
Ch 7 in Wooldridge“Multiple Regression Analysis with Qualitative Information:  

Binary (or Dummy) Variables” 

 

Read  Section 7.1 

Use data in “W_wage1.dta” to estimate the following equation by OLS: 

 

 

Read  Section 7.2: What is the following equal to? Why? 

 

 

 

Read the explanations to Example 7.1 

Read  “Interpreting Coefficients on Dummy Explanatory Variables When the Dependent Variable Is 
log(y)” 
 

 

 

 



 

 

Read  Section 7.3:  

What is a “base group” or a “base category”? 

What is an “ordinal” variable? 

 

** Use “W_lawsch85” data to estimate the equation in the Example 7.8: 

Two alternative specifications:  

1) Use “rank” as a single variable 

2) Create “rank dummies” 

 



 
 

 

  



Section 7.4  Interactions Involving Dummy Variables 

Interactions Among Dummy Variables 

Allowing for Different Slopes 

 

 

 
 

 



 

 
 

 

 

 

 

  



Testing for Differences in Regression Functions Across Groups 

Read the text. 

 

Use the data in “W_gpa3.dta” to estimate equation  (7.20).  

Test the hypothesis in  equation  (7.21). 

Examine the F-test in equation (7.24) 

What is a Chow test?  How is it applied?  How is is different from the F-test that we used before? 

 

  

Section 7.5  A Binary Dependent Variable: The Linear Probability Model 

Now suppose that the dependent variable has a qualitative meaning (rather than a quantitative 

meaning). 

Consider the case of the binary outcome. 

Why is  P(y=1|x) = E(y|x) in equation (7.27) ? 

 

 

 

What is the main advantage of the linear probability model? 

What is the main disadvantage of the linear probability model? 

 

Use “W_mroz.dta” to estimate equation (7.29). 

 

Use “W_crime1.dta” to estimate equation (7.31). 

 


