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Abstract

Contemporaneous aggregation of N independent copies of a random-coefficient AR(1)
process with random coefficient a € (—1, 1) and independent and identically distributed
innovations belonging to the domain of attraction of an «-stable law (0 < o < 2) is
discussed. We show that, under the normalization N''/%, the limit aggregate exists, in
the sense of weak convergence of finite-dimensional distributions, and is a mixed stable
moving average as studied in Surgailis, Rosifiski, Mandrekar and Cambanis (1993). We
focus on the case where the slope coefficient a has probability density vanishing regularly
ata = 1 with exponent b € (0, « — 1) for o € (1, 2). We show that in this case, the limit
aggregate {X,} exhibits long memory. In particular, for {X,}, we investigate the decay of
the codifference, the limit of partial sums, and the long-range dependence (sample Allen
variance) property of Heyde and Yang (1997).
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1. Introduction

It is well known that heavy-tailedness and long memory are among the most important
empirical ‘stylized facts’ of financial time series. See, e.g. Mikosch (2003) and the references
therein. Since economic reasons for long memory in financial data are not very clear, attempts
have been made to explain it using simple heterogeneous dynamic models involving regime
shifts or aggregation. One of the most successful approaches in this direction, originat-
ing in Robinson (1978) and Granger (1980), is based on contemporaneous aggregation of
heterogeneous random-coefficient AR(1) processes near the nonstationarity regime. Further
justification of the aggregation procedure in linear models was provided in Gongalves and
Gouriéroux (1988), Oppenheim and Viano (2004), Zaffaroni (2004), and Celov et al. (2007).
Contemporaneous aggregation of heterogeneous heteroscedastic models was discussed in Ding
and Granger (1996), Leipus and Viano (2002), KazakeviCius et al. (2004), Zaffaroni (2007a),
(2007b), and Giraitis et al. (2010).

Almost all of the above-mentioned papers refer to the case of finite-variance processes.
Because heavy tails are important in financial modeling, aggregation of infinite-variance
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dynamic models also presents considerable interest. Puplinskaité and Surgailis (2009) dis-
cussed contemporaneous aggregation of heterogeneous random-coefficient AR(1) models with
common innovations in the domain of attraction of an «-stable law, 0 < o < 2, and long-
memory properties of the limiting aggregated process. They showed that in such cases, the
limit aggregated process is a moving average with independent and identically distributed
(i.i.d.) innovations, whose coefficients may depend hyperbolically as j¢~! with the lag, for
0<d<1—-1/a, 1 <a < 2. Letus note that the above aggregation scheme with a particular
choice of beta-distributed slope coefficient leads to a FARIMA(O, d, 0) process with «-stable
innovations (see Puplinskaité and Surgailis (2009)).

In the present paper we discuss contemporaneous aggregation of infinite-variance het-
erogeneous AR(1) processes with idiosyncratic innovations (in other words, aggregation of
independent copies of random-coefficient AR(1) processes). We show that, under some natural
assumptions on the AR(1) noise and distribution of the slope coefficient, the limit aggregated
process exists and is a so-called mixed stable moving average given in (1.3), below. The class
of mixed stable moving average processes, introduced in Surgailis ez al. (1993) extends (usual)
a-stable moving average processes, and plays an important role in the general theory of
stationary «-stable processes (see Rosiriski (1995)).

Let us describe the main results of this paper. Let {X,, ¢ € Z} be a stationary solution of
the AR(1) equation

X =aX,—1+¢, 1.1

where {g;, t € Z} are i.i.d. random variables (RVs) in the domain of the (normal) attraction of
an «-stable law, 0 < o < 2, and where a is an RV, independent of {¢;} and satisfying |a| < 1
almost surely (a.s.). Letthe X;; = a; X;;—1+¢€ir, i = 1,2, ..., beindependent copies of (1.1).
If the distribution of a satisfies the condition that, for some p < «,

E(1 —a|”)"! < o0
then

N
Il & =2 x,, (1.2)
i=l1

in the sense of weak convergence of finite-dimensional distributions, where the limit process is
written as the stochastic integral

X =Y a' = My(da), (1.3)
s<t /(=LD

where {My, s € Z} are i.i.d. copies of an a-stable random measure M on (—1, 1) with control
measure proportional to the distribution ® of the RV a (Theorem 2.1). Below, we call ® the
mixing distribution of {)_( +}. The class of processes in (1.3) is quite numerous since different
mixing distributions ® yield different processes {X;} (Proposition 2.2).

The main incentive of our work was answering the question of whether aggregation of the
infinite-variance AR(1) series can lead to long memory. To this end, similarly to Zaffaroni
(2004), we assume that the mixing distribution is concentrated in the interval (0, 1) and has a
density ¢ such that

dx) ~ ¥ (DA —x)’ asx > 1 (1.4)

for some ¥ (1) > 0 and b > —1. In Section 3 we study the long-memory properties of the
mixed «-stable moving average in (1.3). Clearly, the usual definitions of long memory in
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terms of the covariance/spectrum do not apply in our case. Alternative notions of long memory
which are applicable to infinite-variance processes have been proposed in the literature. Among
them, we mention the (decay rate of) the codifference (see Samorodnitsky and Taqqu (1994,
pp. 103-106)), distributional long memory (see Cox (1984)), and the long-range dependence
(sample Allen variance) (LRD(SAV)) property of Heyde and Yang (1997) (see Section 3 for
definitions). These three properties are established for the aggregated process {X,} in (1.3)
under assumption (1.4) in the parameter range

O<b<a-—1, l<a<?2;

see Theorems 3.1, 3.2, and 3.3, below. In particular, normalized partial sums of {)_(,} in
(1.3) tend to an «-stable stationary increment process {Z(t)}, which is self-similar with index
H=1-(b/a) € (1/a, 1) and is written as a stochastic integral

Z(1) := / (f(x,t—s8)— f(x,—s))v(dx,ds), (1.5)
Ry xR

fGe,0):

1—e™, ifx>0andt >0,
0, otherwise,

with respect to an independently scattered a-stable random measure v on (0, 00) x R with control
measure w(l)xb"" dx ds; see Theorem 3.1 for precise formulations. The value b = o — 1
seems to separate long memory and short memory in the above aggregation scheme; indeed,
in the case b > o — 1 the aggregated process has the short-range dependence (sample Allen
variance) (SRD(SAV)) property and its partial sums tend to an «-stable Lévy process with
independent increments (see Section 3). Let us note that «-stable self-similar processes of
the type in (1.5) were discussed in Surgailis et al. (1992), Cioczek-Georges et al. (1995), and
Cioczek-Georges and Mandelbrot (1995). Also, note that (1.5) is different from the (more
usual) a-stable fractional Lévy motion. Since the latter process arises in a similar context by
aggregating AR(1) processes with common infinite-variance innovations (see Puplinskaité and
Surgailis (2009)), we can conclude that, in the infinite-variance case, the distinctions between
dependent and independent aggregation schemes are deeper than in the case of finite variance;
see also Remark 2.4, below. On the other hand, there are certain similarities between the
two aggregation schemes and long-memory properties of the limiting aggregated processes,
including the relation in (3.9), below, between exponents of the mixing density near a = 1.
See Remarks 3.1 and 3.2, below.

The notion of long memory is polysemous, especially for infinite-variance processes, and
is not limited to the three characterization properties mentioned above. Samorodnitsky (2004)
associated long memory with the rate of growth of maxima and partial maxima of a stationary
a-stable process. Theorem 4.1 of the above paper says that partial maxima of an SaS process
generated by a dissipative flow always grow at the rate n'/%. Therefore, the rate of growth of
the sequence of partial maxima is incapable of discriminating between long memory and short
memory in the aggregate process in (1.3), since this process is a particular case of the class of
mixed moving averages generated by dissipative flows. An interesting characterization of long
memory by the behavior of ruin probabilities in risk insurance models with «-stable claims is
given in Mikosch and Samorodnitsky (2000). See Remark 3.3, below.

In what follows, C stands for a constant whose precise value is unimportant and which may

change from line to line. Also, we write ‘£>’, ‘FB;)’, ‘g’, and ‘=" for the (weak) convergence
and equality of distributions and finite-dimensional distributions, respectively. The proofs are

presented in Appendix A.
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2. Existence of the limiting aggregated process
Definition 2.1. Write ¢ € D(), 0 < a <2, if
(i) a =2and Ee =0, 02 :=E&? < 00, or

(i) 0 < o < 2 and there exist some constants c1, c2 > 0, ¢1 + ¢3 # 0, such that

lim x*P(e >x) =c; and lim |x|“P(e <x) = co;
X—>00 X—>—00

moreover, E e = Owhenever 1 < o < 2, while, fora = 1, we assume that the distribution

of ¢ is symmetric.

Remark 2.1. Condition ¢ € D(«) implies that the RV ¢ belongs to the domain of normal
attraction of an «-stable law; in other words,

n

ney gy 2z, 2.1)
i=l1

where Z is an «-stable RV; see Feller (1971, pp. 574-581). The symmetry of ¢ in the case
o = 1 is not necessary for (2.1) and the subsequent discussion; however, it is imposed to avoid
some technical and notational complications. The characteristic function of the RV Z in (2.1)

is given by
Eelf? = W@ gcR,

where
re-
PC=0) (b ecos( %) —iter — o) sen@ sin( 22 )). « 21,2,

l—« 2 2
i1
w@) = {(c1 +62)5, a=1,

02
—, o=2.
2

2.2)

The following proposition is easy. See, e.g. Brandt (1986) and Puplinskaité and Surgailis
(2009).

Proposition 2.1. Let ¢ € D(w) for some 0 < a < 2. Then there exists a unique stationary
solution to the AR(1) equation (1.1) given by the series

o0
X =) a‘e . (2.3)
k=0

The series in (2.3) converges conditionally a.s. and in L? for any p < o and almost every

a € (—1,1). Moreover, if
1
E| ——— 2.4
[1—|a|f’} =% @b

for some 0 < p < «, then the series in (2.3) converges unconditionally in LP.
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Letthe {X;;}, i = 1,2, ..., beindependent copies of (2.3). We are interested in the existence
and properties of the limiting aggregated process {X,} as defined by (1.2).

Introduce an independently scattered «-stable random measure M = {M;(da), s € Z, a €
(=1, 1)} on Z x (—1, 1) with the characteristic functional

Eexp{izesMsmo} = exp{— > |9s|°‘w(9s)d>(As>}, 2.5)

SEZ SEZ

where 65 € R and Ay C (—1, 1) are arbitrary Borel sets.

Theorem 2.1. Let ¢ € D(a) for some 0 < o < 2, and let condition (2.4) be satisfied. Then
the limiting aggregated process {X,} in (1.2) exists. It is stationary, ergodic, has o-stable
finite-dimensional distributions, and a stochastic integral representation as in (1.3), where M
is an a-stable random measure as defined in (2.5).

Remark 2.2. If the distribution ® is concentrated at a finite number of points ay, ..., a; €
(—=1,1) and ¢; := P(a = a;) > 0, the process in (1.3) can be written as a sum of independent
a-stable AR(1) processes:

k
X;=) Yu,  Yu=) a g, (2.6)
i=1

s<t

where {¢is := Ms({a;}), s € Z}isani.i.d. sequence of a-stable RVs with E ¢%is? = e~ 101“@®)9:
For a general mixing distribution ®, the process in (1.3) can be approximated by finite sums of
AR(1) processes as in (2.6). The process in (1.3) is well defined (see Surgailis et al. (1993)) if

and only if
1
t—s | _ ak
Y Eld 1 1(s < 1) = ZE|a| = E[ WJ < o0,
SEZ
which agrees with (2.4). The characterlstlc functlon of (1.3) is given by

Eexp{ii@,)_(,} =exp{—ZE[ aw(ée,a’—fl(s 5t)>“.

m
Ze,a‘—s 1(s < 1)

t=1 SEL t=1
2.7
Remark 2.3. For o = 2, the limit process in (1.3) is Gaussian and its covariance function is
given by
t
cov(Xo, X;) = o Z/ =5q~5®(da) = 0*E 3 = cov(Xo, X,) (2.8)
1, 1) -

s<0

and coincides with the covariance of the original series in (2.3). For « = 2, the statement of
Theorem 2.1 is well known; see Oppenheim and Viano (2004) and Zaffaroni (2004).

It is clear from (2.7) that the distribution (i.e. finite-dimensional distribution) of {X,} is
uniquely determined by the distributions of the RVs a and Z in (2.1). It is also clear that the
distribution of {X,} (particularly, the marginal a-stable distribution of X¢) uniquely determines
the parameter «. Part (i) of Proposition 2.2, below, shows that the class of mixed stable moving
averages in (1.3) is nonparametric and very large, since different mixing distributions lead
to different processes. Part (ii) says that this class is different from (usual) ¢-stable moving
averages, except for a trivial mixing distribution ®.
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Proposition 2.2, Let 0 < o < 2.
(1) The distribution of{)_(,} in (1.3) uniquely determines the distribution ®.
FDD

(i) Ler {X;} = {Y;), Yy := Z?io cjti—j, where {{;} is an i.i.d. sequence having the same
distribution as the a-stable RV in (2.1), and let cj, j > 0, be real coefficients with
2?0:0 lcj|* < oo. Then there exist ayp € (—1,1) and € € {—1, 1} such that c; = eaé
and ® = §,,.

Let us note that condition (2.4) is crucial for the existence of the nontrivial limit of aggregated

AR(1) processes. Note also that condition (2.4) does not depend on p > 0 since

1—a¥
sup
0<a<l1 1 —a?

< o0

for any p,q > 0. Below we show that if condition (2.4) is violated and the mixing density
has a power-law behavior at @ = 1 with negative exponent b € (—1, 0), the limit aggregated
process is a random « (1 + b)-stable constant whose stability index «(1+5) < «. For notational
simplicity, we assume that the noise belongs to the domain of attraction of a symmetric «-stable
law.

Proposition 2.3. Assume that ¢ € D(x), 0 < o < 2, and that w(0) = 1 in (A.1). Moreover,
assume that the mixing density has the form

$p@=y@l-aP  ae©1), 2.9)
where b € (—1,0) and  is an integrable function on (0, 1) having a limit
() = lim1 Y(a) > 0.
a—

Then
N

N~ /e(1+b) Z X;; FDp Z,
i=1
where the limit process Z c{ogs not depend on t and is an o (1 4 b)-stable RV with characteristic
function BEe¥Z = = KIOI""™” \yhere K is given in (A.9).

Note that, for the mixing density in (2.9) with b > 0, Theorem 2.1 applies and, therefore,
b = 0 is a critical point resulting in completely different limits of the aggregated process in the
casesb > 0and b < 0. The fact that the limit is degenerate in the latter case can be explained as
follows. It is clear that, with b decreasing, the dependence increases in the random-coefficient
AR(1) process {X,}, as well as in the limiting aggregated process {X,}. In Section 3 we show
that the dependence in {X,} decays hyperbolically with the lag, with an exponent which depends
on b and « and which tends to 0 as b | 0. Therefore, for negative b < 0, the dependence in
the aggregated process becomes extremely strong so that the limit process is degenerate and
completely dependent.

Remark 2.4. Let M be the a-stable random measure in (2.5), and let {¢s := M;(—1, 1), s € Z}
be the corresponding i.i.d. sequence of «-stable RVs. Let { X,} be the aggregated mixed «-stable
moving average in (1.3), and let 1 < « < 2. Then

E[X; | &. s € Z] =) Ela'1g, teZ. (2.10)

s<t
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Relation (2.10) follows from a general ‘interpolation formula’ for independently scattered
random measures (see Surgailis (1979, Proposition 1.3)). For the reader’s convenience, we
present this formula for the «-stable measure M in Proposition 2.4, below. Recall from
Puplinskaite and Surgailis (2009) that the right-hand side of (2.10) represents the limiting
aggregated process in the AR(1) aggregation scheme with common a-stable innovations €5 = &g,
s € Z. Thus, (2.10) establishes a link between the aggregated processes in the two aggregation
schemes. It also suggests that the latter aggregation scheme leads to a simpler aggregated
process when compared to process (1.3) in the present paper. In particular, the moving
average on the right-hand side of (2.10) may be invertible (which occurs, e.g. in the case
of FARIMA(O, d, 0) coefficients E[a’~*] mentioned in the introduction), while, for the mixed
moving average in (1.3), the usual definition of invertibility does not apply and the possibility
of ‘recovering’ M;(A) from X, s < ¢, seems unlikely. On the other hand, in the finite-variance
case, & = 2, the aggregated process {X,} is Gaussian with covariance given in (2.8); hence,
it is also invertible under known conditions on the spectral density. (A particular form of the
mixing density ¢ leading to the FARIMA (0, d, 0) Gaussian process {X;} was found in Celov
et al. (2007).) The above discussion complies with the remark in the introduction that the
distinctions between dependent and independent aggregation schemes in the infinite-variance
case are deeper than in the finite-variance case.

Let Ly (Z x (—1, 1)) denote the class of all measurable functions 2: Z x (—1, 1) — R with

> Elh(s.)|* < oo, l<a<2.
teZ

The stochastic integral

M(h) = Zf( ll)h(s,a)MS(da)

SEL VT
iswell defined forany i € Ly (Zx(—1, 1)); see Samorodnitsky and Tagqu (1994, pp. 111-167).

Proposition 2.4. Let M and {¢;, s € 7} be the same as in Remark 2.4, and let 1 < o < 2.
Then, for any h € Lo(Z x (—1, 1)),

EMG) | &, s € Z] = Zﬁ(s);s; h(s) := Eh(s, a). (2.11)
SEL

3. Long-memory properties of the aggregated process

Definition 3.1. A strictly stationary time series {Y;} is said to have distributional long memory
or distributional short memory if there exist some constants A, — oo (n — 00) and B,, and a
stochastic process {J(¢), t > 0} # 0 with dependent increments or, respectively, independent

increments such that
[nt]
FDD

A (Y= By S T (3.1)
s=1

Definition 3.1 is due to Cox (1984). Lamperti (1962) showed that, under mild additional
assumptions, the normalizing constants A, in (3.1) grow as n/ with some H > 0; more
precisely, A, = L(n)n", where L(n) is a slowly varying function at 0o, and the limit process
{J(t), t > 0} is self-similar with index H.
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Recall the definition of the process {Z(t), T € R} in (1.5). This process is well defined for
any 0 < b <a — 1 and o € (1, 2), and its characteristic functional is given by

Eexp{iZQ,-Z(m}

i=1

=exp{—x/f(1>/RfR

o

D 0i(fx. T —5) = f(x,—s)
i=1

X w(Z@i(f(x, T — ) — f(x, —s)))xb_“ ds dx}, (3.2)

i=1

where 7,0, e R, i =1,...,m,m =1,2,.... The process {Z(7)} is self-similar with index
b 1

H=1——e<—,1>, (3.3)
o o

which follows from (3.2) by the change of variables s — As, x — x/A(A > 0), and has ¢-stable
finite-dimensional distributions and stationary increments. From these facts and Kolmogorov’s
moment criterion, it follows that {Z(7)} has a sample continuous version. See also Surgailis et
al. (1992, Corollary 4).

Theorem 3.1. Let {X,} be the aggregated process in (2.1) with mixing density as in (2.9), where
b > 0 and  is integrable on (0, 1) and has a limit limg—1— ¥ (a) =: ¥ (1) > 0.
() Letl <a<2and0<b<oa—1. Let H=1—->b/«a, as in (3.3). Then

[n7]

1 - FDD
H th — Z(1), 34

=1
where the limit process is given in (1.5).

(ii) Let0 < a <2 and b > max(a — 1,0). Then

nt)

[
1 _
m E Xl IE)L(T), (35)
t=1

where {L(t), T > 0} is an a-stable homogeneous Lévy process with characteristic
function

1
Eei@L(‘L’) — e—K|9|°‘(u(9)T’ K = / (1 _x)—d¢(x) dx.
0

Since the process {Z(7)} in (3.4) has dependent increments while the Lévy process {Z(7)} in
(3.5) has independent increments, from Theorem 3.1 we conclude that the aggregated process
{X;} with mixing density as in (2.9) has distributional long memory for0 < b < a — 1, 1 <
o < 2, and distributional short memory for » > max(«¢ — 1, 0).

Next, we turn to the study of the LRD(SAV) property, as defined in Heyde and Yang (1997).

Definition 3.2. (i) A strictly stationary zero-mean process {Y;, ¢ € Z} is called LRD(SAV) if

(X, v)?

A=l (3.6)
Y Y

tends to oo in probability as n — oco.
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(ii) A strictly stationary zero-mean process {Y;, ¢t € Z} is called SRD(SAV) if the ratio in (3.6)
is bounded in probability.

Theorem 3.2. Let {X,} satisfy the conditions of Theorem 3.1.
() Let ] <a <2and0 <b < a — 1. Then {X,} is LRD(SAV).
(i) Let 1 <o <2andb > a — 1. Then {X;} is SRD(SAV).

For a strictly stationary process {Y;}, let
Uy (01, 62; 1) 1= cov(e¥r, ei%¥0) = Eel@1Yi=02Y0) _ geitiYi g e~ifalo,

The long memory of {Y;} can be characterized by the decay rate of Uy (01, 62;¢t) as t — o0.
Note that the existence of Uy (61, 65; t) does not require any moments. For stationary stable
or heavy-tailed moving averages and some other processes with long memory, the asymptotics
of Uy (61, 6»; t) were investigated in Astrauskas (1983), Astrauskas ez al. (1991), and Koul and
Surgailis (2001). A related quantity,

cod(Yp, ¥;) = log Ee'"~10) —jog Ee™' —logEe ™0,

called the codifference of the RVs Y( and Y;, can also be used to characterize the long memory
of {Y;} and its intensity (see Samorodnitsky and Taqqu (1994), pp. 384-387). In particular, if
{Y;} is a stationary Gaussian process, with zero mean, unit variance, and covariance r () —
0 (t — 00), then cod(Yp, ¥;) = % cov(Yo, ¥;) = 37 (1), while

Uy (61, 6: 1) = e~ OTH0D/2(e010r(0) _ 1) 90,6~ C+0D/2(1) a5t — oo

decays as r ().

Theorem 3.3, below, gives the decay rate of the codifference of the mixed stable moving
average in (1.3) and the mixing density in (3.7), below. A similar result can be proved for the
covariance U (61, 62; t). Write 7 for the conjugate of a complex number z € C.

Theorem 3.3. Let {X,} be the aggregated process in (1.3), with characteristic functional as in
(2.7), 0 < a < 2, and mixing density

(l—a)bl, 0<a<l,

e (=1, 1), 3.7
A+a>. —1<a<o *€CLD 3D

¢(a) = W(a)[

where 1 > by,by > 0 are parameters and V is continuous at £1 with limg— 11 ¥ (a) =:
Y(£1) > 0. Then, ast — 00,

cod(Xo, X;) = (C1 + o()t™21 + (Ca(t) + 0o(1))t 2, (3.8)

where

Cri=ya" /oo[w(l)e‘y“ + o) (1 -1 —e )9y dy,
0

Ca(1) := Y (=D~ 'Re(w (1)) /oo[e_y“ +1— (1= (=D'e )y dy.
0
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Remark 3.1. For 1l <o <2and0 < b < o — 1, introduce the parameter

—-1-b
a=2—""2 (3.9)
o
orb=o—1—oad. Notethat b = Oifandonlyifd = 1—1/a,and b = « — 1 if and
only if d = 0. Recall from Samorodnitsky and Taqqu (1994, Theorem 7.13.4) that, for the
FARIMA(O, d, 0) process {Y;} with «-stable innovations, 0 <d <1 — 1/a,and 1 < o < 2,

cod(Yo, Y;) ~ (constant)z!T*4=% agt — 0. (3.10)

Therefore, Theorem 3.3 implies that the codifference of the aggregated process {X,} in (1.3)
with the mixing density in (2.9) and 0 < b < « — 1 decays similarly as the codifference of
an a-stable FARIMA (0, d, 0) process with parameter d given in (3.9). From Theorem 3.1 we
see that the above similarity between {)_( +} and FARIMA(O, d, 0) with parameter d in (3.9)
also extends to the normalization exponent H of partial sums of both processes: for the former
process, H = 1 — b/« and, for the latter process, H =d + 1/a. Clearly, | —b/a =d + 1/
is equivalent to (3.9). In other words, if b and d are related as in (3.9) then partial sums of {X,}
and partial sums of the FARIMA (0, d, 0) process converge under the same normalization and
the limits are self-similar processes with the same parameter H.

Remark 3.2. Recall that a second-order stationary process is said to have covariance long
memory if the sum of the absolute values of covariances diverges. In the case of an infinite-
variance process, the divergence of the absolute values of codifferences also indicates the
presence of long memory. From Theorems 3.1-3.3 we see that the codifference of {X,} is
nonsummable for any 0 < b < 1, irrespective of the value of «, while at the same time this
process may have the SRD(SAV) property and distributional short memory, provided @ — 1 <
b < land 1 < o < 2. These results might look strange and a peculiarity of the process in
(1.3) at first glance; however, similar facts also hold for moving averages Y, = Z?O:o Cij&i—j
in i.i.d. innovations &, € D(a) with regularly decaying coefficients c¢; ~ 7471, Indeed, for
such {Y;}, the codifference decays as in (3.10) forany 0 < @ < 2andd < 1 — 1/«, so that
27020 lcod(Yp, Yj)| = oo and Z?‘;O lcjl < oo hold for 1 — 2/ < d < 0. Since {Y;} has
distributional short memory for d < 0 and Z_C()O:O cj # 0 (see, e.g. Astrauskas (1983)), we have
exactly the same situation as in the case of { X}, with parameters d and b related as in (3.9).

Remark 3.3. Mikosch and Samorodnitsky (2000) discussed the asymptotic behavior of the
ruin probability
V) = P(sup(X1 o Xy —np) > u)
n>0

as u — 0o, where ‘claims’ { X;} form a stationary «-stable process, 1 < o < 2, and u > E X
is a given constant. They associated the ‘classical’ decay rate (1) = O (u=@=1) with short-
range dependence and the decay rate ¥ (1) = O (u~") withexponent v < « — 1 with long-range
dependence of the claim sequence {X,}. In the case when the X;s are stationary increments of
a linear «-stable fractional motion with self-similarity parameter H € (1/«, 1), Mikosch and
Samorodnitsky (2000, Proposition 4.4) obtained a decay rate ¥ (1) ~ (constant)u~*1—H) of
the ruin probability. Let us note that increments of an «-stable fractional motion satisfy the
distributional long-memory property and also exhibit the decay of codifference as in (3.10),
with d and H related as in Remark 3.1 (see Samorodnitsky and Taqqu (1994, pp. 380-387)).
Therefore, the above characterization of long memory via ruin probabilities seems to agree with
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other characterizations of long memory discussed in this paper, at least for «-stable moving
averages. An interesting open problem is to extend the asymptotics of the ruin probability
from Mikosch and Samorodnitsky (2000, Proposition 4.4) to the aggregate process {X,} in
Theorem 3.1.

Appendix A. Proofs

Proof of Theorem 2.1. The characteristic function of the RV ¢ € D(«) has the following
representation in a neighborhood of the origin (see, e.g. Ibragimov and Linnik (1971, Theo-
rem 2.6.5)): there exists an € > 0 such that

Eelfe = ¢ l01"0@®h®) 0] < e, (A.1)

where A is a positive function tending to 1 as & — 0. Denote

B (s, a) := Ze,a’—s 1(s < 1). (A.2)

=1

Then N~/ YL 0 X, = N~ e Y ez U (s,a)eg. Since m and 0;, t = 1,...,m, are fixed
and a is bounded, it is clear that |9 (s, a)| < C for a constant C independent of a and s, and,
therefore, [N~/ (s, a)| < € forall N > Ny large enough. Therefore, using (A.1), we can
write

N m
Eexp{iN_l/“ Z ZQ’X”}

i=1 t=1

m N
= (Eexp{iNl/a ZQZX[}>

t=1
N
= (Eexp{—N‘ > |19(s,a)|°‘h(N1/“19(s,a))w(l9(s,a))}> .
SEZ
Clearly, for any a € (—1, 1),
D 196 ) h (N~ (s, a)o @ (s, @) > Y [9(s, a)|* 0D (s, a)) (A3)
seZ seZ

as N — oo, and

Y196, @R (N9 (s, ) (9 (s, @)

SEZ

=<

(A4)

1 —|al*

for a constant C < oo independent of a. Define
Oy = NE[exp{—N‘ Z |9 (s, a)|“h(N~ Y29 (s, a))a)(ﬂ(s,a))} — 1}.
se

Using (A.3), (A.4), condition (2.4), the fact that 0 < h(0) < C, the inequality |e* — 1| < |z]
(z € C, Rez < 0), and the dominated convergence theorem, we obtain

Jim Oy = ~ S EW 6. 0 0. a)].
o SEZ
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Therefore,

N m ®N N
. car—1/a ) _ . ZN
ngnooEexp{lN ZZ@,X,,} ngloo<1+ N)

i=1t=1

= exp{— Y END (s, )" 0@ (s, a))]},

SEZ

which coincides with (2.7). The properties of {X,} mentioned in the statement of the theorem
follow from Surgailis er al. (1993). This completes the proof.

Proof of Proposition 2.2. (i) By separately considering the real and imaginary parts of the
logarithm of the characteristic function in (2.7), we see that it suffices to prove the proposition
for the symmetric case w = 1 only.

Let L (Z) be the space of all real sequences g = (g, t € Z) with[|g[|% := D, |g:|* < oo.
Let B(Ly(Z)) be the o-algebra of Borel sets of Ly(Z). A Borel set A C Ly (Z) is said to be
symmetric if —A = A and shift invariant if U;A = A for every t € Z, where Us, s € Z, is the
group of shift operators on Ly (Z), (Usg); := gr—s. Let Biny(Ly(Z)) denote the class of all
open symmetric and shift-invariant sets A C Ly (Z).

According to Surgailis ef al. (1993, Theorem 2 and Lemma 1), the characteristic function in
(2.7) uniquely determines the measure

H(A) = / 1( g eA)ngnzA(dg), AS)
Lo \lgle

on open symmetric and shift-invariant sets A € Biny(Ly(Z)) and vice versa; here

MA) :=P((a"1(t <0), t € Z) € A), A € B(Ly(Z)), (A.6)

is a probability measure concentrated on the set {g = (g;, t € Z) € Ly(Z): g = a~ " 1(t < 0),
there exists a € (—1, 1)} of geometric progressions.
Let V C (—1, 1) be an open set, and let

AWy = | Ass). (A7)
seZ 6==%1
Ass(V):={f = (fi.t €2) € La(D): f; = 5(1 — [v|)/*v" " 1(r < 5),
there exists v € V}.

Note that, A s(V) are disjoint sets for distinct pairs (s, §), the set A(V) is open, symmetric
and shift invariant, and @ (As 5(V)) = 0 unless (s, §) = (0, 1). Moreover,

A A E 1l@aeV) ®(da)
HAW)) = 1A (V) = [W} - [ e =6
according to the definitions in (A.5)—-(A.6). Therefore, the characteristic function in (2.7)
uniquely determines the measure G on the interval (—1, 1). Since (V) = f v —la VG (da),
part (i) of the proposition follows.

(ii) As in (i), it suffices to discuss the case w = 1. Let u = u be as defined in (A.5), and
let
c

ll¢lec

py(A) = lclg 1( € A>, ci=(c 1t =0), 1 €Z) € La(Z),
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be the measure on the unit sphere of Ly (Z), corresponding to the moving average {Y;}. By
definition, py is concentrated on a single element ¢/||c||¢ € Ly (Z).

As mentioned above in the proof of (i), {X;} 2 {Y;} implies that

ny(A) = ng(A), A € Biny(La(Z)). (A.8)

Consider the set A = A(—1, 1), as defined in (A.7), consisting of all signed translations of
normalized geometric progressions. Clearly, ¢/|Icllo € A(—1,1) if and only if ¢; = eaé,
Jj =0, for some ap € (—1, 1) and € € {—1, 1}. It also easily follows from (A.8) that ® = §,.
This completes the proof.

Proof of Proposition 2.3. Let

Oy = NE[exp{—N‘/““’) Z |9 (s, a)|“R(N~V/e0+D)g (s, a))} — 1},
SEL

where ¥ (s, a) is defined in (A.2). Then,

N m ® N
Eexp{iN—l/“(”b) ZZ@X,-,} = <1 + TN> .

i=1 r=1
Similarly as in the proof of Theorem 2.1, it suffices to show that

m
> o

t=1

a(1+b)

o0
lim Oy = —K , K := a*@“)w(l)/ (1—e 9z "4z, (A9
N—oo 0

To prove (A.9), split

m
Z |19(S’a)|ah(N—1/a(1+b)ﬁ(S’a)) — Z 4 Z .= El + 22_
s=1

SEZL s<0

Note that X5 is uniformly bounded ina € [0,1) and N > 1 and N-VA+D) — (N~ for

b < 0. Therefore, it suffices to prove (A.9) for ® y replacedby Oy := N E[e_N_]/(ler)El —1].
We have

m

>

t=1

1

1
Oy =N <exp{—N1/(l+b)—
1—e Ol(l —a)

€
1
:N/O (exp{——ale/(Hb)

a(1+b)
+o(1),

} - 1)(1 —a)’y(a)da + o(1)

m

>0

t=1

} - 1>w(1 —x)xPdx 4+ o(1)

m

5
t=1

— —Ky(®)

where .
Kn(@©) = a*(b+l)1/f(1)/ 1(z > sy ) (1 — e*Z)Zf(bJrZ) dz
0

and 8y (0) := (ae) ' N~VIHD| S 9,1% — 0 (N — 00). Since limy_, o Ky (0) = K by
the dominated convergence theorem, this proves (A.9) and the proposition.
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Proof of Proposition 2.4. It suffices to prove the proposition for simple functions 7 €
LY(Z x (—1,1)) of the form h(t,a) = Y '_, hit 1(|t| < n, a € A;), where A; C (-1, 1),
i =1,...,n, are disjoint Borel sets. For such 4,

M(h)y =" huMi(A)

[t|<n i=1

is a finite sum of «-stable RVs. By linearity of both sides of (2.11) in /4 and independence of
M;(A;) and Ms(Aj), s # t, it suffices to check (2.11) for h(t,a) = 1(t = s, a € A), or

E[M;(A) | Ms(=1, D] = @AM (=1, 1) (A.10)
for any Borel set A C (—1, 1). By standard arguments, (A.10) is equivalent to
E[M,(A)eM:CLD] = @ (A) E[M,(—1, 1)e?Ms(=1.Dy, 0 €R. (A.11)

Let 4 (0) := E[e?M:(=1.D] 4 (0) := k(_1.1)(0), and A° := (—1, 1) \ A. Then (A.11) can be
rewritten as
Ky ()i ac(8) = D(AK'(6).

The above equality is immediate from k4 (0)k 4c(8) = k(0) and k4 (0) = (k(0))®™ (the last
relation follows from the form of the characteristic functional in (2.5) and the fact that w (6) in
(2.2) depends only on the sign of 6).

Proof of Theorem 3.1. (i) We will prove the one-dimensional convergence in (3.4) att = 1
only, since the general case in (3.4) follows analogously. In view of (2.7) and (3.2), it suffices
to prove that, for any 6 € R,

n o n
n—He ZE Za’—f 1(s < 1) a)<9 Za’—f 1(s < t))
SEZ t=1 =1

- Cf / |f(x, 1T =5) — f(x, =)[%@@(f(x, 1 —5) — f(x, —s5)))x""%ds dx.
R JR,
(A.12)

Note that the expressions inside w on both sides of (A.12) are positive or negative depending
on the sign of 6 and w(0) = w(sgn(#)). Therefore, it suffices to show (A.12) for & = 1 alone.
To this end, let us denote the left- and right-hand sides of (A.12) (with 6 = 1) by J,, and J,
respectively. Split J = J; + J, where

0 00
Ji = w(l)w(l)/ ds/ | f(x, 1—s)— f(x, —s)|%x""%dx
—00 0
= y(Do(Da™ /w(l —e )y dy,
0
1 00
Jp = ¢(1)w(1)/ ds/ |f(x, 1 —s)|%x" dx
0 0

1 00
= I/f<1)w(1)/ du/ (1 — e=¥(A-myay b= gy
0 0
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according to the definition of f in (1.5). Next, write J,, = J,1 + Ju2, Where

0 1) n
=) Y[ 3
0
t=1

§=—00
a(l —a")
a

L |
=n_H°‘w(1)/
0 1—a® 1-—

(1 —a)’¥(a)da

(1 —a)y(a)da

*  (1-y/n)" Y\ b (
— (1 1—(1-2 1-
‘”()/o n(l—(l—y/n)d)( ( n))y v

x 1(0 <y <en)dy 4+ o(1)
N Y (Do(1) /Oo(l —e)Eybelg,y
o 0
=Ji

by the dominated convergence theorem as n — oo. In a similar way,

n 1, n
Iy 1= n_H“a)(l)Z/ Za’—s 1(s < 1)
s=170 ;=1
1 n o
=n—H“w(1)/ Z
0 s=1

(1 —a)y(a)da

1— an—s—H

— (1 —a)’y¥(a)da

523

’)

00 1 n y n—s+1\ o b y
=a)(1)/ —Z(l—(l——) ) y_“1/f<1——>1(0<y<6n)dy+0(1)
0o 1o n n

00 1 o
N w(1)w(1)/ / (1—e—y<1—“>) Y~ dy du
0 0

= J.

This proves part (i).

(ii) Denote by {L, (t), t} the process on the left-hand side of (3.5). It suffices to prove that,

foranym > landanyO=:tp <171 <--- < T,01 €R, ..., 0, € R,

Y Ok (Ln(t) = La(ni1)) > Y 6k (L(Te) — L(ti1)).

k=1 k=1

Rewrite Ly, (tx) — Lp(tk—1) = AL} (tx) + AL} (tx), where

1
AL (t) :=n" 1 Z Z /Oat_SMs(da),
]

[nte—1]l<s<[nt] s<t<[nt

1
AL () :=n"t" )" > /Oa’—SMS(da).
|

s=[ntg—1] [ntp—1l<t<[n7;

Since AL} (tx), k = 1, ..., m, are independent, it suffices to prove that, forany k = 1, ..., m,

AL} (t) > L(m) — L), ALy (te) = op(1).
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Moreover, it suffices to prove the last relations for k = 1 and t; = 1 only; in other words, to
prove that, for any 6 € R,

n! iE(ia’_s)aw<9 gaH) — Kw(®),
n' Y E (Z )aw<ega’—5> — 0.

s<0 =

Similarly as in the proof of Proposition 3.4, it suffices to prove the above relations for w (6) = 1,
viz.

n o n n o
=n! ZE(Zat_S> — 0, o i=n"! ZE(Za’_S) —- K. (A.13)
=1 s=1 t=s

s<0
Consider

1 S\
T =n""! /0 %(1 — (1= )" xP %y (1 — x) dx.

If b > « then, clearly, J,; < Cn! fol xb==ly (1 — x)dx = O(n~") since the last integral
converges. Let 0 < b < «. Then, for any € > 0, similarly as above

1 o (1—y/n) Y'Y e Y 1

where the last integral tends to v (1)a ™! fooo(l —e M)y~ dy < oo, implying that J,» =
O(1/n’=**1y = o(1). For b = «, a similar argument yields J,» = O(n~!logn) = o(1). This
proves the first convergence in (A.13).

Next, by the dominated convergence theorem,

n—1 1 1
Jop=n""! Z/ 1= (1= 0hHYY A —x)dx > f (1 —x)dx = K
k=0 0 0

proving the second relation in (A.13) and the theorem.

Proof of Theorem 3.2. (i) In view of Theorem 3.1(i), it suffices to show thatn 273" _ X2 =
op(1), with H as in (3.3). The last relation follows from H > 1/« and Loeve (1963, p. 387).
See also Heyde and Yang (1997, proof of Theorem 1). This proves part ).

(i) Accordmg to Theorem 3.1(ii), it suffices to show that D, " is bounded in probabil-
ity, where D,, := n—2/¢ Z X2 Decompose D,, = Zl 1 Dm, where D,; are defined in
(A.14), below Then D" = 0p(1) follows from the following three facts: (d1) D,; =
op(1), (d2) Dy > O a.s., and (d3) Dy3 > Z, where Z > 0 a.s. To this end, let X; =
qu Ui s, U s = fo a'~ SM (da)1(s <t), and

Dy :=n"2/" Z > Uy Uss,. (A.14)
t=1 s1#£s2
n n
Dy = n_z/“ZZUt%S, D3 = n_z/“ZU,ZJ.
t=1 s#t t=1

Fact (d2) is obvious. Fact (d3) holds since U; 4, t = 1, ..., n, are i.i.d. @-stable RVs, so that
UZZ, € D(a/2) and D3 > Z, where Z is a strictly posmve a/2-stable RV.
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Let us prove (d1). Write D,y =) _, Ty, where T 5 1= 2n—2/e Yo 2 pesUnsUsp.
Let ¥; be the o-algebra generated by RVs M,(A), v < s, A C (—1,1). Then {I'; s, ¥,
s € Z} is a martingale difference sequence. Hence, for any 1 < r < «, we have E |D,(|" <
2Y ., EIlss|". By a similar backward martingale property,

n
> iUty

t=1

,
E|D, " <2) n 2/"E

v<s

Hence, using the independence of U; and U;,, v < s, and Holder’s inequality, for any
1 < r < a, we obtain

n r
BIDal" <an 7 Y B(3 Ut
t=1

v<s<n

n
<dn 2t N N B UL BIUL

v<s<n t=1

< 4n—2r/a rQ

where Q, := (ZA>0E |Us.0l” )2. Since r —2r/a < 0, for (d1), it suffices to show that O, < oo.
From Samorodmtsky and Taqqu (1994, Property 1.2.17) we have E |U, o|" < C(E |a* |yr/e,
where E |a|¥ < Cfo xP(1 — x)*®dx < Cs~'7? and, therefore, Q, < oo for /(1 + b) <
r < a. This completes the proof.

Proof of Theorem 3.3. From (2.7) and the definition of the codifference forr > 1, we obtain

cod(Xo, X;) = Re(@(1)A1(1) —iIm(w (1)) Aa(1), (A.15)
where A;(t) :=ER;, i = 1,2, and
1 _ |1 _at|ot + |at|a

1—Jal

Ry =

3

1
Ry = Z la"™* —a™*sgn(a’™* —a¥) + Z la"=*|% sgn(a’~*).

s<0 s=1
Next, decompose A;(t) = Z‘}:l A;j(t), where

A1) :=ER1(1 —e <a < 1), Ai3):=ER;10<a <1—¢),
Aip(t) =ER;1(—1 <a < —1+¢€), Aig(t) = ER; 1(—14+€ <a <0),

and € > 0 is a small number. It is easy to check that, for any € > 0,
Aij(t) = 0@ ) = o(r701VP2), i=1,2, j =3,4, there exists ¢ > 0, (A.16)

decay exponentially and, hence, are negligible in (3.8). Consider the terms A;; (), i, j = 1, 2.

‘We have
1 _ _ o to
All(t)=/ Lo =P 4l ey da
l—e I —lal*
1A= =)+ A =x)"
_/O T x?r (1 —x)dx
=Cnne ™, (A.17)
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where Ny
Cn() = Wl)a‘l/ FE (=1 —e™)* +e>)y" ! dy,
0

1—(1—=—=y/D)*+A—-y/0) a(y/t) v —y/1)
I —(1—e V) e =1 —=y/0* @)
x 1(0 < y < er).

ft,y) =

Observe that f (¢, y) — 1(t — oo) for any y € (0, 00), and, moreover, | f| is bounded in
y € (0, 00) uniformly in # — co. Hence, by the dominated convergence theorem,

o
Ci() =y(Da™! / (1—(1—e N +e¥)y1=1dy + o(1). (A.18)
0
In a similar way,

(1= =)A= )+ (1= x)
An(r) —/0 T

2y (x = D dx = Co@)™2, (A.19)
where
Cir(t) =Y (—Da~! /w[e—y‘* +1—(1—=(=Dle ™2 dy + o(1). (A.20)
0

Next, using sgn(a’ ) = sgn(a’) sgn(a—*) and
sgn(@' " —a=%) = —1, sgn(a' %) = +1, fora > 0,
sgn(@ ™ —a™) = —((-D7), sgn(a’ %) = (=D (=D, fora <0,
we can rewrite
1—(1—=a)*—(=D|a"|* 1
1—a® 14 |a|¥

(a <0).

Whence, similarly as above,

€1 _ _ o\ _ \a
Ay(t):f 1-d-d-0)-d-x Py —x)de = Cau?, (A2
0

1—(1—x)
where ~
Coi (1) = y (o™} / (1—(1—e™)* —e)y"=dy +o(1). (A22)
0
Finally, . , . .
A e G e e G N T SR
A (1) —/0 T x4y (x — 1) dx

= Co ()t 27!
= o(t™"), (A.23)
where Cxs (1) = ¢ (—1)27! fOOO(l — (1 — (=Dfe )% —eY)yb2dy 4+ o(1).
The asymptotics in (3.8) follow from (A.15) and (A.16)-(A.23).
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