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LIMIT THEOREMS FOR MOVING AVERAGES WITH
RANDOM COEFFICIENTS AND HEAVY-TAILED NOISE

RAFAL KULIK,* University of Wroctaw and University of Ottawa

Abstract

We consider a stationary moving average process with random coefficients, X, =
Z/fio C: kZ;—, generated by an array, {C; x, t € Z, k > 0}, of random variables and a
heavy-tailed sequence, {Z;, ¢t € Z}. We analyze the limit behavior using a point process
analysis. As applications of our results we compare the limiting behavior of the moving
average process with random coefficients with that of a standard MA(oo) process.
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1. Introduction

Many data sets from telecommunications, finance, and economics exhibit heavy tails. A key
question is how to fit models to such data. In the setting of a stationary time series with finite
variance, autoregressive moving average (MA) processes are sufficient for data analysis, and
we may use standard techniques to fit an appropriate one. If the variance is infinite and a data
sequence, {X;, t € Z}, is generated by the linear process

oo
Xi =) cZik, (1.1
k=0

where {Z;, t € Z} is a sequence of independent and identically distributed (i.i.d.) regularly
varying random variables, then we may use the sample autocorrelation function to fit an appro-
priate model; see, e.g. [6]. However, when there are nonlinearities, the sample autocorrelation
function need not be consistent. In particular, it may converge in distribution to a nondegenerate
random variable. This can result in an inappropriate model being selected. This phenomenon
was observed in [8] for bilinear processes

Xi=cXi 1211+ Z4, (1.2)

where |c|"‘/2 E[Z(f/z] <1, @ > 0,and {Z;, t € Z} are i.i.d. and regularly varying. Also, if the
model is linear then X, a generic random variable of the sequence {X;, ¢ € Z}, has a regularly
varying tail with index « if and only if Z also does. On the other hand, if

Xt == YtXt—l + Ztv t e Z, (13)

where {Y;, t € Z}arei.i.d. butnotnecessarily independentof {Z;, ¢t € Z}, thenregular variation
may appear even though the noise variables Z; all have finite moments; see, e.g. [10]. We refer
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the reader to [9, Chapter 7] as well as [12] and [14] for further discussion of nonlinear time
series.

Therefore, in the infinite-variance case, new limit theorems and statistical tests for detecting
possible nonlinearities are required. To obtain limit theorems for the models mentioned above,
we observe that each of them can be written as a moving average with random coefficients. To
be more specific, assume that {Z;, ¢ € Z} is a sequence and that C = {C,x, t € Z, k > 0} is
an infinite array of random variables. Then

oo
Xi=) CiZizt, 1€, (1.4)
k=0

is the moving average process with random coefficients.

Now, if the sequence {(Y;, Z;), t € Z} is i.i.d. then model (1.3) may be represented
as (1.4) by taking C;x = ]_[f-:(} Yi—i. Thus, Ciyrkx = Yi+k --- Ye4+1 and, hence, for fixed
t, Z; is independent of {C;4¢ r, k > 0}. Also, for the bilinear model (1.2) with i.i.d. noise
sequence {Z;, t € Z}, we have C; y = ck l—[f‘;ll Z;—; and Z;_ is replaced with th_k in (1.4).
Consequently, Ci4x x = cthJrk,] -+ Zs41 is independent of Z; for all k > 0.

For random variables, X;, defined by (1.4), our main goal is to obtain point process limits

for
n

n
DSt DS e xey
t=1

=1

where § is the Dirac measure and (a,) an appropriate normalizing sequence. In order to do
this we shall first prove that the tail of X, behaves as if we have considered the standard
MA(o0) model (1.1) with coefficients cx = [|Csklle = E[|Ct,k|“]1/°‘. Hence, in the one-
dimensional case we generalize the result of [16] and, as a corollary, obtain the tail asymptotics
for bilinear processes [8] or stochastic recurrences [11]. We also obtain the tail asymptotics
for S, = Zle X, for fixed n, generalizing a result of [11]. Note that in this case the tail
asymptotics for §,, does not agree with the MA(o0) process, unless o = 1.

Having established the tail asymptotics we may proceed with point process limits. For
this it is reasonable to expect that we need stronger assumptions on the dependence structure.
We assume that the array C is independent of {Z;, t € Z}. We note that, for the stochastic
recurrence model, Konstantinides and Mikosch [11] obtained the point process limit without
such an independence assumption. Their approach uses the theory developed in [4] and [5].
However, in the general moving average model (1.4), the conditions of Theorem 2.2 of [5] are
rather difficult to verify. By viewing the stochastic recurrence model as a particular case of the
moving average process with random coefficients, we may apply well-known techniques for
linear processes to provide a unified tool for several types of time series. The point process limit
results allow us to point out some differences between the limiting behaviors of the MA(co)
model and the general moving average process (1.4). Also, we obtain a simple rule to check
whether or not the stochastic recurrence model (1.3) is linear (i.e. has constant, deterministic Y;).

The paper is organized as follows. In Section 2 we deal with the tail asymptotics of X; and
S,. In particular, we apply our results to bilinear processes and stochastic recurrences with
heavy-tailed noise. In Section 3 we obtain the point process limits. Those results are applied
in Section 4 to the asymptotic behavior of various statistics.
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2. Tail asymptotics

In the sequel we write f(x) ~ g(x) if limy_ o f(x)/g(x) = 1 and f(x) = o(g(x)) if
lim,_, o0 f(x)/g(x) = 0. Moreover, we shall denote by A a generic random variable of any
stationary sequence {A;, t € Z}.

We assume that the following conditions hold.

(A) The sequence {Z;, t € Z} is i.i.d.
(B) Z;, t € Z, are heavy tailed; i.e. P(|Z] > x) = x~%L(x), where « > 0, L is slowly varying
at infinity, and, for p + g = 1, p,q > 0, we have
. P(Z>x) . P(Z <—x)
lim —— = p, im ———~ =g
x—o00 P(|Z| > x) x—oo P(|Z| > x)
Recall that this is equivalent to the vague convergence

nP(a,'Z e ) — v(),

where v has density v(dx) = ax @1 10,001 (x) + gp la(—x)~*! 1{—s,0)(x) and (a,) is an
increasing sequence such that P(|Z| > a,) ~ n~1. Here 1,(-) denotes the indicator function
of the set (or event) A.

(C) For all fixed t € Z, Z; is independent of {Cyyx x, k > 0}. In particular, for fixed ¢ € Z and
k > 0, the random variables C; ; and Z;_; are independent.

(D) For each ¢, if « < 1 then there existsa §, 0 < § < «, suchthata +§ < 1 and

o o
D ENC*P] <00, D E[Cix|“7%] < o0.
k=0 k=0

If o > 1 then there exists a § > 0 such that

o o0
ZE[|C1,k|a+8]l/(a+8) < OO, ZE[|Ct,k|a_5]l/(a+6) < 0.
k=0 k=0

Conditions (A)—(D) imply that the infinite series Z/fio Ci .k Z;—k converges almost surely
and, hence, that {X;, ¢ € Z} is well defined; see, e.g. [16]. Clearly, from the above we also
find that, for all # and k£ and some § > O,

E[|C; x|*] < oo. Q.1
Assume that ¢ € Z is fixed but arbitrary. The main result of this section is as follows.
Proposition 2.1. Assume that conditions (A)—(D) hold. Then

P(X; > x)

oo
- = o a
Jim S = 2 (PEIC Licue0 + GEIC” Lic,<0)D-

k=0

To prove Proposition 2.1 we begin with a series of lemmas. First, by a straightforward
extension of [2] we find that

P(ZY > x) ~ (pE[Y* 1{y~0)] + gE[Y® iy <y DP(|Z] > x)

for two independent random variables, Z and Y, such that (B) holds for Z and E[|Y|**%] < oo
for some 6 > 0.

https://doi.org/10.1239/jap/1143936257 Published online by Cambridge University Press


https://doi.org/10.1239/jap/1143936257

248 R. KULIK

Lemma 2.1. Let Uy, k = 0, ..., m, be random variables with P(|Uy| > x) = x"“L(x). If,

fork=0,...,m,
P(Uy > x)
im ——————— =¢
x=o00 P(|Up| > x)
and P U
fim P> U= 2.2)
x—=oo  P(|Uy| > x)
then

P U n
im Pz Uk > %) _ 3 e
s=oo P(Uol > x)

Proof. The lower bound follows from

m m
im P(Zkzo U > x) > 1im P(Zk=0 Ui iy, >0y > x)
x—oo  P(|Ug| > x) x—>00 P({Uol > x)

and Lemma 2.1 of [8]. The upper bound may be obtained by the same calculation as in the
proof of Lemma A3.26 of [9], using (2.2) instead of independence.

Lemma 2.2. ([16].) Assume that Z is nonnegative and that P(Z > x) = x “L(x), a > 0.

Then there exists an xo such that

const. c*T1x¥TMP(Z > x) ifc > land x/c > xq,

E[(cZ A x)*11] < )
const. c* " "x*""P(Z > x) ifc < 1andx > xgp.

Lemma 2.3. Assume that (A), (B), and (2.1) hold. Then, for all t and k # 1,

lim P(Ct,kzt—k > X, Ct,th—l > X) _
X—>00 P(Z| > x)

0.

Proof. Since P(Ci Zi—x > x, C11Zi—; > x) < P(|CtxZi—k| > x, |Cr1Zi—1] > x) we
may assume without loss of generality that the random variables are nonnegative. Let & > 0
and choose k # [. We have

P(CixZi—k > x, Cr1Zi—1 > x) < P(CriXic,y>e} Zi—k > X) + P(Cr11ic, e} Zi—1 > X)
+P(Cix <&, Ciy<e¢, CoxZi—kx>x, Ci1Z;—| > X)
< P(Crilic, i >e1Zt—k > x) + P(Cr i1, ;561 Zi—1 > X)
+P(Zi—p > x/e, Zi—; > x/¢).

For the first two terms, respectively /1 and I, by (2.1) and Breiman’s lemma we have

I

N .
Xlggo P(Z > x) E[C i Lic i>e]:

which converges to 0 as & — 00, since
lim sup E[Cffkl{ct’kﬁ}] < E[lim sup Cffkl{chpg}].
E—>0Q E—>00

Moreover, the third term is o(P(Z > x)), by (A).
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Proof of Proposition 2.1. For all finite m > 1, we have

m
P(X; > x) = P(Z Cik e, >0) Zi—k Yz, >0y > X>
k=0

m
+ P(Z Ct,k 1{C,,k<0} Zi—k l{Zz—k<0} > )C).
k=0

Thus, the lower bound follows from Lemmas 2.1 and 2.3 and the standard argument; see,
e.g. [13, pp. 228-230].
To determine the upper bound we use an approach similar to that of [16]. We have

P2 CruZi—ik > x)

200 P(Z| > x)
< Tim PO o CrakZii > (1 —&)x) ol Y temi1 PUCI K Zi—] > £x)
x—00 P(|Z| > x) x—00 P(Z] > x)
PO 1Ck Zi—kIV(iC, i 2, ) <ex) > €X)
+ lim
x=00 P(Z| > x)
=L+ DL+ 5.

The first term, Iy, gives the required asymptotics. By Breiman’s lemma and (D), I, — 0
provided that we can interchange limits with summations. To see this, consider that

P(Cr xZi—k| > €x)
P(|Z| > x)
_ Ellyc, <e)P(ICr i Zi—| > ex | Cix)] n Ellyc, 1> PUCrk Zi—k| > ex | Crp)]
P(Z| > x) P(Z| > x)
< const. (E[1{|an|55} |Ct,k|a+8] + E[1{|C,,k|>e} |Ct,k|a_8])
< const. (E[|C x*T°] + E[|C,.|*°]),

which bound is summable, by (D).

It remains to show that /3 = o(1). We may assume that the random variables are nonnegative.
First, note that

CeiZi—iNiCo 1 ziw<ex) < CrxZo—k N ex.

Using Lemma 2.2, for @ € (0, 1) we have

o0
P( Z CriZi—iV(C, 1 Zk<ex) > SX>
k=m+1

const. {
=<

o0
—m ] 2 BEICkZisk A )™ e iz | Cuall

k=m+1

+E[E[(CrxZi—k N ex)* T e, <oy | Ct,k]]}

o0 o0
const. atn -
xa+n{ > EICEM+ Y EIGLY

k=m+1 k=m+1

IA
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and, hence, I3 = o(1) follows by dividing the latter expression by P(Z > x) and applying
condition (D). Similarly, by using Minkowski’s inequality, for « > 1 we have

o0
P( Z CriZi—iX(C, 1z <ex) > 8X)

k=m+1

00 a+n
const.
<— E[( > CikZik Asx) }

k=m+1

IA

const. > a+nyl/(e+n) o
— | 22 BlCikZig nen)™)
k=m+1

const. > a+n1/(a+n) - a—n91/(a+n) “r
< S (Y BCer Y B

a-+n
* k=m+1 k=m+1
and condition (D) can again be used to show that /3 = o(1). This concludes the proof.

To simplify our notation we shall assume, in the remaining part of this section, that all
random variables are nonnegative. Thus, in (B), p = 1.
Let S, = Z;’Zl X, and note that it may be written as

—Z<2CJ/ k)Zk+Z<ZCJ; k)Zk

k=0

By using the same argument as in Proposition 2.1, we obtain the following result.

Proposition 2.2. Assume that conditions (A)—(D) hold. Then
) P(S -~ x) o0 n o n n o
RS VET) P(Z > x) Z [(Zl k) | ,; : Zk Crit) | @
j= = j=

Now we apply Propositions 2.1 and 2.2 to some special models.

Example 2.1. The result of Proposition 2.1 means that, in the case of heavy-tailed variables
Z; and appropriately chosen C; , the tail asymptotics of X is the same as it would be if the
C; « were replaced with their ¢-norms, c; 1= ||Cr klla = E[|Ct,k|“]1/“. If this is the case then
condition (D) is equivalent to Z/fio c,): < oo for some y, 0 < ¥y < a A1, and is standard in
the MA(oo) case. The tail of the linear process (1.1) can be found in [13, p. 227].

Moreover, by replacing the C; ; in (2.3) with the corresponding E[C,‘;‘]l/ % we obtain

. PS> ) — o o
3 - S (S s E(Em ) es

that is, the tail asymptotics for the MA(co) model. Note that (2.4) does not coincide with (2.3)
unless « = 1. Hence, in general, the tail of the partial sum in the random coefficient model
is not the same as that in the MA(oco) process. Moreover, if « > 1 then, by Minkowski’s
inequality, E[(Z] 1CHY < (Z] 1 E[C"‘]l/"‘)"‘ and the tail of S, in the random coefficient
model is asymptotlcally dominated by the one in the MA(oc0) model.
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Example 2.2. Consider the stochastic recurrence equation (1.3), where {(Y;, Z;), t € Z} is an
i.i.d. sequence. If —oo < E[log(Y¥;)] < 0 and E[log" Z,] < oo, then the unique stationary
solution to (1.3), {X,, ¢ € Z}, exists and is given by

00 k—1 ) k—1
Xe=Zi+ ) Zia [V =) Zia ][ Y
k=1 i=0 k=0 i=0

(we use the convention that ]_L;]o = 1). Therefore, this is the special case of (1.4) with
Cri =120 Yi—i-

Assume that (B) holds for Z and that E[Y*] < 1 and E[Y9T?] < oo forsome§ > 0. Then the
above series exists and is well defined; see, e.g. [1]. Moreover, there exists some 1, 0 < n < &,
such that E[Y**™] < 1; hence, condition (D) is easily verified to hold. Condition (C) is also
fulfilled. Therefore, we obtain the following corollary.

Corollary 2.1. ([11].) Assume that (B) holds and that E[Y*1%] < oo for some § > 0. If
E[Y?] < 1 then
. P(Xy>x) 1
lim = .
x—o00 P(Z > x) 1 —E[Y¥]

Moreover, since Cj = Y;_1C;_1, the first term on the right-hand side of (2.3) is

iE[(; CH}{)"‘] _ E[ni ﬁ Y,-] g:)E[C;’fk],

k=0 i=0 j=0
and the second term is
n n—k j—1 a
S[(Z0) |
k=1 j=0i=0
we obtain the result of Proposition 3.2 of [11].

Example 2.3. Assume {Z;, ¢t € 7Z} to be ani.i.d. sequence. The tail asymptotics of the bilinear
process may be obtained using our framework. Assuming that (B) holds, that Z? is regularly
varying with index «/2, and that ¢ is chosen in such a way that ¢*/>?E[Z%/?] < 1, the unique
stationary solution is given by

[e'e) k—1
X, =Z + ch(]_[ Z,_,~>Z,2_k.
k=1 i=1

Hence, C; x = c* ]_[f:l1 Z;_; and Z;_y is replaced with th_k in (1.4). Clearly, condition (C) is
satisfied, and we hence obtain the following corollary.

Corollary 2.2. ([8].) Assume that (B) holds and that ¢*/*E[Z%/*] < 1. Then

. P(X; > x) c/?
lim = .
x—00 P(Z2 > x) 1 — ¢®/2E[Z2/2]

Moreover, (2.3) is also valid.
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3. Point process limit

Let E be a locally compact Hausdorff topological space and let Mp(E) be a space of Radon
point measures on E. The space My(E) is equipped with vague metric d(-, -). We say that a
sequence of measures, t, € Mp(E), converges vaguely to u € My (E) iffE fdu, — fE fdu
for all positive continuous functions on E with compact support. The space of all nonnegative
continuous functions on E with compact support will be denoted by C ;(E ).

Throughout this section we shall assume that, in addition to (A), (B), and (D), the following
conditions hold.

(C') The array {C; k, t € Z, k > 0} is independent of {Z;, t € Z}.
(E) For each fixed m, the sequence {(C; g, ..., Ct ), t € Z} is strongly mixing.

Assume that the R°°-valued random elements C; = {C;k, k > 0} form the stationary
sequence {C;, t > 1}. By (C'), the sequence {X;, r > 1} is stationary. Also, suppose that the
R°°-valued random elements V; = (V; 0, Vi .1, ...), t € Z, are i.i.d. with the same distribution
as Cop.

A Poisson process on E with mean measure v will be denoted by PRM(v). It is known that,
for the linear process (1.1),

o X 0
Npi= )81y = > 8,
=1 t=1 k=0
in My(E), where % denotes weak convergence and Zfi] d;, is a PRM(v) with density
v(dx) = ax " 10,001 (0) + gp (=) 1m0, 0) (%)
(see [13, Proposition 4.27]). In the general model (1.4) we have the following results.

Theorem 3.1. Suppose that the stationary sequence {X;} is given by (1.4). Assume that (A),
(B), (C'), (D), and (E) hold. Then

n o0
\%%
Z Sortx, = Z 8ji Vi
=1

k=0

WK

I
_

t
in My([—00, oo] \ {0}).

Theorem 3.2. Under the assumptions of Theorem 3.1 we have

n

o0
Z 8o (X X = Z

t=1 t=1 k=

in My([—00, 0o]" 1\ {0}).

e¢]

Sjt(Vt.k,-th.k—h)
0

Fork =0, ..., m, let e; be the kth standard unit vector in R™+1 e, the vector whose kth
component is 1, the rest being 0.

Proposition 3.1. Ler V; = (V,(O), e, Vl(m)), where V,(k) =CixZi—k, k=0,...,m. Under
the assumptions of Theorem 3.1 we have

n o m

W
D8y, = 2D Siviser
t=1

t=1 k=0
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Proof. Let E,;;, = [—o00, co]™ \ {0}. We first show that

n o0 m
W
Z‘S(a;%z,,‘..,z/_m),c,,o ,,,,, Com) ZZ‘S(jtek,Vt,o,m,Vt,m) 3.1

t=1 t=1 k=0

in My(Ep41 x [—00, 0o]™ ). Let
A" = (a7 (Zi, ... Zi-m) Cros -, Crm).

The random vectors A(m) have the following properties.

(k)

e The sequence {4, ,

t > 1} is stationary and strongly mixing, by (E).
e If F, is a distribution of (C , ..., Ci m), then

nPay (Zi ..., Ziew) € @20, ., dzm), (Cro, ..., Co) € (Ao, .., dxn))
m
g Z v(dzr) l_[ 80(dz;) Fp(dxo, ..., dxn),
k=0 j#k
by (B) and (C)).
e Forallg € C;(F(Em+1 % [—00, co]"*1),
[n/m]

lim lim supn Z E[g(A,(lk)l)g(A(k))] =0.

m—00 ;a0 =

Indeed, let B be a compact subset of Eq and assume that g has support contained in
= (B x [—00, oo])"*!. By (A), we have

[n/m] [n/m]
lim supn Z E[g(A(k))g(A(k))] < limsupn Z P(a, 1Z1 k€B,a, Z, ¥ € B)
n—oo =2 n— o0 =2

— Tim sup — P(a 17 e B)?,

n—o0
which converges to 0 as m — oo, by (B).

Hence, (3.1) follows by Theorem 2.1 of [7]. Now let

Xilj ifu,‘ < 00,

gi,m(x07--"xm’u0,---vum): .
0 otherwise.

This induces a continuous mapping from M (E,, 41 X [—00, oo]™* 1Y into [— o0, 0o]. Therefore,
the result follows (see the proof of Proposition 3.2 of [8] for technical details).

Proof of Theorem 3.1. By Proposition 3.1 and an application of continuous mapping, we

have
n

Z B (k) = Zzaftvtk

=1 k=0 r=1

https://doi.org/10.1239/jap/1143936257 Published online by Cambridge University Press


https://doi.org/10.1239/jap/1143936257

254 R. KULIK

Note that X; = Y oo V,(k); it thus suffices to show that

m

Zf<anl ) Vt(k)> -3 fa X
t=1

lim lim sup P(
t=1 k=0

m—=00 p— o0

> g) -0 (3.2)

forall§ > Oand f € C}(El); cf. [13, Proposition 4.27]. By Proposition 2.1, for each 6 > 0
we have

o
> ane) = lim lim supnP( Z CixZi—k > an9> =0

m—>00 ;560 k1

m
> v - x,

k=0

and, hence, (3.2) follows.

lim lim sup nP(

m—0 p—o0

Proof of Theorem 3.2. Assume that 4 = 1 and note that

v vV

VDY = (Z (€t Coo1.0)s s Zi-m(Crmy Comtm—1))-
Thus, if

R™ = (Z (1D, ... Zeom(1,1): Cot Cro1.0v -+ o2 Cooms Crt 1) =t (Z™; DI™),

z2=(21,...,22m), and x = (x1,...,Xom),
then
m—1
nP(a,'Z{" € dz, D" e dx) > > v(diaes1)ey, (zaesn) [ 80(dz))Gm(dx),
k=0 j#2k+1,2k+2

where G, is a distribution of Dt(m). We may conclude our proof using the same method as in
the proof of Theorem 3.1, coupled with the proof of Theorem 3.4(ii) of [8].

Example 3.1. Consider the stochastic recurrence equation (1.3) and assume that {Y;, ¢t € Z}
is independent of {Z;, t € Z}. Because C;; = ]_[f:é Y;_;, it is easy to show that the vectors
A; = (Cyo, ..., Csp,) form an m-dependent and, hence, strongly mixing sequence. Condition
(E) is fulfilled. The random variables V;  may be given in the form V; ; = ]_[f;(} R; i, where
R, t > 1,i > 1, are i.i.d. with the same distribution as Y, with V; o = 1. Note, however,
that in [11] the existence of a point process limit was established without the independence
assumption.

4. Applications

4.1. Partial sums

Using Theorems 3.1 and 3.2 we may establish many limit results. For instance, assume that
a € (0,1). Then X, is regularly varying with index o € (0, 1). Define S, = Y /_, X;. By
applying Theorem 3.1 of [4] to our Theorem 3.1, we have

o0
ay's, =y r A,
=1

where A; = Z,fio Vikand I';, t > 1, are points of a standard Poisson process. The limiting
random variable is stable.
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4.2. Self-normalized partial sums

To establish results for partial sums we use normalization constants a, that depend on the
tail of Z and, thus, on «. In practice « is very often unknown. Therefore, we consider the
limit for self-normalized partial sums (cf. [3]). By considering two almost-surely continuous
mappings acting on the same point process we can treat them as one almost-surely continuous
mapping. Therefore, for @ € (0, 1),

n oo
-1 w —1 -1
<l_rr11ax a;'X;, a, X;X,) — <Itnzale‘t /(XA[»ZF[ /aAt>
=

t=1

and, hence,

l/aA

max;>1 I, A,

n X o
t
Zlmax{Xl,... X} Z

= =1
We can observe another difference between moving average processes with random coefficients
and the MA(oo) model. Indeed, the limiting distribution in the random-coefficient model
depends on the behavior of the sequence {A,}, which in turns depends on the distributions of
the C; k. In the latter case, bearing in mind that A; = Z/?io ¢ does not depend on ¢, we have

= max{Xy, ..., X,} Iy ’

L)

and the limit does not depend on the parameters cy.

4.3. Checking linearity

Since the limiting behaviors of moving average processes with random coefficients and stan-
dard MA(o0) processes are different, we need statistical tests to detect possible nonlinearities.
For infinite variance, this problem was studied in [15]. The approach taken there is based on
the behavior of sample autocorrelation functions.

We propose a simple rule to detect nonlinearities in the AR(1) model. Assume that, based
on observations {X;, t = 1, ..., n}, we want to check if these data come from the stochastic
recurrence model (1.3) or from the AR(1) model. To do this assume that a distribution, G, of
Y has support [a, b], a > 0, b < oco. On the one hand, by Theorem 3.2 we may conclude

(cf. [14]) that
ZSXI/XI 1 = ZZSRM

k=1 t=1

and, hence,
n

n X w ~ X w
a, = /\ X, — a, by, = \/ X, — b.
1=2

On the other hand, for the AR(1) model X; = pX;_1 + Z;, |p| < 1, we have

Thus, |a, — by | being small indicates that the model is linear, and we may then proceed with a
test proposed in [15].
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It should be pointed out that this approach compares only the stochastic recurrence model
with the AR(1) model. Indeed, assume that the observations come from an AR(2) process. It
can be represented as the MA(oo) process (1.1), in which case

n n n n
X X C c
/\ < r \/ < t X) /\ k . k .
oo Ri-1 1, Al iy Sk=1 L Ch—1
Thus, in general, the limit need not be 0.
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