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Study Guide for Chapter Three
January 25, 2012
Definitions:
Be able to define all terms identified in lecture.

Short-answer questions:

1.
List and define the measures of central tendency.

2.
Briefly explain the difference between a symmetrical and skewed distribution.

3.
List and define the measures of dispersion discussed in lecture.

4.
Define “hypothesis testing”.  Explain the difference between a Type I and Type II error.

5.
Explain the difference between a 'deterministic' and a 'statistical' relation.

6.
List and define the three types of data utilized in regression analysis.

7.
List the steps one follows in regression analysis.  Begin with a definition of regression analysis.
8.
Why is a constant term employed in estimating a regression? 

9.
List the reasons why an error term is part of any econometric model. Begin by defining 'error term'.
10.
What does it mean to “impose ceteris paribus”?
11.
List and define the regression statistics listed in lecture.

Essay Questions

1.
In a meeting with your manager she notes that the average revenue of a firm in your industry is 


$44.45 million per year.  Explain why one may want to know the distribution of revenues in the


sample to completely understand the mean level of revenues in the industry.  

2.
You are working for a conglomerate, or a firm comprised of product lines that are not related.  Your


task is to explain the variation in sales across each of the firms product lines.  Discuss the various


measures you have available to answer this question.  Be sure to identify the measure that allows


for an accurate estimate of dispersion across these various product lines.

3.
In testing a hypothesis you note the issue of Type I and Type II errors.  Your manager requests


that you eliminate each of these errors in your analysis.  Explain why this objective cannot be 
accomplished.  Begin your explanation by defining Type I and Type II errors.

4.
You are asked to analyze the determinants of sales.  Your manager argues that a univariate


model – with the firm’s price as the sole independent variable -- is all that is necessary.  Explain the 
limitations of a univariate model and discuss why a multi-variate model may be preferred.  Begin by 
defining the terms univariate and multivariate.

5.
Your manager asks you how you estimated your econometric model.  Briefly explain how 


'ordinary least squares' estimates a model.  

6.
In reviewing your regression analysis you reference the R2, Adjusted R2,, F-stat, and t-stats.


Your co-workers look at you as if you are speaking another language.  Explain how each of these


are defined, calculated, and utilized to evaluate your regression results.  Remember your audience


in constructing your answer.

7.
In reviewing your regression analysis you are able to identify which independent variables are 


statistically significant.  Explain the meaning of statistical significance and briefly discuss why


economic significance may be of greater importance, yet more difficult to measure.

8.
You have estimated a regression model and your co-workers have begun to recognize your 


absolute genius.  Explain the econometric problems (i.e. multicollinearity, omitted variable bias, and small 
sample bias) you may have with your regression analysis. Be sure to identify the consequences of these 
problems.
Book Questions
1.
Scores on the Scholastic Aptitude Test (SAT) have decline over time.  Why doesn’t this mean students in 
the United States are not declining in ability?  

2.
What is a “multiplicative model”?  How are these estimated with a least squares technique?  What do the 


estimated coefficients from a multiplicative model represent?

3.
What is the Standard Error of the Estimate (SEE)?  
