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1
. (a ) For P , t.be onssstentlyesthate.de, A3Rm should

be.sn#fiedinthefiestequation ,

This means that Car(Matt Juana, m ) = 0

Codeduc
,
U . ) = o Should he

sdtisfed.tt
www.itisn/tduetos9mnltaneltybetweenmariJuanaand earnir.gs .

Therefore, weuse.fine, Prison as IVs
,

Its should

satbfyrdid.tk/andrelevance.DValIdHy:Cou(fine,u,)=Cov(prison
, U1 ) = 0

② Release or (Fine
, marijuana.to ,

Co v ( Prison , mail.uana) to
The Higher

therelevance.is/thehIgherthePredsIonoffjsare.Cb)Wecanuse2sLS
t.es#matefs.

① FirstStage : mansnana.TnfinetTmzplsontfeduc.tv
From these Stage , wecanobtahmart.tn#netFmprIson+Jeduc.

② Second Stage : log Learning = ftp.malanatpzeductu ,

From The Second Stage , We Can obt.infons.s , Pas , f.is↳
Con Heavy site 兪拙a

andeducareunorrelatedwi.hu
. and A3

Rsraissatlsfied.CC
) sina.ae have lendog.noas variable , mail.ua na, and

2 IV andHate S
,
Hne & Prison , ne have OverIdentification
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2. (a) The coeffkle.int of log (argprdmeanstheprkeelastlc.it y of

demand
,
which Is %대에牝"垈

.

El Focus es on

% Change in avg.ir (

The ratio of Change
"

rate
"

onaverage.sihcetstatlstkofthecoefhdent.is about.si and
its magnit.de is layer than 2,wecantmnkloglavgprdissighifkant.inaddHI.in

,
The negative Sign oftheaeffnlentorrespondsathourintv.ition that

Quantityfordemanddecreasesasavevagepiueincreac.es
.

(b) simultane.MY is One of a Kind of endogeneityandbreo.RS
A3 R andHIon This an load tobiasednesssliaconsbtencyofcoeffi.at

.

In This Case
, log(avg.pralisaneadogen.us

Variable System of equationsaredescribedasbelow.bg/totqyt)=Mtx.log(avgprcDtXsmont+
xqtuesttgwedttxbthurstltadt-demandlogltotq.lt

) =ftp.loglavgprcestust-supplysincethedemand
equation does not 5세 sfy Order condition

,
We Cannot

identity itn.ws We should Int

rodueexogenousvarhblesindndedonlyinsappdyequation.CC
) To

usewo.ve#&WaVe3tdSIVs,thoseVarIablesshovldsat1sfyvdIdHyand

relevance@Val.IdHy: Co v ( Wave 2t , Use ) = Cool Wave In났 ) = (alWave3t , Use )
디아 (War , U4 ) 는 0② Release : Car (Wave 2t , log (avgpvc.cl ) to

I
Car ( Wave3t

, log (avg.ple) ) to
Wave at and Wave at should not he in demand equation
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Wave height s wouldaffectonlythequautltyforsupply.notthequantl.lyfor demand because Large Wave height s

for Past t.no or Three daysmakefishermennot.beabletogotosea.de
creaslngthequantltyforsupplyandmcreashg97dadyp.ru

.

Therefore, theassumptlonsseemreasono.ba .

The structure equationsarechangedasbelow.bg/totqyt)=Mtx.log(avgprcDtXsmont+
xqtuesttgwedttxbthursttadt-demandflogltotq.lt

) =

ftp.logkvgpktstfswavd.tt?aWae3etUst-suppIyToobtainXsconsIs
teatly.me would Use 254 method

① First Stage

log (avg.pt ) = To 4 T ,
Wave 2t +a Wave 3t 十万 montttinesttty_wedettthv.rs

t→ Eug per ) . 규. 나 규 , wavei.tt쓨Wave 3七拷mail.tnest te
十姦wedtth.thv.at

② Second Stage

log Hot9개 ) 는 X1 t X2 或ag Me ) + ✗
, monttmtnestttwedttxbthu.se

+썚
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(d) t.sk#sticofwave2t=- 6衆,
L-2

tstatic of Warest = -恁崧 L -2

F-statis.lk . 曲川幽)쁘 = 45576-1에서12-nmr고
19.1 nF (2.90 )vk.SI/n-p 10.934/(97-7)

Ho : 피대2-0 HA i not Ho

Theatre
,
We Can res et Ho and ondu de that

Want of Wave3 t areslgnlftcantbothhttestslftest.ms
resdtconespondstoourassumpt.us that would Walk

have reference with log (avg.pt(e)

(e) As I metoned.in (c)
,
254 method Is

impleaentedasbelow.IO
First Stage

log (avg.pt ) = To 4 T ,
Wave seta Wave 3t 十巧 montttinesttty_wedettthv.rs

t→ Fargpn.cl . 규. 나 규 , waver.tt궀Wave 3七坤.me#ktest
tetewedtth.thv.at

② Second Stage
n

log Hot9개 ) 는 X1 t X2 log (any Me ) + x
, monttmtnestttwedttxbthu.se

+썚

As a resUt
,
XP G디 .us ,

4.5.6 ) would Be Same as IV esthates

Without Standard errors
,
We should Use tobut Standard are

When We Use 254 method
,


