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Parameter estimation and dependence characterization
of the MAR(1) process

Marta Ferreira

Center of Mathematics of Minho University, Campus de Gualtar 4710 - 057 Braga, Portugal

Abstract. Classical linear ARMA with normal distributed noises are not suitable for heavy tailed
phenomena. MARMA processes obtained by replacing summation by the maximum operator are more
appropriate. We consider unit Fréchet first order MARMA, denoted MAR(1), and present a characteriza-
tion based on ordinal autocorrelation. An estimator of the model’s parameter and respective consistency
and asymptotic normality properties are also stated.

1. INTRODUCTION

It is now well recognized that heavy tailed phenomena occurs in nature and society and cannot be
described by the normal distribution. A useful class of processes for modeling heavy tails and extremal
structures of dependent events are the max-ARMA or MARMA processes introduced in Davis and Resnick
[4], which are analogous to ARMA by replacing summation by the maximum operator:

p q
i=1 =0

where parameters a;, 8; > 0,1 <7 < p, 0 < j < g, are non-negative independent and identically distributed
(ii.d.) innovations. Besides a more suitable formulation than heavy tailed ARMA given easily definable
finite dimensional distributions, they have a wide application to various natural phenomena (Helland and
Nielsen [7], Daley and Haslett [5], Hooghiemstra and Scheffer [8], Todorovic and Gani [13], Coles [3]),
reliability (Davis and Resnick ([4]) or financial series (Zhang and Smith [14]).

Several first order max-autoregressive formulations that include random coefficients and power transfor-
mations have also been considered in literature (Alpuim [1], Alpuim and Athayde [2], Ferreira and Canto e
Castro [6]).

Stationary MARMA processes with Fréchet marginal d.f. are maximum-stable and thus convenient for
calculations. Here we focus on first order max-autoregressive MARMA. Indeed, since our procedures also
apply to continuous strictly increasing functions of the process and that the values can be normalized so
that they come from an unit Fréchet model, we shall consider unit Fréchet margins, i.e., F(z) = exp(—1/z).
For more details, see Lebedev ([11], [12]).

2010 Mathematics Subject Classification. Primary: 60G10; Secondary: 62M10

Keywords. Autoregressive processes, heavy tail, estimation of parameters, ordinal autocorrelation
Received: 11 July 2012; Revised: 05 September 2012; Accepted: 09 September 2012

Email address: msferreira@math.uminho.pt (Marta Ferreira)



Ferreira / ProbStat Forum, Volume 05, October 2012, Pages 107-111 108

Given the maximum stability property satisfied by independent unit Fréchet distributed r.v.’s, &1, & and
&, ie.,

c1é1\/ e2&e = (e1 + )€
we shall define the first order max-autoregressive process, denoted MAR(1), as
Xi=cXia\/(1-0)Z;, 0<ce<1 (1)
with margins and noises having unit Fréchet d.f. F.

An estimation procedure for model’s parameter ¢ have been stated in Lebedev [11] based on fluctuation
probabilities,

1
2—c¢’

fii=P(Xpo1 < Xp) =

We derive estimators for ¢” (m > 1) using a similar methodology and state consistency and asymptotic
normality (Section 2). In particular, m can be chosen in order to obtain the smallest variance.

A drawback of very heavy tailed processes is that first and second order moments do not exist and
the usual auto-correlation function (ACF) of classical linear models cannot be used. Alternatively, we
consider ordinal autocorrelation based on Spearman’s rho coefficient. Besides an alternative estimator for
the parameter, it provides a characterization for MAR(1) processes (Section 3).

2. Estimation of the model’s parameter

In the following we use the m-step (m > 1) transition probability function (tpf) of the process, given by

5 Fadss) o <ylem

Q" (x,]0,y]) = P(Xpym <y[Xn =2) = { 0 x> y/cm

= exp(—%) ’xSy/cm
0 , T >ylc™.

Proposition 2.1. Let {X;};>1 be a« MAR(1) process. Then, for each m > 1,
" =2=1/fnm.

Proof. Observe that the m-step fluctuation probabilities f,, := P(X,—m < X,,) are given by

fus = PO < Xum) = [ P < alX = 0)dFx ()
0
= [ @@ adrs) = [ F@ i) (3)
0 0
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92— em’
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The fluctuation probabilities can be used to estimate the process parameter, c. Considering

~ 1
fm = o Z lix<x; ym21,

n— .
Jj=m+1

n

we will see that estimator R
=2 1/fm
is consistent and asymptotically normal.
Proposition 2.2. Let {X;};>1 be « MAR(1) process. Then, for each m > 1,
@ —e") B N©,0%/ 1) (4)
where
UrQn:fm(lffm)(l72fm+Xm)/(17Xm), (5)
with fm given in (3) and

_ce(2=c") 1 9 1
Xm = 2 cm—2¢c—2 cm—2¢c—1 + cm+2¢ )°

Proof. Just observe that fm corresponds to the mean of Bernoulli trials with Markov dependence and results
on this can be found in Klotz [10]. More precisely, we have that, n'/2(fn — fin) RS N(0,02,) holds for o2,
given in (5), where xm = P(Xj_pm < X;|Xj—m-1 < Xj—1) with max(0, (2fm — 1)/fm) < xXm < 1. The

result in (4) is now straightforward by the Delta Method, i.e., nl/z(g(fm) — g(fm)) EaS N(0,02,(9'(fm))?),
with g(x) = 2 — 271, In the following we compute the variance, o2,

P Xy < X5, Xpgjo1 < X)) = /OOO/OOO/OIQ(W,} —00,y])Q™ " (y, dw)Q(x, dy) K (dx).

Now considering (2), the following development holds:

min(z,y/c)

P(Xpi; < X, Xonpj1 < X; 1) = /0 /0 /0 Fy)Q™ (3, dw)Q(z, dy) F(dx)

0 c

- / ”{ [PwQ )= ou/c / Fp)Q (3] - oo,mn}cz(x, dy) F(dz)

[ [ rorrwer+ [ rorer e e,

xc

Considering f the density function of the unit Fréchet d.f. F, the transition density of Q(z,]0,y]) is given
by q(z,y) = f(y){zecy) + F(2C)1{10=y}- Hence we have,

b _m— F(z/c™ )2 — [F(zc)]?
P(nts < X Xgr < Xpm) = [ {FGaapp— + E =)
0

c 1 2 1
- - + ).

2\cm —-2c—-2 ™ —-2c—-1 c™+2c
Observe that, after some calculations, we obtain the variance of ¢™ given by
B (™ —2)2(c™ — 1)3(c*™ — 2¢ — 2¢™(1 + ¢)))

2c+ 3"+ (24 ¢+ 6¢2 +4c2) — (3 +2¢(1+¢))’

[F@) ="} F(de)

o/ fa =
[}

In particular, m can be chosen in order to obtain the smallest variance, provided that ]?m € [1/2,1).
Note also that no definite results can be obtained for fm < 1/2 since f, € [1/2,1). Indeed, as observed in
Lebedev [11], the probability of such events goes to zero, as n — oo, and this may also be an indication of
an inconsistency in our choice of the model.
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3. Ordinal autocorrelation

The main drawback of a max-autoregressive modeling is that the usual analysis methods based on the
autocorrelation function (ACF) of classical linear models cannot be used here, since the first and second
moments do not exist. Alternatively, we can use ordinal correlation. We consider the Spearman’s rho coeffi-
cient which corresponds to the Pearson correlation coefficient applied to marginal transform (F;(X), F5(Y))
of random pairs (X,Y) with marginal d.f.’s F} and Fy, respectively, and thus also stated in Joe [9]

ps = ps(X,Y) =12EF,(X)F>(Y) — 3.
For lag-m random pairs, we denote the lag-m Spearman’s rho coefficient,

PSm = pS,m(Xla X1+m)~
Observe that, if Y; = F(X;) and U; = F(Z;), then MAR(1) process given in (1) can be rewritten as

Y=Y, \Ju/ 9 0<e< (6)
where all the r.v.’s ¥; and U; are uniformly distributed in the interval (0,1) (standard uniform).

Proposition 3.1. The lag-m Spearman’s tho coefficient of MAR(1) process is

3c™

T2t em

PS,m

Proof. We shall use a similar approach of Lebedev [11], who has only consider the case m = 1.
Note that, for any constants ¢ > 0 and 0 < b < 1, and W an r.v. with standard uniform d.f., we have

P (Wl/a \/b < CU) = l‘al{m>b} + bal{x:b}

and hence

1 a
E (Wl/a \/b) = /b ax®dr + bt = (1:7_&:1. (7)

Now observe that process (6) correspond to

1/c™ Vs 1/(cmH=9(1
Yl-‘,—’m, — Yl /c \/ \/ Uj /(c (1-0))
=2
and that

m-+1 )
P \/ Ujl/(cm“’”(l—c)) <z | = 2SR - Z gl

j=2
Le., V;n:zl Ujl/(cmﬂij(l_c)) < Wl/(licm). Now we calculate

cm m emtl=i(1—c
EYiYigm = EY1E(Y1(Y11/ \/\/j:; Ujl/( o )))|Y1)

= Ev,EM(Y) WOy

1—em Y2/c7”—1
= By, 4

2—cm

where the last equality is due to (7). We have

1—c¢™+ Yf/cm_1 1 2/c™
EY, - ( 1— ¢™EY, + EY, ) -
! 2—cm 2—cm (1=c™)EY: + EYy

1 (1707”Jr c™ )7 14c™
2—cm\ 2 24+cm) 224 cm)
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Thus, we can also estimate ¢ from the ordinal Spearman’s rho correlation coefficient.

Corollary 3.2. In the MAR(1) process we have, for psm € [0,1),

m o 2pS,m

C = .
3 - PS,m

The following characterization relationship of MAR(1) is useful for model identification.

Corollary 3.3. In the MAR(1) process we have, for f,, € [1/2,1),
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