
12.1 GMM Formula summary

1. Model moments, true value 0
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5. Variance of moments:
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This can be used to test individual moments, or for 2 tests for joint significance. In

particular, 
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6. Efficient GMM. Use any efficient first stage to estimate , then use
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7. Minimization approach

̂1 = min
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This is a choice of  : ½
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Second stage/efficient
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First order condition: this is the efficient GMM estimator½
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Then, we can write the second stage test as
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12.2 OLS GMM example
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raw nonpara. parametric

b 2  se t se t se t

levels 0.136 0.77 0.86 0.004 30.44 0.008 17.7 0.016 8.73

 − ̂−1 0.043 0.25 0.51 0.010 4.52

 − −1 0.018 0.09 0.31 0.005 3.37

 = +  + +1

 − ̂−1 = +  ( − ̂−1) + (+1 − ̂)

 − −1 = +  ( − −1) + (+1 − )

nonparametric: Newey-West, 5 years

parametric: ( 0)−1 0Ω( 0)−1
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