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Note: Choose either Part 1 or Part 2. If you answer both parts, we will only consider Part 1.

Part 1:

1.1. Discuss the two instrumental variables used to estimate the relationship between family size and
schooling. (30 points)

1.2. Explain positive selection bias and its consequence. (10 points)

1.3. Explain the difference in difference (DID) model and give an example using a graph. (20 points)

Part 2:

2.1.Discuss the two instrumental variables used to estimate the relationship between schooling and
wages. (30 points)

2.2. Explain negative selection bias and its consequence. (10 points)

2.3. Explain the Two-Stage Least Squares (2SLS) and the instrumental variable assumptions. (20 points)



