Why would anyone ever use a linear model?
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Low-assumption approaches
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Getting to the canonical OLS model
Saturday, January 12, 2013

: ; bt Vians ,
o 'H"“’*ﬂ-‘ we Nn=# a‘[ ebsercimns
= é o + Lé k o # nF MM’LWP
— an kx| nx| voraldts [includes
nei Hee wsin-\f-)
-'fbll/l_&g we_ e

ﬂu'f Pﬂ(u"' sz'Z bty

¥y, rpzﬁ” ro i

Wy =
Yr = p rf

2 - Developing the OLS model Page 4



A first take on OLS: assume correct specification
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The invertibility of X'X
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Optimization theory (from calculus)
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Solving for A via optimization
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Expected value of the error term
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Another take on OLS: the CEF
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