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H eteroscedasticity 

As we know that the Regression Model is based on some assumptions about the 
disturbance term. These are: 

1. Normality: The first assumption of the Regression Model is that the 
disturbance term is normally distributed. 

2. Zero Mean: The second assumption of the Regression Model is that the 
disturbance term/ error term has zero mean. i. e. 

E (u?) = 0 where, i == I, 2. 3 ................ n. 

3. Homoscedasticity: It assumes that the errors are distributed independently 
with Zero Mean and constant variance a/, that is 

2 _ 2 E (<ri ) - <ru where. i == I, 2. 3, .. .... .... ... .. n. 

4. Non- autoregression: Assumption of non-autoregrcssion states that 
various disturbance terms are uncorrelated, i.e. 

E(u·u·)=O I, J where. i f. j and i & j = I, 2, 3 . .............. . n. 

5. Non-stochastic X: It assumes that Xi is a non-stochastic variable with fi:--;cd 
values in repeated samples and such that for any size 

J__ t tXt - r.)2 
n i~J 

is a finite value different from zero. 
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(h) Definition: In many cconornctri c studi es. the assumption or constant varrnncc 

(I lo111osccdas1ic i1y) mny 11nl alwnys be vn li d. It mny lrnppen that the erro rs arc 

111t1tually u11<.:orrelntccl but nt the sn 111c time have different va ri ance. Thi s situation. 

where vnrinncL' chnnges with i11depcnclcn t va rinbl c is known as Probl em ol' 

I ktnosccdnsticity. i.e. 

If 0-11 • is not constant; disturbance will he hctcrosccdastic 

In g1.'nern l. heterosccdastici ty occurs in observati ons. in which the si1,c of economic 

units being observed over a wide range. 

(c) Consequences or Effects of Hctcrosccdasticity: 
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