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IS/AAE374 Discussion Section 

Analyzing Complex Relationships using Regression 

Questions and Answers (Problem Set 4) 

Question 2 requires you to work from the computer lab at Taylor Hall.  

When you do so, just set the path in gauss to T:/ ps4 and type in the following command: “run 

regulate.prg.gcg” 

You have to type in different values for the tariff, so to make comparisons easier, I would suggest that you 

save the table with the results that you get for every period under every tariff, and also save the graphs.   

Regression Analysis 

A regression line summarizes the relationship between the two variables (y and x), but only when we are 

looking for one variable to explain or predict the other variable. 

baxy +=  

y is called a dependent variable, and x is an independent or explanatory variable. 

With multiple explanatory variables, 

bxaxay ++= 2211  

By minimizing the distance between the actual observations of x and y, we can estimate the parameters 

and predict y to be at a given x. 

 

Exercise 1 - Growth Rate (“GR” in regression.xls) 

bInitialGDPaGrowthRate +´=  

Estimate a and b, and judge if they are statistically significant.1 

 

Exercise 2 – Technological Parameters (“TFPG” in regression.xls) 
ba sAky =  

skAy loglogloglog ba ++=  

Estimate a  and b  in 1965 and 1990 respectively. 

 

Exercise 3 - Growth Rate with multiple explanatory variables (“GR” in regression.xls) 

bHealthaEducationaInitialGDPaGrowthRate +´+´+´= 321  

Estimate the parameters.  Are they are statistically significant? 

 

Interpretation and its difficulties 
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� � To run a regression in Excel you must install the Analysis Toolpak in the Excel add-in options (we already installed 

it when we used the histograms). Then, go to Data Analysis, and select regression. Key results include the 

coefficients and the p-values (recall that p-values reveal the statistical significance of each coefficient). 
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Examples 

Wright 
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Birdall,  

 
 

Sala-i-Martin (AER, 1997)� “ I just ran two million regressions.” 


