The Pennsylvania State University

Department of Economics

Econ 390, Section 101, Summer 2007

Homework Assignment # 6

Due: Friday, June 29, AT THE BEGINNING OF CLASS

Kate works as a senior consultant for one of the largest real estate companies in NY. She asks her assistant to figure out the
relationship between apartment’s price and distance between the apartment and Central Park. To do this, she provides data on
recent transactions of the firm. All apartments in the sample are approximately of the same footage and very similar in other

characteristics except distance to the Central Park. Overall she gives 15 data points to her assistant:

Price —Y (in millions) Distance — X (in miles)

3.20 0.50
3.10 0.70
3.25 0.80
3.00 1.00
3.00 1.50
2.90 1.60
3.15 1.70
2.80 1.80
2.70 1.80
2.60 1.90
2.45 2.00
243 2.50
2.15 3.00
2.30 3.10
2.19 3.15

1. Calculate X and Y

2. Calculate Sx and Sy

3. Calculate covariance between X and Y: Cov(X,Y)

4. Assume that price is a linear function of distance: y; = bg+ by * X;. Estimate by and b; using expressions we have discussed
in class.

5. How can you interpret b;7

6. Calculate R2. What does it tell you?

7. Calculate the variance of by and the variance of by

8. Calculate t—statistics for b;. Can you reject Hg : by = 0 in favor of Hy : by #0 7



