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Kiel and McClain (1995) studied the effect that a new garbage incinerator had on housing values in North
Andover, Massachusetts. We have two years of data: 1978, when there was just a rumor that an incinerator
was going to be built, and 1981, when the location for the incinerator had been chosen and construction began.
You might think that the prices of houses located close to the new incinerator would be affected.

Use the data in KIELMC.dta for this exercise.

(i) First estimate a simple difference-in-difference model to see the effect of the incinerator on the value
of houses within 3 miles of the incinerator site:

rprice = β0 + β1nearinc+ β2y81 + β3y81 · nearinc+ u

(ii) What key assumption do you need to make for your regression in part (i) to estimate the causal effect
of a new garbage incinerator on housing values?

(iii) How would you provide evidence for this assumption? What data would you need to complete this
test?


