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Yt = Xtβ + α+ ut
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Yt = ρWYt +Xtβ +WXtθ + α+ ut
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Yt = τYt−1 + ρWYt + ηWYt−1 +Xtβ +WXtθ + α+ ut
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Yt = τYt−1 + ρWYt + ηWYt−1 +DUXtβU +WDUXtθU +DRXtβR +WDRXtθR + α+ ut
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Yt−1

WYt WYt−1

WXt

Yt = τYt−1 + ρWYt + ηWYt−1 +Xtβ +WXtθ + α+ ut

WY β θ

X Y

Y W

Yt = (I − ρW )−1(τI + ηW )Yt−1 + (I − ρW )−1Xtβ + (I − ρW )−1WXtθ + (I − ρW )−1(α+ ut)

Yt = (I − ρW )−1(τI + ηW )Yt−1 + (I − ρW )−1(βIN + θW )Xt + (I − ρW )−1(α+ ut)

Yt =
N
∑

k=1

(I − ρW )−1(τI + ηW )Yt−1 + (I − ρW )−1(βkIN + θkW )Xkt + (I − ρW )−1(α+ ut)
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= [(1− τ)I − (ρ+ η)W ]−1(βkIN + θkW )



Yt = ρWYt +Xtβ +WXtθ + α+ ut
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= (I − ρW )−1(βkIN + θkW )
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