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5.3 – Dummy Variables 

Dummy variable 

 Takes on one of two values (usually 0 or 1) 

 Dichotomous variable, binary variable, categorical variable, factor 

 

 

 

 Examples: gender, education, treatment, domestic, employed, 

insured, etc. 

In this section, we consider that the “X” variable is a dummy. 



2 

A population model with a dummy variable 

 

 

 

 What is the interpretation of 𝛽1 here? 

 Take a derivative? 

 What about 𝛽0? 

 Use conditional expectations 
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An estimated model with a dummy variable 

Use OLS as before. 
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Example: Gender wage gap using CPS 
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Load the data: 

 

To run an OLS regression of wage on gender, use the following 

command: 
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In class exercise: Test the hypothesis that there is no difference in the 

earnings of men and women. 
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8 

Sample mean wage for women is b0: 

 

 

and the sample mean wage for men is b0 + b1: 

 

 

Exercise: A researcher defines the dummy variable in the opposite 

way. What are the new values for b0 and b1?  
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5.4 Reporting regression results 

 

 

 

This equation contains: 

 Estimated βs 

 Estimated standard errors 

 R2 

 Everything you need to do a hypothesis test 

 Example: test the hypothesis that there is no wage-gender gap 


