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Lab-10: Heteroskedasticity and Autocorrelation
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Lab-10: Linear regression model
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Lab-10: Linear regression model
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➢ Considering the consumption-income model. Thus, the reference equation is

➢ The scatterplot between consumption and income shows the empirical
relationship between the actual values.

𝐶𝑖 = 𝛽1 + 𝛽2𝐼𝑖 + 𝑢𝑖

Lab-10: Heteroskedasticity

➢ There is empirical evidence that the consumption variability increases with the
level of income. This fact suggests the existence of heteroskedaticity.

➢ The condition in which some observations have a larger (or smaller) variance than
others describes what is usually called heteroscedasticity phenomena.
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Lab-10: The White Test

➢ The White test is based on a different auxiliary regression where the squared residuals
are regressed on: the model explanatory variables all their squares.

1. The asymptotic chi-squared White test-statistic is obtained by the product of the
number of observations times the R-squared of the auxiliary regression.

2. The F-version for small samples is obtained by setting to zero all the explanatory
variables of the auxiliary regression (i.e. by looking at the F-test for the overall
significance of the auxiliary regression).
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