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Nonlinear panel data models with expected a posteriori values of

correlated random effects

We develop a two step estimation procedure to estimate nonlinear panel data models. Most
papers studying nonlinear panel data models assume all regressors to be exogenous or exoge-
nous conditional on the unobserved heterogeneity. In this paper we relax this assumption.
Our strategy combines the ”correlated random effect” and the ”control function” approach to
handle endogeneity of regressors that are correlated with the unobserved heterogeneity and a
subset of which may not be independent of idiosyncratic component. The ”control functions”
are based on Expected a Posteriori values of the correlated random effects. Our framework
suggests straightforward tests for correlation between unobserved heterogeneity and the covari-
ates, and correlation between idiosyncratic component and the covariates. The static model
is easily extended to estimate dynamic discrete choice model. Average partial effects (APEs)
of covariates are also easily obtained.
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