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Abstract

This paper considers the problem of constructing tests and confidence intervals
(CIs) that have correct asymptotic size in a broad class of non-regular models. The
models considered are non-regular in the sense that standard test statistics have asymp-
totic distributions that are discontinuous in some parameters. It is shown in Andrews
and Guggenberger (2005a) that standard fixed critical value, subsample, and b < n
bootstrap methods often have incorrect size in such models. This paper introduces
general methods of constructing tests and Cls that have correct size. First, procedures
are introduced that are a hybrid of subsample and fixed critical value methods. The
resulting hybrid procedures are easy to compute and have correct size asymptotically
in many, but not all, cases of interest. Second, the paper introduces size-correction
and “plug-in” size-correction methods for fixed critical value, subsample, and hybrid
tests. The paper also introduces finite-sample adjustments to the asymptotic results of
Andrews and Guggenberger (2005a) for subsample and hybrid methods and employs
these adjustments in size-correction.

The paper discusses several examples in detail. The examples are: (i) tests when a
nuisance parameter may be near a boundary, (ii) CIs in an autoregressive model with
a root that may be close to unity, and (iii) tests and CIs based on a post-conservative
model selection estimator.

Keywords: Asymptotic size, autoregressive model, b < n bootstrap, finite-sample size,
hybrid test, model selection, over-rejection, parameter near boundary, size correction,
subsample confidence interval, subsample test.

JEL Classification Numbers: C12, C15.



1 Introduction

Non-regular models are becoming increasingly important in econometrics and sta-
tistics as developments in computation make it feasible to employ models with more
nonlinearities. In a variety of non-regular models, however, methods based on a stan-
dard asymptotic fixed critical value (FCV) or the bootstrap do not yield tests or con-
fidence intervals with the correct size even asymptotically. In such cases, the usual
prescription in the literature is to use subsample or b < n bootstrap methods (where
b denotes the bootstrap sample size). For references, see Andrews and Guggenberger
(2005a), hereafter denoted AG1l. 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 finite-sample size). The purpose of this paper is to provide some general
methods of constructing tests and confidence intervals (ClIs) that do have correct as-
ymptotic size in such models. The results cover cases in which a test statistic has an
asymptotic distribution that is discontinuous in some parameter. Examples are listed
in the Abstract. Additional examples are given in AG1 and Andrews and Guggenberger
(2005b).

To avoid considerable repetition, we use the same notation and definitions in this
paper as in AG1l. Assumptions Al, A2, B1, B2, etc. are stated in AG1.

Some of the methods we propose are as easy to use as subsample or bootstrap
methods and do not require a detailed analysis of the model at hand (except to de-
termine whether the method is asymptotically correct). Other methods require a de-
tailed analysis of the model and computation of size-correction values. Once these
size-correction values have been determined, the methods are easy to use. In a few
models, size-correction methods (at least of the type we consider here) do not work.

The methods considered here apply to a wide variety of models. In fact, they may
be the most general statistical methods available given that they apply more broadly
than the bootstrap, the b < n bootstrap, and subsampling. However, their usefulness is
greatest in models in which other methods are not applicable. In models in which other
methods work properly (in the sense that the limit of their finite-sample size equals
their nominal level), such methods may be 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. For example, if standard asymptotic approximations or
the bootstrap work properly in a given model, then they are preferable to the methods
considered here. (However, note that the fixed critical value methods considered here
reduce to standard asymptotic approximations when the latter work properly.)

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 subsample critical value and the
FCV that applies when the true parameter is 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 quite a few cases where the FCV, subsample, or both



methods have incorrect asymptotic size. Examples are given below. Furthermore, the
paper shows that the hybrid method has the feature that relative to a subsample method
either (i) the subsample method has correct size asymptotically and the subsample and
hybrid critical values are the same asymptotically or (ii) the subsample 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 hybrid test also can be applied with a b < n bootstrap critical value in place
of a subsample critical value. The reason is that the b < n bootstrap can be viewed as
subsampling with replacement and the difference between sampling with and without
replacement is asymptotically negligible if b?/n — 0, see Politis, Romano, and Wolf
(1999, p. 48).

The second method considered in the paper is a size-correction (SC) method. This
method can be applied to FCV, subsample, 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. However, the more complicated is an example, the more difficult
is computation. The computation of the SC values in a very complicated model could
be difficult or intractable. The same SC values are applicable when one uses a b < n
bootstrap critical value in place of a subsample critical value (provided b?/n — 0).

The paper provides some analytical comparisons of the asymptotic power of differ-
ent SC tests and finds that the SC hybrid test has advantages over FCV and subsample
methods in most cases, but it does not dominate the SC subsample method. In Ap-
pendix B, we introduce a SC combined method that has power at least as good as that
of the SC subsample and hybrid tests. But, it reduces to the SC hybrid test in most
examples and, hence, may be of more interest theoretically than practically.

The SC methods that we consider are not asymptotically conservative, but typically
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, subsample, and hybrid tests. These methods are applicable if there
is a parameter sub-vector that affects the asymptotic distribution of the test statistic
under consideration and is consistently estimable. The PSC method makes the size-
correction value depend on a consistent estimator of the parameter sub-vector. Closed-
form solutions for the PSC values are given. In some examples, the PSC method is
found to be very effective.

The asymptotic results for subsample 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 subsample 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. In some examples these adjustments are found to work
very well, but in some others they do not perform well due to under-correction.

The bulk of the paper considers tests that reject the null hypothesis when a test
statistic is large. This covers upper and lower one-sided ¢ tests, symmetric two-sided
t tests and tests based on likelihood ratio and Lagrange multiplier statistics, among
others. In the non-regular cases considered here, asymptotic distributions often are not
symmetric and equal-tailed ¢ tests are of interest. We show how the methods outlined
above can be generalized to equal-tailed ¢ tests.

For expositional purposes, the focus of much of the paper is on tests, rather than
CIs. CIs are very important, so we show how the results for tests extend to Cls that
are obtained by inverting tests. We note that results for Cls do not follow immediately
from the results for tests because Cls require uniformity in the asymptotics over all
parameters in the parameter space for correct asymptotic size, while tests only require
uniformity over all parameters in the null hypothesis. Nevertheless, using the same
notational/definitional adjustments as described in AG1, the paper extends the test
results to Cls in a succinct fashion.

We now discuss the literature that is related to the methods considered in this
paper. The work of Politis and Romano (1994) and Politis, Romano, and Wolf (1999)
on subsampling is quite relevant, as is the literature on the b < 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 subsample or b < 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 CIs 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), Kleibergen (2002), Moreira
(2001, 2003), Guggenberger and Smith (2005), and Otsu (2006) suggest methods. A
variant of Moreira’s method also is applicable in predictive regressions with nearly
integrated regressors, see Jansson and Moreira (2006). In autoregressive models, CI
methods of Stock (1991), Andrews (1993), Horowitz (1997), and Hansen (1999) can
be used in place of the least squares estimator combined with normal critical values
or subsample critical values. Mikusheva (2005) shows that the former methods yield
correct asymptotic size under normality and non-normality of the innovations. (She
does not consider Horowitz’s method.)

The paper considers three examples in detail. The objectives are to illustrate how
the general results of the paper are applied in several models, to determine the as-



ymptotic behavior of subsample, hybrid, and FCV methods in these models, and to
see how well these methods and the size-corrected methods work in small samples. In
each example, (i) the assumptions required for the general results to hold are verified,
(ii) asymptotic and adjusted asymptotic sizes of tests or Cls are computed, (iii) SC,
PSC, ASC, and/or APSC values are computed where applicable, and (iv) finite-sample
rejection/coverage probabilities are computed. We summarize the main results here.

The first example concerns tests when a nuisance parameter may be near a boundary
of the parameter space. Asymptotic results for FCV and subsample tests for this
example are considered in AG1. Here we consider hybrid tests, PSC and APSC tests,
and finite-sample results. Subsample tests are found to have substantial asymptotic
and finite-sample size distortions. For nominal 5% tests the asymptotic (respectively,
finite-sample for n = 120 and b = 12) sizes of upper, symmetric, and equal-tailed tests
are 50.2 (49.8), 10.1 (8.4), and 52.3% (52.7%), respectively.

In this example, hybrid tests have asymptotically correct size for all types of tests
and have finite-sample sizes that range from 3.4 to 5.2%. FCV tests have asymptotic size
distortions only for upper tests and the distortions are very small: 5.8% compared to the
nominal size of 5%. PSC and APSC subsample and PSC FCV tests are available based
on the usual sample autocorrelation estimator. The upper PSC FCV test has finite-
sample size of 5.2%. The PSC subsample tests also perform very well: the finite-sample
sizes of the upper, symmetric, and equal-tailed tests are 5.3, 5.1, and 5.5%, respectively.
The symmetric APSC subsample test performs well, but the upper and equal-tailed
tests over-reject (with finite-sample sizes of 13.5 and 13.5%). To conclude, in this
example, subsample tests display poor asymptotic and finite-sample size performance.
On the other hand, hybrid, FCV, and PSC subsample tests perform quite well.

The second example concerns Cls in a first-order autoregressive (AR(1)) model with
a root that may be near unity. Romano and Wolf (2001) also consider subsampling
in this model. We consider two models: model 1 includes an intercept, and model 2
includes an intercept and time trend. The Cls considered are based on the least squares
t statistic. In this example, we show that the upper and equal-tailed subsample and
lower and two-sided FCV CIs have asymptotic size distortions with the distortions being
larger in model 2 than in model 1. (In independent work, Mikusheva (2005) shows that
equal-tailed subsample ClIs have size-distortions in a no-intercept AR(1) model with
normal innovations. Her results do not provide an expression for the asymptotic size.)
On the other hand, symmetric subsample tests are shown to have correct asymptotic
size. (An explanation is given below.) All types of hybrid tests have correct asymptotic
size. We find that the asymptotic approximations for subsample Cls are very poor for
a sample size of n = 130 and b = 12, but the adjusted asymptotic approximations
are quite good. For example, the asymptotic, adjusted asymptotic, and finite-sample
sizes of nominal 95% equal-tailed subsample CIs in model 1 are 60.1, 86.1, and 86.7%,
respectively. In model 1, the finite-sample sizes of the hybrid tests are 94.8, 92.7,
92.7, and 95.6% for upper, lower, symmetric, and equal-tailed CIs, respectively. All
of the CIs that have incorrect asymptotic size can be size-corrected. For example, the



ASC subsample upper and equal-tailed CIs have finite-sample sizes of 95.3 and 94.9%,
respectively, in model 1.

None of the CIs discussed in the previous paragraph are similar asymptotically or
in finite samples. Hence, we expect that these Cls are longer on average than other
CIs that are asymptotically similar, see the references above.

The third example is a post-conservative model selection (CMS) example. We
consider a LS ¢ 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 a LS t 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). In this
example, results for Cls are exactly the same as for tests because of location invariance
of the tests. 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% subsample, FCV, and hybrid tests have asymp-
totic and adjusted-asymptotic sizes between 90 and 96% for upper, symmetric, and
equal-tailed tests.! The finite-sample sizes of these tests for n = 120 and b = 12 are
close to the asymptotic values. This is especially true of the adjusted-asymptotic sizes
for which the largest deviations are 1.8%. Most plug-in size-corrected tests perform
very well in this example. For example, the 5% PSC hybrid and APSC hybrid tests
have finite-sample size of 4.8% for upper, lower, and symmetric tests. Also, the PSC
FCV tests have finite-sample sizes of 5.1, 5.3, and 5.2% for upper, lower, and symmetric
tests, respectively. Hence, the PSC methods of this paper are quite successful in the
CMS example.

Andrews and Guggenberger (2005b) applies the results of AG1 and this paper to
two additional examples. The first is a weak instrumental variables (IV) example.
This example considers tests based on the two-stage least squares (2SLS) estimator
of a single included right-hand side (rhs) endogenous variable in a single equation IV
regression model when the IVs may be weakly correlated with the rhs endogenous
variable. Subsample tests and Cls are shown to have incorrect size asymptotically,
but they can be size-corrected. The latter result is of particular interest given Dufour’s
(1997) result that the 2SLS CI based on a fixed critical value (as well as any CI that has
finite length with probability one) has a finite-sample size of zero for all sample sizes.
Subsample and size-corrected subsample tests are shown to have infinite length with
positive probability in the weak IV example. Hence, the stated results are consistent
with those of Dufour.

In the IV example, the asymptotic sizes of the subsample tests are found to provide
poor approximations to the finite-sample sizes, but the adjusted asymptotic sizes are
accurate. In consequence, the ASC subsample tests perform well. The hybrid test has

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



correct asymptotic size for all types of test in the IV example.

The second example considered in Andrews and Guggenberger (2005b) concerns
CIs when the parameter of interest may be near a boundary in a regression model. In
contrast to the first example discussed above, the parameter of interest, rather than a
nuisance parameter, may be near a boundary. In this example, we find that lower one-
sided and equal-tailed two-sided subsample Cls have asymptotic size far below their
nominal level. Size-correction of these subsample Cls is possible. However, these Cls
exhibit a relatively high degree of non-similarity, which is not desirable from a power
perspective. Hybrid and FCV Cls are shown to have correct asymptotic size in this
example, but these Cls are not asymptotically similar. The asymptotic results for this
example can be generalized to a wide variety of nonlinear models using results in the
literature, such as Andrews (1999, 2001).

In conclusion, the examples considered in the paper and in Andrews and Guggen-
berger (2005b) show that the general results of the paper apply to a wide variety of
different models and test statistics. In many models, the hybrid test has correct as-
ymptotic size and finite-sample size that is close to its nominal size. In most models
either the asymptotic or adjusted asymptotic results provide good approximations to
the finite-sample quantities of interest. In consequence, either the unadjusted or the
adjusted size-correction methods introduced in the paper perform quite well. Thus,
the examples demonstrate the usefulness of the methods analyzed in the paper.

Throughout the paper a € (0,1) is a given constant.

The remainder of the paper is outlined as follows. Section 2 introduces the hybrid
tests. Section 3 introduces the size-corrected tests. Section 4 compares the asymptotic
power of size-corrected FCV, subsample, and hybrid tests. Section 5 introduces the
plug-in size-corrected tests. Section 6 introduces the finite-sample adjustments to the
asymptotic sizes of subsample and hybrid tests and the adjusted size-corrected tests.
Section 7 extends the hybrid and size-correction results to equal-tailed tests. Section 8
extends all of the testing results to confidence intervals. Sections 9 and 10 provide the
results for the autoregressive and post-conservative model selection examples. Appen-
dix A provides (i) some assumptions not stated in the text, (ii) size-correction results
for equal-tailed tests, and (iii) proofs of the general results. Appendix B gives (i) re-
sults for the combined size-corrected subsample and hybrid test and (ii) proofs for the
examples, including the verification of assumptions.

2 Hybrid Tests

In this section, we define a hybrid test that is useful when a test statistic has a limit
distribution that is discontinuous in some parameter and an FCV or subsample test
over-rejects asymptotically under the null hypothesis. The critical value of the hybrid
test is the maximum of the subsample critical value and a certain fixed critical value.
The hybrid test is quite simple to compute, in some situations has asymptotic size
equal to its nominal level «, and in other situations over-rejects the null asymptotically



less than either the standard subsample test or the fixed critical value test at some null
parameter values. In addition, at least in some scenarios, the power of the hybrid test
is quite good relative to FCV and subsample tests, see Section 4 below.

We suppose the following assumption holds.

Assumption K. The asymptotic distribution Jp, in Assumption B2 of AG1 is the same
(proper) distribution, call it J, for all h = (hy, he) € H for which hy y, = 400 or —oo
for m =1,...,p, where hy = (h11,...,h1p)".

For notational simplicity, in Assumption K and below we write (hi, he), rather than
(R}, hh)', even though h = (hy, h2) is a p + ¢ column vector. In examples, Assumption
K often holds when T),(0p) is a studentized statistic (i.e., Assumption t1 holds, but t2
does not) or a likelihood ratio (LR), Lagrange multiplier (LM), or Wald statistic. In
such cases, J typically is a standard normal, absolute standard normal, or chi-square
distribution. Let coo(1 — @) denote the 1 — a quantile of Ju.

The hybrid test with nominal level a rejects the null hypothesis Hg : 8 = 6p when

T(00) > ¢, p(1 — ), where
cpp(1 —a) = max{cyp(1 — a), ceo(l — a)}. (2.1)

The hybrid test simply takes the critical value to be the maximum of the usual sub-
sample critical value and the critical value from the J,, distribution, which is usually
known.? Hence, it is straightforward to compute. Obviously, the rejection probability
of the hybrid test is less than or equal to those of the standard subsample test and the
FCV test with cpiz(1 — @) = coo(1 — @). Hence, the hybrid test over-rejects less often
than either of these two tests. Furthermore, it is shown in Lemma 2 below that the
hybrid test of nominal level o has asymptotic level a (i.e., AsySz(0p) < «) provided
the quantile function ¢, j,)(1 — @) is maximized at a boundary point of h; for each
ho. For example, this occurs if ¢;(1 — «) is monotone increasing or decreasing in hy
for each fixed hy € Ha, where h = (h1, ha) (.., C(ny,ny)(1 — @) < ¢(nr y) (1 — @) When
hi < hi element by element or ¢, p,)(1 — @) > ¢(nx py) (1 — @) when hy < 7).
Define

Mazy,,(a) = sup [l = Jp(max{cy(l — @), coo(l — a)}—)]. (2.2)
(g,h)EGH

Define Mazx gy (cv) analogously, but without “—” at the end of the expression.

The following Corollary to Theorems 1(b) and 2(b) of AG1 establishes the asymp-
totic size of the hybrid test. By definition, h® = (0, ho).

2Hybrid tests can be defined even when Assumption K does not hold. For example, we can define
cnp(1—0a) = max{cns(1 —a),sup,cpy cho (1 — )}, where choo (1 — ) is the 1 — a quantile of Jpeo and,
given h = (hi, he) € H, h®> = (h§%, ..., hi%, h5°) € H is defined by h$%; = 400 if hy,; > 0, AT = —o0
if h1; < 0, hi}; = +00 or —oo (chosen so that h*® € H) if hy; = 0 for j = 1,...,p, and h3® = ha.
When Assumption K holds, this reduces to the hybrid critical value in (2.1). We utilize Assumption
K because it leads to a particularly simple form for the hybrid test.



Corollary 1 (a) Suppose Assumptions Al, B1, C-E, F1, G1, and K hold. Then,

Poo o (Tn(bo) > (1 — )
— [1 — Jp(max{cpo(l — @), coo(l — a@)}),1 — Jp(max{cpo(l — @), coo(l — @)} —)].

(b) Suppose Assumptions A2, B2, C-E, F2, G2, and K hold. Then, the hybrid test
based on Ty (0o) has AsySz(6o) € [Mazmyp(c), Mazy,, ()]

Comments. 1. If 1 — Jp(max{cpo(l — ), coo(l — @)}) > @, then the hybrid test has
AsySz(6p) > a.

2. Assumption K is not actually needed for the results of Corollary 1 to hold—in
the definition of ¢} ,(1 — «)), coo(1 — ) could be any constant. Assumption K is just
used to motivate the particular choice of ¢ (1 — ) given above, as the 1 — o quantile
of Jo. Assumption K also is used in results given below concerning the properties of
the hybrid test.

3. Corollary 1 holds by the proofs of Theorems 1(b) and 2(b) of AG1 with ¢, (1—a)
replaced by max{c, (1 — @), coo(1 — )} throughout using a slight variation of Lemma
3(b) in Appendix A of AGI.

The following result shows that the hybrid test has better size properties than the
subsample test.

Lemma 1 Suppose Assumptions A2, B2, C-E, F2, G2, and K hold. Then, either
(i) the addition of coo(1 — ) to the subsample critical value is irrelevant asymptotically
(ice., ep(l—a) = co(1—a) for allh € H, Mazpg, (o) = Mazg,,(a), and Maz gy (o) =
Mazgyu(a)), or (ii) the nominal level o subsample test over-rejects asymptotically (i.e.,
AsySz(0p) > «) and the hybrid test reduces the asymptotic over-rejection for at least
some parameter values.

Next, we show that the hybrid test has correct size asymptotically if ¢, (1 — «) is
maximized at A or is maximized at h° and p = 1, where p is the dimension of h; and
h*> = (00, hg) or (—o0, hy) for h = (hq, he). For example, the maximization condition
is satisfied if ¢p(1 — «) is monotone increasing or decreasing in hi, is bowl-shaped in
hi, or is wiggly in h; with global maximum at 0 or £00. The precise condition is the
following. (Here, “Quant” abbreviates “quantile.”)

Assumption Quant0. (i) (a) forall h € H, coo(1—a) > ¢p(1—a) and (b) suppeg|l —
Jn(esoll — 0)=)] = suppegll — Ja(coo(l — )]s or (i) (a) p = 1, (b) for all h € H,
cpo(l —a) > cp(l — ), (¢) Joo(Coo(l — a)—) = Joo(Coo(l — @), and (d) suppepg(l —
Jn(en(l — a)=)] = suppep [l — Jn(cn(l — a))].

The main force of Assumption Quant0 is parts (i)(a), (ii)(a), and (ii)(b). Parts (i)(b),
(ii)(c), and (ii)(d) only require suitable continuity of Jy.

Lemma 2 Suppose Assumptions A2, B2, C-E, F2, G2, K, and Quant0 hold. Then,
the hybrid test based on T, (6y) has AsySz(0y) < a.



(Alternative sufficient conditions for the Hybrid test to have AsySz(0p) < « are given
in Theorem 2 in Section 4 below, see Comment 1 to Theorem 2).

Figure 1 illustrates the asymptotic critical value (cv) functions of the hybrid, FCV,
and subsample tests for the case where v = v; € Ry, (i.e., no subvectors v, or 75
appear, p = 1, and H = R, ). The argument of the cv functions is g € H. For
example, the asymptotic subsample cv function is ¢4(1 — o) for g € H. In Figure 1, the
curved line is the subsample cv function, the horizontal line is the FCV cv function,
i.e., the constant co(1 — ), and the hybrid cv function is the maximum of the two.

In Figure 1(a), the subsample and hybrid cv functions are the same and the corre-
sponding tests have the desired asymptotic size . (The latter holds because ¢ (1 — )
is < the cv function at g for all g € R4 and ¢o(1 — «) is > the cv function at g for
all ¢ € Ry and these two conditions are necessary and sufficient for a test to have
asymptotic size « assuming continuity of Jj(-) by Theorem 2 of AG1). On the other
hand, in Figure 1(a), the FCV test has asymptotic size > a. In Figures 1(b) and 1(d),
the hybrid cv function equals the FCV cv function, both of these tests have asymptotic
size «, whereas the subsample test has asymptotic size > «a. Figures 1(a) and 1(b)
illustrate the results of Lemma 1(i) and 1(ii), respectively.

Figure 1(c) illustrates a case where the hybrid test has asymptotic size a, but
both the FCV and subsample tests have asymptotic size > «. In Figures 1(a)-(d),
Assumption Quant0 holds, so the hybrid test has correct asymptotic size, as established
in Lemma 2.

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

Example 1. This example is a continuation of Example 1 of AG1. It is a testing
problem where a nuisance parameter may be on 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;1, X42)', ErX; = (0, 1), and (X1, X;2) have correlation
p. The null hypothesis is Hg : 8 = 0, i.e., g = 0. The parameter space for the nuisance
parameter 4 is [0,00). The test statistic T,,(6p) equals T,5(0o), —T,5(6o), or |T(6o)|,
where T7¥(6p) is a t statistic based on the Gaussian quasi-ML estimator of 6 that
imposes the restriction that p € [0,00), see AG1 for details. In AG1, Assumptions A2,
B2, C-E, F2, and G2 are verified.

Table I reports maximum (over hy = lim, o1/ 2, 1/ On,h,2) ull rejection prob-
abilities (x100) for several fixed values of hy (= limy o py, ) for hybrid and several
other nominal 5% tests.®> Depending on the column, the probabilities are asymptotic

3The results in Table I are based on 20,000 simulation repetitions. For the asymptotic re-
sults, the search over h; is done with stepsize 0.05 on [0,10] and also includes the two values
hi1 = 49,999,999,999. 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



or finite-sample. The finite-sample results are for the case of n = 120 and b = 12
with 01,02, and p,, being the sample standard deviations and correlation of X;; and
Xio. To dramatically increase computational speed, here and in all of the tables below,
finite-sample subsample and hybrid results are based on ¢, = 119 subsamples of con-
secutive observations.* Hence, only a small fraction of the “120 choose 12” available
subsamples are used. In cases where subsample and hybrid tests have correct asymp-
totic 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 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 ha changed (by symmetry) and, hence, are not given. For convenience,
results for equal-tailed hybrid tests are given in Table I and are discussed here even
though such tests are only defined in Section 7 below. (The definitions are analogous
to those of one-sided and symmetric two-sided hybrid tests.) 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 as though they are precise, but of course they are
subject to simulation error.

Column 2 of Table I shows that subsample 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 52.5, respectively), and moderate size distortions for sym-
metric two-sided tests (the nominal 5% test has asymptotic level 10.1). (These are a
subset of results given in Table I of AG1.) Also, column 7 of Table 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 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 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

these stepsizes are sufficiently small to yield accuracy to within +.1.

4This 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 subsamples
is made because this reduces rounding errors when g, is small when computing the sample quantiles of
the subsample statistics. The values v, that solve vo/(gn + 1) = « 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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tests.

The asymptotic approximations for the Sub test are found to be quite good for
hy values where the (maximum) asymptotic probabilities (x100) equal 5.0. But, for
ho 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 hy = —.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 52.3 versus 52.7 for upper, symmetric, and equal-tailed tests,
respectively.

The results in Table I for the columns headed Adj-Asy, PSC-Sub, APSC-Sub, ...
are discussed below.

3 Size-Corrected Tests

In this section, we use Theorem 2 of AG1 to define size-corrected (SC) FCV, sub-
sample, and hybrid tests. The SC tests only apply when Assumption B2 holds. Typi-
cally they do not apply if the asymptotic size of the FCV, subsample, or hybrid test is
one. The methods of this section apply to Cls as well, see Section 8 below.

The size-corrected fixed critical value (SC-FCV), subsample (SC-Sub), and hybrid
(SC-Hyb) tests with nominal level v are defined to reject the null hypothesis Hy : = 6
when

T (00) > cv(1 — @),
Tn(6o) > cnp(l —a) + k(a) and
Tn(6o) > max{cyp(1 — @), coo(l —a) + K" ()}, (3.1)

respectively, where

cv(l—a) = sup ep(1l — @),

heH
rla) = sup [ep(l —a) —cg(1 —a)],
(9,h)EGH
K*(a) = sup cp(l — @) — coo(l — @), and (3.2)
heH*

H* = {h € H : for some (g,h) € GH,c4(1 — ) < cp(1 — a)}.

If H* is empty, then £*(a) = —oo by definition.
Size correction by the use of additive constants, as in (3.1), is possible under the
following assumption.
Assumption L. (i) supycpg cn(l —a) < oo and (ii) infpep cp(1 — a) > —oc.
Assumption L is satisfied in most, but not all, examples. Assumption L(i) is a

necessary and sufficient condition for size correction of the FCV test based on a non-
random critical value. Necessary and sufficient conditions for size correction of the Sub
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and Hyb tests are given in Andrews and Guggenberger (2005b). These conditions are
weaker than Assumption L, but more complicated (which is why they are not stated
here). Even these conditions are violated in some examples, e.g., in the consistent
model selection /super-efficient example in AG1. Size correction of FCV, Sub, and Hyb
tests is not possible in that example (by the type of size correction considered here).

It is possible that the FCV test cannot be size-corrected (by the method considered
here) because cv(l — ) = oo, but the SC-Sub and SC-Hyb tests still exist and have
correct asymptotic size. Also, it is possible that the SC-FCV and SC-Hyb tests exist
while the SC-Sub test does not (because k() = 00). Surprisingly, both cases arise
in the IV example considered in Andrews and Guggenberger (2005b) (depending upon
whether one considers symmetric two-sided or upper one-sided tests with Hy = [—1,0]).
These cases are covered by the necessary and sufficient conditions in Andrews and
Guggenberger (2005b).

Next we introduce some fairly mild continuity conditions.

Assumption MF. (i) For some h* € H, cp«(1 — ) = suppcpy cp(1 — ) and (ii) for all
h* € H that satisfy the condition in part (i), Jx«(x) is continuous at x = cp«(1 — ).

Assumption MS. (i) For some (g%, h*) € GH, cp+(1 — @) — cg«(1 — @) = supg pyegu
[cn(1 — @) — ¢g(1 — )] and (ii) for all (¢*, h*) € GH that satisfy the condition in part
(i), Jpx(z) is continuous at x = ¢+ (1 — ).

Assumption MH. (i) When H* is non-empty, for some h* € H*, cp«(1—a) = suppc -
ch(1—a) and (ii) for all (g, h) € GH with max{cg(1—a), coo(l—a)+K* ()} = cp(1—a),
Jp(z) is continuous at x = ¢p, (1 — ).

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

Theorem 1 (a) Suppose Assumptions A2, B2, L, and MF hold. Then, the SC-FCV
test has AsySz(0p) = .

(b) Suppose Assumptions A2, B2, C-E, F2, G2, L, and MS hold. Then, the SC-Sub
test has AsySz(0p) = a.

(c) Suppose Assumptions A2, B2, C-E, F2, G2, K, L, and MH hold. Then, the
SC-Hyb test has AsySz(0p) = a.

Comments. 1. The proof of Theorem 1 can be altered slightly to prove that lim,
sup,er Pagy (Tn(fo) > cv(1—a)) = a for the SC-FCV test under the given assumptions
(which is a stronger result than AsySz(0) = limsup,,_,, sup,er Pay~(Tn(00) > cv(1—
a)) = «) and analogous results hold for the SC-Sub and SC-Hyb tests.

2. The proof of Theorem 1 shows that the SC-FCV, SC-Sub, and SC-Hyb tests
satisfy AsySz(0p) < a without imposing Assumptions MF(i), MS(i), and MH(i), re-
spectively.

To compute cv(l — a) = suppep cn(l — @), one needs to be able to compute the
1 — a quantile of Jp, for each h € H and to find the maximum of the quantiles over
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h € H. Computation of quantiles can be done analytically in some cases, by numerical
integration if the density of J, is available, or by simulation if simulating a random
variable with distribution J, is possible. The maximization step may range in difficulty
from being very easy to nearly impossible depending on how many elements of h affect
the asymptotic distribution Jp, the shape and smoothness of ¢;(1 — «) as a function of
h, and the time needed to compute ¢, (1 — «) for any given h.

Computation of r(a) = sup(ypearlcn(l — a) — ¢g(1 — a)] for the SC-Sub test is
similar to that of cv(1 — a) except the maximization is over the larger set GH rather
than H. This makes the maximization somewhat more difficult. The maximization
step may range in difficulty from being very easy to nearly impossible depending on
the factors listed above plus the complexity of GH.

Computation of £*(«) for the SC-Hyb test is analogous to computation of cv(1 —«)
except that one also has to determine H*. That is, one has to maximize ¢, (1 — ) over
h € H subject to the restriction that h satisfies: for some (g,h) € GH, c4(1 — a) <
cn(l —a).

For a given example, one can tabulate cv(1 —«), (), and £*(«) for selected values
of a. 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 subsample and hybrid tests to that de-
scribed above is to adjust the quantile of the test rather than to increase the critical
value by a fixed quantity. Specifically, one can define quantile-adjusted SC-Sub and
SC-Hyb tests with nominal level « to reject the null hypothesis Hg : § = 6y when

Tn(00) > cnp(l —€(a)), and
Tn(00) > cpp(1 = (), (3.3)

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

sup (1= Jaley(1 — (@) ) < a and
(g,h)EGH

sup (1 —Jp (max{cy(1 = &*(@)), coo(l = £" (@)} ) < a. (3.4)
(g,h)EGH

In many cases, the two different methods of size correction give similar results. For
many examples, we prefer the method based on (3.1)-(3.2) to that of (3.3)-(3.4) because
the former are based on the explicit formulae for the adjustment factors x(a) and *(«)
given in (3.2).

5If no such largest value exists, we take some value that is arbitrarily close to the supremum of the
values that satisfy (3.4).
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4 Power Comparisons of Size-Corrected Tests

In this section, 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;,(0p), the asymptotic
power comparison is based on a comparison of the magnitudes of cv(1 — ), ¢pp(1 —
a) + k(a), and max{c, (1 — @), co(l — @) + £*(a)} for n large. The first of these
is fixed. The latter two are random and their large sample behavior depends on the
particular sequence {7, € I' : n > 1} of true parameters and may depend on whether
the null hypothesis is true or not. We focus on the case in which they do not depend
on whether the null hypothesis is true or not. This typically holds when the subsample
statistics are defined to satisfy Assumption Subl of AG1 (and fails when they satisfy
Assumption Sub2 of AG1).

From the definitions of the critical values of the SC-Sub and SC-Hyb tests and
Lemma 4(e) in Appendix A of AG1, the possible limits of the critical values under
sequences {7, ,} are

cg(1 —a) + k(o) & max{cy(l — a), co(l — ) + k™ () } for g € H. (4.1)

Hence, we are interested in the relative magnitudes of cv(1 — «) and the quantities in
(4.1). These relative magnitudes are determined by the shapes of the quantiles c4(1—a)
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 — a), coo(l — ) + k™ ()} = max{cy(1 — a),hseufg)* cep(l—a)}

< sup (1 — @) = (1 — ). (4.2)
heH
The same is not true of the SC-Sub test vis-a-vis the SC-FCV test.

Next, Theorem 2 below shows that (a) if ¢ (1 — o) < ¢g(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, see Figure 2(a); (b) if ¢;(1 — ) > ¢4(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 2(b); and (c) if
H = Hy = R, » and ¢;,(1—a) 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 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 2(f).

Figure 2(c) illustrates the case where ¢,(1 — ) is not monotone but is maximized
at g = 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 2(d) illustrates the case where c4(1 — )
is not monotone but is maximized at ¢ = oo, the Hyb, SC-Hyb, FCV, and SC-FCV cv
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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.

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, SC-Hyb test behaves like
SC-FCV test. In none of the cases considered is the SC-Hyb test dominated by either
the SC-FCV or SC-Sub tests.

We now consider three alternative assumptions concerning the shape of ¢, (1 — «),
which correspond to cases (a)-(c) above. (“Quant” refers to “quantile.”)

Assumption Quantl. c¢4(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 = Hy = Ry «, (ii) ¢5(1 — @) is uniquely maximized at
h* € (0,00), and (iii) ¢, (1 — «) is minimized at h = 0 or h = oco.

Theorem 2 Suppose Assumptions K, L, MF, MS, and MH hold.

(a) Suppose Assumption Quantl holds. Then, ()cv(l @) = SUDPp, e p, C(0,he) (1= 1),
(ii) k() =0, (iil) K*(a) = —00, (iv) max{cy(l — @), coo(1l — @) + £* ()} = cg(l —a)+
r(a), and (v) cg(1 — ) + k(o) < cv(l — ) for all g € H.

(b) Suppose Assumption Quant2 holds. Then, (i) cv(l — a) = coo(l — @), (ii)
k*(a) = 0, (iii) max{cy(l — @), co(l — ) + K* ()} = cv(1 — @), and (iv) cv(l — @) <
cg(l —a) + k(a) for all g € H.

(c) Suppose Assumption Quant3 holds. Then, (i) cv(l — a) = cp+(1 — ), (ii)
k(a) = cp+(1 — ) — co(1 — o), (iil) £*(a) = cp=(1 — @) — co(1 — @), (iv) max{ey(1 —
a),co(l —a) + k" (a)} = cwv(l —a) forall g € H, (v) cv(l —a) < ¢g(1 — ) + k()
for all g € H such that cg(1 — ) > co(1 — a) (such as g = h*), and likewise with
strict inequalities, and (vi) cv(l — a) > ¢4(1 — ) + k(a) for all g € H such that
cg(1 —a) < co(l — @) (which is an empty set if cp(1 — a) is minimized at h = 0).

Comments. 1. Theorem 2(a)(ii) shows that the standard subsample test (without
size correction) has correct asymptotic size when Assumption Quantl (and other as-
sumptions) hold. Theorem 2(a)(iii) does likewise for the hybrid test. Theorem 2(b)(ii)
shows that the hybrid test has correct asymptotic size when Assumption Quant2 (and
other assumptions) hold.

2. If Assumption Quant1 holds with a strict inequality for (g, k) = (k°, h) for some
h = (h1,h2) € H, where h® = (0,h2) € H, then Theorem 2(a)(v) holds with a strict
inequality with g equal to this value of h. If Assumption Quant2 holds with a strict
inequality for (g, h) = (h°, h) for some h = (h1, he) € H, where h® = (0, he) € H, then
the inequality in Theorem 2(b)(iv) holds with a strict inequality with g equal to this
value of h.

3. Theorem 2(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
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SC-Sub test at some (g,h) € GH. On the other hand, Theorem 2(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 of AG1 (because then their asymptotic distribution is the same under the null
and the alternative). On the other hand, if Assumption Sub2 holds, then the subsample
critical values typically diverge to infinity under fixed alternatives (at rate b%/ 2 << pl/?
when Assumption t1 holds). Hence, in this case, the SC-FCV test is more powerful
asymptotically than the SC-Sub and SC-Hyb tests for fixed alternatives. 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.

5 Plug-in Size-Corrected Tests

In this section, we introduce improved size-correction methods that exploit the
fact that in many models it is possible to consistently estimate the parameter v5. As
defined in AG1, v, is a parameter that does not determine how close 7 is to a point of
discontinuity (of the limit distribution J, of the test statistic of interest), but it affects
the limit distribution Jj. Given a consistent estimator 7,, 5 of 75, one can size correct
a test differently for different values of 7, 5, rather than size correcting by a value that
is sufficiently large to work uniformly for all v, € T'2. By size correcting based on 7, 5,
one obtains critical values that are smaller for some values of v, and, hence, this yields
a more powerful test.

The estimator 7, 5 is assumed to satisfy the following assumption.

Assumption N. 5, 5 — 7,9 —p 0 under all sequences {7, = (V,1,Vn2 Yn3) €T :
n>1}.

Assumption N holds in most models when a parameter 75 appears in 7. However, it
does not hold in an IV regression model with IVs that may be weak because 75 equals
the correlation between the structural equation error and the reduced form error in
this case, and this correlation is not consistently estimable under weak IVs.

Define

thz(l - a) = Sup c(hl,hz)(l - Oé),

hi1€H,
Khgy (Oé) = sup (C(hhhz)(l - Oé) - C(g1,hz)(1 - Oé)), and
g1,h1€H1:((g1,h2),(h1,h2))EGH
K, (@) = hseug[)* Chy o) (1 — @) — Coo(1 — ), where
1 ho
H;;Q = {hl € H; : for some g1 € Hy, (ga h) = ((glth)v (hh h2)) € GH,
& cg(1 —a) <cp(1—a)}. (5.1)
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If Hj, is empty, then RZQ(a) = —o0. The PSC-FCV, PSC-Sub, and PSC-Hyb tests are
defined as in (3.1) with cv(1 — ), k(a), and £*(a) replaced by cvy , (1 —a), K3, ,(a),
and k% (), respectively.

Clearly, s, ,(1—a) < cv(l—a) (with strict inequality whenever 7, , takes a value
that does not maximize cvp,(1 — «) over ha € Hp). 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.

For brevity, some continuity conditions, denoted Assumptions OF, OS, and OH,
that are used in Theorem 3 below, are stated in the Appendix A. Parts (ii) and (iii)
of these conditions are analogous to Assumptions MF, MS, and MH. These conditions
are not restrictive in most examples.

Theorem 3 (a) Suppose Assumptions A2, B2, L, and OF hold. Then, (i) cvqng(l —
@) — cvy, (1 —a) —p 0 under all sequences {v, = (Yn,1,Vn,2: Vn;3) € L' 1 n > 1}, and
(i) the PSC-FCYV test satisfies AsySz(0p) = a.

(b) Suppose Assumptions A2, B2, C-E, F2, G2, L, and OS hold. Then, (i) “%,2(1_
@) = Ky, (1 —a) —; 0 under all sequences {7V, = (Vn.1,VYn2:Vn3) €L :n > 1}, and
(ii) the PSC-Sub test satisfies AsySz(0g) = ov.

(c) Suppose Assumptions A2, B2, C-E, F2, G2, K, L, and OH hold. Then, (i)
/@%M(l—a)—/@fyn’z(l—a) —p 0 under all sequences {7, = (Vn1,Vn2 Yn3) €L :n > 1},
and (ii) the PSC-Hyb test satisfies AsySz(6p) = a.

Example 1 (cont.). The upper, symmetric, and equal-tailed subsample 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 sample correlation estimator. Columns 5 and 9 of Table I provide the finite-
sample (maximum) rejection probabilities (x100) 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 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 (x100) across
different hg 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%.
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6 Finite-Sample Adjustments

In this section, we introduce a finite-sample adjustment to the AsySz(0y) of sub-
sample and hybrid tests. It is designed to give a better approximation to the actual
finite-sample sizes of these tests than does AsySz(6p). The adjustments are used to
construct finite-sample adjusted size-corrected (ASC) subsample and hybrid tests, both
with and without plug-in estimation of ho. The idea of the adjustment is to retain the
actual ratio é,, = b, /n of the subsample size to the full-sample size in the approxima-
tion to the finite-sample 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 75 or 75, p = 1, and I' = [0,d] for
some 0 < d < oo. Under Assumption B2, the distribution of 7),(6p) under v can be
approximated by Jp, , where h, = n"~y. Hence, the distribution of T} () under v can
be approximated by Jy:, where hy, = by = (bn/n)"hy = 6,hy. In turn, the 1 — «
subsample quantile ¢, (1 — a) under v can be approximated by the 1 — a quantile
of Jpx = Jsrn,, Viz., csrp, (1 — a). This leads to the approximation of Py, (T (00) >
Cn,b(1 - Ol)) by

1-— Jhn(cézhn(l - Oé)) (61)

And it leads to the approximation of sup,ecp Py, ~(Tn(00) > cnp(1 — ) by

AsySzn(00) = 2161[[; (1= Jn(esrn(l —a))) . (6.2)

Suppose Jp(cg(1 — @)) is a continuous function of (g,h) at each (g,h) € GH and
Assumption C(ii) holds, i.e., 6, = by/n — 0. Then, as n — oo the quantity in (6.1)
approaches 1 — Jy(co(1 — «)) if hyy, — h € [0,00). It approaches 1 — Joo(cq(1 — @)) if
hn — oo and 6y, hy, — g € [0, 00]. Hence, for any (g,h) € GH, limy, o0 (1 —Jp,, (cs7p,, (1 —
a))) =1 — Jp(cg(1 — o)) for a suitable choice of {h, € H : n > 1}. This suggests that

lim sup(l — Jp(csrn(l —a))) = sup (1 —Ju(cy(l —a))) = AsySz(0o). (6.3)
=0 heH (9,h)eGH

It is shown below that (6.3) does hold, which implies that AsySz,(0p) is an asymptot-
ically valid finite-sample adjustment to AsySz(fp).

We now consider the general case in which vy may contain subvectors v, and 75
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 hi, and not hs, is affected by the
o; rescaling that occurs above. For a subsample test, we define

AsySzn(0o) =  sup (1= Jn(Ciornyng) (1 —a))) . (6.4)
h=(h1,h2)€H

We use the following continuity assumptions.

18



Assumption P. (i) The function (g,h) — Ju(cg(1 — )) for (g,h) € H x H is con-
tinuous at all (g,h) € GH and (ii) Maxsu(a) = Maxg,, (o), where Maxg,p(a) and
Mazxg,, (o) are defined in (6.3) of AG1.

Under the assumptions of Theorem 2(b) of AG1 and Assumption P(ii), the subsample
test has AsySz(0y) = o by Theorem 2(b) of AGI.

The following result shows that AsySz,(0y) provides an asymptotically valid finite-
sample adjustment to AsySz(0p) that depends explicitly on the ratio 6, = b, /n.

Theorem 4 Suppose Assumptions A2, B2, C-E, F2, G2, and P hold. Then, a sub-
sample test satisfies
lim AsySz,(00) = AsySz(0p).
n—oo
Comment. An analogous result holds for the hybrid test with c(sp, 4,)(1—a) replaced
by max{c(srp, hy) (1 — @), coo(l — @)} in (6.4).
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 § € (0,1) and hy € Hs, define

R(6,a) = suD (¢ hg) (1 — @) = C(o7hy ,hy) (1 — @),

h=(h1,h2)cH

Khy(0,) = Sup [C(ny hy) (1 — @) = c(smhy ny) (1 — Q)]
hi1€H,

K*(6,a) = sup cp(l —a) — coo(l — @), and (6.5)

he H* ()

Khy(0,) = SUD  ¢(ny hy)(1 — @) — coo(1 — @), where
hleH;Z(é)

H*(6) = {h € H : ¢(57hy,hy)(1 — @) <y hp)(1 — ) for h = (ha, h2)},
H;:Z((S) = {hl e H: C(yhth)(l - a) < C(h17h2)(1 — a)}

If H*(6) is empty, then x*(6,a) = —oo. If Hj () is empty, then x} (6,a) = —oc.
The ASC-Sub and ASC-Hyb tests are defined as in (3.1) with x(«) and £*(«) replaced
by k(6pn, ) and £*(6,, o), respectively, where 6, = b,/n. The APSC-Sub and APSC-
Hyb tests are defined as in (3.1) with r(a) and £*(a) replaced by s, (6n,) and
Ii}fu (6n, @), respectively. ’

n

‘We employ the following assumptions.
Assumption Q. ¢,(1 — ) is continuous in h on H.

Assumption R. Either H* is non-empty and sup,cgt cp(1 — @) < suppepg- cn(l — ),
where HT = {h € H : h = limj_o hy, for some subsequence {vy} and some h,, €
H*(b,,) for all k > 1}, or H* is empty and H*(9) is empty for all § > 0 sufficiently
close to zero.
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Assumption S. For all hy € Hy, either Hj; is non-empty and suphlem12 Clh,he) (1 — )

< SUPh, eH;_ (5) C(hl,hz)(l — «v), where H;rLZ = {h1 € Hy : hqy = limg_ 0 hy,1 for some
subsequence {v} and some hy, 1 € H;%Z (6y),) for all k > 1, where limg .0 7, 2 = h2},
or Hy is empty and Hj, (6) is empty for all § > 0 sufficiently close to zero.

Assumptions Q, R, and S are not restrictive in most examples. Whether Assump-
tions 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 — a). 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 cp(1 — @) = ¢+ (1 — @) and (ii) strictly decreasing for
h > h* with ceo(1—a) < ¢p(1—a) for all 0 < h < co. In this case, we have H* is empty
(because cp,(1 — ) takes on its minimum for A = co and its maximum at h = 0), but
h* € H*(6) for all 6 € (0,1), which contradicts Assumption R.

The ASC and APSC tests have AsySz(0y) = «, as desired, by the following Theo-

rems.

Theorem 5 Suppose Assumptions A2, B2, C-E, F2, G2, K, L, and Q hold.

(a) Suppose Assumption MS holds. Then, (i) limy, o0 k(6pn, @) = k() and (ii) the
ASC-Sub test satisfies AsySz(0p) = a.

(b) Suppose Assumption MH holds. Then, (i) liminf, oo *(6n, @) > k*(a), (ii)
the ASC-Hyb test satisfies AsySz(0o) < «, and (iii) if Assumption R also holds, then
limy, 00 6% (6p, @) = K*(a) and the ASC-Hyb test satisfies AsySz(0p) = .

Theorem 6 Suppose Assumptions A2, B2, C-E, F2, G2, K, L, N, and Q hold.

(a) Suppose Assumption OS holds. Then, (i) k5, ,(6n, ) = Ky, ,(a) —p 0 under
all sequences {7V, = (Y15 Vn2> Yn3) € I':n > 1} and (ii) the APSC-Sub test satisfies
AsySz(0p) = a.

(b) Suppose Assumptions OH and S hold. Then, (i) /fi/w (bn, ) — lﬁlfynQ(Ot) —p 0
under all sequences {7V, = (Vn1,Vn2:Vn3) €L :n > 1}, and (i) the APSC-Hyb test

satisfies AsySz(0y) = a.

Comment. Assumption R is a necessary and sufficient condition for the first result
of Theorem 5(b)(iii) to hold given the other assumptions.

Example 1 (cont.). Column 3 of Table I gives the finite-sample adjusted asymp-
totic rejection probabilities (x100) of the subsample test. These values are noticeably
closer to the finite-sample values given in column 4 than are the (unadjusted) asymp-
totic rejection probabilities given in column 2. For example, for the upper subsample
test and ho = —.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 subsample 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.
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Column 6 of Table 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 ho, is close to —1 and
1, respectively, and appropriate size-correction for other values of ho. 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.

7 Equal-Tailed Tests

This section considers equal-tailed two-sided hybrid t tests. For brevity, equal-
tailed size-corrected ¢ tests and finite-sample-adjusted asymptotics for equal-tailed tests
are discussed in Appendix A. We suppose Assumption t1(i) holds, so that T, (6p) =
Tn(0n — 00)/n.

An equal-tailed hybrid t test of Hy : 8 = 0y versus Hj : 0 # 6y of nominal level o
(€ (0,1/2)) rejects Hp when

T(00) > cpp(1—af2) or T,,(00) < cp(a/2), where
cfhb(l —/2) = max{cpp(1 — /2), co(l — /2)} and
c;?:b(a/Q) = min{c, p(/2), coo(/2)}. (7.1)

Define Max'yr g, () and MaxéEfT’Hyb(a) as Maxgy g, () and MaxéEESub(a) are
defined in Section 7 of AGI, but with max{cys(1 — @/2),co0(1 — a/2)} in place of
cg(1 — a/2) and with min{cy(/2), coo(/2)} in place of cq4(ar/2).

The proofs of Theorems 1 and 2 of AG1 can be adjusted straightforwardly to yield
the following results for equal-tailed hybrid ¢ tests.

Corollary 2 Let a € (0,1/2) be given. Let T,,(00) be defined as in Assumption t1(i).
(a) Suppose Assumptions Al, Bl, C-E, G1, J1, and K hold. Then, an equal-tailed
hybrid test satisfies
Boo o (Tn(00) > (1 — a/2) or Tu(fo) < cp(@/2))
— [1 — Jp(max{cpo (1 — a/2), coo(l — a/2)}) + Jp(min{cpo(/2), coo(v/2) }—),
1 — Jp(max{cpo(1l — a/2), coo(l — /2)} =) + Jp(min{cpo(/2), coo(r/2)}].
(b) Suppose Assumptions A2, B2, C-E, G2, J2, and K hold. Then, an equal-tailed
hybrid t test satisfies
AsySz(6o) € [Max’ET,Hyb(a),Max%}ﬂyb(a)] and
AsyMinRP(6y) € [MinE_T’Hyb(a),MinZEaHyb(a)].
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8 Confidence Intervals

This section introduces hybrid Cls and size-corrected Cls.

Hybrid CIs are defined just as subsample CIs are defined in (8.1) and (8.2) of AG1
with the critical value ¢, (1 — a) replaced by the hybrid critical value max{c, (1 —
a),Co0(l — @) }. When analyzing the properties of these Cls the parameters (0,v) are
adjusted as in Section 8 of AG1 so that € is a subvector of -y, rather than a separate
parameter, in order to recycle the assumptions and results obtained for tests and apply
them to ClIs. The assumptions are adjusted correspondingly as described in Section
8.1 of AG1.

Hybrid CIs satisfy the following results.

Corollary 3 Let the assumptions be adjusted for Cls as in Section 8 of AGI.

(a) Suppose Assumptions Al, B1, C-E, F1, G1, and K hold. Then, the hybrid CI
satisfies Py (Tu(0up) < ¢yl — @) — [Jp(max{ew(l — a),cw(l — a)}-),
Jp(max{cpo(l — a), coo(l — a)})].

(b) Suppose Assumptions A2, B2, C-E, F2, G2, and K hold. Then, the hybrid CI
satisfies  AsyCS € [inf(ypeqn Jn(max{cy(l — a),c(l — a)}—),infnear
Jp(max{cy(1l — a), (1 — a)})].

An equal-tailed hybrid ¢ CI for € of nominal level « is defined as in (8.5) of AG1
with the critical values ¢ _q 2 and cq o given by ¢, (1 —a/2) and ¢}, (a/2), defined in
(7.1), respectively. We have the following result for such ClIs.

Corollary 4 Let a € (0,1/2) be given. Let the assumptions be adjusted for Cls as
described in Section 8 of AG1. Suppose Assumptions A2, B2, C-E, G2, J2, and K
hold. Then, the equal-tailed hybrid t CI satisfies

AsyCS e [1 — Mam%_Tﬂyb(a), 1 = Maz'py g, ()]

An analogue of Theorem 4 holds regarding the finite-sample-adjusted asymptotic
sizes of subsample and hybrid Cls. In this case, AsyC'S,, is defined as AsySz, is defined
in (6.4) (or as in (12.5) for equal-tailed tests) but with supyc g replaced by infpep and
Jn, replaced by 1 — J,. For example, for upper, lower, and symmetric subsample tests,
AsyC'Sy = ifp—(ny hy)err In(Csr g hy) (1 — @)

Next, we consider size-corrected Cls. Size-corrected FCV, subsample, and hybrid
CIs are defined as FCV, subsample, and hybrid Cls are defined in (8.1)-(8.2) of AG1,
but with their critical values, ¢1_q, defined as in (3.1)-(3.2) for SC tests. The SC CIs
satisfy the following properties, which follow from Theorem 1 using the same sort of
argument as in Section 8 of AGI.

Corollary 5 Let the assumptions be adjusted for Cls as in Section 8 of AGI.
(a) Suppose Assumptions A2, B2, L, and MF hold. Then, the SC-FCV CI has
AsyCS =1—a.
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(b) Suppose Assumptions A2, B2, C-E, F2, G2, L, and MS hold. Then, the SC-Sub
CI has AsyCS =1 — a.

(c) Suppose Assumptions A2, B2, C-E, F2, G2, K, L, and MH hold. Then, the
SC-Hyb CI has AsyCS =1 — a.

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 5 and 6, rather
than as in Section 3. Size-corrected equal-tailed Cls are defined as in (8.5) of AG1 with
critical values ¢ _q/9 and ¢,/ given by the equal-tailed SC, PSC, ASC, and/or APSC
critical values for tests given in Appendix A.

9 (I for an Autoregressive Parameter

We now consider an example of the general results above. We consider FCV,
subsample, and hybrid Cls for the autoregressive parameter p in a first-order autore-
gressive (AR(1)) model with p € [-1 + &, 1] for some 0 < ¢ < 2. We also consider
size-corrected versions of these CIs. The CIs are based on inverting a (studentized) ¢
statistic constructed using the LS estimator of p.

Given that the parameter space for p includes a unit root and near unit roots,
standard FCV methods for constructing Cls based on a standard normal approximation
to the t statistic are known to be problematic. As an alternative, Romano and Wolf
(2001) propose subsample Cls for p. Mikusheva (2005, Theorem 4) shows that equal-
tailed versions of such subsample CIs under-cover the true value asymptotically (i.e.,
AsyCS < 1 — ). Her results do not provide an expression for AsyCS. Also, they
do not apply to symmetric subsample ClIs. In contrast, Corollary 3 allows one to
explicitly calculate AsyCS for subsample Cls—both equal-tailed and symmetric—as
well as for FCV and hybrid CIs. Thus, one can quantify the magnitude of the problem
with the standard FCV CI based on the normal approximation, as well as determine
the properties of subsample Cls. Furthermore, we can size-correct the subsample Cls
based on both the unadjusted and finite-sample-adjusted asymptotic formulae given in
Section 8. (Also note that Mikusheva (2005) considers a model with no intercept or
time trend, whereas we consider models with an intercept and an intercept and time
trend.)

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. We consider upper and lower one-sided
and symmetric and equal-tailed two-sided Cls for p. We summarize the asymptotic and
finite-sample results for this example here. (1) Lower one-sided and two-sided FCV Cls
and upper one-sided and equal-tailed two-sided subsample Cls have asymptotic sizes
far below their nominal level. The sizes are noticeably lower for model 2 than model
1. (2) Upper FCV, all types of hybrid CIs, and lower and symmetric subsample CIs
have asymptotic sizes equal to their nominal levels (up to simulation error). (3) The
finite-sample-adjusted asymptotic sizes for the subsample Cls that under-cover the true
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parameter provide much better approximations to the actual finite-samples sizes when
n = 130 and b = 12 than do the unadjusted asymptotic sizes. (4) All of the Cls
that have incorrect asymptotic size can be size-corrected. The ASC-Sub, SC-FCV,
and hybrid CIs all have finite-sample sizes that are good. For model 1, the sizes vary
between 92.7 and 95.3 for 95% CIs. For model 2, they vary between 92.4 and 95.8%.

We note that the same sort of 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 subsample tests of Granger causality in such models, see
Choi (2005).

We now provide the details concerning the AR(1) example. We use the unobserved
components representations of the two AR(1) models. The observed time series {Y; :
i=0,...,n} is based on a latent no-intercept AR(1) time series {Y;* : i =0, ...,n}:

Vi = a+ i+ Y,

Y =pY 4+ U, fori=1,..n, (9.1)
where {U; : i = 0,£1,42,...} are i.i.d. with mean 0, variance o2, € (0,00), and
distribution F. The distribution of Y{ is the distribution that yields strict stationarity
for {Y;* : i < n} when p < 1, ie., YJ = Z;‘;Oij,j, and is arbitrary when p = 1.
Model 1 is obtained by setting 3 = 0. Model 2 is as in (9.1). In the notation of AGI,
we have 0 =1—pe€ ©=1[0,2—¢.

Models 1 and 2 can be rewritten as

(1) Y; = a+ pYi_1 + Ui, where @ = a(1 — p), and (9.2)
(2) Y; = a+ Bi+ pYi_1 + U;, where @ = a(l — p) + pB and 3 = B(1 — p),

fori=1,..,n5

Under the null hypothesis that p = p,, = 1 — 6, the studentized ¢ statistic is given
by
T, (0n) = n(p = pn)/0, (9.3)

where 7, = n'/2, 5 is the LS estimator of p in model 1 or 2 in (9.2), and & is the
usual LS standard deviation estimator. Specifically, o2 is the diagonal element of
65(n~ " | X;X!)~'corresponding to Y;_j, where X; is the ith regressor vector in
model 1 or 2 of (9.2), and G4 is the sum of squared residuals divided by n — k, where
k is the number of regressors in the model. For upper one-sided, lower one-sided, and
symmetric two-sided tests or CIs concerning p, we take T,,(0y) = 1,5 (0), =T, (0r), and
|T7(6y)]|, respectively.

We assume that b2 /n = O(1) and n/b2 = O(1). (These assumptions are used below
to establish Assumptions HH and E and EE, respectively.)

%The advantage of writing the model as in (9.1) becomes clear here. For example, in model 1, the
case p =1 and & # 0 is automatically ruled out by model (9.1). This is a case where Y; is dominated
by a deterministic trend and the LS estimator of p converges at rate n®/2.
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In the notation of AGI, the vector of parameters is v = (vy,73), where v; = 0
(=1—p), in model 1 v3 = (o, F), and in model 2 v3 = (a, 3, F'). (Note that AG1
discusses Cls for 6, which is an element of -+, whereas here we consider ClIs for p = 1—0,
which is not an element of 7. However, a CI for § immediately yields one for p.) No
parameters vy, 02, 1y, or 1, appear in this example. The distribution of the initial
condition Yy does not appear in 73 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 is irrelevant. The parameter spaces are I'1 = © = [0,2 — ¢]
and I's = By x F, and I's = Bs X F in models 1 and 2, respectively, where By and Bs
are bounded subsets of R and R?, respectively, and F is the parameter space for the
distribution F' of U;.” In particular, we have

fZ{FlEFUiZO, O'ZU:EFU2-2>0, EF|UZ/O'U|4§M} (94)

for some M < oco. (Note that I's does not depend on <y in this example.) In the
definition of v, ,, we take 7 = 1. In Appendix B we verify the assumptions of Corollaries
3 and 4 using Lemma 2 of AG1 to verify Assumption G2. (For brevity, we verify
Assumptions E and EE only for model 1.)

In this example, H = R, . Therefore, to establish Assumption BB2, we have
to consider sequences {7V, , = (Ynn1,Ynn3) @ 7 > 1} when the true autoregressive
parameter p = p, equals 1 — 1, ,; where (i) h = oo and (ii) 0 < h < oco. Case (i)
is studied by Park (2002), Giraitis and Phillips (2006), and Phillips and Magdalinos
(2007). Case (ii) is the “near integrated” case that has been studied 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 Y yields a stationary process.
Specifically, what is relevant here is the triangular array case with row-wise strictly
stationary observations {Y;* : i < 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
model here without an intercept, but such a model can be analyzed using the results
of Andrews and Guggenberger (2006). 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

T, (0n) —q Jp under v, 5, where
Jy is the N(0,1) distribution for h = oo,

1 1
Jy, is the distribution of [ If, ,(r)dW (r)/([ IB7h(r)2dr)1/2 for 0 < h < o0,
0 0

I (s)ds,

oO~—r

Ipp(r) = Ip(r) —

"The parameter space Bi is taken to be bounded, because otherwise there are sequences a, — o0,
p,, — 1 for which &, - 0. For analogous reasons, Bs is taken to be bounded.
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1
I} (r) = In(r) + —exp(—hr)Z for h > 0 and I} (r) = W (r) for h =0,
1) = Ta(r) + = cxp(—hr) ) = W)

In(r) = ;fexp(—(r — SR)AW (s), (9.5)

W () is a standard Brownian motion, and Z is a standard normal random variable that
is independent of W(-). As defined, Ij(r) is an Ornstein-Uhlenbeck process.
For model 2, (9.5) holds except that for 0 < h < oo Jj is the distribution of

Jo [Toa(r) =12 [ T (s)sds - (r = 1/2)] dW ()

9 1/2
<f(1) [Iﬁ,h(r) — 12315 o (s)sds - (r — 1/2)} dr)

-1
(where 12 appears in the formula because (fé(r — 1/2)2dr> =12).

Figure 3 provides .95 quantile graphs of J;, —J, and |J;|. All of these graphs are
monotone in h. The graph for J; is monotone increasing in h because its upper tail
gets thinner as h gets smaller. In consequence, the upper one-sided and equal-tailed
two-sided subsample Cls under-cover the true value asymptotically and the upper FCV
CI has correct size asymptotically. The graph for —J; is decreasing in h because the
lower tail of J; gets thicker as h gets smaller. The graph for |J}| is decreasing in h
because the lower tail of J; gets thicker as h gets smaller at a faster rate than the upper
tail of J; gets thinner. Because the graphs of —J; and |J}| are decreasing in h, the
lower and symmetric subsample Cls 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 IT below) that the equal-tailed subsample CI has
incorrect size while the symmetric subsample CI has correct size asymptotically.

Table II reports the asymptotic, finite-sample-adjusted asymptotic, and finite-sample
sizes (x100) of nominal 95% ClIs for model 1 for various upper and lower one-sided and
symmetric and equal-tailed two-sided Cls, see the rows labeled Min. The parameter
space for p is taken to be [—0.9, 1.0].8 Also reported are the finite-sample coverage prob-
abilities of the CIs for several values of p.” The asymptotic and finite-sample-adjusted

8The 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 finite-sample sizes of the upper FCV and hybrid ClIs because in most practical
applications in economics, the parameter interval (—1.0,—0.9] is not of interest. If the parameter
space is taken to be [—0.999,1.0], then the finite-sample sizes of the upper FCV and hybrid CIs are
determined by their behavior when p is in [—0.999, —0.9] and they equal 91.1 and 93.8, respectively,
in model 1, rather than 93.6 and 94.8. No other ClIs are affected by the choice of lower bound of the
parameter space.

9Table II does not report asymptotic probabilities for specific values of p—it only gives the Min.
The reason is that the asymptotic results depend on h and there is no unique transformation from h
to p. For example, one could take p = 1 — h/n or p = exp(—h/n) (and note that neither of these is
satisfactory for all p in (—1,1]). Hence, it would be misleading to compare asymptotic results for p
based on an arbitrary choice of transformation with the finite sample results for p.
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asymptotic results are calculated using the results of Section 8.1 The finite-sample
results are for the case of n = 130, b = 12, i.i.d. standard normal innovations U;, and
gn = 119 subsamples of consecutive observations. Table B-I in Appendix B reports
analogous results for model 2.

In models 1 and 2, the lower one-sided and the two-sided FCV CIs (based on
the standard normal distribution, which yields equality of the symmetric and equal-
tailed CIs) strongly and severely under-cover asymptotically, respectively, see column
7 of the rows labeled Min. For example, for model 1, the two-sided FCV CI has
AsyCS (x100) = 68.9. The results for upper one-sided and equal-tailed two-sided
subsample Cls are similar, but somewhat worse, see column 2 of the rows labeled Min.
For example, for model 1, the equal-tailed subsample CI has AsyC'S (x100) = 60.1.
Hence, subsample Cls can have very poor asymptotic performance. On the other hand,
symmetric subsample ClIs have correct AsyC'S in both models, see column 2 of the row
labeled Min in panel (c) of Table II.

The upper, lower, symmetric, and equal-tailed hybrid CIs all have correct AsyC'S in
models 1 and 2, see column 10 of the rows labeled Min in Table II. This occurs because
in every case either the critical value of the FCV CI or the subsample CI is suitable.
Hence, the maximum of the two is a critical value that delivers correct asymptotic size.

The discussion above of the quantile graphs in Figure 3 leads to the following 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 subsample 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 = 12/130 show much
less severe under-rejection for the subsample Cls than the unadjusted asymptotic
results—for the cases where the subsample CIs under-reject—compare columns 2 and
3 for the rows labeled Min. For example, the equal-tailed subsample CI has adjusted
asymptotic size of 86.1, rather than 60.1, in model 1. The finite-sample sizes of the
subsample CIs for n = 130 and b = 12 are much closer to the adjusted asymptotic sizes
than the unadjusted asymptotic sizes for those cases where the subsample CI under-
covers, compare columns 2, 3, and 4 of the rows labeled Min. For the equal-tailed
subsample CI, the finite-sample size is 86.7, compared to adjusted and unadjusted as-
ymptotic sizes of 86.1 and 60.1, respectively. Hence, it is apparent that the asymptotic
size of the upper and equal-tailed subsample Cls is approached slowly as n — oo and
is obtained only with large sample sizes. In consequence, increases in the sample size

10T he results of Table II are based on 20, 000 simulation repetitions. The search over h to determine
the Min is done on the interval [—.90, 1] with stepsize 0.01 on [—.90,.90] and stepsize .001 on [.90, 1.0].
The asymptotic results are computed using a discrete approximation to the continuous stochastic
process on [0, 1] with 10,000 grid points. The size-correction values cv(l — ), k(e), and k(e 8) for
model 1 of the AR(1) example are as follows: for upper tests, x(.05) = 1.69 & (.05,.10) = 0.84; for
lower tests, cv(.95) = 2.89; for symmetric tests, cv(.95) = 2.89; and for equal-tailed tests, cv(.95) = 0.93,
k(.05) = 1.38, & k(.05,.10) = 0.53. The finite-sample results in model 1 are invariant to the true values
of a and ¢% and, hence, these are taken to be 0 and 1, respectively.
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from n = 130 makes the upper and equal-tailed subsample Cls perform worse rather
than better.

The upper and equal-tailed subsample Cls can be size-corrected, as can the lower
and two-sided FCV CIs. The ASC-Sub CI performs much better than the SC-Sub CI
because the latter is based on the unadjusted asymptotic distribution, which is highly
inaccurate and over-corrects, see columns 5 and 6 in Table II. The upper and equal-
tailed ASC-Sub Cls have finite-sample sizes of 95.3 and 94.9, see column 6 of the rows
labeled Min. The lower and two-sided SC-FCV Cls both have finite-sample size of 95.2,
see column 9 of the rows labeled Min. (No SC-Sub or ASC-Sub results are reported for
the symmetric Sub test because its asymptotic size is 94.8%, which is within simulation
error of 95%. Hence, the symmetric Sub test does not require size-correction.)

The hybrid CI needs no size-correction in any of the cases considered. Its finite-
sample sizes for n = 130 and b = 12 for upper, lower, symmetric, and equal-tailed
Cls are 94.8, 92.7, 92.7, and 95.6, respectively, in model 1, see column 11 of the rows
labelled Min. These ClIs, like the ASC-Sub Cls, are not similar asymptotically or in
finite samples, see columns 6 and 11 of the rows of Table II for specific values of p.

10 Post-Conservative Model Selection Inference

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 regressor should enter the model. A “conservative” model selection
procedure is one that chooses a correct model, but not the most parsimonious correct
model, with probability 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 results for this example are summarized as follows. The nominal 5% subsample,
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. (This is for
the parameter space Hy = [—.995,.995] for the (asymptotic) correlation ho between the
LS estimators of the two regressors.) Finite-sample sizes of these tests for n = 120 and
b = 12 are close to the asymptotic values. Hence, the asymptotic results provide good
approximations.

Plug-in size-correction methods work very well in this example (with the exception
of the APSC-Sub test). The PSC-Hyb and APSC-Hyb tests work particularly well.
Their finite-sample size for normal errors is 4.8 for upper, lower, and symmetric tests
(for Hy as above).!! The PSC-FCV test also works very well. Its finite-sample sizes
are 5.1, 5.3, and 5.2 for upper, lower, and symmetric tests, respectively. Note that the
definitions of the plug-in size-correction tests do not depend on the specification of Hs

1 Strictly speaking, hs denotes the asymptotic correlation between the LS estimators and Hy 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.

28



(because we do not restrict the estimator 7, 5 to lie in Ha).

The results above are for the parameter space Hy bounded away from 1.0 by a very
small amount: .005. Bounding Hy away from 1.0 is necessary for the asymptotic results
to hold. Furthermore, finite-sample results for |hs| extremely close to one indicate that
this condition is not superfluous. When |ha| = .999, the size-corrected tests have
finite-sample sizes between 6.9 and 7.4—still pretty good. For |ha| = .9999, however,
their finite-sample sizes are between 71 and 83. So, the size-corrected tests do not have
correct size when the parameter space for hs is the unrestricted interval [—1.0, —1.0]. For
practical purposes, this is not too much of a problem because (i) he can be consistently
estimated, so one has a good idea of whether |hg| is close to 1.0 and (ii) |ha| can be
very close to 1.0 before the size-corrected tests display any adverse behavior.

The asymptotic results of this section for FCV tests are closely related to those
of Leeb (2006) and Leeb and P&tscher (2005) (and other papers referenced in these
two papers). No papers in the literature, that we are aware of, consider subsample
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. regressors, (iv) ¢ 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 and taking their limits. The
results in Leeb and Pétscher (2005) are a two-model special case of those given in Leeb
(2006). The PSC-FCV test/CI considered here is closely related to, but different from,
the modified CI of Kabaila (1998).

The model we consider is

yi = 21,0 + 15,85 + 28,85 + og; for i = 1,...,n, where
vy = (23, w5, 2%) € RY, B = (0,82, 05)' € R, (10.1)

xt;, 75,0, By, 0,6 € R, and x3;, B3 € RE=2. 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 Hg : 8 = 6y after carrying out a model selection
procedure to determine whether x5, should enter the model. The model selection
procedure is based on a ¢ test of Hj : 35 = 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 0y, the testing results immediately yield results for a CI for 6 obtained by
inverting the test—without any need to adjust the assumptions as described in Section
8 of AGI.

The inference problem described above covers the following (seemingly more gen-
eral) inference problem. Consider the model

yi = 2T + og; for i = 1,...,n, where
2z = (2, 2) € RY, 7= (], 72) € R, (10.2)
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215,71 € R*1, and 29;, 79 € R. We are interested in testing Hg : a/T = 0 for a given
vector a € RF with a # ey, where e, = (0,...,0,1)’, after using a (fixed critical value)
t test to determine whether zo; should enter the model. This testing problem can be
transformed into the former one by writing

0=dr1,08y=r7a, B3= BT, 10.3
2 3

for some matrix B € R**(=2) such that D = [a : e; : B] € R¥** is nonsingular. As
defined, 8 = D't. Define z¥ = D712, Then, z}'3 = 27 and Hy : 6 = 0 is equivalent
to Ho : a'T = 0.

We now return to the model in (10.1). We consider upper and lower one-sided
and symmetric and equal-tailed two-sided nominal level a FCV tests of Hy : 8 = 0.
Each test is based on a studentized test statistic T},(6p), where T,(09) equals T%(6),
—T7(00), |Tx(00)|, and T (0p), respectively, and T, (0p) is defined below. The FCV
tests use critical values z1_q4, 21—, 21_q/2, and (—zl,a/Q,zl,a/g), respectively. The
subsample critical values are defined as in AG1 using Assumption Subl. In particular,
the subsample statistics are defined by {75, ; (0):7=1,...,q,}, where 0 is the “model-
selection” estimator of 6 defined below and Ty, ;(0o) is defined just as 7T;,(6p) is defined
but using the jth subsample of size b in place of the full sample of size n.

To define the test statistic 7,5(0p), 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 Yy 7'”7yn)la

= (y
X; = (€51, ..., 23,) € R for j = 1,2,

X5 = [afy : .. a) € R

Xj = Mx;X; € R" for j = 1,2, and

X = [X1: Xo] € R™2, (10.4)

where Mx: = I, — Px; and Px; = X3(X3X3)71X}. The n-vectors X; and Xj
correspond to the n-vectors X and X3, respectively, with X3 projected out.

The restricted and unrestricted least squares (LS) estimators of § and the unre-
stricted LS estimator of 35 are

0 = (X{X1) "X}y,
0 = (X, Mx,X1) " X|My,Y, and
By = (X5Mx, X5) ' XjMx, Y. (10.5)
The model selection test rejects Hy : 35 = 0 if
1/273
|Th2| = 3(n1XZ]\/4)i2X2)1/2 > ¢, where
0% = (n = k)Y Mix;xgxpY (10.6)
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and ¢ > 0 is a given critical value that does not depend on n. Typically, ¢ = z1_q/2

for some o > 0. The estimator 62 of o2 is the standard (unrestricted) unbiased LS
estimator.

The test statistic, T,5(6p), for testing Hy : § = 6y is a t statistic based on the
restricted LS estimator of & when the null hypothesis H{j : 85 = 0 is not rejected and
the unrestricted LS estimator when it is rejected:

T(00) = Tn1(00)1(|Tn2| < ) + Tn1(00)1(|Tha| > ¢), where

~ n'/2(6 — o)

Taa(B0) = G(n1X]X1)"1/2
n'/2(6 — o)

8(n_1X1MX2X1)_1/2'

and

Tni(00) = (10.7)
Note that both Tn,l(eo) and T\n?l(ﬁo) are defined using the unrestricted estimator o
of o. One could define Tvml(@o) using the restricted LS estimator of o, but this is
not desirable because it leads to an inconsistent estimator of ¢ under sequences of
parameters {3y = By, : n > 1} that satisfy 35, — 0 and n'/2B,, + 0 as n — oo.
For subsample tests, one could define T}, 1(6p) and Tn 1(6o) 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.
The “model-selection” estimator, 6, of 6 is

0=01(Tn2| < ¢) + 01(|Tn2| > ). (10.8)

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

We now show how the testing problem above fits into the general framework of
AG1 and verify the assumptions of AG1. First, we define regressors mlﬁ and x%z that
correspond to x7]; and x3;, respectively, with x3; projected out using the population
projection. Let G denote the distribution of (e;,x}). Let

Qn Qi Qi3
Q* = Egaizy € RPF and write Q* = | Q3 Q5 Q3 |, (10.9)
Q3 Q3 Q3
where Q%1, @51, Q5y € R, Q%1, Q% € R*72) and Q33 € R*=2x(=2) Define
mj_z - x] «ng(Qgg) 1Q3] fOl“j - 1 2
11 Q12
Q = Eqxjxj', where xj = (23;,3;), and Q7' = [ 02 o2 ] . (10.10)
In the notation of AG1, the parameter vector v = (v1,7,73) is given by

71 = La Y2 = Q—ma and V3 = (e,ﬁg,ﬁg,O’,G)- (1011)
J(Q22)1/2 (Q11Q22)1/2
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Note that v9 = p = AsyC’orr(@, Bg) The parameter spaces for vy, v,, and 5 are
=R, Ty=[-14+¢,1—] for some ¢ >0, and

F3(’71¢’72) = {(07/827/63707G) : 07/62 € R) ﬁ3 S Rk_2> o> 07 and for

/ - ol Q2 _ B
Q = Egz;z; and Q71 = [ o2 2 } , (1) U(@Q—g)m =

(ii) W =7z, (ill) Amin(Q) > K, (iv) Amin(Egada%;) > &,
(v) Egllz}|[*** < M, (vi) Eglleif|[*** < M,
(vil) Eg(eiz}) = 0 as., and (viii) Eg(e?|z}) =1 a.s.} (10.12)

12

for some k,6 > 0 and M < co. The parameter v, is bounded away from one and minus
one because otherwise the LS estimators of § and 35 could have a distribution that is
arbitrarily close to being singular.

The rate of convergence parameter r of AG1 equals 1/2. The localization parameter
h of AG1 satisfies h = (h1,hs) € H = Hy X Hy, where Hy = Roo and Hy = [—14(,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 Appendix B establish that the asymptotic distribution J} of T (6p)
under a sequence of parameters {7v,, = (V,1,Vn2:Vn3) : 7 = 1} as in AG1 (where
nl/Q’Yn,1 — h1, Ynp = ha, and 7, 3 € I3(75,1,Vn,2) for all n) is

Ji(x) = ®(x + hiha(1 — h3)"V2)A(hy, ¢)
v hi + hot c
+/—oo <1 -4 <(1 1_—;%)21/2’ (1 _ h%)1/2>> ¢(t)dt (10.13)

when |h1| < co. When |hi| = o0, J;(x) = ®(x) (which equals the limit as |hi| — oo of
Ji(z) defined in (10.13)). For upper one-sided, lower one-sided, and symmetric two-
sided tests, the asymptotic distribution Jp of T5,(6o) is given by J}¥, —J}, and |J;/,
respectively. (If Y ~ Jy, then by definition, =Y ~ —J; and |Y| ~ |J;|.) This verifies
Assumption B2 of AG1.

Assumptions A2, D, and E of AG1 hold automatically. Assumption C of AG1 holds
by choice of {b, : n > 1}. Assumption F2 of AG1 holds because J;(z) is continuous
in z for all h € H. Assumption G2 of AG1 is verified in Appendix B using the proof
of Lemma 4 in Appendix A of AG1l. Assumption K holds with JZ being a N(0,1)
distribution. Assumption L holds because ¢, (1 — «) is continuous in h € H and has
finite limits as |h1| — oo and/or |he| — 1 — ¢. Assumptions MF, MS, and MH hold by
the continuity of ¢, (1 — «) in h € H plus the shape of ¢ (1 — «) as a function of hy for
each |ho| < 1 —(, see Figure 4. Given the assumptions just verified, the main results
of AG1 and the present paper apply to this example.

Figure 4 provides graphs of the quantiles, c;(1 — @), of |J}| as a function of ~y > 0
for several values of hy > 0. (The quantile graphs are invariant to the signs of h; and

32



ha.) The corresponding quantile graphs for J; are remarkably similar to those for |J}|
and, hence, are not given. In Figure 4, the graphs are hump shaped with the size of the
hump increasing in |hy|. Based on the shape of the graphs, one expects the subsample,
FCV, and hybrid tests all to over-reject the null hypothesis asymptotically and in finite
samples and by a substantial amount when |hs| is large.

Table III provides null rejection probability results that are analogous to those in
Table I but for the present example.'> The finite-sample results in Table III are for
n = 120, b = 12, g, = 119, and a model with standard normal errors, and £k = 3
regressors, where z7 ; and x5 ; are independent standard normal random variables and
z3,; = 1. The asymptotic results for the Sub, FCV, and Hyb tests show that all of these
tests perform very similarly. They are found to over-reject the null hypothesis very
substantially for the upper, symmetric, and equal-tailed cases when the absolute value
of the correlation, |ho|, is large. When the parameter space Hs for hy is [—.995,.995],
the asymptotic sizes of these nominal 5% tests range from 93 to 96 (see columns 2, 7,
and 10). Even for |hs| = .8, the maximum (over h;) asymptotic rejection probabilities
(x100) of these tests range from 36 to 44.

Table III shows that the adjusted asymptotic sizes of the nominal 5% Sub and Hyb
tests (for Hy = [—.995,.995]) are slightly lower than the unadjusted ones, but they are
still in the range of 90 to 92 (see columns 3 and 11).

The finite-sample sizes of the nominal 5% Sub, FCV, and Hyb tests are very high
and reflect the asymptotic results (see columns 4, 8, and 12). They range from 91 to 95
(for Hy = [—.995,.995]). The asymptotic results provide quite good approximations for
the upper and equal-tailed tests, but less accurate ones for symmetric tests (compare
column 2 with column 4, 7 with 8, and 10 with 12). The adjusted asymptotic results
are particularly good for symmetric tests, but less good for upper and equal-tailed tests
(compare column 3 with column 4 and 11 with 12).

In sum, the Sub, FCV, and Hyb tests all have very poor finite-sample size properties.
The asymptotic results work quite well in approximating the finite-sample results.

Next, we consider size-corrected tests. For PSC and APSC methods, we use the
following consistent estimator of 7,, 5:
~ —n 11X X,
Yn,2 = (nle{XlnleéXg)l/?

(10.14)

The choice of this estimator is based on the equality v,, = Qr/ (QUQE*)1/2 =
—Qn,lg/(Qn,llngg)l/z, where Q%" and @, jm denote the (j,m) elements of Q;;! and

12The results in Table III are based on 20,000 simulation repetitions. For the finite-sample results,
the search over |8,| is done on the interval [0, 10] with stepsizes 0.0025, 0.025, and .25, respectively on
the intervals [0.0,0.8], [0.8, 3], and [3, 10] and also includes the value |5,| = 999, 999. For the asymptotic
results the search over |h1| is done in the interval [—10,10] with stepsize 0.01. The Max is taken over
|hz| 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 |y,| values in [0, 1] 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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Qn, respectively, for j,m = 1,2 (see the second equality in (16.11) below). Consistency
of V2 (i-e., Y2 — Yn2 —p 0 under {7, : n > 1}) follows from a Lemma in Appendix
B. Thus, Assumption N holds.

The PSC and APSC tests do not depend on the specification of the parameter space
for hs.

Table III reports finite-sample rejection probabilities of the PSC and APSC tests.
The PSC-Sub, PSC-FCV, PSC-Hyb, and APSC-Hyb tests (see columns 5, 9, 13, and 14)
all perform very well. The finite-sample sizes of these tests (for Hy = [—0.995,0.995])
are all in the range of 4.8 to 6.2 for upper, symmetric, and equal-tailed tests. (If one
omits the equal-tailed PSC-Sub test, the range is 4.8 to 5.3.) For all of these tests the
maximum rejection rates (over hy) do not vary too much with |hs|, which is the objective
of the “plug-in” approach. Hence, the “plug-in” approach works well in this example.
The PSC-Hyb and APSC-Hyb tests perform the same and perform particularly well.
Their sizes are 4.8 for upper, symmetric, and equal-tailed tests. The PSC-FCV test
also performs exceptionally well with finite-sample sizes of 5.1, 5.3, and 5.2 for upper,
symmetric, and equal-tailed tests, respectively.

The only size-corrected test that does not perform well is the APSC-Sub test, which
has sizes 25, 22, and 24 for upper, symmetric, and equal-tailed tests.

For Hy = [—.999,.999], the finite-sample sizes of the PSC tests lie between 6.9 and
7.4 and those of the APSC-Hyb test lie between 7.1 and 7.4. For Hy = [-.9999, .9999],
all of the SC tests have finite-sample sizes between 71 and 83. Hence, it is clear that
bounding |hg| away from 1.0 is not only sufficient for the asymptotic SC results to hold,
but it is necessary for the SC tests to have good finite-sample size. Nevertheless, |ha|
can be very close to 1.0 (i.e., .995 or less) and the SC tests still perform very well in
finite samples.
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Appendix A

This Appendix provides (i) some assumptions that are not stated in the text for
brevity, (ii) size-correction results for equal-tailed tests, and (iii) proofs of the general
results of the paper.

11 Assumptions

In Section 5, we use the following assumptions.

Assumption OF. (i) cvp,(1 — ) is uniformly continuous in hg on Hj, (ii) for each
ha € Hj, there exists some hj € Hy such that (s p,)(1 — @) = cop, (1 — a), and (iii)
for all h = (hi,h2) € H for which c;(1 — a) = cvp,(1 — ), Jp(x) is continuous at
x = cupy (1 — ).

Assumption OS. (i) kp,(«) is uniformly continuous in hs on Ha, (ii) for each hy €
Hj, there exists some gf,h} € Hp such that (¢*, h*) = ((g7, h2), (R}, he)) € GH and
Cht ha) (1 — @) = ¢(g ny) (1 — @) = £py(1 — @), and (iii) for all (g,h) € GH for which
ch(l — o) —cg(1 — ) = kny(1 — o), where h = (hq, he), Jp(x) is continuous at x =
o1 — @) + rng(1 - @)

Assumption OH. (i) £}, () is uniformly continuous in h on Ha, (ii) for each hy € Ha,
when Hj  is non-empty, we have: for some hi € Hj , cnr py)(1 — @) — coo(l — ) =
K}, (1—a), and (iii) for all h = (hq, he) € H for which ¢;(1—a) —ceo(1—a) = £} (1—a),
Jn() is continuous at x = max{cy(1 — @), coo(1 — @) + £f, (1 — @) }.

12 Equal-Tailed Size-Corrected Tests

This section introduces equal-tailed size-corrected FCV, subsample, and hybrid ¢
tests. It also introduces finite-sample-adjusted asymptotics for equal-tailed tests. We
suppose Assumption t1(i) holds, so that T;,(0p) = 7, (0n — 60)/0p.

Equal-tailed (i) SC-FCV, (ii) SC-Sub, and (iii) SC-Hyb tests are defined by (7.1)
with the critical values ¢}, (1 — a/2) and ¢ (a/2) replaced by (i) cpiz(1 — a/2) +
RET,Fiz(0) and cpiz(0/2) — KET Fiz(a), (i) cnp(l — /2) + kpr(e) and c,p(a/2) —
rer (), and (iil) max{c, p(1—0/2), coo(1—a/2)+K}p(a) } and min{c, p(/2), coo(r/2)—
ryr(a)}, respectively.

By definition, the SC factors kg Fiz(a) (€ [0,00)), kpr(a) (€ [0,00)), and Kjp ()
(€ {—o0} U[0,00)), respectively, are the smallest values that satisfy

slelg[l — Jn((criz(1 — a/2) + KET, Fie(Q))—) + Jn(criz(/2) — KET Fiz(@))] < a,

sup [1 — Jp((cg(1 — /2) + kpr())—) + Jn(cg(a/2) — kpr(a))] < a, and
(g,h)EGH
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sup [1 — Jp(max{cg(1 — a/2),coo(1 — a/2) + Kpp(a)}—) +
(g,h)EGH

Jn(min{cy(a/2), coo(a/2) = KEr(@)})] < a. (12.1)

(If no such smallest value exists, we take some value that is arbitrarily close to the
infimum.)

For each test, the condition in (12.1) guarantees that the “overall” asymptotic size of
the test is less than or equal to «.. It does not guarantee that the maximum (asymptotic)
rejection probability in each tail is less than or equal to «/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 ¢ tests are size corrected in Section 3. (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 (12.1), the equal-tailed SC-FCV, SC-Sub, and SC-Hyb
t tests have AsySz(0p) < a under the assumptions in Corollary 2(c) of AG1, Corollary
2(d) of AG1, and Corollary 2(b) above, respectively. Under continuity conditions on
Jn(z) at suitable values of x and h, such that the inequalities in (12.1) hold as equalities,
these tests have AsySz(0p) = 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 kg7 Fiz,1(a) € [0,00), Kpr1(a) € [0,00), and ﬂET’l(a) € {—o0} U[0,00)
denote the smallest values such that

sup[l — Jp((cpiz(1 — @/2) + KT Fiz1 (@) )] < /2,

heH
sup (1 — Jp((cg(l — a/2) + kEra(0))—)) < /2, and
(g,h)EGH
sup (1 — Jp (max{cg(1 — /2), coo(l — a/2) + Kpp ()} —)) < /2. (12.2)

(g,h)EGH

Next, let kKpr Fiz2(a) € R, kpra(a) € R, and Kpra(a) € {—c0} U R denote the
smallest values such that

sup[l — Jn((criz(1 — a/2) + kET,Fiz,1 (@) =) + Jn(criz(/2) — KET Fiz2(®))] < o,

heH
sup [1 — Jn((cg(1 —/2) + kpri(a))—) + Jn(cg(e/2) — kpr2(a))] < o, and
(g9,h)EGH
sup [1 — Jp(max{cy(1 — /2), coo(l — @/2) + Kpp () }—) +
(g9,h)EGH
Jn(min{cg(r/2), co(a/2) — Kprp(a)})] < o (12.3)

The “alternative” SC equal-tailed FCV test rejects Hy if T,(60) > criz(1 — a/2) +
KET,Fiz,1(0) or T,,(00) < crig(@/2) — KET Fig2(). The “alternative” SC equal-tailed
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Sub and Hyb tests are defined analogously. We use “alternative” SC equal-tailed tests
in the Parameter of Interest Near a Boundary Example given in Andrews and Guggen-
berger (2005b). For all of the other examples, we use the SC equal-tailed tests defined
in (12.1).

If a parameter v, appears in v and v, 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 de-
fined above, but with kpr Fiz(a), ker(e), and kpr(a) replaced by Kpr Fizg, (@),
/@ET,%’z(a), and KET’% 2(a), respectively. Here, the PSC factors kg7 pign, () (€
[0,00)), KETH,(a) (€ [O, 00)), and K, (a) (€ {—oo} U [0,00)) are defined to be
the smallest values that satisfy:

sup [1 — J(ny o) ((cFiz(1 — a/2) + KET Pizpy (@) =) +
h1€H1
J(hy ho) (CPiz(@)2) = KET Fiz hy (@))] < @,
sup (1 = J(hy ho) ((C(gr,n) (1 — @/2) + KpT Ry (@) —) +
g1,h1 €H1:((91,h2),(h1,h2))EGH
J(h17h2)<c(g1,h2)(a/2) — RET,hy (a))] < a, and

sup [1— J(hl’hZ)(maX{C(gth)(l —a/2),co0(l —a/2) +
gl,hl€H1:((g1,h2),(h1,h2))€GH

REThs ()} =) + J(hy by (Min{c(g, py) (/2), Coo(@/2) = Kprp, ()] < @ (12.4)

The PSC-FCV, PSC-Sub, and PSC-Hyb tests all have AsySz(6y) < a under Assump-
tion N and the assumptions of Corollary 2(c) of AG1, Corollary 2(d) of AG1, and
Corollary 2(b) above, respectively. (The proof is analogous to the proof of Theorem
3(a)(i), 3(b)(i), and 3(c)(i) combined with the proof of Theorem 1.) These tests have
AsySz(6y) = a provided the inequalities in (12.4) hold as equalities.

The finite-sample adjustments introduced in Section 6 do not cover equal-tailed

tests. For equal-tailed subsample tests, we define the following finite-sample adjustment
to AsySz(0o):

AsySzy (o) = 21612[1 — Jn(csr by he) (1= a/2)=) + Jn(cesr by ng) (/2))]. (12.5)
With the function that appears in Assumption P(i) altered to (g,h) — Jx(cg(1 —
a/2)=) = Jn(cg(/2)) and with Max'gr g, () = Ma:n%}ysub(a) in place of Assumption
P(ii), the result of Theorem 4, viz., AsySz,(6p) — AsySz(6p), holds for equal-tailed
subsample tests.

Based on (12.5), we introduce finite-sample adjustments that can improve the as-
ymptotic approximations upon which the equal-tailed SC and PSC subsample and
hybrid tests rely. Equal-tailed ASC and APSC subsample and hybrid tests are defined
just as SC subsample and hybrid tests are defined, but using kg1 (6n, @), K (6n, @),
KET3, ,(0n, ) and ’{*ET»%,Q (0n, ) in place of kpr(o) and Kp(a). The ASC factors
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ker(6,a) (€ [0,00)) and Khp(6,a) (€ {—o0} U [0,00)) are defined to be the smallest
values that satisfy:

sup  [1 = Jiny ho) (€87 Ry o) (1 — @0/2) + kBT (6, ) =) +
(hl,hz)EH
J(h1,h2)(c(5rh1,h2)(a/2) - K;ET<67 Ck))] < a and

sup (1 — Jiny ) (max{c(srn, py) (1 — /2), coo(l — /2) + KEp(6, @) }—) +
(hl,hz)EH

J(h,he) (In{csmhy ng) (@0/2), Coo(@/2) — Kpr(6, a)})] < o (12.6)

The APSC factors kpr,n, (6, ) (€ [0,00)) and Kp . (6, ) (€ {—o0} U[0,00)) are
defined to be the smallest values that satisfy:

sup [1 — J(ny ho) ((€(57hy ho) (1 — @/2) + KET 1,y (8, @) =) +
hi€H;

J(h1,h) (C(67 1 o) (@ 2) — KET 1y (6, @))] < v and
S (1 = J(hy ko) (Max{c(srny hy) (1 — @/2), coo(1 — /2) + Kpp, (6, ) } =) +
1€,

(b o) (I C(67y hy) () 2) Coo () 2) = K, (6, @) })] < v, (12.7)

The ASC and APSC tests have AsySz(6y) = a under conditions that are similar
to those given in Section 6. For brevity, we do not give details.

13 Proofs

For notational simplicity, throughout this section, we let cg, cp, Coo, Cnp, and cv
abbreviate c4(1 — @), cp(1 — @), co(l — @), cnp(1 — ), and cv(1 — «), respectively.

Proof of Lemma 1. If ¢ > ¢ for all h € H, then Maxy,, (o) = Maxg,,(a) and
Mazx gy (o) = Maxsy(a) follows immediately. On the other hand, suppose “c; > coo
for all h € H” does not hold. Then, for some g € H, ¢; < cx. Given g, define
hi = (hl’l,...,th)l € Hy by hl,m = +oo if gm > 0, hl,m = —oo if gim < 0,
him = 400 or —oo (chosen so that (g,h) € GH) if g1, = 0 for m =1, ..., p, and define
ha = g2. Let h = (hi, he). By construction, (g,h) € GH. By Assumption K, ¢; = ¢c.
Hence, we have

Mazgy(a) > 1 — Jyp(cq) > a, (13.1)

where the second inequality holds because ¢y < ¢ = ¢ and ¢ is the infimum of
values x such that Jy(z) > 1 — «a or, equivalently, 1 — Jy(z) < . Equation (13.1) and
Theorem 2(b) of AG1 imply that AsySz(6p) > a for the subsample test. The hybrid
test reduces the asymptotic over-rejection of the subsample test at (g, h) from being at
least 1 — Jp(cg) > o to being at most 1 — Jp(coo) = 1 — Jp(cn) < a (with equality if
Jn(+) is continuous at cp). O
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Proof of Lemma 2. Suppose Assumption Quant0(i) holds. Then, we have

Mazy, (o) = sup [1 = Jp(max{cy, coo}—)] = sup[l — Ja(Coo—)]

(9:h)€GH heH
= sup[l — Jp(coo)] < sup[l — Jp(cn)] < «, (13.2)
heH heH

where the second equality and first inequality hold by Assumption Quant0(i)(a), the
third equality holds by Assumption Quant0(i)(b), and the last inequality holds by the
definition of ¢y,.

Next, suppose Assumption Quant0(ii) holds. By Assumption Quant0(ii)(a), p = 1.
Hence, given (g,h) € GH either (I) |hi 1| = oo or (II) |h11] < co. When (I) holds,
Jn = Joo by Assumption K and

1 — Jp(max{cg, oo} —) <1 = Joo(Coo—) =1 = Jso(Co) < a, (13.3)

where the equality holds by Assumption Quant0(ii)(c). When (II) holds, g must equal
Rh° by the definition of GH. Hence,

1—Jp(max{cg, oo} —) < 1=Jp(cpo—) < sup[l—Jp(cp—)] = sup[1—Jp(cn)] < o, (13.4)
heH heH

where the second inequality holds because c;o0 > ¢; by Assumption Quant0(ii)(b) and
the equality holds by Assumption Quant0(ii)(d). O

Proof of Theorem 1. First we note that Assumption L implies that cv(1 — ), k(«),
and x*(a) are well-defined (i.e., finite).
Below we show that cv(1 — ), k(a), and £*(«) satisfy

sup [l — Jp(co(1 —a)-)] < a,

heH
sup (1 — Jp((cg(1 — ) +K(a))—)) < a and
(g,h)EGH
sup (1 — Jp (max{cy(l — a),co(l — ) + 6™ (a)}—)) < a, (13.5)

(g9,h)eGH

respectively. Given (13.5), Theorem 2(a) of AG1 applied with ¢piz(1 — ) = cv implies
that the SC-FCV test satisfies AsySz(0y) < suppcp[l—Jn(cv—)] < a, where the second
inequality holds by (13.5). Theorem 2(b) of AG1 with ¢, + () in place of ¢, ; implies
that the SC-Sub test satisfies AsySz(6o) < sup (g pyem[l — Jn((cg+r(a))—)] < o, where
the second inequality holds by (13.5). Corollary 1(b) with max{cy p, ceo+£* () } in place
of max{cnp, oo} implies that the SC-Hyb test satisfies AsySz(0o) < sup(ypyen(l —
Jp(max{cy, oo + £*() }—)] < o, where the second inequality holds by (13.5). Hence,
AsySz(6y) < a for SC-FCV, SC-Sub, and SC-Hyb tests. Below we show that the
reverse inequality also holds.
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We now show that the first inequality in (13.5) holds. For h € H, if ¢ <
SUPptem Cht, then

Jn | sup cpi— | = Jp(cen) > 1—a, (13.6)
hteHd

where the first inequality holds because Jj, is nondecreasing and the second inequality

holds by the definition of c;. For h € H, if ¢, = supptcp cit, then

Jn | sup epi— | = Jp(en—) =1—a, (13.7)
hteH

where the last equality holds by Assumption MF(ii). For cv defined in (3.2), (13.6)
and (13.7) combine to give

sup[l — Jp(cv—)] = sup[l — Jp(sup ¢pi—)] < a. (13.8)
heH heH hteH

Hence, cv satisfies (13.5).
Next, we prove that the second inequality in (13.5) holds. For (g,h) € GH, if
ch < Cg + SUP(gt piyear[Cht — Cgt]; then we have

I ((eqg + k(a))=) = Jn ((cg +  sup [ept — ng-])—> >Jp(cp) >1—a, (13.9)
(¢t,hT)eGH

where the first inequality holds by the condition on (g,h) and the fact that J is
nondecreasing.
For (g,h) € GH, if ¢, = cg + Sup(gt ptyequlCht — C4t], then we have

I ((eg + k(a))=) = Jn ((cg + sup ept — Cgf])—> =Jp(cp—)=1—0a, (13.10)
(gt,nt)eGH

where the second equality holds by the condition on (g, k) and the last equality holds
by Assumption MS(ii). Combining (13.9) and (13.10) gives sup(y pyecull — Jn((cg +
k(a))—)] < a, as desired.

The third inequality in (13.5) holds by the following argument. Because ¢ +
K* (@) = Suppc g+ ¢, we need to show that sup g pyeqp[1—Jn(max{cy, supp«cp+ chr }—)]
< a. For all (9,h) € GH, we have max{cy,Supp«cp= ch=} > cp because max{c,
SUpp«cps Ch+ b < cp, implies that ¢4 < c¢p, which implies that h € H*, which implies
that supy«cp«cp > cp, which is a contradiction. Now, for any (g,h) € GH with
max{cy, SUPp«c g+ Ch+} > cp, we have 1 —Jp,(max{cy, supp«cp« cp}—) < 1=Jp(cn) <
as desired. For any (g,h) € GH with max{cg, supy«cp+ cp+} = cp, Assumption MH(ii)
implies that Jj,(x) is continuous at & = ¢j. Hence, 1 — Jp(max{cy, coc + k*(a)}—) =
1 — Jp(ep—) = 1 — Jp(cp) = a, which completes the proof of the third inequality of

40



(13.5). This concludes the proof that AsySz(6p) < « for the SC-FCV, SC-Sub, and
SC-Hyb tests.

We now prove that these tests satisfy AsySz(6p) > «. By Theorem 2(a) of AG1
applied with cpiz(1 — o) = cv, the SC-FCV test satisfies AsySz(0g) > suppepg[l —
Jp(cv)]. Using (3.2) and Assumption MF(i), cv = suppep cn, = cp+ for some h* € H.
Hence,

sup[l — Jxp(cv)] = sup[l — Jp(cp+)] > 1 — Jp=(cn+) = a, (13.11)
heH heH
where the last equality holds by Assumption MF(ii). In consequence, for the SC-FCV
test, AsySz(0p) > a.

Next, by Theorem 2(b) of AG1 with ¢, + £(a) in place of ¢, p, the SC-Sub test
satisfies AsySz(0o) > supg pyequll—Jn(cgt+r(a))]. Using (3.2) and Assumption MS(i),
k(a) = cp» — g+ for some (g%, h*) € GH as in Assumption MS(i). Hence,

sup [1—Jp(cg+r(a))] = sup [I—Jp(cgtcpx—cge)] > 1—Jp=(cp+) = o, (13.12)
(9:h)eGH (g,h)eGH

where the last equality holds by Assumption MS(ii). In consequence, for the SC-Sub
test, AsySz(0p) > a.

Lastly, Corollary 1(b) with max{c, p, ceo +£* ()} in place of max{cy p, cx} implies
that the SC-Hyb test satisfies

AsySz(0g) > sup [l — Jp(max{cy, oo + K" (a)})]. (13.13)
(g,h)eGH

If H* is not empty, then using (3.2) and Assumption MH(i), k*(a)) = ¢p» — coo for some
h* € H* as in Assumption MH(i). By the definition of H*, there exists g* such that
(¢*,h*) € GH and cg+ < cp+. In consequence, the right-hand side of (13.13) equals

sup [1 — Jp(max{cg,cp+})] > 1 — Jp=(max{cgs,cp+}) =1 — Jp=(cp+) = a, (13.14)
(g,h)EGH

where the first equality uses cg= < ¢+ and last equality holds by Assumption MH(ii)
because (¢g*,h*) € GH satisfies ¢p» = supycp+ ¢, = max{cg«, supye g« cp}. Combining
(13.13) and (13.14) gives AsySz(6y) > a.

If H* is empty, then k*(a) = —oo, (h°, h°%) € GH, where h® = (0, hy)’ for arbitrary
ho € Hy, and we have

sup [1 — Jp(max{cy, coo + K" (a)})]
(g,h)EGH

= sup [1—Ju(cg)] >1— Jpolcpo) =0, (13.15)
(g,h)eGH

where the last equality holds by Assumption MH(ii) because cyo = max{cyo,Coo +
k*(a)}. Combining (13.13)—(13.15) gives AsySz(0p) > « for the SC-Hyb test. O
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Proof of Theorem 2. Part (a)(i) follows from the definition of cv in (3.2) and
Assumption Quantl. Part (a)(ii) holds by definition of k(a) in (3.2) and the fact
that ¢, — ¢, < 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 (3.2) 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 (3.2).

Next, we prove part (b)(i). Given any g = (91,92) = (91,1, -, 91,9, g2) € H, let
9%° = (91°, 92) = (9735 -+, 975 92) € H be such that g75, = +00if g1, > 0, g5, = —00
if g1m < 0, g75, = +00 or —o0 (chosen so that ¢>° € H) if g1, = 0 for m = 1,...,p.
By Assumption Quant2, ¢, < ¢4 because (g, ¢*°) € GH. By Assumption K, cgoo = oo
for all g € H. Hence, cv = supj,cg ¢, = Cs0, Which proves part (b)(i).

We now prove part (b)(ii). By Assumptions Quant2 and K, H* is not empty and
SUPpcr+ Ch = Coo. In consequence, k*(a) = 0 by definition of x*(a) in (3.2). Part
(b)(iii) follows from parts (b)(i) and (b)(ii) and ¢4 < co by Assumptions Quant2 and
K. We now prove part (b)(iv). By part (b)(i), it suffices to show that ¢4 + k(a) > cxo
for all ¢ € H. By the definition of x(a) in (3.2) and Assumptions Quant2 and K,
k() = coo — infpyem, C(o,h,y)- Hence, ¢y + k() = g+ coo — infpyeH, €(0,h4) = 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 x(«a)
in (3.2) and Assumptions Quant3(ii) and Quant3(iii). Part (c)(iii) holds by definition
of K*() in (3.2) and Assumption Quant3(ii). Part (c)(iv) holds because max{cy, coo +
k*(a)} = max{cg,cpr} = cp+ = cv using parts (c)(i) and (c)(iii). Parts (c)(v) and
(c)(vi) hold because cv = ¢+ by part (c)(i) and ¢g+r(a) = cp= +cg — co by part (c)(ii).
(]

Proof of Theorem 3. The results of parts (a)(i), (b)(i), and (c¢)(i) hold by an
extension of Slutsky’s Theorem (to allow ,, 5 to depend on n) using Assumption N
and the uniform continuity of the functions in Assumptions OF(i), OS(i), and OH(i),
respectively. The proof of parts (a)(ii), (b)(ii), and (c)(ii) is split into two steps. In
the first step, we consider the PSC tests with 7, 5 replaced by the true value v, ,.
In this case, using parts (ii) and (iii) of Assumptions OF, OS, and OH, the results of
parts (a)(ii), (b)(ii), and (c)(ii) hold by a very similar argument to that given in the
proof of Theorem 1. In the second step, the results of parts (a)(i), (b)(i), and (c¢)(i) are
combined with the results of the first step to obtain the desired results. This step holds
because the results of parts (a)(i), (b)(i), and (c¢)(i) lead to the same limit distributions
for the statistics in question whether they are based on 7, , or the true value -, 5 by
the argument used in the proof of Theorem 2(b) of AG1. O
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Proof of Theorem 4. Under Assumptions A2, B2, C-E, F2, and G2, Theorem 2 of
AG1 combined with Assumption P(ii) shows that

AsySz(0g) = sup (1 — Jx(cg(1 —a))). (13.16)
(g,h)EGH

First, we show that

liminf AsySz,(00) > AsySz(0o). (13.17)

n—oo

Given (g,h) = ((g1,h2), (h1,h2)) € GH, we construct a sequence {h, = (hn1,hn2)
€ H : n > 1} such that (gn,hn) — (9,h) as n — oo, where g, = (gn1,0n2) =
(67 hn 1, hn2). Define hy 2 = hy for all n > 1. We write hy = (h1,1, ..., h1p)" and hp1 =
(hni1y s hnp). For m =1, ..., p, define

hn,l,m = hl,m if gim = 0& |h1,m’ < 00

hnim = (n/bn)"?  if g1m =0 & hym = 00

hn,l,m = —(n/bn)T/Z if gl,m =0 & hl,m = —0

hpim = (0/bn) " g1m  if g1m € (0,00) & hy 4 = 00 (13.18)
hnam = (n/bn) " g1,m if g1m € (—00,0) & hipm = —00

hinim = (n/by)?" if g1,m = 00 & him = 00

hnim = —(n/bp)? if gim = —00 & hy;m = —00.

As deﬁned) (gn,lyhn,l) = (6;hn71,hn’1) - (gl7h1) and (gn7hn) - (gv h’)
We now have

liminf AsySz,(0p) = liminf  sup (1 — Jn(c@rngng) (1 —a)))

n—oo n—00 h*(hl,h2)
> liminf (1 — Jp, (€57 hp 1 hn2) (1 — @)
= liminf (1 — Jp, (cg, (1 — 04)))
= 1— Jalcg(1—a)), (13.19)

where the second equality holds by definition of g, and the last equality holds by
Assumption P because (gn, hn) — (g, h). Given (13.16), this establishes (13.17) because
(13.19) holds for all (g,h) € GH.
Next, we show that limsup AsySz,(0y) < AsySz(0p). For h = (h1,h2) € H, let
n—od

Tn(h) = 1 — Jn(cisr by he) (1 — @)). (13.20)

By definition, AsySz,(0o) = suppecg Tn(h). There exists a sequence {h, € H : n > 1}
such that
limsup sup 7,(h) = limsup 7, (hy). (13.21)

n—oo heH n—00

There exists a subsequence {u,} of {n} such that

limsup 7y, (hy) = lim 7y, (hy,)- (13.22)

n—oo
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There exists a subsequence {v,} of {u,} such that
(h’vn,l? hU'rL;Q? 6?ln)nh"uny1) - (hT’ h;’ g:T) (1323)

for some hj € Hi, hi € Ha, g7 € Hy, where (g%, h*) = ((g1, h3), (hi, h3)) € GH.
Hence, we have

limsup AsySzn(6p) = lim 7y, (hy,) = lm 74, (hy,)

n—o0 n—0o0

= lim <1 - thn (C(6znhvn,17hvn,2)(1 — Ol))) =1 Jh* (Cg*(l - Oé))

n—oo

< sup (1= Jip(eg(l —a))) = AsySzy(0o), (13.24)
(g,h)EGH

where the fourth equality holds by Assumption P and (13.23). This completes the
proof. [

Proof of Theorem 5. Part (a)(i) holds by the proof of Theorem 4 with 1 —
Jn(csr b hg)) and 1 — Jx(cg) replaced by c(n, hy) — C(67hy he) a0d ¢ — g, respectively,
using Assumption Q in place of Assumption P. Next, we show part (a)(ii). Using part
(a)(i), by the same argument as used to prove Theorem 2(b) of AG1, AsySz(0y) for
the ASC-Sub test equals AsySz(0p) for the SC-Sub test. By Theorem 1(b) above, the
latter equals a.

Now, we prove part (b)(i). If H* is empty, then lim inf, oo SUPpepr+(s,) ch > —00 =
Suppep+ ch. If H* is non-empty, for any (g, h) € GH such that h € H*, define (gp, hy) €
GH as in (13.18). By (gn,hn) — (g,h), Assumption Q, and ¢4 — ¢;, < 0, we obtain
Cgn — Ch,, < 0 and h, € H*(6,) for all n sufficiently large. Hence,

liminf sup ¢, > liminf ¢, = ¢y, (13.25)
n0 heH*(6,) n—00

where the equality uses h,, — h and Assumption Q. This inequality holds for all h € H*.
Hence, lim inf,, o SUPpepr+(s,,) Ch > SUPpep+ ¢ and part (b)(i) holds.

Next, we show part (b)(ii). Using part (b)(i), by the same argument as used to
prove Theorem 2(b) of AG1, AsySz(0y) for the ASC-Hyb test is less than or equal to
AsySz(6y) for the SC-Hyb test. By Theorem 1(c), the latter equals a.

To show that the first result of part (b)(iii) holds, first suppose that H* is empty.
Then, x*(a) = —oo, H*(6) is empty for § > 0 close to zero by Assumption R, and
K*(6p,a) = —oo for n sufficiently large. Next, suppose that H* is non-empty. Then,
using Assumption R, it suffices to show that imsup,, ., SuPpep=(s,) Ch < SUPpeqt Ch-
As in (13.20)-(13.23), there exists a sequence {h, € H*(6,) : n > 1}, a subsequence
{up} of {n}, and a subsequence {v,} of {u,} such that

limsup sup ¢, =lim ¢, , (13.26)
n—oo  heH*(6y) n—oo

(Mo, 15 by 2) = (R, hg) = B%5 and (6, oy 15 oy,2) = (975 ha) = g7
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for some (¢*, h*) € GH. Since hy,, = (hy, 1, ho,,2) € H*(6,,) for all n, we have h* € HT
by definition of HT. This, (13.26), and Assumption Q yield

limsup sup ¢, = lim cp, = cpe < sup cp, (13.27)
n—oo heH*(6,) n—oo hcHt

which establishes that part (b)(i) holds with > replaced by = . Given this, part (b)(ii)
holds with > replaced by = by the same argument as given for part (b)(ii) above.
Hence, part (b)(iii) holds. O

Proof of Theorem 6. We use the result that a sequence of random variables { X,
n > 1} satisfies X,, — 0 iff for every subsequence {u,} of {n} there is a subsequence
{vn} of {u,} such that X, — 0 a.s. To prove part (a)(i), we apply this result with
X, = mynﬂ(én,a) - m,ng(oz). Hence, it suffices to show that given any {uw,} 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, o — 7, 5 to guarantee that there
is a subsequence {v,} of {u,} for which 7, o —=, o — 0 as. using Assumption
N. The subsequence {v,} can be chosen such that Yon2 — ho for some hy € Hs
because every sequence in Hs has a convergent subsequence given that Hs is compact.
Now, the argument in the proof of Theorem 4 applied to the subsequence {v,}, with
1-— Jh(c(éznhl,hz)) and 1— Jp(cy) replaced by c(p, py) — C(87 hahy) @nd cp — Cg, and using
Assumption Q in place of Assumption P, gives the desired result.

Part (b)(i) holds using similar subsequence arguments to those above combined with
variations of the proofs of parts (b)(i) and (b)(iii) of Theorem 5 with H*, H*(6,), HT,
and Assumption R replaced by Hj , H} ( n), H h , and Assumption S, respectively.

Given the results of parts (a)(i) and ( )(1) parts (a)(ii) and (b)(ii) are proved using
the same argument as used to prove part (b)(ii) of Theorem 3. OJ
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Appendix B

In this Appendix, we provide three sets of results. First, we define a size-
corrected combined (SC-Com) test that combines the SC-Sub and SC-Hyb tests. Sec-
ond, we provide a table of asymptotic and finite sample results for model 2 of the
Autoregressive Parameter Example. Third, we verify assumptions for the Autoregres-
sive Parameter Example and Conservative Model Selection Example considered in the
paper.

14 Size-Corrected Combined Test

Theorem 2(c)(iv)-(vi) and Figure 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. This is illustrated in Figure 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
k() and £*(«) in cases where both the subsample and hybrid tests need size correction.
Furthermore, in most 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. For example,
this occurs in the cases illustrated in Figures 2(a)-(e).

The size-corrected combined (SC-Com) test rejects Hy : 0 = 0y when

Tn(00) > cncom(l — a), where (14.1)
n,com(l —a) = min{ep (1 — o) + £(a), max{c, (1 — @), coo(1 — ) + K" () }},

where the constants k(«) and £*(«) are defined in (3.2).
The following result shows that the SC-Com test has AsySz(0p) = .

Theorem 7 Suppose Assumptions A2, B2, C-E, F2, G2, K, L, MS, and MH hold.
Then, the SC-Com test satisfies AsySz(0p) = .

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 (4.2), 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 (14.1) with x(«) and x*(«) replaced by
K3, ,(a), and ﬂ%ng(a).
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3. An ASC-Com test can be defined as in (14.1) with x(«) and *(«) replaced
by K(6n,a) and k*(6p, @), respectively. Suppose Assumptions A2, B2, C-E, F2, G2,
K, Q, L, MS, and MH hold. Then, the ASC-Com test satisfies AsySz(6y) = a. This
holds by the argument in the proof of Theorem 7 using the results of parts (a)(i) and
(b)(i). (Note that the result of part (b)(iii) is not needed for this argument and, hence,
Assumption R is not needed for the result stated.)

4. An APSC-Com test can be defined as in (14.1) with x(«a) and x*(«) replaced by
mz!n(én, «) and K%Z n((Sn, «), respectively. Suppose Assumptions A2, B2, C-FE, F2, G2,
K, N, Q, L, OS, OH, and R hold. Then, the APSC-Com test satisfies AsySz(0p) = a.
The proof of this follows from parts (a) and (b) of Theorem 6 and its proof.

Proof of Theorem 7. By the same argument as in the proof of Theorem 2(b) of
AGI1, the SC-Com test satisfies

AsySz(6o) (14.2)
< sup [1— Jp(min{cy(1 — @) + k(a), max{cg(l — @), co(l — @) + K™ (a) } }—)].
(g,h)EGH

By the proof of Theorem 1, the constants x(a) and £*(«) defined in (3.2) are such that
(13.5) holds and hence for all (g, h) € GH,

1 — Jn(cg(l —a) 4+ k(a)—) < a and
1 — Jp(max{cg(l — @), coo(l — @) + k" (a)}—) < a. (14.3)

Equations (14.2) and (14.3) combine to give AsySz(6y) < a.

The SC-Com test has AsySz(0p) > « because its AsySz(0y) 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 1(b). O

15 CI for an Autoregressive Parameter

This section provides (i) Table B-I, which is analogous to Table II but for model 2
instead of model 1,'% and (ii) verification of the assumptions for this example.

The general features of Tables I and B-I are the same. The primary difference
between these tables is that the asymptotic, adjusted asymptotic, and finite-sample
sizes of the upper and equal-tailed FCV and Sub CIs are noticeably lower for model 2

13The results are based on 20,000 simulation repetitions. The search over h to determine Min is
done on the interval [—.90,1.00] with stepsize 0.01 on [—.90,.90] and stepsize .001 on [.90,1.0]. The
asymptotic results are computed using a discrete approximation to the continuous stochastic process
on [0,1] with 10,000 grid points. The size-correction values cv(1 — &), k(e), and x(a, §) for model 2
of the AR(1) example are as follows: for upper tests, x(.05) = 2.55 & x(.05,.10) = 1.27; for lower
tests, cv(.95) = 3.41; for symmetric tests, cv(.95) = 3.41; and for equal-tailed tests, cv(.95) = 1.43,
k(.05) = 2.30, & £(.05,.95) = 1.00. The finite-sample results in model 1 are invariant to the true values
of a and % and, hence, these are taken to be 0 and 1, respectively.
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than model 1. For example, the finite-sample sizes of nominal 95% equal-tailed FCV
CIs are 69.7 in model 1 and 38.8 in model 2. For Sub ClIs, the corresponding sizes
are 86.7 and 79.4. The Hyb CI and the ASC CIs perform well in terms of size in both
models 1 and 2.

15.1 Verification of Assumptions

Here we verify the assumptions of Corollaries 3(b), 4, and 5 which apply to Cls,
viz., Assumptions A2, B2, C-E, F2, G2, J2, K, L, MF, MS, and MH, for the AR(1)
Example. We use Lemma 2 of AG1 to verify Assumption G2. Lemma 2 of AG1 requires
verification of Assumptions t1, Subl, A2, BB2, C, DD, EE, and HH. These assumptions
also imply Assumptions B2 and D.

The statements in this section hold for both models 1 and 2. Assumption t1 holds
with 7,, = n'/2 by definition of T*(6p). Assumptions Subl and A2 clearly hold. As-
sumption 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 ¢ = 1,...,n and the
fact that the test statistic 7, (6p) is invariant to the initial condition. Verifications of
Assumptions E and EE are given in Sections 15.3 and 15.4 below for model 1. For
brevity, we do not verify these assumptions for model 2. Assumption F2 holds for
Jn = Jp and J, = —J; because J; is continuous on R and has support R for all
h € H. Assumption F2 holds for Jj, = |J;| because |J;| is continuous on Ry and has
support R for all h € H. For the same reason, Assumption J2 holds for J;, = J; and
Assumptions MF(ii), MS(ii), and MH(ii) hold for Jj, = J;, —J}, and |J}|.

Assumption K holds trivially because H = R,  so there is only one h € H for
which A = Fo00.

Assumption L holds by properties of the Ornstein-Uhlenbeck process. Numerical
calculations indicate that the supremum and infimum in this assumption are attained
at h = 0 or h = oo (depending upon whether the supremum or infimum is being
considered and whether Jy, = J;, —J, or |J;|). This indicates that Assumption MF (i)
holds. Numerical calculations also indicate that the supremum in Assumption MS(i) is
attained at h = 0 or h = 0o and hence this assumption holds. Assumption MH(i) holds
because ¢ (1 — «) is monotone in h (based on numerical calculations), which implies
that either H* is empty or H* = {x : > 0} depending on whether J, = J}, —J};, or
|Jx|. When H* is non-empty, suppcp+ cn(l — ) is attained at h = oo.

The normalization constants a, and d,, that appear in Assumptions BB2, EE, and
HH depend on v, , and are denoted a, (7, ) and dn(7v,, ). They are defined as follows.
Let {wy, : n > 1} be any subsequence of {n}. Let {v,, € I' : n > 1} be a sequence for
which wy7y,, — oo or wyy, — h < co. Let p,, =1 — ~,,. Define

and

1/2 _ .
oy — LA g, oo
nan W, if wpy,, — h < co.

48



(1—p2)~12 if wyy, — oo

dw, (Yn) = { 2 " (15.1)

Wy if wpy,, — h < oc0.

Note that when the w,, = n, the definitions in (15.1) coincide with those in Theorem 8
below, which is used to verify Assumption BB2. Given these definitions, Assumption
HH holds by the following calculations. For all sequences {v,,, : n > 1} for which
bn Y, — g for some g € Ry , if by, ;, — g = 00, then

1/2 —
abn(’yn,h) n/ (1 _pi,h) 12 o <bn>1/2 -0 (15 2)

an(ran) 21— p2 )72 \n

)

where p,, = 1 — 1, and using Assumption C(ii). If nvy,, , — h = oo and by, — g <
oo, then

abn(yn,h) bn, b% 1/2 5 1/
an(Ynp) 21— p2 )12 (z (1—ppp)* =0, (15.3)

)

where b2 /n = O(1) by assumption and 1 — pi,h — 0 because by, — g < oo. If
NYp,p — h < 00, then

2 —
an, ) _ B0\
tn(hmp) PRI —p2 )12~ \'n :

)

(15.4)

Given the definitions of an(-) and dn(-), T = an(vpp)/dn(Vnn) = n'/2 does not
depend on 7,, 1, as is required.

Assumption BB2(ii) holds because P, (G, > 0) = Lforalln,b, > 4,j =1,...,qn,
and v € I'. Assumptions BB2(i) and BB2(iii) are verified in the next section.

15.2 Verification of Assumption BB2

In this section, we verify Assumptions BB2(i) and BB2(iii) of AG1 for the AR(1)
Example. Given the assumption of a stationary initial condition when p < 1, the results
given here are closely related to results in Elliott (1999), Elliott and Stock (2001), and
Miiller and Elliott (2003). (The results are also related to those of Bobkowski (1983),
Cavanagh (1985), Chan and Wei (1987), and Phillips (1987), who consider the AR(1)
model with an initial condition that is not stationary.)

Based on the definition of F, under a sequence {v, ; : n > 1}, the innovations
U; = Uy, satisfy the following assumption.

Assumption INOV. For each n > 1, {Up; : i = 0,+1,£2,...} are i.i.d. with mean 0,
variance 0%, > 0, and sup,,>; E|Up;/oun|*® < oo for some § > 0.

Define hy, by 7,51 = hn/n. Then, hy, — h as n — oo because n7y, ,, — h. In this
example, h, = 0 corresponds to a unit root, i.e., p, =1 =7, =1—hy/n =1. If
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hn = 0, then the initial condition Y,’ is arbitrary. If h,, > 0, then the initial condition
satisfies the following assumption:

Assumption STAT. Y, = Z})io p%Un,_j, where p, =1— hy/n.

n,

Let W (-) be a standard Brownian motion on [0, 1] and Z an independent standard
normal. By definition,

In(r) = zexp(—(r — R)AW (s),

1
Iy (r) = In(r) + Ton exp(—hr)Z, and
1
Ipp(r) = Ih(r {I (15.5)

Assumptions BB2(i) and (iii) are verified by the results given in the following The-
orem (with @, playing the role of W}, in Assumption BB2).

Theorem 8 Suppose Assumption INOV holds, Assumption STAT holds when p,, < 1,
P € [-1+4¢,1] for some 0 < e < 2, and p,, = 1 — hy/n where h, — h € [0,00]. Then,

an(/p\n - pn) —q Vp and dna\ —d Qha

where an, dyn, Vi, and Qp are defined as follows.
(a) In model 1, we have (i) for h € [0,00), ap =n, d,, = nl/2, Vy, is the distribution of

1

and Qp, is the distribution of

1 ~1/2
[{ IB,h(T)2dT} : (15.7)

and (i) for h = 00, an = (1 — p2) V202 d,y = (1 — p2)~Y2, Vj, is a N(0,1) distribu-
tion, and Qp, is a pointmass at one distribution.
(b) In model 2, we have (i) for h € [0,00), an = n, dy, = n'/2, V}, is the distribution of

Jollp p(r) =12 [ Iy (s)sds - (r — 1/2)]dW (r)

T T (15.8)
fO[IBh(r) —12 fo IBh(s)st <(r—1/2))%dr
and Qy, is the distribution of
1 -1/2
<f[ID NG 12fID n(8)sds - (r — 1/2)]%17«) : (15.9)
0

and (ii) for h = oo, an, dn, Vi, and Qp are as in part (ii) for model 1.
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Comment. The definitions of the normalization constants a, and d, in Theorem
8 correspond to those given in (15.1) with a, = an(y,) and d, = dn(7,), where
Tn=1—pp.

The proof of Theorem 8 uses several lemmas that deal with the case of h € [0, 00).

In integral expressions below, we often leave out the lower and upper limits zero
and one, the argument r, and dr to simplify notation when there is no danger of
confusion. For example, [ (1) I, (r)2dr is typically written as I ,% By “ =7 we denote
weak convergence as n — 00.

Lemma 3 Suppose Assumptions INOV and STAT hold, p,, € (—1,1) and p, =1 —
hn/n where hy, — h € [0,00) as n — oco. Then,

(2hn/0) 2Y3 0 /oUn —a Z ~ N(0,1).

Define h¥ > 0 by p,, = exp(—h},/n). As shown in the proof of Lemma 3, i} /h, — 1
when h € [0, 00). By recursive substitution, we have

Yo = ?n,i + exp(—hpi/n)Y, o, where
Yoi = Y5y exp(—=hy(i — j)/n)Uj. (15.10)

The next lemma shows that Lemma 1 in Phillips (1987) continues to hold under
our more general assumptions, namely (i) innovations {Uy; : ¢ = 0,%1,...} as in our
Assumption INOV that depend on n and (ii) sequences p,, = exp(—h};/n) where b} —
h € [0,00), rather than the sequences p,, = exp(c/n) used in Phillips (1987), where ¢
does not depend on n.

Lemma 4 Suppose Assumption INOV holds, p,, € (—=1,1], and p,, = 1 — hy/n where
h, — h eiO . Then, the following results hold jointly,

(3‘) —1/2 Yn [nr] /UUn:>Ih( )fO’I’TG [071]7

(b) n™32 370 1Ynz 1/oun = [ In,

(C) 717222 1 nz I/UU = fIf2L’ and

(d) ”_1Zz 1Ynz 1U/O-Unjflh dW( )

The following result is proved usmg Lemmas 3 and 4. Part (a) is similar to equation
(3) of Elliott and Stock (2001). Let YV, =n~! 37

11n21

Lemma 5 Suppose Assumption INOV holds, Assumption STAT holds when p,, < 1,
pn € (—1,1], and p,, = 1 — hy/n where hy, — h € [0,00). Then, the following results
hold jointly,

(2) 0 V(Y oy = Vi) oun = () = [ I = Iy (1)

(b) 2 0 (Yorimy = Y0 0, = [T = ff* —ff}‘f)h) ;

() n S (Vi = Yo)Uni/ 0, = [ (I (r) = [ I;)dW (r) = [ I}, ,(r)dW (r), and
(d) 63, /0% —p 1 in models 1 and 2.
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In the proofs below we typically leave out the subindex n; for example, instead of
Yo, an,ﬂn,pn,a%n, and U, ; we simply write Y;, o, 3, p, U2U, and U;. We do not drop
n from h, because h, and h are different quantities.

Proof of Theorem 8. In model 1, p and ¢ can be written as

n -1 n
P—py = (Zm*l—?i;)?) > (Vi —Y,)Ui and

=1 =1
n ~1/2
G = (nlz(Yi*l —?;';)2> GUn.- (15.11)
=1

Hence, for h € [0,00), Lemma 5(b)-(d) implies that part (a)(i) of the Theorem holds
with a, = n and d,, = n'/2.
For model 2, by the partitioned regression formula, we have

p—p= (Y1 =Y)Mp(Y1-Y)) (Y1 = Y) MpU, (15.12)

where Y 1 = (Yy,...,Yn_1)', Mp = I, — D(D'D)~'D’, D is the demeaned time trend
n-vector whose ith element equals i — n~" Z?zl 4, and Y is an n-vector with all ele-
ments equal to n~! Z?zl Yj_1. Easy calculations show that n=3D'D = 127! + o(1).
Furthermore, by arguments as in the proof of Lemma 1 in Phillips (1987), we have (up
to lower order terms)

nV2Mp(Y.1 =Y) /oy = n"Y2(Y1 =Y) /oy — 1207 D[n~?2D'(Y_, = Y) /oy,
nPPD(Yoy =Y)fou = n P (Y =T Y Vi) Jou = [T p(s)ds,
(15.13)

where in the second term of the second equation we can write ¢ instead of ¢ — Z?zl j/n
because Y7 (Y7, —Y,) = 0. We have n~'([rn] — n~! > j=1J) — 7 —1/2 and, by
Lemma 5(a), n*1/2(y[:”] -Y))ou = I} (). Combining these results with (15.13)
and using steps as in the proof of Lemma 1(c) in Phillips (1987) we obtain the limit
for the (normalized) denominator in (15.12):

1 1 2
n2(Y 1 —Y)Mp(Y 1 -Y)/o} = { [If)’h(r) - 12{]5;1(3)3(13 (r— 1/2)] dr.

(15.14)
The numerator in (15.12) is handled similarly as in the proof of Lemma 1(d) in Phillips
(1987). This gives

nY(Y_; -Y)MpU = Z (Iah(r) - 122[B’h(s)sds (r— 1/2)) aw(r).  (15.15)
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For h € [0,00), the combination of (15.14), (15.15), and Lemma 5(d) establishes
part (b)(i) for model 2 with a, = n and d,, = n'/2.

It remains to consider the case where h = oo, i.e., parts (a)(ii) and (b)(ii) of
the Theorem. These results follow from results given in Giraitis and Phillips (2006)
generalized in the following ways: (i) from a no-intercept model to models 1 and 2, (ii) to
a case in which the innovation distribution depends on n, and (iii) to cover the standard
deviation estimator as well as the LS estimator itself. Each of these generalizations can
be carried out using the same methods as in Giraitis and Phillips (2006). When the
innovation distribution depends on n, Assumption A.2 in the Corrigendum to Giraitis
and Phillips (2006) can be written as EY,}¢ /0%, = o(n). Note that for h = oo, it follows
from Assumption STAT that EY,;2/0% =1/(1—p2) =1/(2hn/n — (hy/n)?) = o(n),
as desired. [J

Proof of Lemma 3. We have: p, = 1 — h,/n and h, = O(1) implies that p,, —
1. Hence, exp(—h}/n) = p, — 1 and h} = o(n). By a mean-value expansion of
exp(—h; /n) about 0,

0= pp = pp = exp(=hp/n) = (1 = hy/n) = hy/n = exp(=hy" /n)hy /0, (15.16)

where h}* = o(n) given that h’ = o(n). Hence, h,, — (1 +o0(1))h} =0, h} /h, — 1, and
it suffices to prove the result with A} in place of h,.

Let {my : n > 1} be a sequence such that myh} /n — oo. By Assumption STAT
(which holds because p, < 1), we can write (2h*/n)1/2Y*/aU = Ay + Aoy, for
Ay, = (2h%/n)1/? Z;n;opiU,j/aU and Ao, = (2h%/n)'/? P m1 P U_j/ou. Note
that F Ay, =0 and

var(Aza) = (2h5,/n) Y332, 41 p7 = (20 /)" J (1 = p?) (15.17)
= (2h5,/n)p* "D /((2hy, /n) (1 + 0(1))) = Olexp(=2(my, + 1)k}, /n)) = o(1),

where the third equality holds because p? = exp(—2h} /n) = 1—(2h%/n)(1+0(1)) by a
mean value expansion and the last equality holds because myh} /n — oo by assumption.
Therefore, Az, — 0.

The result now follows from Aj,, —4 Z which holds by the CLT in Corollary 3.1 in
Hall and Heyde (1980) with their X,,; being equal to (2h%/n)/2p'U_;/oy. To apply
their Corollary 3.1 we have to verify their (3.21), a Lindeberg condition, and a condi-
tional variance condition. For all i=0,+1,£2, ..., set Fy; = & and define recursively
Froiti = 0(FniUo(Unyr; : j = 0,—1,...,—3)) for n > 1. Then, (3.21) in Hall and
Heyde (1980) holds automatically. To check the remaining two conditions, note first
that Y 1™ E(X2 | Fric1) = Yoo EX2, = 20 Y% p* /n — 1 which holds because

S P = (1= p2mtD) (1~ ), 04D = exp(~2h (1 + 1)) — 0, and

n(1—p?) =n(l - p)(1+ p) = hu(1+ p) — 2h. (15.18)
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Secondly, for € > 0,

Sy B(Xq (| Xni| > )| Fpji1)
=y EX2 I(| X il > )
< (2R /n) >0 p2iE((Ug,fi/g%n)I(Qh:LUr%ﬁi/(no-%]n) > &%)
= (/) 0 B((U2 /o) [(2hU2 /%, > ne?))
= O(1)o(1), (15.19)

where the second equality holds because the U_; have identical distributions. For the
last equality, write W,, = (Ug’o/(r?]n). For any a > 0, W,I((2h:W,/(ne?))® > 1) <
Wit (2h¥ /(ne?))® and the result follows from Assumption INOV which implies that
(2R} /(ne?))® EWLT® = O(n=%). O

Proof of Lemma 4. Define
Sn(r) =n" V2o 5L S Ui (15.20)
By Theorem 3.1 of De Jong and Davidson (2000), Assumption INOV implies that
Sp =W (15.21)

as processes indexed by r € [0,1]. (This theorem is applied with their X,;, Ky, r, and
cni equal to nfl/QUUnUn N, 2+ 06, and n —1/2 , respectively.)

The proof of the Lemma follows from the proof of Lemma 1 in Phillips (1987) by
using (i) the functional central limit theorem in (15.21) and (ii) an application of the
extended continuous mapping theorem (CMT), see Thm. 1.11.1 in van der Vaart and
Wellner (1996) rather than the CMT used in Phillips (1987). The extended CMT is
needed because the continuous function depends on n. For illustration, we prove part
(a). By (15.10), we have

2V fou = ST exp(=hy([n ]
= ZnTl exp(—hy,([nr
m] fjj 1 /nexp(—h
= foexp —hy (r — 8))dSn(s) + op(1)
= Sp(r) + hy, fgexp —hy(r —5))Sn(s)ds + op(1)
= W(r) + h [yexp(—h(r — s))W(s)ds
— (), (15.22)

7)/m)U;/(n'?o )
) JI L dSa(s)
(= 5))dSn(s) + 0y(1)
( o

(

where the second to last equality uses integration by parts, the convergence statement
uses (15.21) and the extended CMT. The function ¢, : D, — F in Thm. 1.11.1 of
van der Vaart and Wellner (1996) is given by gn(x)(r) = hi [(exp(—hi(r — s))zds,
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where D,, = D[0,1] is the (not separable) metric space of CADLAG functions on the
interval [0, 1] equipped with the uniform metric and E = C]0, 1] is the set of continuous
functions on the interval [0, 1] also equipped with the uniform metric. Their set Dy is
also chosen as D[0,1]. If ,, — z in DJ0, 1], then g,(x,) — g(z) in C]0, 1] because the
function A}, exp(—h} (r —s)) converges uniformly (in r € [0,1]) to hexp(—h(r —s)) and
any function in DJ0, 1] is bounded. O

Proof of Lemma 5. For h € (0,00), we have

W2 fou = n YA o+ n 2 exp(—h ) /n) Yo o
= In(r) + (2h) " exp(—rh)Z = I;(r), (15.23)

where the equality holds by (15.10), and the convergence holds by Lemma 4(a), Lemma
3, and exp(—hy[nr]/n) — exp(—rh) uniformly in r € [0,1]. By (15.10), Z and the
Brownian motion W are clearly independent. For h € (0,00), part (a) of the Lemma
holds by (15.23) and the CMT, as in Lemma 1(b) of Phillips (1987).

For h =0, by (15.10), we have

n—1/2(}/[>:w] - ?Z)/UU = nil/z(?[nr] —n! Z?:l ﬁ—l)/UU (15’24)
+ () T2 — T Y o (/) YRY fou

For h = 0, by a mean value expansion, we have

oBax |1—p| = max [1—exp(~hypj/n)| = max |L—(1-hyjexp(m;)/n)l

< * )|l = * .
< 2hy, max Jexp(m;)| = O(hy), (15.25)

for 0 < |m;| < hj/n < 2h% — 0. From (15.25), we have pl""l —n=1 37 pi=1 = O(h}).
This, together with Lemma 3 and h/h, — 1, implies that the second summand
on the right-hand side of (15.24) is o,(1) for any sequence {p,, : n > 1} for which
pp =1—hp/n < 1forn>1and h, — 0. On the other hand, if p,, = 1 for any n,
then the second summand on the right-hand side of (15.24) is exactly zero. Hence, for
h = 0, whether or not p,, = 1 for any n, the second summand on the right-hand side of
(15.24) is op(1). In consequence, part (a) of the Lemma for h = 0 follows from Lemma
4(a) and (b).

Given part (a), parts (b) and (c) of the Lemma are proved using the same sort of
arguments as in Lemma 1 in Phillips (1987).

To prove part (d) for model 1, we write

ot /oty = (p—p)*(n—2)" L, (Vi ~ Y,)?/oh (15.26)
+2(0 = p)(n = 2) 7 L (L = Y )Uifot + (n = 2) 7 X, UF ot

For h € [0, 00), by the expression for p — p,, given in (15.11) and Lemma 5(b) and (c),
we have n(p — p,,) = Op(1). Combining this with Lemma 5(b) and (c) shows that the
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first two summands in (15.26) are Op(n~1). The third summand in (15.26) is 1+ 0,(1)
by Markov’s inequality. Specifically, for M, ; = (Ug’i/a%) — 1 and 6 > 0, Markov’s
inequality yields

P(jn™' 30, U foty = 1] > &) = P(In™! Y0y M| > €) = O(n™ ) B 30 M|,

(15.27)
By Assumption INOV and Minkowski’s inequality, we have F|> 7, M;|*% = O,(n)
for 6 small enough, which proves the claim. Similar arguments, using results in Giraitis
and Phillips (2006), establish the result of part (d) when A = oo in model 1. For model
2, similar arguments as those given above establish part (d). O

15.3 Verification of Assumption E

In this section, we verify Assumption E for model 1. As argued in the next para-
graph, it is enough to show that for all z € R, Upp, () — gy, Unp, () —p 0 under
{7V, : m > 1} for all sequences {7y,, =1 —p, € I' : n > 1} that satisfy n(l —p,) — h
and b(1 — p,,) — g for (g,h) € GH.

To show Upnp, () — Eagy, Unp, () —p 0 under an arbitrary sequence {7, € I' :
n > 1} it is enough to show that for any subsequence {t,} there is a sub-subsequence
{sn} such that Us, p, (%) — Eg,,y,, Us,p,, (¥) —p 0 under {v, €1I':n > 1}. Given any
subsequence {t,} we can always construct a sub-subsequence {s,} such that s,(1 —
ps,) — h and bs, (1 — pg ) — g for (g,h) € GH. Proceeding as in the proof of Lemma
4(c) in AG1, we can define a sequence {7}, : n > 1} such that n(1 — p}) — h and
b(l1 - py,) — g and 75 = v, . It follows that Upp,(z) — Eg,,, Unp, () —p 0 holds
under {7}, : n > 1} and therefore Uy, p, (¥) — Egy, Us,p,, () —p 0 holds under
{7, €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 x € R, var(Upp,(xz)) — 0 under all
sequences {7, € I' : n > 1} as described above. Recall that T, ;x(p) denotes the
studentized t statistic based on the k—th subsample, where the full-sample version is
defined in (9.3).14 We write T}, x instead of T,, 5 x(p) to simplify notation. Define

Ib,k = l{Tn’k < .Z'} (15.28)
Stationarity of I in & implies that

Qn_l
var(Unp, () = g, var(Ipo) + 24,7 Y (gn — k)Cov(Typ, In ). (15.29)
k=1
In this example, g, = n — b+ 1. Thus, it suffices to show n~! Y ko |Cov(Ino, Ip k)|
— 0. This is implied by

sup |Cov(Ip0, Ipr)| — 0 (15.30)
k>kn

""Here we deal with the upper one-sided case, so that Ty s.x(p) = Trr 5 1(p). The lower one-sided and
symmetric two-sided cases can be dealt with using the same approach.
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as n — oo for some sequence k,, — oo such that k,/n — 0.
Below we show that for all & > k,, we can write

Tng = Tk + Mg (15.31)

for some random variables Tnk and M ke that satisfy Tvnk and T}, ¢ are independent and
Nnk = 0p(1) uniform in & > k, (by which we mean that Ve > 0, supyy, Pr(|n, x| >
e) — 0). (Likewise, for an array ay j of real numbers, we say that a, j is o(1) uniform
in k> ky, if supgsy, |an k| — 0 asn — o00.)

Using (15.31), we show below that

sup |P(Tny < @) — P(Tpy, < x)] — 0 and
k>kn
sup |P(Tno <@ & Tpp <) — P(Tho < & Thp < )| — 0. (15.32)
k>ky,
Using these results, we obtain

Cov(Iyo, Ipi) = Elyolyy — ElyoEly
=P(Tho<x& T, <z)—P(Tho <x)P(Thi <)
= P(Tno < & Tpp <) — P(Tno < 2)P(Tpp < ) + 0(1)
= o(1), (15.33)

where third equality holds by (15.32), the last equality holds by independence of T}, o
and Tn,k, and the o(1) expression is uniform in k > k, by (15.32). Therefore (15.30)
holds and the proof is complete except for the verifications of (15.31) and (15.32).

Equation (15.32) is established as follows. Equation (15.31) and P(T,; < x) —
Jr(x) as n — oo where Jj, is continuous (by Theorem 8 above) imply that for all € > 0
there exist 6 > 0 and ng € IV such that for n > ng we have

sup P(|Tn g — il > 8) < /2,

k>kn
P(Tpi <2 +8) < P(Thy < x)+¢/2, and
P(Tpp <) < P(Thp <z —06)+e/2. (15.34)

The latter two inequalities hold for all £ because T;, ;, is identically distributed across
k. These results lead to

sup |P(Tn,k < 33) - P(Tn,k < 1’)|
k>kn
= sup max{P(Tvn,k <z)—P(T,r < x), —P(Tn’k <z)+P(T,r <)}
E>kn
< sup maX{P(fn’k <z)—P(T,r <x+9),
k>kn

—P(Tn’k 5x)+P(Tn,k S.Z'—(S)}-i-é’/z
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< sup P(|Tn,k - Tn,k| > 6) + 5/2
k>kn

<e, (15.35)

which proves the first result in (15.32). The second result in (15.32) can be proved in

the same way. For example, the analogue of the third equation in (15.34) holds because
P(Tn,o <z & Tn,k < .I) —P(Tn’o <z & ka < $—6)

<Pe—-6<Tpp<z)=Pla—-6<Tho<z)<e/2 (15.36)

for all k, for § > 0 small enough. This completes the proof of (15.32).
It remains to establish (15.31). The statistic T,  can be written as

Tn,k = bl/z(/p\n,b,lc — p)/a\n’b’k = Sl’k/(S;?/]fggyk), where

b
Sk = ny Z(Yk*+i—l - ?z,k)Uk+i/U2U7
i=1

b
—x*
Sok = 12 E (Yiiyion — You)* /ot
=1

b
Sk = Gupk/ou, Yor=b""> Vi1, (15.37)
i=1

52U7b7k is the sum of squared residuals divided by b — 2 based on a block of data of

length b that starts at observation k, and {n, : n > 1} is a normalization sequence that

depends on the specific sequence 7, ;, and is such that 1 = O,(1) and Sy} = Op(1).1?
We show below that 51 and S; 1 can be written as 7

S = Sip+ &g and Sop = S + €y p, Where
gl,k and §2,k are independent of S1 ¢ and Sz for all k > k,,
E1k = 0p(1), & = 0p(1), (15.38)

and the op(1) terms hold uniformly for all k& > k,, for some sequence k,, — oo such that
kn/n — 0. In addition, we have S3; — 1 = 0p(1) by Lemma 5(d) and the op,(1) term
holds uniformly for all k by stationarity across k. This, (15.37), and (15.38) combine
to show that (15.31) holds with

Tn,k = §1,k/(§2,k)1/2- (15.39)

It remains to establish (15.38). We separately analyze four cases: (i) b(1—p) — oo,
(ii) b(1 — p) — g € (0,00), (iii) b(1 —p) — 0 & n(1 — p) — oo, and (iv) n(l —p) — h €
[0,00).

15Strictly speaking, all sums over 4 = 1,...,b should be over i = 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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Proof of (15.38) for case (i): b(1 — p) — co.
From Theorem 2.2 and Lemmas 2.1 and 2.2 in Giraitis and Phillips (2006), we have

b
(L=p)b 2 " Yiyia/ou —a N(0,1),
i=1

b
(1= ) 202N "V Uksi/oty —a N(0,1), and
=1

Z wiio/of —p L. (15.40)

By stationarity across k, these results hold uniformly in k.
In consequence, using Y;* = Z;io P U;_;, we define

b k+i—b—
Stk =1y Z p]Uk-H 1-Uk+i/ 00,
i=1

0
Ny = T,

Sk = Sk — S12,k5

)

b o
5117,{:%2 Z P Usri-1—jUpti/ 0%,

i=1 j=k+i—b—1

b
., )
S0 = MY i Z Ukvi/ o0,

i=1
§27k =1, and
b
52,k = ”?y Z(Yk*ﬂfl - Yz,k)2/‘72U — 1. (15.41)
i=1

As defined, for k > b, 51,k depends only on innovations U; for ¢ > b and S1 and Sa
depend only on innovations U; for ¢ < b. Hence, for k > b, 51,k is independent of 51
and Sz 0. Obviously, §27k is independent of S1 9 and Sz .

Equation (15.40) and b(1 — p) — oo give

b 2
(1= )T/ h = s ((1—p>b1/22mi_1/au> —op(1)  (15.42)
=1

uniformly in k. This and (15.40) combine to give
—x*2
Sop =1 —p Z wti1/ot — (1= p*)Y /ot — 1 =o0p(1) and
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b
512,k = (1 — p2)1/272,k‘7ﬁ1 (b—1/2 Z Uk+i/UU> = op(l) (15.43)

i=1

uniformly in k.
It remains to show &y ,, = 0p(1). By change of indices,

/2b [e's)

1_
burp = o1 bl/Q SN P Uil ob (15.44)
=1 j=0

By Markov’s inequality, for any € > 0,

B )

b 00
< e 2P = b Z Z PTATETR BUL G Uy, Upiy Us—jy [0
i1,82=1 j1,j2=0

b o0
= 0()(1=p W > > pPYHEUR UL o

i=1 j=0

b oo
= O(1)(1 - p*)b" me szj

o= A g2y
(b)) 1+ ) =

where the first equality uses the fact that there are no indices i1 > 1, j1 > 0, and ja > 0
such that k+i; = b—j; or k+1i1 = b— jo and similarly for k4 iy (which holds because
b—j1 < k+i; for k> b) and the last equality uses b(1 — p) — oo and the fact that p
is bounded away from —1 by the definition of the parameter space.

o(1), (15.45)

Proof of (15.38) for case (ii): b(1 — p) — h € (0,00).
In this case, we set n, = b~!. Straightforward but tedious calculations show that
when p < 1

. — i 1— b b—1
YViio —Yor = <p 1_ bu—fp)) > PUk—j+ Y cijUiyj, where

Jj=0 Jj=1
i 1—pbd
cij =1 >i)p 7 - ——. 15.46
SR (15.46)
Therefore, we define
b 1— k—b—1 b—1
~ 1 - '
Sl,k =) 10'U Zz_; <,OZ 1_ b( ) Uk+i Jz_% p]Uk_j + Uk'f'i;CiJUk-ﬁ-j and
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(2

b
&1 =b1o? i—l_l_—pb U i Uk
1,k = U p b(l — p) k+i k—j
=1 i=k—

; j b

b 0o
12 e i1 1=p° :
)Y <p l_b(l——pp)> Upsi O P Up;. (15.47)
i=1 j=0

For k > b, gl,k depends only on innovations U; for ¢ > b and 51, and S2 ¢ depend only
on innovations Uy for t < b. Thus, for k > b, §17k is independent of 51 and Sz .

We now show that & ; = op(1) uniformly for k& > k, for some sequence k, — oo
such that k,/n — 0. By Markov’s inequality, we have

P(|&1 | > €)
< e 2?0 r(p, b)b i} pszUlfﬂUb{j/a‘lU = €2p2(kb)¥%p’pl2), where
s
—1 ° i—1 1—p° ’ 1—p*® (1-ph)?
Mip,) =07 ) (= 505) = sy P
_W1-p)(A—p?) — (A +p)(A ) (15.48)

b*(1 = p)*(1 + p)

and the inequality uses EUgis, Upyi,Up—j,Up—j, = 0 for k > b and 71,12, j1,j2 > 0
unless 71 = i9 and j; = jo.

Define h} by p = exp(—h},/n). Because b(1 —p) — h € (0,00), we have h} — co. In
consequence, there exists a sequence {k, : n > 1} such that k,/b — oo, k,/n — 0 and
hky/n — oco. For this sequence, h%(k, —b)/n — oo, p~0 = exp(—h (k, —b)/n) — 0,
and Supg>g, p?E=b) — 0. In addition, b(1 — p) — h implies that p® — exp(—h) and
p? — exﬁ(—2h). Hence, we have

h(1 — exp(—2h)) — 2(1 — exp(—h))?
2h? '
Combining these results implies that the right-hand side (rhs) of the inequality in

(15.48) is o(1) uniformly for k& > k. Hence, &; = 0p(1) uniformly for k > k.
Next, based on (15.46), we define

M(p,b) — (15.49)

b AN b—1 2
Q —2 7—1 — j 2
S2,k =b Z <p — m) Z ,O]Uk,j + ZC@jUk+j /JU and
i=1 7=0 j=1
m . .
o = b 0P M(p,b) > pRU Uk,
J1,j2=k—b
b 1 Pb o0 b—1
w2202y (57 ) S P Yt
=1 J1=k—b Jo=1
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k—b—1

o
+2b o P M (p,b) Y MUk > Uk,

Jj1=k—b j2=0
= &o1k t €2k + 23 k- (15.50)

Independence of §2’k from S1,0 and Sz o for & > b holds by the same argument as above.
We now show &5, , = 0p(1) uniformly for k > k. By a change of indices, we have

J1,J2=k—b J1,j2=0
Markov’s inequality now gives

P(|&1 4l > 2) = P [ b 0?0 B M (p,0) Y p T PU Upjy| > €
jl,j2:O

o0
< e 2M(p,b)> max{ EU} Joly, 1}p* 0= N~ g2 g2
J1,j2=0
M{(p, b)?
B2(1—p)2(1+p)*

The rhs is o(1) because p*=) 0 uniformly for k > k, by the argument preceding
(15.49), M(p,b) = O(1) by (15.49), and b*(1 — p)*(1 + p)® — 4h?® > 0. Hence, &qy =
0p(1) uniformly for k& > k.

Next, we show £y ), = 0p(1) uniformly for & > k. By a change of indices (as in
(15.51)), we can write

= O(1)p*=?) (15.52)

oo b—1 b
by - : i1 1=
Eao = 2057007202 > N djy 0 Uy Uy for djy = <P t—- —p> Ci,ja-
51=0j5=1 i=1 b(1 =)
(15.53)
Note that dj, = O(b) uniformly in jo. By Markov’s inequality, we have

oo b-1
P(|£22,k| >e)=P 2pk_bb_2‘7ﬁ2 Z Z djzph Up—jy Ugtjp | > €
Jj1=072=1
oo b—-1
—2 (k—b);— j
< 42 RN N P EUY S UR, Jot
J1=0j2=1

b—1
< 42201 — )Ty B (15.54)
Jo2=1
where the first inequality holds for & > b because b — j1 < k + jo for all ji,j2 > 0.
The rhs of (15.54) is o(1) because p>*=) — 0 for k > k,, b(1 — p?) — 2h > 0, and
b3S 2 = O(1).

Jj2=1 "j2
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To show £53 ), = 0p(1) uniformly for k > ky,, by Markov’s inequality and a change
of indices (as in (15.51)), we have

00 k—b—1
P(|és | > €) = P (|26 020" P M(p,0) Y p" ' Upjy Y pPUk | > €
Jj1=0 J2=0
00 ‘ k—b—1 ‘
< 4P M(p, 0’072 Y pEUE ;> pPPEUE [0t
Jj1=0 j2=0

= p* k=001 (p, )20 <IDQ(T1/)2)2> : (15.55)

The rhs is o(1) because p>*=% = o(1), M(p,b) = O(1), and b(1 — p?) — 2h > 0.
This completes the proof for case (ii).

Proof of (15.38) for case (iii): b(1 —p) — 0 & n(1l — p) — occ.

Define Sy g, ny, &1 g, S2.k, and s, as in case (ii). To show &; j, = 0,(1), it suffices to
show the rhs of the inequality in (15.48) is o(1).

Define h and hy, by p = exp(—h}/n) and p =1 — hy,/n. Let t,, = bh} /n. Then, we
have

p® = exp(=bh} /n) = exp(—t,), 1 +p=2—hyp/n,
b(1 — p) = bhp/n = ty(hn/R}). (15.56)

We have: b(1—p) - 0= p— 1= h’/n— 0= h'/h, — 1, where the last implication
follows from a mean-value expansion of exp(—h} /n) about 0 as in (15.16). In addition,
b(1 — p) — 0 = bh,/n — 0. Combining these results gives t, = (bhy/n)(h)/hyn) — 0.
Also, n(1 — p) — oo implies that h,, — oo and h} — oo.

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

0=p—p=-exp(—hy/n)— (1 —hy/n) = hy/n —exp(—=hy*/n)h; /n, (15.57)

where h* /n = 0(1/b) because h}, = o(n/b). Hence, h, /hf = exp(—h}*/n) = 14+0(1/b).
Using the above results, the rhs of the inequality in (15.48) equals 5_2p2(k_b) times

M(p, b) [1 B eXp(_2tn)]tn(hn/h:L) — [1 — eXp(_tn)]Q(Q - hn/n)

= . 15.58

b1~ ) 13 (R 1 P2 — o) (1555
Using I’Hopital’s rule three times, it is straightforward to show that

t3([1 — exp(—2tn)|tn — [1 — exp(—t,)]?2) — 0. (15.59)
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Furthermore,

- [1 - eXp( 2tn)]tn( n/h:; - 1) [1 - exp( )] n/n)

[1 — exp(=2tn)](hn/hz, = 1) + [1 = exp(~tn)|*hn/ (h3,D))

Il
H.
3
l\)
’_‘AAA

=t ([2tn exp(An)] (hn/B7; = 1) + [tn exp(X,)]*hn/ (R7;0))

= 2t exp(An)(hn/hy — 1) + 0o(1)

— 27 (1 0,(D)ob ™) +o(1)

— o(1), (15.60)

where the second equality uses mean value expansions for exp(—2t,) and exp(—t,)
about t, = 0 and A\, € [~2t,,0] and X, € [~t,,0], the second last equality uses the
result of (15.57) that h,/h} = 1+ o(b™!), and the last equality uses the assumption
that nb=2 = O(1) and the fact that h} — oco.

Hence, we conclude that the expression in (15.58) is o(1). In addition, p>*~% = O(1)
uniformly for k > k,, for k, = b+ 1. This implies that the rhs of the inequality in (15.48)
is o(1) uniformly in k& > k.

We have g1, = 0p(1) and g3, = 0p(1) uniformly for k& > k, by (15.52), (15.55),
and the above results for case (iii) that M(p,b) = o(b(1 — p?)) and p**=Y = O(1)
uniformly for k > k,.

We now show &5 . = 0p(1). By the Cauchy-Schwarz inequality, we have

b

b2d3, < M(p,b)b™ ' "y, = o (b(1—p?)) O(1) (15.61)
i=1
uniformly for jo < b because c?’jz = O(1) uniformly in ¢ > 1 and js € {1,...,b}. The

latter holds because

L—p7 1o e(hyb=g)/m) _ (b= D/mesp@) oy

b(l—p) bhn/n bhy/n
(15.62)

for some mean value A = o(1). Combining (15.54) and (15.61) yields {a9 ) = 0p(1)
uniformly for k& > k,,. This completes the proof for case (iii).

Proof of (15.38) for case (iv): n(l1 —p) — h € [0,0).
When p =1 (which may occur in case (iv)), in place of (15.46) we have

b—1 .
Vi —Yop =3 cijUsij cij=1(j > 1) — —= (15.63)
j=1

This implies that T}, is independent of T;, 9 for k > b. Thus, if p = 1 for all n,
(15.30) holds immediately. This leads us to consider the case where p < 1 for all n.
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(Sequences in which p = 1 for some n and p < 1 for some n can be handled by analyzing
subsequences. )

Define Sy k, 1y, &1 ks S2,k, and &y as in case (ii).

To show &; j, = 0p(1), by (15.48), it is enough to show that the expression in (15.58)
is 0(1) because p?~Y = O(1) uniformly in k > k, = b+ 1.

Because n(1 — p) = hy, — h < o0, it follows that h, = O(1). By an analysis as in
(15.16), it follows that h% /h, — 1 and, hence, h} = O(1) and t,, = bh’ /n — 0. From
(15.57) with |hX*/n| < |k} /n|, we obtain h,/h) = exp(—h:*/n) =14 O(h} /n). Given
(15.59), to show the expression in (15.58) is o(1), it is enough to show that

t? ([1 = exp(=2ta)]tnO(h5, /1) + [1 = exp(—tn)]*hp/n) = o(1). (15.64)

The latter holds 'Hopital’s rule applied to ¢, ![1 —exp(—2t,)] and to ¢, 2[1 —exp(—t,)]?
combined with O(h}/n)t;! = o(1) and (h,/n)t,;! = o(1) because b — oo. Hence,
&1 = 0op(1) uniformly in k > ky, for k,, = b+ 1.

The proofs of &, ;, = 0p(1) uniformly for k > k;, for m = 1,2,3 are the same as in
case (iii) given the proof above that the expression in (15.58) is o(1) in case (iv).

This completes the verification of Assumption E for Model 1.

15.4 Verification of Assumption EE

In this section, we verify Assumption EE for model 1. We verify Assumption EE us-
ing the same argument as for Assumption E given above, but with T}, , = Sl’kS;;/QSgi
replaced by db,, (V. 1)0n,b, k> Where dp, (7, p) is the normalization constant that ap-
pears in Assumption BB2 and is defined in (15.1). Let p,, = 1 — 1, . Suppose
bn(1 = py, 1) — o0, then dy, (v,) = (1 — pi?h)*l/2 and some calculations show that
b, (Vi p) b b = S;;/2S37k, where the latter is defined in (15.37) with n, defined in
(15.41). Similarly, if b,(1 — p, ) — g < 0o, then dp, (v, ) = b/ and some calcu-
lations yield dy,, (v, 1)0n,bnk = 52_;/253,/%, where the latter is defined in (15.37) with

_ . ~ ~1/2
ny = b,!. Hence, in both cases, b, (Y, p) O ke = SQ,k/ S3 . In consequence, As-

sumption EE holds by the same argument as for Assumption E, but with the statistic
Tok = Sl?kS;;/QSgl replaced by S;;/2S37k..

16 Conservative Model Selection Example

Here we establish the asymptotic distribution of the test statistic T¢(6y) and verify
Assumption G for this example.

16.1 Proof of the Asymptotic Distributions of the Test Statistics

In this section, we establish the asymptotic distribution J} of T¥(6p) under a se-
quence of parameters {v,, = (fyml, Yn,2s Yn,3) i1 > 1} as in AG1 (where nl/Q’yn’l — h1,
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Yn,2 — ho, and 7, 3 € I'3(7y,1,Vp,2) for all n). Parts of the proof are closely related to
calculations in Leeb (2006) and Leeb and Péstscher (2005).
Using the definition of T.%(6p) in this example, we have

Poory, (Th(00) < @) = Py (Tn1(60) < & [Tpo| < c)
P (Tn1(00) < 2 & |Tha| > o). (16.1)

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 {~,, : n > 1}, when |h;| < oo,

Tn,1(60) Zna —hiha(1 — h3)~1/2 10
( Too ) 7\ Zhe )TN h o 1)) md
Tp.1(00) Zha 0 1 hy
( Th2 B Zp,2 N hi )7\ ha 1 ' (16.2)
Given this, we have

Paory (Tn1(00) < 2 & [Tha| < c)
— P(Zny <z & |Zno| < c)
= &2+ hiha(1 — h3)"/*)A(h1, ), where
A(a,b) = ®(a+b) — ®(a —b), (16.3)

the equality uses the independence of 2;171 and Zjp, 2 and the normality of their distrib-
utions, and A(a,b) = A(—a,b). In addition, we have

Poory, (T1(80) < @ & |Tno| > ¢) — P(Zny < @ & | Zna| > ©). (16.4)

Next, we calculate the limiting probability in (16.4). Let f(z2]21) denote the condi-
tional density of Z, o given Zj, ;. Let ¢(21) denote the standard normal density. Given

that R
Zna 0 1 hy
B ()G
the conditional distribution of Zj 5 given 2;171 = 21 is N(h1 + hoz1,1 — h3). We have

P(Zpy < x & |Znol > ¢)

/w /| | f(z2’21)¢(zl)d22dzl

) - — (h1 + hez1)
) /_"O (1 |z2|<c ~ k) <Z2 (1(—1h%)1/2221 ) dZ2> P(21)dz1

- /_oo (1 |Z2|<c(1—h3)—1/2 ¢ <22 N (11_+nglz/l2> d52> ¢(Zl)d21
- /oo (1 ( 1 1——22)252’ (1— Z%)1/2>> ¢(2)dz, (16.6)
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where the second equality holds by (16.5), the third equality holds by change of variables
with Zo = zo(1 — h3)~'/2, and the last equality holds by the definition of A(a, b).
Combining (16.3), (16.4), and (16.6) gives the desired result:

J;;('T) = ®(x + hiho(1l — h%)il/Z)A(hl, C)
‘ hi + hot c
+/oo <1 -4 <(1 1— h%)21/2’ (1— h%)1/2>> o(t)dt (16.7)

when |hi| < co. When |hi| = o0, Jj(x) = ®(x) (which equals the limit as |h1| — oo of
Ji(z) defined in (16.7)). The proof of the latter result is given below in the paragraph
containing (16.21).

We now show that under {v,, : n > 1}, when |h1| < oo, (16.2) holds. Let XjL =
(xﬁ,...,xj-n)’ € R" for j = 1,2 and X+ = (Xi, X3") € R™2. We use the following
Lemma.

Lemma 6 Given the assumptions stated in Section 10, under a sequence of parameters

{’Yn = (7n,177n,27’yn,3) n 2> 1} (wher@ n1/27n,1 - hl: ’Yn,2 - h27 and 771,3 € F3(717/}/2)
for alln), and for Q = Qy as defined in (10.10) with the (j,m) element denoted Qr_ jm,

we have

(a) nilx,X_Qn —p 0, (b) nilXéMxlXQ_(QH,QQ_QEL,IQQ;}H) —p 0, (C) nilXiMXéXl
~(Qn11~Q2 19Qn52) = 0, (d) G/0 —p 1, () n~1/2Xle = n~ 12X Het0,(1) = Op(1)
forj=1,2.

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

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

n_l/QX]"e = n_l/QX;'z-: —n T XY X3 (n T XY X)) T In T2 X e
= X e - Qi (Qi) I VX e + 0y (1)
= n"V2X e + 0,(1), (16.8)
where the second equality holds by the same WLLN as above combined with the Lin-
deberg triangular array central limit theorem (CLT) applied to n~1/2X. 3'e, which yields
n~1/2X3'e = O,(1), and the third equality uses the fact that wj; = x5, — Q3(Q%3) k.
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's(y;,7vs).
O

We now prove the first result of (16.2) (which assumes |hi| < 00). Using (10.5) and
(10.6), we have

T n1/2ﬁ2/an + (nilXéMXIX2)71n71/2XéMX1€
(6/n) (N1 X5 My, Xo)~1/2
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— 2214 0,(1)) + Q)20 VXY (I — Px,)e(1+ 0p(1))

Un(Q%2)l/2
= 2y, 1 (1 + 0p(1) + (Q2) 2 (es — Qn,le;,lnel)’n*I/zX’s(l +0p(1)),
= 1+ (Q2)2(e2 — Q2@ 11e1)n V2X e + 0p(1), (16.9)

where € = (g1, ...,&,)", e1 = (1,0), e2 = (0,1)’, the second equality uses Lemma 6(b)
and (d), the fact that Q22 = (Qn,gg—QimQ;ln)_l, and the fact that Apin (Qr) >k >0
by definition of I'3(7,72), the third equality uses the definition of v, ; and Lemma

6(a), and the fourth equality holds by the assumption that nl/2

6(e).
Using (10.5) and (10.7), we have

Yn,1 — h1 and Lemma

T (00) n2(n X X)) T T X X By fon + (T X X)) T 2 X e
n,1\V0) =

(G/on)(n 1 X X;)~1/2
/2 9n120

= 02282 (14 0y(1) + Q, 102 X e(1 4+ 0,(1))

On n,11

22\1/2
_ O 12(16/22 ) + Q12 X e 4 0,(1), (16.10)

n,11

where the second equality uses Lemma 6(&) d (d) and the third equality uses the
assumption that n'/2y Yna = n/23, /(02 )1/ — hi, and Lemma 6(e).
We have

1 Qn22  —Qn12
) d -
o’ Qn 11Qn22 — Q2 15 | —Qniz Qnu e S0
ey = v __ —Qna and
" (QIQZ2)Y2 (Qn11Qn22)"/?
Q= r11 = (Qna2) (1 —725)7", (16.11)

Qn11Qn22 — Q2 1y

where the first equality in the second line holds by the definition of v,, 5 in (10.11).
This yields

Qn 22)1/2 Qn,12(1 - 7721, )_1/2 _ _
122(1/2 : - Q1/2 1/2 = —Vn2(l— 73,2) 12 = —ha(1 — h3) /2 4 o(1).
n,11 n,11'¥n,22

(16.12)
Combining (16.9), (16.10), and (16.12) gives

( Tr1(00) ) = ( —hha(1 = B3) 7Y 4 QY 26l X e

1). (16.13
T h1+<Q%?>1/2<e2—Qn,uc;;ileﬁ'n—l/?;cug)+0p<) (16.13)
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The first result of (16.2) holds by (16.13), the Lindeberg CLT, and the Cramér-Wold
device. The Lindeberg condition is implied by a Liapounov condition, which holds
by the moment bound in I's(7y;,75). The asymptotic covariance matrix is I by the
following calculations. The (1,2) element of the asymptotic covariance matrix equals

1/2 — —
B, Quii’en™ XM X (e2 = QuiaQuen) (@7)"2

= Q;11/126’1Qn(62 Qn,12Qn1101)(QF)? =0, (16.14)
where the first equality holds because Eqg, x; Tt L’ = (@, and the second equality holds
by algebra. The (1, 1) element equals

/2, — 1/2 ~1/2 2

o, Qi cin XX Q1 = Q1 e Quer@, 1 = (16.15)

The (2,2) element equals
E6, Q) (e2 = QnaaQpre1)n XX (e2 — Qn12@y 1101) (@72
= (Q2)'2(e2 — Qn,12Q;, 1161) Qnlez — Qn12Qp 1101)(QE)/?
= (@) (Qua2(1 =17 (@) = 1, (16.16)

where the second equality holds by algebra and the definition of v, o and the third
equality holds by the third result in (16.11). This completes the proof of the first result
n (16.2).
Next, we prove the second result in (16.2). Using (10.7), we have
~ (N1 X{ Mx, X1) " In 12X Mx,e
Tha(0o) = —
’ (@/on)(n~1 X{ Mx, X1)~1/2
= (QW)2(e1 = QuasQuhoea)n /2 X e+ 0y(1),  (16.17)

where the second equality holds analogously to (16.9). Combining (16.9) and (16.17)

gives

Toa(00) Y _ [ (@E)Y2(er — QuiaQphyen)n 12X Ve
( Tho > N ( hi + (Q%2)1/2(62 _ Qn?uQ;}Llel)/nfl/zXJ_/g + Op(l). (16.18)

The second result of (16.2) holds by (16.18), the Lindeberg CLT, and the Cramér-
Wold device. The Lindeberg condition holds as above. The 2 x 2 asymptotic covariance
matrix has off-diagonal element hs and diagonal elements equal to one by the following
calculations. The (1,2) element equals

Ee, (@) (e1 — QniaQy hpe2) n ' XX (e2 — Qn12Q;, 11 €1)(Q2)?
= (@) (e1 = Qn12Qn h2€2) @nlea — Qn12Q; }1e1) (Q)'?

= (@)Y (—Qua2(1 - 2,12Q;111Q;,122))(Q%2)1/2

= (Quur(1 = 722) 2 (=Qna2(1 = 75.2))(@na2(1 — 72 5)

_ —Qn12 _ Q}? B
C (Qn11Qn22)Y?  (QLIQ22)1/2 VYn,2

= hy 4 0(1), (16.19)
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where the second equality holds by algebra, the third equality holds by the second and
third results of (16.11) and the third result of (16.11) with 22 and 11 interchanged, and
the fifth and sixth equalities hold by the second result of (16.11).

The (1,1) element equals

Ee, (Qu)'2(e1 — Qn12Qy hoe2) n ' XX (61 — Qn12Q;, hoe2) (Q11)/?
= (@)2(e1 — Qn,12Qp 5062) Qnler — Qn12Qy hye2) (QRHY2 =1, (16.20)

where the second equality holds by an analogous argument to that in (16.16). The
(2,2) element equals one by (16.16). This completes the proof of the second result in
(16.2).

Finally, we show that J}(z) = ®(x) when |hi| = co. Equations (16.17) and (16.20)
hold in this case, so 15, 1(0g) —q N(0,1) under {v,, : n > 1}. The first three equalities
of (16.9) hold when |hi| = co and show that |7}, 2| —, co. These results combine to
yield

Poory (Tn1(00) <z & |Tpa| < ¢) = o(1) and (16.21)

Ppy, (Tna(00) < @ & [Tzl > ¢) = Poyp, (Tn1(60) < @) + 0(1) — P(z)

for all # € R. This and (16.1) combine to give Py, (T (6o) < x) — ®(x) and J;(z) =
®(x) when |hi| = 0.

16.2 Verification of Assumption G2

Assumption G2 of AGI1 is verified in the conservative model selection example by
using a variant of the argument in the proof of Lemma 2 in Appendix A of AG1 with
Tn = ap =n'/? and d,, = 1. In the present case, (10.24) of AG1 holds with

dn

Ru(t) = g Y 10020 — 00)/50) ;1 > 1)
j=1

dn
05" Y L5/ (0~ 00)/3% 5] = 1), where

Jj=1
~(1) _ =~ —1 3t -1/2
Onpbj — Tn,b,j(bn Xl,n,b,le,n,b,j) / ,
~(2) _ A~ —1 5 -1/2
Jn,b,j - O-nﬂbaj(bn Xl,n7b,jMX2,n,b,jX17n7b7j) / ’ (1622)

and (Xinpj, XonbjOnpj) denotes (X1, X2,0) based on the jth subsample rather
than the full sample. (Equation (10.24) of AG1 holds with R, (¢) defined as in (16.22)
for all three versions of the tests: T,,(60o) = T,¥(00), =T, (0o), and |T;:(0p)|.) As in the
proof of Lemma 2 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
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and the result established below that n'/2(6 — 6y)/0, = Op(1) under all sequences
{Yn,p : m > 1} imply that for all § > 0, wp— 1,

an
Ra(t) < RD(8,1) + R(6,1), where RIV(6,) = ¢;1 Y 1(80,/507. > 1) (16.23)
j=1
for m = 1,2. The variance of R (6,t) goes to zero under {7, : n > 1} by the same
U-statistic argument for i.i.d. observations as used to establish Assumption E of AG1 in
the i.i.d. case, see AG1. The expectation of R%m)(é, t) equals Py, 1, , (3gﬁ?j/0n < 6/t).
We have
~(1) - - 1/2 1/2 -1/2
glbj/an = (Un bJ/Un)[(bn1X{,n,b,jX1,'n,b,j) 2 Qn 1/1 + Qn 1/1 | = Qn,1/1 + Op(l)a
(16.24)
where the second equality holds by Lemma 6 (or, more precisely, by the same argument

as used to prove to Lemma 6). In addition, Q;’ll/f is bounded away from zero as

n — oo by the definition of I'3(y1,7,). In consequence, the expectation of R%l)(é,t)
goes to zero for all ¢ sufficiently small. Since the mean and variance of RT(ll)(cS,t) go
to zero, Rg)(é, t) —p 0 for 6 > 0 sufficient small. An analogous argument shows that
RSLQ)((S,t) —p 0 for § > 0 sufficient small. These results and (16.23) yield R,(t) —p 0
under all sequences {7, : 7 > 1}, as desired.

It remains to show that n'/2(0 —0g) /o, = Op(1) under all sequences {Ynp:n>1}
We consider two cases: |h1]| = oo and |hi| < oco. First, suppose |hi| = co. Then the first
three equalities of (16.9) hold and show that |7}, 2| —, co. In addition, n1/2(9 0o)/on =
(G/0n)(n X  Mx, X1)~ 1/2Tn,1(00) = Op(1) by (16.2), Lemma 6(c), and the definition
of I's(y1,72). Combining these results gives: when |h;| = oo,

n!2(@ — 00)/on = (01?0 — 00)/on]1(|Tna| < ¢) + [/2(0 — 00) /o] 1(| T 2| > )
= 0p(1) + Op(1). (16.25)

Next, suppose |h1| < oo, then T\n?l(ﬂg) Op(1) and Tml(ﬂg) = Op(1) by (16.2).
= Op(1

In addition, 5/0, —p 1, (R 71X} X1)"Y2 = 0,(1), and (n ' X| Mx,X1)""/? = 0,(1)
by Lemma 6 and the definition of I's(7y;,79). Combining these results gives: when
|h1| < 00,
!0 — 00)/on = [n"/?(0 — 00) /on]1(| T 2| < ©) + [n'/2(6 = 60) Jou] 1(| T, )
= (G/02)(n” " X1X1) 2 T01(00)1(| 2| < ©)
+(3 /o) (0™ X M, X0) 72T 1 (00)1(| T | > )
= 0,(1), (16.26)

which completes the verification of Assumption G2.

71



References

Anderson, T. W. and H. Rubin (1949): “Estimators of the Parameters of a Single
Equation in a Complete Set of Stochastic Equations,” Annals of Mathematical
Statistics, 21, 570-582.

Andrews, D. W. K. (1993): “Exactly Median-Unbiased Estimation of First-Order
Autoregressive/Unit Root Models,” Econometrica, 61, 139-165.

(1999): “Estimation When a Parameter Is on a Boundary,” Econometrica, 67,
1341-1383.

(2001): “Testing When a Parameter Is on the Boundary of the Maintained
Hypothesis,” Econometrica, 69, 683-734.

Andrews, D. W. K. and P. Guggenberger (2005a): “The Limit of Finite-Sample Size
and a Problem with Subsampling,” unpublished manuscript, Cowles Foundation,
Yale University.

(2005b): “Applications of Hybrid and Size-Corrected Subsample Methods,”
unpublished manuscript, Cowles Foundation, Yale University.

(2006): “Asymptotics for Stationary Very Nearly Unit Root Processes,” un-
published manuscript, Cowles Foundation, Yale University.

Bobkowski, M. J. (1983): “Hypothesis Testing in Nonstationary Time Series,” unpub-
lished Ph. D. Thesis, University of Wisconsin, Madison.

Cavanagh, C. (1985): “Roots Local to Unity,” unpublished manuscript, Harvard Uni-
versity.

Chan, N. H. and C. Z. Wei (1987): “Asymptotic Inference for Nearly Nonstationary
AR(1) Processes,” Annals of Statistics, 15, 1050-1063.

Choi, I. (2005): “Subsampling Vector Autoregressive Tests of Linear Constraints,”
Journal of Econometrics, 124, 55-89.

De Jong, R. M. and J. Davidson (2000): “The Functional Central Limit Theorem and
Weak Convergence to Stochastic Integrals 1,” Fconometric Theory, 16, 621-642.

Dufour, J.-M. (1997): “Impossibility Theorems in Econometrics with Applications to
Structural and Dynamic Models,” Econometrica, 65, 1365-1387.

Elliott, G. (1999): “Efficient Tests for a Unit Root When the Initial Observation is
Drawn from Its Unconditional Distribution,” International Economic Review, 40,
T767-783.

72



Elliott, G. and J. H. Stock (2001): “Confidence Intervals for Autoregressive Coeffi-
cients Near One,” Journal of Econometrics, 103, 155-181.

Giraitis, L. and P. C. B. Phillips (2006): “Uniform Limit Theory for Stationary Au-
toregression,” Journal of Time Series Analysis, 27, 51-60. Corrigendum, forth-
coming.

Guggenberger, P. and R. J. Smith (2005): “Generalized Empirical Likelihood Esti-
mators and Tests under Partial, Weak, and Strong Identification,” Econometric
Theory, 21, 667-709.

Hall, P. and C. C. Heyde (1980): Martingale Limit Theory and Its Application. New
York: Academic Press.

Hansen, B. E. (1999): “The Grid Bootstrap and the Autoregressive Model,” Review
of Economic Studies, 81, 594-607.

Horowitz, J. L. (1997): “Bootstrap Methods in Econometrics: Theory and Methods,”
in Advances in FEconometrics: Theory and Applications, ed. by D. M. Kreps and
K. F. Wallis. Cambridge, UK: Cambridge University Press.

Jansson, M. and M. J. Moreira (2006): “Optimal Inference in Regression Models with
Nearly Integrated Regressors,” FEconometrica, 74, 681-714.

Kabaila, P. (1998): “Valid Confidence Intervals in Regression after Variable Selection,”
Econometric Theory, 14, 463-482.

Kleibergen, F. (2002): “Pivotal Statistics for Testing Structural Parameters in Instru-
mental Variables Regression,” Fconometrica, 70, 1781-1803.

Leeb, H. (2006): “The Distribution of a Linear Predictor After Model Selection: Un-
conditional Finite-Sample Distributions and Asymptotic Approximations,” 2nd
Lehmann Symposium—Optimality. Institute of Mathematical Statistics Lecture
Notes—Monograph Series.

Leeb, H. and B. M. Potscher (2005): “Model Selection and Inference: Facts and
Fiction,” Econometric Theory, 21, 21-59.

Mikusheva, A. (2005): “Uniform Inferences in Autoregressive Models,” unpublished
working paper, Department of Economics, Harvard University.

Moreira, M. J. (2001): “Tests with Correct Size When Instruments Can Be Arbitrarily
Weak,” unpublished manuscript, Dept. of Economics, University of California,
Berkeley.

(2003): “A Conditional Likelihood Ratio Test for Structural Models,” Econo-
metrica, 71, 1027-1048.

73



Miiller, U. K. and G. Elliott (2003): “Tests for Unit Roots and the Initial Condition,”
Econometrica, 71, 1269-1286.

Otsu, T. (2006): “Generalized Empirical Likelihood Inference for Nonlinear and Time
Series Models under Weak Identification,” Econometric Theory, 22, 513-527.

Park, J. Y. (2002): “Weak Unit Roots,” unpublished working paper, Department of
Economics, Rice University.

Phillips, P. C. B. (1987): “Towards a Unified Asymptotic Theory for Autoregression,”
Biometrika, 74, 535-547.

Phillips, P. C. B. and Magdalinos, T. (2007): “Limit Theory for Moderate Deviations
from a Unit Root. Journal of Econometrics 136, 115-130.

Politis, D. N. and J. P. Romano (1994): “Large Sample Confidence Regions Based on
Subsamples Under Minimal Assumptions,” Annals of Statistics, 22, 2031-2050.

Politis, D. N., J. P. Romano, and M. Wolf (1999): Subsampling. New York: Springer.

Romano, J. P. and M. Wolf (2001): “Subsampling Intervals in Autoregressive Models
with Linear Time Trend”, Econometrica, 69, 1283—-1314.

Staiger, D. and J. H. Stock (1997): “Instrumental Variables Regression with Weak
Instruments,” Econometrica, 65, 557-586.

Stock, J. H. (1991): “Confidence Intervals for the Largest Autoregressive Root in U.
S. Macroeconomic Time Series,” Journal of Monetary Economics, 28, 435-459.

van der Vaart, A. W. and J. A. Wellner (1996): Weak Convergence and Empirical
Processes. New York: Springer-Verlag.

74



Ly 0°¢ 06 - L¢ 0¢ ger g¢ L°gS 81 L'gS Xe\
(a7 0°¢ 0'G - TG 0°¢G Ger 9¥ L'eS 81 L'eS 00'T
Ly 0'G 0'G - Le 0°¢G T'6 ge €% 018 A4S 6°
87 0°G 06 - Al 0°¢ ¢9 A vel €01 €'L1 08’
8¢ 0°G 0°6G - €¢ 0°¢ LG 6°€¢ 8L 0L 6'6 09
Ve 0°G 0°G - s 0°¢ s Gy ¢'9 8'G L9 o7’
9¢ 0°G 0°G - €6 0°¢ 9°¢ v'g 6°G ¢S 7'G 0z’
ge 0'¢G 0'G - Ve 0°¢ G g'g L 0'G 0'G 00
$189], POPIS-G Po[reL-enby (o)
Gy 0'¢g 06 - Le 0°¢ 'S TS 7’8 101 101 XeN
(a7 0°¢ 06 - TG 0°¢ [ ' 7’8 101 101 00T
¢y 0°G 06 - LG 0°¢ (a7 (a7 €8 00T ot 6"
6'¢ 0°¢G 0°G - s 0°¢ Gy Le 69 €'8 96 08’
L 0°¢ 0'G - €6 0°G 97 0¥ 09 g9 ) 09’
ge 0°¢ 0°G - s 0°G 8F Gy v'G 96 09 i
¢'e 0°¢ 06 - €¢ 0°¢ 0°¢ 6% A Al Al 0z’
¢e 0°¢G 06 - s 0°¢ TG TG ¢S 0°G 0°G 00’
SS9, POPIS-g dLewwiAg (q)
gS 0°¢ 06 ¢S 8¢ 8¢ ger €6 86V G6F ¢ 0g Xe\
ge 0°¢G 0'G 67 0°G 0°G 8F 67 8F 0°¢ 0°¢G 00'T
Ve 0'G 0'G 67 0°¢ 0°¢ 67 67 67 0'G 0'G 06°
6°¢ 0°G 06 TG LG 9°¢ €¢ €6 €¢ 0°G 0°G 09’
8¢ 0°G 06 0°¢G 8¢ 8¢ 0°¢ 0°G 0°¢ 0°G 0°G 07’
8¢ 0°G 0'G ¢S Le 9°¢ 67 s 67 0'G 0'G 0z’
Le 0'G 0°G 0°¢G s 0°¢ 67 6 0°¢G 0'G 0°G 00’
L 0°¢G 0°G 8F 67 0°¢G 97 8F 6'G g9 €8 0¥~
Ly 0°¢ 06 67 TG 0°¢ z9 e Tel el ¢0g 08~
s 0°¢G 06 g s 0°¢ 06 TG 9°6g 6'0C 8'€e 6°-
gS 0°¢g 06 TG (4 06 ger 67 867 C6F ¢ 0g 01-
0g1=u 4sy-lpy Asy  ogr=u  ogr=u_ Asy 0GI=U 0g1=u  ozI=u A4sy-lpy 4Asy :qoig 2y
4" A4  94H  ADADSd  ADA  ADA  quS-DSAV  dnS-DSd  qns qns qng 89,

980T, Papis-T 1odd() ()

= q ANV

IRCHESAAD

IOVXH ANV ‘DILOLJINASY
AALSALAV-ATINVS-ALINIA ‘OILOLJdINASY YV SALLITIAVIOUd HHIL dYdHM TT
02T = u YOd SILSHL %S TVYNINON SNOIYVA 404 %Y NOLLVIAYHOD
HHL J0 SHNTVA INAYAAAId HOA (00TX) SHILITIAVAOYd NOLLOALAY TINN
("y YIAO) WNIWIXVIN ATINVXH AMVANNOT V YVAN HALAWNVIVd AONVSINN



TABLE II

AR(1) EXAMPLE MODEL 1: CONFIDENCE INTERVAL COVERAGE PROBABILITIES
(x100) FOR DIFFERENT VALUES OF THE AR(1) PARAMETER p FOR VARIOUS NOMINAL
95% CIs, WHERE THE PROBABILITIES ARE ASYMPTOTIC, FINITE-SAMPLE-ADJUSTED
ASYMPTOTIC, AND FINITE SAMPLE FOR n = 130 AND b = 12

(a) Upper 1-Sided CIs

Test:  Sub Sub Sub  SC-Sub ASC-Sub FCV FCV  SC-FCV Hyb Hyb

p Prob: Asy Adj-Asy n=130 n=130 n=130 Asy n=130 n=130 Asy n=130

-.90 92.0 99.8 98.5 93.6 94.8
.00 88.1 99.7 97.3 95.7 95.8
.70 82.3 99.4 95.7 97.6 97.6
.80 81.9 99.4 95.4 98.1 98.1
.90 83.2 99.5 96.0 98.9 98.9
97 90.0 99.8 98.2 99.7 99.7

1.00 96.8  100.0 99.7 100.0 100.0

Min 47.5 78.7 81.9 99.4 95.3 95.0 93.6 - 95.0 948

(b) Lower 1-Sided CIs

-.90 94.2 96.6 99.9 97.1
.00 94.0 94.1 99.7 95.6
.70 96.5 91.4 99.5 96.6
.80 96.7 90.0 99.5 96.8
.90 97.0 87.4 99.2 97.0
97 96.1 78.9 98.3 96.1

1.00 92.7 54.2 95.2 92.7

Min 95.0 95.0 92.1 - - 54.6 54.2 95.2 95.0  92.7

(¢) Symmetric 2-Sided Cls

-.90 93.0 94.9 99.6 95.9
-.50 91.4 94.9 99.7 95.7
.00 92.6 94.9 99.6 96.0
.70 96.3 94.3 99.5 97.0
.80 96.7 93.8 99.4 97.1
.90 97.0 92.2 99.2 97.1
97 96.2 87.0 98.3 96.2
1.00 92.7 69.7 95.2 92.7
Min 94.8 95.0 91.3 - - 68.9 69.6 95.2 95.0  92.7

(d) Equal-Tailed 2-Sided Cls

-.90 92.1 99.7 97.4 94.9 99.6 96.0
-.50 89.1 99.5 96.2 94.9 99.7 95.6
.00 88.0 99.4 95.6 94.9 99.6 95.8
.70 86.8 99.3 95.0 94.3 99.5 97.1
.80 86.9 99.3 94.9 93.8 99.4 97.5
.90 88.1 99.5 95.6 92.2 99.2 97.9
97 92.4 99.7 97.6 87.0 98.3 97.9

1.00 94.9 99.8 98.5 69.7 95.2 96.3

Min 60.1 86.1 86.7 99.3 94.9 69.7 69.6 95.2 95.0  95.6
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TABLE B-1

AR(1) EXAMPLE MODEL 2: CONFIDENCE INTERVAL COVERAGE PROBABILITIES
(x100) FOR DIFFERENT VALUES OF THE AR(1) PARAMETER p FOR VARIOUS NOMINAL
95% CIs, WHERE THE PROBABILITIES ARE ASYMPTOTIC, FINITE-SAMPLE-ADJUSTED
ASYMPTOTIC, AND FINITE SAMPLE FOR n = 130 AND b = 12

(a) Upper 1-Sided CIs

Test:  Sub Sub Sub  SC-Sub ASC-Sub FCV  FCV  SC-FCV Hyb  Hyb

p Prob: Asy Adj-Asy n=130 n=130 n=130 Asy n=130 n=130 Asy n=130

-.90 90.4  100.0 99.3 94.0 94.6
.00 83.1  100.0 98.2 96.5 96.5
.70 72.4 99.8 95.9 98.6 98.6
.80 71.6 99.8 95.6 99.0 99.0
.90 74.5 99.9 96.6 99.6 99.6
97 87.2  100.0 99.1 100.0 100.0

1.00 97.5  100.0 99.9 100.0 100.0

Min 17.7 63.3 71.6 99.8 95.6 95.0 94.0 - 95.0 94.6

(b) Lower 1-Sided CIs

-.90 94.5 96.4 100.0 97.0
.00 95.1 93.1 99.9 95.8
.70 97.7 87.9 99.9 97.7
.80 97.9 84.9 99.8 97.9
.90 97.9 78.1 99.5 97.9
97 96.7 o7.4 98.5 96.7

1.00 92.4 234 94.6 92.4

Min 95.0 95.0 92.4 - - 23.1 23.4 94.6 95.0 924

(¢) Symmetric 2-Sided Cls

-.90 92.5 95.1 99.9 95.8
-.50 91.7 95.0 99.9 95.8
.00 94.3 94.8 99.9 96.3
.70 97.7 92.4 99.9 97.7
.80 97.9 90.8 99.8 97.9
.90 97.9 86.1 99.5 97.9
97 96.7 71.0 98.5 96.7
1.00 92.4 38.8 94.6 92.4
Min 94.8 95.0 91.1 - - 37.5 38.8 94.6 95.0 924

(d) Equal-Tailed 2-Sided CIs

-.90 91.1  100.0 99.0 95.1 99.9 96.0
-.50 87.2  100.0 98.4 95.0 99.9 95.7
.00 84.9  100.0 97.8 94.8 99.9 96.2
.70 79.6 99.9 96.0 92.4 99.9 98.2
.80 79.4 99.8 95.8 90.8 99.7 98.6
.90 81.9 99.9 96.7 86.1 99.5 98.9
97 91.0  100.0 99.0 71.0 98.5 98.4

1.00 94.8  100.0 99.4 38.8 94.4 96.1

Min 24.9 73.1 79.4 99.8 95.8 38.8 38.8 94.4 95.0 95.6
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FIGURE 1.—Hybrid, FCV, and Subsample Critical Valucs as a Function of g € H:
Hybrid = max{curved line, horizontal line}, FCV = horizontal line, Subsample =

curved line
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FIGURE 2.—Critical Values as a Function of ¢ € H for SC-Sub, SC-FCV, and
SC-Hyb Tests: In Each Panel the Lower Curve Is ¢,(1 — @) & the Lower Horizontal Is
the FCV Critical Value
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