
ECON 300 – Fall 2003

Problem Set # 10 – Due Tuesday, November 18 at the beginning of class

A. Exercises: Do the checked exercises in the sheets attached.
B. Hand in a revised proposal and evidence of work in progress.  
Your goals at this stage should be

1) To have a final decision on the question you will investigate;

2) Having read carefully at least one economic research paper that answers your question using regression analysis, and having a basic understanding of how regression is applied to answer the question.  A description of the paper and its regression methodology should be part of your proposal.

3) Setting up your regression.  This regression could be identical or very similar to the one in the article you have read.  Make sure to refer in your description of your regression to the article you have read, and explain clearly which aspects (explanatory variables, functional forms) are identical to the article and which are your own contribution or innovation.  List the dependent and explanatory variables you will use in your regression.  Explain also whether the data you will use will be the same or different from the article you have read.
4) Obtain the data for your regression.  At this stage you should have downloaded or obtained from databases available in campus all the necessary files for your regression.  Describe precisely (1) the source(s) of the data and (2) how your dependent and explanatory variables are measured (e.g. in dollars? as an index? in percentage?).  Explain if you will need to do any transformation to the data from the original sources.  [For example, explain if you need to deflate a nominal variable, to recode a variable, to create an index, etc.]
After fulfilling steps 1-4 above (which are necessary for this assignment), to complete your project you will need to  

1) Read the datafiles into SAS.  Combine them by merging or concatenation in order to have a single dataset with all your variables.  Do any necessary transformation of the original variables in SAS.

2) Describe the data using the SAS tools you know.  A PROC MEANS for all the variables, perhaps including the medians in an additional column will be necessary.  In addition, you can explore with more detail one or two main variables of interest using histograms and/or scatterplots (this variables will typically be the dependent and the “main” explanatory variable).  Notice whether there is any outlier or skewness in the distributions.  Remember that a big outlier may distort your results, implying that you might need to explore if the outlier is “legitimate” or product of an error.  [You also might need to check whether your regression results change whether or not you include that big outlier, and report your findings in the paper.]  Your data description will be an important part of your paper.
3) Run the regression.  Typically, researchers run several variants, with all of them including the “main” explanatory variable but with different combinations of control variables.  [This is to explore whether omitted variable biases are important or, in other words, whether the results are robust.]  After you are done, put your regression results into a table similar to the one we have used in past problem sets, but adding t-statistics in parentheses below estimated coefficients and stars indicating levels of significance (as seen in class).  This table will be the most important part of your paper.
4) Describe the regression results carefully.  In your description, focus on the question you have asked at the beginning and explain what answer you get from your regression results.  Tests of significance, in particular, and confidence intervals come handy for your description of results.

5) Write a short conclusion, summarizing how your results answered your question.  If you wish, you can include caveats or speculate on what would be necessary to do in future to provide more or better evidence about your question.  [Alternatively, you can speculate about other related question that would be interesting to explore in future.]

