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From Theory to Data: The Paradigmatic Evolution of
Analysis in Macroeconomics

DING Zhi-guo,ZHAO Xuan—kai

(Center for Quantitative Economics, Jilin University, Changchun, Jilin 130012, China)

Abstract: The Vector Autoregression (VAR) Model is a symbolic achievement in empirical macroeconomic

study. It is used to analyze causalities in the economic system and focus on identification issues in the

macroeconomic shock. Based on economic theories, early traditional structural equations are used to

interpret and forecast macroeconomic phenomena. But because the outcomes in forecasting the real economy

are not stable, early traditional structural equations are criticized by the theoretical circle. Sims, who points
out flaws of traditional methods and uses objective data, raises the VAR model which breaks the traditional
empirical study paradigm in economy and becomes the classic method of causality analysis in empirical
macroeconomics. He is thus awarded Nobel Economy Prize in 2011. This paper, by comparing principles
and applications of main econometric methods, systematically summarizes economic ideas and evolutional
paths of the VAR model.
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