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1 Take the first diffierence
Alog(scrap;t) = 0o + B1Ahrsemp; + Augy.

Run the OLS (or the IV) regression on the above equation and get the estimate
for f3;.

2 (i) Counsider the equation

Yt = a+ 0t + pyr—1 + ut.
Subtract y; 1 from the above equation and get

Ay, = a+ 0t + 0y 1 + uy
where § = 1 — p. Run the regression of Ay; on 1,¢,y;_1.

(ii) The null hypothesis is Hy : # = 0 and the alternative is Hy : 6 < 0.



