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1. Derive the distributions for the estimated regression coefficients assum-
ing that the residuals are normally distributed

yt = Xtβ + εt 3: εt ∼ N
(
0, σ2

)
(1)

2. Using R or Gauss estimate the differential demand model for labor in
agriculture using the KLEM data specified as

f̄itd ln (xit) = θid ln (Qt) +
n∑

j=1

πijd ln (wjt) + εit (2)

where f̄it is the average budget share for input i in periods t and t− 1,
xit is the level of input i used in period t, and wit is the price of input i in
period t. Determine which of the parameters are statistically significant
at the 0.10, 0.05, and 0.01 level of confidence.

3. Using Stata confirm your results in Question 2.
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