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SHA A (MTR: marginal tax rates)S AFEZE QAFA A (F-A4H), A}EH]|
|9 A, 1A gAbEAA, AMIHAZA (AT A AT A ke A
A HAAAR) T 22 vds AT oAbEACd Qo Todk Jds T
thD ole} e FAAES FaAE =6k, SAMES AR Aleke
AL ofF oyrh webd IAAES SAse Wl 2Hs 9 A
Ae] A &gl JrHGraham, 1996a, 1996b).

FHAAEC] AT HrbEAl Qlol FaT 9ES FA e Bt g
A&l ZF7gol tg A7t wWol FaEA] ke olfE dAAES AH A
Areb7] fleiA e oleAEE, FAAAEAS HATA 5 FAAE S
nE g e B3 MM e wkdsteiof kANt AlFEAAETE 7]
42 AelE i glo] d57F Erbssiths vl 7]Qlgth

Scholes and Wolfson(1992)2 HAIAlE&S Falld=e] 199 F7F FAAS
o] F7tell el MGzl Fi-stelof & dAFsFE AUt WE
of A& AHelet FAMES ol &3 7|Fe ATl ek AtElE A
Alsto] FAAIE] e olsiE EAIZATE ERE Sh
(19%6a)2 ol¥dEw, FAAAEAl, HAATAE aLeldt Algdlolds AHS-st
o dAAlES SAHs= WS JIAdsk I

Graham(1996a)-> Shevlin(1990)¢] A& gdste] AlE#o]ds ARE-3 g
AAE SABAE 71 A7 SHAAE del@get HudtomA 7 e A

o

1) AMES 2AAsdYT 2ARAANY 71318 AlFstr] wiEel 719 HIAt
oF AR Yot Al F2F FqS v} ZAAFTH Y (tax clienteles)> I}
A Aite Asste FAAE ST RG2S S PE FAAR Go] MR
EAeHE A3e gtk 2ARAY, § ZAHNTEES ol }0174311(arb1trage)1_
GEA T PAE A FEe i’-%% 3k Ol-roi;‘““% o|9} ol A&
7199 FA 2 AFIALAAGC T GTFE v R 7] wiEel HAAE %Zéi]%
dotstE Zlo] wjg Fasit
AT E G 2ARF A dig A Y o] #1997, pp. 130-1360)E F=.
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1.

I B 9
olgd 7AESt AYPAT

AN G 23

7} sHAMIEel Mol =N

2] AFdTES dAAED FAA T dedss ZaR s, Al
O

FEoF o9 B2 AFER } st AR YE Ak fste] SHAAE
ZAXNE AaF hI AT olele] Aok gk A3 AATY
2) dWtH o7 {FaA&L HiHEA S (average effective tax rates)¥ FHAF-EAS

(marginal effective tax rates)® TE3aln, APA TN = FHFFEAES FEA

&, SAFEAES SHAAEle F23 QT 8 fz AgAFe 24 5 F=
HAAE FHoz BAsgoerna FaA&S FaHAdAET dAHIAES F
Heom A mEkA, & ArelME fEAET Mgl golE ALE
R

fFaAge 4o, é" 2 Mgt th3k s Callihan(1994), Omer, Molly and
Ziebart(1991) 55 #

3) B dAe g ﬂ%a
A& %ﬂﬂ =78kl E}%“é% —1:““}71 1’]5‘} O‘i?i/\‘] ‘ﬂ'oﬂr 7L° O] i 2§L71”
Ag B4E IJATGEAS FHoE HESA
f&ﬁ]*ﬂgoﬂ O3k 71EATE ANE FAbel gigk sAAE T AE ]%“’ﬂ EHffl SHA| Al
E2 o] FAEHY. AEFER gid SFAMES 5 FAVIE FT8E
AL ZAPekE o AEgk vhdHol, s digk SAAELS 71 -4/‘}7;1*40“ o
g AR AY] JFE FAeE o o TEAgo] A& F Uk
MGt e T2 NEFEA g SAMES A, FAATFAAE MEVH
of tigt SANES AHEete] st FAE AFsta gtk JNE Tl digk g
FaAME&S 543 A+ 2= Bradford and Stuart(1986), Stark(1985), Auerbach and
Hines(1988)2] A7} oy BT FFAAS SHA ¥ -] tHCallihan,
1994). & A& ol#d F 7HA SAAE T MEINYEY FAAME(E3], SAEAA
)l 2H1S wFI YTt
gk el AT o]y e BA AFE BT AESE AL oFRo] Jern=z
2 AFE IATGEHS FAHE MEAVIHY SAME(ED], SAUJAAE)] A
2 EP AAC 24E wEa vk sAAE uigk ST et sIAAT ok
LIFO/FIFO 7199 24Tz, 7199 FAe Awxd A9, FA6 8ol digk A%
FAX 9} AFHE T AEE A A3 A 5o O]E]'(Shthl’l 1990, p. 52, fn. 3).
4) & AFNA =4S B 2 3 ]”«] SAAES SAste AT ol¥ddl A4

o)
M
A= Jorgenson(1963) ©]F 7149 FAZAAC 9GS v = AEASEA S @



a3 T 3 A ugER dAAE FAAE Ndstal Brlekivhe Aot
(Shackelford and Shevlin, 2001, p. 364).

SAAES 583 AP dANES vH 2ol Yt At
Shevlin(1990, p. 52)2 A5 AEFol gist A dolst Aels} o)
B EAE ek, AAES G AAlARe] FUF HAAS Frtel
ste] MG FEsloor & dAFsE drte] WMEoR 4GOSt

SHAA S 3k AYES Fgsle], Scholes and Wolfson(1992, p. 146)3}
Scholes, et al.(2002, p. 157)2 SHAIAES Gl HA7]3Te] Ao F7F 198
o] FAAES F53AS w ATl FH(EE F)stodor & dFsF
o Aol dojA el Wsoz AGostnt o] Aol HAAHS] Bt
A I £445 aEsta ks

oA A SAANE Foe
I £4E5 nestar vk 34

off WAk A
Joll gt 1) =AY o] L& AGI) T

b

rﬁ’i'

WA el A&l gk Aol Azt

a5 Gl FAE, AN EAS,

253 A Skl *T}%’—Zﬂ(%iﬂ
7 714

wehd, AAxbs

|
|

3 Ao FE FL&EHI e tax wedgeE FASE AR & A& (marginal

effective tax rate)ol] 3 AT L o] FojA 1 9o Jorgensonio ITHAFEAE

o] 4 B FXe A& G g gUldTFEE ZE4(1985), &1 (1988), 7
T9(1991), AF3H1994), &F1(2000) 59 AF7F At

5) SAAE g G} oA F gyt &4 ek AAgE Ay AL o Tl
3]+ Scholes and Wolfson(1992)3} Scholes, et al.(2002), Shevlin(1990), °]=

TF - 0] 24H(2001), Shackelford and Shevlin(2001) 5= #%.
Sholes, et al.(2002)2] Aol 3] F o AA3] AHEWE ol&EL IAHNES F7}
EE ) 199 AR5 EHé witstolol & (HAA R 45F) @7 9 o]
A HAAM e AR Aottt 7|4, mlE7|ke] ZARA v @] 19
Aa5e 948S 232 7]17] f18te dAMEY] HE s tte A4S F53)oF
gty 1Ea, XAV BAAMAA N Fasky] Wi, ﬂﬂ]‘ﬂ?ﬁfﬁ WA A ZA
(explicit taxes) #wt olyz} & A (implicit taxes)®E X sl o5 SFAAMEL Z+
7} kA A Al & (marginal explicit tax rate)d 3HA OL”/‘ﬂg(margmal implicit tax
rate)o] &} FTH(Scholes, et al., 2002, p. 157; Shackelford and T. Shevlin, 2001, p. 365).
SFE-Alo thgk AFAeE =2]= Scholes, et. al.(2002, pp. 98~119)3} Shackelford and
Shevlin(2001, pp. 348~ 350)% HZ.
7) FAAEE o]dAEFY JEguS W o] otk FAU|He A Sy
A7} EAER SHAA & % 2719 qgF2 FEE Aol Hashe g HAg

6

=
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ZABE B4 ol v 2ARE 549 09T A ALgskd] o
AARE & Holtt,
o=

E0°] 7Iio]l AA HAMLES HIshs AT HIEo] RGN,

2
o LS ﬂ%oﬁ xﬂ dow BEF 5 AT A FA L ARz
go wgsol 9, oF ARonne /ge dANE AxEE A
zol 8919 ez S0] WA Ao o ain, e WML 40%
o) WMol Wake Qo AR,

olgasTol gigw, mae] AT £do] Yol AFHA wevn @
A9 37 199 FAES0lE 0% BAAE] HA8Eo] 040] T
g 2919] olAETl okl 31 181e] HAxSel me sl gl 2

Aoleh. @7lel AR A} ooleka 7)ol @AMEo] oleh AL evla}
A= 2eTh
ufd

o] FAEe AVl7 o]
0.31759(0.40/1.08% 9] ZEzxA°] A7} wi= 31.75%9 SAMNES A&

MTR = (W1 xstry) / (1+r)° (2-1)

714, MTRES SAAES, stree 719 o MABAES, r2 7199 Al

A7 EAFTE AR AAE G wAA Hoh wEb o5 AR A8 o)
ool disidE FRehs Zlo] Bastth ey, ¥ dArE FR 419e o
o shal glenw Fav|Yde ZheAe] we Aot
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g N\ B o b g | FOA LS A O S el
1980 20 255 | 30 38.25
1981~82 | 22 2805 | 33 | BHAl 20 42.075
ko] A 20 ke
1983 ~83 T 25
_— 255 | 30 38.25
1989~90 | 20 75 75
1991 ~93 215 | 34 36.55
H} © A #H X H} o Al #H X I,
1994 8 Rt 1935 | 32 Rl 34.4
1995 R 1971 | 30 |oqzmuy 32.25
1996~2001| 16 176 | 28 30.8
9 10.0 9 100 F———
2002 15 165 | 27 29.7
1 ge 7 Axol H8" WA 5o A ouahu, thew ol AN

HAAE S 7

HOlAE = FAAE x (1 + HAE + FUAE)

a2 o] 19809 WAAEL 30%((1 + 02 + 0.075), = 0.3 + 0.3x0.20L$ A

&) + 0.3x0.076(F WA &)= 38.25%7) AlAtHE T

2. HAuAE AAAEL 198093 5009, 19813 o] F A EF 5HNHY, 1989
o] % 8 wkY, 1991 o] Foll= 19¥S 7|Foz2 FEE.
1980, 1981, 19821d<] F /el tisk A& 190 A ujul&o] 35% |3k
Ag-oll= 7+ 30%, 33%, 33%<] Al&o] H-&Fa, 191 Auju|&o] 3H%E X}
3te Ao 27t 35%, 40%, 38%°] Al&o] &= ATt

3. WAl E 197595 19903 7hA] £4:(1990. 12. 31AZ #A)E ek - Ale) 3}
AxEe HAAY 74 wat AME HAdH AdEM g, 5998 7oz
20%%} 25%= FaEm, 7, WA, HFdAe] A= 5998 VEeR
2y7} 30%¢} 37.5%7F 7HakE.
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2. AAANE =4 #d APAF

714e] sHAAEol el AgE 7]EATll= Shevlin(1990), Manzon(1994),
Graham (19%6a)¢] A7-=°] Atk euete] 45 SAAES S0 w3t
ATE olF (19979 aFAR2002)e] ATE ALstale Ao FEHA il
ATED

Shevlin(1990)& Al&#o]de ARgate] 197520070 7)o HAAE=
FAstatt ASEA Ayl ot SANES Hi 2959%=E FEAE
19.23%$}F 493l zbel7t e Ao yehdt Teng faAsS A
&9 T RA AstA] @gon, AEo] WASIAY ol AETo] U=
7148] FHAAlIE o] Bt 2526%0]014 oldAET ] e Mo AN S
0c] obd ZA-¢7F @& ¥ ofyel W Axp Atk AS Flsiiink 9
TAN AEHAE AT SHAAE SR 719 AA AREHAlo] &
ARGt A7 oS dAMEI ofF FARRE AdE YEhiSlth wet
A Shevlin(1990)¢] Al&#o]de ARESH SHAAE SWHS SAAE o
& A 7bee SAHAE 8 +=th & Zlojth

Manzon(1994)2> A7} F-al|9] 27|73k n]X]

2
EOH

oldAEwo] Ae 7YY SAAMEE FAS= SFA T
Manzon(1994)2> Z=AM#A 7|4 5] FAe] 7]7hd gl | s
A=, AT Aae] B2 72 28402 AT 5 gle oAt

9) FAAE] FAI dEE AR FAL ARE 54 3o wA g A7t
2 =l

gom ols AFEL zATH BA W 3 AXE IAAES mEssh 7]
dol AEFx} A 7He] Bl EME o8 ATFENA o233 Ho NPTz
o} WA, B FEANAFHnondebt tax shields), W1 ASAE 7+ @A )3t
AZ7Hs3 A2 FHE AAE )

DeAngelo and Masulis(1980)&= ZA#d SA47 FA o] diAazrt EA8H4,

Scholes, Wilson and Wolfson(1990)2 7199] $AIMEZ Fd2h 9] AF-oJx274

vl #AZF e, Dhaliwal, Trezevant and Wang(1992), Graham(1996b),

Harwood and Manzon(ZOOO)% 7199 ZA7F BEajzdo] 98-S nAa ks 4
LHﬂvL M
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M EHinterest tax shields)S &°]7] 98l FAE 2714 A3tsla, 714
< HA s 2deke dHEAE AaAT7] fEke] T'H Z7100 g3k

st 2E]a Alae] w(ES) 7Y old(EA)E TS s AR
S Adgd 7hsAdo]l = Flolth Manzon(199)e] SHAAE SHA&
Shevlin(1990)9] AlE#o]AE AFESE SHAAE SHA KL} ALlelr] 7 foke
e 7L Q)

Graham(1996a)< Shevlin(1990)¢] AFE ggs}o]
A A &) fﬁﬁﬂﬂﬂooﬂ gk Hde] dfEgdA o5 ARSI Al
ol Al AWM Al wel AueA B ooldyAle] BEAS £
al7] flste] 18Wd7Fe] A5 oS3 229 52H3dS AN, 1de
Ak, 1892 dF)e FiAldat daEn ARRE FAAEC ek g
o= HATAAE, JALS e o|dAET] ofFol gk F-S(sign)ol
At guig, BA 257 o|gAETe] oFo] tigh Fao| A% 3%
oldAETEA Y} ZA0Ide] AEFe] ZLAFe] Manzon(1994)©
T, 2l fFEAE td F84 sol Aok EAZAAE= Al ]d%
& ‘A3 A ME("true’ marginal tax rate)ol] T
Jr7bsst HAo dgvigeln, AlEgodS AHRE dAAES AT

B ARl AL 3T, HASAAE dAlLS grisrt gk

I

:;
011
> T
% ob (& A rl

)

o]FTH(1997)=  Shevlin(1990)¢] W ES AR&ste] 19891770 719) 2%
1990118670 71942l Algeleld dAAES FAstaL AA AAEI vl
SATE EAd 9 vt Il SAAES tiRE(88%) WA A
&3 22 Ao yeh, 450 BAsa ojddETo] gle VY2 WA
Aol A iR AREE F des BHolFa itk Eg AE
wolu oldAET] Q= 719l IAAMELS Ht 13%= 00 7 v
% Atk olF=1r(1997)8) ATl A= AlEdold SHAAE I AT
Ale Zhell %ﬁ]’“ii ek Apolzt gllem g 741 7F =2 (1989
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AHAFAA AR 7 QS Aol AES AASIL UTh
AIZFA2002)2 Shevlin(1990)3 Graham(1996)2] Aol Algw WHES
Bl 1993972 44970 71 2o sl AlEgoldS AMEste] A

—_
2
O
(L
o —{U:

o] FAAES g EA TP 7 AFARIA] oF- A&
1

g & %it A5 @AAE W R *H‘%—‘a
AlEd oA

? =
o
W o]dZAEFT V], Manzony} FEAERTE A & dgfdsE

ol digk Ayl B ATE sk oE 22 Zjol
7b Atk 2 A AR S0 did AyATolA FAAE dEEs
& T Pk, fevete] HAA S areske] AlEdold A

KX
. aga AlEdeld SAAE SAAES 7IEATelA AHEE
2] ol

L B E 2 A vt 22 HellA 4 5@?3?9} 7<}°17P At
AlEel dASAEA T ATl AHEH

AR, ATolA AREE gHA
2] 2 AR5 AE) Zimmerman M€ 5 FEAE SAHAXE F7H4
o2 FASYTE Asgdgel B Ao ARgE SHAAE dAISAHAE &
ofsli <¥ 2-2>9} Z2r}10

A4, A 717l A o]EH(1997)+= 1989 2 1990 S #A17|1e 2 Shelal

10) Graham(1996a, 194~195)2 Stickney and McGee(1982)7} Al-&3F f-&A4& S4 X
(&, HAAHEE o]dzAR &2 Um)9 McKie-Mason(1990)2] A AR HS:
(tax exhaustion variables)E AF&3F oL, 2 AFdAE A5 459 B/ =
AH&3HA] Tt Stickney-McGeeAl &5 AlLtetr] $laiA = O]?i‘?é A TE A5

7F sk 19989 49 o]F JAIEE SAAEYEH odHAAALEE At
o] E Ao BA77F Fetdle @ ARE A5 4 §leH, McKie-mason
A&S Aatsr] dairs FAAGTA Bd A8 s AFARAA A5

& 4 ek
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AFA(2002) 1989FFH 199337441 S 2471 e = Skgith ofol Hlgke,
B Aol = 191 a7 E 19963714 61 Eete] dAAES SAska Bt

gomd dAAE S5 BlE AdAT B AFFAS T/

AR, B AT AFEAG Yol AW R WEAS Avhd B4 S
2 @AAEY S0 YolHE ZAUA W WAY A o

<E 22> M3ITOL & 70N AKBE Tl 2of

= . Shevlin | Manzon | Graham | ©]&=7 | 253 B oz
(1990) | (1994) | (1996a) | (1997) | (2002)

e S AN E o) o) O o) o
AlEY ol SAAME O o} O O O
HAZA A & o) o) o)
S| s aies o o o
olYAET Y O O o
3T O O O
4T O
Manzon SHAIA& O o} O O
R Bt A& o o o O O
A& ZimmermanAl| & @) @)
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U olgleh g S AR vy 2 SddE dANES Ao 4 ok

d o= A M| S (perfect foresight marginal tax rates)< 7|3 ##HF
o] 87153 ARE ARgsle] AAFEH o7 AAE FAAM S Dt FAAME
of tigh e F84S ddshs 7o R ARESh 2 Aol = ¢
Ao S SAAES 5 Bt o]€AETe oJEFAE I AIFH o=

ARe SAAE R et

_{

)

>,
sl
=)
Py
o
>
>
o
ol
o
2
o A L
ol
ot
rob
)
=
o
@,
=
=
T
(@R
:
s,
o]
=N
3]
=
Q
o
w
o
2
&=

ol2} 3h2 Shevlin(1990)#} Graham (19964, b)©]
ARESEAE S ARESte] ST AlEH A SHAMES FA3H] 9

M= A ARARe] FALSe tE FEAS} 7] AEFO oldEA

oARol W AR7} Bashh F 54 Awe] dedel WASE A4S, FF
597 AEFe ol AFA AsHEE, WANEE FAH] ARAE ]
o5 59 Fare] vl HALES dlZsholol Fk

z
o
g
=9
3
:
o
=
i
v

k
3 7FAEaL, 7199 mlE) 597 FAAS(EE A8)S AEYoAS 58]
dZsto g Aketl FAFe] e WAFYIRFHL  Shevlin  (1990),
Graham(199%a, b), ©1=7(1997), ZFH(2002) 5 Al EH|AS ALEsle] 3

il

AEe F4T AP FEH o2 g

A E ISl tE 22 FAPe] e AYYAaRds e
thar 7hgska gioh

TLe = & + Tl + 5 = AT =6 + & (3-2))

o714 Tl IHAES5(F, Aldole)s, ATl IAMA5e WEs (S TL -
TS, b= FAZONE 719 3A AAIE ARE 7|22 8o Alksk AlA
&olo] WMEATIY Hit)S, g SAK(F o] 0o EAto] m(ATDo|H, A

S
FED)S, jo B2 /9L, = AQARE o],
AAAES F4e7] FaAAE J1e FALS Awrt Bes) 2y
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A Qe WAMATA ARE AR A=s] qie] o

Wep FAASARE KIS FASS Adwolole FalssA

o, FARE)S AR 7199 A AADARE 7122 ko] AN AH
o

o] MEUTDe Het oz Artsiaity. w3t A olddEw

Tpotdk :
ol AL U A= T3

HA AT o]dAET ARE V2R AEYoA IAAEY FARAHS
gokshd o ok (D) B4 10497 2 SAMES FHsE AR AA

o
7|22 ZF Axo] HRAAE Akteth 2) SAAES FAH5E AR A
o

r>~l
SN
o,

o
2
—
(o,
tlo
N
L
2
ol
ol
s
Ao
lo
ok
i)
o
frt
ol
e
>,
12

S3t gAY Aste] olUAETFS AET F Ui A (-39 e F
gse] GAALL A

71g1e] @AAES P10l FET LS FrhFel td welde |
7hsh gop) trgat ol Atk

MTR = (W1 x tr) / (1+1)" (3-3)

714, MTRE FAA&L, tre 3

% re WAEL, n WAL WRHE Ang

4 339l ne J1ge] HALSH AT Adtel olWALFTE AT
al

F Qe IR R wse, olgdEES

11) A1A7HA= mEolels FAs7] fste] AFEE A=, kst o)A e] mlge]d
S dSete d §8% Aer FTHEHIY] diolth §A 719 AR A
7= A E BEET g SAAE HY FUME w3te]l SA gtk (Beaver,
Lambert and Morse, 1980).
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n=NOL; / EFAl (3-4)

o714, NOL.1i= #A=S53} A8k flste] AMEE 5= Sl t-17]19] ©]
AAETS, EFAL = t-1719] AP7EA] ol &9leS *’S—’C‘F} =

2 (3Dl A AXFE nol F4A, D =
W, Manzon®| A FAX7F ATk ojdAETS AMEE F e

717K )0l #SF IAAES =5 Aotk

A
3
2
N
o
—~
3

L. SHAMIZ0l et Ciojgi=e

2 odAgolMs flollA AHE kS dHAME, AlEdeld A&
Manzon®| FAIAE ZAA o]eld] v 28 HuHES A&l et
1=t R A= ke

HA A A & (statutory tax rates) o|EAETE AT & 3] AL
o] Hal ASTrhEE WANES AL x 7
o= 0.2 AAkslA

A A5 fuES(taxable income dummy)s IAA50] ol HuwWA
Ags Agsta, 2 W Adgdde 05 483t LS gupiss 4o

FpA| S0l MARE VgL B HauAles A8t wiEel HAAE= A

_&
X
B

ot
£
i
2
B>
By
o
dlo
o,

oA+ Yu¥S(non NOL dummy)= o] ¥dEFo] glom HauyAA
atal, 71 ute] AfelE 05 A&tk

o
~1 O
354 (trichotomous variables)= (1) ZA|A5o] Folal o]EALEFo] ¢l

12) F7FaS] ek 1A A7t o] AEFo] AR Al A A dydEga 7t
Aeack vl no FAHAIF S(FHALES AAE7] Hete] o]dAETFo] o]dE
= 9E AU JdE AR Agd, SAMEL 002 AAgHT
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o FHAYPAAE, (2) FAMESo] Fola o|dAEFo] IAY FAAF0
FolaL ojgAET ] e A5l HHAAES 0%, (3) HAALSo] &
oji o]¥AETo] oW 05 A&erh v olgHET A8E UTE F
ATHA o] FAEF O WA offle] 7|23 WM BALS] WA offe V)
Z3 WgRYg 7 3ot

4RSS (uniform tax rate)> HAIASH oldAET L EA
o o] xFell Z7ste] 7ol HWABAE T 3 THHE Fofsiiih AREHS
= (D 7Ige] HAla5e] glar o]gAdEdo] glow 0, (2) 7Ide] FAHAS
o] la ol¥AEFo] flow PAMES] 1/3, 3) 1Yol HMAL5e] Fola
olgAET ] Ao HAAES 2/3 (4) 71l HAAaFo] olal o]dAE
wol glod JAAEI 2ot

SHAAES FAS daAToNA = SAME dig FHAZ F
effective tax rates)s AF8-3FSth HitMl&(average tax rate)<
AES(S Aldeleh)or Lol Aostglon, HAAS e W -
Aol FEaAES 002 HASITE HiEAES Fasgel g dad
791 Porcano(1986), Wang(1991), »=&4] - J-&7(2001) 59 Aol A&
AT

ZimmermanAl&(Zimmerman tax rate)< HAAE wEFo| (5 & Yol
A EA7EE ARgh e R vre]l AYsidlon, mjEFole] Ee
=2 AgdE FEaAES 022 A4St ZimmermanAl&S 8 &
3k APl Zimmerman(1983), Porcano(1986), Wang(1991), =34 - A
(2001) &<] <ArellA]l AR&staith
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<E 32>E <E 31> WAAE FHNF A5 o 22 Az 4

o5 AAs ik

<i 3-2> SHAME ol Hol

T 8 M 5 tEEERS
TI | IAES 3710l
o= ME 719 AANAEAEE 7%
SHAA & 7 i | A 2 3t ARk MRl WHEH
A B o)A TD Hitoz ALkst
?lﬁ]*ﬂ% ] 7]o]¥bolo]Lo] L0 ALE o]
NOL |o|gd&w 7‘;2;];‘7 °ﬁf7j on e 14
2T T M 70T U o
MTR | A& (Wixtr) / (1+0)"
tr HAE HAAE
R 3d W] H] AEFeEe A
=% W it 483
719l AALET 3
= 7 O] = o (e} 73
o [ Ay
Manzon 2] = 77 %
SHA A& FAREL AR
Aste] t-1 7Izkell AL | Ad7lold ATl 52 ATE oY
NOLot ] gar 4 s o9 | 2emol Sl A9 0
ol
P o P S R B o o I B i o
gt o B
EFAL v gheizrole) AT AR = A8
HEF & x IAAE we| F7t
HtA& CTE / PTI
Zimmerman A& CTE / GROSSIN
FEAE | CTE 1A
PTI Axzol o]
GROSSIN v & 5o

o]
1 &S AAER Algeold dAAES Artshs e

AT A%
Age WA BALELS AGSHE ABA PAAEE vee] BL5E FHHG

= AolA Apol7}

2. tr(AAAAE) S 7 A5l H8d FHAJMECAJA+ LA = solE5HA+
FHADE 4885 HAAE(HA/Z LU AAE)S 198032 255/ 38.25%, 1981'd ~
198212 2805/42.075, 19831 ~1990%1-&  25.5/3875%, 199113 ~1993-2  21.5/36.55%,
19942 19.35/34.4%, 19951 19.71/32.25%, 1996 ~2001d-2 17.6/30.8% 4.
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FASIS)of 45
AR s
A, 1980 H 20019744 Al A o dgdEE A7 7]
200 ol e ArIte s HARE olf= AlEdeld dAME
FAAES AF 17de] A57E oy, 3 Ak
A4

d 23 5d ol el dAME SAHAE 4] A=
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N
s
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N
N
filo
ofje
I
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rr
N
i
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=
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it

13) S=ALHIIAR(F)E elvet Hxe Aedrr|des 19804 ol F A7)
o AFAE A WE dolEuo]2Ql KIS-FASE 72 - dvjsta 9l
KIS-FAS(Financial Analysis System)E AFAFE(WAHZE, £AAA, o]
AFANA, AZAEAN, AFEER) ARE AN - ZFHe ALEA7F A9
HlE& 58 Aee] 88t 22 ad8S st vt

KIS-FASE ‘HAaAdAzE 9 Adaur 5 AF2H a7k 782 A=
o ME7Idel AFEA ARE A5 - BT F gle oA A VI
o FAFARE AMEsl B4 & e Fdd ARdelgt & & Urh
KIS-FAS+= M¥7|49] AzolH, FMEAARS] A5E HAAE A= (aggregate
statistics)o| ™, AAEF, ST27|49 7 SoA HE g2 7]#S AFESa 19
214 vad = gloy gy e xpolr) vt & Aolt)

AA, A BFe B Ao AFEE FEIV|FAL AdEE 32 EEF
o & - AEE AxVIYe]l 1006%E, sE 2 EAE Azl 2011%E, 3
gAYl 1061%S AFAst o] 10% o4 FAHES HolFau itk w3
H 3438 AxY, Alx 34524, ARAREE, 94, 2% 2 S|4z =
] 2 AEZNYG 0] 5%014 10% nwte] FAH|E BolF a1 gith

oo H3lY] TMEAAR(003)A EAE AR dEHIE A 2(26.2%), Tl
(20.8%), 7141(19.3%), AR =(16.7%) o2 EE 5 o] gt}

E4, KIS-FASE @A 43712 dolgue]zoly AT AARS] A5 e 4%
2 v de] A2 E BF £3sta ok

AR, GAEAA[AR A5E 31715470 719 (FA 3 7 AA 2] 96.1%) 9]
5919 miwtel GAl7|doe] AAY 55.7%°1w 10099 o] el
olo] H]E}e] KIS-FAS #AE+x FT27]Y o199 7ol tiEolug,
SAS 233 B AT KIS-FASAIE S AF&-3lo] 4]
7193 girlgdez FiRete BAstE oo §lE Aow FukEn
AlEH ol AS AHEsle] 54 dAxe AMES FAs7] HeAE dANE F4
ALE FTAoR, HFALE(FE AdEo)S Axslr] 918 =4 dAx oA 3A
1147 #kz3el e LS dESAE Axtslr] f3 4 dE o

B(AEF9 oldFA7IZY 5 & 1797 AEr}t Has)

o o0 10
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N %2,
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, 9ol
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B, B S 2 719 Bl Fake 1] ARAE Bl
Uoge Axge FHoR S wFeIde ATAL FAelt ulg
che ] ol

A, AAAE} 28R Frst 9. AR 1288 JgeR
ERS YT A Pt WAL HEoE A% BAFO FSnoisy) &
st 2o BAYE wol7] 95 7lFeltt

sloh ge EAA /7S A8 A% B F10el 1913 E 1996
W 6 Ol 7 MR AR S A BRI FE 197 e

<GE 412 g S dAAE, AlEdeld @AAIEY Manzon HAIAIE
s WA AAME SR, HAIAAE, FALS Gupis, ojldAdES
i, AEdaeel 428 5] Hrjdsel FAlE Zimmerman A&

o FEAE SAAC I VesAFEE AAska 3l

<I 4-1> SHAME tiE|H=2f T [=S

L Btk EEAA Q1 TUR Q3
oS A S 0.2893 0.1228 0.3080 0.3440 0.3655
Aol FAAME 0.2838 0.1238 0.3080 0.3440 0.3655
HATAAE 0.1610 0.0865 0.1760 0.1935 0.2150
A LS TrEs 0.2830 0.1357 0.3080 0.3440 0.36595
ol AET HuHF 0.3101 0.1065 0.3080 0.3440 0.36595
3 0.2965 0.0993 0.3080 0.3440 0.3655
4 (T SAE) 0.2920 0.1077 0.3080 0.3440 0.3655
Manzon $HA| A& 0.3277 0.0743 0.3225 0.3440 0.3655
A& 0.2940 0.2282 0.1372 0.2980 0.4168
Zimmerman A& 0.0618 0.0925 0.0134 0.0371 0.0759

L #Es 104719-9=2, FF5 x27199 & 179718 dAAE S48 6
(19911 ~19961) &<t FHAISH 24l
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B ATelAE 191d95E 199%697H4] 619 st SHAAlES S48k 24
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o
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r
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o
rlo
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Al

o= yehtar vk FAE gAARl sHAAE SAXES S A
= HoAFa oy WAIAAEET 0161003

Zimmerman A&+ 0.0618
=2 A

2 HoA FAE L e ddS dAAES st 107K SHAAME
el ghe] B25 005 @9l 2o AR A3t [29 4-1]9 A
Hol th #AATE <F 4-1>3 7o) |
AQlg FAME FHAE0]

e,

rlo
v
il
rot
)
>
o
5|V
o
fo
_>|J_1‘
o
N
)
=
El
a
o
Y

(O8] 4-1] sAMIE TH|Ho| B2

PO S EAME N

500 500,
400 400
300 300
200 200
100 100

0

[MrRot| 151 | o | 2 | 15 | 34 | 25 | 408 | 439 | MTRo2] 130 ] 40 | 32 | 26 | 9 | 1 | 397 | 439 |
HENME DM ASHo|

- B8 BE &8

MTR3| 230] 0 | 0 | 386]443] 0 | 12| 3 | mTRo4| 197 | 0 | o [ o | o | o [419] 4]




24 SR

olgZ&300| 32

- BBEBSE
- B BE &8

MTROS| 109 | 0\0\0\0\0\484\481\ MTRos] 57 | 0 | 0 |192] o | o |305] 430 |

asMg Manzon

MTRO7] 57 | 0 | 140] o | 52 | o | 305 430 MTRo8| 44 | 0 | 2 | 6 | 13 | 6 | 503 ] 500 |

FaME Zimmerman

B & 8 8

o

wrroe] 238 | 12 | 32 | 70 | 100 ] 9 | 109 ] 0] MTRI0| 646 | 239 | 95 | 43 | 20 | 12| 4 | 15 |

08111¢] o2 =& %1%74]% b= Ao= bPE‘r DP JhHo|| o]¥dEw o
v = 05391, Manzon $HAIAIES 05234, B A& 04955, Zimmerman
Aoz Uehy oE sHAAE SAHAEY
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<E 4-2> SIHME CHE|HTZHe| Akt

= | ABHO | mg | g as| olEEEE|

2= s H a5 o - | Manzon | s o | Zimmerman
U | GAAE| aaag | SANE] Ul ou | SEHS| 4| GO500 T AIE ) AT
oS
SHA A&

aide | 08687 | 09443

JAEE | 08111 | 09189 | 08058

gumzs | 05391 | 05047 | 05142 | 0.3361

3THF 0.8430 | 0.8982 | 0.8375 | 0.8632 | 0.7656

(AENT ] 08589 | 09381 | 09218 | 0.9506 | 06118 | 0.9773

Manzon 105234 | 04835 | 04905 | 0.2095 | 0.7349 | 05086 | 04938

HiAE | 04955 | 05464 | 05307 | 0.6120 | 0.189%6 | 0.5196 | 0.5764 | 0.1744

Zm’iﬁigmn 0.1832 | 0.1893 | 0.1935 | 0.1889 | 0.0549 | 0.1584 | 0.1767 | 0.0884 | 0.2305

10% =l A, UmA 7k 25 1% olat oA 9%
BE FAAFES p-value= 0.0001 w]7Hd).

A& FAATF7E =2 AR dAAE SHA7

SHA A < ovjsit), A
A B A= Al dolAd SAAEo] SAdS FAMES AFs= b 7MY
3k AAAE SHH o], Wﬁﬂﬂlxﬂ%, 45—%1#, 3EHSF A LS G|
W T

SHAAIE O] tASEA] 1] ’?}J?ﬂr?ﬂrﬂlt Graham(1996a)¥} 1%
MANE BHoFa Qivh 22y B A5Re] dAAlE
447374, AEAF7E AlEY ol SHAME, HAAE T3] A

= o ez 9o, Graham(1996a)e] A-eb= 3%
W57 AAA SR AoAGe A7 A3 FALAE Huldise AaAS
o] =7] +=917F viH ATk H Afol 7k AThis)
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2. AAAE WG] o Z5e BA

A dZe 5 odeA s BAgosd WAAE dusse $542
FOE) webd B AToA ARl @SN Manzon SME 5o
IAAE 22, WADAAE, FAZE CPAS ol AAEE TulEs 33
Ml 4R RAR(EEAS) o Hulnel FEAE Zimmerman A8 5ol

FAE SAAR S = AAE dEulsrt dddS dAAES

=

- -
9 5P THIO

AAAE RS ALes FARAe] A vy AWH(Z 44 RS

Hlas) B, AlEdold HAAE

lo,
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o3
Hir
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L
ol
e

15) Graham(1996a)2] AAtollA oS BAHE HAH BAME SAHAXET A
#ABAE A Eold FAANET 0876, 3EHF < 0691, BAAET 0660, A
5 duigel 0653, o€ 24EE griS9k 0566, Manzon SHAIMEY 0507, 3
A& 04149 FBAFE BAF1 ok
TEFA2002)e] AFAA S SAAETY] PA A FAMNE SHAE] A
AT AEI)A dAAE 0903, HAAEZ 0890, 3=} 0.853, HAx
= dulRisel 0813, o|¥€dEw yulRSel 0533, Manzon $HAIAET 0516, 3
TAET 04129 ABAFE BAF1

16) BAAE] Heddrt dddS AAAES ASEA dFIod, GUdRFEE A}
23] FAG IARANA FAHE AR 7)&717F 42F 02 19 #E 7HA ok &
Ao}, ey, AR Aes AlEd oA SAAEMTR02), 47H5(MTR07)
¢} Manzon FHAAME&MTRO8)S] dH¥ 71&717F 0 19 =4S o= Yephta
o, R A$ ddAz 71€717F 0 108k ol 44 = FAHo=
2 s 2o ok
olglst AW} 7] &7l s EA A= Graham(1996a), LEA(2002)3 A

PAARNE HAFa gtk B A9 el FIEE 48HGIE FAer A

1 4

2 7} SRR
I 71&717F 03 1ol AR gem vEhdar v Aol

R



FAAES] SAYH B3 ASAT 27
AME 07545, 4R 0.7374, 32¥F  0.7103, A4S GrRF 06576 <
O w AWHEE HofFal glh ol wiste] ojddEE HuHae] AF

Al 02899, Manazon $HAAE-S 02733, Hir A& 0.2433, Zimmerman
AleS 003272 Y2 ARAF #e HolFa

olzigt FAAE vl Aol
AFA002)8] A AL B ARE
ATEG FIAAE deuge] Aol
A(2002)8] ARt FAAE teEsd
= g ol o= yehdar gt
HAs7h Algdeld dAAE, MAAE HeoR
th=d zkel7t 1™, Graham(1996a)9] A+-9k= 37}
wee] A7]7h Avk= dl 2ozt QklD

l

17) Graham(1996a)¢] <7-ol] A
of gt EAAI}E AlEHA
0435, FAAE Hujda9} 0.426,
T3 o], gAHeR B A9
ou AE#olA FAAEI 2
g HolFa gl
AZFA002)9] Al A
EyolAd dAAE(LETAL

0.804, 3E¥ = 0728, A

Manzon SHAAM&- 0.266, Al

o)

N
FE HoFa Qi)

G 7]

Gl 84
KeX

2o glo] WS el 4
AAAEI 0767, 3L} 0478, WAA &
AAEF duiass) 03200 AAAFE 1ol

Qo

= =
BA AR wge] Agele] v veha g
AAAE 2 us kel ARASIE Feld Hol

of FAAE e g5 Al
ghel 2R A5= 0816,
0665, ol¥dEw HuHsE

olgk $hH} 0.1692]

Ho
15;3:1
o
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e (tgk) (t%‘) Fa R
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At E3 FFHIARE o]gForA HHO £Xo] BWuE HE & &



2 A 71dE 3] ol

—_—

X
0

|

—_—
10

o

el

o)

A Ak wEbA ol AR

A&

=
L

del

=
o

7

oA s2o)

gk

(IV)o] o]&x|ofof

ek

A

s
T F

2|

Aol FA7F A9 FAfe

ATEL

o}, obgel A&

o)
S

X
-

A e thd

lo] grh= dAd o] Ak

=

—_
fils)

o}

]_

7}

°©

el

A

J

=~

=
L

=]
A

Arellano and
/éI
474 0]

=

s

b,
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=

FH(individual specific effect)
o]

N
ot} AMMES system GMME ©]-&

s

[e)

“

t}

-

R

A
AARE S AR O]

[
R ESY
Al
=

B Rl J1E ATEN o
3

SAA LA

H

Bond(1998) 2] system GMM 7|H& o]-&

-
T



FAne @ FARA} FA
H

el N2 FHA o)X frh mEb A
A ERRdE 1d FARYS

Gl TSt 7ol BRI HWE A
7Fe] #AAS BA2817] Y&l Gilchrist and Himmelberg(1998) 28-S o] &3t}
Kol

AEAe] Eddde sl8shke Ao AR MYA

O

(informational asymmetries), 7+A]H]8(costly monitoring), Zl<¥Fe]dl(contract
enforcement), -21%-#(incentive problem) 5Co.& <la] WHErAg3t oAb+
] go] xpo|7} MAEA Ho WRAE I ejF-Aba Alelell ek A e
7F AHsAl ek 2 9ol AR B2 71l =AM net worth),

g RAFED WG, T Aol AnAS AT Fr

B

7t =Xt

A

{0

71go] ARESA A I} oAbl oFstel A 711l AAZFA (v

o] 7|7 E Sdisteetal 7P gkek

max o s
V(K, B,& )= (1.8 ..0=, Dit Ez;ml;[l (ﬁ]DFm (1)
D,=T1(K,&)— C(,K,) —L+B,,,—(1+n)1+n(B, K, &))B, 2)
K. =01—-86K+1 3)
D, >0 (4)

oA7lol M K& t 713 & 22w S 719e] Aol dig A F4, B,

= 7199 o5& 5A, [Ta+rn, ) ' s713F &Q1l8 A(discount factor)©]|Th.
g vk (financial frictions) 7} FAmgzEe] UHolgh= M4 S

e FASAL AP FUAN A waAE orRxwzd Zevd

(= (K, B, €))% 278 ek oz dejlngoz as) Aize] &



VR yEebdth S on/0B > 0°th 5 =2 W el (leverage) & 2
719ES AR AlgiAde® 8] FUHAQ Zejn| e A=dloF " A
olty. FAell wiF FaggdECl(l+r
I (K,&) T ol&sa® gogith Aias S48 FAAE)IH #A7VdE
(&)l &3 C(1, K)) = 24¥ES UehlH, F5A Alss = a2
Diolt}, 7199 A A FARgr Ba7t o Fesithd wigdel] gl
H] &7 2F(non—negativity)S 7F88tAY FA B2 A T4 e = AR v
< 9+ 3E o dsgve gl Fesith weba] 2 A9+ Gilchrist and
Himmelberg(1998) 21 & vl thh vl&Al kS =dskaitth. wigdol gk vl
Aok AR HAAA 710 A5 Hall(new equity)¥ HEE A&

_
_|._
3
o —~
s
&
f"f
©
=l
N
—_
o
o
-
=l

(shadow cost)o] EAgtt= A ou|ghe}. HlSA ek Oigh 2f1gdA] 554
(multiplier) & A;2Fal Aeolshd, A\ &= WH-AF9] An]goz sadd 4 glo
] ZgxdA ks gt b o] g¥Th

L} Euler 284

9o Fujst FARYE F=8 98] e theat o] otk
8C(IHKt> _ 1 1+Al+1 aH(Kt+l}£T+l) 06( t+ 17 r 1)

b 0It 7Ei|:[1+7‘r 1]( 1+)\t JL aKt+1 +<175)[1+ 8Ir+1 ]}] ) <5)
A714, L= Fael @dAzAugoln, L= qrel @Aolg

[Tt awd gaaon Azewacts dehie aqes

D olw 2 FHFEFIEolT)

2) (0D/0K) ;11 =(01l/0K) 1+, — (3 C/3K) ;1 0tk 28} (0 C/0K) 47} (0 1I/0K) 14,
of Hl&] duld oz vl 27] wFol] AE~E #HS YN L] vES FA
= =& Aolt} (Laeven 2000, Himmelberg, Hubbard and Love 2000)
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wae] 1AZAE A6)7 2k,

L+ K1, By
Bl [Ht 1 B+ Pl oo

oF 1
ok EE 0w WANS YN EASkT /|RANAE AANE e

Cf. R=Z==H<f

T R Aol tigk A E]-8-(shadow cost)e] ¢+ 17]HEt t7]el o] =t

1+)‘t+1]

Tt el L 2 A Al 1 A o183

B(Z A, > Ay, [

RE AR A A= Ay = 00l (R 10 Ak ol 4
FolAE 7190l Agzeetl AUSA T, ARAGel BN B
= AZF e oEet A Hrh 18 EE A= AlW(time- varying) s}

v B3 bsd 7199 B4 B A8 ok oipie) ol A

TEHoR AgzgActd digt diglHsEA dAF5E(cash flow) ¥MTE



MPK, 5 @Alol&gretar Aolsta 1713 &l& 5, 01 d4strtar 7+
shd Fxloll ek 141204 4 ()3} 2k
80(-[)5} Kt)

1+8—It:Et

ac (I, K,) d
H@—L = E,

FIN= A 8ol 93-S VA= 56855, dvsd)th

2
Z7gH]-8-2 Love(2003)7F AlFgt ¢ (1, K,) = %{i_”f(t,l _ ] K2 o] gs}

ZA3N8S 13k A (99 2t

e
=
ax
ro
=)
o
N
2
m
rlo
>,
©
=2
>
&

2 9laL olyg zAstelA T A Aol &(MPK), @555 (CF/K)
o] I FAAT MPKE dwrzow EMlgst ujEn|F(S/K)S o]&3h

3) @A += 174] Hdy A 2 4ol EFH ool shx|ul iR =iE
oA Ay FA43 A4S Tty 3
and McMillan, 2001).
4) ENlgE o] 8T AS 7IAdFA7E v MPKl At ARE x35slr] vhEcl
ol 974 7]”5”01 AtheE FFe wEk vEH S-S Xste] 435}
Gov Aitel= fF93t ApolE Holx] &gt



50 M BHgE

Wepa B mRe A= Eulqsh @RES(CF) oldel 71ge] dmelx(Ey
A(TB), FAAAHLB), 2ANF(TLB)), 1ela Saksh dulel A7k 71
25 ol Aolr} QeskE B A8 24 71 dulass dueA W
Sl el ek

CF,
it—1 ]+ LEVERA GE“,lJFJQ“fl +7[K_”]+ fz+ d/“r €y (10)
it—2 bt—1

|~

fi= 7Ht‘§;7]°]j§3’+(ﬁrm—speciﬁc effect), di= A17FE IH(time-specific effect),

7)) ellu A7t Ex}@ﬂoﬂ MAE GEe 25 daAE 7199 A
gk ool uo] 2

=

=
ARARol ALALTE BN AAARD FAE 1B
o]
H

719ekS o8k s E A} (balanced panel data)E O]%?‘é} 735 ARk o
28] 719de] AT A ALH o] o] Thed BRE HA o] fste= A}
S z¥gth ayBER 1981~2002d 71ZF St 7d A&7IEE 2 3397
Azdel Edgudatgo|ttt) AAmie] 7|dxR - 724470 ot}
Ao o] g¥ W v Zrh FH5WSF FAHDE 719 AEAE
(capital expenditure)o|™ |5 JejH szt &
e AQE FP LAY STHAS) IS ol &ekith 1413 A e

i

AAEF FolA AZFD) &3 7Ide2 I=RFIF 15~37%0 7ot

7]7J T A go] WAE 7Y 4 H é%ﬂrﬁ], F27)ge A9t on o] 4
ers)E Carpenter et al.(1998)el we} xt5 3 3tel A (39 0.1%°] J&= W

Zt= 71dES ALsA

SIASH
5 e
mlm &, Ji H}J



g e« 7 71QFAAA ) mAE dF st

= AT 35 E(cash flow,CF)HSFE td=e] HelAZE FA)9 o)y 7
Fzbu) o] o w ALksiglon Evlg HIE(Q)2 7% TS FFIHA
t— 1718 P FE2 et — 17 FA71)e] &8 t— 179 FAptor
staiaith AW A E YeEldl= dEdsEs 37 ¥el F5A, 47

12, FAAFE oStk FRATBE DANAG f55A] ol

N
—_

.

o,

o

=3

3
(
=
gL
[e]

‘
-

I A7IA]F(LB)S A z2E S50 AV|Ade, 7| Ad s, e
Aot} et 2 F(TLB)E LB W7 &, 54479+, &%
A3 712k4 9] IS UERItE Edlg Bl S-S A3 RE HsE - 19

TAto R REsttom FREIE AA ST

AT = WA e} FAAEe BAE FAVIEE =2 VI B
719e 2 st At olF flgte] q HIES WEHTE V|EoR o
Hgo] 1Rt I Fx7)37F Be 7)¢gdes w11t Zow Fx17|3]7}
AL 7o m ERah ERlg HlEo] w2 7Yy @ TIYes st
ol-fr= ERIg7F AHEAI] tigh H §ol]Adel g R EA 2ge 4

7] wiEolth g v&e] =& VYL duEEd &7 (net worth)7}F © =
S Ao oifEy] wel AEAGNA 28-S FETS W =94 o]
(moral hazard)®} <4 ¥(adverse selection) A7} &5 Hlo|th o]# 3t 7]
AES =2 AFAES 2o 7] wiimel AEAENA Aas BEshAd
AETE WS I7E &old Aotk webd Fate] gk Hiwelx| o] Aok
o] A& Foltg. L} B g HES ke VIYES A Ee] vy wiE

°ﬂ X}%fr“é% HABEAI7]717F A @k o= ]l& WA FAaE o o

EE??} 7]‘§94 g Aol 3k ®|3E(indicators concerning growth)Z ©]
sa e MEATIET FAREIIES VEeR V1Y9e BREA. )

= A wiEHe] STERA 7|99 ¢
th AA7ZIHEG e SRS
BAAE WstE vehe H 27t dlok

HEEE A1) Fi 87 B G dvht e



52 WM BUHgE

Fe vkl g4 Z19e] AR AFHES SPshe Axelt u
e VIR B B v FAR(EE FAN
Gt 9l 2969 AGEoz PRl vl e g0 B A9
2ol Aolzk QTS EAFITED

CE Dol B AT et g Famso] oje LorEA%E A
ABT,

EAAFe) e FANAF Be 7> DI TS e 7Y
(g< Dol 2 Al7t glok el dA RS viFe] S7hest FAAE7Hol
o A 7% 710l B9l 9% 1N Aido B8 ¢ 4 Ak @
=

55e Aol Be 71de] H En PANEETA, ANR) B

o|\
N
N
o
3
o
H
B
AN
‘O,
~N

o A hebe
<E 1> E27|e| 2USARTI
I/TA, | |CF/TA, | Qi1 (TB/TA), , |(LB/TA), , |(TLB/TA); ,
A7 0.069 0.129 0.928 0.649 0.078 0.270
(38971) (0179 | 0.049) | (0.179) (0.134) (0.058) (0.102)
g>1 0.071 0.124 1.118 0.679 0.082 0.288
(13171 (0.045) | (0.049) | (0.099) (0.135) (0.070) 0.094 )
¢<l1 0.069 0.133 0.830 0.628 0.076 0.259
(25871) (0.039) | (0.039) | (0.126) (0.131) (0.051) (0.101)
ES7HE | 0.094 0.146 0.909 0.649 0.086 0.262
9 75%(98)| (0.050) | (0.057) (0.183) (0.130) (0.055) (0.091)
ES7H | 0.061 0.109 0.937 0.656 0.075 0.285
skl 252%697)| (0.027) | (0.037) | (0.182) (0.147) (0.072) (0.125)
TSR 0120 0.155 1.126 0.682 0.113 0.271
9] 7526(98)| (0.132) | (0.127) | (1.437) (0.982) (0.329) 0.334)
FALE7HE | 0.080 0.117 1.082 0.653 0.096 0.2%4
skl 2526(97)| (0.108) | (0.084) | (0.652) (0.243) (0.131) (0.212)

F 1 ()E xFox9l.
IL/TA, . EFA/ZA%, CF/TA,_ . @F5E/FX
(TB/TA), : F5-A/FA%Y, (LB/TA), ,: Z717F
A=/F At

Qr aHlE
15 /*XVJ, (TLB/TA), ,: &2t

0—|—’

]I

7 71ES SWdTES FE ARV vAEr, divids =
BAsm 9l ol #EE H2 dATR:= O]Hﬂ7l(2000) A1
2174-9-(2003a ,2003b) Shin(2003), &5 - A EI=(2000) 55 &



0.250
0.225 F
0.200
0.175 |
0.150
0.125 F
0.100 -
0.075
E \
0.050 [ I/TA —~———VTA(q>1) \
[|a-a I/TA(q<l) ¢ /T A(sales growth_75th) A / A
[ |=—= I/TA(sales growth_25th) R A
L , | , | , | , | , | , | , | . | . | . R S
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002
0.85F
0.80 F
0.75
0.70 [
0.65F
0.60 |-

[ [—TB/TA ~— TB/TA(q>1) N \
0.55 F |-~ TB/TA(q<1) —— TB/T A(sales growth 75th) T~ \ \
[ |==—= TB/TA(sales growth 25th) N
i

L I L I L I L I L I L I L I L I L I L I L A
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002
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). 7F 19 @Rl 7] Wil (L), %= o] gEolvh mabA
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K K
A3} e s FARY ] FERSR F49 el OLS #4249
2ys

Hel= zHA Fr} o]8)3k Al 14 & H(fixed effect) RES EafA % )2
HA] gtk agzae] FAAL A (12)9F 2k

8) ApAIgE W82 Arellano and Bond(1991), Blundell, Bond, Devereux, and Schiantarelli
(1992), Arellano and Bover(1995)% .
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NERow A (1D FH5UFY ARG7E AEE5E ol g8 BPoluh

group)'H#  random effects FHF2 W (biased) & Z+= H YA
(inconsistent) F4&o] Hrh Edt OLSFAHE IS5 27153 7|9y
(firm specific effect)E AJFstal 7] wiitoll wA7F FAsc) 53] ~el o
3 OLS FA4XE #5E/eT 71dade} ARRSSHE7E o+ Ao
7b EAst7] wEe]  AFeFH o) (upward-biased) S ZHAl i, WGFA A=
within—transformed @ x}&3} within—transformed A|X}E&5H57F S(-)9] A
HHAE 2] w3 o] (downward-biased) & ZHAl H T}
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S8 EFANE o Ak EHor AR U Svol )
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IS a3
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and Bond(1998,1999)°l ©]std o] gho] =i A&AS 27 AR 54
9 ¢, 9 ME7IPe] S5t ZHQ fo] FriE Bak)e] Arkw GMM-DIF
R3] ETWsE Byl BAvh W% tHweds instruments). o5& ol
gk A System GMM= ©]-83to24 42 F deS Btk ol
F77%e] A widol 2 AFellA = Arellano and Bond(1998)7F 31<hst
system-GMM(generalized methods of moments)”|H-S ©]-&3fe] 23t}
o]#]gt A& (moment)FAHWHL 3] AAF 2 E A 2Hmoment restnctlon)oﬂ
A FEETh2) system GMM= 7 719 WA 2& Adtste] F4git) o] #

He Fevel) SAM(L) =anen(g) v e) Pk 12 Ah(first difference)
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wAnea(g)  +hrae) S AlLFlO R Agste] T

it it—1

¢

BHeh13) o AW W(z,) 7t 914 % (exogenous) OB 7,0 WE A, A,
nEgte] =R epgeitl euh oA Agdt AR tE 3w
o] yAHolga A = & o]+ Arellano and Bond(1993)7F A&
AAE s AExe] A (14)¢F Zria Ajbetsl7] wiEoltt

Elz; (ej;—e€,; 1) =0,8s=2; t=3,---T (14)

2 (147 emel= AL 2, 7F WA olgbd 27] AlAF ool o] =+

12) 5 EFNGet e Agie] Fate] d Aoke wav)
13) dubdow (L] sk 2715k A, St BWEA @7 wolr)



MN
ol
o
1>
=2
o,
oo
il
n
%0,
rlr
a0
(]
N
A
rlo
1
-
<))
o
e
O
>
=

@,
&
=

o

Q

j)

(@R

EI:A [%)mq(fl— em):l -0

E[Az, (fi+e,)]=0 (15

THTE U 22 2stelA Ads] deE = dvk AA, Akl

A Ha2 MAQL) #AS 7 oF vk &4, 719 A

P F597e dA == 3A AdA(realization)o] oJsiA= TS

At FEA52] v)g FZ(innovation)oll 2l&|A = JgS W] glolok
gheh oleldk 7Hg o] BhEA S 274 #AS B3 BAACE HASE & th

A, =2 A 2K overidentifying restrictions)oll 3t Sargan A4 0. & A
STt AgkeAl EY9EETEE sk Welthld) B4, 39 %t
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o g FREES F4E u v 71y e FAEE S Aol v E A

2 71954 2 unobserved individual effect)e] EAjoll 3l wFIE &= o]

AAFAZE ZsAl @l Hsiao and Tahmiscioglu(1997)+= 3vhd x5 9}

AMAE AEE AT pooling) AHE= A e F471HE ol &stal AR R

71eell w7195 E(grouping) s o]l @k o] FAEAE AAsHE H =
) %

1 A7) w4}

oA s A (1005 HE3ske] 1981~2002 717+ 5t 3897H¢] Bt
& Az A5 S o] &35t system GMMFAHH o2 4590 2 &
o] FAel oA 7]ES] OLS By o] Aol S dolrr] 93] OLSS} 14}
A OLSE 3438 FAXE <% 2> AA STk e koA st
S FAFE AAH R AATEHNFE ETFAE < =7 o

woll AAEEUGFTE A9 A} 7|9l #5EVFsS 29E AA ] 9
& 12 2 FAANE AAEIALE OLS A¥el OLS-diff 235 wasto]
B oy = %7}—3—@ e AAS =Y A F=vkel whEt AT FA4



60 B IE
<& 2> MA7|0l| et FXIZE(OLS)
W Lvereage = Lvereage = Lvereage =
L (TB/TA),_, (LB/TA),_, (TLB/TA), ,
OLS OLS-diff | OLS | OLS-diff | OLS | OLS-diff
0.030"" 0.011 0.030™ 0.010 0.032" 0.010
Intercept |\ “ooe) | 0008 | 0009 | ©008) | ©008) | (0.008)
-0.006" | -0.035" 0016 | -0125™ | -0.012 | -0.108"™
Leverage | 1003 | ©016) | 0013 | 0048 | 0007 | ©028)
Tobin's Q 0.007* 0.008™ 0.003 0.008" | 0.006™ | 0.009"
=1l (0.003) (0.003) (0.003) (0.003) | (0.002) (0.003)
CF,/TA 0.304™ | 0.204™ | 0307 | 0204™ | 0304 | 0207
VTN (0.029) 0.047) (0.029) (0.045) (0.029) (0.045)
R 0.125 0.026 0.125 0.033 0.125 0.036
ml 0.000 0.000 0.000 0.000 0.000 0.000
m2 0.000 0.000 0.000 0.000 0.000 0.000
F:1) ()& FFRF gL s, wx xE Z42F 1%, 5%, 10% Fo5%. 2) RE w42
o AxunE E3IAZ. 3) ml, m2E TR 1, 22k A AGNT HAES:Holw A
AdA7) el glths ARl M0, 1) ATFEEES T
oL AnkA el @R A B=EIFE S EA o e 7]
o] o]& Y AFANEI Wolso]ol = FozEA et 7Y ABAA
T 7199 EAe] Fosithe AS oujsith Iy ol 7 FAURHE 9

o] AGde] FAA TS MHES & F Atk olEd ALEHLS 2
Aol AIxRE o aEsieets slAEA] ekt webA eakte] A4
B FAS BE5E/bsE VIdad o doprh WisE e yANEAE B
T s system GMM WS o]&3 Ha vt kil shdhEt



g« 7F 71QFAA Al A= dF 61

<E 3> FH7 (ol ChEt EXIBE(SYS-GMM)

SYS-GMM SYS-GMM SYS-GMM
H I Lvereage = Lvereage = Lvereage =
(TB/TA),_, (LB/TA),_, (TLB/TA),
Intercont 0.016 0.017 0.022
p (0.013) (0.013) (0.014)
0.161" 0.172" 0.169"
s/ TA,- (0.046) (0.042) (0.040)
Leverane -0.009™ -0.026™ -0.039"
9 (0.003) (0.009) (0.009)
- 0.010™ 0.008™ 0.011""
Tobin's Q- (0.003) (0.002) (0.002)
0.303™ 0.268" 0.283™
CF/TA - (0.050) (0.049) (0.052)
ml(p*%k) 0.000 0.000 0.000
m2(p- %t 0.170 0.196 0.190
Sargan(p ) 0.343 0.19 0.078
F:D) ()& gFox e, ***, sk w3 ZFZE 196 5%, 10% o)4E. 2) RE WA
ME EFAR. 3 m2E AR 2 AALDER GFAolm AADA

qu_)‘ /\1 N(O ].)"] XJ:H—HM'E —;‘j ) S rgan J,]-E}\]
HOF(REEE WE 5 ARdge) minis 2
= At-1& 3},

<HE PolleE F5HESY 171 AlaF @ dAWEA, BEXQ, dFsE H]
]

=
otk RS FASE AN B ETWEE o

%)
Elgsiohs 92 A 2Fover-identifying restriction)S 7
mgo] gntEA AAENSS & F
Atk wgE Qapake] 2xF ADFTL] o F-E dAsE m2
IAng FAAE0] EA %
<E ol AAE ASEAAIE o240 7]l
Atk AA7IFe] EAAINE AHEA, 7199
o] °F 0.01¢ts YEhH F

T
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Stk wd FA7E A7) T ol 3%
QAT AAok] AaA eperhu
CF/TA, )& FA0] &) G@e mAAL EAHOZ fosh
e Aoltk e} QTR AFAIcke] EAVGA FARCE FoIB
Hol G A A B AT Avhe BFEE(CF/TA, )0l FYE
A% Ages o Awel d¥l 2 Zew Uit FAMen feolw
0263014 0303¢] g UehiomA BAUATIASe] Akl AWeta

e AT oA AYEAT AT GFL W ks HE A
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BA(TB/TA),_ )¢ AANADF(LB/TA), ), EX}UF(TLB/TA), )2
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ATz Hed AR AL 19983 W7HA] B 200%EE 5
= AAskalth EF 19973 V1] Amiter SRS Bt A
T

HEvss Sadhs 43S dehlth el o3 A%

= AdEe] EAFLL o]gd (AL fmelx e Fatol et FaFo] H(+)<]
TADNA, F(-)o] BAIA ] ofFeo #t Aoz Add & vk weA
9291 7] o] H 3} o] Fol M7t 71l FAFE A= FFo] detA
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<E 4> HMA7|H0l| CHEt FXIZS: 2/&te(7| o™ 7|2t (1981~1997)
SYS-GMM SYS-GMM SYS-GMM
il T Lvereage = Lvereage = Lvereage =
(TB/TA),_, (LB/TA),_, (TLB/TA),_,
Intercent 0.031 0.018 0.068”
P 0.022) (0.021) (0.027)
0.149™ 0.156™ 0.154™
L1/ TA (0.044) (0.043) (0.040)
Leverane -0.032 -0.065" -0.128"™
g (0.024) (0.036) (0.009)
- 0.009" 0.006" 0.005
Tobin’s Q- (0.003) (0.003) (0.003)
0.338" 0.309" 0.290"
CF/TA, (0.063) (0.075) (0.069)
ml(p-%h) 0.000 0.000 0.000
m2(p-%H) 0.208 0.220 0.227
Sargan(p-#b) 0.062 0.141 0.118
F:1), 2, 3), e <x 2> ¢ A 5) AR Eruiss RE My
o] t-2, 3, t4, t-50]aL FEWA A L] Eues At-ls 489
<E 5 MA7|0]| CHEt FXIZE: 2/&te(7| o|F 7|2} (1998~2002)
SYS-GMM SYS-GMM SYS-GMM
i) T Lvereage = Lvereage = Lvereage =
(TB/TA),_, (LB/TA), (TLB/TA),
Itorcent 0.020™ 0.016 0.023"
p (0.005) (0.005) (0.005)
0.306™ 0.301" 0.308"*
hoo/TA (0.048) (0.048) (0.051)
L everace -0.014™ -0.024™ -0.016™
g (0.007) (0.010) (0.008)
-, 0.014™ 0.008" 0.006™
Tobin's Q1 (0.007) (0.003) (0.003)
0.101" 0.142" 0.092"
CF/TA:— (0.040) (0.033) (0.037)
ml(p-7h) 0.000 0.000 0.000
m2(p-#k 0.508 0.623 0537
Sargan(p-%h) 0.199 0.265 0.384
F:1), 2), 3), e <E 2>9 Fo} 2dd 5 FEUANY EEHLE BE Aoy
G0l -2, -3, t4o] T FE R ETHSE Ar1S 443
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< 19 @, 2 99 7192 09 #%
S Fofgk gupeelnh = e guwiaeE 72t g A et Fete] A%
owx g ®y A F 7Idike] AolE EAE 4 vk o]o] wE
AR A o] BAAFe} vz R F7]19] 7|dFAks A9 719%
Aol B2 PGS Wi i Jo] 0265-0.39] #hg HYIo=ZH
Fapoll Wiialgo]l sk A4S e 4 vk Bt w2 F
HighQe AWM A7F 71452 ()9 43S nAy SAHR fo38tA]
= 2tk 224 LowQe dWEAZE 719FAb mAE G FAA R
fFolgh &9 s vERE 1 Al g B3 ddiH o 3
th 53] FAQ)ES 7IFoR 3 FAuge] JFgHe] 9 A
of #wEAe] A7t FAHRE fFog Apol7t EAlet=rtE dotry] 98
Wald A4 235 AASHATE Wald 1789 o8t = 33 A152] ztol7t ¢l
e TIPS V1o mA g A TE FAAEO] mA = dao] A= o
3} Ark oleldk A 71E9] o]&3 Fiheth o] Myers
and MaJluf(19844 A e A7E gsl 7ol gd|slel g o
7} oFyE} Jensen(1986)3} Stulz(1990)9] F4x= dw g A7} gl
S JAlsh= agle] "tk HE AlAFeRTHS),

i
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o
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16) BAAIE Lang et al(1996)°) A2 w9 fA1gS o 5 glek.
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<i& 6> 2HIIX[Z} Z7|HFAt] O]X[= FE A

P EflE 7IE

. . Lvereage = Lvereage = Lvereage =
v (TB/TA),_, (LB/TA), . (TLB/TA),_,
Intercent 0.031" 0.032" 0.034"
P (0.014) (0.018) (0.018)
0.167" 0.178" 0.169™
I, /TA, (0.041) (0.037) (0.039)
o -0.005 0.003 -0.011
High@Q* Leverage (0.004) (0.017) (0.013)
. , -0.042 -0.156™ -0.086™
Low@* Leverage (0.015) 0.071) (0.034)
- 0.008" 0.005 0.007"
Tobin's Qs 0.003) (0.003) (0.003)
0.300" 0.265" 0.278"
CF/TAi (0.051) (0.048) (0.051)
Wald Test 4.470(0.034) 3.822(0.049)™ 3.182(0.074)°
ml(p-%H) 0.000 0.000 0.000
m2(p-%}) 0.183 0.222 0.183
Sargan(p-3}) 0.069 0.126 0.090

F:1), 2, 3), Hhe <F 2> F& =0

=

1

L5 ARPRYY BTG

A~
mE AgAs

o] t-2, t-3, t-40l3 FEWAHN Y EPMEE Ar-1S AL3 6) HighQ: Edlg
o

H&o] 11t 2 7|4
A2 1, 2 9= 09 #He Hog3
LowQ* Leverage2] Al4=gko]l A=

HuasEel

. T5Gsale= ¥

1, 21 9= 09 3 LowQ+v EXlg v]&o] 1X2Y 22 7]
7) Wald test= HighQ* Leverage}
the FF7Hastel Aol AR S AT,

Eo/HEol 9l 7%
HitvlES 7ol shel 259 L
L B3 T5GTAE BHEF IS

st

5% 719

f 25GTAYE HiEaAANE o] &
e Holdk gudaes Yehdn wjES571E
HEBo] BAKOR folal o]

Ths Ao wre a9 259719)
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BAI= FHAES o]&3 78‘%011{ ?‘1%7}@% 717skaL vt St

HEE Ve AT <E 89 AR FFAY A5l HATFsAdel v

= 7140l A A A 7E FAbel miAlE g ¥ A vebdal glar &
AARL FreldS zhar Qi

Aoz A 7E FAAEd S(0)9 e mAaL oL 47187}

e 7IHdFE VIdFEA el vl dde] A yERt Jensen(1986) 3

Stulz(1990) ‘5ol Fd38h= Aol o3 il nl§ FLgAF A &

<& 7> 2HEIX[Z} Z7|HFA| Xl I B iiES7kE

L oo

7|—-— M°|75% Vs SH2{25%)

. . Lvereage = Lvereage = Lvereage =
T (TB/TA),, (LB/TA),_, (TLB/TA),_,
I oreent 0.029° 0.017 0.018
p (0.016) (0.013) (0.012)
0.166™ 0.172° 0.169™
I,_/TA, (0.041) (0.041) (0.039)
o -0.007" -0.027™ -0.032™
HighQ® Leverage (0.003) (0.013) (0.015)
. , -0.075™ -0.107° -0.078™
Low@* Leverage (0.031) (0.056) (0.035)
- 0.010"™ 0.008" 0.010"
Tobin's Qs (0.003) (0.003) (0.003)
0.295 0.271° 0.292"
CF/TAi (0.050) (0.049) (0.049)
Wald Test 4.490(0.034)™ 1.727(0.188) 1.077(0.299)
ml(p-%}) 0.000 0.000 0.000
m2(p-%}) 0.175 0.203 0.192
Sargan(p-3k) 0.074 0.206 0.130
1D, 2, 3), D <E 2>¢] Fo BAY 5 ARAAA] EPue wE Ay

U
4 t-2, t-3, t- 4o]+ WA A 0] T
W ES7H&ol A9 5% 719 1, o] %k 25Gsale= HitvlEZS7HEo]
k9l 25% 7192 1, 1 fv 09 #S Fod guHsd. 7)) wald teste
75Gsale* Levemgeﬁ’% 25Gsale* Leverage 2] AlFgke]l AR Zoe AF7Hd st
Aol AAEA .
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<IE 8 ZHE|X[7} 7|PEAI0| O|X|= Pk 24 : SN™RSI =2
7| Z=(AR]75% vs SF|25%)

. . Lvereage = Lvereage = Lvereage =
< T (TB/TA),_, (LB/TA),_, (TLB/TA),_,
Intercent 0.028" 0.020 0.023
P (0.016) (0.013) (0.016)
0.165™ 01717 0167
fioa/TA (0.042) (0.041) (0.040)
. -0.008™ -0.014 -0.015
75GTAT Leverage (0.003) (0.013) (0.014)
. -0.070™ -0.091 -0.107"
25GTA* Leverage (0.028) (0.068) (0.051)
-, 0.011°" 0.007" 0.009"
Tobin's Q. (0.003) (0.003) (0.003)
0.290" 0.264™ 0.286™
CF/TAi (0.051) (0.050) (0.051)
Wald Test 4596(0.032)" 1.054(0.304) 2.037(0.153)
ml(p-%k 0.000 0.000 0.000
m2(p-7h) 0.178 0.180 0.192
Sargan(p-%}) 0.069 0.216 0.130

1), 2), 3), D <F 2> F9 TUE 5) ARWAAY] EPHSE BE AyW
o 2, 3, t40la FEA A Eg F. 6
TSIl A9 5% 7192 1
A 7beol B9 25% 719> 1, 1 9
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oMol HASAZF.

V.2 £

=S 1981~2002d 717 st 389K A ZTIH e FASEHE &

1

A frelo] EAIFhI B gk
=
=



o] FA YElwg A WA A £ A= FFEe] FAE oIdT 7
S A Eethe Folth F FAjo] HAaFA fliAlel oshd w2k
FAE ()8 #AE dEdY FA7137F 52 7I9dA O FeeE Al
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ozH e 7R FFolA= o5l E & S Axdrh oy
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o7 oAateic

olf g o] Z9 HIAS ATt S & dAFeM e EXlgE VeoR T
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T3 Al A4S S8 WESUHE Y FAAPNETIHES VTSR A
75% 7147 8k9125% 719 skl FASHTh

o= 4 Ay bl gk el @] BTz <
oA =)o BAE UetidYh 53] 47317 v 7
w9 s e Ao® yEhY o= Jensen(1986)¥ Stulz

: 2

X
2
S
1o
-z
2,
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ok die|¢ln] 8o HAaEd o|EI A = FAVIZE st v Al
ol £33 719e FAAE ol =eE Fud VItE SuE JAss
E37F A3 Myers and Majluf(1984)2] o= @] FA17]38]9F 473713
7h 2 71l A el Qln]ge] agdrt vs et vEbES & ¢ dth

5 Myers and Majluf(1984)2] F=15] F-A7F @] 7199 A737]sle] o
3 Elil<7F olyeEt Jensen(1986)3F Stulz(1990)e] Adfl H-xi7} ]l H]
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o] EW AR A Al HEASE 2001 Znbol] 7279k
i S3eoll A 2003l 1,266W %k, 2005\ ol 1764w kol o] & Ao w
e ok w3 A AxPdA Y 7FARE 20051360 o] 2 $230billion ©]/d-<]
<
ol ¥ AgAH o] Z AlgollA AA 1 Ao AdE W] S E
ek pHpERe] Ade] "gHelgt & S dou, ofA aFAAl et
=0l s o] FolXA @ g % stk A= gREe 7}
AE|N AREAIZ ] whe} bt BIERRG RS AHEsl oo ok e,
3] NTT DoCoMoZt -2 1E Yl %<1 i-mode AH]Z~E Al=FsHdA
A AA HxR R we dgste fRAAEEAes EYsiaEyg
i-modet= oleidt FAHFE2lel F9le] 2000 9€ A 11wk e RS9}
& IR ALZ S FEa Atk g A R [S-9BCA N ~E =9
upe} fjZlHgAe] shEsi s 1 A gd 495E ARG R e R T
[H8kAl = Ak,
W 0ol A iRl AElAS EYe 542 ARSAISd A FAIR1E

AHERE GITAIA Fo2ZA FAJE Y AREAL 71Hke FUlA]7)
FAJE Y AFA S IELE (A 7] 7] $gel Atk 53], e

dol Auel tars grsnols dolHur e A%aTs Agat

b
E
X
N
X
o
4
>,
o

>
>
ofo
Ol
ol
rr
>,
o
flo
=
o
i)
[nt
S
B
y
Ir
>,
)
&
)
2 ofy



T dolel SAl AEAA ek Ak g 77

Tl B3t A Gtk AA AAQsE 9
B frele] osle) AeAEel mAaS Aand 4tk
B Ao e = ERE
FA) VA makE RO A ofF Fde] AT YAT MwY Aol
o ES G IMT-200049 8 20 BAHon FAvEg s dey)
tol olgo] Fuad oz welrl, o] % AZBFYAel Fehow 2

€ 7 Joerz oo g VARl ewTE WEFS Atk ok
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Abstract

This paper concerns a new statistical approach to instrumental variables (IV) method for
nonparametric structural models with additive errors. A general identifying condition of the
model is proposed, based on richness of the space generated by marginal discretizations of joint
density functions. For consistent estimation, we develop statistical regularization theory to solve
a random Fredholm integral equation of the first kind. A minimal set of conditions are given
for consistency of a general regularization method. Using an abstract smoothness condition, we
derive some optimal bounds, given the accuracies of preliminary estimates, and show the con-
vergence rates of various regularization methods, including (the ordinary/iterated /generalized)
Tikhonov and Showalter’s methods. An application of the general regularization theory is dis-

cussed with a focus on a kernel smoothing method. We show an exact closed form, as well
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as the optimal convergence rate, of the kernel IV estimates of various regularization methods.
The finite sample properties of the estimates are investigated via a small-scale Monte Carlo

experiment.

1 Introduction

In econometric models, explanatory variables are often presumed to be endogenous (i.e., correlated
with error terms), when their relation to dependent variables represents optimizing behaviors of indi-
viduals or market equilibrium. The relations thereof are called ‘structural’ to be differentiated from
a reduced form that comes out of a pure statistical underpinning. The literature abounds in stud-
ies of various structural models with different sources of endogeneity, including linear simultaneous
equations, measurement errors, heterogenous treatment effects, random effects in panel data, and
sample selection, etc. Common to the previous studies, however, is a restrictive assumption that
the true structural relation is known a priori up to some parametric class. When misspecification
is one’s main concern, nonparametric methods can be a useful alternative, whose development in a
structural setup is of only recent interest. This paper, specializing in structural models with additive
errors, contributes to nonparametric instrumental variables method, by providing new results for
both identification and estimation. Suppose that the random variables (Y;, X;) are generated by the

following regression models, with X; including some endogenous variables, say, Z;;
Vi =m(X;) + &, (1)

where ¢; is iid(0,0?%) and m(-) is an unknown function. Due to endogeneity in X, the structural
function m(-) needs to be identified by postulating a set of instrumental variables (IV) W that
satisfy certain stochastic restrictions w.r.t. the errors €. W is allowed to have common elements with
X

X =(Z,Wy), and W = (W, Wy). (2)

With infinite dimensional parameters to be identified, the instrumental variables are required to
satisfy stronger restrictions than for parametric models. For example, Roehrig (1988) assumed that
W is independent of ¢, to identify m(-). Alternatively, one may prefer to assume weaker restrictions
on W in form of conditional moments so that the models can afford more general features such as
conditional heteroscedasticity. Along this line, two different methods have recently been considered.

One is the instrumental variable method of Newey and Powell (1988, 2003) and Darolles, Florens,



and Renault (2001) that use a restriction
E(e|lW) =0, (3)

and the other is the control function method by Newey, Powell and Vella (1999) that assume E(g| X, n)
= E(eln), where n = X — E(X|W). Although either restriction does not imply the other, the
moment condition (3) is the one that is more familiar and easily interpretable. Including the standard
regression as a special case (for W = X)), (1) through (3) give rise to nonparametric generalization
of various structural models analyzed by the IV methods of Sargan (1958) and Amemiya (1974) as
well as the GMM of Hansen (1982); henceforth the name comes.! Simplicity of the models, however,
comes only at a cost of nonstandard identification and estimation. Since the seminal work by Newey
and Powell (1988), it has been well noted that, under (3), m(-) is characterized only implicitly via
an integral equation. For identification of m, it is crucial to know the algebraic properties of an
integral operator which is defined on an infinite dimensional functional space. For estimation, we
need to solve a random Fredholm integral equation of the first kind. Since there may exist no or more
than one solutions to the random integral equation, a natural estimator can be defined by using a
generalized inverse. However, as will be shown later in section 3.1, such estimator is not consistent in
general. Inconsistency of such naive estimator, called as ill-posedness of inverse problems, is related
to discontinuity of the underlying mapping from a reduced-form to a structural function. For these
reasons, adequate statistical theory has not as yet been fully developed for an IV estimator of the
nonparametric structural model in (1) through (3). Only a consistency result was shown for a general
case of common elements by Newey and Powell (1988, 2003), who also suggested a primitive condition
for identification under a parametric assumption of exponential family. For a special case of disjoint
X and W, Darolles, Florens, and Renault (2001) made some important improvements, succeeding
in deriving a lower bound on the convergence rate of their estimates.?

This paper, trying to improve upon the previous works, provides a more general approach to
identification and estimation of the structural model in (1) through (3). We give a new identifica-
tion result that does not rely on any parametric assumption. The suggested identifying condition is

closely related to richness of the linear space that are generated by marginal discretizations of the

L As an alternative generalization of the linear 2SLS, the control function approach treats endogeniety of X as an
omitted variable problem, and corrects endogeneity bias by inclusion of some ‘control’ variables (7 in the above), as
in Heckman(1979)’s two-step estimator for selcetivity bias. See Blundell and Powell (2001) for a detailed comparison

of two methods.
2In a more recent work, Hall and Horowitz (2003) tried to provide deeper results on the convergence rates for

nonparametric IV estimation.



joint density function. Under continuity of the density function, the condition is also shown to be
necessary for identification. For consistent estimation, a general theory of statistical regularization
is developed to find a stable solution to a random Fredholm integral equation of the first kind. In
contrast to the ad-hoc approaches in the previous works, we give more systematic analysis of regu-
larization to resolve the ill-posedness of statistical inverse problems. For example, applying random
operator theory, we show a minimal set of conditions under which a large class of regularized esti-
mators are consistent. Also, the optimal bounds of the convergence rates, given the accuracies of the
preliminary estimates, are derived, using a notion of the modulus of stochastic equicontinuity of a
random operator. For comparison of asymptotic properties of various regularization, we calculate the
convergence rates of the ordinary/iterated/generalized Tikhonov and Showalter’s methods. Accord-
ing to our results, Showalter’s method can attain the optimal bounds in a general case, while three
types of Tikhonov methods are suboptimal in some cases. A specific example of kernel IV estimates
is considered to illustrate how the general theory can be applied in practice. Unlike the previous
works, we show an exact closed form of the regularized kernel estimates explicit in a regularization
parameter. Computations of the regularized estimates only require standard finite-dimensional ma-
trix operations. The convergence rates of those estimates are derived, based on the general theory
of statistical regularization.

There are many works on nonparametric estimation of other structural models. An extensive list
can be found in a recent survey by Blundell and Powell (2001a) and the references therein. Some of
them, among others, are Altonji and Matzkin (2001), Imbens and Newey (2001), and Chesher (2002)
that develop nonparametric methods for nonseparable structural models. Ai and Chen (2003), who
consider semiparametric GMM estimation of structural models, show y/n-consistency of parametric
terms as well as the semiparametric asymptotic efficiency. In Blundell and Powell (2001b), a control
function approach is used for a semiparametric binary response model with endogenous variables. In
statistics literature, there are some earlier works on ill-posed inverse problems, such as deconvolution
(Fan, 1991) and noisy integral equations (Nychka and Cox, 1989); see the survey by O’Sullivan (1986)
and van Rooij and Ruymgaart (1999), for more results. Those works, however, are different from our
approach in that they assume a known integral operator. For nonparametric estimation of additive
models, Mammen, Linton, and Nielsen (1999) and Linton and Mammen (2003) work with random
integral equations, but their inverse problems are well-posed.

The rest of paper proceeds as follows. Section 2 concerns an identification issue, and suggest

a general identification condition. In section 3, we first show ill-posedness of the IV estimation



problem, and develop general theory of statistical regularization for consistent estimation, including
a discussion for optimal bounds. Section 4 is devoted to derivation of the convergence rates for
various regularization methods. Section 5 applies the general results to a specific example of kernel
IV estimation. Both closed forms and asymptotic properties of the estimates are shown. The finite
sample properties of the estimates are investigated via a small-scale Monte Carlo experiment. All
the technical proofs for the theorems are collected in the appendices.

Notations: w.p.1 (or a.s.) stands for ‘with probability one’; and w.p.a.1, for ‘with probability

approaching to one’.

2 Identification

Throughout the paper, we assume that the sample observations {(Y;, Z;,W;): i = 1,2,..,n} are
randomly drawn out from a distribution Fy 7w (Y, Z, W) defined on Y x Z x W (C R x R%* x R%),
where W = W; x W, C R%1 x R%2 and dy = d,,, + d,,. The support of X is given by X = Z x W,
C R%, where d; = d, +d,,. Fyzw/(-) is assumed to be absolutely continuous with density fy zw ().
The joint density function for (Y, W) and (Z, W) is denoted by fy.w(-) and fzw(-), respectively. Let
L?(X) be the infinite-dimensional Hilbert space of square-integrable functions defined on X, with
norm given by ||m(-) L2 (x) = =/[,m » M’ (z)dx. Below, we give a precise definition for identification of the

model. When (3) holds for m(-) and m(+), the two functions are called ‘observationally equivalent’.

Definition 2.1 The structural function m(-) in (1) is identified in L?*(X) by instrumental
variables W, if and only if (3) holds for m(-) € L*(X), and any observationally equivalent functions,
m(-) and m(-), are identical in the sense that m(X) = m(X), w.p.1.

Given Fy zw(-) in a class of distributions F, we define

hp(w) Z/yfy,w(y,w)d%
y
and an integral operator by
Tt LX) — L20W), with (Tym)(w) = / (= wn) frm (2 w)dz,
z

where the subscript of T" and h means that they are defined by the underlying distribution F. The
subscript will be omitted unless confusion arises. For a linear operator T': L?(X) — L2*(W), its

operator norm is defined by [|T[|z2(x)—r20m) = SUPpmer2a), (mzo) 1T L20m)/|Im||L2(x). Throughout
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the paper, we assume that the joint density is square-integrable so that the linear operator T is
bounded in the sense of ||T'||r2(x)—r20m) < 00. N(T) and R(T) denotes the null space and the
range, respectively, of T'. Since two conditions in Def.2.1 are equivalent to existence of a unique

solution to ‘Tr(m)(w) = hp(w)’, we get the following result.
Proposition 2.1 Let F* be such that
F =A{Fyzw(-) € F:(a) N(Tr) = {0} and (b) hp € R(TF)}. (4)

Given a model (1)-(3) with a true distribution Fy ,y(-), m(-) is identified to be T, (hr) in L2(X)
by the instrumental variables W, if and only if Fp () € F*.

Proposition 2.1 makes clear that some distributional assumptions are needed for valid identification.
In the previous works, most considerations are given to the uniqueness condition, with less known
about existence. For example, as Newey and Powell (2003) noted, the injectivity condition in (4)-
(a) is equivalent to statistical completeness of Fyzy (-|-) in the ‘parameter’ W. Using a parametric
distributional assumption that F %W is in a class of exponential family, they derived some primitive
condition for identifiability. A more flexible nonparametric approach was made by Darolles, Florens,
and Renault (2001), under an assumption that there is no common element between X and W. Both
conditions of uniqueness and existence are discussed in detail, based on singular-values expansion of a
compact operator 7. It is shown that an equivalent characterization of (4)-(a) can be given in terms
of nonlinear canonical correlations of X and W, and the existence condition in (4)-(b) translates
into imposing some smoothness on a reduced form function.® Unlike Newey and Powell (2003),
their results, however, are delimited by a strong restriction that prevents an element of explanatory
variables being used as an instrument. One more comment deserves note, concerning the scope of
generality of the conditions in (4). Obviously, certain distributional assumptions on (Z, W) will suffice
for identifiability, i.e., for T" to be one-to-one. Existence, however, cannot be ensured in a similar
manner, since an operator acting on an infinite-dimensional space does not necessarily possess a
closed range, i.e., T' is not onto in general. It is well known in functional analysis (Kress, 1989, p20)
that, given a compact operator T', R(T) is closed if and only if dim(R(T")) < oco. Therefore, what
one can expect as most favorable to (4)-(b) will be that T' has a dense range in L?(W). In the rest
of this section, we provide an alternative but more general identification result, showing when 7' is

one-to-one or has a dense range. Noncompactness of 1" is allowed.

3That is, the generalized Fourier coefficients of h (w.r.t. the singular functions) decay fast enough relative to the

singular values.



For convenience of exposition, we first consider a case with disjoint X and W, and then give an
extension to a common-element case. Given {w;}2, C W, we define a marginal discretization (w.r.t.

W) of a joint density function, by

ff(l‘) = [fX,W(CC’wl)’ 3) fX,W(x7wL)],7

and let lin({fL(-,w;) }=,) be the linear space generated by {f1(-,w;)}-,. For a sequence {w;}°, C
W, let E{fx’w<',wl)}ﬁl be the closure of hn{fx’w(',wl)}?il in LQ(X), and [lin{fx7w(',u)l>}f21]J‘

the orthogonal compliment of lin{ fx w(-,w;)}2,, i.e.,
L2(2) = Tl froaw (00} @ [ind feaw (00} 2]
Our identification results make use of the following conditions.
C.2.1 For a sequence W = {w;}2, C W, lin{ fx.w(-,w;)}22, is dense in L2(X); i.e.,
in{ fxow (-, wi) 12y = L*(X).
C.2.2 For asequence X = {54}, C X, lin{ fx.w(sq, )}, is dense in L2(W); i.e.,

i frw ()}, = L2OW).

Both conditions address richness of the linear spaces that are generated by marginal discretizations
of the joint density function. C.2.1 will hold, if a complete orthogonal basis of L?(X) is generated
by linear combinations of { fx w (-, w;)}72,. We below show sufficiency of C.2.1 and C.2.2 for T to be

one-to-one and have a dense range, respectively.
Theorem 2.2 Suppose that a structural model is given by (1)-(3) with W; empty.

(i) If C.2.1 holds, then, the integral operator T : L?(X) — L*(W) is one-to-one, i.e., m(-) is
identifiable in L?(X).

(i) If C.2.2 holds, then, T has a dense range in L*(W); i.e., at least one m(-) € L*(X) satisfies

the given structural model, for A(-) in some ‘dense’ subspace.

Symmetry of two conditions in Theorem 2.2 can be explained easily by introducing an adjoint op-

erator. If G : M — H is a bounded linear operator from a Hilbert space M to a Hilbert space
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H, the adjoint of G is the operator G* : H — M satisfying < Gm,h >y = < m,G*h >p, for all
m € M and h € H, where < -,- >,,is the inner product of M. In the present case, the adjoint
of T : L*(X) — L*W) is T* : L*(W) — L*(X) with (T*h)(z) = [ fxw(z,w)h(w)dw. From the
relation ‘R(T) = N+(T*)’, T has a dense range, if and only if 7* is one-to-one. In consequence, the
second assertion of Theorem 2.2 follows as a mirror image, once the first is true. The suggested iden-
tifying condition seems rather abstract, partly because we do not use any parametric assumptions.
Roughly speaking, identifiability depends on the way that the density function of X, conditional
on W = wy, varies over different values of w;’s.* For example, the model is identifiable, if some
sequence of the conditional density functions, {fxyw(-|wi)};2,, includes (or spans) a complete basis
of L?(X). Although it is not easy to check the condition in a practical case, it allows for a useful

finite-dimensional approximation of the underlying structural function. Let P be the orthogonal

projection onto lin({ fx.w(z,w;) H-,);
(Prym)(@) = 1@V Q [ i )m(z)az,

where Q7 = [, fi(2)f£(z)'dz. Suppose that the joint distribution Fy 7w is known, i.e., we know
both the density function fxw(-,-) and the reduced form h(-). Then, from hY = [h(w1), .., h(w)] =

[y f£(z)m(z)dz, we can calculate the exact form of the projection of m via

(Pgm)(x) = f£(x) Qlhs. (5)

If C.2.1 holds, the above projection delivers a valid approximation of m, since || Prom —m/||r2(x) — 0,
as L — oo, under denseness of the linear span of { fx w (-, w;)}72;. Identifiability of m is now obvious
from uniqueness of the limit of a convergent sequence in a Hilbert space. In mathematical literature,
the method of moment collocation uses (5) to find a numerical solution to an integral equation-
see Kress (1989, p. 267), for example. The following theorem concerns necessariness of C.2.1 for
identifiability. Under a weak condition on a joint density function, it shows that C.2.1 should hold

for any ‘dense’ discretization points, when the model is identified.

Theorem 2.3 Suppose that a structural model is given by (1)-(3) with W; empty. In addition,

assume that fxw(-,-) is continuous on X x W.
(i) If m(-) is identifiable, then, C.2.1 holds for any dense subset W of W.

(i) If T has a dense range in L?(W), then, C.2.2 holds for any dense subset X of X

“Here, fx w(-,w;) is normalized implicitly by fu (w;) so that fX fxw(z,w)/ fw(w)de = 1.
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The symmetry argument also applies to Theorem 2.3. We remark that the conclusions of Theorem
2.3 are not stronger, in its context, than the assumptions of Theorem 2.2, since the former does not
extend to general discretization points other than a dense subset of WW. For an immediate application
of the above results, one may consider a joint density function, fxw(z,w) = S o, pr(2)qe(w). This
includes a trivial case with X independent of W. Since lin{ fx w (-, w;)}2; is at most of K-dimension,
C.2.1 is violated for any W in W, so the model is not identifiable. Another implication of Theorem
2.3 concerns validity of {fxw (-, wi)};2, as approximating functions. It shows, under identifiability
of m, that the finite-dimensional approximation in (5) will be consistent, if the sequence {w;}~,
becomes dense in W as L — oco. The moment collocation method showed a similar but more general
result by applying theory of a reproducing kernel Hilbert space; see Nashed and Wahba (1974). Our

development here is much simpler, only based on Theorem 2.3.

We close the section by extending the above results to a case where X and W have some common

elements of Wj. A slight modification of C.2.1 and 2.2 is enough to obtain the same conclusions.

C.2.3 Forallw, € Wy, there exists a sequence {wy; }72; C W such that in{ fz w, w, (-, w1, we) }7°,

is dense in L%.

C.2.4 For all w; € Wy, there exists a sequence {{;}7°, C Z such that in{ fzw, w, (&, w1, )},

. . 2
is dense in LW2.

Theorem 2.4 Suppose that a structural model is given by (1)-(3) with WW; possibly not empty.
(i) If C.2.3 holds, then, the integral operator T : L?*(X) — L*(W) is one-to-one; i.e., m(-) is
identifiable in L?(X).

(i) If C.2.4 holds, then, T has a dense range in L*(W); i.e., at least one m(-) € L*(X) satisfies

the given structural model, for h(:) in some ‘dense’ subspace.

Extension of Theorem 2.3 is done in a similar way. In this case, C.2.3 and C.2.4 holds for any dense

subset {wy }7°; and {;};°;, respectively. We omit the details, since they are straightforward.



3 Statistical Theory of Regularization for Ill-Posed Prob-

lems

This section considers statistical estimation of a structural function which we assume to be identified
by mo = T~ '(ho), where ho(w) = [}, yfyw(y,w)dy and (Tm)(w) = [, m(z,w1)f5 (2, w)dz. In
mathematics theory for mtegral equations, it has been a central issue how to estimate mg from an
approximate of hg, when T is known. Ill-posedness of such inverse problems is now well known
in the literature, and can be treated by regularization theory. Our statistical problems are more
complicated, since the operator itself needs to be estimated. Some additional works are required, if
one wants to apply regularization theory for solving an integral equation of a random operator. Newey
and Powell (1988, 2003), Darolles, Florens, and Renault (2001), and Hall and Horowitz (2003) have
recently attacked the issue, showing consistency and the convergence rates of their estimators. Those
methods, categorized as (the classical or ordinary) Tikhonov regularization, possess a common form
of ridge estimation which turns out be suboptimal in some cases. This paper takes a more general
approach to the statistical inverse problems, trying to extend regularization theory into random
integral equations. The statistical issues, such as consistency, optimal bounds, and the convergence

rates, are discussed with no limitation on specific estimation of hg or 7'

3.1 Generalized Inverse and Ill-Posed Problems

In a practical case where hg and f3,, are unknown, approximate characterization of my relies neces-
sarily on some preliminary estimates, hg, and fzw, given an observed sample {(Y;, Z;, W;)}*_,. The

actual problem to be solved is a ‘random’ Fredholm integral equation of the first kind,
(Fm)(w) = / (2, wn) P (23 0)dz = B (). (6)
z

Like mathematical inverse problems, several difficulties arise in estimating mg by inverting Tzo,n
through fn Estimation of T" is usually carried out by a certain discretization scheme-i.e., by deter-
mining finitely many unknowns. Since, in that case, fn is generally of finite rank, it is likely that
Eo,n ¢ ’R(f n), or T, is not invertible.> The integral equation in (6) may possess no or more than one

solutions. A common practice in econometric theory is to extend the notion of solution to the idea

°An operator G has a finite rank, if dim[R(G)] < oo. It is obvious that any integral operator with a degenerate
kernel is of finite rank. Throughout the paper, it will be assumed implicitly that dim[R(7},)] < oo, for n fixed, unless

otherwise stated.
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of the best approximation, based on minimum-distance. Given ﬁO,n and T\n, the minimum-distance
estimator of my is defined by

m;fl = argmin ||fnm - /f;OmH%?(W)’ (7)
m(-)eL2(X)

where 7] is the solution of minimum norm, unless the minimum-distance estimator is unique. The

underlying mapping from ﬁo,n to m] is so called the (Moore-Penrose) generalized inverse of fn;

T?LIL = Tg(hﬂ,n)a

where ﬁ{ is such that T,,T)T, = T,,. From the first order condition of (7), it follows that fgfnﬁzl =
T*ho.n, leading to T = (T>T,)'T*, where T : L2 (W) — L2(X) is the adjoint of T}, : L2(X) —
L%(W). The generalized inverse of T, has a domain given by R*(T,) ® R(T,); see Groetsch (1993,
p.80), for example. Since R(T},) is finite-dimensional and thus closed, it holds that R*(T,,)®R(T,,) =
L*(W), for any fixed n. That is, m] is well defined for any Eo,n € L*(W). When ﬁ’;fn is one-to-one

on the range space of f,f, the minimum distance estimator is simplified to m! = (f;fn)_lﬁ’:/fzo,n.

Remark 3.1 (Closed form of solutions)  Although /| serves as an approximate solution to
(6), it may seem elusive to find the exact functional form of mf. Below in section 5, we show
that it is possible to derive the exact closed form of m!, when hy and fzw are estimated by the

n’

kernel smoothing method. Instead of the exact form of M, one may try to define an alternative
minimum-distance estimator, by discretizing (6) on collocation points, say, {w;}Z, C W. With
f;:jL : L?(X) — RL defined by ﬁ‘l"L(m) = [(fnm)(wl),..(fnm)(wL)]', the relevant minimization

problem is

L
ﬁlLvL = argmin ||T,),m — hY||3. = argmin Z[(Tnm)(wl) — hon(w))?,
m(-)eL?(X) m(-)eL?(X) =1

where /};f = [lAzO,n(wl), ..,ﬁom(w )]. The closed form of fﬁil ; is available, regardless of an estimation
method used for hy and fzy. When X and W are disjoint, the minimum distance estimator is

exactly of the same form as (5) with hy and fzw replaced by their estimates
i (x) = T (he) = fi (Y Qg
where j/";‘;"(a:) = [fAXVW(m,wl), . ]/C\X,W(x,wL)], and Qf = [, f¥(w)ff(u)du. W

Consistency of the natural estimator m] , however, is not ensured by consistency of the preliminary

estimates /};O,n and ’fn For clarity of the statement, we need to define statistical properties of random
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operators. As usual, ﬁo,n is said to be (L?-) consistent for hg, if and only if ||E0,n — hol|L2om) 2,0, as

n — oQ.

Definition 3.1 (i) A random operator 7}, : L?*(X) — L*(W) is consistent for T : L*(X) —
L2(W), if and only if ||T,m — Tm||r2om) > 0, for all m € L2(X), ie., T,, converges pointwise to
T (in L2(X)) in probability. (i) 7}, is uniformly consistent for T on My C L2(X), if and only if
Plimy, oo SUD ey, mso | T, — Tm||L2om/|Im| 22y = 0, ie., T,, converges to T uniformly on My,

in probability.

Recalling the definition of ||}, — T || M —L£20n), uniform convergence in Definition 3.1(ii) with Mx =
L?*(X) is equivalent to convergence in operator norm. Asymptotic properties of M/ are explained

from the decomposition
Tt (hon) — mo = T hom — Tumo) + (T2 T,) TET, — Ime. (8)

The term in the first square bracket, written as (ﬁo,n — hg) — (fn — T')my, represents the composite
errors associated with estimation of hg and T'. The term will converge to zero in L?-norm, if ﬁgm and
fn are consistent. The second term, due to non-invertibility of fn, reduces to _PN(fn)mm by the
identity (T*T,)\T:T, = I — ﬁ/\[(fn)v where P,z  is the orthogonal projector onto N/ (T,,): see Nashed
(1976). or Groetsch (1977). Applying Lemma 3.1 in the appendix, we can show that the second term
converges to zero in probability, under consistency of T, » and invertibility of T'. For consistency of
i}, it remains crucial to know whether T'f is bounded uniformly in n. If || T} || 20y - 2(x) = Op(1),
consistency of m! will follow from a direct extension of the Slutzky Theorem to infinite-dimensional
spaces. The following result, however, shows that uniform boundedness of ﬁ[ does not obtain in a

fairly regular situation.

Proposition 3.1 Suppose that T : L2(X) — L2(W) is one-to-one, and T}, has a finite rank.
Assume that T, : L2(X) — L*(W) is uniformly consistent for 7 on My C L*(X) s.t. dim(My) = co.
Then,

phmn—>oo ||T71L-||L2(W)—>L2(X) = oo

The only binding condition in Proposition 3.1 is uniform convergence of T\n to T' on some infinite-
dimensional subspace of L?(X), which in fact holds under a quite regular condition such that

]?Z,W,n('a -) converges to the truth in L?-norm. To see this, we just observe that, by Cauchy-Schwartz
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inequality, for all m(-) € L*(X),

(Lo = TYml1220ny < fzwn(z,w) = fzw (z,w)|[202) Mz, w1)| 2 2) || 22 o)

N

< fzw() = fzw Ol zom MLz ) (9)

ie., an_T||L2(X)_>L2(W) < ||]?ZW() _fZW(')H??(szy With no strong restrictions imposed, Propo-
sition 3.1 characterizes asymptotic unboundedness of ﬁ{ as a generic property. It dose not mean
inconsistency of m! automatically, since uniform boundedness of iﬁ is not a necessary condition for
consistency.® However, the estimator, in general, lacks stability w.r.t. the statistical errors in T\n or
EO,n‘ Even small perturbations of 7}, or /hj(]m may result in unacceptably large errors in m] = ﬁ (ﬁo,n)-
Since ii becomes more explosive as n — 0o, the approximate solutions may get worse, as more ob-
servations (and thus more discretizations) are used in estimating fn and ﬁo,n. In this sense, the
estimation problem in (6) is called statistically ill-posed. It needs to be pointed out that such ill-
posedness occurs, because the underlying mapping from a reduced form to a structural function is
not continuous. By Bounded Inverse Theorem, the inverse operator 7! : R(T) — L*(X) is bounded
(i.e., continuous), if and only if R(7T’) is closed. In infinite dimensional Hilbert spaces, R(T) is closed,
only when T has a degenerate kernel such as fzw(z,w) = S0 | pr(2)qe(w). We showed that such
density functions are excluded by identifiability. It then appeals to our intuition that T\;[ will be

unbounded, as fn gets close to T

3.2 Consistent Estimation by Regularization

Difficulties in the estimation problem (6) are closely related to the smoothing effects of the (esti-
mated) integral operator. Since nonsmooth components, like cusps or edges, in m are smoothed
out by integration, the reverse operation will amplify any high-frequency parts of Eo,n, just as simple
differentiation does. Considering that the estimation errors in /];O,n correspond to such high-frequency
parts, naive inversion of /fzo,n may end up with extremely large errors in estimating m. From this ob-
servation, two points are essential in dealing with an ill-posed problem. Firstly, to cure the instability
problem, one needs to be able to filter out the high-frequency components of ﬁo,n, in a controllable
way. Secondly, such filtering should not make substantial loss of information in restoring a true solu-
tion. The first problem is resolved by ‘regularization’ that amounts to a bounded approximation of

the unbounded inverse operator. For the second, certain ‘smoothness’ needs to be imposed on a true

6Consistency of M/, depends on whether HEO,H —Tm| £2(w) converges to zero at a faster rate than the square-root

of the minimum eigenvalue of fnffl‘ decays.

13



solution, since the loss of information due to a bounded approximation concentrates on nonsmooth
components. The following example shows how one can make use of additional knowledge about

smoothness of m(+) to regularize an ill-posed problem.

Example 3.1 (the classical Tikhonov reqularization; compactification) Suppose that the true
solution my is continuously differentiable, having square-integrable derivatives. A set of admissible
solutions is now given by M% = {m(-) € L*(X): ||m||r2(x)+||m/||12(x) < B, for some B > 0}, where
m is of bounded Sobolev norm. Since M¥% is compact in L?*(X) by the Sobolev Imbedding Theorem,

the (injective) operator T', when restricted to M%, has a ‘bounded’ inverse, say, T\?\/lt 5 .7 That is, an
X

ill-posed problem can be regularized via compactification. Stable approximation of mg is possible,

if the ‘bounded’ operator, TJ\}[B can be estimated consistently. Letting ﬁ/\/t‘;} be a restriction of fn
X

on ME we define an estimator by m? = T\];\/t 5 (Eo,n), where YATM 5 is the Moore-Penrose generalized

comes from solving constrained minimum-distance; for

~.

B

inverse of 7/:| mz - Comparing to (7), 7,

B >0,

’ffbf = arg min ||Tnm — hO,nHLQ(W) S.t. ||m||L2(X) + ||m/||L2(X) S B (10)
m(-)€L2(X)

For fixed B, 7/?;\4 5 is uniformly bounded, and hence consistency of ﬁ ME and /ﬂo,n is sufficient for
X

consistency of mZ. (10) shows clearly that a filtering effect is achieved by damping out highly-

oscillating parts of the approximate solutions. In Newey and Powell (2003), (10) was combined with

orthogonal series expansions, to define a regularized nonparametric 2SLS estimator. W

An implicit regularization effect is used in the compactification method by imposing integral
bounds on the derivatives. An alternative but more general class of regularization methods are
generated by a direct way of bounded approximation for the inverse operator T!. As a sensible

modification of T\;[ = (T\;T\H)TT\;, we suggest a family of bounded operators
Rop = U (T T )T, >0 (11)

that satisfies:

(a) Ua(ﬁffn) is close to (ﬁffn)T, for small «, in the sense that }A%an’fn converges pointwise to the
identity, 7, in L*(X), and

(b) Un(T*T,,) is uniformly bounded (in n) by a known function of a, say, 1/a.

"Let Tix : K C L*(X) — L*(W) be a restriction of a bounded injective operator, T: L*(X) — L2*(W). If K is
compact in L?(X), then, lelz R(Tix) — K, is continuous, by Tikhonov’s theorem-see Groetsch (1993, p.79).
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By the former condition, ﬁa’n (with o small) serves as an approximation of 71, as ﬁi does. The
second condition means that ﬁmn, unlike fg, is stabilized through a newly-introduced term « called
a regularization parameter. Note that, in contrast to jTLvl 5 boundedness of ﬁam is controlled in an
explicit way, via the regularization parameter. To guarantee the properties of (a) and (b), we will

need the following conditions on U,(-) that are borrowed from mathematical regularization theory.

Condition 3.1 Let A =sup,,>,, Hﬁffd |L2(x)—12(x)- A parameter dependent family of continuous
functions, {Uy(+)},-0, defined on (0, \], satisfy that (i) SUPye (o3 (Ua(AMA] < C < oo, for o > 0, (ii)
lim, o+ Ua(A) = 1, for all A € (0, A], and (ii) supye oy |Ua(N)] = O(1), as a — 0+.8

From the fact that T\;T\n is self-adjoint, Ua(f;fn) is well defined based on spectral theory for self-
adjoint linear operators, as long as the real-valued function U, () is defined on the spectrum of T ;’f -
Since the random operator T, n in practice is of finite rank and thereby compact, it is sufficient to
define U, (-) on a bounded interval, (0, A], where XA = sup,,>,,, Hfﬁanm(){)—»m(){)- For such U,(+), an

approximate solution to (6) is defined by
7r/ﬁoz,n = ﬁa,n/f\LO,n = Ua(fzfn)fsﬁo,na (12)

which we call a regularized IV estimator of mg. In Lemma 3.2 of the appendix, we show that, for U,/(+)
satisfying C.3.1, two properties of (a) and (b) in the above hold with ||§om| lL20m)—12(x) = Ous(@™1/?),
whenever T), converges pointwise to the true (injective) operator T in L*(X). To see the implications,

we consider an error decomposition of the regularized estimates, which is given, similar to (8), by

7/7>Loz,n — My = :9\04 +/b\a = Ea,n(ﬁﬂ n 7/—\‘1"07710) + [Ua(f*fn) »:j—\‘n - I]mO (13)

)

The first term corresponds to propagation of the composite errors, and the second, an extra error term
due to regularization. From uniform boundedness of ﬁzw (by 1/+/a), it follows that S, converges to
zero in probability, if the decaying rate of \/« is slower than the convergence rates of Eo,n and fn
Negligibility of b, (as a — 0) is obvious from the property (a), i.e., from pointwise convergence of
Uo(T3T,)T:T, to I in L*(X). In sum, given consistency of T}, and Eo,n, the regularization methods in
(11), with U, (-) satisfying C.3.1, yield consistent estimation of mg, for some choices of a regularization

parameter, a = a(n), converging to zero.

Theorem 3.2 Suppose that U,(+) satisfies C.3.1, and the linear operator T, : LX) — L*(W)

has a finite rank. Also, assume that Hﬁom — fnm0|| L2(W) N 0, and fn is a consistent estimator for

8Section 4 gives a detailed discussion about several examples of U, (-) satisfying C.3.1.
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the true operator T' : L?*(X) — L*(W) which is bounded and injective. If a = «(n) is such that
OZ(TL) — 0 and ||ﬁo7n - fanHLZ(W)/ V OZ(TL) 5 07 as n — oo, thenv ||moc,n - m0||L2(X) 5 07 as n — o0,
for all my € L*(X).

In contrast to Example 3.1, the consistency result of Theorem 3.2 applies to any square-integrable
function, mgy € L*(X), with no constraint on smoothness of mg. It instead requires implicitly to
know the convergence rate of the composite errors, ¢, = ﬁ(),n — fnmo. For standard nonparametric
procedures, such rate will be available under some smoothness conditions on hy and fzw. An
immediate choice of @ = «a(n) follows, for example, from (9) which, together with the triangle

inequality, leads to

1Callz2owy < 1Pom — holl2owy + Cllfzw — fzw 22z xom)s

for my € L?(X) with ||my|| < C' < co. Under the identification relation (hg = T'my), a reduced form
function is equivalent to an integral of the underlying structural function, so, it will satisfy some

smoothness automatically, if fzw (-) does.

Remark 3.2 (strong L*-consistency of M,,) It is possible to show a strong form of Theorem
3.2 with an replacement of ‘%’ by ‘%3’ through a straightforward extension of the proofs for Lemma
3.1 and 3.2 in the appendix. Suppose that /]:LO,n and fz,w are strongly L*-consistent for hy and fzw,
respectively, in the sense that Hﬁo,n — hollr2on) = 0as(1), and HJ?Z,W — fz,WH%Q(ZXw) = 045(1). Again,
from (9), the latter condition implies ||}, — T'||r2(x)—r20n) = 0as(1), which is sufficient for Lemma
3.1 as well as Lemma 3.2.(iii) to hold almost surely. In consequence, strong L*-consistency of Mg p
obtains, under o« = a(n) — 0 such that ||/};O,n - fnmoHLz(W)/m 20 ®

3.3 Smoothness Condition and Optimal Bounds

Smoothness of mg needs to be assumed for further asymptotic properties of the estimators. Following
mathematical regularization theory, this section introduces an abstract smoothness condition, based
on a sourcewise-representation of mg. Use of such condition is illustrated by deriving some lower
bounds on the convergence rates for the estimators in (12). The same smoothness condition turns
out to play a crucial role in defining new optimal bounds. More analyses of the convergence rates
will be given in the next section.

In Theorem 3.2, we already discussed the convergence rate of the first term in (13). The

L*-norm of §, is determined by the noise level, ||¢,|/r20r), multiplied by the condition number,
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||}A%an|| r2ow)—r2(x)- More careful investigation reveals that ¢, consists of stochastic errors from esti-
mating hg and a bias from estimating mg-see Proposition 5.3 in Section 5. For the convergence rate
of Mg, it remains to calculate the asymptotic order of the regularization errors, Za = (fa — I)my,
where T, = Ua(T\ ;‘f n)ﬁffn Unlike the consistency result in Theorem 3.2, the convergence rate of
Za cannot be fixed, for arbitrary my € L?(X). This is because fa does not converge ‘uniformly’ to
I, on L*(X), for any choice of U,(+).? A meaningful question then will be whether the convergence
rate of Za is available, still on a large subset of L?(X), by strengthening some of the conditions in

C.3.1 appropriately.

Condition 3.2 Given U, : (0,\] — R, it holds for any x € (0,7] that suPyeox A Ua(A)A — 1
< Cat, for any a € (0, ap), where ag > 0.

It is clear that C.3.1(ii) follows from C.3.2. The latter condition also implies C.3.1(i), by Principle
of Uniform Boundedness; see Taylor and Lay (1980, p.190). In Lemma 3.3 of the appendix, we show
that, for U,(+) satisfying C.3.2,

1T = DET s < Cam™e), s, (14)

implying that D decays at the rate of ™" if my lies in the range space of (ﬁ’{fn)“, for all n
sufficiently large. Suppose that fn converges uniformly 7' in L?(X), then, it makes a sense that a
similar argument will hold on the range space of (T*T)*. Below, we will use this observation to
calculate the convergence rate of M, ,, by assuming additional information about the true solution
such that

mo € M, =R{(T*T)"), for u>0. (15)

Remark 3.3 (i) Since 7' is an integral operator of smoothing effects, the sourcewise representa-
tion of mg in (15) can be understood as an abstract smoothness condition. The alternative definition
of smoothness is indeed one of the features that distinguish regularization theory from the standard
nonparametric methods. To get some idea of the condition, suppose that bivariate r.v. (X, W),
supported by [0, 1] x [0, 1], have uniform distributions such that fyw(z,w) =1, for 0 <z <w <1,

and fxw(z,w) = 0, otherwise. For u = 1, (15) reduces to ‘my(z) = fxl Jo my(u)dudw, for some

9Such property of fm in fact, obtains only on a finite-dimensional subspace of L?(X). For this, we only remark
that (i) the limit (in operator norm) of a sequence of compact operators is also compact; and (ii) the identity operator
I: Mx — Mx is compact if and only if dim(Mx) < oo; see Kress (1989, p.18, Theorem 2.16 and 2.19).
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m, € L?[0,1]’, implying that m has square-integrable (generalized) second-derivatives. In general,
the abstract smoothness condition imposes stronger smoothness on my, as the kernel of the integral
operator becomes smoother, or p increases.

(ii) By definition, M,, C M,,, for i/ < p. Also, from R((T*T)*) = N*((T*T)*) and N'((T*T)*) =
N(T), it follows that M, is dense in L?(X), if T' is one-to-one, i.e., my is identifiable.

(ii) As indicated by (14), the decaying rate of the pure regularization bias can be quite slow for i
close to zero, and cannot exceed o even for p > 7. The latter phenomenon, known as saturation of
regularization, depends on the way that RM approximates the inverse operator, T-'. We define the
qualification of a regularization method to be f(> 0), if and only if C.3.2 holds only for p € (0,7,
but not for p >pu. W

For my € M, the regularization errors separate into two parts

~ ~

bo = (Lo — D(TET) ! 'my, — (Lo — D(TET)" — (T*T)my,, (16)

where m, = (T*T) #mg € L*(X). For a benchmark case of my € R(T*) or R(T*T), the convergence
rate of Ea follows easily from (14), since the second term is quite simple in this case. We remark
that R(T*) = R((T*T)/?), since, by polar decomposition, T* = (T*T)*/2U, where U is a unitary
operator such that U*U = Ip+); see Taylor and Lay (1980, p.379). Let C' and C; denote a generic

constant that is a finite real number.

Theorem 3.3 Let U,(-) satisfy C.3.1 and C.3.2, with 7 > 1. Then, (i) for my € R((T*T)Y/?),
it holds that, for any n,

~ Cr > e T *
|[Mam — mol|r20x) < \/_%”hO,n — Tymol| 20wy + 02a1/2||h1||L2(w) + Cs||(Ty — T*)hal| 2y, as. (17)
where hy = T*"!(myg). And, (ii) for any mg € M; = R(T*T), it holds that, for any n,
. Cr -~
[ Man — mol|r2xy < —a||h0,n — Toamol|r2on) + Coar||mal|2(x)
+Cs/a||(Ty, — TYymal|zomy + Call(TF = T |2y}, as. (18)
where m; = (T*T)'my, and hy = T'm;.

Theorem 3.3 shows sufficiency of C.3.1 and 3.2 for derivation of the convergence rates for the general

regularization method in (11)-at least, for specific orders of smoothness.’® The first term in (17)

10We need to know the shape of U,(-), for the convergence rates in a more general case of u; see the analyses in

section 4.
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r (18) is already explained. The remaining terms correspond to the asymptotic orders of the
regularization errors (/b\a) The second term represents the decaying rate of the (stochastic) pure
regularization bias, which is given by (14). It decays to zero at a faster rate, as my is smoother. The
last terms reflect how the estimation of the unknown operator affects the convergence rates. If my
is further restricted to be in M,, , = (T*T')*(B,), Theorem 4.3 can be expressed more conveniently,

by means of the uniform convergence rate of fn and ﬁf, where B, is the sphere (with radius p) in

L2(X).

Corollary 3.4 Assume the conditions of Theorem 3.3. If T, (and f; ) converges uniformly to
T on L*(X) (and T* on L*(W), respectively), then, (i) for mg € My s,

M0 — Mol r2(x) < C{\/_||h0n T, nMol|L2ow) + a'l? + ||T* T 2(x)—r20m) )5 @S,
and (ii) for mg € My,

[[Man — mol|r2ey < C{\/—Hh()n TmoHL2 )+

+\/5||Tn = Tl|z2(x)—120m) + T, — T*||T(M0,p)—>L2(X)}a a.8.

Once the estimators for /f;o,n and T}, are fixed, the asymptotic order of each term appearing in Corollary
3.4 can be calculated from the standard results on nonparametric estimation. To be rigorous, the
above results give only a lower bound on the convergence rates of Mm,,. In Theorem 4.4 of the
next section, we show that a sharper bound in fact is available for a specific regularization method,
through improvements upon the last term in (18). Related to this issue, an interesting question

concerns the best-possible convergence rate attainable by approximate solutions to (6).

In mathematical inverse problems with 7" known, Tautenhahn (1998) showed that the best-
possible convergence rate for my € M, , is given by O(d 2““) where §,, denotes the (deterministic)
errors in estimating hy; i.e., 6, = Hhom —ho||z2(w)- In the rest of the section, we extend the argument
of Tautenhahn (1998) to a statistical inverse problem in (6). To this effect, we first need to set up
a meaningful criterion for optimal bounds. Assuming that any reasonable estimation of my makes
use of the relation in (6), proper optimal bounds may well depend on accuracies of the preliminary
estimates, ﬁ(],n or T\n, or both. As will be made clear shortly, our characterization of the best-possible
convergence rate is closely related to the composite error bound, ||/f;0,n — Tmol| r2ow)- Let a large

class of estimation methods, 2R, consist of a (possibly nonlinear) mapping R : L*(W) — L*(X) such
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that R(0) = 0, and the resulting estimate for my is defined by R(h), where h is a given estimate of
ho. Given preliminary estimates, ﬁom and fn, such that ||/f;07n — fnm0| 20wy = Op(0,), we define the
worst-case convergence rate of R € R, for mg € M C L*(X), by

=({0:}, M, R) = sup E(|| R(hon) — mollz2))-

mo€M, |[ho,k=Tkmoll 2 ) =Op (3x)

A rate-optimal method R* in fR is the one for which there exists N (> 1) such that
E({0x}, M, R*) < C inf E({0;}, M, R),
ReR

for all n > N. In the appendix (the proof of Theorem 3.5), it is shown that the best-possible conver-
gence rates of any estimation method (in minimax sense) is bounded by the modulus of stochastic
equicontinuity of T T, This generalizes the result by Ivanov et al (1978) for a deterministic case with
T known. An explicit form of such bound can be calculated, especially when M is given by M,, ,.
The following theorem, in this way, establishes the best-possible convergence rate for m € M, ,,

given some consistent estimates, h,, and T,.

Theorem 3.5 Assume that 7}, converges pointwise to 7' in L?(X), and that {52/ PIeN €
o((T*T)1+21), for some N > 1, where o(T*T) denotes the spectrum of the self-adjoint operator T*T.
Then,

2p

inf Z({0}, My R) = 0,(677). (19)

According to Theorem 3.5, the optimal bound is determined jointly by the composite error bound
(0,), and the order of smoothness (u). A faster convergence rate is possible, as both T and h are
estimated with more accuracies, and my becomes smoother (i.e., p increases). The only difference
of Theorem 3.5 from the result of Tautenhahn (1998) is the replacement of the error bound, 6,
= ||E07n — hollr2ow), by 0n = ||/f;07n - fnm0||L2(W). The extension is somewhat natural, since T' also
has to be estimated in the statistical inverse problem. It should be pointed out that (19) cannot be
used in the same way as the usual statistical bounds, since optimality in (19) is only relative to the
accuracies of /ﬁo’n and fn Without additional assumptions, it does not seem possible to tell which ¢,
is minimal, while Stone (1982)’s bounds directly applies to d,. In this sense, we will call (19) as the
quasi-optimal bounds. An important application of the quasi-optimal bounds concerns derivation of
the actual convergence rate of a regularization method. In the rest of the paper, we will use 9,, to
denote the convergence rate of the composite errors, given some preliminary estimates, /HO,n and fn;
||/};0,n - T\anHLQ(W) = Op(n).
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Remark 3.4 Let m,, be a regularized estimator of my € R(T™), defined by (12), where U,(-)
satisfies C.3.1 and C.3.2, with z > 1. We suppose, as a side condition, that the given preliminary
estimates, ﬁo,n and T, n, satisfy

1/2

Ty = T (|22~ 20wy < Cllhos — Tamol[ 2

In section 5, we will show that no strong restrictions are imposed by the side condition. From

Theorem 3.5 and Corollary 3.4(i), we obtain both lower and upper bounds on the convergence rate

of M n;
Op(éi/z) < Hma,n - mO||L2(X) < Op(én/\/a) + Op(\/a) + Op<571~/2)-
If we choose a regularization parameter such that o = o = C§,, the actual convergence rate

of My, is given by 5%/ 2. In other words, the above lower bound, which is in fact sharp, attains

quasi-optimality in (19), given the side condition and o = . W

Remark 3.5 For derivation of the optimal bound, we do not assume special properties of the
estimates for h,, or T,, except that the sequence, {Hﬁn - an%Q(W)}, lies in the spectrum of the
operator, (T*T)'*2*. Such assumption does not seem so strong in general, since zero is always an
accumulation point in the spectrum of T*T', when T has a non-closed range. If there is additional
information about the preliminary estimates, or the side condition of Theorem 3.5 is violated, one

may possibly get a faster convergence rate. W

4 Optimal Convergence Rates of Various Regularization Meth-

ods

While Theorem 3.3 sheds light on the asymptotic properties of the general regularization methods,
it is not clear how those results extend to a more general case of > 0. The main difficulties are
involved with finding a sharp bound of the term, ||(TT,)* — (T*T)|| 1) 122" In this section,

UBy Vainikko and Veretennikov (1986), an obvious bound is available;

e * sk % min(p,1 -~ min(p,1
(T o) = (T*T)¥|| 2 () L2y < Cmaxc{||Ty = T30 oy 1T = TIRE Y ey b a5

Unfortunately, the resulting bound ends up only with a quite slower convergence rate, when g is arbitrarily close to

Zero.
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we use an alternative decomposition of Ea, to derive the convergence rates for mg € M, (with p > 0);
Do = bia 4 baa = (To — I)(T*T)*my, + (To — To) (T*T)"my,, (20)

where 'y, = U, (T*T)T*T. The first term (by,) stands for a (deterministic) pure regularization bias,
whose asymptotic behaviors have been analyzed in detail by mathematical regularization theory.
Under C.3.2, the decaying rate of by, is the same as (14), from Lemma 3.3. The remaining error
term (/I;ga), specific to statistical inverse problems, arises from use of estimated operators. Asymptotic
properties of 620“ in general, depend on a particular shape of U,(-) as well as given estimates of 7.
In mathematics literature, various regularization methods have been suggested, that satisfy the
conditions in C.3.1 and C.3.2. We select some of popular methods that are different in qualification,

and show how special features of U,(-) affect the statistical properties of ﬁa,n.

Ordinary Tikhonov Method With a choice of U; ,(A) = (a+ )71, (12) leads to the ordinary
Tikhonov regularization method (OTR) such that

ml,a = ﬁl,a/ﬁﬂ,n = Ul,oa(/\;fn)j—\‘:ﬁﬂ,n = (O./I + f;j—\’n)_lj—\:/ﬁo,n7 (21)

By applying differential calculus in Hilbert space, one can show that m; , is a unique minimizer of
the Tikhonov functional, i.e.,

v = argmin ([T —Boallon + ol (22)
see Tikhonov and Arsenin (1977). OTR cures for instability of the generalized inverse, via penal-
ization of (7), comparing to constrained minimum-distance in the compactification method.'? If the
constraint in (10) is specified in L?norm rather than the Sobolev norm, both types of minimum-
distance are in a dual relation. They will yield the same estimates, if the regularization parameter
of OTR («) is equal to the Lagrange multiplier implied by (10). It is straightforward to check that
C.3.1 and C.3.2 are satisfied by Uy ,(-). The latter condition holds for g < 1, but not for p > 1;
namely, the qualification of OTR is 7ippp = 1. Consistency of OTR is obvious from Theorem 3.2.
For a limited case of u (equal to 1/2 or 1), the convergence rate of OTR is also available by Theorem
3.3. The following theorem, coinciding with Theorem 3.3 in the limited case, shows how the latter

theorem extends to a general value of u (> 0), at least for OTR.

12Tn the classical papers on ill-posed problems, Tikhonov (1963) and Phillips (1962) used, as a penalty term, Sobolev

norm of m and L?-norm of its derivatives, instead of Hm||%2(X) in (22).
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Theorem 4.1 (i) For my € R((T*T)*) with p > 0, it holds that

7 o~ ~
_;Hhom — Tnm0||L2(W) + OQCY

NG

F+Cyam 22| (T — Ty, 20wy + Caa™m V20T — TR 220

|10 — mollr2xy < DI |2

where m,, = (T*T)"*>*W=10m,, m,, = o™0=20 (o] + T*T)"HT*T)"m, € Mumax(u-1,0), and hq.,
= (270 (o] + T*T) "N (T*T)*m,, € T* 7 (Munax(u1/2))-

(ii) For mg € M, ,, with p > 0, it holds that

~ 1 T - min min(p— T
|16 —mol|r2xy < C{ﬁHho,n — Tomo|| 20wy + o™ 4 @ VBUD T Ty o)

_i_oémin(,u—l/Z,O) | |T\;< i T*|

T*il(Mn1ax(u,l/2))_>L2(X)}’ a.s. (23)

Owing to the unit qualification (o = 1), the decaying rate of the regularization bias of OTR (by,),
which is given in the second term of (23), cannot be faster than «, regardless of smoothness of my.
Similar saturation effects take place in the error term corresponding to /b\ga. Its relevant bounds, given
in the last two terms of (23), cannot be improved beyond the benchmark case of u = 1. Applying
an argument used in Remark 3.4, we can show that the lower bounds in Theorem 4.1 leads to the
actual convergence rate of OTR, in some cases. Let p, = min{y, ¢} and ,ug = max(f,, 1/2), where ¢

is a positive integer.

Remark 4.1 (Suboptimality of OTR)  (a) Assume a side condition such that max{||T}, —
T||L2(x)—L20W), Hﬁ’{ — T2 omy—r2(20) } < Op(éi“i/@“l“)). If we choose a regularization parameter,
a = ai = C6m+Y g0 that o '/2|[hg,, — Tymo||2on) = a1, then, the last two terms in (23) are
of order, not greater than O,(a*1). Consequently, by Theorem 3.5 and Theorem 4.1, we have, for

mo € M, (u > 0), that

2p 247

Op(&@) < ||Mg,0 — mol| L2y < Op(60).

The given choice of v = a*(n) ensures quasi-optimality of m ,, for mg € M, with p < 1, but not for

2u+1)

1 > 1. Due to early saturation, the optimal bounds (52"/ ( , with g > 1, are in facts not attainable

by OTR with any choice of & = a(n), for a similar reason in Groetsch (1983, Proposition 2.2).
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(b) If we note that constrained minimum-distance in (10) is dual to OTR (with penalization by
the Sobolev norm), suboptimality of the compactification method can be understood in a similar
way. W

Iterated Tikhonov Regularization A direct improvement upon OTR can be made by bias-
reduction in m; . Noting that the regularization bias of OTR (/l;a) can be estimated consistently by
(fa — I)My o, a bias-corrected version of m; , is given by ma, = (I + EQ)T?LLOC, where Ea =1 — fa
= alal + T\;T\n)_l. In form of (12), the estimator is written as mg, = Eg’aﬁom = Ug,a(ﬁfjfn)fjﬁom,
where Uy (A) = [1+a(a+A) " (a+ )"t Rewriting Us () as [(A+a)? — a?]/[AN(A+«)?], it is easy
to check that C.3.1 as well as C.3.2 (with 7 = 2) hold. By means of the larger qualification of }Azza,
the pure regularization bias of mg,, decays at the rate of O(a™n(:2)) leading to a faster convergence
rate than that of OTR, for my € R((T*T)*) with g > 1. For p > 2, further improvements are
possible, by applying a similar argument repeatedly. Letting U, o(\) = [(A + @) — a?]/[A(X + a)9],
we define the iterated Tikhonov regularization of order ¢ (hereafter, ITR(q)) by

q
Figa = Roahon = Upa T T) Tihon = Y EL N al + T3T,)  Tiho,,

j=1
where the last equality comes from U, o(\) = ?:1(%%\)];1(%“). Straightforward calculations show
that both C.3.1 and C.3.2 are satisfied by U, ,(-), with the qualification of ITR(q) equal to ¢. In an

alternative way, m,, can be induced from an iterative procedure
(O[] + T;Tn)’f/fl%a = ;hO,n + Q/T?Lq—l,aa with mO,a = 0. (24)

The initial condition shows that OTR is equivalent to ITR(1). In (24), each step of iteration requires
the same operator to be inverted, and thus the computational costs of ITR(g) is almost the same as
that of OTR. For a variational characterization of m, ,, we remark that (24) is the normal equation

of the penalized minimum-distance

i | Tm — honllF20m) + allm — Fig—1.all7202)-

When T is known, the asymptotic properties of ITR are studied by King and Chillingworth (1979)

and Engl (1987). The following theorem gives an extension to a statistical inverse problem.

Theorem 4.2 For mg € M, ,, with > 0, it holds that

1P
~ I~ - min min(p— o2l
g =mollize) < CL2llhon = Tumollizom + o () - @MU 2YDN T — T | s 0 2200)

+amin(u—1/2,0) | |T\;Lk i T*|

T*il(Mmax(u,1/2))_)L2(X)}7 a.s.
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where ¢ is any (finite) positive integer.

The only difference of Theorem 4.2 from Theorem 4.1 lies in the faster convergence rate of the pure

regularization bias (the second term in the above bound), improving upon OTR for p > 1.

Remark 4.2 For my € M, with i < ¢, the quasi-optimality of ITR(g) is proved in the same way

as Remark 4.1. Here, the relevant side condition to be assumed is max{||T}, — T| | L2(0)—120m), T —
! 2/(2p,_+1

T2 owy—r2(2)} < Op(éi“q/(mqﬂ)). Under a choice of o = o ~ 5n/( Mot ), the actual convergence

rate of ITR(q) is quasi-optimal, i.e., ||7g,q — mol|L2(x) = Op(éi“q/@“q“)). [ |

Generalized Tikhonov Regularization  Another extension of OTR has been suggested,
by Plato and Vainikko (1990) and Tautenhahn (1998), to overcome a disadvantage due to early
saturation. As in ITR, their method generalizes OTR by choosing an alternative penalty term,
but the motivation is rather different. Suppose that the true solution is known to be sufficiently
smooth, say, m € R((T*T)*) with p > (¢ — 1)/2, for positive integer q. Then, one may try to
penalize variability of m through ||(T*T)*(q*1)/2m||Lz(X), instead of the standard L2-norm of m.
From T being an integral operator, (7*1")~(@~1/2 behaves like a differential operator, implying that
||(T*T) =@ D/2m|| 12 x serves as L*norm of a generalized derivative of m. The differential norm will
be useful, especially for control over highly-oscillating behaviors of a function, just like the Sobolev
norm. Those considerations give rise to the generalized Tikhonov regularization method of order q
(hereafter, GTR(q)), defined as

my, = mgiz?x) [ Tm — ho,n||%2(W) + 04q||(T;Tn)_(q_1)/2m||i2()c)a for ¢ > 1.

Applying differential calculus, we can show that mJ , is the solution to the normal equation, ﬁf (ﬁjﬁg’a—

hon) + aq(i’:fn)’(q’”ﬁlg,a = 0. Hence, using UZ,(\) = (a2 +A%)~'A“""), we can represent GTR(q)
in form of (12)

M o = RY hop = U (T T)Tiho, = (0] + (T 1)1 (T T) @ VT ho.

Obviously, GTR(1) reduces to OTR. All the conditions in C.3.1 and C.3.2 are satisfied by U, (),
with the qualification of GTR(q) equal to ¢. The theorem below shows that the convergence rate
of GTR(q) is the same as that of ITR(¢q). Following Remark 4.2, we also can establish the quasi-
optimality of GTR(q), for my € M,, , with p < q.

Theorem 4.3 For my € M,,,, (with p > 0), the same bounds as in Theorem 4.2, apply to

9
mq,a.
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Showalter’s Regularization The analyses so far have been confined to regularization meth-
ods of finite qualification. To give an example of infinite-qualification regularization, we consider

Showalter’s integral formula for the generalized inverse of T,
~ o —~ ~ ~
T = / exp(—sT,;T,)T ds.
0

Showalter (1967) showed that the above equality holds precisely on the domain of fg, which, by the
argument above Remark 3.1, is equal to L?>(W), for any finite n. A bounded approximation of ﬁ is

obtained by replacing the infinite interval of integral by a finite one, say, [0,1/«]. Using

Us(\) = /Ol/a esxp(—s\)ds = { A1 - exp(—g)], for A > 0, )

. 5
a~t otherwise

we define Showalter’s regularization (SW) by

PPN 1/a . P

(TrT) Ty hoyn = [/ exp(—sT,T,)ds| T, ho -
0

From sup,., 2 '[1 —exp(—z)] < 1, C.3.1(i) holds for U:(-). The rest of conditions of C.3.1 and C.3.2
follow from sup,-, exp(—z)z# < e #p#, and \|US(A)A — 1| = a* exp(—2) (2)", for any p > 0. The
latter condition implies that the qualification of SW is infinite. For mathematical inverse problems
with 7" known, the convergence rate of Showalter’s regularization was studied by Schock (1985) and

Engl and Gfrerer (1988). Below we extend those results to a stochastic case.

Theorem 4.4 For my € M, ,, with x> 0, it holds that,

s 1~ ~
M5, — mollr2xy < C{ﬁHho,n—Tnmon(w)—l—a“

+a T RT, = T| 220w + @7V T = T || 2wy -2y}, a.5.(26)

By means of the infinite qualification, Showalter’s method does not suffer from any saturation effects,
accounting for simplicity of the convergence rate in (26), which is free of other nature of the regular-
ization scheme. The second term in (26) indicates that smoothness of my is sufficient to determine
the decaying rate of the pure regularization bias. The last two terms reflect additional gains of SW,

by sharpening the corresponding bounds in the previous theorems. For example, when p > 1/2; the
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last term in (26) is of smaller order than those in Theorem 3.3(b) and Theorem 4.1 through 4.3,

since, in that case, the former decays at the rate of oa.8(||if — T L2 ow)—r12(x))-

Remark 4.3 Advantages of SW over other methods are highlighted in attaining the optimal
bounds in (19), for an arbitrary order of smoothness in mq. Under a simple side condition such that
max{||T}, — Tl r2()—r20W)5 1T — T L2 owvy—r2(20)} < O, (65 @)Y it follows from Theorem 3.5 and
4.4 that

Op (321 3H0) < (|, = moll 22y < Opl00/V/@) + Opla) + Ol 1/263/ 140,

2
For a = aj, ~ 6,""", the actual convergence rate of SW is given by ||}, ,, —mo||r2(x) = O, (62 @)y,

s
a,n?

which ensures quasi-optimality of m for any p > 0. Note that the necessary side condition is

weaker than the previous ones. W

5 Nonparametric Kernel IV Estimates

Various types of regularized estimates are conceivable, according to different nonparametric proce-
dures for estimating hy and 7. As a preeminent example, this section applies a kernel smoothing
method to obtain the preliminary estimates. A general class of regularized kernel estimators for my
then follow from (12). Those estimators include, as a special case, the kernel estimator (regularized
by OTR) in Darolles, Florens, and Renault (2001), although the latter depends on a slightly different
definition for hy and T'. Their estimator, lacking an exact closed form, can be computed only ap-
proximately, via an additional discretization method, such as the collocation method in Remark 3.1.
A lower bound on the convergence rate was shown for the estimator, under a simplifying condition
on the bandwidth parameters. Such a lower bound, however, turns out to be too rough to evalu-
ate the actual convergence rate, not allowing for an optimal choice of bandwidth and regularization
parameters. Moreover, early saturation of OTR prevents their estimator attaining the optimality
bounds in (19), for relatively smooth functions. In this section, we develop more advanced results
for kernel IV estimation. Using spectral theory for compact self-adjoint operators, we figure out the
closed form of the kernel estimator which is defined by the general regularization method in (12).
Consistency as well as the ‘actual’ convergence rates of those estimators are shown by applying the
statistical results in section 3 or 4. Quasi-optimal bounds play a crucial role in our developments for

the optimal choice of smoothing parameters.
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5.1 Closed Form of Kernel IV Estimates

We start with a case where there is no common element between X and W. Assume that the
underlying structural function is identified by mo = T~ 'hgy, where ho(w fy yfyw(y,w)dy, and
T : L*(X) — L*(W) is given by (Tm)(w) = [, m(z) fx,w(z, w)dz. Let fYWn( ) and fywa(-,-) bea
typical kernel estimator for fyw (-, -) and f xw(s, ) respectively, from the observations {(Y;, Z;, W;) }1,

fY,W,n(:%w) = nil 2<W_w)7
-1

]/C\X,W,n(wi) = n 92(W_w)7

where K,(s) = HleéK(s/g), with K (-) being a symmetric function defined on the real line, and
d = dim(s). The preliminary estimates for hg and T : L*(X) — L*(W) are defined by

hon(w) = | yfywn(y, w)dy = n~" Y w(Wi —w)Y;,
() /yyf,,(y)y > Wi = w)y 1)
and T, : L2(X) — L*(W) such that

w) = /fX,W,n(xaw)m( —/[ _IZ ) g, (Wi —w)] m(z)dz. (28)

Also, define T : L2(W) — L2(X), by

) = /J?X,W,n(x,w)h(w)dw_/

By Fubini’s Theorem, < T\nm, h >0y = <m, f,’;h >r2(x), a.5.; two random operators, fn and T\,’{,

-t Z VK, (W, — w)] h(w)dw.

are adjoint to each other. The integral operator fn has a degenerate kernel, i.e., fX,W,n('a -) is a finite
sum of products of kernel weights on each observation (X;, W;). Thus, fn has a finite rank, with
dim(R(7},)) < n, from which follow boundedness as well as compactness, of T}, and the self-adjoint
operator f;ﬂ/”\n : LA(X) — L*(X)."3 Applying spectral theory for compact self-adjoint operators, a
regularized kernel estimator of mg is now well defined by (12), with fn and Eom given as above, as

long as U,(-) is defined on a bounded interval, (0, ], where A\ = SUP,, >, Hf:anLZ(X)_)LQ(X).

13Namely, ||1A“n\|L2(X)_)Lz(W) 2 B, for some B, < oo, and for M, = {m € L*(X) : [|m||r2(x) < p}, fn(/\/lp) is
compact in L2(W), a.s.
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To show the closed form of the kernel IV estimator, we need the following definitions. Letting
KX(z) = [Ky, (X1 — 2),.., Ky (X, — @), and KV (w) = [K,, (W1 —w), .., Ky (W, — w)]’, we define

My :/ KX (2)K; (x)'dr, and My, = / KV (w)K) (w) dw.
x W

Using integration-by-substitution, the (7, j)-th element of My, for example, is written more com-

pactly, via a convolution-kernel function, as
MY = | 09— ) o0 = ) = K (3= W5,

where K¢ (w) = (1/g2) [, K(w/g2 — s)K(s)ds. A straightforward calculation shows that My is a
(n X m) symmetric nonnegative semi-definite matrix, for which the square-root matrix M%Z is well-
defined, satisfying My, = M;[PMI%?.M Letting Qxw = n*QM;fMXMVlV/Q, Qx,w is also a (n X n)
symmetric nonnegative semi-definite matrix, whose eigenvalues are all real and positive. We denote,

by Amax(®@xw), the maximum of those eigenvalues.

Theorem 5.1 Let ﬁo,n and T}, be defined by (27) and (28), respectively, and 7 be the adjoint
of T,. Assume that Ua(+) is any real-valued function defined on a bounded interval, (0, \] where A

> SUP,>p, Amax(@x,w). Then, for any n > no,
Man() = [Ua(TiT) (Trho)| () = 072 KX () Myl Ua(Qxw ) My 'y, (29)
where y = (Y71, ..Y,,).

By Theorem 5.1, the abstract operator-form of the kernel IV estimator translates into a concrete
matrix-form. With U,(Qx w) calculated by the standard eigenvalues decomposition, computations
of Mg, only involve simple operation of finite-dimensional matrices, when the convolution-kernel
weights in Mx and My, are given. For example, the kernel IV estimates, regularized by Showalter’s
method, are computed by
1o
ms = / exp(—sTiT,)ds] T o = 02K (2) My US(Qxw ) My,
0

a,n

with US(Qx.w) = FL,US(A,)F), where A, is a diagonal matrix consisting of eigenvalues of @) x y, and

F, is a matrix of corresponding eigenvectors.'?

Ya' Mwwa = Yo e, aiMa; = [, D00 a; Kn(W; —w))?dw > 0, for any a(# 0) € R". For positive-

definiteness of My, it suffices to assume that {Kj(W; — )}, is linearly independent.
®Letting X;, be the i-th eigenvalue of Qx,w, [US(An)]¢i4) is equal to )\:711[1 — exp(—A; /)], for \;, > 0, and

[e%

equal to a1, otherwise; see (25) in section 4.
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Remark 5.1. (i) Suppose that K(-) is a density function from a stable distribution, say, a

gaussian kernel. Then, a further simplification of the convolution-kernel weight is available;

from K°(s) = K(s/v/2)/V/2, since, by the stability assumption, the shape of a convoluted density
function is not changed, except that the variance doubles. In that case, all the matrices in (29) are
calculated in a straightforward way. In general, when there is no explicit form for the convolution
kernel, we can compute K¢(-) by numerical integration.

(ii) By Theorem 5.1, the naive minimum-distance estimator in section 3.1 has a closed form
i () = I () My (Ml My My My %y

If both K;X(-) and KV (-) are assumed to be linearly independent, then, My, and My are positive
definite, from which we get m! (v) = KX(z)'My'y. From

Tail)w) = [ Fraalewll(@)de =0 K @) < KXCLE0) > 100 My

= n 'KV (w)y = ﬁom(w),

m! (+) is confirmed to be one of the exact solutions to the integral equation, Tym = ﬁo,n, where T,
is in general not invertible. By definition of the generalized inverse, m] (-) will be the solution of
minimum-norm. Instability of M} is obvious from the minimum eigenvalue of My converging to zero,
as n — 00, since a pair of elements in KX () should become arbitrarily close to each other.

(iii) In Darolles, Florens, and Renault (2001), an alternative kernel estimator of my is defined,
based on OTR, by g, = [al + T*T,]) T h,, where (T,m)(w) = [ fX|mn(x|w)m(x)dx, and fu, (w)
= fy ?/fY|W,n(y|w)dy. Unlike My, in (29), their estimator does not possess an exact closed form.

(iv) Let fGwn(z,w) =n~' 350 Ky (Xi — 2) K, (W; — w), where K¢(-) be a convolution kernel
function in the above. Denote, by f% ., (z, W), the column vector of the joint density estimates,
[ff(’wm(x,Wl), ..,f§(7mn(x,Wn)]’. In a matrix form, fféwn(x,W) = n 'KX'(2)My. From T*h, =

n2KX (YMyy = n~t A)c(”W,n(-, W)y, we rewrite m, ,(-) in (29) as

n

(B2 (o)) = [T (0 g (W) = S [Ual BT P ()] ()

i=1

This shows that M, ,(-) includes, as a special case with U,(\) = (o + A)™!, the kernel estimator
suggested by Hall and Horowitz (2003). W
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We turn to an extension to a common-element case, where X = (Z, W;) and W = (W;, W5). Let
mo be identified by T~ hgy, where ho(w fy yfyw(y,w)dy, and T : L*(X) — L*(W) is given by

fz m(z, wy) fzw(z,w)dz. We will use the same estimate of hy as (27). Using

Fzw,wa (2, w01, w3) Z ) K gy (Wi — w1) K g, (Wai — w2),

the preliminary estimates of 7' and its adjoint are defined, in a similar way to (28), by

~

(T,m)(wy,wy) = /m(z,wl)fzywhwz(z,wl,wQ)dz, and (30)
z

(f;h)<z7w1) = / h’(whw?).]/c\Z,WhWQ(Z?wl)wQ)de;
Wa

respectively. A regularized kernel estimator of my, in the presence of common elements between X
and W, is defined by (12), with 7}, and T are modified as above. Letting KX (z,w;) = (K, (Z1 —
2) Ky, (Wiy —w1), .., Ky (Zn — 2) K gy (Wh,, —w1)]s and K)V2(wq) = [Ky(Way — w3), .., Ky, (Wap —ws)],
we define
Mz wyy(wy) = / KX (z,w1) KX (2,w1) dz, My, = K2 (wy) KXV (wy) dws,
Z Wo
and
Qzw(wr) = > My, Mz w,) (wn) My,

where M%j is the square-root of My,. With A ® B denoting the matrix Hadamard product (i.e.,
element-by-element multiplication), Mz w,)(w1) is equivalent to [Mz ® Kw, (wq)], where the (4, j)-th
element of My and Ky, (w;) is given by M7 = K (Z; — Z;) and ICZ]Vl (wy) = K, (Wi — Why),
respectively. Note that Q7w (w;), a function of wy, is symmetric and nonnegative semi-definite, for

any wip € Wl.

Theorem 5.2 Let ﬁo,n and T}, be defined by (27) and (30), respectively, and f; be the adjoint

of T,. Assume that Uy,(+) is any real-valued function defined on a bounded interval, (0, ] where X

> SUD,, ey, SUP>ne Amax(@zw (w1)). Then, for any n > ny,

(2, w1) = [Ual T T (Thon)] (2, w1) = 072K (2, w1) Myl Ua(Qzw (1)) My (K (wr) © ],
(31)

Using the matrix Hadamard product, we may rewrite M, (2, w;) in Theorem 5.2 as
P (2) © Ko (wn)) Myl Ua(n ™ My (M © {EQY (i) K0 (1) VM) Myl (K (wn) © ],
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which shows how the kernel IV estimator in (29) is generalized by the presence of Wy, the common
elements between X and W. No additional difficulties arise in computing M, (2, wy), compared to

Man(x) in Theorem 5.1.

5.2 Optimal Convergence Rates

We continue to analyze asymptotic properties of the kernel estimators in the previous section. Con-
sidering that (29) is a special case of (31), our asymptotic derivations will focus on a common-element

case, as specified by the first condition below.

C.5.1 (a) The random vector (Y;, Z;, W) is independent and identically distributed, satisfying
(1)-(3), with my identified by T~ 1h0, where ho(w) = [}, yfyw(y, w)dy, and the injective operator
T:L*X) — L*(W) is such that ( = [om(z,w1)fzw(z, w)dz. We assume that dy > dy. (b)
E(Y?|W = w) is bounded uniforrnly in w, a.s.

C.5.2 Let K(-) € K,-, where K- is the class of all Borel measurable symmetric real-valued
functions K'(s) such that (a)

/|K(s)\ds < 00, /K(s)ds =1, /K2(s)d5 < oo, sup|K(s)| < oo,

and (b) [ s/K(s)ds =0, for j = 1,..,p* — 1, and p,.(K) = [ s” K(s)ds < co, where p* is an even
integer.

C.5.3 The joint density functions fzw (-, -) is square-integrable and bounded;

/ / faw(z,w)dzdw < 0o, and  sup  frw(z,w) < C < .
wJlz (zw)EZXW

C.5.4 fzw(-,-) and mo(-) have continuous po-th and p;-th partial derivatives, respectively, that
are square-integrable, where py > d; /2.
C.5.5 (a) The bandwidth parameters (g;, g») satisfy that max(gy, g2) — 0, ngs> — oo. (a) The

regularization parameter « satisfies that o — 0, ng‘g?a — 00, and ¢’ /\/a — 0, as n — 0.

All the technical conditions in C.5.2 through C.5.4 are standard in nonparametric kernel estimation.
The joint density function is not required to have a compact support, nor restricted to be bounded
away from zero. The square-integrability condition in C.5.3 entails boundedness of the linear operator

T. C.5.5(b), which is rather stronger than C.5.5(a), is necessary for consistency of the regularized
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kernel estimates. Let ﬁo,n and T,, be given by (27) and (30), respectively. Our first result concerns
sufficiency of the above conditions for derivation of the basic properties of the preliminary estimates,

including consistency and the convergence rates.
Proposition 5.3 Suppose that C.5.1 through C.5.3, and C.5.5(a) hold. Then,
(i) T,, is uniformly consistent for T, i.e., an — T||2(x)—L20W) 20, as n — oo.
Assume additionally that C.5.4 holds and K(-) € K+, with p* > P = max(po, p1). Then,

(i) 170 — Tllr2y—r20n) = Op(1/4/ngs? + gi° + gi°}),

T — T 2wy -2y = Op(1/4/ngl" + ° + g5°}), and
(i) |[hon — Tumol| 2wy = Op(1/1/ngd? + ¢b).

Let My, be the kernel estimates defined by (31). When U, (+) satisfies C.3.1 and 3.2, the asymptotic
properties of the general kernel estimates can be shown from Proposition 5.3, applied to Theorem
3.2 and Theorem 3.3 (or Corollary 3.4).

Theorem 5.4  Assume that C.5.1 through C.5.5 hold, with pg = p1, and U,(-) satisfies C.3.1.
Then,

(i) ||an — mol|z2x) = 0, as n — oo, for all mg € L2(X).
Assume additionally that U,(-) satisfies C.3.2, with @ > 1. Then,

m 1 O,(v/a), for mg € My,
(i1) [|Man — mol|2(x +°]) + Op(—— +g5°) + (V) 0 1/2,p
’ ( \/_ 1 2
\/7 ngt! Op(ar), for mg € My,

Using the argument in Remark 3.4, we can show that, under additional conditions on (g1, g, ), the
lower bounds in Theorem 5.4 gives rise to the actual convergence rates of m,,. Throughout this
section, a vector of smoothing parameters (g1, g2, ) is called quasi-optimal, if it allows for m,, , in

(31) to attain the bounds in (19).

Theorem 5.5  Assume that C.5.1 through C.5.5 hold, with py = p;, and U,(+) satisfies C.3.1
and C.3.2, with © > 1.
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(i) Let mo be any function in My ,. Suppose that the bandwidth parameters (g1, gs) satisfy

a side condition such that (ng®)=1/2 < O(¢’*), and ¢ < O([ng®]~1/2). Then, the optimal
P

convergence rate of Mg, is given by |[Man — molz2x) = Op(n_“l’oidz), under the of smoothing

1 1 _ 2
parameters such that gf,, = Con rota, g5 = Cin *ot® and a) = Con *rotdz,

(ii) Let mg be any function in M, ,. Suppose a side condition on (g1, g2) such that (ng{*)*/2

< O(g?"?), and g?’po/2 < O([ng$]='/?). Then, the optimal convergence rate of Mg, is given by
pi
Mo m m0|| 2y = Op(n 3P03d2) under the optimal choice of smoothing parameters such that g7,

=Con R s Gon = C1 3p0+d2 and o = Con 3p0+d2

Remark 5.2 (i) Minimizing the lower bounds in Theorem 5.4 w.r.t. (g1, g2, @) can provide an
alternative way to find the optimal choice of the smoothing parameters. Due to trade-off between the

variance and bias terms, the lower bounds corresponding to my € M, ,, for example, are minimized

by (5%, g5, ) such that 1/ OK"*géknd2 ~ g0 1/ nglndl ~ g0 [ /o and o ~ (1/ ng2nd2 +

grip0y [ /ar®. From git ~ (nat*)~V/@rotd2) and g ~ (n /o)~ (@ro+di) it follows that gf*p"\/ng*:;dQ

O(a;;*(po d2/2)/(2po+d2>) —

o(1), by the assumpmons of di < dy and dy/2 < po, implying that o ~
1/v/naz*gsi® . As a consequence, o* ~ a* ~n “F0id and gak gt ~n W which leads to the
same convergence rate as in Theorem 5.5.(ii). Difference of gi7 from gf, only affects the terms of
second order.

(ii) When py = 2 and dy = 1, we get, from Theorem 5.5.(ii), ||Ma,, — mol|r2(x) = O,(n~7), which
is faster than the rate Op(n_i) of Darolles, Florens, and Renault (2001), but slower than Op(n_g)
available for kernel estimation of reduced forms. Roughly speaking, the optimal choice (g7, 95,)
requires undersmoothing in the direction of Z and oversmoothing in the direction of W, compared

to the standard kernel estimation of joint density functions. W

Results in Theorem 5.4 and 5.5 have been derived only for the benchmark case of mg € M, or
M, although no specific form of U,(+) is assumed except C.3.1 and C.3.2. For a general case of
mo € M, (with ¢ > 0), we will use Theorem 4.1 through 4.4 to show the convergence rates of Mg p,
regularized by (the ordinary/iterated/generalized) Tikhonov and Showalter’s methods.

Theorem 5.6  Assume that C.5.1 through C.5.5 hold with py = p;, and mg(-) € M, ,, with
> 0.

34



(i) Let m$ , be given by (31), with U,(-) = U3(+) in (25). Then, it holds

N 1 1

M, . — mol| 2y < Oy (\/_[ 4 g)) + O, (k) + Op(a“’l/Q[

1
] b —— Tt 9]
ngs? \/ ngf!

Assume a side condition on (g, g2) such that

a,n

(ngi)™* < O(gry/ V), and g5V < O(1/\/ng32).
Then, the optimal convergence rate of m,, , is given by
20
12, — moll 2y = Op(n” @@ bmea ),

under the choice of smoothing parameters such that

__ (@p+1) - ___ %0
g’l"n = Cyn 2ro+C@u+Ddy 7g;n =Cin 2(2u+Dpot+dy | and CKZ = (Cyn 2@u+Dpo+dy

(ii) Let m{ ,, be given by (31) with Uy(-) = Uya(-) or UZ (), as defined in section 4, where ¢ > 1.
Then, it holds

min min(u— 1
+g1°]) + Op(@™0D) 4 O (a2 [
ngs \/ ngy!

Assume a side condition on (gi, go) such that

1M — mollz2x) < Op(—= +95°'1)-

:
(ngil ) 1/2 < O( 2#111’()/(2Hq+1))7 and gé’z(?/lﬁl)/?ﬂq < O(l/ nggi)v

where £, = min(yu, ¢) and pf = max(p,, 1/2). Then, the optimal convergence rate is given by

24 P0

1ML, — mo| |2y = Op(n 2Cratiror2esiz),

under the choice of smoothing parameters such that

(2pg+1) -~ 2#2 2pq

WY T T 20 A1) o2 4o
gin — C’On 4pgpo+(2pg+1)dy , g;n — C’ln 2(2“q+1)P0+2l‘qd2’ and Oé:z — an 2(2rg+1)Po+2pgdy
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The optimal rates of convergence in Theorem 5.6 can be obtained by minimizing (w.r.t. g, g2, and
a) the lower bounds given in Theorem 5.6. As in Remark 5.2, two methods give rise to the same

choice of (g3, a2 ), with different g;’s of only second-order effect.

Remark 5.3 (i) Note that the lower bounds in Theorem 5.6.(i) are sharper than that of Theorem
5.4.(ii), at least for my € M;,. The improvement occurs because the former, unlike the latter, has
been derived under a specific feature of Showalter’s method. By means of a weaker side condition,
Showalter’s method can possibly give the faster optimal rate of convergence than are allowed by
Theorem 5.5.(ii), which is based on a general regularization method of C.3.1 and C.3.3. The optimal
rates of convergence of m;,, and Mg, are the same, only for the case with u < 1/2, where p, = u
and ,ujz = 1/2. Otherwise, the former is better. For ¢ < pu, the convergence rates of ml , do not
improve, as p increases. This confirms the fact that the three variants of Tikhonov methods are not
free from the saturation effects, due to finite-qualification.

(ii) Theorem 5.6 shows that the convergence rate of m;,, gets faster, as pi(= po) or u increase,
i.e., my becomes smoother. Kernel estimation of structural functions also suffers from the curse of
dimensionality. Here, the dimensionality is determined by W, rather than X. This may seem natural,
if we consider that statistical properties of m, , depend crucially on the accuracies of the preliminary
estimates ho and T,,. Assuming dim(W) > dim(X) as a regularity condition, the optimal convergence
rate of my, ,, will deteriorate as dim(X) increases. Owing to ill-posedness of the problems, Stones’s
bounds are not attainable by m}, ,, when py > (d2/2)(21 + 1). We think that the condition is not

too strong, since greater u is generally accompanied by higher order of differentiability. W

5.3 Numerical Example

In this section, we carry out a small scale Monte Carlo experiment to investigate the finite sample
properties of the kernel IV estimators studied in the previous sections. The design for simulation is as
follows. Assuming that (X, W, )" ~ N(0,X), samples {(Y;, X;, W;)}7_, of size n = 200 are generated
from a bivariate model,

Y; = V2cos(X;) + &, (32)

where
1 1/vV2 1/V8
Y= 12 1 0
1/vV/8 0 1/2
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Our interest is in applying the kernel IV estimates (M4,) in (29) to estimate the regression function
(mo(z) = v/2cos(z)) of the model (32). To see how different regularization methods perform in finite
samples, we will consider the kernel estimates regularized by OTR/ITR(2)/GTR(2) and SW. The
specific forms of the preliminary estimates in (27) and (28) are fixed by the gaussian kernel function,

together with the common bandwidth parameters;
(91,92) = (9,9), with g € G = {0.3,0.4,0.5,0.6}.
For practical reasons, various regularization parameters are used in calculating m,, such that
a € A ={0.001,0.005,0.01,0.015,0.02}.

As argued in Remark 5.1, no numerical integration is necessary for computing My or Q) xw, in this
(gaussian kernel) case. For each simulated data, we compute M, ,(z) at the 19 quantiles (from 5%
through 95%) of x, obtaining a sample pointwise MSE (mean squared errors) of m,,. The same
procedure is repeated 1000 times for the whole experiment, which allows us to approximate the true
MSE by averaging the sample MSE’s over all repetitions. The simulation results are summarized in
Table 1, showing the estimated MSE of the various regularized estimates, as well as its decomposition
into the squared-bias and variance terms (the two numbers in the parenthesis). The bias term is
computed by comparing the true function (mg(-)) and an average (over repetitions) of the estimates
(Ma.n) at each fixed quantile of z. The variance term is defined by the rest of MSE from the squared-
bias. Figure 1(a) through (d) display the averaged estimates of the four regularization methods over
various «a’s, with g set to be a representative value of 0.4. Figure 2 collects some of those averaged
estimates that correspond to the optimal choice of o (with g = 0.4), where the optimality criterion
is to minimize MSE. Our interpretation of the results is as follows.

(i) Both Table 1 and Figure 1 show that the regularized IV estimates perform reasonably well
under the given sample size, as long as « is not too small (i.e., for & > 0.005). To one’s expectation,
the naive kernel estimates (corresponding to o« = 0, not shown) turn out to suffer from drastically
large MSE’s, indicative of the instability problem due to ill-posedness of the IV estimation.

(ii) When o = 0.005 is chosen, four different regularization methods show similar values of MSE.
We achieve slight improvements in the bias term from using ITR(2) or SW rather than OTR. However,
the gains are blurred by increases in the variance term, implying that the overall performances of
the four methods are similar to each other.

(iii) For other values of & (> 0.01), the MSE of OTR is much larger than that of other regulariza-

tion methods. As « increases, the OTR estimates are getting worse, while the estimates from ITR(2),
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GTR(2) and SW are still performing well or even better. The bias-variance decompositions in Table
1 reveal that such deterioration in the statistical errors of OTR is attributable to a larger increase in
the (regularization) bias term. This also can be corroborated from looking at Fig. 1 which depicts
different bias-characteristics of OTR and ITR(2)/GTR(2)/SW by varying a regularization parameter
a. Roughly speaking, our simulation results partly support the asymptotic results in section 4 that
the refined regularization methods of ITR, GTR and SW have an advantage in bias reduction over
OTR.

(iv) To summarize, given the simulation design in (32), we get similar minimum MSE’s from
the regularization methods of OTR/ITR(2)/GTR(2) and SW, applied to the kernel IV estimates in
(29); see the numbers with * in Table 1. That is, the four methods show no significant differences in
statistical accuracies, when the smoothing parameters are chosen optimally.'® Fig. 2 highlights the
similarities in the bias terms of different methods for that case. As argued in (iii), the finite sample
properties of OTR, however, are quite different from the other methods in that the bias term of the

former is highly sensitive to a small change from the optimal regularization parameter.

A Appendices

A.1 Section 2

Proof of Theorem 2.2 (i) Suppose that 7" is not one-to-one, i.e., there exists a nonzero function
m* € L*(X) such that (Tm*)(w) = 0, for all w € W. From

(Tm")(wi) = / m*(z) fxw (@, w)de = <m*(:), fxw(,w) >re)=0, for any w, € W,
X
it follows that m* is orthogonal to any linear combination of { fx w (-, wi)}12;, i-e.,
m* € [lin{ fxw (-, w) 2]

Since the orthogonal complement of lin{ fx (-, w;)}22, includes a nonzero function, in{ fx w (-, i)},
is a proper subset of L?(X), contradicting to denseness of lin{ fx w(-,w;) in L*(X).
(ii) Noting that R(T) = N+ (T*), it suffices to show that T* is one-to-one from L*(W) to L?(X),

under C.2.2. The proof is direct from symmetry of the argument used in (i). W

16 This occurs when the degree of the abstract smoothness of mg does not exceed one. See the arguments in Theorem

3.3, for example.
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Proof of Theorem 2.3 (i) Suppose that C.2.1 is violated for some dense subset W of W, i.e.,
lin{ fxw(-,w)}2,]* is not empty. Then, there exists nonzero m*in L?*(X'), which is orthogonal to

any linear combination of { fx w(-,w;)}2;. Letting h*(w) = (T'm*)(w), this implies that
h*(w) = / m*(x) fxw(z, w)de = <m* (), fxw(,w) >p2a=0, for all w € W.
x

Note that h*(-) is continuous in w, due to continuity of fxw(-,-) on X x W. Since h*(-) = 0, on a
dense subset of W, it follows from continuity of A(-) that h*(w) = (T'm*)(w) = 0, for all w € W,
which contradicts to the assumption that 71" is one-to-one.

(ii) From R(T) = N*(T*), the proof is direct from symmetry of the argument for showing part
(i). W

Proof of Theorem 2.4 We only show the first assertion, since the second is clear by symmetry.
Suppose that there exists nonzero mg(-) € L?(X') with T'mqy = 0. This means that there exists a subset
Wi of W, (with W, not measure zero) such that mg(z,w) is a nonzero function of z, for all w; € Wi,
but (T}, mo)(wy) = 0, for all w; € Wy, where T,,, : L*(Z) — L*(W,) is given by (T, m)(w;) =
fz m(z,w1) fzww, (2, w1, wz)dz. Since for all wy € Wy, in{ fzw, .w, (-, w1, wa) }52, is dense in L%(Z),
it follows that || Prem (-, wi)—m(-, w1)||r2(z) — 0, as L — oo, for any m(-,w:) € L*(Z). Consequently,
there exists L*(depending on my) such that [|Premo(-, w1)||z2(z) 2> |[mo(-,w1)]]r2(z)/2 > 0. This is a

contradiction, since, from 7, mo = 0,

(Premo(-,w1))(z,w1) = f7(2) QL Twmo(-,w1) Hwr, wa)lfey, = 0, for any L(>1).

A.2 Section 3

The following lemmas are useful for showing the main results of Section 3 and 4.

Definition A sequence of linear random operators T,: M — His asymptotically one-to-one, if

and only if Py 7 ) converges pointwise to zero, in probability; i.e., for any m € M, HPN@n)mHM L)

Lemma 3.1 Assume that a sequence of random operators fn : M — "H converges pointwise, in
probability, to a bounded operator T' : M — H which is one-to-one, where M and H are a Hilbert
space. Then, T n - M — H is asymptotically one-to-one.
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Proof. From N(T) = N(T*T) = R*+(T*T), injectivity of T : M — H is equivalent to that
T*T has a dense range in M. That is, for any arbitrary element m, in M, there exists a sequence

{my}32, such that T*T'm; — my, as | — oco. By the triangle inequality, for any [,
(T = T T)mul v < T5(Th = T)mullme + (T = T7)Trul| v, as. (33)
From (i’: —T") = (fn — T)*, pointwise convergence of T.toT implies that, for any h € H,

(T: = THR3 = < (TF =T (T — T*)h >

= <h, (j:'n—T)ﬁ;L>H£>O, as n — oo,

by continuity of the inner product, where m = (ﬁf — T*)h. This shows negligibility of the second
term in the righthand-side of (33). In addition, for any fixed h € H, || T*h||p < ||(T2 = TR\ +
| T*h||pm < C||T*h||pm, for n sufficiently large, which, by boundedness of T', gives

sup [|Th||p = O,(1), for each h € H.

By the Principle of Uniform Boundedness-see Taylor and Lay (1980, p.190), the above implies that
the sequence {T7*} is bounded uniformly in n, i.e., sup, ||T7||n_m = Op(1).)7 Negligibility of the
first term in the righthand-side of (33) follows from pointwise convergence of T, to T, since ||T*(T}, —
Tyl < T -l [T = T)mul [ g = Op(DI|(T = Tmu[pa > 0, as n — o0, for any my € M. In
consequence, f,ﬁn converges pointwise to 7T in M, which, together with the definition of {m;}2,,

leads to
(T Ty — molla < T3 T =TTl | + |[(TT )y — mol [ 2 0, as max(n, 1) — oo,

Using M = R(T:T,) ® R(T*T,), we have, by the orthogonal projection in Hilbert space, that

mo = Pp. (P Mo + Pﬁ(fﬁn)mo, yielding

||PN(f’;;Tn)mo||M = ||PRL(:F;;fn)m0||M = ||Pﬁ(f;;fn)mo — mo||

= inf  ||lm—mollx < |[(TFT)my — mollpm 2 0, as n — oo,

méﬁ(ﬁ’{ Tn)

17"Suppose that M and ‘H are normed linear spaces, and M is complete. Let {7,,}5°; be a sequence of linear
bounded operators, T, : M — H, such that

sup ||T,m||n < oo, for each m € M.
n>1
Then, sup,,>; ||Tn|| < co.
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where the last inequality holds from (777, )m; € R(TT,). Since this result holds for any mg € M,
and N(ﬁffn) = N(T,,), the assertion is proved. M

Lemma 3.2 Suppose that U,(-) satisfies C.3.1, and T}, : L2(X) — L%(W) has a finite rank. If

a=a(n) — 0 as n — oo, then,
0 NU(TyT)llz2(x)—r2(2) = Oas(@71),
.. 3 -1
(i) |[Ranllzzov—r2x) = Oas(va ),

Assume additionally that fn : L*(X) — L*(W) converges pointwise, in probability, to T :
L*(X) — L*(W) which is bounded and one-to-one. Then,

(iii) ||[Ua(T2T)TT, — Im|| 22y = 0p(1), for all m € L*(X).

Proof From finite rank of 7, n, the self-adjoint operator ﬁffn is compact and thereby has a
spectral representation, such as i’ffn() = Zj;l AjP,;, where \;’s and P,’s denote the eigenvalues
of TXT,, and the orthogonal projection onto the eigenspace generated by the eigenfunction, v;, that
corresponds to \;, respectively. With XA = sup,,».,, { T, |L2(x)—12(x) }, We get, by spectral calculus,
that

Jn
Ua(TeT)ml 2y = ZUQ Pyl 22 <fttpM'U NS P, ml 2
;i .

< a’? ZijmH%z(X), a.s, for a — 01,
=1

where the last inequality comes from C.3.1(iii) and orthogonality of v; and v, for j # j'. Since
Z}Jil P,, is itself a projection operator, it holds that || Zj;l Py l|r2(x)—r2(x) < 1, implying
JIn
U T T[22 2y :m:BQIzX)HU T T ml[Zag /|Iml 2y < @ ZHJZIPUJHL2(X =a™’ as.

This completes the proof for (i). In a similar way, letting @; be the projection onto the space

generated by fnvj € L*(W), the singular values decomposition of f,ﬁ’;fn yields
Jn
NUa( T3 T) Tyl o) = Z Un(M)N Qi1 Z20m) < sup [Ua(A)A] Sup [Ua ()] Z Qi 72m)
< Slip|Ua( JAsup [Ua(MlIAlIZ20), 2:5.
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From C.3.1(i) and (iii), we get

U T T T30 i,
sup ) < Csup |Uy(N)| < Ca™ ", as,
heL2(W) |R]13 W A

proving (ii). For a proof of (iii), we let Jnl ={j €L : j < oA > 0}, and Pyz.5, the
Ua()\j)Aijjp and

jGJn,l
I = ZjEJn,l Py, + PN(ﬁ’;Tn)’ it follows that

[Ua(ToT) T T = Timl 2y
= > Wa)Ay = PPy ml ey + || Prsgyml 22y

jEJn,l

By the Dominated Convergence Theorem, the first term converges to zero, a.s, as n — 0, since, by
C.3.1(ii),

lim [Ua(A)A; = 1P| Pyl 722y = th DA = P[Py ml |72y = 0, a.s.

a—0
]EJn,l

Negligibility of the second term, i.e., || Py 7.7, |%2(X) = 0,(1), is immediate from Lemma 3.1, since

N(T:T,)=N(T,). ®

The following lemma is well known in mathematical theory of inverse problems, see ,for example.

We introduce the proof, just for completeness of arguments.

Lemma 3.3 Let G : L*(X) — L*(W) be a linear bounded operator and G* : L*(W) — L*(X)
be adjoint to G. If U, satisfies C.3.2, then, for all m € L*(X),

0 Ua(G"GIG"G — 1N(G G ey vy < Ca™™ ) for >0,
(i) [[[UalG*G)G*G = IG*|| 2 () 22y < Ca'/?, for > 0.
Proof (i) Let {E\} be a spectral family for G*G such that
UL(G*G)G*G — T1(G*G)* = /0 T (Ua A — 1)NdE).
By spectral theory, for m € L?(X),
|[Ua(G"G)G*G — I)(G*G)'ml|Lax) = /OOO[(Ua(A)A — DNPd| | Exml |22 )
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From [0 d||Exm|[32xy = [Im|]* < 0o, we have, by C.3.2, that

[Ua(G*G)G*G = I)(G*GY'ml| 2y < C sup M|Ua(MA — 1] < C'a,
AE(0,M]

The proof for (ii) is immediate from (i), since R(G*) = R((G*G)*/?), for any linear bounded operator
G. a

Proof of Proposition 3.1 Suppose that sup,, ||T\,IHL2(W)HL2(X) = 0,(1). Then, from uniform

convergence of T n to T on My, it follows that
TN T = D)l s —r20) < T 20wy 20| T = Tl s —r200) = Op(WI T = Tllrax—120w) = 0,

i.e., TIT, converges T/T uniformly on My, in probability. From the identity, I — 71T = Py(7,)-see
Groetsch (1977), we get, by Lemma 3.1, that |77}, — I|my—z202) — 0. Consequently, by the

triangle inequality,
ITAT — It -2 < T = Dlllans—20 + 1 TIT0 = Ilaas—r200) = 0.
That is, for any h € T(My), ﬁzh converges to T1h, in probability, which, by the Principle of
Uniform Boundedness, implies that sup,, HT\J — T Y| 2ow)—r2(2) = Op(1). From
1T z20w)—2200) < VT = T lzzomy-zz + 11Tl 2om)- 22y = Op(1),

follows boundedness of the mapping, 77! : T(Myx) — Mx. Since {fn} is a sequence of compact
operators (from dim[R(T},)] < 0o), the limit of {T},}, i.e., T, is also compact on M. By injectiveness
of T, dim[T'(M )] = dim[M x| = oo, which contradicts to the fact that a compact operator cannot

have a bounded inverse, when its range space is infinite-dimensional; see Kress (1989, p20). H

Proof of Theorem 3.2 The result is direct from the triangle inequality and application of
Lemma 3.2 (ii) and (iii) to (13).

Proof of Theorem 3.3 (i) Since R(T*) = R((T*T)"?), it follows from (13) that the error

decomposition for mg € My, is given by
/Ra,n<ﬁ0,n - fan) + [(fa - I)j:;]hl - (fa - I)(f:; — 1),

where hy = T*7'(mp). By Lemma 3.2(ii), L*norm of the first term is bounded by \%Hﬁgn -
Tomo| r2w), almost surely. By Lemma 3.3(i) and (ii), (Ty — I) and (T'y — I)T* are uniformly

bounded by C5 and Cya'/?, almost surely, respectively, which proves the first assertion.
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(ii) For the case with my € Mj, the error decomposition takes form of

Ran(hy — Tumo) + (T — (T T mn — (T — DTN, — TYma — (T — 1T — T*)T'ma,
where my = (T*T)"'mg. The proof for the second assertion follows immediately, if we additionally

apply the same uniform-boundedness argument to (fa — 1) (f;‘;fn), again based on Lemma 3.3(i).
[ |

Proof of Corollary 3.4 From mg € M2, ||h1]|r20n) < p, which, by the definition of operator
norm, implies that ||(T* — T*)ha|| 2wy < ol T — T*||L20w)—r2(x)- This proves the first assertion. In
a similar way, for mg € M, ,, we have, by definition, that ||m||r2x) < p, and ||(fn = T)mal| 2w <
T = T 22(x) - 120wy From [|T]| 2y r20m) < C, it follows that ||| 2on) = [|[Tma]|2om < C*p.
This, together with iy € T(L*(X)), gives ||(T — T*) | r2) < Cpl| T2 = T*||lrimo )12y ™

Proof of Theorem 3.5 Let Q({5,}, M) be the modulus of stochastic equicontinuity for 7' on
M, ie.,
Q({0k}, M) = sup [ml[ 2y

meM, kam||L2(W):OP(6k)

From the definition of the worst-case convergence rate, it holds for any R € R that

({0} . M, R) = _sup E(||1R(hn) = mllz2x)
meM, ||hk*TkaL2(W):Op(5k)
> sup E(|[R(0) = m|[72(x))

meM, ||'1A1kaL2(W):Op(5k)
2
= _sup HmHLZ(X)a
meM, || Teml| 12,y =Op (3k)
where the inequality trivially holds for En = 0, and the last equality is due to the assumption,

R(0) = 0. Hence, the modulus of stochastic equicontinuity imposes a bound on the best-possible

convergence rate (among the class, R ) in the sense that

for some C' > 0. It suffices to show the explicit form of the bound, for M = M,, ;;

24

Q({én}aMu,p) = O((SW).
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For m = (T*T)"m, € M,,,, we have, by the Hélder inequality, that ||m||r2x) = |[(T*T) my||r2cx)

2u
< ||(T*T)“H/2mu||2“+1 l|m M||2“+1 By definition, (T*T)**/2m,, = (T*T)"*m, and, from T* being

the adjoint of T, it follows that
(T*T) Pml[fey = < (T°T)Pm, (T*T)Pm > p20)= < m, (T"T)m > 12
= <Tm,Tm >p2x)= HTmH%Q(X),
That is,
mll2) < 1T T 2ml| % B0, < 1Tml By p™5. (34)

By the triangle inequality and pointwise convergence of T, to T in L?(X), it holds for any m € L*(X)
that

Tm|[z20n) < | Taml|zzon) + || Tom — Tml|20n) = || Tam]|p2om) (1 +

)

[T | L2 )
[ Tm||L20m)

) < C’||7/;nm||7 w.p.a.l,
[T z20m)

< [ Taml|2om (2 +
where C' (> 3) does not depend on m. This, together with (34), implies that, for any m € M, ,,

iz < CI\Tuml| %y, wp.a.t,

leading to

2p
Q{or}, M) = ~sup ]| 2y < Op(da""). (35)
meM, ||TanL2(w):Op(6n)

It only remains to show that the bound in (35) is sharp, i.e., there are some cases that

2p

Q({(sn}vMu,p) = Op((5F>-

Let 6; /p? be given by an eigenvalue of the operator (T*T')'+?* and v, be the corresponding eigenfunc-
tion with ||vg|| = p. For my, = (T*T)*v, € M, ,, it holds that ||ka||%2(w) = ||T(T*T )“vk||L2(W) =
< (T*T)"H2uy, vy, >p2(x) = 03, since (T*T) vy, = (67/p?)v, from the definition of an eigenvalue.

By double use of the triangle inequality, we obtain

(T = Tyml[72

||ka||%2(w)

)

NTomelZoony < Tl 220m) + [(Tn = T)ml 220y < | Tm| 7200y (1 +

1 Tme] 2
Wy = 0,(62),

< T[22 00y (2 + TTme B
L2(w)

45



where the last equality comes from pointwise convergence of 7}, to T (in L%(X)) in probability.
From m; € M, , and ||fnmk||L2(W) = Op(0p), it follows that Q({6,}, M, ,) > |||y = {<
(T*T) v, v, >r2 )2 = {03/ < vvr >p2 Y2 = (0k/p)7p > COWH. I 63/ €
o((T*T)'*2") is not an eigenvalue, then &; /p? belongs to the continuous spectrum of (7*7)'*?* and
there exists a sequence {vg;}52; satisfying ||(T*T) vy, ; — (6% /p* vkl r2(2) — 0, and ||vg | r2(x) =

_2p
p. In this case, too, we can show Q({d,}, M, ,) > Co**", with a slight modification of the above

argument. W

A.3 Section 4

In the proofs below, we use the following error decomposition for each regularization

~ A~

Mam — Mo = Ran(hn — Tymo) + (Lo — D(TT)#my, + (Lo — L) (TT)#my,, (36)

where R, ,,, I'a, and I'y, have the same definition as in section 3, which, of course, vary over regular-

ization methods.

Proof of Theorem 4.1 (a) Letting I'1 o = Uy o(T*T)T*T and Ty = Uy o(T2T,)T5T,,, the
error decomposition of OTR is given by (36), under (15). Since both C.3.1 and C.3.2 hold for Uy 4(+),
the uniform bound for Eam and (I'y, — I)(T*T)* follows from Lemma 3.2 and 3.3, respectively. From
the qualification of OTR equal to one, the second term is bounded by Ca™"(1) see Lemma 3.3(i).
For the last term in (36), we use A~ — B! = —A~'(A — B)B™! to obtain

T1a —Tia) = —af(al +T:T,) " = (o +T*T) ™Y
= {alal + T:T,) " T:WT, — T)(ad + T*T) "
+alal +T:T,) (T — T*)T(od + T*T) "

By Lemma 3.2(ii), a'/2(al 4 T:T,)~*T* is bounded (uniform in n), and thus

Ny = |{alal + T:T,) T (T, — T) { (ol + TT) N (T*T)*my, } || 2
< Camin(u—1/2,1/2) | ’ (j—\’n . T) {amin(l—,u,l)) (CYI + T*T)_l(T*T)“mu} HL2(W)7
_ Cozmin(“_l/Q’l/Q) | | (fn . T)ma,u| |L2(W)a

where M, ,, = amin(=r0) (o] + 7)Y (T*T)*m,,, with m, € L*(X). Note that Ma, € Mumax(u—1,0)-
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In a similar way, by uniform boundedness of (o + T+T},)~" (from Lemma 3.2(i)),

Nis la(al + T, NI =TT (ol + T*T) Y (T T my) |2y
Cam O (T — T ) {2 OT (f + T°T) " (T T) g} |y

= Ca™m =120 (T — TVl |20,

IN

where h,, ,, = o™12=mOT (o] + T*T)"Y(T*T)*m,,, and 50 ha, € T (Mumax(u1/2))-
(b) For mg € M,, ,, both m,, and h,,, are bounded by Cp, for some C' > 0, implying
N, Cpoémin(ﬂfl/Q,l/?)HTn _ THMmax(ufl,oﬁLQ(W)’ and

]\7172 < C«pamin(u—l/Q,O)Hf; . T*|

IA

T*il(Mmax(u,l/Z))_)LZ(X)’

which completes the proof. W

Proof of Theorem 4.2 Let I'yo = Uy o(T*T)T*T and Ty o = U, o(T:T,)T:T,. We use the
error decomposition in (36) whose first and second terms are analyzed in the same as before, since
U,.o(+) satisfies C.3.1 and C.3.2. The uniform bound of (I', — I)(T*T)*, which is equal to Ca™n(a),

follows again from Lemma 3.3, since the qualification of U, ,(-) is equal to ¢. Using

a+N)7—af

Apa(2) = & e SR

we have, by spectral calculus, that

~

ftm - Fq,a = _(Eg - Eg),

where E, = a(a+T1*T,)™" and E, = a(a+T*T)"'. By adding and subtracting E, B4~ (T*T)*, the
last term of (36) is equivalent to

~

(Tg — Do) (T*T)" = —(EL — EL)(T*T)"
= —[Eo(ESY = ESY(TT) + (Ey — E,)ESH(T*T)¥]
— EoApi+ A B

A,

where the last equality comes from [a(ad +T*T)|9(T*T)* = (T*T)"|a(al +T*T)]?. Using backward

induction, we rewrite A, as a weighted sum of A,

q—1
_ 7 q—1—j
Agm, = E E)AEY m,,

j=0
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which, by the triangle inequality and uniform boundedness of Ea and FE,, yields
Agmy |2y < CllA1my|[ 2%, for g finite.

By the results on Aym, = (flﬁa —I'1 o) (T*T)#m,, given in the proof of Theorem 4.1, the proof is
completed. W

Proof of Theorem 4.3 Since UY ,(+) satisfies C.3.1 and C.3.2, with figrp, = g, we get the
same conclusion as in the proof of ITR(q), for the first two terms in the relevant error decomposition
for GTR(q) according to (36). It suffices to show the order of (fé’,a =19 )(T*T)*m,,, where I'] | =
Us (T*T)T*T and U9, = U9 (T:T,)T+T,. From

-1
AUS,(A) =1—a%(a? 4+ A1),

a straightforward calculation gives

~

Ba—Tha = ~0Vha = Vil = 0Vl (LT~ (1°T) )V,
= VDL L) = (T Woa + aVyul T T0 = TTNTT) Ve,
where \A/q@ = [T +(T*T,)9) " and Vi = [T+ (T*T)49)~ . If we multiply and divide simultaneously
the first term of I') , — I'Y | by both V1, and V1, and the second term, both by Vi, and V1 4,

we get

~ AN AN A~

(2, ~ T3 )TV = VBi Ve {0 Wl BT = (T W 1al T f Vi Vi

1t Vit { eV BT = T Vi (T T} VEHT TV

= Dig[(Ty_ 1o = Tjy o) (TT)|Dag + Dagl (T, = T )(T°T)"| Dy,

q—1l,a -1«
where
Diy = [T+ (T;T.)") o T, + (T;T,)1),
Doy = [0 + (T*T)7) ] + a(T*T)" 1),
Ds, = [0+ (T;T,)" "ol + a® 'T;T,],
Dy, = [a+ (T*T)) Ha(T*T)T + (T*T)9).

We claim that, D, ) = [a?]+ (T*T)4~LaP(T*T)47P is bounded, for any p and ¢ such that ¢ > p > 0.

To see this, we only need to observe that

Dy = a” TP ol + (T*T)) H(T*T)* P
= o PN - Ul (T*T)T*T)(T*T)* "}
< O,
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where the last inequality follows by Lemma 3.3(i). For the same reason, ﬁ?p,q) = [0 +(T>T,)" " a? (T*T),)1?
is bounded uniformly in n. Consequently, each D; , (for i = 1,..,4), which is a linear combination of

D7 s or DE* 9 ’s, is also bounded, implying

(p,9)
18%m, 1 = 11T, = T8 (T TV mull ey < CHlIAL mullzae + Col ATl 2,
which, by backward induction, leads to
H(fg,a o Fg,a)(T*T)MmN‘ ’LQ < Cl ‘( o F?,a)(T*T)MmM’ ’LQ(X)a for q finite.
This completes the proof, since GTR of order one is equivalent to OTR, i.e., f‘ia — 1"‘(1’,& = fl,a —I'ia.
|

Proof of Theorem 4.4 With C.3.1 satisfied by UZ(-), the first term of (36) is analyzed in
the same as above. Due to the infinite qualification of Showalter’s method, the pure regularization
bias is of order O(a*), for any u > 0. Let I'Y = UZ(-)(T*T)T*T and fg = U (- )(T*T )T*T Using
AUS(-)(A) =1 —exp(=A/a), and exp(z) = 372 ’;—f, we obtain, by spectral calculus,

LL=To = —lexp(-LiT/a) —exp(~T"T/a)
= exp(=T;T,/0)[exp(T; T, /o) — exp(T*T/a)] exp(=T"T/a)

— exp(-TiTh/a >Z}<1/a>ﬂ'[<f*ﬁ>j—<T*T>J‘1exp<—T*T/a>

>

= exp(-T'T,/a) Z— 1/a)[(T:T,) — (T*T)] exp(—T"T /),

.

since (T#T,)° = (T*T)° = I. From the identity

(i) = (T"TY = i(ﬁﬁmf;fn — T )T TV,
k=0
follows
(T8 — T°)(T*T)
_ exp(—Tnfn/a)Z%(l/a)] (T T (T*T, — T*T)(T*TY % exp(=T*T /a)(T*T)
j=17" k=0
— Z%u/a)ﬂZexp(—Aﬁn/a)(T*T VT (T, — T)(T*T) % exp(=T*T /o) (T*T)
j=1"" k=0
+Zﬁ(1/a)” exp(—T; T, /a)(T;T,) (T — T)T(T*TY ' ~* exp(—T"T/a)(T"T)
j=1"" k=0



Applying a similar argument used in Lemma 3.3, we can calculate the bound of each term in the

above infinite sum. For example,

|7(T*T) =  exp(=T"T/a)(T*T)"|| 20)— 120w)

< sup |eXp(—)\/a))\j—1/2—k+u| < Col~ V2 k.
0<A<X

and likewise,

|| exp(— T*T /a)(T* ) T [ 2(0)—r2(x) < Calft1/2,

Hence, by the triangle inequality, the asymptotic order of the last term in (36) is given by

1T - )(T*T) lz2(0)—L2ow)

)_l

< CZ (1/a) J ("2 TR T = T ey — 20wy + @ d 72T — T 2wy 22)
k=0

- 1. _ = T *
= (C <Z F]) ot 1/2“|Tn _THLQ(X)HLQ(W) + HTn — HLQ(W)*}LQ(X)]

=1
= C'o" P|T, = Tl 120m) + [|T; = Tl n20m)—r203)],

1o —e?2 < 0. N

where we used Zj 0 ],j < Z] o5

A.4 Section 5

Proof of Theorem 5.1
Step I (a matrix form of ﬁ’;fn) Let gxx(+,-) be the kernel of the self-adjoint operator ﬁ’{fn ;
L3(X) — L*(X), ie.,

/Q\XX(%U):[/fo,w(x,w)fx,w(u,w)dw.

By a straightforward calculation, gxx(-,-) is written, in a matrix form, as
Gxx(x,u) = n 2K () My KX (u).
Plugging in gxx(,-) into the operator i’ffn yields

P Tom)(z) = / G (2, w)m(u)du = n=2 KX (2) My /X KX (u)ym(u)du
(X)

= n 2 KX () My < KX(2), m(-) > (37)

20



Step II (the spectral representation of T:7T,): Let {(\s, es)}gil denote all the nonzero eigenvalues
and the corresponding eigenvectors of Qxw = n*2MI}V/2MXM;V/2, where n' = rank(Qxw) < n.
Define

vo(z) = KX (2) My e, (38)

We claim that the spectral representation of the compact self-adjoint operator f;fff\n is given by
,n/

T:T, =Y AP,

s=1

where P, denotes the orthogonal projection on the subspace generated by the function vs. To prove
the claim, it suffices to show that all the nonzero eigenvalues and the corresponding eigenfunctions
of T*T,, are given by {(\s, vs)}:;l. From the definition of (A, e5), it follows that

(TiTows)(x) = n 2K (z) My < KX, vs > 1202
= n2KX(0) My < KX, KX > 1000 My e,
= KX(x) M2 (n"2My)* Mx My e,
= KX (x) M2 (hes) = Ao,
implying that {(As,vs)}:/zl is a subset of the eigensystem of 7T}, corresponding to the nonzero
cigenvalues. From dim(R(7:T,)) = min[dim(lin{KX(-)}),dim(lin{ K" (-)})] = rank(Qxw), the
number of nonzero eigenvalues of T\;fn is equal to n’, completing the proof for the claim.

Step III (the spectral representation of r(ﬁffn)) From the theorem on spectral calculus-see,

Taylor and Lay (1980, p.368, for example), we obtain the spectral representation of r(f;fn)

n
:Zr()\s) Zr $)Us(< Vs, U5 >p2(2)) 1<US,~>L2(X).
s=1

By plugging in (38) into the above equation,

[ ( n Lo )] ()
Z %2 (egM%QMxM%QGS)ilegM%z < K;LX, m >L2(X) ,
which, by definition of e, reduces to
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:niQKi(( ) 1/2 (QXW)QXW 1/2<K§, m>L2(X).

Step IV (Closed form of Rg(ﬁn)): From hn(w) =n KV (w)

y?
(Trha)(x) = [ ho(w) fxw (e, w)dw = n KX (2)[ | KW (0)KY (w)' dwly
w w

= n 2K (x) Myy.
Therefore,

Re(ha)(z) = [Ual
(@) MU Q) Q3w My® < KX(), n 2 KX () My > 12000 y
— 2K () MYPUL(Qxw ) MYy

Proof of Theorem 5.2
Given the common element fixed to be w; € Wy, we define Ty, ,, : L2 (Z2) — L2 (W) by

~

Topen (1) () = / (1, 101) P s (1 01, w3)
Z

and likewise, T[;l wi Lh Ws) — L2 (Z) by T:u " = iy, I(wi, ws fZ W wa (2, Wi, we)dws,, where

L2 (2) = {m(-,wy) € L*(Z)} and L2, W) = {h(wl, ) € L*(W;)}. Note that the kernel of the
self-adjoint operator T Ty, : L2 (Z) — L2, (2) is given by

w1,n

9zz(u, z;wy) = Tz ws (W, wi, we) fz,w,,w, (2, w1, wa)dw,
Wo

= n 2K (u,wy) My, KX (2, w1),
yielding
(T3, nfwl am)(z) = /Zﬁzz(u,z;wl)m(u,wl)du
= n K (z,w) My, < K;' (,wr), m(-,wi) >z
Let {(Aw,,ss €w.,s)}oy be the nonzero eigenvalues and the corresponding eigenvectors of Q7w (wy).

From a similar argument to Step II in the proof of Theorem 5.1, we obtain the spectral representation

of T* fwm, which is given by

w1,n

/\
wln U)]_TL § A’ll)lS 'le ER
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where P,, . is the orthogonal projection on the eiegenspace generated by the eigenfunction Vi, .5(2)

=n1KX(z, wl)’MVIIf2 ew,,s- Applying spectral calculus, we have that, for m(-,w;) € L2 (Z),

(T, Ty )] (2)

n

= 7(Awy,s) P, o (M) (2)

= 02K (2,00 My 2 (Quaw (wn) Qg (w ) MyE < KX (wy), m(-,wy) > 12z -

Observing that

(Ti;l nh )(2) = ]?Z,Wl,Wg<Zaw17w2>ﬁn(wlaw2)dw2
W2

= Z Z Kh - Z Kh(Wh - wl)M Kh(le - wl)yj

1<i<n 1<5<n

= n_szf(z, wl)/MWQ [KZ‘G (wl) ®© Y]a

we now get

A~ A~ ~

= [UTiT)(T3 1)) (2, w1)

n

A~

= Ua(T3, uTonn) (T, ) (2)
= 02K (200 My U Qzw (w1) Qg (w) My < KX (own), (T3, k) () >12(2)
= n 2K (z,w) M 1/2 Ua(Qzw(w ))M;[,/E[Kffll(wl)@y].

Proof of Proposition 5.3 With a % b denoting convolution of a and b, we define

mC(gl)(Z wy) = (Kg, xm)(z,w1) / m(s,wy)ds, (39)

and

S (zw) = (Kgg * fzw)(z,w) / / VI, (55 — W) fw (51, 52)ds1ds
= E[Kgl(z _Z)KQQ(W
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By adding and subtracting [ f;%),(z, w)m(z,w;)dz, the estimation errors of T, are decomposed into
(Tym — Tm)(w)
= nt Z/ 0 (Zi — 2)K (W, —w) — f;f%)/(z,w)]m(z,wl)dz
—i—/[f;’%,(z,w) — fzw(z,w)m(z,w)dz
= s,(w) + Bu(w),
from which we obtain the MISE of T\ m, given by
E/W[(fn—T) ] (w dw—/{\/arsn (w)] + E2 B, (w)] } dw.

Noting that
n! Z{ng mc 91)<Zza wl) E[ng(Wi - w)mC(gl)(Zi= wl)]}a

the standard calculation of the variance term (under the i.i.d. assumption in C.5.1) yields
Var [s,(w)] = n~'Var [Ky,(W; — w)me,)(Zi, wi)]
= n_lg;‘b/ mg(gl)(z,wl) {/ K2(u) fzw(z,w + gou)du| dz + O(n™"),
z w
implying that o
[ Vs lsa(w) dw < KBl
w ngs

where the last inequality is due to the dominated convergence theorem and boundedness of fzu (-)

in C.5.3. To calculate the bias term, we observe that, by Cauchy-Schwartz inequality,
/ Bi(w)dw = / [/ {fgjw(z,w) —fzw(z,w)}m(z,wl)dz]de
W wJz
< ||f§,w - fZ,WH%Q(ZXW)HmH%Q(X)

leading to

. . C
E/W[(Tnm = Tm)(w)*dw < ||ml|L2) ([fzw — fzwlll2zom) + g 1K113).
2

ie.,
E[, [ —T)m| (w)d
N W [ n— m] w)dw . C
E||Tn_T||%2(X)4>L2(W) = sup 2 < ||fZ,W_fZ,W||%2(2xW)+ﬁ||K||%'
m(£0)eL?(X) [|m| |L2(X) ngs
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Under C.5.2 (i.e., [ |K(s)|ds < oo and sup | K (s)| < 00), the convolution error (|| 5y — fzw||Z2(zm))
converges to zero, as g, and go go to zero, for any square integrable fzw (-,-). This, together with
the bandwidth condition, ngg2 — 0, gives rise to uniform consistency of fn, proving part (i). When
there exist po-th partial derivatives of fzw(-,-) that are continuous and square integrable-i.e., C.5.4

holds, we have, by application of the standard Taylor expansion, that

-~ 1
BII(T, = Tymilfae-izom = O™ +45) + O ).
2

By symmetry of the above arguments, we also get the convergence rate of T;.
It remains to prove part (iii). Let r(Z;, Wi;) = m(Z;, Wi;) — Me(g,)(Zs, w1), where mg,y(-,-) is
defined by (39). From (T,me)(w) = n! Yoy Ky (Wi — w)me(g,) (Z;, wr), we get

(ho — Tumo)(w)

= nil Kgg( 81 +n Z (Zza Wll)

= nt )y Ky (W, —w)e +n Z Koy(Wi —w)(vi = v5) 407" Y Koy (Wi — w)E(r(Z:, Why) | W)
= s1,(w) + s2..(w) + By (w),

where v; = m(Z;, Wy;) — E(m(Z;, Wy,)|W;), and v§ = meg ) (Z;, wi) — E(meg) (Zi, w1)|[Ws). As a

consequence,

E /W (how — Tymo)*(w)dw = /W {Var [s1,,(w) + $2,(w)] + E[B,(w)] } dw.

By the standard argument in kernel regression, the variance of the main stochastic term is calculated

in a straightforward way;
Va1 (0)) = BB = ) o )1+ 0(1),
leading to
[ Varlsatldo = &I | [ BE = wfiv(wds] (4 o)
w 192 w

1
ngy’ )

1
= —lIKl[302(1 +0(1)) = O(
ngs
where 02 = E(e?). From E[y;|W;] = E[v¢|W;] = 0, it follows that
El(vi — v§)?|Wi] = Var[r(Z;, W) [Wi] < E[r?(Z;, Why)|[Wil,
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implying, by the iid assumption and the law of iterated expectation, that

Var [son(w)] = 0 B{EKy (Wi — w)(v; — v9)} < 0 BY{K,, (Wi — w)PE[r(Z, W) Wi}
= W E{K, (Wi — w)r(Z, W) %)
- @HKH% /Z #2(z,w1) fzaw (2 w)dz(1 + o(1).

From boundedness of fzw (-, "),

C 1
/ Var (s (w)] dw < —|[K|BlIm (-, +) = M) (5 )12y = o(—3),
w ngs ng

2

since the convolution error, |[m(-,-) = me(g,) (-, *)|[r2(x), converges to zero, as g1 — 0. To calculate

the bias term, we note, by the dominated convergence theorem, that

E[Bn(w)] = E[Kg (Wi —w)r(Zi, Wh)]
_ /Z[m(z,wl) — ey (2 00)] fzw (2, w)dz(1 + o(1). (40)
Letting fz = |5 K, (2 —u) fzw(z, w)dz, we obtain an alternative form of the bias such that
w)] = { /Z [ o, w) = £ ()], )} (14 0(1)), (41)

since [ Me(gy) (2, w1) fzw(z, w)dz = [ ZW)(u w)m(u,wq)du, , by Fubini’s Theorem. By Cauchy-
Schwartz inequality, it follows from (40) and (41), together with square-integrability of fzw(:,-) and
m(-,-), that

/WE2 By (w)] dw < Cming|[m(-, ) = me(on ([T, [1Fzw (57) = Fo Gz gzom b
which, by the standard method of Taylor expansion (under C.5.4 ) gives
/ E? [Bu(w)] dw = O(g"™ ).
w
Letting p = max(po, p1), we finally get

E/W(hom—Tnmo)z(w)dw = / {Var [s1,(w) + s2.,(w)] + E? [By(w)] } dw

1
= O( d2) + O(gl )7
ngs
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ie.,

|[hom — Tamol|20n) = Op(

Proof of Theorem 5.4 Under C.5.1 through C.5.4, all the conditions of Theorem 3.2 follow
from Proposition 5.3.(i) and (iii), proving the consistency result for m,,. Also, Proposition 5.3.(ii)

and (iii) applied to Corollary 3.4.(i), leads to, for mg € Mys,,

1
Hma,n_mOHLQ(X) ~ +91
\/_ \/ ngi'
1
f \/ng ngf"
since ¢¥° = o(g¥ /\/a), from a,, = o(1) and p = py = p1, by assumption. In a similar way, Proposition
5.3 and Corollary 3.4.(ii) yield, for mg € M, ,,

! + ) + Oy(a) + Op(/a]

[ 1 1

= D D

\/_ \/”92 nggz
1

Hma,n - mOHLQ(X) S 0 ( + gfo + gé’o])

+O0,( +91° +95°)
ngi“
PO 1 Po
= + a1’ (@) + Op(——=+43"),
\/_ di
ng,
since v/a[l//ngs + g1° + gb°] = o(1/\/nags?) + o(gt* + g&°). M

Proof of Theorem 5.5 We only give a proof for part(ii), since part (i) is shown in the same
way. We first show that, under the given side condition, the profile of quasi-optimal smoothing

2/3. When the regularization

parameters are given by {(g1, g2, @*)} with a* = [max(1/4/ng2, ¢"°)]
parameter is fixed by o = [max(1/4/ng2, ¢*°)]*3, it follows from the given side condition that

(1/1/ng™ + ¢&°) < O(max{g™"® [ng®2]~1/3) = O(a*). Consequently, the lower bounds in Theorem

5.4.(ii), corresponding to my € M, ,, reduces to

~ 1 0 * 2 0
1M = mollra) < Op(—=[1/ ngy’ + gi’l) + Op(@”) = Op([max(1/4/ng5’, 6i")*%).
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Since Hﬁom - j—\’anHLQ(W) = 0,(0,) = Op(max{1/4/ngs?, ¢"}), from Proposition 5.3, it also holds
by Theorem 3.5 that

Op([max(1/y/ngs*, gi*)1**) = 0p(87/%) < ||an — mol| 122,

implying that the actual convergence rate of M., given by O,([max(1/4/ngs?, g?°)]*/?), is quasi-
optimal for mg € M, ,. This confirms the quasi-optimality of {(g1,g2,a")}. It is not difficult
to show suboptimality of regularization parameters other than o* = [max(1/ M L gY)]#/3. For
example, when the regularization parameter is of greater order than «*, the convergence rate of
Man is determined, under the side condition, by the dominant term O,(a) which is greater than
Op(éi/ #). We next decide on the fastest possible rate of convergence, out of the quasi-optimal profile
{(91,92,0*)}. From ||fa, — mol|r2xy = Op([max(1/4/ngs?, gi°)]%?), it is possible to improve the
convergence rate of m, , by making ¢, larger and ¢; smaller, as long as they satisfy the side condition.
Obviously, the most favorable choice of (g1, ¢2) is the one under which the side condition hold as an
equality. That is, the optimal choice of (g1, ¢g2) is given by (g7, ¢5,) such that (ng}®)=1/2 *2po/3

1n = Yin
*3po/2 _ : S 1 _wo
and g3P0/? ~ (ngs®)=1/2 leading to gi, = Con @@w+a  gf = Cin %07% | and of = Con otds

3
Note that all the basic conditions in C.5.5 are satisfied by (g5, Gan, ). Since gi° = C’On%poi%dl is
3
of smaller order than 1/4/ng;® = O(?’Liﬁpoiofcﬂ), by the assumptions of d;/2 < py and d; < dy, we

N : . __m
now obtain the optimal convergence rate of Mgy, given by ||Man — mol|L2(x) = Op(n 3r0t%z). W

Proof of Theorem 5.6 (i) After plugging in the results of Proposition 5.3 into Theorem 4.4,

we get

~ 1 1
: + gfo]) + Op(O‘H) + Op(au_l/Q[

1
12, — mol| 20y < Op(—=] — + g5°]),
Vo, fngds \/ g

from py = p; and o~ V2(1/1/ng® + ¢"°) = o(a*), since nagd? — oo and o — 0, as n — oo; see
the assumption in C.5.5(b). Following the same arguments in the proof of Theorem 5.5, we can

show that the profile of quasi-optimal smoothing parameters are given by {(g1, g2, @*)} with o* =
(max(1/4/ngs2, gt%)]* @+ under which the actual convergence rate of i, reduces to

17250 = mol|z2(x) = [max(1/4/ngs2, o)/ D).

The fastest possible rate of convergence, among the quasi-optimal ones, is achieved by choosing

(91,92) = (g5, 93,) such that (ngid)=1/2 o gPo/GHFD and gibo@riD) o (ngrd2)=1/2 By letting
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__ @p+l) I S ____ 20 . .
g5, = Con 2potCuildr - g = (Cyn 2CwiDrotdz - and o) = Cyn 2Ce+Drotd - we obtain the optimal

convergence rate of m? ., given as

2
M5 — mollL2(x) = Op(n_m),

(2p+1)pg (2p+1)pg .
since g7 = Cyn~ 20+@+0d1 is of smaller order than 1/4/ngs® = O(n~ 2<2#+1)P0+d2) by the assumption

that dy/2 < pg and d; < dy. All the basic conditions in C.5.5 hold for (g7, ga,, ).
(ii) Application of Proposition 5.3 to Theorem 4.1 through Theorem 4.3 gives

1 ; 1
_i_gfo]) +0 ( min(u,q) ) + Op(amln(,ufl/Z,O)[

=+ 95°]);
n92 \/ ngy

snce a1/ fgh +917) = ofL/naglh)+ o(gl /&), and @m0 20 (g = of g )
Following the same arguments in the proof of Theorem 5.5, we can show that the profile of quasi-

1M, = moll 22y < Op(

\/—[

optimal smoothing parameters are given by {(g1, g2, @)} with o = [max(1/4/ngs2, g"°))?/@ratD),
under which the actual convergence rate of m¢,,, is

||mf,,, — mol|L2(x) = [max(1/ ngd2 , gho)]2Ha/ ),

The fastest possible rate of convergence, among the quasi-optimal ones, is achieved by choosing
*d2)71/2

T T
(91, 92) = (g, g5,) such that (ng;@)=1/2 n giabo/Giatl) 1y, q gho@rat D2 (g gud

(2pug+1) 2#3 2pg

. By letting

Aot (on +10ds T 2141 20t de .
ng — Con 4!1(1100“‘(2Hq+1)dl7 g;n — Cln 2(2uq+1)po+2uqdz’ and a{;kl — CQn 2(2#(;‘5‘1)?0‘5‘2uqd27 we Obtaln the

optimal convergence rate of m? given as

_ 2pgPQ

~

ng’n — mO||L2(X) = Op(n 2(2pg+1)po+2ud do )7

_ (21g+1)pg (2pug+1)po
. PV POt Py I
since g7 = Cyn *#arotCratDd is of smaller order than 1/4/ng;® = O(n 2<2“q“>”0+2“qd2) by the

assumption that di/2 < py and d; < dp. W
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Table 1. MSE (Squared Bias + Variance) of Various Regularized-Kernel Estimates

a | g OTR ITR(2) GTR(2) SW

001 | 3| .063 (012 +. 117 (020 +.097) | 075 (.024+.051) | .091 (.023 + .069)
4| 049 (014 + . 096 (.035+.060) | 058 (.020 +.039) | .075 (.027 + .047)
5] .039 (012 + . 086 (.040 + .046) | 042 (.012 +.030) | .058 (.022 + .036)
6| 034 (012 1. 072 (.035+ .037) | 042 (017 +.025) | 047 (.017 + .030)

005 | 3] 033 (013 +. 042 (.009 +.033) | .033 (.013+.021) | .035 (.009 + .026)
4] .029% (014, 033 (.009 +.024) | .034 (.018+ .016) | .030 (.010 + .020)
5| 030 (018 + . 030 (.010 +.020) | .039 (.026 + .013) | .031 (.015 + .016)
6] .037 (027 +. 034 (017 +.017) | .047 (.037 +.011) | .038 (.025 + .013)

01 | 3] .042 (027 +. 032 (.009 +.023) | .033* (.017 +.016) | .030 (.011 + .019)
4| 041 (030 + . 028" (010 +.017) | .034 (.022 +.012) | .028* (.014 + .014)
5| .045 (.036 + . 029 (.015 +.014) | .039 (.029 +.009) | .032 (.021 + .011)
6| .053 (.046 + . 036 (.024+.012) | .047 (.039 +.008) | .041 (.031 +.009)

015 | .3 | .056 (.044 + . 030 (011 +.019) | .034 (.020 +.014) | .029 (.013 + .016)
4| 057 (048 + . 028 (014 +.014) | .035 (.025 +.011) | .029 (.017 + .012)
5| .063 (.056 + . 031 (.019 +.011) | .041 (.032 +.009) | .034 (.024 +.010)
6| 073 (.067 + . 038 (029 +.010) | .049 (.041 + .008) | .042 (.033 + .008)

02 | 3] 073 (062 +. 031 (014 + .017) | .038 (.024+ .013) | .030 (.015 + .015)
4| 076 (.068 + . 029 (017 +.013) | .039 (.029+ .010) | .030 (.019 + .011)
5| 084 (078 + . 033 (.023 +.010) | .045 (.037 +.008) | .035 (.026 + .009)
6| .097 (.091 + . 041 (.032 +.009) | 054 (.046 +.007) | .044 (.036 + .008)

64




m(x)

Figure 1: Averaged IV estimates
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Figure 2

kernel IV est'n with the optimal smoothing parameters(hx = hw = 0.4)
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Figure 2: Averaged IV estimates for the optimal choice of regularization parameter (with g = 0.4 )
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An Empirical Study on Alternative Measures of Marginal
Tax Rates

Hyun-Sub, Roh - Gab—Soo, Seo -+ Jong—Gil, Seo

The marginal tax rate plays an important role in many topics in financial
decision making, including debt policy, cost of capital calculation, and
corporate compensation decision, and relative pricing between taxable and
nontaxable securities. Yet little research focuses on how to measure the
marginal tax rate.

This paper focuses on what is the best way to measure the corporate
marginal tax rate. This paper examines whether the simulated marginal tax
rate is a reasonable proxy for the marginal tax rate using Korean corporate
tax code and financial statement database(KIS-FAS), and what can be
alternatives of marginal tax rate when simulated marginal tax rate is
unavailable.

The list of alternative measures includes three measures of the marginal



162 M BEHsE

tax rate(the perfect foresight marginal tax rate, the simulated marginal tax
rate, a marginal tax rate variable developed by Manzon), five dummy
variables based on the sign of taxable income and/or net operating loss
carryforward status(the statutory marginal tax rate, taxable income dummy,
non NOL dummy, a trichotomous variables, and an uniform tax rate), and
two measures of the effective tax rate(an average tax rate and an effective
tax rate variable developed by Zimmerman).

The results indicated that the simulated tax rate is the best available
proxy for the ’true’ marginal tax rate. The simulated marginal tax rate
predicts the perfect foresight marginal tax rate better than 9 other

alternative proxies.
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The Impact of Financial Leverage on Firm Investment:
Listed Manufacturing firms’ Data for System-GMM Panel
Analysis

Cho, Sam-Yong, Shin, Sun-Woo, Lee, Whon-hyern

This paper examines the impact of financial leverage on firms’
mnvestment decisions using 389 listed firms’ unbalanced panel data from the
1981-2002. To this end, we have designed a dynamic investment model and
used the Dynamic System GMM to quantify the results.

It shows that leverage is negatively related to firms’ investment for
thewhole period we studied. Notably the lower the growth opportunity for a
corporation, the larger was the effect. (Our regard a company as "low
growth opportunity” if it meets any of the three criteria: Tobin's Q < 1;
sales growth rate <25%; and total fixed asset growth rate < 25%.). This
point coincides withthe idea that leverage has negative effects on agency
cost as suggested by Jensen (1986) and Stulz (1990). For the whole period,
the high indebtedness discouraged them from seeking aggressive growth.
This differs from Myers and Majluf (1984), who asserted that the
decreasing effects on agency cost were stronger in the lower growth

opportunity corporations.
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Mobile Internet Pricing

Kim, Jeong-Yoo

This paper examines the market performances under packet pricing
whereby users are charged based on the amount of information received. I
show that the introduction of packet pricing raises the market price
contrary to the government’'s expectation but that it increases the overall
social welfare unambiguously if the user base is so large that one user is
almost negligible.  Also, I derive some implications on the price of
multi-media transmission which wusually requires a higher speed of

transmission.
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Identification And Estimation Of Nonparametric Structural
Models By Instrumental Variables Method

Kim, Woo—cheol

This paper concerns a new statistical approach to instrumental variables
(IV) method for nonparametric structural models with additive errors. A
general identifying condition of the model is proposed, based on richness of
the space generated by marginal discretizations of joint density functions.
For consistent estimation, we develop statistical regularization theory to
solve a random Fredholm integral equation of the First kind. A minimal set
of conditions are given for consistency of a general regularization method.
Using an abstract smoothness condition, we derive some optimal bounds,
given the accuracies of preliminary estimates, and show the con-vergence
rates of various regularization methods, including (the ordinary/iterated/
generalized) Tikhonov and Showalter's methods. An application of the
general regularization theory is dis—cussed with a focus on a Kkernel
smoothing method. We show an exact closed form, as well as the optimal
convergence rate, of the kernel IV estimates of various regularization
methods.

The Finite sample properties of the estimates are investigated via a

small-scale Monte Carlo experiment.
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