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1. Introduction 
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b. Unit Root and Cointegration Tests 
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Table 1. Unit Root Test Results   
 DF-GLS Test KPSS Test 
 Level series Differenced 

series 
Level series Differenced 

series 
Nominal Exchange Rates 

GBPCAD -1.981 -15.484*** 89.2*** 0.042 

GBPAUD -1.906 -16.760*** 103*** 0.0676 

GBPNZD -2.616 -16.538*** 68.8*** 0.0315 

GBPSEK -2.314 -14.824*** 94.7*** 0.0326 

CADAUD -2.532 -13.089*** 51.3*** 0.0292 

CADNZD -2.741 -15.218*** 32.2*** 0.0282 

CADSEK -2.241 -15.186*** 17.4*** 0.0181 

AUDNZD -2.524 -14.633*** 80.7*** 0.0382 

AUDSEK -2.789 -13.267*** 59.2*** 0.0203 

NZDSEK -2.033 -15.562*** 19*** 0.0133 

USDEUR -1.553 -14.132*** 149*** 0.0675 

USDCHF -2.005 -15.993*** 140*** 0.029 

EURCHF -1.598 -16.754*** 97.7*** 0.0653 

Interest Rate Differentials 
UK-Canada -2.038 -17.027*** 40.5*** 0.0061 

UK-Australia -0.056 -16.351*** 133*** 0.0105 

UK-New Zealand -0.443 -17.102*** 123*** 0.0031 

UK-Sweden -1.007 -15.722*** 61.7*** 0.0587
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Table 2. Johansen Trace and Eigenvalue Tests for Cointegration   
 Trace Test Eigenvalue Test 
 Test 1 Test 2 Test 1 Test 2 
UK-Canada 0.0003*** 0.4879 0.0001*** 0.4879 
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Table 4b.  Linear Cointegrated Vector Autoregressive Model Results for Inflation Targeting Countries 
 GBPCAD GBPAUD CADNZD AUDNZD AUDSEK 
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Table 8b. Smooth Transition Cointegrated Vector Autoregressive Model Results for Inflation Targeting Countries 
 CADNZD CADSEK AUDNZD AUDSEK NZDSEK 

Independent 

Variables 

Dependent Variables 

∆7' ∆8̃' ∆7' ∆8̃' ∆7' ∆8̃' ∆7' ∆8̃' ∆7' ∆8̃' 
Regime 1 

:! 0.005*** -0.0002 0.00008 0.0007** -0.156*** -0.034*** -0.0002 0.025 -0.0006 0.010 

!!!&

!!!&!!!&!!!&
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Table 8c. Smooth Transition Cointegrated Vector Autoregressive Model Results for Non-Targeting Economies 
 USDEUR USDCHF EURCHF 

Independent 
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Table 9. Smooth Transition Model Regimes 

  Regimes Transition 

 Equation 
Regime 1: 

< 

Regime 2: 

< ∙ ?( 
, @ 

GBPCAD ∆7' 0.0006** 0.0006 -0.055868 14.78672 

 ∆8̃' 0.069*** -0.133*** -0.016814 22.65341 

GBPAUD ∆7' -0.002*** 0.005 -0.005186 13.16741 

 ∆8̃' 0.203*** -0.379*** -0.006006 45.75886 

GBPNZD ∆7' 0.114*** -0.174*** -0.012500 62.36919 

 ∆8̃' 0.169*** -0.298*** -0.012345 31.67953 

GBPSEK ∆7' -0.0006 -0.0013 0.020142 65.02806 

 ∆8̃' 0.319*** -0.323*** -0.272267 66.07738 

CADAUD ∆7' 0.009** -0.02*** -0.173465 21.68449 

 ∆8̃' 0.201*** -0.200*** -0.192480 15.45625 

CADNZD ∆7' -0.002** 0.004 -0.050491 85.06376 
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