PRINCPLES OF ECONOMICS LAB – MULTIPLE REGRESSION

OBJECTIVES:  The purpose of this lab is to familiarize the student with multiple regression using Excel.  The student will be introduced to significance of coefficients and goodness of fit.

1. Using the data in the file MREGLAB.XLS run the following regression:

a. Regress Per capita consumption (CONS) against a constant term and price (PRICE).  Write out the equation with the coefficients from your computer output.

b. Which of the variables are significant? Why?

c. Does the law of demand hold? Why?

d. What is the value of the R-Square stat? What does this mean?

e. Interpret the value of the coefficient of price in words.

2. Using the data in the file MREGLAB.XLS run the following regression:

a. Regress Per capita consumption (CONS) against a constant term, price (PRICE), per capita income (INC) and advertising (ADVERT). 

b. Which of the variables are significant? Why?

c. Does the law of demand hold? Why?

d. Are cigarettes an inferior good? Why?

e. According to your results increases in advertising lead to a drop in sales.  Yet cigarette companies advertise.  Use a quadratic specification for advertising to explain this behavior.  In other words run a regression that contains all of the variables from (a) and advertising squared.  Based on the signs of your regression coefficients draw a graph with sales on the vertical axis and advertising on the horizontal axis.

f. What is the value of the R-Square stat? What does this mean?

g. You suspect that cigarettes may be an addictive good.  Run a regression to test this hypothesis?  What do your results suggest?

