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INTROUUCTICN

“eouametric data Frocuvcuily cove i tie for. of tive
series. In order to transforr a nonstationarv stochastic
orocr 3i {(¢.p. @ 2oriesr wirich contmins & trend) 1t sechs
reaasonat-li, erje21ally in the cage of short series, to
atiiize faiate d1fferenccs (Lintner 1944).  ‘ais ai, bt Le
coOnsidered a pencraliwativn of tre usual vractice ia
econvitetric apvestigations %o utilize first Jiffercuces.
‘he choice of the appropriate difterence 1v a difficult
wultiple ercice ;ronlea, “ue coupliecated true disiribution
of the rativ of the variance of twe consecuvtive differance
series can be sinplified by using the results ¢f a circular
populetion as convanient nn~rovinatione (Kao aud lintuer 19623,
Therce tables are co..puted for small sacples. “unericsl
approximations can also he uscd in order to deal with the

wultiple cheice problew (hao ani Lintner 1963,

i‘avin? found the upyroj 'iate order of *‘1e aifferences
involved .t .ay use the wethod of tremsforuutions iu order
to cstinate statistically the very fora of the econometrie
relationa within l.e elass of lincar 1elations and power
transformations., . he zero power corrcesponds to the natural

logaritha, [ Jox aud Lox 1964, iiniwer and <adcihodi 193,
¥ ’

Lot X, Xy o e cconoilc variubles, whicii hiuve already
been lrans . crmed into aiflferencrs. .¢ wvant to cstiwate the
relationshac:
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varteble o Tlen we depfave

(3)  dx/ey = afivijay . {1 {y)

the derivataive of x wath resnege to s . This

may be anterpreted o0 the foilowing was:

If v chasges Ly a small quaaiity A v, the
resultan: change in X will be approeximately g x:

€3 & x = r'(yXay)
This result depends evidently upon the units,
in which x and ¥ are mcasured. It the relat.on
{31) 1m computed for different countries, we
wish for a mecasure of change whiclh i+ independent f
of the urits .n which auantitics, prieas, ete.

are Reasurea i v given country, and whiich are

tymically daficient for difierent countries,

Tie forwula for the clagticit) i+ already te

be Tound an Cournet (i638), It Larz Leen popue
larized ason; ccancraste by Marshall (1940),

gseralired Ly Allern (1946,

The ferwula for the clastieity s in our simple case:
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5 (8) Bm/Ey » Lim (3 x/x) / (g 2 /y) » (an/ay)(v/x)s
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Where & (i b oare cualtonbs wWhaed saould be estinated

[

(17> fv {y " )=
The cirwticibics are then for Lne two Lransformations
consicored:

K=zl

(18) i“x/ly=  bLuY /3 ¥

k=¢

(19) Ex/Ey=z by / x
It should perhaps be remarked, that the linear form comprises
functions which have becn diseussed in the iiterature:

Table 1

A= 0 A= 1
w = =1 loginverse inverse
TR 0 log log semilog
u s 1 ieg iinecar

Consider now a =lignt penerali-ution, i.e. a linear model
where the variable ¥y @ppears with tvo different exponents
¥ and p-

A 1 )
(20) x = A+v BBy < ¢ y

wnere again A, b and C are constants wniceh have to De
estinated by ctatistical nmetnods, lere we find agcain
a moded walich Lae heern congigered in the litersture:
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