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Abstract

This paper presents a new method of testing for 1ID. The test is suggested as an alternative to the
nonparametric BDS test, which requires a proximity parameter ( and an embedding dimension m
to be chosen arbitrarily. A limited statistical theory exists to determine the right choice of these
parameters. The presented method aims to eliminate such indecisiveness by integration over the
correlation integral. The Monte Carlo simulation is used to tabulate critical values of the new
statistic. In a comparative analysis the presented test is able to find nonlinear dependencies in
cases where the BDS test does not find them. The test becomes more critical to the question
whether the data is true white noise.

Abstrakt

V ¢lanku je popisovana nova metoda testovani nezavislého a identického rozd¢€leni (iid). Test je
navrzen jako alternativa k neparametrickému testu BDS, ktery vyzaduje, aby parametr proximity
g a prostorova dimenze m byly zvoleny arbitraln€. K dispozici je pouze nejednoznacna statisticka
teorie jak nejlépe vybrat tyto dva parametry. Navrzend metoda nabizi odstranéni této
nerozhodnosti pomoci integrace pies korela¢ni integral. Kritické hodnoty nové statistiky jsou
tabulovany pomoci Monte Carlo simulace. Komparativni analyza dokazuje, Ze navrhovany test je
schopen najit neline4rni zavislosti v ptipadech, kde je test BDS jiZ nenachazi. Novy test se tak
stava ptisnéjSim k otdzce zda jsou data skutecné pouhy bily Sum.

Keywords: chaos, nonlinear dynamics, correlation integral, Monte Carlo, exchange rates, ARCH

1 I would like to thank D. Decherd whose help with this paper was substantial.

I would like to thank B. LeBaron and C. Lenc for the data set and helpful coments, J. Perez for providing me with the
data set and D. Papelifor the helpful coments. The usual disclaimer applies.

2 A joint workplace of the Center for Economic Research and Graduate Education, Charles University, Prague, and
the Economics Institute of the Academy of Sciences of the Czech Republic. Address: CERGE-EI, P.O. Box 882,
Politickych véznu 7, Prague 1, 111 21, Czech Republic.



