
The coefficient significance or adjusted R-squared can be used to choose a correctly
specified model among many alternatives.
The RESET (regression specification error test) can also be used to choose
among these models.
RESET includes squares and cubes of the fitted values in the regression model and tests
for joint coefficient significance.
In this example we will be using 4 models, model on wage, log wage, wage with squared
terms and log wage with squared terms.
The common steps for RESET for these models are running the initial regression, using
mutate function to generate squares and cubes of the fitted values in the regression
model and then  testing for joint significance of coefficients on yhatsq and yhatcube
using linearHypothesis  command. 
The null hypothesis is the model is well-specified. If p-value<0.05 then the model is
misspecified.
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p-value<0.05, the model is misspecified.
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MODEL 2

p-value<0.05, the model is misspecified.
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p-value<0.05, the model is misspecified.
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p-value>0.05, the model is correctly specified.
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Measurement error

Generate mismeasured variable
wage_m, rounded up to next 5 dollars

Generate mismeasured variable exper_m,
rounded up to next 10 years

# Model with no measurement error
# model1 <- lm(wage ~ educ + exper + tenure, wage1)

Model with mismeasured dependent variable wage_m

Model with mismeasured independent variable exper_m

Coefficients are not biased, but the
coefficient on exper became

insignificant.
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Attenuation bias - coefficient on exper
is biased toward zero and became

insignificant.


