
TA session #7ECON 342J. Mar
elo O
hoaMar
h 24, 2009Problem 1. Assume that the true model for yt is,yt = �0 + �1yt�1 + �2yt�2 + "twhere "t is iid, with mean zero and varian
e �2. As an e
onometri
ian you observe a samplefytgTt=1. After some thought, you de
ide to estimate the following model,yt = �0 + �1yt�1 + ut�1(a) Find the asymptoti
 distribution of your estimates.(b) You �nd that 0 < �̂1 < 1. From this result, 
an you 
on
lude that yt is weakly stationary?Problem 2. Assume that yt = �1yt�1 + "txt = �1xt�1 + utwith "t and ut iid with mean zero and 
ommon varian
e �2. As an e
onometri
ian you onlyobserve, zt = yt + xtWhat pro
ess does zt follows?
1



−2 −1.5 −1 −0.5 0 0.5 1 1.5 2
−1

−0.8

−0.6

−0.4

−0.2

0

0.2

0.4

0.6

0.8

1

φ
1

φ 2

Figure 1: Admissible regions for �1 and �2 for a stationary AR(2) pro
ess.
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