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Abstract

In spatial econometrics, it is customary to specify a weighting matrix, the so-called W matrix,
by choosing one matrix from a finite set of matrices. The decision is extremely important because,
if the W matrix is misspecified, the estimates are likely to be biased and inconsistent. However,
the procedure to select W is not well defined and, usually, it reflects the judgments of the user.
In this paper, we revise the literature looking for criteria to help with this problem. Also, a new
nonparametric procedure is introduced. Our proposal is based on a measure of the information,

conditional entropy. We compare these alternatives by means of a Monte Carlo experiment.

1 Introduction

The weighting matrix is an ever-present topic in spatial econometrics, probably reflecting the great
influence of the time series literature, where a collection of temporal lags is needed to build dynamic
models. The principles of causation and of temporal precedence allow us to specify parsimonious
time series models. However, the situation is more complicated in space, where the relations are
multidirectional. This is the purpose of the weighting matrix, W, namely measuring the strength of
interaction between the spatial units. However, the solution is not inmediate. Paelinck (1979, p.20)
points to an identification problem which is evident in the following simple interdependent specifications

with three different spatial units, 4, 7 and k.

*Paper presented at the Econometrics of Social Interaction Symposium, University of York, May 2013.
ICorresponding author: Department of Economic Analysis, University of Zaragoza. Gran Via 2-4 (50005). Zaragoza
(Spain).



Yi = Y5 + aipYr + 18 + g

Yj = jiYi + ajryr + 10 + €5

Yk = OglYi + gy + TS+ €x
€is€j 6 ~ N (0;02)

(1)

y; is the response variable in region I; {I = 4, j, k}, « is an exogenous variable and {a.,s;r, s = i,75, k}
and 8 are unknown parameters. In terms of Lesage and Pace (2009, p.8), this unrestricted spatial
autoregressive process: “would be of little practical usefulness since it would result in a system with
many more parameters than observations. The solution to the over-parametrization problem that arises
when we allow each dependence relation to have relation-specific parameters is to impose structure on
the spatial dependence parameters”. The parameterization procedure is, in fact, the way prefered in
the applied literature

Formally, for a georeferenced spatial sample of size N, W is a square (N x N) matrix, whose

diagonal elements are all zero and the off-diagonal elements are, usually, nonnegative:

0 w1’2 “ .. wl’j .« . wl’N
w271 O .o w27j ... w27N
W= | | )
w1 Wi2 - 0 cr Wi N
L WN,1 WN,2 : WN 5 . 0 ]

The terms w;; are called the spatial weights. According to Kapoor et al. (2007), the spatial matrix
should be uniformly bounded in absolute value (which means that mazi<j<ny Zivzl |w;j| < ¢ < ooand
MAT1<i<N Z;il |w;j| < ¢ < 00). Benjanuvatra (2012), in order to avoid cases of isolation, adds the
restriction that the row sums are uniformly bounded away from zero mini<j<ny Zfil lw;;| > 0. It is
typical to row-standardize the matrix before being used in the model.

As said previously, the weight matrix is associated to the interaction among the spatial units in a
spatial model. If the agents interact between themselves, if they are dispersed over the space and if the
space is divided in regions, then is reasonable to find spatial interaction between the regions. W is a
simple and intuitive way to create spatial lags of the variables: spatial dependence results from lags of
the endogenous variable and spillover effects from lags of the exogenous variables. A different problem
is the real meaning of these terms that, very often, conceal misspecification errors of a different nature
(McMillen, 2003, Kelejian and Robinson, 2004)

In general terms, we agree with the necessity of using a W matrix in connection to a spatial model.
Then, according to Haining (2003, p.74) the next step for quantifying the spatial dependence in a data
set is “(...) is to define for any set of points or area objects the spatial relationships that exist between
them”. Now we are in another stage of the discussion: how this matrix is specified? Roughly speaking,
we may distinguish three different approaches to the problem of building a W matrix:

(i) Specifying the matrix exogenously;

(ii) Specifying the matrix from the data;



(iii) Estimating the matrix from the data.

The exogenous approach is by far the most popular among researchers, and it is based on a prior
judgement concerning the geographical structure of the spatial observational units or some other
relevant characteristic of the data. Examples of this approach are well known, such as, for example,
the binary contiguity criterion, the m-nearest neighbours, the great circle distance criterion, kernel
functions based on the distance between centroids, etc. All these examples imply a prior knowledge
about the true data generating process “that we often do mot possess in practice” as indicated by
Gibbons and Overman (2012, p. 177).

The second approach takes into consideration both the topology of the space and the nature of
the data being modelled. Examples of this mixed approach are numerous after the pionering works
of Bodson and Peeters (1975), Kooijman (1976) and Openshaw (1977). We may cite, for example,
the more recent works of Getis and Aldstadt (2004), the AMOEBA procedure of Aldstadt and Getis
(2006), the spatial filtering technique of Tiefelsdorf and Griffith (2007), the general maximum entropy
(GME) procedure of Ferndndez et al (2009) or the complete correlation coefficient (CCC) criteria of
Mur and Paelinck (2011). In all these cases, there is some kind of feed back between prior knowledge
and evidence obtained from the data.

The third category includes the direct estimation of the weight matrix from the data and the
model being built. This is a complex problem because of the large amount of parameters that need
to be estimated (of order N? depending on the restrictions assumed). Bhattacharjee and Jensen-
Butler (2006) and Beenstock et al. (2010) tackle this problem in a panel data framework, whereas
Benjanuvatra (2012) remains in a pure cross-section, using a slightly more parameterized approach.
Other proposals to construct weight matrices based on non-geographical criteria can be consulted in
Autant-Bernard and LeSage (2011), Basile et al. (2012), Frenken et al. (2010), Maggioni et al. (2007),
Mora and Moreno, (2010), and Ponds et al. (2007).

It is clear that current practice related to the building of W is heterogeneous. These practices
covers a wide sprectrum ranging from the suggestions of Corrado and Fingleton (2012) of improving
the content of the cells of the W matrix by adding real economic information, to the other extreme, as
in Stakhovych and Bijmolt (2008), who seem to advocate for a plain, simple binary W matrix. Bavaud
(1998, p.153) insists in the difficulties: “there is no such thing as ‘true’, ‘universal’ spatial weights,
optimal in all situations; in fact, the weighting matrix must reflect the properties of the particular
phenomena, properties which are bound to differ from field to field”. This sentence can be intrepreted
as an invitation to empicism and data mining which is not in the spirit of the discussion.

Given this situation of heterogeneity and great uncertainty, we think that it would be interesting
to be guided by some criteria in choosing the most adequate specification. Our impression is that, in
the end, this is a problem of model selection: different weighting matrices result in different spatial
lags of the endogenous or the exogenous variables included in the right hand side of the equation; so
that they entail choice among different models.

Section 2 continues with a revision of the techniques of model selection that seem to fit better
into our problem. We present our own non-parametric procedure in Section 3. Section 4 discusses a
large Monte Carlo experiment in which we compare the small sample behavior of the most promising

techniques. Section 5 concludes summarizing the most interesting results of our work.



2 Selecting a Weighting Matrix

The model of equation (2) can be written in matrix form:

y=Ty+zb+e, (3)

where y and € are (n x 1) vectors, z is a (n x k) matrix, 8 is a (k x 1) vector of parameters and T is
a (n x n) matrix of interaction coefficients. The model is underidentified and a common solution to
achieve identification consists in introducing some structure in the matrix I'. This means to impose
restrictions on the spatial interaction coefficients as, for example: I' = pWW, where p is a parameter and
W is a matrix of weights. The term yy = Wy that appears on the right hand side of the equation is

one spatial lag of the endogenous variable. It is worth highlighting a couple of questions:

(i) The weighting matrix can be constructed in different ways using different interaction hypothesis.
Each hypothesis results in a different weighting matrix and in a different spatial lag. In conclusion,

different weighting matrices means different models containing different variables.

(ii) There are general guidelines about specifying a weighting matrix. For example: nearness,
accessibility, influence, etc. However, it will be difficult to say which of these general principles

would be better. The problem is clearly dominated by uncertainty.

Corrado and Fingleton (2011) discuss the construction of a weighting matrix from a theoretical
perspective (they are worried, for example, about the information that the weights of a weighting
matrix should contain). We prefer to focus on the statistical treatment of such uncertainty.

Let us assume that we have a set of N linearly independent weighting matrices, T =
{W1;Wa;...;Wnx}. Usually N corresponds to a small number of different competing matrices but
in some cases this number may be quite large, reflecting a situation of great uncertainty. For instance,
each matrix generates a different spatial lag and a different spatial model.

We might find several proposals in the literature. Anselin (1984) provides the appropriate Cox-
statistic for the case of:

(4)

Hy:y=pWiy+x161 +&1
Hy iy = paWoy+ 282 + €2

that Leenders (2002) converts into the J-test using an augmented regression like the following;:

y=1—-a)[ppWiy+z161]+a [ﬁngy + $232} +v, (5)

being ps and /8/\2 the corresponding maximum-likelihood estimates (ML from now on) of the respective
parameters on a separate estimation of the model of H4. Leenders shows that the J-test can be
extended to the comparison of a null model against N different models. Kelejian (2008) maintains the

approach of Leenders in a SARAR framework, which requires GM M estimators:

y = piWiy+ B +up = Ziry; + uy, (6)
u; = N Mug + vy,



with ¢ = 1,2,..... N, Z; = (W,y,x;) and ~v; = (p;,8) . The J-test for selecting a weighting matrix
corresponds to the case where z; = x; W; = M; but W; # W;. In order to obtain the test, we need

the estimation of an augmented regression, similar to that of (5):

y(\) =S\ +e, (7)

~

where S(A) = [Z(S\),F}, Z(\) = (I = A\W) Z (the same for y(\)), being A the estimate of X for
the model of the null. Moreover F = [Z191, ZoA2, - - ., ZNAN, W1 2191, WaZoAa, ..., WNZnAN]. The

A oA

equation of (7) can be estimated by 2SLS using a matrix of instruments: § = [Z (A), F }, where
F = PF (similar for Z()\)) with P = H (H'H)"" H and H = [, Wz, W?2z]. Under the null that, for

example, model 0 is correct and the 2SLS estimate of 7 is asymptotically normal:

i~ N [no; o2 (55)1} , (8)

where 19 = [7/;0]. The J-test checks that the last 2N parameters of vector 7 are zero. Define 6= A7)
where A is a 2N x (k+ 1+ 2N) matrix corresponding to the null hypothesis: Hy : An = 0, then the

J-test can be formulated as a Wald statistic:

OV ~ P (2N), 9)

being V the estimated sample covariance of 4.

Burridge and Fingleton (2010) show that the asymptotic Chi-square distribution can be a poor
approximation. They advocate for a bootstrap resampling procedure that appears to improve both
the size and the power of the J-test. There, remains implementation problems related to the use of
consistent estimates for the parameters of (6) in the corresponding augmented regression. Kelejian
(2008) proposes to construct the test using GMM-type estimators and Burridge (2011) suggests a
mixture between GMM and likelihood-based moment conditions which controls more effectively the
size of the test. Piras and Lozano (2010) present new evidence on the use of the J-test that relates the
power of the test to a wise selection of the instruments.

The problem of model selection has been often treated, very successfully, from a Bayesian
perspective (Leamer, 1978); this also includes the case of selecting a weight matrix in a spatial model
by Hepple (1985a, b). The Bayesian approach, although highly demanding in terms of information,
is appealing and powerful (Lesage and Pace, 2009). The same as the J-test, the starting point is a
finite set of alternative models, M = {Mj; Ma;...; My}. The specification of each model coincides
(regressors, structure of dependence, etc.) but not for the spatial weighting matrix. Denote by 6
the vector of k£ parameters. Then, the joint probability of the set of N models, k parameters and n

observations corresponds to:

p(M707y):W(M>7T(0|M)L(y|07M)’ (10)

where 7 (M) refers to the priors of the models, usually 7 (M) = 1/N; 7 (6| M) reflects the priors of the
vector of conditional parameters to the model and L (y| 0, M) is the likelihood of the data conditioned

on the parameters and models. Using the Bayes’ rule:



_p(M,0,y)  w(M)m (0] M)L(yl0,M)
P (M, ly) = ply) p(y) ' (1D

The posterior probability of the models, conditioned to the data, results from the integration of

(11) over the parameter vector 6:

p(Mly) = / p (M. ly) do. (12)

This is the measure of probability needed in order to compare different weighting matrices. Lesage
and Pace (2009) discuss the case of a Gaussian SAR model:

y=pWiy+ XiBi +¢ (13)
g ~i.i.dN(0;02) ’
The log-marginal likelihood of (10) is:
p(My) = /7?5 (Bl0?) 7o (6°) 7, (p) L (y| 0, M) dBdo?dp. (14)

They assume independence between the priors assigned to B and o2, Normal-Inverse-Gamma
conjugate priors, and that for p, a Beta(d, d) distribution. The calculations are not simple and, finally,
“we must rely on univariate numerical integration over the parameter p to convert this (expression 14)
to the scalar expression necessary to calculate p (M|Y') needed for model comparison purposes” (Lesage
and Pace, 2009, p 172). The SEM case is solved in Lesage and Parent (2007); to our knowledge, the
SARAR model of (6) remains still unsolved.

Model selection techniques may also have a role in this problem, specially if we have any preference
for any weighting matrix. In other words, we are not considering the idea of a null hypothesis. There
is a huge literature on model selection for nested and non-nested models with different purposes
and criteria. In our case, we are looking for the most appropriate weighting matrix for the data.
We consider that the Kullback-Leibler information criterion might be a good measure. Apart from
Kullback-Leibler criterion, we can use the Akaike information criterion which is simple to obtain.
This criterion assures a balance between fit and parsimony (Akaike, 1974). The expression of Akaike

criterion is very well-known:

AIC; = —2L (é; y) + qlk), (15)

being L (é,y) the log-likelihood of the model at the maximum-likelihood estimates, 0, and q(k) a
penalty function that depends on the number of unknown parameters. Usually, the penalty function
is simply equal to ¢(k) = 2k. The decision rule is to select the model, weighting matrix in our case,
that produces the lowest AIC.

Recently Hansen (2007) introduced another perspective to the problem of model selection, which
tries to reflect the confidence of the practitioner in the different alternatives. In general, the selection
criteria that minimize the mean-square estimation error achieve a good balance between bias, due
to misspecification errors, and variance due to parameter estimation. The optimal criterion would

select the estimator with the lowest risk. This is what happens with the Bayesian concept of posterior



probability, which combines prior with sampling information to select the best model; also with the
selection criteria as, for example, the AIC or the SBIC statistics. The procedure of the J-test is a
classical decision problem solved using only sampling information, with the purpose of minimizing the
type II error and assuring a given type I error.

Expressed in another way, given our collection of weighting matrices W = {W1; Wa;...; Wy}, all
of which are referred to the same spatial model, the purpose is to select the matrix W,,. This matrix
combines with the other terms of the model produces a vector of estimates, én(Wn), which minimizes
the risk. Hansen (2007) shows that further reductions in the mean-squared error can be attained by

averaging across estimators. The averaging estimator for 6 is:

N
W) = @"0n(W,). (16)
n=1
As stated by Hansen and Racine (2010), the collection of weights, {w™;n = 1,2, ..., N} should be
N
non-negative and linked on the unit simplex of RN;ZW” =1.
n=1

Subsequently, these weights w™ can be used to compare the adjustment of each model (W matrix)

with respect to the data.

3 A Non-Parametric Proposal for Selecting a Weighting
Matrix

This section presents a new non-parametric procedure for selecting a weighting matrix. The selection
criterion is based on the idea that the most adequate matrix should produce more information with
respect to the variables that we are trying to relate. The measure of information is a reformulation of
the traditional entropy index in terms of what is called symbolic entropy, and it does not depend on
judgments of the user.

As explained in Matilla and Ruiz (2008), the procedure implies, first, transforming the series into
a sequence of symbols which should capture all of the relevant information. Then we translate the
inference to the space of symbols using appropriate techniques.

Beginning with the symbolization process, assuming that {z.}, g and {ys},.g are two spatial

processes, where S is a set of locations in space. Denoted by I'; = {01, 09,...,0;} the set of symbols
defined by the practitioner; o;, for i = 1,2,...,1, is a symbol. Symbolizing a process is defining a map
f : {zs}ses — Fl, (17)

such that each element z is associated to a single symbol f (xs) = o;, with is € {1,2,...,1}. We say
scg if and only if f(z,) = o5,. We

call f the symbolization map. The same procedure can be followed for a second series {ys}

that location s € S is of the o; — type, relative to the series {zs}

s€S”
Denoted by {Z,},.g a bivariate process as:

Zy = {Z‘s, ys} . (18)



For this case, we define the set of symbols €2; as the direct product of the two sets I';, that is, le =T xI}

whose elements are the form 7;; = (0qc ay). The symbolization function of the bivariate process would

be o
9:{Zs},es > QF =Ty x I, (19)
defined by
g(Zs = (xsays» = (f (xs) 7f (ys)) =TMij = (Uf’oél) : (20)

We say that s is 1;; — type for Z = (z,y) if and only if s is o7 — type for x and 0';’»/ — type for y.
In the following, we are going to use a simple symbolization function f . Let M7 be the median of

the univariate spatial process {,}, .4 and define an indicator function

1 if x> M®
Tsz{ i w2 M (21)

0 otherwise

Let m > 2 be the embedding dimension; this is a parameter defined by the practitioner. For each
s € 5, let Ny be the set formed by the (m — 1) neighbours of s. We use the term m — surrounding to
denote the set formed by each s and Ny, such that m — surrounding of x,, (s) = (xs, Tsyye-- ,xsmfl).

Let us define another indicator function for each s; € Ng:

Lw{Oif“#“i (22)

1 otherwise

Finally, we have a symbolization map for the spatial process {zs},.g as f : {#s},cq = I'im:

m—1
f(xs) = stsi, (23)
=1

where T',;, = {0,1,...,m — 1}. The cardinality of T';, is equal to m.

Let us introduce some fundamental definitions:

Definition 1: The Shannon entropy, h(z), of a discrete random variable x is: h(z) =
—;P(fﬂz‘)m(]o(%))~

Definition 2: The entropy h (x,y) of a pair of discrete random variables (z,y) with joint distribution
p(x,y) is: h(z,y) = =33 p(z,y)In(p(z,y)).
Ty

Definition 3: Conditional entropy h(x|y) with distribution p(z,y) is defined as: h(zly) =

f§§m%mmwwm»

The last index, h (z|y), is the entropy of x that remains when y has been observed.

These entropy measures can be easily adapted to the empirical distribution of the symbols. Once
the series have been symbolized, for a embedding dimension m > 2, we can calculate the absolute and
relative frequency of the collections of symbols o7 € I'; and ijs el.

The absolute frequency of symbol o is:

ner =#{s € Sls is of —type for x}. (24)



Similarly, for series {ys} the absolute frequency of symbol 0;-’ is:

s€S?

ngy = #{s € Sls is O';J —type for y}. (25)
J

Next, the relative frequencies can also be estimated:

#{secSls is of —type for x} Nor

p(0}) =por = : (26)
‘ 5] N
#{se€Sls is of —type for y} Ny
Y\ — J J
p(0}) =pov = =0 (27)
(o5) =r; 5 5
where |S| denotes the cardinal of set .S; in general |S| = N.
Similarly, we calculate the relative frequency for n;; € Q7:
#{seS|s is mny; —type}t Ny,
P(Wij) =Pniy = ! = (28)

|51 I

Finally, the symbolic entropy for the two — dimensional spatial series {Z}, g is:

hz(m) == pm)in(pm). (29)

nenz,

We can obtain the marginal symbolic entropies as

hy(m) ==Y p(a)in(p(c¥)). (31)

ovel'y,

In turn(tern), we can obtain the symbolic entropy of y, conditioned by the occurrence of symbol

x

% in x as:

hylg= (m) == > p(0¥]0”)In(p(c"]0")). (32)
ovel'y,

We can also estimate the conditional symbolic entropy of ys given x:

hye (m) = Y p(0%) hyjge (m) . (33)

orely,

Let us move to the problem of choosing a weighting matrix for the relationship between the variables
2 and y. This selection will be made from among a finite set of relevant weighting matrices. Denoted
by W (x,y) = {W,|y € J} this set of matrices, where J is a set of index. We refer to W (z,y) as the
spatial-dependence structure set between x and y.

Denoted by K a subset of T,,, the space of symbols, and let W € W (z,y) be a member of the set

of matrices. We can define

Ky = {o* € K|o” is admissible for Wz}, (34)



where admissible indicates that the probability of symbol occurrence is positive.

scg- Let Wo € W (x,y) be the
most informative weighting matrix for the relationship between x and y. Given the spatial process
{ys}cs> there is a subset K C Ty, such that p (Kfy,[0¥) > p(Kjf|o¥) for all K* C Ty, W €
W(x,y) \ {Wo} and o¥ € T¥,. Then

By I'* we denote the set of symbols which are admissible for {x}

=D p@) | Y ple*lo")n(p(e”]0)) (35)

overy o ek,

hWozly (m)

IA

=D o | D 2710 (p(07[0Y))| = hway (m).

oYvery o eKa}“
In this way, we have proved the following theorem.

Theorem 1: Let {x,},.g and {ys},cq two spatial processes. For a fized embedding dimension
m > 2, with m € N, if the most important weighting matriz that reveals the spatial-dependence

structure between x and y is Wy € W (x,y) then

hwyely (M) = We%& ) {thly (m)} : (36)

Given the Theorem 1 and using the following property: hy,|, < hw., we propose the following

criterion for selecting between different matrices:
pseudo — R% = 1 — hwaly (M) /hyy, (m).

The selection of the matrix is made using the highest value of pseudo — R2.

4 The Monte Carlo Experiment

In this section, we generate a large number of samples from different data generation process (D.G.P.) to
study the performance of different proposals: J-test, Bayesian approach, averaging estimator (Racine-
Hansen) and conditional symbolic entropy.

Our major interest is to detect the weighting matrix more informative between different alternatives.
For this, we have an unique explanatory variable x, the same in all models. But the D.G.P. uses different
spatial structures, that is W = W;, where ¢ is the matrix for the i — th alternative model.

Each experiment starts by obtaining a random map in a hypothetical two-dimensional space. This
irregular map is reflected on the corresponding normalized W matrix. In the first case, W is based
on a matrix of 1s and 0s denoting contiguous and non-contiguous regions, respectively. Afterward, we
normalize the W matrix so that the sum of each row is equal to 1.

The following global parameters are involved in the D.G.P.:

10



N € {400,700,1000} , k € {4,5,7} , (37)

where N is the sample size and k is the number of neighbors for each observation. The number of
replications is equal 1,000.

In the cases of binary matrices, we use the following:
o Wy =4 — nearest — netghbors
e Wy =5 — nearest — neighbors
o W; =7 —nearest — netghbors

where W7 contains Wy matrix and W5 contains W, matrix, before the standardization.
In the first case, linearity, we control the relationship between variables using the expected coefficient

of determination (Rz /) based on a specification like this:

y=pr+0Wzx+e. (38)

Under equation (38), the expected coefficient of determination between the variables is equal to

(assuming an unit variance of z and in € as well as incorrelation between the two variables):

B ()
W/ By (@ fmo) 1 1

We have considered different values for this coefficient:

Ry, €{0.4;0.6;0.8} (39)

For simplicity, in all cases we maintain 3 = 0.5. The spatial lag parameter of z, , is obtained by
deduction: § = \/(1_7”)(512(11;232)—32).

Having defined the values of the parameters involved in the simulation, we can present the different

processes used in the analysis.

DGP1: Linear
y=pr+0Wzr+e (40)

DGP2: Non-linear
Yy = 1/(ﬁz+9Wa:+E)2 (41)

In all cases: x ~ N (0,1), e ~ N (0,1) and Cov (z,¢) = 0.

Results

The performance of Hansen-Racine, Bayesian, J-test and Entropy for the nested models are presented

in Tables 1-9 . When the process is linear, Table 1, the selection made by criteria of Hansen-Racine

11



and Bayesian is near to 100%, in almost all situations. The behavior of J-test has results that exceed
85% of correct selection in almost all cases (Table 2).

To the Conditional Entropy, we apply the following rule to select the embedding dimension m:
m?2-5 ~ N. That is, on average, each symbol should have an expected frequency closed to 5. Therefore,
we use for nested models m = 8 for all cases because contain Wy, W5 and W,. Due to this rule, the
minimum sample size is 400. For the linear process, Entropy does not make a good selection in

comparison to the other criteria.

Table 1: DGP1: Linear Process. Nested Models

] Criterion \ Hansen-Racine \ Bayesian
Matrices Wy Ws W Wy Ws Wr
N R? % Select % Select % Select % Select % Select % Select

0.4 100.0 98.9 99.6 100.0 99.3 99.4

N =400 0.6 100.0 100.0 100.0 100.0 100.0 100.0
0.8 100.0 100.0 100.0 100.0 100.0 100.0
0.4 100.0 100.0 100.0 100.0 100.0 100.0

N =700 0.6 100.0 100.0 100.0 100.0 100.0 100.0
0.8 100.0 100.0 100.0 100.0 100.0 100.0
0.4 100.0 100.0 100.0 100.0 100.0 100.0

N = 1000 0.6 100.0 100.0 100.0 100.0 100.0 100.0
0.8 100.0 100.0 100.0 100.0 100.0 100.0

Note: % Select is the number of times that each W is selected correctly. Replications: 1000.

Table 2: DGP1: Linear Process. Nested Models
’ Criterion J-test \ Entropy
Matrices Wy Ws W Wy Ws W
N R? % Select % Select % Select % Select % Select % Select

0.4 89.5 88.7 88.5 15.8 23.8 88.9

N =400 0.6 87.8 85.3 87.7 43.5 46.6 92.4
0.8 89.9 86.2 88.0 86.3 83.1 98.1
0.4 87.4 87.4 89.2 21.5 31.2 91.4

N =700 0.6 89.1 85.2 87.1 63.7 62.7 96.2
0.8 91.0 86.8 87.4 96.4 94.1 99.3
0.4 88.4 86.6 89.5 27.5 34.5 91.4

N = 1000 0.6 90.6 87.8 90.5 74.6 70.1 96.5
0.8 87.8 86.2 89.6 99.4 97.5 99.6

Note: % Select is the number of times that each W is selected correctly. Replications: 1000.
When the non-linearity is incremented, DGP2, there is no criterion that provides adequate

information about the genuine generating process. In the case of DG P2, the percentage of correct

selection of the matrix using Entropy is higher than the other criteria in most cases.
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Table 3: DGP2: Non-Linear Process. Nested Models

’ Criterion \ Hansen-Racine \ Bayesian
Matrices Wy W We Wy Ws Wy
N R? % Select % Select % Select % Select % Select % Select

0.4 40.6 23.3 36.2 34.9 24.2 29.3

N =400 0.6 40.7 26.8 38.7 30.1 23.1 28.2
0.8 44.9 32.5 44.3 29.2 23.1 28.2

0.4 39.3 25.1 33.1 35.2 22.5 32.3

N =700 0.6 41.4 26.9 38.8 33.4 21.6 29.7
0.8 46.7 33.1 43.2 29.9 21.1 27.6

0.4 37.7 22.6 33.9 31.5 24.4 31.9

N = 1000 0.6 42.6 26.5 36.4 33.0 21.5 28.3
0.8 43.2 30.9 42.0 33.0 22.4 29.5

Note: % Select is the number of times that each W is selected correctly. Replications: 1000.

Table 4: DGP2: Non-Linear Process. Nested Models

’ Criterion J-test Entropy
Matrices Wy Ws Wr Wy Ws W
N R? % Select % Select % Select % Select % Select % Select

0.4 0.4 0.0 0.2 6.2 14.9 90.8

N =400 0.6 0.3 0.1 0.3 15.5 27.6 92.7
0.8 0.2 0.0 0.1 37.4 41.0 95.2

0.4 0.4 0.2 0.4 11.1 20.2 91.9

N =700 0.6 0.1 0.0 0.0 29.2 35.2 93.6
0.8 0.1 0.0 0.3 57.6 58.2 96.8

0.4 0.7 0.0 0.4 12.2 22.9 92.6

N = 1000 0.6 0.4 0.0 0.0 40.1 42.7 94.2
0.8 0.4 0.1 0.3 76.5 72.5 98.4

Note: % Select is the number of times that each W is selected correctly. Replications: 1000.

5 Conclusions

The paper shows a collection of criteria to select the spatial weighting matrix. Our point of view is
that the problem of selecting a weighting matrix is a problem of model selection. In fact, different
weighting matrices result in different spatial lags of endogenous or exogenous variables included in the
model. This is the direction that we explored in the present paper as an alternative way to deal with
the uncertainty of specifying the spatial weighting matrix.

Generally speaking, among the different criteria that we have presented, the Bayesian criterion is
the most stable under linear and weak non-linear conditions. The J-test, considered as an important
tool to select spatial models, is not adequate in most situations.

Our Conditional Entropy criterion has two advantages: simplicity and good behavior under non-
linear processes. In this criterion, it is not necessary any specification. The only assumption is that

there is a spatial structure that links the variables under analysis. In previous revised methods we need

13



to assume linearity, correct specification, normality in some cases, and further adequate estimation of

parameters.

For future research agenda, we will explore the behavior of these criteria for spatial dynamic models

and misspecified models.
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