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ABSTRACT

THREE ESSAYS ON QUANTILE REGRESSION
by

Liang Wang

The University of Wisconsin-Milwaukee, 2013
Under the Supervision of Professor Antonio F. Galvao

The first chapter studies identification, estimation, and inference of general uncon-
ditional treatment effects models with continuous treatment under the ignorability
assumption. We show identification of dose-response functions under the assump-
tion that selection to treatment is based on observables. We consider estimation of
dose-response functions through moment restriction models with generalized resid-
ual functions which are possibly non-smooth, and propose a semiparametric two-step
estimator. This general formulation includes average and quantile treatment effects
as special cases. The asymptotic properties of the estimator are derived. We also de-
velop statistical inference procedures and show the validity of a bootstrap approach
to implement these methods in practice. Monte Carlo simulations demonstrate that
the test statistics have good finite sample properties. Finally, we apply the proposed
methods to estimate unconditional average and quantile effects of mothers’ weight
gain and age on birthweight.

The second chapter develops a new minimum distance quantile regression (MD-
QR) estimator for panel data models with fixed effects. We establish consistency
and derive the limiting distribution of the MD-QR estimator for panels with a large
number of cross-sections and time-series. The limit theory allows for both sequential
and joint limits. The proposed estimator is efficient in the class of minimum distance

estimators. In addition, the MD-QR estimator is computationally fast, especially

i



for large cross-sections. Monte Carlo simulations are conducted to evaluate finite
sample performance. Finally, we illustrate the use of the estimator with a simple
application to the investment equation model.

The third chapter proposes tests for slope homogeneity across individuals in quan-
tile regression fixed effects panel data models. The tests are based on the Swamy
statistic. We establish the asymptotic null distribution of the tests under large panel
data, with sequential and joint limits. Monte Carlo experiments show good perfor-
mance of the proposed tests in finite samples in terms of size and power. Finally, we
test and reject the hypothesis of homogeneous speed of capital structure adjustment

across firms using a panel dataset.
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Chapter 1

Uniformly Semiparametric Efficient Estimation of

Treatment Effects with a Continuous Treatment

1.1 Introduction

This chapter studies identification, estimation, and inference of general uncondi-
tional treatment effect (TE) models with a continuous dose of treatment. We con-
sider estimating the parameters of interest, dose-response functions (DRF), through
moment restriction models in which generalized residual functions are possibly non-
smooth. In this general formulation, the DRF include mean and quantile functions
as special cases, and consequently average treatment effects (ATE) and quantile
treatment effects (QTE) are direct applications of the methods developed in this
chapter.

In this chapter, the ignorability assumption is used to achieve identification of
parameters of interest. The ignorability assumption states that “given a set of
observed covariates, each individual is randomly assigned either to the treatment
group or to the control group”; see Firpo (2007). This condition has been largely
employed in TE literature, see e.g. Rubin (1977), Barnow et al. (1980), Heckman
et al. (1998), Dehejia and Wahba (1999), Firpo (2007), Flores (2007), Angrist and
Pischke (2009), and Cattaneo (2010) for a review.

Based on the identification condition, we construct a two-step estimation proce-
dure. The implementation of the estimator in practice is simple. In the first step,
one estimates a ratio of two conditional distributions, which is similar to a propen-

sity score. In the second step, an optimization problem is solved. It is important



to note that, once the identification is achieved and a DRF is estimated, other pa-
rameters of interest based on these functions can be estimated with little additional
effort. For example, one can easily estimate TE, which are defined as differences of
the DRF evaluated at different levels of treatment. In addition, one could estimate
the entire curve of potential outcomes or the DRF.

Mild sufficient conditions are provided for the two-step estimator to have desired
asymptotic properties, namely, consistency, weak convergence, and semiparametric
efficiency. In particular, we show that the two-step estimator of a DRF is uniformly
consistent over a set of treatment. Different from the binary or multi-valued treat-
ment models, in which case pointwise results are equivalent to uniform results, when
treatment levels are an interval 7, the uniform results are stronger than pointwise
results, and consequently, only pointwise results are often not adequate for infer-
ences. In addition, we show that the estimator converges weakly to a Gaussian
process, and that it is uniformly semiparametric efficient. For the latter derivation
we use the method of Bickel et al. (1993).

Technically, the derivations of the asymptotic properties for the proposed esti-
mator are independently interesting. Because the semiparametric model considered
encompasses continuous treatment levels and nuisance parameters, both of which
are infinit dimensional, existing results available in the literature are not directly
applicable. Therefore, an additional contribution of this chapter is to provide suffi-
cient conditions for consistency and weak convergence of generic moment restriction
estimators (Z-estimators) with possibly non-smooth functions and a nuisance param-
eter, when both the parameter of interest and the nuisance parameter are possibly
infinite dimensional. These general results are used to prove the asymptotic prop-
erties of the two-step estimator discussed above. In this general setting, the data
need not be independent and identically distributed (i.i.d.). These results extend

those of Chen et al. (2003) in that the parameter of interest is not in a Euclidean



space but in a generic Banach space. Moreover, the results extend Theorem 3.3.1 of
van der Vaart and Wellner (1996) in that a possibly infinite dimensional nuisance
parameter needs to be estimated in the first step. This is an important innovation
because it facilitates the derivation of the limiting results for general Z-estimators,
and can be utilized in future works for other statistical models.

In addition, we develop statistical inference procedures based on the two-step es-
timator. In particular, we conduct inference on a DRF uniformly over the treatment
levels. We propose testing procedures for the hypothesis of the equality of a DRF
and any given function. The test statistics used are Kolmogorov and Cramér-von
Mises types, which detect any deviation of the null hypothesis. Since the parameter
of interest is infinite dimensional and the weak limit of these statistics are not stan-
dard, we compute critical values using a bootstrap method. We provide sufficient
conditions under which the bootstrap is valid, and discuss an algorithm for practical
implementation. The proof of the validity of the bootstrap is also an extension of
that in Chen et al. (2003).

We conduct Monte Carlo simulations to evaluate finite sample performance of the
test statistics. The simulations show that the Cramér-von Mises type test statistic
has good empirical size and high power against a few alternatives. In addition, the
result is improved when the sample size increases, and is not sensitive to the selected
numbers of bootstrap.

To illustrate the proposed methods, we consider an empirical application to a
birthweight study using data from the National Vital Statistics System of Centers
for Disease Control and Prevention. We estimate unconditional average and quantile
dose-birthweight function for mothers’ weight gain during pregnancy as well as age
separately. The empirical results document important heterogeneity in the dose-
birthweight functions for mothers’ weight gain during pregnancy and age across

quantiles. The findings provide evidence that, in general, more weight gain during



pregnancy leads to higher birthweight. However, the treatment effects differ at
different levels of weight gain. For a given quantile of interest, positive impacts
are larger for low and high weight gains while relatively lower in the middle range
of weight gain. The quantile dose-birthweight functions of the mother’s age on
birthweight is downward-sloping. In addition, for a given age, this impact becomes
more severe for lower parts of the distribution of birthweight. Although intuitive,

this result complements the existing results in the literature.!

1.1.1 Literature and Outline

There is large and growing literature on unconditional TE, most of which focuses on
models with discrete (usually binary) treatment levels. Hahn (1998), Heckman et al.
(1998), and Imbens et al. (2006) study efficient estimation of the average treatment
effect nonparametrically. To estimate the average treatment effect, Hirano et al.
(2003) estimate propensity scores nonparametrically first while Abadie and Imbens
(2006) apply matching methods. In addition, Li et al. (2009) propose “efficient es-
timation of average treatment effects with mixed categorical and continuous data.”
The study of unconditional average TE has been extended to the quantile frame-
work by Firpo (2007) with a two-step estimator that is semiparametric efficient.
This method, as that of Hirano et al. (2003), is based on nonparametric estima-
tion of propensity score in the first step. There is also literature on multi-valued
treatment effect models. Imbens (2000) shows that the multi-valued counterpart of
the propensity score theorem of Rosenbaum and Rubin (1983) still holds. Imbens
(2000) and Lechner (2001) discuss the unconditional mean treatment effect. Catta-

neo (2010) extends the literature and proposes semiparametric efficient estimation

!Previous approaches to estimating birthweight outcome using quantile regressions have em-
ployed reduced form models and, therefore, cannot be interpreted as causal effects. For instance,
Abrevaya (2001) (see also Koenker and Hallock (2001) and Chernozhukov and Fernandez-Val
(2011)) used “federal natality data and found that various observables have significantly stronger
associations with birthweight at lower quantiles of the birthweight distribution.”



of a family of multi-valued DRF which are implicitly defined by sets of possibly
over-identified non-smooth moment conditions under the ignorability condition.

However, literature on study of continuous TE is relatively sparse. Among oth-
ers, Hirano and Imbens (2004) and Imai and van Dyk (2004) develop the generalized
propensity score for continuous treatment models, and Flores (2007) develops non-
parametric estimators for the ADRF, its maximizer, and its global maximum under
the ignorability assumption. Also, Florens et al. (2008) consider the identification of
average TE using control functions. More recently, Lee (2012) studies unconditional
distribution of potential outcomes with continuous treatments as a partial mean pro-
cess with generated regressors. Despite this sparsity, many questions of interest in
applied research involve continuous treatments. For example, in the study of TE of
mothers’ weight gain during pregnancy as well as mother’s age on birthweight, the
weight gain in pounds and age are continuous variables.

This chapter contributes to the existing TE literature by studying continuous
treatments and considering general forms of dose response for TE models, which
include both ATE and QTE as special cases. Thus, this chapter extends the liter-
ature on ATE and QTE for discrete and multi-valued doses of treatment (see e.g.
Heckman and Vytlacil (2005), Firpo (2007), Cattaneo (2010)) to continuous doses of
treatment. We point out that the extension from the finite to continuous treatment
levels is non-trivial. In fact, since the parameters of interest are now infinite dimen-
sional, the results need to be uniform on the set of treatment levels. In addition,
we extend the literature on continuous treatments, which, to our knowledge, only
allows for ATE (see, e.g., Flores (2007)), to general (possibly non-smooth) DRF,
with QTE being an important example. This is a important innovation because
the extension to the non-smooth cases are important in practice and technically
challenging.

The remaining of the chapter is organized as follows. Section 1.2 provides iden-



tification conditions of the continuous treatment model and proposes a two-step
estimator. Section 1.3 studies the asymptotic properties of the two-step estimator.
Section 1.4 provides Monte Carlo simulation results and Section 1.5 illustrates the
two-step estimator with an application to the estimation of dose-birthweight func-
tions. Section 1.6 concludes the chapter. The proofs of the main results are collected
in the Appendix A3.

Notations: Let E and E denote the expectation and sample average, respec-
tively. Let ~», 2, and Py denote weak convergence, convergence in probability, and

convergence in outer probability, respectively.

1.2 The Model, Identification, and Estimation

In this chapter, we assume that a random sample of size n is available. The objective
is to learn how an outcome variable of an agent changes as the dose of some treatment
variable varies. The dose is denoted by ¢, where ¢t € 7, an interval in R, and the
outcome variable is denoted by Y'(t). More specifically, for each t € T, Y (t) is the
outcome when the dose of treatment is . When ¢ varies in 7, a random process Y (¢)
is defined. The random process Y (¢) indexed by t € T denotes potential outcomes
under treatment levels in 7. However, one cannot observe the random process Y (t)
for all t € 7. Rather, only a single Y (¢y) can be observed, where ¢, is the realization

of a random variable T'. Therefore, the observed outcome is the random variable

Y =Y(T) = /tETY(t) d1{t > T},

where 1{-} is the indicator function.
Ideally we would like to estimate the value of the DRF at ty using the sample
with T' = ty. However, in general, due to the self-selection problem, bias can be

introduced by direct use of the sample counterparts to calculate treatment effects.



To illustrate this point, we consider the estimation of average treatment effects as

an example. For any t; < t < to, since

EY|T =t,] ~E[Y|[T =t]=  E[Y(t) —Y()|T =1]

J (. >

Vv Vv
Observed difference in birthweight Average treatment effect on the treated

+E[Y (1)|T = to] — E[Y (12)|T = ]

~
Selection bias 1

+BY (1)|T = 1] = B[Y (1)|T = tu],

~
Selection bias 2

we have

E[Y|T =t —E[Y|T =t] = E[Y (t2) — Y(t1)]

N J

Vv Vv
Observed difference in birthweight Average treatment effect on the treated

+ E[E[Y (6)|T = to] — E[Y (£2)|T = {]]

>y

~
Average of selection bias 1

+ EJ[E[Y (1)|T = t] — E[Y (t1)|T = t1]].

~~
Average of selection bias 2

This simple example indicates that, due to the existence of averages of the selection
biases 1 and 2, it is impossible to directly use the sample counterparts to calculate
treatment effects. To solve this problem, it is common in the literature to assume the
existence of a set of random variables X conditional on which Y'(¢) is independent

from T for all t € T. In such a case,

E[Y|X,T = ts] — B[Y|X,T = t,] = E[Y (t2)| X, T = t] — E[Y (t,)|X, T = t,]
= E[Y(t2)| X] — E[Y (t1)| X]

= E[Y(t2) = V()| X],

which has a causal interpretation. This is the ignorability condition and it is dis-

cussed in more detail below. Finally, we need to combine the results for each X



and obtain an unconditional treatment effect. In this case, using the law of iterated

expectation, this unconditional expectation can be recovered.

The objective of this chapter is to study ADRF and QDRF. From the corre-
sponding DRF it is straightforward to recover the average treatment effect (ATE)
and quantile treatment effect (QTE), respectively. To accomplish this aim we de-
velop a general framework for generic moment restriction estimators (Z-estimators)
with possibly non-smooth functions. For each t € T, the parameter of interest

B(t) € B C R is assumed to uniquely solve the identifying conditions as

where m(-) is a generalized residual function, which we discuss in more details in
condition I.I stated below. Then the DRF is defined as the parameters of interest,
B(t), that solve the moment condition. As we will see below, ADRF and QDRF
result from choosing specific forms of m(+).

Now we state assumptions on the general model to achieve identification of the

parameters of interest.

I.I Foreacht € T, By(t) uniquely solves E[m(Y (t); (¢))] = 0, where m : Rx B — R

is measurable.
I.IT For all t € T, we have

1 Y(t) LT|X;

2 forxy(tle,y) >0forte T, zec X andy € ).

I.ITT Assume that



1 There exists a function e(y) with [e(y)dy < oo such that

Im(y; B(to)) fry|x (to + At y|z)| < e(y);

2 Em(Y; ()| X, T = to] = limas o E[m(Y; B(t0))| X, T € [to, to+At]]. Also

the interval 7T is right open.

Condition I.I is an identification condition were Y (¢) observable. The parame-
ter of interest, 5(¢), is defined by this moment condition. However, this condition
cannot be used directly to estimate 3(t) because our data are not experimental and
Y (t) are not observable for all ¢ € 7. Therefore, condition I.II.1, the assumption of
ignorability, is fundamental. According to condition I.I1.1, although the assignment
of the treatment level is not random, it is random within subpopulations character-
ized by X . This assumption has been used, among others, by Dehejia and Wahba
(1999) and Heckman et al. (1998). Condition I.II.2 states that for all x € X and
y € Y, the density of treatment levels is positive. In our model the triple (X,Y,T)
is observable, and a random sample of size n can be obtained. Condition I.III allows
us to change orders of a limit and an integral. Also, that the set T is right open is
without loss of generality. If we would like to have T to be right closed, we shrink
the interval [ty — At, to] to obtain .

The following two examples show that ADRF and QDREF are special cases of

B(t) in condition I.I.

Example (Average). We first discuss the identification of the ADRF. Setting
m(Y (t); u(t)) = Y(t) — u(t) and letting the first moment to equal to zero, we can
obtain py(t) = E[Y (t)], the unconditional ADRF'. From this it is easy to recover the

ATE, which is given by ATE(t,t") = uo(t) — po(t').

Example (Quantile). QDRF is another special case of our general model. Let

m(Y(t);q-(t)) = 7 — 1{Y () < ¢-(t)}, we obtain ¢o(t) € inf{q : Fyu(q) > 7}, the



10

unconditional Tth QDRF, where Fy 4y is the distribution function of Y (t). From the
QDRF, one can estimate the QTE as QTE(t,t') = q¢.o(t) — ¢-o(t'). Note that, as
is in Firpo (2007) and Cattaneo (2010), in this chapter the QTE is defined as the
difference of the Tth quantile at different levels of treatment. This definition does
not require the assumption of rank preservation, and it is regarded as “a convenient
way to summarize interesting aspects of marginal distributions of potential outcomes.

Howewver, if rank preservation holds, then the simple differences in quantiles turn out

to be the QTE.” (Firpo (2007))

The identification result is presented in the following theorem. For notational

convenience, denote u := (z',y)" and U := (X T,Y)".

Theorem 1. Under conditions 1.I-1.II1, we have

E[m(Y(2); 5(t))] = E[m(Y; 5(1))m0(U; 1)) (1.1)

_ frxy(tley

for each t € T, where mo(u;t) := VEPIOE) ). Consequently,
E[m(Y; 8(t))mo(u; t)] = 0 (1.2)

if and only if 5(t) = Po(t).
Proof. See Appendix A3. O

The result in equation (1.1) allows identification of the DRF. The left hand
side of equation (1.1) is used to define §(t), which involves the unobservable Y (¢).
Consequently, it cannot be used to estimate 5(t). Nevertheless, the right hand side
of equation (1.1) is expressed in terms of observable (X,Y,T), and therefore, can
be used to estimate §(t). Note that Y'(¢) is not observable while Y is. The intuition

behind the result is that the existence of X delivers identification the parameter of
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interest. That is, conditional on observed covariates X, each individual is randomly

assigned to a treatment level.

Remark 1. The result in Theorem 1 indeed has a similar format as the equation

in (2) of Cattaneo (2010) after we transform the latter. We begin with

HT =t}m(Y;8@1) | _
. [ p+(X) } -0

By the law of iterated expectation, the left hand side of the previous equation equals

m(Y'; 5(t)) -
E {—pt ) P =1 |X,Y]] . (1.3)

Noting that
El{T =t} X,Y]=P(T =tX,Y)

and, by definition, p, (X) =P (T =t|X), equation (1.3) equals

P(T =tX,Y)
P (T = t|X)

E m(Y;8)

Thus, our result simply “replaces” the conditional probabilities by conditional den-

sities.

Given the identification condition in equation (1.2) of Theorem 1, we are able
to estimate the parameters of interest. We propose a Z-estimator that involves two

steps estimation as follows.?

Step 1 Estimate my(U;t) parametrically or nonparametrically and obtain an esti-

mator 7.

2We work directly with the estimating equations. However, estimation could be carried with
GMM methods.
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Step 2 Find a zero 3(t) for each t € T

The estimator 3(t) is defined as the zero of the equation above?.
The identification conditions and the estimator are illustrated below using the

previous two examples.

Example (Average, continued). The identification condition for uo(t) is
E[(Y — po(t))mo (U 1)) = 0.

An estimator of o (t) is

- (% n fr(Ui;ﬂ)

Example (Quantile, continued). The identification condition for q.o(t) is

3I>—‘

Z (U:t)Y, (1.5)

E[(7 — H{Y < g o(t)Hm(U;t)] =0

An estimator of q.o (t) is

1 n
i (1) = in— Y (U t)pr (Y; — 1.
G- (1) = argmin 3 7 (Uss) pr (Y; — a). (16)

where py(u) = u(t — 1{u < 0}) is the check function as in Koenker and Bassett

(1978).

3The zero does not have to be exact. We only need a solution that approximately solves the
equation, which is common in literature; see, e.g., He and Shao (1996) and He and Shao (2000).
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1.3 Asymptotic Properties

In this section, we first derive the uniform consistency and the weak limit, and show
the uniform semiparametric efficiency of the general two-step estimator described
above. Second, we apply the general results and derive the corresponding asymptotic
properties of ADRF and QDRF. In addition, we discuss estimation of the nuisance
parameter, my, and inference based on the two-step estimator.

To establish these results, we first extend existing theoretical results on moment
condition restriction estimators (Z-estimators). Lemmas 1 and 2 in Appendix Al
show consistency and weak convergence of the two-step estimator of the infinite
dimensional parameters; the function in the moment condition defining the param-
eter does not need to be continuous. These results are an extension of Chen et al.
(2003) in that the parameter of interest is not in a Euclidean space but in a generic
Banach space. Moreover, the results extend Theorem 3.3.1 of van der Vaart and
Wellner (1996) in that a possibly infinite dimensional nuisance parameter needs to
be estimated in the first step.

We then proceed by applying Lemmas 1 and 2 to show uniform consistency and
weak convergence of the estimator of DRF, f3 (t), in €>°(T). Applications of these
results to the specific cases of ADRF and QDREF are also provided. The uniform
semiparametric efficiency is based on the pointwise semiparametric efficiency and
the weak convergence of the estimator to a tight random process. We then provide
ways of estimating the nuisance parameter my. As for the inference, we focus on

hypothesis testing based on a Kolmogorov and a Cramér-von Mises statistic.

1.3.1 Consistency

Consistency is a desired property for most estimators. In this chapter, different from
the discrete or multi-valued treatment models, the treatment levels take values on

an interval 7. Therefore, the consistency results are established uniformly over the



14

set 7. For the general two-step estimator given in equation (1.4) to be uniformly

consistent, we state the following sufficient conditions.
C.I [E[m(Y; B(1)7(U;t)]|o = 0p(1).

C.II |E[m(Y; Bn(t))mo(U;t)]| — 0 implies |5,(t) — So(t)|eec — 0 for any sequence
Bn(t).

C.III supgei |[E[m(Y;B8(t))]|e0 < M < oo for some M > 0.
C.IV |T — mloe = 0,(1).

C.V Dy ey, [EI(Y: (0 (U] — Elm(Y: 50U 1)]ow = 0p- (1) for
0n 4 0, or

C. V' {15, : € 0°(T),t € T} and {¢o,rs : m € Il5,,t € T} are Glivenko-
Cantelli with respective envelopes F; and F, such that EF}Fy, < 0o, where

Yige = m(Y;8(t)) and o . = 7(U;t).

Conditions C.I defines the Z-estimator and C.II is an identification condition
for the Z-estimator. Pakes and Pollard (1989) and Chen et al. (2003) have similar
assumptions. For a detailed discussion of this type of identification condition, see
p. 45 of van der Vaart (1998). Condition C.III only requires the moment of the
estimating equation to be finite. This is a standard assumption and analogous to
condition 4 (b) in Cattaneo (2010). Condition C.IV imposes consistency estimation
of the nuisance parameter. This is also a usual requirement, which is appears in
equation (2.1) of Theorem 2 and equation (3.1) of Theorem 3 of Cattaneo (2010). We
will discuss estimations of the nuisance parameter in Section 3.4 below. Condition
C.V is a uniform law of large numbers, which is implied by condition C.V’. These
conditions correspond to assumption 4 (a) of Cattanco (2010), and are high level

conditions, and we will provide more primitive conditions for specific cases, i.e.,
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average and quantile. Now we state the consistency result for the estimator of the

DRF.

Theorem 2. Suppose that E[m(Y, Bo(t))mo(U;t)] = 0, and that conditions C.I-
C.V are satisfied. Then

sup|3(t) — Bo(t)] = o, (1).

teT

Proof. See Appendix A3. O]

Now we discuss the consistency of the two-step estimators of ADRF and QDRF
given in equations (1.5) and (1.6), respectively. To establish the result for the ADRF,

the following conditions are imposed.

AC.TI There exists 0 < My < oo such that E[Y(t)] < My. Also, the parameter

space for p is a bounded sub-Banach space M of £>°(T).

AC.II The function class {t9 ., : ™ € Il5,t € T} is Glivenko-Cantelli, and has an

envelope Fy(y) such that yF5(y) that is integrable.

Condition AC.I requires that the expectation of Y (¢) be finite. Also the diameter
of the parameter space is finite, which is a common condition for M-estimators,
see e.g., Theorem 3 of Chen et al. (2003) or Wooldridge (2010). Hirano et al.
(2003) assume the second moment of Y(1) and Y (0) to be finite, which is slightly
stronger than our condition. This mainly is because they do not explicitly describe
conditions for the consistency of their estimator. Cattaneo (2010) has the same
second moment restriction as well. Condition AC.II is a high level condition on
the nuisance parameters, and will be discussed in more detail below. Nevertheless,
there are many functional classes satisfiy this condition. Examples include the

smooth function class in Example 19.9 of van der Vaart (1998) for sufficiently smooth
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functions and sufficiently small tail probabilities. Uniform consistency for the two-

step estimator of the ADRF is summarized in the following corollary.

Corollary 1 (Average). The two-step estimator of ADRF is consistent, i.e., |fi(t) —
to(t)|oo = 0p (1), provided conditions AC.I-AC.I1 and C.IV are satisfied.

Proof. See Appendix A3. m

For the uniform consistency of the QDRF estimator over ¢t € T, the following

conditions are imposed.

QC.I Uniformly in ¢, the densities fy(y) is bounded above and fyu(g-o(t)) > 0.
Also, for any d > 0, infj,_q |55 |[E[(7 = H{Y < ¢})mo(U;t)]ee > €5 fir some

es > 0.
QC.II There exists 0 < M, < oo such that my(u;t) < M.

QC.III The function class {¢2 ¢ : m € lls5,t € T} is Glivenko-Cantelli, and have

an envelope Fy(y) such that Fy(y) that is integrable.

Condition QC.I is an identification condition on the parameter of interest. This
condition is the analogue to the general condition C.I, and it is similar to A.2 and A.3
of Angrist et al. (2006), and corresponds to Assumption 2 of Firpo (2007). Cattaneo
(2010) uses a similar assumption for the quantile estimation. Condition QC.II
is a boundedness condition of the joint density of (U,T), and is the continuous
treatment version of Assumption 1 (ii) of Firpo (2007). Condition QC.III is weaker
than condition AC.II since only F»(y) is required to be integrable. This is because
7 — 1{-} is already uniformly bounded. The consistency result for the estimator of

QDREF is provided in the following corollary.

Corollary 2 (Quantile). For a given quantile of interest, the two-step estimator of
the QDRF is consistent, i.e., |G-(t) — ¢ro(t)|oo = 0p=(1), provided conditions QC.I-

QC.III and C.IV are satisfied.
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Proof. See Appendix A3. m

1.3.2 Weak Convergence

In this section, we apply the general results of Lemma 2 to derive the limiting
distribution of the general two-step estimator in (1.4). Later, we demonstrate the
results for ADRF and QDRF estimators. To this end, we impose the following

sufficient conditions.
G.I [E[m(Y; B(t)7(U; )]l = 0p(1/v/).
G.II The map B — E[m(Y; B)m(U;-)] is Fréchet differentiable at 5y with a con-

tinuously invertible derivative Z; (8o, mo).

G.IIT Em(Y; 5(t))] is Lipschitz continuous at 5y(¢). In addition,

supges |[E[m(Y; B(t))]]ee < M < oo for some M > 0.
G.IV |7 — Tyle = 0,(n~4).

G.V The functional classes {¢15,: 8 € (32(T),t € T} and {¢poy :m €1l t € T}

are uniformly bounded Donsker classes.

G.V’ The functional classes {1 g2+ : B € 65°(T),m € lls,t € T} is a Donsker

classes.

G.VI /n(E[m(Y; Bo(t))(w(U; t) — wo(U; 1))l |n=s + E[m(Y; So(t))mo(U; 1))

converges weakly to a tight random element G(¢) in (7).

Condition G.I defines the Z-estimator, which is slightly stronger than condition
C.I but still allows the right hand size to be zero only approximately. This type
of 0,(n~1/%) condition is also assumed in (i) of Theorem 3.3 of Pakes and Pollard
(1989) and (2.1) of Theorem 2 of Chen et al. (2003). Condition G.II requires the

model to be differentiable in 5 and the derivative is invertible, and corresponds to
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(ii) of Theorem 3.3 of Pakes and Pollard (1989) and (2.2) of Theorem 2 of Chen
et al. (2003). Condition G.III corresponds to assumption 6 (b) of Cattaneo (2010).
Condition G.IV strengthens condition C.I'V such that the estimator of the nuisance

/4 A similar condition appears in

parameter converges at a rate faster than n~
equation (4.1) of Theorem 4 and equation (5.1) of Theorem 5 of Cattaneo (2010).
Conditions G.V and G.V’ are similar conditions to Assumption 6 (a) of Cattaneo

(2010). Those conditions are high level ones and will be discussed below. Now we

present the weak convergence result.

Theorem 3. Suppose that [E[m(Y; Bo(t))mo(U; )]s = 0, that |5 — Boleo = 0p+(1),

and that conditions G.I-G.VI are satisfied. Then

VI(B() = Bo(t)) ~ Zi ' (Bo(t), mo(U:£))G(¢)

in £°(T).

Proof. See Appendix A3. O]

The result given in Theorem 3 shows that the limiting distribution of the two-
step DRF estimator is nonstandard. This result is due to the presence of the set of
continuous treatments. However, if one fixes the treatment at ¢, then the limiting
distribution collapses to a simple normal distribution. In spite of this, below we
provide inference methods for DRF over the set of treatments that are simple to
implement in practice. In addition, this result has important applications to the two
leading examples of ADRF and QDRF. For the weak convergence of the two-step

estimator of the ADRF, we impose the following conditions.

AG.I The parameter space for p is a bounded sub-Banach space M of ¢>(T). In

addition, E[Y (¢)?] < My for some 0 < My < co.
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AG.II The function class {¢3,, : m € Il5,t € T} is Donsker, where 3 . ,(u) =

ym(u;t).
AG.III /nE[(Y — po(t))(w(U;t) — mo(U; t))]|r=# converges weakly.

Condition AG.I is standard and requires the parameter space to be bounded.
Also the second moment of Y'(¢) is bounded, which is used in Hirano et al. (2003) and
Cattaneo (2010). Many function classes satisfy condition AG.II, i.e., the smooth
function class discussed above. Condition AG.III is a high level condition on the

nuisance parameter, and we provide an estimator that satisfies this condition.

Corollary 3 (Average, continued). The two-step estimator of the ADRF is \/n-
consistent and converges weakly in (>°(T), provided conditions AG.I-AG.III and
G.IV.

Proof. See Appendix A3. m

To obtain the weak convergence of the QDRF estimator, equation (1.6), we

impose the following conditions.

QG.I The function class {¢)2, : ™ € Il5,t € T} is Donsker with a uniform bound.
QG.II /nE[(T — H{Y < ¢-o(t)})(n(U;t) — mo(U; t))]|x=s converges weakly.

Examples satisfying condition QG.I include smooth function classes. Condition
QG .11 is a high level condition and will be discussed in the section of the estimation
of the nuisance parameter. This assumptions is similar to AG.III and is a version

of condition G.VI. Now we state the weak convergence result for the estimator of

QDRF.

Corollary 4 (Quantile, continued). The two-step estimator of QDRF is \/n-
consistent and converges weakly in £°(T), provided conditions QC.I-QC.II, QG.I-
QG.II, and G.IV.

Proof. See Appendix A3. O
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1.3.3 Semiparametric Efficiency of the Two-Step Estimator

In this subsection we first calculate the efficient influence function of the parameter

B(t) in the following semiparametric model

F ={Fp.:p€>(T),nell},

where Fpg, r, is the distribution function of the observed data. Then we provide
sufficient conditions under which the proposed two-step estimator is uniformly semi-

parametric efficient.

9EmY ()50 opists.  For each t € T, the efficient

Claim 1. Suppose Ty(t) = 9p(t)

influence function of the parameter B(t) is

\Ijﬁ(y7 tu .’.C) = _Fal(t)wQ/u €T, t? BU? 70, 60)7

where Y(y, x,t, By, mo, €0) = m(y; Bo(t))mo(u;t) — eo(x, Bo(t))(mo(u; t) — 1) with
eo(z, B(t)) = E[m(Y; 8(1))| X = z].

Proof. See Appendix A3. O]

Based on the efficient influence function of (), we show that the two-step

estimator is uniformly semiparametric efficient provided the following condition

E. VRE[m(Y; fo(0))#(Us1)] = VREL(Y, X, 1, fo, mo, c0)] + 0,(1).

Condition E is critical to the efficiency of the two-step estimator, and it is sim-
ilar to its corresponding condition for the multi-valued model is condition (4.2) of

Cattaneo (2010).

Theorem 4. Assume that the conditions of Theorem 3 and condition E hold.

Then the two-step estimator is uniformly semiparametric efficient.

Proof. See Appendix A3. O]
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This result guarantees that the two-step estimator is uniformly semiparametric

efficient. Hypothesis testings based on this estimator are expected to be optimal.

1.3.4 Estimation of m,

We have been assuming that the estimator 7 of the nuisance parameter m, satis-

fies various conditions. In this subsection we discuss the estimation of the nuisance

frix,y (tz,y)

. The estimation of the nuisance parameter is a very
frx (t|z)

parameter my, i.e.,
important step for implementation of the proposed estimator in practice. It is com-
mon in literature to estimate nuisance parameters in two-step estimators by using
a parametric model, see, e.g., Newey (1984), Murphy and Topel (1985), Newey and
McFadden (1994), Chernozhukov and Hong (2002) and Wei and Carroll (2009). For

estimators of my to have the desirable properties, we impose the following assump-

tions.

N.I Assume 7 = w(u;t;9), where ¥ € R% with dy being a positive integer.
m(u;t; ) is a smooth function of ¥ with uniformly continuous, bounded, and

square integrable first derivative, ’(w;t;4), with respect to ¥.
N.II There exists 9 such that /n(d — ) A N(0,3,") with 3y being nonsingular.

Condition N.I is a smoothness and boundedness condition for the function to
be estimated, and condition N.II assumes that there is an estimator of the param-
eter that is asymptotically normal. Examples which satisfy condition IN.II include

maximum likelihood estimator.

Claim 2. Under conditions N.I and N.II, conditions C.IV-C.V and G.IV-G.VI
hold.

Proof. See Appendix A3. m
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Claim 2 can be applied to verify the conditions on the nuisance parameters for
the average and quantile examples. Now we provide a few examples to demonstrate

the estimation of 7y in practice.
Example. We estimate fy|x r(y|z,t) and fyx (y|z) separately. For fy\x r(y|x,t),
assume the relationship

Y =g(X,T;b) +¢,

and €| X, T ~ N(0,02), where g(-) is some known function and b is an unknown
parameter to be estimated. Using Nonlinear Least Square Estimation, we obtain es-
timators of the conditional mean and variance, and therefore, the conditional density

of Y given X and T. Similarly, we estimate fyx(y|z).

Example. To estimate the conditional density fyix r(y|z,t), we can also assume

the following model

AY,N) =Ag(X,T),\) +e,

where €| X, T ~ N(0,02), g(-) is some known function, and A(-) is the Box-Cox

. . . . . Z)‘—l
transformation function, which is defined as A(Z,\) =log Z if A = 0 and = =5
otherwise. Using Maximum Likelihood Estimation, we obtain the unknown param-

eter A and therefore the conditional density fy|x r(y|lx,t). Similarly, we estimate

fY|X(y|w)'

Example. A simple approach to estimate my is to assume that (t,x,y) follow a
known multivariate distribution, as a Normal distribution for instance. Then, Mazx-
imum Likelihood Estimation can be applied and the estimator fT7X,y(t,x,y) calcu-

lated, and then © can be obtained.
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1.3.5 Inference on the DRF

Inference is carried uniformly over the set of treatment levels, 7. Given the formu-
lation for inference of DRF, inference for the treatment effects is straightforward. In
particular, it is possible to derive manifold tests from the weak convergence results
in Theorem 3.

Kolmogorov and Cramer-von Mises type tests can be used to test general hy-
potheses on 3(t), i.e., Hoy : B(t) = r(t) when r € ¢*°(T) is known. Thus, from the

result in Theorem 3, under the null hypothesis Hyy,
Va(t) == Vn(B(t) = r(t)) ~ G(1).
More precisely, we propose the following test statistics:

Ty, :=sup |V, (1)),
teT

Ty = / V()] dt.
teT

They are a Kolmogorov type and a Cramér-von Mises type statistic, respectively.
Now we present the limiting distributions of the test statistics under the null hy-

pothesis.

Corollary 5. Assume the conditions of Theorem 3 hold. Under Ho, : Bo(t) = r(t),

as n — oo,

Thy ~ sup |G(t)], Tgnw/ IG(t)| dt.
teT teT

Proof. The assertion holds by Theorem 3 and the continuous mapping theorem. [

In addition to testing the hypothesis fy(t) = r(t) with known r € C(T), we

could also test the hypothesis with unknown r, in which case, the estimation of
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r is needed. Often, a y/n-consistent estimator 7 is available, and under the null

hypothesis Hos 5o(t) = r(t), the test statistic becomes

where G, is the weak limit of \/n(7(t) — r(¢)). Therefore, due to the estimation of
r(t), a drift component is introduced.

We propose the following test statistics:

Tln := sup ’Vn(t”’
teT

Ty = / V()] dt.
teT

Now we display the limiting distributions of the test statistics under the null

hypothesis.

Corollary 6. Assume the conditions of Theorem 3 hold. Under Hoyy : Bo(t) = r(t),

as n — oo,

Tin ~ sup |G(t) — G|, Toy ~ / |G(t) — G, |dt.
teT teT

Proof. The assertion holds by Theorem 3 and the continuous mapping theorem. [

The weak limits in Corollaries 5 and 6 are not standard. Therefore, to make
practical inference we suggest the use of bootstrap techniques to approximate the
limiting distribution. A formal justification for our simulation method, discussed
below, is stated in Lemma 3, in Appendix Al. It is also an extension of that
in Chen et al. (2003). A simple application of Corollaries 5 and 6 produces the
bootstrap procedure for the ADRF or QDRF.

Given the above framework, inference for the treatment effects is simple. Using

the inference of ATE from treatment level t; to ¢y as an example, the point estimate
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of the ATE is ji(t2) — f1(t1), which has an asymptotic normal distribution with mean
w(ta) — p(ty) and variance calculable from the weak limit of fi(t). Therefore, the

inference can be done using standard method.

Implementation of Testing Procedures

Implementation of the proposed tests in practice is simple. To test Hy; with known
r(t), one needs to compute the statistics T, or Ty,. Analogously, to test Hgy one
computes T}, or Th,. The steps for implementing the tests are as following.

First, the estimates of [(t) are computed by solving the problem in equation
(1.4). For special cases of DRF, as ADRF and QDRF, one replaces equation (1.4)
with (1.5) and (1.6) respectively. Second, T}, or Ty, are calculated by centralizing
B(t) at r(t) and taking the maximum over ¢ (for T},) or summing over ¢ (for Th,).
For the general case, Hpo with unknown r(t), the tests can be implemented in the
same fashion. The only adjustment is after estimating 5(t) one uses 7(t) to compute
Thy or Th,.

After obtaining the statistic of test, it is necessary to compute the critical values.
We propose the following scheme. We use the statistic of test T}, as an example,

but the procedure is the same for the other cases. Take B as a large integer. For

eachb=1,...,B:
(i) Obtain the resampled data {(Y?,U?),i =1,...,n}.
(ii) Estimate the DRF £°(t) and set V(t) := /n(3(t) — r(t))

(iii) Compute the test statistic

b
Tl n

= Vet
ngxl L ()]

Let ¢P  denote the empirical (1 — a)-quantile of the simulated sample

(T} TB}, where a € (0,1) is the nominal size. We reject the null hypothesis

1nsy ">
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B

if Ty, is larger than ¢’ . In practice, the maximum in step (iii) is taken over a

discretized subset of T .

1.4 Monte Carlo

In this section we conduct Monte Carlo simulations. Our data generating process
has treatment level ¢ € [0, 1]. A sample of n i.i.d. random elements (X, €;(t), v;(t))
whose components are mutually independent are generated, where the independent
white Gaussian noises ¢;(t) and v;(t) are represented by (¢;(0),€;(0.01), - - -, €,(0.99),¢,(1))
and (v;(0),v;(0.01),--- ,v;(0.99),v;(1)), respectively. The observed individual char-
acteristics X; ~ Unif[—0.5,0.5] and Y;(t) = 0.5—(0.5—t|+ X, +v;(t) where indepen-
dent innovations v;(0), v;(0.1), ---, v;(1) ~ N(0,1). The treatment assignment is
generated by T; = arg maxc(0,0.01,--,0.99,1} H,i, where H;; = sin(2mt) X; 4 €;(t) where
independent innovations €;(0), €;(0.1), - - -, €(1) ~ N(0,1). We generate the data in
such a way that the mean and median functions are 0.5 — 0.5 — ¢|, an up-side-down
symmetric check function. The level is highest in the middle range and decreases as
t deviates from the middle. The number of replications is 2,000.

Our null and alternative hypotheses are summarized below.

Hoo: po(t) = 0.5 — |05 — ¢t for t € [0.2,0.8]
qu . q0.5,0<t> =0.5— |O5 — t| for t € [02, 08]

Hya:o po(t) =t for t € [0.2,0.8]
qu : qO.5’0<t> =tforte [02, 08]

Hpo o po(t) =t for t € [0.2,0.8]

Hq2 : QO,5,0<t> = t2 fort € [02, 08]

Hys o pio(t) = 0.25 — (t — 0.5)2 for t € [0.2,0.8]
Hy:  qosolt) =0.25 — (t —0.5)2 for t € [0.2,0.8]

On the one hand, the first alternative is a linear function while the second is an

asymmetric quadratic function, which are quite different from the null. On the
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other hand, the third alternative is a quadratic function symmetric around 0.5 and
attains its maximum at 0.5.

We use the Cramér-von Mises test for the simulations. Also, we use the method
of Hall et al. (2004), a nonparametric method to estimate the conditional densities.
We first show the biasedness of the estimator when sample sizes are 150 and 300.

The bias is defined as the supreme of the pointwise biases and presented below.

n=150 n=300

Mean | 0.071  0.059

Median | 0.068  0.056

As expected, the bias decreases as sample size increases. Now we present the em-

pirical size and power below.

Size Power for H; Power for Hy Power for H;
n=150 | Mean | 0.03 1.00 1.00 0.93
B=150 | Median | 0.02 1.00 1.00 0.55
n=150 | Mean | 0.03 1.00 1.00 0.93
B=300 | Median | 0.02 0.99 1.00 0.53
n=300 | Mean | 0.02 1.00 1.00 1.00
B=150 | Median | 0.01 1.00 1.00 0.88
n=300 | Mean | 0.02 1.00 1.00 1.00
B=300 | Median | 0.01 1.00 1.00 0.87
n=300 | Mean | 0.02 1.00 1.00 1.00
B=500 | Median | 0.01 1.00 1.00 0.88

In the simulations, we evaluate the empirical size and power for a variety of
sample sizes and numbers of bootstrap. We observe that the sizes are close to the
level of significance, 5%, and the power is high for the alternative hypotheses H;
and H,. To study the impact of sample size and number of bootstrap on the power

of the test, we test for Hz, which is closer to the null hypothesis. It turns out that
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there is power gain from increasing the sample size. However, the power is not
sensitive to the number of bootstrap, implying that smaller number of bootstrap is
satisfactory and using larger number of bootstrap is not necessary.

The simulations show that, although we cannot show the weak convergence of the
Z-estimator if we use kernel estimation in the first step, in practice, we nevertheless

can use the kernel estimation as one of a few alternative methods in the first step.

1.5 Applications to the Study of Dose-Birthweight
Functions

In this section, we illustrate the use of the two-step estimator with a study of dose-
birthweight functions. Recently birthweight has been shown to be the foremost
telltale of infant health. Unhealthy births have large economic costs in both imme-
diate medical costs and longer care costs.

Infants are classified as low birthweight (LBW) when weighing less than 2.5
kilograms at birth. There is empirical evidence showing that the direct medical
costs of LBW are rather high. Almond et al. (2005) document that the hospital
costs for newborns are elevated: “the expected costs of delivery and initial care of a
baby weighing one kilogram at birth can exceed $100,000 (in year 2000 dollars). The
costs remain elevated even among babies weighing 2-2.1 kilograms; an additional
pound (454 grams) of weight is still associated with a $10,000 difference in hospital
charges for inpatient services.”* Also, at lower birthweights, the infant death rate
is higher.

On the other hand, problems associated with high birthweight have become
more recognizable. Abrevaya and Dahl (2008) state “babies weighing more than

4 kilograms (defined as high birthweight (HBW)) and especially those weighing

4 Appurtenant expenditures, such as radiological, pharmaceutical, respiratory, and laboratory
fees, greatly extend the costs of intensive care for LBW infants. (See, e.g., Behrman et al. (2007)).
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more than 4.5 kilograms (classified as very high birthweight) are more likely to re-
quire cesarean-section births, have higher infant mortality rates, and develop health
problems later in life.” Recent research also suggests giving birth to infants over 4.5
kilograms carries significant risks to both the infant and the mother; see, e.g., Cesur
and Kelly (2010) and Webb (2011) for more detailed discussions. Fetal disorders
such as shoulder dystocia, stillbirth, Erb’s palsy, jaundice, and respiratory distress
have been found to be more common in HBW infants in addition to greater levels
of obesity later.

Other studies on QTE include Abadie et al. (2002) and Chernozhukov and
Hansen (2005), which study treatment effects when they may not be monotonic
along the outcome distribution. Chernozhukov and Hansen (2006, 2008) investigate
a class of instrumental quantile regression methods for structural and TE models.
Imbens and Newey (2009) extend Newey et al. (1999), Pinkse (2000), and Blun-
dell and Powell (2003) to identification and estimation of a family of parameters,
termed structural quantile functions, and apply to the continuous treatments case.
Moreover, there is emerging literature on average treatment effects for continuous

variables, which includes Hirano and Imbens (2004) and Flores (2007).

1.5.1 Data

The United States natality data from the National Vital Statistics System (NVSS)
of Centers for Disease Control and Prevention (CDC) document nearly all births
in registered areas. The data in this study are the 2004 public use natality data of
Wisconsin.

For this study, we consider only live, singleton births (without missing values
of any characteristics used in the study) to new, white mothers that are not older
than 45, with less than five years of college, whose counties of occurrence (birthing)

and residence are the same. Birthweights have been found to differ across different
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ethnicities, numbers of babies at delivery, and so on. By using a more homogeneous
sample, we can focus more on the effects of birth inputs on the birthweights. This
results in a sample of 13,581 births. We emphasize that all the inferences done
using the sample should be applicable only for the subpopulation represented by
the sample choice.

Now we summarize the variables of interest. Out of 13,581 births, there are 6,508
females (proportion 0.4792), and 7,732 mothers are married (proportion 0.5693).
Table 1.1 displays statistics for birthweight (measured in kilograms), the mother’s
age, the mother’s weight gain during pregnancy (WG), number of cigarettes per day
(Cigarettes), number of prenatal care visits (No. Care), and the mother’s years of
education for the sample. And Figure 1.1 shows the distribution of the month of
first time prenatal care visits.

Our dataset is similar to “1st child” Washington and Arizona datasets of Abre-
vaya and Dahl (2008) for the variables that are directly comparable. The number of
observations are 45,067 and 56,201 for Washington and Arizona, respectively. For
example, the averages of the birthweights of Washington and Arizona data are 3.44
and 3.34 kilograms, respectively, while the average of the birthweights in Wisconsin
is 3.35 kilograms. The averages of the ages of Washington and Arizona are 25.27
and 25.23, respectively, while that of Wisconsin is 24.88. The averages of number
of prenatal care visits and education in Wisconsin are slightly lower than those of
Washington and Arizona. The proportion of male infants are similar for all the
births in the three states, but the proportion of married mothers in Wisconsin is

much lower than those of Washington and Arizona.

[Table 1.1 and Figure 1.1 about here]



Figure 1.1: Distribution of the Months of First Prenatal Care Visit
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Table 1.1: Summary Statistics

Birthweight Age WG Cigarettes No. Care Education
Min. 0.26 14.00  0.00 0.00 0.00 0.00
Ist Qu. 3.06 20.00 25.00 0.00 10.00 12.00
Median 3.37 24.00 33.00 0.00 12.00 13.00
Mean 3.35 24.88 34.20 1.10 11.80 13.02
3rd Qu. 3.69 29.00 42.00 0.00 14.00 15.00
Max 5.67 45.00  95.00 40.00 49.00 16.00
SD. 0.54 5.45 13.69 3.25 3.40 2.27

1.5.2 Estimation of Nuisance Parameter m,

The estimation strategy of nuisance parameters mo(u;t) := % in (1.5) and
(1.6) is the same for both the treatment effects of the mother’s age and weight gain
during pregnancy. In this section, we describe the details of the estimation procedure
using the first treatment effect model, i.e., the mother’s age, as an example.

The mothers’ ages in our sample range from 14 to 45 years old. Therefore, it is
natural to treat the mother’s age as a continuous variable in the interval [13,46]. For
the estimation of conditional distribution, we assume the relationship log (%) =
X," 0, + €;, where ¢; is independent of X; and has density N(0,02). The choice of
X is described in the following subsections. The log-ratio form of the dependent
variable makes mothers’ age to be limited to [13, 46]. This strategy is similar to
the one in the logit model where the probability is confined to [0, 1]. Therefore,
Zé%%,fj =: 7); follows log-normal distribution log-N (X", 02). The density of T'| X is

obtained by calculating the distribution function,

t—13
Forix(tle) =P(T <t|X =x) =P <77§ 16 t’X:w>

13
_F —
X (46—t|m)

P
log £=45 — azTBO)

0o

1 1
Jorix (t]) =¢>< o (t—13+46—t)’
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where ® and ¢ are distribution and density functions of a standard normal ran-

dom variable. For the conditional density of T X,Y, we assume the relationship

log <Z6:¥’> = U,'9¢ + ¢;, where ¢; is independent of U; and has density N(0, ).

Therefore, the conditional distribution function

log &8 —u'dg | 1 1 1
t — — - .
forp (thu) = ¢ ( < % (t ~13 16— t)

Hence, we have

log %—uTﬂo)
O s ek
fO(uvt) - - tgiifwTﬂo

forix (tlz) <—1°g4 h >g0 '

1.5.3 Empirical Results
Mothers’ Weight Gain during Pregnancy

The results regarding the mothers’ weight gain during pregnancy show evidence that,
after controlling for a mother’s characteristics chosen (i.e., age, marital status, years
of education, number of cigarettes per day, and the month of first prenatal care visit),
in general, greater weight gain during pregnancy leads to higher birthweight. Figure
1.2 reports the estimates of the average and selected quantiles of the birthweight
for different levels of the mother’s weight gain during pregnancy. From the figure,
we see that the slopes are relatively larger for low or high weight gain. The shape
of the curves resembles a simple cubic function with steeper slopes at the extremes.
This implies weight gaining generates higher birthweights at low and high levels
of weight gain. For low weight gains, the impact on the birthweight is higher for
upper quantiles and relatively mild for low quantiles. However, for the middle range
of weight gain, all the curves are relatively parallel. The disaggregated plots with
90% confidence bands are shown in Figure 1.3. The confidence bands in general are

relatively wider at the extremes of weight gain due to the sparsity of the data at
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Figure 1.2: Mothers’ Weight Gain during Pregnancy and Level of Birthweight
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The top and bottom horizontal lines represent the thresholds of high and low birth-
weight, respectively. The solid curve is the average of birthweights and the dashed
curves are the 90%, 75%, 50%, 25%, and 10% quantiles of birthweights.

the extremes.

Table 1.2 describes treatment effects for selected weight treatment effects. It
is divided according to the weight gain interval effects. The first part contains 20
pound effects. The second contains 40 pound effects, and so on until an 80 pound
interval. The results show that the impact of gaining weight is positive.

In summary, to produce an infant with healthy birthweight, mothers should gain
weight between approximately 20 to 40 pounds. The average birthweight is below
2.5 kilograms for mothers with weight gain less than around 10 pounds and is above
4 kilograms for mothers with weight gain more than around 80 pounds. It seems
optimal for pregnant women to gain between 20 to 40 pounds to lower the chances

of having LBW or HBW infants.
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Figure 1.3: Mothers” Weight Gain during Pregnancy and Level of Birthweight with

90% Confidence Bands
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weight, respectively.
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Table 1.2: Treatment Effects of Mothers” Weight Gain During Pregnancy

WG change | 10% Qt. 25% Qt. 50% Qt. 75% Qt. 90% Qt. Average
0-20 2.23 2.52 2.68 2.77 2.72 2.93
SD. 0.05 0.07 0.05 0.08 0.07 0.05
2040 0.37 0.28 0.23 0.25 0.25 0.30
SD. 0.04 0.07 0.06 0.08 0.08 0.06
40-60 0.21 0.20 0.20 0.20 0.23 0.22
SD. 0.05 0.07 0.06 0.09 0.09 0.07
60-80 0.25 0.25 0.28 0.31 0.37 0.30
SD. 0.05 0.08 0.07 0.10 0.11 0.08
040 2.99 2.80 2.91 3.03 2.98 2.83
SD. 0.03 0.02 0.02 0.02 0.02 0.02
20-60 0.57 0.48 0.43 0.46 0.48 0.52
SD. 0.04 0.03 0.03 0.03 0.03 0.03
40-80 0.45 0.45 0.48 0.51 0.60 0.51
SD. 0.05 0.05 0.05 0.05 0.07 0.05
0-60 2.80 3.00 3.11 3.23 3.20 3.04
SD. 0.02 0.02 0.01 0.02 0.02 0.01
20-80 0.82 0.74 0.71 0.77 0.85 0.81
SD. 0.03 0.03 0.03 0.04 0.06 0.03
0-80 3.05 3.25 3.39 3.54 3.57 3.34
SD. 0.02 0.02 0.02 0.02 0.05 0.02

Mothers’ Age

The QDRF of the mother’s age on birthweight is downward sloping. For a given
age, this negative impact becomes more severe for lower parts of the distribution
of birthweights. Although intuitive, this result complements existing results in the
literature with three advantages. First, our results can be interpreted as causal
effects. Second, we estimate the unconditional quantile and mean of the birthweight
for a range of the mothers’” age. Third, unlike using regression framework, our results
show that the treatment effects are not confined to be constant or a linear function
of ages.

In the current study of the mothers’ age, we control for marital status, years of

education, and number of cigarettes per day during pregnancy. It is important to
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note that although we are controlling for some characteristics of mothers, we are
estimating the unconditional treatment effects. The empirical results for treatment
effects of the mother’s age on birthweight reveal that the treatment effect is negative;
that is, as expected, the birthweight decreases as the mother’s age increases. Figure
1.4 plots the point estimates for the mean, 10%, 90%, and the three quartiles of
birthweights for mothers’ ages from 14 to 45. This impact of the mother’s age on
birthweight is negative for all the quantiles. However, for a given age, this impact
becomes more severe for lower parts of the distribution of birthweight. In particular,
the impact is very prominent for the 10% quantile of mothers after 40 years old.
The estimated average birthweight is downward sloping, and more negative at high
ages, which is different from the median and is probably capturing the effect of the
low quantile. On the other hand, the median birthweight is robust to this feature.

From the disaggregated figures (Figure 1.5) one can see that the 90% confidence
bands are narrower in the middle ages because there are more data for that age
range. In contrast, we can see that the confidence interval for 10% quantile at the
age of 45 is relatively wide.

Table 1.3 describes the treatment effects for selected age treatment effects. The
table is divided according to the age interval effects. The first part contains 5 year
effects. The second part contains 10 year effects, and so on, until a 30 year interval.
Most of them are statistically significant, and negative values show evidence that
aging is negatively related to birthweight. Finally, the effect is larger (in absolute
values) for the low part of the distribution of birthweights; for example, for a mother
aged 25 to 35 years the treatment effect is -0.08 at 10% and -0.05 at 90%.

In general, there are certain risks of having a baby when the mother is too young
or too old. Although on average the birthweight is within the “healthy range”
between 2.5 and 4 kilograms, our estimates show that mothers younger than 20

years are likely to have HBW infants, while mothers older than 44 years are likely



Figure 1.4: Mothers’ Age and Level of Birthweight
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The top and bottom horizontal lines represent the thresholds of high and low birth-
weight, respectively. The solid curve is the average of birthweights and the dashed

curves are the 90%, 75%, 50%, 25%, and 10% quantiles of birthweights.
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Figure 1.5: Mothers’ Age and Level of Birthweight with 90% Confidence Bands
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The thresholds for low and high birthweights are 2.5 kilograms and 4 kilograms,

respectively.
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to have LBW infants. Therefore, it may be prudent for women who plan to have
a baby to do so approximately between 20 and 44 years of age. To prevent female
teenagers from having unexpected babies, more education and other forms of help

may be needed.

1.6 Conclusion

In this chapter, we first study the identification of a dose-response function with
continuous treatment levels. In empirical studies, we usually have observational
data. Agents can choose the levels of treatment they desire. Under the ignorabil-
ity assumption, we derive moment conditions by which parameters of interest are
identified with observational data. Based on the moment conditions, we propose a
two-step estimator. Sufficient conditions are provided for the estimator to be consis-
tent, converge weakly, and be semiparametric efficient. We study hypothesis testing
procedures based on the two-step estimator. More specifically, we are interested
in testing the null hypothesis that a DRF §(t) = r(¢) with ¢ € T for known or
unknown r(t). Because the parameters are infinite dimensional and the weak limits
of test statistics are not standard, we use the bootstrap method when conducting
inferences. Finally, we apply our estimation methods to the study of unconditional
effects of mothers” weight gain during pregnancy and age on infants’ birthweight,

illustrating the usefulness of the new estimator.



Table 1.3: Treatment Effects of Mothers’ Age

Age Change | 10% Qt. 25% Qt. 50% Qt. 75% Qt. 90% Qt. Average
15-20 -0.08 -0.05 -0.03 -0.06 -0.03 -0.06
SD. 0.03 0.02 0.02 0.02 0.02 0.02
20-25 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03
SD. 0.05 0.03 0.03 0.03 0.04 0.04
25-30 -0.03 -0.03 -0.03 -0.03 -0.02 -0.03
SD. 0.06 0.05 0.04 0.04 0.05 0.05
30-35 -0.06 -0.03 -0.03 -0.01 -0.03 -0.03
SD. 0.08 0.06 0.05 0.05 0.06 0.06
35—40 -0.03 -0.03 -0.03 -0.02 -0.03 -0.04
SD. 0.11 0.08 0.07 0.07 0.07 0.08
40-45 -0.17 -0.11 -0.06 -0.08 -0.08 -0.11
SD. 0.32 0.15 0.11 0.10 0.10 0.16
15-25 -0.11 -0.08 -0.06 -0.08 -0.06 -0.09
SD. 0.02 0.02 0.01 0.01 0.02 0.01
20-30 -0.06 -0.06 -0.06 -0.06 -0.05 -0.06
SD. 0.03 0.03 0.02 0.02 0.03 0.03
25-35 -0.08 -0.06 -0.06 -0.04 -0.05 -0.06
SD. 0.05 0.04 0.03 0.03 0.03 0.04
30-40 -0.08 -0.06 -0.06 -0.03 -0.06 -0.07
SD. 0.08 0.06 0.05 0.04 0.05 0.06
35-45 -0.20 -0.14 -0.08 -0.10 -0.11 -0.15
SD. 0.30 0.13 0.09 0.08 0.08 0.13
15-30 -0.14 -0.11 -0.08 -0.11 -0.09 -0.11
SD. 0.02 0.01 0.01 0.01 0.01 0.01
20-35 -0.11 -0.08 -0.08 -0.07 -0.08 -0.09
SD. 0.03 0.03 0.02 0.02 0.02 0.03
25-40 -0.11 -0.08 -0.08 -0.06 -0.08 -0.09
SD. 0.06 0.04 0.03 0.03 0.03 0.05
30-45 -0.25 -0.17 -0.11 -0.11 -0.13 -0.18
SD. 0.28 0.11 0.07 0.07 0.07 0.12
15-35 020 014 011 012 011  -0.14
SD. 0.02 0.02 0.01 0.01 0.01 0.01
2040 -0.14 -0.11 -0.11 -0.08 -0.11 -0.13
SD. 0.05 0.03 0.03 0.02 0.02 0.03
25-45 -0.28 -0.20 -0.14 -0.14 -0.16 -0.20
SD. 0.27 0.10 0.07 0.06 0.06 0.11
1540 023 017 014 _ -0.14 014 _ -0.18
SD. 0.03 0.02 0.02 0.02 0.02 0.02
20-45 -0.31 -0.23 -0.17 -0.17 -0.19 -0.23
SD. 0.25 0.09 0.06 0.05 0.05 0.09
1545 040 028 020 023 022 029
SD. 0.22 0.07 0.04 0.04 0.04 0.07
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Chapter 2

Efficient Minimum Distance Estimator for

Quantile Regression Fixed Effects Panel Data

2.1 Introduction

Quantile regression is a valuable method of statistical analysis. Particularly, con-
ditional quantile methods are used to analyze how treatments influence the entire
outcome distributions of interest. Lately, there has been an increase in literature
on estimation and inference for fixed effects quantile regression panel data mod-
els (FE-QR). The FE-QR is designed to control for unobserved individual effects
while exploring a range of covariate effects, and therefore provides a more complete
method for the analysis of panel data. Koenker (2004) proposes a general approach
for estimation of FE-QR, which treats the fixed effects (FE) as common for all con-
ditional quantiles. Kato et al. (2012) rigorously derive the asymptotic properties of
the FE-QR estimator and establish sufficient conditions for consistency and asymp-
totic normality. For other recent developments, see e.g. Abrevaya and Dahl (2008),
Graham et al. (2009), Powell (2010), Canay (2011), Ponomareva (2011), and Rosen
(2012).

However, despite these favorable asymptotic properties, there are certain draw-
backs regarding the implementation of the FE-QR procedure in practice. The first
is computational. In least squares applications the usual strategy would be to trans-
form both the dependent and independent variables to deviations from individual
means, and then compute the parameters of interest from the transformed data.

For quantile regression this decomposition of projections is not available and one is
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required to deal directly with the full problem. In typical applications the number
of individuals can be large and FE-QR estimator involves optimization with a large
number of parameters to be estimated, which makes the problem computationally
cumbersome. Also, the computation of the variance-covariance matrix for inference
becomes utterly impracticable. Despite the favorable large sample properties of the
quantile estimators, practical inference using FE-QR is difficult to implement in
practice.

The present chapter attempts to address both the computational difficulties and
this finite sample problem without sacrificing the desirable asymptotic properties
of the FE-QR strategy. We propose a novel efficient minimum distance quantile
regression (MD-QR) estimator. The MD-QR is defined as the weighted average
of the individual QR slope estimators, with weights given by the inverses of the
corresponding individual variance-covariance matrices. We provide sufficient con-
ditions for consistency and asymptotic normality of the MD-QR when the number
of individuals, n, and the number of time periods, T', grow to infinity. The limit
theory allows for both sequential limits, where T — oo followed by n — oo, and
joint limits, where T',n — oo simultaneously.

There are certain advantages of the MD-QR over the FE-QR. First, the MD-
QR estimator presents an important advantage for applied researchers since it is
computationally attractive. It is easy to implement in practice, interpret, and repli-
cate. Estimation of FE-QR models for large samples can be very cumbersome.
Instead of estimating all the individual specific intercepts and the slope parame-
ters simultaneously as FE-QR, the MD-QR only solves regression quantiles for each
individual. This procedure is especially economical for large cross-sections, and
therefore computationally appealing. For the same reason, it is easier to estimate
the variance-covariance matrices. Thus, it is easy to carry inference for large sample

sizes. The numerical experiments confirm this assertion.
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Second, the MD-QR is more efficient than the FE-QR. In fact, the MD-QR is
the most efficient estimator in the class of minimum distance estimators, since its
weights are the inverses of the corresponding variance-covariance matrices of the
estimated parameters. To complete the argument, we show that the asymptotic
linear part of the FE-QR estimator is a weighted average of the QR slope estima-
tors. Therefore, FE-QR also belongs to the class of minimum distance estimators.
Indeed, the asymptotic variance-covariance matrix of FE-QR is larger or equal than
that of the MD-QR in the sense that the difference between the first and the sec-
ond variance-covariance matrices is positive semi-definite. We conduct Monte Carlo
simulations to evaluate the finite sample properties of the MD-QR and FE-QR esti-
mators. The results show evidence that both estimators are approximately unbiased.
In addition, the results indicate that MD-QR is more efficient than the FE-QR. We
also compare both methods in terms of computation speed, and for relatively large
samples the MD-QR is substantially faster. Finally, to illustrate the use of the pro-
posed methods in practice, we apply the developed methods to Fazzari et al. (1988)
investment equation model, where a firm’s investment is the dependent variable and
a proxy for investment demand (Tobin’s ¢) and cash flows are independent variables.
We document important heterogeneity in investment models. The results uncover
strong evidence of substantial heterogeneity in the sensitivity of investment to cash
flow across the conditional distribution of investment.

Another important contribution of the present work is to introduce the use of
sequential limits to study QR panel data models with FE. Phillips and Moon (1999,
2000) discuss and develop a framework for analysis of mean regression panel data
asymptotics with double indexed process for both sequential and joint limit theories.
In this chapter, we apply these methods to the study of both FE-QR and MD-QR.
Therefore, in addition to the results for the MD-QR with both sequential and joint

limits, we also provide new results for consistency and asymptotic normality of
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the FE-QR under sequential asymptotics.! The first insight from this analysis is
that the use of sequential limits substantially simplifies the formal derivation of the
asymptotic theory for both MD-QR and FE-QR. The second significant finding is
that, for the MD-QR estimator, the limiting distribution obtained under sequential
limits is shown to be equal to that derived under joint limits. In other words,
under the standard assumption available in the literature on the sample rate for
joint limits, the limiting distribution of the MD-QR under sequential limits is equal
to that under joint limits. We show that the same result also holds for FE-QR
estimator.

The minimum distance (MD) estimator dates back to Berkson (1944), Neyman
(1949), Taylor (1953), and Ferguson (1958), who, among others, aimed to produce
computationally tractable and efficient substitutes of maximum likelihood estima-
tors. Although very simple conceptually, MD estimation has been ingeniously used
by many scholars in statistics and econometrics since Malinvaud (1970) and Rothen-
berg (1973). The literature on MD is vast, hence we only list a limited set of exam-
ples: Amemiya (1974, 1976, 1978), Nagaraj and Fuller (1991), Lee (1992), Koenker
et al. (1994), Newey and McFadden (1994), Lehmann and Casella (1998), Moon
and Schorfheide (2002), and Lee (2010). The MD estimation is a flexible method-
ology and has also been applied to panel data problems, examples, among others,
include Chamberlain (1982, 1984), Ahn and Schmidt (1995), Hsiao et al. (2002),
Hsiao (2003), Lee et al. (2012), and Moon et al. (2012).

This chapter is organized as follows: Section 2.2 introduces the model and the
estimators. Section 2.3 studies the asymptotic properties of the MD-QR and FE-
QR when data are independent across individuals and independent and identically
distributed (i.i.d.) within each individual. Section 2.4 relaxes the i.i.d. assumption

to stationary (-mixing. The finite sample properties are examined in Section 2.5.

!The asymptotic distribution of the FE-QR under joint limits has been derived in Kato et al.
(2012).
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Section 2.6 provides an illustration, and Section 2.7 concludes the chapter.

2.2 The Model and the Estimator

In this chapter, we consider a quantile regression (QR) panel data model with fixed

effects (FE) as

QT(yit]:L‘it, Oéig(’/')) = Oéio(’/') + m;ﬁo(T) = Xi—trgio(T), t = 1, T, 7= 1, ., n, (21)

where y;; is the response variable, x; is a k dimensional vector of explanatory
variables, By (7) is the common slope coefficients, a;o(7) is the fixed effect parameter,
0i0(7) = (cin(7), Bo(7)") 7, and X} = (1,x,). The parameters can depend on the
quantile index 7 € (0, 1), however, since 7 is fixed throughout the chapter, we
suppress such dependence on 7 for simplicity when there is no confusion.

To estimate the QR model, Koenker (2004) considers the individual dummy
variables estimator, which is a natural analog of the dummy variables estimator
for the standard FE mean regression model. The fixed effects quantile regression

(FE-QR) estimator is the defined as follows

(@)= agmin 555 (g o - 218

(@.B)edrxs N = =

where o := (aq,...,0,)", pr(u) = {7 — L(u < 0)}u is the check function as in
Koenker and Bassett (1978), A is a compact subset of R, A™ is the product of n
copies of A, and B is a compact subset of R¥.

The fixed effect parameter «; raises the incidental parameter problem as first
noted by Neyman and Scott (1948). To overcome this drawback, it has become
standard in the panel QR literature, to employ a large n and T asymptotics (see

Koenker (2004) and Kato et al. (2012)). Motivated by the large time-series dimen-
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sion requirement in this literature, we propose a simple to implement and efficient
minimum distance QR estimator for panels with fixed effects.
We consider a minimum distance quantile regression (MD-QR) estimator, B,

defined as follows

n -1 5
Bup = <Z V;_l> Z Vi '8, (2.2)
=1 =1

where Bl is the slope coefficient estimator from each individual quantile regression
problem using the time series data, and V; denotes the associated variance-covariance
matrix of Bl for each individual.

However, in applications, the estimator Bup, defined in equation (2.2), is in-
feasible unless V; is known for every individual. The feasible estimator is defined
with each V; replaced by its corresponding consistent estimators Vi, such that the
MD-QR is given by

n -1 n
o - (30) 308, 23

i=1 i=1
The feasible two-step estimator can be implemented by obtaining, in the first step,
consistent estimates for the slope coefficients and their associated variance-covariance
matrices, Vi. One can obtain such estimates from the standard quantile regression
algorithm for each individual separately. In the second step, to compute the MD-QR
estimator, the estimated V;’s are substituted into (2.2) and treated as if they were

known to obtain (2.3).

In effect, the proposed MD-QR estimator is a product of a simple optimization

problem. The MD-QR is derived from the following set of restrictions

tn @ Bo—v =0,

where ¢,, denotes an n-vector of ones, and vy = (8, ..., 3,)y) " is a vector containing
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the slope coefficients from each individual. The n - k x 1 vector 4 contains the n
stacked auxiliary parameter vectors. The vector ¢, imposes (n — 1) - k restrictions
on g, and By is k x 1 vector of parameters of interest from (2.1). The idea is
that 4, consists of “reduced form” parameters from each individual regression, 3y
consists of “structural” parameters, and ¢, gives the mapping from structure to
reduced form. In other words, this restriction says that all the slope coefficients
from different individuals are the same. Thus, the quantile regression fixed effects

minimum distance estimator we propose results from the following minimization

~

8= arg ngin(’y —1@B) W(HF—1®0),

where 4 = (BI, s BJ )T, and W is a positive definite matrix. Under independence

across individuals, the optimization simplifies to

B = argmin Z(Bz - /B)TWi<Bi - B),

peB o

and the closed form solution of the MD-QR estimator is given by

n -1 5
8= (Z Wz> > Wi, (2.4)
=1 =1

which is given in equation (2.3) by replacing W; with the inverse of the estimated
variance-covariance matrix of the individual regression parameters, Vi_l.

Notice that by varying W; in (2.4) one obtains the class of minimum distance
estimators, denoted by M. A natural question is whether BMD is an “optimal”
combination of the regression quantiles. In other words, does B v p have the smallest
asymptotic variance-covariance matrix in M? It turns out that the optimal weights

are the inverse of the asymptotic variance-covariance matrices of the slope regression

quantiles. For a proof of the inverse of the covariance matrices being optimal weights,
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see Rao (1965, p. 48), Serfling (1980, p. 126), or Hsiao (2003, p. 65). Thus, the
answer to the posed question is that the estimator defined in (2.2) is most efficient
estimator among all the estimators that are linear combinations of the regression
quantiles.

Given the efficiency property of the ,C;'MD, it is important to show that MD-
QR is more efficient than the standard FE-QR. To accomplish this, we need to
demonstrate that BFE also belongs to M, and therefore, cannot be more efficient
than the optimal BMD. Below we show that both the FE-QR, ,QFE, and the MD-
QR, BMD, are (asymptotically) within the class of minimum distance estimators,
M.

Clearly, BMD belongs to M, with W; = Vfl. To derive the result that BFE
also belongs to M, let F;(u|X) be the conditional distribution function of wu; :=
vir — X} 0;0 given X;; = X, and have conditional density fi(u|X). Denote ~; :=
E[fi(0|z;)xy]/ fi(0) where f;(u) is the marginal distribution of w;, and I'; :=
E[f;(0|2:)xu (), —,)]. Now we show that Bpp is a linear combination of weighted
regression quantiles for each individual with W; = I';. Under regularity conditions
and if the diverging rates of n and T satisfy the conditions of Kato et al. (2012),

the FE-QR estimator has the representation

BFE_BOZ %‘_1 Fi) {%;;[T—l(uitSO)] (mit—')’i)}+0p<1>

— %ZFZ> {%Zriri_l%Z[T—l(uit§0)](£Bit—’yi)}—i—op(l)
-(13n) {ire - an.

Therefore, Brp = (% Yo Fi)_l % Yoy L,8; + 0p(1). Thus, it follows that
(asymptotically) Brp is a linear combination (weighted average) of QR slope es-

timator for each individual. As described previously, V; s are the optimal weights
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to combine ,éi, therefore I';’s cannot provide better weights. Hence, BFE cannot be

asymptotically more efficient than B MD-

2.3 Asymptotic Theory: i.i.d. within Individuals

In this section, we investigate the asymptotic properties of the MD-QR estimator
when both T and n go to infinity, both sequentially and simultaneously. For com-
parison and completeness we also provide parallel results for the FE-QR estimator.
The results for sequential asymptotics of the FE-QR are new in the literature.

The sequential asymptotics is defined as T' diverging to infinity first, and then
n. In the definition of the simultaneous asymptotics, T' and n tend to infinity at
the same time. We do not specify the exact relationship between n and 7', although
we maintain that 7' depends on n. For notational simplicity, we suppress this de-
pendence. For a detailed discussion on sequential and simultaneous asymptotics
for panel data, see Phillips and Moon (1999, 2000). In what follows, we adopt the
following notation: (7',n)s., — 00 means that first 7" — oo and then n — oo, while
(T,n) — oo means T and n tend to infinity simultaneously. To obtain the desired

results we make the following assumptions.

A1 {(yit, Xi)} is independent across i, and i.i.d. within each i.
A2 There is a constant M such that max;<;<r1<i<n || Xu|| < M.

A3 The parameter sets A and B are compact. For each § > 0,

€5 := inf inf F

1<i<n ||6]|=5

/0 X’Ie{Fi(stit) ~)ds| >0, (2.5)

where F;(s|X;;) is the distribution function of the innovations conditional on

the covariates.
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A4 The conditional density f;(u|X) is continuously differentiable for each X and
i. There exist 0 < O < Cy < oo such that f;(u|X) < Cp uniformly over
(u, X) and ¢ > 1, and f;(0|X) > Cp, uniformly over X and ¢ > 1; and there

exists C'y > 0 such that 1Y (u] X)| < Cy.

A5 There exists dg > 0 such that the smallest eigenvalue of ﬁl > §q, where Q; =

E[ X X,]].

Condition A1 assumes that the data are independent across individuals, and i.i.d.
within each individual. This condition is usual in the literature and the same as
assumption Al in Kato et al. (2012). Condition A2 assumes that the covariates are
uniformly bounded. This is also common in QR literature, and is imposed in A3 of
Koenker (2004) and condition (a) of Theorem 1 of Chernozhukov and Hong (2002),
among others. The compactness of the parameter set in condition A3 is usual and is
also assumed in Hahn and Newey (2004) and Fernandez-Val (2005). Inequality (2.5)
in Assumption A3 is an identification condition, the same as A3 of Kato et al. (2012).
The first three assumptions are used to guarantee the uniform consistency of the
regression quantiles across individuals. The uniform bound in A2 also guarantees
that ﬁi’s exist and have a uniform bound. Condition A4 restricts the smoothness and
the boundedness of the density of the innovations conditional on the covariates and
its derivatives. Condition Ab assures that 52; ! are bounded uniformly across i. Also,
the uniform upper and lower bounds of the continuous density functions together
with assumptions A2 and A5 guarantee that both fz =Ef(0| X)X X, and their
inverses are uniformly bounded across ¢. Therefore, the variance-covariance matrices
of the regression quantiles V; and their inverses are uniformly bounded. Note that,
unless n — oo, the uniform conditions across ¢ are not really restrictive.

In applications, the variance-covariance matrices are unknown and need to be
estimated. For the limiting theory where T" and n tend to infinity sequentially, we

make the following assumption.
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A6 V; =V, +0,(1) for each i as T — 0.

In the situation when n and T tend to infinity simultaneously, we impose the fol-

lowing condition.

A6V, = V;-—i—Op(T_l/Qhﬁl/z) for some h,, | 0 uniformly across ¢ and lim,,_,0 ”Tlc’% =

0 as n — oo.

Examples that satisfy condition A6 are suggested by Hendricks and Koenker
(1991) and Powell (1991). An example satisfying A6’ is

where U, =y — &; — a:th,é and K}, (+) is defined in Kato et al. (2012). For a study
of the convergence rate of the Powell’s kernel estimator, see Kato (2012).

Throughout the section, we study the properties of the feasible version of the
MD-QR estimator, which is defined in equation (2.3). The consistency of the MD-
QR and the FE-QR estimators are presented in Theorems 1 and 2, respectively. All
proofs are collected in the Appendix B.

Theorem 1.

1. Under conditions A1-A83 and A6, BMD 2 Bo as (T, n)seq — 00.

2. Under conditions A1-A3 and A6’, Bup - By as (T,n) — oo and l"% — 0.
Theorem 2.

1. Under conditions A1-A3, Bre 2 By as (T, n)5eq — 00.

2. Under conditions A1-AS3, ,@FE 2 By as (T,n) — oo and 10%" — 0.

One can notice that the conditions required for consistency of the MD-QR esti-

mator are similar to those of the FE-QR. This shows the close relationship between
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these two estimators. In addition, these results show that both estimators are con-
sistent for the parameters of interest, i.e., the QR slope coefficients in (2.1).

Next we provide results regrading the asymptotic normality of the MD-QR. and
the FE-QR estimators, under sequential and simultaneous limits. The results are
collected in Theorems 3 and 4 for the MD-QR and FE-QR, respectively.

Theorem 3. Let V :=lim,,_, (% > et Vz‘il)_l'

1. Under conditions A1-A6, as (T,n)seq — 00,
\ nT(BMD — Bo) 4 N(0,V).

1 (log n)045 2
0 T0.5

2. Under conditions A1-A5 and A6’, as (T,n) — oo and n?(log ) —

T

0;
V(B — Bo) > N(0,V).

Remark 2. One important conclusion from Theorem 3 is that the asymptotic vari-
ance of the feasible MD-QR estimator is the same as that of the infeasible MD-QR

estimator.

Theorem 4. Let I’ := lim,,_, % oIy, and V = lim,, % S E[(®y — i) (i —
i=1 =1

’Yz‘)T]~

1. Under conditions A1-A5, as (T, n)seq — 00,
V nT(BFE — Bo) KN N, 7(1 — 1)L yr ).

log n)045 2

log { 705

2. Under conditions A1-A5, as (T,n) — oo and ”2(1705") -0,

VnT(Brr — Bo) % N(0,7(1 — 7)TVT ).
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There are several important remarks to be observed from these results. First,
from Theorems 3 and 4, one can see that both BMD and ,[;'FE are v/nT consistent.
Moreover, under joint limits (part 2 of both Theorems 3 and 4), to ensure the
asymptotic normality, the requirements on the diverging rates of n and T are equal
for both estimators, and the same as that available in the literature, n?/T — 0 (see
Kato et al. (2012)).

Second, another interesting insight from the theorems is that, given the required
conditions, the limiting behavior of both estimators are identical under the different
limits. In particular, parts 1 and 2 of Theorem 3 show that the MD-QR has the
same limiting distribution for both sequential and joint limits. The analogous result
is shown in Theorem 4 for the FE-QR estimator, that is, FE-QR has same limiting
distribution under sequential and joint limits. This result is somewhat surprising
since a joint limit usually gives a more robust result than a sequential limit as stated
in Phillips and Moon (2000). We conjecture that the equality of the limiting distri-
butions under different limits is a result of the very stringent conditions required to
achieve asymptotic normality under joint limits.

Third, the mathematical proofs are greatly simplified for the sequential limits (as
shown in the Appendix B). In all the theorems above, we provide results for both
sequential and simultaneous asymptotics. For the sequential limits asymptotics,
we let T tend to infinity, and then n. This view of double indexes asymptotics
simplifies the proofs substantially, and provides valuable insights of the results,
although sequential limits could give deceptive asymptotic results. In contrast, the
view of simultaneous asymptotics is more general, although it is significantly more
difficult to obtain even with more stringent assumptions. In our case, the cost
is related to the requirements on the diverging rates of T and n. In the results
listed above, we note that for the simultaneous asymptotics, roughly speaking, the

best can be done is to require T tending to infinity faster than n2?logn. Thus,
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given the stringent requirement on the growth rate of 7" under the joint limits,
we believe the use of sequential asymptotics is an important tool and provides
useful approximations for QR panel fixed effects analysis, and dramatically decreases
the complexity of the proofs. The scope for the use of sequential asymptotics in
extensions of QR panel models with FE is large; for instance, censored, duration,
and survival models are examples of central models that remain to be formally
developed.

Finally, from the discussion in the previous section on optimal weights for MD
estimation, BMD is an appealing alternative estimator for QR models with fixed
effects, in the sense that BFE cannot be (asymptotically) more efficient than BMD.
Therefore, MD-QR estimator, together with its associated inference, is a compelling
alternative for practitioners since it is the most efficient estimator among the mini-
mum distance estimators class to which FE-QR estimator belongs.

Inference for the MD-QR estimator is simple. We now discuss the estimator
of the asymptotic covariance matrix. An easy-to-implement consistent estimator
of the variance-covariance matrix V described in Theorem 3 is (237", Vfl)_l.
Since V; is not known in general, consistent estimators V; used for the computation
of the MD-QR estimator could be plugged in. Therefore, a consistent estimator
V= (% > Vil)_l. One can notice that this matrix is simple to compute and
inference is specially easy for large cross-sections case. Inference for the FE-QR is

described in Kato et al. (2012).

2.4 Asymptotic Theory: Extensions to Depen-

dent Data

The i.i.d. requirement for data with in each individual is relaxed to stationary and

[-mixing. We still maintain that the data are independent across individuals. The
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following conditions are imposed for the MD estimator to have desirable properties.

B1 For each i, {(yi, Xi),t > 1} is stationary and [-mixing time series with (-
mixing coefficient ;(j). There exist constants a € (0,1) and B > 0 such that

sup;>1 3i(j) < Ba? for all j > 1.

B2 f; ;(u, u1+j|X1, Xi4;) is uniformly bounded with respect to all the four vari-
ables, where f; ;(u1,u14+;| X1, X14;) is the conditional density of (uy,u; )

given (X1, Xi115) = (X1, X145)-

Condition B1 relaxes the assumption of i.i.d. within each individual to that of
stationary S-mixing which is used in Kato et al. (2012) and is similar to Hahn and
Kuersteiner (2011). Condition B2 is needed because the data are not i.i.d. and we
need to impose a condition on the joint distributions.

The following two theorems are asymptotic results for stationary S-mixing data,
and are extensions of the theorems in Section 3.

Theorem 5.

1. Under conditions A2-A6 and B1-B2, we have BMD 2 By and
VT (Bup — Bo) 2 N(0,V).

as (T, n)seq — 00.

2. Under conditions A2-A6, and B1-B2, Byp = By as (T,n) — oo and 10%” —

2
0. In addition, if "2(1;5") log (log")o‘s‘ — 0, then

T0.5

VT (Bup — Bo) % N(0,V).

Theorem 6. Let T := lim,,_o = ; Ly, and V = limy,_o0 1 Zl\/ar[T_l/2 Z?ZI{T -

Luie < 0)} (@i — vi)]-



57

1. Under conditions A2-A5 and B1-B2, BFE 2 Bo and
VnT(Brr — Bo) % N(0,7(1 — 7)TVT ).

as (T, n)seq — 00.

2. Under conditions A2-A5 and B1-B2, BFE 2 By as (T,n) — oo and 10%” — 0.

In addition, if "2(1;gn)

2
log (105320'5‘ — 0, then

VT (Bre — Bo) = N(0,7(1 — )0V,

The results in Theorem 5 require condition A6 or A6’ to hold for stationary and

[-mixing data. An example of the estimator is

-1

T -1 T
1 i - (1 i
(T > Ko, (i) X X ) Qi (f > K, (i) X Xy ) :
t=1 t=1

where

(1 —17) T
A — T
Qi = 7 ;Xitxit

min{7T,T—j}

s (1_|LT") Y Wi S O~ Wi < 0 XX] |

1<]jI<my, t=max{1,—j+1}

as discussed in Remark 3.2, the proof of Theorem 3.2 of Kato and Galvao (2010).
Kato (2012) also studies the rate of convergence of the Powell’s kernel estimator for

stationary [-mixing data.
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2.5 Monte Carlo Simulations

This section conducts simulations to investigate finite sample performance of the
MD-QR estimator. For comparison purposes, we also report simulations for the

FE-QR estimator. We consider location and location-scale models as listed below
1. Location shift model: y;; = n; + By + €i,
2. Location-scale shift model: y;; = n; + By + (1 + 0.1xy) €y,

where z; = 0.31; + 2y, 2 ~ 1.1d.x3, n; ~ 11.d.N(0,1), and the innovations e;
follow a general distribution F. The correlation between 7; and x; makes the ran-
dom effects estimators to be inconsistent. We consider some selected F' distribution
functions as standard normal [N (0, 1)], t-distribution with three degrees of freedom
[t(3)], and x*-distribution with three degrees of freedom [x*(3)]. The slope param-
eter of interest is § = 1. Thus, in the location shift model, the parameters in
equation (2.1) are ayo = a;o(7) = n; + F~(7) and By(7) = 1. In the location-scale
shift model, a;p = (1) = 1, + F71(7) and Sy(7) = 1 + 0.1F(7)~!. We consider
several sample sizes and quantiles, where n € {50, 100,200}, T € {50, 75,100}, and
7 € {0.25,0.5,0.75}. The number of replications is 2,000 in all cases.

In the numerical study, we compute the MD-QR introduced above and the FE-
QR. For comparison, we also report results for the MD-QR estimator generated
with weights computed using the true sparsity function instead of the estimated
sparsity in the corresponding variance-covariance matrix. It is important to present
results for the MD-QR with the true sparsity to investigate whether the finite sample
performance of the estimator is affected by estimation of the sparsity function in
the weights.

We use the following abbreviations: “MDT” stands for MD-QR using the true
sparsity; “MDE” stands for MD-QR using the estimated sparsity; and “FE” stands

for the FE-QR estimator. For the MDE we estimate the sandwich variance-covariance
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matrix using kernel estimation, and set the bandwidth h = 1.3hyg, where hyg is
the Hall-Sheather bandwidth. Tables 2.1-2.3 report the bias and standard deviation
(SD) of the MDT, MDE, and FE estimators for the location model. Tables 2.4-2.6
report the analogous results for the location-scale model. Tables 2.7-2.12 report the
average, over the number of replications, of the estimated standard deviations of

each estimator.

2.5.1 Bias and SD Results

Table 2.1 reports the bias and SD of the estimators for the location shift model
with N(0,1) innovations. From the top panel, we see that the estimators are all
approximately unbiased, particularly when 7 = 0.5. Comparing the MDT and MDE,
we find that the bias of MDT is in general lower than or equal to that of MDE,
which is due to the estimation effect of the sparsity. However, this effect disappears
as the time dimension increases, and the results for MDE are very similar to those
for MDT. In addition, as expected, we observe that the bias decreases as T' increases
for all the estimators but not as n increases. This is due to the incidental parameter
problem discussed above. The SD’s are reported in the bottom panel. The results
support our claim that FE-QR cannot be more efficient than the MD-QR. MDT
has same SD as FE, and for two cases MDE has smaller SD than FE (7 = 0.25,
n =200, T'= 75; and 7 = 0.75, n = 200, T' = 50). Moreover, the SD decreases as
either T" or n increases. Although the size of n does not affect the bias of MD-QR
and FE-QR estimators significantly, it does improve the SD of the estimators.
Tables 2.2 and 2.3 report the simulation results for the location shift model
with #(3) and x*(3) innovations, respectively. From the results, we observe similar
patterns of the bias and SD for all the estimators. All estimators are approximately
unbiased, with bias reducing as T increases. In addition, there is evidence of smaller

SD for MDE relative to FE for 7 = 0.75 in the x?(3) case displayed in Table 2.3.



60

Table 2.1: Bias and SD of the QR Estimators of the Location Shift Model When
the Innovations Are N(0, 1)

T=20.25 T =0.5 T =0.75

n T | MDT MDE FE | MDT MDE FE | MDT MDE FE
Bias | 50 50 | 0.002 0.006 0.001 | 0.000 0.000 -0.000 |-0.002 -0.006 -0.000
751 0.002 0.005 -0.000| 0.000 -0.000 -0.000 |-0.002 -0.005 0.000

100 | 0.001 0.004 -0.000 | -0.000 0.000 -0.000 |-0.001 -0.004 0.000

100 50 | 0.002 0.006 0.000 | 0.000 0.000 -0.000 |-0.002 -0.006 -0.000
751 0.001 0.005 0.000 | -0.000 0.000 -0.000 |-0.001 -0.005 -0.000

100 | 0.001 0.005 -0.000 | 0.000 -0.000 -0.000 |-0.001 -0.005 -0.000

200 50| 0.002 0.006 0.000 | 0.000 -0.000 0.000 |-0.002 -0.006 -0.000
75| 0.002 0.005 0.000 | -0.000 0.000 -0.000 |-0.002 -0.005 -0.000

100 | 0.001 0.005 0.000 | 0.000 0.000 0.000 | -0.001 -0.005 -0.000

SD| 50 50| 0.011 0.011 0.011| 0.010 0.011 0.010 | 0.011 0.011 0.011
751 0.009 0.009 0.009 | 0.009 0.008 0.009| 0.009 0.009 0.009

100 | 0.008 0.008 0.008 | 0.007 0.007 0.008 | 0.008 0.008 0.008

100 50 | 0.008 0.008 0.008 | 0.007 0.007 0.007 | 0.008 0.008 0.008
751 0.006 0.006 0.006 | 0.006 0.006 0.006 | 0.006 0.006 0.006

100 | 0.006 0.006 0.006 | 0.005 0.005 0.005 | 0.006 0.006 0.006

200 50 | 0.006 0.006 0.006 | 0.005 0.005 0.005| 0.006 0.005 0.006
75| 0.005 0.004 0.005| 0.004 0.004 0.004 | 0.006 0.005 0.005

100 | 0.004 0.004 0.004 | 0.004 0.004 0.004 | 0.004 0.004 0.004

For the location-scale model, the results of bias and SD with N(0,1), ¢(3), and

x%(3) innovations are reported in Tables 2.4-2.6, respectively. Basically, they are

parallel to those for the location shift model. In general, MDT and MDE estima-

tors are approximately unbiased. The effects of estimation of sparsity disappear as

sample size increase, and the SD’s of the MD estimators are not larger than the

corresponding FE.

2.5.2 The Estimators of SD

Table 2.7 reports the average of the estimated SD of MDT, MDE, and FE estimators

for location shift model with N(0,1) innovations. We can see that the estimates of

the SD for MDT and FE are very close to the SD in the lower panels of Table

2.1, which implies that the estimators for the standard errors are approximately

unbiased. As for the MDE, the SD estimators slightly overestimate when T = 50.
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Table 2.2: Bias and SD of the QR Estimators of the Location Shift Model When
the Innovations Are ¢(3)

T =0.25 7 =0.5 7 =0.75
n T | MDT MDE FE | MDT MDE FE | MDT MDE FE
Bias | 50 50 | -0.002 0.004 -0.000 | -0.000 0.000 0.000 | 0.001 -0.004 -0.000
75 1 -0.001 0.004 -0.000 | -0.000 0.000 -0.000 | 0.002 -0.004 0.000
100 | -0.001 0.004 0.000 | 0.000 0.000 0.000 | 0.001 -0.004 -0.000
100 50 | -0.001 0.004 0.000 | -0.000 -0.000 0.000 | 0.001 -0.004 -0.000
75 1 -0.001 0.005 -0.000| 0.000 -0.000 0.000 | 0.001 -0.004 -0.000
100 | -0.001 0.004 -0.000 | -0.000 0.000 0.000 | 0.001 -0.004 0.000
200 50 | -0.001 0.005 -0.000 | 0.000 -0.000 0.000 | 0.001 -0.004 -0.000
75 1 -0.001 0.004 0.000 | -0.000 0.000 0.000 | 0.001 -0.005 0.000
100 | -0.001 0.004 0.000 | 0.000 -0.000 -0.000 | 0.001 -0.004 0.000
SD| 50 50| 0.015 0.013 0.014| 0.012 0.012 0.012 | 0.015 0.014 0.014
75| 0.012 0.011 0.012 | 0.009 0.009 0.009 | 0.012 0.011 0.011
100 | 0.010 0.010 0.010 | 0.008 0.008 0.008 | 0.010 0.010 0.010
100 50 | 0.010 0.010 0.010 | 0.008 0.008 0.008 | 0.010 0.010 0.010
751 0.008 0.008 0.008 | 0.007 0.007 0.006 | 0.008 0.008 0.008
100 | 0.007 0.007 0.007 | 0.006 0.006 0.006 | 0.007 0.007 0.007
200 50 | 0.007 0.007 0.007 | 0.006 0.006 0.006 | 0.007 0.007 0.007
751 0.006 0.005 0.006| 0.005 0.005 0.004 | 0.006 0.006 0.006
100 | 0.005 0.005 0.005| 0.004 0.004 0.004 | 0.005 0.005 0.005

But as T increases, the overestimation decreases, and almost disappears when T' =
200. (We did simulations for 7' = 200. To save space, we do not report this result.)
This reflects the requirement of the size of the time dimension for the estimation
of the SD. The standard deviations of the estimated SD of MDT, MDE, and FE
are all very close to zero, therefore we do not report them in tables to save space.
Tables 2.8 and 2.9 report the average of the estimated SD of MDT, MDE, and FE
estimators for location shift models with ¢(3) and x?(3) innovations, respectively, and
we observe similar patterns to Table 2.7. Results for the location-scale shift model
are reported in Tables 2.10-2.12, respectively. The results are parallel to those for
the location shift model. Overall, our simulations show that the estimators of the

SD are approximately unbiased.
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Table 2.3: Bias and SD of the QR Estimators of the Location Shift Model When

the Innovations Are x?(3)

T =0.25 7 =0.5 7 =0.75

n T | MDT MDE FE | MDT MDE FE | MDT MDE FE
Bias | 50 50| 0.013 0.014 0.000 | 0.011 0.010 0.000 | 0.009 -0.008 0.001
751 0.009 0.011 0.000 | 0.007 0.006 0.001 | 0.006 -0.013 0.000

100 | 0.007 0.008 0.000 | 0.006 0.004 0.000 | 0.004 -0.016 -0.001

100 50 | 0.013 0.014 0.001 | 0.011 0.010 0.000 | 0.009 -0.008 0.000
751 0.009 0.010 0.000 | 0.008 0.006 0.000 | 0.006 -0.013 -0.000

100 | 0.007 0.008 0.000 | 0.006 0.004 -0.000 | 0.006 -0.015 -0.000

200 50| 0.013 0.014 0.000 | 0.012 0.009 0.000 | 0.009 -0.008 0.001
751 0.009 0.010 0.000 | 0.008 0.006 0.000 | 0.006 -0.013 -0.000

100 | 0.007 0.008 0.000 | 0.006 0.004 -0.000 | 0.005 -0.015 -0.000

SD| 50 50| 0.015 0.016 0.015 | 0.022 0.022 0.022 | 0.033 0.031 0.034
751 0.012 0.013 0.012 | 0.018 0.018 0.018 | 0.028 0.026  0.028

100 | 0.011 0.011 0.011 | 0.015 0.015 0.015 | 0.024 0.022 0.024

100 50 | 0.011 0.012 0.010 | 0.016 0.015 0.016 | 0.023 0.021 0.023
751 0.009 0.009 0.008 | 0.012 0.013 0.013| 0.019 0.018 0.020

100 | 0.008 0.008 0.007 | 0.011 0.011 0.011 | 0.017 0.015 0.017

200 50| 0.007 0.008 0.007 | 0.011 0.011 0.011 | 0.017 0.015 0.017
75| 0.006 0.007 0.006 | 0.009 0.009 0.009 | 0.014 0.013 0.014

100 | 0.005 0.005 0.005 | 0.008 0.008 0.008 | 0.012 0.011 0.012

2.5.3 Estimation Speed

Estimation of FE-QR models can be very cumbersome. It is important for applied

researchers to have available estimators that are easy to implement and compute.

The MD-QR is expected to be computationally attractive to practitioners. Thus,

we report the computing time for the MD-QR and the FE-QR estimators and the

associated standard deviations. Since the computing speed varies and depends on

the computer and the software, the following table provides some parameters of the

hardware and software we use.

Processor Speed:

Memory:

2.93 GHz
16 GB

Processor Interconnect Speed: 4.8 GT/s

R version:

quantreg version:

2.14.1

4.77
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Table 2.4: Bias and SD of the QR Estimators of the Location-Scale Shift Model
When the Innovations Are N(0,1)

T =0.25 7 =0.5 7 =0.75

n T | MDT MDE FE | MDT MDE FE | MDT MDE FE
Bias | 50 50 | 0.006 0.018 0.001 | 0.001 -0.001 -0.000 | -0.006 -0.018 -0.001
75| 0.004 0.014 0.000 | 0.000 0.000 0.001|-0.004 -0.014 -0.001

100 | 0.003 0.011 0.001 | 0.000 -0.000 -0.000 |-0.003 -0.011 -0.001

100 50 | 0.006 0.018 0.001 | -0.000 -0.000 0.000 | -0.006 -0.018 -0.001
75| 0.004 0.014 0.001 | 0.000 0.000 -0.000|-0.004 -0.014 -0.000

100 | 0.003 0.010 0.001 | -0.000 -0.000 -0.000 |-0.003 -0.011 -0.000

200 50| 0.006 0.018 0.001 |-0.000 0.000 0.000 | -0.006 -0.018 -0.001
75| 0.004 0.014 0.001 | -0.000 -0.000 0.000 | -0.004 -0.013 -0.001

100 | 0.003 0.011 0.001 | 0.000 -0.000 0.000 |-0.003 -0.011 -0.001

SD| 50 50| 0.018 0.019 0.018 | 0.017 0.018 0.017 | 0.018 0.019 0.018
75| 0.015 0.015 0.015| 0.014 0.014 0.014 | 0.015 0.015 0.015

100 | 0.013 0.013 0.013 | 0.012 0.012 0.012 | 0.013 0.013 0.013

100 50 | 0.013 0.013 0.013| 0.012 0.012 0.012 | 0.013 0.013 0.013
75| 0.010 0.011 0.010 | 0.009 0.010 0.010| 0.010 0.011 0.011

100 | 0.009 0.009 0.009 | 0.008 0.009 0.008 | 0.009 0.009 0.009

200 50 | 0.009 0.009 0.009 | 0.008 0.009 0.008 | 0.009 0.009 0.009
75| 0.007 0.008 0.008 | 0.007 0.007 0.007 | 0.007 0.008 0.007

100 | 0.006 0.007 0.006 | 0.006 0.006 0.006 | 0.006 0.007 0.006

We report results from one replication of the above simulation where we estimate

a location model for one particular quantile (7 = 0.5) using different sample sizes.

We compare the time in terms of three quantities: user, system, and elapsed. “User”

represents the CPU time spent executing the user instructions of the calling process,

and “system” is the CPU time charged by the system on behalf of the calling process.

“Elapsed” is the most interesting and describes the time required for one replication

of the simulation. The durations (in seconds) of the MD-QR and FE-QR estimations

for sample sizesn = T € {10, 50, 100, 250, 500, 1000} are listed in the following table.
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Table 2.5: Bias and SD of the QR Estimators of the Location-Scale Shift Model
When the Innovations Are #(3)

7 =0.25 7=0.5 7 =0.75

n T | MDT MDE FE | MDT MDE FE | MDT MDE FE

Bias | 50 50 | 0.001 0.020 0.003 | 0.000 0.000 -0.000 |-0.001 -0.021 -0.001

75| 0.001 0.016 0.000 | 0.000 0.000 0.000 |-0.001 -0.018 -0.001

100 | -0.000 0.014 0.001 | 0.001 -0.001 -0.000 |-0.000 -0.014 -0.001

100 50 | 0.001 0.021 0.002 | -0.000 0.000 0.000 | -0.001 -0.021 -0.002

75| 0.000 0.017 0.001 | 0.000 0.000 0.000 |-0.000 -0.017 -0.001

100 | 0.000 0.014 0.001 |-0.000 -0.000 -0.000 |-0.000 -0.014 -0.001

200 50| 0.001 0.021 0.002 | 0.000 -0.000 0.000 |-0.000 -0.021 -0.002

75| 0.000 0.017 0.001 | 0.000 -0.000 -0.000 |-0.000 -0.017 -0.001

100 | 0.000 0.015 0.001 | -0.000 0.000 -0.000 |-0.000 -0.014 -0.001

SD | 50 50| 0.023 0.024 0.023 | 0.019 0.020 0.018 | 0.023 0.023 0.022

75 0.020 0.018 0.018 | 0.015 0.015 0.015| 0.019 0.019 0.018

100 | 0.016 0.016 0.016 | 0.013 0.013 0.013 | 0.016 0.016 0.016

100 50| 0.017 0.016 0.016 | 0.014 0.014 0.013 | 0.017 0.016 0.016

75| 0.013 0.013 0.013 | 0.011 0.011 0.010 | 0.013 0.013 0.013

100 | 0.011 0.011 0.011 | 0.009 0.010 0.009 | 0.011 0.011 0.011

200 50| 0.012 0.011 0.012 | 0.010 0.010 0.009 | 0.011 0.011 o0.011

75 0.009 0.009 0.009 | 0.008 0.008 0.007 | 0.010 0.010 0.009

100 | 0.008 0.008 0.008 | 0.007 0.007 0.006 | 0.008 0.008 0.008

MD-QR FE-QR

user system elapsed user system elapsed
n="T=10 0.04 0.00 0.04 0.01 0.00 0.01
n="1T =50 0.18 0.00 0.18 0.15 0.01 0.16
n=1T=10 0.39 0.01 0.40 1.99 0.07 2.06
n="T=25 1.19 0.06 1.25 111.94 1.08 113.07
n="1T=250 3.10 0.61 3.71 5035.23 10.29 5045.61
n="T =1000 | 9.92 6.88 59.29 | 144133.94 888.38 153419.38

From the table, one can see that as the sample sizes increase, the durations of

computing each of the estimators increase, although the increment is mild for MD-

QR, it is drastic for FE-QR. The large difference in the duration of computing

the estimates comes from the fact that FE-QR solves a single larger optimization

problem while MD-QR splits the data into smaller parts and estimate each of them
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Table 2.6: Bias and SD of the QR Estimators of the Location-Scale Shift Model
When the Innovations Are x?(3)

T =0.25 7 =0.5 7 =0.75
n T | MDT MDE FE | MDT MDE FE | MDT MDE FE
Bias | 50 50 | 0.022 0.024 0.000 | 0.017 0.003 -0.003 | 0.003 -0.064 -0.006
751 0.015 0.014 0.000 | 0.010 -0.002 -0.001 | 0.003 -0.063 -0.003
100 | 0.011 0.011 0.000 | 0.009 -0.005 -0.001 | 0.001 -0.055 -0.002
100 50 | 0.022 0.024 -0.000 | 0.015 0.002 -0.002 | 0.003 -0.062 -0.008
751 0.015 0.014 -0.000 | 0.010 -0.002 -0.001 | 0.003 -0.061 -0.003
100 | 0.011 0.011 -0.000 | 0.008 -0.004 -0.001 | 0.002 -0.056 -0.002
200 50| 0.022 0.023 -0.000 | 0.015 0.001 -0.002 | 0.004 -0.063 -0.006
751 0.015 0.015 -0.000 | 0.011 -0.003 -0.001 | 0.003 -0.062 -0.004
100 | 0.011 0.010 0.000 | 0.008 -0.004 -0.001 | 0.001 -0.055 -0.003
SD| 50 50| 0.025 0.026 0.024 | 0.036 0.038 0.035 | 0.054 0.051 0.055
751 0.020 0.021 0.019 | 0.029 0.029 0.028 | 0.045 0.044 0.045
100 | 0.017 0.018 0.017 | 0.025 0.026 0.025 | 0.040 0.040 0.040
100 50 | 0.017 0.018 0.017 | 0.026 0.026 0.025 | 0.039 0.036 0.038
751 0.014 0.015 0.014 | 0.020 0.021 0.021 | 0.032 0.031 0.032
100 | 0.012 0.013 0.012 | 0.018 0.018 0.018 | 0.028 0.027 0.027
200 50| 0.012 0.013 0.012| 0.018 0.019 0.017 | 0.027 0.026 0.027
751 0.010 0.011 0.010 | 0.014 0.015 0.015 | 0.022 0.022 0.022
100 | 0.008 0.009 0.008 | 0.013 0.013 0.013 | 0.019 0.019 0.020

individually.

A natural question that follows is whether the duration of the estimation is more
sensitive to T or n. The following table shows the durations (in seconds) for various
levels of T' when n = 100, and for various levels of n when T"= 100. From the table
one can see that the durations of computing both of the estimators are much more
sensitive to the size of n. Moreover, the sensitivity to the sample size is much lower
for MD-QR than for FE-QR.

Overall, the computing time of MD-QR is considerably smaller than that of
FE-QR estimator. When the sample size, especially n, is large there is a strong
preference toward the MD-QR estimator. Thus, we expect the MD-QR to be very
useful for applied scholars seeking to estimate QR panels with fixed effects under

relatively large cross-section dimension.
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Table 2.7: Average of the Estimated SD of the Location Shift Model When the
Innovations Are N(0,1)

7 =0.25 7 =0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50| 50| 0.011 0.021 0.011 | 0.010 0.021 0.011 | 0.011 0.021 0.012
751 0.009 0.014 0.009 | 0.008 0.015 0.009 | 0.009 0.014 0.009
100 | 0.008 0.011 0.008 | 0.007 0.012 0.008 | 0.008 0.011 0.008
100 | 50 | 0.008 0.015 0.008 | 0.007 0.015 0.008 | 0.008 0.015 0.008
751 0.006 0.010 0.007 | 0.006 0.011 0.006 | 0.006 0.010 0.007
100 | 0.006 0.008 0.006 | 0.005 0.009 0.005 | 0.006 0.008 0.006
200 | 50 | 0.006 0.010 0.006 | 0.005 0.010 0.005 | 0.006 0.010 0.006
75 1 0.005 0.007 0.005| 0.004 0.008 0.004 | 0.005 0.007 0.005
100 | 0.004 0.006 0.004 | 0.004 0.006 0.004 | 0.004 0.006 0.004

Table 2.8: Average of the Estimated SD of the Location Shift Model When the
Innovations Are t(3)

7 =0.25 7=0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50 | 50| 0.014 0.025 0.014 | 0.011 0.025 0.012 | 0.014 0.025 0.014
751 0.011 0.017 0.011 | 0.009 0.019 0.010 | 0.011 0.017 0.012
100 | 0.010 0.013 0.010 | 0.008 0.015 0.008 | 0.010 0.013 0.010
100 | 50 | 0.010 0.018 0.010 | 0.008 0.018 0.008 | 0.010 0.018 0.010
751 0.008 0.012 0.008 | 0.006 0.013 0.007 | 0.008 0.012 0.008
100 | 0.007 0.010 0.007 | 0.006 0.011 0.006 | 0.007 0.010 0.007
200 | 50 | 0.007 0.013 0.007 | 0.006 0.013 0.006 | 0.007 0.013 0.007
75 1 0.006 0.008 0.006 | 0.005 0.009 0.005 | 0.006 0.008 0.006
100 | 0.005 0.007 0.005 | 0.004 0.007 0.004 | 0.005 0.007 0.005

2.6 Application

In this section we apply the developed estimators to Fazzari et al. (1988) investment
equation model, where a firm’s investment is the dependent variable, and a proxy for
investment demand (Tobin’s ¢) and cash flows are independent variables. As stated
in Almeida et al. (2010), “following Fazzari et al. (1988), investment-cash-flow sen-
sitivities became a standard metric in the literature that examines the impact of
financing imperfections on corporate investment (Stein (2003)). These empirical

sensitivities are also used for drawing inferences about efficiency in internal capital
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Table 2.9: Average of the Estimated SD of the Location Shift Model When the
Innovations Are x?(3)

7 =0.25 7 =0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50 | 50 | 0.015 0.045 0.017 | 0.022 0.045 0.022 | 0.034 0.045 0.033
751 0.012 0.030 0.013 | 0.018 0.033 0.018 | 0.028 0.031 0.027
100 | 0.010 0.023 0.011 | 0.015 0.027 0.015| 0.024 0.025 0.023
100 | 50| 0.011 0.031 0.011 | 0.016 0.032 0.015 | 0.024 0.032 0.024
751 0.009 0.021 0.009 | 0.013 0.023 0.013 | 0.020 0.022 0.020
100 | 0.007 0.017 0.008 | 0.011 0.019 0.011 | 0.017 0.017 0.017
200 | 50 | 0.007 0.022 0.008 | 0.011 0.023 0.011 | 0.017 0.022 0.017
751 0.006 0.015 0.006 | 0.009 0.017 0.009 | 0.014 0.015 0.014
100 | 0.005 0.012 0.005 | 0.008 0.013 0.008 | 0.012 0.012 0.012

Table 2.10: Average of the Estimated SD of the Location-Scale Shift Model When
the Innovations Are N(0, 1)

7 =0.25 7=0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50 | 50 | 0.018 0.029 0.018 | 0.017 0.029 0.017 | 0.018 0.029 0.018
751 0.015 0.020 0.015 | 0.014 0.021 0.014 | 0.015 0.020 0.015
100 | 0.013 0.016 0.013 | 0.012 0.018 0.012 | 0.013 0.016 0.013
100 | 50 | 0.013 0.020 0.013 | 0.012 0.020 0.012 | 0.013 0.020 0.013
751 0.010 0.014 0.011 | 0.010 0.015 0.010 | 0.010 0.014 0.011
100 | 0.009 0.011 0.009 | 0.008 0.012 0.008 | 0.009 0.011 0.009
200 | 50 | 0.009 0.014 0.009 | 0.008 0.014 0.008 | 0.009 0.014 0.009
751 0.007 0.010 0.007 | 0.007 0.011 0.007 | 0.007 0.010 0.007
100 | 0.006 0.008 0.006 | 0.006 0.009 0.006 | 0.006 0.008 0.006

markets (Lamont (1997); Shin and Stulz (1998)), the effect of agency on corporate
spending (Hadlock (1998); Bertrand and Mullainathan (2005)), the role of business
groups in capital allocation (Hoshi et al. (1991)), and the effect of managerial char-
acteristics on corporate policies (Bertrand and Schoar (2003); Malmendier and Tate

(2005)).” Following the literature, the model in our application is

IKy = o; + 0qi + YOF Ky 4 w4y, (2.6)
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Table 2.11: Average of the Estimated SD of the Location-Scale Shift Model When
the Innovations Are ¢(3)

7 =0.25 7 =0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50 | 50 | 0.022 0.035 0.023 | 0.018 0.035 0.020 | 0.022 0.035 0.023
751 0.018 0.024 0.019 | 0.015 0.026 0.016 | 0.018 0.024 0.019
100 | 0.016 0.020 0.016 | 0.013 0.021 0.013 | 0.016 0.019 0.016
100 | 50| 0.016 0.025 0.016 | 0.013 0.025 0.014 | 0.016 0.025 0.016
751 0.013 0.017 0.013 | 0.010 0.018 0.011 | 0.013 0.017 0.013
100 | 0.011 0.014 0.011 | 0.009 0.015 0.009 | 0.011 0.014 0.011
200 | 50| 0.011 0.017 0.011 | 0.009 0.017 0.009 | 0.011 0.017 0.011
751 0.009 0.012 0.009 | 0.007 0.013 0.008 | 0.009 0.012 0.009
100 | 0.008 0.010 0.008 | 0.006 0.011 0.007 | 0.008 0.010 0.008

Table 2.12: Average of the Estimated SD of the Location-Scale Shift Model When
the Innovations Are x?(3)

7 =0.25 7=0.5 7 =0.75

n 7| MDT MDE FE | MDT MDE FE | MDT MDE FE
50 | 50 | 0.024 0.061 0.026 | 0.036 0.061 0.035 | 0.056 0.062 0.053
751 0.020 0.041 0.021 | 0.029 0.045 0.029 | 0.045 0.044 0.045
100 | 0.017 0.033 0.018 | 0.025 0.037 0.025 | 0.039 0.036 0.038
100 | 50 | 0.017 0.043 0.018 | 0.025 0.043 0.025 | 0.039 0.044 0.038
751 0.014 0.029 0.014 | 0.020 0.032 0.020 | 0.032 0.031 0.032
100 | 0.012 0.023 0.012 | 0.018 0.026 0.018 | 0.028 0.026 0.027
200 | 50| 0.012 0.030 0.012 | 0.018 0.031 0.017 | 0.028 0.031 0.027
751 0.010 0.021 0.010 | 0.014 0.023 0.014 | 0.023 0.022 0.023
100 | 0.009 0.016 0.009 | 0.013 0.019 0.012 | 0.020 0.018 0.019

where the quantity [K;; = I;;/K;;—1 and CFK; = CF,/K;;1 so that the base
capital stock comes from the previous period, with I denoting investment, K capital
stock, ¢ the average Tobin’s ¢, C'F' cash flow, « firm-specific fixed effect (FE), and
U error term.

However, although there is a consensus in the literature about the inclusion of
individual specific intercepts in investment equations, it is standard in the empirical
literature to impose an homogeneous response of Tobin’s ¢ and cash flow by esti-

mating conditional mean regression models. To investigate the potential different
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Table 2.13: Duration of the Estimations

MD-QR FE-QR

n =100 | user system elapsed user system elapsed
T =10 0.41 0.00 0.42 0.08 0.01 0.09
T =50 0.45 0.01 0.46 0.44 0.03 0.48
T =100 | 0.46 0.01 0.48 1.66 0.06 1.72
T =250 | 0.54 0.03 0.57 5.64 0.16 5.81
T =500 | 0.62 0.06 0.68 13.23 0.32 13.56
T =1000 | 0.79 0.23 1.03 29.42 0.71 30.17

T =100 | user system elapsed user system elapsed
n =10 0.05 0.00 0.05 0.01 0.00 0.01
n = 50 0.25 0.01 0.25 0.15 0.02 0.17
n =100 | 0.50 0.02 0.52 1.64 0.07 1.71
n =250 |0.99 0.07 1.06 39.76 0.40 40.21
n=>500 |2.13 0.07 2.19 | 703.81 1.78  705.52
n = 1000 | 4.57 0.43 5.00 | 8082.06 8.45 8089.07

types of heterogeneity in investment models we use the QR framework developed
in this chapter. QR panel data is used to analyze investment equations because
it allows for individual fixed effects, and most importantly, it allows exploring a
range of covariate effects. There are several compelling reasons to believe that the
sensitivity of investment to cash flow varies across quantiles. Firms that have more
volatile cash flow may not be as sensitive to cash flow in terms of investment. In
particular, increased investment will increase future expenses. Firms with large vari-
ances in cash flow may respond in a more tempered way to positive changes in cash
flow, believing that such changes can be mitigated by a negative shock in the future
periods. Moreover, firms may also exhibit heterogeneity in their response to q;-.
We seek to estimate the following quantile regression version of the baseline

equation described in (2.6). The conditional quantile functions are given by

Qrx,, (T|ou, @i, CFKy) = a;(1) + 0(7)qit + (1) CF Ky,

where the parameters of interest are 6(7) and (1), which are allowed to depend on
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the quantile 7.

2.6.1 Data Description

The dataset is from COMPUSTAT and covers 1970 to 2010. We follow Almeida and
Campello (2007) to collect the data. The sample consists of manufacturing firms
with fixed capital of more than $ 5 million (with 1976 as the base year for the cpi),
and the sample firms have growth of less than 100% in both assets and sales. Table
2.14 presents summary statistics for investment, cash flow, and ¢. For estimation
and robustness check, we break the sample into cases were there are data available
for the relevant firms between 35 and 40 years, more than 40 years, and more than
35 years. Each case in this breakdown allows us to estimate investment equations
for each individual firm in the sample, and then average the results to compute the

MD estimators. A comparison shows that these statistics are similar to those in

Almeida and Campello (2007).

Table 2.14: Descriptive Statistics

Variable Obs. Mean Std. Dev. Median Min Max

Investment 5596 0.211 0.126 0.184  0.003 1.208
35 <T <40 Cash Flow 5596 0.389 0.317 0.345 -2.509 5.042
q 2596 1.130 0.879 0910  0.323 16.026

Investment 4320 0.208 0.111 0.188  0.004 1.141
T > 40 Cash Flow 4320 0.417 0.311 0.363 -2.351 4.022
q 4320 1.147 1.002 0.931 0.304 18.342

Investment 9916 0.210 0.120 0.186 0.003 1.208
T > 35 Cash Flow 9916 0.401 0.315 0.353 -2.509 5.042
q 9916 1.137 0.934 0.918 0.304 18.342




71

2.6.2 Estimation Results

We estimate the above investment equation using FE quantile regression MD, and
FE mean regression MD.? The QR technique explicitly allows for heterogeneity
across the conditional quantile functions. The results for the estimated effects of
Tobin’s ¢ and cash flow are presented in Figures 2.1a-2.1c, for different samples.
The figures contain point estimates as well as 90% pointwise confidence bands for
both QR and mean estimates.

The results regarding the sensitivity of investment to cash flow are presented
in the left panels of Figures 2.1a-2.1c. The left panel of Figure 2.1a presents the
results for the sample with 35 < T' < 40 and shows positive point estimates for
both mean and quantile effects of cash flow on investment. The mean regression
estimate is represented by the horizontal straight line, which shows a positive effect
close to 0.11, and is statistically different from zero at usual levels of significance.
Figure 2.1a also shows that the QR effects are positive and increasing along the
quantile index 7. The coefficients are also statistically different from zero at usual
levels of significance. This finding uncovers several important features. Firstly, this
documents important heterogeneity on the response of investment spending to cash
flow along the conditional quantile function. Firms in different quantiles of the con-
ditional distribution of investment respond differently to marginal changes in the
cash flow. Secondly, this heterogeneous increasing effect across quantiles also indi-
cates that, for a fixed level of ¢, the variability of the investment spending across
the conditional distribution increases as the level of cash flow increases. Intuitively,
firms with larger cash flow are entitled to invest in a larger range in contrast to the
firms with smaller cash flow. Thirdly, Figure 2.1a shows evidence that the invest-
ment spending is more sensitive to cash flow (large magnitude of the coefficients)

for firms at high quantiles. The large coefficients for higher quantiles is an intuitive

2Mean regression MD is defined as the weighted average of the OLS slope estimators with the
corresponding inverse matrices as the weights.
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Figure 2.1: MD Estimators of the Quantile and Mean Regression
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result. The cash flow coefficient captures the potential sensitivity of investment to
fluctuations in available internal finance—after investment opportunities and indi-
vidual fixed effects are controlled for. Thus, the results show evidence that firms
with high levels of investment spending are in fact more exposed to and dependent
on fluctuations in internal finance. The left panels in Figures 2.1b and 2.1c¢ collect
the analogous results for samples with T" > 40 and T' > 35, respectively. The results
are qualitatively similar to those in Figure 2.1a.

The results for both mean and quantile estimates of the sensitivity of investment
to Tobin’s ¢ are presented in the right panels of Figures 2.1a-2.1c¢ for different
samples. According to the theory of investment equation, e.g., Fazzari et al. (1988),
and previous empirical studies, e.g., Kaplan and Zingales (1997), on average, the
investment demand has positive effect on the investment spending. This result is
verified in our estimations. The right panels of Figures 2.1a—2.1¢ show the significant
positive levels of the horizontal lines. The quantile estimates also show evidence that
there is positive effect of the investment demand on the investment spending across
the conditional quantile distribution of investment. Moreover, for all the three
samples, there is evidence that estimated QR effects are relatively stable and do not
vary much across quantiles. The QR point estimates are also relatively close to the
mean effect. Thus, we find evidence that firms have similar responses to changes of

investment demand across the conditional distribution of investment.

2.7 Summary

In this chapter, we study the asymptotic properties of the minimum distance esti-
mator (MD-QR) for the fixed effects quantile regression panel model. We establish
sufficient conditions for the consistency and asymptotic normality of the MD-QR
estimator under sequential and joint asymptotics. In addition, we derive new asymp-

totical results for the standard quantile regression fixed effects (FE-QR) estimator
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under the sequential asymptotics. We introduce the use of sequential limits to study
the asymptotic theory of quantile regression (QR) panel models with fixed effects.
This is an important innovation because it facilitates the derivation of the limit-
ing results and can be utilized in future works for other QR panel data models.
One important insight from the analysis of the two different asymptotics is that
the sequential limits substantially simplify the formal derivation of the asymptotic
properties of both MD-QR and FE-QR. In addition, the MD-QR has the same lim-
iting distribution under both sequential and joint limits. This result also holds for
the FE-QR estimator.

The MD-QR has significant properties. Firstly, it is efficient in the class of
minimum distance estimators. Secondly, it is computationally attractive. Monte
Carlo results show that both the bias and the standard deviation are relatively small.
Moreover, the great computing efficiency of the MD-QR estimator, especially when
n is large, provides strong incentive for practitioners to adopt it as opposed to the
FE-QR estimator.

There are many variants of the model that would extend the presented structure
for the MD-QR that we leave for future research. These include analysis and exten-
sion of the methods for other models as censoring and duration are also a critical
direction for future research. Applications to treatment effects models would be an

interesting environment for further development of these methods.
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Chapter 3

Testing Individual Slope Homogeneity in Quantile
Regression Panel Data Models with an

Application to Firm Capital Structure

3.1 Introduction

It is usual in applications of panel data models to impose a concomitant assumption
of heterogeneous individual specific intercepts and homogeneous slope coefficients
across individuals. The former condition has become standard in panel data models.
However, the latter constraint might be seen as excessively strong and has become
controversial as the availability of data increases. Heckman (2001) states “the most
important discovery [from the widespread use of micro-data is| the evidence on the
pervasiveness of heterogeneity and diversity in economic life.” Motivated by the
question on the benefits of pooling estimators wvis-a-vis heterogeneous estimators,
Baltagi et al. (2000) reinvestigate the advantages of pooling, and compare the per-
formance of the homogeneous and heterogeneous estimators in an empirical study
of cigarette demand. They conclude that pooled models outperform their hetero-
geneous counterparts. On the other hand, another branch of the literature uses
shrinkage methodology to investigate the same question, whether to pool the data
(see, e.g., Maddala and Hu (1996), Maddala et al. (1997), and Maddala et al. (2001)).
These models do not assume homogeneity of the slope coefficient, and thus allow for

heterogeneity across individuals.! Hsiao and Sun (2000) argue that if the individu-

! Another related literature includes random coefficient models. Swamy and Tavlas (2007) and
Hsiao and Pesaran (2008) are good surveys for these models. For a general discussion on the
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als do not share homogeneous coefficients, fixed effects estimation may not estimate
any parameters of interest; hence, in empirical work, it is important to use formal
tests to evaluate the conjecture of homogeneous coefficients across individuals.

There are several tests available in the literature for the hypothesis of slope
homogeneity across individuals for mean regression models. Pesaran et al. (1996)
propose an application of the Hausman (1978) testing procedure where the FE
estimator is compared with the mean group estimator. Phillips and Sul (2003)
suggest a “Hausman-type” test for slope homogeneity in the context of stationary
first-order autoregressive panel data models, where the cross-section, n, is fixed as
the time-series, 7', goes to infinity. Hsiao (2003) describes a variation of the Breusch
and Pagan (1979) test for the slope homogeneity, which is valid when both n and
T dimensions tend to infinity. More recently, Pesaran and Yamagata (2008) (PY
hereafter) propose a dispersion type test based on Swamy (1970) type test. PY
standardize the Swamy type test so that this dispersion test can be applied when
both n and T are large.

Motivated by the fact that formal tests for homogeneity of the slopes across
cross-sectional units in panel data models are an indispensable tool for practitioners
and also by the recent strong influence of QR panel data methods, this chapter
contributes to the literature by developing testing procedures for homogeneity of
the slope coefficients across individuals for FE QR models and a fixed quantile. A
panel data QR model with different coefficients across quantiles and individuals is
a flexible method since it is able to capture these two different sources of hetero-
geneity. In addition, when the individuals have heterogeneous slope coefficients,
FE QR estimation has the potential to be very misleading since it is attempting to
combine parameters in a fashion that may render the estimator inconsistent for any
population parameters. Thus, we propose two tests, a Swamy (S” ) and a standard-

~

ized Swamy (A) type tests, with the null hypothesis of slope homogeneity across

modeling of heterogeneity, see Browning and Carro (2007).
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individuals for a given quantile of interest. We derive the limiting distributions of
the tests under different asymptotic sample size conditions. In particular, we show
that under regularity conditions and the null hypothesis of the homogeneous slope
coefficients, S converges to a 2 distribution as T'— oo and n is fixed; and also A
converges to the standard normal distribution as both (7',n) — oo, sequentially and
jointly. Given these results, the critical values for a given level of significance are
tabled and widely available, and a prominent advantage of these proposed tests is
that they are very easy to implement in applications. When the null hypothesis of
homogeneous slope coefficients is rejected for some selection of 7’s, there is evidence
of heterogeneous covariate effects across individuals, and as a result using fixed ef-
fect quantile regression assuming homogeneous slope coefficients is inappropriate.
In addition, when the null is rejected by our formal tests, one could consider esti-
mation of a set of parameters for each cross-sectional unit, or perhaps a shrinkage
estimator could be entertained.

We conduct Monte Carlo simulations to evaluate the performance of the tests in
finite samples. The simulation results show evidence that the proposed tests present
empirical size that is very close the nominal size, and has good power performance.
The numerical experiments also confirm that the finite sample performance improves
with the sample size.

Finally, we illustrate the implementation of the proposed tests with a “target
leverage” model. Many empirical studies assume a homogeneous speed of capital
adjustment across firms (see, i.e., Flannery and Rangan (2006)). To investigate the
potential different speed of adjustment, we use the tests developed in this chapter.
As stated in Galvao and Montes-Rojas (2010), “QR panel data is a suitable tool
for analyzing the behavior of ‘target leverage’ models since it allows controlling for
individual specific intercepts, and most importantly, it allows exploring a range of

conditional quantile functions exposing a variety of forms of conditional heterogene-
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: 7

ity.” Thus, we contribute to the discussion by uncovering two important sources
of heterogeneity. Firstly, we test the common assumption in the literature of ho-
mogeneity of speed of convergence across firms. More specifically we test whether,
for a fixed 7th quantile, there is homogeneity across firms in the coefficient describ-
ing the speed of convergence. Secondly, we estimate the model for several different
quantiles and examine the heterogeneity across the distribution. The results show
evidence that, using our tests for selected quantiles and all the firms in the sample,
one is able to reject the null hypothesis of homogeneous slope coefficient across the
firms at usual levels of significance. In addition, we consider different subsets of the
firms to examine robustness of the results. When considering firms with similar fea-
tures, in particular a balanced panel of 31 years, one is not able to reject the null of
same speed of adjustment across firms for some quantiles. We also document large
heterogeneity in the speed of convergence across different parts of the conditional
quantile function.

The rest of the chapter is organized as follows. Section 3.2 describes and dis-
cusses the null hypothesis and the tests proposed. Sections 3.3 and 3.4 study the
asymptotic properties of the test statistics for static and dynamic models, respec-
tively. The Monte Carlo simulation results are reported in Section 3.5. In Section
3.6 we illustrate the new approach with an application to firm capital structure, and

Section 3.7 concludes the chapter.

3.2 The Null Hypothesis and the Proposed Tests

We consider a linear quantile regression panel model with n individuals and 7" time

periods for each individual as

Yio = X1 00 + €i(7) = awo + ), Bio +eu(t) t=1,....T;i=1,---,n, (3.1
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where y;; is the response variable for the ith individual at time ¢, X; is its corre-
sponding covariates with the first element being one, €;(7) is the error term whose
Tth quantile is zero conditional on Xy, and ;0 := (cuo, B;) " is a k + 1 vector of
coefficients. In general, the coefficients depend on the quantile index 7. Since 7 is
fixed throughout the chapter, we will suppress this dependence for notational sim-
plicity. The analogous version to equation (3.1) for the conditional quantile function

of the response variable y;; can be represented as

Qy (Tlmit) = X1 050 = cvig + 3, Bio.

For any given 7 € (0,1), we wish to test the following hypothesis of slope homo-

geneity across individuals

Hy : Bio = Bo

for some fixed vector By for all i, against the alternatives

Hy:Bio# Bjo 3 1,7

To implement the tests, the strategy is to estimate the quantile regression coef-
ficients using the time series for each individual, and then compare them with 3.
Under the null, the estimates for all individuals should be close to By. Therefore, a
large value of the differences of these estimates and 3, indicates that the null should
be rejected. However, in general, we do not observe the true coefficients By, and
thus we replace it with a weighted average of the estimates, B, from each individual.
Under the null, all the Bl should be close to each other, and to any weighted average
of those estimates.

More specifically, put 1,(u) := 7 — 1{u < 0}. Denote the slope regression
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quantiles for each individual i by Bl = Eéi, with

A~

T
1 T
0, := argmin T ; pr(yi — X, 0),

OcRk+1

E = [Ogx1|lexk], where p,(u) := wp,(u) as in Koenker and Bassett (1978). Define
the following minimum distance (MD) estimator which is a weighted average of the

slope regression quantiles
n -1 n
Bup = (Z v;1> > VB (3.2)
=1 =1

with XA/Z = E‘AZET, where ‘/N}, is a consistent estimator of the asymptotic variance-
covariance matrix of the regression quantiles XN/Z =7(1 - T)f; lﬁif; U with fz =
E[f:(0] X)X X,[] and Q; := E[X;;X]] if the data are i.i.d. within each individual.
The weighted mean of the BZ defined above is a minimum distance estimator with
weights being the inverse of the asymptotic variance-covariance matrices of the slope
regression quantiles. For a thorough discussion of the minimum distance estimators,
see Kodde et al. (1990), Newey and McFadden (1994), and Hsiao (2003). This
weighted average is the benchmark for the comparison of the ,éi’s in our tests.

Therefore, we propose a quantile regression version of the Swamy type test as

~

n

-1
S = Z <Bz - BMD)T (%) (Bz - BMD) )

=1

and also a standardized Swamy test as

. 18k
A:\/ﬁnm )

As it will be clear later, when T is large and n is fixed, S is asymptotically

X%n—l)k distributed. Therefore, E [%S} is approximately k£ and Var [%S] is approx-
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imately % In fact, under some mild conditions, the previous statement holds, and
the standardized Swamy test statistic can be approximated by a standard normal
random variable.

The intuition behind the tests is that under the null hypothesis S and A should
be close to zero. Under the null of homogeneity, all 3;, are the same. Thus, all
estimates ﬁz are close to each other and consequently to (39, which is estimated
by the weighted average BMD. Therefore, both S and A should be small. If there
is evidence that either S or A is large, we cast doubt that the null hypothesis of

homogeneity of the slope coefficients holds.

Remark 3. We use the minimum distance estimator BMD as the benchmark to con-
struct the test statistics in this chapter. The MD estimator simplifies the derivation
of the limiting distributions of the test statistics as shown in the proofs. However,
one could replace the MD estimator with the standard consistent FE-QR estimator,
BFE, introduced by Koenker (2004). The main results we present here still hold, at

the cost of lengthier proofs.

3.3 Asymptotic Properties of the Tests

In this section, we investigate the asymptotic properties of the proposed tests. For
the Swamy type test, we require n to be fixed and T to tend to infinity. For the
standardized Swamy test, we let both 7" and n go to infinity. We analyze both
sequential and simultaneous asymptotics in this case.

The use of large panel data asymptotics is common for testing slope homogeneity
in the mean regression literature, as in PY. The Swamy type test was originally
devised for panel data with small n and large T, while the standardized Swamy test
was devised for panel data with both n and 7' large.

In this chapter, there are two main reasons why we require large panels. First,

we need to consistently estimate 3, for each individual, and the data employed in
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its estimation relies only on the time dimension. Second, the benchmark parameter,
Bo, is estimated by BMD, which is an FE QR estimator. To achieve consistency of
BMD, it is also required that 7" tend to infinity. It is important to note that using
large panels is common in panel data FE QR literature (see Kato et al. (2012)).
In general, the FE QR estimator suffers from the incidental parameters problem
(Neyman and Scott (1948)), it is therefore essential to allow 7" to increase to infinity
to achieve for FE QR estimators .

We follow both the testing and the panel QR literatures and present results for

~

the limiting distribution of the Swamy test (S) as T — oo, and the limiting dis-
tributions of the standardized Swamy test (A) under two different asymptotics, T
and n tend to infinity sequentially and simultaneously. The sequential asymptotics
is defined as T' diverging to infinity first, and then n. In the definition of the simul-
taneous asymptotics, 7' and n tend to infinity at the same time. We do not specify
the exact relationship between n and 7', although we maintain that 7" depends on
n. For notational simplicity, we suppress this dependence. For a detailed discussion
on sequential and simultaneous asymptotics for panel data, see Phillips and Moon
(1999, 2000). In what follows, we adopt the following notation: (7,n)s, — o0
means that first 7' — oo and then n — oo, while (7,n) — oo means 7" and n tend

to infinity simultaneously. To obtain the desired results we use the assumptions of

Chapter 2 and present the asymptotic distributions of the test statistics.

Theorem 5. 1. Under Conditions A1-A6, we have g4 X%nq)k as T — oo and

n 1s fized,
2. Under Conditions A1-A6, we have A N(0,1) as (T,n)seq — 00;

3. Under Conditions A1-A5, and A6’, we have A % N(0,1) as (T,n) — oo,

logn
T

provided "21%] log d,* = 0, where 6,, =

Proof. See Appendix C1. O]



83

Theorem 1 provides the asymptotic distributions of S and A, and shows that it
is very easy to find the critical values for the two tests. Since S is asymptotically
X%n—l)  and Ais asymptotically normally distributed, the critical values for a given
level of significance are tabled and widely available. Therefore, implementation of
the proposed tests is simple. One computes the test statistics, S or A, sets the
level of significance, and finds the critical values from the corresponding tables. The
null hypothesis of homogeneity across individuals is rejected if the values of the test

statistics are larger than the corresponding critical values.

3.4 Extensions to Dependent Data

In this section, we study the test statistics for independent data across individu-
als but within each individual, the data are relaxed to stationary and [-mixing.
The mixing condition and the requirement on the joint conditional densities are in
Chapter 2.

The following two theorems are asymptotic results for stationary S-mixing data,

and are extensions of the theorems in Section 3.3.

Theorem 6. 1. Under Conditions A2-A6 and B1-B2, we have S 4 X%nq)k as

T — oo and n s fized;
2. Under Conditions A2-A6 and B1-B2, we have A % N(0,1) as (T, n)seqg — 00;

3. Under Conditions A2-A5, A6, and B1-B2, we have A K N(0,1) as (T,n) —

00, provided %| log 6> — 0, where 6, = V %"

Proof. See Appendix C1. O]
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3.5 Finite Sample Simulations

In this section, we investigate the finite sample properties of the tests proposed
above. We report empirical size and empirical power at nominal 5% level for
various pairs of n and 7. In particular, the simulations consider sample sizes
n € {10,25,50,100} and 7" € {50,100,200} and quantiles 7 € {0.25,0.50,0.75}.

The number of replications is 2,000.

3.5.1 Static Model

The static model under study is a location or a location-scale model as
Yir = o + Bivi + (1 + y2i)uy

fort=1,---, T and i =1,--- ,n. For the location model v = 0, and the location-
scale model v = 0.5. The innovations u;; are independent and identically distributed
(i.i.d.) with distribution function F,, and x; = 0.3a; + z;, where z; RS X3. For
the simulations, we use two distributions for F,,, a standard normal (N (0, 1)) and a
beta with shape parameters 2 and 6 (B(2,6)).

We would like to test the null hypothesis Hy : 8; = §; for all ¢, j € {1,--- ,n}

i—1
n—1

against H; : B; # B; for any i # j. In the simulations, we set a; = (which means
that «a; are uniformly distributed in the unit interval, and are fixed for different

replications as in Pesaran and Yamagata (2008)). Under the null, we set ; = 1 for

all 7; under the alternative 5; = 0.25 + for i < 5 and 1 otherwise.

o=

In the following tables, for any sample size combination we present results for
the empirical size (left panels) and empirical power (right panels). We collect results
for Swamy type test and A test for each case. In addition, for both location and

location-scale models, we report the results that use the true sparsity (for the three

quartiles), the estimated sparsity with adjusted Hall-Sheather bandwidth rule (for
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the median), and the estimated sparsity with adjusted Bofinger bandwidth rule (for

the median).

Testing with the Nonsandwich Form

We first investigate the location model (y = 0). When data are generated by a
location model, the sandwich form of the asymptotic covariance described previously
in V; simplifies to 7(1 —7)E(X: X))~/ f2(x,), where X;1 = (1,2:1)" and fy is the
density of Fy.

Table 3.1 displays the results for normal N(0,1) and beta B(2,6) innovations
with the true sparsity functions. From Table 3.1, we see that for all the three
quartiles, the empirical sizes are close to 5% and most of the empirical powers are
close to 100% if not 100%.

Tables 3.2 presents the empirical size and power for the N (0, 1) and B(2,6) inno-
vations with the adjusted Hall-Sheather and Bofinger bandwidths when estimating
the sparsity functions. We present results for models with two different bandwidths,
namely, the Hall-Sheather, h = 1.7Thggs, and the Bofinger, h = 1.8hg. The results
indicate that the tests have good sizes, with empirical sizes close to the nominal 5%,
and large power independent of the bandwidth choice. In addition, the results show
similar performance for both Hall-Sheather and Bofinger bandwidths for the differ-
ent sample sizes and innovations. Thus, the results are robust to the distributions

of innovations and sample sizes.

Testing with the Sandwich Form

Next, we investigate the performance of our tests under the location and location-
scale models. In particular, we focus on the sandwich form variance which is robust
to the location-scale model. Again, assuming that the true sparsity function is

known, we first study the empirical size and power. The results are listed in Table
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3.3.

Table 3.3 shows good empirical size and high power for the location and location-
scale models for N(0,1) and B(2,6) innovations and for the three quartiles. The
results for the sandwich form presented in Table 3.3 are analogous to those in Table
3.1. Thus, once again one can observe that most of the empirical sizes are close to
5% and most of the empirical powers are close to 100%, if not 100%. In addition,
one can observe that the results for the location model (v = 0) in Table 3.3 are
similar to those in Table 3.1. This shows evidence that estimation of the sandwich
variance in location models does not affect the size and power of the proposed tests.

Now, we report the simulation results with the sparsity being estimated. As
in the previous case we present results for two different choices of bandwidth. For
this exercise, for the location model, we set the bandwidths as h = 0.5hggs and
h = 0.4hp, and for the location-scale model, the bandwidths are given by A = 0.8hyg
and h = 0.6hp. The results are summarized in Table 3.4. The results suggest that,
in general, the empirical sizes are close to the nominal 5%. However, one can
observe that for small samples and HS bandwidth there is a slight size distortion in
both Swamy and standardized Swamy tests. But the size distortion disappears as
the sample size increases in both cases. The empirical power is again large for both
tests regardless of the sample size and distributions of innovations. Finally, as in the
previous case, the results given in Table 3.4 for the estimated sandwich variance are
comparable to those in Table 3.2. Therefore, there is evidence that the estimation

of the sandwich variance does not affect the properties of the tests.

3.5.2 Dynamic Model

In this subsection, we investigate the finite sample properties of the tests for a

dynamic model. We report empirical size and power at nominal 5% level for various
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pairs of n and T'. The model under study is a dynamic model as

Yit = 0 + BilYfir—1 + Ui

fort =1,....,7 and ¢ = 1,...,n. Innovations u; are i.i.d. with distribution function
F,. We set F, as a standard normal (/N (0, 1)) and a beta with shape parameters 2
and 6 (B(2,6)). In generating y;; we also set y; _49 = 0, drop the first 50 observations,
and use the last T" observations for estimation.

We would like to test the null hypothesis Hy : 5; = §; for all 4, j against H; :

Bi # B for any i # j. In the simulations, we set a; = ;l;fl Under the null, we
set §; = 0.5 for all 7; under the alternative 8; = 0.05 + 07'18/(;:? for i < 5 and 0.5

otherwise.

Tables 3.5 and 3.6 summarize the empirical size and power respectively. In Table
3.5, we use the true sparsity at the quantile index of interest. The empirical sizes
are around 5% for all the quartiles and both the errors, and the empirical sizes are
getting closer to 5% as T increases or when both n and T increase. The empirical
powers for the normal errors are in general higher than 70%; and the empirical
powers are higher than 50% in most cases for B(2,6) errors.

Table 3.6 reports the empirical size and power using the estimated sparsity with
adjusted Hall-Sheather and Bofinger bandwidths. In particular, we use bandwidths
h = 1.Thys and h = 1.8hpg, as in the static case. The results in Table 6 show
evidence that the empirical size is, in general, better when using 1.7hgs. But both
cases present reasonably good empirical sizes. The empirical powers are similar for

both bandwidths, and they are large, mostly higher than 90%.



93

000°T | 000°T |000T | 0OOT |000T | 000T |000T | 00O'T || I¥O°0 | T¥O'O | 8€0°0 | 800 | 800 | 0¥0°0 | 800 | ¥W0O | 00
000°T | 000°T | 000°T | 000°T |946°0 | LL6°0 |968°0| ¥06°0 | 9¢0°0 | 9¢0°0 | I¥0°0 | ¢¥0'0 | 0€0°0 | 0€0°0 | 9€0°0 | ¢v0O'0 | 00T | G40
9v6'0 | 9¥6°0 | 8LL'O | 8LL'O | 8LE0 | &8S0 | ¥9¥°0 | Y60 | €100 | €100 | €100 | <100 | #¢0°0 | ¥c0°0 | ¥#¢0°0 | L200 0S
000°T | 000°T | 000°T | 0OOT |000T | 000T |000°T | 00O'T | ¥€0°0 | ¥€0°0 | OPOO | TVOO | C¥00 | ¥PO0 | 9€0°0 | ¢¥0°0 | 00g
000'T | 000'T |000T| 000'T | 86670 | 8660 | 88670 | 8860 | 800 | 8200 | 0£0°0 | 0£0°0 | 8200 | 0£0°0 | 900 | OF00 | 00T | G0 | (9'D)d
000°T | 000'T | 8L6°0 | 660 | 8480 | 980 |8PL0 | 0LL0 | €100 | €100 | 0200 | 0200 | 6100 | 6100 | cc0'0 | 8200 0¢
000°T | 000°T | 000T | 0OOT |000T | 000T |000T | 000°T | 6€0°0 | 6€0°0 | 1¥0°0 | ¢¥00 | 9€0°0 | LE0°0 | €500 | 9500 | 00¢
000°T | 000°T |000T | 0OOT |000T | 000T |000T | 0OO'T || ¥€0°0 | ¥€0°0 | O¥O0 | O¥00 | C¥00 | ¥%00 | ¥¥0°0 | 9¥0°0 | 00T | SC0
000°T | 000°T |000T | 000'T |8L6°0| 860 |¥06°0| ¥I6°0 || 9100 | 9100 | ¢c00 | €200 | Lc00 | 8200 | ¥€0'0 | 9€0°0 0¢
000°T | 000°T | 000T | 0OOT |000T | 000T |000T | 000'T | 0S0°0 | €50°0 |8S0°0 | 0900 | €¥00 | ¥¥00 | c¥00 | 9¥0°0 | 002
000°T | 000°T |000T | 00O'T |6660| 6660 |c86°0| ¥86°0 | ¢¥0'0 | ¢¥0O0 | ¥S0°0 | ¥50°0 | €500 | 9500 | ¢¥0°0 | 8%0°0 | 00T | SL°0
6660 | 6660 | 7,60 | #L6'0 | T98°0 | 880 | 0€L°0 | 6FL°0 | €€0°0 | €€0°0 | €€0°0 | ¢€0°0 | 9¢0°0 | 9200 | 8€0'0 | 0V00 0s
000°T | 000°T |000T | 0OOT |000T | 000T |000T | 00O'T || 9%0°0 | 9¥0°0 | I¥O°0 | €¥00 | 6€0°0 | €¥0°0 | ¥¥#00 | 0500 | 00¢
000'T | 000'T |000T| 000'T | 000T| 000'T | 16670 | ¥66'0 | 8£0°0 | 8€0°0 | IG00 | 2S00 | €50°0 | GS0°0 | ¥PO'0 | 6700 | 00T | G0 | (T°‘0)N
000°T | 000°T | @660 | #7660 | 9660 | 0660 | 7080 | 6180 | 800 | 800 | 9€0°0 | LE00 | L&0°0 | T¥PO'O | 8E0'0 | €700 0¢
000°T | 000°T | 000T | 0OOT |000T | 000T |000T | 000'T | ¥S0°0 | ¥<0°0 | L¥O°0 | 8%0°0 | 8%0°0 | TG00 | 8%0°0 | ¥50°0 | 00
000°T | 000°T | 000T | 0OO'T |6660| 6660 |¥86°0 | ¥86°0 | 9¥0°0 | 9¥0°0 | 850°0 | 8G0°0 | G¥0°0 | 6¥V0°0 | 8%0°0 | LS00 | 00T | S0
866'0 | 866'0 | 7L6'0 | 7,60 | €980 | 6980 | ¥IL'0 | ¢€L0 | 0€0°0 | 0€0°0 | ¥€0°0 | ¥E€0'0 | ¢¥0'0 | €700 | I¥O'0 | 8F00 0¢
001 09 4% 0T 00T 0g <C 01 u'g
V | Awesg |y | fwesg |y | furemg |y | Auremg v 7 Auremg v 7 Auremg v 7 Auremg v 7 Auremg 2

Tomo J Teotardusgy

oz1g reotdury

‘uorjoun,| Aysredg oniy, pue WO YDIMPURSTON ()M UOIYeUT
-19SH "SO[IIRN() SsoIoe suoryeAouu] (9 z)g pue (T Q)N [IM [9POJN UOIIROOT OIURUA(] 10J oMo pue oZI§ [eotndwy :¢'¢ o[qe],



94

000°T | 000°T |000°T | 000°T |00OT | 000°T |000T | 000T | 060°0| &60°0 |8L0°0| 6200 |cl00]| ¥LOO | 9500 | <¢90°0 | 00G
000'T | 000°T | 000°T| 000'T |000T| 000T | @660 €660 | #OT'0| SOT'0 | %800 | €800 | FL0°0 | 9200 | 8900 | ¥.00 | 00T | (92)g
000°T | 000°T | €660 | €660 | 060 | 9060 | 08L0 | 9640 | ¥60°0 | ¥60°0 | €00 | ¥,L0°0 | 990°0 | 690°0 | 2900 | 690°0 04 ayg T
000°T | 000°T | 000°T | 00O'T | 000°T| OOOT |000T | 000T || ¢600]| €600 |¥800 | ¥8OO | 0L00 | €200 |0L0°0| 9400 | 00%
000°T | 000'T | 000°T| 000'T |000T| 000T | 6860 | 0660 || 2OT'0| 2OT'0 |90T'0 | 90T°0 |920°0 | 8200 | G900 | €00 | 00T | (T‘0)N
000°T | 000°T | 0660 | 0660 | 8I6°0 | 0¢60 | ¥6L0 | ¥080 | 00T°0 | 00T'0 | 980°0 | 8800 | €L0°0 | 9200 |¥#90°0 | ¥L0°0 09
000°T | 000°T | 000°T | 000'T | 000 T| OOOT |O000T | 000°T || 98070 | 980°0 |890°0 | 8900 | 8300 | 0900 |2s00| 0900 | 002
000T | 000°T | 000'T| 000'T | 8660 | 8660 | 6860 | 0660 || €600 | €600 | 600 | 1800 |TL00| LL00 | LS00 | €900 | 00T | (9°2)d
000°T | 000°T | 0660 | 1660 | 0060 | €060 | €440 | 0LL0 | 6400 | 0800 | ¥80°0 | ¥80°0 | #L0'0 | 92L0°0 | #50°0 | 090°0 09 SHyT
000°T | 000°T | 000°T | 000°T | 000°T| 0OOOT |000T | 000T ||c¥v0'0| €¥O'0 | 2900 | €900 | 9¥0°0 | 8700 |8EO0 | ¢¥0O'0 | 002
000'T | 000'T | 000°T| 000'T |000T| 000T | 0660 | T660 || L¥0°0| LVOO |8¥0°0 | 0500 |SP0O0 | 9¥0°0 | €00 | 6¥V0°0 | 00T | (T‘0)N
000°T | 000°T |¥#86°0 | ¥86°0 |<C680 | ¥680 | I¥L0 | 99L°0 | cv00 | ¢v00 | ¥PO0 | ¥PO°0O | 9¥0°0 | LVO'O | OVO'O | 9700 0§
001 U 4 01 001 0§ 4 01 UL
v Auremg v Awremg v Auremg v Auremg \Y 7 Auremg v 7 Auremg v 7 Auremg v 7 Auremg Yy

Iomo Teotarduy

az1g Teorrtdury

‘uorjouny Aysredg pojewi}s; pue WLIO] YOIMPUBSUON [HM UOIFRUI)SH
"SUOISSOI30Y] URIPAJ\ 10} suoryesouu] (9 ‘g)g pue (1 ‘0) N YIM [OPOJN UOIIROOT dTWRUA(] I0] IoMOJ pue ozIG [eotndwy :9°¢ o[qR],



95

3.6 An Application: Target Capital Structure Ad-
justment

In this section, we illustrate the testing procedure with an application to a study of
speed of capital structure adjustment. From the usual model in the literature, one
can compute this speed by subtracting the estimated autoregressive coefficient in the
dynamic model from one. With panel datasets, many studies assume that the speed
of capital adjustments are the same across firms. In a recent paper, Oztekin and
Flannery (2012) explore the potential heterogeneity in the coefficients of interest
by studing the relationship between the capital structure adjustment speeds and
the institutional determinants. To determine whether the institutional environment
significantly affects firms’ adjustment speeds, they estimate the partial adjustment
model of leverage for 37 countries allowing heterogeneity across countries.

We build on this literature by estimating a panel data QR model to study the ho-
mogeneity of the speed of capital structure adjustment. The proposed model allows
us to make two important contributions. First, we apply the tests proposed in this
chapter to test the standard assumption in the literature that imposes homogeneity
of speed of convergence across firms. More specifically, we test the null hypothesis
that, for a fixed 7, the coefficient describing the speed of convergence across firms
is homogeneous. Second, we estimate the model for several quantiles and examine
heterogeneity across the conditional distribution. Using the model of Flannery and

Rangan (2006), we have
MDRit_H = 50@ + th(éﬂ) + MDth(l - 5) + Uit (33)

where the coefficient ¢ is the adjustment speed toward the target, M DR;; is a firm’s
market debt ratio as a measure of leverage, and Xj; is a set of covariate.

In this study, our data are from the Compustat Industrial Annual dataset be-
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tween the year 1971 and 2005. Following existing literature, we drop financial firms
(SIC codes 6000-6999), regulated utilities (SIC codes 4900-4999), and non-profit
organizations (SIC codes greater than or equal to 9000). We exclude firm-years
with missing or negative value for fixed assets and sales, with missing or less-than-
ten-million 1983 dollar book value of total assets, and with growth rates of fixed
assets, sales, and book value of total assets greater than 100%. We also omit firms
that do not have enough variation in MDR: the ones with MDR mostly zero. The
log of total assets is adjusted to the 1983 dollar with the consumer price index from
the Bureau of Labor Statistics, as is in Galvao and Montes-Rojas (2010). The final
sample includes 255 firms with 25-31 years of data.

To study a range of covariate effects in equation (3.3), Galvao and Montes-Rojas

(2010) estimate the following model

Quipr,, (Tlai(T), MDRy_1, Xy_1) = ay(1) + p(T)MDRy_1 + X, _,3(7)  (3.4)

where p(7) = (1-9(7)), and X;; is a vector of regressors containing several covariates
such that X =(EBITTA, MB, DEPTA, LnTA, FATA, RDDum, RDTA) with the
following definitions.? “M DR: market debt ratio = book value of (short-term plus
long-term) debt/market value of assets. EBITTA: earnings before interest and
taxes, as a proportion of total assets; it is a measure of profitability. M B: market
to book ratio of assets—book liabilities plus market value of equity divided by book
value of total assets. DEPT A: depreciation as a proportion of total assets. LnT A:
log of asset size, measured in 1983 dollars x1,000,000, deflated by the consumer
price index. F'ATA: fixed asset proportion—property, plant, and equipment/total
assets. RDDum: dummy variable equal to one if red the firm did not report R&D
expenses. RDT A: R&D expenses as a proportion of total assets.”

It is standard in the literature to implicitly assume that in Model (3.4) the

2The computation with the Compustat reference is relegated to Appendix C2.
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autoregressive coefficients are all the same across firms for a given 7. However,
assuming that all the firms share the same p(7) implies that all the firms have the
same rate of adjustment of the market debt ratio. Intuitively, this assumption seems
unrealistic and might not hold for vastly different firms. For example, small firms
might have more difficulties in adjusting the market debt ratio in contrast to large
firms. So before we pool the data of the firms together, we should formally test the
assumption that all the firms share the same rate of adjustment.

Formally, the null hypothesis is

Ho : pi(7) = p(7)

for all 7 and some 7. We apply the suggested Swamy S and A tests to the data, and
thus supply formal tests for the assumption that all the firms share the same rate
of adjustment.

We first report estimates of a quantile regression model for each firm separately.
We estimate the model for several quantiles; in particular, 7 € {0.1,0.25,0.5,0.75,
0.9}. The descriptive statistics and the histogram of p;(7) are shown in Table
3.7 and Figure 3.1, respectively. This procedure could indicate whether there is
evidence of heterogeneity across the firms. From the results, one can see that, for
a given quantile, there is evidence of heterogeneity across individuals. This pattern
is common for all selected quantiles. Moreover, the histograms show that the mass
is relatively dispersed. Thus, the evidence provided in the table and figure casts
doubts on the assumption that all firms share the same rate of adjustment.

The next step is to apply formal tests to the data. We report results for Swamy
(S) and standardized Swamy (A) tests for the selected quantiles. We also provide the
minimum distance estimates defined in equation (3.2) (pap) for selected quantiles.

When estimating the variances, we use both HS and Bofinger bandwidths, with

h = 0.5hgs, h = 0.8hyg, h = 0.4hp, and h = 0.6hg. We implement our tests using
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Table 3.7: The Summary Statistics of p;(7) for All Firms

min  1st quartile Median Mean 3rd quartile max

T7=0.1 | -0.5107 0.1621 0.3531 0.3413 0.5100 1.0570
T =0.25 | -0.3297 0.2035 0.3834 0.3721 0.5508 1.0850
T=0.5 |-0.2421 0.2027 0.3811 0.3914 0.5972 1.3320
7=0.75 | -0.3854 0.1674 0.3827 0.3765 0.5873 1.4870
7=0.9 | -0.8164 0.1022 0.3254 0.3374 0.6071 1.1690

only the sandwich form to estimate the variances, since the Monte Carlo simulations
show evidence that the use of the sandwich variance does not affect the properties
of the tests. Table 3.8 reports the resulting test statistics. One can see that the null
hypothesis, namely, all firms share the same rate of adjustment, is strongly rejected
for both S and A tests for each 7. Thus, the formal tests reject the hypothesis
that all the firms share the same rate of adjustment. From this, although firms can
consider target debt ratio when making their decisions, the results from formal tests
provide evidence that the heterogeneity is too large for the researchers to assume
that firms share the same speed of adjustment. Hence, one should be cautious
when analyzing the results provided in the literature for polling estimates. Another
interesting feature described in Table 3.8 is the MD coefficients. The results show
that the speed of adjustment also varies substantially across quantiles. The highest
convergence speed is associated with high quantiles of debt ratio, about 70%. For
the median the speed is about 50%, and for the first decile around 60%. Therefore,
the exercise we conduct uncovers two new insights. First, we provide evidence of
strong heterogeneity in the rate of adjustment of the market debt ratio. Second,
there is also large heterogeneity and asymmetry in the speed of adjustment across
the quantiles of the conditional of debt ratio.

Reviewing Table 3.7, we find some unusual phenomena. The minima of p;(7) are
negative for all quantiles. In addition, some of the estimates are greater than 1. This

indicates that some of the firms do not converge to their target market debt ratios
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Table 3.8: The Test Statistics for All the Firms

h 0.5hns 0.8hys 0.4hg  0.6hp
pup | 0378 0381 0370  0.379
=01 | § | 611" 368" 7897 (2

A | 1557 4857 237 154+
pup | 0430 0417 0.442  0.426
7=025| S | 853 487  1080*** 737

A | 2627 10.17 36.57% 2147
pup | 0463  0.482 0461  0.473
=05 | S | 10207 660 1186*** 852**

A | 3357 17T 41.2%% 26.4
pvp | 0399 0395  0.401  0.398
T=075| S | 793 471%™ Q99*  GRT*

A | 2357 9387 3297+ 19,17+
pup | 0308  0.333  0.315  0.308
_ 686*** 460*** 893*** 681***
A | 18.87*  8.88%* 28.37* 18.9*

pup denotes the minimum distance estimator in equation(3.2). S is the Swamy
test, and A the standardized Swamy test. *p < 10%, *p < 5%, **p < 1%. The
10%, 5%, and 1% critical values for S are X35101 = 283.3, X354005 = 292.2, and
X§5470.01 = 309.4, respectively, and for A those values are zo1 = 1.28, 2905 = 1.64,
and zp0; = 2.32, respectively.

7=20.9

nn
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Table 3.9: The Summary Statistics of p(7) for All Firms with 0 < p;(7) < 0.97

min  1st quartile Median Mean 3rd quartile max

7=20.1 | 0.0409 0.2790 0.4026  0.4229 0.5602 0.8669
7 =0.25| 0.0123 0.2904 0.4582  0.4427 0.5881 0.9362
7=20.5 | 0.0092 0.2924 0.4441  0.4567 0.6280 0.9638
7=0.75 | 0.0146 0.3080 0.4458  0.4628 0.6255 0.9564
7=20.9 | 0.0043 0.2983 0.4399 0.4601 0.6367 0.9688

for various reasons. To avoid the unit root problem and lack of convergence, we drop
the firms with p;(7) > 0.97 and p;(7) < 0 Thus, as a robustness check, to study
rates of convergence to the target market debt ratios, we drop those unusual firms.
As a result, we obtain a sample with 164 firms. Table 3.9 shows the descriptive
statistics, and Figure 3.2 presents the histogram of the estimated p;(7).

After dropping the unusual firms, the mean and median are slightly larger than
those in the previous case. The histograms also show great dispersion of the esti-
mated p for all quantiles. Formal tests for the null of homogeneity across individuals
are reported in Table 3.10. The results for Bofinger bandwidth strongly reject the
null hypothesis that the firms share the same rates of adjustment for all quantiles.
The results regarding 0.5hys also reject the null for all quantiles. However, the re-
sults for the 0.8h g are mixed. The tests only reject the null hypothesis for 7 = 0.25
and 7 = 0.5. These results somewhat show that after we selected a more homoge-
neous sample by excluding unusual firms, it is possible to observe homogeneity for
restricted parts of the distribution. Further evidence of an increase in homogeneity
is given by the MD estimates. One can observe from Table 3.10 that the estimates
of speeds of convergence do not vary as much as in the previous case across the
quantiles.

Lastly, we attempt to test the null hypothesis for a set of firms that are in
principle even more homogeneous. To this end, we choose firms that survive for

an extended period of time. We work with a balanced panel containing only firms
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Table 3.10: The Test Statistics for All the Firms with 0 < p;(7) < 0.97.

h 0.5hys 0.8hgs 0.4hp  0.6hp

pup | 0416 0423 0410 0.417

=01 | § | 259 145 = 335%%  254***
A [ 523%  _1.04  9.46* 4.99

pvmp | 0435 0439  0.434  0.437
7=025| S | 3547 201 4437 304*
A ] 1057 2,027 1540 773

pup | 0.455  0.455  0.456  0.455

=05 | S | 3737 214 4477 200"
A | 115" 277" 156 6.98***

pvp | 0465 0463 0.463  0.466

=075 S | 263 164 321" 230"
A | 546" -0.01  8.69** 3.64**

pup | 0442 0450  0.443  0.443

7=09 | S | 221%™ 149 = 302" 218
A | 3157 082 T.60"* 3.01**
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pup denotes the minimum distance estimator in equation(3.2). S is the Swamy
test, and A the standardized Swamy test. *p < 10%, *p < 5%, **p < 1%. The
10%, 5%, and 1% critical values for S are x3g;01 = 186.5, 243005 = 193.8, and
X%63,0.01 = 207.9, respectively, and for A those values are zo1 = 1.28, 2905 = 1.64,
and zp0; = 2.32, respectively.
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Table 3.11: The Summary Statistics of p;(7) for All Firms with 0 < p;(7) < 0.97
and 7" = 31.

min  1st quartile Median Mean 3rd quartile max

7=0.1 | 0.0622 0.2544 0.3751  0.4051 0.5429 0.8284
7 =0.25| 0.0748 0.2503 0.3946  0.4090 0.5118 0.9362
7=0.5 | 0.0092 0.2408 0.4209 0.4241 0.6139 0.9638
7=20.75|0.0913 0.2814 0.4034  0.4265 0.5756 0.8459
7=09 | 0.0125 0.2569 0.3637  0.4001 0.5195 0.9455

that are in the sample for thirty-one years, T'= 31. The rationale is that the firms
with the same life-span (assuming that the data availability reflects the life-spans
of the firms) might share similar features. So, we restrict the sample to firms with
0 < pi(7) < 0.97 and T' = 31. The new sample contains 73 firms. Table 3.11 and
Figure 3.3 report the descriptive statistics and the histogram, respectively. The
mean and median are similar to the last case, and the histograms show that the
mass is not concentrated at any value.

Formal tests are conducted using the new sample, and the test statistics are
reported in Table 3.12. The results are mixed. For the top of the conditional distri-
bution of debt ratio (7 = 0.9) all tests do not reject the null hypothesis of common
slope, but S which is significant only at 10%. Thus, there is evidence that for high
quantiles the firms behave similarly and adjust to the same target. For the remain-
ing quantiles, all the tests agree in rejecting the null but when h = 0.8 Hyg. When
performing the test with HS bandwidth and h = 0.8 Hyg the tests do not reject the
null of slope homogeneity with the exception of the median, which rejects at 5% level
of significance. This result indicates that when using a more homogeneous sample,
as expected, it is possible not to reject the hypothesis that firms have same rate of
adjustment of the market debt ratio. Finally, one can see from Table 3.12 that the
MD estimates are very homogeneous across quantiles. Thus, for more homogeneous

firms, we have evidence of homogeneity in both individual and quantile dimensions.
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Table 3.12: The Test Statistics for All the Firms with 0 < p;(7) < 0.97 and T' = 31.

h 0.5his 0.8hgs 0.4hp  0.6hp

pup | 0402 0412 0.389  0.403
=01 | § | 151 84 196 147
A ] 646" 094  10.2%* 6.16*

pup | 0414 0414 0417  0.414
=025 S | 1407 78 183 117
A | 558 044 9.07  3.65**

pup | 0418  0.420 0.418  0.418
=05 ] S | 173* 100"  203"* 133
A | 825 2207 10.8"* 5.00**

pup | 0426 0422 0427  0.424

T=075| S | 112" 67 138 96+
A | 319" 048 5417 1.88*

pvmp | 0.374 0392 0.361  0.376

T=09| S 76 61 90* 75
A 025  -1.00 144  0.19

pup denotes the minimum distance estimator in equation(3.2). S is the Swamy test,
and A the standardized Swamy test. *p < 10%, *p < 5%, **p < 1%. The 10%, 5%,
and 1% critical values for S are x7,0, = 87.7, X35,0.05 = 92.8, and X350, = 102.8,

respectively, and for A those values are zp; = 1.28, 2905 = 1.64, and zg9; = 2.32,

respectively.



107

3.7 Conclusion

We have proposed Swamy and standardized Swamy (A) tests for the null hypothe-
sis of slope homogeneity for the panel data fixed effects quantile regression model.
These tests are important tools for practitioners, since they allow researchers to
investigate the poolability of individual slopes in FE QR framework, for selected
quantiles. We have derived the limiting distribution of the tests for large panels un-
der sequential and joint asymptotics. The interpretation of the test results is simple.
If the tests do not reject the null hypothesis of slope homogeneity across individuals,
one could estimate the standard fixed effects panel data model, e.g., implementing
FE QR estimation (Koenker (2004)). On the other hand, if our tests reject the null
hypothesis, one could estimate the parameters of interest using data for the individ-
uals; for instance, estimating individual quantile regressions using the time series
data. We have conducted a finite sample study, and suggested potential bandwidths
for estimating the nuisance parameters when using our proposed tests. Finally, we
have illustrated the tests using a panel dataset of the firms’ financial variables. We
reject the null hypothesis of the equality of the rates of capital structure adjustment

across firms.
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Appendix A

In Appendix Al, we provide asymptotic properties of a generic Z-estimator. More
specifically, we describe the model, provide conditions, and state results. The proofs

are collected in Appendix A2.

Appendix Al: Asymptotic Results for Generic Z-
Estimators

Let © and £ denote Banach spaces, and H a norm space. Let Z, : © x H +— L,
Z : © xH — L be random maps and a deterministic map, respectively. We suppress

the dependence of Z on n for simplicity. The Z-estimator 0 is defined as the root of

where h is a first step estimator of a possibly infinite dimensional nuisance parameter.
This general theory is an extension of Theorem 1 of Chen et al. (2003) in that the
parameter of interest is a Banach valued quantity instead of a Euclidean vector, and
of Theorem 3.3.1 of van der Vaart and Wellner (1996) to the model with a nuisance

parameter.

Consistency

We first derive a general consistency result for a Z-estimator in a Banach space. To
obtain the consistency of the generic Z-estimator, we impose the following condi-

tions.

C.1 [1Z(8. )|z = oy (1)-
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C.2 ||Z(0,, ho)||z — 0 implies 6,, — O for any sequences 6,, € O.
C.3 Uniformly in § € ©, Z(0, h) is continuous at hy.
C.4 ||h = hl|,, = 0,-(1).
C.5 For all sequences 9, | 0,

sup = 0,«(1).
o o T2, WTe + 12, e~ %Y

Condition C.1 requires that 6 solves the estimating equation ||Z(0, iL)HE =0
only asymptotically. Condition C.2 is an identification of the parameter. Condition
C.3 is a smooth assumption of Z in h only at hy. Condition C.4 requires that
the nuisance parameter is consistently estimated. Condition C.5 is a high level as-
sumption and can be stated in more primitive conditions for specific cases. Further,

condition C.5 is implied by the following uniform convergence condition of Z to Z.

C5S For any sequences 6, J. 0,

sup [|Z(8, k) — Z(6, )] = o, (1).

0€0,||h—hol|2<dn
This set of conditions are similar to conditions of Theorem 1 of Chen et al. (2003).
The following lemma summarizes the consistency of a generic Z-estimator.

Lemma 1. Suppose that 0y € © satisfies Z(0p, ho) = 0 with hy € H and that
conditions C.1-C.5 hold. Then || — 6y||e = 0,-(1).

Proof. See Appendix A2. m

Weak Convergence

Now we provide a general result for the Z-estimator. For the proof of weak conver-

gence of the Z-estimator, consistency is assumed without loss of generality. Therefore
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the parameter space is replaced by ©5 x H;s where O5 := {6 € © : ||0 — by|lo < 0}
as in Chen et al. (2003) and Hs :={h € H : ||h — hol||u < 0}.

Because the parameter spaces are a Banach and a normed space, we need a
notion of derivatives for maps from a Banach or a normed space to a Banach space.
Let © and IL denote Banach spaces, and H a normed space. Fréchet differentiability
of amap ¢ : © — L at § € © means that there exists a continuous, linear map

¢p : © — L with

[19(0 + hn) — ¢(0) — ¢y () |

— 0
|7 ]|

for all sequences {h,} C @ with ||h,|| — 0 and 6+ h, € O for all n > 1; see p. 26 of

Kosorok (2008). Pathwise derivative of a map ¢ : H+— L at h € H in the direction

[h — h] is

o [ h] = tim 2 o(h —h)) — ¢(h)

0—0 0

with {h 4+ o(h — h) : 0 € [0,1]} C H, provided that the limit exists; see Chen et al.

(2003). To obtain the weak limit, we impose the following sufficient conditions.
G.1 ||Z(0,1)||c = 0y (n~V/?).

G.2 The map 0 — Z(6, hy) is Fréchet differentiable at 6y with a continuously in-

vertible derivative Zi (6, ho).

G.3 For all 6 € ©; the pathwise derivative Zy(6, ho)[h — ho| of Z(0, hy) exists in all
directions [h — hgo] € H. Moreover, for all (6, h) € s, x Hs, with a positive
sequence 0, = o(1):

G31 ||Z(6, ho) — Z(8, h) — Z(8, ho)[h — hel||z = 0 uniformly in 6.

G32 ||Z2(0, ho)[h — ho] — Z2(0o, ho)[h — hol||z < o(1)6,.
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~ ~

G.4 The estimator h € H with probability tending to one; and ||h — hol||ly =

Opr (n=1/4).

G.5 For any 9, | 0,

sup IVA(Z —Z)(0, 1) — VI(Z — Z)(00, ho)lle _

0p+(1).
10—00|<on,llh—hollz<sn L+ V/RIZ(O, h)||c +/nl|Z(0, )]z ?

G.6 /1(Z3(00, ho)[h — ho] + (Z — Z)(y, hy)) converges weakly to a tight random

element G in L.

Condition G.1 requires 6 to solve the estimating equation only asymptotically.
Conditions G.2 is a smoothness condition for Z. Conditions G.3 and G.4 are the
same as conditions (2.3) and (2.4) of Chen et al. (2003). Conditions G.5 and G.6 are
high level assumptions, and correspond to conditions (2.5) and (2.6) of Chen et al.
(2003). More primitive conditions are provided for more specific cases. Moreover,

condition G.5 is implied by

G.5’ For any 9, | 0,

sup IWVn(Z = Z)(0,h) = Vn(Z = Z) (0o, ho)|| 2 = 0p+ (1)

10—=00]|<dn,[[h—hol|# <bn

Now we provide a general result for Z-estimators.

Lemma 2. Suppose that 0y € ©s satisfies Z(0o, ho) = 0, that 0 =0, + op<(1), and
that conditions G.1-G.6 hold. Then /n(0 — 0y) ~ Z7 (6o, ho)G.

Proof. See Appendix A2. m

The Validity of the Bootstrap

There are two potential difficulties when constructing the confidence bands for the

DRF. First, closed-form expressions of the covariance kernel are hard to calculate.



125

This mainly is due to the estimation of the nuisance parameters. Second, even
if closed-form expressions of the covariance kernel are available, they are useful
only when the set 7T is finite. Thus, we use the ordinary nonparametric bootstrap
method for inferences. We show that the bootstrap estimator of the asymptotic
distribution of \/n(B(t) — Bo(t)) is consistent. Let {(X}, Y, T)}", be randomly
drawn with replacement from {(X;,Y;, T;)}",. Let #* be the estimator of my us-
ing {(X,Y*,T7)},. Let Z*(B,7) denote the resampled average. The bootstrap

17

estimator B * satisfies
12(5*, 7)1 = 0pe (n™"/2).

Following Chen et al. (2003), an asterisk denotes a probability or moment computed
using bootstrapped data conditional on the original data set. Now consider the
following conditions, which, respectively, correspond to conditions (2.4B), (2.5'B),

and (2.6B) of Chen et al. (2003):
G4B With P*-probability tending to one, #* € Il and ||7* — 7||; = o0, (n™1/4).

G5B For any 6, | 0,

sup IV(Z" = Z)(8,7) = V/n(Z" = Z)(Bo, mo)l | c = 0p-(1).

18— Bol|<dn,||m—mo]Im<dn

G6B /n(Zy(3,7)[7* — 7] + (Z* — Z)(3,#)) converges weakly to a tight random

element G in £ in P*-probability.

The following lemma is the version of Theorem B of Chen et al. (2003) with a

infinite dimensional parameter of interest.

Lemma 3. Replace ‘97 and “h” by “B” and “m”, respectively, in conditions G.1-
G.6. Suppose (B € int(B) and B %3 By. Assume that conditions G.1, G.4, and G.5

are satisfied with “in probability” replaced by “almost surely”. Let conditions G.2
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and G.3 hold with my replaced by w € I, . Also, assume that Z1(5; ) is continuous

in7 at 8= By and m = my. Then /n(B* — ) ~ Z7 (o, m0)G in P*-probability.

Proof. See Appendix A2. O

Appendix A2: Proofs of the Results in Appendix

Al

This appendix collects the proofs for the asymptotic properties of a generic Z-

estimator described in Lemmas 1-3 above.

Proof of Lemma 1. By condition C.2, it suffices to show that ||Z(, ho)||z = 0,+(1).

Using triangle inequality,
1Z(0, ho)llc < 11Z(8, ho) — Z(8, )| + 128, h) — Z(8, h)[|.c + ||Z(6, )| .

By conditions C.3 and C.4, ||Z(0, ho) — Z(0, h)||z = 0,-(1). By condition C.1,
1Z(8, )|z = 0p+(1). Also,

12(0, 1)1.)

1Z(0, ho)llz) + 0+ (1)

128, 1) = Z(8, h)l| 2 = 05 (1) + 05 (I1Z(6, )| 2) + 0y

= 0p+(1) + 0+ (1) + 0p+(

where the first equality is by condition C.5 and the second equality is by conditions
C.1 and C.3. Therefore, we have ||Z(f, ho)||z < 0p-(1) and hence the result. O

Proof of Lemma 2. Step 1: /n-consistency
We start the proof by showing that g is V/n-consistent for 6y in ©. By definition,

the Fréchet differentiability of Z(6, hy) implies the existence of a continuous linear
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map Zq (6o, fo) such that

1Z(8, fo) — Z(00, fo) — Z1(00, fo) (0 — Oo)llc _ o(1)
16— bolle '

By triangle inequality, it follows
12160, ho) (0 — 00| < [1Z(6, ho) = Z(00, ho)[ + (|0 — bolle)-

Since the derivative Z; (6, ho) is continuously invertible by condition G.2, there
exists a positive constant ¢ such that ||Z; (6o, ho)(61 — 02)||z > c||01 — 02]]e for every

0, and 05 € O;5. Therefore, it follows
(c = o(W)[I0 = bolle < [IZ(6, ho) = Z(0o, ho)l|z, (A1)
and
(¢ = 0p ()16 = bolle < I|Z(8, ho) — Z(6o, ho)llc = 11Z(8, ho)|. (A2)

with probability tending to one. By triangle inequality and conditions G.1 and

G.6, the right hand side of the previous inequality is bounded by

~

126, o) — 20,1+ 1[2(0.B) — Z(0. ) + Z(60, ha) — Z(Bo. ha)[ + Oy (™).
(43)



128

For the first term, we have

126, ho) — Z(0, h)|| 2 <|1Z(0, ho) = Z(B, h) — Zs(8, ho)[h — holl
+ [ Z2(6, ho) [l — ho) = Za(60, ho)[h — holll.
+11Z2(60, ho)[h — holll.
<op- ()10 = bolle + Ope (n™?)

§||Z(é, ho)Hg X op*(l) + Op*(n—1/2>’

where the first inequality is by triangle inequality, the second one by conditions G.3
and G.6, and the third by inequality (Al).

As for the second term in (A3), by condition G.5,

1200, k) = (0. h) + Z(00, ho) = Z(0o, ho) || =0p(1/v/n + [|Z(0, W)l + [|Z(8, 1))

:Op*<1/\/ﬁ) + Op*(HZ(é7 }AL)HE)

The second equality is by condition G.1, ||Z(0,h)||; = 0,-(1/1/n). By triangle

inequality,
120, Bl < ||Z(8, k) = Z(8, h) + Z (6o, ho) — Z(0o, ho) || + Ope (1/v/n).
It then follows
(1 = o (W)INZ(0, h) = Z(8, ) + Z(6o, ho) — Z(6o, ho)l| e < 0+ (1/ /)
Thus, formula (A3) is bounded by

1208, ho)l|c X 0+ (1) + Ope (n71/?)
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and the right side of the equality in (A2) satisfies
(1= 0y WIIZ (B, ho)llz < Ope (712 (A4)

Therefore, (¢ — 0,(1))v/n]|0 — 6o|lo < O, (1) and 6 is \/n-consistent for 6, in O.
Step 2: Weak Convergence

Now we show the weak convergence. By conditions G.2 and G.3,

+ Zo(0, ho)[h — ho] — Za(Bo, ho)[h — hol|
<[|Z(B, h) — 70, ho) — Z2(0, ho) [l — o]l

+[1Z(8, ho) — Z(Bo, ho) — Za (80, ho) (6 — o).

+[1Z2(8, ho)[h — ho] — Za2(60, ho) [l — hol|l ¢

—0p (™172) 4 0, (n71/2) = 0,1 (n12).

Therefore, it follows

Z1 (60, ho)V/n(0 — 0o) + /nZs (0o, ho) [l — ho) = v/n(Z(6o, ho) — Z(6o, ho)) + 0+ (1)

and

Z1 (60, ho)v/n(0 — 0) = —/1(Zs (00, ho) [l — ho] + (Z — Z) (69, ho)) + 0+ (1) ~ G

by condition G.6.
Now by condition .2 and the continuous mapping theorem, we have \/ﬁ(é —

80) ~ Z;l(em hg)G D
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Proof of Lemma 3. The assertion that ||3* — ]| = O,-(n""/2) as. [P] can be
shown in a similar way as the proof of the /n-consistency of B Therefore we
omit the proof and only show the weak convergence in probability of the bootstrap

estimator.

Note that

+ Zo(B, W)[A* = 7] = Zo(5*, )" — ]|
<[|Z(B3*,7%) = 23", 7) = Zo(B, %) 7" — 7|

+||Z(B", 7)) = Z(B, %) — Za (B, 7)(B* = B)|

+ (27 (57, 77) = Z(B*, 7)) — (2 (B, ) — Z(B, 7))

+|[(Z(53°,7%) = 23", 7)) — (Z(B, %) — Z(B, 7))

+|Z2(B, )" = 7] = Zo(5", )" — ]|

:Op* (nil/Z) .

The first term is o,-(n"%/2) by condition G3 (version of Lemma 3) and G4B.
The second term is o,-(n~'/2) by condition G2 (version of Lemma 3) and /n-
consistency of 6*. The third and fourth terms are op*(nfl/ %) by the triangular
inequality and conditions G5’ (almost sure version) and G5B. And the fifth term

is 0p-(n/?) by condition G3 (version of Lemma 3) and \/n-consistency of *.
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Therefore, it follows

Zu(B, W)WWn(B" = B) + VnZa(B, #)[&" — 7] =V/n(Z* (B, &) — Z"(B, 7)) + 0, (1)
= — V(Z" (B, %) = Z(B, %)) + 0+ (1)

and

in £ in P*-probability by condition G.6. We can replace Zl(B, 7) by Z1(6o, mo) with
probability one. Now by condition G.2 (version of Lemma 3) and the continuous

mapping theorem, we have /n(3 — o) ~» Z7* (8o, m0)G. O

Appendix A3: Long Proofs of the Results in Chap-

ter 1

This appendix collects the proofs for the results given in the text.

Proof of Theorem 1. Fixing t = ty, by law of iterated expectations,

E[m(Y (to); 5(t0))] = E{E[m(Y (t9); B(t0))|X|}. For the conditional expectation,

E[m(Y (to); 6(t0))| X] =E[m(Y (to); 5(t0))| X, T = to] = E[m(Y; 5(t0))| X, T' = t]

Zggﬁ)E[m(Y;ﬁ(to))lX, T € [to, to + At]],

where the first equality is by condition I.I1.1, the second equation is by the fact that

if T'=tg, then Y = Y (¢¢), and the third equality is by condition I.IT1.2. Moreover,
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we have

E[m(Y; 8(t0))| X, T € [to, to + Al]]

= E[1(T € [to, to + At))m(Y; B(40))| X, T' € [to, to + At]].  (A5)
By law of total expectation

E[1{T € [to, to + At]}m(Y; B(to))| X]
CE[L{T € [to, to + Abm(Y: B(t))| X, T € [to, to + AP(T € [to, to + At]| X)

+E[{T € [to, to + At]fm(Y; B(t0))| X, T & [to, to + At]JP(T ¢ [to, to + AL} X),

the right hand side of equation (A5) equals

E[1{T € [to, to + A }m(Y; B(t0))| X]
P(T € [ty, to + At]| X)
_E[(M{T <ty + At} — H{T <to})m(Y; B(to))|X]
N Frix(to + At X) — Frix(to| X) ’

where Iy x denotes the conditional distribution function of T' given X. Noting that

E[({T <ty + At} — 1{T < to})m(Y; 5(t0))| X = x]

// 1{t <to+ At} — 1{t < to})m(y; B(to)) fry x (t, y|x) dtdy
to-i-At
// B(to)) fryx (t, y|x) didy,
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it follows

lim E[m(Y; 8(t0))| X = 2, T € [to, to + Af]]

ALL0
ffmm m(y; B(to)) fr.yix (¢, y|x) didy

~ At Frix(to + At|lx) — Fryx (to|)

S m(y; B(to)) fryix (to + e1At, yla) dy

T A0 Jrjz(to + e2At|x)
fm(%B(to))fT,nX(to,y|m);§:§8:3 dy
B Jrix (to]x)
fm B(to)) frix,y (tolx, v) frix (y|x) dy
fri1x (to|)
E[m(Y; B(to)) frix,y (to|2,Y)| X = ]
Jrix (to]x)

where €; and €y are fixed numbers in [0,1]. The second equality is by mean value
theorems for differentiation and integration. And the third equality is by con-
dition I.III.1 and dominated convergence theorem. Hence E[m(Y (t9); 5(t0))] =

fryy,x (tol Y. X)
E |m(Y; B(t0)) T};/;(tzm) . U

Proof of Theorem 2. The general result in the previous lemma for consistency
of the Z-estimator can be applied to our continuous treatment model as stated
in the following theorem with 6y = So(t), ho = 7w(-;t), Z(0,h)(t) = E¢grs, and
Z(0,h)(t) = Evg s, where ¥g ., = m(y; B(¢))m(wu;t). In this case, © = L = (>(T)
and || |le = || - llz = | * |, while H = II, a function class with domain U x T,
and || - [ = || - [l = Supyer Supyey| - | = |- |- For any 6 > 0, Il = {x € IL :
[T — Toloo < d}.

First we show that condition C.3, the continuity of Em(Y; 8(t))m(U;t) at mo

uniformly over 5(t) € >°(T), is satisfied. For any | —mg|oo < 9, which is equivalent
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t0 SUPe7 SUP,ey [T (s t) — mo(us t)| < 6, we have

[Elm(Y; 5(0)w(U; 1)] = Elm(Y; 8(8))m0(U; )]s

=[E[m(Y; 8(6))(r(U;t) = mo(U; 1))]|oc < [E[m (Y 5(£))]|ocd-

Therefore, condition C.3 is implied by condition C.III.
Condition C.V’ and Corollary 9.27 of Kosorok (2008) imply condition C5S

which in turn implies C.5. O

Proof of Corollary 1, Consistency of ji(t). To show consistency, we verify the con-

ditions of Theorem 2. Note that in this case we have a closed form solution

to(t) = Eg; ”O‘Zgj t;t) Condition C.I is verified by the fact that g = % is the exact

zero of the estimating equation.

For condition C.II, if there is a sequence p, (t) such that E[(Y —pu,(¢))mo(U; t)] —

EY 7o (U;t)
Emo(Us;t)

0 uniformly, then p,(t) — = po(t) uniformly. To see this, we note that

. . EY o (U; o EYm (U;
E[(Y — pta(£))mo(U; 1)) = o(1) implies pn () = 2950 + 5200 = S + o(1).

Condition C.III is verified by the direct calculation

[Em(Y; u(t)]loe = [E[Y = p(®)]|oc = E[Y]+ [1(t)]oc,

both of which are finite by condition AC.I.
As for condition C.V’, noting that v1,, = y — p(t), automatically {¢1g,: 8 €
(>(T),t € T} is Glivenko-Cantelli. To see this, note

sup  [E[Y — u(t)] — E[Y — u(t)]|o = [EY —EY| 50
p(t)er=(T)

by Khintchine’s weak law of large numbers. It has envelope Fi(y) = y + |u(t)|s by

condition AC.I. Condition AC.II completes the verification of condition C.V”.
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Hence, all the conditions of Theorem 2 are satisfied. n

Proof of Corollary 2, Consistency of ¢-(t). Condition C.I is satisfied by the com-
putational properties of quantile regression estimator of Theorem 3.3 of Koenker and

Bassett (1978) and conditions C.4 and QC.II

E[(r — 1{Y < ¢ (t))#(U;1)]| < const - sup i . )
i<n
<const - MGl = const - [Imo(w; Ol + 0,(1) = Op-(1/n).
n '

Condition C.IT holds by condition QC.I. Condition C.III is satisfied because 7 —
1{y < ¢-(t)} is a bounded function. Condition CV’ is implied by the fact that
the function class {¢1,: : ¢ € £>°(T),t € T} is Glivenko-Cantelli because it is a

Vapnik-Cervonenkis class and by condition QC.III. O

Proof of Theorem 3. We first verify condition G.3. To find the pathwise deriva-
tive of Z(B, my) with respect to 7, we conduct the following calculations. For any 7
such that {7y + a(7m — m) : @ € [0,1]} C II,

Blm(Y; 8)(mo + a(f — m))] = Elm(Y; 5)mo]

= E[m(Y; 8)(T — 7o)

and has the limit E[m(Y;8)(7 — m)] as @ — 0. Therefore Zs(f, mo)[r — mo] =
E[m(Y; 8)(m — )] in all directions [r — o] € II.

Condition G31 is satisfied by noting

[E[m(Y; 6(t))m0(U; t)] — E[m(Y; 5(2))w(U; )] — E[m(Y; 5())(r — m0)(U;1)]]0c = 0.
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And condition G32 is verified by

[Elm(Y; 5(8)(m — m0)(U; )] = E[m(Y; So(t))(m — 70) (U3 )]0
=[E[m(Y; (1)) — m(Y; 6o(t) (7 — 70)(U;1)]| oo

<[E[m(Y; 5())] — E[m(Y; fo(t))]|oc0(1) = dno(1),

where the last equality is by condition G.III.

As for condition G.5, by Corollary 9.32 (iii) of Kosorok (2008), condition G.V
implies that {¢s,: : 8 € €°(T), m € Il5,t € T} is Donsker, which in turn implies
G.5” by Lemma 3.3.5 of van der Vaart and Wellner (1996). Therefore, we obtain
condition G.5 by condition G.1 and inequality (A4).

Finally, G.VI is a representation of G.6. O

Proof of Corollary 3, Weak Convergence of ji(t). Condition G.1 is satisfied be-
cause the estimator is an exact Z-estimator.
The map p —E(Y — u)fo(U) is Fréchet differentiable and is verified by the

following calculation

[EIY — u(@)mo(U; )] = BIY = po(0)mo(U; 1)] = Elmo(U; ) (1(t) — pro(t))]loo

() — 10D -0

Thus the Fréchet derivative is Emg(U;t). For any p; and po,

[Elmo(U; )i ()] = Elro(U; ) pa()] o > clpn(t) = pa(t) oo,

and therefore is continuously invertible.

Condition G.III is verified by

B — p@)] = EIY — po(8)]|oo = |1(t) = p0()]c-
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Condition G.V is implied by Conditions AG.I and AG.II and Corollary 9.32
(i) of Kosorok (2008) completes the verification.

Finally condition G.VI is implied by condition AG.III. O]

Proof of Corollary 4, Weak Convergence of ¢,(t). Condition G.I was verified in

the proof of Corollary 2. For condition G.II, note that

Bl — Y < ¢ () Dmo(U;t)] = B[(7 = {Y < gro(£)})mo (U 1))

+ E[mo(U; ) fy (4r0)(¢-(8) — 4ro(1))]]
=[E{H{Y < gr0(t)} = H{Y <0} + fr(¢70) (¢ (t) = gr0(£))}mo(U5 1)] |
<IE{HY < gro(t)} — H{Y < ¢ (1)} + fr(gr0)(a-(t) — Gro(t)) Hloo M-

:|Fy(q7_0(t)) - FY(qT(t)> + fY(QTO)(qT(t) - QTO(t))|OOM7T = 0(|QT(t) - QTO(t>|OO)'

Condition G.III is satisfied because the distribution function of Y is continuous.
And condition G.V was verified in the proof of Corollary 2. Condition G.VT holds
by condition QG.II. O

Proof of Claim 1. A regular parametric submodel of the joint distribution of

(Y, T, X) with distribution function F'(y,t,x;~) has the log-likelihood

log f(y,t, ;) =/ . [1og fy (o) x (yla; ) +1og frix (sle; )] d1{s >t} + log fx (;7)
NS

= [log fy )1 x (yl; v) + log frx (t|z; )] 4 log fx (;7)
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with F(y,t, ;) = F(y,t,x). The score of this model is

d
S(yuquPYO) = %10'% f<y7t7m770)

= Sy(y, t,x) + Sr(t,x) + Sx(x),
where

d
Sy(y7t7m) zalog fY(t)|x(?J\33;%)

d
Sr(t,x) Zalog frix (tx; 7o)

d
Sx () :%108; Ix (x5 7%),

Therefore, the tangent set of this model is the collection of the score functions of
the form above and the tangent space Pp is the closed linear span of the tangent
set.

Recall that E[m(Y(¢); 8(t))] = 0 if and only if 5(t) = By(t) for each t € T. By

implicit function theorem,

9Bo(1)

5 = T3 0T ()

and

NWZ%/mWWMWM%m%w

=E[m(Y(1); £o(t))5y (Y (), 1, X)] + E[m(Y (£); 6o(t)) Sx (X)].

We need to find ¥s(y,t, ) such that

9Po(t)
oy

(7) = BE[Ws(Y, T, X)S(Y, T, X5 70)]
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for all regular parametric submodels.

It can be verified that

g,f}(y? t? w) = _Fal(t)w(yv t? Z, BOa 70, 60)

where %ZJ(?JJZ m>ﬁ077T07 60) = 7T(ya w,t)m(Y; BO(t)) - (ﬂ—(yv $,t) - 1)60(X7 50<t)) with
eo(X, 5(1)) = E[m(Y; 5(1))[ X]. -

Proof of Theorem 4. We first verify that /nE[(Y;, X;,t, Bo, T, €0)] converges
weakly in £°°(T). By condition G.V, ¢, = ¥(y, x,t, By, ™o, €o) is Donsker, implying
the weak convergence.

The uniform semiparametric efficiency follows from the weak convergence above
and the pointwise semiparametric efficiency of Lemma 3 by Theorem 18.9 of Kosorok
(2008).

Now we verify that the formula in condition G.VI equals the left hand-side of
condition E., which implies that the influence function of the two-step estimator is

efficient. To this end, we begin with the formula in condition G.VTI,

VI(Em(Y; Bo(t)(m(Ust) — mo(U; t)) |ner + Em(Y; Bo(t))mo(Us t))
=V/n(Em(Y; Bo(1))(7(U;t) — mo(U; ) + Em(Y; Bo(t))mo(U; 1))

—REm(Y; Bol)F(U ),

where the first equality is by condition G.5’ which in turn is implied by G.5’. O

Proof of Claim 2. By Mean Value Theorem,

~

m(u; t;0) — w(w; t;9) = 7' (w; £ 9%) (D — 0y),
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where ¥* is a convex combination of ¢ and ¥Jy. Therefore,

(w65 0) — m(ws ;90 |oo = |7 (w; £ 9%) (0 — D)oo

<’ (u; 69 oo |0 — Vo] = Op(n™"?)

since |7/ (w; ;9%)| oo is bounded and || — ¥|| = Op(n~"/2). There, conditions C.IV
and G.IV are verified.

For condition C.V, by Theorem 19.7 of van der Vaart (1998), this parametric
Lipschitz continuous functional class is Donsker.

To verify the weak convergence of condition C.VI, we need to use the functional
delta method, which involves Hadamard differentiability of a map between norm
spaces. A map ¢ : Dy — E is Hadamard differentiable at 6 € D, tangentially to a

set Dy, if there exists a continuous linear map ¢} : D +— E such that

¢(9 + tnhn) — ¢(9>
tn

— ¢y(h),

as n — oo, for all converging sequences t, — 0 and h,, — h € Dy, with h,, € D and
0 +t,h, € Dy for all n > 1 sufficiently large; see p. 22 of Kosorok (2008).
We first verify that 7 is Hadamard differentiable at 9 tangentially to R%. For

any l, — 0 and h,, — h € R%,

N0+ lhn) —n(9)  w(ust; 0+ k) — w(u;t;9)

L, L
(st 9N b,
= L ’l ) — 7' (u; t;9)h.

Using the functional delta method, since 7’(w;t; ) is uniformly bounded,

Vi(r(w; t;0) — w(us t59)) ~ 7 (u; 6,9) Zg in £°U x T)
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where Zy ~ N(0,3,"). O
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Appendix B

Appendix B1l: Proofs of the Theorems in Chapter

2, Section 3

Consistency of BMD under Sequential Asymptotics

We first show the consistency of the QR estimators for each individual, from which
the desired result follows. Because of the non-differentiability of the criterion func-
tion of the QR estimator, we use the general theory of the M-estimator of van der

Vaart (1998).

Proof of Theorem 1.1. Recall that 0;y = (aio,BOT )T, First, we show that under
Conditions A1-A3, 0, 0,0 as T' — oo for each i. Since 0, is the M-estimator
that maximize the criterion function

1 T

0 — MZT(H) = _f Z[p'r(yit - X;—O) - p'r(yit - X;s—oio)]a

t=1

we verify the two conditions in display (5.8) of Theorem 5.7 of van der Vaart (1998).
Let M;(0) denote EM;7(0), and ©; be a compact set that contains 6.
The first condition of Theorem 5.7 of van der Vaart (1998), the uniform conver-

gence of the criterion functions

sup Mz (8) — M;(0)] % 0
0c0o;

as T'— o0, holds if we verify the conditions of Corollary 3.1 of Newey (1991). Note
that ©; is a compact set. Also, the pointwise convergence of the criterion function

holds by weak law of large numbers (LLN) for i.i.d. data . Note that for any fixed
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0co,

Elpr (yir — XJO) — pr(Yit — Xgeio)‘

=E|[(X,; (0 — 0:0))to- (yir — X1 650)
X} (0-6,0)
—/ (1{y — X100 < s} — 1{yy — X;1 0,0 < 0}) ds
0
<E |(X;(9 - 01’0))’
| X} (6—640)
+ E/ (1{ys — X1 650 < s} + L{yu — X100 < 0}) ds
0

<BE|| Xu][]|0 — 00| < 0.
The second line in the previous display holds by the identity of Knight (1998)
prla =) = o) = =i, () + [ (1 <5}~ Hu 0} s
Noting that
o (yir — X1 0) — pr(yis — X, 0)] < 3[| X][[|6 — 6]

and that & >°7_ E||Xy|| = O(1) which is implied by Condition 2, we finished veri-
fying conditions of Corollary 1 of Newey (1991).
For the second condition of Theorem 5.7 of van der Vaart (1998), note that by

the identity of Knight,

Mir(0) :% > {(X;(O — 0:0))- (yie — X, 0i0)

X} (6—6:0)

(l{yz‘t — X100 < s} — Wy — X} 0,0 < 0}) d5}>

|
>~
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and

M;(6) :E{(XZI(H — i) (yir — X1 0i0)
X1 (6—040)
— / (]_{yzt — XZI&O < S} — ]-{yzt — Xgé’lo < 0}) ds}
0

X} (0—050)
=—E [/0 (F(s| Xir) — 7) ds| . (A6)

Thus, by Condition A3 and expression of M;(0) in display (A6), we see that for

every 6 > 0,

[[0—0i0||>0

Since we verified that 6; 5 0,0, we obtain that BZ 2 By as T — oo for each i.

Moreover, by Condition 6, Vi & V; for each 1, it follows that for fized n, as T'— oo

n -1 n n -1 n
BMDz(zv;—l) zv;—lm(zvﬁ) S8
=1 =1 =1 =1

Hence, it follows that ,éMD 2 By as (T, n)seq — 0. O

A

Remark 4. Strictly speaking, Condition 6 is not really necessary; V; can converge
to anything because the rightmost equality would hold as long as Bz 1s consistent as

T — oo.

Consistency of BMD under Joint Asymptotics

To show Theorems 1.2 we first prove the following lemma, which provides the con-

sistency of the QR estimators uniformly across individuals.

Lemma 4. Under Conditions A1-A3, we have maxi<i<y ||0; — 8i0|| = 0,(1) as

(n,T) — oo and 10%" — 0.
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Proof. The proof of the uniform consistency of the QR estimators over ¢ is similar
to that of Theorem 1 of Kato et al. (2012).

Let Qur(8) = TS0 pr(yir — X 0) = T2 pr(yir — X5 0i0), the centered
objective function for each i, and Q;(0) = EQ;r(0). Fix any 6 > 0. Let B;(0) :=
{0 : ||60—0,]|| < 6}, the ball with center 6,9 and radius ¢. For each 8; ¢ B;(0), define

éi = 7’1014— (1 —7”@')0@'0, where T, = SO 0 € 83( ) = {0 : HB—OlOH = 5},

116: Ozol\

the boundary of B;(§). Since Q;r(0) is convex, and Q;r(6;0) = 0, we have
rQir(0:) > Qir(0:) = Qi(6;) + (Qir(0;) — Qi(6,)) > €5 + (Qir(6;) — Qi(6))),
(A7)

the last inequality is by by the identity of Knight (1998) and Condition A3.

Thus, we have the following

{max 16: — 6| > a} ¢ (Qu(0) < 0,36, ¢ B,(5)}

1<i<

(b)
é Uiy { sup |Qir(6;) — Qi(6;)] > 65} .

Relation (a) holds because, by definition, 6; minimizes Qi (), and Q;r(8y) = 0.

Relation (b) holds by the rightmost inequality of line (A7). Then, it follows that

0,€B;(6)
< ZP {0 Zlép( |Qir(0;) — Qi(6;)] > 65}

<n max P { sup |Qir(0;) — Q:(6;)] > 65} :

Isisn | g;eB;(5)
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Therefore, if we could show that

max P{ sup | Qir(0;) — Q:(6;)| > 65} o(1/n), (A8)

Isi=n | 0:eBi(9)

the proof of the lemma is completed.
Without loss of generality, we assume 6,5 = 0 for all i. Then the balls B;(¢) for all
i are identical, and thus we denote them by B(4). In addition, the function ¢(8) :=
p-(u—X"0) — p,(u) has the following property |g(0;) — g(02)| < CM]||0; — 05]| for
some fixed constant C' > 0 by the identity of Knight (1998). Let k := CM.
Because the closed ball B(d) is compact, there exist K balls with centers 67,
j=1,.., K, and radius 3- such that the collection of them covers B(J). Therefore,

for any @ € B(d), there is some j € {1, ..., K'} such that

|Qir(8) — Qi(0)] — |Qir(67) — Qi(67)] <|Qir(0) — Qi(8) — Qir(67) + Q:(67)]
<|Qir(0) — Qir(6”)] +|Qi(8) — Q:(6)]
2€

<C’M CM— < =
3K + 3K 3

It then follows that for any e > 0, supge p(5) |Qir(0) — Q:(0)| < max;<j<r |Qir(67) —

Qi(67)] + %, and

P{ sup |Qir(0) — Q:(0)] > e} SP{ max |Q;r(67) — Q;(67)] —i—% > 6}

0eB(9) Is=K
_ (0 — O < &
= {1%%}%@0(0 ) - Q81> 3}

€

< iP {|QiT(9j> —Qi(67)] > §} '

Because data are i.i.d. within each individual, the rightmost of the inequalities is
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less or equal to

T
2K exp —m = O(exp(—T))

by Hoeffding’s inequality. Because % — 0, it follows that O(exp(—T)) = o(1/n).

O
With the lemma of the uniform consistency in hand, we prove Theorem 1.2.

Proof of Theorem 1.2. To show the consistency of ,[9 wp for joint asymptotics, we do

the following computation.

3

S|

-1
.~ ] e~ 2
i ) ;;wwi—ﬁo)

-1
1 o - 1 o -

:_Ev—l _EV—l 1) =o0,(1
(ni:1 z) ni:1 1 Op() Op()

ﬁMD—ﬂo:<

1

The last equality holds because max;<;<, ||6; — 05]] = 0p(1) by the Lemma 4 for
ii.d. data . O

Consistency of BFE under Sequential Asymptotics

Note that BFE is essentially the estimator of the slope coefficient of the pooled
panel data with individual dummy variables being added in the regression. More

specifically, ,[3 rp can be obtained by estimating the quantile regression model

y=tog+xBo+u

where y = (Y11, -, AT -+ Yn1, ...,ynT)T, t=1®(1,.., 1)T, x = (x, ...,.’Bn)T with

T

T, = (35‘1‘1, -”7miT>u U= (U117 cey U1Ty oeey Und, ~-"UnT) , O = (04107 "‘7anO)T7 and By is

the vector of slope coefficients.
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Proof of Theorem 2.1. Following the strategy of the proof of Theorem 1.1, we first
show that (dl,...,dn,B;E) LN (ag,By) := 6y as T — oo. More specifically, the

estimator maximizes the following criterion function

T n

1 1
0 — M, 7(0) = T Z n (pr(Yir — i — 33;5) — pr(Yir — vio — $¢Ttﬁo)),
t=1 1

where 6 = (v, ..., a,,, B") 7, therefore, we verify the conditions of Theorem 5.7 of
van der Vaart (1998). Let M,,(0) denote EM,,(8).
Using the identity of Knight (1998), we obtain

T n 4
t=1 i=1

T n
M7 (0) = : > {1 > (e — aio + @ (8 — Bo)) - (yir — cvio — 1. B0)

13 ai—as0+], (B—Bo) T -
- Z/ (1{.%: — aio — Ty B0 < s} — Hyit — aijop — ;B0 < 0}) ds ¢,
i=1 70

and

M, (8) = —% En: E
=1

a;i—aiotx;, (B—Po)
/ (F(s1Xa)—7)ds| . (A9)
0

First, we show the uniform convergence of the criterion functions

sup |M,r(0) — M, (0)| 20
0c A" xB

as T — oo. This can be done by verifying the conditions of Corollary 3.1 of Newey
(1991) as in Theorem 1.1. Thus, we omit the details.
Second, using Condition A3 and expression of M, (0) in display (A9), we see

that for every § > 0,

sup M, (0) < M,(68y) = 0.
|16—860]|=6

Since (&1,...,@n,B;E) 5 (af,B]) as T — oo, it follows that Brr & By as
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T — oo. Hence BFE 2 By as (T, 1) seq — 00. O

Consistency of BFE under Joint Asymptotics

The proof of Theorem 2.2 is given in Theorem 3.1 and Remark Al of Kato et al.

(2012).

Asymptotic Normality of BMD under Sequential Asymptotics

We first show that as T' — oo, the quantile regression estimators converge to a ran-

dom variable for each i. Then as n — oo, By/p converges to a normal distribution.

Proof of Theorem 3.1. First, we verify that for each individual ¢, Condition A1 on
p. 120 of Koenker (2005) is implied by Condition A4; Conditions A2 (i)—(ii) of
Koenker (2005) are implied by Conditions A4 and A5; and Condition A2 (iii) of
Koenker (2005) is implied by A2. Therefore, for each individual

VT (B — Bo) % N(0,V;).

We first fix n and let 7" tend to infinity. It then follows that

—1 n
VAT (Bun = o) = | L V) =D VVT(B - By
i=1
-1
a 1 _ 1 o
= ;ngl %;VHN«),V»
—1

_ 1 ¢ _
= EZVil %;N(Oa‘@l)

The second line in the display above holds because /T (BZ —Bo) AN 0,V)), V; B v,
for each ¢ as T' — oo by Condition 6, and Slutsky’s theorem.

Now let n tend to infinity, and we obtain (177" V[l)_l % V. Moreover, by
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Lyapunov Central Limit Theorem, it follows that

1 < 1\ d _
— Y N0, V) S N0, V).
v i=1
Hence, by Slutsky Theorem, we obtain the desired result

VT (Bup — Bo) =+ N(0,V).

Asymptotic Normality of BMD under Joint Asymptotics

To show this result, we provide the following auxiliary lemmas.

Lemma 5. If A is a nonsingular matriz, and Ap=A+ O, (Vr) is an estimator of

A, where 97 — 0 as T — oo, then we have A7 = A™1 + O, (V7).
Proof. By Taylor theorem of the matrix form, we have

~

At = A7 = (A7) T (Ar — A) + 0)(Ar — A) = A7+ O, (V7).

]

Lemma 6. If X,, = Y, + w,, where w, = 0,(X?2) and X, 20 as n — oo, then

| X,| is bounded by const. x |Y,,| with probability approaching one.

Proof. We need to show there exists a constant ¢y, such that P(|X,,| > ¢o|Yn]) — 0,
or P(|Y,, + @w,| > «|Yy|) — 0, since X,, =Y, + w,. Noticing the events inclusion
{IYa @] > colYal} C {|Ya]+|wn| > co|Yal}, it follows that P(|Y,, +w,| > ¢|Ya|) <

P(|Y,|+|w@n| > co|Yn]). Therefore, it suffices to show that P(|c,| > (co—1)|Y,|) — 0,

or P( > 1) — 0. Since @, = O,(X?) and X,, 5 0, we obtain the

[ Xn—won]

conclusion. O
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Denote S;r(0) := %ZtT:l Uy (yir — X} 0) Xyt where ¢, (u) := 7 — 1{u < 0}. Let
Si(0) :== E(Sir(0)) = E[r — Fy(X:1(0 — 0,)|X1)]. Tt is well know that the term
VT ([Sir(6;) — Sir(0:0)] — [S:(0;) — S:i(0i)]) = 0,(1) for each individual since it is
stochastic equicontinuous and éz LN 0,,. However, for the panel data, we need to
consider the order of maxy <<, {[Siz(6;)—Sir(6:0)] —[S:(6;)—Si(6,0)]}. The following

two lemmas provide such an order.

Lemma 7. If max;<;<, ||0A1 — 0|| = O,(0,,), where lim §,, = 0, then under Condi-
- n—oo

tions A1-A5 and AG’, we have maxi<i<u{[Sir(8;) — Sir(8i0)] — [Si(6:) — 5i(8:0)]} =
OP(dTL); where dn = lo%ﬁ” \ \/@'

Proof. Without loss of generality, we assume that 8,5 = 0 for all 7 as in Kato et al.

(2012). Let go(X7) = [1{uy < 0} — 1{uy — X,10 < 0}] Xy, where X7, = (usr, Xit).

It then follows that

Sir(0;) — Sir(0)
1« . 1«
=7 (7= Ly — X6, < 0}) Xy — 7 > (r — Lya < 01) X,
t=1 t=1

[1{uy — X, 0, < 0} — 1{uy < 0} X,

I

|
Nl =
TFM%

—

(]~
ke
>
—~
Lo
< ox
~—

~
Il
,_.

T
So the assertion to be shown becomes maxi<i<, Y (9, (X;;) — Ega(X7)lg_g,] =
=1

0,(Td,). Let Gis, = {90 — E[ga(X})] : ||0]] < 6,}. Thus, it suffices to show that
T

2. 9(XH)]|

t=1 Gis

To apply Proposition B.1. of Kato et al. (2012), we verify the conditions for Gis-

max;<;<, £Z; = O(d,,T'), where Z; :=

First,it is pointwise measurable, and is bounded by 4M. Now we provide an upper
bound of the covering number for the class QNM. Note that since QNia is a subset of

{9—E[g(X})] : g € Goo}, where G, = {gp : 8 € R} we could instead estimate its
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covering number. Since G, is a subgraph class by Lemma 2.6.15 of van der Vaart
and Wellner (1996), it follows that N(4Me, Goo, Lo(Q)) < ()", where A > 3\/e
and v > 1 are independent of ¢ and n, for every 0 < € < 1 and every probability
measure ) by Theorem 2.6.7 of van der Vaart and Wellner (1996). Therefore, we
obtain N(4Me, Gis, L»(Q)) < (4)". Moreover, since Egg(X};)? = E[|F;(X,, 0| X) —
Fi(0| X)) | Xit] < Cu M3, G,s satisfies all the conditions in Proposition B.1. of Kato
et al. (2012) with U = 4M + C,TM3§ and o> = C,M35. Therefore, we have
maxi<;<p EZ; = O(d,T). O

Lemma 8. Under the conditions of Lemma 7, we have maxlSiSnHéi — 0ypl| =

Op ( lo%n>.

Proof. Expanding S;(6;) around 6y and using Lemma 2.12 of van der Vaart (1998),

we obtain

0Si(6:0)
00,

Si(8;) = Si(60) + (6; — 010) + O, ((6; — 6)°).

05; (GLO)

After rearranging and noting that T, = , we have

éi — 0y :ffl (Sz(é'L) — Si(6i0) + Op((éi - 0i0)2))

=T;! <—SiT(9io) +(Si(6:) — Si(8:0)) — (Sir(8:) — Sir(840)) + Sir(6;)

+0,((6; )
= —TI;'Sir(8i0) — T; [(Sir(6:) — Sir(8:0)) — (Si(8:) — Si(0i0))]
+ TS (0:) +T10,((6; — 0:)?). (A10)

Because of the computational property of quantile regression estimators,

. 1 .
Sir(6;) = O, (?) uniformly across ¢, and therefore max;<;<,, ||@; — 6i0|| is bounded
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by

N A 1
const. - max [1SiT(6i0)]| + Jax [|(Sir(0;) — Sir(6i0)) — (Si(6;) — Si(eiO))H] +0, <T>

with probability approaching one by Lemma 6. Now we determine the order of the
terms in the brackets.

First, by Hoeffding’s inequality, for any fixed K > 0,

logn _ logn _ K2
P{lrgax |[Siz(€:0)]| > 7% K} < ;P {”SiT(OiO)H > ;CJ’: K} < on'"a?,

logn
Thus, maxi<i<n |[Sir(0i0)|| = Op ( 5 )

Next, we show that

1<i<n

max [|(Sir(8;) — Sir(6i0)) — (Si(6:) — Si(0i0))|| = 0, ( 107%”) :

Without loss of generality, we set 8;p = 0 for 1 <i < n as in Kato et al. (2012). So

logn
= Op T ,

we need to show that

1 T

fzgéi(Xi*t) — Elge(X:)]lg— 6;

t=1

max
1<i<n

which is equivalent to that for any € > 0,

max
1<i<n

To this end, we only need to show that

Z Elge( ;)”o:@

T
1 N *
121%); p (‘ '? ; géi<Xit) - E[QG(Xitmo:éi

logn 1
> € T)O(ﬁ)

Because the QR estimators are uniformly consistent by Lemma 4, it suffices to
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show that for any € > 0, there is a sufficiently small 6 > 0 such that

T

> (X3

t=1

Gis

> m) ~o,(2) (A11)

max P
1<i<n

where Gis = {go — Elge(X})] : |16]] < 6}
By Proposition B.2. of Kato et al. (2012) and setting s = y/2log n, we have

P{Zi > EBEZ+

21
\/4 logn{TCy M3 +2(4M + C; M36)EZ;} + oen

(4M + C’fM35)} <

1
n?’
T

2. 9(X3)

t=1

. Therefore,
Gis

where Z; 1=

1<i<n 1<i<n

p {Zi > max EZ; + \/4 log n{TCy M3 + 2(4M + CrM3§) max EZ;}

2logn
4 g

1
(4M + CfM35)} <

Notice that in Lemma 7 we have shown that max;<;,<, EZ; < const. x (logd +
v T'6|logd|). Thus, for fixed € > 0, we can find ¢ sufficiently small and ng such that

when n > ng, we have

max EZ;+ \/4 log n{TC;M36 + 2(4M + C;M35) max EZ;}

1<i<n 1<i<n

21
+ 2B N+ O MPS) < ey/Tlogn.

So we have equation (A11), and hence we have maxi<;<,, ||6; — 0i|| = O, (6,),
where 0,, = 10%". O
ogn 1/4\/ og on
Remark 5. From Lemmas 7 and 8, we see that d,, = (logn) T3/4|1 Ly

Proof of Theorem 3.2. Consider the following



155

=15

3|H

s~ (150 (4

-1
_ l - -1 —1/273-1/2
- (nz;v ) + O, (T7'?h,1/?)

X (ﬁz‘/; 1“ 1 (éi 62‘0) + Op ((1Ogn)1/2n1/22 1/2hn—1/2)>
n
i=1

Z “1=VT 9@)

= (% Zz:; Vzl> \/_ Z V.~ 1=VT 0 —0,) + 0, ((log n)l/in/ZT’l/thl/z) )

By Lemmas 7 and 8, we have for each 1,

=4 = 1 =T A
=(0; — 6y) = — EI; 'Sir(0i0) + O,(dy) + O, (:7> +Z17'0,((0; — 6:0)?)

— — B0, 'Sir(030) + O, (d,) . (A12)
Therefore, it follows that

‘/_Zvl”\/_e—ew Zvl”\/—r 'Sir(8i0) + Op(VnTdy).

The second term is 0,(1) by the assumption of the relative rates of n and 7" in the
theorem. For the first term, by Lyapunov central limit theorem, it converges in

distribution to N (0, lim, o + >, V;~"). Hence, by Slutsky Theorem,
Vv nT(BMD — Bo) - N(0,V)
as (n,T) — oo and vVnTd, — 0. O

Asymptotic Normality of BFE under Sequential Asymptotics

Next we present the proof of Theorems 4.1.
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Proof of Theorem 4.1. For the proof of the asymptotic normality for the sequential

asymptotics, define

(zaﬁ TZ{T_]-yzt<Oéz+w;; )}
HY (0, 8) = E[HE%’(mﬂ)] = Elr — Fi(ai — aio + 2, (8 — Bo)|air)]

HT(?I)‘(O‘? ﬁ) nT Z Z{T - 1 yzt <o+ wztﬂ)}wlt

i=1 t=1

H?(ct, B) = EHA (a1, B ZE{T— (i — i + @, (8 — Bo)|aa) Y],

where a = (ay, ..., o).

Note that the definitions listed above are similar to but
different from the ones defined in the proof of Theorem 3.2 of Kato et al. (2012) in
that our definitions depend on T directly.

Expanding H (aZ,BFE) and H (a,BFE) around (a9, 30), and (e, Bo), re-

spectively, we have

HY (64, Bri) = — fi(0)(&; — auo)

— 7 0)(Bri — Bo) + Opl(&i — i) V ||Bri — Bol[*) (A13)

Hé?(daBFE) = — %Z fi(0)7i(&i — o) { Z Ef(0z;1) 93119011} (Bre — Bo)
+ Op((6s — a0)* V ||Br — Boll*) (A14)

Solving &; — oy from equation (A13)

Q; — Qg = _fz'(O)_le‘(%)(OAéiuBFE)

— ) (Bre — Bo) + O,((ai — i0)* V ||Bre — Bol*),
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and plugging in equation (A14), we have
( /BFE Z H Oézu ﬁFE i + — Z fz '7z’71 (ﬁFE - ﬁO)
1 « . R R
~ Z EfOlza)zaz) (Bre — Bo) + Op((&: — aio)* V ||Bre — Boll*)
i=1

:% Z Hz‘(ql“)(dz‘, BFE)’YZ + Fn(BFE — Bo) + Op((&; — aip)* vV ||BFE — Bol?)

=1

where I, = 1 3" | T';. Solving Bre — Bo, we obtain

Bre — Bo + op(||Bre — Boll) =T, [HST)(@ Bre) — % > Hy (s, BFE)%]

=T, {_”1 Z H@%)(Oéio, Bo)i + H%(ao, ﬁo)}

~T;! [ -1 Zm{HZT (4, B) — HY (64, B) — HY (cvo, ﬂo)}] (A15)
+ D HHD (6, B) — HE) (6, B) — H (v, Bo)} (A16)
+ O,(1/T Vv lrga);]ozz aiol?),

The second equality follows from the computational property of the QR estimator
[H (64, Bri)| = Op(T 1) and |[HF (&, Brp)|| = Op(T).

To derive the asymptotic normality of the FE-QR estimator, we set n to be
fixed now. Note that for each fixed n, the regression quantiles are v/T-consistent,
therefore, we have O,(1/T V maxi i<, |&; — ao|?) = O,(1/T) and 0,(]|Bre — Bol|) =
0,(1/V/T). Using Lemmas 6-7, the third and fourth terms in the rightmost equation

are ignorable, thus we have

BFE —Bo=T," {—nl ZHE?(%O, Bo)vi + HST)(O% ,30)} + 0(1/\/T)
i=1
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for fixed n and T — oo. The term in the braces can be rewritten as

n T

1 1

n Z T Z{T — Uyae < o + 2, 8) i — ).
i=1 " t=1

As T tends to infinity, the term in the display above converges in distribution to
i N(0,7(1 = DE[(@i — ¥i)(@ae — %) ']) = -z N(0,7(1 = 7) 3 Ef(s —
vi)(zit — ;) "]) by Lindeberg-Levy Central Limit Theorem. Therefore, for fixed n,
we have vT(Brg — Bo) A IN(O,7(1 = 7)T 30 Bl — i) (e — vi) TIT,1) as
T — oo by Slutsky’s Theorem.

Now we let n lend to infinity, and therefore,

VT (Bre — Bo) 5 N (0, 7(1—7) lim r,;l% > El(wi — i) (@i — %)T]r,j)
i=1

as n — 00, as desired. O

Asymptotic Normality of BFE under Joint Asymptotics

For the proof of Theorems 4.2 , see the proofs of Theorem 3.2 of Kato et al. (2012).

Appendix B2: Proofs of the Theorems in Chapter

2, Section 4

Consistency and Asymptotic Normality of B vp under Se-
quential Asymptotics
Now we present the proof of Theorem 5.1.

Proof of Theorem 5.1. The proof of consistency result is very similar to that of
Theorem 1.1. The only difference is the proof of the pointwise LLN for M (0).

Instead of using the LLN for i.i.d. data, we use an LLN for S-mixing data.
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For weak convergence, we need to show for each individual, we have the weak

convergence
VT(; — 6,) 5 N(0,V;)
as T'— oo. This can be seen from equation (A10) while holding n fixed. O

Consistency and Asymptotic Normality of B yvp under Joint
Asymptotics
For the proof of the consistency with S-mixing data, we need the following lemmas.

Lemma 9. Under Conditions A2-A3 and B1, we have maxy<i<y ||6; — ,0|| = 0,(1)

logn
T

as (n,T) — oo and — 0.

Proof. The proof is similar to that of Lemma 4. We only need to prove line (A8) for
[-mixing data. If data are S-mixing stationary, we apply Lemma C.1 and Corollary
C.1 of Kato et al. (2012). Following their strategy, let s = 2logn and ¢ = [V/T)] in
Corollary C.1, for any € > 0 and large n (and therefore, large T),

P{IQur(6") - Q:(6)] > 5 }

<P {|@ZT(9J') — Q:(6%)] > const. { 2logn () + QIOg”[ﬁ]M}}

T T

since 10% — 0 and o,(f) is bounded by the discussion after Lemma C.1 of Kato

et al. (2012). The right hand side of the inequality above is bounded by
const. x (n‘Q + ﬁBa[ﬁ]> =o(n71).

Since all the K terms are of o(n™!), we have completed the proof of line (A8) for

[-mixing data. O]
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Lemma 10. Assume conditions A2-A5 and B1-B2 hold. For any ¢ € (0,1) and
Sn such that |logdy| =< log N, we have we have maxi<i<n{[Sir(6;) — Sir(6:0)] —
[S:(6:) — Si(0:0)]} = O(T~1= (log n) v T~/25,/*(log n)'/2).

Proof. Without loss of generality, we assume that 8,y = 0 for all 7 as in Kato et al.
(2012). Let go(X}) = [1{u; < 0} — {uy — X,10 < 0} Xy, where X7, = (usr, Xyt
We need to show maXlSiS"i[géi(X;f) — Egg(X;;)|9:éi] = O,(Td,). Denote C;i(;n =
{90 — Elge(X31)] : 10]] < 00}

To apply Proposition C.1. of Kato et al. (2012), we verify the conditions for
Gis. First,it is pointwise measurable, and is bounded by 4M. Now we provide
an upper bound of the covering number for the class Gis. It can be show that
N(4Me, G5, L1(Q)) < (4)", where A > 5e and v > 1 are independent of i and
n, for every 0 < € < 1 and every probability measure Q. Setting ¢ = [T°] and
using Lemma C.1 of Kato et al. (2012), we have sup ¢, , Var{} !, 9(X})//a} <

const. x 63/°. Using the condition on the dependence of the data, we obtain the

conclusion. O

Lemma 11. Assume conditions A2-A5 and B1-B2 hold. We have max;<;<, Héz —

0:l| = O, ( 10%") for B-mixing data.

Proof. The proof is similar to that of Lemma 8, except that instead of using Ho-
effding inequality and Talagrand inequality, we apply a Bernstein inequality and

Talagrand inequality. Setting ¢ to be sufficiently small, we complete the proof. [J

Proof of Theorem 5.2. The proof of the consistency result is similar to that of The-
orem 1.2 and is an application of Lemma 9 for S-mixing data. As for the proof of
the weak convergence, the only difference compared with that of Theorem 3.2 is the

application of Lemmas 10-11 to obtain equation (A12). O
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Consistency and Asymptotic Normality of BF g under Sequen-
tial Asymptotics

The argument is the same as that of the proof of the consistency part of Theorem
5.1. As for the weak convergence, all arguments are similar to the proof of the results
for i.i.d. data, except that instead of using (A.10)—(A.11) of Kato et al. (2012), we
use their (A.17)—(A.18) to show that terms (A15) and (A16) are negligible.

Consistency and Asymptotic Normality of BFE under Joint
Asymptotics

The proof of Theorem 6.2 is given in Theorem 5.1 of Kato et al. (2012)
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Appendix C

Appendix C1: Proofs of the Theorems in Chapter

3

Proof of Theorem 1.1. For the Swamy type test
AN
5-8) (3) (a-9)
VIB - )~ VI3 -8) V7 (VI - B) - VT3 - 9))

=_Z VT(B; - B) 'V, WT(B; — B)" —2vT(B—B) "V, VT (B - B)

n -1 n

(Z?ﬁ) Z@l(ﬁim]
=1 =1
T n -1 n
16, p) (zw) SOV, - B)
=1 =1 =1
n n -1 n

S ava- S (S S

- i=1 i=1 i=1

=1

where Z; are i.i.d. normal distributions with mean zero and variance V;. The fact
that \/T(BZ - B) S Z; is by the standard argument as in Koenker (2005) for i.i.d.

data. Thus, the asymptotic distribution of S is x%(k(n — 1)) for fixed n and T
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tending to infinity. Intuitively, the degree of freedom of the x? distribution should
be kn instead of k(n — 1). However, because we are using B for S rather than G,
the true value of the slope parameter, k degrees of freedom is lost. Therefore the
degree of freedom of the y? distribution is k(n — 1). For more details of the Swamy

type test, see pp. 149-153 and 323-324 of Rao (1965). ]

Proof of Theorem 1.2. Now we consider the standardized Swamy test,
. 16
A = \/ﬁ%, for (T,n)seq — 00. To show the result, we first fix n. From the

proof of Theorem 1.1, we know that for fixed n, 5 % X*(k(n —1)) as T — oco. By

- 132 (k(n—1))— . .
continuous mapping theorem, y/n \/ﬂk K \/ﬁ% as T tends to infinity.

1g

102 (k(n—1))—
Now we work with \/ﬁ% and derive the asymptotic distribution as

. 132(k(n—1))—k
n — 0o. To this end, we transform /n S r s follows.

R = D) = 1)~k
V2k V2nk
Xk —1)) —k(n—1) —k/2(n - 1)k

B 2(n—1)k V2nk

Xk =1)) =k(n—1) 2(n — Dk k 2(n — 1)k
2(n — 1)k V2nk V2(n -0k Vonk
Using the fact that XQL\/QLV—” KN N(0,1) as v — oo, we have
k(= 1) =k 4
nt — N(0,1),
vn o (0,1)
as n — oco. Hence, we conclude that A % N(0,1) as (T, n)seq — 0. O

Now we are ready to prove Theorem 1.3.
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Proof of Theorem 1.3. Using equality (A10), Lemmas 7 and 8, we have for each i,

) . 1 . )
Bi — Bio = — EL; 'Sir(6i0) + Op(dn) + O, <T> +E070,((6; — 6i0)?)

— — E0'Sir(010) + O, (dy,)

Note that the remainder term O, (d,,) depends on n only. So it is a uniform version

of a Bahadur representation.

Let V; = ZV,ZT and note that V; = V; +0, (T‘lﬂh;lﬂ). Now we rewrite \/iﬁg

For the first term, we have

1 S ATAN
NG ; (ﬁi B 60) (T) (ﬁi - 50)
:% i(szlﬁSzT(azo) + Op(\/Tdn))T (Vi_l + Op (Tfl/QhT:l/Q))
X (B0, 'WTSir(050) + 0,(VTd,))

:% Z<Ef;1ﬁSiT(0i0))TVi—l(Efi_l\/TSiT(Oio)) + 0, <,/ann V. T71/2h;1/2> _
i=1

1/4,/|log 6x . . .
Because ‘/ﬁ(logn)Tl 77 llognl _, 0, the second term in the line above is 0,(1).
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Regarding the second term, we have

Vi Vv

(i)
(E

i (Zlﬂ (Vi +0, (T7222) ) (EF, VTSir(00) + O(vTd, >))

n

) (271 <‘/i—1 +0, <T71/2h;1/2>>

\/ﬁ
_ b (Z?—l i 1\/_SzT< ) Lo, (Tlmhnlh\/\/ﬁdn))T

X ((%Z‘”) +0, (T1/2hn1/2))

n 1=7 1
(Zz—l ‘/z = \/_SlT< lO) Op (T_1/2h'7_zl/2 V. ﬁdn>>

I 'VTSir(6:0) + Op(ﬁdn)> )

\/ﬁ

1 (X VR TS (64 !
f( v )(Zv>

" VIET N TS (6,
» (Z::l‘/; \}_\/_SJ( zO)) +0, (T_l/ghglﬂ\/ﬁdn)
n

-0, (7 VT YV2h Y% v V/Td, )

n(logn)1/4 0og on
vn(logn) \/\1g5\_>0.

T1/4

Therefore, the second term is o0,(1) since

Consequently we can write

79: ZJ VTSir(60) "V EL VT Sir(60) + 0, (1)

3)—1

= T Z Zi 4+ 0p(1).
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Thus, for the standardized Swamy test, in the case when (T, n) — oo,

= n —=
V2k V2k
1

_\fzz;éi'{'op(l)_\/ﬁk_ 1 = /(%—k
- VTS ‘%2(@)”’“)'

For some small positive constant €, we have E|2;|>"¢ < K < oo by condition A2.
Also, EZ; = k for all i. Therefore, by Lindberg-Feller Central Limit Theorem, we
have

A% N(0,5%),

where §7 := lim,,_o0 + ) DY <Var ) Finally, it just remains to show that > = 1,
and the proof is complete.

Since Var(z;) = E(%;)? — k?, we need to verify that E(2)* = 2k + k? + o(1)
uniformly across i as T — oo. Let Z;; = Vl_l/QHF YW (yir — X} 0i0) Xyr, we have
EZ;; = 0, and EZitZ; = I. Let Z;; be the lth element of Z;;. Since Z;; is linear
combination of the vector X;;, and ¢, (-) is a uniformly bounded function, it follows
that EZ2,Z2, and EZ}, are both uniformly bounded for any [ and m. Note that we

do not have that Z;; follows normal distribution. Consequently, the elements in each

vector Z; need not be independent, although they are uncorrelated. Nonetheless,
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Z;; are independent across i and ¢ by Condition Al. Now we compute E(Z;)2.

E(%)? = T?E[S}(0:0)T; ' 2TV 2L ' Sir(0:0)]?

2
——E Z%(%—X;BZO)XZIF;“TV_WZV_W”F Y (yir — Xgeio)xit]

k
1
) Z (Z EZjy + 3T(T — 1)EZ¢211EZZ‘211> (A17)

t=1

Z E (Z Ziy+2) ZmZzsz> <Z i t2Y) Zithism>

m<l s<t s<t
=3k + — Z EZ'ﬁfl ZE (Z ZHZ itm +QZZNEZZZSIZ itm
=1 m<l s<t
+2 Z Zztm ism Z thl + 4 Z ZztlZzsl Z Zztm zsm)
s<t s<t s<t

Line (A17) follows since the expectations of all other terms from the expansion of

the fourth order polynomial are zeros. And the third term equals

T T
% Z E (Z Z Zz2tl ism + 2 Z Z ZztlZzleWm + 2 Z Z Zzthzstfrl

m<l t=1 s=1 s<t r=1 s<t r=1
+4 Z Z ZitlZileirmZiqm>
s<t r<q
Z (Z BZ, 2%, +T(T—1)+4) EZmanZzsszm> (A18)
m<l s<t
e+ 53 (e, -7) (A19)
m<l t=1

=k(k — 1) + O(1/T).
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Equality (A18) follows because the second and the third terms in the parenthe-
ses in the line above are zeros. Equality (A19) follows since EZy Zym Zisi Zism =
O

Proof of Theorem 2.1. The proof is similar to that of Theorem 1.1. The only differ-
ence is how to get /T (5’1 - B) a4 Z;. Indeed, instead of using the standard results

for i.i.d. data, we apply asymptotic results for stationary S-mixing data. m

Proof of Theorem 2.2. The proof uses the proof of Theorem 2.1 and follows the

same argument as that of the proof of Theorem 1.2. O

Proof of Theorem 2.3. The proof is similar to that of Theorem 1.3. Instead of ap-

plying Lemmas 7-8, we apply Lemmas 10-11 of Appendix B. n

Appendix C2: the Definitions of the Variables in
the Dataset

The following is quoted from Footnote 15 of Galvao and Montes-Rojas (2010).
“M DR: market debt ratio = book value of (short-term plus long-term) debt (Com-
pustat items [9]+[34]) /market value of assets (Compustat items [9]+[34]+[199]*[25]).
EBITTA: profitability: earnings before interest and taxes

(Compustat items [18]+[15]4-[16]), as a proportion of total assets (Compustat item
[6]). MB: market to book ratio of assets: book liabilities plus market value of
equity (Compustat items [9]4+[34]4+[10]4+[199]*[25]) divided by book value of total
assets (Compustat item [6]). DEPTA: depreciation (Compustat item [14]) as a
proportion of total assets (Compustat item [6]). LnT A: log of asset size, measured
in 1983 dollars (Compustat item (6)*1,000,000, deflated by the consumer price in-

dex. FATA: fixed asset proportion: property, plant, and equipment (Compustat
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item [8)]/total assets (Compustat Item [6]). RDDum: dummy variable equal to

one if firm did not report R&D expenses. RDT A: R&D expenses (Compustat item

7

(46)) as a proportion of total assets (Compustat item [6]).
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