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Abstract

High dimensional nonstationary time series have been increasingly utilized for macroe-
conomic prediction, and the degrees of persistence usually vary among predictors. This
paper devises a LASSO-based inference for high dimensional predictive regression with
a wide class of persistent regressors, where the dimension of parameters of interest is
allowed to exceed the sample size. We first establish the consistency of LASSO under
mixed roots based on a new restricted eigenvalue condition of the Gram matrix. By
virtue of bias-corrected LASSO estimators with the IVX instrumentation, we develop
an IVX-desparsified-maximum (XDM) test that is robust to mixed degrees of persis-
tence. Leveraging a Gaussian coupling result of martingales, we show that the XDM
test asymptotically achieves the predetermined size and enjoys high power in detecting
sparse alternatives. We apply the XDM test to validate the predictability of U.S. infla-

tion with high dimensional macroeconomic data.
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“.. the ongoing interest in econometrics in uniform procedures of inference, the challenges
presented by multiple predictors, and the pitfalls pointed out wn the current contribution,
there is substantial need for continuing econometric research on methods of inference that
can cope with potential nonstationarities in many regressors, control size, and deliver good
discriminatory power in detecting predictability. ”

— Phillips, Peter C. B. "On confidence intervals for autoregressive roots and predictive

regression." Econometrica 82.3 (2014): 1177-1195.

1 Introduction

The unprecedented burgeon of machine learning has reformed economic and financial studies
in the modern big data era. Economists benefit from far-reaching toolkits to cope with
high dimensional data, with LASSO (Tibshirani, 1996) being one of the most commonly
used approaches. Machine learning extensively impacts multiple research topics of economic
and financial prediction with high dimensional data, including macroeconomic forecasting
(Smeekes and Wijler, 2018; Giannone et al., 2021; Medeiros et al., 2021; Babii et al., 2022;
Goulet Coulombe et al., 2022), and empirical asset pricing (Feng et al., 2020; Gu et al., 2020).

Machine learning theory in regression models has been springing up for independently and
identically distributed (i.i.d.) and weakly dependent data, where the number of regressors
(p) is allowed to be larger than the sample size (n). Nevertheless, these theoretical results
are inapplicable for highly persistent time series in macroeconomic and financial prediction.
Persistent time series, though common in empirical applications, possess peculiar asymptotic
properties that substantially complicate estimation and inference. The complexity is further
entangled when the persistent time series are of high dimension.

This paper makes advancement in the linear predictive regression model
p
yt:ZIj,tflﬁ;—’—ut’ t:1727"'7n (1)
j=1

under the p > n regime. The regressors modeled as the autoregression of order one (AR(1)),
given by z;; = pjr;i1 + €y, are allowed to be highly persistent. Our contributions are
twofold: (i) taking mized root regressors into account, and (ii) developing a procedure of
simultaneous inference for any subset of coefficients where high dimensionality is allowed.
To the best of our knowledge, this paper is the first to address these two issues when p > n.

Recent literature has witnessed theoretical progresses for the model (1) when persistent
regressors are exact unit roots with the AR coefficient pj = 1. In this framework, Mei and
Shi (2024, MS hereafter) established the consistency of standardized LASSO (Slasso) where
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the regressors are normalized by their sample standard deviations (s.d.). Built upon the
consistency of Slasso, Gao et al. (2024, GLMS hereafter) developed a tool of hypothesis
testing called IVX-Desparsified LASSO (XDlasso) for a scalar coefficient of interest.

These important progresses are still insufficient to cover the practical applications. First,
the unit root is not adequate to model nonstationary time series in the real world, since
the persistence is usually heterogeneous among variables. The popular FRED-MD database
(McCracken and Ng, 2016) of U.S. macroeconomic time series offers a typical example. Figure
1 plots representative variables from the FRED-MD database. The patterns of trends in these
time series are visibly distinctive. We therefore generalize the previous unit roots by allowing
p; in the AR(1) process x;; = piTii—1 + €54 to be close but not exactly equal to one, and
heterogeneous among all j. This setup, called the mized root in the literature (Phillips and
Lee, 2016; Lee et al., 2022), consolidates the theory and broadens the applicability of LASSO
and its variants.

Second, researchers are often interested in inference for multiple regressors with the joint
null hypothesis

Ho : 8; = By for all j € Z (2)

where Z is an arbitrary subset of {1,2,...,p} and allowed to be large. The global null hy-
pothesis Hp : f; = 0 for all j =1,2,...,p is commonly used to test the predictability of the
outcome 7; by all observed predictors. Simultaneous inference for a subset of coefficients is
also empirically oriented, allowing us to simultaneously test the predictability of a category of
predictors. For instance, on account of the background of the Phillips Curve (Phillips, 1958),
the predictability of inflation by unemployment rate is one of the central topics in macroeco-
nomics (Stock and Watson, 1999; Groen et al., 2013). Nevertheless, the unemployment rate
is just one measurement of the labor market, and FRED-MD includes other indicators. The
simultaneous test provides a tool to infer if any of the high dimensional indicators of labor
market has predictive power for inflation, which complements the classical wisdom. The
simultaneous inference enables us to test the significance of predictive power for any subset
of regressors, thereby enriching the empirical studies with high dimensional regressors from
a multitude of perspectives. See Section 5 for illustrative examples.

To achieve the aforementioned two goals, we first establish the consistency of Slasso for
mixed root regressors. The main challenges fall into the restricted eigenvalue (RE) condition
for the Gram matrix of mixed roots, which is a pivotal property that commands LASSO’s
behavior (Bickel et al., 2009). When the AR(1) coefficient p; converges to one as n — oo, the
regressor x;; is not strongly mixing and therefore the concentration inequalities for weakly
dependent time series (Merlevede et al., 2011) do not apply. In particular, when x;, is

local unit root with pj = 1+ O(n™'), the sample s.d. of z;, converges in distribution to
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a peculiar random variable. Therefore, the Gram matrix does not concentrate around any
deterministic matrix. The local unit root is more involved than the pure unit root with
p; = 1 considered in MS and GLMS, where z;; has a partial sum representation > <t €is
that simplifies theoretical derivations. We tackle the complexity of mixed roots and deduce
the RE condition, yielding novel LASSO convergence rates distinguished from the previous
works.

For simultaneous inference in high dimensional linear models, the off-the-shelf method
is the maximum test by Zhang and Cheng (2017). It consists of the desparsified LASSO
(Dlasso) that removes the shrinkage bias from LASSO penalty (Zhang and Zhang, 2014), and
the multiplier bootstrap founded on Gaussian coupling theory (Chernozhukov et al., 2013;
Chang et al., 2024). The theoretical foundation of Dlasso is ruined by persistent regressors,
as the famous Stambaugh bias (Stambaugh, 1999) deviates the asymptotic distribution from
normality. We thus propose a two-step testing procedure, named as the I'VX-desparsified-
mazimum (XDM) test for the null hypothesis (2). First, we construct XDlasso estimators
by GMLS for each coefficient of interest. The XDlasso by GLMS fuses the wisdom of the
desparsified LASSO (Zhang and Zhang, 2014, Dlasso) that removes the shrinkage bias from
LASSO penalty, and IVX (Phillips and Magdalinos, 2009) that removes the Stambaugh bias
caused by high persistence. Second, we reject the null hypothesis if the maximum absolute
value of the XDlasso t-statistics exceeds a critical value from the multiplier bootstrap.

Our XDM test is not a stack of ready-made components. Instead, it depends on a deep
understanding of the asymptotic properties of persistent regressors, and the reconstruction of
the theoretical foundation for XDlasso in the new scenario of high dimensional mixed roots.
Persistent regressors invalidate Gaussian coupling theories designated for cross-sectional and
weakly dependent data. Adopting the Gaussian approximation theory for martingales by Hall
and Heyde (1980) and Belloni and Oliveira (2018), we exploit a high dimensional central limit
theorem for XDlasso when the regressors violate the common assumption of weak dependence.
We further show that the XDM test enjoys a correct asymptotic size and good discriminatory
power in sparse alternatives. Similar to the classical IVX in low dimensions, the XDM test
can detect local alternatives of order 1/4/n for stationary regressors, and higher orders for
persistent regressors.

We apply our XDM test to the FRED-MD database to infer the predictability of inflation
using high dimensional macroeconomic time series. We discover that time series of output
and income, labor market, money and credit, interest rate and exchange rate, prices, and
stock market have significant predictive power for future inflation. The predictive power is
more significant after the global financial crisis starting in late 2007. We further point out

that the predictive power is strengthened by the inclusion of further lags of the predictors.



Literature review. Our work contributes to the literature of predictive regression.
Non-standard asymptotic distribution caused by persistent regressors disables standard in-
ference (Campbell and Yogo, 2006; Jansson and Moreira, 2006). Multiple solutions have been
proposed for valid inference; see GLMS for a more comprehensive literature review. Phillips
and Magdalinos (2009)’s IVX estimator enjoys the asymptotic normal distribution, enabling
valid inference with a standard ¢-statistic for time series mean regressions (Kostakis et al.,
2015, 2018; Phillips and Lee, 2013, 2016; Yang et al., 2020; Demetrescu et al., 2023), quan-
tile regressions (Lee, 2016; Fan and Lee, 2019; Cai et al., 2023; Liu et al., 2023), and panel
predictive regressions (Liao et al., 2024). The predictive regression also links to the recently
intensive development of local projection in dynamic models (Jorda, 2005; Montiel Olea and
Plagborg-Mgller, 2021; Plagborg-Mgller and Wolf, 2021; Mei et al., 2023; Li et al., 2024),
with a main focus on weakly dependent data and low dimensions.

As Phillips (2014) pointed out in the Conclusion, econometric analysis of predictive re-
gressions is challenging under multiple predictors, which is further complicated by the modern
data-rich environment. A strand of recent works (Koo et al., 2020; Smeekes and Wijler, 2021;
Phillips and Kheifets, 2024) has studied predictive regressions when the number of persistent
regressors is allowed to grow with but far less than the sample size. Other papers discussed
unit root test (Zhang et al., 2018), cointegration test (Onatski and Wang, 2018; Zhang et al.,
2019; Bykhovskaya and Gorin, 2022, 2024), and factor analysis (Onatski and Wang, 2021),
were also focused on the p < n regime. After MS and GLMS, our paper is another stepping
stone to understand predictive regressions with high dimensional nonstationary time series
under p > n.

Inference by desparsified LASSO, since its inception a decade ago (Javanmard and Mon-
tanari, 2014; van de Geer et al., 2014; Zhang and Zhang, 2014), has been widely used in high
dimensional models. Its popularity recently spreads to various econometric topics, including
cross-sectional data (Gold et al., 2020; Fan et al., 2023, 2024) and time series regression
(Chernozhukov et al., 2021; Adamek et al., 2023; Babii et al., 2024). Other machine learn-
ing techniques have been also used in various topics of time series, including cycle-trend
decomposition (Phillips and Shi, 2021; Mei et al., 2024), cointegration (Lee et al., 2022),
structural changes (Tu and Xie, 2023), and time-varying models (Yousuf and Ng, 2021). Re-
cent advancements in machine learning have also witnessed applications in multiple topics of
econometrics, such as instrumental variables (Belloni et al., 2012, 2014, 2022; Fan and Liao,
2014), moment equalities (Newey and Windmeijer, 2009; Cheng and Liao, 2015; Shi, 2016;
Chang et al., 2018, 2021), to name a few.

Layout. The remainder of this paper is organized as follows. Section 2 instructs the high

dimensional predictive regression with mixed root regressors, and establishes the consistency



of Slasso. Section 3 proposes the XDM test and justifies its asymptotic size and power
properties. Section 4 includes the Monte Carlo simulations to demonstrate the empirical size
and power of the XDM test. Section 5 applies XDM to test predictability of the U.S. inflation.
Section 6 concludes the paper. Technical proofs are neglected to Online Appendices.
Notations. We set up the notations before formal discussions. We define 1{-} as the
indicator function, and A as the difference operator so that Ax; = x;—x;_1. The set of natural
numbers, integers, and real numbers are denoted as N, Z, and R, respectively. For some n €
N, the integer set {1,2,--- ,n} is denoted as [n], and the space of n-dimensional real-number
vectors is denoted as R". For = (x)ie[n) € R, the Lo-norm is |jz||, = >}, 1 {z; # 0},
the Ly-norm is |zl|, = />, 27, the Li-norm is ||z]|, = Y.}, ||, and the sup-norm is
|2]|cc = supyep [2¢|. Let 0, be an n x 1 zero vector, and 1, be an n x 1 vector of ones.
For a generic matrix B, let B;; be the (i,7)-th element, and B' be its transpose. Let
| Blloo = max; ; |Bjj|, and Apin(B) and Ayax(B) be the minimum and maximum eigenvalues,
respectively. Define a A b := min{a, b}, and a V b := max{a,b}. An absolute constant is a
positive, finite constant that is invariant with the sample size. The abbreviation “w.p.a.1”
is short for “with probability approaching one”. We use = and 4 to denote convergence
in probability and in distribution, respectively. For any time series {a;}},, we use a to
denote its sample mean n~' Y "  a;. For any time series {a;} and {b;}, we say they are

asymptotically uncorrelated if their sample correlation coefficient \/zn—z%l(at;gl:z = 50
t=11at—a t=10t—

as n — oo. Finally, we use “A ® B” to denote the Kronecker product of matrices A and B.

2 LASSO for High Dimensional Mixed Roots

2.1 Predictive Regression

The linear predictive regression (1) can be written as the following form:
yt:$:_15*+ut7 t=1,2,...,n, (3)

where z; = (214, .. ., azm)T is a p-dimensional vector of regressors, and u; is a stationary error
term.! We formally set up the AR(1) model for the regressors as

*

Tje = P;Tie1+ €, p; =1+ n_ia (4)

'We omit the intercept for simplicity of exposition. As MS pointed out, in LASSO the intercept can be
handled by the well-known Frisch-Waugh-Lovell theorem.



for 5 =1,2,...,p, where e;; is a stationary innovation. For simplicity, let the initial value
| Zt=0]|coc = Op(1). We allow for serial correlation in the weakly dependent e;;, thereby ac-
commodating misspecification of the AR process (4).

The AR(1) coefficient p; measures the persistence of z;;, determined by the sample size
n, the real number ¢}, and the indicator 7; = 0 or 1. In particular, the absolute constant ~;
determines the stochastic order and asymptotic distribution of x;,. We call «y; the degree of
persistence of x;,. Our general framework allows for a wide range of persistence, capturing
the heterogeneous dynamic patterns of high dimensional macroeconomic data. The following

categories of regressors are considered:
(a) Stationary (ST): v; = 0 and —2 + € < ¢ < —e for some fixed small constant € € (0, 1).
(b) Locally integrated (LI): 7; = 1 and ¢} < 0.
(¢) Unit root (UR): v; =1 and ¢} = 0.
(d) Locally explosive (LE): v; = 1 and ¢} > 0.

The latter three cases share similarities in asymptotic properties and thus can be unified
into the same category, called local unit root (LUR). The LUR setup subsumes persistent
regressors in reality with p} close but not exactly equal to one.

Let G = {j € [p] : v; = 1} collect the integers that index the locations of LUR
regressors, and G = {j € [p] : 7; = 0} include the indexes for stationary regressors. Define
the size of each group as p; = |GV| and py = |G®)|. Without loss of generality, suppose that
G =1{1,2,....p1} and GO = {p; +1,p; +2,...,p}. For k = 0,1, let pF)* = (B7) jegm,
xik) = (%)) jegm, and egk) = (€jt)jegm denote the subvectors of coefficients and time series
indexed by G®. Further define the diagonal matrix C*) = diag({c;},cgw ). Then the data

generating processes (3) and (4) can be written as

yo = a7 8O 4 DT g0 4y, (5)

() C¥N\ w | w
T, = [pk —+ F Ty T €, k= 0, 1. (6)

The index s = ||3*||o characterizes the sparsity of the model. Throughout this paper, we take
the number of regressors p = p (n) and the sparsity index s = s (n) as deterministic functions
of the sample size n. In formal asymptotic statements, we explicitly send the sample size n
to infinity, and always assume p(n) — oo with n — oo while s(n) is allowed to be either

fixed or divergent.



2.2 Slasso

Define the sample standard deviations (s.d.) of the regressors as

n

D (@i — 7).

t=1

O'j:

S|

We consider the standardized LASSO (Slasso) estimator

p° = arg min {n D —wliB) + AHDﬁul} . (7)
t=1
where the diagonal matrix D = diag (71,04, ...,0,) stores the sample s.d. of the variables.

Slasso is scale-invariant in the sense that if the regressor z;; is multiplied by a nonzero
constant m, the estimator changes proportionally into B]S /m. The magnitude of mixed root
regressors vary among different degrees of persistence. The standardization renders the scales
of all regressors into the same stochastic order of O,(1), for which the same tuning param-
eter A is valid for all regressors with various degrees of persistence. In contrast, the plain
LASSO (Plasso) with the matrix D in (7) replaced by the identity matrix is expected to be
inconsistent. Plasso favors the LUR regressors of a larger order, and shrinks the coefficients
of stationary regressors with a smaller order all the way to zero.

The consistency of Slasso is founded on two building blocks. The first one, which is essen-
tial and challenging, is the RE condition of the Gram matrix of the standardized regressors.
For any L > 1, the restricted eigenvalue of any p X p matrix X is defined as

T -1y -1
where R(L,s) = {0 € RP\{0,} : [|0mellr < L||dml1, for all M| < s}. The generic matrix

H is a placeholder and varies in different contexts. Let S = St w1z, /n be the sample

Gram matrix of all regressors. In the context of Slasso, we consider ¥ = Sand H=D
along with the scale standardization in (7). The choice of the constant L is related to the
procedures of technical proofs and does not impact the rate of convergence. Following the
common practice (Bickel et al., 2009; Mei and Shi, 2024), we set L. = 3 as a convenient choice,
and simplify the notation as kp = & D(i 3,s). The quantity Kp appears at the denominator
of Slasso’s convergence rates, according to Lemma 1 in MS. Therefore, a rate that bounds
kp away from zero is essential for the consistency of Slasso.

The second condition for Slasso’s consistency is the deviation bound (DB) of the cross-



product between the error term wu; in (3) and the standardized regressors. The theoretical
order of the tuning parameter A must be no smaller than that of ||[n™!' >~ | D™ 2y ju4]| o to
avoid overfitting. On the other hand, an excessively large A\ causes over shrinkage and dam-
ages consistency. A tight upper bound of |[n™' > 7" | D™ 2, 1| is therefore indispensable.

Next, we establish the RE and DB conditions for high dimensional mixed roots, and

leverage them to derive the convergence rates of Slasso.

2.3 Consistency of Slasso

The assumptions in this paper, though sharing similarities with those in MS and GLMS, are
tailored to accommodate mixed roots. We first state our assumptions, and then compare
them to those in GLMS. Define e; = (e14, €4, - - ,em)T. We assume that the stationary

high dimensional vector e; is generated by a linear transformation of independent innovations

et = (€5.0)jep)’
€t = q)gt (9)

where @ is a p X p deterministic matrix. Let F; denote the o-field generated by {us, &5} s<t-

Assumption 1. Suppose that u; and €, are strictly stationary and ergodic. Moreover, u; is a
martingale difference sequence (m.d.s.) such that E (us|Fi—1) = 0 and E(u2|F_1) = 02 > 0.
There exist absolute constants C,,, b, C., and b, such that for allt € Z and a > 0,

Pr (|us| > a) < Cyexp(—a/by), (10)
Pr(leji| > a) < Cexp(—a/b.), (11)
for all j € [p|. Furthermore, {€;:}iez and {€v4}1ez are independent for all j # .

For any two o-fields A and B, define a(A, B) = supc 4 pes | Pr (AN B) — Pr(A) Pr(B)|

and a(d) = sup,ey (o ({ur, €t bi<s), o({Ut, €t besstd))-

Assumption 2. There exists absolute constants C,, ¢, v, and c. such that
a(d) < Chexp(—c,d), VdeZ, (12)
and E [Zf;foo €k,t€k,t,d} > c. for any k € [p].

Define ) = ®® " where ® has appeared in (9).

Assumption 3. There are absolute constants cy, Co and C, such that: (a) cp < Apin(PP ") <
Amax (PPT) < Co; (b) maxjepy) 3 op_; |yl < Cr.
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Assumption 4. There exist some absolute constants v > 0 and £ € (0,1/8) such that: (a)
p=0(n"); (b) s =0Mn3EAp=¢).

Assumption 5. There exist absolute constants e € (0,1) and ¢ > 0, such that the parameters
{ejtiew in (4) satisfy: (a) ¢; € (=2 +¢,—¢€) when v; =0, (b) ¢; € [~¢,¢] when v; = 1.

Assumptions 1-3 are the same as those in GMLS. Assumption 1 imposes the exponential
tails of the innovations u; and €;,;. Assumption 2 characterizes the weak dependence property
by the a-mixing coefficient of the stationary innovations, and imposes a lower bound on
the long-run variance. Assumption 3 bounds the eigenvalues and column L; norm of the
covariance matrix of e;. Under the transformation (9), these bounds come into effect on both
the short-run and long-run covariance matrices of e;. These assumptions are common in the
literature of high dimensional models and time series regression.

Assumption 4(a) follows GLMS to admit the growth of variable dimension p at an ar-
bitrary fast polynomial rate of n; an exponential growth rate is allowed with additional
complexity. Assumption 4(b) restricts the sparsity index by s = o(n'/®). The sparsity con-
dition can be relaxed to s = o(n'/?) if we follow MS to assume that the innovations (e;;);ep)
are linear processes with i.i.d. shocks and exponentially decaying coefficients, but s = o(nl/ 8)
is indispensable for hypothesis testing; see Assumption 4’ in Section 3.3.

For mixed roots, we additionally impose Assumption 5 on the parameter ¢ to demarcate
different degrees of persistence. Part (a) bounds the AR coefficients of stationary regressors
away from —1 and 1; Part (b) bounds [c}| from above for LURs, accommodating ¢} = 0 for

unit roots.

Remark 1. In Assumption 1, the m.d.s. assumption of u; and the conditional homoskedasticity
condition for the error term wu; of the main regression (3) are not necessary for LASSO
consistency, but required for inference. See Remarks 2-4 of GLMS for justifications and

possible generalizations.

2.3.1 Restricted Eigenvalue

The coexistence of stationary regressors and LURs complicates the derivations of restricted
eigenvalues. Fortunately, mixed root regressors have a convenient property: LUR and sta-
tionary regressors are asymptotically uncorrelated. Therefore, after standardization by the
sample s.d. of the regressors, the Gram matrix S is approximated by the following block-

diagonal matrix

A= diag (i(o)’ i(l)) ,

where for k = 0,1, S®) = p 3" 2™ 2® " is the py x pp Gram matrix of the regressors

xik). This result is formulated as the following lemma.
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Lemma 1. Under Assumptions 1-5,

D (S=3) D =0, (%) (13)

as n — 0o, where r is specified in Assumption 2.

With Lemma 1, we can streamline the derivation of the RE condition for the Gram
matrix & by building RE for each diagonal block in A. The RE condition for the sample
Gram matrix %@ of stationary regressors is standard. It depends on the commonly used
error bound (Fan et al., 2012) of the difference between the sample Gram matrix 5 and
the population Gram matrix £© = E(z\”z”7), given as |S© — 2O, = 0,(y/log p/n).
Therefore, the RE of SO is bounded away from below if the eigenvalues of £(°) are bounded
away from above and below.

The RE condition for LUR is in essence distinct from that of stationary regressors and
emerges as the most challenging hurdle for consistency of Slasso. In low dimensions, the Gram

-1

matrix 50 ), after scaled by n~', converges in distribution to a non-degenerate stochastic

integral, given as

1
I / Tty (1) Tty (1) Tl (14)
0

where for a generic matrix C the stochastic integral Jc(t fo Ct=7)dB(r) is a vector of
Ornstein—Uhlenbeck processes, with B(r) being a multlvarlate Brownian motion. The di-
agonal entries of the stochastic integral on the right-hand side of (14) are nonnegative and
continuously distributed, with a non-trivial probability in a neighborhood of zero. Conse-
quently, in striking contrast to stationary and MI regressors, the minimum diagonal entry
of n=1SM diminishes to zero as the dimension of LUR regressors passes to infinity. In the

following Lemma 2, we deduce a lower bound of RE for standardized LUR.

Lemma 2. Under Assumptions 1-5, there exists an absolute constant c,g) such that

&

/\(1) >
s(log p)®

D_

w.p.a.1 as n — o0.

The lower bound in Lemma 2 converges to zero at a sufficiently slow speed, and therefore
the consistency of Slasso is still ensured. To the best of our knowledge, this is the first result
of eigenanalysis for the Gram matrix of LUR under the p > n regime, where the constants
{¢i}jego are allowed to be heterogeneous among all regressors. This lower bound is slightly

smaller than the rate 1/s(logp)* in Proposition 3(c) of MS for exact unit roots. This slight
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discrepancy, on one hand, indicates that we generalize the consistency of Slasso to LUR
regressors at virtually no cost in the rate of convergence. On the other hand, it sheds light
on the additional complexity of LUR in contrast to exact unit roots considered in MS. The
LUR regressors are not partial sums of stationary time series, which brings about additional
difficulties in theoretical justifications. The proof of Lemma 2 is sketched in the following

remark.

Remark 2. In this remark, we impose zero initial values to simplify the discussion. In the

proof, we first assume the innovations egl) are 1.i.d. normal. The LUR process a:ﬁ” can be

viewed as a partial sum of the first order difference Axil) = egl) +n*1C(1)a:£1_)1. For unit roots
CW is a null matrix and thus a;gl) = 22:1 egl) is a partial sum of a normally distributed
sequence. MS deduces a lower bound of RE for unit roots governed by an intermediary
number ¢ = (Y - slogp for some absolute constant Cl, by virtue of non-asymptotic concen-
tration inequalities for Wishart matrices. For local unit roots with a nonzero CV, the term
n_lC(l)xgl_)l induces deviation in the aforementioned lower bound of RE, and we show that
this deviation is controlled by a function of £. Under a sufficiently large choice of the absolute

constant C, the lower bound from the concentration inequalities of Wishart matrices domi-
1)

nate the minor deviation caused by n_lC(l)xE 1, thereby maintaining the convergence rate of

RE. In the last step, we leverage the Gaussian approximation result in GLMS to generalize

the RE condition to non-Gaussian innovations eﬁl).

By the block diagonal approximation in Lemma 1, we establish the following proposition
of the RE for the whole Gram matrix 3..

Proposition 1. Under Assumptions 1-5, there exists an absolute constant c,. such that

C
Rp > ——. 16
"= 5(logp)® (16)

w.p.a.1 as n — o0.

2.3.2 Deviation Bound

Compared to RE, the DB condition for mixed roots is more straightforward and not sub-

stantially distinguished from that in MS.

Proposition 2. Under Assumptions 1-5, there exists some absolute constant Cpg such that

1 n
— E D_lﬂjt,lut
n

t=1

w.p.a.1 as n — oo, where r is defined in Assumption 2.

_ Cpp(logp)2

4
o Vi

(17)
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For low dimensional regressors under our assumptions, the classical law of large number
(LLN) and functional central limit theorem (FCLT) for predictive regression (Magdalinos
and Phillips, 2009) give

1 ¢ Lji—1Ut —1/2
—Y T = 0y(n 7).
n 0;
t=1 J
Specifically, the order of n=! Z?:l xj;—1u relates to the degree of persistence v;, while the
standardization by 1/5; renders the convergence rate as the common order n~Y2. The
convergence rate in Proposition 2 is almost the same as the low dimensional analogy up to a

logarithmic term.

2.3.3 Error Bounds

N N N T
We partition the Slasso estimator into 3° = (ﬁ(O)ST, 5(1)ST> . Theorem 1 below gives the

convergence rates of the Slasso estimator.

Theorem 1. Under Assumptions 1-5, there exists a sufficiently large absolute constant C,,
such that when A\ = Cm(logp)%+71r/\/ﬁ,

-0, (—52(1ogp)8+1) , (18)

n
2

1 n
n Z th—1(/§8 - B%)
t=1

~ , logp, - . 53/2(log p)®t -
15 = B0l + =2 IB — 50 = O, ( ), (19)
and
~ \ logp \ s2(log p)®+3r
15 = Bl + = 2058 = 60 = O <—n (20)

as n — oo, where r is defined in Assumption 2.

Theorem 1 enriches the results in MS to characterize the LASSO convergence rates for
mixed roots. The FCLT in low dimensional regression (Magdalinos and Phillips, 2009) sug-

gests the following convergence rates of the ordinary least square (OLS) estimator

NG

The convergence rates of LASSO are analogous to those in OLS, multiplied by an additional

- . 1\ - . 1
ﬂ(l)OLS . B(l) _ Op <ﬁ) ’ B(O)OLS . ﬁ(O) _ Op (_) .

factor governed by the sparsity index s and a logarithmic factor. The 1/n in the denominators

on the right-hand side of (19) and (20) yields the super-consistency for LUR regressors.
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The Slasso estimator for the coefficients of stationary regressors follows the common +/n-
consistency. Lastly, the convergence rates are the same as those established in Theorem 2 of
MS for pure unit roots up to a logarithmic term.

An essential difference from the results for i.i.d. data is the degree of the polynomial
function of s. The well-known L, and L; convergence rates of LASSO for i.i.d. data are

respectively \/slogp/n and sy/logp/n. The additional factor s in (19) and (20) stems from
the RE of LUR in Proposition B.1.

Remark 3. All theoretical orders of LASSO tuning parameters are only for technical proofs.
Similar assumptions are commonly imposed in the literature of high dimensional regression
(Bickel et al., 2009; Adamek et al., 2023). All numerical exercise in the current paper utilizes

data-driven tuning parameter selection; see Section 4 for details.

Remark 4. Our theory does not take cointegrated regressors into account. Theorem 4 in
MS shows that Slasso over-shrinks the coefficients of cointegrated regressors all the way to
zero, even if their true values are nonzero. We are unaware of any regularization method that
achieves estimation consistency when unit roots, stationary regressors, and cointegrated vari-
ables are mixed in the p > n scheme. Cointegrated variables induce even more complications

in the presence of mixed roots, thereby exceeding the scope of the current paper.

3 Simultaneous Inference

The maximum test, as the off-the-shelf device of simultaneous inference for high dimensional
regression, depends on a bias-free estimator with an asymptotically normal distribution for
each coefficient of interest. In the context of mixed roots, as introduced in Section 3.1, we
utilize the XDlasso by GLMS that simultaneously removes the shrinkage bias and Stambaugh
bias as a workhorse. Resorting to XDlasso, we propose the XDM test in Section 3.2, and

formulate its asymptotic guarantee in Section 3.3.

3.1 IVX-Desparsified LASSO

When the regressor in a simple regression is highly persistent, OLS is known to follow a pe-
culiar asymptotic distribution rather than normality. Therefore, OLS suffers the well-known
Stambaugh bias that ruins standard inferential procedures comparing the t-statistic to the
critical value from the standard normal distribution. Phillips and Magdalinos (2009)’s IVX

is a powerful tool to remove the Stambaugh bias, depending on a self-generated instrument

t
Cz
2= 0t Ary,, and po =1+, (21)

s=1
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where ¢, < 0 and 6 € (0,1) are user determined hyperparameters. In words, z;, is an AR(1)
process with p, being the AR coefficient and the differenced regressor Az, being the error
term. When x;; is an exact unit root with p; = 1, the self-generated IV z;, follows an
AR(1) process z;; = p,2zji—1 + €;; with a stationary innovation e;;. This is called a mildly
integrated (MI) process with the degree of persistence 6 € (0, 1), which is less persistent than
an LUR. In the simple regression model, the IVX estimator of 5} is a two-stage least square
estimator using z;, as an instrument. This IVX instrumentation reduces the persistence of
the regressor and recovers the asymptotically normal distribution.

In the context of high dimensional predictive regression, an auxiliary regression is in need
to decorrelate the instrument z;, and all other regressors x_;; = (2 )rz;, for which we utilize
the following XDlasso procedure by GLMS. The order of z;,’s sample s.d. is determined by
(6 A ~y;), which varies among the regressors. To unify the magnitude of the instrumental

variable z;, for each j, we standardize the instrument as

n

~ 2 R 1 )
Zjt = %’t, where 7; = - Z(zj,t —z)2. (22)

i t=1
Let 7, be the residual from the following auxiliary Slasso regression:

1

Sl — T T N2 . .
2 arg@é%{lﬁln;(zj,t Tjup)” + il D-jells- (23)

n

where D_; = diag({o }rx;), and p; is the LASSO tuning parameter. The residual 7, shares
the same degree of persistence with the instrument z;;, and is asymptotically uncorrelated

to x_;;. The XDlasso estimator is given as

BXD B\s i Z?:l ?j,t—l(yt - xtT—1ﬁS>7 (24>

i [ )
Zt:l Tjt—1T5¢—1

J

whose estimation error is decomposed as

! L T T Dot Tii—1Tj01

As u,; is an m.d.s., the first term is asymptotically normal since the instrument z;;, used

to generate 7j,, is less persistent than LUR. Moreover, the second term is bounded by

IS TPt/ D opey Tj—1T -1 HooHﬁﬁj —f*ll1. The Slasso estimation error Hﬁﬁj—ﬁij 1
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is small, based on the convergence rates we establish in Theorem 1. Furthermore, the factor
| > Tji1Tje—1/ D opeq Tjt—1Tji—1]|o also has a small order, since the regressors z_;, and
the residual 7}, in the auxiliary LASSO regression (23) are asymptotically uncorrelated. The
XDlasso estimator @XD is therefore asymptotically unbiased and normally distributed.

Why is the IVX transformation necessary? When z;, is LUR with high persistence,
neither the Stambaugh bias nor the shrinkage bias is removed if we follow Dlasso (Zhang and
Zhang, 2014) to replace z;, in (23) by the (standardized) regressor x;,. First, the regression
(23) is spurious and thus the residual 7 ; is still highly persistent. The first term on the right-
hand side of (25) therefore follows a peculiar asymptotic distribution instead of normality.
Second, the sample correlation coefficient of the residual 7, from the spurious regression and
the regressors x;;_1 does not diminish to zero, since both components follow highly persistent
stochastic trends. Therefore, the second term of (25) is still not negligible. More details are
available in Section 2.4 of GMLS. In the simulation studies, we compare our results to the

maximum test based on Dlasso to highlight the necessity of IVX transformation.

3.2 The Maximum Test: Multiplier Bootstrap

The asymptotic covariance between @XD and BXP is estimated by

~9 n ~ ~
~XD __ Oy Zt:1 Tjt—1Tmt—1
Jm [ n oo~ ’
Dot it 1T5.6-1 " D g Tt 1Tm -1

(26)

where 62 = n~! Y2 | G2 with the Slasso residual @, = y, —,_,3%. Under the null hypothesis

(2), the t-statistic
60 = (5 = oy) [\ /@7 (27)

is asymptotically normal for any fixed j € Z. The asymptotic correlation coefficient matrix
of the vector of t-statistics t7° = (t37) ez is estimated by the positive semi-definite matrix

OFP = @XP/\[&XPEXD ), et (28)
It is worth noting that the diagonal entries of Q%(D are all one by construction. Under the
null hypothesis (2), we expect all t-statistics in t¥P to be centered around zero. We therefore
construct the XDM test statistic as the maximum absolute value of the t-statistics, defined

as
XDMz = [|t3P]]oo- (29)
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A hypothesis testing under significance level « is feasible by virtue of the 100(1 — «)th
percentile of XDMz. We expect that XDMz, the maximum norm of the vector t¥P with
each entry being asymptotically normal, is well approximated by the maximum norm of the

conditionally normal vector

N2l F ~ N (om, ﬁ’I(D) , (30)

where F,, is the o-field defined above Assumption 1, and @I{D defined in (28) estimates the

asymptotic covariance matrix of t3°. We therefore utilize the 100(1 — «)th percentile of

7zl
cvz(a) =inf{z € R: Pr(||nzllec < z|Fn) > 1—a} (31)

as the critical value. The XDM test rejects the null hypothesis (2) when
XDM7 > CVI(Oé). (32)
Equivalently we can use the P-value

Pvalr = Pr (||771||00 > XDMz

5).

Remark 5. The critical value (31) is infeasible. In practice we can estimate it by the multiplier
bootstrap, simulating 775’]|]:n ~N (0|I|, @I(D) for b=1,2,..., B, and store

and reject the null hypothesis when Pvaly < a.

B

~ . 1
CVI(a):mf{xER: EZl(Hng)]Hoo <z)> 1—(1}. (33)

b=1
The approximation error between the feasible ¢vz(a) and the infeasible cvz(«) is negligible if
B is sufficiently large. We choose B = 10000 in all numerical exercises of the paper. Following
the literature (Chernozhukov et al., 2013; Zhang and Cheng, 2017; Fan et al., 2024), we focus

on the infeasible cvz(a) in theoretical analysis to avoid complications. Similarly, we can also

use the following bootstrapping P-value

B

9
Pralr = =31 (Hn;’]uoo > XDMz) (34)
b=1

to conclude the XDM test.
We summarize the procedures of the XDM test in Algorithm 1.
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Algorithm 1 (XDM Test for Hy : 37 = [y ; for all j € 7).

Stepl Obtain 3% from the Slasso regression (7). Save the residual U = 1y, — 2,3 and

Ty = 3 U
Step2 Obtain the IV z;, by the transformation (21), and standardize it by (22).
Step3 Run the auxiliary LASSO regression (23), and save the residual 7.

Step4 Compute the XDlasso estimator (24) for all j € Z, and the covariance estimator
@i by (26) for all j,m € Z.

Step5 Obtain the t-statistic by (27) and generate the XDM7z test statistic by (29).
Step6 For b =1,2,..., B, simulate 77? ~ N <O\II> §§D> with the covariance matrix (PI(D
defined in (28). Calculate the critical value ¢vz(a) by (33), or the P-value Pvalz by

(34).

Reject Hy under the significance level « if XDM7z > évz(a), or equivalently Pval; < a.

3.3 Theoretical Justifications

The asymptotic properties of the XDM test rely on the consistency of the auxiliary LASSO
regression (23). We first heuristically discuss the consistency of the auxiliary regression. Note
that two time series with different degrees of persistence are asymptotically uncorrelated.
When z;; is LUR with v; = 1, the instrument z;, is as persistent as an MI process with
a degree of persistence 6, and thus asymptotically uncorrelated to all LUR and stationary
regressors. Therefore, the auxiliary LASSO estimator satisfies ||gV!]|; = 0,(1). When z;;, is
stationary with v; = 0, the instrument z;, is also stationary. Hence, the population truth
of the Slasso estimator @Eﬂ is the linear projection of the (standardized) instrument z;,; on
T_js.

Let " denote the pseudo-true coefficients of the regression model (23). We neglect the
complex formula of pl/* to Section A of the Online Appendices. The expression of ll* is
case-by-case, depending on the relative magnitude of ¢, v;, and the population Gram matrix

of the stationary regressors E(z\”z{" ).

Assumption 6. max;cz ||oV*||o < s where T indexes the regressors of interest in the null
hypothesis (2), and s is specified in Assumption J. Furthermore, max ez |||, < Cy for

some absolute constant C}.

Assumption 6 restricts the Ly and L; norm of the pseudo true coefficient ¢V*. We need

sparsity assumptions on both the main regression (3) and the auxiliary regressions (23) to
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*

bound the LASSO estimation errors. The sparsity of pll* can be deduced by the sparsity
of the precision matrix of the stationary regressors; see Zhang and Cheng (2017) for details.
We abuse the same notation s to denote the sparsity level of all regression models under
consideration.

For inference, we need a sparsity condition different from that in Assumption 4(b). We

modify Assumption 4 into the following.

Assumption 4'. There ezist some absolute constants v > 0 and £ € (0, w) such that:
ON(1—0) _
(a) p=0@n"); (b) s =0T ~SAp'~*).

The only modification compared to Assumption 4 is to change s = o(n'/®) into s =

0A(1-6) N . . . L .
o(n— 1 ). The sparsity index s is unknown in practice. For practical implementation, we

carry on the choice of § = 1/2 in GMLS, under which the quantity w takes the maximum
and therefore admits the weakest restriction on the sparsity index s. This choice is in sharp
contrast to the conventional wisdom of IVX (Kostakis et al., 2015; Phillips and Lee, 2016),
where 6 is chosen as large as 0.95 to enhance the power of the inference. In the context of high
dimensional predictive regression, an excessively large 0 leads to severe size distortion unless
the true coefficients satisfy the restrictive sparsity condition. As documented by Theorem 3,
though the power under our recommended choice 6§ = 0.5 is lower than that under ¢ = 0.95,
the XDM test is still consistent under a wide class of local alternatives.

Recall that A and p; are the LASSO tuning parameters in the regressions (3) and (23).

The following theorem formally establish the asymptotic size of the XDM test.

Theorem 2. Suppose Assumptions 1-3, /', 5, and 6 hold. There exist sufficiently large con-
stants Cry and {C;};ez, such that when X = Cy(log p)2+er /v/n and i = C;(log p)2*+ar /v/nd(1-0),
we have under the null hypothesis (2)

%)

The asymptotic size of XDM depends on the Gaussian coupling result in (35), deduced

sup |Pr (XDMz < z) — Pr (||771||oo <z

z€R

= 0p(1) (35)

as n — 0o. Therefore, lim,,_,o, Pr (XDMz > cvz(a)) = a.

using the Gaussian approximation theory for martingales by Hall and Heyde (1980) and
Belloni and Oliveira (2018). The convergence depends on high order moments of the error
term w; in the main regression (3), the convergence rates of LASSO estimators (7) and (23),
and the sup-norm estimation error of the correlation matrix estimator ﬁ%(D in (28). To the
best of our knowledge, this is the first Gaussian coupling result for mixed root regressors that

are not weakly dependent.
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Remark 6. The challenges in the deduction of the Gaussian coupling result in Theorem 2 are
twofold. First, in contrast to the case of exact unit root considered in GLMS, the instrumental
variable z;; in (21) is not completely an MI process when z;, is LUR. In particular, the
instrument can be decomposed as 2z;; = (j; + (1 — p})1;4, where (5 is an MI process and ¥;,
is a linear combination of (z;4)s<;—1. The additional errors caused by the remainder 1, need
careful analysis. Second, the sup-norm convergence of the correlation coefficient matrix Q%(D
under mixed roots is more complicated than that under i.i.d. or stationary data, for which
the approximation error between the sample Gram matrix of MI processes and a peculiar

deterministic matrix of an integral form is involved.

For power analysis, we consider the following alternative set

Uz(c) = {5 = (B, B2, - - ﬁp)T : max | Vot (5, — By ;)

JET

> clog |I|} (36)

for a generic constant ¢ > 0. Distinguished from the alternative set used for cross-sectional
data in Zhang and Cheng (2017), an additional factor Vn(07%) appears in (36) due to faster
convergence rates for persistent regressors. Moreover, the lower bound in (36) is log |Z]|
rather than m as in Zhang and Cheng (2017). When z;, is LUR, the standard error
of XDlasso cAuJX]D defined in (26), multiplied by Vnlto , converges in distribution to a peculiar
random variable. The additional \/log |Z] factor sources from the randomness introduced by
the standard error @ij of LUR regressors.

The following theorem characterizes the power property of the XDM test.

Theorem 3. Suppose that |Z| — oo as n — 0o, and the conditions in Theorem 2 hold. For

any absolute constant ¢y, whenenver B* € Uzr(cy) we have

lim Pr(XDMz > cvz(a)) — 1.

n—oo

The condition |Z| — oo is merely for simplicity. We allow for a fixed |Z|, under which
the log|Z| in the alternative set (36) is replaced by any sequence that passes to infinity as
n — o0o. Theorem 3 indicates that the XDM test rejects the null hypothesis w.p.a.1 even
when only one true coefficient locally deviates from the null hypothesis, thereby sensitively
detecting sparse alternatives.

Consider a simple case where the scalar 57 deviates from the null hypothesis H, : 87 = 0.
By (36), for LURs with v; = 1 the XDM test is consistent under the alternative 3; =
O(1/n’%) for any §; € (0,1£%). The range always includes the important rate 1/y/n, under
which var(z;8;) = O(1), balancing the larger order for a persistent x;; with 7; > 0 and a

standard order O,(1) for y;. Like all other standard inference methods, XDM achieves the
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v/n-consistency for a stationary z;; with ~; = 0.

Our theoretical statements have again witnessed the sharp distinctions of mixed roots from
the traditional i.i.d. and stationary setup. Some mild differences between the current results
and those in MS, including the slightly faster convergence rate of RE in Lemma 2, highlight
the additional complexity from the vicinity of unity. With mild costs in rates of convergence,
we establish positive results of Slasso and XDlasso under mixed roots, broadening their
usabilities for high dimensional macroeconomic and financial time series. The XDM test
is also original in that the Gaussian coupling theory for persistent regressors has not been
studied before.

4 Simulations

4.1 Setup

We consider the linear predictive regression model (3), where the p-dimensional predictors
x; follow the AR(1) processes (4). We separate the regressors into 4 groups, where the AR
coefficient p} is heterogeneous among different groups. Specifically, each group has py = p/4

regressors, and the AR(1) coefficients p* = (pf, p3, ..., p}) " satisfies

P ) 1 1\ '
P =105® 1y, 05 = 0.5,1—5, 0’1+E ) (37)

Specifically, x;, is stationary for 1 < j < pg, and LUR for py+1 < j < 4py including LI, UR,

and LE regressors. The coefficients of the predictive regression (3) are configured as
B =14 (bo, 05, 1) " (38)

In other words, the coefficient accompanied with the first regressor in each group is by,
with all other coefficients being zero. In the simulation studies, we vary the value of by to
investigate the size and power of the tests. The innovations (u, e/ )" are i.i.d. samples from a
multivariate normal distribution with mean zero and a covariance matrix (0.5~ |)i7j€[p+1]. We
consider the sample sizes n € {180,240, 360} to mimic 15-year, 20-year, and 30-year monthly
data, and the variable dimensions pg = {30, 50, 70}, under which p = 4p, = {120, 200, 280}.
We conduct 1000 replications for each setting.

Tuning parameters. The LASSO tuning parameter for the main regression (3) is chosen
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Table 1: Size of the XDM and DM tests

(a) XDM (b) DM
Al ST LUR| Al ST LUR
180 | 0.040 0.053 0.043 | 0.206 0.053 0.219
140 | 240 | 0.062 0.051 0.067 | 0.250 0.046 0.269
360 [ 0.054 0.052 0.055 | 0.342 0.045 0.379
180 | 0.042 0.049 0.040 | 0.168 0.041 0.194
210 | 240 | 0.037 0.049 0.031 | 0.257 0.044 0.279
360 | 0.055 0.052 0.047 | 0.362 0.055 0.396
180 | 0.039 0.046 0.039 | 0.196 0.054 0.208
280 | 240 | 0.032 0.038 0.035 | 0.215 0.038 0.252
360 [ 0.050 0.052 0.052 | 0.370 0.046 0.403

by minimizing the following BIC criterion (Ahrens et al., 2020)

n

A = arg m/\in log [Z(yt — xllg()\»z

t=1

+[1B)lo - logn,

where E (M) denotes the LASSO estimator under the tuning parameter A. The tuning parame-
ter for the auxiliary LASSO regression (23) is also chosen in a parallel way. The hyperparam-
eters for the self-generated instrument carry on the choices in GLMS ¢, = —5 and ¢ = 0.5.
As illustrated below Assumption 4/, the choice # = 0.5 allows for the weakest condition of

sparsity.

4.2 Size

We consider the following null hypotheses:

(a) HY': gy = B5 = --- = B3, =0,
(b) HR": Bf = B35 =--- =B, =0,
() Hg™ : 51 = Bppie = - =, = 0.

The first item is the global null hypothesis. The last two hypotheses are for different categories

of regressors according to their degrees of persistence. Though the maximum test by Zhang
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and Cheng (2017) based on Dlasso (Zhang and Zhang, 2014) is not designed for persistent
regressors, we compare XDM test with it to highlight the necessity of IVX transformation
under mixed roots. We abbreviate it as the Dlasso maximum (DM) test for convenience. All
tests are carried out under 5% significance level.

Table 1(a) summarizes the empirical size of the XDM test for the null hypotheses in
the itemized list. The primary finding is that XDM effectively controls the empirical size
around the nominal level. This conclusion is congruent among different sample sizes, variable
dimensions, and regressors of interest. In sharp contrast, as displayed in Table 1(b), the
empirical size of the global test by DM severely distorts from the nominal size. Scrutinizing
the DM test for each category of regressors, we observe that the size distortion is caused by
the LUR regressors, highlighting the necessity IVX transformation to remove the Stambaugh

bias.

4.3 Power

To examine the power of the XDM test, we vary by from 0 to 0.5 and report the rejection
rate for the null hypotheses Ha!!, HST, and HSVE. Each graph in Figure 2 includes power
curves under various n’s for one variable dimension p and one null hypothesis. The XDM
test exhibits increasingly high power as the sample size n increases and the true coefficients
shift away from the null hypothesis.

To corroborate with Theorem 3, we reorganize the power curves by the category of regres-
sors of interest in different null hypotheses. In Figure 3, each graph sketches the power curves

MUHST, and HEUR under each pair of sample size and variable dimension

for hypotheses H
(n,p). The test for H5' is evidently less powerful than that for H;Y® . This finding echoes
the classical theory of predictive regression that estimation and inference for more persistent
regressors enjoy faster rates of convergence. Nevertheless, there is almost no distinctions
among the tests for HA" and HEVR. This phenomenon concerts with Theorem 3 that the
order of XDM test’s power is determined by the indicator max;ez(6 A ;). In our practice,
this indicator equals 0.5 across these two configurations of null hypotheses. Therefore, the
power of XDM tests for these two hypotheses share the same theoretical order.

This simulation exercise demonstrates the desirable size and power properties of the XDM
test under finite sample. The results not only support the theoretical statements in Section

3.3, but also evidence the credibility of XDM’s practical application.
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p=120 p =200 p =280

n —— 180 240 360

Notes: The x-axis represents the value of by in (38). The horizontal dashed lines mark the significance level
0.05 and power 1.

Figure 2: Power Curves by Sample Size
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n =180

n =240

n = 360

Notes: The x-axis represents the value of by in (38). The horizontal dashed lines mark the significance level

0.05 and power 1.

All ST A LUR

Figure 3: Power Curves by Null Hypothesis
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5 Predictability of Inflation

Predictability of inflation is one of the central topics in macroeconomic prediction, and has
provoked a long debate in academia (Stock and Watson, 2003). The sharp decline and spike
of inflation caused by the recent Covid-19 shock in developed economies, including the United
States, pose challenges to inflation modeling and forecasting (Ball et al., 2022; Bobeica and
Hartwig, 2023). A surging strand of literature (Medeiros et al., 2021; Aliaj et al., 2023;
Hong et al., 2024) has surfaced the improvement of inflation forecasting by machine learning
under the data-rich environment. The benefits of machine learning to real-time tracking of
inflation has also caught attention from policymakers; see Knotek and Zaman (2024) for a
review. This section applies the XDM test to investigate the predictability of inflation using
high dimensional macroeconomic predictors. Our novel testing method for high dimensional
coefficients unpacks new insights and more thorough understanding of this topic, which were
unexplored due to the lack of feasible toolkits. Throughout this section, we focus on Sy ; = 0
in the null hypothesis (2).

5.1 Data

We utilize the monthly time series from the FRED-MD database (McCracken and Ng, 2016),
with the sample period from January 1990 to January 2024. The inflation rate of our central
interest is calculated by m = Alog(P;) x 100, where P; denotes the Consumer Price Index for
All Urban Consumers: All Items (CPI) from the FRED-MD dataset. We focus on the linear
predictive regression m, = (5 + x, ;8% + u;, and apply XDM to test the joint significance
of the coefficients 5* and its subvectors. Predictors in z; include other 121 time series after
removing those with missing values during the sample period. Figure 4 plots the inflation
rate. Graphically the time series of inflation rate is stationary, which is also supported by
statistical evidence of the AR(1) coefficient 0.467 and the Augmented Dickey-Fuller (ADF)
test P-value 0.010.

In macroeconomics, the global financial crisis (GFC) around 2008 has been an impor-
tant time node. The pre-GFC period within our sample (from January 1990 to November
2007) falls in the Great Moderation of the United States coined by Stock and Watson (2002),
characterizing the mitigation of the volatility in business cycle fluctuations. In contrast, the
post-GFC period is featured by the Great Recessions during the financial crises in economies
around the world from late-2007 to mid-2009, and the Covid-19 recession starting in 2020.
These recessions and the recoveries that follow result in greater volatilities in the economies
compared to the pre-GFC period. We thus highlight the pre-GFC and the post-GFC periods

using different colors in Figure 4, and carry out empirical studies using these two subsam-
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ples respectively additional to the full-sample analysis. Visually, the inflation rate is more
volatile after the GFC, especially during the two aforementioned Great Recessions and their
recoveries, hinting the heterogeneity in its predictability between these two subsamples.
Figure 5 portrays the persistence of the 121 predictors. Panel (a) is a histogram of the
AR(1) coefficients. An overwhelming majority of the AR(1) coefficients concentrate around
1, indicating high degrees of persistence. Meanwhile, the AR coefficients range from 0.38 to
1.01, highlighting the necessity to consider mixed roots. Panel (b) depicts the distribution
of P-values of the Augmented Dickey—Fuller (ADF) test for each predictor. Only a small
portion of ADF tests reject the null hypothesis under the 10% level. These summary statistics
exhibit the nature of nonstationarity of the predictors, thereby motivating our XDM test for

persistent regressors.

5.2 Empirical Findings

The first problem of interest is the global significance of all coefficients in the predictive
model. Beyond that, the FRED-MD database categorizes all macroeconomic time series
into 8 groups by economic implications, including (1) output and income, (2) labor market,
(3) consumption and housing, (4) orders and inventories, (5) money and credit, (6) interest
rate and exchange rate, (7) prices, and (8) stock market. The CPI indicator that generates
our outcome variable 7; belongs to the “price” group. We thus respond to a more profound
question: which groups of predictors have significant predictive power for future inflation?

The P-values reported by Table 2(a) show the answer. We first focus on the results by
the XDM test until further clarifications. The global null hypothesis is always unambigu-
ously rejected by XDM no matter for the full sample or the two subsamples, indicating that
statistical testing strongly evidences the predictability of inflation. In terms of the groups
by economic implications, “output and income” and “prices” also have strongly significant
predictive power for inflation across all considered sample periods. The former echos the
dynamic correlation between output and inflation extensively documented in macroeconomic
literature (Lucas, 1973; Gali and Gertler, 1999; Burstein, 2006). The significance of price
indicators’ predictive power is unsurprising; these indicators, in the same group as CPI, have
strong economic relevance to inflation.

Macro-finance indicators, including “money and credit”, “interest rate and exchange rate”,
and “stock market”, show significant predictive power to future inflation under 10% level in the
full sample and the post-GFC period, but not the pre-GFC period. This discrepancy among
different sample periods results from the sharp contrast between the Great Moderation in the
pre-GFC period and the Great Recessions in the post-GFC period, since during the latter

period the inflation is more volatile and responsive to financial and monetary shocks. As these
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monetary and financial indicators instantly respond to monetary policies, we conjecture that
this discrepancy is also a consequence of the increasing attention of the Federal Reserve on
inflation targeting after the GFC. ?

The predictive power of “labor market” variables is statistically significant under 10%
level for the full sample, exhibiting a silver lining of the Phillips Curve. Nevertheless, the
predictive power is not significant for the subsamples. There is no significant evidence from
the data for the predictive power of other economic indicators like “consumption and housing”
and “orders and inventories”.

Whilst it is a common practice to transform the regressors into stationary time series,
recent empirical applications of machine learning (Smeekes and Wijler, 2018, 2021; Mei and
Shi, 2024) have illuminated the benefits of nonstationary data in prediction. In FRED-MD,
cach variable is accompanied with a transformation code (TCODE) denoting the elementary
transformation to stationarize the time series. Table 2(b) reports the results using trans-
formed variables according to the TCODEs. Compared to the results using raw data in
Table 2(a), stationarizing the regressors undermines the statistical significance of predictive
power for the full set of regressors, and the essential macroeconomic indicators like outputs
and prices. The impairment of predictive power in the pre-GFC period is the most apparent.
These results evidence that transforming the predictors into stationary time series prior to
prediction is not a silver bullet.

Recent empirical studies (Medeiros et al., 2021; Mei and Shi, 2024) have substantiated
the improvement of prediction with the lagged outcome and more lags of predictors included
in the model. To further evidence this argument, we consider m, = 5; + Zizl T-hBpp +
S, B, + u and test the significance the coefficients of g = (8%, 8:))" for h =
1,2,3,4. Table 3 displays the testing results. The global null hypothesis is again indisputably
rejected by the XDM test. Also, the predictive power of the first order lag is strongly
evidenced, echoing the results from the one-period predictive regression. The predictive
power of the second order lag is also statistically significant using the full sample and the
pre-GFC period, but not the post-GFC period. In terms of the third and the fourth order lags,
the predictive power is not supported by XDM. These results exhibit that lags of predictors
can improve predictive power for future inflation, but the improvement mitigates as the lag
order increases.

We finally turn to the DM test without IVX transformation in Tables 2(a) and 3 with

highly persistent regressors. Across all configurations, the DM test exhibits stronger statis-

2As remarked by Curdia (2022) in the Conclusion, “In 2020 the Federal Reserve incorporated average
inflation targeting into its policy framework ... an AIT strategy that responds to both current and expected
future inflation could have achieved substantially better economic outcomes and reduced uncertainty in the
aftermath of the Global Financial Crisis. ”
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tical significance than the XDM test. The sharpest contrasts occur in the “consumption and
housing” and “orders and inventories” categories in Table 2(a), and the lags of the second and
third orders in Table 3. As we have documented, the DM test suffers severe size distortion
when regressors of interest are highly persistent. Therefore, the discrepancy between DM
and XDM tests is ascribed to the spurious significance caused by the bias in the DM test.
This phenomenon again sheds light on the need for IVX transformation in our XDM test to

remove the Stambaugh bias.

6 Conclusion

This paper proposes the XDM test for simultaneous inference of high dimensional predictive
regression with mixed roots. As a preparatory theoretical foundation, we first reestablish
the consistency of the workhorse Slasso estimator by the essential RE and DB conditions.
We then leverage XDlasso to remove both the shrinkage bias from LASSO penalty and the
Stambaugh bias from nonstationary regressors. The XDM test rejects the null hypothesis if
the maximum absolute value of the XDlasso t-statistic is larger than a critical value from a
high dimensional central limit theorem for persistent regressors. The validity of our testing
method is further supported by simulations and empirical applications.

In addition to the maximum test, the literature has also developed sum-type tests (Chen
et al., 2024) and L,-norm-based tests (Kock and Preinerstorfer, 2023, 2024) for dense alterna-
tives. It is unclear how to generalize these methods to nonstationary data. These extensions
deserve explorations in the future.

While mixed root is a popular model of nonstationary time series due to its mature asymp-
totic theories, it is still insufficient to cover all peculiar characteristics of macroeconomic and
financial time series in the real world. Topics with profound influence in low dimensional
nonstationary time series include cointegration (Phillips, 1991), long memory (Shi and Yu,
2023), bubbles (Phillips et al., 2015b,a), and so forth. It is unclear how to extend these mod-
els to high dimensions. Encouraged by the preface in our paper quoted from Phillips (2014),
we are still on the way toward the terminal of predictive regression with many nonstationary

regressors.
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Table 2: P-values of the XDM and DM Tests

(a) Raw Data

Groups ADM bM
Full preGFC postGFC | Full preGFC postGFC
All 0.000  0.000 0.000 0.000  0.000 0.000
Output and Income 0.041  0.000 0.017 0.008  0.001 0.000
Labor Market 0.058  0.877 0.311 0.013  0.817 0.000
Consumption and Housing 0.170  0.315 0.944 0.091  0.694 0.083
Orders and Inventories 0.437  0.158 0.723 0.559  0.008 0.026
Money and Credit 0.029  0.797 0.097 0.015  0.234 0.049
Interest Rate and Exchange Rate | 0.095  0.644 0.072 0.031  0.675 0.000
Prices 0.000  0.000 0.000 0.000  0.000 0.000
Stock Market 0.000  0.789 0.000 0.000  0.165 0.000
(b) Stationarized Predictors
Groups ADM DM
Full preGFC postGFC | Full preGFC postGFC

All 0.001  0.244 0.032 0.000  0.312 0.000
Output and Income 0.056  0.162 0.464 0.014  0.176 0.195
Labor Market 0.028  0.469 0.801 0.111  0.338 0.176
Consumption and Housing 0.865  0.810 0.242 0.017  0.111 0.116
Orders and Inventories 0.000  0.222 0.007 0.000  0.264 0.000
Money and Credit 0.179  0.033 0.138 0.342  0.043 0.674
Interest Rate and Exchange Rate | 0.216  0.747 0.006 0.022  0.516 0.022
Prices 0.043  0.226 0.050 0.063  0.078 0.084
Stock Market 0.008  0.663 0.001 0.146  0.482 0.787

Notes: The P-values are calculated by Equation (34).
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Table 3: P-values of the XDM and DM Tests with More Lagged Predictors

XDM DM
Full  preGFC postGFC | Full preGFC postGFC
All | 0.000  0.000 0.000 | 0.000  0.000 0.000
0.000  0.000 0.000 | 0.000  0.000 0.000
0.002  0.007 0.349 | 0.000  0.000 0.022
0.257  0.217 0.486 | 0.355  0.819 0.008
0.561  0.542 0.087 |0.224  0.197 0.581

Lags

= W N

Notes: The P-values are calculated by Equation (34).
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A The Expression of ol

Define £© = E(z{”z{"”T). For any j € G©, define e(_()])7t as the subvector of ¢!”) removing e;,
Eg)»’_ ; as the submatrix of ¥ removing the row and column associated with ;, Z,(,Oj) as
the column of £ associated with x4+, and Z(PJ)-J- as the subvector of Z_(f)j) removing the entry
associated with x;;. Write @ll* = (@UIO*T oUW« where ollM)* collects the coefficients

of regressors in the group G*), denoted as {x&t}geg(k)\{j}.
CASE I: j € G, Then

ol = 0p_1.
CASE II: j € G, Then
©)  y—152(0)
go[j](k)* _ (E—j,—j) Xy k=0
Op, s k=1.

B Proofs

Throughout the proofs, we use ¢ and C' to denote generic positive constants that may vary
from place to place. Let I, be the n x n identity matrix. For any positive sequences {a,}
and {b,}, “an —3< b,” means that there is an absolute constant, say ¢, such that the event
{a, < ¢b,} holds with probability approaching one (w.p.a.l.). Symmetrically, “a, ; b,”
means “b,, % a,”. The integer floor function is denoted as |-]. For an n-dimensional vector
z = (%)), the Ly-norm is [|z[|, = /> 1, 27. For notational simplicity, in the proofs we
assume p > n*! for some absolute constant vy, which is reasonable as we focus on the high
dimensional case with a larger p relative to n.”! We always assume the initial value z;;—¢ = 0

without loss of generality.

B-1There is no technical difficulty in allowing p to grow either slowly at a logarithmic or fast at an exponential
rate of n, but we have to compare logp and logn in many places, and in many conditions and rates the term
“log p” has to be changed into log(np).
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B.1 Proofs for Section 3
B.1.1 Preparatory Propositions for DB and RE

Proposition B.1. Under Assumptions 1-5, w.p.a.1

(B.1)

Proof of Proposition B.1. This proposition is a direct corollary of Lemma B.5 by taking L = 3
and ¢’ =9, and the fact that k1(EW 3, 5) > k(5D L, s). O

Proposition B.2. Under Assumptions 1-5,

(a) For stationary regressors, there exists some absolute constants o, < Omax, such that

Omin < min 0; < max o; < Opax. (B.2)

j€G© j€GO)

(b) For nonstationary regressors,

p 1
n < min o; < min 0; < \/nlogp. (B.3)

logp  jeg® jeg™

Proof of Proposition B.2. For Part (a), note that () is a nonrandom positive definite

matrix with diagonal entries bounded away from zero and above. Also, {n™' > | 5%2',7571} JEGO
are diagonal entries of 0 Therefore, there exists some absolute there exists some absolute

constants o,;,, such that

min _Zx]t 1 Z 4Omin — ||E Z(O)HOO

jegO n

> 1 50m1n

when n is sufficiently large, where the second inequality applies (B.87). In addition,
% s _ *(t—1—s
1SS = 3

t=1 s=0 t=1 s=t

where
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Therefore, (3", pi=179)

of partial sum of centered sup-exponential weakly dependent time series, like (B.29), yield

ot P e;+ is a sup-exponential and a-mixing sequence. Standard bounds

1 - - *(t—1—3) P lng
max |— ; €it] .
7€G© n;<;pj Jeie| S n
Therefore,
log p
max |7;| —< &b
jeg(0) n

By 67 =n"'> ) 25, — I;, we have

n

1. 1 9 9
min —o2 > min — E Tjpq — Max Tj

jego n U T jego n — jeg®
log p
2 2
> 1.50 Omin — n Z O min

when n is sufficiently large. This result verifies the lower bound of (B.2). The upper bound
can be deduced in a parallel way.
For Part (b), the lower bound follows by

o

min o2 > x1(2W, 3,1
jeg 7 1 )2 log p
where the second inequality applies Lemma B.5. For the upper bound, by (B.50), the regres-
SOr Ty = Ztil p’ft_l_sej,s is a partial sum of a sub-exponential and a-mixing sequence. By

s=0"Fry
Lemma B.2 of MS,

max ]x]t| < vnlogp (B.4)

jeGM teln
and therefore
maxa < maxn_ T < max |z nlo p.
jeg jegm Z g1 7€6 M teln] ‘ 7 | &
We complete the proof of Proposition B.2. n

Proposition B.3. Under Assumptions 1-5, for k € {0,1} we have

B - r (lo 245,
It S e % LB (B.5)

%
t=1 n

as n — oQ.
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Proof of Proposition B.3. Equation (B.5) is a direct corollary of (B.45) in Lemma B.2, since
u; is stationary, strong mixing, and m.d.s. such that E(xiﬁ)lut) = 0. [
B.1.2 Proof of Main Results

Proof of Lemma 1. By Proposition B.2,

1 P 1 n

; e —— = = B.6
minega 0; Mingego) o¢ — /logp/y/n log p (B.6)

Therefore,

[mpIs 1xt 1 1 Hoo

mlnjegu) O'j mlngeg(()) O‘g

ID7 (£=3) D7|lw <

T

(log p)'*2r

v/n/logp

» (logp)s*e _0 (logp)?* 2
Vn ' ’

A\

A

where the second row applies Lemma B.4 and (B.6). H

~(1 ~ 1
Proof of Lemma 2. Define o Gl = max;eg) 0j, ar(m)n = min,cgw 05, and ch) = (Tmax/ r(nm

Further define 5~ = (D)5 = (Aj_léj)jeg<1>. Note that ommH(SMc < [[oame
10mll1 < Omax||Om]|1. Therefore, whenever § € R(3,s) such that |01 < 3||[dm]]1 for
L <SOYSuq]y and 0 € R (3¢9, s). Then

1 and

any |[M| < s, we have ||d e

PN ST(DW)ISM(DW)s - STEMF
SER(3,5) dTé S€R(,5) §T(DM)25
STEM§ STSM§ S 3001
> inf —5 > 5~ > (@M )2 inf 0 ~E~ 0 _ Gits ,13g .5)
Fer(350),5) 6T (DM)24 Fer(3%M,s) 016 (G402

Taking L = 3¢M. By Proposition B.5 we have /{(2(1),331),3) > ((gl
9slog p(Omax)* - (<1)?

w.p.a.1 for some absolute constant c. By (B.3), there exists some absolute constant ¢ such

that

(€M) > ¢ (logp)? and (1) )2 > ¢'nlogp.

max

Therefore,
$1) 30) ) > cn
R R
w.p.a.1. Then Lemma 2 follows with ¢\ = ¢/(3¢)2. O
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Proof of Proposition 1. We have for any o
§TD'ED 6> 6" D'AD S — | DTYE = A)D Y| 1013
Lemmas 2 and (B.88) suggest that for any 6 € R(3, s)

§TD'AD-1§ .
1013 ~ s(logp)*

for some absolute constant c. By (B.79) and Lemma 1,

15113 vn 15113

o [slogp)t
P Jn :

5TD_1/X\]D_1(5> ¢ .o s(logp)2ter . 05¢
ot B

|07 =)D 3l _ <<logp>% ) a2
- P

Therefore,

1613~ s(logp)* vn s(log p)*
when n is sufficiently large, where the second inequality applies Assumption 4. Proposition
1 thus follows with ¢, = 0.5c¢. O

Proof of Proposition 2. The DB condition follows by

Z %_1“1%
= 7i
® (log p)**+2r » (logp)3*er

B K R ~ )
Mingefo,1y VI mingcgu 0 Vvn

nt| ZD T U oo = maxn

where the first inequality in the second row applies Proposition B.3, and the last inequality

applies Proposition B.2. O

Proof of Theorem 1. By Lemma 1 of MS, our Propositions 1 and 2 imply

In~ thl — 83 = op<%>:op<%>, (B.7)

o5 oo o [ Vslogp)iteym) (s (logp) st
ID(G 6)||2—Op( o )_Op< a2 ) -
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and

1/s(logp)* vn
as n — oo. (18) follows (B.7). (19) and (20) follow by (B.8), (B.9), Proposition B.2, and the

inequality

IDG = )l = O, <5<10gp>2 i f) ~0, (%) C B9)

L IpWEmes — gon) < —L  p@ = )l

mlnjeg(k) O’J M egk) 05

|B®S — gk, <

for ¢ =1,2. ]

B.2 Proofs for Section 3
B.2.1 Auxiliary Regression and Bias Correction

Define

Sl

o L lil*

where 7j is the sample s.d. of the instrument z;, defined in (22), and U is the pseudo-true
coefficient is defined in Section A. Define 0., := 60 A (1 — 6).

7 1
C;(logp)2tar

Proposition B.4. Under the conditions in Theorem 2, when p; = Vot

5, 1
2 T2r

L~k s“(logp
max || D_; (31 — )|, Z L
e[p] némm

Proof of Proposition B.4. The lower bound of RE, c¢./s(logp)*, has been established by
Proposition 1. By Lemma 1 in MS, it suffices to show the following DB condition

. T4
ISt iy, & (dosp)erer
rjrg[xp)](Hn ZD,ja:,],tq(Zg,t—l —]t 1970 < nomin
We only need to show
e nlzD L 3 27 ~[4] ol EM (B.10)
F€GF) i1 (Zie = Toi-1¥ <0 nSmin .

for k = {0, 1}.
CASE 1. When k = 1, by the definition of ¢l in Section A we have gV = 0,_; for any
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j € GW. In addition, by (B.115) we have for m € {0, 1},

71
max | E Top1Zip-1] < ( orm y pftte 7 )n(logp)**2
Leg(m) jeg)

Therefore,

jeg

n
max ||n~ ZD:;$_J‘¢—1(EJ‘¢—1 — wij,t_lcﬁ[j]*)lloo
=1

MaXpegim) jeg(h) | Z?:l xg,t,12j7t,1’ i (nw\m + n‘%+9+%)(logp)% 2

< max - —— — < , B.11
TomelK] M Milgegm) Of MiNjega) Ty /nm/nf ( )
where the last inequality applies Proposition B.2 and Lemma B.8. In addition,
n@/\m B 1 - 1
Vnm/n? Ve —(6rm) ~ \/pdmin
and )
n"2t0ts 11
Varyn?  V/n0=0 T /pdmin
Therefore, by (B.11) we have
~[j]* (logp)% &
max In~ ZD—]I—N 1(Zjr — 2l 00 oo < NV (B.12)
CASE II. When k£ =0, by (B.115)
max IZ Teaazea] S (0 4 0T - n(log p) (B.13)

2eG(m) jeg0)

By the definition of pll* in Section A, we have for any j € G, SDEj}* # 0 if and only if v, = k

. Therefore, when m =1,

|Zf€u wly, o< ma |qu 11| max e

éeg(m) ]Gg(0> Leg(m) zeg (0)

p

n- (logp)+er, (B.14)
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where the last inequality applies (B.4) and Assumption 6. By (B.13) and (B.14), we have

n
_ Tpt—1 ,~ ~
1 > T VIE
max |n7' Y = (Fa —x L, )
eg@) jeg(0) 1 Oy

<maxeeg<1),jeg(0> | Z?:l Top-1(2j0-1 — xij,t—ﬁom*”

(B.15)

n - Milyega) O MiNjego) T;
1-6 7 1
n 2 (logp)eter

NG :

where the last inequality applies Proposition B.2 and Lemma B.8. Following the same argu-

p
<

ments for (B.12), we have

"\ Tpsq p (logp)%+21
-1 = ) T [i]* " B
469<1)3§g<0>| 0y (2501 Tt = V/nomin (B.16)

t=1

When m = 0, recall that z;; = x;; — (1 — p.);; by (B.102), and the definitions of »© ] »
and X' ]) ; in Section A. Again, recall by the definition in Section A that we have for any

j€go, i‘}* £ 0 if and only if 7; = 49 . Therefore,

~mmax |n_1 Z Jfﬁ,t—l(xj,t—l — ij,t—l‘Pm*”
ﬁ,]eg@),e;e] =

n
k
= max [[n" 1Z$(,},t,1($j,t71 Lt 190[ oo

(k)T k
<Jr£§%<) n- Zm—jt 1Zji—1 — X Hoo"‘ masz) In”~ Zx—g,t 1x—yt— 90[]]* E~(,j)||00
<]rél§(%() |TL Z:E =1Lt~ 1— 2 ||oo—|- ma(%i) ||n Zfﬂ,ﬂ 1557]7571 7‘77 ||oo HQD ||1

Z(log p)**? + n~% (log p)*+3

where the last inequality applies (B.87) and the upper bound of ©V1*’s L1-norm Assumption
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6. Therefore,

n
Tys .
-1 Lit—1 ~ T ~[4]*
max |n E ~—(Zj11 _x—j,t—lSD[J] )l
£,5EG(O) 1] 0y

1

2r

I\D\\l

<man,jeg<o>,e¢j | le xz,t—1(2j,t—1 - xjj,t—ﬁﬁm*ﬂ _p< (logp)2™
- n- mingeg(k) oy minjeg(k) /T\] A \/ﬁ
T,
_(logp)z*ar
\/ﬁ - némin

T
o Uosp)erer (B.17)
By (B.16) and (B.16), when k =1,

1

7
il P (logp)zTar
ma [0~ §:D,]w_]t Gt — 0Ty G oo & LB

B.1
max (B.18)

n6m1n

Equation (B.10) follows by (B.12) for £ = 1 and (B.18) for £ = 0. We complete the proof of
Proposition B.4. O

Recall from (B.128) that 7, = 2, — 1,0l is the true error term in the auxiliary
regression. Also, 7;; = T;7;; is the residual of the auxiliary regression (23) standardized by

the sample s.d. of the instrument. By some fundamental calculations, we have

B - 5
X~ S8l (Nj + Errj 1 + Errj0), (B.19)
j
where sgn; = | ) 751251/ Y Tie-125-1 equals either 1 or —1, and
rort,
N, = St (B.20)
TLH]'J

with IT;; = n®51L;; by (B.143), and II,; defined in (B.142) is a positive constant with an
O(1) order. Therefore,
\/ TLHj,j = O( V TLH_G/WJ').

As for the errors,

t=1

n
B . 1 1
Err;{ = T U —
b Jit-1 \/nH n ~92
353 \/E i1 Tit—1
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and

Z?:l(fj,tfl T 1)U Zt 1 Tjt— 1xt 1(57 57 )

\ 2=t T

Proposition B.5. Under the conditions in Theorem 2, we have

EI‘I‘j’Q =

lo 104+1/r
sup |Err;; + Errjo| < v (logp)
]G[p] ndmin

as n — 00, where oy =0 A (1 —0).

Proof of Proposition B.5. Define ¢; = 6 A ~y;. We first bound Err;;. By (B.146),

sup Vnltei

1 ~ ~
< |QY*(Dy'"? — Dy?)
g€l I \/Zt 17561

. (B.21)

In addition, by (B.135) and the definition of v;, in (B.136),

1 n
V Up| SSUP | —=—= > Vjt 1| + SU N
]E[p] n1+¢>J Z Jt 1%t _]e[II))] n1+(j)j tz:; 7,t—14Ut ]6[5 nev%\/mzl:w],t 1Ut
> Vn!tes (logp)“% N ns+% (9/\7])(1ng>2+2—1
su su
" seb Vit p Y N )
< 2(logp)2+%7 (B.22)

where in the second line, the upper bound of the first term Proposition B.3, and the upper
bound of the second term applies (B.105). Then (B.21) and (B.22) yield

)13+%

2
- sup VT ! 5 s (logp

P
sup |Err; 1| < sup
Jj€lpl j€lp]

n
S
—— T U
t—14%t
Vnite;s >
LR

j€lp] \/”HH \/Zt . jt . ndmin

We then bound Err;,. By (B.134), there exists some absolute constant ¢ such that

n

1 1 <«
: 2 ~2
it | ey 2 e = | g D T > e (B.23)
t=1

t=1
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In addition,

! En/ TN~ T el (Al AU
max Tiv1 —Ti, q)U| = max wr  D7YD (3l — Fll
J€lp) |/ mites t:l( a1 ]’t_l) t jelp] | /it Z tl—j e —j i(® o)

MMHXI_JﬂmmmHD<ﬂﬂ—wwm
9,1
2 T

1
L (ng) | (B.24)

mln

where the last inequality applies (B.122) that bounds 7;, the DB condition in Proposition 2,

and the estimation error of the auxiliary regression by Proposition B.4. Finally,

max

y - )
i€l |V/nlte; 4 Zrﬁ—lxtﬂ(ﬁ_j - 6*;)

— max

[ S D0, - )

je[p] \/WHZD xt 1TJt 1||OO “D—J(ﬂéj_ﬁjj)nl

S Ijré%?}]( \/W Vn Pomin
where the third inequality applies the Karush—Kuhn—Tucker condition of the auxiliary regres-
sion (23) with p; being the LASSO tuning parameter, and the LASSO regression error (B.9);
the last inequality applies (B.122) that bounds 7;, and the convergence rate of p; specified
in Proposition B.4. Then Err;, is bounded by (B.23), (B.24), and (B.25). We complete the
proof of Proposition B.5. O

P s*(logp) 2 *2r b s*(logp)' ™+ (B.25)

B.2.2 Coupling
Recall that N; is defined in (B.20), and write N = (N;) e

Proposition B.6. Under the conditions in Theorem 2, there ewists a sequence of vectors
Z € R? such that (a) Z1 is normally distributed conditioning on {r;}icpm—1), and (b) there

exists some absolute constant ¢ such that

IN = Zfjoo < 0, (B.26)

and
IB(ZZT{r;_1 }eepn) — Valloo = Op (n*(log p)°) . (B.27)
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as n — 0o, where V,, is defined above Lemma B.12.

Proof. We first use a normal approximation for x;, = rj, ju;, which is a martingale. Also,
N; = % Without loss of generality, suppose 02 = 1 to simplify the notation. According
to the Skorjgkhod representation theorem (Strassex, 1967, Theorem 4.3), there exists a richer
probability space that supports a standard Brownian motion B; (-) and a sequence of stopping

time {7;; }+>0 such that for all £ > 0,

i—1 t—1
Z Xjs = B; (Z Tj’s) , almost surely.
s=0 s=0

E [Tj,t ]:t—l] =E [X?tw—';f—l} = 7“2&17
E(|7|7Fi-1) < CoB(|x5[*F |1 Fin); Voo > 4(v + 1) (B.28)

for some positive constant C. The Brown motion conditional on the sequence of stopping
time follows

() o |

where 7;, =7, — E [X?,t—1|~7:t—1] is the demeaned version of 7; ;. The moment properties of

n
E :Tj,H
t=1

{Tj,tyr:}te[n—l} ~N (07

the normal distribution gives

B; <Z Tj,t1> - B> )
t=1 t=1

w /2

, Vo >0,

i T - w w+1
{Tjt}0<t<n1] =g ~1/29 /QF( ) ZTJt X

(B.29)

where I' (+) is the Gamma function. For simplicity, write E,(-) = E(-|{r;_; }tc[n). Note that

{Tis}.>o is a martingale difference sequence, and it thus satisfies for @ > 4 that

IN

— w/2 [ n—1 w/4 n—1
~ w ~ ~ |w
' =t & (ZE[T%]) L
s=0 =i

n—1 w/4 n—1
w S 4 S w
= o0 g, (ogszgmj,so b O Bl

IA
Q

n—1 w/4 n—1
w o . _
= — 20;1) (02 /y, Cw/2> E, (Z E[X?,J) + ZET|XJ,75|

w
s=0

o1



where the first inequality by the Rosenthal’s inequality (Hall and Heyde, 1980, Theorem
2.12, p.23) with an absolute constant (Jf;), and the second inequality by (B.28). Notice that

Lemma B.9 implies

n—1 4 w/4 n—1 w
X',s Xi,s w w w
sup E, ZET {Hi } —l—supZET HJ = O(n®*(log p)°@/? + n(log p)°=/?)
Jjelpl s=0 J:d j€lpl 5= Js

(B.31)
=0 (nw/4(logp)5w/2) )

Define Z; fH” B;(> >/ 753 1)- Given w > 4, by the law of iterated expectations and

(B.29) we have the unconditional moment

sup E [|(N; —Z;)[7]

J€lp]
1 " ”
= supE Xjt—1 — r
jelp |\/5Ha‘u‘ <tz:1: ’ Z . 1) ]
= n_w/2E E Bj(ZTj’t_1>_Bj(ZT;’%*1> {Tj,tarr}te[n—l]]]
t=1 t=1
1 n w/2
_ = w + o -
= g 1/29@/21 (T) O ZTN_I
= O(n~""*n"/*(log p)*) = O(n"""*(log p)>*/?), (B.32)

uniformly for all j € [p], where the order follows by (B.30) and (B.31). The above bound for

the wth moment allows us to use the Markov inequality to bound the probability

{r:—l}tE[n])

° in@ —w v— w —w w
% p- n_5mln /2,LL — Op (n Srmin /2 (]-ng)5 /2)

J€lp] J€lpl

Pr (sup IN;, —Z;| >

{Tf_l}te[n]> <psup Pr <|Nj —Zi| > p

b @
<— sup E,[|N; —Z;|%]
K™ jelp+1]

for any p > 0, given the order p = O (n”). Taking @ = max{4,6v /0y } and u = n""/% we

have
P

Pr (sup IN; — Z;| >n /= {r:_l}te[n]> < n""(logp)® — 0.

JEP]

The conditional probability is a random variable uniformly bounded in [0, 1]. Applying the

02



Bounded Convergence Theorem to the conditional probability, we have

Pr (sup IN, —Z;| > n_”/w) — 0

JEP]

as n — 00. Then (B.26) follows by taking Z = (Z;),(, -
We then prove (B.27). By (B.32) we have

sup E, [I(N; = Z)I"] = Op(n~"*(log p)*="2).
JE€

By definition of V,, above Lemma B.12,

IE(ZZ") = Valloo = sup [E, (N;Ng — Z;Z,)|

j-L€lpl
< sup |E, (N;(Ny — Z))| + sup |E, (Zo(N; — Z;))]
j-L€(p] jLE(p]
< ./ sup ET‘(N? + Z]2) -sup E, ((N; —Z;)?) = Op(n_1/4(logp)5w/2)7
J-L€[p] J€lp]
where the order applies (B.32). We complete the proof of Proposition B.6. O

Recall that n7 defined in (30) is asymptotically normal with covariance matrix @I(D con-

ditionally on the observed data.

Proposition B.7. Under the conditions in Theorem 2, we have
sup Pr ([[Nzlloc > @) = Pr([|nz]lec > | Fn)| = 0p(1).
HAS

as n — oQ.

Proof of Proposition B.7. Define Zz = (Z;);ez, where Z = (Z;)cjp is the conditional Gaus-
sian vector specified in Proposition B.6. By the Gaussian Perturbation Lemma in Belloni

and Oliveira (2018, Lemma A.2), we have

P
sup Pr (|| Zzlloo > #|Fn) = Pr(||nzlloe > #[Fo)| SNE (Z2Z7 | Fn) = E (202 | Fn) lloo
S

:HE (ZIZ}‘}—n) - WnHoo

SHE (ZIZQ}—TL) - Wn”oo + an - Wn”oo

p 2(] 145
(e E ) (B.33)

23



where the last inequality applies (B.27) and (B.148). In addition, by Belloni and Oliveira
(2018, Corollary 3.1)

Pr (|Zzlloe > 2 — [Nz = ZellwlF) =Pr (|22l > @|F) + [Nz — Zal|oc O, (v/1og p)
—Pr(|Zz]l > 2l ) + 0,(1),

where the second line applies Proposition B.6. where the first asymptotic equivalence applies

the error bounds of the covariance matrices in Lemma B.12. Therefore,

Pr (INzloo > 2| Fn) < Pr(||Zz]lec > 7 — [Nz — Zz|| 00| Fn)
= Pr(||Zz1]|oc > x|Fn) + 0p(1). (B.34)

In a parallel way, we can show that the other side of the inequality in the first line of (B.34),

and therefore

Pr([Nzlloo > #[Fn) = Pr([|Zzlcc > @ + [Nz = Zz|oo|Fn) = Pr ([|Z2]lcc > 2| Fn) + 0,(1).
(B.35)
Then Proposition B.7 follows by (B.33) and (B.35). O

B.2.3 Proof of Results in the Main Text

Proof of Theorem 2. Note that uniformly of all x € R,
Pr ([|t3°)| > 2) < Pr (||NI||O0 >x — mz[ag}c |Err;q + Errj72|)
je

< Pr | |Inzlloc > ® — max |Err;; + Err; of
J€lp]

]-"n> + 0,(1)

< Pr(||nzllee > x| Fn) + O (Héé[l}]( |Err; 1 + Err; o logp> +0,(1)
j€lp

= Pr([[nzllec > x| Fn) + 0p(1)

where the second inequality applies Proposition B.7, and the third inequality applies Corol-
lary 3.1 of Belloni and Oliveira (2018), and the last step applies Proposition B.5. The other
side of the inequality can be proved in a parallel way. Then (35) is verified. For the second
conclusion, note that the conditional probability, as a random variable, is strictly bounded
in [0,1]. Then the second conclusion can be verified by taking x = cvg(«) and utilizing the

bounded convergence theorem. O
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Proof of Theorem 2. Note that uniformly of all x € R,
Pr (||t§D||C>Q > x) <Pr (||NI||C>O >x — me[mp)]c |Err;; + Errj,2|)
JE

<P (HnZHOO > ZU—mé[LpX|Errj1—|-ErrJ2|

) + 0p(1)

< Pr izl > ol7) + O (max Briy + Brnjallog) +0,(1)
JjE
= Pr (gl > 212) + 0(1)

where the second inequality applies Proposition B.7, and the third inequality applies Corol-
lary 3.1 of Belloni and Oliveira (2018), and the last step applies Proposition B.5. The other
side of the inequality can be proved in a parallel way. Then (35) is verified. For the second
conclusion, note that the conditional probability, as a random variable, is strictly bounded
in [0, 1]. Then the second conclusion can be verified by taking z = cvz(a) and utilizing the

bounded convergence theorem. O]

Proof of Theorem 3. Define juax = maxjer |Vn%)(8; — By ;)| . Following the proof of The-
orem 2, we can show that the scaled standard error vn!* ((’Mamax)wXD

Jmax dex

converges in prob-
ability to a positive constant when ;.= 0, and converges in distribution to a stable law

when ;.. = 1. Define

max — {‘/77,1+ O/WJmaX)AXD < (log |I|)1/4},

Jmax,Jmax —

and we have Pr(Wyax) — 1 as n — oo, since |Z| — oo. In addition, under Wy,.x and when

ﬁ* c Z/{Z(C()),

ﬂ* - ﬂO,]

AXD HNIHOO

‘\/m( * ﬁO,]max)

1427 le > max

Jmax

’]’L(e/\v.?max ) AXD

Jmax 7]max

— [INzlloo

> co(log |Z])** — Nzl .
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Therefore,

Pr (|37l > cvz(a))
> Pr (|| 3P[0 > CVI(Oé),WmaX)
>Pr (co(log IZ))** > cvz(a) 4 ||Nz| oo + me{xp;}c |Err;; + Err; 5| ,Wmax)
Jje
> Pr (Co(log [Z])** > evz(a) + Nzl + max [Err; + El"fm!) PrOWVia)
j€lp
> Pr (co(log IZ))** > evr(a) 4 ||Inzlee + maX |Err; i + Err;o| | F, ) + 0,(1)
> Pr (co(log IZ))** > evr(a) + ||nzlleo | F ) +0 (max |Err; 1 + Err; o logp> + 0,(1)
> Pr ([lnzllee < co(log [Z])** — cvz(@)|F) + 0(1).

The bounded convergence theorem applied to the conditional probability implies
Pr (3]l > cvz(a)) > Pr(||nz]l < colog|Z| — cvg(a)) + o(1). (B.36)

Recall that cvg(a) is the (1 — a)th quantile of a maximum of |Z| conditionally normal dis-

tribution with individual variance equaling one. Therefore, if we define

eV = {eva(a) < C/log 7]}

for some sufficiently large absolute constant C', we have Pr(CV) = 1. In addition, by Lemma
6 of Cai et al. (2014),

1
Pr (HUIHZO —2log |Z| + loglog |Z| < :v|]-"n) — exp (_ﬁ exp (—%)) )

]-"n> — 1.

Pr (|Inz)l2 < 3log|Z| —loglog |Z|) — 1.

Taking x = log p, we have

Pr <||771||§o < 3log|Z| —loglog|Z|

The bounded convergence theorem implies

26



Therefore,

Pr (|12l < collog [Z))*4 = evg()) > Pr (|nzllse < collog [Z))** = cvg(a),CV)
> Pr (|Inzll < collog |Z])** — C'/log ], CV)
> Pr (anuoo < co(log |Z)¥* — C'y/log |z) Pr(CV°)
> Pr (|Inzlle < v/3log 2] — loglog[Z]) — o(1) — 1.

By (B.36), we have Pr (||t > cvz(a))

1

1. We complete the proof of Theorem 3. n

B.3 Technical Lemmas
B.3.1 Technical Lemmas for Consistency

The lemmas in this section are used in not only the proofs for consistency of Slasso, but also
the asymptotic distribution of the XDlasso. A mildly integrated (MI) instrumental variable
z;+ defined in (21) is involved in the latter. Therefore, the lemmas in this section cover MI
series that are more general than the settings in the main text.

Specifically, we suppose there is an additional group G® = {j € [p] : v; = 7@}, such

that .
&
Lot = (1 + m<2>> Tj—1 T Ejt

for j € G@. The absolute constant v € (0,1) and thus z;; for any j € G® is ML
The notations GV = {j € [p] : 795 = 1} and G© = {j € [p] : 7; = 0} remains their
original meanings in the main text, denoting the index sets for LUR and stationary regressors,

respectively. Define (9 = 0 and v = 1.

Lemma B.1. Under Assumptions 1-5,

p
sup |zl < V™ (log p)*/?, (B.37)
F€GH) te[n]

Proof of Lemma B.1. For v*) = 1, lemma B.1 follows by (B.12) of MS. For ~v* = 0,

lemma B.1 follows by the sub-exponential tail.
For 0 < v < 1, we follow the proof of (A.14) of GLMS. Recall that for any j € G®)
the regressor w;; is an AR(1) process with the coefficient p7 = 1 — ¢j/n%. The sequence

t s . . .. . .

Tip =)y pjeji—s 1s a partial sum of a-mixing sup-exponential components e; ;s weighted

by pi. Also, all regressors in the same group G®) shares the same degree of persistence

27



v; = 7®). Define
(k)
= [ (l0g p)?).
Note that pje; ;s is sub-exponential with an exponentially decaying a-mixing coefficient, and

thus (;; is the partial sum of ¢ observations from a sub-exponential and c-mixing time series.
By MS24’s Lemma B.2, there exists an absolute constant C' such that

sup sup |x]t| gy - logp =0 [n7 2 (log p)®/?| . (B.38)

jeG k) t<a;n

In addition, when ¢ > ay,,,

*S *S
sup [z S| Y P | D s (B.39)
j€g®) s<apn apn<s<t
< *S QAn, *(s_ak,n)
= Pj Ejt—s| T 0; P; €jt—starn| -
s<agn 0<s<t—agn

By the same arguments for (B.38), we bound the two sums on the right-hand side of (B.39)
by

P (k)
sup sup Z piieji—s| <7 2(log p)*/?, (B.40)
jeg(k) ag n<t<n s<apn
and
_ p
sup  sup Z p;(s ak’")ej,t_sﬁk,n < \/(n — ag.n) - logp. (B.41)
jeG®) ag n<t<n 0<s<t—ak n

Besides, under the assumption p > n**, the sequence

<k>> 107" (log p)2|

sup p;" (1 +c;/n” = O (exp (—|c}|(logp)?)) = O (p~¢'¥7)  (B.42)

]Eg(k)

converges to zero faster than the reciprocal of any polynomial function of n. Thus, by (equa-
tion (B.41)) and (equation (B.42)),

S—0Ak.n P —C
wp s 2| Y e S e e (B43)

k
]eg( ) ag, n<t<n 0<S§t*ak,n

— ( T/Q(Ing)3/2) )
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By (B.39), (B.40), and (B.43), we have

sup  sup |zl < <o W(log )32, (B.44)

jeg(k) ag,n<t<n
and then (B.37) follows by (B.38) and (B.44). We complete the proof of lemma B.1. O

Lemma B.2. Under Assumptions 1-5

N » (logp)**er
jGQ%%{e[p] E ; (xj,t—lef,t - E(Ij,t—leé,t)) < W (B~45)
In addition, when l’t is MI with 0 < v*) < 1, we have
RS » (logp)r  (logp)* =
jeg%%(e[p} - ; (Tji—1e0e — Njg)| < A ® prE R (B.46)

where AM = 220:1 E(%’,t%t—d)-

Proof of Lemma B.2. We first show (B.45). Let G = |(2¢;'log(np))'/"]. Notice we have

the following decomposition

Z'Tjt 1eu—zx]t 160 + Z €o Z P e + 1T Y wi ey (BAT)

t=G+1 r=t—G+1 t=G+1

Therefore,

n

Z (zji-160t — E(zji-1€01)) = T1(,M) + Tz( L T?S D+ Tél(jng)y

t=1

where

G
= ij,tfleﬂ,ta
t=1
Jé) Z €t Z p*t 1— T (Z ey Z p*t 1— T >

t=G+1 r=t—G+1 t=G+1 r=t—G+1

Jﬂ) *G—1 Z
_pj 'Z‘]t Gefta
t=G+1

ZE Tjt— 1€£t (Z €t Z P*t e >

t=G+1 r=t—G+1

3:4)

Define T; = max;cgm) ey T for ¢ € {1,2,3,4}. We analyze one by one the four terms.
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p
Bound 7). Note that maxcp | S (let] — Elers])| < v/Glogp by the bound of the

partial sum of weakly dependent time series. We deduce by the triangular inequality

T, < max 2541 - maXZ‘eét|
FEG telp]

— Elec.])

c
p
< /17" (log p)3 [max

telp] ;(
b (k) 144
<4/ n" (logp)? (x/Glogp + G) =o(n 2 ), (B.48)

G
+ max Ele
el ; e

where the second row applies Lemma B.1.
Bound 75. Note that

Jegm Lelpl |, 2 G+1 r=t—G+1 t=G+1 r=t—G+1
< max *dl (epi€1—a — E(esre;— . B.49
> jeg(k>,£e[p]dzl t;lp 0,t€5t—d ( ,t€5t d))‘ ( )
Note that for any ¢ € [n] )
pit < <1 + ) < e (B.50)

where ¢ > 0 is an absolute constant specified in Assumption 5. Therefore, ,0] ejt 418 a
stationary and strongly mixing sequence. By the same arguments to bound “75,” on Page 8

of the online appendix to MS, we have

1 (R)
Ty = 0,(G*/nlog(p?G2)) = o(n~ = ).

Bound 7Tj3. Following the procedures to bound “73” starting from Page 9 of the online

appendix to MS, we can show

T 2 V™ (log p)**
We only need to change the event X; = {max;cp,,) | X;:| < Cx+v/nlogp} below (B.16) of MS

into A" = {max;cp,) |Xji| < Cxy/n?" (logp)?}, which is a high-probability event in view
of (B.1).
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Bound Tj. By the decomposition (B.47), we have

T, = max E(x e e f-l-rg
4 jeg(k)je[] Z J,t—1 ft ( Z 4t Z p )

t=G+1 r=t—G+1

= E i E Pt . B.51
B (Z ) 2 5 o) o

t=G+1

Note that E(e;ses¢—1) is uniformly bounded for any j,¢ € [p] and s,t € [n]. Therefore, by
the fact that E(e;jser:—1) = O(1) uniformly for all j,¢ € [p] and s, ¢ € [n], we have

G G t-1
: (Z xj’”e“> =35 [Eegsee)
t=1 t=1 s=0
t—1
<e ) ) [Elesend)| = O(G), (B.52)
t=1 s=0

where the second row applies (B.50). In addition,

n
E E Tjt—GCrt
t=G+1

To bound the right-hand side of (B.53), define the p-mixing coefficients of two generic o-fields
A and B as

n

t—G
Z Z PiE (€1-c-sce) (B.53)

t=G+1 s=1

p(A,B) = sup |EXY —EXEY|/VEX2EY? for EX* EY? < oo, (B.54)
XeAYeB

For d € N, the p-mixing coefficients of e = (e;)cz is defined as

p(d) :=sup p(a((er)i<s) 0 ((€r)izsta))s (B.55)

SEL

where o((e;);<s) is the o-filed generated by (e;);<s. By (B.4) of MS and G' = [(2¢; ' log(np))"/"|,

Therefore,

B (esi-cseee 1)l < pONWE (-6 B (-a-,) = O((np) )
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uniformly for all j, ¢ € [p] and s,¢ € [n]. Then by (B.53),

n t—G n t—G
Z ZP;SE(ej,t—G—seé,t) <ef Z ZE(ej,t—G—sez,t)
t=G+1 s=1 t=G+1 s=1
— 0(n? - (np)?) = o(1) (1.56)
By (B.51), (B.52), and (B.56),
= O(Gz). (B.57)

where the second row applies Collecting the stochastic order of T3, Ts, T3, and T}, we have

n

1

T+ T+ T3+ T
max —Z(%‘,t—lez,t—E(l‘j,t—lez,t)) < - 2 2 :

j€G®) tefp] | M n
(k) (k)
_Op(nlﬂ )+ op(nprv )+ T3 + O(G?)
n
(log p)*+3

p
-\<

Vil ®

We complete the proof of (B.46).
We then show (B.46). It suffices to show

n

1

- E(z.. A, )| = B.58
jeg%%(e[p] n;( (vat 1€€’t> ZJ) ( |
Note that
1 n
max |— E(zji1e0t) —Noj)| <Ty+ max € e — Ay
o n;( (zj-1€01) )| < T F€Gk) te(p] ( t;l “s tZGHp N
:O(G2)+ max €rt P*t e — s,
jeg“C)le[P] t;—i—l 5= §+1 ’

(B.59)

O(G?) by (B.57). The terms inside the absolute value

operator of the second term can be further decomposed as

where the second step applies T, =
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n t—1
E (% Z eos Z ,O;'t_l_sej,s) AZ] Z Z *t 1-s _ E(egvtej,s)

t=G+1 s=t—G+1 t G+1 s=t— G+1

+— Z Z (eri€js) — Nej.  (B.60)

t G+1 s=t—G+1

The first term on the right-hand side of (B.60) is bounded by

t—1
=0<£2%3< 2, I 5—1‘)

=t—G+1
(12?;(2 |p ) (B.61)

where the first line applies the uniform bound of E (e;;_1€;,). For any 1 < d < G — 2 and
j c g(k)

max
J€G® rep]

Z Z I DE (egieyis)

t G+1 s=t—G+1

nYi
where the last step applies (B.50). Then by (B.61),

Z Z *t 15 — DE (eqejs)

t G+1 s=t—G+1

1 = 0(G ")

max
F€G®) Le(p]

= 0(G2 /™), (B.62)

which bounds the first term on the right-hand side of (B.60). For the second term,

1 n t—1 G
Z Z (eeaess) = Aoyl < > ( > E(ee,tej,s)—/\ag') +( )| Al
t G+1 s=t—G+1 t=G+1 s=t—G+1
1 n o
== > ) [E(erseji-a)l + O(G/n). (B.63)

t=G+1 d=G

Recall the definition of p-mixing coefficient in (B.54) and (B.55). By (B.4) of MS and
G = [(2¢;" log(np))'/" ],

[e.9]

Z“E €et€j—d)| < \/E ezt jt d Zp(d)

d=G

O (i exp(—cadT)>

(exp(—caG"/2))
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where the second row applies (B.78) in MS. By (B.63),

E E 6@ tej s Af,j

t G+1 s=t—G+1

= 0(G/n) + O((np)~") = O(G/n), (B.64)

which bounds the second term on the right-hand side of (B.60). By (B.62) and (B.64),

2 0@ ™) + 0(G/n)

max
JEGH) Lep]

( S S i )—Ae,j

t=G+1 s=t—G+1

= 0(G*/n""™) = O((log p)* /n"").
(B.65)

Thus, (B.58) is implied by (B.59) and (B.65). We complete the proof of (B.46) and end the
proof of Lemma B.2. O

Lemma B.3. Under Assumptions 1-5, when 0 < v < 1,

Z k)1 Ekl

21 (B.66)

when v*) = 1, we have

X (log p)*+3r. (B.67)

I~ ) T
nzxtfletfl

Proof of Lemma B.2. For stationary and MI regressors with 0 < 4*) < 1, (B.66) is a direct

corollary of Lemma B.2. For LUR regressors with 4*) = 1, (B.67) is deduced in the proof of
MS24’s Theorem 3. ]

Lemma B.4. z Under Assumptions 1-5,

— p (k) Ay ()
! th 1$t o X 10 n N (logp)

: k m
Proof of Lemma B./. For any j € G*) and ¢ € g™,
S *
Tjt-1Tet = PyLjt—1Tet—1 + Tjr—1€04-
By ;e = PiTjt-1%et + €j1Tet, WE obtain

* *
TjiTor = P; (PpTje-1T0e—1 + Tjs1€01) + €j1Tos. (B.68)
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Summing up both sides of (B.68) and using the fact that > | xj20; = Y 1y Tjt—1Te4—1 —

Tj0%0,0 + TjnTen, we deduce

t=1

n n n n
* *
E Tjt—1Tot—1 — TjoTe,o + TinTen = P; | Pe g Tjt—1Tg1-1 + g Tji—1€ot | + g €Tyt
t=1 t=1 t=1

It can be further arranged into

(1- P;,Oz) Z Tj1Top-1 = (Tj0T00 — TjnTen) + P; Z Tjt-1€et + Z €Tyt (B.69)

t=1 t=1 t=1

By (B.1),
y (B1) P (k) (m) 5
SUp Sup |z;o0%e0 — TjnZen| <0 2 (logp)”. (B.70)
jeG ) geg(m)

By (B.66) and the fact that [pj| < 2,

n

g €itlot

t=1

+

n
p 1
sup sup | |pj Z Tji—1€04 < n(logp)'ter. (B.71)
JeG®) £eg(m) =1

By (B.69), (B.70), and (B.71),

sup
jeG®) Leg(m)

(L= p500) > wjam1tes
t=1

n

E €itlot

t=1

+
jeG®) Leg(m) jeGk) reg(m)

)

< sup |z 0200 — TjnTen| + sup (

n
*
Pj E Tit—1€et
t=1

P (k) (m)

<n" 2 (logp)® + n(logp)
SZn(logp)H%.

Thus,

» n(log p)'*ar
h infjeg(’ﬂ,eeQ(m) (1— P;PZ)

= O(n' 7" (log p)* ),

sup
jeGk) geg(m)

Tjt—1T0t—1
t=1

when the second inequality applies the fact that

S]] A ;¢ — (4 A9
L= pjpe = e 7y e N O(n~" ")
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when j € G®) ¢ € G This completes the proof of Lemma B.4. m

Lemma B.5. Suppose that (14 C,,(L))s = o(n A p) as n — oo, and k = 1. Define (V) =

n Y (w1 — Z)(xi—1 — @) 7. Then under Under Assumptions 1-5,

"QI(E(I)aLaS) > Cr
n — L2%slogp

(B.72)

holds w.p.a.1. for any L > 1.5

Proof of Lemma B.5. In this proof only, we simplify the notations mgl) and egl) as r; and ey,

given there is no ambiguity that we focus on the LUR case. Also, we simplify (1) as 3.
(a) We first impose the normality assumption ¢, ~ i.i.d. N (0,1,). It implies
er ~i.d.d. N(0,Q.) with Q. = ®.®]. Note that for the LUR cases,

C
Ty — Ty = Extfl + e

for any ¢ > 1, where C = C*¥). Define

C
—Ti1 e, t2>1,
n

e =
0, t =0,
and note that z, = Zizl e2. Let R be an n x n lower triangular matrix of ones on and
below the diagonal. Define X = (xg,21,...,7p-1), ¢ = (eo,€1,...,6,_1)" and 2 =
(el e, ...,e5 )T. Note that X = R e . We decompose we write
(nxp)  (nxn)(nxp)

Y =n"'XTX =n"'e®TRTRe®.

Define J, = n 11,17, Let Ay > Ay > - > X, > 0and Ay > Ay > -+~ > X, > 0 be the
eigenvalues of R" (I, — J,)R and R' R, respectively, ordered from large to small.

Let 1, be the (th largest singular value of the idempotent matrix I, —J,,. Recall 1 (+) is the
indicator function, and obviously p, = 1(1 < ¢ < n—1) for £ € [n]. Denote the ¢th eigenvalue
values of R"(I, — J,)R and RTR be )\, and Xg, respectively. When ¢ € [n — 1], the first
inequality of Eq.(15) in Merikoski and Kumar (2004, Theorem 9) gives Ay > Agp1/ftn-1 = Aet1-

Following the technique used to prove Remark 3.5 in Zhang et al. (2019), which is
also used for Theorem B.2 in Smeekes and Wijler (2021), we diagonalize R(I, — J,,)R" =
Vdiag(A1, A, -+, A\y)V'T, where V is an orthonormal matrix. For any 6 € RP, § # 0, the

B-2Here we use a generic L > 1 is useful for deducing the lower bound of &p using ;.
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quadratic form

L1 1
6726 = —eATRTRe® = =672 TVdiag( A, Ag, -+, M)V T €26
n

n

1 A
> 0" et Vigdiag(Ar, -+ M) Ve ™o > 5T ATV gVipe™s

5TTRS (B.73)

. (s
n

for any ¢ € [n — 1], where Vg is the submatrix composed of the first ¢ columns of V' and
I'y= E_leATVMV_[E]eA
We first work with the first factor ¢A,/n in (B.73). Smeekes and Wijler (2021) provide

the exact formula of ),:

N1 = {2 (1 — cos (M))} B for all £ € [n]. (B.74)

2n + 1

A Taylor expansion of cos (x7) around z = 0 yields

~ (20 + 1)\ ? (+1 (r\’ i
— (=TT 1 LI I R () 1 =
At ( 2n+1 o n n o n
whenever ¢ = o (n). This implies

D\VHI n n
= > B.
n (1t o) = 2 (B.75)

for £ = o (n) when n is sufficiently large.
Next, we focus on the second factor § 'T'24 in (B.73). Define X1, := (0,, Xo, X1, - - - ,Xt_2)T .
By definition, we have

C
= X]L_ + e.
n
We deduce that

5Te VgV . STCX[ VgV XLCTo N 20T CX, VigVjed

TFA —

oo l n2( nl
N 5T6TV[QV[T£]€5 N 25TCXHTV[@V.[;]€5
- 14 nt ’

Recall the generic inequality 22"y < 2" x+y "y for any vectors  and y of the same dimension.
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VE;]e(S

Let x = s and y = \/in*ICXHTV[g]V_[Tae& we have
2(5TCXTV4 VT€5 QCXTVg VTX]LCT
]Ln (€] [ S OS(STQTV[(]V[—;}G(S + L [T]L2 [ .
It implies
§TFA§ N 0.55T€TV[QV[—;]€5 2(5TCXHTVMV[—E]XLC5
¢ 0 =2 — .

14 n2(
In addition, /\max(\/.[@V.[;]) < ||[Vigll3 < 1, where the second inequality applied the fact that

V' is a unitary matrix. Therefore,

0.56"e"VigVed ~ 26TCX[X,.Co

STTR6 >
£ = ¢ n2¢
_055TeTVigViged  25TCY! X, 1 X[, CS
l n2/¢
- 0.5(5T6TV[5]V[—Z]€5 B 20TC E?:l Xt71XtT,105
= / n2¢
y 0.50"e"VigVijped 25T CECH (B.76)
= ¢ nt .
(5T€TV.[g]V£;]65
Define I'y = 7 . By (B.73) and (B.76),
5758 > 2”2 - (0.55Tr,55 - 2n*%15Tcica) . (B.77)
m

We first lower bound the first term. Let ¢ = (16 + Cy) - (s + m) logp for some C; > 0 to be
determined later. Following the proof of (B.43) in MS24 utilizing the non-asymptotic bounds

for Whishart matrices, we have

w.p.a.1l, where the absolute constant C,, not dependent on L or C,. We then bound the second
term. Note that for any § € R(L, s) such that for any |[M| < s we have [[dpe]l1 < L|[oa||1,

1611 < oy + loaell < (1 + D)ol < (1 + L)V/s|6]2. (B.79)
Therefore,

07CECTS < (I811)* - ICIT - ISllse < (1 + L2863 - ICH7 - 1o
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By (B.4) for LURs,

12112, < I%§X|Ij,t—1|2 < Csupn logp

w.p.a.l for some absolute constant Cy,,. Therefore,

§TCECTS < (1+L)%s)I613 - I - 2]
<(1+ L)2s||5\|§ .22, Csupn logp
< 16L2 - stH% - Caupn log p,

where the second inequality applies ||Cl|; < sup;¢, [0} < 2, and the third inequality applies
L >1 and ||0s]|1 < v/$||0]|2- Recall that ¢ = (16 + C;) - (s + m)logp. Let C, =64 - (1V (L -
Csup)) — 16. Then

16L - Cp

sTexCTs < |62 -
— || ||2 C;g

s-nlogp < |65 - 0.25Cnt. (B.80)

Insert (B.78) and (B.80) into (B.77), we have

n nC

TS > 5C.,. — 0. 2= 52
0720 2 555 (0.5C = 0.25C) [16]]> = 119l
By ¢ = (16 + Cy) - (s + m)logp, m = [4LC/¢]s, and L > 1
5780 - Cs
nl|o]|3 — 8m2(16 + C¢) - (s +m)logp
> Cr - (B.81)
872(16 4 Cy) - (1 + [4LC/c])slogp
> Cr
T 82 64(1V (L - Cyyp)) - (2C/2) - 8L - slog p
C
>

T 812 64C,y, - (2C/¢) - 8L2 - slog p

w.p.a.l. Then (B.72) holds with ¢, = ¢- C,/[87% - 64Clyp, - 2C - 8].

(b) We then extend the result to non-normal errors. Recall that

t P t
R t—s (I) t—s
Tjt = Pj €js = 3.k Pj ks
s=1 k=1 s=1

t

The random component )

1 pﬁ_sekys is a partial sum of a-mixing variables, and ¢, is

independent of ¢, whenever k # j. Also note that pz_s. Following the technique of By the
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Gaussian approximation, there exists a sequence of Brownian motion such that

t—1 t—1
1 t—s t—s p Ing
Sup —= Pj Ejs — P Mjs|
je[p],te[n]\/ﬁ ;0 J Z J 1/4

Define §;; = Zizl p;_snjys satisfying &, = p;&;+—1 + 1;,s Therefore,

t—1
sup |zt — &l < sup Z@M s — sz_snjs =0, (n 1/4 logp). (B.82)
JEplteln] JEP] s—0
Let T =n"' 30, (& = (&1 — )T
5T > 676 — ‘ﬁ(i - T)a‘ (B.83)

Notice that T is the Gram matrix of the LUR processes (; with normally distributed errors.
The procedures as in Part (a) bounds the first term on the right-hand side of the above

expression
l

Y B.84

w.p.a.l for some absolute constant ... We move on to the second term

[67(E = T)o| < SIS = Flloo < (1+ L)SISIRIIS - Tl
< 4L2s[|0 3115 — Tl (B.85)

whenever L > 1. Since X; = Zi:o e, = P, Zizo g = ®.&_1, it follows that

I -Tle < € (Han(xt 1l = GGl ) e + 727 SFHOO)-

t=1

Following the proof of Part (b) in Proposition MS24, we can show under (B.82) that

£ = Tl = O, (n*/*+'V/l0gp)

for any arbitrary small absolute value /. Inserting the above expression into (B.85), we have

T/ B . / )
[0 (E||6“;f)5| <41%.0, (n_1/4+” /_1ogp) :Op( L > (B.86)
1ol

slogp

given the condition s2L*(logp)*/? = o(n'/*~*") in the Proposition. (B.84) and (B.86) then
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provide

6T c. L Cr
Z - Yp 2
n||d]]3 — L2slogp slogp L2slogp
w.p.a.l when n is large enough, where ¢, = 0.5¢.
Define the long-run covariance Q) = Y% (et )degl)T), and

=W = / T ey,

Also, recall that £© = E(z{"Vz{"T).

Proposition B.8. Under Assumptions 1-5, for k =0

3+2 3+
1 Hi(k) — ) > (log p) 1{k=1}+ (log p) _
nfhk o0 n? v/ nl—0Ak

Therefore, there exists a absolute constant 9 such that

0)

:

k1(27,3,5) > ¢

w.p.a.l.

(B.87)

(B.883)

Proof of Proposition B.8. When k = 0, i.e. a:,gk) is stationary, (B.87) follows standard con-

centration inequalities for weakly dependent time series, like (B.30) in MS.

When k = 1, define R = diag({p}};cqm), and KW as the p} x p} commutation matrix.

We follow Magdalinos and Phillips (2009) to decompose vec(S(1) as

(ng ~-RY g R(l))vec(fl(l))
1

=— <Vec(x£})x£}w) ~RO g R(l)vec(xél)xél)T)>
n

1 n
+ (L2 + KWV)(I,, @ RW) Zvec (2 e E zzvec(egl)egl)T
=1
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By L. —RYW@RW =—-n"?I,  CV+CVxIL,)—n?CH g CW, we further deduce
k

Vec(i(l))
- (ka ® C(l) + C(l) ® ka)—g
1 07— RO & ROvee(zPz0T) 1+ CLECY s
= (Vec(xn z,” ) — RY @ RWvec(x, 'z, )) + Tvec(Z )
+ (L2 + KW)(1, @ RW Zvec (z\D e T Zvec (WeMTy, (B.89)
By Lemma B.1,
1 (1) 40 1) (1), (T (log p)®
I (Vec( T - RO @ ROvec(zVal )) oo = - (B.90)
and O Yel) “logp)*  (logp)*
CYeC = p n’(logp log p
HTVGC(Z( oo < T T (B.91)
Define AW = Y% eg )ei )d By (B.46) in Lemma B.3,
2
) (logp)r  (logp)** =
(T2 + KW)(1, @ RM)~ Zvec x,g Vet — Al N loe < 0 + = (B.92)
y standard concentration inequalities for stationary time series like (B. m ,
B dard ion i lities f i i ies like (B.30) in MS
1 ivec(e%“” _ o0y &, floer (B.93)

where QO = E(e{Ve!Y ). Therefore, by (B.89), (B.90), (B.91), (B.92), and (B.93) we have

ec(SM
—(ka®c<1>+c<”®1pl)% = (L +K)(I,, @RW)vec(AD) +vee(QM) +91,, (B.94)

where

3

(log p)? N (log p)? N (log p)

log p)2+2r lo
19t lloe = oL , (ogp)™rzr  Jlogp

n? n? nl—o0 n
(logp)™*+  (logp)**ar
- ot s oo
n n
In addition,
1) 1) 1y — 1) T
p— 2n .
(L2 + KW)(I,, @ RY)vec(A™) = vec(A™ + A™7T) + go (B.96)
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where

lg2nlloe = Lz + KO)(L, @ (RY — T, ) Jvec(AD) || = O(n ™). (B.97)

Not that the long-run covariance ) = A® 4+ AMT 1 QM) Then by (B.95) and (B.97),

Vec(i(l)

p (logp)***  (logp)**ar
T .

) )
—vec(OW) ]| X - —=

” - (ka & C(l) + C(l) ® ka)

Notice that I,, ® c+ch g I,, is diagonal, with the diagonal entries uniformly bounded

from above and below by some absolute constants. Therefore,

vec(EM)
o

] 342 1 3+ 5
» (logp) N (logp)

+ (I, ® CY +CcY @1, ) tvec(OW)| < ;i —=

oo

Define cg-l) as the j-th diagonal entry of C). Observe that

(I,, ® CY + CV gL, ) 'vec(@W) = / e @ 7" dr - vec(0M)
0

o
- Vec(/ e LM .eTCde).
0

Therefore,

00 342 345
> O / eTC(l)'@(l)‘eTC(l)dTH p (ogp)*r  (logp)*'=
0 o0

which completes the proof. O

B.3.2 Technical Lemmas for Inference

Let ¢ be an AR(1) process satisfying

Gt = P=Gji—1 + €jy (B.98)

with a zero initial value. Therefore, (;; is an MI process with degree of persistence ¢, thereby

satisfying
P9
Cmax |Gl < n2 (log p)3/2. (B.99)
F€GH) te[n)
Further define .
Y=Y P (B.100)
s=1
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The instrument z;; has the following decompositions
Zje = G — (1= p}) s (B.101)

and
g = Tje — (1= pz)ja- (B.102)

z

Lemma B.6. Under the conditions in Theorem 2, for k,m € {0,1} we have

max [iy] < n'F O (log p)/2, (B.103)
jeG®) tefn)
- p V m
max Z¢j,t—1$z,t—1 < n1+¥+(“'f)+7(10gp)3, (B.104)
jeG®) peg(m) p—
and
p v

sup Z%t yug| 5 2t O (10g )2y (B.105)

]Eg(k)

max ’f]?j’tfl‘

j€GK) te[n]

Proof of Lemma B.6. For (B.103), by definition in (B.100),
max [1;,] < max
JEGH) teln] te[n]

sz
6

< " max |21 < n9+§(logp)3/2. (B.106)
‘Cz| J€G®) te[n]

where the last inequality applies Lemma B.1. In addition, we can reorganize the expression
of ¥, as

—1 t t—1 t—r
t—s *r — _ *r t—r—d
V= E E Py Pj €js—1-r = E Cejs1r = ) P; E P, Yeja-1
r=0

s=1 r=0 s:r+1 r=0 d=1

t—r

(k) _

= 7 max E P e (B.107)

J€Gk) te[n] =

and thus
max ;] < O(n*) max E P e 4 )
JEGH) te(n) eg(k) t€n)

Note that {>/_, pL%; 41} e 18 an MI process with degree of persistence equaling §. By
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the arguments the prove Lemma B.1 we have

sz €j,d—1

- Cn%(logp)?’ﬂ.

max max
jEG®) te[n] j€G(R) ten]

Therefore, by (B.107)
0
max I%tl Cn’*2 (log p)** (log p)*/*. (B.108)

jeG®) ten

By (B.106) and (B.108),

S max [t % <n9+§(10gp)3/2> A (nk+g(logp)3/2>

F€G(HR) te[n)
=n' 2 O (log p)?/?,
which verifies (B.103). (B.104) follows by
- p
max i—1Tpi—1| X N max il max X
ieG®) gegim) ;¢J,t 140¢—1 7eg®) 1] |¢],t| jeg(m),te[n}l J,t|

and the inequalities (B.103) and (B.1).
For (B.105), by definition of 1;, in (B.100) we have the recursive formula ¢;; = p,;,—1+
zj; 1. Take G = [(2¢;!log(np))'/"] as in the proof of (B.45) in Lemma B.2. We thus have

the following decomposition.

Z%‘,t—lut Z@/th 1ut—|—2pz Z U i—q— 1+,0 Z Vjt—cUs. (B.109)
t=1

d=0 t=G+1 t=G+1

For the first term of the right-hand side, we have

k\/@
<G 2 O (og p)3/2, B.110
]ré%IZ% ] % o ]I%t 1Im?><|ut| n 2 (logp) ( )

where the last inequality applies (B.103) and the sub-exponential distribution of u;. For the

second term, by Proposition B.3

max |sz Z U j g 1\ GVnl+k(log p)®ter. (B.111)

jeg® t=G+1

We then bound the third term. Following the arguments to bound “73” in the proof of (B.45)
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in Lemma B.2 (See also the proof of Proposition B.2 in MS), by the upper bound of v,
given as (B.103), we have

P LykVe L (gnk)
<n2T 2 (

AT D o logp)**7r, (B-112)

t=G+1

Then (B.105) follows by (B.109), (B.110), (B.111), and (B.112). We complete the proof of
Lemma B.6. [l

Lemma B.7. Under the conditions in Theorem 2, we have

p A
max  |zj] < n¥(logp)3/2, (B.113)
J€G®) te[n)
“ p
max |z, req] <m0t E N (log p)?l?, (B.114)
J€GW) Lelp] T
and
n p .
~ max | Z ZaTea] < (4 ni%ﬂﬂ/\”?) : n(Ing)ng?lr- (B.115)
JEGM) Legtm) 4=

Proof of Lemma B.7. For (B.7), when 6 < ~;, by (B.101) we have

C
max |zj¢| < max |G|+ —57 max |1
jeg<k>,te[n]| s jeg<k>,te[n]| sl nY® jeg<k>,te[n]| s

P
ﬁn% (lng)3/2 + ngw—k(log p)3/2

:n%(logp)3/2 + 'rzg’l%e(logp)?’/2 < 2ng(logp)3/2. (B.116)
When v; < 6, by (B.102)
max |z/| < max |z + Je:] max |4
jeGWeln] T jeG® tem] b jeg® ten]

< 0 (logp)*/* + nf 0 log p)*/2
= n’(logp)*/2 + n>~"3" (log p)** < 2n% (log p)*'*. (B.117)

We then have (B.7) by combining (B.116) and (B.117).
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For (B.114), by (B.101), when k£ =1

max |szt 1604 < max |Zgjtleu|+ max |Z¢jt 1604

F€GM £e[p] F€GM £e[p] n jegM reip]

—4 n+ n5+9(logp)3, (B.118)

where in the last step the upper bound of the first term applies (B.46) bounded the cross-
product between and MI process and a stationary component, and the bound of the second
term applies (B.104) with m = 0 as e, is stationary. Similarly, we can deduce by (B.102)
that when k£ =0

max Z 2iirees] < m 40t (log p). (B.119)

7€G0) ¢c[p]

Then (B.114) follows by (B.118) and (B.119).
For (B.115), by (B.101), when k£ = 0,

n n n
max | Z Zjt1Te—1| < max | Z Ga-1Teg—1| +¢  max | Z Vji—1204—1]
t=1 ieg t=1 t=1

jeG () pegim) egk) peg(m) jeGg k) peg(m)

< O (log p) 3 4 n3H0HE (log p)? (B.120)

where the second step applies (B.4) that bounds the cross-product of MI regressors, and
(B.104). Similarly, when k& = 0 we deduce by (B.102) that

max | zpwga| < 0 TE (log p) a4 0! TR (log p)?. (B.121)
7€GH) Legm) 4=
Then (B.115) follows by (B.120) and (B.121). O

Lemma B.8. Under the conditions in Theorem 2, we have

P D
Vni™ < min 7, < max T; < nfhk, (B.122)
j j
jeH ) jeH )

Proof of Lemma B.8. When k = 1, by decomposition (B.101)

0*2

(0 = 5)* = (G = G+ 2(Ge = 5V = ) + 5 (Wa = )" (B.123)
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Recall that ¢, is an MI process with degree of persistence §. By (B.103) and (B.37), we have

1 - 30 1
max |- Z@t )by = )| < 3+ logp)? = n¥H (log p)*?
Therefore,
IR < = TN B ose 1 45 _ (0
s 3 2 G Gl =)l S domn) <o) (320
By (B.6),
1o 201 3/2 _ (0
max |5;7(¢]t 3% % 0 logp)*/% = o(n”). (B.125)
By (B.123), (B.124), and (B.125), we have
RS o I =32 0
- R L)Y = . B.12
jrélgagf) |n ;(Zy,t %) n ;(gj,t )| = op(n”) ( 6)
By (B.2),
n? % min 1 Z(C i —()? % max lzn:(gt —()? 2 n’ (B.127)
jeg® m S J jeg) n = o J ’

and thus (B.122) follows by (B.126) and (B.127).
When v = 0, (B.122) can be verified in a parallel way utilizing the decomposition (B.102).
We complete the proof of Lemma B.8. n

Qn = diag({n®};ep). Additionally define

* T [7]* * * * * \ T
7=z — 2,00 and rf = (] 5y, T ) (B.128)

as the true error term in the auxiliary regression.

Lemma B.9. Under the conditions in Theorem 2, we have
{Tf—1}te[n}> =0y (

Proof of Lemma B.9. By the decomposition (B.135),

(logp)

*

\/ nHM

5 w/2>

E max
JE[plteln]

for any fixed constant w > 0.

* T | *
= Ui — x_jvtsp[]] +0 (ne\” ) (s
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where v, is an MI process with degree of persistence 6 A ;. Recall from the definition of
@V in Section A that gpgj I is nonzero if and only if x;, shares the same degree of persistence
with v;,. Therefore, v;; — xfﬁgom* is a linear combination of MI processes with degree of

persistence 6 A 7;. Therefore

s — 2T il
jelplte) = \/ne_—Ajf | < (logp)*="%. (B.129)
Combining (B.103) and (B.129), we have
r*
max il % (log p)>@/2. (B.130)

jelplteln) /nfr

For simplicity, use E,(-) to denote E(-|{r;_; }+c[]). By the sub-exponential distribution of w,,
we have E(maxicp,) [u¢|¥) = O((log p)*). Therefore, the conditional mean E(max;epn) |ue] ®[{r;_ }rem))

is a random variable with a mean value of order O((logp)®), and thus
E(ggﬁf |ue|“H{ri_1 teem)) = Op((log p)@). (B.131)

Recall that I, ; = n ﬁjyj, where ﬁj,j is bounded from above and below by some absolute

constants uniformly for all j € [p]. Therefore, by (B.130) and (B.131), we have

2w

E r;':tut —/2 T;it 2w
, max < |[n @2 max |—=——— max [, |u
jelbltein) | \/nll;, seblteln) | [ onfy | Iellteln
J:d

(log p)®
n

:o,,( /)

We complete the proof of Lemma B.9. n

Recall that 7, is the residual of the auxiliary LASSO regression (23). Define
f.j,t = 7/:‘7'/’/”\]',157 and f.t = (fl,ta f2,t7 B 77V1p,t)—|— (B132)

as the residual standardized by the sample s.d. of the instrument, denoted as 7; in (22), so

that r7, is a population truth of 7;;. Finally, define

n
1 ~ 1
T
II, = — ri i 1L, = —
o ;_1 t—1Tt—1> ”

n
E = =T
t=1
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Lemma B.10. Under the conditions in Theorem 2, there exists a nonrandom matriz 11 such
that

|
||Q;1/2(H —1I,) 1/2H ( Og(sp) 7 (B.133)
n min
and o
oz g% ot p139
[ele] n min

where dmin = 0 A (1 —0).

Proof of Lemma B.10. We first prove (B.133). By decomposition (B.101) and decompo-

sition (B.101), we can summarize that

SETE R o

where
Vi = Gal{0 <5} + x5, 1{0 > 75} (B.136)

is an AR(1) process with innovation e;, and AR coefficient either p,1{6 < ~;}+p;1{0 > 7;}.
Recall that ¢; = 6 A ~;. Therefore, v;; is MI or stationary with degree of persistence
¢j = 0 AN y;. Define

-

Ko [5]*
Wiy = Vit — L_j P

with z;,; replaced by v;; in the definition of 77, in (B.128). The proof will consist of the

following steps:

(I) Prove
n * *
max |n-1 Tit=1Te-1 1771 Z Wiy Wy ® ( )
J,L€p] =1 \/ n¢j +e¢ —1 n¢] +¢l dmin

(IT) Show that there exists a II = (IL, ;) such that

*

wy p
t—1We 1
max |n~ E Liam1Wer — 1L <

J,LEp) /it o

(logp)*++
némin

Then (B.133) follows by the results of (I) and (II), and the triangular inequality.

Proof of (I). Recall that ¢; = 0 Av; = 60 for allj € GY and ¢; = 0 for j € GO By
the definition of ¢V* in Section A, we have gpz " # 0 if and only if ¢, = ¢;. Therefore,

Wi, = v — xfj’tgom* is a linear combination of MI variables with degree of persistence ¢;.
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Define ¢™ := m A . By the upper bound of Li-norm for ¢V* in Assumption 6, we have

P
sup  |w},| < Vne™ (logp)*?,

j€G(M) tec[n]
following (B.1) for the upper bound of MI regressors, which implies

p

; |

gt gt 3/2
sup  —== < sup - sup  —=—= < (logp)”’". (B.137)
jelplteln] Vn® — melM] jegim) ten] Vo™

In addition,

| 75t 7 t‘ 1
sup ——— =0 sup ——— (B.138)
jelplteln]  Vn®i jelpliten] nfV¥iv/nds
9\/’yj
n_z *%(logp)**
sup
j€lpl,teln] noVvi\/noi

1 3/2 1 3
—  sup (logp) < ( og )
jemlteln] V@ —0ry) =V nlmin

Ao

where the first line applies (B.135), and the second line applies (B.103). Then by (B.137)
and (B.138), we have

* * r*, — w*
sup |]t| < sup | j,tl + sup |_],t j,t| p

L% < (logp)
jelplieln] Vn®i — jeplieln] Vn®i  jelplteln]  Vn®i

by (B.137) and (B.138). Therefore,

3/2 (B.139)

* * n

max n_lz Tjt—1Te-1 ! w]t 1 ét 1
j,ZE [p] £/ n¢j +¢Z —1 A/ n¢] +¢l
)7“41;—1 & w*t—l(th—l _th—1>
< max |n —1 jt 1 ]t 1 , + max n—l 7 ) )
e Z Vnditoe J.L€lp] ; vV nbitoe
|T't_ 't| |7‘4‘<t_w*t| w3 4|

< sup Mo — Tl sup sup —L— sup —L=

jelpltelnl  Vn®i o e, te[n] vn ol elpltelnl  Vn®  tefplien) Vndi
g(logp)
S .

n min

where the last inequality applies (B.137), (B.138), and (B.139). We complete the proof of
(D).
Proof of (IT). Recall that w}, = v;; — x! go[’]* is a linear combination of MI variables
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with degree of persistence ¢;. Therefore, when ¢, # ¢;,by (B.4)

" owt, wt $iNde (] 145 1 I+5-
maX|n_1 Jt—1%0t— 1| < maXn (ng) 2 _ (ng) 2 ’ (B140>
JLEp] p— \V n®itee jLEp] v/ nditoe v/ 1 Omin

and thus (II) follows by taking II;, = 0. When ¢; = ¢, recall that ¢; = 6 A ~,. Therefore,
Wy Wy = Vjg—1Vg4—1 — Vjt— 1$Te wpl 0 — Vg t— 1JJT 90[”* + Ty 11:;,50“]*.

Without loss of generality, suppose j,¢ € G® so that v = v = k. By (B.87) and the

definition of ¢V in Section A, we have

n

i Z Wi Wi & P (log p)**+ N (logp)* = _ (logp)**

3G | = /pditn L T e® o™ = e

where IT;, = 219 — £ (%) _)712®), —x® (=®_H71n®).
(=) )12()

EYT k
+3® =W _)s® =W ),

(B.141)

When j =/, ﬁj’g is simplified as

_ y(® (k) (k) y—1 (k)

Then (II) is implied by (B.140) with II;, = 0, and taking the maximum over k € [K| of
(B.141) with
I, = n®t 9L, . (B.143)

We complete the proof of (B.133).
We next prove (B.133). By the triangular inequality if suffices to show

145
» 5*(logp) 1+

< (B.144)
o0 \/ mm

oz, - ot

Define pll = 7,001, where 7; is the sample s.d. of the IV in (22), and @V is the auxiliary
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LASSO estimator in (23). Then

B i 7 D o o )

jelplteln]  \/n%i ERE VniNi
< max ”D x—JtHoo T]HD (‘pH_SO[]]*)Hl
~ jelpltem)] Vi

P D5 (@Y — p)|ls
<(lo max m J
(log )’ ke[}(}aeg(kgi[n} VN
21 E+7
s (logp)z e (OgP)Q ” (B.145)

mln

where the third row applies (B.1) and Proposition B.2, and the last inequality applies Lemma
B.10 and Proposition B.4. Therefore,

*

n-l ]t 1Te -1 TJ, ~1T1-1
max - E
7,L€p) \/ n®itée = n¢] +¢e

n

n 12 ]t 1 f‘j,t—l)(rz,tfl — 1)
—1 \/n¢j+¢é

" .
(r: — P17
t—1 J;t 1) Lt—1
< max |n J

JLElp] P \V noitée

+ max
JLED]

2
< sup |7";‘<,t—1 Tj,t—1| su sup |rg,t—1 i1l
j€lpl,t€n] Vnoi elpl, te[n] v jelp] teln] Vnoi
» s> (log p) ' 2
< ,
n‘smin

where the last inequality applies (B.139) and (B.145). We complete the proof of (B.144) and
thus (B.134) is verified. We end the proof of Lemma B.10. O

Define
Dy = diag(IT), Dy, = diag(Il,,)
Lemma B.11. Under the conditions in Theorem 2, we have

p s2(] 1145
b 5°(logp) "2

o0 n6min

oy - i | o

where dpmin = 0 A (1 —0).
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Proof of Lemma 1. Note that

B VN ¢J |n ! Zt 1 ] t—1 .77.7|
= max P
o j€lp] (\/n—1 D i1 T T /1, j> \/Tl_l > e T]Z,t—IHJJ

,1 ]t 1 T .
Zt 1 H]>]

n%i

| QiD= Dy

=
JE —~

i-1 / 17
(\/ R ?]ﬂ;] II; )\/ R 7],&45] 3.3

HQ;IQ(H _ ﬁn)Qﬁl/Q

< .
—_ ]t 1 _ ]t 1
minje () (\/ DI ey H ) \/ DY “néi I 5

By (B.141), we have

> 0. 5m1nH
Sell 3,

n 12 n¢>g 10,
with a sufficiently large n. Therefore, by (B.134)

2 11+$ " 2 11+%
< M/ (05<m1[£}1 Hj,j)1'5> -0 <M> '
(%) JjE

n ~
r
- -1
minn ! g L >m1nH7 — max
J€lp] nes Jj€lpl J€lp]

|@2(Dyl? = i)

n‘smin

We complete the proof of Lemma (B.11). ]

Define
V = Dy'’UD; ", V, = Dy, ?, W, = Dg'/°11, D>,

Lemma B.12. Under the conditions in Theorem 2, we have

1
IV = Vil (Ogap) (B.147)
n min
2(] 11+2&
Vi = Walloo 5 ° (Ogi) : (B.148)
n min

Proof of Lemma B.12. Note that each diagonal entry in Dy is II;; = n‘i’fﬁj,j according to
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(B.143), where ﬁm defined in (B.142) has an O(1) order.

@j

|05 Qulloo < macx nq:H = 0(1). (B.149)
Then 1
IV = Vallo < 1052011 = T1)Q; | - | DF Q1?0 % WB2L
n min

where the last inequality applies (B.133).
For (B.148), note that by II;, = Vn‘z’j*@fﬁj,g according to (B.143), we have

19, /?11Q;, 2|l = O(1). (B.150)

By (B.134) we further have
19,2 11,Q, 2 < 1. (B.151)

By (B.149) and (B.11), the triangular inequality yields

~ 1%
1D}, Qnllos < 1. (B.152)
We thus have
Vi = Wl :||D_1/2HD_1/2 D11, D5 o
—H( -1/2 1/2)621/2!\00!!@ WHQ 1/2Q1/2D 1/2H
i HD71/2Q1/2Q 1/21—[ nQ 1/2H HQl/Z( 1/2 1/2>Hoo+

+ ||D_1/2Q1/2H HQ*I/Q( _H>Q71/2||Oo
—0[[(Dg"* = D) QY2 + OMIQ; A(T, — Q5

s*(logp)'** 2

p
<
n(smin

)

where the third row applies (B.149), (B.150), (B.151), and (B.152), and the last inequality
applies (B.134) and (B.146). We complete the proof of Lemma B.12. O
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