
Examples on the use of Dummy Variable:
when the explanatory variable has a qualitative naturewhen the explanatory variable has a qualitative nature



Table 9 1 Average Salary of Public School Teachers by State 2005 2006

EXAMPLE 9.1 Public School Teachers’ Salaries by Geographical Region

Table 9.1 Average Salary of Public School Teachers by State, 2005‐2006



These 51 areas can be classified into 3 geographical regions:

1.West (13 states)

2.North (21 states)( )

3.South  (17 states)

We may want to find out if the average annualWe may want to find out if the average annual 
salary of public school teachers differs among the  
three geographical regions of the United States.

Consider the following model:



EXAMPLE 9.1 Public School Teachers’ Salaries by 
Geographical Region (Continued)Geographical Region (Continued)

Figure 9.1 Average Salary (in dollars) of public school 
teachers in three regions. 



EXAMPLE 9.1 Public School Teachers’ Salaries by 
Geographical Region (Continued)Geographical Region (Continued)
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EXAMPLE 9.3 Teachers’ Salary in Relation to Region and 
S di P bli S h l P ilSpending on Public School per Pupil 

Figure 9.2 Public School Teacher’s Salary (y) in Relation toFigure 9.2 Public School Teacher s Salary (y) in Relation to 
per Pupil Expenditure on Education (x) 



The Dummy Variable Alternative to the Chow Test

Table 9.2 
S i dSavings and 
Income Data, 
U SU.S., 
1970‐1995



The Dummy Variable Alternative to the Chow Test

Figure 9.3 
Plausible 
Savings‐g
Income 
RegressionRegression



The Dummy Variable Alternative to the Chow Test



EXAMPLE 9.4 Structural Differences in the U.S. Savings‐
I R iIncome Regression



Interaction Effects Using Dummy VariablesInteraction Effects Using Dummy Variables
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EXAMPLE 9.6 Seasonality in Refrigerator Sales
Table 9.4 U.S. Refrigerator Sales (thousands), 1978‐1985 (quarterly) 



Figure 9.4 Sales of Refrigerators 1978‐1985 g g
(quarterly)  



EXAMPLE 9.6 Seasonality in Refrigerator Sales



Piecewise Linear Regression
Figure 9.5 Hypothetical relationship between sales commission and 
sale volume.sale volume.





Figure 9.6 Parameters of the piecewise g p
linear regression



EXAMPLE 9.7 Total Cost in Relation to Outputp

Table 9 6 Hypothetical Data on Output and Total CostTable 9.6 Hypothetical Data on Output and Total Cost



EXAMPLE 9.7 Total Cost in Relation to Output
(Continued)



EXAMPLE 9.8 Logarithm of Hourly 
Wages in Relation to Gender


