Lab 2: Thepurposeof thisexerciseis to construct priceindex for computers
usinghedonicregressiontechnics.This consistson regressingransactiorprices
on a numberof explanatoryvariables,eachone measuringan importantquality
characteristiof the product. The datais in CHOW file in a ASCII format. You
canreadthis into GAUSSiIn the following way: copy thefile into the directory
you areworking. Edit thefile andeliminatethe labelsfor the variablesthenuse
thecommand_OAD (usetheonlinehelp). Thefile README .docgivesashort
descriptionof therecord.

a) Reproducaall theresultsof Chow’s article reportedon pagel21. Usethe
OLScommandnsideGAUSS.Explainin detailwhichmodelsyou areestimating
andwhichrestrictionsareyoutesting.Theinterceptandtheyeardummyvariables
arethelogarithmof the index price. Take 1960asa baseyear(valuel or 100),
take theantilogsandinterprettheresults.

b) Berndtin his book mentionsthe following: "Ar gumentscanbe madethat
for purpose®f computationabccurag thenumberof equivalentbinarydigits per
word (the productBINARY*DIGITS) might be moreimportantthanthe number
of (WORDS)in memory”. Exercise: shav thatin Chow’s logarithmic speci-
fication of the variable MEM in the hedonicprice equation,the logarithmsof
thesetwo variablesare implicitly assumedo have equalslope coeficient esti-
mates. Constructa new separatevariable measuringenght, LENGTH = BIB-
NARY*DIGITS anddo the regressionwith LNLENGTH and LNWORDS. Es-
timate the regressionparameter®n a constantterm, the respectie Dummies,
LNLENGTH, LNWORDS,andLNACCESSusingobsenationsfrom 1960through
1965 (obsenations56 to 137 in the variableorder). Testthe null hypothesighat
coeficienton LNLENGHTH equalghaton LNWORDS,usingareasonablével
of significance Which specificatiordo you prefer andwhy?



