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In this project, | discussed how to improve the performance of the
over-identifying restriction test in GMM when many moment conditions are available. Two new
approaches are proposed. The first is to use a block diagonal weighting matrix, and the second is to

use the principal components of the optimal weighting matrix. Using these two alternative weighting
matrices, | proposed two new tests, and derived their asymptotic properties. | carried out Monte
Carlo simulation in the context of dynamic panel data models and it is found that the test with a
block diagonal weighting matrix is more powerful than that based on the principal components of the
optimal weighting matrix.
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