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where = is the product of n factors. o .
Now this likelihood function is to be maximised with respect

to parameters a, B, o>. The partial differentiations when equated
with zero give following equations.
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On solving we get
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Therefore both least squares cstim\at/ors and maximum likeli-
hood estimators of « & B are the same. Also like OLS estimators

maximum likelihood estimators of & & B are best linear unbiased
imators.

*/8. Standard ‘Error ’
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As we have proved that variance ofﬁ is ; . However the

X
variance of the true disturbances is itself unknown and must be
estimated on the basis of the sample data. Once the regression
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line has been fitted, the residuals (Y;=— ;) can be computed and
hence an estimate of ¢2 can be ascertained —
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taking sum of both sides
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taking expectation of both sides
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we have already proved : B
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where S is the standard error. v
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\A‘ 9. Hypothesis Testing

Till now we have discussed least squares estimation method.
(One of the prime objective of econometrics is to analyse data in a.

manner that allows us to test and evaluate the constructed model.
An investigater may have several plausible models among which
to choose. The choice no doubt depends upon purpose of the model
and it also depends upon the availability of data. So cach model

must be specified in a form which yields empirically testable
hypothesis. ‘If data are consistent with

hypo the model, then model] is
implicitly accepted. Hence hypothesis i

portant part of the analysis and wjl]
acceptance of the model. Under ce
error term in the assumed model, we h:

estimates can be presumed as these
bution centred on the

re:su\t either in rejection or
rtain assumption about the



