EC5501 Exam 2007-2008.

1. i) Explain how an applied economist can test for a bidirectional feedback between inflation and its uncertainty.

   ii) Analyze the causal effect of real (growth) uncertainty on output growth and inflation uncertainty respectively.

   iii) The following sums were obtained from 10 sets of observations (in terms

of deviations from the mean) on y (output growth), π (inflation), and  r  (interest rate):
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In addition, when we regress y on  π and r  the RSS (residual sum of squares)

is 3.6. Calculate

a) the estimated values of the two slope coefficients and their (estimated) variances and covariances.

b) the standard error of the regression.

2. i) a) Explain how we might test for ARCH effects.
       b) Explain Ramsey’s reset test of specification error.
   ii) The following regression equation is estimated as a production function for Q:
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where the standard errors are given in parentheses. Test the hypothesis that there are constant returns to scale.
  iii) Present four alternative inflation/unemployment regressions.

  iv)  What are the assumptions of the classical linear regression model?

3. i) Explain how we might use Box-Pierce statistic to test estimated

squared residuals for serial correlation.

   ii) Explain how we might use White statistic to test for the presence of heteroscedasticity in the estimated residuals. 

  iii) Analyze Durbin-Watson test for serial correlation. 
  iv) An investigator regress stock volatility on a constant and on stock trading

volume. The values of six test statistics are shown in table 1. Discuss the results.

Is the above regression correctly specified?
  [image: image8.emf]
4. i) Consider the classical linear regression model 
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 Prove that the least-squares b vector is 
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 ii) In the two variable equation: 
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(Hint: use the fact that the variance-covariance matrix of the (2x1) least-squares vector is 
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  iii) Prove that the variance-covariance matrix of the (kx1) least-squares vector b is: var(b)=
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 is the variance of the disturbances and X is the (nxk) matrix of the regressors.
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