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Inference on heavy tails from dependent data

S.Y.Novak
EURANDOM

Research Report No 99-043

Abstract

The statistics of extremes has been well developed for the case of i.i.d. observa-
tions. In a growing number of applications, however, the data appears dependent
and heavy-tailed.

We deal with problems of tail index, tail constant and quantile estimation from
a sample of dependent random variables. Consistency and asymptotic normality of
the corresponding estimators is established under mild mixing conditions.

1 Introduction

Statistics of extremes aims to estimate the tail probability IP(X > z) when z is “large”.
The other quantities of interest are the tail index (defined below) and quantiles. These
problems have important applications in finance, insurance, network modelling, meteo-
rology, etc.; they attracted significant interest from researchers (see, e.g., [4, 12, 28] and
references therein).

In the case of a parametric family of distributions and i.i.d. data, the maximum like-
lihood approach yields natural estimators of the tail probabilities (see [12] and references
therein). Unfortunately, one cannot be confident that the distribution belongs to a par-
ticular parametric family. Besides, the assumption of independence appears unrealistic in
a growing number of applications.

The present paper deals with the problems of non—parametric tail index and quantile
estimation from a sample of dependent data. We show that, under mild mixing conditions,
the estimators have the same accuracy as if the data were independent, while asymptotic
variances may be larger.

Our main tool is the ratio estimator of the tail index.

We recall the main properties of the ratio estimator (in the i.i.d. case) before presenting
the results.

1AMS 1991 Subject Classification: primary 62G05, secondary 60G70.
Key words and phrases: tail index estimation, quantile estimation, dependence.



Unless otherwise specified, the limits are as n — oo. We write a, ~ b, if a,/b, = 1,
a, L b, if an/b, = 0, and a, < b, if 0 <liminfa,/b, < limsupa,/b, < co.
We say that the distribution has a heavy tail if

G(z) =TP(X > z) = L(z)zV/° (a > 0) (1)
for all large enough x, where the (unknown) function L is slowly varying at infinity:
Jim L(zt)/L(z) =1 (Vt > 0). (2)

In the case L(z) = C(1+0(1)), C is called the tail constant. The number 1/a is called
the tail indez.

Distributions that obey (1) form a non—parametric class of probability laws. Our
purpose is to estimate the index a, the quantiles, and the tail constant (if it exists) from
a sample Xj,..., X, of random variables (r.v.s) distributed according to (1).

The ratio estimator

an = ap(a,) = Zn:ln(Xi/wn)]I{X,- > xn}/i {X; > z,} (3)

was introduced by Goldie and Smith [14]. The threshold level z, needs to be chosen
properly. If z, is too small then the bias of the ratio estimator is large (see Figure 1
below); if x, is too large then the bias is small but the variance is large (since only a
small part of a sample contributes to the inference).

Let Xn) < ... < X(3) be the sample order statistics. Denote z; = Xx,41) where k,
is an integer number. Then the statistic a,(z?) is Hill’s estimator a# = k7' o8, In( X/ Xk 41))
A number of other estimators of the tail index can be found in [4, 5, 28, 33]. A comparison

of the asymptotic performance of some tail index estimators is given in [15].
Denote p, = IP(X > z,),

" =a"(z,) = E{ln(X/z,)|X > z,}, v=v(z,) =a"/a—1.

The ratio estimator (3) is the sample analog of a*(z,). According to the relation (7)
below, a*(z) — @ as ¢ — 00 . The assumption

pn— 0, npp — 00 (4)
guarantees the consistency of the ratio estimator (see [21]). It is shown in [20, 21] that
ViPn(an/a —1) = N(0;1) (5)

if and only if np,v? — 0; if v,/np, — b then /np,(a./a —1) = N(b;1). In these limit
theorems, /np, may be replaced by N!/? where

n

N, = Nn(:L‘n) = Zi:l ]I{X,' > xn}

is the number of exceedances over the threshold z, .

2



The important question is how to choose the threshold z, . The theoretically optimal
threshold z2* is the value z, minimising the main terms in the asymptotic expansion
for the mean squared error IE(a, — a)?. The ratio estimator (3) seems to be the only tail
index statistic for which the asymptotics of the bias and the mean squared error have
been calculated (see [20, 22]):

Ean(za)/a =1) = v+ 0 ((np)*) , Blanfa = 1) ~ (npa) " +07. (6)

The condition v,/np, — b # 0 balances the terms on the right-hand side of (6). Using
the relation

E{Y*|X > z,} = a"k!(1 + v) ~a*K! (k€ N), (7)

where
vp = vi(zn) = /0 hn(u)e~*dut [KY, ho(u) = L™Y(@n) L(zne™) — 1 (8)

t can be drawn &nder additional restrictions on

(see [25]), an explicit expression for z2?
the distribution (1).

Consider, for instance, the following particular subclass of the non-parametric family
(1):

Pa,b,c,d = {IP : IP(X > :L') = cx—l/a (1 + dx—b/a + 0($_b/a)))} ]

If IP € Pypcq then, using (7), one gets v(z) ~ —bd(1 +b)~'z=*. Hence the asymptoti-

cally optimal value of the threshold z, is z%* = (2bcDn) 7% where D = (bd/(1+b))?,
and
—2b

E (an(@)/a — 1) ~ (1 + 2b) D5 (2ben) 5 (9)

(see [25]). The rate n ¥ is, in a sense, the best possible: a lower bound of that order
can be deduced from Theorem 3.1 of Pfanzagl [27]. |
For instance, the standard Cauchy distribution belongs to the class Pj21/r—1/3,

2 = (16n/81m)"/° ~ 2.29 and IE (a,(c%')/a — 1)° ~ 3(;?)1/5(2)4/5 Adaptive ver-
sions of z?* may be constructed by replacing the numbers a, b, c,d with their consistent
estimators &,b,¢,d such that |& — a| + b — b| = 0,(1/1nn).

A simple practlcal approach is to plot a,(-) and then choose z, from an interval in
which the function a,(-) demonstrates stability. The background for this approach is
provided by our consistency result. Indeed, if the sequence {z,} obeys (4) then so does
{tz,} for every ¢ > 0. Hence there must be an interval of threshold levels [z_;z] such
that an(z) ~a forall z € [z_;z,]. |

Embrechts et al. ([12], p. 355) recommend choosing the minimal value y such that
the empirical mean excess function

n

Ma(y) = 32X — ) I{X: > 4} /Ny

is approximately linear (assuming a < 1). This approLch makes the variance of the
estimator “small”, but the bias may become “large”.
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Denote .
Mo a(y) = 2 X{{X > y} [ No(y).

Let [z,;z}] be the interval where the function M, (z) is approximately linear.
We suggest choosing the average value a of a,(x) from this interval. To justify this
approach, we recall that
L(n(X/y)|X > y) = L(na),

where the random variable 7, has the exponential distribution with IEn, = a. From (7)
and the dominated convergence theorem,

E{(X/y)'[X >y} = E{e"*M]X >y} — B = 1/(1 ~ at)

if at < 1. Hence IEY*{X*|X > y} and its empirical counterpart M:/:(y) are asymptot-
ically linear. Our simulation results (see Section 4 below) demonstrate that a seems to
approximate the index a better than a,(z;).

Since a is not known, the question is which ¢ to choose. We suggest the following
3-step procedure: (1) construct a rough estimate @, of a; (2) with ¢ := 1/2a, , choose
[z, ;)] as described above; (3) get the final estimator.

If one believes that v,/np, — 0, then [an/ (1 + qun‘l/z) ;an/ (1 — qun_l/Q)] with
®(—¢.) = €/2 is the asymptotic confidence interval of level 1 — ¢ for the index a.
The asymptotic confidence intervals do not take into account the accuracy of normal
approximation, and hence may be too far from exact ones if the sample size is not large
and the rate of convergence in the corresponding limit theorem is not fast. The non-
asymptotic confidence intervals

I = [an/ (1 + yeNn‘l/z) ;an/ (1 - yeN;l/z)]

were introduced in [24]. Here ®(—y.) = (5/2 — C.N;7Y? — 207 — v;|/\/27r_e)+ and C, <
0.8 is the constant from the Berry-Esseen inequality.

While efforts of researchers were concentrated mainly on the case of independent
observations, increasing amount of data sets exhibiting heavy tails and dependence have
been encountered in finance, teletraffic engineering, meteorology, hydrology, etc. (see
(12, 28]). This stimulated recent studies of statistics of extremes in the case of dependent
data.

Hsing [18] and Resnick & Starica [29] suggested sufficient conditions for consistency
of Hill’s estimator of the tail index in the case of m~dependent sequences and some
stationary processes. Complicated sufficient conditions for the asymptotic normality of
Hill’s estimator in the case of dependent data are given by Starica [34] and Drees [8]. The
latter paper presents also conditions of the asymptotic normality of empirical quantiles.

In this paper, we introduce a new quantile estimator and suggest simple sufficient
conditions for the consistency and asymptotic normality of estimators of the tail index,
tail constant and quantiles. In contrast to the results of the papers [34, 8], the accuracy
of estimators appears to be of the same order as if the data were independent.
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In Section 2 we develop procedures of tail index and tail constant estimation from a
sample of dependent random variables. Our approach differs from those in [8, 18, 29, 30,
34]. Roughly speaking, we assume that a mixing coefficient tends to zero not slower than
(Inl)~¢ for some constant ¢ > 1. This condition is fulfilled in many particular models,
including the popular GARCH model.

We suggest a procedure of bias reduction in the CLT for the ratio estimator. Consis-
tency of the tail constant estimator in the case of dependent data seems to be established
for the first time.

Section 3 is devoted to the problem of quantile estimation. The problem arises, for
example, when one measures the risk of heavy losses of a portfolio. In particular, Value
at Risk is usually defined as the m%-—quantile for a small m.

There are two different approaches to quantile estimation. The classical one suggests
using the empirical quantile @, = F7!, where F,, is the empirical distribution function.
Sharp results on asymptotics of @, in the case of i.i.d. data can be found in [3, 9, 11,
32], see also references therein. Normal approximation for a weighted empirical quantile
process in the case of dependent data is presented in [8].

The empirical quantile @),(q) becomes unreliable if ¢ is small, which is not a rare
situation when one estimates risk of heavy losses. In such cases, the Extreme Value Theory
(EVT) approach suggests using the features of the distribution (1) when constructing a
quantile estimator. The EVT approach is the only one that works for “very small” ¢ (in
particular, for ¢ < 1/n, when F, =0).

The EVT aproach to the problem of quantile estimation seems to have been introduced
by Smith [33]. Although Smith dealt with the problem of tail estimation, the link to
quantile estimation is evident. In the case of a parametric family of distributions and
i.i.d. data, heuristic explanation of the EVT approach is given in [12], Section 6.5, and
[19].

We apply the non-parametric EVT approach to the problem of quantile estimation
from a sample of dependent data. A new quantile estimator is introduced. We show
that, under mild assumptions, our estimator is consistent and asymptotically normally
distributed.

In Section 4, we illustrate our results by examples of simulated data. Proofs are
assembled in Section 5.

2 Tail index estimation

Given a sample Xi,..., X, from a (strictly) stationary sequence X, Xy, X3, ... of random
variables (r.v.s) with marginal distribution (1), we want to estimate the tail index, the
tail constant (when it exists) and quantiles.

Remind the definition of the mixing coefficients p(-) and ¢(-):

b

p(l) = supsup{corr(¢n) : € € Fiy, 0 € Firtoo, B(EX +17) < 00},
(1) = sup{|P(B|A)—P(B)|: A € Fis, B € Fiptn} »
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where F; = 0{X1,..., Xi}, Fio = o{Xi, Xit1,--.}-

Proposition 1 If

> i p(i) < oo (10)

i>1
then an —>a. If L(z)=C(1+0(1)) as 2 = oo and (Inz,)*(v? 4+ 1/np,) = 0 then

A~

Cp = zt/enp1 Z I{X; > z,}
s a consistent estimator of the tail constant: C’n — C.

The estimator €, was introduced by Goldie and Smith [14]. In the case of i.i.d.
data, sufficient conditions for consistency and asymptotic normality of C), are given in

[14, 20, 21].

Denote 1; = I{X; > z,}, and let

Y;' = ln()(l/.’l,'n)ll2 ; Y = Y; - a*ll,- .

1

Throughout the paper we assume that (10) holds and ¢(I) - 0 as [ — oo. Since
p(1) < 20V%(1) (see [2]), this condition is valid if

S i (1) < o0 (11)

i>1

Condition (10) is satisfied even if p(I) decays like (In{)~¢ for some ¢ > 1. In many
models (like popular GARCH processes) ¢(-) (and hence p(-)) decay exponentially fast

(see [7]).

Theorem 2 Suppose that (a* — a)/np, = p and E(T"Y?)? ~ onp, for some o €
(0;00), p € R. Then

an

2 b = N(u/o;1). (12)

(e

In the i.i.d. case we have ¢ = a, and (12) becomes

(anfa = 1)y/Apn = N (u/a;1). (13)

According to (12), a, = a+&,/\/np, , where the distribution of the r.v. £, converges
to a normal one. If (12) holds together with the convergence of the second moment and

P(X >z)=cc™/* (1+0 (7)) (36> 0) (14)
then (8) and (12) imply

MSE (a,) = E(a, —a)? =0 (n—2b/(1+2b))
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if 2, x n/(1+2) In other words, the rate of approzimation a, ~ a is the same as if the
data were independent.
It follows from (7) and moment inequalities for sums of dependent r.v.s (see Utev [35])

that Var ( o Y;k‘llli) < ¢xnp, for every k € IN. In the i.i.d. case,

Vas (S0, VALY o o, B(SL, B) (S0 F) wownp (19

for some o} € (0;00), 012 € IR, where Y; = Y; — a*p,, . One can expect that (15) holds
also in the case of weakly dependent observations.

Denote T} ; = f;(;_l)rﬂ Y, andlet (0<I<m,k>1,1<r<n)
[n/r] [n/r]
Gr=6k(n) =NV YT s Gim = 6im(n) = N Y0 Tioy i T -
7=1 Jj=1

Corollary 3 Suppose that 0 = (ao1)? + 02 —2a012 > 0, 1 < r = r(n) € n and
(@* = a)\/nps — p. If (15) holds for k = 1,2 then Var (T2, Y?) ~ o’np, and

In 2 Japn = N(u/o;1), (16)

where 62 = 62(n) = (a,6,)° + 62 — 20,61, .

o

Remark 1. In Theorem 2, Corollary 3 and Theorem 6 below, |/np, may be replaced
by N}/?2.

From a practical point of view, it can sometimes be preferable to drop the accuracy
of approximation in order to eliminate the asymptotic bias u/o . Note that the accuracy
of normal approximation in (12) reduces when we use the estimator & instead of the
unknown o since 6 ~ o = O, ((npn/r)_l/z) . Therefore, though (at least in the i.i.d.
case, cf. [22, 24])

sup
Y g

P (s < y) — O )] < Clpa)™, (1

where @, is the distribution function of the normal A (a;b) law, the right-hand side
of (17) may become C(np,/r)~'/? if & is replaced by & in the left-hand side. Thus,
we do not loose much if we switch to an estimator an, such that the rate of normal
approximation for a,, — a is, in a sense, O ((npn/r)“lﬂ) .
Let
Nn,r = ZE:/lr] ]I’if‘ y Qpr = an,r(xn) - Z["/r] Y;'r/Nn,r .

1=1

Theorem 4 Suppose that r = r(n) € {1,...,n} is chosen so that

np,/r — co, v’np, = o(r). (18)
Then
(“Z"‘ - 1) Vnpa/r = N(0;1), (92— - 1) VNar => N(0;1). (19)



If we assume conditions of Corollary 3 then (18) holds, e.g., with r = \/np, .

Remark 2. Weak dependence conditions are often expressed in terms of either «, 3, ¢
or p mixing coefficients (the definitions of mixing coefficients can be found, e.g., in [2]).
Using “blocks” approach, one can check that a, —= a if (10) is replaced by the condition

(vpif?) ™ S M26) + -+ i+ (1) = 0 (20)

for some sequences [ = I(n), r = r(n) such that 1 <I<r <n.

Conditions of (20)-type appear when one uses Berstein’s blocks method. Typically,
conditions are formulated in terms of the mixing coefficient a(-) (though in [34, 8], con-
ditions are given in terms of the stronger coefficient §(-)). In particular, Starica ([34],
formulas (2.20) and (3.2)) assumes that

nr B + rk7 V2 L k™t 5 0 (21)

for some ¢ € (0;1/2) and some sequences | = [(n), k = k(n),r = r(n) such that
I€I<r<gn,1Kk<n.

Our condition (11) is preferable if the mixing coefficients B(-) and ¢(-) have the
same rate of decay. To illustrate this point, compare, for instance, (11) with (21) in the
situation where B(I) < ¢(I) < (Inl)™®. Since nr~'3(l) = o(1) and k = o(n/r), we have
k = o((Inl)®). Therefore, rk=1/2*¢ > r(Inl)=4%+3 > [(Inl)™*5t3% - oco. Hence (21)
does not hold while (11) is evidently valid.

Sufficient conditions for the asymptotic normality of the ratio estimator (in terms
of the mixing coefficient a(-)) can be deduced from the results of Rootzen et al. [30].
Sufficient conditions for the asymptotic normality of Hill’s estimator (in terms of the
mixing coefficient 3(-)) are obtained by Starica [34] for the stationary solution of a
stochastic difference equation
Xi = AiXi-1 + Bi, (22)
where (A;, B;),7 > 1 is an i.i.d. sequence of r.v.s. According to Goldie [13], (14) holds
under some natural assumptions on the r.v.s A;, B;. Starica [34] shows that

Vk (aZ Ja — 1) = N(0;1 — 26) (23)
if the sample fraction k, obeys (Inn)?**® <« k, <« n* for some ¢ > 0, where § =
2 fo P(A; X .. X Aj > v?)dv and & = (2/3+¢e)Aaf(a+1)Ab/(b+1) < 2b/(2b+1).
We know from the results for the i.i.d. case (see [16, 17]) that the optimal rate of the
sample fraction is k, x n?/(2+1) . it yields MSE (a#) = O (n'zb/(1+2b)) . The assumption
k. <« n* means that the rate of approximation a¥ = a in (23) is worse than in the i.i.d.
case.
Theorem 3.1 and Corollary 3.3 by Drees [8] imply the asymptotic normality of Hill’s
estimator under mixing conditions similar to those of Starica [34) plus the assumption

that the sample fraction k, obeys the condition Innln*(lnn) < k, < n?/(2*+1) | Hence
the rate of approximation a# = a is again sub-optimal.
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3 Quantile estimation

This section is devoted to the problem of quantile estimation in the case of dependent
data.

Let y, = inf{t : G(t) < ¢} . Given g = ¢(n) “close” to zero, we want to construct an
estimator g, = g,(n) such that

@q/yq 5 1, G(gq)/q - 1. (24)

Since y, = y,(n) may be so large that only few elements of the sample exceed it,
the sample quantile can hardly be regarded as a reliable estimator. The idea of the EVT
approach is to use a “pilot” level z, when constructing an estimator of y, . More precisely,
(1) entails the weak convergence

LUX/y)X >y) = Fa,

—-1/a
where Fy(z)=1-a7%* (2 >1). Hence G(y,) = &= (i’-:) / .
Let a, be a consistent estimator of the index a. Since G(y,) ~ ¢ by formula (29)
below, one can expect that the statistic

gq = gq(&naxn) = (Nn/qn)an Ty (25)
approximates y, .

Proposition 5 Suppose that
1 <yg/zn <O (26)

for some constant C, € [1;00). Then (24) holds.

From now on, g, = §,(a.(2,),z,), where a, is the ratio estimator (3). Denote
2
_ [ af o (1 0 (1 0
Ao_(012 0%)’B_(—-a 1)’3*—(—(1*1 )
Theorem 6 Suppose that (26) holds, o* = (acy)? + 03 — 2a012 > 0 and

In (G(en)/G(yg)) > d, (0" = a)y/mpn = 1, (yeq*L™(2a) = 1) VAPs v (27)

for some constants d,u,v. Then

(d0/¥0 = 1) /ipn => N (dp — v,02) (28)

where 02 = cAcT, ¢ = (a,d) and A= BAB".



2 ~
Notice that 02 = (a(l — d)o1)? + (do»)? + 2ad(1 — d)o12 and A = ( ? A ) , where

o
o= g12 — (10'% .
Concerning the last relation in (27), note that

Gy,) = G(GT(q) ~ ¢ (29)

as ¢ —+ 0 (see Theorem 1.5.12 in [1]). If G(y) is strictly monotone for all large enough
y then ¢ = G(y,), and the last relation in (27) may be rewritten as

(L“(yq)L_“(xn) - 1) np, — V.

Define 1210, Band A similarly to Ag, B, A with o1, 02, 012, a replaced by &1, 69,

&12 and a,. Denote 62 = 62(n) = AT, where &= (an,d,) and d, = ;' In(§,/z,).

Corollary 7 Assume the conditions of Theorem 6. If (15) holds then
(90/90 = 1) 65 No/? = N ((ds = v) e, 1) (30)

We can eliminate the asymptotic bias (dpg — v)/o. but at a cost of a slower rate of
normal approximation. Denote g,, = §,(an,).

Theorem 8 Assume the conditions of Theorem 6. If (15) and (18) hold then

(0190 — 1) (andn) ™" N22 =5 N (0,1) . (31)

4 Examples

In Examples 1 and 2 below, the marginal distribution IPg is that of |X|, where X has
the standard Cauchy distribution.

Example 1. We simulated 1000 i.i.d.r.v.s according to the distribution IPg.

The first picture of Figure 1 shows that the ratio estimator a,(z) behaves rather stable
in the interval = € [0.5;17]. The curve over the interval [0.5;17] is formed by 701 points
(out of 1000). If z € [0.5;17] then a,(z) ranges from 0.9235 to 1.3481. The second
picture is even more convincing: it demonstrates the behavior of the ratio estimator when
the threshold z ranges in [1;14]. The corresponding fragment of the curve is formed by
479 points, a,(z) ranges from 0.9235 to 1.1824 .

It is reasonable to pick up the estimate of the index a from the interval [1;14] — say,
taking the average value & of a,(z) in the interval z € [1;14]: & = 0.9983.

The plot of the tail constant estimator C,(-) is presented in the first picture of Figure
2. The plot of C’n() looks undersmoothed. The plot of a smoothed version C}(-) of the
estimator Cy,(-) is shown in the second picture.

The plots of the quantile estimator (25) are given in Figure 3.
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Figure 1: Tail index estimation from the distribution Py, n = 1000. The average value @ of
a,(z) in the interval z € [1;14] is @ = 0.9983.
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The corresponding fragment of the curve is formed by 229 points, the average value of C’n() in
that interval is 0.5854 (the actual value of C is 2/7 ~ 0.6366).
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Figure 3: Quantile estimator (25). The first picture presents g, for the case ¢ = 0.05, the
true value is y, = 12.706 . The plot demonstrates stability in the interval z € [1.5;14] (formed
by 345 points). The average value of g, in that interval is 10.52. The empirical 0.95% quantile
equals 9.91. The second picture displays g, for the case ¢ = 0.01, the true value is y, = 63.657.
The plot looks stabile in the interval [5.5;18].The corresponding fragment of the curve is formed
by 67 points, the average value of §, in that interval is 59.88. The empirical 0.99% quantile
equals 41.34.

Let @ be the tail index estimate obtained at the step of tail index estimation (in our
example, & = 0.9983). It can sometimes be worth using the estimator

Yq = (Nn/qn)li Tn
instead of (25). The simulation results are presented in Figure 4 below.

q=0.05 q=0.05
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~ e i N
\'\-"\---I... Cesony

3
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Figure 4: Quantile estimator §,. The plots demonstrate stability in the interval z € [1.5;4]
(formed by 256 points). The average value of §, in that interval is 11.201, the true value is
y, = 12.706.

Example 2. Consider the following model:

Xi=6, Xi=al+ (1 —a)Xin (22>2), (32)

12



where &,&,, ..., a1, ay, ... are independent random variables, ¢; X (V1) , the distribution

of the random variable X obeys (1), and P(e; = 1) =1 —P(a; =0) =6 € (0;1) (V7).
This model was introduced by Smith and Weissman [32]. It is a particular case of
a stochastic difference equation (22). It is easy to see that (32) is a stationary Markov
chain, the extremal index equals 6, and clusters have geometric distribution with the
mean 1/6. It is shown in [23] that (k) < (1 — 6)*. Hence (11) and (10) hold.
We prove in Section 5 that

Var(zn Yl*) = nlE(Y™)? [1 +2(07' -1)(1 - nn)] ~ np, (20—1 — 1) a?, (33)
Var(zn y;_k]L.) ~ TP (% _ 1) a®*(2K)!, ]E(Z:;l 'JL-) (Z;l )7;) ~ Npy, (% -~ 1) a,

where &, = 57119;02. Hence the conditions of Theorem 2 and Corollary 3 are fulfilled,
and the results of Sections 2 entail

(an/a — 1) y/mpn => N (m;2071 — 1) (34)

if vy/np, — m; \/np, in (34) may be replaced by N}/2,

This is a generalisation of the limit theorem (13): if a; = 1 then (32) is a sequence
of independent r.v.s, § = 1, and (34) implies (13). Notice that the accuracy of the
approximation a, = a is the same as if the data were independent, but the asymptotic
variance of the ratio estimator can be only larger. :

We simulated the r.v.s Xj, ..., X1000 according to the model (32) with the standard
Cauchy marginal distribution and 6 = 1/2 (see Figure 5). The estimation results (based
on absolute values |X;|) are presented in Figure 5.

20

150

100
1.5

1.0

X
50
RATIO ESTIMATOR

]
A e la 'ln.."_ l i

TR

200 400 600 800 1000 5 10 15
theta = /2 THRESHOLD

05

Figure 5: Process (32) with the standard Cauchy marginal distribution, 8 = 1/2, n = 1000.
The ratio estimator demonstrates stability in the interval z € [1.5;14] (formed by 322 points).
The average value of a,(z) as x € [1.5;14] is 1.0248.

The tail constant can be estimated as well.

13



Recall that @ is the accepted tail index estimate (in our case, & = 1.0248). It can
sometimes be worth using the estimator C,(z) = z'/N,/n instead of C,(z).

The estimation results are presented in Figure 6. The plot of the estimator C,(z) is
less volatile than that of C,(z).
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Figure 6: Tail constant estimators Cn(z), Cn(z) and a smoothed version of C,(z). The
average value of C,(z) as z € [2;12] is 0.6204, the interval is formed by 300 points. The true
value is C'=2/7m ~ 0.6366).

The results of quantile estimation are given in Figure 7. Both g, and g, yield satis-
factory estimates.

q=0.05 q=005

. -
o« . o« H .2 :
. TS T o T
= s aerrthe B2 : z AR " :
a ey V1 : : B
= : Y =
= . £
z* z
3 3ef

e
«x°
5 10 15 5 10 15

THRESHOLD THRESHOLD

Figure 7: Quantile estimators g, and §,, ¢ = 0.05. The plot of g, looks stable in the interval
z € [2;11] that is formed by 249 points. The average value of §, in that interval is 13.34 (the
true value is y, = 12.706 ). The plot of g, is stable in the interval z € [2;18] that is formed by
279 points. The average value of §, in that interval is 13.28.

Example 3. The ARCH(b|c) process is defined as a solution of the stochastic difference

equation
Xn = Zn\JO+ X2,

where {Z;} is a sequence of normal AN(0;1) r.v.s, b > 0, ¢ > 0. With a special choice

14



of the initial r.v. X, the process is stationary, and
P(|X| > z) ~ Cz~Y/e (z = 00).

Explicit expressions for the constants @ and C are given in [13] and [12], section 8.4. In
particular, a = 0.5 and C =137 if b=c=1.

We simulated 10000 r.v.s from the ARCH(1|1) process with X; = Z; (see Figure 8),
and then estimated a from the absolute values of the last 1000 observations (which can
be considered as a stationary sequence).

.lf_7.
o .
. : : X
wl I .
I:v , ree S -,..' .
N A R A O TR N R 51
= M hm A 4t oA ;(" o “\'{.’\h‘
=° 2, o M‘ g u}“o
5 AR £ M A AN S S NS BT e AN
2 ard S K )
< w9 . o ’ s . . ¢
e
w |
4] 2(’)0 400 600 800 1000

TIME

Figure 8: ARCH(1|1) process, n = 1000.

The estimation results are presented in Figures 9 and 10.

Conclusion. Qur simulation results show that the statistical procedures based on the
ratio estimator perform quite satisfactory. This can be a bit surprising in view of Resnick
[28]. The possible explanation is that the plot of Hill’s estimator gives the same respect to
25% smallest and 25% largest elements of a sample — i.e., to its 25% least and 25% most
informative parts. In all our examples, 25% smallest elements lie below the threshold 0.5
(and hence should not be given any attention), approximately half of the sample elements
lie below the threshold 1. The feature of the ratio estimator plot is that it reduces the
least informative part of a sample and highlights the most informative part.

5 Proofs

Below, symbols ¢; denote positive constants; a bar over a random variable means that it
is centred by its expectation.
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Figure 9: Tail index estimation from ARCH(1|1) process. The ratio estimator a,(z) behaves
stable in the interval « € [2;4]. This interval is formed by 179 points (out of 1000). The second
picture focuses on that interval. The average value of the ratio estimator in that interval is
a = 0.5096 . Another interval of stable behavior of a,(z) is [5;11]. We reject it since it is formed
by 51 points only.
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Figure 10: ARCH(1|1) process, tail constant estimators C,(z) and C,(z). The interval [2;3]
(formed by 127 points) seems to be the only interval of stable behavior of Cy,(z). The average
value of this estimator as x € [2;3] is 0.9996 (the true value is C = 1.3705). The estimator
C,(z) is more stable in the interval [2; 9] (formed by 243 points). The average value of Cr(z)
as z € [2;9] is 1.0912.
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Proof of Proposition 1. The first part of the statement (consistency of the ratio estimator
a, ) is established in [25]. We present its proof for the sake of completeness.

One can check that (10) is equivalent to the condition ¥ ;5, p(2') < oo (in partic-
ular, this yields p(l) = 0 as [ — oc) and that (11) is equivalent to the condition
Sis1 @%(2%) < 0o. We use Chebyshev’s inequality, (7) and an estimate of a variance of
a sum of dependent random variables (see Peligrad [26] or Utev [35]). For any & > 0,
denote Z; =Y — (I; — p,)e. Then

n

Plan—a">e) = P (L, (¥ -a)L>e) 7 L)

= IP (2;1 Z; > anpn) < (Enpn)_2 Var (Z;;l Zz-) )
By Theorem 1.1 in [35], there exists a constant ¢, (depending only on p(:)) such that
Var (3°7, Z;) < ¢,nVar Z; < cnp, (we have used also (7)). Hence IP(a, —a* >¢) = 0.

Similarly one checks that P(a, — a* < —¢) — 0. Remind that ¢* — a as z, — oo.
Hence a, —>a.

Now we show that C, —= C. We apply Theorem 1.1 by Utev [35] to check that
Var (37, I;) < ¢,np, . An application of Chebyshev’s inequality yields

Nn/npn _p> 1. (35)

Hence C,, = Czl/*n=1/2(1 4 0,(1)). We have to prove that (a, —a)lnz, — 0. Because
of the assumption, (a* — a)lnz, — 0. It remains to check that (3-"Y;")(Inz,)/np,
— 0. The latter follows from Chebyshev’s inequality, the assumption and the estimate
Var (2" Y") < ¢panpn - 0O

Denote G,, = N, /n.

Lemma 9 If ¢,(l) = 0 as | - oo and (15) holds then

G ) .
(m_1,an_a)¢m=N(o,A). (36)

Proof of Lemma 9. Note that

*_Eny;*_zny;‘* 1—271]1

Taking into account (35), we shell check that
-1, L | /s = , L | = N(0; A).
(G((L‘n) NPn vV Npn vV nPn ( )

Notice that (1I;, Y{“)T = B.(i, where ¢; = (1I;, Y;)T . In order to check that >, (;/+/npr =
N(0; Ag) , we apply the following result of Utev [36].

a, —a
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Theorem A. Let {{in :1 < i< kpln>1 be a triangular array of r.v.s, S, = Sk bim,
22 = Var S, , and let @,(-) be the corresponding mizing coefficient. If sup, @n(ljn) — 0
as | — oo for some sequence {j.} of integer numbers, and

kn
. . _2 2 i . .
Jimy ot Y e Ml > e/} = 0 (Ve > 0) (37)
then Sp/z, = N(0;1).

Let ¢ = (a1,¢2) € IR?. We want to show that

n

> s/ /npn = N(0;cAoc™) . (38)

Put & = ¢;1; + ¢3(Y; — a*p,) and j, = 1. By the assumption, Var (3" &) ~ o’np, . To
check (37), it suffices to show that

PY >ey/np, | X > z,) =0, IE{Y211{Y > e\/np, }

for any € > 0. According to [1, 31],

X>zn}—>0

v w(z)

Len)/2(a) ~ exo ([

i) (o)

uniformly in y > 1, where w(z) — 0 as z — oo. Therefore,
P(Y > ey/mpa|X > 2,) = P(X > 2,eV")/IP(X > z,)
= L(wnes\/m)L_l(wn)e_e‘/m/“ = e~ (e/atoM)Vrrn _,
Using (7), we derive
B {Y?I{Y > e\/np, }
Hence (37) holds, and Theorem A entails (38) and (36). O

X > mn} <IE{YYX > z,}IP(Y > e/np, | X > z,) = 0.

Proof of Theorem 2. Arguments of the proof of Lemma 9 yield also that

XY (Var (Z;;l Y)) s vy,

Taking into account (35) and the assumptions of the theorem, we get (12). 0

Lemma 10 [f (15) holds then

a'k—T)O'k, 6'12—17—}0'12 (ke]N) (39)
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Proof of Lemma 10. First of all, notice that

E (Y Y'L) ~ofrp.  (k€NN). (40)
Indeed, denote R, = Var (Z["/r] Tkyj) — [r/r]Var T, . By Utev’s Theorem 1.1 [35], R, =
o([n/r]Var Tj,,) . Therefore, Var (Z["/’] Tkyj> ~ [n/r|Var T} < cinp, , and

Var (Zn Yik]Ii') = Var (Z[n/r] Tk,j) + o(np,) = [n/r]Var Tk 1 + o(np,).

By the assumption, r/n — 0. Thus, VarTy_;, = Var (Z’" Y;-k'llli) ~ oirp, , and (40)
follows.

We use Chebyshev’s inequality to prove (39). Note that of—[n/r]JIET?_, ,/np, = o(1).
Using Theorem 1.1 and Corollary 2.3 by Utev [35], we get VarT?, < IET{, < ¢;rp, and

Var (Z[n/r] T;?,j) < ¢3[n/r]Var T,f’1 < eqnpy, .

i=1

Hence the probability IP(6} — o2 > 2¢) is not greater than

nfr I C€
P (Z[ / ](Tkz—-l,j _ ]ET]?—-I,J') - (0'2 + 25) Z,‘zl I; > enpn) < =0

J=1 npn

(Ve > 0). Similarly we check that IPv(&,f — o2 < —¢) = 0. Thus, 6 — 0%
It remains to show that &12 —+ 012. Remaind that ¥;* = Y; — a"I;. According to
(15),

oumpn ~E(Y"L) (V) = E (Zg’;/jl TO,J-) (zg’;/j] Tl,j) + o(npn) .

Similarly to (40), one can check that IE (X" 1;) (X" Yisr) ~ 012rpn . Using Theorem 1.1

and Corollary 2.3 by Utev [35], we get Var (ZE’;/;] To,jTl,j) ~ 2Var (ToaT1,1) < enpn .
Note that

{612 — 012 > 26} = {ZET;/:] To,;T1,; > (012 + 2¢) Zn ]Ii}

C {Z[n/r] (To;Tv; — ETo,Th;) — (012 +26) Y, I > Enp"} '

j=1
By Chebyshev’s inequality, IP (612 — 012 > 2¢) is not greater than

2Var (257;/{] Tg,jTl,j) + 2(012 + 25)2Var (Zn ]Ii) < Ce

(enpn)? npn

-0 (Ve>0).

Similarly one checks that IP (612 — 043 < —2¢) — 0. The proof is complete. O
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Proof of Corollary 3. LLN (35) and Lemma 9 imply
Cn = (an — a*) Z;l I; = N(0;07%).
Since (a* — a)\/np, = it as n — o0,
(an — a) Z:,;l L = (. + (a" — a)y/np, Z;l ]Ii/npn — N(y;0?).

Now (16) follows from this relation, (35) and Lemma 10. 0
Proof of Theorem 4. Using Theorem 1.1 by Utev [35], we conclude that

Var (ZEZI] ]Ijr) ~ [n/r]Var; ~ np,/r,

[n/r] § *
Var (ijll Y]r) ~ [n/r]VarY; ~ a*np,/r.

Hence N,./(npn/r) —+ 1. Using the same arguments as in the proof of Lemma 9, we
show that IP (Y > E\/npn/T’X > xn) — 0. Theorem A with & =Y. and 3, =1 yields

ir

S, — o 1y,)

= N(0;1).
a,/ npn/r
Note that
(@*/a — 1)/ Nnr = vy/nppy/ Nu s [1pn — 0
by (18) and the LLN for N, , = ZE’T__/I] I;, . The result follows. a

Proof of Proposition 5. We write &, ~ 1, if & = n.(1 4+ 0,(1)). First, we want to
show that

G(Qq)/G(yq) 7 1. (41)
Evidently, G(9,)/G(y,) equals

G(gq) G(xn) _ G(2n) G(Gn/@)2n) _ G(za) (Gn)‘&"/“ L((Gn/q)iz,)
G(z, L(z,) .

q

) G(y,) G(y,) G(z,) B G(y,)

By (35), (G,/G(z,))*/" —> 1. Properties of slowly varying functions and the assumption
imply |In(G(z,)/G(y,))| £ C1 < co. Hence (1 — a,/a)In(G(z,)/G(y,)) —» 0. Taking
into account (29), we deduce

G() (G(xn))l‘&"’“ L(Gn/@)*"2s)  L((Gn/2)™2n)
G(yg) * G(y,) L(z,) : L(zn)
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Note that )
Jg v (G(20)/G(Yg))"" T 2 Tn —> 00. (42)

By the canonical representation of a slowly varying function (see [1, 31]),

L((Gr/q) ) (Gn/9)*ren w(u)
L)) 7 P (L Td“) !

where w(u) = 0 as u — oco. Therefore, L((Gr/q)* x.)/L(zn) = exp(0(dnIn(Gr/q)))
Because of (26),

G(zn) 1/a va |w(u)| _ /e
1< o) < (C'*/ +0(1)) exp (/xn ———u—du> = CY 4 0(1).

Hence L((Gn/q)* xn)/L(z,) —+ 1, and (41) holds.
Taking into account (1), we rewrite (41) as Qq‘l/“L(g}q) ~ yq_l/“L(yq). This implies

P

JalYq v L*(9,) L7 (yq) - (43)
Because of (2), (26) and (42),
g < 20 (G(2n)/G(Curn))™™ (1 + 0,(1)) v City.
Hence z,(1 + 0,(1)} < 9, < Cuzn(1 4 0,(1)). This and (26) entail
Colyg(1+ 0p(1)) < gy < Cagg(1 4 0,(1)).

The first statement in (24) follows from (2) and (43). O

Actually, we have showed that G(3,)/qg —+1 < 9,/y, —+ 1 in the assumptions of
Theorem 5.

Proof of Theorem 6. Note that

. (%) ) (G?)) (%)) T~ Ga;f - ( Gf)) (G(q))

Therefore,

Ygq*/L*(z) = (Grn/G(z,)* (G(xn)/q)"" "
= 14 (Gn/G(zn) — 1) an + (an — a)In(G(zn)/q) + 6n s

where 6, = o, (|1 — Gn(2,)/G(z,)| + |an — a]) . By Lemma 9,

(ngn) - 1) V1P, = N(dp,cAcT).
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Hence (4,/y, — 1) /7pn = N (dp — v, cAcT). |

Corollary 7 follows from Theorem 6 and Lemma 10. We should mention only that

G(z,) L(z,)
In = —1 22 4 ln ln 2% 4 o(1
Gly,) a =z, L(y,) a =z, (1)
Hence a;'In(g,/xn) —+ d. ]

Proof of Theorem 8. Arguments similar to those in the proof of Theorem 6 yield

Yo.rd —l:( G —l)an,,-l-(an,r—a)lna(;)—i—op( +|an,,ﬂ—a|).

Le(z,) G(zn) G(z,)
According to Lemma 9, G,(z,)/G(z,) —1 =0, (1/, /npn) . Therefore,
Yo,rq"
(L:(xn) — 1) \V/1pn 1 = (an, — a)dy/np, /T (1 + 0,(1)) + 0,(1).
Because of the assumptions, (y,¢*L™%(z,) — 1)y/np,/r ~v/\/r = 0. Hence
(9a/yq — 1) Y, npn /1 => N (0, a’d?)

by Theorem 4. The result follows. O

1—

Proof of relation (33). By the well-known formula,

E (Y y) =n[EY )2+ 230 (1-i/n) EY;Ys,] . (44)

Notice that .
EY;Yi, = (- 0B (i>1). (45)
Indeed, if oy = ... = a3y =0 then Y}, = Y{", and [EY'Y;, = [E(Y*)?. Otherwise the

random varla,bles Yl and Y%, are independent, and hence EY*Y}%; = 0. Relation (33)
follows from (44), (45) and (7).

By the same argument,, ]EYlklIlYiil]Ii_H = (l—H)iIE(YIk)z]Il ;and Bl Y, = EVil;; =
(1-0)IELY; = (1 —6)'a*p,(1 — p,). Hence (k >0)

Var (Z?___l Y;'k]Ii) = nVar(YF) [1 + 2(1—0—0.)_ (1 _ L= (7119— H)n)]

~ (207 — DEY? ~ np, (207" — 1)a®*(2Kk)!

Similarly one can check that
n 2
IE(Z ]1,~> (Z Y) - n[]E]IlYI + Z (1 - —) (EIL Y1 + IE)]I,HYI)l ~ 7Py (E - 1) a
n
The proof is complete. .
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