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Abstract

This paper considers inference in a broad class of non-regular models. The models
considered are non-regular in the sense that standard test statistics have asymptotic
distributions that are discontinuous in some parameters. It is shown in Andrews and
Guggenberger (2009a) that standard fixed critical value, subsampling, and m out
of n bootstrap methods often have incorrect asymptotic size in such models. This
paper introduces general methods of constructing tests and confidence intervals that
have correct asymptotic size. In particular, we consider a hybrid subsampling/fixed-
critical-value method and size-correction methods. The paper discusses two examples
in detail. They are: (i) confidence intervals in an autoregressive model with a root
that may be close to unity and conditional heteroskedasticity of unknown form and (ii)
tests and confidence intervals based on a post-conservative model selection estimator.

Keywords: Asymptotic size, autoregressive model, m out of n bootstrap, exact size,
hybrid test, model selection, over-rejection, size correction, subsample, confidence in-
terval, subsampling test.
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1 Introduction

Non-regular models are becoming increasingly important in econometrics and sta-
tistics as developments in computation make it feasible to employ more complex
models. In a variety of non-regular models, however, methods based on a standard
asymptotic fixed critical value (FCV) or the bootstrap do not yield tests or confi-
dence intervals with the correct size even asymptotically. In such cases, the usual
prescription in the literature is to use subsampling or m out n bootstrap methods
(where n denotes the sample size and m denotes the bootstrap sample size). For ref-
erences, see Andrews and Guggenberger (2009a), hereafter denoted AG1. However,
AG1 shows that in a fairly broad array of non-regular models these methods do not
deliver correct asymptotic size (defined to be the limit of exact size). The purpose of
this paper is to provide general methods of constructing tests and confidence intervals
(CIs) that do have correct asymptotic size in such models.

The results cover cases in which a test statistic has an asymptotic distribution
that is discontinuous in some parameters. Examples include inference for (i) post-
conservative model-selection procedures (such as those based on AIC), (ii) parameters
in scalar and vector autoregressive models with roots that may be close to unity, (iii)
models with a parameter near a boundary, (iv) models with lack of identification at
some point(s) in the parameter space, such as models with weak instruments, (v)
predictive regression models with nearly-integrated regressors, (vi) threshold autore-
gressive models, (vii) tests of stochastic dominance, (viii) non-differentiable functions
of parameters, and (ix) differentiable functions of parameters that have zero first-
order derivative.

The methods considered here are quite general. However, their usefulness is great-
est in models in which other methods, such as those based on a standard asymptotic
FCV or the bootstrap, are not applicable. In models in which other methods work
properly (in the sense that the limit of their exact size equals their nominal level),
such methods are often preferable to the methods considered here in terms of the
accuracy of the asymptotic approximations and/or the power of the test or length of
the CI they generate.

The first method considered in the paper is a hybrid method that takes the critical
value for a given test statistic to be the maximum of a subsampling critical value and
the FCV that applies when the true parameters are not near a point of discontinuity
of the asymptotic distribution. The latter is usually a normal or chi-square critical
value. By simply taking the maximum of these two critical values, one obtains a test
or CI that has correct asymptotic size in many cases where the FCV, subsampling,
or both methods have incorrect asymptotic size. Furthermore, the paper shows that
the hybrid method has the feature that relative to a subsampling method either
(i) the subsampling method has correct size asymptotically and the subsampling and
hybrid critical values are the same asymptotically or (ii) the subsampling method has
incorrect size asymptotically and the hybrid method reduces the magnitude of over-



rejection for at least some parameter values, sometimes eliminating size distortion.

The second method considered in the paper is a size-correction (SC) method. This
method can be applied to FCV, subsampling, and hybrid procedures. The basic idea
is to use the formulae given in AG1 for the asymptotic sizes of these procedures and
to increase the magnitudes of the critical values (by adding a constant or reducing the
nominal level) to achieve a test whose asymptotic size equals the desired asymptotic
level. Closed form solutions are obtained for the SC values (based on adding a
constant). Numerical work in a number of different examples shows that computation
of the SC values is tractable.

The paper provides analytical comparisons of the asymptotic power of different
SC tests and finds that the SC hybrid test has advantages over FCV and subsampling
methods in most cases, but it does not dominate the SC subsampling method.

The SC methods that we consider are not asymptotically conservative, but typ-
ically are asymptotically non-similar. (That is, for tests, the limit of the supremum
of the finite-sample rejection probability over points in the null hypothesis equals the
nominal level, but the limit of the infimum over points in the null hypothesis is less
than the nominal level.) Usually power can be improved in such cases by reducing
the magnitude of asymptotic non-similarity. To do so, we introduce “plug-in” size-
correction (PSC) methods for FCV, subsampling, and hybrid tests. These methods
are applicable if there is a parameter sub-vector that affects the asymptotic distribu-
tion of the test statistic under consideration, is not related to the discontinuity in the
asymptotic distribution, and is consistently estimable. The PSC method makes the
critical values smaller for some parameter values by making the size-correction value
depend on a consistent estimator of the parameter sub-vector.

The asymptotic results for subsampling methods derived in AG1, and utilized here
for size correction, do not depend on the choice of subsample size b provided b — oo
and b/n — 0 as n — oo. One would expect that this may lead to poor approximations
in some cases. To improve the approximations, the paper introduces finite-sample
adjustments to the asymptotic rejection probabilities of subsampling and hybrid tests.
The adjustments depend on the magnitude of ¢,, = b/n. The adjusted formulae for
the asymptotic rejection probabilities are used to define adjusted SC (ASC) values
and adjusted PSC (APSC) values.

All of the methods discussed above are applicable when one uses an m out of n
bootstrap critical value in place of a subsampling critical value provided m?/n — 0
and the observations are i.i.d. The reason is that the m out of n bootstrap can be
viewed as subsampling with replacement and the difference between sampling with
and without replacement is asymptotically negligible under the stated conditions, see
Politis, Romano, and Wolf (1999, p. 48).

Literature that is related to the methods considered in this paper includes the work
of Politis and Romano (1994) and Politis, Romano, and Wolf (1999) on subsampling
and the literature on the m out of n bootstrap, see AG1 for references. We are
not aware of any methods in the literature that are analogous to the hybrid test



or that consider size-correction of subsampling or m out of n bootstrap methods.
Nor are we aware of any general methods of size-correction for FCV tests for the
type of non-regular cases considered in this paper. For specific models in the class
considered here, however, some methods are available. For example, for Cls based
on post-conservative model selection estimators in regression models, Kabaila (1998)
suggests a method of size-correction. For models with weak instruments, Anderson
and Rubin (1949), Dufour (1997), Staiger and Stock (1997), Moreira (2003, 2009),
Kleibergen (2002, 2005), Guggenberger and Smith (2005, 2008), and Otsu (2006)
suggest methods with correct asymptotic size. A variant of Moreira’s method also is
applicable in predictive regressions with nearly integrated regressors, see Jansson and
Moreira (2006). In conditionally homoskedastic autoregressive models, CI methods of
Stock (1991), Andrews (1993), Nankervitz and Savin (1996), and Hansen (1999) can
be used in place of the least squares estimator combined with normal critical values
or subsampling critical values. Mikusheva (2007a) shows that the former methods
yield correct asymptotic size. (She does not consider the method in Nankervitz and
Savin (1996).)

This paper considers two examples in detail. First, we consider Cls for the au-
toregressive parameter p in a first-order conditionally heteroskedastic autoregressive
(AR(1)) model in which p may be close to, or equal to, one. Models of this sort
are applicable to exchange rate and commodity and stock prices, e.g., see Kim and
Schmidt (1993). We consider FCV, subsampling, and hybrid CIs. The CIs are based
on inverting a (studentized) ¢ statistic constructed using a feasible quasi-generalized
least squares (FQGLS) estimator of p. This is a feasible GLS estimator based on a
specification of the form of the conditional heteroskedasticity that may or may not
be correct. We introduce procedures that are robust to this type of misspecifica-
tion. We are interested in robustness of this sort because the literature is replete
with different forms of ARCH, GARCH, and stochastic volatility models for condi-
tional heteroskedasticity—mnot all of which can be correct. We consider the FQGLS
estimator because it has been shown that GLS correction of unit root tests yields
improvements of power, see Seo (1999) and Guo and Phillips (2001).

None of the CIs in the literature, such as those in Stock (1991), Andrews (1993),
Andrews and Chen (1994), Nankervis and Savin (1996), Hansen (1999), Chen and
Deo (2007), and Mikusheva (2007a) have correct asymptotic size in the presence of
conditional heteroskedasticity under parameter values that are not 1/n-local-to-unity.
Table 2 of Mikusheva (2007b) shows that the nominal .95 ClIs of Andrews (1993),
Stock (1991) (modified), and Hansen (1999) have finite-sample coverage probabilities
of .70, .72, and .73, respectively, for autoregressive parameter values of .3 and .5
under conditionally normal ARCH(1) innovations with ARCH parameter equal to
.85, with n = 120, in a model with a linear time trend. Furthermore, GLS versions
of the methods listed above cannot be adapted easily to account for conditional
heteroskedasticity of unknown form, which is what we consider here.!

1Stock’s (1991) method is not feasible because the asymptotic distribution of the GLS ¢ statistic



Given that the parameter space for p includes a unit root and near unit roots,
standard two-sided FCV methods for constructing CIs based on a standard normal
approximation to the ¢ statistic are known to be problematic even under conditional
homoskedasticity. As an alternative, Romano and Wolf (2001) propose subsampling
CIs for p. Mikusheva (2007a, Theorem 4) shows that equal-tailed versions of such
subsampling CIs under-cover the true value asymptotically under conditional ho-
moskedasticity (i.e., their asymptotic confidence size is less than 1 — «a), whereas
some versions of the methods listed in the previous paragraph provide correct as-
ymptotic coverage in a uniform sense. The results given here differ from those of
Mikusheva (2007a) in several dimensions. First, her results do not apply to LS or
FQGLS procedures in models with conditional heteroskedasticity. Second, even in
a model with conditional homoskedasticity, her results do not apply to symmetric
subsampling ClIs and do not provide an expression for the asymptotic confidence size.

We consider two models: model 1 includes an intercept, and model 2 includes
an intercept and time trend. We show that equal-tailed two-sided subsampling and
two-sided FCV CIs have substantial asymptotic size distortions. On the other hand,
symmetric subsampling Cls are shown to have correct asymptotic size. An explana-
tion is given below. All types of hybrid Cls are shown to have correct asymptotic size.
Finite-sample results indicate that the hybrid ClIs have good coverage probabilities
across all types of conditional heteroskedasticity that are considered.

The second example is a post-conservative model selection (CMS) example. We
consider an LS t test concerning a regression parameter after model selection is used
to determine whether another regressor should be included in the model. The model
selection procedure uses an LS ¢ test with nominal level 5%. This procedure, which
is closely related to AIC, is conservative (i.e., it chooses a correct model, but not
necessarily the most parsimonious model, with probability that goes to one). The
asymptotic results for FCV tests in the CMS example are variations of those of
Leeb (2006) and Leeb and Potscher (2005) (and other papers referenced in these two
papers).

In the CMS example, nominal 5% subsampling, FCV, and hybrid tests have as-
ymptotic and adjusted-asymptotic sizes between 90 and 96% for upper, symmetric,
and equal-tailed tests.> The finite-sample maximum (over the cases considered) null
rejection probabilities of these tests for n = 120 and b = 12 are close to the as-

under local to unity asymptotics depends on a constant, hs 7 below, that is unknown and is quite
difficult to estimate because it depends on the unknown form of conditional heteroskedasticity which
in turn depends on an infinite number of lags. The methods of Andrews (1993), Andrews and Chen
(1994), and Hansen (1999) are not feasible because they depend on a parametric specification of
the model since they are parametric bootstrap-type methods. Mikusheva’s (2007a) procedures are
variants of those considered in the papers above and hence are not easily adapted to conditional
heteroskedasticity of unknown form. Chen and Deo’s (2007) approach relies on the i.i.d. nature of
the innovations.

2This is for a parameter space of [—.995,.995] for the (asymptotic) correlation between the LS
estimators of the two regressors.



ymptotic sizes. They are especially close for the adjusted-asymptotic sizes for which
the largest deviations are 2.0%. Plug-in size-corrected tests perform very well in this
example. For example, the 5% PSC hybrid test has finite-sample maximum null
rejection probability of 4.8% for upper, symmetric, and equal-tailed tests.

Additional examples are given in Andrews and Guggenberger (2005, 2009b,c,d)
and Guggenberger (2009). These examples cover: (i) tests when a nuisance parameter
may be near a boundary of the parameter space, (ii) tests and CIs concerning the co-
efficient on an endogenous variable in an instrumental variables regression model with
instruments that may be weak, (iii) tests concerning a parameter that determines the
support of the observations, (iv) CIs constructed after the application of a consistent
model selection procedure, (v) CIs when the parameter of interest may be near a
boundary, (vi) tests and CIs for parameters defined by moment inequalities, and (vii)
tests after the application of a pretest. Table I summarizes the asymptotic sizes of
subsampling and hybrid procedures in these models for symmetric and equal-tailed
two-sided procedures. In many of these models, subsampling procedures have incor-
rect asymptotic size—often by a substantial amount. In all of these models except
those based on post-model selection, hybrid procedures have correct asymptotic size.
For post-conservative model selection inference, PSC tests have correct asymptotic
size.

The remainder of the paper is outlined as follows. Section 2 introduces the testing
set-up, the hybrid tests, and the CMS example, which is used as a running example in
the paper. Section 3 introduces the size-corrected tests, gives power comparisons of
the SC tests, and introduces the plug-in size-corrected tests. Section 4 introduces the
finite-sample adjustments to the asymptotic sizes of subsampling and hybrid tests.
Sections 5 and 6 consider equal-tailed tests and Cls respectively. Sections 7 and 8
provide the results for the autoregressive and post-conservative model selection ex-
amples. The Supplement to the paper, Andrews and Guggenberger (2009c), gives
(i) details concerning the construction of Tables IT and III, (ii) proofs of the results
in the paper, (iii) size-correction methods based on quantile adjustment, (iv) results
concerning power comparisons of SC tests, (v) graphical illustrations of critical value
functions and power comparisons, (vi) size-correction results for equal-tailed tests,
(vii) results for combined size-corrected subsampling and hybrid tests, (viii) an addi-
tional example, and (ix) proofs for the examples in the paper.

2 Hybrid Tests

2.1 Intuition

We now provide some intuition regarding the potential problem with the asymp-
totic size of subsampling procedures and indicate why the hybrid procedure intro-
duced below solves the problem in many cases. Suppose we are carrying out a test
based on a test statistic 7,, and a nuisance parameter v € I' C R appears. Sup-



pose the asymptotic null distribution of 7, is discontinuous at v = 0. That is, we
obtain a different asymptotic distribution under the fixed parameter v = 0 from
that under a fixed v # 0. As is typical in such situations, suppose the asymptotic
distribution of 7, under any drifting sequence of parameters {~, = h/n" : n > 1}
(or v, = (h + 0(1))/n") depends on the “localization parameter” h.® Denote this
asymptotic distribution by Jj. If the asymptotic distribution of 7, under ,, is Jp,
then the asymptotic distribution of T}, under ~,, = h/n" = (b/n)"h/b" = o(1)/b" is
Jo when b/n — 0 as n — oo. Subsample statistics with subsample size b have the
same asymptotic distribution Jy as Tj. In consequence, subsampling critical values
converge in probability to the 1 — a quantile, ¢y(1 — ), of Jy, whereas the full-sample
statistic 7T;, converges in distribution to Jj,. The test statistic T}, needs a critical value
equal to the 1 — « quantile, ¢,(1 — «), of J, in order to have an asymptotic null
rejection probability of o under {7, : n > 1}. If ¢o(1 — a) < cx(1 — @), then the
subsampling test over-rejects asymptotically under {,, : » > 1} and has asymptotic
size greater than a. If ¢o(1 — @) > ¢, (1 — ), then it under-rejects asymptotically and
is asymptotically non-similar.

Sequences of the form ~,, = h/n" are not the only ones in which the subsampling
critical value may be too small. Suppose v, = ¢/b" for fixed g € R (or v, =
(g4 0(1))/b7). Then, T}, has asymptotic distribution J, and the probability limit of
the subsampling critical value is ¢,(1 — ). On the other hand, v, = (n/b)"g/n" and
(n/b)" — o0, so the full-sample statistic 7,, converges to Jo, (when g # 0), which
is the asymptotic distribution of 7;, when +,, is more distant from the discontinuity
point than O(n™"). Let c(1 — @) denote the 1 — a quantile of J. If ¢4(1 — a) <
Coo(1 — ), then the subsampling test over-rejects asymptotically under {v,, : n > 1}.
Any value of ¢ € R is possible, so one obtains asymptotic size greater than « if
c,(1 —a) < (1 — ) for any (g, h) such that g =0if h < oo or g € Rif h = 00.*

The hybrid test uses a critical value given by the maximum of the subsampling
critical value and ¢, (1 — ). Its probability limit is ¢} = max{c,(1 — a), coo(1 — a)}.
In consequence, if the critical value function ¢,(1 — ) viewed as a function of h is
maximized at h = 0, then when (g, h) = (0, h) for |h| < oo, we have ¢; = co(1 — ) >
cn(1—a) and when (g, h) is such that h = oo, we have ¢ > coo(1 —a) = c4(1—a). On
the other hand, if ¢;(1 — «) is maximized at h = oo, then ¢ = coo(1 —a) > ¢y(1 —a)
for all g € RU{oo}. Hence, in this case too the hybrid critical value does not lead to
over-rejection. In many examples, ¢;(1 — «) is maximized at either 0 or co and the
hybrid test has correct asymptotic size.

In some models, the test statistic T,, depends on two nuisance parameters (v, 7ys)
and its asymptotic distribution is discontinuous whenever v, = 0. In this case, the
asymptotic distribution of 7,, depends on a localization parameter h; analogous to

3Typically, the constant r > 0 is such that the distribution of T}, under 7, is contiguous to
its distribution under v = 0. In most cases, » = 1/2, but in the autoregressive example with a
discontinuity at a unit root, we have r = 1.

4For g = 0 a slightly different argument is needed.



h above and the fixed value of ~,. The asymptotic behaviors of subsampling and
hybrid tests in this case are as described above with h; in place of h except that the
conditions for a rejection rate of < o must hold for each value of ~,. It turns out that
in a number of models of interest the critical value function is monotone increasing
in h; for some values of v, and monotone decreasing in other values. In consequence,
subsampling tests over-reject asymptotically, but hybrid tests do not.

2.2 Testing Set-up

Here we describe the general testing set-up. We are interested in tests concerning a
parameter § € R? in the presence of a nuisance parameter v € I'. The null hypothesis
is Hy : 6 = 0, for some 6, € R?. The alternative hypothesis may be one-sided or
two-sided. Let T,,(0y) denote a test statistic based on a sample of size n for testing
Hy. It could be a t statistic or some other test statistic. We consider the case where
the asymptotic null distribution of T},(6y) depends on the nuisance parameter v and
is discontinuous at some value(s) of .

The nuisance parameter v has up to three components: v = (v,7s,73). The
points of discontinuity of the asymptotic distribution of 7,,(6y) are determined by
the first component, v, € RP. We assume that the discontinuities occur when one or
more elements of v; equal zero. The parameter space for v, is I'y C RP. The second
component, v, (€ R?), of v also affects the limit distribution of the test statistic,
but does not affect the distance of the parameter v to the point of discontinuity.
The parameter space for 7y, is I'y C R?. The third component, 5, of v does not
affect the limit distribution of the test statistic. It is assumed to be an element of
an arbitrary space 73. Infinite dimensional y; parameters, such as error distributions,
arise frequently in examples. Due to the central limit theorem (CLT'), the asymptotic
distribution of a test statistic often does not depend on an error distribution. The
parameter space for 5 is I's(7y,72) (C 73).

The parameter space for 7 is

I'= {(71772a73) cyp €N,y €l9,73 € F3<717’72)}- (2-1)

Let | denote the left endpoint of an interval that may be open or closed at the
left end. Define | analogously for the right endpoint.

Assumption A. (i) I' satisfies (2.1) and (ii) 'y = [[},_;T1m, where I'y,, =
[%,m,ﬂﬂmj for some —oo < %,m < 9w < oo that satisfy %,m < 0 < g, for
m=1..p.

Next, we describe the asymptotic behavior of T,,(6y) when the true value of
is the null value 6. All limits are as n — oo. For an arbitrary distribution G, let
G(-) denote the distribution function (df) of G, let G(z—) denote the limit from
the left of G(-) at z, and let C'(G) denote the set of continuity points of G(-). Let
a € (0,1) be a given constant. Define the 1 — « quantile, ¢(1 — «), of a distribution

7



G by ¢(1 — a) =inf{z € R: G(z) > 1 — a}. The distribution .J, considered below
is the distribution of a proper random variable that is finite with probability one.
Let Ry ={r € R:2 >0}, R_ ={r € R: 2z <0}, Ri o« = Ry U{+o0},
R o = R_U{-0}, Ry = RU{xo0}, RY = R, X ... x R, (with p copies), and
RP = Ry X ... X Ry (with p copies).

Let r > 0 denote a rate of convergence index such that when the true parameter
7, satisfies n"y; — hy, then the test statistic 7,,(6y) has an asymptotic distribution
that depends on the localization parameter hi. In most examples, r = 1/2, but in the
unit root example considered below r = 1.

The index set for the different asymptotic null distributions of the test statistic
Tn(GO) is

p Rio ifHf,,=0
H=H x Hy, Hi=[[{ B o if7},,=0 and H, = cl(T'y),
m=1 | Ry if~f,, <Oand~rt, >0,

(2.2)
where cl(I') is the closure of I'y with respect to R%,. For example, if p =1, 7{, =0,
and I'y = RY, then Hy = R, , Hy = R%, and H = R, ., x R . For notational
simplicity, we write h = (hy, he), rather than (h},h})’, even though h is a p + ¢
column vector.

Definition of {v,, : n > 1}: Given r > 0 and h = (hy,he) € H, let {v,, =
(Yah1> Ynn2s Ynns) - 7 > 1} denote a sequence of parameters in I' for which n™y,, ;,; —
hy and v, , 5 — ha.

For a given model, we assume there is a single fixed r > 0. The sequence {~,,, : n > 1}
is defined such that under {v,;, : n > 1}, the asymptotic distribution of T},(6)
depends on h.

We assume that 7,,(6y) satisfies the following conditions concerning its asymptotic
null behavior.

Assumption B. For some r > 0, all h € H, all sequences {7, : n > 1}, and some
distributions Ji, T,,(60) —a Jp under {7, ; : n > 1}.

Assumption K. The asymptotic distribution J, in Assumption B is the same
(proper) distribution, call it J, for all h = (hy,hy) € H for which h;,, = 400
or —oo for all m =1, ..., p, where hy = (h11,..., h1,)".

Assumptions B and K hold in a wide variety of examples of interest, see below and
Andrews and Guggenberger (2005, 2009a,c,d). In examples, when T,,(6y) is a stu-
dentized t statistic or a likelihood ratio (LR), Lagrange multiplier (LM), or Wald
statistic, J, typically is a standard normal, absolute standard normal, or chi-square
distribution. Let c¢o(1 — a) denote the 1 — av quantile of J. As defined, c(1 — )
is an FCV that is suitable when ~ is not at or close to a discontinuity point of the
asymptotic distribution of T,(6o).



Post-Conservative Model Selection Example. In this example, we consider
inference concerning a parameter in a linear regression model after a “conservative”
model selection procedure has been applied to determine whether another regres-
sor should enter the model. A “conservative” model selection procedure is one that
chooses a correct model, but not the most parsimonious correct model, with prob-
ability that goes to one as the sample size n goes to infinity. Examples are model
selection based on a test whose critical value is independent of the sample size and
the Akaike information criterion (AIC).

The model we consider is

yi = a3,0 + xh, 0, + 15,05 + o¢; for i = 1,...,n, where
.%': = (iE’L,LE;,ZL‘;)/ S Rk? ﬁ = (9762762’;), € Rk? (23)

2t 15,0, By, 0,6 € R, and 3, B, € RF2. The observations {(y;,z}) :i = 1,...,n}
are i.i.d. The scaled error ¢; has mean 0 and variance 1 conditional on z;.

We are interested in testing Hy : 6 = 6, after carrying out a model selection
procedure to determine whether z3; should enter the model. The model selection
procedure is based on a t test of Hj : §, = 0 that employs a critical value ¢ that
does not depend on n. Because the asymptotic distribution of the test statistic is
invariant to the value of 6y, the testing results immediately yield results for a CI
for 6 obtained by inverting the test. Also, the inference problem described above
covers tests concerning a linear combination of regression coefficients by suitable
reparametrization (see the Supplement for details).

We consider upper and lower one-sided and symmetric and equal-tailed two-sided
nominal level o FCV, subsampling, and hybrid tests of Hy : 8 = 6. Each test is based
on a studentized test statistic T,,(0y), where T,,(0y) equals T*(0o), —T:5(00), |15 (00)],
and T7*(6y), respectively, and T7*(6y) is defined below.

To define the test statistic T7%(6p), we let T\ml(é’o) denote the standard ¢ statistic
for testing Hy in (2.3) (which is unrestricted in the sense that Hy : §, = 0 is not
imposed). As defined, this statistic has an exact ¢ distribution under Hy and normality
of the errors (but the latter is not assumed). We let Tn,l(%) denote the “restricted”
t statistic for testing Hy which imposes the restriction of Hj : 3, = 0, but uses the
unrestricted estimator & of o instead of the restricted estimator.” We let 7, n,2 denote
the standard ¢ statistic for testing Hj : 35 = 0 (and does not impose Hy).® The model
selection test rejects Hy : O, = 0 if [T, 2| > ¢, where ¢ > 0 is a given critical value

50ne could define T, 1(g) using the restricted (by B, = 0) LS estimator of o, but this is
not desirable because it leads to an inconsistent estimator of ¢ under sequences of parameters
{8 = Byy : n > 1} that satisfy 85, — 0 and n'/23, - 0 as n — oo. For subsampling tests, one
could define Tn 1(0p) and Tn 1(0p) with o deleted because the scale of the subsample statistics offsets
that of the original sample statistic. This does not work for hybrid tests because Assumption K fails
if 7 is deleted.

6See Section 11.1 of the Supplement for explicit expressions for Tn 1(00), T, 1(00) and T}, 2.



that does not depend on n. Typically, ¢ = 2z;_q/» for some a > 0. The post-model
selection test statistic, T,5(6y), for testing Hy : 6 = 0, is

T,;:(Qo) = Tn,l(00>1(’Tn,2| S C) + fn,1(00)1(|Tn,2| > C). (24)

We now show how the testing problem above fits into the general framework.
First, we define the regressor vector z;* = (x1;,73;)" that corresponds to (z};,x3;)
with x5, projected out using the population projection. Let G' denote the distribution

of (e;,x}). Define

* */ * ok \—1 * ok
Ty — x3i<EGm3ix32') Egxyay;

1 2
e ( 5 — vy (Egrywy)) ! Eqryws,; ) €K
1 12
= Bgaitz, and lle @ } 2.5
Q Gy Ly Q Q12 Q22 ( )
The parameter vector 7 = (1, ¥4, 73) is defined in this example by
By Q"
71 = O_(Q22)1/27 /72 = (Q11Q22)1/27 and 73 - (5275370’7 G) (26)

Note that v, = p, where p = AsyOOTT(b\, Ez) The parameter spaces for 74, v,, and
v are 'y = R, 'y = [—-1 4+ (, 1 — (] for some ¢ > 0, and

F3(71772) = {(ﬁQaﬁE’nUa G) : 52 € Ra 63 € Rki?a o> 07 and for
11 12
Q = Egriz;’ and Q7' = { Q Q } , (1) B

1i —Q12 ; *

(i) (Q1Q2)1/2 =y, (ill) Amin(Q) > K, (iv) Amin(Eorsxs;) > K,
() Bollef |7 < M, (vi) Eollewaf] P < M,

(vii) Eg(ei]z}) = 0 as., and (viii) Eg(ef|z}) =1 a.s.} (2.7)

for some k,6 > 0 and M < oo. The parameter v, is bounded away from one and
minus one because otherwise the LS estimators of § and 3, could have a distribution
that is arbitrarily close to being singular (such as a normal distribution with singular
variance matrix). Assumption A holds immediately.

The rate of convergence parameter r equals 1/2. The localization parameter h
satisfies h = (h1, hy) € H = H; X Hy, where H; = R, and Hy = [—1+(,1 —(].

Let A(a,b) = ®(a+b) — ®(a —b), where ®(-) is the standard normal distribution
function. Note that A(a,b) = A(—a,b). Calculations in the Supplement to this
paper establish that the asymptotic distribution J; of T%(6y) under a sequence of
parameters {v, = (V,.1,Vn2:Yng3) : 7 = 1} (where n'/?y, | — hy, v,, — hs, and
Yz € Ls(Vp 1, Vn2) for all n) is

JH(z) = ®(2 + hiha(1 — h2)"Y?)A(hy, c)
‘ hl + I’LQt C
" /_oo (1 —a <(1 — h3)V2" (1 — h§)1/2)> p(t)dt (2.8)
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when |hy| < co. When |h| = oo, Ji(z) = ®(z) (which equals the limit as |h;| — oo
of Ji(z) defined in (2.8)). For upper one-sided, lower one-sided, and symmetric two-
sided tests, the asymptotic distribution Jj, of T,,(6y) is given by J;, —J;, and |J}|,
respectively. (If Y ~ Jf, then by definition, —Y ~ —J; and |Y| ~ |J}|.) This verifies
Assumption B. Assumption K holds with J% being a N(0,1) distribution.

The asymptotic results that are used to verify Assumption B are closely related to
results of Leeb (2006) and Leeb and Potscher (2005) (and other papers referenced in
these two papers). However, no papers in the literature, that we are aware of, consider
subsampling-based methods for post-conservative model selection procedures, as is
done below. The results given below also are related to, but quite different from, those
in Andrews and Guggenberger (2009b) for post-consistent model selection estimators,
shrinkage estimators, and super-efficient estimators.

2.3 Subsampling Critical Value

The hybrid test introduced below makes use of a subsampling critical value, which
we define here. A subsampling critical value is determined by subsample statistics
that are denoted by {T,.5; : 7 = 1,...,¢sn}, where j indexes the subsample, b is a
subsample size that depends on n, and ¢, is the number of different subsamples.
With i.i.d. observations, there are g, = n!/((n — b)!b!) different subsamples of size b.
With time series observations, there are ¢, = n — b+ 1 subsamples each consisting of
b consecutive observations.

Let {T,4.;(00) : 7 =1,...,¢,} be subsample statistics that are defined exactly as
T.(0o) is defined, but are based on subsamples of size b rather than the full sam-
ple. The subsample statistics {fn,b,j :j =1,...,q,} that are used to construct the
subsampling critical value are defined to satisfy one or the other of the following
assumptions.

Assumption Subl. fn,b,j =Thp; (@\n) for all j < ¢,,, where §n is an estimator of 6.
Assumption Sub2. fnm =T,p;(0p) for all j < g,.

The estimator 5n in Assumption Subl usually is chosen to be an estimator that is
consistent under both the null and alternative hypotheses.

Let L, p(x) and ¢,5(1 — «) denote the empirical distribution function and 1 — «
sample quantile, respectively, of the subsample statistics {fnm ci=1, a0}

an
Lop(7) = g, Z 1(Thp; <) for x € R and
j=1

Cop(l—a) =inf{x € R: L,p(z) > 1 —a}. (2.9)
The subsampling critical value is ¢, (1 — a). The subsampling test rejects Hy : 60 = 0,

if T,,(00) > cnp(l — ).
For subsampling tests (and the hybrid tests introduced below), we assume:
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Assumption C. (i) b — oo and (ii) b/n — 0.

Assumption D. (i) {7,,,;(00) : j = 1,...,q,} are identically distributed under any
v eI foralln >1and (ii) T, ,;(6) and T(6y) have the same distribution under any
vel foraln>1.

These assumptions allow for i.i.d., stationary strong-mixing, and even nonstationary
observations (as shown in the autoregressive example below). They have been verified
in a wide variety of examples in this paper and elsewhere.

In the post-conservative model selection example, the subsampling critical values
are defined using Assumption Subl. Let 6 and 0 denote the restricted and unrestricted
least squares (LS) estimators of 6, respectively. The subsample statistics are defined
by {T5;(0) : j = 1,...,qs}, where 6 is the “model-selection” estimator of § defined
by B R

0 = 01(|T2| <)+ 01(|Th2| > ¢) (2.10)

and T, (6o) is defined just as T;,(6p) is defined but using the jth subsample of size b

in place of the full sample of size n. (One could also use the unrestricted estimator [
in place of #.) Assumption C holds by choice of b. Assumption D holds automatically.

2.4 Technical Assumptions

We now state several technical assumptions that are used below. Define the empir-

ical distribution of {T},5,;(60) : 5 = 1, ..., qn} by Unp(2) = ¢, ' 292, 1(Thnp5(00) < ).

Assumption E. For all sequences {7, € I' : n > 1}, Upp(x) — Epyy, Unp(x) —p 0
under {7, : n > 1} for all z € R.

Assumption F. For alle > 0 and h € H, Jy(cp(1 —a)+¢) > 1 — a, where ¢, (1 — )
is the 1 — a quantile of Jj,.

Assumption G. For all h = (h1, hy) € H and all sequences {7, ;, : n > 1} for which
U Ypp1 — g1 for some g1 € R, if Uyp(x) —, Jy(z) under {7, , : n > 1} for all
x € C(J ) for g = (g1, he) € RE?, then Ly (x) — Unp(2) —p 0 under {7, , : n > 1}
for all x € C(J,).

Assumption J. For all ¢ > 0 and h € H, Jy(cp(7) +€) > 7 for 7 = /2 and
7 =1— a2, where ¢, (7) is the 7 quantile of Jj.

Assumption E holds for i.i.d. observations and for stationary strong-mixing ob-
servations with sup,.pa,(m) — 0 as m — oo, where {a,(m) : m > 1} are the
strong-mixing numbers of the observations when the true parameters are (6, ), see
AGI1. Assumptions F and J are not very restrictive. The former is used for one- and
two-sided tests, while the latter is used for equal-tailed tests. Assumption G holds
automatically when {7T),;;} satisfy Assumption Sub2. Section 7 of AG1 provides
sufficient conditions for Assumption G when Assumption Subl holds.
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In the post-conservative model selection example, Assumption E holds automati-
cally, Assumptions F and J hold because J;(z) is strictly increasing in = € R for all
h € H, and Assumption G is verified in the Supplement to this paper using the proof
of Lemma 4 of AGI.

2.5 Definition of Hybrid Tests

We now introduce a hybrid test that is useful when the test statistic 7,,(6p) has a
limit distribution that is discontinuous in some parameter and an FCV or subsampling
test over-rejects asymptotically under the null hypothesis. The critical value of the
hybrid test is the maximum of the subsampling critical value and a certain fixed
critical value. The hybrid test is quite simple to compute, in many situations has
asymptotic size equal to its nominal level o, see Lemma 2 below and the examples
in Table I, and otherwise over-rejects the null asymptotically less than the standard
subsampling test or the FCV test at some null parameter values. In addition, in many
scenarios, the power of the hybrid test is quite good relative to FCV and subsampling
tests (after all have been size-corrected), see Section 3.2 below.

The hybrid test with nominal level « rejects the null hypothesis Hy : 6 = 6 when

T,.(00) > ¢, ,(1 — ), where
Cpp(1— ) = max{c,p(1 — ), co(l — @)} (2.11)

The hybrid test simply takes the critical value to be the maximum of the usual
subsampling critical value and the critical value from the J,, distribution, which
is usually known.” For example, in the post-conservative model selection example,
Coo(1l — @) equals z;_,, and z;_, /2 for one- and two-sided tests, respectively. Hence,
the hybrid test is straightforward to compute. Obviously, the rejection probability of
the hybrid test is less than or equal to those of the standard subsampling test and the
FCV test with critical value c.(1 — «). Hence, the hybrid test does not over-reject
more often than both of these two tests.

Furthermore, it is shown in Lemma 2 below that the hybrid test of nominal level
o has asymptotic size a provided the 1 — a quantile function ¢, ny)(1 — @) of Jin, py)
is maximized at a boundary point of hy for each fixed hy, where h = (hy, hy). For

example, this occurs if ¢;(1 — «) is monotone increasing or decreasing in hy for each
fixed hy € Hs.

"Hybrid tests can be defined even when Assumption K does not hold. For example, we can define
cnp(1—a) = max{cyp(1 — @),supye g cp= (1 — @)}, where cpe (1 — @) is the 1 — a quantile of Jye
and, given h = (h1,hy) € H, h™ = (h{%, ..., h75,, hs°) € H is defined by h{®, = 400 if hy; > 0,
hi; = —oo if hy j <0, hi?; = 400 or —oo (chosen so that h*® € H) if hy j =0 for j = 1,...,p, and
h$® = hy. When Assumption K holds, this reduces to the hybrid critical value in (2.11). We utilize

Assumption K because it leads to a particularly simple form for the hybrid test.
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2.6 Asymptotic Size
The exact and asymptotic size of a hybrid test are:
ExSz,(60) = sup Py, ~(T0.(60) > C:L’b<1 —«)) and
vyel’

AsySz(6y) = limsup ExSz,(00), (2.12)
where P, (-) denotes probability when the true parameters are (6,). We are inter-
ested in the “asymptotic size” of the test because it approximates the exact size.
Uniformity over v € I', which is built into the definition of asymptotic size, is neces-
sary for asymptotic results to give a good approximation to the exact size.

The proof of Theorem 1 below shows that the asymptotic size of a hybrid test
depends on the asymptotic distributions of the full-sample statistic T,,(6y) and the
subsampling statistic T}, ;(fo) under sequences {7, : » > 1}. By Assumption B, the
asymptotic distribution of T,,(6y) is Jj. The asymptotic distribution of T, ; (o) under
{Ynp 1 m > 1} is shown to be J, for some g € H. Given h € H, under {v,,, : n > 1}
not all g € H are possible indices for the asymptotic distribution of T, ;(6o). The
set of all possible pairs of localization parameters (g, k) is denoted GH and is defined
by

GH = {( 7h) €HXxH: g = (91792)7 h = (h17h2>7 g2 = h2 and for m = 17 - Dy
(i) g1m = 0if |hy ;| < 00, (ii) g1,m € R4 o if hym = 400, and
(i) Grm € R oo if hypm = —o00}, (2.13)

where g1 = (g1,1,-..,91p)" € Hy and hy = (hy 1, ..., 1) € H;. Note that for (g,h) €
GH, we have |g1m| < |him| for all m = 1,...,p. In the “continuous limit” case
(defined as the case where there is no , component of 7v), GH simplifies considerably:
GH = {(go, h2) € Hy X Hy : go = ha}. See AG1 for further discussion of GH.

Define

Mazxgy(a) = ( }sb;leréH[l — Jp(max{cy(1 — @), cxo(1 — a)})]. (2.14)

If Ji(z) is continuous at suitable (h,x) values, then the following assumption holds.

Assumption T. Mazgy(a) = Mazg,(a), where Maxy,,(a) is defined as
Mazgy(a) is defined in (2.14), but with J,(z) replaced by J,(x—), where z =
max{cy(1l — a), co(1 — a)}.

Assumption T holds in the post-conservative model selection example by the conti-
nuity of J;(x) in x for x € R for all h € H. It also holds in all of the examples we
have considered except the moment inequality example.®

The following result establishes the asymptotic size of the hybrid test.

8 Assumption T is not needed in the moment inequality example because subsampling has correct
asymptotic size in that example, see Andrews and Guggenberger (2009d).
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Theorem 1 Suppose Assumptions A-G, K, and T hold. Then, the hybrid test based
on T, (00) has AsySz(0y) = Max ().

Comment. Theorem 1 holds by the proof of Theorem 1(ii) of AG1 with ¢,,,(1 — @)
replaced by max{c, (1 —a), coo(1 — )} throughout using a slight variation of Lemma

5(ii) of AGI.

2.7 Properties of Hybrid Tests

The following result shows that the hybrid test has better size properties than
the subsampling test. It is shown in AG1 that the subsampling test has asymp-
totic size that satisfies AsySz(0g) = Maxgu(a), where Maxg,,(«) is defined just as
Mazx () is, but with ¢;(1 — «)) in place of max{c,(1 — @), coo(1 — @) }.

Lemma 1 Suppose Assumptions A-G, K, and T hold. Then, either (i) the addition
of co(1 — ) to the subsampling critical value is irrelevant asymptotically (i.e., cp(1—
a) > coo(l — ) for all h € H and Mazpy(a) = Mazgy(a)), or (i) the nominal
level av subsampling test over-rejects asymptotically (i.e., AsySz(6y) > «) and the

hybrid test reduces the asymptotic over-rejection for at least one parameter value
(9,h) € GH.

Next, we show that the hybrid test has correct size asymptotically if c,(1 — a)
is maximized at h* or is maximized at h° = (0,hs) and p = 1, where p is the
dimension of h; and h* is any h € H for which J;, = J. For example, for p = 1, the
maximization condition is satisfied if ¢;(1 — ) is monotone increasing or decreasing
in Ay, is bowl-shaped in hq, or is wiggly in h; with global maximum at 0 or +c0. The
precise condition is the following. (Here, “Quant” abbreviates “quantile.”)

Assumption Quant. (i) (a) forallh € H, cp(1—a) < coo(1—a) and (b) Joo(Coo(1—
a)) =1—a;or (i) (a) p=1, (b) forall h € H, cp(1 — ) < cpo(1 — @), and (c)
Jo(Coo(l — ) =1 — v

Assumption Quant (i)(b) and (ii)(c) are continuity conditions that are not restrictive.

Lemma 2 Suppose Assumptions A-G, K, T, and Quant hold. Then, the hybrid test
based on T,(0y) has AsySz(6y) = a.

3 Size-Corrected Tests

3.1 Definition and Justification of Size-Corrected Tests

We now define size-corrected (SC) tests. The size-corrected fixed critical value
(SC-FCV), subsampling (SC-Sub), and hybrid (SC-Hyb) tests with nominal level «
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are defined to reject the null hypothesis Hy : 6 = 6y when

T.(0) > cv(l — a),
T (00) > cnp(l —a) + k() and
T,(00) > max{c,p(1 — @), co(l —a) + £*(a)}, (3.1)

respectively, where

cv(l —a) = supep(l — @),

heH
) = sup [ea(l —a) — ¢yl — )],
(g,h)eGH
K*(a) = sup ¢p(1 — ) — coo(l — @), and (3.2)
heH*

H* = {h € H : for some (g,h) € GH,c,(1 —a) < cx(1 —a)}.

If H* is empty, then k*(a) = —oo by definition.
Size correction as in (3.1) is possible under the following assumption.

Assumption L. (i) sup,cy cn(1 —a) < oo and (ii) infrep cp(1 — a) > —oc.

Assumption L is satisfied in most, but not all, examples. Assumption L holds
in the post-conservative model selection example because ¢, (1 — ) is continuous in
h € H and has finite limits as |hi| — oo and/or |hg| — 1 — (. Assumption L(i) is
a necessary and sufficient condition for size correction of the FCV test. Necessary
and sufficient conditions for size correction of the subsampling and hybrid tests are
given in Andrews and Guggenberger (2005). These conditions are weaker than As-
sumption L, but more complicated. Even the weaker conditions are violated in some
examples, e.g., in the consistent model selection/super-efficient example in Andrews
and Guggenberger (2009Db).

In some cases the FCV test cannot be size-corrected because cv(1 — a) = oo,
but the SC-Sub and SC-Hyb tests still exist and have correct asymptotic size. Also,
in some cases, the SC-FCV and SC-Hyb tests exist while the SC-Sub test does not
(because k(a) = 00). Surprisingly, both cases arise in the instrumental variables (IV)
example considered in Andrews and Guggenberger (2005) (depending upon whether
one considers symmetric two-sided or upper one-sided tests).

The following is a continuity condition that is not very restrictive.

Assumption M. (a) (i) For some h* € H, c;+(1 —a) = supp,cp cn(1l —a) and (ii) for
all h* € H that satisfy the condition in part (i), Jp« () is continuous at x = ¢« (1—a).
(b) (i) For some (g%, h*) € GH, cp+(1 — a) — cg(1 — @) = sup(y pegn [cn(l — @) —
¢y(1 — )] and (ii) for all (¢g*, h*) € GH that satisfy the condition in part (i), Jy«(x)
is continuous at x = ¢« (1 — ).

(c) (i) When H* is non-empty, for some h* € H*, ¢;«(1 —a) = suppec - cn(l —a) and
(ii) for all (g, h) € GH with max{cy(1 — @), coo(l — @) + £* ()} = cn(1 — @), Jp(x) is
continuous at z = ¢ (1 — ).
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Assumption M holds in the post-conservative model selection example by the conti-
nuity of ¢,(1 — «) in h € H plus the shape of ¢,(1 — a) as a function of h; for each
|he| <1 — ¢ (which is determined by simulation), see Figure 2 below.

The following result shows that the SC tests have AsySz(6y) equal to their nominal
level under suitable assumptions.

Theorem 2 Suppose Assumptions A-G and K-M hold. Then, the SC-FCV, SC-Sub,
and SC-Hyb tests satisfy AsySz(6y) = a.

Comments. 1. The proof of Theorem 2 can be altered slightly to prove that
limy, o0 SUP,er Pooy (Tn(0o) > cv(l — a)) = a for the SC-FCV test under the given
assumptions (which is slightly stronger than the result in Theorem 2) and analogously
for the SC-Sub and SC-Hyb tests.

2. Assumptions C-G are only used for the SC-Sub and SC-Hyb tests. Assumption
K is only used for the SC-Hyb test. Part (a) of Assumption M is only used for the
SC-FCV test and analogously part (b) only for the SC-Sub test and part (c) only for
SC-Hyb test.

To compute cv(1 —a), k(«), and £*(«), one needs to be able to compute ¢, (1 — )
for h € H and carry out maximization over h € H or (g,h) € GH. Computation
of ¢4(1 — a) can be done analytically in some cases, by numerical integration if the
density of Jj is available, or by simulation. The maximization step may range in
difficulty from being very easy to nearly impossible depending on the dimension p+ ¢
of h, the shape and smoothness of ¢; (1 —«) as a function of h, and the time needed to
compute ¢;(1 — «) for any given h. For a given example, one can tabulate cv(1 — «),
k(a), and k*(«) for selected values of . Once this is done, the SC-FCV, SC-Sub, and
SC-Hyb tests are as easy to apply as the corresponding non-corrected tests.

An alternative method of size-correcting subsampling and hybrid tests is to adjust
the quantile of the test rather than to increase the critical value by a fixed amount,
see the Supplement.

3.2 Power Comparisons of Size-Corrected Tests

Here we compare the asymptotic power of the SC-FCV, SC-Sub, and SC-Hyb
tests. Since all three tests employ the same test statistic 7,,(6p), the comparison is
based on the magnitudes of the critical values of the tests for n large. The SC-FCV
critical value is fixed. The other two critical values are random and their large sample
behavior depends on the sequence {~,, € I': n > 1} of true parameters. We focus on
the case in which these critical values do not depend on whether the null hypothesis
is true, which typically holds when the subsample statistics are defined to satisfy
Assumption Subl (and fails when they satisfy Assumption Sub2).

The possible limits of the SC-Sub and SC-Hyb critical values under {v, ,} are

cg(1 —a) + k(o) & max{c,(1 — @), coo(l — ) + k" (a)} for g € H (3.3)
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(see Lemma 6(v) of AG1). The relative magnitudes of the limits of the critical values
are determined by the shapes of the quantiles ¢,(1 — «) as functions of g € H.
The first result is that the SC-Hyb test is always at least as powerful as the
SC-FCV test. This holds because for all g € H,
max{cy(l — o), co(l — ) + k™ ()} = max{c,(1 — ), sup c,(1 — )}
heH*
<supcp(l —a) =cv(l — a). (3.4)
heH
The same is not true of the SC-Sub test vis-a-vis the SC-FCV test.

Next, Theorem S1 in the Supplement shows that (a) if ¢,(1 — a) > c,(1 — )
for all (g,h) € GH, then the SC-Sub, SC-Hyb, Sub, and Hyb tests are equivalent
asymptotically and are more powerful than the SC-FCV test; (b) if ¢,(1 — a) <
cn(l — a) for all (g, h) € GH, then the SC-FCV, SC-Hyb, FCV, and Hyb tests are
equivalent asymptotically and are more powerful than the SC-Sub test; and (c) if
H = H, = Ry » and c,(1 — ) is uniquely maximized at h* € (0, 00), then the SC-
FCV and SC-Hyb tests are asymptotically equivalent and are either (i) more powerful
than the SC-Sub test for all (g, h) € GH, or (ii) more powerful than the SC-Sub test
for some values of (g,h) € GH but less powerful for other values of (g,h) € GH.
Note that these power comparisons hold even if different subsample sizes are used for
the hybrid and subsampling procedures provided both satisfy b — oo and b/n — 0
(because the asymptotic results do not depend on the specific choice of b).

These results show that the SC-Hyb test has some nice power properties. When
the SC-Sub test dominates the SC-FCV test, the SC-Hyb test behaves like the SC-Sub
test. When the SC-FCV test dominates the SC-Sub test, the SC-Hyb test behaves
like the SC-FCV test. In none of the cases considered is the SC-Hyb test dominated
by the SC-FCV or SC-Sub tests.

3.3 Plug-in Size-Corrected Tests

Here, we introduce improved size-correction methods that employ a consistent
estimator 7, , of the nuisance parameter v,. The idea is to size correct a test differently
for different values of 7,, 5, rather than size correct by a value that is sufficiently large
to work uniformly for all 7, € I';. This yields a more powerful test. The estimator
Yn.2 is assumed to satisfy the following assumption.

Assumption N. 7, , — 7, —, 0 under all sequences {7, = (Y1, V2 Yn3) € :
n > 1}.

Assumption N holds in many cases. But it fails in models that are unidentified at
the discontinuity point of the asymptotic distribution of 7,,(6y), as occurs in an IV
regression model with IVs that may be weak.

Define

CUpy (1 — @) = Sup c(py py) (1 — @),
hi1€H,
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Khy ((1/) = sup (C(hl,h2)(1 - Oé) - C(gl,h2)(1 - (1/)), and
g1,h €H1:((g1,h2),(h1,h2))EGH

K, (@) = hseulg)* Clh1,he)(1 — @) — coo(1 — @), where
1€Hy,
H; = {hy € H; : for some g, € Hy, (g,h) = ((g1, h2), (h1, h2)) € GH,
& cy(l—a) <ep(l—a)l. (3.5)

If Hy is empty, then s} (a) = —oo. The PSC-FCV, PSC-Sub, and PSC-Hyb tests
are defined as in (3.1) with cv(1 — ), r(a), and x*(a) replaced by cv; ,(1 — ),
K3,,(@), and k% (), respectively.

Clearly, cv%;(l —a) < (1l — a) (with strict inequality whenever 7, , takes a
value that does not maximize cvp,(1 — a) over hy € Hs). In consequence, the PSC-
FCV test is asymptotically more powerful than the SC-FCV test. Analogous results
hold for the critical values and asymptotic power of the PSC-Sub and PSC-Hyb tests
relative to the SC-Sub and SC-Hyb tests.

The following continuity assumption is not very restrictive.

Assumption O. (a) (i) cvp, (1 — @) is uniformly continuous in hy on Hs, (ii) for each
hy € Hj, there exists some h} € H; such that i p,)(1 — a) = cvp, (1 — @), and (iii)
for all h = (hy, hy) € H for which ¢,(1 — a) = cup, (1 — ), Jp(x) is continuous at
x = cop, (1 — ).

(b) (i) kp, () is uniformly continuous in hy on Ha, (ii) for each hy € Hs, there exists
some gi, hi € Hy such that (g%, h*) = ((g7, h2), (h], he)) € GH and cgpr py) (1 — @) —
Cgt ha) (1 =) = kp, (1 =), and (iii) for all (g, h) € GH for which ¢;(1—a)—c,(1—a) =
Khy(1 — @), where h = (hy, hy), Jn(2) is continuous at = = ¢,(1 — @) + ki, (1 — ).
(c) (i) K}, () is uniformly continuous in hy on Hs, (ii) for each hy € Hy, when Hj
is non-empty, we have: for some hj € Hj; , cns ny)(1 — @) — coo(1 — @) = &}, (1 — ),
and (iii) for all (g,h) € GH for which c;(1 — a) — c(1 — @) = &}, (1 — ), where
h = (hy, he), Ju(z) is continuous at x = max{c,(1 — @), coo(l — @) + &}, (1 — a)}.

Assumption O holds in the post-conservative model selection example given the def-
inition of J}(z) in (2.8).

Theorem 3 Suppose Assumptions A-G, K, L, N, and O hold. Then, (a) cvs (1 —
a) —cvy L (L—a) =, 0, K5, (@) = Ky, (@) =5 0, and &% (o) — K, (a) —, 0 under
all sequences {7, = (Vp1> Vn2>Tnz) €L :n > 1}, and (b) the PSC-FCV, PSC-Sub,
and PSC-Hyb tests satisfy AsySz(0y) = .

Comment. Assumption O(a) is only used for the PSC-FCV test and likewise part
(b) is only used for the PSC-Sub test and part (c) for the PSC-Hyb test.

4 Finite-Sample Adjustments

In this section, we introduce a finite-sample adjustment to the AsySz(0y) of sub-
sampling and hybrid tests. It is designed to give a better approximation to the actual
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finite-sample sizes of these tests than does AsySz(6y). The adjustments are used to
construct finite-sample adjusted size-corrected (ASC) subsampling and hybrid tests,
both with and without plug-in estimation of hy. The idea of the adjustment is to
retain the actual ratio 6,, = b/n of the subsample size to the full-sample size in the
approximation to the exact size of the tests, rather than to use its asymptotic limit,
which is zero.

The adjustment method is described roughly as follows. For simplicity, consider
the case in which v does not contain subvectors v, or 74, p = 1, and T' = [0, d]
for some 0 < d < oo. Under Assumption B, the distribution of 7,,(6y) under ~
can be approximated by Jj, , where h, = n"y. Hence, the distribution of T}(6)
under 7 can be approximated by J., where kY = b"y = (b/n)"h, = 6, h,. In turn,
the 1 — a subsampling quantile ¢, (1 — o) under 7 can be approximated by the
1 — o quantile of Jy: = Jsrp,,, viz., csrp, (1 — o). This leads to the approximation of
Pron(T3(80) > cnp(1— ) by

1= Jy (csrn. (1= a)). (4.1)

And it leads to the approximation of sup.cr Py, (T (00) > cnp(1 — @) by
AsySz,(0y) = }slug (1 — Jn(cstn(1 — a))) ) (4.2)
S

Suppose J;(c,(1 — @)) is a continuous function of (g, h) at each (g,h) € GH and
Assumption C(ii) holds, i.e., 6, = b/n — 0. Then, as n — oo the quantity in (4.1)
approaches 1 — J;,(co(1 — «)) if h, — h € [0, 00). It approaches 1 — Jo(cy(1 — )) if
h,, — oo and é;,h,, — g € [0, 0c]. Hence, for any (g, h) € GH, lim, oo (1—=Jp, (cs7p, (1—
a))) =1 —Ju(cy(1 —a)) for a suitable choice of {h,, € H : n > 1}. This suggests that

lim sup(l — Ju(csrn(l —@))) = sup (1 — Ju(cy(l —))) = AsySz(6).  (4.3)

n—0 peH (9,h)eGH

It is shown below that (4.3) does hold, which implies that AsySz,(6y) is an asymp-
totically valid finite-sample adjustment to AsySz(6y).

We now consider the general case in which v may contain subvectors v, and 74
and p > 1. In this case, only the subvector v, affects whether v is near a discontinuity
point of the limit distribution. In consequence, only h, and not hs, is affected by the
9, rescaling that occurs above. For a subsampling test, we define

AsySz,(60) =  sup (1= Ju(cernn (1 —a))). (4.4)
h=(h1,h2)eH

Next, we use the finite-sample adjustment to construct adjusted SC-Type and
PSC-Type tests for Type = Sub and Hyb, which are denoted ASC-Type and APSC-
Type tests. For 6 € (0,1) and hy € Hy, define

K(6, ) = SUD  [C(hy,ho) (1 — @) = €5y ha) (1 — )],
h:(hl,hz)EH
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Khy (57 Oé) = Sup [C(h1,h2)<1 - Oé) - C(é”hhhz)(l - a)]7

hi€H,

K*(6,a) = sup cp(l —a) — coo(l — @), and (4.5)
heH*(6)

Kh,(0,@) = SUp  Ciayy) (1 — @) — coo(1 — ), where
h16H22(6)

H*(6) = {h € H: csrhy py) (1 — @) < C(hy o) (1 — ) for h = (hy, hy)},

H;;z (6) = {h € Hy : C(5rh1,h2)(1 —a) < C(hl,/w)(l —a)}.
If H*(6) is empty, then £*(6, ) = —oo. If Hj; (0) is empty, then (6, a) = —oc. The
ASC-Sub and ASC-Hyb tests are defined as in (3.1) with x(a) and £*(a) replaced
by k(6n, ) and k*(6,, ), respectively, where §,, = b/n. The APSC-Sub and APSC-
Hyb tests are defined as in (3.1) with x(a) and x*(a) replaced by k3,  (6n,a) and
K (6, ), respectively.

‘We use the following assumptions.

Assumption P. (i) The function (g,h) — Ju(cy(1 — )) for (9,h) € H x H is
continuous at all (g, h) € GH and (ii) Mazsy(a) = Mazg,(a), where the latter are
defined as Maz pyp(c) is defined in (2.14) but with ¢,(1 — «)) in place of max{c,(1 —
@), Coo(1l — @)} and in addition Maxg,,(a) has Jy(x) replaced by J,(z—).

Assumption Q. ¢,(1 — «) is continuous in h on H.

Assumption R. Either H* is non-empty and sup,c g+ cp(1 —a) < sup,ep« cn(l—a),
where H' = {h € H : h = limy_., h,, for some subsequence {v;} and some h,, €
H*(6y,) for all k > 1}, or H* is empty and H*(6) is empty for all 6 > 0 sufficiently
close to zero.

Assumption S. For all hy € Hj either Hj; is non-empty and SUPy, cprf Clh1,he)(1— V)

< SUPyeqr (5) Clh1,hs) (1 — ), where H,T12 ={h € Hy : hy = limy_, hy, 1 for some
2
subsequence {vy} and some h,, ; € H> 2((5%) forall £ > 1, where limy, .o 7,, » = ha},
Vi y
or Hy is empty and Hj (6) is empty for all 6 > 0 sufficiently close to zero.

Assumption P is a mild continuity assumption. Assumptions Q, R, and S are not
restrictive in most examples. Whether Assumptions R and S hold depends primarily
on the shape of ¢;,(1 — «) as a function of h. It is possible for Assumptions R and S to
be violated, but only for quite specific and unusual shapes for ¢; (1 — «). For example,
Assumption R is violated in the case where p = 1 and no parameter hy exists if
for some h* € (0,00) the graph of ¢,(1 — «) is (i) bowl-shaped for h € [0, h*] with
co(l1—a) = cp+(1—a) and (ii) strictly decreasing for h > h* with coo(1—a) < cp(1—a)
for all 0 < h < oo. In this case, H* is empty (because c,(1 — «) takes on its minimum
for h = oo and its maximum at h = 0), but h* € H*(6) for all 6 € (0,1), which
contradicts Assumption R.

The following result shows that AsySz,(6y) provides an asymptotically valid
finite-sample adjustment to AsySz(6y) that depends explicitly on the ratio 6,, = b/n
and that the ASC and APSC tests have AsySz(6y) = .
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Theorem 4 (a) Suppose Assumptions A-G and P hold. Then, a subsampling test
satisfies
lim AsySz,(00) = AsySz(0o).

n—oo

(b) Suppose Assumptions A-G, K-M, Q, and R hold. Then, (i) lim,, ., £(6p, ) =
k() and lim, o £*(6p, @) = K*(a) and (ii) the ASC-Sub and ASC-Hyb tests satisfy
AsySz(6y) = a.

(c) Suppose Assumptions A-G, K, L, N, O, Q, and S hold. Then, (i) k5 ,(0n, ) —
Ko, (@) —p 0 and K% (6, ) — /ifkme(Oé) —p 0 under all sequences {7, = ’(’yn?l, V25
Ynz) €L in>1} and (i) the APSC-Sub and APSC-Hyb tests satisfy AsySz(6y) =
a.

Comments. 1. An analogous result to Theorem 4(a) holds for the hybrid test with
C(67hy ho) (1 — @) Teplaced by max{c(s n, ny)(1 — @), coo(l — @)} in (4.4).

2. In Theorem 4(b), the ASC-Hyb test satisfies lim inf,, o £*(6,, @) > £*(a) and
AsySz(0y) < a without imposing Assumption R. Assumption R is a necessary and
sufficient condition for lim,, ., £*(6,, @) = k*(«) given the other assumptions.

5 Equal-Tailed Tests

This section considers equal-tailed two-sided hybrid t tests. For brevity, equal-
tailed SC, ..., APSC ¢ tests are discussed in the Supplement to this paper. We
suppose that T, (6y) = 7,(0, — 0o) /0, where 0, is an estimator of a scalar parameter
@ based on a sample of size n, o, (€ R) is an estimator of the scale of 571, and 7,
is a normalization constant, usually equal to n'/2. An equal-tailed hybrid ¢ test of
Hy : 0 = 6y versus Hy : 0 # 6, of nominal level « (€ (0,1/2)) rejects Hy when

T (00) > ¢ (1 —a/2) or T,,(0) < cjy(/2), where
Crp(1 —a/2) = max{c,p(1 — @/2), coo(1l — /2)} and

c;k:b(oz/Z) = min{c,p(/2), coo(/2)}. (5.1)
Define
Mazxgr gypp() = ( }SL;lech[l — Jn(cy(1 — a/2)) + Ju(c; (a/2))], (5.2)

where ¢;(1 — a/2) = max{c,(1 — a/2),co(1 — /2)} and ¢;*(a/2) = min{c,(a/2),
Coo(/2)}.

If Ju(x) is continuous at suitable (h,z) values, then the following assumption
holds.

Assumption TET. Max'yy g, (a) = M amiﬂ}’ myp(@), where Max'yy (@) is defined
as Marprap(a) is defined in (5.2) but with Ju(c;*(a/2)—) in place of
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Jn(c;*(a/2)) (where Jp(c;*(a/2)—) denotes the limit from the left of Ji(x) at x =
c;*(a/2)) and Ma:z:ZE’T’Hyb(a) is defined as in (5.2) with Jj,(c}(1 — a/2)—) in place of
In(cy(1 —a/2)).
Assumption TET holds in the post-conservative model selection example by the con-
tinuity of J;(z) in x for x € R for all h € H.

The proof of Theorem 1 of AG1 can be adjusted straightforwardly to yield the
following result for equal-tailed hybrid t tests.

Corollary 1 Let o € (0,1/2) be given. Let T,(6y) = Tn(/én — 0)/0,. Suppose
Assumptions A-E, G, J, K, and TET hold. Then, an equal-tailed hybrid t test satisfies
AsySz(0o) = Mazgr myp(@).

6 Confidence Intervals

This section introduces hybrid and size-corrected Cls for a parameter § € R¢ when
nuisance parameters n € R® and 75 € 73 may appear. (See Andrews and Guggen-
berger (2009d) for results concerning FCV and subsampling CIs.) The confidence
level of a CI for 6 requires uniformity over 0 as well as over (7, v;). We make 6 and
1 sub-vectors of v so that the results from previous sections, which are uniform over
v €T, give the uniformity results that we need for CIs for .

Specifically, we partition 6 into (61,6s), where ; € R% for j = 1,2, and we
partition 7 into (1, 7,), where n; € R* for j = 1,2. Then, we consider the same set-
up as in Section 2.2 where v = (vy,74,73), but with v, = (61,7,) and v, = (02,7,),
where p = d; 4+ s1 and ¢ = dy + s2. In most examples, either no parameter #; or
appears (i.e., d; = 0 or dy = 0) and either no parameter 7, or 7, appears (i.e., s1 =0
or sp = 0).

We consider a test statistic T,(6p) for testing the null hypothesis Hy : 6 = 6y as
above. We obtain Cls for # by inverting tests based on T}, (6y). Let © (C R?) denote
the parameter space for 6 and let I" denote the parameter space for . Hybrid Cls for
0 are defined by

Ccl, = {00 €0: Tn(go) < Cl—a}a (61)

where ¢;_, = max{c,;(1 — @), cx(l — a)}. The critical value ¢;_, does not depend
on #y when Assumption Subl holds, but does depend on 6y when Assumption Sub2
holds through the dependence of the subsample statistic on 6. For example, suppose
T.(6p) is a (i) upper one-sided, (ii) lower one-sided, or (iii) symmetric two-sided ¢
test of nominal level @ and Assumption Subl holds. Then, the corresponding CI of

90f course, with this change, the index parameter h, the asymptotic distributions {Jj, : h € H},
and the assumptions are different in any given model in this CI section from the earlier sections on
testing.
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nominal level « is defined by

CI, = [/H\n —7.'%,¢1_0,0), CI, = (—oo,@n + 7.0 ,c1 4], oOr

CI, = [0y — 77 0nC1-a,0n + 77 Fnci_al, (6.2)

respectively (provided © is R).
The exact and asymptotic confidence sizes of C'I,, are

ExCS, = 116111: P,(T,(0) < c1_o) and AsyC'S = liminf ExCS,, (6.3)
v

n—oo

respectively, where 6 = (61, 02) and probabilities are indexed by v = ((61,7,), (02,15),
7v5) here, whereas they are indexed by (6,~) in earlier sections.
An equal-tailed hybrid CI for 6 of nominal level « is defined by

~

Cly = [0 — 7,50y (1 — /2),0n — 70 Gty (a/2)], (6.4)

where c;, ,(1 — a/2) and c;*(a/2) are defined in (5.1).

An analogue of Theorem 4 holds regarding the finite-sample-adjusted asymptotic
sizes of subsampling and hybrid Cls. In this case, AsyC\S,, is defined as AsySz, is
defined in (4.4) but with sup,y replaced by inf,cy and Jj, replaced by 1 — Jj,.

Next, we consider size-corrected Cls. SC-FCV, SC-Sub, and SC-Hyb Cls are
defined by (6.1) with their critical values, ¢;_q, defined as in (3.1)-(3.2) for SC tests.

The following are changes in the assumptions for use with Cls.

Assumption Adjustments for CIs: (i) 6 is a sub-vector of 7, rather than a
separate parameter from . In particular, v = (v, v9,7v3) = ((01,71), (62,m5),v3) for
0 = (01,05) and n = (ny,7n,). (ii) Instead of the true probabilities under a sequence
{Ynn 1 n > 1} being { Py, (-) : n > 1}, they are {P,  (-) : n > 1}. (iii) The test
statistic 7;,(0p) is replaced in the assumptions under a true sequence {7, : n > 1} by
T5,(0n,), where Ynp = ((9n7h71777n,h,1)a (en,h,%nn,hz),%z,h,s) and O n = (Onn1, Onp2)-
(iv) In Assumption D, 6y in T}, ;(6o) and Ty, (6o) is replaced by 0, where 6 = (61, 62)
and v = ((01,11), (62,m2),73)- (V) O is replaced in the definition of U, () by 6,
when the true parameter is v, = ((On,1,7,1): (On2:Mn2), Vn3) and On, = (01, On2).

Hybrid and size-corrected Cls satisfy the following results.

Corollary 2 Let the assumptions be adjusted for Cls as stated above.

(a) Suppose Assumptions A-G, K, and T hold. Then, the hybrid CI satisfies AsyC'S =
1-— Ma:nHyb(oz).

(b) Let o € (0,1/2) be given. Suppose Assumptions A-E, G, J, K, and TET hold.
Then, the equal-tailed hybrid t CI satisfies AsyC'S =1 — Maxgr myp().

(c) Suppose Assumptions A-G and K-M hold. Then, the SC-FCV, SC-Sub, and
SC-Hyb Cls satisfy AsyCS =1 — a.
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Comment. Corollary 2(a), (b), and (c) hold by the same arguments as for Theorem
1, Corollary 1, and Theorem 2, respectively, with some adjustments.

Definitions and results for Cls of the form PSC-Type for Type = FCV, Sub, and
Hyb, and ASC-Type and APSC-Type for Type = Sub and Hyb are analogous to
those just stated for SC Cls but with critical values as defined in Sections 3.3 and 4,
rather than as in Section 3.1. Size-corrected equal-tailed Cls are defined as in (6.4)
with critical values ¢1_q/2 and c,/o given by the equal-tailed SC, PSC, ASC, and/or
APSC critical values for tests given in the Supplement in place of ¢ ,(1 — a/2) and

C::b(a/Z)'

7 CI for an Autoregressive Parameter

We now apply the general results above to an AR(1) model with conditional
heteroskedasticity. We use the unobserved components representations of the AR(1)
model. The observed time series {Y; : ¢ = 0,...,n} is based on a latent no-intercept
AR(1) time series {Y;*: i =0,...,n}:

Y =a+Bi+Y],

Y =pY , + U, fori=1,..n, (7.1)
where p € [—1 +¢,1] for some 0 < ¢ < 2, {U; : i = 0,£1,42,...} are stationary
and ergodic with conditional mean 0 given a o-field G; ; defined below, conditional
variance o7 = E(U?|G;_1), unconditional variance 0%, € (0,00), and distribution F.
The distribution of Y is the distribution that yields strict stationarity for {Y;* : ¢ <
n} when p < 1, ie., Y7 = Z?io p’U_j, and is arbitrary when p = 1. We consider two
versions of the AR(1) model-—model 1, which has an intercept, and model 2, which
has an intercept and time trend. Model 1 is obtained by setting = 0 in (7.1). In
the notation above, we have =1 —p € © =[0,2 —¢].

Models (1) and (2) can be rewritten as

(1) Y; = a+ pY;_1 + U;, where @ = a1 — p), and (7.2)
(2)Y; =@+ Bi+ pYi_i + U;, where @ = o1 — p) + pB and 8 = (1 — p),

fori=1,..,n!°

~2
We consider a feasible quasi-GLS (FQGLS) t statistic based on estimators {¢,,, :

~2
i < n} of the conditional variances {07 : i < n}. The estimators {¢,,; : i < n} may
be based on a parametric specification of the conditional heteroskedasticity, such as
a GARCH(1, 1) model, or a nonparametric procedure, such as one based on ¢ lags of

10The advantage of writing the model as in (7.1) becomes clear here. For example, in model 1,
the case p = 1 and & # 0 is automatically ruled out by model (7.1). This is a case where Y; is
dominated by a deterministic trend and the LS estimator of p converges at rate n3/2.
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the observations. In either case, we do not assume that the estimator of conditional
heteroskedasticity is consistent. For example, we allow for incorrect specification
of the parametric model in the former case and conditional heteroskedasticity that
depends on more than ¢ lags in the latter case. The estimated conditional variances
{qAbf” : 1 < n} are defined such that they approximate a stationary G; i-adapted

sequence {¢7 : i < n} in the sense that certain normalized sums have the same

asymptotic distribution whether aiz or ¢; appears in the sum. This is a standard
property of feasible and infeasible GLS estimators.

For example, for the model without a time trend, the results cover the case where
(i) {af” : 1 < n} are based on a GARCH(1,1) parametric model estimated using LS
residuals with GARCH and LS parameter estimators 7,, and (a,, p,,), respectively, (ii)
(Qtn, pp,) have probability limit given by the true values (ap, py), see (7.2), (iii) 7, has
a probability limit given by the “pseudo-true” value g, (iv) ?q;m = ¢71(Qn, P, Tn),
where ¢12,1 (e, p, ) is the i-th GARCH conditional variance based on a start-up at time
1 and parameters (a, p, 7), and (v) qbi_oo(a, p, ) is the GARCH conditional variance
based on a start-up at time —oco. In this case, ¢7 = ¢ _ (o, py, o). Thus, ¢; is just
572” with the estimation error and start-up truncation removed.

" Under the null hypothesis that p = p,, = 1 — 6, the studentized t statistic is

T (0n) = 7P = py)/7, (7.3)

where 7, = n'/2, p is the LS estimator from the regression of Y; /gAbZ onY; 1/ ;51 and
1/ gz in the case of model 1 and from the regression of Y;/ gz onY; 1/ 51., 1/ @., and i/ 51
in the case of model 2, and 5 is the (1, 1) element of the standard heteroskedasticity-
robust variance estimator for the LS estimator in the preceding regression.

To define T*(6,) more explicitly, let Y, U, X;, and X, be n-vectors with ith
elements given by Y; /gAbZ, Ui /gAbZ, Y1 /al, and 1 /az, respectively, in models 1 and 2,
except in model 2 let Xy be the n x 2 matrix with ith row (1/52,2/52) Let A be
the diagonal n x n matrix with ith diagonal element given by the ith element of the
residual vector MxY, where X = [X; : X5] and Mx = I,, — X(X'X) ' X’. That is,
A = Diag(MxY'). Then, by definition,

7= (X!Mx,X1) " X!My,Y, and (7.4)
~ _ -1, _ _ —1
o’ = (N X{Mx,X1) (n'X{Mx,A’Mx,X;) (n ' X{Mx, X1) .
For upper one-sided, lower one-sided, and symmetric two-sided tests or CIs concerning
p, we take T,,(6,) = T:(0,), —T7(0,), and |T;5(0,,)], respectively.

In this section, we provide results for the (infeasible) QGLS estimator based on
{¢? : i < n}. Conditions under which feasible and infeasible QGLS estimators are
asymptotically equivalent are technical and, for brevity, sufficient conditions are given
in Andrews and Guggenberger (2008b). For technical reasons, these conditions take
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T, to be a discretized estimator and require 522 to depend upon a finite number of
lagged squared residuals. Neither of these conditions is particularly restrictive because
the grid size for the discretized estimator can be defined such that there is little
difference between the discretized and non-discretized versions of the estimator of 7
and any model with stationary conditional heteroskedasticity, such as a GARCH(1,1)
model, can be approximated arbitrarily well by taking the number of lags sufficiently
large.

By assumption, {(U;, ¢7) : 4 > 1} are stationary and strong mixing. We define G;
to be some non-decreasing sequence of o-fields for ¢ > 1 for which (Uj, (b? 1) €G; for
all 7 <.

The vector of parameters is v = (71,79,73), Where v, = 0 (= 1 — p), 75 =
(/\17/\27/\37/\47/\57/\67/\7)/ S R7, where )\1 = V(M"F(Ui), /\2 = VCLT’F(UZ/Qf) =
Ep(a}/67), As = Covp(Us, U/ 67) = Erp(07/87), M = Er¢y ', As = Ep¢y %, A =
Ep¢;*, and Ny = Corrp(U;,Us /7)) = As/(MA2)'?, 73 = (o, F) in model 1, and
v3 = (a, 3, F) in model 2.!! In this example, 7, = 1, and no parameters 6, or 7,
appear. The distribution of the initial condition Y does not appear in 5 because
under strict stationarity it equals the stationary marginal distribution of U; and that
is completely determined by F' and v, and in the unit root case it is irrelevant. In
the definition of v,, ;, we take r = 1.

The parameter spaces are I'iy = © = [0,2 — ¢] for some ¢ > 0, [y C 'y =
{()\1, )\2, )\3, )\4, )\5, )\67 )\7) € [52, 00)2 X (0, OO) X [62, 00)3 X [0, 1] Ay = )\3/()\1)\2)1/2}
for some €9 > 0, I'3(y5) = By X F(7,) in model 1, and I's(y4) = B2 X F(7,) in model
2, where B; and B, are bounded subsets of R and R?, respectively, and F(v,) is
the parameter space for the stationary and strong-mixing distribution F' of {U; : i =
ey 1,2, ...} for a given value of 7,.'? In particular, we have

F(yy) = {F : {(Us,#7) : i = 0,41,42,...} are stationary and strong mixing
under F with Ex(U;|Gi_1) = 0 as., Ep(U?G;_1) = o7 a.s., where G;
is some non-decreasing sequence of o-fields for i = ..., 1,2, ... for
which (Uj, (b? +1) € G; for all j <+, the strong-mixing numbers
{ap(m) : m > 1} satisty ap(m) < Cm /€3 as m — oo for some ¢ > 3,

sup Ep| HaeAa|C < M, where 0 <1,s,t,u,v < oo, and A is any

,8,t,u,v,A

'Note that Section 6 discusses CIs for 6, which is an element of v, whereas here we consider CIs
for p =1 — 0, which is not an element of 7. However, a CI for # immediately yields one for p.

12The parameter space I'y is a subset of I'; because the elements of 7, are related (given that they
all depend on moments of (U, ¢,)) and I'; does not incorporate all of these restrictions. An example
of a restriction is A} = (EFQS;l)Q < qubi_Q - Erl = A5 by the Cauchy-Schwarz inequality. Although
the restrictions on I'y are not written explicitly, this is not a problem because the subsampling and
hybrid procedures do not depend on the specification of I'; and the size-correction procedures only
depend on A7 or hy 7 whose parameter space is known.

The parameter space By is taken to be bounded, because otherwise there are sequences a,, — oo,
p, — 1 for which a,, - 0. For analogous reasons, Bs is taken to be bounded.
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nonempty subset of {U;_s, U;_4, Ufﬂ, U_o,U_y, U}, ¢? > 6 as.,
Amin(Bp X' XVUY /¢7) > 6, where X' = (Y5 /¢y, 1),

Varp(U;) = M\, Varp(Us;/¢7) = Mg, Covp(Us, Ui /¢7) = As,

Er¢; ' = A, Epg; 2 = X5, Epd; ' = X6, and Corrp(U;, Ui/ ¢7))

= A7, where v, = (A1, Aa, A3, Ay As, Ag, A7)} (7.5)

for some C, M < oo and § > 0, where Ay, (A) denotes the minimum eigenvalue of a
matrix A.

In the Supplement, we verify the assumptions of Corollary 2 concerning hybrid
Cls, except Assumption B. The Supplement uses Lemma 4 of AG1 to verify Assump-
tion G. Assumption B holds by Theorem 1 in Andrews and Guggenberger (2008b).
The slightly weaker assumptions than those in Corollary 2 yield asymptotic size re-
sults for FCV and subsampling CIs, see Theorem 3 in Andrews and Guggenberger
(2009d). For brevity, we verify assumptions only for model 1. The moment condi-
tions in F(7,) are used in the verification of Assumptions B and E for the case where
p — 1 at a rate slower than n~'. The bounding of ¢; away from zero in F(7,) is not

restrictive because it is a consequence of a suitable choice of ?q;f

In this example, H = R, o, X I's. Therefore, to establish Assumption B, we have
to consider sequences {7, ,, = (Yo n1> Vnp2 Yans) 7 > 1}, where h = (hy, hy), when
the true autoregressive parameter p = p,, equals 1 — v, ;; where (i) h; = oo and
(ii) 0 < h; < oo. For AR(1) models with conditional heteroskedasticity, the special
case of case (ii) in which p = 1 is fixed has been considered by Seo (1999) and Guo
and Phillips (2001). For models without conditional heteroskedasticity, case (i) is
studied by Park (2002), Giraitis and Phillips (2006), and Phillips and Magdalinos
(2007), and case (ii) is the “near integrated” case that has been studied without
conditional heteroskedasticity by Bobkowski (1983), Cavanagh (1985), Chan and Wei
(1987), Phillips (1987), Elliott (1999), Elliott and Stock (2001), and Miiller and Elliott
(2003). The latter three papers consider the situation of interest here in which the
initial condition Yj yields a stationary process. Specifically, what is relevant here is
the triangular array case with row-wise strictly stationary observations {Y;* : ¢ < n}
and p that depends on n. Note that case (ii) contains as a special case the unit
root model p = 1. We do not consider an AR(1) model here without an intercept,
but such a model can be analyzed using the results of Andrews and Guggenberger
(2008a). Interestingly, the asymptotic distributions in this case are quite different
than in the models with an intercept or intercept and time trend.

For model 1, we have

15 (0,) —a J;, under 7, ;, where
Jy is the N (0, 1) distribution for hy = oo,

1
I3, (r)dw
J& is the distribution of | hy7 / 0 baln)dW(r) (1—h2)%2Z,
(Jo Ipulr)?dr)'? ’
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f0r0<h1<oo

IB,h( _Ih fIh

Ir(r) = In(r) + exp(—hyr)Z; for hy > 0 and I} (r) = W(r) for hy =0,

\/_
1(r) = [ exp(—(r = s))dW (s), (7.6)
W (-) is a standard Brownian motion, and Z; and Z, are independent standard normal
random variables that are independent of W(-). As defined, I;(r) is an Ornstein-
Uhlenbeck process. The parameter ho; € [0,1] is the limit of Corrg, (Ui, Ui/¢3))
under the sequence {7, ; : n > 1}.

For model 2, (7.6) holds except that for 0 < hy < oo J; is the distribution of

Jo [Toa() =12 [4 I (s)sds - (r = 1/2)| aw(r)

(fé [Ij;),h —12 L1 (s)sds - (r — 1 /2)]2d7~>1/2

The asymptotic results above apply to a first-order AR model. They should
extend without essential change to Cls for the “sum of the AR coefficients” in a p-th
order autoregressive model. In particular, the asymptotic distributions for statistics
concerning the “sum of the AR coefficients” should be the same as those for p given
n (7.6) and (7.7). Of course, the proofs will be more complex. For brevity, we do
not provide such proofs.

Figure 1 provides .95 quantile graphs of J)f, —J, and |J| as functions of hy
for the cases of hoy = 0, .3, .6, and 1. The graphs for different values of hy; have
similar shapes, but are progressively less steep as ho; decreases from 1 to 0. All
of the graphs are monotone in h;.'"* The .95 quantile graphs for J; are monotone
increasing in h, for each value of hy because the upper tail of J; gets thinner as h; gets
smaller. In consequence, the upper one-sided and equal-tailed two-sided subsampling
CIs under-cover the true value asymptotically and the upper FCV CI has correct size
asymptotically. The .95 quantile graphs for —.J; are decreasing in h; for each value
of hy because the lower tail of J gets thicker as h; gets smaller. The .95 quantile
graphs for |J| are decreasing in hy for each value of hy because the lower tail of J;
gets thicker as hy gets smaller at a faster rate than the upper tail of J; gets thinner.
Because the graphs of —J; and |J;| are decreasing in hy, the lower and symmetric
subsampling CIs have correct asymptotic size, while the lower FCV CI under-covers
the true value asymptotically. These results explain the seemingly puzzling result
(quantified in Table II below) that the equal-tailed subsampling CI has incorrect size
asymptotically while the symmetric subsampling CI has correct size asymptotically.

hox +(1=h3) 2 Z. (1.7

13The graphs in Figures 1 and 2 are computed by simulation. Monotonicity in Figure 1 is estab-
lished numerically, not analytically.
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Table I reports the asymptotic (Asy) and finite-sample-adjusted asymptotic (Adj-
Asy) sizes of nominal 95% Cls for model 1 for symmetric and equal-tailed two-sided
FCV, subsampling, and hybrid CIs, see the last two rows of the Table. (Symmetric
and equal-tailed FCV ClIs are the same, so only the former are reported.) These
numbers are obtained by simulating the asymptotic formulae of Section 6. Further
details concerning the construction of Table II are given in the Supplement.

Table II also reports finite-sample coverage probabilities of these Cls based on
a FQGLS estimator p,, that uses a GARCH(1, 1) specification for the conditional
heteroskedasticity. The GARCH parameters are estimated by the closed-form esti-
mator of Kristensen and Linton (2006). This estimator is employed in the Monte
Carlo simulations because it is very quick to compute. Six different forms of the
true conditional heteroskedasticity of the innovations are considered: (i) GARCH(1,
1) with (intercept, MA, AR) parameters equal to (.20, .15, .80), (ii) IGARCH(1, 1)
with (intercept, MA, AR) parameters (.20, .20, .80), (iii) GARCH(1, 1) with (inter-
cept, MA, AR) parameters (.20, .70, .20), (iv) i.i.d., (v) ARCH(4) with (intercept,
AR1-AR4) parameters (.20, .30, .20, .20, .20), and (vi) IARCH(4) with (intercept,
AR1-AR4) parameters (.20, .30, .30, .20, .20). In all cases, U; = 0;¢;, where ¢; is stan-
dard normal and o; is the multiplicative conditional heteroskedasticity. The ARCH
and TARCH processes provide evidence concerning the robustness of the procedures
to an incorrect specification of the form of the conditional heteroskedasticity used in
the definition of p,. The integrated GARCH and ARCH processes are not covered
by the asymptotic results but are included to address questions of robustness. The
sample size, subsample size, and number of subsamples of consecutive observations
employed are n = 131, 12, and 119. (We did not experiment with other sample sizes
or subsample sizes.)

For case (i), we report the finite-sample coverage probability for eight values of
p between —.9 and 1.0, as well as the minimum over p € [—.9, 1], which is denoted
FS-Min.!* For brevity, for cases (ii)-(vi), we only report FS-Min. The finite-sample
size of a CI depends on the minimum coverage probability over both p and different
true forms of conditional heteroskedasticity. We do not attempt to determine the
finite-sample size via simulations. For the four non-integrated cases, we report the
asymptotic and finite-sample-adjusted asymptotic sizes that correspond to the par-
ticular value of ho; for the given case (which are hyy = .86, .54, 1.0, and .54 for cases
(i), (iii), (iv), and (v), respectively). These are the correct asymptotic sizes if hoy is
known. Table B-II in the Supplement reports results analogous to those in Table II
for upper and lower one-sided CIs. We do not report results for any other CIs in the
literature because none have correct asymptotic size.

We now discuss the results in Table II. The two-sided FCV CI under-covers asymp-
totically by a substantial amount, see the rows labeled Asy of column 4. Its AsyC'S
equals 69.5%. The asymptotic results for equal-tailed subsampling Cls are similar,

4The minimum is calculated over the set {—.9, —.8,...,.9,.95,.97,.99,1.0}. The reason for exclud-
ing p € (—1.0,—.9) is discussed in the Supplement.
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but somewhat worse, see the rows labeled Asy of column 7. Its AsyC'S equals 59.8%.
Hence, subsampling CIs can have very poor asymptotic performance. On the other
hand, symmetric subsampling CIs have correct AsyC'S (up to simulation error) for
the reasons described above, see the second last row of column 5.

The discussion above of the quantile graphs in Figure 1 leads to the following
results, which are corroborated by the numerical results. The two-sided FCV CI
under-covers because its upper endpoint is farther away from 1 than it should be.
Hence, it misses the true value of p too often to the left. On the other hand, the
equal-tailed subsampling CI under-covers p because its lower endpoint is closer to 1
than it should be. Hence, it misses the true p to the right too often.

The finite-sample adjusted asymptotic results for 6,, = b/n = 12/131 show much
less severe under-rejection for the equal-tailed subsampling Cls than the unadjusted
asymptotic results, compare the rows denoted Asy and Adj-Asy in column 7 of Table
I1. The finite-sample coverage probabilities of the subsampling CIs (for n = 131 and
b = 12) are closer in most cases to the adjusted asymptotic sizes than the unadjusted
asymptotic sizes. Hence, it is apparent that the asymptotic size of the equal-tailed
subsampling Cls is approached slowly as n — oo and is obtained only with large
sample sizes. In consequence, increases in the sample size from n = 131 makes the
equal-tailed subsampling CIs perform worse rather than better. The equal-tailed
subsampling CIs can be size-corrected. We do not report results here for such ClIs.

None of the ClIs considered here are similar asymptotically in a uniform sense or
in finite samples. For the latter, see the rows corresponding to different values of p
in case (i).

The symmetric and equal-tailed hybrid CIs both have correct AsyCS, see the
rows labeled Asy in columns 6 and 8 of Table II. This occurs because for every value
of hg7 either the critical value of the FCV CI or the subsampling CI is suitable.
Hence, the maximum of the two is a critical value that delivers correct asymptotic
size. The finite-sample minimum (over p) coverage probabilities of the symmetric
hybrid CI over the six cases range from 94.6 to 96.2%, which is quite good given
the wide variety of conditional heteroskedasticity covered by these six cases. For the
equal-tailed hybrid CI, the range is 93.5 to 93.9%, which is also good, but slightly
lower than desirable. It is far superior to that of the FCV or equal-tailed subsampling
Cls.

We conclude by noting that the same sort of size issues that arise with subsampling
in the AR(1) model also arise in vector autoregressive models with roots that may

be near unity. For example, they arise with subsampling tests of Granger causality
in such models, see Choi (2005).

8 Post-Conservative Model Selection Inference

Figure 2 provides graphs of the quantiles, ¢, (1 — ), of |J;| as a function of h; > 0
for several values of hy > 0 for this example. (The quantile graphs are invariant to the
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signs of h; and hs.) The corresponding quantile graphs for J; are remarkably similar
to those for |J;| and, hence, are not given. In Figure 2, the graphs are hump shaped
with the size of the hump increasing in |hs|. Based on the shape of the graphs, one
expects the subsampling, FCV, and hybrid tests all to over-reject the null hypothesis
asymptotically and in finite samples and by a substantial amount when |h,| is large.

Table III provides null rejection probability results that are analogous to those in
Table II but for the present example. The parameter space H, for the (asymptotic)
correlation hy between the LS estimators of the two regressors is [—.995,.995]. The
finite-sample results in Table III are for n = 120, b = 12, and a model with standard
normal errors, and k = 3 regressors, where z7,; and 3, are independent standard
normal random variables and z3 ; = 1. To dramatically increase computational speed,
finite-sample results for tests that utilize subsampling critical values are based on
¢» = 119 subsamples of consecutive observations. Hence, only a small fraction of
the “120 choose 12”7 available subsamples are used. In cases where such tests have
correct asymptotic size, their finite-sample performance is expected to be better when
all available subsamples are used than when only ¢, = 119 are used. Further details
concerning Table III are given in the Supplement.

The asymptotic results for the Sub, FCV, and Hyb tests show that all of these
tests perform very similarly and very poorly. They are found to over-reject the null
hypothesis very substantially for the upper and symmetric cases when the absolute
value of the correlation, |hsyl, is large. (Results for equal-tailed tests, not reported,
are similar to those for symmetric tests.) The asymptotic sizes of these nominal
5% tests range from 93 to 96% (see columns 2, 4, and 7). Even for |hy| = .8, the
maximum (over ;) asymptotic rejection probabilities of these tests range from 36 to
44%. Adjusted asymptotic sizes of the nominal 5% Sub and Hyb tests, not reported,
are slightly lower than the unadjusted ones, but they are still in the range of 90 to
92%.

The finite-sample maximum (over h; and hy) null rejection probabilities of the
nominal 5% Sub, FCV, and Hyb tests are very high and reflect the asymptotic results
(see columns 3, 5, and 8).' They range from 91 to 95%.

Next, we consider PSC tests. We use the following consistent estimator of ,, 5:

5, = —n! Z?:l T1;T2;
P2 (Y mmn Y Taa) /2

where {(714,72) : 7 = 1,...,n} are the residuals from the regressions of z3; on x3; for
j = 1,2. The choice of this estimator is based on the equality 7, , = QL?/(QL'Q2*)Y/? =
~Qni2/(Qn11Qn22)'?, where QI™ and Q,, j,, denote the (j,m) elements of Q' and
Q. = Eg,xjx} respectively, for j,m = 1,2 (see the second equality in (11.19)

7 )

(8.1)

15Gtrictly speaking, ho denotes the asymptotic correlation between the LS estimators and Hs
denotes its parameter space. For simplicity, when discussing the finite-sample results, we let ho
denote the finite-sample correlation between the LS estimators and we let Hs denote its parameter
space.
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of the Supplement) and G, is the distribution of (&;, ). Consistency of 7,, (i.e.,
Yn2 = Vnao —p 0 under {7, : n > 1}) follows from a Lemma in the Supplement to
this paper. Thus Assumption N holds. Note that the PSC tests do not depend
on the specification of the parameter space for hy. The PSC-FCV CI obtained by
inverting the PSC-FCV test considered here is closely related to, but different from,
the modified CI of Kabaila (1998).

Table III reports finite-sample maximum (over h;) null rejection probabilities of
the PSC-FCV and PSC-Hyb tests (see columns 6 and 9). These tests both perform
very well. The maximum (over hy and |hs|) null rejection probabilities of these tests
are all in the range of 4.8 to 5.3% for upper and symmetric tests. For both tests,
the maximum rejection rates (over hy) do not vary too much with |hy|, which is the
objective of the “plug-in” approach. Hence, the “plug-in” approach works well in this
example.

For Hy = [—.999,.999], the finite-sample maximum (over h; and |hs|) null rejection
rates of the PSC tests lie between 6.9 and 7.4% For Hy = [—.9999,.9999], the PSC
tests have corresponding values between 71 and 83%. Hence, it is clear that bounding
|ha| away from 1.0 is not only sufficient for the asymptotic PSC results to hold, but it
is necessary for the PSC tests to have good finite-sample size. For practical purposes,
this is not much of a problem because (i) hs can be consistently estimated, so one
has a good idea of whether |hy| is close to 1.0 and (ii) |he| can be very close to 1.0
(i.e., .995 or less) and the PSC tests still perform very well in finite samples.

In conclusion, nominal 5% subsampling, FCV, and hybrid tests have asymptotic
and adjusted-asymptotic sizes that are very large—between 90 and 96% —for upper,
symmetric, and equal-tailed tests (for Hy = [—.995,.995]). The maximum (over the
cases considered) finite-sample null rejection probabilities of these tests for n = 120
and b = 12 are close to the asymptotic values. PSC methods work very well in this
example. The PSC-Hyb and PSC-FCV tests have finite-sample maximum (over the
cases considered) null rejection probabilities between 4.8 and 5.3% for upper, lower,
and symmetric tests (for Hy as above).
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TABLE I

ASYMPTOTIC SIZES OF SUBSAMPLING AND HYBRID TESTS AND CONFIDENCE
INTERVALS OF SYMMETRIC AND EQUAL-TAILED TWO-SIDED TYPES FOR A
VARIETY OF MODELS*

(a) Nominal 5% Tests

Subsampling Hybrid
Model Sym Eq-Tail Sym Eq-Tail
Nuisance Parameter 10 52.5 5 )
Near Boundary
Post-Conservative 94 94 94 94
Model Selection
IV Regression—2SLS 5.5 82 5 5
w/ Possibly Weak IVs
Parameter-Dependent ) ) ) 5)
Support
(b) Nominal 95% Confidence Intervals
AR w/ Intercept 95 60 95 95
AR w/Intercept & Trend 95 25 95 95
Post-Consistent Model 0 0 0 0
Selection
Parameter of Interest 90 47.5 95 95

Near Boundary

Parameters Defined by 95 95 95 95
Moment Inequalities

*The details of the “Post-Conservative Model Selection” model are described
above in the text. The results for the “IV Regression—2SLS w/ Possibly Weak IVs”
model are for tests concerning the coefficient on an endogenous variable in a linear
IV model with a single endogenous variable and five IVs.



TABLE II
AR EXAMPLE: CI COVERAGE PROBABILITIES (x100) FOR NOMINAL 95% CIs*

n=131 Symmetric Cls Equal-tailed ClIs
Case DGP or Asy FCV  Sub Hyb Sub Hyb

-.90 90.7 95.5 95.8 93.0 94.7
-.50 91.0 95.0 95.7 90.7 93.6
.00 91.1 96.0 96.4 90.2 94.1
(i) GARCH p=.70 904 979 979 88.7 96.6

MA=.15, .80 89.6 978 97.8 88.7 97.0
AR=.80 90 879 979 979 89.5 97.5
ha7 = .86 97 82.1 975 97.5 92.7 98.0

1.0 65.1 95.1 95.1 94.5 96.7

FS-Min 65.1 95.0 95.1 88.4 93.6
Asy 76.8 95.0 95.0 69.6 95.0
Adj-Asy - 95.0 95.1 89.0 95.1

(i) IGARCH
MA=20, FS-Min  67.3 954 956  87.8 935
AR=.80

(iii) GARCH FS-Min 704 954 96.0 89.6 93.9

MA=.70, Asy 875 95.0 95.0 85.2  95.0
AR=.20 Adj-Asy - 047 95.1 92.6  95.2
hor = .54
(iv) iid. FS-Min 62.4 946 94.6 88.1 935
hor =1 Asy 69.4 950 95.0 59.7  95.0
Adj-Asy - 950 95.0 86.3  95.1
W) ARCH4 FS-Min 69.3 958 96.1 8.7 038
(.3,.2,.2,.2) Asy 875 95.0 95.0 85.2  95.0
hor = .54  Adj-Asy - 947 95.1 92.6  95.2
(vi)  IARCH4 FS-Min 711 957 96.2 885  93.7
(.3,.3,.2,.2)
Min Over Asy 695 949 949 598 95.0
hor €10,1]  Adj-Asy - 946 95.0 86.3  95.1

*The asymptotic and adjusted asymptotic results of Table II are based on 30,000 sim-
ulation repetitions. The search over h; to determine the minimum is done on the interval
[—.90, 1] with stepsize 0.01 on [—.90,.90] and stepsize .001 on [.90, 1.0]. The search over hor
to determine the minimum is done on the interval [0, 1] with stepsize 0.05. The asymptotic
results are computed using a discrete approximation to the continuous stochastic process
on [0,1] with 25,000 grid points.



TABLE III

CONSERVATIVE MODEL SELECTION EXAMPLE: MAXIMUM (OVER h;) NULL
REJECTION PROBABILITIES (x100) FOR DIFFERENT VALUES OF THE CORRELATION
ha FOR VARIOUS NOMINAL 5% TESTS, WHERE THE PROBABILITIES ARE ASYMPTOTIC,
FINITE-SAMPLE-ADJUSTED ASYMPTOTIC, AND FINITE SAMPLE FOR n = 120

AND b = 12 AND THE PARAMETER SPACE FOR hy IS [—.995,.995]*

(a) Upper 1-Sided Tests
Test: Sub  Sub FCV FCV PSC-FCV Hyb Hyb PSC-Hyb
|ha| Prob: Asy n=120 Asy n=120 n=120 Asy n=120 n=120

.00 5.1 0.4 5.3 5.4 4.7 5.1 3.7 3.3
.20 6.9 7.2 7.1 7.5 5.1 69 53 4.0
40 11.2 11.0 118 11.9 5.1 112 8.7 4.5
.60 20.2 19.8  21.8 22.0 4.9 202 173 4.8
.80 41.3 38.9 443 43.8 4.8 41.3  37.2 4.8
90 61.3 57.5 63.9 62.8 4.6 61.3  56.8 4.6
.95 75.5 722 772 76.7 4.6 7.5 718 4.6
995 92.9 91.9 93.2 93.1 4.1 929 919 4.1
Max 92.9 91.9 93.2 93.1 5.1 929 919 4.8

(b) Symmetric 2-Sided Tests

.00 5.1 5.0 5.4 5.5 5.0 5.1 3.3 3.1
.20 6.0 5.3 6.3 6.5 5.1 6.0 3.8 3.3
40 8.7 7.3 9.6 10.1 5.2 87 59 4.0
.60 16.1 12.3  18.2 18.8 5.3 16.1  11.3 4.8
.80 36.2 28.2  40.6 40.3 4.9 36.2 278 4.8
90 57.6 48.5 62.0 61.5 4.5 57.6  48.3 4.5
.95 73.4 66.1 77.1 76.4 4.2 73.4  66.0 4.2
995 93.9 90.7  95.5 95.3 4.2 93.9 90.7 4.2
Max 93.9 90.7  95.5 95.3 5.3 93.9 90.7 4.8

*The results in Table III are based on 20, 000 simulation repetitions. For the finite-
sample results, the search over |3,| is done on the interval [0, 10] with stepsizes 0.0025,
0.025, and .250, respectively, on the intervals [0.0,0.8], [0.8,3], and [3,10] and also
includes the value |3, = 999,999. For the asymptotic results the search over |hy] is
done in the interval [—10, 10] with stepsize 0.01. For the finite-sample and asymptotic
results, the Max is taken over |hsy| values in {0.0,0.2,0.4,0.6,0.8,0.9,0.95,0.99,0.995}.
For the plug-in size-correction values, the grid of |vy,| values has stepsizes .01, .001,
.0001, and .00002, respectively, on the intervals [0.0,0.7], [0.7,0.99], [0.99, 0.996], and
[0.996, 1.0].
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Abstract

This Supplement to “Hybrid and Size-Corrected Subsampling Methods” contains
11 sections of results. Section 1 provides details concerning Tables II and III. Section
2 gives the proofs of the results in the paper. Section 3 introduces size-correction
methods based on quantile adjustment. Section 4 provides results concerning power
comparisons of size-corrected (SC) tests. Section 5 provides graphical illustrations
of the critical value functions of fixed critical value (FCV), subsampling, and hy-
brid tests. Section 6 gives graphical illustrations of power comparisons of SC-FCV,
SC-Sub, and SC-Hyb tests. Section 7 introduces and give results for equal-tailed
size-corrected tests. Section 8 defines a size-corrected combined (SC-Com) test that
combines the SC-Sub and SC-Hyb tests. Section 9 gives asymptotic and finite-sample
results for hybrid, SC, and PSC tests for the Nuisance Parameter Near a Boundary
Example of Andrews and Guggenberger (2009a), hereafter AG1. Section 10 provides
a table of asymptotic and finite-sample results for upper and lower one-sided con-
fidence intervals in the Autoregressive Parameter Example considered in the paper.
Section 10 also verifies the assumptions for that example. Section 11 verifies the
assumptions for the Conservative Model Selection Example considered in the paper.

1 Details Concerning Tables II and III

To implement the Kristensen and Linton (2006) estimator used in the results
of Table II, we use two Newton-Raphson iterations, see their equation (17), and to
initialize the iteration we use their closed form estimator, see p.326, in particular their
equation (10), implemented with wy = wy = w3 = 1/3 and with their ¢ Winsorized to
the interval [.001,.999]. In each iteration step, we initialize the 8@ (p.329, line 57) by
setting it equal to the squared first data observation. For simplicity, this estimator has
not been discretized and the GARCH(1, 1) process has not been truncated to conform
to the theoretical results given in the Section 3.4 of Andrews and Guggenberger
(2008) for the asymptotic equivalence of feasible and infeasible QGLS statistics. The
subsample statistics use the full-sample estimator of the conditional heteroskedasticity
{#n. 1 < n}, which is justified because feasible and infeasible QGLS test statistics
are asymptotically equivalent in the full sample and in subsamples.

In Table II, the parameter space for p is taken to be [—0.9,1.0] to minimize the
effect of the choice of the lower bound on the FS-Min values of the subsampling
and hybrid Cls because in most practical applications in economics, the parameter
interval (—1.0,—0.9] is not of interest. The effects are small. For the parameter
spaces [—0.999,1.0] and [—.9,1.0], the respective FS-Min values of the symmetric
subsampling Cls are 94.6 and 95.0 for case (i), 95.1 and 95.4 for case (ii), 92.8 and
94.6 for case (iv), and 95.6 and 95.8 for case (v). For the symmetric hybrid CIs, they
are 95.9 and 96.0 for case (iii), 93.7 and 94.6 for case (iv), and 96.0 and 96.1 for case



(v). For the equal-tailed hybrid CI, they are 93.1 and 93.5 for case (iv). No other
results are affected by the choice of the lower bound of the parameter space.

The 119 subsamples used in Table III include 10 “wrap-around” subsamples that
contain observations at the end and beginning of the sample, for example, observa-
tions indexed by (110, ..., 120, 1). The choice of ¢, = 119 subsamples is made because
this reduces rounding errors when ¢, is small when computing the sample quantiles
of the subsample statistics. The values v, that solve v,/(¢, + 1) = a for a = .025,
.95, and .975 are the integers 3, 114, and 117. In consequence, the .025, .95, and .975
sample quantiles are given by the 3rd, 114th, and 117th largest subsample statistics.
See Hall (1992, p. 307) for a discussion of this choice in the context of the bootstrap.

2 Proofs

For notational simplicity, throughout this section, we let ¢4, cp, €, Cnp, and cv
abbreviate ¢,(1 — @), cp(1 — @), coo(1 — @), cup(1 — @), and cv(1 — @), respectively.

2.1 Proof of Lemma 1

Lemma 1 (of the Paper). Suppose Assumptions A-G, K, and T hold. Then, either
(i) the addition of cs(1— ) to the subsampling critical value is irrelevant asymptoti-
cally (i.e., cp(1—a) > coo(1—a) for all h € H and Mazgy(a) = Mazgy (o)), or (ii)
the nominal level a subsampling test over-rejects asymptotically (i.e., AsySz(0y) > )
and the hybrid test reduces the asymptotic over-rejection for at least one parameter

value (g,h) € GH.

Proof of Lemma 1 (of the Paper). If ¢;, > ¢ for all h € H, then Maxp,,(a) =
Mazg,(a) and Maxy,,(a) = Maxg,,(a) follow immediately (where the latter three
quantities are defined in Assumptions P and T). In addition, Assumption T implies
that all of these quantities are equal. The latter, Theorem 1 of the paper, and
Theorem 1(ii) of AG1 imply that the quantities equal AsySz(fy) for the hybrid and
subsampling tests.

On the other hand, suppose “c; > ¢4 for all h € H” does not hold. Then, for
some g € H, ¢; < ¢w. Given g, define by = (hy1,...,h1,) € Hy by hypm = o0 if
Gim > 0, by = —00 if g1n <0, hy, = 400 or —o0 (chosen so that (g,h) € GH)
if g1, = 0 for m = 1,...,p, and define hy = go. Let h = (hq, hy). By construction,
(9,h) € GH. By Assumption K, ¢;, = ¢. Hence, we have

Mazgy(a) > 1 — Ju(cy) > a, (2.1)

where the second inequality holds because ¢; < ¢ = ¢, and ¢, is the infimum of
values z such that J,(z) > 1 — a or, equivalently, 1 — J,(z) < a. Equation (2.1)
and Theorem 1(ii) of AG1 imply that AsySz(0y) > « for the subsampling test. The



hybrid test reduces the asymptotic over-rejection of the subsampling test at (g, h)
from being at least 1 — Jj,(cy) > a to being at most 1 — Ju(coo) = 1 — Jp(cr) <
(with equality if J,(+) is continuous at ¢;). O

2.2 Proof of Lemma 2

Lemma 2 (of the Paper). Suppose Assumptions A-G, K, T, and Quant hold.
Then, the hybrid test based on T,,(0y) has AsySz(6y) = .

Proof of Lemma 2 (of the Paper). Suppose Assumption Quant (i) holds. Then,

Mazpyp(o) = sup [1— Jp(max{cy, cxo})] = sup[l — Jp(coo)]
(9,h)eGH heH

< }sllelg[l — Ju(cn)] = a, (2.2)

where the second equality and the inequality hold by Assumption Quant (i)(a) and
the last equality holds because 1 — Jy,(¢,) < « by definition of ¢, for all h € H and
1—Jy () = a by Assumption Quant (i)(b). By (2.2) and Assumption Quant (i)(b),
Mazpyp(o) = suppegll — Jn(c)] > 1 — Jx(c) = a.

Next, suppose Assumption Quant (ii) holds. By Assumption Quant (ii)(a), p = 1.
Hence, given (g,h) € GH either (I) |hy1| = 0o or (II) |hy 1] < co. When (I) holds,
Jn = J» by Assumption K and

1 — Jp(max{cy, co}) <1 — Jx(Coo) = . (2.3)
When (IT) holds, g must equal 2° by the definition of GH. Hence,

1 — Jp(max{cy, coo}) <1 — Jp(cpo) < }slgg[l — Jp(cn)] = a, (2.4)

where the second inequality holds because cpo > ¢, by Assumption Quant (ii)(b) and
the equality holds by Assumption Quant (ii)(c). Hence, Max gy (a) < c. In addition,
Mazgyp(a) > 1 — Jo(coo) = @ by Assumption Quant (ii)(c). O

2.3 Proof of Theorem 2

In this section, we prove Theorem 2 of the paper. For the reader’s convenience,
we repeat the definition of the size-corrected (SC) tests here. The size-corrected fixed
critical value (SC-FCV), subsampling (SC-Sub), and hybrid (SC-Hyb) tests with
nominal level a are defined to reject the null hypothesis Hy : # = 6y when

T,.(60) > cv(l — @),
T.(00) > cnp(l — ) + k() and
Tn(6o) > max{cnp(1 — @), co(l — @) + () }, (2.5)

3



respectively, where

cv(l —a) = supep(l — @),

heH

k(o) = sup [ep(l —a) —cy(1 —a)],
(g,h)eEGH

K (o) = sup ¢p(1 — ) — coo(l — @), and (2.6)
heH*

H* = {h € H : for some (g,h) € GH,c,(1 —a) < cp(1 —a)}.
If H* is empty, then £*(a) = —oo by definition.

Theorem 2 (of the Paper). Suppose Assumptions A-G and K-M hold. Then, the
SC-FCV, SC-Sub, and SC-Hyb tests satisfy AsySz(6y) = a.

Proof of Theorem 2 (of the Paper). First we note that Assumption L implies
that cv, k(«), and k*(«) are finite. Below we show that cv, k(«), and £*(«) satisfy

sup[l — Jp(cv-)] < a,

(g fsz;le%Hu — Ju((eg + K(@)—)) < @, and
sup (1 — Jy (max{cy, e + £ ()} =) < (2.7)

(g,h)eGH

respectively. Given (2.7), Theorem 1(i) of AG1 applied with c¢p;; = cv implies that
the SC-FCV test satisfies AsySz(6y) < suppep|l — Ju(cv—)] < a, where the second
inequality holds by (2.7). Theorem 1(ii) of AG1 with ¢, ,+£(«) in place of ¢, ;, implies
that the SC-Sub test satisfies AsySz(0) < sup(, pyen[l—Jn((cg+r(a))—)] < a, where
the second inequality holds by (2.7). Theorem 1(ii) of AG1 with max{c,p, coo+r* () }
in place of ¢, implies that the SC-Hyb test satisfies AsySz(6p) < supy pepn(l —
Jp(max{cy, co + k*(a)}—)] < @, where the second inequality holds by (2.7). Hence,
AsySz(6y) < a for SC-FCV, SC-Sub, and SC-Hyb tests. Below we show that the
reverse inequality also holds.

We now show that the first inequality in (2.7) holds. For h € H, if ¢, <
SUDpicpr Cht, then

Jy, <sup Cm—) > Jp(cen) > 1 —a, (2.8)
hteH

where the first inequality holds because .J}, is nondecreasing and the second inequality
holds by the definition of ¢;,. For h € H, if ¢, = supj,icy cpt, then

JIn (Sup Chf—) = Julcp—)=1—q, (2.9)
hteH

where the last equality holds by Assumption M(a)(ii). For cv defined in (2.6), (2.8)
and (2.9) combine to give

sup[l — Jp(cv—)] = sup[l — J(sup cui—)] < a (2.10)
heH heH hteH
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Hence, cv satisfies (2.7).
Next, we prove that the second inequality in (2.7) holds. For (g,h) € GH, if
ch < cg+ sup(gf’m)ecH[cm — ¢,4t], then we have

In ((cg + K(a))—) = Ji ((cg +( Tisz}fl)IéGH[ChT — Cgf])—> > Jp(en) >1—a, (2.11)

where the first inequality holds by the condition on (g,h) and the fact that Jj is
nondecreasing.
For (g,h) € GH, if ¢, = ¢4+ Sup(gt ptyequlcat — ¢4t], then we have

JIp ((cg + K(a))—) = Jj, ((cg —i—( sup [epr — cgf])—> =h(cp—)=1—qa, (2.12)

gt ,ht)eGH

where the second equality holds by the condition on (g, k) and the last equality holds
by Assumption M(b)(ii). Combining (2.11) and (2.12) gives sup, y)equ[l — Ju((cy +
k(a))—)] < «, as desired.

The third inequality in (2.7) holds by the following argument. Because co, +
K*(Q) = SUpy. gy« Ch=, We need to show that sup(, pyeqr[1—Jn(max{cy, supy.c - cp= }—)]
< o For all (g,h) € GH, we have max{c,,Supp-cp-Cp+} > ¢, because max{c,,
SUDpecp+ Ch} < cp implies that ¢, < ¢p, which implies that h € H*, which im-
plies that supy«c g« cp+ > ¢p, which is a contradiction. Now, for any (g, h) € GH with
max{cy, SUPp«c g+ Chr } > Cp, We have 1—Jp, (max{cy, Suppec g cps }—) < 1—Ji(cn) <
as desired. For any (g,h) € GH with max{cy, supy.cy~ch+} = ¢, Assumption
M(c)(ii) implies that J,(z) is continuous at z = c;. Hence, 1 — Jy(max{c,, coo +
K ()}—) =1 — Ju(cn—) = 1 — Jp(cn) = «, which completes the proof of the third
inequality of (2.7). This concludes the proof that AsySz(6y) < «a for the SC-FCV,
SC-Sub, and SC-Hyb tests.

We now prove that these tests satisfy AsySz(6y) > a. By Theorem 1(i) of AG1
applied with cp;; = cv, the SC-FCV test satisfies AsySz(0y) > suppepll — Ju(cv)].
Using (2.6) and Assumption M(a)(i), cv = supj,cy ¢ = cp+ for some h* € H. Hence,

sup[l — Jp(ev)] = sup[l — Jp(cp<)] > 1 = Jpe(cpr) = (2.13)
heH heH

where the last equality holds by Assumption M(a)(ii). In consequence, for the SC-
FCV test, AsySz(6y) > a.

Next, by Theorem 1(ii) of AG1 with ¢,; + k() in place of ¢, p, the SC-Sub test
satisfies AsySz(6o) > supy peeull — Julcy + k(a))]. Using (2.6) and Assumption
M(b)(i), k() = cp» — g+ for some (g*, h*) € GH as in Assumption M(b)(i). Hence,

sup [1—Jp(cg+r(a))] = sup [1—=Jp(cg+cn—cgr)] > 1—=Jps(cpr) =, (2.14)
(9,h)eGH (9,h)EGH



where the last equality holds by Assumption M(b)(ii). In consequence, for the SC-Sub
test, AsySz(6y) > a.
Lastly, Theorem 1(ii) of AG1 with max{c, s, s + £*()} in place of ¢, implies
that the SC-Hyb test satisfies
AsySz(0o) > sup [l — Jy(max{cy, coo + £*(a)})]. (2.15)
(g,h)EGH
If H* is not empty, then using (2.6) and Assumption M(c)(i), k*(a) = cpr — € for
some h* € H* as in Assumption M(c)(i). By the definition of H*, there exists g*
such that (¢*,h*) € GH and ¢y < ¢p+. In consequence, the right-hand side of (2.15)
equals
sup [l — Jp(max{cy, cp})] > 1 — Jp=(max{cy, cp+}) =1 — Jp(cpr) = ¢, (2.16)
(9,h)EGH
where the first equality uses c,« < ¢, and the last equality holds by Assumption
M(c)(ii) because (g*,h*) € GH satisfies cp» = Suppepy- cn = max{cys, SUppec = Cn}-
Combining (2.15) and (2.16) gives AsySz(6y) > a.
If H* is empty, then x*(a) = —oo, (h°, hY) € GH, where h° = (0, hy) for arbitrary
ho € Hy, and we have
sup [1 — Jp(max{c,, oo + K" (a)})]
(g,h)EGH
= sup [1—Ju(cy)] > 1— Jpo(epo) = a (2.17)
(g,h)EGH

where the last equality holds by Assumption M(c)(ii) because cpo = max{cpo, oo +
k*(a)}. Combining (2.15)—(2.17) gives AsySz(0y) > « for the SC-Hyb test. [

2.4 Proof of Theorem 3

Theorem 3 (of the Paper). Suppose Assumptions A-G, K, L, N, and O hold.
Then, (a) cvg, (1 —a)—cv, (1 —a) =, 0, k5, (@) =Ky, 2(04)—> 0, and % 2(oz)—

K3, (@) —p 0 under all sequences {7y, = (Yn1, V2 Vns) € I':n =1}, and (b) the

PSC-FCV, PSC Sub, and PSC-Hyb tests satisfy AsySz(0y) = .

Proof of Theorem 3 (of the Paper). The results of part (a) hold by an extension
of Slutsky’s Theorem (to allow 7, , to depend on n) using Assumption N and the
uniform continuity of the functions in Assumptions O(a)(i), O(b)(i), and O(c)(i).
The proof of part (b) is split into two steps. In the first step, we consider the PSC
tests with 7, , replaced by the true value v, ,. In this case, using parts (ii) and (iii)
of Assumptions O(a), O(b), and O(c), the results of part (b) hold by a very similar
argument to that given in the proof of Theorem 2 of the paper. In the second step,
the results of parts (a) are combined with the results of the first step to obtain the
desired results. This step holds because the results of parts (a) lead to the same limit
distributions for the statistics in question whether they are based on %, , or the true
value v, , by the argument used in the proof of Theorem 1(ii) of AG1. [J
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2.5 Proof of Theorem 4

Theorem 4(a) (of the Paper). Suppose Assumptions A-G and P hold. Then, a
subsampling test satisfies
lim AsySz,(00) = AsySz(0o).

Proof of Theorem 4(a) (of the Paper). Under Assumptions A-G, Theorem
1 of AG1 combined with Assumption P(ii) shows that AsySz(6y) = sup(, pegu(l —
Jn(cy)). First, we show that lim inf AsySz,(6y) > AsySz(0y). Given (g, h) = ((g1, h2),
(h1,hs)) € GH, we construct a sequence {h, = (hn1,hn2) € H : n > 1} such
that (gn,hn) — (9,h) as n — oo, where ¢, = (gn1,9n2) = (0,hn1,hn2). Define
hnao = he for all n > 1. We write hy = (hy1, ..., h1,) and hy1 = (A1, .., nyp)’- For
m=1,...,p, define

hn,l,m = hl,m if JQm = 0& ’hl,m| < 0

hn,l,m = (Tl/bn)r/2 if 9g1m = 0 & hl,m =0

hn,l,m = —(’I”L/bn)T/2 if 9g1m = 0 & hl,m = —0

hnim = (n/bp)" g1m if g1m € (0,00) & hy4m = 00 (2.18)
hn,l,m = (n/bn)rgl,m if 91,m < <—O0,0) & hl,m = —

Poim = (n/by)*" if g1m = 00 & hy 4 = 00

Boim = —(n/b,)* if g1 = —00 & Ay, = —00.

AS deﬁnedv (gn,la hn,l) = (6;h’n,17 hn,l) - (gla hl) and (gn7 hn) — (97 h)
We now have

liminf AsySz,(0y) = liminf  sup (1 — Jp(c(srhy he)))

n—00 N0 p—(hy ho)EH
> ligg}f (1 = Jh, (C6mhm1shn2)))
= liminf (1 Jy,(c,,))
1 e, (2.19)

where the second equality holds by definition of g, and the last equality holds by

Assumption P because (g, h,) — (g, h). Using the expression for AsySz(6y) given

above, this establishes the desired result because (2.19) holds for all (g, h) € GH.
Next, we show that limsup AsySz,(0y) < AsySz(0y). For h = (hy, he) € H, let

Tn(h) = 1 — Ju(c(sr hy hy))- By definition, AsySz,(0y) = sup,epy Tn(h). There exists a
sequence {h,, € H : n > 1} such that limsup supcy 7,(h) = limsup 7,(h,). There

exists a subsequence {u,} of {n} such that limsup 7,(h,) = lim, . Ty, (s, ). There

n—oo

exists a subsequence {v,} of {u,} such that (A, 1, v, 2,0, v, 1) — (A1, 3, g7) for
some hi € Hy, hi € Hy, gf € Hy, where (g%, h*) = ((g7, h%), (R}, h3)) € GH. Hence,

limsup AsySz,(6y) = lim 7, (hy,) = lim 7, (hy,)

n—oo
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= 1 (1= Jh,, (€55, hop 1 2))) = 1 = Jn=(cq+)

n—oo

< sup (1 —Ju(cy)) = AsySz(6o), (2.20)
(g,h)EGH

where the fourth equality holds by Assumption P and the results above. [

Theorem 4(b) (of the Paper). Suppose Assumptions A-G, K-M, Q, and R hold.
Then,

(1) limy, 00 K(0p, @) = k(@) and lim,_,o £* (6, &) = K*(a) and

(ii) the ASC-Sub and ASC-Hyb tests satisfy AsySz(6y) = a.

Proof of Theorem 4(b) (of the Paper). The first result of part (i) holds by the
proof of Theorem 4(a) of the paper with 1 — Jy(c(s7p, 1,)) and 1 — Jx(cy) replaced by
Clhy,ha) —C(67 h1,he) @a0d ¢ —cy, Tespectively, using Assumption Q in place of Assumption
P. Next, we show the first result of part (ii). Using the first result of part (i), by the
same argument as used to prove Theorem 1(ii) of AG1, AsySz(6y) for the ASC-Sub
test equals AsySz(y) for the SC-Sub test. By Theorem 2 of the paper, the latter
equals a.

Now, we prove that the second result of part (i) holds with lim,, ., and = replaced
by liminf, .., and >, respectively, even without imposing Assumption R. If H* is
empty, then liminf, oo SUpyep«(s,) Cn = —00 = Suppepgs ¢ It H is non-empty, for
any (g,h) € GH such that h € H*, define (g,, h,) € GH as in (2.18). By (gn, hn) —
(g, h), Assumption Q, and ¢, — ¢;, < 0, we obtain ¢, — ¢, < 0 and h,, € H*(6,,) for
all n sufficiently large. Hence,

liminf sup ¢, > liminf ¢, = ¢, (2.21)
where the equality uses h, — h and Assumption Q. This inequality holds for all
h € H*. Hence, liminf,, o0 SUPpepr+(s,) Ch = SUPpep- ¢n and the proof is complete.

Next, we show the second result of part (ii) holds with = replaced by < even
without imposing Assumption R. Using the second result of part (i) with lim, .
and = replaced by liminf, .., and >, respectively, the limsup,,_,,, of the rejection
probability of the ASC-Hyb test is less than or equal to that of the SC-Hyb test and
the latter equals o by Theorem 1 of the paper.

To show that the second result of part (i) holds, it remains to show that it holds
with = replaced by < . First suppose that H* is empty. Then, x*(a) = —o0, H*(6)
is empty for 6 > 0 close to zero by Assumption R, and x*(6,,a) = —oo for n
sufficiently large. Next, suppose that H* is non-empty. Then, using Assumption
R, it suffices to show that limsup,_,o, SupPpey«(s,)Ch < SuPpept Ch- As in the last
paragraph of the proof of Theorem 4(a) of the paper (given above), there exists a
sequence {h, € H*(6,)) : n > 1}, a subsequence {u,} of {n}, and a subsequence {v,}
of {u,} such that

limsup sup ¢, =lim ¢, , (2.22)
n—oo  heH*(6n) n—oeo



(hvn71’ hvn72> - (hff’ h;) = h*’ a‘nd (62nhvn71’ hvn72> - (gT’ h’;) = g*

for some (g*, h*) € GH. Since h,, = (hy, 1, ho, 2) € H*(8,,) for all n, we have h* € HT
by definition of HT. This, (2.22), and Assumption Q yield

limsup sup ¢, = lim ¢, = cpe < SUP Gy, (2.23)
n—oo  heH*(6,) n—00 heHt

which completes the proof of the second result of part (i). Given this, by the same
argument as used to prove Theorem 1(ii) of AG1 with ¢, replaced by max{c,p, oo +
K*(On, )}, AsySz(0y) for the ASC-Hyb test is equal to AsySz(y) for the SC-Hyb
test. By Theorem 2, the latter equals «. Hence, the second result of part (ii) holds.
O

Theorem 4(c) (of the Paper). Suppose Assumptions A-G, K, L, N, O, Q, and S
hold. Then,

(i) K5, ,(6n, @) =Ky, (@) = 0 and K% (65, ) =K
{771 = (771,17771,27771,3) € I':n 2 1} and

(i) the APSC-Sub and APSC-Hyb tests satisfy AsySz(6y) = a.

*

5 (@) —p 0 under all sequences

Proof of Theorem 4(c) (of the Paper). By Theorem 3 of the paper, in part (a)
it suffices to show that k5, ,(0n, @) — K5, ,(a) —p 0 and Iﬁ%ng((sn, a) — K%ng(a) —, 0.
To do so, we use the result that a sequence of random variables { X,, : n > 1} satisfies
X, — 0 if and only if for every subsequence {u,} of {n} there is a subsequence {v, }
of {u,} such that X,, — 0 a.s. We apply this result with X,, = x5 _,(6,,a) — k5 _, ().
Hence, it suffices to show that given any {u, } there exists a subsequence {v, } of {u,}
such that X, — 0 a.s. Given {u,}, we apply the above subsequence result a second
time with X,, = 7, 5 — 7,» to guarantee that there is a subsequence {v,} of {u,}
for which 7, 5 —,. o — 0 a.s. using Assumption N. The subsequence {v,} can be
chosen such that v, o — hs for some hy € Hs because every sequence in H, has
a convergent subsequence given that Hj is closed with respect to RZ. Now, the
argument in the proof of Theorem 4(a) of the paper applied to the subsequence {v,}
with 1 — Jn(c(sy hihe))s 1= Jn(cy), and hy, 2 = ho replaced by ¢, 5, ,) = €@, ki, 0)»
ch—Ccg, and hy, » =7, ,, respectively, and using Assumption Q in place of Assumption
P, gives the desired result.

The second result of part (i) holds using similar subsequence arguments to those
above combined with variations of the proof of the second result of part (i) of Theorem
4(b) of the paper with H*, H*(6,), H', and Assumption R replaced by Hy H:n,z (6n),
H ,12, and Assumption S, respectively.

Given the results of part (i), part (ii) is proved using the same argument as used
to prove part (ii) of Theorem 4(b) of the paper. O



3 Size Correction By Quantile Adjustment

We now briefly discuss SC methods based on quantile adjustment, as opposed to
the method in Section 3 of the paper. Quantile-adjusted SC-Sub and SC-Hyb tests
with nominal level a reject the null hypothesis Hy : 6 = 6y when

T (00) > cnp(l —&(er)) and
T(bo) > ¢ (1 = &7()), (3.1)

respectively, where £() (€ (0,a]), and £*() (€ (0, a]) are the largest constants® that
satisfy

sup (1~ Jaley(1 — E(a))-)) < o and
(g,h)EGH

W (1 = Jn (max{c,(1 = £ (), co(1 = £7(@)) } ) < @ (3-2)

In many cases, the quantile adjustment and the size-correction method of Section 3
of the paper give similar results. For many examples, we prefer the method based on
(2.5)-(2.6) to that of (3.1)-(3.2) because the former are based on the explicit formulae
for the adjustment factors x(a) and k*(«) given in (2.6).

4 Power Comparisons of Size-Corrected Tests

We now provide some results concerning power comparisons of SC tests that are
referred to in Section 3.2 of the paper. We consider three alternative assumptions
concerning the shape of ¢;(1 — ). (“Quant” refers to “quantile.”)

Assumption Quantl. ¢,(1 —«a) > ¢;(1 — «) for all (g,h) € GH.

Assumption Quant2. ¢,(1—a) < ¢;(1—a) for all (g, h) € GH with strict inequality
for some (g, h).

Assumption Quant3. (i) H = H; = R, «, (ii) ¢x(1 — @) is uniquely maximized at
h* € (0,00), and (iii) c5(1 — @) is minimized at h = 0 or h = oc.

Theorem S1. Suppose Assumptions K and L hold.

(a) Suppose Assumption Quantl holds. Then, (i) cv(l — a) = supy,cp, Co,ns)(1 —
a), (i) k(a) = 0, (ill) k*(a) = —oo, (iv) max{c,(1 — a),c(l — @) + K" ()} =
cy(1 —a) + k(a), and (v) ¢4(1 — ) + k(a) < cv(l —a) for all g € H.

(b) Suppose Assumption Quant2 holds. Then, (i) cv(l — a) = coo(l — @), (i)
k*(a) =0, (iil) max{cy(1 — @), coo(1 — ) + * () } = cv(1 — @), and (iv) cv(l — ) <
cy(1 —a) + k() forall g € H.

'Tf no such largest value exists, we take some value that is arbitrarily close to the supremum of
the values that satisfy (3.2).
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(c) Suppose Assumption Quant3 holds. Then, (i) cv(l — a) = ep (1 — @), (ii)
K(a) = cp+(1 — ) — co(1 — ), (iil) k" () = cp (1 — @) — co(1 — @), (iv) max{cy(1 —
a),coo(l —a)+ K" (a)} =cv(l —a) forall g € H, (v) cv(l —a) < ¢y(1 — ) + k()
for all g € H such that cy(1 —a) > ¢o(1 — ) (such as g = h*), and likewise with
strict inequalities, and (vi) cv(1 — a) > ¢4(1 — a) + k() for all g € H such that
cy(1 —a) < co(1 — ) (there is no such g € H if cp(1 — ) is minimized at h = 0).

Comments. 1. In this comment and the next, we assume Assumption M holds,
so that Theorem 2 (of the paper) holds. Theorem S1(a) shows that the subsampling
and hybrid tests have correct asymptotic size under Assumption Quantl and they
have critical values less than or equal to that of the SC-FCV test. Theorem S1(b)
shows that the FCV and hybrid tests have correct asymptotic size under Assumption
Quant2 and they have critical values less than or equal to that of the SC-Sub test.
If Assumption Quantl (Quant2) holds with a strict inequality for (g, h) = (h°, h) for
some h = (hy, hy) € H, where h® = (0, hy) € H, then Theorem S1(a)(v) (respectively,
(b)(iv)) holds with a strict inequality with g equal to this value of h.

2. Theorem S1(c)(iv)-(v) shows that under Assumption Quant3 the SC-Hyb and
SC-FCV tests are asymptotically equivalent and are always more powerful than the
SC-Sub test at some (g, h) € GH. On the other hand, Theorem S1(c)(vi) shows that
under Assumption Quant3 the SC-Sub test can be more powerful than the SC-Hyb
and SC-FCV tests at some (g, h) € GH though not if ¢;(1 — ) is minimized at h = 0.

The results above are relevant when the subsample statistics satisfy Assumption
Subl (because then their asymptotic distribution typically is the same under the
null and the alternative). On the other hand, if Assumption Sub2 holds, then the
subsampling critical values typically diverge to infinity under fixed alternatives (at
rate b'/2 << n'/2 when T,,(6,) is a t statistic). For brevity, we do not investigate the
relative magnitudes of the critical values of the SC-FCV, SC-Sub, and SC-Hyb tests
for local alternatives when Assumption Sub2 holds.

In Section 8 below, we introduce a SC combined method that has power at least
as good as that of the SC subsampling and hybrid tests. But, it reduces to the SC
hybrid test in most examples and, hence, may be of more interest theoretically than
practically.

Proof of Theorem S1. Assumption L guarantees that cv, x(a), and x*(«) are
well-defined. Part (a)(i) follows from the definition of cv in (2.6) and Assumption
Quantl. Part (a)(ii) holds by definition of x(«) in (2.6) and the fact that ¢, —c, <0
for all (g,h) € GH by Assumption Quantl (with equality for some (g,h) € GH).
Part (a)(iii) holds by the definition of x*(«) in (2.6) for the case where H* is empty,
because H* is empty by Assumption Quantl. Part (a)(iv) follows from parts (a)(ii)
and (a)(iii). Part (a)(v) follows from part (a)(ii) and the definition of cv in (2.6).
Next, we prove part (b)(i). Given any g = (g1,92) = (91,1, -, 91, 92) € H, let
9> (91 ,92) = (975, -+ 955, 92) € H be such that 75, = +00if g1, > 0, ¢75, = —00
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if g1,m <0, g75,, = +0o0 or —oo (chosen so that g € H) if g1, = 0form = 1,...,p. By
Assumption Quant2, ¢; < ¢y because (g,¢%) € GH. By Assumption K, cgee = coo
for all g € H. Hence, cv = supycy ¢n = €, Which proves part (b)(i).

We now prove part (b)(ii). By Assumptions Quant2 and K, H* is not empty and
SUPpep+ Ch = Coo- In consequence, k*(a) = 0 by definition of x*(a) in (2.6). Part
(b)(iii) follows from parts (b)(i) and (b)(ii) and ¢, < ¢s by Assumptions Quant2 and
K. We now prove part (b)(iv). By part (b)(i), it suffices to show that ¢, + k() > ceo
for all ¢ € H. By the definition of x(«) in (2.6) and Assumptions Quant2 and K,
k(@) = Coo — infp,em, Clo,ny)- Hence, cg + k(o) = ¢y + coo — infryem, C0hs) = Coo, Where
the inequality uses Assumption Quant2. This establishes part (b)(iv).

Part (c)(i) holds by Assumption Quant3(ii). Part (c)(ii) holds by definition of
k() in (2.6) and Assumptions Quant3(ii) and Quant3(iii). Part (c)(iii) holds by
definition of x*(«) in (2.6) and Assumption Quant3(ii). Part (c)(iv) holds because
max{cy, cx + K*(a)} = max{c,, ¢y} = cp» = cv using parts (c)(i) and (c)(iii). Parts
(c)(v) and (c)(vi) hold because cv = ¢« by part (c)(i) and ¢, + k(o) = cp + ¢4 — o
by part (c)(ii). O

5 Critical Value Functions

In this section, we use graphs given in Figure B-1 to illustrate the asymptotic
critical value (cv) functions of the hybrid, FCV, and subsampling tests for the case
where v = v, € Ry, (i.e., no subvectors -, or v5 appear, p =1, and H = R, ). The
argument of the cv functions is ¢ € H. For example, the asymptotic subsampling cv
function is ¢,(1 — a) for g € H. In Figure B-1, the curved line is the subsampling cv
function, the horizontal line is the FCV cv function, i.e., the constant c..(1 — «), and
the hybrid cv function is the maximum of the two.

In Figure B-1(a), the subsampling and hybrid cv functions are the same and the
corresponding tests have the desired asymptotic size . (The latter holds because
Coo(l — ) is < the cv function at ¢ for all g € R, ¢o(1 — o) is > the cv function
at g for all g € R, and these two conditions are necessary and sufficient for a test
to have asymptotic size o assuming continuity of J,(-) by Theorem 1 of AG1). On
the other hand, in Figure B-1(a), the FCV test has asymptotic size > «. In Figures
B-1(b) and B-1(d), the hybrid cv function equals the FCV cv function, both of these
tests have asymptotic size «, whereas the subsampling test has asymptotic size > a.
Figures B-1(a) and B-1(b) illustrate the results of Lemma 1(i) and 1(ii) of the paper,
respectively.

Figure B-1(c) illustrates a case where the hybrid test has asymptotic size «, but
both the FCV and subsampling tests have asymptotic size > «. In Figures B-1(a)-(d),
Assumption Quant holds, so the hybrid test has correct asymptotic size, as established
in Lemma 1 of the paper.

Figures B-1(e) and B-1(f) illustrate cases in which the function ¢,(1 — «) is max-
imized at an interior point g € (0,00). In these cases, the hybrid, FCV, and sub-
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sampling tests all have asymptotic size > a. Figures B-1(e) and B-1(f) illustrate the
results of Lemma 1(ii) and 1(i) of the paper, respectively. In particular, in Figure
B-1(e), the over-rejection of the subsampling test for g close to zero is reduced for
the hybrid test because its cv function is larger.

6 Graphical Power Comparisons

Next, we use graphs given in Figure B-2 to illustrate the power comparison be-
tween SC-FCV, SC-Sub, and SC-Hyb tests. Theorem S1 shows that (a) if ¢;(1—a) >
cn(1—a) for all (g, h) € GH, then the SC-Sub, SC-Hyb, Sub, and Hyb tests are equiv-
alent asymptotically and are more powerful than the SC-FCV test, see Figure B-2(a);
(b) if ¢g(1 — ) < cp(1— ) for all (g, h) € GH, then the SC-FCV, SC-Hyb, FCV, and
Hyb tests are equivalent asymptotically and are more powerful than the SC-Sub test,
see Figure B-2(b); and (c) if H = H; = R « and ¢;(1 — «) is uniquely maximized
at h* € (0,00), then the SC-FCV and SC-Hyb tests are asymptotically equivalent
and are either (i) more powerful than the SC-Sub test, see Figure B-2(e), or (ii) more
powerful than the SC-Sub test for some values of (g,h) € GH but less powerful for
other values of (g,h) € GH, see Figure B-2(f).

Figure B-2(c) illustrates the case where ¢ ,(1—«) is not monotone but is maximized
at ¢ = 0, the Hyb and SC-Hyb cv functions are the same, the Hyb cv function is
lower than both the SC-Sub and SC-FCV cv functions, and so the Hyb test is more
powerful than the SC-Sub and SC-FCV tests. Figure B-2(d) illustrates the case where
¢g(1 — @) is not monotone but is maximized at g = oo, the Hyb, SC-Hyb, FCV, and
SC-FCV cv functions are the same, the Hyb cv function is lower than the SC-Sub cv
function, and so the Hyb test is more powerful than the SC-Sub test.

7 Equal-Tailed Size-Corrected Tests

This section introduces equal-tailed size-corrected FCV, subsampling, and hybrid
t tests. It also introduces finite-sample-adjusted asymptotics for equal-tailed tests.
We suppose that T,(0y) = 7,(0, — 60) /0.

Let cpi(1— /2) and cpi(a/2) denote the critical values of the equal-tailed FCV
test before size-correction. Equal-tailed (i) SC-FCV, (ii) SC-Sub, and (iii) SC-Hyb
tests are defined by (5.1) of the paper with the critical values ¢, ,(1 — «/2) and
cyy(a/2) replaced by (i) crir(1 — a/2) + kpr Fiz(a) and cpiz(a/2) — Kkpr Fiz(a), (ii)
cap(l — a/2) + kpr(a) and ¢, p(/2) — kpr(a), and (iii) max{c,,(1 — @/2), cx(1 —
a/2) + kip(a)} and min{c, 5(a/2), coo(a/2) — Kip(a)}, respectively.

By definition, the SC factors kgr iz () (€ [0,00)), kpr(a) (€ [0,00)), and K (a)
(€ {—o0} U0, 00)), respectively, are the smallest values that satisfy

2161[13[1 — Ih((criz(1 — a/2) + kpr iz () =) + Jn(criz(/2) — kprpi ()] < o,
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sup [1 — Ju((cg(1 — /2) + kpr(a))—) + Ju(c,(/2) — kpr(a))] < a, and

(g,h)EGH
. 2;16%}[[1 — Ju(max{cy(1 — a/2), coo(1 — /2) + Kpp()} =) +
Jn(min{cy(@/2), ¢eo(@/2) — Kpr()})] < o (7.1)

(If no such smallest value exists, we take some value that is arbitrarily close to the
infimum. If no value that satisfies (7.1) exists, then size-correction is not possible.)

For each test, the condition in (7.1) guarantees that the “overall” asymptotic
size of the test is less than or equal to a. It does not guarantee that the maximum
(asymptotic) rejection probability in each tail is less than or equal to a/2. If the
latter is desired, then one should size correct the lower and upper critical values of
the equal-tailed test in the same way as one-sided t tests are size corrected in the
paper. (This can yield the overall size of the test to be strictly less than « if the (g, h)
vector that maximizes the rejection probability is different for the lower and upper
critical values.)

Given SC factors that satisfy (7.1), the equal-tailed SC-FCV, SC-Sub, and SC-
Hyb t tests have AsySz(6y) < a under Assumptions A-E, G, and J by the proofs of
Corollary 2 of AG1 and Corollary 1 of the paper. (Only Assumptions A and B are
needed for the SC-FCV tests.) Under continuity conditions on Jy,(x) at suitable (h, x)
such that the inequalities in (7.1) hold as equalities, these tests have AsySz(6y) = a.

An alternative way of size-correcting equal-tailed tests is the following method.
This method has the advantage that if it is possible to produce an equal-tailed size-
corrected test, then the procedure does so. Its disadvantage is that it is somewhat
more complicated to implement.

First, let fpr iz () € [0,00), kpra(a) € [0,00), and Kp,(a) € {—o00} U [0, 00)
denote the smallest values such that

sup[l — Ju((cpi(1l — @/2) + KprPiea (@) —)] < a/2,

. i;le%H (1= Jn((cg(1 —/2) + kpra(a))—)) < a/2, and
sup (1 — Jj, (max{cy(1 — a/2), coo(1 — /2) + Kpr (@)} —)) < a/2. (7.2)

(9,h)EGH

Next, let kpr rie2(a) € R, kprp(a) € R, and Kppy(a) € {—oo} U R denote the
smallest values such that

sup[l — Jp((cria(1 — /2) + Kpr Fie1 () =) + Jn(cria(0/2) — KEr Fiz2(@))] < o,

. i;lepaH[l = Jal(eg(1 = a/2) + kpra(@)) =) + Julcg(@/2) = Kpra(a))] < @, and
( }SL;JIE%HH — Jn(max{cy (1 — a/2), coo(l = /2) + Kpr (@)} =) +
Jn(min{cg(a/2), coo(@/2) — Kpra(a)})] < a. (7.3)
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The “alternative” SC equal-tailed FCV test rejects Hy if T,,(00) > cri(1 — a/2) +
KkprFiz1(a) or T,(6) < cpiz(@/2) — Kpr Fiz2(@). The “alternative” SC equal-tailed
Sub and Hyb tests are defined analogously. We use “alternative” SC equal-tailed tests
in the Parameter of Interest Near a Boundary Example in Andrews and Guggenberger
(2005). For all of the other examples, we use the SC equal-tailed tests defined in (7.1).

If a parameter v, appears in v and 7, is consistently estimable, then PSC tests
are more powerful asymptotically than SC tests (because they lead to smaller critical
values under some distributions but still have correct asymptotic size). Equal-tailed
(i) PSC-FCV, (ii) PSC-Sub, and (iii) PSC-Hyb tests are defined as the SC versions are
defined above, but with rgr Fi(a), ker(a), and ki (a) replaced by ket Fiz g, , (@),
KBTS, ,(0), and /f*ET’%Q(a), respectively. Here, the PSC factors kgr pizn, () (€
[0,00)), KETh (@) (€ [0,00)), and Ky, (@) (€ {—00} U [0, 00)) are defined to be the
smallest values that satisfy:

sup [1 — Jiny ho) ((cric(1 — @/2) + KpT Figp, (@) —) +
hi1€H;

J(hr,ho) (CRia (@) 2) — KET Fiap, (@))] < a,

sup (1 = Jihyha) (C(gr,he) (1 — @/2) + Kprp, (@) —) +
g1,h1€H1:((91,h2),(h1,h2))EGH

J(h17h2)<c(91,h2)<a/2) — KET,hy (O‘))] < a, and

sup [1 = Jihy hoy (max{cig, ny) (1 — 0/2), co(1 — /2) +
g1,h1€H1:((g1,h2),(h1,h2))EGH

K (@)} =) + i o) (Min{ (g, o) (@/2), Coo(@/2) = Kprp, (@)})] < . (7.4)

The (i) PSC-FCV, (ii) PSC-Sub, and (iii) PSC-Hyb equal-tailed tests all have
AsySz(0p) < a under Assumptions N plus (i) A and B, (ii) A-E, G, and J, and
(iii) A-E, G, J, and K, respectively. (The proof is analogous to the proof of Theorem
3 of the paper combined with the proof of Theorem 2 of the paper.) These tests have
AsySz(6y) = a provided the inequalities in (7.4) hold as equalities.

The finite-sample adjustments introduced in Section 4 of the paper do not cover
equal-tailed tests. For equal-tailed subsampling tests, we define the following finite-
sample adjustment to AsySz(6y):

AsySzn(bo) = 2“}5}“ — Jn(C(enhhe) (1 — /2)=) + Jn(cnn) (/2))]. (7.5)
S

Define Maz'yy g,4(0) as Maxpr mp(e) is defined in (5.2) of the paper with cj(1 —
a/2) and c;*(a/2) replaced by ¢,(1 — a/2) and ¢,(/2)—, respectively, where “ —”
indicates the limit from the left. Define Maxgy ¢, () analogously with ¢;(1 — a/2)
and ¢;*(a/2) replaced by c4(1 — a/2)— and c4(a/2). With the function that appears
in Assumption P(i) altered to (g,h) — Ju(cy(1 — a/2)—) — Ju(cy(/2)) and with
Maz'yy g4 (0) = M a:r@EE sup(@) in place of Assumption P(ii), the result of Theorem
4(a) of the paper, viz., AsySz,(0y) — AsySz(6p), holds for equal-tailed subsampling
tests. An analogous result holds for equal-tailed hybrid tests.
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Based on (7.5), we introduce finite-sample adjustments that can improve the
asymptotic approximations upon which the equal-tailed SC and PSC subsampling
and hybrid tests rely. Equal-tailed ASC and APSC subsampling and hybrid tests
are defined just as SC and PSC subsampling and hybrid tests are defined, but us-
ing Kpr(6n, @), Kir(On, ), KpTS, , (60, @), and Kpr s  (6n, @) in place of Kpr(a) and
K5p(@). The ASC factors kpr(8,a) (€ [0,00)) and k5 (6, ) (€ {—o0} U [0, 00)) are
defined to be the smallest values that satisfy:

sUp  [1 — Jh ho) (€571 ,10) (1 — @/2) + kBT (6, ) —) +
(hl,hz)EH
J(hl,hz)(c(5rh1,h2)(a/2) - ’{ET(& a))] < a and
( Sul)j [1 - J(hhhz)(maX{C(5Th17h2)<1 - Oé/2), Coo(l - Oé/2> + K*E‘T((i Oé)}—) +
hl,hz cH

J(hl,hz)(min{c(5Th1,h2)(a/2)ﬂ COO(Oé/Q) - K“*ET(& a)})] < . (7'6)

The APSC factors kprn, (6, ) (€ [0,00)) and K7, (6,a) (€ {—00} U[0,00)) are
defined to be the smallest values that satisfy:

sup [1 — Jny ho) (€571 00y (1 — @0/2) + Kprp, (0, @) —) +
hi1€H;

J(hl,h2)(c(5rh1,h2)(a/2) — KET,hy (57 a))] < o and
Sup [1 = Jhy ho) (max{ (s, hy) (1 — @/2), coo(1 — /2) + Kpp p, (6, ) }—) +
1€,

J(hhhz)(min{c(érhhhz)(a/Q)? COO(Oé/2> - ’{*ET,hg (67 Oé)})] < a. (77)

The ASC and APSC tests have AsySz(0y) = a under conditions that are similar
to those given in Section 4 of the paper. For brevity, we do not give details.

8 Size-Corrected Combined Test

Theorem S1(c)(iv)-(vi) and Figure B-2(f) show that in some contexts the SC-
Hyb test can be more powerful than the SC-Sub test for some (g, h) € GH and vice
versa for other (g,h) € GH. This implies that a test that combines the SC-Hyb and
SC-Sub tests can be more powerful than both. In this Section, we introduce such
a test. It is called the size-corrected combined (SC-Com) test. This test has power
advantages over the SC-Hyb and SC-Sub tests in some cases. This is illustrated in
Figure B-2(f) where the critical value function of the SC-Com test is the minimum
of the upper horizontal SC-Hyb critical value function and the upper curved SC-
Sub critical value function. On the other hand, the SC-Com test has computational
disadvantages because it requires computation of the critical values for both the SC-
Sub and SC-Hyb tests, which requires calculation of x(a) and £*(«) in cases where
both the subsampling and hybrid tests need size correction. Furthermore, in most
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contexts, the SC-Hyb test is more powerful than the SC-Sub for all (g, h) € GH, so
the SC-Com test just reduces to the SC-Hyb test.
The size-corrected combined (SC-Com) test rejects Hy : 0 = 6 when

T.(00) > cn.com(l — @), where (8.1)
Cn.com(1l —a) = min{c, (1 — @) + k(a), max{c,p(1 — @), (1l — @) + £* () } },

where the constants x(«) and £*(«) are defined in (3.2) of the paper.
The following result shows that the SC-Com test has AsySz(0y) = a.

Theorem S2. Suppose Assumptions A-G and K-M hold. Then, the SC-Com test
satisfies AsySz(0y) = a.

Comments. 1. By definition, the critical value, ¢, com(1 — ), of the SC-Com test
is less than or equal to those of the SC-Sub and SC-Hyb tests. By (3.2) of the paper,
it is less than or equal to that of the SC-FCV test as well. Hence, the SC-Com test
is at least as powerful as the SC-Sub, SC-Hyb, and SC-FCV tests.

2. A PSC-Com test can be defined as in (8.1) with x(a) and k*(«) replaced by
K5,,(@), and K3 ().

3. An ASC-Com test can be defined as in (8.1) with x(«) and x*(a) replaced by
K(6n, ) and k*(6,, @), respectively. Suppose Assumptions A-G, K-M, and Q hold.
Then, the ASC-Com test satisfies AsySz(0y) = . This holds by the argument in the
proof of Theorem 4(b) of the paper (see above) using the results of Theorem 4(b)(i)
of the paper.

4. An APSC-Com test can be defined as in (8.1) with x(a) and *(a) replaced
by k3, (6n, @) and KL n(én, a), respectively. Suppose Assumptions A-G, K, L, N, O,
R, and Q hold. Then; the APSC-Com test satisfies AsySz(6y) = a. This holds by
the argument in the proof of Theorem 4(c) of the paper (see above) using the results
of Theorem 4(c)(i) of the paper.

Proof of Theorem S2. By the same argument as in the proof of Theorem 1(ii) of
AG1, the SC-Com test satisfies

AsySz(6y) (8.2)
< y 2;16%11[1 — Jp(min{c,(1 — a) + k(a), max{cy(1 — @), coo(l — @) + " () } }—)].

By the proof of Theorem 2 of the paper, the constants x(a) and x*(«) defined in
(3.2) of the paper are such that (2.7) above holds and hence for all (g,h) € GH,
1 — Ji(cg(l — ) + k(a)—) < a and
1 — Jp(max{cy(l — a),co(l —a) + k™ () }—) < a. (8.3)
Equations (8.2) and (8.3) combine to give AsySz(6y) < a.
The SC-Com test has AsySz(fy) > « because its AsySz(fy) is greater than or

equal to that of the SC-Sub test (because its critical value is no larger) and the latter
equals a by Theorem 2 of the paper. [J
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9 Testing When a Nuisance Parameter
May Be Near a Boundary

This example is a continuation of an example in AG1. It is a testing problem
where a nuisance parameter may be near the boundary of the parameter space under
the null hypothesis. The observations are {X; € R? : i < n}, which are i.i.d. with
distribution F, X; = (X, X)), ErX; = (0, ), and (X;1, Xi2) have correlation p.
The null hypothesis is Hy : 8 = 0, i.e., 8p = 0. The parameter space for the nuisance
parameter p is [0, 00). The test statistic T,(0y) equals T%(0y), —T(6o), or |T5(6o)|,
where T7*(6y) is a t statistic based on the Gaussian quasi-ML estimator of 6 that
imposes the restriction that p € [0,00) and uses any consistent estimators of the
standard deviations and correlation of X;; and X, in the quasi-likelihood, see AG1
for details. In AG1, Assumptions A-G are verified.

Table B-I reports maximum (over hy = limy, .o n'/?4t,, 1, /0 p,2) null rejection prob-
abilities (as percentages) for several fixed values of hy (= lim, .o p,, ;) for hybrid and
several other nominal 5% tests.? Depending on the column, the probabilities are as-
ymptotic or finite-sample. The finite-sample results are for the case of n = 120 and
b = 12 with 7,1,0,2, and p,, being the sample standard deviations and correlation
of X;; and X;5. To dramatically increase computational speed, here and in all of the
tables below, finite-sample subsampling and hybrid results are based on ¢, = 119
subsamples of consecutive observations.> Hence, only a small fraction of the “120
choose 12”7 available subsamples are used. In cases where subsampling and hybrid
tests have correct asymptotic size, their finite-sample performance is expected to be
better when all available subsamples are used than when only ¢, = 119 are used.
This should be taken into account when assessing the results of the tables. Panels
(a), (b), and (c) of Table B-I give results for upper one-sided, symmetric two-sided,
and equal-tailed two-sided tests, respectively. The results for lower one-sided tests
are the same as for the upper tests with the sign of hy changed (by symmetry) and,
hence, are not given. The rows labelled Max give the size (asymptotic or n = 120)
of the test considered. For brevity, we refer below to the numbers given in the tables

2The finite sample results in Table B-I are based on 20,000 simulation repetitions. The asymp-
totic results are based on 50,000 simulation repetitions. For the asymptotic results, the search over
hy is done with stepsize 0.05 on [0,10] and also includes the value h; = 9,999,999, 999. For the
finite-sample results, the search over h; is done with stepsize .001 on [0, 0.5], with stepsize 0.05 on
[0.5,1.0], and with stepsize 1.0 on [1.0, 10]. Calculations indicate that these stepsizes are sufficiently
small to yield accuracy to within +.1.

3This includes 10 “wrap-around” subsamples that contain observations at the end and beginning
of the sample, for example, observations indexed by (110, ...,120,1). The choice of ¢, = 119 sub-
samples is made because this reduces rounding errors when ¢, is small when computing the sample
quantiles of the subsample statistics. The values v, that solve v, /(g, + 1) = a for a = .025, .95,
and .975 are the integers 3, 114, and 117. In consequence, the .025, .95, and .975 sample quantiles
are given by the 3rd, 114th, and 117th largest subsample statistics. See Hall (1992, p. 307) for a
discussion of this choice in the context of the bootstrap.
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as though they are precise, but of course they are subject to simulation error.

9.1 FCV, Subsampling, and Hybrid Tests

Column 2 of Table B-I shows that subsampling tests have very large asymptotic
size distortions for upper one-sided and equal-tailed two-sided tests (nominal 5% tests
have asymptotic levels 50.2 and 52.7%, respectively), and moderate size distortions
for symmetric two-sided tests (the nominal 5% test has asymptotic level 10.1%).
Also, column 7 of Table B-I shows that the FCV tests have very small asymptotic
size distortions for upper one-sided tests (the nominal 5% test has asymptotic level
5.8%), and no size distortions for symmetric and equal-tailed two-sided tests.

Column 10 of Table B-I shows that the nominal 5% hybrid test has asymptotic
size of 5% for upper, symmetric, and equal-tailed tests. So, the hybrid test has correct
asymptotic size for all three types of tests in this example.

Finite-sample results for the Sub, FCV, and Hyb tests are given in columns 4, 8,
and 12 of Table B-I, respectively. For Hyb tests, the asymptotic approximations are
fairly accurate, but tend to over-estimate the finite-sample rejection rates somewhat
for some values of hy with finite-sample values varying between 3.4 and 5.2% compared
to the asymptotic values of 5.0%. For FCV tests, the asymptotic approximations are
found to be very accurate for upper tests and quite accurate for symmetric and equal-
tailed tests.

The asymptotic approximations for the Sub test are found to be quite good for
hy values where the (maximum) asymptotic probabilities equal 5.0%. But, for hy
values where they exceed 5.0%, they tend to over-estimate the finite-sample values—
sometimes significantly so, e.g., 33.8 versus 25.6% for ho = —.95 with upper Sub tests.
Nevertheless, in the worst case scenarios (i.e., for hy values of 1.0 or —1.0, which yield
the greatest asymptotic rejection probabilities), the asymptotic approximations are
quite good. Hence, the asymptotic sizes and finite-sample sizes are close—50.2 versus
49.8%, 10.1 versus 8.4%, and 52.7 versus 52.7% for upper, symmetric, and equal-tailed
tests, respectively.

The results in Table B-I for the columns headed Adj-Asy, PSC-Sub, APSC-Sub,

. are discussed below.

9.2 Plug-in Tests

The upper, symmetric, and equal-tailed subsampling tests and the upper FCV
test need size-correction in this example. Plug-in size correction is possible because
estimation of the correlation parameter p is straightforward using the usual sam-
ple correlation estimator. Columns 5 and 9 of Table B-I provide the finite-sample
(maximum) rejection probabilities of the nominal 5% PSC-Sub and PSC-FCV tests.
Results for the symmetric and equal-tailed PSC-FCV tests are not given because the
PSC-FCV and FCV tests are the same in these cases since the FCV test has correct
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asymptotic size. Results for the PSC-Hyb test are not given because it is the same
as the Hyb test.

The results for the PSC-Sub tests are impressive. The finite-sample sizes of the
upper, symmetric, and equal-tailed tests are 5.3, 5.1, and 5.5%, respectively, whereas
the finite-sample sizes of the Sub tests are 49.8, 8.4, and 52.7%. The plug-in feature of
the size-correction method yields (maximum) rejection probabilities across different
ho values that are all reasonably close to 5.0%—ranging from 3.1 to 5.5%, with most
being between 4.5 and 5.5%. Having these values all close to 5% is desirable from a
power perspective.

The upper FCV test only requires minor size-correction given that its asymptotic
and finite-sample size is 5.8%. The PSC-FCV test provides improvement. Its finite-
sample size is 5.2%.

9.3 Finite-Sample Adjusted Tests

Column 3 of Table B-I gives the finite-sample adjusted asymptotic rejection prob-
abilities (x100) of the subsampling test. These values are noticeably closer to the
finite-sample values given in column 4 than are the (unadjusted) asymptotic rejec-
tion probabilities given in column 2. For example, for the upper subsampling test
and hy = —.95, the values for Adj-Asy, n = 120, and Asy are 22.9, 25.6, and 33.8%,
respectively. Hence, the adjustment works pretty well for the subsampling test here.
For the hybrid test, the adjusted asymptotic and unadjusted asymptotic rejection
rates are all 5.0%. So, the adjustment makes no difference for the hybrid test in this
example.

Column 6 of Table B-I reports the finite-sample rejection probabilities of the
APSC-Sub test. For upper and equal-tailed tests, the adjustment leads to over-
correction of the Sub test when the finite-sample correlation, denoted here by hs,
is close to —1 and 1, respectively, and appropriate size-correction for other values
of hy. In consequence, for these cases the PSC-Sub test (see column 5) has better
finite-sample size (viz., 5.3 and 5.5%) than the APSC-Sub test (13.5 and 13.5%). For
symmetric tests, both of these size-corrected tests perform well.

In conclusion, in this example, the hybrid and PSC-Sub tests perform quite well in
terms of finite-sample size for upper, symmetric, and equal-tailed tests. The APSC-
Sub test performs well for symmetric test, but not so well for upper and equal-tailed
tests.
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10 Autoregression Example

This section provides results for the conditionally heteroskedastic autoregression
example.

10.1 Upper and Lower One-sided Cls

First, we discuss Table B-II, which is analogous to Table II of the paper but
provides results for upper and lower one-sided Cls rather than symmetric and equal-
tailed two-sided CIs. (See the footnote to Table II of the paper and Section 1 above
for details concerning the construction of Table II, which also apply to Table B-II.)

Due to the asymmetry of the asymptotic distribution .J;; of the test statistic 7, (6y),
the results for upper and lower one-sided ClIs are quite different. Table B-II shows
that upper one-sided FCV CIs have correct asymptotic size (up to simulation error).
The same is true of upper one-sided hybrid Cls. Upper one-sided subsampling ClIs,
however, exhibit substantial asymptotic size distortion. The Adj-Asy size distortion
of the subsampling ClIs is noticeably smaller than the asymptotic size distortion and
the former gives a better approximation to the finite-sample size distortion for sample
size n = 131. The reason for the results just described for the upper one-sided FCV,
hybrid, and subsampling Cls is that the upper tail of the asymptotic distribution J;
gets thinner as hy goes to zero. In consequence, the 1 — o quantile of J; is increasing
in hy, which leads to size distortion for the subsampling CI but not the FCV CI.

For lower one-sided ClIs, the opposite is true. The lower tail of J; gets thicker
as hy goes to zero. In consequence, the lower one-sided FCV exhibits substantial
asymptotic size distortion, whereas the subsampling and hybrid CIs have correct
asymptotic size.

10.2 Verification of Assumptions for CI
for an Autoregressive Parameter

In this section, we verify the assumptions of Corollary 2 of the paper, viz., As-
sumptions A-G, J, K-M, T, and TET, for the AR(1) Example. We use Lemma 4
of AG1 to verify Assumption G. Lemma 4 of AG1 requires verification of Assump-
tions t1, Subl, A, BB, C, DD, EE, and HH. Note that the latter assumptions imply
Assumptions B and D. Corollary 2 of the paper establishes the desired results for
the hybrid test. For the FCV and subsampling tests, the desired results hold under
the same conditions by Corollary 1 in Appendix A2 of Andrews and Guggenberger
(2009b).

Assumptions BB(a) and (c) are verified by Proposition S1 stated below that is
proved in Andrews and Guggenberger (2008), hereafter AG-AR. Assumptions t1,
Subl, A, C, DD, F, J, T, M, TET, K, L, and BB(b) are verified in the next sub-
section. Verifications of Assumptions E and EE are given in Sections 10.2.4 and
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10.2.5 below for model 1. For brevity, we do not verify these assumptions for model
2. Finally, Assumption HH is verified in Section 10.2.6.

10.2.1 Verification of Assumptions t1, Subl, A, C, DD, F,
J, T, M, TET, K, L, and BB(b)

Assumption t1 holds with 7,, = n'/? by definition of T7*(6). Assumptions Subl
and A clearly hold. Assumption C holds by the choice of b,. Assumption DD holds
when the AR parameter is less than one by the assumption of a strictly stationary
initial condition. In the unit root case, it holds by the i.i.d. assumption on the
innovations for i = 1,...,n and the fact that the test statistic T)¥(6y) is invariant to
the initial condition. Assumption F holds because J; and —J; are strictly increasing
on R for all h € H and |J;| is strictly increasing on R, and has support R, for all
h € H. For the same reason, Assumption J holds for J;, = J;. Assumption T holds
for J, = J; and J,, = —J; because J;; is continuous on R and has support R for all
h € H. Assumption T holds for J,, = |J}| because |J;| is continuous on R, and has
support Ry for all h € H. For the same reasons, Assumptions M(a)(ii), M(b)(ii), and
M(c)(ii) hold for J, = J;, —J;, and |J;| and Assumption TET holds.

Assumption K holds because J; is N(0,1) for all h = (hy, he) € H with h; = co.

Assumption L holds by properties of the Ornstein-Uhlenbeck process. Numerical
calculations indicate that the supremum and infimum in this assumption are attained
at hy = 0 or hy = oo (depending upon whether the supremum or infimum is being
considered and whether J, = J, —J;, or |J;|). This indicates that Assumption
M(a)(i) holds. Numerical calculations also indicate that the supremum in Assumption
M(b)(i) is attained at hy = (0,00) or (0,0) for all hy € Hy depending upon whether
Jyp = Jy, —Ji, or |J;| and hence this assumption holds. Assumption M(c)(i) holds
because c,(1 — «) is monotone in hy for each hy € Hy = I'y (based on numerical
calculations), which implies that either H* is empty or H* = {h € H : hy > 0}
depending on whether J, = J;f, —J), or | J;:|. When H* is non-empty, sup,c g ¢n(1—a)
is attained at h; = oc.

Assumption BB(b) holds because P, (7,4, ; > 0) = 1foralln,b, >4, j =1, ..., q,,
and vy € I'.

10.2.2 Normalization Constants

In this sub-section, we specify the normalization constants a,, and d, for which
an(p, — p,) and d,0, have non-degenerate asymptotic distributions under {7, :
n > 1}. These constants appear in Assumptions BB, EE, and HH. The constants are
rather complicated when the innovations exhibit conditional heteroskedasticity. So,
we show below how they simplify under conditional homoskedasticity, which should
make them easier to interpret.

The normalization constants a,, and d,, depend on 7, and are denoted a, (7, )
and dy(7,,1,). They are defined as follows. Let {w, : n > 1} be any subsequence of
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{n}. Let {v,, = (Vn1> Vn2>Tn3) € I : n > 1} be a sequence for which w,,, ; — oo or
WY1 — M1 < o00. Let p, =1 —1, ;. Define the 2-vectors

X' = (Yo/$n1: 6p1) and
Z = (1,=Ep,(Yy0/0n1)/ Br.(6,1)) " (10.1)

Define

Ep, (Y3 /92 )= (Er, (Y} o/9% 1))/ Er, (¢,3)

Au, (Vn) = { 1/2 (Z'Bp, (XIXVUZ | /67, 1) D)1/
Wi

if w7y, 1 — 00

(10.2)
if WY1 — h1 < 00.

To simplify notation in this paragraph, we delete the subscript n in most ex-
pressions below and we omit the subscript F,, on expectations. In the case where
WnY,, — 00 and p — 1, the constants a,,, and d,,, in (10.2) simplify to

a — w1/2 E(}/O*2/¢%) and d _
T Eu e

E(Y5?/¢7)
(E(YgU?/¢1)2

(10.3)

up to lower order terms. This holds because by Lemma S1 below

Z'E(X'X"UL[¢1)Z = BE(Y;?UP/61) — 2E(YsUY /60 E(Yy /61)/ E(¢17)
+(E(Yy /61)*E(UT/61)/(E(¢1 7))

= E(Y;?U}/61) (14 O(1 - p)) (10.4)

and
E(Yy?/¢1) — (E(Yy/81))*/E(6:%) = B(Ys?/¢1)(1 + O(1 — p)). (10.5)
If, in addition, {U; : i = ...,0,1, ...} are i.i.d. with mean 0, variance 0% € (0, 0), and

distribution F' and ¢; = 1, then the constants a,, and d,,, simplify to

A, = w2 (1= p7) 1 and dy, = (1 - p}) 12 (10.6)

p?) o, and B(Y;2U2 /%) = (1— p?) o
Given the definitions of a,(-) and du(-), Tn = an(V,)/dn(Vns) = n'/? does not
depend on v, ;, as is required.

This follows because in the present case ¢; = 1, EYy? = Y22 p¥EU?; = (1 —

10.2.3 Preliminary Results from AG-AR

In this sub-section, we state the result proved in AG-AR that verifies Assumption
B of the paper and Assumption BB(a) of AGl. We also state some other results
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proved in AG-AR because they are used below when verifying Assumptions E, EE,
and HH.

We start by stating an assumption, Assumption INNOV, that specifies certain
properties for the innovations U; = U, ; and ¢; = ng” Assumption INNOV auto-
matically holds when one is considering any sequence {,, : n > 1}. This follows
from the definition of the parameter space F(7v,) and the definition of a sequence
{Ynn : m > 1}. Hence, when showing below that a property holds under a sequence
{Vnn i m > 1}, it is sufficient to show that it holds under Assumption INNOV.

Assumption INNOV. (i) For each n > 1, {({Un;, ¢%;) : i = ...,0,1, ...} are station-
ary and strong mixing with E(U,;|Gp—1) = 0 a.s., E(U?;|Gni-1) = 0, a.s. where
Gn,i is some non-decreasing sequence of o-fields for i = ..., 1,2, ... for n > 1 for which
(Unj> @5 j41) € Gy for all j < i, (ii) the strong-mixing numbers {a,(m) : m > 1}
satisfy a(m) = sup,>; a,(m) = O(m™3/C¢3) as m — oo for some ¢ > 3, (iv)
SUP, i st uwd BF| [Taea al¢ < 00, where 0 <4, s,t,u,v < 00, n > 1, and A is any non-
empty subset of {U,;—s, Un,i— t,UmH,Un —us Un,—v,s 1} (v) gbf > 6 >0 as., (vi)
Auin B(X'XVUZ, /¢ 1) > 6 > 0, where X! = (Y, 0/¢n17¢n,]i)/7 and (vii) the follow-
ing limits exist and are positive: hg; = limy—co EUZ;, hop = limy_.co E(U2;/0}),
has = lim, o E(Ufm/@z”) hoa = lim, o Egzﬁm, has = lim, o E(bm, and hgg =
limy, o0 By ;-

Given that ¢,, ; is bounded away from zero by Assumption INNOV(v), Assumption
INNOV(iv) 1mphes that sup,; . veas B | [lacas @l < 00, where 0 < i,s,t,u,v <
0o, n > 1, and A* is a non-empty subset of {Uy,;—s, Up,i—t, Uiiﬂ/qﬁi’iﬂ, Un,—us Un,—v,
U2, /¢y 1} or asubset of {Upi—s, Upit, ¢;,]§+1a Un,—u Un,—v, &5 } for k = 2,3,4. The
uniform bound on these expectations is needed in the application of the mixing in-
equality in (10.15) used below in the verification of Assumption E.

Define hy1 by 7, .1 = hn,1/n. Then, by, — hy asn — oo because n,,;,, — hi. In
this example, h,,; = 0 corresponds to a unit root, i.e., p, = 1—=7,,,,, = 1 =hn1/n = 1.
If hp: =0, then the initial condition Y*, is arbltrary If hnl > 0, then under
the assumptions in the paper the initial condition satisfies the following stationarity
condition:

Assumption STAT. Y, = > piU, _j, where p, = 1 —h,1/n.

Let W (-) and W5(+) be independent standard Brownian motions on [0, 1] and let
7 be a standard normal random variable that is independent of W(-) and Ws(-). By
definition,

I(r) = gexm—w — $)hy)dW (s),

Li(r) = In(r) + exp(—hyr)Zy for hy > 0 and I;(r) = W(r) for hy =0,

1
V2hy
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Ih () = Li(r f[h s)ds, and

Zy = ( { I}_‘)yh(r)2dr> _1/2ZI r)dWs(r). (10.7)

Note that Z; has a N (0, 1) distribution conditional on (Z;, W(-)). Hence, Z, has an
unconditional N (0, 1) distribution and is independent of (Z1, W(-)).
AG-AR prove the following Proposition.

Proposition S1. Suppose (i) Assumption INNOV holds, (ii) Assumption STAT
holds when p,, < 1, (iii) p,, € [-1+¢,1] for some 0 < e < 2, and (iv) p, =1 —hy1/n
and hp1 — hy € [0,00]. Then,

an </p\n _ pn)

dn an

a’n(/p\n - pn) —d Vh’ dnan —d Qha and —d Jh,

where ay, d,, Vi, Qn, and Jy are defined as follows.
(a) In model 1, for hy € [0,00), a, = n, d, = n'/?, Vj, is the distribution of

foIBh dW() 2 \1/2 f(l)IBh dW?()

TR LI ()2 (= k) hy'ahy 2 [a I (r)2dr” (108)
Qn is the distribution of
~1/2
has “hyy? l [ Iy p(r) dr] , (10.9)
and Jy, is the distribution of
I3, ,(r)dWw
o JoThalr)dW () + (1= h3,)22,. (10.10)

I%, (r)2d s
fo Dh r

(b) In model 1, for hy = o0, a, and d,, are defined as in (10.2) with n in place of
Wy, Vi, is a N(0,1) distribution, Qy, is the distribution of the constant one, and Jy, is
a N(0,1) distribution.

In the remainder of this sub-section, we state several other results that are proved
in AG-AR and are used below when verifying Assumptions E, EE, and HH. In the
proof of Proposition S1 for the case n(1—p) — 0o, AG-AR show the following results.
Ifp—1,

n~V2X! Px,U

—, 0 and ZCZ' —4 N(0,1), where

(E(;202/60))
. Y Ui/ 6}
= e (o)
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Furthermore,

n’lX{Xl n’lX{PXQXl n’lX{MX2A2MX2X1

B2/ " B(e) P BOGRUR/N

If p — p* < 1, we have

—, 1. (10.12)

=1 X! My, X,
E(Y5?/¢7) — (E(Yy/61))?/ E(6r°)

AG-AR prove the following Lemma which is helpful in determining the order of
the normalization sequences a,(7,, ;) and d, (7, ) in the case where h = oo.

—, 1. (10.13)

Lemma S1. Suppose n(l — p) — oo, p — 1, and Assumptions INNOV and STAT
hold, then we have

B(Y;?UR/é1) — (1= p*)"H(EU?)? /¢ = O
E(Yy?/¢1) — (1= p*) ' EUfE¢;* = O
E(Yy/¢1) = O

E(Y;Ut/¢1) = O

A more detailed version of the following Lemma is proven in AG-AR as well.

Lemma S2 Suppose Assumptions INNOV and STAT hold, p,, € (—1,1], p, = 1 —
1 /n where hy 1 — hy € (0,00). Then, the following results (a)-(c) hold jointly,

(a) ™ 3000 b —p oo B, 6,5 = hayjes) for j =1,2,4,

(b)y n= 1>, Uf”/gbiz —p limy, oo EFn(Usz/QS;le) = hap, and

(c) n3/2 Z?:l Yr;k,ifl/qsi,i = Op(l) and n~%? Z?:l Yr:z‘qu%,i/Qsi,i = Op<1)'

When p,, =1 — hy,1/n, where h,; — h; < 00, it is shown in AG-AR that
WS VAT G = S VU6 + o1,
i=1 i=1
n=3/2 i y;*_lﬁf/(rb;l — 32 i Y, U?/é; + 0,(1), and
i=1 i=1
n! Xn: U?/¢t =n! zn: U2/t + 0,(1), (10.14)
i=1 i=1

where U;/¢; is the i-th residual from the LS regression of Y;/¢; on Y;_1/¢; and 1/6,.
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10.2.4 Verification of Assumption E

In this section, we verify Assumption E for model 1. We make repeated use of the
following well-known strong-mixing covariance inequality, see e.g. Doukhan (1994,
Thm. 3, p. 9). Let X and Y be strong-mixing random variables with respect to
sigma algebras F] (for integers i < j) such that X € F"_ and Y € F.9, with
strong-mixing numbers {«(k) : k > 1}. For p,q > 0 such that 1 —p~! — ¢! > 0, let
1X||, = (E|X[P)Y/? and ||Y]|, = (E|Y|9)Y4. Then, the following inequality holds

1 -1

Cou(X,Y) < 8|X[lIY ll,alk) 7 (10.15)

Below we apply the mixing inequality (10.15) with p = ¢ = { > 3, where ( ap-
pears in Assumption INNOV. Assumption INNOV (iv) will imply that the expression
| X||p]|Y||4 on the rhs of the inequality is O(1).

For verification of Assumption E, as argued in the next paragraph, it is enough
to show that for all + € R, Uy, (v) — E, Upyp,(x) —p, 0 under {v, : n > 1} for
all sequences {7, = (1 = pn, V2, Vn3) € ' : n = 1} that satisfy n(1 — p,) — ha,
b(1 — p,) — g1, and v,, — hy € I'y for (g,h) € GH, where g = (g1,h2) and
h = (hy, hy).

To show Uy, () — E Upnyp, () —, 0 under an arbitrary sequence {y, € I': n >
1} it is enough to show that for any subsequence {t,} there is a sub-subsequence
{sn} such that U, s, (z) — B, Us,p,, (¥) —p 0 under {7, € I' :n > 1}. Given
any subsequence {t,} we can always construct a sub-subsequence {s,} such that
sn(1—=p,,) = h1, bs, (1 = p, ) — g1, and v, o — hy for (g,h) € GH. Proceeding as
in the proof of Lemma 6(iii) in AG1, we can define a sequence {7} : n > 1} such
that n(1 — p;) — hy, b(1 — p;) — g1, Vi — ho, and i = 7, . It follows that
Unp, () = Ey Unyp,(x) —p 0 holds under {v; : n > 1} and therefore U, s,, () —
E,, Us, b, (¥) =, 0 holds under {v, €T :n>1}.

For notational simplicity, in the rest of this section we let p denote p,,.

It is sufficient to show that for any given = € R, var(Uy,p,(z)) — 0 under all
sequences {7, € I' : n > 1} that satisfy the conditions in the second paragraph of this
subsection. Recall that T}, x(p) denotes the studentized ¢ statistic based on the k—th
subsample and the full-sample version is defined as T*(,,) = n'/?(p — p,,)/7, where
7 = (X!Mx, X)) " XIMy,Y, and 32 = (0~ X! Mx, X1) 2 (0" X! Mx, A2 My, X1 ).4
We write T, . instead of T}, x(p) to simplify notation. Define

Stationarity of I, in k implies that

gn—1
var(Uny, (2)) = q;, var (L) +2¢,% Y. (gn — k)Cov(Lyo, Iy ). (10.17)

k=1

‘Here we deal with the upper one-sided case, so that T}, , x(p) = T;,b)k(p). The lower one-sided
and symmetric two-sided cases can be dealt with using the same approach.
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In this example, ¢, = n — b+ 1. Thus, it suffices to show n=* > 7_ [Cov(Ip0, L)
— 0. This is implied by
sup |Cov(lp o, Ipk)| — 0 (10.18)
k>kn
as n — oo for some sequence k, — oo such that &, /n — 0.
By definition T, = bY2(D,, 4.x — p)/Tnp.- Below we show that for all k > k, we
can write

Tt = Toe + s (10.19)

for some random variables Tnk and 7, that are defined such that (i) Tnk and 7)o
are based on innovations, U;, that are separated by at least b time periods and (ii)
Ny = 0p(1) uniformly in & > k, (by which we mean that Ve > 0, supy,, Pr(|n, | >
g) — 0). (Likewise, for an array a,  of real numbers, we say that a,  is o(1) uniformly
in k > ky, if supgsy, [ank| — 0 as n — o0.) Note that the largest index of any U;
appearing in 7T;, o is i = b.

Using (10.19), we show below that

sup |P(Tpy, < z) — P(T,x < x)| — 0 and
k>knp

sup |P(Tho < @ & Tpp < @) — P(Tho <z & Ty < z)| — 0. (10.20)
k>knp

Using these results, we obtain

Cov(Ipo, Ing) = Elyolyr — ElyoEl

=PTho<z&T,r<z)— Pl <z)P(Thr <)

= P(Tho <3 & Ty < ) — P(Tyo < )P(Thy < ) + 0(1)

< a(b) +o(1)

= o(1), (10.21)

where the third equality holds by (10.20), the fourth equality holds by the definition
of the a-mixing numbers {a,(m) : m = 1,2,...} of {U,,; : ¢ = ...,0,1,...}, where
a(m) = sup,,~; @,(m), and the fact that Tn,k and T, o are separated by at least b time
periods, the last equality holds by the strong-mixing assumption in the definition of
F(7,), and the o(1) expression is uniform in k& > k, by (10.20). Therefore (10.18)
holds and the proof is complete except for the verifications of (10.19) and (10.20).

Equation (10.20) is established as follows. Equation (10.19) and P(T,,x < z) —
Jp(x) as m — oo where Jj, is continuous (see Proposition S1) imply that for all € > 0
there exist 6 > 0 and ng € N such that for n > ny we have

sup P(| T — Tos| > 6) < /2,

k>kn
P(Tor<z+4+06) < P(T,r<x)+¢c/2, and
P(Tpp < 2) < P(Tpp < @ — ) +¢/2. (10.22)
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The latter two inequalities hold for all k£ because T, ; is identically distributed across
k. These results lead to

sup |P(Typ, < ) — P(T, s < )|

k>kn
— sup max{P(Tpx < ) — P(Tp < ), —P(Tpp < z) + P(Thp < )}
k>kn
< sup ma,x{P(Tn,k <z)—P(Tor<z+Y9),
k>kn
—P(Top < 2) + P(Tnp <2 —6)} +¢/2
< sup P(|Ts — Tose| > 6) +¢/2

k>kn
<e, (10.23)

which proves the first result in (10.20). The second result in (10.20) can be proved
in the same way. For example, the analogue of the third equation in (10.22) holds
because

PTo o<z &T,p,<z)—P(To<zx&T,p<x—0)
<Plx—-—6<Thp<z)=Pla—-06<T,p<zx)<eg/2 (10.24)
for all k, for 6 > 0 small enough. This completes the proof of (10.20).

It remains to establish (10.19). We consider several cases. (i) b(1 — p) — oo with
two subcases p — 1 and p — p* < 1, (ii) b(1 — p) — hy € (0,00), (iii) b(1 — p) — 0
& n(1 — p) — oo, and (iv) n(1 — p) — hy € [0, 00).

Proof of (10.19) for case (i): b(1 — p) — oc.

By Proposition S1, we know that for

* 2 * [ 42 2
4, — Zra(06?/01) — (Br (Y6 /6D)/ B (97) _ d oy b2dy,  (10.25)

(Z2'Ep, (X' X U [¢1)Z)1)2 dyy”

we have dyGppx —p 1. Also, by (10.12) and (10.13) we have d,,'b~' X| Mx, X; —, 1,
where here (with abuse of notation) X; and X, denote b-vectors containing data from
the k-th subsample. This implies that uniformly in &

Top =0~ 1/2d 2 Zy;e*+i—1Uk+i/¢z+i (10.26)

i=1

b -1 b
( 1d_1/2 Z Y- 1/¢k+j> (b_l Z cb;fi) b Z Uk+z‘/¢z+z‘ +0p(1).
=1 =1

Consider first the subcase where p — 1. In that case, (10.11) implies further that
uniformly in k

T = b "2dy, 1/221@*“_1%/% + 0p(1). (10.27)

=1
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Note that

b b o0
Z Vi Ukyi/Ghys = Z Z P Urti-1—sUk+i/ Dy (10.28)
i=1 i=1 s=0
Set
B b kti-2b-2
Toi = b2d,"* Z Z 0 Upic1—s Ui/ pis (10.29)
i=1 s=0

and note that the smallest index of any U; appearing in Tnk isi=2b—1. We are
just left with showing that

b o)
Toi— T =24, 2N N pUrsima Ui/ 3+ 0p(1) = 0,(1). (10.30)

i=1 s=k+i—2b—1

To show (10.30), note that by Markov’s inequality, we have

b [e'e]
P(|b_1/2alb_21/2 Z Z PsUk+i—1—sUk+i/¢i+i| > €)

i=1 s=k+i—2b—1

b 00
<eh My Y Y P EUkiia s (Ukki/ ) Ukj1 Ukt /G

6I=1 s=k+i—2b—1
t=k+j—2b—1

b o)
= O(b_l(l —-p)) Z Z ps+tEUk+iflfsUk+iflftUlf+i/¢i+i7 (10.31)

i=1 st=k+i—2b—1

where the equality holds by Lemma S1 and the fact that E(Upii1-s (Upri/@rsi)
xUkH,l,tUkﬂ/qﬁzﬂ) = 0 for i # j. The contribution of all terms with s = ¢ is of
order o(1) because

Z p28 — Zp2(8+k+i—2b—1) S plzps — p’L(l _ p)—l (1032)
s=k+i—2b—1 s=0 s=0

and b1 Y20 p' = 0,(1) since b(1 — p) — co. For the contributions with s > ¢, using
(10.15) and Assumption INNOV(iv), the rhs of (10.31) equals

b oS

o'(1—p)Y) . > pPHs—t)

i=1 s>t=k+i—2b—1

= o(1), (10.33)
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where the first equality holds by the change of variables s — s+ k +i — 2b— 1 and
similarly for ¢ and the last equality uses b(1 — p) — oo.
Next consider the subcase where p — p* < 1. In this case, define

kti—2b—2
Tn,k == 1/2d 1/22 Z P Uk+z 1— SUk+Z/¢k—|—z

i=1 s=0

k+j—2b—2 b -1
1/2 _ _
(e TS ) (7 e
s= j=1
xb~/? Z Upti/ S (10.34)
i=1

Note that (b~! 2321 Gri;)t b2 S Upsi/ 92, and dy,"* are all O,(1). (The
first quantity is O,(1) by Lemma S2(a) and he 5 > €2 > 0, the second quantity is O, (1)
by a CLT, and the third quantity is O,(1) by Assumption INNOV(iv).) Therefore, it
is enough to show that

b e’}
b1/2 Z Z PUkti-1-sUki/ G = 0p(1) and
=1 s=kti—2b—1
b

Y Y AUk /G = 0p(1). (10.35)

i=1 s=k+i—2b—1
Using Markov’s inequality we have

b o)

P(]b‘l/2 Z Z ,OSUk+iflfsUk+i/¢i+i‘ > €)
i=1  s—k+i—2b—1
b 00
=00 Z Z ,OSHEUkJri—lfsUk+i/¢%+iUk+j71*tUk+j/¢z+j

b=l s—kti—2p—1
t=k-+j—2b—1

71) Z Z szrt

=1 s t=k+i—2b—1

E : 2 : s+t+2k+2i—4b—2

= s,t=0

= Zp”Zp

s,t=0

= o(1), (10.36)
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where in the second equality we use Assumption INNOV(iv). The second term in
(10.35) can be handled analogously. This completes the proof for case (i).

For cases (ii)-(iv) we proceed as follows to establish (10.19). Define

b
cp = b1 Zqﬁ,ﬁj and

Jj=1

b
Jii =Y — Clglbil Z Y;c*+jfl/¢i+j' (10.37)
j=1

Note that
Tog = bl/2(ﬁn,b,k —0)/Tnpr = Sl,k/5217/137 where

b
Sip=07" ka,iUk+i/¢i+ia
=1

b
Sok = b2 fROR i/ s (10.38)
=1

and U = MxU.> We show below that Sik and Sy, can be written as
Sl,k = §1,k + 517,C and Sg,k = §Q?k + gZ,k? where
§17k and §27k are separated from S o and Sy by b time periods Vk > k,,

§16 = 0p(1), and &y = 0p(1). (10.39)
Note that
00 b oo
Fri = P Ukticies — G073 Y pUkijoas/ Py
s=0 j=1 s=0
00 b 00
= Z P°Uktio1-s — Clzlb_lz Z psUk+j—1—s/¢i+j
s=i—1 J=1s=j-1
i—2 b j—2
+ Z P Upyic1—s — ' b7! Z Z PSUk+j—1—s/¢i+j
s=0 j=1 s=0

1 00

S RIS S ST

b—
5=0 j=0  s=0

i—1 b—2 b—(s+1)
D T Ve = 0Ty D Uk /B (1040)
s=1 s=0 j=1

5Strictly speaking, all sums over ¢ = 1, ..., b should be over ¢ = 1,...,b— 1 because one observation
from a block of length b is used as an initial observation given that lagged Y; is a regressor. For
notational simplicity, here and below, we sum to b rather than b — 1.
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where we used the transformation s — —s 4 ¢ — 1 for the first sum of the last row
and changed the sequence of summation over j and s and applied the transformation
j +— j + s in the second sum of the last row. Therefore, changing back the sequence
of summation over j and s in the second sum, it follows that for p < 1

b—1
fri = akzZP]Uk j +ch”Ukﬂ, where
C_l b—1 pl
i—1 k
ari = P - T Z Qﬁ and
1=0 +14+1
Cfl b—(j+1) pl
C i—j—1 k
Crij = 1(j <i—1)p"77" — b Z R (10.41)
1=0 +j+1+1

Note that ay; is random. When p = 1, (10.41) simplifies to

-1 -1 b—(i+1)
Fri = Z 1 <i=1) = Z ¢k+g+l+1 Uk-+j- (10.42)
j=1

By (10.38) and (10.45) below, (10.42) implies that T}, is separated from T, by at
least b time periods when k > 2b. Thus, if p = 1 for all n, (10.19) holds immediately.
This leads us to only consider cases where p < 1 for all n. (Sequences in which p =1
for some n and p < 1 for some n can be handled by analyzing subsequences.)

We now truncate the infinite sum in f;; and for & > 2b define

k—2b—1

f]iﬂ; = Qg Z /)]Uk ]+chz]Uk+]

oyt ~1p-1 *t 2
=Y —ab § :Y;c—&—] 1/ @hj> Where

1—2b—2
V=Y Ui (10.43)

s=0
Note that f,’;i is obtained from fj; by deleting all U, with subindices p < 2b + 1.
Define

b
Stk =0 fhUsvi/ S
=1

b
f1,k =b! Z(sz - fli,i)Uk+i/¢z+i
i=1
b

=0 aki(Ursi/diys) D, PUk . (10.44)

i=1 j=k—2b
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For k > 20, §17k depends only on innovations U, for p > 2b and S, and S, depend
only on innovations U, for p < b. Thus, for k > 2b, S‘JM is separated from S; and
S0 by at least b time periods.

Regarding S, note that by (10.14) and the definition in (10.37) we have

b
Sok =02 fRUR ki + 0p(1). (10.45)

=1

Set
b

Sop=1b"" Z(fliz)zUlg+z/¢i+z (10.46)

=1

For k > 20, §g,k depends only on innovations U, for p > 2b. By definition,

Eop = b 2 Z sz sz Uk+z/¢k+z + 0p(1). (10.47)

We now show that &, = 0,(1) and &, = 0,(1) uniformly for & > k, for some
sequence k,, — oo such that k,/n — 0.
Case (ii): b(1 — p) — hy € (0,00).

We first show that &, ;, = 0,(1). Clearly, it is enough to show that

1sz Wi/ Y P = o0,(1) and

jk2b

((cx'/0) Zpl¢k+l+1 )(b™ ZUk+z/¢k+z Z P Us—j) = 0p(1). (10.48)

j=k—2b

Note that by Lemma S2(a), c;' and b7} Z;’;& plori are both O,(1). Applying
Markov’s inequality, it is therefore enough to show that the following quantity is

op(1):

b [e'S)
5_22 Z pl+mE<Uk+i/¢z+i)(Uk+j/¢z+j)Uk—lUk7m

i,j=11,m=k—2b

b 0
= O<1)b72 Z Z pl+mEkalkamU]3+z‘/¢%+z‘, (1049)

i=1 |,;m=k—2b

where the equality uses E(Ukﬂ-/gbzﬂ)(Ukﬂ/qﬁzH)Uk,lUk,m = 0 for & > 2b unless
© = 7, by the martingale difference property of U;.
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Consider first the contribution of the summands in (10.49) when [ = m:

- b
b2 Z P BUL Ui/ b = O(072) Z Z P2 = O(p"2(b(1 — p))~Y),
- —

b
=1 1=k—2b i=1 1=k—2b
(10.50)
where in the first equality we use Assumption INNOV(iv). Define hy, by p =
exp(—hy, 1/n). Because b(1 — p) — hy € (0,00), we have A ; — oo. In consequence,
there exists a sequence {k, : n > 1} such that k,/b — oo, k,,/n — 0 and h}, ,k,/n —
co. For this sequence, R, (kn — 2b)/n — oo, p*r? = exp(—h,(kn — 2b)/n) — 0,
and supj,s,, p**~2%) — 0. This shows that the expression in (10.50) is o(1).
Therefore, we only need to consider the contributions in (10.49) with I > m. We
have

b 00

b_2z Z pl+mEUk_lUk—mUlg+i/¢i+i
i=1 I>m=k—2b

b 00

=oMmp2y " Y pmU-m)TtE

i=1 I>m=k—2b

b [eS)

= O(l)pk_2bb_2 Z Z pm(l _ m)—3—a

i=1 1>m=0
= o(1), (10.51)
where in the first equality we use (10.15) and Assumption INNOV (iv).

Next we show &, ;, = 0,(1). Note that up to a 0,(1) term &y = Eo1 1 — 2829 1, +Ea3 1
where

b
S = 2> (it Vil )0/ b

i=1

b b
fzz,k = 0216‘3/2 Z (3/1:“—1 (b_3/2 Zyk*+j—1/¢i+j> -

i=1 j=1
b
Yk*j—i—l (b_3/2 ZYk*ij—1/¢z+j>> Ulg—&-i/qbi—&-ia and
=1
b 2 b 2
can = (7w ot ) - (St )
=1 =1

b
X 2b™ Z Ui/ B (10.52)
i=1

35



To show &y, 5, = 0,(1), note that

b )
Ea1 = b7 Z Z P Ukric1—sUntio1-tUpys] D (10.53)
i=1 s,t=0,

s or t>k+i—2b—1

(where the second sum is over all s,¢ = 0, ... for which s > k+i—-2b—1ort >
k+i—2b—1). By Markov’s inequality, we have

P21 4] > €)
b o) oS
< 6_2b_4 Z Z Z ps+t+u+v
t,j=1 s,t=0, u,v=0,

s or t>k+i—2b—1 w or vék—&—i—%—l

XE(Ug i/ 01s) Ui/ s ) Ukt —sUnsic1—tUntj—1—uUkgjo1—0- (10.54)

Using (10.15), Assumption INNOV (iv), and p*~% — 0, one can show that the contri-
bution of all summands for which at least two of the indices k+i—1—s, k+i—1—t,
k+j—1—u, k+j—1—v coincide is of order o(1). In what follows, we can therefore
assume that these indices are all different. We can then assume ¢ > j, s > t, and
u > v. One has to separately investigate several cases regarding the order of the six
indices k+i—1—s < k+i—1—-t < k+iand k+j—1—u < k+j—1—v < k+j. We will
only deal with the case where in the ordering of the indices (k+i—1—s,k+i—1—t,
k+j—1—u,k+j—1—v, k47, k+1i) the subindex k+1i—1— s is followed immediately
by k + i — 1 —t, the subindex k + j — 1 — u is directly followed by k + j — 1 — v,
k+i—1—s#k+7j and k+j—1—u # k+i. The other cases are dealt with
analogously. Equation (10.15) and Assumption INNOV(iv) yield

EUpyic1-sUrti-1-tUrsj1-aUnsj-1-0(Upss ) Sor i) Ui/ S
< O(max{s—t,u—uv}) > (10.55)

Therefore, the summands in (10.54) equal

b 00 o
O(b74) Z Z Z ps+t+u+v (max{s —tu— v})7375
12j=1 s>t=0, u>v=0,
s>k+i—2b—1 u>k+i—2b—1
b o 00
=00 M) Y Y AT Y pPlumw)TE
1>2j=1 s>t=0, u>v=0,
s>ki—2b—1 u>kti—2b—1
[o.9] o0 2
= o(b™?) (Z Py (s—1) ‘) . (10.56)
t=0 s=t+1



By a change of variable s — s+t + 1, the rhs of (10.56) equals

o5?) (Zp’fZS_S’E) — o(b™?) (pr) = ob2(1— p)) = of1). (1057

Next we deal with &,, . Note that by Lemma S2(a) and (c) we have ;" = O,(1)
and b=23°" Vi /dh,; = Op(1). We add and subtract Y, ;=230 Yy
/ gbi +; which implies that it is enough to show that

b
2N (Vi = Vit )UR L Db = 0p(1),

=1
b

b2 Z(thrjfl — Vil o1)/biss = 0p(1), and

j=1
b
b Y Vit Ui/ ks = Op(1), (10.58)
=1

The third statement holds by the first one and by Lemma S2(c). To prove the first
two statements, note that

oo

Vi Y= Z P Ukyi-1—s. (10.59)

s=k+i—2b—1

To show (10.58), by Markov’s inequality it is sufficient to show that

b oo
b Z Z ps+tEUk+iflfsUk+j*1*t(U13+z‘/¢i+i)Ulg+j/¢i+j =o(1) and

6=l g—ti—2b—1,
t=k+i—2b—1

b [e's)
b33 YT M EUk Uiy by = o(1). (10.60)

6I=l —kti—2b—1,
t=k-+i—2b—1

These can be shown using the method employed above. Finally, 53, = 0,(1) follows
by similar steps to the ones above and Lemma S2(b). This completes the proof of
case (ii).
Case (iii) b(1 — p) — 0 & n(l — p) — co.

Define h;, ; and h,; by p = exp(—h;,,/n) and p = 1 — hy,1/n. Let t, = bhy, , /n.
For notational simplicity, we write h;,; and h,1 as h;, and h,, respectively, in the
remainder of the verification of Assumption E. Then, we have

p* = exp(=bh; /n) = exp(—tn), 14 p=2— hy/n, and
b(1 — p) = bhyp/n = t,(hn/h). (10.61)
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We have: b(1 —p) - 0= p — 1 = hX/n — 0 = h’/h, — 1, where the last
implication follows from a mean-value expansion of exp(—h} /n) about 0. In addition,
b(1 —p) — 0 = bh,/n — 0. Combining these results gives t,, = (bh,,/n)(h%/h,) — 0.
Also, n(1 — p) — oo implies that h, — oo and h} — oc.

Because bh,,/n = b(1 — p) — 0 it follows that h,, = o(n/b). This and A} /h, — 1
yield h} = o(n/b). By an expansion of exp(—h} /n) about 0, we obtain

0=p—p=exp(=hy/n) = (1 = hn/n)
= —h*/n+27Yh/n)? — 6 exp(—h:*/n)(hE/n)? + h,/n, (10.62)

where h**/n = o(1/b) because h’ = o(n/b). Hence,

1 — ho/hi =27 R /n — 671 (hE /n)? exp(—h:* /n). (10.63)

We first verify (10.39) for &, = b~ 30 api(Usri/$pss) > i k_op P Us—j defined
in (10.44). Note that by Markov’s inequality we have

P( Y pUssl>M(1=p)?) < M ?(1=p) > p*EU;_, = O(M?) (10.64)
s=k—2b s=k—2b

by Assumption INNOV (iv) and because U; is a martingale difference sequence. There-

fore
o0

(L=p)"2 > pUs—s = Oy(1). (10.65)

s=k—2b
To show &, ;, = 0,(1), it is thus sufficient to show that

b
G=01- P)_1/25_1 Zak,i(Uk-&-i/Cbi_H‘) = 0,(1). (10.66)
i=1

By adding and subtracting 1, we can write

b—1
ak; = (7 = 1) ="' b Y (0= Dt (10.67)
1=0
Therefore
b b—1
G=(1- P)_1/2b_1 Z ((Pl_l -1)- czlb_l Z(Pl - 1)¢k42-l+1> (Ukﬂ'/ﬁbiﬂ')
i=1 1=0

(10.68)
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and it is enough to show that

Cu=(1=p) 27" Z 1) (Ursi/ @i 15) = 0p(1) and

b

(g = (1—p) /2712 ( St Z %H) b2 (Uksi/ d34s) = 0p(1).

i=1

(10.69)
To show (;; = 0,(1), by Markov’s inequality, it is enough to show that
b
—p) 2D (P = 1) =o(1), (10.70)
i=1

where we use the fact that Up,;/é} 4; is a martingale difference sequence and
E(U2,,/¢.;) is uniformly bounded by Assumption INNOV(iv). Writing the sum
in (10.70) in closed form, it follows that it is enough to show that

1—p? —2(1—=p")(1+p) +b(1—p)(1+p)
B*(1 - p)?

Using (10.61) and (10.63) the lhs of (10.71) equals

= o(1). (10.71)

1 —exp(—2t,) — 2(1 — exp(—t,)) (1 + p) + tn(hy /h*)(1+p)
(tn(hn/B3,))?

We first show that replacing (1 + p) by 2 and (h,/h}) by 1 in (10.72) is negligible in
the sense that

(10.72)

£2-2(1 = exp(—ta))(L+ p— 2) + ta((ha/B)(L+ ) = D)) = o(1).  (10.73)

To show (10.73), note that by (10.63) h,,/h} = 1—271h* /n+ 671 (h} /n)?* exp(—h'* /n),
where h**/n — 0. By a Taylor expansion for p = exp(—h’/n) we have p — 1 =
—h%/n+ 27k /n)? exp(—h,T/n) for some AT such that b+ /n — 0. By a Taylor
expansion for exp(—t,) we have 1 —exp(—t,,) = t,,—27 2 exp(t}) for some t* such that
t* — 0. Multiplying out, shows that the lhs in (10.73) is of order ¢, 2(O(t,(h} /n)*)+
O(t2h: /n)) which is o(1).

By applying 'Hopital’s rule twice, the limit of the expression in (10.72) with
(1 + p) replaced by 2 and (h,/h) replaced by 1 equals 0 which completes the proof
of ¢1 = 0p(1).

To show (5 = o0,(1), a CLT for martingale difference sequences shows that
b2 (Upsi/d2.s) = Op(1). Furthermore, by Assumption INNOV(v) and (vii)
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we have ¢ b1 S0 (0 = 1) %0 = Op(D)b S50 (pf — 1) and it is therefore enough
to show that

(1—p) 21271 i(pl —1)=o0(1) or
b1 p) P21 = p" = b(1 — p)) = o(1). (10.74)

Using analogous steps as in the proof for {;; = 0,(1) above then shows (;, = 0,(1).
This completes the verification of (10.39) for &, ;.

We are left with showing that the component b2 3" ( fRi = (fL)UR, ) dps of
€ay in (10.47) is of order 0,(1). Using the definitions of f; and ff; in (10.41) and
(10.43), it follows that

o0 2 k—2b—1 2
~ai(Sooes) (3 i)

Jj=0 Jj=0
b—1 o)
S
+2 E ChyijUktj | ki g P Uk—s
j=1 s=k—2b
00 o) b—1
2 j+-1 s
= ay, E P Uk—jUp— + 2 E P Up—s E i Chyi i Uk
i0=0, s—k—2b =1
jor {=>k—2b
= fiki + foki- (10.75)

We first show that the contributions of fix; to &, are of order 0,(1). Note that

b
b2 Z FreiUd i) D

i=1

00 b
_ j+ -2 2 772 4
= E P Up—Up—1b E e i Up i/ P
3,4=0, =1
jor =>k—2b

b
= O,(1=p) > ai Uiyi/dhi (10.76)
=1
Using (10.67), it is therefore enough to show that

b
(1—p) 1o Z(PFI — 1)UL,/ by = 0p(1),
i—1

40



b—1 b
(1 - p)ilbi2 (Cklbl Z( ¢k+l+1> Z Uk+z/¢k+z (1)7
=0

=1

b-1
(1—p)~'o <Cklbl Z(Pl - 1)¢kil+1> Z Ul?+i/¢i+i = op(1).
1=0 i=1
(10.77)

To deal with the first term, it is enough to show that the LLN b~* Zle Zyi = Op(1)
applies with Zy; = (b(1—p))~2 (p'~' —1)2UZ,,/#3.;- The LLN holds by White (1984,
Theorem 3.47 with r = 6 = 3/2) because Zy; is a-mixing of size 3, has finite mean
by Assumption INNOV (iv) and because (p* — 1)(b(1 — p))~! = O(1), and because
S 2 (i73E) Zy — EZyi|?)?/? < oo. The latter holds because by (p® —1)(b(1 — p))~t =
O(1) and Assumption INNOV (iv), E|Z,; — EZy;|? is uniformly bounded.

The proofs for the second and third terms in (10.77) are analogous. Just note
that ;' = O,(1) by Lemma S2(a) and that

b—1
b7 Zy = 0,(1) (10.78)
=0

applies also with Z;l = (b(1=p))" (o' )¢k+l+1> Zy = (b(1=p) 7" (' )Uk+z/¢k+w
and Zj; = U2,/ p.,; by White (1984, Theorem 3.47 with r = § = 3/2).

We next show that the contributions of fa; to &, are of order 0,(1). By (10.65)
and (10.75) it is sufficient to show that

b—1 b

(1=p) 2072 0 " anicki g (UR i/ $hei) Uk = 0p(1), (10.79)

j=1 i=1
By replacing ay; and ¢, ; by their definitions we have

b

Zzakzckw Uk+z/¢k+z Uktj = ZZ( - _Cklb Z ¢k+l+1>

Jj=1 =1 Jj=1 =1
_q b—(j+1) ;

S i—j—1 _ %k
W =i=1)p™ == >

5 (Ui si/ bk Uk (10.80)
=0 Pktjt+i+1

Multiplying out in (10.80), it is clear that in order to show (10.79), it is sufficient to
show that the following expressions multiplied by (1 — p)~/2672 are all 0,(1) :

b—1 b

Z Z(PF1 —D1(j <i—1)p" 7 (URys/brsi) Uk

=1 i=1
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b-1 b b-1
chglbfl (0 = V21110 < i = 1)p" 7 UR L/ $i) Ui
J=1 i—1 1=0
b b—1 1 b=(3+1) I
(-t (5 3 Ui
i=1 =1 o Pkrjri
o —(3+1) b
(0 S vet ) (S5 3 mti ) Seksetn
1=0 k+j+1+1 i=1

(10.81)

From the LLN in (10.78) and from c;,' = O,(1) it follows that in order to show that
the expressions in (10.81) multiplied by (1— p)~/2b72 are 0,(1) it is sufficient to show
that

Y 3 IR G ed 0k = a0

7j=11i= ]+1

—1 b
(1—p)/2" Z S I U 6h Uk = 0p(1),
=1 i=j+1
b—1 b—(j+1)

1/2b 12 Z P¢k+g+l+1Uk+J = 0p(1). (10.82)
j=1 1=0

To see this, note that the first row in (10.81) is clearly implied by the first row in
(10.82). The second row in (10.81) is implied by the second row in (10.82) because in
(10.81) we apply the LLN in (10.78) to b= 30— 2 (p} — 1)¢ %, which is thus of order
O,(b(1—p)). The same LLN argument applied to b= 30, (o' —1)(UZ,. /¢t ;) shows
that the third row in (10.81) is implied by the third row in (10.82). The fourth row
in (10.81) is implied by the previous arguments and b= S0 (U2, /d1.;) = Op(1).
For the third term in (10.82), by Markov’s inequality, it is enough to show that

b—1 b—(j+1) b—1 b—(i+1)

p)b? Z Z Z Pl+mE¢k+J+l+1Uk+J¢k+z+m+1Uk+z—0(1) (10.83)

j=1 =

We can assume that i # j because the contributions of all summands with ¢ = j
can be bounded by (1 — p)b~ Z lmH(_)l E¢k+g+l+1¢k+z+m+1Uk+z which is o(1)
because Eqﬁ,ﬁj 11 Prrivmar UR s s unlformly bounded by Assumption INNOV(iv)
and (1 — p)b~2b® = o(1). Using the same argument we can assume that all subindices
k+j+1+1, k+i+m+1, k+j, and k+: are different and also that ¢ > j. We have
to distinguish two subcases, namely k +j+1{+1>k+itand k+j+1+1 < k+1.
The contributions of all summands in the lhs of (10.83) satisfying k+j+1+1 > k+i
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can be bounded by

b—1 b—(j+1) b—(i+1) b—1
OM)(1-pb2 > Z Z (i—§) P =001—-p) > (i—5) " =o0(1),
i>j=1 I= m=0,m##l i>j=1

(10.84)
where the first expression uses the strong mixing inequality (10.15) and Assumption
INNOV (iv) and the last equality uses b(1—p) — 0. The contributions of all summands
in the lhs of (10.83) satisfying k + j + [+ 1 < k + i can be bounded by

b—1 b—(j+1) b—(i+1) b
OM)(1—pp> Z Y mAD)TFE=01-pb Y (m+1)7F =0(1).
m=0

i>j=1 I= m=0,m##l
(10.85)
The first and second term in (10.82) are handled in exactly the same way. For the
first term, recall that (b(1 — p))~1(p"! — 1) is O(1) uniformly in 1.

Case (iv) n(1 —p) — hy € [0, 000).

Because n(1 — p) = h,, — hy < o0, it follows that h,, = O(1) and p,, — 1. Hence,
exp(—h’/n) = p, — 1 and h¥ = o(n). By a mean-value expansion of exp(—h}/n)
about 0,

0=p, = pn =exp(=hy/n) = (1 = hn/n) = hn/n — exp(=hy"/n)h, /n,  (10.86)
where h* = o(n) given that h* = o(n). Hence, h, — (1 4+ o(1))h; = 0, and thus
hY/h, — 1. Hence, hy = O(1) and t, = bh;,/n — 0. The proof for &, ; = 0,(1) and
a1 = 0p(1) used in Case (iii) then goes through.

10.2.5 Verification of Assumption EE

In this section, we verify Assumption EE for model 1. We verify Assumption
EE using the same argument as for Assumption E given above, but with T, =

S1.65,, ,1/ ? replaced by dj, (Yn.n)On,bn ks Where dy, (7,,1,) is the normalization constant
that appears in Assumption BB and is defined in (10.2). In Case (i) of the verification
of Assumption E above, where b(1 — p) — oo, we have dy, (v, 4)0np,k —p 1 by
Proposition S1(b). Thus, (10.19) trivially holds in this case. In Cases (ii)-(iv), we

have d,, (V1) 0,0k = 5217/,353”,1 for S5, = b™2X| Mx, X1, where as above (with abuse
of notation) X; and X, denote b-vectors containing data from the k-th subsample.
It is sufficient to show the equivalent of (10.39) for S5 :

Sap = gg,k + &3, for some §37k that is separated from

S3,0 by b time periods Vk > k,and &35, = 0,(1). (10.87)

Easy calculations show that Ss = 67250 f2i/Bpsi- Set Sy = b2 Zle(f,i’i)2/qb2+i
and &5, = 0723, | (f2,—(ft.)?)/%r.:- Then, proceeding exactly as in the verification
of Sof = 52,1: + &y, in (10.39) in the proof of Assumption E, (10.87) follows.
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10.2.6 Verification of Assumption HH

Given the definitions in (10.2), Assumption HH holds by the following calculations.
For all sequences {Vn,h = (fYn,h,lafYn,h,Qafyn,h,?)) el:n > 1} for which bn’)/n,h,l — g1
for some g1 € Ry, if by, 1 — 91 = 00, then n7y,,;, ; — oo and

a’ﬂ(’yn,h) B n1/2dn(7n,h> B

using Assumption C(ii). If nvy,,; — hi = oo and byv,,; — g1 < 00, let h,1 =
n(1 — p) and let h;, be defined by p = exp(—h;,;/n). By Lemma S1 and (10.3),

b/ (02, (1)) = O((1 = p)/2b, /n'/?) = O((n1/n)"/?by/n*/?) = O(hy/Tba/n).
Given that nv,, j,; — h1 = oo and b,y,,;,; — g1 < 00 we are either in Case (ii) or Case

(iii) of the proof of Assumption E. In Case (iii), we showed above that t,, = b,h, ,/n —
0 and hy1/hy y — 1, and h,; — oo. Therefore, O(h,ll/fbn/n) = O(tnh;im) =0(1). In
Case (ii), tn = (buhin1/n) (R, /hny) — g1 and thus O(hyTba/n) = O(t.hiy}?) = o(1)
because h,,; — oo. Therefore,

by/2d 1/2
a’bn (’}/n,h) br (Wn,h) — (bn ) — O (10.88)

Qb,, (’Yn,h) _ bn
an(f%n,h) n1/2dn (f)/n,h)

— 0. (10.89)

If ny,, 1 — h1 < 0o, then

Dokl 2 (10.90)

using Assumption C(ii).

11 Conservative Model Selection Example

11.1 The Model

Here we establish the asymptotic distribution of the test statistic 7% (6y) and verify
Assumption G for this example.
The model is

yi = x3,0 + 25,04 + 25085 + oe; for i = 1,...,n, where
‘T:( = (SUTZ,JI;“.T;)/ € Rk? ﬁ = (9762762’,)/ € Rk? (111)

2t 15,0, By, 0,6 € R, and %, B, € RF2. The observations {(y;,z}) :i = 1,...,n}
are i.i.d. The scaled error €; has mean 0 and variance 1 conditional on z}. We consider
testing Hy : 0 = 6y after carrying out a model selection procedure to determine

whether z7, should enter the model. The model selection procedure is based on a t
test of Hj : By = 0.
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The inference problem described above covers the following (seemingly more gen-
eral) inference problem. Consider the model

y; = ziT +og; for i = 1,....n, where
2 = (2, 2) € RF, 7= (7},72) € R", (11.2)

215,71 € RF1, and 295, 79 € R. We are interested in testing Hy:d1 =0, for a given
vector a € RF with a # e, where e, = (0, ...,0, 1), after using a (fixed critical value)
t test to determine whether zy; should enter the model. This testing problem can be
transformed into the former one by writing

0 =dr,By =1y (B3=DB'T, (11.3)

for some matrix B € R¥**~2) such that D = [a : e} : B] € R*** is nonsingular. As
defined, 3 = D'r. Define xf = D~ 'z;. Then, x}'3 = /7 and Hy : 0 = 6, is equivalent
to Hy : a'T = 6,.

We now return to the model in (11.1). To define the test statistic 77*(6p), we
write the variables in matrix notation and define the first and second regressors after
projecting out the remaining regressors using finite-sample projections:

Y = (ylv "'7yn)/7
X; = («}y,...,7},) € R" for j = 1,2,
X5 = oy :...:25) € R (k=2),

Xj = MngX; € R" for ] = 1,2, and

X = [X;: Xy] € R (11.4)

where My; = I, — Px; and Px; = X3(XYX3)7'XY. The n-vectors X; and X,
correspond to the n-vectors X} and X, respectively, with XJ projected out.

The restricted and unrestricted least squares (LS) estimators of # and the unre-
stricted LS estimator of 3, are

0= (XXX,
0 = (X] My, X1)"'X] My,Y, and
By = (X5 My, Xo) ' X, My, Y. (11.5)

The model selection test rejects Hj : 5, = 0 if

n1/23
Thol = |= 2 > ¢, wh
| ,2| O'(Tl_lXéMXlXQ)_lﬂ Cc, where
6’2 = (Tl — k)ily/M[Xf;Xék:X?ﬂY (116)

and ¢ > 0 is a given critical value that does not depend on n. Typically, ¢ = z;_4/» for
some a > 0. The estimator 5> of ¢ is the standard (unrestricted) unbiased estimator.
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The test statistic, T*(0), for testing Hy : @ = 0 is a t statistic based on the
restricted LS estimator of & when the null hypothesis H : 3, = 0 is not rejected and
the unrestricted LS estimator when it is rejected:

T;(eo) = fn’1(90)1(|Tn’2| S C) + j—\’n,1<90)1<|Tn72| > C), where

~ n1/2(5 — )
Tn,l(QO) = EJ'\(n*lX{Xl)*l/z and

- n'/2(6 — 6p)
T (60) = S X M, X)) (11.7)

Note that both ﬁhl(eo) and T, n1(00) are defined using the unrestricted estimator o
of 0. One could define fn71(00) using the restricted LS estimator of o, but this is
not desirable because it leads to an inconsistent estimator of ¢ under sequences of
parameters {3, = By, : n > 1} that satisfy 3,, — 0 and n'/283,, - 0 as n — oo.
For subsampling tests, one could define T}, ;(f,) and T\n,l(%) with & deleted because
the scale of the subsample statistics offsets that of the original sample statistic. This
does not work for hybrid tests because Assumption K fails if 7 is deleted.
The “model-selection” estimator, 6, of 4 is

6 = 01(|Tp2| < ) + 01(|Tz| > 0. (11.8)

This estimator is used to recenter the subsample statistics. (One could also use the
unrestricted estimator 6 to recenter the subsample statistics.)

11.2 Proof of the Asymptotic Distributions
of the Test Statistics

In this section, we establish the asymptotic distribution J; of T}}(6y) under a se-
quence of parameters {fY'n = (771,17 Vn,2s 771,3) in2 1} (Where n1/27n,1 — ha, Tn2 — ha,
and v, 3 € I's(7,,1, Vn2) for all n). Parts of the proof are closely related to calculations
in Leeb (2006) and Leeb and Potscher (2005). No papers in the literature, that we
are aware of, consider subsampling methods for post-model selection inference. For
FCV tests, the main differences from Leeb (2006) are that here we consider (i) model
selection among two models, (ii) errors that may be non-normal, (iii) i.i.d. regres-
sors, (iv) t statistics, and (v) we prove the asymptotic results directly. In contrast,
Leeb (2006) considers (i) multiple models, (ii) normal errors, (iii) fixed regressors,
(iv) normalized estimators, and (v) he proves the asymptotic results by establishing
finite-sample results for the normal error case and taking their limits. The results in
Leeb and Potscher (2005) are a two-model special case of those given in Leeb (2006).

Using the definition of T7%(y) in this example, we have

Py (TH(00) < 2) = Pyyy (Tni(0) < 2 & [Tl < )
—|—P9077n(Tn,1(00) <z & [T,z > ). (11.9)
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Hence, it suffices to determine the limits of the two summands on the right-hand side.
With this in mind, we show below that under {v, : n > 1}, when || < o0,

To.1(60) Zni \ —hihy(1 — h3)/2 10

() = (2 )= (P07 ) (01)) e

Tp0.1(60) Zna \ 0 1 h

( Ty —q s N h )\, 1 . (11.10)
Given this, we have

Poory, (Tn1(60) <z & [Tpa| < c)
- P(thl <z & |[Zp2 <c)
= ®(x + hiho(1 — h2)"Y?)A(hy, ¢), where
A(a,b) = ®(a +b) — ®(a—b), (11.11)

the equality uses the independence of Zh,l and Zj, 2 and the normality of their distri-
butions, and A(a,b) = A(—a,b). In addition, we have

Poyry (Tn1(80) < 2 & [Thol > ¢) — P(Zna < @ & |Zna| > ¢). (11.12)

Next, we calculate the limiting probability in (11.12). Let f(z2|z;) denote the
conditional density of Zj 5 given Zj, 1. Let ¢(2;1) denote the standard normal density.

Given that R
Zha 0 1 hy
(Zh,a) N(< h1>,<h2 "), (11.13)
the conditional distribution of Zj 5 given /Z\hJ = 2y is N(hy + hoz1,1 — h3). We have

Zhl <.’L'& ‘Zhg‘ >C)

/ / PRCEECE
_ (1 I (52 - (hfji;gf}z) dz2> d(z1)dz
w (1 ( flfh?;j?,( _23)1/2)) $(2)dz, (11.14)

where the second equality holds by (11.13), the third equality holds by change of
variables with Zo = 23(1 — h2)~%/2, and the last equality holds by the definition of
Ala,b).
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Combining (11.11), (11.12), and (11.14) gives the desired result:

Til@) = B+ haha(1 = 1) V) Al 0
: hl + hgt cC
+/_oo (1 -8 ((1 — B2 (1 - hg)1/2)> ¢(t)dt  (11.15)

when |h;| < co. When |h| = oo, Ji(z) = ®(z) (which equals the limit as |h;| — oo
of Ji(z) defined in (11.15)). The proof of the latter result is given below in the
paragraph containing (11.29).

We now show that under {7, : n > 1}, when |h;| < oo, (11.10) holds. Let
Xj = (z33,...,x5,) € R" for j = 1,2 and X' = (X{-, X5) € R™?. We use the
following Lemma.

Lemma S3. Given the assumptions stated in Section 2.2 of the paper, under a se-
quence of parameters {7V, = (Yn1: Vn2> Yns) i 0 > 1} (where n'/?y,, 1 — hy, 7,5 — ho,
and v, 3 € I's(vy,732) for all n), and for Q = Q, as defined in (2.7) of the paper with
the (j,m) element denoted QQp jm, we have

(a) n ' X' X =Qp — 0, (b) n ' Xy Mx, Xo—(Qn,22— @7, 12Qn11) — 0, () 07 X1 Mx, X,
(Quit— Q2 15@rk) —p 0. (d) 3/ — 1, (¢) n 2X1e = 02X Hetoy(1) = O(1)
for j=1,2.

Proof of Lemma S3. The proofs of parts (a)-(d) are standard using a weak law
of large numbers (WLLN) for L'*®-bounded independent random variables for some
6 > 0 and taking into account the fact that X; = My: X7 for j = 1,2.

Next, we prove part (e). By definition of X;, we have

—1/287t o0 —1/2 3t —1yrxl yr (=1 ok R\ =1, —1/2 vt
n i Xle =T X e =0T XX (nT XY X)) T e R X e
o —1/2 * okl x k=1 _—1/2 y*/
=n Xj €= Eanjix3i(Ean3i$3i) n~ = X3'e + 0p(1)

= n2XHe + 0,(1), (11.16)

where G,, denotes the distribution of (g;, z}) under 7, the second equality holds by
the same WLLN as above combined with the Lindeberg triangular array central limit
theorem (CLT) applied to n~*/2X3’e, which yields n=*/2X3’e = O,(1), and the third
equality uses the definition that :z:ﬁ =T} — EGn:z:;fi:c;;(Egnxgix};;)_lxgi. The second
equality of part (e) holds by the Lindeberg CLT. The Lindeberg condition is implied
by a Liapounov condition, which holds by the moment bound in I'3(y,7,). O

We now prove the first result of (11.10) (which assumes |hi| < oo). Using (11.5)
and (11.6), we have

T 2B, /0, 4+ (NP X, Mx, Xo) " 'n Y2 X, My, e
(5 0w Xy, X;) 17
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By

_ 77,1/2 O-n(Qm)l/g (1 + Op(l)) + (Qi2)1/2n*1/2Xé(In — PX1>€(1 + 0p(1))
_ n1/27n’1(1 + Op(l)) + (Qi2)1/2(62 _ Qme;}llel)’n_l/?X’S(l + 0p(1))

= hi + (Q?)lﬂ(@z - Qn,12Q;,111€1),n_1/2Xﬂ5 + 0p(1), (11

17)
where ¢ = (g1,...,6,), e1 = (1,0), ex = (0,1), Q, = Eg,xjz}, Q* is the (2,2)
element of @', the second equality uses Lemma S3(b) and (d), the fact that Q22 =
(Qn22 — Q2 1,Q,,11) ™", and the fact that Apin(Qn) > & > 0 by definition of T's(v;,7,),
the third equality uses the definition of 7,, ; and Lemma S3(a), and the fourth equality

holds by the assumption that n'/?y, ; — h; and Lemma S3(e).
Using (11.5) and (11.7), we have

n 2 X X)) T T X X By o, + (nTLX X)) TinT Y2 X e
(6/0,)(n1 X X,)~1/2

Tn,l (90) =

Qnmﬁ 1/2
= PR (1t 0p(1) + Quit'n e Xe(1+ 0y(1)
On n,11
22
- Q"Z#w;i?n V2, X Ve 4 0y(1), (11.18)
n,11

where the second equality uses Lemma S3(a) and (d), and the third equality uses the
assumption that n'/%y, | = n'28,/(62Q?)"?* — hy and Lemma S3(e).
We have

: 1 Qur  —0Q
1 n,22 n,12

- 7 d
O = GG @ | ~Qot Quun |
~ _ erlz — _Qn 12 Ild

2 (QLQ2)2 (Qn11Qn22)Y/?

Qn, _ _

QF = - = (Qna22) (1 — ’72,2) g (11.19)

Qn 11Qn 22 — Qn 12

where the first equality in the second line holds by the definition of v, 5 in (2.6) of
the paper. This yields

Qni2(QP)YV? Qnia(l— %21,2)_1/2 _
o2 T Qi = Yna(l = 7a2) 2 = —ha(1 = B3) 7% 4 o(1).
n,11 n,11%¢n,22

(11.20)
Combining (11.17), (11.18), and (11.20) gives

Tn,l(eo) - _h1h2(1 _ h2) 1/2+Q_1/2 ,1/2 XJ‘/{-j
( Tn,2 > N ( hy + (Qi2)1/2(€2 le?Qn,llel), —1/2XJ_,€ +0p(].). (1121)

The first result of (11.10) holds by (11.21), the Lindeberg CLT, and the Cramér-Wold
device. The Lindeberg condition is implied by a Liapounov condition, which holds
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by the moment bound in I'3(y;,7,). The asymptotic covariance matrix is I by the
following calculations. The (1,2) element of the asymptotic covariance matrix equals

Eg, Qi) ein ' XY X (63 — Qn12Qp 1) (@)
= Q1 e1Qn(e2 — Qui2Q11e1) (@) = 0, (11.22)
where the first equality holds because Eg,x; z;' = Q,, and the second equality holds
by algebra. The (1,1) element equals
Ee,Qu i ein ' XY X Q1 = Q1 QuerQuit’ = 1. (11.23)
The (2,2) element equals

E6, (Q2)?(e2 = QnasQuiier)n XV Xt (e2 — Qn1aQp i) (Q0)?
= (Q?)l/z(@ - Qn,lQQ;}llel)/Qn(e2 - Qn,12Q;,11161)(Q7212)1/2
= (@) (Qnao(1 =72 ))QF)? =1, (11.24)
where the second equality holds by algebra and the definition of v, , and the third

equality holds by the third result in (11.19). This completes the proof of the first
result in (11.10).

Next, we prove the second result in (11.10). Using (11.7), we have
7 (0y) = MM X)) I PN My
P G0 (T X M, X0)
= (@) (e — Qn,mQ;lgzez),n_l/QXﬂE +0,(1), (11.25)

where the second equality holds analogously to (11.17). Combining (11.17) and
(11.25) gives

Toi(6) \ _ (QINY2(e1 — Qn12Qy hoe2)'n 2 X e
( T ) - ( hy + (Qi2)1/2(62 _Qn712Q;}11€1)/nil/2XJ‘/€ +0p(1). (11.26)

The second result of (11.10) holds by (11.26), the Lindeberg CLT, and the Cramér-
Wold device. The Lindeberg condition holds as above. The 2 x 2 asymptotic covari-
ance matrix has off-diagonal element hs and diagonal elements equal to one by the
following calculations. The (1,2) element equals

Eg, (Q1)'?(e1 = QnaaQrboe2) n ' XM X (e — Qn12Q;1161) (Q2)?
= (@2 (e1 — Qn12@;, 5562) Qnler — Qna2Qy 11e1)(Q2)Y?
= (Qil)l/z(—Qn,u(l — 721,12@;,111@;,122))(@212)1/2
= (Qn,n(l - 7721,2))71/2(_6271,12(1 - ’72,2))(@71,22(1 - 72,2))71/2
—Qn12 Q.

N (Qn,11Qn,22)"? N (QL1Q22)1/2 = Tn2 = ha +0(1), (11.27)
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where the second equality holds by algebra, the third equality holds by the second and
third results of (11.19) and the third result of (11.19) with 22 and 11 interchanged,
and the fifth and sixth equalities hold by the second result of (11.19).

The (1,1) element equals

Eq, Q)Y (e; — Qn,mQﬁ,lzz@)/n*lelXL(61 - Qn,nQﬁ,lm@z)(Q}ll)l/Q
= Q)2 (e1 — Qn12Qy h262) Quler — Q2@ hoe2) (@) =1, (11.28)

where the second equality holds by an analogous argument to that in (11.24). The
(2,2) element equals one by (11.24). This completes the proof of the second result in
(11.10).

Finally, we show that J;(z) = ®(z) when |h,| = co. Equations (11.25) and (11.28)
hold in this case, so T}, 1(0p) —4 N(0,1) under {7, : n > 1}. The first three equalities
of (11.17) hold when |h;| = oo and show that |1}, 2| —, co. These results combine to
yield

Piory (Tn1(80) < 2 & |Tpo| < ¢) = o(1) and (11.29)
Prosy, (Tna(60) < @ & | Too| > €) = Payy, (Taa(bo) < ) + 0(1) — P(x)

for all # € R. This and (11.9) combine to give Py, (Ti(fy) < x) — ®(x) and
Ji(z) = ®(z) when |h;| = oco.

11.3 Verification of Assumption G

Assumption G is verified in the conservative model selection example by using a

variant of the argument in the proof of Lemma 4 in AG1 with 7, = a, = n2 and
d,, = 1. In the present case, (8.16) of AG1 holds with
an _ 1
Ra(t) = a;" Y 11038 = 60) /1045 = 1)
j=1
qn _
gy Y L(BYAO - 00) /5, > t), where
j=1
50 5 = Gupg (0 X7 i Ximg) ™2
8712,2),]' = a\n,b,j(b;IXi,n,b,jMXz’nybyjXl,n,b,j)il/zg (1130)

and (Xinp,5, Xonpj>Onp,j) denotes (Xi, Xo,0) based on the jth subsample rather
than the full sample. (Equation (8.16) of AG1 holds with R, (¢) defined as in (11.30)
for all three versions of the tests: T,,(0g) = T, (6o), —T(6p), and |T*(0y)|.) As in the
proof of Lemma 4 of AG1, it suffices to show that R, (t) converges in probability to
zero under all sequences {7, : n > 1} for all £ > 0. The assumption that b,/n — 0

o1



and the result established below that n'/2(6 — 6y)/c,, = O,(1) under all sequences
{Vnp :m > 1} imply that for all 6 > 0, wp— 1,

qn
R,(t) < RV(8,t) + RP(6,t), where R™ = q," ) 1(60,/55%), > 1) (11.31)
7j=1

for m = 1,2. The variance of R{™ (6,t) goes to zero under {7, , : n > 1} by the
same U—statlstlc argument for i.i.d. observations as used to establish Assumptlon E
of AG1 in the i.i.d. case, see Section 3.3 of AG1. The expectation of R\ (6 t) equals

P0077n,h( n,b,j/an < §/t). We have

~(1 ~ —1/2 1/2 —1/2
ng,z,j/o—n = (O'n,bJ‘/O'n)[(b IX{ ,n,b,j Xl nb]) 12— Qn,l/l + Qn 1/1 ] - Qn,l/l + 01(7(1)3 )
11.32

where the second equality holds by Lemma S3 (or, more precisely, by the same argu-
ment as used to prove Lemma S3). In addition, Q;}l{? is bounded away from zero as
n — oo by the definition of I'3(7y;,,). In consequence, the expectation of R,(ll)(é, t)
goes to zero for all ¢ sufficiently small. Since the mean and variance of Rg)(é ,t) go
to zero, Rg)(é, t) —, 0 for 6 > 0 sufficient small. An analogous argument shows that

RY (6,t) —, 0 for 6 > 0 sufficient small. These results and (11.31) yield R,,(t) —, 0
under all sequences {7, , : n > 1}, as desired.

It remains to show that n'/2(§—6,) /o, = O,(1) under all sequences {,, , : n > 1}.
We consider two cases: |hi| = oo and |hy| < oo. First, suppose |hi| = co. Then,
the first three equalities of (11.17) hold and show that |7}, 2| —, co. In addition,

nV2(0 — 0g) /oy = (6/0n)(n 1 X Mx,X,) 2T, 1(6,) = O,(1) by (11.10), Lemma
S3(c), and the definition of I's(y4, 7,). Combining these results gives: when |h| = oo,

n'(8 = 60) /0 = [n'(0 = 60) /o] 1(|Toa] < ©) + [0"*(8 = 60) /0] 1(Tn2| > €))
0,(1) + O, (1). (11.33)
Next, suppose |h;| < 0o, then Tnl(HO) = O,(1) and fnyl(eo) = 0,(1) by (11.10).
In addition, 7/0, —, 1, (n _1X’X 1) 7Y2 (1) and (n71X| My, X;)"1/2 = 0,(1)
by Lemma S3 and the deﬁnition of I's (71, v5). Combining these results gives: when
’h1| < 00,

n'2(6 = 60) /o0 = [n'?(6 — Bo)/ o] 1(| Tzl <€) + [n!/2(6 = 60) /) 1(|Tn 2| > ©))
= (0/on)(n' X1 X1) 7Y 2Tn,1(90)1A(|Tn,zl <c)
+(T/0n) (0™ X1 M, X1) 72T 1 (B0) (| Ta| > €))
Op(1), (11.34)

which completes the verification of Assumption G.
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TABLE B-II
AR EXAMPLE: CI COVERAGE PROBABILITIES (x100) FOR NOMINAL 95% CIs

n=131 Upper Cls Lower Cls
Case DGP or Asy FCV Sub Hyb FCV Sub Hyb

-.90 90.0 939 944 95.0 94.1 96.1

-.90 92.8 927 94.7 926 926 944

.00 93.8 89.9 94.5 91.8 95.1 95.6

(i) GARCH p=.70 95.9 83.6 959 88.4 977 97.7

MA=.15, .80 96.7 83.2 96.7 86.7 97.8 97.8
AR=.80 90 9v.7 839 97.7 84.0 979 979
hor = .86 97 98.9 89.2 98.9 4.7 975 97.5

1.0 99.6 95.5 99.6 53.6 95.1 95.1

FS-Min 90.0 83.2 939 53.6 924 944
Asy 95.0 573 95.0 63.9 95.0 95.0
Adj-Asy - 82.6 95.3 - 95.0 95.2

(i) IGARCH
MA=20, FS-Min  90.7 822 939 562 924 946
AR=.80

(iii) GARCH FS-Min 90.4 86.2 94.1 60.6 929 95.0

MA=.70, Asy 950 77.2 950 792 950 95.0

AR=20 Adj-Asy ~ 887 953 ~ 048 95.1
h27:.54

(iv) iid. FSMin 905 828 940 504 92.7 943

hor = 1 Asy 952 474 950 534 950 95.0

Adj-Asy - 788 95.0 - 951 95.0

) ARCH4 FS-Min 905 844 939 588 028 948

(.3,.2,.2,.2) Asy 950 772 950 792 950 95.0

hor = .54 Adj-Asy ~ 887 953 ~ 048 95.1

(vi) IARCH4 FSMin 905 840 939 608 924 947
(.3,.3,.2,.2)

Min Over Asy 948 475 948 545 949 949

hor € [0,1]  Adj-Asy - 78.8 95.1 - 94.8 95.0




3.5

3

2.5

N

1.5

s s

3.5

20

AN

1.5

10 02 04 06 o‘.s;( 1121416

(c)

3.5

2.5

1.5

10 1 2 3 4 5

X
(b)
35
2.5
2,
15

10 0.2 0.4 0.6 o‘.g( 1 121416

(d)

FIGURE B-1.—Hybrid, FCV, and Subsample Critical Values as a Function of g €
H: Hybrid = max{curved line, horizontal line}, FCV = horizontal line, Subsample

= curved line
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