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MORE ON ESTIMATING ELASTICITIES USING

LAGGED ENDOGENOUS VARIABLES

Introduction

In an article appearing in this journal, Bopp and Pendleyl, here-
after abbreviated B-P, have considered the problem of constructing con-
fidence intervals for long-term elasticities estimated from logarithmic
equations containing lagged endogenous variables as explanatory vari-
ables. The estimated long-term elasticity for explanatory variable i is
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where ﬁi is the estimated regression coefficient for explanatory vari-
able i, or equivalently, the short-term elasticity for explanatory vari-
able i, and A is the estimated coefficient for the lagged endogenous
variable. Bopp and Pendley use an estimate of the asymptotic variance
of ﬁi/(l-X) to construct approximate confidence intervals for n; - The
purpose of this note is to present a simple technique for constructing
exact confidence intervals for n; - This technique is also illustrated
by application to the data used by B-P.

Exact Confidence Intervals for
Long-Term Elasticities

The ratio ﬁi/(l-X) is, under the usual assumptions, a ratio of two
normally distributed random variables with the numerator having an

expected value of Bi and variance 0%', and the denominator having
1

expected value of 1-A and variance 0%. The covariance of the numerator

and denominator is “0f R~ Although Hinkley2 has derived an exact
’
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