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12. We have used the package RATS for finding these decompositions.
In all the simulations, the covariance matrix of the innovations is

[12' 12] After aggregating, the length of each discrete series was

135 observations. We have run many other simulations; the results
reported in the tables are fairly representative of all the simulations
we have run. The result in table 2 is the “worst” we could attain
in all the simulations we ran.

13. One option is to require that W be the Cholesky decomposition of
the covariance matrix of £5. Another is to make W = H - A%, where
H has the eigenvectors of this covariance matrix in its columns,
1 . . .
and AZ has the square root of the eigenvalues on its diagonal, zeros
elsewhere.

14. If C is a positive definite, n x n matrix, there exists a positive
definite matrix W such that W'W = C, so that (Wz,) (Wz,) — 0,
which is equivalent with Wz, — 0 in R". Since W is invertible, it
is true that z, — 0 in R".

References

Anderson, B.D.O. (1978), “Second-Order Convergent Algorithms for
the Steady-State Riccati Equation,” International Journal Control,
28, 295-306.

Anderson, B.D.O. and J.B. Moore (1979), Optimal Filtering, Prentice
Hall, Inc., N.J.

Ansley, C.F., and R. Kohn (1983), “Exact Likelihood of Vector Auto-
regressive-Moving Average Process with Missing or Aggregated Data,”
Biometrika, 70, 275-278.

Barro, R. J. (1977), “Unanticipated Money Growth and Unemployment
in the United States,” American Economic Review, 67.

Barro, R.J. (1979), “On the Determination of the Public Debt,” Journal
of Political Economy, 87, 940-T1.

Becker, G.S. and K.M. Murphy (1988), “A Theory of Rational Addic-
tion,” Journal of Political Economy, 96, 675-700.

Beltrami, E.J. and M.R. Wohlers (1966), Distributions and the Bound-
ary Values of Analytic Functions, Academic Press, New York.
Bernanke, B. (1985), “Adjustment Costs, Durables, and Aggregate

Consumption,” Journal of Monetary Economics, 15, 41-68.

Bernanke, B. (1986), “Alternative Explorations of the Money-Income
Correlation,” in Real Business cycles, Real Ezchange Rates, and
Actual Policies, ed. Karl Brunner and Allan H. Meltzer. Carnegie-
Rochester Conference Series on Public Policy, 25, 49-99. Amster-
dam: North-Holland.

Bergstrom, A.R. (1976), Statistical Inference in Continuous Time Eco-
nomic Models, Amsterdam: North-Holland.

Bergstrom, A.R. (1983), “Gaussian Estimation of Structural Parame-
ters in Higher Order Continuous Time Dynamic Models,” Econo-
metrica, 51, 117-152.

Blinder, A.S. and A. Deaton (1985), “The Time Series Consumption
Function Revisited,” Brookings Paper on Economic Activity, 2,
465-511.

Breeden, D.T. (1979), “An Intertemporal Asset Pricing Model with
Stochastic Consumption and Investment Opportunities,” Journal
of Financial Economics, 7, 265-296.

283

RGNS B TS T 55 SR e S






