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Description: This add-in carries out Diebold and Mariano’s (1995) test for the equality of forecast
accuracy of two forecasts. The add-in requests the user to input 2 equation objects, the forecast sample, and
to select a loss function (squared or absolute). The output is a spool that includes a table of results which
displays the Diebold-Mariano test statistic and a p-value, and graphs of the two forecasts.

The procedure simply computes forecasts for the two equation objects and then calculates the forecast
errors. Consider the forecast errors {e;;}{_; and {e;;}{_, associated with the two forecasts {g;:};_; and
{9j:}1_, of the time series {y;};_,. The Diebold-Mariano test is interested in the expected loss associated
with each forecast. The null hypothesis of equal forecast accuracy for two forecasts is E[d:] = 0 where
dy = [g(eir) — g(eji)] is the loss differential and g(e;;) is a loss function. This procedure calculates the loss
differential in one of two ways: the difference of the squared forecast errors or the difference in absolute
forecast errors. The user can select which loss function they would like to use. The statistic is defined as

DM stat = LY N(0,1)

VTV ()

where d = 7 Zthl [g9(eit) — g(eji)] is the sample mean loss differential and V' (d) is the unconditional variance
of d.
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