
Assignment 5 (Bootstrap)
Consider the following panel �xed e¤ects regression

yit = ai + �xit + uit

DGP 1:

xit � iidN (1; 1)

uit = �uit�1 + "it; "it � iidN (0; 1)

DGP 2:

xit = �xit�1 + uit; uit � iidN (0; 1)
uit = �uit�1 + "it; "it � iidN (0; 1)

DGP 3:

xit = �iFt + uit; uit � iidN (0; 1) ; �i � iidN (1; 1) ; Ft � iidN (0; 1)
uit = �i�t + "it; "it � iidN (0; 1) ; �i � iidN (1; 1) ; �t � iidN (0; 1)

Set � = 0:9; N = T = 50:

Q1: Show the size distortions of the ordinary t̂� and t-ratio based on panel
robust covariance matrix for all DGPs. (by means of Monte Carlo simulation)
Q2: Do seive and nonparametric bootstraps to obtain the critical values for

all DGPs, and show that the bootstrap reduces the size distortion.

1


