More on Functional Form

@ Quadratic functions

@ Interaction terms
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Quadratic functions

Frankel and Rose (2005)
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Quadratic functions (cont.)

@ Increasing or decreasing effects

y = Bo+ Bix+ fox“+u

By = Fl 1—2-{39_
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Quadratic functions (cont.) Ay - f] -,—Q,f,_z
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Quadratic functions (cont.)
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Quadratic functions (cont.)
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Quadratic functions (cont = 0.(76 (at e"p“.l‘@
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Interaction Terms

o Interactions
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Interaction Terms (cont.)
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Interaction Terms (cont.)
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o Effect of one explanatory variable may depend on another

~

@ Include interaction terms
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