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308 Multiequation Time-Series Models

Figure 5.6 Two impulse reponse functions,
Model 1: (y¢)=(ﬂ'? D'E'- (‘V““)-n-(e“’
I
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Solid line = {y} sequence.  Cross-hatch = {z,} sequence.
note: In all cases ¢, = 0.8v,+ g,and ¢y, = &,

the subsequent values of the {y,} and {z,} sequences converge to their long-run lev-
els. This convergence is assured by the stability of the system; as found earlier, the
two characteristic roots are 0.5 and 0.9.

The effects of a one-unit shock in €, are shown in the upper-right-hand graph (b)
of the figure. The asymmetry of the decomposition is immediately seen by compar-
ing the two upper graphs. A one-unit shock in €, causes the value of y, to increase
by one unit; however, there is no contemporaneous effect on the value of z,, so that
y,=1and z, = 0. In the subsequent period, €,,,, returns to zero. The autoregressive
nature of the system is such that y,,, = 0.7y, + 0.22,=0.7 and z,,, = 0.2y, + 0.7z, =
0.2. The remaining points in the figure are the impulse responses for periods y,,;
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