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Abstract

We propose simple specification tests for independent component analysis and struc-
tural vector autoregressions with non-Gaussian shocks that check the normality of a
single shock and the potential cross-sectional dependence among several of them. Our
tests compare the integer (product) moments of the shocks in the sample with their
population counterparts. Importantly, we explicitly consider the sampling variability
resulting from using shocks computed with consistent parameter estimators. We study
the finite sample size of our tests in several simulation exercises and discuss some
bootstrap procedures. We also show that our tests have non-negligible power against
a variety of empirically plausible alternatives.
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1 Introduction

The literature on structural vector autoregressions (SVAR) is vast. Popular identifi-
cation schemes include short- and long-run homogenous restrictions [see, e.g. Sims
(1980), Blanchard and Quah (1989)], sign restrictions [see, e.g. Faust (1998), Uhlig
(2005)], time-varying heteroskedasticity (Sentana and Fiorentini 2001) or external
instruments [see, e.g. Mertens and Ravn (2012), Stock and Watson (2018) or Dolado
et al. (2020)]. Recently, identification through independent non-Gaussian shocks has
become increasingly popular after Lanne et al. (2017) and Gouriéroux etal. (2017). The
signal processing literature on Independent Component Analysis (ICA) popularised by
Comon (1994) shares the same identification scheme. Specifically, if in a static model
the N x 1 observed random vector y—the so-called signals or sensors—is the result
of an affine combination of N unobserved shocks e*—the so-called components or
sources—whose mean and variance we can set to 0 and I y without loss of generality,
namely

y=n+Ce*, (1

then the matrix C of loadings of the observed variables on the latent ones can be
identified (up to column permutations and sign changes) from an i.i.d. sample of
observations on y provided the following assumption holds: !

Assumption 1: Identification

(1) the N shocks in (1) are cross-sectionally independent,
(2) atleast N — 1 of them follow a non-Gaussian distribution, and
(3) C isinvertible.

Failure of any of the three conditions in Assumption 1 results in an underidentified
model. The best known counterexample is a multivariate Gaussian model for ¢*, in
which we canidentify V (y) = CC’ butnot C without additional structural restrictions
despite the fact that the elements of &* are cross-sectionally independent. Intuitively,
the problem is that any rotation of the structural shocks ¢** = Qe*, where Q is
an orthogonal matrix, generates another set of N observationally equivalent, cross-
sectionally independent shocks with standard normal marginal distributions. A less
well-known counterexample would be a non-Gaussian spherical distribution for &*,
such as the standardised multivariate Student . In this case, the lack of identifiability of
C is due to the fact that &* and &** share not only their mean vector (0) and covariance
matrix (I), but also the same nonlinear dependence structure.

The purpose of our paper is to propose simple to implement and interpret spec-
ification tests that check the normality of a single element of ¢* and the potential
cross-sectional dependence among several of them. In very simple terms, our tests
compare the integer (product) moments of the shocks in the sample with their popu-
lation counterparts. Specifically, in the Gaussian tests we compare the marginal third
and fourth moments of a single shock to 0 and 3, respectively. In turn, in the case

' The same result applies to situations in which dim(e*) < dim(y) provided that C has full column rank.
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of two or more shocks, we assess the statistical significance of their second, third
and fourth cross-moments, which should be equal to the product of the corresponding
marginal moments under independence. Many of these moments tests can be formally
justified as Lagrange multiplier tests against specific parametric alternatives [see, e.g.
Mencia and Sentana (2012)], but in this paper we do not pursue this interpretation. Like
Almuzara et al. (2019), though, we focus on the latent shocks rather than the observed
variables in view of the fact that identifying Assumption 1 is written in terms of &*
rather than y.

If we knew the true values of u and C, p and Cy say, with rank(Cy) = N, our
tests would be straightforward, as we could trivially recover the latent shocks from
the observed signals without error. In practice, though, both p and C are unknown, so
we need to estimate them before computing our tests.

Although many estimation procedures for those parameters have been proposed in
the literature [see, e.g. Moneta and Pallante (2020) and the references therein], in this
paper we consider the discrete mixtures of normals-based pseudo-maximum likelihood
estimators (PMLEs) in Fiorentini and Sentana (2020) for three main reasons. First,
they are consistent for the model parameters under standard regularity conditions
provided that Assumption 1 holds regardless of the true marginal distributions of
the shocks. Second, they seem to be rather efficient, the rationale being that finite
normal mixtures can provide good approximations to many univariate distributions.
And third, the influence functions on which they are based are the scores of the pseudo-
log-likelihood, which we can easily compute in closed form. As we shall see, these
influence functions play a very important role in adjusting the asymptotic variances
of the different tests we propose so that they reflect the sampling variability resulting
from computing the shocks with consistent but noisy parameter estimators.

In this respect, we derive computationally simple closed-form expressions for the
asymptotic covariance matrices of the sample moments underlying our tests under the
relevant null adjusted for parameter uncertainty. Importantly, we do so not only for
static ICA model (1) but also for a SVAR, which is far more relevant in economics.

In many empirical finance applications of SVARs, the number of observations is
sufficiently large for asymptotic approximations to be reliable. In contrast, the limiting
distributions of our tests may be a poor guide for the smaller samples typically used in
macroeconomic applications. For that reason, we thoroughly study the finite sample
size of our tests in several Monte Carlo exercises. We also discuss some bootstrap
procedures that seem to improve their reliability. Finally, we show that our tests have
non-negligible power against a variety of empirically plausible alternatives in which
the cross-sectional independence of the shocks no longer holds.

The rest of the paper is organised as follows. Section 2 discusses the model and
the estimation procedure. Then, we present our general moment tests in Sect. 3 and
particularise them to assess normality and independence in Sect. 4. Next, Sect. 5
contains the results of our Monte Carlo experiments. We present our conclusions and
suggestions for further research in Sect. 6 and relegate some technical material and
additional simulations to several appendices.
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2 Structural vector autoregressions
2.1 Model specification

Consider the following N-variate SVAR process of order p:
yi =1+ 2;’:1 Ajy,_;i+Cef, &f|l ~iid (0, Iy), )

where [, is the information set, C the matrix of impact multipliers and &; the
“structural” shocks, which are normalised to have zero means, unit variances and
zZero covariances.

Let &; = Ce] denote the reduced form innovations, so that &, ~ i.i.d. (0, X)
with ¥ = CC’. As we mentioned in introduction, a Gaussian (pseudo) log-likelihood
is only able to identify X, which means the structural shocks &} and their loadings
in C are only identified up to an orthogonal transformation. Specifically, we can
use the so-called L Q matrix decomposition® to relate the matrix C to the Cholesky
decomposition of ¥ = X X} as

C=X.0, 3

where @ is an N x N orthogonal matrix, which we can model as a function of
N(N — 1)/2 parameters @ by assuming that |Q| = 1.3 Notice that if |Q] = —1
instead, we can change the sign of the i’/ structural shock and its impact multipliers
in the i’ column of the matrix C without loss of generality as long as we also modify
the shape parameters of the distribution of &, to alter the sign of all its nonzero odd
moments.

In this context, Lanne et al. (2017) show that statistical identification of both the
structural shocks and C (up to column permutations and sign changes) is possible
under ICA identification Assumption 1, which we maintain in what follows. Popular
examples of univariate non-normal distributions are the Student ¢ and the generalised
error (or Gaussian) distribution, which includes normal, Laplace and uniform as special
cases, as well as symmetric and asymmetric finite normal mixtures.

2.2 Pseudo-maximum likelihood estimators
2.2.1 The criterion function

Let 0 = [t/, vec'(Ay), ..., vec'(Ap), vec'(C)] = (7', d}, ..., a;?, cH=(t,a, ),
denote the structural parameters characterising the first two conditional moments of

2 The LQ decomposition is intimately related to the Q R decomposition. Specifically, Q’ ):/L provides the
QR decomposition of the matrix C’, which is uniquely defined if we restrict the diagonal elements of X ;.
to be positive [see, e.g. Golub and van Loan (2013) for further details].

3 See section 10 of Magnus et al. (2021) for a detailed discussion of three ways of explicitly parametrising
a rotation (or special orthogonal) matrix: (i) as the product of Givens matrices that depend on N(N — 1)/2
Tait-Bryan angles, one for each of the strict upper diagonal elements; (ii) by using the so-called Cayley
transform of a skew-symmetric matrix; and (iii) by exponentiating a skew-symmetric matrix.
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¥;. In addition, we assume 8;"t|1,_1 ~1i.i.d. D(,1,;), where g; is a g; x 1 vector
of variation-free shape parameters, so that in principle different shocks could follow
different distributions. For simplicity of notation, though, we maintain that the uni-
variate distributions of the shocks belong to the same family. We can then collect all

the shape parameters in the ¢ x 1 vector @ = (0}, ..., @)y), withg = ZINZI i, SO
that ¢ = (0', ') is the [N + (p + 1)N? + ¢] x 1 vector containing all the model
parameters.

Given the linear mapping between structural shocks and reduced form innovations,
the contribution to the conditional log-likelihood function from observation y, (t =
1, ..., T) for those parameter configurations for which C has full rank will be given
by

I(y;;¢) = —In|C| +In f[e](0); 0] = —In|C| + In f[e},(6); @]+ - -
+1In fley,(0); on] = Li(9), “)

where f [8?[ (0); 9;]is the univariate log-likelihood function for the i’ h structural shock,
ef(0) = C'e,(0), and &,(0) = Yi—t—A1y,_— - — Apy,_, are the reduced-
form innovations.

2.2.2 The score vector

Let s;(¢) denote the score function d/;(¢p) /d¢ and partition it into two blocks, sg; (¢)
and s, (¢), whose dimensions conform to those of # and g, respectively. Fiorentini
and Sentana (2021) show that the scores can be written as

$0: () = [Z1(0). Z1 ()] [ZZ E‘fg] = Zu®)ea (@), 5)

Sor(P) = e,1 (@), (6)
where

Iy
Y1 ®Iy
Z,0) = ; c, ©)
.V,_p & IN

0N2><N
0N><N2
0N2><N2
Zy(0) = : Iy®C™), (®)
ONszz
Iy
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dln fe},(0):0,]

de¥
dln f[e*(0); o] !
en(@®) =~ L = : : ©)
d1n fley, (0);0n]
den
dln f[e*(6);
est((ﬁ) = —vec IN —+ M . e;k/(o)
ae*
aln fle* (0); aln fe* (0);
1 + nf[‘;g?( )01l 8>1|<t(0) nf[;gf( )ieq] 87\,[(0)
= —vec : . :
3n flek, (0);0n1 d1n fle},0);0n]
“fgaNe—;é)QN et (0) ... 1_+_“f€BN€—7vQN ()]
(10)
and
dln f[gT,(l));m] er (@)
d1n f[ef(0); ol “ ery ()
e (@) = a—t = : = : (11)
@ dln flex,(0):0y] :
BQN er1vt(¢)

by virtue of the cross-sectional independence of the shocks, so that the derivatives
involved correspond to the underlying univariate densities.

2.2.3 The asymptotic distribution

For simplicity, we assume henceforth that SVAR model (2) generates a covariance
stationary process.* Consider the reparametrisation C = JW, where W is a diagonal
matrix whose elements contain the scale of the structural shocks, while the columns
of J, whose diagonal elements are normalised to 1, measure the relative impact of
each of the structural shocks on all the remaining variables. Proposition 3 in Fiorentini
and Sentana (2020) shows that the parameters a; = vec(A;) and j = veco(J) are
consistently estimated regardless of the true distribution.’ As a result, the pseudo-
true values of those parameters will coincide with the true ones, i.e. a;o0 = @;¢ and
Joo = Jo-Incontrast, T and ¥ = vecd (¥) will generally be inconsistently estimated,
SO Too # To and Yo, # Y.

Nevertheless, Fiorentini and Sentana (2020) prove that the unrestricted PMLEs of
T and ¥ which simultaneously estimate ¢ will be consistent too when the univariate
distributions used for estimation purposes are discrete mixtures of normals, in which

4 1If the autoregressive polynomial (Iy — AjL — ... — A, LP) had some unit roots, y, would be a
(co-) integrated process, and the estimators of the conditional mean parameters would have non-standard
asymptotic distributions, as some of them would converge at the faster rate 7'. In contrast, the distribution
of the ML estimators of the conditional variance parameters would remain standard [see, e.g. Phillips and
Durlauf (1986)].

5 See Magnus and Sentana (2020) for some useful properties of the veco(.) and vecd(.) operators.
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case o = 0 and €] (0y) = &f. For that reason, in what follows we focus on the
finite normal mixtures-based PMLEs of the original parameters 8 = (', a’, ¢’)’.

Still, the potential misspecification of this distributional assumption implies that
the asymptotic covariance matrix of the corresponding PMLEs must be based on the
usual sandwich formula. Let

A(oo; 90) = —E[05¢: ($00) /39" 0] (12)

and

B(oos 90) = VIsgi(Poo) o] (13)

denote the (—) expected value of the log-likelihood Hessian and the variance of the
score, respectively, where g, are the pseudo-true values of the shape parameters of the
distributions of the shocks assumed for estimation purposes, v contains the potentially
infinite-dimensional shape parameters of the true distributions of the shocks, and
@ = (', v") . The asymptotic distribution of the pseudo-ML estimators of ¢ , qAST,
under standard regularity conditions will be given by

VT (b7 — boo) = N0, A~ (Bosi 90)B(Dosi 90)A™ (Dosi 90)]-

In what follows, we shall make extensive use of the detailed expressions for the
conditional expected value of the Hessian and covariance matrix of the score for finite
normal mixtures-based PMLEs in Amengual et al. (2021b).

3 Specification tests based on integer product moments
3.1 The influence functions

As we have stressed earlier, the parametric identification of the structural shocks &} (#)
and their impact coefficients C that appear in the SVAR model (2) critically hinges on
the validity of identifying Assumption 1. As a consequence, it would be desirable that
empirical researchers estimating those models reported specification tests that would
check those assumptions. Given that rank failures in C will be inextricably linked
to singular dynamic systems,® we focus on testing that at most one of the structural
shocks is Gaussian and that all the structural shocks are indeed independent of each
other.

Asis well known, stochastic independence between the elements of a random vector
is equivalent to the joint distribution being the product of the marginal ones. In turn,
this factorisation implies lack of correlation between not only the levels but also any
set of single-variable measurable transformations of those elements. Thus, a rather

6 The rationale is as follows. If rank(Cgp) < N, then rank[V(y,)] < N, and the same will be true
of the sample covariance matrix. Therefore, sampling variability plays no role in determining whether
rank(Cp) = N in model (1). Exactly the same argument applies to the dynamic system (2).
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intuitive way of testing for independence without considering any specific parametric
alternative can be based on individual moment conditions of the form

mule} ()] = H e (@) — H E[e}}" (80)]. (14)

i=1 i=1

where h = {hy, ..., hy}, with h; € Zgy, denotes the index vector characterising a
specific product moment While the influence function in (14) will generally require the
estimation of £ [8 hi (09)] for some of the shocks, the constant term ]_L E [8” 0]
is either O or 1 for the second, third and fourth cross-moments we study in this paper
in view of the standardised nature of the shocks, so we do not need to worry about
it. Amengual et al. (2021b) discuss in detail how to deal with the estimation of the
required E [8 (00)] in the general case.

Although we have motivated (14) as the basis for our tests of independence, by
setting all the elements of . but one to 0, we can also use this expression to look at the
marginal moments of a single shock. In this paper, we focus on #; = 3 and 4 because
most common departures from normality of the shocks will be reflected in coefficients
of skewness or kurtosis different from 0 and 3, respectively.

3.2 The moment tests

Let m[e}(0)] denote a K x 1 vector containing a collection of influence functions
m [e7(0)] of form (14) for different index vectors hl, e, hk, e, WX The follow-
ing result, which specialises the general expressions in Newey (1985) and Tauchen
(1985) to our context, derives the asymptotic distribution of the scaled sample average

of m[e}(#)] when we evaluate the structural shocks at the PMLEs 0 r rather than at
0:

Proposition 1 Under Assumption 1 and standard regularity conditions

A Z mle}(B7)] = N[O, W($o: 0],
where

W(dso: @0) = V(dso: ©0)
+T (Doo; P0)A™ Boo: 90)B(@oo: 90)A™ (Do0i 00)T (Do @0)
FF (oo: 90)A™ (Dooi v0)T (Bos: 00)
+T (Pooi @A™ Boo: 00)F (b @0).
Vg: 9) =V {m[e] 0)]] ¢},

J(¢;¢>=E{a’"[€—'("”‘ }
e* (6
Fi9) = v{%,sw(d))'q)}

@ Springer



SERIEs (2022) 13:429-474 437

and A(@; @o) and B(Po.; @) are defined in (12) and (13), respectively.

In the next subsections, we provide detailed expressions for V(¢; @), J (¢; @)
and F(¢; ¢) which exploit that the true shocks are cross-sectionally and serially
independent under the null hypothesis of correct specification of the static ICA model
(1) or the dynamic SVAR model (2).

3.2.1 Covariance across influence functions

Consider a generic element of the matrix cov{m[e](0)], m[&;(0)]|@}, say

covimp[e; (0)], my [e] (0)]l@} = E{my[e] (0)]m; [} (0)]¢}
—E{mple; )]} E{my ] (0)]|¢}.

If we exploit the cross-sectional independence of the shocks under the null hypoth-
esis, which implies that at the true values

N *h; N hi
E (1_[[:1 Sil ) = 1_[121 E(ggkt ?

we obtain

N (hi+h}) N i ;
covlmnle; @), mylef @)oo} = [T E e ™| = [T, EEE™.
s5)
3.2.2 The expected Jacobian
Straightforward application of the chain rule implies that

dmple; (0)]  dmple;(0)] de(9)
EY B oe’ 0

On this basis, the following proposition characterises the expected Jacobian matrix
for any h:

Proposition 2 Suppose that model (2) satisfies Assumption 1. Then, the expected Jaco-
bian matrix of mp[e}(0)] evaluated at the true values is given by

y

(00:| Ca"

§

Tht(@oo» @) = E [ ompef(00)] e (00)

oe* at’

omple;(00)]

£ omplef(80)] de; (80)
oe* da;

Jha; (Qoo7 ‘pO)
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_ [ dmple7 (00)]
ae*/

(00:| I:E(y;—i|¢0) ® Cal]

and

dmplef(00)] 0&f(0o)
Jhc(Qoo7 ¢O) =K |: asl*/ tac/

. { dmale; (00)]
ae*/

y

00 @ €3]

)

As for dmple;(0)]1/9€”, if we denote all the distinct second, third and fourth
moments by

meer ()] Dylef(0) ® &7 (6)]
mle;(0)] = | m“[e; ()] | = Tylef(0) ® €5(0) @ e5(0)] :
m[e}(9)] Onlef(0) ®ef(0) ®ef(0) ® el ()]

(16)

where Dy, T i and Q y are the duplication, triplication and quadruplication matrices,
respectively [see Meijer (2005) for details], the results we derive in Appendix B.1
provide an easy way to compute all those derivatives recursively.

3.2.3 The covariance with the score

Let €5 denote a vector of N ones and /(.) the usual indicator function. The fol-
lowing proposition provides the last ingredient of the adjusted covariance matrix in
Proposition 1.

Proposition 3 Suppose that model (2) satisfies Assumption 1. Then, the covariance

between the influence function mp(-) and the pseudo-log-likelihood scores evaluated
at the (pseudo) true values is given by

covimp[e; (00)], 5¢1 (Do) 90} = Fn(Doo. 90) = E[Fni($oe 90)1. (17

where
Fni(@o0-v0) | | Z;,(00) 0
Fui(@oo, 90) = | Fns(@oo: V0) Z(00) O |,
]:hr (Qoov UO) 0 Iq

Fni(0o0, @) is a l X N vector whose entries are such that for any i with h; > 0,

dln f[e},(00); 0;00] }
Po

Fps(i)(Qoos P0) = —COV {mh[sf(%)], =
i

@ Springer



SERIEs (2022) 13:429-474 439

and zero otherwise, Fps(0o0, @o) isa 1l x N 2 yector whose entries are such that for
any i with h; > 0 and i’ with h; > 0
(00}

dln flef (00); ;0]
oef

e, (00)

Fis(i,i') (@oo» P0)= — COV {mh[é‘f(f)o)], I1(i=i")+

and zero otherwise, and finally

Fhr(g(xw ‘PO) = F;lr(¢oos (pO)‘eNs

with Fp, (040, @) another block diagonal matrix of order N x q with typical block of
size 1 X g,

vy D10 FLS (B0); @joc]
Fhr(i)(@o0s V0) = COV {mh[ez @01, ég{ ioo ("0}

and zero otherwise.

4 Particular cases
4.1 Testing normality

As we have mentioned before, we can use (14) to test the null hypothesis that a single
structural shock is Gaussian by comparing its third and fourth sample moments with O
and 3, respectively, which are the population values of those moments under the null
of normality. Nevertheless, many authors [see, e.g. Bontemps and Meddahi (2005)
and the references therein] convincingly argue that it is generally more appropriate to
look at the sample averages of the third and fourth Hermite polynomials instead. In
particular, one should consider H3(e},) = sl?"f — 3¢}, and Hy(e},) = 8?‘[4 — 68;2 +3
rather than sf‘f and 8;‘[4 only. The reason is that Hermite polynomials have two main
advantages. First, given that

0H3(e%,)
oe}

0 Hy(e?,)

=3H,(¢},) and 96t

= 4H(e},),

the results in Proposition 2 immediately imply that their expected Jacobians will be 0
under the null of normality, so they are immune to the sampling uncertainty resulting
from using estimated shocks. Second, H3(e},) and Hy(s},) are orthogonal under the
Gaussian null, which means that the joint test is simply the sum of two asymptotically
independent components: one for skewness and another one for kurtosis.

The properties of the estimators that we use, though, mean that the usual implemen-
tation of the Jarque and Bera (1980) test, which simply looks at the sample averages
of 8?}3 (é 7) and s;‘;‘ (é T), yields numerically the same statistics as the tests based on the
Hermite polynomials despite the fact that it ignores the terms involving &7, and 8;’}2.
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The intuition is as follows. Proposition 1 in Fiorentini and Sentana (2020) states that
the PMLEs of the unconditional mean and variance of a univariate finite mixture of
normals numerically coincide with the sample mean and variance (with denominator
T) of the observed series. Given that log-likelihood function (4) for any given values
of a and j is effectively the sum of N such univariate log-likelihoods with parameters
that are variation-free, the estimated shocks will be such that

1 7 A 1 T n
T Zt:l S;(GT) =0 and T Z[:] ‘9;‘;2(0T) 1=0 Vi (18)

regardless of the sample size. This property also has interesting implications for the
independence tests that we will consider in the next section because, in effect, each
estimated shock will be standardised in the sample.

Finally, itis important to emphasise that the non-normality of a single shock does not
guarantee the identification of the model parameters, in the same way as its normality
does not imply they are underidentified. As we shall see in the Monte Carlo section,
though, researchers can get an informative guide to the validity of Assumption 1 by
looking at the normality tests for all the individual shocks.

4.2 Testing independence

At first sight, the arguments in the previous section might suggest that the sample
covariances between the estimated shocks will also be 0 by construction. However,
this is not generally true. The finite normal mixture PMLEs guarantee the univariate
standardisation of each shock, but it does not imply their orthogonality in any given
sample, unlike what would happen with a multivariate Gaussian likelihood function
in which enough a priori restrictions were imposed on C to render the model exactly
identified. Intuitively, the parameter values that maximise (4) are trying to make the
estimated shocks stochastically independent, not merely orthogonal [see Herwartz
(2018)].

For that reason, the first test for independence that we consider will be based on
the second cross-moment condition

E(shel) =0, i #i'. (19)

In other words, we are simply assessing if the sample correlation between the i’ and
i"" estimated shocks is significantly different from zero in the usual statistical sense.

Nevertheless, we can also go beyond linear dependence and look at moments that
characterise the co-skewness across the structural shocks. These can be of two types:

E(ef?el,) — E(efDE(),) = E(e}tel,) =0, i # 1, (20)
and
E(elel eh) — E(eL)E(eh)E(eh,) = E(elel,eh) =0, i i’ #i", (21)
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depending on whether they involve two or three different shocks.
Finally, we can also look at the different co-kurtosis among the shocks, which may
involve a pair of shocks, namely

E(é‘*z *2) _ E(8 )E(gl’t) — E(g*2 *2) — 1= 0 I 751 (22)
and

E(8*3 * E(E )E(S ,[) — E(8*3 *t) _0 l #l s (23)

it tt

three shocks

2 2 R
E(gj el eln,) — E(g]; 2VE(e SOE(Eh,) = E(elel,el) =0, i #i' #i", (24)

1't™1

and even four shocks

E(g}ef,eln,6im) — E(e})E (el ) E (e}, ) E(e]n,) = E(e},€l,5,€5,) =0,

it<i’'t%i

iZi'#i7£i". (25)

Thus, we substantially expand the set of moments researchers can use to test for the
independence of the components relative to Hyvirinen (2013), who only suggested
looking at the co-kurtosis terms in (22). The above moment conditions also augment
those considered by Lanne and Luoto (2021), who focus on (19), (22) and (23), together
with E(¢}) = 0 and E(e]; 2y =1.

4.2.1 Covariance across influence functions

Next, we derive in detail the nonzero elements of the covariance matrix of the second,
third and fourth moments in (16).

It is easy to see that under the null hypothesis of independence, the only nonzero
elements of the covariance matrix of m¢’[e}(6)] are

V(eheh) = 1.

lll

In turn, in the case of m“*[e; (#)] and mc"[ef(é’)], the nonzero elements are

V(81181’t€l//l) =1,

V(e 8*'z) = E(g}, 4,
cov(e; ek eilek) = E(g}; )E(sl,t)

ll" lt tt

and

V(S 8 ’ 8 //t Wt) == 1

it<i’'t%i

2
V(ejieheln,) = E(e; 4,

@ Springer



442 SERIEs (2022) 13:429-474

V(eler,) = E(e0),
V(eiter?) = E(e5E(e))

cov(elf“tze i€y € /tel, D) = E(g}; )E(sl,l)

cov(ellel,, effelt) = E(e2)E(e))),

cov(ele ,*t, 26ty = E(eP)E(e))),
COU(8 8,/181//I, 8 it 8 8 //t) = E(S )E(Sl/t)

cov(s*2 ;k%,S*ZS*//Z) = E(g}; 4y

COU(SU 8 it E i't 8 //t) = 1

respectively, which can be consistently estimated from e;*(é 7) under standard regu-
larity conditions.
Finally, the nonzero covariance terms across the different elements of m°’(e}),
m® (e}) and m”k(e:‘) are
2

cov(ef,e ”,8* eh) = E(ej; %),

cov(elel, eflel) = E(eih,

cov(elel,, e2el?) = E(eF)E())),

cov(es*2 l*t,e*3e*, ) = E(e]; %),

cov(e}?e el € *3 i) = E(sf; )E(Sz’z) and

cov(eftze*/t, 8;}28*%) = E(efYE(e]).
4.2.2 The expected Jacobian

Straightforward calculations allow us to show that the expected Jacobian of the covari-
ances across shocks in (19) will be given by

Tht(@oos ©0) = 0, Jha; (00, 9o) = 0 and
The(@oo 90) = — (€}, @ ¢) — (€] ® ¢},

where e; is the i"" canonical vector and ¢'- denotes the i’ row of C!.
Analogously, for the third cross-moments in (20), we will have

JhT(QiOO’ (00) = _Cé)/', Jhay (Qioo’ (PO) = _[E(y;—klgo()) ® 66/] and
The(@oo @0) = —E(e}7) (€] ® cl)),

while for those in (21) we get

Jht(Q@oos 90) = 0, J1h4; (0 00s 99) = 0 and Jjc (0, @) = 0.
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In turn, for the fourth moments in (22), we will have

JhT(QOO7 (pO) = 0, Jhllk (QOO7 (po) = 0 and
Tne(@oo: @0) = ~2(€] @ ¢ + €}, @ cfy),

while for (23) we get
Tt (@oos 90) = —E(E)el Thay (@oos 90) = —E(EDIE (Y] _t199) ® €]
and
The(@oos P0) = —3(¢}, ® c) — E(e;) (e} ® ¢fy).
Similarly, the expected Jacobian of (24) involves

Int (00> (00) =0, Jhay (000> ¢0) =0and
The(@oos P0) = —(€} ® €)= (€} ® ¢f).

Finally, when we look at (25), we unsurprisingly end up with

Tt (000> ©0) =0, Jpay (@0» o) = 0 and
The(@o0r 99) = 0.

4.2.3 The covariance with the score

As we have seen before, we need to explicitly compute the expressions in Proposition
3 to obtain (17). Fortunately, some of those expressions simplify considerably for
the cross-moments we use to test independence. Intuitively, the reason is that the
independence of the shocks implies that when A is such that #; = 1, we will have

‘ |:81n f(&f: 0ino) shy *h,./,} _0

oer e i
and
e
fori #i',i".

As a result, (17) will be zero for the second moments E(g}.e¥ ), except for

it%i't
Fhs(i.i") (@oo» 90)» Which will be 1 when i’ # i.
In addition, if we exploit the independence between i and i’ and the fact that

E (sl.*,%) = 1, we can easily prove that the only nonzero covariance elements for the
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co-skewness influence functions E (8;28;‘,[) will be

Friir) (@oor @0) = 1, Fis(i,iny (@o0> @) = — Py &1
1

E |:81n fEls0i00) *2]

Frs(ir,iy(@o0r P0) = E(S)

oln f(&h,;0:x)
Fas(ii') (Q@oo» 90) = —E [8+m87/{| and
l/

[aln fel: 0ino) *}
—git

Fr(i')(Qoos V0) = E %

while all of them are zero for E(¢},¢}),€7,,)-
Similarly, we can also prove that for the co-kurtosis influence functions E'(¢7;

the only nonzero terms are

*2 *2)

Fri(i)(@oo» P0) = — Py
;

£ |:3ln f(c‘?;k[; giOO)S?IZ] ’

dln f(g}; 0i00)
Fs(i.i) (@00, 90) = —1 — E [%873 .
i
fels0i00)
Fps(i,i")(@o0» 90) = _E(gi*/?)E [8—lfkloo 77 | and

d1n f(ef}; 0i00)
Fhr(i')(Qoo’ vo) = E [#loogtt
i

In turn, we end up with

dln f (&5 0;00)
Friiry (@oo> o) = E(8;§3), Fhs(i,i)(Qoor @9) = —E [—”m‘?# )

*
de;

f({;‘ /[7 Ql 00)8*2}

Fhs(i/,i)(goov Po = E(8;<14)7 FhS(il,i/)(Qoo’ ¢0) = _E[S;kt3]E |: 9e* i't
i/

and

dIn f (e}, @ioc)
—_— ¢,

Fr i1y (@00, V0) = E(e5)E [ %,

for the covariances of the co-kurtosis terms E (8;-;3 e},,) with the scores.
In contrast the only nonzero covariance of the co-kurtosis influence functions
E(e¥ &% ¢*2) with the scores will be Frs(i ity (Qo0s o) = 1 whenl +1.

it t’t l”t
Finally, all the covariances of the scores with E(¢}.¢ ) will be 0 too.

it l[ t”t t’”t
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4.3 Combining our tests

Interestingly, we can use the expressions previously derived to prove that under
the joint null hypothesis of mutually independent shocks and the normality of one of
them, the two separate tests that we have discussed in Sects. 4.1 and 4.2 are asymp-
totically independent, so effectively the joint test would simply be the sum of those
two components.

In addition, we can also prove that a test that jointly assessed the independence
and normality of all the shocks would be asymptotically equivalent under the null
to a multivariate Hermite-based test of multivariate normality [see Amengual et al.
(2021a)] applied to the reduced form residuals once one eliminates the moment condi-
tion related to the covariance of the shocks, whose asymptotic variance when evaluated
at the PMLEs would be zero under the null.

5 Monte Carlo analysis

In this section, we assess the finite sample size and power of the normality and indepen-
dence tests discussed in Sects. 4.1 and 4.2 by means of several Monte Carlo simulation
exercises. In addition, we provide some evidence on the effects that dependence across
shocks induces on the estimators of the impact multipliers.

5.1 Design and computational details

For the sake of brevity, we focus on the bivariate case in the main text.” Specifically,
we generate samples of size T from the following bivariate static process

(Y1z>=<fl>+<011612><8i}> 26)
Yo ™ c21 ¢ ) \ &,

withty =1, 70 = —1,¢11 =1, c12 = .5, ¢o1 = 0 and ¢y = 2. However, our PML
estimation procedure does not exploit the restriction that the loading matrix of the
shocks is upper triangular. Importantly, given that we can easily prove from (4) that
the estimated shocks are numerically invariant to affine transformations of the y’s, and
that the same is true of the different test statistics, the results that we report below do
not depend on our choice of T and C.

We consider both 7 = 250, which is realistic in most macroeconomic applications
with monthly or quarterly data, and 7 = 1000, which is representative of financial
applications with daily data. The precise data generating processes (DGPs) that we
consider for the shocks are described in Sect. 5.1.2.

7 Nevertheless, we include simulation results for a trivariate model in Appendix C.
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5.1.1 Estimation details

To estimate the parameters of the model above, we assume that eft and e’{l follow
two serially and cross-sectionally independent standardised discrete mixture of two
normals, or &}, ~ DM N (8;, 5;, ;) for short, so that

™

« _ | Nlui(e;), 7% (e;)] with probability A; 07
it | Nlui(e;), 05%(e;)] with probability 1 — A;

with

ui(ey) = 8;(1 — 1),
ws(e;) = —3iri,

1— 2 (1 — 4)8}
i+ (= A

05%(0;) = 020y,

oi(e;) =

and 0; = (8, »4, A;)'. Hence, we can interpret 37 as the ratio of the two variances and
d; as the parameter that regulates the distance between the means of the two underlying
components.8

As a consequence, the contribution of observation ¢ to pseudo-log-likelihood func-
tion (4) will be

I[e},(0); 0;1 = In{h; - gL} (8); 1} (0;), 072 (0))]
+(1 = 2) - Plel(0); w5 (0y), 0321},

where ¢ (g; i, o) denotes the probability density function of a Gaussian random
variable with mean y and variance o2 evaluated at . Importantly, we maximise the
log-likelihood with respect to the two elements of 7, the four elements of C and the
six shape parameters subject to the nonlinear constraint 81.2 < Ai_l (1 —x;)~", which
we impose to guarantee the strict positivity of 01*2 (0;). Without loss of generality, we
also restrict s € (0, 1] as a way of labelling the components, which in turn ensures
the strict positivity of 02*2(91»). Finally, we impose A; € (0, 1) to avoid degenerate
mixtures.’

We maximise the log-likelihood subject to these three constraints on the shape
parameters using a derivative-based quasi-Newton algorithm, which converges
quadratically in the neighbourhood of the optimum. To exploit this property, we start
the iterations by obtaining consistent initial estimators of T and C, T r;c4 and Crica
say, using the FastICA algorithm of Givert, Hurri, Sireld, and Hyvirinen.'? In addi-

8 We can trivially extend this procedure to three or more components if we replace the normal random
variable in the first branch of (27) by a k-component normal mixture with mean and variance given by /LT (0)

ando l* 2 (0), respectively, so that the resulting random variable will be a (k+ 1) -component Gaussian mixture
with zero mean and unit variance.

9 Specifically, we impose 3 € [3, 1] with 2 = .0001, and A; € [A, A] with A =2/T and A = 1 — 2/T.
10" gee Hyviérinen (1999) and https://research.ics.aalto.fi/ica/fastica/ for details on the FastICA package.
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tion, we obtain initial values of the shape parameters of each shock by performing 20
iterations!! of the expectation maximisation (EM) algorithm in Dempster et al. (1977)

on each of the elements of & ;4 = E;}CA (y: — TFICA)-

As we mentioned in Sect. 2.2, Assumption 1 only guarantees the identification of
C up to sign changes and column permutations. Although in empirical applications a
researcher would carefully choose the appropriate ordering and interpretation of the
structural shocks, this leeway may have severe consequences when analysing Monte
Carlo results. For that reason, we systematically choose a unique global maximum
from the different observationally equivalent permutations and sign changes of the
columns of the matrix C using the selection procedure suggested by Ilmonen and
Paindaveine (2011) and adopted by Lanne et al. (2017). In addition, we impose that
diag(C) is positive by simply changing the sign of all the elements of the relevant
columns. Naturally, we apply the same changes to the shape parameters estimates and
the sign of §;.

5.1.2 DGPs under the null and the alternative

The four bivariate DGPs for the standardised shocks that we consider under the null
of independence are:

DGP 1: A normal distribution and a discrete mixture of two normals with kurtosis
coefficient 4 and skewness coefficients equal to —.5, i.e. eT[ ~ N(0, 1) and
&5, ~ DMN(—.859, .386, 1/5).
DGP 1D: The VAR(1) model

(ylt) _ (ﬁ) " (1/2 1/4) <Y1z—1 > n (Cll 612> (vﬁ‘,)

Yo ™ 0 1/3 ) \ yar—1 €21 €22 ) \ &5,

with exactly the same shocks and values of 7 and C as in bGP 1.!2

DGP 2: Independent discrete mixtures of two normals with kurtosis coefficient 4
and skewness coefficients equal to .5 and —.5, respectively. In other words,
g}, ~ DMN(—.859, .386, 1/5) and &5, ~ DM N(.859, .386, 1/5).

DGP 3: A Student ¢ with 10 degrees of freedom (and kurtosis coefficient equal to 4),
and an asymmetric ¢ with kurtosis and skewness coefficients equal to 4 and
—.5, respectively, so that § = —1.354 and v = 18.718 in the notation of
Mencia and Sentana (2012).

The left panels of Fig. 1a—c display the density functions of these distributions over
arange of 4 standard deviations with the standard normal as a benchmark, while the
right panels zoom in on the left-tail.

In turn, under the alternative of cross-sectionally dependent shocks we simulate
from the following three standardised joint distributions:

1 As is well known, the EM algorithm progresses very quickly in early iterations but tends to slow down
significantly as it gets close to the optimum. After some experimentation, we found that 20 iterations achieve
the right balance between CPU time and convergence of the parameters.

12° Given that Monte Carlo simulations involving a regular bootstrap are very costly in terms of CPU time,
we have only compared the results of a VAR(1) with those of a static model for DGP 1.

@ Springer



448 SERIEs (2022) 13:429-474

a Discrete mixture of two normals
0.5 0.05

0.04

0.03

0.02

0.01

b Symmetric Student ¢

0.5 0.05
0.4 0.04
0.3 0.03
0.2 0.02
0.1 0.01
0 0
-4 0 4 -4
&t
¢ Asymmetric ¢
0.5 0.05

0.04

0.03

0.02

0.01

Fig. 1 Univariate densities of the independent shocks. Notes: dashed lines represent the standard normal
distribution. a Plots a standardised discrete mixture of two normals with skewness and kurtosis coefficients
of —.5 and 4, respectively (with parameters § = —.859, »r = .386 and A = 1/5); b Plots a standardised
symmetric Student ¢ with the same kurtosis (i.e. 10 degrees of freedom), while ¢ plots a standardised
asymmetric ¢ with skewness and kurtosis as the one in (a) [i.e. with § = —1.354 and v = 18.718, see
Mencia and Sentana (2012) for details]

DGP 4: Bivariate Student ¢ with 6 degrees of freedom.

DGP 5: Bivariate asymmetric ¢ with skewness vector § = —54£, and degrees of free-
dom parameter v = 16 [see Mencia and Sentana (2012) for details].

DGP 6: Bivariate mixture of two zero-mean normal vectors with covariance matrices

g — (V41— )] 0
1= 0 I+ 0l =2)])°
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a Standardised Student ¢ density b Contours of a standardised Student
t density

/Q

(S}

«

€
(=]
1000

4 2 0 2 4
€l
¢ Standardised asymmetric ¢ density d Contours of a standardised asymmetric
t density
4
2 s
»(Ei 0
2 q%) 0, ‘
-4 \\wm
-4 -2 0 2 4
€
e Standardised Lanne and Liitkepohl f Contours of a standardised Lanne and
(2010)’s mixture of normals density Liitkepohl (2010)’s mixture of normals density
4
/0001
2
o O)
2
,00|
-4
4 2 0 2 4
£ €

Fig.2 Densities and contours of the bivariate distributions under the alternative hypotheses. Notes: a, b plot
a bivariate Student ¢ with 6 degrees of freedom; ¢, d a standardised bivariate asymmetric ¢ with § = —5£y
and v = 16 [see Mencia and Sentana (2012) for details], while e, f plot a standardised mixture of two
bivariate normals with joint mixing Bernoulli with A = 1/5 and scale parameters »; = .1 and s = .2
[see Sect. 5.1.2 and Lanne and Liitkepohl (2010) for details]

. _ (/b + (1= )] 0
2= 0 s /[A+ 20(1 — 1))

which we denote by DM Ny (521, s, 1) [see Lanne and Liitkepohl (2010)
for details]. Specifically, we set s¢; = 0.1, 3o = 0.2 and A = 1/5.
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The left panels of Fig. 2 display the joint densities for these distributions, while
their contours are presented in the right panels.

To gauge the finite sample size and power of our proposed independence tests, we
generate 20, 000 samples for each of the designs under the null and 5000 for those
under the alternative. Additionally, we evaluate the small sample size and power of
the normality tests presented in Sect. 4.1 using the results from the simulation designs
DGP 1 and 1D (null), and DGP 2 and DGP 3 (alternative).

5.1.3 Bootstrap procedures

The theoretical results in Beran (1988) imply that if the usual Gaussian asymptotic
approximation provides a reliable guide to the finite sample distribution of the sample
version of the moments being tested, the bootstrapped critical values should not only
be valid, but also their errors should be of a lower order of magnitude under additional
regularity conditions that guarantee the validity of a higher-order Edgeworth expan-
sion.!® For that reason, we also analyse the performance of applying the bootstrap to
the testing procedures we have described in Sects. 4.1 and 4.2.

In the case of our tests for independence, for each Monte Carlo sample, we can
easily generate another Np,,, bootstrap samples of size 7' that impose the null with
probability approaching 1 as T increases as follows.!* First, we generate N T draws R;
from a discrete uniform distribution between 1 and 7', which we then use to construct

~ ~ jal ~%
Y =Tr+ CTES»

where & = &/, and & = eXfr) = é;l (y; — T7) are the estimated residuals in
any given sample.

As for the normality tests, whose null hypothesis is that a single shock &7, is Gaus-
sian, we adopt a partially parametric resampling scheme in which the draws of the i'”
shock &7 are independently simulated from a N (0, 1) distribution, while the draws for
the remaining shocks &; (k # i) are obtained nonparametrically as in the previous
paragraph.

Although these bootstrap procedures are simple and fast for any given sample, they
quickly become prohibitively expensive in a Monte Carlo exercise as T increases.

13 Therefore, if the true shocks had unbounded variance, the bootstrap would not work, but neither would
the asymptotic approximation.

14 7o see this, notice that under the null,

N i N *ji
£ (Hi=1 8"5!) =TT, el

while under the alternative,

N _xj; T —1+N i 1 N xji
E (]_[i:1 ei5’> =— ]_[i:1 E(ef )+ - E ]_L.:1 g

where the second term in the right-hand side accounts for the probability of sampling contemporaneous
residuals in a sample of size 7. Clearly, the second expression converges to the first one as 7" goes to infinity.
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For this reason, for the designs with 7 = 1000 we rely on the warp-speed method of
Giacomini et al. (2013).

5.2 Simulation results
5.2.1 Testing normality

Table 1 reports Monte Carlo rejection rates of the normality tests proposed in Sect. 4.1
for DGP 1, 1D, 2 and 3. As can be seen, the null of normality is correctly rejected a
large number of times when it does not hold, even in samples of length 250. The only
possible exception is the skewness component of the Jarque-Bera test when applied
to the symmetric Student ¢ shock in DGP 3. Given that the population third moment is
zero in this case, the only source of power is the fact that the sample variability of H3
is larger for this shock than its theoretical value under Gaussianity.

On the other hand, the first three rows of the panels DGP | and 1D, which are the
ones with a Gaussian shock, show that the normality tests tend to be oversized at
the usual nominal levels, especially for samples of length 250.'3 For that reason, we
generate Np,or = 399 bootstrap samples at each Monte Carlo replication, as described
in Sect. 5.1.3. Table 2 shows that the standard bootstrap version of our tests is pretty
accurate for both the third and fourth moment tests. Unlike what we observed in
Table 1, though, the size-adjusted power is slightly lower for DGP 1D than for DGP 1.

However, as mentioned at the end of Sect. 4.1, researches may only get a reliable
guide to the validity of Assumption 1 by looking at the normality tests for all the
individual shocks, the objective being to get at least N — 1 rejections. To shed some
light on this issue, in Table 3 we report contingency tables which fully characterise
the extent to which simultaneous rejections of the individual normality tests occur. As
can be seen, our proposed normality tests tend to be rather informative when used in
this way.

5.2.2 Testing independence

In Tables 4 (T = 250) and 5 (T = 1000) we report the Monte Carlo rejection rates of
the tests we have proposed in Sect. 4.2 under the null of independence. Specifically, we
look at the second, third and fourth moment individual tests in m“*[e} (8)], m“[e] ()]
and m¢k [e7(#)], and also at the joint tests for the two co-skewness moments, the
three co-kurtosis moments and the combined six moments, including the correlation
between the shocks. The left panels of those tables report rejection rates using asymp-
totic critical values, while the right panels show the bootstrap-based ones for 7 = 250
and the warp-speed bootstrap-based ones for 7 = 1000.1°

15 Given 20,000 Monte Carlo replications, the 95% asymptotic confidence intervals for the Monte Carlo
rejection probabilities under the null are (.86,1.14), (4.70,5.30) and (9.58,10.42) at the 1, 5 and 10% levels,
respectively.

16 Allouri.id. designs are such that the individual moment tests converge in distribution to a xlz random
variable, and the joint ones to X22, X32 and xé variables, respectively.
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Table 1 Monte Carlo size and power of normality tests

Nominal size Asymptotic critical values
Sample size T = 250 Sample size T = 1000
10% 5% 1% 10% 5% 1%

DGP 1—Shocks: ai‘t normal & s%‘t DMN

H3(e,) 13.58 7.70 2.45 11.03 5.96 1.32
H4(e’1kf) 12.37 6.86 2.85 10.38 532 1.38
H3 (s’lkf) & H4(€Tt) 13.03 8.17 3.67 10.56 5.76 1.67
H3(s§t) 83.40 77.93 64.27 99.93 99.88 99.50
H4(s§t) 70.78 64.44 51.80 99.26 98.79 96.80
H3(e3,) & Hy(e3,) 85.73 81.33 71.52 99.95 99.94 99.90

DGP 1D VAR(1)—Shocks: ], normal & &5, DMN

H3 () 1508  8.83 2.78 11.15 5.65 1.19
Hy(e},) 1328 747 2.94 10.82 5.62 150
Hi(e},) & Ha(el,) 1472 896 4.07 11.02 5.91 171
H3(e3,) 8251 7712 63.70 99.91 99.86  99.60
Hy(e3,) 7017 6390 5170 99.29 9873 96.84
H3(e3,) & Hy(e,) 8533 8075  70.99 99.96 99.94  99.89

DGP 2—Shocks: £f, DMN & &5, DMN

H3 (sTt) 84.36 78.73 64.33 99.88 99.81 99.39
H4(8Tt) 70.53 64.07 51.13 99.22 98.63 95.84
Hy(e},) & Hy(sl,) 8654 8192 7158 9998 9995  99.77
Hj (8;,) 85.14 79.63 65.82 99.92 99.84 99.50
H4(s§t) 70.86 64.31 51.46 99.41 98.81 95.97
Hj (831) & H4(s§t) 87.34 82.88 72.26 100.00 99.98 99.82
DGP 3—Shocks: e}, asymmetric ¢ & €3, Student ¢
H3 (s’ft) 84.93 79.50 65.37 99.98 99.92 99.76
H4(E>1kt) 58.58 52.38 42.24 95.10 93.04 87.73
Hy(e}) & Hu(e},) 8272 7721 6527 99.97 9991  99.69
H3 (Eikt) 33.97 25.62 14.52 36.43 28.41 16.68
H4(8’2kt) 60.68 54.21 42.13 96.98 95.35 90.70
H3 (8>2kt) & H4(£>2kt) 60.83 54.14 42.38 95.77 93.85 88.56

Monte Carlo empirical rejection rates of normality tests; 20,000 replications. DMN denotes discrete mixture
of two normals. Details on the data generating processes: DGP 1 and 1D, s]"t ~ N(0,1) and 8;: ~
DMN(—.859,.386, 1/5); DGP 2, &}, ~ DMN(—.859,.386, 1/5) and &5, ~ DMN(.859, .386, 1/5);
and DGP 3, 81‘, ~ At(—1.354,18.718) and s’zkt ~ 1(10) [see Mencia and Sentana (2012) for details].
Asymptotic critical values: H3(-) ~ Xlz, Hy(:) ~ X12 and H3(-) & Hy(:) ~ X22

We can see in Table 4 some small to moderate finite sample size distortion when
T = 250, although in several cases they are corrected by the bootstrap. The only
exceptions seem to be DGP 1 and 1D, in which some small distortions remain even
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Table 3 Contingency tables of the normality test based on H3 (s;‘t) & H4(e;kt)

Sample Size T = 250 Sample Size ' = 1000
Bootstrap (399 samples) Warp-speed bootstrap

DGP 1—Shocks: ], normal & &3, DMN

s%‘t (Alt.) a’zkt (Alt.)
Yes No Yes No
£Tr Yes 2.62 2.08 4.70 a’l“t Yes 5.01 0.04 5.05
(Null) No 73.19 22.11 95.30 (Null) No 94.92 0.03 94.95
75.81 24.19 99.93 0.07

DGP 1D VAR(1)—Shocks: &}, normal & &5, DMN

83: (Alt.) a’zkt (Alt.)
Yes No Yes No
‘STr Yes 2.27 2.04 4.31 s’l“t Yes 4.43 0.05 4.48
(Null) No 70.47 25.23 95.69 (Null) No 95.48 0.04 95.52
72.73 27.27 99.91 0.09

DGP 2—Shocks: ], DMN & &5 DMN

s§t (Alt.) a’zkt (Alt.)
Yes No Yes No
sfl Yes 55.89 18.40 74.29 sTr Yes 99.94 0.02 99.96
(Alt.) No 18.97 6.74 25.71 (Alt.) No 0.04 0.00 0.04
74.86 25.14 99.98 0.02

DGP 3—Shocks: e}, asymmetric ¢ & €3, Student ¢

Szr (Alt.) s’zkt (Alt.)
Yes No Yes No
si‘[ Yes 28.07 34.51 62.58 STt Yes 92.97 6.69 99.66
(Alt.) No 17.74 19.68 37.42 (Alt.) No 0.33 0.01 0.34
45.81 54.19 93.30 6.70

Monte Carlo empirical rejection rates of normality tests; 20,000 replications. Yes/No refers to rejections of
the Gaussian null. DMN denotes discrete mixture of two normals. Figures in italics denote marginal rejection
rates for each shock. Details on the data generating processes: DGP 1 and 1D, 8’1" ~ N(0, 1) and sz‘t ~
DMN(—.859,.386, 1/5); DGP 2, &}, ~ DMN(—.859,.386, 1/5) and &5, ~ DMN(.859,.386, 1/5);
and DGP 3, e}, ~ Ar(—1.354,18.718) and &3, ~ 1(10) [see Mencfa and Sentana (2012) for details]. We
describe the sampling procedure we use to implement both the standard bootstrap and Giacomini et al.
(2013)’s warp-speed bootstrap in Sect. 5.1.3
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Table 6 Monte Carlo power of independence moment tests: sample size 7 = 250

Asymptotic critical values

Bootstrap (399 samples) critical values

Nominal size 10% 5% 1% 10% 5% 1%
DGP 4—]Joint Student ¢
E(e},e3,) 690 332 0.8 1080 536 1.8
E(ef?e}) 980 510 110 1142 616 122
E(e},e52) 1002 512 1.04 1094 588 112
E(efles) 850 484 140 1186 600 150
E(e},e5Y) 892 518 170 1180 666  1.84
E(e}2e32) 1204 818  3.64 1502 1126 3.68
Co-skewness ~ 9.98 506 126 11.64 560 138
Co-kurtosis 11.82  7.84 4.10 1622 9.66 3.20
Toint test 1180 808 444 1512 932 334
DGP 5—Joint asymmetric ¢
E(e},e3) 1600 9.18 344 1990 1260 458
E(e}2e3) 2538 1634 654 2512 1606  4.56
E(e},e32) 19.64 1254 458 2054 1280  4.56
E(e3e3,) 1446 968 352 1694 1102 356
E(e},e5) 1414 902 352 1790 1144 488
E(ef2e32) 1542 1084  5.60 1880 13.16 5.2
Co-skewness ~ 23.80 1608  6.16 2390 1506  3.94
Co-kurtosis 1656  11.82  5.98 2120 1370 5.50
Joint test 1792 1188 580 2022 1188 428
DGP 6—Lanne and Liitkepohl (2010)’s mixture
E(ef,3,) 3712 2850  15.64 3078  29.00 1476
E(ef2e3) 2526 1734 7.80 2644 18.16  6.50
E(e},e52) 2800 2026 9.50 2944 2022 7.54
E(efle3) 2848 21.00  10.92 3090 2048 746
E(ef,e32) 3460 2626 1526 3622 2514 9.4
E(e}2e32) 64.14 5488  38.18 7082 61.12 2642
Co-skewness ~ 33.16 2448 1332 3506 2358 7172
Co-kurtosis ~ 62.02 5398  39.84 6472 4934 20.26
Joint test 67.02 5878  43.84 67.02 5242 2228

Monte Carlo empirical rejection rates of independence tests; 5000 replications. Details on the data generating

. * ko
processes: DGP 4, (7, £3,)

1(0, I, 6); DGP 5, (sTt, 83‘,) ~ At1(0, I, —5¢€>, 16) [see Mencia and

Sentana (2012) for details]; and DGP 6, (s’lkt, 8’2“t) ~ DMNy(.1,.2,1/5) (see Sect. 5.1.2 for details). We
present the asymptotic distribution of the test statistics in Sect. 5.2.2 and describe the sampling procedure
we use to implement Giacomini et al. (2013)’s warp-speed bootstrap in Sect. 5.1.3
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Table 7 Monte Carlo power of independence moment tests: sample size 7 = 1000

Nominal size Asymptotic critical values Warp-speed bootstrap critical values
10% 5% 1% 10% 5% 1%

DGP 4—Joint Student ¢

E(efe5,) 1572 1004 2.82 1736 1126 3.30
E(e}2e3,) 1602 9.10 2.86 1632 9.82 2.86
E(e},637) 1574 944 2.90 1598 9.74 3.18
E@Pes,) 1868 1244 542 2094 1302 496
E(e}€5)) 1930 1242 494 2014 1278 448
Ee2e32) 5478 4452 27.08 5774 4676 2612
Co-skewness 1826 1122 3.76 18.82 1134 372
Cokurtosis 4692 3826 2336 5008 4038 1828
Joint test 4450 3536 2140 4850 3706 1622

DGP 5—Joint asymmetric ¢

E(e},e5,) 8452 8152 7524 8494 8172 7414
E(e}2e3,) 69.28 6476 5638 69.78 6538 5558
E(e},632) 9872 9828  96.98 9872 9824  96.62
E(ee3) 5636 5028 40.08 5754 5008 3996
E(e},650) 65.62 5952 4836 66.02  59.62  45.64
E(ef2e32) 8842 8416 7432 9048 8566  67.64
Co-skewness ~ 100.00  100.00  99.90 100.00 10000  99.78
Cokurtosis ~ 87.32 8316 7440 88.00 8236 6622
Joint test 100.00  99.94  99.58 10000 99.94  98.42

DGP 6—Lanne and Liitkepohl (2010)’s mixture

E(efe5,) 5822 5160 39.84 5978 5252 39.84
E(e2¢e5) 2000 2016 9.72 2988 2050 9.12

E(e},637) 3328 2464 1268 3274 2392 1202
E(e}es,) 4670 3844 2634 4742 3176 2324
E(e},e3)) 5576 4812 34.64 5780 4802 2878
Ee2e32) 99.98  99.86  99.28 99.98  99.88  98.52
Co-skewness 4046 3070 1682 4076 29.68  14.82
Cokurtosis ~ 99.80 9958 9822 99.80 9936 9446
Joint test 99.48  99.08  97.64 9942 98.68 9222

Monte Carlo empirical rejection rates of independence tests; 5000 replications. Details on the data generating
processes: DGP 4, (eTt, si“l) ~ 1(0,1,,6); DGP 5, (sTt, 83‘,) ~ At1(0, I, —5¢€>, 16) [see Mencia and
Sentana (2012) for details]; and DGP 6, (s’lkt, 8’2“t) ~ DMNy(.1,.2,1/5) (see Sect. 5.1.2 for details). We
present the asymptotic distribution of the test statistics in Sect. 5.2.2 and describe the sampling procedure
we use to implement Giacomini et al. (2013)’s warp-speed bootstrap in Sect. 5.1.3
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with this procedure. Given that in these designs there is only one non-Gaussian shock,
a plausible explanation is that the identification of C may be weaker, a conjecture we
will revisit in the next section. For the other DGPs, the results in Table 4 clearly show
that the usual bootstrap version of the tests, which is the relevant one in empirical
applications, has much better size properties.

As can be seen in Table 5, finite sample sizes improve considerably for 7 =
1000. Indeed, the bootstrap versions of the tests seem unnecessary for this sample
size because the empirical rejection rates based on asymptotic critical values become
generally very close to the nominal ones, though the warp-speed version performs
comparably well.

Next, we assess the power of the independence tests for 7 = 250 and 7" = 1000
in Tables 6 and 7, respectively. In this respect, we find that the power of our tests
against DGP 4 is disappointingly low. A possible explanation is that when the true
joint distribution is a symmetric Student ¢, the dependence between the components
is mostly visible in the tails of the distribution. On the other hand, power is mostly
coming from the co-skewness component (20) in the case of the joint asymmetric ¢.
Still, the test based on the covariance of shocks (19) is also very powerful. Finally,
the co-kurtosis test based on (22) is the most powerful single moment test under the
Lanne and Liitkepohl (2010) alternative in DGP 6, with the joint tests that include this
moment inheriting its power. Nevertheless, the test based on second moment (19) also
has non-negligible power for this design.

In summary, although the rejection rates naturally depend on the type of departure
from the null and the specific influence function used for testing, the joint test that
considers all moments at once seems to be a winner regardless of the sample size.

5.3 Structural parameters estimates

Table 8 reports summary statistics for the Monte Carlo distribution of the PMLEs of
the structural parameters. The first thing we would like to highlight is when one of the
shocks is Gaussian, the sampling variability and the finite sample bias are noticeably
larger than when both shocks are non-Gaussian but independent, which is in line with
the conjecture we expressed in the previous section. Still, even in that case the biases
are usually small and often negligible. In addition, the Monte Carlo standard deviations
of the estimators in Panel B are roughly half those in Panel A, as one would expect.

The situation is completely different when the true shocks are cross-sectionally
dependent. Failure of condition 2 in Assumption 1 results into significant biases,
mostly in the off-diagonal terms of the impact multiplier matrix. In fact, the Monte
Carlo variance of these estimators seems to increase with the sample size. In this
respect, it is important to remember that the elements of the C matrix are no longer
point identified when the joint distribution of the true shocks is either a symmetric or
asymmetric Student ¢. This is confirmed by the fact that the bias of the estimators is
lower for DGP 6, in which the rotations of the shocks are not observationally equivalent
[see Lanne and Liitkepohl (2010)].
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6 Conclusions and directions for further research

Given that the parametric identification of the structural shocks and their impact coef-
ficients C in the SVAR model (2) critically hinges on the validity of the identifying
restrictions in Assumption 1, it would be desirable that empirical researchers esti-
mating those models reported specification tests that checked those assumptions to
increase the empirical credibility of their findings. For that reason, in this paper we
propose simple specification tests for independent component analysis and structural
vector autoregressions with non-Gaussian shocks that check the normality of a sin-
gle shock and the potential cross-sectional dependence among several of them. Our
tests compare the integer (product) moments of the shocks in the sample with their
population counterparts. Importantly, we explicitly consider the sampling variability
resulting from using shocks computed with consistent parameter estimators. We study
the finite sample size of our tests in several simulation exercises and discuss some
bootstrap procedures. We also show that our tests have non-negligible power against
a variety of empirically plausible alternatives.

As we mentioned in introduction, there are many estimators for the parameters of
the static ICA model (1) in addition to the discrete mixture of normals-based PMLEs we
have considered in this paper. For example, even within the same likelihood frame-
work, Fiorentini and Sentana (2020) discuss two other consistent estimators of the
conditional mean and variance parameters of the SVAR in (2):

1. The two-step procedure of Gouriéroux et al. (2017), which first estimates the
reduced form parameters 7, @ and 6 = vec(X ) by equation-by-equation OLS,
and then the N (N — 1) /2 free elements w of the orthogonal rotation matrix Q in (3)
mapping structural shocks and reduced form innovations by non-Gaussian PML.

2. The two-step estimator a la Fiorentini and Sentana (2019), which replaces the
inconsistent non-Gaussian PMLEs of T and ¥ by the sample means and standard
deviations of pseudo-standardised shocks computed using ar and jr.

Although the specifications tests that we have proposed in this paper could also be
applied to shocks computed on the basis of these alternative estimators, the asymptotic
covariance matrices that take into account their sampling variability will differ from the
ones we have derived in this paper. Given that some researchers may prefer to use one
of those two-step estimation methods, obtaining computationally simple expressions
for the adjusted covariance matrix would provide a valuable addition to our results.

In fact, the moment conditions that we consider for testing independence could
form the basis of a GMM estimation procedure for the model parameters 6 along
the lines of Lanne and Luoto (2021), although with a larger set of third and fourth
cross-moments. The overidentification restrictions tests obtained as a by-product of
this procedure could be used as a specification test of the assumed independence-like
restrictions.

Our tests for normality tackle a single shock at a time. Although we could in
principle simultaneously test the normality of two or more shocks by combining the
corresponding normality tests, the implicit joint null hypothesis would violate the
second identification condition in Assumption 1. The asymptotic distribution of such
joint tests constitutes a very interesting topic for further research. In addition, we could
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formally study the limiting probability of finding N — 1 rejections of the univariate
normality tests in those circumstances.

Another important research topic would be the limiting behaviour of the PMLEs
of @ when Assumption 1 does not hold, either because two or more of the shocks are
Gaussian or because they are not independent.

Finally, while the integer product moment tests for independence that we have
considered are very intuitive, they may have little power against alternatives in which
the dependence is mostly visible in certain regions of the domain of the random shocks.
With this in mind, in Amengual et al. (2021b) we study moment tests that look at the
product of nonlinear transformations of the shocks, such as /(g4 < €i; < qui), Where
qui and g,,; are the @ and w quantiles of the marginal distribution of the i’ " shock (with
0<a<w<l),or Ik <e¢y; <ky), where k;; < k,; are some fixed values, or
indeed ¢;: I (k;; < €ir < ky;). Extending this approach in such a way that it leads to a
consistent test of independence constitutes another promising research avenue.

OpenAccess Thisarticleis licensed under a Creative Commons Attribution 4.0 International License, which
permits use, sharing, adaptation, distribution and reproduction in any medium or format, as long as you give
appropriate credit to the original author(s) and the source, provide a link to the Creative Commons licence,
and indicate if changes were made. The images or other third party material in this article are included
in the article’s Creative Commons licence, unless indicated otherwise in a credit line to the material. If
material is not included in the article’s Creative Commons licence and your intended use is not permitted
by statutory regulation or exceeds the permitted use, you will need to obtain permission directly from the
copyright holder. To view a copy of this licence, visit http://creativecommons.org/licenses/by/4.0/.

A Proofs
Proposition 1

Under standard regularity conditions [see, e.g. Newey and McFadden (1994)], we can
linearise the vector of influence functions underlying our tests around 6 so that

1 <& . 1 < 1 - omler(00)] —
VT ) mlef @) =VT— ) mlef 0]+ = ) —— = T@Or —6))

t=1 =1 t=1

+0p(1)

1 & .
= VT2 Y mlef00)] + T (boo: 9)VT O — 00) + 0p(1).

t=1

But since

n 1 <
VT @1 = 00) = A7 (booi VT - 3 59:(b0) + 0p (D),

t=1
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we can combine both expressions to write
1 < - 1 <
ﬁ? > mlef )] = ﬁ? > mle; 90)]
=1 t=1

1 T
+ ($o0; 90)A™ (Boo; 00IVT = 3 61 (o) + 0p (1),
t=1

whence the asymptotic distribution in the proposition follows. O

Proposition 2

Fiorentini and Sentana (2021) prove in their Appendix D that

def (0
6:';0(/ ) —{Z),0) + [e/'(0) ® IN]Z, ()},

which in our case reduces to

der (0
ato(/) =—C_1(IN y;—1®IN"‘y;—p®IN0N><N2)

—[e}/ @) @ INIUN ®C™") (Oy2,y Onzyn2 - Oy, 2 Iy2)

in view of (7) and (8). Therefore, it immediately follows that

e (0) — Cand de’,(0) —
ot’ ot’
where
cl.
C—l — ¢
N
Similarly,
PM()) _ e}, (0) ; :
S =~ ®C ") and = i@ forj =1, ... p.
a; a;
Finally,
ae* (0 oe* (0 .
i ®) _ —[e¥(®) ® C™'] and 9ei @) _ —[ef(0) ®c"].
oc’ ac’
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If we combine these expressions with the fact that

N
omplef ()] hi sy
8—8;‘: = I(hl > O)E '/1_[181-1 s
1'=
we obtain the desired results. |

Proposition 3

Expression (17) follows directly from the definition of the scores for @ and g in (5)
and (6) and the law of iterated expectations after exploiting the fact that mp[e} (00)],
e (Po), e (Po) and e, (@) are i.i.d. processes with zero mean under our assump-
tions.

In turn, the more detailed expressions exploit the cross-sectional independence of
the shocks. For example, consider

d1n f(e],: @100) /087
Fni(@o0» Vo) = cov § my (&), : 0o, vo

B1n f(e},: Qnoo) /ey
It is clear that row i will be zero if #; = 0 because of the cross-sectional independence
of the shocks and the fact that E[d In f(&};; 0;,)/0€7100, vo] = 0.
The same argument applies to the remaining blocks. O
B Additional material

B.1 Some useful results

As mentioned in Sect. 3, the following lemma provides an easy way to recursively
compute some of the ingredients of the independence tests:

Lemma1 Let [¢/()]%F = &' (0) ® &' (0) ® ... ® &/() denote the k'"-order Kro-

k times
necker power of the N x 1 vector e (0). Then, for any k > 2

d{[ef (0)1%) = (I ® [¢] ()% ')de () + [¢7(0) ® I yx-11d{[e] (0)1% ')
Proof The result follows immediately from the product rule for differentials [see sec-
tion 9.14 in Magnus and Neudecker (2019)] after exploiting the fact that Ky =
KNl = IN and

vec(Amxn @ Bpxq) =U,® qu ® Ip)[vec(Amxn) ® veC(Bpxq)]
={I,® [(qu by Ip)[lm ® UeC(Bpxq)]}Uec(Amxn)
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={ld,® qu)[UeC(Amxn) ®I1,;]1® Ip}veC(Bpxq),(Bl)
[see section 3.7 in Magnus and Neudecker (2019)]. O

A trivial—but useful—consequence of Lemma 1 that we make extensively use in
this paper is:

Corollary 1 The differentials of the second, third and fourth powers of the structural
shocks will be

dle;(0) ® e/ (0)] = [In @ €7 (0)]de; () + [e7(0) ® I n]de; (),
dle;(0) @e; (@) @e;(0)] =[InQe;(0) Qe (0)]de;(0)
HI 2 @ &7 (0)][e] (0) ® In]}de; (9)
+[e] () ® &7 (0) ® I ylde; (9),

and

dle;0) @& (0) @e(0)®e/(0)] = [Iy ®e(0) ®e;(0) @& (0)ldey
+HI% ® &5 (0) ® &7 (0)]le} (0) ® Iy1)de] (0)
+{[e](0) ® €7 (0) @ I \2 1[Iy @ &} (0)1}de[ (6)
+ef () @er(0) ® e (0) Q@ Inlde[(0).

Proof To save space, let & = &7 (0). The differential of m“’(e}), d(e} ® &}), follows
directly from Lemma 1.
This lemma also implies that the differential of m“* (&}) will be

de; @ e] ®ef) = [d(e] ® &) ® &1+ (6] @ &f ® de])
= (def @&} ®e)) + (e ®de] ®e)) + (6] Q &} ® dey

Expression (B1) then yields

(def @ef @ef) ={(Kin @ IN2)[Iy ® vec (e:‘ ® e;")]}vec(de;")
=y Q®e Qef)de],

(e @ de; @ &) = {(K n2 ® IN) y2 @ vec(e])]vec(e] @ dey)
= [ 52 @ vec(e])]vec(e] @ de)
= [1 42 ® vec(e) (1 ® K1y)[vec(e?) @ 1vec(de’)
=[Iy2 ® €)(e] @ Iy)]de]

and

(e @ e @def) = {(1 ® K y2)[vec (sf ® e;") ® 11 ® In}vec(de))
= (6] Q &} @ I y)de;
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because K1N = KNl = IN.
Finally, Lemma 1 implies that the differential of m* (e¥) will be

def Qe @ef@e;) =[def Qe ®e)) Qe+ (6] @ &f ® & ® dey)
=(de] e Qe ®e))+ (6] @def ® &) ®e&))
+(e; @& ®@de] ®e)) + (¢ @ &] ® ef ®de)).
Once again, expression (B1) yields

(def @e; Qe ®e) ={1Q (Kiny®IN)[In Qvec(e] ® ef ® €])]vec(de])
=y Q@& Qe Qe;)dey,

(6; @de; @e; ®@€f) ={1® (K y2 @ In2)[I y2 @ vec(ef @ &])]vec(e] @ de})
= (I3 ® & @ &))(e] ® Iy)de],

(e ®@e; ®@de; @) = [{(1 ® K y2)[vec(e] ® €)1} ® I?\,]vec(dsjF ®€))

= (e Qe @Iy ®((Kiy @ IN)Iy ® vec(e!)]}vec(der)
= (6] Q€& @IN)Uy @ €f)def

and

(6] @ef ®@e; ®@de)) = [{(1® K y3)[vec (6] @ &f ® €7) ® 11} ® I yJvec(dey)
=(e] Q&f ®@e] @ Iy)dey,

as desired. O
B.2 Univariate discrete mixtures of normals

B.2.1 Moments

The parameters §, >« and A of the two-component Gaussian mixture we consider in
Sect. 5 determine the higher-order moments of ¢;° through the relationship

E(e/'10) = AE(e s = 1:0) + (1 = WE(e s, = 2: @),
where s; € {1, 2} is a Bernoulli random variable with Pr(s, = 1) = A. Specifically,

E(gfsi = k; @) = ui (o),

E@E21s = ks 0) = 12 (@) + 0% (0).

E(eP s = k; 0) = 1 (0) + 31} (@), (0),

E(ef|s; = ki @) = it (@) + 6157 (0)07 > (0) + 307 ().
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Given that E(¢|@) = 0 and E (8;“2|g) = 1 by construction, straightforward algebra
shows that the skewness and kurtosis coefficients will be given by

80— DASZ{A[2 + A3 — D] — 3¢} + 30 — 1)]

E(S;k3|g) - s+ (1 —X)sx

and

30 — 2823 + 8223 4 (682 + 85H)A*t — 9842 + 38400
A+ (1 —2)x]?
282(1 — VA3 — (1 — VA6 + 82[2 — 3(1 — WA}
+ A4 (1 —A)sx]?
La- M3 — 82k — D2A[6 4+ 82(—1 +322) )52
A+ (1 —2)x]? '

E(e*0) =

B.2.2 Scores with respect to £ and @

Regarding the specific elements that appear in (9) and (10), we have

dIn f[b“;kt(a)§ 0;] _ 1 Iy (/’)1,‘;[8;(0) — /L’lk(gi)]
e}, fle}(0); 0;] oi2(0;)
+( - )\i)¢2it[8il(zz) — 15(0,)]
o,°(e;)
&7, () — 17 (ei)] e}, () — 115 (@))]
= —Aiwy I = Awoir——(—"—">
! YT ey T T e

where we have defined the posterior probabilities of shock i being drawn from com-
ponent k at time ¢ as wy;; = ¢[e],(0); i (0;), o,j‘z(gi)]/f[elf“t((;’); 0;] to shorten the
expressions [see Boldea and Magnus (2009)].

As for the derivatives with respect to the shape parameters in (11), we have

. @) — d1n fle},(0): 0;] dln flef,(0); 0,1 dln fle},(0): 0,17
S 35 ’ 3¢ ’ AN ’
with
dIn fle},(0): 0;] )
—351' — N i
o ik 46 = Apeid [ein — ni(e)]
"\l + (L —ai)sm]  1—8xn(0—n) ot

Si(1 = X)) [146;(1 —xpeir] [e2r — n5(0)]
+ wair | —3 - 2 2
oy @) + (1 =Ai)sg]  1=810—=x)  0)7(0e)
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d1In fle/,(0); ;] Ai(1 = Ap)

354 T 204 + (1= Ai)sal

leir — wi(e)]?
X —Wiit T—l
o] (0;)

w2t leir — M;(Qi)]z
+ -1l
[ + (1 — &) 3] o3(0;)

and

dn flef(0); 0] <1 ML=+ 820G = D) 4 % — zm})
I it 21 =81 — WM — 2) + ]
( (1—x){l—%+52[,\2(%—1)+%—2)\%]}>
—W2it -

201 = 82(1 — MAA(L — 30) + ]
leir — ui(@)]r
[1—382(1 — MA2
—8 = DAGe—1) — 3] + i1 Ge — 1) + 6182 [A2(1 — 5)
— + 2]}

e = p3(e)1d — )
O = 82(1 — M)A
203 — A230)]

+[28%0% (1 — ) + 823 (e — 1) — 23c+ LB + 8%) 2 — 3]}

+w1iz2 x {8[1 + 31(—1+ ») — 3]

+wy {eiGe— 1+ 8702 — 5

The second derivatives of the log-density with respect to the shape parameters can
be derived using the chain rule for second derivatives from the expressions in Boldea
and Magnus (2009), who obtain them in terms of A, u (@;) and a,fz(gi) k=1,2).
The precise expressions are available on request.

C Monte Carlo results for a trivariate static model

In this appendix, we report finite sample results for a trivariate extension of our bench-
mark DGP 1, which we denote by DGP 1T . Specifically, we generate samples of size
T from

Vir 1 11720\ (e,
vu l=[-1]+[0 1 0] (C2)
Var 0 00 1) \e

As for the shocks, we choose &}, ~ N (0, 1), &5, ~ DM N (—.859, .386, 1/5) and
g5, ~ DMN(.859, .386, 1/5), so that &3, and &3, follow discrete mixtures of two
normals with kurtosis coefficients 4 and skewness coefficients equal to —.5 and .5,
respectively.
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Table 9 Monte Carlo size and power of normality tests: trivariate static model

Nominal size T =250
Asymptotic critical values Bootstrap (399 samples) critical values
10% 5% 1% 10% 5% 1%

Size (¢}, normal)

H3(e,) 18.32 1147 432 8.52 3.97 0.68
H4(e’1kf) 17.58 1030  4.50 8.67 422 1.02
H3(s’1kf) & Hy(e},) 1925 1248  6.21 8.36 4.00 0.96

Power (e5, DMN with negative skewness)

Hy(e3,) 8173 7637 6377 7358 6553 4571
Hay(e3,) 7122 6485 52.56 62.86 53.88  30.68
Hy(e3,) & Hu(e},) 8561 8126 7170 7709  68.14 42.89

Power (8’3"1 DMN with positive skewness)

H3(e3,) 8225 7725 64.50 7394 65.78 45.16
Hy(e3,) 7133 6497 53.06 6322 53.85 29.73
H3(e},) & Hy(e3,) 86.00 81.67 7181 7697 67.89 41.66
T = 1000
Asymptotic critical values Warp-speed bootstrap critical values
Nominal size 10% 5% 1% 10% 5% 1%

Size (¢}, normal)

H3(e],) 1232 6.61 1.61 9.69 4.76 0.77
H4(s’1kt) 1222 6.56 1.84 9.71 4.71 0.93
H3(s’1kt) & H4(€Tt) 1273 691 2.10 9.38 4.83 0.81

Power (si"t DMN with negative skewness)

Hy(e3,) 99.84  99.79  99.50 99.80  99.67 98.84
Hy(e3) 9932 98.84 97.06 98.75 97.80 92.56
Hy(e}) & Hy(ef,) 99.95 9991  99.83 99.89  99.83 9939

Power (8;, DMN with positive skewness)

H3(e3,) 99.91 99.86 99.53 99.87 99.75 98.90
Hy(e3,) 99.25 98.69 96.77 98.63 97.64 9298
H3(e3,) & Hy(e3,) 99.98  99.95  99.86 99.94  99.89 99.42

Monte Carlo empirical rejection rates of normality tests; 20,000 replications. DGP 1T—Shocks: STr normal,
and s;t and sz‘t discrete mixture of two normals. See Appendix C for details on the data generating process.

Asymptotic critical values: H3(-) ~ )(12, Hy() ~ X12 and H3(-) & Hy(:) ~ X22. We describe the sampling
procedure we use to implement the bootstrap in Sect. 5.1.3
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Table 9 reports Monte Carlo rejection rates of the normality tests proposed in
Sect. 4.1 for samples of size T = 250 (top panel) and 7 = 1000 (bottom panel).
The first three columns of those panels report rejection rates using asymptotic critical
values, while the last three columns show the bootstrap-based ones for 7 = 250 and
the warp-speed bootstrap-based ones for 7 = 1000. Once again, the normality tests
tend to be oversized at the usual nominal levels, especially for samples of length 250,
while the standard bootstrap version of our tests is much more reliable for both the
third and fourth moment tests. More importantly, the null of normality is correctly
rejected a large number of times when it does not hold, even in samples of length
250. Nevertheless, there is a moderate loss of power relative to Table 2, which may
reflect the need to estimate almost twice as many parameters as in the bivariate case.
In larger dimensions, one might expect a similar pattern, although in general, the
main determinants of the power of our normality test will be the non-normality of the
structural shock under consideration and how precisely identified it is.

Finally, in Table 10 we report the Monte Carlo rejection rates of the tests we have
proposed in Sect. 4.2 under the null of independence for samples of size T = 250
(left panel) and 7 = 1000 (right panel). As in Table 9, the first (last) three columns
of those panels report rejection rates using asymptotic (bootstrapped) critical values.
As in the bivariate case (cf. Table 4), we can see some small to moderate finite sample
size distortion when 7' = 250, although in almost all cases they are corrected by the
bootstrap. Finite sample sizes improve considerably for samples of length 1000, as
expected.
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