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Sequential Instrumental Variables Quantile Regression with Censoring
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For the quantile regression with endogeneity, Chernozhukov and Hansen (2006,
2008) developed the instrumental variables quantile regression estimator (IVQR).
When censoring and endogeneity are both present, however, no practically effective
instrumental variable quantile regression procedures are available, unless very strong
restrictions are imposed on the exact nature of the endogeneity. In this paper, in a
general setting without imposing any condition on the nature of endogeneity, we
develop the sequential instrumental variable censored quantile regression procedure
(SIVCQR) for the family of structural quantile regression coefficients. Our SIVCQR
estimator is simple to implement in typical applications. By effectively transforming
the difficult instrumental variable censored quantile regression into more standard
instrumental variable quantile regression (IVQR), our estimation approach makes the
instrumental variable quantile regression techniques for censored data readily
accessible to applied researchers. In addition, the sequential nature of our new
procedure expands the quantile range for which the structural quantile regression
coefficients can be recovered, especially for the tail quantile coefficients, which may
precisely be of most interest to applied researchers. We provide large sample

properties of the SIVCQR. Simulation results show that our estimator performs well.
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Estimation of a Panel Stochastic Frontier Model withUnobserved

Common Shocks

Chih-Chiang Hsu*, Chang-Ching Lint, Shou-Yung Yini
*Department of Economics, National Central University
tDepartment of Economics, National Cheng Kung University.
fInstitute of Economics, Academia Sinica.

This paper develops a panel stochastic frontier model with unobserved common
shocks to capture cross-sectional dependence among individual firms. The novel
feature of the proposed model is that it separates technical inefficiency
(decision-dependent heterogeneity) from the effects induced by individual
heterogeneity (decision-independent) caused by unobserved common shocks. We
propose a modified maximum likelihood method that does not require estimating the
effects of unobserved common shocks and discuss the asymptotic properties of the
proposed estimation procedure. The basic idea of the approach is similar to Pesaran
(2006) for the linear panel regression. We show that the proposed method can control
the effects of common shocks and obtain consistent estimates of parameters for the
panel stochastic frontier model. Monte Carlo simulations show that the modified MLE
has satisfactory finite sample properties under a significant degree of cross-sectional
dependence for relatively small T . Application of the proposed method is illustrated
by comparison of the efficiency of savings and commercial banking industries in the

us.
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Irregular N2SLS and LASSO estimation of the matrix exponential

spatial specification model
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In this paper, we consider estimation of the matrix exponential spatial
specification model with the Durbin and endogenous regressors. We find that the
nonlinear two-stage least squares (N2SLS) estimator is in general consistent and
asymptotically normal. However, when the Durbin and endogenous regressors are
irrelevant, the gradient vector of the N2SLS criterion function has a singular
covariance matrix with probability approaching one (w.p.a.1.). Some components of
the N2SLS estimator have slower rates of convergence and their asymptotic
distributions are nonstandard. The distance difference and gradient test statistics,
which have irregular asymptotic distributions, are derived to test for the irrelevance of
the Durbin and endogenous regressors. As an alternative estimation and model
selection approach, we propose the adaptive group LASSO, which penalizes the
coefficients of the Durbin and endogenous explanatory variables. We show that the
estimator has the oracle properties, so the true model can be selected w.p.a.1. and the
estimator always has the root-rate of convergence and asymptotic normal distribution.
We propose to select the tuning parameter for the adaptive group LASSO by

minimizing an information criterion.
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Nonparametric Test of Monotonicity of Bidding Strategy in

First-price Auctions
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This paper develops a nonparametric test of monotonicity of bidding strategy in
first price auctions. As shown by Guerre, Perrigne and Vuong (2000), monotonicity of
bidding strategy is the essential restriction imposed by the (theoretical) symmetric
first price auctions on distribution of bids. Based on the equivalence between
monotonicity of bidding strategy and convexity of integrated value quantile of a
bidder's strongest competitor, we propose a test statistic measuring a distance of the
integrated value quantile of a bidder's strongest competitor from convexity. It only
involves in estimation of bid quantile function, and hence avoids smoothing
estimation of bid density. Our test with bootstrap critical values is shown to have the
correct size asymptotically, to be consistent against all fixed alternatives and to have
non-trivial power against root-n local alternatives. Monte Carlo experiments show

that our testing procedure works well in finite samples.
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Structural Change Detection for Binary Quantile Regression Model

158 8
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In this article, we investigate both estimation and test of the structure change in
binary quantile regression model with local polynomial smoothing based method. We
first consider a score-type test for the structural change based on the subgradient of
the smoothed quantile objective function, and then establish the limiting distribution
under the null hypothesis. We also study the estimation of the structural change, and
derive the large sample properties of the estimators. Simulation studies suggest that
our proposed testing method performs better than the probit-based method in the finite
samples, and also assess the coverage property of the resulting confidence interval of
change point estimator. The finite performance of the proposed method is further

illustrated by a real data analysis.

17



S HOTERIL T E LRI

i
RHIHA KA G R 7

WSO B AR S B0 B BRI BROTVEBEAT BT, FEREAS R Z5 4 1 2l
AR A U 5 B R BCHEAT 1 RS 5 UG, [RTI thoxeh A 2 HioA o v e L 1Y B o
WREHEAT T o0t B2 T AT S R R B LB IS 2SI B
{4, B RN R BUAIE PS50 . R BEERE E R R BEAUL I 75 1200 — L8
H I IAES B s B3 AT 1A IR SR Y, IR AR R A T34
RIEAF: Epanechnikov BATDUR A% AR BUARXS 85— L8, X5 R HAESHOT 5
R 7 TR

18



Todk Atk o L BUE BN T i Fe FE R A

T 5 B
AR SR B R T

WU VT T AT 05 SR FH 1 2 b B A0 AT 6 — DO SR B F00S 7t A e
P32 . SRTILSER T b, AMTAM GO BORG RAR & B R, 38 5GTE
SHEEA AR, B (S pE/ TS5 AL BN (C/UQTE) » UQTE Hit )&
THA LT Z MR SR, EBHN IS S E 5 rh B R 3 il
UQTE [T I P — A R i 30 b — AN R ORI, T L 2% A S0 B A AR U 4
ANEFH o Bl GRIX S o), ASC g Se B A9 T A SCER R SR A 0 =R 3 A
P B, RIS L CQTE 5 UQTE Jrik, LA UQTE J5i Al ff 1A o
Hk, G — A S —— e I T bR R S EOR A R R0 20 A0 5, SR A
To %A 53 A B A B AS VEAE BRIV PR o B 5, PR R i BT
W7 SUENA P UQTE AL T80 43 (1) UQTE AR R 1 e 2 .

19



Asymptotic properties for the partially linear model withmissing

censoring indicators

A5 F
MnbiadisE N
In this paper, we apply regression calibration, imputation and inverse probability
weighting techniques to define three estimators of the regression parameters in a
partially linear regression model when some censoring indictors are missing at
random. The all three estimators are proved to be asymptotically normal. In addition,
we construct three corresponding estimators of regression function and obtain their
weak convergent rate. Also, we make an analysis and comparison the variances of the
three estimators. Finally, a simulation study is conducted to show the finite sample

behaviors of the three estimators.
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A Mixed-Frequency Smooth Measurement for the Evolution of

Business Conditions

Yi-Ting Chen

Institute of Economics
Academia Sinica

In this paper, we propose a new method for measuring an economy's business
conditions using mixed-frequency indicators. Like existing methods, we let the
comovement of various indicators be driven by the evolution of business conditions.
Unlike existing methods, we use a decomposition to remove the long-term
components of the indicators before measuring the evolution of business conditions;
more importantly, we set the evolution as a smooth function of time, rather than a
discrete-time stochastic process, in order to easily circumvent the missing-data
problem in the mixed-frequency context and to measure not only the evolution but
also its time derivative. In addition, we also propose a two-step method for parameter
estimation, and establish the asymptotic properties of the estimators for statistical
inference. As an empirical illustration, we apply our method to measuring the

evolution of the U.S. business conditions.
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Inferences for Varying-Coefficient Panel Data Models

withCross-sectional Dependence
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We propose a varying-coefficient panel data model, allowing for cross-sectional
dependence through a common factors structure. The local linear common correlated
effect estimation technique is applied to estimating the varying-coefficient for the
case where both cross-sectional dimension and temporal dimension go to infinity and
the consistency and asymptotic normality of the proposed estimator is established. A
simple statistic for testing the constancy of the varying-coefficient is proposed. We
study its asymptotic properties under the null hypothesis as well as fixed alternatives.
Monte Carlo simulations demonstrate good finite sample performances for both the

estimator and test statistic.
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Strategic Investments via Riding Bubbles

Jin-Huei Yeh, Shi-Jung Fan-Jian, Yu-Tung Lin and Kai-Huei Yu

Department of Finance, National Central University

By utilizing the identified bubble periods for each equity price via the recursive
right-tailed unit root test by Phillips et al. (2009), we construct portfolios by
weighting equally the equities with price in bubbles for each industry based on the
SIC codes. Due to the fact that a price bubble evolves naturally a cycle of consecutive
running-ups and a rapid collapsing period, a valid profitable investment hinges on the
potential to exploit the upswing before the bubble pops up and avoid the catastrophic
losses after the local trend overturns at the tipping point. We show there are indeed
simple rules, in conjunction with bubble signals, that can produce admirable trading
performance. Our evidence of anomaly suggests that the bubble portfolio outperforms
the passive industry index returns for over 80% of the examined industries.
Surprisingly, when controlled for market factor or Fama-French 3 factors, we
demonstrate that this is a strategy which gives high alpha while low beta even without
involving any nonlinear products. The empirical relevance of the bubble strategy does
not hinge upon the versions of unit root tests and the lag selection. The
outperformance of bubble portfolios remains valid under robustness considerations
such as transaction cost, or price limit rules. Our studies document solid evidence that

investors can make substantial profits by properly riding on bubbles.
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PPP test for Asian countries and regions: new evidence from a wild

bootstrap test
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This paper investigates the effects of time-varying variance on the asymmetric
exponential smooth transition autoregressive (AESTAR) unit root test. We propose a
wild bootstrap-based implementation of the test, which is asymptotically valid under
time-varying variance. We apply our proposed method to test the Purchasing Power
Parity (PPP) hypothesis for Asian countries and regions, and find that our proposed
test provides stronger evidence against the PPP hypothesis than the conventional

AESTAR test.
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Quantile Factor Models

Liang Chen?, Juan Jose Dolado® and Jesus Gonzalo®
R 5378 2N o 28 e U

In this paper we introduce a novel concept: Quantile Factor Models(QFM),
where a few unobserved common factors may affect all parts of the distributions of
many observed variables in a panel dataset of dimension N by T. When the factors
affecting the quantiles also affect the means of the observed variables, a simple
two-step procedure is proposed to estimate the common factors and the quantile factor
loadings. Conditions on N and T ensuring uniform consistency and weak convergence
of the entire quantile factor loadings processes differ from standard conditions in
factor-augmented regressions with smooth object functions. Based on these results,
we show how to make inference on the quantile factor loadings in a location-scale
shift factor model. When factors affecting the quantiles differ from those affecting the
means of the observed variables, we propose an iterative procedure to estimate both
factors and factor loadings at a given quantile. Simulation results confirm a
satisfactory performance of our estimators in small to moderate sample sizes. In
particular, it is shown that the iterative procedure can consistently estimate common
factors that cannot be captured by PC estimators. Empirical applications of our

methods to several datasets of financial returns are considered.
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Testing Conditional Mean Independence under Symmetry

Tao Chen?, Yuanyuan Ji°, Yahong Zhou¢, Pingfang Zhu®
4Department of Economics, University of Waterloo, Ontario, Canada
beSchool of Economics, The Shanghai University of Finance and Economics

9Social academy of Shanghai, Shanghai

Conditional mean independence (CMI) is one of the most widely used
assump-tions in the treatment effect literature to achieve model identification. We
propose a Kolmogorov-Smirnov-type statistic to test CMI under a specific symmetry
condition.

We also propose a bootstrap procedure to obtain the p-values and critical values
thatare required to carry out the test. Results from a simulation study suggest that our
test can work very well even in small to moderately sized samples. As an empirical
illustration, we apply our test to a dataset that has been used in the literature to
estimate the return on college education in China, to check whether the assumption of
CMI is supported by the dataset and show the plausibility of the extra symmetry

condition that is necessary for this new test.
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Correlation Dynamics between Stock and Government BondMarkets:

Evidence from the European Debt Crisis

Li-Min Wang
Bank SinoPac, Taiwan

Yi-Chi Chen
Department of Economics, National Cheng-Kung University

Ray Yeutien Chou*
Institute of Economics, Academia Sinica

In this paper, we propose a new bivariate GARCH-type model with a smooth
transition copula to investigate the correlation dynamics and possible structural
changes in the stock-bond correlation during the period of the European debt crisis.
We find that the timing of shifts in correlation regimes is coincident with the periods
of sovereign debt crisis in several highly indebted European countries. Our smooth
transition copula approach has successfully identified structural breaks in
cross-correlations in most of these vulnerable countries such as Greece, Ireland, Italy,
Portugal and Spain, where correlations between stock and bond consistently exhibit a
dramatic switch from negative to positive. The positive correlation between stock and
bond markets during the crisis period means that government bonds are not always a
safe haven. The break dates are closely associated with the European debt crisis
during the end of 2008 and the beginning of 2010. Our empirical evidence also shows
that the volatility asymmetry observed in government bond markets may well be
attributable to the European debt crisis. The asymmetric effect is more pronounced in
times of bond market tensions, and is insignificant in other periods. Neglecting the
possibility of correlation structural changes between markets could lead to falsely

accepting the asymmetry as a stylized fact for bond returns.
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Robust Good-Deal Bounds in Incomplete Markets: The Case of

Taiwan

Jun-Home Chen
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In this study, we extend Cochrane and Sa&Requejo’s (2000) analysis to derive
gooddeal bounds on asset prices when investors are concerned about model
uncertainty and seek robust pricing decisions in incomplete markets. Under the
assumption that asset prices are driven by geometric Brownian motion processes, we
propose a framework that is meaningful and very natural for investors’
decision-making problems involving uncertainty regarding asset price processes and
derive closed-form solutions for the pricing bounds of a European option. Further, we
investigate properties of the proposed pricing bounds and apply these bounds to value
a European option whose underlying asset is a non-traded stock index. We find that,
under certain circumstances of model uncertainty, the proposed pricing bounds can
include sufficient amounts of the actual option prices, which is in contrast with the
empirical finding of the good-deal bounds proposed by Cochrane and Sa&Requejo

(2000).
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Shrinkage-Based Estimation of Econometric Models with Structural

Breaks

(R

%
BRI K R A A P
| shall present a summary of recent developments on the shrinkage-based
estimation of structural breaks. I'll first deal with time series regressions with
structural changes, with or without endogeneity. | then present extensions to the panel

data case. A few empirical studies are also presented to illustrate the application of the

proposed methods.
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Risk and Returns for SURE

Tsung-wu Ho
Dept of Finance Shih Hsin University
Wei-fung Ma

Associate Professor, Dept of Economics and Finance, Tongji University

This study showsthat an AR(1) process of returns series determines whether the
risk-return relation is positive or negative, and the empirical risk-return relation is
substantially affected by the contemporaneous correlation of two regressions implied
by volatility feedbackand the leverage effects.We first design a simulation to show the
problem of contemporaneous correlation, and secondly, we apply MIDAS to estimate
four 1-min indices:SSEC and Shen ZhenofChina,and NIKKEI and SP500 of
CME(Chicago Mercantile Exchange); our empirical evidence shows that, unlike
Ghysels et al. (2005), MIDAS does not work for these datasets. Finally, we propose a
SUR (seemingly unrelated regression)to control the contemporaneous correlation of
risk-return and leverage effectregressions;moreover, to better capture the risk property,
weestimate a covariance based on lower partial moments and embed it toiterateGLS
for SURE;which,according to McElroyR? does not only outperform many robust
covariance matrices, but alsosuccessfully estimates a positive tradeoff parameter for

all indices. Our approachclarifies the risk-returns problem to somedegree.
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Asset Pricing with Endogenous Entry
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| build a tractable dynamic stochastic general equilibrium model embedded with
endogenous entry. In this economy, successful implementation of heterogeneous
production innovations by entrepreneurs contributes to economic growth. Facing
barrier to entry, entrepreneurs with products of sufficiently high productivity
successfully enter the market. The volatility in the endogenous selection of entrants
gives rise to an increase in long-run uncertainty of growth prospects. With recursive
preference, the household requires a high risk premium to compensate the long-run
risk. The calibrated endogenous entry model can produce an equity premium of
4.08%, and a low and stable risk-free rate of 0.60%. If I introduce another exogenous
shock -- entry shock that fluctuates the barrier to entry, | find an even higher level of
equity premium. Moreover, when the entry shock is pro-cyclical, it amplifies the
effect of endogenous entry on long-run risk and enhances equity premium. In
particular, if the correlation between entry shock and aggregate shock is 0.4, the
calibrated equity premium is 5.72%. When | extend the baseline model to incorporate
fiscal policy and pro-cyclical industrial policy, the extended model quantitatively

replicates key features of equity premium and risk-free rate.
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CEO Overconfidence and Corporate Cash Holdings
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There has been a surge of research on corporate cash holdings in recent years.
While most previous studies mainly focus on the relation between firm characteristics
and corporate cash policy, few empirical studies explore the influences of managerial
characteristics on corporate cash holdings. We investigate the role that managerial
overconfidence plays in explaining corporate cash holdings. We find that firms
managed by overconfident CEOs tend to have higher levels of cash holdings.
However, firms managed by overconfident CEOs with high investment opportunities
may have lower cash holdings as a result of overinvestment. Our findings on the
source of cash savings show that firms with overconfident CEOs usually save cash
from operating cash flow, but they tend to accumulate higher portion of cash from the
proceeds from share issuance or debt sales if they have greater precautionary motives.
Further analyses suggest that it is value increasing for overconfident CEOs to hold
more cash, since it allow their firms to undertake valuable investment opportunities in
the future. Overall, this paper provides intriguing empirical evidence for the effects of

managerial overconfidence on corporate cash policy.
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Affordable Care Encourages Healthy Living: Theory and Evidence

from China's New Cooperative Medical Scheme
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In developing a theory of medical insurance and health behavior with bequest
motive, we discover that whether ex ante moral hazard or the opposite occurs hinges
upon the differential effects of health behavior on morbidity and mortality. Providing
insurance can encourage healthy living by making longevity more affordable. We test
the theory utilizing a unique experiment of China introducing the New Cooperative
Medical Scheme, unique in its long-term credibility necessary for our proposed
channel. This scheme reduced cigarette use by around 9\% and bolstered subjective
perception of the importance of physical exercise and healthy diet. These effects
depend significantly on the local culture of elderly care and the number of children.
The empirics affirm a causal link between concerns about negative bequest and

unhealthy behavior, and how to break it.
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Does Population Growth Deepen or Retard Market Integration?

Evidence from Late Imperial China, 1736-1910
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This research explores the dynamics of market integration in late imperial China,
and examines the association between market integration andpopulation growth.We
find a robust U-shaped pattern of China’s market integration, and its negative
association with population growth during 1736-1910. We further examine the supply
and demand sides of grain trade to explore the specific mechanisms underlying this
negative association, suggesting that late imperial China’s population explosion
mostly devitalizes grain market through its supply rather demand side. This finding

reveals the Malthusian regime of underdevelopment in late imperial China.
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