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HETEROSKEDASTICITY

I. Data

Data4.fit contains cross-sectional observations on consumption (C) and income (Y) for 25 individuals.

II. OLS

Estimate the following model:

Ci  = a + bYi + ei
(We have estimated this type of regression quite a few times in the seminars. So I expect you to know how to implement the estimation without me describing the microfit commands). 

· Save the estimated residuals

Close the Regression Output window and in the post regression window select 3 (list/plot/save residuals and fitted values). Click OK. 

Then select 6 (save residuals) and click OK. Microfit asks you to give a name to the residual series you attempt to save. Type RES and click OK (you can view the new series by clicking the DATA button).

· Generate the squared-residuals

In PROCESS, type

RESSQ=RES^2                                           and click GO.

Note that RESSQ is the name WE give to the series and RES^2 is the command required in microfit to generate the specific variable. 

· Plot the RESSQ series and comment on its variation. 

Apparently, the residuals are not Homoskedastic.

· Generate a scatter diagram between the RESSQ and C. In PROCESS type:

XPLOT RESSQ C                                            and click GO.

Then, select SCATTER from the Graph Control, click APPLY NOW and then OK. 

It appears that there is a positive relationship between C and RESSQ. How can you explain it?

III. White's Heteroscedasticity adjusted S.E.'s

 Run the above regression and correct for HETEROSKEDASTICITY.

1. Estimate the above model with OLS.

2. Close the regression output screen.

3. Select 4 and then 2 in the Post regression window and click OK.

The next window displays the adjusted for heteroskedasticity variance-covariance matrix of the estimated coefficients. Select OK.

4. Select 1 (Display regression results for the adjusted covariance matrix).
 The next window displays the Ordinary Least Squares Estimation based on White's Heteroscedasticity adjusted S.E.'s.

Comment on the magnitude of the beta coefficients and their S.E.s.
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