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Introduction

This thesis consists of three self-contained essays in econometrics and statistics. It discusses method-
ological topics in semiparametric statistics as well as dynamic panel data models. In the first part, I
focus on relaxing assumptions with respect to the model structure in the considered semiparametric
model. The main goal is to provide an estimation technique that enables an applied researcher to answer
research questions having at hand a reasonable amount of observed data points. Therefore, I provide
reliable testings procedures that lead to trustworthy inference results. In the second part, I consider a
well known dynamic panel data model. In order to estimate the model parameters I refine an existing
likelihood approach and contrast it with a second likelihood approach. The idea of this project is to give
a comprehensive overview of the estimation possibilities with likelihood approaches for this panel data
model.

In chapters 1 and 2 the smooth minimum distance (SmoothMD) approach proposed by Lavergne and
Patilea [56] is considered in the context of a partially linear model. The motivation for the SmoothMD
estimator is that models nonlinear in parameters that are based on conditional moment restrictions
can render inconsistent parameter estimates when the generalized method of moments (GMM) is used
for estimation. The reason is that the conditional moment restrictions, that identify the model, imply
an infinite number of unconditional moment restrictions if the conditioning variables have a support
with infinite cardinality. GMM relies only on a finite number of instruments and, thus, might lead to
inconsistent estimates. See Dominguez and Lobato [29]. Therefore, there have recently been proposed
several approaches that account for conditional equations at the outset to obtain more efficient estimators.
All these approaches share a common feature. The sensitivity to user-chosen parameters, that remains
largely unknown. This is one key motivation for the alternative estimator of Lavergne and Patilea [56].

CHAPTER 1 is joint work with Alois Kneip und Valentin Patilea. We consider a semiparamet-
ric partially linear model in the spirit of Robinson [70] with Box-Cox transformed dependent variable.
Transformation regression models are widely used in applied econometrics to avoid misspecification and
a partially linear semiparametric model is an intermediate strategy that tries to balance advantages
and disadvantages of a fully parametric model and nonparametric models. We combine both estimation
strategies to allow for a more flexible model structure. Our study seems to be the first consideration of
this model. The model parameters are estimated by the SmoothMD approach. The main difference to
the estimator of Lavergne and Patilea [56] is that due to the structure of the partially linear model we
need to estimate the regressand and the regressors of the model. We show that the SmoothMD estimator
can handle the estimation bias stemming from these estimates and consider the asymptotic behavior
under general conditions. In addition, new inference methods are proposed. A simulation experiment
illustrates the performance of the methods for finite samples. Finally, we show the usefulness of the pro-
posed estimator by applying it to investigate the returns of social and cognitive skills in a labor market
context.

CHAPTER 2 considers again the semiparametric partially linear model in the spirit of Robinson [70]
but without transformation of the dependent variable as in chapter 1. In addition, we allow for endogenous
covariates. Apart from the estimator of Robinson [70] there exist other approaches, consider for instance
Li [57] and Li and Stengos [59], that provide consistent and asymptotically normally distributed estimates.
Here, it is proposed to employ again the SmoothMD estimator. This seems to be counterintuitive as the
considered model is linear in parameters. However, we will show that the SmoothMD estimator captures
a part of the estimation bias of the estimated regressand and regressors. This is in contrast to the existing
approaches and a simulation study suggests that the SmoothMD estimator improves results especially
for inference in finite samples.

CHAPTER 3 is based on work with Jorg Breitung. We consider dynamic panel data models with
individual fixed effects and compare the transformed maximum likelihood approach of Hsiao et al. [48]
and the factor analytical approach proposed by Bai [17]. This is interesting as the first approach considers
the model in differences whereas the latter approach focuses on the model in levels. In addition, we extend
the factor analytical approach to models with additional exogenous covariates.






CHAPTER 1

Smooth minimum distance inference for
semiparametric partially linear regressions with
Box-Cox transformation

1.1. Introduction

The data consists of independent copies of a response variable Y and a random covariate vector

T . . .
(X T ZT) € R? x R%.' To model the relationship between the response and the covariate vector, we
consider a transformation partially linear mean regression model given by

TY,\) = XTB+m(Z) +e, (1.1)

where T'(-, \) is a known function depending on an unknown finite-dimensional parameter A, m(-) is an
unknown function and

Ele | X,Z] =0. (1.2)

We impose no further assumption on the conditional distribution of €. In particular, we allow for het-
eroscedasticity of unknown form. The vector Z contains only continuous variables, but the components of
X need not be continuous. Let By and )y denote the true values of the parameters. Our transformation
partially linear model extends the standard partially linear model which corresponds to the case where
the true value A\ of A is known. See Robinson [70]. It seems to be the first extension of this kind under
the general condition (1.2).

The transformation function T'(Y, \) is usually assumed to be strictly increasing in Y. In the literature,
many different parametric transformation functions have been proposed. In this study we consider T'(-, A)
to be the Box-Cox transformation, though our analysis extends to other parametric transformations with
similar properties. The transformation proposed by Box and Cox [22] is defined as

yr—1
Ty ={ 2 70
log(Y) ,A=0.

To use this transformation, one should have positive responses Y. Hence, in the following it will implicitly
be assumed that Y is positive. The Box-Cox transformation is widely used in applications. It has become
standard in the statistical and econometric literature and is discussed in various textbooks, e.g. Amemiya
[6], Greene [33], Horowitz [46], Showalter [75], Wooldridge [81]. Furthermore, there exist several empirical
studies that employ the Box-Cox transformation. See, for instance, Berndt et al. [19], Heckman and
Polachek [40] or Keane et al. [50]. For an overview of the Box-Cox transformation consider Horowitz [46]
and Sakia [71]. The reason for applying the Box-Cox transformation is to increase the flexibility and
avoid misspecification of the model. In economic applications the dependent variable is frequently log-
transformed, see for example Acemoglu et al. [1] and Autor and Handel [16]. However, in general one does
not have guarantees that this transformation leads to the correct model. If the regression specification
is true for some different transformation, employing the log-transformation for fitting the regression
model might give misleading estimation and inference results. Specifying the transformation up to a

1Herein, vectors are column matrices and for any matrix A, AT denotes its transpose.



parameter and estimating the parameter together with the regression parameters leads to more reliable
results at the cost of having to estimate only one additional parameter. In addition, the common log-
transformation is nested in the Box-Cox transformation and, thus, can be confirmed by a statistical test.
Of course, one could aim to extending the framework and considering that the transformation belongs
to a nonparametric family of transformations. See, for instance, Horowitz [45] and Zhou et al. [82] for
such high-level assumptions on the transformation. However, such more general approaches pay the price
of more stringent independence assumptions on the error term e. Moreover, checking whether a given
transformation, such as the log-transformation, is validated by the data becomes much more challenging.
For all these reasons the extension of our framework to the case of nonparametric transformations will
remain beyond the scope of this study. Despite its popularity, even in a purely parametric framework,
estimation and inference in a Box-Cox transformation model is a difficult statistical problem and is usually
based on quite restrictive assumptions on the conditional law of the response. See for instance chapter 5
of Horowitz [46] for an illuminating discussion. The problem becomes even more complex in case of the
semiparametric regression (1.1) where one only assumes the minimal identification condition (1.2).

The semiparametric partially linear specification of the conditional mean of the response is quite
appealing as it allows a linear dependency on a subvector X of covariates, which could include discrete
variables, and meanwhile allows a nonparametric additive effect of the covariates Z. These features could
help practitioners faced with a large cross-sectional data set with independent observations including many
candidate explanatory variables, who, on the basis of economic theory or past experience with similar
data, feel able to parameterize only some of them.

There are many studies in the literature, where Z in (1.1) is either assumed to be a scalar nonstochastic
design variable, or Z is a stochastic vector and of arbitrary fixed dimension. The dimension of Z might
influence the estimation accuracy as we will see in the following. It is well-known that, given model
(1.1) with the true transformation, an ordinary least squares (OLS) regression of T(Y, Ag) on X alone
consistently estimates By, provided that X and m(Z) are orthogonal. However, this orthogonality
condition cannot be expected to hold true in most situations, and thus in general this OLS estimator is
biased, as usually happens with OLS in the presence of nonorthogonal omitted variables. See e.g. White
[80]. Consistent estimation of By in the presence of an unknown function m(-) is possible, however. For
instance, one may consider a nonparametric estimator of e(x,z) = E[T(Y, ) | X = x,Z = z]. When
X and Z do not overlap, the derivative of this estimator with respect to «, denoted by e,, yields a
consistent estimate of By under quite general conditions; see, e.g., Robinson [70]. Unfortunately, the
estimators é(x, z) and é, are not y/n-consistent, é, converging even slower than é(x, z). Moreover, the
greater the dimensions of X and Z, the further both estimators fall short of y/n-consistency.

Robinson [70] proposed an alternative and more effective approach. Given the true value Ao, under
the condition (1.2), one gets E[Y* | Z] = E[X | Z|*B + m(Z), where Y* = T(Y, ). Next, one can
rewrite the model as

Y*-E[Y*|Z]=(X-E[X|Z)"8+¢, E[X,Z]=0.

The estimator of By proposed by Robinson [70] is then a feasible version of the unfeasible OLS estimator of
Y*—E[Y*| Z]on X — E[X | Z]. The regressand and regressors E[Y™* | Z] and E[X | Z] being unknown,
they need to be estimated by some nonparametric procedure. Robinson [70] proposed to estimate them
by the Nadaraya-Watson (NW) estimator. He showed that, under suitable regularity assumptions and
conditions on the kernel and the bandwidth, the OLS estimator with response Y* — E[Y* | Z] and
covariate vector X — E[X | Z] yields a y/n-consistent, asymptotically normally distributed and efficient
estimator if the conditional expectations given Z are replaced by their kernel estimates. The quite
straightforward way to build efficient estimators made the partially linear model quite a popular. Versions
of this model have also been studied by Engle et al. [31], Heckman [42], Shiller [73] and Wahba [79].
For an overview consider Hérdle et al. [37] and Li and Racine [58]. In order to avoid the trimming
introduced by Robinson [70] to ensure that the estimate of the density of Z, f.(Z), stays away from
zero, Li [57] considered as starting point the unfeasible OLS regression of (Y* — E[Y™* | Z])f.(Z) on
(X — E[X | Z])f.(Z). Premultiplying by the density of Z does not break the consistency of the
unfeasible OLS estimator since E[f,(Z)e | X,Z]| = f.(Z)E[e | X,Z] = 0. Next, Li [57] proposed to
build OLS estimates using standard kernel estimators instead of the unfeasible response and covariates.
This new estimator is still \/n-consistent and asymptotically normally distributed. Moreover, Li [57]
relaxed the condition on the bandwidth with the consequence that the smoothing requires higher order
kernels only if the dimension of Z is larger than 5, instead of larger than 3 as required in Robinson [70].

The least squares approach fails when the response variable is a transformation depending on an
unknown parameter. This is well-known in parametric Box-Cox transformation regression models, and is
inherited by our semiparametric extension introduced in equation (1.1). However, the model we consider
herein belongs to the large class of models defined by conditional moment restrictions. Therefore, we
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propose to estimate the finite dimensional parameters A and 3 of model (1.1) combining the estimation
strategy of Li [57] with the smooth minimum distance (SmoothMD) estimator proposed by Lavergne and
Patilea [56].

The motivation for the SmoothMD estimator is that models nonlinear in parameters like (1.1) that are
based on conditional moment restrictions as condition (1.2) can render inconsistent parameter estimates
when the generalized method of moments (GMM) is used for estimation. The reason is that the condi-
tional moment restrictions, that identify the model, imply an infinite number of unconditional moment
restrictions if the conditioning variables have a support with infinite cardinality. However, GMM relies
only on a finite number of instruments and, thus, in general consistency of GMM relies on additional
assumptions. See Dominguez and Lobato [29]. This problem has been pointed out for the Box-Cox
transformation by Foster et al. [32] and Shin [74] in the linear case. See also Horowitz [46]. More recent
work focuses on accounting for conditional equations at the outset to obtain more efficient estimators.
Some methods rely on increasing the number of considered unconditional estimating equations (or in-
struments) with the sample size, such as the sieve minimum distance (SMD) approach of Ai and Chen
[3], or generalizations of GMM and empirical likelihood (EL) by Donald et al. [30] and Hjort et al. [43].
Carrasco and Florens [24] use a regularization approach to generalize the GMM approach to a continuum
of estimating equations. Other EL-type estimators use nonparametric smoothing to estimate conditional
equations, such as Antoine et al. [13], Kitamura et al. [52], and Smith [76, 77]. All these approaches share
one common feature. The estimators’ sensitivity to the user-chosen parameter (number of estimating
equations, regularization parameter, or smoothing parameter) remains largely unknown. This is one key
motivation for the alternative estimator of Lavergne and Patilea [56], the SmoothMD estimator. The
asymptotic representation of their estimator is established as a process indexed by a tuning parame-
ter, the user-chosen parameter, which can vary within a wide range including values independent of the
sample size.

Let us briefly recall the SmoothMD approach. Consider a general conditional moment restrictions
model
Elg(U;0) | W] =0, (1.3)

where ¢(-) is a given function, U is a vector of observed variables, W is a subvector of U and 0 is
the finite-dimensional parameter of interest. The components of W need not be continuous random
variables. It is assumed that there exists a 0y such that E[g(U;0y) | W] = 0 and 6y is unique with
this property. The SmoothMD approach is based on an equivalent rewriting of equation (1.3) under the
form of a suitable unconditional moment. For this purpose, let w(-) be a symmetric function of W with
positive Fourier transform. The typical example we have in mind is w(W') = exp {—WTDW} where D
is some positive definite matrix. Typically, D is a diagonal matrix with diagonal elements playing the
role of standardizing constants. Lavergne and Patilea [56] list many other possible choices for w(-). Then
condition (1.3) is satisfied if and only if

Q(8) = E[g(U1;0)g(Uz; 0)w(Wy — W2)] = 0,

where U; and U, are independent copies of U (and W; and W5 are the corresponding subvectors).
Whenever E[g(U;0) | W] # 0, one has Q(0) > 0. Finally, the SmoothMD estimator is defined as the
minimum of a sample based approximation of Q(6). The SmoothMD estimator is \/n-consistent and
asymptotically normal. Meanwhile, estimators based on instruments may be inconsistent if their number
is kept fixed, as pointed out by Dominguez and Lobato [29]. Hence, the SmoothMD estimator bridges a
gap between Dominguez and Lobato’s method, which does not require a user-chosen parameter, and the
competing SMD estimator and EL and GMM-type methods that rely on smoothing. Indeed, Lavergne
and Patilea [56] obtained their asymptotic results uniformly with respect to the diagonal of the matrix D
in an interval with the right endpoint allowed to grow to infinity. Then, a diagonal element of D could
be viewed as the inverse of a kernel smoothing bandwidth tending to zero at a suitable rate.

In the context of our model defined in (1.1), we have to extend the SmoothMD approach to the case
where the model contains an infinite-dimensional nuisance parameter. Let W = (X T ZT)T € RP x R
and U = (Y,WT)". Moreover, let § = (A,87)" and

9(U;0.v,m) = (T(Y,\) - E[T(Y,\) | Z] - (X — E[X | Z))"B) f.(Z) — . (1.4)

Here, 1 is an infinite-dimensional nuisance parameter containing the three unknown functions of Z
appearing in the definition of g(U;8,+v,n) and v € R is an intercept nuisance parameter. Then, our
transformation partially linear mean regression model could be written under the form of a conditional
moment equation E[g(U;0,v,n) | W] = 0. The true value of the intercept ~ is known to be equal to zero.
However, this artificial parameter will be helpful to diminish the amplitude of the variance coming from



the nonparametric estimators of the unknown functions in the asymptotic representation of the estimator
of 6y = ()\0, BL )T. The generalized SmoothMD approach we propose is based on the equivalence

E[g(Uvaa’Yan) | W} =0 «— Q(&’Y) = E[g(Ul;Oa’}/)nl)g(UQ;oa’%nQ)w(Wl - WQ)] = 07

where U; and U, are independent copies of U (and W; and W5 are the corresponding subvectors).
Whenever, Elg(U;0,v,n) | W] # 0, one has Q(0,v) > 0. Next, the idea is to define the SmoothMD
estimator as the minimum of a sample based version of Q(8,~). To take advantage of the structure of
our model, we propose to define our SmoothMD estimator using a profiling approach. Given the i.i.d.
sample Uy, ..., U, and nonparametric estimates 7, ..., 7, of the values of the nuisance parameter, for
each A, we define the map

R 1 R R
(v.8")" = Qn ((A,ﬁT)T ,v) == > 9(Ui;0,7,1:)9(Uj; 0,7, ;) w(W; — W),

1<ij<n

which is quadratic with an explicit unique minimum (3(\), B(A\)7)7. Thus, we define a profile SmoothMD
estimator of \g as

~ LA A\
A= argm;nQn ((Nﬁ()\) ) 77()\)> .

and, with at hand the estimate X, eventually we calculate B\(X), the semiparametric SmoothMD estimate
of By. Let us point out that our SmoothMD approach could also be used in classic particular cases.
Indeed, the model of Robinson [70] is nested in the model (1.2) in the sense that it corresponds to the
situation where the transformation parameter A is known. In this case our ﬁ(A) is an alternative to
Robinson [70]’s estimator for which we require weaker technical conditions. The classical linear model of
Box and Cox [22], as well as any parametric extension, could also be estimated by SmoothMD, without
any further assumptions on the law of €. In that case the smoothing with respect to Z is unnecessary as
the model does not contain any unknown function.

In addition, we can estimate the transformation partially linear model if we have endogeneity in X,
ie. Ele | X]# 0but E[e | Z] = 0. In order to be able to estimate the model we need to find a vector W

such that Flg(U;8,~v,n) | W] = 0. Here, one needs a vector of instruments V' that is correlated with X

but Efe | V] = 0 such that W = (v7, ZT)T. See Li and Stengos [59] and chapter 2 for a discussion in
the standard model of Robinson [70] with known Ag. If we have endogeneity in Z the estimation problem
becomes more delicate and cannot be conducted in the way we propose in this chapter. This problem is
left for future research.

The remainder of the chapter is organized as follows. In section 1.2, we present our new estimation
method and establish identification of the model parameters. In section 1.3, we develop our uniform-
in-bandwidth theory, including consistency and /n—consistency of our estimator. In section 1.4, we
investigate a distance-metric procedure for testing restrictions on parameters. In section 1.5, we study
the finite sample behavior by a simulation study and apply the estimator to a real data sample. Our
estimator performs well in our experiments and our tests yield accurate levels and good power in moderate
samples. Section 1.6 concludes. Technical assumptions are stated in section 1.7.

1.2. The semiparametric SmoothMD approach

In this section we formally define our semiparametric estimator. First, we investigate two issues. On
the one hand, we prove identification of the true value 8g = (Ao, 3% )7 of the parameter of interest. Next,
we discuss the recommendation appearing in the literature for normalizing the response variable. This
issue is specific to the Box-Cox transformation, though similar problems occur with other families of
transformations. Finally, we define our semiparametric SmoothMD estimator.

We use the following notation throughout the remaining of the chapter. For dj,d. > 1, let R%*de
denote the set of d; X d. A matrices with real elements. Let 14, (resp. 04,) denote the vector with all
components equal to 1 (resp. 0), 0g4,xq4, the d; x d.—null matrix and I, g4, the identity matrix with
dimension d; x d;. For a matrix A, ||A] is the Frobenius norm and ||A||s, the spectral norm. Below,
D = diag(d) is some positive definite diagonal matrix with d € D C Rf’fq being a diagonal vector with
strictly positive components. Herein, D is a compact set and our asymptotic results are derived uniformly
with respect to d € D.



1.2.1. Identification
Let —00 < Amin < Ao < Amax < 00, With Apin < 0 and Apax > 0. For any A € A = [Ain, Amax), let

(YN, BN =arg min_ E[g(U1;0,7v,1m1)9(Uz; 8,7, m2)w(W7 — Wa)], (1.5)
~ER,BERP

with g(U1;0,7,m1) and g(Usz; 0,7, m2) being independent copies of g(U; 0,~,n) defined in equation (1.4)

with U = (v, WD), w = (XT,27)", 6 = (A, 87)T and
n=(f().BITY,\N|Z="1EX|Z="]")"

With all this in hand we can now state the following identification result.

Lemma 1.1. Suppose that Assumptions 1.1 and 1.2 hold true and max(|Amin|, Amaz) < 00. Let y(X)
and B(\) be defined as in equation (1.5). Then, v(Ag) =0 and B(Xo) = Bo and

P (E[(T(Y,)) = BIT(Y,\) | Z))f.(Z) =~ — (X - BEIX | Z))'Bf.(Z) | X, Z] =0) <1,

for ally € R and 8 = (X, BT)T € A x RP such that (v,07)T # (0,08)T. Moreover, for any ¢ > 0,
inf inf F [g (Ur; (N, BT, v(A Us; (A, BT, v(A
A€A, |1){1—>\0|25 érelp [g( 17( 7ﬁ( ) ) 7'7( )»771>g( Za( aﬁ( ) ) ”7( )"’72)
x exp {— (W, — W) " D(W; — W3)}] > 0. (1.6)

1.2.2. Bozx-Cox transformation and standardized responses

Let us note that

A A

im 2~ =0 if0o<y<1l and lim 2
AMoo A Al —o0

1
=0 ify>1.

In classical estimation approaches for parametric regression models with Box-Cox transformed re-
sponse, this is likely to induce instability for the estimation of the parameter A. See, e.g., Khazzoom [51],
Powell [69] and Showalter [75] for a discussion of this well-known issue. In order to avoid such problems,
the common recommendation is to standardize the response by some constant, say s, such that

P(Y/s<1)>0 and P(Y/s>1)>0.

The constant s could be for instance the mean of Y or the geometric mean of Y.2 With finite samples,
the practitioner would first estimate such a constant using the sample and next would normalize the
responses. The same type of problems might occur in our semiparametric extension of the Box-Cox
transformation model. For this reason, we will replace our function g(U;8,~,n) by a family of functions
s72g(U;6,~,n) indexed also by s in some interval on the positive half-line that we will let depend on the
sample size. This change of the family of functions is equivalent to changing Y to Y/s in the definition
(1.4), and a rescaling of the parameters 3 and ~.

By the profiling-based construction of our SmoothMD estimator, the replacement of the response Y
by Y/s matters only for computing A. Clearly, the identifiability property established in Lemma 1.1 is
preserved. In the following we provide asymptotic results that are uniform with respect to s in order to
allow for a data-driven choice of s, such as for instance the sample geometric mean of the response.

1.2.3. The estimator

Given an independent sample (Y, X7, Zf)T o (Y, XTI Z};)T from (v, X7, ZT)T € R x RPTY,
let us define

) = (T 3) - BT, ) | ZD)E(Z1), o, (TV,0) — BTN | Z)F(Z0) € R,

n n
2The geometric mean is defined as G, = [] Yil/n = exp {% > log(Yi)}. Let ymax be the largest and ymin the smallest
i—1 i=1
n o 1/n ' ) n S\ 1/n
observed value. We get that #gax = T] (y‘;ﬂ) > 1 and Zgin = T] <y';‘A) < 1 as long as Ymax > Ymin- The
" i=1 ‘ " i=1 ‘
reasoning for ¥ is similar.



and
% = (%~ BIX | ZDE(Z0) . (X~ BlXa | ZW)FZ0) € RO

For 1 < i < n, o = (f.(%),E[T (Yl,)\) | Z,),E[X; | Z;)T)T are nonparametric estimates of 1; =
(f.(Z:),E[T(Y;,\) | Z], E[X; | Z;)T)T. For the unknown values we use the kernel estimates
~ 1 & Z— Z; 1 & Z,— Z;
(Z;) = — K|—— , ET(Yi,N) | Zi]f. z = 4 )
f()nhq;<h>[()l]f - 10 i (252

and
~ ~ 1 < Z,— Z,
EX;| Z\f.(Z;) = W;XJK (h) .

Here K(-) is a multivariate kernel function and h is the bandwidth. Let Q,, be the n X n— symmetric
matrix with elements

Qi =exp{—(X] - X[, 2] - Z]'\D(X; - X;,Z; — Z;)}, 1<4,j<n.

Typically, the components of the vector d defining the diagonal matrix D are proportional to the standard
deviation of the components of the vectors (X, ZI)T. The definition of €, ;; allows also to take into
account discrete components of X. For finite support discrete covariates, one could set some large value
for the corresponding diagonal element of D, which in practice would be equivalent to an indicator of
the event that the observations ¢ and j have the same value for that covariate.

We can now define, for any A, the estimates of (y()\), B(A\)T)T € R!*? introduced in equation (1.5).
For any s > 0, let

~ ~ ~ T ~ ~
Qu (A8 75) =027 (Tu V) = 710 = RaB) - 2 (Ta()) — 710 — RuB) .
For fixed s and A, consider the generalized least-squares problem
minQ, ((A8")" 7:s) (1.7)
7,

The solution of this problem does not depend on s~ and has the form of standard generalized least-
squares estimators:

1 ~ ~
AN BN) = ——17Q, (Y,,\\) - X,.800)),
BN = grg 110 (Talh) — KuBV)
and
-~ ~ ~ 1
B\ = (XTDan) KT, Y.\,
with 1
D,=Q, - ——.1,17Q, € R"*", 1.

Next, plugging (F(A, B(\)), BA)T)T into the problem (1.7), for given s, we define the SmoothMD
estimator of Ay as

~

X = X( ) = arg I/\nl/I\lS Y, (N)T B, sY, (M), (1.9)
€

with

Note that, by construction,
D,1,=B8,1,=0, and B,X,=0,,,.

Finally, the SmoothMD estimator of 3y is B(X) We close this section showing that our estimator is
well-defined.

Lemma 1.2. If Assumptions 1.1.8 and 1.2 hold true, then, for each n > 1,

1. the matrices ,, and XZDan are positive definite with probability 1. In particular, 11,1, > 0
and XT'D,,X,, is invertible with probability 1.
2. the matrix @n 18 positive semi-definite with probability 1.

8



Remark 1. The matrix I, is defined in equation (1.8) and has dimension n x n. Therefore, it becomes
difficult to work with this matrix when the sample size is large. However, it is not necessary to estimate
the matrix ID,, itself but it suffices to estimate X2, and Y, (A\)7D,, to be able to calculate B(\) and A.
In section 1.5 we show that the estimator can be applied for n > 100, 000.

1.3. Consistency and asymptotic normality

The estimator X(s) depends on the fixed value s, a value that could, in practice, be data driven and
calculated from the sample. For this reason, our asymptotic results are stated uniformly with respect
to s. In the simulations we will use the geometric mean, exp {% > log(Y;)}, for s. Our asymptotic
results are also stated uniformly with respect to the diagonal of the matrix D. This ensures that we can
use a data driven estimate of D proportional to the empirical standard deviation of X or Z.

Let’s introduce some more notation: for each A € A, let

Yn(A) = (T(Y1, ) = E[T(Y1, ) | Z1])fo(Z1), - (T (Y, N) = E[T(Ya, M) | Z))f2(Z0))" € R™,

and
X, = (X1 — E[X1 | Z))f=(21), ..., (X0 — E[X,, | Zn))f=(Z,))" € R™P.

Moreover,
B, =D, — DX, (X'D,X,) " XD, € R"*",

with D,, defined in equation (1.8). Again, by construction B,1, = 0,, and B,X,, = 0,,x,. With all this
in hand we can now state consistency of our estimator.

Theorem 1.1 (Consistency). Assume that Assumptions 1.1, 1.2 and 1.3 hold true. Let sy be some
normalizing value such that P(Y/so <1) > 0 and P(Y/sg > 1) > 0 and let S,, be an arbitrary op(1)
neighborhood of so. Then

sup sup sup |\ — )\0‘ =op(l) and sup sup sup HB(X) - ﬁoH = op(1)
h€Hc,n sESy dED h€Hc,n sS€ESy, dED

In Theorem 1.1 we require that h € H, , where Hepn = [Cminn ™%, Cmazn ™ %], wWith 0 < o < 1/¢ and
Cmins Cmagz are positive constants. This implies that nh? — oo and h — 0 for n — oo which is in line
with Robinson [70] and Li [57].

Next, we prove asymptotic normality of our estimator. For this purpose, we first derive the asymptotic
linear representation of A and B(\) from which the y/n—asymptotic normality follows. In the following
result, we show that X and 3 (X) are asymptotically not equivalent to the infeasible estimators of Ay and
Bo one would obtain when the infinite-dimensional parameter n is given and the intercept v is equal to
0. This is in contrast to the results of Li [57] and Robinson [70]. The reason is that they can use the
fact that F[X,,; | Z;] = 0 when controlling higher order terms. In our case, we weight the observations
by €, ;; such that E[X,, ;Q, ;; | Z;] # 0 for i # j. This is also the reason why we need to ask for ¢ < 4
instead of ¢ < 6 as in Li [57]. Therefore, we require that h € Hgc p, where Hoen, = [Cminn ™%, Cmazn ™%,
with o € (1/4,1/q).

The results are again obtained uniformly with respect to the elements on the diagonal of the matrix
D that determines ,, and with respect to the scaling factor s that could be used for numerical stability,
as mentioned in Section 1.2.2. In addition, let K (-) = h=9K(-/h) and, for any 1 <1i,5 < n, let

Knij = Kn(Z; — Zj).

Proposition 1.1 (Asymptotic representation). Assume that the conditions of Theorem 1.1 hold true.
Moreover, Assumption 1.4 holds true. Then, uniformly with respect to h € Hsepn, d € D and s € Sy,

8 0 0

Ao = = | 5¥a(h)" nmynw]_l S Yn00) By |(ef2)n — (8 F2) |+or(n%) = Op(n2),

and

B - Bo = (XID,X,) ' XID, {(e Fon — (af)n + %\yn(xo) (X - /\0)] + op(n~1/2) = Op(n-1/2),

T
where (ef2)n = (e1f.(Z1), ..., enf-(Z,))T and (§|zj?z) = (}L > EkKh,lk,...,% > EkKh’nk> .
n k=1,k#1 k=1 k#n

9



Note that the asymptotic representation of X does not depend on sg, i.e. the choice of sy does not
influence the asymptotic behavior of A. This result is in line with the result of Powell [69].

In the following we state asymptotic normality of our estimator. Therefore, we use the notation
Qn7ij(d) = Qn,ij and )

179, (d)1,
to make the dependence of €2,, on d explicit. Note that with

Dn(d) = Qn(d) - Qn(d)lnlz;ﬂn(d)7

Q) 55(d) = 95 = exp{—(X; — X;)"diag(dy, . .., dp)(Xi — X;)} and
Q’IZLZ] (d) Q’IZLZ] - exp{—(Zi - Zj)Tdiag(dPJrh s vdp+q)(Zi - Zj)}? 1 < 7’7] < n,

Q,,5(d) = QX,.(d)QZ,.(d). Furthermore, we define, for 1 < i < n,

n,ij n,ij

w0 = ( (e g [ an]) - (4. - gy =) )

where ZY,:(\) = (&T(Y;,\) — E[ZT(Yi,\) | Z)]) £-(Z;) and X,; = (X; — E[X; | Zi))f.(Z;). In
addition, let

Qflj (d) sz] (d) E [Qn zk( ) | XZ] .

With all this in hand we can state the following Theorem.

Theorem 1.2 (Asymptotic normality). Assume that the conditions of Proposition 1.1 hold true. Then,
uniformly with respect to h € Hoen, d €D and s € Sy,

Vi (BT = (0, 80)7) =~V (d fogfz [mi(d) QL (D)) 5(d) | X;,25] | + 08 (1),

converges in distribution to a tight random process whose marginal distribution is zero-mean normal with
covariance function V (d1) 1 A(dy,d2)V (d2) ™t where

Vid) = E[n724Y,(X)TD, (d) 9Y,(N)] —E[n 25 Y, (X) Dy (d)X,]
- —E [n7?XDy(d) 5 (Ao)] E [n72XID,(d)X,]

and A(dy,da) = B [Var[e;£.(25) | X;, 23] 7i(dh) 7ilde) Q7 ()R, (d) @, () B ()]

Due to the estimation error coming from the estimation of 17 we need <I>n ij .(d) to state the asymptotic
variance of our estimators. If 7 was known @Y, i (d) should be replaced by Q) ,i(d).

We can estimate the covariance matrix by V(di) " A(dy, d2)V (da) !, where

V(d) = <n2£§ WDy (d) &Y (V) —n2§§n(X)Tmn(d)s§n>
Y

—n XD, (d) 2 Y, (\) n=2XTD, (d)X,
and (1.10)
T
Adrd) =7 (G Tu® T ) Do ()8 (@) 2, LD () (5 T0 T )

Here, ®X and ®,, are the n x n— symmetric matrices with elements

n,ij n,ik =
k=1
@,,5(d) = &) ()R ;(d), L<ij<n
1
d Dyinf(d) = Iy — Q0 (d)1,1%.
f]n = diag(@' e1f.(Z1) | X1, Z4],. .. ,@“ lenf(Zn) | X, Zn]) is an estimator of the error variance.

One can use a nonparametric estimator for the conditional variance or alternatively use an estimate of the

10



error terms to approximate the conditional variance in the spirit of the Eiker-White variance estimator.
Consistency of the above estimators is straightforward to establish.

Remark 2. It is also possible to estimate the unknown parameters A and 3 without the intercept nui-
sance parameter . In that case D, is replaced by €2,, in the estimation of A and 8. The estimator is than
still y/n—consistent and is asymptotically normally distributed. In the variance V (d1)*A(d1,d2)V (d2) ™!

D, is replaced by €2, and 7;(d) by 7i(d) = (%Ym()\), —Xz;i)T. When estimating the variance Dy, ;¢
has to be replaced by I,x, and D, by Q,. However, when the model parameters are estimated with
intercept nuisance parameter v the impact of estimating 1 on the asymptotic variance becomes small. In

the proof of Theorem 1.2 it was established that
meﬂﬁT—@m%Y)=—vwr{ﬁ§:qﬁwﬁEu<>nm<n z)
j=1
- %kafz(zk) ( )Qn zk( )wa( ) | Zk?:l ) +op (n_1/2) .
k=1

The second sum + > &, f.(Zy)E [ (d)Q7 .0
k=1

is due to the estimation of ). If we would know 7 this sum would not be present. In the following we
consider [Ti(d)ﬂfzkﬂn ij | Zk}. If we could replace the index k by j in QTZL’ik we would get that

i | Zk} in the asymptotic representation of (X, 3(A\)7)7

z X Z 0oX
E[ (d)nn 17 n,ij | Zk] = E[ (d)ﬂn ’LJQTL ’Lj] = Op+17
such that the second sum would not be present as well. Of course this is not possible. However, here we
consider d as a vector with elements playing the role of standardizing constants. If the elements of d are

the inverse of a kernel smoothing bandwidth tending to zero at a suitable rate E {Tl-(d)QTZ”an ij | Zk}

tends to zero for n — co. The exact rate is over the scope of this study, but we will show in the simulation
section that even in case of d being a vector of constants it seems that we can forget about the second part
in the asymptotic representation. The estimator is labeled SmoothMD* in the simulation section. If we
do not consider the second part in the asymptotic representation the variance is estimated by replacing
Qn,ij (d) with Qn,ij (d)

Note that the constant v is necessary in order to be able to remove the second part in the representation
as B [Ti(d)QF ;X0 | Zi] = E [Ti(d)QZ ;905 ;] # 0py1.

n,ij nz] n,ij

1.4. Testing based on SmoothMD for parameter restrictions

In section 1.3 we established consistency and asymptotic normality of our estimator. The asymptotic
behavior of our estimator is not influenced by the standardization with s but the asymptotic variance
is affected by the estimation of . In addition, the behavior of our estimator is, even asymptotically,
influenced by the vector d. When developing a test theory we should take that influence into account in
order to get reliable results. That’s what we do in the following.

1.4.1. Testing the transformation parameter

When it comes to testing parameter restrictions in the semiparametric partially linear regression
model with Box-Cox transformation we might be mainly interested in testing if A is zero or not and if
the components of 3 are zero. However, we will consider here a more general approach to allow for more
complex hypotheses as well. We separate the discussion into two parts. In the first part, we consider
only restrictions for A and in the second part we consider restrictions for 3 with and without restricting
A

Suppose we want to test the restriction for A given by
Ho : /\0 = AR. (111)

In order to test this restriction, we can use the distance metric statistic proposed by Lavergne and Patilea
[56]. Adapted to our case and for testing (1.11) we consider the distance

~ o~ o~

DMy = 20,00 BaTah) = =TT BaTu (V).
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The distance metric is based on the object that is minimized to get the estimate for X, see equation
(1.9). However, the test statistic is not standardized by s~ as we need this only for the estimation of \.
Let

o T
=Y (Ao) o

e (EM X ) D, ((e£:)e - (8i-72), )
Therefore, we can now state the following Proposition.

Proposition 1.2. Assume that the conditions of Proposition 1.1 hold true. Then, uniformly with respect
toh € Hsen, d €D and s € 9y,

9
X

Yn()\O)TIB%ngYn(/\O) = op(1),

DMy — (1,00 V(d)'n =32 A,n =32 ATV (d)~' (1,00)"E {n‘Q o

under Hy and P(n=*DM) > ¢) — 1 for some ¢ > 0 if Hy does not hold.

The process (1,02)V (d)"'n=3/2A4,n=32 ATV (d)~*(1,0])"E (7722 Y,(Ao) T By, & Y, (Ao)] is asymp-
totically tight and for each d behaves asymptotically as a chi-square times

(LoNV(d) ' A(d,d)V (d)~1(1,00)TE [n=2 & Y, (Xo) "By 2% Yn(Xo)], see Johnson et al. [49]. The dis-

tribution of the distance metric statistic is, thus, in general non-pivotal. Determining critical values
requires the estimation of (1,0])V (d)"'A(d,d)V (d)~'(1,0])"E [nfza%Yn()\o)T]Bn%Yn()\o)], which
can rely on the estimators stated in (1.10).

1.4.2. Testing the slope coefficients

In the next part we consider restrictions for 8. Suppose we want to test r linear restrictions for 3
given by

HO : R/B() =C, (112)

where R is a r X p— matrix of full rank and ¢ € R". In order to test the restrictions, we need to find the
restricted estimators for By, Br(A), and Ag, Ag. We minimize

~

~ ~ T ~
n=2s~2A (Yn()\) - Xn5> D, (Yn(A) - Xnﬂ) st. RB=c,
with respect to 3 and get that

~

N SO SO -t
Br()) = B0 - (XID.X,) m@@m%)w)@wma.
The restricted estimator for A\g is then given by

~ o~ ~

~ o~ T ~ ~ ~
X = An(s) = argmins™ (Vu(3) = XuBr(V)) Dus™ (Tuld) = XuBa()) - (1.13)
€
With all the estimators in hand we can now define our distance metric statistic for testing (1.12).
1 /o~ o AT o - o~~~ o
DMs = — (Ya ) = %uBr(O)) Bu (Yu(in) = KuBr(n) ) - ~¥, ()" B, (3.

The distance metric is based on the object that is minimized to get the restricted estimate for A, see
equation (1.13). Once again the test statistic is not standardized by s~* as we need this only for the

estimation of \. Let,

—1
Bp.g =B, + DX, (XID,X,) " R” (R (XTD,X,) " RT) R(XTD,X,) " XID,,

and
) ) -t 0 ) )
_ -2 ¥ T -~ -2 ¥ T e -~ T +
Vi(d) = (E {n 25 ¥n (%) Bn,Ra/\YH()\O)} E{n 25 Yn (%) IB%n,Ra/\Yn()\O)} E[a)\Yn()\o) ]D)anIB%n}>7
where

B = (XD,X,) " — (X!D,X,) " R” (R (XTD,X,,) " RT)% R(XTD,X,) .
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Therefore, we can now state the following proposition.

Proposition 1.3. Assume that the conditions of Proposition 1.1 hold true. Then, uniformly with respect
toh € Hsen, d €D and s € 5y,

DMz
—n3/2AT ( (Opx1 Typsp) " B [XEDX] ' BT (RE [XIDuX,] RT)_l RE [n X[ DuXa] " Oyt Ipxy)

O oA

9 0
oA

— Vr(d)TVr(d)E [n_QaYn(AO)TIBmRaYn()\O)]

+V(d)~(1,00)7(1,07)V(d) ' E {n =

n(/\O)TE716Yn(>\O):| )Ann3/2 = O]p(l),
under Hy and P(n"'DMg > ¢) — 1 for some ¢ > 0 if Hy does not hold.

The process in Proposition 1.3 is asymptotically tight and for each d behaves asymptotically as a
weighted sum of p + 1 — r independent chi-squares, where the weights are the positive eigenvalues of

(Opx1 Tpsp) " B [n2XED,X,] BT (RE [n72X[D,X,] " RT) CRE [02XTD,X,] T (0pr. Iyy) Ald, d)

— Vr(d)'Vr(d)A(d,d)E [n‘QEi\Yn(AO)TIBn’R;\Yn()\O)]

VT 0,0 (L0 V(@) A D 1 1, () B Y ()|

see Johnson et al. [49]. Determining critical values requires the estimation of the last display. We can use
the estimators stated in (1.10) and for all other components we simply replace the unknown expressions
by their sample equivalence, e.g. estimate B,, r by

Bo+n % (70,7 @ (r(E0,5) ' B) U R(%ID.%,) 7D,

1.4.8. Testing the transformation parameter and the slope coefficients
Finally, we consider the combined restrictions for 3 and . Suppose we want to test

HoZRﬂo =c and )\0 :>\R~

In contrast to the hypothesis stated in (1.12) we do not need to estimate XR. Therefore, the distance
metric statistic is for this case given by

~ ~

DMg = % (§n()\R) - Xrﬁ}%(AR))T]Dn (§n(/\R) - XnﬁRO‘R)) - EYn(X)T B, Y, (A).

In addition, DMg ) does not converge to the same expression as DMg as Ag is fixed. Therefore, we state
the following proposition.

Proposition 1.4. Assume that the conditions of Proposition 1.1 hold true. Then, uniformly with respect
toh € Hsen, d €D and s € 5y,

DM[;’,\

—n92AT ( (Opx1 Tpsp) " B [XID,X] ' BT (RE [XIDuX,] " RT) CRE [0, X,] T (01 Tony)

+V(d)~(1,00)"(1,00)V(d)'E {n2£§(n(xo)%n£yn(xo)] )Ann3/2 = op(1),

under Hy and P(n"'DMg » > ¢) — 1 for some ¢ > 0 if Hy does not hold.

The process in Proposition 1.4 is asymptotically tight and for each d behaves asymptotically as a
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weighted sum of p — r independent chi-squares, where the weights are the positive eigenvalues of

(Op1, Ipp) T B [XID,X,] " RT (RE XTD,X,] " RT)_l RE [n7>XID,X,] ™ (0px1, Ipxp) A(d, d)

V) 1,0 (L0 V(@) A A |1, (007 B ¥ 0)|.

see Johnson et al. [49]. Determining critical values requires the estimation of the last display. We can use
the estimators stated in (1.10) and for all other components we simply replace the unknown expressions
by their sample equivalence.

Remark 3. The Propositions of section 1.4 are also valid if the unknown parameters \ and 3 are esti-
mated without the intercept nuisance parameter . In that case D, is replaced by €2,, in the statements.
Moreover, when estimating the unknown variance D, ;s has to be replace by I,,xy.

The usual chi-square distribution might appear when we use an efficient estimator reaching the semi-
parametric efficiency bound, i.e. we would need an optimal weighting matrix and d tending to zero. If
this is possible and how the weighting matrix would need to look like is left for future research.

1.5. Small sample study and real data application

In this section we consider the small sample behavior of our estimator. We conduct several simulation
experiments to consider bias and standard deviation for the estimated parameters. In addition, we
conduct hypothesis tests as discussed in section 1.4. We begin with a consideration of the simulation
setup. We then state our simulation results and, finally, close the section with a real data application.

1.5.1. Simulation setup

During the simulation, we consider four different models. The models are given by

Model 1: T(Y,Xo) = XBo + m(2) + &, m(2) = {22Z 4+ 1 with Z ~ N(1,1), Ao = 0 and 8y = 1,

X =27 4uwith u~ N(0,1) and & = /5525 @ with @ ~ N (0, ).
Model 2: T(Y, o) = Xy +m(Z) + &, m(Z) = 152y +3 with Z ~ N(1,1), A = 05 and fy = 1,
X =27 +uwithu~ N(0,1) and ¢ ~ N (0, }).

Model 3: T(Y, o) = XBo +m(Z) + &, m(2) = 122l — 1 with Z ~ U(=3,-1), \g = —1 and f = 1,

X =27+ uwithu~U(~1,1) and e ~ U (—\/1/9, «/1/9).

Model 4: T(K )\0) = X1ﬂ10+X2,820 +m(Zl,Z2)+€, m(Zl,Zg) = %"’Zl +Z2+Z1Z2 with Zl,Zg ~ N(O, 1),
Mo =0,B10=1, X, = —1(Z + Zs) +u with u ~ N(0,1), Xo; “%" Ber(0.2) and fa; "~ U(—1,1)
forl=1,...,30 ,e~N(0,3).

The main difference of the models is the transformation parameter A. Model 1 and Model 4 have
Ao = 0, whereas Model 2 has A\g = 0.5 and Model 3 Ay = —1. To ensure that Y > 0 in Model 3 we draw
the random variables from uniform distributions. In all other models positivity of Y is ensured as well.
Model 1 has heteroskedastic error terms which is captured by the developed theory. Model 4 contains 30
dummy variabels, X5, which take the value 1 with probability 20%.

The estimators are computed by employing a normal kernel for K(-). Z is standardized componen-
twise by the corresponding standard deviations and h o n~'/3-5. This bandwidth choice satisfies the
assumptions of Theorem 1.2. The components of d defining the diagonal matrix D in €2, are set equal
to the componentwise standard deviations of X and Z when X is continuous. In case of the dummy
variables X5 an indicator of the event that the observations have the same value is employed. For Model
4 we ensure in the simulations that for every observation there exist at least 4 observations with the same
dummy variable combination.

In the estimation we define a grid for values of A\ that are considered during the optimization. This
optimization grid for A is given in our simulation by the grid [Ag — 0.8, Ag + 0.8] with step size 0.001. We

minimize G;*Y, (A7 B,, G;*Y,.(\) over the defined grid to get A and B()), where G,, = [] Yil/n is the
i=1

geometric mean.

In the simulation we compare the proposed estimator where  is employed with the estimator that does
not use 7. As explained in section 1.3 both estimators converge asymptotically to a normal distribution.
Due to the fact that the estimator with v reduces the influence on the variance coming from the estimation
of m it is interesting to consider both estimators.
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We consider bias and standard deviation of the estimators as well as power and size of the distance
metric statistics proposed in section 1.4. In addition, we test by a simple Z-Test if the estimated param-
eters are significantly different from the true value. Therefore, we employ the variance estimator stated
in equation (1.10) for both estimators with the necessary adjustments for the estimator without . To
estimate the error variance we employ the Eiker-White variance estimator. In order to see the influence
of the estimated 1 on the variance we consider all tests also without taking the estimation error of n into
account. Therefore, we replace ®,, by €2, in the variance estimator.

In addition, the Nonlinear two-stage Least Squares (NL2SLS) estimator for the Box-Cox model in-
troduced by Amemiya and Powell [8] is considered as competitor. In order to be able to employ this
estimator it is assumed that the function m(-) is known and, thus, m(Z) can be added as additional
regressor. The instruments are, therefore, given by W; = (1, X;, X2 m(Z;),m(Z;)?). We consider the
Z-Test for the NL2SLS estimator as well where we employ the Eiker-White variance estimator again.

1.5.2. Simulation results

Table 1.1 states the results for bias and standard deviation for A and 8 in Model 1. All three estimators
have comparable results for bias and the bias decreases with sample size for 8, whereas it is the lowest
for n = 500 for the SmoothMD estimators in case of A. Surprisingly, the standard deviation is also
comparable for all three estimators even though m(-) is given for the NL2SLS estimator.

Table 1.2 states the results for bias and standard deviation for A, 8y and (33, one representative
parameter out of the 30 parameters in 32, in Model 4. All three estimators have comparable results for
bias and the bias decreases with sample size for all three parameters. In contrast to the results for Model
1, the standard deviation is smaller in case of the NL2SLS estimator for 81 and (2. This result should
be expacted as m(-) is given for the NL2SLS estimator. The standard deviations for the SmoothMD
estimators with and without « are as in Model 1 nearly the same.

Table 1.1: Bias and Standard Deviation of the estimators for A and B in Model 1.

s Bias St. dev.

n 250 500 1000 250 500 1000
A estimator

SmoothMD with ~ G, 0.003 0.0001 0.001 0.042 0.03 0.021
SmoothMD without v G, 0.002 0.0001 0.001 0.041 0.029 0.02
NL2SLS G, —0.003 —0.001 0.0001 0.042 0.029 0.02
[ estimator

SmoothMD with ~ G, —0.001 —0.001 0.0004 0.036 0.025 0.017
SmoothMD without v G,  —0.001 —0.001 0.0004 0.035 0.024 0.017
NL2SLS G, —0.002 —0.001 0.0002 0.035 0.024 0.016

Notes: For the SmoothMD estimators, h o n=1/3-5 The components of d are set equal to the componentwise standard
deviations for all variables. The grid for X is [Ag — 0.8, Ao + 0.8]. For all simulations 2000 Monte Carlo samples were used.

15



Table 1.2: Bias and Standard Deviation of the estimators for A, 1 and B2 in Model 4.

s Bias St. dev.

n 250 500 1000 250 500 1000
A estimator

SmoothMD with ~ Gn 0.0001 —0.0002 —0.0001 0.015 0.01 0.008
SmoothMD without v G, 0.0001 —0.0002 —0.0001 0.015 0.01 0.008
NL2SLS G, —0.0004 —0.0002 —0.0002 0.014 0.01 0.005
(1 estimator

SmoothMD with ~ G, —0.002 —0.002 —0.001 0.036 0.023 0.017
SmoothMD without v G,,  —0.002 —0.002 —0.001 0.036 0.023 0.017
NL2SLS Gn 0.0004 —0.0001 —0.0001 0.025 0.015 0.011
B9 estimator

SmoothMD with ~ G, 0.004 —0.001 —0.0002 0.133 0.065 0.042
SmoothMD without v G, 0.004 —0.001 —0.0002 0.133 0.065 0.042
NL2SLS G, —0.001 0.002 —0.0006 0.091 0.046 0.028

Notes: For the SmoothMD estimators, h o< n~1/3:5. The components of d are set equal to the componentwise standard
deviations for all continuous variables and for the dummy variables an indicator of the event that the observations have
the same value is employed. The grid for A is [Ao — 0.8, Ao + 0.8]. For all simulations 2000 Monte Carlo samples were
used.

Table 1.3: Empirical Level for distance metric statistics of the estimators for X and B in Model 2.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~ Gn 10.3 8.15 7.8 12.75 10.65 11.45
SmoothMD* with ~ G, 10.15 7.95 7.7 12.75 10.6 11.45
SmoothMD without G, 9.55 7.0 6.0 12.45 10.85 10.35
SmoothMD* without v G, 3.75 1.75 1.15 6.35 3.45 2.85
Test for 3

SmoothMD with ~ G, 10.4 8.25 7.95 12.55 11.1 11.9
SmoothMD* with ~ G, 10.2 8.3 7.7 12.55 11.3 11.1
SmoothMD without Gn 9.7 6.85 6.7 12.55 10.2 11.2
SmoothMD* without v G, 3.7 1.75 1.45 6.5 3.7 2.9

Notes: For the SmoothMD estimators, h o n=1/35  The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of m is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Table 1.3 states the empirical level for distance metric statistics of the estimators for A and g in Model
2. Here we state the results for the SmoothMD estimator with correctly estimated variance as well as
with variance estimate that does not account for the estimation of 7. In this setup the results of the
SmoothMD estimators with and without ~ differ. In addition, the estimation of i has an influence on
the results of the SmoothMD estimator without . If we do not consider the additional variance term
coming from the estimation of 1 in the estimation of the variance the tests have the wrong size. This
does not happen for the SmoothMD estimator with . As explained in section 1.3 the constant v reduces
the influence of the estimation error on the variance. For the first three estimators the empirical levels
converge to the nominal levels if the sample size increases and 3 seems to need a larger sample size than
A to get close to the nominal level.

Table 1.4 states the empirical level for the Z-Tests for A\, 51 and B2 in Model 4. The fact that we do
not consider the estimation error has almost no influence on the results. In addition, both SmoothMD
versions lead to similar results. However, in order to get close to the nominal level the sample size needs
to be large as only for n = 1000 the SmoothMD estimators get close to the nominal level. The NL2SLS
estimator gives more convincing results for smaller sample sizes. Note that the dummy variable coefficient
B2 seems to require a larger sample size than the other two parameters to get close to the nominal level
when employing the SmoothMD estimators.

Table 1.4: Empirical Level for Z-Tests of the estimators for A\, 1 and B2 in Model 4.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~ Gy 8.4 7.1 5.5 15.45 13.5 10.55
SmoothMD* with ~ Gy 8.5 7.1 5.45 15.3 13.45 10.55
SmoothMD without v G, 9.6 8.15 5.2 16.45 12.6 11.65
SmoothMD* without v G, 9.45 8.1 5.2 16.4 12.6 11.75
NL2SLS G 9.6 7.6 6.0 16.8 12.5 11.1
Test for 31

SmoothMD with ~ G, 11.8 8.55 6.4 18.25 14.05 11.75
SmoothMD* with ~ G 11.8 8.55 6.45 18.25 14.05 11.8
SmoothMD without v G, 11.75 8.9 6.4 18.35 14.8 12.1
SmoothMD* without v G, 11.75 8.95 6.45 18.35 14.8 12.1
NL2SLS G, 8.25 4.95 5.1 13.95 10.4 10.35
Test for o

SmoothMD with ~ G 13.6 8.25 7.05 20.7 15.65 12.7
SmoothMD* with ~ Gy 13.7 8.25 7.05 20.75 15.55 12.75
SmoothMD without ~ G, 13.75 8.35 6.65 20.6 14.55 12.25
SmoothMD* without v G, 13.7 8.35 6.65 20.6 14.55 12.25
NL2SLS Gy 7.65 6.55 4.7 13.45 13.05 9.55

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all continuous variables and for the dummy variables an indicator of the event that the observations have
the same value is employed. The variances are estimated by the FEiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of m is not taken into account. For SmoothMD the additional variance part
is taken into account. B2 is one representative parameter out of the 80 parameters in B2. For all simulations 2000 Monte
Carlo samples were used.
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Figure 1.1: Power function of the distance metric statistic

for X of Model 3 with n = 250.
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Figure 1.2: Power function of the distance metric statistic

for X of Model 3 with n = 1000.
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Notes: For the SmoothMD estimators, h o n=1/35 The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Fiker-White variance estimator. Only the SmoothMD
estimators that take the additional variance part due to the estimation of m into account are considered. For all
simulations 2000 Monte Carlo samples were used. The nominal level is 10%.

Figures 1.1 and 1.2 state the power functions of the distance metric statistic for A in Model 3 with
n = 250 and n = 1000. In case of n = 250 the power function is skewed and the power for values larger
than —1 is small. In addition, the power function is smaller than the nominal value at —0.85 and —0.7.
For the SmoothMD estimator without v the power function is larger than for the SmoothMD estimator
with ~ at values larger than —1. These issues disappear for the larger sample size n = 1000.

Figures 1.3 and 1.4 state the power functions of the distance metric statistic for 8 in Model 2 with
n = 250 and n = 500. As in Figure 1.1 the power function for n = 250 is skewed but the effect is less
distinct. However, the power function is smaller than the nominal value at 0.8. For the SmoothMD
estimator without - the power function is larger than for the SmoothMD estimator with v at values
smaller than 1 for both sample sizes. For n = 500 the skewness is less pronounced and the power function
has no values lower than the nominal value. The main conclusion from both power functions is that the
samples size should not be too small so that the tests have a reasonable power.

Figure 1.3: Power function of the distance metric statistic

Figure 1.4: Power function of the distance metric statistic
for B of Model 2 with n = 250.

for B of Model 2 with n = 500.
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Notes: For the SmoothMD estimators, h o n=1/3-5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker- White variance estimator. Only the SmoothMD
estimators that take the additional variance part due to the estimation of m into account are considered. For all
simulations 2000 Monte Carlo samples were used. The nominal level is 10%.
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Before we consider a real data application we close the discussion with Figures 1.5 and 1.6. The figures
state the estimated m(Z) for Model 1 with n = 250 and for Model 3 with n = 500. For the estimation
the NW estimator with same kernel and bandwidth as for the SmoothMD estimator was used. No matter
if the SmoothMD estimator with or without v is employed the results are very accurate. In practice one
can of course use cross validation to choose the bandwidth or employ the local linear estimator instead
of the NW estimator.

Figure 1.5: Estimated m(Z) for Model 1 with n = 250. Figure 1.6: Estimated m(Z) for Model 8 with n = 500.
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Notes: For the estimation the NW estimator with normal kernel and h o< n=1/3-5 s employed. The 25% and 75%
quantiles as well as the mean are reported. For all simulations 2000 Monte Carlo samples were used.

1.5.3. Real data application

We consider in this section an application of our estimator to investigate the returns of social and
cognitive skills in the labor market. For this purpose we apply the proposed transformation partially
linear estimator to a dataset studied in Deming [28]. In particular, we consider regression (4) and (5) in
TABLE I of Deming [28] that is based on the National Longitudinal Survey of Youth 1979 (NLSY79).
The NLSY79 is a nationally representative sample of youth aged 14 to 22 in 1979 conducted in the US.
The survey was conducted yearly from 1979 to 1993 and biannually from 1994 through 2012. Deming
[28] estimates the model

log(wage;jt) = a+ p1 - COG; + fa - SS; + 3 - COG; x SS; + B4 - NCOG,;

T (1.14)

+ C'ijtp + 5]‘ + Gt + €ijts
where COG, SS and NCOG denote measures of cognitive, social and noncognitive skills. The model
includes controls C' for race-by-gender indicators, indicators for region and urbanicity as well as age
(indexed by j) and year (indexed by t) fixed effects.

In his paper Deming [28] develops a theoretical model that is written in levels instead of logs as
in equation (1.14). Nevertheless, he estimates the log-linearized model in his paper to follow standard
practice in the literature, as he argues. Results for the model in levels are stated in an online appendix.
Therefore, it makes sense to use the Box-Cox transformation for wage and estimate the transformation
paramter A\ together with the remaining model parameters to decide whether the model in logs or in
levels is more appropriate.

Furthermore, we consider an unknown functional form for cognitive and social skills to see if the linear
form 81 - COG+ 3555+ B3-COG x SS used by Deming [28] is reasonable. The transformation partially
linear model is, thus, given by

T(wageji, \) = m(COG;, SS;) + - NCOG; + CLip +8; + C, + 40, (1.15)

where m(-) is an unknown function.
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As proxy for cognitive skills the Armed Forces Qualifying Test (AFQT) is employed. Deming [28]
uses raw scores from Altonji et al. [4] and normalizes them to have mean 0 and standard deviation 1.
The social skill measure is constructed from the following four variables of the NLSY79:

1. Self-reported sociability in 1981 (extremely shy, somewhat shy, somewhat outgoing, extremely out-
going)

2. Self-reported sociability in 1981 at age 6 (retrospective)

3. The number of clubs in which the respondent participated in high school

4. Participation in high school sports (yes/no).

Each variable is normalized to have mean 0 and standard deviation 1. The social skill measure is the
average of this four normalized variables (also normalized to standard deviation 1). In addition to social
and cognitive skill measures Deming [28] includes a noncognitive skill measure in his regression. He uses
the Rotter Locus of Control and the Rosenberg Self-Esteem Scale which are also used by Heckman et al.
[41]. In the following discussion we use these variables to estimate the models stated in (1.14) and (1.15).

Deming [28] uses a weighted log-linearized OLS estimator to estimate the returns of cognitive and
social skills on wage and excludes respondents under the age of 23 or who are enrolled in school. The
weighting is necessary as in each survey year of the NLSY79 a set of sampling weights is constructed.
These weights provide the researcher with an estimate of how many individuals in the United States each
respondent’s answers represent. We employ these weights in our analysis as well.

Table 1.5 shows the regression results. The first column, (4), provides the results of Deming [28] esti-
mating equation (1.14). The second and third column state the transformation partially linear estimator
of equation (1.15) with and without employing . The fourth and fifth column state the transformation
partially linear estimator of equation (1.15) with and without employing ~ imposing A = 0. This is a
standard partially linear model as studied by Robinson [70] and Li [57].

For the inner smoothing of the estimations in column 2-5 we use a normal kernel with h & n
The components of d defining the diagonal matrix D in £, are set equal to the componentwise standard
deviations for all continuous variables. In case of the controls and fixed effects an indicator of the event
that the observations have the same value is employed.

—1/3.5

Table 1.5: Labor Market Returns to Cognitive and Social Skills in the NLSY79

Outcome: (log) hourly wage (4) SmoothMD  SmoothMD  SmoothMD SmoothMD
(in 2012 dollars) with without v  withy, A=0 without v, A=0
A - -0.007 -0.007 - -
[0.005] [0.005]

Cognitive skills 0.189%*** - - - -
[0.007]

Social skills 0.043%** - - - -
[0.006]

Cognitive x Social 0.019%** - - - -
[0.006]

Noncognitive skills 0.048%**  0.047%** 0.047%%* 0.048%** 0.048%**
[0.006] [0.004] [0.004] [0.004] [0.004]

Demographics and age/ X X X X X

year fixed effects

Number of Observations 126191 126191 126191 126191 126191

Notes: The data source is the National Longitudinal Survey of Youth 1979 cohort (NLSY79). (4) denotes the OLS
regression proposed by Deming [28]. In all SmoothMD estimations, h o n=1/35  The components of d are set equal to
the componentwise standard deviations for all continuous variables and for controls and fized effects an indicator of the
event that the observations have the same value is employed. The grid for A is [—0.1,0.1] and s = Gn. Cognitive skills are
measured by each NLSY79 respondent’s score on the Armed Forces Qualifiying Test (AFQT) and are normalized to have
mean 0 and standard deviation 1. The AFQT score crosswalk of Altongi et al. [4] is used. Social skill is a standardized
composite of four variables (i) sociability in childhood, (ii) sociability in adulthood, (iii) participation in high school clubs
and (iv) participation in team sports; see the text and Deming [28] for details on construction of the social skill measure.
The noncognitive skill measure is the normalized average of the Rotter and Rosenberg scores in the NLSY. The regressions
also control for race-by-gender indicator variables, age, year, census region and urbanicity. Standard errors are in brackets
and are clustered at the individual level for (4). The remaining standard errors are estimated by the Eiker-White variance
estimator. ***p < .01, **p < .05, *p < .1
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The optimization grid for A is given by [—0.1,0.1] with step size 0.001.> We minimize
G Y, (MW7 B, G2 Y, (A) over the defined grid to get X and the estimates of the remaining coefficients,
n
where G,, = [] Yil/ " is the geometric mean.
i=1
The results in the first column of Table 1.5 show that all by Deming [28] estimated coefficients are
significantly different from 0. In the remaining four columns we cannot state parameter estimates for
cognitive and social skills and the interaction of both as these variables are contained in m(-). However,
the parameter estimates for noncognitive skills are comparable to the estimate from the first column. In
addition, the estimates for A with and without v are equal and close to zero which would imply that a
log-transformation of the dependent variable is appropriate. The estimated coefficient for noncognitive
skills is significantly different from 0 in all SmoothMD estimations whereas both estimates for A are not
significantly different from O.
In order to check if the linear specification for cognitive and social skills employed by Deming [28]
is reasonable we proceed as follows. We estimate the parameters of the transformation partially linear
model as stated in (1.15) to get the residuals

gijt = T(wageijt,X) — B\ NCOG1 — Cgtﬁ_ gj — Et

We estimate now the unknown function m(-) by smoothing & with the NW estimator. In addition, we
also regress £ on COG, SS and COG x SS. To see if the linear specification is appropriate we compare
the MSE of the linear and nonlinear estimates. We employ a normal density kernel for the NW estimator
and let h oc n=1/6.

Table 1.6 states the results where OLS indicates that we used the linear model to fit the residuals.
The MSE of the linear and nonlinear estimates are identical no matter if we use the SmoothMD estimator
with or without 7 to estimate the unknown model parameters. The same holds true for the SmoothMD
estimator with or without v where A = 0 is imposed. All results show that the linear representation of
Deming [28] seems to be reasonable.

Table 1.6: MSE of estimated nonlinear part in the transformation partially linear model

SmoothMD SmoothMD SmoothMD SmoothMD
with ~ without with v, A=0 without v, A =0

OLS NW OLS LL OLS NW OLS LL

MSE 0.282 0.277 0.282 0.277 0.293 0.288 0.293 0.288
Number of Observations 126191 126191 126191 126191 126191 126191 126191 126191

Notes: For the NW estimator a normal kernel with h oc n=1/6

fit the residuals.

is employed. OLS indicates that the linear model is used to

In a second step we include years of completed education as additional explanatory variable in the
regression models. In one of his estimations Deming [28] controls for years of education as well. Table
1.7 states the regression results for all considered models. The first column, (5), provides the results of
Deming [28] estimating equation (1.14) with years of completed education as control. The results show
that all by Deming [28] estimated coefficients are significantly different from 0. However, the coefficients
become smaller compared to the first specification. In addition, the coefficient of the interactive effect is
only significant at the 10% level. In the remaining four columns the parameter estimates for noncognitive
skills are comparable to the estimate from the first column. In addition, the estimates for A with and
without v are equal and close to zero which would imply that a log-transformation of the dependent
variable is appropriate. The estimated coefficient for noncognitive skills is significantly different from 0
in all SmoothMD estimations whereas both estimates for A are not significantly different from 0.

Table 1.8 states the MSE of the estimated nonlinear part in the transformation partially linear models.
The MSE of the linear and nonlinear estimates are identical no matter if we use the SmoothMD estimator
with or without 7 to estimate the unknown model parameters. The same holds true for the SmoothMD
estimator with or without v where A = 0 is imposed. All results show that the linear representation of
Deming [28] seems to be reasonable.

3We evaluated subsamples of the dataset before we conducted the final estimation. The estimated \’s in the subsamples
are contained in the employed grid.
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Table 1.7: Labor Market Returns to Cognitive and Social Skills in the NLSY79 controlling for education

Outcome: (log) hourly wage (5) SmoothMD  SmoothMD  SmoothMD SmoothMD
(in 2012 dollars) with ~ without v  with v, A\=0 without v, A=0
A - 0.002 0.002 - -
[0.005] [0.005]

Cognitive skills 0.126%** - - - -
[0.008]

Social skills 0.029%** - - - -
[0.006]

Cognitive x Social 0.011%* - - - -
[0.006]

Noncognitive skills 0.040%** 0.037#+* 0.037#+* 0.037*+* 0.037***
[0.006] [0.004] [0.004] [0.004] [0.004]

Demographics and age/ X X X X X

year fixed effects

Years of completed education X X X X X

Number of Observations 126191 126191 126191 126191 126191

Notes: The data source is the National Longitudinal Survey of Youth 1979 cohort (NLSY79). (5) denotes the OLS
regression proposed by Deming [28]. In all SmoothMD estimations, h o n=1/35  The components of d are set equal to
the componentwise standard deviations for all continuous variables and for controls and fized effects an indicator of the
event that the observations have the same value is employed. The grid for X\ is [—0.1,0.1] and s = Gn,. Cognitive skills are
measured by each NLSY79 respondent’s score on the Armed Forces Qualifiying Test (AFQT) and are normalized to have
mean 0 and standard deviation 1. The AFQT score crosswalk of Altongi et al. [4] is used. Social skill is a standardized
composite of four variables (i) sociability in childhood, (ii) sociability in adulthood, (iii) participation in high school clubs
and (iv) participation in team sports; see the text and Deming [28] for details on construction of the social skill measure.
The noncognitive skill measure is the normalized average of the Rotter and Rosenberg scores in the NLSY. The regressions
also control for race-by-gender indicator variables, age, year, census region, urbanicity and years of completed education.
Standard errors are in brackets and are clustered at the individual level for (5). The remaining standard errors are estimated
by the FEiker- White variance estimator. ***p < .01, **p < .05, *p < .1

Before we close the section we plot the estimated labor market returns to cognitive and social skills of
model (1.15) with and without controlling for years of completed education. The returns are estimated
with the NW estimator employing a normal kernel with h oc n=/6. Figures 1.7 and 1.8 state the results.
Note that the mean was subtracted. The return increases no matter if the social or cognitive indicator is
increased. However, the cognitive effect seems to be stronger. In addition, if we control for education it
seems that being too social might sometimes lower the wage a bit. Nevertheless, both plots confirm that
the linear model used by Deming [28] is reasonable.

Table 1.8: MSE of estimated nonlinear part in the transformation partially linear model controlling for education

SmoothMD SmoothMD SmoothMD SmoothMD
with without with v, A =0 without v, A =10

OLS NW OLS LL OLS NW OLS LL

MSE 0.288 0.283 0.288 0.283 0.284 0.280 0.284 0.280
Number of Observations 126191 126191 126191 126191 126191 126191 126191 126191

Notes: For the NW estimator a normal kernel with h oc n=1/6 s employed. OLS indicates that the linear model is used to
fit the residuals.
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Figure 1.7: Estimated Labor Market Returns to Cognitive  Figure 1.8: Estimated Labor Market Returns to Cognitive
and Social Skills in the NLSY79. and Social Skills in the NLSY79 controlling for education.

soc?al -1 cognitive social-1 cognitive

Notes: The coefficients are estimated by the SmoothMD estimator with ~. For the NW estimator a normal kernel with
h o< n=1/6 4s employed.

1.6. Conclusion

In this paper we introduced the semiparametric partially linear model with Box-Cox transformed
dependent variable. We employed the SmoothMD estimation technique to ensure identification based on
conditional moment restrictions. This is new as in the literature typically either a transformation model
or a semiparametric partially linear model is studied and estimation is based on GMM methods.

We established consistency as well as \/n-asymptotic normality. In addition, we proposed a distance
metric statistic to test the model parameters. A Monte Carlo experiment showed the usefulness of the
proposed estimator in small samples as well as an application to a real data sample.
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1.7. Assumptions

Assumption 1.1. Data Generating Process

1. The observations (Y;,XiT7ZZ-T)T , 1 <i < n, are i.i.d. copies of (Y, XT,ZT)T € R x RP x RY.
Moreover, the response Y is bounded away from zero with probability 1, i.e. there exists a constant
¢ > 0 such that P(Y >¢) = 1.

2. The covariate vector Z admits a bounded density with respect to the Lebesgue measure in R?. The
covariate vector X 1is split in two subvectors X, € RP¢ and Xy € RP¢ with 0 < p.,pq < p and
pe + pa = p- The subvector X, admits a bounded density with respect to the Lebesgue measure in
RP<. The subvector X  takes values in a finite set.

3. The (p+ q) diagonal components of the matrix D belong to the set D = [dy,,dy] X -+ X [dp,,dy] C
Ri"’q, with some fixed 0 < dj, < dy < o0.

The assumption that the discrete components of X take values in a finite set is a technical condition
that simplifies the proofs without significant restriction of the generality for the applications.
Assumption 1.2. Identification

1. E[|X|?] < oo and Var [X — E[X|Z]] has full rank.

2. The true value By € R? is not equal to 0,.

3. The continuous random subvector X, is such that, for any b € RP<, b # 0,,_, the variable Xb is
continuous with the support equal to the whole real line.

4. Whenever A # )g, for any z in the support of Z and x4 in the support of the discrete subvector
X4, the set of values of the map

.= E[TY,\) =T, o) | Xe=we,Xqg=24,Z =2], xR,

is infinite.
5. We have that E [(Y vV 1)4(0*“)‘0')] < 00, where max(|Amin|, Amaz) < Ca.

Note that Var [(XT7 ZT)T] has necessarily full rank, by Assumption 1.2.1 and the fact that Z admits
a density. Indeed, for any u € R? and v € R? such that (u?,vT)T # 0,44, We can write

Var ("X +v"Z] =E[Var [u" (X - E[X | Z)) | Z]] + Var u"E[X | Z] + 0" Z].
If u # 0y,

Var [u" X +0"Z] > E[Var [u" (X - E[X | Z)) | Z]]
=u'E[Var[X -E[X | Z]| Z]]lu=u"Var[X — E[X | Z]]u > 0,

where the last inequality is guaranteed by Assumption 1.2.1. When u = 0,,, we obtain
Var [u" X +v"Z] = Var [v"Z] =v"Var [Z]v > 0,

where the last inequality holds because v # 0, and Var [Z] has necessarily full rank provided Z admits
a density.

Assumption 1.3. Consistency
1. The kernel K(-) is the product of ¢ univariate kernel functions K of bounded variation. Moreover,
K is a symmetric function with integral equal to one and [ 2K (t)dt < oo.
R

2. The functions f.(-), (mf:)(), E[|X[* | Z = - |f.(-) and supye, (02/ON)E[T(Y,\) | Z = - ]f.()
have Holder continuous partial derivatives of order four.

3. The bandwidth h belongs to a range He ., = [Cmin ™%, Cmazn~ %], With 0 < a < 1/q and ¢min, Cmax
positive constants.

4
4. Tt holds true that B [| X ||*] < oo, E[||Z]]] < o0 and E [((Y VP log (Vv 6)4) } = o

Assumption 1.4. Asymptotic Normality
1. Var [ZT(Y, )] > 0.
2. The bandwidth h belongs to a range Hsen = [Cmin ™% Cmazn ™ %], with « € (1/4,1/q) and cpin,
Cmaz POSitive constants.
3. E[e?| X,Z] =0%(X,Z)isin L' N L2
4. E[e*] < oo as well as E [m(Z)*] < oc.
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Appendix

Appendiz A: Main proofs
Proof of Lemma 1.1.

It is quite clear that, by construction, v(Ao) = 0 and B(Ag) = Bo. In order to ensure global identifi-
cation, we extend the proof in Shin [74]. For any (v, A\, 37)” we have that

P(E (DY) — BIT(Y.N) | Z)) £.(2) —~— (X — EIX | Z))"B1.(2) | X. 2] = o)
- P(E (Y, ) = T(Y, Mo)| X, Z) — XT(8 - o) = E[T(Y. ) | Z] - E[T(Y, 30)|Z]
N Z) - X | 28 - m)).

Hence, it suffices to prove that the last probability could not be equal to 1 when (y,87)T # (0,68)7.
Note that

B[T(Y,\) | Z] - E[T(Y,Xo) | Z] +~f.(Z) — B[X | Z]"(B — Bo),

does not depend on X anymore but only on Z.
If A = Ag the result follows immediately from the full rank condition in Assumption 1.2.1. Indeed, by
the variance decomposition formula and Assumption 1.2.1, for any a € R, a # 0,,

a"Var[X — E[X|Z]]Ja=FE [Var [a" (X — E[X|Z]) | Z]] > 0.
This implies

a’Var[f.(2) (X - B[X|Z])]a = E [f2(Z)a’ Var (X — E[X|Z]) | Z]a"]
=FE[f2(Z)Var[a" (X — E[X|Z)) | Z]] > 0.

Thus, f.(Z)(X — E[X | Z]T)T(B — By) cannot be equal to a constant almost surely, as is necessarily

the case when A\ = \g. Next, consider the case A\ # A\g. Without loss of generality, we could assume that
A > Ao

1. Consider the case 3 # (B and let introduce the event notation

E={E[T(Y,\) = T(Y,) | X, Z] - X" (B — Bo)
= E[T(Y,\) | Z] - E[T(Y,))|Z] +7f71(Z2) — E[X | Z]"(B~Bo)} -

Taking conditional expectation given Z on both sides, we deduce that necessarily v = 0. Thus it
suffices to investigate the probability of the event

& ={ETY,\) ~T(Y,N) | X,Z] - XT(B~ Bo)
= E[T(Y,\) | Z] - E[T(Y,\)|Z] - E[X | Z]"(B - Bo)} -

Note that the right hand side equality does not depend on X. We distinguish two sub-cases. First,
the case where the components of (3 — By) corresponding to X. are equal to zero. Thus, the
linear combination X7 (3 — By) does not include any of the continuous components of X. In this
case, for any value of Z, the support of X7(3 — Bg) is finite and independent of the value of X_.
Then Assumption 1.2.4 guarantees that the probability of the event £ could not be equal to 1.
Next, consider the case where X7(8 — () includes continuous components of X. In this case,
by Assumption 1.2.3, the support of the variable X7(8 — By) is the whole real line and, by the
monotonicity of A — T'(y; A) for each value y > 0, E [T(Y,\) — T(Y, X\9)| X, Z] > 0 almost surely,
the statement follows again.
2. Consider the case v # 0 and B = (. In this case

[ Z)(E[T(Y,N) =T, M) | X, Z] - E[T(Y,\) =T (Y, %) | Z]) = .
Taking expectation on both sides, we deduce that necessarily v = 0.
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3. Consider the case (v, 87)T = (0,8)T. Then necessarily
T(Y,\)—T(Y,\)|X,Z| = E[T(Y,\)|Z] — E[T(Y,X)|Z] almost surely.

Once again the right hand side does not depend on X, and thus the probability of the event £
could not be equal to 1 because of Assumption 1.2.3.

Therefore, the first statement follows. Consider now the second statement of the Lemma. First, note
that the maps A — v(X), A — B()A) and

A= E [g (Ula (Avﬁ()‘)T)Ta’Y()‘)vnl) g (U27 ()‘7/6(>‘)T)T7’7(>‘)7772) €xp {7(W1 - WQ)TD(WI - WQ)}] )

A € A are continuous. Indeed, it will become clear from the following that infgep Elw(W7 — Wa)] > 0.
Next, we have

1

() = mE [(T(Y1,A) — E[T(Y1,\) | Z1] — (X1 — E[X1 | Z1])"B) f(Z1)w(Wy — W3)]

and

B = E (X1 — E[X: | Z1))(Xs — E[Xz | Z2))7 [.(Z0)-(Za)w(Wr = Wa)]

E(X1 - E[Xy | Z1))f(Z1) (T(Ya, A) = E[T(Y2,A) | Z2]) f2(Z2) —v(A) w(W1 — Wa)],

which are clearly continuous. The continuity of the third map follows by Lebesgue Dominated Conver-
gence Theorem. Finally, by the same inverse Fourier Transform argument used by Lavergne and Patilea
[56] we get that

7~ (p+9)/2
E [g (U17 97'% 771)9 (U27 07777’2) W(Wl - WQ)] =

x /
Rp+a

Next, let O(\) = (\,B(\)T)T. For any x, 2, the map A — E[g(U;0(\),v(\),n) | X = x,Z = z] is
continuous. By Lebesgue Dominated Convergence Theorem, the map

di--dpiq

E {E[g (U:6.7,1) | X, Z)]exp {zin (X7, ZT)TH ‘2 exp {—w” D w} dw.

A E [E[g(U;O(A),y()\),n) | X, Z] exp {inT (X7, ZT)TH ‘Zexp {~w'diag(dy, ..., dy) w} duw,

Rpr+aq

is continuous, and thus attains its minimum on the compact set A\ [A\g —&, A9 +¢&]. The minimum value is
necessarily positive. Since (d; - - - dpyq) /2 exp {-w"Dw} > dl}(pﬂ)ﬂ exp {—w?'diag(dp,...,d. ) tw},
the last statement in the Lemma follows.

O

Proof of Lemma 1.2.

1. First, we note that for any u € R and v € R? such that (u?,vT)T # 0,44, and any c € R,
Pu"X+v"Z=c)=0. (1.16)

This is a consequence of the fact that Var [(X Tz T)T} has full rank, by Assumption 1.2. Given a
sample (XlT, ZlT)T ey (XZ:, ZE)T, and a vector a = (aq,...,a,) € R™, using the inverse Fourier
Transform, we could write

2
—(p+
a’Qa = ———— e Za] exp{Zzw (X]»T,Z]-T)T} exp{f'wTD*lw}dw,
=1

p+q RP+

where D = diag(ds, ..., dp+q) With dy,...,dp+q € [dr, du]; see Assumption 1.1.3. Then, necessarily

Y ajexp {Zin (x7, Z]T)T} —0, VweRPH. (1.17)
j=1
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Equation (1.16) indicates that, with probability 1, equation (1.17) admits the unique solution
a =0, Yw € RPT4, This means that, with probability 1, the matrix €2,, is positive definite.

Next, we use the following Cauchy-Schwarz* inequality for matrices: let A € R"*P1 such that AT A
is invertible and let B € R"*P2. Then

BTB - BTA(ATA)"'AT B is positive semi-definite.

Moreover, the equality BT B = BT A(AT A)~' AT B is equivalent to the relationship
B = A(ATA)"' AT B. For any non null vector u € R?, taking

B=0Y? and A=0Y%1,,

we deduce that D,, is positive semi-definite and thus uTXZDanu > 0. (Herein, Q,l/Q is the
positive definite square root of ,,.) Meanwhile, by elementary matrix algebra, we deduce that, for
any a € R",
aMa=0 & (a"Q,a")(170Q,1,) = (a"Q,1,)".

Then, the Cauchy-Schwarz inequality indicates that gT]D)na = 0 if and only if a = al,, for some
scalar @ # 0. Thus, T XD, X, u = 0 if and only if X,u = al, for some a # 0. By Assumption
1.2, the probability of such an event is equal to zero. Thus, XTTSD“X” is almost surely invertible.
Note that we could also write

1
17Q,1,

1

T
T e —

Dn == |:In><n - lnlgﬂn:| 5

and deduce the positive semi-definiteness of D,, from the positive definiteness of €2,,.
2. We could rewrite B,, under the form

~ " PN T PPN I
B, = [Imxn (XID,X,) XSDn} D, [Imxn (I, X,) XEDJ,

and deduce its positive semi-definiteness from the positive definiteness of D,,.

Proof of Theorem 1.1.

Let

such that

~ ~ ~

sT2M,(\) = n 25, (V)T B, s YL (N,

and, thus, A= arg 1/\11111\1 5*2’\]@\”()\). Next, let
€

M,(A\) =n2Y, (N B, Y, ().

By construction,

M, (A) = Qn((A, Bn()‘)T)Ta ()

where
Qn((XB)T,7) =172 (Ya(N) = 710 = XuB)" Q (Y (A) = 71, — X, 8),
and 1
Yn(A) = mlzﬂn (Y, (A) = XnB(N),
and
B} = (XID,X,) " XID, Y, (\).
Let

QUANBNT, v) =E[Q.(NBT)",7)], AeABeR’ yeR,

4A similar so-called Cauchy-Schwarz inequality was proposed by Lavergne [55]. To justify the statement, it suffices to
notice that BTB — BTA(ATA)"'ATB =TTTr' withT = B - A(ATA)"1ATB.
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Next, let ¢ > 0 be a lower bound of the support of Y. Then, necessarily ¢ < so and we could work on the
event ¢ < inf S, that is s stays away from zero. In order to prove the uniform consistency it will suffice

to prove

sup sup sup | M, (\) — Mn()\)‘ = op(1), (1.18)
hE€H, n dED AEA
sup sp sup @ (0, Ba )T, 7(N) = Qa0 BT, F0))| = 02(1), (119)
hE€H e, dED AEA
sup sup sup sup |Qn((X, 87)",7) — Q((\, 87)",7)| = or(1), (1.20)

deD AeA BERP vER

and to show that \g is a uniformly well-separated minimum value of A — s52*Q((\, BN)T)T,v())), that

is for any ¢ > 0,
inf inf sg?*Q((A,BN)T)T,v(A) >0 1.21
ren iy 5. dnf so QA BT (V) > 0, (1.21)
with (y(A), B(A\)T)T defined in equation (1.5).
For the uniform convergence (1.18), we first decompose
~ ~ T
M) = Mo < [0 YN (B = B ) 071 Va ()] + 2|07 [Ta() = Yu (V)] BnnlYn(A)‘

-~

ot {Yn(/\) - Yn(A)} T B0t [\?n(x) - \yn(x)}

S\I’Bﬁn

o (2l [ = ][Il [ - va] )

+ Y. )| ) B, - B,

; [n 'Y,V
P
Next, from Lemma 1.3 and 1.7 we obtain that

@n Bn - Bn

= Op(n) and sup sup

sup sup
Sp he€Hc,n dED

h€Hcen dED

Moreover, by Lemma 1.12
sup [|[n 'Y, ()| = Op(n=1/?),
AEA

and by Lemma 1.13

sup sup Hn_l h?n()\) - Yn()\)} H = op(n~1/?).
h€Hc,n AEA

Therefore, the uniform convergence (1.18) follows. Similarly, by a suitable decomposition and elementary
matrix algebra calculations

Qul((XBaN) )T 3(N) = Qul((A BT AN
= (2 =32 () n 1L,
172 (B () XL 20X B (V) — BT XE 2,5, B0V
+ 207 (1N KB () ~ TN XB(N)
— 2072 (1 (V1F 2 Ya () = TN L2 Ya (V)
= 2072 (Yo () 20X B (M) = Ya) 2 X,B8(0))

= 0:(1) x_sup supsup ([[BOY) = BaV)|| + HO) = m()]) -
heH,, dED AEA

By the results of Sherman [72], the rate Op(1) is uniform with respect to d and \. See also below for an
example of application of the results in Sherman [72]. The uniform convergence of H B(N) — ,Bn()\)H and

F(A) = yn(A) follows by the same type of matrix algebra calculations and uniform rates of convergence
for U—processes. Thus, the uniform convergence (1.19) holds true.
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Next, by the properties of Euclidean families, see Nolan and Pollard [67] and Sherman [72], the families
of functions

{9 (w1;0,7,m1) g (u2:0,7,m2) exp { — (w1 — w)"D(wy —wy)} : 0 = (A, 87)" € AxR?, v €R,d € D},

and {g% (u;0,v,m) : @ € A x RP,y € R} are Euclidean for a squared envelope. Thus, decomposing
Qn((\,B1)T,~) is a U—process plus the sum of the diagonal terms, and using Corollary 4 of Sherman
[72], the uniform convergence (1.20) holds true.

By construction, condition (1.6) in Lemma 1.1 is equivalent with

inf f A BN A(N) = E [¢? (U; (N, BN, v(A 0.
AEA, |>\ A0\>552D50 (Q(( BT v(A) —n [9 ( s (ABA)T) T )ﬂ?)]) >
Since the family {g? (u;0,7,m) : @ € A x RP,y € R} has an integrable envelope, the expectation in the
last display is finite. Thus, we deduce (1.21) and )\0 is a uniformly well-separated minimum.

Finally, to derive the uniform consistency of )\ we adapt the steps in the proof of Theorem 5.7 of
Van der Vaart [78]. First, for any sequence s, € S, n > 1, and A = A(s,,) defined as in equation (1.9),

0< 572 M,(N) < 7200, (Ao)
= 532 My (o) + 5,2 (Ma(0) = My (%) ) + (2% = 55 M (ho)
— 52Qu (M0, Ba (o)), 3 (No)) + 0p(1) (1.22)
< 557Qn (X0, B(M0)™)T, 7(N0)) + 0p(1)

= 55 Q((M0. B0))T,7(N0)) + 0p(1) = 02(1),

uniformly with respect to h and d. (Note that h) depends on s,, but also on d and h.) For the last
inequality in the last display we use the fact that, by definition, 3,,(\) and v, (\) minimize Q,((A, 87)T, )
with respect to 8 and v given .

Meanwhile, from (1.18), (1.19) and (1.20) and the fact that S, is a op(1) neighborhood of s that is
contained in the support of Y, for any s,

20,0 - 5,2, BT AR)
ML) - 577 Qu((R, B )T 30 )|
+s;2*!Qn(<X,ﬂn<X>T>Tm<)> czn((X BN A

~

+ 5,2 Qu (BT AN) - QUA BT

< sup sups~2* X sup sup sup M\n()\) - Mn()\)’

SES, AEA h€Hc,n dED AEA

<

+ sup sups™ x sup sup sup [Qu((0, Bu ()T, 7 (N) — Qu((X BT, AN)
s€ESn, AEA h€Hcen dED NEA

+ sup sup s~ >* x sup sup sup sup |Qn((A, 87),7) — Q((\, 1), )|
SE€S, AEA deD AeA BERP vER

= OP(].).
(1.23)
Next, by property (1.21), for any € > 0 there exists ( > 0 (depending on ¢, but also on the endpoints of
the sets S, and A) such that the probability of the event

En—{ inf  inf inf sT2Q((\, B(N)T) m(/\))>sa”"@((/\o,B(Ao)T)Tﬁ(/\o))+C—C},

XEA,|A=Ao|>e dED s€S,

tends to 1. Moreover, the event

{ sup sup sup X(s) —)\0‘ >e5}7

h€He,n SESH dED

is contained in the event

{ inf inf inf s~2OQ(N(s), BA()T)T, v(A(s))) ><}0En.

h€H e n SESH dED
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By (1.22) and (1.23), the probability of the intersection event tends to zero. Now the proof for N is
complete.
Consider now the convergence of B(X) Given the uniform convergence of H B()\) — Bn ()\)H and the

continuity of A — B(\), it suffices to obtain the convergence of ||3,()\) — B(\)|| uniformly over op(1)
neighborhoods of A\g. By construction,

0 < 5, Mu(A) = 5,22 Qu((X BN )T, 7 (V)
< 5, 2Qu((A BT (V) = 5.22Q(N BN, v(N) + 0p (1),

uniformly with respect to s,, A, h and d. Moreover, since Q((Xo, B(Xo)T)T,v(X\o)) = 0, we have
QU BT, (X)) = 0x(D), (1.25)

uniformly over op(1) neighborhoods of Ag. Meanwhile, by (1.20), for any s,, and any A,

(1.24)

522 M (V) =5, 2Q(N Ba W), 7 (V)|
512 |@u((N BN )T 3(N) = QA BN )T 3 ()]

< sup sup s~ x sup sup sup sup [Qn((A,87)",7) = Q((A,87)",7)|
SESy AEA deD XA BERP yER

= OP(].).

(1.26)

A

Next, by the proof of property (1.21) and continuity arguments, for any & > 0 there exists v > 0 such
that the probability of the event

{AGA nE e a s, ot inf inf sTRQ(A AT, ) > v

tends to 1. Finally, note that the event

{ sup sup sup [|8,(A) = BV = 6} 7

AEA,|A=Xo|=0p(1) SES, dED

is contained in the intersection

{ inf inf inf s 22Q((\, BN T, (V) >U}0Fn,

AEA, A= Ao\ op(1) $€S, dED

which, by (1.24), (1.25) and (1.26), has a probability tending to zero. Now the proof is complete.

Proof of Proposition 1.1.
As A — Ao = op(1) uniformly with respect to h € Hgen, d € D and s € S,,, we get that

e D S N 9 .
RS Y T —1 .-\ _ =10 T —1.-Xo
0=n"'s TN Bugy {n s Yn()\)} n~'s Y, ()T Bugs {n 5 Yn(AO)}

-~

O )

. 2

. P N - .
—1_.-Xo T —1_-Xo . _
+ s, ()T Bugs {n s Yn()\o)}—i—RLn()\,)\o,s)] (A AO),

where A = cA + (1 — ¢)A for some ¢ € (0,1). We have that SUPpey,,., SUPaeD SUPsces,, IRy n(X Aoi s)| =
op(1), see Lemma 1.16.
Note that & {n=ts72Y, (M)} = s L {n"1Y,(Ao)} — log(s)s ™ n"1Y, (X). First, we show that

nilsf)‘f’?n()\o)T I@ng {nflsf)‘(’?(n(/\o)}

—n L™ (Y (ho) - (azfz)n)T ana%% (00} = o (17,
(1.27)

30



uniformly with respect to s, d and h. We start by showing that

S R PN
ntsTY, (Ao)T Bunls *OaAY (o)

g (Yn()\o) - (§|zfz)n)T Bnn_lsaAO%Yn(Ao) . (n_l/z) 7

uniformly with respect to s, d and h. By the property Xgﬁn = XTB,, = 0,,, we could equivalently prove
that

nls—o (ﬁ?n(AO) anﬁo)T B,n~ls 0 aiy (Ao)
— g (Yn(Ro) = XaBo - (azﬁ)n)T Ban sy ai WO0) =op (n7172), (1.28)

uniformly with respect to s € S,,, d € D and h € Hg.,n. To obtain (1.28), we decompose the difference
in a sum of the following four terms:

Ry =157 ([Ta(h0) = Ko = [¥a (o) = X0l
Rpo=n"! (37”‘0 - 562’\0) (Yn(ko) — X80 — (§|zf )n> I/B\%nnA%%n()\o)
Rus = ™53 (Ya00) ~ Xuo — (6:5.) ) [Ba—Ba] 07552 28,000)

~ NANT (D 9
and Ry =n"lsy™ (Yn()\o)fxnﬁo—(slzfzh) B,n 15@0(&3}{ (o) = 55 Yn ()\0)>.

+
/N
N m>
‘h)
v
3
N—
S
==}
3
:\
|
>
o
Q;
>/
’>'3
S

Note that
—S ( an_PSTL;'{n) Sn and B S ( nxn_PSan)Sn»

where Py ¢ and P, x, are the orthogonal projectors on the subspaces generated by S,fin and S, X,

that is .
P - =8,%, (XZDan) XIST and Psx, = SuX, (XID,X,) ' XIS,

with
Su = (L = Pouey, ) Q2.

Pﬂi”ln is the projector on the subspace generated by the vector ﬂ,lz/ 2 1,, that is

1 1/29 1TO1/2
Fayn, = rq,r, b el

Here, Q}/ % is the positive definite square root of £2,,. Deduce that

—2)\0|
0

‘Q}L/anl [Yn(/\O) - XnﬁO - (az.fz)n} H
(e = P, ) (Foen = Po) (B = P, )|

L0
Q07! 2 ¥n (o)

|R2| < |572A° -5

)

Sp

QY/2p1 [YH(AO) — XnBo — (§|zfz)n} ‘

e Ragon) (e P ) (o~ o),

o ~
Q}L/Qn_lﬁYn(/\o)

|Rps| < sp 7%

)

Sp
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and

|Rpa| < 557

Ql/2p~t |:Yn()‘0) — XnfBo — (§|Zfz)n} H

% H (Ian ~Fan ) (Lnxn = Fs,x,.) (Inxn — Pquz, )HS
n n oy " p
0

BN 0
X Q;/Qn_l (a)\Yn(A()) — a)\Yn(A()))

Sp

The uniform rate op (n~%/2) as in equation (1.28) follows for R2, R,3 and R, from the fact that the

spectral norm of a product of projectors is at most equal to 1, the spectral norm of Ps x, — Py ¢ tends

to zero, sup,cg, s — 362’\°| = op(1) as well as sup,cg s 2* = Op(1) and from Lemmas 1.14, 1.15
and 1.19. For the term R,1, we could write

‘Rnll S 872/\0

/27! ([Ya (o) = XaBo] = (812F2) = [Fa(20) — Ruo] )|
N =P, ) (= Bz ) (B = P, )

4105
x | Q% 15%@0) ,

Sp

and use Lemmas 1.15 and 1.18 and again the facts that the spectral norm of a product of projectors is

at most equal to 1 and sup,cg s 2 = Op(1) to deduce that it is of rate op (n~"/2), uniformly with

respect to s, d and h. Now the proof of the property (1.28) is complete. Next, we show that
nfls*’\@\{'n()\o)T B,n " log(s)s*AofX\'n()\o) = op (n*1/2> ,

uniformly with respect to s, d and h. By the property XZI/B\%n = 0,,, we could equivalently prove that

n~ s (YA(n()\O) — Xmﬁo)T @nn_l log(s)s”‘" (Y?n()\o) — Xnﬂo) = op (n_l/Q) , (1.29)

uniformly with respect to s € S,,, d € D and h € H,. . By a similar decomposition as in the proof of
(1.28) we get that

n s (YA('n()\o) — ?Agnﬁo)T ]ﬁnn_1 log(s)s_)“J (YA{'H()\O) — Xnﬁo)
—n g0 (Yn()\o) - X080 — (§|zfz)n>T B,,n~ ' log(s)s (Yn()\o) - X080 — <§|Zfz)n) = op (n_1/2) .
We obtain
n~lso (Yn(AO) — X, B0 — (azfz)n)T B,n~ log(s)s ™0 (Yn(/\o) — X80 — (glzfz)n) ~ op <n71/2) ,
from Lemmas 1.14 and 1.19 and the facts that the spectral norm of a product of projectors is at most

equal to 1 and sup,cg s *° = Op(1) as well as sup,cg log(s)s™° = Op(1) such that (1.29) follows.
(1.27) follows now from (1.28) and (1.29). Next, we show that

n_I% {s_)‘”?(n()\o)}T B,n ! (,% {S_AOWY“(/\O)}

P 5 (1.30)
— n_lsaAO a—)\Yn(AO)TIB%nn_lsg)‘o aYn()\o) =op(1),
uniformly with respect to s, d and h. We start by showing that
0 5 ~ 0 5
n7157A0aY,L(/\O)TIBnnflszO aYn()\o)
5 p (1.31)
— n7155A0aY,L(/\O)T]B%nnflsa)‘o EY"(AO) =op (1),

uniformly with respect to s € S,,, d € D and h € Hy.,n. To obtain (1.31), we decompose the difference
in a sum of the following four terms:

32



o\ o\
~ 0 ~ e,
1 2Xo —2Xo -
Rng =N (8 — S ) a)\Y ()‘O) Bn a)\ (/\0)
~ a ~ 8
1.—Xo 1.—Xo
R,3=n So 8)\ (/\O) [Bn IBn:| n 3y a)\ (/\0)

0

_ 8 o -
and Ryu = n_lso)‘ I Y.(Ao)T B,n 150 Ao ( Yn(Xo) — a)\Yn()\o)> )

It follows now that

_ 9 9 ~
Ry | < 2o 1Q1/2p 1 Yo, (A 27 Yn (A
’ 1| <s SO e (Ao) — B\ (Ao) .

Iyun—Poio. ) (Lixn —Pe = ) (Lixn — Poryo H

X H( nxn Ql/ 1n) ( nx snxn) ( nx )/ 1n) Sp
a9 ~
Q/2,19.§ ()
n N 8/\ ( 0) Spv
~ _oA —2X0 12, -1 9
’an < ‘8 0 — s, | Q,./*n Y. (Xo)
o .

x H(Im—Pﬂm1 ) (Tsn = Po,z, ) (Tusn = Py )HS
n n n n n n p

O ~
91/2 _17Yn Y
n aA ( 0) Sp7
’E o] < 52 ||02n-1 2y, (a)
n >~ n 8)\ n 5
H( nxn — B, Ql/? ) (PS Xn _P ) (Inxn —PQ;PI")HSp
O ~
91/2 _17Yn A
n n aA ( 0) Sp7
and
’ﬁ W < s |z Oy (Xo)
nd| = 9 n O\ n S
Toxn — P Lixn — P Lnxn — Py H
X H( nxn Q}lﬂln)( nxn snxn)< nxn Qn/an) Sp
0 o 0
QY21 Y, (A Y, (A
W 8>\(0) 7 Ynldo) .

The uniform rate op (1) as in equation (1.31) follows for Enl, }-2n2, Eng and EM from the fact that the
spectral norm of a product of projectors is at most equal to 1, the spectral norm of Ps x, — Py ¢ tends

to zero, sup,cg, |s7 — 2)‘°| = op(1) as well as sup,cg s~ 2* = Op(1) and from Lemma 1.15. Now
the proof of (1.31) is complete In order to proof (1.30) it remains to be shown that

n~t 1og(s)s—koxi?n(AO)Tﬁnn—ls—ko%?{nuo) =op (1), (1.32)
and R R R
n_l IOg(S)s_/\OYn()‘O)TBnn_l IOg(S)S_AOYn()W) = op (1) ’ (133)

uniformly with respect to s € S,,, d € D and h € Hs.n. We obtain (1.32) and (1.33) by a similiar
reasoning as in the proof of (1.29). The details are omitted. Now the proof of (1.30) is complete.
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Next, we show that

. 92 .
n_ls_AUYn()\o)TIBB "HN {n_ls_’\OYn()\o)} =op (1), (1.34)

uniformly with respect tos € S,,, d € D and h € H,. . Note that %;{nfl -y, (X))} =sron~! a,\QZY (Mo)—
210g(s)s’)‘°n’1%§'n()\o) + log(s)zs*)‘(@{'n(}\o). We start by showing that

n1a T, ()T Bus om0, (0) = 0r (1), (1.35)

uniformly with respect to s € Sy, d € D and h € Hs.,,. Once again we can equivalently consider

1.—Xo (Vv e T2 A 1 >’ S
n--s 0 (Yn(AO) _Xn/ﬁ0> B,s™"n" WYH()\O) = op (1)7 (136)

uniformly with respect to s € S,,, d € D and h € Hg.,,. To obtain (1.36), we consider

‘nfls”‘o (§\{n(A0) _ }Agnﬁo) B, s *on 7188/\2 (Ao)‘

< g2 ( HQ}/Qn_l ([‘Yn()\o) - Xnﬂo} = [Ya(Xo) = XuB0] + (é\lzj?z)n) H

i w5 - (872 ]

7191/237Y (>\0)

X H (Inxn - P91/21 ) (Inxn - PS X ) (Inxn - P91/21 )HS X N2
n n n4sn n n p

Sp

The uniform rate op (1) as in equation (1.36) follows from the fact that the spectral norm of a product of
projectors is at most equal to 1, sup,cg_ 572% = Op(1) and from Lemmas 1.14, 1.15, 1.18 and 1.19. Now
the proof of property (1.35) is complete. (1.34) follows now together with (1.32) and (1.33). Therefore,
the proof of the first part of the first statement in the Proposition is complete.

In addition we have that

9
"X

0

T

Yn()‘o) - ()‘0)

sup n=2 g
deD oA

8
E|n~ —Y,.(Xo) ||| = Op(n~1/?
o] -
by Lemma 1.5, where the expectation tends to a positive constant. Furthermore, it follows from the fact
that the spectral norm of a product of projectors is at most equal to 1 and from Lemmas 1.14, 1.15 and
1.19 that

sup |n
deD

2R O0TB, ((ef)a - (8F2) )| = 0 (1772)

such that (X — ) =Op (n*1/2) uniformly with respect to s € S, d € D and h € Hg.,. Therefore, the
proof of the second part of the first statement in the Proposition is complete.

We consider now
B = (R7D,%.) " RID,T.() = (n2RIB,K,) 0 ' RIBn~ T, (R).

Once again we can write that
9
oA

nIXID,n Y, (N) = 0 KT Dn Y, (M) + (n1§g£mn1 Y (Xo) + Rom(A, /\0)) = Xo),

where X = cX+(1—c)/\0 for some ¢ € (0,1). We have that supj,cy,,  SUPgep SUPses, ‘RQ,H(X, Ao)| = op(1),
see Lemma 1.17. In addition, we get that

(wggmn)‘l n T KIDm () = (nRID, K, ) T IRTD, (Z000) — Ko + 080
= o+ (nRID,E) T 0T RIBn ! (Tuh0) — Rl
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In the first step we show that

n X D, n~! (\z?n(xo) - Xnﬁo) —nXTD, (Yn(/\o) — X80 — (azﬁ)n) —op(n~1/2) (1.37)
uniformly with respect to d € D and h € H,,,,. We have that

n~1XTD,, n~! (?{,L(AO) - Xngo) 7 1XTD, n! (Yn()\o) — X80 - (az fz)n)
= n~1XTD, n~! ((?{n(AO) - Xnﬂo) - (Yn()\o) — X80 — (§|zfz)n))
+nt (fgn - Xn)T D, n~! (Yn()\o) — X80 — (é,zfz)n) .

It follows that

o5, (17 (50~ 2a) o (5000 - 5 - (2 2) )|

<[l | (Fen = Py, ),

n

X Hﬂi/znq ((§n(/\0) - 3Agnﬁo) - (Yn()\o) — X580 — (5|zfz>n))

Sp

)

and

) B (0 (05 )

Sp
o N(Eexn = Pay, ), < lol2n™ (a0~ %080 = (8172, )

n

< Joa ()

The uniform rate op (n_l/ %) as in equation (1.37) follows from the fact that the spectral norm of a
product of projectors is at most equal to 1 and from Lemmas 1.8, 1.14, 1.18 and 1.19.

In the next step we show that

n—ligmnn—l(%?{n@o)@ — o) — n—lx,fu))nn—la%yn(m(i — Xo) = op(n~1/?), (1.38)

uniformly with respect to s € S,,, d € D and h € Hy.,,. We have that

PN 10 5 ~ _ ) ~
n ' XI'D,n 15Yn(AO)(A—AO)—n XD, n 153&1@0)@—%)

_ 8 B) ~
= n”XZDnn*l <6)\Yn(/\0) — W\Yn()\o)> ()\ — )\0)
N T 9 ~
—1 _ -1~ _
+n (Xn Xn) D™ 52Y, (M) (3 = Mo).

It follows that

- a5 )
IXID, [ 52 Y (o) — 2 Yo (A
ot (55500 - ¥
<Hnl/2n—1§gn x(‘([nxn—Pl/z ) <220 (2.9, 00) = 2v..000)
- " Sp 2/ 1, Sp o\ o\ Sp7
and
~ T P
—1 _ 19
n (Xn Xn> Dyn ! 5o (o) .
- )
< |lot/2,, -1 _ H _ 1/2, -1 9
*HQ” n (xn Xn> . (Inxn Pﬂyzlﬂ) o % [ G Ya0) .

The uniform rate op (n‘l/ 2) as in equation (1.38) follows from the fact that the spectral norm of a product

of projectors is at most equal to 1, from Lemma 1.8 and 1.15 and the fact that (X —Xo) = Op (n*1/2)
uniformly with respect to s € S,,, d € D and h € H, . In addition, it follows from Lemmas 1.5 and 1.7
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that

(n_2§§TID)n§§n)_l — (n2XID,X,) "

n

= op (1)

Furthermore, we get that
[ XEDan (Yaho) = XuBo — (81:52) )| =0 (n772),
n Sp

and

Hnlxmnnl Yh0) A= Ao)|| = Op (n71/2),

9
o\ 5

from Lemmas 1.8, 1.14, 1.15, 1.19 and (X — o) = Op (n*1/2) uniformly with respect to s € S,,, d € D
and h € Hse . Therefore, the second statement follows.
O

Proof of Theorem 1.2.

Let

Vi(d) = ZY (M) Dn(d) & Yn(Xo) =& Yn(X0) Dy (d)X, and
" ~XIDp(d) & Yn (o) X'D, (d)X,,

n

We get from Proposition 1.1 that
((X, BT - (/\o,BoT)T> = -V, (d)" A, + o (,ﬂ/z) _
Furthermore, it follows from Lemma 1.5 that
(BT = (20.8))7) = ~V(d)~'n A, + 0z (n772).

Both results hold uniformly with respect to s € S,, d € D and h € Hsc . Note that V d) is invertible
as E [n7?XTD, X, ] tends to a positive definite matrix and E [n~? ‘9 a3 Yn ()\O)TIEBn % Y )} to a positive

constant, see Lemma 1.5. We consider now A,, and start with XZ]D)TL ((efz n <€|zfz) ) Recall that
XZ;D’IL ((E.fz)n - (§|z.fz)n>
_xT (=~ F I < A (= F
= XIQ, ((efa)n - (8:F:) ) IZﬂn RN LT, (), — (62) ).
It follows from the results of Lemma 1.5 that

1
xT'Q,.1

T a4 nin = ST a 1 =0 —1/2
17Q,1,° " ENTQ.1,] p(n= ),

Sp

sup
deD

E[XIQ,1,]

and together with the results of Lemmas 1.3, 1.14 and 1.19 we get that

sup
deD

ﬁxfﬂ 1, 2129 ((Efz)n* (§|zfz>n)

n-n

1

- mE (X 1] 12 1,9, <(€fz)" - (glzfz)r) = op(n~1/?).

Sp
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In the next step we consider

1 1
EXZQH(EJ-‘Z)” = ﬁ Z (Xn zejfz( )Qn iJ +X ,jngz( z ,j’L 2 ZXH zgv,fz
1<i#j<n

It’s easy to check that

1 _
ﬁzxnzngz(z) = op(n).
i=1

In addition, we have that E [X,, ;£;f.(Z;)Qn,;] = 0 and E [X,, ;6;f:(Z;)Q 45 | Xi, Z;]) = 0 as well as

E [ Xn,igj f(Z;)0i5 | Y}, X5, Zi] = € f(Z;) E X0, i Q5 | X, Zj].

Therefore, we get by applying Hoeffding’s decomposition that

1 -1
3161% ﬁ Q, E.fz n Zsj.fz nz nzj |Xjazj] :O]P’(n )

By Lemma 1.14 it suffices to consider d = diag(dy,...,dy) such that the uniform result in the last
display follows. By the same reasoning we get that

1 1 —
=170, (ef)n — = FAZNE Qi | X4, Z3]|| = Op(n™1).
Sgg nZon (ef2) nzlsaf( DE Qi | X5, Zj] p(n=")

In the next step we consider

Vg o 1 SN 1 S
ﬁxnﬂn (€|zfz)n = ﬁ Z an (€|zfz)njnn,ij + ﬁ ZXTL,’L (€|zfz>ni~

It’s easy to check that

=1
In addition, we have that
1 o~ 1
ﬁ Z Xn,i (€|z.fz>n 4Qn,ij = E Z Xn zn Z 5kKh ]an ij
1<i#j<n I 1<i£j<n k=1,k#£]
1
=3 Z X0,k Kn, j60n,i5
1<i#j#k<n
1
to3 Z Xn,i€iKn,ij ¥ ij
1<i#j<n

In the following we compute the mean and use the Hoeffding decomposition for the U—process A,,(h).
The kernel of A,,(h) is not symmetric in its arguments. However, we could apply the usual symmetrization
idea. Thus, by abuse, we will proceed as if the kernel of the U—statistic we handle is symmetric. For
instance, for a second order U —statistic defined by a kernel h(U;, U;), we could replace it by the symmetric
kernel 1 [h(U;,U;) + h(U;,U;)] from which we get the same U—statistic. Here, U; = (Y;, X, ZiT)T

In addition, we have that the kernel of A, (h) is Euclidean for a squared integrable envelope. See
Lemma 22 in Nolan and Pollard [67] and Lemma 2.14 in Pakes and Pollard [68]. Therefore, we can in
the following repeatedly apply Corollary 7 and the Maximal Inequality of Sherman [72]. All remainder
terms are controlled by Assumption 1.3.2.

Recall that by assumption E [ef, | Xj, Z;] = 0. Therefore, we get that F [A,(h)] = 0 as well as

E Xy i€6Kn, ik | Up,p € {i,7}] = 0.
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Furthermore we get that

E [Xp i€ Kn ik Qnij | U] = erE [Xp i Kn ju 0 ”Qn i | 2]
= ex B [XniE [Knjn Q2 | Z, Zi, X ] i | Zi]
=¢epl [ n,i (fz Zj, Qn ikt OH”(hQ)) n,ij | Zk]

= erf2(Zr) B [Xn i .00
+ e E [Xn,i Q0 5] Op(h?).

n,ij

| Z)

It follows from the results that the first order U—process of the Hoeffding decomposition of A, (h) is
of order Op(n~—'/?) uniformly with respect to h and d.

We consider now the three second order U—processes of the Hoeffding decomposition of A, (h). We
get that

E [Xn,ingh,ijn,ij | Ui’ U]] =0.
In addition,

E[Xn zngh jkﬂn 1] | UzaUk ankE Kh ]kﬂ Uivzk}

[ n z] ij |
= Xn zekE [(f Zk: Qsz: + OP(hQ))
*anekfz(z ) nzkE[ n,ij |X}

[

+X,.E | X;] Op(R?).

Uu Zk]

nz]|

n,ij

The last conditional expectation that we need to consider is given by

E Xy ieeKn jknij | Uj, Ug] = e Kp jiu B X0 i Q05 | Uj)
= h_qhq.K—h’jkT(Uj7 Uk)

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U —process given by
the kernel h?K}, ji7(Uj,Uy), indexed by h € Hsepn, with envelope || K |loo7(-,-). (Herein, || - ||oo denotes
the uniform norm.) We take p = 1 and 8 € (0, 1) arbitrarily close to 1 to stand for Sherman’s quantity «.
Since K (-) is of bounded variation and symmetric, without loss of generality we could consider that K (-)
is nonincreasing on [0,00). In this case, 0 < K(-/h) < K(-/h) with h = sup Hse.n = Cmazn ®. Hence,
using Jensen’s inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72]

by a universal constant times
Z,—Z
B°2 [KQ (k) TQ(Uj,Uk)} |

CmazN™ ¢

By standard changes of variables and suitable integrability conditions, this integral is bounded by
a constant times n~*P%/2. Consequently, the uniform rate of the U—process obtained conditioning on
U;, U is n=! x Op(n®@1=8/2}) As 1/2 — ag(1 — /2) > 0 under our assumptions we get that n=! x
Op(n>a11=8/2}) = op(n=1/2). From all the results it follows that the second order U—processes of the
Hoeffding decomposition of A, (h) are of order op(n~'/?) uniformly with respect to h and d.

Finally, we need to consider the third order U—process. We get that

X iekKn jkQn.ij = KWKy, i, (U;, U, Uy).

We can again use the Maximal Inequality of Sherman [72] to argue that this process is of order op(n~'/2)
uniformly with respect to h and d. The details are omitted.

It remains to consider B, (h). One can argue in a similar way as for A, (h) to get that B, (h) is of
order op(n~1/2) uniformly with respect to h and d. The details are omitted.

From all the results it follows now that

.z 1 ¢ -
sup  sup X Q, (e|zfz) — = erfAZ)E [Xni QL 3 | Zi]| = 0e(n™1/?).
h€Hsc,n dED o "
By the same reasoning we get that
. 2 RN -
sup  sup Q, (E|zfz) - ngfz(zk)E [Qi n ’Lj | Zk] ]P’(n 1/2)'
h€Hse,n dED no "
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Therefore, we get that
N(CARCHAR
1

1< .
- Zﬁjfz(zj)E |:<Xn,i - mE [Xnﬂnln}> Qi | X5, Zj:|

sup sup
h€Hsc,n dED

1

(ZVE | (X — =————FE [XIQ,1,] ) Q7,0 Z —1/2y,
+ = ngfz k? |:( s E[lzﬂnln] [ n ]) n,ik nl]| k:| )

| = op(n

By the same arguments we get that

nﬂ I 00) B ((ef)— (872 )

sup sup
h€Hsc,n d€ED

1 0 1 0 .

4 % éakfz(Zk)E K;AY’”(AO) _ mE [gyn(xo)mnh]) QZ 0, | z,c} — op(n~1/2).
The details are omitted.
Therefore, we get that
(BT = (00, BD)T) = V(@)™ (jl il&jfz(zj)E[ (d) ,45(d) | X Z)]
- %f;skmzkw [ri( @9 () 45(d) | Zd) +op (n71/2)
- ( 32 [l 0 (01,0 - 01(0) | 3.2
o (M
- v (F @ E @ @ @0 - Elau | x) 1 %]
+op (n_l/Q)
= —V(a) (i Z:ejfz(zj)E [7i(d) 07, (@2, (d) | X, Z,] )
+Jo;» (n72),
uniformly over h € H,e, and d € D.
We consider now the behavior of Z £ f-(Z))E [1:(d) Q7 ;(d)®X,(d) | X, Z;] in detail by apply-

ing Theorem 19.28 of Van der Vaart [78] The needed Lindeberg condition follows from our assumptions.
In the following we will show that

sup E[||€JfZ(ZJ) [Tl(dl)ﬂrzllj(dl)¢n z](dl) | ]
lds—dal<s (1.39)

— £, [(Z))E [1i(d2) Q7 ;(d2) @Y i (do) | X, Z,]|°] —

whenever 6 — 0.
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We get that

E [Hfjfz(zj)E [7:(d1) QF ()@, i (dv) | Xj, Z;] — €, f-(Z;)E [i(d2) Q7,5 (do)® 1 (do) | X, Z;] H2]

= E[E [E?fz(zj)Q | X, Zj] (Ti(dl)T Tk(dl)nrzz,ij(dl)‘I’r)f,ij(dl)ﬂf,kj(dl)q)f,kj(dl)

(d1)Q7 1 (do) @Y, (do)

n,kj

—27(dy)" T (d2) Q7 (dy) D)

n,ij

i) T(d2) 7 () @ ()R ()@ () .

n,4j n,kj n,kj

By the same Fourier transformation arguments as in the proof of Lemma 1.1 and the dominated conver-
gence theorem the statement in (1.39) follows. Therefore,

Vi (BT = (0, 80)7) = ~V(@)™! % > eif-(Z)E [ri(d) Q7 (d)2,(d) | X;.Z5] | +op (1),
Jj=1

converges in distribution to a tight random process whose marginal distribution is zero-mean normal with
covariance function V (d;) "t A(dy,d2)V (dg) L.
O

Proof of Proposition 1.2.

‘We have that
YN By n7 Y, (A) = 0 Y, (Ao)T Bn n Y, (o)

+ 27171%%”()\0)71 ]En n71§{n()\0) (:\\ — /\0)

0 ~ 05
-1 T -1
—Y,(Xo)" B, —Y, (A
~ ~ 9% ~ ~ ~ 2
+ 1780 (00)T By 7 25T (M) + Ria(3 o) ()\ - AO) ,
where X = cA + (1 — ¢))o for some ¢ € (0,1). By the same reasoning as in Proposition 1.1 we get that

~

1Y, (N B 271 Y, () = 2718, (00)T By, n7 1Y, (No)
9 N .
-1 Y -1 (2 o
207 Yo (00) By ((efa)n — (812F2) ) (A=)
0 o e 2
-1 Y T -1 Y _
Y (h0)T By n Y (M) ()\ )\0>
+op (1/n),

uniformly with respect to s € S,,, d € D and h € Hs. . Therefore, it follows that under Hy

~

n Y. Or)T B, n Y (Ar) — n 'Y, (N B, n Y,V

_ 1 <8Yn()\O)T B, ((sfz)n — (5|zfz)n)>2 [8Yn()\o)TIB;naYn()\0)} -1

n2 \ O\ X oA
+op(1/n)
1 _ _ . 0 ., 0
= (L0 )V(d)'n?A,n 2 ATV (d)"(1,00)" [n 15\2(”@0)%”11 189(”@0)}
+ op (1/n)

1 _ _ 5, 0 )
= (L0, )V(d)"'n?A,n 2 ATV (d)"(1,0])TE [n Qa/\Yn()\O)TIB%na)\Yn(}\O)]

+ op (l/n) .
When Hy does not hold it follows by the same arguments as in the proof of Proposition 1.1 that

n~ 1 DM, converges in probability to a positive constant.
O
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Proof of Proposition 1.3.

Under Hy we get that

where

Therefore, we get by the same reasoning as in the proof of Proposition 1.1 that

s B 00)] - o) B (681 — (F2) ] oot

= —VR(d)n_2An + o]p(n_l/Q),

Ap— o= —

uniformly with respect to h € Hgsen, d € D and s € S,,. Furthermore, we get that

(Y0 (r) = XuBr(3n) Do (Ya(Rr) — XuBr(Rr)) = ~%uo) B (Tu(n) %)

(%a(h
- (&?n(xo) - Xnﬁo)T Bo r (&?n(xo) nﬁo) n 2§§z (X0)T By g (\i?n(xo) - Xngo) (XR - )\0>
%) B

0

N - ~ . 2
+ aYn()\o)T B,.r 5Y’n()\0) —+ ( (Ao) + Rin(A, /\0)] (AR - /\0> ,

Br.r av

where A = CXR + (1 — ¢)X\ for some ¢ € (0,1). By the same reasoning as in Proposition 1.1 and using

the asymptotic representation of XR — )\o) we get that

7 (Ta(n) ~ ZaBr(i)) Do (TaCin) - KuBrin)
=n"" <§n(3‘\R) - XnﬁO) Bpn! (§(n(XR) - XrﬁO)
e (5 ) e (e () )
+2n7! (’MY n(X0)" Bprn! ((Efz)n - (§|z1?z)n) (/)\\R - )\0)

il

19 < Yn(Xo)" By r nl({i\Yn()\o)] (XR - )\0)2 +op (1/n)

=n! ((Efz)n - (azfz)n)TBmR n! ((sfz)n - (azfz)n)

n 2 AL VR(d) Vr(d)A,n? [n_

0 0
a)\Y ()\()) Bn,Rn_laAYn<>\0):| + op (1/71),

uniformly with respect to s € S, d € D and h € H,. . We know from the proof of Proposition 1.2
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18N By 019, (8 = n ! ((Efz)n _ (azﬁ)n)T B,n! ((sfz)n - (azf;)n)
-n?ATV(d)7'(1,00)7(1,0])V(d) ' Apn?

{nl ﬁY”(AO)T B, n~*

E)) 3&(”@0)]

oA
+op(1/n).

Therefore, we get that

~ -~

n~! (?{n(XR) - XnﬁR@R))T D, n~! (x?n(XR) - X,ﬁR(XR)> Y, N B, nY, 0

S (GRS CE AR SR (CARNCEAY
)

oA

—n2ATVR(d)TVRr(d)A,n2 [n D\

Yn (o) By g n_laYn(/\o)}

_ _ _ o[ 40 ., 0
+n2AV(d)~(1,00)7(1,0])V(d) "t Apn? [n 15Yn(AO)T B, n 18)\YH(AO)}

+op (1/n)

B —1 -1 -1 -1
=0 2AT (01, Inp)” (XID,X,) " R” (R(Xfﬂ)nxn) RT) R(XID,X,) " (Opts Ipp) An

—n2ATVR(d)TVR(d)A,,n2 [nlaYn()\o)T B, rn

B)) aY"(AO)}

oA

0 i)
—2 AT —1 T\T T —1 —2 —1 T —1
+n 2 ATV ()" (1,00)7(1,07)V(d) " A, [n S Ya(00) By n a)\Yn(/\o)}
+op (1/n)
_ _ -1 _

=02 AT (01, Iep)" B [XID,X,] ' BT (RE[X[D,X,] ' RT)  RE[n*X[D,X,] |

(Opxl’Ipo)Ann_Z
0

T —_—
Yn(AO) ]En,R a)\Yn()‘O)]

L0

—n2ATVR(d)"Vr(d)A,,n%F [n 3

0 0
—2 4T -1 T\T T -1 —2 —2 T
+n A,V (d)"(1,0,)" (1,0,)V(d)""A,n""FE [n 5Yn(/\0) B, a)\Yn(Ao)]
+op (1/n),
uniformly with respect to h € Hsepp, d € D and s € S;,. When Hj does not hold it follows by the
same arguments as in the proof of Proposition 1.1 that n=' DMg converges in probability to a positive

constant.
O

Proof of Proposition 1.4.

We can use the arguments as in the proof of Proposition 1.3. The only difference is that we do not
need to taylor

n 7 (Tan) ~ ZuBrn)) B (Tu00m) ~ ZuBa(rn))

as Ap is fixed. Therefore, we get that under Hy

S (CATICHA R WS Sy (AR CH A

+n2ATV(d)1(1,0,)7(1,0))V(d) ' Aun? {nla n(M0)" Bnn

)\ Y”(AO)]

2
+op (1/n),
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_ _ -1 _
=02 AT (01, Tpp) " (XEDX) T RT (R(XIDX,) " RT) R (XIDuXa) ' (01, Tpy) An
9 )
—2 AT —1 \T T —1 -2 —1 T —1
+n-2ATV(d)~1(1,07)7(1,00)V (d) " Aun [n S Yn ()" Ban MYH(AO)}
+op (1/n)

_ -1 -1 -1 _ -1
=0 2AT (01, Ipxp)” B [XID,X,] ' RT (RE [XTD,X,] RT> RE [n2XID,X,,]

(0px1, Ipxp) Ann?

_ _ _ _ 5 0 d
+n ATV (d)" (1,007 (1,00)V(d) ' An°E {n 25YW(AO)T B, myn(xo)]

+op(1/n),
uniformly with respect to h € Hsepn, d € D and s € S;,. When Hy does not hold it follows by the
same arguments as in the proof of Proposition 1.1 that n='DMg \ converges in probability to a positive

constant.
O
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Appendiz B: Preliminary results

Lemma 1.3. Let Assumptions 1.1.1 and 1.1.8 hold. Then

sup [[Dylg, < sup [[Qn]lg, < n.
deD deD

Moreover,

sup |[Br|g, < sup [[Dng, and sup sup H@”
deD deD h>0 deD

< sup ||D .
o, < s Dk,
Proof of Lemma 1.3.
For all vectors d, the matrix €2,, is positive definite, see Lemma 1.2. This implies that its spectral
norm is equal to the largest eigenvalue. On the other hand, for all vectors d, the trace of €2, is equal to

n. Necessarily, the spectral norm of €2,, is at most equal to n, uniformly with respect to d € D. Next, it
is easy to see that ||A1|/sp < ||A2]|sp whenever A; and Ay — A, are positive semi-definite real matrices.

Using repeatedly this property and the fact that D,,, B, and @n are positive semi-definite (cf. proof of
Lemma 1.2), we deduce the remaining inequalities, that clearly hold uniformly.
O

Lemma 1.4.

1. For any positive definite real matrices A1 and As
—1/2 —1/2 1 _ - 3/2
145177 = AT lsp < 5 [maxc{]| A lsp. 145 s} A2 — Adlsp-
2. Let Ay and Ay be n x p—matrices such that AT A; = AT A, = I,.,. Then
||A1A1T — AgAgHSp <2[|A; - Asllg, -

Proof of Lemma 1.4.

1. For any positive definite real matrices A; and As

_ _ 1/2
1457 — A |lsp < = [max{|| AT [lsp, |45 Isp}] " 1 A2 — Aullsp,

N | =

(see for instance Horn and Johnson [44], page 557). Moreover, for any invertible matrices A; and
Aj we have the identity A" — A7 = A;'(A; — Ay)AT'. Apply this identity with A}/ and A}/
and, using the fact that the spectral norm of a product of two matrices is smaller or equal to the
product of the matrices’ spectral norms, we deduce the statement.

2. We could write

H(AlAclr — AQA?)’LLH = ||A1(A1 — AQ)T’LL + (Al — AQ)A%—‘UH
< (l4ulls, + 1 42lls, ) 141 = Aslls, [l
Moreover, ||Ajul® = uT AT Aju = [lul|®, and thus [|A;]lg, = [|[A2]lg, = 1. Thus, 2[|A; — As|g,

is a bound for the norm of the difference between the orthogonal projectors defined respectively by
Al and A2.

O

Lemma 1.5. If the Assumptions 1.1.1, 1.1.8, 1.2.1 and 1.2.5 hold true, E [TFQXgDan] tends to a
positive definite p X p—matriz and

sup ||n°XID, X, — E [n?X] D, X,
deD

Hsp = OP(nil/z)-

If in addition Assumption 1.4.1 holds true, E [n’Q%Yn()\O)TIBﬁna%Yn(/\O)] tends to a positive constant
and
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n_zgYn()\o)TDngYn()\o) -F {n*ayn(/\o)%nayn(xo)} H = Op(n~1/2) and

su
Sl ax N N N
0 0
_owT B —owT _ —-1/2
Ztelg n XnDn—a)\Yn()\g) E {n XnDna)\Yn()\g)} H Op(n™"=).

Proof of Lemma 1.5.

First, we investigate the behavior of n=2X1'Q,, X,, that we decompose.

1 n—-1 1
xr'a, X, = —

4 ST O Out ¥ (- B | ZD(X - BIX: | 20 £(2)

1<i#j<n 1<i<n
where O;; = O0;5(d) = (X; — E[X; | Z;))(X,; — E[X; | Z;))" [.(Z;) f.(Z;)Q, ;5. 1t is obvious that under
our assumptions the second sum, corresponding to the diagonal terms of the quadratic form X2, X,,,

has the rate Op(n=!). On the other hand, for any d € D and any u € RP, using the Fourier Transform
and the monotonicity of the exponential function, we have

Eu"0yj(d)u] = E [u"(X; — E[X; | Zi))(X; — EIX; | Z;))" wf-(Z:)[-(Z;)n,i5]
7'('_(p+q)/2
N \/dl "'dp+q Rr+aq
a—(p+a)/2

= g+9)/2
4+

x /
Rp+a

d(P+Q)/2

= WE [uTOij(diag(dL, ey dL)_l)u} 5

E [uT(X ~ BIX | 2)f.(Z) exp {2in (X7, ZT)TH ‘2 exp {—w” D w} dw

E [w"(X - E[X | 2))1.(2) exp {2iw" (X7, 2")" }] ’2 exp {~w” diag(dy, ..., d) " w} dw

where dy is the upper bound and dy the lower bound of the values on the diagonal of D. Since by
Assumption 1.2.1 the variable u” (X — E[X | Z]) could not be equal to zero almost surely, we necessarily
have E[u’ O;;(d)u] > 0 and thus, E[O;;(d)] is positive definite. Moreover, it is clear from the last display
that there exists a constant C' > 0 such that E[O;;(d)] — CI,x, is positive definite for each d € D. By
the uniform convergence results of Sherman [72],

1
—=XI'Q,X, — E[0;;(d)]

n = O]p(’n_l/Q).

Sp

sup
deD

Next, we derive the convergence of F [n’QXZ]D)an] Let us decompose
D, = Q2 (Inxn — P, ) QL2

where

1
P 1/2

_ 1/2 Tl/2
Ql/2, = 129711”9” 1,1, Q,/°.

(Here, Q},,/ % is the positive definite square root of §2,,.) Let us define

PO 1

512, -1 —14T1/2
a1, T prEara, e e IS

It is clear from above that n=?FE [lgﬂnln] converges at the rate Op(n™1) to a strictly positive limit and
n=211Q,1, —n2F [1£Qn1n} = Op(n_1/2), uniformly with respect to d € D. Thus

L 1
QY217 — QY211 || = Op(n=1?).
aep | (n B[R, L)) " (210,177 " " P )
Then, it follows that
HPQ}/%" ~Paym, s Op(n™!/%).
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Hence, in order to show that asymptotically the spectrum of E [n*QXZ]D)an] stays away from zero, it
suffices to show that the spectrum of the p X p—matrix FE [n’2X£]D)?1Xn} stays away from zero, where

D° = QL/2 (Inxn — P ) QL2
For any u € RP we have E [n?u’XID!X,u] = A, /F [n72179Q,1,] with
2 2 2
Ap = An(u) = E [Hnlﬂi/QInH ] E [Hnls)}/?sgnuH } _E U<n1§2}/2Xnu,nIQ}/21n>’ ] .

We aim showing that, for any fixed u € RP, A,,/F [n_zlzﬂnln} stays away from zero, uniformly with
respect to d. This will imply that the limit of F [n_QXTTL]D)(T)LXn] is a positive p X p—matrix. Consider the
second order polynomial

Po(t) = Po(tiu) = E [Hn‘lQ}/2Xnu +tntQl/?%1,

2 2
] =F [Hn‘lﬂ}/?XnuH ]
2
+ 2B [(n 7 Ky, 21, + 12F Mnm}/%nH ] > 0.

By elementary properties of second order polynomials, the minimal value of P, () is A, /E [n~211Q,,1,].
If the minimal value of P, (t) goes to zero, then necessarily

irtlf E [n_Q (Xpu+ tln)T Q, (X,u+ tln)} — 0,

uniformly with respect to d € D. From the first part of the proof we could deduce that this contradicts
Assumption 1.2.1. Thus, necessarily the spectrum of the p X p—matrix E [niQXZID)?LXn] stays away from
zero. Finally, to derive the rate of uniform convergence of n~2X.D,,X,,, we could use again the uniform
convergence results of Sherman [72] after removing the diagonal terms, and next study the part given by
the diagonal terms. The details are omitted.

Next, we derive the convergence of F [n_Q%Yn(AO)T]Bna%Yn()\O)]. We get that

D, = Q2 (I,M — Pope, ) Q2 —sTs,

where
Su = (Tuxn = Pouey, ) /2

In addition, let W,, = S, X, (X,TL]D)an)_1 XTTL]D),L(%Y“()\O). Therefore, it follows that

2
— E[n?WIW,].

2]
+2tE Kn—lwn,n—lsnégyn(xo)ﬂ +2E [n2WLW,] > 0.

d d
E {n_Qa)\Yn(AO)TIBBnC,»\Yn(AO)} —E

0
Hn_lgna)\Y”(AO)

Consider now the second order polynomial

? d
=E ||[n7'Sp =Y (o)

Pult) = B M

0
—1 —1
Hn Sn—a/\Yn()\o)—&—tn W,

By elementary properties of second order polynomials, the minimal value of P, (t) is E [Hn*18n %Yn(/\o) HQ] —

E [n‘QWZWn]. If the minimal value of P, () goes to zero, then necessarily

. 2 0 T T -1 T T -1 7 0
Htle{n ¥ (%) (Inxn+tDan(Xn]D)an) Xn)Dn (InanrtXn (XTD,X,,) XnDn) Y (h0) | =0,

uniformly with respect to d € D. Note that by the same reasoning as for £ [n_QXEDan] we get that
E [n72u"Dyu| > 0 for all u € R? with u # 0. Therefore, we could deduce that the upper statement
contradicts Assumption 1.4.1. Thus, necessarily E [n‘Q%Yn()\O)TIBn%Yn(/\O)] stays away from zero.

Finally, to derive the rates of uniform convergence of n =2 %YH (Mo)TD, %Yn()\o) and n~2XID, %Yn (M),
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we could use again the uniform convergence results of Sherman [72] after removing the diagonal terms,
and next study the part given by the diagonal terms. The details are omitted. Now the proof is complete.

O
Lemma 1.6. Under the conditions of Theorem 1.1,
! \ %, - X (1)
sup — - = op(1).
he?—tgn N Mlsp — 7F
Proof of Lemma 1.6.
In order to prove the statement we consider
10/~ 2
o)
n
where u € R? and ||u|| = 1. In the remaining of the proof we set without loss of generality p = 1 to keep
the notation simple, i.e. we consider
1 1~ 2
n
We have that, for 1 <1i <mn,
Kni = Xni = (Xi = E[Xi | Z)fo(Z) = (Xi = BIX; | Z)f.(Z:)
1 n
= (X — X)) Kniy — (Xs — BIX; | Zi)f-(Z:)
j=1
1 1
=Xi (Kn,ij — f(Z:)) — ﬁXifz(Zi)
J=1,5#i
1 < 1
+- Z (E[X; | Zi|f(Z;) — X Kn,ij) + EE[X,- | Zi|f.(Z;).
j=1,5#i
We start by considering
712
1 IO 1<
=l Xi= Z (Kn1j — f2(Z1)),. . » Xn o (Knnj — f2(2Zn))
j=1,j#1 j=1,j#n
1 " 5 1 "
=3 > X7 (Knug — 12(2))" + -3 > X7 (Bnij — [2(20) (Knx — f-(Z4))
1<i#j<n 1<i#j#k<n
= A, + B,.
It is easy to check that supj,cq,. , [An| = op(1). We show in the following that
sup |Bp| = op(1), (1.40)

heHen

as well. Note that %Bn is a U-process of order 3, where (n)y =n(n—1)...(n —k+1).

For this U—process we compute the mean and use the Hoeffding decomposition. The kernel of B,, is
not symmetric in its arguments. However, we could apply the usual symmetrization idea. For instance,
for a second order U—statistic defined by a kernel h(U;, U;), we could replace it by the symmetric kernel
2 [MU;,U;) + h(U;,U;)] from which we get the same U—statistic. Here, U; = (Xi,ZiT)T. We can
proceed in the same way by considering all 3! permutations of the variables for B,, so that we can apply
the Hoeffding decomposition. Thus, by abuse, we will proceed as if the kernel of the U—statistic we
handle is symmetric. For simpler notation, we use E;, E; ;, ... for the conditional expectations E [- | U],
E[|U,Uj],...

In addition, we have that {(z;, 2, zj, zk) — 2 (Knij — f2(2i)) (Knik — f2(2i)) : b € Hen} is Eu-
clidean for a squared integrable envelope. See Lemma 22 in Nolan and Pollard [67] and Lemma 2.14 in
Pakes and Pollard [68]. Therefore, we can in the following repeatedly apply Corollary 7 and the Maximal
Inequality of Sherman [72]. All remainder terms are controlled by Assumption 1.3.2.
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We start by considering the mean. We get that

E (X7 (Kn,ij — [-(Z:)) (Knik — [2(Z:))] = E[X] (Knij — [2(Z:)) Bij [(Knax — f=(Z:))]]
= E[X? (Knij — f-(Z:)) W*1(Z:)] (1+0(1))
= h'E [X77%(Z:)?] (1+0(1)),

where
71(Z) = N(K) ) tr{Hz,zfz(Z)}y

with [o, uu” K(u)du = u(K)I;xq. H. . f. denotes the matrix of second derivative of f.(-) with respect
to the components of Z € R? and tr{-} denotes the trace operator. Therefore, it follows that the mean
of B, is of order op(1) uniformly with respect to h.

We consider now the three first order U—processes of the Hoeffding decomposition of B,,. We get that,
by the same reasoning as for the mean,

B [ X7 (Knij — f(Z2)) (Knar — f2(Z0)] = h*XP71(Zi)*(1 + op (1))
In addition, we get that

Ej [XF (Knij — F2(20) (Knik — f-(2:)] = W E; [ X2 (K5 — f2(Z0)) 1(Z0)] (1+ 0p(1))
= (WE; [X? Knijn(Z:)] = W2E [X?£-(Zi)n (Z0)]) (1 + 0p(1))
= h?E [X? | Z;] 11(Z;)f-(Z;) + Op(h*) + Op(h?) + op(h?).

The reasoning when conditioning on Uy, is the same. Therefore, it follows together with Corollary 4 of
Sherman [72] that the first order U—processes of the Hoeffding decomposition of B,, are of order op(1)
uniformly with respect to h.

We consider now the three second order U —processes of the Hoeffding decomposition of B,,. We start
by conditioning on (U;, U;) the reasoning for (U;, Uy) being similar.

Eij [X7 (Knij — f2(Z0) (Kn,ik — f2(Z2)] = X7 (Kn,ij — [2(Z2)) Bi [(Kn,ar — [-(Z2))]
= X7 (Kn,ij — f(Z:)) W*11(Z:) (1 + 0p(1))
= X7 Knijh*y1(Z:) (1 + 0p(1)) — X7 f.(Zi)h*71(Z:) (1 + 0p(1))
= h*"1hIKy, 7(U;) + Op(h?).

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given
by the kernel h?Kj, ;;7(U;), indexed by h € H. n, with envelope || K||oo7 (). (Herein, | - ||oo denotes the
uniform norm.) We take p = 1 and 8 € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity o.
Since K (-) is of bounded variation and symmetric, without loss of generality we could consider that K (-)
is nonincreasing on [0,00). In this case, 0 < K(-/h) < K(-/h) with h = supHen, =: Cnazn~ . Hence,
using Jensen’s inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72]

by a universal constant times
EB/2 {Kz (Z—Za> Tz(Ui)} _
Cmamni

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~*%%/2, Consequently, the uniform rate of the second U—processes obtained conditioning
by U;,U; and U;, Uy, respectively is n=! x Op(n=®{2=4+84/2})  As 1 + (2 — ¢ + Bg/2) > 0 under our
assumptions we get that n=' x Op(n~={2=a+84/2}) — op(1).

In addition, we get that

Ej [X7 (Knij — f2(Z:)) (Knk — f2(Z4))]
= h"2UE;, [X7h* Ky ijKn,ik| — 2E; [ X7 Kn,ij f-(Z:)] + E [ X7 f.(Z)?] .

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given by
the kernel Ej j, [X?h?1K}, ;;Kp i |, indexed by h € He pn, with envelope Ejj, [XZ[|K|/%]. We take p =1
and 8 € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity c. Usmg Jensen’s inequality, we
could bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal constant times

Z— Z Z;, - Z\1?
o e (228 ) (225)]
CmaaM ™ CmaaM ™
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By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~ %% Consequently, the uniform rate of the second U—process obtained conditioning
by U;, Uy is n~! x Op(n“‘J{z_B}). As 1 — ag(2 — B) > 0 under our assumptions we get that n=! x
Op(n®42=8}) = op(1). By similar reasoning we can control the remaining two parts. The details are
omitted. Therefore, the second order U—processes of B, are of order op(1).

In order to finish the proof of (1.40) it remains to consider the rate for the third order U—process of
B,,. As the reasoning for this part is the same as for the second order U—process we omit the details
here. Therefore, the statement in (1.40) follows.

In the next part we consider

T2
11 & 1 <
- (n > (BX0 | Z0f(Z) = XjKng). oo <E[Xn|zn1fz<zn>—Xth,nj>>
j=1,j#1 j=1,j#n
1 n
== Y (BIX:|Z)f.(Z) — XK )

1<i#j<n

LS (BN ZUR(Z) - X Kn) (BIX: | ZF(Z0) — XeKo)
1<i#j#k<n

It is easy to check that sup;c4, |A,| = op(1). We show in the following that

sup |§n| = OIP’(l)v (141)
heHe,n
as well. Note that %én is a U—process of order 3. For this U-process we compute the mean and use

the Hoeffding decomposition. The kernel of En is not symmetric in its arguments. However, we apply
again the usual symmetrization idea.

In addition, we have that {(Ij, Ty Ziy 25, Zk) — (E[Xz | zi]fz(zi) — Ithﬂ'j) (E[XZ ‘ zi]fz(zi) — IZ?kKhﬂ'k) :
h € Hcn} is Euclidean for a squared integrable envelope. See Lemma 22 in Nolan and Pollard [67] and
Lemma 2.14 in Pakes and Pollard [68]. Therefore, we can in the following repeatedly apply Corollary 7
and the Maximal Inequality of Sherman [72]. All remainder terms are controlled by Assumption 1.3.2.

We start by considering the mean of B,,. We get that

E((E[Xi| Zilf(Z;) = X;Kn5) (E[Xi | Zi]f.(Zi) — X Kh,ik)]
= E(BX: | Zi][:(Zi) = XjKn,ij) Bij (E[Xi | Zilf-(Zi) = E[Xy | Ze]Kn )]
= —E[(E[X; | Z|f-(Z)) — X; Knij) h*72(Z:)] (1 + 0(1))
= h'E [12(Z:)?] (1 +0(1)),
where
V2(Z) = p(K) - tr{H.. (E[X | ]f.) (Z)}.
H. . (E[X|]f.) denotes the matrix of second derivative of E[X | -]f.(-) with respect to the components

of Z € R4. Therefore, it follows that the mean of B, is of order op(1) uniformly with respect to h.

We consider now the three first order U—processes of the Hoeffding decomposition of B,,. We get that
by the same reasoning as for the mean

Ei (E[Xi | Zi)f.(Z:) — X;Kp35) (E[Xi | Zi)f-(Z:) — XiKnij)] = h*y2(Z:)* (1 4 0p(1)).
In addition, we get that
E; [(B1X; | Zi]f.(Z;) — X Kn5) (B[Xi | Z]f2(Zi) — Xk Knik)]
= —hWE; (B[X: | Zi|f-(Z) — X;Kn.ij) v2(Z:)] (1 + op(1))
= (WE; [E[X; | Zj] Kn.ijv2(Zi)] = B’ E [Xif.(Zi)72(Z:)]) (1 + 0p(1))
=W’E[X; | Z;]72(Z;) [-(Z;) + Op(h*) + Op(h?) + op(h?).

The reasoning when conditioning on Uy, is the same. Therefore, it follows together with Corollary 4 of
Sherman [72] that the first order U—processes of the Hoeffding decomposition of B,, are of order op(1)
uniformly with respect to h.
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We consider now the three second order U —processes of the Hoeffding decomposition of En We start
by conditioning on (U;, U;) the reasoning for (U;, Uj) being similar.

Eij (E[Xi | Zi|f(Zi) — X;Kni5) (E[Xi | Zilf(Z;) — Xk Knix)]
= — (E[X; | Zi]f.(Z:) — X;Kpij) B*72(Z:)(1 + op(1))
= XK iih*72(Z:) (1 + 0x(1)) = E[Xi | Zi] f-(Zi)h*72(Z:)(1 + op(1))
= h*T9h1Ky, ;;7(U;, Uj) + Op(h?).

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given
by the kernel h?Kj} ;;7(U;,U;), indexed by h € H,,, with envelope ||K|loo7(-,-). We take p = 1 and
B € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Using Jensen’s inequality, we could
bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal constant times

EB/2 [Kz <Z’_ZJ) TQ(Ui,Uj)] :

Cmaa:nia

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~*%%/2_ Consequently, the uniform rate of the second U—processes obtained conditioning
by U;,U; and U, Uy, respectively is n=1 x Op(n~2=a+84/21) A5 1 + (2 — ¢ + B¢/2) > 0 under our
assumptions we get that n=! x Op(n={2=a+84/2}) = op(1).

In addition we get that

Ein (E[X: | Zi|f.(Zi) — XjKn5) (E1X: | Zilf.(Z:) — X Knix)]
= WX XeEj i [W9Kn i Knin] — X;E; [E[X; | Zi)f-(Z:)Kn i)
— Xy By [E[Xi | Zi]f-(Zi)Knir) + E[X; | Zi)* f.(Z:)*.

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given by
the kernel X; X, E; [h2th’inh’ik]7 indexed by h € H.,,, with envelope X; Xy | K|%. We take p = 1
and 8 € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Using Jensen’s inequality, we
could bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal constant times

2
X2X2E; [K <021 ni) K <CZ Tfl;)] 1 :
max max
By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~ %9, Consequently, the uniform rate of the second U—process obtained conditioning
by U;, Uy, is n=' x Op(n®275}). As 1 — aq(2 — 8) > 0 under our assumptions we get that n=' x
Op(n>112=8}) = op(1). By similar reasoning we can control the remaining three parts. The details are
omitted. Therefore, the second order U —processes of B, are of order op(1).
In order to finish the proof of (1.41) it remains to consider the rate for the third order U—process of
En. As the reasoning for this part is the same as for the second order U—process we omit the details

here. Therefore, the statement in (1.41) follows.
It is obvious that

EB8/2

% | X | 21 (20). 0 X zn1fz<zn>)TH2 = op(1)
and % | X020, ,n*lxnfxzn))TH? = op(1).

Therefore, the statement follows.

50



Lemma 1.7. Under the conditions of Theorem 1.1,

~

sup sup ||B, —B,|| = op(n).

}LEHc.n dED

Proof of Lemma 1.7.

We could once again write
D, = 951/2 (I”X” = Poizy ) 92/2 =S!Sn,

where
S, = (Inxn oy ) QL2

and Pg1/2, is the projector on the 1—dimensional subspace generated by the vector Q}l/ 21n, that is

1
P 1/2

_ 1/27 1T0l/2
al/?y, = 1£Qn1nﬂn 1,1, Q7.

Here, Q,l/ % is the positive definite square root of €2,,. Next, we could rewrite I@n and B,, under the form
B, =S, (Im - PSX) Snand  Bn =Sy (Inxn — Ps,x,) Sn,
with Py ¢ and Ps, x, the orthogonal projectors on the subspaces generated by San and S,X,,, that is

~ ~ N =1 -
5.7, = Sn%n (RID,K,) RTST and  Po,x, = S,X, (XID,X,) " XIS

Thus,
@n - Bn = SZ; (PS”X” - PSan) Sn

In view of this decomposition, it suffices to control uniformly the norm of the difference between the
projectors Py ¢ and P, x,. Whenever the inverses exist, we decompose

~ / -1/2

SuXn (XTD,X )71 © §.X, (XTD,X,) S X [(XTD %) ? _(xTp.x )1/2}

+ [San - Snxn] (XZDan)_l/Q .

Meanwhile, for any u € R?,
uIXTX,u = nu'Var [X — E[X | Z]]u + Op(n'/?),

which indicates that the spectral norm of n~/2X,, converges at the rate Op(n~'/2) to the largest eigen-
value of the variance of X — E[X | Z]. From Lemma 1.6 and the triangle inequality, we deduce that
the spectral norm of n~1/2X,, converges also to the largest eigenvalue of the variance of X — E (X | Z].
Next, let us write

—~ —~ —~ T —~ —~ T ~
D, X, — XID, X, = (Xn - Xn> D, X, + X'D, (Xn - Xn> i (Xn - X,L> D, (Xn . Xn) .

Taking spectral norm on both sides and using the bounds of the spectral norms for Dy, n~1/2X, and
n~1/2X,,, as well as the uniform bound derived in Lemma 1.6, we deduce that

15 S 1
sup sup EXZDan - EXZDan = op(1). (1.42)

heHe n dED

Sp
Let 6 > 0 and consider the event A,, = Ay,, N As,, where

A = {n72XID,X,, — (6/2)I,x, is positive semi-definite},

and As, is defined in a similar way with X,, replaced by Xn From Lemma 1.5, we know that F/ [n*QXE]D)an]
tends to a positive definite matrix. From this and equation (1.42), we could fix 6 > 0 such that the prob-

ol



ability of the event 4,, tends to 1. On the event A,,, using Lemma 1.4 and 1.5 and equation (1.42), we
deduce that

sup Hn (XZDan)_l/QH < sup H(n’ZXZDan)_l/Q _ E[n’ZXSDan]*l/QH
deD Sp  deD Sp

+ sup HE[n’QXZDan]’l/z

deD Sp
<V207320(n7V?) + /2/6,
and
or o \1/2 T ~1/2
sup sup ||n (Xn]Dan> -n (XID,X,) = op(1).
heHe n dED Sp

Finally, note that

ISullsp = 118%llsp < || (Erxn = Payes, )

n

sp 198, <"
Sp " Sp

Gathering facts and using repeatedly the property [|A1Az||g, < [|A1[g, [[Az2]ls,, Lemma 1.4 and Lemma
1.6, we deduce that

~

—1/2 —1/2% T —1/2 T —1/2
|75, - Poux. L <2|n7 28R, I (RID&a) " = n (XID,X,)
P Sp
+2||n /28,012 (R = Xa ) m (XEDaXa) |
P
= O]p(l).
Finally,
o T
[Bo =Bl <1, [Pz, — P [, IS0, = oot
Now, the proof is complete.
O
Lemma 1.8. Assume the conditions of Theorem 1.1 hold true. Then,
sup HQ}/Q(d)nAXnH = Op(1), and sup sup HQ}/Q(d)nfl [F/in - Xn} ‘ = op(1).
deD Sp h€He,n dED Sp

As a consequence

sup sup HQ}/Z(d)n_an = Op(1).
h€H.,, deD Sp
Proof of Lemma 1.8.
We have that
|22 @n x| < @i @n 2| 2K
Sp Sp

The first rate follows now from Lemma 1.3 and the fact that by our assumptions the expectation
of |[n~1/2X,||? is finite. The second rate follows from Lemma 1.3 and 1.6. The third rate is a direct
consequence of the first two rates.

O

Lemma 1.9. Under Assumption 1.1.1, there exists a constant C, depending on A such that

0< (%T(Y, A) < Cmax (Y vV 1)*inlog? (Y Ve), (Y V1) =log? (Y Ve)).
Proof of Lemma 1.9.

The derivative of T'(Y, \) with respect to A is given by

0 YA — AT2(YMAlog(Y) —1)+1) , A#0
) (¥:3) = 271 1og?(Y) , A=0.
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The derivative is positive and continuous at A = 0. Furthermore, the sign of the derivative for A # 0 is
determined by Y*(Alog(Y) — 1) 4+ 1. We get that

%{W(Alog(y) —1)+1} =AY log? (Y),

which is positive for A > 0 and negative for A < 0. This implies that the first derivative is always positive.
Next, the upper bound is obvious.
O

Lemma 1.10. Under Assumption 1.1.1, there exists a constant C, depending on A such that

0? .
‘WT(Y’ )\)’ S CIH&X ((Y V ]_) min

log (Y Ve) 2, (Y V1) =x|log (Y Ve) ).

Proof of Lemma 1.10.
The second derivative of T(Y, \) with respect to A is given by

PT(Y,N) A3 (Y AN1og(Y)? —2 (YA (Alog(Y) —1)+1)) ,A#0
ON2 |37 llog(Y)? ,A=0.

Once again we consider the derivative of the nominator for A # 0. The derivative is given by
0
Y {Y A log(Y)? — 2 (Y (A log(Y) — 1) + 1) } = log(Y)3A?Y™.
This derivative is positive if Y > 1 and negative if Y < 1. The second derivative of T(Y, ) with respect

to A is continuous at A = 0 and positive if Y > 1 and negative if Y < 1. Therefore, it follows that

PTY,N) _ |>0 ,v>1
oN <0 ,Y <1,

for all A. Next, the upper bound is obvious.

Lemma 1.11. Under Assumption 1.1.1, there exists a constant C, depending on A such that

93
0< 55 T(V,\) < Cmax ((y V1) minlog (Y Ve)!, (Y V1) mex log (Y v 6)4) :
Proof of Lemma 1.11.
The third derivative of T'(Y, A) with respect to A is given by

PT(Y,N) A (Y AN 1og(Y)?(Alog(Y) —3) +6 (Y (Alog(Y) — 1)+ 1)) ,A#0
ON3 |4 llog(Y)! ,A=0.

Once again we consider the derivative of the nominator for A # 0. The derivative is given by
0
Y {Y* X 1og(Y)*(Alog(Y) — 3) + 6 (Y*(Aog(Y) — 1) + 1)} = A3 log(Y)*Y?,

which is positive for A > 0 and negative for A < 0. This implies that the third derivative is always
positive. Next, the upper bound is obvious.
O
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Lemma 1.12. Under the conditions of Theorem 1.1,

sup ||n~ MY, (V)| = Op(n~1/?).
AEA

Proof of Lemma 1.12.

First, note that the functions {y + A"'(y* —1) : y > ¢ > 0,\ € A}, with ¢ a fixed lower bound
of the support of Y, are Lipschitz in the index parameter \. See Lemma 1.9. Deduce that this family
of functions of Y is Euclidean for a to the power of four integrable envelope. See Lemma 2.13 in Pakes
and Pollard [68]. Since the Euclidean property is preserved by multiplication with a fixed function, the
family {(y,z) — A"1(y* = 1)f.(2) : y > ¢ > 0,z € RI, X\ € A} is also Euclidean for a to the power
of four integrable envelope. See Lemma 2.14 in Pakes and Pollard [68]. The Euclidean property is also
preserved if the functions of Y and Z are centered by their conditional expectation given Z. See Lemma
5 in Sherman [72]. Next, it is also preserved by taking the square of the functions in the family. The
envelope is now squared integrable. See Lemma 2.14 in Pakes and Pollard [68]. Deduce from Corollary
7 in Sherman [72] that

n

LS - BTV | 2072

=1

sup
AEA

= Op(1).

Then the required rate follows.

O
Lemma 1.13. Under the conditions of Theorem 1.1,
sup sup Hnil ﬁ\{'n()\) - Yn(/\)] H = op(n~1/?).
h€H e, n AEA
Proof of Lemma 1.13.
It suffices to decompose R
Yn(A) = Yn(A) = Rin + Ron,
with T
Ri, = (T0h) (F(20) = £(20)) oo TN (F(20) - 1.(2Z0)))
and
Ry, = ((EIT(V1.0) | Z1]£.(21) - BT, ) | Z1F.(2)).
T
(BTN | 2012(20) = BTV, \) | Z4J2(20)))
We can now use the same arguments as in Lemma 1.6 to show that
sup sup Hn Rl"” = op(n 71/2) and sup sup ||n RgnH = op(n 71/2).
h€H e n AEA REHcn AEA
The Euclidean properties needed follow from a similar discussion as in Lemma 1.12.
O

Lemma 1.14. Assume the conditions of Proposition 1.1 hold true. Then

sup Hn}/?(d) n= 1 [Ya(Ao) — xngo]H = Op(n~Y/2).

Proof of Lemma 1.14.

By definition Y, (X\o) — X,80 = (ef2)n = (e1f-(Z1),...,enf-(Z,))T. Next, for any d, using the
Fourier Transform (see the last part of the proof of Lemma 1.1), we can write

d(p+q)/2
0<n 2(ef)nQn(d)(efz)n < W n=2(ef2)n Qn(diag(dy, . .., dv))(efz)n-
L

Simply calculating the expectation, the last quadratic form in the last display has the rate Op (nil).
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The uniform rate follows.
O

Lemma 1.15. Assume the conditions of Theorem 1.1 hold true and let Ay, be an arbitrary op (1) neigh-
borhood of \g. Then, for s € {1,2,3},

as
sup sup ﬂ;/Q(d)n_laAsYn()\) = Op(1),
AEAg, dED Sp
and o o
sup  sup sup || QY2 (d)n! [s§{"(>‘) - SYn()\)] H = op(1).
AE€Aon heHe n dED oA oA Sp
As a consequence
sup  sup sup ||QY2(d)n! 0 ?n()\) = Op(1)
AEAon h€He n dED % Sp
Proof of Lemma 1.15.
We have that
2@ Ly, < Hﬂl/z(d)n_l/QH 122y o]
" ON® s I Sp ONs

The first rate follows now from Lemma 1.3 and the fact that, by our assumptions, the expectation of
sup [|[n=12(9%/0X°)Y,,(\)||? is finite.

Oon
The second rate follows again from Lemma 1.3 and the same arguments as in Lemma 1.6 and 1.13.

The Euclidean properties needed follow from a similar discussion as in Lemma 1.12. The third rate is a

direct consequence of the first two rates.
O

Lemma 1.16. Assume the conditions of Theorem 1.1 hold true and let Ay, be an arbitrary op (1) neigh-
borhood of A\g. Then,

9 —1 -2y T~ 0 —1 -2y
su sup sup sup |=—<3n s "Y,(A B,=— n s Y, (A
AeNon hete w68 deD ot W} Bagid ™}
0 —1_.—Xo T~ 9 —1_.-Xo _
“ o {00} Bugs {n T 00 | = (1),

and

. 92 N
sup sup sup sup [n " ts Y, (\)T By {n_ls_)‘Yn(/\)}
AEAon h€Ho.n €5, dED oA

Proof of Lemma 1.16.

Note that (%{n’ls’/\{fn()\)} = s*Aa%{n’W?n()\)} - log(s)s’)‘n*?{'n()\).
We have that

s*”nfla%%n(A)T B, n*%?{n(x) - s*”oml%?{n(Ao)T B, n’lg\?n(/\o)
= 5722 p~] %&?n(x) - ;A?n(xo)} T@n n*la%m?n(x)
s—”n—l%?n(Ao)T B, n! {E)@A?n@o) - %%(A)
+ (57— s7%) n_1%§n(Ao)T B, n‘la%Yn(Ao)



o srg 1 0s

= 572)\7’1‘71WY ()\)T BTL n 8)\ (A)()\ )\O)
I SRR
1Los2y 153@(/\0) IB%,L n 18)\2 ()\)(A Ao)
9o 9%
" (572)\ _ 872)\0) nflaYn()\o) Bn nflayn()‘oh

where A = ¢ + (1 — ¢)Ao for some ¢ € (0,1). Recall that
B, = ST (IWL - PSW&) Sn,
where F ¢ is the orthogonal projector on the subspace generated by Snin with
Su = (Tuxn = Popey, ) 2%,
and Pni /2y is the projector on the subspace generated by the vector Q}/ 2ln. Deduce that

21 2 g T8, 1 2 A ‘
n n n O)

O

0?
2 1/2,, -1

A=) || A

0ol oy 5T

X H(Inxn - PQ}I/an) (Inxn - PSan) (Inxn - PQ}"/Q]"")HSP

0 ~
QI/Q _17Yn by
Yoo
By the same reasoning we get that
oy 1P s o~ 0o
s 1@ T B, 1ayn(Ao)(A—Ao))
02
2\ 1/2,—1

A= Xo)| |2 A

0= i e ¥

X H(Ian - PQLNLL) (In><n - PSan) <In><n - PQ}L/ZLL) HSp

0 ~
91/2 717Yn \
n N R ( 0) Sp
and
_ _ 105 ~ .04
(s oA 2)\0)n 15Yn(>\o)T]B%nn 10)\ ()\0)‘
S‘S_Q)\ _ S—2>\0| ‘Q}.L/Qn_la (/\0)
o\ Sp

X H(Inxn_Pnl/2 ) (Inxn _PSan) (Inxn_Pﬂl/an>

n n

Sp

9 ~
Q}/Qn_laYn(/\o)

Sp

It follows now from the fact that the spectral norm of a product of projectors is at most equal to 1,
A € Agn, SUPycp,, SUP,eg, |$720 — s72%| = op(1) as well as supyc,,, Sup,eg, s > = Op(1) and from
Lemma 1.15 that

B .0~ ~ 0~
sup sup sup sup |s M =Y,(NT B, n71 <
AEAgn h€H, n SES, dED OA

Yo (Xo)| = op(1).
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By similar reasoning, we get that

. N 9 ~
sup sup sup sup |log(s)s *n 1Y, (\)T B, n ==Y, ())
A€Aon h€EHc, n SES, dED oA
0 ~
—log(s)s ™™V (0) " By 0! 52V (ho)| = 0r(1)

and

sup sup sup sup log(s)s_’\n_lﬁY\'n()\)T B, log(s)s_An_1§{n(A)
A€Aon h€H  n sES, dED

—log(s)s™n 'Y, (Ao)T B, log(s)s n 1Y, (Ao)| = op(1).

Therefore, the first statement follows. The second statement follows by the same reasoning. The details

are omitted.
O

Lemma 1.17. Assume the conditions of Theorem 1.1 hold true and let Ay, be an arbitrary op (1) neigh-
borhood of Ag. Then,

) [ = oe(0),

~ 9 ~ O ~
—1RT —1
su sup sup sup |n X, D,n —Y,(\) — =Y
AGAI; he?—[lin sesl‘z deg <8)\ ) o\

Proof of Lemma 1.17.

We have that

1 a0 0 0% A o~
n1XID,nt (Yn(A) ~ 1WYH(>\)()\7)\O),

v _ 1T
B\ Yn(/\0)> =n""X, D,n

where A = e + (1 — ¢)Ag for some ¢ € (0,1). We get that
1ST 1 0% ~ ~
“1XTD,nt 2§, (
‘n nnl g )

s _, 0?
<ol (e ) (B e ), 0

ON?

Sp

The statement follows now from the fact that the spectral norm of a product of projectors is at most
equal to 1, A € Ay, and Lemma 1.8 and 1.15.

O
Lemma 1.18. Assume the conditions of Proposition 1.1 hold true. Then,
sup sup ||/ 2(@)n "t ([¥a(o) = XuBol = (82F2) = [Fulho) = KufBo] )| = own™272).
h€Hse,n dED n
Proof of Lemma 1.18.
By the arguments used for Lemma 1.14, it suffices to consider d = diag(dy,...,dy). Moreover, for

simpler notation, we omit the argument d in €2,,(d). We get that, for 1 <¢ < n,
|:§\{vn,i()\0) - Xn,iﬂ0:| — [Yn,i(Xo) — X5,i80) + (§|zfz>

[IZ(W(Zi) —m(Z1)) K +

n,

n

1
i — k) Kn zk] —eif(Z;)+ — Z euKn ik

< HM:

[t ™ k=1 k#i
= %Z (m(Z;) — m(Zy)) Knik + % ei (Knin — f-(Zy)) — %gifz(Zi).
k=1 k=1 ki
Let T
(E (fz - fz)) = ¥ (f(Z1) — Kn k) L (f:(Zn) — Kpni) | and
n k=1,k1 k=1 k#n

o7



(e~ m.), = (235 0020~ m(Z0) Kseor o & 35 ()~ () o)

k=1 k=1
We start by showing that

aw_smforn (e 7)),

h€Hse,n dED

(n=1/2). (1.43)

We get that
i (e (- 7)),
5 Y (e R), (7)) B (e (5= 7)),

n,i
1<i#j<n ’ i=1

— A, + B,

It is easy to check that sup,cq . Bn = op(n~1). Furthermore, we get that

An =3 > = S ei(f(Zi) - Knar) % > 6 (£:(2Z5) = Knji) | Qi

1<igi<n | " 1<k<n ki 1<I<n,l#j
We show in the following that

sup sup |A,| = sup sup |A,(h)] = op(n). (1.44)
heHse,n dED heHse,n dED

For this purpose, we define (n)y =n(n —1)...(n —k + 1) and decompose A, (h) into a sum of four U-
processes, i.e.

Ay ="y O 2T P ),
where
Ai = Apn(h) = L > &i (f2(Zi) — Knak) €5 (f2(Z5) = Kn ji) Qi
( ) 1<i#j#k#I<n
Agp = Agp(h) = n(:l) €i (f2(Zi) = Kn,i) €5 (f2(Z)) — Kn jk) Qnij
i Ak<
1
Az = Az () = n()s | Z €i (f2(Zi) — Kn,ij) €5 (f2(Z;) — K j1) n ij
£i£1<
1
and Ay, = Agn(h) = ()2 €i (f2(Zi) — Khn,ij) € (f(Z;) — Khn,ij) Qn i
<i#j<

For each of these U-processes we compute the mean and use the Hoeffding decomposition. The
kernels of A; ,,, A2, and A3, are not symmetric in their arguments. However, we could apply the usual
symmetrization idea. For instance, for a second order U—statistic defined by a kernel h(U;,U;), we could
replace it by the symmetric kernel 3 [2(U;,U;) 4+ h(U;,U;)] from which we get the same U-—statistic.

Here, U; = (Yi7XiT, ZiT)T. We can proceed in the same way by considering all 4! permutations of the
variables for A, ,, and 3! permutations for As ,, and As ,, so that we can apply the Hoeffding decomposition.
Thus, by abuse, we will proceed as if the kernels of the U —statistics we handle are symmetric.

In addition, we have that the kernels of A, ,,, As ,,, A3 ,, and Ay, are Euclidean for a squared integrable
envelope. See Lemma 22 in Nolan and Pollard [67] and Lemma 2.14 in Pakes and Pollard [68]. Therefore,
we can in the following repeatedly apply Corollary 7 and the Maximal Inequality of Sherman [72]. All
remainder terms are controlled by Assumption 1.3.2.

We start by considering A, ,,. Recall that by assumption E'[e; | X;, Z;] = E[¢; | X, Z;] = 0. There-
fore, we get that F [A; ,] =0 as well as

Elei (f:(Z:) — Kn,ir) €5 (f2(Z5) — Knjt) @nij | Up,p € {d, j, k,1}] = 0.

Note that we need to consider the conditional expectations with respect to all four variables for the first
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order U-process of the Hoeffding decomposition of A; ,, as we symmetrized the kernel. It follows from
the results that the first order U-process of the Hoeffding decomposition of A4, ,, is 0.

We consider now the six second order U—processes of the Hoeffding decomposition of A; ;. There
are two types of such processes. First, the ones that are 0. This is the case when conditioning by the
pairs (U;, Up), (U;,Uy), (U;,Uy), (U;,Uy) and (U, Uy). The second case occurs when conditioning on
(U;,Uj). We get that

Elei (f(Z;) — Kn,ik) €5 (f2(Z) — Kpji) Q5 | Ui, Uj]
= eig; B ((f(Zi) — Knir) (f(Z5) — Knji) | Zi, Zj] Qi
=¢eig; E((f:(Zi) — Kn,iv) | Zi E[(f-(Z;) — Knj1) | Zj] Qi
= i 1(Zi)11(Z5) (1 + 0p(1)) 2035,

where
Vl(Z) = /U‘(K) 'tr{Hz,zfz(Z)}7

with [o, uu” K(u)du = pu(K)I;xq. H. . f. denotes the matrix of second derivative of f(-) with respect
to the components of Z € R? and tr{-} denotes the trace operator. Therefore, it follows together with
Corollary 4 of Sherman [72] that the second order U—processes of the Hoeffding decomposition of A4, ,,
are of order Op(n~1n=%*) = op(n~!) uniformly with respect to h and d.

We consider now the four U —processes of order three obtained by conditioning on any subset of three
of the four vectors U;, Uy, U; and U;. There are two types of such processes. First, the ones that are
0. This is the case when conditioning by (U;, U;,Uy) or (Uj,Ul, Uy). The second case occurs when
conditioning on (U;, U, U;) or (U;,Uj,Uy), the other one being similar. We get that

Elei (f(Zi) — Knir) €;(f=(Z;) = Kn j1)2n.i; | Ui, U, Ui
=& (f2(Zi) — Kn.ix) €, E[(f2(Z;) — Kn.j1) | 2] nij
=i (f2(Zi) = Kni) e510°11(Z5) (1 + 0p(1)) R 35
= 5ifz(Zi)5jh2'Yl(Z')(1 + OIP’(l))Qn ij
— 5iKh7ikejh271(Z )(1 + O[p(l))ﬂn ij
= eif-(Zi)esh?*n(Z5) (1 + 0p(1)) Q0 35
— B> hU Ky, 567 (U;, Uj) (1 + op(1)).
Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given
by the kernel h?K}, ;;,7(U;,U;), indexed by h € Hgcn, with envelope || K||oo7(+, ). (Herein, |- ||« denotes
the uniform norm.) We take p = 1 and g € (0, 1) arbitrarily close to 1 to stand for Sherman’s quantity «.
Since K () is of bounded variation and symmetric, without loss of generality we could consider that K(-)
is nonincreasing on [0,00). In this case, 0 < K(-/h) < K(-/h) with h = sup Hsc,n =t Cmazn~ . Hence,
using Jensen’s inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72]

by a universal constant times
Z, - Z
EP/? [KQ (’“) TZ(Ui,Uj)] .

CmazN ™ ¢

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~*#%/2, Consequently, the uniform rate of the second U —processes obtained conditioning
by U;,U;, Uy, and U;, U;, Uy, respectively is n=3/2 x Op(n=212-9+84/2}) A5 1/2 + (2 — ¢ + Bq/2) > 0
under our assumptions we get that n=3/2 x Op(n~{2=9+84/2}) = op(n=1) such that the third order
U—processes of the Hoeffding decomposition of A; ,, are of order op(n™1).

Finally, we consider the remaining U—process of order four. This process is given by

€i (f2(Zi) — Knir) €5 (f2(Z;) — K j1)Rn ij
= ¢€ij (f-(Zi)f2(Z;) — f2(Z)Kn,ir — [(Zi) Kn ji + Kn,ikKnjt) Qnij
= €€ [2(Zi)f(Z;)Qn 55 — W1 (Us, Uy)h K jo — h™ 972 (Us, Uj) b K ik
+ h 273 (U;, U)W K ip K .-
Now, we apply again the Maximal Inequality of Sherman [72], page 448, for the degenerate U —process
given by the kernel 75(U;, U;)hI K}, i1,h? Ky, ji, indexed by h € Hgen, with envelope || K2 7(-, ). We take

again p = 1 and § € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Hence, using Jensen’s
inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal
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constant times 7 7 7 7
EB/2 {KQ (M> K2 (J_l> 7-32(Ui7Uj)} ]

cm(ll’nia cmaznia

By standard changes of variables and suitable integrability conditions, this integral is bounded by
a constant times n~“%9.  Consequently, the uniform rate of the fourth order U—process is n~=2 x
Op(n>@12=8}). Since 1 > aq under our assumptions we get that n=2 x Op(n®?2=8}) = op(n='). By
the same reasoning we can control h™ %7 (U;, U;)hiKy, 5 and h™979(U;, U;)hiK}, ;. The details are
omitted.

From all the results it follows that

sup sup|Ai,| = sup supl|Ain(h)] = 0]p>(n_1).
h€Hse,n dED h€Hse,n dED

In the next step we consider As,,. We get that E[As,] =0 as well as
Elei (f:(Zi) — Knx) € (f2(Z;) — Kn jk) Qnij | Up,p € {i,j, k}] = 0.

In addition, it is easy to see that the second and third order U—processes of the Hoeffding decomposition
of Az, are of order op(n~') if we apply the Maximal Inequality of Sherman [72]. From all the results it
follows that

sup sup |Aan| = sup sup|As,(h)| = o]p(nfl).
h€Hsc,n dED h€Hsc,n dED

As it follows by the same reasoning as for A, ,, that

sup sup|Az,| = sup supl|As,(h)| = op(n™1).
h€Hse,n dED h€Hse,n dED

we omit the details here.
Finally, we get that F [A4,] = 0 as well as

Elei (f:(Zi) — Knij)ej (f2(Z) — Knij) Qnij | Up,p € {3, j}] = 0.

In addition, it is easy to see that the second order U-process of the Hoeffding decomposition of A4 ,, is
of order op(n~!) if we apply the Maximal Inequality of Sherman [72]. Deduce that

sup sup |Ag | = op(nh).
h€Hse,n dED

With all these results (1.44) and, in particular, (1.43) follow.
In the next part we show that

sup sup HQ}/zn*l (mfz - TT'L.\fz) H = op(n~1/?). (1.45)
h€Hse,n dED n

We get that

1 ~  — ~ — - ~ — \2
:n2 Z (m‘fz_mfz)n,(mfz_mfz> Qn71]+ QZ(mfz_m.fz)
1<i#£j<n it n, Pt i

It is easy to check that supjcy. By, = op(n~'). Furthermore, we get that
~ 1 1 1
Av=og D0 | X2 (mZ)—m(Z) K| | DD (m(Z5) = m(Z0) Kni | Qi
1<i#j<n 1<k<n,k#i 1<i<n,l#j
We show in the following that

sup sup |A,| = sup sup|A,(h)| = op(nY). (1.46)
h€Hsc,n d€ED h€Hsc,n dED
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We decompose gn(h) into a sum of four U- processes, i.e.

Ay =" g e O 2R, 2" R - P ),
where
A= A= om0 (mlZ) = m(Z0) Ko (m(Z)) = m(20) K
A itk pI<n
Ay = Ay () = . > (m(Z) = m(Zk)) Knir (M(Z;) = m(Z1)) Kn ki
)3 i Fen
Az = Az (h) = - ! (m(Z;) —m(Z;)) Kn,ij (m(Z;) — m(Z1)) Kn,jinij

(s 5ien
1

and Ay, = Agn(h) = (m(Z:) — m(Z;))* K2 ;;0ij.

For each of these U-—processes we compute the mean and use the Hoeffding decomposition. The kernels
of Ain, Az, and Az, are not symmetric in their arguments. However, we could apply the usual

symmetrization idea. Here, ﬁl = (XlT ,ZT )T. Thus, by abuse, we will proceed as if the kernels of
the U—statistics we handle are symmetric. For simpler formulae, we use the short notation m;, mg, ...
instead of m(Z;), m(Zx), .. ..

In addition, we have that the kernels of gl’m AVQ’»,“ an and fLm are Euclidean for a squared integrable
envelope. See Lemma 22 in Nolan and Pollard [67] and Lemma 2.14 in Pakes and Pollard [68]. Therefore,
we can in the following repeatedly apply Corollary 7 and the Maximal Inequality of Sherman [72]. All
remainder terms are controlled by Assumption 1.3.2.

We start by considering the expectation of A; ,. We get that

E[A} ] = E[(mi —my) Kn.a (mg —my) K1 45]
=K [E [( —mi) Kp 27 ij | Xz,Ug,Zz} (my —my) Kn <2, ”} .

Next, by Taylor expansion and Dominated convergence

E [miK}L,ing,i]‘ | Xi7ﬁj7zl:| = [sz Kh,ik | Z;] 2 n g | Xz;Z]

mi(f=(Z:) + h%(Z-)(l +op(1))Q7 5 | Xi, Zj]
[ n 1] | X“ Z; ]
+h2E[ m(Zz-) mii | Xi, Zj] (1+ op(1)).

Similarly,

FE kah mﬂ

| X.,0;, 2] [ Knin | i) QE; | Xi, 2]

n,iJ nz]

2
[ meZ + h2’)/2(Z)(1 +O]P’(1)) n,ij | X27Z }
[meZ nzg ‘X“Z]

hE [72(2) n,ij | X%Z ] (1 +OP(1))a

E
E
E
+

where v2(Z) = w(K) - tr{H, , (mf.) (Z)}. H, . (mf,) denotes the matrix of second derivative of mf,(-)
with respect to the components of Z € R%. Thus,

E[A ] =F [E [(mi — ) K2, | X0, U, Zl] (mj — my) Ky 12X ”}
= h2E [y3(Xi, Z;)(m; — m) Kn q 25 ;5] (14 0(1))
= B2E [y3(Xi, Zj) E [(mj — mu) Kn i | Xi, X5, Z;) 95 ;] (1+ (1))
)E

m n,ij
=W’E [y3(Xi, Z;)E [(mj — m)Knji | Z5] 945 ;] (1+o(1)),

where 3(Xi, Z;) = E [mimn (Z;)Q]

n,ij

‘Xiazj] _E[72(Z) n,ij |X7'7Z]
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In the next step we consider E [(m; —m;) K}, ji | Z;]. We get that
Elmi Ky | Z;] = mi E[Knj | Zj]
=m; (f:(Z;) + h*7(Z;)(1 + 0(1)))
= mjfz(Zj) + hzmj’yl(Zj)(l + 0[?(1))
In addition, we get that

E [leh,jl | Z]] =F [m]fz(ZJ) + hg’)’Q(Zj)(l + O]p(l)) | ZJ]
=m;f-(Z;) + h*72(Z;)(1 + 0p(1)).
Therefore, we get that
E[A1 ] = h?E [y3(X4, Z;)E [(mj — m) Kn i | 23]y ,;] (1+0(1))
= W'E [3(Xi. Z;) (mim1(Z5) = 72(25) 95 35] (1+ (1),
This implies that E[Kln] = op(n~!) uniformly with respect to h € Hsep.
We consider now the first order U-process of the Hoeffding decomposition for 4; ,,. As we symmetrized

the kernel we need to consider the conditional expectations with respect to all four variables. By the
same reasoning as for E[A; ] we get that

E[(ml — mk)Kh,ik(mj — ml)Kh,len,ij ‘ ﬁz] = h2E ['73(ij ZZ)(mZ — mk)Kh,ikﬂiij ‘ ﬁl:| (1 + Op(l))
= 12E [15(X;, Z0)B [(mi — m) Knar | Zi) %, | O] (14 0p(1))
= 2B [(mi — mi) K | Zi) B [10(X;5, 2095, | O] (14 0p(1))

= W (i1 (Z:) = 12(20) E [3(X;, 2095, | T3] (1+ 0p(1)).

Note that the reasoning for E |(m; — mg)Kp iu(m; — mi) Ky jiQn i | ﬁj} is exactly the same. In addi-
tion, we have that

E [(mi —mp) K ir(my —mg) Kp 45 | ﬁk} = h2E [y3(X;, Zi)(mi — mu) Kn i o5 | Zi] -

n,ij
We get that

Ev3(Xj, Zi)ymiKn,u i | Zi] = E[KnaE[v3(X;, Z)miY o | Zi) | Zy)

n,ij n,ij

= myf2(Ze)E[vs(X;, Zi)y i | Z1] + Op(h?),
and

Elv3(Xj, Zi)muKn i i5 | Zi] = muE[Kp i E[v3(X;, Z;)S%,

n,ij n,ij

=myf.(Zy)E[vs(X;, Zi)S2)

n,ij

| Zi] | Zk]
| Zi] + Op(h?).

Note that the reasoning for £ [(mi — mp) Kp i (my —my) Kp 145 | l}l} is exactly the same. Therefore,
it follows together with Corollary 4 of Sherman [72] that the first order U—processes of the Hoeffding
decomposition for A; ,, are of order op(n~1) uniformly with respect to h.

We consider now the six second order U—processes of the Hoeffding decomposition for /Tl,n. There
are two types of such processes. First, the ones where the two kernels K}, ;1 and K}, j; are both integrated

with respect to one of the variables they contain. This is the case when conditioning by the pairs (ﬁi, ﬁj),

(ﬁ%ﬁl)a (ﬁlﬁﬁj) and (ﬁkaﬁl)
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We get that

B [(mi = mg) Kk (m; = m0) K i3 | U3, U |
= E[E[(mi — mp)Knik | Zi] (mj —mi)Knji | Zi, Z5] Qnij
= [mi (f2(Z:) + P*71(Z:) (1 + 0p(1))) — (mif=(Z:) + h*72(Z:) (1 + op(1)))]
[m (£2(Z5) + h*7(Z5) (1 + 0p(1))) = (m; f2(Z;) + h*72(Z5) (1 + 08(1)))] Qi
= W [mimi(Zi) = 72(Z:)] Imymn (Z;) = 72(Z;)] (1 + 0p(1)) 20,45
In addition, we get that
E [(mz — ) Kpik(mj —my) Kp ji.45 | U, ﬁl}
=FE [E [(mi — ) Kn i | Zi] (my — mu) KpjiQ,ij | ﬁuﬁz}
= [mi (f(Zs) + B*1(Zi) (1 + 0p(1))) — (mifo(Zi) + h*y2(Zi) (1 + 0x(1)))]
E [(m; = m)Kn iSaij | s, Ul
= h? [min(Zi)(1 + 0p(1)) = 72(Zi) (1 + 0p(1))]
[mlfz(Zl)Qg,z‘lE [Q;}fz] | Xz] - mle(Zl)QTZL,ilE [ﬂfu | Xz} + OP(h2)] = OIP’(h4)~

The reasoning when conditioning on (ﬁk, ﬁ]) is the same. For the fourth part we get that

E {(mi — ) Kn ik (1m0 — ) K 135 | U, ﬁl}
= B | (mi = mi) Kn B [ (m; = m) Kn iS5 | 2,05 | O, Ui
= B[ (mi = mi) K (muf=(Z0QE 4B [ | Xi] = muf.(Z092 4B [55,; | Xi] + 0p(h?) | Uy, Ul
= (mif=(Zx) — myf-(Zk) + Op(h?)) Op(h?) = Op(h*).
Applying the results of Sherman [72], the four U—processes for which the two kernels K}, ;i and Kj j;
are both integrated with respect to one of their variables have the uniform rate op(n=1).

Next, we investigate one of the two U—processes of the Hoeffding decomposition obtained by condi-
tioning on the pairs (U;, Uy) and (U;, U;), the other one being similar. We have

E[(m; — mp)Kpin(my — mi) Kp ji.i; | ﬁ—j7ﬁ—l] = (m; —my) Ky jE [(mi —mp) Kn,innij | ﬁj}
= (m; — ) Knjk [E [(ms — me) Kn Q755 | Xi, Z;] Q5 | ﬁ;}
= hQ(mj — ml)KhJ-lE |:’}/3(X7;, Zj)Qii,j | ﬁ]] (1 + Op(l))
=: h2_q(1 +op(1)) x ththT(ﬁj, ﬁl)

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given
by the kernel thh’le(Tjj, U)), indexed by h € Hyen, with envelope || Ko7 (-,-). We take p = 1 and
B € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Using Jensen’s inequality, we could
bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal constant times

EP/? [KQ (M> T2(ﬁj,ﬁl)} .
Cm(n'n

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times Q‘“éw 2. Consequently, the uniform rate of the second U —processes obtained conditioning
by U;, Uy, and Uj, Uy, respectively is n=! x Op(n~=21274+84/2}) " Since 8 < 1 could be arbitrarily close to
1, we have 2 — ¢ 4+ 3¢/2 > 0, and, thus, n=! x Op(n=*{2=9+84/2}) = op(n=1).

We consider now the four U—processes of order three obtained by conditioning on any subset of three
of the four vectors U;, Uy, U; and U;. We start by conditioning on (U;,U;,U;) and (U;, U;, Uy,), the
other one being similar.
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E[(mi — my) Kp ik (mj —mg) Ky i Q5 | U, ﬁj, U]
=F [(mi —my) K ik | ﬁi:| (mj —my)Kp ;1,45

= [mi (£2(Z:) + B*11(Z:) (1 + 02(1))) — (mif=(Zi) + B*y2(Z:) (1 + 0p(1)))] (my — 1) K iS5
= 1?7 7(U;, Uy, U)W Ky ju(1+ op(1)).

Now, we apply again the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process
given by the kernel thh,le(ﬁi, ﬁj, U)), indexed by h € Hyepn, with envelope || Ko7 (- -,-). We take
again p = 1 and 3 € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Hence, using Jensen’s
inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal
constant times

B2 {Kz (H) ﬁ(ﬁhﬁjj}l)] ,

Cmaxnia

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant_times Q_QEQ/ 2~. Consequently, the uniform rate of the U—processes obtained conditioning by
U;,U;,U, and U;,U,, Uy, respectively is n=3/2 x Op(n={2=4+B4/2}) Since 1/2 + a{2 — ¢+ Bq/2} > 0
under our assumptions ¢ < 4 and o € (1/4,1/q) we get that n=3/2 x Op(n=*{2=4+84/2}) = op(n=1).

In addition, we get by conditioning on lj} , l}k, ﬁl and ﬁj, l}k, l}l, the other one being similar, that

E[(m; — mu) Kn i (mj — mi) K jiQn.i; | Uy, Uy, U]
= (m; — mp) KniE[(mj — my)Kp jiQni; | Ui, U
= (m; — my) Kn ik (mlfz(Zl)Qg,ilE [szg ‘ Xz] - mlfz(Zl)ﬂg,ilE [sz] ‘ Xi] + OJP’(hz))
= 1297 (U;, Uy, U)hT Ky, i1, (1 + Op(h?)).

Now, we apply again the Maximal Inequality of Sherman [72], page 448, for the degenerate U —process
given by the kernel thh7ikT(l7i,ﬁk,ﬁl), indexed by h € Hgc,n, with envelope || K|oo7(-,,-). We take
again p = 1 and 8 € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Hence, using Jensen’s
inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72] by an universal

constant times 7 7
EB/? [KQ (’_k> rQ(ﬁi,ﬁk,le)} .

cmaznia

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant_times Q_QEQ/ 2.~ Consequently, the uniform rate of the U—processes obtained conditioning by
U, Uy, U, and U;, Uy, Uy, respectively is n=3/2 x Op(n=®{2=9+84/2}) Since 1/2 4+ a{2 — ¢ + Bg/2} > 0
under our assumptions ¢ < 4 and «a € (1/4,1/q) we get that n=3/2 x Op(n®?1=8/2}) = op(n~1).

Finally, we consider the remaining U—process of order four. This process is given by
(m(Z:) — m(Z1)) Knie(m(Z;) — m(Z1)) K jiQ,ij = b7 (U3, U, Uy, U)W Ky i h K 1.

Now, we apply again the Maximal Inequality of Sherman [72], page 448, for the degenerate U —process
given by the kernel T(ﬁi, ﬁj, ﬁk, ﬁl)thh,ikthh)jl, indexed by h € Hgc.n, with envelope | K2, 7(-, -, -, ).
We take again p = 1 and € (0, 1) arbitrarily close to 1 to stand for Sherman’s quantity «. Hence, using
Jensen’s inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72] by an
universal constant times

pe it (222 o (B2 20,0, 00,00

CmazN ™% CmazN ™

By standard changes of variables and suitable integrability conditions, this integral is bounded by
a constant times n~*%7. Consequently, the uniform rate of the fourth order U—process is n=2 x
Op(n>a12=8H) Since 1 > aq under our assumptions ¢ < 4 and a € (1/4,1/q) we get that n=2 x
Op(n®12=8}) = op(n=1).

From all the results it follows that

sup sup \111,n| = sup sup \glm(h)\ =op(n™t).
h€Hse,n dED h€Hse,n dED
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In the next step we consider f~127n. We get that

El(m; — my)Kp ik (m; — mg) Kp j5Qn,i5] = E[(m; — my) Kp s E[(my — mig) K je45 | [7'“ ﬁk“
=k [(mi = k) K ie (fZ(Z’C)mkﬂrzhikE [szy | Xi] - fz(Zk)mkﬂf,ikE [Qiz‘j | Xi] + Op(h2)>]
= E[(m; — my)Kp x]O(h?) = O(h*).

This implies that E[A;,,] = op(n~') uniformly with respect to h € Haen.

We consider now the first order U—process of the Hoeffding decomposition for 12[2,”. As we symmetrized
the kernel we need to consider the conditional expectations with respect to all four variables. By the
same reasoning as for E[As ] we get that

E[(m; — my)Kp i (m; — mi) K jx 5 | Uyl

= E[(m; — my) K B[(m; — mi) K 1@ | Z1. Ui | U}

=F [(mi —mp) Kp ik (mkfz(zk)ﬂrzz,ikE [szj | Xi] — mkfz(Zk)Qf,ikE [wa | X;] + Op(h?)) | ﬁz]
= (mif-(Z;) — mi f-(Z;) + Op(h?)) Op(h*) = Op(h*).

Note that the reasoning when conditioning on I}j and Tjk is the same. Therefore, we get that the first
order U-processes of the Hoeffding decompositions for A, ,, are of order op(n™').

It is easy to see that the second and third order U—processes of the Hoeffding decomposition for ;12,”
are of order op(n~!) if we apply the Maximal Inequality of Sherman [72]. From all the results it follows
that

sup sup |Ay,|= sup sup |Ay.(h)| = op(n?).
h€Hsc,n d€ED h€Hsc,n dED

As it follows by the same reasoning as for Avg’n that

sup sup |As,| = sup sup |As,(h)| = op(nt),
h€H e n dED h€He n dED

we omit the details here. Finally, we get by standard change of variables that
E[Ay] = n 2 Bl(m; — m)* K, ;@) = O(n~*n) = o(n™"),

as well as

n2EB[(m; —my)? K} Qi | Uil = Op(n~2n9),
and

n 2 E((m; —m;)* K} Q5 | Uj] = Op(n~*n").
Using the Hoeffding decomposition and applying Corollary 4 of Sherman [72], we deduce that

n2h24(Ay, — E[Ayn]) = Op(n™") 4 Op(n~/2n—09),

uniformly with respect to h. Deduce that

sup  sup [Ayu| = Op(n~*n%) + Op(n~>/*n%) + Op(n~>n?) = op(n™").
h€Hse,n dED

With all these results (1.46) and, in particular, (1.45) follow.

We know from Lemma 1.14 that

|2 e £, || = Ortn=7),

such that from all these results the statement follows.
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Lemma 1.19. Assume the conditions of Proposition 1.1 hold true. Then,

sup sup HQ}/Qn_l <§|zfz) H = O]p(n_l/Q).
h€Hsc,n dED n

Proof of Lemma 1.19.

By the arguments used for Lemma 1.14, it suffices to consider d = diag(dy,...,dy). Moreover, for
simpler notation, we omit the argument d in €2,,(d). We get that

ot (aez), [
n |zfz
n
1 PR PP I n/a 22
- ﬁ Z (€|Zfz)ni (E:IZfz)nj Qn’ij * ﬁ Z (E:IZfz)ni
1<i#j<n ’ ’ i=1 ’
= A, + B,.

It is easy to check that supj,cy .~ Bn = op(n~'). Furthermore, we get that

1 1 1
A, = o Z - Z ?kKh,ik - Z _61Kh,jl Qpij-
1<i#j<n 1<k<n,k#i 1<i<n,l#j
We show in the following that
sup sup|A,| = sup sup|A,(h)] = Op(n™t). (1.47)
h€Hse,n dED h€Hsc,n dED

For this purpose, we define (n); =n(n—1)...(n —k + 1) and decompose A, (h) into a sum of four U—
processes, i.e.

(n—1)3 (n—1) (n—1) n—1

An(h) = 5 Av(h) + S5 Ag () + 2552 Ag () +

A4,n(h)7
where

1
Arpn =41 0(h) = — Z erKn i€t Kn j1Qhn ij
M T
1

—~

Agp = Ao n(h) = —— Z erKn it Kn i1 n.ij
()3 | < S Zhen

1
As = As,(h) = Z eiKn ije1Kn 10 ij
s | en
1

2
2(77,) E 51‘6th71-an71']'.
2 1<itj<n

For each of these U—processes we compute the mean and use the Hoeffding decomposition. The
kernels of Ay ,,, A2, and A3, are not symmetric in their arguments. However, we could apply the usual
symmetrization idea. Thus, by abuse, we will proceed as if the kernels of the U —statistics we handle are
symmetric. Here, U; = (V;, X7, ZT)".

In addition, we have that the kernels of A ,,, A2, A3, and Ay, are Euclidean for a squared integrable
envelope. See Lemma 22 in Nolan and Pollard [67] and Lemma 2.14 in Pakes and Pollard [68]. Therefore,
we can in the following repeatedly apply Corollary 7 and the Maximal Inequality of Sherman [72]. All
remainder terms are controlled by Assumption 1.3.2.

We start by considering A; ,,. Recall that by assumption E [ef, | Xk, Zx] = E'|e1 | Xy, Zi] = 0. There-
fore, we get that F [A;,] =0 as well as

ElexKn ine1Kn jin,i5 | Up,p € {1,4,k,1}] = 0.

Note that we need to consider the conditional expectations with respect to all four variables for the first
order U-process of the Hoeffding decomposition of A; ,, as we symmetrized the kernel. It follows from
the results that the first order U-process of the Hoeffding decomposition of A4, ,, is 0.

We consider now the six second order U—processes of the Hoeffding decomposition of A;,. There
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are two types of such processes. First, the ones that are 0. This is the case when conditioning by the
pairs (U;, Up), (U;,Uy), (U;,Uy), (Uj,Uy) and (U;,U;). The second case occurs when conditioning on
(U, U;). We get that
ElepKn ike1Kn ji,i5 | Uk, Ul
= eve1 E[Kn i Kn ji % Q7 1 | Z, Z1]
= ex&1 E[E[Kn,iS ;98 5 | Zi, Zi| K ji | Zi, Z)]
vl E[(f-(Z) Bl | Z)197 4 + Op(h®)) K ji | Zi, Zi)
€k5lfz(Zk)E[fz(Zl)E[Qiij]Qrzl’kl + Op(h?) | Zy, Z)]
+ ex210p(h?) (f2(Z1) + Op(h?))
= EkElfz(Zk)fz(Zl)E[Qiiij]ﬂikl + exerf-(Zy,)Op(h?)

+ exe1f=(Z1)Op(h?) + e Op(h?).

Therefore, it follows together with Corollary 4 of Sherman [72] that the second order U—processes of the
Hoeffding decomposition of A; ,, are of order Op(n~') uniformly with respect to h and d.

We consider now the four U —processes of order three obtained by conditioning on any subset of three
of the four vectors U;, Uy, U; and U;. There are two types of such processes. First, the ones that are
0. This is the case when conditioning by (U;,U;,Uy) or (U;,U;,U;). The second case occurs when
conditioning on (U;, Uy, U;) or (U;, Uy, U;), the other one being similar. We get that

ElepKn ka1 Kn jih,i5 | Us, Ug, Ul
= exer Kn it E[Kn 1%y ﬂfm | Ui, Z)]

n,ij
= EkglKh,ikfz(Zl)ﬂg,ilE[Qiij | Xi]
+ e Kn 1. Op(h?)
= h7hIKy, i1 (U;, Uy, U))
+ 7o(Ug, Up))h ™99 K}, ,0p(h?).

Now, we apply the Maximal Inequality of Sherman [72], page 448, for the degenerate U—process given
by the kernel h?K}, ;71 (U;, Ug, Uy), indexed by h € Hyepn, with envelope || K| oo71(:, -, ). The reasoning
for h9K} i 72(Ug, U;) is the same. (Herein, || - ||ooc denotes the uniform norm.) We take p = 1 and
B € (0,1) arbitrarily close to 1 to stand for Sherman’s quantity «. Since K(-) is of bounded variation
and symmetric, without loss of generality we could consider that K (-) is nonincreasing on [0, c0). In this
case, 0 < K(-/h) < K(-/h) with h = sup Hse,n = Cmazn~*. Hence, using Jensen’s inequality, we could
bound the right-hand side of the Maximal Inequality of Sherman [72] by a universal constant times

Z, - Z
EB/? [K2 (’“) Tf(Ui,Uk,Ul)} .

Cm(lfl,’nia

By standard changes of variables and suitable integrability conditions, this integral is bounded by a
constant times n~*#%/2, Consequently, the uniform rate of the second U —processes obtained conditioning
by U;, U, U, and Uj, Uy, Uy, respectively is n=3/2 x Op(n®at1=8/2}). As 1/2 — aq(1 — $/2) > 0 under
our assumptions we get that n=3/2 x Op(n®4{*=8/2}) = op(n=") such that the third order U—processes
of the Hoeffding decomposition of A; ,, are of order op(n™1').

Finally, we consider the remaining U—process of order four. This process is given by

exKn ket Kn jiQn,i; = h213(U;, Uy, Uy, U)W* Ky, i1 K i1

Now, we apply again the Maximal Inequality of Sherman [72], page 448, for the degenerate U —process
given by the kernel 73(U;, Uj, Uy, U)W K}, ih?K}, j1, indexed by h € Hsc.n, with envelope || K||2,7(-, ).
We take again p = 1 and S € (0, 1) arbitrarily close to 1 to stand for Sherman’s quantity «. Hence, using
Jensen’s inequality, we could bound the right-hand side of the Maximal Inequality of Sherman [72] by an
universal constant times

Z,—Z Z.—Z
EA/2 {KQ (’“) K? (H> (U, U;, Ui, Uy) | .

CmazN ™% CmazN ™ ¢

By standard changes of variables and suitable integrability conditions, this integral is bounded by
a constant times n~ %9,  Consequently, the uniform rate of the fourth order U—process is n=2 x
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Op(n®d2=}). Since 1 > aq under our assumptions we get that n=2 x Op(n®?2=8}) = op(n=1).
From all the results it follows that

sup sup A1 ,] = sup sup|Ai.(h)] = Op(nfl).
h€Hsc,n d€ED h€Hsc,n d€ED

In the next step we consider As ,,. We get that

nE[As,] = [e Kp i Kp, ji S, w]

[E (e} | Xk, Zk] Kn,inKn jkn,i5]

[0 (X4, Z1) E[Khzkﬁnxuﬂfz]| Z;, Zy,] K]

[ Xkazk fZ(Zk)Qn kjE[ n,ij | Zj] Kh»jk]

E [0 (X, Z1) Kn,j1] O(h?)

E [0 (Xy, Zk) f.(Zy)E [QF
+E[ (Xk, Zk) E [Knji | Zi]] O(R®)

= E [0% (Xk. Zi) [-(Z1)°E [, ;5]

+2F [0% (X, Z1) f-(Z1)] O(h?)
+ E [0® (Xk, Zr)] O(h*).

E
E
E
E
+

T B [ | Zi] Kni | Zi]]

Therefore, E [As,,] = O(n™1).

In addition, we get by a similar reasoning that the first, second and third order U—processes of the
Hoeffding decomposition of As,, are of order op(n~') if we apply the Maximal Inequality of Sherman
[72]. The details are omitted. From all the results it follows that

sup sup |Aa,| = sup sup|Az,(h)| = Op(n_l).
h€H e,n dED h€H se,n dED

In the next step we consider As,,. We get that E[A3,] =0 as well as
E e KpijeiKn i, | Up,p € {1, 5, 1}] = 0.

In addition, it is easy to see that the second and third order U—processes of the Hoeffding decomposition
of Az, are of order op(n~') if we apply the Maximal Inequality of Sherman [72]. From all the results it
follows that

sup sup |Az,| = sup sup |4z, (h)|=op(n"t).
h€Hsc,n dED h€Hsc,n dED

Finally, we get that E [A4,,] = 0 as well as
E [ei; K ijQnis | Up.p € {i5}] = 0.

In addition, it is easy to see that the second order U-process of the Hoeffding decomposition of A4, is
of order op(n~!) if we apply the Maximal Inequality of Sherman [72]. Deduce that

sup sup |Ag,| = op(n ).
h€Hse,n dED

From all the results (1.47) follows and, therefore, the statement.

68



Appendiz C: Additional simulation results

Table 1.C.9: Bias and Standard Deviation of the estimators for X and 8 in Model 2.

s Bias St. dev.

n 250 500 1000 250 500 1000
A estimator

SmoothMD with ~ G, 0.006 0.004 0.002 0.094 0.066 0.047
SmoothMD without v G, 0.006 0.004 0.002 0.09 0.063 0.045
NL2SLS G, —0.0003 0.041 —0.001 0.059 0.041 0.028
[ estimator

SmoothMD with ~ G, 0.025 0.014 0.007 0.182 0.125 0.089
SmoothMD without v G, 0.024 0.013 0.007 0.173 0.119 0.084
NL2SLS G, 0.005 0.003 0.0003 0.109 0.074 0.051

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The grid for X\ is [Ao — 0.8, Ao + 0.8]. For all simulations 2000 Monte Carlo samples were used.

Table 1.C.10: Bias and Standard Deviation of the estimators for A and 8 in Model 3.

s Bias St. dev.

n 250 500 1000 250 500 1000
A estimator

SmoothMD with ~ G, —0.002 0.002 —0.003 0.146 0.102 0.073
SmoothMD without v G,  —0.003 0.002 —0.003 0.145 0.101 0.072
NL2SLS G, —0.003 0.002 —0.002 0.123 0.086 0.06
[ estimator

SmoothMD with ~ G, 0.016 0.004 0.007 0.171 0.118 0.084
SmoothMD without v G, 0.017 0.005 0.007 0.17 0.117 0.084
NL2SLS G 0.013 0.002 0.004 0.145 0.099 0.07

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The grid for X is [Ao — 0.8, Ao +0.8]. For all simulations 2000 Monte Carlo samples were used.

69



Table 1.C.11: Empirical Level for Z-Tests of the estimators for A and 8 in Model 1.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~ G, 5.75 6.0 4.55 10.2 11.15 10.75
SmoothMD* with ~ Gn 5.95 6.35 4.65 10.75 11.35 11.1
SmoothMD without Gn 6.45 6.6 5.4 11.1 12.1 10.9
SmoothMD* without v G, 5.1 5.05 4.45 10.05 10.0 9.15
NL2SLS Gn 9.25 7.75 5.95 15.1 13.9 11.55
Test for 3

SmoothMD with ~ G 5.85 4.5 3.85 10.25 9.15 7.9
SmoothMD* with ~ G, 6.3 5.15 4.3 11.55 10.65 8.55
SmoothMD without v G, 6.2 4.7 3.95 10.65 9.75 7.9
SmoothMD* without v G, 9.2 8.05 7.1 14.85 14.4 12.3
NL2SLS Gy 7.65 6.1 4.45 12.85 12.15 8.6

Notes: For the SmoothMD estimators, h o« n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the FEiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of m is not taken into account. For SmoothMD the additional variance part
is taken into account. For all stimulations 2000 Monte Carlo samples were used.

Table 1.C.12: Empirical Level for Z-Tests of the estimators for X and B in Model 2.

s 5% level 10% level
n 250 500 1000 250 500 1000
Test for A
SmoothMD with ~ Gy 7.3 5.85 5.5 12.7 10.5 10.25
SmoothMD* with ~ G, 6.7 5.85 5.3 12.5 10.15 10.1
SmoothMD without v G, 6.7 5.65 5.1 12.1 10.25 9.95
SmoothMD* without v G, 1.1 0.7 0.55 3.3 2.4 1.85
NL2SLS Gn 6.2 5.45 4.8 12.3 10.25 10
Test for 3
SmoothMD with ~ G 7.15 5.25 5.55 11.75 9.95 10.35
SmoothMD* with ~ Gn 6.95 5.15 5.5 11.45 9.75 10.2
SmoothMD without Gn 6.3 5.25 4.9 11.25 9.9 10.1
SmoothMD* without v G, 1.0 2.45 0.75 3.4 2.45 1.95
NL2SLS G 6.55 4.95 5.1 12.25 10.95 9.75

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of 1 is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Table 1.C.13: Empirical Level for Z-Tests of the estimators for X and B in Model 3.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~ G, 6.45 5.95 4.85 11.2 9.65 9.5
SmoothMD* with ~ Gy 6.95 6.2 5.55 12.05 10.5 10.55
SmoothMD without v G, 6.4 5.55 5.0 11.5 10.15 9.7
SmoothMD* without v G, 5.3 4.8 3.95 9.65 8.65 8.9
NL2SLS G, 5.75 5.6 5.15 11.8 10.75 10.05
Test for

SmoothMD with ~ Gn 5.9 5.15 4.95 11.1 9.8 9.25
SmoothMD* with ~ Gn 6.4 5.5 5.9 12.15 10.95 10.3
SmoothMD without v G, 6.05 5.35 4.9 10.9 9.8 9.1
SmoothMD* without v G, 5.1 4.6 4.15 9.7 8.7 8.35
NL2SLS Gn 6.5 5.75 5.45 11.4 10.95 9.15

Notes: For the SmoothMD estimators, h o« n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of m is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 1.C.14: Empirical Level for distance metric statistics of the estimators for X and B in Model 1.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~ Gy, 7.0 6.8 5.35 11.9 12.7 11.2
SmoothMD* with ~ G, 6.95 7.45 5.35 12.1 13.25 11.65
SmoothMD without v G, 6.7 7.1 5.4 12.05 12.8 11.25
SmoothMD* without v G, 5.45 5.35 4.6 10.65 10.1 9.3
Test for 3

SmoothMD with ~ G 5.9 4.5 3.9 10.55 9.45 7.9
SmoothMD* with ~ Gy 6.5 5.0 4.35 11.75 10.65 8.5
SmoothMD without v G, 6.35 4.75 4.0 10.8 9.75 7.85
SmoothMD* without v G, 9.3 8.15 7.15 14.95 14.5 12.15

Notes: For the SmoothMD estimators, h o n=1/3-5 The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of m is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Table 1.C.15: Empirical Level for distance metric statistics of the estimators for A and B in Model 3.

s 5% level 10% level

n 250 500 1000 250 500 1000
Test for A

SmoothMD with ~y G, 12.15 9.55 7.05 14.1 12.6 10.65
SmoothMD* with ~ G, 12.85 10.1 7.85 14.65 12.65 11.0
SmoothMD without G, 12.3 9.55 6.95 14.4 12.7 10.3
SmoothMD* without v &,  11.75 8.55 6.35 14.25 11.6 9.55
Test for 3

SmoothMD with ~ G, 12.15 9.25 6.55 14.4 12.05 10.3
SmoothMD* with ~ Gn 12.6 10.05 7.2 14.6 124 10.95
SmoothMD without G, 11.85 8.95 6.7 14.15 11.75 10.7
SmoothMD* without v G,  11.45 8.25 6.05 13.7 11.2 9.65

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of 1 is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.

Figure 1.C.9: Power function of the distance metric Figure 1.C.10: Power function of the distance metric statistic
statistic for A of Model 1 with n = 500. for B of Model 1 with n = 250.
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Notes: For the SmoothMD estimators, h « n~1/3-5_ The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Fiker- White variance estimator. Only the SmoothMD
estimators that take the additional variance part due to the estimation of m into account are considered. For all
simulations 2000 Monte Carlo samples were used. The nominal level is 10%.

72



Figure 1.C.11: Estimated m(Z) for Model 1 with n = 500.
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Notes: For the estimation the NW estimator with normal kernel and h o< n=1/3-5 s employed. The 25% and 75%
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Figure 1.C.12: Estimated m(Z) for Model 2 with n = 500.
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quantiles as well as the mean are reported. For all simulations 2000 Monte Carlo samples were used.
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CHAPTER 2

Hypothesis testing and inference in case of
Root-N-consistent semiparametric estimation of
partially linear models

2.1. Introduction

We consider a partially linear mean regression model given by
Y =XT84+m(Z)+e, (2.1)

. . T .

where Y is a scalar response variable, (X T ZT) € RP x RY a random covariate vector and m(:) an
unknown function. We assume that the error term e has mean zero conditional on Z and a random
vector V € R, i.e.

E|V, 2] =0. (2.2)

The vector V' can be considered as a vector of instruments that allows to consider models with endogenous
covariate vector X. Typically, it is for models like (2.1) assumed that E[¢|X, Z] = 0, see Robinson [70]
and Li [57]. However, when X is endogenous this assumption is not met and, thus, an estimator build
on it will most likely be inconsistent. If we have an instrument vector V' that is correlated with X and
fulfills (2.2) consistent estimation is still possible. In case X is not endogenous we can just set V.= X.
For V it is necessary to require that s > p, see section 2.2.2; as is standard in the instrumental variable
literature.

We impose no further assumption on the conditional distribution of €. In particular, we allow for
heteroscedasticity of unknown form. The vector Z contains continuous variables, but the components of
X and V need not be continuous. Let By denote the true value of the parameter.

To estimate the unknown structural parameter By we employ the smooth minimum distance (SmoothMD)
estimator for transformation partially linear models developed in chapter 1. The main difference between
the model in chapter 1 and model (2.1) is that in chapter 1 the transformation of Y is unknown, i.e. the
model is given by

T(Y,\) = XTB+m(Z) +e, (2.3)

where T'(+, \) is the Box-Cox transformation given by

Yr—1
NKM—{ o 7o

log(Y) ,A=0.
In model (2.3), in addition to 3, the transformation parameter A is unknown and needs, thus, to be esti-
mated. To identify the model it is in chapter 1 assumed that F[¢|X, Z] = 0 which rules out endogeneity.
Here, we allow X to be endogenous.!

The SmoothMD estimator in chapter 1 combines estimation techniques from Lavergne and Patilea

[56], Li [57] and Robinson [70]. Given condition (2.2) with V' = X Robinson [70] proposed to use the

INote that the results stated in chapter 1 apply to model (2.1) as well when X is exogenous.
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fact that E[Y | Z] = E[X | Z]T B + m(Z). Therefore, we can rewrite model (2.1) as
Y —E[Y|Z=(X-EX|Z)'B+e. (2.4)

The estimator of By proposed by Robinson [70] is then a feasible version of the unfeasible OLS estimator
of Y — E[Y | Z] on X — E[X | Z]. The regressand and regressors E[Y | Z] and E[X | Z] being
unknown, they need to be estimated by some nonparametric procedure. Robinson [70] proposed to
estimate them by the Nadaraya-Watson estimator. He showed that, under suitable regularity assumptions
and conditions on the kernel and the bandwidth, the OLS estimator with response Y — E[Y | Z] and
covariate vector X —E[X | Z] yields \/n-consistent, asymptotically normally and efficient estimators if the
conditional expectations given Z are replaced by their kernel estimates. Robinson [70] used a trimming
procedure to ensure that the estimated density of Z, f,(Z), stays away from zero. To avoid this trimming
Li [57] considered the unfeasible OLS regression of (Y — E[Y | Z])f.(Z) on (X — E[X | Z))f.(Z).
Premultiplying by the density of Z does not break the consistency of the unfeasible OLS estimator since
E[f.(Z)e | X, 2] = [.(Z)E[e | X, Z] = 0.

However, when X is endogenous the estimators of Li [57] and Robinson [70] will not be consistent
as FE[e| X, Z] # 0. Therefore, Li and Stengos [59] proposed to employ the instrument vector V' to get
a consistent estimator. Note that we can rewrite model (2.1) as in (2.4) even if Ele | V,Z] = 0 holds
instead of Fle | X, Z] = 0 with V' # X. The estimator is based on the moment equations

E[f(Z)(V - E[V | Z]) (£.(Z2) (Y - E[Y | Z]) - f.(2)(X - E[X | Z2))"B)],

where the number of covariates X are the same as the number of instruments V', i.e. s = p. As before,
the regressors E[V | Z] are unknown and need to be estimated. Li and Stengos [59] use the Nadaraya-
Watson estimator here as well and show that the estimator is /n-consistent and asymptotically normally
distributed.

We will show in this chapter that it is possible to apply the SmoothMD estimator to estimate 3¢ in
model (2.1) even for endogenous X. In addition, we argue that the SmoothMD approach has properties
that might lead to better testing and inference results compared to the estimators of Li [57], Li and
Stengos [59] and Robinson [70]. The reason is that the estimation of E[Y | Z], E[X | Z] and E[V | Z]
introduces a small sample bias. The SmoothMD approach is able to capture a part of this bias so that
we can hope to get a better small sample behavior with respect to hypothesis testing.

The remainder of the chapter is organized as follows. In section 2.2, we present our new estimation
method, establish identification of the model parameter and develop our uniform-in-bandwidth theory,
including consistency and y/n—consistency of our estimator as well as a testing procedure. Section 2.3
discusses the differences between SmoothMD and the established approaches. In section 2.4, we study
the small sample behavior of our estimator by a simulation study. Section 2.5 concludes. Technical
assumptions are stated in section 2.6.

2.2. The SmoothMD approach

In this section we consider how the SmoothMD approach can be applied in case of endogeneity and
formally define our estimator. First, we develop the new SmoothMD approach and prove identification
of the parameter of interest. Then, we define our SmoothMD estimator and prove consistency and
/n—consistency of the estimator. Finally, we state a testing procedure.

We use the following notation throughout the remaining of the chapter. For d;,d, > 1, let R%*de
denote the set of d; X d. A matrices with real elements. Let 14, (resp. 04,) denote the vector with all
components equal to 1 (resp. 0), 0g4,xq, the d; x d.—null matrix and I, x4, the identity matrix with
dimension d; x d;. For a matrix A, ||A] is the Frobenius norm.

2.2.1. SmoothMD in case of endogeneity

In this section we consider the SmoothMD approach as proposed by Lavergne and Patilea [56] and
extend it for our needs. Consider a general conditional moment restrictions model

Elg(U;0) | W] =0, (2.5)

where g(+) is a given function, U and W are vectors of observed variables, and 6 is the unknown finite-
dimensional parameter of interest. The components of W need not be continuous random variables. It is
assumed that there exists a unique 8y such that E[g(U;0y) | W] = 0. The SmoothMD approach is based
on an equivalent rewriting of equation (2.5) as an unconditional moment. For this purpose, let w(-) be a
symmetric function of W with positive Fourier transform. We will employ w(W') = exp {—WTDW},
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where D = diag(d) is some positive definite diagonal matrix with d € D C qu being a diagonal vector
with strictly positive components. D is a compact set. The condition stated in (2.5) is satisfied if and
only if

Q(0) = Elg(Uy:0)9(Us; 0)(Wi — Wi)] =0,

where (UY, WIT)T and (U7, WQT)T are independent copies of (U7, WT)T. Whenever E[g(U;0) | W| #
0 it follows that Q(€) > 0. Finally, the SmoothMD estimator is defined as the minimum of a sample
based approximation of Q(0) and yields /n-consistent and asymptotically normally distributed estimates
for 00.

In case of model (2.1), we have to extend the SmoothMD approach to a model that contains an
infinite-dimensional nuisance parameter as in chapter 1. Let W = (VT, ZT)T and U = (Y, XT, ZT)T.
Moreover, let

9(U;B,7,m) = (Y - ElY | Z] - (X - E[X | 2))"B) f.(Z) — . (2.6)

Here, m is an infinite-dimensional nuisance parameter containing the three unknown functions of Z
appearing in the definition of g(U;B3,v,m) and v € R is an intercept nuisance parameter. Now, the
partially linear mean regression model can be stated as conditional moment equation by E[g(U; 3,v,n) |
W] = 0. The true value of the intercept v is known to be equal to zero. However, as already discussed
in chapter 1 this artificial parameter will be helpful to diminish the amplitude of the variance coming
from the nonparametric estimators of the unknown functions in the asymptotic representation of the
estimator. The SmoothMD approach we employ to get an estimate for 3 is given by

E[g(U,,@,’y,n) ‘ W} =0 — Q(ﬁ77) = E[g(Ul;0777771)9([]2;0’77772)@(“/1 - WQ)] = 07

where (U{, W{ )T and (U7, W )T are again independent copies of (U, WT)T. It follows by construc-
tion that when E[g(U;3,v,m) | W] # 0 we have that Q(3,7) > 0. Therefore, the SmoothMD estimator
is defined as the minimum of a sample based version of Q(3,~).

Given an i.i.d. sample (UlT7 WlT)T R, (UnT7 WnT)T and nonparametric estimates 71, ..., 7, of the
values of the nuisance parameter we define

~ 1 ~ ~
Qn (ﬂaV) = ﬁ Z g(Ulvﬁ777nz)g(U]v6777”])W(W2 - WJ)

1<i,j<n

The sample based version @n (B,7) of Q(B,~) is quadratic with an explicit unique minimum (7, ,@T)T.

Note that the SmoothMD estimators with endogenous and exogenous covariate vector X differ only
in the weighting w(W7 — Wa), i.e. W = (XT, ZT)T when X is exogenous and W = (VT, ZT)T when
X is endogenous. In contrast to the estimator of Li and Stengos [59] an estimate of E[V | Z] is not
needed.

2.2.2. Identification

In this section we show that the parameters (v, 37)7 in our model are uniquely identified. It follows
by construction that

T _ ; . . _
(07 /30 ) = arg 'yelg,lﬁli%RP E[g(Ulv 57’77 nl)g(U27 /6777 772)W(W1 WQ)L (27)

where g(U1; 8,v,m1) and g(Us; 3,7, n2) are independent copies of g(U; 3,,n) defined in equation (2.6)
and
T
n=(f().EY|Z=-]EX|Z="]")".

The following statement shows that the minimum in (2.7) is unique such that the model parameters are
uniquely identified.

Lemma 2.1. Suppose that Assumptions 2.1 and 2.2 hold true. Then,
P(E[(Y ~ BIY | 2)).(2) —~ — (X - EIX | 2))781.(2) | V. 2] =0) < 1,
for all v € R and B € R such that (v, 81)T # (0,88)T.

For identification, it is necessary to assume that Var [E[X|Z, V] — E[X|Z]] has full rank, see As-
sumption 2.2.1. This ensures that X and V are not independent and also not independent conditional
on Z, otherwise we would get that E[X|Z,V] — E[X|Z] = E[X|Z] — E[X|Z] = 0, and the full rank
assumption is not met. In addition, the assumption implies that s > p to ensure the full rank condition.
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2.2.8. The estimator

In this section we state our estimation strategy that follows the ideas in chapter 1. Given an indepen-
dent sample (Y1, X7, 2T V)" ..., (Yo, X2, 27, V)T from (Y, X7, 27, V7T)" € R x RPHT+S et us
define

Vo= (- BV | ZDE(Z0), - (V- BV | ZDFe(Z0) € R
and X, = ((X1 — BIX1 | Z))f(Z1), ... (X, — E[ X | Zn])ﬁ(zn))T € R™*P.

For 1 <i<n, @ = (f-(Z;), E[Y; | Z;], E[X; | Z;]T)T is a nonparametric estimate of n; = (f-(Z;), E[Y; |
Z),E[X; | Z;)T)T. For the unknown values we use the kernel estimates

~ 1 & Z,—Z; ~ ~ 1 & Z. — 7.
rE) =k (B2) B zik@ - g vk (252
J= J=
~ ~ 1 < Z,— Z;
and E[Xl | ZZ]fz(Zz) = nhi ZXjK <hj> .
Jj=1

Here K(-) is a multivariate kernel function and h is the bandwidth. Let Q,, be the n x n— symmetric
matrix with elements

any - eXp{ ( VT ZT ;T)D(‘/; _‘/le - Zj)}7 1 < 27.] <n.

Typically, the components of the vector d defining the diagonal matrix D are proportional to the standard
deviation of the components of the vector (V;7, Z1)”. The definition of Q,,i; allows also to take into
account discrete components of V.

We can now define the estimates of (v, 37)T € R1*P introduced in equation (2.7). Let

~ ~ ~ T ~ ~
Qn (ﬂv’)/) = n_2 (Yn - ’7]—n - Xn/@) Qn (Yn - ’Yln - Xnﬂ) .
Finally, consider the generalized least-squares problem
min Qn (8,7) -
7.8

The solution of this problem has the form of standard generalized least-squares estimators:

1 N N . N N1 ~
38) = —17Q, (Yn ~X, ) d B= (XTDan> D, ¥,,
96) = 1 1 ) and B=(XI !
with 1
D, =Q, - —0,1,17Q, € R"*",
17,1, niin €

The structure of D,, is as in chapter 1, however, 2,, does now depend on V' instead of X. In addition, we
do not need the matrix B,, for estimation as we do not need to estimate the transformation parameter.
Note that again, by construction, D,1, = 0,,.

We close this section showing that our estimator is well-defined.

Lemma 2.2. If Assumptions 2.1.5 and 2.2 hold true, then, for each n > 1, the matrices €, and
X D Xn are positive definite with probability 1. In particular, 11,1, > 0 and X D Xn 1s invertible
wzth probability 1.

2.2.4. Consistency and asymptotic normality

In this section we consider the asymptotic behavior of the estimator. Our asymptotic results are
stated uniformly with respect to the diagonal of the matrix D. This ensures that we can use a data
driven estimate of D proportional to the empirical standard deviations of V' and Z.

Let’s introduce some more notation:

Y, = (Y1 — E1 | Z))fo(Z4), ..., (Y — E[Yy | Z,))f.(Z,)" € R",

and
X = (X1 — BIX1 | Z)fo(21), ... (X0 — E[X | Zo))f2(Z2))" € R
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With all this in hand we can now state consistency of our estimator.

Theorem 2.1 (Consistency). Assume that Assumptions 2.1, 2.2 and 2.3 hold true. Then

-~

sup sup HB— ﬂo” =op(l) and sup sup7F(B) = op(1).
he€He,, dED heHe,, dED

In Theorem 2.1 we require that b € H, , where Hepn = [Cminn™ %, Cmazn~ %], wWith 0 < o < 1/¢ and
Cmins Cmagz are positive constants. This implies that nh? — oo and h — 0 for n — oo which is in line
with Li [57], Li and Stengos [59] and Robinson [70] as well as chapter 1.

Next, we prove asymptotic normality of our estimator. For this purpose, we first derive the asymptotic
linear representation of 3 from which the y/n—asymptotic normality follows. In the following result, we
show that 5 is asymptotically not equivalent to the infeasible estimator of 3y one would obtain when
the infinite-dimensional parameter 7 is given and the intercept < is equal to 0. This is in contrast to the
results of Li [57], Li and Stengos [59] and Robinson [70]. The reason is that they can use the fact that
E[X,,; | Z;] = 0 when controlling higher order terms. In our case, we weight the observations by Q5
such that E[X,, ;2,5 | Z;] # 0 for i # j. For more details consider section 2.3. This is also the reason
why we need to ask for ¢ < 4 instead of ¢ < 6 as in Li [57]. Therefore, we require that h € Hs,y, where
Hsen = [Cminn ™, Cmazn ™ ], with a € (1/4,1/¢).

The results are again obtained uniformly with respect to the elements on the diagonal of the matrix
D that determines Q,,. In addition, let Kj,(-) = h™9K(-/h) and, for any 1 < 4,5 < n, let

Proposition 2.1 (Asymptotic representation). Assume that the conditions of Theorem 2.1 hold true.
Moreover, Assumption 2.4 holds true. Then, uniformly with respect to h € Hgsepn, and d € D,

B—Bo= (XZDan)*leDn |:(€fz)n - (§|zfz) } +op(n~?) = Os(n~/?2),

k=1,k#1 k=1,k#n

T
where (Efz)n = (Elfz(Zl),...,Ean(Zn))T and (é\|zf/;) = <7ll Z Ek)Kh,lkv'-'7% Z EkKh;nlc) .

In the following we state asymptotic normality of our estimator. Therefore, we use the notation
Qi 5(d) = Qi j and

1
to make the dependence of €2,, on d explicit. Note that with
Qxlg(d) = QZU =exp{—(Vi — Vj)Tdiag(dl, o ds)(Vi = Vj)} and

szg (d) = Q'rZLZJ = eXP{_(Zi - Zj)Tdiag(dSH, sy ds+q)(Zi - Zj)}v 1<4,5<n,
Qi5(d) = QY (d)Q7,;(d). As discussed the structure of I, is the same as in chapter 1. The only
difference is that we replace €2;);:(d) by 2 ,;(d) when X is endogenous.
Furthermore, we define, for 1 <i < n,

1

mild) =%~ FaTe @1

E [Xz;ﬂn(d)ln] y

where X,,; = (X; — E[X; | Zi]))f.(Z;). In addition, let

‘I’Z,ij(d) = be,ij(d) —FE [QV (d) | Vi] :

n,ik
With all this in hand we can state the following Theorem.

Theorem 2.2 (Asymptotic normality). Assume that the conditions of Proposition 2.1 hold true. Then,
uniformly with respect to h € Hgep, and d € D,

Vi (B Bo) = B [n 2 XIDu(d)X,] % D& f(Z)E [ri(d) Q5 ()2 35(d) | V5. 2] | + o0 (1),

converges in distribution to a tight random process whose marginal distribution is zero-mean normal with
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covariance function E [n72X5Dn(d1)XH]71 A(dy, d2)E [n7 XD, (d2)X,, ] ' with

A(dl,dg) =F [Var [ijZ(Zj) | ‘/}, Zj} Ti(dl)Tk(dg)TQZ (dl)QZ (dg)@v (d1)¢¥7kj(d2)] .

n,ij n,kj n,ij

v

Due to the estimation error coming from the estimation of n we need ®, ;.

(d) to state the asymptotic
variance of our estimators. If n was known <I>,‘1/7 ;;(d) should be replaced by wa(d)

~ ~ -1 ~ o\ -1
We can estimate the covariance matrix by (n_QXZ]D)n(dl)Xn) A(dy,ds) (n‘QXZDn(dg)Xn) ,

where

~

A(dy,dy) = n3KID, 10 (dy) @, (dy) S, BT (do)DT ;- (do) X, (2.8)

n,inf

Here, Y and ®,, are the n x n— symmetric matrices with elements

n,ij n,ij n,ik = =
k=1
‘I)n,ij<d> = @x,ij(d>ﬂfrzz,ij(d)7 1<ij<n
1
d Dyins(d) =Ixn — Q,(d)1,1%.
3, = diag(@“ [e1f.(Z1) | V1, Z4] ... Var enf(Zn) | Va, Zn]) is an estimator of the error variance.

One can use a nonparametric estimator for the conditional variance or alternatively use an estimate of the
error terms to approximate the conditional variance in the spirit of the Eiker-White variance estimator.
Consistency of the above estimators is straightforward to establish.

2.2.5. Testing the slope coefficients
In this section we provide a distance metric statistic to test restrictions for 3. Let
A, = Xz;]D)n ((efz)n - (é\|z.fz) ) .
n
Suppose we want to test r linear restrictions for 3 given by
HQ : R,@Q =C, (29)

where R is a r X p— matrix of full rank and ¢ € R". In order to test the restrictions, we need to find the
restricted estimator for By, Br. Therefore, we minimize

~ ~ T ~ ~
n=2 (\yn - Xnﬁ) D, (Yn - Xnﬂ) st. RB=ec,
with respect to 3 and get that
B PP U | o\l -t
Br=0— (Xfﬂ)nxn) RT (R (xfﬂ)nxn) RT> (Rﬂ _ c> .
Given the restricted estimator we can now define our distance metric statistic for testing (2.9).

DM = (T~ %uBi) Do (T~ ZuBi) — = (Ta—%uB) Dy (T~ %uB).

The following result shows the validity of the distance metric statistic.

Proposition 2.2. Assume that the conditions of Proposition 2.1 hold true. Then, uniformly with respect
toh € Hsepn and d € D,

. — — -1 —
DM —n~*2ATE [XID,X,] " R" (RE [X[D,X,] ' R")  RE[n*XID,X,] " Aun /2 = 0p(1),
under Hy and P(n=*DM > ¢) — 1 for some ¢ > 0 if Hy does not hold.
The process in Proposition 2.2 is asymptotically tight and for each d behaves asymptotically as a
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weighted sum of p — r independent chi-squares, where the weights are the positive eigenvalues of

E[XID.X,] " R" (RE[X[D,X,] ' R") T RE[n XD, ] A(d, d),

see Johnson et al. [49]. Determining critical values requires the estimation of the last display. We can use
the estimator stated in (2.8) and for all other components we simply replace the unknown expressions by
their sample equivalence.

2.3. Why SmoothMD might be preferable

The motivation for the SmoothMD estimator is that models nonlinear in parameters that are based
on conditional moment restrictions as condition (2.2) can render inconsistent parameter estimates when
the generalized method of moments (GMM) is used for estimation. See Dominguez and Lobato [29].
However, the partially linear model (2.1) is linear in 3. Therefore, it seems to make no sense to apply
SmoothMD in this situation as 3 can also be estimated with the estimators proposed by Li [57] or Li
and Stengos [59].

The reason for applying SmoothMD is that the estimation of 1 introduces a small sample bias. The
SmoothMD approach is able to capture a part of this bias which should lead to an improved small sample
behavior.

~

~ ~ ~ -1
In the following we assume that X is exogenous such that V' = X. Recall that 8 = (X,TL]D)an) XZDnYn.

~ ~po~ N L~
In addition, the estimator of Li [57] is given by Br; = (XZXH) XZYH. Both estimators differ only in
the weighting matrix D,,. This matrix is defined as

By construction, we have that Xgln = 0,. Therefore, the estimator /@Li is equivalent to B for Q,, = I,,xn.
Recall from Proposition 2.1 that

E_ﬁo = (XZDan)il XZDn |:(€fz)n - <§|zfz)n] +0]p>(n_1/2).

Furthermore, it was established in the proof of Theorem 2.2 that
~ _ -1
Vit (B Bo) = E [nXID.X,)] ( Zsjfz [7i(d) ,.15(d) | X;. Z)]
Z‘skfz Zk ( )ﬂnzk(d)ﬂr)fw( ) |Zk]> +OP(1)

The process in the last display is asymptotically tight. The second sum, ﬁ kzl erf.(Zy)E [ 5 (d )Qf 20X i | Zk}

in the asymptotic representation of 3 occurs due to the estimation of 7. The reason is that

1 B 1O _
sup sup | XTI (6.52) — = N e f(Z0)E [Kn i 125 | Zu] | = 0p(n1/?)
h€Hse,n €D || T oo
. (2.10)
. 1
as well as sup sup 17q, (E|zfz) - = Zskfz(Zk)E [Qflkﬂfz] | Z,]|| = op(n=1/?).
h€Hsc,n dED no N ’ ’

In contrast, we get that

sup
h€Hse,n

= sup
h€Hse,n

X7 (5|zfAz)n - i;gkfz(zk)E Xk | Zk]

e CRAN EYSUSE
(2.11)

as E[X, 1 | Zi] = 0,. Therefore, the asymptotic representation of the estimator proposed by Li [57] is
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given by
Vi (Bui = Bo) = B [n X0 %] Ze]fz ) Xng +op (1).

The process in the last display is asymptotically tight.

The main difference between the asymptotic representations of ﬁ and ﬁ Li 1s that the error due to the
estimation of 1 has no influence on the representation of ,6 1; in contrast to the one of ,6' The reasons are
statements (2.10) and (2.11). However, in finite samples the estimator of Li [57] will be influenced by the
estimation error of 1 as well. Therefore, employing B might improve the accuracy in case of hypothesis
testing. The simulation results in section 2.4 support the argumentation.

Note that it is possible to estimate By without the intercept nuisance parameter v as well, see the
discussion in chapter 1. In that case D, is replaced by €2, in the estimation of 3. The estimator is than
still v/n—consistent and asymptotically normally distributed. In the variance

E [n>XID,(d)X,] " A(dy, do)E [nXID,, (dy)X,]
we replace D, by €, and 7;(d) by X, ;. When estimating the variance, Dy,iny has to be replaced by
Iy, and D, by Q,.
However, when 3 is estimated with intercept nuisance parameter ~ the impact of estimating 1 on

the asymptotic variance might become small. Consider again & Z exf(Zy)E [ i(d)ﬂfzkﬂ | Zy|. If

n,ij
k=1

we could replace the index k by j in Q7% ;. we would get that

n,t

z Z X
E[ (d)ﬂn ,47 nzg | Z}C] = E[ (d)ﬂn zgﬂn ’Lj] = 0p7

such that the second sum in the asymptotic representation of B would not be present. Of course this is

not possible. However, here we consider d as a vector with elements playing the role of standardizing

constants. If the elements of d are the inverse of a kernel smoothing bandwidth tending to zero at a

suitable rate E [Ti(d)ﬂfzkﬂn ij | Zk} tends to zero for n — co. The exact rate is over the scope of this
chapter, but we have seen in the simulations of chapter 1 that even in case of d being a vector of constants
it seems that we can forget about the second part in the asymptotic representation. The estimator is
labeled SmoothMD* in the simulation section. If we do not consider the second part in the asymptotic
representation, the variance is estimated by replacing ®,, ;;(d) with Q,, ;;(d).
Note that the previous discussion does not apply to the case without constant v as
E [X,QF7 QX

n,ij" “n,ij

| Z) = E [Xn: Q7,95 5] #0,.

2.4. Small sample study

In this section we consider the small sample behavior of our estimator. We conduct several simulation
experiments to consider bias and standard deviation for the estimated parameters. In addition, we
conduct hypothesis tests for 3. We begin with a consideration of the simulation setup. Finally, we state
our simulation results.

2.4.1. Simulation setup

During the simulation, we consider six different models. The models are given by

Model 1: log(Y) = X +m(Z) + &, m(Z) = 12212 1 L with Z ~ N(1,1), fo = 1, X = —2Z + u with

1+exp{Z}

u~ N(0,1) and e = /22 4 with @ ~ N (0, =).

Model 2: log(Y) = XfBo + m(Z1 + Zo + Z3) + &, m(Z) = LZ}} + L with 21, 20,23 ~ N(1,1), By = 1,

14exp{Z

X =-2(Z1+ Zy+ Z3) + u with u ~ N(0,1) and £ = 1+X2 u with w ~ N (0, ).

Model 3: Y = Xfo +m(Z) + &, m(Z) = 12221 1 with Z ~ U(=3,~1) and By = 1, X = 2Z + u with

1+exp{Z}

u~U(-1,1) andawU(—\/l/79, \/W)

Model 4: Y = XBo +m(Zy + Zs + Z3) + &, m(Z) = 22EZL_ | with Zy, Zy, Z3 ~ U(=3,—1) and By = 1,

1+exp{Z}

X:%(Zl+ZQ+Z3)+UW1thUNU(_171) andENU(_mv\/W)'
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Model 5: Y = XBo + m(Zy + Zo + Z3) + &, m(Z) = H’;giﬁ;} + 1 with Z1, 72,25 ~ N(1,1), fo = 1,

X=-2(Zv+Zy+ Z3) +V +u with V ~ N(2,9), u ~ N(0,1), e ~ N (0, ) and Cov(u,e) = 0.5.
Model 6: Y = XBo +m(Z1 + Zs + Zs) + &, m(2) = 1222l + 1 with 21,25, Z5 ~ N(1,1), By = 1,
X = -2(Z1+ 22+ Z3) + V + u with V ~ N(2,9), u ~ N(0,1), ¢ = V4.5 (%> —1/9), where

9
£~ N (0,3) and Cov (u,&) = 0.5.

The models differ in the number of covariates Z. In Model 1 and Model 3, m(-) contains only one
covariate, whereas it contains three in all other models. In addition, the error terms ¢ are heteroscedastic
in Model 1 and Model 2 in contrast to the remaining models. Furthermore, the error terms in Model 6
have a skewed density function as they are y2-distributed.

The estimators are computed by employing a normal kernel for K(-). Z is standardized componen-
twise by the corresponding standard deviations and h o n~=1/3-5. This bandwidth choice satisfies the
assumptions of Theorem 2.2. The components of d defining the diagonal matrix D in €2, are set equal
to the componentwise standard deviations of X and Z in Model 1 — Model 4 and to the componentwise
standard deviations of V' and Z in Model 5 and Model 6 as X is endogenous in the latter models.

In the simulation we compare the proposed estimator where 7 is employed with the estimator that
does not use . Either of the two estimators converges asymptotically to a normal distribution. Therefore,
it is interesting to consider which one has the better small sample behavior.

We consider bias and standard deviation of the estimators as well as the size of the distance metric
statistics proposed in Section 2.2.5. In addition, we test by a simple Z-Test if the estimated parameters
are significantly different from the true value. Therefore, we employ the variance estimator stated in (2.8)
for both estimators with the necessary adjustments for the estimator without . To estimate the error
variance we employ the Eiker-White variance estimator. In order to see the influence of the estimated n
on the variance we consider all tests also without taking the estimation error of ) into account. Therefore,
we replace ®,, by €, in the variance estimator (2.8).

In addition, we consider the estimator of Li [57] for Model 1 — Model 4 and the estimator of Li and
Stengos [59] for Model 5 and Model 6 as competitors. Let

o~

v, = ((V1 —BVi | Z\)f(Z1), ..., (V, — E[V,, | Zn])fz(zn))T -

with E[V; | Z].(Z)) = -k Y, ViK (Zi;Zf) for all 7. Note that s = p in the considered models and
recall that .

where WA/n = §A§n in case of exogenous X. The variance of [/3\ 1; can be estimated by
PN SN |
(VZ Xn> VI8V, (van) :

where 3, = diag(@” [e1f:(Z1) | V1, Z1] ... Var [enf:(Zn) | Vi, Zn]) as in (2.8).

In the estimation of E[X | Z] and E[V | Z] we employ the same kernel and bandwidth as for the
SmoothMD estimator and we use again the Eiker-White variance estimator to estimate the error variance.

2.4.2. Simulation results

Table 2.1 states the results for bias and standard deviation for 8 in Model 1. All three estimators have
comparable results for bias and the bias decreases with sample size. The standard deviation is largest for
the estimator of Li [57] but decreases with samples size such that it is almost equal to the SmoothMD
estimators for n = 500.

Table 2.2 states the results for bias and standard deviation for § in Model 4. Again, all three
estimators have comparable results for bias and the bias decreases with sample size. In contrast, the
standard deviation is larger as in Model 1 and almost equal for all three estimators. The larger standard
deviation is reasonable as m(-) contains three covariates in Model 4 and only one in Model 1.

Table 2.3 states the results for bias and standard deviation for 8 in Model 5. The bias for n = 50 is
here a bit larger for SmoothMD than for the estimator of Li and Stengos [59]. However, the bias decreases
with sample size. The standard deviation is almost equal for all three estimators.
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Table 2.1: Bias and Standard Deviation of the estimator for B in Model 1.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ —0.002 —0.001 —0.001 0.062 0.027 0.02
SmoothMD without v  —0.002 —0.001 —0.001 0.063 0.026 0.02
Li 0.001 —0.0001 0.0001 0.068 0.03 0.022

Notes: For the SmoothMD estimators and the estimator of Li, h o n~1/35. The components of d are set equal to the
componentwise standard deviations for all variables. For all stmulations 2000 Monte Carlo samples were used.

Table 2.2: Bias and Standard Deviation of the estimator for B in Model 4.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ 0.0002 —0.002 —0.001 0.09 0.04 0.02
SmoothMD without ~ 0.0002 —0.002 —0.001 0.09 0.04 0.02
Li —0.0001 —0.002 —0.001 0.1 0.04 0.03

Notes: For the SmoothMD estimators and the estimator of Li, h n=1/35 The components of d are set equal to the
componentwise standard deviations for all variables. For all stmulations 2000 Monte Carlo samples were used.

Table 2.3: Bias and Standard Deviation of the estimator for B in Model 5.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ 0.02 0.005 0.003 0.06 0.025 0.018
SmoothMD without ~ 0.02 0.005 0.003 0.06 0.025 0.018
Li and Stengos —0.004 —0.002 —0.001 0.07 0.027 0.019

Notes: For the SmoothMD estimators and the estimator of Li and Stengos, h o< n=1/3:5. The components of d are set
equal to the componentwise standard deviations for all variables. For all simulations 2000 Monte Carlo samples were used.

Table 2.4: Bias and Standard Deviation of the estimator for B8 in Model 6.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ 0.0003 0.0002 0.0001 0.097 0.04 0.03
SmoothMD without ~ 0.0003 0.0002 0.0001 0.097 0.04 0.03
Li and Stengos 0.001 —0.0002 —0.0001 0.11 0.05 0.03

Notes: For the SmoothMD estimators and the estimator of Li and Stengos, h o< n=1/3:5. The components of d are set
equal to the componentwise standard deviations for all variables. For all simulations 2000 Monte Carlo samples were used.
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Table 2.4 states the results for bias and standard deviation for # in Model 6. The bias is for all three
estimators smaller than in Model 5, the second model with endogenous covariates. However, the standard
deviation is larger as in Model 5. This might be due to the skewed error distribution of Model 6.

In addition, note that the results for SmoothMD with and without v are close for all considered
models.

Table 2.5: Empirical Level for the Z-Test of the estimator for  in Model 2.

5% level 10% level

n 50 250 500 50 250 500
Test for 3

SmoothMD with ~ 19.7 7.6 5.85 274 13.4 11.5
SmoothMD* with ~ 19.6 8.6 6.2 26.55 14.6 12.25
SmoothMD without ~ 19.85 7.7 5.9 27.15 13.55 11.6
SmoothMD* without ~ 19.7 8.65 6.25 26.4 14.3 12.25
Li 26.75 15.45 11.45 32.5 23.3 18.85

Notes: For the SmoothMD estimators and the estimator of Li, h n=1/35 The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the Eiker-White variance estimator.
For SmoothMD* the additional variance part due to the estimation of n is not taken into account. For SmoothMD the
additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 2.6: Empirical Level for the Z-Test of the estimator for B in Model 3.

5% level 10% level

n 50 250 500 50 250 500
Test for

SmoothMD with ~ 7.8 4.7 4.0 12.55 9.7 8.65
SmoothMD* with ~ 8.45 5.4 4.9 13.25 10.9 10.1
SmoothMD without ~ 7.9 4.75 3.95 12.6 9.75 8.6
SmoothMD* without ~ 8.15 5.45 4.9 13.1 10.8 10.15
Li 9.65 5.95 5.35 14.3 11.5 10.25

Notes: For the SmoothMD estimators and the estimator of Li, h o n=1/3-5. The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the Eiker- White variance estimator.
For SmoothMD* the additional variance part due to the estimation of m is not taken into account. For SmoothMD the
additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 2.7: Empirical Level for the distance metric statistic of the estimator for 5 in Model 1.

5% level 10% level
n 50 250 500 50 250 500
Test for
SmoothMD with ~ 6.05 3.45 4.0 10.75 7.4 8.9
SmoothMD* with ~ 7.0 4.1 4.9 11.8 8.8 10.5
SmoothMD without ~ 6.2 3.4 3.95 11.15 7.55 9.0
SmoothMD* without ~ 7.15 3.9 4.9 12.3 9.0 10.65

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of 1 is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Table 2.8: Empirical Level for the Z-Test of the estimator for B in Model 6.

5% level 10% level

n 50 250 500 50 250 500
Test for

SmoothMD with ~y 16.1 6.5 5.7 24.2 12.05 11.05
SmoothMD* with ~ 15.3 6.5 5.8 22.6 11.9 11.05
SmoothMD without ~ 16.3 6.45 5.7 24.05 12.05 11.05
SmoothMD* without v  14.75 6.65 0.45 21.95 11.7 10.85
Li and Stengos 20.5 11.85 9.7 29.2 19.65 16.6

Notes: For the SmoothMD estimators and the estimator of Li and Stengos, h n~1/35 The components of d are
set equal to the componentwise standard deviations for all variables. The variances are estimated by the Eiker-White
variance estimator. For SmoothMD* the additional variance part due to the estimation of n is not taken into account. For
SmoothMD the additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 2.5 states the empirical level for the Z-Tests for 5 in Model 2. All four considered SmoothMD
estimators get close to the nominal levels for increasing n. However, the estimator of Li [57] overrejects
for all considered sample sizes. It seems that the results improve for increasing sample size but do not get
close to the results of the SmoothMD estimators. SmoothMD with and without 7 lead to similar results.

Table 2.6 states the empirical level for the Z-Tests for 8 in Model 3. All five considered estimators
get close to the nominal levels for increasing n. However, for n = 50 all estimators overrejct with the
estimator of Li [57] performing worst. SmoothMD with and without 7 lead to similar results. Surprisingly,
the SmoothMD with wrongly estimated variance gets closer to the nominal levels than the SmoothMD
with correct variance. Note that the main difference between Model 2 and Model 3 is in the dimension
of Z. From the results it seems that the estimator of Li [57] needs a larger sample size to control the
estimation error of 17 with the results getting worse the larger the dimension of Z.

Table 2.8 states the empirical level for the Z-Tests for § in Model 6. The stated results are in line with
the ones discussed before. Therefore, it seems that the SmoothMD estimator outperforms the estimator
of Li and Stengos [59].

Finally, Table 2.7 states the empirical level for the distance metric statistic of the estimator for 3 in
Model 1. The results are convincing, supporting the theoretical statement. SmoothMD with and without
v lead to similar results.

Figure 2.1: Power function of the Z-Test for 8 of Model 1 Figure 2.2: Power function of the Z-Test for B of Model /
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Notes: For the SmoothMD estimators and the estimator of Li, h & n=/3-5_ The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the Eiker- White variance estimator.
Only the SmoothMD estimators that take the additional variance part due to the estimation of n into account are
considered. For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.
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Figure 2.3: Power function of the Z-Test for 8 of Model 5 Figure 2.4: Power function of the Z-Test for B of Model 6
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Notes: For the SmoothMD estimators and the estimator of Li and Stengos, h o n=1/3-5. The components of d are set

equal to the componentwise standard deviations for all variables. The variances are estimated by the Eiker- White
variance estimator. Only the SmoothMD estimators that take the additional variance part due to the estimation of m into
account are considered. For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.

Figures 2.1 and 2.2 state the power functions of the Z-Test for S in Model 1 and Model 4 with n = 250.
We consider here only the estimator of SmoothMD with the correct error variance and the estimator of
Li [57]. In the first case all three estimators perform reasonable well and it seems that the SmoothMD
estimators have a bit larger power. In the second case the estimator of Li [57] overrejects at the true
value whereas the SmoothMD estimators only overreject slightly. It seems that in terms of power the
SmoothMD outperforms the estimator of Li [57] here as well. Note that both SmoothMD versions lead
to similar results.

Figures 2.3 and 2.4 state the power functions of the Z-Test for 5 in Model 5 with n = 250 and
Model 6 with n = 500. In the first case the power functions for all three estimators are not symmetric
anymore. Furthermore, the estimator of Li and Stengos [59] overrejects at the true value whereas the
SmoothMD estimators only overreject slightly. In the second case the power functions are symmetric and
the SmoothMD estimators reach the nominal value at the true value and the estimator of Li and Stengos
[59] overrejects again.

2.5. Conclusion

In this paper we considered the semiparametric partially linear model studied in Li [57] and Robinson
[70]. We employed the SmoothMD estimation technique to the partially linear model and argued why
SmoothMD might be preferable to the estimators proposed by Li [57] and Li and Stengos [59].

We established consistency as well as \/n-asymptotic normality. In addition, we proposed a distance
metric statistic to test the model parameters. A Monte Carlo experiment showed the usefulness of the
proposed estimator in small samples.
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2.6. Assumptions
Assumption 2.1. Data Generating Process
1. The observations (Yi, xr zr ViT)T , 1 <i<mn,arei.i.d. copies of (Y,XT, zZT, VT)T € RxRP x
RY x R?®, with s > p.
2. The covariate vector Z admits a bounded density with respect to the Lebesgue measure in R?. The
covariate vectors X and V are split in two subvectors X, € RPe and X, ; € RP4, V, € R% and
Vi€ R% with 0 < pe,pg < p, pe + pa =p, 0 < 8¢, 84 < s and s. + sq = s. The subvectors X, and

V. admit bounded densities with respect to the Lebesgue measures in RP< and R*¢. The subvectors
X4 and V; take values in finite sets.

3. The (s+ ¢) diagonal components of the matrix D belong to the set D = [dy,,dy] X - -+ x [dr,dy] C
Rf‘q, with some fixed 0 < dj, < dy < oo.

The assumption that the discrete components of X and V take values in finite sets is a technical
condition that simplifies the proofs without significant restriction of the generality for the applications.

Assumption 2.2. Identification

1. E[|X|?] < oo and Var [E[X|Z,V] — E[X|Z]] as well as Var [(VT, ZT)T] have full rank.
2. The true value By € R? is not equal to 0,.
3. We have that E[Y] < oo.

Note that Assumption 2.2.1 implies that we need s > p. In addition, we have that
Var[W"(X —E[X | Z))] =Var " (X -E[X | Z, V)] +Var " (E[X | Z,V]-E[X | Z])] >0

such that Var [X — E[X|Z]] has full rank as well. Therefore, it follows from the discussion in chapter 1
that Var [(X7, ZT)T] has full rank.

Assumption 2.3. Consistency

1. The kernel K (-) is the product of ¢ univariate kernel functions K of bounded variation. Moreover,
K is a symmetric function with integral equal to one and [ 2K (t)dt < oo.
R

2. The functions f.(-), (mf.)(:), E[|X||*| Z = -1f.(:) and E[Y | Z = - | f.(-) have Hélder continuous
partial derivatives of order four.

3. The bandwidth h belongs to a range Hen = [Cmin ™%, Cmazn~ %], With 0 < o < 1/q and ¢min, Cmax
positive constants.

4. It holds true that E [|| X ||*] < oo, E[|| Z]|] < 00, E [Y*] < 00 and E [e*] < .

Assumption 2.4. Asymptotic Normality

1. The bandwidth h belongs to a range Hsen = [Cmin ™%, Cmazn~ ], with a € (1/4,1/q) and cpn,
Cmaz POSitive constants.

2. F [52 | V, Z] =0%(V,Z)isin L' N L%
3. E[m(Z)*] < oc.
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Appendix

Appendiz A: Proofs
Proof of Lemma 2.1.

In order to ensure global identification, we employ the approach of chapter 1 that is an extension the
proof in Shin [74]. For any (y,37)T we have that

P(E((v - BY | 2) £.2) - (X - BIX | 2 81.(2) | V. 2] =)
_ P(fZ<Z> (E[X | 2]~ E[X | 2,V])" (8- Bo) = 7)-

Hence, it suffices to prove that the last probability could not be equal to 1 when (v, 37)T # (0, 31)7.
The result follows immediately from the full rank condition in Assumption 2.2.1. Indeed, by the
variance decomposition formula and Assumption 2.2.1, for any a € RP, a # 0,,

a"Var[E[X | Z,V] - E[X|Z]la=FE [Var [a" (E[X | Z,V] - E[X|Z)) | Z]] > 0.
This implies

a"Var[f.(2) (B[X | Z,V] - E[X|Z])]a = E [f2(Z)a’ Var [(E[X | Z,V] - E[X|2)) | Z]a"]
=FE[f2(Z)Var[a" (E[X | Z,V] - E[X|Z]) | Z]] > 0.

Thus, f.(Z)(E[X | Z,V] - E[X | Z]")T(B — Bo) cannot be equal to a constant almost surely.

Proof of Lemma 2.2.

We follow the proof of Lemma 1.2 in chapter 1. First, we note that for any u € R® and v € R? such
that (u®,vT)T £ 0444, and any c € R,

Pu'"V+v'Z=c)=0. (2.12)

This is a consequence of the fact that Var [(VT, Z T)T] has full rank, by Assumption 2.2. Given a sample

T T . . .
(VlT, Zf) ey (VnT, ZE) , and a vector @ = (aq,...,a,) € R", using the inverse Fourier Transform,
we could write

2
—(s+q)/2 n
7 ’ Z aj exp {inT (V}T, ZjT)T} exp {f'wTDflw} dw,

/dl"'ds+q Rs+a =1

where D = diag(ds,...,ds4q) With d1,...,ds+q € [dr,dy], see Assumption 2.1.3. Then, necessarily

a’Q,a =

n
3 ajexp {inT 7 ZJT)T} —0, VweR™H, (2.13)

j=1

Equation (2.12) indicates that, with probability 1, equation (2.13) admits the unique solution a = 0,
VYw € R¥T4. This means that, with probability 1, the matrix €, is positive definite.
The remaining arguments are identical to the arguments in the proof of Lemma 1.2 in chapter 1 and
are, thus, omitted.
O

Proof of Theorem 2.1.

~ ~ ~ ~ \ 1~ ~
We start by considering 3. Recall that 8 = (Xfﬂ)nxn> XD, Y,. It follows now from Lemmas
1.3, 1.7, 1.8 and 1.13 in chapter 1 that

HB — (XTD,X,) " XID,Y,|| = op(1)
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uniform with respect to d € D and h € H.,. Note that
(XTD,X,) " XID, Y, = Bo + (XID,X,) " XD, (e fz)n,

where (e f.)n = (e1f.(Z1), ..., enf-(Z,))T. Tt follows now from Lemmas 1.3, 1.5 , 1.8 and 1.14 in chapter
1 that

H(sznxn)ilxzﬂ)n(s.ﬂ)n (1)

uniform with respect to d € D such that

sup sup Hﬂ — ,BQH = op(1)
h€Hcen dED

The second result follows by similar arguments.

Proof of Proposition 2.1 .

The result follows by the same arguments as in the proof of Proposition 1.1 in chapter 1. The
proof uses Lemmas 1.18 and 1.19 of chapter 1. In the proof of the two Lemmas we need to replace
U, = (V;, X' ZHT by U, = (Y3, XF,ZF, VI)T for all i = 1,...,n when applying the Hoeffding
decomposition. Apart from this replacement the arguments remain the same.

O

Proof of Proposition 2.2 .

The result follows by the same arguments as in the proof of Theorem 1.2 in chapter 1. Recall from
Proposition 2.1 that

o~ _1 ~ ~ _
B—Bo= (XIDX,)” XiDy [(ef)n — (8:52) | +0p(n1?)
uniformly with respect to h € He, and d € D. It follows now from Lemma 1.5 in chapter 1 that
~ _ —1 _ ~ ~ _
B Bo=E [0 *XIDuX,] 0 2XIDy [(e£e)n — (82 | +optn™1/2)
uniformly with respect to h € Hs., and d € D. Following the arguments in the proof of Theorem 1.2 in

chapter 1, where we again replace U; = (Y;, X', ZI)T by U, = Vi, XF ZT VT foralli =1,...,n
when applying the Hoeffding decomposition, we get that

XD, ((efo)n— (8:F) )

sup sup
h€Hsc,n dED

1< 1 T

+ % éskfz(Zk)E [(Xn - mE [x,{nn1n]) Q7). | Zk} = op(n~1/?).
Finally, we get that
(B-80) = E [n*XID,X,] < Zajfz [7(d) Quis(d) | V5. Z]
- Zekfz Z0)E [ri( ) (9, (d)| Zd) + oz (n)
= E[n"*XID,X,] 1( Zejfz [7:(d) Q7 ,;(d) (22 ,;(d) — Q) ;1. (d ))|Vj,zj]> + op (n*m)
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= B [n72XID,X,] (iisjfxzj)E[ i(d) Q7 5 (d) () ;(d) — B [Q) ,(d) | Vi]) vj,zj}> +op (n71/?)

= E [n72XID,X,] -1 < Z [7;(d) Qf7g(d)q’¥1;( ) V},Zj]> + op (n*1/2)7

uniformly over h € H,e, and d € D.
We can now consider the behavior of 1 Z i f:(Z;)E [7;(d) QZ,.(d)®) ,.(d) | V;, Z;] in detail by

n,ij n,ij
j_

applying Theorem 19.28 of Van der Vaart [78] as in the proof of Theorem 1.2 in chapter 1. The Lindeberg
condition follows again from our assumptions as well as

Sllp E[HEJfZ(ZJ) [Tl(dl)nfzj(dl)q)r‘;zj(d1> | ‘/J?ZJ]
ld1 —d2||<d

— 3 Z)E [1i(ds) 7, (do)®Y (o) | V3, Z,] |F] = 0

n,ij n,ij

whenever 6 — 0. Therefore,

Vit (B~ Bo) = E [n X IDu(d)X Zf;fz [ri(d) ()] 35(d) | V3. Z] | + 02 (1),

converges in distribution to a tight random process whose marginal distribution is zero-mean normal with
covariance function E [n=2XID, (d1)X,] " A(dy, ds)E [n2XID, (ds)X,] .
O

Proof of Proposition 2.2.

Under Hy we get that

= (% %8) 5 (- 2.8) + (rE o) (R(EIDZ) T RT) (RE- )
= (% %8) b (7. -%8) + (3-0) R (R(EDE) T RT) R(B-8).
By the same reasoning as in Proposition 2.1 we get that
o (@-m) R (r(EDE) R Rt (3-)
=0t (efn— (6:F2) ) Bu,
(xID,%,) " BT (R(XID,X,) "' R)  R(XID,X,)

XD, n~! ((efz)n - (§|zfz>n) +op (1/n)

-1

uniformly with respect to d € D and h € Hs.,. Therefore, we get together with the results in Lemma
1.5 of chapter 1 that

1/ o anNT 1o o o~ 1/ o T 1/ o =
- (Yn - XnﬁR) ]Dn - (Yn - XnﬁR) - - (Yn - Xnﬁ) ]D)n — (Yn - Xn/B)
n n n n
_ _ -1 _
=n247 (x'D,X,) " R” (R (XD, X,) " RT) R(n2XTD,X,) " n %A, +op (1/n)
_ _ -1 _
=n24TE [XID,X,] ' R” (RE [XTD,X,] " RT) RE [n72XID,X,] " Ayn=2 + op (1/n)

uniformly with respect to h € Hsc,, and d € D. When Hj does not hold it follows by the same arguments
as in the proof of Proposition 2.1 that n~' DM converges in probability to a positive constant.
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Appendiz B: Additional simulation results

Table 2.B.9: Bias and Standard Deviation of the estimator for B in Model 2.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ —0.002 —0.002 0.0001 0.11 0.05 0.03
SmoothMD without v  —0.002 —0.002 0.0001 0.11 0.05 0.03
Li —0.002 —0.002 —0.0002 0.12 0.06 0.04

Notes: For the SmoothMD estimators and the estimator of Li, h o n=1/35 The components of d are set equal to the
componentwise standard deviations for all variables. For all simulations 2000 Monte Carlo samples were used.

Table 2.B.10: Bias and Standard Deviation of the estimator for [ in Model 3.

Bias St. dev.
n 50 250 500 50 250 500
[ estimator
SmoothMD with ~ 0.002 0.001 0.001 0.06 0.02 0.02
SmoothMD without 0.002 0.001 0.001 0.06 0.02 0.02
Li 0.001 0.001 0.001 0.06 0.02 0.02

Notes: For the SmoothMD estimators and the estimator of Li, h o n=1/3-5. The components of d are set equal to the
componentwise standard deviations for all variables. For all simulations 2000 Monte Carlo samples were used.

Table 2.B.11: Empirical Level for the Z-Test of the estimator for B8 in Model 1.

5% level 10% level

n 50 250 500 50 250 500
Test for

SmoothMD with ~ 5.85 3.45 4.0 10.85 7.4 8.95
SmoothMD* with ~ 6.55 4.15 4.85 11.65 8.75 10.5
SmoothMD without 6.0 3.45 3.95 11.2 7.5 9.0
SmoothMD* without 6.65 3.9 4.95 12.2 9.0 10.7
Li 10.95 5.95 5.55 16.55 11.1 10.65

Notes: For the SmoothMD estimators and the estimator of Li, h o n=1/3-5. The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the Eiker- White variance estimator.
For SmoothMD* the additional variance part due to the estimation of n is not taken into account. For SmoothMD the
additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Table 2.B.12: Empirical Level for the Z-Test of the estimator for 8 in Model 4.

5% level 10% level

n 50 250 500 50 250 500
Test for 3

SmoothMD with ~ 18.5 6.75 5.4 26.15 13.0 10.75
SmoothMD* with ~ 17.8 7.2 5.9 24.55 13.55 11.15
SmoothMD without ~ 18.4 6.75 5.4 26.15 12.95 10.8
SmoothMD* without ~ 17.65 7.15 5.9 24.05 13.45 11.15
Li 22.95 13.35 10.75 31.7 20.7 17.7

Notes: For the SmoothMD estimators and the estimator of Li, h n=1/35 The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the Eiker-White variance estimator.
For SmoothMD* the additional variance part due to the estimation of n is not taken into account. For SmoothMD the
additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 2.B.13: Empirical Level for the Z-Test of the estimator for B in Model 5.

5% level 10% level

n 50 250 500 50 250 500
Test for 3

SmoothMD with ~ 22.95 8.3 7.05 29.5 13.7 12.4
SmoothMD* with ~ 21.6 8.4 7.1 28.15 13.45 12.5
SmoothMD without ~ 22.85 8.25 7.0 29.55 13.45 12.35
SmoothMD* without v 20.9 8.35 7.0 27.5 13.5 12.3
Li and Stengos 24.95 13.3 10.65 32.5 20.65 17.65

Notes: For the SmoothMD estimators and the estimator of Li and Stengos, h o< n='/35. The components of d are
set equal to the componentwise standard deviations for all variables. The variances are estimated by the Eiker-White
variance estimator. For SmoothMD* the additional variance part due to the estimation of n is not taken into account. For
SmoothMD the additional variance part is taken into account. For all simulations 2000 Monte Carlo samples were used.

Table 2.B.14: Empirical Level for the distance metric statistic of the estimator for 8 in Model 3.

5% level 10% level
n 50 250 500 50 250 500
Test for
SmoothMD with ~ 8.05 4.75 4.0 12.9 9.75 8.65
SmoothMD* with ~ 8.95 5.4 4.9 14.05 11.15 10.2
SmoothMD without ~ 8.15 4.75 3.95 12.95 9.8 8.6
SmoothMD* without ~ 8.35 5.5 4.85 13.6 11.0 10.2

Notes: For the SmoothMD estimators, h o< n=1/3:5. The components of d are set equal to the componentwise standard
deviations for all variables. The variances are estimated by the Eiker-White variance estimator. For SmoothMD* the
additional variance part due to the estimation of 1 is not taken into account. For SmoothMD the additional variance part
is taken into account. For all simulations 2000 Monte Carlo samples were used.
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Figure 2.B.5: Power function of the Z-Test for B
of Model 2 with n = 250.
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Figure 2.B.6: Power function
of Model 8 with n = 250.
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Notes: For the SmoothMD estimators and the estimator of Li, h oc n=/3-5_ The components of d are set equal to the
componentwise standard deviations for all variables. The variances are estimated by the FEiker- White variance estimator.
Only the SmoothMD estimators that take the additional variance part due to the estimation of n into account are
considered. For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.
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CHAPTER 3

Maximum likelihood estimation of dynamic panel
data models with additive fixed effects

3.1. Introduction

We consider the linear dynamic panel data model with fixed effects that is given by

Yit:ai+)\t+py;',t—1+X£,6+5it7 i=1,...,N, t=1,...,T, (31)
where X;; € R* is a vector of explanatory variables and (p, 37)T € RF*! are the unknown model
parameters. In addition, a; and A\; are the unobserved individual- and time-specific effects which are
assumed to be constant for given i over ¢t and vice versa. The model is dynamic as the response variable
Y;: is an explanatory variable of Y;;;1 and it is a fixed effects model as a; and A, are allowed to be
correlated with X;;. Furthermore, it is assumed that the error term e;; has the following structure:
Elei) =0, E[gjejs) = 02 if i = j and t = s whereas E[e;e;5] = 0 otherwise.

Panel data models are frequently employed in empirical analyses to answer research questions in labor
and health economics as well as finance and macroeconomics. Frequently, economists consider models
with individual specific effects to allow for unobserved heterogeneity, consider for instance Dell et al. [27]
and McArthur and McCord [62]. Therefore, model (3.1) plays an important role in applied research.

However, introducing individual- and/or time-specific effects in dynamic panel data models may lead
to inconsistent parameter estimates when they are correlated with the exogenous variables. This results
in the well known incidental parameter problem, see Neyman and Scott [65] or Nickell [66], that has been
discussed extensively in the literature. The problem could be avoided if we would assume that «; and
A are not correlated with X;;. This is the so-called random effects model. Nevertheless, if the effects
are correlated with the exogenous regressors the parameter estimates in the random effects model will be
inconsistent.

Let Ay = 0. In a linear panel data model without autoregressive part, i.e. p = 0, the incidental
parameter problem can be solved by subtracting the individual mean from Y;;. This give us

Yu-Yi=(Xu-X:) Btew—7, i=1,...,N, t=1,...T, (3.2)

where Y; = 1/T 23:1 Yie, X; = 1/T Zthl X;: and g, = 1/T ZtT:l €. It is now possible to estimate
(3.2) by a standard OLS procedure. This estimator is also called the within-group estimator.
When p # 0 subtracting the individual mean leads to

nt_Yi:p<Y;t71_?ifl)+(Xit_yi)Tﬁ+5it_gia Z':15"'7]\[7 tzla"'aT7 (33)

where Y; | = 1/T Zthl Yit—1. The OLS or within-group estimates of (3.3) are not consistent anymore
for fixed T as Yj;_1 — Y; _1 is correlated with the error term ;3 — g;. When T — oo and |p| < 1 the
estimates are still consistent. When 7 increases faster than N it is also possible to get v/ NT consistency,
consider Hahn and Kuersteiner [34] and Alvarez and Arellano [5]. However, it is likely that there still
occurs a bias in small samples.

To circumvent the incidental parameter problem the generalized method of moments (GMM) is fre-
quently applied. There exists a huge amount of studies that propose different GMM versions, see among
others Anderson and Hsiao [11, 12], Amemiya and MaCurdy [7], Arellano and Bond [14], Arellano and
Bover [15], Ahn and Schmidt [2], Blundell and Bond [21], Hayakawa [38] and Han and Phillips [35].
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On the one hand, GMM estimation is easy to compute and provides asymptotically valid inference
under a minimal set of assumptions. In addition, GMM solves the problem of Yj;_1 — Y;_; being
correlated with the error terms e;; — ;. On the other hand, GMM estimators suffer from a number
of drawbacks including the poor behavior when the autoregressive parameter is close to unity, see e.g.
Kiviet [53] and Blundell and Bond [21]. In addition, Bekker [18] showed that the asymptotic theory for
GMM estimators possibly breaks down if the number of instruments tends to infinity which is a relevant
scenario if T is large relative to the number of cross section units N.

In this study, we address the incidental parameter problem by employing maximum likelihood esti-
mation techniques. Recently, various variants of maximum likelihood estimators for dynamic panel data
models have been studied, see Hsiao et al. [48], Kruiniger [54], Bai [17], Han and Phillips [36], Moral-
Benito [63] and Hayakawa and Pesaran [39]. Here, we compare the estimators of Hsiao et al. [48] and
Bai [17]'. The main difference between the two approaches is that Hsiao et al. [48] eliminates the fixed
effects by taking first differences whereas Bai [17] models the behavior of the effects. Bai [17] focused
in his paper mainly on the case without exogenous regressors, therefore we will extend his model to the
empirically more relevant case of a model with exogenous explanatory variables.

To keep the discussion simple we will assume that A; = 0 in the remaining of the chapter.? The
remainder of the chapter is organized as follows. Section 3.2 considers the dynamic model without
exogenous regressors. In particular, the importance of the initial value in short panels is discussed. Section
3.3 allows for exogenous regressors in the dynamic model. In section 3.4 the small sample behavior of
the considered estimators is studied by a Monte Carlo experiment. Finally, section 3.5 concludes.

3.2. Dynamic models without exogenous regressors

In this section we consider the linear dynamic panel data model with individual fixed effects but
without additional exogenous regressors, i.e.

Yie=o; +pYie-1+€i, t=1,...,N, t=1,...,T. (34)

We compare the estimation strategy of Bai [17] that considers the model in levels with the estimation
strategy of Hsiao et al. [48] that considers the model in first differences. In addition, we discuss the
importance to model the unobserved initial value Y;y and how this can be done for the two estimation
strategies.

We use the following notation throughout the remaining of the chapter. For d; > 1, let 1,4, (resp. 0g4,)
denote the vector with all elements equal to 1 (resp. 0) and I, x4, the identity matrix with dimension
dl X dl.

8.2.1. Maximum likelihood estimation of the model in levels

In this section we will first follow the discussion in the paper of Bai [17], i.e we first assume that the
initial condition Y;y = 0 for all i. However, we will show that consistency of the estimator fails if this
condition is not met. Therefore, we will provide an estimation strategy when Y;g # 0 for all or some 7 in
the second part of this section.

Initial condition is zero
The parameter of interest is the autoregressive coefficient p which is assumed to be a fixed and finite
constant. Before we state the proposed estimator of Bai [17] note that the model can be written in matrix

notation as
B(p)Y; = ajlr + ¢

3.5
Y = a;I'(p)1lr + I'(p)ei, (3.5)
where Y; = (Yi1,...,Yir)T and €; = (g51,...,&i7)T are T x 1 vectors. Furthermore,
1 0 0 1 0 0
-p 1 ... 0 . p 1 0
Blp)=| . . . .| ad I(p=Blp =| .
0 —p 1 pl—1 p 1

are T' x T matrices.

I'We consider it as maximum likelihood approach even though Bai [17] labels it factor analytical approach.
2See Bai [17] and Hsiao [47] page 122 for models with \; # 0.
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Bai [17] considers model (3.5) as a factor model with a single factor where I'(p)17 is the factor loading
and a; the factor score. This analogy leads Bai [17] to label this estimation method the Factor Analytical
Approach. This factor structure is identified for T" > 3.

In order to be able to state the objective function that needs to be minimized to estimate the unknown

N
model parameters we define Sy = % > Y;Y,! and state the following assumptions:
i=1

Assumption 3.1.

1. Yo =0 for all i.
2. g is ii.d. over i and t with E[e;] = 0 and Varle;] = 02 > 0, where o is finite.

2

a?. There exists a positive and finite constant a such
1

3. ay...,ay are fixed effects and ay = %
i

that lim ay = a.
N —o00

In addition, let 8; = (p,02,a)” and note that it follows from Assumption 3.1 that
Sy 5 r(p) (alr1f + o*Irur) I(p)".3

To estimate the unknown parameters Bai [17] considers a discrepancy function between Sx and the
limit of Sy, i.e.

log (|T'(p) (alr1T + o*Ipyr) T(p)T]) + tr [SN (L(p) (alrlT + o*Iryr) F(p)T)_l] .

This discrepancy function has the same form as the likelihood function for a central Wishart distribution
if we multiply the function by —N/2. Furthermore, it has, up to a constant, the same form as the
likelihood function in case of a random effects model with a; and ¢; i.i.d. normal.* Therefore, we will in
the remaining work with the likelihood function, which is given by

_NT

_N
T2 |F(p) (alTlg + UzITxT) F(p)T| 2

exp {—J;]tr {SN (I'(p) (alTlg + 02ITxT) F(p)T)il] } . (3.6)

L1(01) = (271')

Taking the log of the likelihood function we get®
NT NT N Ta
(1(61) = log (L1(61)) = — o log(2r) — - log(02) — = log ( 1+ —
2 2 2 o
N -1
— Etr [SN (I’(p) (alTlg + O'QITXT) F(p)T) }

NT Ta

NT N
=~ log(27) — —log(c?) — —1log [ 1+ —
5 log(2m) — ——log(o”) — og( +02>

N
1 -1
~3 > Y."B(p)" (alr1f + 0 Irer)  B(p)Yi
=1

Ta

NT NT N
= log(27) — > log(o?) — ) log (1 + 02>

N
1 -1
-3 g Y," (Irxr — pJTXT)T (alTlﬁﬁ +0*Irxr)  (Irxr — pdrxr) Y,
i=1

1

N
N1 > YiYiT instead of Sy. However, both representations lead to the same estimation results.

i=
4For further discussion of dynamic random-effects estimators consider Hsiao [47] Chapter 4.
5We used that |I'(p)| = 1 for all p as well as the fact that |Imxm + AAT| = |I,xn + AT A| for some m x n matrix A.

3Bai [17] employs
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where

0 0 0

1 0 0
Jrxr =

0 1 0

is a T x T matrix. The estimator 51 = (p1,0%,a1)T of 0, is obtained by solving the first-order conditions
of ¢1(07), which are stated in Appendix A, simultaneously. However, there exists no closed form solution
of the first-order conditions. It is possible to use the Newton-Raphson procedure to find the solution.
Here, we will employ a sequential iterative procedure, see also Hsiao [47] page 45. We define the T' x T
matrix Qrxr = Irxr — %lTlg and get from the first order-conditions the following estimates:

-1
ﬁ o Zf\;l }/;TJ%XT (alTlg + JZITXT) sz (3 7)
1 — — s .
Zf\;l Y;TJlj:xT (alT]-%: + U2IT><T) ' JT><TYi

N
1
~2 T T -
o] = m;ﬁ B(p)" QrxrB(p)Y; (3.8)
and @ = Nf[z iv: (Y;TB(p)T1T)2 - %02. (3.9)
1=1

Therefore, we obtain the final estimate 51 by first substituting an initial estimate of p into (3.8) so that
we get 67. We can now estimate a by substituting the initial estimate of p and 5% into (3.9). Finally, we
get p1 by substituting 57 and @; into (3.7). This process is repeated until it converges.

The true value of 07 is denoted by 6y;. Therefore, we can now state the following corollary.

Corollary 3.1. Assume that Assumption 3.1 holds true. Then, invoking the results of Browne [25],
Amemiya et al. [9] and Anderson and Amemiya [10] we have that

VN (é} - 901) N (03, M)

when N — oo and T is fized, with My = %E {%Zla(g})}. In addition,
1

VNT (§1 - 001) — N (03, M)

. 1 8%0,(6:)
when N — oo and T — oo, with My = ~7tF 50.50T |-
10Uy

The approach of Bai [17] leads to a consistent and asymptotically normally distributed estimator of
6,. However, the approach depends crucially on the assumption that Y;p = 0 for all . Without this
assumption the estimator is not consistent as can be seen from the following discussion. The first order
condition of £1(6;) with respect to p evaluated at 6g; is given by®

N T N
(9@1(01) 1 T2a0 _ o o
== Yiee1(Yie = poYie—1) — 55— > Yi1(Yi—poYi—1)
% o A+ D) 2
) D TP S b TR o8 SRS (3.10)
= — it—1(&it +a5) — i—1(E i .
a3 i=1 t=1 o3(0g + aoT) i—1
N N
1 T¢* ==
== }fzt—l(szt €z)+;€zyi—l(gi+ai);
90 i=1 =1 79 i3

where ¢? = 02 /(Tag + 03). Assume now that 7T is fixed. Inserting the estimator

6We employ the fact that (Inmxm+AAT)™ 1 = Lxm — A(Inxn+ AT A)~1 AT for some m x n matrix A, see Liitkepohl
[60].
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2

=
M=

[Yit -Y;- po(Yit—1 — ?i—l)]

)
I
il

N _
(r-yr ;(Yi —poYi-1)?

for ¢? in (3.10) yields the nonlinear first order condition

N __ _ _
1 Ng? 2 Yia (Yi—poYi_1)
mn(po) = —Cn(po) + — =5 ;
7 o 32 (Yi—poYi-1)

where

i=1 t=1
1 d 2
d 6= e Yie =Y = po(Yie—1 — Yi-1)] .
and o (T—l)N;;[ t po(Yit—1 1)]
Indeed, it is not difficult to see that
1 .
NCN(PO) £> _bT(pO)J(Q)’ &” £> 087
XN ) XN (3.11)
8va % P, iva Y % P
N 2 (Yi—poYi-1)” = 05+ Tag and N i:ZlYiq (Yi—poYi—1) = br(po)(og + Tag),
—1 T-1 t—1 g
where br(po) =T > ;g > o P5- Therefore,
= (po) 20 (3.12)
—m . .
NN Po

It is important to note, however, that the result stated in (3.12) crucially depends on the initial
condition Y;p = 0. If, for example, the process starts at ¢t = —1 such that Y;g = «a; + £40, the last
statement in (3.11) becomes

N T—1
TMN_ _
N E Y1 (Yi - poyiq) 2 b(po)(US + Tap) + ( E Pf)) a
i=1 t=0

and, thus, the estimator is inconsistent for such initial values. The next section provides one possible
solution for this issue.

Initial condition is not zero

In this section the assumption on the starting value Yj( is relaxed to accommodate models without
Yo = 0 for all . For example, consider the case where the process starts at an arbitrary time period
s < 0 at some arbitrary initial value. Accordingly, the starting value Y;y may depend on the individual
effect a;. As discussed in the last section, minimizing ¢1(61) with respect to 8; does not lead to consistent
estimates in such cases. In order to be able to get consistent estimates for an arbitrary initial value, we
impose the following assumptions:

Assumption 3.2. The starting value Y;q is unobserved with
1 X ova
1. N Z 14 YiO — a*.
i=1

N
1 P,
2. N E pY;()OZZ' — T.
i=1

N
3. €4 is independent of Y;q for all ¢ and ¢ > 1 such that % > einYio L0 for all ¢ > 1.
i=1
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As we do not assume that Y;p = 0 anymore we have that Y;; = a; + pYio + €;1 for all . The model can
now be written in matrix notation as

B(p)Yi = pe1Yio + a;1r + €,

where e; = (1,0,...,0)T. Tt follows now from Assumptions 3.1.2, 3.1.3 and Assumption 3.2 that

a T
14 ( > 157 + oIz
T a

)T

Sy 5 I'(p) I(p)" =%(6,),

where 1;; = (17,e1) and 0y = (p,0%,a,a*,7)T. The model implies two factors, one is attached to the
individual effect «; and the other corresponds to the initial value Y;q.

The idea is to adjust the (pseudo) maximum likelihood estimator of Bai [17] and to consider the more
general initial condition by substituting I'(p) (al71% + oI« r) I'(p)” in (3.6) by 3(62) such that the
resulting objective function is given by

L2(62) = (27‘(')_% \2(62)|_% exp {—];[tr [SNE(HQ)_l]} .

Once again we define ¢5(62) = log(L2(62)). The inverse of 3(65) is a complicated object that makes it
difficult to solve the first order conditions of ¢5(03) so that we can set up a sequential iterative procedure
as in section 3.2.1. In order to circumvent the problem note that

ok

~1T
a Tl

T 2
Tlr_1 alp_11yp | +o0“Ir_1x7—1

%(62) = I'(p) <~ ) I(p)" = 3(62),

where @* = a* + 27 +a+ 0%, F=7+a and 0, = (p,02,a,a*,7)7. In addition, we define

L3(82) = (2m) % |S(82)| * exp {]gvt [5@@2)1”

and £5(6;) = log (Zg(gg)> It is now easy to see that minimizing ¢2(0s) is equivalent to minimizing
(5(8s). We use ”equivalent” in the sense that the minimum value of £5(65) is the same as the minimum
value of £3(03). As the structure of 3X(602) is more handy than the structure of 3(63) we are now able to

state the estimates 0y = (Pa, 52,2, a5, 72)7 of O, and 6, = (ﬁg,&%,ag,é\;7?2)T of 05 respectively. First,
we define the following three objects:

) = S (B )’ S VB
n - ’ T p—
YL, VR >N ( TB(p)T1r 1)
1 N T/, \T 2
and My (p NZ p)Y; B(p)'1r_1)",
where
—p 1 0
B(p) =
0 —p 1

is a (T — 1) x T matrix. It follows now from the discussion in Appendix B that f5(65) is minimized at
the following values:

SN VIV (0:) Y 5L NyrB) B
5y = i <1V ’ 05 == Y, B(p) Qr_1x7-1B(p)Y;,
Zf\;l YTL‘TJIZCXTV(OQ)ilJTXTY’i L N(T72) zzzl ’
__m-c? s _ Mt P(T-1)
2 = T_1" 2_0'2—|—(T—1)a

and 7 = iz (p)7ia,
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where

Ay — 1 (p)7iy (p) 3y — i (p)* 1y (p)
(T = 1)(1 = mz(p)*ny(p))’

- ~% ~17T
and V(02)< “ Tiro )

~ T 2
Tlr_1 alpq 17 +o°Ir_1x7—1

From the definitions of 7 and a* it follows now that

Ty =To—dy and @) =a} — 27 —dy — G2 (3.13)
We obtain the estimate §2 now by first substituting an initial estimate of p into the expressions of 73
and % so that we get first estimates of 02 and 7. We can now obtain @y by substituting the estimates
o2 and 7, into the expression of @. Employing the estimates from the previous steps we get ’c%. In the
last step, we get pp by substituting 3, @a, ZL'A; and /?\2 into the expression of ps. This process is repeated
until it converges. Finally, we get 7> and aA§ by employing the expressions stated in (3.13).
The true value of 05 is denoted by 6go. Therefore, we can now state the following corollary.

Corollary 3.2. Assume that Assumption 3.1.2, 3.1.8 and Assumption 3.2 hold true. Then, invoking the
results of Browne [23], Amemiya et al. [9] and Anderson and Amemiya [10] we have that

VN (82~ 802) ~ N (05, M)

when N — oo and T is fized, with M3z = %E {%2%3?)]' In addition,
2

VNT (52 - 002) — N (05, M;)

. _ 1 9%42(82)
when N — oo and T — oo, with My = 7 E 96,007 |-
2

So far we followed the approach of Bai [17] and worked with the model (3.4) in levels. However, there
exists a second approach studied by Hsiao et al. [48] that considers the model in differences. We will
introduce this approach in the next section.

Remark 4. Bai [17] allows for heteroscedastic error terms, i.e. €; is i.i.d. over ¢ and independent over
t but Var[ey] = o2. It is shown that for |p| < 1 the estimate of p is asymptotically normally distributed
even if N,T — oo, with N/T? — 0. The second result in Corollary 3.2 does not apply if Var[e;] = o? as
the number of unknown parameters increases with 7. However, as the influence of the initial condition
declines with T' — oo it can be expected that the results of Bai [17] still hold even if Y;o # 0.

8.2.2. Maximum likelihood estimation of the model in first differences

In this section we discuss the approach of Hsiao et al. [48] that considers the model in differences
instead of levels. The approach is also labeled Transformed Likelihood Approach. The reason for taking
the differences is that the individual effects «; are eliminated by this operation. Recall that our model
of interest is given by

nt:ai+P}/it—1+5it’ izl)"'7N7 tzlaaT
Taking the first differences we get that
AY}t:pAmt_1+AEit, iil,...,N, t:2,...,T, (314)

where AY;; = Yy, — Y1 and Agy = g4 — €44—1- It 18 now again crucial whether we assume that Y;o = 0
or not.

Initial condition is zero

Consider the transformed likelihood approach of Hsiao et al. [48] under the initial condition Y;o =0
for all . Therefore, the transformed system is for all ¢ given by

Ay =Y =o;+en

3.15
A}/it:pA}/itfl—"_AEit? t:277T ( )
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Here, AY;; = Y;; is observed as Yo is assumed to be zero. The system of equations stated in (3.15) is
given in matrix notation by

B(p)B(1)Y; = a;B(1)1r + B(1)e;.
Note that B(1)Y; = (AY;1,...,AY;r)T and B(1)1r = (1,0,...,0)T. Tt now holds true that

B(p)B(1)Y; = a; B(1)1r + B(1)e;
& B(1)B(p)Y; = a;B(1)1r + B(1)e;
= B(p)ifz =q;17 + €;.

Therefore, the transformed system is equivalent to the original system (3.5) and the approaches in levels
and differences will lead to the same results.

Initial condition is not zero

In this section we discuss the transformed likelihood approach when the initial condition is not assumed
to be zero. Recall that the transformed system is given by (3.14) which is a well-defined process for ¢ > 3
but not for t = 2 as AY;; is not observed in contrast to the discussion in the last section. Therefore, we
need to model AYjs in a suitable way. Let Ag;s = Z;”:_Ol p? Ae;o_; such that by continuous substitution

of (3.14)
AY;Q :pmA}/i_m_i_Q—‘rAgiQ, 1= 1,...,N. (316)

Hsiao et al. [48] distinguishes the cases where the process in (3.16) has reached stationarity or not and,
thus, states the following assumptions:

Assumption 3.3.

1. |p| < 1 and the process has been going on for a long time, i.e. m — oo, with E[AY;s] = 0,
Var[AY;s] = % and Cov[A&;2, Ag;3] = —o? for all i. Finally, Cov[Ag;s, Aey] = 0 for all 4 and
t > 4.

2. The process in (3.16) has started from a finite period in the past not too far back from the first
observed period ¢t = 1 such that E[AY;s] = b, Var[AY;s] = co?, with ¢ > 0, and Cov[AZ;q, Ag;3] =
—o? for all i. Finally, Cov[Ag;2, Ag;] = 0 for all i and t > 4.

For a further discussion of Assumption 3.3 consider Hsiao et al. [48] chapter 3. Even so Assumptions
3.3.1 and 3.3.2 are different it is possible to set up a likelihood approach that is consistent with both
assumptions. In order to do so, it is assumed that

Assumption 3.4.

1. &4 is i.i.d. normal over i and t with E[e;] = 0 and Var[ey] = 02 > 0.7

Furthermore, we define AY; = (AYis,...,AY;r)T and AY,” = (0,AYq,.. LAY )T and Aeg; =
AY; — eb* — pAY,”, where b* = 0 under Assumption 3.3.1 and b* = b under Assumption 3.3.2. The
covariance matrix of Ag; is now given by

w -1 0 0
-1 2 -1 0
Q% w) =0 o = ?Q(w)
.
0 0o -1 2

Note that w = 2/(1 + p)? under Assumption 3.3.1 whereas w = ¢ under Assumption 3.3.2. Given
Assumptions 3.3 and 3.4 we state the likelihood function that we employ to estimate the parameters
03 = (p,02,b*,w)"":

N
NT N 1
L3(83) = (2m)~ 7 | Q(02,w) |~ exp {_2 (AY; — eb* — pAYi—)TQ(a?,w)*l (AY; — e b* — pAY;)}
=1

"Hayakawa and Pesaran [39] consider this model assuming heteroscedasticity in the variance over individuals.
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and, thus, the log-likelihood function is given by
NT N
£5(85) = log(Ly(8s)) = — - log(2m) — - log(| (0% ) |

— %Z AY; — e1b* — pAY;")! Q(0%,w) " (AY; — eb* — pAY;)

=1

- _NT log(27) — glog(az(T’l)(l (T = 1)w—1)))

N
- %Z (AYi —eb* — pAY;_)TQ(aQ,w)*l (AYi —e b — pAYi_) 8

i=1

We are now able to state the estimates 53 = (ps, 8%,3;, W3)T of B3. First, we define AW, = (e1, AY;)
and kK = (T — 1,7 —2,...,1)T. Therefore, we get that

—1 N
(b5, 75)T (ZAWTQ( )~ 1AWi> > AW Q(w) ' AY;

i=1 =1

N
~ 1 N \T =, _ " _
53 = m;(ﬁm—elb —PAY;") Q(w)7! (AY; — erd” — pAY;")
N
g > (AY; —ed - pAY; )" kKT (AY; — eib* — pAY; "),

=1

L _T-2, 1
BT 1T NI -

see also Hsiao et al. [48] page 144.

We obtain the estimate 53 again by a sequential iterative procedure. Therefore, we first substitute
initial estimates of p, b* and o? into the expressmn of &3 so that we get a first estimate of w. We now
get the estimates p3 and b3 by substituting @3 into the expressmn of (b3, p3)T. In the last step, we get

73 by substituting @s, p3 and b* into the expression of 53. This process is repeated until it converges.

The true value of 03 is denoted by 6gp3. Therefore, we can now state the following corollary.

Corollary 3.3. Assume that Assumption 3.4 and either Assumption 3.3.1 or 3.3.2 hold true. Then, as
the likelihood function {3(03) is well defined, depends on a fized number of parameters and satisfies the
usual reqularity conditions

VN (63 - 003) s N (04, M)

when N — oo and T is fived, with Ms =

%E [62[3(63)]. In addition,

965907

VNT ((33 -~ 903) — N (04, M)

when N — oo and T — oo, with Mg = ﬁE {%Zfa(z?})] 9
3

3.3. Dynamic models with exogenous regressors

In this section we study the empirically more relevant case of a model with k£ additional exogenous
variables. The exogenous regressors are comprised in the vector X = (X1 it,..., Xg,it)? such that the
extended model of (3.5) is given by

Yie=a; +pYu1+ B Xy +ei, i=1,...,N, t=1,...,T. (3.17)

In addition, let X; = (X1, ... Xz‘T)T. The individual effects a; might be arbitrarily correlated with X.
This is the main difference between the fixed effects model and the random effects model. In the random
effects model «; and X; are assumed to be independent which is in contrast to the fixed effects model.

8Consider Hsiao et al. [48] equation (3.7) for the derivation of | (02, w) |.
9The second derivatives of £3(03) are stated in Appendix B of Hsiao et al. [48].
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As in section 3.2, we compare the estimation strategy of Bai [17] that considers the model in levels
with the estimation strategy of Hsiao et al. [48] that considers the model in first differences. As discussed
in the last section it is crucial to model the initial value Y;g to get consistent estimates. Therefore, we
consider here only the case were the initial value is not assumed to be zero.

8.8.1. Maximum likelihood estimation of the model in levels

In this section we follow the ideas of Bai [17] that are related to the approaches stated in section
3.2.1. However, in contrast to the model without additional exogenous regressors we need to model the
dependence between «; and X;. In addition, we will extend the approach of Bai [17] such that it is
possible to allow for initial values that are not equal to 0. If the process stated in (3.17) has the same
structure for ¢ = 0 we get that

Yio = a; + pYi_1 + B  Xio + €0, i=1,...,N.

Therefore, the initial condition Y;o depends on «; and is, thus, correlated with X;. This dependence
needs to be modeled to get consistent estimates of the unknown parameters.

Let Z; = (1, X],..., XiTT)T and assume that the dependence between «; and X; can be modeled by
a Mundlak-Chamberlain projection, i.e.

a; = co + C?Xil + C;Xiz + -+ C%:XiT + fz‘
- CTZi +£2,

where ¢ = (co, cl, ... ,c%:)T, see Mundlak [64], Chamberlain [25], Chamberlain and Moreira [26] and Bai
[17]. Furthermore, we assume that

Yio = ho + hi X + h3 Xio + - + hp Xor + ¢
= hTZi + <i7

where h = (ho, hf ..., h%)T. In order to state the model in matrix notation we define

Zr o, 0 X}

7
T

T T T
Opri1 4, Yir1 Xip

3
and v = (fT,cT,p, ,BT)T, with f = ph + ¢, and get that

Y; = Xiv + perGi + &lr + €.

In order to be able to state the maximum likelihood function that we need to estimate the unknown
model parameters we impose the following assumptions:

Assumption 3.5.

1. g4 is i.i.d. normal over i and t with E[ey] = 0 and Var[ey] = 0% > 0.
2. (; is i.i.d. normal over ¢ with E[¢;] = 0 and Var[p¢;] = O'g > 0.

3. & is 1.i.d. normal over i with E[¢;] = 0 and Var[§] = oF > 0.

4. Covley, ¢;] = Covley, &) = 0 for all ¢ and ¢ and Cov[&;, p;] = oec.

From the stated assumptions it follows that the covariance matrix of Y; — )’ny is given by
+( 0 ? 0¢¢\ 14T 2
1T 2 1T + o IT><T = \I/(94),
O’gc UC

where 0, = (47, 02, Jg, crg, o¢c)”. Finally, the likelihood function is given by

2 <
i=1

La(0s) = (2m)~ % [2(62)] 7% exp {—1 > (- %) Wi (vi- wa)}
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and ¢4(04) = log(L4(04)). Recall from section 3.2.1 that the inverse of ¥(6,) is a complicated object
that makes it difficult to solve the first order conditions of ¢4(84). In order to circumvent the problem
note that

~2 =~ 1T -
®(0,) = | _ o¢ , TU£C T721 = &(6,),
oeclror oglpalp  + o0 Ip_1xr—

where 5? = O'g + 20¢¢ + ag + 02, e = 0¢c + Ug and 04 = (v, 02, 0',?, 52, o¢c)T. In addition, we define

S - -X 1  \T - - —
Li(6:) = (2m)~ % |&(01)| " exp {—2 > (Yi-Xiv) 8607 (Yi- Xi)
i=1
and 04(0;) = log <Z4(54)). It is now easy to see that minimizing £4(04) is equivalent to minimiz-

ing ,(64). We are now able to state the estimates 6y = (’?Z,E4,3§4,3§4,8§C4)T of 6, and 6, =

2~ -~
(Af, 52, 0241 0cas geca)t of 64 respectively. First, we define the following three objects:

— 2
N — — \T — —
die1 ((Y; - X ) 1T—1) . () = Zfil(Yf — X;’y)TlT,l(Yi - Xiv)er
b U&C -

fﬁn*( ) = — —
Ty (% - Xenren)’ S (0 = X))

N
_ 1 - N I 2
and  Mmy-(y) = N Z ((Yz - Xiv) e — s (MY, - X, ’Y)Tlel) )
i=1
where Y;” = (Yi2,...,Yir)T and

K2

Owr+1 ZF Yo X3
X _ ) : )

7

T T
Owr1 Z; Yiro1 X;p

It follows now from similar arguments as in Appendix B that 274(54) is minimized at the following values:

N \N!'~ 7 o
- (L xre0) X)) YRR Y, =0
L 1 N = R 2 A H+GE(T-1)
oy = NT =2 ;(Y;‘ =X, 7) Qr-ixr—1(Y; — X 7), Ocy = m

and  Geca = Mz, (V)15
where

M () () N e (3) iy ()
T —1)(1 = g, () (7)) T - 11— g (7)? g (7))

Ny = (
From the definitions of o¢¢ and Eg it follows now that

= ~ ~ =2 ~ ~ ~
Ogca = 0gca — 024 and 024 =0¢y — 20¢ca — 0?4 — 02. (3.18)
We obtain the estimate 54 now by first substituting an initial estimate of 4 into the expressions &7

~ ~2

and o¢cq. With the estimates of v and % we get 324 and can, thus, calculate 5.4. We can now obtain a
new estimate of «y. This process is repeated until it converges. Finally, we get o¢¢4 and 324 by employing
the expressions stated in (3.18).
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The true value of 0, is denoted by 6g4. Therefore, we can now state the following corollary.

Corollary 3.4. Assume that Assumption 3.5 holds true. Then, as the likelihood function €4(04) is
well-defined, depends on a fixed number of parameters and satisfies the usual reqularity conditions

\/N (54 — 004) ~ N (Ok(2T+1)+77 M;l)

when N — oo and T is fived, with M; = +E {%} 10
4

In contrast to the models without exogenous regressors asymptotic normality of the estimator follows
without further arguments only when T is fixed. The reason is that the number of estimated model
parameters increases with T

3.8.2. Maximum likelihood estimation of the model in first differences

In this section we discuss the transformed likelihood approach when the initial condition is not assumed
to be zero. The transformed system of (3.17) is given by

AYy = pAYy_1 + BTAXy + Aeyy, i=1,...,N, t=2...,T, (3.19)

where AX;; = X;; — Xy1—1. The process stated in (3.19) is a well-defined process for ¢ > 3 but not for
t =2 as AY;; and AX;, are not observed. Therefore, we need to model AY;s in a suitable way.
Following the discussion in Hsiao et al. [48] we assume that

AY;'Q = d() + d/{AXZQ + dgAXM —+ -4 dgflAXiT + Vi2
=d"AZ; + v,

where AZ; = (1,AX£,...,AX£~)T and d = (do,d{,...,dg_l)T. In order to set up a likelihood
approach that leads to consistent estimates of the unknown model parameters we state the following
assumptions:

Assumption 3.6.

1. v;s is independent of AZ; for all i. In addition, E[v;2] = 0, Var[vis] = 02 and Cov|v;z, Ag;3] = —o?
for all 4. Finally, Cov[v;e, Aey] = 0 for all ¢ and ¢ > 4.
2. gj; is i.i.d. normal over i and t with Ele;;] = 0 and Var[e;] = 0% > 0.

For a detailed discussion of Assumption 3.6 consider Hsiao et al. [48] chapter 4. We define AX, =
(05, AX2,...,AX;r—1)T and Ae; = AY; —e1dT AZ; — pAY,” — AX,; 3. The covariance matrix of Ag;
is now given by Q(02,w) = 020 (w), where w = 02 /o>

Given Assumption 3.6 we state the likelihood function that we employ to estimate the parameters
05 = (p, BT, 0%, d",w)T":

DN =

i=1

N
Ls(05) = (2m) 7% | Q0% w) |7% exp{ S (avi- AW, @ p "))

Qc%w) ™! (AY: - AW, (07, 87)") }

where
AZT 0 of
AW, — 05(T—1)+1 AYiy AX?:;
Ofir—1ys1 AVir-1 AX[

10The second derivatives of £4(04) follow from the derivatives stated in Appendix C by replacing Jr«1Y; by )A(iz and
B(p)Y; by Y; — Xi7.
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Therefore, the log-likelihood function is given by
NT N
5(05) = log(L5(05)) = 5 log(2m) — ?log(\ (0%, w) |)
N
1 - ATA7 (AT T\ 2 \—1 - ATA7 (AT ™T
2;(Ax AW, (d7,p,87)") Q(o%w)7" (AY: - AW, (@ p.87)")
NT N
= - log(2m) — log(e? TV (1 + (T — 1)(w — 1)))
N
1 : s (AT T\ 2 -1 . v (T 7\ T
—2;(AY1—AWz(d 2.87)") Q02w (A - AW (a7, p,87)").

We are now able to state the estimates §5 = (ps, ,@g, o2, c’l\g,@5)T of B5. We get that

N -1 N
(ég,ﬁmﬁ?)T = (Z AW?%)*AW-) > AW QW) 'AY,

=1 =1
N
% = i 3 (A% - AW (@7 ) (A% - AW (@07
=1
N T-2 1 al = T m\T 7 7 (4T 7T
w5:T71+02N(T71)QZ(AY¢—AWZ-(d 2.87)") kT (AY: - AW, (d7,p,87)") |
=1

see also Hsiao et al. [48] page 144.

We obtain the estimate 55 again by a sequential iterative procedure. Therefore, we first substitute
initial estimates of p, 3, d and ¢ into the expression of U5 so that we get a first estimate of w. We now

~ ~ o NT
get the estimates p5, 35 and ds by substituting &5 into the expression of (Jg s P55 ,BST) . In the last step,
2

5.

we get G2 by substituting ps, 35, ds and &s into the expression of gz. This process is repeated until it
converges.

The true value of 05 is denoted by 6gs5. Therefore, we can now state the following corollary.

Corollary 3.5. Assume that Assumption 3.6 holds true. Then, as the likelihood function (5(05) is
well-defined, depends on a fixed number of parameters and satisfies the usual reqularity conditions

VN ((35 - 005) s N (O a, My )

when N — oo and T is fived, with My = +E {?920555;2;)] At

As in the last section asymptotic normality of the estimator follows without imposing further argu-
ments only when 7" is fixed. The reason is that the number of estimated model parameters increases with
T. We end the discussion here and conduct in the next section some Monte Carlo simulations.

3.4. Monte Carlo study

In this section we consider the small sample behavior of the discussed estimators with exogenous
regressors. We conduct several simulation experiments to consider bias and standard deviation for the
estimated parameters. In addition, we state size and power of hypothesis tests. We begin with a consid-
eration of the simulation setup that follows the setup in Hsiao et al. [48] and finally state our simulation
results.

8.4.1. Simulation design

Recall that the model with one exogenous variable X;; is given by

Yie = ni + pYi—1 + BXi + €ir-

M The second derivatives of £5(05) are stated in Appendix B of Hsiao et al. [48].
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We consider two different distributions for the error terms e;;. On the one hand we consider ;; ~ N (0, 1)
independent and identical across ¢ and . On the other hand we generate €;; as

1
Eit = ﬁ (<12it + <12it - 2) ) (320)

where (j;; ~ N (0,1) independent over i, ¢t and j. When ¢;; follows the process in (3.20) the normal
assumption of the error terms for the maximum likelihood estimators in section 3.3 is not met. Therefore,
we can get an idea how crucial the normal assumption is.

The regressor X;; is generated according to

Xit = pi +0.01t + &y,

where &;; = 0.5&;—1 + wi + 0.5u;—1 with uy ~ N (0,02). We set &_49 = 0 and u;_49 = 0. This ensures
that the process is not to much influenced by the initial value. Due to the same reason we set Y;_49 = 0,
i.e. we discard the first 50 observations such that Y;; is the first observed value.

Finally, the fixed effects n; and p; are generated by

T

Z wi, €1~ N (0,1—02/(T +50))
t=—49

1

Ui:€1i+m

T
1
i = €2 + ———— AXy, i~ N (0,1—=302/(3(T +50))) .
n 62+T+50t§_:49 b eai~ N (0,1 302/ (3(T +50))

The way we generate p; and n; ensures that the individual effects are correlated with the exogenous
regressors such that a random effects specification would not lead to consistent parameter estimates.
During the simulation, we consider four different models. The models are given by

Model 1: p = 0.4, 3= 0.6 and 02 = 0.8. In addition, ;; ~ N (0, 1).

Model 2: p=0.8, 3 =0.2 and 02 = 1.875. In addition, £;; ~ N (0, 1).

Model 3: p=0.4, 3= 0.6 and o2 = 0.8. In addition, ;; follows the process in (3.20).
Model 4: p = 0.8, 3 =0.2 and 02 = 1.875. In addition, &;; follows the process in (3.20).

We compare the maximum likelihood estimators with two existing estimators. First, we consider the
IV estimator that is obtained by employing the model in differences, see equation (3.19), and then using

Yi;—o and AX;; as instruments. Denote the estimates by pry and B v and let

T T
Ay; i3 . T ; 2 e Y-

w, = (22 Ayis Ayir—1 and S, = [ Yo v yir-z|
AIig A.’I}i4 ce AmiT Al‘ig A$i4 “ee AmiT

With W = (WlT, ceey Wﬁ)T and S = (SlT, ceey S%)T the estimated covariance of the IV estimator is
given by!?2

Varyy =52 (STW) " (ST (Inxn ® V) S) (WTS) ", (3.21)

N 2
where 5%, = m DRI DA (AYit —prvAYy 1 — 6IVAXit> and

2 -1 0 0

-1 2 -1 0
V=1oy

-1

0 0o -1 2

Note that V' has dimension (T —2) x (T' —2).
As additional benchmark we compute the GMM estimator suggested by Arellano and Bond [14] where
the full set of instruments (Y;1, ..., Y;i—2, X;1, X2, ..., Xy1) is used for each of the time periods. In order

12Here, ® denotes the Kronecker product.

108



to state this GMM estimator we define
T T
6i1 0T+2 . 02T72
D 07, i
;=

T
02T—2

T T
0%, ... 0%, diro

with &;; = (Yi1,...,Yy, X, ..., Xir). The GMM estimator of Arellano and Bond [14] is now given by

i WiTDi] [ﬁ: DT VDi] B [ﬁ: DT Wi]

i=1 i=1 i=1

R T
(ﬁGMM, 5GMM) =

[XN: WiTDi] [XN: D! VDi] B lﬁ: DIAYT

i=1 i=1 i=1

where AY;" = (AY;3,...,AY;7)T. The corresponding covariance estimator is given by

-1

N “Irn
> Df VDZ-] lz DT Wi] , (3.22)
=1

N
Varcu = 62 W/ D,
arcMm = 0gMM i i
i—1 i=1

—~ 2
where 6%, = m Zf\il Zthg (AYit — pammAYi—1 — Bamm AXi

We consider bias and standard deviation of the estimators. In addition, we test by a simple Z-Test
whether the estimated parameters are significantly different from the true value. In order to get an
estimate for the variances of the estimators we employ (3.21) for the IV estimator, (3.22) for the GMM
estimator, the second derivatives stated in Appendix C for the maximum likelihood estimator in levels
and the second derivatives stated in Appendix B of Hsiao et al. [48] for the maximum likelihood estimator
in differences.

For the sequential iterative procedure of the maximum likelihood estimators we need some starting
values. For the estimator in levels we set fi, = Ogri1, Cin = Oxrr1, Pin = Pamnr and Bi = Banm,
where the suffix in denotes the starting value. In addition, we consider for the estimator in differences
din, = Ok(7—1)41, Pin = PaMM; Bin = Bayvm and 02, = 00 -

Results are stated for T' € {5,15,25} and N € {100,200,500}. In all experiments 2000 replications
are used.

8.4.2. Simulation results

Table 3.1 states the results for bias and standard deviation for p and 8 in Model 2. The IV estimator
is biased when 7' and N are small and the bias is more pronounced when estimating p. However, the
results improve for increasing sample size. The GMM estimator performs better than the IV estimator
with some bias for small N when estimating p. Nevertheless, both maximum likelihood estimators (MLE)
outperform both mentioned estimators and deliver comparable results. The main difference occurs for
small T" where the estimator in levels outperforms the estimator in differences. Table 3.2 states the results
for bias and standard deviation for p and 8 in Model 3. The IV estimator is here not so severely biased
when T and N are small in relation to Model 2. In contrast, the GMM estimator has still some bias
for small N when estimating p even though the bias seems to be smaller. Once again, both maximum
likelihood estimators outperform the IV and the GMM estimator and give almost identical results. The
maximum likelihood estimator in differences performs here also comparable to the estimator in levels
when 7' is small in contrast to the results for Model 2.

Table 3.3 states the empirical level for the Z-Tests for p and S for Model 1. Both maximum likelihood
estimators get close to the nominal level no matter if we test p or 8. The same holds true for the IV
estimator. The GMM estimator performs quite bad when testing for p. The null hypothesis is rejected
too often. The results improve when N increases but get worse when T increases for fixed N. Table 3.4
states the empirical level for the Z-Tests for p and § for Model 4. The IV estimator gets close to the
nominal level no matter if we test for p or 5. In contrast, both maximum likelihood estimators reject too
often for small sample sizes when testing for p. The results improve for increasing sample size. Recall
that the error terms are not normally distributed in Model 4. Therefore, the results might show that we
need a higher sample size to get close to the nominal level when the assumption on the error distribution
is not met. Note that the IV estimator does not rely on a normal assumption. Again, the GMM estimator
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performs quite bad when testing for p. The null hypothesis is rejected too often. The results improve
when N increases but get worse when T increases for fixed N.

Figures 3.1 and 3.2 state the power functions of the Z-Tests for 5 in Model 2 with N =200, T'=5
and N = 500, T = 5. For both sample sizes the power functions for all estimators are symmetric. The
maximum likelihood estimators and the GMM estimator deliver comparable results and outperform the
IV estimator. Figures 3.3 and 3.4 state the power functions of the Z-Tests for p in Model 3 with N = 100,
T =5and N =100, T = 25. In Figure 3.3 the power functions of the maximum likelihood estimators are
symmetric, attain their minimum at 0.4 and are almost identical. In contrast, the power function of the
GMM estimator is shifted to the left and reaches the nominal level at 0.35, i.e. the estimator is biased.
The power function of the IV estimator is quite flat and is outperformed by the maximum likelihood
estimators. In Figure 3.4 the values of the power functions have increased at all points. In addition, the
power function of the GMM estimator is not shifted any more but the power function does not attain
the nominal level at 0.4. As before, the maximum likelihood estimators outperform the IV estimator.
The main conclusion from Figures 3.3 and 3.4 is that the maximum likelihood estimators give convincing
results for both sample sizes and that the power improves if the sample size increases. In addition, all
figures show that testing for p is the statistically more difficult task than testing for 3.

Table 3.1: Bias and Standard Deviation of the estimators for p and 5 in Model 2.

T Bias St. dev.
N 100 200 500 100 200 500
p estimator
v 5 0.9341 0.0075 0.018 24.98 1.441 0.193
15 —0.0019 0.0017 —0.0009 0.095 0.065 0.041
25  —0.0007 —0.001 0.0002 0.056 0.041 0.026
GMM 5 —0.0811 —0.0425 —0.0181 0.097 0.071 0.045
15 —0.0399 —0.0213 —0.009 0.023 0.017 0.011
25 —0.0297 —0.0168 —0.007 0.014 0.01 0.006
MLE in levels 5 0.0066 0.0005 —0.0021 0.108 0.068 0.04
15 —0.0014 —0.0003 —0.0003 0.02 0.014 0.008
25  —0.0006 —0.0003 0.0002 0.012 0.008 0.005
MLE in differences 5 0.0154 0.0074 0.0003 0.119 0.078 0.044
15 —0.0011 0.0001 —0.0001 0.02 0.015 0.008
25  —0.0006 —0.0001 —0.0001 0.012 0.008 0.005
[ estimator
v 5 0.0696 —0.0014 0.0016 1.91 0.119 0.019
15 0.0001 —0.0004 0.0001 0.017 0.012 0.007
25  —0.0003 —0.0001 0.0001 0.012 0.008 0.005
GMM 5 —0.0011 —0.0018 0.0001 0.028 0.02 0.012
15 0.0031 0.0013 0.0007 0.011 0.008 0.005
25 0.0042 0.0021 0.0012 0.007 0.006 0.003
MLE in levels 5 0.0014 —0.0006 0.0005 0.028 0.02 0.012
15  —0.0001 —0.0003 0.0001 0.011 0.008 0.004
25 0.0003 —0.0001 0.0002 0.007 0.005 0.003
MLE in differences 5 0.0018 —0.0004 0.0005 0.029 0.02 0.012
15  —0.0001 —0.0004 0.0001 0.011 0.008 0.004
25 0.0003 —0.0001 0.0002 0.007 0.005 0.003

Notes: For all simulations 2000 Monte Carlo samples were used.

110



Table 3.2: Bias and Standard Deviation of the estimators for p and B in Model 3.

T Bias St. dev.
N 100 200 500 100 200 500
p estimator
v 5 0.0058 0.0027 0.0004 0.164 0.108 0.067
15 —0.0003 —0.0001 0.0007 0.05 0.036 0.023
25 —0.0012 0.0001 —0.0001 0.036 0.026 0.016
GMM 5 —0.0415 —0.0219 —0.0089 0.079 0.057 0.036
15 —0.0246 —0.0131 —0.0048 0.025 0.018 0.011
25 —0.0213 —0.0117 —0.0047 0.017 0.012 0.008
MLE in levels 5  —0.0002 0.0002 0.0002 0.069 0.05 0.031
15 —0.0011 —0.0005 0.0002 0.023 0.016 0.009
25 —0.0006 —0.0006 —0.0001 0.016 0.011 0.007
MLE in differences 5 0.0001 0.0003 0.0002 0.07 0.051 0.032
15 —0.0012 —0.0005 0.0002 0.023 0.016 0.009
25  —0.0008 —0.0006 —0.0001 0.016 0.011 0.007
[ estimator
I\Y 5  —0.0037 0.002 —0.001 0.089 0.059 0.037
15 0.0013 0.0008 —0.0005 0.04 0.028 0.018
25  —0.0006 0.0008 —0.0001 0.029 0.021 0.013
GMM 5 0.0042 0.0043 0.0007 0.07 0.048 0.031
15 0.0096 0.0056 0.0018 0.027 0.019 0.012
25 0.0094 0.0053 0.0021 0.019 0.014 0.009
MLE in levels 5 —0.0019 0.0012 —0.0007 0.07 0.048 0.031
15 0.0001 0.0004 —0.0002 0.027 0.019 0.012
25  —0.0001 0.0002 —0.0001 0.019 0.014 0.009
MLE in differences 5  —0.0019 0.0012 —0.0007 0.07 0.048 0.031
15 0.0002 0.0004 —0.0002 0.027 0.019 0.012
25 0.0001 0.0002 —0.0001 0.019 0.014 0.009

Notes: For all simulations 2000 Monte Carlo samples were used.
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Table 3.3: Empirical Level for Z-Tests of the estimators for p and 8 in Model 1.

T 5% level 10% level
N 100 200 500 100 200 500
p estimator
v 5 5.45 5.05 5.4 9.65 10.65 9.95
15 4.35 5.9 5.1 9.6 10.7 9.9
25 4.65 5.55 4.65 10.3 10.75 9.75
GMM 5 9.6 7.85 6.35 16.35 13.7 11.6
15 17.7 12.55 6.85 26.4 20.85 12.35
25 24.3 16.15 9.1 34.35 25.3 15.45
MLE in levels 5 5.25 4.55 5.4 10.35 9.15 10.95
15 4.8 4.85 4.2 10.05 10.5 8.8
25 4.15 4.7 4.55 9.0 10.6 9.85
MLE in differences 5 5.4 4.55 5.35 9.8 9.05 10.6
15 4.85 4.8 4.25 10.3 10.7 9.15
25 6.2 5.55 4.55 11.0 10.5 9.9
[ estimator
v 5 4.75 5.1 4.95 10.0 10.75 9.95
15 4.7 4.15 4.55 9.45 9.15 9.9
25 5.4 5.15 5.0 10.05 9.95 9.75
GMM 5 6.0 4.95 5.35 12.2 10.75 9.9
15 6.45 6.45 6.1 12.4 11.4 10.4
25 8.55 6.2 6.0 15.4 11.95 11.1
MLE in levels 5 5.55 5.0 4.85 11.1 10.1 10.05
15 4.8 4.85 5.4 9.45 9.6 10.45
25 6.15 4.05 5.25 10.85 9.35 9.75
MLE in differences 5 5.7 5.05 4.85 11.25 10.05 10.1
15 4.65 4.8 5.4 9.4 9.65 10.5
25 6.2 4.05 5.3 10.8 9.35 9.75

Notes: For all simulations 2000 Monte Carlo samples were used.
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Table 3.4: Empirical Level for Z-Tests of the estimators for p and 3 in Model 4.

T 5% level 10% level
N 100 200 500 100 200 500
p estimator
IV 5 4.9 6.1 4.35 8.4 10.1 8.35
15 4.85 4.75 4.55 8.75 10.0 9.95
25 4.0 5.3 4.4 7.5 10.9 9.3
GMM 5 17.75 10.6 7.25 25.45 16.75 13.1
15 43.7 26.9 14.4 54.95 38.25 22.4
25 62.2 38.4 18.5 72.7 49.9 28.8
MLE in levels 5 12.3 8.0 6.55 16.8 13.15 12.2
15 5.9 4.85 5.55 10.3 10.45 10.2
25 5.8 5.6 4.85 11.1 10.4 9.5
MLE in differences 5 14.1 9.7 7.85 18.2 15.2 13.05
15 5.5 5.0 5.55 11.2 10.5 10.5
25 6.3 5.5 4.7 11.5 10.4 9.7
[ estimator
v 5 4.65 5.35 4.85 9.6 10.4 10.95
15 4.45 5.15 4.8 8.94 9.75 10.3
25 4.2 5.1 5.5 9.3 11.1 10.5
GMM 5 5.7 5.05 5.1 10.75 10.7 10.5
15 6.3 7.2 4.55 12.15 13.5 9.9
25 8.4 6.3 5.4 15.4 11.7 9.85
MLE in levels 5 5.6 4.6 4.8 10.3 10.2 10.0
15 4.8 5.85 4.4 9.75 12.3 9.5
25 4.3 4.4 4.1 9.5 9.9 9.1
MLE in differences 5 5.3 4.75 4.65 10.2 10.0 10.2
15 4.85 6.0 4.45 9.75 12.3 9.4
25 4.5 4.4 4.1 9.7 9.8 9.0

Notes: For all simulations 2000 Monte Carlo samples were used.
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Figure 3.1: Power function of B in Model 2 with Figure 3.2: Power function of B in Model 2 with

N =200 and T = 5. N =500 and T = 5.
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Notes: For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.

Figure 3.3: Power function of p in Model 3 with Figure 3.4: Power function of p in Model 3 with
N =100 and T = 5. N =100 and T = 25.
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Notes: For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.

3.5. Conclusion

In this paper we discussed dynamic panel data models in the presence of incidental parameters for
individuals. The transformed maximum likelihood approach was compared with a factor analytical
approach and for the model without additional covariates consistent estimators under mild conditions
on the initial value were proposed. In addition, we extended the factor analytical approach to models
with additional covariates. This estimator controls for the initial value under mild conditions. Monte
Carlo results have also been conducted were the transformed maximum likelihood approach, the extended
factor analytical approach, a GMM estimator and an IV estimator are compared.
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Appendix

Appendiz A: Derivatives of the log-likelihood function lq
Following Maddala [61] we get that
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Therefore, the likelihood function can be stated as
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In addition, recall that B(p) = Irxr — pJrxr. With this representation of the likelihood function we
can now consider the first and second derivatives. The first derivatives are given by
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Finally, the second derivatives are given by
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Appendiz B: Derivation of the estimates of the log-likelihood function ly
Let A\=a*(0? + (T —1)a) —7%(T — 1) and n = 0% + (T — 1)a. We get that
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see Bhargava and Sargan [20] page 1642. In addition, we have that
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with 6y = (p,0%,\,n, 7). Following the discussion in Appendix A of Bhargava and Sargan [20] we define
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It is now easy to see that minimizing f» (52) is equivalent to minimizing /5(03). From the first order

conditions of /5 (ég) we get the estimate 0, = (P2,03, 2, :\},%)T of y:
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From the definitions of A and 7 it follows now that
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Appendiz C: Derivatives of the log-likelihood function lo
It follows from the discussion in Appendix B that
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In addition, recall that B(p) = Irxr — pJrxr, A = a* (6> + (T —1)a) = 72(T' — 1) and n = ¢ + (T — 1)a.
With this representation of the likelihood function we can now consider the first and second derivatives
of ¢5(02). The first derivatives are given by
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Finally, the second derivatives are given by
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Appendiz D: Additional simulation results

Table 3.D.5: Bias and Standard Deviation of the estimators for p and B in Model 1.

T Bias St. dev.
N 100 200 500 100 200 500
p estimator
v 5 0.0028 —0.0016 0.0008 0.154 0.108 0.068
15 —0.0005 —0.0003 —0.0001 0.05 0.036 0.022
25 0.0005 0.0001 0.0002 0.036 0.026 0.016
GMM 5 —0.0421 —0.0219 —0.0086 0.078 0.057 0.037
15 —0.0244 —0.0134 —0.0056 0.025 0.019 0.011
25 —0.0216 —0.0113 —0.0048 0.017 0.013 0.008
MLE in levels 5 0.0019 —0.0001 0.0001 0.069 0.048 0.03
15 —0.0007 —0.0005 —0.0005 0.023 0.016 0.01
25  —0.0007 —0.0003 —0.0002 0.016 0.012 0.007
MLE in differences 5 0.0024 0.0001 —0.0001 0.069 0.048 0.03
15 —0.0007 —0.0005 —0.0005 0.023 0.016 0.01
25  —0.0008 —0.0002 —0.0001 0.016 0.012 0.007
[ estimator
v 5  —0.0003 0.0008 —0.0001 0.086 0.061 0.038
15 0.0005 —0.0009 —0.0001 0.04 0.028 0.018
25  —0.0006 0.0001 —0.0001 0.029 0.021 0.013
GMM 5 0.008 0.004 0.0011 0.071 0.048 0.03
15 0.0101 0.005 0.0023 0.027 0.019 0.012
25 0.0098 0.0052 0.0022 0.02 0.014 0.009
MLE in levels 5 0.0018 0.0009 —0.0002 0.071 0.048 0.03
15 0.0005 —0.0002 0.0002 0.026 0.019 0.012
25 0.0001 0.0001 0.0001 0.02 0.014 0.009
MLE in differences 5 0.0018 0.0009 —0.0001 0.071 0.048 0.03
15 0.0005 —0.0002 0.0002 0.026 0.019 0.012
25 0.0002 0.0001 0.0001 0.02 0.014 0.009

Notes: For all simulations 2000 Monte Carlo samples were used.
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Table 3.D.6: Bias and Standard Deviation of the estimators for p and B in Model 4.

T Bias St. dev.
N 100 200 500 100 200 500
p estimator
v 5 0.1476 0.246 0.0047 11.63 7.13 0.179
15 —0.0023 —0.0004 —0.0011 0.094 0.065 0.041
25  —0.0003 0.0005 —0.0001 0.054 0.041 0.025
GMM 5 —0.0836 —0.042 —0.016 0.098 0.068 0.045
15 —0.0394 —0.0221 —0.0098 0.023 0.016 0.011
25 —0.03 —0.0166 —0.0072 0.014 0.01 0.007
MLE in levels 5 0.0045 —0.0016 —0.001 0.114 0.071 0.043
15 —0.0007 —0.0009 —0.0006 0.021 0.014 0.009
25  —0.0009 0.0001 —0.0001 0.013 0.009 0.005
MLE in differences 5 0.0128 0.0048 0.0008 0.126 0.083 0.049
15 —0.0003 —0.0005 —0.0003 0.021 0.014 0.009
25 —0.001 0.0002 0.0001 0.013 0.009 0.005
[ estimator
v 5 0.0132 0.0182 —0.0005 0.335 0.506 0.018
15  —0.0004 0.0001 —0.0001 0.016 0.012 0.007
25  —0.0001 —0.0002 —0.0001 0.012 0.009 0.005
GMM 5 —0.0031 —0.0007 —0.0007 0.028 0.02 0.013
15 0.003 0.0017 0.0005 0.011 0.008 0.005
25 0.004 0.0019 0.0009 0.008 0.006 0.003
MLE in levels 5  —0.0005 0.0003 —0.0003 0.029 0.02 0.013
15 —0.0001 0.0001 —0.0001 0.011 0.008 0.005
25 0.0001 —0.0003 —0.0001 0.008 0.006 0.003
MLE in differences 5  —0.0002 0.0005 —0.0003 0.029 0.02 0.013
15  —0.0001 0.0001 —0.0002 0.011 0.008 0.005
25 0.0002 —0.0003 —0.0001 0.008 0.006 0.003

Notes: For all simulations 2000 Monte Carlo samples were used.
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Table 3.D.7: Empirical Level for Z-Tests of the estimators for p and 8 in Model 2.

T 5% level 10% level
N 100 200 500 100 200 500
p estimator
v 5 5.35 5.15 4.6 9.0 8.4 8.85
15 4.2 4.4 5.3 9.3 8.75 10.45
25 4.9 5.6 6.4 9.5 11.2 10.5
GMM 5 18.05 11.35 6.9 27.05 18.1 12.25
15 43.85 25.8 12.2 56.3 36.45 21.55
25 61.1 38.7 19.1 71.8 51.8 28.75
MLE in levels 5 10.95 6.7 4.85 16.35 11.45 8.55
15 5.75 5.7 4.95 10.8 11.75 9.0
25 5.3 4.7 5.0 10.3 9.5 9.85
MLE in differences 5 11.7 7.05 4.85 16.65 10.8 9.25
15 5.1 5.75 4.95 10.4 11.65 8.9
25 5.7 4.8 4.6 10.9 9.7 9.65
[ estimator
v 5 3.85 3.95 4.45 7.05 8.35 8.8
15 5.0 5.1 5.2 10.35 10.0 9.1
25 5.2 4.3 4.4 10.1 9.5 8.4
GMM 5 6.05 5.6 4.3 10.4 10.9 9.65
15 6.3 5.3 6.1 12.9 10.15 11.5
25 8.7 6.8 6.6 14.7 11.7 11.25
MLE in levels 5 5.25 5.2 4.15 9.6 10.25 9.6
15 5.15 4.7 5.85 10.1 9.55 11.2
25 4.5 4.5 4.9 9.3 9.5 9.6
MLE in differences 5 5.15 5.2 4.2 9.85 10.4 9.7
15 5.3 4.65 5.75 10.2 9.8 11.35
25 4.6 4.4 4.9 9.3 9.5 9.5

Notes: For all simulations 2000 Monte Carlo samples were used.
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Table 3.D.8: Empirical Level for Z-Tests of the estimators for p and 5 in Model 3.

T 5% level 10% level
N 100 200 500 100 200 500
p estimator
IV 5 5.05 5.3 5.35 11.4 10.5 10.2
15 4.25 4.6 4.9 10.6 9.5 10.55
25 5.75 5.55 4.8 10.9 11.2 10.05
GMM 5 9.7 7.45 6.95 16.4 13.45 12.1
15 16.9 10.7 6.2 27.4 18.4 12.5
25 24.85 16.5 8.95 35.2 25.4 15.3
MLE in levels 5 5.95 6.5 6.15 10.9 12.25 11.55
15 4.95 5.7 4.45 9.95 10.4 9.5
25 5.45 6.1 5.25 10.5 10.7 10.7
MLE in differences 5 6.25 6.45 6.3 10.6 12.3 12.05
15 4.95 5.65 4.6 9.7 10.25 9.55
25 5.6 6.2 5.25 10.6 10.8 10.55
[ estimator
v 5 5.95 5.25 5.0 11.25 9.95 10.2
15 5.2 4.65 5.75 10.05 10.05 10.2
25 5.1 5.7 4.95 9.95 11.2 9.75
GMM 5 6.6 5.0 5.2 11.2 9.85 10.85
15 6.65 7.1 5.0 12.95 12.55 9.95
25 7.65 7.7 5.9 13.35 13.3 10.6
MLE in levels 5 5.9 4.7 5.2 11.35 9.6 10.7
15 5.2 5.1 4.4 9.2 11.0 9.55
25 4.2 5.9 5.3 9.05 10.9 9.85
MLE in differences 5 5.95 4.6 5.25 11.35 9.55 10.7
15 5.25 5.25 4.5 9.35 11.15 9.55
25 4.35 5.9 5.35 9.0 10.8 9.8

Notes: For all simulations 2000 Monte Carlo samples were used.
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Figure 3.D.5: Power function of 8 in Model 1 with Figure 3.D.6: Power function of 8 in Model 1 with
N =100 and T = 15. N =100 and T = 25.
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Notes: For all simulations 2000 Monte Carlo samples were used. The nominal level is 5%.

Figure 3.D.7: Power function of p in Model 4 with Figure 3.D.8: Power function of p in Model 4 with
N =200 and T' = 5. N =200 and T = 25.
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