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1. Using the KLEM Agricultural data, repeat the exercise on partial re-
gressions on Slides 11 – 15 from Lecture VIII.

a. Compute the variance matrix for the growth in agricultural energy
(logarithmic change in quantity of energy used), the regression
constant, the logarithmic change in output price, the logarithmic
change in energy price, the logarithmic change in capital price,
the logarithmic change in labor price, and the logarithmic change
in materials price.

b. Using this variance matrix estimate the three models:

i. The complete model of all prices and the constant.

ii. The model of the constant, the price of output, and the price
of energy.

iii. The model using the change in capital, labor, and materials
prices.

c. Demonstrate that the correct estimates for the regressions in ii.
and iii. can be derived using the partitioned inverses.

2. Regress the logarithmic change in the quantity of materials on the
logarithmic change in the price of output and the logarithmic change in
the price of materials using the variance matrix (without the intercept)
and compute the estimated constant.
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