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e Standard assumptions:

1. The disturbance has an expection of zero:
E(g;) =0 foralli

2. The disturbances have a constant variance (homoécedasticity):
Var(g;) = E(Siz) = 02" foralli, o2: error variance

3. The disturbances are uncorrelated (lack of autocorrelation):
Cov(g;,e;) =E(g;-g;)=0 forall iz

Assumptions 1-3 in compact form: Lol )" & L~ BE)ILE
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E(€)=0 and Cov(e)=E(e-&')=0c""I £* 5'422 €,€n

o: nx1 vector of zeros, I: nxn identity matrix = E|&¢, 52, - 5Eq |7
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For carrying out statistical tests normality of the errors is assumed:

g; ~ N(O, 02) foralli or €~ N(o,c2l)




