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Abstract

This note concerns an asymptotic distribution result from the literature on nonlin-
ear estimation in the presence of integrated variables. It points out a way of strength-
ening local asymptotic distribution results from the literature towards results that hold
for the global minimizer of the criterion function. An asymptotic distribution result
for the global minimizer that assumes that a convergence rate for the global minimizer
is in evidence is stated, and applied to nonstationary nonlinear least squares.
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1 Introduction

Let Qr(+) : R? — R denote a random function and let 6 denote the (global) minimizer of
this criterion function over a parameter space ©. Let Sr(6) and Hr(0) denote (0/060)Qr(6)
and (0?/0000")Qr(0) respectively, and let |M| for any matrix M denote (tr(M'M))Y/2.

In the literature on nonlinear minimization estimators (e.g. Park and Phillips (2001)), it
has been argued that for the existence of a sequence of local minimizers ¢} that follow the
standard asymptotic distribution results, the following two conditions suffice, in addition to
standard requirements of compactness of the parameter space, measurability and continuity,
and the true parameter not being located on the boundary of the parameter space:

1. (D;l/QHT(QO)D;l/z, D;l/ZST(Og)) LN (Ao, Jo) where Ay is positive definite with prob-
ability one;

2. maxyy |Cp 2 (Hr(00)— Hr(0))C7 2| = 0,(1), where N = {0 € © : [C/*(6—00)| < 1}.

This reasoning is based on Wooldridge (1994), Theorem 8.1 and 10.1. Here Cr and Dy are
deterministic diagonal matrices of dimension (p X p) such that Cr; — oo and Dp;; — oo for
1=1,...,p, and C’TD;1 — 0 as T — oo. In standard estimation theory for minimization
estimators involving averages of i.i.d. random variables, we would typically choose Dy = T'],,,
where [, denotes the (p x p) identity matrix.

Asymptotic results for a sequence of local minimizers have a long history in statistics;
Cramer (1946) already formulated results for local minimizers. Such results leave the problem
that in a practical situation for a given sample, one does not know which local minimizer is
the one for which the asymptotic distribution behavior has been determined.

In this note, it is argued that in the absence of global convexity of the objective function,
an assumption of the type C’%/ (0 —6,) = O,(1) can be added to our list of key assumptions
in order to additionally obtain limit theory for the global minimizer 6. Note that in the case
of a probit or ordered probit model (see Park and Phillips (2000), Hu and Phillips (2004)
and Phillips, Jin and Hu (2005)), the global concavity of the loglikelihood ensures that the
minimizer is necessarily unique, implying that a local minizer necessarily equals the global
minimizer. See Pratt (1981) for a proof of this concavity result.

An earlier version of this note had a detailed example in which the global minimizer
of an objective function was O,(T~'/3), while a sequence of local minimizers 6 satisfied

TV2(0: — 6) —% N(0,1).

2 A limit theorem for minimization estimators

This section establishes the result alluded to in the Introduction:



Theorem 1 Let {Qr : W x O — R, T = 1,2,...} be a sequence of objective functions
defined on the data space W and the parameter space 8 C RP. Assume that

1. © is compact and 0y € int(O);

2. Qr(-,-) satisfies the standard measurability and second order differentiability conditions

onWx0,T=12...;

3. For sequences of positive definite diagonal matrices Cp and Dy such that CrD5' — 0
as T — oo and Cry; — oo foralli=1,...,p,

sup | Cr Y (Hz(60) — Hr(0))Cr | = 0,(1)

where NO = {0 € © : |C/*(0 — 0,)| < 1}

4. (D;l/QHT(HO)D;lﬂ, D;1/2ST(60)) N (Ao, Jo) where Ay is positive definite with prob-
ability one;

5. Cy% (0 —0)) = 0,(1).
Then
D260 - 00) — A" Jo.

The proofs of the theorems of this note are given in the Appendix. Theorem 1 has a simple
proof and should not considered new, because it only uses well-known arguments and uses
a simple reordering of the various objects using the C7 and Dr matrices.

The above result means that wherever the “local minimizer” reasoning (as outlined in the
Introduction) was applied, addition of the regularity condition that C}/ Q(é —0p) = O,(1) is
sufficient in order to obtain asymptotic distribution results for the global minimum. However,
this condition is a strengthened version of a consistency result, and is not necessarily easy
to obtain.

3 Nonlinear nonstationary least squares

As in Park and Phillips (2001), in this section we consider the nonlinear regression model
Yy = g(zy, 0) +&; where z, is an integrated process, and ¢, is a martingale difference sequence.
We study the nonlinear least square estimator

T
f = argming g Z(yt — g2, 0))2.

t=1



In order to derive convergence rates for nonlinear least squares estimators, we use the fol-
lowing result. This result is a simple adaptation of a classical result that is used to show
consistency of nonlinear least squares estimators if optimization is not over a compact set,
but over the entire real line; see Potscher and Prucha (1997) for a discussion. Below, as in
Park and Phillips (2001), ¢(-, -) denotes (9/00)g(x:,0).

Theorem 2 Define Ar = Zthl infyco |g(2¢,0)]* and By = supye | Zthl etd(xe, 0)|. If mp
is a strictly positive deterministic sequence such that my — 0 and Br/(mrAr) = O,(1),
then mz' (0 — 6p) = O,(1).

The above result is potentially restrictive, but can be used to establish a convergence rate
for the nonlinear least squares estimator. By combining Theorems 1 and 2, it now follows
that the limit theory as established in Park and Phillips (2001) also holds for the global
minimizer of the objective function.

3.1 The integrable function case

If g(x,-) is integrable over x for any 6, we suggest the addition of the following assumptions
to those imposed by Park and Phillips (2001):
Assumption 1 infyeg |§(z,0)|* is a well-defined function of z,
T ]
-1/2 . . 9 d . . 2
TS int gl O - 201,0) [ int [9(s,6)ds >

— — 00

and

T
sup| D evg(e,0)] = O,(TH1).
2 Rt

While the first assumption seems not very strict, it may be complicated to derive the second
assumption. Given Assumption 1, an application of Theorem 2 now gives the convergence
rate for the least squares estimator:

Corollary 1 Under Assumption 1, TV*(6 — 6,) = O,(1).

Corollaries 1 and 2 (below) are straightforward to prove from Theorem 2.

The above corollary establishes the correct convergence rate for the nonlinear least squares
estimator for the integrable case. Since in Park and Phillips (2001) condition 2 of the
Introduction has been verified for some Cr sequence that is o(7/*), it follows from Theorem
1 that the extra conditions of Assumption 1 suffice for showing that the limit theory of Park
and Phillips (2001) holds for the global minimizer of the objective function.
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3.2 The asymptotically homogeneous case

The treatment of Park and Phillips (2001) of the case where g(-, ) is asymptotically homoge-
neous rests on the notion that as A — oo, g(Ax,0) = v(\)H(x, ). The following assumption
therefore appears natural in this setting:

Assumption 2 infycg |§(z,0)|? is a well-defined function of z, for some X\ > 0,
T
(12 —=2—1 : . 2
P(TH2)=2T ;:1: inf [g(.,0) %/ inf (AW (7). 0)%dr > 0,

and

Corollary 2 Under Assumption 2, v(T"/2)T'2(0 — 6y) = O,(1).

The above result also establishes the correct convergence rate. Therefore, similarly to the
integrable case, it follows that under Assumption 2, the results of Park and Philips (2001)
for the asymptotically homogeneous case also hold for the global minimizer of the objective
function.
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Appendix: Mathematical Proofs

Proof of Theorem 1:

Because Cr;; — ccasT — oo fori=1,...,p, 0 will eventually be inside an open neighbor-
hood of 6, that lies inside © with arbitrarily large probability by Assumption 1.5, implying
that with arbitrarily large probability, for some mean value 0, using the usual convention of
ignoring the dependence of § on its location in the vector,

0= D;"2Sp(8) = D7"*Sr(60) + (D3> Hr(00) D7 *)Cy* (6 — 6o)
(D OO (Hr(8) — He(80))C7 )T (0 — 60).
Because C’%/ ?(0 — 0y) = O,(1) by assumption and because Cr D7 — 0, it follows that if
O 2 (Hr(0) — Hr(60))Cr ' = 0,(1),

the theorem is complete. Because C’;/ 2\5 — 6p| < 1 with probability approaching to one as
T — oo, the result follows from our assumption on Hrp(-). 0

Proof of Theorem 2:
Note that

P(mz;'|0 — 6| > K)



< P( inf Qr(0) < Qr(6))

0€0:10—00|>Kmr

=P(_inf {2 " eylgla, bo) — g(wr,0) + D (9(w1,60) — g(1,6))*} < 0)

0€0:10—0|>Kmr Pl

T T
< Pt {720 =Oolsup |3 Seig(on, O +10 = ol 3 inf |g(re, 0)[7} < 0)
t=1 t=1

0€0:|0—0|>Kmr

= P( inf {=2]0 — 6o| Br + |0 — 04> Ar} <0).

0€0:|0—00|>Kmy

The latter expression is minimal for |§ — 0y| = Kmy if Kmgy > Br/Ar. However

lim limsup P(Kmr < Br/Ar) =0

K—oo 7.

because Br/(mrAr) = Op,(1), implying that for all K >0
P(mz'10 = 6o > K)
< P(Kmy < Bp/Ar) + P(m7!0 — 6] > K N Kmy > Br/Ar)
< P(Kmp < Bp/Ar) + P(=2BrKmg + (Kmy)*Ar < 0)
= P(Kmy < Br/Ar) + P(=2Br + KmqAr < 0)
< 2P(Br/(mrAr) > K/2).

The result now follows by taking limits as 7' — oo and K — oo respectively.



