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Introduction to Econometrics

• What is Econometrics?

– Application of statistical methods to economic
phenomena.

– Provides statistical tests of economic theory.

– Provides statistical tools for economic
forecasting.

– Key feature is stochastic disturbance term.

– Develops estimators for parameters of
economic relationships.



Criteria for Estimators

• Computational Cost

• Least squares

• Highest R2

• Unbiasedness

• Efficiency

• Mean Square Error (MSE)

• Assmptotic Properties

• Maximum Likelihood



Source: Peter Kennedy, A Guide to Econometrics (2003).
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Interval estimation and hypothesis
testing

• Concept of confidence interval

– dependent variable

– Coefficients

• Hypothesis testing

– T tests

– Chow tests

– More sophisticated tests on constraints



Specification

• In general, should be based on economic
theory.

• But for revenues is simpler and should be
based on tax law taking behaviour into
account if necessary.

• Alternative specifications should be
subjected to statistical tests and
comparisons made.

• Sensitivity tests should be carried out.



Some Types of Mispecification
Tests

• Omitted Variable Tests

• RESET Tests

• Tests for functional form

• Tests for structural change

• Tests for outliers

• Tests for non-spherical errors

• Tests for exogeneity


