Seminar 4

Model application, model dynamisation, dummy variables

Exercises

1. Explain the meaning of parameters and process anoetcs Vverification of the
following model (estimated in seminar 3):

1= 8,994 — 0,101x+0,027%:+0,065%:+0,027%; + Uy

where Yi......... pork meat consumption (kg/person/year)
Xtervrnnnnns pork meat consumer price (CZK/kg)
X3tevvvenenns beef meat consumer price (CZK/kg)
DTN chicken meat consumer price (CZK/kg)
X5teenneeens. income (thousand CZK)

Uy ~ nid(0,6?)

Explain the parameters utilization in the strudtarsalysis.

2. Calculate direct price, cross price and incometieisin the last period. Interpret the
results.

Then calculate:

a) amount of pork meat consumption caused by 10 %edserof beef meat consumer
price in comparison to the level of the last periceteris paribus.

b) amount of pork meat consumption caused by 5 % aseref income compared to the
last period, ceteris paribus.



3. Simulate following scenarios:

a) change of pork meat consumer price (calculateetgris paribus, to ensure amount of
pork meat consumption of 12 kg/person/year in ®i2deriod.

b) change of income (calculate it), ceteris paribasersure pork meat consumption of
12 kg/person/year in the (@eriod.

c) Calculate change of pork meat supply (omit foreigade) to ensure market
equilibrium, if the income increases by 6 000 Caktie 9" period, ceteris paribus.

d) Calculate change of beef meat consumer price ierot@ pork meat consumption
increase in 10 period by 4 % compared to the previous period potk meat
consumer price increase by 2 %.

4. Estimate parameters of dynamic model in which thepiine is in form of the °1
differences. Verify parameters and interpret thiati@nships. Compare results of
dynamic and static model. Calculate coefficientncbme elasticity in the last period
and interpret it.



5. Following table contains hypothetic data of porkame&onsumption, which was
influenced in year 2000 and 2001 by important sh@cl. caused by pigs’ disease).
The shock caused significant decrease of consumptidhese years. Eliminate this

shock using dummy variable. Use dynamic model §igeldn exercise 4.

Year CPM CP PM CP BM CP ChM Income differences
(kg/personlyear) | (CZK/kg) (CZK/kg) (CZK/kg) (thousand CZK)
Variable

1996 8,87 90,42 102,12 62,77 8,536
1997 8,74 92,11 104,82 70,64 6,854
1998 10,36 86,39 110,16 73,31 6,974
1999 9,78 80,47 107,8 56,51 2,829
2000 5,94 90,04 111,53 61,83 2,651
2001 6,05 101,66 112,56 71,28 6,745
2002 9,55 89,84 112,99 62,4 2,986
2003 10,14 82,74 108,02 60,67 4,949
2004 9,97 85,36 112,84 62,55 4,115
2005 11,18 85,3 117,73 62,73 14,3565

Individual exercise

1. Based on the following model calculate differ@intoefficient of elasticity of the'3order
for the 5 % increase of income compared to thegasod.

~ ~05.,02
Y =37,9X5 " Xy

where , ....... consumption
Xturenns. price
X3teeeennn income
Values in the last period are following: yi= 41
Xot = 5

Xzt = 102



