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Basic Econometrics  (Economics 205)
Davidson College  Jan - May 2008

Regression Analysis Paper
In this semester-long project, you will apply regression analysis, the most commonly used tool of empirical economics, to a topic of your choice.  The goal is to develop and estimate an econometric model of the causal effect which an explanatory variable of interest has on a dependent variable, controlling for relevant other factors. 

The due dates and relative weights for the regression analysis paper (30% of course grade) are as follows:

Initial Proposal & Lit Review

Monday, February 4, 09:00

0 points

Data Description


Friday, March 14, 16:00


10 points


Intro & Lit Review


Friday, March 14, 16:00


15 points

Model development & Predictions
Friday, April 11, 16:00


15 points

Model estimation


Friday, April 25, 16:00


10 points

Final paper



Tuesday, May 6, 16:00


50 points

They are to be turned in by sending an email to me (mafoley@davidson.edu) with the subject line “205 assignment userid.”   For example, “205 Initial Proposal mawatson” or “205 Model Development jostock.”  Separate handouts describing the subsequent sections of the paper will be distributed in class.  

Model Development & Predictions

This is intended to be a section of your final paper.  Please write and format it accordingly. 

In this section, you must: 

1. Clearly and succinctly state your specific research question.   (Think “elevator summary” of your paper.) 

2. Relate your model to the model(s) used in the peer-reviewed economics literature.  In some cases it is easier to do this comparison throughout the section and in other cases it is easier to do it at the end of the section; that is an editorial judgment. 

3. Describe the appropriate theoretical framework for your research, mathematically and verbally.  For example, if you are estimating a type of demand curve, you can presume that the reader understands the derivation of a demand curve, however, the application of the demand curve should be explained if it is specific to a sub-field of economics.  That is, environmental economics application of demand in which quantity is measured by the change in the stock of a resource.   For a non-demand curve example, if your outcome is wage, you should discuss the theoretical model of wage determination (w = MRPL).   To learn more about the theory for your model, it might be helpful to consult your intermediate micro and macro textbooks, as well as the book for the relevant sub-field of economics (labor, health, environment, finance, urban, international trade, economic development, industrial organization, transitional economies, international finance, etc.)
4. Specify the econometric model (i.e., the regression equation). Which variable is the dependent variable and which are the independent variables? What estimation method will you use?  (e.g., OLS, IV/2SLS, Probit/Logit, panel data)  Why?

5. Based on economic theory and previous literature, provide an argument (not an assertion!) for the inclusion of each variable, non-linear term, and interaction term.
6. Write out, using equation editor, the marginal effects in terms of the population parameters. What are the expected signs of these marginal influences?  Note that in order to answer this you may need to use the sign for a second derivative and/or cross- derivative.  If any of your coefficients are elasticities, indicate so, and whether you expect them to be inelastic, unit elastic, or elastic? 

The easiest way to discuss these derivatives in this section is likely to be: (a) create a neat table listing them all (something like the one below) and (b) simplify the organization of that discussion by having one paragraph discuss the variables that are continuous and only enter linearly,  another paragraph discuss dummy variables that aren’t interacted, another paragraph discuss variables which enter in log form, another paragraph discuss variables which have polynomials, another paragraph discuss variables which are interacted, and so forth.  The idea for (b) is that each category has the same partial derivative.  

	Variable
	
[image: image1.wmf]
	Individual coefficients
	Expected Sign

	Name of X1
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	Name of X2
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7. Define any other hypotheses that you’ll test.   For example, which F-tests will you conduct?  Which functional forms will you consider and why?  Do you expect your parameters to change from one subset to another, or will you be comparing a model with some variables to a model without them? 

In other words, put the “base model” you presented above in context by explaining how you will create tables like Table 8.3 (page 292), Table 10.1 (page 368), and Table 11.2 (page 403).  

8. Assess threats to internal validity (the “OWESS” acronym I use in class).     

Grading

This assignment is worth 15 points as indicated above (note that 2 of those are for having a complete cover page in the format indicated below). The penalty for late submission is 1 point off the whole paper per 24 hours (i.e., you start with a 99/100). 

I will be grading this section (i.e., awarding some or all of the 15 points) based on the quality of your effort, not the correctness of what you did.  Correctness will come into play for the final, full paper (50 points total).   So if you give a serious attempt at each bullet point, you will earn the full credit.  Please note that this does mean you can earn all points, but lose several on the final paper if you do not respond to my comments.  As you pull together all of the sections and prepare your final paper, keep in mind that simply responding to all my comments may not be sufficient to earn a high grade.  Why? (a) I won’t notice everything that needs attention, (b) you might respond incorrectly or incompletely to the comments I do make, and (c) in responding to my comments new issues or errors may arise.  In short, consider the final paper its own separate entity.  

Some notes on how to write an economics research paper. Use active, not passive, voice.  Define all abbreviations before using them.  Use the first person singular, but not plural (“we” didn’t conduct your research).  Regressions never “prove” anything, your model does not show that changes in X1 or X2 cause changes in Y (a significant effect in a regression of X1 on Y is consistent with a causal hypothesis, but it doesn’t prove causality, one would need to run a randomized controlled trial for that).  Every paragraph should have only a single focus, every table and graph should have a title and a reference number (e.g., Figure 1), the word “data” is the plural version of the word “datum”, your variables have names more descriptive than “X” and “Y” so use their real names, and bibliographic citations are required for data.   You may make up shorthand names for your variables, such as “education” for “percent of a state’s residents who have at least a college degree.”  However, if you do so, be consistent in referring to the variable by that name.  Do not start a section with an equation.  Number equations consecutively at the left-hand margin.  Do use equation editor to write equations.  Do utilize appropriate transitional phrases to move smoothly from one section to the next.  For both these drafts and the final paper, please feel free to use spelling checking and/or grammar checking software.  I have no preferred citation style for your list of references at the end, but you must be consistent.  And it should be in alphabetical order.  For citations in the main text, I prefer the following format:  Angrist and Evans (1998) or Acemoglu (2007).  Please use footnotes rather than endnotes.

Please make a cover page using this format.  This time it is worth 2 of the 15 points.  

Model Development and Predictions
Name 

Proposed title  

Statement of hypothesis/issue of interest

Mathematical expression of your model such as  
[image: image6.wmf]
Where Y= the name of your dependent variable and X’s = the names of your explanatory variables 

Description of dataset(s) 

· Cross-section, pooled , time series 

· Time period (years, months, etc.)

· Units of observation (female-headed households with children < 6 y.o., developing countries as defined by the World Bank) 
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