90.2.6 Joint Estimation of Equilibrium Coefficients and Short-Run Dy-
namics, proposed by P.C.B. Phillips. Consider the model

Ye=xB+ z/v + uyy,

zt = u2[9
X = X, + Uz, (6))
where t = 1,...,n, xo = 0 and u/ = (u,,, U, Us,) is strictly stationary and

ergodic with zero mean and covariance matrix L. The vector z, in (1) is
strictly exogenous (i.e. E(z,u,s) = 0 for all ¢ and s), and u;, is a mar-
tingale difference sequence with respect to the filtration ¥,_; = o(u,_1,
Uiiny oo (Uag, Uss) o), 1€ E(uy|F,_1) =0, and u, satisfies the invariance
principle 7~ V2" 4, =, B(r) = BM(R) where
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Let B and 4 be the OLS estimators of 8 and + in (1). Find the limit distri-
butions and joint limit distributions of these estimators. What do you con-
clude from these results about the nature of the dependence between
estimators of the long-run equilibrium coefficients 8 and the short-run or
stationary dynamic coefficients v?



