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Generalized Spectral Tests for Conditional Mean Models in Time Series with Conditional
Heteroscedasticity of Unknown Form.

& l:l 2% Abstract:Economic theories in time series contexts usually have implications on and
only on the conditional mean dynamics of underlying economic variables. We propose a
new class of specification tests for time series conditional mean models, where the
dimension of the conditioning information set may be infinite. Both linear and nonlinear

o FEEAR conditional mean specifications are covered. The tests can detect a wide range of model
- AR misspecifications in mean while being robust to conditional heteroscedasticity and
o A higher order time-varying moments of unknown form. They check a large number of lags,
- RN but naturally discount higher order lags, which is consistent with the stylized fact that
- B economic behaviours are more affected by the recent past events than by the remote
- WIS past events. No specific estimation method is required, and the tests have the appealing
. B “nuisance parameter free” property that parameter estimation uncertainty has no impact
- HURZEGE on the limit distribution of the tests. A simulation study shows that it is important to take
o B into account the impact of conditional heteroscedasticity; failure to do so will cause
o TR ) overrejection of a correct conditional mean model. In a horse race competition on testing
o FARBTUE linearity in mean, our tests have omnibus and robust power against a variety of
. 0BZLfE L alternatives relative to some existing tests. In an application, we find that after removing
- 07T significant but possibly spurious autocorrelations due to nonsynchronous trading, there
. O0BZLELE still exists significant predictable nonlinearity in mean for S&P 500 and NASDAQ daily
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