Network is to facilitate increased

cooperation and interaction between leading European

econometricians researching on the modelling of

nonstationary macroeconomic time series, and to make the

results available to a wider audience. The emphasis of the

Network’s research activity will be on the development of

new tools for economic modelling of nonstationary data, on

theoretical and empirical studies of the use of econometric

models for forecasting, economic policy analysis, and on

deepening understanding of the underlying driving forces in

the changing European macroeconomic environment. A brief

motivation for the need for these econometric tools is

reported in the following.

There has been a progressive economic convergence among

most countries of the European Union (EU) since the

breakdown in the early 1970s of the Bretton Woods system

of fixed exchange rates dictated largely by national central

banks or governments. But the macroeconomic effects of the

fundamental changes within the EU have yet to be fully

understood either empirically or theoretically. Yet with

European enlargement pending, there is an urgent need for

better understanding of the benefits and costs of convergence.

The ultimate aim of this Network is to develop such an

understanding through improved analysis of dynamic

macroeconomic behaviour. To perform the necessary

econometric research, this Network is coordinating existing

programmes involving leading econometricians at various

institutions throughout Europe. The focus is on the modelling

of nonstationary data (i.e. involving data that itself changes

in pattern over time with uneven structure and occasional

breaks or shifts), because this has been shown to match the

real economic world better than stationary data.

One way of learning more about the consequences of

enlargement is to analyse available empirical data on past

integration processes. Examples of such past integration

include the unification between the former west and east

Germany during the 1990s, and in particular between the

wealthier countries of northern Europe and the less well off

countries of the south over 20 years ago in the last wave of

EU enlargement. This last integration certainly eroded

differences in the standard of living between north and south,

but in both the above cases the transition period has been

long and the costs high. Ongoing research suggests that with

less rigid controls over prices and wages, the transition could

have been less painful.

But to argue convincingly for measures to reduce the pain of

enlargement, much more research is needed based on the

historical data to improve understanding of the underlying

mechanisms.

This Network is conducting its research by focusing on

nonstationary data models. Economic data tends to be

nonstationary because it is governed by stepwise changes

such as technological progress and new legislation that

produce breaks in time series data. But the econometric

analysis of such data has proved difficult and has tended to

create new problems that need to be solved in order to obtain

reliable answers to the questions asked. The methods needed

to solve these problems can be classified into three broad

groups:

. Inference on economic structures based on
historical data.
How can we understand as much as possible of the

historical variation in the data?

. Inference on policy decisions based on the
structural analysis of historical data.
What are the econometric conditions that must be satisfied

by a structural model in order that it can produce reliable

policy simulations?

. Inference on forecasting based on historical data.
What are the implications for forecast reliability of data

being subject to structural change?

Much econometric research has already been done within

these three groups, but most of it for stationary data. As the

last decade of research has demonstrated, the results change

fundamentally when the data is nonstationary. This Network

includes many of the most prominent scientists in the world

who are actively engaged in solving the econometric

problems related to the above topics for nonstationary data.
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