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ABSTRACT

The concept of causality has been widely studied in econometrics and statistics since 1969,
when C. J. Granger published his paper "Investigating causal relations by econometric
models and cross-spectral methods". The intuitive basis for his definition of causality is
the following: time series Y is causing time series X if the use of the additional information
provided by Y improves the forecast of series X.

In the present thesis we focus on combining Granger’s causality concept with the Sin-
gular Spectrum Analysis (SSA) technique. SSA is founded on the idea of transforming
the time series into a multidimensional trajectory form (Hankel matrices), Singular Value
Decomposition with subsequent projection to a lower-dimensional subspace and diagonal
averaging.

The main aim of the present thesis is to study the causality concept through SSA prism
in details and suggest a novel causality measure, which can be used outside the stationary
autoregressive class, which is the framework for Granger’s original causality concept.

We first apply standard statistical tests directly to simulated data to assess the im-
provement of forecast quality of bivariate multidimensional SSA (MSSA) of time series X
and Y compared with SSA of time series X only. Although the results of performance of
these tests are reasonably conclusive, the simulation method is time consuming and, thus,
more theoretical understanding is desirable.

We solve a fundamental scaling problem of the MSSA approach by introducing so-
called linearized MSSA. The linearized MSSA approach shows a way towards a causality
measure, calculated from the forecast linear recurrence formula (LRF) coefficients.

We finally analyze SSA and (non-linear) bivariate MSSA approach in terms of first
order stability analysis under perturbations leading to the construction of a valid suitable
measure of causality. The construction of the measure requires some simplifying assump-
tions in the stability analysis whose validity we verify for both simulated and real data.
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INTRODUCTION

The concept of causality has been widely studied in econometrics and statistics since 1969,
when C. Granger published his paper "Investigating causal relations by econometric models
and cross-spectral methods" [15]. In the present thesis Granger’s definition of causality
is taken as a conceptual basis, although we give it a different mathematical expression.
Intuitively we say that a time series Y causes a time series X if the forecast of the time
series X is improved when Y is taken into account. C. Granger defined a measure of
causality, based on causality coherence, for the particular class of time series which are
realizations of stationary autoregressive stochastic processes. Although the stationarity
condition is widely used in time series analysis, it often remains unclear whether and how
real data meet this condition.

The focus of the thesis is to study causality appearing between two time series using the
Singular Spectrum Analysis (SSA) technique. SSA is a relatively new method which is now
often used in time series analysis. The first reference about SSA can be found in papers
written by Broomhead and King in 1986 |7, 6]. Main advantages of this technique are the
absence of the stochastic model for the noise (residuals), except the idea that noise should
have low self-correlation compared to the signal, and existence of a general and flexible
model for the signal, which can be described using linear recurrence. In other words, SSA
can be considered a nonparametric method and can be used for arbitrary time series.

The procedure of SSA is based on embedding the time series into multidimensional
trajectory space (building Hankel matrices) and Singular Value Decomposition (SVD)
with subsequent projection to a lower-dimensional subspace and averaging (Hankeliza-
tion). Typical tasks for SSA based algorithms include investigating the structure of the
time series, in particular identifying trends and periodicities, signal extraction, reducing
noise, forecasting time series. The monograph "Analysis of Time Series Structure" [11]
contains a detailed description of the method and its usage.

To be more precise, the aim of the present work is to combine Singular Spectrum
Analysis technique with Granger’s causality concept in such a way that it is possible to
find a suitable measure for causality appearing between two time series, without recourse
to a stationary autoregressive model. According to Granger’s definition of causality, the
concept of causality has an immediate connection with the ability to forecast. SSA is an
ideal candidate for a new causality test as it provides flexible tools for forecasting.

The thesis has the following structure.

Chapter 1 starts with a description of the basic SSA procedure for reconstruction and
forecasting of univariate and multivariate time series. In this chapter we introduce SSA
by representing the procedure in two different ways as, first, the stage-to-stage algorithm
and as, second, a convolution (linear filter) representation for both univariate and bivariate



cases.

To prepare our connection of Granger’s idea to SSA, we study his causality concept
with underlying model in details in Chapter 2. This chapter contains the main defini-
tions and ideas introduced by C. Granger in 1969 and also describes the concept Granger
suggested as a measure of causality, so-called coherence, which is based on the cross spec-
trum of two stationary time series. In this chapter we also discuss the most common and
widely used Granger’s causality tests and their implementation. These statistical tests are
ultimately based on regression done on two time series and therefore they do not need
the assumptions of autoregressive model. We perform numerical study for the time series
within the class of stationary autoregressive processes and also for the time series outside
this class. Performing Granger’s causality test on different time series reveals its sensitivity
to changes in model parameters.

However, these tests are not the only tools which can be used to detect a causal re-
lationship. Based on Granger’s idea that causality means an improved forecast when the
second series is taken into account, we investigate, in Chapter 3, several different statistical
tests combined with SSA/MSSA to see if causality takes place.

Chapter 3 contains a detailed description of statistical tests, which we use for causality
detection. The chapter is constructed in such a manner that each section consists of two
parts, theoretical and practical. Theoretical part contains information about the statistical
tests and the practical part contains several examples, which give a general overview on
the performance of statistical tests in different cases. In addition to F-test, Kolmogorov-
Smirnov and Anderson-Darling tests, Sign test and its variations, we also study dominance
tests, which involve direct comparison of empirical distributions. However, distribution
comparison is a visual tool, which may be time consuming, if one looks at a large number
of distributions. Thus, in this chapter we introduce indicator measures, which are used to
help to decide which case of dominance occurs in a given data. At the end of this chapter
we summarize the observations and explain certain regular patterns that were revealed
during simulation studies.

Chapter 4 is dedicated to derivation of a novel approach to causality. Here using
Granger’s concept we are trying to build a causality measure modeled more closely on
Granger’s concept, but using SSA/MSSA which is suitable for time series outside the class
of stationary autoregressive time series. We show the fundamental difference between
the SSA based model and the autoregressive model. Our discussion highlights a general
difficulty one faces when dealing with bivariate SSA (MSSA). The main difficulty of the
MSSA approach is the lack of homogeneity, which means that if one changes the scaling
of one of the time series involved in MSSA the forecast is changing non-linearly. This is
problematic if two time series do not have a natural common unit. We propose a measure
of causality based on linearized MSSA using parts of the recurrence vectors, however it is
not quite clear how it links to either Granger’s tests of Chapter 2 or those described in
Chapter 3. Therefore, we return to the non-linear MSSA in the next chapter.

Chapter 5 concentrates on the relationship between the noise component of the original
time series and the resultant output of SSA/MSSA analysis, i.e. the time series reconstruc-
tion and its forecast. This relationship is closely connected to the F-test, which lies at the
core of common Granger’s causality tests, used for the stationary autoregressive model.



F-test considers the resultant variances in forecast, which in the case of Chapter 3 were
obtained with SSA/MSSA linear recurrence formulae. These variances in their turn arise
from randomness in the initial time series. Hence, we establish a connection between the
input and output noise by considering how the forecast of SSA/MSSA changes as we add
a random perturbation to the initial time series, which is the key idea of the stability
analysis in this chapter. In particular, we study the propagation of noise through the SSA
and MSSA procedures and look for a connection between the initial perturbation in time
series and the obtained forecast error.

Note that throughout the thesis we study the forecast as an intermediate tool to obtain a
causality measure. Specifically in Chapter 5, we use the recurrence vectors and convolution
kernels to construct such a measure. Hence, we are not interested in the forecast itself, but
only in linear recurrence formulae the forecast is obtained with and therefore we consider
SSA/MSSA forecast for one point only.

In order to obtain a managing formula for the variance,we need to make simplifying
assumptions, whose validity we discuss with regard to simulated and real data. On this
basis we derive a theoretical model for the output variance in terms of the recurrence
vectors and convolution kernels.



1. SINGULAR SPECTRUM ANALYSIS

In this chapter we describe in detail the Singular Spectrum Analysis (SSA) algorithms used
for series analysis, reconstruction and forecast. First two sections of this chapter contain
the description of the SSA reconstruction algorithms for univariate (SSA) and multivariate
cases (MSSA). The basic idea is to take a time series and present it in a multidimensional
form, specifically trajectory matrix, which gives the opportunity to study the structure
of the time series through spectral analysis, based on singular value decomposition of
this matrix. By choosing the parts of the spectral decomposition of the matrix we then
are able to reconstruct a partial one-dimensional time series. This approach is useful for
noise reduction, signal extraction, structure analysis and many other purposes. Also, we
introduce an alternative way of deriving the SSA and MSSA reconstructions.

We introduce the MSSA reconstruction procedure for general multivariate case. We
then narrow it down to the bivariate case throughout this thesis, since the subject of
interest is the interaction, i.e. causal relationship, between two time series.

The description of reconstruction algorithms is followed by the SSA forecast algorithms
for univariate and bivariate cases. The main idea of the SSA forecast algorithm is to find a
forecast, such that the distance between the projection subspace and the forecast trajectory
is minimal.

1.1 SSA reconstruction procedure

Consider a non-zero time series Fry = (f1,..., fv). The Basic SSA algorithm starts from
decomposition stage and is followed by reconstruction stage.

First stage: decomposition
Embedding. Let us choose some window length L : 1 < L < N (which will be the
only parameter of the embedding) and define K = N — L + 1. At this step we form K
lagged vectors {X;} : X; = (fi, ..., frei_1)?, i € {1,..., K} of dimension L, defining our
(L-)trajectory matrix (Hankel matrix) of the time series Fly:

(i fo fs... K
fo f3 fr+1
X = f3 . .

(1.1)

_f'L fL.—H fL—&-.K—l_



In other words, embedding can be treated as a mapping which transfers a one-dimensional
time series Fy = (f1, ..., fn) to the multidimensional series X7, ..., X.

The choice of window length L could be a task on its own. When choosing a window
length, one should consider all the information on the analyzed time series as well as
decide on the purpose of the analysis. The purpose could be time series trend extraction,
smoothening the series, looking for periodic or oscillation and many more.

Singular Value Decomposition (SVD) is the main tool in the Basic SSA algorithm.
Let us denote S = XX7 and let Aq,...,A\r, be eigenvalues of S: A\ > ... > A\, > 0. By
M, ...,nr, we define orthonormal system of eigenvectors of S corresponding to eigenvalues
Ai-

Let d = max{i: \; > 0}. If we denote V; = X", /v/A\; (i = 1, ..., d) then we can rewrite
our matrix X:

XZXl—i-...—I—Xd, (12)

where X,; = ﬁmiViT have rank 1 and therefore are called elementary matrices. The col-
lection (v'X;, 1; ,V;) is called the i** eigentriple of the SVD of X.

Second stage: reconstruction
Grouping starts with separation of eigentriple into several groups. In other words if
we denote I as a set of indices {1,...,d} and separate it into m disjoint sets:

I=|JIL, suchthat LNIL=0  (i#j) (1.3)
=1

Then we choose some sets of our indices (I; for ¢ = 1,...,m). For simplicity let’s take
m = 2. Then I} = {i1,...,4p} and Iy = I\I;. Computing a corresponding matrix X, we
get:

X[l = Xi1 + ...+ Xip (14)

The choice of indices is called eigentriple grouping. We choose Iy so that )., X; is the
approximation of Hankel matrix X

X =Y VAV’ =PX (1.5)

i€ly

where Py, is the orthogonal projector in R” onto the subspace spanned by {n;,, ..., Ni, }:

ip
Pr=> mni (1.6)

k=i1

Diagonal averaging. After all the decomposition and grouping steps we need to come
back to the Hankel matrix form to obtain the reconstructed series.



First of all, we set L* = min(L, K) and K* = maxz(L, K) and denote a matrix Y with
elements y;;(resultant matrix of grouping step) and Y™ be a matrix, such that y; = y;; if
L <K andyj;=y; if L>K.

Diagonal averaging transfers arbitrary matrix Y* into a Hankel matrix X:
X = HY*, (1.7)
where H is Hankelization operator and Xisa trajectory matrix of some series~ﬁN. There-

fore, we get decomposition of the initial series Fy which is F ~, where Z;; = fip -1 : {i €
(1,...,L),je(1,...K)}

[

k
%Z m,k+1—m> for ].SkSL*—]_,
™

~ 1
fk = Z mk-‘,—l —m> for L* < k < K*a (18)

2 \

N—K*+1
Z y;;z,kﬂfm, for r K*4+1<k<K*4+L*—1
m=k—K*+1

1
N-k+1

where k € (1,...,N).

i B e Jx
fo f3 o Jrkn
X=\|f3 : (1.9)
L i v
or X can be represented in terms of K-lagged vectors X = [X] : ... : Xg].

This notation is a classical SSA algorithm, which could be also found in various sources.
For example, see [29].

There is also an alternative notation for the SSA procedure which combines all stages
of SSA into one expression. See Proposition 1.2.1.

1.2 Alternative representation of SSA reconstruction

Alternatively, SSA reconstruction procedure could be presented in the convolution form,
also known as linear filter [14, p.113], [33].

Proposition 1.2.1. Let f = (f1,..., fn) be a time series and f = (fl,...,fN) its SSA
reconstruction (for a suitable choice of window length L and I, set of eigentriples). Then
there exists a convolution representation

L-1

};:(Q*f)n: Z men—i-m; nc {L+1,,N—L} (110)
m=—L+1



where the reconstruction kernel ¢ : {—L+1,...,L—1} — R depends on the choice of window
length and eigentriples and has the symmetry property

G—m = Qm, me{-L+1,..,L—1} (1.11)

Remark Asshown in the above Proposition, the convolution formula gives the exact same
result as the standard SSA reconstruction, except in the first and last L terms. In fact,
the convolution concept is more natural to doubly-infinite time series f = (fj);jez. Our
approach for the proof is to derive the convolution formula for the doubly-infinite case, and
make it possible to apply it to finite series f by extending f to the doubly-infinite time
series by zeros.

Proof. Consider a double infinite time series f = (f;);ecz, where f; € R(j € Z) and a right
shift operator

S :R%Z - RZ, such that Sf; = fiy1 (t € Z) (1.12)

so that the trajectory matrix of infinite time series f is

f
X= S.f (1.13)
SL:—lf
and the lag-covariance matrix
frr fesH” FSE=IHT
e | GOITSISNT st
(SE-Df)FT SEDFSHT LSBT
assuming that inner products are finite.
In fact, the matrix XX’ is a Toeplitz matrix as
STF(SE T = s (e ) (1.15)
The SSA projector P is a spectral projector of rank r
Po,o Po,1 Do,2 <.+« DPo,L—1
p_ p1.,0 pl.,l pl.,2 . . p1,1.;—1 7 (1.16)
pL;l,() pL;l,l pL;1,2 . - PL-1,L-1
obtained for first r eigentriples from SVD of the Hankel matrix X, where
Pk,j = Zm,knz‘,j7 (1.17)
i=1



where 7; ; corresponds to the Gt term of it* eigenvector 7;. Note that

' T
Prj = D Miklig = > _TijMik = Pik
i=1 =1

Therefore, applying the SSA projector to the Hankel matrix we get
L—1 A
> pogSf
§=0

L—-1 '
> piSf

-1
ZpL—l,ijf
=0

Define an operator H

1 n—1
H:R" - R such that H(ag, ..., an—1) = —ZS_kak.
n k=0

Then applying (1.20) to (1.19) we get

or
L-1

]?n = Z men—i-m (n € Z)

m=—L+1

(1.18)

(1.19)

(1.20)

(1.21)

which is the SSA reconstruction of the series written as a convolution with convolution

coefficients ¢,

=
I sz‘,i; m =0
i=0

L—1
1
Gm = ZE Pi—m,i) m & (1,...,L—1) ,
i=m

L—1
1
I Z Pim+i, m € (—L+1,...,—1)

i=—m



As the calculation of convolution coefficients ¢y, is based on summing projector elements
(1.17), which have the symmetry (1.18), the g, are symmetric as well,

Gm = q-m(m € Z). (1.22)

The expression (1.21) can be rewritten as

}1:1 = Z Gn—mfm = (Q*f)n (1.23)
meZ
where we set
Gm =0ifm¢g (-L+1,...L—1) (1.24)

If f is a finite time series, convolution (1.23) will extend f by zeros to double-infinite
time series and produce the correct reconstruction for f,, for n € (L +1,..., N — L). The
first and last L points will give reconstruction, which differs from the standard SSA one,
due to the the fact, that the series was extended by zeros, on both sides. ]

The SSA procedure presented in terms of convolution has an advantage in stability
analysis of SSA reconstruction, recurrence and forecasts. In particular, noise propagation
through SSA becomes more transparent using the convolution. These points are discussed
in more details in Chapter 5.

1.3 Multivariate SSA (MSSA) reconstruction procedure

MSSA is an extended version of the SSA algorithm applied to more than one series. Instead

of having one F, we now have several series F](\f) = (fés), e ](\f)_l), where s is the number

of series and N is the length of F](\f). Define trajectory matrices of each time series F](\f) as
X®) as in (1.1). The combined trajectory matrix for multivariate case is

x=|" (1.25)
X&S)

If the length of time series F9) vary, K; should be adjusted for trajectory matrix so that
L =const,ie. K;=N;—L+1.

Decomposition (SVD) and grouping steps are similar to the Basic SSA procedure. For
diagonal averaging first let us define K; (i = 1,...,s) of the trajectory matrix X® and an
operator A;:

0 for i=1

-1
A; = ZK ; )
s or 1©>1
s=0

(1.26)



Then the diagonal averaging has a following form:

k
1
% Zy;n,kJrl—erAia for 1<k<L-1,
mfl
i 1
];;E‘Z) = 7 Zy:n’k+1_m+Ai, for L<k<K;, (1.27)
=1
" 1 N;—K;+1
N rrT D Ymkrimias for Kit1<E<N
! m=k—K;+1

where y7; are elements of matrix Y, result of grouping step.
Analogously to the univariate SSA procedure, the MSSA reconstruction can be repre-
sented by a convolution formula as well. We only consider bivariate case.

1.4 Alternative representation of bivariate SSA reconstruction

The possibility of representing the reconstruction as a convolution for the bivariate case
expand opportunities of stability analysis, in particular, studying noise propagation in the
bivariate case.

Proposition 1.4.1. Let f = (f1,..., fn), 9 = (91, .-, gn) be lime series and f= (915, 9N)
f = (f1,.s fn) their MSSA reconstruction respectively (for a suitable choice of window
length L and r eigentriples). Then there exists a convolution representation

1 2
*f+q° *
g ¢Cxfrqrg
where the reconstruction kernel ¢ : {—~L +1,...,L — 1} = R fori € {1,2,3,4} depends on
the choice of window length and eigentriples

Proof. Suppose we now have two doubly-infinite time series (fy)nez, (gn)ncz € RZ, i.e.
fj.9; € R(j € Z). Here (fn)nez is the main series we are interested in and the (g, )nez is
the support one.

The Hankel matrix for the two dimensional case is a block matrix consisting of two
blocks: one is the Hankel matrix X; of f,, and the other one is the Hankel matrix Xs of g,

f
Sf

B Xl B SL;lf
X = <X2> =17, (1.29)

Sg

SL—lg

10



and the lag-covariance matrix

(ff)TT fSEI T fa" . f(SETNg)T
SHY
. (SEDpT L S (s
B gf* e g(SEIHT 99" o g(SEg)T
(So)fT ... SpEETIHT (Sg)g”
(S(L*i)g)fT SN g(sL=DHT
(1.30)

The MSSA projector P is obtained for first r eigentriples from SVD of Hankel matrix X.

1 i 1 2 2 2
Po,0 Do 1 -+ Por—1 Do, Do, r+1 <o« Poor—1
1 1 1 2 2 2
p— pLgl,O pr 11 -+ Pr1rn-1 Prar Pr-ir+1 - Pr-12r0-1
Pro Pra -+~ Prra Pr.r Pr.r+1 <+ Pror—1
3 3 3 4 4 4
Por—10 Por—11 -+ Por—1.-1 Por—1. Por-1p+1 --- Por-120-1

The projector P consist of 4 blocks
1,2
pp
P =
<p3 p4>

T
Phj =Y Miknij for k,j €{0,.., L —1}
=1

where

T
Phj = miwnijfor k€{0,..,L—1},j € {L,...,2L — 1}
= (1.31)

T
Py = mixmij for k € {L,...2L —2},j €{0,....L — 1}
i=1

T
Phy =Y Miknij for k,j € {L,..,2L — 1}
=1

11



where 1n; are eigenvectors, obtained from SVD of the matrix XXT
L—1 L—1
D oS+ w8
j=0 j=0
L—1 L—1
DS+ pS
j=0 §=0

L-1 L1
1 j 2 j

j=0 J=0

L—1 L—1

D pS T+ piS

j=0 Jj=0

L-1 L-1

2 plsS T+ D S

j=0 7=0

PX = : (1.32)

L-1 L-1
3 j 4 j

Similarly to the univariate case, we now can write down the expression for the reconstruc-
tion of f, and g, as a convolution

f\ k=0 k:o k=0 k=0
<§ - L-1L-1 L—1L-1 (1.33)
]HI( PSR pi s ’f)
k=0 k=0 k=0 k=0
L L
S ST+ D STy
m=—L m=—L
= I I (1.34)
S @S+ D anSTy
m=—L m=—L

as S f = fm, and S™g = g, we get two reconstructions

Z qihmfm + Z qi,mgm

ﬁ) — meZ MEZL _ (ql * f)n + (q2 *g)n> n 7 1.35
<gA;l Z qg—mfm + Z Qi—mgm ((q3 * f)n + (q4 *G)n e )
meZ meZ

12



or briefly

N\ _(d'*xf+d*g
@ _ (qg*f+q4*g) (1.36)

Here q¢l,(j € {1,2,3,4}) are convolution coefficients

1
L Zpgl’ m=0
1=0
. 1L71 )
=7 2 Pl me L1 : (1.37)
T
L > Pl m € (=L+1,,-1)
1=—m

The expression (1.36) gives the reconstructions ]A”;L, gn of the main series f,, and support
series g, forn € {L+1,..., N—L}. This expression is identical to the MSSA reconstructions,
provided that the parameters of both procedures are the same. O

It is worth mentioning that convolution vectors ¢* and ¢* have the same symmetry as
in 1.22 as in the univariate case but ¢, ¢> are not. In fact, ¢2, = ¢3,,(m € Z).

1.5 The standard SSA forecast

To show the continuation of the series we need a forecast base. The forecast base is
represented by the reconstructed series, which are described below. We are using the

following notation in this section, f = (fN_LJrg, . fN)T, fr= (fN_LJrg, ...j~’N+1)T and fy,
is an obtained forecast point for i € {N +1,..., N + M}.
In terms of K-lagged vectors one needs to find X g s vectors:

Srm

fK+'M+1 (1.38)

XKk+Mm =
IN+M

where

. fi, fi=K+1,.,N
O\ f, fi=N+4+1,.,.N+M

In other words, fz corresponds to the reconstructed time series for i € {K + 1,..., N} and
forecast points for i € (N +1,..., N + M).

13



M is the number of points to forecast. For simplicity we take M = 1. To find vector
XK+1 we choose fN+1 to minimize the distance from the span {7;,...n;,} to the vector

XK+1, using that Pr, fy is the closest point to the point fy in span {n;,...n;,}:
2(fne1) =l f+ = Prfe |P=1 (I = Pr) f+ |[P— min. (1.39)

Taking a derivative with respect to fN+1 we get:

Z(fns1) = 2F1(I = Pr)er,
where eg, = (0,...,0,1)7 and e € R”.
To minimize the distance from the vector (fy_r+2,..., fn+1)
{"iy ..M, }, we obtain

T onto space spanned by

Z(fn41) =2fT(I — Pr,)er = 0,
which can be rewritten as

fI(I = Pr)L =0, (1.40)
where
(I-Pp)f =eL— Z KM} €L
k=i

Then we have
ip
0=(I—Pp)p fT=fver— D ernlmets,
k=i1

where
e
Z €L77;{ = Nk,L>
k=i1
vT 3
NS+ =ng [+ epfnit
The solution of (1.40) is
fT Zk i Tk Uk L
1 - Zk i1 77k L

where Uy, 1, is the L'" component of eigenvector 7y, and 7y € RE~! (represents first (L — 1)

fnir =

components of eigenvector 7). In other words fN+1 can be expressed in terms of the
following linear recurrence formula:

fvii =aify +asfno1 + o+ a1 fn-ri1, (1.41)

where a; are components of the recurrent vector R = (ar_1,ar_2,...,a1)%:

i v
Ekp i e, LTI,

R = .
1_Zk zlnkL

(1.42)

14



1.6 MSSA forecast

MSSA. forecast
Here in addition to the notation in the previous section we use ¢ = (Gn_r42,-.9n)",
g+ = (GN_L+2, -, 9n+1)T, where gyy1 is known or unknown value depending on the
method used.

For the MSSA forecast we consider two possible scenarios. First scenario takes place if
the "future" value at (N + 1) point of the support series is known. The second scenario
is if there is equal amount of information available on time series used for the forecast.

To distinguish between these two scenarios we use following notation: the procedure
with extra information on support series is defined as MSSA | and with equal amount of
information - MSSA.

For MSSA_ forecast there is a Hankel matrix of the following form:

Xy
X =
<X2> ’
X is a Hankel matrix of the main series Fiy(we are interested in) with window length
Ly and X5 is a Hankel matrix of a supportive series G with window length Lo. For the
simplicity we suppose that window lengths are equal L; = Ly = L. Here we deal with the
scenario when extra information about supportive series Gy, i.e. gyy1 is known. As in

previous case with SSA forecast algorithm we take an orthogonal projector P (a 2L x 2L
matrix) of the matrix X:

ip
P=P,=> muf

k=i1

and as in previously described SSA case we choose fyi1 to minimize the distance from
the span {n;,...n;, } to the vector
~ X,
XK1= <~> :
Xo
K+1

Then we take the following norm:

(v =1 (1) = P (£ 12 min, (1.43)

where fi represents terms of the series Fiy and terms g4 represents terms of the series G
and gn41 is the known value in g. We can rewrite the expression as

“(fxi1) =|| (I - P) @) 12— min. (1.44)

When there is a known value of supportive series Gy, and the only unknown value of
the given vector (fy,g+)7 is fyy1 the problem is similar to SSA forecast case. The only

15



change is the size of the vector )?K+1~
Taking the derivative of (1.44) with respect to fy41, we get

2 (fne1) =2 <§i>T(I — Ple;, =2 <§I>T(I - P)p,

where
iP 7"1’
T
(I-P)p=e— > mnfer=er— > Tl
k=11 k=i1
or we can rewrite it as
ip 'r]]i
€r — Z Nk, L | Mk,L-
k=i 77]%

Thus the derivative can be rewritten as

(1)

A\ Gy
2 (1) = ( > (e = Y | o | me.n),
9+ =iy 771(<2)

where e;, = (O,...,O,I,O,...,O)T € R?L, 771(€I) = (7]§k),...,17(Lk_)1)T e REL M, = (n(Lk)) and

0 = 8T € RE. (I = P)y is the L-th row of the matrix (I — P).
To find the the fx41 value, which is optimal we need to find the solution to z'(fyy1) =0,
where

ip ip i»
Z(fnn) = fv— (7Y 77;(61) + ) mipfva el 77122))'

k=i k=i1 k=i1
Thus, we have
1 ip ip
1 2
fvoi=———— | T U + g1 > meany?
1 - Ek:zl nk,L k:’Ll ki:’tl

or

) 1 3 2
S ey N S L

; L
X2 2 7 2
L- ka:il Mk, L= ka:h M,

We can express fy41 using the following recurrence formula

Iny1=f

fnyi=aify+afv_1+ ... tar—1fn—r+1 +bignyr + . FbLgN—L42, (1.45)
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where R1 = (aL_l,aL_Q,

Ry

Ry

7a1)T7 R2 =

(b, br—1,....b1)"
ip (1)
_ Ek:llin’“ms (1.46)
1- ka:il ML
ip (2)
_ ki LT (1.47)

ip 2
1 - Ek:il M, L

In this case we get two recurrent vectors of different sizes - Ry € RL=1 and Ry € RL.
MSSA forecast
For MSSA case there appears the second unknown value gn41. So here we have 2 series
of the same length N. As in MSSA. we take the same norm z (1.43), but here we need
to minimize it with respect to 2 unknown values fy1 and gy41. Differentiating will give
the following equations:

T
0= _, <f+> (I-P) (1.48)
OfN+1 9+
and
9z f +> !
- =2 I-P 1.49
g =2 (M) P (1.49)
now we need to solve the system of equations:
9:  _
Ot (1.50)
Ogn+1
using the fact that P =
1
(i
~ = er — ’ Mk, L .
afNJrl 9+ k=i, 77,1(5)
Nk, 2L
and
1
T i 77’(“ )
0z <f+> ( Zp Nk, L ) (1 52)
~ = ear, — : )
OGN +1 9+ 2 f—iy 77;(62) et
Mk,2L

where e, = (0,...,0,1)T € R%L. Rearranging the system of equations will give us next
system in matrix form
A <fN+l> =?

IN+1 (1.53)

17



where A is a 2 x 2 matrix:

Z'P 2 74'p
1= Zk;:il Mer Zk:il Nk, 20Nk, L

A=
= e Lk2n L= Mo
and b is a vector:
ip (2)
. f Zk i1 77k Uk,L +9D i, My Mk,L
- ' o ‘ 1
930, )”k,2L + 0, 77;53 )77k,2L

So the system (1.53) can be rewritten:

<,]fN+1> — Al
gN+1

where A~ is an inverse matrix.

The solution to the system is vector (fyi1,9n+1)7 so that:

2 1_Zk nk2L
fngr = dtjjl (f" § 1Mk + 9" E 1 me )
k=11 k=i

ZZQ Mk, 2LMk,L » 9 ip .
* chiet A (9" > o + £ > " near)

k=11 k=11
. 1 - ZZP:' 771% L v 2 > 1
gN+1 = W(QT Z 77/1(C )77k,2L +f7 Z 77)2 )nk,2L)
k—z’l k=i
Z?f:‘ Nk, L7k,2L v 2
+ =T Z s + 97> 0 )
k= =i k’:il

(1.54)

(1.55)

(1.56)

(1.57)

As can be seen from the formulae above, the forecast recurrence formula in this case
will consist of two parts, including values from two series Fiy and G and the coefficients

in this recurrent formula are represented as vectors € RV,

We can express fy41 and gyy1 using following linear recurrence formulae

Nt = a1 fn 4 arp 1 fN—pe1 +01aGN + e DL 1GN -4

IN+1 = a21fN + ...+ az L1 fN—L+1 +b219N + ... + b2 L 1gN—L+1

18
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_ T e o
where Riy = (a1,0—1,01,1—2,...,a1,1)" is given by

Ry = tA angL an nkL+an2LnkLZm Tk,2L) (1.60)

k"Ll k”L1 ]{321 k?’Ll

Riz = (b1,-1,b1,0-2,...,b11)T is given by

Ry = % tA ZﬁkzL Zﬂk Nk, 1, + an2L77kLZ77k Nk2L), (1.61)

k=i1 k=i1 k=i k=i

_ T - -
Ro1 = (a2,1-1,a2,L-2,...,a21)" is given by

th anL an 77k2L+Z77kL77k2LZ77k ML) (1.62)

k=i k=i k=i k=i

Ro1 =

and R22 = (527[/_1, bQ’L_Q, ceny ng)T is given by

Ry = th Znu an 77k2L+Z77kLnk2LZ77k ML) (1.63)

k=11 k=i k=i k=11

Throughout this thesis we are using the MSSA forecast algorithm.

To summarize this chapter, we discussed the basic stages of the SSA technique in de-
tails. Theoretically there is no model restrictions for the current analysis. The technique
is flexible and may be applied to general time series. We looked at the reconstruction and
forecast algorithms for two cases, univariate and multivariate.

The main idea of SSA is to employ a time series in a multidimensional form as a
trajectory matrix, which makes it possible to treat the self-covariance in the structure of
the time series through spectral analysis. Specifically, by choosing parts of the spectral
decomposition of the matrix we then reconstruct a partial one-dimensional time series.

We have introduced the SSA and MSSA reconstructions as linear convolution filter,
which later are required for the stability analysis we discuss in Chapter 5.

We have also described forecast algorithms for univariate and bivariate cases. The key
idea of the forecast in terms of SSA/MSSA is to minimize the distance between the forecast
value and the subspace, spanned by eigenvectors obtained from the original trajectory
matrix of one or two time series, which are involved in reconstruction. For the bivariate
forecast MSSA algorithm we considered two cases: MSSA forecast LRF if future values
of the support series are know and standard MSSA LRF otherwise.
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2. GRANGER CAUSALITY COHERENCE

One of the most known and widely used concepts of causality in time series analysis and
econometrics is the concept which was introduced by C.W.J. Granger [15]. However,
this concept was defined and developed for time series corresponding to the properties of
stationary autoregressive model.

Before introducing the concept itself we first need to describe the class of autoregressive
processes and study its main properties. Also, looking ahead, we need the formal descrip-
tion of autoregressive processes to be able to compare them with the time series models
obtained using (M)SSA.

2.1 The autoregressive model

In this section we consider discrete-time stochastic processes which are stationary in the
wide sense.

The stochastic process X; is called strictly stationary if its cumulative distribution
function (Fx) for (k 4+ 1) consecutive times is not dependent on shift in time, for all
k € Np:

FX(Xt, ‘--Xt+k) = FX(Xt+T7 --'Xt+k+’r)7 T € 7. (21)

It is called weakly stationary or stationary in the wide sense if its expectation and variance
are constant and finite, and the covariance cov(Xy, X¢4,) does not depend on ¢, for any
TeN,ie.

1. EX; < o0,
2. O'g(vt < 00,
3. cov[X;Xi1,] does not depend on time ¢ for any 7.

The process X is denoted autoregressive moving average (ARMA(p,q)) process with mean
zero if (X3) is stationary with mean EX; = 0 and can be written as

Xy —an X1 — ... — apXt—p =&+ fiee-1+ ... + qut—qa (22)

where «;, §; are the parameters of the model and ; is i.i.d. white noise with mean zero and
common variance o2. More generally, X; is an ARMA(p,q) process with mean EX; = m
if (X; —m) is an ARMA(p,q) process with mean zero.

The autoregressive (AR) process is a special case of an ARMA (p,q) process describing
a stochastic linear dependence between present and past values of the same time series.



The autoregressive process of order p, AR(p), is ARMA(p,0), i.e. (2.2) simplifies to
Xt — alXt—l — e — OépXt_p = &t. (23)

The moving average process of order ¢, MA(q), is ARMA(0,q) process, i.e. (2.2) simplifies
to

Xy =1+ Bre—1 + ... + ByEi—g- (2.4)

In particular, the infinite moving average process, MA(co) is defined as

Xe = Z/Btftfh (2-5)
k=0

Lemma 2.1.1. The MA(c0) process (2.5) is stationary if its coefficients are absolutely
summable

o
> 1Bil< oo
i=1

[19, p.69-70]
Proof. The process X; = Zj; Bjet—; is stationary in the wide sense if:

1. The expectation is finite

o0 (o.9]
EX; =Y EBjerj=)» BjFej = EX; =0, (2.6)
=1 =g

2. since > 7, | Bi |< oo, there AN :| B |< 1 for j > N = 532 <| B7 |, therefore, by
comparison test, Y oo, 37 < 00.

Hence, the variance is finite

ok =Y B <. (2.7)

j=1
3. The autocovariance function of X; is independent of ¢
BXiXi—] = B[ 72 Biet—j > opey Bret—r—i]
= E[ZE’L Zlmzl Bmft—mﬁl+1—m€t—r—l—1+m]
= S S BnBir-mEletmEtr—1-1+m)

l
= 2?21 Zm:l /Bm/BlJrlfm 0—3 52m,‘r+l+17

where Elet—m €t—r—1—14m) = 0, unless t —m =t —7—1—1+m = the autocovariance
function is independent on ¢.

(2.8)

21



From above we conclude that MA(co) is stationary. O
Using the shift operator S defined in (1.12), we can formally rewrite (2.3) as
Xi—a1S7 Xy — . —pSTPXy = &4 (2.9)
or equivalently
1—a1 St — . —a,SP)X; =& (2.10)

For the purposes of this section only, we work in the Hilbert space (?(Z) = {Xipez) :

X;|? < oo}. The operator S is a bounded operator on this space. Let D = Y% . ;877 s.t.
7=1"J
teZ

(1-D)X; =& (2.11)
The operator D is a linear operator on Hilbert space with the characteristic polynomial
1 — a1z —agz? — ... — ap2P. (2.12)

The roots of this characteristic polynomial are the eigenvalues m;(i € {1,...,p}) of the
operator D.
If (1 — D)~ ! exists, it can be formally expressed as Neumann series

ZDJ Z alS_1+oz25_2+...+apS_p) =
7=0
=1+a;5! -I—OzzS + .+ apST p—i—(OuS +apS72 4+ . 4 opST p)

(2.13)

This gives rise to a power series

A=D) ' =145+ 5SS+ + 48,5 P+..=> ST (214)

§=0
where we define 3y = 1, and (2.11) can be formally rewritten as
X;=(1-D) e (2.15)
From (2.15) and (2.14), X; is a MA(oco) process,
oo
Xi =Y Bierj. (2.16)
j=0
Agsume that the hypothesis of the Lemma 2.1.1 is satisfied, i.e.
oo
D 1B |< oo (2.17)
i=0
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Then we can conclude that the process (2.16) is stationary.
Now under the assumption that the process (2.16) is stationary and assumption that
we are working in the Hilbert space described above, using the triangle inequality and

knowing that the operator norm of the shift operator is | S~ ||= 1, we obtain
m m m
AiS_i < Ai ST ||= Ai — 0 .
I A IS 1A =215, 2, (218)
1= 1= 1=

which shows that the series (2.14) is norm convergent.

As the process (2.16) is stationary, which is equivalent to the stationarity of the AR
process (2.9), then cov[X;X;_,] does not depend on ¢ V7. Multiplying (2.3) by X;_, and
taking the expectation, we get

E[XtXt_T] — E[OélXt_lXt_T] — .. — E[OépXt_pXt_T] = E[EtXt_T} (219)
where
EleiXy—+] =Y EBjerr_jer =0, for all k € Zg (2.20)
J=1
SO
E[XtXt_T] - OZlE[Xt_lXt_T] — . E[Xt—pXt—T] = 0. (221)

Now assuming that X; is stationary, we get
EXi X 7] —auEXiXs ] — ... — E[X4 X4 74p) =0, (2.22)
or equivalently
R(T) =oqR(T — 1) + ... + a, R(T — p), (2.23)

where R(7) = E[X;X;_,| is the autocovariance function.

Because Ugct is constant, it follows that the autocorrelation function p(7) = Ij;(; ) satisfies
X

the recurrence.
p(1) = aip(t — 1) + ... + app(T — p) (2.24)

is the autocorrelation function. The difference equation (2.24) for the autocorrelation
function has the general solution

p(r) = Ayml 4+ AT (7 e 2), (2.25)
where 7; are the roots of the characteristic polynomial
- — L~y 1z —a, =0, (2.26)

see [4, A4.1]. The coefficients A; in (2.26) are arbitrary constants for the autocorrelation
function of a particular solution of (2.26), such that ), A; = 1, which provides p(0) = 1.
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Proposition 2.1.2. The roots of characteristic polynomial of (2.24) are all in the unit
circle if and only if || D ||< 1.

Proof. The linear normal operator D has the same characteristic polynomial as (2.26), ;
are its eigenvalues.

To show that the operator D is normal one needs to show that DD* = D*D, where
D* is an adjoint of D.

D* = (1S '+ a8 2+ .+ ST = a1 (ST F aa( ST + .+ (ST (2.27)

and (S77)* = S7, because S/ is a unitary operator. The equation (2.27) can be rewritten
as

D* = a1S + asS? + ... + a,S?, (2.28)
and then
p o p D ' p P '
DD* =Y ;87 oSt =3 ajarSTIsE =33 ajastsT = D*D. (2.29)
j=1 k=1 k=1 j=1 k=1 j=1

Since the D operator is normal, its norm is equal to its spectral radius |22, 1(6.44)]

| D|= max |[m|. (2.30)
16{1771)}

If all m; are inside the unit circle, then the norm || D ||= maz | m; |< 1. O

Same results were obtained in a different form in [4, p.51-52].

Remark If roots of the characteristic polynomial (2.12) are less than one, then || D ||< 1,
which provides the existence of the inverse (1 — D)~! and klim p(k) = 0. Additionally,
—00

| D ||< 1 implies the convergence of Neumann series (2.13)

To sum up the above discussion, the AR(p) process can be rewritten as an MA(oo)
process with absolutely summable coefficients, which ensures its stationarity.

2.2 Granger causality

The causality concept in general is very intuitive and small changes in the definition may
cause bigger changes in the way we understand it and approach it. It is necessary to refer
to the origins of the concept: the definition of causality, its proposed measures and tests
to verify such measures.

As it was mentioned in the introduction to this chapter, Granger’s causality concept was
more or less fully described in Granger’s paper [15]. There he gave the main definitions of
causal relations for stationary stochastic processes, which are now widely used in statistics
and econometrics. In this paper, he distinguishes several causal relationships: a simple
causal model, instantaneous causality and a feedback model. And also proposed ways of
detecting and measuring causality, if one occurs.
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Definition The intuitive definition of Simple Causality states the following: suppose we
have two stationary stochastic processes Fy and Gy. It is said that Gy is causing Fi
(GNy ~ Fy) if Fy is better predictable with all available past information, rather than
with all available past information excluding the past and present values of Gy [15].

Feedback occurs if simple causality appears in both directions (Fy «~ Gy ).

Definition Instantaneous Causality occurs when the time series Fly is better predicted if
the present value of Gy is included in the forecasting process [15].

The general model used for instantaneous causality is a stationary bi-variate (vector)
autoregressive (VAR) model of order m:

m m
X+ b = Z a; Xi—j+ Z bYi—j + et
Jj=1 Jj=1

™ - (2.31)
Y +coXy = Z c;i Xp—j + Z d;Y,_j +&
7=1 7=1
which can be written as
m m
Xy = Zantfj + Z bjYi_j+ et
il =0 (2.32)

m m
Y, = Z c;i Xi—j+ Zdet—j + &
j=0 j=1

Here X; and Y; are some multidimensional stationary time series, both with mean zero,
and &4, & are some uncorrelated white noise.

Definition White noise ¢; is a strictly stationary stochastic process with mean zero and
variance o2, and with autocovariance function

2 ifr=0
% nT="¢ (2.33)
0, otherwise

Elepepsr] = {

where ¢; are independent and identically distributed (i.i.d.) and uncorrelated random
variables.

For the simple causality model, the instantaneous terms are removed: by = ¢y = 0.

Lemma 2.2.1. Let (2.32) be a stationary VAR model with by = co = 0. Then, without
loss of generality, one can subtracts mean to get a stationary process with mean zero

Proof. Calculating the expectation for the simple causality model, we find

m m
EX,=EY a;X, j+EY bYi ;+ Eg

o o =0 (2.34)
EY;=F Cth,j + FE de;g,j + F& .
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Thus

m m
EX,=> a;EX, j+ Y bEY

o m (2.35)
EY, =Y ¢EX, ;+) d;EY;
and defining Xt FEX; and Yt EY;, we get two non-random deterministic
—_—~ m ~ m ~
X = Z a; Xy + Z b;Yi_;
i~ =1 (2.36)

m m
Yi=D oiXejt ) diYe
= =

If we consider the differences F = X — X ,G=Y — 57, then their expectations are zero,
and we can show that they also satisfy the model (2.31):

~EX; = ZaJXtJ+mej+st ZaJEth—i—ZbEYtJ

(2.37)
~BY, = Zc]Xt ﬁZdYt j& - ZcJEXt J+Zd EY,_
or
m
X, — EX; = Zaj (Xej— EXyj)+ > _bj(Yij — EYi ) + &
J=1 J=1 (2.38)
Y; — EY; = ch(xt_j —EXi )+ di(Yij —EYi )+ &
j=1 j=1
which is equivalent to
m m
Fy = Z a; Fy_j + Z biGi—j + &t
il =1 (2.39)

Gi=) ¢Fj+> diGij+&.
j=1 i=1

Obtained model (2.39) is identical to VAR model (2.31) with by = ¢y = 0 (simple
causality case). This shows that when one uses the VAR model, without loss of generality
one can subtract mean and assume that the processes have mean zero. O

Stationarity and zero mean imply that we can use the Cramer representation for Fy
(and analogously for Gy) [15]:

F, = / i e dZp(w) (2.40)

—T
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where the integrator Zp is a complex stochastic process with uncorrelated increments [15],
[30, p.558].

Proposition 2.2.2. Let (2.39) be a stationary VAR process with mean zero. Then the
power spectra of processes F' and G are

fr(@) = stz (11— d P o2+ b 2 02)

fo(w) = s (1e P o2+ | 1-al? o?)

(2.41)

and the cross spectrum is

ro() = gl — dw)e@)od + sn(l —a)hw)e  (242)

Remark This proposition is fully based on the Granger’s paper [15].

Proof. Knowing that processes F; and G; have Cramer representation, using the (2.40) we
have

Fj= / e =147 p(w) (2.43)

so that the sum 2311 a;Fy_; can be rewritten as

ZTzl ajFij = Z;n 195 f (= dZp(w)
= [ ek ai(e) dZp(w) (2.44)
= ffﬂ ea(e)dZp(w)
where we define a(z) =327, ajz! (2 € C).
Thus, the simple causal model (2.38) can be expressed in the following manner

firﬂ eitdeF(w) — fi"ﬂ_ aeitw(e—iw)dZF +f beztw —iw dZG +f ztde

fifw eitdeG(w) — fi"ﬂ_ Ceitw( 7zw)dZF f deztw —iw dZG f ztde )
(2.45)
where Zq, Z., Z¢ are stochastic integrators analogous to Zp.

Now, bringing all except the noise components to the left hand side and rewriting the
set of equations in a matrix form, we get

/7; ot A [ ZZEZ; } = /: eitw [ gji; ] for all t € Z (2.46)
where
A= [(1—_;6(5:;)) (1__bfl(:_2))] : (2.47)



If A is invertible, then we conclude

[ 228 ] -4 [ ZZEZ; } (2.48)

for almost all w € [—m, 7.

The power spectral density functions fr and fg of the series F' and G respectively can
be obtained from the expectation of (2.48).

On one hand, the expectation is

dZp(w) frw)dw fre(w)dw
[ dZp(N) dZa(N) | = (2:49)
dZg(w) fer(w)  fo(w)dw

where frpg and fgp correspond to the cross-spectrum.
And on the other hand, using the right hand side of the equation (2.48), the expectation

18

dZp(w)
[ dZp(N) dZc(N) |
dZ¢(w)
dZ:(w)
= A"'E [ dZ-(\) dZg(\) | (AT (2.50)
dZ¢(w)
| BldZ:(w)dZ-(N)]  EldZ:(w)dZe(N)]|
=A (AT
EldZ¢(w)dZ-(\)] E[dZ¢(w)dZe(N)]

For w = X\ we express spectral density functions f¢ and f. of § and e respectively, using
the fact that £ and e are uncorrelated

o 2
EldZ.(w)dZ.(w)] = fe(w)dw = —=dw

27
o o (2.51)
EldZ¢(w)dZe(w)] = fe(w)dw = 2—dw ’
T
EldZ.(w)dZ¢(w)] = EldZ:(w)dZ¢(w)] =0
and for w # A all terms vanish:
EldZ.dZ.| = E|dZ¢dZ¢| = E|dZ.dZ¢) = EldZ.dZ¢) = 0 (2.52)
The inverse of the matrix A is
Lo fadee) )
ce™)  (I—ale™))
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where

§=det A= (1-d(e™))(1—ale”™)) —ble®)c(e”™). (2.54)

Then the (2.50) for w = A becomes

Cdw 0
AT AT =
o2 o2 _o2 — 02 (255)
| (rmap g e fa) (- aegtao s Tangia)
[9]%

_o2 o2
<c(1 ) Fdw + (1 a)b;rdw> <| ¢? Zdwt [1-a 2frdw>

Therefore the power spectra of F' and G are

fr(@) = sz (11— d P o2+ b 02)

(2.56)
fo(w) = s (Ie P o2+ | 1-al? o?)

respectively. As it was mentioned before, frg(w) corresponds to the cross-spectrum, which
is of interest for the question of causality,

fraw) = s (1= dw)e@)o? + (1 = aw))b(w)o?)

- - (2.57)
= (1~ d@)elw)o? + o (1~ alw))blw)o

O]

The power spectrum frg(w) can be expressed as a sum of two components, one asso-
ciated with F' via ¢ and another one with G via &:

fre = C1(w) + Oz(w) (2.58)

with
C@) = 557z (1~ d@)el)) o (2.59)

and
Cafe) = 5157 (T=alebiw)) o2 (2.60)

If the coefficients b; in model (2.31) are zero, then b(w) = 0 consequently and Cs(w)
vanishes, therefore frg = Ci(w). This is interpreted as time series G not causing F'.
Similarly, if ¢; in (2.31) are zero, then frg = Ca(w), and therefore G is not causing F'.

29



In view of this, Granger suggested the following measure for causality, which he defined
as causality coherence [15]

G P

Cre(@) = 5 ) fe@) (2.61)
o)

Cor(w) = 7fF(W)fG(W) (2.62)

where C'rpg measures the strength of causality of F upon G (F ~» G) and Cgp measures
the strength of causality of G ~~ F.
Denominators in (2.61) and (2.62) are added for normalization. Indeed, as

Fr@)fo(w) = gy (1= de) 2 o2+ [be) [ o) (| elw) 2 o2+ | 1= ae) [ o2).
(2.63)
we see that
—dle) 2] elw) 12 o4
fr(w)fa(w) = 1 d(4732|M ’(4 ) o (2.64)
fr(w)fa(w) >0 (2.65)

the inequality is strict, as fr(w)fg(w) = 0 only if 02 = ag = 0 and in terms of the
autoregressive model, that means that there is no noise to develop the model and therefore,
the model becomes deterministic.

Knowing that | C1(w) |>> 0, we find
L=dflePos _ (2.66)

[1—d[*[c]*a2

0<Cpg <

Thus, the measure is normalized s.t. 0 < Cpg < 1.

By looking at (2.31) one can see that noise in this type of model plays the crucial role
in its development, as the future values contain the randomness of the past.

The expectation value of the process can be subtracted as in equations (2.37) and (2.38);
for a VAR model, the structure of the model is encoded in the noise pattern. This explains
why the noise variances o2 and 02 enter the spectra (2.56) and (2.57) and measures for
causality (2.61) and (2.62).

2.3 Granger causality tests

There are several statistical tests for Granger causality estimation, which are widely used
in econometrics. The most common of them are: the Granger-Wald test (1969), the Sims
test (1972) and its modifications (Geweke, Meese, Dent, 1982) and the Granger-Sargent
test (1976) [18].
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Consider the following models:

L L
Xe=> a;Xj+ Y bYij+e (2.67)
j=1 =0
and
L
X=X, j+5& (2.68)
j=1

Here (2.67) is a AR model of the time series X; based on the past values of time series
X; and Y;, and (2.68) is a AR model based only on the past values of X;. Here L is a
time lag of last L values from the time series that being used for the regression. To obtain
coeflicients a;, b; and a;, one would need to fit the real time series X to the above ARMA
model. For this purpose there exist several methods, such as least-square and maximum
likelihood methods.

For all mentioned tests and their variations in this section, we assume under the null
hypothesis that the main series (X;) is not Granger-caused by the support series (Y;). In
other words, Hy : b; = 0Vj € {1,...,L}. To distinguish between the two models, we call
(2.68), the constrained when b; = 0 and (2.67) the unconstrained.

All tests are based on comparing the variance o of the constrained residual error &;
with the variance 0? of the unconstrained residual error ;. For example, the Granger test
statistic or Granger-Sargent statistic [18] is

L L 2 2

: s\ (N —(2L+2
Gs = Zimfi — 2imi€i (L +2) XL ynder Hy (2.69)
L SL .2 L

=11

here x? stands for chi squared distribution with L degrees of freedom.

There are other statistics, which are calculated in a similar manner, but normalized
differently (for example, Sims test [32] and its modifications [18]).

The Granger-Wald test is the adaptation of the Wald test to estimating Granger
causality. The Granger-Wald statistic is defined as:

s2-6r
GW = NT ~ X, under HO (270)
3

™ N

where again 6. and &z are the estimators of variances of the noise £; and &; respectively.
The equation for GW (2.70) can be rewritten as

52
O¢

GW =N <U€g - 1) (2.71)

2
which points to the main similarity with the F-test, since Zg is of the form of an F-
statistic, as in the F-test, the statistics is based on the ratio between error variances (see
the description of F-test in section 3.3).
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Tab. 2.1: Granger test p-values with null hypothesis s.s. % m.s.

time lag L H case (1) ‘ case (2) ‘ case (3) ‘
2 0 0 0.014
3 0 0 0.006
7 0 0 0.03
10 0 0 0.12
50 551071 | 7.2.107° | 0.43

Now recalling the Granger’s measure for causality, which is calculated from the cross
spectrum of analyzed process (2.62), one would not see obvious connection between the
F-test and the calculation of causality coherence. However, Granger’s causality tests are
all derived from the F-test, based on the idea of error comparison.

The R project for statistical computing (package MSBVAR) provides us with the com-
mon Granger causality test (granger.test). This test is used for "bivariate Granger causality
testing for multiple time series". The null hypothesis is that the past values of some time
series Y do not improve the prediction of the time series X. As a result of the test, we get
two regressions of X; based on lag time L: one is based on the L past values of Xy, and
another one is based on L past values of X; and L past values Y;. By means of F-test, it is
determined whether the coefficients of the past values of Y are jointly zero [5]. If we reject
the null hypothesis, we support the presence of Granger causality between time series.

The description of Granger causality test provided in R documentation [5], suggests
that as a test they have chosen straightforward F-test, described here in section 3.3.

To try out Granger causality test described above we generated several different sets
of time series. Note that generated series are not all stationary AR processes. The reason
to choose some time series, which differ from AR processes, is to see how the test is
implemented if the data is out of the common class of usage. In fact, the Granger test
is often used for the time series which cannot be considered AR processes, moreover,
stationary AR processes.

However, we start with AR processes. Firstly, using MATLAB command randn, we
generated normally distributed i.i.d. pseudo numbers, i.e. white noise &, ~ N(0,1) and
&, ~ N(0,1), which correspond to the very common case of stationary AR processes.
Then we take two cases, which should pick up causality and one which should not. Let
n € {1,...,200} and m =n — 1.

1. main series (m.s.) sin(e,,) + 10710, (is zero for n = 1), support series (5.5.) €n;
2. ms. (em +&m) (is zero for n = 1), s.s. &y;
3. m.s. €, 8.5. &,.

We would expect causality in (1) and (2). Although processes in (3) come from the same
distribution, we still do not expect any causality, as the processes are still different.

All p-values in Table (2.1) for the time lag L < 10 reject the null hypothesis that the
support time series do not cause main series (p-value< 0.05 = s.s. ~» m.s. ). Looking at
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Tab. 2.2: Granger test p-values with null hypothesis m.s. % s.s.
time lag L H case (1) ‘ case (2) ‘ case (3) ‘

2 0.46 0.98 0.99
3 0.15 0.96 0.99
7 0.44 0.87 0.9
10 0.59 0.91 0.95
50 0.77 0.81 0.92

Tab. 2.3: Granger test p-values with null hypothesis y(!) + z(1)
time lag L || #1(0.1),y™ (1) [ 2M(0.01), (1) [ 2M(0.1),yM(2) |

10 3.03-10710 2.62-10710 7.82.10710
25 0.417 0.228 0.488
50 0.76 0.478 0.664

the causality in different direction, the null hypothesis is supported by p-values in Table 2.2
for all three cases. However, one would expect absence of causality between two processes
described in case (3). And it seems that the smaller is the chosen time lag, the more
difficult it is for the test to pick up non-causal relationship. But if the time lag L is large
enough, then p-values support null hypothesis both ways (see Tables 2.1,2.2, p-values for
L =10 and 50). The random variables described in case three were generated randomly and
independently one from another and, therefore, there should be no connection whatsoever.
The next set of examples are represented by series which are not in the class of sta-

tionary AR processes. Here are the examples of main series:

1‘%1)(02) = sin(mnw) + oy, en ~WN(0,1),

2P = sin(3mnw), (2.72)

x%g)(UQ) = sin(mnw) + sin(3Tnw) + oey, en ~WN(0,1)

where W N (u,0?) stands for normally distributed white noise with mean g and variance
o2, and support series

ygl)()\) = A\sin(mnw),

(2) _ wnw

yn =e€ I

(2.73)

where n € {1,...,200}, w = 0.05, 0 € {0.1,0.01} and X € {0.1,1,2,10}.

The three tables related to this subsection, Tables 2.3 - 2.5, contain p-values of the
Granger test (obtained with R) with the null hypothesis that the past L values of y do not
help in predicting the value of z (y@ + z()).

All three Tables 2.3 - 2.5 have the same consistent pattern: the bigger the time lag
L, the bigger is the p-value. The values in Table 2.3 for L = 10 are very close to zero.
Therefore, based on these values, we are rejecting the null hypothesis and conclude that
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Tab. 2.4: Granger test p-values with null hypothesis y + x
’ L H x(Q), y(l)(l) ‘ x(l)(O),y(Q) ‘

10 || 0.661 0.649
25| 0.371 0.118
20 || 0.52 0.954

Tab. 2.5: Granger test p-values with null hypothesis y() + z(3)
| L[| 2®(0.1),yP (1) [ 2®(0.1),yD(0.1) | 2®(0.1),yM (10) |

10 || 3.33-10°16 3.33.-10°16 3.33-10°16
25 || 0.273 0.273 0.273
50 || 0.482 0.482 0.482

y) ~s 2. However, if we are taking bigger lag L, based on the results in Table 2.3, we
cannot reject the null hypothesis. Thus, no convincing conclusions can be achieved.

Nevertheless, the Granger test shows a convincing result for the counter example (see
Table 2.4, last column), where we do not expect any causality. All p-values here support
the null hypothesis. And in this case there is no monotonic dependence between p-values
and the time lag: p-value for time lag L = 25 (po5) is smaller then p-value for L = 10
(p10), p-value for time lag 10 is smaller then p-value for L = 50 (pso) (see Table 2.4, second
column).

In Table 2.5 p-values are different, because they were obtained from different runs. As
for p-values in Table 2.6, they were obtained from the same run (from identical generated
time series) and the only parameter which changes is the constant A in the support series.

In the next set of examples, the main series x,, differs from the support series g, only
by a fixed shift » = 1, 2,3 and the addition of noise.

zn(0.1) = sin(m(n — T)w) + o0&y, T e€{1,2,3},
Yn(1) = sin(mnw),

(2.74)

in other words, we know that signal y, is causing signal x,. Table 2.6 contains Granger
test p-values for (2.74) generated time series.

Example (2.74), similarly to previous examples, shows the same pattern for p-values,
which seem to be dependent on the chosen time lag: the bigger the lag, the bigger is the

Tab. 2.6: Granger test p-values (chi square p-values) with null hypothesis y(1) + x(0.1) for the
example (2.74) with three different shifts, first trial

=
I 1 2 3
10 1.94-107% (1.73-10~1) [ 9.49-10% (1.62-10719) [ 9.46 - 10~ 1! (2.14- 10~ 13)
25 0.001(9.54 - 10799) 0.44 (0.427) 0.049 (0.030)
50 0.736 (0.790) 0.558 (0.554) 0.599 (0.612)
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Tab. 2.7: Granger test p-values with null hypothesis y(1) ¥ 2(0.1) for the example (2.74) with
three different shifts, check trial

-
I 1 2 3
10 1.66-10719 [ 1.64-10"1 | 2.53.10799
25 0.057 0.071 0.0005
50 0.282 0.801 0.199

Tab. 2.8: Granger test p-values with null hypothesis z(0.1) + z()
| L [ 21(0),2(0.1) | 2M(0.1),2(0.1) | 21 (0.01), 2(0.1) |

10 || 0.633 0.0002 0.583
25 || 0471 0.774 0.815
50 || 0.893 0.842 0.626

p-value. Also, judging by the values in Table 2.7, one can notice that p-values are sensitive
not only to the lag time L, but to the size of the shift 7 as well.

Recalling two measures C; (2.59) and Cy (2.60), one can see that if the noise ¢ in main
series is absent, then C7 = 0 and if the noise £ is absent in the support series, then Cy =0
and hence, causality coherences Crg = 0 (2.61, F v G) and Cgr = 0 (2.62, G » F).
Suppose we have

zn(0?) = yV(1) + o€, € ~ WN(0,1) (2.75)

with 02 = 0.1

Table 2.8 illustrates that if we have two identical signal components in the main and
support series and change the noise level in the main series, then by Granger test there
is no clear indication of causal relationship, as the null hypothesis is rejected just for
(1(0.1), 2(0.1) with time lag L = 10. In fact, this example shows that the identity of
the series does not mean causality in Granger’s sense. From Granger’s point of view,
the causality may occur only between different time series with no redundant informa-
tion. For example, if there we have some data measured in kilograms and the same data,
measured in tonnes, there is no point to include both time series in one analysis [16, p.
330, Axiom B]. However, it is not always clear what should be considered identical, and
what redundant information actually means in this case. For example, if two time series
have exactly the same periodic but different noise component, it is not clear if the periodic
component should be treated as an identical part and be excluded from the analysis or not.

To sum up all the observations, we see that Granger test in general is a very sensitive
tool. It seems to be very dependent on the chosen time lag and is sensitive to the shift
in the series. Even in the case of obvious causal relation between series, the test might
mislead the tester. However, looking at the p-values in Tables 2.5 and 2.3, the Granger
test behaves quite consistently under the change of multiplier of the causing series.
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3. STATISTICAL TESTS FOR SSA/MSSA CAUSALITY

In the first two chapters we described two essential subjects, on which this work is based.
As was discussed in Chapter 2, Granger’s causality test by means of the F-test and some
slight variations have been used to estimate causality for stationary autoregressive models.
There also have been attempts to estimate causality for SSA based model (see [9], [20],
125).

In this chapter we are applying some basic tools, statistical tests, which can be used for
the purpose of causality detection. Here we use a wider definition of causality: time series
g causes time series f if the additional information that we get from series g improves the
forecast of the series f.

This chapter contains several section. Fach section gives a description of the statistical
test, that could be used for forecast estimation and hence be useful to determine causality.
Fach statistical test is validated by several generated data examples. We first study how
the test performs under the null hypothesis and/or if the null hypothesis is likely to be
rejected. Afterwards we look at several cases when the support series replicates the signal
of the main series fully or partially and also we study the case when the signal in the
support series has a delay in comparison to the main series.

Note that we are validating following tests only for one forecast point at a time as the
aim of this work is to build a causality measure analogous to Granger’s measure, which
consider one forecast point at a time [15].

3.1 Data and basic test setup

To find and validate a suitable criterion, we need to analyze some simple predictable
data. For these purposes we choose a set of time series, consisting of data modeled as
combinations of a signal and white noise. As a signal, we choose a sine or a combination
of sines. This gives a signal series of periodic (or quasi periodic) structure, which can
be well represented by only few SSA eigentriples. In this case we know what to expect
from the forecast and we know its structure, so an improvement of the forecast using some
additional information will be easily recognizable.

We consider two cases of the main series (F):

frn = sin(mnw) + oey, n=1,..., N, (3.1)

fn = sin(mnw) + sin(3rnw) + oey, n=1,..,N, (3.2)



and two cases of the support series (G):
gn = sin(mnw + 7) + 0, n=1,...,N, (3.3)

gn = exp(mnw) n=1,..,N, (3.4)

where €, ¢, ~ N(0,0?%) are i.i.d. noise. We are going to look at the different combinations
of main and support series described above.

The explanation of the choice of the support series is following. The time series (3.3)
has identical signal to the series (3.1) and corresponds to one part of the signal of the series
(3.2). Hence, one would expect feedback relationship (3.1)«~(3.3) and causal relationship
respectively (3.3)~+(3.2). However, the time series (3.4) has completely different structure
with (3.1)and (3.2) and therefore, we are expecting no causality at all.

The next essential moment of the test setup is to construct it in such a manner, that
it is possible to compare forecasts not only between each other, but also with some actual
values of the series. Of course, in real life it is not possible to do so, but for generated
series we are able to construct such a setup.

For simplicity we are going to use the notation f , g for both the reconstructed series
and the forecast of the series. This is reasonable as the reconstructed part of the series
presents the base for the linear recurrence formula.

We are going to look at the forecast of time series with different types of signal as was
described above (see (3.1) - (3.4)). Noise for the time series F' and G was generated within
MATLAB using the built-in pseudo-random randn command.

First we split both series into two parts. In the main series F = (f1,..., fn+n) we
distinguish two parts Fr = (f1,..., fn) and Fr = (fn+1, .., [N+ar); similarly, the support
series G = (g1, ..., gn+n) 18 split into Gg = (g1, ...,g9n) and Gp = (gN+1, .-, gN+M ), Where
M is the number of forecast points. Fr and G are those parts of two given time series
F and G, which are used for comparing with a forecast (not forecast series themselves).
The first N points of both series are used for the reconstruction procedures: SSA, MSSA |
MSSA. In fact, SSA procedure uses just Fr (univariate case); MSSA uses Fr, Gr and
information known from Gp part; whereas MSSA uses an equal amount of information
from both series, Fr and G only. B

The SSA procedure starts from the series Fr and produces a reconstructed series Fg.
To forecast M points of the series, we use the linear recurrence formula obtained from
the SSA forecast algorithm (1.41), calculating point fna1 from the (fy_ri2,.... f) part
of the series Fr. Generally, to forecast point fN+m we use (foL+m+17 ...,fN+m,1) in
formula (1.41), where m € {1,..., M }; here f; is the part of the reconstructed series for
i € {1,...,N} and previously forecasted values for i € {N +1,...., N + M }.

For MSSA | we take series Fp and Gg, applying the MSSA algorithm to obtain two
reconstructed series Fr = (fl, ...,fN) and Gg = (g1,...,gn). Here fN+m is obtained by
the MSSA . linear recurrence formula (1.45). We take first (M — 1) points of the G
part (g1,...,gm—1) to get a valid comparison between three SSA-based procedures. For the
forecast we use f} from the reconstructed series for i € {1, ..., N} and previously forecasted
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values for i € {N +1,...,N + M}, g; from the reconstructed series for i € {1,..., N} and
actual g; values for i € {N + 1,...,N + M — 1}, so the expression for the fN+m is as
described in (1.45).

For MSSA we don’t use the additional information in G, i.e. by the obtaining recon-
structed series Fr, Gr by the MSSA algorithm, we use the MSSA forecast algorithm to
forecast values fl and g; for i € {N +1,...., N + M — 1}. The values fN+m are calculated
using the linear recurrence formula (1.56), where m € {1, ..., M }.

To see wider picture of the forecast behavior one can study its changing dynamic in
terms of different parameters. These parameters can be divided in following groups: time
series parameters and procedure parameters. Time series parameters refer to properties
of the input series themselves, and cannot be controlled in case of real data. Procedure
parameters refer to choice made in the analysis and can always be controlled.

We study the following SSA/MSSA procedure parameters:

e window length L
e number of eigentriples I,
e length of the forecast M
For our constructed test series, we also have control of the time series parameters:
e noise level o2
e time delay 7 in the support series

The choice of procedure parameters is shown in the order of their appearance in the proce-
dure. First, we choose the window length L, and run the first stage of the SSA algorithm.
On the second stage (grouping) we are choosing eigentriples I,., which are going to be used
for the reconstruction. As we take them in order of decreasing singular values, the number
of first eigentriples, related to the biggest eigenvalues, is the usual choice for the eigentriple
parameter. After reconstruction, we can find the linear recurrence formula (LRF) for the
forecast. At this stage we are choosing the length M of the forecast we want to obtain.
We vary the sample size N; to see whether and how quickly the applied tests converge.

By changing noise level 0% and adding some time delay 7 to the support series G one
can see the effect of changing these parameters.

The set of the scenarios was constructed so that it is possible to see the effect of all
parameters in different combinations described above on the result of the forecast.

We define a scenario as a procedure, repeated Ny times, performing SSA, MSSA | and
MSSA forecast algorithms with chosen parameters. For each individual trial of the scenario
the noise of the main (and the support) series is regenerated. Thus, each scenario is based
on the principle of bootstrapping: as the noise is regenerated N times, the observations
we get for each forecast point can be considered independent.

For each scenario we obtain three sets of M distributions. FEach set corresponds to
the forecast algorithm that was used; each distribution of the set corresponds to an mt*
forecast point distribution (m € {1, ..., M}).
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3.2 Simple causality criteria

The most straightforward comparison of forecasts, which can be used as a causality crite-
rion, is to look at the ratios of loss functions.

Theory
Loss functions in this case are functions assessing the forecast error. If these errors have
a random element arising from the noise in the main and support series, we run a number
N of trials to estimate the error distribution or some of its characteristics, especially the
variance.
We denote the forecast of j** point by

AN Ge{l N e {1, M}),
the actual value, signal with noise, of the (N + j)th by

Ny Ge{l o Noje .., M})
and the signal at the (N + 7)™ point by

Pniisios G el Ny je Lo MYV ik € Not fNhisis = FNLisio

Furthermore,

1 <= 40
N+ = Z N
=1

is the empirical mean of the (N +j)th point sample, which we take as an estimate for
the mean of its distribution. We use the general notation f](\;)+ j comp for the value used for
comparison at the i trial, where comp designates its origin as signal value, actual value,
empirical mean or median.

For each trial the noise € is regenerated as pseudo-random values, thus the trials can
be considered statistically independent. Therefore, values obtained for each forecast point
are 1.i.d. random values. We consider the following loss functions

Ns (7@ (
B Zi:l (fz(\/)+j B fz(\/)Jrj,sig)Z

1
Sihi = N, ’ (3:3)
S (A = AN
SV = j\; i’ and (3.6)
N (72
g® 2 i1 (fz(\/)+j — ) (3.7)
N+j Ns ’

as measures of the forecast quality.
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S is the measure for the accuracy of the forecast, where we test how close the forecast
value is to the signal at that point. S(2) measures the accuracy as well, but with respect to
the actual value (signal4noise) of the series at the point. S®) is a measure of the stability
of the forecast.

With the help of these functions, the forecast can be analyzed from several points of
view: with respect to the actual (signal4noise) value of the time series, its signal and
the empirical mean of the distribution of the forecast point. In practice, comparing the
forecast with real data is not possible, because we don’t know the actual future value of the
analyzed time series. Comparing the forecast with a signal value can be a complicated task.
In this case we know that the signal is just a sine wave, but for real data the extraction
of a signal is a problem. There is the residual correlation between noise and a signal, and
that is why it is difficult to separate them. The most convenient comparison is with the
mean of the point distribution. o
(2

Clearly, a smaller value of Sy, j

tively.

As it was mentioned at the beginning of this section, the simple causality criteria is
the ratio of the loss functions. If SggA > Sz(v];)SSA (k = {1,2,3}) then MSSA is better,
otherwise worse or the same:

indicates a more accurate or stable forecast, respec-

—MSs4 <1 MSSA improves upon SSA

S (3.8)
—MssA >1 MSSA does not improve upon SSA

53

In fact, the ratio (3.8) with k = 3 corresponds to the F statistics of the F-test, which is
described in Section 3.3.

Practice
We start of with validating if loss functions ratios could be considered good criteria of
detecting the causality. And firstly we look at their performance in case of null hypothesis
is true.

Hy hypothesis testing. We take time series Fg (3.2) with the signal frequency w = 0.046
to be of the length N = 200 and run the SSA procedure twice to obtain (N + 1)
forecast point Ny times for each different choice of time series and procedure parameters.
Then we choose time series parameters: the noise level to be o2 = {0.01,0.5,1,2};
due to the absence of the support series, there is no time delay 7. Moving on to
procedure parameters, we choose: window length to be L = {100, 50,25}; first four
eigentriples for Fi reconstruction; forecast only one point M = 1; the number of trials
N, = {100, 200, ..., 500, 1000, 1500, ...3000}. Thus, for each sample size Ny we now have
12 scenarios (all possible combinations of the chosen window length L and the noise
level o2).

The reconstruction of the time series is based on first four eigentriples, which corre-
spond to the signal sin (7nw) + sin (3mnw). We do the SSA analysis of series (3.2)
using Caterpillar software. The weight of first eigentriple varies from 13% to 15.6%
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Tab. 3.1: The loss function S™ for the SSA procedure for sample sizes Ny = 100(3000)

9 L 100 50 25
o

1 0.10(0.11)  0.12 (0.11) (0.16)
2 0.23 (0.24)  0.19 (0.22)  0.40 (0.32)
0.5 0.07 (0.05)  0.06 (0.06)  0.06 (0.09)
0.0l 0.002 (0.003) 0.011 (0.009) 0.03 (0.03)
0 0.002 (0.002) 0.009 (0.009) 0.03 (0.03)

0.16

(depending on the choice of window length) and contains mostly information about the
first part of the signal sin (mnw); the weight of the second eigentriple is 10.5 — 11% and
contains information of both parts of the signal; the weight of the third eigentriple is
10.2 — 10.8% and the fourth eigentriple is 9.4 — 10.3% containing information about
second part of the signal sin (37nw). The weight of eigentriples vary depending on the
window length: the smaller is the window length, the bigger weight leading eigentriples
get.

Looking at the values of loss functions, we first study the relation between this loss
functions and their dependence on the noise level o2 and procedure parameters. The
three Tables of loss functions S*) 3.1-3.3, contain values for the smallest sample size
(Ns = 100) and contain the values in brackets corresponding to the largest sample size
(N, = 3000). As we see from the values in Tables 3.1-3.3, the loss function S®*) gives a
consistent result under the sample size N, variation. We also can notice that the values
obtained for the loss functions S and S®) are approximately the same, i.e. the ratio
of corresponding loss functions % ~ 1.

Now moving on to the loss functions ratios (see Tables 3.4-3.6), we see that on average
mostly all values obtained are close to one, although there are several ratios, which are
slightly higher. However, we expect to see 5 rejections on null hypothesis due to the
5% chance for error.

Under the null hypothesis testing it does not make sense to look at the ratios of ()
values for noise level o = 0, as the values themselves are practically zeros and obtained
ratios are dominated by random fluctuation.
0]
All loss functions ratios % are &~ 1 (i = 1,2, 3), where SSAL1 is the first run of SSA,
2

and SSA2 is the second one. Therefore both times we run SSA, we obtain very similar
results as expected. Also, if the signal of the time series was extracted correctly, i.e.
eigentriples were chosen correctly, then the mean of the fixed forecast point distribution
gives a value close to the real signal value, i.e. S ~ §G),

The loss function, where we compare the forecast value with the actual value seem to
reflect the variance of the noise directly S ~ S0 + 2.

The following example is to show the goodness of loss function based measures, i.e.
their ratios, when we compare SSA and MSSA procedures between each other.
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Tab. 3.2: The loss function S for the SSA procedure for sample sizes N, = 100(3000)

~_ L 100 50 25
ag
1 0.10 (0.10) 0.10 (0.09) 0.12 (0.13)
2 0.23 (0.24) 0.18 (0.22) 0.36 (0.30)
05 0.07 (0.05) 0.05 (0.05) 0.04 (0.07)
0.01  0.001 (0.001) 0.0011 (0.0009) 0.001 (0.0012)
0 0.00 (0.00) 0.00 (0.00) 0.00 (0.00)

Tab. 3.3: The loss function S for the SSA procedure for sample sizes N, = 100(3000)
L

2 100 50 25
1 1.09 (1.11)  1.12 (1.12)  1.04 (1.16)

2 248 (2.16)  1.74 (227)  1.88 (2.21)
0.5 0.47 (0.54)  0.66 (0.56)  0.56 (0.57)
0.01  0.012 (0.013) 0.018 (0.021) 0.04 (0.04)

0 0.002 (0.002) 0.009 (0.009) 0.03 (0.03)

(1)
Tab. 3.4: The loss functions S™) ratio E%A for sample sizes N, = 100(3000)

SSA2

L

2 100 50 25
1 0.82 (1.05) 0.97 (0.96) 1.12 (0.96)
0.83 (0.93) 1.36 (0.96) 0.83 (0.97)

05  0.68(0.99) 0.98(0.97) 1.40 (1.01)
0.01  1.36 (0.98) 0.93 (1.00) 1.05 (1.00)

0 1.00 (1.00) 1.00 (1.00) 1.00 (1.00)

2)
Tab. 3.5: The loss functions S ratio zfzs)*“ for sample sizes N; = 100(3000)

SSA2

~_ L 100 50 25
g
1 0.999 (0.99) 1.04 (0.99) 1.11 (1.00)
2 0.87 (1.00)  1.03 (0.98) 1.04 (1.01)
05 0.96 (1.00)  0.91 (0.99) 1.03 (1.02)
0.01 1.01 (0.99)  0.93 (1.00) 1.03 (1.00)
0 1.00 (1.00)  1.00 (1.00) 1.00 (1.00)
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(3)
Tab. 3.6: The loss functions S ratio 2(535)‘“ for sample sizes Ns = 100(3000)

SSA2

~._T 100 50 25
g
1 0.87 (1.05) 0.90 (0.98) 1.26 (0.96)
2 0.82 (0.93) 1.38 (0.96) 0.80 (0.96)
0.5 0.70 (0.99) 1.01 (0.99) 1.48 (0.99)
0.01  1.50 (1.02) 0.94 (1.02) 1.30 (1.01)

Stmple signal. We look at the case when the signal of the main f,, and the support g,

series are the same. However, the main series is perturbed by the white noise &, with

given variance o2. For this example we take the time series f,, (3.1) as main series and

gn (3.3) as a support time series with ag = 0. Here there is no delay in time series

7 = 0 and the frequency w = 0.046. The length of both time series is N = 200. The
2

variance o2 = o2, the window length L and the sample size N, vary as in the example

Hy hypothesis testing.

The reconstruction of the time series is based on first two eigentriples, as they corre-
spond to the signal sin(mnw). The analysis of the time series have shown that these
are the components which contain the signal information.

The first eigentriple vary depending on the noise level, which is time series parameter,
and the choice of the window length L. For example, for the series (3.1) with 0% = 2
for the SSA procedure first eigentriple weight varies from 12.5% to 17.5%. The smaller
is the window length, the bigger weight first eigentriple has. The second eigentriple is
of a slightly smaller weight, 10.38 — 14.42% (same dependence on the window length).
As for MSSA, we get following weights, the first eigentriple varies 18.7 —21.1% and the
second one varies 14.7 — 17%. Values of the loss functions, see Tables 3.7-3.9, show a
small improvement in the forecast obtained with MSSA for a higher noise variance o?.
However for small noise level, the SSA and the MSSA forecasts seems to be equally
good. The explanation for this lies in the simplicity of chosen time series, where the
signal can be easily recognized without using this support series. Obviously, ratios of
the loss functions are approximately one.

We also observe the same relation between loss functions, which was discussed earlier
in Hy hypothesis testing.

The next example is to show the goodness of loss functions for the time series, where
the signal in main series is represented by combination of two simple sines and the support
series correspond to the signal in main series just partially.

Combination of signals with different choice of eigentriples. We start by taking time
series (3.2) to be the main series and (3.3) to be the support series with ag = 0, both
of length N = 200. There is no delay 7 in the support series and the frequency w
is chosen to be the same as in previously described examples, i.e. w = 0.046. This
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Tab. 3.7: The loss function S for N, = 3000 with the window length L = 50

o2 SSA MSSA, MSSA
1 096 092 0094
2 102 094 095

05 095 092  0.93

0.0l 092 091 092
0 092 091  0.92

Tab. 3.8: The loss function S for N, = 3000 with the window length L = 50

o2  SSA MSSA, MSSA
1 1.05 1.03 1.02
2 2.13 2.07 2.07
0.5 052 051 051

0.01 001 001 001
0 000 000  0.00

Tab. 3.9: The loss function S for N, = 3000 with the window length L = 50 )

o2  SSA MSSA, MSSA
1 005 003 003
2 011 005  0.05

0.5 0.03 001l 001

0.0l 0.00 000  0.00
0 000 000  0.00
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example illustrates how the choice of eigentriples effects the measure based on the loss
functions.

The signal of the main series f,, is a combination of two sines with different frequencies
and could be described by the first four eigentriples.

We consider two cases, where forecast is based on either the first two or the first four
eigentriples.

Naturally, two eigentriples do not give a proper reconstruction of the main series, as
they describe just one part of the compound signal. But in this case we are able to study
to what consequence the wrong choice of eigentriples leads to (for all three SSA-based
procedures).

The first value we are looking at is empirical mean obtained for all scenarios for the 1%
forecast point (Ng = 3000). With generated data we have the advantage of knowing
a real signal value at the 1% forecast point. If the forecast is close to the real value,
the empirical mean of forecast sample should be close to it as well. For this example
with two eigentriples, empirical mean varies between —0.837 and 0.229 (see Table 3.14),
while the signal value is —1.3525.

Thus, in this particular case the empirical mean for all SSA-based procedures, with any
noise level and any window length is far off the signal value, i.e. even if the forecasts
are stable, the mean was estimated incorrectly and obtained forecasts are not accurate.
This shows the importance of choosing right number of eigentriples.

As the mean of the forecast is misleading, we are not looking at the values of the loss
function S®). Nevertheless, the relations between S and S described in previous
examples hold. Tables 3.15 - 3.17 show that the results depend on the window length
and the noise level. The smaller is the window length, the smaller is the loss function
S for SSA, and for both MSSA it varies more for L = 100, but gives more stable
result for L = 50, and very stable result for L = 25. If we compare SSA and MSSA, it
seems that for the larger window length MSSA is better than SSA, but as the window
length decreases, S™) gives a smaller error value for SSA, then for any of MSSA.

However, if we look at S() values in Table 3.18 it shows completely different tendency

(for any noise level S](S)SSA’MSSA+ < SggA), which leads us to a conclusion, that the

ratio test for the loss function S®) might be overoptimistic in case, when there are not
enough eigentriples taken.

Wrong signal reconstructions leads to wrong mean estimation, which affects the relation
between S and S®): §(1) % §B) (see Tables 3.16 and (3.18)).

With four eigentriples we get a reconstruction, which is close to the real signal of the
main series. The empirical mean obtained for the scenarios, where we used four eigen-
triples, varies from —1.329 to —1.183, while the real value of the signal is —1.3525.
Therefore, obtained distributions are closer to the real value of the signal, then distri-
butions obtained by scenarios with two eigentriples (data is not shown).

The values in Tables 3.10, 3.11 indicate the similarity of MSSA and MSSA . For good
signal extraction there is no significant improvement in forecast, when we use the future
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Tab. 3.10: The loss function Sg\}il for sample size Ny = 3000

SSA MSSA
L
52 100 20 25 100 20 25

1 0.106 0.106 0.112 0.087 0.081 0.114
0.242 0.223 0228 0.196 0.171 0.233
0.5 0.053 0.055 0.061 0.0439 0.039 0.061
0.01 0.003 0.010 0.019 0.002 0.002 0.017
0 0.002 0.009 0.018 0.001 0.001 0.017

Tab. 3.11: The loss function S](\}ll for sample size Ny = 3000

MSSA
2 L 100 50 25
1 0.086  0.078 0.112
2 0.193  0.163 0.228
0.5 0.043  0.039 0.061
0.01 0.002  0.006 0.019
0 0.001  0.005 0.018
Tab. 3.12: S\, (N, = 3000)
1 1 2 2
Shrssa/Ssia Sissa/Ssda
L 100 50 25 100 50 25
1 0.799 0.737 0.672 0.980 0.973  0.951
2 0.778 0.724 0.677 0.972 0.965 0.945
0.5 0.806 0.716  0.682 0.979 0.975  0.947
0.01 0.638 0.304 0.668 0.925 0.657 0.741
0 0.510 0.247  0.666 0.510 0.247 0.666
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Tab. 3.13: The loss function S](\:;’ll for sample size Ny = 3000

SSA MSSA
L
2 100 50 25 100 50 25
1 0.104 0.098 0.133 0.087 0.080  0.098

0.241 0.217 0.301 0.196 0.170  0.219

0.5 0.062 0.047 0.065 0.043 0.038  0.046

0.01 0.001 0.0009 0.0012 0.0008 0.0007 0.0009
0 0.00 0.00 0.00 0.00 0.00 0.00

Tab. 3.14: The empirical mean of 2015¢ forecast point when two components are chosen with the

signal value being —1.3525

SSA MSSA
L
2 100 20 25 100 20 25
1 -0.407 -0.691 -0.431 -0.362 -0.344 -0.416
2 -0.516 -0.676 -0.463 -0.342 -0.362 -0.448
0.5 -0.266 -0.686 -0.423 -0.376 -0.344 -0.408
0.01 0.228 -0.753 -0.410 -0.377 -0.341 -0.395
0 0.229 -0.747v -0.837 -0.377 -0.340 -0.394

information from the support series g, i.e. gr (see 3.1). Thus, for the modeled time
series, we are going to skip the MISSA_ forecast algorithm.

Comparing values in Tables 3.10 and 3.11 with the ones in Tables 3.15 - 3.17, we see
the obvious improvement for all implemented scenarios with four eigentriples.

Obtained values in Tables 3.10, 3.13 support the statement that S0 ~ S®). which is
equivalent to un4; & fn4jsig (See notation in Section 3.2).

Looking at the ratios of the loss function S®) (3.12), and recalling the fact that S ~
S 4+ 52, then S](\Z)SSA/SggA can be rewritten as

2 1
S](V[)SSA ~ S](V[)SSA + 0554 (3.9)
2) (1) ’ ’
555*3.4 Sgsa+ 0%sa

It S((B)SSA << O'(QM)SSA, then the noise is overtaking in the ratio (3.9). Therefore, even

if causality is obvious, it can be not recognized for a high noise level. Values in Table
(2)

3.12) support this statement. For o2 > 0.5 the ratios Sussa 1.
pp (2)
S

SSA
1) (2)
It 02 = 0, then Sifssa — Sifssa
S S
SSA SSA
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Tab. 3.15: The loss function S() for sample size N, = 3000 with window length L = 100
o2 SSA MSSA, MSSA

1 1.17 1.02 1.02
2 1.02 1.12 1.12
05 144 0.97 0.97
0.01 2.0 0.95 0.95
0 2.50 0.95 0.95

Tab. 3.16: The loss function S() for sample size N, = 3000 with window length L = 50
0?2 SSA MSSA, MSSA

1 0.56 1.03 1.05
2 0.66 1.04 1.05
0.5 0.52 1.02 1.03
0.01 0.36 1.01 1.02
0 0.37 1.01 1.03

Tab. 3.17: The loss function S™) for sample size N, = 3000 with window length L = 25
o> SSA MSSA, MSSA

1 0.53 0.89 0.92
2 063 0.89 0.92
0.5 047 0.88 0.91
0.01 0.28 0.89 0.92
0 027 0.89 0.92

Tab. 3.18: The loss function S for sample size N, = 3000 with window length L = 50
o? SSA  MSSA, MSSA

1 0.12 0.03 0.03
2 0.20 0.06 0.07
0.5 0.07 0.01 0.01
0.01 0.0006 0.0002 0.0002
0 0.00 0.00 0.00
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Tab. 3.19: The loss function S for sample size N, = 1000 with noise level 02 = 1

o2 2 0.5
L
. 100 50 25 100 50 25
SSA
0 0.22 0.23 0.30 0.05 0.05 0.09
0.17 0.23 0.23 0.30 0.05 0.06 0.11
0.27 0.24 0.22 0.33 0.05 0.06 0.12
0.3 0.21 0.23 0.32 0.05 0.06 0.11
0.4 0.24 0.22 0.32 0.06 0.06 0.10
0.57 0.22 0.22 0.31 0.05 0.05 0.08
MSSA

0 0.18 0.18 0.22 0.04 0.04 0.06
0.1m 0.18 0.17 0.21 0.04 0.04 0.07
0.2m 019 0.17 0.23 0.04 0.04 0.08
0.3m 0.17 0.17 0.21 0.04 0.04 0.07
0.4m 0.19 0.16 0.22 0.04 0.04 0.06
0.5m 0.18 0.17 0.21 0.04 0.04 0.05

The last example was designed to study sensitivity of the MSSA forecast algorithm to
the delay of the signal in the support series.

Shifted signal. Suppose we have two time series, main time series (3.2) and the support
one (3.3) with the delay 7 € {0.17,0.27,0.37,0.47,0.57}. The rest of parameters
are chosen similarly to previous examples, N = 200, 02 = 1, L € {25,50,100} and
N, = 1000.

We already defined the relation between three introduced loss functions in the previous
examples, which holds for this one as well. To see how the delay reflects on the loss
functions it is enough to check values just for one of them, for example, S ) (see Table
3.19). The values in this Table suggest that the shift does not effect the causality
between time series (3.2) and (3.3).

3.3 Normality tests and F-test

Theory
The F-test is used to test the hypothesis that two samples arise from the same normal
distribution. If the data are normally distributed, they can be reasonably described by
their mean and variance only. In terms of the question of causality, smaller dispersion
means a more stable forecast.
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The F-test checks whether the variances of two normally distributed samples are sig-
nificantly different. As we are only interested in the variances here, the mean can be
eliminated from both distributions. Suppose we have two samples of observations {z;},
{yi}, then we can introduce values {«;} and {3;} (i € {1,...,n}):

;i = xi — i) (3.10)
Bi =yi — u(y) (3.11)

where pu(z), p(y) are the empirical means of the corresponding samples. The F-test statis-
tics F is
Oa,;
F=
98;

which corresponds to the ratio of the loss functions S when they are calculated from the
samples coming from normal distributions.

Under the null hypothesis we assume that the variances of two modified samples {o;},
{B;} are the same, i.e. both come from the same normal distribution. If they are signifi-
cantly different, we reject the null hypothesis, and say that one method is outperforming
the another one. In other words, smaller variance ( smaller standard error) gives more
stable forecast. The F-test also can be used as a tool for checking the sensitivity of the
forecast, obtained by the (M)SSA algorithms, to changes in the procedure and the time
series parameters.

Several observations arise from F-test simulations while varying trials parameters. The
F-test p-value depend strongly on the sample size N of forecast distribution; the F statis-
tics, on the other hand, converge to some stable ratio of variances for large N;. Moreover,
if there is no normality, the ratio of variances is still a reasonable measure to check forecast
stability.

As was mentioned previously, the F-test can be applied only to normally distributed
data. To test that data comes from normal distribution, we use following tests for normality
Kolmogorov-Smirnov (KS) or Anderson-Darling (AD) test.

Kolmogorov-Smirnov Test. Before describing KS test, it is worth mentioning the fact
that this test can be used for two different purposes: checking if two samples have the
same unspecified distribution or checking if a sample comes from a normal distribution. In
this section we are interested in normality.

For KS test, assuming that values of a sample come from a normal distribution, one
takes the maximum difference between empirical cumulative distribution functions and the
cdf of the standard normal distribution N (u,o?).

D, =sup | Fo(t) = F() | (3.12)

where F, are empirical cdf of some set of observations {z;} of size n and F' is a cumulative
distribution function (cdf) of a theoretical (in this case, normal) distribution.
In fact, under the null hypothesis, it is true that D,, = O(ﬁ), n — oo [3].

Denote the significance level as « and let Dyt = /nD,. Then the critical value D,
is chosen so that the type I error probability is P(Dgir > Do) = a.
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For n — oo the asymptotic distribution is given as
o0
22
P(Dstat > Doz) =2 Z:(_l)kileimg Da7 (313)
k=1

see [3].

For this test we are satisfied with significance level being o = 0.05 (type I error: if the
null hypothesis is true and we still reject it).

For KS normality test we compare given empirical cdf F, of some i.i.d. observations
with a standard normal distribution. For a fair comparison (as we are interested if the
values come from any normal distribution) we normalize data 1, ...,x, by introducing
variables &; such that

&=""" (3.14)

where i € {1,..., Ny}, u(zx) is the empirical mean of {z;}} and o(x) is its dispersion.

Under the null hypothesis we make the assumption that & ~ N(0,1), and we reject
the null hypothesis if p < 0.05.

Anderson-Darling test. AD test was derived from the Cramer won Mises test. Both
tests, like KS test, are based on the distance comparison between empirical cumulative
distribution functions. But while KS test is looking at the maximum difference between
empirical cumulative distribution functions, AD and von Mises tests are looking at averaged
weighted difference, but using slightly different weight functions. In general, both tests are
described with the same expression

oo
n/ (F(t) = Fa(t))*o(t)d(F (1)) (3.15)
—0oQ
Here I is the distribution used for comparison, and F,, is the empirical cdf of known
observations. The weight function for the Cramer von Mises test is ¢(t) = 1, so that its
statistic W2 is a measure of the mean square difference between empirical and normal
(or another theoretical) distributions; and for the AD test the weight function is ¢(x) =
[F(t)(1— F(t))]7, which gives more weight to differences in tails of the distribution, than
to the differences in its middle part [23].
The AD test uses the statistic A such that

2%k — 1
(

n

A2 =_—n-8, WhereS:Z
k=1

In F(zg) +In(1 — F(zpi1-k))) (3.16)

and A statistic is compared with the critical value of asymptotic distribution

o0 1 )
P(A? < A2) = V2T <—_2) (4 + 1)~ (@15 (342) / ¢/ (SPHD)— (4172 (342) g
0

(3.17)
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where « is the significance level and A2 is the corresponding critical value. This asymptotic
distribution is suitable for the AD weighted function [2, 3.

If we have a sample of observations z; and we want to find out if this sample came
from a normal distribution by using AD test, we can compare it with the standard normal
distribution. Similarly to KS test, for a fair comparison x; are needed to be normalized
first as in 3.14. The p value is calculates as follows p = 1 — P(A? < A2). If p < 0.05, we
reject the null hypothesis.

Remark KS and AD tests described in this section can be used not only for investigating
if some data come from a particular theoretical distribution, but also for the direct compar-
ison of two samples. Under the null hypothesis we assume that two empirical cumulative
distribution functions are the same, i.e. F, = F,. Thus, the alternative hypothesis for
the two-sided test is Hy : F,, # F,. The only difference to normality tests is that we are
comparing two samples with each other, not a sample with a distribution.

Here we do not make any assumptions about how the data are distributed, which gives
a big advantage, when one is dealing with real data.

In terms of SSA/MSSA approaches, if the Hy hypothesis holds, then the distributions
of the forecast obtained by SSA and MSSA are the same and there is no benefit in using
the support series.

Practice
Using the setup of the Hy hypothesis testing from the Section 3.2 we examine the
goodness of the F-test performance under the null hypothesis.

Hy hypothesis testing. Before applying F-test we need to check if the obtained forecast
values are normally distributed. For this test we have chosen the noise level, or variance,
to be 02 = 1 and see if the result stays consistent under two changes: the change of the
window length L and the change of the sample size N;. Tables 3.20 and 3.21 contain p-
values of two normality tests for two samples obtained by 3 scenarios ran with different
window length L.

After satisfying the condition of normality, we can apply the F-test. Some of the results
are presented in Table 3.22. The p-values for the scenarios with window length L = 100,
Ng = 200 trials and with L = 25, Ny = 300 are relatively small (p < 0.05), hence, we
may come to the conclusion that samples in this case come from different distributions,
but for this test we expect an error in approximately 5% scenarios. Other p-values
in this table do not point to any significant difference between the two samples, from
what we are concluding that samples come from the same normal distribution.

As it was mentioned in the remark in section 3.3 KS test can be also used for direct
distribution comparison. In fact, it seems that KS test gives more consistent result in
comparison with F-test (minp = 0.21, see Table 3.23). The KS test supports the null
hypothesis that values obtained by two run of SSA come from the same distribution.
Note, that here we do not check for normality. The only information that we get out
of performing KS test for direct distribution comparison is that data come from the
same distribution.
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Tab. 3.20: Kolmogorov-Smirnov Normality Test p-values (¢ = 1)

L

N, 100 50 25
100 0.96 (0.91) 0.96 (0.95) 0.95 (0.98)
200 0.74 (0.70)  0.58 (0.68)  0.80 (0.96)
300 0.92(0.97) 0.90 (0.82)  0.97 (0.99)
400 0.97 (0.91)  0.22 (0.93)  0.998 (0.76)
500 0.76 (0.64) 0.06 (0.77)  0.95 (0.98)
1000 0.96 (0.94) 0.99 (0.91)  0.90 (0.87)
1500  0.63 (0.70)  0.70 (0.29)  0.47 (0.91)
2000 0.90 (0.18) 0.92 (0.39)  0.98 (0.97)
2500  0.28 (0.55) 0.997 (0.75)  0.74 (0.80)
3000 0.25 (0.75) 0.57 (0.32)  0.57 (0.96)

Tab. 3.21: Anderson-Darling Normality Test p-values (0% = 1)
L

N, 100 50 25
100 0.94 (0.41)  0.67 (0.89)  0.81 (0.61)
200 0.35 (0.46)  0.04 (0.13)  0.69 (0.81)
300 0.83 (0.57)  0.23 (0.28)  0.80 (0.88)
400 0.89 (0.29)  0.05(0.85)  0.88 (0.10)
500 0.27 (0.44)  0.001 (0.06)  0.81 (0.85)
1000 0.80 (0.59)  0.72 (0.54)  0.39 (0.50)
1500 0.12 (0.15)  0.17 (0.09)  0.009 (0.81)
2000 0.90 (0.01)  0.56 (0.04)  0.85 (0.89

)
2500  0.005 (0.07)  0.88 (0.38)  0.46 (0.19)
3000  0.0007 (0.12) 0.03 (0.003) 0.04 (0.61)
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Tab. 3.22: F-Test p-values with noise level 02 = 1
L

N, 100 50 25

100 0.70 040 0.55
200 0.05 054 0.26
300 0.73 094 0.002
400 0.82 045 0.59
500 0.48 0.10 0.80
1000 0.93 094 0.76
1500 0.96 099 0.36
2000 0.67 0.12 0.70
2500 0.50 040 0.71
3000 0.67 022 0.67

Tab. 3.23: Kolmogorov-Smirnov Test p-values with noise level 02 = 1
L
9 100 50 25

g

100 097 097 0.99
200 0.33 0.47 0.92
300 089 0.79 0.21
400 098 096 0.75
500 0.82 0.29 0.96
1000 085 0.76 0.83
1500 0.996 0.37 0.65
2000 0.61 0.51 0.92
2500 0.72  0.97 0.998
3000 093 039 0.84
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The other way of assessing the performance of statistical tests, described in this section,
F-test (AD and KS tests) is by trying them out in case when null hypothesis is likely to
be rejected, therefore causality is not expected. For this purpose we take two time series
with different structures.

Rejecting Hy hypothesis example. Suppose we have main time series (3.1) and the
support time series (3.4), both of length N = 200. The analysis of the series using
Caterpillar software tools have shown that it is convenient to choose the following
(M)SSA procedure parameters: the window length L € {20,100} and first three eigen-
triples r, i.e. the set of eigentriples I,, = {1,2,3}. For this example we have chosen to
run the procedure N, € {1000, 3000} times.

For small window length L < 10 the separation of two main trends of two chosen
time series seem to be more difficult, i.e. we cannot obtain approximately clean signal
reconstruction.

First eigentriple (53.4—75.5%) corresponds to the exponent reconstruction, the second
(2.5 —4.5%) and the third (2.3 —3.9%) to the sine wave reconstruction. The weight of
the first eigentriple decrease as the window length increases.

Here statistical tests do not give any structural sets of results. Nevertheless, the nor-
mality is supported by KS test in most of the scenarios. Assuming that the data come
from a normal distribution, according to the KS test, we can apply the F-test. The F-
test rejects the similarity of the samples for most of the applied scenarios (all p-values,
apart from one, are practically zero). But if we look at the F statistic, it is clear that
vargsa < varpssa = SSA obtained forecast is more concentrated, therefore, more
stable (see Table 3.24).

The next example is to see the performance of the tests in case of simple and similar
structured series. For this example we are using the setup of Simple signal example,
described in Section 3.2.

Sitmple signal. First we perform the KS and AD normality tests to see if obtained
forecasts data is normally distributed. Varying the noise level in the mains series o2
and the window length L we look at the p-values of both normality tests for the large
sample size N; = 3000, see Tables 3.25 - 3.27. The first thing that catches the eye is the
difference between KS and AD tests performances. KS test gives the consistent result
for all three forecasts, obtained by SSA-based algorithms. However, AD normality test
seems to reject null hypothesis in roughly half of the cases and seem to be not consistent
for this example.

Based on the KS normality test, we assume that all three forecasts obtained come from
normal distribution. Now, as the condition of normality is satisfied we may use F-test.
Looking at the F-test statistic, Table 3.28, we see that the samples obtained are rather
different. The F-test p-values obtained are all zeros and if we look at Table 3.28, we
see that MSSA clearly gives more stable result, with narrower variance. In fact, the
additional information which is used when we run the MSSA |, algorithm does not make
much difference for the F statistic.
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Tab. 3.24: Normality and F tests p-values

L 100 20 100 20 100 20 100 20
o? 1 4 0.7 0.1
Anderson Darling
Normality test:
SSA
1000 0.12 0.02 0.00 007 0.06 052 0.82 0.63
3000 0.71 0.095 0.08 0.00 0.03 0.02 0.67 0.00
MSSA
1000 0.03 0.45 0.00 0.01 0.002 0.00 0.18 0.10
3000 024 024 067 051 0.09 0.03 0.64 0.98
Kolmogorov-Smirnov
Normality test:
SSA
1000 047 0.10 0.08 060 071 0.83 098 0.86
3000 098 071 0.72 043 066 049 091 0.35
MSSA
1000 048 087 0.14 045 026 0.001 0.61 0.34
3000 0.61 068 092 080 061 022 0.66 094
F-test:
p-value
1000 0.00 0.00 0.46 0.00 0.00 0.00 0.00 0.00
3000 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
VarpssA/varssa
1000 1.02 113 101 103 131 1.55 6.15 5.72
3000 3556 378 3.06 347 344 377 376 3.87

Tab. 3.25: KS (AD) Normality Test p-values, SSA for sample size N, = 3000

L

5 100 50 25
g
1 0.14 (0.00) 0.29 (0.001) 0.7 (0.40)
2 0.47 (0.13)  0.63 (0.06) 0.13 (0.003)

0.5  0.35(0.104) 0.75 (0.34)  0.88 (0.42)
0.0l  0.73(0.20) 0.92(0.47) 0.83 (0.52)
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Tab. 3.26: KS (AD) Normality Test p-values, MSSA ; for sample size N, = 3000

9 L 100 50 25
o

1 0.11 (0.00) 0.17 (0.001) 0.43 (0.01)
0.59 (0.12)  0.99 (0.75)  0.25 (0.001)

05  0.63(0.08) 0.17 (0.01) 0.27 (0.04)
0.01  0.74 (0.22) 0.68 (0.49)  0.86 (0.39)

Tab. 3.27: KS (AD) Normality Test p-values, MSSA for sample size Ny = 3000

9 L 100 50 25
o

1 0.10 (0.00) 0.16 (0.001) 0.42 (0.009)
2 0.59 (0.12)  0.99 (0.72)  0.24 (0.001)
0.5 0.0 (0.08) 0.18 (0.01)  0.27 (0.04)
0.01  0.76 (0.22) 0.68 (0.49)  0.86 (0.39)

VarpssA y .
+ (Larmssa)) for sample size Ny = 3000
VaArss A VvarssA

Tab. 3.28: F-Test statistics

~_F 100 50 25
g
1 0.63 (0.63) 0.48 (0.48) 0.40 (0.40)
0.59 (0.59) 0.48 (0.48) 0.42 (0.42)
0.5  0.63(0.64) 0.49 (0.49) 0.40 (0.40)
0.0l 0.64 (0.64) 0.48 (0.48) 0.38 (0.38)
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Tab. 3.29: p-values for F test for different sample sizes with noise level 02 = 1

MSSA vs SSA MSSA vs SSA
L
N, 100 50 25 100 50 25
100 0.35 044 0.11 0.40 0.65 0.15
200 0.11 0.06 0.01 0.14 0.20 0.02
300 0.05 0.01 0.00 0.08 0.05 0.00
400 0.06 0.01 0.00 0.10 0.07  0.00
200 0.02 0.00 0.00 0.05 0.01 0.00

Moving on two less simple signal structures, the next example will illustrate how the
tests from this section perform in case when the main series is slightly more complicated
and the support series contain just partial information about main series.

Using the setup of Combination of signals with different choice of eigentriples from
Section 3.2. AD test supports the normality in nearly 80 — 87% of scenarios. The
smallest p-value for KS normality test is p = 0.05 (MSSA,: N, = 3000, 02 = 1,
L = 50), therefore all the distribution obtained can be considered as normal, according
to KS test. Therefore, according to KS test, the condition for using the F-test is
satisfied.

Values in Table 3.29 show that the F test p-values rapidly converge to zero, as Ny —>
oo. In fact, for Ny > 1000 p-values are practically zeros. On the other hand, the F-
statistics values are very stable for both MSSA algorithms and do converge to a number
greater than zero see Table 3.30.

Direct comparison of the given samples (SSA vs MSSA; and SSA vs MSSA) using KS
test produces p-values, which converge to zero as Ny — oo (see Table 3.31).

There is no contradiction between F-test and direct comparison KS test; both show
significant difference between distributions, obtained by SSA and MSSA (or MSSA ).

Comparing obtained values in Tables 3.29-3.31, we observe similar results for MSSA
and MSSA, therefore, we can consider these two methods being approximately equiv-
alent in this particular set of scenarios.

In the last example we are looking at the modeled time series to see if MSSA is sensitive
to the delay of the signal in the support series. We use the setup of Shifted signal example
described in Section 3.2.

Shifted signal. Both AD and KS tests support the null hypothesis for SSA and MSSA
obtained forecast distributions similarly to the example of the same system of time
series, but with 7 = 0 (for example, see p-values for scenarios with noise level 02 = 1,
Table 3.32). AD test, similarly to the previous examples, is more sensitive test and it
does not support the normality for all scenarios.
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Tab. 3.30: F-test F statistic for different sample sizes with noise level o2 = 1

varyssA, /varssa VaryssA/varssa
L
N, 100 50 25 100 50 25
100 0.83 0.85 0.72 0.84 091 0.75
200 0.79 0.77 0.69 0.81 0.83 0.71
300 0.80 0.74 0.68 0.82 0.79 0.70
400 0.83 0.77 0.69 0.85 0.84 0.71
500 0.82 0.74 0.69 0.84 0.79 0.71
1000 0.81 0.72 0.70 0.83 0.78 0.72
1500 0.81 0.74 0.69 0.83 0.80 0.72
2000 0.80 0.74 0.70 0.82 0.80 0.72
2500 0.81 0.76 0.70 0.83 0.82 0.72
3000 0.82 0.75 0.71 0.83 0.81 0.73

Tab. 3.31: p-values for KS test for different sample sizes. 02 =1, L = 25

MSSA, vs SSA MSSA vs SSA
L
N, 100 20 25 100 50 25
100 0.97 0.99 0.47 0.97 0.99 047
200 0.96 0.47 0.33 0.92 0.54 0.33
300 0.45 0.65 0.25 0.45 0.72 0.34
400 0.86 0.58 0.52 0.86 0.70  0.70
500 0.72 0.46 0.26 0.82 0.77 0.26
1000 0.47 0.03 0.05 0.61 0.12 0.12
1500 0.31 0.09 0.05 0.45 0.33 0.07
2000 0.18 0.04 0.01 0.24 0.09 0.01
2500 0.11 0.06 0.00 0.22 0.14 0.00
3000 0.09 0.01 0.00 0.13 0.06 0.01

99



Tab. 3.32: Normality tests p-values for the 201 point with 02 = 1
Method  SSA MSSA
L

100 50 25 100 50 25

KS

0 087 056 082 050 073 095
0.1m 017 092 042 026 0.78 0.67
0.27 049 0.16 1.00 052 021 0.78
0.3m 0.20 042 090 0.63 0.67 0.99
0.4m 079 073 026 077 083 025
0.5m 095 021 084 077 029 097
AD

0 037 012 051 029 036 0.64
0.1m 0.00 0.66 0.02 000 035 0.09
0.2m 0.12 0.00 0.98 025 0.00 0.31
0.37 0.03 0.002 063 014 002 0.75
0.4m 039 050 0.02 045 035 0.01
0.5m 0.75 001 073 060 002 065

The F-test p-values point at the significant difference between the obtained distribution,
despite their normality (according to KS test). As was mentioned before, F-test p-value
is an easily manipulated parameter, i.e. the bigger are the samples, the bigger is their
difference. On the other hand, due to its stability, F-statistics may be considered as
a possible measurement of causality. Table 3.33 suggests that the causality does not
change and does not become weaker with a shift in the support series.

3.4 Sign tests

Theory
For each implementation of each scenario, described in 3.1, we obtain several values that
are lately used for the comparison: SSA and MSSA forecast values, signal and actual noisy
value of the forecast point.

Before describing sign test we need to mention another group of loss functions (3.18),
which are different from loss functions (3.5). The sign test is based on the comparison
of the magnitude of the two loss functions e%) S84 eg\zf) i MSSA for each trial separately.
Note that here we are not comparing empirical cumulative distribution functions, we are
comparing them pairwise for each individual trial

i 2(i,(M)SSA
EN45,(M)SSA =| f](\/—i(-j J8A) IN+j.comp |, (3.18)
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Tab. 3.33: F-tests p-values and statistics for the (N + 1) point. 0% =1
L

100 50 25

0 0.00  0.00 0.00
0.1m 0.002 0.001 0.00
0.2 0.001  0.00 0.00
0.3m 0.00  0.005 0.00
0.47m 0.001  0.00 0.00
0.5m 0.001  0.00 0.00

F

0 0.83 0.78 0.72
0.17 083 082 0.72
0.27 082 0.79 0.73
0.37 080 0.84 0.72
0.4m 082 079 0.74
0.5m 081 078 0.73

where fnijcomp = [N+jsig- By looking at the differences
(@) (@)
d] = €Ny j554 ~ N4 jMSSAS (3.19)
one can estimate for which method the loss function (3.18) is smaller or bigger. Introducing
the indicator function

, 1 ifd >0
I (d%) = J 3.20
+( j) {0 otherwise ( )

we can count how many times MSSA improves upon SSA. The frequency of MSSA being
better than SSA is calculated as follows:

i Ly (d)
N
If the frequency is above 0.5 then we infer causality.

The sign test is a simple, nice, robust test, but does not take into account that some
differences dé» are very small compared to others. If we want to distinguish d§ differences,
it is reasonable to use Wilcozon’s Signed-Rank Test.

Wilcoxon’s Signed-Rank test is similar to the sign test, but here we consider not only
the sign of errors differences, but the magnitude of those differences as well. All the
differences are ranked, i.e. ordered by increasing absolute value, and the indicator function
is multiplied with a weight given by the rank number. The smallest difference receives the
smallest weight. Both positive and negative d} are ranked, but counted separately,

W, = Zu(dgf)Rj. (3.22)

Wy, = (3.21)
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Tab. 3.34: Hy hypothesis test. Frequency of Sign test w with noise level 02 = 1
L

N, 100 50 25

100 045 0.52 0.47
200 0.55 0.3 0.53
300 0.50 047 0.50
400 0.54 0.53 0.51
500 0.51 0.54 0.49
1000 049 049 0.52
1500 0.51 0.50 0.48
2000 0.51 051 0.50
2500 0.50 0.50 0.51
3000 0.50 051 0.50

Lets define another indicator function:

4 1 ifdi<0
I_(d%) = J 3.23
( J ) {0 otherwise ( )

and

W_=> I (d)R; (3.24)

where Rj, R, are ranks of dz . The smallest Rj is given to the smallest positive and R,
is given to the smallest negative dg . The statistics for Wilcoxon’s Signed-Rank two-sided
test is S = min(W,, W_).

Comparing the statistic S to the critical value S., we accept the null hypothesis Hy if
S > S., and reject it otherwise.

In case of causality study, we are interested in one-sided test, therefore we consider just
Ws.

It is worth mentioning that S ~ N(u,0?) as n — oo, where u = n(2n + 1)/2,
0? = n%(2n + 1)/12. Calculating Z = (S — p)/o we can find a p-value using standard
normal distribution.

Practice
Here we also start from the Hy hypothesis testing from the Section 3.2 to see the
performance of sign tests in case of null hypothesis is true.

Hy hypothesis testing. The sign test produces the frequency of one SSA forecast in
a first run outperforming SSA forecast in a second run. The values of frequencies in
Table 3.34 point out at the stability and consistency of the sign test result. Moreover,
the frequency values become nearly exact half as we increase the sample size Nj.
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Tab. 3.35: MSSA frequencies of sign test
L 100 20 100 20 100 20 100 20

N, 1 4 0.7 0.1

1000 046 045 0.37 047 044 042 022 0.20
3000 0.60 045 0.57 055 061 043 076 0.33

Tab. 3.36: Frequency w for sign test, where sample size N; = 3000

9 L 100 50 25
o

0.61 0.61 0.63

1 0.53 053 0.45
0.5 051 053 0.54
0.01 0.49 0.50 0.50

We see that the sign test perform well under the null hypothesis assumption. In the
following example we are looking if its performance is as good when the null hypothesis
is likely to be rejected. For the next example we use a Rejecting Hy hypothesis example
setup from Section 3.3.

Rejecting Hy hypothesis ezample. For this example we observe that a bigger frequency
w appear for a larger sample size, i.e. wigoo < wsgoo, see Table 3.35. As the oscillation of
the frequency still stays around 0.5 the sign for this particular example is not conclusive.

For the next example we use the setup Simple signal from the Section 3.2.

Stmple signal. The sign test resultant frequencies suggest that there is no significant
improvement of the forecast for the relatively small noise level with variance o < 2 in
the mains series. But if the noise is sufficiently large (see Table 3.36), the MSSA seems
to help to catch the signal better and as the result improve the forecast of the main
time series.

Moving on to the next example, where we look at the series with the signal consisting
of two sines with different frequencies. The support series signal partially corresponds to
the signal of the mains series.

Using the setup of Combination of signals with different choice of eigentriples in Section
3.2. Here we are comparing SSA with MSSA procedure and skip the comparison with
MSSA ., due to similarity of MSSA and MSSA.. The MSSA has higher frequency
for all obtained scenarios. Moreover, the frequency is quite stable for noise level with
02> 0.5 and is w = 1 for 02 < 0.5 (see Table 3.37).
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Tab. 3.37: The MSSA frequency w of sign test for different sample sizes.

o2 1 2 0.5 0.01

100 30 25 100 30 25 100 30 25 100 a0 25

100 0.76 0.62 0.64 061 0.68 0.60 063 0.68 070 0.89 1.00 1.00
200 0.67 064 071 071 062 0.67 071 068 072 090 0.99 1.00
300 0.71 0.65 0.74 065 0.62 0.70 0.70 0.67 0.69 090 1.00 1.00
400 0.65 0.63 068 068 061 070 066 065 075 088 099 1.00
500 0.65 0.64 0.71 066 0.63 0.70 0.67 0.64 0.70 0.87 0.99 1.00
1000 0.67 0.66 0.70 066 0.63 0.68 0.67 0.65 071 089 099 1.00
1500 0.67 0.64 0.70 064 0.62 0.69 0.67 0.64 0.70 0.87 0.99 1.00
2000 0.68 0.65 0.69 067 063 067 067 065 070 088 099 1.00
2500 0.65 0.64 0.69 067 0.63 0.68 068 0.65 071 0.89 0.99 1.00
3000 0.66 0.64 0.69 067 064 0.68 067 065 072 088 099 1.00

Tab. 3.38: The MSSA frequency w of the 201 point for sign test with o2 =1
L

100 50 25

0 0.672 0.656 0.699
0.1m 0.664 0.651 0.716
0.2m 0.688 0.663 0.746
0.3m 0.69 0.677 0.727
0.4m 0.673 0.679 0.748
0.5m 0.699 0.666 0.733

For the last example we use the setup of Shifted signal example in Section 3.2.

Shifted signal. The sign test frequency values varies between 0.65 and 0.75 (see Ta-
ble 3.38). Roughly speaking, the frequency w approximately stays the same. It is
worth mentioning that w > 0.5 for all applied scenarios, therefore the MSSA forecast
algorithm is considered to be better (improves the forecast) for the sign test.

3.5 Distribution comparison

Theory

The distribution comparison can be used, when the time series are constructed with the
idea of noise permutation, as it is in our setup. As the normally distributed forecast is
not always the case, we can look at the distributions of SSA/MSSA forecasts and compare
them directly to each other. There are different ways of doing it, but we are are going to
concentrate on the comparison of the empirical cumulative distribution functions.

The comparison of empirical cumulative distribution functions is well described in [34].
For this comparison data is represented by the loss functions (3.18) and (3.28). The error in
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(3.28) is calculated with respect to the median. Here the median is taken as an alternative
measure to the empirical mean, as we do not assume normality for this test.

Under the null hypothesis we assume that distributions of the (N + j )th forecast point
are the same Hy : Fssa = Fyrssa, where F' is the cumulative distribution function. If the
null hypothesis gets rejected we distinguish four typical cases [34]:

1. stochastic dominance,
2. difference in variances,
3. difference in tails,
4. different structure.

For samples we are using X and Y notation, u for the mean, o for the standard deviation,
~y for the skewness and S for the kurtosis. Adopting definitions given in [34] for our studies,
we are looking at the following cases.

The stochastic dominance gives a clear picture of one method being dominant over
another one. If one empirical cdf is above the other, then the one that is below dominates
the other one. In terms of distribution parameters, when empirical means are different
(ux # py), but variances are the same oy = oy the shapes of cfds are similar. Cdfs
functions don’t have any intersections when variances differ, ox # oy and pux < uy. In
fact, empirical cumulative distribution functions in both described cases, do not intersect.

Difference in variance case is suitable not only for normally distributed data compar-
ison. If we are looking at the concentration of the distribution, the difference in variance
can be treated as a stochastic dominance of one method over another one: for accuracy the
small variance shows more precise forecast and for the stability the more concentrated re-
sult indicates more stable forecast. Thus, in both cases, one forecast distribution dominates
another one. In terms of empirical cumulative distribution functions, difference in variance
can be recognized on the graph by one intersection of empirical cumulative distribution
functions (i.e. ox # oy and pux ~ uy).

Difference in tails is determined by moments of higher order, such as skewness and
kurtosis. Here mean and standard deviation are not significantly different. If yx < vy, the
longer tails of F'x and Fy are in opposite directions. The difference in kurtosis measure
Bx < Py indicates the difference in tails too (in this case, if there is no skewness, one
distribution has longer tails on both sides). Difference in tails can be recognized by two
crossings of given cdfs.

Difference in structure indicates two completely different distributions, which have
multiple crossings of their empirical cumulative distribution functions. In this case it is
reasonable to use some tests to show any measurable difference. For example, one can still
use the sign test to estimate in how many cases one method outperform another one.

Two following tests, dominance in accuracy and stability, are similar to the sign test,
although they are based on the comparison of empirical cumulative distribution functions
of two distributions. Note that in this test we do not compare them pairwise from trial to
trial. We first sort these samples in increasing order and compare them afterwards.
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Domianance in accuracy. This test points out which method is more accurate. By
accuracy we understand the distance between the signal and the obtained forecast values.
In other words, it verifies the most accurate forecast out of two, SSA and MSSA forecasts.
To compare two empirical cumulative distribution functions of the loss functions (3.18), in

. ) ) : (M)SSA)
which comp stands for signal, i.e. eﬁ\,ﬂ( 1554 =| fN ) — [N+jsignal |, we look at
their difference
i <i> <i>
@i gee = EN1j,SSA — ENEj,MSSAS (3.25)
where < i > is notation for order statistics, i.e. €3’ 17, < e Vi € Ns.

) X o U“N+44,(M)SSA = “N+j,(M)SSA
Here we detect dominance or relative dominance of one method over another by calcu-

lating the frequency of one loss function being smaller then the other one

Z (dz acc)
Ny ’

WNs,acc = (326)
If wn,ace = 1, then we conclude that there is clear dominance of the MSSA forecast
distribution (MSSA is always more accurate then SSA; MSSA empirical cdf is always below
SSA); if wn, qec = 0 then SSA dominates MSSA. If w > 0.5, then MSSA is dominating
SSA in more cases and overall still dominates and vice versa.

Dominance in stability. This test is used to indicate which forecast, SSA or MSSA, is
more stable. The forecast is considered to be stable if its value does not change much from
trial to trial. In fact, for the real time series, when we do not know the actual (or signal)
value of the forecast, it is more reasonable to use the median to estimate the stability of
the obtained forecast. Here we look at the difference

df stab — mzf/lfg 554 m]<\/i—i?j,MSSA7 (3.27)

where m3, N ﬂ (M)SsA COmes from
TN 4, (M)SSA = s NT M)SSA) mg\]fvi)JSSA : (3.28)
and %)JSSA is the median of the forecast of (N + 5)!* point. Using the same indicator

function (3.20) for di <tap ON€ can calculate the frequency of trials where the MSSA forecast
turns out to be more stable then the SSA forecast,

Z (d; stab)
Ny '

WN,,stab = (329)
Similarly to the dominance in accuracy test if wy, stap = 1, then we say that MSSA forecast
dominates in terms of stability over SSA; if wy, stqp = 0 then the dominance is other way
around.

The cumulative distribution comparison is more of a visual technique. Thus, the logical
question rise if it is possible to have quantitative measure, or a characteristic number, which
will indicate cases we are dealing with.
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Remark We suggest the following measures which could help to indicate the type of

relationship between empirical cumulative distribution functions. Define

N

_ 1 s;
N, J

s 3 di+

and

1 Qe df‘
KH == FZT
5 =1 Sit

J

where s;  is the sum of corresponding differences of d’ for accuracy

joo_ <i> <i>
Siy = enijssA T ENTjMSSAs

and is the sum of corresponding differences of dg for stability

Jjoo_ o <i> <i>
Siy =My{jssatMNIMssA

(3.30)

(3.31)

(3.32)

(3.33)

Measure (3.30) and (3.31) estimate the average distance between cdfs. Using both
numerical measures together we can define between stochastic dominance and difference

in variance or tails.

Each of the measures can be calculated both for stability and accuracy dominance.
Both measures are ratios of ordered relations between the differences and the sums of loss
functions (3.18) and (3.28) for accuracy and stability respectively. The division by the sum

provides the invariant scaling of the time series.

The remaining difficulty is to define what can be considered as a small or a big distance

between chosen empirical cumulative distribution functions.
Thus, we consider two cases, | K |[<< K, and | K |~ K.

I. | K<< K,

e K, K, small: distributions are very alike or the same;

o K<< K, and K| is large: difference in structure.

2. | K=K,

e K, K, small: dominance of one distribution over another, but still very close;

e K, K, are large: dominance of one distribution over another, difference is more

noticeable.

The measures K and K, should be considered more as indicators and used altogether
with the visual tools, such as empirical cumulative distribution function illustrations.

Practice

Again starting from the Hy hypothesis testing from the section 3.2 we look how both

dominance tests for stability and accuracy perform.
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Tab. 3.39: p-values for the dominance accuracy test frequency wge. (02 = 1)

9 L 100 50 25
o

100 0.04 0.82 0.13
200 1.00 0.86 0.82
300 053 0.87 0.57
400 091 0.61 0.52
500 031 091 0.13
1000 0.14 0.35 0.80
1500 058 045 0.31
2000 0.85 0.83 0.62
2500 049 0.25 0.83
3000 0.004 0.80 0.44

Hy hypothesis testing. The resultant frequency values in Tables 3.39 - 3.40 do not have
any particular pattern and seem to be random. To interpret the values for stability and
accuracy dominance it is helpful to look at actual distributions of obtained values (3.18)
and (3.28). Both probability distribution functions, pdf for accuracy error (3.18) and
for stability error (3.28), were plotted for two sample sizes, the smallest one Ny = 100
and the biggest one N; = 3000.

We can see from Figures 3.1 - 3.3 that the distributions obtained, both for stability
and accuracy check, are approximately the same and, in fact, are both normal. For
the accuracy test the mean of the accuracy error is approximately pige. &~ 1.5 and
the standard deviation varies slightly: for sample size Ny = 100, for the first run
ossa1 = £0.1573 and for the second run ¢ = +0.1751. For the largest sample size
Nz = 3000 the variance is more stable. In particular, standard deviation for both runs
is 0SSA ~ 0.16.

The differences between these distributions are very small overall, consequently the
further analysis seem to be irrelevant and we conclude that both samples come from
the same normal distribution. Also, if differences (3.25) and (3.27) are practically zeros
then dominance analysis could be put aside.
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Tab. 3.40: p-values for the dominance stability test frequency wsyiep (02 = 1)

9 L 100 50 25
o

100 049 092 0.20
200 097 071 094
300 0.53 1.00 0.51
400 0.94 082 0.04
200 049 098 0.40
1000 0.14 035 0.80
1500 0.58 045 0.31
2000 0.78 081 0.63
2500 0.57 0.28 0.82
3000 0.08 076 0.21
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Fig. 3.1: Accuracy cdf of diacc in red and blue (two runs of SSA) vs normal distribution & ~

N(0,02, ). N = 200,L =100,0 =1, N, = 100

) J
45 qee

69



091

071

06

05+

04+

031

02-

01r

Fig. 3.2: Stability cdf of dg wap 0 Ted and blue vs normal distribution e ~ N(0,0% ).
s i,stab
N = 200,L =100,0 = 1, N, = 100

Now, using suggested numerical measures K and K, we can check if the measures agree
with both dominance tests. The values for the measure (3.30) and (3.31) do not tell
much if one looks at them separately. However, looking at the values obtained for this
measure in Tables 3.41-3.45, we see that in most cases K =~ K|, but there are some cases,
where K > K, or K < K. To see a clearer picture of the measures relation, we put two
additional Tables 3.43 and 3.46. The highlighted values in this tables correspond to
the cdfs shown in Figures 3.1 - 3.3. For a small sample size Ny = 100 we see a small
shift between two SSA cdfs, but for a large sample size we see that cdfs are nearly
identical and get closer to standard normal distribution. Now looking at the ratio for
the accuracy dominance test in (Table 3.43), we see that tthe values for these two
sample are 0.99 and 1 respectively. If we look at Tables 3.41 and 3.42 we see that the
corresponding values of the measures K and K, are small. So we conclude that two
distributions are very alike, although there is a possibility of weak dominance. Overall
the obtained values and conclusions drawn from them do not contradict the picture we
see on Figures 3.1, 3.3. Similarly with stability measure, we see that the that there
ratios are less then 1 (see highlighted values in Table 3.46) and then looking at Tables
3.44 and 3.45 we see that values obtained for the corresponding setups are small and
therefore both distributions obtained are very alike or the same. This conclusion also
support the picture we see on Figures 3.2, 3.4.

The next example is to show the performance of dominance tests when the null hypoth-
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Fig. 3.3: Accuracy cdf of d’
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200, L = 100, 0 = 1, N, = 3000

Tab. 3.41: Accuracy dominance measure K% with noise level 02 = 1

L
N, 100 50 25
100 -0.108 0.010 -0.046
200 0.168  0.075 0.034
300 0.015  0.062  0.042
400 0.049 0.046 -0.071
500 -0.002  0.051 -0.017
1000 -0.016  -0.020 0.027
1500 0.024 -0.001 -0.006
2000 0.022  0.014 0.0004
2500 0.012 -0.011  0.038
3000 -0.030 0.021 0.004
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Fig. 3.4: Stability cdf of &
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N = 200,L = 100,0 = 1, N, = 3000

, in red and blue vs normal distribution ¢ ~ N(O,Jjj ).
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Tab. 3.42: Accuracy dominance measure K2 with noise level 02 = 1

L

N, 100 50 25

100 0.109 0.053 0.063
200 0.168 0.083 0.077
300 0.039 0.097 0.052
400 0.052  0.062 0.073
500 0.038 0.088 0.036
1000 0.022 0.026 0.034
1500 0.034 0.013 0.018
2000 0.024 0.024 0.016
2500 0.021 0.025 0.04
3000 0.030 0.023 0.013
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Tab. 3.43: Accuracy dominance measures ratio kaee With noise level o2 =1

L
N, 100 50 25
100 0.991 0.189 0.73
200 1 0.9 0.442

300 0.385 0.639 0.808
400 0.942  0.742 0.973
200 0.063 0.58 0.472
1000 0.727  0.769 0.794
1500 0.706 0.0769 0.333
2000 0.917  0.583 0.025
2500 0.571 0.44 0.95
3000 1 0.913 0.308

Tab. 3.44: Stability dominance measure K***® with noise level 02 = 1

L

N, 100 50 25

100 -0.044 0.061 -0.082
200 0.120  0.026  0.058
300 0.030  0.117  0.005
400 0.038 0.019 0.012
500 0.026  0.117 -0.005
1000 -0.027  0.011  0.01

1500 0.02  -0.003 0.001
2000 0.023  0.015 0.005
2500 0.014 -0.019 0.018
3000 -0.014 0.007 -0.009
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Tab. 3.45: Stability dominance measure K3*?® with noise level 02 = 1

L

N, 100 50 25

100 0.080 0.064 0.089
200 0.131 0.052 0.076
300 0.061 0.117 0.038
400 0.048 0.031 0.032
500 0.0454 0.117 0.025
1000 0.031 0.031 0.02
1500 0.024 0.01 0.030
2000 0.025 0.025 0.014
2500 0.022 0.025 0.021
3000 0.017 0.021 0.014

‘ Ksta,b

Tab. 3.46: Stability dominance measures ratio ‘- with noise level 0?2 =1

L

N, 100 50 25

100 0.55 0.953 0.921
200 0916 0.5 0.763
300 0.588 1 0.132
400 0.792 0.613 0.375
200 0.573 1 0.2

1000 0.871 0355 0.5

1500 0833 0.3 0.033
2000 0.92 0.6 0.357
2500 0.636 0.76 0.857
3000 0.824 0.333 0.643
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Tab. 3.47: MSSA frequencies for Dominance tests

L 100 20 100 20 100 20 100 20

o? 1 4 0.7 0.1
Dominance in accuracy

N

1000 0.00 0.07 0.22 0.03 0.09 0.02 0.00 0.00

3000 0.26 0.26 0.28 027 024 026 0.23 0.29
Dominance in stability

N

1000 0.01 0.00 0.19 0.15 0.00 0.06 0.00 0.00

3000 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

esis is likely to be rejected. The setup is the same as for Rejecting Hy hypothesis example
in Section 3.3.

Both tests, accuracy and stability dominance tests, are rejecting the null hypothesis
of two samples being from one distribution. In fact, we see clear dominance of SSA
obtained forecast,see Table 3.47. In particular, for Ny = 3000 the SSA forecast outper-
formed the MSSA forecast in each trial.

Using the setup Simple signal from the Section 3.2 we are now looking at the perfor-
mance of dominance tests when SSA and MSSA are applied to the time series with same
signal.

Stmple signal. From the dominance stability and accuracy frequencies given in Tables
3.48 and 3.49 we see that in terms of accuracy SSA and MSSA are equally good,
although in terms of stability MSSA shows clear dominance.

Table 3.49 with accuracy dominance frequencies shows that for the sufficiently large
noise the MSSA improves the accuracy of the forecast. Overall, the pattern for this
example is following, the MSSA seem to be more stable and overtakes for a higher noise
level in accuracy, although for small noise level SSA seem to be more accurate.

The results of accuracy and stability dominance tests could be easily visualized with
cdfs, see Figure 3.5 for stability and Figure 3.6 for accuracy. We see that accuracy
and dominance tests give very similar variance, although mean of each distribution is
slightly shifted from zeros for accuracy to the right fi4cc 554 = 0.004,1gcc, 11554 = 0.002
and for stability to the left jig4p 554 = —0.006, 115105, 17554 = —0.008.

Moving on to the accuracy and stability measure suggested in this section in theoretical
part (3.30, 3.31) and their ratios. The highlighted values in Tables 3.50-3.54 correspond
to the empirical cumulative distribution functions illustrated on Figures 3.5 - 3.6. We
see that all values obtained are small, and judging by ratios in 3.52 and 3.55 we see that
we are in the situation when |K| < K, for both, dominance and accuracy. Therefore
the distributions are very alike, which is what we see on Figures 3.5-3.6.
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Tab. 3.48: Dominance stability test frequency w (N; = 3000)

9 L 100 50 25
o

1 097 1 0.99

2 1.00 1.00 0.99

0.5 0.99 1.00 1.00
0.01 1.00 1.00 1.00

Tab. 3.49: Dominance accuracy test frequency w (N5 = 3000)
L

9 100 50 25
o

1 049 053 0.53

2 0.55 0.53 0.53

0.5 0.50 051 0.53
0.01 0.49 047 0.50
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Fig. 3.5: Stability cdf mby, g4 in blue (o7, .o = 0.12), mby; prg54 inred (07, o = 0.07),

where i € {1,...,200}, L = 100, 02 = 2, Ny = 3000 and normal cdf with SSA forecast
mean and variance
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Fig. 3.6: Accuracy el g5, in blue (USZULSSA = 0.12), €hy; prg54 in red (JSQOI,IWSSA = 0.072),

where i € {1,...,200}, L = 100, 02 = 2, N, = 3000 and normal cdf with SSA forecast
mean and variance

Tab. 3.50: Accuracy dominance measure K¢ for sample size Ny, = 3000

2 L 00 50 25
2 -0.0116 0.0027 -0.0073
1 -0.0073  0.0050 -0.0039
0.5 -0.0014  -0.0051  0.0051
0.0l  -0.0003 0.0001  0.0002

Tab. 3.51: Accuracy dominance measure K%°¢ for sample size N, = 3000

L

9 100 50 25
o
2 0.0146 0.0075 0.0159
1 0.0081 0.0062 0.0056

0.5 0.0049 0.0054 0.0064
0.01 0.0004  0.0005 0.0004
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Tab. 3.52: Accuracy dominance measures ratio gz for sample size Ny = 3000

L

2 100 50 25
2 1.26 278 2.18
1 1.11 1.24 1.44
0.5 3.5 1.06 1.26

0.01 1.33 5 2

Tab. 3.53: Stability dominance measure K% for sample size N, = 3000
L

52 100 50 25
2 -0.005 0.007  -0.0255
1 0.0217  -0.0175 -0.0327
0.5 -0.0474 -0.0092  0.027

0.01 0.0007  0.0281  0.0007

Tab. 3.54: Stability dominance measure K**®* for sample size Ny = 3000

9 L 100 20 25
o
2 0.0179 0.0199 0.0379
1 0.0352 0.0234 0.0387

0.5 0.0477 0.0054 0.0064
0.01 0.0004  0.0005 0.0004

| Kstab

Tab. 3.55: Stability dominance measures ratio Kfab| for sample size N, = 3000

~F 100 s 2

(2

0.28 0.35 0.67

1 062 0.75 0.85
0.5 0.99 1.70 4.22
0.01 175 562 1.75
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Tab. 3.56: Dominance frequencies for the (N + 1) point. 02 =1
L

100 50 25

Wace

0 0.956 0977 0.941
0.1m 0.978 1 0.973
0.17 0.997 0.982 0.959
0.1m 1 0.946 0.996
0.17 0.909 1 0.994
0.1m 0.994 0.966 0.995
Wstab

0 0.987 0.992 0.949
0.17 0.998 0.984 0.952
0.1m 0.927 0958 0.94
0.17 0.961 1 0.989
0.1m 0.994 0.941 0.998
0.17 0.999 0.997 0.959

Remark For Combination of signals with different choice of eigentriples defined in Section
3.2 both dominance tests produce very promising results as well. Nearly for any choice of
time series and procedure parameters frequency for accuracy and stability dominance tests
1S Wace,stab = 1, respectively.

The last example is to see how the delay effects the dominance tests. We use the setup
Shifted signal example from Section 3.2.

Shifted signal. As for the dominance in accuracy and stability, this test show nearly
clear stochastic dominance of the MSSA algorithm (see Table 3.56).

All previously described tests point at the fact of causality, if it exists, being indepen-
dent from the delay in the support series. Moreover this example shows that dominance
tests for accuracy and stability seem to be a good measure of causality. All the examples,
and this one is not exception, were built so that the presence or absence of causality is
obvious. Here the support series was presented by the part of the signal of main series
with noise, i.e. we expect causality.

Both dominance tests gave convincing results for the case, where we did not expect
causality at all (see 3.47).

3.6 A relationship between loss functions

Here are several main observations made on loss functions in Section 3.2. In Section 3.2
we observed that loss functions S0 and S®) are approximately the same if the choice of
eigentriples for the analysis was made accordingly to the signal. In other words, the mean
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of the forecast point distribution gives a value close to the actual signal value of the time
series.
We also observe following relationship between loss functions S0 and S

5@ ~ 50 4 42,

In fact, values of the loss function S seem to reflect the standard deviation of the noise
directly. Here o2 correspond to the variance of the white noise in the main time series (for
example see Table 3.1,3.3, 3.7, 3.8 and other tables from the Section 3.2).

The last statement can be explained as follows.

Lemma 3.6.1. Suppose we have time series of the following form

main series fn=s8n+0ey, (3.34)
support series (only for MSSA) In '

where s, and gy, correspond to signal in the main and the support series respectively and

n ~ N(0,1) is i.4.d. white noise. Then, assuming that the forecast errors are approxi-
mately independent of the ey, then

S~ 51 4 52 (3.35)

where SU) (3.5) and S® (3.6) are loss functions, and o2 is the variance of the noise in
the main series

Proof. Recalling the expressions for S (3.5) and S (3.6) we can look at the difference

S — §(2). We are using the following facts: the signal value fJ(\Qf—j,s is independent of the

trial index 7; the forecast value is fj(\;)ﬂ = f](\;)Jrj s +§(J\z,)+j, where 5(]\1',)+j is the forecast error at

(@)
N+j
where € ~ N(0,1). If we rewrite now S — S substituting all the described values, we
will get

(N + )" point for the i*" trial; the actual value of the time series fl(\i)ﬂ = fl(\?)ﬂ s toe

S (P — s S (B, — 1)

s _ g2 —
N N
2
_ Z _2fN+JSng +fN+J sig +2fN+]fN+J _fN+j (3.36)
N
Q) N, () 2
2 Zz 1(5N+]5N+]) > in Eg\zf)—&-j

N ’

Due to independence of two random variables é(]\i,)Jr j and Eg\i,) 4 the expectation of their

product is the product of their expectations, and expectation of ¢, is zero, and therefore

N, () 2
s _ g2 o 2i=1 SNty @ ~ g 4 ;2
- 5P~ —ZEEE 6 50~ 50 4o, (3.37)

s

where o3 is the variance of £y, white noise. O
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Proposition 3.6.2. Suppose we have time series of the from (3.34). If U%SA >> Séls),A

(2)
and 0]2\/[SSA >> SJ(VII)SSA then the ratio of loss functions S;V{%SA 1s approximately equal to
SSA

the ratio of the variances of the noise in main series.

(2)
Proof. Recalling the statement of Lemma 3.34, we can rewrite the ratio SSN{% as follows

SSA
(2) (1) 2
Shirssa ~ Sirssa T Ossa (3.38)
S(2> S(l) + 2 ) ’
SSA SSA T 0854
2 (1)
If TiMyssA > S(M)SSA then
(1)
2 Shissa
(1) 2 TMSSA (1 + 2 > 2
Sirssa T Oussa “Mssa ) Ouyssa (3.39)
~ ~~ 2 -
S 42 9 SSau 0554
SSA SSA o 1+
554 U?S‘SA
Hence, the loss functions ratio becomes a ratio of two noise variances. O

3.7 Summary

We looked at several statistical tests and tools to estimate the forecast, obtained by the
SSA and MSSA forecast algorithms. Following the definition of causality, the forecast
estimation consequently helps to detect it.

Firstly we have generated time series of four types, so that it is possible to see the
performance of statistical tests in different cases.

In Section 3.2 we have constructed three loss functions, so that it is possible to estimate
the error in forecast using the signal values at the forecast point, the actual values of
the time series at this point or using empirical mean calculated from obtained forecast
distribution (see 3.5).

The most common causality test is F-test. The F-test is based on the idea of comparing
two obtained variances by looking at their ratio. In fact, the ratios of the loss functions
S() is the F-test statistic. To apply F-test we first need to make sure that the data satisfies
the properties of normal distribution. For this purposes we have used two normality tests
- KS and AD tests.

The observation on normality tests have shown that AD test is more sensitive than
KS test (for example, see Table 3.25). We assume that KS test is good enough for the
purposes of the study of this section. Therefore, we are able to use F-test, if data passes
KS test and in most cases it did.

The F-test, in turn, performed according to our expectations. However, it seems that
if we increase the sample size, the p-value of F-test tends to zero, as F statistic seems to
be independent on sample size. For example, see Tables 3.29-3.30. Therefore, the F-test
statistic (ratio of variances) appear to be a more formative indicator for causality then the
actual test p-value, which depends on the (arbitrary) sample size.

81



The sign test is a simple calculation of how many times one method outperforms the
other one. In our case it is how many times MSSA outperform SSA forecast algorithm. In
most cases sign test supports our assumptions made about existence of causality between
time series. However, in case when we do not expect any causal relationship, the result of
the test is inconclusive (see Table 3.35).

The test to see which of two methods dominates, as described in Section 3.5, is based
on the idea of direct comparison of empirical distributions. The main advantage of this
method is that although we are not making assumptions about the distributions our data
come from,we still are able to compare them and see if one gives a better result than the
other one. We defined four cases of distinctions between two distributions in Section 3.5:
stochastic dominance, difference in variance, difference in tails and difference in structure.
We studied the dominance tests from two angles, from accuracy point of view and from the
point of view of stability. Also, we have introduced possible indication functions, which
help to define the case we are dealing with.
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4. LINEARIZED MSSA AND CAUSALITY

4.1 MSSA analogue of Granger causality

It is our aim to develop a new approach to causality based on the SSA/MSSA decom-
position of time series. The fundamental difference is that the underlying model is not
autoregressive, but a deterministic linear recurrence with added noise (although the coeffi-
cients in this model still contain some randomness). In this model the noise does not carry
any information on the model parameters, in contrast to the VAR model (2.32), which
could be reduced to considering the propagation of the noise only.

As for Granger’s concept, the whole idea is based on the fact, that the underlying
model is some white noise based stationary process (see section 2.2).

More explicitly, the bivariate MSSA approach provides the following model. Let X
and Y; be some real time series; then after MSSA decomposition they are modeled as

Xt:gt+€t

(4.1)
)/;f = 1/;5 + U2

where )?t, )7} are their reconstructions, obtained with the MSSA linear recurrence formulas

m m
Xt = Zant_j + ijﬁ_j
j=1 i=1

N m m (4.2)
Yi=D ¢Xij+ ) di¥ieg
j=1 J=1
and e;, 7 are residuals
&t = Xt — Xt

n =Y =Y.

The main difference between this model obtained from MSSA and the AR model is
that in the AR model the noise is driving the model, and in the model constructed with
the MSSA approach the noise is excluded from the recurrence and is added as residuals
after the model is built. In other words, the main difference is in the way of noise entering
the model g;_1,m¢—1 do not affect X; or Y; for any t.

Using the MSSA approach, one is trying to separate noise from the signal and noise
is treated as an irrelevant part of the model, which does not contain any useful informa-
tion. That is, in this approach noise does not play crucial role in building up the model.



Considering the MSSA model in a vector form
X; = R, X1 + RLY,; ; (4.3)
Y, = R}, X1 + RL,Y; (4.4)

where X1 = (Xs—r, Xo_ 41, s Xso1), You1 = (Yoo, Yaor41, ..., Yo1) and Ry, R, Ror, Raa
are the recurrence vectors obtained from (1.56), we have

Rn—( anu anmk an2L an nkzL>
Ru—* ( 1—an2L anmk anzL Zn 77k2L>
Rm—( anL anmk anu an 77k2L>
Rzz—* ( 1—277“ anmk anzL an 77k2L>

where A, see (4.8) below, is the determinant of the matrix A defined in (1.54).

(4.5)

4.2 Linearized MSSA

Defining the MSSA forecast of the time series x with the support of time series y as f(z | y)
we can now more formally describe one difficulty of the MSSA approach with regard to
measuring the causality.

A general problem with MSSA is the lack of homogeneity. In other words, if we change
the support series by multiplying it by some constant, the resulting forecast of the main
series may vary. This statement can be illustrated by a simple example.

Consider the extreme case of some finite main time series x; and a proportional support
series Az, so that their Hankel matrices are X and AX respectively, both of L x K size.
Then the eigenvectors and eigenvalues of the matrix

XT XXT  AXXT 1 A
— _ — T
5= (X )\X) <)\XT> N ()\XXT )\QXXT> N ()\ )\2> ® XX
are (A2 + Dy, ..., (A% + 1)pr,Opq, ..., Opr, where g, ...,z are the eigenvalues of XXT.

\Y
Figenvectors corresponding to non-zero eigenvalues are ( /\‘(/>’ where V = (“// ) is of
L

L x 1 size and V'V contains first (L — 1) elements of the vector and V7, is the L' element
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of vector V. Substituting these eigenvectors into MSSA recurrence vectors (4.5), we get

1
Ru =< ((1 -\ ; Vi) ; Vit Vi + AQ(; Vi,r) ; Vkka:,L)> ; (4.6)

1 ,
Rys = N ((1 — A2 %:Vk%L)A%:Vk,LVkV + /\5(2]; Vir) zkjkaVk,L)> , (4.7)
where

A=1=> VA= V2) =X VO Vi) (4.8)
k k k l

Causality appears between time series structures (signals), which include trends, period-
icities and exclude noise. Therefore, one would expect that the forecast model coeflicients
should be independent of A € R. In other words, f(z; | y;) = Mf(z¢ | Az¢). But the above
substitutions (4.6)-(4.8) shows that f(z; | y;) # Af(x; | Ay). This can be illustrated by
the following example.

Suppose we have a time series of length N:

xp = sin(mnw) + sin(3mnw) + &¢
yr = Asin(mnw)
where ¢; is Gaussian white noise with variance o.

Consider N = 200, 02 = 1, \; = 0.1, A2 = 10. One would assume that the MSSA based
forecast of z; does not vary on A\. Hence, we expect f(xt|)\1yt) ~ f(:vt|)\2yt). Applying the
MSSA procedure for the same set of generated data (changing just multiplier A) we obtain
the forecast for the 2013tAvalue x901: f(x]0.1y) = —0.3612, and f(z;|10y;) = —0.2864.
Obviously, f(@¢0.1y:) 7 f(¢[10y¢).

This lack of homogeneity in the support series is a fundamental difficulty of MSSA.
Consider two time series of quantities which have different units, e.g. x; is a price measured
in £ and y; is a weight measured in kilograms. Clearly then a; in (4.2) is purely numerical
and b; are measured in pounds per kilogram units (£/kg). One should think that the
analysis should be no different if Y; is measured not in kilograms, but in tonnes instead, i.e.
if the values of Y; are just multiplied by 1073, then the values of b; should be multiplied
by 103 and should be measured in pounds per tonne, while a; should stay unchanged.
However, this is not the case for standard MSSA due to the non-linearity of the spectral
decomposition of the lag-covariance matrix.

We therefore introduce linearized MSSA, which is linear in the support series. For this

purpose we essentially take the (functional) derivative of MSSA with respect to the support
series.

Proposition 4.2.1. Suppose we have main series xy and support series yi, t € N, both
finite. Let € be a small parameter. Note, that we do not make any assumptions on the
structure of time series.
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Let Xy be the Hankel matriz of x¢, and Xy be the Hankel matriz of y: (note that then
the Hankel matriz of ey, is €Xg). Using the first order perturbation theory, neglecting terms
of €2 and higher, we get the MSSA lag-covariance matriz

T T T T
[Xl} (X1 €Xo] = [Xlxl 6X1X2} ~ {Xlxl fxlxﬂ — A+¢eB (4.9)

€Xo eXoX]  €2XoX] eXoX] 0
where
O IxXiX] o
=[]
and

_ 0 Xlxg
eB =¢ I:XQX-{ 0 } .

The matriz A represents the unperturbed system, where the support series is equal to

n
0

Then the approzimation of the recurrence vectors (1.60) - (1.63) to the first order with
respect to € is as following

Rii(e Zﬁ 77/<; b,

(L—
Ris(e *GZ%L% Y,
L1
Ry (e ez <’7kL (1 —ZmL + Mk, L Zm,L%,L)> 77;(g )a
-1
Ry (e 622<%L I—ZmL + Mk, L ZUlL’YlL) )7

zero with eigenvectors u = ( ), where 1 is the eigenvector of matriz X;X]

where v = %XQX.{T/

Proof. Matrix A is an equivalent to the matrix XXT in the SSA case, in which we have the
matrix XXT for eigendecomposition.

Let A\ be the eigenvalue of A and w its corresponding eigenvector. The relationship
between the eigenvalues and eigenvectors of A and XXT is straightforward. Specifically,

matrix A have eigenvectors of the form u = , where 7 is an eigenvector of XXT and 0

n
0
in this case is representing L extra zeros. Each eigenvalue of XXT is also an eigenvalue of
A, but matrix A also has additional eigenvalues which are equal to zero.
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Now we consider the perturbation A + eB of A. Performing spectral decomposition of
the unperturbed matrix A, one finds the eigenvalues A and eigenvectors u of the matrix,
so that

Au = .

For the perturbed matrix A + eB, there are eigenvectors u., and eigenvalues A, analytical

in e
Ue = U+ eV + vy + ... (4.10)
and
Ae = A+ epg + g + ... (4.11)
such that
(A + eB)uc = Acte, (4.12)

see [22, Ch.II, Theorem 2.3|,[31, p.245-246].
Substituting the power series (4.10) and (4.11) for A, and u, into (4.12), we find

Au+ e(Av + Bu) + O(€?) = A+ e(\v + pyu) + O(€2). (4.13)
Knowing that
Au—Au =0 (4.14)
and comparing coefficients of € in (4.13), we get
Av + Bu = A\v + uu. (4.15)
Multiplying both sides by uT from the left, we have
uTAv +uTBu = ATy + puTu,
ie.
uT(A—=Nv =—u"Bu+ pu'u,
and using the fact that (A — \) is a symmetric matrix and (4.14)
uT(A =N = ((A—=Nu")Tv=((A-Nu)v =0,
we get,

—u'Bu + pju'u = 0.

87



Thus, we determine the first order perturbation term for the eigenvalue A,

uTBu

uTy

H1 =

Substituting this expression for p; back into (4.15), we find

uTBu

Av+ Bu= v+
uTu

Writing out the matrices A, B and using normalized eigenvectors n of X;X], nTn = 1, and
hence uTu = 1, we have

) G ) )0 Gl ) ) o

=0
Thus,
X1X.{ - A 0 . XQX.{T]
(5X1-3 0, _ (%Tin) a1
T
Writing v = <UJ‘>’ we can derive v , v from (4.17)
X1X{VT SSVa
—vt =XoXv
where
vl =en
1 1 T
-V = XXgXﬂ/.
Hence, the first order perturbation term for the eigenvector is
cn
V= , 4.18
(iX2X1n> (415)

where c is some constant.

Substituting u and v to (4.10), we get the expression for the eigenvector of the perturbed
matrix (A + eB) with one unknown c.

We can calculate the constant ¢ from the normalization of the eigenvector w.. Indeed,

ulue =1 < uTu +evTu+ euTv + 0Ty = 1, (4.19)
=1
therefore
viu+uTy = —evTu. (4.20)
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Now for (4.18), we have
ulv =cen'n=vTu
and
1
Vv = Ty + FnTxlX;XQXIn
Thus, using
2 2
Wy = STy e Ty = ZuTy = —en'n,
2 € €

the formula (4.20) can be rewritten as

cn'n = —( 2 4+ )\ZHTX1X2X2X n).

» 2 1 1

1 1
(c—=)= i\/eg - pnTxlxéxlen

and we get two roots

1 1 €2
= -+ E\/l — FT]TX1X;X2X-{7]

€

where

V1= SrXaXIXeXTy = 1+ L5 XaXIxeX]y + O ((SrmXaX[xax]n)?)
Hence the constant ¢ can be expressed as

1 1 1 €2

c~ -+ - - (1+ = 532 —nTX1 XIXoX]n).

But as 2 — oo (e — 0 ),the following root is not suitable since

1+1(1+1 €2
€ o

Therefore, the final expression for ¢ is

TX1X£X2XIT}) — Q.

1 e
c~ —§ﬁnTX1X£X2XIn
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Recalling the equation for the eigenvector of the perturbed matrix A + eB (4.10) and the
equation of the first order perturbation term (4.18), the final expression for the eigenvector
to first order in € is

2
n(l— /\QUTX1X XoX7n)

~ n 1
uez ~ o = ® .
! (;Xﬁqn) <§X2XI> !

$XeXin

Defining v = ,\X2X1777 the eigenvector can be rewritten as
'r](L_l)

_ nL
Ue = E,Y(L—l) )

YL

where 1/ is the first (L — 1) elements, 77, is L** element, ey(“~1) contain elements from
(L+1) to (2L — 1), and ey, is the 2L element.

Thus, the approximation of the vectors R from (4.5), omitting €? and higher order, is
as following

R (e Z’Ok Y = Rssa,
R12 an L'YkL Y )
(4.21)
L-1
R21 6Z<’ykL 1_2771L + Nk, L ZUIL'WL> )
Roa(€ €2Z<7kL 1—2771L + Mk,L anL’nL> -,
where A, is
A =det A(e) = (1 — Z M) (1 — 62’)/]3711) - 62(2 Mk, LVk,L)-
k k
O

If € — 0 then to first order we can omit 2 and higher terms and obtain

det A(e) =1 — an%,L = det A(g5.4)-
k

The fact that Rij(€) = Rgsa can be explained by the small impact of the support
series in obtaining the first linear recurrence vector R (e).
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By analyzing the recurrence vectors (4.21), one can notice that for the linearized MSSA
the support series Y enters the recurrence vectors linearly, i.e. only via the eigenvector
v = %XQXlT’. Thus, the linearized MSSA requires SSA procedure being applied to the
main series X only (in other words, SVD of the matrix X;) and the constructing of the
Hankel matrix of the support series Xs.

Remark Series reconstruction. It is worth mentioning that the matrix XoXZ is omitted
from (4.9). Hence, the reconstruction of the support series cannot be obtained using the
linearized MSSA procedure. The linearized MSSA can be treated as one-sided analysis of
the main time series and the effect of the support series on it. But we can not fully analyze
the support series using this approach. However, we are interested only in measuring the
causality effect of the support series on the main one, not the other way around.

The example below illustrates the approximation of the forecast, obtained by the lin-
earized MSSA LRF in comparison with the MSSA forecast.
Suppose we have two time series:

{xn = sin(mnw) + sin(3rnw) + oe, (4.22)

Ypn = €sin(mnw)

where n € {1,..., N}, N =200 and &, ~ N(0,1).

Figure 4.1 illustrates linearized MSSA and full MSSA against real signal; the green line
represents &y, where m € {1, ..., M} time series. One can see that visually it looks like
the linearized version of MSSA and is very close to the original MSSA procedure.

For illustration purposes we take M = 200. Figure 4.1 shows the performance of
linearized MSSA along with standard MSSA for different noise level, o = 0,0.5,1 in main
series, and different perturbation term e. For these particular example linearized MSSA
gives a good approximation of standard MSSA.

4.3 Constructing a causality measure

Recalling the LRF for the main series F' (1.56), in its vector form (4.3) is
frsm = R () fn-r1,5 + Ry (€)GN-L41.n, (4.23)

where ;fVN,LH,N and gn_r4+1,n are the last (L —1) terms of the known reconstructed main
series F' and support series G, respectively.

Intuitively, the support series "cause" the main series if it has a substantial "weight"
in the LRF, in other words, if the recurrence vector Rjs(€) is appreciably larger than zero.

There are several ways to construct such measure. One can compare recurrence vectors
directly by taking the normalized ratio of their norms. The normalization is needed in
order to avoid the scaling problems (as exemplified when the two time series are measured
in different units). The first ratio Myess1 is

| Ria(€) 12 /D 5ei Mk
| Ri1(e) 2\ Dopmt A2k’

Miest1 = (4.24)
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Fig. 4.1: Part of the original series (blue), MSSA (red), linearized MSSA (black)
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where A1, are eigenvalues of X1X{, Aoy, are eigenvalues of €X2Xg, and r corresponds to
the choice of principal components for reconstruction, and X1, eXo are Hankel matrices of
the main series F' and the support series G, respectively.

However, the above measure does not fully meet the Granger causality definition, which
implies that two identical time series are not causal. To see how much in the Mycs 1 measure
is due to identity, we need to construct another measure.

Here we are calculating the measure by comparing the norm of the orthogonal complement
of ng(e) - ng(e)

> (R, (€)R12(€)) Rux (e)
R12 € = ' R12 €) — 4.25
| Brale) 1= || Rrale) = o P S (1.25)
with the norm of the recurrence vector Rj; by looking at their ratio
| Raz(e) | | Ria(e) [ (Biy(€)R11)*(e)
Mtest,Z = 1T b /N1 - s (426)
| R (e) |l I Rii(e) |12 I Raa(e) I

HR12(6)H2 _ (RT,(€)R11)2(e) [> 011 Ain
| Ru(e) |I? | Rax(e) [I* \/; (4.27)

Taking the ratio of the orthogonal compliment of the recurrence vector Ria(€) (Ri2(€))
and the recurrence vector Rpp(¢) allows not only to compare the sizes of the two vectors,
but their directions as well. Vectors themselves can be different, but they could have same
or very similar direction. If we take M. 1 as a measure of causality, we are not able
to distinguish if the causality is due mostly to the identity of the time series or actual
causality, which is not the same thing according to Granger (see [16]).

Following Granger’s definition of causality, two identical time series are not causal.
Therefore, one of the measures, Mg 2, is constructed to exclude the case of identity.

Assume a trivial example, when we have two identical time series F' and its duplicate
with the Hankel matrix of F' with window length L being X. Then the eigenvalues and the
eigenvectors of the matrix

X XXT  XXT 11
- — — T
S=(X X) <X> = (XXT XXT) = (1 1> ® XX (4.28)
are Op1,...,0ur, 241, ..., 2ur,, where p1, ...,y are the eigenvalues of X XT. Eigenvectors,
v
corresponding to non-zero eigenvalues are <¥>, where V' = (“// > is L x 1 size and V'V
L

is the vector of the first (L — 1) elements of the vector and V7, is the L' element of vector
V. Substituting these eigenvectors into the MSSA recurrence vectors (4.5), we get

1
R =« <(1 - zk: Viir) Ek: VitV + (zk: Vi,L) zk: Vkka,L)> = Rya. (4.29)
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By substituting the recurrence vectors into (4.24) and (4.26) we get Miest1 = 1 and
Miest o = 0. Miess 1 indicates that two time series have similarities, and Myest,2 shows that
the similarity in this case is all due to the identity of two time series.

In this chapter we discussed difference between the autoregressive model and a suggested
analogous SSA-based model, which leads to a fundamental difference between Granger
causality concept and the one described here. Granger’s idea of measuring causality is
fully based on the fact that the underlying model is stationary noise model and the SSA
based model is a deterministic linear recurrence with added arbitrary noise. Specifically,
the residuals in the SSA model do not carry any information on the model parameters, as
it does in AR models. Noise in the SSA approach is treated as irrelevant part and does
not play a crucial role in the analysis, as it is in autoregressive models.

However, to construct a measure for causality for the SSA/MSSA model, we first need
to deal with non-linearity of the MSSA approach. We introduce the so-called linearized
MSSA procedure, which corresponds to the linear approximation of the standard MSSA
to the first order. The example given in this chapter illustrates the goodness of linearized
MSSA approximation.

We also introduced tentative causality measures, which are based on the comparison
of recurrence vectors Rj1(€) and Rj2(e) to be used along with each other to satisfy the
definition of causality introduced by Granger. The first causality measure Mics,1 is a
normalized ratio of the recurrence vectors norms, which allows to see if the recurrence
vector Ryz(€) is substantial in the forecast LRF (4.23). The second measure Mycg o is
a ratio of the orthogonal complement of the recurrence vector Rj2(e) and the recurrence
vector Ry1(€). This measure allows us to compare recurrence vectors not only by size, but
also by the directions as well.
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5. STABILITY ANALYSIS

In this chapter we focus on the relationship between initial time series that we analyze
through the SSA mechanism and the resultant output of this analysis, i.e. the time series
reconstruction and its forecast. This relationship is closely connected to the F-test. Most
common causality tests, used for stationary autoregressive model, are also related to the
F-test, as it was discussed in section 2.3. We used F-test as a tool for detecting causality
in SSA/MSSA model, see section 3.3.

F-test compares the resultant variance in the forecast of the time series, obtained with
SSA/MSSA LRFs. These variances, in turn, arise from randomness in the initial time
series. Hence, we can try to find a connection between the input and output noise by
considering how the forecast of SSA/MSSA changes as we add a random perturbation to
the initial time series, which is the key idea of the stability analysis in this chapter.

If we represent the SSA procedure more visually, we have the following picture

T+ oe SSA ——
— — X+ o€
Y MSSA

Noise in the support series is omitted for the purposes of studying the effect of the
noise in the main series

? )
O¢ — Oz.

In this chapter we study how exactly SSA mechanism works and how the perturbation
of the initial time series reflects on the error of the obtained reconstruction and further of
the forecast as well.

We begin the chapter from constructing the linearization of the univariate SSA proce-
dure. This construction is similar to the construction of linearized MSSA, although with
SSA we consider perturbation in the main series itself. Here we are also considering per-
turbation of the main series to the first order to see if it is possible to derive an expression,
which connects the perturbation of the series with the error in the reconstruction and
forecast.

We come to a better understanding of noise propagation by studying the effect of
the perturbation at three stages. These stages are: projector construction, time series
reconstruction and forecast. Firstly, we deal with the noise propagation at the stage of
constructing the projector, obtained from perturbed eigenvectors components. Second
stage is reconstruction, where the noise comes through the Hankel matrix and perturbed
eigenvectors. And finally, the forecast, where the noise comes in through the recurrence



vectors and through reconstruction. In general, at each stage noise comes through the
Hankel matrix and/or through the obtained eigenvectors. On each stage we assess the size
of the noise effect and see if any of these effects are dominant, so that less dominant ones
could be neglected in comparison. Thus, we find it useful to look at noise propagation
stages separately. By applying these effects individually, we can study their reflection on
reconstructions, recurrence vectors and forecasts.

We use both simulated data and real data examples to study the effects described
above, which give rise to assumptions on stability of the time series reconstruction and
obtained recurrence vectors under perturbation effects.

In this chapter we apply convolution representation of univariate and bivariate SSA to
derive an expression, which reflects the connection between a random perturbation of the
time series and the error in the reconstruction and the forecast. Convolution makes the
study of variance possible, as it gives rise to an expression, where the statistical indepen-
dence of the input noise is preserved.

5.1 Linearization of SSA

Proposition 5.1.1. Consider an unperturbed time series x,, and ils perturbation oe,,
where e, ~ N(0,1) is i.i.d.. Let X be the Hankel matriz of unperturbed time series x,, with
window length L, and N the Hankel matriz of the perturbation term e,. Let

7 = XNT + NxT. (5.1)

Performing the spectral decomposition of the unperturbed matriz XXT, we find its eigenval-
ues and eigenvectors

XX g = A,

where eigenvectors ny, form the orthonormal basis 11, ..,nr in RY with corresponding eigen-
values A, ..., A\f.

Let R = (ap—1,-..,a1) be the recurrence vector, obtained from the unperturbed time se-
ries r,. Then the approximation of the SSA recurrence vector, obtained from the perturbed
time series T, + oey, to the first order, is

R(6)=R+o <cR + E) +O(0?),
where

r L
o 2 he1 Doil kML L

1=k ’

L L1 L1
= S S il ™)
R= L

=35 M,
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Proof. For the perturbed matrix
X+ oN)(X 4+ oN)T = (XXT + 07Z) + O(6?)

there are eigenvectors 7, and eigenvalues )\, analytical in o

Yok =Mk +OV1IE + ... (5.2)
and
Aok =g+ op1p+ ... (5.3)
such that
(XX" 4+ 0Z) 7ok = Ao kYo k- (5.4)

Substituting power series (5.2) and (5.3) into (5.4), we get

XX + oXX v + 0Zny, + O(02) = Mt + o (Nevi e + i1 6i) + O(0?), (5.5)
XX e — Xeni + 0XXT vy + 0Zng + O(02) = a(Mevr e + paene) + O(0?). (5.6)

[\

Using the equality
XXTnp, — Mg = 0 (5.7)
dividing both sides of (5.6) by o, and considering the limit as 0 — 0, we find that
XXTv1 g, + Zg = Nevr g + pa g7k (5.8)
Multiplying (5.8) by n! from the left gives

i (XXT = Xe)ve = pa e 0f ms —nf Zo, (5.9)
——
=1

where
e (XX = ) = ((XXT = A)Tpp)T = 07 = 0.
Finally, we get the expression for the 15 order eigenvalue perturbation term p g,
pi e = 1 Zg. (5.10)

The term v, can be expressed in terms of basis eigenvectors 7;

L
Vik = Z%’,Hh’-
i=1
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Substituting p i, v1 1 into (5.8), we get

L
(XXT = X)) viwmi = (g — Z)mg, (5.11)
i=1
knowing that
(XX — Mo)aixmi = o i (XX — Aemi) (5.12)

since (5.7)
i 1 (XX, — \emi) = 0, if i = k.

Therefore, oy, 1, is arbitrary, but for simplicity we choose ay, , = 0. Substituting (5.12) into
(5.11) and multiplying both sides of (5.11) by an from the left, we get

L
> aikn] i = MNemi = nf (g — Z)nk- (5.13)
i=1
Using the property of orthonormal basis vectors, we know that

0,ifi #j
T )
<nl g >=
LR {LM:]
Therefore, we can find «; , coefficients from (5.13):
aje(Nj = M) =10 (11, — Z)ng,

) (e — L)k pwn; e — 1) Zi,
N — i VD VI

Xk =
Hence, we get the final expression for a;

T
UF; Ly,
= — = —op 5.14
Qjk )‘j _ Ak Qk,j ( )

since Z is symmetric, we have the antisymmetry in o coefficients. The expression for
the eigenvector of the perturbed system to first order is

L L
Yo =Mk +0 Y cipm =np+o(appmet > i), (5.15)
i=1 T i=Lik

The recurrence vector for SSA (1.42) is

L—-1
e e

R(o) = .
1—- ZZ:I 71%,0,L

(5.16)

98



Substituting vy -, we get

— L L-1 L—-1
Sher (meanf ™ + o S anntmny ™ +menl™)) + 0(0?)

R(o) =
1- E;:l(nl%,L +20 ZLl,i;ék i ki, L7k, ) + O(0?)

(5.17)

Using the antisymmetry of Z (5.1) and coefficients o (5.14) we can simplify the expression
for the vector R, (5.17).
Due to antisymmetry, we have

L—1 L—1 L1 L—1
Oéz',k(m',/:n;(C ) + 77k:,L77§ )) + oy (77k,L77i( ) 772',1:77,(€ )) =0 (5.18)
-
=—oy i
and the same is for
QG kM, LMk + Ok ik L7 = Q6 kNi, LMk — kMK, 17 = 0. (5.19)

Therefore, substituting (5.18) and (5.19) into (5.17), we get slightly simpler expression for
k(o)

—1)

r L— r L L—
_ 2=t et + o (X, S @il + e rn™ ) + 0(0?)

R(o
) 1= _n, =205 §L o ki + O(0?)
k=1L k=1 2ui=r+1 Qi,kTi, LTIk, L

(5.20)

Looking at the denominator of the recurrence vector R(o)

1
L
1= 7712,L —2037 4 Zi:r—i—l G kM, L7k, + O(0?)

1 1

-5 2 20 >°7 L ; kMi
1 Zk:l Mer 11— Zk:llzfﬁln;k” LMk, L + 0(02)
T 2uk=1"lk, L

1 20 k1 ZiL:rJrl QG ki, LMk, L 9
Y Me,L — D k=1 M,

and substituting this expression instead of denominator, we get

R(o)=R+0o (cR+§) +0(c?)], (5.21)

where

L
2 et it QT LML
1= nl%,L

(5.22)
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and

L L—1 L—-1
5 k=1 icrl i (men™™ + e nt™Y)

R - (5.23)
1=3"5 nl%,L

Thus, R = (ag—1,...,a1) and R= (bp—1,..,b1), where a; and b; are the coefficients of the
forecast LRF.

The approximation of the linear recurrence vector R(o) is now fully linear with respect to
the parameter o. O

If the approximation is good, one would expect that

R — R

g

— (¢cR+ R) ~ O(0), (5.24)

where R, is the standard SSA linear recurrence vector obtained for the perturbed time
series x,, + o0&, and (c + ﬁ) is the correction term of the linearization of SSA recurrence
vector.

Suppose we have an unperturbed time series

Ty = sin(mnw), (5.25)

where n € {1,...,200}, w = 1/22, and perturbation o¢, where o € {0.1- 1078,
0.0001, 0.0005,0.001,0.005,0.01,0.05,0.1}. The curves plotted in Figure 5.1 correspond to
the difference (5.38) for given 0. The smaller is the variance, the narrower the curve.

For a very small variance (¢ < 0.01) the difference (5.38) does not change much and
seems to converge. However, it does not converge to zero as expected. Nevertheless, the
convergence limit is of order 1074, see Figure 5.1, and is small enough to consider the
approximation to be good.

Knowing the eigenvalues and eigenvectors, it is possible to find the reconstruction of
the initial perturbed time series x,, + o&y,.

The reconstruction of unperturbed time series comes from the sum of the first r ele-
mentary matrices of the decomposition of the Hankel matrix X

X = ixk(o), (5.26)
k=1

where the elementary matrix is
X5(0) = memit X (5.27)

To get the reconstruction for the perturbed time series z,, (o) using the linearized SSA
approach, the elementary matrices are calculated now using the perturbed eigenvectors
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Fig. 5.1: Plot shows the remainder of linearized vector (5.24) for (5.25), L = 200, r = 2; 0 = 0.1
(red), o = 0.05 (green), o = 0.01 (blue), o = 0.005 (black), o < 0.001 the rest
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Yo,i

Xg(o) = VJ,kVZ:kX

L L

o > e+ Ot S i+ 0(%)TX
i=1,i#k i=1,ik
L
=mnp X +o Y aipmng +menl )X+ 0(0?)
i=1,i4k
L

=X (0)+0 Y air(mmi +mnl )X +0(0?)

i=1,i#k

The second term corresponds to the first order change in the reconstruction of the series
due to its perturbation.

Grouping elementary matrices Xy(o), corresponding to first  principal components,
we get the resultant matrix

X(0) =Y Xi(o).
=1

Finally, after applying the diagonal averaging to the matrix X (o), we get the reconstructed
time series =,,. To calculate the forecast we substitute the vector (5.21) into the linear
recurrence formula (1.41) and use the reconstruction series z,

57,(0') = f1<0) + O'gi + O(O'Z)
The forecast for the N 4 1 point is calculated using the LRF

L-1
5N+1(0') = (ak + o(cay + bk) + 0(02))(§N7k+1(0> + OEN_k+1 T+ 0(02)).
1

>
Il

Opening the brackets, we get

L-1
%N—&-l(U) = (aka,k+1(0) + 0((cak + bk)fN,k+1(O) + ang,kJrl)) + 0(0'2)
k=1
L-1 L-1
_ ~ ~ ~ 2
= akxN,kH(O) +o Z ((cak + bk)xN,k+1(0) + akEN,kJrl) + O(U )
k=1 k=1

(5.28)

Considering the forecast of the N + 1 point of an unperturbed time series to be Zn1(0),
(5.28) can be expressed as a sum of the unperturbed forecast and the correction term

L-1

Int1(0) =zn41(0) + 0o Z ((cak +bk)TN—k+1(0) + ang_k+1) + 0(0'2). (5.29)
k=1
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Analyzing the recurrence vector (5.21), one can see that the noise appears only in o j
coefficients. Recalling (5.14), one can investigate how the noise (considered to be white
noise) and its variance affect the recurrence vector. Firstly we look at the numerator of
the coefficient a;

L

L
0 XN = " niwe Y nra(XNT )i (5.30)
k=1 i=1

Recalling that X and N are Hankel matrices, we can write each element of these matrices
as Xjj = @i+j—1 and Nj, = nj,_1, respectively. Thus, we can rewrite (5.30) as

L L K
i XN = Z N1k Z nr,i Z Tigj—1Mj4k—1- (5.31)
k=1 =1 =1

Let m = j+ k — 1, then (5.31) becomes

K+k—-1

L L
S kY nri Y TipmkTn (5.32)
k=1 =1 m=k

The aim of these manipulations is to see how the noise affects the future forecast of
the series. However, noise comes into the forecast not only through reconstruction of the
time series, but through the recurrence vector as well, specifically through «; . coefficients.
We know that the noise satisfies properties of white noise. If it is possible to rewrite the
numerator as a sum of n,, with some coefficients, we can treat it as i.i.d. random variable
and therefore calculate its variance.

Now we can rewrite (5.32) as

L m K-1 L L
g E Nm NITEN iTi+m—k T § E nmE NITENiTi+m—k

m=1 k=1 =1 m=L+1 k=1 i=1
K+L-1 L

L
+ Z Z nmznll,knl,i$i+m—k- (5.33)

m=K k=m—-K+1 1=1

Since n,, ~ N(0,0?) and i.i.d. we can find the variance of nITXNTnU.

In principle, it is possible to derive the expression for the variance of noise &,, but in the
obtained sum (5.33) is derived so that the statistical independence of the input noise n,, is
obscured, which makes it difficult to derive the expression for variance of the forecast. If we
try to plug in the coefficients o with their rewritten numerator expressions into (5.28),
recalling that they enter the expression through ¢ (5.22), we get even more complicated
formula.

This expression illustrates the difficulties one meets while working out the relationship
between input and output noise. Thus, next step is to consider each part of the SSA
procedure that perturbation affects and see if it is possible to separate these effects.
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5.2 Reconstruction stability.

From the forecast LRF (1.41), (1.45), (1.58), (1.59) and the way they were derived one
can see that the input noise is coming into the forecast not only through the time series
reconstruction, but also through the recurrence vectors as well. The input-output noise
relation is non linear due to the time series reconstruction process and complicates the
understanding of this relation.

We begin from looking at the univariate case. Suppose we have an unperturbed time
series x,, with Hankel matrix X and its perturbation oe, with Hankel matrix oN. The
matrix Z is denoted as in (5.1). Recall that eigenvalues and eigenvectors for the perturbed
time series are calculated from (5.4).

The perturbation of the time series affects the reconstruction of the time series xz,
directly and linearly through the Hankel matrix oN, and indirectly and non-linearly by
the noise coming through perturbed eigenvectors -, i.e. the projection of Hankel matrix
X4 oN. To study these effects in the projection step (5.26), (5.27), (1.19) individually, we
need to look at them separately.

The reconstruction resulting from the grouping of the elementary matrices

mn;‘FX (5.34)

is the reconstruction of the signal Z(!) with no perturbation in the time series or in the
eigenvectors n;, used to build this reconstruction, i.e. this is SSA of the unperturbed time
series.

The reconstruction Z(®) resulting from the grouping of the elementary matrices

77} (X + oN) (5.35)

is considered to be the reconstruction of the double perturbation effect, i.e. this is SSA of
perturbed time series. Both, () and Z® are standard SSA reconstructions of time series
T, and x, + oe,, respectively.

Two following constructions are not exactly reconstructions. However, they are needed
to study the influence of the perturbation of time series.

Thus, next reconstruction ) is based on the effect of the Hankel matrix perturbation
only, but using the unperturbed eigenvectors

min; (X + oN), (5.36)

and the last one, Z®, uses elementary matrices resulting from perturbed eigenvectors, but
applied to the unperturbed time series

Y X. (5.37)
Thus we have:
e unperturbed SSA reconstruction,

e perturbed SSA reconstruction,
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0 1 40 60 80 100 120 140 160 180 200 0 20 40 60 80 100 10 1@ 180 180 200
Xn = sin(mw) xp = sin(mnw) + sin(3mmw)

Fig. 5.2: Unperturbed time series (5.39) and (5.40)

e two mixed cases, which help to study the effect of perturbation through eigenvectors
and the Hankel matrix.

For comparison purposes we take the difference between the reconstruction of time
series with any mentioned above perturbation effect and the one, which does not involve
any perturbations

70 — 7U) where i,j € {1,2,3,4}. (5.38)

We begin with analyzing simple time series. We take two simple generated time series
Ty = sin(mnw) (5.39)
Ty = sin(mnw) + sin(3mnw) (5.40)

Note that both time series were generated with MATLAB using following commands
x = sin(linspace(0, 300, 200))" + sin(3 * linspace(0, 300, 200))’

y = sin(linspace(0, 300,200))’,

Figure 5.2 illustrates both unperturbed time series, which were generated using with MAT-
LAB.

Firstly, we take (5.39) and perturb it with i.i.d. noise oe, ~ N(0,0?).

As in previous tests we choose n € (1,...,200), w = 1.5. The standard deviation o is
chosen to be 0.5. For this generated example, we have chosen window lengths L € {10,50}
for illustrative purposes and to see if the change in the window length effects the overall
picture. The time series itself has a straightforward structure, hence the reconstruction
requires only first two eigentriples, r = 2.

Figures 5.3-5.6 illustrate the reconstructions differences (5.38) with the parameters,
described above, i.e. o for the times series perturbation, and L and r for analysis.

Secondly, we analyze example (5.40) to see if the results obtained for the (5.39) example
hold. The setup for analyzing is the same as above, the only change is that for this
example we need first 4 eigentriples for the appropriate reconstruction. The reconstruction
differences are illustrated in Figures 5.7-5.10.
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Fig. 5.3: Reconstructions differences for the model (5.39) with perturbation oe, ) (green),

7D — 7 (blue), L=10
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Fig. 5.4: Reconstructions differences for the model (5.39) with perturbation oe, 7zl (blue),
~(2) _ ~(1) _
Ty’ — Ty’ (red), L=10
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Fig. 5.5: Reconstructions differences for the model (5.39) with perturbation oe, ) (green),

7D — 7 (blue), L=50
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Fig. 5.6: Reconstructions differences for the model (5.39) with perturbation oe, 7P —z (blue),
~(2) _ ~(1) _
Ty’ — Iy’ (red), L=50
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Fig. 5.7: Reconstructions differences for the model (5.40) with perturbation oe, oz (green),

72— 7P (blue), L=10

Several observations can be made from Figures 5.3 - 5.10.
The difference

522) — ES’) ~0forne{L+1,..,N—L} (5.41)

holds through the whole reconstruction, apart from the first and last L interval. Both
reconstructions are resulting from the grouping of elementary matrices (5.36) and (5.35),
respectively. Therefore, we can write the expression, which is equivalent to (5.41) in terms
of the sum of elementary matrices

r

Yo (X+oN) =Y il (X +0N) =) (v] —ninl )(X+0oN) =0,  (5.42)
=1 =1 i=1

which fits in with the observation that the difference in the eigenvectors is small, that it
can be neglected in comparison with the perturbation coming through the Hankel matrix
X+ oN.

Similar behaviour is observed for the difference

Wz ~0forne{L+1,...N — L}, (5.43)

which is approximately zero through all series, apart from the first and last L interval.
Since (5.41) and (5.43) are true, one would assume that the change in perturbed eigen-
vectors 7, as was already mentioned, is not crucial and, therefore, the reconstruction can
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Fig. 5.8: Reconstructions differences for the model (5.40) with perturbation oe, ) (blue),

7 ) (red), L=10
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Fig. 5.9: Reconstructions differences for the model (5.40) with perturbation oe, oz (green),

7 — 7 (blue), L=50
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Fig. 5.10: Reconstructions differences for the model (5.40) with perturbation oe, Pz (blue),

72 — 70 (red), L=50

be obtained with unperturbed eigenvectors n with a minor loss in the middle part of the
series. However, the minor loss in this case could be explained by the simplicity of the
time series structure.

Now we look at two other differences

which correspond to the differences of sums of elementary matrices, respectively

T T T
D it (X4oN) = g X =) (i —mind )X+ oyiy! N
i=1 i=1 =1

., R . (5.44)
> ol (X+0N)=> ninf X =0 nm N,
i=1 i=1 i=1
Figures 5.4, 5.6, 5.8, 5.10 illustrate that these differences are not zero and in fact are
sufficiently larger than the difference in (5.43). The differences in terms of elementary
matrices (5.44) point out that the noise in the Hankel matrix N has a large impact on the
reconstruction of the time series and hence the effect of this perturbation has more weight
in comparison with the perturbation coming through the eigenvectors.

Both time series above were generated and have simple structures. To justify the
omission of the perturbation in the eigenvectors, we look at the real data examples in
section 5.9.
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So far, we assume that it is possible to neglect the change in eigenvectors due to
perturbation comparing to the change due to Hankel matrix oN. The purpose of this action
is to simplify the expression (5.28) by neglecting unessential changes due to perturbation,
so that one could focus on more substantial effect, caused by noise.

Remark Bivariate SSA reconstruction stability. For simplicity, suppose we have main
series x, with the perturbation oe,, such that Xj is unperturbed Hankel matrix (i.e.
o =0) and X (o) is the perturbed one. The support series y,, has Hankel matrix Xy. Here

we study 4 cases as for univariate SSA, which are unperturbed MSSA reconstruction of
~(1),MSSA (2),MSSA

series X, Tn, , perturbed MSSA reconstruction of the main series Z, and two
mixed cases. First mixed case, where the reconstruction 57(13)’MSSA comes from diagonal
averaging of grouped elementary matrices
pMSSA ([ MSSAYT Xy (o)
7 (2 XQ
. ~(4),MSSA . . .
and reconstruction x, , which comes from diagonal averaging of grouped elementary

matrices

, X
%MSSA (%MSSA)T (X;) 7

(2) (z(0))
where nMS54 — (Z(y)> and nM954 = (1(21(0))) both of size 2L with n® and ~*(@))

corresponding to the first L terms of unperturbed vector 554

and perturbed eigenvector

AMSSA respectively and n® and 4(¥(9) are corresponding to last L terms of unperturbed
vector nM954 and perturbed eigenvector yM994  respectively.

However, if we look at the convolution expression for the main series reconstruction

(see 1.33)

L—1L-1 L—1L-1
H D D phys Mo+ d D piyS ™y
k=0 j=0 k=0 j=0

we see that perturbation appear in the initial time series x,, + o€, and the projectors p'
and p? (1.31).
Taking a simple example with time series

Ty, = sin(mnw) + 0.5¢,,
( ) (5.45)

Yn = sin(mnw)

of the length N = 200 with w = 1.5 and i.i.d. perturbation 0.5¢, ~ N(0,0.5) and

. ~(1),MSSA ~(2),MSSA ~(3),MSSA~(4),MSSA
calculating xy, , Ip, , Ty, Ty,

the difference

we see in Figures 5.11 and 5.12 that

~(4),MSSA ~(1),MSSA
FAMSSA _ (1)
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Fig. 5.11: Reconstructions differences for the model (5.45) FAMSSA 5 (1)MSSA (green),
FOMSSA _ Z(1).MSSA (1,0 Z@MSSA _ Z().MSSA (104) 1,10, r=2

does not go to zero, as expected and differences

~(3),MSSA ~(1),MSSA ~(2),MSSA ~(1),MSSA
FMSSA _ GMSSA 4 FEMS5A_ (D

have similar oscillations but the difference between them is also not zero.
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Fig. 5.12: Reconstructions differences for the model (5.45) FHMEsA (green),
FEWMSSA _ (DMSSA (11 0y ZDMSSA _ 5().MSSA 104y 1100, r=2
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Fig. 5.13: The Recurrence Vectors obtained from SSA of (5.39) without and with perturbation oe,
R, (blue) and R, (red), respectively, L=10

5.3 Recurrence vectors stability: univariate case.

As was mentioned in the previous section the variance of the perturbation depends not
only on the perturbation in the reconstruction of the series, but also is affected by the
perturbation in the recurrence vectors.

The recurrence vectors approximately stay the same under small perturbation (see
Figures 5.13-5.16). We may assume that the change in the recurrence vectors under per-
turbation can be also neglected without dramatic loss for further analysis and forecast.
However, in the forecast LRF the whole recurrence vector is multiplied by the last (L —1)
reconstruction terms, so that the small differences at each point add up in LRF and one
can think that it may lead to a bigger difference, especially if the window length L is large
enough. Nevertheless, in section 5.4 we observe the opposite situation, when the larger
window length actually gives a better approximation of the forecast.
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Fig. 5.14: The Recurrence Vectors from SSA of (5.39) without and with perturbation, oe, R,
(blue), R, (red), respectively, L=50

Fig. 5.15: The Recurrence Vectors from SSA of (5.40) without and with perturbation, oe, R,
(blue), R, (red), respectively, L=10
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Fig. 5.16: The Recurrence Vectors from SSA of (5.40) without and with perturbation, oe, R,
(blue), R, (red), respectively, L=50
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Fig. 5.17: Forecast (&#1s1, ..., &201) of the main series (5.39) with perturbation oe,, using unper-
turbed R,, (blue) and perturbed R, (red), L=>50

5.4 Forecast stability: univariate case.

In this section we want to verify the assumption that the omission of the perturbation
in reconstruction and in the recurrence vectors do not have a tangible impact on the
forecast. In section 5.2 we establish that the reconstructions of the perturbed time series
using perturbed and unperturbed eigenvectors look approximately the same on the interval
(L+1,...,N — L). Hence, for stability analysis of the forecast, a sensible thing to do is
to start the forecast from the point (N — L). Here we do not wish to forecast the future,
but rather we are interested in F-test statistic and its connection to the noise in the initial
time series.

For a bigger window length the forecast for both time series generated stays approxi-
mately the same (see Figures 5.17,5.18). For this examples the choice of smaller window
length L = 10 leads to a larger forecast error (see Figures 5.19,5.20). According to Fig-
ure 5.2 the window length L = 10 describes only half of the period, therefore, it does
not capture the regularity of the behaviour, while L = 50 is enough for the whole period
description.
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Fig. 5.18: Forecast (#1s1,...,4201) of the main series (5.40) with perturbation

turbed R,, (blue) and perturbed R, (red), L=>50

08

Fig. 5.19: Forecast (#1s1,...,&201) of the main series (5.39) with perturbation

turbed R, (blue) and perturbed R, (red), L=10
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Fig. 5.20: Forecast (#1g1,...,%201) of the main series (5.40) with perturbation oe,, using unper-
turbed R,, (blue) and perturbed R, (red), L=10
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5.5 Stability check performed for real data: univariate case

To validate neglecting changes in reconstructions, recurrence vectors and forecast under
perturbation discussed in this chapter, we need to check it for some real time series.

The real data presented here is monthly sales of dry Australian wine for the period
1980 - 1994 [21]. Here we take dry wine time series. The analysis of the dry wine time
series is done as in |11, Chapter 1], where the same time series was used. The length of the
series is N = 187 and the natural period is equal to one year, i.e. 12 months (12 points).
It is natural to choose a window length to be a multiple of 12. According to the book [11,
p. 138], the optimal window length to obtain the structure of the time series is L = 24
and the number of eigentriples, which correspond to the trend and main periodics, is the
first five.

Here we consider the signal to be based on the first 5 principal components, and the
leftover residuals correspond to a noise term.

There are several approaches to look over the stability of given data reconstruction.

We begin with defining the series signal and residuals and then work with obtained
model. We define the time series structure as follows. The main series T;_5 is smoothened
dry wine series, based of first the 5 eigentriples, residuals € = x — Z1_5, where x is initial
dry wine time series, correspond to the natural noise. Based on this structure, we now set
up perturbed time series in two different ways.

1. We take Z1_5 to be the unperturbed time series and perturb it with permuted resid-
uals €. The permutation of the residuals destroys the initial correlations in it, but
keeps its initial mean, variance and distribution.

2. We take the initial dry wine series, T1_5 + &, and permute it with the artificial
generated white noise & ~ WN(0,02) with o = 200.

The wine time series, the reconstruction based on the first 5 principal components (L = 24)
and residuals are illustrated in Figure 5.21.

The differences between reconstructions shown in Figure 5.22 (original residuals) and
in Figure 5.24 (permuted residuals) supports the statement that reconstructions =) and
™) are mostly identical apart from the first and last window length interval. Also, if we
permute given time series by some generated noise we will get the same result (see Figure
5.5). The perturbation for the example shown in Figure 5.5 is i.i.d. white noise with the
variance o2 = 40000.

For all three suggested approaches we checked how the recurrence vector change under
each perturbation. As one can see from Figures 5.23, 5.25, 5.5 the change is minor and
could be omitted.

Although the recurrence vectors do not change dramatically under perturbation, the
forecast seems to change more significantly if we permute the original residuals (see 5.5)
and much less if one adds artificial Gaussian white noise to the time series (5.5).
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Fig. 5.21: The initial Australian dry wine time series (blue), signal (green), noise (red), permuted
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Fig. 5.22: Reconstructions differences: G (blue), 7z (red), bz (green)
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Fig. 5.24: Reconstructions differences: 55512) - 55511) (blue), 5513) — 5511) (red), 55%4) — EES) (green)
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Fig. 5.26: Forecast (&12sg, ..., £148) wWith unperturbed R (blue), (Z12s, .., £14s) with perturbed R and
original residuals (red), (Z12s, ..., £145) with perturbed R and permuted residuals (green)
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Fig. 5.29: Forecast (2128, ...2148) with R, (blue), (Z12s, ..., £148) with R, (red)

5.6 Analysis of noise variance: univariate case

The convolution representation of SSA makes it is possible to study noise propagation in
more transparent way.
Suppose we have some perturbed time series

Tp + 0En

where x, correspond to signal and &, is i.i.d. Gaussian white noise. Using the convolution
expression for the SSA reconstruction (1.23) with some coefficients ¢;(c) and substituting
our perturbed time series, we get

=" 0-m(0) (@ + oEm) (5.46)
MEZ

= Z n—m(0)Tm + 0 Z Gn—m(0)em (5.47)
meZ meZ

Applying the LRF (1.41) to the reconstruction (5.46), the expression for the forecast
Zn4+1(0) may be written as

M

-1
i’N—l—l(O‘) = (Z gN+1—i—m )ZL’m +o Z QN+1—i—m(U)5m> (548>

i=1 MEZ MEZ

L-1 L-1
_ Z )Y avsicim(@)tm+ 0 Y ai(0) Y anvpimim(0)em  (5.49)

=1 meZ i=1 meZ
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From (5.49) we see that both kernel coefficients ¢;(¢) and recurrence vector coefficients
a;(o) depend on noise of the initial time series, which complicates the process of estimating
the variance of the noise in the reconstruction and in the forecast.

The stability analysis has shown that under small perturbation it is possible to ignore
the changes in time series reconstructions and recurrence vectors. In terms of convolution
SSA it means that under small perturbation we can ignore the changes in coefficients g;.

Based on the stability analysis in Chapter § we can make an assumption that recurrence
vector coefficients and the convolution kernel coefficients do not change under perturbation
oe. This assumption gives rise to the following proposition.

Proposition 5.6.1. Suppose we have a time series
(o) =xpn+0oen, (MEZ), st xp=c,=0,if €{1,...,N},

where x,, correspond to unperturbed time series and €, ~ N(0,1) i.i.d. ifn € {1,...,N}.

Let (5.49) be the LRF for the forecast point xn_r+1(0). Then assuming that the con-
volution kernel coefficients do not change under perturbation the variance of forecast error
can be written as

var(én-p+1) = 0| Rxqf3
where R and q are obtained from the unperturbed time series .

Proof. Assuming that convolution kernel coefficients do not change under perturbation we
can substitute coefficients ¢; obtained from the unperturbed time series instead of ¢;(o)
into (5.47), and get

%n(o') = Z Qn—mTm + O Z Gn—m (550)

meZ meZ
= 70(0) + 0F (5.51)

where

En = Z Gn—mEm (5.52)
meZ

En = Z Gn—mEm (553)
meZ

is perturbation in the reconstruction z,(c). The variance of the perturbation in recon-
struction of Z, (o) could be easily calculated, using the property of independent random
variables. And the variance of the perturbation in reconstruction at each point is

Uar(gn) = Z ’ gn—m |% (5.54)
MmEZ
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The forecast is obtained using LRF (1.41)

L-1
i‘N,LJrl(O') = ZCLZ‘CAL‘JN,L+171'(O') (555)
=1

where a; are the terms of the recurrence vector R (1.42). Substituting (5.47) into (5.55)
we get

L1
En_r41(0) = Z ai(z AN—L+1—i—mTm + O Z qN—L+1—i—mEm) (5.56)
=1 MEZ MEZ
-1 L1
= Z a; Z qN—L+1—i—mTm + O Z a; Z qN—L+1—i—mEm (5.57)
=1 meZ =1 meZ
-1
=2N-141(00) +o Z a; Z N—L+1—i—mEm (5.58)
i=1 meZ
Thus
-1
EN_L41 =0 ) a; Z qN—L+1—i—mEm (5.59)
i=1 MEZ

L—1
=0 Z (Z WiqN—L+1—i—m)Em (5.60)
meZ 1=1
is a perturbation term of the forecast, wunder simplifying assumptions.

Before calculating the variance of the output noise, let us recall the assumptions that
have been made.

First of all, the input noise is the i.i.d. and comes from normal distribution with zero
mean and variance o2. Secondly, we assume that the change in eigenvectors is not crucial
due to perturbation and therefore we omit these changes, so that eigenvectors are fixed.
And the last thing, that is worth mentioning is that due to the second assumption the
convolution coefficients g, are also fixed and do not depend on noise.

So since it is possible to separate the perturbation term oéyx_r+1 from the signal term
ZN-1+1(0), we can find the variance of éx_141

L1
var(én_ri1) = 0° Z \ Z AN —L+1—i—m | (5.61)
meZ 1=1
L—1
=0y | Y aigp|* wherek=N—L+1-m (5.62)
keZ i=1

which is the #2 norm of the convolution of the recurrence vector with the reconstruction
kernel,

var(éN_L+1) = JQHR*QHg (5.63)

O
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5.7 Analysis of noise variance: bivariate case

According to the stability analysis we can substitute the perturbed coefficients with un-
perturbed.

Although, the recurrence vector Rq1 behaviour is stable under small perturbation, there
are certain instability problems with Rjs, variance analysis for the real time series further
in this section. It is also interesting to look at the behaviour of the constructed variance
of the MSSA forecast under assumptions that minor changes in recurrence vector and
convolution coefficients can be neglected and what actually is causing the instability in the
R1o recurrence vector.

Suppose now we add a noise perturbation to the

zn(0) = xp + oy, (5.64)

where xz,, corresponds to signal and &, corresponds to Gaussian white noise, &, ~ N(0,1)
i.id..

Recalling MSSA LRF for the forecast (1.58) and its recurrence vectors Ry; (1.60) and
Ri2 (1.61) one can find the forecast &y_r+1(0):

L-1

EN_r41(0 Z a1 ZN—r+1-i(0) + Z b1 UN—1+1—i(0) (5.65)
i—1

where ay ;,b1,; are terms of two recurrence vectors Ry; (1.60) and Rj2 (1.61) respectively.
Note that we are operating under following assumption that recurrence vectors Rq;
and Rio are obtained from the unperturbed time series x,, i.e. fixed.
Substituting reconstructions (1.35) into (5.65) we get

EN-r+1(0 Z ati Z AN—L41—i-mTm(0) + Z XL 1—imYm)

meZ meZ (566)
+Zb1l ZQN LA1—i—mT +ZqN L+1zmym)
meZ meZ
Then substituting (5.64) into (5.66), we get
TN L+1 Zall Z AN —-L+1—i—mTm +o Z AN—L+1—i—mEm + Z AN —L+1—i— mym)
meZ meZ meZ
L—1
4
+ Z bl,i(z AN L 41—i—mTm + O Z AN —L41—i—mEm + Z AN L4 1—i-mYm)-
=1 meZ meZ MEZ
(5.67)
=iN-1+1(0) + EN—L11 (5.68)
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Define

EN— L+1—UZG1zZQN L+1zm5m+UZbIzZQN L+1—i-m& (5.69)

mEZ meZ
L-1
1 3
=0 > > (01N Li1—imm T DLiGX— Lp1—i-m)Em (5.70)
meZ i=1

as a perturbation term.
Similarly to the univariate case, we can now calculate the variance of the perturbation
in the forecast Zny_r+1(0)

L—1
var(En-r11) =0 > | Y (014aN - r1—im + 1@ ry1—iom) | (5.71)
meZ =1
L—1
—022 | Z ariqh_; +b1igp ) >, where k=N —L+1—-m (5.72)
keZ i=1

which is the £2 norm of the sum of convolutions of recurrence and reconstruction vectors

UaT(éN_L+1) = O'2||R11*q1 +R12*q3||% (573)
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Fig. 5.30: Setup 1. Generated noise added to initial time series. SSA convolution coefficients q.

5.8 Stability analysis and convolution based causality measure

Stability of convolution kernel coefficients and recurrence vectors on the real data example
Before estimating variances of the output noise (5.63,5.73) we need to make sure that the
omitting changes under perturbation assumption holds for the real data.

Let red wine series be main series z and sparkling wine to be support series y. For
both time series L = 60 and r = 7 seem to be optimal choice of SSA parameters. Let us
define 3 following setups for this test

1. signal - initial x, perturbation - generated white noise ¢ ~ WN(0,100) (generated
N = 1000 times), support - initial y;

2. signal - reconstruction based on first 7 principal components (L = 60) z1_7, pertur-
bation - leftover residuals, permuted Ny = 256 times, support - reconstruction based
on first 7 principal components (L = 60) y1_7;

3. signal - initial z1_7, perturbation - generated white noise ¢ ~ WN(0, 100) (generated
N, = 1000 times), support - initial y3_7;

For each setup we want to investigate the behavior of the convolution coefficients ¢, ¢', ¢
and the recurrence vectors R, Ri1, Rio.

For the Setup 1 (see Figures 5.30-5.35) and 3 (see 5.42-5.47) we observe good stable
behaviour, especially for the setup 3, where we have smoothened time series (the signal
is based on the first 5 eigentriples) and added Gaussian white noise. However, in case
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Fig. 5.31: Setup 1. Generated noise added to initial time series. MSSA convolution coefficients ¢'.
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Fig. 5.32: Setup 1. Generated noise added to initial time series. MSSA convolution coefficients ¢3.
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Fig. 5.33: Setup 1. Generated noise added to initial time series. SSA recurrence vector R.
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Fig. 5.34: Setup 1. Generated noise added to initial time series. MSSA recurrence vector Ryj.
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Fig. 5.35: Setup 1. Generated noise added to initial time series. MSSA recurrence vector Ris.
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Fig. 5.36: Setup 2. SSA convolution coefficients q.

133



Fig. 5.37: Setup 2. MSSA convolution coefficients ¢'.
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Fig. 5.38: Setup 2. MSSA convolution coefficients ¢>.
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Fig. 5.39: Setup 2. Time series with permuted natural noise. SSA recurrence vector R.

Fig. 5.40: Setup 2. Time series with permuted natural noise. MSSA recurrence vector Rj.
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Fig. 5.41: Setup 2. Time series with permuted natural noise. MSSA recurrence vector Rjs.
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Fig. 5.42: Setup 3. Time series with permuted natural noise. SSA convolution coefficients g.
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Fig. 5.43: Setup 3. Time series with permuted natural noise. MSSA convolution coefficients q'.
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Fig. 5.44: Setup 3. Time series with permuted natural noise. MSSA convolution coefficients ¢>.
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Fig. 5.45: Setup 3. Generated noise added to the reconstruction. SSA recurrence vector R.
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Fig. 5.46: Setup 3. Generated noise added to the reconstruction. MSSA recurrence vector Rj.

138



0.035

0osk b | i i 4
i It I I I
0025 |} I [ | I =
\ i [ oL [ &
] i [ [ I i
0.02f | ¢ I ! i & B
[ | | - [0 4

! ! |
- A - 5 N
00151, | ! 5 O I ol 0 Voo o

1 [ Vo Yo 1 {
-0.005 - \ L ey W .

i ' i | L]
0011 ! i | \f |

-0.015 L L ! L L

Fig. 5.47: Setup 3. Generated noise added to the reconstruction. MSSA recurrence vector Rjs.

when we try to destroy the correlation in natural noise of the series we observe instability,
see Figures 5.36-5.41. Thus, in the following section we first smooth the data and add
Gaussian noise to it to do further stability analysis. Note that each graph is plotted for
Ng = 1000 trials. Thus, the fatness of the graphs gives the indication of the stability. Note
that the condition of noise being Gaussian seems to improve the stability.
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Fig. 5.48: Red wine (red) and sparkling wine (blue), 1980-1994.

Stability of forecast error variances on the real data example

The time series is taken from the same data [21]. For this example we have chosen red
and sparkling wine time series of the length N = 187, as visually the periodics of both
time series look the same, see Figure 5.48.

Before running the trials to examine the goodness of output noise variances (5.73,5.63),
the data need to be analyzed. According to the book [11] [p.138-139], the optimal param-
eters for both, the red and the sparkling wine, time series are as following: window length
is L = 60 and number of principal components r = 7.

Each trial of the test has the following setup:

e main series x - smoothened red wine series, based on the first 7 eigentriples (obtained
with SSA),

e support series y - smoothened sparkling wine series, based of the first 7 eigentriples
(obtained with SSA),

e ¢ ~WN(0,0?) - pseudo-random generated white noise using MATLAB with o = 10
(generated Ny = 1000 times);

e pc{0.1,0.2,...,1.1} is the support series multiplier.

Note that the added noise does not change when we switch to different o
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Tab. 5.1: SSA Red Wine Forecast Measures
ossa | 0?|R* xq| | var(C) (5.77) | var(#7%")
7.9911 | 6.7355 | 72037 |  7.9991

So the time series for each trial are

Tn e {1,200}, n € {1, ..., 187} (5.74)
PYn
We define several expressions, which help us to study the forecast stability
L-1
A= (af ;Fros—i + b1iizs—i) (5.75)
i=1
L-1
B = Z(aiﬁus;—i + b1 ;Y128—i) (5.76)
i=1
C= Z CRE oy (5.77)

where Z, ¥ are reconstructions obtained from MSSA, 7954 is a reconstruction obtained

from SSA, a; and b; are the coefficients of the recurrence vectors R11 and Rqo respectively,
and afbf,ci are the coefficients of fizred (unperturbed) recurrence vectors Rf,, Rjy, R®
obtained from the MSSA(SSA) applied to the unperturbed time series. The unperturbed
time series in this case correspond to x, for SSA; for MSSA the unperturbed time series
correspond to (5.74), where ¢, = 0.

First, looking at SSA resulting Table 5.1, one could see that the theoretical measure
(5.63) is not far off C and could be its reasonable estimate.

Leaving the values for var(A) for MSSA aside for a moment, we observe that the
variance (5.73) in Table 5.2 decrease dramatically as p grows, while the empirical variance
var(&128) seem to be more or less stable, apart from the outstanding value for p = 0.18.
Although, ignoring p = 0.18 values for a moment, we see it decreases till certain p (0.8),
and then we observe slight increase in empirical variance. We also observe that the variance
var(B) has a similar tendency as (5.73). In fact, recalling (5.73), one can see that

var(B) ~ var(éAN/‘[ffA). (5.78)

Nevertheless, we do not observe convergence to zero for var(zi28) and var(A). The only
difference between var(A) and var(B) is the choice of recurrence vector in the second term.
It makes a dramatic difference if one uses Rf, instead R12. Hence, we are able to pinpoint
the problem with the theoretically constructed variance for MSSA output noise, which is
the instability of the Rjs recurrence vector under the perturbation e.

Also, for this analysis we came across very unstable behaviour of all the variances,
mentioned in Table 5.2, apart from the estimate of variance (5.63), based on the convo-
lution approach. This instability is caused by the eigenvectors swap due to the fact, that
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Tab. 5.2: MSSA Red Wine Forecast Measures
p | F®IRi x ¢t + Riy = %] | var(A) (5.75) | var(d1ss) | var(B) (5.76) |

0.1 9.6975 6.6278 7.4768 6.5749
0.17 4.5769 114.5941 8.1574 7.1851
0.18 2.6169 3146.2 3898.9 997.9766
0.19 2.5575 194.1092 7.3854 3.6954
0.2 2.4359 30.4935 6.7346 3.24539
0.22 2.1989 9.5182 5.9248 3.1407
0.3 1.5222 5.1692 4.7625 1.9477
0.4 1.0386 4.5712 4.6748 1.2182
0.5 0.7341 4.371 4.7254 0.7938
0.6 0.5253 4.3115 4.8085 0.537
0.7 0.3792 4.3248 4.8949 0.3738
0.8 0.2764 4.3794 4.978 0.2663
0.9 0.2039 4.4572 5.0574 0.1934
1 0.1523 4.5463 5.1319 0.1429
1.1 0.1152 4.6383 5.1994 0.1073

corresponding eigenvalues are approximately the same. In this particular case, our cut-off
point is 7 principal components, i.e. we use 7 principal components to obtain a forecast
base. The eigenvalues for principal components 7 and 8 are very close to each other for
p = 0.18, which is not the case for example for p = 0.3. We can see from Figure 5.49
that distributions of eigenvalues 7 and 8 are intersecting and in fact seem to be very alike.
However for p = 0.3 eigenvalues 7 and 8 have no intersections in distribution whatsoever
(see Figure 5.50).

This particular example with different multiplier in support series illustrates that the
comparison of the variances is not always a fair test for causality. In order to see if the
variances do not mislead in terms of causality it is useful to compare sets of variances
obtained for different scaling.

Now by generating a support time series, such that it has no common trend or periodics,
we look at the variances behaviour of red wime forecast when causality is not expected.
For this example we have generated the following time series of the length N = 187 using
MATLAB

Yn = 1000 (sin + 500 (5.79)

1.61 - 12n>
The analyzed time series are illustrated on Figure 5.51.
In Table 5.3 we observe nearly opposite behaviour of the variances to the one shown in
Table 5.2. The suggested forecast error variance (5.73) does not decrease as rapidly as in
Table 5.2, moreover, its seems to stabilize at value 6.6. The variance var(A) in Table 5.2
has a sharp increase from p = 0.1 to p = 0.17, then decreases with p increasing to 0.6 and
slightly increase for p in range 0.6 to 1.1. However, we observe the increasing trend in Table
5.3. The forecast variance var(&12g) for both examples, when support series is sparkling
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Tab. 5.3: MSSA Red Wine Forecast Measures with support series (5.79)

P ‘ 0?|R5, * ¢t + R5y + | ‘ var(A) (5.75) ‘ var(Zi2g) ‘ var(B) (5.76) ‘
0.1 7.8661 8.4545 8.6397 7.8798
0.2 7.1994 7.952 8.1232 7.5153
0.3 6.7942 8.8551 7.7428 7.1967
0.4 6.6424 11.6653 7.5411 6.9916
0.5 6.5881 15.1699 7.4265 6.8687
0.6 6.5639 18.2412 7.3044 6.793
0.7 6.5341 22.2217 9.9216 6.7272
0.8 6.5747 22.6167 8.2548 6.7453
0.9 6.5809 24.0218 8.3286 6.7349
1 6.5853 25.0824 8.3883 6.7274
1.1 6.5888 25.8982 8.4366 6.7218
10 6.6064 30.0821 8.7161 6.6967
100 6.6067 30.1362 8.7201 6.6964
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wine time series and simulated time series (5.79), oscillates but not dramatically. In Table
5.3 we see that var(B) decreases rapidly while p increases, but for the counterexample (see
Figure 5.51, Table 5.3) the variance var(B) is stable.

The focus of this chapter was the relationship between the initial input noise of the time
series and the resultant output noise after SSA/MSSA analysis. We studied the exact
effects SSA mechanism has on the formation of the error in the obtained forecast.

We introduced the linearization of the SSA procedure, naturally to the first order, when
the perturbation comes in the main series. The purpose of the linearization was to come
to a better understanding of noise propagation through the SSA approach and see if it
was possible to derive an expression, that connected noise in the initial time series with
the error in the forecast. In its complete form, this expression tends to obscure statistical
independence of input noise, which made further derivation difficult.

We studied the noise propagation at three SSA/MSSA stages: projector construction,
time series reconstruction and forecast. At each stage we assessed the size of perturbation
effect and checked if any of them are dominant. The analysis have shown that the pertur-
bation coming through the perturbed eigenvectors can be neglected due its unsubstantial
influence on the reconstruction, while the perturbation coming through the Hankel matrix
plays a crucial role in reconstructions. To validate this point we did three stages stability
analysis for simulated and real data.

Thus, for further stability analysis we assumed that the recurrence vectors are fixed,
although some instability occurred for the recurrence vector Rio, which are revealed in
Sections 5.8. Nevertheless, we assume that all recurrence vectors stay constant.

We analyzed the variance of the forecast of red wine time series with two different
support series, sparkling wine support series and simulated support series (5.79). We
expect causality in case when support series is sparkling wine, as visually their structures
have similarities, however we do not expect any causality between red wine time series
and time series (5.79). We studied the forecast variance from different angles by fixing the
components in the forecast LRF, see (5.75, 5.76, 5.77). Curiously, the theoretical forecast
variance, suggested in this chapter (5.73) has a homogeneous behaviour comparing to
other variances and seem to be the only measure, which is not affected by the overlapping
distributions of cut-off eigenvalue with the eigenvalue next to the cut-off one. However,
in the counterexample, which is set so that there is no causality between time series, the
variance (5.73) is stable for all chosen p and does not change even if the multiplier p is
much bigger then 1 (see Table 5.3, values for p = 10, 100).

For these particular examples we observed that the introduced variance decreases
rapidly with increasing multiplier if causality takes place and is stable if causality is ab-
sent. The comparison of two introduced theoretical variances, (5.63) and (5.73) may be a
fair way to detect causality, as it is not affected by the possible eigenvectors swap, as was
described above. Thus, the ratio of variances (5.63) and (5.73) is competitive to the ratio
of variances used as F-test statistic.

To summarize last two paragraphs, on the basis of simplifying assumptions we derived
a theoretical model for the output variance, which is based on the recurrence vectors and
convolution. The implementation of this model showed the most stable and consistent

145



result, comparing to other suggested variants. Moreover, the comparison of the output
variance (5.63) and (5.73) is competitive to the ratio of variances used as F-test statistic.
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CONCLUSIONS

Achieved goals

This thesis is dedicated to the study of two major concepts in time series analysis and
in econometrics, i.e. of Singular Spectrum Analysis, and of Granger’s causality concept,
which originally is applicable only to the stationary autoregressive model.

The goal of the work was to to combine Singular Spectrum Analysis technique with
Granger’s fundamental idea in such a way that it is possible to find a suitable measure
for causality between two time series, without stationary autoregressive model constraints.
Granger’s concept of causality is founded upon the ability to forecast, so SSA seems to
be a good starting point to build a new causality test, as it provides flexible tools for
forecasting.

This study revealed that the statistical Granger’s causality tests, which should be
distinguished from Granger’s theoretical concept of causality coherence, are sensitive to
chosen parameters, such as the time lag used in the underlying linear regression model and
time shifts in the support series. Moreover, the majority of Granger causality tests are
closely related to the F-test, described in Chapter 3.

We applied the F-test, sign test and dominance tests to the quality of the MSSA
forecast, compared with the SSA forecast, in a simulation study see if causality can be
identified. F-test and sign test performance supported our expectations.

For the dominance tests we introduced indicator measures, which are useful to help
decide which case of dominance occurs in a given data set.

In general, F-test, sign test and dominance tests along with direct distribution com-
parison did not contradict each other, and results in most cases were consistent.

These calculations also revealed a certain regular pattern, appearing between the loss
function comparing the forecast with the real signal of the time series S(), and the loss
function comparing the forecast with the actual value of the time series S@| i.e.

5@ g0 4 52

with o2 being the variance of the noise in the main series.

We derived a novel approach to causality using Granger’s idea and built a tentative
causality measure modeled more closely on Granger’s concept, but using SSA/MSSA which
is suitable for time series outside the class of stationary autoregressive time series. This
measure arises from the idea of so-called linearized MSSA, which was derived in order to
avoid a fundamental scaling problem one comes across when dealing with standard MSSA.

The first order stability analysis of the SSA reconstruction and forecast algorithms un-
der perturbations in the main time series showed that the noise component coming through



the perturbed eigenvectors can be neglected due to its small effect on the reconstruction,
while the perturbation coming through the Hankel matrix has a dramatic impact on the
reconstruction.

The real data study revealed that natural noise leads to a greater instability than
Gaussian noise.

Thus, for further stability analysis we assumed that the recurrence vectors are fixed.
This assumption was shown to be valid empirically in some simulated and real data tests.
However, some remaining instability occurred for the MSSA partial recurrence vector Ryo,
as discussed and shown on examples in Sections 5.8. Nevertheless, we assume that all
recurrence vectors stay constant in our theoretical analysis of stability under perturbation,
in order to obtain a manageable formula.

This theoretical (5.73) forecast variance for MSSA has a smooth behaviour under scal-
ing of the support series, comparing to other variances considered, and seems to be the
only measure which is not affected by the overlapping distributions of cut-off eigenvalue
corresponding to the eigentriple with the smallest weight included in reconstruction, with
the eigenvalue next to the cut-off one. In the case of causality, the theoretical variance de-
creased markedly with increasing support series multiplier. However, in the non-causality
case the variance (5.73) is approximately constant for all chosen support series multipliers,
even if it is large.

We suggested the comparison of two introduced theoretical variances, (5.63) and (5.73)
to be a suitable way to detect causality, as it is not affected by the possible eigenvectors
swap, as was described in Chapter 5. The ratio of variances (5.63) and (5.73) could be a
foundation for a competitive measure for causality detection.

Future work

In Chapter 4 we introduced so-called linearized MSSA. The background of this idea
is following. If we consider causality to be phenomenon occurring between time series
structures, we would expect that these structures do not change with regard to scaling.
Nevertheless, if we run full MSSA procedure, we get different forecasts for the main series,
depending non-linearly on the multiplier used in the support series; using the linearized
MSSA we avoid this problem.

However, in the linearized MSSA we fully omit the autocovariance matrix XoXJ ob-
tained for the support series and to the analysis of the matrix

X, XT X;XJ
XoXT 0 )

from which arise following issues. First of all, by omitting the matrix XoXJ we make it
impossible to get a full reconstruction of the support series, which is substantial to obtain
the MSSA forecast. Therefore, we we cannot do the stability analysis performed in Chap-
ter 5. So far, we have got a good linear approximation of the recurrence vectors of the
MSSA procedure. It is interesting to construct the full linearized MSSA mechanism and
use it for further causality studies.
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It is a challenging task to combine the ideas of the linearized MSSA and the convolu-
tion approach together with the approximate SSA suggested in paper [26].

One of the ideas in the paper [26] was to build an approximate projector without doing
spectral analysis. The eigentriples in this case are given weight functions, so that if the
explicit eigenvalues change places the projector still changes continuously.

The combination of these approaches may lead to a better understanding of noise prop-
agation as well as to improve established theoretical models for resultant output variances.

The theoretical variance was built on the assumption that recurrence vectors and con-
volution kernels are stable and empirically we showed that the stability is valid for SSA
recurrence vector R and Ripj. In the future it is interesting to see to which extent the
stability assumptions made in Chapter 5 do hold and whether there are any boundaries for
their validity. It would be of a great importance for this question to know if these stability
assumptions have a theoretical proof behind them.

One of possible future directions is to verify the range of validity of suggested simpli-
fying assumptions of stability for recurrence vectors and convolution kernels for a wider
range of time series.

Another possible future research can be dedicated to study of the instability of the re-
currence vector Ris. It may be a sufficient contribution to stability analysis of the theoret-
ical variance model to investigate the causes of Rjs instability and may lead to a better,
improved version of causality measure.
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