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ECON 2220 B Winter 2018                                                                                         Simon Power

Assignment 2: Due March 8 

PLEASE BE SURE TO READ THE DOCUMENT ENTITLED “GENERAL ASSIGNMENT GUIDELINES” BEFORE YOU BEGIN THIS ASSIGNMENT. ALL REFERENCES ARE TO THE 7th EDITION OF STUDENMUND. UNLESS SPECIFIED OTHERWISE, USE A 5% SIGNIFICANCE LEVEL FOR ALL TESTS. AS STATED ON THE COURSE OUTLINE, ASSIGNMENTS ARE DUE IN CLASS ON THE DUE DATE. 


A. Answer Question 3 of Chapter 4 (p. 110).

B. Using STATA, where appropriate, do Econometric Lab #3 (pp. 155-156). Be sure to report the results for each of the eight steps sequentially in your answer, including cutting and pasting the relevant STATA output into your answer, as necessary. (For example, you need to cut and paste the output from the “summarize” command in Step 3 and the output from the “regression” command in Step 4.) 

C. Consider Question 5 of Chapter 6 (pp. 180-181), together with the associated material contained in Section 2.2, especially the material on pp. 43-47.

Answer the following questions:

[bookmark: _GoBack]i) What signs would you expect for the estimated coefficients associated with the variables PARENT and HSRANK in the estimated equation (6.20)? Briefly explain.

ii) Based on your answers to part i), use t-tests to test your expectations about the signs of these estimated coefficients. Be sure to write down the null and alternative hypotheses in each case, and to explain whether you should reject or not reject the null hypothesis in each case.

iii) What econometric problems do you see in the estimated equation (6.20)? Are there any indications of an omitted variable? Of the inclusion of an irrelevant variable? Explain.

iv) Carefully explain the real-world interpretation of the estimated coefficient associated with the variable MALE in the estimated equation (6.21).

v) How would the estimated coefficients in equation (6.21) change if you replaced the variable MALE with the new variable FEMALE ( = 1 if the ith student is a female, and 0 otherwise)? Be careful and be specific.

vi) Using the four specification criteria listed on p. 166, compare the estimated equation (6.20) with the estimated equation (6.21). Which estimated equation is better? Carefully use the four specification criteria to make your decision, being sure to state which criteria support your decision and why.

vii) Apply the RESET test to estimated equation (6.20). What do you conclude? Explain.

viii) Compare the estimated equation (6.20) with the estimated equation (6.21) using both the AIC and the BIC criteria. What do you conclude? Explain.

ix) Overall, taking into account your answers to parts vi), vii), and viii), do you prefer estimated equation (6.20) to estimated equation (6.21)? If so, why? If not, why not? Explain. 
