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Please submit the R code used for this homework electronically. Preferably in the same PDF document as the

answers.

1. Estimate the following OLS models, report coefficients, standard errors, and R2, and check for heteroscedas-
ticity using the Goldfeld-Quandt (10%), Breusch-Pagan (10%) and White tests (10%) (all using built-in
functions). The data is in igyp.csv, which is described in Table . Models:
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(d) (10%) log(Ii) = β0 + β1log(Gi) + β2log(Yi) + εi, ordered by log(Y );

(e) (10%) Based on these, is there evidence that investment is an inverse function of government expen-
diture?

2. Open the icecream.dta file. The main model we will be looking at is: const = β0+β1pricet+β2tempt+
β3incomet + εt.

(a) Run the OLS regression and present coefficients, standard errors, and t-tests (e.g. p-values or stars).

(b) (10%) Plot the dependent variable, all independent variables, and the residuals over time. In a few
sentences about each, what do you observe?

(c) Run Durbin-Watson (5%), Breusch-Godfrey (5%) tests and the Gauss-Newton regression (5%) on the
residuals. What do you conclude?

(d) (10%) Take first differences for all four variables and re-estimate (and present) the model. Repeat the
tests on the new residuals. What do you conclude?

(e) (15%) What do you substantively conclude about the relationship between consumption of icecream,
price of icecream, average family income per week and average temperature?

G Government recurrent expenditure
I Investment
Y Gross domestic product
P Population

Table 1: Variables in igyp.csv data for thirty countries in 1997, based on 1999 IMF Yearbook.
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