Salary and Gender - Testing for Discrimination 

The starting salary (Y) is related to years of education (X), previous work experience (E) and hiring time (T) for 93 employees of a bank. Suppose that you have been hired by a government agency to investigate whether there has been any salary discrimination on the basis of gender. 

In the attached excel file the first 61 observations are for female employees and the last 32 observations are for male employees. Let Gt be a gender dummy variable that is equal to 1 for the males and 0 for the females. 

(a) Estimate the model Yt = β1 + δGt + et . (1) How would you test whether male salaries are significantly greater than female salaries? Carry out this test at the 5% level of significance. (2) What criticism could be levelled at this test? 

(b) Estimate the model 

Yt = β1 + δGt + β2 Xt + β3Et + β4Tt + et 
(3) Repeat the test performed in part (a). 

(4) Why is the test based on this model an improvement over that done in part (a)? (5) What would you report to the government agency which hired you to investigate possible salary discrimination? 

