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Getting Ready

You do not need expert knowledge of MATLAB to perform the GVAR
analysis using this toolbox. The authors have written all the necessary
codes for you.

To start, open the gvar.m MATLAB script and specify the interface
file name as in the image below.

If you choose not to specify the interface file name in the script, you
will later need to type it in the Command Window to be able to call it

In this demo, we will be using the gvarFullDemo.xls interface file.
No further modifications of the script are needed.
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Getting Ready
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Getting Ready

Run the gvar.m script by clicking on the “Run all sections” button
or typing “gvar” in the Command Window

All the instructions for performing the GVAR analysis will appear in
the Command Window

Next, type the interface file name (without the .xls extension) that
you would like to use (gvarFullDemo in this case) and press Enter,
OR simply press Enter.

Because we specified the interface file name in the previous step, you
can also just press Enter without typing the name.
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Getting Ready
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Getting Ready
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Getting Ready

After typing the interface file name, the program will start running
and a link between MATLAB and Excel will be established through
which information will be shared

The program will typically perform numerous pauses during the
process of the specification of the country-specific models, their
estimation and the analysis of the GVAR model.

During these stages, the user is called upon to supply settings and/or
check intermediate results in the interface file that will open
automatically each time.

After every pause, once the required settings have been supplied
and/or the intermediate results have been checked, you must save
and close the interface file.
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Preliminary Settings

Pause and go to gvarFullDemo.xls. Select the weights to be used for
constructing the foreign variables, and define the GVAR settings as
instructed in the Command Window
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Preliminary Settings

Selection of Weights
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Preliminary Settings

Main Settings (See Excel interface for full settings)
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Specification of the individual VARX* models

Once the preliminary settings are defined, press Enter. Make sure you
have saved and closed the Excel interface and press Enter one more
time.

At the Model Specification stage, the program will pause and ask
you to define the specification of the individual models.

This should be done in the section “SPECIFICATION &
ESTIMATION OF INDIVIDUAL MODELS” of the MAIN
worksheet in the Excel interface.

Follow the instructions in the Command Window to select the
domestic and foreign variables to include in each country model, as
well the relevant global variables.
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Specification of the individual VARX* models
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Specification of the individual VARX* models
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Specification of the individual VARX* models

Save and close the Excel interface, go to the MATLAB Command
Window prompt and press Enter twice to proceed (Do this after each
modification of the Excel interface).

Note: At each pause, you could open the output.xls file in the
Output Full Demo subfolder of the Output folder to see the outputs
you have gotten so far. But make sure you close it before proceeding.

The next 3 pauses are for checking the lag orders, the treatment of
the deterministic components in the VECMX* models, and checking
the rank orders, in that order.

If you are not satisfied with the values the program found for the lag
and rank orders, you can change them before proceeding. Make sure
you also choose the appropriate option for the VECMX*
deterministics.
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Specification of the individual VARX* models
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Specification of the individual VARX* models
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Specification of the individual VARX* models

If you have chosen to impose and test for overidentifying restrictions
on the coefficients of the cointegrating relations, the next pause will
ask you to do so in the overid restr.xls worksheet that opens
automatically.

Follow the instructions in the Command Window to define the
overidentifying restrictions.
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Specification of the individual VARX* models

We are imposing overidentifying restrictions on Canada and the Eruo
area only in this demo.
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Specification of the individual VARX* models

At the next 2 pauses, you will check the regression specifications for
the weak exogeneity test and the lag orders for the weak exogeneity
regressions, in that order.
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Specification of the individual VARX* models

In this demo, we will include the foreign variable eps i all country
models
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Settings and specification of the dominant unit

If the dominant unit function has been enabled, the next pause will
ask you to define the settings and specification of the dominant unit
model in the DOMINANT UNIT worksheet of the Excel interface.

Follow the instructions in the Command Window to define the
settings for this demo.

After defining the settings, there will be a few other pauses where you
will check the values that the program found for the lag and rank
orders of the dominant unit VEC model, as well as the lag orders of
the augmented VEC or univariate model
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Settings and specification of the dominant unit
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Settings and specification of the dominant unit
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Settings and specification of the dominant unit
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Settings and specification of the dominant unit
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Settings and specification of the dominant unit
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Solving the GVAR model

When you are done specifying the dominant unit model, the program
will be ready to solve your GVAR model.
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Additional Features: GVAR Forecasts

If you have chosen to generate ex-ante forecasts of the GVAR model,
the program will then compute these over the specified horizon

Follow the instructions in the Command Window to define the
settings for this demo.
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Additional Features: GVAR Forecasts

Here we will be imposing restrictions on the conditional forecasts of
the short and long-term interest rates of the US over the period
2013Q2-2014Q1.
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Trend/Cycle decomposition

If you have also choosen to perform the Trend/Cycle decomposition
of the GVAR model, the next pause will ask you to define the
corresponding trend restrictions
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Trend/Cycle decomposition
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Dynamic Analysis

When you are done estimating the model, the program will ask you
whether you want to perform dynamic analysis. Type “y” for Yes or
“n” for No. This is the final step of the GVAR program.

Follow the instructions for defining the settings and selecting the
shocks as in the images below

32 / 36



Dynamic Analysis
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Dynamic Analysis
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Bootstrapping the Structural Stability Tests

The final set of pauses refers to selecting the covariance matrix for
computing the bootstrap critical values of the structrual stability
tests, provided this function was previously enabled
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Next session:

Understanding and Interpreting Results
from GVAR Models
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