Omitted Variables Problem
True Model:
Yy =80+ 81X+ + 8, X0 + 8,10 X1+ + B Xk + &
Misspecified Model:
Y, =By + 01 X1+ + B, X + 1wy
where u, = 8, Xoqu + - - + B Xk + &

Consider the regressions of the excluded variables on all of the included

variables (in deviation form):

Trait = V1,123,000 T Vrg1203,. 002t T+ Vo112, r—1Trt T Urpie

Tkt = V123,001 T Vk213. oT2t T+ Vi, r-1Trt T Ukt

where for example, v, 1 ;.05 ., is the regression coefficient on x1; from the regression

of Tp 11 on w1y, Tog, .o, Ty

It can be shown that

E(B;) = B+ 57~+1’Yr+171.2,3,...,r + 57"—}—277"—}—2,1-2,3,...,7“ et 5K7K,1~2,3,...,r

EB,) = B, + ﬁr+1’77~+1,7~-1,2,...,r—1 + 5r+2%+2,r-1,2,...,r—1 Tt ﬁK’YK,r1,.2,3 r—1
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Bias Expressions:

EB) =By = BriiVer1123..r + BrioVrio123. .p+ o+ 51{71{,1-2,3,...,7;

N

-
Bias

EB,) =B, = Brs1Vesiriz. r1+ BrsoVriorio. vt T BrVKr23. 01
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