Exercise: Presidential Approval

In this exercise you will examine how state unemployment rates affect presidential approval ratings using pooled OLS, controls, and fixed effects models. Run each regression in Stata, paste your output in the shaded box, and answer the interpretation questions in the space provided.
(a)  Use pooled data for all years to estimate a pooled OLS regression explaining presidential approval as a function of state unemployment rate. Report the estimated regression equation and interpret the results.
Paste Stata output here:
	









Write the estimated regression equation:


Interpret the slope coefficient. Is the sign what you expected? Explain.




(b)  Many political observers believe politics in the South are different. Add South as an additional independent variable and reestimate the model from part (a). Report the estimated regression equation. Do the results change?
Paste Stata output here:
	









Write the estimated regression equation:


Interpret the coefficient on South. How did the results change compared to part (a)?




(c)  Reestimate the model from part (b), controlling for state fixed effects using xtreg. How does this approach affect the results? What happens to the South variable in this model? Why? Does this model control for differences between southern and other states?
Stata command:  xtreg PresApprov UnemPct South, i(StCode) fe
Paste Stata output here:
	









How does the coefficient on UnemPct change compared to part (b)? Is it still statistically significant?



What happened to the South variable? Why does fixed effects cause this?



Does this model control for north/south differences? Explain.



(d)  Reestimate the model from part (c) controlling for state fixed effects using the LSDV (Least Squares Dummy Variable) approach. Do not include a South dummy variable. Compare the coefficients and standard errors for the unemployment variable.
Paste Stata output here (you may show partial output):
	









How do the coefficient and standard error on UnemPct compare to part (c)?



Why are the two approaches expected to produce the same result for UnemPct?



(e)  Estimate a two-way fixed effects model (state and year fixed effects). How does this model affect the results?
Paste Stata output here (you may show partial output):
	









How does the coefficient on UnemPct change when year fixed effects are added? Is the sign now what you expected?



Why might failing to control for year fixed effects have biased the earlier estimates?




Reflection
Across the five models, how did your estimate of the relationship between unemployment and presidential approval evolve? Which model do you think provides the most credible estimates, and why?






