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Due Date December 19th, 2012. An extension can be made until 26th of December when our fourth HW will due.
Please note: you must turn in STATA print out along with your interpretations and explanations.
Question One: 
Use the data file VOLTAR.RAW for this exercise.

The variable rsp500 is the monthly return on the S&P 500 stock market index. At an annual rate. The variable i3 is the return on three-month T-bills, and pcip is the percentage change in industrial production (at annual rate).
(a) Plot each variable against time variable. Explain your results in regards to the existence of trend or not.

(b) Estimate the model:

Rsp500 = β0 + β1 pcpit + β2 i3 +ut
Explain the sign of the parameters and their significance.
(c) Add a time variable (t). Compare your results with those in part b.

(d) De-trend the variables in the model and re estimate the model. Compare your results with those in b and c.

(e) January effect is a well-known anomaly in the efficiency theory of the financial market. Test the existence of the January effect. According to your results is this market efficient?

Good Luck,

