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Rejection frequencies of tests with 5% error level for different values of sample
sizes

The analysis of empirical economics has long made use of a tool called
the generalized method of moments (GMM). This method is used as a
generic way of estimating parameters in an empirical model where the
general shape of distribution is unknown.

1/3



 

However, there are considerable reliability problems with GMM,
particularly in its finite sample performance; for example, GMM creates
distortions of null rejection probabilities in hypothesis testing.

Now, Yukitoshi Matsushita and Taisuke Otsu at the London School of
Economics have suggested a new way of testing this so-called over-
identifying restriction, which is based on the Bartlett correction of
empirical likelihood.

Empirical likelihood is an attractive method to deal with the distortion
problem of the null rejection probabilities. Matsushita and Otsu
illustrated the use of Bartlett correctability in this scenario, a second-
order refinement based on the Edgeworth expansion. In a series of tests,
the researchers found that these methods provide reasonable
improvements for the properties of the null rejection probabilities.

Since testing for over-identifying restrictions is a fundamental problem
in assessing the validity of economic theory, the team's new method
makes a significant contribution to enhancing the reliability of empirical 
economic analysis.

  More information: "Second-order refinement of empirical likelihood
for testing overidentifying restrictions." Econometric Theory 29, 2013,
324-353. DOI: 10.1017/S0266466612000369

Provided by Tokyo Institute of Technology

Citation: Over-identifying restrictions in economic analysis (2014, November 25) retrieved 20
April 2024 from
https://phys.org/news/2014-11-over-identifying-restrictions-economic-analysis.html

2/3

https://phys.org/tags/hypothesis+testing/
https://phys.org/tags/method/
https://phys.org/tags/economic+analysis/
http://dx.doi.org/10.1017/S0266466612000369
https://phys.org/news/2014-11-over-identifying-restrictions-economic-analysis.html


 

This document is subject to copyright. Apart from any fair dealing for the purpose of private
study or research, no part may be reproduced without the written permission. The content is
provided for information purposes only.

Powered by TCPDF (www.tcpdf.org)

3/3

http://www.tcpdf.org

