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1 Introduction

Consider a production function depending on a number of inputs. We are interested in the
effect of a particular input on output, and specifically in the effects of policies that change
the allocation of this input to the different firms. For each firm output may be monotone in
this input, but at different rates. If the input is indivisible, and its aggregate stock fixed, it
will be impossible to simultaneously raise the input level for all firms. In such cases it may
be of interest to consider the output effects of reallocations of the input across firms. Here we
investigate econometric methods for assessing the effect on average output of such reallocations.
We will call the causal effects of such policies Aggregate Redistributional Effects (AREs). A
key feature of reallocations is that, although they potentially alter input levels for each firm,
they keep the marginal distribution of the input across the population of firms fixed.

The first contribution of our paper is to introduce a framework for considering such reallo-
cations, and to define estimands that capture their key features. These estimands include the
effects of focal reallocations and a parametric class of reallocations, as well as the effect of a
local reallocation. One focal reallocation redistributes the input across firms such that it has
perfect rank correlation with a second input, the positive assortative matching allocation. We
also consider a negative assortative matching allocation where the input is redistributed to have
perfect negative rank correlation with the second input. A third allocation involves randomly
assigning the input across firms. This allocation, by construction, ensures independence of the
two inputs. A fourth allocation simply maintains the status quo assignment of the input. More
generally we consider a two parameter family of feasible reallocations that include these four
focal allocations as special cases. Reallocations in this family may depend on the distribution
of a second input or firm characteristic. This characteristic may be correlated with the firm-
specific return to the input to be reallocated. Our family of reallocations, called correlated
matching rules, includes each of the above allocations as special cases. In particular the family
traces a path from the positive to negative assortative matching allocations. Each reallocation
along this path keeps the marginal distribution of the two inputs fixed, but is associated with a
different level of correlation between the two inputs. Each of the reallocations we consider are
members of a general class of reallocation rules that keep the marginal distributions of the two
inputs fixed. We also provide a local measure of complementarity. In particular we consider
whether small steps away from the status quo and toward the perfect assortative matching
allocation raise average output.

The second contribution of our paper is to derive methods for estimation and inference
for the estimands considered. We derive an estimator for average output under all correlated
matching allocations. Our estimator requires that the first input is exogenous conditional on
the second input and additional firm characteristics. Except for the case of perfect negative
and positive rank correlation the estimator has the usual parametric convergence rate. For the
two extremes the rate of convergence is slower, comparable to that of estimating a regression
function with a scalar covariate at a point. In all cases we drive the asymptotic distribution of
the estimator.

Our focus on reallocation rules that keep the marginal distribution of the inputs fixed is
appropriate in applications where the input is indivisible, such as in the allocation of teachers
to classes or managers to production units. In other settings it may be more appropriate to
consider allocation rules that leave the total amount of the input constant by fixing its average
level. Such rules would require some modification of the methods considered in this paper.
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Our methods may be useful in a variety of settings. One class of examples concerns com-
plementarity of inputs in production functions (e.g. Athey and Stern, 1998). If the first and
second inputs are everywhere complements, then the difference in average output between the
positive and negative assortative matching allocations provides a nonparametric measure of
the degree of complementarity. This measure is invariant to monotone transformations of the
inputs. If the production function is not supermodular interpretation of this difference is not
straightforward, although it still might be viewed as some sort of ‘global’ measure of input
complementarity. With this concern in mind

A second example concerns educational production functions. Card and Krueger (1992)
study the relation between educational output as measured by test scores and teacher quality.
Teacher quality may improve test scores for all students, but average test scores may be higher
or lower depending on whether, given a fixed supply of teachers, the best teachers are assigned
to the least prepared students or vice versa. Parents concerned solely with outcomes for their
own children may be most interested in the effect of raising teacher quality on expected scores.
A school board, however, may be more interested in maximizing expected test scores given a
fixed set of classes and teachers by optimally matching teachers to classes.

A third class of examples arises in settings with social interaction (c.f., Manski 1993; Brock
and Durlauf 2001). Sacerdote (2001) studies the peer effects in college by looking at the rela-
tion between outcomes and roommate characteristics. From the perspective of the individual
student or her parents it may again be of interest whether a roommate with different charac-
teristics would, in expectation, lead to a different outcome. This is what Manski (1993) calls
an exogenous or contextual effect. The college, however, may be interested in a different effect,
namely the effect on average outcomes of changing the procedures for assigning roommates.
While it may be very difficult for a college to change the distribution of characteristics in the
incoming classes, it may be possible to change the way roommates are assigned. In Graham,
Imbens and Ridder (2006b) we consider average effect of segregation policies.

If production functions are additive in inputs the questions posed above have simple an-
swers: average outcomes are invariant to input reallocations. While reallocations may raise
individual outcomes for some units, they will necessarily lower them by an offsetting amount
for others. Reallocations are zero-sum games. With additive and linear functions even more
general assignment rules that allow the marginal input distribution to change while keeping its
average level unchanged do not affect average outcomes. In order for these questions to have
interesting answers, one therefore needs to explicitly recognize and allow for non-additivity
and non-linearity of a production function in its inputs. For this reason our approach is fully
nonparametric.

The current paper builds on the larger treatment effect and program evaluation literature.
More directly, it is complementary to the small literature on the effect of treatment assignment
rules (Manski, 2004; Dehejia, 2004; Hirano and Porter, 2005). Our focus is different from that
in the Manski, Dehejia, and Hirano-Porter papers. First, we allow for continuous rather than
discrete or binary treatments. Second, our assignment policies to do not change the marginal
distribution of the treatment, whereas in the previous papers treatment assignment for one unit
is not restricted by assignment for other units. Our policies are fundamentally redistributions.
In the current paper we focus on estimation and inference for specific assignment rules. It is
also interesting to consider optimal rules as in Manski, Dehejia and Hirano-Porter. The class
of feasible reallocations/redistributions includes all joint distributions of the two inputs with

'For recent surveys see Angrist and Krueger (2001), Heckman, Lalonde and Smith (2001), and Tmbens (2004).
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fixed marginal distributions. When the inputs are continuously-valued, as we assume in the
current paper, the class potential rules is very large. Characterizing the optimal allocation
within this class is therefore a non-trivial problem. When both inputs are discrete-valued
the problem with finding the optimal allocation is tractable as the joint distribution of the
inputs is characterized by a finite number of parameters. In Graham, Imbens and Ridder
(2006a) we consider optimal allocation rules when both inputs are binary, allowing for general
complementarity or substitutability of the inputs.

Our paper is also related to recent work on identification and estimation of models of social
interactions (e.g., Manski 1993, Brock and Durlauf 2001). We do not focus on directly charac-
terizing the within-group structure of social interactions, an important theme of this literature.
Rather our goal is simply to estimate the average relationship between group composition and
outcomes. The average we estimate may reflect endogenous behavioral responses by agents
to changes in group composition, or even equal an average over multiple equilibria. Viewed
in this light our approach is reduced form in nature. However it is sufficient for, say, an uni-
versity administrator to characterize the outcome effects of alternative roommate assignment
procedures.

The econometric approach taken here builds on the partial mean literature (e.g., Newey,
1994; Linton and Nielsen, 1995). In this literature one first estimates a regression function
nonparametrically. In the second stage the regression function is averaged, possibly after some
weighting with a known or estimable weight function, over some of the regressors. Similarly
here we first estimate a nonparametric regression function of the outcome on the input and
other characteristics. In the second stage the averaging is over the distribution of the regressors
induced by the new assignment rule. This typically involves the original marginal distribution
of some of the regressors, but a different conditional distribution for others. Complications
arise because this conditional covariate distribution may be degenerate, which will affect the
rate of convergence for the estimator. In addition the conditional covariate distribution itself
may require nonparametric estimation through its dependence on the assignment rule. For the
policies we consider the assignment rule will involve distribution functions and their inverses
similar to the way these enter in the changes-in-changes model of Athey and Imbens (2005).

The next section lays out our basic model and approach to identification. Section 3 then
defines and motivates the estimands we seek to estimate. Section 4 presents of our estimators,
and derives their large-sample properties, for the case where inputs are continuously-valued. 5
presents an application and the results of a small Monte Carlo exercise.

2 Model

In this section we present the basic set up and identifying assumptions. For clarity of exposition
we use the production function terminology; although our methods are appropriate for a wide
range of applications, as emphasized in the introduction. For firm ¢, for ¢ = 1,..., N, the
production function relates a triple of observed inputs, (W;, X;, Z;), and an unobserved input
€i, to an output Y;:

YVZ' = h(WZ,XZ, ZZ',€Z'). (21)

The inputs W; and X;, and the output Y; are scalars. The third observed input Z; and the
unobserved input ; can both be vectors. We are interested in reallocating the input W across
firms. We focus upon reallocations which hold the marginal distribution of W fixed. As such
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they are appropriate for settings where W is a plausibly indivisible input, such as a manager
or teacher with a certain level of experience and expertise. The presumption is also that the
aggregate stock of W is difficult to augment. In addition to W there are two other (observed)
firm characteristics that may affect output: X and Z, where X is a scalar and Z is a vector of
dimension K. The first characteristic X could be a measure of, say, the quality of the long-run
capital stock, with Z being other characteristics of the firm such as location and age. These
characteristics may themselves be inputs that can be varied, but this is not necessary for the
arguments that follow. In particular the exogeneity assumption that we make for the first input
need not hold for these characteristics.

We observe for each firm ¢ = 1,..., N the level of the input, W;, the characteristics X;
and Z;, and the realized output level, ¥; = Y;(WW;). In the educational example the unit of
observation would be a classroom. The variable input W would be teacher quality, and X
would be a measure of quality of the class, e.g., average test scores in prior years. The second
characteristic Z could include other measures of the class, e.g., its age or gender composition,
as elements. In the roommate example the unit would be the individual, with W the quality
of the roommate (measured by, for example, a high school test score), and the characteristic
X would be own quality. The second set of characteristics Z could be other characteristics of
the dorm or of either of the two roommates such as smoking habits (which may be used by
university administrators in the assignment of roommates).

Our identifying assumption is that conditional on firm characteristics (X, Z')’ the assignment
of W, the level of the input to be reallocated, is exogenous.

Assumption 2.1 (EXOGENEITY)
e L WI|X,Z

Define

denote the average output associated with input level w and characteristics x and z. Under
unconfoundedness we have — among firms with identical values of X and Z — an equality between
the counterfactual average output that we would observe if all firms in this subpopulation
were assigned W = w, and the average output we observe for the subset of firms within this
subpopulation that are in fact assigned W = w. Alternatively, the exogeneity assumption
implies that the difference in g(w, z, z) evaluated at two values of w, wy and wy, has a causal
interpretation as the average effect of assigning W = wq rather than W = wy:

g(wy,x, z) — g(wo, x,z) = E[h(wy, X, Z, ) — h(wy, X, Z,e)| X =2, Z = z].

Assumption 2.1 has proved controversial (c.f., Imbens 2004). It holds under conditional
random assignment of W to units; as would occur in a randomized experiment. However ran-
domized allocation mechanisms are also used by administrators in some institutional settings.
For example some universities match freshman roommates randomly conditional on responses
in a housing questionnaire (e.g., Sacerdote 2001). This assignment mechanism is consistent
with Assumption 2.1. In other settings, particularly where assignment is bureaucratic, as may
be true in some educational settings, a plausible set of conditioning variables may be available.
In this paper we focus upon identification and estimation under Assumption 2.1. In principle,
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however, the methods could be extended to accommodate other approaches to identification
based upon, for example, instrumental variables.

Much of the treatment effect literature (e.g., Angrist and Krueger, 2000; Heckman, Lalonde
and Smith, 2000; Manski, 1990; Imbens, 2004) has focused on the average effect of an increase
in the value of the treatment. In particular, in the binary treatment case (w € {0, 1}) interest
has centered on the average treatment effect

Elg(1,X,Z)—¢(0, X, Z)].

With continuous inputs one may be interested in the full average output function g(w,z, z)
(Imbens, 2000; Flores, 2005) or in its derivative with respect to the input,

g—i(w,:n,z), or E[S—i(WX,Z)],
either at a point or averaged over some distribution of inputs and characteristics (e.g., Powell,
Stock and Stoker, 1989; Hardle and Stoker, 1989).

Here we are interested in a fundamentally different estimand, that has appeared to have
received no attention in the econometrics literature. We focus on policies that redistribute the
input W according to a rule based on the X characteristic of the unit. For example upon
assignment mechanisms that match teachers of varying experience to classes of students based
on their mean ability. One might assign those teachers with the most experience (highest
values of W) to those classrooms with the highest ability students (highest values of X') and
so on. In that case average outcomes would reflect perfect rank correlation between W and
X. Alternatively, we could be interested in the average outcome if we were to assign W to
be negatively perfectly rank correlated with X. A third possibility is to assign W so that it
is independent of X. We are interested in the effect of such policies on the average value of
the output. We refer to such effects as Aggregate Redistributional Effects (AREs). The three
reallocations mentioned are a special case of a general set of reallocation rules that fix the
marginal distributions of W and X, but allow for correlation in their joint distribution. For
perfect assortative matching the correlation is 1, for negative perfect assortative matching -1,
and for random allocation 0. By using a bivariate normal cupola we can trace out the path
between these extremes.

We wish to emphasize that there are at least two limitations to our approach. First, we
focus on comparing specific assignment rules, rather than searching for the optimal assignment
rule within a class. The latter problem is a particularly demanding problem in the current
setting with continuously-valued inputs as the optimal assignment for each unit depends both
on the characteristics of that unit as well as on the marginal distribution of characteristics in the
population. When the inputs are discrete-valued both the problems of inference for a specific
rule as well as the problem of finding the optimal rule become considerably more tractable. In
that case any rule, corresponding to a joint distribution of the inputs, is characterized by a
finite number of parameters. Maximizing estimated average output over all rules evaluated will
then generally lead to the optimal rule. Graham, Imbens and Ridder (2006a) and, motivated
by an early version of the current paper, Bhattacharya (2008), provide a discussion for the case
with discrete covariates.

A second limitation is that of this class of assignment rules leaves the marginal distribution
of inputs unchanged. This latter restriction is perfectly appropriate in cases where the inputs
are indivisible, as, for example, in the social interactions and educational examples. In other
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cases one need not be restricted to such assignment rules. A richer class of estimands would
allow for assignment rules that maintain some aspects of the marginal distribution of inputs
but not others. A particularly interesting class consists of assignment rules that maintain the
average (and thus total) level of the input, but allow for its arbitrary distribution across units.
This can be interpreted as assignment rules that ‘balance the budget’. In such cases one might
assign the maximum level of the input to some subpopulation and the minimum level of the
input to the remainder of the population. Finally, one may wish to consider arbitrary decision
rules where each unit can be assigned any level of the input within a set. In that case interesting
questions include both the optimal assignment rule as a function of unit-level characteristics
as well as average outcomes of specific assignment rules. In the binary treatment case such
problems have been studied by Dehejia (2005), Manski (2004), and Hirano and Porter (2005).

We consider the following four estimands that include four benchmark assignment rules.
All leave the marginal distribution of inputs unchanged. This obviously does not exhaust the
possibilities within this class. Many other assignment rules are possible, with corresponding
estimands. However, the estimands we consider here include focal assignments, indicate of the
range of possibilities, and capture many of the methodological issues involved.

3 Aggregate Redistributional Effects

Let hyw|x,z(w|z, z) denote a conditional distribution of W given (X, 7). The distribution in
the data will be denoted by fy|x z(w|z, z). We will allow hy|x z(w|z, z) to correspond to a
degenerate distribution. In general we are interested in the average outcome that would result
from the current distribution of (X, Z,¢), if the distribution of W given (X, Z) were changed
from its current distribution, fyy|x, z(w|x, 2) to hy|x,z(w|x, ). We denote the expected output
given such a reallocation by

B¢ = /g(w, z, 2)hw x, z(w|z, 2) fx 2(7, 2)dwdzdz. (3.2)
In the next two sections we discuss some specific choices for h(-).

3.1 Positive and Negative Assortive Matching Allocations

The first estimand we consider is expected average outcome given perfect assortative matching
of W on X conditional on Z:

BRI = Elg(Fy 4 (Fx 2(X12)|2), X, 7)), (3.3)

where Fy|7(X|Z) denotes the conditional CDF of X given Z and FV}I|Z(Q|Z) is the quantile of

order g € [0, 1] associated with the conditional distribution of W given Z (i.e., FVY}'Z((AZ) is a
conditional quantile function). Therefore FVY}'Z(F x|z(X|Z)|Z) computes a unit’s location on
the conditional CDF of X given Z and reassigns it the corresponding quantile of the conditional
distribution of W given Z. Thus among units with the same realization of Z, those with the
highest value of X are reassigned the highest value of W and so on.

The focus on reallocations within subpopulations defined by Z, as opposed to population-
wide reallocations, is because the average outcome effects of such reallocations solely reflect

complementarity or substitutability between W and X.
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To see why this is the case consider the alternative estimand
prem2 = | [g (B! (Fx (X)), X, Z)] . (3.4)

This gives average output associated with population-wide perfect assortative matching of W
on X. If, for example, X and Z are correlated, then this reallocation, in addition to altering the
joint distribution of W and X, will alter the joint distribution of W and Z. Say Z is also a scalar
and is positively correlated with X. Population-wide positive assortative matching will induce
perfect rank correlated between W and X, but it will also increase the degree of correlation
between W and Z. This complicates interpretation when g (w, x, z) may be non-separable in w
and z as well as w and z.

An example helps to clarify the issues involved. Let W denote an observable measure of
teacher quality, X mean (beginning-of-year) achievement in a classroom, and Z the fraction
of the classroom that is female. If begining-of-year achievement varies with gender, (say, with
classes with a higher fraction of girls having higher average achievement) then X and Z will be
correlated. A reallocation that assigns high quality teachers to high achievement classrooms,
will also tend to assign such teachers to classrooms will an above average fraction of females.
Average achievement increases observed after implementing such a reallocation may reflect
complementarity between teacher quality and begining-of-year student achievement or it may
be that the effects of changes in teacher quality vary with gender and that, conditional on
gender, their is no complementarity between teacher quality and achievement. By focusing
on reallocations of teachers across classrooms with similar gender mixes, but varying baseline
achievement, (3.3) provides a more direct avenue to learning about complementarity.?

Both (3.3) and (3.4) may be policy relevant, depending on the circumstances, and both are
identified under Assumption 2.1. Under the additional assumption that

g(w,z, z) = g1(w, z) + ga2(2),

the estimands, although associated with different reallocations, also have the same basic inter-
pretation. Here we focus upon (3.3), although all of our results extend naturally and directly
to (3.4).
Our second estimand is the expected average outcome given negative assortative matching;:
pr = Elg(Fy (1 - Fx2(X12)|2), X, 2)). (3.5)
If, within subpopulations homogenous in Z, W and X are everywhere complements, then the
difference SP*™ — "™ provides a measure of the strength input complementarity. When g (+) is
not supermodular interpretation of this difference is not straightforward. In Section 77 below

we present a measure of ‘local’ (relative to the status quo allocation) complementarity between
X and W.

3.2 Correlated Matching Allocations

Average output under the status quo allocation is given by

g4 =E[Y] =E[g(W, X, Z)],

2We make the connection to complementarity more explicit in Section ?? below.
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while average output under the random matching allocation is given by

oo | [ [ [ stz )b sl sl | dr),

This last estimand gives average output when W and X are independently assigned within
subpopulations.

The perfect positive and negative assortative allocations are focal allocations, being em-
phasized in theoretical research (e.g., Becker and Murphy 2000). The status quo and random
matching allocations are similarly natural benchmarks. However these allocations are just four
among the class of feasible allocations. This class is comprised of all joint distributions of
inputs consistent with fixed marginal distributions (within subpopulations homogenous in 7).
As noted in the introduction, if the inputs are continuously distributed this class of joint distri-
butions is very large. For this reason we only consider a subset of these joint distributions. To
be specific, we concentrate on a two-parameter subset of the feasible allocations that include as
special cases the negative and positive assortative matching allocations, the independent allo-
cation, and the status quo allocation. By changing the two parameters we trace out a ‘path’ in
two directions: further from or closer to the status quo allocation, and further from, or closer
to, the perfect sorting allocations. Borrowing a term from the literature on cupolas, we call
this class of feasible allocations comprehensive, because it contains all four focal allocations as
a special case.

For the purposes of estimation, the correlated matching allocations are redefined using a
truncated bivariate normal cupola. The truncation ensures that the denominator in the weights
of the correlated matching ARE are bounded from 0, so that we do not require trimming. The
bivariate standard normal PDF is

S w3 ) =
L1, T2 P0) = — F—=
P 2m/1 — p?

with a corresponding joint CDF denoted by ®(z1, z9; p). Observe that

1 2 2
————(x{—2px122+2
¢ 27 2), —00 < X1, T2 < 00

pr(—c <z < ¢, —c<zy <) =P(c,¢p) — (e, —¢;p) — [R(—c, ¢;p) — P(—c, —c; p)],
so that the truncated standard bivariate normal PDF is given by

P(x1, 225 p)
O(c, c; p) — O(c, —¢; p) — [2(—c, ¢ p) — ©(—c, —c; )]
Denote the truncated bivariate CDF by ®..

The truncated normal bivariate CDF gives a comprehensive cupola, because the correspond-
ing joint CDF

Hy,x (w,z) = . (O, (F (w)), ®. ' (Fx (2)); p)

has marginal CDFs equal to Hy x(w, 00) = Fy (w) and Hy, x(00,z) = Fx(x), it reaches the
upper and lower Fréchet bounds on the joint CDF for p = 1 and p = —1, respectively, and it
has independent W, X as a special case for p = 0.

To obtain an estimate of 3™ (p,7) we note that joint PDF associated with Hy x(w,x)
equals

¢c($17$2§p) = —c<zx,r2 < cC.

fw(w) fx ()
¢c (2 (Fw (w))) ¢e (B (Fx(2)))

hwx (w, ) = ¢ (D7 (Fiy (w)), ' (Fx (2)); p)
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and hence that 3™ (p, 0), redefined in terms of the truncated normal, is given by
¢c (22 (Fiw(w)), ' (Fx(2)); p)

0.0 = [ glwn) -
z,2,w be (<I>01(FW(’LU))) Pe (¢01(FX($)))

Average output under the correlated matching allocation is given by

B (p,7) = 7 E[Y] + (1= 7) - 5 (p,0)
= B[]+ (1-7) (3.6)

¢c (07 (Fiw(w)), @71 (Fx (2)); p)
X g(w,z, 2) — —
T,2,W be (<1>c (FW(w))) o (<1>c (FX($)))
for 7 € [0,1] and p € (—1,1).

The case with 7 = 1 corresponds to the status quo:

ﬁsq = ﬁcm(p’ 1)

The case with 7 = p = 0 corresponds to random allocation of inputs within sub-populations
defined by Z:

fw(w) fx z(x, 2z)dwdzdz.

fw (w) fx,z(x, z)dwdzdz,

g = gom(o, 0) = / [// g(w, 2, 2)dFy 1 (w]2)dFy 5 (z]2) | dF2(2).
z x w

Although the cases with 7 = 0 and p — 1 and —1 correspond respectively to the perfect positive

and negative assortative matching allocations:

BPA = Tim 4™ (p, 0), and A" = lim “"(p,0).
p—1 p——1

More generally, with 7 = 0 we allocate the inputs using a normal copula in a way that allows
for arbitrary correlation between W and X indexed by the parameter p. In principle we could
use other copulas.

3.3 Local Measures of Complementarity

A potential problem with the correlated matching reallocation family of estimands 3 (p, ) is
that the support requirements that allow for precise estimation may be difficult to satisfy in
practice. This is particularly relevant for allocations ‘distant’ from the status quo. For example,
if the status quo is characterized by a high degree of correlation between the inputs, evaluating
the effect of allocations with a small or even negative correlation between inputs, such as
random allocation or negative assortative matching can be difficult because such allocations
rely on knowledge of the production at pairs of values (W, X) that are infrequently seen in the
data. For this reason a measure of local (close to the status quo) complementarity between
W and X would be valuable. To this end we next characterize the expected effect on output
associated with a ‘small’ increase toward either positive or negative assortative matching. The
resulting estimand forms the basis of a simple test for local efficiency of the status quo allocation.
W derive this local measure by considering matching on a family of transformations of X
and W;, indexed by a scalar parameter A, where for some values of A the matching is on W;
(corresponding to the status quo), and for other values of A the matching is on X; or —X;
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corresponding to positive and negative assortative matching respectively. We then focus on the
derivative of the expected outcomes from matching on this family of transformations, evaluated
at the value of A that corresponds to the status quo.

For technical reasons, and to be consistent with the subsequent formal statistical analysis
in Section 4 of the previously discussed estimands GP*" and G"*™ we assume that the support
of X; is the interval [x], z,], with midpoint z,, = (2, + x;)/2, and similarly that the support of
W; is the interval [wy, w,], with midpoint wy, = (w, + w;)/2. Without loss of generality we will
assume that z; = 0, z,, = 1/2, , = 1, w; = 0, w,, = 1/2, and w,, = 1. To focus on the key
issues we also ignore the presence of additional covariates Z;. First define a smooth function
d(w) that goes to zero at the boundary of the support of W;:

d(w) = Lysw,, * (Wy —w) + Lw<wny, - (w — wy).

We implement our local reallocation as follows: for A € [—1, 1], define the random variable Uy
as a transformation of (X, W):

Uy=XX-dW)"M 4 (V1-x2)-w.
The average output associated with positive assortative matching on U), is given by
B (N) = Elg(Fy' (Fu, (Ux)), X)) (3.7)

For A = 0 and A = 1 we have Uy = W and U, = X respectively and hence 3(0) = 3% and
B (1) = BP¥™, Perfect negative assortative matching is also nested in this framework since

pr (=X < —a) = pr (X > ) = 1 - F (),

and hence for A = —1 we have 8"(—1) = "™, Values of A close to zero induce reallocations
of W that are ‘local’ to the status quo, with A > 0 and A < 0 generating shifts toward positive
and negative assortative matching respectively.

We focus on the effect of such a small reallocation as our local measure of complementarity:

o Ir
oo =2 0. (3.8)

This local complementarity measure has two alternative representations which are given in
the following Theorem. Before stating this we introduce one assumption. This assumption is
stronger than needed for this theorem, but its full force will be used later.

Assumption 3.1 (DISTRIBUTION OF DATA)

(i) (Y1, W1, X1), (Yo, Wa, X5), ..., are independent and identically distributed,

(i) The support of W is W = [wy, wy], a compact subset of R,

(iii) the support of X is X =[xy, ], a compact subset of R,

(iv) the joint distribution of W and X is bounded and bounded away from zero, and q times
continuously differentiable on W x X,

(v) g(w, x) is q times continuously differentiable with respect to w and x on W x X

(vi) E[|Yi|P|X; = z] is bounded.
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Theorem 3.1 Suppose Suppose Assumption 3.1 holds. Then, 3'° has two equivalent represen-
tations:

5 =E |90 (W, x,) - (X, d(W) - B[X; - (W) Wi])] , (3.9)
and,
g =E :5(Wi, Xi) - % (W3, Xz')] , (3.10)

where the weight function 6(w, ) is non-negative and has the form

Fxw(|w) - (1 — Fxjw(z|w))
Ixyw(z|w)

S(w,z) = d(w)- .(E (XX > 2, Wi = w]—E[X;|X; < 2, W; = w]).
The proofs for the Theorems in the body of the text are given in Appendix C.

Representation (3.9), as we demonstrate below, suggests a straightforward method-of-moments
approach to estimating ﬁ%f. Representation (3.10) is valuable for interpretation. Equation (3.10)
demonstrates that a test of Hy : 5 = 0 is a test of the the null of no complementarity or sub-
stitutability between W and X. If 5 > 0, then in the ‘vicinity of the status quo’ W and X are
complements; if 3 < 0 they are substitutes. The precise meaning of the ‘vicinity of the status
quo’ is implicit in the form of the weight function §(w, z).

Deviations of £ from zero imply that the status quo allocation does not maximize average
outcomes. For !¢ > 0 a shift toward positive assortative matching will raise average outcomes,
while for 8¢ < 0 a shift toward negative assortative matching will do so. Theorem 3.1 therefore
provides the basis of a test of the null hypothesis that the status quo allocation is locally
efficient.

4 Estimation and inference with continuously-valued inputs

In this section we discuss estimation and inference. We focus on the case without additional
exogenous covariates. First, in Section 4.1 we describe the nonparametric estimators for the
regression functions. In order to deal with boundary issues we use new kernel estimator. Next,
in Section 77 we lay out the key assumptions. Then, in Section 3.1 we present estimators for
the first pair of estimands, gP*™ and G"*™. In Section 4.3 we discuss estimation and inference
for 3™ (including £™), and in Section 4.4 we discuss 3'°. Estimation of and inference for the
status quo allocation (359 is straightforward, as this estimand is a simple expectation, estimated
by a sample average.

4.1 Estimating the Production and Distribution Functions

For the two distributions functions we use the empirical distribution functions:

N N

R 1 - 1

Fy (w) = N § 1w <w, and  Fx(z)= N E :1X1~§m-
i=1 =1

For the inverse distribution functions we use the definition:

Sl )
and Fy (q) = ;Iégg Loy ()50
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The estimands we consider in this paper depend on the regression function g(w, x) (in the
case of fPam gnam - gem) or its derivative (in the case of 5'°, which also depends on the regression
function m(w) = E[X;|W; = w]). In order to estimand these objects, we need estimators for
the regression functions and their derivatives. Write the regression function as

h
glw,2) =E[Y[W =w, X =a] = %
where
hi(w,z) = fwx(w, ), and  ho(w,2) = g(w, 2) - fwx(w, ).

To simplify the following discussion, we rewrite hy(w, x) and ho(w, x) as
hm(wa 517) = E[‘/zm“/vz =w, X; = 5L'] : fWX(wa :L')a

for m =1,2, where V;; =1, Vjo = Y;.
We focus on estimators for h,,(w, z), and use those to estimate g(w, x) and its derivatives.
The standard Nadaraya-Watson estimator for h,,(w, x) is

N
Do, (W, ) = ﬁ;Wm K (Wzb w’ Xzb :13> '
We denote the resulting nonparametric estimators by g(w,z). We estimate the derivative of
g(w, x) with respect to w by taking the derivative of the estimator of g(w, x).

Because the support of (W;, X;) is assumed to be bounded, we have to deal with boundary
bias of the kernel estimators. Because we also need bias reduction by using higher order
kernels we adopt the Nearest Interior Point (NIP) estimator of Imbens and Ridder (2006). This
estimator divides, for given bandwidth b, the support of (W, X) into an internal part and a
boundary part. On the internal part the uniform convergence of the kernel estimators holds,
but the estimators must be modified on the boundary part of the support. The NIP estimator
coincides with the usual Nadaraya-Watson (NW) kernel estimator on the internal set, but it is
equal to a polynomial on the boundary set. The coefficients of this polynomial are those of a
Taylor series expansion in a point of the internal set.

To obtain a compact expression for the NIP estimator we adopt the following notation.
The vector z = (w x)’ has L = 2 components. Let Z denote the (compact) support of Z. Let
X denote an L vector of nonnegative integers, with |\ = 332, A, and Al = [[Z, A/, For L
vectors of nonnegative integers A and p let g < A be equivalent to yy < A\ foralll=1,..., L,
and define

L

( 2 > - M!(/\/\i I l_qu!(/\/z\li w)! ﬁ( 25 > '

=1 =1

For L vectors A and z, let 2* = Hlel zlAl. As shorthand for partial derivatives of some function
g we use g™ (2):

Hgl!
Ny 99
g o\ Os?
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The definition of the internal set depends on the support of the kernel. Let K : R — R denote
the kernel function. We will assume that K(u) = 0 for v ¢ U with U compact, and K (u)
bounded. For the bandwidth b define the internal set of the support Z as the subset of Z such
that all Z with a distance of up to b times the support of the kernel from z are also in Z

{ZGRLZ }CZ}:{zEZ|{z—b-u|u€U}CZ}. (4.11)

b

This is a compact subset of the interior of Z that contains all points that are sufficiently far away
from the boundary that the standard kernel density estimator at those points is not affected by
any potential discontinuity of the density at the boundary. If U = [~1,1] and Z = ®le1 (21,21,
we have Z{ = @[z + b,z — b].?

Next, we need to develop some notation for Taylor series approximations. Define for a given,
q times differentiable function g : R” +— R, a point » € R” and an integer p < ¢, the (p — 1)-th
order polynomial function ¢ : Z — R based on the Taylor series expansion of order p — 1 of g(+)
around 7r:

t(z;9,7,p) Z Z i ) (z —r)>‘ (4.12)

J=0 |Al=j

Zg:{zez

Because the function g is ¢ > p times continuously differentiable the remainder term in the
Taylor series expansion is

9(2) ~ 100 = 3 oV EE) - (2 -

[A=p

with 7(z) intermediate between z and r. Because Z is compact, and the the p-th order contin-
uous, the pth order derivative must be bounded, and therefore this remainder term is bounded
by C|z—r|P. For the NIP estimator we use this Taylor series expansion around a point that de-
pends on z and the bandwidth. Specifically, we take the expansion around ry(z), the projection
on the internal set

rp(z) = argmin, ;1 |z — 7]

With this preliliminary discussion, the NIP estimator of order p of h,,(z) can be defined:

hun N 1pp(2) §j§j B (r(2)) (2 = 1 (2)) (4.13)
J=0 [X|=j '
with ﬁgi‘?NW the A-th derivative of the kernel estimator flm Nw. For values of z € Zg , the NIP

estimator is identical to the NW kernel estimator, }Alm7N[P7p(Z) = ﬁmNW(z). It is only in the
boundary region that a p-th order Taylor series expansion is used to address the poor properties
of the NS estimator in that region.

Now the NIP estimator for g(w, ) is

hon1pp(w, z)

gnipp(w, x) =
" hiN1pp(w, )

3The set [—1,1]% is the set of L vectors with components that are between -1 and 1. The set @i, [z, 7] is
the set of L vectors with I-th component between 2, and Zi.
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and the NIP estimator for the first derivative of g(w, x) with respect to w is

agmp,p( - aphaNpp(w, )  haNipp(w, @) - Frhn Nipp(w, )
IINIPp (), ) —

2 R 2
Ow hiN1Pp(w, ) (hl,NIP,p(wv 33))

Unlike the NW kernel estimator, the NIP estimator is uniformly consistent. Its properties are
discussed in more detail in Imbens and Ridder (2008). A formal statement of the relevant
properties for our discussion is given in Lemmas A.20, A.21, and A.22, and Theorems A.1, A.2,
and A.3 in Appendix A.

In the remainder of the paper we drop the subscripts from the estimator of the regression
function. Unless specifically mentioned, g(w, z) will be used to denote gnrpp(w, ).

Next we introduce two more assumptions. Assumption 4.1 describes the properties of the
kernel function, and Assumption 4.2 gives the rate on the bandwidth. Before stating the next
assumption we need to introduce a class of restrictions on kernel functions. The restrictions
govern the rate at which the kernel, which is assumed to have compact support), goes to zero
on the boundary of its support. This property allows us to deal with some of the boundary
issues. Such properties have previously been used in, for example, Powell, Stock and Stoker
(1989).

Definition 4.1 (DERIVATIVE ORDER OF A KERNEL) A Kernel K : U — R is of derivative
order d if for all u in the boundary of the set U and all |\ < d—1,

A

Assumption 4.1 (KERNEL)

(i) K : R?* = R, with K (u) = [[7—; K(w),

(ii) K(u) =0 for u ¢ U, with U= [-1,1]?,

(iii) K is r times continuously differentiable, with the r-th derivative bounded on the interior
of U,

() K is a kernel of order s, so that [; K(u)du =1 and [; u K (u)du = 0 for all X such that
0 <|A < s, for somes>1,

(v) K is a kernel of derivative order d.

We refer a kernel satisfying Assumption 4.2 as a derivative kernel of order (s, d).

Assumption 4.2 (BANDWIDTH) The bandwidth by = N~° for some § > 0.

4.2 Estimation and Inference for Bpam and Bnam

In this section we introduce the estimators for GP*™ and G"*™ and present results on the large
sample properties of the estimators. We estimate GP2™ and g"#™ by substituting nonparametric
estimators for the unknown functions g(w, z), Fiy (w), and Fx (z):

N N
gram = %Zg (B (Fx (X)), X:),  and from = %Z@ (£ (1= Fx (X)), X,)
i=1 =1

The formulation of the large sample properties of these estimators is somewhat complicated.
There are four components to its asymptotic approximation. The first component corresponds
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to the estimation error in g(w,x). This component converges at a rate slower the regular
parametric (root-IN) rate. This is because we estimate a nonparametric regression function
with more arguments than we average over in the second stage, so that Bpam and Bnam are
a partial means in the terminology of Newey (1994). The other three terms converge slightly
faster, at the regular root—N rate. There is one term each corresponding to the estimation
error in Fyy(w) and Fx(x) respectively, and one corresponding to the difference between the
average of g(Fj'(Fx(X;, X;)) and its expectation. In describing the large sample properties
we include all four of these terms, which leaves a remainder that is o,(N~'/2). In principle one
could ignore the three terms of order O,(N -1/ 2), since they will get dominated by the term
describing the uncertainty stemming from estimation of g(w, x), but including the additional
terms is likely to lead to more accurate confidence intervals. In order to describe the formal
properties it is useful to introduce notation for an intermediate quantity. Define:

N
~ 1 ~ ~
pam __ -1 ) .
grem = — ;_1 g (FW (FX(XZ)> ,XZ> : (4.14)
so that we can write Bpam — pgram — (Bpam - Bpam) + (Bpam — BP*™). Then Bpam — ppam —
O,(N~1/2), and the remaining term [pam _ gpam — OP(N_I/zb]_Vl/z).

To describe the large sample properties of Bpam we need a couple of additional objects.
Define

gw (Fyy' (Fx (2)), =)
fw (Fy (Fx (x)))
qw (w) = Elgw x (w, X)],
_ gw(Fy (Fx(2)),2)

e ) M

qwx (w, ) = ’ (lFW(w)SFX(m) - FX(:E)) )

and
rx(z) = E[rxz(x, X)].

Theorem 4.1 (LARGE SAMPLE PROPERTIES OF [3P2™)
Suppose Assumptions 2.1, 8.1, 4.1, and 4.2 hold with ¢q >2s+ 1, r>s+3,p>4,d>s—1,
and 1/(2s+1) <0 < 1/6. Then

b1/2 Bpam_ﬁpam d 0 (pam 0
m'( Nﬁg’am—ﬁpm >>*N<<o>’< 0o ))

where

2
== 5 00 [ ([ (o iy ) )

Sfwix (Bt (Fx (X3)) |XZ-)] :
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and
5" = E | (aw (W) + rx(X3) + g(Fy! (Fx (X0), X9) — 7))

Suppose we wish to construct a 95% confidence interval for SP*™, In that case we approximate
the variance of gPam —gpam by V = O™ N1 -b]_vl—l—Qggm-N_l, using suitable plug-in estimators

Qf?m and Qg;m, and construct the confidence interval as (Bpam —1.96- \/@ , 3Pam 41,96 - \/@ ).
Although the first term in V will dominate the second term in large samples, in finite samples
the second term may still be important.

Similar results hold for g"#™, with some appropriately redefined concepts. Define

grom = LS (3 (1~ Fe(x) ) s
=1

_ owlFi (1= Px(@)),2)
S (F' (1= Fx(2)

™ (w) = E iR (w, X)),

(o _ Bo(F (1= Fx(2)).2)

X7 (x, z2) = (Bl (1= Fx(2)) (La<e — Fix(2)),

awx (w, ) (L (w)<Fy () — Fx(2)),

and
r¥t(e) = E[r¥7 (=, X)].
Theorem 4.2 (LARGE SAMPLE PROPERTIES OF (3%2m)

Suppose Assumptions 2.1, 8.1, 4.1, and 4.2 hold with ¢q >2s+ 1, r>s+3,p>4,d>s—1,
and 1/(2s+1) <0 < 1/6. Then

b1/2 Bnam _ Bnam d 0 (Qnam 0
(VI (G)-(F i)

where
2
X
" = E|o? (! (1 - Fx(). %) | ( [ x <u T ) uu>> dn
JSwix (Fy' (1 — Fx(X)) |X)] ;
and

B = B (ali™ (W) + (0 + g (W, X) - 5]
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4.3 Estimation and Inference for 5 (p, 1)

Replacing the integrals with sums over the empirical distribution we get the analog estimator

A AL b (051 (Ew (W), &7 (Fx (X,)): )
B (p.0) = 55 20 D 3(Wi, X)) A A .
g N? ;;9 ’ be <<1>c_1(FW(Wi))> be (q)El(FX(Xj)))

Observe that if p = 0 (independent matching) the ratio of densities on the right hand side is
equal to 1.

For 7 > 0, the " (p, ) estimand is a convex combination of average output under the
status quo and a correlated matching allocation. The corresponding sample analog is

B (p,7) =7 B9+ (1= 7) - 3™ (p, 0).

This estimator is linear in the nonparametric regression estimator § and nonlinear in the em-
pirical CDFs of X and W. This structure simplifies the asymptotic analysis.

A useful and insightful representation of 3™ (p,0) is as an average of partial means (c.f.,
Newey 1994). This representation provides intuition both about the structure of the estimand
as well as its large sample properties. Fixing W at W = w but averaging over the joint
distribution of X and Z we get the partial mean:

1 (w) = Ex [g(w, X) - d(w, X)], (4.16)

where

Ge(Dc (Fw (w)), 821 (Fx (7)) p)
¢e(@5 (Fiv (w)))de( @2 (Fx (2)))

Observe that (4.16) is a weighted averaged of the production function over the joint distribution
of X and Z holding the value of the input to be reallocated W fixed at W = w. The weight
function d(w, X') depends upon the truncated normal cupola. In particular, the weights give
greater emphasis to realizations of g(w, X, Z) that are associated with values of X that will be
assigned a value of W close to w as part of the correlated matching reallocation. Thus (4.16)
equals the average post-reallocation output for those firms being assigned W = w. To give a
concrete example (4.16) is the post-reallocation expected achievement of those classrooms that
will be assigned a teacher of quality W = w.

Equation (4.16) also highlights the value of using the truncated normal copula. Doing so
ensures that the denominators of the copula ‘weights’ in (4.16) are bounded from zero. The
copula weights thus play the role similar to fixed trimming weights used by Newey (1994).

If we average these partial means over the marginal distribution of W we get 3™ (p, 0), since

B (p, 0) = Ew [n (W)],

d(w,z) = (4.17)

yielding average output under the correlated matching reallocation.
From the above discussion it is clear that our correlated matching estimator can be viewed
as a semiparametric two-step method-of-moments estimator with a moment function of

m(Y, W, 5% (p,7),n(W)) = 7Y + (1 = 7)n (W) = 5" (p, 7).
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Our estimator, ch(p, 7), is the feasible GMM estimator based upon the above moment function
after replacing the partial mean (4.16) with a consistent estimate. While the above represen-
tation is less useful for deriving the asymptotic properties of 5 (p,7) it does provide some
insight as to why we are able to achievement parametric rates of convergence.

e (. z) = — 9P (Fiv (), & (Fx(2)); p)

(1= p2)e(®: L (Fir(w)))260(®: L (Fx(2))
[0 (Fx (2)) — p®; " (Fiv (w))]
p¢c(q>c_1(FW(w))v q>c_1(FX(‘/E) ?p)

K00 = T 0@ (B (1)@ (P ()
(@71 (Fir(w)) — p®7 Y (Fx (X5))] -
gy — e @ B (), @ (Fx(2)): )

¢ (02 (Fiw (w))) ¢ (0 (Fx (2)))
Yoy, w, z) = (E[g(W, x) - w(W, 2)] — 3" (p,0)) + (E [g(w, X) - w(w, X)] = 8" (p, 0))
fw(w) - fx(z)

(o) W 9w n)w(w,2)

¢g(y,w,$) =
b (3, ) = / / g(s,Dew (5,8) (1w < 5) — Fw () fw (5) fx (t) dsdt.

Py, w,7) = / / g(s,tex (5,1) (1 (x <€) — Fx(6) fw (5) fx (¢) dsdr.

Theorem 4.3 Suppose Assumptions 2.1, 3.1, 4.1, and 4.2 hold with ¢ > 2s —1,r > s+ 1,
p>3,d>s—1, and (1/2s) < 6 < 1/4, then

B (o, 7) B B p, 7)
and
VN(B™(p,7) = B™(p, 7)) < N(0, ™),
where
QM =E[(r(Y = B) + (1 = 7) v (Y, W, X))
and
By, w,) = Yo (y, w, 2) + Yy(y, w, 2) + Yw (y, 0, 2) + x (y, w, 7). (4.18)

Define

o = TS (V- ) 4+ (L 1) (Y, Wi, X, Z0)



GIR, full paper, February 8, 2009 [19]

4.4 Estimation and Inference for 3

Estimation of 3!° proceeds in two-steps. First we estimate g (w, ) = E[Y|W = w, X = z] (and
its derivative with respect to w) and m (w) = E[X|W = w] using kernel methods as in Section
4.1. In the second step we estimate 5 by method-of-moments using the sample analog of the
moment condition

B | 500 (W X)) - dIW) - (X = m () = 9| =0,

where g (W, X) and m (W) are replaced with the first step estimates, i.e.,

o= = w0 (W) - (X - (1) (419

The asymptotic properties of BIC are summarized by Theorem 4.4.

Theorem 4.4 Suppose Assumptions 2.1, 8.1, 4.1, and 4.2 hold with ¢ > 2s — 1, r > s+ 1,
p>4,d>s—1,and 1/(2s) <0 < 1/8. CHECK CONDITIONS Then

Blc ﬁ) ﬁlc ’

and
VN(B© - gy L N (0,05,
where
a 2
Q°=E [<%g (Wi, X3) - d(W3) - (Xi — m (W3)) + 8y (Yi, Wi, Xi) + O, (Y2, Wi, XZ-)> ] ,
where
_ 1 Ofwx (w, )
Oy (y,w, ) = “Tox(wa) oW d(w) (y — g (w, z)) (x —m (w))
SO i) (4 9w, 2)
08Dy glaw, )~ m ().
and

ow

Wi = u] - dw) (o - miw)

The variance component corresponding to dq(y, w, x) and 0, (y, w, ) captures the uncertainty
from estimating a% g(w, x) and m(w) respectively.

5 A Monte Carlo Study

6 Conclusions
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NOTATION

by = N~° is bandwidth

K =dim(Z2)

Wix=X-X+(1—-X) W for testing ARE’s

(’s are average outcomes under various policies

[P for positive assortative matching

/™ for negative assortative matching

B for random matching

(%4 for status quo

3™ (p, ) for correlated matching

B¢ is limit of the local complementarity test statistic

gw,z,2) =EY|W =w, X = 2,7 = z] = ho(w, x, 2) /h1(w, z, 2)

m(w, z) = E[X|W =w, Z = 2]

Ky(u) = #K(u/ o) is kernel, where the dimension of u is k 4+ 2. Kernel is bounded, with bounded
support U C R*¥*2, and of order s.

Support of random variable Z is Z

V =(W,X,Z") is collection of all random right hand side variables

N observations, (Y, V;) i=1,...,N.

¢ is number of derivatives of g(w, z) and fwx (w, )

r is number of derivatives of kernel K (u).

s is order of kernel K (u)

d is derivative order of kernel K (u)

p is number of conditional moments of Y; that are finite

t is number of derivatives of weight function w(-) and n(-) in IR theorems
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Appendix A: Additional Lemmas and Theorems

In this appendix we state a number of additional results that will be used in the proofs of the four Theorems
3.1-4.4. Specifically, Theorem 3.1 uses Lemmas A.1 and A.2. Theorem 4.1 uses Lemmas Theorem 4.2 uses the
exact same lemmas. Theorem 4.3 uses Lemmas Theorem 4.4 uses Lemmas and Theorems.

Definition 6.1 (SOBOLEV NORM) The norm that we use for functions g : Z C RY — R that are at least j times
continuously differentiable is the Sobolev norm

3gw ‘
gl, = sup |Z5 (2)].
9, AN (
Lemma A.1 Let f : X — R, with X = [z;,24] a compact subset of R, be a twice continuously differentiable

function, and let g : R — R satisfy a Lipschitz condition, |g(x +y) — g(z)| < c-|y|. Then

82 2 2
¥ @f(.’l}) R

7600 = (56000 + 370 - (6 — 9000 ) | < 3 -sup

Lemma A.2 Let X be a real-valued random variable with support X = [x;, x.], with density fx(x) > 0 for all
z €X, and let h : X+— R be a continous function. Suppose that E[|h(X) - X] is finite. Then
0

Cov(h(X),X)=E [a_xh(X) ~ V(X)] ;

where

_ Fx(z) - (1 - Fx(z)
v(z) = Fx (2)

C(EBXIX > 2] -E[X]X <z]),
and Fx(z) is the cumulative distribution function of X.
For completeness we state a couple of results from Athey and Imbens (12006, AI from hereon).

Lemma A.3 (LEMMA A.2 IN Al) For a real-valued, continuously distributed, random variable Y with compact
support Y = [y, ], with the probability density function fy (y) continuous, bounded, and bounded away from zero,
onY, for any 6 < 1/2:

sup N - |Fy (y) — Fy (y)| & 0.

yeyY

Lemma A.4 (LEMMA A.3 IN Al) For a real-valued, continuously distributed, random variable Y with compact
support Y = [y, 7], with the probability density function fv (y) continuous, bounded, and bounded away from zero,
onY, for any 6 < 1/2:

sup N°-|Fy'(q) — Fy'' (q)] 2 0.
q€[0,1]

Lemma A.5 (LEMMA A.5 IN AT) Suppose Y = [y,7], and Fy(y) is twice continuously differentiable on Y,

with its first derivative fy(y) = %};(y) bounded away from zero on Y. Then, for 0 < n < 3/4 and § >

sup N |Fy(y+ ) — Fy(y) — (Fy (y + ) — Fy(y))| == 0.
yEY,x<N =9 z4+ycY

Lemma A.6 (LEMMA A.6 IN Al) Suppose Y = [y,7], and Fy (y) is twice continuously differentiable on Y, with

OFy

its first derivative fy (y) = 5 (y) bounded away from zero on Y. Then, for all0 <n <5/7,

n |-l _ 1 1 ﬂ)

q€[0,1]

(£ (5 (@) — )
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Lemma A.7 For real-valued, continuously distributed, random variables Y and X, with compact support Y =
ly,7] and X = [z, 7], with the probability density functions fy (y) and fx(x) continuous, bounded, and bounded
away from zero, on Y and X, for any § < 1/2:

sup N° - (FX( )) — By (Fx(2)] 2 0.

zeX

Lemma A.8 Suppose Y = [y, 7], and Fy (y) is twice continuously differentiable on Y, with its first derivative
frly) = aFY (y) bounded away from zero on'Y. Then, for 0 <n < 3/4 and § > max(2n —1,n/2),

sup N"-|Fy(y+2) — Fy(y) — fr(y) -z| 2> 0.

yeY,2<N— z+yeY

Lemma A.9 Suppose Assumptions 8.1-4.2 hold. Moreover, suppose that in these assumptions ¢ > 2s — 1,
r>s—1. Then

jgglm(w) —m(w)| = Op <<Jl\lfl(]l\)[13;)l/2 + b%) :

Lemma A.10 Suppose Assumptions 3.1-4.2 hold. Moreover, suppose that ¢ > 2s+ 1 and r > s + 3, Then (3)

n 1/2
sup Iﬁ(w,w)—g(wvw)|_0”<<zlv(.]l\>f?i) +b?v>,

weW,zeX

(i)

3 _9g _ In(N)\'? |,
wESVt/lEEX aw( ) ) 87,0 (w,:c) - OP <<N . bé}v + bN )
and i),
9 &g _ In(N) \*
weS%;/l,I:z)ex 37(107:6) 3—(w z)| = O» <N b8, +ov )

The next lemma shows that we can separate out the uncertainty in Bpam into five components: the uncertainty
from estimating g(-), the uncertainty from estimating Fy;'(-), the uncertainty from estimating Fx(-), and the

uncertainty from averaging g(Fy, (Fx(X:)), X;) over the sample, and a remainder term that is o, (Nfl/z).
Define

pamgzﬁz:: ))7Xi)7

N
B = 5 39 (i (Fx(X), X
=1
. 1 & R
Boumnx = 5 29 (B (Fx(x0), X0
=1
and
1 N
Ipam = 37 > g (Fy' (Fx(Xi), Xi) -
=1

Lemma A.11 Suppose Assumptions 3.1, 4.1, and 4.2 hold with ¢ > 2s+1,r > s+ 3, and0<§ <1/6. Then
Bpam _ /Bpam —
(Bpam,g - gpam) + (Bpam,W - gpam) + (Bpam,X - gpam) —+ (gpam _ /Bpam) + op (Nfl/Z) ) (Al)
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The next two results are special cases of theorems in Imbens and Ridder (2008). The first one refers to the full
mean case, and focuses on the case where we take full means of regression functions and their first derivatives.
The second result focuses on partial means of regression functions. The results in Imbens and Ridder (2008)
allow for more general dependence on higher order derivatives, even in the partial mean case. Here we also
restrict the analysis to the case where the regressors are the pair (W;, X;).

Let Z;, = (W;, X;), with X; e XCREX, W, e W C RFW | Z, € W x X € R*?, with Lz = Lx + Lw. As before
h(z) = (h1(2), ha(2))’, with h1(2) = fz(2), and h2(z) = E[Y|Z = 2] - fz(2). Let n: R® — R, t : X — W, and
w : X — R, and define Y = (YZ ffig)’, with Y;; = 1 and Yis = Y;. We are interested in full means (possibly
depending on derivatives) of the regression function,

fm = E [W(Z)n (hW (Z))] ,
or partial means,
Opm = E [w(Zi)n (h (Z1,1(Z1)))] -

In the full mean example kM denotes the vector with elements including all derivatives R for w < A The
estimators we focus on are

N N
. 1 “ix . 1 .
i = }izljmxi)n(hk%p,s(z), and Gpm = }izljw(xnn(hmp,s(t(m),Xn).

It will also be useful to define the averages over the true regression functions and their derivatives,

Ot = %Zw(){i)n(hm (7)), and Gy = % > w(Xn(h(t(X:), X)),

Assumption A.1 (DISTRIBUTION)

(i) (Y1,Z1), (Y2, Z2),..., are independent and identically distributed,

(ii) the support of Z is 7. C R*% | 7 = ®ZL:ZI[gl,El], 2, <Z foralll=1,...,Lz.

(13) sup,c, E[|Y|P|Z = 2] < 0o for some p > 3.

(w) g(z) = E[Y|Z = 2] is q times continuously differentiable on the interior of Z with the g-th derivative bounded,
(v) fz(z) is q times continuously differentiable on the interior of Z with the g-th derivative bounded.

Assumption A.2 (KERNEL)

(i) K : R* — R, with K (u) = [}, K(u),

(i) K (u) =0 for u ¢ U, with U = [—1,1]%,

(#i) K is r times continuously differentiable, with the r-th derivative bounded on the interior of U,

() K is a kernel of order s, so that [, K(u)du =1 and [ w K (u)du = 0 for all X such that 0 < |\ < s, for
some s > 1,

(v) K is a kernel of derivative order d.

Assumption A.3 The bandwidth bxy = N—? for some § > 0.

Assumption A.4 (SMOOTHNESS OF n AND w)
(i) The function n is t times continuously differentiable with its t-th derivative bounded, and
(%) the function w is t times differentiable on X. with bounded t-th derivative.

Assumption A.5 (SMOOTHNESS OF t)
(i) The functiont : X — W is twice continuously differentiable on X with its first derivative positive, bounded,
and bounded away from zero.

Theorem A.1 (GENERALIZED FULL MEAN AND AVERAGE DERIVATIVE, IMBENS AND RIDDER, 2008)
If Assumptions A.1, A.2, A.3, and A.4 hold with ¢ > [N\ +2s =1, r > |\ +s—14+ Lz, t > |\ +s,p>3,
d > max{\,..., At} +s—1, and

L<5<min 2—% !
2s 2L + 4max{1, ||} 2L + 4|}
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then éfm is asymptotically linear with

VN (Bt — Otm) = \/Lﬁ ﬁ: (w(Zon(h(20)) & [w(z)m (1Y (20))])

Z (Z 1 S ( ) (X E[agﬁ(x)ffm])) + 0p(1).

with
« )= Ix\2)Ww\2)—FF (A z and o 20) = Jx (R)W(R)—F— (A z

The second theorem from IR gives the asymptotic properties of the GPM estimators

Theorem A.2 (GENERALIZED PARTIAL MEAN, IMBENS AND RIDDER, 2008)
If Assumptions A.1, A.2, A.8, A4, and A.5 hold withq >2s—1,r>s—1+4+ Lz, t>s,p>4,d>s—1, and

L < § < min i L

2s 2Lz + 4’ 2Lz ’
then épm is asymptotically linear with

VN (Opm — Opm) = VN - (Opm — Opm)

N 2
~ Wi — t(X;) 1o}
m(Xi) Yim | K| ————2 + —t(Xi) - us, d
T Z;<a /. (g0 s )

i=1

-E [am(X)’Ym 5 K <W_bi]§(x) + 82175()() : uz,uz) dm]) + 0, (1),

with
a1(z) = fZ(t(fv%w)W(fv)g—,Z(h(t(fv)vw))v and  az(z) = fZ(t(fv%fv)W(x)g—,Z(h(t(x)va))-

Moreover,
VNbH 2 (Opm — Opm) 0)'\o %))

Vi = E [(w(X)n(h(t(X), X)) — Opm)°]

with

53 53./1Hmm(xht@nnam@Hﬁ%ﬂ@Hxéz<A;}(<Uhg¥ﬁxHU1+U{>m“)zmme@HJQHD¢M7

=1m’=1

With s (2) = E[Yim Yip | X = 2] for m,m/ = 1,2.

Lemma A.12 Suppose Assumptions 3.1, 4.1, and 4.2 hold, withq >2s—1,r>s+1,p>4,d>s—1, and
1/(2s) <6 < 1/8. Then

VN (8,-79)
L NN (v P (R (X)) X)), Wi — By (Fx(X.) pex)
= Nbn ;(Yz 9(Fw' (Fx(X:)), X)) /uz K< . + T Fal (x5)) ™ 2> dus

+op (1).
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Lemma A.13 Suppose Assumptions 3.1, 4.1, and 4.2 hold WITH q > 2. Then

__ —1/2
g’Nqu +°”(N )

Lemma A.14 Suppose Assumptions 3.1, 4.1, and 4.2 hold, with ¢ > 2. Then

N
o 1 _
/Bpam,X - gpam = N ZTX (Xz) + Op (N 1/2) .
=1

and
1 & g
G =N ; H Wir Xi) - d(Wi) - (Xi —m(W3)).

Lemma A.15 Suppose Assumption 3.1 hold. Moreoever, suppose that the estimators for g(w,z) and m(w),
g(w,z) and m(w) respectively, satisfy

s |oi(wa) = ghgtw.s)| = 0(N7) and - sup fia(u) — m(w)| = 0p(NV 7).
for some n > 1/4. Then
gl —p = (Blc,g - glc) + (Blc,m - glc) + (glc - ﬁlc) +0p (Nil/z) . (A.2)
Lemma A.16
Breg = e = 3 Za (Ys, Wi, X2) + 0p (N’l/z) , (A.3)
where
_ 1 ofwx W, X) o, _
By (¥, W, X) = s S (¥ = g (W X)) d(W) (X —m (W)
om (W)
- aow) (v - g (X))
o d(W) (X = m(W)) (Y~ g(W, X).

Lemma A.17 IfE[e;|X;] =0, E[e?|X;] finite, E[Y;?| X,] finite, and by — 0, then, for

()

h(z) =E[Y:|X; = z] - fx(x), and  h(z

\/% ﬁ;g : (h(xi) - h(Xi)) = 0,(1),
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Lemma A.18 Suppose E[e;:|X;] = 0, E[e?|X;] finite, E[Y?|X] finite, and by — 0. With

hi(z) = fx(x), and  ho(z) = E[Yi|Xi = 2] - fx(x),

~ 1 N X, —x

hl(x)_N'bNZ;K< e ) and  h(z < )
then, for

9(x) = ha(z)/h1(2), and  §(z) = ha(z) /I (@),

if SUpP ,ex |ilm($) — han(x)| = Op(N~") for some n > 1/4, then
e 30— 9(X) = op(1)

Lemma A.19 Suppose Assumptions 3.1-4.2 hold, with g > 2s—1,r>s,p>3,d>s—1, and
1 1 2
— <0< 5 ——
2s 3 3p

Then

B ~Tre = = im [ W X0 | Wi ) - (X = m(3¥) 0, (52) (A1)

The next lemma gives a bound on the bias of the NIP estimator.

Lemma A.20 (BIas)
If form=1,..., M Assumptions 3.1-4.1 hold, and ¢ > 2s — 1 andr > s — 1, then

sup |E [i}m,mp,s(z)] - hm(z)‘ =0 (b).
ZEL

Note that by matching the order of the kernel and the degree of the polynomial in the NIP estimator we obtain
the same reduction in the bias on the full support as on the interior set, i.e. the NIP estimator has a bias that
is of the same order as that of the NW estimator on the interior set. The variance is bounded in the following
lemma.

Lemma A.21 (VARIANCE)
If Assumptions 8.1-4.1 hold and ¢ > s — 1,7 > s— 1+ L, then

- log N 1/2
hm s —E [ m, s ] ‘ = .
ilég NIPs(2) NIP, NO

This is the same bound as for the NW estimator on the internal set.
The two lemmas imply a uniform rate for the NIP estimator

Lemma A.22 (UNIFORM CONVERGENCE)
If Assumptions 8.1-4.1 hold and ¢ > 2s — 1,1 > s — 1+ L, then

- log N \Y% |
et w0 (25) ).

Before the next theorem we need some additional definitions. Define

6= /S 2 /S (o1, 32) s 51 (52 (A5)

sup
ZEL

with estimator
] X
0=— Z Z n(hnrp,s(S1j,S2k))- (A.6)

Define also

ni(s) = E[n(h(s, S:))], and mna(s) = E[n(h(S;,s))].
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Theorem A.3 Suppose that Assumptions 3.1-4.2, hold with ¢ > 2s — 1 and r > s — 1 + L, that n(-) is twice
continously differentiable, and that

1 1
%8 <6< 5L
then
VN —0) = \/_Z{ h(S1i, 52))] — 0) + Eln(ho(S1, S2:))] — 6)} + (A7)
Z{ DVifsy(Su)fsa(Sa) = Bvs | S h0(S)) Vo (805 (50)| |} + 01
\/— 1 2 8h 1 2 P

Before stating some additional lemmas that will be used for proving Theorem 4.3 we need some additional
definitions. Define

gcm:NZZZng,X ¢C( c ( ( ))7(1)6 ( ( )),P)

22 $e (O (Fw (W) ge (@' (Fx(X;)))
B =m éﬁ;g(w“ 2 j(c(I?(ng(t(ﬂva);;f(;F X(gd)?)(/;g)
5 = 5 iig(‘” ’ f<§<$%f<fxﬁii'$>
= S g e )

Lemma A.23 Suppose Assumptions 3.1-4.2 hold. Then
B (p,0) = 57 (p,0) = (5™ =7 + (B — 7)) + (%" —5°™) + (@™ = 5°(p,0)) + 0, (N71/2).

Lemma A.24 Suppose Assumptions 3.1-4.2 hold. Then

gom — g = NZ% Yi, Wi, X) + op (N’l/z),

i=1

where

fw(w) - fx(x)

Fox(w.z) Y 9w ) - d(w,2). s

Yoy, w, ) =
Lemma A.25 Suppose Assumptions 3.1-4.2 hold. Then

R 1 &

B =7 = 5 D vw(¥i Wi, Xi) 40, (N717)

i=1

where

Yw (y,w,x) = Elew (Wi, Xi) - g(Wi, Xi) - (Lu<w, — Fw(w))]. (A.9)
Lemma A.26 Suppose Assumptions 3.1-4.2 hold. Then

N
B =g = 1 ST U (Y Wi, X0 o, (N2
i=1

where

Yx (y,w,z) = Elex (Wi, Xi) - g(Wi, Xi) - (la<x, — Fw ()] (A.10)
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Lemma A.27 Suppose Assumptions 3.1-4.2 hold. Then

N
T = 7, 0) = 5 D YoV Wi, Xo) 0, (N1/2),
i=1
where
Yoy, w, ) = (Blg(Ws,z) - d(Wi, z)] = 57 (p,0)) + (E[g(w, Xs) - d(Ww, X3)] = 8" (p, 0)) . (A.11)
The following theorem is a simplifed version of the V-statistics results in Lehman (1998).

Theorem A.4 (V-STATISTICS) Suppose Z1,...,Zn are independent and identically distributed random vectors
with dimension k, with support Z C R*. Let 1 : Z¥ X Z — R be a function. Define

0 =E (71, Z2)],

0 = Cov(p(Z1, Za),¥(Z1, Z3)) + Cov(v(Za, Z1),¥(Z1, Z3))
+Cov(Y(Z1, Z2),(Zs, Z1)) 4 Cov((Z2, Z2),9(Z3, Z1)).

and

Then, if 0 < 0% < oo,

VN - (V =6) % N (0,6%).
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Appendix B: Proofs of Additional Lemmas and Theorems

Proof of Lemma A.1: Because f(-) is twice continuously differentiable on X, a compact subset of R, it follows
that for all a,b € X, by a Taylor series expansion,

FO) = fla)+ 5-(a) - (b—a)+ 5 5=5(c) - (b—a)’,

for some ¢ € X. Hence

2
7600 = (1(0O) + 50 - 60 = 90 )| = 5500 | TL @) (40 - 90)°
By the Lipschitz condition on g(}), this is bounded by
2
3 ilég gTJ:(:c) RPN

Proof of Lemma A.2: Let = E[X], nd write h(z) = h(z) + [~ g—zh(z)dz. Then:

Ty

Cov(h(X), X) = E[h(X) - (X — )] = E [h(rm) [ gehads (X -

1

—E [/;u lxss - %h(z)dz. (X — u)]

- /l” %h(z) Eflx>. - (X —p)]dz

= [ 2 ) BIX - plX > 2] pr(X > 2)dz

_ [ %h(z) Fx(2)- (1— Fx(2)) - (E[X|X > 2] — E[X|X < 2])dz

[T O B2 (A Fx(2) 2] - 2]) fx(2)dz
-/ 5z ™5 (E[X|X > 2] - E[X|X < z]) fx(2)d
_E [%h(X)~7(X)].

d
Proof of Lemma A.7: By the triangle inequality

supN‘s . ‘F;l (FX(SC)) - ijl (FX(SC))‘

zeX

<supN*: By (Px(@) = By (Fx(@)]

+sup N° - ‘F;l (Fx(:c)) — Fyt (

zeX

)

< sup N°. ‘FQI (q) — Fy'*' (q)‘
q€[0,1]

1 .
+ sup N‘s-—‘Fx z) — Fx(x ‘
sexgey Sy (y) (=) (=)
The first term is 0,(1) by Lemma A.4, and the second by the fact that Fy (y) is continuous differentiable with

its derivative bounded away from zero, in combination with Lemma A.3. O
Proof of Lemma A.8: By the triangle inequality

sup N |Fy(y+a) - Fy(y) — fr(y) -l

yeY,2<N— z+yeY

< s N |Be(y+a) - (Fr(y+a) - B ()
yeY,x<N =% z4+ycY
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+ sup N"-|Fy(y+z) = Fy(y) — fr(y) - =|.
yeY,x<N =9 z4ycY

The first term on the right-hand side converges to zero in probability by Lemma A.5. To show that the second
term converges to zero note that

sup N |Fy(y+z) — Fy(y) — fv(y) - |
yeY, e <N =% z4+ycY
< sup N |fy(y+Az) -z — fr(y) =
yEY, <N =9 z4+yc¥Y,A€[0,1]
< sup N |Fy(y+z) = Fy(y) — fv(y) - |

yeY, e <N =9 z4+ycY

A

sup
YEY,2€Y,2< N~ z4ycy dy

NT. 8ﬁ(z) Azl

< sp N0
yeY,o<N—9 Jy

because %(y) is bounded, z < N~°, and & > 1/2. O
Proof of Lemma A.9: This follows directly from Theorem 7.1 in IR O

Proof of Lemma A.10: This follows directly from Theorem 7.1 in IR. [

Proof of Lemma A.11:

First note that by the assumptions in the Lemma the conditions for Lemma A.10 are satisfied. Moreoever,

by the assumption that 0 < § < 1/6, it follows thatO,(b™) = 0,(N~") for n < § - s, and O, (In(N)N~'by?) =

Op In(N)N1429) = 0,(1), Op(In(N)N"'by*) = Op In(N)N~40) = 0,(N ™) for < 1—43, and O, (In(N)N ~'b,°) =
Op In(N)N~1+5%) = 0,(1). Hence the results from Lemma A.10 imply

. Im(N)\'"?
s 3w, 2) g, = 0, <( w2 m) = op(1). (B.1)

w T N

%, . g _ M)\ (e
wESV\}/l,EEX 87,0 (w7 ) 87,0 (w,:c) - OP <<N . bé]l\] + bN = 0p (N ) ) (B2)

for n < min(1 — 46,0 - s), and
% d%g In(N)\'* |

L | - | =0, ((§58) )=o) ()

Now,

1 i 3 (P (Bx(x0) . x) - & > o (At (Pr0x0). ) (B.4)
_ <% ég (Ft (Fx(X3)), X:) — % iﬁ;g (Fy' (Fx(X.)) 7Xz)> (B.5)
+% ﬁ;g (Fi' (Fx (X)), X:) — % ﬁ;g (Fw' (Fx(X3)), X:) (B-6)
P 3 (et (x(x0) ) - & o (R (P 00) ) (©.1)
_ <% Zi g (F;Vl (Fx (X)) X) - % :1 9 (P (Fx(X:)) 7Xz)> (B.8)
+% f:g (Fv;l (Fx(X:)) ,XZ) - % ﬁ:g (Fw' (Fx(X2)), Xi) (B-9)
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N
ty Zg (Bt (Bx(x) %) = 7 2o

N Zg (Fo' (Fx(X0), X:) —E[g (Fy' (Fx(X)), X)]
Since (B.6) is equal to Bpam,g

X0)), X:) (B.10)

(B.11)
- gpam? (Bg) equals /épam w

— Gpam> (B.10) equals Bpam’x — Gpam> and (B.11)
equals g, — B°*", we only need to show that the sum of (B.4), (B.5), and that of (B.7), (B.8) are o,(N 1/2)
First consider the sum of (B.4) and (B.5) that is equal to
N
N > g (Fszl (FX(Xi)) 7Xi)

- 3 20 (! (Fx(X0). X)

- <% iﬁ;g (F{vl (FX(Xi)) X) - %ég (F* (Fx (X)) ,Xi)> ,

By a second order Taylor series expansion of § and ¢ in F;

(Fx(X;)) this is, for some W; and Wi, equal to

it (Fx (X)) = Py (Fx (X))
i=1
+i§:@ (W x0) (it (Px(x0) — Bt (Fx(x )))2 (B.12)
2 vt 'LU2 iy W X i wW X i .
1 il Jg —1 A1 (£
T2 o (Bt (Px(X0), X0) (Bt (Fx(X0)) = P (Px(X0)))
i=1
1 a 82g = - - -1 2
s 2 58 (W, X0) - (Bt (Bx(X0) = Fi' (Fx (X.))) (B.13)
i=1
1 <. (85 dg
i=1
x (Ba (Px(X0) = Fa (Fx(X2)) + 0, (N777)
9§ ,_ g
< sup S (75 (Px(2)0) — 9L (Fy (Fx(2)) 0) (B.14)
X Sup (Fv;l (FX (:1:)) ~ Fyt (Fx (x))) ‘ +op (N’l/z) . (B.15)
zeX
We used the fact that (B.13) is o, (N ~/?) because 8?g(w, x)/dw? is bounded and because supzex(f:_'v}1 (Fx(z))—
Ft(Fx(x)))? is 0p(N7'/?) by Lemma A.7. Also (B.12) is 0,(N~'/?) by the same argument because the
bandwidth choice implies sup,, cy zex |0°9(w, ) /0w? — 8*g(w, x) /Ow?| = 0,(1) by B.3, so that
&?g(w, ) &?g(w, z) Pg(w,x)  Pg(w,x) &?g(w, z)
dIWT) | g 9w,T) — - g 9w, ) 1
weswy,gex Ow? weswy,gex Ow? +weswygex Ow? Ow? weswy,gex Ow? +Op( )
Finally by Lemma A.6

sup FVT/l

(Fx(@)) = B (Fx(@))| = 0, (N71/27)
zeX
for all n > 0. By the assumption of the lemma

sup
zeX

95 9g
w0 (Fy' (Fx(x)),z) — D0 (Fy' (Fx(x)), )

=0p(N"")

for some n > 0. We conclude that the sum of (B.4) and (B.5) is o, (N 1/2)
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Next, consider the sum of (B.7) and (B.8) that is bounded by
sup [0 (B! (Fx(@) ) =g (' (Px(@)) 2)] = [o (B’ (Px (@), 2) = g (F! (Fx (@), 2) |

By a second order Taylor series expansion with intermediate values W(:c) and W (z) and the triangle inequality
this is bounded by

% (rt (bx(@) o) [ (Bx @) - ' (Bx(@)]

ilég ow
—g—i (Fw' (Fx(2)),2) [F‘;} (Fx(z)) — Fy' (FX(;,;))] ‘ i
e % ‘% (W(x),x) [FVT} (Fx(x)) — Fyt (Fx(x))]z +%i1é§ % (W(z),) [Fszl (Fx(z)) — Fit (Fx(a:))r

where because the second derivative of g(w,z) is bounded on W x X, by Lemma A.4 the expression on the last
line is 0,(N~Y/2). The first term is bounded by

swn| 50 (53 (Aet@) ) = 52 (" (eten )] B! (Betw)) = 537 (o)
doup |8 (R (Fs(0) ) [Fi (Pu@)) = it (Fx(@) = B (P @) + Fi* (Pe(@)]|

By a first order Taylor series expansion of g—i (FVT/1 (FX (:c)) ,:c) in Fx (z) we have, because the second derivative

of g(w,x) is bounded and the density of W is bounded from 0 on its support, that by Lemmas A.4 and A.3
(Lemmas A.3 and A.4), the expression on the first line is 0, (N ~*/2). The bound on the expression in the second
line is proportional to

sup | B! (Fx(2)) = ' (Fx(@)) = ! (Fx(@) + B! (Px ()|

zeX

This expression is bounded by

1 NV
ek | (Fa (Fx(@) [Fw (B! (Fx(@))) - Fx(a)

N——

+ilé§ Eyt (Fx(:c)) — Byt (Fx(x)) - . (lel( Ax(x))) |:FW (FVT/1 (Fx(x))) - Fx(:c)]
1
 Jw (B (Fx(2)

By Lemma A.6 the expressions in the last two lines are 0,(N~1/2). The expression in the first line is bounded
by

+sup | Pyt (Fx () - Fy (Fx () [Fw (P (Fx(2) — Fx(@)]

zeX

| [ (6 () )]

22| | u (Pt (Fx@)) Jw (! (Fx()
by = (FV;11(FX ) [FW (Fv? (FX (x))) — Fx(z) - Fw (Fy! (Fx(x))) + Fx(x)]‘

The expression in the first line is bounded by

vt | o (lel( X (@))) fw (F;Vll(Fx @) | e P (P (Px(@))) = P (@)
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By a first order Taylor series expansion of ———r————— in Fx (), the fact that fi (w) is bounded from 0 and
fw (P (Fx (2)))

its derivative bounded on W, and Lemma A.3 the first factor is 0,(N~°) for all § > 0 and by Lemma A.3 the
same is true for the second factor, so that the product is 0,(N~'/?). Because fw (w) is bounded from 0 on W,
the expression on the second line has a bound that is proportional to

sup | B (Fv;l (FX (x))) — Px(z) — Fw (Fy' (Fx(2))) + Fx (x)‘

zeX

We rewrite this as

sup| Fw (Fi* (Fx(@))) = Fw (F" (Fx(a)) — (Fw (o' (Bx(@)) = Fw (F! (Fx(2))))) \

zeX

IN

sup| Fw (Fi* (Fx(@))) = Fw (F" (Fx()) — (Fw (o' (Bx(@)) = Fw (F! (Fx(2))))) \ X

zeX

L b pex| Pt (Fx (20— Pt (P )| <=8 T4 Loup [Pt (By (o)) = Pt (P ()| > N8

By Lemma A.7 the final term is o, (1) if § = 1/3. By
Fy' (Bx(0)) = P! (Bx(@) + [P (Px(2)) = Py (Fx(2))]

and defining W = Fy,' (Fx(x)) and @ = Fy, (FX (:c)) — Fy' (Fx(z)) we have that the first term on the right
hand side is bounded by

Fw (@ +@) — Fw (@) — (Fw (@ + @) — Fw (1))] = 0,(N/?)

sup
WEW,|w|<N =8 o+weW

by Lemma A.5 with § = 1/3,1 = 2/3, so that we finally conclude that the sum of (B.7) and (B.8) is o,(N~/?).
a

Proof of Lemma A.12: The proof involves checking the conditions for Theorem A.2 from IR (given in Appendix
A in the current paper), and simplifying the conclusions from that Theorem to the case at hand.

Define

hi(w,z) = fwx(w, ), and  he(w,z) = fwx(w,z) - g(w, ),
n(h) = 2,
so that
8—n(h):— ha _ 9 (Ffl Fx :c)),:c)
Ohy (h1)? fwx (' (Fx(z)),2)’
on _ 1 _ 1
8_}12(}1)7 hl fwx((F71 (F'X(:E)),:E)7
z) = Fy' (Fx(z 2:c:— fx(z)
o) = B (Px(@), ) =~ B s
ai(z) = —g((Fw' (Fx(2)),z), az(z) = 1.
With V; = (Vi1 Yi2)' = (1 Y:)’, we have
a(@)y =y —g((Fw' (Fx(x)), ).
Applying the results in Theorem A.2, we have
Wimt(X0) | Ot v g — y Wi i (Fx (X3)) fx (X4) u) du
[ (B o ) au = [ b i irra RIES

Substituting this into the result from Theorem A.2 we get

\/N (épam,g - gpam)
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-t B - (D
e (W F (P (0) O\
~E | - ol (P (0), X)) /UK< bx T (B Ex (X)) )d D
+op (1) .
a
Proof of Lemma A.13: We prove the result in three parts. First, we show
D (Bt (Fx (X)) =+ 379 (! (P (X))
- > g (B! (Fx (X0) . X0) - (B! (Fx (X0) = By (Fx (X)) +0p (N712) (B.16)
Second, we will prOV; that
%Zgw (o' (Fx (X)), X3) - (F (Fx (X0) = Fi (Fx (X.))
=< 2; Pfj ));)));i) : (FW (F* (Fx (X2))) — Fx (Xi)) + 0 (N’l/z) . (B.17)
Third, we will show that
Fx (Xa), Xi) /a1
N Z () (! (e () = Fx (60)
- % Z aw (W) + 0, (N7/2). (B.18)

Together these three claims, (B.16)-(B.18), imply the result in the Lemma.
First we prove (B.16).

1 N

%;g (P (Fx (X0), %) = 5 D29 (R (Fx (X)), X))

i=1

~gu (Fi7' (Fx (2)),2) - (B (Fx (@)) = Fi' (Fx ()]

Gzl s [l (Fx (@) — By (Px @)

< sup

By Lemma A.3 it follows that for all § < 1/2, sup,eo 1 N°. ‘FV}I (Fx (x)) — Fy' (Fx (2))| = 0p(1). In combi-
nation with the fact that 8‘9—22 g(w, ) is bounded this implies that

2

929w @)| " sup (Fw (Fx () ~ Fo (Fx )| =0, (N72).

g€0,1]

sup

This finishes the proof of (B.16).
Next, we prove (B.17).

& 20w (P! (Px (X)), X) - (B! (P (X0) = Fy! (P (X0)))
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3 Fx (X)), X) (s
NE:: (Fx (X)) (Pw (Fw* (Fx (X)) = Fx (Xi))'
~ —1 Juw (w7x) " .
< Sup g (w, ) (FW (a) — Fiy (q)) it (FW (7' (@) _q)
. » , -
<supla- Dl (A5 @ = B @) + 7y (P (7 @) —a)

By Lemma A.6, for all 0 < n < 5/7,

1

sup N -‘Fv} (@) — Fy (q)+m

it (Fw(Ft @) - a)| o

So that (B.17) holds.

Finally, let us prove (B.18).

Fx (X)), X:)
N z; (Fx (X))

(P (ot (Px (X)) — Fx (X))

1 o g0 (Fi' (Fx (X3), X)) (1 &

N fw (Fy' (Fx (X9)) '<N;1Wj<FW1<FX<xi>>‘FX (Xi)>
_ 1 9o (Fy' (Fx (X0) , X2)

*WEZ Fu (FT (P (X)) () <ecy = Px (69).

This is a two-sample V-statistic. The projection is obtained if we fix X; = x and take the expectation over
W; which, because F(W;) has a standard uniform distribution, gives 0. Second if we fix W; = w and take the
expectation over X; which gives gw (w) defined above. Thus,

Fx (X)), X:)
N 2; L(Fx (X))

. (FW (Fszl (Fx (X3))) — Fx (Xa) ) ﬁ: )+ op (N,l/z) 7

which is the claim in (B.18). O
Proof of Lemma A.14: We prove this result in two steps. First we prove

NZQ( H(Px(x0),x0) - NZg Fx (X)), X))

_gwfiF(Wl( T x (X ))()Z )))(l) . (FX(XZ) —FX(Xi))' = 0, (N—1/2). (B.19)
Second, we prove
N Z Fi)i)?)));) (B0 = Px(x) = NZ: +o, (N72). (B.20)

Together these two results imply the claim in Lemma A.14.
First we prove (B.19). By a second order Taylor series expansion, using the fact that g(w,x) is at least twice
continuously differentiable,

Nzg( H(Bx x0). Xi)—%ENIg(F;l(FX (X3)), X1)

gw (Fy' (Fx (X)), Xi) /-
fuw (Fv;l (Fx (Xz))) (FX (X5) — FX(XZ))'
<supg (o (x @) ) — g (Fa (x (@) ,2) - g“}f@ff;}f?)’);”) (Fx(o) - FX@))'
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Guw(W,7) _ guw(w,z) - fiv(w)

fwlw) — (fw(w))?
by Lemma A.3 and where gy is the second derivative of g with respect to w and fj;, the derivative of the density
of W. This finishes the proof of (B.19).

Second we prove (B.20).

1
< —sup

_2wz

. 2
sup ‘Fx(:c) — Fx(x)‘ =o0p (Nfl/z) ,

( 1)), Xi) /-
N Zz: (X, )) . (Fx(XZ) —FX(XZ'))
Fx (Xi)), Xi)
TN 2; T (X)) (1x,<x, — Fx(X)))

This is a one-sample V-statistic. To obtain the projection we first fix X; = x and take the expectation over Xj.
This gives 0 for all z. Second, we fix X; = = and take the expectation over X;. This gives rx(z) defined above.
This finishes the proof of (B.20), and thus completes the proof of Lemma A.14. O

Proof of Lemma A.15:

Adding and subtracting terms we have

B 8 = 1 D0 LW, X - V) - (X = (W) — 3 9L (Wi, X) - (W) - (Xs = m(WW2)

1 <. 94 1 )
+5 Z a—i(wi,xi) ~d(Wa) - (Xi = m(Wh)) = > 8—5}(Wi,Xi) Sd(Wy) - (X —m(W;))  (B.23)

+%Z§%(Wu?@)'d(Wi)~(Xi—m(Wi))— . Z@(Wi,Xﬁd(Wi)-(Xi—m(Wi)) (B.24)

g—i(Wi,Xi) Sd(Ws) - (Xs — m(W5)) — ﬁlc. (B.25)

i=1

+
2|

Because (B.23) is equal to Bic,g — G, (B.24) is equal to Sic,m — i, and (B.25) is equal to g,. — ', it follows
that it is sufficient for the proof of Lemma A.15 to show that the sum of (B.21) and (B.22) is 0,(N~'/?). We
can write the sum of (B.21) and (B.22) as

1 > 99 (W, X2 - d(Ws) - (X — (W) — — > g—g(wi,xi) LA(W) - (Xi — 1 (Wh))

=1 i—1 8
= %; d(W;) <g§ (Ws, X5) g (Wi, X )) (m(W;) — m(W;))
< sup |d(w)[ - sup g—i(w,x) - g—g;(x @)|- sup [i(w) = m(w)| = C -0, (N7") -0, (N7"),

for some 7 > 1/4, and so this expression is op(N /). O

Proof of Lemma A.16:

The proof consists of checking the conditions for Theorem A.1, and specializing the result in Theorem A.1 to
the case in the Lemma.
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We apply Theorem A.1 with 2z = (w z)’, Z; = (W; X;), w(z) = d(w) - (z —m(w)), L =2, and X\ = < (1) ) Then

{/‘i:ﬁé)\}:{no,m}:{<8),(3)},and

By (w, z)
h("io) w, T
R (w,z) = h%"il)( ) ,
1 (w,a:)
hg™ (w, z)

with
W™ (w,2) = fwx (w, )
hgm)(ww) = fwx(w,z) - g(w,x)

B (w,2) = 2= furx (w, 2)

ow
BY™ (1,2) = g(w,2) - = fovx (10,2) + fwx (w,, @) - = g(w, ).
2 ’ ) aw ’ IX) 8'1,0 )
The functional of interest is
hm B 9 N hgﬂ) B hgﬁo) . hgm)

n = g(-) = (ro) 2

ow o ( (Ko))

1 hy

The derivatives of this functional are

o N hg"il) hg’m) . hg"il)
_9 . - _
3h§no) ( ) (h§“0>)2 (hgm))3
_ _fWX(U),x) ) a%g(wvx) —|—g(w,:c) ) a%fWX(U),x) +2g(w,:c) ) fWX(U),x) ) a%fWX(wvx)
— > 3
(fwx(w,z)) (fwx (w,))
fwx(w,z) (fwx(w,z))?
0 o) pr) 2 x(w, x)
—9 o (nP = - _
8h§m)n( ) (hg"f)))z (fwx (w,z))*
0 () = - B glw,a) - fwx(w,a) _ glw,)
on™ (hg"f)))z (fwx(w,z)) Jwx (w,z)

9] " (h[)\]) 1 1
ony™) piro) fwx(w,z)

2 (w,z) g(w,x)- a%fwx(w,fﬂ)>
fwx(w, ) (fwx(w,x))?

tngt = () - (& — m(w)) - fur(w,) - <_ 59

w,z) - 2 wx(w,x
=d(w) - (x — m(w)) - <—8%g(w,x)+g( ) - g fwx( ))

Jwx(w,x)

gpfwx(w,x)

(fwx(w,x))?

2 fwx(w,x)
Jwx(w,x)

g2 = d(w) - (x — m(w)) - fwx (w,z) - < ) = —d(w) - (z = m(w)) -
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s = d(w) - (& = m(w) - () - (~7 22D — ) (o mlw) - glw,2)

Jwx(w, )

Ay 2 = d(w) - (¢ = m(w)) - fwx (w,z) - m = d(w) - (z = m(w))

(—1)"lagf = g = d(w) - (w = m(w)) <—8%g<w,:c> +

2 fwx (w,x)

‘Ko‘a(m)—aﬂ o = —d(w) - (x — m(w)) -
(-1) o2 = —d(w) - (o — mw)) - L

KQ,2

(-1 = o (d(w) -« = m(w) - l,2))
= dw) - (&~ m(w) - o g(w,2) + g(w,2) (& —m(w)) - e daw) — gluw, ) - d(w) - A em(w)
ral (k1) 2 _
()0 = 2 (d(w) - (&~ m(w))) = ~(@ — m(w)) - dw) + d(w) - o)

Then
%i (ZH)“ > aﬁmxi)f@m)

= (- 1)\Ho\ (K0)+Y (-1 )\Ho\ (“0)_|_( 1)\H1\ (“1)_|_Y (-1 )"il‘a’(jfz)
9w, ) - aifwx<w,x>>

Jwx(w, )

— d(w) - (z —m(w))- <—3%g<w7 @)+

ifWX(w?x)
Y - d(w) - (z — m(w)) - Qul2r
Yi-d(w) - ( (w)) Forx (w0.2)

g, )+ 9(w,2) - 2~ m(w)) ) — glw, ) dw) - pm(w)

3 (= m) - ) +dtw) )

Fd(w) - (z —m(w))

Jwx(w, ) Aw

2 fwx(w,x
(- glw,a))- <awf7() d(w) - (& — m(w)) + (& — m(w)) - 2 d(w) - d(w) - im(w)) .

Since this expression has expectation zero, it follows that

fz(z i[agﬁ m])—o,

K< m=1

and therefore

VR(E -89 = =3 (Z(—l)“ > a&ﬁ(ximm) = \/% > 8(Yi, Wi, Xo).

where

5(y7wvx) = - (y _g(wvx))' <

fwx(w,x) ' ow

2 fwx (w,z) -0 B -0 )
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0.
Proof of Lemma A.17:

<\/LN ﬁ;g - (hx) - h(Xi))>

-u| (Tt (r (252 o))

[zzzz (L ke () hix) e (2 (K220 _h<Xk>)] |

The terms with i, j, k, and [ all distinct have expectation zero. Ignoring terms of the type of which there are
only N2, which are of even lower order, the leading terms are of the type i = k. There are N of those terms, of
the form

el (oo () o) (g x (F ) o)
el (R (R

by
—_E 5?&.[{ Xi— X (X
by by
E [e7h(X;) - E.K Xi =X
by by
+E [e7h(X3) - h(X3)] -
Define mi(z) = E[e?|X; = 2], and ma(x) = E[Y;|X; = ], (so that h(z) = ma(x) - fx(x)) so that these four
expectations can be written as

0 -~ -~ by
E [ml(Xi)mZI(VXj K <Xib7vXj) 'h(Xi]
-E [ml(Xi)h(Xi) : mi,(lj(l) K <Xib7le)]

Let us look at the first term:

=[x 253 K(X'b;)"j)-mzf‘” (55

/ / / ma(z m2 :”2) K <‘””1 _xz)-mz(“) K <x1b;:”3) Fx (w3) fx (22) fx (w1)dasdaada:.

by by

Change variables from z2 to u = (:cz —x1)/bny and from x3 to v = (x3 — 1) /bn, both with Jacobian by, to get

/ //ml(:cl)-mg(:c1+bN-u)-K(u)~m2(:c1—|—bN-u)~K(v) fx(x14+bn-v)fx(z1+bn-u) fx (z1)dvdudxy

/ mi(z) - (ma(@))” - (fx (@) + Op(br)

/m1 2)) - fx(2) + O, (bw).
=E [mi(X;)- (h(Xi))z} + Op(bn).

By the same argument the second and the third terms are equal to

—E [ma(X:) - (h(X)?] + Op(bn),
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so that the sum is Op(bn) = 0p(1). O
Proof of Lemma A.18:
Define hi(z) = Fx(x), and ha2(z) = g(x) - fx(x), so we can write

N e (30X0) — g, ) _ ha(X)
\/N;& (Q(XZ) g z \/—Z <h1 X) hl(Xz)> .
First we linearize to show that this is equal to
L g~ he(X) —ha(X)) 1§~ ha(X) - (X)) — (X))
\/—N;Ei ' hi(X3) B \/—N;& h2(X;) +on(1).

Then we apply Lemma A.17, first with & = £;/h1(X;) and then with & = £;hs (XZ)/h% (X;), to show that the
first two terms at op(1).
For the linearization,

1o (ha(X) ha(X)\ 1 N~ he(X) - ha(Xi) | 1 s~ ha(Xa) - (ha (X0) — i (X))
\/N; <iu<xi> h1<X1~>> \/N; THeARE, DI 13 (X5)

Z - < (hz(X) hz(Xi)) ' (EZ(Xi) - hz(Xi)) + ha(X5) - (hl(Xi) - hl(Xi))z)
< N2 stég Ele?| Xi = ] -stég ha () — hg(:c)‘ -stég ha(z) — hl(:c)‘
+N1/? stégE[eﬂXi =z - s1€1§ ha(x) — hl(:c)‘2 = op(1).
O
Proof of Lemma A.19: Define
r(w) =E [%Q(Wu){i) Sd(Wy) | W, = w]
Then
Z % (Wi, Xi) - d(W3) - i (W) — LN Z %g(WZ,Xz) d(Wi) - m (W:)
LS D W X)W - (W) — m (W)
VN — 8wg © ! ! !
_ Ly (0 (W1, - d0W:) = r () ) - (1) W)+ - 3 (W (W) — m (W)
N i=1 8'1,0 v ' ' ' ' ' N i=1 ' ' '
Define
i = g (W3, ) - d(W:) = r (7)),

so that E[e;|W; = w] = 0, and we can apply Lemma A.18 to show that the first term is o,(1).
For the second term we apply Theorem A.1, which leads to

e Do r(W) - (R (W) = m (W) = = ST (W) - (X = m(W2)) +05(1)

i=1 =1

:\/LNZE[%Q(WX» d(Wi) W] (Xi —m (W3)) + 0p(1).

d

Proof of Theorem A.4: Define ¢(z1,22) = (¢(21, 22) + 1(22,21))/2. Then V =37 | Z;V:1 &(Zsi, Z;)/N? is a
V-statistic with a symmetric kernel. In the notation of Lehman (1998),

01 = Cov (¢(Z17 Zj)7 ¢(Z17 Zk)) P

for 4, §, k distinct, which simplifies to o = o2/4. Therefore, by Theorems 6.1.2 (with a = 2) and 6.2.1 in Lehman
(1998), the result follows. O.
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Appendix C: Proofs of Theorems in Text

Proof of Theorem 3.1 Define
Vai = A Xi - d(W;) + W5,
h(A,a) = pr(Va < a) = Fy, (a), and k(w,z,\) = h(A\ Xz d(w,z) + w).
First we focus on
B = E[g(Fw' (Fa (Va)), X)] = E [g(Fw' (k(We, X, ), X3)]
We then prove four results. First, we show that for small A, 3™¥(\) and 3" ()\) are close, or
B () = B7(N) + o). (1)
Second, we show that
5" (\) = Elg(W, X)]

+E [g—i (Wi, X) m (k(Ws, Xi, A) — k(Wi,Xi,O))] +o(N). (C.2)

Next we show that 8™ (M) has the two representations in Theorem 3.1. In particular, the third part of the proof
shows that gV = a%l%(()) satisfies

BV =E [g_fv (Wi, Xi) - (X - d(Wi, X;) — E[ X - d(W3, X)) Wil)] : (C.3)

Fourth, we show that 3" satisfies

&g

. m(Wi,Xi) . (C.4)

B =E [6(Wi,Xi)
We start with the proof of (C.1). Define

w(w, 2, A) = Az - d(w,z) "N 4 /1= 22w, and w(w,z,\) =Xz -dw,z)+ w.
Then

sup |u(w, z,\) — v(w,z,\)| = O ()\2) .

Define also
hu (X, a) = pr(Ux < a), and ku(w,z,\) = hu (A u(w, z, N)).
Then

sup [hu (A, a) = h(X, a)] = O ()‘2) )

and

sup |kv (w,z, A) — k(w,z,\)| = O ()\2) .

Combined with the smoothness assumptions, this implies that
BN = BT (N) = E [g(Fy' (k(Wi, Xi, V), Xi)] — E [g(Fyy' (kv (Wi, X3, M), Xi)] = O(N).

This finishes the proof of (C.1).
Next, we prove (C.2). Let ¢1 and ¢ satisfy

sup |k(w,z, A+ ) — k(w,z,\)| <ec1 -7,

T, W, A
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and
2

Wg(w,x)

sup

w,x

< cg,

respectively. Then, applying Lemma A.1 with f(a) = g(F}'(a),z) and h()\) = k(w, x, \), we obtain

—1 1 Em ( z
9(Fy (k(w,z, \), x) — <g(FW (k(w,z,0),z) + afW(FVT/l(k(w,:c,O))) (k(w,z,\) — k(w,x,())))l

< eaeiA? = o(N).
Since the bound does not depend on x and w, we can average over W and X and it follows that
2g(W, X
55 9(W, X)
fw (W)

where we also use the fact that k(w,z,0) = Fw (w). This finishes the proof of (C.2).
Now we prove (C.3). By definition,

E [g(Fy' (k(W,X,)),X)] —E[g(W,X)] - E :

(k(W, X, A) — W)}

h(X a) =pr(Va: <a) =pr (Vai <a, Wi <wm)+pr(Vai <a, Wi > wn)

=pr(A- X; - d(Ws, X5) + W; < a, Ws < wm)
+pr (A X; - dWi, X5) + Wi < a, W; > wm) .
=pr(A-X; - (Wi —wi) + W; <a,W; < wm)
+pr (A - Xi - (wu — Wi) + Wi < a, Wi > wm)
= pr <WZ < min <wm,%))
a—)\-Xi-wu)
1-X-X; ’

For A sufficiently close to zero, we can write this as

h(X, @) = loswn, - Pr(Wi < wim) + lo<uw,, - DT <Wi < %szfvz)

= lo<w,, ‘E [pr <WZ <

)

1+X-X;

a— XA X; - wy
losw,, - E < — 1 X;
S e )
+ Az
= la<wm, '/Fw\x <% z) fx(2)dz
41 /F AW N )z
a>wm WX T X
Substituting a = A -z - d(w, x) + w, we get
Azx-dlw,x)+w+A-z-w
k(w,:c,)\) :lk-z-d(w,z)Jﬂwam /FW\X< ( 1—)|—)\Z L Z) fX(Z)dZ
Ax-dw,x)+w— Nz w,y
F1xz-d(w,z)+w>wm '/FW\X< ( 1)_)\.2 Z) Ix(2)dz
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= Lo (w1 <y, Lo, - /FW\X < Az (w—wm) +w+ -z w

Az (Wy —w)+w+ Az w

+1)\-z-(wu7w)+w§wm 1w>wm . /FW\X <

AT (W—Wm)FW—N 2 Wy
+1)\-z-(w7wl)+w>wm : lwgwm/FW\X < ( 1_))\ P

z) Fx(2)dz

A (Wy —wW)FW—=A2- Wy
+1)\-z-(wu7w)+w>wm : 1w>wm/FW\X< ( 1_))\2

z) fx(2)dz
Az (w—wm)+w+ Az w
= lwgwm(1+)\zwl/wm)/(1+)\z) . FW\X 1+ X2

z) Fx(2)dz
+0./FW‘X<’\"’”'(w“_w)+w+’\'2'wl z)fx(z)dz

1+ X2
A (W—Wm)F+W—A2- Wy
F L, (14 rzw; Jwm) /(14Az) <w<wm '/FW\X < ( 1_))\.2

+1w2wm'/Fw‘X<)":‘7'(w“_1w_);\|_.t_)"z'w“ Z) fx(z)dz

The last equality uses the following four facts: (i), Az - (w—w;) +w < Wy, implies w < Wi (1 + Azw; /wm)/(1+
Az) < W, (18) Az (wy—w)+w < Wy, implies w < W (1= A2wy /wm) /(1=AZ) < Wi, (1i1), Az (w—w))+w > Wm
implies w > wm (14+Azwi/wm)/(1+Ax), and (v) Az (Wy—w)+w > W, implies w > W (1= Azwy/wm)/(1—Az).
Now we will look at

z) Fx(2)dz

dg 1 5
[a (Wi, Xi) fW(Wi)k(WZ,X“)\)]

= /zl . P (w,z) fw(w)k(w,:c,)\)fw’x (w,z)dwdz.

Substituting the three terms of k(w,z, A) in here we get

B |52 wi.x)

1
W’“W“XWJ

1+ Azw) /wm
Wm

_/z“/ THiw a_ZJ /F Az (w—w)+w+ A z-w
" Ja S, fw wix T+X -z

g—gw:c P Az-(w—w)+w—Az-wy
1+)\ai_ul/wm fw(w wix R

AT (Wy —wW)F+W— A 2wy
+/ L5 /Fwwx( e
x Wi, —AZ

Next, we take the derlvatlve with respect to A\ for each of these three terms, and evaluate that derivative at
A = 0. For the first term, (C.5) this derivative consists of two terms, one corresponding to the derivative with
respect to the A in the bounds of the integral, and one corresponding to the derivative with respect to A in the
integrand. For the second term we only have the term corresponding to the derivative with respect to the A in
the bounds of the integral since the other term vanishes when we evaluate it at A = 0. The third term, (C.6)
only has A in the integrand. So,

z) fx(z)dzfw,x(w, x)dwdz

(C.5)

z) Ix(2)dzfw,x(w,z)dwdz (C.6)

z) fx(2)dzfw,x(w,z)dwdz (C.7)

1o} dg 1
E Wi, X)) ————k(W;, Xi, A
3 E [ 09550 iy )],
= (w1 —wm) - E 92 (W, Xi)| Ws = w
- l m 8wg m 7 — m

+/;u /“Jm ig w,:c) / fwix(w]z) (@ (w—w)+ 2z w —z-w) fx(2)dz fw,x(w, z)dwdz
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(w1 = wn) B | gl X0

/ /wma w0 s /z”fw‘x<w|z><:c-(wu—w>+z-w—z-wu>fx<z>dsz,x<w,x>dwdw

/ / o(w,z / Frw () (@ - d(w, z) — 2 - d(w, 2)) dz fuv x (w, @) dwda

ol

g(w, / fxw(z|w) (z - d(w, x)) — z - d(w, 2)) dz fw,x (w, x)dwdz

L o
/ / g(w, x / fxw(z|w) (z - dw,x) — z - d(w, 2)) dz fw,x (w, x)dwdz
/ w, ) (Xi - d(w, X;) —E[X; - d(w, X3))| Wi = w]) fw,x (w, z)dwdz

[38 (Wi, X5) - (X - d(Wi, Xi) — E[ X, - d(W3, X3)| WZ])] =g,

This finishes the proof of (C.3).
Finally, we show (C.4), by showing the equality of

e = | S (W X0) - (X, dOW) ~ BLXG W) W) (C8)
and

E[a(Wi,Xi).;;—agm(Wi,Xi) . (C.9)
Define

— 5 [ 52 (w0, X) - (Xe- d(w) ~ E[X: - dw)| Wi = )| Wi =]
[a—g dw) - (X = BLXI W = w)| Wi = ).

so that 5V = E[b(W)]. Apply Lemma A.2, with h(z) = 2% (w,z) - d(w), to get

bluw) = E[awam (w, X) - 6(w, X)
with

§(w,z) = d(w) - FX‘W("”|“?X"$(;|£))“W(:”|“’)) EX|X >z, W =] —E[X|X <z, W = u)).
Thus

5 = EpW)] = E | 22— g(w. X) - 60w, )]
O

Proof of Theorem 4.1: We apply Lemmas A.11-A.14. The assumptions in the theorem imply that the
conditions for those lemmas are satisfied. O

Proof of Theorem 4.2: The proof is essentially the same as that for Theorem 4.1 and is omitted. [J

Proof of Theorem 4.3: We apply Lemma’s A.23-A.27 to get an asymptotic linear representation for ch(p, 7).
The assumptions in the Theorem imply that the conditions for the applications of these five lemmas are satisfied.
Therefore, by Lemma A.23, we have

B (0,0) = 5 (0,0) + (857 =) + (B 7)) + (B =F) + @™ = BT (0.0)) +0p (N2

By Lemmas A.24-A.27, this is equal to

Z (g (Ya, Wi, Xi) + ow (Yi, Wi, X3) + ¥x (Yi, Wi, X3) + vo(Ys, Wi, X)) + op (N’l/z)
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= ﬁ: BV Wiy Xi) 4 0p (N72))

with 94 (y,w,z) given in (A.S), 1/) (y,w,z) given in (A.9), ¢x(y,w,z) given in (A.10), to(y,w,z) given in
(A.11), and ¢ (y, w,z) given in (4.18). Then we have an asymptotic linear representation for 5 (p, 7):

B (p,m) =7 Y +(1—7)- 5 (p,0)

= 8o, )+ 7 (V= B™(p, 1)) + (1= 7). (chm 0) = 5 (p,0))

=B (p, 1)+ 7 (Y =B (p, 1)) + (1 —7) - Zw (Yi, Wi, X3).

Since by a law of large numbers Y — 8 (p, 1), and >, ¥(V;, Wi, X3)/N — E[(Yi, Wi, X;)] = 0, it follows that
B (p,7) = B (p, 7).

By a central limit theorem the second part of the Theorem follows. [
Proof of Theorem 4.4: By Lemma A.15 we can write

()
—%ég—gmxl)-d(m (X —m(Wy) - VN -
+LN§;§—3(W~X2> d(Wi) - (X —m(W2)) iNég—in,X) (W2) - (X —m(W;)
+%é§—i(wﬁ‘9> d<Wz>'<X—m<Wi>>—%ﬁ;g—imm (W2) - (X —m(W3)
By Lemma A.16
\/%fa% (Wi 30 090 - (X~ m )~ 3 2 2,0 ) 05— m (90

N
1
- > 6, (Yi, Wi, Xi) = 0p(1),
v =1

where
_ 1 ofw.x (W, X)
By (¥, W, X) = — i PIWEER ) (4 g (W, X)) d(W) (X = m (1)
om (W)
- aow) (v - g (W, X))
W) (X~ m(W)) (Y — g(W, X)),
By Lemma A.19
7 20 g9 (¥ X0 - d2) 0 02) =<2 7 g (W X0 - d2) - ()
—\/Lﬁza (Yi, Wi, Xi) = op(1)

W= o] - dlw) - (@ = mw).

Combining these results implies that

VN (Blc _6lc) — 1 iv:qp(Yi,Wi,Xi),
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with

9y w,2) = 2808w - (@~ m(w)) — 5+ 8y (g, w, ) + Sy, ).

Using a law of large numbers then implies the first result in the theorem, and using a central limit theorem
implies the second result in the Theorem. [J



