
1 Exercise 4.7 updated

Let Xt be given by the vector autoregressive model

�Xt = ��
0Xt�1 + �1�Xt�1 + �2�Xt�2 + "t; (1)

where "t are i.i.d. Np(0;
) and � and � are p� r of rank r.
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so that the stacked process ~Xt = (Xt; Xt�1; Xt�2)0 satis�es the error correction
model

� ~Xt = ~� ~Xt�1 +B"t
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Next de�ne
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and show that
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4. Finally derive the Granger Representation Theorem for (1) from the

Granger Representation Theorem for the model with one lag.
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