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ABSTRACT. This paper considers a general form of network dependence where depen-
dence between two sets of random variables becomes weaker as their distance in a network
gets longer. We show that such network dependence cannot be embedded as a random
field on a lattice in a Euclidean space with a fixed dimension when the maximum clique
increases in size as the network grows. This paper applies Doukhan and Louhichi (1999)’s
weak dependence notion to network dependence by measuring dependence strength by
the covariance between nonlinearly transformed random variables. While this approach
covers examples such as strong mixing random fields on a graph and conditional depen-
dency graphs, it is most useful when dependence arises through a large functional-causal
system of equations. The main results of our paper include the law of large numbers, and
the central limit theorem. We also propose a heteroskedasticity-autocorrelation consistent
variance estimator and prove its consistency under regularity conditions. The finite sam-
ple performance of this latter estimator is investigated through a Monte Carlo simulation
study.
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Law of Large Numbers; Cross-Sectional Dependence; Spatial Processes
JEL CLASSIFICATION: C12, C21, C31

1. Introduction

Network models have been used to capture a complex form of interdependence among
cross-sectional observations. These observations may represent actions by people or
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firms, or outcomes from industry sectors, assets or products. Random fields indexed
by points in a lattice in a Euclidean space have often been adopted as a model of spa-
tial dependence in econometrics and statistics. Conley (1999) proposed using random
field modeling to specify the cross-sectional dependence of observations in the context
of GMM estimation. More recent contributions include Jenish and Prucha (2009) and
Jenish and Prucha (2012). See Jia (2008) for an application in entry decisions in retail
markets, and Boucher and Mourifie (2017) for an inference problem for a network for-
mation model. For limit theorems for such random fields in statistics, see Comets and
Janzura (1998) and references in the paper.

When the dependence ordering arises from geographic distances or their analogues,
using such random fields appears natural. However, the dependence ordering often stems
from pairwise relations among the sample units, which can be viewed as a form of a
network. To apply the random field modeling, one would first need to transform these
relations into a random field on a lattice in a Euclidean space using methods such as
multidimensional scaling (see, e.g., Borg and Groenen (2005); see also footnote 16 of
Conley (1999) on page 15).

However, such embedding of a network into a lattice can distort the dependence or-
dering. In fact, this paper shows that network dependence is not necessarily embedded
as a random field indexed by a lattice in the Euclidean space with a fixed dimension,
when the network has a maximum clique whose size increases as the network grows.
Networks with a growing maximum clique size often arise from those with a power-law
degree distribution and high clustering coefficients. These features are typically shared
by social networks that are observed in practice. In this paper, we directly use a network
as a model of dependence ordering, so that such an embedding is not required when
dependence ordering comes from pairwise relations.

Associating a dependence pattern with a network has existed in the literature. Stein
(1972) introduced a notion of dependency graphs in studying the normal approximation
of a sum of random variables which are allowed to be dependent only when they are
adjacent in a given network. See also Janson (1988), Baldi and Rinott (1989), Chen
and Shao (2004), and Rinott and Rotar (1996) for various results for normal approxima-
tion for variables with related local dependence structures. See Leung (2016) and Song
(2017) for recent applications of dependency graphs to network data. Modeling based
on dependency graphs has a drawback; it requires independence between variables that
are not adjacent in the network, and hence is not adequate to model dependence which
becomes gradually weaker as two nodes get farther away from each other in the network.
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A closely related strand of literature has studied various models of Markov random
fields and spatial autoregressive models. Markov random fields constitute an alterna-
tive class of models of dependence which imposes conditional independence restrictions
based on the network structure (see, e.g., Lauritzen (1996) and Pearl (2009); see also
Chapter 19 of Murphy (2012) for applications in the literature of machine learning).
Recently Lee and Song (2018) established a central limit theorem using a more general
local dependence notion that encompasses both dependency graphs and a class of Markov
random fields. Spatial autoregressive models specify cross-sectional dependence through
the weight matrix in linear simultaneous equations, and have been extensively studied
in econometrics. See, among others, Lee (2004) and Lee et al. (2010) and references
therein. Also see Gaetan and Guyon (2010) for an extensive review of spatial modeling
and limit theorems.

In contrast to the dependency graph modeling, our network dependence permits de-
pendence between random variables that are only indirectly linked through intermediary
variables. In fact random variables having a graph as a dependency graph can be viewed
as a special case of our network dependence modeling. The approach in this paper is also
distinct from the approach of Markov random fields modeling. Markov random fields
are based on conditional independence restrictions among the variables. While the limit
theorems on Markov random fields rely on independence restrictions that come from con-
ditioning on certain random variables, our modeling expresses the degree of stochastic
dependence in terms of the distance in the network.

A major distinction of our paper is that in modeling dependence and associating it with
a given network, we adopt the approach of v-dependence proposed by Doukhan and
Louhichi (1999) and extend the notion to accommodate common shocks. The notion
of ¢)-dependence is simple and intuitive. Roughly speaking v-dependence measures the
strength of dependence between two sets of random variables in terms of the covariance
between nonlinear functions of random variables.

A primary benefit of modeling dependence through -dependence comes when depen-
dence among the variables is produced through a system of causal equations in which
sharing of exogenous shocks creates cross-sectional dependence among the variables of
interest. In this paper, we give four broad classes of such examples, including those where
the random variables are generated from primitive random variables through a nonlinear
transform. These classes cover many sub-examples that are used in statistics and econo-
metrics. In such examples, a traditional approach of modeling through various mixing
properties is cumbersome, because it is hard to find primitive conditions that guarantee
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the mixing properties for the variables of interest. Nevertheless, one can write the co-
variance bounds of those variables in terms of the primitive exogenous shocks using the
causal equations.

This flexibility of the 1)-dependence notion, however, carries a cost. The ¢)-dependence
of a nonlinearly transformed v)-dependent random variables is not necessarily ensured, if
the nonlinear transform does not belong to the class in the original definition. This paper
provides various auxiliary results which could be helpful in such situations. (They are
found in the appendix of the paper.)

The main results of this paper are three-fold: the Law of the Large Numbers, the
Central Limit Theorem, and the consistency of HAC estimators. The results show the
trade-off between the extensiveness of the cross-sectional dependence and the quality
of the asymptotic approximation in the statistics. The extensiveness is characterized by
the density properties of the underlying graph. We also investigate the performance of
our HAC estimators through various simulation designs. As expected, the performance
becomes better if the cross-sectional dependence is less extensive.

The paper is organized as follows. In the next section, we define network dependence
of stochastic processes and provide examples. In Section 3, we present the main results
of the law of the large numbers and the central limit theorem. Section 4 focuses on
HAC estimation and investigates its finite sample performance using Monte Carlo simu-
lations. In Section 5, we conclude. Some auxiliary results and the proofs of the results
are provided in the appendix.

2. Network Dependence and Examples

2.1. Network Topology and a Lattice in a Euclidean Space

Let N, = {1,2,...,n} be the set of cross-sectional unit indices. Modeling cross-
sectional weak dependence or spatial dependence usually assumes a certain metric on
this set IV,,. For some examples, this distance can be motivated by geographic distances
or economic distances measured in terms of economic outcomes. This paper focuses on
the pattern of cross-sectional dependence that is shaped along a given network. More
specifically, suppose that we observe an undirected network G, on N, = {1,2,...,n},
where G,, = (N,,E,), and E, C {ij : i,j € N,,i # j} denotes the set of links. For
i,7 € N,, we define d,(i, j) to be the distance between i and j in G,, i.e., the length of
the shortest path between nodes i and j given G,,. The distance d,, defines a metric on
the set V,,. We refer to network dependence as a stochastic dependence pattern of random
variables governed by the distance d, on G,,.
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We introduce two major network properties that we use to characterize the conditions
for the network later. Let N, (i; s) denote the set of the nodes that are within the distance
s from node 4, and N?(i; s) denote the set of the nodes that are exactly at the distance s
from node i. That is,

No(i;s) ={j € N, : dp(i,j) < s} and N2i;s)={j € N, : d,(i,7) = s}.

Define

1
:—Z\Nn(i;sﬂk, 69(s; k) Z]Naz s
n

ieNn ZeNn
0
Dy(s) = max [No(i; 5)], - and  Dji(s) = max|N;/(i; 5)].

When k& = 1, we simply write §,(s;1) = 6,(s) and 62(s;1) = §9(s). These quantities
measure the denseness of a network. For example, the so-called small world phenomenon
in social network data is reflected by rapidly growing 4, (s; k) as we increase s.

Our first focus is on the relation between modeling dependence through network topol-
ogy and that through random fields indexed by the elements of a finite subset of a metric
space (X,dy). We denote the equilateral dimension of X, i.e. the maximum number of
equidistant points in X’ with respect to the distance dy, as e(X). The main question here
is whether any given connected network' is embeddable in X'. The following definition
makes precise the notion of embedding.

Definition 2.1. An isometric embedding of a network G,, = (N, E,) into a metric space
(X,dy) is an injective map b : N,, — X such that for all i, j € N,

2.1 dx (b(2), (7)) = dn (i, J)-

When such an isometry exists, it means that modeling cross-sectional dependence using
a network topology can be viewed as a special case of modeling a random field on a finite
subset of X'. The following result shows that this is not always possible when the clique
number w(G,,) of G,, i.e. the number of nodes in a maximum clique” in G,, is large
enough.

Proposition 2.1. A connected network G,, is isometrically embeddable into a metric space
(X, dx) only if w(Gy) < e(X).

Proof. Suppose that C' is a maximum clique of G,,. It is obvious that there is no isometry
between C' and & when |C| > e(&X). [

1 A network/graph is connected if there is a path between every pair of nodes.
2 A clique of a graph G is a subset of nodes such that every two distinct nodes are adjacent.
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FIGURE 1. An example of a network with the maximum clique size of two in panel
(A) that cannot be embedded into R? equipped with the Euclidean distance (with the
equilateral dimension of three), as shown in panel (B). Node 2 has distance one from
nodes 1 and 3, and node 3 has distance two from node 1. Their maps b(1), b(2), and b(3)
must be on the same line. If one maps node 4 to preserve its distance of one from nodes 1
and 3, b(4) would have zero distance from b(2).
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FIGURE 2. An example of a network with the maximum clique size of four in panel (A)
that cannot be embedded into R? equipped with the L., distance (with the equilateral
dimension of 4), as shown in panel (B). Node 5 has distance one from node 2, and distance
two from nodes 1, 3, and 4, which uniquely determine its map b(5). Similarly, the distances
between node 6 and nodes 1, 2, 3, and 4 uniquely determines b(6), however, it would be
inconsistent with distance one between nodes 5 and 6.

Proposition 2.1 gives only a necessary condition for isometric embedding. Consider, for
example, R* equipped with the Euclidean distance, which has the equilateral dimension
of k+ 1. Figure 1 provides an example of a network with the maximum clique size of two
that cannot be embedded into the Euclidean R? space, which has the equilateral distance
of three. Figure 2 provides an example with a non-Euclidean space. It shows a network
with the maximal clique size of four that cannot be imbedded into R? equipped with the
L distance, which has the equilateral dimension of four.

An important consequence of Proposition 2.1 is that when the size of the maximum
cliques in the network G,, grows to infinity as n — oo, the sequence of networks cannot
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be embedded into a metric space having finite equilateral dimension. Examples of such
spaces include a k-dimensional normed space M* and a sphere S¥ equipped with the
usual distance because e(M*) < 2* (see Petty, 1971, Theorem 4) and e(S*) = k + 2.
As a consequence, the random field models used in Conley (1999) with the Euclidean
distance and in Jenish and Prucha (2009) with the Chebychev distance cannot include
a network dependence model when the maximum clique size of the networks increases
with the sample size. Indeed, there are random graphs whose degree distribution takes
the form of a power law and the size of the maximum cliques grows to infinity as n — oo
(see Blasius et al., 2017). Such models accommodate both dense and sparse graphs, and
are often motivated as a model of many real networks that we observe in practice.

The asymptotic results developed in this paper can accommodate network generating
processes with the maximum clique size increasing with the sample size. However, our
results impose certain restrictions on the rate of growth of the maximum clique size.

One may consider “approximating” the network dependence ordering by a lattice in
a finite dimensional Euclidean space. Methods called multidimensional scaling (MDS)
provides various ways to achieve such an approximation, see Borg and Groenen (2005).
The dependence ordering obtained through MDS is itself dependent on the data, and is
stochastic. Hence, it is generally different from the true dependence ordering of the data.
Proposition 2.1 tells us that there is no guarantee that the approximation error of the
MDS-based dependence ordering will be small with a large sample size.

2.2. Network Dependent Processes

Let us introduce the notion of network dependence that is the focus in this paper.
Suppose that we are given a triangular array of R"-valued random vectors, Y,,;,i € N,
which are laid on a network G,,. We adapt the weak dependence notion of Doukhan and
Louhichi (1999) to our set up. We define N = {1,2,3,...}, and for any v,a € N,

Lv = {Ev,a:aeN}v
where £, , denotes the collection of bounded Lipschitz real functions on R"*¢, i.e.,
Lyo= {f R - R : || fl]|, < oo,Lip(f) < oo},

with Lip(f) denoting the Lipschitz constant of f,”> and || - ||, the sup-norm of f, i.e.,
| flloc = sup, | f(z)|. For any positive integers a, b, s, consider two sets of nodes (of size a
and b) with distance between each other of at least s. Let P, (a, b; s) denote the collection

3The Lipschitz constant for a real function f on a metric space (X, d) is the smallest constant C' such that
|f(z) = fy)| < Cd(z,y), forall z,y € X.
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of all such pairs:
Pnla,b;s) ={(A,B): A,B C N,,|A| =a,|B| =0, and d,(A, B) > s},

where
d,(A, B) = minmind,(i,4"),

icA i'eB
and d,(i,7") denotes the distance between nodes i and ¢’ in G,, i.e., the length of the
shortest path between i and ¢’ in GG,,. For each set A of positive integers, and a given
triangular array of random vectors (Y}, ;);c4, We write

Yoa= Yai)iea.
We take {C,},>1 to be a given sequence of o-fields.

Definition 2.2. The triangular array {Y,,;}ien,,n > 1, Y, ; € R", is called conditionally 1)-
weakly dependent given {C,},>1, if for each n € N, there exists a C,-measurable sequence
On = {0ns}e2; such that sup,~, 0,5 —as 0as s — oo, and a collection of nonrandom
functions (¢ap)apens Yap : Loa X Loy — [0,00), such that for all (A4, B) € P,(a,b; s) with
s>0andall fe L,,and g € L,,

(22) |COV (f(yn,A)a g(Yn,B) | Cn)| S ¢a,b(f7 g)en,s a.s.

In this case, we call the sequence 6,, the weak dependence coefficients of {Y,,;}icn, -

The o-field C,, can be thought of as a “common shock” such that when we condition on
it, the cross-sectional dependence of triangular array {Y,, ;} becomes substantially weaker.
However, we do not have to think of C,, as being originated from a variable that affects
every node in the network. In many network set-ups, C,, can be thought of as having been
generated by some characteristics or actions of multiple central nodes which affect many
other nodes through their many links. For example, consider a star network, where node
1 is adjacent to the other n — 1 nodes. Suppose that Y;, ; = U; corresponds to the central
node, and for the remaining nodes (i > 2) Y,,; = U, + U;, where {U; : i = 1,...,n}
are independent. In that case, we can take C,, = o(U;). Then, conditionally on C,,
Yoo,...,Y,, areiid., and P{0,,=0|C,} = 1.

Unlike the unconditional version of i)-weak dependence of Doukhan and Louhichi
(1999), in our definition the weak dependence coefficients {6, } are random, due to our
accommodation of the common shocks, C,,. We make the following assumption.



Assumption 2.1.
(a) The triangular array {Y,,;}icn, is conditionally ¢-weakly dependent given {C, },>1

with
Yap(f,9) = [l 9l + c2Lip(f) 9]l
+ e[| fllo Lip(g) + ca Lip(f) Lip(g),
where ¢4, ..., c¢s < Cab for some constant C' > 0.

(b) There exists a constant M € [1,00) such that 6, , < M a.s. forall n,s > 1.

The above assumption will be maintained throughout the paper. Assumption 2.1 is
shown to be satisfied by all the examples we present in the next subsection. The re-
striction on the weak dependence coefficients in (b) can be relaxed at the cost of more
complex notation. The restriction is convenient because the -dependence of random
vectors carries over to linear combinations of the elements in the random vectors as
shown in the following lemma.

Lemma 2.1. Suppose that a triangular array of random vectors {Y, ;}ien,

n?

Y,: € RY,
satisfies Assumption 2.1(a) with the weak dependence coefficients {0, },>1. Let ¢, € R" be
a C,-measurable sequence such that ||c,|| < 1, a.s. Then the array {Z,}icn, defined by
Zni = ¢y Y, is conditionally 1)-weakly dependent given {C, },>, with the weak dependence
coefficients {0, }n>1.

A result similar to Lemma 2.1 holds for nonlinear transforms of random variables,
under certain conditions for the nonlinear transforms. See Appendix for details.

2.3. Examples

In this section, we consider four broad classes of examples of conditionally ¢)-weakly
dependent random vectors.

2.3.1. Strong-Mixing Processes. Let (2, 7, P) be an underlying probability space. For
sub o-fields, G, H, C, of F, let

a(G,H|C)= sup |Cov(lg,1x]|C)|.
GeG,HeH

For a triangular array {Y,,;} and a sequence of o-fields {C, } we define the strong mixing
coefficients by”

ans =sup{a(o(Yna),0(Ynn) | Ch): A, B C N,,d,(A,B) > s}.

“These coefficients are different from those given in Jenish and Prucha (2009) because our weak 6,, coef-
ficients do not depend on |A| and |B|.
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The proposition below provides a conditional covariance inequality that is due to Theo-
rem 9 of Prakasa Rao (2013).

Proposition 2.2. For f € L, ,, g € L, and (A, B) € P,(a,b; s),

[Cov(f(Yn.a),9(Ynp) [ Co)l < 4[| fllc 19l ans  as.

Hence, if sup,,>; o, s —a.. 0 as s — oo, then the array {Y, ;} is conditionally ¢)-weakly
dependent given {C,} with ¢, ,(f,9) = 4|/ f|l l9/|.., and the weak dependence coeffi-
cients {6, },>, are given by the strong mixing coefficients a,, = {a,s}32;.

The proof of Proposition 2.2 follows by adapting the proof of Theorem A.5. of Hall and
Heyde (1980) to the conditional settings and noticing that the strong mixing coefficients
can be equivalently defined by replacing a(G,H | C) with o(GV C,H V C | C).

2.3.2. Conditional Dependency Graphs. Suppose that {Y,,;}.cn, is a given array of ran-
dom vectors and G,, = (N, E,,) is a graph on the index set V,,. Let C,, be a given o-field.
We say that {Y},;}icn, has G, as a conditional dependency graph given C,, if for any set
ACN,,Y,sand {Y, ;i€ N, \ N, (A)} are conditionally independent given C,,, where
No(A) = V(i 1).
icA
The notion of a conditional dependency graph is a conditional variant of a dependency
graph introduced by Stein (1972). Now, it is not hard to see that when {Y,,; }icn, has G,
as a conditional dependency graph given C,,, {Y,,;}:cn, is conditionally ¢-weakly depen-
dent given C,,, with
Yap(f,9) = 4l fllollglleo,

and 0, ; is such that §,, ; = 0 for all s > 1.

2.3.3. Functional Dependence on Independent Variables. Consider a triangular array
of R*-valued random vectors {e,;}icn, which is row-wise independent given C,. For
R"-valued measurable functions {¢,,;}icn,, let

Yn,i = ¢n,i(5n)a 1€ Nn>

where ¢, = (g,,; : j € N,,). Further, define a modified version of Y,, ;, which replaces too
distant shocks ¢, ; with zeros:

Yn(j) = ¢n,i (6518))7
where £$) = (,,;,1{j € No(i;s)} : j € N,,),” so that for any A, B C N, with d,,(4, B) > 2s,

Yn(j and erfz)a are conditionally independent given C,,.

> Zero can be replaced with another constant if the functions ¢,, ; are undefined at zero.
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Let || - || be a norm on R" and let d, denote the distance on R"** given by
) =3l —ull.
I=1
where x = (z1,...,2,) andy = (y1, .. .,¥,) are points in R"*".

Proposition 2.3. Let {Y,,;} be as described above. Then for any (A, B) € P,(a,b;2s+1) and
f € Lya,g € Ly, which are Lipschitz with respect to the distances d, and d,, respectively,

|Cov(f(Yn,a), 9(Yap) | Cp)l
< (allgllo Lin(f) + b fll o Lip(g))Ons,  as.,

where 0,, s = 2max;en, E[||Y,: — Y, 8)|| | Cnl-

It follows from Proposition 2.3 that {Y,,;} is conditionally ¢)-weakly dependent given
{C,.} provided that sup,, 0,, s =, 0 as s — oo, where the ¢ function is given by

Yas(f.9) = (allgllo Lip(f) + b fll Lip(g))-

As a concrete example, consider a simple linear case in which

Vii=D m D Ena:

m=>0 JENZ (i;m)
This process is analogous to a linear process in time series. Since
1Yoi =GN <D bl D2 lleagl)
m>s JENQ (i;m)
setting o, = max;en, E[||€n.] | Cn, we find that
On.s < 2au, Z V| D2(m)  a.s.
m>s

Consequently, {Y,,;} is conditionally ¢)-weakly dependent when sup,, ,, < oo a.s. and
|7, sup,, D2(s) converges to 0 fast enough, as s — cc.

2.3.4. Functional Dependence on Associated or Gaussian Variables. Let us consider
the following process:
Yn,i = @n,i(gn,j)a
where ¢, = (¢,; : j € N,) is a positively associated process, ¢,; € R, conditional
on certain o-field C,, i.e., for all coordinatewise non-decreasing real-valued measurable
functions f and g,
Cov(f(ena),9(enn) [ Cu) >0, as.,
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for all finite subsets A and B of N,,. When the above inequality is reversed for all finite
subsets A and B of N,,, we say that {¢, ; };cn, negatively associated. When a set of ran-
dom variables is positively or negatively associated, independence between two random
variables in the set is equivalent to their being uncorrelated. The following result follows
as a consequence of a covariance inequality due to Theorem 3.1 of Birkel (1988) and
Lemma 19 of Doukhan and Louhichi (1999). Let us endow N,, with a metric d,,. One
example of such a metric is the distance in a graph G,, on N,,.

Proposition 2.4. Suppose that for each i € N,, ¢,.; € 6} (i.e. p,; is continuously differen-
tiable with bounded derivatives). Suppose further that either (i) {c,}icn, is conditionally
positively or negatively associated given C, and functions f, g are such that f, g € €}, or (ii)
{en.i}ien, is conditionally Gaussian given C,, and functions f, g are such that f, g € €, and
f, g are bounded.

Then for any A, B C N, such that d,,(A, B) > s,

[Cov(f(Yn.a),9(Ynp) | Cu)| < abLip(f) Lip(g)fns  as.,

where

2:3) bns = 1<k dip<n Z Z

1€NR, jeNn

|Cov(eni,eny | Cn)l-
o0

8()071,7?1
aem

89071,162
0 a&“n’j

The above proposition clearly shows that the dependence structure of {Y ;}icn, is
determined by the (conditional) local dependence structure of ¢, ;’s and ¢, ;’s. In the
special case where ¢, ;’s are all conditionally independent given C,, the sequence 6, ; is
reduced to the following:

8<,0n,k1
(%m-

f, .= max
"% 1<k ka<n

H agpn’k?
0 8€m

Suppose further that V,, is endowed with a graph G,, such that dy,, ;. /0¢,,; = 0, whenever

o0

i is at least m-edges away from k in G,. Then, Y, ;’s have a graph G/, as a conditional
dependency graph given C,, where ¢ and j are adjacent in G/, if and only if i and j are
within 2m edges away. Hence, it follows that 6,, ; = 0, for all s > 2m.

The same discussion carries over to the case where the graph G, is generated through
a model of Random Geometric Graphs (see Penrose, 2003). More specifically, suppose
that we have i.i.d. random vectors X,,; € R% i € N,. We form an undirected graph
G, = (N,, E,) such that ij € E, if and only if | X; — X,|| < r, where r is a given
parameter. If ¢, ;’s constitute an associated process conditional on C;, = C,Vo({ X, }ien, ),
Proposition 2.4 applies to this case, with the common shock C/, taken to be a o-field that
contains {X,,; }ien, -
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The following corollary shows that {Y},;}:cn, is conditionally ¢-weakly dependent
given C,,.

Corollary 2.1. Suppose that ¢,,; € ¢, for all i € N,, and n > 1. Then the triangular array
{Y,...} is conditionally 1)-weakly dependent given {C,,} with the weak dependence coefficients
given by (2.3) and

Yas(f,9) = abLip(f) Lip(g),

provided that sup,,» 0y s —+a.. 0 as s — oo.

Proof. The result follows from the fact that for any ¢ > 0, a Lipschitz function f admits
an approximation by a continuously differentiable function f. s.t. ||f — f||,, < € and
Lip(fe) < Lip(f) (see, e.g., Jiménez-Sevilla and Sdnchez-Gonzdlez, 2011, p. 174). [ |

3. Limit Theorems for Network Dependent Processes

3.1. Law of Large Numbers

In order to specify what features of the network topology are relevant for limit theo-
rems, we introduce some notation for network properties.

We first establish a Law of Large Numbers (LLN). Let {Y,,;} be conditionally ¢-weakly
dependent given {C,,}. Since a LLN can be applied element-by-element in the vector case,
without loss of generality we can assume that Y,,; € R in this section, i.e., v = 1. We
assume below that the process is uniformly integrable.

Assumption 3.1 (Uniform L,-Integrability).

lim sup sup E[|Y,,:| 1{|Yn:| > k}] =0.

k—00 n>1 ienN,

Uniform L;-integrability has been used for establishing LLNs, for example, in Jenish
and Prucha (2009). A sufficient condition for the assumption is that sup,. , E [|Y;.] HE} <
oo for some ¢ > 0, see Davidson (1994, Theorem 12.10).

Below we provide an additional condition that, in combination with uniform integra-
bility, is sufficient for the LLN to hold. Let [ X[, = (E[X]|” )1/P denote the L,-norm of a
random vector X.

Assumption 3.2. n=' 3" 69(s) [|0,]l, — 0 as n — oc.

s=1"n

To interpret the above condition, we can borrow the intuition from the time-series lit-
erature on strong or uniform mixing processes. In that literature, it is common to assume
that mixing coefficients are summable. Suppose that such a summability condition holds
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FIGURE 3. Plots of §2(s) for Graphs Generated as an Erdés-Rény Graphs (on the left
panel) and Barabdsi-Albert Graphs (on the right panel): See the details of the graph gen-
eration in Section 4.2. The graph shows that regardless of the sample size, 6 (s) vanishes

> n

as s becomes larger. It is not hard to see from the graph that sup,, 6 (s)/n decreases as
n becomes larger.

for |6,5l,: D oacy [|Onsll; = O(1), as m — oo. In such cases, a sufficient condition for
Assumptions 3.2 is that sup,., 62(s) = o(n), i.e. the average number of neighbors at
distance s across the network grows slower than the size of the network. This seems to
be plausible in practice. For example, we experimented with two types of graphs gener-
ated from the random graph models of Erd6s-Rény Graphs and Barabasi-Albert Graphs.
(See Section 4.2 for details of the graph generation.) As shown in Figure 3, sup,., 65(s)
increases much slower than n.

Assumption 3.2 can fail, for example, if there is a node connected to almost every other
node in the network as in this case. Consider a network with the star topology, which has
a central node or hub connected to every other node. In this case, the distance between
any two nodes does not exceed 2: §2(1) = 2(n — 1)/n, §2(2) = (n — 2)(n — 1)/n, and
02(s) = 0 for s > 3. Hence, for a star network, n=' 3" 69(s) [|0n.sll, = O(|0n2ll,) as
n — oo, and therefore Assumption 3.2 fails in this case.

Next, consider a network with the ring topology, where nodes are connected in a cir-
cular fashion to form a loop, see Figure 6(a) below. In that case, §2(s) < 2, and Assump-
tion 3.2 holds when n~* 3"~/ 16,.5]l, — 0. For example, if {||6,,||,}7=] is summable as
n — oo, Assumption 3.2 holds.
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Theorem 3.1. Suppose that {Y,, ;} is conditionally i)-weakly dependent given {C,} and
Assumptions 3.1 and 3.2 hold. Then, as n — oo,

1 n

E — 0.

When f € £, ;, a LLN for a nonlinear transformation f(Y;,;) follows immediately from
the definition of the 1)-weakly dependence in Definition 2.2.° In that case,
2

1
< —sup B (V)

n

LS (V) — BUf (V) | Cal)

n <
=1

E

1 n—1
Fna(F ) D0 1) sl
s=1

We have the following result.

Corollary 3.1. Suppose that {Y,, ;} is conditionally )-weakly dependent given {C,}, As-
sumption 3.2 holds, and sup,, ; E | f (Ym)|2 < oo, where f € L, ;. Then,

n 2

B|S S (f(Vas) — E[f(Yas) | C)| 0.

n =1

In general, however, nonlinear transformations of i)-weakly dependent processes are
not necessarily 1)-weakly dependent. In such cases, LLNs for nonlinear transformations
can be established using the covariance inequalities for transformation functions pre-
sented in Appendix A.1 in this paper. For example, suppose that the assumptions of Corol-
lary A.1 in the appendix hold for some nonlinear function A(-) of a ¢)-weakly-dependent
process {Y,,;}. In that case for some constants C' > 0 and p > 2, the covariance between
h(Y,:) —E[h(Y,;) | C,] and h(Y,, ;) — E[h(Y,;) | C,] is bounded by

1—2
p

n7d7l (17])

C.

Y

2

2
sup [|h(Yai)lle, ,

2
where || X[l = (E[|X]” | C,])"/7. Therefore,

®Note that compositions of bounded Lipschitz functions are also bounded and Lipschitz; hence f(Y,, ;) is
also ¢-weakly dependent when f € L,.
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provided that E[sup,,; [|2(Y, DA ¢, p) < 00, and a condition similar to that in Assumption
3.2 holds:

s=1 2
Cases not covered by Corollary A.1 can be handled in a similar manner using the covari-
ance inequality of Theorem A.2 in Appendix A.1. We use such a strategy to show the

consistency of the HAC estimator in Section 4.

3.2. Central Limit Theorem

In this section, we study the central limit theorem for a sum of random variables that
are conditionally ¢)-weakly dependent. Define

o2 = Var(S, | C,),

where S, = > ..y Y.;. We make the following assumptions. The assumption below
presents a moment condition.

Assumption 3.3. There exist C' > 0 and p > 4 such that for alln > 1, max;en,, ||Ya.illc,, <
C a.s.

While requiring the moment condition in Assumption 3.3 is more restrictive than those
conditions known for the central limit theorem for special cases of ¢)-dependence, such
a moment condition is widely used in many models in practice. The following assump-
tion limits the extent of the cross-sectional dependence of the random variables through
restrictions on the network.

Assumption 3.4. For each n > 1, there exists ¢, — oo such that 0 < ¢, < o, a.s.,
and there exists a positive sequence m, — oo such that for some p > 4 that appears in
Assumption 3.3,

-2
1
(31) _4 Z 8 mn "91 4/p —a.s. 07

7‘L s=0

where we take 6,,o = 1, and define

H,(s,my,) ={(i,4,k,1) € N} :j€ N,(i;mp),l € Np(k;my),dn({i, 7}, {k,1}) = s},

and
611 o2 2 71177}0/?
(3.2) Onmi2) g ang MO, g,
Cn Cp

as n — oQ.
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FIGURE 4. Plots of |H,(s;m,)| /n? for Graphs Generated as an Erd6s-Rény Graph (on
the left panel) and Barabdsi-Albert Graph (on the right panel) With m,, = log(1 + n): See
the details of the graph generation in Section 4.2. The graph shows that regardless of the
sample size, |H,,(s; m,,)| vanishes as s becomes larger. It is not hard to see from the graph
that sup,~, |H,(s;m,)| /n? decreases as n becomes larger.

The requirement for the graph is naturally tied to the strength and the extensiveness
of the cross-sectional dependence of the random variables. If the cross-sectional depen-
dence is substantially local, i.e., for each random variable, there is only a small set of
other random variables that it is allowed to stochastically dependent with, then the re-
quirement for the graph can be weak. For example, let us assume that C, is a trivial
o-field, and the variance of S,, increases at the rate of n, so that we can take ¢, = cn'/?
for all n > 1 for some ¢ > 0. Furthermore, assume that 6,, ; = 0 for all s > 1. An example
of such a model is a model of dependency graphs. Then, Conditions in (3.1) and (3.2)

are satisfied if
02(1)D3(1) N 02(1)DJ(1)?

NZD n

as n — oo. These conditions are easily satisfied by many sparse graphs, and are not

— 0,

necessarily overly strong given what exists in the literature. For example, these conditions
are satisfied under the condition that the Berry-Esseen bound for normal approximation
in Theorem 2.3 of Penrose (2003) converges to zero.

More generally, suppose that m,, is a slowly increasing sequence such that 6, ,,,, decays
to zero faster than any polynomial rate in n and 4,,(m,;2) = o(y/n). Furthermore, assume
that there exist C' > 0 and 7 > 1 such that

|H,(s,my)| < C’sTo(nQ)
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forall s > 1, and
n—2
Z 379711;4/1” < 00.
s=1

Then Conditions in (3.1) and (3.2) follow with ¢,, = ¢n'/? for some constant ¢ > 0, if the
variance of S, increases at the rate n. When 0, ; does not decay to zero fast enough as
s becomes large (i.e., the cross-sectional dependence is extensive), it is difficult to find a
slowly increasing sequence m,, such that the second condition in (3.2) is satisfied.

We have performed experiments to check the plausibility of the conditions using some
examples of two types of graphs used in Figure 3. The results are shown in Figure
4. We have chosen m,, = log(1 + n). The graph shows that |H,(s;m,)|/n* decreases
as n becomes larger. Hence, the conditions in Assumption 3.4 seem plausible in these
examples.

Theorem 3.2. Suppose that Assumptions 2.1, 3.3-3.4 hold, and that E[Y,,; | C,] = 0 a.s.
Then,

sup —as 0, as n — oo,

teR

P{Oi Zymgucn} — ®(t)

" €N,
where ® denotes the distribution function of N (0, 1).

The proof of the central limit theorem uses Stein’s Lemma (Stein, 1986). The central
limit theorem immediately gives a stable convergence of a normalized sum of random
variables under appropriate conditions. More specifically, suppose that

2 2
oL /n —res U,

where v? is a random variable that is C-measurable and C is a sub o-field of C,.. Then it
follows that \/Lﬁ > icn, Yn,i converges stably to a mixture normal random variable.

4. HAC Estimation

Suppose that we observe a network dependent process {Y,,;} satisfying Assumption
2.1. In this section we provide two kernel HAC estimators for the conditional variance of
Sn/+/n given C,, where S,, = 3.\ Y, ;. First, we assume that E[Y,,; | C,] = 0 a.s. for all
i1 € N,. Let

Qu(s)=n"" )" Y EN..Y,[C)
(€N JEND (iss)

Then the above-mentioned variance is given by

(4.1) Vo= Var(S,/vn | C,) =) Qu(s) as.

s>0
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Similarly to the time-series case the asymptotic consistency of an estimator of V,, re-
quires a restriction on weights given to the estimated “autocovariance” terms €,,( - ). Con-
sider a kernel function w : R — [~1, 1] such that

(1) w(0) =1;
(2) w(z) =w(—2), for z € R;
(3) w(z) =0 for |z| > 1.

Let b, < max; jen,{dn(i,7)} < n denote the bandwidth or the lag truncation parameter.
Then the kernel HAC estimator of V,, is given by

4.2) Vo= an(s)fln(s),

where w,(s) = w(s/by),
Qu(s) =n"" ) Y V.1
€N, JEND(is5)
and |b,| is the greatest integer less than or equal to b,. The weight given for each
sample covariance term Qn(s) is a function of distance s implied by the structure of a
network. Also notice that if nodes i and j are disconnected then d,,(i,j) = oo so that
wn(dn(i, 7)) = 0.

Next, assume that E[Y,,; | C,] = A,, a.s. for all i € N,, and the sequence of common
conditional expectations {A,} is unknown. Under suitable assumptions Theorem 3.1
implies that Y,, = S, /n is a consistent estimator of A, in the sense that their difference
converges to zero (in probability). We redefine the kernel HAC estimator given in (4.2)

as follows:
~ Lan ~
(43) Vn = an(S)Qn(S)a
s=0
where

Q) =n' S S (Vi = Vo) (Yay — V)"

iENn JEND (iss)

If random vectors {Y,,;}icn, do not share a common expectation, it is hard to jus-
tify plugging the sample mean into Q,(-) because Y, is not a consistent estimator of
E[Y,; | C,]. The role of truncation is even more important in this case; for example, for
the rectangular kernel and the maximal possible bandwidth b,, = max; jen, {d(7,j)} the
estimator V/, is identically zero.
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4.1. Consistency

The consistency of the estimators defined in (4.2) and (4.3) is established by imposing
suitable conditions on the moments of the array {Y,,;}, the denseness of a sequence of
networks, and the rate of growth of the bandwidth parameter.

Assumption 4.1. There exists > 2 such that

D p=sup,sisupiey, [Yaille, o < 00 as;
3
() limsup, . Y07} 69(s)fns < 00 as.;

_2
(i) limy oo 223270 |Hp(s,00)| s = 0 a.s. with 6, = 1;
(iv) lim, o |wn(s) — 1] =0 for all s € N.

The first three conditions demonstrate the tradeoff between the conditional moments
of {Y,;} given {C,,} and the magnitude of the network dependence. For a given sequence
of networks, a stronger network dependence requires the finiteness of higher conditional
moments, i.e. a larger value of r. On the other hand, sparse networks allow for either
weaker moments conditions or a stronger dependence along the network.

Assumption 4.1(iii) determines the admissible rate of growth of the sequence of band-
widths {b,}. In particulay, it strongly depends on the network topology. For example, if
the number of neighbors at any distance is uniformly bounded over a sequence of net-
works, i.e. sup,, sup;ey, N2 (i;s) < oo, then the bandwidth is allowed to grow with a rate

1/2

slightly lower than n'/“. To see this, it worth noting that for sufficiently sparse networks

this condition can be replaced with the combination of Assumption 4.1(ii) and
(iii") D,(b,)/+/n — 0.

Indeed, since

{(i..k0) € Ny do{ijh Ak ) =5} € | {da(n,m) = s},

7’1,7’26]\[7%

we have

n—1 n—1
1 1-2 _ 4D, (by)? 9, -2
n2 Zo | Hy(5,00) ] Ons” < . 1+ El 0%(s;1)0ns" | -

Proposition 4.1. Suppose that Assumption 4.1 holds. Then
B[V, = Vallr [ €] =0 as.,

where || - || » denotes the Frobenius norm.” If, in addition, D,,(b,)/n — 0, then
B[V, = Vallr | C] =0 as.

7 For a real matrix A, ||A]|, = /tr(AT A).
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FIGURE 5. The log-log plots of max, H,(s,b) against b for graphs generated using the
Erdés-Rény (on the left panel) and Barabasi-Albert (on the right panel) models: See the
details of the graph generation in Section 4.2.

Note that under Assumption 4.1(iii’) the additional condition for consistency of the
second HAC estimator V, becomes redundant. Also for simple network topologies it
is possible to derive an explicit expression for the difference between two estimators
An(c) = ¢’ (Vn — f/n> ¢, where ¢ € RY is a fixed vector. Example 4.1 below illustrates
such a case and shows that positive-definiteness of the kernel function does not imply
automatically positive-semidefiniteness of the estimated variance-covariance matrix.

Construction of the HAC estimator requires selection of the truncation parameter b,, in
a way that satisfies Assumption 4.1 (iii). Suppose that the sequence {9,11;2/ "} is summable,
ie. ZZ:_OI 9,117_52/ "= 0,.,.(1). Suppose further that for some 3 > 2, and lim,, ., b, = o0,

(4.4) sup H,(s,b,) = O(b}).

In such cases, a sufficient condition for Assumption 4.1(iii) is that

(4.5) b, = o(n?").

For example, in practice one can use b, = n*/#/loglogn.

The parameter $ in (4.4) depends on the asymptotic behavior of a sequence of net-
works. Since the network is observed, max, H,(s,b) can be computed from data for a
range of values of b. The coefficient 5 can be estimated by regressing log(max, H,(s, b))
against log b and a constant. Note that since we only observe a finite network, one should
exclude large values of b to avoid biasing the estimates of 3. For example, Figure 5 shows
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(A) (B)

FIGURE 6. An example of networks for which the corresponding weighting matrices
W = [w(dn(i,j)/2))ijen, are either positive semidefinite (A) or indefinite (B) for the
same positive-definite kernel function w(z) = 1{]z| < 1}(1 — |z|).

the plots of log(max, H,(s,b)) against logb for Erdés-Rényi and Barabdsi-Albert graphs.
One can see that the condition in (4.4) matches the behavior of H, (s, b) for these graphs
with the estimates of § in the range 2.4-3.1 for Erdés-Rényi, and 2.8-3.5 for Barabasi-
Albert (for different sample sizes n).

Example 4.1. Consider a ring network (an example is shown in Figure 6(A)) where
No(i;s) =2for1 < s < [(n—1)/2] and all i € N,. Suppose that A,, = 0 a.s. and let
w(z) = (1 —|z])1{]z|] < 1} (Barlett kernel). For b,, < (n —1)/2,

An(c) = zy—gbzn (1 i ) = 72(24b,) > 0.

— b, +1

Hence, V, — V, is positive-semidefinite. In particular, [Vn — Vn]k,k >0foralll <k <wso
that the HAC estimator V,, yields lower variances in finite samples.

In addition, it is easy to verify that given the network in Figure 6(A) and the Barlett
kernel each estimator yields a positive-semidefinite covariance matrix. Generally, if the
weighting matrix W = [w,(d,(7, j))]ijen, 1S positive-semidefinite, there exists a matrix L
with W = LL" so that

V,=n"'(YL)Y(YL) and V,, = n {(YL)(YL)",

where Y and Y are d x n matrices whose columns are given by (V,; — E[Y,,; | C,]) and
(V,..—Y,), respectively. Hence, both V,, and V,, are positive semidefinite. Consequently, in
a context, in which the distance measure corresponds to the Euclidean norm on R?, p > 1
i.e. d(i,j) = ||x;—;||» for some vectors of characteristics x;, x; € R?, positive-definiteness
of the kernel function implies that W is positive semidefinite (see, e.g., Kelejian and
Prucha, 2007 and Wendland, 2004, Chapter 6).
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This result, however, is not applicable to our case and positive-semidefiniteness of the
weighting matrix strongly depends on the network topology. For example, while W is
positive semidefinite for the ring network in Figure 6(A) and the Barlett kernel with
b, = 2, it becomes indefinite after a slight modification shown in Figure 6(B).

4.2. Monte Carlo Study

For our simulation study we use a simple ring network topology with different number
of nodes n = 500, 1,000, and 5, 000 and the Parzen kernel given by

1—62%+6|z> for0<|z| <1/2,
w(z)=1< 2(1—|z|)? for1/2 < |z <1,
0 otherwise.

These calculations are based on 10,000 simulated samples of n random variables gener-
ated by the following linear model:

(4.6) Yoi=> 9" Y eny iE€N,
m=0 JEN (i;m)

where {¢, ;} are independent N'(0, 1) r.v.s. and v € [0, 1). The triangular array {Y,,;} is ¢-
weakly dependent because sup,, 6,, s < 27°/(1 —~) — 0 as s — oco. Note that when v = 0,
Y, = €, so that all the nodes of a network are independent. In this case the true vari-
ance takes a simple form and for large n it approximately equals [(1 + ) /(1 — )]*. Since
the relevant graphs are sparse enough, we set the bandwidth parameter b, = [n%°| + 1,
which satisfies Assumption 4.1.

We present results Table 1 on bias and MSEs of HAC estimators in Table 1. The results
show small sample biases and RMSEs for the HAC estimators (4.2) and (4.3). It is clear
that both the bias (in absolute value) and the RMSE of the estimators decline as the
sample size increases for all values of v. In addition, as follows from Example 4.1, the
second HAC estimator yields consistently lower estimates.

The next simulation results presented in Table 3 and Table 4 correspond to a test for
the sample mean. The following ¢-type test statistic is used for testing Hy : u = pq Vs.

Hy:p# po:

In the simulations, we set ;o = 0. Consistency of the kernel HAC estimator and Theo-
rem 3.2 guarantee that the limiting distribution of 7,, is standard normal. We use the
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TABLE 1. Bias and RMSE of the HAC estima-
tors V,, and V,, relative to the true variance V,,
for ring networks.

n Va Vn Vn

Bias RMSE Bias RMSE

v = 0@

500 1.0 -0.002 0.170 —0.021 0.167
1,000 1.0 -0.000 0.133 —0.013 0.132
5,000 1.0 —0.000 0.080 —0.006 0.080

~v=1/3

500 40 —-0.322 0.725 —-0.401 0.755
1,000 4.0 —-0.226 0.562 —0.274  0.580
5,000 4.0 —-0.070 0.326 —0.089  0.329

y=1/2

500 9.0 —1.542 2,069 —-1.719 2.191
1,000 9.0 —-1.136 1.588 —1.244 1.660
5,000 9.0 -0379 0802 —0.421 0.820

@ ~ controls the strength of the stochastic dependence
in the DGP given by Equation (4.6). Specifically, v = 0
corresponds to the case of stochastic independence.

TABLE 2. Denseness measures of the ER and BA
graphs used in the simulations.

Graph n Avg. Max.  Diam. d®
degree degree

500 1.02 5 19 6.27

ER 1,000 0.98 5 30 9.24
5,000 1.01 7 56 15.77

500 1.31 7 15 5.56

BA 1,000 1.33 9 29 10.27
5,000 1.27 10 43 13.16

@ The average connected distance; see Equation (4.7).

same simulation setup except for the underlying network structures which are gener-
ated using (a) the G(n,p) Erd6s-Rényi model (ER graphs) with parameter p = 1/n, (b)
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TABLE 3. Simulated power and size of the
sample mean test of nominal size 5% for the
ER graphs; the true mean po = 0.

-0.2  -0.1 0.0 0.1 0.2

= 0@

500 0.993 0.611 0.056 0.627 0.994
1,000 1.000 0.889 0.056 0.886 1.000
5,000 1.000 1.000 0.052 1.000 1.000

v=1/3

500 0.815 0.326 0.066 0.337 0.817
1,000 0.976 0.542 0.063 0.554 0.978
5,000 1.000 0.993 0.056 0.991 1.000

v=1/2

500 0.575 0.215 0.070 0.220 0.578
1,000 0.811 0.340 0.065 0.346 0.814
5,000 1.000 0.864 0.059 0.857 1.000

@ ~ controls the strength of the stochastic depen-
dence in the DGP given by Equation (4.6). Specifi-
cally, v = 0 corresponds to the case of stochastic in-
dependence.

the Barabdsi—Albert model (BA graphs) with the connectivity parameter 1 and the seed
graph G(m, 1/m), where m = 0.7n. These parameters are chosen to obtain sufficiently
sparse networks. Some useful statistics describing the denseness of the generated graphs
are shown in Table 2. In particular, d represents the average connected distance and is
given by

1
(4.7) d=+ > du(u,v),

u,VENy,
0<d(u,v)<oo

where £ is the number of connected pairs (u,v) € N2. We choose the truncation param-
eter as b, = n?/? /loglogn, where 3 is the estimated slope coefficient from the log-log
regression described in Section 4.1. It can be seen that the Barabdsi—Albert model gener-
ates denser networks which results in slightly lower coverage probabilities.

Finally, we simulate the same ¢-test for a network of size n = 5,000 consisting of m
equal-sized disconnected components (Block graphs), where m = 10, 25, or 50 and each
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TABLE 4. Simulated power and size of the
sample mean test of nominal size 5% for the
BA graphs; the true mean gy = 0.

-0.2  -0.1 0.0 0.1 0.2

= 0@

500 0.993 0.619 0.063 0.629 0.994
1,000 1.000 0.889 0.059 0.891 1.000
5,000 1.000 1.000 0.052 1.000 1.000

v=1/3

500 0.665 0.262 0.077 0.267 0.674
1,000 0.896 0.413 0.075 0.407 0.897
5,000 1.000 0.962 0.057 0.964 1.000

v=1/2

500 0.370 0.165 0.084 0.162 0.373
1,000 0.550 0.232 0.087 0.221 0.545
5,000 0.993 0.656 0.059 0.654 0.993

@ ~ controls the strength of the stochastic depen-
dence in the DGP given by Equation (4.6). Specifi-
cally, v = 0 corresponds to the case of stochastic in-
dependence.

TABLE 5. Denseness measures of the Block
graphs used in the simulations; n = 5, 000.

Num. of Avg. Max.  Diam. d®
blocks degree degree
10 1.99 9 22 8.04
25 1.98 8 23 6.61
50 1.99 8 21 5.60

@ The average connected distance; see Equation (4.7).

component is generated using the Erdos-Rényi model with parameter p = 2m/n. These
graphs are denser than ones used previously (see Table 5). However, since the blocks are
disconnected there is no long-range dependence which is common to the previous setup.
The simulation results are shawn in Table 6. Specifically, when the number of blocks is
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TABLE 6. Simulated power and size of the
sample mean test of nominal size 5% for the
Block graphs of size 5,000; the true mean

po = 0.
Num. of I
blocks
-0.2 -0.1 0.0 0.1 0.2
v = 0@

10 1.000 1.000 0.062 1.000 1.000

25 1.000 1.000 0.057 1.000 1.000

50 1.000 1.000 0.056 1.000 1.000
v=1/3

10 0.998 0.708 0.084 0.716 0.998

25 0.999 0.715 0.064 0.720 0.999

50 0.999 0.748 0.060 0.746 0.999
v=1/2

10 0.563 0.253 0.122 0.256 0.570

25 0.613 0.231 0.071 0.232 0.620

50 0.725 0.261 0.062 0.263 0.723

@ ~ controls the strength of the stochastic dependence
in the DGP given by Equation (4.6). Specifically, v = 0
corresponds to the case of stochastic independence.

large enough, the overall dependence in a network is low so that the simulated size of
the test is close to the nominal one even for high values of ~.

5. Conclusion

Developing an asymptotically valid inference method for observations that are cross-
sectionally dependent has long drawn a great deal of attention in the literature of econo-
metrics. This paper contributes to this literature by establishing limit theorems for sums
of random vectors when the random vectors exhibit cross-sectional dependence along
a large network. For the notion of dependence, we adopt the approach of Doukhan
and Louhichi (1999). The normal approximation of the distribution of the sum of such
random vectors is limited by the extensiveness of the cross-sectional dependence which
can be summarized in terms of graph statistics. An interesting question is whether there
would be an alternative inference method (such as based on certain resampling methods)
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which exhibits stable performance over a wide range of the extent of the cross-sectional
dependence. Standard nonparametric bootstrap methods do not directly apply for these
random vectors because of heterogeneous distributions and heterogeneity in local depen-
dence across observations. Thus, developing a new inference method that overcomes this
challenge seems both promising and challenging.
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Appendix A.

A.1. Auxiliary Results for ¢-weak Dependent Processes

In this section, we present covariance inequalities for functions of general -weak
dependent processes. Let F, and G, be some classes of functions on R"** with v,a > 1
and let F = J ., Fo and G = [, Ga-

Definition A.1. The triangular array {Y, ;}ien, n>1, Yn: € RY, is conditionally (F, G, v)-
weakly dependent given {C, },,>1, if for each n € N, there exists a C,,-measurable sequence
On = {0n.s}32, such that sup, -, 0,, — 0 a.s. as s — oo, and a collection of nonrandom
functions (vap)apen, Yap © Fa X Gy — [0,00), such that for all (A, B) € P,(a,b;s) with
s>0andall f € F,and g € G,

(A.1) |Cov (f(Yn,a), 9(Yn) | Co)| < Yap(f,9)0ns as.

Let {Y,,;} be conditionally (F,G,)-weakly dependent given {C,,} with the weak de-
pendence coefficients {6, ;} and Y,;, € R". Also let (A, B) € P,(a,b;s) with s > 0.
Consider measurable functions f : R*** — R and g : R"** — R such that f ¢ F, and
g ¢ Gy, and define

{=f(Yna) and (=g(Vep)

We proceed under Assumption 2.1(b) assuming the weak dependence coefficients are
a.s. bounded by some constant M > 1. This assumption can be easily relaxed by trun-
cating ¢-s and noticing that § = (6 V 1)(6 A 1). In addition, we replace Assumption 2.1(a)
with the following restriction:

Assumption A.1.

(a) F and G are stable under multiplication by constants, that is, if f € F, g € G and
ce R, thencf € F and cg € G;

(b) If f e Fu,g € Gyand 1,2 € R, then ¢, (1 f, c29) = |c1¢2| - Yap(f, 9)-

In the following let ¢, = ||€

c.pand pcp, = [Clle, ,» p >0, and let px with K € [0, 00)
denote the element-wise censoring function, i.e., for an indexed family of real numbers

X = (@i)ier,
(A.2) ok (X)];i = (-K)V (K ANx;), i€,
where [A]; denotes the i-th element of an indexed family A.
We first provide a result of a covariance inequality that permits the nonlinear trans-

forms to be random functions. Suppose that Z;, j = 1,2 is a random element taking
values in a separable metric space (Z;, p;) equipped with the Borel o-algebra B(Z;) and
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f and g are real-valued, measurable functions defined on R"*® x Z, and R"*® x Z,, re-
spectively. Let f* be the z-section of f, i.e. f*(y) = f(y, z) (the z-section ¢~ of ¢ is defined
similarly) and note that if f** € F, and ¢** € G,, then ¢,;,(f*', g**) is well defined. In

addition, let f(y) = sup,ez, |f(y,2)| and g(y) = sup.cz, |9(y, 2)|-

Lemma A.1. Suppose that f** € F, and g** € G, for all z; € Z;, f and g are continuous in
the second arguments, and the function F(z1, z) = ta(f*, g*) is continuous on 2, x Z,.°
If Z, and Z, are C,-measurable and f,g € L?, then

|Cov (f(Yan, 21), 9(YBin, Z2) | Co)| < F(Z1, Z2)0ns  as.

Proof. Suppose w.l.o.g. that E[f(Ya,,Z1) | C,] = 0 and E[g(Ypn, Z2) | C.] = 0 ass.
By Lemma 1.3 in Da Prato and Zabczyk (2014) we can approximate Z; by a sequence
of simple functions {Z;,,} s.t. p;(Z;m,Z;) ¢ 0 pointwise and for each m > 1, Z;,, =
> o1 Zikla,,, where 2, € Z;, A € C, and A N Ay = () for k # [. Then, letting
By = Ay N Ay,

Bl (Yan: Z1m)9(Ypans Zon) | Call < D 1B (Yam, 210)9 (Vs 220) | Call 15,

k=1

<> V(g O 0 (2.2)

k=1

= F(Zl’m, Z2,m)0n,s a.s.

The second inequality above is due to (2.2). Consequently, the result follows by the
conditional dominated convergence theorem. [

The continuity requirement of the function F'(z, 2;) in Lemma A.1 can be relaxed by
considering a continuous function F such that for all (z1,22) € 21 X 29, F(21,22) <
F(zl, z5). Consider, for example, the case when » : R — R is piece-wise linear and
f(z,2) = @.(h(z)). If the ¢ function depends on the Lipschitz coefficient of f*' as in
Assumption 2.1, then the corresponding F'(zi, z) is not continuous in z;. It is clear,
however, that the result of Lemma A.1 holds if we replace F' with a smooth dominating
function.

The following result establishes a bound for the conditional covariance between ¢ and ¢
given C, in the case in which the censored functions ¢y o f and ¢ 09, K, L > 0, belong to

the classes F and G, respectively. The result therefore does not require truncation of the

8 Note that the continuity of F' implies that it is Borel measurable. Moreover, if Z;, = Z;1 X Z;2, j = 1,2,
where each Z;;, is a separable metric space, the supremum of F' taken over Z; ; and Z,; is also Borel
measurable. The last observation is essential for other result presented in this section.
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domains of the transformation functions. We apply the definition of ¢)-weak dependence
to the censored counterparts of f and g.

Theorem A.1. Let {Y, ;}, &, and ¢ be as described above. Suppose that

() pep <ocand pc, < oo as. forsomep,qg>1withp ' +q ' <1;
(i) pgofeF,and pxog € G, foral K € (0,00);
(i) (K, L)~ vap(ex o f, ¢ 0 g) is continuous on (0, 00)2.

Then
11

_ 1
(A.3) [Cov(&, ¢ | Ca)l < (Mtap(bep, bcq) + 161 phicq) Ons” s,

where for z1, z5 € (0, 00),

"Za,b(zb 295 f 9) = Ssup (KL)illpa,b(SOKzl of, YLz © g)-
K,.L>1

It is not hard to check that under Assumption A.1 the bound in (A.3) preserves the
scale-equivariance property because for any ¢, ¢, € R,

Vap(c121, 225 01 f, ¢29) = |erca| Yap(21, 225 £, 9).-
Proof of Theorem A.1. Fix s, A > 1 and let = = {(p¢,, pic4) € (0,00)?}. Next we define
& = g p€ls,

s = (pro gy /) (Yan)lz, & =& —EE |G,

be=¢—¢&, & =& —El | G,

and, similarly, ¢’, ¢y, (3, (, and f;, where we use g, (¢4, and X instead of f, p¢,, and k.
First,

Cov(€,¢ | Co)l = |B[(& + &G+ &) | Call
< [E[GC | Call + [E([6:C | Call
+IBEG | Call + [BIEC | Gl as.

Consider each term in the last inequality separately. By Lemma A.1 and Assumption A.1
we find that’

IEE:G | Call < Vap(@n © b pfr 05 © 115 09)0n.s

<
HepH¢.q

Yab (e ps foc,q)0n,s  A.S. 0N E.

? Note that forz > 0 and 2z £ 0, ¢, 0 271 f = 271 (2 0 f).
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As for the other terms, noticing that || < 2k a.s., we have
[E[6:G | Call = [Cov(€r, &5 | C)l = [Cov(€r, G | C)
< E[IE11G] | €] < 26E[|G] | Cl
<4kX\'7? as.on =
because ||(’|, , = 1= a.s. and
E[[G | €] = B¢ - GI1{¢ > A} | €]
< (B¢ =Gl [ C) (P (¢ > A€
< 2[[¢llg, o ATUE[C1T ] Ca)) Y
=2)"7 as.on =
Similarly,
IE[E5¢ | Ca)] < 4k'PA as.on =
Finally,
[BIECK | Call = |Cov(€2, G [ Ca)l = [Cov(&e, Cr | €
< [ECx | Gl + E&il | CAELIG] | Cal
< B[ | Cal| + 467X as.on E,
and for p/,¢' s.t. 1/p'+1/¢ =1—1/p— 1/q we find that
G | Call < E[I6G] | €l
< (B¢ ~ &P €)' @ (€ > m]Ca)
x (B¢ = Gl | €)Y (@ (¢ > A €)'
< 4 PP\ a5 0on E.
Combining these inequalities and multiplying by p .4 , We get a.s. on =,
[Cov(&, ¢ | Ca)l < Pap(ttephic,a) MO, + e phic.q
A4 X (n)\l_q + RITPA 4 RPN ml‘p)\l‘q>

Since (A.4) holds for all x,A > 1 a.s. on Z, it also holds for random ~ and \ a.s. on
= =Zn{(k,\) € [1,00)%}. Thus, setting x = (6,,, A1)"/? and X\ = (0, , A 1)"1/7 we get
(A.3) on Z'. As for the set =NZ=', note that Cov(¢,( | C,) = 0 a.s. on {6, s = 0}. Similarly,
Cov(&,¢|Cy) =0aws. on {pep =0} U{pe, =0}, and {pe, = oo} and {y¢ , = oo} are null
sets. |
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Corollary A.1. Suppose that the assumptions of Theorem A.1 hold. If

sup  (KL) "ap(ox o f,prog) < oo,
K,Le(0,00)

then
11

|COV(§7C | Cn)| S O,ug,p/igqen,sp 4 as.,

where C > 0 is a constant.

The latter result applies trivially to the strong mixing processes and any measurable
functions f and g satisfying relevant moment conditions because v, ,(f, 9) =4/ ||, |9/ -
However, for some types of 1)-weak dependence Condition (ii) of Theorem A.1 may not
be satisfied. Consider, for example, the case in which 7 = £, and f(z,y) = zy with
z,y € R. For any K > 0, the set {|f| < K} is unbounded so that yx o f is not Lipschitz. "’
To handle such cases we use truncated domains in addition to censoring of transforma-
tion functions.

Theorem A.2. Let {Y, ;}, &, and ¢ be as described above. Suppose that

(i) the functions f and g are continuous, and
(i)  pep < o0oand pe, < 0o as. forsomep,qg>1s.t. pt+q1 <1

Furthermore, there exist increasing continuous functions hy, hy : [0, co] — [0, oo] such that

(iii) v = max;cqy maX1gkgv||h1_1(|[Yn,i]kDch,p < 0o a.s. and
2 = maXjep max<g<ol|hy ' (|[Vasilkl)lle,.g < 00 @.s.
(V) fx = @K, © [0 Qn Ky € Faand gx = @i, © g0 Phy(ky) € Gy for all K € (0, 00)%.
V)  (K,L)~ vap(fx, gr) is continuous on (0, 00)*.
Then

_1_

~ 1 1
(A5)  [Cov(E,C[Ch)| < (Mwa,b(ﬂ&pv fic,g> V1, 72) + 16(abv2 + 1)“&@“4:4) Ons" *  as.,
where for (z;,w;) € (0,00)% j = 1,2,

Vap(21, 20, w1, wo; f, g) = KSILlI>31(KL)_l%,b(f(Kzl,le), G(Lzs,Lws))-

It can be seen from the proof that when ¢x o f € F, for all K > 0 and g satisfies the
conditions of Theorem A.2, there is no need to truncate the domain of f. In such a case
we do not require the continuity of f and the covariance inequality becomes

~ 1—1_1
|Cov(§, ¢ | Ch)| < <M¢a,b(ug,p>uc,q70,72) + 4(bv +4)M§,puc,q> Ons” *  as.,

gince d(xy)/0x = y, one can choose z = 0 so that the function is bounded by any K > 0, but the partial
derivative is unbounded.
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where h; = co. Similarly, if both ¢ o f € F, and px 0 g € G, for all K > 0, we are back
to the result of Theorem A.1.

Condition (iii) is a moment condition on the original process, where the required mo-
ments are defined through the functions /; and h,. In the special case in which Assump-
tion 2.1 holds (i.e. 7 = G = L, and the ¢ functions are of a certain form) and f and ¢
are the product functions on R'*® and R'*?, respectively, i.e.

f(YAn HYnz and g YBn HYnzy
i€EA 1€EB
it suffices to choose h;(z) = 271 and ho(z) = 257 in order to guarantee that @a,b is
finite valued. Indeed, with this choice of functions h; and h, it is not hard to see that
Lip(f(k, k) and Lip(g(x,,k,)) are bounded by K.

Corollary A.2. Let {Y,;} be an array of random variables satisfying Assumption 2.1, £ =
[Lica Yoo and ¢ = [L;cp Yn,i- Let {p; : i € A} and {q; : i € B} be collections of positive reals
such that p~' + ¢! < 1, where p = (3,4 1/10,-)_1 and ¢ = (3 ,cp 1/%)_1- Suppose that
1Yo,
Then

e, pe s 1Ynill, o < 00 @s. for p* = maxieap;, ¢* = maxepq and all i € A, j € B.

_1

|COV(€a€ | Cn)| < MHa,b(ﬂ-lgﬂ-%’?l,ﬁ/Q)en,sp a a.s.,

where

T = H HaniHCn,pi . = max HYG l“cn,p’ and
€A

- H HYn,iHCn,qi SRCES max HYb 1HCn7q’
1€EB

and for ¢} = ¢; + 16(ab + 1),

/
I, 5 (21, 22, W1, Wa) = 12122 + Caz1W2 + C3W1 22 + CawWiWo.

Proof of Theorem A.2. We reuse the notation and bounds established in the proof of
Theorem A.1. In addition, let

Shw = Mg,zl)f(ﬁﬂg,pan%)(yfl,n)la 5:,{ = Sk T E[f,m | C"}’

éﬁfﬂ = g:‘{ - gnm 6:,{ = Amﬂ - E[éﬁf{ | Cn}a

and, similarly, yy, (35, QA"M, and é‘;)\, where f, p¢,, and v, are replaced by g, pic 4, and s,
respectively. Then

BIE:G | Call < IBIEL.Gia | Call + B | Call
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Let = be as in the proof of Theorem A.1. Letting = = ZN{(y1,2) € (0, )2}, by Lemma
A.1 and Assumption A.1 we find that

KA

|E[§:HC;A | Cn“ < J)a,b(ﬂép’Nquv’VlvV?)en,s a.s. on é

e pt¢,q

Second, noticing that {|(n] > 0} € Ujep Urcpeod|Vailel > ha(M2)} € G # G only if
Yn,B 7& SOhg(mg)(Yn,B)),

B[ | Call = [E[€5.G0 | Call < 26E[|Gu] | €l
< 4/{)\2 Z P (|[Yoilk| > ha(Ay2) | Cn)

1€B 1<k<v

<4bv - kXY as.on Z,

where the third line follows by the conditional Markov inequality on {7, € (0,00)} and
|[Yonile] =0on {2 =0} foralli € Band 1 < k < v. Similarly,

IE[E5,.¢5, | Coll < 4av- kA as.on =,
and for p/,¢' s.t. 1/p'+1/¢ =1—-1/p—1/q,
IE[E5,. Gy | Cul| < dabv® (/i_p/p//\_‘”q' + /-@l_p)\l_q> a.s.on =.

Finally, the result follows by choosing x = (6, A 1)"%/? and A = (0, A 1)~/ and using
inequality (A.4) established in the proof of Theorem A.1. [

A.2. Limit Theorems for ¢-weak Dependent Processes

Proof of Proposition 2.3. Let { = f(Y,, 4) and ¢ = ¢(Y, 5) and

€= f(v) ie ), and (=g :ieB).

n,t

Then, since ¢ and ¢(®) are conditionally independent given C,,, we find that

[Cov(&,¢ | Ca)| < |Cov((€ —€9)),¢ | Co)| + |Cov(€™, (¢ = ¢) | C)
< 2|9l EllE = €9 | C] + 2|1 £l ElIC = ¢ | Ca)

< 2|gll.. Lin(f) > E[|Yo: = Y, | €l
€A
+2fll Lin(g) Y B[ Yo — V.| | €]
1€EB

< (allgll Lin(f) + bl fll Lin(g)) * Ons  a.s. |
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Proof of Theorem 3.1. We follow the approach of Jenish and Prucha (2009), see the
proof of Theorem 3 therein. However, instead of truncation used in Jenish and Prucha,
we rely on censoring functions ¢, (x) defined in (A.2) in order to be able to use the notion
of 1)-weak dependence.'’ Consider a censored version of Y, ;: for some k > 0, let

Y, = Y(k) +Y ) where

n7,7

Y = oY),

Y =¥, — oY) = (Yoi — sgn(Yo B (Vo] > k) -

n,i

We have:

LS (v —Ep® ()

=1

1~ (o .
=3 (W B | cn])‘ .
n < ’ ’

=1

(A.6) +E

Since V%) = 0 when [Y; 4| < k, E|Y,Y| = E[|[V, %1 (|Yail > k)] < 2E[[V;i|1{|Yns| > K} .
Hence, using the triangle inequality, the second term on the right-hand side of (A.6) can
be bounded by 2 sup;¢ E\ffn(ﬂ = 4supey, E[|Yn,i|1{|Yy;| > k}|]. By Assumption 3.1, for
each £ > 0 one now can find % such that the second term on the right-hand side of (A.6)
is smaller than /2 for all n large.

It remains to show that for the same & and all n large,

(A7) E—Z( v el)| < e/

By the norm inequality,

(A.8) E —Z( Vlc)| <

where

n 2
=B |3 (v Ey | cn])]

=1

= B[ By e B e

=1 j=1

Hynlike discontinuous truncation functions = - 1(|z| < k), censoring functions ¢y (z) are continuous and
have a finite Lipschitz constant: Lip(py) = 1.
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n n—1

<+ 3 Y Ejcov(viB v e

i=1 =1 jidn (4,5)=

In view of Definition 2.2, we have for d,, (i, j ) =s,

W 1 Cn)

(A.9) )Cov < UV11(Pks 0k) - Onm A8,

nz7 ]n

Using the definitions of N?(i; s) and 69(s, 1), we obtain:

n—1 n
nk<4nk +¢11 Pk Pk ZE n,s Z|N825
(A.10) =

(4]@‘ +77/111 Pk Pk 25 s,1) ||9n8||1>'
s=1

By (A.8) and (A.10),

n 1/2
1 k k 4k? .
Bl (v~ B )| < (— + 1 (e 1) - Z s 10l |
The result in (A.7) now follows by Assumption 3.2 for all n sufficiently large. [

For each p > 1,

P 1/p
pnp = miax (E[[Yl” | Ca])™

The following lemma is used for the central limit theorem.

Lemma A.2. Suppose that the conditions of Theorem 3.2 are satisfied for {Y,;}. Let g :
R — R be a twice continuously differentiable bounded function with bounded derivatives.
Then there exists a constant C' > 0 such that for any positive integer m,, and any n > 1,

Cnﬂ%,:’,Hg”Hooén(mn; 2)

|E[9/(Sn) — Sng(Sn) | Cu| < An(g) +

o3 ’
where
/
An<g) _ C“ch”OO 2 Z ‘H m: mn |01 4/p

and H,(-,-) is as defined in Assumption 3.4.
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Proof. We set an increasing sequence of positive integers m,,, and define for each i € N,,,

Sn,i = Z an,ja

]eNn\Nn(zamn)

where Y, ; = Y,,;/0,. Also, let

We write

where

Let us turn to A, ». Applying Taylor expansion,

1E€N,

1
Bl e < 7]

The last bound is bounded by

2 ~ ~ ~
s> S S BTl

iENn jENn(i'mn) keNn(’Lmn)
D DD DTS A
1€NRp jENR (i;mpn) kENyp (i5mn)

by the arithmetic-geometric mean inequality. Thus, it follows that

< lg” Hoo )2 MAXien, E[[Yo* | ]
B4, |C) > g
_ nug"um(sn<mn;2>uig
- 203 '

Let us now turn to A, ;. Write

EA [CI=E|dS) 1= D> Y| |G

i€ N EN (imn)
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Since, by the definition of o,

1=E

Z Z Y/n,iffn,j ’Cn] )

1€N, JENR,

we rewrite

E[An,l | Cn] =-E g/(sn) Z Z (Y/n,ii/n,j - E[}N/n,i?n,j ’ Cn]) | Cn

sBlYG 1G] [ X X BT 16| =~ Ruo say
- iENy, jENn\Nn(i;mn)

Using Cauchy-Schwarz inequality and letting Z,,;; = Ci(}}n,z’?n,j — E[fmen,j | C.]), we
bound |R,, ;| by

2

SVEG2ICL B [X Y 2] la]

1€Np JEN, (i;mp)

Let us write the last conditional expectation in the preceding display as

Y > > Y ElZuwZuwulCl

1€Nn jJEN (i;my) KENp IEN, (k;my)

— Z Z E[Z,ijZnm | Cnl

5=0 (17]7k7l)€HTb(s7mn)
n—2

< M), + i) Y | Halsim)|00 7,
s=0

by Corollary A.2. This gives the following bound for |R,, ;|:

CHg/HOO 2 4 — 1-4/p
0—2 (:un,p + /“Ln,p) Z |Hn(87 mn)’9n75 :
n s=0

Let us turn to R, ». We bound |R,, 2| by

1-4
Cn(n = Su(ma))p2 |19’ | ocBnns”

2
On

(A.11)

)

using Corollary A.1. Finally, let us consider A4, ;. Note that

Y. . .
Cov ( n,lcn’hn (STL,’LCTL) ’ Cn)
On Onp

c
i€EN, "

Y
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where S,,; = ~m~an, hn(z) = g(z/c,) and ¢, is a sequence of constants in Assumption 3.4.
By Lemma 2.1, {Y},;¢,/0,} is conditionally -weakly dependent with the coefficients
{0,.s}. Thus, we use Theorem A.1 to bound the last term by

1
(M sup _wa,b(goKun,pcn/an o fn7 QDLHQHOO o hn) +

n,m
Kx,r>1 KL On "

16”’”7?6"”9”00) el—l/p—l/q

n C'fl ! o0 — —
< 0= b)) (22 1) fgl + 11 gy,

n n

where ¢ is such that p™' + ¢! < 1 and f,(z) = xc¢,/0,. Thus by taking ¢ — oo, we
conclude that

Bld,a |6l O 20 fgy oy Wlecd g s

n,Mnp
Cn

Since ¢, < o, we subsuming the bound in (A.11) into this bound, and obtain the desired

result of the lemma. [ |

Lemma A.3. Suppose that Assumption 2.1 holds, and that E[Y,,; | C,] = 0 a.s.
Then, there exists C' > 0 such that for all n > 1,

P{Ui > Y §t|Cn} — O(t)

sup
teR "
Hn3 3/2 C n—2 »
n, : . "
<C ( - ) 10y (Mn; 2) + z (2, + b ) ; | H,o(s;m,,)|0ns
C - 571 n n 1 1 B
N e (T Wtns =1 {1 + C—}H}Lmi{f’ a.s.,

where ® denotes the distribution function of N (0, 1).

Proof. The proof is an adaptation of the proof of Theorem 2.4 of Penrose (2003) to our
set-up. Let A,(g) be as defined in Lemma A.2. Let us define h,(x) = 1 for + < t and
hi(x) = 0 and for > t + ¢ and h. is continuous and linear on [z, + ¢]. Similarly, we
also take h_(z) =1 forx <t —cand h_(x) = 0 and for > ¢ and h_ is continuous and
linear on [x — ¢, z]. Define for any real function g,

An(g) = [Elg(Sn) | Ca] = E[g(2)]].

Let us find a bound for A, (k) and A, (h_). First, note that by Stein’s Lemma (e.g. Chen
et al., 2011, p. 15)

(A.12) [Elg'(Sn) = Sng(Sn) | Cull = An(h),
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where .
o(z) = P2 / (h(w) — Bh(Z)))e" 2dw.

—0o0

Since for h = h, or h = h_, (see Lemma 2.4 of Chen et al., 2011)
9llee < vV/7/2||h = E[R(Z)]llc < /7

(A.13) 19'[lo < 2[|h — E[(Z )]Iloo <2, and
19" loo < 21|1F [0 < 2/e,

we apply Lemma A.2 to (A.12) to deduce that for h =h, orh=h_,

Oln’é (mn7 ):ui,?)
€ ol '

An(h) < Aplg) +

Let us now bound
P{S, <t[Cp} < E[hi(Sn) | Cn] < E[hy(Z)] + An(hy)
<P{Z<t+e}+Ay(hs)
< P{Z <t} + ¢(0)e + Ap(hy),
where ¢ is the density of N (0, 1). Similarly, we also bound
P{S, <t]Cu} > P{Z <t} — 6(0)c — An(h_).
Hence, we have

C 5 (mm )/jfgz?;

[P{S, <] Ca} = P{Z <t} <20(0)c + — S+ Aalg).
Choose
<cn6 (1 )ui,g) 2
€= :
2¢(0)oy,
Applying the bounds in (A.13) to A, (g), we obtain the desired result. [

Proof of Theorem 3.2. The desired result follows from Lemma A.3 in combination with
the conditions given in the theorem. Details are omitted. [ |

Proof of Proposition 4.1. For the first implication it suffices to show that for any vector
¢ € R*with ||c|| = 1, E[|A,(c)| | C.] = 0 a.s., where A, (c) = ¢T(V,,—V,)e. Let y,; = ¢ Yy,
and notice that {y,;} is (L1, ¢)-weakly dependent with the weak dependence coefficients
{0,.s}. In addition, E|y,, | C,] = 0 a.s. and by Assumption 4.1 (i)

sup sup ||Yn.illc,2r < <00  as.

n ’iENn
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Then
1
An(c) = n Z (y1211 - E[?Jiz | Cn])
i€Ny
+ Z wn X - Z Z yn zyn] [yn,iyn,j | Cn])
(A.14) " ieN, FEND (iss)

_|_an —1 X—Z Z Eynzynjlc]

€N, JEND (is5)
= Rpo+ Rpq+ Ry
Consider each term in the last line of (A.14) separately. Using Theorem A.1 for y,,; and
Yn; With d,,(7,7) = s > 1 we get
E[Yaivng | C)]| < Cobhy as.,
where Cy = C(1? V 1) for some constant C' > 1. Therefore,

n—1
1
|[Rual < fwn(s) — 1] x - > D Bt | Gl
s=1

i€Nn jEN? (i;5)

n—1
<Y fen(s) -1 O’ %+ SN2 s)

i€N,,
2
=C, Z lwa(s) — 1] 62(s)0ns’  as.,

and it follows from Assumption 4.1(ii & iv) and the dominated convergence theorem that
|R,2| — 0 a.s.

Let 2z, = Yn.iYnj — E[Yniyn; | Cn] so that E[z,,;; | C,] = 0 a.s. Then, using Corollary
A2 for z,,; and z,;; with d, ({7, j},{k,l}) = s > 1,

V]

1—
’E[Zn,i,jzn,k,l ’ Cn” < Clﬁn,y a.s.,

where C; = C(u* v 1) for some constant C' > 1. To deal with the case in which
d.({i,j},{k,1}) = 0 note that r > 2 so that

’E[zn,i,jzn,k,l ’ Cn” S [Var<yn,iyn,j ‘ Cn) Var(yn,kyn,l | Cn)]1/2 S ,U4 a.s.
Noticing that |w(-)| < 1 and letting

G(s) = 1{s = 0} + 00" 1{s > 0},
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we find that

1
B[R 1G] < — > Y [Elzigzan | Gl

4,j€Np: kIEN,:
1<dn (4,5) <bn 1<dn (k,1)<bp

O n—1
SGY Y Y e
s=0 1,J€ENn:  kJIEN,:1<dn(k,l)<bn,
1Sdn(l7])§bn d'rz({i,j},{k,l}):s
n—1
C 2
< 22N Ho(s,b0)| bns,  as.

n
s=0

Hence, it follows from Assumption 4.1(iii) that E[R}, , | C,] — 0 a.s.
Finally, using similar arguments it is not hard to show that

[ n,0 | C iz Z Z }CO"(yan,iayi,j | Cn)’

s=01i€Nn jENa(’i'S)

Co 1-2
<=1 69(5)0n.s" 0, a.s.,
_n(+z >—>, a.s

where Cy = C(u* V 1) for some constant C' > 1.

3

As for the second implication define 3, = ¢'Y,,, A, = ¢ A,, and consider the difference
between two estimators, A’ (¢) = ¢’ <X7n - Vn> ¢ which can be written as follows:

s=0
bn
= (0~ MY wnls) x = SN2 )
s=0 1ENy,
on P
— (o — M) D wals) x - >IN ) (Yni — An)-
5=0 1EN,

Let B,,; = Els’”o w,(s)|N2(i; s)| and B,, = D,,(b,). Then, noticing that |w,(-)| < 1, we get

401 < (VB I - An|)2 4 (VBale = Mal) x 2Ry,

where

Rs, =

ZBn'L yn'L_ n) .

1€EN,
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Since |B,,;| < B, for all i € N,,, Assumption 4.1 implies that

By
B[R, | C] < —3 > Var(yn; | Co)

ieN’IL
B n—1
+ n_; Z Z Z ‘Cov(yn,iyn,j ’ Cn)‘
s=1 i€Nn JENS(i53)

CyB, U _2
<2 <1+ 52(5)0#{) —0 as..
s=1

n

Finally, it is not hard to show that E[|/B,, (4, — M\»)|? | C,] is bounded by the same quan-
tity. Hence, E[|A/ (¢)| | C,] — 0 a.s. |
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