EC5501/EC5509

Modelling Financial Decisions and Markets/Introduction to Quantitative Methods

Semester 1 weeks 8-12

Lecturer:  Prof Menelaos Karanasos, SS269, phone 01895265284, email: menelaos.karanasos@brunel.ac.uk.

1) Using the data “monetary policy data”, available on my web page, 

a) plot the three variables used (in the workfile box, click on a variable; if the graph is not shown click on view in the series box and select line graph)

b) estimate the relationship between interest rates (r), inflation (rpi) and the 

output gap (gap) in the UK using data for 1992Q4-2003Q1:
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and check that your estimates are the same as those presented in the lecture  notes (quick menu; estimate equation; enter “r c rpi gap” and hit OK)

c) plot the residuals and actual and fitted values (in the equation box, click on view and select actual, fitted residual)

d) calculate test statistics for the following hypotheses:

H0: (1=1 H1: (1(1
H0: (1=-1 H1: (1(-1
H0: (2=1 H1: (2(1
H0: (2=0.5 H1: (2(0.5
e) estimate the model using data for the following time periods (to estimate the model over a different sample, either use the quick menu to create a new equation and use the lower box to choose the sample period, or take the equation you estimated for part (b), click on procs then specify/estimate and use the lower box to change the sample period):
1955Q1-2003Q1 (the full sample)

1955Q1-1972Q4 (the Bretton Woods period)

1972Q4-1992Q3 (flexible exchange rates, pre inflation targeting)

1979Q2-1989Q2 (the Thatcher period)

1997Q2-2003Q1 (Bank of England independence) 

f)
for each of the models estimated in part (e), test the hypotheses

H0: (1=0 H1: (1(0
H0: (2=0 H1: (2(0
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