
	
  

	
  

Problem 8.2 The following data show the real price of butter and real incomes, to supplement the
data in Problem 7.2 (see page 253).

Year Price of butter Real income Year Price of butter Real income

1970 105.5 70.3 1980 119.2 92.1
1971 130.9 71.1 1981 114.2 91.4
1972 131.9 77.1 1982 114.5 90.9
1973 99.5 82.1 1983 110.0 93.3
1974 89.6 81.5 1984 107.9 96.8
1975 92.1 81.9 1985 100.0 100.0
1976 109.1 81.7 1986 104.2 104.5
1977 118.2 79.9 1987 99.8 108.1
1978 123.4 85.8 1988 100.2 114.6
1979 130.6 90.7

(a) Estimate a multiple regression model of the demand for margarine. Do the
coefficients have the expected signs?

(b) Test the significance of the individual coefficients and of the regression as a 
whole.

(c) Should the model be simplified?

(d) Calculate the elasticity of demand. How does it differ from your earlier answer?

(e) Estimate the cross-price demand elasticity.

(f ) Should other variables be added to improve the model, in your view?

Problem 8.3 Using the results from Problem 8.1 forecast the birth rate of a country with the charac-
teristics given in Problem 7.9 (see page 254) (point estimate only).

Problem 8.4 Given the following data for 1989 and 1990:

Year Price of margarine Price of butter Real income

1989 79.3 104.3 120.2
1990 79.3 97.0 122.7

(a) Predict the levels of margarine consumption in the two years.

(b) The actual values of consumption for the two years were 3.47 and 3.19. How accu-
rate are your forecasts?

(c) Test for the stability of the coefficients between sample and forecast periods.

Problem 8.5 How would you most appropriately measure the following variables:

(a) social class in a model of alcohol consumption,

(b) crime,

(c) central bank independence from political interference.

Problem 8.6 As Problem 8.5, for

(a) the output of a car firm, in a production function equation,

(b) potential trade union influence in wage bargaining,

(c) the performance of a school.
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