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A Time-varying Parameter Regression Model Based on Fourier Transformation.
Estimation, Specification and Application
YANG Li-xiong', LI Qing-nan®
(1. School of Management, Lanzhou University, Lanzhou 730000, China;
2. Institute of Economics," Sun Yat-sen University' ,Gaoxiong 80611, China)

Abstract: The time-varying characteristics of parameters in regression model can deteriorate the fitness
and forecasting. The time-varying model based on Kalman filtering has many parameters to estimate,
which can lead to inefficiency. This paper introduces a time-varying model based on Fourier transformation
and shows that the estimators of parameters converge to the true value. Via simulations,we show that the
new time-varying model can deal with the continuous,random and abrupt time-varying parameters. Then,
the new method is used to examine the co-movement relationship between stock market of China and that
of US. The empirical results imply that the time-varying model can capture more abundant interaction,
while the classical model can obtain misleading conclusions.

Key words: time-vary parameters; fourier transformation; Monte-Carlo simulation; co-movement
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