Accepted Manuscript

. L . o . JOURNAL OF
Shrinkage estimation of dynamic panel data models with interactive _ Econometrics

fixed effects

Xun Lu, Liangjun Su

PII: S0304-4076(15)00238-9
DOI: http://dx.doi.org/10.1016/j.jeconom.2015.09.005
Reference: ECONOM 4166

To appear in:  Journal of Econometrics

Received date: 7 May 2013
Revised date: 2 February 2015
Accepted date: 24 September 2015

Please cite this article as: Lu, X., Su, L., Shrinkage estimation of dynamic panel data models
with interactive fixed effects. Journal of Econometrics (2015),
http://dx.doi.org/10.1016/j.jeconom.2015.09.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As a
service to our customers we are providing this early version of the manuscript. The manuscript
will undergo copyediting, typesetting, and review of the resulting proof before it is published in
its final form. Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jeconom.2015.09.005

Shrinkage Estimation of Dynamic Panel Data Models with

Interactive Fixed Effects *

Xun Lu® and Liangjun Su®
® Department of Economics, HKUST

b School of Economics, Singapore Management University

September 25, 2015

Abstract

We consider the problem of determining the number of factors and selecting the proper regressors
in linear dynamic panel data models with interactive fixed effects. Based on the preliminary estimates
of the slope parameters and factors a la Bai and Ng (2009) and Moon and Weidner (2015), we propose
a method for simultaneous selection of regressors and factors and estimation through the method of
adaptive group Lasso (least absolute shrinkage and selection operator). We show that with probability
approaching one, our method can correctly select all relevant regressors and factors and shrink the
coefficients of irrelevant regressors and redundant factors to zero. Further, we demonstrate that our
shrinkage estimators of the nonzero slope parameters exhibit some oracle property. We conduct Monte
Carlo simulations to demonstrate the superb finite-sample performance of the proposed method. We
apply our method to study the determinants of economic growth and find that in addition to three
common unobserved factors selected by our method, government consumption share has negative
effects, whereas investment share and lagged economic growth have positive effects on economic

growth.
JEL Classification: C13, C23, C51

Key Words: Adaptive Lasso; Dynamic panel; Factor selection; Group Lasso; Interactive fixed effects;

Oracle property; Selection consistency

*The authors gratefully thank the Co-editor Cheng Hsiao, the Associate Editor, and three anonymous referees for their
many constructive comments on the previous version of the paper. They express their sincere appreciation to Jushan Bai,
Songnian Chen, Xiaohong Chen, Han Hong, Lung-Fei Lee, Qi Li, Hyungsik Roger Moon, Peter C. B. Phillips, and Peng
Wang for discussions on the subject matter and valuable comments on the paper. They also thank the conference and
seminar participants at the 3rd Shanghai Econometrics Workshop, Tsinghua International Conference in Econometrics,
2013, and Peking University for their valuable comments. Su gratefully acknowledges the Singapore Ministry of Education
for Academic Research Fund under grant number MOE2012-T2-2-021. Address Correspondence to: Liangjun Su, School
of Economics, Singapore Management University, 90 Stamford Road, Singapore 178903; E-mail: ljsu@smu.edu.sg, Phone:
+65 6828 0386.



Download English Version:

https://daneshyari.com/en/article/5095828

Download Persian Version:

https://daneshyari.com/article/5095828

Daneshyari.com


https://daneshyari.com/en/article/5095828
https://daneshyari.com/article/5095828
https://daneshyari.com

