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Abstract: This paper investigates the latent block structure in the heterogeneous panel data model. It
is assumed that the regression coefficients have group structures across individuals and structural
breaks over time, where change points can cause changes to the group structures and structural
breaks can vary between subgroups. To recover the latent block structure, we propose a robust
biclustering approach that utilizes M-estimation and concave fused penalties. An algorithm based
on local quadratic approximation is developed to optimize the objective function, which is more
compact and efficient than the ADMM algorithm. Moreover, we establish the oracle property of the
penalized M-estimators and prove that the proposed estimator recovers the latent block structure
with a probability approaching one. Finally, simulation studies on multiple datasets demonstrate the
good finite sample performance of the proposed estimators.
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1. Introduction

Panel data models can fully utilize both cross-sectional and time-series information,
making them a popular tool in fields such as economics and finance. Traditional panel data
models often assume that the regression coefficients are homogeneous across individuals
and over periods, which is too rigid an assumption. In many real-world applications,
heterogeneity in individual and/or time dimensions is often observed. For example, in
precision medicine research, different subgroups of patients may respond differently to
treatments, while in economics, events such as the 2009 European debt crisis led to varying
debt-to-GDP ratios among European countries. Although these heterogeneous factors are
unobserved and latent, modeling them will bring significant improvement to data analysis.

Numerous estimation methods have been developed for panel data models with
heterogeneous coefficients, addressing two main sources of heterogeneity: individual and
period. To account for heterogeneity across individuals, a commonly used assumption
is that individuals can be classified into subgroups with identical coefficients within the
same subgroup but different coefficients across subgroups. Penalty-based methods have
been frequently used to cluster coefficients in the individual direction. Su et al. [1] propose
C-Lasso, a modified version of Lasso, for subgroup identification and coefficient estimation.
This method is based on a penalized objective function inspired by the fused Lasso method
introduced by Tibshirani et al. [2]. Wang and Zhu [3] study high-dimensional panel data
models using a concave fused penalty method for both subgroup identification and variable
selection and proved the asymptotic properties of the proposed estimator under specific
regularity conditions. To capture the heterogeneity that may exist over time, structural
breaks are often assumed. Qian and Su [4] use a group fused Lasso method to estimate
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both the number of breaks and model parameters simultaneously. Furthermore, Qian and
Su [5] employ an adaptive group fused Lasso approach that applies the shrinkage method
to PLS and PGMM estimations. Their method can consistently determine the number of
breaks and estimate the break dates with a probability approaching one.

However, these studies have two primary limitations. Firstly, they only account for
heterogeneity in one dimension, which may be insufficient for modeling complex data
prevalent in the era of big data. Secondly, their objective functions employ the least squares
loss which can result in substantial estimation bias when the data distribution contains a
heavy tail or outliers. Consequently, further research has been conducted to address these
issues. Some researchers have focused on the two-dimensional heterogeneous panel data
model, where the coefficients exhibit both subgroup structure and structural breaks. Okui
and Wang [6] allow the number, timing, and size of structural breaks to vary across different
subgroups and employ the K-means method and adaptive group fused Lasso method to
identify the individual group structure and structural breaks, respectively. Lumsdaine
et al. [7] study cases where the group structure of coefficients changes after the unknown
structural break and develop a novel iterative algorithm to estimate the coefficients and
recover the unknown structure. Additionally, some researchers have focused on robust
estimation. For example, Zhang et al. [8] set the objective function as the sum of L loss and
concave pairwise fused penalty when studying the panel data model with an individual
group structure and provide an easy-to-implement algorithm based on the idea of local
linear approximation [9] to find local minima. Cheng et al. [10] further generalize the L,
loss to a general loss function under the framework of M-estimation.

In this paper, we generalize the coefficient structure studied by [6,7] to a more general
block structure. The regression coefficients with a block structure exhibit both an individual-
group structure and temporal-structural breaks, where the individual-group structure can
change at change points, and the temporal-structural breaks can vary across different
groups. Furthermore, the regression coefficients are identical within the same sub-block,
while they exhibit heterogeneity across different sub-blocks. This block structure is highly
flexible and more general compared to the structures studied previously. Additionally, the
homogeneous panel data model, the panel data model with a group structure, and the
panel data model with structural breaks can all be viewed as special cases of the model
being investigated in this study.

We propose a robust biclustering method based on M-estimation and double concave
fused penalties for simultaneously recovering the unknown block structure and estimating
the regression coefficients. The M-estimator exhibits robustness to heavy-tailed distri-
butions and outliers, while the double concave fused penalty can automatically identify
potential block structure. We develop an effective algorithm utilizing local quadratic ap-
proximation to optimize the objective function, which is computationally more efficient
than the Alternating Direction Method of Multipliers (ADMM) [11] algorithm. Moreover,
we establish the asymptotic convergence property of the oracle estimator and prove that the
proposed estimator can recover the latent block structure with a probability approaching
one. Simulation experiments on multiple datasets demonstrate that the estimator proposed
in this paper has an excellent performance in finite sample situations. Additionally, models
based on L loss and Huber loss functions can achieve more accurate results than those
based on L; loss functions in the presence of heavy-tailed data distributions.

2. Materials and Methods
2.1. Model Setting
Given panel data observations {(xj;,y;),i = 1,--- ,N;t = 1,---,T}, this paper
explores a linear panel data model that accounts for the heterogeneity of intercept and slope
coefficients across both the individual and time dimensions. The model is represented as
follows,
Vie = pir + %18y vey, i=1,-- Nt=1,---T, 1)
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where y;; € R is the response variable, and x;; € RP=1 is the explanatory variable. The
intercept term y;; and the slope coefficient {;; € R'~! can vary across both individual and
time dimensions in the model. The random errors are assumed to be independent and
identically distributed with a mean of 0 and a standard deviation of ¢, and their distribution
is denoted by f.

We assume that the observed data are collected from an unknown, L? different blocks,
where the regression coefficients are homogeneous within the same block but heterogeneous
across different blocks. It is worth noting that the group structure and structural breaks can
be viewed as special cases of the block structure. Below, we provide the relevant notation
to describe this block structure.

Let B; = (pir, 1) " and z;; = (1,x}) ". Then, Equation (1) can be expressed as follows,

Vi =zaByten, i=1,-- ,Nit=1,---,T. @)

We denote the block structure as Z = {4, - - - , B0 }, where % represents the index
set of samples belonging to the kth sub-block. If the ith individual’s observation at time
t belongs to the kth sub-block, then (i, t) € %;. Let oc(l), cee, ago denote the real regression

coefficients corresponding to the L? sub-blocks, and let 8% be the real value of g;,. Then,

we have
o, if(it) € %,

ad, if (i,t) € %,,
4=y oz HGIe® ®
06(20 if (l, t) € ‘@LO'

In practical scenarios, the real block structure is often unknown. To recover the block
structure described above, it is necessary to estimate the number of sub-blocks, the index
sets of each block, and the block-specific coefficients.

2.2. Proposed Estimator

In this subsection, we propose a biclustering estimation method to automatically
recover the block structure without specifying the number of blocks and provide robust
estimates of regression coefficients via M-estimation and concave fused penalties. Let
B= (BBl Bir By Bun - Bur) | denote the coefficients to be estimated.
To recover the block structure under the fused sparse assumption, a natural idea is to shrink
the coefficient differences ||Bi+ — ,B].t/ || between two samples (i, t) and (j,t') that belong to
the same block % to zero. In the following, we present the objective function based on
M-estimation and concave fused penalty as follows,

T
Y- o =z Bi) + 3 Y PalllBie — Bitll)

t=1i<j

Py ([1Bix = B 1),

™M=

QB A7) =

Il
A
-

—_

4)

M=

+

Il
_

=14y

where the first term on the right-hand side is the regular loss function p in the M-estimation
literature. It satisfies several conditions, including being a continuous convex function on
R, almost everywhere differentiable except for a finite set of points, having a unique global
minimum at 0, and p(0) = 0. Commonly used loss functions such as least squares (L),
absolute deviation (L;), and Huber loss all satisfy these conditions. The second and third
terms are two fused penalty terms designed to identify the individual-group structure and
temporal-structure breaks.

Commonly used penalty terms include Lasso [12], Ridge [13], and Elastic net [14].
Ridge and Elastic net can shrink the fusion terms toward small values, but not exactly zero,
which makes it challenging to cluster coefficients within the same block. Lasso, on the
other hand, can shrink the fusion terms to exactly zero but has a tendency to introduce
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bias in the estimated coefficients. This bias can impact the accuracy of the parameter
estimates and potentially lead to suboptimal results in recovering the latent block structure.
To achieve both automatic recovery of the parameter structure and unbiased or nearly
unbiased estimation of coefficients, concave fused penalty functions have been proposed,
such as the smoothly clipped absolute deviation (SCAD) [15] and the minimax concave
penalty (MCP) [16]. In this paper, following the approach of Wang and Zhu [3], Ma and
Huang [17], Wang et al. [18], we use the SCAD penalty function with a tuning parameter A,

k
PA() = A [ (1= x/(Aa)) 5)

and the MCP penalty function with a tuning parameter v,

P, (k) :'y/(;kmin{l, (a—x/7)/(a—1)}dx, ©)

where the fixed parameter a controls the concavity of the penalty function, and k represents
pairwise differences in regression coefficients between individuals or periods. P, (k) and
P, (k) can compress some pairwise difference values ||, — ,Bjt|| and ||B;; — B, || to zero,
thereby recovering the block structure of the regression coefficients.

For a given A and <y, we define the proposed estimator as

-~

B(A, 1) = argmin Q(B; A, 7). )

/gERNTP

In the following, we abbreviate B(/\, 7v) as B when there is no ambiguity. Although the
penalty term in Equation (4) is concave and global minimum points are difficult to obtain,
local minimum points can be obtained through iterative algorithms. Ma and Huang [17] and
Wang et al. [18] apply the ADMM algorithm to solve the penalized optimization problem
by transforming it into a Lagrangian-constrained optimization problem. However, the
algorithm is computationally intensive and involves cumbersome steps. In this paper, we
develop a novel algorithm based on local quadratic approximation [15] to solve Equation (4).
In the next section, we provide a detailed derivation.

2.3. Proposed Algorithm

We propose a local quadratic approximation-based algorithm to solve Equation (7).
The local quadratic approximation algorithm was introduced by Fan and Li [15]. Specifi-
cally, given a non-zero value x as the initial value for the penalty function P, (|x|), we can
apply a first-order Taylor expansion on x? as follows,

P;‘(|x0‘)(x2—x%). (8)
2|xo

Pa(lx]) = Pa(()%) = Pa(lol) +

Specifically, let ﬁ(kfl) denote the estimate of B obtained after the (k — 1)th iteration.

At the kth iteration, we locally approximate p(-), Py(-), and P, (-) around ,B(k_l), which
yields

A
N T T g(k=1)
¢y — 5B )
=L ) s i — 2B
i=1t=1 2|y —z;B;; |
T PIBE Y =B
+ - ——1Bis — B;II” ©)
Egzw¥“4$W|’t”
SR ALYy o)
+Y Y 1By — By |2

k— k—
i=li<t ZHﬁEt 1)_/31%/ 1>H
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where ¢(+), P//\(~), and Ply() are the derivatives of p(-), Py(-), and P, (-), respectively. C
depends on ,B(kfl) and can be treated as a constant when solving for the kth estimator. By
minimizing Q%) (B;, A), we obtain gk

Equation (9) has an explicit solution. To simplify Equation (9), we first define some

symbols as follows,

Y =(yi1, V1T JYNL - UNT) |

Z; = diag(z{'l—f o, ,zl-TT), Z = diag(Zy,--- ,Zyn),

A = diag{\/¢(|Y — Zﬁ(k—1)|)/|y _ Z,B(k_l)|},

where the square root symbol /-, the function ¢(-), the division symbol -/, and the
absolute value function | - | represent the corresponding operations performed on each
element of the vector when they act on vectors.

Let ei(c) be an N-dimensional vector with 1 in the i-th dimension and 0 in the other

(

dimensions, and let etr) be a T-dimensional vector with 1 in the tth dimension and 0 in the
other dimensions. We define

89 = trr @ [(69 — )T @ lpup], 57 = vy @ [(6f) = )T @Tpsr],

where Ity T, Ipx p, and I« are identity matrices, and & represents the Kronecker product.

(r) for t < t to obtain

We concatenate (553) fori < jand (5t /

T T T T
(50 = ((ngZ) A rag\cl')fl,l\] )Tr 57’ = (552 A ,(sgle,T )T'

LetU = 4, ﬁ(kfl) and V = §,~1). U and V are both NTP-dimensional vectors that
canbe expressed as U = (u]}, -+ ,uy7) and V = (v]},- -+ ,vl1) ", respectively, where u;
and v;; are P-dimensional vectors. Let u;; and v;; be the L, norms of u;; and v, respectively.
LetU = (- ,int) ', V = (T11, -+, Ony) '

Thus, Equation (9) can be written as

QW(B,A) = 5 (Y~ ZB) AT Ma(Y ~ ZB) + 1A Mo+ 15T AT Asp+C, (10)

where A = {IM@ ./pg(u)/u] S, Ny = [Ipxp@gq/P;(V)/V} 5.

By minimizing the above equation, we obtain the iteration formula for the kth step,
BY) = (ZTATMZ + A2 T A+ 83 A3)1ZT A T Y. (11)

We repeat this iteration process until the norm of the difference between ,B(k) and
ﬁ(kfl) is smaller than a given threshold ¢ (set to 1e-5 in our experiments), at which point
the algorithm terminates. As noted by Hunter and Li [19], this algorithm belongs to the
class of MM algorithms, and its convergence is guaranteed.

To perform the iterative process, it is necessary to specify the initial value of the
regression coefficients. An appropriate initial value can reduce the number of iterations
and computation time. Following the approach of Wang et al. [18], we use ridge regression
to obtain the initial values. The specific formula is as follows,
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N T

]
BO) = argmin{}_ Y (vir — 24 Bi)® + A" L Y 11By — Byl 2

BERNTP j=1¢=1 t=1i<j

N
+r Y Y 1B — By 17} (12)
=1t

= argmin{|[Y — ZB|[+ A"[|cBI12 + 1" 168l |
ﬁe]RNTP

=(Z"Z+ 16" 5.+ 6) XY,

Here, A and v are tuning parameters, which are set to 1e-3 in all subsequent experi-
ments.

To select the optimal tuning parameters in the objective function, we use the modified
Bayesian information criterion (mBIC) [20], which has been widely utilized for hyperpa-
rameter selection in the field of heterogeneous structure recovery [8,10,21,22]. Notably,
Cheng et al. [10] have demonstrate the selection consistency of mBIC within the context
of subgroup identification tasks under the framework of M-estimation. In this paper, we
denote the mBIC as follows,

1 &L ~ loglog(NT —
mBIC(A, 7) = 1og<NT Y Y oy — zitT,Bit)> + c%é) log(NTP)L(A, 7)P, (13)
t=1

where Lm) is an estimate of the number of sub-blocks, and ¢ is a constant. In this
paper, when p is the L, loss, we follow the setting of Ma and Huang [17] and set ¢ = 10;
when p is the L; loss, we follow the setting of Zhang et al. [8] and set ¢ = 5; when p is
Huber, we also set ¢ = 5. To search for the optimal values of the parameters A, 7, and
the controlling parameter 2 in the penalty functions, we use grid search to traverse the
ranges of [Amin, Amax], [Ymin, Ymax], @nd [amin, 4max], respectively, with a given step size.
We calculate the mBIC value for each combination of A, 7y, and a. The combination that
results in the minimum mBIC is selected as the optimal tuning parameters, which are then
used to obtain the final estimation result.

2.4. Asymptotic Properties

We first investigate the property of oracle estimator. If the underlying block structure
B ={% :1=1,..L% is known, the oracle estimator is defined by

L
& =argmin{y_ Y p(yi—zjm)}, (14)

wxeRPLO  I=1(i,t)eB,
where @ = (af, ..., al)T. The oracle estimator is unavailable in practice because it assumes
the knowledge of the real block structure, but it plays a significant role in theoretical
analysis.

First, we define some notations. Let z;, denote the pth element of z;;. Amin (+)
and Amax(-) denote the minimum and maximum eigenvalues of a matrix, respectively.
Let ¢ denote the derivative of p, 47, and 4)” denote the first and second derivatives of
¢, respectively, and f denotes the first derivative of the distribution function f of e;;.
Sp = {d € 2" : ||d||*> = 1} denotes the unit sphere in Z".

Since p may have nondifferentiable points, its derivative ¢ may have discontinuities.
Therefore, we need to classify and discuss ¢ according to its properties. Following the
method of He and Shao [23], we classify ¢ into two categories: smooth function and jump
function. When ¢ is Lipschitz continuous on its domain, we call it a smooth function; when
¢ has a finite number of jump points but is Lipschitz continuous on the intervals between
two adjacent jump points, we call it a jump function. It is clear that L, loss and Huber loss
are smooth functions, while L; loss is a jump function.
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We introduce the following assumptions.
(A1). There exists a constant M; such that

Xipp| <My, VIKi<N1<t<T,1<p<P,
P p

and there exist two positive constants C; and C; such that

1 1
Cl < /\min<Z\ITZTZ> < Amax(m—,z—rz> < CZ-
(A2). L°P = O((NT)<), for some 0 < ¢1 < %
(A3). When the loss function is a smooth function, 4)’ and 4)” are bounded by ¢y =
E¢'(ei;) € (0,00); when the loss function is a jump function, ¢, f, and f  are bounded by

0 == [T 9(n)f (r)dr € (0,00).
N T
(A4). supy 4 cs, 121 tzl |z} dy |z} da|? = O(NT).
1= =

Remark 1. Assumption (A1) is a regularization assumption on the design matrix, where the
minimum and maximum eigenvalues of (NT)"'Z" Z are bounded by constants, which is a
common assumption in heterogeneity panel data analysis based on concave fused penalties; see
Ma and Huang [17], Ma et al. [22], Wang and Zhu [3], etc. Assumption (A2) allows the real co-
efficients dimension LOP to increase with the sample size NT but at a slower rate. Assumption
(A3) provides bounds on the loss function and error term distribution for different types of ¢. This
assumption is used by He and Shao [23] to prove the asymptotic normality of the M-estimator in
linear regression models. For commonly used loss functions in the M-estimation field (such as Ly,
Ly, and Huber) and commonly used error term distributions (such as normal and t-distributions), it
is easy to prove that assumption (A3) is satisfied. Assumption (A4) further imposes restrictions on
the design matrix, where if z;; is a vandom sample from a P-variate distribution and for any d € Sp,
E(|d" z;|*) that is uniformly bounded, then assumption (A4) holds, obviously.

Under these assumptions, we can obtain the consistency properties of the oracle
estimator.

Theorem 1. Under assumptions (A1)-(A4), we have

~ [LOp ~ LOP|Bmax|
0 0
||“_“:Op< NT)'H'B_ﬁH:Op( NTIMX>/

~ Lop
—_ g9 = il
S;ltpHﬁit 1t|| OP( NT)'

We can also provide the asymptotic normal theory for the oracle estimator (Proof of
Theorem 1 in Appendix A.1).

Theorem 2. Under assumptions (A1)—(A4), we have
NTdT (& — %) /o(d) — N(0,1),

where 02(d) = (coE¢?(er))*d" (Z" Z)d, and d is a PL x 1 vector such that ||d|| = 1 (Proof of
Theorem 2 in Appendix A.2).

Let b denote the minimum difference between coefficients of any two sub-blocks,
ie, b =min| o) — a?, ||. Let |Zmin| denote the sample size of the smallest sub-block. Let
1#]

pa(s) = APy (s) and p,(s) = 7~ 1P, (s) denote the standardized penalty functions, where
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p:\(s) and p;(s) are their derivatives. To derive the asymptotic properties of our proposed
estimator, additional assumptions are required.
(A5). For any ¢ < ¢y < 1, there exists My > 0 such that

(NT)1=2)/2p > M;,

where c; is defined in Assumption (A2).
(A6). There exist two positive constants c3 and ¢4 such that for any €;; and ¢ € [—c3, c3],
we have
P(|p(eit + )| > x) < 2exp(—cax?).

(A7). The normalized penalty functions p, (s) and p,(s) are symmetric non-decreasing
functions that are convex on [0, ). We have p,(0) = p,(0) = 0. There exist positive
numbers @ > 0 and @ > 0 such that p,(s) and py(s’) are constant when s > aA and
s > a'vy, respectively. The derivatives p;(s) and p;(s) are continuous except at a finite

number of points, and p;\(O—{—) = p;(O—}—) =1.

Remark 2. Assumption (A5) provides the minimum difference in regression coefficients between
different sub-blocks, which is essential for the separability of the coefficients. Assumption (A6)
further restricts the error term, which is relatively mild for M-estimators. Specifically, when p is the
Ly loss, ¢(€i1) = 2ej, and assumption (A6) is equivalent to requiring that the error term €;; has
sub-Gaussian tails, which is a common assumption in the field of high-dimensional statistics. When
p is the Ly or Huber loss, assumption (A6) obviously holds because ¢ is bounded by a constant.
Assumption (A7) restricts concave penalty functions, which can be easily verified to be satisfied by
SCAD and MCP, where positive a and a’ control the concavity of the penalty function. It should
be noted that when s > aA, pl)‘(s) is constant. This means that when (i,t) and (j,t') belong to
different sub-blocks, the fused penalty term p,(||B;, — By ||) tends to be constant; i.e., it does not
compress the coefficient differences of different sub-blocks.

Theorem 3. Under assumptions (A1)~(A7) and max (A, ) = o((NT)~(1-22)/2), n\if(i W =
0(1), the oracle estimator is a local minimizer of the objective function with probability tending to one,

i.e.,as both N and T — oo, we have

Vim PB=F) 1

Under the conditions of Theorems 2 and 3, we can obtain the following corollary
(Proof of Theorem 3 in Appendix A.3).

Corollary 1.
NTd" (& — o) /o(d) — N(0,1),

where 0> (d) = (00154)2(6#))7101T (Z"Z)d, and d is a PL x 1 vector such that ||d|| = 1.

In practice, the distribution of €; is unknown, and the estimate of Efpz(e,-t) can be
taken as

—

E¢2(ey) = (NT—LP)"!

1=
1+

(o —ziB0)]

I
—
-
Il
—_

When ¢(+) is a smooth function, the estimate of ¢ is denoted as

N T

o= (NT)'Y 247,(]/# — 2 By)-

i=1t=1
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3. Simulation
3.1. Simulation Setting

This section presents two artificially constructed examples to investigate the finite-
sample performance of the proposed estimator. The simulated data are independently
generated from the following model,

Vi = pis +xkbn, +ey, i=1,.,N; t=1,.,T,

We consider different combinations of the number of individuals N, the time range
T, and the dimension of the regression coefficients P. For each combination of (N, T), we
change the distribution of €;; from normal to heavy-tailed and compared the estimation
results under different loss functions, including L1, Huber, and L2 loss.

We use the MCP penalty function in the experiment, as SCAD yields similar results
and is therefore not presented. The maximum number of iterations is set to 50, and the
threshold ¢ is set to 10°. The algorithm terminates when the number of iterations exceeds
50 or the update range of coefficients is less than 107>. Each group of experiments is
repeated R = 100 times. In each experiment, we perform a grid search to select the optimal
tuning parameters A, 7, and 4 by comparing the mBIC values. The range of A and 7 is
[0.1,1.5] with a step size of 0.2, and the range of a is [2,10] with a step size of 2. We utilize
the following metrics to assess the systematic error of the regression coefficient estimation
and the precision of the block structure recovery.

1. RMSE: root mean square error between the estimated parameter E and the real

23 plE B
R = VNTP

2.  Bias: bias between the estimated parameter B and the real parameter S°.

parameter g°.

[0 E
= & | NTP |Bitp = Pipl
R/F|NTP 55,3 R
3. Per: the percentage that the estimated number of blocks and the real number of blocks
are equal.

L& o
ﬁzll(L’:L)
r=

4. ERI: The Rand Index (RI) is used to evaluate the accuracy of clustering, which ranges
between 0 and 1, with higher values indicating better performance. Motivated by the
formation of RI, we can calculate individual or period-specific RIs, denoted as RI; or
RI;, respectively. We define ERI as the averages over all periods and individuals, as
follows,

ERI =1 liRI +l§RI'
2 Tt:l t Nizl l

3.2. Simulation Examples

Example 1. In this example, we generate simulated data from the following model,
Vie = pir + Xigllig + €3, 1=1,--- ,N; t=1,---,T,

where xj; = 2 X ej and ejy are independent and identically distributed standard normal random
variables. The intercept term i and slope coefficients 1;; have dimension 1 and exhibit the same
block structure. As shown in Figure 1, we construct three sets of panel data by varying the
combinations of N and T. Each set of data can be partitioned into two sub-blocks %, and %,,
corresponding to coefficients B, = (2,3) and B, = (2,5), respectively.
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To verify the robustness of the proposed method, we consider three scenarios for
generating €;;. Scenario 1 (normal distribution): €;; ~ N (0,1). Scenario 2 (heavy-tailed
distribution): €;; ~ 0.5 x (3), where £(3) denotes the Student’s t-distribution with 3 degrees
of freedom. Scenario 3 (mixture distribution): €;; ~ 0.3 x N(0,0.5%) 4+ 0.2 x N(0,52).

We obtain nine groups of panel data by varying the combinations of (N, T) and the
distribution of €j;. For each group of data, we compare the performance of the oracle
estimator, the Li-loss-based estimator, the L,-loss-based estimator, and the Huber-loss-
based estimator. The oracle estimator is the estimator when the block structure is known,
and for convenience, we use the L, loss as its loss function, so the oracle estimator has
an explicit solution. The estimators under an unknown block structure are influenced by
the tuning parameters A, 7, and a. We use a grid search method to obtain the optimal
hyperparameter combination following the setting in Section 2.3. Additionally, there is an
extra parameter ¢ in the Huber loss function to control the shape of the loss function, and
we use the default value of 1.345.

N=16

8
T=16
(a) (b)

16

16
T=32
(e)

Figure 1. Block structures corresponding to different combinations of N and T in Example 1. The
orange regions correspond to block 1, and the blue regions correspond to block 2. (a) shows the
block structure for N = T = 16. (b) shows the block structure for N = T = 32. (c) shows the block
structure for N = 16 and T = 32.

Example 2. In this example, we adopt the block partitioning method under different combinations
of (N, T) as in Example 1 with the difference being an increase in the dimension of the regression
coefficients from 2 to 4. The model is specified as follows,

Vit = Wit + X itn + XiWiep + XigWig + €, i =1, Nt =1,--- T,
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where the real coefficients of the first block are B; = (2,3, —2,1), and those of the second block are
B, = (—2,1,3,—1). The explanatory variables (xj1,Xj, Xi3) are generated from a multivariate
normal distribution with mean (0,0,0) and covariance matrix

1 05 025
05 1 05
025 05 1

The error term € is generated according to the same mixture distribution as in Example 1. We
obtain three sets of panel data for different combinations of N and T.

For each set of data, we compute the oracle estimator and the estimator for the
unknown block structure following the same procedure as in Example 1. Then, we analyze
various result indicators to investigate the performance of the proposed method as the
dimension of the regression coefficients increases.

Example 3. To evaluate the effectiveness of a dual-penalty in handling two-dimensional heteroge-
neous panel data, we conduct an ablation experiment by removing either the individual dimension
penalty or the time dimension penalty from the objective function (4) and comparing the results
with the full objective function that includes both penalties.

We use a set of simulated data from Example 1, where the data have a dimension of
N = T = 32, the error term follows a standard normal distribution, and the loss term in
the objective function is the L, loss.

3.3. Simulation Results

Tables 1-3 display the simulation results for Example 1, corresponding to three differ-
ent distributions of the error term. In each table, we consider three combinations of (N, T),
reporting the results of the oracle estimator when the block structure is known, and the
results based on three different loss functions when the block structure is unknown. The
objective function for obtaining the oracle estimator is set to use the L; loss. Since obtaining
the oracle estimator is difficult in practice, we use it only for comparison. We report the
mean and standard deviation of 100 repeated experiments, with the standard deviation
displayed in parentheses.

Table 1. Experimental Indicators of Each Combination When the Error Term is Normally Distributed
in Example 1.

N, T) Model Rmse Bias Per ERI
Oracle 0.034 (0.025) 0.056 (0.021)
(16, 16) L1 0.040 (0.031) 0.087 (0.041) 0.99 0.998 (0.002)
’ L, 0.039 (0.026) 0.073 (0.030) 1 0.999 (0.001)
Huber 0.039 (0.026) 0.075 (0.031) 1 0.998 (0.001)
Oracle 0.020 (0.015) 0.039 (0.014)
(16, 32) Ly 0.024 (0.020) 0.068 (0.034) 1 0.999 (0.001)
' L, 0.021 (0.016)  0.040 (0.020) 1 0.999 (0.001)
Huber 0.022 (0.016) 0.041 (0.018) 1 0.998 (0.001)
Oracle 0.015 (0.012) 0.028 (0.011)
(32,32) L1 0.016 (0.014) 0.035 (0.021) 1 0.998 (0.001)
’ L, 0.016 (0.011) 0.028 (0.012) 1 0.999 (0.001)
Huber 0.016 (0.010) 0.028 (0.012) 1 0.999 (0.001)

In Table 1, the error terms follow the standard normal distribution. Simulations based
on L loss and Huber loss perform similarly to those based on L loss. In terms of coefficient
estimation, when N = T = 16, the L; loss slightly outperforms L1 and Huber losses, but as
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N and T increase, the differences among the three simulation results diminish, and they
all approach the oracle estimator. In terms of structural recovery, the Per metric equals 1
in the second and third combinations of (N, T'), indicating that the estimated number of
blocks equals the actual number of blocks. The ERI metric approaches 1, indicating that the
method accurately classifies the samples into the correct sub-blocks.

Table 2. Experimental Indicators of Each Combination When the Error Term is t-Distributed in

Example 1.
(N, T) Model Rmse Bias Per ERI
Oracle 0.024 (0.020) 0.046 (0.022)
(16, 16) Ly 0.023 (0.018) 0.058 (0.032) 0.98 0.998 (0.001)
! Ly 0.026 (0.021) 0.063 (0.039) 0.89 0.983 (0.011)
Huber 0.024 (0.019) 0.060 (0.035) 0.99 0.998 (0.001)
Oracle 0.016 (0.013) 0.030 (0.011)
(16, 32) Ly 0.017 (0.013) 0.041 (0.019) 1 0.999 (0.001)
! Ly 0.023 (0.018) 0.054 (0.033) 091 0.987 (0.006)
Huber 0.018 (0.014) 0.043 (0.028) 1 0.998 (0.002)
Oracle 0.012 (0.009) 0.021 (0.009)
(32, 32) Ly 0.012 (0.009) 0.032 (0.012) 1 0.999 (0.001)
’ Ly 0.015 (0.012) 0.037 (0.023) 0.94 0.993 (0.004)
Huber 0.012 (0.010) 0.033 (0.022) 1 0.999 (0.001)

In Table 2, the error terms follow a heavy-tailed t distribution. It is evident that
the results based on L; loss and Huber loss outperform those based on L, loss. When
N = T = 16, we even observe that the RMSE metric based on L; loss is slightly lower
than the oracle estimator based on L, loss. This is because the heavy-tailed distribution
increases the probability of outliers in the simulated data, and L loss is more sensitive
to outliers than L loss. As N and T increase, the results based on L; and Huber losses
approach the oracle estimator, and the RMSE and Bias metrics for coefficient estimation
become increasingly closer to those of the oracle estimator. The Per and ERI metrics reach
or approach 1, indicating that the method accurately recovers the block structure.

In Table 3, the error terms follow a mixture of normal distributions with a stronger
heavy-tailed effect. The simulation results are worse than those of the previous two cases,
but those based on L; loss and Huber loss are still better than those based on L, loss. As N
and T increase, the Per and ERI metrics gradually approach 1. This simulation experiment
also confirms the robustness and block structure recovery ability of the proposed estimator.

Table 3. Experimental Indicators of Each Combination When the Error Term Follows a Mixture
Distribution in Example 1.

(N, T) Model Rmse Bias Per ERI
Oracle 0.044 (0.037) 0.084 (0.038)
(16, 16) L1 0.054 (0.038) 0.122 (0.056) 0.79 0.986 (0.012)
’ L, 0.081 (0.066) 0.162 (0.098) 0.42 0.943 (0.037)
Huber 0.057 (0.065) 0.151 (0.117) 0.74 0.980 (0.011)
Oracle 0.034 (0.025)  0.062 (0.025)
(16, 32) Ly 0.049 (0.034) 0.112 (0.530) 0.81 0.986 (0.010)
' L, 0.088 (0.075)  0.207 (0.129) 0.49 0.953 (0.028)
Huber 0.051 (0.040)  0.118 (0.073) 0.76 0.984 (0.010)
Oracle 0.023 (0.017) 0.044 (0.017)
(32,32) L1 0.032 (0.024) 0.086 (0.066) 0.89 0.989 (0.005)
’ L, 0.061 (0.073) 0.149 (0.106) 0.62 0.971 (0.021)
Huber 0.044 (0.046) 0.093 (0.068) 0.83 0.987 (0.007)
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Below, we analyze the performance of the proposed estimator as the dimension of the
coefficient P increases. In Table 4, the error term follows a heavy-tailed mixture normal
distribution. Increasing P makes coefficient estimation and block structure recovery more
challenging, but the performance metrics corresponding to L; loss and Huber loss remain
superior to those of L loss. As N and T increase, all performance metrics of the estimator
improve significantly, and the Per metric corresponding to L; loss approaches 0.9 when
N=T=32

Table 4. Experimental Indicators of Each Combination When the Error Term Follows a Mixture
Distribution and P = 4 in Example 2.

N, T) Model Rmse Bias Per ERI
Oracle 0.044 (0.037)  0.084 (0.038)
(16, 16) L1 0.054 (0.038) 0.122 (0.056) 0.79 0.986 (0.012)
’ L2 0.073 (0.062) 0.157 (0.093) 0.42 0.943 (0.037)
Huber 0.057 (0.045)  0.151 (0.087) 0.74 0.980 (0.011)
Oracle 0.034 (0.025) 0.062 (0.025)
16, 32) L1 0.049 (0.034)  0.112 (0.053) 0.81 0.986 (0.010)
’ L2 0.070 (0.063) 0.154 (0.091) 0.49 0.953 (0.028)
Huber 0.051 (0.040) 0.118 (0.073) 0.76 0.984 (0.010)
Oracle 0.023 (0.017) 0.044 (0.017)
(32, 32) L1 0.032 (0.024) 0.086 (0.066) 0.89 0.989 (0.005)
’ L2 0.061 (0.073)  0.149 (0.106) 0.62 0.971 (0.002)
Huber 0.044 (0.036)  0.093 (0.068) 0.83 0.987 (0.007)

Finally, we present the results of the ablation experiment with fused penalty terms.
Since the simulated data have a block structure, setting penalty terms only in one dimension
cannot effectively compress the coefficient differences in the other dimension and thus
cannot recover the block structure. Hence, we report only the results of the RMSE and
Bias metrics in Table 5. The performance of the double-penalty method exceed those of
any single-dimensional penalty method by a large margin, indicating the necessity of
biclustering analysis for block panel data. The double-penalty method not only recovers
unknown structures but also greatly reduces the estimation error of the coefficients.

Table 5. Ablation Experiment of Penalty Terms in Example 3.

Model RMSE Bias
Oracle 0.015 (0.012) 0.028 (0.011)
Double Penalties 0.016 (0.011) 0.028 (0.012)
Individual Penalty Only 0.155 (0.119) 0.799 (0.342)
Temporal Penalty Only 0.226 (0.130) 0.440 (0.154)

4. Discussion

Panel data models with heterogeneous coefficients have gained a lot of attention in
various fields due to their ability to capture complex data patterns. In this paper, we
extend the existing literature by proposing a more general block structure that captures
heterogeneity in individual and time dimensions in a flexible manner. Our proposed
model exhibits both an individual-group structure that can change at change points and
temporal-structural breaks that can vary across different groups. A robust biclustering
method based on M-estimation and double concave fused penalties is developed to es-
timate the coefficients, which can handle heavy-tailed data and outliers. Under certain
regularity conditions, we established the asymptotic normality of the oracle estimator and
the proposed estimator. Numerical simulations have validated the excellent finite-sample
performance of our proposed method by evaluating the recovery of unknown structures as
well as the estimated bias of regression coefficients. Furthermore, in our numerical simula-
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tions, we specifically investigate the performance of our proposed model in the presence
of heavy-tailed distributions, which highlights the superior performance of our proposed
method in handling outliers. We believe that our method has potential applications in
various fields where data exhibit complex heterogeneity.

Despite the progress made, there are still some limitations and further research topics
that warrant further exploration. First among these is the lack of convergence proof for the
Bayesian information criterion. To achieve this, more regularization assumptions would
be required for the distribution of covariates and error terms. For relevant work in this
area, researchers can consider the methodology proposed by Cheng et al. [10] for clustering
individual group structures. A second challenge arises from the high-dimensional matrix
calculations involved in the algorithm for solving the objective function. The computational
requirements increase exponentially with N and T. To address this issue, the divide-and-
conquer method can be used for parallel computation to improve the algorithm’s efficiency.
Finally, variable selection through L1 penalty on covariates is another promising area for
further research, particularly in situations with high-dimensional covariate dimensions P.
These areas of investigation will be the topic of future studies.
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Appendix A

In the appendix, we provide the proofs of Theorems 1-3.

Appendix A.1. Proof of Theorem 1
Here, we present the proof of Theorem 1. The first conclusion of Theorem 1 follows

directly from Example 1 in He and Shao [23].
Since |[a — &[] = O, (\/g ) , there exists a positive constant C such that || — 0| <
C %(;—%J Using the relationship between & and B, we have
10
1B-BIP=) ¥ & —wplf
I=1 (it %

LU
< [Pmax] Z |[a; — 0‘10||2 (A1)
=1
= | Bmax||[@ — “O||2
< C?LOP| B max|
- NT ’

a LOP| Brmax
Thus, ||B — B°]] < Cy/ P mad.

Finally, applying a simple inequality yields

= ~ ~ Lop
sup [ By, — B || = sup [[& — f || < [[@ —a®[| < Cy/ S (A2)
it )

This completes the proof of Theorem 1.
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Appendix A.2. Proof of Theorem 2
By assumption (A2), there exists 0 < ¢ < § such that L°P = O((NT)“!). Clearly,

(L°P)3(log(L°P))? = o(NT). (A3)
Therefore, by Example 1 in He and Shao [23], the result of Theorem 2 follows directly.

Appendix A.3. Proof of Theorem 3

We partition the block structure of regression coefficients as follows: we first divide
the samples into C groups according to the group structure in the dimension of individuals;
then, we partition them into K time periods according to the structural breaks in the
time dimension (if there exist structural breaks for any individuals at given time period,
we perform segmentation on all individuals instead of splitting individuals under given
groups). In this way, we obtain KC sub-blocks, which obviously exceeds the number of
true sub-blocks. Let %, be the set of sample indexes that belong to both the cth individual
group and the /-th true sub-block, and let % be the set of sample indexes that belong to
both the kth time group and the /th true sub-block. Denote

N T
L(B) =Y lewif —z}By), (A4)
i1 t=
T N
P(B) = ZIZPA(IIﬁu —Bill) + 21 Y Py(l1Bi = By ll), (A5)
t=1i<j =1ty
L
@)=Y Y plyi—ziem), (A6)
I=1(i,t)e %

c
PP () =AY Y (1Bl | By Doa(llar — ap )

I<l' =1

K
+r Z Z(I%klle@yﬂ))m(ﬂwz - al/H)/
1<l k=1

(A7)

where the variable | %, | denotes the number of samples belonging to both the cth individual
group and the Ith true sub-block, while | %) | represents the number of samples belonging
to both the kth time group and the /th true sub-block. To simplify the notation without
creating confusion, we use Q() to refer to the objective function in Equation (4), which is
defined as

Q(B) = L(B) +P(B), (A8)
and let
Q7 (w) = L” (&) + P” (a). (A9)

Let M4 denote the set of RNTP coefficients with a block structure. We define a
mapping T : My — RLP, which maps a block-structured NTP-dimensional vector
to an LP-dimensional vector . Here, « = (oclT,- - ,aI)T is the concatenation of L P-
dimensional vectors, with the /th vector «; representing the coefficients for the Ith sub-block.
Additionally, we define a mapping T% : RNT? — RLP which maps any NTP-dimensional
vector B to an LP-dimensional vector a based on the block structure of % as follows. For
any B = {B11,---,Bir,---Bi1, - Bur} and B = {2, - -- 1}, the mapping process is
given by

T%):{wl L pheeda? % ﬁz}- (A1)

(i,t)Gggl (i,t)G%L
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From the properties of the mappings T and T?, it follows that for any B € Mg,
we have T(B) = T#?(B), P(B) = PZ(T(B)). Let « = T(B), then P(T ' (x)) = P# ().
Therefore, we conclude that,

Q(B) = Q”(T(B)), Q7(w) =Q(T '(a)). (A1)

We denote the true regression coefficients as ° and &, and the oracle estimators as B
and «. Then, we define the set

- {ﬁ < BT s sup |, — Bl < /5 ?} (A12)

We now prove Theorem 2 in two steps.
(i) Let B € ©y, and denote B* = T~1(T#(B)). For all B* # B, we have Q(B*) > Q(B)
with a probability tending to 1.
(ii) Define the set ®, = {B;; : sup||B; — ,IAZl-t|| < s}, where s is a positive sequence.
it

When s is small enough, we have Q(B) > Q(B*) with a probability tending to 1 for all
B €O NO,.

Clearly, if (i) and (ii) are proved, then for any B € @; N ©,, we have Q(8) > Q(B),
which means that the oracle estimator B is a local minimum of Q(B), and this conclusion
holds with probability tending to 1.

The proof for (i) is as follows. Let &« = T#(B); then,

2
2
-1
suplls —af = sup 7 T B~
1 1 (iLH)es
2
=sup||#|" Y (Bi-BY)
l lt)eﬂz
. (A13)
<supla " Y |8 g
I (it)€%B
0112
= S‘}fPHﬁit — Bi
i
0
L
— NT
therefore, all | and l/, the following inequation holds,
Lop
g = a1 2 1] — a] ~ 25up o —afl| 2 02y (A14)

Using the inequality from assumption (A5), (NT)(1=<)/2p > M,, and the condition
max(A,q) = o((NT)~(1-2)/2) we can obtain

LOP /
b—24/ —= > max(aA,a vy), (A15)

NT
Therefore, assumption (A7) implies P#(«) = C, where C is a constant, and Q% (x) =
L” (&) + C. Since & is the global minimum of L% («), it follows that Q% («) > Q% (&) for
any a # «. Finally, using (A11), we have Q% (a) = Q(T (&) = Q(B) and Q¥ (&) = Q(B),
so Q(B*) > Q(B) for any B # B. This completes the proof of conclusion (i).
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Continuing with the proof for result (ii), we define two functions
T N
Pi(B) =Y Y PalllBy = Bill), P2(B) =3 Y Py(l1By — By ) (Al6)
t=1i<j i=1

By Taylor expanding around B;,, we can decompose the difference of the objective
function into three parts,

Q(B) —Q(B") =T1+T2+T3 (A17)
where each part takes the following form:
Iy = L(B) - L(B), (A18)
aP ( .
n-yy gﬁ (Bit = Bio)s (A19)
t=1i=1 it
P, (
I3 = 2 Z 523/3 :th - ﬁ;kt) (A20)
i=1t=1 it

Here, B" = 0B+ (1 — 0)B*, where 0 is a scalar between 0 and 1.
First, let us handle the first part,

N T
= 2 Z p(yit — zit ﬁzt) p(yit — Zth:B:kt))

I\
—
-
Il

¢(yir — 21 Byt )zt (Byy — By (A21)

I
sz
-

I
—
-
Il
—_

P(eir + ZiTt(ﬁ?t - I-"?Z))Zl(ﬁu - Bi)-

I
'F‘ﬂz
1+

I
—
-
Il
—_

By Assumption (A6) and z;} (B — B¥) = 0,(1), we can deduce that,
P(¢(ei + zit (B — Bit)) > /log(NT)) < 2(NT)™%, (A22)

which implies that as N and T approach infinity, ¢(e;; + z,} (8% — BI})) < /log(NT) holds
with probability tending to one. Thus, we can bound I'; as follows,

N

rl 2 _ZZF\/W zt ﬁlt ﬁzt
i=1t=1
L
=-) X FW zi (B — |21 Z ,B]t
1=1 (i,t) B, e,
L (A23)
=-Y L Vel lesWND)# = (B - By)
I=1 (i), (it ) ey
Sy T g NT) B VEMIB, — Byl

I=1 (i), (it ) e 5By
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For I'; and I'3, using the results from Wang et al. [18] and Fang et al. [24], we have

w
EF14
MP‘ TMh

Y 0 (4918 — Ball,

1), (e Bi<i

N (A24)
327T) Y @)yl
i=11=1 (i 4), (i f Ye By t<t’
Finally, by combining the above results, we can obtain
L
Q(B) —Q(p") = _42 Z V Cil\/ log(NT)|%min|_1\/ﬁM1||ﬁit_ﬁjt’”
I=1(it), (.t Ye By i<ji<t
L T N ,
2 X '(45) +Z > 10 (48)][1Bit — B |
=1 t=1(i rf),(j,f)e%,iﬂ L@, (it yedy <t (A25)

L
>4y Y o 0g(NT) B VEM B, — By

I=1(it), (.t Ye By i<ji<t
L
+) ) min(A, 7)o (45)[|B; — By |-
I=13ip), (.8 Ve By i<ji<t

Ass — 0, p (4s) — 1. Moreover, since % =0(1), we have Q(B) — Q(B*) > 0.

This completes the proof.
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