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Instructor’s Notes


Although the market for introductory econometrics books is rather well-developed, we had never been completely satisfied with the choices available for our classes.  As empirical labor economists, we found that we were unable to locate books that were able to stimulate in students our interest in conducting econometric exercises.  We hope to further that goal in this book by providing boxes in each chapters that contain summaries of published research that address important real world questions.

In our own research, we have relied heavily on econometric tools to address such questions, which are unable to be answered by other means.  For instance, economic analysis is often capable of providing theoretical predictions regarding the direction of a particular relationship but it cannot provide a magnitude of that relationship.  Is the demand curve steep or flat?  To what extent do wages rise with education?  For other questions, economics cannot even tell us the direction of the relationship.  Does labor supply rise with an increase in the wage?  Other questions outside the purview of economic analysis still require estimates of the impact of one variable on another.  Does student performance improve with smaller class sizes?  It is the desire to answer questions like these that have always motivated us to conduct econometric analyses and we have written this book in an attempt to motivate a future generation.

But this focus on real world questions does not diminish the need to understand the technical intricacies of a sophisticated econometric analysis.  The credibility of econometric research exclusively relies upon whether or not it was conducted in an appropriate manner.  Research that addresses an important topic but that does not display a mastery of the technical components of the analysis is of little value.  Therefore, we also seek to present a rigorous introduction to econometric techniques.

In the development of this book, there were two fundamental decisions that we made regarding the coverage of material.  First, we had to make a choice between a book that covered all potentially relevant material or a book that focused just on the topics we considered most important.  Some books on the market treat many greater topics than we do and serve a useful purpose as a reference.  We have chosen to limit the topics covered to those that we address in our courses.  From our experiences in teaching econometrics, we have found that those books which provide encyclopedic coverage of the field typically overwhelm students.  When they go to read the book, they find so many topics that were not covered in lecture, that they tend not to use the book at all.  On the other hand, those books may be invaluable for the relatively few students who pursue further study in econometrics.  The book that we have written has largely been developed straight from our lecture notes, so we teach virtually all the material in it.  We sought to present the material in such a way that faculty can cover a particular topic and simply assign to students to “read all of chapter 12.”  Similarly, problems at the end of chapters are designed more like problem sets rather than an exhaustive coverage of all the topics in the chapter.

The second important decision we had to make was where to begin and end our coverage of material.  Some schools teach a one-semester course in econometrics that begins with basic probability theory and ends with regression analysis.  The curriculum at other institutions includes a two-semester sequence.  Probability and statistics is covered in the first semester and regression analysis, including more sophisticated topics like time series and panel data methods, are covered in the second semester.  We have chosen to write a book that is flexible enough to cover both types of instruction.  For those who teach all the material in one semester, coverage could begin from the beginning of the book and end wherever the instructor makes it (perhaps through multiple regression in chapter 12).  Alternatively, in a two-semester sequence, the first half of the book (through, say, chapters 9 or 10 on simple linear regression) could be covered in the first semester and the remainder in the second semester.  Of course, the second semester would have to review the basics of probability and statistics, so we have provided Appendix A1 to facilitate that process.  In some institutions, that first semester course would be taught by, say, the math department, which would not be likely to adopt this book.  Nevertheless, instructors could assign Appendix A1 followed by the material in Chapters 9 through 18 for a self-contained treatment of the second semester’s material.  For those who choose to use this book for both semesters of the two-semester sequence, students will appreciate the ability to buy a single book.

