Economics 224-001/002

Assignment 5
Note:  Due by 12:00 noon, Friday, November 28, 2008, in the Department of Economics office (CL 241).  It may be handed in late on December 1 with a 20% penalty, but after that late assignments will be assigned a grade of 0. (This assignment is out of 60 marks.)

Be sure to keep an electronic copy of all Excel spreadsheets. You may need to provide them later to the instructors. Show ALL steps.
The goal of this assignment is to estimate an economic relationship using regression analysis. It can be a bivariate or multivariate regression. It should NOT be a relationship that is estimated in sections 7 or 8 of the course.  However, you can extend one of the relationships estimated in class to more complex settings, you can update one of the examples with more recent or additional data, or you can estimate a relationship discussed but not estimated in class.
You will need to do the following to get full marks:

a)
Explain carefully and in clear words your theory of how the explanatory variable(s) affects the dependent variable, including stating in advance your expected signs/sizes of the coefficients. Write out the latter as hypothesis statement(s).

b)
Find some data.  Clearly and fully describe the sources of the data and explain carefully how the variables are measured and how you cleaned it up if you needed to (eg. cases deleted, recoding of data, etc).  When handing in the assignment, print out a few of the data points you used and include those with the answers (eg. one page with 20-30 lines of data points of the variables included in the regression).

HINT: make sure you have data matched to your theory before you go too far.

Note: In some cases, you may wish to take the natural log of a variable or perform other transformations on variables.
c)
When handing in the answer to this assignment, provide the results of your regression analysis from Excel.  In addition, write the results in equation format.  Do the regression coefficients match the hypotheses of part a)?  Explain whether the coefficients are statistically significant or not.

d)
Explain carefully in words what your results mean in terms of economic analysis – interpret them.  It is best to think of explaining your results to someone who has taken a couple of economics courses, but doesn’t know any regression analysis.

e)
How well does your model fit the data?  How do you know?  Speculate on how you could improve the model if you had lots of time, a research assistant, and a couple more courses in econometrics.
Marks will be based on the following (in this order of importance):

· How well you explain your theoretical relationship and your results.

· How well you conduct and organize the actual estimation, including thinking of things like rebasing the data (e.g. per capita data, controlling for the price level, logging it).
· How much work it takes you to accumulate the data.

· Originality of the economic relationship being estimated.
· The complexity of the relationship you estimate (and your success in estimating the relationship – being simple is better).

On the other side of the page are some hints.
What to Estimate
Can’t think of what to estimate? Here are some suggestions (You should be able to find data for all of these).  It is a good idea to read up on these relationships in a relevant textbook if you do not recognize them.  Also, play to your strengths and interests, but be reasonable.
–
House sales as a function of price, expected future price (this may be tough to find/create), interest rates, income levels.

–
An economy-wide investment function.
– 
Net exports (or imports or exports) as a function of the exchange rate, US real GDP, Canadian real GDP, maybe price levels.
– 
Cross-border shopping trips as a function of the exchange rate, real GDP per person, seasonal dummies. See http://www.statcan.ca/english/ads/11-010-XPB/pdf/feb05.pdf, where some of the relevant data is available, and which could be updated.

– 
Crime and the business cycle.

– 
Simple cross-country growth models. 
–
Solow model: Real GDP per person is a function of I/GDP and growth rate of population.

– 
Slightly more complex new growth model, growth rate of real GDP is a function of initial level of GDP, savings rate (or I/GDP), population growth rate, HK accumulation rate (% in school of school-age?), inflation or its deviation.
–
Estimate a Phillips Curve of the relationship between unemployment and inflation, either within a country or across countries within the OECD.

Potential Data Sources:

Look at the data sources on the UR Courses page under Help Topics – A Partial List of Reliable Data Sources. Note especially the following:
· The Labour Force Historical Review.

· Canadian Crime Data.

· E-Stat, especially for accessing CANSIM. E-Stat is better at allowing you to download the data to Excel (select CSV files).

· The Bank of Canada for financial and monetary data.

· The Penn World Tables for international data. This is especially useful if you are trying the growth model above.

· Next week, as a possible data source, we will provide an Excel worksheet with data from the 2001 Census.

Note that you might have to get data from 2 or more different sources to make it work.

Ask your instructors for help!!
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