
Ass 3.1: Linearity

yi = z′
iδ + εi

Ass 3.2: Ergodic Stationarity (for wi = {yi,xi, zi})

Ass 3.3: Orthogonality

E(gi) = E(xiεi) = 0

Ass 3.4: Rank condition
E(xiz

′
i)∑xz is full rank, Rank(∑xz) = L

when K=L, ∑−1
xz  exisits.

Ass 3.5: gi is a m.d.s with finite second moments

gi ∼ m. d. s

E(gig
′
i) is nonsingular.

Ass 3.6: finite fourth moments
E[(xikz

′
il)

2] exists and finite.

Ass 3.7: Conditional Homoskedasticity

Z = Xπ + v

first stage:

Ẑ = X(X ′X)−1X ′Z = PZ

second stage:

δ̂IV = (Ẑ ′Ẑ)−1Ẑ ′y

By WLLN, CLT and some lemmas(see GMM):

δ̂IV → δ

CAN: Consistent and Asymptotically Normal
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