Economics 490.1, Spring 2008
Professor Edward Coulson
Homework #3
Hypothesis testing in bivariate regressions; or
How to make a living using regressions*

NiSITor Home Favorite Underdog Point spread Favorite  Underdog Actual
Score Score Spread
Portland Indiana

LA Clippers Philadelphia
Memphis New Orleans

Atlanta Houston
New York  Milwaukee
Chicago Utah
Sacramento Golden State
San Antonio Boston
LA Lakers Miami
Charlotte Detroit

Dallas  New Jersey
Toronto Minnesota
Denver Cleveland
Washington Phaoenix

Aboveisa lineup of NBA games this Saturday and Sunday.

1.0n each of those days, go to http:/ / www.usatoday.com/ sports/ gaming/ sheridan.htm

to view the favorites and the pointspreads for each ofthe game. Fill in the above chartaccordingly. On
the following day check any new s or sports website to view the actual pointspread. Fill in the remaining
columnsofthe chart.

2. Calculate the least squares estimates of a and b in the regression below. Show your work.

Actual PS=a + b*Predicted PS + ¢

3. Calculate each ofthe errors and estimate the variance of the error term.

4. Calculate the variances of 4 and » .

5. For the test of the hypothesis that a=0, write down the test-statistic in unreduced form, then calculate.
What is the prob value for the test?

6. Why is this an important hypothesis to test? What are the implications if a is not zero? If you rejected
the null hypothesis, who would you bet on?

7. For the test of the hypothesis thatb=1, write down the test-statistic in unreduced form, then calculate.
What is the prob value for the test?

8. Why is this an important hypothesis to test? What are the implications if b is not one? Ifyou rejected
the null hypothesis, who would you bet on?

*Not really. This exercise is for dem onstration purposes only. Actual mileage may vary.
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