Question #a:

[image: ]
Each dot corresponds to a particular year between 2010 and 2015. Horizontal axis: value of unemployment. Vertical axis: Value of Inflation rate: Upward sloping line is the estimated regression relation.

Question #b:

	x
	y
	
 (x-)
	
 (y-)
	
 

	7.8
	2.5
	0.7
	0.3
	0.221667

	8.0
	3.8
	0.9
	1.6
	1.455

	7.9
	2.6
	0.8
	0.4
	0.333333

	7.5
	2.3
	0.4
	0.1
	0.046667

	6.1
	1.5
	-1.0
	-0.7
	0.683333

	5.3
	0.4
	-1.8
	-1.8
	3.21







The covariance is 1.19 and is positive and tells us that these values tend in a positive direction together.
Question #c:
	x
	y
	
 (x-)
	
 (y-)
	
 
	
  (x-)2
	
  (y-)2

	7.8
	2.5
	0.7
	0.3
	0.222
	0.490
	0.100

	8.0
	3.8
	0.9
	1.6
	1.455
	0.810
	2.614

	7.9
	2.6
	0.8
	0.4
	0.333
	0.640
	0.174

	7.5
	2.3
	0.4
	0.1
	0.047
	0.160
	0.014

	6.1
	1.5
	-1.0
	-0.7
	0.683
	1.000
	0.467

	5.3
	0.4
	-1.8
	-1.8
	3.210
	3.240
	3.180






There is a strong positive correlation between unemployment rate and inflation rate.

Question #d:

The main limitation of the Covariance. Although we can measure the directional relationship between variables, its magnitude is not very informative. From above, the Covariance of 1.19 does not say how strong the relationship between unemployment rate and inflation rate is, and moreover, our results are lower. One way we can work around this deficiency is to determine the correlation coefficient.
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