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Abstract: We consider tail empirical processes of long memory stochas-
tic volatility models with heavy tails and leverage. We study the limiting
behaviour of the tail empirical process with both fixed and random lev-
els. We show a dichotomous behaviour for the tail empirical process with
fixed levels, according to the interplay between the long memory parame-
ter and the tail index; leverage does not play a role. On the other hand,
the tail empirical process with random levels is not affected by either long
memory or leverage. The tail empirical process with random levels is used
to construct a family of estimators of the tail index, including the famous
Hill estimator and harmonic mean estimators. The paper can be viewed
as an extension of [21]; while the presence of leverage in the model cre-
ates additional theoretical problems, the limiting behaviour remains un-
changed.
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1. Introduction

The tail empirical process (TEP) is an important tool used in nonparamet-
ric estimation of extremal quantities, like the Hill estimator of the index of
regular variation or various risk measures. In this article, we consider a long
memory stochastic volatility model with leverage. The model consists of two
building blocks: volatility and noise. Informally speaking, by leverage we mean
that volatility and noise are not independent. This model is of interest in fi-
nance. Our goal is to study weak convergence for the tail empirical processes
associated with heavy tailed long memory stochastic volatility sequences with
leverage. These results are not only of theoretical interest, but are applicable
to different statistical procedures based on intermediate extremes. A similar
problem was studied in the case of independent, identically distributed ran-
dom variables in [15], or for weakly dependent sequences in [14], [13], [26], [24].
In [21] the authors considered heavy tailed, long memory stochastic volatil-
ity (LMSV) models and obtained asymptotic results for tail empirical pro-
cesses. This was extended later on to the multiparameter situation in [22].

3453


http://projecteuclid.org/ejs
https://doi.org/10.1214/19-EJS1595
mailto:cbilayib@uottawa.ca
mailto:givanoff@uottawa.ca
mailto:rkulik@uottawa.ca

3454 C. Bilayi-Biakana et al.

However, in the latter two articles leverage was excluded, greatly simplifying
theoretical considerations. As evidenced in [23], the presence of long memory,
heavy tails and leverage may affect the limiting behaviour of relevant statis-
tics.

It turns out that in the present setting, leverage does not affect the lim-
iting behaviour of the tail empirical process, and hence the results are com-
parable to those in [21] where leverage is not present. The limiting behaviour
depends only on the interplay between the tail index « and the strength of
long memory. However, it should be pointed out clearly that the extension from
models without leverage to those with leverage is highly nontrivial from a the-
oretical point of view. In [21] the authors were able to exploit independence
between volatility and noise. Here this approach is not applicable and instead
we use the Doob decomposition of the tail empirical process into martingale
and long memory parts. This makes the proof of tightness technically very in-
volved.

Furthermore, as in [21], for applications we must replace unobservable quan-
tiles with appropriate order statistics. It turns out that the limiting behaviour of
the resulting TEP with random levels is not affected by either long memory or
leverage. This, through integral functionals, allows us to obtain limiting results
for different estimators of the tail index, including the classical Hill estimator
(see [10] for results in the i.i.d. case) or the more general class of harmonic mean
estimators (see [2] again for results in the i.i.d. case). A comprehensive numer-
ical study of different estimators of the tail index in the case of long memory
and heavy tails (but no leverage) is presented in [25].

In summary, our contribution in this paper is twofold. From a theoretical
point of view, our most important contribution is the proof of weak convergence
of the tail empirical process (with fixed and random levels) in the presence
of heavy tails, long memory and leverage. Due to the complicated dependence
structure of the process, the proof is not at all straightforward. From a practical
point of view, the key result is that the asymptotic behaviour of the TEP with
random levels is unaffected by the presence of long memory and/or leverage in
the model, and so in applications the log returns may be handled exactly as if
they were i.i.d. heavy-tailed random variables. This greatly enhances the utility
of the LMSV model with leverage considered here.

The rest of the paper is organized as follows. In Section 2 we introduce the
model and state all relevant assumptions. In Section 3 we state our main result
on convergence of the tail empirical process with fixed levels (Theorem 3.2).
This theorem is complemented by the corresponding result for random levels
(Theorem 3.8). In Section 4 we prove weak convergence of integral functionals
of the tail empirical process, which provides a unified approach to central limit
theorems for estimators of the tail index (Theorem 4.2). In Section 5, we discuss
the role of the various assumptions and provide an illustrative example. We end
with a brief conclusion and directions for further research in Section 6. Proofs
are given in Section 7 and relevant technical details on regular variation and
long memory sequences can be found in Appendix A.
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2. Long memory stochastic volatility model with leverage

One of the common features of financial data is that returns are uncorrelated,
but their squares, or absolute values, are (highly) correlated, a property re-
ferred to as long memory. A second widely accepted feature is that log-returns
are heavy tailed, in the sense that some moment of the log-returns is infinite.
A third important feature is leverage. In the financial time series context, lever-
age is understood as negative dependence between previous returns and future
volatility; see (12). The leverage effect has been well documented in the eco-
nomic literature. As stated in [16], any mathematical model approzimating the
evolution of asset price should be able to generate the leverage effect. See more
details in Section 2.2 below.

Motivated by these empirical findings, one of the common modelling ap-
proaches is to represent log-returns {X;} as a stochastic volatility sequence
X; = 0;Z;, where {Z;} is an i.i.d. noise sequence and {07} is the conditional
variance or, more generally, a certain process which stands as a proxy for the
volatility. In such a process, long memory can only be modelled through the se-
quence {co;}, while the tails can be modelled either through the sequence {Z;}
or through {c;}, or both. The well known GARCH processes belong to this class
of models. The volatility sequence {o;} is heavy tailed unless the distribution
of Zy has finite support, and leverage can be present. However, long memory of
squares cannot be modelled by the GARCH processes, since such models (under
the appropriate technical conditions) are mixing. See [17, Chapter 3].

Consequently, the so-called long memory stochastic volatility (LMSV) model
was introduced in [5]. An overview of such models is given in [11] and [12]. In
the classical LMSV model, {Z,} is a sequence of i.i.d. standard normal random
variables, independent of the volatility sequence {0}, assumed to be of the form
o; = exp(Y;), where {Y;} is a long memory Gaussian sequence. However, the
independence assumption excludes the possibility of modelling leverage effects.
We thus consider the long memory stochastic volatility model with leverage:

Xj=0(Y;)Z;, jei (1)
We make the following assumptions.
2.1. Assumptions

A(i) The sequence {Y;} is strictly stationary and ergodic long memory Gaus-
sian, that is

(o]
Y; = E ai€j—i
i=1

where {¢;} is a sequence of i.i.d. standard normal random variables and

oo
a; =i, (1), Y ai=1.
=1
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A(iii)

A(iv)
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As a consequence, vy (j) = Cov(Yp,Y;) ~ 729714y (5). Note that £, and
Uy are slowly varying functions at infinity such that:

by (j) = €2(7)B(1 — 2d,d),

where B(a,b) denotes the Beta function and 0 < d < § is referred to as
the long memory parameter (for details, see [1]). Furthermore, we assume
that {(e;, Z;)} is a sequence of i.i.d. random vectors. For each fixed j, €;
and Z; may be dependent, but due to the construction above, the random
variables Y; and Z; are independent. However, there can be dependence
between the sequences {Z;} and {Y;}, allowing for leverage in the model.
See more discussion in Section 2.2.

The random variables Z; are i.i.d. with tail distribution function Fy:

Fz(z) = c*z~% exp (/lz () du> >0, 2)

u

where «, ¢* > 0 and 7n*(+) is either nonnegative or nonpositive, regularly
varying at infinity with index —x, £ > 0. It is also assumed that n* is
bounded — that is, there exists 5 > 0 such that V x > 0,

In*(x)| < 8. (3)

We shall refer to a function of the form (2) as second-order regular vary-
ing at infinity with parameters —«, —x and rate function n*. This set of
functions is denoted by 2RV, (—a, —k, n*).

The function ¢ is a nonnegative measurable function and ¢(Y") is not
equal to 0 with probability one. We denote by m the Hermite rank of ¢~.
(For more details on Hermite rank, see [1] pg. 108.)

Let k, — oo be an increasing sequence of positive integers such that
kn/n — 0 and let u, be defined by u, = Fy'(k,/n), where Fy' is
the inverse function of the tail distribution function Fyx of X. (As will
be argued below, Fx is continuous). For ease of notation, we suppress
dependence of k, on n, which is the standard practice in the extreme
value literature.

For all n > 1, define {a,, m} and {by .} as follows:

— n
Gpym = ( nEFyz(un) + b—> Lim(1—2d)<1} + V{1 —24)>1} »

b - nl—m(%—d)\/ Qm!(gy(n))m
nm [(Qd — 1)m + 1“(20{ _ 1)m T 2} .

We assume that

A" (Fgl(k/n)) = QnmM (un) — 0. (4)

n—oo
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A(vi) For o, 8,k > 0 as above, there exists € > 0 such that

E ((¢(Y))** %) + E ((¢(Y))**?F) < o0, (5a)
E ((6(Y))*T"4) + E ((¢(Y))*T) < oc. (5b)

For clarity throughout the remainder of the article, when referring
to the long memory stochastic volatility model with leverage, we sup-
pose that all the assumptions A (i) to A(vi) are satisfied. However, some
results do not require all the assumptions. See more discussion in Section 5.

Remark 2.1. The elementary consequence of A(ii) is that the second-order
regular variation of Z also implies that F; is regularly varying at infinity with
index —a — that is

Jo(t) := : = T(t):=t"“, (6)

uniformly on compact subsets of (0, 00). Furthermore, by (5a), an application
of Breiman’s Lemma (see [6]) gives

Fy(x) = B (Fy (2/6(V1)) _~_ B(6"(Y)Fz(). (™)
Therefore, Fx is also regularly varying at infinity with index —« and

_ Fx(xt)
FX(x) z—00

T.(t):

T(t) =t . )

Moreover Fz(z)/Fx(x) is bounded away from zero and infinity, that is, there
exists A > 0 such that for all z > 0,

1)) < ?)Z(((?) <. (9)

Furthermore, A(ii) implies that F is continuous. So is Fx, by (7). Finally, as
will be shown by egs. (29a) and (29b), (4) controls bias. In particular, for any
To > 0 we have

Ap,m sup |Jy, () —=T(t)] — 0 and apm sup |T,, (t) —T(t)] — 0. (10)

t>7o n—00 t>7o n—>00

Let {G;} be the minimal filtration generated by the independent and identically
distributed random vectors {(¢;, Z;)}, that is

Gi=0{(ew, Z) :k<j}), jEZL.
As a consequence, X is Gj-adapted, Y} is G;_1-measurable and we have

E(1{x,50}1Gi-1) = E(Mgv;) 2,503 11G5-1) = Fz(x/9(Y})), =>0. (11)



3458 C. Bilayi-Biakana et al.

2.2. Leverage

In the financial literature, leverage is understood as an asymmetric behaviour
of stock prices. More specifically, increase in volatility is (negatively) associated
with a movement of stock prices. The original modelling approach to leverage
is due to [19]. The authors consider the model

XjZO'ij IOgO']Z-:Yj7 }/j:pY}_1+Ej_1,

where p € (—1,1), {(¢;,Z;)} are ii.d. normal vectors with mean zero, unit
variance and correlation w. Writing the logarithm of the volatility as

Vi1 = pY; +woy ' X + (¢ —wZ;)
and noting that E (¢; — wZ;||X;,0;) = E(e; — wZ;||Z;) = 0 we conclude
E (log o} 141 X;,05) = p¥j +wo ' X;
and thus
E (logos || X;) = n+wrX;, (12)

where p, v are constants. Thus, the expected log-volatility is a linear function
of X; whenever w # 0. Of course, our model extends the AR(1) assumption on
the sequence {Y;} allowing for long memory.

Other modeling approaches to leverage can be found e.g. in [28] or [7]. The
only difference lies in alternative specifications in the equation for log UJ2-, allow-
ing for an additional random term.

3. Tail empirical process

In this section, we present two main results: Theorem 3.2 and Theorem 3.8.
They both pertain to weak convergence of the tail empirical process of the long
memory stochastic volatility model with leverage in (1). The first one deals with
deterministic levels whereas the second one with random levels (order statistics).
We note different limiting behaviour — in particular, while the limiting behaviour
of the tail empirical process with deterministic levels could be affected by long
memory, this is not the case for the process with random levels. Furthermore,
neither of the tail empirical processes is affected by the presence of leverage.

Recall that k£ = k, — oo is an increasing sequence of positive integers such
that k/n — 0, as n — oo and u,, is defined by k = nFx (uy).

3.1. Deterministic levels

Definition 3.1. Given a sequence (ky) as above, the empirical tail distribution
function of {X;} is defined as:

1< 1 <
To(t) :== T Z Lix;>unt} = % Z Liop(v))2;>unty, t>0.
j=1 j=1
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In the sequel, let V; . (t) := T{4(v;)2;>u,t}- We note that (cf. (8))

~ ) _ Fx (unt)

T, (t)=E (Tn(t) and lim T, (t) =t =T(t) .

FX (un) n— 00

The tail empirical process (with deterministic levels) is defined by
Sul) = k (Ta(®) = Tu, () = 3 Vi) = B (Vin®)], £ >0

j=1

Our goal is to determine the asymptotic behaviour of S, under suitable nor-
malizations. The structure of the model considered in (1) suggests the following
martingale-long memory Doob decomposition:

Sn(t) := My (t) + Ly(t), t >0, (13)

where the summands M,, and L,, are defined as follows:

Ma(t) =) [Vin(t) = E (Vin(0)lIG;-1)] (14a)

1

Lu(t) =Y [E(Vin(0)lGj-1) = E (Via ()] (14b)

Jj=

<.
Il

=

We will call M,, and L, the martingale and long memory parts, respec-
tively. To establish weak convergence of S,, under suitable normalizations, we
will establish weak convergence for M,, and L,,, suitably normalized. This will
then determine the appropriate normalization for S, (cf. Theorem 3.2). The fi-
nite dimensional convergence of M,, will be handled with a classical martingale
central limit theorem (cf. Theorem 2.5 in [20]), while tightness requires tedious
technical arguments. The process L,, will be handled with a limit theorem for
Hermite polynomials (cf. [1, p. 223, 229]). In what follows, define

fg.0(m) = E(Hp (Y)9"(Y))
where H,, denotes the Hermite polynomial of order m.

Theorem 3.2. Let {X;} be the long memory stochastic volatility model with
leverage given in (1).

o Ifm(l1—2d) <1 and b"’f"\/%%() as n — oo, then

n

Su(t) 4
N (WoT)(t), (15)

in D(0,00) equipped with the Skorokhod Jy topology, where W (-) denotes
a standard Brownian motion on (0, 00).
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o Ifm(1—2d) <1 and "=k — 0o as n — oo, then

n

n ~ a(m)
kbnymsn(t) n_dm m!ME(‘b(gba(Y))T(t)gm’dﬂ/z(l)’

in D(0,00) equipped with the Skorokhod Jy topology, where &y, q41/2(1) is
a Hermite-Rosenblatt random variable.
o Ifm(1—2d) > 1, then (15) holds.

The proof of this theorem can be found in Section 7.2.

Remark 3.3. We note that leverage has no effect on the limiting distribution.
Long memory affects the limiting behaviour. We have a dichotomous behaviour,
according to strength of long memory (that is, the value of the parameter d that
appears explicitly in the definition of by, ,,, ). In the long memory case, the limiting
random variable, &, 441/2(1), is Hermite-Rosenblatt with the Hurst parameter
d+ % (see Definition 3.24 in [1]). It is a non-Gaussian limit unless m = 1.

Remark 3.4. We note that thanks to Assumption A(v), the effect of bias
introduced by replacing Ty, (t) by T'(t) is negligible (see (10)), and so the process

S (t): =k (Tn(t) - T(t)) L >0

has the same limiting behaviour as §n.

Remark 3.5. The upper quantile (u,) depends on the unknown distribution
Fx and so its value is not known. This means that the empirical tail distribution
function 7;, cannot be observed, and so we introduce a data-based version in
the next section.

3.2. Random levels

In this section we consider the tail empirical process with random levels that is
used to construct estimators of the tail index.

Let X1,...,X, be a sample from the stochastic volatility model with lever-
age defined in (1). Let X(;) < --- < X(;) < --- < X(,,) be the correspond-
ing order statistics. Let F}, x be the usual empirical distribution function and
F, x(z) =1—F, x(z). Since Fy is continuous, u,, = Fy' (k/n) for k = k,, and
FJ%{ (k/n) = X(n—p), and so it is then natural to approximate u, with X,_).

Definition 3.6. Let {X,} be the long memory stochastic volatility model with
leverage given in (1).

o The empirical tail distribution function with random levels of {X,} is

~ 1
Tn(t) = % Z :ﬂ‘{Xj>X(n—k)t}7 t > 0 (].6)
7j=1
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o The tail empirical process with random levels of {X;} is
Su(t) ==k (fn(t) - T(t)) . (17)
We aim at studying the asymptotic behaviour of §n. First, we need an ex-

tension to Theorem 3.2, the next lemma.

Lemma 3.7. Let {X;} be the long memory stochastic volatility model with
leverage given in (1).

o Ifm(1—2d) <1 and 222\Vk — 0, or m(1 —2d) > 1, then

(gii(t) Vi <M - 1)) 4, ((WoT)(t) @) L)

\/E Unp, n—00

o Ifm(l1—2d) <1 and %\/E% oo then

noz n o ((Xmn-r
—1
(/cbn,ms"(t)’bn,m( 0 ))

d M ,a<m> I 7a(m)
n—»00 (m[£(¢a(y))T(t)gm,dJrl/Q(l), mgm’d+l/2(l)> .

These two joint weak convergences hold in D(0,00) x R.

Now, we state the result for random levels. Notice that by introducing random
levels, the tail empirical process vanishes at 1 and oo, which forces the limiting
process to be of a bridge type. More surprisingly, the introduction of random
levels appears to cause the effect of long memory to disappear. The reason for
this, as will be seen in the proof, is that the limiting behaviour of S, follows
informally from the continuous mapping theorem applied to Sy, and X ;) /-
Thanks to the degenerate structure of the limiting process for §,*L (that is, a
random variable scaled by a deterministic function), the long memory effect
cancels out. Note however that long memory does play a role in assumption (4)
which controls bias. This can affect the choice of k; see Example 5.1.

Once again, the presence of leverage does not affect the limit.

Theorem 3.8. Let {X;} be the long memory stochastic volatility model with
leverage given in (1). Then,

S.(t) 4
TE — - W(T(®) - T(OW (), (19)

in D(0,00) equipped with the Skorokhod Jy topology. The limiting process
W (T(-)) —=T(-)W(1) is a centered time-changed Brownian bridge on [1,00).

We refer to Section 7.3 for the proof of this result.
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4. Integral functionals

The power of weak convergence theory comes from the fact that many diverse
results emerge as corollaries of a basic convergence theorem. As we shall see in
Theorem 4.1, our main convergence Theorem 3.8 can be extended to integral
functionals of the tail empirical process with random levels. This in turn yields
a unified approach to establishing weak convergence of estimators of the tail
index (cf. Section 4.1). In what follows, r denotes a nonnegative integer.

Theorem 4.1. Let {X;} be the long memory stochastic volatility model with
leverage given in (1). If oo > 2(1 — ), then

1[5, d W (T(t)) — W(L)T(t)
= /1 ) gy 2 /1 - d. (20)

The proof (see Section 7.3) is not trivial due to the fact that the infinite
integral is not a continuous functional.

4.1. Tail index estimation

We consider the long memory stochastic volatility model with leverage defined in
(1). Since the tail distribution of X is regularly varying with index —c, then this
raises the question of estimating the index of regular variation «. Therefore, we
restrict our attention to the harmonic moment estimators (HME) 7, . of order
r of v := 1/a. We aim at studying their asymptotic normality. For this purpose,
we begin with their construction. Recalling that T'(¢t) = t~%, we have for r > 0,

G i= /foT(t) dt= (21)

tr a+r—1

If ak denotes an estimator of ¢, then the plug-in method and (16) yield

- <1 dt 15~ [ a
o [ [

Furthermore, since t > 1, we have

L& R
-~ (n—k)
Y
k=i t
k _
X
Sl (e ) s,
_ ) 1( C i Ko
k
X
1 (n—j+1) _
E;m( Xt > ifr=1
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To derive the estimators of v = 1/, we solve for 1/« in (21) and obtain

1 1 ”
v 1 ¢
a+r—1

e o TG

Thanks to the plug-in method, we derive the HMEs below:

~ 67"(7
Vrfg = ————=— (22)
1+ (]. — T)Cr,k
-1
k r—1
Xin—
Aol Y (S —1| ifr#£1,
— \ X(n—j+1)
- = (23)
k
X .
1 (n—j+1) e
kZIH<M> ifr=1.
Jj=1 n-

e The HME that corresponds to r = 1 is the Hill estimator of v = 1/a.
e The HME that corresponds to r = 2 is the ¢-Hill estimator of ~, that is

—1
k
~ 1 X(n—k)
Yerk=|7) v -1.
k ; X(n—j+1)

The main result of this section, the asymptotic normality of 7, x, is a simple
application of the delta method and Theorem 4.1.

Theorem 4.2. Let {X;} be the long memory stochastic volatility model with
leverage in (1). If @ > 2(1 —r), then

(atr—1)

\/_ Yk —
k‘(’}/ ke ly) n—00 (a3(a+271_2))

127

where N is a standard normal random variable.

5. Comments and example

e The Gaussian assumption on Y; can be easily replaced by assuming that
Y; is an infinite order moving average process. Instead of using Hermite
polynomials, convergence of the long memory part will be concluded using
tools such as Appell polynomials or a version of martingale approximation.
See [1, Section 4.2.5].

e We excluded the case of d = 0 which yields short memory. It is justified in
[8] that in the case of short memory, the stochastic volatility sequence { X}
is mixing and limiting results for tail empirical processes can be concluded
from [26]. For the tail empirical process with deterministic levels, instead
of A(ii), only regular variation is needed, while the moment conditions
(5a)-(5b) can be replaced with a weaker assumption, F ((¢(Y))*T¢) < oo
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for some € > 0, in order to guarantee that the tail function Fx is regularly
varying. For the tail empirical process with random levels and for the Hill
estimator, a version of second-order regular variation is needed.

Our method of proof uses second-order regular variation for the tail em-
pirical process with deterministic levels. Possibly, with another method of
proof, this could be avoided, although second-order regular variation will
likely still be needed for the tail empirical process with random levels.
More specifically, for finite dimensional convergence of the martingale part
(Proposition 7.1) the moment condition (5a) is not needed, but second-
order regular variation plays a crucial role in the proof. The bias condition
(4) is not used.

Lemma 7.2 does not require any distributional assumption on Z. Also,
the moment conditions are not needed. Lemma 7.3 requires the moment
assumption (5a). Only regular variation of Z is needed, second-order reg-
ular variation is not required. Lemma 7.4 again requires only (5a). In
summary, tightness of the martingale part (Proposition 7.5) requires only
regular variation and the moment condition (5a).

Thus, weak convergence of the martingale part requires all assumptions
except for (4).

Weak convergence of the long memory part (Proposition 7.6) needs (5b)
and second order regular variation with (4).

Example 5.1. Let the tail distribution function, F;, be of the form:

_ 1 —« —ad >1
Pyl = 207 T w2
1, O<x<l,

where v > 0, § > 1.

1.

Notice that Fy fulfills (2) and (3). In fact, for all z > 1,
_ T (6 —1)tmeO0-D-1gy
Fz(z) = 2~ %exp (/ o ) )
1

14 t—a@-1)

Therefore, Fz € 2RV (—a, —a(§ — 1),1*), where the rate function is
defined by

ald—-1) ald-1)
1+ z-o0-1) — T4 ga6-1) 250

77*(3:) _ l,foz(éfl) O(((S— 1).7370‘(571).
Note that * is nonnegative, regularly varying at infinity with index —a/(d—
1) and is bounded on [1,00) by 8 = a(d — 1).

Finally to get a sense of (4), denote by ¢ a generic, nonnegative constant
that can be different at each appearance. We will assume for simplicity
that m = 1 and we will ignore the slowly varying function in the definition
of b, 1. Recall also that Z and X are tail equivalent and k = nFy (u,).
Thus, in order to verify (4) is suffices to show that

anan*(Fx'(k/n)) =0,
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or equivalently

(VE 4+ '/ D" (Fgt(k/n)) — 0.
Since Fgl(y) ~ cy /% as y — 0 and n* is regularly varying with index
—a(d — 1), this in turn is equivalent to

{(Vk+n!/>=4} (%)H ~0.

Thus we get the following restrictions on the choice of k:

k:0<n17ﬁ> ) kzo(nlflf:ld) .

The first restriction is the same as in i.i.d. case, while the second condition
(stemming from long memory) may be more restrictive for small d. In

summary, if k = o(nlfﬁ), then bias is negligible.

6. Conclusion

In this article, we have considered the heavy-tailed long memory stochastic
volatility model with leverage given in (1). We have studied the limiting be-
haviour of the tail empirical process with both fixed and random levels (Theo-
rems 3.2 and 3.8). We have shown a dichotomous behaviour for the tail empirical
process with fixed levels, according to the interplay between the long memory
parameter d and the tail index «; leverage does not play a role in the limit-
ing results, but makes the proofs technically involved. On the other hand, the
tail empirical process with random levels is unaffected by either long memory or
leverage. Further, we have proven the weak convergence of the corresponding in-
tegral functionals (Theorem 4.1). The tail empirical process with random levels
is used to construct a family of estimators of the tail index, including the famous
Hill estimator and harmonic mean estimators. Consequently, all HMEs of the
tail index of {X;} remain valid for this model and have the same asymptotic
behaviour as in the case of i.i.d. observations (Theorem 4.2).

There are several directions for further research on long memory stochas-
tic volatility models with leverage. For example, the asymptotic behaviour of
estimators of risk measures will be affected by long memory, since the scaled in-
termediate order statistics are affected by long memory (cf. Lemma 3.7). Other
topics of interest include: detection of changes in the model and bootstrap tech-
niques for the model.

7. Proofs

In this section, we gather the proofs of all our results. Recall that k = nFx (u,).
Throughout the subsequent proofs, we define
X(n—t)

pn = ——
Un
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7.1. Some technical results

We start with some technical results used in the proofs.

Potter’s bounds Regular variation of Iz and Fy yields different versions of

Potter’s bounds (cf. [27], [4, p. 25]). We state them the way they are used in

this paper. First, for all € > 0, there exists D(e) > 1 such that Vo > 1, ¢ > 0,
Jo(t) < D(e) max (1,t—<a+€>) . (24)

Further V C > 1, € > 0, there exists § = §(C;€) > 0 such that for x > 4§, ¢ > 0,
T.(t) < C (t—<a+5> v t—<a—€>) . (25)

Notice that (9) in conjunction with (25) yield

FZ (.’Iit)
FX (.’E)

<AC (H‘”E) v t*(a*@) .

Derivatives It follows from (2) and (3) that there exists M > 0 such that for
allz>1and t >0,

JL(t) = T'(t) = —at—27! (26a)
(1) < M (r<a+ﬁ+1> \/t*(“*ﬁ“)) . (26b)
As a consequence, for all x > 1 and ¢ > 0,
d d
GE o) = B ( Gate/o). (27)

The bound in (26b) is transferred to T, (t). Indeed, we have
_ Fy(x) . (Fz(at/o(Y)) _ Fz(z)
o= gae(FRe ) - R

By taking the derivative with respect to z and using (27), we obtain

f?z(f) d Ez(x)

Py i U (100 ) = F20

E(Jo (t/¢(Y)))-

E((1/¢(Y) T, (t/¢(Y))) -

T,(t) =

~

Therefore, (26b) in conjunction with (9) yield that
ITLE)] < AM (#7340 v ¢85 (B ([p(V)]*+) + B (V)] 7))
Thus by (5a), Ko := AM (E ([¢(Y)]*?) + E ([¢(Y)]*?)) < oo and hence

ITh(0)] < Ko (¢ 0H0 v gm(emitn),
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Second-order regular variation of X By (7), regular variation of Z is
transferred to X. The same applies to second-order regular variation [21, p.117].
Indeed, we have Fx € 2RV (—a, —k, 1), with the rate function 7 defined as

i) = EO O /60 @/6(V)) | E (6 ()
E (6° (V) (z/6(Y))) 25 B (¢2(Y))

n (). (28)

Bias Convergence in (6) or (8) induces bias in statistical inference. This bias
is controlled with help of second-order regular variation. From [21] we have that
for all € > 0, there exist C(e) > 0, C(e) > 0 such that for all z > 1, ¢ > 0,

at) = T@)] < C(e) (Ot v era) @), (200)

ITu(t) = T(0)] < Ci(e) (17T vim @9 ) @) (29b)
Thus, (4) and (29a) imply that for all 79 > 0,

Anm sup |Jy, (t) = T()] — 0. (30)

t>70 n—0o0

By (28) and (29b), the above bound also holds when J,,, is replaced with T,
and Fz with Fx. Therefore, (10) is justified.

7.2. Proof of Theorem 3.2: TEP with deterministic levels

Recall that the proof of Theorem 3.2 is based on the martingale-long memory
Doob decomposition (13). Therefore, Propositions 7.1, 7.5 and 7.6 below will
prove Theorem 3.2.

7.2.1. Weak convergence of the martingale part

In this subsection, we state and prove in Proposition 7.1 finite dimensional
convergence of {M,} defined in (14a), its tightness in Proposition 7.5. The
proof of fidi convergence is straightforward, but tightness requires tedious and
technical calculations due to dependence between {Y;} and {Z,}.

Finite dimensional convergence

Proposition 7.1. Let {X,} be the long memory stochastic volatility model with

leverage given in (1). Then for any set of points t1,...,tx >0,
(Mn—(tZ)) 2 (WoT(ti))1<i<p (31)
\/E 1<i<k n—o0 ==

where W is a standard Brownian motion.
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Proof. By the Cramér-Wold device, proving (31) is equivalent to showing:
M, (t) 4~
S alt) _d SN, (32)
i=1 Vi oo i=1

for all aq,...,a,, € Rand t4,...,t, > 0. We have

n m

ZaiMn(ti) = Z ZaiAjMn(ti) = ZZ aiAjMn(ti)

i=1j=1 Jj=11:i=1

. ZAjMn(tlz - ,tk),
7j=1

where A M, (t) := V,,(t) — E(V; o (t)]|Gj-1) and A; M} (t) = AjMn(t)/\/E. It
is clear that {A;M,} is a martingale difference sequence. Now by Theorem 2.5
in [20], to prove (32) it is sufficient to show that for all ¢1,...,tm, € >0,

Y E((LMy (b ta))?1Gi-1) —— Y @it 2 aiag(ti Vtg) 7,
i=1

Jj=1 i<q
(33a)
S E((AM(t1, - tn)) LA, M (b1t >€ll Gy 1)) —>njoo 0. (33b)
j=1
To prove (33a), it is enough to show that for all ¢;, t; > 0,
S B (M (6 8 M (1)1 Gy-1) —2s (8 V 1)~ (34)
j=1
It follows from the definition of A; My that
% " 1
E (A My (t:) A5 M (tg)1G-1) = mCOV(Vj,n(ti)7 Vin(tg)llGj-1)
_ EVin@)Vin(tlGi-1) _ EVin(t)lG9i-1) E (Vin(tg)llGi-1)
nEx (un) nEx (un)
Consequently, to establish (34) it is sufficient to prove
1 - . o
W (i) ; E(Vin(t)Vin(t)lGj-—1) —— (i Vi)™, (35a)
1 < B
WP () Z E (Vin(t)lGj-1) E (Vin(tg)Gj-1) — = 0. (35Db)

J=1

We start with (35a). Note that (11) in conjunction with (6) yield

n

1 1

- - . N/ ) _ v _ " N1
nFx (u,) Z:IE(VJ,n(tz)V},n(tq)ngfl) Py () JZ::IFZ ( nlo(Y)] 7 (s v tq))
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= 0] S v a0V — (v 1) 6 (Y))

Ergodicity, Slutsky’s Theorem and (7) yield 4,, — (¢; Vt,)~%, w.p.1.
n—oo
On the other hand, by (7), showing that B,, —=— 0, is equivalent to proving
n—oo

n

By ==Y (Ju, (t:i Vg /d(Y;) = T (t; V tg/6(Y;))) —— 0.

n—roo
j=1
Stationarity of {Y;} and (29a) yield

E(B.) < E(|Ju, (t:Vig/o(Y)) =T (8 Viq/d(Y;))])
< D(e)(ti Vtg) "IV (1 v tg) T ()| > 0,

n— oo

where D(e) = C(e) (E ((¢(Y))H+a+5) +FE (((b(Y))'H'a_e)) is a constant de-
pending on € but not on n. Thus, B —— 0. Hence (35a) is proven.
n— oo
Now, we deal with (35b). By (11), (6) and (24), we have V¥ ¢ > 0,

n

mz tillGi—1) £ (Vin(te)llGij—1)
_ nFX un) ZJu (ti/9(Y})) Ju, (ta/(Y;))
. C(a)i(éz %)(un) z": (1v e Oty (1v g, Bt (1))
nrx(Un j=1
~ C(9)B(8)F7(un)
- nFx (uy)
30 (1 (11D 17050 () 1 1ty 1))
2 Up 79
N g)zfiun)) (R(é) el ot ZQS(HQ
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where C(0), B(9), R(0), K(t;,9), G(ty,9) and I(t;,tq,0) are constants depending
on t;, t; and 6 but not on n. By regular variation of (X;); and (Z;);, ergodicity
and Slutsky’s Theorem, we conclude that (35b) holds. This concludes the proof
of (33a). It remains to show (33b). We observe that

AN;ME(t 1
s =220 L,
VE VE n—oo
So, for arbitrary € > 0,1 0z (1)>p = 0, for all n sufficiently large. Thus,
(33b) is proven. O

Tightness We consider for ease of notation the following setup:

Vin(s,t) = Vjn(s) = Vin(t) = Liu,s<o(v;) 2, <unt}s (36a)
AjMy(s,t) = Vin(s,t) = E(Vin(s,t)]Gj-1), (36b)
My (5,t) 1= My(s) = Mn(t) = > Aj My (s, 1), (36¢)
j=1
A M, M,
AM (s, 1) == LoMal$:8) o ap (s, 1) o= Mnls:t) (36d)

Vk vk

for all 0 < s < t < co. We state and prove Lemmas 7.2 to 7.4. These results will
serve as ingredients for the proof of tightness in Proposition 7.5.

Lemma 7.2. Let {X;} be the long memory stochastic volatility model with
leverage given in (1). Then,

E((0M;(s,)") < 2XCiB ((u, (5/6(Y) = Ju, (t/6()))?)
16C4

%

|Tu71 (S) - Tun (t)| ) (37)

where Cy is a constant defined in Rosenthal’s inequality (cf. [18, p. 23-24]) and
A is as in (9).

Proof. Since {A;M,} is a martingale difference sequence, then Rosenthal’s in-
equality ([18, p. 23-24]) holds and there exists a constant Cy such that

E ((M;(s,1)")

2

< Cy zn:E((AjM;;(s,t))‘*)+E Zn:E((AjM;;(s,t))2||gj_1)

j=1
Note that if V' is a nonnegative random variable, then for any o-field F, we have

E((v-EBEW|F)') <8B(VY). (38)
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This along with stationarity of (A; My (s,t)); yield

E((Vin9)') _ 8Tn(s) - Tun ()]
n (Fx(un))2 - TLFX(un)

(39)

n 8
) (g 4
;E(@JMTL( ) <

On the other hand, we have

E ((ZE ((SIHER): gjl)) )

iy (z (& ((8s155,1)? ng—l)f)

Jj=1

+2F (ZE( (LM (s,1) ) ||gi_1) E ((AjM;:(S,t))Q Qj_l)) .

1<J

First, stationarity of (A; My (s,t));, Jensen’s inequality, and (38) yield

(i( (25055 1))? ||gj_1))2> = (2 ((2a1300.5)* 160)) )

8E (‘/l,n(tv S)) _ 8 ‘Tun(s) B Tun (t)| .

< nk ((AIMZ(S’t»Ll) < n (Fx(un))2 o nFX(un)

Second, Cauchy-Schwartz’s inequality and stationarity of (A; M (s,1)); yield

2E (ZE (A3 5,07 1611 ) B (253 (5,0)° |9j1))

i<j

< 1) L (E ((Aan(s,t))2 ||Qo))2>

(nFX un))2
2(un) \ Fy (uns/$(Y))  Fz (unt/o(¥))\”
< () E(( Fiws)  Fylum) ))

Therefore, using (9), it follows that for n > 1,

2
E ((ZE((AjMZ(s,t))zgjl>> ) < 8|TU:L(1483)((_uf;"(t)| (40)

Jj=1

+ 2 ((Ju, (5/007)) — Ju, (t/6(V))?)

Thus, (39) and (40) imply that (37) holds. O
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Lemma 7.3. Let {X;} be the long memory stochastic volatility model with
leverage given in (1). Then for all 0 < a < s,t < b < 0o, there exists a positive
constant Cy 4 such that

E ((M;;(s,t))‘*) < Cupa ( |5 — 1] o+ (s— t)2) . (41)

nFx (uy,

Proof. The mean value theorem in conjunction with (26b) yield that there exists
s <7 =7(w) <t,such that:

EOM@MW%%NMMW)
= (s = 2B (7, (120)) ') b)) 7))
< (M(s—1)’E (((W)r )T (jp(v)) ) T [¢<Y>r1)2)

< M(s—$)'B <<[¢(Y)]a+5 . [d)(Y)}aﬁ) ) < Cor (1)

FatB+L Fa—pB+1

where Cpp = (M max (a""*l (a’ﬁ V bﬁ)))QE (([¢(Y)]a+5 + [p(Y)]*~ )2)
The constant is finite by (5a). Hence, (37) becomes:
16C.
B n)) < 2 (), 0]+ 22 CuCus 0
nFx (up)
Again by the mean value theorem, there exists 7 € (s,t) such that:
16

(a_(’_l (a_ﬁ V) s — t| + 202 CyCo (s — t)°.

E((M*(s £) ) Sls — T, (7 ) 4 22204 C, (s — t)?

< 16C4 Ky
~ nFyx(uy)

Hence, (41) follows by taking
Capa = max (1601 Ko (a7 (a7P V1P)) ,202CuChyp) - O
Note now that the process M defined in (36d) satisfies
M () = M) — ME(1),

where M and M7° are two non-increasing processes such that V ¢ > 0,

Mt —fzvm Mg (1) = ZFZ (unt/6(Y}))

Lemma 7.4. Let {X;} be the long memory stochastic volatility model with
leverage in (1). Then

0o oo . p
0r<nzi}l( |M:° (a+tiv1n) — My (a+tin)] Eo‘jo (42)
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where 1, = [(b— a)k], t;n :=i/k and t;, 41 := b—a. Note that [x] stands for the
integer part of the real number x.

Proof. Tt follows from (6) that

n n

M0 = e 3 Faunt/of77) = VR ZEL S o o).

Let A; = M2° (a+ tit1,n) — M2° (a +t; ). It follows that for 0 < i <1,_q,
(M3 (a4 tiyin) = Mp® (a+tin)]

1+1 )
Moo Moo
(o +an<un> (“%FX(un))'
FZ(un <a+t1+1n) —J <a+t27n>‘
)\ n a+tl+1n a+tzn
3% un( 12) - ()| V6

where the last inequality holds by (9). The mean value theorem and (26b) yield
that there exists 7i n,; = Tin,j(W) € (tin,tint+1) such that if 4 <[, g,

|My° (@ +tip1,n) — Mp® (a+tin)|
1 G+ Tin,j
<A e J; (#) ‘ VE
2 ey " o)

e ((as) () )

<)\—max<a_a ’BVbﬁ %Z ¢a+ﬁ )+ % B( )) .
Jj=1

~Vk
Consequently, we have

AM IR
< MM e (g v ) [ L By, a8y
oJax |4;] < 7k max (a (a™? Vb - g_ @ )+ 0> P(Y)))

and the latter expression converges to zero in probability, by the Law of Large

. . . ly+1
Numbers and (5a). For i = 1,,, since M,° is monotone and b < a + e () Ve

obtain

|M° (a+ti,,0m) — ME® (a+ty, )] = [MZ° (b) — M2° (a+t1, )]

I, +1 I,
< |MP°° — | — M°° _ .
=M (“an(un)) " <“+an<un>)‘

By the same argument as above the last term converges to zero in probabil-
ity. UJ
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We wrap up this subsection with the statement and proof of Proposition 7.5.

Proposition 7.5. Let {X;} be the long memory stochastic volatility model with
leverage in (1). The process M, is tight in D(0,00).

Proof. The proof consists of verifying all three conditions of Theorem A.1, which
is a restatement of Theorem 1.1 in [9, p. 2-3]. For this, let v =4, § =2, ¢, =
1/nFx(u,) and &, = M. First, letting s = a and ¢ — oo in the statement of
Lemma 7.2 we obtain via (24)

B(On@)) < 208 ((h, (@o)?) + =T o)

22C,C2(8) (1+a 2B ( g2 (Y))) + o(1).

IN

This proves (55). Second, from Lemma 7.3, if |s — t| > ¢, = 1/k, then

E ((M;(s, t))4) < Cupa (nETi) + (s — t)2> <2C,pa(s—1)%.

This proves (56). Third, Lemma 7.4 yields (42) on the interval [a,b]. Hence, by
Theorem A.1 and the remark following, the process M is tight in D[a, b], where
0 < a < b < 0. Since a,b are arbitrary this implies tightness on D(0,00). O

7.2.2. Long memory part
This subsection deals with the weak convergence of the long memory process
L,, defined in (14b).

Proposition 7.6. Let {X;} be the long memory stochastic volatility model with
leverage given in (1).

o Ifm(1—2d) <1, then

e lnlt) o R T (06 001/200) in D(0.00). (43)

o Ifm(1—2d)>1, then

vn d  _a .
TL"(t) —t (o)) in D(0, 00), (44)

where the limiting variance is defined as follows:

n— oo

o0 2/ - 1 n
o? = Z “Z_—El)af < oo and 0? = lim Var %;Hl(Yj) € (0, 00).

i=m
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Proof. Notice that E (Vi,(t)) = E (Fz(unt/¢(Y))). By (14b) and (6), we have

n 3
Lnh) S~ (4/60V) — B (u, (/0] = 3 Las( (45)

Fy(u) j=1 j=1

where the summands L, ;’s are respectively defined as follows:

L (t) := Z [Ju, (8/0(Y5)) = T (t/6(Y5))] (46a)
L o(t) := Z[ (t/o(Y;)) = E(T (t/6(Y;)))], (46b)
Lps(t) = Z [E(T (t/6(Y)) = E (Ju, (¢/$(Y;)))] - (46¢)

<
I
—

We start by establishing weak convergence of L, 5. Note that (6) yields
=170 (%)) — B(¢"(¥) =t ) va(Y))
j=1 j=1
where ¥, (+) := ¢%*(:) — E(¢*(+)). This function is of Hermite rank m. Indeed,
fig.a(m) = E (Hn(Y)ha(Y)) = E (Hpn(Y)$*(Y)).
By [1, p. 223, 229], if m(1 — 2d) < 1, then for t >ty > 0,

Ln t t—o n alm
2(t) — Zwa(yj) -4, L(')T(t)fm,d+l/2(]—)7
bmm bn m i m:

n—oo

in the uniform topology on every compact subset of (0,00). It remains to show
that L, 1 + Ly 3 is negligible, when divided by by, ,,. By stationarity of {Y;},
(29a), (4) and (5b), we have for every tg > 0,

5 (sup et < 2 (sup ., (/00)) — T 17003

b”vm = by ,m t>to
< (B (sup (/o) v (/o)) 0) )

< H(e) sup (tf('”o‘“) Y% tf('ﬁo‘fe))
t>to

n

7" (un)|

bn,m

7 () > 0,

bn,m
where H(e) = C(e) (E (¢ T(Y)) + E (9“1t ¢(Y))) < oo and does not de-
pend on n. This allows us to conclude that F | sup ‘L;’M =o(1).

t>to n,m
Finally, we deal with the third summand L,, 3. Notice that

L, 3(t Lya(t
sup | n,3( )| <FE (sup | n,l( )|) 0.
t>tg n—oo

t>tg n,m n,m
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Allin all, (Ly1 + Ly 3)/bn,m is negligible on compact subsets of (0, c0). So,

_ Ly(t) d :“¢,a(m)
bn,mFz(un)E (¢*(Y)) n—oo mlE (¢*(Y))

T(t)ém,a+1/2(1) in D(0, 00).

Slutsky’s lemma and (7) complete the proof of (43) for the case m(1 —2d) < 1.
Now, assume that m(1 — 2d) > 1. We keep the same notation and the decom-
positions as for the previous case. By [1, p. 223, 229], if m(1 — 2d) > 1, then

L, o(t .
Lna(t) — % L Gt7°N in D(0, 00),

\/ﬁ n— oo

with o € (0, 00). Furthermore, it follows from (4) that

Ly a(t
E (sup M) < K(¢) sup (t—(p+a+e) vV t—(p+a—e)) i|77*(un)| — 0.
t>to \/ﬁ

n t>to n—00
The corresponding argument applies to L, 3. Thus,

L, (t) d_, 4o oN
VnFz (un)E (¢%(Y)) n—oo E (¢2(Y))

Since Fx(up) ~ E(¢*(Y)) Fz(u,) (by Breiman lemma) and Fx(u,) = k/n,
Slutsky’s lemma finishes the proof of (44) for m(1 — 2d) > 1. O

in D(0, 00).

7.2.3. Conclusion of proof of Theorem 3.2

Propositions 7.1 and 7.5 imply weak convergence of the martingale part, Propo-
sition 7.6 gives weak convergence of the long memory part. The final statement
of Theorem 3.2 comes from comparing the rates of convergence of the martingale
and long memory parts. O

7.3. Proof of Theorems 3.8 and 4.1: TEP with random levels

In this section we present the proofs of Theorems 3.8 and 4.1.

Proof of Theorem 3.8. Recall the notation from Definition 3.1. The process §n
defined in (17) can be decomposed as follows:

~ ~ ~

Sn(t) = Spi(t) + Spa(t) + Sns(t),

where the summands §n,j’s are respectively defined as follows for j = 1,2, 3:

S (t) = nFx (un) (T (put) = Tu, (put)) (47a)
§n72 (t) = nFx (un) (Tu, (put) = T (pnt)), (47b)

)

n3(t) = nFx (un) (T (pnt) — T(2)). (47¢)
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Since S, 1(t) = Sy (put), Ty (pn) = 1 and T(pnt) = T(pn)T(t), then
S(t) = (S0 (put) = TS0 (pn)) + TS (pu) + Sua(t) + Suslt)  (48)
= (8 (put) = ()8, (pu) ) ~nFx () T(0) (Tu, () = T (pu)) + a2t
The “martingale-long memory Doob decomposition” in (13) yields

gn (pnt) - T(t)gn (pn>
Vk
_ ( Mu(pnt) — T(t) Mn(pn) Ln(pnt) = T'(t)Ln(pn)
- VE )+ v )

Since weak convergence to a continuous limit implies uniform convergence on
compact sets, then by virtue of (31) and (18), we conclude that

Mn(pnt) - T<t)Mn(pn) d
\/E n—oo

since Mn(pnt)/ﬂﬁW (T(t)) in D(0, 0) and Mn(pn)/ﬂ#W (T(1)).

It remains to show negligibility of the second term, that is

Ln(put) = T()Ln(pn)\
( 7 ) =op(1).

For this purpose, recall the decomposition (45) and (46a), (46b) (46¢).

W (T(t)) — T(H)W (1) in D(0,00),

sup
t>to

Ly (pnt) — T(t) Ly (pn F Un) o
(pnt) \/E() (pn) _ Fz( 3" (L (pat) = T(6) L j(pn) -

Notice that Ly, 2(pnt) — T(t) Ly 2(pn) = 0. In what follows, set

Fy(un) | Ly j(pnt) — T(t) Ly ;(pn)| .
( N ) i=s

We start dealing with negligibility of ©,, 1. We have

=IE

Jj=1

O, = sup
t>to

| L1 (pnt) = T () L1 (pn)] < D 1w (Pt /6(Y3)) = T (put /6(Y5))]

j=1
+T(t) Z [ Sy, (o) $(Y5)) = T (pn ] $(Y5))]
< nC(e)AE) |0 (un)] (50)

1 1 &
x (p;<a+n+e> (ngl ) —(atr—e) (E;q@(l/j))),

Cn
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where 6, = a4+ K — €, 0y = a + K + € and A(t) ;= t—(@trte) yp—(atr—q 4 4o
Therefore using ergodicity, we obtain for all ¢y > 0,

On1 < C(e S;lpA nFyz(un)n* (un)|¢n = op(1).
t>t0 \/

Furthermore since p, = 1 + op(1), so are pn “T*T and pp ™" by the
Continuous Mapping Theorem. Hence, ¢, = Op (1). On account of (7) and (4),

Fz(un)
FX(un)

nFz(un) 0" (un)| = o(1).
As for the third term, we use (29a) and Jensen’s inequality to get
(Lo a0 < Aonly* ()| (7 v (0459
for some finite constant A\g. Therefore, we have
L s(pnt) = T Lna(pa)] < donl* () |A(E) (5 @H v p 079 ) (51)

The same argument as the one used for ©,, 1 yields V tg > 0, O, 3 =op(1). O

Proof of Theorem 4.1. To prove (20), we need to check the assumptions of The-
orem 25.5 in [3, p. 332]. As such, let M > 1. We have

Since the integral functionals are continuous only over compact intervals, then
the continuous mapping theorem and (19) yield

LM S a_ [MW(T(t) - W)
L[S0y e WOTE)

Since a > 2(1 — r), then we have

o e dt) o ([ ) Verte)
_a+ Cm( /]EV ) (a+r—nia+%72y<m'

This implies that the limiting process in (20) is Gaussian since it is a continuous
linear functional of a Gaussian process. In addition, we have

i var ([ TOWOTO )

M—o0
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Therefore, we conclude the following

[ EEOWOT® oy s, [~ WEDWOTE
1 tr M — o0

tr

Thus, Theorem 25.5 in [3, p. 332] suggests that it remains to show V € > 0,

t > e) =0. (52)

For this purpose, we consider (48) and (47b). We have for all £ > 0,

M—00 n—soo

hm lim sup P ( —

hrn limsup P (

M—00 nooco

< lim limsup P (‘/ S'n (pnt) — T(t)Sn (Pn) dt
M

T M—=oo pooco

+ lim hmsupP<‘

M—00 n—oco

[ R0 T ) T 0n) ) )

M—0o pooo

+ hm hmsupP<

So, (52) holds if these three upper bounds vanish. For ease of notation, let
p / Sn(pnt) = T(t)Sn(pn) dt| > ¢
M trvk
/ Sy (v) — (U/Pn) 'n(Pn) dv| >¢) .
Mpy,
AM P Sp(v) — (U/pn) n(pn) do| >¢ ).
Mpn rUT\/_

P . r—1
(Ip | T VE
Since p, = 1+ op(1), then it suffices to deal with

We have gﬁ/f < A%’l + A%Q, where /T%’j, j =1,2 are defined by:
[ BT,

AM .

v

€
v| > 5) ) (53a)

Mpy, 'UT\/E
TM2 < gn(v) ('U/pn (pn) €
i _P</M v dv| > 2) (53b)

We start with the summand defined in (53a). Let 6 > 0. We have

v =
/Mpn Sn(v) — U(:;g”) n(pn) d s lon =1 < 6)

224=1<P< | >

DN ™



3480 C. Bilayi-Biakana et al.

+P<‘ Su(0) = T (0/pa) Sulpn)
Mpy,

vk
M (146)
([
M(1—6)

Sn(v) ('U/pn) n(pn)
Since p, = 1+ op(1), then limsup P (|p, — 1| > §) = 0. Therefore, we get
n—oo

> 2 Ipn—1|26>

dv2%> + P (lpn—1] > 0).

[\

’UT\/E

MO+0) B (|W(T(v)) — T(v)W(1)))

2
hm lim sup AM 1< Z lim

dv
M—0 p—oo E M— M(1-6) [
9 M (1+6)
<2 lim \/2/77/ (v—(“/“’“) +v—<a+’">) dv =0,
E M—o M(1—6)

as long as a > 2(1 — r). Note that these two facts have been used in the last
inequality: W (T'(v)) < v=/2A" and E|N| = \/2/x. Thus, AM! is negligible.
Now, we deal with the summand defined in (53b). By virtue of (13), we have

e cp ('/w My (v) =T (v/pn) M (pn) dv‘ > Z) (54a)

vT\f
v/Pn) n(Pn) €
+P <‘/ dv| >~ ). 54b
We deal with the martingale part (54a) first. We have
p (‘/ Mn( ('U/pn) (pn) d'U‘ 2 f) S Bé\/l,l + BS/[,Q ;
M U’”\/_ 4

where the summands B27’s are respectively defined as follows for j = 1,2:

B%,l —P ( / Mn(v) d'U’ Z E) ,
v vV 8
n n M onerr 8

Since {A; M, } is a stationary martingale difference sequence, then

= S yover ([T 2R ) < S ([ 240 )

<2 M( M@@

g2 tr Fx (uy,) s"
128 [ [ E(Fz(uat/9(Y))) |\ ds
2 Ju (/ 1" Fx (un) dt) 5

o3} o0 y—a+€ jax—e —a—e€ ja+te
- 128XCF / / t P(Y )V E PtE(Y) " ds
ke? o Js ST

t’!‘
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1280C .. e 0 oo ymate N\ (s
2B (Y)+¢+(Y))</M/s - dt)s—r

1 —QTE€—ar
:6_20(M + 2-&-2).

IA

As M — oo, the latter expression vanishes whenever @ > 2(1 — r) and ¢ <
a —2(1 —r). Since BM:! decreases as ¢ increases, it is negligible for all € > 0.
We can omit p% when dealing with B2 since p,, = 1+ op(1). So,

M
lim limsup P (’M
M—00 nooo \/E

= lim P([WQ1)|> (a+r—1)M*"""'¢/8) =0,
M—o0

> (a+7r— 1)M°‘+T_15/8>

since o > 2(1 —7) > 0. So, the term B2 is negligible.
Now, we deal with the long memory part, (54b). Recall (46a)-(46¢). Then,

p(lf; O o ) < 2

where the summands I,, j, j = 1,2, 3 are defined by:

1= Ryt [ s =00 sl 2,

Since |Lp,2(pnt) — T(t)Ln2(pn)| = 0, then I}%, = 0. Now consider I}/,

M Cle)nFz (un)ln* (un)| . [*° A(v/pn) £
5 (SR [0 )

By ergodicity, ¢, = Op(1). Notice also that

/ A(U/pn) dv Spa/ ,U*(OH*T) dv+p2+a+e/ Uf(n+a+e+r) dv
M M

+ p.;—&-a—s /Oo U_(,.H-a—e—&-r) dv = Op(l)O(M—(a+r)+e+1) )
M

Since vVk|n*(u,)| — 0, as n — oo and (7) holds, then we conclude that

Cle)nFyz(un)|n*(un)| ([ Av/pn)
VEk (/JVI vr v

This shows that lim I}, =0, for all M > 1. Finally, consider I};. By (51),
n— o0 ’ ’

) (o —— 0.
n—oo

1= P (Fotuy) [ eI o) Eusleell 2

1o Fz (un) | (W)l [ _(ntate) , —(nta—o) /°° A(v/pn) £
< P KTQT€ KRTQ—€ > . .
G G A L
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Hence, I,)%; is negligible by the same argument as for I, . This means that (54b)
is negligible. In summary, gi  1s negligible.

To complete the proof, we are left to deal with the two remaining upper
bounds of (52). Notice that V& {T,., (pn) — T'(pn)} = 0p(1), by (30). In addition,

using the fact that [, t=(@*")dt < 0o, we obtain

i timsup P (‘ /M°° kT(t) (Tuntf%) =T (pn)) dt' > g) _

Recall (47b). The change of variable z = p,t and (29b) yield
> Spa(t) -1 =
: a = o'Wk
/ vtV " on M
Crpl~ Vi (un)

T, (2) = T(2)

o0

dz

IN

(ZfafmfrJre v Zfafnfrfe) dv
pn M

(pnM)f(a+/{+r76)+1
at+rk+r—e—1 .

Since a > 2(1 —7), a+ K +7—1>0, p, = 1+ op(1) and Vk|ii(u,)| — 0, as
n — 0o, by (28) and (4), then we conclude that

= Cipi 'Wklij(uy,)|

lim limsupP(
M—=00 poo
Appendix A

Theorem A.1l. [9, p.2] Let (§,)n>1 be real valued stochastic processes defined
on [0,1] and whose paths are in the Skorokhod space D[0,1] almost surely.
Furthermore, let all the finite dimensional distributions of (&,)n converge, as
n — oo, to the corresponding ones of a process £. Assume that there are con-
stants 1 < § < 7, ¢ > 0, and a nonnegative sequence ¢, — 0, as n — 0o such
that, for all n > 1, we have

E (. (0)]) < ¢ (55)
E (|&n(t) = &als)]") < cft — s, (56)
whenever |t — s| > ¢,. Furthermore, assume that the processes (&,)n can be

written as the differences of nondecreasing processes (£3)n and (£2°)n, and let
the processes (£5°),, be such that:

P

max (€2 (t4) — €2°(t)] 200 0,
where t; = jc,, for all j =0,1,...,1, with I, := [1/c,] and t;, 11 := 1. Then
the sequence of processes (&,)n converges weakly to & in D0, 1]. Moreover, the
limiting stochastic process & has continuous paths almost surely.

We note that the statement above is also valid for nonincreasing processes
(&) and (£2°),, and is easily extended to processes on any interval [a, b].
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