
1. Xt = ρXt−1 + εt, −∞ < t < ∞, |ρ| < 1, εt ∼ iid, Eεt = 0, Eεt = σ2.

(a) find an estimator for σ2.

2. Let Xt = ϕ1Xt−1 + ϕ2Xt−2 + εt, 1 ≤ t ≤ n.

(a) find the least squares estimates for ϕ1 and ϕ2.

We need to minimize

n∑

t=1

(Xt − ϕ1Xt−1 − ϕ2Xt−2)
2
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