
 1 

 
    

    

Midterm Examination #Midterm Examination #Midterm Examination #Midterm Examination #2222 

NAME:______________________________________________ID:___________   

 

Question # 1 2 3 4 5 6 7 8 9 10 

Answer           

Question # 11 12 13 14 15 16 17 18 19 20 

Answer           

 

Question #1 (20 Points): For each question below, circle the correct answer  
1) The interpretation of the slope coefficient in the model Yi = β0 + β1 ln(Xi) + ui is as follows: 

A) a 1% change in X is associated with a β1 % change in Y. 

B) a 1% change in X is associated with a change in Y of 0.01 β1. 

C) a change in X by one unit is associated with a  β1 100% change in Y. 

D) a change in X by one unit is associated with a β1 change in Y. 

 

2) An example of a quadratic regression model is 

A) Yi = β0 + β1X + β2Y2 + ui. 

B) Yi = β0 + β1ln(X) + ui. 

C) Yi = β0 + β1X + β2X2 + ui. 

D) = β0 + β1X + ui. 

 

3) Under imperfect multicollinearity 

A) the OLS estimator cannot be computed. 

B) two or more of the regressors are highly correlated. 
C) the OLS estimator is biased even in samples of n > 100. 

D) the error terms are highly, but not perfectly, correlated. 

 

 

4) Imagine you regressed earnings of individuals on a constant, a binary variable ("Male") which takes 

on the value 1 for males and is 0 otherwise, and another binary variable ("Female") which takes on the 

value 1 for females and is 0 otherwise. Because females typically earn less than males, you would 

expect 

A) the coefficient for Male to have a positive sign, and for Female a negative sign. 

B) both coefficients to be the same distance from the constant, one above and the other below. 

C) none of the OLS estimators to exist because there is perfect multicollinearity. 
D) this to yield a difference in means statistic. 
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5) The interpretation of the slope coefficient in the model ln(Yi) = β0 + β1Xi + ui is as follows: 

A) a 1% change in X is associated with a β1 % change in Y. 

B) a 1% change in X is associated with a change in Y of 0.01 β1. 

C) a change in X by one unit is associated with a β1 change in Y. 

D) a change in X by one unit is associated with a 100 β1 % change in Y. 

 

6) Omitted variable bias 

A) will always be present as long as the regression R2 < 1. 

B) is always there but is negligible in almost all economic examples. 

C) exists if the omitted variable is correlated with the included regressor but is not a determinant of the 

dependent variable. 

D)  exists if the omitted variable is correlated with the included regressor and is a determinant of 

the dependent variable. 
 

7) Imperfect multicollinearity  

A) is not relevant to the field of economics and business administration 

B) only occurs in the study of finance 

C) means that the least squares estimator of the slope is biased 

D) means that two or more of the regressors are highly correlated 
 

8) For the following regression model: :3322110 ttttt
XXYY εββββ ++++= −  

A) the Durbin-Watson d test can be used to test for serial correlation. 

B) the Durbin-Watson d test can not be used to test for serial correlation. 
C) the Park test can be used to test for serial correlation. 

D) None of the above is a correct answer. 

 

9) Consider a 1-sided Durbin-Watson (DW) test with a null hypothesis of no positive serial correlation 

against an alternative hypothesis of positive serial correlation. Then: 

A) the border value of  ρ  under the null is 1. 

B) the border value of ρ  under the null is -1. 

C) the border value of ρ  under the null is 0. 

D) None of the above is a true statement 

 
10) The interpretation of the slope coefficient in the model ln(Yi) = β0 + β1 ln(Xi)+ ui is as follows: 

A) a 1% change in X is associated with a β1 % change in Y. 

B) a change in X by one unit is associated with a β1 change in Y. 

C) a change in X by one unit is associated with a 100 β1 % change in Y. 

D) a 1% change in X is associated with a change in Y of 0.01 β1. 

 

11) Consider the following population regression model: ,22110 iiii
XXY εβββ +++=  

and assume that 
ii

XX 21 5×=  for each observation i. Then: 

A) the stochastic error term is definitely homoskedastic. 

B) the stochastic error term is definitely heteroskedastic. 

C) there is perfect collinearity between this model's independent variables. 
D) the observations of the stochastic error term are definitely serially correlated. 

E) none of the above is a true statement.  
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12) An estimator is unbiased if: 

A) the variance of its sampling distribution decreases as the sample size gets larger. 

B) the variance of its sampling distribution increases as the sample size gets smaller. 

C) its sampling distribution is centered around the true parameter value. 

D) the mean of its sampling distribution is equal to the expected value of the stochastic error terms. 

E) Both (B) and (C) are true statements.  

 

 

Questions 13 - 15 refer to the following information:  

 

  
 

13) Assuming the sample size is 999, comparison of Models 1 and 2 suggests that: 

A) X3 is an included irrelevant variable in Model 1. 
B) X3 is an omitted relevant variable in Model 2. 

C) X1 is an included irrelevant variable in both Models 1 and 2. 

D) We don't have sufficient information to determine whether X3 is either a relevant or irrelevant 

variable in Model 1. 

 

 

14) Assuming the sample size is 956, comparison of Models 1 and 3 suggests that: 

A) X2 is an included irrelevant variable in Model 1. 

B) X2 is an omitted relevant variable in Model 3. 
C) X1 is an included irrelevant variable in both Models 1 and 3. 

D) We don't have sufficient information to determine whether X2 is either a relevant or irrelevant 

variable in Model 1. 

 

 

15) Assuming the sample size is 985, comparison of Models 1, 2, and 3 suggests that: 

A) X1 is an included relevant variable in Models 1, 2, and 3. 
B) X1 is an included irrelevant variable in Model 1. 

C) X1 is an included irrelevant variable in Model 2. 

D) X1 is an included irrelevant variable in Model 3. 

E) (B), (C), and (D) are true.  
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16) A polynomial regression model is specified as: 

A) Yi = β0 + β1Xi + β2X + ··· + βrX  + ui. 

B) Yi = β0 + β1Xi + β Xi + ··· + β Xi + ui. 

C) Yi = β0 + β1Xi + β2Y + ··· + βrY  + ui. 

D) Yi = β0 + β1X1i + β2X2 + β3 (X1i × X2i) + ui. 

 

 

 

17) If the stochastic error terms are serially correlated (but the rest of the classical assumptions still 

hold): 

A) t-statistics computed using estimation results from OLS are unbiased. 

B) the OLS standard errors of the estimate coefficients are unbiased. 

C) the OLS estimators are unbiased. 
D) None of the above is a true statement.  

 

 
18) Consider a 1-sided Durbin-Watson d test with a null hypothesis of  no positive serial correlation." 

Then, we reject the null hypothesis if: 

A) d < dL 
B) d > dU 

C) dL < d < dU 

D) It is impossible for a Type I error to occur when carrying out a 1-sided Durbin-Watson d test.  

 

 
19) The closer the Durbin-Watson d statistic is to 2, the stronger is the evidence in favor of: 

A) no serial correlation. 
B) positive serial correlation. 

C) negative serial correlation. 

D) _inconclusive_ serial correlation. 

E) None of the above is a true statement.  

 

 
20)    In multiple regression analysis, the correlation among the independent variables is termed 

A) homoscedasticity 

B) multicollinearity 
C)  linearity 

D) adjusted coefficient of determination 
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Question #2 (10 Points) 
1) Consider the following result,  

 
Variable VIF 

  

  
C  NA 

PAPER  15.5 

MACHINE  3.5 

LABOR  6.0 

 

A) (1 Point) Is there any evidence of multicollinearity? Why or why not? 

B) (2 Points) If yes, how can multicollinearity be corrected? 
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2) Consider the following results,   

( ) ( )

2

t 1t 2tŶ 31.75 0.08X 0.58X , R 0.98 , DW 0.77

6.08 3.08 , dL = 1.1 , dU = 1.54

= + − = =

−
 

A) (1 Point) How do you know that autocorrelation is present?  

 

 

 

 

 

B) (1 Point) What is meant by autocorrelation?  

 

 

 

 

 

 

 

C) (2 Points) What are the consequences of autocorrelation?  

 

 

 

 

 

 

 

 

D) (1 Point) How can we estimate ρ , the coefficient of autocorrelation? 

 

 

 

 

 

 

 

E) (2 Points) How can the value of ρ  be used to transform the variables in order to correct for 

autocorrelation? 

 
 

 

 
 


