Goodness-of-fit tests in conditional duration models
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We propose specification tests for the innovation distribution in conditional dura-
tion models. The new tests are based either on the cumulative distribution function,
or on exponential transforms such as the Laplace transform and the characteristic
function, or on characterizations of the innovation-distribution under test. We study
the finite-sample performance of the proposed procedures in comparison with alter-
native tests which employ nonparametric density estimates as well as with tests based
on entropy. A bootstrap version of the tests is utilized in order to study the small
sample behavior of the procedures. A real-data example illustrates the applicability
of our method and confirms conclusions drawn by earlier authors.
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