Answer key for the final in 2009
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3.) a.) Factorsin ¢; such as an economic shock might be positively corre-
lated with s;. This is expected to result in (3, being biased upward
because if cov(s;,e;) >0
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b.) Let x; = (1,z;). E[x,(1,s;)] has rank 2.
C.) EZ'Z'E,L' =0

d) Let %, = (1,8, 8 = dr4dor; and & = (4q, a) = (00, &%) 300, &84
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4.) a.) Elwlyi-1,.-.,y1,%, ..., 21 = 0 implies Ely:|ys—1,..., 0] = 0.
b.) Score h(a,w;) = 2Z[—(1/2)log(2m) — (1/2) log(az) — y?/(20;)].
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d.) Eld] = a and var|a] = E|a — E[d]]* = 2a?. Therefore,
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e.) From E[h(ag,w;)] = 0, GMM estimator & make sample moment
T S0, h(é, wy) = 0. That is,
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f.) As E[hihs) =0 for t # s,
S = ) E[h(ag,w)h(ag, wi)']
= F[h(ag, w)h(ag, wy)']
1 32 a
© 4a? 4ot 2403
1
202
g)
Oh(a, wy) 1 y?
D = p|N) gl Y
[ da/ 202 adzy
B 1
- 2a2
vV = (DSTD)
= 2a?
h.) Yes, because the moment condition E[h(ag,w;)] = 0 would still
hold.
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