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Assignment: You have a set of five quarterly series for a country and two EViews program to estimate the “monetary overhang” and P-star models of inflation. 
The series and programs: Five series (see the Excel file data.csv: gdp, cpi, rn, m1, and m2). Two programs to be run sequentially: money_overhang.prg and p_star.prg. Before running the programs, open the program files in Eviews [Start Eviews  Open  Program  money_overhang.prg + p_star.prg], and spend a few minutes understanding what each program is designed to do. Make sure that the Excel file with your data is closed when you run the programs. 
Instructions: 
1. Before you run the programs you must specify the program ‘path’ according to you structure of folders. See the second line of both program codes: %path = "c:\mpa\W2" and adjust the path in apostrophes accordingly.
2. Go to the money_overhang.prg program and specify money demand equations to be estimated. Go to the lines:
a. equation moneydemand_m1.ls lm1 =
b. equation moneydemand_m2.ls lm2 =
and define the money demand equation on the right. Assume that money demand is homogeneous of degree 1 with respect to prices. What does it mean and why do economists usually impose this restriction?
3. Run money_overhang.prg [Click on the button “Run” or write ‘run money_overhang’ in the Eviews command window  Enter]. Check the resulting money demand residuals (“overhangs”) and their correlation with inflation. Would you base your policy recommendation on this method?
4. Go to the P_star.prg program and define the equation for  velocity, denoted as vm1 (and correspondingly for , vm2). Go to the lines:
a. series vm1 =
b. series vm2 =
and define the relationship on the right. How is the money velocity calculated?
Calculate the ‘price gaps’ for M1 and M2 velocities. Got to the lines:
a. series p_gapm1 =
b. series p_gapm2 =
and define the gaps on the right. How are the ‘price gaps’ calculated? 
5. Run P_star.prg [Click on the button “Run” or write ‘P_star’ in the Eviews command window  Enter]. Check the resulting ‘price gaps’ and their correlation with inflation. Would you base your policy recommendation on this method? How would you redesign the model for an open economy?
6. Did you find these models useful in explaining inflation in the country you analyzed? Why or why not?

Your output: Prepare a short presentation (6 slides maximum) in which you discuss your findings. Groups will assemble in the lecture room and each will present their findings.


