
Last week, we dealt with three common violations of the CLNRM 

assumptions: 

•

Heteroskedasticity○

Omitted variable bias○

Multicollinearity○

This week, we continue with two more violations•

Measurement error○

Endogeneity○

Sadly, these violations are more consequential and harder to fix than the last 

three that we examined

•

Violations of the CLNRM
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What is measurement error?

Measurement error in the OLS context

Measurement error
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Could just say "make fewer errors…"

...but if this isn't a possibility, try collecting multiple measurements.

Remedial measures: multiple measurements
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What is it?

Endogeneity
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Bias

Endogeneity consequences
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Two stage least squares (aka instrumental variables regression): Why does it work?

Lag/lead models: A quick and (very) dirty fix

Remedial measures: 
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Procedure for executing 2SLS

More generally…
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Finding an instrument

Figuring out whether an instrument is good

The consequences of a "weak" instrument

Practical Difficulties with 2SLS
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Unidentified model•

Just identified model•

Overidentified model•

Identification concerns

Fitting and overfitting
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2SLS is consistent, not unbiased
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