Homework 2:

Consider an ARMA(1) process: 
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1. Find the transitory and the permanent components.
2. Show that the permanent component’s effect on the process is higher, the longer is the memory.

3. When the transitory component is measured by the Beveridge-Nelson decomposition, 

and the growth rate is AR(1), show that the transitory component is proportional to the growth rate in x, 
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