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o TS IS A FIZST-ORDER. VAR, BECAUSE I T /NCLLDES
ouLd FrsT LAGS,

e IT 1S ALSO REFERRED To AS A STRUCTURAL VAL
o "THE PMITIVE SYSTEM",

TS Caof BE WATES 1N MaiX FORM AS :
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TS 1S GUED THE VAR MoDeL 1N STaN DaRD FORM,
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TUE SEQUENCES {«W aD {27 wiw Be
JomTy CoVAMualCe STARloNARY.,
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FoR ME GeHerAL VAR MODEL, THe Rits
Contmls aNUY PrepetermINED VAR ABLES,
AND THE ERROR TERMS AE Sers Ly
UNCORELATED L ITH Cor STALT VAR AJCE,

= EACH EQuanod caN BE ESTIM AT D
WwIThk OLS

| ) OLS ESTIMATES Mle GNSISTEIT 4D
ASMPTOTICALLY EFEICIEUT,

& eved THOUGH ERZoR 1BMS ARg CorfELATED
bcfloSs EQUAMONS, SUR DoES NoT ADD o

THE EFRCIEN O SINCe ML REGRESSIDNS Lk
|DENTICAL  RHS VAL/ABLES .

STIoNMUTY OF VARIABLES

Simg (1480) ""MACROECONDMICS AVD REMATY",
ECoNeMERLCA |

SIMS, STocK, Warson (1490). "INFERENCE 1 LiNeng
TIME SEUES MODELS W1t SOME LNIT [oTs u
ECONOMETUCA |

D LeCoMMEND AGANST DIFFEREMNCNG eved 1 e
VAU ABLES Cond TN A UMIT R0OT,

THEY ARGUE!
. DiFEERIVEING IMDLVES Al WRAMATION
oSS ; BMSo Do HorDeTerD
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. THE COEFRGIEMTS OF @; CaP € USED TD
. GANEATE e EFfecrs OF ¢ t AND €ay
stlockS op THE EVNNE TIME PATUS of
{44] A0 i%t} ™E MiTlne VMLUES oF
™ ¢, ME TE IMCacT MuLnfUERS, The

Sur OF THESE Acloss ALL (ETLODS ATLE THE
LoNG- Qud Muvnuées,

THus TUE VAMAUES OF THE ENTRIES IN @;
ME K opp AS IMPALULSE RESPNSE FuNcnionS,

Qotidg By (L) AGuBST i 1S A RacneaL
WY Td Visusd RevrnesadT THE Belnlore

O€ THE VALACLES 11 RESParlsE O RanDom
SHocCleS,

THE CcHoLESK | DeComPosiTiod FRoVIDES T
NECESSATYY RESTRACTIONS P IDENTIFY T
MmAuLSE LSS NSES, TS DECOMPoS ToA)
Polle€s Ml ORDGUNG o8 THE UMUABLES

INVOWVING A ASSUMPTION OF SOME \[AMUABLES
BEING LAUSALLY Aok T oTHERS

R THE MARTANCE OF oROEZING DEPENDS o) THE
MAGNITUDE OF TWE ColileLAmon BENWEER THE ERRARS
OF THE EQLATIONS 1N SIDARD (M,



VAMUANCE DeComPos rlon)

Ths DEMMSES THE - STEP- AUEAD PORECAST
ERRORL VARIZSLE 1INTd THE PRoPolTIoNS DUE 1o
Encit SHoCK.. TS IS THE CHANGE W EhcH
VAUAGBLE DUE TO 1TS owp sHodds versus
SHYALS To OTHEIL VARIAGLES,

You WOULD EXPECT SHORT- Rup CHANGES T [
DomMIN MED BY SHockS 1D THE VarABle 1N
QUESTION, WITH LONGETR: Rudl c;Hwae'_g Gen4
MORE ATFECTED BY SHICKS 1o BTHER VARUARLES

NOTE THAT TWE CHOLESIL) DEComPotiTion
PORLES ClpalGES 10 TWS oNe- PeuoD FOE ST
EULL, MTENATE ORDEUNGS GENERAE
GilosSLy DiFFEneNT Re3uLts AT shopnspe
FOECAST HotuZon s,

IMMLSE AUAVISIS AND VAUANCE Deto oS 1TIoWS
AMLE TS CALLED IMNoVATION AcoupnG,

NEPL -VATLs

\€ You SeT ul THE SYSTEM S T SoME of THE
EQUATIONS HAVE DIFFEReXT PEGRESSORS, e

METHOD OF SEEMINALY WNREWED Leapecmns (sug
(ROVINES EPACIENT ESTMATES 0F ME Colirgrents )




