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This paper studies the properties of naive block bootstrap tests that are scaled by
zero frequency spectral density estimators (long-run variance estimators). The naive
bootstrap is a bootstrap where the formula used in the bootstrap world to compute
standard errors is the same as the formula used on the original data. Simulation
evidence shows that the naive bootstrap can be much more accurate than the stan-
dard normal approximation. The larger the HAC bandwidth, the greater the improve-
ment. This improvement holds for a large number of popular kernels, including the
Bartlett kernel, and it holds when the independent and identically distributed (i.i.d.)
bootstrap is used and yet the data are serially correlated. Using recently developed
fixed-b asymptotics for HAC robust tests, we provide theoretical results that can
explain the finite sample patterns. We show that the block bootstrap, including the
special case of the i.i.d. bootstrap, has the same limiting distribution as the fixed-b
asymptotic distribution. For the special case of a location model, we provide theoret-
ical results that suggest the naive bootstrap can be more accurate than the standard
normal approximation depending on the choice of the bandwidth and the number
of finite moments in the data. Our theoretical results lay the foundation for a boot-
strap asymptotic theory that is an alternative to the traditional approach based on
Edgeworth expansions.

1. INTRODUCTION

In this paper we analyze bootstrap procedures applied to tests based on het-
eroskedasticity autocorrelation (HAC) robust variance estimators using time series
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data that are covariance stationary. Because of dependence in the data, implemen-
tation of the bootstrap is more complicated than in the independent and identi-
cally distributed (i.i.d.) case. Many variants of the bootstrap have been proposed
for dependent data, including the well-known moving blocks bootstrap originally
proposed by Kunsch (1989). Theoretical conditions under which the block boot-
strap can be expected to provide refinements have been established by Goétze and
Kiinsch (1996), Lahiri (1996), Andrews (2002), and others. Refinements of the
block bootstrap in generalized method of moments (GMM) models have been
shown by Hall and Horowitz (1996) and Inoue and Shintani (2006). The theo-
retical results in these papers have been established using Edgeworth expansions
with leading terms that are distributed standard normal.

When the moving blocks bootstrap (MBB) is applied to tests based on het-
eroskedasticity autocorrelation robust variance estimators, a particular version of
the MBB has been labeled “naive” by Davison and Hall (1993). The naive boot-
strap uses the same formula for the HAC estimator in the bootstrap world as is
used on the original data. While this may seem to be a natural way to proceed
with the MBB, Davison and Hall and Gétze and Kiinsch (1996) have shown that
the naive MBB will not provide higher-order accuracy as measured by Edgeworth
expansions. To obtain higher-order Edgeworth results, they show that the HAC
estimator in the bootstrap world needs to be computed using a formula that re-
flects the constraint on the correlation structure of the bootstrap data imposed by
the moving blocks scheme. Recent work by Inoue and Shintani (2006) extends
the Edgeworth analysis to certain testing problems in the GMM framework.

In a recent paper, Kiefer and Vogelsang (2005) report small sample simulation
results for HAC robust ¢-statistics for testing hypotheses about the sample mean of
a stationary univariate time series. They found that the naive bootstrap, including
the i.i.d. bootstrap, can dramatically outperform the standard normal approxima-
tion, and this improvement over the standard normal approximation occurs for
many kernels including the Bartlett kernel. The case of the Bartlett kernel is in-
teresting because the Edgeworth expansion results in the literature suggest that
even the non-naive version of the MBB will not be more accurate than the stan-
dard normal approximation in the Bartlett kernel case. The simulations reported
by Kiefer and Vogelsang also exhibit an interesting and persistent pattern: The
naive MBB, especially the i.i.d. bootstrap, closely mimics rejections that are ob-
tained when using the fixed-b asymptotic approximation proposed in their paper.
Because these finite sample patterns are not predicted by the existing Edgeworth
theory, an alternative theory is needed to understand the finite sample performance
of the naive MBB.

In this paper we develop a theoretical framework that can be used to explain
the finite sample patterns reported by Kiefer and Vogelsang (2005). We make two
theoretical contributions. First, we provide sufficient conditions under which the
naive MBB has the same first-order fixed-b asymptotic distribution as the original
statistic. This result holds for fixed block lengths (including the special case of
the i.i.d. bootstrap) and for block lengths that increase with the sample size but at
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a slower rate.! This result explains why rejections using the naive MBB closely
follow the rejections using fixed-b asymptotic critical values. Second, in a simple
location model and for the special case of the Bartlett kernel, we develop a higher-
order asymptotic theory to show that the i.i.d. bootstrap has an error in rejection
probability (ERP) that may converge to zero faster than the ERP of the standard
normal approximation depending on the bandwidth choice and the number of
finite moments that exist in the data. Ex ante, it is not intuitively obvious that the
i.i.d. bootstrap could be more accurate than the standard normal approximation
(see Singh, 1981). Ex post, this property is no longer surprising when viewed
from within the fixed-b asymptotic framework.

In establishing the higher-order properties of the i.i.d. bootstrap, we provide an
upper bound on the error rate of the fixed-b approximation and show that this is
of the same order as the upper bound on the i.i.d. bootstrap error. Specifically,
the bound we derive is of the order O (T_l/ 2+3/ (21’)), where p is the number of
finite moments in the data. In contrast, the error rate of the normal approximation
for one-tail tests based on the Bartlett kernel is O (T_l/z) + 0 (%) + 0 (M_l),
where M is the bandwidth parameter (see, e.g., Sun and Phillips, 2009). Any rate

for M that is either larger or smaller than O («/T ) implies a normal approxima-

tion error of magnitude larger than O (T~!/?). This is unequivocally larger than
our upper bound when p = oo; when p < o0, it can be larger or smaller than our
upper bound depending on the particular value of p and how it relates to the rate
of M. For instance, p > 9 suffices if M = O (T'/3), which is the rate of the con-
ventional mean square error (MSE)-optimal bandwidth parameter choice for the

Bartlett kernel. f M = O (ﬁ ), which is the optimal-ERP bandwidth choice for

one-sided confidence intervals as recently found by Sun and Phillips, the normal
approximation error converges at the best possible rate of O (T_]/ 2) . In this case,
our upper bound on the fixed-b (and the i.i.d. bootstrap) approximation is at least
of the same order (they are of equal order only if p = co, as when the data are
Gaussian), and our upper bound becomes uninformative.

Recently, Jansson (2004) and Sun, Phillips, and Jin (2008) analyzed the higher-
order asymptotic properties of the fixed-b asymptotic theory for the simple loca-
tion model when the data are Gaussian. The upper bound on the error rate of
the fixed-b asymptotics we derive here when p = oo is not as fast as the rates
found by Jansson and by Sun et al. Thus, the bound on the ERP we provide is not
sharp. While it is possible that the results in Jansson and Sun et al. extend to the
non-Gaussian case studied here, establishing such results appears very difficult.
Because Jansson and Sun et al. obtain results under the assumption that the data
are Gaussian, their results cannot be applied to the bootstrap because the bootstrap
data cannot be Gaussian by construction.

The remainder of the paper is organized as follows. In the next section we
describe the model and test statistics. We review the fixed-b asymptotic approx-
imation. Section 3 reports simulation results for the simple location model and
for a stationary regression model. The simulations illustrate the performance of
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the naive MBB relative to the standard normal and fixed-b approximations. In
Sections 4 and 5 we provide theoretical explanations for several of the patterns
that emerge from the simulations. Section 4 focuses on stationary regression
models and establishes the first-order asymptotic equivalence between the naive
bootstrap and the fixed-b asymptotic approximation. These results could be gener-
alized in straightforward ways to nonlinear models estimated by GMM. In Section
5 we narrow the focus to the simple location model and we provide higher-order
asymptotic results for Bartlett kernel-based tests. These results establish that the
fixed-b asymptotic approximation and the naive i.i.d. bootstrap have ERPs that
converge to zero at rates faster than the standard normal approximation. In Section
6 we discuss heuristic comparisons between fixed-b asymptotic approximations
and the Edgeworth approximations derived by Velasco and Robinson (2001) in
an effort to shed some light on the relative performance of Edgeworth approxi-
mations and the naive bootstrap/fixed-b asymptotics in the simple location model.
Proofs are given in two mathematical appendixes.

2. MODEL AND TEST STATISTICS
Throughout the paper we focus on stationary regression models of the form
i =x;+u, t=1,2,...,T, aQ

where x; and £ are s x 1 vectors. The stationary time series {x;} and {u,} are
autocorrelated and possibly conditionally heteroskedastic. It is assumed that u; is
mean zero and is uncorrelated with x;.

The parameter of interest is § and its estimator is ,5’ = (Zthl Xi X, ) ! Z,T: 1 Xt Vs
the ordinary least squares (OLS) estimator. Let Q =E (x,x/) and Q =lim7_, o Var
(T_l/ 2 2th1 v,), where v; = x;u;. For HAC robust testing we require estimates
of O and Q. The usual estimate of Q is Q =71 Zthl x¢x,. Estimation of Q is
often implemented with a kernel variance estimator such as

A Ti i\ -
Q= k <) I 2)
j=—@-1 \M

where k (x) is a kernel function such that k (x) =k (—x), k(0) =1, [k (x)| <
1, k(x) is continuous at x = 0, and ffoookz (x) < oo. Here, for j >0, I'; =
7! Z,T: i+l 0;0;_ j are the sample autocovariances of the score vector 0, = x;i;,
with i; = y; —x,’ﬁ the OLS residuals, and fj = ij for j < 0. M is the band-
width parameter, which can act as a truncation lag for kernels such that k (x) =0
for |x| > 1.

Consider testing the null hypothesis Hy : Rf = r against H : Rf # r, where
R is a ¢ x s matrix of rank ¢ and r is a ¢ x 1 vector. We consider the following
F-type statistic:

Fr=T (R[;’—r)/ [RQ—IQQ”R/] B (Rﬁ —r) /q.
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In the case where ¢ = 1 we can consider #-statistics of the form
JT (R[;’ — r)
A /RQ—IQQ—IR/

Under suitable regularity conditions (described subsequently), v/7' (Rﬁ - r) can

be approximated by a vector of normal random variables with variance-covariance
matrix RQ~'QQO~'R’. Given that plim Q = (, the traditional asymptotic ap-
proach seeks to establish consistency of Qto justify approximating Q by Q.
Consistency of Q requires that M — oo as T — oo, but M/ T — 0. Under the tra-
ditional approach, Fr has a limiting chi-square distribution and #7 has a limiting
standard normal distribution.

An alternative approximation for Q has been proposed by Kiefer and Vogelsang
(2005). Suppose the bandwidth is modeled as M = bT, with b a fixed constant
in (0, 1]. Because b is held fixed in this asymptotic nesting of M, this approach
has been labeled fixed-b asymptotics. Under fixed-b asymptotics, Q converges to
a random variable (rather than a constant) that depends on the kernel and band-
width. As a consequence, F7 and 7 have nonstandard distributions. These limit-
ing distributions are useful for testing because they reflect the choice of bandwidth
and kernel but are otherwise asymptotically pivotal (i.e., independent of nui-
sance parameters), and critical values can be tabulated. For example, under suit-
able regularity conditions (to be described subsequently), Kiefer and Vogelsang
show that

tr =

Fr = W (1) Q,(b)~'W,(1)/q,
= wi(1)
N0

where = denotes weak convergence, W; (r) is ani x 1 vector of independent stan-
dard Wiener processes, and Q; (b) is a random matrix that depends on the kernel.
For example, in the case of the Bartlett kernel,

3

2 rl ~ ~
0:(b) == [ W) Wi dr

1

I-b , _ ~ ~ ~
— | (Wi + D)WY + W) Wi+ b ) dr, @
b Jo

where W; )y =W;(r)=rw;(1).

An alternative to asymptotic approximations is the bootstrap. In this paper
we focus on the MBB of Kunsch (1989) and Liu and Singh (1992). Define the
vector w; = (y;,x,)’ that collects the dependent and the explanatory vari-
ables for each observation. Let £ € N (1 < ¢ < T) be a block length, and let
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B¢ = {ws, wit1, ..., wrre—1) be the block of ¢ consecutive observations start-
ing at w;. Note that £ = 1 gives the standard i.i.d. bootstrap. For simplicity take
T = kof. The MBB draws ko = T /¢ blocks randomly with replacement from the
set of overlapping blocks {Bl’g, ey BT_g_H’[}. Let F; and t; denote the naive
bootstrap versions of Fr and t7. The statistics F;; and ¢7 are computed as fol-

lows: Given a bootstrap resample w; = (y;‘, x )/, let ﬁA * denote the OLS estimate

from the regression of y;" on x;, and let Q*=T1"" ST xrx). Let Q* denote the

bootstrap version of Q where 6; = x}u; = x/ (y; —x,”f*) is used in place of v;.

The naive bootstrap statistics are defined as
Fi =T (Rp* —r*>/ [RO10 0 R| - (RE*=r") /a, (5)
where r* = RﬂA, and in the case of ¢ = 1,
L T(rE )

T = .
\/RQ*—IQ* Q*—IR/
Although the bootstrap statistics obviously depend on £, we do not index them by
¢ to simplify notation. These bootstrap statistics are naive in the sense that they are
computed with standard errors that are of the same form as those used in comput-
ing Fr and fr using the resampled data in place of the original data. The empirical
distributions of F; and 7 can be accurately estimated using simulations.

As a benchmark for the simulations in the next section, we also consider the
version of the MBB proposed by Gotze and Kiinsch (1996) which we label the
GK-MBB. The Gétze and Kiinsch bootstrap statistics take the same form as in (5)
and (6) except that r* is replaced by

réK = Rﬂ’
—1 T
s )| B
1 t=1

where
1 T—C41 (=] -1 1 T—e+1 ] (=1
= D 5 X At > D XewsVits

t (6)

b=

DM~

1
T-t+1 5 5 T-t+1 53 /5

T—(+10-1 10—
/
= th+sxz+s Z zxfﬂy’ﬂ’
s=0 t=1 s=0

t=1

and Q* is replaced with

ko 4 4 !
A * -1 -1/2 N —-1/2 N
QGx =ky ' X, (5 / Zv(i—1)€+j> (f / 2”(i—1)€+j> :
i—1 j=1 =1
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Note that £ and flg x reflect the impact of the block structure of the resampled
data on the mean and variance of ﬁ *. Recentering and rescaling with r5; and

Q*G x have the effect of making the Edgeworth expansions of the original and
bootstrap statistics close to each other.

3. FINITE SAMPLE PERFORMANCE

In this section we use simulations to compare and contrast the finite sample perfor-
mance of the standard asymptotic approximation, the fixed-b asymptotic approx-
imation, and the naive and GK bootstraps. We first present results for the simple
location model followed by results for a stationary regression model with four re-
gressors. The simple location model simulations illustrate interesting patterns in
the relative performance of the different asymptotic approximations. Theoretical
results that can explain some of these patterns are provided by the higher-order
asymptotic theory in Section 5. The simulations for the regression model show
that the patterns seen in the simple location model continue to hold in the regres-
sion context. A theoretical link between the naive MBB and fixed-b asymptotics
suggested by both sets of simulations is formally established in Section 4 for re-
gression models.
Consider the simple location model,

e = f1+us, )
where

5\ 172
u,:put_1+(l—p ) &t ®)

{e;} ~i.i.d. N(O,1), and u; = 0. We consider testing the null hypothesis that
1 < 0 against the alternative that £; > 0 at a nominal level of 5% using

B
=)

where se ([%) is the HAC standard error estimate. We focus on a one-sided test

b

because the theoretical results developed in Section 5 apply to one-sided tests.
The true parameter, f1, is set equal to zero, and we consider three values for the
AR parameter p: 0.0,0.5, and 0.9. In the simulations, 10,000 random samples
are generated for the sample size 7 = 50. Similar patterns were found for other
sample sizes. We consider the Bartlett and quadratic spectral (QS) kernels (results
for other kernels are available from the authors) and report results across 25 dif-
ferent values of the bandwidth: M =2,4,...,48,50. We reject the null hypothesis
whenever ¢ B> t., where t. is a critical value.
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The methods differ in the way in which the critical value is calculated. In par-
ticular, ¢, = 1.645 is used for the standard asymptotic approximation, whereas
for the fixed-b approximation 7. is the 95% percentile of the fixed-b asymp-
totic distribution derived by Kiefer and Vogelsang (2005). Given the sample size
of 50, the values of M implicitly determine the corresponding values of b =
0.02,0.04, ...,0.98, 1.0 in the fixed-b distribution theory. For the naive MBB and
the GK-MBB ¢, is the 95% bootstrap percentile of the respective bootstrap 7-
statistics. The bootstrap tests are based on 999 replications for each sample. We
report results for the block lengths £ = {1,5} where obviously £ =1 is the i.i.d.
bootstrap. Following a recommendation by Gotze and Kiinsch (1996), we also
implement both bootstraps using £ = M.

We also report rejection probabilities using the Edgeworth approximation for ¢,
derived by Velasco and Robinson (2001). Using 7, to denote the right-tail N (0, 1)
critical value, the Edgeworth critical value is given by

1 M
tedge =1+ 551‘22 + f(tZ)Ts (9)

where

(s ) () (22)

o0 o0
andd=M~'Q7! ¥ |j|T for the Bartlett kerneland 6 = {37 2M2Q~1 ¥

j=—00 j=—00
jr ; for the QS kernel. Given the AR(l) structure in the simulations, the formu-

las for 0 simplify to

respectively, for the Bartlett and QS

2p z2p
and ,
_pZ M2(1 )2

M(1
kernels.”

We implement the Edgeworth approximation in two ways. In the first, we make
the unrealistic assumptions (from the perspective of practice) that it is known that
the errors are AR(1) and that the value of p is known. This provides an infeasible
benchmark. In the second, we replace Q with Q and we replace oi [jIT; and

% T—1 L OOA

> jzl”j with estimators Y k(M) |]|F and Y k(ﬁ)fl"j, where
j=—00 j=—(T-1) j==(T=1
k(x) and M are the same as those used to construct Q. This feasible approach
preserves the nonparametric nature of the test in that we are not assuming any
knowledge about the form of the autocovariance structure.

Figures 1 and 2 contain results for the Bartlett kernel, whereas Figures 3 and
4 contain results for the QS kernel. Each figure contains three panels correspond-
ing to the three values of p. Each panel depicts the empirical null rejection
probabilities as a function of the bandwidth and implicitly as a function of b =
M /T. Figures 1 and 3 focus on the naive MBB, whereas Figures 2 and 4 provide
comparisons between the naive MBB and the GK-MBB.
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FIGURE 1. Empirical null rejection probabilities, simple location model, Bartlett kernel,
T =50.

Looking at Figures 1 and 3, several interesting patterns emerge. The naive
MBB (N B1, N B5) is (almost) always more accurate than the N (0, 1) asymptotic
approximation and often substantially so. The improvement of the naive MBB
over the N (0, 1) approximation holds for both kernels, and the improvement is
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FIGURE 2. Empirical null rejection probabilities, simple location model, Bartlett kernel,
T =50.

larger for the QS kernel as compared to the Bartlett kernel. The larger the band-
width, the greater the improvement. The i.i.d. bootstrap (N B1) tends to closely
follow the fixed-b asymptotics across all DGP’s, bandwidths, sample sizes, and
kernels, despite the presence of autocorrelation. This pattern strongly suggests a
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systematic relationship between the naive block bootstrap and the fixed-b asymp-
totic approximation. In addition, it is interesting to note that as p increases (e.g.,
p = 0.9), increasing the block size to 5 helps in further reducing the size
distortions.? In this situation, ignoring the serial correlation in the model and using
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FIGURE 4. Empirical null rejection probabilities, simple location model, QS kernel,
T =50.

the i.i.d. bootstrap is inferior to using blocking. From a theoretical perspective this
finite sample pattern suggests that the naive block bootstrap may offer an asymp-
totic refinement over the i.i.d. bootstrap/fixed-b asymptotics with careful choice
of the block length. Such a theoretical investigation would be very difficult and is
not considered here.

https://doi.org/10.1017/50266466610000496 Published online by Cambridge University Press


https://doi.org/10.1017/S0266466610000496

BLOCK BOOTSTRAP HAC ROBUST TESTS 757

The performance of the Edgeworth approximations is interesting. The most rel-
evant pattern is that neither Edgeworth approximation closely follows the naive
MBB, suggesting that theoretical explanations for the patterns displayed by the
naive MBB will not be found using Edgeworth arguments. This is not surprising,
given the theoretical arguments made by Davison and Hall (1993) and Gétze and
Kiinsch (1996) about the naive MBB. When the errors are i.i.d. (p = 0), the in-
feasible Edgeworth (Edgelnf) is more accurate than the N (0, 1) approximation
but is less accurate than the naive MBB or fixed-b approximations. The differ-
ences become more apparent as the bandwidth increases. The feasible Edgeworth
(EdgeFeas) gives rejections between the N (0, 1) and the infeasible Edgeworth.
When there is serial correlation in the errors (p = 0.5,0.9), the feasible
Edgeworth consistently is more accurate than the N (0, 1) but is less accurate than
the naive MBB or fixed-b. The infeasible Edgeworth behaves much differently
in the presence of serial correlation. When the bandwidth is small, the infeasible
Edgeworth tends to underreject, especially when p = 0.9. When the bandwidth is
large and the Bartlett kernel is used, the infeasible Edgeworth has rejections very
similar to the naive MBB but it tends to overreject more than those tests when the
QS kernel is used. Overall it is interesting to note that the feasible and infeasible
Edgeworth approximations do not seem systematically linked to each other.

Looking at Figures 2 and 4, it is apparent that the naive MBB and GK-MBB
exhibit different patterns. When the block length is set to 5, the naive boot-
strap clearly follows the fixed-b rejections, whereas the GK bootstrap clearly
follows the N (0, 1) rejections. Not surprisingly, the GK bootstrap reduces the
overrejection problem of the N (0, 1) approximation. Comparing the naive and
GK bootstraps indicates that the naive bootstrap tends to deliver rejections closer
to 0.05 than the GK bootstrap when ¢ =5 for all three values of p, and as M
increases, the naive bootstrap has rejections much closer to 0.05 than the GK
bootstrap. When setting £ = M, both bootstraps perform reasonably well when ¢
and M are small but they become erratic as £ and M become large. This is to be
expected, given that theoretical results in the MBB literature (this paper included)
require the block length to be of smaller order than the sample size.

To show that many of the patterns in the simple location model continue to hold
in a regression setting, we now report results for a stationary regression model
with four regressors using the well-studied setup of Andrews (1991). We consider
the linear regression model

Ve = 1+ Poxi2 + f3xi3 + Paxia+ Psxis +uy,

where {u;} is given by (8) and

N\ 1/2 .
Xti=PXt—1,i+(1_p> Vri, x0i =0, i=2,...,5,

where v;; are generated as i.i.d. N(0, 1) errors that are independent of each other
and independent with u,. We used 2, 000 replications.
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We consider testing the null hypothesis that f> = 0 against the alternative that
[> # 0 at a nominal level of 5%. The test statistic is

oo P
b se<ﬁ2>’

where se (ﬁz) is a HAC standard error estimate. Because ¢ £, is exactly invariant
to the values of the other regression parameters, we set them to zero without
loss of generality. We reject the null hypothesis whenever ‘%’ > t., where 1. is

a critical value. We use the same setup as in the simple location model except
that we report results for a wider range of block lengths £ € {1, 5, 10,25}. We do
not report Edgeworth results because formal Edgeworth expansions do not appear
available for regression models. We consider a two-sided test in the regression
case to show that many of the patterns seen for the one-sided test in the simple
location model carry over to two-sided tests.

Results for the naive bootstrap are given in Figures 5 and 7. As in the simple lo-
cation model, we see that the i.i.d. bootstrap (N B1) closely follows the rejections
of the fixed-b approximation, and both are usually more accurate than the N (0, 1)
approximation. When the serial correlation in the errors is strong (p = 0.9), in-
creasing the block length to 5 (N B5) and 10 (N B10) can further increase the
accuracy of the approximation. Making the block length too big relative to the
sample size and the strength of the serial correlation (p = 0,0.5) can result in
substantial overrejections, and the naive bootstrap can be a worse approximation
than the N (0, 1) when M is small to medium in size. In this regression setting we
see that the choice of block length matters. Using a small block length, including
the i.i.d. bootstrap, does show improvement over the N (0, 1) approximation, and
the link to the fixed-b rejections is strong. But it is clear that further improve-
ments are possible by using a larger block length when the serial correlation is
strong as long the block length is not too large. Again we see that refinements
over the fixed-b approximation are potentially possible with the naive bootstrap
with judicious choice of block length.

Figures 6 and 8 allow comparisons of the naive and GK bootstraps with £ = 10
and £ = M. Focusing on the case of £ = 10, we see that the naive bootstrap per-
forms better than both the N (0, 1) and fixed-b approximations. As M increases,
rejections become close to 0.05 for both kernels and all three values of p. The GK
bootstrap shows different patterns. It tends to underreject when M is small and
tends to overreject when M is large, although it also performs better than both
the N (0, 1) and fixed-b approximations. With £ = M both bootstraps have similar
rejections when ¢, M are small and both are improvements over the asymptotic
approximations. But, as £, M increase, the similarity of the bootstraps begins to
break down, and both bootstraps become erratic as £, M become large.

In unreported simulations we computed finite sample power” of the tests over
a grid of values for f; in the location model and f; in the regression model. We
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FIGURE 5. Empirical null rejection probabilities, linear regression, Bartlett kernel,
T =50.

found that power of the naive bootstrap closely follows power when using the
fixed-b critical value. As M increases, power of both the naive MBB and fixed-b
decrease, and this pattern is consistent with local asymptotic power calculations
reported by Kiefer and Vogelsang (2005). Power using the N (0, 1) approximation
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FIGURE 6. Empirical null rejection probabilities, linear regression, Bartlett kernel,
T =50.

is often higher, but this is largely due to the substantial overrejection problem of
the normal approximation under the null.

The patterns in the simulations in both the simple location and regression mod-
els suggest that the fixed-b approximation and the naive MBB are systematically
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FIGURE 7. Empirical null rejection probabilities, linear regression, QS kernel, 7 = 50.

related and that they may provide an improvement over the N (0, 1) approxi-
mation. Careful choice of the block length may provide an improvement over
the fixed-b approximation. Comparisons to the GK-MBB suggest that the naive
and GK bootstraps are not systematically related. Obtaining theoretical results
that explain all of these patterns is a very challenging research program. In the
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next section we establish the asymptotic equivalence of the fixed-b approxima-
tion and the naive MBB in stationary regression models. We then focus on the
simple location model and show that the naive MBB theoretically is more accu-
rate than the N (0, 1) approximation when the Bartlett kernel is used. The very
difficult question as to whether with careful choice of the block length the naive
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bootstrap can improve upon the fixed-b approximation is beyond the scope of this
paper.

4. FIXED-b BOOTSTRAP ASYMPTOTICS

In this section we derive the asymptotic distribution of naive block bootstrap
HAC robust tests under the fixed-b asymptotics. In particular, for linear regres-
sion models we show that ¢ and F; have the same limiting fixed-b distribution
as t7 and Fr. Define S, 1) = ZEVZT]] v¢, where [rT'] denotes the integer part of rT
with r € [0,1]. Let X7 (r) = T_I/ZS[rT] be the corresponding partial sum pro-
cess. Similarly, define Q7 (r) = T~! ZLT]] x¢x;. Following Kiefer and Vogelsang
(2005) we make the following two high-level assumptions:

Condition Al. Let X7 (r) = AW; (r), with Q@ = AA’ = limy_, o Var(T /2
DY o).
Condition A2. Let sup, ¢ 1;|Qr (r) —r Q| — 0 in probability.

Here, we assume in addition that the statistic of interest, A7, is such that

Condition A3. A7 can be written as

Ar =g (X7 (r),Qr (r), Dr (1)),

where g is a continuous functional of (X7 (r), Q7 (r),Dr(r)), and
D7 (r) is a vector of deterministic functions of 7" and r such that Dy (r) > D (r)
as T — oo, uniformly in r.

Condition A3 is a general way of expressing statistics that includes 77 and
Fr. The function Dt (r) reflects the choice of kernel. Using the arguments of
Kiefer and Vogelsang (2005), it follows that Q is a continuous functional of the
processes X7 (r), Q7 (r), and D7 (r), where Dt (r) is a function of k (r). If
k” (r) exists, then we can show that limy_; o D7 () = b~ 2k” (r/b), in which case
D (r) =b~2k" (r/b). For kernels that truncate to zero for |x| > 1, Dy (r)isa2 x 1
vector and D(r) has elements given by b~2k” (r/b) for |r| < b and b~'k’_(1),
where k’_(1) is the first derivative of k(x) from the left evaluated at x = 1. For the
Bartlett kernel we have D (r) = b and D(r) = b. Thus, Condition A3 holds for a
wide class of kernels including the Bartlett kernel. See Kiefer and Vogelsang for
additional details on how D7 (r) is constructed.

Under Conditions Al through A3, an application of the continuous mapping
theorem (CMT) implies that as T — oo,

Ar = g(AWs(r),rQ,D(r))=G.

Suppose that the random variable G is pivotal, i.e., its distribution is invariant to A
and Q. For example, this is the case for Fr and t7 as indicated by (3). The goal in
this section is to provide a set of primitive conditions on {x;} and {v;} under which
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the naive block bootstrap test, F;, weakly converges to G, in which case the naive
bootstrap and the fixed-b approximation will be equivalent in a first-order sense.
Note that results for ¢7 follow as an obvious corollary.

We now need to introduce some additional notation. Given a bootstrap resam-
ple {w,* - (y:,x;’)’}, let o, = x* (v} —x¥'B) = xtul,. and let v} = x* (yF —
x ﬁ)/ = x;u;. In order to simplify the notation, we omit 7 in the definition of
the bootstrap variables, e.g., we write v/ instead of v7,. Notice that v/ (and not
vg,) is the bootstrap analogue of v, as it replaces § with ﬁ Let S[*rT] = ZE;TI] o/
and define the bootstrap partial sum process X7 (r) = TV 2S[*rT]. Similarly, de-
fine Q% (r) =T~! ZE;Tl] x;x’. As usual in the bootstrap literature, P* denotes
the probability measure induced by the bootstrap resampling, conditional on a
realization of the original time series. We use the following notation for the boot-
strap asymptotics (see Chang and Park (2003) for similar notation and for sev-
eral useful bootstrap asymptotic properties). Let Z7 be a sequence of bootstrap
statistics. We write Z} = op+ (1) in probability, or Z7 — P 0 in probability, if
forany ¢ > 0, 6 > 0, limy_, o P [P* (|Z;| > 5) > g] = 0. Similarly, we write
Z3 = Op+ (1) in probability if for all & > 0 there exists an M; < oo such that
limy00 P [P* (|Z}] > M;) > &] =0. Finally, we write Z} =" Z in probabil-
ity if, conditional on the sample, Z; weakly converges to Z under P*, for all
samples contained in a set with probability converging to one. Specifically, we
write Z7 =P" Z in probability if and only if E* (f (Z;)) — E(f (Z)) in proba-
bility for any bounded and uniformly continuous function f.

Suppose the bootstrap processes X7 (r) and Q7% (r) satisfy the following
assumptions, in probability.

Condition A1%. Let X3 (r) =" A*W; (r), for some A*.
Condition A2*. Let sup, (o 1 | o7 (r)— rQ*| — P70 for some Q*.

In this section we study the asymptotic behavior of naive bootstrap statistics,
i.e., we suppose that

Condition A3*. The bootstrap statistic A} can be written as

AT =g (X7 (), 07 (r), Dr (1)),
where g and D7 (r) are as defined in Condition A3.

According to Condition A3*, the bootstrap statistic is equal to the exact same
function as the original statistic, but replaces the bootstrap data for the real data.
This is the sense in which the bootstrap statistic is naive. It is a very straight-
forward algebraic calculation to show that ¢; and F7 satisty Condition A3*.
In particular, note that the recentering of /)A’* around ﬁ ensures that the boot-
strap statistics can be expressed as the same functionals of X7 (r), Q% (r), and
Dy (r) as the original statistics. It is clear that under Conditions A1*~A3*, by
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an application of the CMT, we have that
Ay =P g (MW (r),rQ*, D (1)),

in probability. Because the random variable g (-, -, -) is pivotal (as in the case of
t and F tests), the limiting distribution of A} coincides with the limiting dis-
tribution of A7, independently of A* and Q*. Thus, the asymptotic equivalence
between A} and Ar depends crucially on the Conditions A1* and A2*. Next,
we provide primitive conditions on {x;} and {v,} that are sufficient for Conditions
Al* and A2*.

We derive results under the assumptions that {x;} and {v;} are near epoch de-
pendent (NED) on an underlying mixing process {&;}. NED processes allow for
very general forms of dependence and contain mixing processes as a special case.
For a general time series {w;}, we view each coordinate w; as a measurable func-
tion of the potentially infinite history of another underlying process {¢;}, i.e.,
wi (oo &—1,€1,€141,...). Let Fl =0 (e,...,&) for any s <t be the sigma-
field generated by &g, ..., &, and let E’v denote the expectation conditional on .7-'5
We say {w;} is Ly-NED on {e;}, g > 1, if |lw,[l, < oo and vg, = sup, ||w, —

Il
E;figw,Hq — 0 as kg — oo. Here and in what follows, |[w]l, = (Zi Elwil") Va

denotes the L;-norm of a random vector w. Similarly, we let |-| denote the Eu-
clidean norm of the corresponding vector or matrix. If the NED coefficients vy,
are such that vg, = O (ko_“_‘j) for some 0 > 0, we say {w;} is Ly-NED of
size —a. We assume {¢;} is strong mixing. The strong mixing coefficients are
kg = SUP,, SUP(ACFT  BeFSS, ) |P(ANB)— P (A) P (B)|; we require ag, — 0
as ko — oo suitably fast.

We impose the following assumptions on {x;} and {v;}.

Assumption 1.

(a) Forsome p > 2, [lx/[l,, < A < ooforallt =1,2,....

(b) {x;} is a weakly stationary sequence L>-NED on {&;} with NED coeffi-
cients of size —%.

©) lloell, < A <00, and E(v;)=0forallt =1,2,....

(d) {v;} is a weakly stationary sequence L>-NED on {&;} with NED coeffi-
cients of size —%.

. .. . . 2p
(e) {&:} is an a-mixing sequence with ay, of size —53-

(f) Q=1limy_,o Var(T~Y23T_ v,) is positive definite.

We can show that Assumption 1 is a sufficient assumption for the high-level
Conditions Al and A2. Note that under Assumption 1, Q = limy_, o Var
(T_l/ 2ST) exists. We further assume € is positive definite, which ensures the
existence of a matrix A such that Q = AA’. Next, we show that the following
strengthened version of Assumption 1 is sufficient to ensure that Conditions A1*
and A2* hold.

https://doi.org/10.1017/50266466610000496 Published online by Cambridge University Press


https://doi.org/10.1017/S0266466610000496

766 SILVIA GONGALVES AND TIMOTHY J. VOGELSANG

Assumption 1'.

(¢") For some p > 2 and J > 0, ||v,||p+5 < A < 00, and E(v;) = 0 for all
t=1,2,....

(d) {ov;}is a weakly stationary sequence Ly, 5-NED on {¢;} with NED coeffi-
cients of size —1.

(&) {&;}is an a-mixing sequence of size —%.

LEMMA 4.1. Under Assumption 1 strengthened by Assumption I’, it follows
that

(a) Forany fixed € suchthat1 <{ <T,as T — 00,
X5 (r) =" AW (), (10)

in probability, where Ay is the square root matrix of Q¢ = T'p+ Zle (1 -
7) (T +T5).
(b) Let £ = €1 — oo as T — oo such that €2/ T — 0. Then

X7 (r) =P AW, ), (11)

in probability, where A is the square root matrix of Q.
(c) Under both sets of assumptions on €, it follows that

sup |Q*} (r)—rQ’ N 0,
rel0,1]

in probability.

Parts (a) and (b) of Lemma 4.1 provide functional central limit theorems
(FCLTs) for the bootstrap partial sum process of the bootstrap scores X7 (r) =
T-1/2 ZEVZTI] v;. To prove these results, we apply a bootstrap FCLT (Lemma A.3,
given in Appendix A) for Z7 (r) = T-1/2 ZE;TIJ (X;“ —E* (X;‘)) when {Xt*} is
an MBB resample of {X,}, a NED process on a mixing process. Lemma A.3 is
a multivariate extension of a univariate bootstrap FCLT given in Paparoditis and
Politis (2003) for stationary mixing processes to the NED case.

We consider two cases: (a) one where ¢ is fixed as T — oo, and (b) another
where £ — oo as T — o0. Note that the first case includes the i.i.d. bootstrap as
a special case. According to Lemma 4.1, the bootstrap partial sum process X7. (r)
weakly converges to a Brownian motion with the “right” covariance matrix Q
only if the block size £ increases with the sample size at an appropriate rate. When
¢ is fixed, the limiting covariance matrix is €, which is different from Q under
general autocorrelation. This reflects the well-known fact that the MBB with fixed
block size (and therefore the i.i.d. bootstrap) achieves only partial correction of
dependence (cf. Liu and Singh, 1992).

Our first formal theoretical result is below.
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THEOREM 4.1. Let b € (0, 1] be a constant and suppose M = bT. Let Assump-
tion 1 strengthened by Assumption 1' hold, and let k (x) be the Bartlett kernel or
let k(x) be such that k" (x) exists and is continuous everywhere with the possible
exception of |x| = 1. Suppose the block size € is either fixed as T — oo, or { — 00
as T — oo such that Zz/T — 0. Then, under Hy : Rf =r, as T — oo,

Fp="" W, (1) 0, (0)™ ' W, (1) /q,

in probability, where Q4 (b) is a random matrix defined in Definition 1 of Kiefer
and Vogelsang (2005).

Theorem 4.1 shows that the naive bootstrap F' test statistic has asymptotically the
same distribution of Fr derived under the fixed-b asymptotics nesting of Kiefer
and Vogelsang (2005). A similar result holds for ¢7. The first implication of The-
orem 4.1 is that a naive bootstrap is as accurate to first order as the first-order
fixed-b asymptotics. The second implication is that a simple i.i.d. bootstrap is
asymptotically valid (and equivalent to first order to the fixed-b asymptotic limit),
even in the presence of serial correlation. This result is a consequence of the
asymptotic pivotalness of the F statistic.

5. HIGHER-ORDER RESULTS

In this section we provide an upper bound on the rate of convergence of the error
implicit in the naive i.i.d. bootstrap approximation and show that it can be smaller
than the error of the N (0, 1) approximation even for dependent data. We focus on
the ¢-statistic in the simple location model given by (7), i.e., we assume x; = 1
for all 7. Here the score vector v; is equal to the scalar u;. We derive results for
the Bartlett kernel because €2 can be expressed as a relatively simple function of
X7 (r) in this case. We expect our results to naturally extend to other kernels,
although the details are likely to be very tedious.

In this section we assume u, is a linear process. This is a more restrictive de-
pendence assumption than our previous NED Assumption 1. To prove our results,
we will rely on the method of strong approximations (see below for more details
on this method), available for linear processes, and this is the main reason why we
restrict attention to the special class of linear processes. We are unaware of such
results for NED sequences. Thus, we let

o
uy=n (L)g = z Tj€—j,
)

with 7 (z) = Z‘I?io T jzj , and make some additional assumptions.

Assumption 2.

(a) Assume ¢; arei.i.d. withE(g;)=0,E (8,2) =¢2,and E|g;|? < oo for some
p > 2.
(b) Assume 7 (z) # 0 for all |z] < 1 and 2?20 li||7i| < oo.
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Under Assumption 2, the FCLT for linear processes (cf. Phillips and Solo,
1992, Thm 3.4) implies that

(7r]
W =Ty = AW (r),
t=1

where Q = A2 =72 (1) 0% is the long-run variance under Assumption 2. To estab-
lish our results we need a result stronger than this invariance principle. In particu-
lar, we need specific rates of convergence of the partial sum process to its limiting
process. This can be achieved through the method of strong approximations. Park
(2003) uses strong approximations to show that the bootstrap provides an asymp-
totic refinement for unit root tests. Similarly, Park (2006) relies on this method to
show asymptotic refinements of the bootstrap in the context of weakly integrated
processes. Our methods of proof will closely follow those of Park (2006).

Consider the following probabilistic embedding of the partial sum process
of u;:

(7]
Wr (r) =a T2 z Uz,

t=1

where =4 denotes equality in distribution. Wr is a stochastic process on D [0, 1]
having the same distribution as Wg. In what follows, we will not make a dis-
tinction between Wy and its distributionally equivalent copy Wg. Therefore we
will interpret the distributional equality =4 as the usual equality. The Skohorod
representation theorem guarantees that there exists a probability space (2, F, P)
supporting Wz and W; such that Wr — AW almost surely uniformly in [0, 1].
Moreover, we can state the result below, which follows from a strong approxima-
tion result due to Akonom (1993, Thm. 3, p. 74).

LEMMA 5.1. Under Assumption 2, we have that

(@) sup |Wr(r)— AW ()] = Op (T—W“/P).
ref0,1]

(b) For any € > 0, P (sup,cp11IWr (r)— AW (r)| > T71/2H3/C@P) =
0 (T—1/2+3/2p+e) )

Lemma 5.1(a) shows that the stochastic order of sup,cg 1) |Wr (r) — AW, (r)]
isequal to Op (T~1/2F1/P). As we will show next, the 7-statistic can be written as
a functional of Wr (r) (or of its distributionally equivalent copy 7~'/2 ZEZ] up).
Thus, we can use part (a) to determine the stochastic order of the error term in the
stochastic expansion of the 7-statistic. Part (b) shows that W can be approximated
by AW, with an error that is distributionally’ of order O (T~1/>*3/2P))_ Thus,
although the approximation error of Wy with AW/ is of order Op (T ~1/2+1/7) its
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effect is distributionally of a larger order of magnitude, namely O (T_l/ 2+3/ (2P)).
We will rely on this result to derive the error of the fixed-b asymptotic approxi-
mation.

5.1. Asymptotic Expansion of the t-Statistic

We first provide an asymptotic expansion for the f-statistic. The #-statistic can be
written as

ﬁ(ﬁsl—ﬁﬁ)

where ,El =7yand

AP < J )+ ~ -

Q=Ty+2 1——T; with'; =T~ Uy ;.
2 (=)t wmti=r 3 i

Thus, Q is the Bartlett kernel variance estimator of Q = limT_moVar(T_l/ 2
Zthlu,) = o272 (1). The bandwidth is equal to M = bT, where b is a fixed
constant. Following Kiefer and Vogelsang (2005), we can write

T-1 T-[pT1-1
Q=27"'T2Y §F-2o7'77% Y § 801,
t=1 t=1
where §; = Y/_, ii; and §, = S, — (+) Sr, with S, =3} _ u;.
LEMMA 5.2. Under Assumption 2, and for any fixed b € (0, 1], we have

Q=00 (b)+0p (T71/2117),

with Q1(b) given by (4).

Lemma 5.2 provides an asymptotic expansion for Q with remainder Op
(T=1/2+1/P). The leading term of this expansion is the distribution derived by

Kiefer and Vogelsang (2005). The rate of convergence of Q increases with p, the
number of finite moments of ¢. If all moments of & exist, we can set p = oo and
get the parametric convergence rate of Op (T_l/ 2). Our next result provides the
asymptotic expansion for the ¢-statistic.

THEOREM 5.1. Under Assumption 2, and for any fixed b € (0, 1], we have

15, = V‘;(g) Lo, <T‘1/2+1/”>,
v 1

where % and Q1 (b) are defined as above.
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The leading term of the expansion for 1 is the fixed-b first-order asymptotic
distribution derived by Kiefer and Vogelsang (2005). Using Lemma 5.1(b) and
following Park (2003, Cor. 3.8) we can prove a corollary to Theorem 5.1.

COROLLARY 5.1. Under Assumption 2, and for any fixed b € (0, 1], we have

P (t/;l < x) =P ( Qll((li) < x) +0(T—1/2+3/(2p)+e)

uniformly in x € R, for any € > 0.

Corollary 5.1 gives an upper bound on the rate at which the true sampling
distribution of 7; converges to the fixed-b asymptotic approximation. When all
moments exist (as in the Gaussian case considered in our simulations), p = oo,
then the bound on the error of the fixed-b asymptotic approximation is of order
o (T~1/2%€) for any € > 0. For general linear GMM regression models, Sun and
Phillips (2009) show that the error of the normal approximation for one-sided tests
is of order O (T_l/z) +0 ( ) +0 ( ) for the case of the Bartlett kernel (cf.
their equation (41)). This result is derived from an Edgeworth expansion of the
finite sample distribution of the test statistic, and hence it provides a sharp bound
on each of the three terms involved. The order of the error depends on the rate
of the bandwidth. Suppose M = ¢T? for some constant ¢. When ¢ € (0, %), the
dominant term is the O (M~") term, and it is larger than O (T~'/2). When J e
(%, 1), the dominant term is the O (%) term, which is also larger than O (T /).

Only for 6 = 3 do the three terms balance and equal O (7 ~!/2). Thus, any rate for
M that is either larger or smaller than O (ﬁ ) implies a normal approximation

error of magnitude larger than O (T_l/ 2). This is unequivocally larger than our
upper bound when p = oco; when p < oo, it can be larger or smaller than our
upper bound, depending on the particular value of p and how it relates to the
rate of M. For instance, p > 9 suffices if M = O (T'/3), which is the rate of the
conventional MSE-optimal bandwidth parameter choice for the Bartlett kernel.
As Sun and Phillips show, the MSE-optimal bandwidth choice is suboptimal if
the goal is to minimize the coverage probability error of a confidence interval. In

this case, choosing M = O («/T ) yields the smallest possible coverage error of
order O (T~"/2) for the normal approximation. Because our upper bound is no
smaller than O (T_l/z) and is O (T_l/z) only when p = oo, our upper bound
is uninformative when M = O \/T and makes no prediction about the relative

accuracy of the normal and fixed-b approximations.

We should point out that stronger results than Corollary 5.1 have been obtained
in some recent work if it is assumed that u, is Gaussian. Jansson (2004) has es-
tablished that (the bound on) the error of the fixed-b asymptotic approximation

is O ( ) for the case of the Bartlett kernel with b = 1. This result has been

refined to O (T ~!) and extended to a general class of kernels and wider range of
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b by Sun et al. (2008). In contrast, our bound is of order O (T~'/?) when u; is
Gaussian, implying that the method of strong approximations does not deliver a
sharp bound in the Gaussian case. While the error rate results of Jansson and Sun
et al. are stronger than ours, it is not known whether they continue to hold with-
out the Gaussian assumption. Because the Gaussian assumption cannot hold for
the bootstrap, the methods of proof used by Jansson and by Sun et al. cannot be
directly applied to the bootstrap.

5.2. Asymptotic Expansion of the Naive i.i.d. Bootstrap t-Statistic

Next, we provide an asymptotic expansion for the naive i.i.d. bootstrap statistic.
Let

l/l;k’\’ i.i.d. {ﬁtzyf—y:l‘:l,...,T}

be an i.i.d. bootstrap sample. Note that u} = y;" —y, where y;" is an i.i.d. bootstrap
observation drawn from {y;}. The naive i.i.d. bootstrap ¢-statistic is defined as

T (Bi - )
T Ve
where ﬁAf‘ = y* and Q* is of the same form as Q but evaluated with the bootstrap
data:
R T—1 T-[pT1-1
Q' =2""T2Y 5227772 Y SISy
t=1 t=1
where $F =S¥ — (+) S5, SF=3_ u;.
* * —1/25T * * _ p—1vyT (%)
Let QF = Var (T =1 u,) . We can show that Q7. =T7"%,_, Var (u,) =
T-'3 2?2, and

o0
Q= plimQ: =E (ﬁ) =023 22 #£0222(1)=Q,
i=1

so the i.i.d. bootstrap does not consistently estimate the long-run variance of ﬁl.
However, we will show that the i.i.d. bootstrap can still provide an asymptotic
refinement over the N (0, 1) approximation.

By a bootstrap FCLT,

[Tr]
Wg* (rn=r1""12 2 uy =4 012w, (r),
t=1

in probability, where W denotes a standard Brownian motion independent of the
realization of u,. As above, we can find a process Wy that has the same distri-
bution as W?*, conditional on the original sample, and such that the result below
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follows. We write
[Tr]
Wi =T u,
=1

in probability, where the equality is to be interpreted as an equality in distribution
under the bootstrap measure. The next result is a strong approximation for the
bootstrap partial sum process.

LEMMA 5.3. Under Assumption 2 we have
@ sup |Wi(r)—Q 2w ()
rel0,1]

(b) For any € > 0, P* (sup,co.11 | Wi (r) —Q*12W (r)| > T=1/2+3/Cp)) =
op (T—1/2+3/(2p)+e) .

= Op+ (T_1/2+1/1’), in probability.

The next result gives an expansion for Q* and is the bootstrap analogue of
Lemma 5.2.

LEMMA 5.4. Under Assumption 2 we have
Q' =001 (b)+ 0p: (T71/2417)

in probability, where Q| (b) is as defined previously.

Given Lemma 5.4, we can derive the asymptotic expansion below for the naive
i.i.d. bootstrap ¢-statistic.

THEOREM 5.2. Under Assumption 2 we have

o Wi (1) —1/2+1/
5=y O (7).

in probability.

The corollary to Theorem 5.2 shows that the effect of the remainder term in the
asymptotic expansion of 3, is distributionally of order O (T=1/2+3/Cp)),

COROLLARY 5.2. Under Assumption 2 we have

. W (1) e
P (1 =x) =P <(Q(b))”2 < x> top (TP,

uniformly in x € R, for any € > 0.

It then follows from Corollaries 5.1 and 5.2 that

sup p* <tﬁ* < x) —p (tﬁ < )C)‘ =op (T—l/2+3/(2p)+e) , (12)
xeR ! !

uniformly in x € R, for any € > 0.
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The result in (12) shows that the bound on the i.i.d. bootstrap error is of the
same order of magnitude as the bound on the error implied by the fixed-b asymp-
totic approximation. In particular, if p = oo the i.i.d. bootstrap error bound is
arbitrarily close to op (T_l/ 2+E), smaller than the error implied by the normal
approximation when M = cT?, and d # 1/2. In particular, the i.i.d. bootstrap er-
ror is smaller than the error associated with the normal approximation when the
optimal MSE bandwidth is used to compute the HAC Bartlett kernel estimator

whenever p > 9. When M = O (ﬁ ), the optimal-ERP bandwidth, the bound

on the i.i.d. bootstrap error is of the same magnitude as the normal error when
p = 00, and it is larger when p < oco. Therefore, no conclusions can be obtained
in this case because our bound results are not sharp.

The i.i.d. bootstrap can provide a refinement in this context because it replicates
the fixed-b distribution. This is true even when the data are dependent, as we
showed more generally before.

6. HEURISTIC COMPARISONS OF EDGEWORTH AND FIXED-b

While rigorous comparisons of the Edgeworth approximations with fixed-b ap-
proximations are well beyond the scope of this paper, some heuristic comparisons
can be instructive for guiding future work. In deriving formal Edgeworth approx-
imations, Velasco and Robinson (2001) approximate the bias and variance of the
HAC variance estimator under the traditional assumption that M /T shrinks to
zero. In the simple location model we have from Velasco and Robinson for the

QS kernel,

Q Q 18 x M [
bias| — | =E[ = 4“-—#W4W12j%ﬁ—/k®w
Q Q 125 P T Jo
=——x’M72Q [i——=

125" DR

Q\ (M\_ ' L M
Var<Q>~<T)2/0 k(s) ds—27.

Although the Bartlett kernel does not satisfy the assumptions used by Velasco and
Robinson, existing results in the spectral analysis literature give for the Bartlett
kernel

Q x® M !
bias (Q>~—M—1Q—‘ S jrj—T/O k(s)ds

j=—00

o0
M
—1A—1 .

j=—00

Q M Lo, 4M
Var| — | = | — 2/ k(s) ds = -—.
Q T 0 3T
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Notice that the Edgeworth approximation (9) is a function of these moments.
Alternatively, the fixed-b approximation approximates the entire distribution
of Q:

~ Q1(b).

te] o)l

The bias of ﬁ/ Q can be approximated by E(Q1(b) — 1). It is interesting to com-
pare E(Q1(b) — 1) and Var(Q1 (b)) with the traditional bias and variance formu-
las. For the Bartlett kernel (see Kiefer and Vogelsang, 2005)

E(Ql(b)—1>=—b+%b2,

4 7 1
Vi b)) =—b——b>+ —b3 b4 forb < —.
ar(Q1(0)) = 3b =307+ g7+ ght forb =3

Recalling that b = M /T, we see that the moments of the fixed-b asymptotic dis-
tribution match the traditional moments for terms of order M/ T. The differences
between the two approximations are that the fixed-b approximation does not in-
o
clude the —M~1Q~! ¥ T ; bias term because it is o(1) under fixed-b asymp-
j=—00
totics, but the fixed-b approximation includes terms of order (M/T)? and higher.

These heuristic observations can shed some light on some of the patterns ob-

served in Figures 1-4. In the case of i.i.d. errors, the bias term of order M —lig

o0 o0
exactly zero (because Y |j|Ij= X jzl“j = 0) and the main difference be-
j=—00 j=—00

tween the fixed-b approximation and the Edgeworth approximation are the higher-
order terms in the bias and variance formulas for the fixed-b approximation. When
M is small, the difference between the Edgeworth and fixed-b approximations are
negligible, whereas for large M, the fixed-b approximation is slightly more ac-
curate. When p = 0.3, the Edgeworth approximation is more accurate when M
is small because it picks up the M~! term, whereas for larger M, the fixed-b
approximation is more accurate. These differences become more apparent when
p=009.

An intriguing possibility is apparent. Because of the asymptotic equivalence
between fixed-b asymptotics and the naive i.i.d. bootstrap, it appears the i.i.d.
bootstrap captures the influence of the bias and variance of Q to higher orders
than the Edgeworth approximation with respect to terms that depend on powers
of M/T, but the i 1 i.d. bootstrap does not capture the bias term that depends on

Z [jIT; or 2 ]2F With careful choice of block length, the naive block
j=—00 j=—00
bootstrap could capture these bias term while continuing to capture the M /T
and higher-order terms. The simulations reported in Figures 1-4 show that when
there is serial correlation in the data, increasing the block length from 1 to 5 does
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improve the approximation. It is possible this improvement comes at least in part
through the first bias term.

7. CONCLUSION

In this paper we theoretically analyze the performance of the naive MBB ap-
plied to HAC robust tests based on nonparametric kernel estimators of the long-
run variance. In simulations reported here and in Kiefer and Vogelsang (2005) it
was found that the naive MBB outperforms the N (0, 1) approximation in finite
samples. This improvement holds for many kernels, including the Bartlett kernel,
and holds even for the i.i.d. bootstrap, despite the dependence in the data. These
simulations suggest that the performance of the naive MBB is tightly linked to
the finite sample performance of the recently developed fixed-b (i.e., fixed band-
width) asymptotics. We provide a theoretical explanation for this result. We prove
that the bootstrap distribution of the naive MBB is asymptotically the same as
the fixed-b asymptotic distribution. In addition, for a simple location model we
show that a naive i.i.d. bootstrap can reduce the magnitude of the error in estimat-
ing one-sided distribution functions of robust ¢-statistics compared to the N (0, 1)
approximation error for statistics studentized with a Bartlett kernel variance esti-
mator depending on the bandwidth choice and the number of finite moments in
the data. Our simulations also suggest that the naive MBB can be more accurate
than the fixed-b asymptotic approximation when the block size is chosen appro-
priately. Providing a theoretical explanation for this finding is a challenging topic
for future research.

NOTES

1. The finding that the naive bootstrap is first-order equivalent to the fixed-b asymptotic distribution
for fixed block lengths in addition to slowly growing block lengths does not suggest that the choice
of block length does not matter. Our simulations clearly show that the choice of block length matters,
and the simulations suggest the naive bootstrap can provide refinements over fixed-b asymptotics
with suitable choice of block length. We conjecture that such refinements will only hold for block
lengths that grow at a suitable rate with fixed block lengths being insufficient. It should also be pointed
out that from the perspective of improvements over the standard normal approximation, our results
depart from the existing literature by showing that use of small/fixed block lengths works for the naive
bootstrap. This is a positive result because it shows that a wide range of block length choices can
deliver improvements over the standard normal approximation when the naive bootstrap is used. This
is a desirable robustness.

2. The regularity conditions used by Velasco and Robinson (2001) appear to exclude the Bartlett
and Parzen kernels because their spectral windows do not truncate outside the range [—=z, 7], al-
though our simulation results suggest that their results likely hold for the Bartlett kernel. Velasco
and Robinson conjecture that their proofs could be modified to allow kernels like the Bartlett and
Parzen.

3. In unreported simulations we obtained results for the case of p = 0.99. As one would expect,
the tendency to overreject increases even for the NBS and GKS bootstraps.

4. We do not consider size-adjusted power because there is only one statistic being considered and
its size-adjusted power has nothing to do with the choice of critical value. Only unadjusted power
depends on the choice of critical value.
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5. We follow Park (2003) and say that a random sequence Ry is distributionally of order
o(T™4)=0(T~9)if P (|Rr| > T™%) = O (T~*) for some € > 0.
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APPENDIX A

Appendix A contains the proofs of the results in Section 4. Throughout this Appendix K
denotes a generic constant that may change from one usage to the next. We first state four
lemmas that are auxiliary in proving Lemma 4.1 and Theorem 4.1 in Section 4. We then
provide the proofs of our main results, followed by the proofs of the auxiliary lemmas.

The following result is a maximal inequality for mixingales (see, e.g., Davidson, 1994,
for a definition of mixingale) due to Hansen (1991, 1992). Zero mean NED processes on a
mixing process are mixingales, and we will repeatedly use this result in our proofs.

LEMMA A.1. For some nondecreasing sequence of o -fields { Ft } and for some p > 1,
let {X £, F! } be an L p-mixingale with mixingale coefficients yy, and mixingale constants

ct. Then, letting S; = th=1 Xt and ¥ = 2?;;1 Wm, it follows that

(@ If1<p=<2,

1/
max; <7 |5; [, < K% (7<) .

(b) Forp=>=2,

172
max; <7 |5, < K¥ (S, ¢)

The following result gives the probability limits of the MBB variance of a scaled boot-
strap sample mean under two different assumptions on the block size ¢: (a) when ¢ is fixed
as T — oo; and (b) when £ — oo as T — oo at an appropriate rate. We state the result for
a general time series {X;}, satisfying several assumptions.

Assumption A. Let {X;} be a weakly stationary sequence of s x 1 random vectors such
that the following hold:

(i) Forsome p>2, || X;|l, <A <ooforalls=1,2,....

(i) {X;}is Lp-NED on {V;} with NED coefficients of size —1/2.

(ili) {V;} is a-mixing of size —ﬁ.

Let {X;‘ t=1,2,..., T} denote an MBB resample obtained from {X; : t = 1,2,..., T}
using block size £. Let QF = Var* (T -1/2 Zszl X/ ) denote the bootstrap variance of
VT X5

LEMMA A.2. Suppose { X} satisfies Assumption A. Then

(a) For any fixed € such that1 <€ <T,as T — oo,

l .
. J
pTgme; =T+ Z] <1 _E> (rj +r]/.) =Qy,
j:

where T'; = E ((Xl —u) (Xi_j - ﬂ)/), 1 =E(Xy).
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(b) Lett =€ — ocoas T — oo such that fz/T — 0. Then
o0
lim Qf =To+ Y, (I;+17) =@
p o ST 0 JZ,I JTR
Our next result establishes an FCLT for the bootstrap partial sum process Z7 (r) =
T-1/2 ZELTI] (X} —E*(X})). We need to strengthen Assumption A as below.

Assumption A’. Let {X;} be a weakly stationary sequence of s x 1 random vectors such
that the following hold:

(a) Forsome p > 2and some > 0, | X;llp49 < A <ocoforallt=1,2,....
(b) {X:}is Lr4+5-NED on {V;} of size —1.

(c) {V;}is a-mixing of size —%.

LEMMA A.3. Suppose Assumption A’ holds and let Q; and Q as defined in Lemma A.2
be positive definite matrices. It follows that

(a) Forany fixed € suchthat 1 <€ <T,as T — oo,
Z5 () =P AgWs (), (A.1)
in probability, where Ag is the square root matrix of Q.
(b) Lett =€ — ocoas T — oo such that fz/T — 0. Then
Z5(r) =P AW (), (A2)
in probability, where A is the square root matrix of Q.
The next result will be used in the proof of Lemma 4.1.

LEMMA A.A4. Suppose {X;—E(X;)} is a weakly stationary Lo-mixingale with
IX:ll, < A < oo for some p > 2 such that its mixingale coefficients yy satisfy ZOO 1 Wm <
oo and its mixingale constants are uniformly bounded. Let {X* t=1,..., T} denote an
MBB resample of {X; :t =1, ..., T} with block size € satisfying either of the two following
conditions: (a) € is fixed as T — 00, or (b) { - o0 as T — oo with € = o (T). Then, for
anyn>0,as T — oo,

P*| sup
0<r<li

Proof of Lemma 4.1. We start with the proof of (a) and (b), which can be treated simul-

[rT]
1Y (X B (X))
t=1

>;1> =op(1).

taneously. Given our definitions of vfj, and v, we can write v/ = vg, — x;x;” (ﬁ —ﬂ),
which implies that

Xp0)=T -1/22 v,—E*<vm)>+T—“22E* 1/2zx* 7 (#-8)

t= 1 t=1
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An application of Lemma A.3 implies that under Assumption 1/, Z7(r) =P A* W ),
in probability, where A* is the square root matrix of Q* = plim Var* (T_l/ 2 E;T:] 06‘1).

In particular, by Lemma A.2, Q* = Q¢ in (a) and Q* = Q in (b). Thus, to prove that
X3 (r) =" A*Wj (), in probability, it suffices to show that sup, |Afr (r) — A5y (r)] =

op~ (1) in probability. Adding and subtracting T_1/22 g+ (xfx}) (B —,B) and rear-
ranging terms yields

Al () — A3y () =T/ 2 E* (xt ( —x ﬂ))

—_r—1/2 z (xfx —E*(x/x}")) (ﬁ_ﬂ)

= BIT (r)— BZT ).

Next, we show that sup,¢[o.1]| B}z (r)| = op+ (1) and sup,c(o 17| B3y (r)| = op+ (1), in
probability. Note that

M, B
b= (177 5 o)

m=1s=1
4
( _1/2 2 201 +Y> _1/2E*< Z 6[M,+x)
m=1s= s=B+1

EblT(r)—sz(”)s

where M,, B, and I, are as defined in the proof of Lemma A.3. We can show that
b3y (r)| = Op+ (ko_l/z) in probability, given in particular the fact B —-p=

SUP,¢[0,1]
Op (T_l/z). Moreover,

t
¢ .
M —1/2 ~ M *
bir () =M, T /E*<s§‘1011+s>: ’T1/2E*(U1)’

where 01* =1 Zle 07, +5- Defining Xr=1"1 Z,T | X; for any random variables X,
it is well known that E* (lT*T) =E* (l}f) =07+ 0p ( ) (see, e.g., Fitzenberger,
1997). Since E = 0 by the first-order conditions defining the OLS estimator, it follows
that E* (01*) =0+4+0p (%), and noting that sup,.¢[o, 17|Mr| = ko, we have

sup ‘b (r)’— sup |M| d ——E* (U )=k0L 0+0p £
[0, 1T relo. r T1/2 1 T1/2 T

4
=0p (ﬁ) =op (1),

under both conditions (a) and (b). For B;T (r), note that

sup ‘BZT (r)]_ sup

rel0,1] rel0,1]

T~ 12 (xfx —E*(x/x)) "f B - ﬂ))

t=1
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Since ‘f(ﬁ ﬂ)‘ = Op (1), it suffices to show that sup,.[g 1 ’T Zt ( Fx -

E* ( ! *’) ) | = op= (1) in probability. This follows by an application of Lemma A .4, since
2t =x1x;—E (x,xt) satisfies the assumptions of this lemma under Assumption 1. To prove
(c), note that we can write

[rT]
7! Y xfx —rQ
=1

sup
rel0,1]

<h+h+1s,

where I = sup,¢[o.1) ’T 12[ T]( Fx} —E* (xt*xt*/))‘, I = sup,cqo.1) ’T IZ[rT]
(B* (x" ") = x1x7)
op+ (1), in probability, and I3 = op (1) given Assumption 1. Next, we will show that
I = op (1). Adding and subtracting x = E (x;x]) yields

, and I3 = sup,¢(q, 1] ‘T IZ[ lxx —rQ‘ As just proven, /| =

[rT]

2 E* * */ ﬂ)

(rT]

+77! sup > (xex{—p)
re(0,1] |r=1

I < 71 sup
ref0,11|f

=i +ip.

Under Assumption 1(a)-1(b) and 1(e), we can show that {x,x{ —u} is an Ly-NED of
size —1 on {&;} (cf. Davidson, 1994, Ex. 17.17). It then follows by Davidson’s Theorem
17.5 that {xlx,’ - ,u} is an L,-mixingale of size —1 with uniformly bounded mixingale

constants. Thus, ip = Op (T_l/ 2) by an application of Lemma A.l. Similarly, we can

show that i{ = Op (T_l/z) +O0p (%), which is o p (1) under our assumptions. Indeed,
we can write

M, 7172
i1=k()_1 sup | Y E* (U, )+0p< ),
ref0,11 |m=1 r

where U = ¢3¢ _, (xlmﬂx}m_“ - ,u). It follows that

I ¢
sup ZE*( )| <ky ko‘E* Up)|= —12(x,x[’—,u) +0p<—>,
rel0,11 fm=1 =1 T
because
T T ¢
(Ul 2 x/x; - z x1x[ — +OP(T)
This completes the proof because ! Z[TZI (x,x; - ;4) =0p (T_l/z). n

Proof of Theorem 4.1. The proof follows from Lemma 4.1, using the same arguments
as in Kiefer and Vogelsang (2005). n

Proof of Lemma A.2. As is well known, the MBB variance Q7 is equal to the Bartlett

_ 2
kernel variance estimator of +/7 X, up to a term of order O p (%) (see, e.g., Fitzenberger,

1997, p. 252). Note that this term vanishes in probability under both sets of conditions on
£. Result (b) follows by de Jong and Davidson (2000, Thm. 2.1). Result (a) follows by an
argument similar to Liu and Singh (1992) and Fitzenberger (1997), under our more general
dependence Assumption A. n
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Proof of Lemma A.3. These results are multivariate versions of a univariate FCLT given
in Paparoditis and Politis (2003) (henceforth PP). Whereas PP assume a mixing condition
on {X;}, here we allow for the more general NED condition. Note that we assume through-
out that E (X;) = 0 for all + without loss of generality given that {X,} is stationary. Since
Assumption A’ implies Assumption A, it follows by Lemma A.2 that plimy_ Q*T =
Q*, where Q* is equal to Qy in (a) and equal to Q in (b). Since by assumption both Q,

and Q are positive definite, Q}'/% exists in probability for all T sufficiently large. By the

functional Cramer-Wold device, it suffices to show that A/Q*T_l/ 2z 7 () =P W (r)in

probability for any 4 such that 2’/ = 1. Following PP, for any r € [0, 1], we can write
*—1/2 *=1/2,.-1/2 M B
Wiy =297 25 (=297 T2 YN (X4 —EF (X0, ) s
m=1s=1

where My = [([rT]—1)/{]1+1 and B = min{{, [rT]— (m —1){}. Here, Iy,..., Iy, are
i.i.d. uniformly distributed on {0, 1, ..., T —¢}. Notice that for » € [0, 1], M, € {1,...,ko}
and B € {1,...,¢}. As in PP, we can write

. 1o —1/27—1/2 M 3 *
WT(r):)L QT T 2 Z <X1m+S_E (X1m+.v))

m=1s=1

4
-1/2,,,—
Ay (x,MrH—E* (XIMrﬂ))EWl*T(r)—WZ*T(r),
s=B+1

The proof consists of two steps: (1) Show that sup,.¢[g, 1 ’W2*T (r)’ = Op= (ko_l/2) in
probability; and (2) show that W (r) =P W (r) in probability.

We start with (1). Since % — Q* in probability, and Q* is p.d., it follows that @} /% =
Op (1). Thus, it suffices to show that

o S )| R e

s=B+1
by Markov’s inequality. Since kg = T /¢, kg — o0 as T — oo under both sets of condi-
tions on £, which implies that sup, }WZ*T (r)| = op+ (1) in probability. An application of
triangle’s inequality and Jensen’s inequality implies that

1/2 d
% —_ *
- (res[%r,)ll ! 2 (X’Mr“_E <X1Mr”))D

s=B+1
< 2E* ( sup ) . (A4)

rel0,1]
Since Iy, ~ i.i.d. uniform {0, ..., T — £}, we have that

E*| sup
rel0,1]

{

—-1/2

=Y 2 X1y, +s
s=B+1

4
TN X
s=B+1

4

—1/2

=Y 2 XIMr"rS
s=B+1

1 Tt
= sup
r—t+1 .,go relf0,1]

(A.5)

https://doi.org/10.1017/50266466610000496 Published online by Cambridge University Press


https://doi.org/10.1017/S0266466610000496

782 SILVIA GONGALVES AND TIMOTHY J. VOGELSANG

By Markov’s inequality, (A.3) follows from E(ké/zE* (sup,cjo.1y|T712 2§=3+1
X,Mrﬂ\)) = O (1). Recall that for r € [0, 1], B € {1, ..., {}. Thus,

1/2 £ 1/2 i
kO/E sup T-1/2 2 Xjts §k0/ T712E | max z X5
ref0,1] s=B+1 Isi<l| 2 J+i
Jj+t
<k)> 1712 | max | Y X, (A.6)
I<i<t|, T
s=j+i 2

We now apply Lemma A.1. Under Assumption A’, {X,} is an Ly s-mixingale (hence an
L,-mixingale) with mixingale coefficients y;, of size —1, hence ¥ =¥ | wm < oo.
In particular, we apply Theorem 17.5 of Davidson (1994), with r = p + 5 p=2+409,
b=1and a = %. Under our assumptions, the NED constants d; can be set
equal to 1, which implies that the mixingale constants ¢; < max (||X,|| pAos 1) <A<

2£:§+i 5 < K¢Y2, and from (A.6) we have that

12 _ P
ko "E (Supre[o,u ‘T V2 g Xits
completes the proof of step (1).
Next we show step (2). As in PP, we consider the asymptotically equivalent statistic

oo for all ¢. Thus,

) < K uniformly in j, given that kg = T'/¢. This

[rkol+1

—1/2[rk°]Jrl Qi1 (12 . (12
Z 1Q ¢ Z(le-H —E (X1m+.v)) Z Vins

m=1 s=1

where V) = /I’Q* 1/ZU,j;,w'thU*—6_1/22[_1 (X1,,,, —E*(Xy,,,.))-Note that { V. :

m=1,. [rko] 1} is an array of independent variables with E* (V%) = 0 and

Var* ( ) A’Q* V2var (Um) *1/2A = 1, where the last equality holds because we
can show that Var (U,Tl) = Q7. We now apply an FCLT for martingale difference arrays

(cf. Billingsley, 1968, p. 194). In particular, let 7, = \/%Vn*; and note that {7, is a
0

martingale array with respect to the o-field .7-"; me1=0 (1 [ P 1) given the inde-

pendence of V. For each r € [0,1], X, rk(’]HVar Erm) = Z[HE)%'H kl = [rk2]+1 —>r

as kg — oo, which verifies Billingsley’s (p. 194) Condition (18.3). Next 3\/6 Verlfy that the
Lindeberg condition (cf. Billingsley, eq.(18.4)) holds in probability. For this, it suffices that

25;0’ 1+1 E*|&r |2+5 — 0 in probability. Since QT 1/2 = Op (1), we need to show that
ko—2+0/ 2 z[kor]"'l E*|U }2+5 — 0 in probability. By definition of U}, we have that

T—¢ ¢ 240
( * 2+5) < K(~249/2 2 z X
E*|Uy —_—
;] o 2|2
An application of Lemma A.1 yields E { |X(_; X4 < K¢ uniformly in j,

which implies that E(E*|U,j‘1]2+5> = 0(1), showing that kj> T2 glkorltlgs

Un |2+(S =0p (ko_é/z) =op (1) since ko_éy2 = (£/T)%?* = 0 under both sets of condi-
tions on £. n
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Proof of Lemma A.4. As in the proof of Lemma A.3, we can write

[rT] M, ¢
T_l Z _E* *)) = T_l 2 2 (le"l's —E* (le"l's))
m=1s=1
| 4
+T~ Z (XIMr+s_E* (XIMr‘H‘))
s=B+1
=Alp (N +AS ().

LetU} = Zf_l (X1,,+s —E*(Xy,,+5)) and note that §r= Zj _, Uy, is amartingale array
with respect to *7:T =0 (I Lrenes ) Thus, by an apphcatlon of Markov’s inequality first,
and of Doob’s mequahty second, we have that

M, 2
2 Un

m=1

1
=—E*( ‘S ) ) < KT_ZE*(
772T2 1<]<k()

Adding and subtracting 4 = E (X;),

1
P*| sup |AT- ()| > 7 ———=E* [ sup
<re[ 0,1 [Air 0] '72T2 ref0,1]

).

Sk()

. 2>=koE*(U1*2)=k0E* <é(xh+s n B = ﬂ)))2

s=1
2
< KkoE*

¢
g, (X145 — 1)

for some constant K. Using the properties of the MBB and Lemma A.1, we can show that
E <E* < Y (Xpgs— ) ‘2>) = O (¢), which implies E* < y 2) =0 (T), and thus
P* (SUPre[O,l] ‘ATT (r)! >7n) = Op (T_l) = op(1). Similarly, we can show that
E* (supo<r<1 [A37 (0)]) = Op ("” ) =o0p (1) under both (a) and (b). m

APPENDIX B

Appendix B contains the proofs of the results in Section 5. We first present two use-
ful lemmas. We then present the proofs of the main results, followed by the proofs of
the auxiliary lemmas. Throughout this Appendix, we let Q = w2 (1)02, A=r(1)o,and
W (r) = AW, (r).

LEMMA B.1. Under Assumption 2, and for any fixed b € (0, 1], we have

T
@ T2 Y u =AWy () +0p (T71/241/P);

t=1

T-1 1
b 172y s,zzg/o W2 (r)dr + Op (T—1/2+1/”);
t=1
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3t (1 ! 1241/

_ r _ - r\.

© T 12:1 (T>s,_A/O rWi (r)dr + Op (T )

T-[bT1-1 /, 1—b
) 777 2 (*) St = /\/ rWi(r)dr+Op (T_l/z""l/p) ;
=1 T 0

s T 1=t —1/2+1
e 17 2 (?) S[+[bT]=A/() rWi(r+b)dr+0Op (T / +/”);
=1

T—[bT]—- bT 1—b
® 72y us, _bA/ Wi (r)dr + Op (T_1/2+1/1’);
=1 T 0
T—[bT]-1 1—b
@ T2 Y S8 =9 Wi wi e +hydr+op (T—‘/2+‘/P).
t=1

LEMMA B.2. Under Assumption 2, with probability approaching 1, we have that

T
@ T7Y2¥ uf = AWy (1) + O0p- (T_1/2+1/1’) ;
t=1

2T e [T —1/2+1/p\.
b)) T2 Y 57=Q A Wi (r)dr+Op+ (T ;
= 1

(© 7732 2 ( )S*—A*/ rWi (r)dr + Ops (T_1/2+1/p);

T— [bT] 1—b
@ r32 Y (%) S;":A*/O rWi (r)dr + Ops (T_1/2+1/P);

t=1

_3p T—[bT]-1 ¢ . . 1—b 1241y
T 21 (;) Seapr) =AM /o rWy (r+b)dr+Ops (T ”);
t

T-[bT1-1 17 1—b
-3/2 [ 1 */ . —1/2+1/p\.
® T El TSt =bAT [ Wi )dr+0p (T )
, TIer=1 1-b 1/2+1
@ T2 Y SIS =2 Wi (F) Wy (r +b)dr + O p (T— /2+ /P),

t=1
where Q* = 0'22;?21 n'l. and A* =Q*1/2,

Proof of Lemma 5.1. Theorem 3 of Akonom (1993) implies that under our assumptions

P( sup ‘WT(r)—W(r)‘>cT> < CT' P2 pElsllp
ref0,1]

for any sequence cr such that T-1/2+/p < cr < Cq(log T)l/z, where C1 and C; are
constants independent of 7'. Part (a) follows by letting cr = cT~1/2+1/P for some con-
stant ¢, whereas part (b) follows by setting cr = cT—1/243/2p, n

Proof of Lemma 5.2. Write Q = J; — Jp, with J; =2b~'7237 7182 and J, =
2b_1T_22tT:_l[bT]_lS}S’H_[bT]. We can write Jy = 2I; — 4, + 213, where by
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Lemma B.1, I} = T=25/ 5 s2 = Q [} W2 (r)dr + 0p (T71/241/P);

por 'S (Hssr— (25 (1)) (2
= (A/O Wy (r)dr+Op (T_1/2+1/p)> (AWI ()+0p (T—1/2+1/p))
= Q/Olrwl (ryW; (1)dr +Op (T_1/2+1/p);

and

o T_zTil (t)Zsz e Til (t>2 (T—l/ZST)Z

’ t=1 r t=1 T
= (% +0 (T_l)) (AW1 )+ 0p (T-1/2+1/P))2

1 _
- gwa(l)+ Op (T ‘/2+‘/P) ,
since T~ ! Zth_ll (% )2 %M + 0] (T ) . Thus,

T 72

2
n=9 {Z/o (W, (r)—rwl(l))zdr} +0p (712,

Next we analyze J,. Notice that we can write

. A t t+[bT]
StSe+bT) = St—?ST St+(bT) — St

t+[bT] t t+[bT]

=S8 Si4 11— 7& St — St+[bT]ST + T

ST N
implying that

) T-IbTI-1 2 T=IBTI=1, 4 b7
h=>T172 Y% SiSetor) =3 T B 7
t=1 t=1
2 T 2 LTI Ty,
g —S Sr+=T — S
E‘] 7 SHTIST + 7 X 7o o
=A—A)— A3+ Ay

St ST

By Lemma B.1, we have that

2 1-b
A= ZQ/O Wi () Wy (¢ +bydr +0p (171241
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T—[bT1-1 ) T—[bT1-1 7
T2 Y —SSp+oTTE Y LERPS

t=1 T b t=1 T

_ 21 —3/2T_[bT]_1 !
=5 (7 ST)<T x \7)s

2012 —3/2T_[bT]_1[bT]
+5 (17257 <T Zl S

Ay =

SN

_2 1-b 2 1-b —1/24+1/p
_EQ/O rWl(r)Wl(l)dr+EbQ/o Wl(r)Wl(l)dr+0p(T )

2 1-b

2 in _3/2T—[bT]—l ;
Ay3=— (T / St (T Z = 9Ot+[bT]
b( ) &7
2, (1P 1/241
_ ZQ/O FWy (r+b) Wy (1)dr + Op (T_ /2+ /P),

and

20 i N\t TR (T
Ay = b (T ST) T t; T T
2 1 1
= ZQWf M [g (1-by+ >ba —b)2] +0p (T—1/2+1/p) '

The last result uses the fact that

T—[bT]-1 T—[bT]-1 T—[bT]—1
T3 Y ta+pTH=T Y A+173 Y BT

t=1 t=1 t=1
1 3,1 2 -1
— S (1=b)3+-b(1—b) +0(T )
3 2
The desired result follows from combining all the previous expansions. n

A\ —1/2
. —-1/2 —
Proof of Theorem 5.1. Write lﬁl = PrQ, / (Q%) ,where Pr =T 1/2 Zle ur

and Q; = QQ1 () is the leading term of the expansion of Q. Note that by a Taylor expan-
sion of f (x) = (1 +x)_1/2 around 0 we can write

A\ =12 . —172 .
2 — 1_,_@ _1_19_914_0 (Q_Q )2
Q - Q, T T2 g P )

Lemma 5.2 implies that Q —Q; = Op (T_1/2+1/p) , and since Q1 = Op (1), we get that

-1/2 - —-1/2 _
t5, = Proy / (1+0P (T 1/2+1/P)):PT(21 21 0p (T 1/2+1/p)_
Lemma B.1. (a) now implies the result. u

Proof of Corollary 5.1. We follow the proof of Corollary 3.8 of Park (2003). In par-
ticular, the result follows from Lemma A4 of Park (2003), given that the error terms of
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the asymptotic expansions in Lemma B.1 are distributionally of order O (T_“), with

a=1/2—-3/(2p), and that the density of Ql_l is bounded and all its moments are fi-
nite (which follows because €1 is a quadratic form of a Brownian motion with a truncated
positive definite kernel). The remainder terms for each statistic are defined in the proof
of Lemma B.1. Thus, the remainder term of part (a) of Lemma B.1 is equal to Rj7 =
Wr (1) — w (1), which is distributionally of order O (T_“) given part (b) of Lemma 5.1.

~ 2
For part (b), the remainder is Ry = RST) + Rng), where ’RST)‘ < sup ‘ Wr (r)—W (r)‘

and ’RézT)‘ <2 <sup‘WT r—-w (r)‘2> 2 (f()l W2 (r) dr) 1/2. We have that

2
> T—Za)

>77) =0(17),

P (sup ‘ Wr (r) — W )

g > T_a) <P (sup‘WT ry =W @)

<P (sup ‘WT r =W (@)

showing that RélT) is distributionally of order O (T_“). Since fol w2 (r) dr has moments fi-
nite up to any order, Lemma A4(b) of Park (2003) implies that R%) is also distri-
butionally of order O (T_”). For part (c), the remainder is R37 = Rng) + R§2T), where
)Rng) < sup‘WT (r)=W (r)| and ‘Rng) < sup‘WT (=W )|+ % fol )W (r)|dr. Since

sup )WT r)— W(r)’ is distributionally of order O (T_“) by Lemma 5.1(b), we only

need to show that the same is true for %fol ‘W(r) dr. This follows by an application

of Markov’s inequality, given that E ‘ fol ’W r) ) dr| < oo. For part (d), note that the re-

mainder is R4 = Rz(LlT) + Rﬁ?, where RilT) is majorized by the same term as R37, whereas

’RYT) ‘ < sup ’WT r—-w (r)‘ + % sup )W ) ‘, which can be handled as Rng) The remain-

der in part (e) can be decomposed as Rng) + R§2T) + R§3T) + R§4T) + RgsT) + RgﬁT), where

Rng) and RgST) are majorized by sup‘WT H-w); Rng) and Rgér) are majorized by

sup )WT (rH—w (r)’ + % fol ‘W (r)‘ dr. For R?T) and R§4T) we have that, fori = 3,4,

E|Sipry|”
7G/2—a)p
< K7atP/2=G/2=ap _ g7=1-3/20-p/2,

7P (|RY

>77) < 7P (|17328pr | 2 T7) < 7°

which is o (1) for any p > 0 and where we have used the fact that E‘S[bT]‘p < TP/2
by Lemma A.1(b). The remainders in parts (f) and (e) can be analyzed using similar
arguments, and therefore we omit their proofs. n

Proof of Lemma 5.3. Since u; are i.i.d. we can apply the strong approximation result of
Sakhanenko (1980) to W, as in the proof of Lemma 2.4 of Park (2006). That is, we may
choose W7 in the same probability space as the Brownian motion W*(r) = Q*12w (r)
such that W7 has the same conditional distribution as W%* and verifies the condition

P*( sup
0<r<li

W3 (r)— W* (r)’ > CT> < Kc;pTl_p/zE* uy|?,
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where W* (r) = Q*1/2W (r). If we show that E* |u |p Op (1), the first result follows
by letting c7 = ¢T— 1/241/p for some large ¢ > 0, whereas the second result follows by
letting c7 = ¢T~1/2+3/(2P) Note that

T T
=71 2 lug —al? < KTV Jugl? — KEJus|P < oo,
= t=1

E*|uf|P =T

for some constant K, in probability. This proves that E* ’u ‘p Op(1). n

Proof of Lemma 5.4. Given Lemma 5.3, the proof follows the same reasoning as that
of Lemma 5.2. n

Proof of Theorem 5.2. Given Lemma 5.3, the proof follows the same reasoning as that
of Theorem 5.1. u

Proof of Corollary 5.2. Given part (b) of Lemma 5.3 and Theorem 5.2, the proof is
analogous to that of Corollary 5.1. u

Proof of Lemma B.1. We follow closely the proof of Lemma 3.1 of Park (2006). For
(a), note that T=V/237T_ w, = Wy (1) = W (1) + Ry 7, where Ry = Wr (1) — W (1). By
Lemma 5.1(a), Rj7 = Op (T_1/2+1/P) proving the result. For (b), let Sy = 0 and write

—25T—1 - _ -
725712 = 77237 §2 | Note that T=V/25,_| =T 1/22"1“’_WT(tT1)
Thus,

T

T2y s2 =77 2 w2 ( ) / W2 (r)dr _/ W2 (r)dr + Ror,

t=1

— 2 2 .
where Ry = fo (WT r-w (r)) dr. We can write
1 - 2 1 - -

Ror :/0 (Wr )= @) dr+2/0 (Wr () =W () W () dr = RS + RE).
Then, by Lemma 5.1(a),

dr < ( sup ‘Wr(r)—W(r)D2

rel0,1]

RélT) /0 sup ’WT r)— w r)
€[0,1]

_0p ((T—1/2+1/p) ) ,

For RéT) , by the Cauchy-Schwartz inequality,

)Rézr) <2 (/01 (WT (r)—W(r))zdr>l/2 (/01 w2 (r)dr)l/2 =2A7 - Ay

By Lemma 5.1(a), Ajp = Op (T—1/2+1/1’) and Ay = [ W2 (r)dr = Op (1). For (c),
we can write

P e e - g ()

t=

_ Lo n _ i
_El/z W T Wr (r)dr = /0 7 Wr (r)dr

|
=/0 rW (r)dr + Rar,
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where R3r = R(l) ng), with

1 5 1 T
R:E,lT)_/OI‘(WT(V)_W(V))dr and Rg?:/(; (%—V)WT(r)dr.

By Lemma 5.1(a) we have that RélT) = (T_1/2+1/p) For R( ) note that

37>
R2 / ’[T el

= [ e-we

\Wr (r)|dr < —/ \Wr (r)|dr

dr+?/0 W )

dr = A3T + Aur,

where A3p = Op (T 3/2+1/P) and Ayr = Op (T ) —0p (T—1/2+1/1’). For (d),

we have
T—[bT]-1 1—b
-3/2 t . / ~
T =8 = rW (r)dr+ Ry,
t; Tt 0 (r) AT
(1) (2) (1) : ; 1
where Ryr = Ry . Ryp is of the same form as R37 but with the Jo replaced by

fl ~b and RA(LZT) = fll b+b bT]/T @WT (r)dr. Following the proof for R3y, we can

show that R( ) = (T_I/Z'H/p). Now R‘EZT) can be bounded by

/1 —b+b—[bT]/T [Tr]
1

=[BT T
) |Wr(r)|dr</1 o W ()ldr

1=[bTY T [bT] .
< swp [Wr ()l | ldr < sup [Wr()l|b—==|=0p (T71),
rel0,1] -b rel0,1] T

since sup,.¢(o,17 |Wr (r)| = Op (1) and ‘b— U’#‘ =0 (T_l) . For (e), write

T—[bT]-1 T—[bT],

—_— [ - -
TN Suen =T Y T(T V2Sisiv1-1)
=1 =1

T

_ t—1—[bT] /. _
t=[bT 1+1
e Yy
t=[bT |+1
T
_ [r]
7! z . (T 1/2g, I)EM1T+MZT.
t=[bT |+
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We analyze M7 and My separately. For M7, we can write

[Tr] L[Tr] b [Tr]
% dr = 1% d
pryyr T T (r)dr / r(rdr+ wryr T

—/ rW(r)dr+/ WT(r)—W(r) dr+/ (ﬂ—r) Wr (r)dr

b (Tr]
+/bT]/T T Wr (r)dr

—/ rW(r)dr—i—R(l) g?—f—joT)

My = Wr (r)dr

) )

We can majorize R( ) and Rs7 by the same terms that majorize R( ) and R37, respec-

tively. For RgT) , we have that

3 _ [bT] _ ~
)Rg%‘S‘T l/zs[bT])(b_T) S}T 3/2S[bT]‘=0P (T 1/2+1/p).
For My, we can write

Moy = —b/] W(r)dr—&f]/[jﬂ/ Wy (r)dr—b/bl (Wr )= W ())ar

(—W]—b) / W (r)dr
E—b/b W (rydr— RS — RS — R,

We can show that ‘R?T)‘ < ‘T‘3/2S[bT]) =0p (T_1/2+1/p) and RgST) and R§6T) can also

be shown to be O p (T_l/ 2+l/p ) by arguments similar to those used above. Thus
1 -
M7 + Moy = /b (r=b) W (r)dr +0p (T71/241/7)

1-b
=/O rW (o +b)dr+ 0p (T2

For (f), letting So =0, we can write

T—[bT]— —[bT]
_3/ [bT] —1 [bT] _]/2
T Zl T El T (T Si— ‘)
[bT] L r—1
Y, T7'wr (—)
T = T
1-b —[bT))/T
[bT]/ Wr (r)dr +[bTT] Wr (r)dr

[bT]/1 bW()d +[ dl A (WT(r)—W(r))dr

(bT] [(T—IbTY)/T
T Jios

1-b _
Eb/o W (r)dr + ReT,

Wr (r)dr
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where Rgr = RSP + R + RS, with

= (900) [ o0 ()

T
o) _ [oT] [1=b = —1/2+1/p\ .

RgT:T/O (Wr )= W @) dr = 0p (T71/241/P);
(3)_@/(T—[bT])/T l/] B _1

Rp== ], Wr(ydr < o [ 1Wr ()ldr = 0p (T )

Finally, for (g) write

L T-5T1=1 T .
T Y SSpri=T7 (T_ / St—l) (T_ / St—l+[bT])
=1 =1

T
=71 z (T_l/zSt_l_[bT]) (T_l/zst_l)
t=141bT]

1 ~
=/b W(r—b)W(r)dr+R7T
1-b _ ~
= [ WO WG +bar+ Ry,
where Ry = RV + R + RS, with
1 - -
R§1T)=/b (Wr ¢ =b)=W ¢ =0)) W () dr;
I .
R =/b (WT r)— W(r)) Wr (r —b)dr;
3 _ [°
RS = / Wr (r —b) Wy () dr-
Ty T

Using arguments similar to above, we can show that each of these terms is Op (T_l/ 2+l 12,
completing the proof.

Proof of Lemma B.2. The first result follows trivially from part (a) of Lemma 5.3. The
remaining results follow exactly as in the proof of Lemma B.1, given Lemma 5.3. n
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