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ARTICLE INFO ABSTRACT

JEL classification: We consider a high-dimensional model in which variables are observed over time and space.
C33 The model consists of a spatio-temporal regression containing a time lag and a spatial lag
C53

of the dependent variable. Unlike classical spatial autoregressive models, we do not rely on
a predetermined spatial interaction matrix, but infer all spatial interactions from the data.
Keywords: Assuming sparsity, we estimate the spatial and temporal dependence fully data-driven by
Spatio-temporal models penalizing a set of Yule-Walker equations. This regularization can be left unstructured, but we
SPLASH also propose customized shrinkage procedures when observations originate from spatial grids
Ss(itleel_l;tveaﬁltf (e.g. satellite images). Finite sample error bounds are derived and estimation consistency is
High-dimensional established in an asymptotic framework wherein the sample size and the number of spatial units

diverge jointly. Exogenous variables can be included as well. A simulation exercise shows strong
finite sample performance compared to competing procedures. As an empirical application,
we model satellite measured nitrogen dioxide (NO,) concentrations in London. Our approach
delivers forecast improvements over a competitive benchmark and we discover evidence for
strong spatial interactions.

C55

1. Introduction

In this paper, we propose the SPatial LAsso-type SHrinkage (SPLASH) estimator: a fully data-driven, sparse estimator for large
spatio-temporal models. A unique feature of our estimator is its capability to provide interpretable estimates of spatial interactions
between many spatial units in a fully data-driven way, while simultaneously tackling important econometric challenges, such as
inherent endogeneity problems and overparameterization of the model. SPLASH specializes in, without being limited to, modelling
outcomes of spatial units that are ordered on a regularly spaced spatial grid. Relevant examples of such settings include the dynamic
modelling of political preferences across voting districts, crime statistics across municipalities, and satellite-measured air pollutants.
Ilustrating the latter, we apply our estimator to predict NO, concentrations in Greater London based on daily satellite images.

Spatio-temporal models are powerful tools to explain and exploit dependencies between variables that are observed over both
time and space, but they come with a number of challenges. In particular, endogeneity issues arise because the contemporaneous
observations occur on both sides of the model equation. Furthermore, the inclusion of both spatial and temporal lags quickly results
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in heavily parameterized models. To circumvent these issues, a large part of the literature incorporates predetermined spatial weight
matrices that govern the contemporaneous interactions between spatial units. Examples of this modelling strategy are: the spatial
autoregressive model with a Gaussian quasi-maximum likelihood estimator (QMLE) (Lee, 2004); the QMLE estimation of stationary
spatial panels with fixed effects detailed (Yu et al., 2008); an extension of these spatial panels to include spatially autoregressive
disturbances (Lee and Yu, 2010); a further extension to a non-stationary setting in which units can be spatially cointegrated (Yu
et al., 2012); and a computationally beneficial generalized method of moments (GMM) estimator (Lee and Yu, 2014). In some
settings, however, the specification of a pre-determined spatial weight matrix is a non-trivial, and potentially error-prone, step in
the model building process. Accordingly, recent literature focuses on either incorporating multiple weight matrices (e.g. Debarsy
and LeSage, 2018; Zhang and Yu, 2018) or, at the expense of estimating many parameters, directly inferring all spatial interactions
from the data (e.g. Lam and Souza, 2019; Gao et al., 2019; Ma et al., 2023). Our model is a member of the latter category.

SPLASH offers the flexibility of a data-driven spatial weight matrix, without suffering from endogeneity or overparameterization.
Apart from the assumption of a generous bandwidth, SPLASH leaves the spatial weight matrix and autoregressive matrix unspecified,
while employing regularization to estimate sparse solutions. We show how dependencies between neighbouring units on a spatial
grid translate to diagonally structured patterns of sparsity in the spatial weight matrix. Accordingly, SPLASH incorporates a tailored
regularization component to exploit such structured sparsity when present, but without imposing it from the outset. Furthermore,
SPLASH does not require the use of external instruments to correct for endogeneity. Building upon previous works by Dou et al.
(2016) and Gao et al. (2019), we utilize the generalized Yule-Walker equations to resolve the endogeneity problem. Further
generalizing the latter contributions, we extend the system of Yule-Walker equations to allow for the inclusion of exogenous
variables.

Our work is related to the literature on the estimation of (nonparametric) spatial weight matrices and banded spatio-temporal
vector autoregressions. We highlight a number of key contributions along with differences and similarities with respect to the
current literature. Lam and Souza (2014) consider a model specification where the spatial units depend linearly on a spatial lag and
exogenous regressors and show that the adaptive lasso can consistently selects the correct sparsity pattern. To solve the endogeneity
issue, they require the error variance to decay to zero as the time dimension grows large. Ahrens and Bhattacharjee (2015) solve
the endogeneity problem using external instruments. Their two-step lasso estimation procedure selects the relevant instruments in
the first step and the relevant spatial interactions in the second step. This approach, however, requires the instruments and the
idiosyncratic component to be serially independent, resulting in limited applicability to spatio-temporal models. Finally, Lam and
Souza (2019) augment a spatial lag model with a set of potentially endogenous variables. They decompose the spatial weight matrix
into a pre-determined component based on expert knowledge and a sparse adjustment matrix that represents specification errors.
The adjustment matrix is sparsely estimated based on a penalized version of instrumental variables (IV) regression. In contrast to
our approach, Lam and Souza (2019) do not regularize the interactions between the dependent variables and the variables in the
augmenting set, and they assume the number of such interactions to be fixed. A fixed number of interactions is inappropriate in
high-dimensional settings in which the number of spatial units diverges.

Most closely related to our work are several recent contributions on banded estimation of spatio-temporal VARs. First, Gao et al.
(2019), and Ma et al. (2023) consider the same model that appears in this work, and they also rely on the generalized Yule-Walker
equations for estimation. The key difference with our paper lies in the method by which the model complexity is controlled during
estimation. Gao et al. (2019) assume the coefficient matrices to be banded with a bandwidth that is small compared to the number
of spatial units. The bandwidth is determined from the data and all parameters within the selected bandwidth are left unregularized.
Our SPLASH estimator, however, has the ability to exploit (structured) sparsity within the bandwidth and thereby improve estimation
and forecasting performance. In addition, apart from a generous upper bound on the bandwidth to ensure identification, SPLASH
does not require an a priori choice regarding the bandwidth. The recently developed bagging approach by Ma et al. (2023) does
allow for sparsity within the bands, yet it also requires the calculation of so-called solution paths. That is, a forward addition
and backward deletion stage are needed to determine the variables that enter the final model specification. In contrast, the SPLASH
estimator provides this solution at once. Furthermore, their approach is not designed to detect diagonally structured forms of sparsity,
while the ability to do so results in clear performance improvements of SPLASH in both the simulations and the empirical application
documented below. Finally, Wang and Tsay (2023) consider constrained estimation of the Yule-Walker equations for, potentially
misspecified, high-dimensional VAR models. As part of their general framework, they consider banded VARs as a special case. Their
model, however, does not include a contemporaneous (spatial) lag, nor is their estimator designed to uncover the type of (structured)
sparsity that is essential to our application.

Several theoretical contributions are put forth in this paper. First, since SPLASH is based on the generalized Yule-Walker
equations, which require estimates of the population autocovariance matrices, we derive a novel convergence result for banded
estimates of the autocovariance matrices. Second, we derive finite-sample performance bounds for the estimation and prediction
error of our estimator and utilize these bounds to derive asymptotic consistency of SPLASH in a variety of settings. For example,
in the case of a finitely bounded bandwidth and unstructured sparsity, it follows that the number of spatial units N may grow at
any polynomial rate of the number of temporal observations T. Finally, we develop a strategy to extend the system of Yule-Walker
equations to accommodate additional exogenous regressors and we derive similar performance bounds of SPLASH in this broader
framework as well.

We document strong performance of SPLASH in terms of estimation and forecast accuracy, both in simulated settings and in
an empirical application. The simulation results highlight that SPLASH obtains highly competitive predictive accuracy even when
compared to correctly-specified lattice-based methods. Furthermore, despite the heavier parametrization, the average estimation
errors attained by SPLASH are among the lowest and the estimates are demonstrated to allow for straightforward interpretation
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upon visualization. In our empirical application, we collect daily NO, column densities from 1 August 2018 to 31 March 2023,
recorded by the TROPOspheric Monitoring Instrument (TROPOMI) on board of the Corpernicus Sentinel-5 Precursor satellite. Each
spatial unit represents an aggregation of a small number of pixels on the satellite image. We again find that SPLASH is a competitive
alternative to popular lattice-based methods in terms of forecasting performance, and that spatial-temporal methods in general
deliver significant forecast improvements over regularized estimation of a reduced form VAR. In addition, we find evidence for
spatial interactions between first-order and second-order neighbours (i.e. neighbours of neighbours). By visualizing these spatial
interactions, we shed light on the dominant flow vectors of NO, which can aid the development of regional NO, containment
policies.

This paper is organized as follows. In Section 2 we introduce the spatio-temporal vector autoregressive model and discuss its
stability and sparsity properties. Next, we develop the sparse estimation strategy of this model in Section 3, which includes banded
covariance matrix estimation (3.1) and the SPLASH estimator (3.2). The simulation results are described in Section 4, followed by
the empirical application in Section 5. We conclude in Section 6.

Notation

The indicator function 14, equals 1 if A is true and zero otherwise. For a vector x € RY, the L,-norm of x is denoted
llxll, = (ZL’I |x,.|1’)1/p, with ||x||,, = max;|x;| as an important special case. The total number elements in x is denoted by
|x| and the number of non-zero elements in x is denoted by .#Z(x) = Zfi 1 L{x; # 0}. The Orlicz norm is defined as |||, =
inf {c >0: ]E[y/(l . |/c)] < 1} for any y(-) : Rt — R* being a convex, increasing function with w(0) = 0 and y(x) - o as x — co.
In addition, we rely on several matrix norms. For a matrix A € R™*N, the matrix norms induced by the vector L,-norms are given
by [|All, = sup,cgm (Il Ax|l, / ||l x|l ). Noteworthy examples are: || ||, = maxc;<y 2{‘11 |a,.,(, the spectral norm ||All; = [Apa (A’ A)] 12
where 4., (-) stands for the maximum eigenvalue, and || A||,, = max; ;<3 Zj]il a;;|. Finally, we define ||A[l,. = max {||All; . [|All, }-
Let S C {I,..., N} denote an index set with cardinality |.S|. Then, x¢ denotes the |S|-dimensional vector with the elements of x
indexed by S, whereas A ¢ denotes the (M x|.S|)-dimensional matrix containing the columns of A indexed by S. In addition, we define
D4(k) = {a;; | |i — j| = k} as the collections of elements lying on (pairs of) the diagonals in the matrix A, and %, (A) = (a;; 1 (<))
as the banded counterpart of A with bandwidth A.

2. The spatio-temporal vector autoregression

As in the recent paper by Gao et al. (2019), we consider the spatio-temporal vector autoregression
y, = Ay, + By, | +¢, t=1,....T, (D)

where y, = (y;,....¥n;) stacks the observations at time 7 over a collection of N spatial units. The contemporaneous spatial
dependence between these spatial units is governed by the matrix A = (g; /%’:1 with g; =0 fori=1,..., N. The matrix B = (b; J')Z'=1
incorporates dependence on past realizations. Finally, ¢, is the innovation vector driving the variation in y,.

A possible application of model (1) is the use of satellite data to study the concentration of an air pollutant over time (see the
empirical application, Section 5, for more details). Overlaying each satellite image with a spatial grid of N grid cells, we record
the pixel value of each grid cell at time 7 in the vector y, = (yy;,...,¥y,)’. From a physics viewpoint, the spatial lag Ay, and the
temporal lag By,_, can capture diffusion processes in the atmosphere. That is, the concentration of the pollutant in a specific grid
cell is determined by its past concentration and the inflow(outflow) of the pollutant from(to) neighbouring cells. These interactions
may reasonably be expected to be localized in the sense that grid cells should be mainly influenced by the concentrations nearby,
an observation that we return to in Section 2.2. The main notation and theoretical results are developed on the basis of model
(1). In Section 3.3, we extend the model by including exogenous variables. In the context of air pollutants, this extension enables
the explicit modelling of mechanisms that influence the dynamic evolution of pollutant concentrations beyond dispersion, such as
atmospheric transport via air currents or new emissions.

2.1. Stability and dependence
To ensure that the spatio-temporal VAR defines a stable dynamic system, we restrict the parameter space in the following way.
Assumption 1 (Stability). We require: (a) ||A||- = max {||A||1 , ||A||°°} <64 <1,and (b) ||B||- <6p and 6, := I(S—g < 1.
—0A
Assumption 1 ensures that (1) has a stable reduced form VAR(1) specification. This follows from the following two observations.
First, Assumption 1(a) bounds the maximum row and column sums of A and thereby constraints the contemporaneous dependence

between the time series. Invertibility of Iy — A is guaranteed since ||All, < +/||All; I|Allo < 64 < 1. Hence, we can define the
reduced-form representation as

¥ =Cy,_1 + De,, (2)
with C = Iy — A)"'B and D = (Iy — A)~!. It follows from || D||. < Z;io ||A||{_ = # that the absolute row and column sums
—0A

of (I N~ A)71 are bounded, which is the counterpart of assumption B2 in Dou et al. (2016). Second, Assumption 1(b) controls the
serial dependence of y,. Indeed, we conclude from ||C||, < ||[C||- < é- < 1 that both unit roots and explosive behaviour of the
reduced form specification are ruled out.
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Remark 1. Assumption 1 is defined in terms of ||-||,-. Since ||All; = ||A’||,, < l|All- for any matrix A, the norm |-|| is convenient
when bounding products of matrices containing transposes.

Remark 2. Assumption 1 echoes the spatial econometrics literature in which the spatial parameter A is bounded from above and
the prespecified spatial weight matrix, say W y, is standardized (see, e.g. Lee, 2004 and Lee and Yu, 2010). Typically, the product
AW y — the natural counterpart of the matrix A - is required to fulfil conditions similar to ||A|l. < 6, < 1. For instance, it is not
uncommon to row-normalize W, (each absolute row sum equal to 1) and restrict 1 < 1, see pages 1903-1904 of Lee (2004). If
W y is symmetric, then ||AW y||. < 1 holds.

Naturally, the dependence structure of {y,},c7 is also determined by the innovation process, on which we impose the following
assumption.

Assumption 2 (Innovations).

(a) The sequence {¢,},cz7 is a covariance stationary, martingale difference (m.d.) process with respect to the filtration .%,_; =
o (€;_1.€;_5,...), and geometrically strong mixing («-mixing). That is, the mixing coefficients {a,} satisfy «,, < c,e™7" for
all m and some constants c,,y, > 0.

(b) The smallest eigenvalue of X, = E(e;€)) = (o f)i]j/j=l has a positive lower bound, and || Z,||. < C, < .

(c) Either one of the following assumptions holds:

)l/d

(c1) For w(x) = x4, we have sup;, ||, ||, = (Ele;|!) " < uy < oo for d > 4.

(c2) For y(x) = exp(x) — 1, we have sup;, [l€; ]|, < #o < c0.

Similarly to Masini et al. (2022), Assumption 2 restricts the stochastic properties of the innovation process {¢,}. First,
Assumption 2(a) ensures that the memory of the innovation process fades sufficiently fast and limits the cross-sectional dependence
between the elements in ¢,. The m.d. assumption implies that E(e,y;ﬂ.) = 0 while the mixing assumption controls the serial
correlation in the data. Assumption 2(b) restricts the contemporaneous dependence in ¢,. The lower bound on the minimum
eigenvalue of X_ implies that each innovation contains unique information, while the upper bound on the maximum eigenvalue of X,
bounds the degree of cross-sectional dependence, for example by excluding common factor structures. Polynomial or exponential
tail decay of the distribution of the innovations is imposed through either Assumption 2(cl) or Assumption 2(c2), respectively.
The type of tail decay will directly influence the growth rates we can allow for N and 7. The discussions in Masini et al. (2022)
demonstrate that Assumption 2 allows for a wide range of innovation models.

While these assumptions are sufficient to estimate the reduced form VAR in (2), there is a potential issue with endogeneity. In
particular, since y, appears on both sides of (1), equation-by-equation OLS estimation is inconsistent for general A and B.! This
issue can be addressed through the use of instrumental variables (e.g. Ahrens and Bhattacharjee, 2015; Lam and Souza, 2019) or
via the generalized Yule-Walker equations, as considered in Gao et al. (2019) and this paper. Under Assumptions 1 and 2, we can

post-multiply (1) by y; _, and take expectations to obtain

3, =AZ, +BX,. 3)

By plugging in estimates of the population covariance matrices ¥, and X in (3), we obtain a system of equations from which the
parameters in A and B can be estimated. However, with each row in (3) defining N equations with 2N — 1 unknowns, additional
structure is required to identify and estimate the parameters.

2.2. Structured sparsity

There are several possibilities to introduce structure into A and B. Early spatial econometrics models, e.g. the spatial autoregres-
sive (SAR) model or spatial Durbin model (SDM), incorporate spatial effects through the product AW ,, (with W, pre-specified).
The specification A = AW ,, imposes substantial structure on A and leaves only the single parameter 4 to estimate. Dou et al. (2016)
consider a more general setting in which each row of W, receives its own spatial autoregressive parameter. Specifically, they set
A = diag(49)W y and B = diag(4,) + diag(4,)W y, and estimate the 3N coefficients in (4(, 4], 4,)’. Gao et al. (2019) require A and B
to be banded matrices. We also employ a bandedness assumption, although our bandwidth may be substantially wider than in Gao

et al. (2019).

Assumption 3 (Banded Matrices). Recall A = (aij)x=1, B= (b[j)[{"j:l, and X, = (”ij)x=1' We have: (a) g;; = b;; =0 for all |i - j| > k

with ko < |(N = 1)/4], and (b) o;; = 0 for all |i — j] > I,

1 As pointed out by an anonymous referee, notable exceptions occur when A is diagonal, which is ruled out in the current setting, or when A is triangular.
The latter setting may be justifiable for certain structural VARs, but seems unrealistic in most spatial settings.
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Fig. 1. Sparsity patterns in the matrices A and B due to localized interactions. (a) A (5 x5) grid of spatial units with arrows depicting the nearest horizontal
(blue), vertical (red), and diagonal (grey) interactions for y, and y,,. (b) The sparsity pattern resulting from nearest horizontal, nearest vertical and nearest
diagonal interactions. The first row in the (25 x 25) matrix has three non-zero elements corresponding to the horizontal interaction y, — y, causing a non-zero
(1,2) element (blue), the vertical interaction y, — y, causing a non-zero (1,6) element (red), and y, — y; causing a non-zero (1, 7) element (grey). The full
colour pattern is recovered by applying this reasoning to all remaining cells in the grid. (For interpretation of the references to colour in this figure legend, the
reader is referred to the web version of this article.)

Assumption 3 serves two purposes. First, for each spatial unit i = 1,..., N, the matrices A and B are banded to have no more
than N unknown parameters per equation. With N moment conditions for each i, Assumption 3(a) is the widest bandwidth that
enables identification of the parameters. In many applications, including the one considered in this paper, the actual bandwidth
may be smaller than the upper bound imposed in Assumption 3. While a smaller bandwidth is neither required nor imposed, it will
result in additional sparsity that our estimator is designed to exploit. Second, we demonstrate in Theorem 1 that the combination
of Assumptions 3(a)-(b) implies that the (N X N) autocovariance matrices X; = E(y,y;fj) are approximately banded. This in turn is
exploited in the Yule-Walker estimation approach, in which we incorporate banded estimation of the autocovariance matrices to
improve the convergence rates of our estimator.

Even under Assumption 3, the number of unknown parameters in A and B may grow quadratically in N. Accurate estimation
of all these parameters becomes infeasible even for moderately sized systems. To alleviate this curse of dimensionality, we rely on
sparsity, which in the present context occurs when two spatial units do not interact with each other (given their interactions with
other units within the system). We demonstrate how a particular, and exploitable, sparsity pattern arises when the spatial units are
ordered in a structured way.

As an illustrative example, let us consider repeated measurements on the (5x5) spatial grid shown in Fig. 1(a). The N = 25 spatial
units are labelled y; up to y,5; and enumerated row-wise. This ordering of the spatial entities creates an implicit notion of proximity
and we intuitively expect economic/physical interactions to be most pronounced at short length scales. For instance, returning to our
running example of air pollution, we expect elevated concentrations of pollutants (e.g. due to high traffic or polluting industries) to
diffuse through space and mostly affect neighbouring locations. Fig. 1(a) shows the short-range interactions of y, and y,, towards
their horizontal (blue), vertical (red) and diagonal (grey) nearest neighbour. If these are the only possible interactions, then the
resulting sparsity pattern in the (25 x 25) matrices A and B would correspond to the coloured elements in Fig. 1(b) (see its caption
for further explanations). The nonzero elements in A and B are thus seen to cluster in specific, dense diagonals with an occasional
zero whenever neighbours are absent at the grid boundary. It is easy to verify that more distant neighbours (in either direction) are
still found on diagonals but located further away from the main diagonal. Not knowing a priori in which direction and at which
distance these interactions become unimportant, we develop a penalized estimator that is able to detect and efficiently estimate
such diagonal sparsity patterns without imposing this sparsity structure from the outset.

3. Sparse estimation

In this section, we develop the estimation and statistical theory for a sparse estimator of the spatio-temporal VAR in (1). As
mentioned in Section 2.2, we exploit the banded structure in A and B via banded estimation of the sample autocovariance matrices.
Accordingly, we start off by deriving finite-sample error bounds attained by banded sample auto-covariance matrices as estimators
of their population counterparts. Afterwards, we fully develop our estimator and investigate its theoretical properties.

3.1. Banded autocovariance matrix estimation

Assumption 3 plays a crucial role in identifying the parameters in A and B, while simultaneously opening up the door for
efficiency gains in the estimation of the autocovariance matrices in (3). Since the inverse of a banded matrix is in general not
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banded itself, the matrix C = (I y —A)~! B containing the autoregressive coefficients of the reduced-form representation of the spatio-
temporal VAR in (2) cannot be expected to be banded. However, given its structure, it may be expected to be well-approximated
by a banded matrix. Consequently, combining the approximate bandedness of C with the bandedness of X, a reasonable conjecture
would be that the autocovariance matrices of y, are approximately banded as well. Indeed, we formalize this conjecture in the
following theorem, along with the expected error bounds one may expect from utilizing a banded estimation approach.

Theorem 1 (Convergence Rates for Banded Sample Autocovariance Matrices). For any matrix M = (m;;), its h-banded counterpart is defined
as B, (M) = (m;;1,,_jj<n))- Define the (N x2N) matrix V', = [8,(£,) 8, (%,)] with £, = % S yy_ and £, = % ST vy, and

choose
max{log(K;8”>,log(%>} log(%)
h = h(e) = : +1 +2| (kg — D +2y + 1, )
[log(8,4)| [log(60)]
. 34, _ 4c, 5 . -
for some K € (6,, 1), with C; = TPk and C, = Ty Then, ||V, — VH'_ < 4e with a probability of at least

(@) 1-22,(e, N,T) under Assumptions 1-3 using Assumption 2(b1) (polynomial tails),
(b) 1-2P,(e, N, T) under Assumptions 1-3 using Assumption 2(b2) (exponential tails),

where

) 2h+1]b (1-6)/3 b,[2h + 174
P (e, N,T) = 2h+ N <b1T<1_5)/3+g>exp T Bt s
€ 267 cdT3@-D

for some 0 < § < 1, and

1

1
B KlRh+11 2 ( T& \7 L(_Te 7
P N.T)=Ch+ DN | ———+ = (s ) e Tk \[2h+ 12

The constants b;, k;, for i = 1,2,3, are positive and independent of N and T.

Theorem 1 shows that banded estimators for X, and ¥, provide an accurate approximation to V = [2’1 ZO]. Each of these
banded matrices has at most 2A(¢) + 1 nonzero elements in their columns/rows. In other words, given ¢, [, and k(, Assumptions 1-3
guarantee that X, and X, can be well-approximated by matrices with bandwidths smaller than N. In the following section, we
develop our sparse estimator for A and B and show that the established approximability of the population autocovariance matrices
improves the convergence rate of the estimator.

3.2. The SPLASH (a, 1) estimator

In this section, we introduce a sparse estimator for large spatio-temporal models generated by (1). Our estimator essentially
combines generalized Yule-Walker estimation with a sparse group penalty (e.g. Simon et al., 2013). Estimation via the Yule-Walker
equations is adopted to control for endogeneity, while the added penalization shrinks the estimates towards the diagonally structured
sparsity displayed in Fig. 1. Compared to Gao et al. (2019), we hereby gain the ability exploit sparsity within the imposed bandwidths
of A and B. In practice, this means that we can assume a much larger bandwidth without substantially sacrificing estimation
accuracy.

3.2.1. Definition
The formal definition of our estimator requires further notation. Part of this notation comes naturally if we briefly review the
generalized Yule-Walker estimator. First, we rewrite the generalized Yule-Walker conditions in (3) more compactly as

i =[2 x)[a B =vC. ©)

The ith column of C’ contains all coefficients that belong to the ith equation in (1). Assumption 3 requires several of these coefficients
to be zero, so we exclude these from the outset. We collect all remaining (possibly) nonzero coefficients of the ith equation in the
vector ¢;, and define V; as the matrix containing the corresponding columns from V. In the population, we have V,c; = X'e; =: o,
fori=1,..., N, with e; being the ith column of the (N x N) identity matrix. Sample counterparts of V; and o; are readily available

from the sample autocovariance matrices. More explicitly, Gao et al. (2019) set é; = %Z?ﬁ ¥:i—1¥; and construct V; from the

appropriate columns of ¥ = [£] £(]. Motivated by o, — V¢, = 0, they define their estimator ¢**"? as the following minimizer:

L2

él.GMWY = arg min ”&i - V,-c“2 . 6)
c

We will adjust this objective function in three ways. First, we define our estimator in terms of banded estimated covariance

matrices. Second, we add a group penalty to sparsely estimate the parameters in A and B. To exploit the diagonally structured

sparsity in Fig. 1, if it is present, we allow for a penalization of complete diagonals. This form of penalization, however, renders
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Fig. 2. A visualization on the construction of V,, for N =5. (a) If h = 1, then grey elements in A and B are (potentially) nonzero whereas white elements are
zero by construction. Enumerating along the second row, the active elements are in the set {1,3,6,7,8}. (b) We select the columns from Vh corresponding to
the active set. (c) The matrix V,, is the submatrix of ¥, with only active columns.

equation-by-equation estimation of the parameters infeasible. Therefore, recalling the definitions of %, (2 1) and V, in Theorem 1,
we define &, = vec(%,(£,)’) and IA’(hd) = diag(V ;. ...V y.), where V', contains the columns of ¥, that multiply the elements in
¢; (see Fig. 2 for an illustration). Finally, we construct the penalty function. We define an index set that partitions the vector ¢ into
sub-vectors, denoted {c,}, that contain the non-zero diagonals of A and B that are admissible under Assumption 3 as

9y ={gcN:c,=Z,k).ke{l,....[(N-1/4]}},

@
g :={gCN:c,=Ppk),ke(0,....|(N - 1)/4]}},
respectively, and let ¥ = ¢, U ¥;. Based on this notation, we define our objective function as
. NONIK R () 112
Li(esd) = Hah - )6”2 + /1((1 -0 Y Vgl ”cg“z ta ||c||1> = ) 6y- VY )6”2 +AP,(c). @®)
g€Y

=:P,(c)

The spatial lasso-type shrinkage estimator, abbreviated SPLASH(«, 4) or SPLASH for short, is defined as the minimizer of (8),
i.e. ¢ = argmin,.Z,(c;1). The influence of the penalty function P,(c) is governed by the penalty parameter 1 and the second
hyperparameter o balances group-structured sparsity versus individual sparsity. At the extremities of a € [0, 1] we find the group
lasso (@ = 0) and the lasso (« = 1). Intermediate values of a will shrink groups of diagonal coefficients in A and B, and individual
parameters. The SPLASH solution promotes completely sparse diagonals and sparse elements within nonzero diagonals, and thus
shrinks towards the sparsity patterns displayed in Fig. 1(b).

3.2.2. Implementation

Algorithm 1 describes how to apply the SPLASH estimator. There are three key parts: (1) the selection of the bandwidth parameter
h, (2) the determination of the hyperparameters « and 4, and (3) the minimization of the objective function ., (c; 1). Further details
on parts (1) and (3) can be found in the articles that are referenced in Algorithm 1. The hyperparameters are determined using time
series cross-validation. The grid values being outlined in the algorithm are mere recommendations. Finer grids can yield better
solutions at the cost of higher computational demands. If computational resources are scarce, then hyperparameters might also be
pre-specified (e.g. fixing a to say 0.5 in order to obtain a one-dimensional grid search). Finally, we mention that there is no need
to manually implement the steps in Algorithm 1. An efficient implementation of this procedure is readily available as an R package
on the website of one of the authors.?

3.2.3. Theoretical properties

We require an additional assumption on the DGP to ensure that A and B in (1) are uniquely identified. To this end, we leverage
on Assumption 3, which enables unique identification of A and B via a straightforward full-rank condition on sub-matrices of the
autocovariance matrices that appear in the generalized Yule-Walker equations.

Assumption 4 (Restricted Minimum Eigenvalue). Assume that

Vx|l
min
xeR2N ..z (x)<N 1%l

¢min(x) = 2 ¢0 > 0.

2 https://sites.google.com/view/etiennewijler/code
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Algorithm 1 SPLASH(«, 4) implementation

: Compute the (N x N) matrices £, = % ZTT=2 y,y, and £, = % Z;T=2 yy_,

: Determine the bandwidth & using the bootstrap procedure in Guo et al. (2016, p. 7).

: Using the selected bandwidth of step 2, calculate %, (%), #,(%,), and construct &, 7 and ¢ as in Section 3.2.1.

: Define a grid of hyperparameter values. Depending on computational power, we suggest agiq = {0,0.25,0.5,0.75,1} and a

AW N =

gri

vector of K logarithmically spaced points for A. That is, with 4, = max (maxgeg % ”Vf:&h“z /V/1gl,max; oy, f/ﬁf”f’&h ) and
Amin = NAmax for some small 7 > 0, take Agq = {4 ..., Ax } Where
i—1 .
A = exp (ln (Amax) = 2 [mumax) - ln(ﬂmin)]> i=1,...K.

s5: For each combination («, 1), use the SGL algorithm as in Simon et al. (2013) to compute the SPLASH solution é(a, 4). Select the
solution with the hyperparameters that perform best via time series cross-validation (see, e.g. Hyndman and Athanasopoulos,
2018).

Assumption 4 states that every sub-matrix containing at most N columns from V has full column-rank and a minimum singular
value bounded away from zero. Related assumptions appear in Bickel et al. (2009, Section 4), who refer to ¢,,;,(x) as a restricted
eigenvalue and use this quantity to construct sufficient conditions for their restricted eigenvalue condition. Assumption 4 fits our
framework particularly well, as the assumed maximum bandwidth of the matrices A and B in Assumption 3 imply that the diagonal
blocks of the matrix V¢’ never contain more than N unique columns of V. Using this property, we show in Lemma 1 of Appendix A
that a Sparse Group Lasso compatibility condition is implied by Assumption 4.

Equipped with Assumption 4, we find the following finite-sample bounds on the prediction and estimation error of SPLASH.

Theorem 2. Define

G =max{(1=a) Y Vigl.aV/IST},

8€Ys

where 9, ={ge€% : ¢, #0} and S = {j : ¢; # 0}. Under Assumptions 3—4 and ||V || < Cy, it holds that

|79 -olf H(u -0 ¥ Viefe, -, +“”é‘°”1> <
g€y

with a probability of at least

642 4>

%

(9)

(@) 1-102, (f(A ¢y), N,T) when Assumption 2(b1) (polynomial tail decay) is valid, or
(b) 1102, (f(4,¢y), N,T) when Assumption 2(b2) (exponential tail decay) is valid,
where &, (x, N,T) and &, (x, N,T) are defined in Theorem 1 and f (4, ¢y) = min (% ﬁ, ?—3)

Theorem 2 contains a finite-sample bound on the prediction and estimation error for the SPLASH(«, A) estimator. It offers some
interesting insights. First, we focus on the probability with which inequality (9) holds. For VAR estimation with a penalized least-
squares objective function, such probabilities are governed by tail probabilities of the process { % ZLI yi€j:} (see, e.g. Lemma 4
in Kock and Callot, 2015, or Lemmas 5-6 in Medeiros and Mendes, 2016). Because Yule-Walker estimation relies primarily on
autocovariance matrix estimation, our probability depends on the tail decay of the distribution of {HIA/,, — V|| }. Overall, the
probability of (9) improves through faster tail decay of the innovation distribution (compare cases (a) and (JB)) and banded
autocovariance matrix estimation (Theorem 1). Second, we look closer at the performance upper bound itself. The right-hand side
of (9) demonstrates that the upper bound on the prediction and estimation error is increasing in @,, which in turn is increasing
in the bandwidths k, and /,, increasing in the group sizes (¢ < 1), and increasing in the number of relevant interactions |.S|
(a > 0). Furthermore, the prediction and estimation error increases in the degree of penalization. Whereas this seemingly suggests to
minimize A as to improve performance bounds, we emphasize that the effect of regularization in Theorem 2 is two-fold: increasing
regularization deteriorates the performance bound, but increases the probability of the set on which the performance bound holds.
Intuitively, shrinkage induces finite-sample bias which worsens accuracy, but simultaneously reduces sensitivity to noise, thereby
enabling performance guarantees at higher degrees of certainty.

The aforementioned effects can also be demonstrated by means of an asymptotic analysis. Based on Theorem 2, we derive the
conditions for convergence of the prediction and estimation errors in the following corollary. The exact convergence rates are also
provided.

Corollary 1. Let A € O(T%), N € O(TV), |%5| €0 (qu' ), |S| € O(T%), ky,l, € O(T%), where g,, qy, q,, and g, are fixed and
positive constants. Maintain Assumptions 1-4 and assume that either (i) q, < 8d-D) _ @+Day _ an

7B s for some 0 < § < 1 and Assumption 2(b1)
holds, or (ii) q, < % — g, and Assumption 2(b2) holds. Then,
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Corollary 1 provides insights into the determinants of the convergence rate. In particular, the result confirms that the convergence
rate decreases in the bandwidths k, and /), the number of spatial units N, the number of interactions |S| and the degree of
penalization 4. To ensure that the set on which the performance bound in Theorem 2 holds occurs with probability converging
to one, conditions (i) and (ii) impose that the degree of penalization does not decay too fast in 7. The optimal convergence rate is
obtained by choosing g, as large as possible without violating these conditions. Some concrete examples are provided in Remark 3.

Remark 3. Insightful special cases can be examined based on Corollary 1. For the sake of brevity, we consider two cases while

focusing on the estimation error P, (¢ — ¢) and assuming errors with at least d finite moments (Assumption 2(b1)). In the absence

of within-group shrinkage (« = 0), Corollary 1 demonstrates that P, (¢ —¢) = O, (T 2ag*an _‘“), with ¢, < L @il an

2 24 d d
T1/2-1/2d ) L

N For fixed N and large d, this is close to the common /T-rate of

fixed-dimensional settings without regularization. If shrinkage is imposed at the individual interaction level only (¢ = 1), then

T1/2-1/2d ; 1+1/d 1/d
W-Nonng that N / |§4S|> |S|N / , we

see that SPLASH(1, A) attains a convergence rate at least as fast SPLASH(0, 4), and poossibly faster when the sparsity is unstructured
or the diagonals are highly sparse.

The estimator now converges almost at rate

Py (¢ —c)=0,(T%%) and the estimation error converges almost at the rate

3.2.4. Future work: Selection and inference

In this section, we propose two prospective avenues of future research opened up by the development of SPLASH. In particular,
we discuss how the estimator may be extended to provide consistent variable selection or to enable uniformly valid statistical
inference.

We conjecture that a weighted penalty scheme, similar in spirit to the adaptive lasso in Zou (2006), will be able to estimate
the zero coefficients as exactly zero with probability converging to one, while maintaining the ability to consistently estimate the
non-zero parameters in (1). Such an estimator could be defined as be the minimizer of

M
om0 3 vl e 521,
€9 j=1

where M denotes number of coefficients in the model. Compared to the objective function in (8), the vector ® = (w,,...,@),) is a
vector of positive weights that should be large for parameters that require little shrinkage and small for parameters that are small
or zero. A natural choice that satisfies this requirement is w; = |¢|" for some y > 1, where ¢ is the ith element of the SPLASH
estimator ¢ defined in (8). We leave the investigation of the theoretical properties and empirical performance of this “adaptive
SPLASH estimator” for future research.

Zy(c;A,0) =

Another prospective extension of our method concerns the ability to conduct honest statistical inference. The main challenges
for inference based on sparse estimators are: (1) the intractability of the limiting distribution and/or its dependence on unknown
parameters (e.g. Knight and Fu, 2000), and (2) convergence results not holding uniformly over the parameter space (e.g. Leeb
and Potscher, 2005, 2008). To circumvent these challenges, a “debiased SPLASH estimator” for uniformly valid inference might be
derived by inverting the Karush-Kuhn-Tucker (KKT) conditions, analogous to the desparsified lasso in Van de Geer et al. (2014).
Compared to Van de Geer et al. (2014), however, additional care should be taken to account for the banded autocovariance matrix
and the group penalty. A full derivation is outside the scope of this paper and subject to further investigation.

3.3. Exogenous variables

We generalize model specification (1) by accommodating K exogenous variables, i.e.

K
yi=Ay, +By,_, + ) diag(B)x,, +€,. t=1,..,T. (10)
k=1
Each vector x,; = (xy,4.....xy,) augments the spatio-temporal vector autoregression with an extra regressor. This regressor may
vary over time and is assumed exogenous, i.e. we have E(x, ;€]) = O for k = 1, ..., K. For notational brevity, we consider the situation
in which the exogenous regressors x;, | ...,X; ¢ can only directly influence spatial unit i. This explains the diagonal structure in
diag(B;). In Remark 5 we argue that this simplification does not greatly hinder generality. In contrast to Ma et al. (2023), we allow
B = B> ---» By to vary with location. We keep K fixed.

To account for the exogenous variables, we modify the generalized Yule-Walker estimator of Section 3.2. We recall X; =
E(y,y|_;), and define the matrices Z;("y =E(x,,y,_;) and Z;"X" = E(x,,x]_, ). Two sets of Yule-Walker equations, namely

K
X, = AZ, +BZy+ ) diag(B)Z" (11a)
k=1
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and
K
(Z)) =AY + BEYY + Zdiag(ﬁk)lgkx’, forj=1,....K, (11b)
k=1
are derived by post-multiplying the model by respectively y;_, and x] e and taking expectations. Compared to (5), the Yule-Walker
equations in (11a) contain the additional term Y5 | diag(ﬁk)Z]"y to provide information on B...., Bx. However, if Z}* = O

(e.g. when {x,,} and {y,} are independent and g, = 0), then (11a) alone will not identify §,. We therefore add the additional
Yule-Walker equations in (11b). To develop the estimator, we combine (11a) and (11b) into

b4 z >, &y .
X1y X1y X1y xk
Lo |=[% =T[4 B+ Z diag(By) := V*C' + Y W} diag(B,). (12)
H H M k=1
XKy XKY XKy X X,
ZOK ZOK ZIK ZOK k

From this point onward, the development of the SPLASHX(a, A) estimator closely mimics the reasoning from Section 3.2.1. First,
we focus on the ith spatial unit and collect all the nonzero coefficients of A and B (as stlpulated by Assumption 3) in ¢;. Letting V';

denote the columns in V* related to ¢; and defining both ¢ = [2 1 (Eg‘y ) (ZxKy ) ] e; and w Wj;e,, result (12) 1mp11es
Ich, + Z,’f | w,*k By = o7 Secorlcl ;Ne define (a) the sample counterparts of X, z;‘ky and X’ XX g respectlvely 2 _1 ZZ‘_ - }’xy;_/,
Ej"y == Zz—, 1 Xek yt_/. and £* = % ZtT:j +l x,’kx’ o and (b) define the quantities 6}, @, and V based on thelr underlying
sample covariance matrix estlmators. Finally, set 6 (al ”*’)’ (d) = diag(f’T, N 4 N), and Wk = dlag(wl oo Wy,). The
SPLASHX(a, 1) objective function is

2

4 *(H') #(d)
LBy, Broci D) = ||6 ZW By
2 (13)
+2 <Pa(c) + 2 (=) VN ||Be]l, +a ||ﬂk||1> :
k=1

This objective function allows for the estimation of §,, ..., g, which may contain sparse coefficients or completely sparse vectors g,,

as well as sparse diagonals in the coefficient matrices A and B. There is a clear mathematical resemblance between the SPLASH and
SPLASHX estimators. Accordingly, under appropriate modifications to Assumptions 1-4, a finding similar to Theorem 2 is attainable.
For the reader’s convenience, we make the correspondence between these assumptions explicit by adhering to the original numbering
while adding a “*”. A short discussion of these assumption is found at the end of this section.

Assumption 1*. We require: (a) ||Allr = max {||All;,llAllo} < 64 < 1, () ||Bll- < Cp and % < 1, and (o) |||, =
—9A
max (181} 1Bl ) < Cpe

Assumption 2*.

(a) The regressor X;
k=1,...,

(b) The sequence {¢,} is a covariance stationary, martingale difference process with respect to the filtration #,_, = o (¢,_1.€,_5,...),
and geometrically strong mixing (a-mixing). That is, its mixing coefficients {«,,} satisfy a,, < c,e~%"™ for all m and some constants
¢, 74 > 0. The largest and smallest eigenvalues of X, = E(e€}) = (q; J')Z'=1 are bounded away from 0 and .

i1, and innovation ¢, , are independent of each other for all 1 < i} < i, < N, all 1 <, <7, and all

(c) Foreachk = 1,..., K, the sequence {x, ,} is covariance stationary and geometrically strong mixing («-mixing). That is, its mixing
coefficients {«, } satlsfy af < c*e"a’" for all m and some constants 5.7y > 0.

(d) Either one of the following assumptions holds:
. 1/d 1/d
(d1) For w(x) = x* and d > 4, we require sup;, [l¢,[|, = (Ele;|?) /" < py < o and sup;  [|xickll, = (Elxiril?) /< Hy < o0
(k=1,....K).
(d2) For y(x) = exp(x) — 1, we have sup;, [l€; ]|, < He < o and sup;, ||x"”k||w <y <00 (k=1,...,K).

Assumption 3*. Recall A = (au)z > B = (b,j) =1 and X, = (O-"f)i]j/j=l' We have: (a) a;; = b; = 0 for all |i—j| > k, with

ko < (N = 1)/4], and (b) 6;; =0 for all |i —j| > I.

Assumption 4* (Restricted Minimum Eigenvalue). Define the (K + 1)N x (K + 2)N) matrix

3! DN (ley)/ (ZXKY)/

1 1 1
Q: Egly z)lﬂy Zglxl Zglxk
’;K,V );Ky x:KXl : X;("K

ZO 21 ZO 20

10



H. Reuvers and E. Wijler Journal of Econometrics 239 (2024) 105520

We assume that
loxll, _ .

min 0
xeRKDN ;g (x)<N+K || %]l

B =

Assumption 1*(a)—(b) are as before. Assumption 1*(c) merely assumes an upper bound on the magnitude of the exogenous
regressor coefficients. Assumption 2* controls dependencies over time, in the cross-section, and with the exogenous regressors.
Similar to assumption A8(i) in Ma et al. (2023), we enforce exogeneity through Assumption 2*(a). Assumption 2*(b) is a simple
repetition of Assumption 2(b) and its counterpart for the {x,}’s is encountered as Assumption 2*(c). All original moment conditions
are also transferred to the exogenous regressors (Assumption 3*). Clearly, Assumptions 1*—4* allow for an easy analogy with
the earlier assumptions in this paper (at the cost of possibly being more restrictive than strictly necessary). That is, define
€ = e,+z,f=l diag(B)x, , and note the linearity of €} in ¢, and {x,;, ..., x, g }. With K being fixed, all mixing properties and moments
conditions simply carry over to ¢;. Having modified the assumptions to accommodate the setting with exogenous variables, we are
able extend Theorem 2 and derive an applicable finite-sample error bound.

Theorem 3. Define g = (¢, B),.... B}), S* ={j : q; # 0} and

K
@), = max {U —a>< > Visl+VN Y Iliﬂk#o,),awsﬁ} .
k=1

8€Ys

Under Assumptions 1*-4* and ||Q||\- < C, it holds that

2 K
+4 [(1—(1)(2 \/El\ég-chﬁZ‘/FHi’k‘ﬁ”z)
) 39 k=1

—52 72
647" A

K
+a<||é—c||1 + 2 |3 —ﬂkHl) ]s —=
k=1 [N

with a probability of at least

K
P —ers Y WG, - B
k=1

(@ 1-T7K+ 1)K +2)P] (F*(4, s N, T) under Assumption 2(b1) (polynomial tail decay), or
®) 1-7(K + 1)K +2) 2 (£, &5, N ,T) under Assumption 2(b2) (exponential tail decay),

where f*(ﬂ,qbé):min{ﬂ A Al ;,—},

12v/6” 144Co " 12v/6c,” 144C0Cy° 12

, K +2)Nb (1-6)/3 by(K +2)¢ N
Pi(e.N.T)=N? [(blT“—‘W3 + #> exp <—T ) y kD
€

27 cdT 36@-D

for some 0 <6 < 1, and

(K+2)N 2 T2\’ 1 Te? 7
7%, N,T)= N2 | &8 = Y (L —
s [ ¢ +K2<(I< +2>N) o K3<<K+2>2N2>

All constants (b,, by, k,, etc.) are positive and independent of N and T, see Theorem 1.

Remark 4. The inclusion of exogenous variables affects the autocovariance structure of the data. For example, if B = O, then
v =, - A I, diag(Box, . + €] and

K
E(y,y)) =y - A" [ > diag(BOE(x, ;) diag(B,) + ):e] Iy - A
k,x=1

Clearly, E(y,y;) now also depends on the various second moments of the exogenous covariates. We do not make any a priori
assumptions on ]E(x,,kx;,() and thus define SPLASHX(a, A) in terms of the unbanded autocovariance matrix estimators.

Remark 5. Defining the coefficient matrix in front of x,, as diagonal is not restrictive. That is, by letting x,,,, be a reordered
version of x, , the former’s addition to the model can accommodate for the situation in which the dependent variable is influenced
by the exogenous variable x, , from multiple locations.

4. Simulations

4.1. Simulation setting

In this section, we explore the finite sample performance of our estimator by Monte Carlo simulation. The data generating process
underlying the simulations is the spatio-temporal VAR in (1). We study T € {500, 1000,2000} and draw all errors ¢;, independently

11



H. Reuvers and E. Wijler Journal of Econometrics 239 (2024) 105520

and N(0,1) distributed. The matrices A and B and the cross-sectional dimension N are specified in the two designs below. All
simulation results are based on N;,, = 500 Monte Carlo replications.

Design A (Spatial grid with neighbour interactions): As in Fig. 1, we consider an (mxm) grid of spatial units. For m =5 (m = 10),
this results in a cross-sectional dimension of N =25 (N = 100). The matrix A contains interactions between first horizontal and first
vertical neighbours while all other coefficients are zero. The magnitude of these nonzero interactions are 0.2. For m = 5 (m = 10), the
temporal matrix B is a diagonal matrix with elements 0.25 (0.21) on the diagonal. The reduced form VAR matrix C = (Iy — A)"'B
has a maximum eigenvalue of 0.814 (0.904).

Design B (Banded specification): We revisit simulation Case 1 in Gao et al. (2019). The matrices A and B are banded with a
bandwidth of k, = 3. Specifically, the elements in the matrices (A),?Vj=1 and (B),.Nj are generated according to the following three
steps:

Step 1: If |i — j| = ko, then g;; and b;; are drawn independently from a uniform distribution on the two points {-2,2}. All remaining
elements within the bandwidth are drawn from the mixture distribution wly, + (1 — @)N(0,1) with P(w = 1) = 0.4 and
P(w = 0) = 0.6.

Step 2: Rescale the matrices A and B from Step 1 to #;, X A/ ||A|l, and #, X B/ || B||,, where 5, and #, are drawn independently from
U[0.4,0.8].

Step 3: To avoid unstable systems, check if ”(I N~ 14)‘1BH2 < 0.95. If this is not the case, then we discard the matrices A and B
and return to Step 1.

We vary the cross-sectional dimension over N € {25,100}.

The two simulation designs are chosen to provide a balanced comparison between modelling approaches with a predetermined
spatial weight matrix and modelling approaches that estimate the spatial interactions in a data-driven way.

The two methods with pre-determined spatial weight matrix are taken from Yu et al. (2008) and Lam and Souza (2019). The
estimator in Yu et al. (2008) departs from a spatial-temporal autoregression (hence abbreviated as ST-AR) in which three scalar
parameters and a single spatial weight matrix parametrize the spatial and temporal lag. The parameters are estimated by Gaussian
quasi-maximum likelihood. As mentioned in the introduction, the method in Lam and Souza (2019), LaSo for short, allows for
sparse adjustments from a predetermined spatial weight matrix. To match our simulation designs, we include y,_; in the matrix of
covariates (see their Section 3.3.4). For both methods, we let the spatial weight matrix coincide with the “first-nearest neighbour”
interactions implied by Design A. This choice clearly favours these methods in Design A while causing a misspecified model in
Design B.

The second group of methods determines the spatial interactions in a data-driven way. First, we consider three implementations
of our SPLASH estimator: (1) SPLASH(0, 1) promotes non-sparse groups only, (2) SPLASH(0.5, 1) gives equal weight to sparsity
at the group and individual level, and (3) SPLASH(1, 1) encourages unstructured sparsity only. In congruence with Theorems 1
and 2, we rely on banded autocovariance matrices %, (io) and %, (f 1) with bandwidths selected by the bootstrap procedure
in Guo et al. (2016, p. 7). The included estimators from Gao et al. (2019) are references by GMWY(k) and GMWY (k). The first
of these estimators implements generalized Yule-Walker estimation for banded A and B using the selection rule in (2.17) of their
paper. Having observed a rather poor performance of this method during some exploratory simulations for Design B, we provide
the true bandwidths of A and B to the (infeasible) estimator denoted GMWY(k,). To allow for a comparison with the original
simulation results, neither of these GMWY estimators applies banding to the covariance matrix estimators £, = % ZLZ y,y, and
3 = % Z,T=2 ,¥,_,- During additional exploratory simulations, we have seen that the performance of the GMWY estimator does not
change much if banded covariance matrices would be used.

Finally, we also include an L;-penalized reduced form VAR(1) estimator (abbreviated PVAR). In detail, we consider the reduced
form VAR(1) specification y, = Cy,_, +u, and estimate C by minimizing .#),,,,,(C) = ZLZ ly: — Cy,— ||§+A ZZ.:l |Cijt This estimator
is well-researched in the literature (see, e.g. Kock and Callot, 2015; Gelper et al., 2016; Masini et al., 2022), albeit in different
settings. The inclusion of this estimator serves to uncover any difference in predictive performance stemming from the estimation
of a spatio-temporal representation, as opposed to estimating a purely temporal specification.

The forecasting performance of each estimator will be assessed using the Relative Mean-Squared Forecast Error (RMSFE). Using a
superscript j to index a specific Monte Carlo replication, the RMSFE is calculated as

N.Ylm
j=1

Nsim J J 2’
X e~ CyTHZ
The estimation accuracy of the spatio-temporal methods is analysed via the mean estimation error (MEE). Using the superscript
Jj as before, the (MEE) is defined as

) P2
Jo _ )
Yra—C yT”2

RMSFE = 14

MEE =

1 Nﬂm
Z (15)

(4'.8)- (40,8

sim j=1 2

To provide some insights into the variability in estimation accuracy across simulation trials, we additionally report the standard
errors of the MEEs, which we compute as

Niim . . 2
SE(MEE) = ﬁ 2‘1 <”(31’j31) — (A, B)) 2-EE> : (16)
stm /:

12
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Next, a word on the determination of hyperparameters. For each regularized estimator, we construct a unique grid containing
K = 20 penalty values that are evenly spaced on a logarithmic scale. The maximum value in each grid, A,,,, is the smallest value
that produces the zero solution (see step 4 in Algorithm 1 for its expression for SPLASH). Given 4,,,,, we define the smallest penalty
as Amin = #Amax With n =107 (4 = 107°) for Design A (B). Estimating SPLASH solutions for each A € {4,, ..., 4y}, each @ € {0,0.5, 1},
and each individual simulation trial remains too computationally expensive (especially for large N). We instead perform a small-scale
preliminary analysis in which we draw a small set of simulations from Designs A and B on which we estimate all solutions for a given
value of T. Then, we choose the order i € {1, ...,20} that minimizes the RMSFE in this preliminary set of simulations. This process
of choosing the order i, on a log-equidistant grid for each value of T, is equivalent to setting A = my A, With my = 10740r=D/20 or
my = 107%01=1/20 for designs A and B, respectively. For Design A (B), our selected orders for T = {500, 1000,2000} are i = {9,10,11}
(ip = {10, 11, 12}), corresponding to m; = 0.025,0.015,0.01 (m; = 0.002,0.001,0.0005), respectively. Having fixed the preferred order
or multiplier, it suffices to compute the SPLASH solution for each « € {0,0.5,1}. The penalized VAR method is computationally
less expensive. Accordingly, we choose its penalty parameter based on a time series cross-validation (TSCV) scheme (e.g. Hyndman
and Athanasopoulos, 2018). Since a preliminary analysis showed that the penalty selection approach used for SPLASH resulted in
sub-par performance for the LaSo method, we choose the latter’s penalty via TSCV as well. In our implementation of TSCV, the first
80% of the data is used to fit multiple solutions on, which are then evaluated based on the MSFE obtained on the latter 20% of the
data. The preferred penalty is chosen as the solution that attains the smallest MSFE.>

4.2. Simulation results

The simulation outcomes for Design A and B are reported in Table 1. For each design we report the predictive performance
in terms of the RMSFE and the estimation accuracy as measured by the mean estimation error (MEE). Whenever applicable, the
standard errors of the latter quantity is written in parentheses.

First, we consider the predictive performance under Design A. For all methods, we observe a monotonic decrease in RMSFE
when T increases. Unsurprisingly, the best performance is obtained by the ST-AR method which only needs to estimate two non-zero
parameters to recover the DGP. More impressively, with a maximum RMSFE of 1.013, all three SPLASH implementations are close to
oracle performance. This demonstrates that the cost incurred by estimating the DGP in a fully data-driven way, as opposed to relying
on a correctly specified pre-determined weight matrix, is small. There is little difference across the three SPLASH implementations,
with the effect of group-level regularization providing noteworthy improvements only in the most high-dimensional setting (N = 100
and T = 500). LaSo obtains a strong predictive accuracy as well, albeit slightly worse than SPLASH when T is smaller. This is
somewhat surprising as the LaSo specification has all the correct spatial interactions readily included in its spatial weight matrix
and simply needs to estimate the redundant adjustment matrix as zero. However, this requires a sufficient high penalty to be selected
via time series cross-validation which was not the case across simulation trials. Additionally, the LaSo estimator does not always
convergence and remains rather sensitive to its initialization. The RMSFEs for the GMWY estimators are strikingly high. In the
setting N = 25 and T = 500, the GMWY estimator frequently underestimates the bandwidth by choosing it to equal 1. This causes
inferior performance across all metrics. The GMWY(k,) estimator, on the other hand, is based on the correct bandwidth, but its
forecast performance is worse. Upon closer inspection, we find that these high RMSFEs are caused by several extreme prediction
errors. These prediction outliers occur during simulation trials in which the smallest eigenvalue of the estimated matrix I — A is
close to zero. As the forecasts are based on the reduced form representation and hence (I — A)~!, the GMWY estimator is prone
to stability issues when the bandwidth is large relative to the dimension. For N = 25 and T = 2000, the bandwidth selection in
GMWY improves, while its forecast performance ironically worsens as a result of increasing stability issues. Finally, the penalized
VAR produces stable forecasts but is outperformed by ST-AR and SPLASH across all settings. A correctly specified spatio-temporal
model can thus outperform a reduced form VAR in terms of forecast performance.

Parallelling the results on the predictive performance, the ST-AR attains the lowest (variability in) MEE, followed by the SPLASH
estimator. The MEE shows the added benefit of group-level regularization in SPLASH as the implementations for « = 0 and a = 0.5
attain substantially lower estimation errors. For the SPLASH(0.5, 1) estimator, Fig. 3 illustrates the similarity between the true A and
its estimated counterpart. Indeed, owing to the imposed group-level regularization, the true sparsity pattern in A is clearly present in
the (averaged) SPLASH estimates. Continuing the comparison, the LaSo method displays mixed performance, varying from very large
(N =25and T = 500) to very small (N = 100 and T = 200) MEEs. This again reflects the inability to consistently select a sufficiently
large penalty parameter, combined with the aforementioned issues with numerical convergence. Finally, GMWY (k) typically obtains
a lower MEE than GMWY (k) as a result of choosing a lower bandwidth. Apparently, estimating a misspecified model by choosing
k < kg results in a favourable bias-variance trade-off, highlighting the importance of regularization in high-dimensional settings.

Finally, we look at Design B. The methods that rely on a prespecified spatial weight matrix no longer have a competitive
advantage as its interactions are misspecified. Consequently, the SPLASH estimators and the infeasible GMWY(k,) estimator
now exhibit the best overall forecast performance. The feasible GMWY(k) estimator shows good performance for N = 100 and
T € {1000,2000} because the increase in spatial units and time points improves bandwidth selection and diminishes invertibility
issues. Performance differences between the SPLASH estimators are generally small as no specific type of sparsity dominates. That
is, the group penalty will help in setting to zero the elements outside the bandwidth k, and the individual coefficient penalties are

3 We also tried to select the penalty as the sparsest solution whose prediction error lies within one standard error of the minimum prediction error. This
selection rule, however, did not lead to an improvement in forecast or estimation accuracy.
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Table 1
Simulation results for Design A and B.

Metric N T SPLASH ST-AR LaSo GMWY PVAR

a=0 a=0.5 a=1 k kg

Design A (Spatial grid with neighbour interactions)

25 500 1.012 1.011 1.012 1.001 1.109 9.924 539.490 1.108
1000 1.004 1.004 1.005 1.000 1.040 29.538 66.157 1.067
RMSFE 2000 1.005 1.005 1.004 1.000 1.003 894.224 527.024 1.042
100 500 1.013 1.014 1.022 1.000 1.526 1.151 463.714 1.158
1000 1.010 1.011 1.012 1.000 1.000 1.104 137.901 1.109
2000 1.005 1.004 1.004 1.000 1.000 1.087 2.300 1.077
25 500 0.334 0.342 0.477 0.019 3.381 1.162 4.448
(0.015) (0.015) (0.022) (0.001) (0.164) (0.052) (0.212)
1000 0.283 0.281 0.385 0.013 1.416 1.173 4.062
(0.013) (0.013) (0.017) (0.001) (0.081) (0.053) (0.187)
2000 0.243 0.232 0.295 0.009 0.207 1.212 3.956
MEE (0.011) (0.010) (0.013) (0.000) (0.022) (0.054) (0.183)
100 500 0.393 0.411 0.573 0.009 0.768 1.119 2.174
(0.018) (0.019) (0.026) (0.000) (0.082) (0.050) (0.098)
1000 0.367 0.379 0.537 0.007 0.027 1.066 2.082
(0.017) (0.017) (0.024) (0.000) (0.002) (0.048) (0.094)
2000 0.373 0.362 0.504 0.005 0.019 1.046 2.059
(0.017) (0.016) (0.023) (0.000) (0.001) (0.047) (0.093)
Design B (Banded specification)
25 500 1.025 1.026 1.029 1.154 1.495 5.485 1.048 1.125
1000 1.011 1.011 1.012 1.159 1.444 1.387 1.016 1.116
RMSFE 2000 1.007 1.007 1.008 1.156 2.699 1.008 1.008 1.109
100 500 1.052 1.058 1.074 1.140 1.316 1.051 1.037 1.110
1000 1.025 1.028 1.035 1.136 14.308 1.017 1.016 1.104
2000 1.017 1.018 1.021 1.135 6.929 1.009 1.009 1.102
25 500 0.723 0.761 0.883 0.750 1.338 24.662 1.222
(0.033) (0.035) (0.040) (0.034) (0.071) (5.656) (0.056)
1000 0.656 0.687 0.798 0.744 1.386 4.272 1.134
(0.030) (0.032) (0.037) (0.034) (0.073) (0.923) (0.052)
2000 0.600 0.617 0.709 0.750 1.426 1.829 1.064
MEE (0.028) (0.029) (0.033) (0.034) (0.076) (0.651) (0.049)
100 500 0.831 0.894 1.075 0.735 1.203 1.027 0.799
(0.038) (0.041) (0.049) (0.033) (0.064) (0.049) (0.036)
1000 0.830 0.889 1.051 0.733 1.143 0.755 0.707
(0.038) (0.041) (0.048) (0.033) (0.060) (0.035) (0.032)
2000 0.795 0.849 0.994 0.735 1.203 0.621 0.617
(0.037) (0.039) (0.046) (0.033) (0.064) (0.028) (0.028)

Note: The relative mean-squared forecast error (RMSFE) and mean estimation errors (MEE) are defined in (14) and (16), respectively. In general, lower numbers
indicate better performance. As PVAR estimates a reduced form VAR, there are no model errors for A and B to report for this method. Standard errors of the
model errors are listed in parentheses.

m 0.36
m 0.32
= 0.28
- 0.24
- 0.20
- 0.16
- 0.12
- 0.08

- 0.04

(a) (b)

Fig. 3. Visualizations of the true and estimated spatial weight matrix A for Design B. (a) The true spatial weight matrix A implied by the (5 x 5) spatial grid
design (Design B with m = 5). (b) The average absolute values of the entries in A as computed by SPLASH(0.5, A) for N =25 and T = 1000. That is, the (i, j)th

entry in the matrix on the right equals N# Z:/:I |d:‘i\ with éf/ being the estimated (i, j)th entry of A in the kth Monte Carlo replication.
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useful to reveal the random zero pattern that occurs close to the main diagonals of A and B. Only being able to indirectly incorporate
contemporaneous interactions, the reduced form PVAR estimator performs neither badly nor among the top contenders. Finally, in
terms of estimation accuracy, SPLASH appears to obtain the lowest MEE for N = 25, but is surpassed by GMWY (k) for N = 100.
Surprisingly, ST-AR performs very competitive in terms of estimation accuracy, reflecting a beneficial bias—variance trade-off by
estimating a misspecified low-dimensional approximation to the DGP.

5. Empirical application

In this section we consider the application of SPLASH to satellite-measured data. Section 5.1 serves as a general guide to
practitioners. It explains the important steps in the analysis and provides additional details on the satellite data collection and
processing. A concrete illustration is presented in Section 5.2 where we predict daily nitrogen dioxide (NO,) concentrations over
Greater London.

5.1. Applying SPLASH: A guide to practitioners

To facilitate the adoption of our SPLASH modelling strategy, we explain in detail how to download, process and model data
from the Copernicus satellite. A readily available implementation of each step, together with the raw data used in the preceding
application, is available at https://sites.google.com/view/etiennewijler/code in the form of separate code scripts and an R package.

Step 1: Data collection Satellite images are downloadable from the Copernicus Open Access Hub. First-time users are required
to register a free (at the time of writing) account. Single files can be downloaded interactively via a user interface, whereas
repeated requests are best handled via the API hub. After defining the area of interest (AOI) based on GPS coordinates, all
satellite images that overlap with this AOI can be downloaded. The AOI is subsequently cropped out and the original image is
deleted to free storage space. Sentinel-5P Copernicus data products include ozone, sulphur dioxide, nitrogen dioxide, carbon
monoxide, formaldehyde and methane. The user might also use satellite data from a different data source.

Step 2: Data processing The cropped raw satellite data is mapped onto the spatial grid. All pixels within a given grid cell
are averaged into a single value. Enumerating the cells consecutively (by rows or by columns), the vector y, with daily
observations is constructed. This vector is likely to have some missing values as the satellite collects data while orbiting
the earth. These missing observations should be imputed, e.g. using Multivariate Time Series Data Imputation
(mtsdi) R package. This imputation method in Junger and Ponce De Leon (2015) was designed to impute missing values
in air pollution data. Finally, one should assess/model the low-frequency seasonality in the data. That is, applying model (1)
or (10) on daily data does not capture the slow concentration variation with the seasons due to the difference in frequency.
We provide a possible approach in the next section.

Step 3: Data modelling The SPLASH R package fully automates the model-building process by estimating the bandwidth and
banded covariance matrices, calculating the quantities of interest, and selecting the optimal penalty parameter by time series
cross-validation (all steps in Algorithm 1). The sparsely estimated coefficients give an idea of the important interactions and
the implied reduced form VAR can be used for out-of-sample predictions.

5.2. Predicting NO, concentrations based on satellite data

NO, is emitted during combustion of fossil fuels (e.g. by motor vehicles) and it has been associated with adverse effects on the
respiratory system.” The Air Quality Standards Regulations 2010 requires a regular monitoring of NO, concentration levels in the
UK.° Using satellite data, we examine the empirical performance of the SPLASH estimator when predicting daily NO, concentrations
in Greater London. The data is available at the Copernicus Open Access Hub and we consider the time span from 1 August 2018
to 31 March 2023. The original NO, concentrations are reported in mol/m?, which we convert to mol/cm? to avoid numerical
instabilities caused by small-scale numbers. The far majority of measurements are captured between 11:00 and 14:00 UTC. As
displayed in Fig. 5(c), the area of interest is mapped onto a (6 x 7) grid with even straight-line distances between the centres of
horizontally (8.57 km) and vertically (8.53 km) neighbouring grid cells. We average pixels and impute missing observations as in
Step 2 of our guide to practitioners.

A first inspection of the data reveals several noteworthy features. First, the average NO, concentrations (averaged over space
and time) is 1.1689 mol/cm?. Furthermore, there is substantial regional variation in the average daily NO, concentrations. The
lowest daily average concentration of 0.9671 mol/cm? is observed over Chipping Ongar (a small market town North-East of the
Greater London Area) and the highest concentration of 1.3479 mol/cm? is measured at Westminster (the bustling government area
near Buckingham Palace).

4 https://www.copernicus.eu/en/access-data/conventional-data-access-hubs

5 The direct health effect of nitrogen dioxide is difficult to determine because its emission process is typically accompanied with the emission of other air
pollutants (see, e.g. Brunekreef and Holgate, 2002).

6 Source: https://www.legislation.gov.uk/uksi/2010/1001/contents/made.
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Fig. 4. The seasonality in the data. (a) The daily spatially averaged NO, concentration (green) and its first-order Fourier approximation at the angular frequency
of @4y = % ~ 0.0172 (red). (b) The spectral density estimate of the spatially averaged NO, concentration before (green) and after (red) subtracting the first-
order Fourier approximation. The spectral densities are computed using the Bartlett kernel (e.g. (6.2.15) in Hamilton, 1994) with a bandwidth of ¢ = 400. (For
interpretation of the references to colour in this figure legend, the reader is referred to the web version of this article.)

We proceed to the final part of Step 2 in our guide to practitioners and investigate the seasonality in the data. First, in Fig. 4(a)
we visualize the spatially averaged NO, concentration over time. The plot reveals that this concentration is typically highest in
December and lowest in June thereby pointing towards seasonality. To get an idea about the relevant frequencies, we look at the
(estimated) spectral density. The clear peak at the angular frequency of @, = % ~ 0.0172 motivates us to include sine and
cosine signals with this baseline period of 365 days. As the residuals after the inclusion of a single Fourier term already produce
a rather flat spectrum (Fig. 4(b)) and further Fourier terms hardly change the spectrum, we decide to detrend the data with this
first-order Fourier approximation throughout this empirical application. The Fourier approximation itself is displayed as the red line
in Fig. 4(a).

A rolling-window approach is used to assess the predictive power of the SPLASH estimator. Motivated by our seasonality analysis,

we assume that the data is generated by the following model:

z,=d; +y,

M
d=p+1y <Z a; COS(j@ygqp,t) + b sin( jwyea,,yt)> ,

Jj=1
V. =Ay, +By,_, +¢€,

where 1, in an N-dimensional vector of ones. As mentioned in our spectral analysis, we select M = 1 (but also remind the reader
that a different data set might require additional Fourier terms). Hence, each spatial unit is assigned its own mean and a common
seasonal term. Each window contains 2 years of the data (730 days) allowing 964 one-step ahead forecasts to be made. For each
window, we proceed along the following four steps: (i) regress out the deterministic component d, to obtain the de-seasonalized
data y, = z, - zf,, (ii) estimate the (hyper)parameters of each model based on j,, (iii) produce separate one-step ahead forecasts
for the de-seasonalized data and the deterministic components, and (iv) add the forecasts together to obtain a forecast for the NO,
concentration observed directly after the window.

We consider the same type of estimators as previously seen in the simulations. As before, we include SPLASH(O, 4), SPLASH(0.5,
1), and SPLASH(1, 4). With the current spatial grid of N = 6x7 = 42 spatial units, these methods potentially require 2N?— N = 3486
parameters. However, for identifiability (see Assumption 3), we band the spatial matrix A and autoregressive matrix B such that
a;; = b;; =0 for |i—j| > [(N - 1)/4] = 10. Similar to the simulation section, we select the penalty parameter as A = m4,,,, with
the multiplicative factor m being determined based on a preliminary set of out-of-sample forecasts. Having no a priori information
concerning the spatial interactions, we implement the ST-AR and LaSo methods with two spatial weight matrices: the “first-nearest
neighbour” specification is identical to the spatial grid (SG) in Design A of Section 4, and the (normalized) inverse distance (ID)
spatial weight matrix W = (w, j)le with each element w;; representing the inverse distance in kilometres between spatial units
i and j. The GMWY estimator is implemented with bandwidth k = 10, as this provides the best (i.e. least unstable) predictions.
Penalty selection for LaSo and PVAR follow the same TSCV scheme discussed in Section 4.1.

The forecast performance is measured along three metrics. We report: (i) the average loss relative to PVAR, (ii) the number of
spatial units that are predicted more accurately than the PVAR benchmark (#wins), and (iii) the inclusion in the Model Confidence
Set (MCS) by Hansen et al. (2011) at a 10% significance level. These three metrics are calculated using two loss functions for the
forecast errors: the mean squared forecast error (MSFE) and the mean robust forecast error (MRFE). That is, letting Af’% h denote
the one-step ahead forecast error of estimator j for the outcome of the ith spatial unit at period T;, + &, we calculate

2
1L vwL0 V | (éij)o#l)
MSFE,; = ~— ¥ 3" (&% ,) . and MRFE, = —— 31 ¥ ————"—. 17)
i=1 h=l =1l h=l | 4 (AU% +h)
1
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Table 2
Forecast performance of various methods for NO, satellite data on a (6 x 7) grid of observations.
MSFE MRFE
RMSFE #wins MCS RMRFE #wins MCS
SPLASH(O, 1) 0.448 41 Yes 0.885 41 Yes
SPLASH(0.5, 1) 0.448 41 Yes 0.886 41 Yes
SPLASH(1, ) 0.450 41 Yes 0.889 40 Yes
ST-AR(SG) 0.452 40 Yes 0.885 41 Yes
ST-AR(ID) 0.450 42 Yes 0.885 39 Yes
LaSo(SG) 0.503 27 Yes 0.892 36 Yes
LaSo(ID) 0.464 33 Yes 0.890 37 Yes
GMWY 36.056 0 No 1.759 0 No
PVAR 1.000 - No 1.000 - No

Note: Number of grid points (out of N = 45) with lower prediction errors (#wins) and significantly lower prediction errors
(#sign. wins) compared to the L,-penalized reduced form VAR(1) estimator (PVAR). Relative MSFE and MRFE are abbreviated
by RMSFE and RMRFE, respectively. Values below (above) 1 indicate superior (inferior) performance compared to PVAR.

with H = T — T, the maximum forecast horizon. The MRFE is included to reduce the importance of incidental outliers caused
by several abrupt spikes in the NO, column densities and/or the stability issues that continued to plague the GMWY method (see
Section 4 for explanations). In Table 2 we report the relative MSFE (RMSFE) and relative MRFE (RMRFE) as the performance in
comparison to the PVAR estimator.

We first look at the columns under MSFE. The RMSFEs show that all spatio-temporal methods, with the exception of GMWY,
improve substantially over the purely penalized VAR benchmark. Incorporating spatial effects is thus important while modelling
NO, concentrations empirically. The lowest MSFE is obtained by SPLASH(0, 4) but the differences in forecasting performance in
comparison to ST-AR and LaSo are small. For GMWY, we again observed significant stability issues when inverting the estimated
spatial weight matrix to obtain the reduced form representation that is necessary to construct the forecast, resulting in inferior
forecasts. We were not able to resolve this by choosing a smaller bandwidth, possibly because such specifications may start to
omit important spatial interactions. The SPLASH implementations predict 41 out of 42 spatial units more accurately than the PVAR
benchmark, second only to the ST-AR (ID) approach which manages to improve the predictions for all spatial units on the grid.
The LaSo approach performs less favourable here, beating the benchmark for only 27 or 33 spatial units based on the SG and ID
spatial weight matrix, respectively. Finally, the MCS finds statistically significant evidence that the GMWY and PVAR methods obtain
inferior forecasts, but fails to find any significant performance differences among the remaining methods.

Next, we focus on the mean robust forecast error (MRFE). The results are qualitatively similar. The RMRFEs for SPLASH, ST-AR
and LaSo lie even closer together and are practically indistinguishable. The GMWY still displays the worst forecast performance,
although the difference appears less dramatic as a result of the robust loss metric. SPLASH(«a, 4) with « = 0,0.5 and the ST-AR(SG)
method are able to beat the PVAR benchmark most often by obtaining lower MRFES for 41 out of 42 spatial units. The MCS again
includes all methods except GMWY and PVAR.

We end this application with a visual analysis of the estimated spatial interactions between neighbouring regions in Greater
London in Fig. 5. To have both individual and group sparsity, we focus on the SPLASH(0.5, 1) estimates. First, the window-averaged
absolute magnitude of the spatial interactions is displayed in Fig. 5(a). A clear diagonal pattern emerges with the largest interactions
clustering on the two diagonals closest to the main diagonal and the two outer diagonals that start at the (1, 7) and (7, 1) elements.
These four diagonals correspond to first-order vertical and horizontal interactions, respectively. For each element in A, the heat map
in Fig. 5(b) indicates the fraction of rolling windows with a nonzero estimated coefficient. The aforementioned interactions between
first-order horizontal and vertical neighbours are selected in all windows. Additional interactions between diagonal neighbours are
relevant in approximately half of the rolling windows. To facilitate the interpretation of this sparsity pattern, we provide a spatial
plot of our region of interest with the spatial grid overlaid in Fig. 5(c). For spatial unit 21 specifically, we visualize the spatial
interactions that are estimate to be nonzero in at least 20% of the rolling windows and vary the thickness of the arrows to indicate
their (average) estimated magnitudes. The strongest interactions observed are between first-order vertical neighbours, followed by
those between first-order horizontal neighbours. Interactions between diagonal and second-order vertical neighbours are observed
as well, although their average effects are substantially weaker. The fact that the diagonal interactions only seem to occur along
the diagonal from South-West to North-East may be a consequence of the predominant South-West winds over London. Overall, the
intuitive sparsity patterns that arise, in combination with the improvement in forecast performance, are encouraging and provide
empirical validation for the use of SPLASH on spatial data, especially when the spatial units follow a natural ordering on a spatial
grid. The knowledge about the relevant interactions as well as their magnitudes might be exploited by policymakers to study the
effects of for example stricter emission regulations and/or traffic decrease on regional air quality. However, the analysis of these
spatial impulse response would require additional results on statistical inference (see Section 3.2.4).

6. Conclusion

In this paper, we develop the Spatial Lasso-type Shrinkage (SPLASH) estimator, a novel estimation procedure for high-
dimensional spatio-temporal models. The SPLASH estimator is designed to promote the recovery of structured forms of sparsity
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Fig. 5. Illustrations of the sparsity patterns in the estimated (42 x 42) matrix A based on rolling window samples. (a) The average absolute value of the entries
in A as averaged across each one-step ahead forecast. (b) The proportion of rolling window forecast with an estimated coefficient being unequal to zero. (c)
The spatial interaction for spatial unit 21 that are non-zero in at least 20% of the forecasts.

without imposing such structure a priori. We derive consistency of our estimator in an asymptotic framework in which the number
of both spatial units and temporal observations diverge jointly. To solve the identifiability issue, we rely on a relatively non-
restrictive assumption that the coefficient matrices in the spatio-temporal model are sufficiently banded. Based on this assumption,
we consider banded estimation of high-dimensional spatio-temporal autocovariance matrices, for which we derive novel convergence
rates that are likely to be of independent interest. The SPLASHX extension explains how to include exogenous variables. As an
application, we use SPLASH to predict satellite-measured NO, concentrations in London. We find evidence for spatial interactions
between neighbouring regions. In addition, our estimator obtains superior forecast accuracy compared to a number of competitive
benchmarks, including the recently introduced spatio-temporal estimator by Gao et al. (2019) that inspired the development of
SPLASH.
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Appendix A. Lemmas
The proofs of the lemmas in this section are available in the supplementary material.

Lemma 1. Define the quantities N, = |c|, S = {j : ¢, # 0}, Y
max {(1 —a) de% \/lgl,a\/|S|} and consider

A€ by (4,S) = {AeRN 1 P, 5(4) <3P, 5(A)},

{geF:c,#0}, 95 = {g€F:c,=0}, &, =

where

,» and

Pose) = —a) 3 Vsl |4, + 4|
8EY

Pos@=0-a Y Visl||ag], +al4s], -

g€y

Then, under Assumption 4, it holds that
= (d)
@a ”V A”z [

—1 B, % Al
scinas) Pog(d) — 2 A1)

Lemma 2. Define the set ¥ (x) := {“V,, — V“z < x}. Then, under Assumption 4, it holds on ¥V (%") that

a

o (d)

Vi tz > [

x€CN,(4.5)  Pygx) T 47

Lemma 3. Define the N(p + 1) vector &, = (y,,y,_,, .- ,y;_p)’. Foradll j =1,...,p, the elements of fj = % Z[T:PH y,y;ij can be expressed

as % Z,T=I,+1 &), after an appropriate choice of (i, j).

(a) If Assumptions 1 and 2(b1) (polynomial tails) hold, then we have:

T o
b T(1-8)/3 b,
IP’( Y ik - B >T>§ b, T0-93 1 B exp [ - 2
|t=p+1§”§ﬂ Gt > Te [l o 207 Sd-1)

edT2

for some 0 < § < 1.
(b) If Assumptions 1 and 2(b2) (subexponential tails) hold, then we have:

T
AT e/ Te2)/7
IPJ<| Zléitéjt_E(gitgjt)| > T€> < [% + ) ]exp <—( GK; >
=p+

Explicit expressions for the constants by, b,, bs, k|, k, and k3 are provided in the proof.

K>

Appendix B. Proofs of main results

Proof of Theorem 1. We first prove various intermediate results, see (a)-(d) below. We afterwards combine these results and
recover Theorem 1.

(a) The matrix C, = (Z;;(l) A ) B =: DB has a maximum bandwidth of (s + 1)(k, — 1) + | and satisfies
fe.cl, =écs

(b) Define X" = 3" _, E{BSZEIN)IS(C':,)/ with C, as in Theorem 1(a). The matrix X" is a banded matrix with bandwidth no larger
than 2(rs + r + s)(kg — 1) + 2/ + 1. Moreover,

|

whenever s is large enough such that 5¢(1 + %) < 1.

(¢) Define =™ = C,="* with C, and X as in Theorems 1(a) and 1(b), respectively. The matrix " is a banded matrix with
1 s<0 s 0 Y 1

bandwidth no larger than (2rs + 2r + 3s + 1)(kg — 1) + 2/, + 1. Moreover,

|

whenever s is large enough such that 5¢(1 + ) < 1.

8C,.5', C50

- X < + ,
’ - (=602 (1-621+65)2)°  (1=807(1=62)

9C, 5, C507*

2;"‘—21”|_§ 7 T 2 2y’
(=807 (1= 8%(1+65)?) (1 =64)(1-62)
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(d) Take any h; > 2(rs + r + s)(ky — 1) + 2, + 1, then

16C, 5", 2,621
(1=8,% (15201 +8,2)° T - 5

(|95h, (Z) - 20“ <e+
with a probability of at least 1 — &,(e, N, T) (for polynomial tail decay) or 1 — &,(e, N, T) (for exponential tail decay).
(e) Take any h, > (2rs +2r +3s + 1)(kg — 1) + 21 + 1, then
18C, 5", 2C,621)
(1=8,% (1- 521 +8,2)° T - 3

|%1,(20) - 21|, < e+

with a probability of at least 1 — &,(e, N, T) (for polynomial tail decay) or 1 — &,(e, N, T) (for exponential tail decay).

Explicit expressions for C,, C,, C3, and 0 < §- < 1 are provided in the proofs below.
(a) The proof builds upon results from Guo et al. (2016) on banded vector autoregressions. Recall that C = DB with
=Iy-A)".D,= Zj;(]) A’ has a bandwidth of at most s(k, — 1) + 1 and satisfies’

[se] (S
“2 AN < DA < o
Jj=s Jj=s

The product C, = D, B has a maximal bandwidth of (s + 1)(ky — 1) + 1. Since ||B||. < 55 and 16—2 =: §c < 1 (Assumption 3(b)), we
oA
also have

s—1
[p,-o], =[St

65

-

[e.~c, =|(3.-0)s

= ”I)S - 1)”F IBll < 8¢5,

(b) Iterating on the observation in footnote 7, we conclude that the bandwidth of E‘Z is at most r[(s + kg — D+ 1] -(r=-1=
r(s + 1)(kg — 1) + 1. The bandwidth of X" therefore does not exceed

2[r(s+ Diko = 1) + 1] +2(s(kg = D)+ 1)+ Qly+ 1) =4 = 2(rs + 7+ 5)(kg — 1) + 2lp + 1.

We now bound HZ(’)‘S - 20”1. Because X, = ¥, C/DX.D'(C'Y, it holds that

=g - =], < z(;) €5,y - c/px,0'CY] F i cpzper) ®.1)
Decomposing the first RHS term in (B.1) as

Zr:,) €D,z B,y -c'pED'(CY]

£

- Z (€D, -¢/D) 2.D/€y -c/px. (DY - BTV )|

- Z (€D, -c/p) =z, (D)€Y - DY)

n Z [(E D, - ) D' (C'y -CiD3, (D’(C’)f' - I);(El)f')] ,

it follows that

;[Eiﬁxzjg(ay — ez F .

<c. z &/, - cip|[ +2c, z &/, - cin|,_c'p],
Furthermore, noting that

[e5,-crn], <[l -] |3, + e Jo-5.] .

7 If matrices F, and F, are banded matrices with bandwidths k, and k,, respectively, then the product F,F, is again a banded matrix with a bandwidth
of at most k; +k, — 1.
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we proceed by bounding each norm in (B.3). First, expanding the matrix powers provides
€~
s

| -[e-erey e

.

((ES —CY +(C,-CylC+ (ES —CY2C(C, - C)+ -+ C(C, - CY~ ...+ cf) el

-
<3 (rentfe-cf =5 (1, )iew e e
TE\k k+1
R ;
= J j—1 i~k || k = -l
=|le.-¢|. Ok_+1<Jk )uan e - || < e [|€ - <], + ]
Jj=
Sécéij[éc(1+5i)] = 6ljs (1 + 85y
— © j 5 D Jj
sl = sz=s AJH}_ < HDS o and |C7]l < &L, such that we may bound (B.3) as
Sysla+ay &8 2880 +65)
HCD CfD” < A< < (B.4)
A+8)(1 -5,  1-5, (1-35,
Plugging (B.4) into (B.2), we obtain
C j ! !
3 [cﬁpszgpx(cs)/ - CfDZED/(C’)J]
=0 -
4C.8% L 4C,5%
< — AN 2L A+ 8 + —L N 5 (1 +65) B.5
(1_5A)221 A+ + o 5)221 (1+65) (B.5)
25 52 5 \2 2 5
< 4C,6% 621 +6%) N 4C,55,62(1 + %) L 8C.5,

(1-6,2(1-5 (1+5)2) (1-6,2(1-5 (1+5)) (1—5A)2(1—5g(1+5j‘)2)2’

where we have assumed that s is sufficiently large, such that 6-(1 + &) <1, and applied standard results for geometric series,
ie. Z;";l jz = = 2)2 and Z, j2e = = z)3 for |z| < 1. Next, we move to the second RHS term of (B.1), which is bounded by

) C 52(r+1)
D D'(CY| <||Z].IDPI2 (el =—<€¢ (B.6)
j=zr::l ‘ = J;H 5*“)2 JZ'H (=601 _6@
Plugging both (B.5) and (B.6) into (B.1), results in the final bound
8C,6° c.52h
Joy - n s 2 SR
(1=58,)2 (1621 +85)2) =641 —6z)
thereby proving the intermediate result in part (b).
(c) We have X, =(Iy — A)"'BX, = CX,, and hence
|z - =], = Jeszy - 2o+ € - ox <8, =5 - =+ | <], 1%l
2r+1
. 8C.5% . C.520t" . C.5¢8,
T -2 (1-20+652)° (=821 =82 (=80 - 57) (B.7)
2r+1
9C, 5%, C.520t"

<

2 + 2
(=602 (1-821+8)2)"  (1=80%(1=50)

where we have used that ”E‘Y -C ”'_ < 6¢6% for the intermediate result (a),
and || 5], < 55, €D D] <
(d) We have

C, N < 8c(1+6%) < 1 since s is taken sufficiently large,

2 - 23"
(1-82)(1-82)

|21, (20) - =0, < |20, (20) = 24, (20) |, + |2, (Z0) = 20, (7). + |20, (257) - =],

N R N

-5 (B.8)
<Jonso- 2, 2] -5,

because Z’ ** is a banded matrix already and banding can only decrease the norm difference between )I' * and X,. We consider the
two terms in the RHS of (B.8) separately. Note that ”Z 0'0” = H)I 0'0” by symmetry. Then, letting 5, be as defined in Lemma 3,
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Nv(+h) | T
P (|, ($0- 20| <x) =P <v£n.ai>1(v X G - | < Tx>
SISV i IAG-hy) 122
N Nv(j+h) | T
21— ZP( > D s - EEg| > Tx)
j=1 i=1AG—hy) [1=2
N Nv(j+h)) T T
X
>1- Z Z IP’< Zfizfjt - K| > o 1> (8.9)
j=1i=1A(j—hy) =2 1
5 -5 d
1 - @hy + DN [(blT“"’W + M) exp <—LZ)/3> + w] (polynomial tails),
x 207 A 3@
KQhi+) 2 (T2 \M7 112\ ; ;
1—@h, + DN [ b, 2 ((2h1+1)2) exp - ((2h1+1)2> (exponential tails),

where the last inequality exploits Lemma 3. Note that the probabilities in (B.9) coincide with the probabilities defined as
1-2,(x,N,T)and 1 - Z,(x, N,T) in Theorem 1. Overall, if H@hl (20 — 20) H’_ < € holds, then, applying intermediate result (b) to
(B.8), we obtain the bound

16C, &', 2C,621)

[ (20) = 2], <es2|2p - 2] <es (=52 (1- 621 +6)2) BTy

(e) Mimicking the steps from (d), we find
18C, 5", 2C,621

[2,(20) - 2] ez -2 <ex (=502 (1- 621 +6)2) BT

if we use part (c) and if ”ﬁhz ()/f -2 ) ”'_ < e} holds. The probability of the latter event is 1 — Z?(e, N, T) (polynomial tails) or
1 — P,(e, N, T) (exponential tails).
We now combine all these intermediate results to recover the result from the theorem. Parts (d) and (e) are both applicable since

h=max{hy. hy} = hy = 2rs+2r +3s+ (kg — 1) + 2l + 1

(B.10)
< (Zr(s +1)+3(s + 1)>(k0 — D)+ 2+ 1< (s+ D@r+3)kg — 1)+ 20y + 1.
Then, by intermediate results (d) and (e), it holds that
[V =¥ <[ (20) - 2]+ 20, (50) - =]
34C, 58 4C, 520D
<26+ S B = i
(1=6,)% (1= 621 +65)?) (1 =6,)°(1-567)
with probabilities 1 —2%,(e, N,T) and 1 —2%,(e, N, T) in the cases of polynomial and exponential tail decay, respectively.
It remains to determine s and r such that 5-(1 + ) <1,
34C, 8, ac, 51+
3 =€, and ﬁ = €.
(1-6,)%(1-62(1+65)?) (I =64)1=65)
First, note that we can ensure §-(1 + ) =K<1, by choosing s > log ( K(s(; ) / |log(5A)|. Then,
—oc
34C,5° 34C,5° tog (e )
€A 2: €A 2:6‘{:3:A—6, (B].].)
(=802 (1820 +62)  (1-52(1-K?) [log(8,4)]
Furthermore,
log [ — %€
4c, 520" &\ 0Sonra=ote 1
—2=e¢r=———. (B12)
(1-6,4)2(1-62) 2 |log(s¢))| 2
. _ 34C, _ 4c, . . . .
Define C| = e and C, = —(l—aA)Z(l—aé)' Plugging (B.11)—(B.12) into (B.10), we obtain the result that when

oo fos () e (2)) s (%)

h=
[log(8,4)] [log(8¢)|

+2| kg = D+2y+1,
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for some K € (6., 1), it holds that I7h -V N < 4¢ with probability at least 1 —22,(e, N,T) and 1 —2%,(e, N, T) in the cases of
polynomial and exponential tail decay, respectively. []

Proof of Theorem 2. The proof of the theorem relies on the properties of dual norms. Recall P,(c) =« ). gc¥ |g] ulc < H2+(1 —a)|lcll;y-
Exploiting the properties of ||-||; and |||, it is straightforward to verify that P,(-) is a norm for any 0 < « < 1. For any norm ||-||,
we define its dual norm ||-||* through [lc||* = sup,. |”X“| The dual-norm inequality states that

cx < Jlell* x|l for all conformable vectors ¢ and x. (B.13)

For the norm P,(c), its dual norm P}(c) is bounded by

le'x |e’x|
P*(C) = sup sup
x0 P, (x) HaY o \/Engﬂz +(1 =) |xl
(B.14)
('<)asu S L — + (1 — a) sup l¢'x| (Z)amax ”c ”2 +d—a) el
X#) Z =% \/E” ” x20 x|} —  ge9 \/? 002
by convexity of the function f(x) = x~! in step (i), and using for step (ii) both |ic||} = ||c||,, and
s y
= sup c'x
i Yeew \/EH H T \/g” =1 166 £
= sup = lglx max H H
X403 cer \@” || =1 g% \/E ” gH \/_

We now start the actual proof. Recall &, = vec (%h(il)/), vV, = [,%h(fl)' %h(fo)], V=[2 ZX,andC=[A B
Exploiting standard properties of vec(-), we find

61 Ve =vee (8,(8,) - V,C") = vee| |5, (8)) - 21| = [P, - V] €'+ [2] - v
o (B.15)
= veo (,%h (£,) - z’l) - [f/;‘“ - V(d)] c=A4s-Ayec.
) iy R

Using (B.15), we rewrite

L N

_V<d) H +“V(d)(c—<:)” —2@-o'V,

(A5 - Aye).

. 2
Recalling the objective function .Z,(c; 1) = ‘&h — Vi?c”z + AP,(c) and noting that .Z,(¢; 1) < .Z,(c; ) by construction, it follows

that

)y
(

”f/ (c—c)“ +iP, @) <2@ -/ V" (Ay - Ayc) + AP, (c)

<2P,(6—c) P! (f/ﬁf)’ Ay - Z\Vc)> + 1P, (c) (B.16)
<P, (@-0) [2P; (f/ﬁf”ﬁz) +2P (V(d) Avc>] + AP, ().

where we used the dual-norm inequality (see (B.13)) and the triangle property of (dual) norms in the second and third inequality,
respectively. Define the sets

H(x) = {2P; (v ax) < } and ) = {2P; (V" aye) < } . (B.17)
On the set %ﬁ(%) n %(%), we can scale (B.16) by a factor 2 to obtain
) 2 . .
2 “V - c)”2 +2AP, (&) < AP,(& — ¢) + 24P, (c). (B.18)
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We subsequently manipulate P,(¢) and P, (¢ — ¢). Using the reverse triangle inequality, we have
P& =a Y, Visl |,
gE€Y
2o 3 Villecl, =l —el ]+« I Vistlesl, + = flest—lles —eslh + sl ®19
8€Ys

=P s+ P g (e—c)— P g(—c),

|, +a-olel

where ¢¢ and % are defined in Lemma 1. Simple rewriting provides

P e-c)=a ) Vigl|e,— e, + - les—esll, +a Y, Visl|e], + 1 - o lles],
gE€Y g€Ysc

(B.20)
=P é-c)+ P, se €e-oc).
Combining results (B.18)-(B.20) yields
- (d) 2
2”Vh (c—c)”2+u> 5¢ (€ =€) <3AP, 5(& — o), (B.21)
and ¢é — ¢ is thus a member of the set ‘rch (¢4,S5) as defined in Lemma 1.
In combination with Lemma 2, thus requiring t%‘i(ﬁ) n ,%‘Q(ﬁ) ny (‘1’—20) to hold, we conclude
2
2 ”V(‘” - c)” +AP(E—c)=2 ”V(d)(c = 0|, + APus(@ = )+ AP, 5 (@ = ©)
~(d (I)a,{ (ul) A (d ()40) },2 (B22)
Caip, g -c) < 16| Ve ¢ <—> 4 Vi@ —c)” .
2\ ¢, o
4dd Vild)(i'—c)

where step (i) follows from (B.21), step (ii) is implied by P, 5(¢ —¢) < 2 foré—ce (ﬁN (¢,S) (Lemma 2), and step (iii)
uses the elementary inequality 16uv < u® + 640> (i.e. manipulating (u— 8v)> > 0) A straightforward rearrangement of (B.22) provides
the inequality of Theorem 2.
It remains to determine a lower bound on the probability of e}f](§) n %(ﬁ) ny (%) We rely on the elementary inequality
4 3 c
P (,%’,(%) n ,%’/2(:—1) ny (%")) >1-P (,%”(ﬁ)c) - IP’( /z(f)c) -P(7 ¢—° ) to bound the individual probabilities.

We start with P (ﬁﬁ(%)”) = <2P* (V(d)lﬁ z) A) (| V(d),ﬂ Z”oo ) The last inequality is true because continuing from

(B.14), we have

=<l Viet e[

&
Pi(e) € amax =2 + (1 - @) ello < amax ———1= + (1 = @) llclls = llellw (B.23)

geY \/E gEY \/_l

for any vector c. Subsequently, we have
P (|7 s > (“ (- venevo]a,] > g)
<2([7u-v, 1|42Hw+0v Ja:] > &) < (Ia-v[ v vl > £) (824
N Al N )
<t (-l > 5 ) r2 (171> gy )
exploiting block-diagonality of 17( — V@ and V@ such that L (d) V(d)‘ = max <y HV,,, Vi |L HVh V” and ”V(d)” <

IVl < Cy (explicitly assumed in Theorem 2). Bounds for the final RHS terms in (B.24) are available from Theorem
Second, we have

SR R Ao i R
SP(‘)I}’I _V” Hf/h _VHoo +Cy “IA,"_V“OQ > g”j”w) (B.25)
A2
<o ([n-vl> 47 )+ (170 -, > ).

where the last line relies on the union bound and the fact that ||c||, < 1 (implied by Assumption 1). Hence, the sets .7¢] (%) and

E 2 (Z) admit the same probability bound.
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Finally,]P’(V(‘I’TO)C)=]P’(”I7h—V”1 > %0) (“V,, V“ ) Combining all previous results, we conclude
r(m(d)on(d)or(2)
o (L e e (e R B

2158 (v, - V], > 6r¢g0),

|f/,, - V” > ¢—°> (B.26)

where f(4, ¢y) = min ('{ i 5 6'1C i ) The proof is completed by evaluating the final probability in (B.26) using Theorem 1. []
Proof of Corollary 1. First, we derive the conditions under which the set on which the performance bound in Theorem 2 holds

occurs with probability converging to one. Under Assumption 2(b1), along with the remaining assumptions in Theorem 2, this
probability is given by 1 — 22,(f(4,¢y). N,T), where we recall from Theorem 1 that

[2h(f (A, ¢p)) + 11b3 ) TU-8)/3
| &Xp| —
f(4, ¢p) 2[,%

P1(f (A o)y N, T) = 2h(f (A, ¢) + DN (blT““”/ P+

by[2h(f (4, ¢y)) + 114 ®27)
+Qh(f (A, o) + N 20 -
FC gy T270
for some 0 < 6 < 1 and f(4, ¢y) = min (’12: "5 ;c T ) Given that A = O(T~9) with ¢, > 0, it follows immediately that

_ (A2 ¢ q
f(4,¢p) = min < 24 %G, ) o(T™ %) (B.28)

and, recalling the definition of i ( f(A, ¢0)) in (4),
B (f(Ap)) = O (log(T)*T%) . (B.29)

Since these are polynomial rates in 7, it follows that the first RHS-term in (B.27) converges to zero exponentially in 7 for any 6 < 1.
The second RHS-term, however, converges to zero at most at a polynomial rate, such that

Ch(f (2, o) + DNIA (f(A b)) + 117 >

yl(f(ﬂ,¢o),N,T)=0<

3
AdTzE@D (B.30)
-0 <10g(T)2(d+])TqN+(d+l)‘Ik+d‘U_M) .
From (B.30), it follows that &, (f(4,¢y), N,T) > 0 as T — oo if
8d—1) 6(d—-1) (d+Dg, qn
qn +(d + 1)g, +dq; — ) <0=gq,; < a P -
In a similar fashion, we derive the conditions under which 2,(f(4, ¢y), N,T) — 0, by noting that
2 0
1
K [2h(f (A, o)) +11 2 <Tf(i, $o)* ) 7
Py)(f(4 pg), N, T) = Qh(f (4, ¢p)) + NN + =
L (f (A f(4d 70n o) o \nr e
(B.31)

1

1 ( Tf (A dy) )7

xexp|-— | ————
[2h(f (4 o)) + 11

Tf(hgpo)?

converges to zero exponentially fast in T if ——2"0
i P y 2/ o)+ 17

follows that
T f (4, §y)*
[2h(f (4, dp)) + 112

which translates to the condition 1 —2¢; —2¢; > 0, or g, < % — g;. This establishes conditions (i) and (ii) in Corollary 1.
We proceed by deriving the order of the performance bound in Theorem 2. Noting that

Y, Visl < |45] max vigl = 0 o (reranrz),

8€Ys
it follows that
5=0 ((1 — Q)T9stan/2 4 aT‘lsﬂ) .

diverges at a polynomial rate in 7. Making use of (B.28) and (B.29), it

= O (log(T)™*T' 7242724k ,

Then, by Theorem 2,

”V(d)(c _ c)“z < 4 -0 ((1 _ a)T2qg+qN =24, 4 aT"S_Z‘”>
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and

402 A

(=@ 3 Vigl ¢, — |, +alle —ell, < =2 =0 ((1 = T2 v =t 4 0570
g€9 2 ¢0

on a set with probability 1 — Z,(f(4,¢g), N,T) or 1 — Z,(f(4,¢y), N,T), depending on whether Assumption 2(b1) or 2(b2) applies,

respectively. Since we have shown that both Z,(f(4,¢y), N,T) = 0 and Z,(f (4, ¢y), N, T) — 0 under the conditions imposed in

Corollary 1, the proof is complete. []

Proof of Theorem 3. Set p* = (B,....8}), U = LWT(‘” W*I‘((d) ,and Q¥ = [V*@ U] (and similar quantities with
“hats”). The residuals entering the L, component of the SPLASHX objective function are
& D, ~ x(d) N N
_ ZW* By = [ ) <d>] [ ]
B
- ) 5% — ot — [P _pr@ @ _ g g
=c"—[V U q+[6"-c*|-[V " =V D|c- [0 -UD] B (B.32)
————— o N — v
=0 =4, =4, =4,

— A —Aye— Ayp".
Exploiting the previously defined notation and (B.32), we have

| &~ 0", = “{a -0} -{0"(a-q)}

2

2
& Da_ Z W*(d)ﬁkH _ )

2 (B.33)

(d)r (

o -0 H+“Q(d)q Q)| -20-0/0" (3 - dre - 2p).

We subsequently adjust the penalty function P,(c) to incorporate the penalty on the coefficients in front of the exogenous
variables. Define the index set g, such that g, = p, (k = 1...,K) and enlarge ¥ to ¥* = G U UL, & As |Be] = |ak] = N, we
have

K *
P+ Y (=N [Bell, +allBell, = 1 =0 Y Vgl |ag]|, + «llally =: Put@).
k=1 geY

(d)

Using this newly defined norm P, (g), a more concise notation for the SPLASHX objective function is . (g A) = q“ +4P,(q)
and its dual norm P*(q) satisfies P*(q) < llqll, (see (B.23) in the main text). From .Z(g; 1) < .Z;(q; 4), it follows that
1@ —a)[ + 1P.@ < 2@~ 070" (4 - Ay - 4yp°) + 2P (a)
(G —q) [2P* (Q "A ) +2P (Q(d) A c) +2P (Q(d) A,p )] +iP(q) (B.34)
d d d
Paa-a 2|04 +2[0" dse]  +2[0"2
We subsequently define the following three sets:
d A (d) A
o= (oal xh = {2 i, <o)
and
d
0= {20 as <x).
Rescaling (B.34) by a factor 2 and on ji‘;*(é) N %Z*(é) g} %g*(é), we get
R (d) 2 ~ . ~ ~
2|0 (a- q)||, +24Pu@ < 2P, (@ - ) + 24P (). (B.35)

We first manipulate the term 13‘1([1) in the LHS of (B.35). As in (B.19) of the main paper, we get

P@) 2 Py 5e(@) + Prsee(@— @) = Pose (@ - @),
where S* is the index sets of all nonzero coefficients in q. For the term Fa(q — q) in the RHS of (B.35), if follows from (B.20) that
P@-q =P, 5 @q- q)+Pa s+ (@ — @). We obtain

2Jo”

a-q)|, Ty AP, g.c(q — q) <31P, 5:(q - q). (B.36)
Accordingly, with N* = N, + NK,

G-q €CE(D,S) = {AeRN* : ﬁa’sw(A)53Fa,S*(A)}.

26



H. Reuvers and E. Wijler Journal of Econometrics 239 (2024) 105520

Lemma 1 now goes through with @, as in Theorem 3. For applicability of Lemma 2, we define 7*(x) = { ”Q QH < x} and assume

Ve *(¢—°) Derivations identical to those in (B.22) prove the main inequality of Theorem 3.
To derive the probability of the inequality being true, we need the probability of the occurrence of the event jf;*(g) n jf;*(é) n

H( é) ny *(?). This probability is no smaller than
P47y ) - () - P (5 ) - P <«y (7°>f> : (B.37)

and all probabilities in (B.37) can be retraced to probabilities involving 1o - Q|- That is, bounding terms as in (B.24)-(B.25), we
find

() =x (je”al], > ) <7 (Jo-ef} +cole-el, > 1)
X 2 R ; (B.38)
<e(Jo-o], > 42 )= (Jo-ol, » 5=, )
IP’(%;* é)c) =P(|Q(d)'2‘26Hw . 1_,12) 5P<HQW [Q(d)_Q(d)] L, S %)
Al (B.39)
<e(lo-o]. > 22 )= (Jo-o], » 5z, )
and
P () = (Joan] > 1—2>
. , 2 (B.40)
selo-el > | +* (le-el. > mig)

For (B.39) and (B.40), Assumption 1""(a) (b) and Assumption 1*(c) are needed to guarantee ||c||; <1 and || ﬁ*”l < Cj, respectively.
Also, P <’1/*(¢T°)c> (”Q Q” ) <P (”Q QH ) Given these bounds, (B.37) translates to

(GG @)z - (|e-of, > 6 tay).

by =mind A A A2 4 %
where f*(4, ¢) = mm{ 12v6" 1#Co” Tayec,” 14CoC," T2 }
All that remains is a lower bound for P (”Q - Q“'_ > x). We instead derive an upper bound for P <”Q - Q”}_ < x) as follows

< x)
max

(fo-l, <+ )7 (s {Jo-o], Jo-o,} <) =¥ (i 2w Jo-o

—1-¢(Jo-0],,. > wisv)

21 |[Q—Q],.‘>;)
<1gzs(K+1)N,1g,‘g(K+2)N Y (K+2)N
(K+1)N (K+2)N < T

Tx s
gf Z; Z Eilir — E(&i€ip)| > m)

=2
—8)/3 d anrd
1 — (K + 1K + 2)N? [(blT(l-a)/a + w) exp (_Tu 5)/3) PNCEN ]

22 AT 3=

S (polynomial tails),

= o [N | 2 2 YT 1 2 /7
= (K+DK+2)N [ x +E((K+2)N) XP\T5 (m)

(exponential tails),

where ¢;, denotes a generic element of an autocovariance matrix (as in Lemma 3). In accordance with Theorem 3, these RHS
probabilities are equivalent to 1 — sz(x, N,T) (polynomial tails) and 1 — Qi(x, N,T) (exponential tails). []

Appendix C. Supplementary data

Supplementary material related to this article can be found online at https://doi.org/10.1016/j.jeconom.2023.105520.
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