
Lab 2: Thepurposeof thisexerciseis to constructapriceindex for computers
usinghedonicregressiontechnics.This consistson regressingtransactionprices
on a numberof explanatoryvariables,eachonemeasuringan importantquality
characteristicof theproduct. Thedatais in CHOW file in a ASCII format. You
canreadthis into GAUSSin the following way: copy the file into the directory
you areworking. Edit thefile andeliminatethe labelsfor thevariables,thenuse
thecommandLOAD (usetheonlinehelp). Thefile README .docgivesa short
descriptionof therecord.

a) Reproduceall the resultsof Chow’s article reportedon page121. Usethe
OLScommandinsideGAUSS.Explainin detailwhichmodelsyouareestimating
andwhichrestrictionsareyoutesting.Theinterceptandtheyeardummyvariables
arethe logarithmof the index price. Take 1960asa baseyear(value1 or 100),
take theantilogsandinterprettheresults.

b) Berndtin his bookmentionsthe following: ”Ar gumentscanbemadethat
for purposesof computationalaccuracy thenumberof equivalentbinarydigitsper
word (theproductBINARY*DIGITS) might bemoreimportantthanthenumber
of (WORDS) in memory”. Exercise: show that in Chow’s logarithmic speci-
fication of the variableMEM in the hedonicprice equation,the logarithmsof
thesetwo variablesare implicitly assumedto have equalslopecoefficient esti-
mates. Constructa new separatevariablemeasuringlenght, LENGTH = BIB-
NARY*DIGITS anddo the regressionwith LNLENGTH andLNWORDS.Es-
timate the regressionparameterson a constantterm, the respective Dummies,
LNLENGTH, LNWORDS,andLNACCESSusingobservationsfrom1960through
1965(observations56 to 137 in thevariableorder). Testthenull hypothesisthat
coefficientonLNLENGHTH equalsthatonLNWORDS,usingareasonablelevel
of significance.Which specificationdo youprefer, andwhy?
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