ECON 612,  ECONOMETRICS II, PART 1,  T. H. GINDLING

MIDTERM EXAM.  Unlike the other problem sets, students must complete this midterm exam WITHOUT HELP (you cannot work in groups).

1.
Given what you have learned about functional form and the choice of variables, estimate an earnings equation using an appropriate sample, an appropriate econometric technique, and a reasonable set of left-hand-side and right-hand-side variables.  It will be necessary for you to go to the CPS web-site and use FERRET to get additional appropriate variables, then download and merge the new data set with the data set that you already have. You must include at least one new variable that we have not used in previous problem sets.

2. Justify the sample and econometric technique that you used.

3.
For each variable used, justify the functional forms and variable choices you have made.  That is, list each variable, explain why you are using that variable and explain why you used the functional form that you do use for each variable (refer to theory, literature, and/or the survey documentation in your justification).  Make sure to include the expected sign of the estimated coefficient for each variable.

4.
Construct a table of the regression results.  The table should be self-explanatory and give the reader all of the information needed to replicate the results.   Construct another table with the means and the standard deviations of the variables used.

5.
What are the limitations of your estimate of returns to education?  That is, why might the estimate of returns to education derived from the equation that you estimated be an under- or over-estimate of true return to education?

