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Abstract

Asymptotic expansions are made for the distributions of the Maximum Em-
pirical Likelihood (MEL) estimator and the Estimating Equation (EE) estimator
(or the Generalized Method of Moments (GMM) in econometrics) for the coeffi-
cients of a single structural equation in a system of linear simultaneous equations,
which corresponds to a reduced rank regression model. The expansions in terms
of the sample size, when the non-centrality parameters increase proportionally, are
carried out to O(n~1!). Comparisons of the distributions of the MEL and GMM
estimators are made. Also we relate the asymptotic expansions of the distributions
of the MEL and GMM estimators to the corresponding expansions for the Lim-
ited Information Maximum Likelihood (LIML) and the Two-Stage Least Squares
(TSLS) estimators. We give useful information on the higher order properties of
alternative estimators including the semi-parametric inefficiency factor under the
homoscedasticity assumption.
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1. Introduction

The study of estimating a single structural equation in econometrics has led to de-
velop several estimation methods as alternatives to the least squares estimation method.
The classical examples are the limited information maximum likelihood (LIML) method
and the instrumental variables (IV) method including the two-stage least squares
(TSLS) method. See Anderson and Rubin (1949), Anderson, Kunitomo and Sawa
(1982), Phillips (1983), and Anderson, Kunitomo and Morimune (1986) for their finite
sample properties, for instance. The estimation problem of a single structural equation
is the same as the reduced rank regression model originally developed by Anderson
(1951). In addition to these methods the generalized method of moments (GMM) esti-
mation method, which was originally proposed by Hansen (1982) in econometrics and
is essentially the same as the estimating equation method (EEM) by Godambe (1960),
has been often used in the past two decades. (We use the term GMM for convenience
hereafter.) Also the maximum empirical likelihood (MEL) method has gotten attention
recently because it gives an asymptotically efficient estimator in the semi-parametric
sense and improves the serious bias problem known in the GMM method when the
number of instruments is large. See Owen (2001), Qin and Lawless (1994), Kitamura
and Stutzer (1997), and Kitamura, Tripathi and Ahn (2004) on the MEL method, for
instance. Since we have two semi-parametric estimation methods and they are asymp-
totically equivalent, it is important to compare the finite sample properties of these
estimation methods. There has been a growing interest on the related topics in econo-
metrics and some relevant literatures in recent years are Newey and Smith (2004),
Mittelhammer, Judge and Schoenberg (2005), Anderson, Kunitomo and Matsushita
(2005, 2007, 2008) and their references, for instance.

The main purpose of this study is to derive the asymptotic expansions of the dis-
tributions for a class of semi-parametric estimators on the coeflicients of a single struc-
tural equation in a linear simultaneous equations system and a reduced rank regression
model. The estimation methods under the present study include both the MEL and
the GMM estimators as special cases. Since it is quite difficult to investigate the exact
distributions of these estimators in the general case, their asymptotic expansions give
useful information on their finite sample properties. The asymptotic expansions shall
be carried out in terms of the sample size which is proportional to the non-centrality
parameters and comparisons of the distributions of the MEL and GMM methods will
be made. We shall illustrate the merit of the asymptotic expansion method by giving
numerical information on the distribution functions of the MEL and GMM estimators.
Also we shall relate our results to the earlier studies on the limited information max-
imum likelihood (LIML) and the two-stage least squares (TSLS) estimators. It gives
new insights on the statistical properties of alternative estimation methods for a single
structural equation and the reduced rank regression model.

In order to compare estimators, it is much more easier to investigate the asymptotic
expansions of their mean and mean squared errors (MSE) than their exact distribution
functions. Since the exact distributions of estimators can be quite different from the
normal distribution, it should be certainly better to investigate the asymptotic expan-
sions of their exact distribution and density functions directly. Also it is important
to note that the asymptotic expansions of the mean and the MSE of estimators are
not necessarily the same as the mean and the MSE of the asymptotic expansions of



the distributions of estimators. In fact it has been known that the LIML estimator,
for instance, does not possess any moments of positive integer order under a set of
reasonable assumptions while some of recent literatures in econometrics seem to ig-
nore this problem. This paper may be the first attempt to develop the asymptotic
expansions of the distribution functions of semi-parametric estimators and to find their
explicit form in the estimating equation or the simultaneous equation models. Because
of the semi-parametric features of our analysis, we develop the conditional expansion
approach which has new technical problems.

Our formulation and method are intentionally similar to the earlier studies on the
single equation estimation methods by Fujikoshi et al. (1982) and Anderson et al.
(1986). It is mainly because useful interpretation can be drawn in the light of past
studies on the finite sample properties of estimators in the classical parametric frame-
work as well as in the semi-parametric framework. The main results of our paper are
related to the studies of higher order asymptotic efficiency estimation by Pfanzagl and
Wefelmeyer (1978), Akahira and Takeuchi (1981, 1990), Pfanzagl (1990), Bickel et al.
(1993) in the statistical literature, and Takeuchi and Morimune (1985) and Newey and
Smith (2004) in the econometric literature.

In Section 2 we define the structural equation model and its estimation methods.
Then in Section 3 we give the asymptotic expansions of the distribution functions of
estimators in a simple case which illustrate the merit of our approach. In Section 4,
we give the results on the asymptotic expansions of the density functions of estimators
under a set of assumptions on the disturbances and compare the higher order properties
of alternative estimators in a more general case. Some discussion on the higher order
properties of estimators and concluding remarks are given in Section 5. The derivations
of the asymptotic expansions, the proofs of Lemmas and Theorems and useful formulas
will be given in Appendices.

2. Estimating a Single Structural Equation by the Maximum Empirical
Likelihood Method

Let a linear structural equation be given by
Yii=Byau+vztu (i=1---,n), (2.1)

where y1; and y9; are a scalar and a vector of G; endogenous variables, z; is a vector
of K7 exogenous variables, 0 = (,Bl,'y/) isalxp(p= K+ Gi) vector of unknown
coefficients, and {u;} are mutually independent disturbance terms with E(u;) =0 (i =
1,---,n). We assume that (2.1) is an equation in a system of simultaneous equations
relating the vector of G141 endogenous variables y; = (y1, y;l) and the vector of K (=
K + K3) exogenous variables {z;} = ();,2;) including {z;;}. The set of exogenous
variables {z;} are often called the instrumental variables and we have the orthogonal
condition E(u;z;) = 0 (i = 1,---,n;n > K,n > 3). Because we do not specify the
equations except (2.1), we consider the limited information estimation methods based
on the set of instrumental variables (or instruments).

The reduced form equations for y; = (y14, yIQZ) are

yvi=z,+v; (i=1,---,n), (2.2)

where v; = (v15, Vy;) is a 1 x (14 G1) disturbance terms with E[v;] = 0, II' = (71, IT,)
is a K x (14 G1) partitioned matrix of the reduced form coefficients and Iy is a K x Gy



matrix. By multiplying (1,—3") to (2.2) from the left-hand side, (1,—8)II = (v,0)
and u; = vy; — B va; (i =1,---,n), that is, the rank of IT is reduced.

The maximum empirical likelihood (MEL) estimator for the vector of unknown
parameters 6 in (2.1) is defined by maximizing the Lagrange form

’

L} (X 0) Zlogpl —v lsz - 1] —nX szzz [yu - y;ivzli)o)} ) (2.3)

where v and A (K x 1) are Lagrange multipliers, and p; (i = 1,---,n) are the probability
functions. It has been known (see Qin and Lawless (1994) or Owen (2001)) that the
above maximization problem is the same as to maximize

La(X,0) Zlog{l + Nz [y — (v2,21)0)) } (24)

=1

where 7 = n and [np;] =" = 1+ Nzi[y1; — (y9,2,;)0)]. By differentiating (2.4) with
respect to A and combining the resulting equation with the restriction Y ;" p; = 1, we

have Ei:l Piz; {ylz - (y%,zli)e)} =0 and

n -1 n
5 lz ﬁ,uf(é)zzz;] l% Zuz(é)zZ] , (2.5)
i=1 i=1

where uz(é) = Y1 — (ygi,zli)/é and 0 is the maximum empirical likelihood (MEL)
estimator for 8. Then the MEL estimator of 0 is the solution of

£z ) o] ]

i=1
n n -1 n -
~ Yy 1 ’ ’
- [ ()4 o] ] (2)
1=1 i=1
If we substitute 1/n for p; (i =1,---,n) in (2.6) and use an (efficient) initial estimator

6 of 0 satisfying 6 — 6 = op(l/\/_) to replace u;(0) in (2.6), we have a representation
of the (optimal) generalized method of moments (GMM) estimator for 8 = (8',7).
In this paper we forcus on the convergent (many-step) GMM estimator, which is a
limit of iteration of 8 and uz(é) because it agrees with the original idea of the GMM
estimation. Although the GMM estimator here could be different from some of two-
step GMM estimators, it is certainly possible, with some complications, to extend our
analysis to the GMM with any consistent initial estimator. (See Hayashi (2000) on the
standard GMM approach in econometrics for instance.) By generalizing the weights
p; (i=1,---,n) in (2.6), we introduce a class of estimators. Let

np; = {1 +a )\/ziui(é)}il , (2.7)

where a is a non-negative constant (0 < a < 1) and 6 is the MEL estimator of . Then
we define the modification of the MEL estimator (MMEL) by substituting p; (i =
1,---,n) into (2.5)-(2.6).

If we assume the homoscedasticity of disturbances and replace u?(8) by 62 in (2.6),
we can regard that the MEL estimator and the GMM estimator correspond to the



LIML estimator and the TSLS estimator, respectively. (See Section 2 of Anderson et
al. (2008).) The latter methods were originally developed as the parametric estimation
methods by Anderson and Rubin (1949).

In the rest of this paper, we shall consider the standardized estimator as

s—ya| BB (2.8)
Y=

where & = (3 ,4'). We sometimes denote & for the MEL estimator and its modification
when it causes no confusion. Under a set of regularity conditions, the asymptotic
covariance matrix of any asymptotically (semi-parametric) efficient estimator is

Q= {D'MC_lMDrl : (2.9)

where M,, and C,, (n > K,n > 3) and their (constant) probability limits are defined
by

1 1
Mn:EZziziLM, Cn:E;ZiZiU?LC’ (2.10)

D)

We assume that M and C are positive definite and rank [D] = p (= G; + K;). These
conditions assure that the limiting covariance matrix Q is non-degenerate. The rank
condition implies that the order condition . = K —p > 0 holds, which is the degree of
over-identification. When the disturbance terms are (conditionally or unconditionally)
homoscedastic random variables, then C = 0°M, E(u?) = ¢ and Q = ¢?[D'MD] .

In order to compare alternative efficient estimation methods in the finite sample
sense, we shall derive the asymptotic expansions of the density functions of the stan-
dardized estimators (2.8) in the form of

and

F(€) = 6() | 1+ —=Hi(©) + - Hal€) | +o(n™) . (211)
where € = (&, -+ ,fp)/, #q (&) is the multivariate normal density function with mean

0 and the covariance matrix Q, and H;(§) (i = 1,2) are some polynomial functions
of elements of £&. Then we shall use the mean operator AM,, (&), which is defined by
the mean of & with respect to the asymptotic expansion of its density function of the
standardized estimator up to O(n~!) in the form of (2.11). We write the asymptotic bias
and the asymptotic MSE by ABIAS,, (&) = AM,,(é) and AMSE,(é) = AM,,(é¢&) .
These quantities are useful because the asymptotic expansion of the distribution of
estimators are quite complicated in the general case.

It should be noted, however, that they are not necessarily the same as the asymptotic
expansions of the exact moments and some care should be taken. One important case
is that the LIML estimator and its related statistics do not have any positive integer
moments in our setting. This does not mean that the LIML estimator should be ruled
out, but that we should use other criteria different from the exact bias, the exact
MSE, and their analogues in Monte Carlo experiments. An illustrative example is
the estimation problem of reciprocal of (non-zero) normal mean. Hence the results of
previous Monte Carlo experiments without this consideration may have drawbacks and
careful interpretation should be needed.



3 Asymptotic Expansions of Distributions of Estimators
and Their Approximations in a Simple Case

The exact density functions of alternative estimators and their asymptotic expansions
are quite complicated in the general case. For an illustration we present the asymptotic
expansions of the distribution functions of estimators in the simple case when G| =1
and the homoscedastic disturbances {u;} are normally distributed. In this case we
partition a [1 + K;] x [1 + K] matrix as

’ —1
Q11 Qu2 2 I1, Ix
— = M H 5 . .
Q < Qa1 Qa2 7 (Ik,,0) 2 o )
Then the upper-left corner of Q is given by Q11 = 02(H,22M22.1H22)71, where ITo9 is

a Ky x 1 vector of the lower corner of ITy (a K x 1 vector). We take the coefficient of
an endogenous variable 3 in the right-hand side of (2.1) and consider

p(\/m(ff—ﬁ)éx) | (3.1)

g

provided that Mgy = plimn = [0 2oz, — S0y 20izy; (X0 21i2y;) " S0y 21420,
is a positive definite matrix and Q11 > 0.

From (2.8) and (2.9) in the standard large sample theory, the limiting distribution of
(3.1) is the standard normal. In this form it is relatively easy to make comparison of
alternative estimators and some useful information can be drawn.

When G; = 1, we can obtain simple formulas of the asymptotic expansion of
the distribution function of estimators if we use the key parameters and the nota-
tions of Anderson, Kunitomo and Sawa (1982). From this reason, we define the
2 x 2 covariance matrix Q(= (w;;)) = E[v;v;], the standardized coefficient (the de-
gree of endogeneity) a = [waa/ |Q\1/ 2] [B — wia/wae] and the noncentrality (or concen-
tration) parameter u = [(1+ « )/wQQ]H22A22 1IT52, where Ago; = Y1 1z21z2Z —
S 20z (X z1izy;) Y 21i2s;] corresponds to nMag 1. Define an additional
(semi-parametric) factor by

T =20

1+a?) - / .
Qi [@p'FDQ] 01 (3:2)

where [ -], is the (1,1) element of matrix,

= plim — ZZZ (z;Az)z, , (3.3)

n—oo 1

and A = C~! — C_IMDQD/MC_I. In the large sample theory we assume that the
noncentrality parameter p? is proportional to the sample size n (see the conditions of
(2.9), (2.10) and (3.3). However, alternative asymptotic theories can be developed.
(See Anderson et al. (2005, 2007, 2008), for instance.) To be precise we first make a
set of simple conditions.

Assumption I : (i) Suppose that G; = 1 and the sequences {v;} (i = 1,---,n) (hence
{u;}) are independently and normally distributed with E[v;] = 0, E[v;v;] = Q (> 0)



and E[u?] = o2, (ii) The instrumental variables z; are non-stochastic, the limits of

(2.10) and (3.3) exist and there exists a (positive) constant ¢ such that “—nQ = c+
o(n=1/2).

By using the asymptotic expansion of the density function of the MEL estimator in
Theorem 4.2 in Section 4 and setting a = 1, we obtain the result for the normalized
form of distribution function when GG; = 1 and the disturbances are homoscedastic and
normally distributed. The derivation will be given in Appendiz B.

Theorem 3.1 : Under Assumption I, an asymptotic expansion of the distribution
function of the normalized MEL estimator as y? — oo (and n — 00) is

P (\/HHQQ]-ZIQZJHQZ (Garmr — B) < x) (3.4)
= ®(x)+ {—%xQ — # [(T + L)z 4 (1 —2a2)z3 + a2x5} } o(x)
+o(u™?),

where ®(-) and ¢(-) are the cdf and the density function of the standard normal distri-
bution, respectively.

Also by setting a = 0 for the GMM estimator, we have an asymptotic expansion of its
distribution function.

Theorem 3.2 : Under Assumption I, an asymptotic expansion of the distribution
function of the normalized GMM estimator as y? — oo (and n — 00) is

\/nIl,oMag 11y .
P( 29 22.14422 ) (3'5)

(Bemm —B) <z

= ®(x)+ {_E [xQ - L} - # {(7’ + L% — L)z + (1 = 2(L + 1)a?)2® + 042355} } o(x)

where ®(-) and ¢(-) are defined as Theorem 3.1.

There is an interesting observation that if we set 7 = 0 in the above expressions, the
resulting formulas in (3.4) and (3.5) are identical to those for the limited information
maximum likelihood (LIML) estimator and the two stage least squares (T'SLS) estima-
tor obtained by Anderson (1974), and Anderson and Sawa (1973), respectively. Hence
7 could be interpreted as the semi-parametric (3rd order) inefficiency factor under the
homoscedasticity assumption of disturbances. (See Section 4 and Appendiz A for the
detail.)

A Numerical Illustration

For an illustration on the use of the asymptotic expansion formulas, we give some figures
and tables as Figures 1-3 and Tables 1-2 in Appendiz E as typical cases. We computed
the distribution functions of the MEL estimator and the GMM estimator of the coef-
ficient  in the normalized terms (3.1) based on large number of simulations. When



G1 =1, we can easily generate the normalized probability (3.1), which depends on the
key parameters and other factors as discussed by Anderson et al. (1982, 2005). We
first generate the vectors of the normal disturbance terms and the exogenous variables
(vi,z;) (i =1,---,n) and then generate the endogenous variables by utilizing (2.1) and
(2.2). Then we can simulate the probability of (3.1) by iterating the calculations of
(2.5) and (2.6) until we have stable convergences numerically. We denote the resulting
values as Ezact in Tables since they are very accurate in two decimal digits at least.
(The number of replications in all simulations are basically 5,000 and we have confirmed
their accuracy by comparing the exact distributions of the TSLS and LIML estimators.
Our method of evaluating the distribution functions of estimators in numerical analy-
sis is essentially the same as Anderson, Kunitomo and Matsushita (2005, 2008) which
explain the details of our evaluation procedure and the accuracy of our computations.)
In tables we have given the 5% and 95% percentiles, Lower (L.QT), Median (MEDN)
and Upper (U.QT) quantiles, and the interquantile range (IQR). Also we have given
the approximations based on the asymptotic expansions of the distribution functions
of estimators in the forms of (3.4) and (3.5), which are denoted as Approz in tables and
figures. Difference is defined by Approz minus Ezact except the rounding errors. We
did a large number of numerical calculations, but we have chosen only a small number
of results.

First, we find that in most cases the approximations based on the asymptotic ex-
pansions of the distribution functions given by (3.4) and (3.5) are quite accurate in its
middle range areas. There can be some discrepancy in the tail quantiles when K5 is
relatively large in particular. As we have expected from our discussions on the exact
moments of estimators, we have confirmed that the exact bias and the exact MSE of
the LIML estimator calculated from the simulations are sometimes not stable. Second,
the distribution functions of the MEL and the LIML estimators are very similar while
the distribution functions of the GMM and the TSLS estimators are also very simi-
lar. This finding is quite consistent with the asymptotic expansions of the distribution
functions in (3.4) and (3.5) under the homoscedasticity and normality of disturbances.
Thus we could interpret that the MEL estimator is a semi-parametric extension of the
LIML estimator while the GMM estimator is a semi-parametric extension of the TSLS
estimator.

However, we find that the distribution functions of the MEL and GMM estimators
have some differences. As an illustration on this issue we show one typical case with
Ky = 10 (Figures 2 and 3 in Appendiz E) which have been taken from Anderson et
al. (2005, 2008). The most important finding is that the distribution function of the
MEL estimator is almost median unbiased while the distribution function of the GMM
estimator is biased significantly. It makes some doubts on the standard use of the GMM
estimation when Kj is nor very small. This issue has been investigated by Anderson
et al. (2007) in more details.

A Heteroscedastic Case
When the disturbances are not conditionally homoscedastic, the above results still hold
essentially. For instance, Theorem 4.1 of Section 4 implies that for the MMEL estimator
with arbitrary a (0 < a < 1),

P(Va-p<y) (3.6)



1 o |2
= Pg,(y)+(1—a) phmgg tr(z;z;0; A)| = Jicvi
e

Jim ; D' MC 2,z 62C~'MD Q2 || Qu
— Ei?oﬁz[Q Z;Z;0; ]11[7]&%@119 ﬁﬁan(y)

=1
—i—o(n_l/Q)

provided that there exist limits in the right-hand side of (3.6), where tr(-) is the trace
of a matrix, []11 is the (1,1)-element of a matrix, o7 = E(u?|z;), [||"/?/0?]; and o; are
defined (as [|2]'/2/0?] and «) for E(v,v;|z;) = Q; = (WJ(Q) (t=1,---,n), and ®q,,(-)
and ¢q,, () are the cdf and the density function of N(0,Q11), respectively.

When o2, [[©2]*/2/52]; and a; are independent of i, (3.6) with a = 1 and a = 0 are
the same as (3.4) and (3.5) up to O(n~1/2), respectively, and tr(CA) = L(= K — p).
As we shall see further terms of O(n~!) become substantially complicated.

To summarize our findings in this section, the results of asymptotic expansions of
distributions give useful information on the finite sample properties of alternative esti-
mators beyond their biases and MSEs when G; = 1 and the disturbances are normally
distributed. In Section 4 we shall show that these observations on the finite sample
properties are generally true even when (G; > 1 and the distribution of disturbances
are not necessarily normal in a more general setting.

4. Asymptotic Expansions of Densities and Higher Order Properties of
Alternative Estimators

4.1 The method of Asymptotic Expansions and Assumptions

In order to derive the asymptotic expansions of the densities of estimators when the
disturbances are not necessarily normally distributed, we need regularity conditions.

Assumption IT : (i) The sequence (z;, V;),i =1,---,n, are mutually independent ran-
dom vectors and v; have the strictly positive density with respect to Lebesgue measure;
E(vi|z;) = 0, E(viv)|z;) = Q; (a.5.), E(u?|z;) = 07, B(u}|z;) = kzi, B(ul|z;) = ki
and E[||v;||°] < oo. (ii) The (constant) matrices M and C are positive definite,
rank(D) = p, n ™' Y0, z;z,07 = C + 0p(n~1/?) and n~' 0, ziz; = M + 0,(n"1/2).
(iii) The sequence of vectors z; = (2;;) (i = 1,---,n;j = 1,---,K) are bounded or
n~ maxi<i<p ||2i]|?> 2> 0 and E[||z;]|°] < oo when they are stochastic. There exist finite
Ms(ji, j2, j3) such that n=" S5 w324, 2ijy gy = M3 (j1, 2, j3) + 0p(n~'/%).

We need some moment conditions on disturbance terms to derive higher order stochas-
tic expansions of the associated random variables up to O(n~1). Conditions (ii) and
(iii) of Assumption II could be weakened, but then the resulting formulas and their
derivations become more complicated than those reported while the essential method
of derivations will not to be changed. We can treat both cases when {z;} are stochastic
and deterministic, and also it is possible to replace the independence assumption with
{u;} by using a martingale assumption on Y i z;u;. In order to avoid cumbersome
arguments, however, we mostly treat {z;} as if they were deterministic.

In our analysis we first use the consistency of the MEL estimator (Owen (1990) and
Qin and Lawless (1994)). Since np; = 1, 85, 2 6o, (0 is the true value of 8) and



\/nA converges to a random vector as n — 0o, we represent € as

n n -1 n
i | V% z; piui(0)%zz; L ziui] 4.1
S (% )] [Bpmoras] |5 @

12

i=1

n Vo n -1 1>
_ 5 i ! e (0) 2z 7 il Ave 2 )] a
B [;pl < le ) ZZ‘| [;pZUZ(Q) Z,LZZ‘| [n ;ZZ <y2’L’Z11)‘| © ’

where 6 for 9MMEL. As n — 0o, we write the first order term of & as €y, which is
& = |[D'MC™'MD| “pMct | L zn:z-u (4.2)
V=t '

, -1
In the following derivation it is convenient to use the fact that Q,, = {D M, C, 11\/InD} ,
€y —ep = 0p(1) and

eo = [D/MHC;IMnDrlD/MnC;I [% Zziuil . (4.3)

By applying a central limit theorem (CLT) to the last term of (4.2), we have a weak
convergence X,, = n~ Y21 ziu; — N,(0,C) . Then & — N,(0,Q), where Q is

given by (2.9) and —~ means the weak convergence as n — oo. By using

B Z Zi(y;iv Z/lz)é] =X, —M,De + Op(n_l/Q) , (4.4)
i=1

1 & A 1
— iui(0) = X + —
ﬁ;zu() + -

we find that /nA — Ag == 0 (X is X with ) and

X = C; 12 I - C;1/°M, DQ,D'M,,C;, 2 [C12X,, | (4.5)

Because the limiting distribution of B, = C~1/2X,, is Ng(0,1x), 71/2\/55\ =
Nk (0,Pp+) and Pp« = I — D*(D*D*)~'D* is constructed by a K x p matrix
D* = C*1/2MD, where D} = C;l/QMnD P, D* as n — 4+00. Then the covariance
matrix of the limiting distribution Ag is given by A = C~! — C'MDQD'MC!,
which plays important roles in our analysis.

We shall derive the asymptotic expansions of the density functions of estimators.
Our method is the conditional expansion approach which is similar to the one in Fu-
jikoshi et al. (1982) and Anderson et al. (1986). Because the early works could
utilize aspects of the multivariate normal distributions directly which we cannot use,
the derivations of asymptotic expansions become more complicated as explained in Ap-
pendiz A. In our conditional expansion approach, first we expand €& by the perturbation
method in each components of X,, = (X](-n))7Yn = (yj(z)), Z, = (Z](Z)) and U,, = (U;Z)),
which are defined by

n

1 ’ ’ 1 ’
Y, = N E_ {ziziu? - E(z,zzu?)} Ly, = 7 E_ z;(vy;,0), U, = — E_ wiz,; ,
=1 =1 =1
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where w; = (vy;,0) — quu; and q; = (1/02)E[(vy;, 0 )us|zi] for v; = (vii,vy,) (i =
1,--+,n). Then if E[||v;]|*] < oo for s > 3, we can take a positive (bounded) constant
cn(1, s) depending on n which satisfies

n s—2
P(|X | > [An logn]'/?) < cn<1,s>((11fjgrw 7 (4.7)

where A,, as the maximum of the characteristic roots of E(C,). Also for Y,,,Z, and
U, we can also take positive (bounded) constants c¢,(i,s) (¢ = 2,3,4) and similar
inequalities for s > 3 under Assumption II. The basic arguments on the validity have
been given by Bhattacharya and Ghosh (1978) (see Bhattacharya and Rao (1976) also)
for the i.i.d. random vector sequences. They can be extended to our case while the
derivations and resulting explanations become quite lengthy.

We shall derive the stochastic expansions of the estimators up to O,(n~'/2) under
Assumption IT and write e = ey +n~1/%e; + 0,(n~/?) (see Theorem 4.1 in the next
subsection). The resulting expressions of Op(nfl), however, become complicated in the
expression as e = eg +n~2e; + n"ley + op(n~1). Tt is partly because the conditional
expectations of some random variables of O,(1) with ey and O,(n~'/2) with e; lead
to the terms of O,(n~1/2) as well as some further terms of O,(n™'). (See [A5] of Ap-
pendiz A.) When we ignore the effects of the third order moments of the disturbances
and they are homoscedastic, the asymptotic expansions of estimators with an arbitrary
a (0 < a < 1) can be simplified greatly. For Theorem 4.2 in the next subsection we
impose further conditions.

Assumption III : (i) The sequence of (v, 2;),i = 1,---,n, satisfy Condition (i) of
Assumption II E[|v;||®] < oo, E(vi) = 0, E(v;iv;) = Q, E(u?) = 02, E(u}) = ka4,

5 =E(ww,), q;=q an/d x = E(u})/o* — 3. (ii) Conditions (ii) and (iii) of Assump-
tion IT with n=! Y"1 | z;z, = M + o,(n™1) and E[||z;]|®] < co when z; are stochastic.
(iii) E[uj] = k3 = 0 and E[u?w;] =0 (i = 1,---,n).

1

It is immediate that Condition (ii) can be relaxed as (1/n) >_i-; zl-(j)zi(k)zi(l)u? = 0,(n~1/?)

and the similar conditions on the third order moments on {u?w;} in Assumption III.

4.2 Asymptotic Expansions of Density Functions

Although there are many terms appeared in the stochastic expansion of & in Appendix
A, it is possible to obtain the explicit forms of the asymptotic expansions of the density
functions of semi-parametric estimators. In order to derive the asymptotic expansions
of their density functions, we consider a stochastic expansion &€ = eo+n Y2e;+n"teg+
op(n~1) with eg as the leading term. Because we use e} = & as the leading term, we
rewrite ey = €y + n_1/2e(()1) + n_le((f) + 0p(n!). We apply the same arguments to e;
and ey recursively. From the terms of the order O,(n~'/2), we define e}(x) as the sum
of constant order terms of the conditional expectation E[ego) + e((]l)|é0 = x|, where the
explicit forms of e(lo) and e(()l) are given in Appendiz A. From the terms of the order
O,(n™1), we define e3(x) as the sum of O,(n~1/2) terms of the conditional expectation
E[ego) + e(()l)|é0 = x| plus the conditional expectation E[e(()z) + egl) + e2l€) = x|. As
the cross-product terms, we define ej;(x) as the sum of the conditional expectation
E[(ego) + e(()l))(ego) + e(()l))’|é0 = x|, where the explicit expressions of e(()Q),egl) and e
are also given in Appendiz A.
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Then we consider the characteristic function of the standardized estimator € in
order to derive the asymptotic expansion of its distribution function and we calculate

o) = E[exp(it/x)]+%E[it/e>{(x)exp(it/x)] (4.8)

1 / ’ ’ !
+%E{2it e} (x) exp(it x) + %t el (x)texp(it x)} +o(n™ 1),

where x = &, t = (#;) is a p x 1 vector of real variables and i> = —1. By using the
Fourier inversion formulas in Appendiz D, we invert the characteristic function (4.8).
Although the intermediate computations are quite tedious but they are straightfor-
ward. First we consider the asymptotic expansion of the density function of €y and its
limiting distribution is normal as n — +o00. By expanding its characteristic function
Elexp(it'&)] and inverting it under Assumption I, we have

1

p
¢*Q(£) = ¢Q(§){1 + V ll,l;lg:l ﬁ111213h3(€h ; 5127513)

(4.9)

1 P P
+ g Z ﬁlllzl3l4 ha (‘Ell ) 512 ) 513 ) 514) -3 Z ﬁhlg ﬁmn’nz ho (§l1 ’ §l2 )h2 (€m1 ’ gmg)
n
11,l2,l3,l4=1 11,lo,m1,ma=1
1 P 1
+ o > Birtats Brmamams 6 (§11 5 €tz > i Ema s §m2,§m3)} +o(n™),

l1,l2,l3,m1,m2,m3=1

where ¢q(§) is the p-dimensional normal density function with means 0 and the co-

variance matrix Q. The coefficients in (4.9) are given by

Bui, = plimy, o (1/n) Y0y 0725, 25, Buataty = Plimy, oo (1/n) S0y K3iz)), 25, 210,

and B 1,151, = Pimy, oo (1/1) 3000 Kaizf), 25, 201, 210,
where zf = (2)) = QD'MC~'z; (i=1,---,n), and >0y lals, 1, Means the combinations
of two pairs such as (I1,l2) and (I3,14) (i.e., it is 3 when I} = Iy = I3 = 4, for instance).

k x
We deﬁne hk(mll,---,lk) (k = 2, s ,6) by hk(xll,---,lk)¢Q(X) = (—l)k%

It is important to find that (4.9) is common for all asymptotically efficient estimators
and then it does not make any effects on the comparisons of (asymptotically) efficient
estimators.

Next by using the results of Appendiz A, the conditional expectations of the second
order terms ((A.10) and (A.26)) are summarized as

ei(x) = (1-a)Q [phm ZCIz (z;Az;)0? —m;;] (4.10)
n—oo i=1
—QD/l\/IC_1 lphm Zz Z, O'Z qZ C'MDx
n%oonl 1
where
= D'MC™ |pl .7i(z, A . 4.11
i B

It is important to note that the semi-parametric estimation has the effects through the
terms associated with Q and mg, which disappear only when a = 1 (i.e. the MEL
estimator). By using the inversion formulas (i) and (ii) given in Appendix D, we have
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the next result.

Theorem 4.1 : Suppose the limit of (4.11) exists. Under Assumption II, an asymptotic
expansion of the joint density function of é for the class of modified MEL estimators
as n — oo is given by

£(6) = 65(6) + %m(s) {(1 —a) [pnm LS (mzo? A e - m;,s] (4.12)
=1

n—oo T

]. n / / / / / !
+ [plim = ) [tr(QD MC'2,2,07q;6C~'MD) + q;D MClziziafclMDQg]l

n—oee i

)
n—oo 1 *

]. n ! / ! !
— [plim —> ¢ D MC 'z;2,07q,£C~'MD¢
=1

} + O(nfl/Q)

provided that the limits in the right-hand side of (4.12) exist, where
q; = (1/02)E[(vy;, 0 )uilz;] (i =1,---,n), Eisapx 1 (p= Gy + K;) vector, Pq(§) is
given by (4.9) and ¢q(§) is the density function of N,(0,Q).

It is possible to extend Theorem 4.1 to the terms of Op(nfl) in principle, but the
resulting expressions become quite complicated. When the third order moments of
disturbances are zeros, however, it is manageable to evaluate many terms of Op(n~1)
and then we have useful representations. Also in this situation some terms of (4.9)
vanish (i.e. B1,, = 0) and we only have some extra terms of n~!. When q; = q,i =
1,--+,n, (4.10) becomes

ei(x) = (1— a)Q [Lq — mg] — xq'x . (4.13)

By collecting the conditional expectation formulas in Appendiz A ((A.30), (A.31);
(A.14), (A.15), (A.16); (A.18), (A.19), (A.20) and (A.21)) under Assumption I1I,

es(x) = —(2+K)QDFDx+ [2+ a(2 + £)]QD FDx + xx C}x (4.14)
+QQ"QC3x — (1 — a)L[x tr(C]Q) +2QC7x]| — (1 — a)QC5x tr(MA)
+[—3a + a]QD'FDx

= (a—1)kQD'FDx + xx Cix + QQ*QCjx
—(1—a)L[x tr(CiQ) +2QCix] — (1 — a)QC5x tr(MA),

where Ci = qq, C5 = E(w;w;) and Q* = D'MC~'MC~'MD. Also the second
order conditional moments of e}, (z) under Assumption III can be summarized ((A.33),
(A.34) and (A.13)) as

e (x) = (2+£)QDFDQ +x Cixxx + QQ*Qx Cix + QC;Qtr(MA]4.15)
+(1 = a)’L(L 4 2)QCIQ — (1 — a)L[QC}ixx + xx CiQ)].

Although there are many terms it is important to note that the semi-parametric esti-
mation has the effects only through the additional terms associated with QD/FD as ex-
plained in Appendiz A. When the disturbance terms satisfy Assumption III, C = 0°M,
Q= JQ(D/MD)*l, Q* =072Q ! and tr(MA) = 0~ 2L. Also the characteristic func-
tion of &) = x is asymptotically equivalent to Elexp(it x*)](1 4+ o(n~/2)), where x* is
the limiting vector of x. By using the inversion formulas in Appendiz D we obtain the
main result after lengthy but straightforward computations.
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Theorem 4.2 : Suppose that the limits of (3.3) and (4.11) exist. Then under As-
sumption III, an asymptotic expansion of the joint density function of € for a class of
the MMEL estimator as n — oo is given by

7(&) = ¢4(€) (4.16)
+=0a(O@ ) [p+ 1+ (1- )L —€Q7'¢

+5-0a(€) (EC1&{p+1+ (1)L~ £Q7EP +p+1-36'Q ¢ +201 —a)’L)
+tr(C1Q)[(1 —a)L][2 — (1 — a)(L + 2)]
+E Cot{L1 —2(1 —a)] —p— 2+ & Q1) + tr(C2Q){L[2(1 — a) — 1]}
+[2+ (20— 1)x][€ D'FDE — tr(D'FDQ)]) + o(n™")

where § is a p x 1 (p = G1 + K1) vector, ¢(§) and F are given by (4.8) and

(3.3), respectively, ¢q(€) is the density function of N,(0,Q), C; = C} (= aq),
Cy = 02C5 (= 0 2E(w;w))), 02 = E(u?) and k = [E(u}) — 304 /0 .

The leading term ¢g (&) are common among all asymptotically efficient estimators and

we need to make comparison on the terms of the second term of O(n~/2) and the
third term of O(n~!). When the disturbance terms are normally distributed all terms
except the leading term vanish in (4.9) and ¢g(x) = ¢q(x). There is an interesting
observation in Theorem 4.2 that if we further drop the last term

2+ (20— 1)] [ D'FDE ~ tr(D'FDQ)] (4.17)

and the disturbance terms are normally distributed, the resulting formulas are identical
to those for the limited information maximum likelihood (LIML) estimator and the
two stage least squares (TSLS) estimator, which have been reported by Fujikoshi et
al. (1982). Hence this term could be interpreted as the effect of semi-parametric
factor in the linear simultaneous equations as we have observed in Theorem 3.1 and
Theorem 3.2. This term comes from many terms associated with the semi-parametric
covariance estimation, (See the detail in Appendiz A), which gives the MEL estimation
a more variability in the order O(n~!) depending on the kurtosis of the underlying
distribution. In the first and second orders there is no distinctive different features
between the density functions of the standardized MEL estimator and LIML estimator
as in Theorem 4.1, which implies the same asymptotic bias up to Op(nfl/ ). In that
sense we may call the term (4.17) as the semi-parametric (3rd order) inefficiency factor
under the homoscedasticity assumption for disturbances.

By using the asymptotic expansion of the density function, we can evaluate the
asymptotic mean and the asymptotic mean squared errors of the MMEL estimator.

Corollary 4.3 : Under the assumptions of Theorem /.2, the asymptotic bias and the
asymptotic mean squared errors of € with the MMEL estimator (based on the asymp-
totic expansion) as n — oo are ABIAS, (&) = n~Y/2[(1 —a)L — 1] Qq + o(n~'/?)
and
1
AMSE,(¢) = Q-+~ {QC1Q[6 - 6(1 — a)L + (1 - a)*L(L +2)] (4.18)
+Qtr(C1Q)[3—2(1—6)L] + Qtr(C2Q) + [L + 2 — 2L(1 — a)|]QC2Q
+[2+ (20— 1)x]QD'FDQ} + o(n™") |
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respectively.

4.3 Discussions on Higher Order Properties of Estimators

Under Assumption II it is straightforward to obtain the asymptotic expansion of the
density function of the MEL and GMM estimators up to O(n~'/2). In Theorem 4.1
when q; = q (i = 1,---,n), for instance, the factor ¢Q(£)(q,£)[p +1—-¢Q71¢] in the

term O(1/4/n) is symmetric around zeros when a = 1. Let &, ppr, (1 = 1,---,p) be the
i-th component of é for the MEL estimator. Then
1
P(é; > 0) =5 + o(n1/?) (4.19)

when k3 = 0 (ie. By, = 0 (L,l2,l3 = 1,---,p) in (4.9)). Hence it is still near
to 1/2 (almost median-unbiased) for the MEL estimator when kg is small in many
applications.

On the other hand, the asymptotic expansion of the density function of the GMM
estimator has an additional term and the term of O(n~'/2) is proportional to L(1//n),
where L = Ky —G1. Hence when K5 (the number of excluded instruments) is large, the
probability bias of the GMM (or the TSLS) estimator becomes substantial while the
MEL (or the LIML) estimator concentrates its probability around the true parameter
values. (See Tables 2 and 3 in Appendiz E. By taking the expectation of (4.13) when
q; =q (i =1,---,n), the asymptotic (unconditional) bias of the MMEL estimator with
respect to the approximate distribution based on the asymptotic expansions is given
by

ABIAS, (&) = —={[(1 - @)L — 1]Qq — (1 - a)Qmy } + o(n~"/2) (4.20)
vn
The result on the asymptotic bias may agree with the observation by Newey and Smith
(2004), which have derived the asymptotic bias of the MEL and GMM estimators in
the more general nonlinear setting for the estimating equation models.

Although it is straightforward to proceed our step to the mean-squared errors of
alternative estimators, it is quite tedious to obtain the explicit formula of AM(éé)
for the asymptotic MSE of the MMEL estimator in the general linear case. There are
many terms for an arbitrary a (0 < a < 1) when we cannot ignore the effects of third
order moments of disturbance terms. For the MEL estimator case, however, there are
only a few additional terms. Although it is straightforward to write down those terms,
we have omitted to report the details since they are complicated and may not be useful
at the present stage of our investigation.

The issue of comparing the finite sample distributions of alternative estimators
based on their asymptotic expansions in the order O(n~!) for the normalized estimators
are closely related to the problem of higher order asymptotic efficiency and deficiency of
in the statistical asymptotic theory. On the one hand, Takeuchi and Morimune (1985)
gave the classic result on the simultaneous equations system in the parametric frame-
work and shown that the LIML estimator is third order asymptotically efficient after
bias adjustments when the disturbances are normally distributed. Recently, Newey
and Smith (2004) utilized the multinomial distribution case and concluded (in their
Theorem 6.1) that the MEL estimator is third order asymptotically efficient after bias
adjustments by using the arguments by Pfanzagl and Wefelmeyer (1978) in the more
general nonlinear estimating equation framework. It could be interpreted as an applica-
tion of the higher order efficiency of estimation developed by Pfanzagl and Wefelmeyer
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(1978) and Akahira and Takeuchi (1981) for the statistical framework of parametric
models. On the other hand, Akahira and Takeuchi (1990) have given several examples
and suggested that the asymptotic (higher order) deficiency in semi-parametric models
often become infinite, which is quite different from the estimation problem of standard
parametric models. There is a subtle statistical problem remained on the meaning of
the asymptotic bound, the (higher order) asymptotic efficiency and deficiency of esti-
mation in semi-parametric models (see Pfanzagl (1990) and Bickel et al. (1993)). The
related analysis should be important, but it is beyond of the scope of this paper.

5. Concluding Remarks

In this paper we have developed the asymptotic expansions of the density functions
for a class of semi-parametric estimators including the MEL and the GMM estimators.
Although the general forms of the asymptotic expansions look quite complicated, it is
possible to obtain some explicit formulas which make possible to compare alternative
estimation methods.

On the other hand, Anderson et al. (2005, 2008), for instance, have investigated the
finite sample properties of the distribution functions of the MEL and GMM estimators
and have given extensive tables when G; = 1,2 in a systematic way. In the more
general case, however, it would not be possible to investigate the finite sample properties
directly and hence the asymptotic expansion method should be useful for comparing
different estimators. The explicit formulas in Section 4 give some useful information on
the exact distributions of alternative estimators in more general cases. They should be
the basis of comparing higher order terms of the distribution functions of alternative
estimators beyond their asymptotic biases and MSEs.

It is important to note that the finite sample differences between the distributions of
the LIML and MEL estimators (and also those between the GMM and TSLS estimators)
are often very small as we have discussed in Sections 3 and 4 when the disturbances
are i.i.d. non-lattice random variables with zero third moments. It may be interesting
to see if these differences would be substantial for practical purposes.

Finally, it is obvious that the results reported in this paper have implications on the
general reduced rank regression models. This problem is currently under investigation.

Appendices

In Appendix A and Appendix B, we give the derivations of stochastic expansions of al-
ternative estimators. In Appendix C we give the proofs of two lemmas and in Appendix
D we gather some useful inversion formulas. We give tables and figures in Appendix
E.

Appendix A : Derivations of asymptotic expansions

[A1] Conditional Stochastic Expansions
We derive the asymptotic expansions of estimators under Assumption II and then we

16



shall show how Assumption III simplifies the resulting expressions. By expanding (4.1)
with respect to eg, formally we write

P - 1 1 _
é=2¢6y+[eg— €+ —e + ez +o0p(n7h) (A.1)

Vn

and

L}\ + l)\ +op(n™h) (A.2)
\/ﬁ 1 n 2 D . .
By substituting these expansions and u;(8) = w; — (1/\/n)(yy,2z;)€ into p; (i =
1,---,n), we also write

VA = X +

2)

R 1 1
n

npz‘:l—l—\/ﬁZ

where p( ) = —AoZili, pz( ) = = N zZiui + Azi(yo;, 21;)e0 + (Agzi)2u? and (yo;,z);) =
ZZD + wZ + qzuZ /
Then it is possible to show that max;<i<p [p;i—1/n| = 0,(1/n) since (np;) ™! = 14+ X z;u;
(see Owen (1990)), and max;<i<yn |pi — 1/n — pgl)/(n\/ﬁ) — pEQ)/nQI = o0y(1/n?). By
using the recursive substitution, we expand

+ op(nfl) , (A.3)

R " N / 1 1
C, = ;ﬁiu?(‘g)zizi =Cp + %CQ) + ECﬁf) +op(n7h), (A.4)

i N NI 1 1 .
B, = Yol )" )m =DM+ —=BY B fo,n7).  (AS)
i=1

7

where we define

O = 13 [0~ 2 e
1 n / / / / /
cy = n Zzizz‘ [{(Y2iazli)eo}2 — 2ui(yg;r 21;)€1 — QUiPZ(' )(Y27,7Z17,)eo +uip Z )} )

Eg) = Z +D sz zz-|- Z (1) VQZ z,

B2 - pl sz 22 + = z BV g

By using (2.6) we write EHC#X” =E,C; ' [n"' Y7, 2i(yy, z;;)]é. Then by substitut-
ing &, A\, p; (i =1,---,n) and Z,, we determine each terms of the stochastic expansions
of € in the recursive way. By using the relation C L=cC ' +n 12— Cglcg)C;l] +

nl—-crlcP ot + cte et eV il + o, (nY), the leading two terms of é are

e = —Q,D'M,C;'Z, e+ Qu[A1,][X, — M, Deg], (A.6)
ey = Qn[AQnHXn — MnDEO] — Qn[AlnHMnDel + ZneO] (A?)
_QnDIMnC;IZnela
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where Q' = D'M,,C;'M,,D, E,,C;' = D'M,,C;' +n 2A,, + n ' Ay, +0,(n7 1),
A, = -D'M,C;'lcWc;'+EDC !,

Ay, = D'M,[-C;'cPc;'+c'cWe e -ec 'ce;t + EX !
[A2] Effects of C,, (Covariance Estimation)

We need to investigate the effects of estimating C by C,, in the semi-parametric esti-
mation methods. Each components of Y, have the asymptotic normality as n — oc.
The covariance of the (j, k)-th elements of Y,, and the I-th element of X,,

Cov(%Zzi(j)zi Uy Zz(luz‘zz = Z"Bz i
i=1

Thus X,, and Y, are asymptotically independent when x3; = E(u3) = 0 and in that

case our analyses can be simplified considerably as we shall see in [A6] in particular.

Because C L= C T [- ClenCﬂ] +[C7Y,C71Y,,C Y + 0,(n" 1) and

Q! =DM,[C!+C,}C - C,)C]M,D, which is

Q! = Q L _n'/2[D'MC~Y,C~'MD]+n~'[D'MC~Y,C~1Y,C~'MD|+0,(n"%/?)

and D'M,,C;' = D'MC~!—n~'2D'MC~'Y,C'|+n"' [D'MC~'Y,C Y, C~ 1]+

0,(n=3/?).

Then Q, = Q+Q,(Q '-Q;)Q is expanded as Q+n~/2[QD'MC~'Y,,C~'MDQ]+
“1[-QD'MC~'Y,C'Y,AMDQ] + O,(n~%/?) and Q,D'M,,C;,! is expanded as

QD'MC ' 4+n~2[-QD'MC~ Y, A]4+n [ QD'MC~ Y, AY,A]+0,(n~%?), where

ACA = A. Then we can express ey = & + n~/%e ( 4~ e( )+ 0 (1 =3/2) where

& = QD'MC'X,, el = -QD'MC-1Y,AX,, and e(()Q) QD' MC-'Y,AY,AX,,.

By using the expansions of C,, and Q,,, we find a representation for (4.5) as

L LAY, AX,] 40, (n ) | (A.8)

A = AX,
0 +\/ﬁ

[A3] Conditional Expectations involving e;

We investigate the effects of e; and decompose e; as e; = e + e12 + e1.3, where
el = Qn[AlnHXn — MDeO], e|9 = —QnD/MC;ln_l/Q Z?:l ziuiq;eo and ejs3 =
—QnD/MCg 1U;Abeo. The last two terms are evaluated easily and we treat them first.
Rewrite e 2 = eg(_)% +n~1/2e; () 5+ O0p(n1h), eg = —QD'MC~ 012" | z;u;q,8 and
ell) = —QD'MC1Y, (n i "z )80+ QD MC 1Y, (n V2 S| ziuiq) )80 AKX,
Also we have e 3 = e(1°§ + nfl/Qe(llg + Op(n~1), where 9(1(.)32 = —QD'MC~'U, & and
el’) = QD'MC-1U,QD'MC-'Y,AX,, + QD'MC-1Y,AU, é&.

The analysis of e1 1 becomes more complicated because there are some terms with C%l)
and B, We rewrite C = €V 4n=1/2¢Y and ¢V = —2(n 'Y zizulq;)ég—
@ 0 by defining ®3n =n"! Z - K,3ZZZ (z Ao). Also we have E(l) E%l'o)—l—n*l/QE%l'l),
where ES? = U, + n~1/2 nqizgu +n 2 qi(—Agzizoul).

Then e1; = [-Q,D'M,C;lcC! + Q,EV C;1C,AX,, becomes

el = 2QD’MC—1CAXn+QD’MC—1e§gC—1Axn (A.9)
1 & ,
+QU,AX, +Q NG > aqiuiz; — Zqz (Aozi)ziu? | AX, + O,(n"1/?).
i=1
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By collecting each terms of e;, we summarize e; = (0) + n~12%e ( ) + op(n —1/2),

of = e’} +ei’) + ey and ef') = ef] +ef el

In order to derive the asymptotic expansions of the distributions of the MMEL esti-
mator, we use p; instead of p; (i = 1,2). For an arbitrary (fixed) a (0 < a < 1), we
substitute aXg (and aA;) into Ag (and A;). Since &g is asymptotically uncorrelated

with AX,,, E[e(o)]x] = 0p(1) and Lemma A.3 in [A5], the conditional expectation of
(0)

e, ’, given €y = x, is

Elel”|x] (A.10)

= aQms+ (1 —a)Q [ qu zAz ]—QD/MC_I[ ZZZ ZqZ ] ~MDx,

with the remainder terms of o, (1), where n~1/2 L ziEui|x]q; IS zimolqxt
op(1) and mg is given by (4.11).
Now we explicitly use the assumption q; = q (i = 1,---,n) and Assumption III

in order to evaluate many terms in the order of O,(n _1) We write C) = ¢ 4+
n120 ) = oq'e,C 1 — 030, E30 =n 120 (ud — HgZ)Z z,(z;\o) and

c = —9(q'80)Y, — 20~ V2 | zizhui (2D +w))&0 + 2C,,q QD' MC-1Y,AX,, —

aZ3°. Then we write —Q,D 1\/InCnlC£ll)Cn1 = B%l) + n_1/2B£2) + 0p(n~1/2),

BY = 2(q'é))QD'MC~! + QD'MC~1a®)2C~! and

B® = —2(q'e)QD'MC 'Y, A - QD'MC '[a®°C Y, + Y,Ad=}|C"!
— QD'MC '[-a —2TZZZUZZD+w)eO+QCqQDMC Yy, AX,]C™!
=1

We also write B = E&09) 4 *1/2E(1'1*) E{) = U, +q(X, —aX,C,,) and B —

—D'n~1/2 S 2z, (az }\O)ul —n 123" wiz (az Ao)u;. Then QnE(l)C 1= 51) +
71/235) +o,(n"1?%), B é =QuU,C™ -I-Qq( n —a)\OC)C and

BY = QD'MC'Y,C"'MDQ[U, + q(X, — aX,C,)]C~"
—Q[U,, + q(X,, — aX,C, )]C*lYHC*1

Zz z;(az; )\0 Zwl (az; )\0 Ju;]C c - Qqa}\BYncfl

By using X, — M,,Deyg = CAX,, + n’l/z[MDQD,MC’lYnAX ] + Op(n —1) and
c 1MDQD MC~! = C~! — A, for an arbitrary a, e, = e\’ +n~/2e{") +0,(n"1/2),
el’) = [QD MC~ !+ QD'MC'4@3°C! + QU,C!' + Qq(X,, — aAOC)C } CAX,
and ') = (B® + B?)AX,, + (B") + B{)MDQD'MC-1Y, AX,,, which is

ell = («QD'MCT'O}(CT' - A)Y,AX, (A.11)
+QU,(C — A)Y,AX, + QqégD/MC_lYnAXn)

—aQD'MC[@3°C, Y, AX,, + Y, AE)° AX,)]
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~QD'MC" Zzzz AX,ui(2;D + w;)& — aE3)]

\/—z 1
+QD'MC'Y,,C'MDQIU,, + q(X,, — aA,C,,)]AX,,
—Q[U,, + q(X,, — aX,C,)]CT'Y,AX,,

—|—Q[—QD/\/_ZZZZAX) QTZWZZAX) ui

=1

+(-2QD'Mq QD' MC'Y, AX, AX,, — aQaX,AY,AX,) .

We note that some terms are cancelled out and (A.11) will be needed in [A6] (two
terms of e(1 1) have important roles). Since the first term of e (i.e. 2QD'MAX,,]) is

0 _ o 4 6 1 o0 t1on

op(1) whenq; =qand e;’ =ej | +e;,+e; 3,

el = [aQD'C'@) + QU, + (1 - 1)QqX,| AX,, — (q'&)& ~ QD'MC U, &.
(A.12)
(0)

Then the conditional second moments of e;”’, given €y = x, are calculated as
Ele{”el” |x] (A.13)

- CLQ{an3 -m3Q + QQD,MCA(%)Q %: f<~'3m3jziz;'(Z;AZj)QC’lMDQ}
—|—a{Qm3[(1 —a)(L+2)Qq — Xx,q]/ +[(1—a)(L+2)Qq— xx,q]m;’Q}
1 n

Z X+Q

3|H

+{(XIC>{X/XX/ + QQ*QX 5

z”: Qtr(AM)

+(1 - a)’L(L +2)QC;Q — (1 — a) L[QCjxx + xx’cm]} +o0p(1),

where C] = qq and and Q* = D'MC~'MC~!MD. In the above calculations we have
used the relations (by applying Lemma A.2 in [A5]) as E[(X,AX,)%] = L(L +2) +
O(n=/?) and E[(z;AX,,)*(X,,AX,)] = (L+2)z;Az;+0(n"/?). It is a consequence of
the fact that €y and AX,, are asymptotically uncorrelated, AXnX;lA = ACA +0,(1),
X' AX,, is approximately x?(tr(CA)) and tr(CA) =

[A4] Conditional Expectations of e

We shall evaluate the terms of e, and decompose e; = ey + €99 + €93, where
ey; (i =1,2,3) correspond to each terms of (A.7). Because we can estimate Q and C
consistently by using Q,, and C,,, their estimations do not affect many terms involving
ey asymptotically. We consider es3 = —QD MC~![U,, + an/]ego) + 0p(1). Be-
cause ¢y and AX,, are asymptotically orthogonal, the conditional expectation, es 31 =
—QD'MC-'U, e§ )| given & = x, is QD'MC~'M,, C~MDQE(w;w/)x + 0,(1). Be-
cause ey = QD/MC IX,,, the conditional expectation of the second term of es 3 is

Elessolx] = E[-(60d)[QU,AX, + (1 - a)QqX,AX,
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+aQD'MC 12 anlzl X AX,)? — &(q &) — QD'MC U, &]|x
=1

= —(1-a)Lq Qax +x(qx)* — axq Qms + 0,(1) ,
and then
Eless/x] = QQ*QC3x — (1 — a) Ltr(CiQ)x + xx Cix — axq Qms + 0,(1) . (A.14)

Secondly, we evaluate €5 5, where €591 = —Q[Aln]MDego), and ez 99 = —Q[A1,] [U;z—k
an/]éo and €22 — €221 — €222 = 0p(1). The second term is rewritten as

€209 = — {Q(q’éo)QD’l\/Ic—1 +QD'MC'a@)C!
+QuULC™ + Qa(X,, — aXgC,)C U, + X, 180 + 0,(1)

and its conditional expectation is

Elesso|x] = —2(qx)x(q ZCQZC Jx — QqE[X,C~'X,,|x]q &

’ 1 n ’ / / /
—aQD MCfl[E Z k3izi(z;Az;)](q x) + aQqE[X,, AX, |x]q € + 0p(1) .
i=1

By decomposing X,C7'X,, = X, AX, + &Q & and using E[@3°C'X,|x] =
an~ S k3izi(z;Az;) + op(1), it is rewritten as

’ 1 n ’
Ele222|x] = —2xxCix — Q[E Z Ciz,C 'z]x (A.15)

—QCix[LIx + x Q7 'x] + aLQCix — aQmjz(q x) + 0,(1) .
On the other hand, the first term of ey 5 is expressed as
e221 = —{2(d&)QD'MC™' + QD'MC'a®35C™

+Q,U,C™! +Qa(X;, — a\C,)C ™' fMD

x {QUnAXnJr(l—a)QqX AX, +aQD'MC-2 anlzl 7, AX,)>2
=1

~&(q'8)) — QD'MC U 80 | + 0,(1) -

We use the relations that ACMD = O and E[X;Aé0|x} = Op(n_l/2)7

ZZZ (az;A0)C~"MDQ|x] = aE [ Zz z;,C'MDQX,, AZZ|X‘| = 0,(1),
i=1

E[X,C 'MDé&|x] = E [X;AMDéO + X;c—lMDQD’MC—lMDéO\x] —&,Q e

21



Then, given €y = x, the conditional expectation E[es o 1|x] is evaluated as

[—2(1 — a)L(q'x)QD'MC'MDQq — 2a(q'x)QD'MC~*MDQm;

+2(q’x)2QD’Mc—1MDx}

/ / 1 n !
—aQD MC™'E[©35C™'MDIx][(1 — a)LQq + aQD MC ™= " ky;2,(2,Az;)]
n =1

1 n ! !
+Q- ) Ciz,C"'MDQD MC™'z;x
s

~Qq E{X,C™'MD[(1 - 2)QqL + aQD'my] - (q'eo)X,,C~"MD&|x }
! 1 n ! !
= 2(qx)’x+Q=> Cjz,C'MDQD MC'z;x (A.16)
n =1

+Qqq'xx Q 'x — 3(1—a)LQCIx — 2a(qlx)Qm3 — aQgx Qmj + op(1).

Hence we have obtained the explicit form of the conditional expectation Eleso|€y =
x| = Ele22.1/x] + E[e2.2.2/x] up to 0p(1). Next, we evaluate the terms involving es 1,
which is the first term of (A.7), and we need more complicated computations. We write
eg.l = eg.l(A) + eg,l(B) + 62.1(0) + eg.l(D), where eg.l(A) = —QD/MC_IC%Q)AXH,
es1(B) = QD' MCCCc1CVAX,, e51(C) = —QEV CL1CVAX,, and ey (D) =

QEg)AXn. Because these terms depend on p(2) (i =1,---,n) and u;(0) = u; —

)

(1/y/n)[2;D + (vy;,0)]é, we need to use A; given by

1 _
)\0 =+ %)\1 =+ OP(n 1/2)

= {C,'+ %[—Cnlcg”cnl]} {[Xn — M, Deg] + %[—MnDel - % szi(v;i, 0>eo]} :

Then by using C™'X,, = AXn—i—C*lMDQD/MC’an and 2AX,,—-C~'X,, = AX,, —
C~'MDé, we find

1 n ! /
A = —C'MDe” — C 7 =Y 7(vh;, 0)eg — CICHAX,, + 0,(1)
i3
— —C'MD [aQD/Mc—leggAXn + QU,AX, + (1 — a)QqX,AX, — (q'x)x
~QD'MC™'U,x| - C7 U x + X,q|
~C7! | -2C,q XAX,, + O AX,, | + 0,(1)
= —AU, & — C'MDQU,AX, + (q'é)AX,
—(1—a)C'MDQqX,,AX,, + aA@3°AX,, + 0,(1) . (A.17)
Although we could have used A; with a = 1, we used (A.17) in order to make no

confusion. For the GMM estimator we could have set A; = 0 and pl(-j ) =0 (1 =1,2),
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but then we need different notations. Then we can evaluate each terms by using e;
and A;. By using the stochastic expansion of pgl) (i=1,---,n),

’ _ 1 n ’ ’ - /. /
e1(A)=-QD MC 1{5 Z ZiZ; {(ziDeo + w;€9 + u;q eo)2
i=1

—2(u;z;De + uywier + ulq er) + 2u? (az;\o)(z; D&y + Wi€g + uiq &) + u2p£2)} }AXn.

Since AX,, is asymptotically uncorrelated with &, 2QD/MC*1CnAXn(q/e1) 20
and B{n~! i 2,2;[(2;D&)>+(w;80)*+u2(q'8)2] AX,, x| = 0,(1). Hence for e 1(A)
with an arbitrary a, we only need to evaluate the conditional expectation of the last
four terms as

—QD/MCA{% A ziz/. [2a(z/-AXn)(u Z; Deo + u? W) €0 + ulq eo) + u p( )]}AXn

up to op(1). For the last term involving p( )

—QD/MC_1 times

with a, we use A\; and it becomes

n

{ Z (z; AX [az )\O(z Dej + w, ;€0 + uiq eo) — az; uz)\l + u; (az o) ]}

1 n ! ’ / - I /.
= a= Z Zi(ZiAXn)u?(zi)‘O)(ziDeO + w;€0 + u;q €)
i=1

1 n
—@EE: z;(z;AX,)u}][-AU, ey — C"'MDQU,AX,,
=1
+q'eAX, — (1—a)C"'MDQgX, AX, + cAO} AX,]

+a —ZzzzAX)
1=1

Here we illustrate our arguments and for the last term, we write

n n

1 1 ,
(2, AX izi(z;,AX 1 kylzi(z, AX,)?
ZZ@ n)u Zmzz )+ nzm K4i|2i(2; )

i3 i=1 i=1

whose each terms are of Op(n_l/ 2). By taking the conditional expectations applying
Lemma A.3 in [A5], the first term in the above equation is of O,(n~'/2). Also

Zzu (z;Dég)(z;AX,)?|x] = %Z (0?7 + (u? — 02)](2;D&)(z;AX,, )% |x}
i=1 i=1

— ZO’ Z,2; ‘Az, (Z Dx)] + op(1) .
=1

Then by ignoring the terms of op(1),

n n
E[QD'MC 'n~! Z 2w (z;AX,, )2 x| = n~ ! Z z:E[ulw;|z;Az;x + op(1),
i=1 i=1

n n
E[rf1 Z ziu?q éo(ziAXn)2|x] =n! Z K3iZiq Xz;Az; + 0p(1) .
i=1 i=1
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Then for the conditional expectations with an arbitrary a we find
1 z”: A2 @x] —
— Y z;z;Az;u;p;” |x] = a— Zzlz Az [E(uiw;)x + 02z;Dx] + op(1) .

When k3; = 0 and E(u?w;) = 0, by gathering the conditional expectations of other
terms, we have

Eles1(A4)|x] = —3aQD/MC_1[% f: 2:02(2;A2;)z;]Dx + 0,(1) . (A.18)

Similarly, the second term es 1(B) is e2.1(B) = QD/MC%CS’O)Cflcg’o)AXn—I—op(l).
Since AX,, and € are asymptotically uncorrelated, the conditional expectation is re-
duced to

Eles.1(B)|x] = 4a(q &)Qms + 0,(1), (A.19)

which is 0p(1). For the third term, we write ey (C) = —QE () *1C(1)AXn.

By using QEYC~! = [QU,+Qq(X,—aX,C,)|C~ "o, (1), cVAX, = [-2(q'é)Cp—
IS kgiziz (2, AX )}Axn+op( ) and X/, —aX'C = DM+ (1—a)X, AC, the

condltlonal expectation of eg 1(C) is

Ele21(C)|x] = 2Qq(qx)(1 - a)E[X,AX,|x] + Qq(X, — aX;C)a®35AX,, + 0,(1)
= 2(1-a)LQqq x + Qqeyms + 0,(1) . (A.20)

The fourth term eg ;(D) with an arbitrary a is

e21(D) = aQ {D niyr 1p£ )ziz; +nTtT 1p£2)(v21,0/)/ ,}AX Since the first
term of e9 1(D) is similar to the last term of ey 1(A), its conditional expectation with
an arbitrary a is

lQD Zp(Q)z z;AX,,|x

M§~

! 1 ! ! ! ! !
= QDE {E z;(z,AX,;,)(az;Ao)(2z;Deg + w;ep + uiq €)
=1
1 n ’ 2 2
—a— Zzz(z AX )N Zgu; + — Z z;AX,,) (az;Ao)*u?|x
n
=1 =1
/ 1&
= E{aQD - ZZZ Z,; AzZ Dx + aQD ZZZ z; AX AXn|x} + 0p(1)
n
=1

i1 &
= aQD | E:zZ (z;Az;)z;|Dx + op(1) .
n
1=1

For the second term of e31(D), we rewrite

24



1 n ’ ’ / - ’ /
= QE Z(Wz + qu;)(z;D + w,; + q u;)ep(az; o) (z;AX,,)
i=1

-Q- Z w; + quz)(az uz)a)\l(z AX,)+ Q- Z w; + quz)(az Xo)?u (z;AXn).
=1 =1

For the sake of exposition, we denote each term of the above expression with an arbi-
trary a as e1.1(D), e21.2(D), e2.1.3(D), respectively. Then

1 n ’ ’ ~ ’
Eles11(D)|x] = dE [QE Z(WZ‘WZ- +aq u?)eo(ziAXn)2|xl
i=1

= Z Chz;Az;)x + aLQCIx + 0,(1)
=1

by using that aE[Agn ' S0 u?zz;AX,|x] = aE[X,, ACAX,] = aL + 0,(1). Also

Eles.1.3(D)|x]

a’E lQ un (z;X0)%z,AX,, ’X‘|

=1

= d’QqE[- ngz (2;AX,,)?|x] + 0p(1) -
=1
But since AX,, is asymptotically normal and uncorrelated with &y, E[es3(D)|x] =
op(1). For the conditional expectation of es;2(D), we use that the pairs of vectors
(w;, u;) are uncorrelated and n=t 3" wiuizi(] )zz(k) — 0. As for the remaining condi-
tional expectation terms, by using A; we find

Eles.1.2(D)|x] = —aQqE[X] (= Zz z,u?)AX,|x] + 0,(1) = —aLQqq x + 0,(1) .

=1
Hence we summarize
! 1 n ! !
Ele21(D)|x] = aQD [E Zzi(ziAzi)zi]Dx (A.21)
i=1

+aQ[— Z Ciz; Azz x +aLQCix — aLQqq x + op(1) .

Finally, we obtain Eles 1|6y = x] by collecting Eles 1(A)|x], E[e2.1(B)|x], Ele2.1(C)|x]
and E[es1(D)|x]. The resulting formulas become relatively simple since we can ignore
the third order moments and then many terms disappear in the formulas eventually.

[A5] Conditional Expectation Formulas

We prepare useful formulas on the conditional expectations and the proofs will be given

in Appendix C. They are used repeatedly in our evaluations by setting Z = éy.
Lemma A.1 : Let the vectors €p,X,, = (:Ul(n))7 and Y, = (ylirll)) be defined as in Section

4. Then E[y(-z)|xln),zi] =n 1y, zikzikngizi(f)xl(n)/var( l( )) + 0,(n~/2) and

E[Y,AX,|é = x| = plim — ngzzl (z;Az;) + O ,(n12) (A.22)

n—oo 1
i=1
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Lemma A.2 : Let a set of vectors X = (X;) and T = (¢;) be normally distributed.
Then

E[X; X; X;|T] — E(X;|T)E(X;|T)E(X,|T) (A.23)
= Cou(X, X;|T)E(X,|T) + Cov(X;, Xi T)E(X,|T)
+Cou(Xp, Xi| T)E(X;|T)
and
E[X, X, XX, T] — E(Xi| T)E(X;|T)E(X,|T)E(X/|T) (A.24)
—  Covo(Xi, X;|T)Cov(Xy, Xi|T) + Cov(X:, X3 T)Cov(X;, X|T)
+Cov(Xs, Xi|T)Cov(X, X)|T)
+  Cov(X;, X;|T)E(X,|T)E(X;|T) + Cov(X;, Xi|T)E(X;|T)E(X;|T)
+Cov(X;, Xi| T)E(X;|T)E(X,|T) + Cov(Xj, Xi| T)E(X;|T)E(X,|T)
+Cov(X;, X)|T)E(X;|T)E(X4|T) + Cov( Xy, Xi| T)E(X;| T)E(X,|T) .

Lemma A.3 : Let u, = (u;) and v, be p x 1 vector and a scalor with E(u;) =
0,E(v,) = 0, E(ujuj) = 6(i,5), E(v2) = 1 and they have finite fourth order moments.
Assume that they are sums of i.i.d. (non-lattice) vectors and asymptotically normally
distributed and admit the asymptotic expansion of their distribution function up to
Op(n~1) . Then

E[v,|u,] = p'u, (A.25)

l1,l2=1 la,l3=1 ;=1

p p
Gf {3 Z ﬂlllth(uluulz -3 Z [Z ﬁ1112l3pl1]h2(ul27ul3)}+Op(n1)7

where (11,0 = E(upu,vn), Bui, = E(uguyug), ho(uy,w,) = wyu, — 6(1, 1)
((5(l1,l2) =1if ll == lg and (5(l1,l2) =0 if ll 75 lg), and p = C’ov(v,un).
In particular, if E(u;ujur) =0 (¢ # j # k), then (3,1, = 0.

[A6] Higher Order Effects of ey and e
(1) L@

We need to evaluate the higher order effects of additional terms from e;’,e;” and e(l)
up to O,(n~1). By applying a version of Lemma A.3to e( ) and use Ely; (n)X C X, |X,] =

nIyn Iiglz(j) .(k)z C'X,, with Y, = (yj(k)) By conditioning with respect to X,,

’L

and using C™!' = A + C~ IMDQD 'MC !, the conditional expectation of egl) is

Elef’|X,] = -QD'MC™! Z/@gzzzAXX C 'z
i=1

n

+ %{—BQDIMC_I[% Z(E(Uf - (0'12)2) Z Zily Zilth(xllvxb)]AXn

= l1,l2
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n

/ .1 / _
+3QD MC 1[5 Z(“Si)QZiZi Z zity Ziyho (2, , 21, ) | AKX, } + 0, (n13).
=1 11,l2

Hence under Assumption I11

S Bt tha (1, 12)|Xn) = (

l1,l2

)3 Z E(u;l — 04)z(j)z§k)z;(C_IXnX;l — C_l]zi,

and

/

E [7,(C7'X, X}, - C)ziAX,[&)|
- E [(z;Axn +2,C"'MDé&;) (X, Az; + &,D MC™'z,)AX,, — z;c—lziAXnyéo}
= 26,D'MC 'zE[AX,X Az,] .
Then given €y = x

1 ' 1 — /
E[e(()l)|x} = —ng + Wﬁ{ - SQD MC_I[E Z(K'M - Uf)2ziz/C_1MDéoziAzi]
i=1

/ ]_ n / !
+3QD'MC [~ 3" 263, (22,C~ ' MD&oz;Az;)]} + 0, (n /2.
s

Hence we summarize

Elel” +elV|x] = (1-a)Q [1 S aqi(zAz)o? — mgl —QD'MC-!C,q'xC~'MDx ,
N
(A.26)

Next we evaluate the conditional expectation of egl) = e(fl) + eﬁ% + e(f?),. This term

plays an important role in O,(n~1). The conditional expectations of 9(1%2) and e(f%, given

€y = x, can be evaluated by using Lemma A.1 and Lemma A.S3,
Elelhx] = E[QD'MC 'Y, AX,(q'&) +&q QD' MC 'Y, AX,|x]

= (d'x)Qm3 + xq Qmj + 0, (1)

and
’ / ’ 1 n ’ /

Elel')|x] = QD'MC'E[U/,|x]Qm; + QD MC™' =3 sz A B(ufw,)x . (A.27)
i=1
which are both of 0,(1). Then we evaluate the conditional expectation of eﬁ associated

with C%l) and E%l) have been cancelled out. We also evaluate remaining terms of
O,(n™1/%) and the conditional expectation of the first two lines of (A.11) are

! 1 n ! !

E {aQD MC™ = k3iz2;AX 2, (C™" — A)E(Yn]Xn)AXn]x}

n
=1

+ E{QU,(C™! — A)E(Y,|X,)AX, + Qqé,D MCE(Y,|X,)AX,[x} ,
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which are of 0,(1) under Assumption III. Similarly, the terms in the third line of (A.11)
leads to

{—aQD MC-12 anlz z;AX,z,C 'E(Y,|X,)AX,|& —x}
=1

L E {—aQDIMC_lE(Yn|X Z I§;32ZZ Z; AZZ)|X} 5
=1

which are of 0,(1). The important terms of O,(n~'/2) are two terms appeared in the
4th and 7th lines of (A.11), which are dependent on the fourth order moments of {u;},
which are

n
2QD’MCfl l Zz z,u;(Z; D+ w, )e()] AX,

+aQD'MC™! Zz z,(z; ‘AX o) (U — K3 — um?)] AX,

[Iz 1

up to O,(n~1/2). Tt is straightforward to obtain the conditional expectation of the first
term as

2QD'MC™ 1{\/_Zzu, (z;Dx)Az;} + O,(n~"/?) (A.28)

but some careful evaluation is needed for the second term. (Under Assumption III the
fourth order cumulant is k = [E(u}) — 30%)]/0%.) We use two steps and as the first
step we take the conditional expectation, given X,, = r, E[n —1/2 1 m(u3 — K3; —
wio?)|r] = n 0 rEul — u2o?)z; (E(Xn X)) e + 0,(1) (r; are functlons of z;).
Then as the second step we take the conditional expectation given €y = x by using the
decomposition C™1 = A + C"'MDQD'MC~! and the asymptotic normality of the
corresponding random variables. Then the conditional expectation of the second term
can be evaluated as

aQD MC™'E| \/,Zzl (2 AX)2(uf — ki — oFu)[x]

= aQD'MC™ 11 ZZZ (z;Az)E[u} — o2u?]C~ 'MDx + 0,(n"1/?)
i=1

= a2+ £)QD'[ Zz, z;Az;)|Dx + Op(nfl/z) . (A.29)

(1)

For the last four lines of e ;, there are many remaining terms given by
E{_Q[Uncil + q(X;lcil - aX;lA)}E(Yn’Xn)AXn’X}
+ E{QD'MC'Y,C 'MDQ[U,AX, + (1 — a)qX, AX,|x}
+ E{-2QD'Mq QD'MC~'Y,AX,AX, — aQqX,AY,AX,|x},
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which are of 0,(1).
Since we can ignore the effects of the third order moments of disturbances under As-
sumption III, many terms with third order moments disappear and we only have the

(1) (1)

above two terms involving e; ’. Thus the conditional expectation of e; ’ is rewritten as

Elel"|x] = [2 + a(2 + £)]QD FDx + 0,(1), (A.30)
where F = plim,,_,, . n"! 3", zi(z;Azi)z;. Similarly, under Assumption III, the condi-

tional expectation of egl) is in Op(n~1/2)

Elel"|x] = 2+ k)QD'[ Zﬁle@ Dx} + 0,(n"1/?) . (A.31)

1
s

Also in order to evaluate E[e(() )\éo = x/, we need that for a constant matrix A (= (4;;))

BIY,AY,[X,] = Bl o)) Y (s Am)s]
=1

+ Z AJ;c Zﬁglzlzz])c ( %Z Z( i

7,k=1
= E[(u -} ZzzzAzz ]+ Op(n~Y?),

which has been simplified under Assumptzon III. Then
Elel”|x] = QD'MC'E[Y,AY,AX,|x] = O,(n"/?) (A.32)

because each components of Y,, and X,, are asymptotically normally distributed, the
vector AX,, is asymptotically uncorrelated with €. We also

Elef’e; [x| = QD'MC'E{E[Y,AX,X,AY,|X,][x} C"'MDQ

— (24 x)QD'FDQ + 0,(n"'/?) (A.33)

because AX,, X, A = AC,A +0,(1) = A + 0,(1). For U, = (u;;,) =n" 2 Y0 wiz,,
we apply Lemma A.1 and Lemma A.3 and use the fact that Cov(uj, eo) =0,

/ k .
Elujr|X,] = \/_ Z{ Z —1/24, 1/2Zi)lzz( )E(uin(J))
<[(CTPX(CT2 XKy = 3(L 1]} + 0p(n /2
- S B O XX, O ] ()

Because ego) = -QD'MC'Y,AX,, we find
Eleg e} [x] = 0,(1) (A34)

after lengthy, but straightforward calculations of each terms in the left hand side under
Assumption III.
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Appendix B : Derivations of Theorem 3.1 and Theorem 3.2

In the univariate and homoscedastic case (G; = 1,p = 1 + K;) we use the notation
Q! = o~ 2D'MD and Q11 = 0‘2(]:[/221\/_[22.1]:[22)71 as the (1,1)—element of Q. The
right-hand side of ¢*(z) for the standardized estimator in (4.9) can be simplified and
it is given by

g

2
P(x ){1+\/——[ﬁ3($ —3x)]—|—5[24 %

where 33 = 3111 and 34 = B1111 — 337, are the third and fourth order cumulants in (4.9)
by replacing z/* (= 1_11/2 2(1)*) for z¥ (i =1,---,n) and ¢(x) is the density function of
the standard normal distribution. Under the normal disturbances 83 = 84 = 0.

AN

We partition the p—dimensional (p = 1 + Kj) normal vector x = (z1,%Xy) ~

N,(0,Q) and
I 1 _ 0
X = ( X ) =Q ( 0 )inﬂﬂl + ( Xg — Q21Q1_11961 ) ) (A.36)

where two vectors on the right-hand side are independent under the normality. By
using the notation of Section 3, we find the relations 1 + o2 = o2wyy /||, (1,0')q =

[war — wanfl/o? = [-1Q"2/0%a , Q12 (1/vR)(-1) [~al]V?/0?| = (1/1) [aQui]
and p2/n = [(1 4 0?) /w2 Tlyy Agy 1 Thyy /1 = [0% /] [Ty, Agy 1 TIgo] /.

Now we set e1(z) = E[le](x)1]z] , e2(z) = E[[e3(x)]1]2] , e11(z) = E[[e};(z)]11]2]
and z = Ql_ll/ ®z1. Then since mg = 0 under the normality,

(z* =622 43)+ 22 (2% — 152 +452% - 15)]}, (A.35)

2= 0] = 5 {01 - Lo+ a(@y )2

by ignoring the terms o,(x~2). Similarly, since £ = 0 under the normality,

3 e = 5 {atien e + [0 a] - (1 - ) LBa?(@y )

~(1 - a)L(Q*a1)}

4

1 1 ,
Qﬁl% le11(2)] = o2 {2[QD FDQ]anfFE|

+02[Q o] + Q1 m P + L+ (1= 0)2L(L + 2)a? = 2(1 — a) Lo (Q%21)?

by ignoring the terms of 0,(11~2). We notice that under the normal disturbances we have

z = Qﬁl/le ~ N(0,1), and then by using the inversion formula (for the distribution
function) we only need to evaluate

B2+ == { Qi er ()} 6 { 200 eae) + Qi [ len )] = zen(2)] o)
(A.37)

up to the orders of O(n=1) or O(12). Then by setting a = 1 for the MEL estimator
and a = 0 for the GMM estimator, we have the results in Theorem 3.1 and Theorem
3.2.
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Appendix C : Proof of Lemmas

[C1] Proof of Lemma A.1: Let X; = (Y,), Xo = (AX,,); and X3 = (€y);. Since

the limiting distribution of random vector (Xl,XQ,Xg)/ is normal, we have the first

part. Also the conditional distribution of (Xl,Xg)/ given X3 is also asymptotically

normal. Then

COU(Xl, Xg)COU(XQ, Xg)
Var(Xs)

Because X5 and X3 are asymptotically orthogonal, E[X2| X3] = 0 and Cov(Xa2, X3)
0. Also by using the notation z.; and given z,

E[X1X2|X3] = E[X1|X3]E[X2|X3] + |:COU(X1,X2) —

12

Cov(Xy,X2) = — szzaj (Azqr)E[ul), (A.38)

a=1

we have the result. (Q.E.D)

[C2] Proof of Lemma A.3 : Let z, = (u,,v )/ be a (p + 1) x 1 random vector
which is a sum of i.i.d. random vectors Z( ") (j=1,---,n): 2z, =n"1/? > =1 n) and
E[zg-n)] = 0, E[z; () gn)] = ¥ (> 0). Then under a set of regularlty condltlons (see

Bhattacharya and Rao (1976), for instance) the characteristic function of z, can be
expressed as

i EF+1 (n) _1l¢s 1 pi! . . . 1
@(t) = I I [ ] =e 2 1+ 6\/_ E : ﬂlllzls(ltll)(Ztlz)(ltls) +O(n ) )
j=1 l1,l2,l3=1

(n)

where 3, ;, 1, are the third order moments of z,
a representation

. Then the density function of z,, has

p+1

h@%=@@ﬂ1+i%hgiﬂ%mﬁ%%%y%”+OW1% (4.39)

where h3(z, 2y, 2p) are the third-order Hermitian polynomials and we set a (p + 1) x
(p + 1) variance-covariance matrix of z,, as

(L P
2_<ﬁl>

for the mathematical convenience. Let f,(u,) be the marginal density and f, (v, |uy,)
be the conditional density, which is represented as

fn(vn‘un) = ¢(v’p/una 1— P/P)

p p
{1 + —6\/— > Buashs (wywiy s wy) + 3 B s pra b, (i, wiy, vn)
l1,l2,l3=1

l1,l2

p

+3 Z ﬁl,p+1,p+1h3,- (u17 Un, 'Un) + ﬁp+1,p+1,p+1h3,- ('Una Un, Un)
=1

p
Z ﬂ11,l2,l3h3(u117u127u13)}} + Op(n_l) )

l1,l2,l3=1
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where ¢(v|p'u,,1 — p p) is the conditional density function, and hs.(-) are the third
order Hermitian polynomials for (u,,v) and hs(-) are the third order Hermitian poly-
nomials for the p—dimensional random vector u,,. Then the conditional expectation
is

' —1 8 fn(uTh ) 1
= pu,+ Bus b / 3 o
6\/5{ I1 lgzl; 1 lals ( ) 8ullaulzaul?, fn(un)

- 02 Ofu(up,v) 1
+3 Biy s, -1)3 /v d dv
ll,lzg:l ol p+1( ) 8ul18u12 ov fn(un)

p B 0 fn(up,v) 1
B 3— n >
Jr3l1§:1ﬂl1’p+1’p+1( Y ouy /v ov? fn(un)dv

B fa(uy,v) 1
ov3 fn(uy)

dv

+ﬁp+1,p+1,p+1(—1)3/v

p
—(p uy) Z ﬂ11,l2,l3h3(u117ulzvul3)}+Op(n71)'
l1,l2,l3=1

By using the integral-by-parts calculations, the third term and the fourth term of the
right-hand side of O,(n~1/2) are zeros. Hence
E[vn|u,]
o3 /
= s+ = {1 > Ausl Sur g (P W W)/ ()

l1,l2,l3=1

02 / P
+3 Z By la,pr1 la 3 (un)‘| [fo(ap) —pu, > /Bll,lg,lgh?)(ull’ulgaulg)}
uy U
l1,l2=1 l1,l2,l3=1
—I—Op(nfl) .
p p ,
=pu, + 6\/—{3 Z By g pha(uy , ug,) — Z By, {P unh3(u117u127u13)}

l1,l2=1 l1,l2,l3=1

+ > Busis [P WP (g, s iy s tty) — pryho (i, wiy) — pioha(wy, u) — P13h2(u11,%)} }
l1,l2,l3=1
+0,(n71)
where ha(uy,,u;,) are the second order Hermite polynomials of p—dimensional vector

u,. Since two terms in the above expressions on the right-hand side are cancelled out,
we have the desired result. (Q.E.D.)
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Appendix D : Useful Inversion Formulas

This appendix gives the useful formulas, which correspond to the inversion of the char-
acteristic function from the conditional expectations given x* and x* follows the p-
dimensional normal distribution N,(0,Q). Let ¢(t) = E[eit/x*] be the characteristic
function of x*. Then by using the integration-in-parts formula for t = (¢;) and § = (&),

(i6)0a(€) = ()" [ ¢ ﬂ—f”] it (A.40)

for instance. By using integration-in-parts repeatedly with respect to t = (t;) and
differentiating with respect to € = (&x), we have the Fourier inversion formulas

- . . 0
FHh(~it)E]g(x) exp (it x*)]} = h(gg)9(&)dalé) (A.41)
for any polynomials h( - ) and g( - ), where i> = —1 and the differentiation vector
aifl = (8%1, cee %). The method adopted here was originally developed by Fujikoshi

et al. (1982) and Anderson et al. (1986). We present useful results including new
formulas.

Lemma A.4 : Let n' = (m1,---,mp) be a 1 x p constant vector, B be a symmetric
constant matrix and traé{ [ -] stands for 37, 3~ 0%/0¢;0¢;] - 1ij. Then

) oermoal€)] = - QElea(6).

i) 2 [BE(m €)oq(é)] = [(n'€)(tr(B) — € B'Q1E) + £ B 6q(8),

(

(i) %

(i) 5 [QB&oa(®) = |tr(BQ) — £ BE| 6 (&),

(iv) 366 BEoQ(&)) = (€BE) [p+2 - €Q7¢| 0al8).

(V) tr o [QBQoQ(E)) = € BE ~ tr(BQ)| 6q(£).

(vi) tr 2 [Q€ BEGQ(©)] = [2 6r(BQ) — (p+ 4~ € Q'O BE] 0 (©)

(vii) tr_ 27 [QBEE (@) = [(v+ 1 - € Q7E)(tr(BQ) — € BE) — 26 BE] 6a(©)

(vifl tr_ 27166 € BEG(€)] = (€BE) [(p+1-€Q7O7 +3(r+ 1) +2- 56 Q') (&),

Appendix E: Tables and Figures

In Tables 1-3 and Figures 1-2 the exact and approximate distributions based on the asymptotic expan-
sions are presented in the standardized terms, that is, of (3.1). The basic procedure of simulations is to
generate the vectors of the normal disturbance terms and the exogenous variables v;,z; (i = 1,---,n)
and generate the endogenous variables. Then we simulate the probability of (3.1) by utilizing (2.5) and
(2.6) and do iterations until we have numerical convergence stably. We denote the resulting values as
Ezact in Tables 1 and 2 because they are very accurate in two decimal digits at least. Our method
of evaluating the distribution functions of estimators in numerical analysis is essentially the same as
Anderson et al. (2005, 2008) which explain its details and the accuracy of our computations.
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The tables include three quartiles, the 5 and 95 percentiles and the interquartile range of the

distribution for each case. Since the limiting distributions of (3.1) for the MEL and GMM estimators

in the standard large sample theory are N(0,1) as n — oo, we add the standard normal case as the

bench mark. Figures 2 and 3 are taken from a case study of Anderson et al. (2005, 2008).
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n— K =30,K; =3,a=1,02=230
MEL

GMM
X Exact Approx Difference Exact  Approx Difference
-3 0.000  0.005 0.005 0.000  0.002 0.002
-2.5 0.002  0.007 0.005 0.002  0.003 0.001
-2 0.012  0.014 0.002 0.016  0.013 -0.002
-1.4 0.066  0.062 -0.004 0.092  0.087 -0.005
-1 0.146  0.146 0.000 0.194  0.200 0.006
-0.8 0.204  0.205 0.001 0.270  0.275 0.005
-0.6 0.273  0.274 0.000 0.356  0.357 0.001
-0.4 0.353  0.348 -0.005 0.444  0.442 -0.002
-0.2 0.429  0.425 -0.005 0.520  0.526 0.005
0 0.503  0.500 -0.003 0.597  0.603 0.006
0.2 0.573  0.571 -0.002 0.669  0.672 0.003
0.4 0.640  0.637 -0.003 0.732  0.733 0.001
0.6 0.698  0.696 -0.003 0.785  0.784 -0.001
0.8 0.752  0.747 -0.005 0.829  0.827 -0.002
1 0.793  0.792 -0.001 0.869  0.862 -0.006
1.4 0.866  0.862 -0.004 0.927  0.915 -0.013
2 0.931  0.930 0.000 0.968  0.959 -0.009
2.5 0.956  0.964 0.009 0.984  0.978 -0.006
3 0.974  0.985 0.010 0.994  0.990 -0.004
X05 -1.52 -1.49 0.03 -1.65 -1.58 0.07
L.%T -0.67  -0.67 0.00 -0.85 -0.85 0.00
MEDN  -0.01 0.00 0.01 -0.25 -0.26 0.00
u.QrT  0.79 0.81 0.02 0.47 0.45 -0.02
X95 2.36 2.26 -0.11 1.66 1.79 0.13
IQR 1.46 1.48 0.02 1.31 1.30 -0.01

Table 1: CDF of Standardized MEL and GMM estimators: n— K = 30, Ky =
3,a=1,62=50
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Figure 1: n — K =30, K, = 3,a = 1,5% = 50



n— K =100, Ky = 10,0 = 1, % = 100

MEL GMM

X Exact Approx Difference Exact  Approx Difference
-3 0.000  0.002 0.002 0.002  0.002 0.000
-2.5 0.004  0.006 0.002 0.014  0.012 -0.002
-2 0.020  0.021 0.001 0.055  0.053 -0.002
-1.4 0.079  0.081 0.002 0.188  0.191 0.003
-1 0.165  0.165 -0.001 0.338  0.346 0.008
-0.8 0.224  0.221 -0.003 0.418  0.435 0.017
-0.6 0.289  0.285 -0.004 0.506  0.525 0.020
-0.4 0.360  0.355 -0.005 0.586  0.611 0.026
-0.2 0.428  0.427 -0.001 0.660  0.688 0.028
0 0.505  0.500 -0.005 0.726  0.754 0.028
0.2 0.577  0.571 -0.006 0.785  0.807 0.022
0.4 0.642  0.637 -0.005 0.832  0.849 0.018
0.6 0.697  0.698 0.001 0.869  0.882 0.013
0.8 0.748  0.753 0.005 0.901  0.907 0.006
1 0.793  0.801 0.008 0.926  0.928 0.001
1.4 0.869  0.877 0.008 0.969  0.958 -0.011
2 0.942  0.948 0.007 0.991  0.985 -0.006
2.5 0.970  0.978 0.008 0.998  0.995 -0.003
3 0.985  0.992 0.007 1.000  0.998 -0.001
X05 -1.61 -1.63 -0.03 -2.04  -2.02 0.02
L.%T -0.72 -0.71 0.02 -1.22 -1.23 -0.01
MEDN  -0.01 0.00 0.01 -0.61 -0.66 -0.04
U.QT 081 0.79 -0.02 0.07 -0.01 -0.09
X95 2.12 2.02 -0.10 1.18 1.28 0.10
IQR 1.53 1.50 -0.04 1.30 1.22 -0.08

-

Table 2: CDF of Standardized MEL and GMM estimators: n — K =
100, Ky, = 10,0 = 1,46% = 100
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Figure 2: n — K =100, K, = 10,a = 1, % = 100
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Figure 3: CDF of Standardized estimators: n — K = 100, K3 = 10, =
1,6% =100

E-3



