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By Tatre Jantarakolica  

Assignment 2 
Simultaneous Equations Model 

 
Due: 1/9/2020 

 
Demand and Supply Equations 
 

10 11 12 2 13 3 14 4 1ln ln ln ln lnt Dt X t X t X t tS P P P PE E E E E H= + + + + +   (1) 
 

20 21 22 2ln ln lnt Dt t tD P GDPE E E H= + + +      (2) 
 

where: St  =  Domestic Supply at time t 
Dt  =  Domestic Demand at time t 
PDt  =  Domestic Price at time t = PMt + Tt  

Tt  =  Tariff at time t  
PX2t  =  Price of Input 2 at time t  
PX3t  =  Price of Input 3 at time t  
PX4t  =  Price of Input 4 at time t  
GDPt  =  Gross Domestic Product (Representing Income) at time t 

 
Endogenous variables in this system include St, Dt, and PDt  
Exogenous variables in this system include PX2t, PX3t, PX4t, and GDPt  
 
From Data Assignment 2.dta: 

1. State reduce form model of these system models. 
2. Estimate reduce form model using OLS and prediction of the endogenous variables. 
3. Estimate structural form using predicted endogenous variables as independent 

variables in the structural form model. 
4. Estimate the structural models of these system equations using OLS, 2SLS, 3SLS, and 

I3SLS. Concerning on the asymptotic property, which model is the most appropriated 
model? Why?  

5. What do β21 and β22 mean?  
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1 StructuralForm

Reduceform

InSt Tho t Th InP zt t ThathRst tTn InRat ThaInGDPe t wit
thDt The t TzInP zt ThethRst tTz InRat t TzulnGDI t tht
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A





Hausman Test

0.05

According to 95 confidence level Ho is not rejected Thereisnoendogeneitybias
Therefore OLS is more appropriatedthanalternative models



5 pi is price elasticity of demand
It means if domestic price increasesby 2 quantitydemanded
willincrease by Pan

Pu is income elasticity d demand

It means if GDP increases by 1 quantity demanded
will increase by 1322


