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HETEROSKEDASTICITY

I. Data

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

II. OLS

Estimate the following model:

Cons i  = a + bYi + ei
So you have to select Quick-Equation Estimation type:
CONS c Y

And Select method as LS

Click OK.

· Generate the squared-residuals

Quick- Generate series type
RESIDSQ=RESID^2

and click OK.

Note that RESIDSQ is the name WE give to the series and RESID^2 is the command required in EViews to generate the specific variable. 

· Plot the RESIDSQ series and comment on its variation. 

 Quick- Graph- Line Graph type

RESIDSQ

Apparently, the residuals are not Homoskedastic.

· Generate a scatter diagram between the RESIDSQ and CONS. 

Quick- Graph- Scatter Graph type:

RESIDSQ CONS

And click OK.

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

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

 Run the above regression and correct for HETEROSKEDASTICITY.

Select Quick-Equation Estimation type:
CONS c Y

And Select method as LS

Then go to Option in the same window, select Heteroscedasticity consistent coefficient covariance and White.

 Select OK.

 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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