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Question one (Compulsory)

a) “Applied econometric research is concerned with the measurement of the
parameters of economic relationships and with the prediction (by means of
these parameters) of the values of economic variables™. Discuss the stages of
econometric research methodology. (6 marks)

b) The data in table 1 below reports the aggregate consumption (Y in billions of
US dollars) and disposable income (X, also in billions of US dollars) for a
developing economy for 12 years from 1998-2009

Table 1: Aggregate Consumption (¥) and disposable Income (X

Year

1998

1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 2009

Y

102

106 | 108) 110 122 | 124 128 130] 142 148 150 154

X

114

i).

ii).

i),

1181 126 | 130) 136 140 | 148| 156| 160] 164| 170] 178

Draw a scatter diagram and estimate the regression equation for the
consumption-Income data in table |1 above (5 marks)

From the consumption-Income data in table 1 above find
variances; &}, Var(bh,) andVar(b,). (4 marks)

State the Null and alternative hypothesis to test the statistical
significance of the parameters; what is the form of sampling
distribution of 4, and 5 .Test the statistical significance of the
parameters of the regression equation estimated in (i) above at 5%
significance level, construct the 95% confidence interval for the
parameters and state the degrees of freedom. (7 marks)

Find the &* for the estimated consumption-Income data in table ]
above and interpret the value. (2 marks)



Question Two

a) Consider two time series variables x, and y, all of which are integrated of
order one denoted as /(l),state and explain the Granger representation

theorem.Expalin the short run dynamics that may arise between the two
variables if any? (8 marks)

o

YR

b) Prove that »2 =b,. (4marks)

Question Three

a) What is the lag structure in the Almon lag model and explain the advantage
and disadvantage of the Almon model with respect to the Koyck model?
(6 marks)
b) The least square regression estimated from 22 observations isY, =10+5X,,

R? =0.8 carry out the tests for the existence of a relationship between X and
Y by using : (i) The-T-test
(ii)The F-test (6 marks)
Question Four

a) State the stochastic assumptions of the classical regression model and give
an intuitive explanation of the meaning and need of each of them (6 marks)

b) What is autocorrelation? discuss the consequences of using Ordinary Least
Squares (OLS) in the presence of autocorrelation (6 marks)

Question Five
a) Discuss any five remedial measures for multicollinearity (5 marks)

b) Discuss reasons why heteroscedasticity is a problem in the OLS estimation?
Explain the various tests for detecting heteroscedasticity (7 marks)




Question Six

Consider the following demand ~Supply model.

Demand: O =a,+a,f +a¥, +a,W, +u, @ <0, a,>0 and
Supply: Q,=b,+b,P,+u,, b >0

Where W, is wealth and the expectation is that 4, >0
Required:

a) Determine if the demand/or supply function are exactly identified, over
identified, or under identified,
b) Calculate the structural slope parameters (12 marks)



STATISTICAL TABLES

Cumulative Standardized Normal Distribution

Taome AT

A(z) is the integral of the standardized normal
distribution from —ooto z (in ather words, the
area under the curve to the left of ). It gives the
probability of a normal random variable not
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Tame A2
¢ Distribution: Critical Values of ¢
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Tame A3

F Distribution:  Critical Values of F (5% significance lavel)
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Tams A3 (continued)
F Distribution: Critical Vaduws of F (5% significance level)
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