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Note : Attempt questions from both Sections as per

instructions given.

Section—A

Note : Answer any two questions from this Section.

20 each
1. Consider the regression model of aggregate
demand and supply. Aggregate demand for a

commodity Qp 1is related to its price P, income Y
and population PoP by the equation :

Qp = By + ByP + B3Y + B,PoP + Uy
The aggregate supply is given by :

Lot-II P.T.O.
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In this model, U and Ug are independently
distributed terms. Show that :

(@) The estimate of a, will be inconsistent of
ordinary least square (OLS) is used to
estimate the supply equation.

(b) A consistent estimate of a, will be

obtained if the supply equation is fitted
using instrumental variables (IV), using Y
as an instrument.

(a) Explain what heteroscedasticity i1s and
why it is a problem. Outline two general
tests that could be used to detect it.

(b) Show how you would use the generalised
least squares (GLS) approach to deal with
heteroscedasticity.

Explain the underlying ideas behind the Logit
model. Explain on what grounds Logit model is
an improvement over linear probability model.

Consider the regression model :
Y = By + Baxg + Paxg +u
where u follows N (0, 62). A sample of 25 was

taken for the estimation of the model.

(a) Explain the OLS method for estimating the
parameters.
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(b) Suppose you want to test the hypothesis
that By = B3 = 0. How will you test it ?

(c) Explain how you would test the
significance of B, and By separately.

Section—B

Note : Answer any five questions from this
Section. 12 each

5. Explain the problem of multi-collinearity.
Discuss three ways in which you would detect
multi-collinearity.

6. Explain the Koyck approach to distributed Lag
models.

7. What are measurement errors ? How are they
different from specification errors ? What are
the problems caused by measurement errors
in :

(a) dependent variables
(b) explanatory variables

8. Explain the Indirect Least Squares (ILS)

method stating clearly its assumptions and

properties.

P.T.O.
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11.

12.
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Suppose you are given the relationship between
expenditure and income for two time periods

as:
Ey =By +B2Yy + &9

State how you would apply Chow test for
structural stability between two time periods.

Interpret the coefficient of determination, RZ.

Bring out the difference between R? and
. 9 —2

adjusted R“ (R").

Why are errors in cross-section studies unlikely

to be serially correlated ? Give an example in

which serial correlation will be present.

How is a dynamic model different from partial

adjustment model ?

Specify both models and explain the difference.
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