
 

Non Nested Tests

Non Nested Models

1 Ye do a Xetut

2 YE bo biXt b2We Ut

3 Yt TO CIZE C2QE Ut

Nested models nested within a general model
11 2 Nested models Under by 0 on 2 we obtain 1

2 3 or 1 3
mY ftp.ohehdfrtnhfmfsdtahiftiwae
can obtain the other

model comparison Given that the models are theory consister
and data acceptable AIC SC or
adjusted R2 may be used However
all these maintain that only one of
the models is correct
But the models may be observationally
equivalent or neither of the models
may be correctly specified

Encompassing
A preferred model should encompass all the alternative
models to explain the variable of interest

the preferred model should explain why the alternative
models cannot better explain the variable of interest

unless new models are always encompassing research
progress in the area of interest will be non systematic



Non Nested Models Testing

Model A Yt Do bi Xt bzWttUt

Model B Yt to C Xt C2QE Ut

consider a hybrid nested model

model C Yt do de Xt d2WE d3QttUt

model c encompasses nests models A B

Under d3 0 Model A is better

Under 12 0 model B is better

Encompassing F test

Model A Yt bot b Xt bzWt Vt

Model B Yt Co C Xt 2 Qt Ut

Comparing models A B

The Nested Model

Model C Yt do d Et dzWe d3Qt Ut

Ho Model A encompasses model B test d3 0

Hoz Model B encompasses Model A test dz a

Model A Yt bot bi Xt b2Wt b3Zt Ut

Model B Ye so C Xt C2QE C METUE

comparing models A add B construct the nested
model

model C Yt do d Yet d2Wt d3Zt d4Qt tds Mt Ut

I



Hoi model A encompasses model B Test du ds o
F test Unrestricted Model C Restricted Model A

Hos Model B encompasses model A Test dz 03 0

F test Unrestricted model C

restricted model B

Davidson Mackinnon J test

model A Yt bot bi Xt bzWt Ut

Model B Yt Co C Xt C2Qt Ut

Suppose we nest models A B in a general model

Model D YE A 1 model A 1 d 1Model B

Estimate model D

If a I choose model A

It d o choose Model B

However model D cannot be estimated

Model A Yt bot bi Xt bzWt Ut

Model B Yt Co C Xt CzQt Ut

Estimate model A to obtain the fitted values of Yt Yt
Estimate model B to obtain the fitted values for Ye YEB

Hoa model B does not encompass Modal A

estimate
ye do d et dzWt d3YÉB Vt

test hoa dz 0 Rhoa Choose model A



T test

Hob Model A does not encompass Model B

Estimate

Yt eo t e Xt ezWt e3YÉA Vt

Test Hoa ez 0 Raab Choose model B

some possible outcomes

Reject Hoa and do not Reject Rhob Choosemodel B

Do not Reject Hoa and Reject RHOb Choosemedd A

Reject Hoa and Reject RHob An encompassing generalmodel may be better
Do not Reject Hoa and do not Reject RHob the models

are observationally equivalent


