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Dynamic panel models have played a key role in corporate finance research such as investment decisions, capital structure, and payout policy. All the research topics use the fixed effects of unobserved time-variant differences across the firms. The variables may be biased therefore leading to undesired results. Observation from Nerlove (1967) and Nickell (1981) studies state that in a dynamic panel model, the lagged dependent variable’s coefficient is biased. This fact is due to the correlation that exists between the fixed effects and the lagged dependent variable. The studies have also been supported by Baltagi 2008. The biases are inversely proportion to the panel length (T) although it is restricted at T=30. Other authors include Welch (2004), Huang and Ritter (2009), Fama and French (2002), Flannery and Rangan (2006). All the studies focus on showing how the dynamic panel model is used in corporate finance research. Although the econometric uncertainties in the dynamic panel model are high, it is now possible to come up with a consensus on the effects of the variable behaviors. The purpose of the research paper is to examine the significance of biases in dynamic panel estimation of the capital structure of a firm. Secondly, the paper will address the econometric issues in the model and come up with ways to address the issues (Flannery, 2011).
In the assessment, the authors have used the Monte Carlos Simulations to examine the performance of the estimators in various scenarios. The study focuses on the data collected to come to a conclusion. The actual compustat variables are used to generate the variance-covariance structure. Some of the data used in the assessment include median debt ratio of a firm, research and development expenses, total assets, consumer price index, market to book ratio, interest and tax expense. The analytical procedures used in the assessment include correlations in the errors, Compustat regression, ordinary least square method, simulation and the econometrics dynamic panel model. The analytical methods show the reader of the various ways that can be used in the estimation of the dynamic corporate finance research in real finance datasets. OLS and the Fixed Effects (FE) give results which are biased. The other five analytical procedures used are the Least Squares Dummy Variable Correlation (LSDVC), longest differencing (LD), the Arellano Bond (AB), Blundell Bond (BB) and the four-period Differencing (LDS) (Flannery, 2011).
In conclusion, from the study, we can find out that the advanced estimator works in the estimation of the coefficient on a dynamic panel model. If the independent variables are exogenous then the estimators will help in determining the model values. The FE and OLS results are biased and therefore give poor conclusions in the estimation. If the dependent variable is persistent in the LD4 methods, then the estimate will be poor.  The predictions from the AB and AA are poor when the dynamic panel model gives the true value of the residual. The Monte Carlo study in the paper helps in determining the accuracy of the data used in statistical conditions of real corporate finance research. The FE method gives the greatest results in the second-order serial correlation. From the assessment, we can conclude that researchers ought to understand the relationship of the variables within the firm before assessing the economic impact of the variables. For example, in the study of investment decision, the researcher ought to understand the prevailing conditions within the firm before advising the investor on the best venture. “The variables that affect the firm include the income level, demand, and supply of the investment and the management influence.” (Flannery, 2011).
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