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Robust GLS Estimation for Approximate Factor Models

Abstract: This paper focuses on estimation and inference for panel stationary models with approximate factor structure,
which is the most reasonable setting of the correlation among different individual in economic reality. We propose a robust
GLS estimator, RGLS, to improve the small sample performance of GLS. We prove that the RGLS estimator is consistent
and asymptotic efficient than the ROLS, and its t-statistics sequential converge to standard normal distribution. Results of

simulation also show that the small sample performance of the (iterated) RGLS estimator is very good.
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AT HB T IR MEAERT, BATHERUT 3 M6

UK T8 D% (SizelPower): & S°2  1(|t;] > 1.96);
TR RE (A-Bias): 5 32 16— B):

WIrRE (MSE): & S8 (5 — B

Hor, K36 Size ok Power AN FIfE 715 N t SiitEAIHIHFERE, P340l 2 A1 MSE Jx
WA RS T D792 T Al i 22 KL AR TP AR L, S5k | MSE 102 [ WA [l T2 B A R Y
SN RPF

K 1ZEIMNGEH T BB 3 MEIRIBUEBUL R, BT &FEG TR RIEE R, A
TATE IR, A SRR T 23k E T R0E N REME RS R, S L) ZE A MSE Rk 5 = 0
5T . EXFIESLT Bai A1 Ng (2002) (1) 1C, #ENI R R 4T,  IERR IR H 3[R PR ¥ M 3 A Ak
F 04 % 120, FHBEEFAR N, TG RRE FTF, BRI A7 7EIL F 7 R I A N 1,
FETH S 7 22 R TR BRI MP (TR A TG IR BB SRR B, DRIt RGLS Al v 3.A17
PR MP RG5O IDLAE S BEALL A 45 SRR I AR RGLS AU Sl s B AR o d

T LA T BT t SRR Size A1 Power. tNE Fis, X T X 4 K15, OLS-t
F GLS-t £ 5811 Size fE(E™ HHH M, ROLS-t kx4 Size JEH#21R 0.05 (14 UK, ARSCHEH 1)
RGLS-t #4611 Size tHAR$ZIT 0.05 144 LK F; GLS-t f1 RGLS-t £ 5:1¥) Power JE# &, BRI AEAT
Size %%, RGLS-t {5 (1) Power tH 2 F4 5 T GLS-t /56 () Power, OLS-t il ROLS-t 456 1) Power
WA EARIR 2 . 5 F X AR, 8 OLS-t. GLS-t Al ROLS-t #FH B ™ =, —H1
RGLS-t [FFEtHAZAE ™ E AL, (R4 RGLS-t MIZRBLARS R iF, K56 MK P3R5 B2 4 SUKF
0.05. BMIKRE, #MAGLH Size M &, ROLS-t 7E X AhAER ZRYGAL T RGLS-t K356, 3% #REH AR
T OLS-t M1 GLS-t, {H7E X WIS, EALH RGLS-t Bttt T H e SR LR, s 61 Power T
5, RGLS-t ZMMILT GLS-t ke, 1 H ENTABH AL T OLS-t Al ROLS-t A4 .

&1 Size/Power

C1=0 C1=1

n T OLS ROLS GLS RGLS IRGLS OLS ROLS GLS RGLS IRGLS

20 20 69 37 832 102 102 1000 1000 1000 893 132

Size

30 70 33 610 74 80 1000 1000 1000 882 84

Y TSI AR BT J7 /T 0.00001 WA ISR
YOF XAMERRE, ARZHEEE FEARNRECR I 3 Yok DA T F X WAERBE, AikZ
T IEAR AT 6 Josh S 2l
Vg b, B UM TR R B AR — B
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50 74 57 360 70 78 1000 1000 1000 998 117

100 46 39 134 46 50 1000 1000 1000 978 81
30 20 65 31 312 94 88 1000 1000 1000 971 112
30 74 47 900 76 74 1000 1000 1000 971 96
50 75 52 537 63 65 1000 1000 1000 960 78
100 53 39 198 60 61 1000 1000 1000 998 79
50 20 122 39 44 90 79 1000 1000 596 986 84
30 103 54 197 53 50 1000 1000 1000 914 61
50 89 48 912 61 63 1000 1000 1000 997 76
100 68 54 433 61 59 1000 1000 1000 999 64
100 20 202 51 233 84 70 1000 1000 627 983 91
30 134 42 121 70 64 1000 1000 170 998 85
50 106 46 71 58 61 1000 1000 1000 1000 74
100 86 46 945 47 49 1000 1000 1000 1000 73
20 20 333 286 935 756 760 1000 1000 1000 999 804
30 433 372 941 864 861 1000 1000 1000 1000 888
50 634 598 1000 999 999 1000 1000 1000 1000 999
100 975 970 1000 1000 1000 1000 1000 1000 1000 1000
30 20 387 317 895 946 949 1000 1000 1000 1000 966
30 534 442 989 991 993 1000 1000 1000 1000 995
50 865 840 1000 1000 1000 1000 1000 1000 1000 1000
E 100 996 994 1000 1000 1000 1000 1000 1000 1000 1000
= 50 20 558 389 603 976 979 1000 1000 969 1000 987
30 874 792 997 1000 1000 1000 1000 1000 1000 1000
50 955 919 1000 1000 1000 1000 1000 1000 1000 1000

100 998 997 1000 1000 1000 1000 1000 1000 1000 1000
100 20 828 617 385 1000 1000 1000 1000 163 1000 1000
30 921 808 819 1000 1000 1000 1000 829 1000 1000
50 993 985 1000 1000 1000 1000 1000 1000 1000 1000
100 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000
1E: RGLS X SASE A MP fai4Lf¥) RGLS Alivh5, IRGLS X RiEARE IS MP &1L I RGLS ffiit; GLSA&iH7E T /M T n
ST SCsR I R PRSI 45 R Size/Power LA 1000 755,

# 2 A-Bias
C1=0 Cl=1
n T OLS GLS RGLS TRGLS OLS GLS RGLS TRGLS
20 20 5.92 5. 65 3. 44 3. 42 42.76 40. 19 14. 64 3. 36
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30 5. 14 3.89 2.71 2.70 48. 43 34.18 12.01 2.65

50 3. 66 1.96 1.69 1. 66 44. 08 20. 80 12. 66 1.59

100 1.94 0. 86 1.07 1.07 35.85 10. 89 6. 27 1.05

30 20 5. 13 3.47 2.41 2.37 44. 14 26.73 15. 08 2.35
30 4.30 4.17 1.94 1.94 50. 05 47.69 11.96 1.94

50 2.64 1.88 1.39 1. 40 37.99 22.92 7.19 1.39

100 1. 74 0.94 0.92 0.93 38.50 13. 88 7.20 0.91

50 20 4.92 3.47 2.16 2.09 46. 91 10. 48 14. 23 2.04
30 2.87 1.85 1.43 1.43 36. 61 17.82 7.91 1. 42

50 2.31 2.27 1.11 1.11 40. 78 39.73 7. 66 1.09

100 1.59 0.97 0.78 0.78 44.01 20. 69 5.74 0.77

100 20 3. 66 8. 80 1. 40 1.35 41. 96 12. 33 11.09 1.35
30 2.75 3.27 1.08 1.05 44. 67 3.29 11.95 1. 04

50 1.83 0.99 0.78 0.77 44. 32 13. 45 8.78 0.75

100 1.18 1.17 0. 55 0. 55 42.93 42.29 7.55 0.53

T R U A 4 £ e LA 100 195
#£3 MSE
C1 C1

n T OLS GLS RGLS IRGLS OLS GLS RGLS IRGLS
20 20 5.48 4. 98 1.88 1. 88 188. 26 166. 61 24.57 1.83
30 4.09 2.37 1.14 1.15 238. 40 119. 86 16. 52 1.12

50 2.17 0.61 0. 45 0.43 196. 18 44.07 17.01 0.39

100 0. 60 0.12 0.17 0.18 129. 47 12.13 4. 28 0.17

30 20 4.16 1.91 0.93 0.90 199. 48 74. 81 25.20 0.88
30 2.92 2.74 0.59 0. 58 254. 32 230.99 15.75 0. 58

50 1.10 0. 56 0. 30 0. 30 145. 92 53. 40 5.74 0.29

100 0. 47 0.14 0.14 0.14 148.99 19. 48 5.49 0.13

50 20 3.81 1.90 0.75 0.70 224.95 14. 13 22.08 0.67
30 1.32 0. 55 0.32 0.32 137. 30 33.49 7.20 0.32

50 0.85 0.82 0.19 0.19 167. 87 159. 34 6. 28 0.19

100 0.41 0.15 0.09 0.09 194. 58 43.11 3.49 0.09

100 20 2.13 11.98 0. 32 0.29 181. 32 19. 14 13.74 0.29
30 1.22 1.65 0.18 0.18 202. 34 1.71 15. 22 0.17

50 0. 54 0.15 0.10 0.10 198. 06 18. 64 8.12 0. 09

100 0.23 0.22 0. 05 0. 05 184. 98 179. 56 5.90 0. 04

T R R A EE Y MSE 3feLL 1000 £33
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2 MK 3 HIGH T EPE T ITE TR P4 ZE R T R % . R R, T X
SMERITEE, BIfELGE OLS 1 GLS fliih&#f 2 —8ulith, 5 RGLS fliihAHEL, PO A5 11 I 25 #5
FEBOR, E4RZHMENL T OLS Btk 22 5 K, 1H GLS AlihfE n i KT T & o 3™
2 4 T KT n i, GLS flith ] LIS R f N2, BEIT RGLS Mk v 25 2 Lb & K —
A, AH OLS i mZEN R ERIRZ o X T X WAEMITETE, OLS Al GLS ffiit& Bk ™ & (1)
i 2, 3% — i 22 A2 FH A TH B A — SO 51 — P RGLS fliTH U AEAE ™ B (1 22, (HA55z/NT- OLS
M GLS; HAIEMRK RGLS AF AR /NIME . BHRE, wifbit =i gt m 2z M MSE i s,
RGLS fliit, Heal @ik RGLS fliit, ZHIRALT OLS #1 GLS fliit

it FIREE RAT 1 AR /K-P e R 45 AR, T XAMERTETE, ROLS Al RGLS ffiih &
HRAR BET X N 144 UK, HRBU AL T OLS A FGLS ftiit &, OLS 1 FGLS it &1 t it
EAPEE s T X RIS, RA IR RGLS TR A RIFIRI, He LA
v A I AL . (ST ZE A MSE 125 R K], RGLS it & /N A 22 225 /N T- OLS
HMFGLS i, {2 X AMEH T AT n (K, FGLS &k 2 4 B8 IK T RGLS fliit & .
AL, RGLS flith&E CREAZIERM RGLS) MI/MEARRIEH BT FGLS it &EE (R) OLS Al
ihE.

6 ZHit

R F 4588 N R BT SRR T RE TN — AN EE N . AR SOGENZ
VAR F- S5 R B8 T GLS Al th &/ e AV R ek 77 2%, A3 H T — PR g ¥y GLS fhiTH(RGLS),
SR 7 EIE FGLS it B T SRu g AR R /N AR 22 5 R W ) L. AR SCHR ) RGLS it AT A
T Bt 23 AR RSP R 23 () A, e — R X i AT 5 43 (1 GLS Al DU BRIL A R 7 (i sg e, H D e
T [ R AT IE A AR s e R AR S OB AT R g OLS 1t

FATIE B T IEAH M85 M8 € 2 T RGLS flil 2 —Euflih, 1M H L ROLS fliit & A2, H
XL t SR vty B S TARME IEZS 70 A o BUEBIL 25 REW], AR ZHIE N T FRGLS fliil
b THEZ A MSE 22T OLS #l FGLS flith&: RGLS-t &t &Mk Size JEH #:k 0.05 14
SXOKF, il T OLS-t A1 GLS-t, HAGH 1) Power T EAE 4 MEGTHET B FAENT X A4
B TE, EACH RGLS fhitH 3SR BA IR H RAFH/IMNEAR I, (B JUAMG TH & A7 2104
SIRE, RGLS flith CRl 2k Rn RGLS) BA W RIFII/MEARRI, HEMT OLS F1 FGLS
fliit.
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LA BATIR S T &M SH0% 2 N, RGLS fliit5 RPC. IPC fil CCE fliit &M /MEALILE, HT
Ja T =AM THE A A B R S, AT IERAE TS t SRRV R IR A
ARIBEEE, A TIX EARE BT Size 1 Power.

RPC fhitt &M 5E .

Brpe = (.-:.'*ﬂ-f?:ri)_l T ;'l-i-}-yi

Wb, WTFEREI 2, 20 = 2- My, My = Iy —igily/Ts Mp = Ip — F(F'F)"'F', FRHIT
ZREQ = L(y, — Brsa) (ys — Brsa TR 1 ANEAERR X AR )

IPC fiiitE X RIEACH RPC flith & .
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CCE fliit &Mt H T
,"}(;-C E= (:.'.‘_-"i.«'f;:?-'f)_l Mz

K, 2= (2. .27 2= {21}, M:=1Ip—z(z'2)7'7.

HIFN R 1AIET R 2 S R a, X+ X AMERITEIE, RPC. IPC. CCE M RGLS fliihE#S &I
FEH RAF, H AR ZEERADN, b CCE M %, X X WAMEE, RPC F—H) RGLS AN/
—8, BAM™HENmE, HF, RPC LI ™H; FHX, IPCFI CCE Akl RGLS HIZRILISAAE
R, HARANmWZE, HA, CCEBSZE.

fft®& 1 A-Bias

C1=0 Cl=1

n T RPC IPC CCE RGLS IRGLS RPC IPC CCE RGLS IRGLS

20 20 3. 46 3.42 3.71 3.44 3.42 20. 34 3.41 3.68 14. 64 3. 36
30 2.70 2. 67 2.94 2.71 2.70 25.23 2.69 2.90 12.01 2.65
50 1.75 1.70 2.03 1.69 1. 66 18. 91 1.64 2.03 12. 66 1.59
100 1.09 1.09 1. 20 1.07 1.07 11.59 1.05 1.20 6. 27 1.05
30 20 2.40 2.40 3.05 2.41 2.37 20. 26 2. 40 3.19 15. 08 2.35
30 1.96 1.94 2.16 1.94 1.94 23.60 1.97 2.19 11.96 1.94
50 1.39 1.39 1.65 1.39 1. 40 15.71 1.39 1.65 7.19 1.39
100 0.93 0.93 1.08 0.92 0.93 15.21 0.92 1.07 7.20 0.91
50 20 2.08 2. 05 2.47 2.16 2.09 19. 91 2.02 2.50 14. 23 2. 04
30 1. 43 1. 44 1.54 1. 43 1. 43 11. 47 1. 42 1.55 7.91 1. 42
50 1.11 1.11 1.25 1. 11 1. 11 16. 71 1.09 1.24 7. 66 1.09
100 0.78 0.78 0.95 0.78 0.78 17.98 0.77 0.95 5.74 0.77
100 20 1.34 1. 34 1.59 1. 40 1.35 14. 82 1.34 1.61 11.09 1.35
30 1.03 1.03 1. 31 1.08 1.05 16. 68 1.03 1. 31 11.95 1.04
50 0.77 0.77 0.94 0.78 0.77 17. 24 0.76 0.94 8.78 0.75

100 0.55 0.55 0. 66 0.55 0.55 16. 21 0. 53 0.65 7.55 0.53

&2 MSE

C1=0 Cl1=1

n T RPC IPC CCE RGLS IRGLS RPC IPC CCE RGLS IRGLS

20 20 1.90 1.88 2.19 1. 88 1. 88 46. 23 1. 88 2.12 24.57 1.83
30 1.16 1. 14 1. 38 1.14 1.15 68. 31 1.16 1.35 16. 52 1.12
50 0.48 0. 45 0. 65 0. 45 0.43 37. 46 0.41 0. 65 17.01 0.39
100 0.18 0.18 0.23 0.17 0.18 14. 00 0.17 0.22 4.28 0.17
30 20 0.93 0.92 1.48 0.93 0.90 45. 05 0.92 1.59 25.20 0.88

30 0.59 0. 58 0.76 0.59 0. 58 60. 06 0.61 0.77 15.75 0. 58
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50

100

50
100
20
30
50
100
20
30
50

100

.30
.14
.70
.33
.19
.09
.29
.17
.10

.05

. 30
.14
.69
.33
.19
.09
.29
17
.10

.05

.44
.18
.96
.38
.25
.14
.40
.27
.14

.07

.30
.14
.75
.32
.19
.09
.32
.18
.10

.05

.30
.14
.70
.32
.19
.09
.29
.18
.10

.05

26.
23.
43.
15.
29.
33.
25.
30.
31.

217.

17
86
85
09
51
36
76
08
52

02

.29
.14
.67
.32
.19
.09
.29
17
.09

.04

.44
.18
.98
. 38
.24
.14
.41
.27
.14

.07

5.74
5.49
22.08
7.20
6. 28
3.49
13.74

15. 22

5.90

.29
.13
.67
.32
.19
.09
.29
17
.09

.04
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