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Problem Set 6 Solutions

Raymond He & Husang Kim

Question 1

The Lagrangian corresponding to the agent’s maximization problem is the following:
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The first-order conditions are the following:
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Combining these equations gives us
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Rearranging the terms gives us the desired form:
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Question 3 - 4

GMM estimates: o GMM estimates: 3
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Using only one moment condition G gives the least accurate estimate. Also, there may also be
an identification issue (Two unknown parameters, one moment condition). The OLS estimate of
o is downward biased compared to the true value.



