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Abstract: We study inference for the driving Lévy noise of an ergodic
stochastic differential equation (SDE) model, when the process is observed
at high-frequency and long time and when the drift and scale coefficients
contain finite-dimensional unknown parameters. By making use of the Gaus-
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highlight the flexibility of these new advances in YUIMA using simulated
and real data.
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1. Introduction

We consider the following univariate Markovian stochastic differential equation
(SDE):
dX: = a(Xy, @)dt + o(X¢—,v)dJ], (1)

where:

e The coefficients a and ¢ are smooth enough with ¢ being non-degenerate,
and known except for an unknown parameter

0:=(y,0) €0, x0, =0CRP

for bounded convex domains ©, C RP> and ©, C RP7 (p = py + py);

e The driving noise J7 is a standardized non-Gaussian Lévy process with
finite moments, whose distribution depends on an unknown parameter
1 € ©,, a domain in RP", and where J" is independent of X.

We write J = J" in the sequel. We suppose that there are true values 6y =
(70, 0) € O, X O, and 1y € O, which induce the true image measure P of
(X,J), and that we observe a discrete-time sample X,, = (Xy;)7_;, where
tj =1t} := jhy, with the sampling stepsize h = h,, — 0 satisfying that

T, :=nh — 0o and nh? — 0 as n — oo, (2)

the so-called rapidly increasing experimental design.
Our objective is to estimate the value & := (6p,70) under the ergodicity. We
remark the parameter may not completely characterize the distribution £(J), so
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that the problem is not necessarily parametric; for example, 7 is just a skewness
or kurtosis, which may or may not completely determine £(J7).

For the estimation of the coefficient parameter 6, from the statistical point
of view it is important what kind of distributional is used to approximate the
conditional distribution of X;, given X; . Previously, [12] and [18] considered
estimation of 6 based on the Gaussian quasi-likelihood (GQL), and proved the
asymptotic normality and the tail probability estimates of the Gaussian quasi-
maximum likelihood estimator (GQMLE). At the expense of efficiency, the GQL
based method has the robustness against misspecification of the driving-noise
distribution, which may be crucial in the context of time-series models, see [17,
Section 6.2]. Further, concerned with estimation of a Lévy-measure functional
of the form [ ¢(z)v(dz), with v denoting the Lévy measure of J, the previous
study [13] proposed a moment-matching based estimator and proved its asymp-
totic normality at rate /7},. However, the procedure imposed some stringent
conditions on the behavior of ¢ around the origin [13, Assumption 2.7], and
was not quite suitable if we want to estimate £(.J;) directly; in general, estima-
tion of the distribution and that of the corresponding Lévy measure can be of
technically rather different matters.

In this paper, we will propose yet another strategy for estimating 1 based on
the unit-time approximation, which goes as follows:

1. First we construct the GQMLE 6,, := (A, &) and the residual

A/;T] _ A/'J\Jn — th — th71 — haA(thfl,dn) .
C(th717777/)

2. We then estimate the £(J;)-i.i.d. sequence (i =1,...,n)
€ :=J;i—Ji1

by adding up the finer increments over the ith unit-time interval [i — 1, 4]:
=Y A, (4)
JEA;

where, for each i € {1,2,...,|T,]},
. . . . i —1 . )
AiZZ{jGN:Z—1<tj<Z}={]€N: {TJ+1<3< {EJ},

and then measure the discrepancy between a functional of {¢;} and that
of {¢;} through a stochastic expansion.
3. For an appropriate function m, we estimate n by

LT )

Mn, € argmax Z m(é,7).
n€6, =1
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The rest of this paper is organized as follows. We briefly summarize some
prerequisites in Section 2, and then presents theoretical results in Section 3.
Section 4 introduces new classes and methods in YUIMA R package ([2] and [7])
for the estimation procedure proposed in the previous sections. Some numerical
examples based on simulated and real data are given in Section 5.

2. Preliminaries
2.1. Notations and conventions

Here are some basic notations and conventions used in this paper.

e For any vector variable z = (")), we write 0, = (%)l

e (' denotes a universal positive constant which may vary at each appear-
ance.

e T stands for the transpose operator, and v®2 .= v for any matrix v.

e For a matrix M = (M;;) € R% x R% and vector u = (u;) € R, we will
write M[u] = 2?2:1 M. juj; € R4, In particular, when d; = 1, it stands for
the dot product of two vectors. We will also write M[U] = >_; ; MUy
for two square matrices M and U of the same order.

e The convergences in probability and in distribution are denoted by 2

and i), respectively, and all limits appearing below are taken for n — co
unless otherwise mentioned.

e For two nonnegative real sequences (a,) and (b,), we write a,
lim sup,, (a,, /b)) < 0.

e For any z € R, |z] denotes the maximum integer which does not exceed
x.

e Given a function h : R — R and a signed measure m on a one-dimensional
Borel space, we write

< by, if

~

[|m||n = sup {|m(f)| : f is R-valued, m-measurable and satisfies |f| < h}.

2.2. Basic assumptions

Denote by (2, F, (Fi)¢>0, P) the underlying complete filtered probability space;
every processes are adapted to the filtration (F;). We will write E for the ex-
pectation operator associated with P.

Assumption 2.1. The Lévy process J has moments of any order with E[J;] =
0, E[J?] =1, and E[|J1]9] < oo, for any q > 0.

Assumption 2.2. 1. The drift coefficient a(-, ap) and scale coefficient c(-, vo)
are Lipschitz continuous, and c(x,v) # 0 for every (z,7).
2. For each i € {0,1} and k € {0, ...,4}, the following conditions hold:

e The coefficients a and ¢ admit the partial derivatives 0L0%a and 0L0Fc
for i > 0 and k > 0, all of which have continuous extensions as
elements in C(R x ©).
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o There exists nonnegative constant C; i, satisfying

1 . ; _
( )S]}Rlpé - T4 [a[Cr {|3x5§a($,a)| + |313§C(1U,7)| + e Nz, 7)|} < 0.
z,0,7)ERXOq XO,

(5)

Then

Assumption 2.3. 1. There exists a probability measure wy such that for
every ¢ > 0, we can find constants a > 0 and Cy > 0 for which

sup exp(at)[|P;(x,-) = mo(-)[[n, < Cghqg(), (6)

teER4

for any x € R where hy(x) := 1+ |z|7.
2. For any q > 0, we have

sup E[|X:|7) < oc. (7)
teR

See [12, Proposition 5.4] for easy-to-verify conditions for Assumption 2.3.
We introduce a block-diagonal p x p-matrix

I' = diag(T',,Ty),

whose components are defined by:

c(x ®2
I, =2 /}R (3702((95’:)0))) mo(dz),

_ [ Gaalwc0)®
T, ._/R o(dz).

62 (ZL’, ’YO)
Assumption 2.4. T is positive definite.
We define real valued functions H; (y) and Hy () on O, and O, by
Hy(y) = — / (log A (x,7) + 022(:6—70)) o(dx), (8)
R & (3777)

Ho(a) = —/Rc(x,’yo)_Z(a(x, ) — a(z, @))*mo(dr). 9)

We assume the following identifiability condition for H; () and Hy(«):

Assumption 2.5. 0* € ©, and there exist positive constants x, and Xo such
that for all (v,a) € O,

Yi(7) = Hi(y) = Hi(h0) < —x7 = 70/, (10)
Yo(a) := Hy(a) — Ha() < —Xalo — agl?. (11)



Noise inference for ergodic Lévy driven SDE 2437
2.3. Examples

Although Assumption 2.1 imposes a strong restriction on the mean and variance
structure of Z, there is still room for statistical modeling of Z with respect to,
for example, its skewness and jump activity. In this section, with the param-
eter constraints for Assumption 2.1, we give concrete Lévy processes induced
from subordinators (i.e. non-decreasing Lévy processes) by the following two
procedures: For given two independent subordinators 7' and 72, one can easily
construct a possibly skewed Lévy process of finite variation by taking its bilat-
eral version: 7/ := 7! — 72. Another way to deliver a new Lévy process is to take
a normal mean variance mixture of a subordinator: for u, 8 € R, a subordinator
7, and a standard normal random variable 1 being independent of 7, the normal
mean variance mixture of 7 at time ¢ is given by

Zy = pt + 1B+ /e,

By their construction, E[|7'|?] < oo and E[|Z]?] < oo hold as long as the g-
th moment of 7!,72 and 7 exists. It is worth noting that having a generator
of 71,72 and 7 in hand, we can directly obtain that of 7/ and Z. All of the
following induced Lévy processes can be generated by the functions setLaw and
simulate in YUIMA package.

Example 2.6. (Bilateral gamma [9]) For 61,71, 02,72 € Ry, the bilateral gamma
process 7' is defined by the difference of two independent gamma subordinators
71 and 72 whose Lévy densities are expressed as: for each i € {1,2},

0i _.
fri(z) = —e % z>0.
z
We write the law of 71 as bgamma(d1,v1,02,72) and it is straightforward from
the form of fri that 7/ ~ bgamma(d1t,v1,dat,y2). Since the density function of
bgamma(d1,y1,02,v2) is the convolution of two gamma density, it satisfies the
symmetry relation

p(x; 01,71, 02,72) = p(—x;02,72,01,71), @ € R\ {0},

and on the positive real line, its form is given by

51 02
Y1 V2 x%(51+52)*1e*%(71*’m)

(71 +72) 20201 (5)
X Wi(s,-5), 1 (014601 (@11 +72)),

p(x;01,71,02,72) =

where Wy ,(2) denotes the Whittaker function. By using the independence be-
tween 7! and 72, the parameter constraints for Assumption 2.1 are written as
follows:

E[Zl}:6—1—5—2=0, V[Zl]:5—12+6—22:1.
Y2 12
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Example 2.7. (Normal (exponentially) tempered stable) The normal (exponen-
tially) tempered stable law NTS(a,a,b, B, 1) is defined by the law of the nor-
mal mean variance mizture of the positive exponentially tempered stable random
variable whose Lévy density is given by

f(z)=az"1"% " ae(0,1), a>0, b>0,

and its law is denoted by T'S(«, a,b); especially inverse Gaussian law corresponds
to o = % From [15, Theorem 30.1], the Lévy density of NTS(a,a,b,B,p) is
explicitly expressed as:

5 2 -5-1
o) = 2 (5m)  Koms VTR,

where Ka+% stands for the modified Bessel function of the third kind with in-

dex o + % From the expression of the Lévy density, the associated positive
exponentially tempered stable subordinator T satisfies 7 ~ TS(«a,at,b) and
thus the corresponding normal (exponentially) tempered stable process Z also
does Z; ~ NTS(a,at,b,B,ut). Since 22Kx(z) <1 as z [ 0 for X\ > 0, the
Blumenthal-Getoor index of Z is 2a.. The parameter constraints for Assumption
2.1 are written as follows:

E[Z)] = p—aal (—a)b* '8 =0, V[Zi]=aal(—a)b** [w - 1] =1

Especially in the simple case where p = B = 0 (that is, Z 1is a time-changed
Brownian motion), the above constraints are reduced to

—aab® T (—a) = 1.

2.4. Stepwise Gaussian quasi-likelihood estimation

Here and in what follows, for any process Y we will denote by A;Y the j-th
increment
AjY = Yrtj — Y—t-,la

J

and f;_1(0) := f(X,_,,0) for a measurable function f on R x ©. Building on
the discrete time formal Gaussian approximation, we define the stepwise GQL
functions Hj ,, () and Hy ,,(«) as follows [18]:

R (A;X)?
H = — log c3 !
l,n(’}/) 2Tn 4 (h' og c]—l(’}/) + 02‘_1(7)> )
_721 J
1 < (A X —haj_1(a))
H =—— J J
2@ o, he )

where 4, is any maximizer of Hj , over @,y. We then define the associated
stepwise GQMLE 6,, := (4, &) where &, is any maximizer of Hy, over ©,.
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Formally, the first-stage Hj ,,(7y) corresponds to the quasi log-likelihoods asso-
ciated with the (fake) approximation N(z, ¢*(x,7)h) for L(X|Xe,_, = ),
and also the second-stage Hs ,(a) does to the one associated with N(z +
a(z,a)h, (z,4n)h).

Let vo(dz) denote the (true) Lévy measure of J, and

Vg i= /zk vo(dz), k> 2.

Under the aforementioned Assumptions 2.1 to 2.5, both v3 and v, exist and are
finite (and E[J}] = vo + 02 = 1, where 0% > 0 denotes the Gaussian variance of
J, possibly 02 = 0). We can deduce the asymptotic normality and the uniform
tail-probability estimate:

Theorem 2.8. Suppose that Assumptions 2.1 to 2.5 holds.
1. The GQMLE 0,, = (4, ) satisfies

A c _ _
VT (0n — 00) = Ny 4p., (0,T71Sg(0 1T, (12)
where the p X p-matriz
2, Yya
0= (r, )

is defined by

5, = vy / (a”c(x’%))m o(dz),

C(QL‘7’70)
_ 6WC(I7 'yo)(%a(l‘, OCQ)
P = V3 / c*(z,70)

2. For any L > 0, there exists a constant Cp, > 0 such that

mo(dx),

supP(‘\/ITn(én—Go)’>r> §C—LL, r > 0.
neN r

We note that 2, o, &, and %, are asymptotically independent if 3 = 0, hence
if in particular v is symmetric. We refer to [12] and [18] for technical details of
the proof of Theorem 2.8; although the two cited papers used a Z-estimator
type identifiability condition, which is seemingly different from Assumption 2.5
(M-estimator type), it is trivial that we can follow the same line without any
essential change.

To appreciate the difficulty of relaxing the standing condition nh? — 0 in
(2), let us first mention the case of diffusions: let (w;) be a standard Wiener
process, and consider the following one-dimensional diffusion process

dY: = a(Yy)dt + b(Yy)dw,



2440 H. Masuda et al.
defined on the stochastic bases (2, F, (F)¢er, , P). Write the infinitesimal gener-

ator of Y as A. By repeatedly applying [t6’s formula, it follows that for 0 < s < ¢,
q € N, and a sufficiently smooth function f, we have

f(%)

du+/ Of (Yo)b(Y,,)dw,

( /AQ )dv+L88Af(Yv)b(YU)dwv) du
= f(Ys) + (t — s)Af(Y. /(/ A% f( dv+/ QAL (Y,)b(Y, )dwv>du

/a

)+ / (afm) (V) + 2 62f( P2 )du+ / O (Y)b(¥)dw,
o [ an
/

t
+ / / . /.Aqf(qu)dvl ... dvg + (martingale term).

Thus, under suitable integrability conditions, we obtain the expansion of
Elf(Yy)|Fs):

B = S (1) + 0, - 9 (13)

=0

In particular, the first-order approximation of the conditional expectation and
conditional variance are given by

E[X:|Fs] = X+ (t — s)a(Xs, ap),
VIXi|F] = E[(X; — X, — (t — s)a(Xs, a0))?|Fs] = (t — 8)e(Xs,70),

respectively, which are used for constructing the GQL for diffusions. Relaxation
of the condition nh? — 0 to nh* — 0 for k& > 2 is then possible by taking
q = q(k) large enough according to the value of k: the associated GQMLE has
the consistency and asymptotic normality under nh* — 0. We refer to [8] for
details. At this point, we should remark that the GQL based on the first term
on the right-hand side of (13) (with f(y) = y and f(y) = %?) is fully explicit
whatever k > 2 is.

On the other hand, although similar It6-Taylor expansions to E[X;|F;] and
V[X¢|Fs] can be easily derived in our Lévy driven case (1), the corresponding
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infinitesimal generator contains not only the differential operator but also the
integral operator with respect to the Lévy measure v, of the driving Lévy noise.
Specifically, its infinitesimal generator A is given by

Af(@) = ale, a)0f (z) + / (@ + elw,m)2) — F(@) — Of (x)elz, 7)2)v(d2),

for a suitable function f. Consequently, the modified GQL based on the higher-
order Itd-Taylor expansion (13) contains the unknown parameter 1 in addition
to the drift and scale parameters. It is not clear that the simultaneous estimation
of a, 7, and n by the modified GQL has a nice theoretical property. Even if it
does, the entailed numerical optimization involved would be quite heavy and
unstable since, for each 1, we need to repeatedly compute several integrals with
respect to v, inside of the modified GQL. For this reason, it is difficult to remove
the condition nh? — 0 in the present general non-linear-SDE setting, as long as
we use the GQL based on the stochastic expansion (13).

In practice, the sampling points ¢, ...t, may not be equally spaced. In such
a case, supposing (2), we remark that the same statement as in Theorem 2.8
remains in place under the additional “sampling-balance” condition:

ming <;<n(t; —t;-1)

.
maxi<;j<n(t; —tj-1)

For more technical details, see the discussion in [12, p. 1604-1605].

3. Theoretical results
3.1. Stochastic expansion of residual functional

Having the GQMLE in hand, we now turn to approximating £(J1), the the
unit-time distribution of J, based on the residuals

G=> A,
JEA;

where

E;] _ AjX — haz‘,l(dn)
Cj—l('Yn)

Write Go,n = VIn(én — o) and Gy n, = VIn (9 — Y0), and let

’&G,n = (a'y,nv ’&oz,n)~

From now on we will mostly omit “(p)” from notation. In particular, for a
measurable function f(z,6) we will abbreviate f;_1(6y) as f;_1.

Theorem 3.1. Suppose that Assumptions 2.1 to 2.5 hold. Let p: R — R be a
C2%-function such that

9! <1 .
ie?%?ffg}’ ‘p(e)| S 1+ el
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Then, we have

LT ) LT ) LT ]

\/_n ; Oep (€:) bi[lig.n] + 0p <\/T—n) , (14)

Eﬂ
Eﬁ

i=1 =1

where the random sequence (b; )LT I RP s given by

b= bl = 3 (37(0_ )i-1(A; X — haj_ 1))

= —he;_ L 0aaj 1

Theorem 3.1 reveals the quantitative effect of plugging in 0,,. The second term
on the right-hand side of (14) is not 0,(v/T},) but O,(v/T},), which implies that
the asymptotic distribution of 7, is indeed subject to influence of the proposed
unit-time approximation; this is natural and expected, for we are using the
V/T,,-consistent (generally sub-optimal) estimator of 6.

To prove Theorem 3.1, we begin with a preliminary estimate.

Lemma 3.2. Under Assumptions 2.1 to 2.5, for each r > 2 we have

max E{Q—ei—

1<i<| T ]

1 T
—=b;|tg <hvT . 15
bilinn]| | Shv (15)

Proof. We will abbreviate a(X;,ap) as as and so on; with a slight abuse of
notation, we will write a;_1 for a;,_,. Write A;J = 0;(6,); then,

67(0n) = 85 + (003 [0r — 0] + 5 (938;(60 + 500 — 00)) ) [(Bn — 00)?]

DN | =

for a suitable random point s,, € [0,1]. Decompose €; — ¢€; as follows:

Gme= > (8T = &)+ (J s = Jia) + (Ji = T
JEA;
1

= —=b;[le,n i i+ C3,is
Vi [to.n] + Cri + Cayi + G,

where

CLi = 2T > (9335060 + su(Bn — 00)) ) [572)

JEA;

tj
C2,i = Z (5J - AJJ) = Z Cj__ll <\/t (CLS - aj_l)ds

JEA; JEA; i—

tj
+/ (Csf - ijl)dt]s )
tj71

(3,0 = (J(L%H-l)h - 7271) + (Ji - JL%Jh) .
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Before proceeding, let us note that by Theorem 2.8 the sequence (4g,,) is L"-
bounded for each r > 2:
E(laon|") S 1, (16)

where we implicitly assume that r > 1 when using this notation.
First we will deduce

E(C7) <T. 1
| Jnax (1Gil") ST, (17)

Since the parameter space ©® = ©, x ©, is supposed to be bounded and
convex, the Sobolev inequality is in force (see [1] for details): for a random field
u € C1(O) and ¢ > p, we have

E {sup U(G)Iq} S sup {E[[u(0)["] + E[|9pu(0)[]} -
0€® 0€®

Noting the identities

070,,0;(0) = —h {05(c™1);-1(7) } Oha;-1(a),
950;(0) = {05(c™1)j-1(N) } (A;X = haj1(a)),

valid for each k£ > 0 and [ > 1, we can apply Sobolev’s and Jensen’s inequalities
to conclude that, for r > p,,

T

B || (230560 + 5 (6 — 00)))
JEA;

tj
S E | sup Z ai(cfl)j_l(’y)/ cs—dJs| | +E |h Z (141X, 1)
€0 |jea ti-1 jEA;

tj
< max sup E OF (e Y, ’y/ cs_dJg| | +1.
(s sup Z/; He ) [

Let x;(s) denote the indicator function of the interval [t;_1,t;).
To proceed, we recall Burkholder’s inequality for stochastic integrals with

respect to a centered Lévy process: under the moment conditions on J,, for any
predictable process H and ¢ > 2 we have

L] !
" H/LihthHSdJS 1

2 4] 4]
< K3+ vy0) /L L Elass [ Bl s,

7,2

Tt h Sl

where K, is a positive constant depending only on ¢, and v, = fzk vy (dz)
for k > 2 (see [14, Theorem IV 48]).
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Then, we see that the last expectation equals

i]n
/ ZX] 8k _1 J 1(7)es—dJs

]GA
Z/ \ak (e 1)j- 1(7)05\1 ds S 1. (18)
JEA;

This together with (16) concludes (17).
Turning to (2 ;, we note the standard moment estimate: for any real r > 2,

max sup E[|X,— Xy, ,|"] Sh
IS se(ty_1.t)

With this and the Lipschitz property of = — (a(z, ap), c(z,70)), analogous ar-
guments as in handling ¢; ; yield that for each r > 2

E[|¢Gal") S h 19
Jnax BllG, s (19)

As for the remaining (3 ;, it follows from Assumption 2.1 and the stationarity
of increments that for each r > 2,

s Bl 1S B (G = ) [+ B |(Tp0 - 55) | S
Piecing together (17), (19), and (20) concludes the proof. d

Proof of Theorem 3.1. Mimicking the estimates for (17), for each r > 2 we
obtain

1 T
E || ST
2, |7 ]
Combined with (15) and (16), it follows from Hélder’s inequality that for each
"2,

max FE[|é — ¢ ],Sh\/T{%, (21)
1<i< [T,

and hence max;<;<|7, | E[|é|"] <1 as well. We use the expression
LT ] [T ] LT ]
> @)= Z p(€i) + Z dep (&) (65 — &)
i=1 j j
I_Tn

+3 262 (e uEs = ) (6 — )’

for a (random) u € [0, 1]. By means of Schwarz’s inequality and (15),

[T ] [T ]

Z Oep (&) (6 — €;) \/_ Z Ocp (€) bi[tig ]
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- blion]
= VToVnh2 VT =0 (\/E) .

By the moment estimates in the proof of Lemma 3.2, Holder’s inequality, and
(21), and also recalling (2), we see that for ¢ € (1,2],

[Tn]
=E Z@P(Q)(Q—Q—L ) ST.VAVT? (22)
i=1

LT ]

E Z ple;+u(é—e)) (& —e)?
i=1

1/8 1/6
<T, max E[|éi—ei|2‘1 5\/Tn{(nhHQ/‘S)‘S/Z\/T;‘S/Q} :o(\/Tn>.

1<i< | T ]

This completes the proof. O

3.2. M -estimation of noise parameter

We keep Assumptions 2.1 to 2.5 in force. Having Theorem 3.1 in hand, we
proceed with estimation of 7 based on the unit-time residual sequence (¢;). Let

1 L
Hs.n(n) == T Z m(&,mn),
i=1

n
and consider an M-estimator
fy, € argmax Hs ,, (7). (23)
n€0,

Among others, this includes the (quasi) maximum-likelihood for m(e,n) =:
log f(e;m), where {f(e;n) : n € Oy} is a model for the unit-time noise dis-
tribution £(J1). We need to impose several conditions on the function m, all of
which are standard in the general theory of M-estimation.

Assumption 3.3.

1. m € C*3(R x ©,) and max ic(o,1,2 Sup
ke{0,1,2,3}
some C > 0.
2. E[0,m(J1,m0)] = 0, the p, x p,-matriz E [(8nm(J1,n0))®2} s positive
definite, and

nea, [00km(e,n)| S 1+ e[ for

{no} = argflnaxE [m(J1,m)] .

The consistency of 7),, can be easily seen from Theorem 3.1 and Lemma 3.2:
we have the continuous random function

Yo (1) :=Han(n) — Hyn(mo) 2 Y(n) := E [m(J1,n)] — E [m(J1,m0)],
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where Y(n) <0 by Jensen’s inequality with Y(n) = 0 if and only if 5 = 7o, and
moreover, the convergence is uniform in n € 0, since sup,, E[sup, [0, Y, (n)[] <

co. Hence the consistency #,, < 1o follows.
We turn to the asymptotic normality of 7. Let @y n = /I (fn — 10). In
the sequel, for any measurable function f(z,8) we will simply write f;_; for

Fie1(6,).
Corollary 3.4. Under Assumptions 2.1 to 2.5, and Assumption 3.3, we have

5

|70
(—02Hs 1, (11n) ) [tig,n) — Tin (r%aem (€5 7n) (Bi[ﬁe,n]))

I
s

7

£ Ny, (0.8 [(0ym(1,m0) ).

A (), AjX — haj
B ()

JEA;

where

Proof. By the consistency 7, = 19 we may and do focus on the event {0,H3
(n) = 0}, on which

1
(_/ 82H3,n<n0 + S(A 770) ) un n \/ (9 HB ne
0

Then, by Theorem 3.1 we have

[T ]
1
(_62H37n(ﬁn)+0;0(1)) Uy n) = —= Zaﬁm €, 7o)
! Tn i=1

LT ]

a3 (Bdem @) (il ) ) + 0, (1)

[t

i=1

Hence, letting
ﬁn = (ae,m ﬁn,n) 3

we have

Hn['&n] = Z anm (Eiﬂ?O) + OP(1)7 (24)

where H,, is Py X (p + py)-matrix given by

. 1 L7 ]

H, = 7T7 Z anaem (éia ﬁn) l;i, - aiHS,n(ﬁn) y
"oi=1
and is O,(1). Since the random variables €1, €, ..., €7, are i.i.d., the desired

result follows on applying the central limit theorem to (24). O
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Corollary 3.4 suggests that the effect of plugging in the GQMLE does remain
in the limit. Therefore, in order to construct confidence interval and hypothesis
testing for 1, we need to verify the joint asymptotic distribution of 7, [G,] with
some invertible matrix Z,. We additionally introduce the following condition.

Assumption 3.5. There ewist p,, X py-matriz X, , and p, X po-matriz X,
such that

T 4
1 Z ymeimo) > (87%—1 [(A;)% - h]) LS (25)

e jea; \ G-l

]. I_TnJ 8 a;_—1 P

T > Oymeimo) Y (ﬁﬁﬂ) = Yna- (26)
=1 JEA; I

Furthermore, the (p + py,) X (p + py)-matric
ET'Y 2y Loy
E = E’Y,(X EO& ET],(X
2
Son Sha B[@m(nm0)%

is tnvertible.
From now on, we will write E*~![-] for the conditional expectation E[-|F;_1].

Remark 3.6. By an elementary application of Burkholder’s inequality, it is
easy to deduce that (25) and (26) are equivalent to

[7n ]
1 4 Oyci_
T E :El_l Iym(e;, o) § : ( ch : [(Ajj)z_h]) 5 s
" oi=1

jea;, ~ 971

[Tn ]
1 ; 0@
5 B omtem) 3 (2480 ) | 55,
" =1

Cj_
JEA; i1

respectively. This fact will be used later.

Let

i T, 0)
"\ T S 0,00m (6, ) b —02H 0 () )

We also introduce the (p + p,) x (p + p,)-matrix

. AE%n Eg,a,n gjnmn
— T
Zn = Ey,a,n Eaﬂl Z17701,71 )
~ 1 AT N
Ypym Enam o
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where the ingredients are defined as follows:

j=1 -1 j=1
[T ] .
86_1 —\2
En’yn*T Zamfunn)z< gil [(AJJ) h])7
JEA; J
|T,) Ot 1 —
nan _Zam€unn Z . A?‘]
JEA; J=

Now we are ready to state the main result.

Theorem 3.7. Under Assumptions 2.1 to 2.5, Assumption 3.3, and Assump-
tion 3.5, we have

& 1/24 a1 L
S0 = Np+p, (0, Ip+p,) -
By Theorem 3.7, we have

A “ T O—15 /A o L
Tn(en - 90,"771 - ﬁo)I;Zn 1In(9n - 9077]n - 770)-'— — X2(p +pn)>

based on which we can construct an approximate confidence set for (6g,79), and
also perform a Wald-type test. Also trivially, we can recover the asymptotic
distribution of 8,,:

-1

A i 2 n 2 a,n N
70w =0T (577 5] Bulla 00T 50

¥,a,m Ea,n

It is difficult to obtain ¥, , and %, , in explicit easy-to-handle forms even
if the coefficients and m are simple. However, by an application of Cauchy-
Schwartz inequality and the estimates in the proof of Theorem 3.8, we can
observe that at least, the left-hand-sides in (25) and (26) are tight. Moreover,
we can formally write their limit by means of the representation theorem ([10,
Proposition 3]): there exists a predictable process s — ém(s, z) such that

[T ]

[Tn]
Zame“no /T /fnnsz (ds,dz). (27)
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From It6’s formula and some calculations, we have

S ity

Ci_
JEA; i-1

jea, G-t
L#]n O
= / Z (Xj(s) Vlcjil (JS* - thl)) dJs
\_%theA- Cj—1
L#]
7 Gj—1 2 7
+/i /Z( . >zN(ds,dz)
JEA;
OyCs—
/ / ch 22N (ds, dz) + Op(hy).
i 1 s—
To sum up, we obtain the following expression:
hCs— 2
[Ty ] 6cg_
T[] \/7/ / - N(ds,dz) + 0,(1).
ﬁnn 8, %)

By applying the central limit theorem for the stochastic integral with respect to
a Poisson random measure (cf. [19, Lemma A.2]), the isometry property of the
stochastic integral yield that under suitable moment and regularity conditions,

R ZT’Y Ema 277,’7
Toltt] 5 Npip, | 0, | Zra Za Ena
2
Spa Saa B[@m(nm)7)]

where ¥,  and 3, o are given by the limits in probability:

1 LTn] 0. Cs— ~ p
—/ /E [ E fmn(s,z)} 22vg(dz)ds = %, -,
T, Jo Co_

1 LTnJ o~
_/ /E [aaas §n,n(s,z)] zv(dz)ds £ Ynas
T, Jo Co_
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and the other ingredients are the same as our previous works (cf. Theorem 2.8).
However, since the explicit form of Em(s, z) cannot be obtained in general, it
is difficult to check the above convergence.

Finally, we would like to add that Theorem 3.7 and the resulting Wald-type
test are valid without Assumption 3.5 if the minimum eigenvalue of 3 is positive
uniformly in n. Such a condition for eigenvalues is often assumed in the context
of (non-)linear regression.

Proof of Theorem 3.7. By the Cramér-Wold device, we may and do assume that

Dy = Pa = Py = 1 without loss of generality. It is straightforward to deduce that
3, & % from Theorem 2.8, Theorem 3.1, Lemma 3.2, and the estimates we have
seen in the previous proofs. Hence, by means of Slutsky’s theorem, it suffices to
show that

L
T [tin] = Npip, (0,%). (28)
From [18, Proof of Theorem 3.4], we have

| Tn | O~ci_1 2
L 1 = (A ) = h
Fn[uefﬂ] = \/Tn Z Z ( ]laagj—lejJ ]> + Op(l)'

i=1 jEA;

This together with (24) and the definition of Z,, leads to

A 1 7] (&

In[ﬂn] = \/7T_n Z; 2&,7? + Op(1)7 (29)
= n,i

K3

where
8VCJ‘,1 2 aozajfl
é-'Yvi = Z C— [(AJJ) — h} , ga,i = Z ciAJJ,
jea;, 71 jea;, 971
En,i i= Opm (€,m0) -

By (25), (26), and the arguments in the proof of Corollary 3.4, the martingale
central limit theorem concludes (28) if we have the following convergences:

I.TnJ \.Tnj
1 ) 1 )
— Z BN + | = Z E7 g &0, (30)
Tn i=1 Tn i=1
1 [T ] ,
T Z ETNE] 5, (31)
=1
1 [T ] ' .
T_ Z Ez_l [g'y,iga,i} — E'y,ou (32)
=1

LT ]
Ti S ETHE] D S, (33)
=1
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[T ]
1 .
= > BTGl + [&ail® + [€alY] 2 0. (34)
noj=1

Trivially {(&,i,6a,i> &n.i) bi<|T,) forms a martingale difference array with respect
to (F;), since we have F;_1 C Fi, for each j € A;; this immediately ensures
(30). By the arguments in Remark 3.6, we can replace (31), (32), and (33) by

T%Z (Bt fagor-n)) Bs,

Cji—1

3 (e (o) (Fga) e

1Z<3 ?GITLA, J) 2 S,

T Cj—
nj:1 j—1

respectively. Noting that E[|Jy, |?] = O(h,,) for any ¢ > 2 under Assumption 2.1,
we can deduce the last three convergences from [3, Lemma 9] and the ergodic
theorem.

It remains to show (34). It follows from It&’s formula and Assumption 2.1
that for any j € {1,...,n},

tj tj N
(AjJ)2 —h= 2/ (JS, — thfl)dJS +/ /zZN(ds,dz),
tj71 t]‘71

where N(ds, dz) is the compensated Poisson random measure of .J; recall that
we are assuming that E[(A;J)?] = (62 + [ 2?v(dz))h = h. Then, we can rewrite
&yiand &,y as

% 8 C;
Eyi= / (xj . I 1(J87 - JtH)) dJ,

/E /2;( )R 2 s ),
/ nJJh Py (X; 66%11) n
/l W/j; (xj 2 aj 1) 2N(ds, dz).

Taking a similar route to the estimate (18), we have

[T )

72 ZE% gl

Since T),2 Zgﬁj Ei=1|¢,:]*] & 0 under Assumptions 2.1 and 3.3, we obtain
the desired result. O

—

TTL

A1 S SO+ 1Xl) = 0,1 ) = 0, (1)
n =1

[
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3.3. Further remarks
8.8.1. Dimension of the processes

For the asymptotics of the GQMLE, we could consider multivariate X without
any essential change [18]; we will conduct related simulations in Section 5.2.
Moreover, the estimator of («,v) may not be necessarily the GQMLE and could
be any measurable mappings 6,, = én(Xn) for which we have an asymptotically
linear representation as in (29).

3.8.2. Model selection for L(Jy)

Residual based on information criterion (IC) formulation after estimation should
be possible (both AIC and BIC types). We can infer the structure of J as in the
i.i.d case, yet should be careful in making possibly necessary corrections stem-
ming from the stochastic expansion (14). For example, for the AIC statistics to
be theoretically in effect, among other conditions it is required that the random
sequence (tiy.,), is L*+9(P)-bounded for some § > 0. It could be verified by
means of the uniform tail-probability estimate for (&, ), through the random
function Hj ,,(n); indeed, we could make use of the same machinery to deduce
Theorem 2.8(2).

3.8.8. Setting of noise inference

Although we have set a finite-dimensional 1 above, we could consider infinite-
dimensional 1, most generally £(.J;) itself: once {€;} has been constructed, it is
also possible to take into account conventional nonparametric procedures, such
as the kernel density estimation, and also goodness-of-fit tests; see Section 5.3
for an illustration.

4. Implementation

In this section, we discuss the new classes and the new methods in the YUIMA
R package that gives us the possibility to deal with an SDE driven by a Lévy
process completely specified by the user. To construct an object of YUIMA
class, that is a mathematical description of an SDE driven by a pure Lévy jump
process, three steps are necessary:

1. Definition of an object that contains all the information about the struc-
ture of the pure Lévy jump. In this step, the user can specify a random
number generator, a density function, a cumulative distribution function,
a quantile function, a characteristic function, and the number of compo-
nents for the underlying Lévy process.

2. Definition of the structure of the SDE where the driving noise is deter-
mined from the object constructed in Step 1.
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Object of YUIMA class
Slots:
@data : Data that can be either real or simulated
@model : Mathematical description of the model
@sampling : Structure of the time grid
@characteristic :  Additional info
@functional : Functional of SDE

F1c 1. The structure of an object that belongs to the YUIMA class.

Object of yuima.law class
Slots:
@rng : Random number generator
@density : Density function
Q@cdf : Cumulative distribution function
@quantile : Quantile function
@characteristic : Characteristic function
@param.measure : Parameter labels
@time.var : Time label
@dim : Dimension of the random variable
N /

FiG 2. The structure of an object that belongs to the yuima. law class.

3. Construction of an object that belongs to the YUIMA class whose slots are
reported in Figure 1. The slot model is filled with the object built in Step
2. This new object can be used to simulate a sample path by overwriting
the slot sampling with the structure of the time grid. Alternatively, we
can use this object to estimate the SDE defined in Step 2. In this case, we
can store the observed data in the slot data.

4.1. yuima.law: A new class for a mathematical description of the
Lévy process

In this section, we describe the structure of a yuima.law-object and its con-
structor setLaw. The main advantage of this new class is the possibility of
connecting YUIMA with any CRAN package that provides functions for a spe-
cific random variable. Figure 2 reports the slots that constitute an object of
yuima.law class.

The first five slots contain R user-defined functions. In particular, the first
two slots contain the random number generator and the density function re-
spectively. Although it is not necessary to specify these functions to construct
an object of yuima.law class, the definition of a random number generator is
necessary to run the YUIMA simulate method while the density function is
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Input [e? Output

Tng

An user-defined R function
for generating At-time Lévy
increments.

density

A user-defined R function for
the density of the
increments.

cdf

An user-defined R function
for the cdf of the increments.

setLaw yuima.law-object

quantile

An user-defined R function
for the quantile of the
increments.

caf

A lefined R function for
the characteristic function of
the increments.

F1G 3. Procedure for the construction of an object that belongs to the yuima. law class.

used internally by the YUIMA gmleLevy method. The template of these two
functions is listed below:

# User specified random number generator
R> user.rng <- function(n, eta, t){
+ e+ «.. ... # Body of the function
+ 7
# User specified density function
R> user.density <- function(x, eta, t){
+ <.+« +«.. ... # Body of the function
+ 7
where the input eta is a vector containing the names of the Lévy noise param-
eters and the input t refers to the label of the time variable.
An object of yuima.law class is built using setLaw constructor.

R> setlaw(rng = function(n, ...){ NULL },

+ density = function(x, ...){ NULL },

+ cdf = function(q, ...){ NULL },

+ quant = function(p, ...){ NULL },

+ characteristic = function(u, ...){ NULL },
+ time.var = "t", dim = NA )

The first five inputs in the function fill the corresponding slots in the yuima.law
object. Figure 3 describes the steps required for the construction of the
yuima.law-object.

After the construction of an object that belongs to the yiuma.law class, by
using the standard constructor setModel where an yuima.law object is passed
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Ouputs

yuima.carma

setModel L( yuina.model

yuima.law and
additional inputs

i {f [ [

yuima.model

Fic 4. Procedure for the definition of the model where the noise is defined by an object of
yuima. law class.

to setModel through the argument measure, the user can specify completely a
SDE driven by a pure Lévy jump as shown in the following command line:

R> setModel (drift = "User.Defined_drift",
+ jump.coeff = "User.Defined_jump.coef", measure.type = "code",
+ measure = list(df = User.Defined_yuima.law))

We remark that an object of yuima.law class can be also used to specify the
Lévy noise in the Continuous Time ARMA model [4] and in the COGARCH
process [5, 6]. In the first case, the model is built using the constructor setCarma:

R> setCarma(p, q, measure.type = "code", measure = list(df =
+ User.Defined_yuima.law))

where p and ¢ are two integers indicating the order of the autoregressive and
the moving average parameters. The COGARCH(p,q) process can be defined in
YUIMA using the function setCogarch as follows:

R> setCogarch(p, q, measure.type = "code", measure = list(df =
+ User.Defined_yuima.law))

Figure 4 shows how to use an object of yuima.law class in the definition of
models that can be constructed using YUIMA.

4.2. yuima.qmleLevy.incr: Estimation of an SDE driven by a Lévy
pure jump process in yuima

In this section, we discuss how to estimate an SDE driven by a Lévy pure jump
process in YUIMA. In particular, we describe the features of the new class
yuima.gmleLevy.incr and explain the usage of the new method gmleLevy.
The yuima.gmleLevy.incr class is the extension of the classical yuima.qmle
class because we have additional slots associated with the filtered Lévy incre-
ments obtained using the procedure described in Section 3. As a child class,
yuima.gmleLevy.incr class inherits all the YUIMA methods developed for the
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Object of yuima.gmleLevy.incr class

@Incr.Lev : Estimated At or unit-time Lévy increments
@logL.Incr : Log-likelihood of the estimated Lévy increments
@Levydetails :  Additional information on the internal optimization
@Data : Observed data

Q... : Slots inherited from yuima.qgmle class

Fic 5. Main slots of an object that belongs to the yuima.qgmleLevy. incr class.

yuima.gmle class. Figure 5 reports the new slots. The most relevant for our
study is the slot Incr.Lev where we can find the estimated Lévy increments.

An object of yuima.gmleLevy.incr class can not be directly constructed by
the user but it is a possible output of the function gqmleLevy that performs the
estimation approach discussed in Section 2. The syntax of this function is as
follows:

R> gmleLevy(yuima, start, lower, upper, joint = FALSE,
+ third = FALSE, Est.Incr = "Nolncr", aggregation = TRUE)

The first argument is an object of yuima class where the slot data contains
the observed dataset, while the slot model is a mathematical description of
the SDE driven by the pure Lévy jump process. The arguments start, lower
and upper are used in the optimization routine to identify the initial guesses
and box-constraints. The arguments joint and third are technical arguments
related to the procedure of the GQMLE; we refer to [7] for a specific documen-
tation of their meaning. The most important arguments for the estimation of
the Lévy increments are Est.Incr and aggregation. The argument Est.Incr
assumes three values: NoIncr, Incr and IncrPar. In the first case, the function
returns an object of yuima.qgmle class that contains only the SDE parameters.
The function gmleLevy internally runs only the GQMLE procedure. Setting
Est.Incr = "Incr" or Est.Incr = "IncrPar", gmleLevy returns an object of
yuima.qgmleLevy.incr class. In the first case the object contains the estimated
increments while, in the second case, we also obtain the estimated parameters
of the Lévy measure. The last argument aggregation is a logical variable. If
aggregation = TRUE, the estimated Lévy increments are (4) associated to the
unit-time intervals while, if aggregation = FALSE, the function returns the
At-time Lévy increments, see (3).

Figure 6 shows all the steps for the estimation of an SDE driven by a user-
defined Lévy process using the real data. As remarked at beginning of Section
4, Figure 6 remarks the preliminary step for the construction of an object that
belongs to yuima class through the constructor setYuima.
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setYuima

; start, lower,
yuima
upper, ...

quleLevy

yuima.qmleLevy.incr

F1G 6. Procedure for the estimation of a SDE driven by a Lévy process in YUIMA.

5. Numerical examples
5.1. Univariate Lévy SDE model

In this section, we show how to use YUIMA in the simulation and estimation
of an univariate SDE driven by a pure jump Lévy process defined by the user
through an object of yuima.law class. The model, that we consider, is defined
by the following SDE:

dX; = oy (ag — Xy) dt + ydJ; (35)

where a4 is a real parameter while a; and v are positive parameters, and where
{Ji},>0 is a symmetric Variance Gamma process with parameter 1 > 0.

In this example we use an object of yuima.law class to construct a link
between YUIMA and the VarianceGamma package [16] available in CRAN. We
use two functions available in the package VaranceGamma respectively rvg for
the random number generation and dvg to construct the density function. The
parametrization in VarianceGamma package was introduced in [11] where the
symmetric Variance Gamma J random variable is defined as a normal variance
mean mixture with a gamma subordinator. Specifically, we set

2\
oy, (u) = (1 + 021/?>

for the characteristic function of J;. Setting v = ﬁ and o = V/At, we identify
the distribution of the increments J; — J;_ a; for the symmetric Variance Gamma
Lévy process used in (35).

Following the structure presented in Section 4, we define an object of yuima.law
class that contains all the information on the underlying process {.J;},-,. We
run all examples using version yuima.1.15.4 available on R-Forge.
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R> library(VarianceGamma)
#### Definition of a yuima.law object ####

R> myrng <- function(m, eta, t){

+ rvg(n, vgC = 0, sigma = sqrt(t), theta
+ }

R> mydens <- function(x, eta, t){

+ dvg(x, vgC = 0, sigma = sqrt(t), theta

+ }

I
>
B
]

]
S
=]
[

1/(eta*t))

1/(eta*t))

R> mylaw <- setLaw(rng = myrng, density = mydens, dim = 1)

R> class(mylaw)

[1] "yuima.law"
attr(, "package")
[1] "yuima"

R> slotNames (mylaw)

[1] llrngll "density" llcdfll
[5] "characteristic" "param.measure" "time.var"

"quantile"
Ildimll

Using the constructor setLaw we are able to build an object of yuima.law
class where the first two slots contain the random number generator (myrng)
and the density function (mydens) that we will use for the simulation and the
estimation of the distribution of J in the model (35). The next step is to build
an object of yuima.model class using the standard constructor setModel:

#### Definition of an object of yuima.model class ####

R> yuimal <- setModel(drift = "alphal*(alpha2-X)",

+ jump.coeff = "gamma", jump.variable = "J",
+ solve.variable = c("X"), state.variable = c("X"),
+ measure.type = "code", measure = list(df = mylaw))

It is worth noticing that the slot measure of the object yuimal contains the

object mylaw constructed previously.
R> print (yuimal@measure[[1]])

An object of class "yuima.law"
Slot "rng":
function(n, eta, t){
rvg(n, vgC = 0, sigma = sqrt(t), theta = 0, nu
X

Slot "density":

1/(etaxt))
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function(x, eta, t){
dvg(x, vgC = 0, sigma = sqrt(t), theta = 0, nu = 1/(etaxt))
}

Slot "cdf":
function(q,...){NULL}
<environment: 0x000001e202715cf0>

Slot "quantile":
function(p,...){NULL}
<environment: 0x000001e202715cf0>

Slot "characteristic":
function(u,...){NULL}
<environment: 0x000001e202715cf0>

Slot "param.measure":
[1] Iletall

Slot "time.var":

[1] Iltll
Slot "dim":
[1] NA

We can generate a sample path using the simulate method in YUIMA that
we report in Figure 7. The simulation scheme in YUIMA is based on the Euler
discretization, and the small-time increments of the noise J therein are generated
by the random number generator stored in mylaw object.

#### real parameters ####
R> alphal <- 0.4; alpha2 <- 0.25; gamma<- 0.25; eta <- 1

#### Sample grid ####

R> n <- 50000

R> Time <- 1000

R> sam <- setSampling(Terminal = Time, n = n)

#### Simulation ####

R> yuima2 <- setYuima(model = yuimal, sampling = sam)
R> true <- list(alphal = alphal, alpha2 = alpha2,

+ gamma = gamma, eta = eta)

R> set.seed(123)

R> yuima3 <- simulate(yuima2, true.parameter = true,
+ sampling = sam)

#### plot sample path ####
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Fic 7. Simulated Trajectory of an OU-VG model with parameters a1 = 0.4, = 0.25,7 =
0.25,n = 1.

R> plot(yuima3)

To assess numerically the effectiveness of the three-step estimation procedure
discussed in Section 2 and Section 3 we re-estimate the model in (35) using the
data stored in the object yuima3.

#### starting point ####

R> set.seed(123)

R> start <- list(alphal = runif(1, 0.01, 2),

+ alpha2 = runif(1, 0.01, 2), gamma = runif(1, 0.01, 2),
+ eta = runif(1, 0.5, 1.5))

#### upper and lower bounds ####

R> upper <- list(alphal = 2, alpha2 = 2, gamma = 2, eta = 1.5)
R> lower <- list(alphal = 0.01, alpha2 = 0.01, gamma = 0.01,

+ eta = .5)

#### GQMLE procedure ####

R> res.VG <- gmleLevy(yuima3, start = start, lower = lower,
+ upper = upper, Est.Incr = "IncrPar", aggregation = TRUE,
+ joint = FALSE)

The function gmleLevy returns an object of yuima.qgmleLevy.incr class that
extends the standard class yuima.qgmle.

R> class(res.VG)

[1] "yuima.gmleLevy.incr"
attr(, "package")
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Fic 8. Estimated unit-time increments from the OU-VG model defined in (35).

[1] "yuima"

R> slotNames(res.VG)

[1] "Incr.Lev" "logL.Incr" "minuslogllevy" "Levydetails"
[6] "Data" "model" "call" "coef"
[9] "fullcoef" "fixed" "vcov" "min"

[13] "details" "minuslogl" "nobs" "method"

The slot Incr.Lev is filled with an object of yuima.data class that contains
the estimated unit-time Lévy increments.

R> str(res.VG@Incr.Lev, 2)

Formal class ’yuima.data’ [package "yuima"] with 2 slots
..0 original.data:’zooreg’ series from 1 to 1000
Data: num [1:1000, 1] 0.141 0.249 -1.219 1.336 0.106
..— attr(x, "dimnames")=List of 2
Index: num [1:1000] 1 234567 89 10 ...
Frequency: 1
..Q@ zoo.data :List of 1
Figure 8 reports the trajectory of the estimated unit-time Lévy increments.

#### Visualization of the estimated unit-time increments ####
R> plot(res.VG@Incr.Lev)

5.2. Multivariate Lévy SDE model

In this section, we simulate and estimate a bivariate SDE model driven by two
independent symmetric Variance Gamma processes. As done in the previous
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section we construct the random number generator and the joint density func-
tion of the underlying bivariate Lévy process using the function developed in
the VarianceGamma package. We report below the code for simulating and es-
timating the process X; := [Xi4, Xz’t]—r that satisfies the following system of
SDEs:

Xm,t =aQ1,1 (OZLQ — Xl,t — 0.2X2’t) dt + ’Yldjl,t

36
dXot = ag (a2 — Xoy) dt + y2dJoy (36)

where J, = [J;1, Jt72]T is a bivariate Lévy process where the components are
two independent symmetric Variance Gamma, processes.

The first step is to construct an object of yuima.law class that contains a
random number generator and the joint density of the bivariate Lévy process
Ji. As done for the model in (35) we use the functions available in the R package
VarianceGamma. The random number generator of the increments can be defined
using the following command lines:

#### Construction of a bivariate rng function ####
R> myrng2 <- function(n, etal, eta2, t){
+ resO <- rvg(n, vgC = 0, sigma = sqrt(t), theta = 0,
nu =1/ (etal * t))
cbind(res0, rvg(n, vgC = 0, sigma = sqrt(t), theta = 0,
nu =1/ (eta2 * t)))

+ + + +

}

Compared with the random number generator used in the univariate case, the
result of the function rng is a two-column matrix where each column contains
increments generated from a symmetric Variance Gamma random variable. Ex-
ploiting the independence assumption we construct the joint density of the pro-
cess J; as a product of two univariate symmetric Variance Gamma densities
using the following R function:

#### Construction of the joint density ####

R> mydens2 <- function(x, etal, eta2, t){

+ dvg(x[,1], vgC = 0, sigma = sqrt(t), theta = 0,
nu = 1/(etal * t)) * dvg(x[,2], vgC = 0,

sigma = sqrt(t), theta = 0, nu = 1/(eta2 * t))

+ + +

}

Using the constructor setLaw, we build an object of yuima.law that contains
information for simulating the noise J; and for estimating the parameters in
(36).

R> mylaw2 <- setLaw(rng = myrng2, density = mydens2, dim = 2)

We simulate a trajectory of the model in (36) using the standard syntax in
YUIMA as follows:

#### Model Definition ####
R> yuima2 <- setModel(drift = c("alphall*(alphal2-X1-0.2*X2)",
+ "alpha21*(alpha22-X2)"), jump.coeff = matrix(c("gammal",
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F1G 9. Simulated trajectory of the bivariate process Yi defined in (36).

+ 0, 0, ""gamma2"), 2, 2), solve.variable = c("X1", "X2"),
state.variable = c("X1", "X2"), measure.type = c("code",
+ "code"), measure = list(df = mylaw2), jump.variable = "J")

+

#### Choosing model parameters ####

R> alphall = 0.4; alphal2 = 0.25; gammal = 0.2; etal =1
R> alpha21 = 0.3; alpha22 = 0.3; gamma2 = 0.1; eta2 =1
R> true2 <- list(alphall = alphall, alphal2 = alphal2,

+ gammal = gammal, etal = etal, alpha2l = alphaZ2i,

+ alpha22 = alpha22, gamma2 = gamma2, eta2 = eta2)

#### Setting the sample grid ####

R> n2 <- 50000

R> Time2 <- 1000

R> sam2 <- setSampling(Terminal = Time2, n = n2)

#### Simulation ####

R> yuima2 <- setYuima(model = yuima2, sampling = sam2)
R> set.seed(123)

R> yuima2 <- simulate(yuima2, true.parameter = true2,
+ sampling = sam2)

Figure 9 rgrports the simulated trajectory of each member in the process X; :=
[Xt,l ) th]

R> plot(yuima2)

Now we execute the three-step estimation procedure using, as a dataset, the
simulated trajectory stored in the slot data of the object yuima2. As done in the
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univariate case, we select randomly a starting point and we fix upper and lower
bounds for each parameter. We select the inputs of the function qmleLevy to
get an object of yuima.qgmleLevy.incr class that contains the estimated unit-
time increments of the noise and the Lévy measure parameters of the bivariate
symmetric Variance Gamma process Z;.

#### Starting point generation ####

R> set.seed(123)

R> start2 <- list(alphall = runif(1, 0.01, 2),

+ alphal2 = runif(1, 0.01, 2), gammal = runif(1, 0.01, 2),
+ etal = runif(1, 0.5, 2), alpha21 = runif(1, 0.01, 2),

+ alpha22 = runif(1, 0.01, 2), gamma2 = runif(1, 0.01, 2),
+ eta2 = runif(1, 0.5, 2))

#### Upper and lower bounds ####

R> upper2 <- list(alphall = 2, alphal2 = 2, gammal = 2, etal = 2,
+ alpha21 = 2, alpha22 = 2, gamma2 = 2, eta2 = 2)

R> lower2 <- list(alphall = 0.01, alphal2 = 0.01,

+ gammal = 0.01, etal = .5, alpha21 = 0.01, alpha22 = 0.01,

+ gamma2 = 0.01, eta2 .5) ## set lower bound

#### Estimation ####

R> res.VG2 <- gmlelevy(yuima2, start = start2, lower = lower2,
+ upper = upper2, Est.Incr = "IncrPar", aggregation = TRUE,
+ joint FALSE)

With the following command lines, we compare the initial values for the opti-
mization routine, the fixed and estimated parameters.

#### Starting values ####
unlist (start2) [names (coef (res.VG2))]

alphall alphal2  alpha21 alpha22 gammal gamma?

0.5822793 1.5787272 1.8815299 0.1006574 0.8238641 1.0609299
etal eta2
1.8245261 1.8386286

#### Real parameters ####
unlist (true2) [names (coef (res.VG2))]

alphall alphal2 alpha2l alpha22 gammal gamma2 etal eta2
0.40 0.25 0.30 0.30 0.20 0.10 1.00 1.00

#### Estimated parameters ####
coef (res.VG2)

alphall alphal2 alpha21  alpha22 gammal gamma?2

0.3668973 0.2633624 0.2984875 0.3009404 0.2053790 0.1017661
etal eta2
0.9883838 0.9745951
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The estimated parameters seem to be precise. The Euclidean norm of the differ-
ence between true2 and coef (res.VG2) is approximately 0.0457 while, applying
the same distance between true2 and start2, it results to be 2.652 with a re-
duction of 98%. We show the standard errors applying the function summary.

#### Summary #H###
summary (res.VG2)

summary (res.VG2)
Quasi-Maximum likelihood estimation

Call:
gmleLevy(yuima = yuima2, start = start2, lower = lower2,
upper = upper2, joint = FALSE, Est.Incr = "IncrPar",
aggregation = TRUE)

Coefficients:

Estimate Std. Error
alphall 0.3668973 0.005725729
alphal2 0.2633624 0.002610983
alpha2l 0.2984875 0.028302434
alpha22 0.3009404 0.017663594
gammal 0.2053790 0.023555954
gamma?2 0.1017661 0.010761713
etal 0.9883838 0.098752509
eta2 0.9745951 0.094324105

-2 log L: -494221.9 -494557.8 5335.13

The estimated time-unit increments of the bivariate Lévy noise are available in
the slot Incr.Lev

R> summary(res.VG2@Incr.Lev)

Lengthl Length2 Class Mode
1000 1000 yuima.data S4

R> plot(res.VG2@Incr.Lev,
+ ylab = c(expression(paste(Delta, J[1, t])),
+ expression(paste(Delta, J[2, t1))), xlab = "t")

5.3. Real data

In this section, we discuss how to estimate a stochastic differential equation
driven by a Lévy process using real data. Once the increments have been ob-
tained, we show how to use them in the two different situations: noise selec-
tion and forecasting. We start with an example that shows how to combine
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Fic 10. Estimated unit-time increments of the bivariate process Ji.

the information stored in an object of yuima.qgmleLevy.incr class with avail-
able R packages for selecting a Lévy measure. The data is downloaded from
yahoo.finance using the R package quantmod that downloads time-series in an
xts format. We get the closing log-prices of the S&P500 index ranging from 04
January 1951 to 04 January 2021 using the following command lines:

#### Download Dataset ####

R> library(quantmod)

R> getSymbols(Symbols = ""GSPC", from = "1951-01-04",

+ to = "2021-01-04")

R> logprice <- 1og(GSPC$GSPC.Close)

R> plot(logprice, main = "Closed log-prices of Standard & Poor 500",
+ main.cex = 0.8)

Figure 11 reports the time series used in our example. We describe the log-price
by the following SDE:

dXt = (Oé] + Oéth) dt + 'YlX;/Qth (37)

where a; > 0, ag < 0, 1 > 0 and 2 > 0. We construct an object of yuima class
that contains the mathematical description of the SDE in (37) and the data.

#### Law Definition ####
R> mylaw3 <- setLaw(dim = 1)

R> #### Model and Data ####

yuima3 <- setModel (drift = "alphal+alpha2+*X",
+ jump.coeff = matrix(c("gammal*X gamma2")),
+ measure.type = "code",
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F1G 11. Closing log-prices of S&P500 ranging from 04 January 1951 to 04 January 2021

+ measure = list(df = mylaw3), jump.variable = "J",
+ solve.variable = c("X"), state.variable = c("X"))
R> Data <- setData(logprice, delta = 1/30)

R> yuima3 <- setYuima(data = Data, model = yuima3)

R> print(Data)

Number of original time series: 1
length = 17615, time range [1951-01-04 ; 2020-12-31]

Number of zoo time series: 1
length time.min time.max delta
GSPC.Close 17615 0 587.133 0.03333333

From the structure of the object Data, we observe that the time is expressed in
a monthly basis. Therefore, setting ¢ty = 0, we have T,, = 587.133 and h = 1/30.

It is worth noting that the object mylaw does not require a formal specifi-
cation for the random number generator and for the density function as done
in the previous examples. Indeed, we do not assume any specific form of the
Lévy measure of the process J and the estimation of the unit-time increments
described in Section 3 is completely model-free.

#### Estimation of time-unit increments ####

R> set.seed(123)

R> start3 <- list(alphal = runif(1, min = 10°(-10), max = 1),
+ alpha2 = runif(1, min = -1, max = -107(-10)),

+ gammal = runif(1, min = 10°(-10), max = 1),

+ gamma2 = runif (1, min = 0, max = 2))

R> lower3 <- list(alphal = 10°(-10), alpha2 = -1,
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+ gammal = 10°(-10), gamma2 = 0)

R> upper3 <- list(alphal = 1, alpha2 = 1, gammal = 1,
+ gamma2 = 2)
R> res3 <- gmleLevy(yuima3, start = start3, lower = lower3,

+ upper = upper3, Est.Incr = "Incr", aggregation = TRUE,
+ joint = FALSE)
R> summary (res3)

Quasi-Maximum likelihood estimation

Call:

gmleLevy(yuima = yuima3, start = start3, lower = lower3,
upper = upper3, joint = FALSE, Est.Incr = "Incr",
aggregation = TRUE)

Coefficients:

Estimate Std. Error
gammal 0.016267709 0.0007539279
gamma? 0.694168099 0.0715834862
alphal 0.012156634 0.0081051421
alpha2 -0.000635202 0.0015396235

-2 log L: -113838.7 -113858.5

Applying logLik method to res3, we determine the value for the stepwise GQL
function Hj ,,(91,%2) and the value of GQMLE with the following command
lines:

R> T_n <- tail(index(Data@zoo.data[[1]]),1L)
R> H_ 1 <- -1/T_n*logLik(res3)[1]

R> GQMLE <-logLik(res3) [2]

R> print(c(H_1, GQEMLE))

[1] -96.94454 56929.23019
The unit-time increments are stored in the slot res3@Incr.Lev and they can
be extrapolated using the following command lines:

#### Time—unit increments ####

R> UnitaryIncr <- as.numeric(res3@Incr.Lev@original.data)

R> plot(UnitaryIncr, ylab = expression(Delta*J[1]), xlab = " ",
+ main = "Estimated Time-Unit Increments", cex.main = 0.8)

Figure 12 reports the estimated time-unit increments of the process J. Due to
the fact that the object UnitaryIncr belongs to the numeric class, we can apply
any method available in R for any numeric object. Just for an illustration, in the
following command lines, we show how to get the kernel density estimate based
on the estimated increments, and compare it with the empirical histogram; a
graphical comparison is reported in Figure 13.
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Fic 12. Estimated time-unit increments from the real dataset
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Fic 13. Comparison betwen empirical and kernel densities of the time-unit increments

#### Plot kernel density ####

R> hist(UnitaryIncr, freq = F, nclass = 50,

+ main = "Density of Time-Unit Increments",

+ cex.main =0.8, xlab = expression(Delta*J[1]), ylab = " ")
R> lines(density(UnitaryIncr), col = "red")

A model selection exercise can be done using the function stepAIC.ghyp
available in the package ghyp that allows the user to compare a list of distribu-
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tions widely applied in finance. In particular, based on the Akaike Information
Criterion, this function identifies the best model between the Generalized Hy-
perbolic, the Hyperbolic, the Variance Gamma, the Normal Inverse Gaussian,
the Student-t and the Normal distribution.

#### Model selection ####

R> library(ghyp)

R> Comparison <- stepAIC.ghyp(UnitaryIncr)
R> Comparison$best.model

Asymmetric Hyperbolic Distribution:

Parameters:
alpha.bar mu sigma gamma
1.8398103 0.5383745 0.9075450 -0.5337697

log-likelihood:
-793.7689

Call:
stepAIC.ghyp(data = UnitaryIncr)

In our example, the function stepAIC.ghyp selects the Asymmetric Hyperbolic
distribution as the best fitting model with the (\, &, u, 0, v)-parametrization for
a generic Generalized Hyperbolic distribution. The latter is a normal variance
mean mixture with a Generalized Inverse Gaussian subordinator 7, and, as
described in the package documentation [20], the (A, &, u, o, y)-parametrization
requires the characteristic function of 71 to be:

s 5, (Ve =)
On () = <<P S022‘”) Ky (VEp)

where ¢ = aKHl( (\/:)) and & > 0. The real parameters p and

Va)
Kx( 7) ’ KA+1(\F
~ control the position and the skewness while o > 0 is a scale parameter for the
Generalized Hyperbolic distribution. The Hyperbolic distribution is obtained by
setting A = 1.

In the second example, we show how to use an object of yuima.law class to
generate a new trajectory using the increments of the process J. In this case, we
need to estimate the increments associated with the interval of length At (small
model-time length). In this example, we use a shorter dataset composed of three
years of observations of the S&P500 index ranging from 04 January 2018 to 04
January 2021. For the estimation of the increments, the chunk code is exactly
the same used in the previous example with only one difference. Indeed, to
obtain the At increments we set the input aggregation as FALSE.

#### Download dataset ####
R> getSymbols(Symbols = "“GSPC", from = "2018-01-04",
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+ to = "2021-01-04")
R> logprice2 <- log(GSPC$GSPC.Close)

#### Model and data ####
R> mylaw4 <- setLaw(dim = 1)
R> yuima4 <- setModel(drift = "alphal+alpha2*X",

+ jump.coeff = matrix(c("gammal*X gamma2")),

+ measure.type = "code", measure = list(df = mylaw4),
+ jump.variable = "J", solve.variable = c("X"),

+ state.variable = c("X"))

R> Data <- setData(logprice, delta = 1/30)
R> yuima4 <- setYuima(data = Data, model = yuima4)

#### Estimation delta t increments ####
R> set.seed(123)
R> start4 <- list(alphal = runif(1, min = 10°(-10), max = 5),

+ alpha2 = runif(1, min = -1, max = -10"(-10)),

+ gammal = runif (1, min = 10°(-10), max = 1),

+ gamma2 = runif (1, min = 0, max = 2))

R> lower4 <- list(alphal = 10°(-10), alpha2 = -1,

+ gammal = 10°(-10), gamma2 = 0)

R> upper4 <- list(alphal = 5, alpha2? = -10"(-10), gammal = 1,

+ gamma2 = 2)

R> res4 <- gmleLevy(yuima4, start = start4, lower = lower4,
+ upper = upper4, Est.Incr = "Incr", aggregation = FALSE,
+ joint = FALSE)

R> summary (res4)

Quasi-Maximum likelihood estimation

Call:

gmleLevy(yuima = yuima4, start = start4, lower = lower4,
upper = upper4, joint = FALSE, Est.Incr = "Incr",
aggregation = FALSE)

Coefficients:
Estimate Std. Error

gammal 0.08111166 0.005677789
gamma2 0.00000000 0.065495083
alphal 2.01137182 1.367347271

alpha2 -0.25019063 0.171158938

-2 log L: -4207.318 -4210.077

Using the estimated At increments in the slot res4@Incr.Lev we can build
an object of yuima.law class that internally uses a random number generator
that samples from the data in res4@Incr.Lev.
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Fic 14. 24 months simulated trajectory of the SEP500 log-price series

#### yuima.law Definition ####

R> mydata <- as.numeric(res4@Incr.Lev@original.data)
R> myrndEmp <- function(n, mydata){

+ sample (mydata, size = n)

+ }

R> mylaws <- setLaw(rng = myrndEmp)

The object mylaw contains a random number generator that uses the R func-

tion sample, however, the user can apply more advanced sampling methods
from packages available from CRAN. We can simulate one-year trajectory of
the S&P500 log prices in YUIMA. Figure 14 reports the simulated sample path.

#### Generation 1 year trajectory ####
R> yuimab5 <- setModel(drift = "alphal+alpha2*X",

+ jump.coeff = matrix(c("gammal*X gamma2")),

+ measure.type = "code", measure = list(df = mylaw5),
+ jump.variable = "J", solve.variable = c("X"),

+ state.variable = c("X"),

+ xinit = as.numeric(tail(logprice2, 1L)))

R> samp5 <- setSampling(Initial = 0, Terminal = 24, n = 24%30)
R> yuimab5 <- setYuima(model = yuimab, sampling = samp5)

R> trueb <- as.list(coef(res4))

R> trueb$mydata <- mydata

R> set.seed(123)

R> yuimab <- simulate(yuimab, true.parameter = truebs,

+ sampling = samp5)

R> plot(yuimab,



+
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main = "Forecasted 24 months trajectory of the S&P500 Index",
cex.main = 0.8)

In Figure 14, the 24 months trajectory displays an oscillatory behavior. It
fluctuates around the long term mean that can be estimated using the ratio
— 91~ 8.0394.
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