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Financial Econometrics I - 2009 – 1st semester; 2nd Examination (SOLUTION)

1. [image: image1.wmf]11223

tttt

yyzu

bbb

=+++

In equation 
[image: image19.emf], which is part of a simultaneous equations system, variables y1t and y2t are assumed endogenous, while zt is exogenous. The equation was estimated by OLS and its residuals are 
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. The reduced form equation 
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 was also estimated by OLS and the fitted values  
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 were calculated and saved. Then the equation 
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 was estimated and its residuals are 
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. According to the Hausman test at the 5% level, should y2t be treated as endogenous or exogenous? 

RRSS = u’u = 550; URSS = w’w= 28;

T = 6; k = 4 (number of regressors in the unrestricted regression); m = 1 restriction

Test stats = [(550-28)/28] x [(6 – 4)/1] = 37.28

Fcrit (m=1;T-k=2; 5%) = 18.5  ( reject H0 ( y2t should be treated as endogenous

2. Given the process autoregressive process 
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, where ut is a white noise error term, write the five initial terms of the infinite moving average process derived from it.
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3. What is the order of integration of the autoregressive processes 
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, where ut is a white noise error term?
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4. The residuals of the regression between two I(1) variables, y and x, are 
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. Estimate 
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 and 
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 without drift and without trend at the 5% level to perform the Dickey-Fuller unit root test on 
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. Are y and x cointegrated? To find the critical value in the appropriate Table, use T = 50.
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Run the regression:  where  and  (Note: 

there is no intercept in this regression
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residuals are at least (1). Therefore,  

and  are not cointegrated.
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5. Given the MA process 
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, where the variance of ut = 2 = 0.12, find the mean E(yt), the variance (0), the autocovariance of 2nd order (2), and the auto-correlation of 2nd order (2) of yt.

The mean: E(yt) = 0;

The variance: 
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The autocovariance of 2nd order:  

The autocorrelation of 2nd order:
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