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model that can be model lead to the data?
fitted to the data?

Theory expressed as a
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Example 1: Klein’s
(1950) macroeconomic
model of the U. S.

economy.

C, = Consumption (in year t)
l, = Investment

W,P = Private wages

W = Government wages
X; = Equilibrium demand

P, = Private profits

K, = Capital stock

G, = Government non-wage
spending

T, = Indirect business taxes
and net exports

A, = Time trend, year - 1931"




Endogenous
vars

Structural
disturbances

appear on the RHS of the equation (e.g.,
P, ineqn (1)) as well, and therefore OLS
may not yield consistent estimates.

The instrumental-variable estimation is
used for estimating structural equation
parameters. An instrumental variable is
uncorrelated with the error term.
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Identity function |
used to protect
expression W, + W,







