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Abstract

The problem of regressor endogeneity stemming from reverse casuality is one that has plagued

economists working in the field of empirical economic growth for some time. This paper attempts

to address the relevant magnitude of this issue in the context of growth regressions based on the Solow

growth model. The paper develops a method of running Monte Carlo simulations that allows us to

generate simulated data that match the moments of observed real-world data typically used in such

regressions while simultaneously allowing us to impose arbitrarily high correlations between the steady-

state determinants of the Solow model and the unobserved residual term of the data-generating process.

After running simulations that represent a wide sample of the mathematically-possible correlations, we

conclude that a between estimator or a random effects estimator will deliever a lower average absolute bias

across all coefficients than alternative estimators in almost all of our simulations. Conversely, estimators

that use within-country variation will generate lower biases when looking solely at rates of convergence.

Furthermore, we conclude that these results are robust when restricting our sample of simulations to

several subsets of the assumed parameters and to changing our assumptions about country fixed-effects

terms.
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