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5.6 The problem of prediction
Based on our sample data, we have the “M sample regression: /
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We can use the above regression to “Prediet” or “Forecast” the future consumption expen-
diture Y corresponding to some given level of meome X

There are two kinds of predictions which are:

(1] Mean prediction We will predict the conditional mean value of Y corresponding to a

chosen X (ie Xp)
(2] Individual Prediction We will predict an individual ¥ value corresponding to (ie Xg)
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If we replace the unknown o? by the unbiased cstiula.to@’c can get
—_— -

,_ Yo— (Bt B:X0)

se(Yy)
which is the t distribution with n-2 d

Therefore, we can derive the confidence interval for the true E(Yy|Xg) as following
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Individual Prediction
We can |n'ndi{-l.iﬁs;n.n individual Y value, Y, corresponding to a given X value (X;) :
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We can show that ¥j follows the normal distribution:

Yy ~ N (Yo, var(Yy — Yp))

Therefore, we can construct the confidence interval for the Y as well.
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CHAPTER 6: Extensions of The Two-Variable Linear Regression

Model

6.1 Functional Form of regression Models

[1] The log-linear model
[2] Semilog maodels
[3] Reciprocal models

[4] The logarithmic reciprocal model

The Log-linear Model /3 > Wy
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The Reciprocal Models ‘J_
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The Logarithmic Reciprocal Models
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