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Example: Transforming an x variable
Read Practice Problem 6.5 page 240-241

Open dataset data3-1

File > Open data > sample file > Ramanathan…  double click on 

data3-1 House price and sqft

Plot the scatterplot of price versus sqft

Data > Graph specified variables > X-Y scatter…

X-axis variable = sqrt

Y-axis variable = price

Does the relationship look linear?  Does if look curved?

Run the regression:  price = beta1 + beta2 sqft + u
Model > Ordinary least squares

Dependent variable = price

Independent variables = const sqft

Consider adding the variable quadratic terms sqft^2.  Create this variable in you dataset.

Variable > Define new variable… 

Enter the following:  sqft2 = sqft^2

Check that the new variable has been created correctly.  View the data.

Data > Display variables > all variables

Run the regression:  price = beta1 + beta2 sqft + beta2 sqft2 + u

Model > Ordinary least squares

Dependent variable = price
Independent variables = const sqft sqft2

Do we need to add the squared term?  Consider comparing the adjusted R-squared values for the two models.

Finally, plot the fitted regression model, test that the residuals for the final model are normal, and examine the residuals for heteroskedasticity and serial correlation.

Write your answers here:

