
 

2. Suppose we observe Di
* and Wi

*. Now, we estimate equation (2) using ordinary least squares (OLS). 

What are the probability limits of the resulting OLS estimates 𝜃0̂ and 𝜃1̂  and when are these estimates 

consistent? 

3. Suppose we observe Di
* and Wi

*. Propose an instrumental variables (IV) estimator for equation (2) 

and prove that your IV estimator is consistent for true parameters 𝜃0  and 𝜃1. 

4. No longer assume that we observe Di
* and Wi

*. We assume that we know σu. Write down the 

maximum likelihood estimator for equation (1) and the asymptotic distribution of 𝛽0̂  and 𝛽1̂  estimated 

using maximum likelihood. 


