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Table 2 Power of tests under DGP. P1 - P3
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5% 10% 5% 10% 5% 10%
n =100 0.990 0.991 0.928 0.956 1.000 1.000
n =200 1.000 1.000 0.995 0.998 1.000 1.000
pep-pl n =500 1.000 1.000 1.000 1.000 1.000 1.000
n =1 000 1.000 1.000 1.000 1.000 1.000 1.000
n =100 0.952 0.965 0.748 0.821 0.206 0.290
n =200 0.998 0.999 0.957 0.981 0.215 0.286
per. 2 n =500 1.000 1.000 1.000 1.000 0.249 0.323
n =1 000 1.000 1.000 1.000 1.000 0.265 0.338
n =100 0.607 0.677 0.345 0.464 0.175 0.267
n =200 0.850 0.903 0.586 0.720 0.149 0.219
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n=1 000 1.000 1.000 0.998 0.999 0.181 0.252
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Table 3 Results of Granger causality tests in mean
HP QT BK CF CL HJ GR
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Nonparametricregression-based testing for omitted variables

WANG Xia' HONG Yong-miao” >

1. School of Economics and Management University of Chinese Academy of Sciences Beijing 100190 China,;
2. Department of Economics and Department of Statistical Sciences Cornell University NY 14850 USA;
3. The Wang Yanan Institute for Studies in Economics ( WISE)  Xiamen University Xiamen 361005 China

Abstract: This paper proposes a nonparametric—regression-based test for omitted variables which is applicable
in both cross-sectional and time series contexts. Our test not only avoids the model misspecification problem
but also are locally more powerful than the existing tests. Moreover unlike many other nonparametric-based
tests we use a single bandwidth rather than two different bandwidths in estimating both the conditional joint
and marginal expectations which significantly improves the size performance of our test in finite samples.
Monte Carlo studies demonstrate the well behavior of our test in finite samples which could not only capture
the omitted variables feature in linear and nonlinear regressions but also is more powerful than Ait-Sahalia et
al. "5 (2001) test. In an application to testing the nonlinear Granger causality in mean we document the ex—
istence of nonlinear relationships between theoutput gap and inflation that is the nonlinear “output-inflation”
type of Phillips curve maybe is more suitable for China’ s inflation forecast.

Key words: omitted variable; nonlinear; nonparametric regression; power; Granger causality in mean
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