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Abstract

Dickey and Fuller in the late 1970’s provided methods by which the unit root hypothesis
could be tested. Subsequent to this, Nelson and Plosser made a landmark application of these
methods to macroeconomic time series, which has produced numerous other enquiries of this
nature. One such application is Stock and Watson (1986). This study revisits Stock and Watson’s
results, with the main conclusion being that real per capita GNP is trend rather than difference
stationary. This conclusion contradicts both, Stock and Watson as well as Nelson and Plosser,
but is due to its application of the more robust method of ensuring statistical adequacy. This
paper shows that real per capita GNP is a trend stationary rather than a difference stationary
process. This conclusion is yet another in the series of more recent studies which have
overturned the results of the seminal investigation by Nelson and Plosser. The paper’s conclusion
is also inconsistent with the results of the metric against which it is being measured; the results
of Stock and Watson (1986). This comes as no surprise as these results are consistent with most
studies which employ the more robust approach of establishing statistical adequacy before
attempting to test for unit roots. The statistical adequacy approach is deemed to be more robust
because it ensures that a set of internally consistent probabilistic assumptions is imposed upon
the model. Without this kind of consistency no inferences should be drawn from a model’s
results, because at best such inferences are misleading, if not entirely false.
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