Econ 399 Winter 2008

L. Priemaza


University of Alberta

Econ 399 – B1
Assignment #3
Winter 2008
L. Priemaza

1) You decide to run a regression that measures sleep quality (SQ) as a function of sleep length (SL) and pillow fluffiness (PF).  You also collect data on each observation’s gender and whether or not they are a student.

a) You believe that sleep quality and the determinants of sleep quality vary greatly due to gender.   You also suspect that students and non-students react differently to sleep length.  Outline two methods of simultaneously testing these connections. (Assume that the two groups are otherwise identical.)
b) Assume that you re-specify your dependent variable so that SQ=1 if sleep was restful and =0 otherwise.  Discuss the difficulties of prediction using this specification.  How would one overcome these difficulties?
2) Consider a model where your dependent variable has seven quantitative independent variables.
a) Outline how to perform a full White test to test for heteroskedasticity.
b) Discuss the various possibilities to correct for heteroskedasticity if you are interested in using the best estimating method.

c) Explain why one would expect heteroskedasticity to exist if all variables are averages and explain what using weighted least squares estimation does in this case.

3) Answer the following questions:
a) For a finite distributed lag model (of one independent variable) of order three, examine the effect of temporarily doubling the independent variable today and halving it (from its original value) next period.

b) For a finite distributed lag model (of one independent variable) of order four, examine the effect of temporarily halving the independent variable today and permanently doubling (from its original value) it in all subsequent periods.

c) State the long-run multiplier of (b) above.

4) Refer to the following data summary for this question.
a) What test is being performed?

b) Complete the test, including stating hypotheses and making conclusions.
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Assignment is due in the Economics Main Office by 3:30 pm Fri. April 4th.  Assignment box will be out Thursday afternoon.  It is the student’s responsibility to deposit assignment in assignment box.  No late assignments will be accepted.
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