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Measuring Upward Income Mobility Without
Discretization Errors

*Tsung-Chih Lai (Department of Economics, National Chung Cheng University)

In this paper, we develop a new measure of intergenerational upward mobility that
can count every positive movement in the relative income positions of parents and
children, a desirable feature that is not available in traditional mobility measures.
Unlike Bhattacharya and Mazumder (2011), our measure avoids arbitrary
discretization of parents’ income distribution and is thus robust to income
heterogeneity within the reference group of families. We present an easy-to-
implement semiparametric estimation procedure for the proposed measure based
on distribution regression. The asymptotic properties and the validity of multiplier
bootstrap are also investigated. To obtain a single summary mobility index, we further
aggregate the measure by weighing the income growth of the relatively poor more
heavily than that of the relatively rich. The index is shown to conform to the axiomatic
framework of Cowell and Flachaire (2018).

* Indicates presenter

18



Presentation Abstracts A2-2, December 1

A Nonparametric Consistent Test of Exogeneity in Quantile
Regression Models

*Jen-Che Liao (Department of Economics, National Chengchi University)
Xiaojun Song (Department of Business Statistics and Econometrics, Guanghua
School of Management, Peking University)

September 5, 2021

This paper proposes a new nonparametric test for exogeneity of explanatory
variables in a semiparametric triangular quantile regression model using a control
function. The proposed test is based on the observation that the control function is
constant under the exogeneity null. Using the idea of Fan and Li (1996) and a
transformation of quantile restrictions to mean restrictions under the null hypothesis
(Zheng (1998)), the proposed test of exogeneity is constructed and its asymptotic
properties are established. To improve inference accuracy, a simple wild bootstrap
method is also suggested, with it's theoretical justifications provided. A simulation
study examines the finite-sample properties of the proposed test. For empirical
illustration, using a data set from the 2001 U.S. National Household Travel Survey, we
apply the proposed method by testing price endogeneity in the quantile demand for
gasoline.

Keywords: Control functions, Quantile regression, Series estimation, Test for
exogeneity, Wild bootstrap

* Indicates presenter
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Shrinkage Estimations for Social Interactions Models

*Hon Ho Kwok

October 16, 2021

This paper intends to give an in-depth analysis of shrinkage estimations for social
interactions models. Identification and consistent estimations for social interactions
models have been well developed. The statistical properties of Instrumental,
generalized method of moments (GMM), and maximum likelihood (ML) estimators
were thoroughly analyzed in past few decades.

However, the properties of shrinkage estimators have yet been fully understood. This
paper considers a general class of linear and “partially nonlinear” social interactions
models, and its shrinkage estimators which are relatively computationally simple.
The connect ion between consistent and shrinkage is developed.

This paper rigorously investigates the estimation quality, for example, in terms of
mean squared errors (MSE) and prediction errors, and derives the mathematical
conditions for acceptable quality.

Lastly, the theory developed in this paper would be extended to a decent model
selection theory for social interactions models.

* Indicates presenter
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Labor Participation, Wage Income Inequality, and
Heterogeneous Welfare Gains from Trade

Pao-Li Chang (School of Economics, Singapore Management University)

*Yi-Fan Chen (Department of Applied Economics National University of
Kaohsiung)

Wen-Tai Hsu (School of Economics, Singapore Management University)

October 9, 2021

We develop a general equilibrium trade model where households with skill
heterogeneity choose between home production and working on the labor market.
Unlike most of the trade literature, the labor supply is elastic and is heterogeneous
across households. As a result, trade affects labor participation, income, and welfare
differently across households. We show that, when home production and working
are substitutes, households with lower skill levels experience higher proportional
increase to their income, while households with higher skill levels experience higher
proportional increase in welfare. We further show that elastic labor supply preserves
the extensive margin of welfare gains from trade via changes in national income. We
quantify the welfare gains with detailed Taiwanese firm- and house-hold level data,
and show that the extensive margin contributes 8% of overall welfare gains.

* Indicates presenter
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Quality Competition and Market-Share Leadership in
Network Industries

*Yi-Ling Cheng (National Sun Yat-sen University)
Ya-Yuan Chan (National Sun Yat-sen University)

This paper examines the impact of network externalities on the product quality and
network size of a differentiated duopoly where the costs of quality improvement are
convex, and the market is partially covered. Our results show that, under quality-then-
price competition, when the extent of network externalities increases, the intrinsic
qualities of the high- and low-quality products both decrease, resulting in greater
vertical product differentiation. Moreover, the network size of a high-quality product
increases, whereas that of a low-quality product falls when the extent of network
externalities is sufficiently large, resulting in a reversal in the leading position in terms
of network size from a low-quality product to a high-quality product. In contrast,
under quality-then-quantity competition, the intrinsic quality of a high-quality
product falls and that of a low-quality product rises, resulting in a smaller vertical
product differentiation. Further, while the network sizes of high- and low-quality
goods both expand, the network size gap shrinks for sufficiently large externalities.

Keywords: Network externalities, Intrinsic quality, Vertical product differentiation,
Network size
JEL Classification: D43, L13, L15

* Indicates presenter

25



Presentation Abstracts B2-3, December 1

EmRX - ERRBHFELSEN

HEZ (REABEHSR)
I (REABEESS)
HED QEABEESR)

ESESE RS
=+,

*IEE WCARBEEBERR)

AX BB —EmPERZ EREBER - R RSO RER 2 ERHIEEIPILR Rk
EREENGEE UL BEERERERTHRBABEECEEN ZEE - HMRER
BIEFTRHEREERTmESREE  fRETIMNEERERAHNREmEE
£ RRFERTERMEFEFRUENER - BIMEERERA—FHSSERM
EEERBHHERT  RMEZHEIVUR , Mr— T HEASRERTMEEEEEBRN
R RMEZABEETSNRERTYR - EARZRERER - MFURAR
MERANR - BMEERERAERERBINEEEL - k7 - ZFEARREXS - Al
MERAMRARBRIUR - BIMEERERABNRRZAE - ELETEEA -

AR EmEXR ERRE LEEF
JEL D #EfCSR: F13, F19

* BEBRA

26



Presentation Abstracts B3-1, December 1

A Tide That Lifts Some Boats:
Assessing the Macroeconomic Effects of EU Enlargement

*)Joe Maganga Zonda (Department of Economics, National Dong Hwa University)
Chang-Ching Lin (Department of Economics, National Cheng Kung University)
Ming-Jen Chang (Department of Economics, National Dong Hwa University)

This paper explores the macroeconomic effects of European Union (EU) enlargement
on the thirteen new member states (NMS-13) and their EU-15 counterparts for the
period 1993-2019 using a relatively novel technique—the synthetic control method.
Overall, our estimates reaffirm the consensual verdict that EU enlargement has large
and positive macroeconomic effects on the new entrants while unfavourable to the
incumbents. Specifically, we estimate that by 2019, EU membership has, on average,
induced approximately 30% higher per capita incomes in the NMS-13 relative to the
unobserved counterfactual scenario that these countries did joining the Union. In the
interim, per capita incomes in EU-15 have, on average, declined by approximately
15% as a result of the 2004 enlargement. This finding particularly supports the notion
that the NMS-13 economies are en route to catching up with their EU-15
counterparts. Furthermore, EU membership largely stimulated cross-border trade in
the NMS-13 which partly accounts for its observed effects in per capita incomes.
Notwithstanding, the payoffs from EU enlargement are distributed in a very
heterogenous fashion with some countries (i.e., Malta and Poland) emerging as "true
winners" while others (i.e., Austria and the United Kingdom) "sore losers". Indeed, EU
enlargement is a rising tide that lifts some boats and swamps some, albeit to different
heights and depths.

Keywords: European union, Economic integration, Exports, Imports, Inflation, Per
capita GDP, Synthetic control method
JEL Classification: C21, E30, E60, F15
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FDI and Trade in ASEAN Countries:
The Spatial Econometrics Analysis

*Thi Mai Uyen Luong (Institute of International Economics, National Chung Cheng
University)
Wen-Hsien Liu (Department of Economics and Institute of International Economics,
National Chung Cheng University)

Using the ASEAN's FDI inflow and trade data for 21 years (1999-2019), we apply the
spatial econometric model to examine the spatial effects on FDI inflow in ASEAN
countries. Empirical results confirm the significant negative spatial impacts of export
value and FDI of third-country on FDI in to the host country whereas import value
has the significant inverse impacts. Furthermore, we apply the dynamic spatial
econometric model and show the significant results of spatial impacts of time lagged
export value, import value and FDI on FDI inflow in to ASEAN countries.

Keywords: FDI, International trade, Spatial Durbin model, Dynamic spatial model,
Third-country effect

* Indicates presenter
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Central Bank Currency Swap Lines: A Network Perspective

*Minwoo Park
(Department of International Business, National Chengchi University)

Aug 2021

Central bank swap lines are becoming a new norm for the global financial safety net.
This paper studies whether network effects play a role when swap line providers
choose swap line receivers. Using the data of European countries during the global
financial crisis, we find that swap line providers indeed consider network effects
during the decision process and share the risks of providing swap lines with other
swap providers. To be specific, swap providers are more likely to extend its swap lines
to another country if more countries can be reached through the receiver (indirect
risk sharing) and less likely if the receiver already has a swap contract (direct risk
sharing). Layers within the global swap network are formed due to this risk averse
behaviors of swap providers.

* Indicates presenter
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Tests of Equal Accuracy for Nested Models with Estimated
Factors When N Is Small and Number of Factors Is Misspecified

Yi-Ting Chen (Department of Finance, National Taiwan University)
*Shou-Yung Yin (Department of Economics, National Taipei University)

In this paper, we investigate the validation of the tests of equal accuracy for nested
models with estimated factors proposed by Gongalves, McCracken and Perron (2017)
under different conditions. More specifically, we first discuss the fixed N issue which
has not been well discussed for understanding the equal accuracy among nested
models. This issue belongs to the framework of high-dimension (7), small sample size
(N) data sets, and we cannot derive the consistency of the estimated factors
developed in the literature when N, T go to infinity. To overcome this difficulty, we
provide the theoretical results that the empirical eigen-vectors can be treat as
generated regressors when the angle between eigenvectors from the sample and the
eigenvectors from the population is less than /2, which suggests that these the tests
of equal accuracy are valid. Second, we discuss the case when the number of factors
is misspecified, especially when the number is overestimated. Asymptotic properties
can be established by showing that the factors corresponding the overestimated
numbers of eigenvalue are orthogonal to the true eigenvectors (factors). Therefore,
under the null hypothesis, the test is also valid. Simulation results show that for
different N's and different specifications of the number of factors, the sizes are under
control, and the powers are satisfied. We apply the test on showing that the factor
from a cross-section of exchange rates can improve the individual forecast of
exchange rate.

Keywords: Factor model, Equal accuracy, Fixed N data
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Dimension Reduction for Risk Management:
An Empirical Comparison of Alternative Methods

*Jin-Huei Yeh (Department of Finance, National Central University)
Shan-Ying Chu (Department of International Business, Chung-Yuan Christian
University)

October 2021

Modern risk management tools, such as value at risk, expected shortfall, are built
upon modelling the tail part of the profit/loss distribution of financial assets returns.
While asset pricing has emerged from more than two decades of different versions
of factor model over a zoo of factors, it is yet unclear how effective these pricing
factor proxy variables are in modelling the tails rather than the mean part of the
distribution. As most factor models focus on conditional mean function and identify
factors via dimension reduction or regularization approaches, it is thus interesting to
examine how are those constructed factors performing in risk managing purposes.
Motivated by the many potential rational/behavioral; Macro-economic/
microstructural variables, we consider a couple of factor models via dimension
reduction techniques in big dependent data such as PCA, partial least square, and
partial quantile regression. These techniques are specifically and practically useful in
particular when the dimension of proxy variables, outweigh the number of
observations. We found partial quantile regression, which properly incorporates the
information from the dependent variable, performs much better than PCA in in-
sample or out-of-sample in defining VaR with equity data. Moreover, we also
demonstrate a new proposed weighting scheme in forming factors that can largely
enhance the information content about tail and thus the tail forecasting performance.

Keywords: Dimension reduction, Risk management, Tail behavior, Value at risk,
Expected shortfall
JEL Classification: C22, C55, G01, G32
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Unified HAR Inference for Nonstationary Linear Processes of
Possibly Heavy-Tailed Noises

Rongmao Zhang (Zhejiang University)
*Chor-yiu (CY) Sin (National Tsing Hua University)
Shiging Ling (Hong Kong University of Science and Technology)

October 11, 2021

Over the last twenty years there has been an interest in non-stationary time series
with infinite-variance noises. Using the probability theories developed in Zhang, Sin
and Ling (2015), and those developed in Zhang and Chan (2021), we devise a
residual-based block bootstrap (RBB) procedure for inference on non-stationarity.
Unlike the wild bootstrap (WB) procedure suggested in Cavaliere, Georgiev, and
Taylor (2018), this procedure is heteroscedasticity- and autocorrelation-robust (HAR),
while it also allows for heavy-tailed noises. The limiting distributions of the Dickey-
Fuller (DF) test is first shown, under (i) various tail index; and (ii) conditional
heteroscedasticity. We then propose an m-out-of-n RBB which can be applied to both
finite-variance and infinite-variance cases. Intensive simulation studies compare the
RBB with the WB, the conventional DF test, the Phillips-Perron (PP) test, and the ADF-
GLS test. We close this paper with empirical examples time series with infinite-
variance noises. In sum, this paper provides a general treatment of nonstationary
linear processes with GARCH/IGARCH noises.

Keywords: Dickey-fuller (DF) test, Heavy-tailed noises, Heteroscedasticity- and
autocorrelation-robust (HAR), Residual-based block bootstrap (RBB), Tail index, Wild
bootstrap (WB)

JEL Classification: C22, C12, C15
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Share Buybacks and the Effects of Corporate Tax Cuts

Juin-Jen Chang, Chun-Hung Kuo, *Hsieh-Yu Lin, and Shu-Chun S. Yang

Rising share buybacks in the U.S. since mid-1980s have raised concern about their
impact on corporate investment and growth. Meanwhile, empirical evidence shows
that corporate tax cuts become less expansionary after mid-1980s. We construct a
general equilibrium model with endogenous share buybacks to study corporate tax
effects. Like typical models, a corporate tax cut increases investment. The magnitude,
however, is smaller relative to the case in which buybacks using tax cut windfall are
disallowed. Rising buybacks, therefore, can be a contributor for the diminished
macroeconomic effects of corporate tax cuts. The welfare gains from the tax cut,
however, is bigger when buybacks are allowed. With buybacks, non-shareholders also
benefit from the tax cut in terms of more income and consumption, but the income
gap is further widened between the two types of agents from the tax cut, relative to
the case without buybacks.

* Indicates presenter
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Employment Protection, Temporary and Permanent
Employment Share, and Procyclicality of Labor Productivity

*Kuan-Jen Chen (Institute of Economics, National Sun Yat-sen University)
Ching-Chong Lai (Institute of Economics, Academia Sinica)
Ting-Wei Lai (Department of Economics, National Chengchi University)

September 1, 2021

Using data from 36 OECD countries, we find that the extent of the procyclicality of
average labor productivity (ALP) differs significantly across countries, and is positively
correlated with the strictness of employment protection. To account for this salient
feature, we build up a theoretical model in which aggregate employment is divided
into temporary and permanent categories; the two groups of employment are highly
substitutable in production and the latter is subject to firing costs. Our numerical
results suggest that in our model the intensity of labor firing costs, which
characterizes the strictness of employment protection in OECD countries, has positive
effects on both the procyclicality of ALP and the share of temporary employment.
Moreover, considering the possibility of hiring different types of workers as short-
term substitutes contributes to a reduction in the relative volatility between output
and aggregate hours worked, and hence a sharp decline in the procyclicality of ALP.
The model can also explain why, with a higher intensity of labor firing costs, a firm
has more incentives to hoard less-productive redundant workers when the economy
experiences a negative total factor productivity shock.

Keywords: Employment protections, Procyclicality of labor productivity,
Substitutability between temporary and permanent labor, relative volatility between
output and employment, Labor hoarding

JEL Classification: E24, E32, J32
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Labor Market Reallocation in a Directed Search Model

*Eunbi Ko (National Taiwan University)

This paper shows that skill-biased technological change might cause the Beveridge
curve to shift upward after the Great Recession. | demonstrate this result by
constructing a directed search model with heterogeneous workers and firms. In the
model, faster growth in jobs in which labor productivity is skill-biased (high-tech job)
than in routine jobs with no skill-bias (low-tech job) encourages unskilled workers to
apply for high-tech jobs with a higher probability than they did in the past. Since the
unskilled worker's matching probability to the high-tech job is lower than that to the
low-tech job, the technological progress slows down the aggregate job-finding
process of the workers. Therefore, the Beveridge curve shifts upward. In this paper, |
construct the model, characterize the equilibrium, and calibrate the model
parameters before and after the Great Recession. The result suggests technological
improvements complement non-routine, high-tech jobs after the recession. This
results in a decrease in the average job-finding rate and an upward shift in the
Beveridge curve.

Keywords: Directed search, Unemployment, Mismatch, Reallocation, Skill-biased
technology, Upskilling, Beveridge curve, Matching efficiency
JEL Classification: E24, E32, J11, J24, J64

* Indicates presenter
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Import Competition and Firms' Internal Networks

Jay Hyun (Department of Applied Economics, HEC Montréal)
*Ziho Park (Department of Economics, National Taiwan University)
Vladimir Smirnyagin (School of Management, Yale University)

First draft: October 2019
Current draft: July 2021

Using administrative data on U.S. multisector firms, we document a cross-sectoral
propagation of the import competition from China (“China shock”) through firms’
internal networks: Employment of an establishment in a given industry is negatively
affected by China shock that hits establishments in other industries within the same
firm. This indirect propagation channel affects both manufacturing and non-
manufacturing establishments, and it operates primarily through the establishment
exit. We explore a range of explanations for our findings, highlighting the role of
within-firm trade across sectors, scope of production, and establishment size. At the
sectoral aggregate level, China shock that propagates through firms' internal
networks has a sizable impact on industry-level employment dynamics.

Keywords: China shock, Import competition, Multisector firms, Multiproduct firms,
Network propagation, Trade
JEL Classification: D22, F14, F40

* Indicates presenter

40



Presentation Abstracts C3-3, December 2

Taiwan's Labor Wedge and Unemployment:
Based on a Labor Search and Matching Model

*Jhih-Chian Wu

This paper proposes a search and matching model for determining the sources of
Taiwan's labor wedge and unemployment. We calibrate and estimate model
parameters based on the Taiwan's data from the first quarter of 1981 to the fourth
quarter of 2020. Based on the proposed model with the estimated parameters, we
find that matching efficiency and workers' bargaining power account for more than
half of the total fluctuations in Taiwan's labor wedge and unemployment. In contrast,
the impact of job destruction on labor wedge and unemployment is small. Therefore,
these results show the importance of labor search frictions in explaining Taiwan's
labor market variables.

* Indicates presenter

41



Presentation Abstracts C4-1, December 2

Macro-Financial Variables and Stock Return Predictability
by Machine Learning

Tsung-Wu Ho (Grade Institute of Global Business and Strategy, National Taiwan
Normal University)
*Ya-Chi Lin (Department of Economics, Feng Chia University)

October 10, 2021
Very preliminary draft

Stock return predictability has been a long-standing puzzle in finance literature.
Developments in information technology have promoted machine learning
techniques, therefore our study aims to improve forecasting performance of return
on Dow Jones industrial Average (DJIA), by adopting various machine learning
models. We have the following innovations on machine learning: First, we use K-fold
cross validation to search for the best hyperparameter and model settings, to avoid
overfitting problem. Second, we report the distribution of forecasting performance
for N times rolling out-of-sample periods, each time trained by K-fold cross validation,
for generalization. However, it is surprised that all the standard time series models
outperform machine learning models. The result is robust when comparing average
forecasts on the previous two group of methods, and by both static and recursive
forecasting. Machine learning is not as good as we think.

Keywords: Return predictability, Machine learning, Forecasting average, Dow Jones
industrial average, Macro-financial fundamental
JEL Classification: G17, C45, C58
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Persistent and Transient Inefficiency in Spatial Autoregressive
Panel Stochastic Frontier Model

*Hung-pin Lai (Department of Economics, National Chung Cheng University)
Kien C. Tran (Department of Economics, University of Lethbridge)

This Version: October 2021

In this paper, we extend the four-component stochastic frontier model to allow for
global spatial dependence via the endogenous spatial autoregressive variable. Our
proposed model is more general than the model considered by Glass et al. (2016) in
the sense that we include a random effect as well as a permanent efficiency
component. With the SAR specification, our model is able to capture the asymmetric
efficiency spillovers and also decompose the persistent/transient inefficiencies into
direct and indirect efficiencies. Moreover, we also investigate the marginal effects of
the exogenous variables on the persistent/transient efficiency. We suggest a
maximum simulated likelihood method to estimate the frontier parameters of the
model and predict the efficiencies using the simulated estimator. Monte Carlo
simulations reveal that the suggested estimator performs well in finite samples. An
empirical application is considered to illustrate the usefulness of our proposed model
and method.

Keywords: Maximum simulated likelihood, Stochastic frontier, Spatial autoregressive,
Persistent inefficiency, Transient inefficiency
JEL Classification: C23, C51, D24, E23
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