
Economics 113  - Fall 2008           Professor Spearot  
Introduction to Econometrics  
Name ________________________ 
 

Midterm Exam # 1 
The exam is closed book and closed notes. Please show your work step by step.  Simple calculators may be 

used (no graphing or financial calculators and no cell phones) 
You must show your work to receive full credit 

 
Problem 1  (10 points) 
You own three stocks.  Their current weekly returns are -5, -4, and 3 percent.  Further, their trading volumes are 
25, 20 and 15 shares, respectively.   
 

a. Calculate the mean return and mean volume.  (2 points) 
 
 
 
 
 
 
 
 
 
 
 

b. What is the correlation between return and volume for the three stocks? (3 points) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 



 
c. Suppose that you add another stock, and the new mean return (of all 4 stocks) is -0.3.  What is the return of 

the new stock? (2 points) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

d. Suppose that you have n observations of a random variable X.  Please derive the mean and standard 

deviation of a new variable Z, where
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Problem 2   (10 Points) 
You roll a nine-sided die and three-sided die at the same time.  After doing so, you record the sum of the 
numbers showing on the dice.  Both dice are fair. 
 

a. Please diagram this experiment (2 points) 
 
 
 
 
 
 
 
 
 
 

b. What is the probability that the sum between the two dice is greater than 6? (3 points) 
 
 
 
 
 
 
 
 
 
 

 
 
 
c. What is the probability that the sum between the two dice is greater than 6 OR the nine-sided die is 

showing 5? (5 points) 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Problem 3  (10 Points) 
Professor Spearot’s palette can be described as simple (at best).  When tasting wine, he is able to detect three 
types of wine:  Dry, Fruity, and Bad.  During a recently tasting, he sampled wines from Santa Cruz, Napa, and 
Sonoma.  For each region, the probabilities of receiving Dry, Fruity, and Bad wines were the following: 
 

 Santa Cruz Napa Sonoma 
Dry 0.3 0.5 0.3 

Fruity 0.4 0.4 0.5 
Bad 0.3 0.1 0.2 

 
Regions are selected at random, where the probability of selecting a wine from Santa Cruz is 0.4, and the 
probability of selecting a wine from Sonoma is 0.35. 
 
Given that Professor Spearot classifies a wine as Bad, what is the probability that the wine is from Napa? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Problem 4   (8 Points) 
The average number of hours worked per day for UCSC students is characterized by a normal distribution with 
mean 3 and standard deviation 1.5. 
 

a. What is the probability that a randomly selected student studies 4 hour per day?  (2 points) 
 
 

 
 

 
 
 
 
 
b. What is the probability that a randomly selected student studies more than 4 hours per day?  (4 points) 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
c. What is the probability that a randomly selected student studies between 1 and 2 hours per day?  (4 

points) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Extra Credit:  How many times do I need to flip a fair coin so that the probability of getting ALL heads is less 
than 0.0001? (5 Points) 
 
 
 
 
 
 
 
 
 
Helpful Formulas 
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