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Heteroskedagtitity (i) and omitting an important explangtory varjuble ciii)
tan cqust the usval OLS b statistics to be invalid because i+ is breaking +he
assumptions on +he multiple regression at the beginning. Therefore, the

OLS estimation method cannot be ysed.

For part (ii), it is acceptable to have q correlation between twd independent
variable in the model in order to generate regression function by using OLS method
and calcylate t statistics.

Rog(salary) = By +3, Rog (sales) + B, roe +B, vos +u

: A A
(i) Hp: pp,=0 and B, =0

Hq - Otherwise
( i i ) log(salary) = 4.32 + 280 log(sales) + .0174 roe + .00024 ros
(.32) (.035) (.0041)
n =209, R = 283.
q Log (selary) = 0.00024
d rog
100( ' 4sqlqry)
30| qry = 100(0.00024) = 0.02¢
d ro$
%o 0 in sdlary = 0.024 2. increase
(iif) Hy: B3 =0
He: B3> 0

d.f =209-3-1= 209

0.00024 -0

0.0005¢
f2)

0.33
reject Ho

0.4%

= 0.¢+%Y — p-vqlves 0.5-0.13 =0.33

fince p-value is greqter than level of
significance, we accept Ho at 10
sighificant level. Therefore, ros has no
effect on salary.

Gv) From dii), we chould not include vo5 in a final mode| explaining
CEO tompensation in terms of firm performance .



@ (1) Py is +he impact of Rog(expend A) on vote A .

i) dlog(expend A) _ p d oglexpend B) . p,
d vote A \ d voteA

*(gae 9 expend 8))
0 ( dex 10 (expenis 4
&pniA dtxpend A) I 100
ey (By) q voteA

7o O in Xpend A = 100 B, 7. 4 in RxpendB

(}Z) 100

100 B,

, A A A
Ho. 1007’;' "'_'—100%2 HO: 3"" z=0
Ho' 100 B, # - 1003, Ho: Pyt #0

.t
( l | I ) regress voteA lexpendA lexpendB prtystrA
Source SS df Ms Number of obs = 173
F(3, 169) = 215.23
Model 38405.1096 3 12801.7032 Prob > F = 0.0000
Residual 10052.1389 169  59.480112 R-squared = 0.7926
Adj R-squared = 0.7889
Total 48457.2486 172 281.728189 Root MSE = 7.7123
voteA Coef. Std. Err. t P>t [95% Conf. Interval]
lexpendA 6.083316 .38215 15.92 0.000 5.328914 6.837719
lexpendB -6.615417 .3788203 -17.46 0.000 -7.363246 -5.867588
prtystrA .1519574 .0620181 2.45 0.015 .0295274 .2743873
_cons 45.07893 3.926305 11.48 0.000 37.32801 52.82985

vote A = g.083R0g(expend o)~ 6.615 Log(expendB) +0.152 priystr A +y

A'sexpenditure and B's expendityre affect Hhe outcome whith is the
percentage of +he vote received by Candidate A. Whilt A’ expenditure hag
a positive impact, B's expendityre has q negative impact on vote A,

we cannot yse this result +o test the hypothesis in part (ii) because
we need the stendard error of B, +8, .

(V)  8,= By+B,
P01~ By

VoTe A = B, + (8,-B,) Log(expend A) +B, Rog@xpend B) « f 5 priystrA +y
vote A = By +8, Rogrexpend A) + B, (Rog cexpends)~ Log (expendA)) + B, priystr A +y

n

. regress voteA lexpendA diff_lexB_lexA prtystrA

Source SS df MS Number of obs = 173

F(3, 169) = 215.23

Model 38405.1097 3 12801.7032 Prob > F = 0.0000

Residual 10052.1388 169 59.4801115 R-squared = 0.7926

Adj R-squared = 0.7889

Total 48457.2486 172 281.728189 Root MSE = 7.7123
voteA Coef. Std. Err. t P>t [95% Conf. Interval]
lexpendA -.532101 .5330858 -1.00 0.320 -1.584466 .5202638
diff_lexB_lexA -6.615417 .3788203 -17.46 0.000 -7.363246 -5.867588
prtystrA .1519574 .0620181 2.45 0.015 .0295274 .2743873
cons 45.07893 3.926305 11.48 0.000 37.32801 52.82985

N

0, =-0.532

Since P-valve of 8, isequal to 0.320 which is more than 0.5 whith is
5% leve| of si\gnific«m‘r,m accept Hy at 5% signiticant leve| in this case.
Thevﬁore, ong percent increase in A's expenditure is not offser by one
pereent increas® in B's expenditure,



(i) Hp: By-ps=0

Hy Pa‘ﬁs*o
(i) 4.f. =935-3-1 =93]
2 o (B By -0
se. (f,-F3)
A A
Let 0,=5,-8,

Hy
Hq

>

D>

y=0
%0

N

(o5

1
A A
Pr 7 01t ps

logiwage) = By + By educ + (9)+p,) xper + B, tenure +y

fog (WaJ) = Po + B, RdUL + O, RkpEr + Py (RXPr +Hnyre) +y

. regress lwage educ exper combined_exper_tenure

Source SS df MS Number of obs = 935
F(3, 931) = 56.97
Model 25.6953242 3 8.56510806 Prob > F = 0.0000
Residual 139.960959 931 .150334005 R-squared = 0.1551
Adj R-squared = 0.1524
Total 165.656283 934 .177362188 Root MSE = .38773
lwage Coef. Std. Err. T P>|t]| [95% Conf. Interval]
educ A .0748638 .0065124 11.50 0.000 .062083 .0876446
exper | @, .0019537 .0047434 0.41 0.681 -.0073554 .0112627
combined_exper_tenure .0133748 .0025872 5.17 ©0.000 .0082974 .0184522
_cons 5.496696 .1105282 49.73 0.000 5.279782 5.713609

A A

9, =0.00195 , 5.2 (p,) =0.00434

Jinte p-value of 6, ig 0.681 greaterthan 0.05 leve| of significant,
we accept Hy ot 5% significant leve] . So, year of experience and year of
tenure do not generate the same effect on Log(wage) .

The 95% I for 6, = [0.00195 - 2.06(0.0043%) , 0.00145 +2.06(0.00434) |

n

[- 0-038, 0.011% ]

The vqlve between -0.003§ and 0.011% cqpturts 15 7» chance,



(1) 2,01% Jgingle-person households

(“ ) regress nettfa inc age if fsize == 1
Source SS df MS Number of obs = 2,017
F(2, 2014) = 136.46
Model 544916.989 2 272458.495 Prob > F = 0.0000
Residual 4021048.06 2,014 1996.54819 R-squared = 0.1193
Adj R-squared = 0.1185
Total 4565965.05 2,016 2264.86361 Root MSE = 44.683
nettfa Coef. | Std: Err: t P>|t| [95% Conf. Interval]
inc .7993167 .0597307 13.38 0.000 .6821762 .9164572
age .8426563 .0920169 9.16 0.000 .6621982 1.023115
_cons -43.03981 4.080393 -10.55 0.000 -51.04204 -35.03758

JSlopt coefticient of family income is 0.3193 which can be interpreted
that when family income increases by one, net finantial wealth will increqse by
0.3943 . Jlope coeffitient of age of the syrvey respondent is 0.g42%F which meang
that a5 respondent age increases by one, it affects net financial wealth to be increase
by 0.842%.

(iil) The intercept of this regression function is -43.0318 meaning that g5 age
and income are zerp, the net financial wealth will be negative number

( iV) f1° : )SZ = 1

Hq: pa<1
d.f. = 20t-2-1=201¢ , 2 = 2B2FT g,
0.092
P-value = 0.5~ 0-%56¢ = 0.0%36
0.0436 '
]}]] | dince p-value is greater than gigniticance level , we accept
! Ho at 17 level of significance . Thergfore | ong unit change
Ay in age causey ong unit thange in nertfq.
(v) regress nettfa inc if fsize == 1

Source Ss df MS Number of obs = 2,017

F(1, 2015) = 181.60

Model 377482.064 1 377482.064 Prob > F = 0.0000

Residual 4188482.98 2,015 2078.6516 R-squared = 0.0827

Adj R-squared = 0.0822

Total 4565965 .05 2,016 2264.86361 Root MSE = 45.592

nettfa Coef. Std. Err. t P>|t] [95% Conf. Interval]

inc .8206815 .0609 13.48 0.000 .7012479 .940115

_cons -10.57095 2.060678 -5.13 0.000 -14.61223 -6.529671

The results are not much different becoyse it is omtHred only
ong varigble whith is age.
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