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Remember the original model with endogenous D:
Y=a+ D+ [B,X+¢

Step 1: Regress the endogenous variable D on the instrumental
variable(s) Z and other exogenous variables
D=6,+0Xx+60Z+t

> Calculate the predicted value of D for each observation: D

> Since Z and x are not correlated with & , neither will be D.
> You will need one instrumental variable for each potentially

endagenous regressor
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