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Statistical Inference and evaluation of Economic Information
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This presentation provides a frontier modeling structure in high-frequency financial
econometrics, i.e., Levy fractional stable noise for modeling univariate high-frequency time
series data and Levy fractional stable noise with copulas for modeling multivariate high-
frequency time series data.
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Variational Inequality and Complementarity Problems
An Introduction to Theotry, Algorithms and Backgrounds
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In this report we present an introduction to the variational inequality and complementarity
problems, mainly on the backgrounds of the problems and the algorithms for the problems. On
the backgrounds we include the source problems from optimization, Nash-equailibrium models
and the simulation of free boundary problems arising from mechanical engineering. On the
numerical algorithms we put the emphasis on the on interior points methods and on Newton-like
methods applied to equation reformulations (usually non-smooth).
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We study Bayesian decision making based on observations (X; : i€ {0, 1, . . . n}) (T>0,
n € N) of the discrete-time price dynamics of a financial asset, when the hypothesis is a (non-
)homogeneous n—period binomial model and the alternative is a different (non-)homogeneous
n—period binomial model. We obtain some exact formulae for the corresponding Bayes risk and
for related /,—divergences. We also investigate the corresponding limits as the observation gaps
tend to zero (i.e. n—0).
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The distinguishing feature of this model is that we clone the Calvo-rigidity-assumption to
study the effect of institutional labor rigidity(ILR) on the economic dynamics in a DSGE
framework. I find that, comparing to laissez faire market solution, ILR makes labor market less
volatile but more persistent, and rigidity in the labor market also gives rise to the humped-
shaped impulse responses of labor and output. Furthermore, we conduct a welfare analysis on
the optimal labor market policy and find ILR is not optimal in long run, however, in short-run
(up to 15 quarters), it improves utility of agents temporarily. Thus this timing effect could be the
reason why it is widely used by the “myopic” policymakers despite its inefficiency in long run.
After all, I argue that labor market rigidity plays an important role in the business cycles
fluctuations and has profound impact on the economic policies, which deserves more
researcher’s attention.
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The popularity of technical analysis (TA) among traders remains a conundrum, since the
standard economic theory rules out any persistent profits from speculation based on past price
information. Possible data snooping bias casts substantial doubt on the validity of the often
found profitability in the empirical research. We control the data mining bias and test the
profitability of 25,988 technical trading rules in FX market, for both the simple rules and
complex rules. We find the profitability documented in the literature is vastly overstated.
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