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Problem Set 5

1. Chapter 6, page 375, #1. 385 # 1, page 399 #1.

2. Consider the following AR(1) process

yt = c0 + φ0yt−1 + εt (1)

where |φ0| < 1, εt is an i.i.d. sequence with variance E[ε2
t ] = σ2.

Propose a root-n consistent and asymptotically normal estimator of φ0 and derive its

asymptotic covariance matrix.

3. Consider the AR(2) process:

yt = −0.5yt−1 + 0.25yt−2 + εt

where εt is i.i.d, mean 0, variance σ2.

(a) Determine if the stability (stationarity) condition is satisfied.

(b) Assuming E[ε2
t ] = 1, establish the form of γ0.
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