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Assignment
Simultaneous Equations Model

Export-Import Equations System

INEXx, =B, +p,InIm + B, InP,, + B, InFX + B, InGDP,, + ¢, (1)
InIm, = B, + B, INEX, + B, INFX, + B, InInf, + ¢, (2)
where: InEx; = Natural log of export at time t

Inlm; = Natural log of Import at time t

INPeyt = Natural log of Export price at time t

InFx; = Natural log of Exchange rate at time t

INGDP,: = Natural log of World GDP at time t

InInf; = Natural log of Inflation at time t

Endogenous variables in this system include InEx; and Inim;
Exogenous variables in this system include InPgy;, InFx;, INGDP,y;, and Ininf;

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?
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