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Assignment 8 

 
1. Estimate VARs models using spot return (rspot) and future return (rfuture) as 

endogenous variables and determine the most appropriated lags models using SBIC. 
 

 
The most appropriate lags model using SBIC is lag term 6 which is -20.053 since it has 

the lowest value (best model in term of best fit the data) 
 

2. Perform stability test and Granger exogeneity test. 
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According to the stability test, all the eigenvalues are less than 1 and all 
eigenvalues lie inside the unit circle. VAR satisfies stability condition. We have a stable 
system. (We have dynamic system and our dynamic system has happen to be stable) 
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According to the Granger test, to guarantee endogeneity or the interdependent 

relationship between rspot and rfuture, the test’s Prob > Chi2 are all 0.000 (all the 
p-value < 0.05), therefore, we reject H​0​, rspot and rfuture are endogeneity. 

(Note : We set hypothesis of H​​0​​ : ​Δ​​21​​(L) = 0 and Δ​​12​​(L) = 0) 
 

3. Perform Impulse response analysis and determine which variable has more 
impact. 
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- Direction : According to the IRF graph, all variables have positive impact. 
- Magnitude : The impact of rspot on rfuture is larger than rfuture on rspot. 
- Duration : It takes 6 periods until the impact goes to zero. 

 
According to COIRF to look at the significance of the impulse response, the result 

shows that all values have lower bound more than zero. Therefore, the lower and upper 
bound does not cover zero, all values are significant.  

 
4. Perform Forecast error variance decomposition and determine variable that has 

more impact on each endogenous variable. 
 

 

 
 



Pimpisa Maneesiri 
6004641434 

  

According to the FEVD test, about 99% of variation in rspot caused by rpot itself and less 
than 1% caused by rfuture. From variation in rfuture, about half of variation in rfuture caused by 
rfuture itself and the half caused by rspot. Therefore, rspot has greater impact to rfuture than 
rfuture have impact on rspot. 

 
 

 
 


