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ABSTRACT

In statistical studies, some relevant variables might be omitted which
cause model specification error and consequently bias in estimated parameters. The
higher the value of simple correlation (r} between explanatory variables in the model and
_the omitted relevant variables, the greater the bias in the estimated parameters is
expected.This research, therefore, aimed t{o detect the bias in estimated parameters and
bias in R? and 62 when a relevant variable was omitted.

The Monte Carlo method was employed to create the pseudorandom
numbers under various ranges of ri.e. 0-0.3, 0.3-0.5, 0.5-0.7, 0.7-0.9, 0.9-1.

The findings indicated that the average bias of the estimated coefficient
X, due to the omitted variable (X,) would be very high when the simple correlation
approached 1. For the constant or intercept term, the average bias of the estimated
coefficient was extremely high no matter what the r value would be. For other variables
(X, and X,) which were not much refated to the omitted variable (X,), their average bias

of the estimated coefficient were also very high but not as much as those of X, and the

constant term.



in addition, the study of the ratio of the biased estimation in estimated
coefficient and the simple correlation showed that when simple correlation had value
between 0-0.7, omitting relevant variable was the most important factor influencing the
bias in estimated coefficient in every variable except the determined variable {(X,). The
second important factor was the indirect influence of I.x - FOr X, the only

influential factor was #, _ .
1*4

However, when simple correlation had value greater than 0.7, the most
important factor causing the bias in estimated coefficient in every variable was the
omitted variable. The second important factor was Y, - ANd biases were investigated
by regressing biases and simple correlations. The results indicated that the constant
term (or the factor resulted from the variable omission) and ¥, Were statistically
significant factors but eyt Trx, Were insignificant factors.

For the biased estimation of the coefficient of determinant (Rz), the result
indicated that the decreasing of R’ value was most influenced by the omission of X,
regardless of r values. However, the change in R? value decreased with the increase inr
value,

For the estimation of the variance (&), the result showed that it was
highly increased and also constituted the heteroscedasticity. Consequently, this caused

the variance of all coeflicients, especially in constant term, to increase. However, the

change in r value did not affect these outcomes. There was no change for Durbin-

Watson statistic.



