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The Stochastic Fluctuation of the Quantile
Regression Curve *

Wolfgang K. Hirdle | Song Song *

Abstract

Let (X1,Y1), ..., (Xn,Ys) be i.i.d. rvs and let I(x) be the un-
known p-quantile regression curve of Y on X. A quantile-smoother
ln(x) is a localised, nonlinear estimator of I(x). The strong uniform
consistency rate is established under general conditions. In many ap-
plications it is necessary to know the stochastic fluctuation of the
process {l,(z) — l(z)}. Using strong approximations of the empirical
process and extreme value theory allows us to consider the asymptotic
maximal deviation supyc, < [ln(2) —I(x)[. The derived result helps in
the construction of a uniform confidence band for the quantile curve
[(x). This confidence band can be applied as a model check, e.g. in
econometrics. An application considers a labour market discrimina-
tion effect.

Keywords: Quantile Regression; Consistency Rate; Confidence Band;
Check Function; Kernel Smoothing; Nonparametric Fitting

JEL classification: C00; C14; JO1; J31

1 Introduction

In regression function estimation, most investigations are concerned with
the conditional mean regression. However, new insights about the underly-
ing structures can be gained by considering other aspects of the conditional
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distribution. The quantile curves are key aspects of inference in various sta-
tistical problems and are of great interest in practice. These describe the
conditional behaviour of a response variable given the value of an explana-
tory variable, and investigate changes in both tails of the distribution, other
than just the mean. Besides this, it is also well-known that a quantile regres-
sion model (e.g. the conditional median curve) is more robust to outliers,
especially for fat-tailed distributions. For symmetric conditional distribu-
tions the quantile regression generates the nonparametric mean regression
analysis since the p = 0.5 (median) quantile curve coincides with the mean
regression.

Let (X1,Y1), (X2,Y2), ..., (X, Y,) be a sequence of independent identi-
cally distributed bivariate random variables with joint pdf f(x,y), joint cdf
F(z,y), conditional pdf f(y|x), f(z|y), conditional cdf F(y|z), F(x|y) for Y
given X and X given Y respectively, and marginal pdf fx(x) for X, fy(y)
for Y where x € J, J is a possibly infinite interval in R? and y € R. In gen-
eral, X may be a multivariate covariate, although here we restrict attention
to the univariate case and J = [0, 1] for convenience. Special treatment of
the multivariate case will be indicated when necessary. Let [(x) denote the
p-quantile curve, i.e. I(z) = F;‘i(p)

As first introduced by Koenker and Bassett (1978), one may assume a
parametric model for the p-quantile curve and estimate parameters by the
interior point method discussed by Koenker and Park (1996) and Portnoy
and Koenker (1997). Similarly, we can also adopt nonparametric methods to
estimate conditional quantiles. The first one, a more direct approach using
a check function such as a robustified local linear smoother, is provided by
Fan et al. (1994) and further extended by Yu and Jones (1997, 1998). An
alternative procedure is first to estimate the conditional distribution function
using the double-kernel local linear technique of Fan et al. (1996) and then
to invert the conditional distribution estimator to produce an estimator of
a conditional quantile by Yu and Jones (1997, 1998). Beside these, Hall
et al. (1999) proposed a weighted version of the Nadaraya-Watson estimator,
which was further studied by Cai (2002). Recently Jeong and Hérdle (2008)
have developed the conditional quantile causality test. More generally, for
M-regression function which involves quantile regression as a special case,
its uniform Bahadur representation and application to the additive model is
studied by Kong et al. (2008).

Under a “check function”, [(x) can be viewed as minimiser of L(6) &of
E{p,(y—0)|X =z} (w.r.t. 0) with p,(u) = pul{u € (0,00)} — (1 —p)ul{u €
(—00,0)}. Interestingly there is only one reference to an exercise in Ferguson
(1967)[p.51] in the literature, but no detailed proof. It is however easy to see



L(O) = E{pp(y —0)|X =z}
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- {ply —=0)1(y > 0) + (1 —p)(0 —y)L(y < 0)} f(y|x)dy

—00

0

- =0 f ey + (1 —p) I

—00

+oo +oo
~ / yflody —po [ flyle)dy

[e.9] —00

0 0
- / yF(ylz)dy + 0 / f(ylx)dy

With differentiation under the integral the FOC (w.r.t. 0) is:
0
—p=0f k) + [ Fule)dy+0f i) = 0

0
/_ fylz)dy —p = 0.

The SOC (w.r.t. 0): f(f|x) > 0, guarantees that the p-quantile § minimizes
L(#) according to the definition of quantile.

A kernel-based p-quantile curve estimator [,(z) can naturally be con-
structed by minimising:

Lo(6) = 07" Y pylY; = 0)Ki(x = X)) (1)

with respect to # € I where [ is a possibly infinite, or possibly degenerate,
interval in R, and Kj(u) = h='K(u/h) is a kernel with bandwidth h.

Numerically the minimisation of (1) through the check function is not a

trivial task. Consequently Lejeune and Sarda (1988) and Yu et al. (2003)

proposed to employ iterative methods to compute I,(x). This is based on

writing (1) as:
-1 - o f pp(Yi —0)
L,(0) =n (Yi—0) {W

=1

}Kh(x —X). 2)

Note that if we define (Y;;0) as:
pp(Yi — 0) __P
(Yi—0)  Yi—0

U= 0) € (52, 0),

wy(Y;;0) 1{(Yi - 0) € (0,00)}
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and integrate w, into K} we can rewrite (2) as a reweighted sum of squares:

L) = n™'> (Y= 0w, (Vi 0) Ky (z — X;)

i=1
n

= n' Y (Y - 0)°K,(x; X;; Vi) (3)

=1

An algorithm for finding the minimiser of (2) is given in Yu et al. (2003).
This algorithm is an iteratively reweighted least squares procedure for finding
l,,. Convergence of this algorithm is guaranteed for any initial value of [,, ;. At
step k = 1, we simply take [,, ; as the global p-quantile. At each iteration from
k — k + 1, new weight w,(Y;; 1, ) is defined to compute K,(x; X;; Yyl k).
A new estimator of [ is obtained as:

lngr1 = argmmn 12 o Xi Yii bok)

Zi:l Kp(l‘7XiaY;aln,k)}/i (4)
Yo Ko X Vi log)

Equivalently, [, x(x) can be viewed as a local average of those Y-observations
with corresponding X-observations in a reweighed neighbourhood of x. The
size and weight of that neighbourhood is regulated by the bandwidth h and
p. In Theorem 2.1 we show that 3 some ky, s.t. ,,x(z) = [,(x),Vk > ky.

In the light of concepts of M-estimation as in Huber (1981), if we define

Y(u) as:

bp(u) = pHu € (0,00)} — (1 —p)l{u € (—00,0)}
= p—Hue (-0,0)},

l,(z) and [(x) can be treated as a zero (w.r.t. #) of the function:
H,00,z) & n! ZKh T — —0) (5)
f(6,2) /f v )y — 6)dy ()

correspondingly.

To show the uniform consistency of the quantile smoother, we shall reduce
the problem of strong convergence of l,(x) — I(z), uniformly in z, to an
application of the strong convergence of H,(6,z) to H(6, ), uniformly in z

4



and 0, as given by Theorem 2.2 in Hérdle et al. (1988). It is shown that
under general conditions almost surely (a.s.)

sup |l (z) — I(z)] < B*max{(nh/(logn))~"V2 h%}, asn — oo.
zeJ

where B* and & are parameters defined more precisely in Section 2.
Please note that without assuming K has the compact support (as we do
here) under similar assumptions Franke and Mwita (2003) get:

~

@) = Fit(o)
: _ i K(r - X)1(Y; <)
S vavar=s
sup [ln(z) — 1(z)] < B*{(nh/(splogn))"Y?+h%}, asn — co.

zeJ

where B** is some constant and s,,n > 1 is an increasing sequence of
positive integers satisfying 1 < s, < 7 and some other criteria. Thus
{nh/(logn)} /2 < {nh/(s, logn)} /2.

By employing similar methods developed by Héardle (1989) it is shown in
this paper that

p ((2(510g n)1/2 [iteqj)r(xﬂ{ln(x) — (@) YA (E)Y? — dn] < z)

— exp{—2exp(—=2)}, asn — oo. (7)

where r(x), §, AM(K), d,, are suitable scaling parameters. This result allows
the construction of (asymptotic) uniform confidence bands for I(z) based on
specifications of the stochastic fluctuation of [, (z).

The plan of the paper is as follows. In Section 2, the stochastic fluctuation
of the process {l,(x) — l(x)} and the uniform confidence band are present
through the equivalence of several stochastic processes with a strong uniform
consistency rate of {l,,(z) —{(z)} also shown, the proof of which are sketched
in Section 3. In Section 4, in a small Monte Carlo study we investigate
the behaviour of [,,(z) when the data is generated by fat-tailed conditional
distributions of (Y|X = z). In Section 5, an application considers a wage-
earning relation in labour market.

2 Results

THEOREM 2.1 For l,(x) as the minimiser of L, (6), and 1, defined in
(4), 3 some ky, s.t. L, x(x) =1, (z), Yk > ky.

5



The following assumptions will be convenient. To make x and X clearly
distinguishable, we replace x by t sometimes, but they are essentially the
same.

(A1) The kernel K(-) is positive, symmetric, has compact support [—A, A]
and is Lipschitz continuously differentiable with bounded derivatives;

(A2) (nh)~%(logn)*? — 0, (nlogn)/?2n%? — 0, (nh*)~'(logn)? < M, M a
constant;

(A3) h=3(logn) fy|>an fyr(y)dy = O(1), fy(y) the marginal density of Y,

\
{a,}22, a sequence of constants tending to infinity as n — oo;

(A4) infie; [q(t)] 2 go > 0, where q(t) = OE{p(Y — 0)t}/00 {i(t)} - fx(t) =
U@} fx (0);
(A5) the quantile function {(¢) is Lipschitz twice continuously differentiable,
for all t € J.
(A6) 0 < my < fx(t) < M; < oo, t € J ; the conditional densities
f(Gly), vy € R, are uniformly locally Lipschitz of order & (ullL-&) on J,
uniformly in y € R, with 0 < & < 1.

Define also

o’(t) = ER™Y —I(t)}] =p(1-p)

Hy(t) = (nh)™ Z KA{(t = Xa)/hypdYs — U(8)}
Dy(t) = 9(nh)™! Z KA{(t = Xi)/h}p{Y; — 0}/06 {i(1)}

and assume that o2(¢) and fx(t) are differentiable.

Assumption (A1) on the compact support of the kernel could possibly be
relaxed introducing a cutoff technique as Csorgd and Hall (1982) for density
estimators. Assumption (A2) has purely technical reasons: to keep the bias at
a lower rate than the variance and to ensure the vanishing of some non-linear
remainder terms. Assumption (A3) appears in a somewhat modified form
also in Johnston (1982). Assumption (A5, A6) are common assumptions in
robust estimation as in Huber (1981), Hérdle et al. (1988) which exponential,
and generalised hyperbolic distributions satisfy.

For the uniform strong consistency rate of [, (z) —I(x), we apply the result
of Hérdle et al. (1988) by taking 5(y) = ¥(y — 0), y € R, for § € I = R,
¢ = ¢ = —1, n(y) = max{0, —(y — 0)}, 12(y) = min{0, —¢(y — 0)} and
A = 00 to satisfy the representations for the parameters there. Thus from
Theorem 2.2 and Remark 2.3(v) there we immediately have the following
lemma.



LEMMA 2.1 Let H,(0,2) and H(0,z) be given by (5) and (6). Under
assumption (A6) and (nh/logn)~Y/? — oo through (A2), for some constant
A* not depending on n, we have a.s. as n — o0

sup sup |ﬁn(9, x) — f](@, )| < A*max{(nh/log n)_l/z, h‘s‘} (8)
ocl zeJ

For our result on [,(-), we shall also require

int | [ 6y - 10) + F Q)| > dll, Torlel <8 (0)

where d; and § are some positive constants, see also Hardle and Luckhaus
(1984). This assumption is satisfied if there exists a constant ¢ such that

fU(z)]x) > q/p, x € J.

THEOREM 2.2 Under the conditions of Lemma 2.1 and also assuming
(9), we have a.s. as n — oo

sup |ln(z) — I(z)] < B*max{(nh/logn) /% h%} (10)

zeJ

with B* = A*/myq not depending on n and my a lower bound of fx(t).

THEOREM 2.3 Let h=n"%, 1 <§ <1 NK)=[" K*u)du and

Wl

1
5

1
d, = (20logn)Y? + (26logn) ?[log{c,(K)/m/?} + §{log(5 + loglogn},

if er(K) = {K*(A) + K*(—A)}/{2A(K)} > 0
d, = (20logn)Y? + (26logn) Y log{cs(K)/21}

otherwise with c3(K) = /A{K'(u)}2du/{2)\(K)}.

Then (7) holds with
r(x) = (nh)' 2 f{I(2) |2} { fx (2)/p(1 = p)}'2.

This theorem can be used to construct uniform confidence intervals for the
regression function as stated in the following corollary.



COROLLARY 2.1 Under the assumptions of the theorem above, an ap-
prozimate (1 — ) x 100% confidence band over [0, 1] is

() £ (nh) ™2 {p(1 = PAK)/ fx ()} f U@ EHd + e(o) (25 log n) ™72},
where ¢(o) = log2 — log|log(1 — a)| and fx(t), f{l(t)|t} are consistent
estimates for fx(t), f{l(t)|t}.

In the literature, according to Fan et al. (1994, 1996), Yu and Jones
(1997, 1998), Hall et al. (1999), Cai (2002) and others, asymptotic normality

at interior points for various nonparametric smoothers, e.g. local constant,
local linear, reweighted NW methods, etc. has been shown:

Lo(t) — I(t) ~ N(0,7°(t))
with 72(t) = M(K)p(1 — p)/[fx () f?{l(t)|t}]. Please note that the bias term
vanishes here as we adjust h. With 7(¢) introduced, we can further write
Corollary 2.1 as:

L(t) & {d, + c(a)(20 logn) Y2V 7 (t).

Through minimising the approximation of AMSE (asymptotic mean square
error), the optimal bandwidth h, can be computed. In practice, the rule-of-
thumb for h, is given by Yu and Jones (1998):

1. Select optimal bandwidth Amean from conditional mean regression

2. hy = [p(1 = p)/¢*{®(p)}]"/* - hmean
with ¢, ® as the pdf and cdf of a standard normal distribution

Obviously more p deviates from 0.5, means more smoothing is necessary.

The proof is essentially based on a linearisation argument after a Taylor
series expansion. The leading linear term will then be approximated in a
similar way as in Johnston (1982), Bickel and Rosenblatt (1973). The main
idea behind the proof is a strong approximation of the empirical process of
{(X;,Y:)’} by a sequence of Brownian bridges as proved by Tusnady (1977).

As 1,(t) is the zero (w.r.t. 6) of H,(6,t), it follows by applying 2nd-order
Taylor expansions to H,(0,t) around I(t) that

b(t) = U(t) = {Hn(t) — EHn(1)}/q(t) + Rn(t) (11)
where {H,(t) — E H,(t)}/q(t) is the leading linear term and
Bp(t) = Ho(t){q(t) = Da(t)}/{Dn(t) - q(t)} + E Hn(t)/q(2)
%{zn(w U0 {Du(0) (12)

n

1ZK{ v = Xi) /MY = U(6) +ra(t)}, (13)



()] < [ln(t) = 1(T)]-
is the remainder term. In Section 3 it is shown (Lemma 3.1) that ||R,|| =

SUPye 5 |Rn(t)| = Op{(nh log n)_l/Q}.
Furthermore, the rescaled linear part

Yo(t) = (nh)*{o®(t) fx ()} {Ha(t) — E Hy(t)}

is approximated by a sequence of Gaussian processes, leading finally to the
Gaussian process

Yon(t) = h~'/? / K{(t — 2)/h}dW (z). (14)

Drawing upon the result of Bickel and Rosenblatt (1973), we finally obtain
asymptotically the Gumbel distribution.
We also need the Rosenblatt (1952) transformation,

T($’y> = {FX\y('T’y)>FY(y)}’

which transforms (X;,Y;) into T(X;,Y;) = (X/,Y/) mutually independent

(R R)

uniform rv’s. In the event that z is a d-dimension covariate, the transforma-
tion becomes:

T(l’l,xz,...,l'd,y) = {FX1|y($1|y)?FX2|y(‘r2|xlay)7'"7
FXk|xd_1,...,:c1,y(xk|xd—1a <oy X1, y)a Fy(y)} (15)

With the aid of this transformation, Theorem 1 of Tusnady (1977) may be
applied to obtain the following lemma.

LEMMA 2.2 On a suitable probability space a sequence of Brownian bridges
B,, exists that

sup _|Zu(2,y) — Bu{T(2,9)} = O{n"*(logn)’}  a.s.,

rzeJyeR

where Z,(x,y) = n'?{F,(z,y) — F(z,y)} denotes the empirical process of
{(Xi, Vi) Hey

For d > 2, it is still an open problem which deserves further research, while
the current best result is given in Rio (1996).

Before we define the different approximating processes let us first rewrite
(14) as a stochastic integral w.r.t. the empirical process Z,(z,y),

Yo(t) = {hg’(t)}_m/ K{(t —)/h}p{y — (1) ydZn(x, y),

9



g(t) = o*(t) fx(t).

The approximating processes are now:

Voult) = (o0} [ [ KAt = 2)Mpidy — 10}z () (16)
where T = {Jy] < au}, 9(t) = E[6*{y — 10} - 1(y] < a)|X = 1] - £x(0)

Vialt) = (a0} [ K4t =) hpoty ~ 10}BAT () a7)

{B,} being the sequence of Brownian bridges from Lemma 2.2.

Vaolt) = (g0} | K{(t =)oty = 10}aW, (T (o) (19
{W,} being the sequence of Wiener processes satisfying

B,(2',y) = W, (', y) — 2y’ W,(1,1)

Yin(t) = {hg(t)}-m/ / K{(t — o)/hydy — 1(2)}dW,(T(z, ) (19)
Yialt) = {hg(t)} 2 / 9(2) PE{(t — ) /h}dW (x) (20)
Vilt) = 0 [ K{(t = )/} (2) 1)

{W(-)} being the Wiener process on (—o0, c0).

Lemma 3.2 to 3.7 ensure that all these processes have the same limit
distributions. The result then follows from

LEMMA 2.3 (Bickel and Rosenblatt (1973)) Let d,,, \(K), § as in Theorem
2.8. Let

Yon(t) = h~\/? / K{(t — 2)/hYdW ().

Then, as n — oo, the supremum of Y5 ,(t) has a Gumbel distribution.

P { (26108 )" [sup [Y5.0(1)|/ {A(K)}? — o < 2} — exp{~2exp(~2)}.

10



3 Proof

Proof of Theorem 2.1. For [, ;, and [,, there are only 2 cases:
1. 7 some ky, s.t. logy, =1y
2. dsome ky, s.t. g, =,

W.L.G. we assume l,, € (Y, Yius1) for some m. According to the convergence
of I, x — [, shown in Lejeune and Sarda (1988), 3 some ky, s.t. |l 5 — ln] <
min{(l, —Ym), (Ym+1—1n) }, Vk = ko. Using same transformation proposed by
Lejeune and Sarda (1988), K}, in (4) can be seen as not relevant and discarded
here. For simplicity of notation, if we write p1{(Y; — l,,x) € (0,00)} — (1 —
p)H{(Y; — k) € (—00,0)} as ,(Yi — l,x), therefore

l b1 = Z?:1 ¢p(Y; B ln,k)/()/z - ln,k) : (Y; - ln,k + ln,k)
" >y (Vi = 1)/ (Yi = L)
Z?:l wp(Y; — ln,k)
D i Up(Yi = Lug) /(Y — Lo )

AS |ln,k - ln’ < mln{(ln - ym>> (ym+1 - ln)}7Vk 2 kOa Z?:l p]‘{(}/; - ln,k) c
(0,00)} = (1 = p){(Y; — lnp) € (—00,0)} = pn(l —p) + (p = 1)np = 0,V L
with & > ko.

If case 1 holds, it means [, # [,,,Vk > ko. Just pick anyone of them,
namely [, s = I, +€ # 0, with € # 0, k§ > ko. Thus:

+ L -

0
[P —
R S (Vi = L)/ (Vi — L)

S0 by = ln,kg = 1, +¢,Vk > kj, however, this contradicts to I, — [, as
e #0. So d some ky, s.t. I, 5, = l,. Similarly we get:

+ ln,k(*) = ln,kg .

0
ln,k 1= n
o Zizl 1/)}7()/1 - ln,lﬂ)/(Y; - ln,kl)
S0 bp = gy = L, ¥k > k. O

+ ln,kl = ln,kl .

Proof of Theorem 2.2. By the definition of /,,(x) as a zero of (5), we have,
for e > 0,

if I,(z) > l(z) 4 ¢, and then H,{l(z) 4+ &,z} > 0. (22)
Now
H{l(z) +¢,2} < H{l(z) + &,2} + sup |H,(0, ) — H(0,z)|. (23)

11



Also, by the identity H{l(z),z} = 0, the function H{l(z) + &, z} is not
positive and has a magnitude > m;ge by assumption (A6) and (9), for 0 <
g < 01. That is, for 0 < e < 47,

H{l(z) +e,x} < —mye. (24)
Combining (22), (23) and (24), we have, for 0 < & < d;:

if I,(x) > I(z) + ¢, and then sup |H,(0,z) — H(0,z)| > mige.
0l

With a similar inequality proved for the case [, (z) < [(x) + €, we obtain,
for 0 < e < dy:

if sup |l,(z) — I(z)| > €, and then sup |H,(0,2) — H(,z)| > mige. (25)
zel bel

It readily follows that (25), and (8) imply (10). O

Below we first show that || R, || = sup,c; |R,(t)| vanishes asymptotically
faster than the rate (nhlogn)~'/2; for simplicity we will just use || - || to
indicate the sup-norm.

LEMMA 3.1 For the remainder term R, (t) defined in (12) we have
IR, ]| = 0p{(nhlogn)~*/2}. (26)

Proof. First we have by the positivity of the kernel K,

12,1 < [ int (D010} (IHl - llg = Dall + D] - | EH])

0<t<1

2 : -1
1l = 12+ { in (DA} oo

0<t<1

where f,(z) = (nh)"* Y1 K{(x — X;)/h}.
The desired result (3.1) will then follow if we prove

1Ha] = op{(nh)~"/*(logn)"/*} (27)
lg = Dull = 0p{(nh)™"*(logn)™"/%} (28)
IEH,| = O (29)
= 1P = 0p{(nh)~/(log n)~"/?} (30)

Since (29) follows from the well-known bias calculation
EH,(t)=h"" /K{(t —u)/h} E[p{y — IO }X = u] fx (u)du = O(h?),

12



where O(h?) is independent of ¢ in Parzen (1962), we have from assumption
(A2) that | E H,|| = 0,{(nh)~/?(logn)~1/2}.
According to Lemma A.3 in Franke and Mwita (2003),

sup [H,(t) — E Ho(t)] = Of(nh) " (log n)"/2}.

teJ
and the following inequality
[Hpoll < [[Hy — EH,|| + [|EH,|.

= O{(nh)"'*(logn)'"*} + 0,{(nh)""*(logn)~"/*}
= O{(nh)"'*(logn)'/?}

Statement (27) thus is obtained.

Statement (28) follows in the same way as (27) using assumption (A2)
and the Lipschitz continuity properties of K, ', .

According to the uniform consistency of 1,,(t) —(t) shown before, we have

I = 1l = Op{(nh)~"*(log n)"/?}

which implies (30).
Now the assertion of the lemma follows, since by tightness of D,(t),
infoce<a |Dn(t)| = qo a.s. and thus

|Rall = 0p{(nhlogn)~/2}(1 + || ful)-

Finally, by Theorem 3.1 of Bickel and Rosenblatt (1973), || .|| = O,(1); thus
the desired result || R,|| = o,{(nhlogn)~'/?} follows. [

We now begin with the subsequent approximations of the processes Y;,,
to Ys .

LEMMA 3.2

Yor = Yiall = O{(nh)""?(logn)’}  a.s.

13



Proof. Let ¢ be fixed and put L(y) = ©{y —{(¢)} still depending on t. Using
integration by parts and obtain

/ / WE{(t — 2)/BYdZ0(z,y)

= / /_an w)dZ,(t — h - u,y)
_ / ) / 2= e y)d{L) K ()}

+L(a,)(an) /A Zn(t — h-u,a,)dK (u)
A

—L(—ap)(—ay) /_A Zn(t —h-u,—a,)dK (u)

Qn

+K(A){/ Zn(t—h-Ay)dL(y)

—an

L) (an) Zos (t — B - Ay ) — L(—an)(—an) Zn(t — b - A, —an)}

~K(-4)] / Zo(t+ B+ A )dL(y) + Lian)(an) Zu(t + b - A, )

—an

—L(—an) () Za(t + h - A, —an)}.

If we apply the same operation to Y;,, with B, {T'(z,y)} instead of Z,(x,y)
and use Lemma 2.2, we finally obtain

sup hY2g() 2 |Yon(t) — Yin(t)] = O{n"?(logn)’} a.s..

(UNZS

O

LEMMA 3.3 ||Y1,, — Y| = O,(h'/?).

Proof. Note that the Jacobi of T'(z,y) is f(z,y) hence
Vinlt) = Yault)
[oomy 7 [ oty =10}~ ) /b o g)dady ] W, (1, D).
It follows that n
WY~ Yaull < WD) g
sup i [ [ty = 00 - )/, dndy,

0<t<1

14



Since ||g~'/2|| is bounded by assumption, we have
W Yi = Yol < WL D] G- [ K{(t - 2)/h}do = O,(0).
U

LEMMA 3.4 ||Yz,, — Ys,.|| = O,(h'/?).
Proof. The difference |Y,,(t) — Y3, (¢)| may be written as

[ta®ny 7 [ [ty =100} = oty = 1A~ 2) MW AT (w0}
If we use the fact that [ are uniformly continuous this is smaller than

W Plg(0)] 712 - Oy(h)

and the lemma thus follows. [

LEMMA 3.5 ||Yy, — Ys.|l = O,(h'/?).

Proof.

]Y4,n(t)—Y5’n(t)| - h_1/2

S - rte - amavi)

< b 1/2’/ W(t — hu)— [ g<t_h“ }1/2—1}K(u)du‘

U
st e [{ 2 Hh S|

K(—A)W(t + hA) [{%}m - 1] ‘

t)
S1n(t) + So0(t) + S5,(t),  say.

+h12

+h12

The second term can be estimated by

)

hY2|| Syl < K(A) - sup [W(t — Ah)| - sup b~

0<t<1 0<t<1

Iy )

by the mean value theorem it follows that

W2 Szl = O,(1).

15



The first term Sy, is estimated as

A28, () = ‘ffl /A W(t — uh)K'(u) H%}m — 1} du

/ Wt — uh) (){ g(t ()h)}l/z{g’(tg(—t)uh)}du‘
= |Tin(t) — Tou(t)], say;

| Tonll < Cs - f_AA W (t — hu)|du = O,(1) by assumption on g(t) = o*(t) -
fx(t). To estimate T}, we again use the mean value theorem to conclude

that ( By 12
_ gt —u
ap 1 [[LE YR
oxien { g(t) o[l
hence N
171 < - sup / (W (t — hu)|K'(u)u/du = O,(1).
0<i<1.J_4

Since S3,,(t) is estimated as Sy ,,(t), we finally obtain the desired result.  [J

The next lemma shows that the truncation introduced through {a, } does
not affect the limiting distribution.

LEMMA 3.6 ”Yn — Yb,n“ = Op{aogn)_l/Q},

Proof. We shall only show that ¢'(t)~'/2hp~1/2 Jlaer, ¥y — 1O }EA{(t -
x)/h}dZ,(x,y) fulfills the lemma. The replacement of ¢’ by ¢(¢) may be
proved as in Johnston (1982). The quantity above is less than h=1/2||g~/2| -
1 isany ¥y = LOIEA{( — 2)/h}dZ(2,y)||. It remains to be shown that

the last factor tends to zero at a rate O,{(logn)~'/2}. We show first that

Valt) = Qo [ty i) (=) )
20 forall t

and then we show tightness of V,,(¢), the result then follows:

Va(t) = (logn)l/z(nh)_l/QZ[w{K- — LY > an) K{(t = Xi)/h}

—E{Y; — 1@ }(Yi] > an) K{(t — X;)/}]

= ZXn,t(t>

16



where {X,,(t)}, are i.i.d. for each n with E X, ,(t) = 0 for all ¢ € [0, 1].
We then have

EX:,(t) < (logn)(nh)™ EQX{Y; — U(t)}1(|Yi] > an) K*{(t — X;)/h}
< sup K- (logn)(nh) ™ EV{Y, — IOV > a);
hence

Var(Vu} = E{Y Xn,t(t)}2 — - EXZ, ()

< swp K ogn) [ flp)dy M,
{lyl>an}

—A<u<A

where M, denotes an upper bound for ¢?. This term tends to zero by
assumption (A3). Thus by Markov’s inequality we conclude that

Vo(t) 20 foralltelo,1].

To prove tightness of {V,,(t)} we refer again to the following moment condi-
tion as stated in Lemma 3.1:

E{IVa(t) = Va(to)] - [Valt) = Va(O)]} < O (t2 — 11)°
C' denoting a constant, t € [t1, ta].

We again estimate the left-hand side by Schwarz’s inequality and estimate
each factor separately,

E{V,(t) = Vu(t)}? = (logn)(nh)_lE[Z\I/n(t,tl,Xi,Y;)-l(Dﬂ>an)

=1
2
— E{Wn(t, 1, X0, Vi) - 1(Yi] > an)}]

where W,(t, 11, X;, Vi) = 04V — 1)} K{(t — Xi)/h} — p{Yi = 1(t2) J{ (2 —
X1)/h}. Since m, K are Lipschitz continuous, it follows that

E{Va(t) = Vo (1) }]'2
< Cr- (logn)' Ph=32|t — 1y - {/
{lyl>an}

If we apply the same estimation to V,,(t2) — V,,(t1) we finally have
E{[Va(t) = Va(t)] - [Va(t2) = Va(8)[}

< C2logm)h ¥t — tllts — t] x / 1,(v)dy

{ly[>an}
< O |ty —ti|*since t € [t1,1,] by (A3).

1wy}
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LEMMA 3.7 Let A(K) = [ K*(u)du and let {d,} be as in the theorem.
Then

(261og ) ?[|[Yaull {ANE)}? — du]

has the same asymptotic distribution as
(2810 1) [ Vi |/ ()Y = ),
Proof. Y;,(t) is a Gaussian process with
EYs(t) =0
and covariance function
r3(ti,ta) = EYs,(t1)Ys,(t2)
= {atat)} 20 [ [ oy - 10}t - a)/h)
< {(ta = 3)/1} (2. )dady
= {atat)} 20 [ [ oy = 10} Gl 2)/1)
<K {(t2 = )W} (@)
= {otg(t)} 7 [ g@)K{((t — )W} (12— )/} o
= r4(te,t2)

where 74(t1,t2) is the covariance function of the Gaussian process Yj, (1),
which proves the lemma. [

4 A Monte Carlo Study

We have generated bivariate data {(X;, Y;)},,n = 500 with joint pdf:

flz,y) = gly—vVr+25)1(x € [-2.5,2.5)) (31)
o) = 1pe() + 5 0(u/9)

The p-quantile curve [(x) can be obtained from a zero (w.r.t. ) of:

99(6) + ®(6/9) = 10p,

18



with ® as the cdf of a standard normal distribution. Solving it numeri-
cally gives 0.5-quantile curve [(z) = /& + 2.5, and 0.9-quantile curve [(x) =
1.5296 4+ v + 2.5. We use the quartic kernel:

15
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Figure 1: The 0.5-quantile curve, the Nadaraya-Watson estimator m} (x),
and the 0.5-quantile smoother [,,(z).

In Fig. 1 the raw data, together with the 0.5-quantile curve, are displayed.
The random variables generated with probability %0 from the fat-tailed pdf
s0(u/9), see (31), are marked as squares whereas the standard normal rv’s
are shown as stars. We then compute both Nadaraya-Watson estimator

*

m;(x) and 0.5-quantile smoother [, (z) using an iterative method as in (4).
The iteration step and bandwidth are set to 150 and 1.25 which is equivalent
to 0.25 after rescalling = to [0,1] and fullfills the requirement of Theorem
2.3. Fig. 2 displays the simulation result for [, ;(z) with different starting
values and different x values. [, x(—1) are shown as solid and dashed lines,
while [, x(1) are shown as dashed-dotted and dotted lines. As we can see,
convergence of [, x(z) is guaranteed no matter that the initial value is 5 or
—5. After around 35 steps, [, ;(x) arrives at [,,(z) and never leaves again;

this coincides with the result of Theorem 2.1.
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Figure 2: Convergence of [, ;(x) to 0.5-quantile smoother [,,(z) with starting
value 5, —5 and z value —1, 1.

In Fig. 1 the I(z), m}(x) and [,,(x) are shown as a dotted line, dashed-
dot line, and solid line respectively. At first sight m} (x) has clearly more
variation and has the expected sensitivity to fat-tails of f(x,y). A closer
look reveals that m (z) for x ~ 0 even leaves apparently from 0.5-quantile
curve. It may be surprising that this happens at x ~ 0 where no outliers is
placed, but a closer look at Fig. 1 shows that the large negative data values
at both x ~ —0.1 and = =~ 0.25 causes the problem. This data value is
inside the window (h = 1.10) and therefore distorts m (z) for x ~ 0. The
quantile-smoother /,,(x) (solid line) is unaffected and stays fairly close to the
0.5-quantile curve. Similar results can be obtained in Fig. 3 corresponding

to 0.9 quantile (h = 1.25) with the 95% confidence band.

5 Application

In labour markets economists are concerned with whether discrimination
exists, for example for different genders, nationalities, union status and so
on. To study this, we need to separate out other effects first, e.g. age,
education, etc. Recently there has been great interest in finding out how the
financial returns of a job depends on the age of the employee. We use the

20
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Figure 3: The 0.9-quantile curve, the 0.9-quantile smoother and 95% confi-
dence band.

Current Population Survey (CPS) data from 2005 for the following group:
male, 25 ~ 59 for age, full-time employed, and college graduate containing
16,731 observations, for the age-earning estimation. As is usual for wage
data, log transformation to hourly real wages (unit: US dollar) is carried
out first. In CPS all ages (25 ~ 59) are reported as integers, we rescale
them into [0, 1] through dividing 40 with bandwidth 0.059 for nonparametric
quantile-smoothers. This is equivalent to set bandwidth 2 for the original
age data.

In Fig. 4 the original observations are displayed as small stars. The local
0.5 and 0.9 quantiles at the integer points of age are shown as dashed lines,
whereas the corresponding nonparametric quantile-smoothers are displayed
as solid lines with corresponding 95% uniform confidence bands shown as
dashed-dot lines. A closer look reveals a quadratic relation between age and
logged hourly real wages. If we use several popular parametric methods to
estimate the 0.5 and 0.9 conditional quantiles, e.g. quadratic, quartic and
set of dummies (for ages groups) models as in Fig. 5, with help of the 95%
uniform confidence bands, we can do the parametric model specification test.
At the 5% significance level, we could not reject any model. However, at
the 10% significance level, when the uniform confidence bands get narrower,
the set of dummies (for age groups) model is rejected while the other two
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could not. As the quadratic model performs quite similar to the quartic one,
for simplicity, it is suggested in practice for measuring the log(wage)-earing
relation.
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Figure 4: The original observations, local quantiles, 0.5, 0.9-quantile
smoothers and corresponding 95% confidence bands.

References

Bickel, P. and Rosenblatt, M. (1973). On some global measures of the devi-
ation of density function estimatiors. Ann. Statist., 1:1071-1095.

Cai, Z. W. (2002). Regression quantiles for time series. Econometric Theory,
18:169-192.

Csorgo, S. and Hall, P. (1982). Upper and lower classes for triangular arrays.
Z. Wahrscheinlichkeitstheorie und verw. Gebiete, 61:207-222.

Fan, J., Hu, T. C., and Troung, Y. K. (1994). Robust nonparametric function
estimation. Scandinavian Journal of Statistics, 21:433-446.

Fan, J., Yao, Q., and Tong, H. (1996). Estimation of conditional densities and
sensitivity measures in nonlinear dynamical systems. Biometrika, 83:189—
206.

22



4.2

.
R
4
R
4
L USSR i
a o PR i - \'~.—‘—'\._./’-."—-’.
‘/-"’ e mmE-CNEEENENNy &
3_8* R4 _‘ﬂ",‘-“-_—-&‘-b,_;H-LZ:*'I’—'AV;- 7
L=t izt
,‘ /”‘“ ——————— -
3 67 .-’ o g g AN ey -
. Rd 1 ~%e S ——— - - et “ e
./ . “' ’ - Tt
I *'l‘" . .
L . . |
3.4 “’// ] /“‘, et T TNt st =" - ~'~"‘
:‘/ .~ e
3.2¢° t". R n nm 8
il 7 ,;" ,,W‘A—;H{T'_‘_—_—.::—"—u -'ﬁ-...-.,. —
/ PR .——‘::/a—‘—i-'-" LTy
B »
L2 Re , . _
SIPPC R s R S
1 757 - - ~
2.8 "f’" -~ =S
= o P |
. P .
—;;%-—-I "f"
| ‘¢‘
2.6F g .
R
2.4 e
. 7' ]
4
2 % | | | | | |
5 30 35 40 45 50 55 6(

Figure 5: Quadratic, quartic, set of dummies (for age groups) estimates, 0.5,
0.9-quantile smoothers and their corresponding 95% confidence bands.

Ferguson, T. S. (1967). Mathematical Statistics: A Decision Theoretic Ap-
proach. New York: Academic Press.

Franke, J. and Mwita, P. (2003). Nonparametric estimates for conditional
quantiles of time series. Report in Wirtschaftsmathematik 87, University
of Kaiserslautern.

Hall, P., Wolff, R., and Yao, Q. (1999). Methods for estimating a conditional
distribution function. J. Amer. Statist. Assoc., 94:154-163.

Hérdle, W. (1989). Asymptotic maximal deviation of M-smoothers. J. Mul-
tivariate Anal., 29:163-179.

Hérdle, W., Janssen, P., and Serfling, R. (1988). Strong uniform consistency
rates for estimators of conditional functionals. Ann. Statist., 16:1428-1429.

Hérdle, W. and Luckhaus, S. (1984). Uniform cnsistency of a class of regres-
sion function estimators. Ann. Statist., 12:612-623.

23



Huber, P. (1981). Robust Statistics. Wiley, New York.

Jeong, K. and Héardle, W. (2008). A consistent nonparametric test for causal-
ity in quantile. SFB 649 Discussion Paper.

Johnston, G. (1982). Probabilities of maximal deviations of nonparametric
regression function estimation. J. Multivariate Anal., 12:402-414.

Koenker, R. and Bassett, G. W. (1978). Regression quantiles. Econometrica,
46:33-50.

Koenker, R. and Park, B. J. (1996). An interior point algorithm for nonlinear
quantile regression. Journal of Econometrics, 71:265—-283.

Kong, E., Linton, O., and Xia, Y. (2008). Uniform bahadur representation
for local polynomial estimates of M-regression and its application to the
additive model. Fconometric Theory, accepted.

Lejeune, M. G. and Sarda, P. (1988). Quantile regression: A nonparametric
approach. Computational Statistics and Data Analysis, 6:229-239.

Parzen, M. (1962). On estimation of a probability density function and mode.
Ann. Math. Statist., 32:1065-1076.

Portnoy, S. and Koenker, R. (1997). The gaussian hare and the laplacian
tortoise: computability of squared-error versus absolute -error estimatiors
(with discussion). Statistical Sciences, 12:279-300.

Rio, E. (1996). Vitesses de convergence dans le principe d’invariance faible
pour la fonction de répartition empirique multivariée (rates of convergence
in the invariance principle for the multivariate empirical distribution func-
tion). C. r. Acad. sci., Sér. 1, Math., 322(2):169-172.

Rosenblatt, M. (1952). Remarks on a multivariate transformation. Ann.
Math. Statist., 23:470-472.

Tusnady, G. (1977). A remark on the approximation of the sample dis-
tribution function in the multidimensional case. Period. Math. Hungar.,
8:53-55.

Yu, K. and Jones, M. C. (1997). A comparison of local constant and local
linear regression quantile estimation. Computational Statistics and Data
Analysis, 25:159-166.

24



Yu, K. and Jones, M. C. (1998). Local linear quantile regression. J. Amer.
Statist. Assoc., 93:228-237.

Yu, K., Lu, Z., and Stander, J. (2003). Quantile regression: applications
and current research areas. J. Roy. Statistical Society : Series D (The
Statistician), 52:331-350.

25



SFB 649 Discussion Paper Series 2008

For a complete list of Discussion Papers published by the SFB 649,
please visit http://sfb649.wiwi.hu-berlin.de.

001

002

003

004

005

006

007

008

009

010

011

012

013

014

015

016

017

018

019

020

021

"Testing Monotonicity of Pricing Kernels" by Yuri Golubev, Wolfgang
Hardle and Roman Timonfeev, January 2008.

"Adaptive pointwise estimation in time-inhomogeneous time-series
models" by Pavel Cizek, Wolfgang Hardle and Vladimir Spokoiny,
January 2008.

"The Bayesian Additive Classification Tree Applied to Credit Risk
Modelling" by Junni L. Zhang and Wolfgang Hardle, January 2008.
"Independent Component Analysis Via Copula Techniques" by Ray-Bing
Chen, Meihui Guo, Wolfgang Hardle and Shih-Feng Huang, January
2008.

"The Default Risk of Firms Examined with Smooth Support Vector
Machines" by Wolfgang Hardle, Yuh-Jye Lee, Dorothea Schéfer
and Yi-Ren Yeh, January 2008.

"Value-at-Risk and Expected Shortfall when there is long range
dependence" by Wolfgang Hardle and Julius Mungo, Januray 2008.

"A Consistent Nonparametric Test for Causality in Quantile” by
Kiho Jeong and Wolfgang Héardle, January 2008.

"Do Legal Standards Affect Ethical Concerns of Consumers?" by Dirk
Engelmann and Dorothea Kubler, January 2008.

"Recursive Portfolio Selection with Decision Trees" by Anton Andriyashin,
Wolfgang Hardle and Roman Timofeev, January 2008.

"Do Public Banks have a Competitive Advantage?" by Astrid Matthey,
January 2008.

"Don’t aim too high: the potential costs of high aspirations" by Astrid
Matthey and Nadja Dwenger, January 2008.

"Visualizing exploratory factor analysis models" by Sigbert Klinke and
Cornelia Wagner, January 2008.

"House Prices and Replacement Cost: A Micro-Level Analysis" by Rainer
Schulz and Axel Werwatz, January 2008.

"Support Vector Regression Based GARCH Model with Application to
Forecasting Volatility of Financial Returns" by Shiyi Chen, Kiho Jeong and
Wolfgang Hardle, January 2008.

"Structural Constant Conditional Correlation” by Enzo Weber, January
2008.

"Estimating Investment Equations in Imperfect Capital Markets" by Silke
Huattel, Oliver MuRhoff, Martin Odening and Nataliya Zinych, January
2008.

"Adaptive Forecasting of the EURIBOR Swap Term Structure” by Oliver
Blaskowitz and Helmut Herwatz, January 2008.

"Solving, Estimating and Selecting Nonlinear Dynamic Models without
the Curse of Dimensionality” by Viktor Winschel and Markus Kréatzig,
February 2008.

"The Accuracy of Long-term Real Estate Valuations" by Rainer Schulz,
Markus Staiber, Martin Wersing and Axel Werwatz, February 2008.

"The Impact of International Outsourcing on Labour Market Dynamics in
Germany" by Ronald Bachmann and Sebastian Braun, February 2008.
"Preferences for Collective versus Individualised Wage Setting" by Tito
Boeri and Michael C. Burda, February 2008.

SFB 649, Spandauer Straf3e 1, D-10178 Berlin
http://sfb649.wiwi.hu-berlin.de

This research was supported by the Deutsche

Forschungsgemeinschaft through the SFB 649 "Economic Risk".




022

023

024

025

026

027

"Lumpy Labor Adjustment as a Propagation Mechanism of Business
Cycles" by Fang Yao, February 2008.

"Family Management, Family Ownership and Downsizing: Evidence from
S&P 500 Firms" by Jérn Hendrich Block, February 2008.

"Skill Specific Unemployment with Imperfect Substitution of Skills" by
Runli Xie, March 2008.

"Price Adjustment to News with Uncertain Precision” by Nikolaus
Hautsch, Dieter Hess and Christoph Muller, March 2008.

"Information and Beliefs in a Repeated Normal-form Game" by Dietmar
Fehr, Dorothea Kubler and David Danz, March 2008.

"The Stochastic Fluctuation of the Quantile Regression Curve" by
Wolfgang Hardle and Song Song, March 2008.

SFB 649, Spandauer Straf3e 1, D-10178 Berlin
http://sfb649.wiwi.hu-berlin.de

This research was supported by the Deutsche

Forschungsgemeinschaft through the SFB 649 "Economic Risk".




	Frontpage 027.pdf
	SFB649DP2008-027_ges.pdf
	Hae_Son Stoch Fluct Quantile curve_080329.pdf
	Endpage 027.pdf


