Chapter 5

Simulation Study

In this Chapter, Sampling Scheme 3.3 will be applied to fit a simulated example of
MSSV(3) with 400 observations. The model is specified as follows:

1
Zt = MUz €XD (iXt)

Y, = log(7})

X = a (Kﬁ)l) 05X, + e

where
n ~ N(0,0.2)
e~ N(07 1)
1) iKY =1
5 ) iKY =3
The formulation implies that v = —1, 79 = —1, v3 = —3. The indicator variables,

{Kt@)} are generated by a first-order Markov process with transition probability
t= n

yeeny
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matrix

[ 0.9 0 0.1 -|
0 0.95 0.05
0.05 0.05 0.9

We can observe that the probability mass of the transition probability matrix is concen-
trated in the diagonal entries, hence, it is expected that Sampling Scheme 3.3 will perform
better than the other two sampling schemes. The choices of parameters are coincident
with the simulation study in So, Lam and Li (1998) and the phenomena observed by
H






