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Abstract:  

 

Dynamic panel models play an increasingly important role in numerous areas of corporate 

finance research, and a variety of (biased) estimation methods have been proposed in the 

literature. The biases inherent in these estimation methods have a material impact on 

inferences about corporate behavior, especially when the empirical model is misspecified. 

We propose a bias-corrected global minimum variance (GMV) combined estimation 

procedure to mitigate this estimation problem. We choose the capital structure speed of 

adjustment (SOA) setting to illustrate the proposed method using both simulated and actual 

empirical corporate finance data. The GMV estimator non-trivially reduces bias and hence 

meaningfully increases the reliability of inferences based on parameter estimates. This 

method can be readily applied to many other corporate finance contexts. 

 

 

Keywords: Dynamic panels, Corporate finance, Bias-correction, leverage, speed of 

adjustment 

Acknowledgments: We thank Tom Smith, Anthony W. Lynch, Petko Kalev, Mardi Dungey 

Ignacio Requejo for their many helpful comments on the development of the methodology of 

this paper. We also would like to express our thanks to Rongbing Huang for kindly providing 

us the four-period Long Differencing estimation program. 



https://isiarticles.com/article/13566

