Assignment 1
After seeing lots of log-wage regressions in Wooldridge and reading in the human capital literature about age-earnings profiles, you write down the following model:

				

(a) What are the meanings of and  in this model?  What sign do you expect for each of them, and why?
(b) Explain the meaning of the zero-conditional-mean assumption for this model.
(c) Download the description file “CARD.des” and data file “CARD.raw” from the course website and read the description of the data. Read the data into Stata, and then report (i) the units of measurement; (ii) the sample means; and (iii) the sample standard deviations, of the following variables: wage, age, IQ, and educ.
(d) With the data in “CARD.raw”, estimate the above model by OLS and report the results in equation form, including the sample size and . Interpret the estimated coefficient on . Would you say the coefficient on this variable is economically significant? Why or why not?
(e) Suppose that two people (A and B) have exactly the same age, except that Person A has an IQ that is one standard deviation higher than the other.  According to the results in (e), what is the approximate expected percentage difference in wage between the two people?
(f) Add the variable educ as an explanatory variable to the above model.  Estimate the extended model using OLS, and report the results in equation form, including the sample size and . Interpret the estimated coefficient on educ.  Find the correlation between educ and IQ.  Does the correlation match your expectations?  Why or why not?
(g) Suppose that the model in (f) is the true model and satisfies the Gauss-Markov assumptions MLR.1-5. Explain why the estimation results obtained in part (d) may be misleading if this is the case. Comment on the differences in the estimated coefficients on age and IQ in (d) and (f).

Notes on Assignment 1
Your answers to the above questions must be submitted to your tutor at (or before) the beginning of your Week 5 tutorial class. These will be marked for the course assessment (worth 10%). You must attach your STATA do-file and relevant Stata output to your answers. Your submission, including STATA printout, should not exceed 5 pages.
Make sure that your name, student number, course name, tutorial group number and tutor's name are included in your submission. Do not use plastic sheets or binders. Simply staple the pages together. Do not submit loose-leaf sheets of paper. All submissions will be checked for plagiarism, and if plagiarism is found in your assignment, you will face heavy penalties. 
Each of Parts (a)-(f) is worth 1 mark. Part (g) is worth 2 marks. The overall presentation is worth 2 marks.

NOTE REGARDING PLAGIARISM:  In the School of Economics all cases of substantial plagiarism are reported to the Associate Head of School. The following penalties will apply:
· Reduction in marks for the assessment item, including zero;
· Failure in the course [00FL] in extreme cases;
· Other additional penalties in accordance with the UNSW Procedures for Dealing with Student Plagiarism, may be considered in extreme cases;
· All cases will be recorded on the UNSW Plagiarism Central Register
More information about plagiarism and how to avoid it can be found at: http://www.asb.unsw.edu.au/learningandteaching/studentservices/resources/Pages/referencingandplagiarism.aspx
