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Semiparametric Minimum-distance Estimation
by Lung-fei Lee*
1. Introduction

The use of minimum-distance (MD) estimation methods has a long history in statistics and econometrics;
e.g., Berkson [1944], Neyman [1949], Taylor [1953], Ferguson [1958], Rothenberg [1973], and Chamberlain
[1982], among others. The MD estimation techniques are methods for imposing restrictions in estimation.
In the context of the qualitative response (QR) model, MD methods were first proposed by Berkson [1944]
for instances when there are many observations of responses for each value of the dependent variable. These
mimimumnr-distance estimation methods share some common features. There are deterministic relations or
restrictions on the parameters of interest. The estimation procedure tries to solve for the unkown parameters
of interest while the unrestricted components in the relations can be estimated consistently. As there are more
equations of restrictions than unknown parameters, minimization with respect to some distance measure is
used to resolve the over-identification problem.

As pointed out in many textbooks, the Berkson method for the QR model can be used only when there
are many observations on the dependent variable (the response variable) for each value of the independent
variable. This is so because the frequencies of responses are used to create the unrestricted estimates of
the response probabilities. The Berkson method is applicable to situations with grouped data or discrete
explanatory variables. For disaggregated data with continuous explanatory variables, one has to use the
method of maximum likelihood (see, e.g., Amemiya [1985]). However, from the recent development of non-
parametric methods, we see that nonparametric regression functions can be consistently estimated without
grouped data, even though that its rate of convergence can be slower than the usual rate of convergence for
the grouped data case. The main idea in nonparametric regression estimation is local smoothing, in that,
at each value of the regressor, its neighboring points are used to construct a ‘frequency’ estimate or sample
mean. One may wonder whether MD type estimation methods can be generalized to the semiparametric
setting. This article provides a positive answer to this question.

In this article we consider the generalization of MD estimation methods to the estimation of models
with disaggregated data and conditional expectation structures. The conditional expectation structures
provide model restrictions for identification and estimation. We consider models with conditional expectation
- structures of which the conditioning arguments are either exogenous variables or functions of exogenous
variables in index forms involving unknown parameters. The MD estimation methods can be applied to the
estimation of parametric models or semiparametric models.

This article is organized as follows. In Section 2, we introduce a semiparametric MD estimation method.
The semiparametric MD method can be applied to the estimation of parametric and semiparametric models.
Section 3 considers the semiparametric MD estimation method with as many restrictions as the number
of the sample size. Asymptotic properties of the estimator are analyzed. Section 4 considers a weighted
MD estimation procedure. Asymptotic efficiency issues are discussed for some models. The semiparametric
MD estimation procedures possess some transformation-invariance properties as shown in Section 5. In
the same section, a local goodness-of-fit test statistic is developed. Applications of the semiparametric
MD procedure to the estimation of some semiparametric simultaneous equation models with qualitative
and/or limited dependent variables and endogenous switching regression models are illustrated in Section
6. Section 7 points out possible generalizations of the estimation method to semiparametric models with
model restrictions not covered in the previous sections. Section 8 provides a summary of this article. Four
appendices are provided. Appendix 1 collects some propositions which are useful for the proofs of our results.
Appendix 2 summarizes the assumed regularity conditions. Relevant asymptotic properties of nonparametric
kernel regression functions and their derivatives are summarized in this appendix for reference. Appendix
3 collects the proofs of the main results of this article. Appendix 3 considers semiparametric MD methods
with a finite number of restrictions. Asymptotic properties and their relations with minimum chi-square
methods are derived. '

* 1 am grateful for support from the NSF under grant no. SES-9010516 for my research.
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2. Conditional Expectation and Semiparametric Minimum-distance Estimation

In the context of the QR model, MD methods were proposed by Berkson [1944] for instances when there
are many observations of responses for each value of the independent variable. Consider a binary response
case. Let y be the dichotomous indicator, and z a vector of explanatory variables. In a parametric QR
model, one specifies a parametric response probability F'(z, a) explained by z, i.e., Prob(y = 1|z) = F(z, a).
The logistic or normal probability models with z and a appearing as an index za in F(za) are the popular
specfications. With many observations of responses for each z, Prob(y = 1|z) can be estimated by a frequency
estimate, say p(z). The Berkson MD estimators of a are derived by minimization:

min Y w(z:)(#(z:) — F(z:, @))%, (21)

i=1

where m is the number of distinct values of z, and w(z;) is some weighting function. An optimal weighting
function for this method is the inverse of the variance function of §(z). For models with za as an index, a
computationally simpler Berkson MD estimation procedure is possible. As F is a strictly increasing function,
F~1[Prob(y = 1|z)] = za. The parameter a can be estimated by a least-squares or weighted least-squares
procedure to the equation:

Fp(zi)] = zia+¢€, i=1,---,m, (2.2)

where ¢; = F~1[p(z;)] — F~![Prob(y = 1|z;)]. This modified MD method is computationally simple, and
the optimal weighted least-squares estimator is asymptotically efficient (see, Amemiya [1981]). Such a com- -
putationally simple MD procedure can be generalized to the estimation of many complicated QR models
(Amemiya [1981]). For the case that z is a continuous random vector (with an absolutely continuous distri-
bution), many observations of y for each z will not be possible. In such a circumstance, the recommended
estimation method is usually the method of maximum likelihood.

The MD estimation methods for the QR model rely on the availability of a consistent estimator of
Prob(y = 1|z) for each z. When z is a continuous random vector, a frequency estimate of Prob(y = 1|z)
does not exist, but nonparametric estimates of E(y|z) exist at each value of z. As E(y|z) = Prob(y = 1|z)
in the binary QR model, this motivates a nonparametric or semiparametric MD estimation procedure. For a
random sample of size n, suppose that E,, (y|z) denotes a nonparametric regression estimate of Prob(y = 1|z)
at z. Then a semiparametric version of (2.1) is

n
min Y w(z:) (En(ylzi) - F(zi, @))?, (2.3)
i=1
and a corresponding version of (2.2) is
F~YUE.(y|2z:)) = zia+ €&, i=1,---,n. (2.4)

The QR model motivates our estimation approach. However, this approach can be applied to the
estimation of many parametric and semiparametric models. Consider the estimation of @ in the following

equation of a parametric model:
G[E(f(zly ﬂ(a))lz): 2,0(0)] = 0’ (25)

where G and f are functions with known functional forms and a and 3 are functions of a deep parameter
vector 8. To simplify notation, @ in a(), 3(6), and (@) will be suppressed in subsequent presentations when
there is no danger of confusion.

For the binary QR model, G[E(y|z),z,a] = E(y|z) — F(z,a) or G|E(y|z),z, o) = F~[E(y|z)] - za.
The model also includes regression models and simultaneous equation models. A regression model,

y=g(z,0)+¢, E(elz) =0, (2.6)
implies E(y|z) = g(z,a). A simultaneous equation model,

f(z1,B) = u, E(u]z) =0, (2.7)



where z; is a vector consisting of endogenous and exogenous variables and z is the vector of all exogenous
variables in the system, implies E(f(z;,8)|z) = 0. Many other econometric models may imply some relations
as in (2.5). )

Semiparametric MD methods can be applied to the estimation of (2.5). The vector of conditional .
expectations E(f(z1,0)|z) can be estimated by nonparametric kernel regressions. Suppose that z is a k-
dimensional vector of continuous random variables and K(-) is a kernel function on R* with a bandwidth
sequence {a,}. Let (2;,z;),i =1,---,n, be a random sample of size n. E(f(z;,)|z;) can be estimated by

e i F (215, HK (—4)

En(f(21, B)lzi) = (28)
1 n Ti—x;
b S K (352)
A semiparametric minimum-distance (SMD) estimation procedure can be defined as
My
min > Ix (z:) G*[En (f(21, B(6) |2, zi, a(0)], (2.9)

i=1

where m,, < n, © is the parameter space of 8, and Ix is an indicator of some set X which is a compact
subset contained in the interior of the support of z. X is constructed to trim the tails of the distribution
of z because the nonparametric regression estimates at the boundary of the support of z might not be
well-behaved. :

The semiparametric MD estimation approach can be generalized to the estimation of semiparametric
models. We consider the estimation of semiparametric models with index restrictions (Stoker [1986] and
Ichimura [1987]), which have broad applications in microeconometrics. We consider estimation of ¢ in the

following equation:
G[E(f (21,8(9))Ix), E(g(22,7(6))|x5()), z,(9)] = 0, (2-10)

where f and g are vector-valued functions, and f, g, and G are functions with known functional forms, and
zé is an m-dimensional vector of indices. Equation (2.10) differs from (2.5) in the conditioning arguments.
As the 6’s can be arbitrary functions, it also generalizes (2.5) to allow subsets of variables in z to be the
conditioning variables. E(f(21,0)|z;) can be estimated by (2.8), and E(g(22,7)|z6) can be estimated by

iy g 90220 )T (L&ﬁﬁ‘i)

b —x56
e Liwi (La‘f")

En(9(22,7)|z:6) = , (2.11)

where J is a m-dimensional kernel function with a bandwidth {¢,}. An SMD estimation procedure is

min Y L (2:) G7[En(£(s1, B(O))l2:), En(a(z2,7(6)|z:6(0)), 21, 0(0)] @)

i=1

Some specific applications of this method to the estimation of simultaneous equation models with qualitative
and limited dependent variables will be provided in a subsequent section.

A special feature of (2.5) and (2.10) is that there are no explicit disturbances in the structural equations.
Stochastic elements are introduced only through the nonparametric regression estimates of E(f(21,8)|z)
and E(g(z2,7)|z6) in the estimation procedure. As the function G may be nonlinear, the sampling errors
En(f(21,B)|z) — E(f(21, B)|z) and En(9(z2,7)|z6) — E(g(22,7)|z06) appear implicitly in the estimated equa-
tion. As in classical MD estimation, consistency of the estimator of 6 is possible because the sampling errors
converge in probability to zero as the sample size n increases to infinity. Consistency of the SMD estimator
of 0 requires a large (infinite) sample so that E,(f(21, 8)|z) can converge in probability to E(f(z1, 8)|z), and
E,.(9(22,7)|xi6) is a consistent estimate of E(g(22,7)|z:5). The number m, of equations used for estimation
is an interesting issue. In classical MD estimation, only a finite number of restrictions is available. For
our model, there are implicitly infinitely many restrictions. There must be some benefit of using all the
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restrictions for estimation. Indeed, that is the case. As shown in Appendix 4, SMD estimators derived from
a finite and fixed number of restrictions (not depending on sample size) can be consistent and asymptotically
normal. However, the rate of convergence of the parameter estimates is as slow as the rate of convergence
of the nonparametric regression function estimates. With a finite and fixed number of restrictions, a prop-
erly weighted SMD procedure is also a minimum chi-square procedure. Its minimized distance function is
proportional to a chi-square random variable with the number of degrees of freedom being the number of
overidentification restrictions. With a finite and fixed number of restrictions, the SMD method shares some
of these familiar properties of the classical MD methods. The details are referred to Appendix 4. In the
subsequent sections, we investigate the semiparametric MD method with as many restrictions as the number
of sample points. The number of restrictions increases as the sample size increases. With infinitely many
restrictions, the semiparametric MD estimators can converge at the /n parametric rate.



3. Semiparametric Minimum-distance Estimation
With m,, = n, the SMD estimation is

g!éig E Ix(2:)G*[En(f(21,8(0))|z:), En(9(22,7(9))|2:6(0)), z:, «(8)]. 3.1

Let 6; denote the SMD estimate from (3.1) and 6, the true parameter vector, and let a,, B3, , 9o and 6, denote
respectively the functions a, 3, 7, and § evaluated at 6,. For any possible value 6 of 6, in ©, E(.|zé,8) refers
to a conditional expectation conditional on zé for a given value 6. At 0,, E(.|z6,) represents E(.|zé,,6,)
for simplicity. All the expectation operations are taken with respect to the true data generating process at
0,. The following propositions show that, under proper identification conditions, #; can be consistent and
its rate of convergence is O(‘/L;), the parametric rate of convergence. Detailed proofs of all the propositions

in this article can be found in Appendix 3. Appendix 2 summaries the underlying regularity conditions and
assumptions for the model.

Proposition 3.1 Under Assumptions 1-5 and the identification condiiion that, for any 0 # 6,
G[E(f (21, B(0))|2), E(9(22,7(6))|6(8),0), =, a(8)] # 0

with positive probability on X, 61 is a consistent estimator of 6, and

‘/7—1(@1 - 00)
= — {E (Ix(2)Gs[E(f (21, 8) |z), E(9(22, %o ) |£80), 2, 20 ] G [E(f (21, B )\ z), E(9(22,70 )| 260), 2, o))}

x % E {C1(-'B:') (£ (210, 80) = E(f(21,B5)|z:)) + Ca(z:)(9(22i,70) — E(9(22, %o)|xibo ))} +0p(1),

=1
where
Ci(z:) = Ix(2:)Go[E(f (21, P0)|2:), E(9(22, %o )|ibo), %, 0| VIG[E(f (21,585 )2:), E(9(22, Yo)|2i o), %i, o],

and
Calz:) = E{Ix(2)Go[E(f(21, Bo)l2), E(g(z1,%)I285), 2, o)

x V3G[E(f(21,80)|z), E(9(22,%)|zbo), 2, o] z.-5o},

Go(---) is the gradient vector of G w.r.t. 8, V1G(- - -) is the derivative of G w.r.1. ils first vector of arguments,
and V2G(- - ) is the derivative of G w.r.t. its second vector of arguments. Consequently,

V(b - 8,) 2 N(0,Qr),
where .
Qr = {E (Ix(2)Go[E(f(21, o)), E(9(22, %0 )|26,), 2, ol Gor [E(f (21, Bo) ), E(9(22, %) 260 ), 2, 0])}
x Xy {E (Ix(z)Go[E(f(Zl,ﬂo)lz),E(g(22,7°)|26°), z, ao]GW[E(f(zl) ﬂo)lw)’E(g(z%'YO)lz‘so)» z’aol)}-l )
and

51 =E[(C(2) (21, 8:) = E(f (21, Bo)I2)) + Cal2) (9(22,%) = B9 22,7 )I260)))
x (C1(@) (F(21,80) = B(f(21,B0)12)) + Ca(2)(3(22,%) — E(3(22, %) I265)) )|

!

The explicit expression for Gy is derived in Appendices 2 and 3:
Go[E(f(21,8)l=), E(g(22,7)|26,9), =, o]

— [E (af’(azolyﬁ) |£D) ’ 3E(g’(zg,0‘/)|$6,9) , _%ae_,] VG[E(f(Z], ﬂ)IZ),E(g(22,7)I£6,0),3,&],
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where VG- - ] denote the gradient vector of G w.r.t. E(f(z1,8)|z), E(g(22,7)|26,6), and o. Here,

O0E(g9(22,7)|z6,0) 1 0As;(x,0) Ajs(x,0)3B;(z,6)
a0 " By(z,0) 8  Bi(z,0) 00 °
with
Al(z’ 9) = E(g(z2’ 7)'376’ 0)?(3'”0)’
Bj(z,0) = p(=6|6),
0By (z;, 0) 86 dp(z:6)0) IE(z|z:5,0) 86
=R = (s - B(eleit,0) 5 Lo — tr {—53”:——39 } - p(:816),
and
aAJa(:l.-, o) _g (ay(zz, 7)| S, 0) p(2:618) + E(9(22,7) (2 — 2)|z:5,8) 22 i) 6p(:;.t6|0)

+tr{aE(y(zz,7)(;ta z)|zi6, 6) ‘”} p(:6]0),

where 0; denotes the lth component of 6, and p(z5|6) is the density function of z6 given 6.

(32)
(3.3)

(34)

(3.5)

The SMD estimation of (2.5) can be regarded as a special case of (3.1). Let f5 denote the semiparametric
estimator of the true parameter vector 6, from (2.9) with m,, = n. Consistency and the asymptotic distri-
bution of s follow from Proposition 3.1. Because (2.5) has simpler conditioning arguments, the asymptotlc

covariance matrix is simpler.

Corollary 3.1 Under Assumptions 1-3 and the identification condition that, for any 6 75 0,,
G[E(f(21,8(0))|z),z,a(0)] # 0
with positive probability on X, O is a consistent estimator of 0, and '

Vn(6s — 6,)
=-{E (Ix(z)Go[E(f(znﬂo)lz),t o] - Go[E(f(21,50)12), 2, 00])}

x —EIx(z.)Ga[E(f(zl,ﬂo)lz.),z.,ao] ViGIE(f (21, B0)|2:), 23, @o] (£ (2165 85 ) — E(f (21, Bo) i)

l"l

+0p(1).
Consequently, /n(fs — 6,) 2N (0,), where
Q = {E (Ix (2)Go[E(f(21, o) 12), 2, o] - Gor[E(f (21, B )2), 7, 000])} ™
X 2 {E(IX(C)GO[E(f(zlsﬂo)lz)’z’ao] ° GO’ [E(f(zlxﬂl’)lz)’z) aOD’}-l ’

and

5 = E{Ix(2)Gs[E(f(21, Bo) |z}, 2, ] - Vi GIE(F (22, Bo)|2), 2, ]
X E[(f(zl’ﬂo) - E(.f(zlsﬂO)lz)) (f(zl,ﬂo) - E(f(zl» ﬂo)IZ))’IZ]
X VIG[E(f(zI’ ﬁO)lz)’ 31a0] ° GO’[E(f(zl ,ﬁ.)|z),z, GQ]}.

It is interesting to point out an implication of Proposition 3.1 for the special case:

G[E(f(zlxﬁo)lx)’ E(g(zz,'y,)lz&.), 3;“0] = E(ylz) - F[E(.fl (21 ’ﬁo)lz)’ E(g(z2’7°)|z6o)az’ ao]»

where f(z;, ﬁ) = (y, f1(21,B)). For this case, the model is equivalent to
y= F[E(fl(zl)ﬂo)lz)sE(y(zm 79)'1.'50), a”ao] +¢€, E(e|z) = 0:

6

(3.6)



which motivates an alternative estimation approach as
sz(z.)(y. F[Ea(f1(21, B)|2:), En(g(22, 7)|2:8), zi, 0] 3.7
|—1 .

By arguments similar to those in the proof of Proposition 3.1, the estimator 64 of & from (8.7) is consistent
and asymptotically normal. In addition, 64 has the same asymptotic distribution as the SMD estimator 6;
of this model.

Propdsition 3.2 Under Assumptions 1-5 and the identification condstion that, for any 6 # 0,,
F[E(fi(21,8)lz), E(9(22,7)|25,6),2, a] # F[E(f1(=, Bo)|z), E(9(22, Yo)|260), 7, cx0]

with positive probability on X, the semiparametric estimator 04 from (8.7) is consistent, and

\/_(oA 90
= {E(IX(I)FO[E(fl(ZI’ﬁo)lz)’E(g(zm 70)|Z5o)a T ao]FO’[E(fl(zlaﬁo)lz) E(g(zz, 70)'1350),3 ao])}-

\/— Z {Ix(z,)Fa[E(,ﬁ(Zl,ﬁo)lim), E(9(z2,70)12i60), s, @]

i=1

x (fs' — VLF[E(f1(21, Bo) i), E(g(zg, Yo)|ibo), Zi, o] [f1(21i, 5o) —E(fl(zl,ﬁo)l-"?i)])
- E{Ix(z)Fo [E(fl(zl,ﬂo).lz),E(y(zz, Yo)|280), 2, ]

x V3 F[E(f1(21,80)l2), E(9(22,70)|2d0), 2, o] ‘”:’50}[9(22&»70) —E(g(22,"/°)|z,'6°)]} + 0p(1).

Similarly, the model E(y|z) = F[E(f1(21,5,)|z), ,a0)] is equivalent to

y = FE(f1(z1, Bo)|2), 2,00) +€,  E(elx) =0, (3.8)
which can be estimated by
min gfx(ms ) (% — FEn(f1(21, B)l2s), i, 0])%. (3.9)

The asymptotic distribution of the estimator 64 s from (3.9) follows immediately from Proposition 3.2.

Corollary 3.2 Under Assumptions 1-8 and the identification condition that, for any 0 # 0,,
F[E(fl(zlxﬂ)lz);z) a] # F[E(fl(zlaﬂo)lz)sz’ “o]
with positive probability on X, the semiparametric estimator é 4,5 from (3.9) is consistent, and
Vn(ba,s — 80) = {E (Ix (2) Fo [E(f1( 21, Bo)Iz), 2, ao] - For[E(f1(21, o) lz), 7, aa])}
1 n
X Tn Z; {Ix(zi)Fa [E(f1(21, Bo)l=:), zi, o)

x (fi — Vi F[f1(21, Bo)l=:), i, a0 [ f1( 210, Bo ) — E(f1(21, /3o)|3i)]>} + 0p(1).

For the estimation of a nonlinear structural equation in a simultaneous equation model f(z;, 8) = u,
i = 1,---,n, where z contains both endogenous and exogenous variables, and u is independent from all
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exogenous variables z in the model and has a constant variance 02, a well-known estimation method is a
nonlinear two-stage least-squares (NL2S) method (Amemiya [1974]): ming f'(Z, B)W(W'W)~1W'f(Z, B),
where f(Z,5) denotes the n-dimensional vector consisting of f(z;,3), and W is some matrix of instrumen-
tal variables. Amemiya [1974] showed that the NL2S estimator is consistent and asymptotically normal,
and, in general, the asymptotic covariance of the estimator depends on the choice of W. Amemiya [1985]
pointed out that the best nonlinear two-stage least-squares (BNL2S) estimator with a minimum asymp-

totic covariance matrix corresponds to W = E (Mlz). The asympotic covariance matrix of /n

ap’
-1
times the BNL2S estimator is o2 [E (Mﬁ&lﬁ%ﬂd) . 'This model implies that E(f(z,8)|z) = 0,

and G[E(f(z,B)|z),z,a] = E(f(z,0)|z) in our format with # = B. The model can be estimated by the
SMD method. From Corollary 3.1, we see that the SMD estimator is asymptotically equivalent to a BNL2S
estimator, since V1G[f(z, B,)|z),z,a,] = 1 and E[(f(z,5.) — E(f(2,0.)|z))?|z] = 02 for this case. The
SMD estimation is one of the feasible best nonlinear two-stage least-squares procedures. There are various
suggestions in the econometric literature on the construction of feasible BNLS estimators, e.g., Amemiya
[1985], Newey [1987, 1990], Andrews [1989], and Robinson [1989]. All these approaches suggested ways to
construct some optimal instruments for W. For this simultaneous equation model, the SMD estimation
happens to be the same as an approach described briefly in Newey [1991).



4. Weighted Semiparametric Minimum-distance Estimation

Since the model in (2.5) is a special case of (2.10), the asymptotic distribution of fs is simpler than
the asymptotic distribution of ; for the general model (2.10). The asymptotic distribution of by might be
simplified for some special cases. If Gy[- - ] and VG- - -] were functions with z appearing only in the index
form z6 and trimming of the regressors could be done such that Ix(-) were a function of z6, then

Ca(z:)
= E{Ix(28,)GolE(f(21, Bo)I2), E(9(22,%)1285), 2, 3a] V4GIE(f (21, Bo) ), E(9(z2, %)|285), 2, el 8 |
= Ix(ziao)GO[E(f(zliﬂO)Izi)’ E(g(z% 70)'271'60), i, ao]V'zG[E(f(zly ﬂo)lzi) y E(g(z2’ 70)'33{60), i, ao]»

and the asymptotic distribution of §; would be simplified as

\/7_3(51 - 00) .
= -—{E (Ix(zéo)Go[E(f(zl,ﬂo)Iz) E(g(22,70)|255), = ao]GO'[E(f(zlfﬁo)lz)’E(g(zm%)l-"’&o),&?,ao])}-l

z {IX (zsso)GO [E(.f(zlaﬂo)lxc) E(g(z'b 70)'3460) i, ao]

t-l
x V12GIE(f (21, 80)|2:), E(9(22, %o ) |Zibo ), i, o]
X (f(zls, Bo) — E(f(21,Bo)l=s), 9(22i, 7o) — E(g(z%‘)’o)l-"’i&o)y} + "p(l)-

For some special models, when Ix(-) is a function of 6, it might be possible that Cy(z;) = 0. A good
example of this case is the Ichimura binary choice index model (Ichimura [1987]). Under such circumstances,

V(61 — 65)
= —{E (IX(35o)G0[E(f (21,B0)lz), E(g(z2, 70)'360)»-"7 @o]Go/[E(f (21, Bo)|), E(9(22,70)|260), 7, o))} !

E {Ix (2:60)Go[E(f (21, 50) =2), E(g(zg, o) 2i80), i, o)

t—l

VIGIE(f(21,B5)|2:), E(g(22, %0 )|2ibo), i, o) [f(21i, Bo) — E(f(21, Bo)|z:)]} + 0p(1).

For these special models, a weighted semiparametric MD estimation procedure may be possible. The trim-
ming of the indices is, however, a tedious and technically complicated problem. While there are suggestions
(see, e.g., Manski [1985], Robinson [1988], Klein and Spady [1987], and Lee [1991]) for different semiparamet-
ric models, the technical difficulty remains. So far, the technical complication of trimming can be overcome
only in the adaptive estimation approach (see Manski [1985]) and in certain two step estimation methods.
For the estimation of the general model (2.10), a properly weighted semiparametric MD approach does not
seem to be possible. For these reasons, we limit our attention in this section to the estimation of the equation
(2.5), for which a weighted semiparametric MD estimator can be derived.

From Corollary 3.1, we see that G[En(f(21,80)|%:), %i, ao) might be treated asymptotically as if it were
a random variable u;, where u; = V{G[E(f(21, Bo)|2:), Zi, @o)[f(21i, Bo) — E(f(21,B5)|:i)]. Conditional on
z;, u; is a heteroskedastic disturbance with a variance v(z;), where

”(zi) = IIG[E(f(zlvﬂo)Izi)’ Ti, O‘O]o'z(xi)le[E(f(zl,ﬂo)'xi), T, ao],

with 0%(z;) = E[f(21,B0)f'(21, Bo)|zi] = E(f(21,B0)|2:) E(f'(21, Bo)|2i). A relatively efficient estimation
procedure shall take into account this heteroskedasticity. With a \/n-consistent estimate 8, o%(z;) can be
estimated by

2 (2:,0) = Enlf(21,B)f (21, B)lei] — En(f (21, B)2:) En(f' (21, B)l2:),
and v(z;) can be estimated by

vn (23, 0) = ViG[En(f(21, B)\23), 7i, 8]57 (2:)ViG[En(f (21, B)l2s), i, 6],
9



where & = a(f) and § = B(f). A feasible weighted semiparametric minimum-distance (WSMD) estimation

procedure is
n

66 o "0) G?[En(f(21,8(0))|2:), zi, «(6)). - - 1)

Proposition 4.1 Under Assumptions 1-3 and 6 and the identification condition in Corollary 3.1, the
WSMD estimator 8, from (4.1) is consistent, and

V(b — 6,)
=- {E (Ix(z)iaow(f(z; Bo)lz), 2, a0 ]G E(f(21, B ), 2 aol) }'1
( ) ) b ) b} y bl

E { X(zl) GO [E(f(zli ﬂo)lzs): T, ao]V’ G[E(f(zl) ﬂo)lzi)t zi, ao]
( i)

s-l

x (f(216, Bo) — E(f(21,85)|2:)) } + 0,(2).

Consequently, \/n(0, — 8,) > N(0,R), where
. -1
Q= {E (Ix(z)%z)Go[E(f(Zl, ﬂo)lz),z, ao]GO'[E(f(zla ﬁO)Iz)’ z,ao]) } .

The WSMD procedure can be easily generalized to the estimation of a system of equations with G
being a finite dimensional vector-valued function. In this case, v, (z;,6) becomes a matrix and the WSMD
procedure will be generalized to

mln Z Ix (z:)G,[E'l(f(zl )ﬂ(o))lz')’ i, a(o)][vn(zn 0)] IG[Eu(f(zl) ﬂ(o)) It,), Zi, a(o)]

1_1

Let éM,,,, be the systematic WSMD estimator. The limiting distribution of ﬁ(éM,w —0,) will be N(0,Qp),

where
Qu = {E (Ix(2)GI[E(f (21,80 )|2), 2, el [v(2)] " Gor [E(F (21, Bo)l), 2, 20]) } 7,

and v(z) = V1G[E(f(21, Bo)|2), 2, ao])o? (z) Vi G'[E(f (21, Bo)|2), 2, cxo]-

Comparing the asymptotic distribution of the SMD estimator s with the asymptotic distribution of
the WSMD estimator ,,, we see that 6, is asymptotically efficient relative to §s. Asymptotic efficiency
issues in the estimation of models with conditional moment restrictions have been studied in Chamberlain
[1987]. Chamberlain considers the model with conditional moment restrictions:

E[f(21,6,)|z] = 0, (4.2)

where f has a known functional form; and he finds that for any /n-consistent estimator @ of 6,, the random
variable \/n(# — 6,) can be no more concentrated about zero than a random variable distributed N 0,9),

where o {E [ (0f (21,9o)| ) (B(f (o0, 00)F (e, 0,)|z)]_lE(af(;;; 8,) )]} -1 . (4.3)

For this case, we see that the WSMD estimator 0M,.,, would attain the efficiency bound found by Chamberlain
if trimming of z were absent. The model (4.2) is essentially a nonlinear simultaneous equation model
with unknown heteroskedasticity. It includes the linear regression model with unknown heteroskedasticity
as a special case. For the linear regression model, Robinson [1987] provides an estimator which attains
Chamberlain’s efficiency bound. Newey [1987, 1990] reports an estimator that attains the bound for the
conditional moment restriction model (4.2). Newey’s approach suggests procedures to construct an optimal
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instrumental variables matrix for estimation. Chamberlain’s efficiency bound is constructed for the model
in (4.2). For the general equation model (2.10), the efficiency issue remains to be investigated.
As an illustration, it is interesting to demonstrate a WSMD estimation procedure for a QR model.
Consider a binary choice model .
y= P(zao)+¢, (4.4)

where y is a dichotomous response and P is the conditional choice probability. For this model, E(¢|z) = 0
and var(e|z) = P(za,)[1 — P(za,)]. As a popular parameter probability model, P might be a logit or probit
probability function. If P is assumed to be invertible, then (4.4) implies that P~![E(y|z)] = za,. With this
relation, G[E(y|z), z, a] = P~ E(y|z)]—za. It follows that G[E(y|z),z,a] = —z' and V,G[E(y|z),z,a] =
mﬂj’ where p is the probability density corresponding to P. The WSMD estimator of « is

n -1,
Gy = (E v,,(l zi)lx(z)zﬁts') M v”(lzi)ZSP’I[En(ylzi)],

=1 i=1

where the weight v, (z:) is va(zi) = (Ea(v?|2i) — E2(y|x:)) SAPT Eln(!l"i)])' The asymptotic covariance
matrix of v/n(&y — a,) is E(I. x(a:)-v;(l—elz—)pz(P'l[E’(ylz)])m’ z)~!. This WSMD estimator would be asymp-
totically efficient if there were no trimming, as is the maximum likelihood estimator. An interesting point is
that this asympotically efficient estimator has a closed form expression, and its computation does not require
an iterative algorithm.

1



5. Some Related Properties
5.1 Invariance Properties

The SMD estimation procedures possess some invariant properties. Suppose that ¢ is a differentiable
origin-preserving transformation, i.e., ¢(z) = 0 if and only if z = 0, and 2%9 # 0. The model (2.10) will be
equivalent to

Q[E(f(zla.ﬂo)lz)r E(y(zzﬂo)lﬁo),z, ao] =0,
where ® = ¢ o G is a composite function of ¢ and G. Let §¢ be the SMD estimator from

min > Ix(2:)®°[Ea(f (21, B)|2:), En(9(z2,7)l2:b), i 0.

i=1

Let v(z,0,) = (E(f(21,8,)|z), E(9(22, Y0280 ), z, @, ) denote the vector of arguments in the above functions.
Since ®[v(z, 8,)] = V¢(0) - Go[v(z, 0, )], V1®[v(z,0,)] = V(0) - V1G[v(z,0,)], and V2®[v(z,6,)] = V4(0)-
V3Glv(z,0,)], it follows from Proposition 3.1 that

\/E(éoﬁ - 00)
= —{E(Ix(z)®e[v(z, 00)]®o:[v(z, 6, )])} ~* - 71—; > {Ix(xs')@o [v(zi,05)] - V1®[v(2s, 60)]

=1

X (f(zli'r ﬂo) - E(f(zli ﬂo)lzi)) + E{IX (z)(bo [v(z’ 00)]'7'2@[0(1:, 00.)] 3560}

x (9(z26,70) — E(g(z2, %nz.-so))} +ap(1)

= ~{BUx(#)Golo(z, )Gorlo(z, DY + = 3 { x(a0)Galo(an 0] - V4Glu(es, )

A t=1

X (f(21i,80) — E(f(21,B0)|2:) + E{Ix (2:)Gs[v(zi,0,)] - V5 Glv(zi,65)]|2ibo } .

x (9(22i, 7o) — E(g(z2, 7o)|ze5o))} + 0p(1),

which has the same asymptotic distribution as \/n(f; — 6, ) in Proposition 3.1. Hence the SMD estimator is
asymptotically invariant with respect to the origin-preserving transformation ¢. A similar conclusion holds
for the WSMD estimator. A

Consider a special model with G as a sum of two functions:

G[E(f(zlaﬂ)lz)aE(g(z%'/)lz&’ 0): z, a]
= Gl [E(fl(zly ﬂ)l"‘)a E(gl(z% 7)'36: 0)7 z, a] - G2[E(f2(zl) ﬂ)'t)a E(ﬂ?(z2, 7)'36’ 0)’ z, a]'

The structural model is
G1lE(f1(21,B0)I2), E(91(22,Y0)|280), 7, @o] = G2 E(f2(21, Bo)|2), E(g2(22,70)|260), 7, o]
Let ¢ be a strictly monotonic function. This model is equivalent to
¥ 0 GULE(fa(e1, Bo)le), B9 (22,70 lebe), 2, ] = 0 Gl Bl (a1, B, Blgaz2s )8, 7, ).

Denote ¥ by

\I’[E(f(zlyﬂ)lz)) E(g(lz, 7)'36’ 9))1"’“]
= '/’ o GI[E(fl(zh ﬂ)lz)a E(yl(22, 7)'36’ 0)7 z’a] - '/) o G2[E(f2(zl ,ﬂ)lz),E(yz(Zz,‘V)h'ss 0): z)a]'
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The SMD estimation method can be applied to the function ¥ instead of G. To simplify notation for this
case, let v(z,0) = (E(f(21,P8)l|z), E(¢(22,7)|26,0),z, ), vy (z,0) = (E(f1(z1, B)|z), E(91(22, 7)|26,0),z, a),
and vy(z,0) = (E(f2(z1, B)|z), E(g92(22,7)|z6,60),z,a). Since v1(z,0,) = va(z, b,),

Yo[v(z,00)] = V(G1[vi(, 00)]){G1,6[v1(2,00)] — Ga,6[v2(2,65)]}
= VY(Gi[vi(z, 05)])Gs[v(z, 00)),

and V¥[v(z,0,)] = V¥(Gi[vi(z, 8,)])VG|[v(z, 8,)]. From these relations, we see that the WSMD estimation
procedure is asymptotically invariant with respect to any strictly monotonic transformation because the
factor V(G4 [v1(z, 6, )]) has been cancelled out by the weighting scheme in the asymptotic covariance matrix.
However, the unweighted SMD procedure may not be asymptotically invariant with respect to a monotonic
transformation. The following example provides an illustration. Consider a nonlinear regression model:
y = f(za,) + ¢, E(e|]z) = 0, where za appears as an index and f is invertible. This model implies two
possible formulations for G, say, G®) and G®@: GV[E(y|z), =, a} = E(y|z) - f(zc), and GA[E(y|z),z,a] =
F~YE(y|z))—za. Let &; be the SMD estimator derived with G(), and let &5 be the SMD estimator derived
with G®). Corollary 3.1 implies that

V(&1 — ao) = {E (IX("-‘) 6fg2a°) aféf:")) }—1 %g Ix(z.‘)%ﬁ + 0p(1),

which would be asymptotically equivalent to the standard nonlinear regression estimator if there were no
trimming. The SMD estimator &, is computationally simpler as it does not involve an iterative algorithm.
It has the following asymptotic distribution from Corollary 3.1 :

Vn(as — a,) = {E(Ix(z)z’' z)}_l 7 sz (2:)a! =———€; + 0p(1),

1]
| 2 Vf( 2)
where V f(-) denotes the derivative of f. The asymptotic distributions of the two estimators are apparently
different. On the other hand, the WSMD estimators have the same asymptotic distributions. Suppose that
the disturbance € is homoskedastic. In this case, weighting of the SMD estimation with G() is unnecessary.
For G(?), the weight at each z can be chosen as (V f(z&;))?, and the WSMD estimator &, will have the
following asymptotic distribution from Proposition 4.1 :

Vi — a0) = {E(Ix (2)(Vf(ze)) 'z)} fzfx(Z-)Vf(r-ao)z i+ 0 (1),

which is asymptotically equivalent to &; because —ﬂﬂﬁ =Vf(zao) - &',
5.2 A Local Goodness-of-Fit Test Statistic

In Appendix 4, we demonstrate the similarity of the SMD estimation procedure to the minimum chi-
square procedure when some finite restrictions are used for estimation. The minimized weighted-distance
function multiplied by a proper rate of convergence is asymptotically distributed chi-square. This can
be used as a goodness-of-fit test statistic. Unfortunately, when there are infinitely many restrictions, the
corresponding minimized-distance function might not be proportional to a chi-square random variable with a
finite degree of freedom. Indeed, it is not clear what its limiting distribution is in general. A straightforward
generalization of the statistic of Appendix 4 is, however, possible for a local goodness-of-fit test.

Let 6 be the SMD estimator from Sectlon 3. Let z;, I = 1,---, L, be some specified values of z lying
inside the interior of the support of z. By a Taylor expansion of G at 0o,

GIEn(f(21,B(0))|21), En(9(22,7(9))|2:8(9)), 21, 2 (9)]
= G[Ea(f(21,)|21), En(9(22,%)|2185), 21, 20] + Gor[En(£(21, B)|21), En(9(22,7)|2:8), 71, &) (6 — 65)
= V1,2GEn(f(21,80)121), En(9(22,70) 12165 ), 21, o) _
X [En(f(21,B0)|21) = E(f(21, Bo)|21), En(9(22, Yo )|2180) — E(g(22, 7o) |Z160))
+ Gor[En(f (21, B)|21), En(9(22,7)|215), 21,8 (6 — 65).
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As 6 is \/n-consistent,

nakG[E,(f(21,8(8))|z1), En(9(22, 7(8)) Iz:16(8)), z1, a(0)]
= Vll,zG[En(f(zh ﬂo)'zl)a En(g(22,7o)|3160), z, ao]
ak
x [\/nak(Ea(f(21,B)l21) — E(f(21,B0)|z1)), \/b:,',',\/ nb (En (f(21,B0)|21) — E(f(21,80)|x1)))
+ GorEa(£(z1, B)|21), En(g (2, %0 160, 21, o]y fah - V(6 - B5)
= V4G[E(f(21,80)I21), E(9(22, Y0 )|2180), 1, o]\ /nak (En (f(21, o) 21) — E(f(21,80)|21)) + 0p(1),

under the assumption that lim,_, o o — 0 (which is in general the case in practice as m < k). Define

o

va(z1) = V'lG[En(f(zl,B)lzx),En(9(22,‘?)|=13),zh&]#m / K*(v)dv

 [Bn(sen D)) = B2 (o1, Blen)] VaGLEA(f(er, Bl Ena(en, Dlerd), 1,61
Since \/nak(E,(f(z1,B.)|z1) — E(f(z1,B,)|z1)) converges in distribution to N(0,Z), where
£ ﬁ [E(F2(z1, Bo)lor) = B2 (a1, o)) - / Ky,

it follows that \/nak —A—G[Ea(f (21, 8(6))|1), En(9(22, §)|21), 1, ] 2N (0,1). A local goodness-of-fit

v}/3(z)
test statistic can be constructed as

L
nak 3 ——G2En(f(21, 8))|21), En(a(z2, 7(E)218(6)), 21, ald)),
i=1

vn(zl)

which is asymptotically distributed chi-square with L degrees of freedom. This statistic has L degrees of
freedom because f converges at a faster rate than the nonparametric regression functions and the slow
convergent random variables dominate the asymptotic distribution.!This test statistic is useful for detecting
the goodness-of-fit of the model at some specified points, such as the sample mean or median, which are
regarded as important points by an empirical investigator. However, if it were regarded as an over-all
goodness-of-fit statistic, it would suffer from the arbitrary number of restrictions for the test. Subsequent
research should consider how to utilize all the information to derive more powerful test statistics. Much
research needs to be done on the development of goodness-of-fit statistics in the semiparametric framework.

1 Tt is possible to derive test statistics with a faster rate of convergence. For example, at a point z;, take a
sample average of G over a neighborhood of z; with fixed diameter. A /n multiplication of such an average
will converge in distribution to a normal variable. An asymptotic chi-square statistic can be constructed
with this average value. However, the computation of such a statistic will be much complicated. We leave
the possible approach for future investigation.
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6. Semiparametric Estimation of Simultaneous Equation Microeconometric Models

" In this section, we point out briefly possible applications of the SMD approach to the estimation of some
semiparametric simultaneous equation microeconometric models, namely, endogenous switching regression
models and simultaneous equation limited dependent variables models based on index restrictions. Many
other models may also be estimated with the SMD estimation framework. We will demonstrate briefly
how some conditional moment equations can be derived from a specific semiparametric model with index
restrictions. Detailed analysis on any specific model and its identification conditions will not be reported
here due to space limitation.

6.1 SEMIPARAMETRIC ENDOGENOUS SWITCHING REGRESSION MODELS
Consider a model with two regimes :
Y1 = Z10a,0 + €1, . (6.1.1)
and
Y2 = Taz o + €2, (6.1.2)

where y; can be observed only when 36, > u and y; can be observed only when z36, < u. In this
framework, y is the observed value of the dependent variable, and z,, 5, and z3 are subvectors of z. Let
I be a regime indicator with I = 1 for the first regime, and I = 0 for the second regime. There are two
possible situations depending on whether I is observable or not. If I is observable, the model is a switching
regression model with sample separation information. If I is not observable, it is a model without sample
separation information. Assume either that the disturbances ¢;, €3, and u are independent of z, or their
distributions conditional on z are only a function of the index z36,. This model implies that

y= Izlal,o + (1 - 1)2202’0 +Iey + (1 - I)Gz. (613)
For the model with sample separation information, (6.1.3) implies
E(y|z) = E(I|z)z101,0 + E((1 — I)|z)z202,0 + E(I€1 + (1 — I)eal2), (6.1.4)

and
E(ylesbe) = E(Iz1]238,)a1,0 + E((1 = D)slasd)ane + E(Ies + (1 - Deglasd,).  (6.1.5)

By the index property of the model, E(Ie; + (1 — I)ez|z) can only be a function of z38,; hence, E(Ie; +(1 —
Ieslz) = E(Ie; + (1 — I)eg|z3b,). Therefore,

E(ylz) — E(ylzsbo) = {E(I|z)z1 — E(Iz1]|z360)}ar,e + {E((1 - I)|z)z2 — E((1 — I)z2|z3680) }arz,e. (6.1.6)
The sample separation indicator implies also that
E(I|z) = E(I|z36,). (6.1.7)

The parameters in the model can be estimated by the SMD procedure applied to (6.1.6) and (6.1.7).
For the model without sample separation information, (6.1.3) implies

E(ylz) = z2a3,0 + E(I|z)(z101,0 — T202,0) + E(e2|z) + E(I(e1 — €2)|z), (6.1.8)

and
E(yl‘cS&o; T101,0 — 272‘12,0)
= E(z2]|z360,2101,0 — Z202,0)2,0 + E(I|2360, 21010 — Zo2,0)(T1001,0 — T2002,0) (6.1.9)
+ E(e2 + I(€y — €3)|2380, T1001,0 — T202 ).
Since E(I|z3b,, z101,0 — Z2a20) = E(I|z), and E(e2+ I(e1 — €2)|2360, 1010 — 2202 0) = E(€2+1(€1 —€2)|x),
the difference of (6.1.8) and (6.1.9) is
E(y|z) — E(y|z3b,, zlal',o — Zoaz,) = [22 = E(z2]|z360, 21010 — T2002 0)] 3 0. (6.1.10)
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The SMD method can be applied to (6.1.10).

Disequilibrium market models can be regarded as special cases of the above models. The simplest
disequilibrium market model consists of a demand equation and a supply equation where the price is fixed
and the traded quantity is determined by the short side, i.e., y = min{y,¥;}. This model implies that

E(ylz) — E(ylz1a1,0 — 2202,0) = [£2 — E(z2|z101,0 — 22003,0)] 02,0, A (6.1.11)

which can be used for the SMD estimation.
The estimation procedure can be easily generalized to the estimation of models with a Box-Cox trans-

formation. For example, instead of (6.1.1) and (6.1.2), the equations are u-;;l = zj04, + €, and
’“;—"—l = Zyay, + €2. With sample separation information, this implies

A_ A _
s (Z5)-s (252

A
which can be estimated within the SMD framework.

1:36,,) = [E(I|z)z1— E(Iz1|z360 )10+ [E((1 - I)|2)z2— E((1-I)z2|238, )]z 0,

6.2 SEMIPARAMETRIC SIMULTANEOUS EQUATION MODELS WITH LIMITED DEPENDENT VARIABLES
There are various cases of such models. Consider the following model with mixed discrete and limited
dependent variables:
Yi = 21610 + €1,
Y5 = Lao + 2263, + €3,

where y} is a latent variable with dichotomous indicator Iy, y; is a limited dependent variable determined by
the latent variable y3 as y, = max{y3,0}. Either the disturbance ¢, is independent of z, or its distribution
depends only on z16; ,; either ¢, is independent of z, or its distribution depends on 2,6, , and/or z363 .
Let I be a dichotomous indicator : I = 1 if and only if y3 > 0. The first equation implies that

E(Illa:) = E(Il|$161,o). (621)

The second equation implies that Iy, = Ioyao + Ioz282 0 + I2€3. Since E(ILyez|z) can only be a function of
z161,0 and £262,, it follows that '

E(Iys|z) — E(I2y2|2161,0,2263,0)

6.2.2
= [E(IsLh|z) — E(I211]|2161,0, 2202,0)]a0 + [E(L3|z)z2 — E(I222|2161,0,2262,0)]62,0- ( )

The SMD procedure can be applied to the estimation of (6.2.1) and (6.2.2).
Simultaneous equations with limited dependent variables can be estimated within this framework. Con-
sider a two equation model:
Yi=z1b10+ 61,

y; =thoo + 3252,0 + €3,

-

where y, I = 1,2 are latent variables and the observed dependent variables are y; = max{y;’,0},! = 1,2. The
distribution of ¢; conditional on z is assumed to depend only on z8; , and the distribution of ¢; depends on
z161,0 and/or 2263 0. Let I; denote the dichotomous indicator of y} : I = 1 if and only if 37 > 0. Similarly,
let I, be the dichotomous indicator for y;. The first equation implies that

E(y1lz) — E(y1lz161,0) = [E(L1|2)z1 — E(L121|2181,0)]61,0, (6.2.3)
. and the second equation implies that

E(y2]z) — E(y2|2161,0, 2262,0)
= [E(Iay1|z) — E(Izy1|2181,0, 2262,0)]ct0 + [E(I2|2)22 — E(I222]|2161,0, £282,0)}02,0-

These equations (6.2.3) and (6.2.4) can be used for the SMD estimation.

(6.2.4)
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7. Possible Generalizations

In the previous sections, we considered the SMD estimation of equations involving nonparametric re-
gression functions with or without index restrictions. The SMD methods can in principle be generalized to
the estimation of equations involving other nonparametric functions. As an illustration, we discuss a case
of the estimation of sample selection models subject to Tobit selection rule described in Lee [1990]. This
example is interesting because the SMD method provides a different view of looking at the estimation and
identification of such a model.

The model in Lee [1990] is a model with two equations :

¥l = za, +u, (7.1)
and
v =2h +v, (7.2)

where y} is a Tobit regression model with observation y; = max{0,y; }, and y; is a latent outcome equation
with y, = y5 being observed only when y; > 0. Conditional on y; being observed,

E(yzlyl >0,z) =zf, + E(v|u> —za,). (7.3)

The estimation method in Lee [1990] is based on the assumption that u and v in (7.1) and (7.2) are inde-
pendent of the regressor z. Under this independence assumption, Lee [1990] suggested a two-stage method
for the estimation of (7.2). Let f(v,u) be the joint density of (v,u), and f,(-) be the marginal density of u.
It follows by definition that

ffooo fz oo Vf (v, u)dudv

Jea, fu(at
_ 2o f::. ff’;% vf(v,u)p(z)dudzdv
T o Ea fp(z)ded:

where p(z) is the density of za,. Given a consistent estimate & from some semiparametric estimation of
(7.1), Lee’s method is a semiparametric least-squares procedure:

E(v|lu> —za,) =

ngng Ix (z:) (yzs —zif - %%) , (7.4)
where
and '

By () -/c‘a/”'a o 1)a2 ZK [ ’“J(") z a,,‘&] dudz,

with u;(a) = y1; — zja and v;(B) = y2; — z; 8. This method differs from Ichimura’s semiparametric least-
squares method in the construction of a nonparametric estimate of the conditional expectation E(v|u >
—za,). Ichimura’s method used only the index restriction in the model. The estimates A, and B, above
indirectly estimate the density functions of the model by using the independence restriction in addition to
the index restriction. An especially interesting feature of this estimation method is that even though the
regressors z appearing in both (7.1) and (7.2) are the same, the parameter 3 is identifiable from the above
estimation procedure. Lee [1990] provided a proof based on the identification of a least-squares procedure.

Let
u—-u;j(@) z-—z;&
Cn(l't) - lta ~/—¢‘a (Tl 1)02 EszK [ a 1} a ]dudz,

i#i n
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and

D.,.(z;) - /a:: /—Z& (n —11)a2 szK [u o (a) z —a:J ] dudz.

J#s

This two-stage estimator of 3 has a closed form expression. The two-stage estimator 3 is

)< Dn(:) Dn(z:) . Da(2:)]’ Cn(z:)
= {gIX(zs) [329 B (z ] [22: B,.(z )] Z;IX(-'":) [52s B,.(:L‘.') (yzc B,,(z.-))' .
(7.5)

B—“E;,—'-} provides a consistent estimate of E(z|za, > z;a,). B is a consistent estimator of Bo under the
identification condition that the components of z; — E(z|za, > z;x,) where z; € X are not linearly
dependent. The curiosity about the identification of 8 is that there are no conditions to rule out the
special case that E(v|u) is a linear function of u and E(u|ly > —za,) is a linear function of za, in (7.3).
When u is either a uniform variate or an exponential variate, E(ulu > —za,) can be a linear function
of za,.2 Under such circumstances, 3, can not be identified from the bias-adjusted regression equation
(7.3). The estimation method in (7.4) seems to utilize a semiparametric bias-adjusted regression equation
for estimation. The consistency of the estimation procedure (7.4) seems questionable from this point of view.
However, the estimation procedure can be understood from a different angle. The model with (7.1) and (7.2)
implies (7.3). It also implies the following equation at each point z; :

E(y2|u > —zia0,za0 > zi00) = E(z]|2a0 > Zi00)f0 + E(v|u > —ziaq, za, > zia,). (7.6)

Since u > —z;a, and za, > z;a, imply y; > 0, the conditional expectation functions E(z|za, > z;a,) and
E(y2|u > —z;a,, za, > z;a,) can be estimated with observed sample.

Since E(v|u > —zia,,zas > zia,) = E(v|u > —z;a,), under the mdependence property, the difference
of (7.3) and (7.6) is

E(y2lyi > 0,2i) — E(ye|u > —ziao, zao > 2ia,) = [2; — E(2z]za0 > Ziao)]fo- (7.7)

Equation (7.6) provides a source for the identification of 3, because, even if E(v|u > —z;a,) were linear in
z;a,, E(z|za, > zia,) would in general not be linear in z;a,. Equation (7.7) can be used for estimation by
some SMD procedure. The estimator in (7.5) will be asymptotically equivalent to such an estimator.

The above example illustrates that there are semiparametric models with other conditional expectation
functions different from the ones with index restrictions. The SMD method can be generalized to the
estimation of such models. Indeed, it may be possible to generalize the SMD procedures to estimate models
involving many other nonparametric functions, such as derivatives of nonparametric regression functions.
The details may be best left for a case by case study, since the detalled asymptotic analysis might be
different with different nonparametric functional estimates.

2 I am grateful for Professor Peter Schmidt for pointing out the exponential variate case.
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8. Conclusions

The SMD estimation methods introduced in this article are useful for the estimation of parametric
and semiparametric models. For the estimation of parametric QR models, the WSMD estimation method
provides an asymptotically efficient alternative to the maximum likelihood method even with disaggregated
data. For some of the QR models, the SMD estimators have closed form expressions while the classical
maximum likelihood method requires numerical iterative algorithms for computation. The SMD methods
can be applied to the estimation of linear or nonlinear simultaneous equation models. There is no need to
consider how to construct (optimal) instrumental variables for estimation. All that are required in the model
are a list of proper conditioning variables and conditional expectation functions, which are structural. The
SMD methods provide a unified framework for estimation. Once the conditional expectation functions or
related functions are determined and the model is identifiable, the execution of the estimation procedure
makes no distinction between the estimation of regression equations or simultaneous equations. With only
conditional moment restrictions as in Chamberlain [1987], the WSMD estimator attains the Chamberlain’s
semiparametric efficiency bound. :

The SMD methods can be applied to the estimation of many semiparametric models with index re-
strictions or certain moment restrictions. In the MD framework, the distinction between the estimation of
parametric models and semiparametric models is also minimal. The important ingredients for semiparamet-
ric models are the identification of some implied structural equations which involve conditional expectations
or related functions, which can be estimated by familiar nonparametric functions.

In this article, some local goodness-of-fit test statistics were also derived for the testing of model re-
strictions. However, many issues, such as asymptotically efficient estimation and testing of semiparametric
models, have not been completely discussed here. Future research shall address some of such issues.
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Appendix 1 : Some Useful Propositions

The following propositions are useful for the proof of our results. These propositions and their proofs
can be found in Ichimura and Lee [1991] and Lee [1991]. The first four propositions are useful for establishing
uniform convergence in probability of nonparametric regression functions with index restrictions and their
first and second order derivatives (see Appendix 2). The last two propositions will be used in the proofs in
Appendix 3. They are provided here for convenient reference.

Proposition Al1.1 (A Uniform Law of Large Numbers) Let {y;} be a sequence of i.i.d. random
vectors. The measurable function h(y,a,,0) takes the form, h(y,a,,0) = hl(y,ﬁ)hz (y,0 L(:b!).), where

a, = O( n,) p>0,d>0,60¢€ 0, and s(y, 0) is a finite d:menszonal vector-valued function. Suppose that
the following conditions are satisfied :

(1) © is a compact subset of a finite dimensional Euclidean space.

(2) The function hy(y,0) is uniformly bounded by a é-order polynomial of y:

sup [hy(y,0)| < chllvll’

i=0

where ¢j, j=0,---,6, are constants.
(8) The first 6 -r moments of y ezist, where r > 2.
(4) |ha| < ¢ for some constant c.
(5) E(hzh ) = O(a8) uniformly in 6 € ©.
(6) The functions ho(y,0,u), and s(y,0) satisfy the bounded chschztz condition of order 1 with respect to 0
and u.
Iflim, o 2 a2 +olr)d-d _ = 00, then supgee |1 Y7, (1,0, an) — E(h(y, 6, a,.))| ~— 0. Furthermore,
in addition to the above conditions, zf E(h(y, ay,0)) converges to a limit function hoo(6) uniformly in 6 € O,

then supge g |,. 2._1 h(yi,an,0) — (0)| —0.

Proposition A1.2 Let K(v) be a function on R™ with a bounded support D such that [, |K(v)|dv < co.
Lett(z,0) be a continuous m-dimensional random vector. Suppose that E(c(z 2, 0)|t, z;, 0)g(t|0), where g(t]0)
is the density function of t(z,0), is uniformly continuous in t, uniformly in (9, z;). Then

E [c(z, z,-,0)a—1';[{ (M)

n

lim sup z,-] — E[¢(z, z,-,o)lt.(zf-, 0),z.-,0]g(t(-z.-,9)|0)|| =

n-—so0 2,0

Furthermore, if K(v) is a function with zero moments up to the order s*, i.c., fD v:‘ - tim K(v)dv =0,
foralli; >0, j=1,...,m, i1+ ---+ip < 5" and [} lv]I*” | K (v)|dv < oo, and E(c(z, 2, )|t, 2;,0)g(t]6) is
differentiable on R™ to the order s*, and the s* order derivatives are uniformly bounded, then

E [c(z,z.-, 0);1;1{ (‘—("L)a:—f(—’i)) z.-] — Ele(z, z,0)[t(z:, 6), 2,0)9(t(z:, o)|o)“ = 0(a®).

Proposition A1.3 Let K(v) be a function on R™ with a bounded support D such that K(v) goes to zero

at the boundary of D and its gradient M is bounded. Suppose that 2 [E(c(z 2,0)|t,2;,0)g(t|0)], where
9(t19) is the density function t(z,0), are umformly continuous in t, umformly in (2;,0). Then

sup
zi,0

1 0K (t!z!,aa!:t!zlq) P
Jim s'?,e E | ¢(z, 2,0) s v z| — Et-[E(c(z, 2;,0)|t(2:,0), z:,0)g(t(2:,0)|0)]|| =

Furthermore, if K(v) has zero moments up to the order s*, E(c(z, 2, 0)|t, 2, 0)g(t]|0) is differentiable at
t everywhere to the order s* + 1, and these derivatives are uniformly bounded, then

| 0K (et 5 | .
sup |\ | o(z,2,0) gy o 2| = [E(e(z, 2, 0)lt(=, 0), 2, 0)9(¢(2, 0)|0)]|| = O(ay, )-
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Proposition A1.4 Let K(v) be a twice differentiable function on R™ with a bounded support D such that

K(v) and its gradient M go to zero at the boundary of D, and the gradient —Km and its hessian matriz
%3,2 are bounded. Suppose that %= owt' [E(c(z, z,0)|t, z;,0)g(t]0)]) are uniformly contmuous in t, uniformly
in (z;,0). Then

l 62K ( | i) a!—t!zlog)
nllngoi\ilz E .c(z,:;,',e)aw_‘_2 W 2% 6v6 ,[E(c(z 2i,0)|t(zi, 0), 2, 0)g (t(2i,0)|0)]|| = 0.

Proposition A1.5 Let Cj,,.(zg), J = 1,2 be two sequences of measurable functions of an i.i.d. sample
{2i}. Suppose that, for each j,

(1) supz |E(Cjn(2i)|2:) — Cj(z:)| = O(aJ '»), for some measurable function C;(2;), and
(2) sup var(Cim(ai)ls) = O( k), 3= 1,2

28 283
: ry T a : a : 23, 23
If limy, 00 nalfnazfn = 00, limy—, 00 ?:;-:- =0, lim,_ Fj'lf =0, and lim, nay ,}az 3=0, then

fEIZ(z.ncl,.(z.) Ca(@)| - ICan(s) = Ca(a)] 2 0.

=1

Proposition A1.6 Let {z;} be an i.i.d. sample and ®,(z1,22,a,) be a sequence of vector-valued random
functions with bandwidth {a,}. Suppose that

(1) there ezist square integrable functions hj(z), j = 1,2 such that IE(<I>,,(z1, 22,an)|25) | <hi(z),i=12,
(2) E(®n(21,22,84)) = O(a?) and va.r(<I>,,(z1, 23,a,)) = O(% ar ),

(3) limn_, o E(®n(21,22,80)|25) = 1/),(2,), a.c., for some measurable Junctions v;, j = 1,2, and
(4) limy, o v/nal, = 0 and lim,_,, na’, = co.

If ¥1(2) and v2(z) are zero a.c., then =2— ‘/,—l(“_l) Yoie1 Yoii On(2i, 25, an) 2.0
On the other hand, if lim, o {[¥1(2) + ¥2(2)])[¥1(2) + ¥2(2)]'} = Z, then

\/—(n ) qu’n(znzpan) — N(0,%).

=1 j#i
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Appendix 2 : Regularity Conditions, Nonparametric Regression and Related Functions

This appendix collects regularity conditions for our model and points out some of the useful properties
of nonparametric regression functions with index restrictions and related functions. Assumption 1 below
contains the basic regularity conditions of our model. Asumptions 2 and 3 are conditions for the nonpara-
metric regression function of f(21,8) on z and its first and second order derivatives. Assumptions 4 and 5
are conditions for the nonparametric regression function of g(z32,7) on =6 and related functions. Assumption
6 is an additional assumption which is required only for the weighted estimation method.

Assumption 1:

(1.1) © is a compact convez subset of a finite dimensional Euclidean space, and the true parameter vector 6,
is in the interior of ©.

(1.2) The sample observations (z;,215,22), i =1, --,n, are i.i.d3

(1.8) a(0) is a twice continuously differentiable vector-valued function of 6.

(1.4) Glu,v,z,a] is twice differentiable in (u,v,a) for each z and is a measurable function of z for each
(u,v,a).

(1.5) supg ||G[E(f(21,B)|z), E(9(22,7)|z6), z,a]|| #s dominated by a square-integrable function of .

(1.6) E(Ix(z)Ge[E(f(21,B0)|2), E(9(22,70)|280), 2, ac)Go:[E(f(21, B0)|x), E(g(zz,‘yo)[a:&o),z a,)) is nonsin-

gular.

Assumption 2:
(2.1) = is a k-dimensional vector of continuous random variables with a density h(z) on R*.*
(2.2) X is chosen to be a compact subset contained in the interior of the support S; of x.

(2.3) f is a vector-valued function which is twice differentiable w.r.t. 0. supg ||f(z1,0)||, supe ||24izxE) 8‘,, Il

and supg "_86%-(,_%?"’ where jy, jo =1,---,dim®8, are bounded by a t,-order polynomial of z;. The first
ty - ry moments with ry > 2 erist.

(24) h(@), E(|f(z1,B)|Pl2), B (I12522\P 1), and E (|1 55E5221z), where ji, ja = 1,-+-,dim6, are

_ bounded on S x ©.

(2.5) h(z), E(f(21,8)|z), E (Q%i!ﬂmlz), and E (%ﬁgjﬂlz), where jy, ja=1,---,dim0, are differentiable

w.r.l.  to the order s}. These s1 order derivatives are uniformly bounded on S; x ©.
Assumption 3:

(3.1) K(v) is a continuous kernel function on R¥ with a bounded support. .

(3.2) K(v) is a kernel with zero moments up to the order s}, i.e., fvi*---vi* K(v)dv = 0 for all 0 < 14,
l=1,--- )k, and 1 < iy +---+ 14 < 7.

(3.3) The bandwidth sequence {a,} is chosen with a rate of convergence such that

lim ——af(420/7) = o0 lim na2*

28}
= 00, but llm na;* = 0.
N —+00 lnn n—00

Assumption 4:
(4.1) 6(0) is twice differentiable w.r.t. 0, and ils first two order derivalives are bounded on ©.
(4-2) For each 0 € ©, z§ is an m-dimensional vector of continuous variates with a density p(z6|0).
(4-3) p(z6|0) is bounded away from zero uniformly on X x ©.

(4-4) g is a vector-valued function which is twice differentiable w.r.t. 0. supg ||9(22,7)||, supe ||M||, and

supg ||—'-(—?-'-ﬂ||, where ji, jo = 1,---,dim@, are bounded by a ty-order polynomial of zo. The first
(t24+2) 72 moments with ro > 2 of (zz, z) ezist.

3 z, 21, and 2, may contain common variables.

4 This assumption can be generalized to allow some of the variables in z to be discrete. Nonparametric
regression functions with discrete regressors can be found in Bierans [1987]. This assumption simplifies
greatly the presentation of the proofs.
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(4.5) The functions p(z|6), E(ll2ll*lz), E(lla(z2,V)|?I=8,6), E(lall*lg(z2,7IPIz6,6), E (|[255221214,0),

E (112522 2128, 6) , and E (|| 55322)%|26,6) , where ju, j2 = 1,---,dim0, are bounded on S x.

(4.6) p(z616), E(g(z2,7)|26,6), and E (J%J_"’-l'ﬁlzﬁﬂ), and E (—agi’—;aﬂw,o), where j1,72 = 1,--.,dim?9,
are differentiable w.r.t. z6 to the order s%, and these s} order dertvatives are uniformly bounded on
Sz x ©. E(z; — z|26,0,z;)p(26]0) and E(g(22,7)(zi — )|26,0,z:)p(z6]0) are differentiable w.r.t. zé to
the order s3 + 1, and these s3 + 1 order derivatives are uniformly bounded on S; x ©.

(4.7) For any 0;, and 0;,, j1,j2=1,---,dimé, E (a—gg-(%'llh& '0) p(z&lﬂ); the first order derivatives of E(z;—
z|zé,0,z;)p(z6|0), E(9(22,7)(zi — z)|26,0,z;)p(z6]0), and E( (zi — z)|z6,0,25)p(z8|0) w.r.t. z6;
and the second order derivatives of E((zi — z) @ (zi — z)lz& 0, a:,)p(z& |6) and E(g(z2,7)(zi — 2)® (i —
z)|z6,0,z;)p(z6|0) w.r.t. z6 are uniformly continuous in z§, uniformly in (z;,0) € Sy x ©.5

Assumption 5:

(5.1) J(u) is a twice continuously differentiable kernel function on R™ with a bounded support. %%(ug,l salisfies
the bounded Lipschitz condition of order 1 w.r.t. u.

(5.2) J(u) is a kernel with zero moments up to the order s3.

(5.8) The bandwidth sequence {b,} is chosen with a rate of convergence such that

lim —b('"+4)+2("+2)('”+2)/ " =co, lim nd2(™+) = oo, hm nb™t2gk = 0, but hm nbZ = 0.
n—oolnn " n—o0

Assumption 6:
(6.1) sup||f(z1,8)f'(21,B)|| is bounded by a t,-order polynomial of 2.
(6.2) E(||f(z1,B)f'(z1,P)|]%|z) is bounded on S; x ©.
(6.3) E(f(21,8)f'(21,B8)|z) is uniformly continuous on S; x ©.
(6.4) v(z) is strictly positive and bounded away from zero on X.
(6.5) The matriz E(Ix(z)v(l—z)Gg[E(f(zl,ﬂo)lz),z,a.,]Gg: [E(f(21,5)|2), z,a,]) is nonsingular.

A relatively stronger but simpler rate of convergence for {b,} can be used to replace the rate in As-
sumption 5.3. Given the rate of {a,} in Assumption 3.3, a rate for {b,} such that

lim ——p(m++2+ DD/ — o0 lim nb2™*D) = 0o, lim nbZ% = 0,
n—o0 lnn n—o0 n—00

implies Assumption 5.3. Under these stronger rates, s} and s} can be chosen such that

5] > ma.x{k, %k(l + 2t1/7’1)} )

and
s5 > max {m +2, l[(m-l- 4) + 2(ty + 2)(m + 2)/1'2]} .

Suppose that a, = O (;}7) and b, = O (;35), where p; and p; are chosen to satisfy the inequalities:

1 1 1
2 <h <m’n{k(1+2t1/r1)’ﬁ}’

and

1o { 1 1 }
255 P2 ST i) 126+ )(m+ )/ 2m 4+ 2) )

5 ® refers to the Kronecker product.
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Any p; and p; satisfying these inequalmes will satisfy the rate requirements. This is so, since nal — 0 if
and only if p; > 1/g, and nag — oo or -a — oo if and only if p; < 1/q. Similar mequahtlos hold for b,.°

z;6—~z -6
Denote Ajn(zi,0) = Wzm (z,,‘y)J (—-’-‘2) , and Bja(z;,0) = W Yiaid (”—"—)
Proposition A1.1-A1.4 can be applied to these functions under the conditions in Assumptlons 4 and 5. The
variances of Aj,(2;,0) and Bj,(z;) have the familiar order O( ) uniformly on S; x 6, i.e.,

sup var(Ajn(z,0)|z) = O( ) and sup var(Bjn(z,0)|z;) = O 1
S.x© nbm

Proposition Al.1 implies that if lim,_, o ﬁ;b?"’zt’m/ " = 0o, supx xe |Asn(2i,0) — E(Asn(z,0)|z:)| 2 0,
and supy g |BJn(2i,0) — E(Byn(z,0)|z:)| £, 0. Proposition A1.2 guarantees that

sup |E(Aja(z,0)|z:) — As(z:,0)] = O(bs?) and sup |E(B;n(z,0)|z;) — Bs(z:,0)] = O(b33),
Xx© Xx0

where A;(z,0) and B;(z,0) are in (3.2) and (3.3). Hence Ajn(z,0) converges to Aj(z,0) and Bjn(z,0)
converges to By(z,8) in probability uniformly on X x ©. Since p(z6]f) is bounded away from zero on X x ©,
by uniform continuity Bj ,(z,6) is bounded away from zero on X x © in probability. Uniform convergence of
Bj,n(z,0) and Aj n(z,0) implies that En(g(22,7)|26,0) converges in probability to E(g(z2, 7)|z#, ) uniformly
on X x ©. Similarly, let

e DK (B2H) . Bae) = b K (H22)).

J#i ™ g

An (z,', 9)

It follows under Assumptions 2 and 3 that supg_ xe var(A,(z,0)|z;) = O(ﬁ;), supg_ var(B,‘(z)Iz,-) =
O(35), supx e |B(An(z, 6)|z:) — A(i,6)| = O(as), and supx o |E(Bn(2)|2:) — B(z:)| = O(a'), where

A(z,0) = E(f(21,8)|z)h(z|6), and B(z) = h(z). As limp_ 250 aktkin = o E,.(f(zl,ﬁ)la:) converges
in probability to E(f(21, 8)|z) uniformly on X x ©.
The first and second order derivatives of A,(z;,0) are —Aﬁ'—)- W'f > s 84G1h) g (252,

80
and 9—3,%& = W " Q%f—?,j’,ﬂ (£5=4). The variances of these derivatives have order O (;1;)

uniformly on S, x ©, and the biases are O(a%l). As limp_ oo 2 2-a akt2hkin — o “—sslﬁ'ﬂ converges in

probability to —‘%(:—';ﬂ uniformly on X x ©, where —a%ﬁ)- = (-l%-;l*ﬂ z) h(z); and ﬁ,ﬂ converges in

probability to %’,ﬂ uniformly on X x ©, where %%,9- =E (%‘,ﬂ

z) h(z). On the other hand,

0An(2:,0)
aa, } e
= o= 1)bm ; ay(;‘;: 1) 5 ( z;6 l-;z,& ) + ey l)b"‘“ ;y(zz,,‘y)(z. c,)g: %___
and e
\ 331,;2’:', A T (n- l)b"'"" Z(-"’c zj) oo g:l ___}__6]( Bu )

6 If moments of any finite order of z; and (22,z) exist, r; and ry can be set to infinity. The rate
requirements for a, and b, will be simpler. Here, p; and p, can be chosen such that ;}3 <p < :‘,% and

1 1
23 <P2< 3tmi3y
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Their variances have order O(-n—bl,m) uniformly on S; x ©, and their biases have O(b:,;) uniformly on S; x ©.

_n_p(m+D+2(t2+1)(m+1)/r2
n

Proposition Al.1 implies that as limy,_ o 2 = 00,

0Asn(zi,0) 0As(zi,0)] _
36, a0, |- >0

where the explicit expressions of %fl—"ﬂ and “—’a(:l—‘ﬂ are in (3.4) and (3.5). The second order deriva-
tives are relatively complicated. However, they can be analyzed similarly by Propositions A1.1-A1.4. It

sup
Xx©

=o0p(1), and sup

Xx©

c‘)B;,,. (a:.-, 01) _ 0By (:B,' y 9)
86, . a0,

. (m+4)+2(t2+2)(m+2)/ra _ 8?Bj a(zi,0 8%By(=z,0) || _
follows that as limp—.oo 2500 = 00, SUPxye —35*15%'—1 - _E,L(o_o'f')' = 0p(1), and
3 ; 24, (2 . ~ . . .
SUPxxe 8—‘-45%%:—,'& - 8—3,%(8%‘,'31“ = 0p(1). More properties on nonparametric kernel regression functions

with index restrictions and their derivatives can be found in Ichimura and Lee [1991].
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Appendix 3 : Proofs of Main Results

Proof of Proposition 3.1: Let Qrn(f) = 1 Y0, Ix(2:)G*[En(f(21, B)l2:), En(g(22, 7)|2:6), i, a).
By the uniform law of large numbers of Appendix 1, E,(f(z1,8)|z:) and En(g9(22,7)]zi6) converge in proba-
bility, respectively, to E(f(z1,8)|z:) and E(g(z2, 7)|z:6,0) uniformly in (z;,0) € X xO. Since G is a uniformly
continuous function on its arguments, G?[E, (f(21, 8)|z:), En(9(22,7)|%i6), zi, a] converges in probability to
Gz[E(f(zlyﬂ)lzi)7 E(g(z2) 7)'37"6, 0)’31'1 0] uniformly in (zia 0) € X x©. Let

Qr, n(0) = EIx(z,)Gz[E(f(zl,ﬂ)Iz,) E(g(22,7)|2i$,6), i, ]
s—l
It follows that
sup 1Qrn(6) - Q1 (0)]
S ;‘-’l‘pe IGz[Eﬂ(f(zh ﬂ)'zi)a En(g(zZs 7)'2;6), i, a] - Gz[E(f(zI’ ﬂ)lzi)! E(g(22, 7)'20'61 0), zi, a"
= op(l)a

ie., @rn(0) — Q7 ,(0) converges in probability to zero uniformly on ©. The classical uniform law of large
number (e.g., Amemiya [1985]) implies that Q} 7,n(0) converges in probability to @7(¢) uniformly on ©, where

Q;(a) =F (IX(x)GZ[E(f(zla ﬂ)lz)vE(g(z%‘Y)lz&’ 9): z, a]) .

Under our identification condition, Q7(f) has a unique minimum at # = 6,. The consistency of 67 follows
“from the uniform convergence of Qr n(8) to Q7(#) and the unique minimizer of Q7(#) being 6,.
The SMD estimator é; satisfies the first order condition:

> Ix(2:)GolEn(f (21, @))\2:), En(9(22, BEr))2:6 (1), 21, 2(0r)]
X GLEn(f(21, B01))|2:), En(9 (22, B(0r))\:8(0r)), i, a(0r)] = 0.

By a Taylor series expansion,

\/—(éI - 00
= —{ E IX(zc)GO [En(f(zl ’ ﬂ)lzl)s E,.(g(22, 7)"3:6)’ s, a]GO'[En(f(zl» ﬂ)lz:) E,.(g(zz, 7)'306)s i, a]

c-.l

+ - E IX(zs)GOO' [En(f(zl ) ﬂ)lzi)s Eﬂ (9(22, 7)'316)! Z, a]G[En (f(zl ) ﬂ)'cl)’ Eﬂ(g(zZs 7)'256)’ Zi, a]}

:-1

Z {Ix (2:)GolEn(f (21, B0 )l2:), En(9(z2, Y0)|2i60), i, o]

s-’l

X G[Eﬂ(f(zliﬂo)lz‘)’ Eﬂ(g(zZr 7°)lzl' o)v zi, ao]} .
Explicitly,
Go[En(f(21,B)l2:), En(9(22,7)l2:8), i, 0]

- [ ; (8f'(z1,/3)| ) 8E'n(g'(;:, 7)'356)’ aaao ] VGIEa(f(21,B8)|2:), En(9(22, 7)\z:6), i, 0],
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where VG- -] denotes the gradient vector of G w.r.t. En(f(21,8)|z), En(9(22,7)|26), and «; and

GNj [En(f(zl’ﬂ)lzs) En(ﬂ(Zz,‘y)lg:’&)’ z;, a]
= [En (af’(zl,ﬂ)l ) OE.(9'(22,7)|z:6) 8’

] V2GLEA(f (21, B)|2:), En(o(z2,7)l:6), 75,0]

06 > 90
3f'(z1,ﬂ) OE,(g'(22,7)|z:6) 0a’]’
[ (P ) 2=, 5
2 £/ , 62E" [ , ,'6 2./
+ [En (a ‘go(;;,ﬂ) Izi) ) (gag‘;?o:‘y)lz )) aaoéao"] VG[E',.(f(zl,ﬂ)lz,-),E,,(g(zz,7)|z,-6),z,-, a]’

where V2G[---] denotes the hessian matrix of G w.r.t. En(f(z1,8)|z), En(9(22,7)|26), and . Since 8
converges in probability to 6,,

G [En(f(zl’ ﬁ)lzf)) En(g(z21‘7)lzi$); Zi, &] _P_) G [E(f(zl)ﬂo)lzl')) E(g(22, 70)'22'60))38')&0] = 0)
Gs [En(f(21,B))2:), En(9(22,7)|2:8), 2i,&] £ Go [E(f(21,80)\2:), E(9(22, %o )|%ib0), Zi, o) ,

and
Goor [En(F(21,B)|2:), En(9(22,7)|2i8), i, &) 2> Gogr [E(f(21,80)|2:), E(9(22, Yo )|2i60), iy o] ,
uniformly in z; € X. It follows that

K

V(b1 — 6,) = —{ E(Ix(2)Ge[E(f(21, 5)|2), E(9(22, Yo)|265), 2, o]
x Go'[E(f(zhﬁo)Ix) E(9(22,70)|260), 2, o)) + 0p(1)}

E {Ix (@) Co[Ea(f (21, Bo)|23), En(a(z2, fo)[i80), 21, o)

:—1
X G[En(f(zl; ﬁo)lzi); E,.(g(zz, ,Bo)lzi'so), T, ao]}-
Denote Ay, By, Ajn, Bsn by
Aﬂ(zl‘) ( k f(zj ) IBO)K ( ) s
i#i Gn

Bn(z:) = 1)a;=, §K (z, ) |
Ajn(zi) = GoDm l)b"' Eg(z,,‘yo)J (M"—:{Lé&) ,

and Bj,(z;) = ("_l)b,,, Siaid (iﬁ{—fﬁl). As n goes to infinity, A,(z;) converges in probability to

A(z;) uniformly in z; € X, where A(z.) = E(f(21,B,)|z:i)h(z:); Bn(z:) converges in probability uniformly
to B(z;)(= h(z:)); As ,,(z.) converges in probability uniformly to A;(z;) = E(g(zz,'yo)la:,é.,)p(z,6°), and

Bj a(2;) converges in probability uniformly to B;(z;). Since 2£ a(/ (’ "p ollzi) — B..( =3 M};oﬂl, and
6E,,(g(z2,'y°)|a:,-6o) _ 1 BAJ’,,(Z.‘) Aj,n(z,') aBJ,n(Z,')

00 " Bya(z:) 00 B, (z) 00

GolEn(f(21,B0)12:), En(9(22,70)|2ib0 ), i, 0] is a function of An(z;), Bn(2:), Asa(zi), Bin(=i), -‘Mﬂl,

QA—’;,r':,iﬂl, and 22505‘1&2‘ Without loss of generality, f and g will be treated as functions (instead of vector-
valued functions) to simplify notation in the remaining arguments. By the mean value theorem,

Go[En(f(21,B0)12:), En(9(22, Bo)|2ibo), zi, @] = Go[E(f(21,Bo)|2:), E(9(22,B0)|%ibo), i, cxo] + Rn,l(za);
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where the remainder R, 1(z;) is

Rn,l(zi) = 6'00 [En(f(zlaﬂo)lzi), En(g(zz, 70)'3560), zi, ao]

X [PBn:zi)(A”(zi) - A(:B.)) - M(Bﬂ(zi) _ B(.‘L‘;)),

Bi(z:)
1 b)) i 0A(z; 84;!32
7?,.(:,.)( Ag;, ) _ 85;':)) Bz( .)(B,,(z,) B(z))),
F—l A (i)
BJ’n(zi)(AJn(zi)-Al(zi))" B;,,( ’)(BJ,,(z,) By(z:)),

B Eg’:( ') aBJa;l(z.)(AJ n(Za) AJ(@.))

1 8A;a(zi) ., Asn(zi) 8Bsa(zi)
(e o e op ) Bile)
1 (aA,,,.(z,) _ aA,(z.)) _ Ayn(m) (aB,,,,(z,-) _ BBJ(a:,-)) K
Brn(z) \ 08 00" B3 (z:)\ 09 50 /)1

where V/Gy|[- - -] denotes the derivative vector of Go[- - -] w.r.t. the arguments E,(f (21, 8)|z:), En( QL(;-,‘-*E)- |2:),

E,(9(22,7)|zi6), and %M%M, in that order, and By, (z;) lies between By, (z;) and B(z;), etc. On the
other hand, since G[E(f(21,0)|z:), E(9(22,70)|Zi6), zi, @] = 0, by a Taylor series expansion up to the
second order,

G [En(f(21,B0)|2:), En(9(22,70)|2i60), 23, o]
= V'1 2G [E(f(zlsﬂo)|3s) E(g(zz, 70)'3160), znao]

x [(An @ = BU# a1, B0 B0 (Asn(ar) = Elaten 1l B2 s |
+ Rn 2(1!.), .

where '
Ry 2(2i) = [Tn(2:) — T(2:)]VEG(Tn(2:) [T (2:) — T(2:)]',

T,.(z,-) = [A,,(a:;),B,.(z,-),AJ,,.(z,-),BJ,,.(z.-)], T(z,-) = [A(z.-),B(z.-),AJ(z.-),BJ(:I:.-)], and V%G['- ] is the
hessian matrix of G with respect to T, (z;). The above equation is valid because

An(2:) = B(f(1, B5)|2:)Bn(2:) = [An(2:) = A(2:)] - E(f(21,80)lei)[Ba (2:) — B(z:)],

:vl!:thJ,n(zi) — E(f(21,Bo)|2:) Bsn(2i) = [Asn(2i) — As(2:)] — E(f(21, Bo)|2i)[B1,n(2:) — B (2:)). It follows

\/_ 2 {Ix(zs)GO[En(f(zla Bo)\2:), n(g(zzx'Yo)lzsso): i, )

=1

X G[En(f(zl 1Bo)|2:), En(9(23, 70)'3160)’ Zi ao]}
Z {Ix (2:) Go[E(f (21, Bo)lz:), E(g(22, %) |2ib0), i, xo]

x v.’I-::G[E(f(zl ,Bo)l2:), E(9(22, 7o) |i86), 2, cte]
x [(An(za') = E(f(21,P0)|zi) Bn (z‘))h—(::T)’ (Asn(z) - E(g(z2v7°)|3560)Bl.n(zi));(;16—°)'] ' }
+ Ra, ‘
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where R, = Ln,1 + Ln,2 + Ln 3 with

Loy = f Z Ix (2:)Go[E(f (21, Bo)|%:), E(9(22, 7o) |7i60), iy o] R 2(:),

=1

Ln,2 - \/_ ZIX(zc)V’l 2G [En(f(zlyﬁo)lzo)r E(gn(zZy 70)]'”16 )’ i, ao]

i=1

[(An(z'.) E(f(21,56)|2:) Bn (i) 77— ,(AJ,n(-'v-')—E(y(n,7o)|256o)BJ,n(zi));(-z%m] R (2:),

h(z;)

and L, 3 = 71: Yoty Ix(2i) Rn,1(2:) R 2(xi). Since each term within the summations of Ly, 1, Ly,2, and Ly 3

contains errors of higher orders: i.e., (An(z;) — A(:))?, etc, Proposition A1.5 implies, under the assumed
bandwidth rates in Assumptions 3 and 5, that L, ; converges to zero in probability for all I.
The remaining term can be analyzed as a U-statistic since

\/— E {Ix(zs)GO [E(f(zla ﬂo)lz:)’ E(y(22, 7o)|zu‘so), Zzi, ao]

=1

X V,1 2G[E(f(zl’ﬁ°)|zi) E(y(z'b 70)'17:'50); i, ao]

[(A (z‘) E(f(zl, ,Bo)lzs)Bn(zt)) h( ) , (.A] ,.(z;) - E(y(zz, 70)'3660)31,7;(3i))p(zli6°)] }

- f -1 3 S (U (05, 0m) + Ui,y ),

=1 j=1
where w; = (24, 2;),

Ul(wi,wj: an)
= Ix(-‘b‘i)Go [E(f(zl) ﬂo)'zi)) E(g(ZZ)‘YO)lxi&o):zi) ao] * V{[G[E(f(zliﬂo)lzi)’ E(g(zZ"yo)lzi‘so);zi) ao]

x (f(z1i,Bo) = E'(f(zl,ﬁo)|z,-))h(ii) aikK(”ia—nfj),

and

U2(‘wnwp n)
b IX(zt)GO [E(f(zl:ﬁo)lzs) E(g(z2:7o)|z 6 ),z,,ao] V G[E(f(zlyﬂo)lzi)’ E(g(z%‘yo)'zi&o))zhao]

1 zibo — z;6,
x (9236, %) — E(g(z2, 7,,)|z,a°))p(z._ i ().
E[Ui(w;, wj, a,)|w;] converges to zero for | = 1,2, but
nll»nc}o E[Ul(wj , Wy, a,.) |w,~]

= Ix(2:)Go[E(f(21, Bo)|2i), E(9(22,70)|2ibo ), i, o] - VIGIE(f(21,B5)2:), E(9(22,%0)|xibs), i, o)
X (f(zli;ﬂo) - E(f(zl)ﬁo)lzi))’

and

Jim E[Us(w;, wi, b)) wi]

N

= E{Ix(z)Go[E(f(zl,ﬂo)Iz), E(g(22,70)|260), %, o) - VoG[E(f (21, Bo)|z), E(g(22, ¥o)|280), T, o)

X (g(zz.',‘yo) - E(g(22a7°)|zi6°))'

2;60}
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The asymptotic distribution follows from the central limit theorem for U-statistics i in Proposition A1.6 of
Appendix 1 (see, also, Powell, Stock, and Stoker [1989]). Q.E.D.

Proof of Corollary 3.1: By the uniform law of large numbers of Appendix 1,

Qn(6) = - }: Ix(2:)G?[En(f (21, 8)|2:), zi,

1-1 )
converges in probability to Q*(f) = E (Ix(z)G?*[E(f(z1,P)|z),z,a]), uniformly in & € ©. Under our
identification condition, Q*(6) has a unique minimum at 6 = 6,. The consistency of fs follows from
the uniform convergence of Q,(#) to Q(#) and the unique minimum of Q*(#) being 6,. The asymptotic
distribution of 5 follows from Proposition 3.1 with C3(z) = 0. Q.E.D. '

Proof of Proposition 3.2 : Let

QFn(o) == Z IX(zt)(yt F[En(fl (Zl, ;B) Itt)) Eﬂ(g(z2) 7)'306)) i, a])2

i—l

and Q% (0) = + Y1) Ix(2:)(% — FEn(fi(21, B)l=:), E(9(22, 7)|2:6,6), 2:,]). Since
sup |QFn(6) — QFn ()]

<2sup |F[En(fi1(21, B)|2:), En(9(22,7)|2i6), 2i, @] — F[E(fi(z1,8)|%:), E(9(z3,7)|z:6, 0), z.,a]I- Ely.

a-l

+ ;‘;Pe |F2[Eu(fl (zlyﬂ)h‘i)’ Eﬂ(g(ZZ: “/)l-’ti&), zi;a] - F2[E(fl (21,ﬂ)lz.‘),E(g(Zz,‘y)|Z.’6, 9)’33‘)‘1]'

= OP(I):
QFn(0) converges in probability to QF,,(H) uniformly in # € ©. It is apparent that Q F.n(0) converges in
probability to Q%(6) uniformly in 0, where

Qr(0) = E(Ix (z)(y — F[E(f1(21,P)|z), E(9(22,7)|26,0), z,0])?).

Q3(8) is uniquely minimized at 6,. Therefore, 6, is consistent.
By a Taylor series expansion and the uniform convergence of the nonparametric regression and their
derivative functions,

V(4 - 0) = {E(Ix (2) Fo[E(f1(21, B,) ), E(3(22,% )| 260), 2, o]
x Fo' [E(fl(zl, Bo)lz), E(9(22, 70)I26:), 2, 00]) + 0p(1)}

\/— Z {IX(’::)FO [En(f1(21,80)lx:), En(9(22, Yo)|Zibo), %i, o]

=1
X (ys - F[En(fl (zlyﬂo)lfi)s En(y(zz »70) 'ziao ), zi, ao])} .
Let Ay n(zi) = (;_41)7 Yiwi f1(z5, Bo)K (ﬂ:ﬁ;) By similar arguments as in the proof of Proposition 3.2,

E {Ix(zs)FO[En(,fl(zla ﬁo)lzz) En(ﬂ(’h 7o)|3a50):znao]

i"l
X (y. F[En(fl(zh ﬂo)'za’): En(ﬂ("'?, 7o)|z:6o)aznao])}
Z {Ix (2:) Fo[E(f1(21, Bo )1 2:), E(9(22,7%) i85 ), 23, o]
l“l
x (% — F[E(f1(21,80)12:), E(9(22,%0)2i60), Ti, &) = V' 2 FIE(f1(21,B0)|2:), E(9(22, Yo)|Zib0), i, o)
X [(A1,u(-'ce) - E(fl(zl,ﬂo)lzs)Bn(zs')h—(la»(AJ,n(ze)'— E(g(22,70)|zibo )B;,n(z;))m]'} :
- D Bt ‘
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where w; = (i, 2;),

U(wt" wj, bﬂ) = IX (Zi)Fa [E(fl (zl ,ﬂo)lzi); E(g(z?y 70) |$,’6°),Ci ) ao]
x {6 V4P IB(u(e1, o) 22), Eo a2, 70) i) 0]

[(fi(216,80) = E(fi(=1, Bo) =) h(l )aik K(”‘;Ei ),

(9(22i,70) — E(g(22, 7o) |2ibo)) o(z 5o)bmJ(z'6o 2160)]}

As limn—, oo E[U(wi, w;, ba)|wi] = Ix (2:) Fo[E(f1(21, 8o )\ 2:) , E(9(22,70) |2i60), Zi, o€, and
"ILI{.IO E[U(w,- , Wy, b,.)|w.-]
= —Ix(z:)Fo[E(fi(21,B0)|%:), E(9(22, 70)|2ib0), Zi, @]
x V1 F[E(f1(21,B0)|2:), E(9(22, %0 )|2i6o), Zi, ato] - [f1(214, Bo) — E(f1(21, Bo)l:)]
- E{IX("’)FO[E(fl(Zl» Bo)|z), E(9(22,7%0)260), 2, o]

VaF[E(fi(21,80)]z), E(9(22,7)|z60), 2, o] :v.-6o}[y(Zz.-,‘ro) — E(g(22,70)|xib0)],

the asymptotic distribution of 64 follows from the U-statistic central limit theorem. Q.E.D.

Proof of Proposition 4.1: Let Qn.(f) = 231, Ix(z;)mGz[E,.(f(zl,ﬂ)|z,-),z,~,a]. By the
uniform law of large number with bandwidth (Proposition Al.1 of Appendix 1) under Assumption 6, &2(z;)
converge in probability to o2(z;) uniformly on X. It follows that w,(z;, 6) converges in probability to
v(z;) uniformly on X. Since X is compact and v(z) is continuous, v(z) is bounded away from zero on
X . Consequently, vn(z;, é) is bounded away from zero in probability on X, and sup, ¢ x m = Op(1).
These conditions imply : -

su _ 1 - |v(:!:.') - vn(ziaé)l
X |tz 0) 0G| X [o(:)alzs, B)]
< 0,(1) -st;p [v(2:) — vn(z, B)|
= Op(l).

Let Q; ,,(0) = LS Ix(z) o en) G2[E(f(zl,ﬂ)|z,), z;,a]. Then,

2 z 3':!.“a—;2 2 2),2; @
"( .’0)G [En(f( 1 )l !)1 i) ] v(l,‘)G [E(f( ]’ﬂ)l )’ , ]

< sup ——— |G (F(21,B)l50), 21, 6] — GUE(f (21, B)lm), 2, o

Xx© lvn(xn 0)'
X sup —IA-—
xx8 |vn(zs, 0)v(z;)|
= op(1).

sup 1Qn,w(8) — Q. (0)] < sup

GYE(f(n, B)l2s), 2, @] - |va(ai,6) — v(:)|

On the other hand, @7, ,(6) converges in probability to @,(6) uniformly on ©, where

Q@) =F (Ix(z)ﬁGzlE(f(n,ﬁ)lz),z,a]) .
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The consistency follows because 6, is the unique minimizer of Q3 (). The WSMD estimator satisfies the
first order condition:

Efx(z.) ( 0) Go [En(f(zl,ﬂ(éw)lzi)» zi,a(éw)] G [En(f(zlx ﬂ(éw»lzt)’ zi'a(éw)] =0.
i=1 'l l)
It follows by a Taylor series expansion that

E Ix(zi)— ( Go [Ena(f(21,P0)|2i), %i, o) G [En(f(21, Bo)|%:), Zi, o)

r—l UnlZi, )

(A 1@ ..( - o)Go [En(£(21,B)l2:), 26,] Gor [Enlf (21, B)li), 1,6

s-l

+ - E X(xs) ( )GOO’ [En(f(zl:ﬁ)'zl): g, a] G [En(f(zlxﬂ)lzt); zi, a] } \/_(001 - 00):

t°1

where 0 lies between 0.,, and 6,. The uniform law of large numbers with a bandwidth implies that
-1
Va(By ~8) = -{ (Ix(z) : )Go[E(f(zl,ﬂo)l-’t),z, &) Go,[E(f(zl,ﬂo)lz),z,aol) + o,,(l)}

\/— Z X(zt) ( GO[En(f(zlu ﬂo)lzs): Zs, ao] G[En(f(zly ﬂo)lzn); z;, ao]

i=1 Un(\Zs, )

By a Taylor expansion, - (:73 = v..(ze,o.) - (:i 5)8_%%4_.21(5 — 0,). Therefore,

n

izzx(z.-) (1 3 GBI G Bu)l). sl - GLB(1,u)) 10]

ZIx(z.) ,, o 5 C B (1, o)), 21, o] GIEW(S (21, Bo)lei) 23, ]

a—l

= 2 Y Gl Co, Bl il GelB(F o, Bl st el o s 22D 6,

l—l
E Ix(z:) ( e )Go[E,.(f(zl,ﬂo)lz,),z.,ao] GlEn(f(21,Bo)lzi), zi, 0] + 0p(1).
s-l UnlZi,

Denote

AP (z;) = £(25,80)f (25, Bo) K ,
DR 580K (272)

'Dn(2:) = (A}(24), B,.(z.),vec’[A(z)(z.)]),
and D(z;) = (A'(z:), B(z:), vec’[A®)(z;)]). By a Taylor expansion of V—G_"T w.r.t. Dp(z;) at D(z;),

”—m = v—l(z—; + Ry 3, where R, 3 = vﬁ"-'; ’,:“ (Dn(2i) — D(z:)), and Vpvn(z;, 8,) denotes the gradient
of v (2i,0,) w.r.t. D,(z;), evaluated at some point between Dy, (z;) and D(z;).
Combining the terms,

T L Ix(e) gy ColBn (21, B2, 23,0 - GLEn (FCen, B 2o
i=1 n sy Vo

= 75 2 e gy GoBU (1, BN, il VIGLEU e Bl i

X [An(2i) — E(f(21, Bo)|2:) Bn(:)] + R,

1
h(z.-)
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where RY) = ZLI Sn,1 with

Sut = —= ZIx( ) 7 CoBU a1, Bl 2l (20,

z-l

502= T 3 Tx(e0) VLG IBa(F a1, e 1 ] Un(a) = B(fCon o)) B o)y R (50
Sn,3= \/Lﬁ i[x(z;)ﬁ}zﬂ,l(ti)&ﬂ(zix

Sn,a = \/—ZIx(z.)Go[E(f(Znﬂo)Iz.),zs,ao] -VIGIE(f(21, Bo)|z:), %3, o]

=1

X [An(2:) = B(f(z1, Bo)|=:) Ba(20)] 3 )Rn 3(%i)s

Sn,5 = ZIx(x.)Go[E(f(Zl,ﬂo)I-’B.) i, ao]Rn 2(33)Rn 3(-’&);

s—l

Sn 6= \/- ZIX(:‘;)V’ G[En(f(zlyﬂo)lz:) Zzi, ao] [An(zs) E(f(zl;ﬂo)lz:)Bn(zc)] h( )Rn 1(3a)Rn 3(&):

i=1
and Sp7 = 7— 2‘_1 I x(:f:.)]itﬂ 1(2i)Rn 2(2:) Rn 3(2:). Smce all Sp1,1=1,.--,7, involve errors of higher

order terms, Proposition Al.5 implies that all of them converge in probablhty to zero. Using arguments
similar to those in the proof of Proposition 3.2, the result follows from Proposition A1.6. Q.E.D.
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Appendix 4 : SMD Estimation with Finite Restrictions

Suppose that z;, I = 1,.--, L, where L does not depend on n, are predetermined regressor vectors in
the interior of the support of z. With L equations, an SMD estimation procedure is

L
min Y G*[En(F(21,8(0)l=1), En(9(22,7(8)|:8(6)), 21, ()], (A4.1)
=1 .

As the points of z; are in the interior of the support of z, trimming of the regressors as in (2.12) is done
implicitly. Let L denote the SMD estimator from (A4.1). The identification of 6, requires the condition

that for any 4 # 6,,
G[E(f(zh ﬂ(o))lzl)) E(g(z2’ 7(0))13:16(0)’ 0)’ z, c'(0)] # 01

for some ! € {1,---,L}. The consistency of 6z follows from the uniform convergence of Sz () to SL(6),
where

L
SL,ﬂ(o) = ZGzlEn(f(zlyﬂ)Izl)y En(g(z21 7)'216),21,0],

=1

and Sp(0) = 2{;1 GYE(f(21,8)|z1), E(9(22,7)|%16,8), 21, @], uniformly on © as n goes to infinity and from
the identification condition.
The estimator 8y satisfies the first order condition:

L
Y GolEn(f(21,8(61))\1), En(g(z2, 7(6L))|216(8L)), z1,2(81 )]

=1
X G[En(f(21,B(6L))|21), En(9(22, 7(8L))|2:6(8L)), 21, (6L )] = 0.

By a mean value theorem applied twice to G,
nak (6 — 6,)

L -
= —{ X GolBa(£ (21, B)l21), Enlg(s2, 9)|216), 21, 81G o [En(f (21, B)le), En(o(z2, Dleif), 21,81}

=1

L : '
X E {Go[Eﬂ(f(zlaB)lxl)’ Eﬂ(g(z2» ?)'313))31’ a]Vll,zG[E”(f(zls ﬂ°)|zl): En(g(32;7o)|zl6o)’ z, ao]
=1

x (\/na[Ea(f(21, Bo)l21) = B(f(21,Bo)|21)], (ah /67 ) /nEZ[En(9 (22,70 )|2180) — E(9(22,%0)|2160)]) };
where 0 lies between 7, and ,, E,(- - -) lies between Ey(- --) and E(---), and V1,2G(: - -) denotes the gradient
vector of G w.r.t. to its first two vectors of arguments. It is well known from the nonparametric regression

estimation literature (see, e.g., Bierens [1987]) that, with a proper rate of convergence for a,, and a higher
order kernel to correct the bias,

Vnab(Ea(FCer, B)la0) = E(F o o)) 2 N (0, zs B, Bollen) = B e, ol [ K(wu),

and

V1P (En(9(22,%0)|2180) — E(9(22, o) |2160))
5N (o, F(i—l-)-[E(gz(zg, Yo)lz160) = EX(g(22,76)|2160)] / K’(u)du) .
Since G and Gy are continuous functions, ‘
VI,ZG[En(f(zl ’ é)lzl), Eﬂ(g(z'h;i)lzls): zi, &] L V1,2G[E(.f(zla ﬂo)lzl)y E(y(22, 70)'3160); z, ao],
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~ ~ k
and Gﬂ[Eﬂ(f(zly ﬂ)lzl)) En(g(22,';’)|1'16), xy, &] 1’ GD[E(f(zl,,Bo)Izl),E(y(32a70)|zl5o), zl,ao]- Asm < ka bg'v?t'
will go to zero as n goes to infinity. Consequently, /na - (éL —0,) 2N (0,9), where

L -1
= { > GolE(f (21, 85)|21), E(9(22,%0)|2180), 21, aa)Gor [E(f (21, Bo)|21), E(9( 22, Vo)l 2160 ), 21, ao]}

=1
L -1
x X {EGo[E(f(zl,ﬂo)Izz), E(9(22,70)|2185), 21, @o]Gor [E(f(zl,ﬂo)lzz),E(y(Zz,‘ro)Izz&o),zz,ao]} )
=1

and

L
£= / K(u)du- ; @Gow(f(zl,ﬂo)lzl), E(9(22,70) 2180, 21, ]

X VIIG[E(f(Zl:ﬂo)Izl)) E(g(zz, 70)'3160): i, ao]
x E[(f(21,80) — E(f(21,50)|21)) (f (21, 86) = E(f(21,0)|1))’ | 1]
x VAG[E(f(21, Bo)lz1), E(9(22, Yo)|2180), 71, 0to] - Gos[E(f (21, Bo)|21), E(9(22, Yo )|2160), 21, o]

The nonparametnc regression error En(g(22,70)|2180) — E(9(22,7,)|z18,) does not influence the asymptotic
distribution of Az. This is so, because z6, has a smaller dimension than z which usually implies that
the rate of convergence of E,(g(z2,7.)|zi6,) to E(g(z2,7,)|z16,) is faster than the rate of convergence
of En(f(21,0)|z1) to E(f(21,8,)|2:). The asymptotic distribution of dr is dommated by the stochastic
element with the slowest rate of convergence. The rate of convergence of O( — ) for 0y reflects the rate of

convergence of the nonparametric regression estimate E,(f(21,0)|z:).

The SMD estimation procedure in (A4.1) is an unweighted procedure. It is possible to derive a weighted
estimation procedure to improve its asymptotic efficiency. The weighted procedure is also useful for the
construction of a goodness-of-fit statistic. At each z;, define

va(21) = VAG[En(f(21, B) o), Ea(9(22,)|16), 21, a]—B”}—zl) |21, Bla) - B2(S(21, B)lz)]
X /Kz(u)du ) VIG[En(f(zl’ B)Izl)) En(g(ZZs:/)lzls)yzb &])

where B, (z;) is a kernel estimate of the density of z at z;, and the estimates &, 3, and § are evaluated at -
0r. The inverse of v,(z;) can be used as a weighting function in the following estimation procedure:

L

S‘é‘el v(z)

G*[En(f(21, B(0))l21), En(g(22,7(6))|x:8(6)), z1, o(0)]. (44.2)

Let 91,,‘,, denote the weighted SMD estimator from (A4.2). The estimator éL,w has the same rate of conver-

gence as the unweighted SMD estimator f, but is relatively more efficient: V/nak - (1., — 6,) 2.~ (0,9),
where

2= {12:_:,v(—il)‘GO[E(f(Zhﬂo)lzl),E(y(Zz,7o)|1‘15o), 21, 08]Go [E(f a1, Bo)la1), Ea(ea, 0 aibo) 1,0l
and
v(z1) = ViG[E(f (21, Bo)|21), E(9(22,76)|2160, 21, ao]ﬁ; [E(f*(21, Bolz1) — E*(f(21,B5)lz1))]
x [ Ku)du- ViGLE(S (o, Bolln), Bla(en, w)aib), a1, .
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The optimally weighted MD estimation procedure in Berkson [1944], Taylor [1953], etc., is also known
as a minimum-chi-square procedure because its minimized weighted objective function multiplied by its
corresponding sample size is asymptotically distributed chi-square with a degree of freedom equal to the
number of equations minus the number of restricted parameters. With a finite number of restrictions, the
semiparametric weighted MD estimation procedure (A4.2) is also a minimum chi-square procedure because

L

nand 5 (I,I)G’lEn(f(zl,ﬂ(éL,w))lzz), En(9(22,7(0L,0))|216(01.0)), 21, 201 )] = X*(L — dim).
=1 "

This result can be shown as follows. By a Taylor expansion of G at 6,

GIEn(f(21,8(01,0))|21), En(9(22,¥(0L,w))|216(8L,0)), 21,0(01 )]
= G[En(f(21, o) |21), En(9(22,%0)|2160), 21, @o] + Gor [En(f (21, B)|1), En(9(22, 7)1218), 21, 8] (L0 — 6c)
= V1,2G[En(£(21,80)\21), Ea(g(22, Yo )|2150), 21, o]
X [En(f(21,B0)21) = E(f(21, Bo)|21), En(9(23,70)|2180) — E(g(22, ¥o)lz160))'
+ Go[En(f (21, B)|21), En(9(22,7)|218), 1, &) (0,0 — 65).

As the nonparametric regression functions converge in probability to their limiting functions, it follows that

nak G[En (f(21,8(6L,0))|21), En(9(22, 701,0))18(BL w)), 71, a(fL.w)]
= V;G[E(f(zla ﬂo)lzl), E(g(z2: 70)'3160): zy, ao] naﬁ (En(f(zl yﬂo)lzl) - E(f(zlxﬂo)lzi))
+ Gy [E(f(zl)ﬂo)lzl)’ E(g(2‘2, Yo )13160)731) (10] naﬁ(équ - 90) + 0}’(1)'

Let G be a vector of dimension L with its /th element being

GlEn(f(21,B(0L,w))|21), En(9(22, 7(0Lw))|2:8(6L 2)), 21,2(01,0)).

Let G ¢ be the L x dim@ matrix of the derivatives of G w.r.t. 6’. Let H, be a vector of dimen-
sion L with its Ith clement being ViGE(f(z1, B )la1), E(9(22,% ) lein), 21, ato]n/mak(En (f(z1, B0)l21) —
E(f(21,B)|1)). Finally, let V be an L x L diagonal matrix with elements v(z;), = 1,---,L. In terms of
these matrices and vectors, \/nakGL = Hp + GL o - /nak (6L — 0,) + 0,(1). Since \/nak(fz., — 6,) =
—{GL,V~'GLe} 1GLeV " H, + 0,(1), it follows that \/natGy = VV2MV~-Y2H, where M = I —
V-Y2GyL 9{GL,eV G} 'GL ¢V ~1/2, which is an idempotent matrix with rank (L — dim#). The result
follows because nafGL V-G = H,V~Y/2MV-1/2H,, and V~-1/2H, is asymptotically normal N (0, I).
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