
ABSTRACT

PRODUCTION FRONTIERS WITH CROSS-SECTION

AND TIME-SERIES VARIATION IN EFFICIENCY LEVELS

In this paper we consider the e~~icient instrumental

variables estimation o~ a panel data model in which coe~~icients

in addition to the intercept vary over individuals. and we app1v

the aethodo10sv we develop to a model in which there is

cross-sectional and temporal variation in productivitv levels

(or, equivalentlv, 1n levels o~ technical e~~iciencv), usin~ data

on U.S. airlines. We relax the &S8W'1lption that technical

ine~ticienc¥ is time invariant. but in such a wav as to not lose

the advantaces o~ panel data. One o~ our more interestin~

empirical ~1ndin~s is that e~~icienc¥ levels are increasinc over

the period 1970I-198~III and the empirical fact that appears to

drive this increase is that the ~iras' productivit¥ levels are

becominc more siMilar over the period in which the 1ndustr;v was

derecu1ated.
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