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Suppose that you wish to predict housing prices as a function of lot size and floor space via the following specification: 

 

€ 

log(price) = β0 + β1 log(lotsize)+ β2log(sqrft) + u 
 

Here, price is measured in dollars, lotsize is measured in square feet, and sqrft (floorspace) is also measured in square 
feet.  The results from estimating this equation are below: 
 

Coefficients: 
             Estimate Std. Error t value Pr(>|t|)     
(Intercept)   5.26768    0.60188 XXXXXXXXXXXXXXXXXXXX 
log(lotsize)  0.16846    0.03846 XXXXXXXXXXXXXXXXXXXX 
log(sqrft)    0.76237    0.08089 XXXXXXXXXXXXXXXXXXXX 
--- 
Multiple R-squared: 0.6353, Adjusted R-squared: 0.6267  
F-statistic: 74.04 on 2 and 185 DF, SSR: 2.924 

 
 
a.) Using the 96% confidence level, test whether the coefficient on log(lotsize) is significantly different from zero.  

Please state your null and alternative hypotheses, and briefly interpret the result. (10 Points) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



b.) Please construct and interpret a 98% confidence interval for the coefficient on log(sqrft). Show your work!    
(10 Points) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
c.) Suppose I claim that the effects of log(lotsize) and log(sqrft) are identical.  Please state a null and alternative 

hypothesis, and derive an equation that allows me to test the null against the alternative.  Show your work!! (10 
Points) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



d.)  Suppose that we add the number of bedrooms, bdrms, and a variable, colonial, that takes on a value of 1 when the 
house is a colonial and 0 otherwise.   
  

€ 

log(price) = β0 + β1 log(lotsize)+ β2log(sqrft) + β3bdrms+ β4colonial + u 
 

      The results are below: 
 

Coefficients: 
             Estimate Std. Error t value Pr(>|t|)     
(Intercept)   5.55817    0.65104 XXXXXXXXXXXXXXXXXXXX 
log(lotsize)  0.16782    0.03818 XXXXXXXXXXXXXXXXXXXX 
log(sqrft)    0.70719    0.09280 XXXXXXXXXXXXXXXXXXXX 
bdrms         0.02683    0.02872 XXXXXXXXXXXXXXXXXXXX 
colonial      0.05380    0.04477 XXXXXXXXXXXXXXXXXXXX 
--- 
Multiple R-squared: 0.6491, Adjusted R-squared: 0.6322  
F-statistic: 38.38 on 4 and 183 DF, SSR=2.814 

 
Suppose I claim that bdrms has a significant effect on log(price).  What is the probability that I’m wrong?  Please 
state the null and alternative hypotheses, and show your work!   (10 Points) 
 
 
 
 
 
 
 
 
 
 
 
 

e.) Is the model in ‘d’ preferred to the model in ‘a’?  If a hypothesis test is warranted, test this hypothesis at the 95% 
level, stating your null and alternative hypotheses.  If not, provide other evidence for your answer. (10 Points) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



f.) Dr. Spearot is in the market for a house, and would like one that is 1000 square feet in floorspace, 5000 square feet 
in lot size, 3 bedrooms, and a colonial (colonial=1).  Please derive an equation that would allow me to estimate a 
predicted value for such a house with a standard error.  Show your work!! (10 Points). 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



g.) Do the variables in ‘d’ tell use anything about the log price?  If a hypothesis test is warranted, test this hypothesis at 
the 95% level, stating your null and alternative hypotheses.  If not, provide other evidence for your answer.  
(10 Points) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

h.) Suppose that we use a different specification, regressing the log housing price on the log of the assessed housing 
value, assess. 

 

€ 

log(price) = β0 + β1 log(assess) + u  
 

      The results are below: 
 

Coefficients: 
            Estimate Std. Error t value Pr(>|t|)     
(Intercept) -0.25409    0.76353 XXXXXXXXXXXXXXXXXXXX 
log(assess)  1.01341    0.06046 XXXXXXXXXXXXXXXXXXXX 
--- 
Multiple R-squared: 0.7656, Adjusted R-squared: 0.7629  
F-statistic: 280.9 on 1 and 186 DF, SSR:  1.88 

 
Is the model in ‘h’ preferred to the model in ‘d’?  If a hypothesis test is warranted, test this hypothesis at the 95% 
level, stating your null and alternative hypotheses.  If not, provide other evidence for your answer. (10 Points) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



i.) Occupy Santa Cruz is angry about many things, but they are especially angry about the housing market.  Whether 

they know it or not, they claim that housing assessments are unfair, in that the ratio 

€ 

price
assess

 depends on the value of 

assess.  Using the results from ‘g’, please test this hypothesis as the 95% level, stating your null and alternative 
hypotheses, and briefly interpret the result. (10 Points) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 

 


