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NATIONAL UNIVERSITY OF IRELAND, GALWAY

Semester 2, 2004/2005: Summer Exam

Econometrics (EC363)

Time allowed: Two hours.

Instructions: Answer four questions only. Each question is worth 100 marks.
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Assumption 1 of the simple model is: E(Y; | X,)= 8 + £,X,. What are
the usual reasons for its violation in actual models and what is the
effect of such violations on the OLS estimator? (50)
Assumption 2 is e, ~1id(0,0?) . What are the two main ways in which

assumption 2 can be violated and what are the effects on the OLS
estimator? (50)

Output can be modelled as follows:

Y. = B, + B, X, + B, X, +e,, where the two X variables, respectively,
are Labour and Capital, and where all variables are in logs. What are
the expected signs of each slope coefficient. How might we test the

restriction of gonstant returns to scale using a t test, and using an F test.
(50)

What factors affect the power of t tests in multivariate models? (50}

* Qutline the F-test version and the dummy variable version of the Chow

test for structural stability. (50)

In a regression of annual economic growth (measured in %) regressed
on European subsidies as a % of GDP, let the sum of squared residuals
equal 1000, n=45, the of squared deviations of X equal 6.5, the critical
value of t is 2.017 and let the estimated slope equal 2.9:

a) write out the slope confidence intervals
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b) carry out a two tailed test on the true slope, using the usunal nuli?
(50)

Describe the steps you might take to discover if your model has
heteroskedasticity, giving as examples one picture and one test that can
be used in the diagnosis. (50)

Outline the GLS/FGLS strategies to dealing with heteroskedasticity
and contrast them with the main alternative strategy that we saw on the
course. (50)

Describe the steps you might use in estimation if you find that the
errors appear to follow an AR1 process. (50)

Qutline the connection between stationarity and cointegration in a time
series context. (50)

Compare briefly the probit or logit model with the linear probability
model. (50)

Show that Maximum Likelihood and Method of Moments derivations
of the slope in the Simple Linear model come up with the same slope
formula as the OLS estimator. (50}



