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SUPER PROBLEM

Graduate Students: You are to complete this exercise on your own and hand it in at the time of the Final Exam in this course.  If you need assistance, come see me.  You are not to consult your classmates on this project!  (I am holding you to the SMU Honor Code on this!)  The notebook that you are going to be producing will count 20% of your final exam score.  (You will have the in-class final exam and this "super" problem.  This super problem is worth 26 points (one point for each page).) You are to use four SAS programs SPRO1.SAS, SPRO2.SAS, SPRO3.SAS, and SPRO4.SAS.  These programs can be downloaded from the SUPPRO subdirectory of the course website .  They are designed to help you conduct an out-of-sample forecasting experiment on two artificial series X?? (the proposed leading indicator) and Y?? (the target variable).  You can find your particular assigned series by going to the file SUPPROlegend.doc in the SUPPRO subdirectory of the course website.  The particular textfile containing your series can be found in the SUPPRO subdirectory of the course website.  In terms of choosing the lag length for your tests for white noise residuals, assume that your data is observed QUARTERLY. 

Briefly, your task is to fit a Transfer Function model to the first 80 observations on X?? and Y??.  Then you are to roll the model through out-of-sample observations 81-110 and compute the forecasting accuracy measures MAE and MSE for one-step ahead forecasts of Y??.  Separately, using the first 80 observations you are to fit a Box-Jenkins model to the Y?? series.  Then you will roll it through the out-of-sample observations 81-110 and compute the MAE and MSE forecasting accuracy measures for one-step-ahead forecasts of Y??.  The forecasting accuracy measures of the Box-Jenkins model then will serve as a benchmark for comparison with the Transfer Function model which uses a proposed leading indicator that may or may not be effective in helping to forecast Y??.

This problem is to be handed in according to notebook form.  See the file SUPNOTEBOOK.doc in the SUPPRO subdirectory of the course website for the description of the specific form required for the notebook.

