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MIDTERM EXAM


WINTER 2000
Directions:
Answer the questions below.  Please use only one side of the paper, and write as clear and concise as possible.

1.
Consider the individual’s latent decision to work, i.e. 
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(a) I decide to estimate this model with the linear probability estimator.  What are the strengths and weaknesses of this approach (i.e. the statistical properties)?


(b) As an alternative, I decide to estimate this model with the logit.  What are the strengths and weaknesses of this approach?


(c) How do I evaluate the impact of a change in one of the zi’s on the probability of working for each of (a) and (b)?


(d) I’m suspicious of the presence of heteroskedasticity in 
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v

. How does this affect the estimators in (a) and (b)?  How do I test for heteroskedasticity?

2.
Consider the following regression model
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Discuss the possible methods of estimating this model, making sure to highlight the statistical properties, and the identification and interpretation of coefficients.

3.
Consider the following regression model
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where 


[image: image14.wmf]0

]

,

|

[

=

i

i

i

x

z

v

E

 ,
[image: image15.wmf]0

]

,

|

[

=

i

i

i

x

z

e

E

,
[image: image16.wmf]2

]

,

|

[

v

i

i

i

x

z

v

V

s

=

 ,
[image: image17.wmf]2

]

,

|

[

e

i

i

i

x

z

e

V

s

=

,


[image: image18.wmf]e

v

i

i

i

i

x

z

e

v

Cov

s

rs

=

]

,

|

[

.

Discuss the “Heckit” approach of estimating this model, making sure to highlight the statistical properties, and the identification and interpretation of coefficients.  How do you test for non-random sample selection in this context?

4.
Consider the following regression model,
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.  Suppose you suspect that 
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.  How do you test the latter specification issue? Please provide appropriate details about the test and the properties of your estimator(s).
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