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Example of R* and SER

FIGURE 4.3 The Estimated Regression Line for the California Data

The estimated regres-
sion line shows a nega-
tive relationship
between test scores and
the student-teacher
ratio. If class sizes fall
by 1 student, the esti-
mated regression pre-
dicts that fest scores will
increase by 2.28 points.
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TestScore = 698.9 — 2.28xSTR, R* = .05, SER = 18.6

(10.4) (0.52)

The slope coefficient is statistically significant and large

in a policy sense, even though STR explains only a small

fraction of the variation in test scores.
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Homoskedasticity in a picture:

FIGURE 4.4 The Conditional Probability Distributions and the Population Regression Line
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o F(u|X=x) = 0 (u satisfies Least Squares Assumption #1)

e The variance of u does not change with (depend on) x
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Heteroskedasticity in a picture:

FIGURE 4.7 An Example of Heteroskedasticity
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o F(ulX=x) = 0 (u satisfies Least Squares Assumption #1)

e The variance of u depends on x — so u 1s heteroskedastic.
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