
ECON 300 – Fall 2003

Problem Set # 4 – Due September 30 at the beginning of class
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This week’s assignment
1) SAS exercise: Follow the steps below.  Print out your program and the output.  Answer the questions on the output printouts.  Although you can discuss with other members of the class about the appropriate SAS statements, this assignment is to be done individually.

a. Download from course web site the Excel file growth.xls. There you will find data on the initial GDP per capita (in constant dollars of 1985, adjusted by PPP), average investment over GNP (%), and average annual growth rate of per capita GDP (%) for 1970-90 (the period differs for a few countries according to data availability).  The data were obtained from the Penn World Tables.

b. Make histograms and compute summary measures (mean, standard deviation, minimum, maximum, median) for the three variables.  Are the distributions symmetric or skewed?  Unimodal or double-peaked?  Are there gaps or outliers (which countries?)?  Mention any additional detail that might be relevant.
c. Explaining economic growth is of considerable interest, so you should consider the growth rate as your dependent variable.  Draw two scatterplots with I/GNP and initial GDP per capita, respectively, as explanatory variables, and compute the respective correlation coefficients.   Describe these relationships.  Positive or negative association?   More than one cluster?  Linear form?  Outliers (which countries?)?  How strong are these relationships?  What can you conclude about the individual effects of I/GNP and initial GDP per capita on growth?

d. Compute two simple regressions with growth as the dependent variable: one with I/GNP and the other with initial GDP per capita as the explanatory variable. What is the effect on growth of an increase in 1% in I/GNP?  What is the effect on growth of an increase in initial GDP per capita of $100?  (Tip: Initial GDP is measured in dollars, so the coefficient on this variable tells us the effect of an extra dollar of initial GDP on the annual average growth rate.  You can obtain the effect of $100 extra dollars of initial GDP on growth by multiplying the coefficient by 100.)
e. Circle the r2 coefficients in the regression output printouts.  What do these numbers mean?  What do they say about each regression?

f. Bonus: If you found outliers in the scatter plots, compute again the regressions excluding the outliers.  [Tip: To exclude outliers from the regression, you first need to identify them from the scatter plot.  Suppose, just for example, that Norway is an outlier.  To exclude this country from the regression, add the following line below the PROC REG statement: where country ne “NORWAY”; (ne means “not equal” and the quotation marks around NORWAY are necessary because country is a character variable). This statement tells SAS to exclude that observation from the computations.]  Do the results change much?

2) Read one of the two articles attached to this handout and write in a single paragraph what the study is about, what it found, and (most importantly) what research methodology the authors of the study seem to have used.  Save the other article for the next assignment.
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