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Abstract: A dynamic filtering method is proposed to estimate the parameters of Markov regime-switching cointegrating
regression model. In order to eliminating both the serial and contemporaneous correlation between the regressors and
errors, an auxiliary dynamic regression model is developed by using a leads-and-lags approach. The maximum likelihood
estimation (MLE) is performed on the auxiliary model by employing the Hamilton filter. Simulation experiments show that
the method reduces the bias of the parameter estimator. A Markov cointegrating model is estimated between the export and

import trade in China from January 1990 to October 2011.
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Table 1 Properties of filtering estimation in
simulation experiments
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T = 200
B -050 —0490 0.054 —0.492  0.046

Bz 050 0511 0040 0503  0.063
o2 118 1131 0214  1.191  0.057
o3 172 1314 0867 1408  0.721
pi1 090 0873 0045 0878  0.063
p2a 090 0913  0.023 0912  0.026

T =400

B -050 -0.497 0.036 -0499  0.036
Be 050 0503  0.047 0498  0.044
o? 118 1152 0.127 1160  0.069
o3 172 1227 0125 1524 0.117
pi1 090 0.882  0.022 0889  0.022
pe2 090 0928  0.016 0924  0.014
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Fig. 1 The logarithm of import and export data eliminated

seasonal factors
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Table 2 Parameter estimation of cointegrating Markov

regime-switching model
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