Answers

Chapter 5


OLSFormula.xls Answers
1) What happens when one adds a constant to the value of Y in each and every observation?  Why does this happen?
A) Adding a constant to every Y value shifts the regression line up by increasing the intercept by that constant amount.
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2) What happens when there is a change in the Y value of an observation with X equal to the Mean X? Why?
The slope does not change because the weight placed on this Y, w3, is exactly 0.
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The intercept does change, reflecting the higher average value of the Y's.
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3) What happens if we increase the Y value of the observation with the smallest X value? Why?
A) The slope falls because the large negative weight on the observation with the smallest X is now multiplying a bigger Y value. The intercept rises to compensate because the point of averages is shifted up not down.
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4) What happens if we reduce the Y value of the observation with the smallest X value? Why?
A) The slope rises because the large negative weight on the observation with the smallest X is now multiplying a smaller Y value.  The intercept falls to compensate for the higher slope. 
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5) In the preceding questions, why do the weights (the wi's) not change?
The weights do not change because we have not changed the X values, and the weights depend on the X’s.
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