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I. Simple and Multiple Regression

1. Data

Data3-4.xls contains series regarding the US consumption of food (CONS), disposable income (Y) and the average price of food (P) for thirty years. The data are time-series and their frequency is annual. 

2.Regress Consumption of food on a constant and on the Price of food. That is estimate the following model:

CONSt = a + b1 Pt + et    ,                                       

So you have to select Quick-Equation Estimation type:
CONS c P

And Select method as LS

Click OK.

· Interpret the estimated coefficients

The price coefficient is counterintuitive. An increase in the price of food leads to an increase in the demand or consumption of food.

3. Multiple Regression

In turn, regress CONS on a constant, P and disposable income (Y). That is estimate the following model:

CONSt= a + b1 Pt + b2Yt + et    ,                                       

where a is the constant term, and b1 and b2 the partial regression coefficients.

select Quick-Equation Estimation type:
:

CONS  c P Y 
And Select method as LS

· Interpret the estimated coefficients

b1: measures the change in CONS incurred by one unit change in P, holding Y constant. That is, b1 is the partial derivative of CONS with respect to P. Does this remind you the ceteris paribus assumption?

b2: measures the change in CONS incurred by one unit change in Y, holding P constant. That is, b2 is the partial derivative of CONS with respect to Y.   

II. Hypothesis Testing
1. t-statistic 

Consider that we want to find out how ‘close’ to zero is our beta estimates. We can assess this by using the following testing hypothesis:




Ho: b = 0
H1: b ( 0

Ho is referred as the null hypothesis and H1 as the alternative hypothesis. In essence, this hypothesis assesses whether any relationship exists between the dependent and the explanatory variables. 

Consider the above regression equation. We can use the ‘zero’ null hypothesis to test whether the estimated coefficients are statistically different from zero. That is, whether CONS is related to P and Y.

To do this we use the t-statistic: 
t = b^ / se(b^)

State decision rule: 
t > tcv  ( REJECT Ho,

                                    t < tcv   ( DO NOT REJECT  Ho,

Does the price of food (P) and disposable income (Y) affect the consumption of food (CONS)?

2. F-statistic

The F-statistic is used to assess whether two or more regressors jointly affect the dependent variable. That is,

  Ho: b1 = b2 = 0

(all the slope coefficients are simultaneously zero)
H1: b1 ( b2 ( 0

(all the slope coefficients are simultaneously different from zero)
State decision rule: 


F > Fcv  ( REJECT Ho, : b1 and b2 are said to be jointly statistically significant.

            F < Fcv   ( DO NOT REJECT Ho, b1 and b2 are said to be jointly statistically insignificant.

III. Additional Hypothesis Testing

1. Data

INFLAT.xls contains series regarding the actual inflation in US and the ‘expected’ inflation in US. The data are time-series and their frequency is monthly. 

2.Regress the actual inflation on a constant and on inflation expectations. That is, estimate the following model:

It = a + b1 EIt + et    ,                                       

So you select Quick-Equation Estimation type:
I c EI 

And Select method as LS

3. Test the following hypotheses:

i/ Ho: aˆ = 0

   H1:  aˆ ≠ 0

ii/ Ho: bˆ = 1

     H1:  bˆ ≠ 1

PAGE  
- 1 -

