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Question #1 (30 Points): For each question below, circle the correct answer 
 

1. Suppose the p-value for a hypothesis test is 0.0001. Then: 

(a) the null hypothesis can be rejected at the 0.01 significance level. 

(b) the null hypothesis can be rejected at the 0.05 significance level. 

(c) the null hypothesis can be rejected at the 0.10 significance level. 

(d) the null hypothesis can be rejected at the 0.15 significance level. 

(e) All of the above are true statements. 
 

Questions 2 & 3 refer to the following information:  
Consider the following estimated regression equation: 

i 1i 2i 3iŶ 7.23 1.11X 5.43X 0.74X ,  i 1,...,30,

                 (0.32)      (3.87)       (0.15)   

= + − + =
 

 

where standard errors appear in parentheses. Then, for the following hypothesis test: 

0 3 A 3H : 0.5   versus  H : 0.5,  β = β >  

 

2. The degrees of freedom equal to: 

(a) 28.   (b) 27.      (c) 26.         (d) 25.   (e) 24. 

 

3. For the estimated regression equation and hypothesis test, the t-statistic is: 

(a) 4.93  (b) 1.2      (c) 1.3   (d) 1.6 

(e) There is not sufficient information given to compute the t-statistic, since the test is 2-sided.  

 

 
4. Consider the following regression equation: 

2

i 0 1 1i 2 1i tY X X .= β + β + β + ε   

This equation: 

(a) is linear in the parameters.    (b) is linear in the variables. 

(c) is nonlinear in the parameters.    (d) Both (b) and (c) are true statements. 

 

Questions 5  & 6 refer to the following information:  
 

Consider the following regression equation: 2

0 1 1 2 2 3 3i i i i i
Y X X Xβ β β β ε= + + + +  

5. 
(a) This equation is nonlinear in the parameters. (b) This equation is linear in the variables. 

(c) This equation is nonlinear in the variables. 
(d) Both (a) and (c) are true statements. 
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6. The parameters of this equation: 

(a) can be estimated by OLS. 

(b) can be estimated by OLS only if 3 0
i

X <  for all observations i. 

(c) can be be estimated by OLS if  0.3
i

ε >  for observation 2i = . 

(d) can not be estimated by OLS.     

(e) None of the above is a true statement. 

 
7.    In multiple regression analysis, the correlation among the independent variables is termed 

(a) homoscedasticity      (b) multicollinearity 

(c) linearity                            (d) adjusted coefficient of determination 

 
8. The confidence interval for the sample regression function slope 

(a) can be used to conduct a two-sided test about a hypothesized population regression 

function slope. 
(b) can be used to compare the value of the slope relative to that of the intercept. 

(c) adds and subtracts 1.96 from the slope. 

(d) allows you to make statements about the economic importance of your estimate. 

 
9. Finding a small value of the p-value (for example less than 5%)   

(a) indicates evidence in favor of the null hypothesis. 

(b) implies that the t-statistic is less than 1.96. 

(c) indicates evidence in against the null hypothesis. 
(d) will only happen roughly one in twenty samples. 

 

10. One of the following steps is not required as a step to test for the null hypothesis: 

(a) compute the standard error of 1.    (b) compute the t-statistic. 

(c) test for the errors to be normally distributed.             (d) compute the p-value. 

 
 

11. When testing joint hypothesis, you should 

(a) use t-statistics for each hypothesis and reject the null hypothesis if all of the restrictions fail. 

(b) use the F-statistic and reject all of regression coefficients if p-value (Sig./Prob.) ≤ α . 

(c) use t-statistics for each hypothesis and reject the null hypothesis if p-value (Sig./Prob.) ≤ α . 

(d) use the F-statistics and reject at least one of the regression coefficient if p-value 

(Sig./Prob.) ≤ α . 

 
12. 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. 

 
13. 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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14. 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. 

 

15. 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 independent variable(s) and is 

a determinant of the dependent variable. 
 

16. 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 independent variables are highly correlated 

 
17. 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. 

 

18. Consider the following hypothesis test carried out with a T-test: 0 2 1 2: 1, . : 1,H vs Hβ β≥ <  

then: 

(a) 
0

0Hβ = .                                                              (b) 
0

1Hβ = − . 

(c) the sign of the T-statistic implied by H1 is positive. 

(d) the sign of the T-statistic implied by H1 is negative. 
(e) None of the above is a true statement. 

 
19. Consider the following regression equation: 

( )15
0 1 1 2 1 3 2logi i i i iY X X Xβ β β β ε= + + + +  

This equation: 

(a) is linear in the variables but not linear in the coefficients. 

(b) has parameters which can be estimated by OLS. 
(c) is not linear in either the coefficients or the variables. 

(d) is linear in both the variables and the coefficients.  

 
20. Suppose a null hypothesis can be rejected at the 1%  significance level. Then, based upon this 

information, we can conclude that: 

(a) the null can definitely be rejected at the 2% significance level. 

(b) the null can definitely be rejected at the 3% significance level. 

(c) the null can definitely be rejected at the 4% significance level. 

(d) Both (a) and (b), but not (c), are correct answers. 

(e) (a), (b), and (c) are all correct answers.  
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Question #2 (10 Points): 
I. (4 Points) A researcher once attempted to estimate an asset demand (Dt) equation that included 

the following three explanatory variables: current wealth Wt, wealth in the previous quarter Wt-1, 

and the change in wealth ∆Wt= Wt - Wt-1. The estimated equation is  

Dt= β0+ β1Wt+ β2Wt-1+ β3 ∆Wt 

(a) (2 Points) What problem did this researcher encounter? Explain. 

 

Perfect multicollinearity; each can be stated as an exact function of the other two. 
 

 

(b) (2 Points) What should have been done to solve this problem? 

 

To solve the perfect multicollinearity problem, one of the three explanatory variables must be 

dropped. 
 

 

 

II. Multicollinearity is the violation of one of the classical assumption of the regression model. 

(a) (2 Points) What are the consequences of the problem? 

 

 

 

 

 

 

 

 

 

 

(b) (2 Points) How can multicollinearity be detected? 

 

 

 

 

 

 

 

 

 

 

 

 

(c) (2 Points) What can be done to overcome or reduce the problems resulting from 

multicollinearity? 
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Question #3 (10 Points): 
Consider the hypothetical quantity demand of a commodity, Y, its price X1, and consumers' income, 

X2, from 1995, 2009. 

(a) (4 Points) Test at the 5% level for the statistical significance of the two slope parameters. 

 

 

 

 

 

 

 

 

 

 

 

(b) (2 Points) Test for the overall significance of the regression. 

 

 

 

 

 

 

 

 

 

(c) (4 Points) Is there any evidence of multicollinearity? Show your work.  

 
 
 
 
 
 
 
 
 
 
 
 
Dependent Variable: Y 
Included observations: 15   

Variables Coefficient Std. Error 

C 82.275 15.433 

X1 -5.106 1.417 

X2 0.017 0.007 

F-statistic 115.566  

Prob(F-statistic) 0.0000  
 
 
Dependent Variable: X1   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 10.67500 0.601363 17.75136 0.0000 

X2 -0.004250 0.000509 -8.352163 0.0000 
     
     R-squared 0.842917     Mean dependent var 6.000000 

Adjusted R-squared 0.830833     S.D. dependent var 2.070197 

 


