
BUSINESS STATISTICS USING EXCEL & SPSS338

Interpreting Dummy Variable Estimates

It is all very well getting an estimate for our dummy variable x2 but the real trick is to know how to 

interpret it. Understanding dummy variables hinges on the idea that they represent group membership. 

In this case, we have two groups of data, one representing football weeks (x2 = 0) and one representing 

cricket weeks (x2 = 1). Let’s use the notation E(y | football) to show the mean (or expected value of) weekly 

bar sales for football weeks. As such, we have the following equation for football weeks:

E y b b x b b b x( | ) ( )football = + + = +0 1 1 2 0 1 10

For cricket weeks we have:

E y b b x b b b x b( | ) ( )cricket = + + = + +0 1 1 2 0 1 1 21

which simplifies nicely to:

E y b b b x( | )cricket = +( ) +0 2 1 1
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