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1) Derive the unbiasedness of the OLS estimates of B1 and B2, indicating where the Gauss-Markov assumptions are used.  Start with the typical OLS formulas for B1hat and B2hat.

2) Show how scaling measurements (Multiply price by 100 and divide quantity by 10) affect the OLS estimates in the following functional form:

^
Log(price)=50-12*Quantity.

3) Assuming that A is nonrandom, B and C are random, E(B)=e, Var(B)=f, E(C)=g, Var(C)=2g, and Cov(C,G)=r/2, (e, f, g and r are constants) calculate: 
a. 
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4) Indicate whether the following statements are true, false, or uncertain.  Justify your answers.
a. If B1hat>0 in a bivariate OLS, the dependent variable and independent variable have negative covariance.

b. If SSR>SSE, R2>0.4
c. Happinessi=B0+B1Edoi+B2TheOfficei+ui is an example of an economic model.

d. If your data set is too large, it may not be a random sample.

5) Use the following data set (also available online) and Shazam for the following question.  Include all answers in your assignment and staple a copy of your Shazam output with all answers highlighted.

a. Calculate the means and standard deviations of all the variables.

b. Calculate the correlation between utility and each of the variables.  What kind of relationships do these correlations indicate?

c. Fully report (including standard errors, R2 and N) estimates of the following equations:
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Assignment is due in the Economics Main Office by 2 pm Friday, Feb. 1st.  Assignment box will be out late Wednesday afternoon.  It is the student’s responsibility to deposit assignment in assignment box.  No late assignments will be accepted.
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