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Prediction

we want to predict values of Y outside the sample
by using our estimated model
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In order to establish finite sample properties of
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Then prediction error may be expressed as
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If our assumptions held then expected value of both
components should be zero
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since prediction error is observable it may be used asan estimator of its mean we test it
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in order to assess predictier performance of our model
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YE BYE Ut

Min S E TE Ye 13 12

851213 E I Xt Yt Ext E XtVI O
B Ext Yt I E XE
Two results are important
I E ut need not to be equal to zero

Regression line need not pass through I 25

2 13 is obtained from raw data



Variance of B will be

of 021 EXE
82 E JE IT 1

OF ETE T I I E X

8 EXE
Estimate of Yt Bye us may also be used for
prediction

Again assuming that Yp is generated by model by
which is generated by T sample observations

Xp pxp may be used as predictor

This will be BLU predictor and its variance is

of EC Yp E Tp 2

EL R B Xp 2

x of 44ft
Variance of Prediction Errer

ep Y Yp is

Otp OF 02

82 it XE E XE
Estimator of off 8 Otpis found

Ho E Iep 0

Hi E ep O



Ho is rejected if
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Goodness of Fit

since there is no question of considering common component
of distance of each Yt from origin there is no question
of taking Y into account
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Test of Hypothesis
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