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Estimating the UIP
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Peso Problem

Mexiko  𝑖 > 𝑖𝑎

but 𝑤+1 = 𝑤

Correct expectations

𝑤+1
𝑒 = 𝑝𝑤𝑓𝑙𝑒𝑥 + 1 − 𝑝 𝑤𝑓𝑖𝑥

𝑤+1
𝑒 ≠ 𝑤+1

But time frame is too short

𝑤

𝑤+1 is a biased estimator for 𝑤+1
𝑒
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Problem 8.2


