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Abstract

Truncated conditional expectation functions are objects of interest in a wide range
of economic applications, including income inequality measurement, financial risk man-
agement, and impact evaluation. They typically involve truncating the outcome variable
above or below certain quantiles of its conditional distribution. In this paper, based
on local linear methods, I propose a novel, two-stage, nonparametric estimator of such
functions. In this estimation problem, the conditional quantile function is a nuisance pa-
rameter, which has to be estimated in the first stage. I immunize my estimator against
the first-stage estimation error by exploiting a Neyman-orthogonal moment in the second
stage. This construction ensures that the proposed estimator has favorable bias proper-
ties and that inference methods developed for the standard nonparametric regression can
be readily adapted to conduct inference on truncated conditional expectation functions.
As an extension, I consider estimation with an estimated truncation quantile level. I ap-
ply my estimator in three empirical settings: (i) sharp regression discontinuity designs
with a manipulated running variable, (ii) program evaluation under sample selection, and

(iii) conditional expected shortfall estimation.
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1 Introduction

A truncated sample mean is the mean calculated after discarding some of the highest and/or
lowest values in a sample. Such quantities, which estimate the corresponding truncated ex-
pectations, are used in a wide range of economic applications. In studies of inequality, income
dispersion can be summarized by reporting the mean income in different quintiles of its distri-
bution, i.e., the mean income of the 20% of households with the lowest income, followed by the
mean income of households between the 20th and 40th percentile of the income distribution,
etc. (see e.g. Semega et al., 2020). In finance, the expected shortfall denotes the expected value
of a certain proportion, e.g. 5%, of top losses. It is a widely-used risk measure, which informs
about the performance of a portfolio of assets in the worst-case scenarios (see e.g. Chen, 2008).
Another set of applications of truncated means is related to the fact that in settings with con-
taminated data, the sharp bounds on the expectation take the form of truncated expectations
(Horowitz and Manski, 1995). The partial identification approach underlying this result has
been adapted to several impact evaluation settings to handle sample selection problems (see
e.g. Zhang and Rubin, 2003; Lee, 2009; Chen and Flores, 2015).

In all the above examples, the analysis can be enriched by incorporating covariates. First,
the anatomy of income inequality can be better understood when analyzed conditionally on
characteristics such as age and work experience. Second, an estimator of the expected shortfall
can be more informative if it takes into account covariates. Third, in the above-mentioned
impact evaluation problems, the heterogeneity of treatment effects can be explored based on
individuals’ characteristics. Furthermore, Gerard et al. (2020) apply the truncation argument
of Horowitz and Manski (1995) to regression discontinuity designs with a manipulated running
variable, which necessarily involve conditioning on a covariate.

In this paper, I propose a novel, nonparametric estimator of truncated expectations defined
conditionally on covariates. As in the above examples, I consider setups where the outcome
variable needs to be truncated above or below certain quantiles of its conditional distribution.
To simplify the exposition, I focus on one-sided truncation. I consider a nonparametric setting
with a continuous outcome variable, denoted by Y, and a vector of continuous covariates,
denoted by X.! For a quantile level € (0,1) and z in the support of X, let Q(n,x) be the
conditional n-quantile of Y given X = z. My aim is to nonparametrically estimate the following

function:
m(n,z) =E[Y[Y <Q(n, X), X = z]. (1)

I refer to n in the above definition as the truncation quantile level. It might be chosen by
the analyst, in which case it is a fixed, known number, but in some applications it has to be

estimated from the data. My setting is nonparametric, meaning that I do not impose any

UIf the covariates take on only a small number of distinct values, then the truncated conditional expectation
function can be estimated using sample truncated means binned by covariate values.



parametric restrictions on the joint distribution of (X,Y’). In particular, the functions m(n, )
and Q(n, x) can be of any form, subject only to mild smoothness restrictions.

In this estimation problem, the function (7, -) is a nuisance parameter. If it was known,
then based on a sample {(X;, Y;)}; from the distribution of (X,Y"), one could estimate m(n, x)
using standard nonparametric regression techniques, e.g., kernel estimators, applied to the
sample restricted to observations with Y; < Q(n, X;). Alternatively, motivated by the equivalent

representation of the estimand as:
1
m(n,x) = EE[Y]I(Y < Qn, X)X =], (2)

one could run a nonparametric regression with %Yz-]l(Yi < Q(n, X;)) as the outcome variable.
Feasible versions of these two estimators, however, require estimating the function Q(7, -) in
the first stage. This additional estimation step affects the properties of the resulting estimators
in a potentially complicated manner.

In order to avoid the transmission of the first-stage estimation error to the final estimator,
I propose a modification of the latter approach, which utilizes a conditional moment that is
Neyman-orthogonal to the nuisance function Q(n, ). Specifically, my estimation approach is

based on the following representation of the estimand:
1
m(n, z) = EE[Y]I(Y < Qn, X)) = Qn, X)(L(Y < Q(n, X)) —n)|X ==z]. (3)

Compared to (2), the conditional moment in (3) contains an additional term, which, however,
is mean-zero conditional on X.? Its inclusion renders the conditional moment in (3) insensitive

to small perturbations of Q(7, -) in the following sense. For the quantile level n and ¢ € R, let
1
bina) = [YLY <q) —q(1(Y < q) —n)]. (4)

Equation (3) can be expressed as m(n,x) = E[¢(n,Q(n, X))|X = z]. This expression is in-
sensitive to small perturbations of the conditional quantile function because the derivative of

E[¢(n, q)|X = x| with respect to ¢ evaluated at the true conditional quantile Q(n, z) is zero,

0

g @)X lo=aem ) = 0, s (5)

Such orthogonal, or immunized, conditional moments feature prominently in the modern liter-
ature in setups where a nuisance parameter has to be estimated in the first stage (e.g. Cher-
nozhukov et al., 2015; Belloni et al., 2017). In this literature, it is well understood that the

orthogonality property immunizes the estimator against the first-stage estimation error.

2In fact, the conditional moment in (3) is the quantity of interest when the outcome variable has mass points
but, as argued above, there are reasons to consider this formula even for a continuous outcome variable.



Based on the orthogonal conditional moment in (3), I construct a two-stage estimator using
local linear modeling methods (see e.g. Fan and Gijbels, 1996). In the first stage, I estimate
the local linear approximation of the function Q(n, -). In the second stage, I run a local
linear regression with a generated outcome variable corresponding to the expression under the
conditional expectation in (3). The estimator is computationally easy to implement, and I show
that the tuning parameters (bandwidths in the two local linear regressions) can be selected as
in the standard nonparametric regression.

This paper contains two main theoretical results. First, I show that my estimator is asymp-
totically equivalent to the corresponding oracle estimator using the true function Q(n, - ). Given
this result, the asymptotic distribution follows from the standard theory of local linear esti-
mation. The proposed estimator has good bias properties, and it is straightforward to adapt
existing inference methods to do inference on truncated conditional expectation functions. Un-
like the existing approaches, my estimator is well-suited for estimation at the boundary of
the support of the conditioning variables. Second, I study the asymptotic properties of my
estimator when the truncation quantile level is estimated from the data. Under a high-level as-
sumption on 7), I derive an expansion of the estimator of the truncated conditional expectation
function evaluated at 77 about the estimator evaluated at the true value n. This expansion can
be used on a case-by-case basis to derive the asymptotic distribution of the estimator evaluated
at 7 for specific estimators 7).

I apply my estimator in three empirical settings. First, I estimate bounds on the local
average treatment effect in regression discontinuity designs with a manipulated running variable
(Gerard et al., 2020). Second, I estimate bounds on the conditional wage effects of a job training
program (Lee, 2009). Third, I estimate the expected shortfall for a market index conditional
on past losses. The bounds in the first two examples involve truncated conditional expectation
functions with truncation quantile levels that need to be estimated from the data. In the last

example, the truncation quantile level is chosen by the analyst, hence known.

Related literature. My two-stage procedure is similar to that of Linton and Xiao (2013).
In the first stage, they estimate Q(n, X;) in a local polynomial quantile regression at X;. In
the second stage, they apply the Nadaraya-Watson estimator to the data with a generated
outcome variable corresponding to the conditional moment in (3). My analysis, however, is
different in three aspects. First, I employ a local linear estimator in the second stage, which
is well-known to have favorable bias properties compared to the Nadaraya-Watson estimator.3
Second, I estimate the function Q(7, - ) based on a single local linear quantile regression. If one
is interested in m(n, ) for a specific covariate value, my approach is much simpler to implement
than using a separate local polynomial quantile regression for each data point included in the

second-stage regression. Third, and most importantly, the analysis of Linton and Xiao (2013)

3Linton and Xiao (2013) mention the possibility of running a higher-order local polynomial regression with
%YJL(Y; < Q(n, X;)) as the outcome variable, but they did not investigate it further.



applies specifically to setups where the conditional variance of the outcome variable is infinite.
While the presence of an infinite variance generally complicates the derivation of the asymptotic
distribution, which is a non-normal, stable law, it makes some aspects of the analysis easier.
Specifically, Linton and Xiao (2013) exploit the fact that under their assumptions the first-stage
local polynomial quantile estimator converges faster than the respective oracle estimator. Their
proof does not directly apply to models with finite variance of the outcome variable considered
in this paper, where the first-stage and the oracle estimators have the same rates of convergence.

Other nonparametric estimators of truncated conditional expectation functions have been
developed by Scaillet (2005), Cai and Wang (2008), and Kato (2012), who construct their
estimators based on first-stage estimators of the conditional cumulative distribution function
(c.d.f.) of the outcome variable. This estimation strategy, however, is not well-suited for esti-
mation at boundary points of the support of the conditioning variables. The Nadaraya-Watson
estimator of the conditional c.d.f.,* employed by Scaillet (2005), exhibits the so-called boundary
effects in that its bias is of larger order at the boundary than in the interior. The bias properties
of the Nadaraya-Watson can be improved upon using the local linear estimator but it is not
guaranteed to produce a proper c.d.f., as the resulting function can be nonmonotone and is not
restricted to lie between 0 and 1. For that reason, Cai and Wang (2008) and Kato (2012) use
the weighted Nadaraya-Watson estimator, which, for interior points, is asymptotically equiva-
lent to the local linear estimator but it yields a proper c.d.f. The weighted Nadaraya-Watson
estimator, however, is not defined for boundary points.

Various ways of estimating truncated conditional expectation functions have been also pro-
posed in parametric settings. In early work, Koenker and Bassett (1978), Ruppert and Carroll
(1980), and Jureckova (1984) consider generalizations of truncated means to linear models. In
the first stage, they estimate quantile regressions, and in the second stage they run a regression
on a sample truncated according to the first-stage estimates. Conceptually related to my paper
is the work of Barendse (2020), who also runs a regression with a generated outcome variable
based on the orthogonal moment. He additionally considers efficient weighting, analogous to,
possibly nonlinear, weighted least squares. Dimitriadis and Bayer (2019) develop a joint quan-
tile and expected shortfall estimation framework, and find estimators that can be more efficient
than the simple two-stage procedure described above. The efficiency gains of Dimitriadis and
Bayer (2019) and Barendse (2020), however, are specific to parametric models, and they do not
carry over to the nonparametric setting.

The cited papers—developed for the conditional expected shortfall estimation or robust
estimation—assume that the truncation quantile level is chosen by the analyst. A setting with
estimated conditional truncation quantile levels and possibly continuous covariates is studied by
Semenova (2020).5 She exploits a moment similar to (3), which is additionally made orthogonal

to the truncation quantile level (using a specific conditional moment defining the truncation

4Estimation of a conditional c.d.f. is a regression problem with outcome variables of the form 1(Y; < y).
5See also Shorack (1974) and Lee (2009) for truncated means with an estimated trimming proportions.



quantile level). Her focus, however, is on integrated truncated conditional expectations, and

she does not provide conditional estimates.

Outline of the paper. The remainder of this paper is structured as follows. In Section 2,
I formally introduce the estimator. I study its asymptotic properties in Section 3. In Section 4,
I discuss inference, estimation with an estimated truncation quantile level, and related ap-
proaches. I present a Monte Carlo study in Section 5. In Section 6, I discuss three applications:
regression discontinuity designs with a manipulated running variable, estimation of wage effects

of a job training program, and conditional expected shortfall estimation. Section 7 concludes.

2 Estimator

In this section, I formally introduce my proposed estimator. To simplify the exposition, in the
main text I consider a univariate X. A natural extension for the multivariate case is presented
in Appendix A.1. I construct a two-stage estimator. First, I estimate the conditional n-quantile
function, Q(n, - ). Next, I use this first-step estimate to construct a generated outcome variable
corresponding to the orthogonal conditional moment in (3). Since the final estimator requires
an estimate of the function Q(n, -) only for covariate values close to the evaluation point x,
I estimate a local approximation of the function Q(n, -).

In the first stage, the level and slope of the function Q(n, - ) at zy are estimated in a local

linear quantile regression as
(Go(n, o3 @), (1, x0; )" = arg minz ka(Xi — 20)py(Yi — Bo — Bi(X; — x0)), (6)

where p,(v) = v(n—1(v <0)) is the ‘check’ function, k(-) is a kernel function, a is a bandwidth,
and k,(v) = k(v/a)/a. Using these estimates, I estimate Q(n,x) as

@”(77, Z;Zo, @) = qu(777950; a) + C_IAl(??, Zo; a)(x - 5170)- (7)

For a given 7, @”(77, x; X, a) is a linear (random) function in x indexed by zy and a.
In the second stage, I run a local linear regression with v;(n, @”(77, Xi; g, a)) as the outcome

variable, where

bl q) = % VALY < ) — q(L(Y; < q) — )] (s)

My proposed estimator is given by

m(n, zo;a,h) = el arﬁg Iélin Z kn(Xi — o) (vi(n, Q" (n, Xi; 20, @) — Bo — Bu(X; — $0))27 (9)
0Pl =1

where h is another bandwidth, which can be different from the first-stage bandwidth a.



3 Asymptotic properties

In this section, I introduce assumptions and study the asymptotic properties of the proposed
estimator. I use the following notation. I put 0fm(n, zy) = %m(n,xﬂx:m and 9%*Q(n, x¢) =
C,;97162(7], )| =z, For positive sequences b, and ¢,, I write b, < ¢, if b,/c, — 0, and b, =< ¢, if

Cib, < ¢, < Oy, for some positive constants C; and Cs.

3.1 Assumptions

As the canonical case, I consider estimation based on independent and identically distributed
(i.i.d.) observations. This modeling assumption is appropriate for many microeconometric
applications. The asymptotic results of this paper can also be derived for weakly dependent,
time series data satisfying an a-mixing condition. This condition is commonly assumed in the
finance literature, e.g., in conditional expected shortfall estimation problems. The assumptions
necessary in the time series context, however, have a more involved form than in the i.i.d.

setting. I postpone them to Appendix A.3.

Assumption 1.

(a) {(X;, i)}y are continuous, i.i.d. random variables.
(b) n€(0,1).

I follow the classic literature on local polynomial modeling methods and assume that the
covariate is continuous. The density of X is denoted by fx(z), and its support is denoted
by X. The conditional distribution function of ¥ given X is denoted by Fy|x(y|z), and the
corresponding conditional density by fy|x (y|z).

Subsequent assumptions involve smoothness requirements for the functions Q(7, -) and
m(n, -). I adopt the following convention. For a point on the left (right) boundary of X,
I define the derivative with respect to the covariate value as the right (left) derivative at that

point.

Assumption 2.
(a) 32Q(n,z) is continuous in x.
(b) fx(z) is continuous and positive.
(c) fyvix(y|x) is continuous in x and y on {(z,y) : v € X andy € [Q(n,x) — €, Q(n,x) + €]}
for some € > 0. Moreover, fyx(Q(n,z)|z) > 0.

Assumption 2 comprises standard conditions for the asymptotic analysis of the local linear
quantile estimator. A continuous second-order derivative of Q(n,z) w.r.t. x is required to
control the bias introduced by approximating the possibly nonlinear function Q(n, -) with
its first-order Taylor expansion. The restrictions on the density fx(z) ensure that there are
observations around the estimation point. The restrictions on the conditional density fy|x (y|z)

ensure that the conditional n-quantile function can be precisely estimated.

7



Assumption 3.
(a) *m(n,x) is continuous in x.
(b) Var(Y|X =z,Y < Q(n,x)) is finite, positive, and continuous in .
(c) E[|[Y|PH1(Y < Q(n, X))|X = x| is bounded uniformly in x for some & > 0.

Assumption 3 is a natural adaptation of the standard conditions for the local linear estima-
tor in the nonparametric mean regression to the problem of estimating truncated conditional
expectation functions. Even if the function Q(n, -) was known, a continuous second-order
derivative of m(n,x) w.r.t.  would be required to control the bias introduced by approximat-
ing the function m(n, - ) with its first-order Taylor expansion. Parts (b) and (c) are needed to

obtain asymptotic normality.

Assumption 4.
(a) The kernel k is a bounded and symmetric density function with compact support, say
[—1,1].
(b) Asn — oo, h — 0, a = 0, nh — o0, and na — c©.

The restrictions on the kernel are standard. The requirements on the bandwidths are

necessary for ensuring consistency.

3.2 Asymptotic distribution

In this section, I analyze the asymptotic properties of my estimator. The key result is that the
feasible estimator m is asymptotically equivalent to the oracle estimator employing the true

function Q(n, - ), which is given by

77’0(77,%; h) = €1T arﬁg I;liﬂz kh(Xi - xo)(%‘(ﬁ, Q(U7Xi)) — o — ﬁl(Xi - 1’0))2-
OGP =1

This asymptotic equivalence result is stated in Theorem 1.

Theorem 1. Suppose that Assumptions 1, 2, and 4 hold. Then
R(777 Lo, @, h) = m(na To; @, h) - ffl’(nﬂ Lo, h) - Op(wn(nh)_1/2 + w?@)?

where w, = a® + h% + (a + h)(a®n)~Y2. In particular, if a < h, then R(n,zo;a,h) = Oy(h* +
(nh)™h).

The remainder R(7,zo;a,h) is driven by the estimation error from the first stage on the
interval X (zg, h) = [xo — h, o+ h] N X, which is relevant for the second-stage estimator. There
are two sources of this estimation error. First, the function Q(n, -) is replaced with its local

linear approximation, which results in an error of order O(h?). Second, the intercept and



slope of this approximation are estimated at rates O,(a? + (an)~2) and O,(a + (a®n)~/?),

respectively.® As a result, the estimated conditional quantile function satisfies

s Q" (0, 3 0,0) — Q(1n,7)| = Op(wy). (10)
If h(nh)~'3 < a, then w, — 0, and R(n,z;a,h) is of order smaller than O,(w,). This low
sensitivity to the first-stage estimation error is obtained by construction, owing to the use of
an orthogonal moment.

Theorem 1 holds regardless of whether the variance of the outcome variable is finite or infi-
nite. If Assumption 3 holds in addition to the assumptions of Theorem 1, then the asymptotic
normal distribution follows from the standard theory of local linear estimation (e.g. Li and
Racine, 2006). If the variance of the outcome variable is infinite, then the asymptotic distri-
bution can be obtained under alternative assumptions following the steps of Linton and Xiao
(2013). I focus on the former case.

The asymptotic distribution is presented in Corollary 1. It involves typical kernel constants,
which differ depending on whether x is an interior or a boundary point. If zq lies in the interior
of X, I put u(xo) = [v?k(v)dv and k(zo) = [ k(v de If :Eo lies on the boundary of X, I put

(o) = (3 — fnjis)/(fzfio — f13) and k(xe) = [ (k(v)(fv — fiz))?dv/(fiafio — ii7)?, where
fij = [ vk(v)do.

Corollary 1. Suppose that Assumptions 1-4 hold, and h(nh)™"/% < a < Vh; for example,
a=h. Then

m(m(n7 Lo, a, h) - m(n7 l’o) o B(nv Lo, h)) i> N(Ov V(nv I'())),
where

1
8(777 Zo, h) = §M(x0)a§m(nv l’o)hQ + Op(hQ)a

k(o)

N TRED

{Var(Vy < QU1 0). X = @) + (1= ) (Q(n.z0) = m(n, 20))" }.

The additional conditions imposed on the bandwidths ensure that the remainder R(n, xo; a, h)
is of order o,(h? + (nh)~'/2), and as such, it does not affect the first-order asymptotic distri-
bution of m. These conditions admit certain degrees of both under- and oversmoothing in
the first stage relative to the second stage. For example, if h =< n~'/5, then I require that
n~13 < a < n~Y19 Subject to these restrictions, the choice of the first-stage bandwidth does
not affect the first-order asymptotic distribution. In practice, the two bandwidths might be set
equal.

As in the standard nonparametric regression, the leading bias is proportional to the second

6Tn fact, these are the only properties of the first-stage estimator required in the proof of Theorem 1.



derivative of the curve under estimation. The variance is fully analogous to the variance of the

unconditional truncated mean.

4 Discussion

In this section, I discuss statistical inference based on the asymptotic result in Corollary 1,

estimation with an estimated quantile level, and related approaches.

4.1 Inference

The asymptotic distribution obtained in Corollary 1 forms the basis for conducting statistical
inference. As in the standard nonparametric regression, constructing a confidence interval
(CI) requires estimating the variance and accounting for the bias. The asymptotic variance
V(n, zo) can be consistently estimated using the Eicker-Huber-White (EHW) estimator based
on the residuals from the second stage. Let se(h) denote the resulting estimate of the standard
error. The asymptotic bias can be handled in any of the three following ways adapted from the
nonparametric regression literature.

The first, classic approach is called undersmoothing (US). It relies on choosing a ‘small’
bandwidth, which ensures that the bias is negligible. If h < n~'/%, or equivalently nh® — 0,
then the bias is of smaller order than the standard error. As a result, an asymptotically valid

1 — a CI can be formed as
C]c[ujs - [7/7\1(777 Lo h7 h) + Zl—oc/Q : ‘§\6(h)L (11)

where z, is the u-quantile of the standard normal distribution. The two further approaches

/5 This case is relevant as it covers, i.a., the bandwidth

allow for bandwidths of order n~
optimal in terms of the asymptotic mean squared error.

The second approach is analogous to the robust bias corrections proposed by Calonico et al.
(2014). It involves subtracting an estimate of the leading bias term and accounting for the
additional variation in the bias-corrected estimator when forming a CI. The bias correction
term can be constructed using the estimator of 9*m(n, zo) proposed in Section A.2. The CI
takes the form as in (11) but with a bias-corrected estimator and an adjusted standard error.

The third approach follows Armstrong and Kolesar (2020), who propose ‘honest’ Cls that
account for the largest possible bias under restrictions on the smoothness of the function under
estimation. Suppose that [9*m(n, zy)| is bounded by a constant M. Then the leading bias term
is bounded in absolute value by %p(zo)Mh?. It follows from Armstrong and Kolesér (2020)

that an asymptotically valid 1 — « confidence interval can be formed as

CI, = [m(n, o b, h) £ evi_a(F(R)) - 5e(h)], (12)

10



where 7(h) = 1u(zo)Mh?/5e(h) and cvi_q(t) is the 1 — o quantile of the folded normal distri-
bution |[N(¢,1)|.” One can also account for the maximal bias of the oracle estimator conditional
on X. The bandwidth can be chosen so as to minimize the worst-case mean squared error or
the length of the CI. Implementation of bandwidth selectors and of the Cls requires imposing
a bound on 9*m(n, zy). See Armstrong and Kolesér (2020) and Noack and Rothe (2020) for

discussions of the choice of the smoothness constant in the standard nonparametric regression.

4.2 Estimated truncation quantile level

In some applications the truncation quantile level of interest has to be estimated from the data.
In this section, I study the properties of my estimator evaluated at an estimated truncation
quantile level. Specifically, under a high-level assumption on the estimator 7 of 7, I provide an
expansion of the estimator m(7, x¢) about the estimator m(n, zo). This result can be used on
a case-by-case basis to derive the asymptotic distribution of m(7, zo) for specific estimators 7).
I analyze two such examples in Section 6.

To keep the exposition transparent, I restrict the analysis to bandwidths such that a < h. In
comparison to Theorem 1, I impose two further assumptions. First, I require that the estimator

7 converges at a rate not slower than the estimator m(n, xo; a, h) does.
Assumption 5. There exists a deterministic sequence n, such that n, —n = O(h?) and n—n, =
O, ((nh)=1/2).

Second, I slightly strengthen Assumption 2(a), which is needed to establish the bias prop-
erties of the first-stage local linear quantile estimator for quantile levels close to 7.

Assumption 6. 92Q(u,x) is continuous in u and  on [n —€,n+ €] X X for some € > 0.

Theorem 2 provides an expansion of the estimator with an estimated truncation quantile

level about the estimator using the true quantile level.

Theorem 2. Suppose that Assumptions 1-6 hold and a < h. Then
ﬁl(ﬁ, Zo; @, h) - 775(777 Zo, h) + 0(777 l’o)(ﬁ - T’) + Op<h4 + (nh)_l)a

where C(n, xg) = Oym(n, zo) = %(Q(Ua ) — m(n, To)).

The coefficient on (7 — 7) in the above expansion is equal to the derivative of m(n,zo)
with respect to the truncation quantile level, which is in line with Lemma 1 of Shorack (1974)
and Proposition 3 of Lee (2009), who study the unconditional truncated mean with random
trimming proportions. In Theorem 2 it is essential that n < 1, assumed in Assumption 1(b).
Otherwise, if Y has unbounded support, the derivative d,m(n, z) is infinite, and the expansion

in Theorem 2 is not valid.

I do not discuss coverage properties uniform in the data generating processes, which would require ensuring
that the remainder in Theorem 1 is uniformly small. This is conceptually similar to the inference procedure for
fuzzy regression discontinuity designs in Appendix B.4 of Armstrong and Kolesdr (2020).

11



4.3 Related approaches

Local linear methods can be used to construct two further estimators, which have not been
studied in the literature so far. I discuss them briefly in this section, and I provide a detailed
asymptotic analysis in Appendix B. I argue that the first one has an undesirable property in
that it is not translation invariant. The second one has good asymptotic properties only in one
special case when the same bandwidth is used in both stages.

The non-orthogonal conditional moment (NM) in (2) motivates running a regression without

the second term included in the generated outcome variable 1;(n, @”(77, Xi;xg,a)). Let

n 2

1 N

0 0, h) = ef ang min S (X o) (V0% < Q1 X, @) = o = Bu(Xe— o))
0,71 i=1

(13)

Under assumptions, this estimator is consistent and asymptotically normal. However, it has
one unappealing property—it is not translation invariant. Adding a constant to all outcomes
and subtracting it from the result can yield a different estimate than applying the estimator to
the original data.® The estimator m is free of this deficiency.

Another estimator, motivated by the definition of the estimand in (1), can be obtained by
running a local linear regression on a truncated sample (TS) restricted to observations that fall

below the estimated conditional n-quantile function. Let

n

2 ~
A", z0;a, h) = ef argmin ) k(X — o) (i = Bo = B1(Xi = 0)) 1Y < Q"(n, Xz o, )).
0PL =1

(14)
This estimator is translation invariant. Unlike in the case of m, the asymptotic distribution of
m™s explicitly depends on the first-stage bandwidth, and in general it involves more complicated
bias and variance formulas than those in Corollary 1. Only in the special case when the
bandwidths in both stages are equal is m”™® asymptotically equivalent to the oracle estimator
m, and hence it has the asymptotic distribution given in Corollary 1. However, for boundary
points, the remainder in the Bahadur representation of m”*(n, zo; h, h) is in general of larger
order than O,(h*+(nh)~!) obtained in Theorem 1 for bandwidths converging at the same rates.

The estimator based on the truncated sample with equal bandwidths corresponds most
closely to the unconditional truncated mean, where the same (full) sample is used to first
estimate the quantile and then to calculate the truncated mean. However, I advocate using
the estimator m, as it makes the parallel between estimation of conditional expectation func-
tions and truncated conditional expectation functions explicit.” The very small remainder in
Theorem 1 provides a strong theoretical justification for conducting inference as if the oracle

estimator was available.

8This difference is asymptotically very small in the case when the same bandwidth is used in both stages,
but even then, the estimator is not numerically translation invariant.
9Standard inference methods cannot be simply applied to the truncated sample.
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I remark that the two-stage procedure yielding m”™* with equal bandwidths provides an intu-
itive decomposition of the asymptotic variance V' (n, xy) defined in Corollary 1. The asymptotic
variance of the infeasible local linear estimator using observations with Y; < Q(n, X;) equals

~(20) Var(YY < Q(n,z0), X = x), which is the first component of V(n,z,). The second,

nfx (o)
strictly positive, component of V' (1, xq) is due to the first-step estimation.!

5 Monte Carlo study

In this section, I present simulation evidence for two claims. First, I show that the feasible
estimator m is close to the oracle estimator m in terms of the mean squared difference. Second,
I show that inference based on m performs almost identically as inference based on the oracle
estimator m. In this simulation study, I use the third approach discussed in Section 4.1,

A1 The qualitative conclusions about the very similar

which exploits a bound on 9*m(n, z)
performance of the feasible and oracle estimators are the same for undersmoothing and robust
bias corrections.

I generate data from a location-scale model of the form
Y =m(X) + sd(X)e, (15)

where X is uniformly distributed on [—1,1] and ¢ ~ A(0,1). I consider three specifications
for the conditional expectation function, which were used by Armstrong and Kolesar (2020) in

their Monte Carlo study comparing different inference methods. Let

my(x) = 2* — 2s(|z| — 0.25),
my(z) = 2% — 2s(|z| — 0.2) + 2s(]z| — 0.5) — 2s(|z| — 0.65),
ms(z) = (z +1)* — 2s(x + 0.2) + 2s(z — 0.2) — 2s(x — 0.4) + 2s(z — 0.7) — 0.92,

where s(z) = max{z,0}? is the square of the plus function. These functions are depicted in
Figure 1. Their second derivatives are bounded in absolute value by 2. I consider homoskedas-
tic and hetersokedastic residuals, induced by functions sd;(xz) = 0.5 and sdy(x) = 0.5 + =z,
respectively.
Due to normality of the residuals, the truncated conditional expectation functions have a
simple, closed-form expression. It holds that
en)

m(n,x) =m(x) — Tsd(a:), (16)

10An analogous decomposition holds for the unconditional truncated mean. A similar point is also made by
Dimitriadis and Bayer (2019, Remark 2.9) in a parametric model.

"Tn simulations, I account for the exact worst-case bias of the oracle estimator conditional on X, rather than
only for the leading term.
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Figure 1: Conditional expectation functions m;(z).

where ¢(-) is the density and g, is the n-quantile of the standard normal distribution, respec-
tively. With homoskedastic residuals, the truncated conditional expectation functions have
the same shape as the respective conditional expectation functions but are shifted downwards.
With heteroskedastic residuals, the slopes change as well, but this type of heteroskedasticity
does not affect the curvature. Figure 2 illustrates that for n = 0.8 and m(xz) = my(x). Other

cases are analogous.

1.0 1 1.0 1

0.0 1 0.0 1

-0.5 1 -0.5 1

-1.0 -0.5 0.0 0.5 1.0 1.5 -1.0 -0.5 0.0 0.5 1.0 1.5

x x
(a) Homoskedastic residuals, sd(z) = 0.5. (b) Hetersokedastic residuals, sd(x) = 0.5- (14 x).

Figure 2: Truncated conditional expectation functions for m(z) = m;(z) and n = 0.8.
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Table 1: RMSE and root mean squared distance to the oracle.

RMSE Dist. to the oracle
Design for m;: 1 2 3 1 2 3
Homoskedastic errors
Feasible m 5.273 5.222 4.965 0.563 0.569 0.575

1=02" 5 acle 5044 5.002 5.146 - ; ;
_ oy [Feasible @i 4202 4174 4.041 0277 0.280 0.282
T=59 Oracle m 4.094 4.068 4.134 - ; _
_ g Feasible m 3.804 3.782 3.707 0.164 0.165 0.166
T=5° Oracle m 3.742 3721 3.759 - ; ;

Heteroskedastic errors

_ gy Feasible m 5306 5.236 5.006 0.548 0.551 0.556
T=Y%" Oracle m 5005 5032 5177 - ; :
_ o5 Feasible m 4.230 4192 4.070 0271 0271 0.273
T=Y2 Oracle m 4126 4.091 4.157 - _ -
_ g Feasible m 3.825 3.800 3.731 0.161 0.160 0.161
T=Y° Oracle m 3.766 3.742 3.782 - ; _

Notes: All values are multiplied by 100. The estimators are evaluated with the
RMSE-optimal bandwidth for the oracle estimator based on the true smooth-
ness constant. The sample size is n = 1,000, and the number of simulations
is S = 10, 000.

Table 2: Coverage, average bandwidth, and average length of the 95% CI.

Coverage Bandwidth CI length
Design for m;: 1 2 3 1 2 3 1 2 3

Homoskedastic errors

_ 02 Oracle m 921 924 96.1 0.373 0.372 0.369 0.099 0.099 0.099
=" Feasible m 92.1 92.3 96.1 0.366 0.368 0.374 0.100 0.100 0.098

05 Oracle m 93.5 93.7 96.0 0.334 0.334 0.333 0.080 0.080 0.080
=0 Feasible m 93.6 93.8 959 0.331 0.332 0.335 0.081 0.081 0.080

_ 08 Oracle m 944 94.6 957 0.319 0.319 0.318 0.073 0.073 0.073
=0 Feasible m 944 945 959 0.318 0.318 0.320 0.074 0.074 0.073
Heteroskedastic errors

_ 02 Oracle m 92.1 92.7 96.3 0.382 0.384 0.379 0.100 0.100 0.100

" Feasible m 925 93.0 96.1 0.375 0.380 0.385 0.101 0.101 0.099

05 Oracle m 93.4 93.8 96.2 0.341 0.344 0.341 0.081 0.081 0.081
=0 Feasible m 93.6 94.0 96.0 0.337 0.342 0.344 0.081 0.081 0.080
=08 Oracle m 944 94.6 95.8 0.325 0.328 0.326 0.074 0.074 0.074

Feasible m 944 946 95.8 0.323 0.327 0.328 0.074 0.074 0.074

Notes: The estimators are evaluated with their respective RMSE-optimal bandwidths based on
the true smoothness constant. The sample size is n = 1,000, and the number of simulations is

S = 10, 000.
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In all simulations, the sample size isn = 1, 000, and the number of replications is S = 10, 000.
I estimate truncated conditional expectation functions for g = 0 and three quantile levels,
n € {0.2,0.5,0.8}. I use the triangular kernel and the EHW variance estimator.

In Table 1, I report the root mean squared error (RMSE) of the oracle estimator m and the
feasible estimator m, as well as the root mean squared error difference between the two. The
estimators are evaluated with the RMSE-optimal bandwidth chosen for the oracle estimator
using the bandwidth selector of Armstrong and Koleséar (2020) employing the true smoothness
constant (M = 2). In all cases, the difference between the oracle and feasible estimators is
small compared to their mean squared errors.'?> Moreover, the results are very similar in the
homoskedastic and heteroskedastic settings, which shows that the estimator adapts to different
slopes of the conditional quantile and truncated expectation functions very well.

In Table 2, I present results regarding the bandwidth choice as well as empirical coverage
and length of 95% confidence intervals. Here, I also use the true smoothness constant (M = 2).
The bandwidth selector for the feasible estimator chooses virtually the same bandwidth as
would be chosen for the oracle estimator, and the coverage is nearly identical. I note that even
for the oracle estimator, the CI based on the true smoothness constant can have coverage below
the nominal confidence level despite correctly accounting for maximal bias. The reason for that
is that although Y is conditionally normally distributed, the outcome variable ¥ (n, Q(n, X)) is
not. The non-normality is more severe for lower truncation quantile levels. In Appendix D, I
discuss a rule of thumb for choosing the smoothness constant, and I show that it performs well

in this simulation setting.

6 Applications

I discuss three empirical settings in which my estimator can be applied: (i) sharp regression
discontinuity designs with a manipulated running variable, (ii) program evaluation under sample
selection, and (iii) conditional expected shortfall estimation. The first two involve estimated

truncation quantile levels. In the third one, the truncation quantile level is known.

6.1 Sharp RD designs with manipulation

Gerard et al. (2020) study regression discontinuity (RD) designs with a manipulated running
variable. They develop a complex estimation approach applicable to fuzzy RD designs, which
encompass sharp RD designs as a special case. Their inference is based on a bootstrap proce-
dure. I study a simpler approach tailored specifically to sharp RD designs, which allows me to

derive the asymptotic distribution of the estimator of the bounds.

12This qualitative conclusion remains the same when using the true constant divided or multiplied by two.
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Partial identification under manipulation. In a sharp RD design, the treatment is as-
signed and taken up if and only if a special covariate, the running variable, exceeds a fixed
cutoff value.'® If the distribution of units’ potential outcomes varies smoothly with the running
variable around the cutoff, then the (local to the cutoff) average treatment effect is identified
by the difference in average outcomes of the treated and untreated units whose realization of
the running variable is just to the right or just to the left of the cutoff, respectively. The key
identifying assumption, however, is often questionable if the running variable is not exogenously
determined.

To allow for violations of the smoothness assumption, Gerard et al. (2020) develop a frame-
work where there are two unobservable types of units: always-assigned units, for which the
realization of the running variable is always to the right of the cutoff, and hence they are as-
signed the treatment; and potentially-assigned units, whose density of the running variable is
smooth around the cutoff, and hence they satisfy the standard assumptions of an RD design.
Gerard et al. (2020) show that the average treatment effect for the subpopulation of potentially-
assigned units at the cutoff, denoted by I', is partially identified. Under their behavioral model,
the share of always-assigned units just to the right of the cutoff, denoted by 7, is identified by

the discontinuity in the density of the running variable at the cutoff as

f(xq)
flag)

where g is the cutoff value.!* Given 7, the sharp bounds on I' are obtained by considering the

—1—

(17)

‘extreme’ scenarios in which the always-assigned units constitute the proportion 7 of the units
with the lowest or the highest outcomes among the treated. This yields the following lower and
upper bound (Gerard et al., 2020, Theorem 1)

ML= BY|X =af,Y <Q(1 —7,a7)] — E[V|X = a7), (18)
IV = B[Y|X = 25,V > Q(r, )] - E[Y|X = 7). (19)

Estimation and inference. I discuss the main ingredients of the bounds estimator and its
asymptotic properties. The details are given in Appendix C.1. The bounds I'* and 'Y involve
truncated conditional expectation functions, which I estimate using the estimator m developed
in this paper.'® Since 7 is the proportion of truncated data, the quantile level 7 in the previous
sections corresponds to 1 — 7, i.e. 7 is the proportion of potentially-assigned units just to the
right of the cutoff. The first step is to estimate 7. The density limits can be estimated using
estimators such as the linear smoother of the histogram (Cheng, 1997; McCrary, 2008), the

13Whether the treatment is assigned if the running variable falls below or above the cutoff is just a normal-
ization.

“For a generic function g(-), I put g(zg) = lim,, .+ g(x) and g(zy) = lim,,_, g(x).

15Estimation with truncation from below can be performed using the procedure developed for estimation with
truncation from above by taking the negative of the estimator applied to the data {X;, —=Y;}7 ;.

17



linear smoother of the empirical density function (Jones, 1993; Lejeune and Sarda, 1992), or
the local quadratic smoother of the empirical distribution function of (Cattaneo et al., 2020).

Under regularity conditions, the resulting estimator of the truncation quantile level, 7 =
1 — 7, satisfies the high-level assumption of Theorem 2. Moreover, since 7 depends only on
the running variable, it is conditionally uncorrelated with the estimators of the truncated
conditional expectations with known 7, which simplifies the asymptotic variance formula. The
conditional expectation just to the left of the cutoff, E[Y|X = xz;], can be estimated using
a standard local linear estimator. The estimators of the bounds have an asymptotically normal

distribution, which can be used to form confidence intervals.

Empirical application. I evaluate the procedure that I propose by implementing it for the
empirical application of Gerard et al. (2020) (the authors kindly implemented my procedure on
their data for comparison purposes). They investigate the effect of unemployment insurance
(UI) benefits on the formal reemployment in Brazil. They exploit the rule that a worker
involuntarily laid off from a private-sector firm is eligible for the Ul benefit only if there was
at least 16 months between the date of her layoff and the date of the last layoff after which
she applied for and drew UI benefits. This rule creates a discontinuity in the eligibility for
UI benefits, which is reflected in a 70pp increase in the actual take-up of UI benefits. In the
following, I focus on an intention-to-treat analysis, where the eligibility for the UI benefit is the

treatment, and the outcome of interest is the duration without a formal job after the layoff.
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Figure 3: Graphical evidence for the intention-to-treat analysis. The dots represent the fre-
quency (left panel) and the average duration of unemployment censored at 24 months (right
panel) by day. The figure is based on 169,575 observations. Source: Gerard et al. (2020).

Despite the 16-month rule being rather arbitrary, Gerard et al. (2020) point out the following
ways in which violations of the standard RD assumptions may arise in this setup. Some workers
may provoke their layoffs or ask their employers to report their quit as involuntary once they

become eligible for a UI benefit. Other workers may have managed to delay their layoff to
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a date when they were eligible for the UI benefit. All theses workers are always-assigned units
in the manipulation framework outlined in the previous subsection.

In Figure 3, I reproduce the graphical evidence for this RD design. The running variable is
the difference in days between the layoff date and the eligibility date, so that the cutoff is at 0.
In the left panel, I present the density of the running variable. The share of always-assigned
units is estimate to be 6.4%, which is relatively well separated from 0. This is essential for
the good quality of the normal approximation of the asymptotic distribution of 7. In the right
panel, the dots represent the average outcome by day (of all observations). There is a marked
jump in the mean duration without a formal job at the cutoff. I note that a substantial share,
about 12-14%, of duration outcomes is censored at 24 months. This, however, does not require
any adjustment in my estimation and inference procedure (see Appendix E).

Following Gerard et al. (2020), I conduct two types of analysis. First, I estimate bounds
on I' using an estimated proportion of the always-assigned units to the right of the cutoff.
Second, I conduct a sensitivity analysis, where I report bounds for different levels of potential
manipulation. I report my results along with the original estimates of Gerard et al. (2020).
Their estimator is based on a local linear estimator of the conditional c.d.f., and they conduct
inference via bootstrap. All estimators use a 30-day bandwidth, and the confidence intervals
are formally justified by undersmoothing.

In Table 3, I present estimates of the bounds and the 95% confidence intervals for I' with
estimated 7. As a reference point, the point estimate ignoring the possibility of manipulation
indicates that the eligibility for an Ul benefit increases the duration of unemployment by about
62 days. When accounting for manipulation, however, the estimated identified set spans the
range from 31 to 81 days. In the second part of the analysis, I do inference presuming a certain
hypothetical, fixed degree of manipulation in the data. The results are presented in Figure 4.
The vertical black line marks the estimated proportion of always-assigned units just to the right
of the cutoff.

Table 3: Estimated effects of UI benefits on the duration without a formal job in days.

Results of Gerard et al. (2020) My results
Estimate 95% CI Estimate 95% CI
Share of always-assigned workers 0.064 [0.038; 0.089]
LATE: Ignoring manipulation 61.9 [55.7; 68.1] 61.9 [55.5; 68.3]
LATE: Bounds for I 31.4; 80.9]  [18.9;89.6]  [31.4:80.9] [19.4; 89.5]

Note: There are 102,791 observations in the 30-day estimation window.

The results are nearly identical when using the procedure of Gerard et al. (2020) and mine.
This similarity, however, is specific to this dataset, where the conditional quantile functions at
the truncation quantile levels are flat. I show in Appendix B.3 that compared to my estimator,
approaches based on first-stage estimates of the conditional c.d.f. have an additional bias term

when the conditional quantile function has a nonzero slope.
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Figure 4: Fixed-manipulation inference. The horizontal axis displays the hypothetical propor-
tion of potentially-assigned workers. The solid lines present the estimates of the bounds and
the dashed lines mark 95% confidence intervals. The figures are based on 102,791 observations.

6.2 Conditional Lee bounds

Lee (2009) studies the effect of a job training program on wage rates. In this analysis, he
uses conditional estimates to narrow down the bounds on the unconditional effect (see also
Semenova, 2020). The conditional treatment effects, however, may be of interest in their own
right.

Partial identification of the wage effect. Evaluation of the wage effect of a job training
program is complicated by the fact that a job training affects not only the wage rates but also
the employment status. As a result, individuals in the treatment and control groups are not
comparable conditional on being employed even if the treatment was random assigned. Lee
(2009) derives bounds on the wage effect for the subpopulation of always-observed individuals,
i.e. those who would work regardless of whether they obtained the treatment. In the first
step, he identifies the proportion of individuals whose employment status is affected by the
treatment status. By random assignment to the program, this proportion is given by the
difference in the employment rates in the treatment and control group. If the training program
weakly encourages to work, then the bounds on the wage rates of the always-observed in the
treatment group are obtained by considering the extreme scenarios in which the always-observed
individuals have the highest or the lowest wage rates among the employed.'® This reasoning
holds unconditionally as well as conditionally on covariates.

To state these bounds formally, let D be the treatment indicator and S the employment in-

dicator. Further, let X be some additional covariate. The conditional proportion of individuals

I16Tf the treatment discourages from working, then the control group would need to be truncated.
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among the employed in the treatment group who are employed if and only if they are treated

is identified as

P(S=1|D=0,X =x)

plr) =1—- o

P(S=1|D=1X =x)

The lower and upper bounds on the local average treatment effect on wage rates are given by
(Lee, 2009, Proposition 1b)

(20)

At (z)
AY(x)

EYID=1,5=1Y <Qps(l —p(x),z),X =2] —E[Y|D=0,5S=1,X =z], (21)
EYID=1,S=1Y > Qps(p(x),z),X =z] —E[Y|D=0,5=1,X =z, (22)

where Qps(u,x) denotes the u-quantile of Y conditional on D =1, S = 1, and X = z. Note
that p(x) is the proportion of data to be truncated conditional on X = z, so that n = 1 — p(z)
in the notation from Section 2.

Lee (2009) conducts an intention-to-treat analysis, where the assignment to the training
program is the treatment itself. Chen and Flores (2015) derive bounds on the treatment effect
for the subpopulation of always-employed compliers, i.e. the individuals who comply with their
treatment assignment and would be employed whether or not they obtained the treatment.
Their bounds also involve truncated expectations. My estimator could be also applied to

estimate the conditional versions of these bounds.

Estimation and inference. I discuss the main ingredients of the bounds estimator. The
details are given in Appendix C.2. For d € {0, 1}, the conditional probabilities P(S = 1|D =
d, X = z) in (20) can be estimated using a local linear estimator with S; as the outcome and
X, as a regressor, run on the sample restricted to observations with D; = d. Under regularity
conditions, the resulting estimator 7 = 1 — p(xg) satisfies the high-level assumption of Theorem
2. The truncated conditional expectations in (21) and (22) can be estimated using the estimator
proposed in this paper and the conditional expectation function in the control group can be
estimated using the standard local linear estimator. Restricting the samples based on the
values of indicators S; and D; does not cause any complications for the asymptotic analysis.
The estimators of the bounds have an asymptotically normal distribution, which can be used

to form confidence intervals.

Empirical application. I evaluate the effect of the job training offered under the Job Corps
program in the United States. I use data from the National Job Corps Study conducted in mid
90s. I follow Lee (2009) closely in terms of the sample definition. The individuals who applied
to the program were followed for 4 years after random assignment. There are 3599 individuals
in the control group and 5546 in the treatment group, giving the total of 9145 observations. I
investigate the effect on wage rates 4 years after the random assignment, conditioning on the
usual weekly earnings at the most recent job reported at the baseline.

The results are presented in Figure 5. The bandwidth is selected based on smoothness
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Figure 5: Conditional Lee bounds for the Job Corps program conditional on usual weekly
earnings at baseline. The solid lines present the estimates of the bounds and the dashed lines
mark pointwise 95% confidence intervals.

constants calibrated through the procedure described in Appendix D. The point estimates
indicate that the treatment encourages taking up employment. The bounds on the treatment
effect on wage rates are relatively flat for low weakly earnings at the baseline, where they are

very similar to the unconditional estimates of Lee (2009).

6.3 Conditional expected shortfall

In finance, the expected shortfall denotes the expectation of a certain proportion of top losses.
The expected shortfall is a coherent risk measure in the sense of Artzner et al. (1999), and
it has replaced the value at risk (a quantile of the loss distribution) as the basis for capital
requirements in the financial sector under the regulatory framework Basel III (BCBS, 2016).

I apply my estimator to estimate the expected shortfall conditional on past returns.

Estimation with dependent data. I follow the literature and consider time-series data
which satisfy an a-mixing condition. This condition holds for important types of financial
times series data, such as those following autoregressive conditionally heteroskedastic (ARCH)
models (Masry and Fan, 1997). In the context of the conditional expected shortfall estimation,
such an assumption has been imposed, e.g., by Scaillet (2005), Cai and Wang (2008), Kato
(2012), and Linton and Xiao (2013). Under the assumptions stated in Appendix A.3, the
estimator m with dependent data has the same asymptotic distribution as in the i.i.d. case
presented in Corollary 1. Such results are typical in nonparametric settings with dependent
data because localization by the kernel weakens the dependence of the observations used for

estimation.
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Figure 6: Conditional expected shortfall estimates at the 5% level with pointwise 95% confi-
dence intervals. The estimates are based on 1761 observations of daily returns to Dow Jones
Industrial Average index for years 2013-2019.

Empirical application. I estimate the conditional expected shortfall for the Dow Jones
Industrial Average index based on daily data from years 2013 through 2019, giving the total
of 1761 observations. The daily loss is defined as 100 times the negative of the log difference
between the closing values of the index on subsequent days.

The results are presented in Figure 6. The horizontal axis marks the loss on the previous
day, and the vertical axis the conditional expected shortfall estimates with pointwise confidence
intervals. The bandwidth is selected based on the smoothness constant calibrated through the
procedure described in Appendix D. The point estimates exhibit the so-called “volatility smile”
in that the relation of the conditional expected shortfall with past losses is U-shaped. In periods
with increased volatility—when abnormal returns appear—the predicted risk is higher, even if
past returns were positive. A similar pattern was found by Cai and Wang (2008). However,

even the pointwise confidence intervals are very wide for low values of past losses.

7 Conclusions

I propose a nonparametric estimator of truncated conditional expectation functions based on
an orthogonal conditional moment and local linear methods. When the truncation quantile
level is known, I show that the feasible estimator is asymptotically equivalent to the oracle esti-
mator, which uses the true conditional quantile function, and I find its asymptotic distribution.
I also consider estimation with an estimated truncation quantile level. I apply my estimator in
three empirical settings: (i) sharp regression discontinuity designs with a manipulated running
variable, (ii) impact evaluation under sample selection, and (iii) conditional expected shortfall

estimation.
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A Extensions

In the main text I consider local linear procedures and a univariate X. It is straightforward
to generalize the results to allow for a vector of covariates, and to use an arbitrary order
of polynomials. I provide extensions in these two directions separately to avoid cumbersome
notation, and to highlight different effects on the order of the remainder term in both cases,

but they can be combined. As the third extension, I allow for dependent data.

A.1 Multivariate case

Let d be the dimension of X, and let a = (a4, ...,aq) and h = (hy, ..., hq) be vectors of band-
widths. Let k(v) = H;l:l K(v;) be a d-dimensional product kernel built from the univariate
kernel function K(-). I put |h| = H;i:l h; and ky(v) = H;l:l K(v;/h;)/h;, and similarly for a.

In the first step, I run a multivariate local linear quantile regression,

Qo(n, xo; a -
DL _ e min' S p(¥i — o — B (X; — 20))hal(X — o). (23)
q1(n, xo; a) Bobr o
Further,
Q" (n, 7319, a) = Go(n, xo; a) + G (0, 203 a)" (x — 20). (24)
Finally,

n

m(n, xo;a,h) = ef argg r;inz kn(Xi — o) (Wi (n, @”(777 Xiswo,a)) — Bo — B (Xi — w0))?, (25)
0Pl =1

where e; = (1,0, ...,0)7 is a (d+1)-dimensional vector. Likewise, the oracle estimator m(n, xo; h)
is defined as above but with ;(n, Q(n, X;)) as the outcome variable.

[ maintain the smoothness assumptions on (7, - ) with the understanding that for boundary
points the derivatives exist in the directions in which x can be perturbed within X. The

assumptions on the kernel and the bandwidths are as follows.

Assumption 4*. The following hold.
(a) Kernel: K is a bounded, symmetric density function with compact support, say [—1,1].

(b) Asn — oo, max; h; — 0, max;a; — 0, n|h| — 0o, and n|a| — oco.
Theorem A.1 is the multivariate version of Theorem 1.

Theorem A.1 (General d). Suppose that Assumptions 1, 2, and 4* hold, h; < a; for j €
{1,...,d}, and that X is a convex set. Then

m(n, xo; a, h) = m(n, xe; h) + OP(Z hi + (n|h|)_1>.
J
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For d > 1 the variance component of the remainder in Theorem A.1 is of larger order than it
is in Theorem 1. However, this result can still be used to obtain asymptotic normality because
the oracle estimator has a bias of order O,(}_ h?) and variance of order O((n|h|)~"/?), which

are smaller than the remainder in Theorem A.1.

A.2 Higher-order polynomials and derivatives

I introduce notation analogous to that in Section 2, making the dependence on p explicit. The

local polynomial quantile estimates are given by

n p
~ . 1 )
q" (n,wo; a,p) = arg min > kn(Xi — a0)py <Yi - ﬁﬂj (X — xo)])- (26)
i=1 j=0 7"
I define the estimated p-th order approximation of Q(n, -) as
A L | .
Q(nax;xma?p) = ZT@(”:IO;avp)(x_xO)J' (27)
=0 7°

The estimator of the r-th derivative of m(n, z) w.r.t. x at xo, dim(n, zo), is defined as

p

_ N A 1 2
My (1, zo; a, b, p) = ], arggmnz ken(Xi — 20) (%‘(77, Q(n, Xi;x0,a,p)) — > ﬁﬁj (Xi — ifo)J> :

i=1 Jj=0

where e,1; is a (p + 1)-dimensional vector with 1 at the (r 4 1)-th position and 0 otherwise.
Likewise, the oracle estimator m,.(n, xo; h, p) is defined as above but with ¢;(n, Q(n, X;)) as the
outcome variable.

In order to prove an analog of Theorem 1, I require one natural modification of Assumption
2. I assume that the function Q(n, z) is p+1 times continuously differentiable w.r.t. = (instead

of twice).
Assumption 2*. 9T Q(n,x) is continuous in x. Moreover, Assumptions 2(b) and 2(c) hold.

Theorem A.2. Suppose that Assumptions 1, 2%, and 4 hold, and that h < a. Then
My (1, 20; @, b, p) = e (0, zo; b, p) + Op (K" (W*PHY + (nh) ™).

With this result, under modified Assumption 3, asymptotic normality follows e.g. from
the results of Hong (2003). The stochastic part of h™(m,(n, xo; h,p) — dom(n, zo)) is of order
O,((nh)~1/2), and its leading bias is of order O,(h**!) or O,(hP*?). Theorem A.2 allows to
characterize the leading bias for all orders p and derivatives r < p, both for interior and
boundary points, except for the local constant estimator for interior points. Its leading bias is
of order O,(h?), which is the same as the order of the remainder in the above theorem. This
case is discussed by Kato (2012).
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A.3 Dependent data.

I assume that the process is a-mixing, and the mixing coefficients satisfy a summability condi-

tion.

Assumption TS1.
(a) The process {(Y;, X;) 1t = 1,2,...} is stationary and c-mizing:

a(j):=sup sup |P(ANB)—-P(A)P(B)|—0, asj — o0,

izl AeF|,BEFY;

where for j > i F} is the o-field generated by {(Yi, X1),k =i, ..., j}.
(b) It holds that

> i) < oo
j=1
for some 6 >2 and v >1—2/0.

Assumptions 2 and 3 need to be complemented with two further conditions on the joint
distribution of the data.

Assumption TS2.
(a) f(xy,z;0) < My for alll > 1, where f(x1, ;1) is the joint density of X1 and X;.

(b) fyix(ylx) is continuous in x and y.

The continuity of fy|x(y|z) is required not only around the conditional 7-quantile but also
in the lower tails of the conditional distribution in order to use the truncation argument of

Masry and Fan (1997) in the proof of asymptotic normality.

Assumption TS3. E[Y21(Y; < Q(n, X1)) + Y2L(Yi < Q(n, X)) X1 = 21, X; = ] < My for
alll > 1.

Finally, the required convergence rate of the bandwidth is related to the coefficients «(7).

Assumption TS4. There exists a sequence of constants s, satisfying s, — oo and s, =
o((nh)Y?) such that
(n/h)"?a(s,) — 0.

Under the above conditions, the estimator has the same asymptotic distribution as in the

case of i.1.d. data.

Theorem A.3. Suppose that Assumptions 1(b), 2—4, and TS1-TS/ hold. Then the conlucions
of Theorem 1 and Corollary 1 hold.
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B Alternative approaches

I discuss in detail the two alternative approaches introduced in Section 4.3. As reference points,
I also present the asymptotic distributions of the corresponding oracle estimators. Next, for
interior points, I contrast my approach from Section 2 with the weighted Nadaraya-Watson
estimator of Kato (2012).

B.1 Local linear estimator based on a non-orthogonal moment

First, I show that in the special case when the same bandwidth is used in both stages, the
estimator m™"(n, zo; h, h) is asymptotically equivalent to the oracle estimator m(n, zo; h), and
I give the exact rate of the remainder. Second, I derive the asymptotic distribution in the

general case allowing for different bandwidths.

Proposition B.1. Suppose that Assumptions 1, 2, and 4 hold. Then
RYM(n), xo; b) = MY (n, 2o; b, h) — m(n, 7o; h) = Op((h+ (nh)™?)(B? 4 (nh)~'/?)).

If additionally f(x) is continuously differentiable and xq is an interior point or if 9:Q(n, xo) = 0,
then RN (n, xo; h) = Op(h* 4+ (nh)™1).

Let m™™(xzq,m;h) be the oracle estimator corresponding to m™* (g, n;a,h), i.e. a local
linear estimator with %Y;]I(Yi < Q(n, X;)) as the outcome variable.

Proposition B.2. Suppose that Assumptions 1-4 hold, and h/a — p € (0,00). Then

(i) V(™ (x0,m; h) — m(n, z0) — B¥™ (1, 20, b)) % N(0, VY™ (1, 20)),

where

~ 1
BNM(UJ& h) = §u(m0)0§m(n,xo)h2 + Op(hQ)a

k(o)
nfx(Zo)

‘N/NM(T], xg) = {Var(Y\Y < Q(n,x0), X = x0) + (1 —n)m(n, x0)2}.

(1) \/nh(fﬁNM(mo,n; a,h) —m(n,zo) — B (n, xo, a, h)) N N(0,VN™(n, zo, p)),
where
1
B (n,x0,a,h) = 5#(960){357”(77, z)h® + O™ (1, 20)07Q(n, 20) (a® — h?)} + 0,(h?),

NM _ M _ 1 - n
Vv (777$O>p) - an(xO) V(Z’I“(Y’Y < Q(naxo)vX - 'TO) + 77]0(1,(])(/“]#2 _ H%)Q
1

X /D(m) [k(v)(ﬂa — #10)5771(77, xo) + pk(vp)(pe — uwp)%@(n,xo)rdv
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with CNM(n, xy) = %fy‘X(Q(n,x0)|x0)Q(n,x0), D(xo) = [—1,1] if ¢ lies in the interior
of X and D(x¢) = [0, 1] if x lies on the boundary of X, pu; = pj(xo) = fD(xO) k(v)vidv.

Both bandwidths appear in the bias formula and the ratio p appears in the asymptotic
variance. When p is small, i.e. a is large relative to h, then the variance of the feasible
estimator is close to the variance of the oracle estimator because VY (n, zo, 0) = V¥ (n, xo).

In the proof, I give an expansion of the feasible estimator m™* about the infeasible m~™.
The bias BY™(n, xg,a, h) differs from the oracle bias due to the fact that, first, Q(n, -) is
replaced by its local linear approximation, and, second, this approximation is estimated. The
factor C"(n, x¢) equals the derivative of %E[Y]I(Y < y)|X = xo] w.r.t. yevaluated at Q(n, x¢),

/1 d 1
CNM (n, z) = d_yE EY]I(Y <y)X = xo’} |y=Q(77»900)'

B.2 Local linear estimator on a truncated sample

First, I show that in the special case when the same bandwidth is used in both stages, the
estimator m”®(n, xo; h, h) is asymptotically equivalent to the oracle estimator m(n, zo; h), and I
give the exact rate of the remainder. Second, I derive the asymptotic distribution in the general

case allowing for different bandwidths.

Proposition B.3. Suppose that Assumptions 1—4 hold. Then
R™(n,x; ) = " (1), 203 hy h) — 1, wo; h) = Op((h + (nh)~2)(h? + (nh)~"/?)).

If additionally f(x) is continuously differentiable and xq is an interior point or if 0rQ(n, xo) =
dym(n, o), then R™(n, zo; h) = Op(h* + (nh) ™).

Let m”™5(xg,n; h) be the oracle estimator corresponding to the estimator m”*(zo, n; a, h), i.e.

a local linear estimator using observations with Y; < Q(n, X;).

Proposition B.4. Suppose that Assumptions 1-4 hold, and h/a — p € (0,00). Then

(i) Nnh(m" (n, z; h) — m(n, 7o) — B™ (1, 20, h)) 3 N(0, V75 (1, 20)),

where

. 1
B (n, w0, h) = 5u(ao)0m(n, zo)h® + 0,(h?),

/TS _ K(%o) _
VT(n,x) = 7 (20) Var(YY < Q(n,xz0), X = x9).

(”) m(ﬁlTs(lrb Xo, @, h) - m(n7 'IO) - BTS(U? Zo, a, h)) i> N(07 VTS(U; Zo, p))a
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where

B™(n, x,a,h) = %u(wo){aﬁm(m wo)h* — O (0, 20);Q(n, o) (h* — a) } + 0,(h?),

VT3 (n, o, p) = 7;;)((—%(0;0){ Var(Y|Y < Q(n,x0), X = o) + p(1 —1n) (Q(n, To) — m(n,xo))2 }

with C%(n, z0) = 1 fy1x (Q(n, 20)[20)(Q(n, o) — m(n, 70)).

As in the case of the estimator using a non-orthogonal moment, both bandwidths appear
in the bias formula, and the ratio p appears in the asymptotic variance. When p is small, i.e. a
is large relative to h, then the variance of the feasible estimator is close to the variance of the
oracle estimator because V75(n, 2o, 0) = V75 (), zq).

The factor C"¥(n, zo) equals the derivative of E[Y|X = z0,Y < y] w.rt. y evaluated at

Q(U, .CIZ'[)), d
CTS(UaxO) = d_yE[Y’X =0, Y < yHy=Q(Thx0)'

B.3 Weighted Nadaraya-Watson estimation for interior points

I contrast my estimator m with the estimator of Kato (2012) based on the weighted Nadaraya-
Watson (WNW) estimator of the conditional c.d.f. For interior points, the WNW estimator is
asymptotically equivalent to the local linear estimator. Additionally, the WNW estimator of
Fy|x(y|zo), i.e. applied to the data with 1(Y; < y) as the outcome variable, is monotone in y,
and it lies between 0 and 1. Both these properties are not shared by the local linear estimator.!”
I emphasize that the WNW estimator is not defined for boundary points, but for interior points
the estimator of Kato (2012) bears some similarity with the approaches developed in this paper.
In the first step, Kato (2012) estimates the conditional c.d.f. as

LCWNW Z?:I pi(g”o)kh(Xi - xO)]lO/i < y)

) = o (X — ) >

where p;(zg) > 0 are the empirical likelihood weights, which maximize ., log(p;(zo)) subject
to the constraints >_r  p;i(zo) = 1 and > pi(0)(Xi — z0)kn(Xi — 29) = 0.'® He estimates
Q(n,x0) as Q"N (n, mo; h) = inf{y : n < FY¥" (ylzo; h)}, and m(n, zo) as

Sy P o (X — 20) Y (Yi < Q"™ (1,07 h)
> im1 Pilwo)kn (X — o) L(Y; < QWNY (1), w03 h))

m""W(n, xo; h) = , (29)

which is essentially the WNW estimator with %Yi]l(Yi < Q"N (n, 20, h)) as the outcome vari-

able. Kato (2012) shows that, under suitable assumptions, the estimator m"™" is asymp-

"Nevertheless, the asymptotic properties remain the same when the weighted Nadaraya-Watson estimator is
replaced with the local linear estimator.

18When ¢ lies on the boundary, so that all X; — zo have the same sign, it is not possible to find non-negative
weights satisfying the last constraint.
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totically equivalent to the WNW estimator (and hence to the local linear estimator) with
»i(n,Q(n, xp)) as the outcome variable. In consequence, it is asymptotically normal with

asymptotic variance V (n, zo) defined in Corollary 1,' and its leading bias is given by

2

d
BN o 0, ) = ) 7B, Q)X = )] o (30

The difference between the WNW approach and my approach, for interior points, results from
the fact that they estimate different curves which coincide only at the evaluation point zy. The
two approaches have the same asymptotic variance but their biases are different, as shown in

Proposition B.5.

Proposition B.5. Suppose that Fy x(y|r) is twice continuously differentiable. Then

BWNW(U’:E(M h) = B(nvxm h) - %M({Eo)fyp((Q(n,Jio)‘l’o)(axQ(n,xo))QhQ.

The second term of the difference on the right-hand side is always non-negative, so that
BYNW(n,xo,h) < B(n,xo,h). However, which of the two biases is larger in absolute value, de-
pends on the specific data generating process. For example, it is possible that BY"" (n, zo, h) =
0 and B(n,xg, h) > 0, or that BY"(n, zo,h) < 0 and B(n, xg,h) = 0.

However, I remark that in a simple location-scale model with a linear conditional expectation
function and homoskedastic residuals, my estimator has no bias, whereas |BY~" (), xq, h)| can

be arbitrarily large.

C Estimation details for Sections 6.1 and 6.2

I formally introduce the estimators of bounds in RD designs with a manipulated running
variable and of the Lee bounds discussed in the main text. Their asymptotic distributions

follow easily from Theorems 1 and 2, and hence are stated without proofs.

C.1 Estimation in RD designs with manipulation

Let k, (v) = 1(v < 0)k,(v) and & (v) = 1(v > 0)ky(v). Recall that fi; = [ v/k(v)dv. T put
o= (15 = ifis)/ (fafio — pi3) and & = [*(k(0) (v = fiz))*dv [ (fiafio — [i7)*.
I first estimate the share of potentially-assigned units. Since it cannot be negative, the

estimator is given by

)

~ (o)

7 =max {7,0}, with7=1— =

[ (o)

where f~ (o) and f*(:vo) are estimators of f(xy) and f(z7).

Y

9Kato (2012) considers time series data satisfying an a-mixing condition but the asymptotic variance is the
same as for i.i.d. data because of the localization effect (see his discussion following Theorem 1).
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Let the density limits be estimated using ‘linear’ boundary kernels (Jones, 1993). For a
bandwidth b and * € {+, —} let

2 I~ fiz — | Xy — wol /b
To) = — ki (X; —x — . 31
[ (@o) n; 5 ( 0) Tinfio — 12 (31)

Let 7 = min{1, ]?_(xo) / f*(mo)}. To analyze this estimator, I impose smoothness assumptions

on the density.

Assumption 7. There exists € > 0 s.t. f(-) is twice continuously differentiable on (xo—e€,x9)U
(o, w0 + €). Moreover, f(xg) >0, f'(xg), ["(x5), f(xg) >0, f'(xy), and f"(xy) exist.

Lemma C.1 yields an asymptotical linear representation of 7).

Lemma C.1. Suppose that Assumptions 1, 4(a), and 7 hold. Moreover, b — 0 and nb — co.
Then

Lo (@) = flag) - FF(wo) = flag)
U /@) f()

+0(b) + 0p((nb)~72).

I note that the asymptotic bias and variance of %(7/7\ — 77) are given by

17 " (x—) " (1‘+) - 1 1
A:—,u{X_O — X2 }62+0(b2)andW:ﬁ{ + _}.
T2t flg)  flag) ! flag)  flag)
These quantities appear in the asymptotic distribution of the bounds. The lemma implies that
for bandwidths b =< h this estimator satisfies the high-level Assumption 5.
Let m(x) = E[Y|X = z], mp(n,2) = EY|X = 2,Y < Q(n,x)], and my(n,z) = E[Y|X =
z,Y > Q(1 — n,z)]. The truncated conditional expectations my(n,z¢) and my(n, zd) are

estimated as

rfhz(fr/ﬁ QZO) = 6,{ a‘rﬁg I;HHZ k;(*X’L - xO)(dj'LL(ﬁa @llﬂr(,ﬁ’ le Zo, h)) - 50 - 61 (Xz - I'()))Q,
0P =1

n

~

mJUr(ﬁ, ) = €1T arﬂg rﬂninz k;<X1 - 950)(%{](7/7\7 @”’Jr(l — 1, Xi; w0, b)) — Bo — B1(Xi — 330))27
0P =1

where ¢F(u, q) = ¢i(u, g) and Of (u, q) = LY;il(q < V;) — Lq(1(q < Vi) —u). Q" is defined as
in Section 2, except that it uses only observations to the right of the cutoff.

The conditional expectation m(z; ) is estimated as

m~(z¢) = el arﬁg Iﬁninz ky (X — 20)(Yi — Bo — Bu(X; — x0))>.
OPL =1
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The final estimators of the bounds on I' are defined as

In addition to the assumptions introduced in Section 3.1 additional assumptions are needed.
The asymptotic analysis requires obvious modifications of Assumptions 2 and 3 to analyze
mi (7, o) and mf; (7, o). Additionally, I impose standard assumption for the analysis of
m~(zo).

Assumption 8. For some € > 0 the following hold on (zo — €, x).
(a) m(x) is twice continuously differentiable in x, and m(xy ), m'(xzy) and m”(x, ) exist.
(b) Var(Y|X = x) is continuous and Var(Y|X = z7) ezists.
(¢) There exists & >0 s.t E[|Y|*"$|X = x| is uniformly bounded.

Proposition C.1 establishes joint convergence of the bounds estimators.

Proposition C.1. Suppose that the Assumptions 1-4 and 6 hold, mutatis mutandis. Further-
more, Assumptions 7 and 8 hold, and h/b — v. Then

Vi) + V- Covt(n)+V~

v [T T = (B ) - B7)
Covt(n)+V~ Vi) +V~

d
nh | ~ - N |0,
Y —TY —(Bf(n) — B7)

where for x € {L,U}

1
B (n) = 5R0;m. (1, 25)h* + 0,(h*) + DI Ay,
3
V.i(n) = ) Var(v*|X = af) + v(DF)*W,,

Covt (1) = ——— Cov(", Y| X = af) + vD}f DEW,,
f(% )
B = %uaim(wahQ +0,(h?),
K
V™ = Var(Y | X = x5
Flag) =)

with " = Y (n,Q(n, X)) and Y¥ = Y (n,Q(1 — n, X)), D} = Qn,xy) — mp(n,x{) and
D; = Q(l - 77@3) - mU(naxar)'

Since 7 is based only on X, there is no covariance between 77 and the estimators of the three
conditional expectations, which are asymptotically mean independent of X. The component in

the asymptotic covariance due to estimation of 1 is negative since D} () > 0 and D{;(n) < 0.
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C.2 Estimation of conditional Lee bounds

The derivation follows the same steps as for regression discontinuity designs with a manipulated
running variable. For d € {0,1}, let sq(x) = P(S = 1|D = d,X = xz). The probability
sq(zo) can be estimated using the standard local linear estimator with the sample restricted to

observations with D; = d,

Sa(zo) = el ar/;g, rgnnz kn(Xs — 20)(S; — Bo — B1(Xi — 10))*1(D; = d). (32)
0,M1 i=1
Let %o(0)
~ _ S0(Zo
" 51(20)

To analyze the above estimator, I impose the following assumption.

Assumption 9.
(a) Ford e {0,1}, sq(z) is twice continuously differentiable.
(b) E|D|X = z| is continuous in x.

Lemma C.2. Suppose that Assumptions 1, 4(a), and 9 hold. Moreover, b — 0 and nb — co.
Then

(1) = T B 4 ),

I note that the asymptotic bias and variance of > (77 77) are given by

Alee %M(%){ 50(0) 3/1’(950)}b2+0p(bz)

o(ro)  si(wo)

Lee _ (%0) s0(20) (1 — so(wo)) s1(z0)(1 — s1(wo))
W f(z ){ P(D = 0|X = xg)so(z0)?  P(D=1|X = xg)sl(xo)Q}'

These quantities appear in the asymptotic distribution of the bounds.
Let Q*¢(n, z) = Qy|p=1,5=1(n, ) and

Fee(z) = E[Y|X =2,D = 0,5 = 1],
mEee(n,z) = E[Y|X = 2,Y < Q*(n,x),D =1,5 = 1],
mi(n,x) =E[Y|X =2,Y > Q*(1 —n,z),D =1, =1].

m

36



Lee(n, o f) and mEee(n, 2f) are estimated as

The truncated conditional expectations my

n

(7, 20) = T arg min
e ——
n

Ak (7, 70) = F argmin
50761 i=1

kh(Xi - xO)SiDi(wiL(ﬁa @”’Lee(ﬁ, Xi; o, h)) — By — 51(Xi - $0))27

ken(Xi — 20) S Dy (4 (7, QUEee(1 — 7, Xi; w0, b)) — Bo — Bi(X; — 0))?,

where 1] (u, q) = i(u, ¢) and VY (u,q) = 1Y;1(q <Y;) — tq(1(g < Y;) —u).

The conditional expectation m®¢(x) is estimated as

n

ml(zo) = el argmin
Bo.B1

kin(Xi — w0)Si(1 — Dy)(Y; — Bo — B1(Xi — w0))*.

The final estimators of the bounds on I' are defined as

/\Lee(xo)’

A (wo) = ML (7, x0) — M
o T/T\LLee(ﬂfo).

AY(wg) = mbee(7, z)

I impose standard assumptions for the analysis of m=°¢(xz).

Assumption 10.
(a) mtee(x) is twice continuously differentiable in x.

(b) Var(Y|X =2,D =0,5 = 1) is continuous.
(¢) There exists € >0 s.t B[[Y]**¢|X = 2,5 =1,D = 0] is uniformly bounded.

Proposition C.2 establishes joint convergence of the bounds estimators.

Proposition C.2. Suppose that the Assumptions 1-4 and 6 hold, mutatis mutandis. Further-
more, Assumptions 9 and 10 hold, and h/b — v. Then

VLLee(n) + VLee COULee(n) + VLee
COULEG(?]) + VLee V(}ee(n) + VLee

Y

AL _ AL - BLee - BLee

h |~
n AU _ AU _ (Bgee(n) _ BLee)
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where for x € {L,U}

1
B () = S (o) 02mE (1, 5)l® + 0y (h?) + D AL,

Viee(n) = o) Var(y*| X = 9, S = 1, D = 1) + v(DLEe)? W ke,
k(x
Cov(n) = f(xo)E[S(DO\)X - Cov(p*, VY| X = 29,8 =1,D =1) + VDfeeDLL,“WnLee,
1
B = (o) m ™ (@)h? + o,(h?),
Ve = ~{zo) Var(Y|X = 0,5 = 1,D = 0)

f(xo) E[S(1 — D)|X = 0]

with Y = YH(n, QF(n, X)), v7 = ¢ (n, Q**(1 — n, X)), Di* = Q"**(n, z0) — mi(n, xo),
and DE = QF¢(1 — n, o) — mEe(n, xg).

D Rule of thumb for choosing the smoothness constant

Armstrong and Kolesér (2020) propose a rule of thumb to calibrate the bound on the second
derivative of the conditional expectation function. They run a quartic, global regression, and
estimate the maximal second derivative based on it. I adapt this approach to calibrate the
bound on d*m(n, z). In the first stage, I run a global, quartic quantile regression. I denote the
resulting estimator as @-‘”"b (7, X;). In the second stage, I run a global quartic regression with
i(n, @gl"b(n, X;)) as the outcome variable.

I investigate the performance of this procedure in the setting from Section 5. The results
are presented in Table 4. In this example, the rule of thumb leads to Cls with good coverage

properties. This is consistent with the findings of Armstrong and Kolesér (2020).

E Censored data

The general expression for the expectation of the proportion 7 of the smallest outcomes condi-

tional on X = z( allowing for non-continuously distributed outcomes is given by

m(n,z0) =1~ {E[YLY < Q0. 20))|X = o] + Q0. z0)(n — E[L(Y < Q(n,20))|X = xo])}.

If Q(n,-) is well in the “mass line” caused by censoring, then Q(n,-) = Q(n,xo) is effectively

known. The estimator and inference procedure can be applied without any adjustments.
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Table 4: Coverage, average bandwidth, and average length of the 95% CI. Estimators evaluated
with their respective RMSE-optimal bandwidths. The sample size is n=1, 000, and the number
of simulations is S=10,000. Rule of thumb for the smoothness constant.

Coverage Bandwidth CI length
Design for m;: 1 2 3 1 2 3 1 2 3

Homoskedastic errors

0.9 Oracle m 93.6 92.1 954 0.231 0.310 0.257 0.128 0.113 0.120
=0 Feasible m 93.4 92.2 95.7 0.227 0.307 0.260 0.128 0.113 0.119

05 Oracle m 95.0 93.1 96.0 0.207 0.279 0.231 0.104 0.091 0.098
=0 Feasible m 949 93.3 96.1 0.204 0.277 0.233 0.104 0.092 0.098

_ 08 Oracle m 95.7 94.0 96.2 0.197 0.266 0.222 0.095 0.083 0.089
=0 Feasible m 95.7 94.0 96.4 0.196 0.265 0.222 0.095 0.084 0.089
Heteroskedastic errors

_ 02 Oracle m 934 92.6 95.6 0.239 0.310 0.250 0.129 0.115 0.123
T= 5% Peasible m 93.5 929 958 0.235 0.307 0.254 0.129 0.116 0.122

05 Oracle m 95.0 93.6 96.5 0.213 0.277 0.225 0.104 0.093 0.100
=52 Roasible 95.1 93.7 96.5 0.210 0.276 0.227 0.105 0.094 0.100
n=08 Oracle m 95.7 94.3 96.6 0.202 0.264 0.215 0.095 0.085 0.091

Feasible m 95.7 943 96.7 0.201 0.263 0.216 0.096 0.085 0.092

F Proofs of the results in the main text

Let qo(n) = Q(1n, %0), ¢1(n) = O2Q(n, o), Gon; @) = Go(n, w03 @), G (n; @) = G, w3 @), Q(n, v;0) =
QM (n, 3 0, a), kng = kn(Xi — x0), Xy = (Xi — 0)/hy Xni = (1, X0)T, Q*(n,7) = qo(n) +
@ (n)(x — x0), Li(b) = by + by (X; — x0), and X, = X (xo,h). I put D(xg) = [—1,1] if x¢ is an
interior point, and D(x¢) = [0, 1] if = is a boundary point. Let pu; = p;(zo) = fD(IO) v k(v)dv.
I put Cy = sup{|fy|x(y,2)| : z € X and y € [Q(n,x) — €,Q(n,x) + €]} < 00, where € is as in

Assumption 2(c). I index the elements of two-dimensional vectors starting with zero, so that,

e.g., b= (bo,b1), ¢(n) = (q0(n), q1(n))-

F.1 Basic lemmas

I state some auxiliary results which are used throughout the proofs.

Lemma F.1. Suppose that Assumptions 1(a), 2(b), and 4 hold. Then for j € N it holds that
1< :
Snj = z_; kni Xy = i fx (o) + 0p(1).

If additionally xo is an interior point, fx(x) is continuously differentiable, and j is odd, then

Spj = Op(h+ (nh)~1/2).

Proof. Standard kernel calculations. O
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Lemma F.2. Suppose that Assumptions 1, 2(b), and 4 hold. Then for j € N it holds that

%Z kh,in{,i{]l(Yi <QnXi)—n}= Op((nh)_l/Q).

Proof. Standard kernel calculations. n

Lemma F.3. Suppose that Assumptions 1, 2(b), 3(b), and 4 hold. Then for j € N it holds
that

1< : ~
=S X7 0 = mln, X)L £ QU X0)) = Oy((nh) 2)
i=1
Proof. Standard kernel calculations. O]

Lemma F.4. Suppose that Assumptions 1, 2, and 4 hold. Then qy(n;a) — qo(n) = O,(a® +
(an)~12), and a(qi(n; a) — q1(n)) = Oy(a® + (an)~V/?).

Proof. The lemma follows, e.g., from Theorem 2 of Fan et al. (1994). It also follows from the

proof of Lemma F.10, where I allow for the quantile level to be estimated. n

Lemma F.5. Suppose that Assumptions 1, 2, and 4 hold. Then

sup |Q(n, z5a) — Q(n,x)| = Op(wy),

TEXy,
where w, = a* + h? + (a + h)(a®n) =2, as defined in Theorem 1.

Proof. Using a second-order Taylor expansion of Q(n,z) in x with a mean-value form of the

remainder and the triangle inequality, I obtain that

sup |Q(n, 7;a) — Q(n, z)|

TEX},

< [q(n; @) = qo(m| + sup [(G1(n; @) — qr(n))(x — z0)| + sup I%é’iQ(m z)(z — o)’

CEEX}L I,iEXh

= Op(a® + (an) ™2 + h(a + (a'n)™%) + h?).

Lemma F.6. Suppose that Assumptions 1, 2, and 4 hold. Then for j € N it holds that

(i) 37 ki XY = QU X)) L(Y < Q. Xis)) — (% < Q. X))} = O (u?),

(i) — Zkhzxiz (n, X33 @) = Q(n, X)) {1(Y; < Qn, Xi;0)) = 1(Y; < Q(n, X:))} = Oy (w}),

~

) —ZI%X?” 1(Y; < Q(n, X3)) = 1(Yi < Q(n, Xi;0))) = Op(wn).
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Proof. 1 prove only part (i). The proofs of parts (ii) and (iii) are analogous. The proof is similar
to the proof of Lemma A.3 of Kato (2012). For [ > 0 let

M, () ={g: X > Rs.t. sup|g(z) —Qn,z)| < lw,}.

TEX,

For a function g : X — R, let
1< :
Un(g) = ‘5 > FnaXi (Vi = Qn, X)) {1(Y < g(X3) = 1(Y; < Q(n, X)) }|.
=1

It suffices to show that for each fixed [ > 0

sup Unlg) = Oylu?). (3)
geEM (1)

It holds that
Un(g) < = 3"k XLI(Y: — QO X))1(Q(, X,) < Y; < 9(X0)
=1
1 & 4
+ o Z knal X;,:1(Q(n, X3) = Yi)1(g(Xi) <Y < Q(n, X3)).
=1

Let Uy,1(g) and U, 2(g) denote the first and the second element in the above sum, respectively.
They are both nonnegative. It holds that

1 « : -
sup Unalg) = Dkl X3 1Y = Q(n, X)) L(Q(n, Xi) < Vi < Q1 Xy) + lwy) = Uy
g&Mn i=1

Further,

Ell) < Bl(X = )l X lwa1(Q(n, X) < ¥ < Q1. X) + lwy)

< CilPw? / kn(x — o) f(x)dz = O(w?).

Since U, is nonnegative, it follows that U,; = O,(w?), and hence by Markov’s inequality

Un1 = Op(w?). Applying the same reasoning to U, o yields (33). O

F.2 Proofs of Theorem 1 and Corollary 1

Proof of Theorem 1. It holds that

Sn,Q\I]n,O(a> - Sn,l\Ijn,l(a)
Sn,QSn,O - 5721,1

Sn,QEIn,O - Sn,l\,I;n,l
Sn,2Sn,O - 82 ,

n,1

7/7\1(77, ZTo; a, h) = and ﬁl(n, Xo; h) =

41



where W, ;(a) = LS ki X7 i, Q(n, Xisa)), Wy = L300 ki X7 (0, Q(n, X3)), and

Sy,; 1s defined in Lemma F.1. Hence,

Sn,Q(\Dn,O(a) - \in,O) - Sn,l(\DnJ(a) - \in,l)
Sn,ZSn,O - 52 '

n,l

m(% To; a, h) - m(% Lo, h) =

The denominator converges to a positive number. I consider the numerator. For j € {0,1}
it holds that

W 0) = By = = 3 i X VALY < QX ) = 103 < Qo X))
=1
£ Q0 X a) LY € Q0. X)) — (Q. X) = Qo X))

1 < 1 .
= D ki Xi{ QU X0 — Qn X a) (1Y < Qn, X)) =} | + Oyl
i=1
where the last equality follows from Lemma F.6. Further,

3 s { Q0. X0 Qo X ) (105 < Q0. X)) —

= (el ~ Bl o))y D X)L < Q. X0) ~ )

i=1

+ %h(ql(n) — qu(m; a))% Z ki X3 HL(Y: < Q(n, X)) — 0}
b6 Q0 X) — ) — )X, — ) (105 < QU X)) )

Let Ly, Ly, and L3 denote the three terms above. By Lemmas F.2 and F.4, it holds that
Ly = Oy(a® + (na)~?)0,((nh)~?) and Ly = h/aO,(a® + (na)='/?)O,((nh)~'/?). Moreover,
E[L3] = 0 and Var(L3) = O(h*(nh)™!), which implies that Lz = O,(h?(nh)~'/?) In total,

U, ;(a) — \wa- = 0,(a® + (na)fl/2 + h(a + (a3n)71/2) + hQ)Op((nh)*l/Q) + Op(w?)
= Op(wn(nh)_1/2 + wi),

which concludes the proof. O]

Remark. In the proof of Theorem 1, I do not explicitly use the orthogonality condition, as

stated in equation (5). However, this property is the reason why the terms with qo(n;a) and

42



¢1(n; a) are negligible in the expansion of U, ;j(a) — U, ;. Note that

TEYLY <) = g(U(Y < g) = )|X = au] = ~BL(Y < g) — X = ]

which evaluated at g = Q(n, o) is zero.

Proof of Corollary 1. First, I show that the remainder in Theorem 1 is of order o,(h?+(nh)~1/2)
under the assumptions made on the bandwidth a. Recall that w, = a® + h% 4 (an)~"/? +
h(an)~'/2. By Assumption 4(b), it holds that

O, (wy(nh) ™ +w?) = 0, (wn(nh)fl/2 +a*+ bt + (a* + h2)(a3n)’1)
= Oy ((hla®n) ™2 + o(1)) (nh) 1)
Oyt (an) ™) + O (2 (a"n) ™) + 0 (R + (nh) ),
The following equivalence statements hold
o« 12/(a*n) = 0 <= (nh)"'h <a,
o a'/h? =0 < a=<Vh,
e (nh)'?/(an) — 0 < (nh)"'/?h < a,
e (nh)2h2/(a®*n) = 0 < (nh)"YSh < a.

The conditions on the right-hand side hold under the assumptions made.
The lemma follows from standard theory applied to the oracle estimator. The variance is

derived as follows

Var(u(n, Q(n, X))|X = z0) = B | (¢(n, Q(n, X)) = m(n, x0))* [ X = o)

=E

(%(Y — i XDLY < Q. X)) = QU X) = mln X))y~ LY < @(n,x>>>) X = ]

— Na(YIY £ QU ), X =)+ a - " (Q(n, z0) — ml, x0)>

F.3 Proof of Theorem 2

The main burden of the proof lies in studying the properties of the local linear quantile estimator

with estimated quantile level. In Lemma F.10, I show that, under the assumptions made, it has

the same rate of convergence as the local linear quantile estimator with known quantile level.
In the proof I use two equicontinuity results to prove convergence of the criterion function

of the local linear quantile estimator with estimated quantile level. I introduce the following
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additional notation. Let v, = (nh)~"2, M, (q,1) = {b: |bo — qo| < lovn and hlb; — q1| < vy},
and Y/ (b) = Y; — by — b1 (X; — x0). For a vector | = (lo, 11)T, I put |I| = ||I||1 = |lo| + |l1].

Further, define the bandwidth-dependent estimand of the local linear quantile estimator

(3050, )T = g i B~ bo = b (X — ()]
0,b1)ER?

Lemma F.7. Suppose that Assumptions 1, 2, 4, 5, and 6 hold. Then

@ (@ h) — q5(n; ) = O(h?) + Op(vn),
hq; (7@ h) — i (n; b)) = O(h?) + Oy(vn).

Moreover, q3(n; h) — qo(n) = O(R?) and qi(n; h) — qi(n) = O(h).

Proof. Tt follows from Theorem 1 of Guerre and Sabbah (2012) that ¢(u;h) = go(u) + O(h?)
and ¢} (u; h) = ¢1(u) + O(h) uniformly in w. Let Y;*(u; h) = Y; — Q*(u, X;; h), with Q*(u, x; h) =

q5(u; h) + qf (u; h)(x — x0). The first order condition of the above minimization problem is
[k (X — 20) Xp{1(Y < Q*(u, X; h)) — u}] = 0.

It follows that ¢;(u; h) and ¢} (u; h) are continuous in w. Using the Implicit Function Theorem

and continuity of fy|x(y|z),

[ 0uat(us h)

holg: (u; h)] = E[k’h(X — ) [y x (Q" (u, X h)|X)j€h5(:/?] E[kzh(X — 20)X,| = O(1).

Hence, the first part follows. O

Lemma F.8. Suppose that Assumptions 1, 2, and 4 hold. Let A;, = vn)?}{ﬂ for some 6 and

T(b) = Z k(Xna) (Y] (b) — A {L(Y] (b) < Ain) — LY/ () < 0)},
T(b) = T(b) — E[T(b)].
For any sequence q, — q(n) and for any M it holds that

sup |T(b)] = 0,(1).
beEMp (qn, M)

Proof. To prove the lemma I show that T(g,) = 0,(1) and supyea, (g0 17(0) = T(gn)| = 0p(1).
I note that

n

T(b) =Y k(X)) (Y (b) = Ay {1(0 < Y/ (b) < Ain) — L(As, < Y{(b) < 0)}.

=1
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Using the bound on fy|x(y|z), I obtain that
Var(T(q,)) < ZE (Xni)? A7 1 (=|Ain| <Y (qn) < [Ain])] = O(nhv)) = o(1).

Hence, T'(g,) = 0,(1).

In the second part I follow the lines of the proof of Lemma 4.1 of Bickel (1975). A similar
claim has been shown by Ruppert and Carroll (1978, Lemma A.4). Let A;(¢q,b) = Y/(q) —
Y/(b) = L;(b—¢q). It holds that

= Z k(Xhi) [(Yi'(Q) =Y (0){1(0 <Y/(q) < Ain) — L(Ain <Y/(q) <0)}

FO0) ~ A {L() < Aip) — 1(¥(g) < 0) — (¥ (0) < A) +1(¥/(0) < 0)}]

= Zk (i) [Aila L0 < Y (g) < Ai) = 1(Ai < Y/ (g) <O)}
+ (Y (q) = Ain — Di(q,0)){1(Ai(g,0) < Y](q) — Ain <0) = 1(0 < Y/(q) — Ain < Ai(q, D))}
+ (Y{(q) = Aip — Di(g,0){1(0 < Y/(q) < Ai(g, b)) — L(Ai(g,b) < Y{(q) <0)}|.

For | = (lp, 1), let b,o(l) = gno + lovs, and b, 1(1) = ¢u1 + l1v,/h. Note that for X; € A}, it
holds that |A;(gn, bn(1))| < v,|l|. Therefore,

Var(T(ba (1) = T(aa)) <3 E[k(X0)* (0all)*L(—|Ain] < ¥ (4n) < [Ain])

=1
+ k(X (0al 1)1 (=0n]l] < Y] (gn) = Ai < 0a]l])
+ k(Xh,i>2(Un|l| + |Ai,n’)2]l(_vn|l| < Yil(qﬂ) < vn“m
=0(nhv?).

Hence, for any fixed [,
T(bn<l)) - T(Qn) = Op(l)' (34)

For a fixed 6 > 0 decompose M, (q,, M) as the union of cubes with vertices on the grid
Jn(8) = {qn + SMv,(jo, 1/R)T : j; € {0, %1, ..., 4[1/8]} for i = 0,1}, where [-] is the ceiling
function. For b € M, (¢, M), let V,(b) be the lowest vertex of the cube containing b. The
result in (34) implies that

max {|T(Va(b) = T(gn)| : b € Mu(an, M)} = 0,(1).

Next, I consider the behavior on a cube. Note that for X; € A&}, it holds that sup{|A;(V,,(b), )] :

45



be M, (V,(b),0M)} =25Mwv,. It holds that

T(Va(0)) = T(O)] < D k(Xn){20Mo, (| Ai| < Y/ (Va()) < | Aial)

=1
+ 20 Mv, {1(—20Mv, < Y;(V,(b)) — Ain < 20Muvy,)
+ (20Muy + | A 0|)1(—=26Muv, < Y] (V,(b)) < 26Mw,)}
=T(V,(b),0).

The reasoning leading to (34) yields that

max (7(0.0) = E[T(b.6)]| = o,(1)

Moreover,

< .
bgixé)E[T(b, 9)] <00(1)
uniformly in ¢ € (0,1). O

Lemma F.9. Suppose that Assumptions 1, 2, and 4 hold. Let

1 — A )
S(b) = = Z k(Xn0) X5, 1(Y] (b) <0),
S(b) = S(b) — E[S(D)].

For any sequence q, — q(n) and for any M it holds that

sup  [S(b) — S(gn)| = 0p(1),
beMn (gn,M)

15(qn) — S(a(n))| = 0,(1).

Proof. The proof is similar to the proof of Lemma F.8. T am using the notation defined therein.
I note that

n

It holds that

The second claim follows.
For any fixed [ it holds that

Var(5(bn (1)) = 5(gn)) = Op(vn) = 0p(1)
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Hence,

max {|S(Va(5)) = 5(ga)| : b € Ma(gu, M)} = 0,(1).

Moreover,

1S(V,,(b)) = S(b)| < — \/_ Zk (Xn)| Xnil1(=20Mv, <Y/(V,(b)) < 26Muv,)

It holds
max 15(b,6) — E[S(b,0)]| = Op(vn) = 0,(1).
Finally,

_ . |
max E[S(b,0)] < 00,(1)
uniformly in §.
Lemma F.10. Suppose that the assumptions of Theorem 2 hold. Then
qo(n; h) — qo(n) = Op(h2 + (nh)_1/2)7
W@ (@ ) — qi(n)) = Op(h* + (nh)~'/?).

Proof. Recall that

n

q(u; h) = argmin Zp (Y — bo — b1 (X — 20))k( X)),

(bo,b1)€R? 5

where p,(v) = v(u — 1(v < 0)). Let gn(u) = vVnh(qo(u; h) — ¢ (u; h), h(qi(u; ) — q;(u; h)))T.
For a given u, the vector #,,(u) minimizes the function

G, 0) = 3 | puY7" (w3 1) = 006" Ki3) = pu(Y7 ()] K(X0),
where Y*(u; h) =Y, — Q*(u, X;; h). Let
W (u) = ank (Xp0) Xns{u — 1Y/ (u; k) < 0)},

- Z k(Xn) (Y (w) — 0,07 X)) {]I(Yl’"(u7 h) — 0,07 X, < 0) — 1(Y*(us h) < O)} :

It holds that
Gn(u,0) = Ty(u,0) — 0T W, (u).
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Further,
n 00T X, 5 _
[T (u, 0)1X5, .., X = — Z k(Xn,i) / (y — 00" Xi) Freuyx (| Xo)dy
i=1 0
1 & B -
= 5 D k(X0 fre o ()| X) (06" X )
=1

— % > ki (07 X)) (frix (q0(w)|20) + Ein),

where Z;(u) lies between 0 and v,67 X, ;, and &,, = o(1) uniformly in i € {1,...,n} and u in a

sufficiently small neighborhood of 7. Hence, it follows from Lemma F.8 that
T,.(7,0) = 0750 + 0,(1).

where

S—hmmwmhm4m“1

M1 2

The convex, random function fn(e) = T,(7,0) converges pointwise in @ to the convex function
67 S0. By the convexity lemma (Pollard, 1991), this convergence is uniform on any compact set.
The function $607.50—67 W, (7) is minimized at S~*W,, (7). Since by construction E[W,,(u)] = 0,
Lemma F.9 implies that

Wal@) = Waln) + 0,(1) = Oy(1).

Using convexity again, the consistency argument of Pollard (1991) implies that 8, (7)) = S~ W, (7)+

0p(1). The lemma follows using Lemma F.7. O

Proof of Theorem 2. In the proof of Theorem 1, I require only rates of convergence of q(n;a)

which is now replaced with ¢(7; a). Hence, these derivations imply that for j € {0, 1}
1< : ~ 1< :
> b X 11, QX)) = 23 ki X, Q0. X)) = Oy ().
i=1 i=1
Moreover,

1O A 1 ¢ : A
- Dk Xi i1, Q0 X)) — - D ki X (0, Q7 X))
=1 =1

Ly J 57 A 11
= 3 2 b (Y - Q. X100 € QX)) (5 - )
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Using Lemma F.6 and the CLT, I obtain that
1 . ] 1 N A/ * *
D kX (= QAL X)L < QG X)) — (0, X0) + Q. X))
i=1

= > X {0 - QU KDY < QX)) = (X)) + Q. X } + 0,(02)
= Op(rn)-

The result follows from the fact that

(5-7) ===+ 0=,

G Proofs of the results in the Appendix

G.1 Proofs of Theorems A.1 and A.2

These proofs are very similar to the proof of Theorem 1 and therefore omitted.

G.2 Proof of Theorem A.3

The proof follows exactly the same steps as the proof of Theorem 1. The local linear quantile
estimator with dependent data is studied e.g. by Kong et al. (2010). Lemmas F.1-F.3 for
dependent data follow from Masry and Fan (1997). Lemma F.5 is a simple consequence of
Lemma F.4. Lemma F.6 does not use independence of the data. Asymptotic normality of the

oracle estimator follows from the result of Masry and Fan (1997).

G.3 Proofs of Propositions B.1 and B.3

-1/2 =

In these propositions, I assume that a = h, and hence w, = h* + (nh) T

An essential result used to prove these two propositions, not required for the proof of
Theorem 1, are the following approximate first-order conditions of the local linear quantile

estimator.

Lemma G.1. Suppose that Assumptions 1 and 4 hold. Then for j € {0,1} it holds that

S kX 0= 1% < Q. X)) = Oyl(nh) ).
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Proof. Similar claims have been proven by Koenker and Bassett (1978, Theorem 3.3) and
Ruppert and Carroll (1980, Theorem 1). Let

1 n
o Z kn,ipy(Ys — Li(b)),
i=1
where p,(v) = v[n—1(v < 0)]. It holds that %pn(v) =n—1(v < 0)and Lp,(v) = n—1(v < 0).

Therefore, also the left and right derivatives of the criterion function exist. For j € {0,1} it
holds that

a+ ka s a0 [ (LY < LiB)) = m)L(X], < 0) + (L% < Li(b)) - m)1(0 < X3, ).

o Zkhz = 0P (MY < Lu(b) = LXK, < 0) + (10 < L) — )10 < X))

At the minimum it holds that g—;jGn(qA(n)) <0and 0 < %Gn(qA(n)). Using these inequalities,

I obtain the following bounds on the expression of interest.

0< %Zkh,i(){i — 2P {1(; < Qn, X)) = 0 — 1(Yi = Qln, Xis )UK, < 0) ]

< 3—;@(@(77)) - S—I;Gn@(n))

The lemma follows from the facts that k is bounded with bounded support, and

> UV = Qn, Xirh)) <2 wp. 1

i=1
because the probability of having three collinear points in a sample is equal zero. O
Proof of Proposition B.1. It holds that

Sn,Q(Tn,O - \IJn,O(h» - Sn,l(Tn,l - \Ijn,l(h»
Sn,QSn,O - 5721,1

NM(,"/aa?Oah h) (U,xo;f% h) =

where T,,; = L3770 Eni X7 AYi(Y; < Q(n, Xi: h)), and WU, ;(h) is defined in the proof of

hln

20



Theorem 1. From Lemma G.1 it immediately follows that

Too = Uno(h) = Op((nh) ™),

1. ~
Loy — Wna(h) = 776]1 n; h Z ki Xin i (L(Y; < Q(n, Xi; h)) =) + Op((nh) ™)
1 ~
= o Z ki X (1(Ys < Q(n, X h)) — ) + Op (7).
Hence,
NM(777 Zo; h7 h) - m(nv To; h7 h) = hSn,lQl <n>0p<rn) + Op(ri)a
which, combined with Lemma F.1, concludes the proof. O

Proof of Proposition B.3. It holds that

Sn2Too = Sua T
(naxOJh h) 2 L /}2 717
Sn QSn 0 — Sn,l

where §n’j = nln Yoy kh’in;i]l(Yi < @(77, Xi;h)), and T, ; is defined in the proof of Proposition
B.1. It holds that
Sn,ZSn,O - 5271 = Sn,QSn,O - 5571 + Op(rn)-
Let m*(n, z) = m(n, xo) + 0:m(n, xo)(z — x¢). By plugging in the expression Y; = m*(n, X;) +
(Y; — m*(n, X;)) in the definition of m”™9(n, zo; h, h), I obtain that

§n QUn 0 Sn lUn 1

TS(TIWIO; h7 h) = m(nv Io) + § S 52
n,20n,0 7 Mnp 1

~

where Upy = L 30 o X0 LY — m*(, X0)1(Y: < G, Xz ).
Lemma F.6 yields that for j € {0,1}

kaxz} Vi — Q, X)) 1(Y: < Q(n, X,)),

+— Zkh@ h,i

Moreover, by Lemma G.1 and a small modification of Lemma F.6 to handle Q(n, X;) —

3

-~

1, Xi) —m* (1, X)) L(Y: < Q(n, Xiz h)) + Op(r7).

dli—
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Q*(n, X;) it holds
—Zk‘m 0, Xi) —m* (0, X)){1(Y; < Q(n, Xish) —n} = O, (),

- Z k?hﬂ'Xh,iﬁ(Q(naXi) m*(n, Xi){1(Y; < Q(n, Xi; b)) — n}

SIH

- %h(a;cmm oLm (1, 70)) Z B X2 {1(Y; < O, X5 ) — 0} + 0,(r2)
— W(OQ0. 20) — Drmi(n, 70))Oy(ra) + Op(r2).

Hence,
Uno = %Z kh,i%(Y; — Q(n, X)) 1L(Y; < Q(n, X)) + Qn, X;) — m*(n, X;) + O,(r2),
=1

1< 1
Una=— > kh,z‘Xh,iﬁ(Yz‘ = Qn, X)) 1(Y: < Q(n, X)) + Qn, Xi) — m*(n, X;)
i=1
+ h(9,Q(n,20) — 0ym(n, 20))Op(7) + Op(r7).
In particular, U, ; = Op(r,), and hence

Sn,2Un,0 - Sn,lUn,l
2
Sn,ZSn,O - Sn,l

= m(1, 203 h) + hSu1(9,Q(n, x9) — 0ym(n, 20))Op(ra) + Op(r7),

TS(’% To; ha h) = m(na l'o) +

which, combined with Lemma F.1, concludes the proof. O

G.4 Proofs of Propositions B.2 and B.4

To prove these propositions, I need an explicit expansion of the estimators in the coefficients

defining the trimming function.

Lemma G.2. Suppose that Assumptions 1, 2, and 4 hold. Then

aln:a) — _ 1 20) 92 )a %Z?:l Kai(pa — 11 Xai)[n — 1(Y; < Q(n, X;))]
Go(1m: @) = qo(n) = 5 (20)0;Q (1, wo)a” + Py (a0 (20) (i — )

+ o(a®) + 0,((na=1/?)).

Proof. This representation follows from the proof of Lemma F.10. O
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Lemma G.3. Suppose that Assumptions 1, 2, and 4 hold. Then for j € N it holds that
%gywmﬂm§@mxmm—%gymﬁﬂMSQWJm
o LS X i QU 20 o) G ) = o) + (@0 ) — () CXs = 200} + 0,0,
i=1
Proof. A conditional on X version of Lemma F.9 implies that
LS, {10 < Ol X)) ~ LY < L9IX = X,y )
i=1
= S X107 £ Q0 X0) B £ Q0 X)X = X0} 0,0)
i=1

The result follows by a Taylor expansion using continuity of fyx(y|z). ]

Proof of Proposition B.2. Part (i). The result is an application of standard asymptotic theory

for local linear estimation, using the fact that

E
n

Gyuys@mxn—mmxﬂ|xzm]

=L

(gy—mmX»uYSmen—%Mmmm—uYSmeno|X=%]

=§mWWSQmX»x:w+“;mmmmﬂ

where I use the fact that
1
Var(Y[Y < Q(n, X), X = x0) = EE[(Y —m(n, X))*1(Y < Q(n, X))|X = ).

Part (ii). It holds that

Sn,QTn,O(a) - Sn,lTn,l(a)
Sn,2Sn,0 - 572171

m™" (n, xo; a, h) =

where T}, j(a) = £ 3" | kh,iXZ,i%,Y;]l(E < @(77, Xi;a)).

23



I consider the numerator

~

zkhzxz@[ (V= @ (. X)LV < Q" (3.X,)) + £ (1 X)LV < Q. Xisa)] + Oy
= 1S kXY £ @' X))

+ % Z kh,z-Xi,ifwx(qO(n)!xo)%qo(n){ﬁo(n; a) = qo(n) + (@ a) — () (Xi — x0) } + 0,(1)

+ % > kh,iXi,ifwx(qo(n)|xo)%ql (m(Xi — 2o){q(n; @) — qo(n) + (@1 (n;a) — q1(M)(X; — o) }-

=1

The last term is of order O,(r,h). Let u}(n) = %Yi]l(Y,- < Q*(n, X3)) —m*(n, X;), ef(n) =

E, ;(a,h) Zkh in” uy(n) + " Zka,iXiiqu(n)ei (n)-
i=1

It follows that

IuQEn,O(a7 h) - /JllEn,l(a’a h‘)

NM
1, To; a, h) = m(n, xo) + + 0p(Tn
(.20 ) (7 20) (H2pto — p7) f (o) plrn)
The bias expressions follow from the facts that
d2 * 2 1 2
@E[Ui (MIX = @]|a=ay = Izm(n, 20) — ;fY|X(QO(77)’330)610(77)8;,;@(777-1130),
d2

LI = sy = = i (anle0)an(mOEQ(.a0)

The variance expression follows from the following calculations. Recall that h/a — p. It holds
that

1 1 —
Var(u (] X = 20) = Var(Y]Y < Q{3 X), X = o) + T”m(n, 20)?,

1 _
Var(e* ()| X = ) = T”

where the first line is derived in part (i) above. Moreover,

o4
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Var(kn (2 — ulxh>%m<n7 £0)e" (n) + ka2 — mxa%@(n, 20)e" ()

) 52 ot () - 52 o]
x Var(e*(n)|X = z) fx(x)dz

=i [ [Fr@) = o)

x Var(e*(n)| X = xo + vh) fx(xo + vh)dv

- %/ [k‘(v)(ﬂz — Mw)%m(n,xo) + pk(vp)(p2 — Mwﬁ)%Q(nvxo)rdv

x Var(e*(n)| X = xo) fx(zo)(1 + o(1)).

(. n) + 2k0p) iz = pavp) Q)|

Proof of Proposition B.4. Part (i). It holds that

§n2[7n0 SnlUnl
m"(n, zo; h) = m(n, xg) + —= ,
(0, o3 h) (n, o) Sn2Sn0 =

n,l

where
~ 1 & i1 .
Uns = 53 2 X3, O = m o, X)L(Y: < Q0 X0)) = Oylra)

5oy = LS R XEA(Y < QO X)) = ) + 0p(1).

m =1
The result follows from standard calculations using the fact that

LY = (1. X)PLY € Qo X)X = 0] = Var(VIY < Q{1 X), X = ).

Part (i1). Tt holds that

SRQUR()(CL h) Sn 1Un 1(CL h)
s ax;h>h =m(n,To) + )
(1, 20: b, h) = m(n, o) R

n,l

where

~

U j(a,h) = ka mf?(Y m* (i, X)) L(Y; < O(n, Xs; ),

=1

$0a(@) = = 3" XLV £ QU0 X ) = pisfx(w0) + 0y (1),



Lemma F.6 yields

—_

n] a h Zkth}]”_ Y Q (777 )) (Y; S Q*(n>XZ))

\‘3

~

+— Zkh,iX}Jm (Q*(n, X3) — m* (0, X:))L(Y: < Q(n, Xis 1)) + Oy(r7)

=1
:_Zkhz };1

Zkhz i;z
+ - Zkhl h'z

xA{qo(n; @) = qo(n) + (@(0;0) — () (Xi = z0)} + 0p(rn).

(1, Xi) —m*(n, Xi))L(Y; < Q" (n, Xi))

1
"
1
i
1
7
1
5 (n, Xi) —m*(n, X)) fy1x (Q(n, zo)|z0)
It follows that

Sn2Ussg(a,h) — S,1Us 1 (a, h)
gn,an,O - ‘/S'\Z,l
(Q"(n, zo) —m™(n, xo))fnx(@(?%5’30)|$0)(@)(77; a) —qo(n)),

mTS(% To; h> h) = m(% -1'0) +

+

SEE

n

where Uy (k) = £ 3701 ki i X, jui(n) with w*(n) = 2(Y; — m*(n, X)) 1(Y; < Q*(n, Xy)).
The claim follows from the variance calculations in the proof of Proposition B.2 and from
the fact that

d2

BT )X = alloms = drm(n, xo) — %fwx(q()(n)\xo)(%(n) —m(n, £0))92Q(1, o).

G.5 Proof of Proposition B.5

Proof. Note that

l(z) = E[p(X, Qn, X)) — (X, Q1 20))| X = ]

—1/%m< Q(n, 20)) fyx (yl)d
= 1 Jowen Y n, o)) Jy|x\Y|T)ay.

By the Leibniz integral rule, it holds that

1 1 Q(n,z)
wm=—@Mmm@m@—Qm@th@m@mn—/‘ (4 = Q. 20))0 f1x (y]2)dy.
77 17 Q(Tl:l“O)
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Furthermore,

(o) = %(a;@m, 20)) 2 fy1x(QU, 70) o),

which concludes the proof.
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