
ECONOMETRIC TIME SERIES

(University of Iceland, Spring -05/M.Linden)

1. Give a short explanation of the following concepts: (12 points)

(a) Trend stationary

(b) Error correction model

(c) ARIMA-process

(d) VAR-model

(e) Spurious regression

(f) Common stochastic trends

2. Describe and explain the Dickey-Fuller tests. (6 points)

3. (a) For the process fYtgT1 the autocorrelation function ACF (k) takes values with lags
k = 1 : �1 6= 0, and k > 1 : �k = 0, and the partial autocorrelation PACF (k) takes
values �k 6= 0, k = 1; 2; 3; 4; ::: . Identify the process for Yt. (3 points)

(b) Calculate the autocorrelation function for the AR (1)-process

Yt = �Yt�1 + "t, j�j < 1, "t � IID
�
0; �2"

�
. (3 points)

4. Choose either (a) or (b)

(a) Describe the estimation and testing for cointegration. (6 points)

or

(b) Assume that

Xt = Zt + ut, with Zt = �+ Zt�1 + vt, and

ut � IID
�
0; �2u

�
, vt � IID

�
0; �2v

�
, and E [utvt�i] = 0 8i.

Calculate ACF (1) for �Xt. (6 points)
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