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Problem set for the extra seminar on week 39 
 
 
Exercise 1 
Consider the Education Box, on page 202 in the textbook (Chapter 5). It is claimed that 
earnings of workers with high education are more spread than those with lower education. 
And this will result in heteroskedastic error terms when we regress hourly earnings on 
education. In this exercise, we will provide more explicit justification for some of the claims 
in the Education Box. 
 
First of all, save the excel dataset and the file that describes the data by following these 
instructions:  
1. Go to the course homepage: Econ4135 Autumn 2011. 
2. Click on the “Lecture and seminar plan” link. 
3. When the pdf file opens, click on the “Student resource” link and allow the 
 connection. 
4.  On the textbook website that opens up, click on ”Datasets for Replicating 
 Empirical…”    on the left column. 
5.   Choose Data Description and Excel Data Set, under “Economic value of a Year of 
 Education Box” and save these files in a local folder. 
NOTE:  
The above dataset comes also in Stata format, which is simpler to save and load on Stata 
directly. For the sake of practicing how to upload a dataset in excel format onto Stata, let us 
use the excel version. 
 
a) 
 Open the dataset in an Excel sheet. Save the dataset as a tab delimited text file: 
name_of_file.txt. The txt ending is important here.  
Upload this txt file on Stata by using the command insheet. 
Remember that you need to include the directory path with the name of the txt file when you 
use the insheet command, so that Stata will be able to find the file. 
 
b) 
Use the information on the file that describes the dataset to label the variables.  
(HINT: Stata command label var ) 
 
c) 
What are the types (i.e. string or numeric) of variables in this dataset? Transform all the 
variables in numeric format. 
(HINT: Stata command destring;  



 pay particular attention to the option dpcomma; 
 you may also want to use the replace option) 
 
d) 
Are there any missing values in this dataset?  If yes, from which variable(s)? 
 
e) 
Consider the variable a_sex. Create a dummy variable called male that takes the value 1 if 
a_sex refers to a male and 0 otherwise. 
Label the values of the variable male by using the Stata command label. 
 
f) 
Replicate the regression results (5.23) and figure (5.3) in the Education Box on page 202. 
 
g) 
Calculate the predicted values from the above regression by using the Stata command 
predict with the option xb. (e.g. predict ahe_hat, xb). Notice that this command will work 
only if you have already run the regression. 
Now generate the residuals of the regression (e.g. gen resid= ahe – ahe_hat). 
 
h) 
To verify that the claims on the last paragraph in the Education Box, find the standard 
deviation of the residuals for the following subgroups: 
-those with 10 years of education 
-those with a high school diploma (i.e. 12 years of education) 
-those with a college degree (i.e. 16 years of education) 
 
i) 
Run a regression of earnings on years of education (just like (5.23) in the Education Box) only 
for men. Does the distribution of earnings for men spread out as education increases? 
 
 
Exercise 2 
There is a typing mistake in the book. Two exercises are numbered E5.2 on page 215. 
 
Do both! 
 
In order to have access to the data that these exercises refer, follow these instructions: 
1. Go to the course homepage: Econ4135 Autumn 2011. 
2. Click on the “Lecture and seminar plan” link. 
3. When the pdf file opens, click on the “Student resource” link and allow the 
 connection. 
4.  On the textbook website that opens up, click on ”Data for Empirical Exercises and 
 Test…”    on the left column. 



5.  Choose College Distance and Teacher Ratings Data from the list of data. Save the 
 Stata version of the datasets on a local folder so that you can open them with Stata.  
 Use the PDF files that provide a description of the datasets in order to become 
 acquainted with the datasets. 
  
Here is the command that loads a datasets (of Stata type) on Stata: 
use “filename.dta”, clear 
The dta ending of the filename is important. filename should include also the directory path 
that tells Stata where to find the saved filename.   
 
 
Exercise 3 
Repeat the exercise from the last seminar. Use the “nlsw88.dta” data. 
(Remember that to upload this dataset you need to type:  sysuse nslw88.dta) 
 
1. What is mean of schooling grade in the sample? 
2. Are there any missing values? 
3. What is the age of those with missing values in education? 
4. Are they union workers? 
5. Do they live in the south? 
6. Do they live in smsa? 
7. What is the relationship between wages and grades (education)?  Create a scatter and a 
best linear fit with confidence intervals. 
8. Regress wages on grades. 
9. Test whether the slope is equal to 1. 
10. Regress wages on grades separately for union and non-union members. 
11. Predict wages from the regression of wages on grades. 
12. Add the predicted wages to the graph above. 


