
Organization of the econometrics section: 

1. Unit root: 

Apply at least two tests. For example; Levin et. al (LL), Im 

et. al. or any two you choose. 

Do NOT forget to include graphs for all variables. 

2. Panel cointegration: 

There are several methods: Pedroni, or FMOLS, or DOLS. 

When you choose any one, you must explain in details 

what it is, and why you prefer it. 

3. Pool estimate. 

4. Fixed effect estimate. 

5. Test which one is better: Pool estimate or Fixed effect 

estimate. 

6. Short run estimates (Panel causality test). 

7. Diagnostic tests: only 2 tests: Redundant Fixed Effects, 

and Panel Cross-Section Dependence Test (Shown below).  

 

Redundant Fixed Effects – Likelihood Ratio. EViews will estimate 

the appropriate restricted specifications, and will display the test 

output as well as the results for the restricted specifications. 

Note that the specification has both cross-section and period fixed 

effects. When you select the fixed effect test from the equation menu, 

EViews estimates three restricted specifications: one with period fixed 

effects only, one with cross-section fixed effects only, and one with 

only a common intercept. The test results are displayed at the top of 

the results window: 

 



 

Panel Cross-Section Dependence Test: 

It is commonly assumed that disturbances in panel data models are 

cross-sectionally independent, especially when the cross-section 

dimension () is large. There is, however, considerable evidence that 

cross-sectional dependence is often present in panel regression 

settings. 

To test for the presence of cross-sectional dependence, we click 

on View/Residual Diagnostics/Cross-section Dependence Test 

 



EViews will compute the cross-section dependence tests and display 

the results in the object window:

 

 


