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Answer any two questions

1. Consider the following two-equation model:
N =12+ Buxy + Byxy + ByyXy + 8
Vo =0+ Boxi + Xy + BipXy + &,

a. Are all the equations of the above model iflentified?
b. Establish whether or not the following restrictions are sufficient to identify (or
partially identify) the model:

DB, =Frn=0

(). B;, =0 and vy, =0

(i) By + B3y =1

¢. Now imposing the restrictionf;,= 0 & 3,= 0 estimate the structural form parameters of

the above model using the appropriate method of estimation. Justify why you have
chosen that particular method of estimation. 1+243+43+5+1=15

2. a.Iferrors are independent over time but correlated across cross section units then what
is the appropriate method of estimation. Discuss the method by u)nSJdLung a suitable

model.
b. Discuss the assumptions of the fixed effects and the random effects models and the

issues related to the choice between these models.

3. a. Compute the autocorrelation function of the following AR(2) process and plot their
corrclograms: 6+6+3=15
X, =09X,,-02X, _, +¢ _
b. What are the null and alternative hypotheses in unit root tests?

c. Con31der a ARMA(2,2) model and discuss how will you estimate that ARMA model.
(3+1)+5+6=15



