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ABSTRACT ARTICLE HISTORY

We study one particular type of multivariate spatial autoregression (MSAR) model with diverging dimensions Received August 2024

in both responses and covariates. This makes the usual MSAR models no longer applicable due to the high Accepted August 2025
computational cost. To address this issue, we propose a factor-augmented spatial autoregression (FSAR)

model. FSAR is a special case of MSAR but with a novel factor structure imposed on the high-dimensional =~ KEYWORDS

random error vector. The latent factors of FSAR are assumed to be of a fixed dimension. Therefore, they E'Vers'ﬁEd projecz"o"S;.

can be estimated consistently by the diversified projections method, as long as the dimension of the actor-augmented maximum

. L . N X X X likelihood estimator;
multivariate response is diverging. Once the fixed-dimensional latent factors are consistently estimated, High-dimensional spatial

they are then fed back into the original SAR model and serve as exogenous covariates. This leads to a data; Latent factor model
novel FSAR model. Thereafter, different components of the high-dimensional response can be modeled

separately. To handle the high-dimensional feature, a smoothly clipped absolute deviation (SCAD) type

penalized estimator is developed for each response component. We show theoretically that the resulting

SCAD estimator is uniformly selection consistent, as long as the tuning parameter is selected appropriately.

For practical selection of the tuning parameter, a novel BIC method is developed. Extensive numerical studies

are conducted to demonstrate the finite sample performance of the proposed method. Supplementary

materials for this article are available online, including a standardized description of the materials available

for reproducing the work.

1. Introduction datasets with high-dimensional multivariate responses are
becoming increasingly available (Zhang, Xu, and Zhu 2022;
Chen et al. 2025). Consider, for example, a regional economic
dataset from China. The full dataset contains a total of 287
cities and 112 macroeconomic indicators. The objective here
is to study the spatial spillover effects of regional economics,
which is a problem of great importance for understanding
spatial economic dynamics and regional economic growth in
macroeconomic research (Anselin 1988; Zhou et al. 2023). For
this dataset, each region can be treated as a node, which is
spatially connected with others. This makes the SAR model a
natural choice in empirical economics literature (Blasques et al.
2016; De Paula, Rasul, and Souza 2025). In addition to the spatial
structure, we also observe a large number of economic indicators
for each region (i.e., node). This leads to a high-dimensional
response vector for each region. As a consequence, the MSAR
models of Yang and Lee (2017) and Zhu et al. (2020) are
difficult to apply directly. This is mainly because the associated
computational cost becomes extremely expensive if the response
dimension is relatively high. This interesting dataset motivates
us to develop a novel method, which is able to model spatial
dependence for datasets with high-dimensional responses.

To this end, we propose a factor-augmented SAR approach.
This method assumes a standard SAR model for each compo-

Spatial data are frequently encountered in various statistical and
econometric applications (Fujita, Krugman, and Venables 2001;
Yin et al. 2022; Zhou et al. 2023). These applications include,
but are not limited to, environmental analysis (Zhou et al. 2023),
geographical science (Yin et al. 2022), political economics (Yu,
Zhou, and Zhu 2016), and many others. To model the spatial
dependence among multiple subjects/nodes, a variety of spatial
autoregressive (SAR) models have been developed and exten-
sively studied (Kelejian and Prucha 1998; Lee and Yu 2010;
Huang et al. 2019). A number of estimation methods have been
proposed, and their corresponding statistical properties have
been carefully studied. Those estimation methods include, the
quasi-maximum likelihood estimation (QMLE) method (Lee
2004), the generalized method of moments (GMM) (Lee 2007),
the least squares estimation (LSE) methods (Huang et al. 2019),
and many others (Su 2012).

It is remarkable that those classical SAR models are applicable
only to datasets with univariate responses. In other words, only
a univariate response is collected for every subject/node in a
spatial/network dataset. However, in real-world applications,
multivariate responses are frequently encountered. This leads
to various multivariate spatial autoregressive (MSAR) models
(Yang and Lee 2017; Zhu et al. 2020). Moreover, real network
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nent of the high-dimensional response. By doing so, the spa-
tial dependence structure can be flexibly modeled for different
response components in a parallel way. This leads to a high-
dimensional error vector for each node. To analyze the high-
dimensional data, various factor modeling techniques have been
developed (Fan, Fan, and Lv 2008; Bai 2012; Lam and Yao 2012;
Fan and Liao 2022). We are then inspired to impose a factor
model on this high-dimensional error vector. This leads to a new
type of SAR model with a factor-augmented structure. For con-
venience, we refer to this as a factor-augmented spatial autore-
gressive (FSAR) model. It is worth noting that the FSAR model
is related to the dynamic SAR model in the existing literature
(Bai and Li 2021). However, there are two critical differences.
First, FSAR is a static MSAR model without a dynamic panel
structure over time. Second, FSAR allows different spatial effects
for different responses. By assuming that the factor dimension
is fixed as d, we obtain a highly simplified model structure
with a total of only (d 4+ q + 2)p parameters, if the exogenous
covariates are of dimension 4. In contrast, a traditional MSAR
model in this case (Yang and Lee 2017; Zhu et al. 2020) should
consume a total of (3p?/2 + pq) parameters. Moreover, it is
remarkable that the type of dependence captured by MSAR
and FSAR models are different. The MSAR model is good at
capturing weak dependence, which refers to the type of influence
due to local network neighbors. In contrast, our FSAR model
is good at capturing strong dependence, which reflects the type
of the influence due to the global cross-sectional dependence.
Therefore, the applications of MSAR and FSAR models are not
the same.

To practically estimate the FSAR model, a three-step estima-
tion procedure is developed. In the first step, the standard QMLE
method (Lee 2004) is applied to each component of the high-
dimensional response. This yields to a consistent initial estima-
tor for each componentwise SAR model. Accordingly, the high-
dimensional error vector can be consistently differentiated for
each node. In the second step, the diversified projections method
of Fan and Liao (2022) is applied to the estimated error vectors
for factor estimation. By doing so, the latent factors can be con-
sistently estimated up to an affine transformation. In the last step,
we treat the estimated factors as exogenous covariates. Then, the
FSAR model can be estimated for each response component in
a fully parallel way (Lee 2004; Lee and Yu 2010). This leads to
the final estimators for the spatial correlation parameters. Under
appropriate regularity conditions, we show theoretically that the
resulting estimator is \/n-consistent and asymptotically normal.
To handle high-dimensional exogenous covariates, a smoothly
clipped absolute deviation (SCAD) penalized estimator (Fan and
Li 2001) is developed for the FSAR model, and a novel BIC
method is developed for tuning parameter selection (Wang, Li,
and Tsai 2007; Chen and Chen 2008; Wang, Li, and Leng 2009).
We show theoretically that the resulting estimator is uniformly
selection consistent for every response component.

The rest of the article is organized as follows. Section 2
develops the FSAR model. The estimation methods and the
associated asymptotic theory are also included. The numerical
studies are presented in Section 3, which includes both extensive
simulation experiments and a real data example. Finally, Sec-
tion 4 concludes the article with a brief discussion. All technical
proofs are left to the Appendix.

2. Methodology
2.1. The Model Setup

Consider a large-scale network with n nodes indexed by 1 < i <
n. Define an adjacency matrix of the network as A = (a;,;,) €
R™™", where a;,;, = 1 if the node i; is connected to the node
iy and a;,;, = 0 otherwise. Following the existing literature (Lee
2004; Zhu et al. 2020), we set a; = 0 for every 1 < i < n.
Next, define a spatial weight matrix as W = (w;;,) € R™*”"

. n
with wiyi, = aiy;,/ni; and nyy = Y 0 a;i, so that each row
of the weight matrix W sums up to one. For those zero-degree
. n .
nodes (i.e., Zi2=1 aii, = 0), wesetwj;, = 0forl < i, <

n so that the useful covariate information contained in those
nodes can be maintained. Next, for each node i, we observe a
p-dimensional response vector Y; = (Y;) € RP with p — oo
as n — oo and a g-dimensional exogenous covariate vector as
Xi = (Xim) € R1T (Lee 2004; Lee and Yu 2010; Huang et al.
2021). Write Y; = (Y;) € R" as the response vector for the
jth component. Accordingly, write X = (X,...,X,) € R"™*4
as the covariate matrix. Each component of Y; is expected to be
spatially correlated with others through A. Therefore, we assume
for Y; a standard spatial autoregressive (SAR) model as

Yj = ijYj + Xﬂ] + &, (2.1)

where p; € R is the spatial correlation, g; = (Bj,) € R is the
coefficient vector, and &; = (g;;) € R" is the error vector.

Let ,oj* and ,8].* = (ﬂ;;n) be the true values of p; and B;,
respectively. In this work, we allow g to diverge in the sense that
q — oo asn — oo. In this case, we should expect that a large
number of covariates are redundant for any given response Y;
(Tibshirani 1996; Fan and Li 2001; Huang et al. 2021). To reflect
this phenomenon, define for every response Y; a true model set
Shr={1<k=<gq: ,Bj’z # 0} with size s; = |S(j) r|. Define
Stree = Uy <i<p S(j),r- In this work, we assume the maximum
size of the true model for every response component is upper
bounded by a fixed number m > 0 (i.e., maxi<j<ps; < m).
However, we allow the total number of relevant covariates (i.e.,
| STruel) to diverge as n — oo. This allows a diverging amount
of information to be used. Next, let X; = (Xjx) € R” be the
kth column of X. Write X, = (Xx : k € Sj,r) € R™
as the submatrix of X corresponding to S(j) 7. Similarly, define
By = (ﬂjk :ke S(,-),T) € R¥. Then, model (2.1) becomes

Yj = piWYj+ X B¢y + &j. (22)

Assume that Sj) s are already given at this moment. In practice,
8j),rs are typically unknown. Therefore, they have to be consis-
tently estimated based on the observed data. This is an important
issue to be studied in Section 2.5.

Write &; = (g;7) € RP as the error vector associated with
the ith node. Then, how to model the stochastic behavior of ¢;
with a high dimension p becomes a problem of great interest. To
address this issue, we follow the ideas of Fan, Fan, and Lv (2008)
and Wang (2012) and assume a factor model as

& = BZ; + w;, (2.3)

where Z; = (Zy) € R? is a d-dimensional latent factor for
the ith node, B = (bjx) € RP*4 is the loading matrix, and
w; = (w;) € RP represents the information contained in



¢; but missed by Z;. We assume that the factor dimension d
is a fixed number, consistent with the existing literature (Bai
2012; Lam and Yao 2012; Fan and Liao 2022), and also with our
empirical example, which is to be analyzed in Section 3.3. We
assume that Z; and wjjs are mutually independent with mean
0. Write cov(e;) = ¢ = (0j,j,) € RP*P, B, = cov(w;) =
(tyj,) € RP*P,and Bz = cov(Z) € RY*4. Accordingly,

the true parameters are denoted as B* = (bj’f‘k), = (aj’l‘ jz)’

¥, = (1j,;,)>and X7. It then follows that X = B* TEBFT+ 5k
For model identification, we assume that X} = I, which stands
for a d-dimensional identity matrix. Otherwise, we can always
re-define Z; = E;fl/ 27, and B = BZ;I/ 2 so that model
(2.3) remains valid but with cov(Z;) = I;. Let Amax(A) and
Amin(A) be the largest and smallest eigenvalues of an arbitrary
symmetric matrix A, respectively. Moreover, we assume that ¥
is a positive definite matrix. Notably, we do not require X} to be
of a diagonal structure. The only constraint imposed on X} is
that its eigenvalues are well bounded away from 0 and infinity
as p — oo (Wang, Li, and Leng 2009; Wang 2012; Fan and Liao
2022).

2.2. Componentwise Maximum Likelihood Estimators

We next consider how to estimate the model parameters. Here
we temporarily assume that the true model sets S; rs are given.
Thus, the following estimators obtained in Sections 2.2-2.4 are
the very ideal estimators, which are often referred as the oracle
estimators in the literature (Donoho and Johnstone 1994; Fan
and Li 2001). Unfortunately, those true model sets Sjrs are
typically unknown in practice. Therefore, these oracle estima-
tors cannot be practically computed and the true model sets
have to be empirically estimated. That is the reason why we
have developed in Section 2.5 a SCAD-penalized estimation
method for a uniformly consistent selection of the true model
sets S rs. This should be done in prior to applying the three-
step estimation procedure as shown in Sections 2.2-2.4.

In this study, we focus on the QMLE method due to its
theoretical importance. However, the method to be developed
can readily be applied to other estimation methods without
additional difficulty. We then apply the QMLE method to each
response component j to obtain consistent initial estimators
for the interested parameters (i.e., p, B(j), and ojj). For conve-
nience, we refer to these as componentwise maximum likelihood
estimators (CMLE). Specifically, under the following technical
conditions C1-C2, we have E(£j) = 0 and cov(¢) = o];-‘ln,
where o = var(e;) = ||b]’<"||2 + 7 and b7 is the jth column
of B*. Write §; = I, — p;W. This leads to a reduced form as
Y; = S;‘_l (X(J-)ﬂé) + &) with S; = In — pj W. To ensure that
S; is invertible, we follow Lee (2004) and assume |p;| < 1 for
every 1 < j < p. Define 6; = (p;, ﬂg),oﬂ)T € R9%2, Then, the
log-likelihood function for CMLE is given by

; n
Lme(67) = =3 logojj + log|s;|

cmle

- %jj (Sij - X(j)ﬁ(j)) ! (Sij - X ﬂ(j)>,(2.4)

where some irrelevant constants are ignored. The CMLE for
6; can then be obtained by maximizing (2.4) as Ojcmle =
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(@',cmle) %,lee,@jﬁmle)—r = argmaxgllgzﬂe(e). The asymptotic
properties of @,ka have been well studied in the existing
literature (Lee 2004; Lee and Yu 2010; Yang and Lee 2017).

By Theorem 3.1 of Lee (2004), the componentwise estimator
é},cmle is 4/n-consistent for every 1 < j < p. However, to the best
of our knowledge, it seems that no uniform convergence result
has been established when p — oo. Nevertheless, a uniform
convergence result about @,lees is critically important for our
subsequent theory development. To this end, define the £;,-norm
of an arbitrary vector v = (v;) € R as ||v|l4 = ( 5;1 |vj|q)1/q
for any g > 0. For convenience, we omit the subscript g when
q = 2. Additionally, denote a sub-Weibull distribution of order
«a as sub-Weibull(«). Let U € R be an arbitrary random variable.
Define its sub-Weibull(e) norm as [|[U|ly, = inf {t > 0 :
Eexp (|U|*/t*) < 2}. Then, the following technical conditions
are necessarily needed.

(C1) (SuB-WEIBULL DISTRIBUTION) Assume that both Z;; and
wjj independently follow sub-Weibull(a) distributions
with ¢ € (0,2] foreveryl < k < dand1 < j < p,
and are independent of X;. Furthermore, assume that
there exists a positive and fixed constant Cg,, such that
max || Zilly, < Cswand max; [|wijlly, < Csw-

(C2) (LoADING MATRIX) Assume that the loading matrix B* =
(bfk) € RP*4 s fixed and there exists a fixed constant Cp >
0 such that max; x |b;‘k| < Cg.

(C3) (BOUNDED PARAMETERS) Assume that there exist some
positive constants 0 < Bmin < Cgmax < 00 and 0 <
Tmin < Tmax < 1 such that (1) max; ”ﬂj*” < Cgmaxs

(2) Bmin < Minjkes, ;1B and (3) 73y, < minj T <

The sub-Weibull distribution assumption imposed by Condi-
tion C1 allows for heavier tails and is thus weaker than the
popularly used sub-Gaussian assumption in high-dimensional
literature (Wainwright 2019). However, it is stronger than the
moment conditions widely used in the classical SAR literature
(Lee 2004; Zhu et al. 2020). Condition C1 is necessary in our set-
ting since we are dealing with a problem with a diverging dimen-
sion. Consequently, appropriate uniform convergence results are
inevitably needed; see for example the uniform consistent result
of Theorem 1. This also explains why similar tail conditions like
C1 have been seldom used in the classical SAR literature of a
fixed dimension (Lee 2004; Zhu et al. 2020). However, they are
extensively used in the high-dimensional literature (Wainwright
2019). Moreover, Condition C1 assumes that both Zj and wj;
are independent of the exogenous X;. As a consequence, the
regression effect term X(;fB(; for every 1 < j < p can be
interpreted in the same way as the usual SAR model (Yang and
Lee 2017).

Condition C2 requires that the true value of the factor loading
matrix B* to be elementwise uniformly bounded (Fan, Fan, and
Lv 2008; Bai 2012). Condition C3 assumes that: (a) || ﬂ]?k||s are
uniformly upper bounded, (b) the minimum of nonzero | ﬁ;;{ls
are uniformly lower bounded away from 0, and (c) the error
variance t];-‘s are uniformly bounded away from both 0 and 1 as
p — oo. Similar conditions have been used by Fan and Lv (2011)
and Wang (2012).
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(C4) (DIVERGING RESPONSE DIMENSION) Assume that (1)
J/n/p — 0asn — ooand (2) logp = O(n*?), where
a € (0,2] is the sub-Weibull parameter specified in
Condition C1 and y € (0, 1/4) is some fixed constant.

(C5) (DIVERGING FEATURE DIMENSION) Assume that
(1)(qlogq)1/"‘/n1/2*27 —- 0Oasn — 00, and (2)
q/{(logq)**logn} — 0asn — oo, where @ € (0,2]
is the sub-Weibull parameter specified in Condition C1
and y € (0,1/4) is defined in Condition C4.

The first part of Condition C4 requires the response dimension p
to be sufficiently large so that the latent factors can be estimated
consistently (Fan and Liao 2022). The second part of Condition
C4 allows the response dimension p to diverge at an exponen-
tially fast rate (Fan, Fan, and Lv 2008; Fan and Liao 2022). By
Condition C5, we require that the diverging rate of the feature
dimension g cannot be too fast (Fan, Fan, and Lv 2008; Wang,
Li, and Leng 2009; Cho and Qu 2013).

Next, let [|A|, = maxi<j<u | Y1, ;| and [A]
max; <j<m | Z]”: | aij| stand for the ¢;-norm (i.e., the maximum
absolute column sum) and oo-norm (i.e., the maximum
absolute row sum) of an arbitrary matrix A = (a;) €
R™*" respectively. In this article, we use “—;” to denote
“convergence in distribution” and “— ,” to denote “convergence
WS with §; = I, — pW.
GyXB;) € R™P and Zj =

in probability”. Write G; =
Define FNQ}; = (GlX,Bf‘,...,

(GIZY}, . .., GyZby) € R™™P.

(C6) (NETWORK MATRIX) Assume that there exists a sufficiently

large but fixed constant Cyy > 0 such that || W||l < Cw
—1 —1 . )

and max; (||Sj | v Sj ||oo) < Cw uniformly in pj €
[— Pmax> Pmax] for some fixed constant ppax € (0, 1).

(C7) (Law OF LARGE NUMBERS) Assume that some positive and
fixed constants «g;j1, KGj2> KGj3> KGGj1> KGGj2» and kGjg, such
that (1) max; !tr(GJ")/n — Kij‘ = o(1) forv = 1,2,3;
(2) max; |tr{(GTG‘)v}/n KGGj,,| = o(1) forv = 1,2
and (3) max; !tr{dlag ( )}/n — KG]d| =o(l)asn — 00
uniformly in Pj € [—Pmax> Pmax] for the same pmax given
in Condition C6.

(C8) (IDENTIFICATION) Assume a fixed and nonsingular matrix
$f, € R@HIIX@Hd2) guch that (1) [[(X, X3,

7)) (X, X5, 2,Z5) /n — S| = op(1), and (2)

Vmin = )me(zxz) = kmax(zggz) < Vmax for some
fixed constants vyin, > 0 and vpay > 0.

Condition C6 assumes that both W and S;l are uniformly
bounded in both the column and row sums as n — oo.
Condition C7 is a set of Law of Large Numbers type conditions.
Condition C8 is a sufficient identification condition for 49]-* and
b;“ with 1 <j < p. All those conditions are fairly standard in the
literature of spatial autoregression (Lee 2004; Lee, Liu, and Lin
2010; Yang and Lee 2017).

Then, the uniform convergence of é},cmle is given in Theo-
rem 1, which is proved in Appendix A.1. By Theorem 1, we know
that é;,cmle is uniformly consistent for 9]’* over 1 <j < p.The
uniform convergence rate is slightly slower than the standard
rate of 1/4/n by a factor (logp)'/*. This is the price paid for
uniform convergence (Fan, Liao, and Mincheva 2013; Fan, Guo,

and Zheng 2022). In the case of « = 2 (i.e., sub-Gaussian),
this uniform convergence rate becomes ,/log p/n, which is con-
sistent with the classical results in the existing literature (Fan,
Guo, and Hao 2012; Wang 2012; Fan, Liao, and Mincheva 2013).
However, this uniform convergence rate becomes slower if 0 <
o < 2 with heavier distribution tails.

Theorem 1. Assume the conditions C1-C8 hold, we then have
— 67| = Op((logp)/* /</n).

max ” j,cmle
1<]<

2.3. Latent Factor Estimation by Diversified Projections

Next, consider how to estimate the latent factors in model (2.3).
Following the idea of Fan and Liao (2022), we develop a method
of diversified projections for factor estimation. Specifically, let
M = (my) € RP*dmax be a pre-specified projection matrix
such that M"M/p — Xy € RémaxXdmax for some positive
definite matrix ¥y as p — o00. Here dpmax > d is a pre-
specified working number of factors. Then, the latent factor
Z; can be estimated by MTsi/p = HZ;, + MTa)i/p up to an
dmax X d affine transformation H = MTB*/p € Rmaxxd
and an estimation error MTw,-/p. Recall that E = (gj)
(61 n) = (E1,...,&) € R™P, where &; = (g;7) € RP
is the ith row vector of E and & = (sij) € R" is the jth
column vector of E. Note that & = (I, — p}W)Y; — X; ,BE“])
by model (2.2). Then, a natural estimator for 8 can be formed as
5 = ( p],cmleW)Y =X ﬂ(,) cmle- This leads to an estimated
residual matrix B = (&) € R™P, which serves an estimator
for E = (g € R™P. In practice, Z; can be estimated by
Z = MTs i/p. However, whether the estimation error between
Z; and Z; is asymptotically negligible is not clear. Therefore, we
are motivated to study the asymptotic behaviors of Zi rigorously.

To this end, one more technical condition is needed. For an
arbitrary matrix, define ||A|| = A,l,{fx(ATA). Then following
Fan and Liao (2022), we further impose the following technical
condition.

(C9) Assume that (1) maxj<j<p [my| < C > 0 for every
1 < k < dmax with some positive constant C, and (2)
rank(H) = d, Amin(H'H) > 1/p and Amax(H' H) <
Chmin(H"H) with H = M"B*/p € Rmaxxd,

Condition C9 is a combination of Assumptions 2.1 and 2.2 in
Fan and Liao (2022), focusing on the projection matrix (i.e., M)
and transformation matrix (i.e., H). Specifically, the first part of
Condition C9 requires that the projection matrix M should be
uniformly bounded elementwise. The second part of Condition
C9 prevents M from being orthogonal to B*. Otherwise, the pro-
jected random variable M " &;/p becomes uncorrelated with the
latent factor of interest Z;. In that case, we lose the opportunity
to estimate Z; consistently. Write 7, = (Z, ... ,Z,)T € R dmax
Then, we have the following theorem.

Theorem 2. Assume conditions C1-C8 hold, we then have
1Z = ZH"||//n = 0p(1//n+1//p).

The detailed proof of Theorem 2 is given in Appendix A.2. By
Theorem 2, we know that ||Z ZH'|| /N converges to 0 at



arate Op(1//n + 1//p) with Z = (Z1,...,Z,)" € R,
This convergence rate contains two parts. The first part 1/4/n is
due to the estimation error of the initial estimator é;,cmle and the
second part 1/,/p is due to the projection error of the diversified
projections.

It is remarkable that Condition C9 plays an important role
in Theorem 2. Therefore, an appropriate specification of M is
practically important. In this regard, Fan and Liao (2022) pro-
pose four effective solutions. The first solution is called loading
characteristics. In this approach, one can construct M by the
observed characteristics related to factor loadings. The second
solution is called moving window estimation. In this approach,
one needs to divide the data into two parts. One can then
construct M by the principal component loadings on the first
part and then estimate factors by the second part. The third
solution is called initial transformation. One can construct M
by an appropriate transformation of the initial observation. The
fourth solution is called Hadamard projection, which is based
on Walsh-Hadamard matrix from a carefully designed statistical
experiment. In this work, we implement a random partition
method, which is similar to the second solution of Fan and Liao
(2022).

2.4. Factor-Augmented Maximum Likelihood Estimators

By the SAR model (2.2) and the factor model (2.3), we obtain a
factor-augmented spatial autoregressive (FSAR) model as
Yj = ijYj + Xg)ﬁ(j) + ij + Q;, (2.5)
where 7. = Z7H T e R™dmax g the common factor after H-
transformation, b = H(HTH) bj € Refmas | bj = (by) €
R is the jth row vector of B, and Q; = (w;) € R" is the
independent random noise with mean 0 and covariance ;1.
For a given j, model (2.5) is similar to the spatial autoregressive
model with additional X-covariates (i.e., Z). However, there is a
critical difference. That is an “additional X-covariates” here (i.e.,
Z) is a latent random matrix and cannot be directly observed. A
natural solution is to replace Z by its estimator Z. Then a factor-
augmented log-likelihood function can be specified out as

)
L?mle (©), ) 10% zjj + log |Sj|

a~\ T
T (Sij = XpBg — ij)
(Sij UL ZZJ)’

=~ T
where ©; = (,o]", ,BJ), b]T, rjj)
maximizing ‘Cgr)ﬂ (0,

€ RY with gj = sj + dmax + 2. By
’i) with respect to ®;, we obtain ®J fmle =
(/6} fmle> E(]) fmle:/b\j fmle> %;] fmle)T = argmaxg, Lgmle (® Z) Here
we refer to ®] fmle as a factor-augmented maximum likelihood
estimator (FMLE). Numerically, the FMLE @1 fmle With different
j can be computed in a fully parallel or distributed way.

‘We next consider how to establish the asymptotic properties
of ®] fmle- Note that the resulting estimator ®] fmle 18 defined as
the maximizer of ’Cfml . (G)j, Z) with the estimated Eltent factors
7. It is unclear whether the estimation error of Z affects the
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asymptotic behaviors of @j)fmle. Recall that 7 is a consistent

. = T
estimator for Z by Theorem 2. Let @;f = (,0] ﬂ(]) , b*T ;)
= HH"H)~ 1b]i". Then
we can apply the Taylor’s expansion and obtain the following
asymptotic approximation for ®; fyle as

denotes the true value of ®; with Z]*

(8 mie - @;‘) ={- EHM;((@j,Z)/n]_I

{E@J*( > /*/_"‘Z'co* , )(Z—Z)/\/ﬁ—i-ofz(l)},
(2.6)
where Lo, (0,Z) = L) .(0,,7)/30; € RS and Lo,

(®],Z) 82£g311e( )/8®~ 8®—r € R&™*& are the 1st and
2nd order partial derivatives of ‘Cfml .(©), Z) with respect to ©),
) ~ ~
82E?mle (®j’ Z)/8®jEZiT €
[R8i*¥max g the 2nd order partial derivative of Lgyle (@1, Z) with
respect to ®; and Z;. Compared with the classical approximation

theory (Lee 2004; Lee and Yu 2010), there involves an extra term
Zl 1 ; *Z ( )(Z )/ﬁ in (2.6) due to the estimation

of Z. Th1s motivates us to study this extra term rigorously. It can
be theoretically verified that

respectively. Here £®]Z (®j, Z)

1 < .. ~
LS Eo (07, Bz -
i=1

1 e
_ * *
= [ Cik n(pg —
Pl o

QO* n(ﬂzkk) - B\(k),cmle)} + OP(l)’

Z)\k,cmle)
2.7)

where cj@]z* € R& and Q;z* € R& % are some unknown parame-
ters defined in (A.23) and (A.24) of Appendix A.3, respectively.

Note that P cmle and Bx),cmie for every 1 < k < p are
the initial estimators deﬁned in Section 2.2. By (2.7), we find
that the estimation error of Z should play an important role
in determlmng the asymptotic distribution of ®J fmle through
Pk.cmle and ,3(k),cm1e- Then, the asymptotic properties of O])fmle
can be well studied by combining (2.6) and (2.7). To this end,
one more technical condition is needed.

(C10) Assume that Z = 0(1), AmaX(A]/p ) = o(1),
and Amin (D /P ) 2 Cd for every 1 < j < p, where C; >
0is a fixed constant, .A; and D; are some matrices defined
in (A.30) and (A.33) of Appendix A.3, respectively.

Condition C10 puts one particular type of sparsity constraint
on the covariance matrix £} = (rj}‘;) € RP*P (Fan, Fan, and Lv
2008; Bai 2012; Wang 2012). It can be well satisfied for many
important special cases, such as £, = diag(ti1,...,Tp) €
RP>P. We then have the following theorem about the asymptotic
behavior of @1 fmle> Which is proved in Appendix A.3.

Theorem 3. Assume conditions C1-C10 hold, we then have
\/_(®me1€ -0r ) —4 N(0, 220*2&9* Ezo*) asn — 00, where
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* X gi
21@;« = Xaer +Aer + g, € R8>8,

) = >L .=
20 pf 2850} 267 pf 21507
) ) 0
Syer = | Z0r S0k Ogdmex O ,
J 22'1;1* pj* Odmaqu EZ;J*E* Odmax
T T
ocrpr O ey 22T5T
PP TG ef bip} i Py
A A.BO)/O Oq q Oq Amax Afj;fﬂ:})
0; = ,
! Ab* * Odmaxq Odmax dmax T;ﬁ(’;—)
N A AT~ Asox
Ul TRy T %i T

and Yo, € R¥™4. The analytical expressions of the matrices
Ezgf, A@;ﬂ, and X g, are given in Appendix A.3 and Appendix
C.3, respectively.

By Theorem 3, we know that @]‘)fmle is /n-consistent and
asymptotically normal. Note that asymptotic covariance of
®jfmle consists of three parts. The first part Ez@f represents

a typical information matrix under normality. The second
part A@;‘ contains high order moments of the disturbances

(Lee 2004; Lee and Yu 2010; Yang and Lee 2017). This part
becomes zero if ; in (2.5) follows a normal distribution strictly.

Moreover, the last term X, is due to the estimation error of Z.
We should have X, = 0 if the true Z were actually observed.
In this case, @1 fmle Decomes statlstlcally as efficient as the oracle

estimator @1 fmle = argmax@)ﬁlfmle (O,Z).

2.5. Shrinkage Estimation and Uniform Selection
Consistency

Next, we consider how to consistently estimate the unknown
S(j),r for every response Y; in practice. To this end, various
shrinkage estimation techniques can be considered (Tibshirani
1996; Fan and Li 2001; Fan, Wang, and Zhu 2021). In this work,
we focus on the smoothly clipped absolute deviation (SCAD)
method of Fan and Li (2001) and Fan and Lv (2011) due to
its excellent theoretical properties. The methodology developed
below can be readily applied to other popular shrinkage methods
without additional difficulty (Tibshirani 1996; Efron et al. 2004;
Fan, Wang, and Zhu 2021). Specifically, we define a penalized
likelihood function for the model (2.1) as Qi’) (Qj) = L0 (6‘]') —
n> 1_ pi(1Bil), where L9 (6;) = —n(logay)/2 + log |Sj| —
(S;Y;— X,Bj)T (8Y;—XB;)/(20j) and p;.(-) is the SCAD penalty
function with its first order derivative given by p; (f) = A[I(t <
A+ (ak — t)+I(t > )L)/{(a — 1)A}]. Here a is some constant
that is often taken to be 3.7 (Fan and Li 2001; Fan and Lv 2011),
A is a tuning parameter, (t);+ = tI(t > 0), and I(-) is the
indicator function. Then, a SCAD estimator can be obtained as
6. = (B B B3a) | = argmax, Q) (6).

As demonstrated by Fan and Li (2001) and many subsequent
works (Fan and Lv 2011; Fan et al. 2020), the SCAD estimator
has excellent model selection capabilities for various statistical
models. It is then of interest to study whether similar properties
can be reproduced in our case. Following the literature (Wang,

Li, and Tsai 2007; Wang, Li, and Leng 2009), write A, as a
tuning parameter sequence indexed by n. Accordingly, define
Sirow = {1 <k < q: Bjxa, # 0} as the model set selected
by é;,kn. Recall that B, = {Bjk : k € S(j),r} € R is the sub-
vector associated with the nonzero coefficients. Define g =
{ﬂjk k¢ S(J‘),T} € RI79 to be the sub-vector associated
with the zero coeflicients for every 1 < j < p. Write B});Ln =

T * T .
(BlswBLys,) € Rland g7 = (878 € R1with
/3(]) # 0and ,32(_]») = 0. Then, the following theorem establishes

the uniform selection consistency of §(,«), A, Overl <j <p.

Theorem 4. Assume the conditions C1-C10 hold. Further
assume that A, — 0and /nA,/{log(pg)'/*} — coasn — oo,
we then have

P(§(,-),;Ln = S, 1-forevery1 <j < p) — L

The detailed proof of Theorem 4 is provided in Appendix A.4.
By Theorem 4, we know that, with probability tending to one,
the selected set S(]) A, consistently recovers the true set S 1
exactly in a way uniformly over 1 < j < p. It is remarkable
that this uniform selection consistency result is stronger than
the conventional selection consistency discussed in the existing
literature (Shao 1993; Wang, Li, and Tsai 2007; Wang, Li, and
Leng 2009), which focuses on a single j € {1,...,p}.

We next consider how to specify A, practically. To this end, a
number of Bayesian information criterion (BIC) methods have
been developed under various model setups (Wang, Li, and Tsai
2007; Chen and Chen 2008; Wang, Li, and Leng 2009; Wang
2012). We are then inspired to develop for our model (2.1) a
similar BIC-type criterion as

. PN ~ 2/a

BICY (1) = —%5(’) (032) + %’%M(log n) | 10g(pg) | /
Note that this BIC criterion contains two components. The
first component ﬁo)( 6j,.)/n reflects the goodness-of-fit. The

second component penalizes the model complexity ]S(,),A] by a
factor (log n){ log(pq) }2/ % /n. The first factor log # is due to the

diverging sample size 7, and the second factor { log(pq) }2/ “/n
is due to the diverging feature g and the diverging response p.
Penalizing factors of a similar form have been popularly used in
the literature (Chen and Chen 2008; Wang, Li, and Leng 2009;
Zhang, Wang, and Zhang 2024).

Then, an optimal tuning parameter can be selected as
A(,) BIC = argmlnABICV) (A). Note that )L(,) BIC is an estimator
depending on #. This leads to a selected model as S (g mic”
To study its uniform selection consistency property, define
Sk = {1, .. ,q} as the full model. Write Sj) C Sf with size
qj = |S(j| as an arbitrary working model for the jth response.
Define R ;) (0) = E{ — L9 (0)/n} as the risk function, and let
R’&),min R(,)( *) be its minimum value evaluated at the true
parameter. Then, the following technical condition is necessarily
needed.

(C11) Assume that there exists some positive and fixed con-
stant $min > 0 such that min;<j<p ming 25, r 1nf9 i5)

{R(I) (ej,S(,-)) - ,Rj(kj),min} = 8min~



Condition C11 imposes a strict separation condition on the
risk function R(j(0). It ensures that the minimal risk of any
underfitted working model (i.e., Sy 2 Sj),r) must be strictly
larger than that of the true model by a fixed margin 8pmin.
Similar conditions have been widely used in the literature; see for
example Condition (2.5) in Shao (1993), Condition 2 in Wang,
Li, and Tsai (2007), and Assumption 2 in Fan, Guo, and Hao
(2012). Then, the uniform selection consistency of S () mic €30
be rigorously established by Theorem 5, whose detailed proof
is given in Appendix A.5. By Theorem 5, we know that, with
probability tending to one, the selected model S ()7 i TEcovers

the true model ()7 uniformly over 1 < j < p.

Theorem 5. Assume the conditions C1-C11 hold, we then have
asn — 00,

P(S(]-)j(i))m = S, 1. forevery1 <j < p) — 1.

As we mentioned before, these true model sets S; rs are prac-
tically unknown and therefore have to be empirically estimated
by S(i)ﬁ(,'),mc s. Once they are empirically estimated, they are
then treated as if they were the truth. Thereafter, the three-step
estimators as developed in Sections 2.2-2.4 can be readily com-
puted. This leads to the final empirical estimators. Strictly speak-
ing, the empirical estimators finally computed are different from
the oracle estimators studied in Sections 2.2-2.4, since there
exists a positive probability for S(i)x/):(j),BIC # Sjr. Nevertheless,
this probability shrinks to zero as # — oo due to the uniform
selection consistency results as established in Theorems 4 and 5.
Therefore, the two estimators (i.e., the oracle estimators and the
empirical estimators) share the same asymptotic distribution.
Therefore, we are able to claim that both estimators are equiv-
alent asymptotically.

3. Numerical Studies
3.1. Simulation Models

To demonstrate the finite sample performance of the FSAR
model, we conduct a number of simulation studies. For each
simulation replication, we first generate the adjacency matrix
A = (aj,;,) € R™", and then set the diagonal element a; = 0
for every 1 < i < n. Note that A is not necessarily a symmetric
matrix. Thereafter, the adjacency matrix A is row-normalized
as wi i, = aii,/ni, for each row 1 < i; < n. This leads to
the spatial weight matrix W = (w;;;,) € R"*". Regarding the
adjacency matrix A, three widely standard network structures
are considered.

Example 1 (Dyad Independence Model, DIM). Following Hol-
land and Leinhardt (1981), define a dyad as A;;;, = (aiiy> 3iyi)
forany 1 < i; < i < n. Different A;;,s are assumed
to be mutually independent. Next, following Zhu et al. (2020),
define P{A;;, = (1,1)} = 2n'and P{A4;;, = (1,00} =
P{Ai;, = (0,1)} = 0.5n7%8. As a result, the expected number
of the mutually connected dyads with A; ;, = (1,1) is O(n). In
the meanwhile, the expected degree of each node to be slowly
diverging in the order of O(n*?). Then, we have P{A;;, =
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(0, 0)} =1—2n"1! — n %8 which is close to 1 as the network
size n — 0.

Example 2 (Stochastic Block Model, SBM). Consider a network
structure generated from the stochastic block model. Specifi-
cally, set K = 5 be the total number of blocks. Next, following
Nowicki and Snijders (2001), we randomly assign each node
a block label (k = 1,...,K) with equal probability 1/K. Let
P(a;;, = 1) = 9/nif i; and i, belongs to the same block, and
P(ai,;, = 1) = 3/n otherwise. Therefore, nodes within the same
block are more likely to be connected with each other.

Example 3 (Latent Space Model, LSM). Following Hoft, Raftery,
and Handcock (2002), assume that the node i has a low-
dimensional position d; in the latent space for every 1 < i < n.
The probability of two nodes being connected (i.e., P(a;,;, = 1))
is determined by the distance between their respective latent
positions (i.e., djj;, = |ld;, — dj,ll). Here, we set P(a;;, =
1) = exp( — 0.25nd,~1,-2)/{1 + exp( - 0.25nd,-1i2)}, where d;
is independently and identically uniformly distributed on (0, 1)
foreveryl <i <n.

For each network structure, consider multiple network sizes
(i.e., n = 500, 1000, and 1500), response dimensions (i.e., p =
50, 100, and 200), covariate dimensions (i.e., ¢ = 5, 10, and 20),
and latent factor dimensions (i.e.,d = 1,2,and 3). Next, generate
w; = (Wi, . .. ,a),-p)—r € R? with w;j independently drawn from
N(0, 7jj), where 7j; is independently generated from a uniform
distribution U(0.1,0.2). Then, both X; € R and Z; € R are
sampled from a standard multivariate normal distribution. The
true model size of each response is set to be s; = 2 forq = 5,
sji = 5forq = 10, and s; = 10 for ¢ = 20. Then, for B =
(Bin) € RP*9, we independently sample Bj;s from U(0.5, 1) if
1<h< Sjs and 0 otherwise. Then, for the true parameters B =
(bjx) € RP*d and p = (p1,... ,,op)—r € RP, we independently
sample bjxs from N(0, 1), and pjs from U(0.2,0.9), respectively.
Accordingly, the high-dimensional response matrix Y € R"*?
can be obtained according to model (2.5).

3.2. Simulation Results

We start with the uniform convergence of CMLE p; cmles. Given
a specification (W, n, p, g, d), we randomly replicate the exper-
iment for a total of R = 500 times. Since the simulation
results are qualitatively similar, we only report here the case

with (q,d) = (20,3). We use 20 .

estimator obtained in the rth replication (1 < r < R). The true
parameter is denoted by p;. Define the estimation error (Err) as

Err;)? = |'6(j,<r:)m1e — pj| for every f)\]s?mle, and the maximum error

to represent one particular

(MaxErr) over j as MaxErrEr) = max; sjﬁpEl’r;,?- This leads to a
total of R MaxErr, values, which are then log-transformed and
box-plotted in Figure 1. By Figure 1, we obtain the following two
findings. First, for a fixed W and p, the maximum error (MaxErr)
decreases as the sample size n increases. This provides empirical
evidence for the uniform consistency of pjcmie over 1 < j < p.
Moreover, with a fixed W and »n but diverging p, the maximum
error (MaxErr) increases slowly. This suggests that the uniform
convergence rate of pj cmle diverges with respect to p but at a slow
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Figure 1. The log(MaxErr,) values for CMLE fo}'cme with d = 3. Different panels correspond to different network structures: DIM (the left), SBM (the middle), and LSM (the
right). For a given panel, different groups correspond to different feature dimensions with p = 50, 100, and 200, respectively. For a given group, the lighter the color of the

box is, the larger the sample size is.

Table 1. The simulation results of FMLE for three networks.

p =150 p =100 p =200

n MErrg RIM(%) CP(%) MErr¢ RIM(%) CP(%) MErr¢ RIM(%) CP(%)
DIM

500 0.018 41.58 95.52 0.019 51.98 95.40 0.020 42.75 95.20

1000 0.016 3247 95.00 0.015 42.44 95.20 0.014 46.58 94.40

1500 0.011 36.79 96.00 0.010 46.00 95.60 0.010 4431 95.60
SBM

500 0.025 29.48 95.60 0.021 40.29 95.80 0.020 5291 95.00

1000 0.016 3831 96.00 0.014 42.85 95.60 0.014 4451 95.00

1500 0.012 37.74 95.00 0.012 42.07 95.00 0.012 43.40 94.00
LSM

500 0.035 26.06 93.40 0.034 24.16 95.20 0.031 24.14 93.75

1000 0.026 16.96 94.20 0.023 17.42 94.00 0.022 17.86 95.03

1500 0.020 12.42 93.72 0.020 15.17 94.13 0.021 14.73 93.00

rate. All of these results are in line with our theoretical finding
in Theorem 1.

We next study the finite sample performance of the FMLE
ﬁj)fmles. To this end, we need to specify the projection matrix M.
Similar to the moving window estimation method of Fan and
Liao (2022), we implement here a random partition method,
which uses 10% of the randomly generated sample to esti-
mate the projection matrix M. Once M is specified, the rest
90% samples are then used to conduct the subsequent analysis.
First, we compute for each ,(/)\j,fmle an Err value decoded by

Err;}) at the rth replication. Then, we obtain the mean error as

MErry = (Rp)~! SR Zp Err() For comparison purposes,
the same value is also computed for the CMLE and is denoted
as MErr.. Next, we compare their relative efficiency by the
relative improvement margin RIM = (1 —MErrf/MErrC) x100%.
Moreover, for each 1 < j < p, a 95% confidence interval is

constructed for p; as CI]@ , Dj fmle +

20, 975@(7)) where STEm

1 "—
2®*ET®*E o and 5

= (D fmle — 20.9755E;r)

is square I root of the first (1,1) com-
1 SR :
2®*ET®*E @7 is a plug-in

-1
201* DM CH z:20*
given in Theorem 3. Here z, is the ath quantile of a standard
normal distribution. Then the coverage probability (CP) is com-
puted as CP; = R7! Zle I (pj € CI]@). Different RIM values
for different combinations (1, p, W) are computed and reported
in Table 1. For ease of presentation, a CP; is randomly selected
over 1 <j < pand also reported in Table 1. By Table 1, we find

ponent of b))

estimator of the asymptotic covariance matrix X

that given p and W, larger sample sizes always lead to smaller
MErry values. This confirms the consistency of FMLE, which
in line with the result in Theorem 3. Compared with CMLE,
the estimation efficiency of FMLE is improved by about 35%
on average. Moreover, the reported coverage probability values
are all fairly close to the nominal level of 95%. This implies
that the estimated standard error approximates the true standard
error very well. Those results provide numerical evidence of the
asymptotic theory obtained in Theorem 3.

Lastly, we study the model selection results. Following Sec-
tion 2.5, we compute the SCAD estimators and use the BIC
method to select the optimal tuning parameter X. In this case, we
randomly replicate the experiment for a total of R = 100 times

for each (n, p, g, d, W) specification. Let SV . Tepresent one

(8 7»(;
particular model set obtained in the rth rephcatlon (1<r<R).

Define the percentage of experiments with correctly identified
true models (CM) as

R
1
CM = R E I<§((;G)X(,) c=SU)’T’ for every 1 §j§p) x 100%.
>/ (j),BI

This provides a uniform criterion for assessing model selection
accuracy. Since the simulation results are qualitatively similar,
we only report here case with (q,d) = (20,3) in Figure 2.

By Figure 2, we find that CM values converge to 100% rapidly
SV.
()>A(j),BIC
uniformly consistent for recovering Sj) T, which is in line with
our theoretical findings in Theorem 5.

as the sample size n increases. This suggests that
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Figure 2. The CM values with ¢ = 20 and d = 3. Different panels correspond to different network structures: DIM (the left), SBM (the middle), and LSM (the right). For a
given panel, different lines correspond to different feature dimensions with p = 50 (solid), 100 (dashed), and 200 (dotted), respectively.
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Figure 3. The histogram of the CMLE ﬁj,cmleS (the left panel) and the histogram of the estimated SE (the right panel).

3.3. AReal Data Example

To demonstrate the practical applications of the proposed FSAR
model, we present here a case study. Specifically, we consider
an urban statistics dataset collected from Urban Statistical Year-
book 2019 of China, which is published by National Bureau
of Statistics (http://www.stats.gov.cn/sj/ndsj/). The full dataset
contains a total of 287 nodes, with each node representing a city.
For each node (i.e., city), we collect a total of 112 macroeco-
nomic indicators from 2019. Those indicators provide detailed
information on city-level statistics. However, some indicators
suffer from a large proportion (more than 15%) of missing
values and are then omitted for the subsequent analysis. For the
remaining 50 indicators, the proportion of missing values does
not exceed 5%. Details of these 50 indicators are provided in
Table 2 of Appendix D. For these 50 indicators, the neighbor year
interpolation method of Lunardi (2018) is employed to impute
the missing values. Subsequently, these completed indicators
are then log-transformed and standardized to have mean 0 and
variance 1. This leads to a final high-dimensional dataset Y =
(Y;) € R"™P with n = 287 and p = 50. A spatial weight matrix
W = (wj,i,) € R"" is then constructed based on geographical
locations (Lee and Yu 2010). We next fit an FSAR model to this
dataset. Note that each node (i.e., city) is spatially connected with
others through W. The associated spatial correlations pjs reflect
the spatial spillover effects among cities (Zhou et al. 2023).

We start with computing the CMLE as an important initial
estimator. The histograms of those estimators and their stan-
dard errors (SE) are then plotted in the left and right panel
of Figure 3, respectively. We find that the resulting estimates
Dj,cmles Vvaries greatly, ranging from 0.05 to 0.50 with estimated
SEs ranging from 0.06 to 0.09. It is then of interest to understand

0.5
0.4
403
E J—
O
Q
0.2
¢
01 ¢
¢
Tertiary Population Fiscal Public Services

Figure 4. The boxplots of the CMLE ﬁj,cmhes for four categories. From left to right:
Tertiary (tertiary industry), Population (labor and population development), Fiscal
(fiscal and financial resources), and Public Services (infrastructure and public ser-
vices).

the reason behind such considerable variation. To this end,
we classify the 50 indicators into a total of four groups. They
are, respectively, (a) tertiary industry related indicators, captur-
ing the development of services and knowledge-based sectors
such as accommodation and food services, and wholesale and
retail trade (Kenessey 1987); (b) labor and population develop-
ment related indicators, reflecting the dynamics of urban labor
supply, employment structure, and demographic shifts (Fujita,
Krugman, and Venables 2001); (c) fiscal and financial resources
related indicators, indicating the capacity of local governments
to mobilize and allocate financial resources, the strength of
local fiscal institutions, and the accessibility of financial services
(Gyourko and Tracy 1991); and (d) infrastructure and public
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Figure 6. The scatterplot of the FMLE pgy, e and the associated CMLE p¢me (the left panel). The boxplots of their standard errors (the right panel).

services related indicators, measuring the regional capacity to
provide essential physical and social infrastructure (Démurger
2001). The group sizes are 14, 16, 13, and 7, respectively. The
CMLEs of each group are then boxplotted in Figure 4. We find
that the spatial spillover effects of fiscal and financial resources
are the strongest, with the largest pj cm1es on average. This result
aligns well with empirical findings in the urban and regional eco-
nomics literature (Gyourko and Tracy 1991; Auerbach, Gorod-
nichenko, and Murphy 2020). It is also noteworthy that the
spatial spillover effects of tertiary industry are the weakest on
average. Practically, this pattern may be explained by the rela-
tively localized nature of the service-oriented economic activi-
ties (Kenessey 1987; Yin et al. 2022).

Next, we need to decide the factor dimension. To this end,
we compute &; = (5;;) € RP for each city i. Then, we compute

the eigenvalues (/):1 > --- > Ap) of the covariance matrix of

E= (€ij) € R™*P.The top 30 eigenvalues are then plotted in the
left panel of Figure 5. It seems that the first eigenvalue is notably
larger than others. Following Luo, Wang, and Tsai (2009) and
Lam and Yao (2012), we calculate the eigenvalue ratio statistic
as r]f\ = Aj/Ajs1 with 1 < j < p — 1. These values are then
plotted in the right panel of Figure 5, which provides strong
evidence for the existence of a one-dimensional factor structure.
This finding is not totally surprising, as these 50 indicators are all
macroeconomics related. Therefore, they are heavily correlated
with the overall macroeconomics status (i.e., one common fac-
tor) of the target city. This makes the underlying factor structure
of g; relatively simple. Similar low-dimensional factor structures
are also often observed in empirical macroeconomics literature
(Bai and Ng 2002; Bernanke, Boivin, and Eliasz 2005).

Lastly, we apply the proposed factor estimation method in
Section 2.3 and obtain the estimated latent factor Z for each

city i. The choice of the projection matrix is similar to that in
simulation studies. Next, we compute the FMLE for every p;
(I <j < p). Theresulting FMLE estimates, along with the initial
CMLE estimates, are then plotted in the left panel of Figure 6.
We find that pgye is in line with pemle. Moreover, their standard
errors are boxplotted in the right panel of Figure 6. We find that
the SEs of FMLE are considerably smaller than those of CMLE.
Our estimation results reveal that there exists the significant
spatial correlation in various macroeconomic indicators among
these cities. Specifically, the largest spatial spillover effect is
detected for revenue in the gross regional product (GRP) growth
rate with 0y gmle = 0.48. In contrast, the smallest spatial spillover
effect is detected for persons employed in culture, sports and
entertainment with 937 e = 0.16.

4. Concluding Remarks

In this work, we study the problem of spatial autoregressive
modeling for network data with high-dimensional responses
and covariates. The key contribution lies in the development
of a flexible factor-augmented spatial autoregressive (FSAR)
model that accommodates both high-dimensionality and com-
plex cross-sectional dependence across response variables. To
conclude this article, we discuss here several interesting topics
for future research. First, it is worth noting that the FSAR model
requires the high-dimensional responses to be continuous. Then
how to relax this continuity assumption is an interesting direc-
tion for future exploration. Second, it is assumed that the dimen-
sion of the latent factors is fixed. How to allow for a diverging
number of latent factors should be another intriguing topic for
the future study (Fan, Fan, and Lv 2008). Third, for the real urban
statistics dataset analysis, the cross-response spillover effects



(e.g., the cross effect of retail sales and household wealth) are
not explicitly characterized. Developing novel tools for better
interpretation is also worth pursuing.

Supplementary Materials

Appendices A-C provide the proofs of all theoretical results and some useful
lemmas, and Appendix D contains the supplementary table. The code is
publicly available on GitHub at https://github.com/Shil12056/FactorSAR.git.
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