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Simultaneous Equation Model (SEM)
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Consumption : C;=Bo+ B1 Yi + Uy,... 0< B1 < 1... (1)
Income Identity: Yt = Ci + l... |t = St ... (2)
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E (Ut) =0, E (Utz) = 0'2, E (Ut Ut+i)= 0 (I¢O), Cov (|t,Ut) =0.
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Yi=Ci+ li=(Po+ P1 Yi+ Ut |t
Yi=Ci+ li=PBo+ P11 Ye+ U+ |t
Yi-B1 Yi=PBo+ Ui + It
Yt :ﬁg_ + 1 It + 1 Ut (3)
1-B1  1-B1 1-B4 ‘
E(Yt) = ﬁg_ + 1 It (4), (E(Ut) =0 UY)
1-B1  1-Bs
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Yt- E(Yt) = 1 Ut
1-po ; ;
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COV(Yt, Ut) =E [( Yt' E(Yt)) ( Ut' E(U))]
:E ( 1 Ut (Ut) ]
1-B1
Cov(Yy, U) = 1 o = Cov(Yy, U)=0
1-Br
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