PROBLEM SET #5

ECON 486/686

For this problem set, use the 1988 and 1998 data sets for full-time, full-year employees in the Baltimore and Washington DC SMSAs (cps88w.xls and cps98w.xls).  

1. Calculate the Gini coefficient for both years.

2. For each year, report the means and standard deviations for the following variables: the natural logarithm of earnings, years of education (s), years of potential experience (exp), the sex dummy variable, and the black dummy variable.

3. For each year, estimate an earnings regression which has the natural logarithm of earnings on the left-hand-side and years of education (s), years of potential experience (exp), the sex dummy variable and the black dummy variable on the right hand side.

4. For each year, calculate the proportional contribution of education to income inequality (the Sj from Fields, 2002) for both 1988 and 1998.

5. Calculate the contribution of changes in education to the change in the Gini coefficient between 1988 and1998.

6. Based on your results, what were the most important cause(s) of the change in inequality between 1988 and 1998 in the Baltimore/Washington area.

Data set documentation for cps88w.xls and cps98w.xls

1. incern = total earnings (in US$)

2. ln(incern) = natural logarithm of total earnings

3. sex = 1 if male, 0 if female

4. black = 1 if black, 0 if not

5. s = years of formal education

6. exp = years of potential experience = age-S-6

