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Introduction

This work is concerned with data coming in the form of a univariate,
discrete-time stochastic process X; (t = 0,1,2,...). We focus on the
analysis of its covariance structure, and therefore we assume that the
process is zero-mean.

Zero-mean processes arise, for example, when the global trend has
been removed from the data. Trend estimation is a well studied problem
in the literature, and we refer to [51, 52, 97, [120] for some existing
methods. Sometimes, the global trend of a time series can be removed
without computing an estimator explicitely. In that case, a first-order
difference is applied on the observed process, that is we compute X; —
X;_1, and the resulting process is zero-mean. It is well-known that this
phenomenon arises for a lot of economic indices [7]. An example is given
in Figure[l(a), which represents the values of the Nasdaq-100 index from
January 3, 2000 through May 31, 2002. This index includes hundred of
the largest non-financial domestic and international companies listed on
the Nasdaq National Market. It is clear that this process contains a
trend, which can be removed if we compute the first-order difference of
the logarithm of the Nasdaqg-100 series (the log-return index), see Figure
M(b). The resulting zero-mean process still contains valuable information
for the analyst, in terms of the volatility of the time series.

In time series analysis, most existing models assume that the zero-
mean process X; is covariance stationary. This means that the covari-
ance between X, and X; depends only on the lag |s—¢|. This assumption
is very useful in order to have some estimators for the autocovariance
structure of the process with good statistical properties, such as consis-
tency, efficiency or central limit theorems (see Brockwell and Davis [[15]
for a review).

However, many time series in applied science are not covariance sta-



2 Introduction

N

1.3.00 5.25.00 10.17.00 3.13.01 8.3.01 1.2.02 5.31.02

1800 2000 2200
1 1 1

1600
1

1400
|

(a) 604 daily observations of the index

wn

o

o

) w

o

wn

o |

<

o

—

< T T T T T T T T T T T T T
1.3.00 5.25.00 10.17.00 3.13.01 8.3.01 1.2.02 5.30.02

(b) The log-returns of the index.

Figure 1: The Nasdag-100 index includes 100 of the largest non-financial do-
mestic and international companies listed on the Nasdaq National Market.
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tionary and show a time-varying second-order structure. That is, vari-
ance and covariance can change over time. For instance, the log-returns
showed in Figure [[I(b) are likely to have an inhomogeneous variance.
By this, we mean that the variance of the process is clearly not con-
stant over time. In this thesis, we apply a test of covariance stationarity
to these data, and it confirms this observation. Many other examples
may be found in economics, as is showed in Chapter [l of this thesis.
But this lack of covariance-stationarity has also been observed in many
other fields of the applied science, such as biomedical time series (see
Chapter Bl of this thesis, or [83, 87]), seismology [103] or meteorology
(see Chapter @l of this thesis, or [8(]), to name but a few.

Gradually, more and more attention has been paid to this challenging
problem on how to model such processes with an evolutionary autoco-
variance structure. Among the pioneers, we can cite the work of Loynes
[65], Page [90], Priestley [94], Silverman [104]. For instance, this last
author proposed in 1957 the approximation

Cov(Xs, X¢) ®m <S—2|—t> c(s—t)

i.e. the covariance behaves locally as a typical stationary autocovariance
but then varies from place to place depending of the midpoint between s
and t. As in Silverman’s definition, each model on nonstationary covari-
ance has to define explicitely its departure from stationarity. However,
from a statistical viewpoint, many questions remain. For instance, with
this lack of an invariant second-order structure, how can we estimate
the time-varying covariance with a high accuracy? Even if we add some
regularity assumptions on the function m, a serious problem here is that
we cannot build an asymptotic theory for the estimation of m. Conse-
quently, the standard statistical properties like consistency, efficiency
or central limit theorems cannot be used to measure and compare the
quality of different estimators.

In the last decades, many authors worked on this problem of mod-
elling and estimating an evolutionary autocovariance structure [44, 46,
54,155, 169, I71, [73]. A decisive idea was introduced recently by Dahlhaus
[23] with his new concept of “local stationarity”. This concept allows
the modelling of a time-varying autocovariance structure which can be
estimated rigorously. By this, we mean that an appropriate asymptotic
theory can be developed and the usual statistical properties of estima-
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tors may be derived. This simple and elegant idea is reviewed in the
beginning of Chapter [

The thesis contributes to the development of this approach of non-
stationarity. Herewith, by “nonstationarity”, we always refer to a zero-
mean process with a possibly time-varying autocovariance structure. Our
contributions concern both the theoretical and empirical analysis of non-
stationary processes. We bring new results in terms of modelling and
estimating the autocovariance of these processes. We also address the
problem of how to forecast nonstationary data. The proposed estima-
tion and forecasting procedures are adaptive, in the sense that all the
parameters needed in the procedure are chosen in a data-driven way.
Applications are provided on economic, biomedical and meteorological
time series.

The first chapter presents a simple model for nonstationarity, where
only the variance is time-varying. The aim of this chapter is twofold.
First, it makes the reader familiar with the fundamental concepts of
the whole thesis. The notion of “local stationarity” is discussed, and
the fundamental problems of the analysis of nonstationary data are pre-
sented on a model which is particularly simple to understand. These
problems concern the modelling, the estimation and the forecasting of
nonstationary data. The second aim of this chapter is to show that this
simple model satisfactorily explains the nonstationary behaviour of sev-
eral economic data sets, among which are the U.S. stock returns and
exchange rates. The nonstationary behaviour of the economic processes
has been neglected in the past, and very often estimation and forecasting
procedures based on the assumption of stationarity are applied without
checking the covariance-stationarity of the data. Our major contribu-
tion here is to show that very often, the assumption of stationarity is
rejected by standard testing procedures, and we provide a simple model
for explaining this nonstationary behaviour. This chapter is based on
[1 1 1].

In the second chapter, we study more complex semiparametric mod-
els, where not only the variance is evolutionary. A typical example of
these models is given by ARMA(p, q) models with time-varying coeffi-
cients. Our aim is to fit such semiparametric models to some nonstation-
ary data. Our data-driven estimator is constructed from a minimisation
of a penalised contrast function, where the contrast function is an ap-
proximation to the Gaussian likelihood of the model. The theoretical
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performance of the estimator is analysed via non asymptotic risk bounds
for the quadratic risk. In our results, we do not assume that the observed
data follow the semiparamatric structure, that is our results hold in the
misspecified case.

The third chapter introduces a fully nonparametric model for local
nonstationarity. This model is a wavelet-based model of local station-
arity which enlarges the class of models defined by Nason et al. [83].
Our main contribution here is for modelling: we allow the evolutionary
autocovariance to change very suddenly in time. This is in contrast with
the work of Nason et al. [83], who model a smoothly varying autocovari-
ance. This extension is not only proposed in order to work in a general
setting. It is also crucial if one wishes to model time series with inter-
mittent phenomena, such as transients followed by regions of smooth
behaviour. A notion of time-varying “wavelet spectrum” is uniquely de-
fined as a wavelet-type transform of the autocovariance function with
respect to so-called “autocorrelation wavelets”. This leads to a natural
representation of the autocovariance which is localised on scales. We
also provide some useful mathematical properties of the autocorrelation
wavelet system. Chapter Blis based on [39] and [112].

Similarly to the classical theory of stationary time series, a wavelet
periodogram can be defined as a preliminary estimator of the wavelet
spectrum. One particularly interesting question is to test the signifi-
cance of the coefficients of the wavelet periodogram. This question has
been presented in Nason et al. [83] as a challenging problem, with poten-
tially important practical applications. In Chapters Bl and B, we address
this problem. We derive some theoretical properties of our test of sig-
nificance, including a discussion on its consistency, its power, and its
local alternative. The test rule is based on a non-asymptotic result on
the deviations of a functional of the periodogram. This key result also
allows to derive a new pointwise adaptive estimator of the wavelet spec-
trum. Theoretical properties of this new estimator are also presented in
Chapter Bl This chapter is based on [112].

However, the use of the test of significance and the pointwise adap-
tive estimators is not straightforward and necessitates the study of some
appropriate algorithmic procedures. This is provided in the next Chap-
ter B, where we give a description of a full algorithm for each procedure.
These algorithms are evaluated on simulated nonstationary processes,
and applied on a case study in biostatistics. In this chapter, we also
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derive a new test of covariance stationarity. This test is illustrated on
another case study in biostatistics, and compared with the wavelet-based
test of stationarity of von Sachs and Neumann [99]. This chapter is based
on [114]

Finally, Chapter [l addresses the problem how to forecast the gen-
eral nonstationary process introduced in Chapter Bl We present a new
predictor and derive the prediction equations as a generalisation of the
Yule-Walker equations. We propose an automatic computational pro-
cedure for choosing the parameters of the forecasting algorithm. Then
we apply the prediction algorithm to a meteorological data set. This
chapter is based on [39] and [110].

Diagram of the thesis

1. Time-modulated processes \

2. Semiparametric models 3. Nonparametric wavelet model

4. Local significance/Adaptive estimator (theory)

5. Local significance/Adaptive estimator (algorithms) /




CHAPTER 1

Modelling and forecasting
economic time series
with unconditional
time-varying variance

1.1 Motivation

To forecast economic time series, many analyses are based on the as-
sumption that the probabilistic properties of the underlying process are
time-invariant. Even if this assumption is very useful in order to con-
struct simple predictors, it seems not to be the best strategy in practice.
Indeed, taking into account structural changes of parameters may lead
to better forecasting performance because it is sometimes more adequate
to capture some aspects of the real world [18, Section 7.4]. More surpris-
ingly, some stylised facts, as the long range dependence of the absolute
returns of financial time series, can even be explained by a parameter
change of the model [77]. In terms of forecasting, Swanson and White
[10]8] conclude that models allowing parameter variability can show bet-
ter accuracy and adaptability than constant models on macroeconomic
data. These empirical and theoretical works suggest a model with evo-
lutionary parameters, reflecting the evolution of the economy over time.
An important consequence of this observation is the lack of stationarity
of the data, which means that the unconditional moments of the time
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series can vary over time.

This evolution of unconditional moments has been statistically tested
on various economic processes. For instance, Pagan and Schwert [8,
89] develop statistical tests rejecting the hypothesis that the monthly
U.S. stock returns are covariance stationary, as long as the period of
Great Depression (1929-1939) is included in the series. Loretan and
Phillips [63] confirm this conclusion for stock returns, but also for a
set of exchange rate data. Similar results have been found by Los [64]
on short series of weekly price indeces of Asian stock markets. Other
approaches for testing structural changes in the variance of economic
time series are reviewed in Hansen [47].

In this introductory chapter, we go one step further and study how
this nonstationary behaviour can be modeled. We focus on a very sim-
ple model of nonstationarity with an unconditional variance evolving
with time. This model includes the so-called “time-modulated proces-
ses” defined in Section below. In this section, we also derive some
basic properties of these processes. Estimation and forecasting proce-
dures are described in Section Section [L4lis devoted to the practical
evaluation of these nonstationary processes on several financial time se-
ries among which are the U.S. stock returns and exchange rates. We
show that our simple and meaningful model of nonstationarity provides
a satisfactory explanation power of the nonstationary behaviour of the
observed data.

In Section [[H, a comparison between our forecasts and standard
ARCH-type models is provided. However, the standard comparison tests
of forecast accuracy cannot be used in our context, as they usually work
under the maintained assumption that the process is variance-stationary.
Hence, we show that a generalisation of the [Meese and Rogofl’s test [[72]
may be used for comparing the mean forecasts, while the [Christoffersen’s
test [17] may be used to compare the interval forecasts.

Finally, Section presents some concluding remarks including the
essential points for the understanding of the whole thesis.

1.2 Modelling evolutionary variance

The most simple nonstationary model consists of a second-order sta-
tionary process modulated by a deterministic time-varying variance. If
Y;,,t =0,1,2,..., is a zero mean stationary process, a very simple non-
stationary model is given by X; = o;Y;, where o, is a deterministic
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time-varying function which is strictly positive. As we suppose the pro-
cess Y; to be zero mean and stationary, the nonstationarity of X; is only
explained by its evolving unconditional variance.

With this model of variance nonstationarity, it may seem contradic-
tory to construct a forecasting theory, since a predictor exploits gener-
ally an invariance structure in the unconditional moments of the process.
This problem is overcome if we add regularity assumptions on the deter-
ministic function o;. For instance, we can impose that o; is a piecewise
constant function. More generally, we can assume that o; is nearly
constant along intervals of a certain length 7. Using this regularity as-
sumption, we can estimate and extrapolate the deterministic variance
to build a predictor.

However, this approach is not satisfactory since it implicitly imposes
that the function o, is estimable only using 7 observations. In this
framework, when the length of the data set increases, no improvement
is possible in the estimation of o; over this interval of length 7. This
implies that asymptotic considerations can not be used in the statistical
inference of such process. This is a substantial drawback, because the
usual statistical properties of estimators such as consistency, efficiency
or central limit theorems cannot be used to measure and to compare the
quality of different estimators.

To overcome this (theoretical) problem, Dahlhaus [23] introduced a
concept of “local stationarity” in a general context of covariance evolu-
tion. In our situation, this concept is as follows: Suppose we observe
the series from time 0 up to T'—1 (T observations). The local stationar-
ity assumption postulates the existence of a deterministic function o(z)
defined for z € [0,1) such that the approximation o, ~ o(t/T") holds
in an appropriate way that we will define below. In this approach, two
scales of time are defined: The observed time, which is the usual scale
of time 0,...,T — 1, and the rescaled time defined on the interval [0, 1).
The deterministic function o(z) is defined on the rescaled time. There
exists a mapping between these two scales of time, and since this map-
ping depends on the sample size T', the resulting nonstationary process
is doubly indexed:

t
Xt,T =0 (T) Y:, (1-1)

where Y; is a zero-mean stationary process with unit variance. X;r is
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called a time-modulated process. The regularity assumptions are now
made on the function o(z) defined on [0,1). Due to the mapping be-
tween 0,...,7 — 1 and [0, 1), the estimation of o(z) becomes a standard
statistical problem: For instance if o(z) is constant on an interval of
length 7 < 1 in the rescaled time, then it may be estimated using 7 - T
observed data in the real time (see Figure [LTI).

T-1
(I)%_ T Observed time
Pl

| / 4 -7

| / // e

: / / g -

/ / <

| / / Ve -

| / // P

| / , e

* / / g -

—

0 1 Rescaled time

————
T

Figure 1.1: The rescaled time principle.

Consequently, if T increases, we get more observations to estimate
o(z) on 7. Estimation of o(z) is then parallel to the estimation of a
regression function in a nonparametric regression problem.

An important consequence of the rescaled time is the interpretation
of “asymptotics”. When T tends to infinity, we get more information on
the local structure of 02(2) in the rescaled time, because the mapping
defines a finer grid in the rescaled time. However, it does not mean that
we look into the future, because the rescaled time has a fixed bounded
support [0,1). To understand this point, an analogy with the spectral
analysis of stationary time series may help. Indeed, the spectrum of a
stationary process is defined on the interval [—m, 7]. When we observe
T data (T < o0), the spectrum is not identifiable on [—=, 7| because
we can only estimate the covariance of the process up to lag T'— 1, and
then the lowest frequencies of the spectrum are not identifiable. When
T increases, we get more information on the spectrum on [—m, 7|, and
this spectrum is uniquely defined only asymptotically [21]. The rescaled
time framework is analogous, in the sense that “T" tends to infinity” now
means that we observe finer details in the rescaled time.

In this chapter, we study model (ICl) in some particular cases, corre-
sponding to the specification of Y; and o(z). In Section [CZ] we consider
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tm-WN. Time-modulated White Noise processes, which are processes
(CT) where Y; is a White Noise process;

tm-ARMA. Time-modulated ARMA processes, which are processes
([CT) where Y; is a general ARMA process;

In addition, we also consider the following model in Section [CT

tm-GARCH. Time-modulated GARCH processes, which are proces-
ses (CTl) where Y; is a general GARCH process.

Another important specification is the regularity assumption made
on the deterministic function o(z). In this chapter, we study two cases
of regularity:

PC is the case where 0(2) is modeled by a piecewise constant function,
with a finite number of jumps,

Lip is the case where 02(z) is a continuous function without jump. In
this case, 02(2) is modeled as a Lipschitz continuous function, i.e.
l02(2) — 02(20)| < C - |z — 20| for all 0 < 29,2 < 1.

In addition, we assume in the two cases that the variance is bounded
away from zero, i.e. there exists § > 0 such that o(z) > J uniformly in
z.

Let us now derive some properties of these processes. We first con-
sider the case of a tm-WN process {X;7}. Our definition implies that
the expectation and the conditional expectation of X7 is zero, which
we denote by

E(Xyr)=EXir|Fio17) =0

where F;_1 7 stands for the set of the observed values Xor,..., X¢—1,7.
Concerning the (conditional) variance, we get

t
Var (X, ) = Var (X, 7|Fi-1.17) = 0* <T>

(recall that the variance of the stationary process Y; in equation ()
is assumed to be one). The covariance and conditional covariance of
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a tm-WN are trivially zero. A more interesting property concerns the
kurtosis ko:
EX} EY/?
Ky 1= o=t (1.2)
(extr) (%)
and it follows that the kurtosis of a tm-WN model is the kurtosis of its
White Noise. This simple property has a particular importance in the
modeling of economic series, which are known to be leptokurtic. This
stylised fact and equation ([[L2Z) indicate that the distribution of Y; in
equation ([CI)) is potentially leptokurtic. Consequently, we allow the
white-noise process Y; to be non Gaussian and to follow a possible very
general distribution.
These results are easily extended to the case of tm-ARMA proces-

ses. Consider equation ([Il) where Y; is the stationary and invertible
ARMA (p, q) process

Y — (blY;f—l el T ¢vat—p =1+ Zi 1+ + qut—q

where {Z;} is a zero-mean white noise process such that VarY; = 1.
Direct considerations yield

EXir=0, (1.3)

E (X 7| Fi-11)
t

and

t
Var X; 7 = o? <T> ,

t
Var (X; 7| Fi_1.1) = Var (Yi|Fi_1) - 0 <T> :
In this last expression, Var(Y:|F;—1) is replaced by the classical formula
for the conditional variance of a stationary ARMA process (again, note
that we have supposed the unconditional variance of Y; to be 1). In the
particular case of an MA(q) process, this conditional variance is

Var (Yi|F—1) = (1467 +...+62)7".
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In the case where Y; is an AR(p) process, this conditional variance is
Var (Vi|Fi—1) =1—af — ... — a.

The case where Y; is a mixed model with both an AR and a MA part

is formally more complicated to be written, but follows from the gen-

eral expression for the autocorrelation function of these processes (see

Brockwell and Davis [[15] for instance).

A similar property holds for the kurtosis: The kurtosis of a time-
modulated ARMA process is the kurtosis of the constituting ARMA
process, and then the distribution of the process {Z;} can usefully be
non Gaussian. This allows the tm-ARMA process to be leptokurtic, in
accordance with one of the stylised facts of economic processes.

We now consider the case of time-modulated GARCH processes. In
that case, the model ([LI) is defined with a GARCH process for Y;.
Recall that Y; is a GARCH(p, q) process if Y7|F;—1 has a normal distri-
bution N (0, 0?), where the conditional variance o? follows the following
ARMA-type representation [12, B6]:

ol =ap+ Y2 +... + apr_p + Bol  + ..+ 5(10?_(1

for some parameters g > 0, oy > 0 (i = 1,...,p) and 5; > 0 (j =
1,...,q). The unconditional variance of Y} is given by

Var(Yy) =ag(1—ay—...—ap— By — ... — B,) "

provided that a1 + ... +ap, + 1 + ... + 3, < 1. This imposes that
ag=1—-o1—...—ap— 1 —... — ;) since we are assuming that
this variance is equal to 1. Then, the conditional variance of the time-
modulated GARCH process is given by

t
Var (Xy r|Feo11) = o? <—> U? ,

T
and a similar property holds for the kurtosis: the kurtosis of a time-
modulated GARCH process is the kurtosis of the constituting GARCH
process, and these processes are known to be leptokurtic [[7].
In our results, we also consider an extension of the GARCH model
given by the EGARCH model. The motivation of this model is to model
a conditional variance o; which is not symmetric in the lagged Y’s.
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Indeed, Nelson [84] suggested that a symmetric conditional variance
function may be inappropriate for modelling the volatility of returns or
stocks because it cannot represent a phenomena known as the ”leverage
effect, which is a negative correlation between volatility and past returns.
More specifically, he proposed the model

p q
log(or) = ap + > aig(Vei) + > Bilog(or-s)

i=1 =1

where
9(Yi) = 0Y; + +{|¥i| — E|Yi[}.

This specification of the conditional variance is known as exponential
GARCH (EGARCH). The sequence g(Y7) is independent with mean zero
and constant variance. Therefore, EGARCH represents a linear ARMA
model for log(Y;) with innovations g(Y3).

1.3 Estimation and forecasting

In the scope of the present chapter, we want to study how time-modula-
ted processes explain the nonstationary behaviour of some data sets.
This section introduces all the tools we need for this goal. First, we
recall two tests for stationarity studied in the literature. Then, we pro-
pose three different estimators of the local variance function from data.
Finally, we address the problem of how to forecast time-modulated pro-
cesses, and propose a way to construct prediction intervals in practice.

1.3.1 Testing for covariance stationarity

In what follows, we will use tests of covariance stationarity. Let us briefly
recall two of the tests presented in Pagan and Schwert [R9].

The first test is called post-sample prediction test. Suppose we ob-
serve the zero-mean process Xo.r, ..., X7_1,7 and split the time axis by
T =T1+T5 with T7 = Ts. If we want to test the hypothesis that the vari-
ance on Xor,..., X7 —1,7 is equal to the variance on X7, r,..., X7_17,
a suitable test statistic is

#=61— 63
where 62 is the sample variance on the ith segment. Under the null
hypothesis, the distribution of Tl1 2 45 asymptotically normal if XtQT is
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a stationary process with autocovariance ~y; [50]:

7% L Ar(0,20) (1.4)

as T tends to infinity, where

o0
1/:70—|—22’yj.
j=1

v is estimated using the kernel-based estimate

Uy = ’yo+22<1—€+—1>;)’j

where 4; is the jth serial covariance of X7 and £ is a truncation number.
A discussion on this estimator can be found in Newey and West [[8€],
where a consistency result is established when ¢ = ¢(T') tends to infinity
with T and is such that £(T') = O(T"'/*). Discussions about the choice
of ¢ may be found in Phillips [92] and White and Domowitz [118], who
proposed to first investigate the decay of the sample autocorrelations
4;j. In that case, £ is selected equal to the lag where 4; becomes non
significant.

Note that the post-sample prediction test crucially depends on the
time point where we split the series into two parts. As in practice this
time point is arbitrary, we recall a second test for covariance stationarity,
the CUSUM test. This test does not require to split the time series into
two parts. Define

[Tr]

mz Xt2T o (1.5)

where 0 < r < 1 and 62 is the classical variance estimate over the
whole segment of length 7. This test compares the global variance
estimate with the partial sum of the squared process (recall that we
assume the process to be zero-mean). If the X; 7 obey the moment and
mixing conditions in Phillips [92], then Lo [62] proves that, under the
null, ¥(r) converges in distribution to a Brownian bridge. This means
that the probability Pr(¢(r) < ¢) is equal to the probability that an
N(0,7(1 — r)) random variable is less than c.
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Remark 1.1. These two tests of stationarity come from the standard
literature in econometrics. In this thesis, a new test of stationarity is
developed in Chapter B below. O

1.3.2 Estimation of the unconditional variance

The unconditional variance function o2(z), defined in the rescaled time
€ [0,1), is a function which is piecewise constant PC or continuous
Lip.

In the Lip case, the unconditional variance is estimated as follows.
Consider the squared process XET. This process is clearly an unbiased
estimate of o(t/T") but it suffers from a large variability (see Proposition
[T below for a precise quantification of this phenomenon). Then we
smooth it using a kernel estimator.

In the PC case, we proceed as follows. Suppose the variance function
has no structural break (jump) in the interval I = [z, 21], 0 < 20 < 21 <
1. A natural estimate of o(z) for z € I is the empirical variance

(2171

S X2 1.6

ST ‘z1 — ZO‘T Z ;T ( )
t=[z0T]

where [ - | denotes the integer part of a real number. The resulting esti-

mate is an unbiased and consistent estimator of o2(z) on I (see Propo-
sition below). However, we have to detect the structural breaks, and
for this we propose to follow one of these two procedures:

1. Consider the random variable

s(t) =

~2

t=0,...,T -2, (1.7)

where 67 denotes the sample stationary variance computed on
{Xor, ..., Xe1}. We decide that there is a structural break in
the variance at t = tg if s(tp) is larger than a certain threshold A.
In practice, we consider a data-dependent threshold: We choose A
such that 3 % of the realisations of s(t) are larger than A. Thus,
on average, 3 % of the data are considered as structural breaks.
Other numerical choices for A could be taken but, as we shall see
later, this choice leads to good results in practice.
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2. We can also use the CUSUM test to decide if there is a struc-
tural break in the unconditional variance. Fixing the level of the
CUSUM test at «, we select the first structural break by searching
the time point tg = 70T, 0 < 19 < 1, such that ¢(rg) in ([CH)
is outside the confidence interval of the test. Then, we reproduce
the procedure on segment X, 7 r,..., X7—17. In practice, we set
a = 0.10.

1.3.3 Forecasting procedure

In the local stationarity framework, the nonstationary process is dou-
bly indexed, see equation ([LIl). If we want to forecast h values of
an observed process, we arrange the indices as follows: We denote by
Xo,.--s X7—nh—1,7 the observed values with the convention that the
ratio h/T tends to zero as T tends to infinity. This implies that the
forecasting horizon h may depend on T, but does not increase faster
than T'.

The last observed realisation is denoted by X7_j_1.7, which implies
that, in the rescaled time, the local variance function o%(z) can be esti-
mated only on the interval

h+1
0,1 - ——
o]

which asymptotically tends to [0,1). If we denote ¢, =1 — (h+1)/T,
then the value of 02(z) outside [0,(s] are the predicted values of the
unconditional variance in the rescaled time (see Figure [Z).

Remark 1.2 (Future observations and rescaled time). With this
remark, we would like to give some explanations about the forecast-
ing mechanics for doubly indexed processes. For clarity of presentation,
we restrict ourselves to the case h = 1. An important ingredient of
the rescaled time is that the data come in the form of a triangular ar-
ray whose rows correspond to different stochastic processes, only linked
through the unconditional variance sampled on a finer and finer grid.
This mechanism is inherently different to what we observe in practice,
where, typically, observations arrive one by one and neither the values of
the “old” observations, nor their corresponding second-order structure,
change when a new observation arrives. One way to reconcile the prac-
tical setup with our theory is to assume that for an observed process
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Figure 1.2: This picture illustrates the forecasting procedure explained in Sec-

tion [L3.3

Xo,...,X¢_1, there exists a doubly-indexed time-modulated process Y
such that X =Y, 7 for £ =0,...,2 — 1. When a new observation X;
arrives, the underlying time-modulated process changes, i.e. there exists
another TM process Z such that X = Z; 741 for k =0,...,t. %

We can now present our forecasting procedure for time-modulated
processes. With our indices convention, the h-step predictor corresponds
to the index 7" — 1, and then is denoted by X7_1 7.

1. Predict the local variance. Predicted values of the variance consist
in an extrapolation of the estimated variance computed on [0, (p].
In the PC case, the most natural extrapolation is to prolong the
last constant piece of the function by the same value. In the Lip
case, we use a kernel extrapolator.

2. Define 6%(z) as the estimator of the local variance for z < ¢;, and
its extrapolation for (j, < z < 1.
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3. Define the standardised data by

Xip = —2 t=0,...,T—h—1. (1.8)

o (1)

Nl

4. From equation (ICT)), the standardised process X; 7 is a zero-mean
stationary process. Then, use a standard forecaster for stationary
process to forecast Xy 7.

5. From equation ([3)), we define the h-step predictor )A(T,LT =
XT,LT(h) in a natural way as

A (T -1
Xroir=6 <T> E(Yr—1|Fr—n-1) (1.9)

where E (Y7_1|Fr_pn—1) denotes the classical h-step predictor of a
stationary process constructed from the standardised data ([CH).

Note that this predictor is zero for a tm-WN process.

The construction of the prediction intervals is similar. However,
recall that the unconditional distribution of Y; in equation (IJJ) is not
supposed to be Gaussian due to ([LZ). It means that the (zero-mean)
random variable XLT is not Gaussian in general. Then, to construct the
prediction interval at the level «, we propose to compute the interval

[G% ; q~17g]

where ¢, is the a-quantile of the empirical distribution of the standard-
ised process {X;r}, t =0,...,n — 1. Finally the prediction interval for
the forecasted value of X7_; 7 is given by

N (T -1\ _ N (T -1\ _
|:XT—1,T — 0 (T) Q% ; XT—l,T + 0o (T) q13:| . (110)

Based on the empirical distribution of {X; 7}, these prediction in-
tervals are more suitable for the model (ICTJ), in which the distribution
of the stationary process Y; may be very general.
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1.4 Empirical results

In this section, we focus on the practical evaluation of time-modulated
processes. Our experiments are presented for five different economic
data sets that we present in Section [LZJl In Section [LLA we study the
question of the covariance stationarity of these time series, and we apply
the statistical tests recalled in section [C31l Then, Section studies
the covariance stationarity of the standardised process ([LH), when we
estimate the local variance 6(z) with the estimators proposed in Sec-
tion Finally, Section [LZ4l is devoted to evaluate the forecasting
performance of the procedure described in Section

1.4.1 The data sets

Nas-100. The log-returns of the Nasdag-100 Index. This index includes
100 of the largest non-financial domestic and international com-
panies listed on the Nasdaq National Market tier of The Nasdaq
Stock Market, Inc. from January 3, 2000 through May 31, 2002
(603 observations);

NasFin-100. The log-returns of the Nasdaq Financial-100 Index. This
index includes 100 of the largest financial organizations listed on
the Nasdaq National Market tier of The Nasdaq Stock Market, Inc.
from January 3, 2000 through May 31, 2002 (603 observations);

Daily-SR. The daily stock returns to the Standard & Poor’s composite
portfolio from January 3, 1950 through December 29, 1962 (from
Schwert [102] — 3100 observations);

Ex-DM-BP. Daily percentage nominal returns for the Deutsche Mark/
British Pound exchange rate from January 3, 1984 to December
31, 1991 (from Bollerslev and Ghysel [13] — 1974 observations);

Ex-US-BP. Daily spot exchange rate of the US dollar to the British
pound over a period of 1000 days ending on August 9, 1996 (1000
observations).

1.4.2 Testing covariance stationarity

In a first step, we apply the two tests of covariance stationarity reviewed
in Section [CL3T on the five data sets. All results are summarized in the
column called “Original series” of Table [[Jl In this table, “PSP-test”
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Original series Stand. (i) — Lip Stand. (ii) — PC Stand. (iii) — PC
PSP-test CS-test || PSP-test CS-test K2 PSP-test  CS-test K2 PSP-test  CS-test K2
Nas-100 0.02 0.535 0.81 * 2.99 0.43 * 3.77 0.86 * 3.48
NasFin-100 0.20 0.053 0.74 * 3.51 0.58 * 9.64 0.71 * 6.83
Daily SR 0.37 0.291 0.78 * 3.62 0.17 0.23 9.13 0.69 0.70 5.30
Ex DM-BP | <1072 1.338 0.71 * 4.26 0.22 0.15 7.80 0.69 * 8.68
Ex US-BP <1072 2.039 0.75 * 4.18 0.05 1.18 5.46 0.68 0.50 7.30

Table 1.1: “PSP-test” denotes the post-sample prediction test (L) for which we indicate the two-sided p-value. “CS-
test” refers to the CUSUM test of covariance stationarity. This test compares the values of 1(r) defined in equation
([CH) and the percentiles ciy, () of a Brownian bridge. If ¢(r) is fully contained in the confidence intervals, we
indicate *, and in the contrary, we compute ¢ as in equation ([CII]) — see text. The table shows results for three
different standardisations () corresponding to the three different estimates (i), (ii) and (iii) of the local variance
52 (z) explained in text. o is the empirical kurtosis computed for each standardised process.
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stands for the post-sample prediction test ([C4]) with £ = 7 and “CS-test”
refers to the CUSUM-test ([CH). For the first test, we indicate the p-value
of the test. For the CUSUM-test, we present the results in a different
way: We fix the level of the test at 0.01 and compare the values of ¥(r)
defined by equation ([L]) with the percentiles 0301 of a Brownian bridge.
If the curve #(r) is fully contained in the confidence intervals, the test
does not reject the null assumption of covariance stationarity and, in
this case, we indicate the symbol *. In the contrary, if ¢ (r) intersects
the curve CS_.Ol or ¢ o1, then the CUSUM test rejects the assumption of
covariance stationarity. In this case, we indicate in the table the value
of

§ := max ([¢(r)] — cfo1(r)) (1.11)

0<r<1

which measures the maximal deviation between [1(r)| and g o, (r) with
respect to r.

To illustrate the CUSUM-test, we plot in Figure the result of
the CUSUM test applied on the Nas-100 series. This test concludes to a
lack of homogeneity in the unconditional variance of Nas-100, with § =
0.535, which motivates the introduction of time-modulated processes.

(a) The CUSUM test applied on the (b) The CUSUM test applied on the
Nasdaq index standardised Nasdaq index

Figure 1.3: In the CUSUM test, the function v(r) is ploted for 0 < r < 1 (see
equation ([CH)). The smooth lines which are (partly) plotted are the confidence
intervals of the CUSUM test at level 0.01.

From Table [l we can see that the post-sample prediction test ([LZ)
concludes to the lack of homogeneity in the variance of Nas-100, Ex-DM-
BP and Ex-US-BP. On the other hand, the CUSUM test ([CH) shows the
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lack of stationarity of all the series. Note that the PSP-test splits the
time interval into two segments of equal length and tests the equality
of variance on these two segments. This test crucially depends on the
time point where we split the series into two parts. Contrary to this
test, the CUSUM test controls the variance changes at each time point.
Consequently, the reason why the series Daily-SR and NasFin-100 are
not considered to be inhomogeneous in variance by the first test is simply
due to the fact that the variance is not clearly broken at the middle of
the series. Nevertheless, observe that there is only little doubt about
the lack of homogeneity for NasFin-100.

1.4.3 Empirical properties of the standardised process

As a second step, we estimate the local variance and, for this, we have
three possibilities, given by the three procedures mentioned in Section
1S

(i) in the Lip case, we smooth the squared data using a normal kernel
and a bandwidth of 40/n, where n is the total number of observa-
tions of the series;

(ii) in the PC case, we use the estimator ([CH) and a segmentation based
on s(t), see equation ([L);

(iii) in the PC case the estimator ([CH) is used with the segmentation
based on the CUSUM procedure.

Using our estimation, we standardise the data in the three cases, and run
again the two tests of stationarity onto the standardised data. Figure
1.3(b)| shows the result for Nas-100 with standardisation (iii), and we
observe that the standardised process is variance homogeneous. In other
words, the time-varying variance o2(z) modeled with PC fully explains
the lack of stationarity of the original Nas-100 series.

The results for the other series are given in Table [CLT For each
series, we apply the PSP-test and the CUSUM-test on the original data.
Then, these two tests are applied on standardised data ([[¥) for the
three different standardisations (i), (ii) and (iii). If we focus on the
CUSUM-test, we see that there is a large doubt about the stationarity
of the five original series. This is partly confirmed by the PSP-test,
which rejects the null of stationarity at a sensible level of test for the
series Nas-100, Ex DM-BP and Ex US-BP. At a first glance, the result
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of the two tests seems contradictory for the data NasFin-100 and Daily
SR. However, as we have mentioned above, the PSP-test is not a good
test when the breakpoint in the variance does not occur at the middle
of the time series. Then, the observed difference between the two tests
may be explained by this phenomenon.

If we focus on the CUSUM-test and standardisation (i) only, then
Table 1 shows that the curve ¥(r) (see (L)) is fully contained in the
confidence intervals of the test. In other words, this test does not reject
the null of stationarity for the standardised data in the Lip case. This
result is not so clear for the two other standardisations.

However, even for the PSP-test, some results are still interesting.
Consider for instance the series Ex DM-BP. On the original series, the
PSP-test rejects the null of stationarity (p-value < 1072). But for each
standardised data, this test does not reject the null (p-value > 0.22).
This conclusion applies also for Ex US-BP and Nas-100 data. This
means that if the original series has a breakpoint in the variance occuring
in the middle of the series, then the corresponding standardised process
no longer presents this breakpoint.

In conclusion, the first standardisation fully explains the lack of ho-
mogeneity of the series. The two other standardisations, correspond-
ing to the PC case, provide less clear results. However, except for the
Daily-SR series, the third standardisation leads to better results than
the second standardisation in the PC case. Then, we can conclude that,
in most of the cases, time-modulated processes satisfactorily explain the
nonstationary behaviour observed in Section

These first results are in favour of a smooth variance modelling. We
could also model a time-modulated process ([LT]) with a piecewise smooth
variance. However, in this case, the estimation of the variance leads to
the simultaneous problem of finding a good segmentation and choosing
an appropriate smoother. Since the Lip and the PC conditions lead to
satisfactory results, we will not consider this general case for the scope
of this chapter.

In Table [T, we also mention the empirical kurtosis of the standard-
ised process. This is in order to remark that the standardised process
generally does not have a Gaussian distribution, and this motivates the
construction of prediction intervals based on the empirical quantiles, as
explained in Section for tm-ARMA processes.
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1.4.4 Forecasting

In the next step, we want to compare the forecasting accuracy of time-
modulated models using the PC and Lip condition. In this section, we
will only consider the estimators (i) and (iii). We now explain how we
measure this accuracy for the one-step ahead prediction.

First, we clip the series at time ty and consider the prediction at
time ty + 1. With notations of Figure[[2 we set to =T —h—1=T —2
because the horizon prediction is A~ = 1. Then, we can proceed to the
forecast as described in Section In our experiments, we work as
follows:

1. Fit an autoregressive model to the standardised process obtained
in Section This is done through the minimisation of the AIC
criterion [3];

2. Compute the forecasted value at tg + 1 for the stationary process;

3. To compute the forecasted value at time ¢+ 1, we need to extrap-
olate the local variance (see equation ([LH)). This extrapolation
is constant in the case of the estimator (iii). For the estimator
(i), we compute G ((to + 1)/T) as the average of the local variance
estimated at to/T, (to—1)/T, ..., (to —39)/T. (We also could take
a weighted sum on more than 40 data. 40 leads to good results
in practice, and, in our experimental results, the results are rather
robust with respect to the choice of this parameter.)

This procedure is repeated for different values of ¢g. Consequently,
the autoregressive process fitted at each g may also change with time,
in accordance with Swanson and White [108]. In our experiments, we
applied this algorithm to the 100 last values of the observed process.

We follow a similar procedure for h-step ahead prediction. In this
case however, the estimator (i) is computed recursively: First, we ex-
trapolate the variance at ty + 1, then we extrapolate the variance at
to + 2 averaging the estimated values of the local variance at (to +
1)/T,to/T,...,(to — 38)/T, and so on until the extrapolation at (T' —
1)/T. From this moving average procedure, we can see that, for a long-
range prediction, the extrapolated variance is a weighted sum of the
estimated variance at to/T, (to — 1)/T, ..., (to — 39)/T.
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1.4.5 Evaluating the forecasts

The empirical results are listed in tables and for a one-step ahead
prediction and a four-steps ahead prediction. For each series, the three
following criteria are computed [121)]:

e The Root-Mean-Square Error (RMSE), given by

1 T—-1 . 9

— X,p— X )

100 2 ( T = ST
t=T-101

is a widely used measure of forecast accuracy.

e The Mean-Absolute Deviation (MAD), defined by

T* A~
1 Zl | Xe7r — Xor| ;
X, 7#0
Ko, 5=, Xzl

where Ix, ;.20 is 1 if X; 7 # 0 and 0 if not, and Koo is the number
of nonzero terms in the sum.

These three criteria concern the accuracy of the predicted mean. We
are also interested in the accuracy of the predicted variance of the pro-
cess. To measure this accuracy, we compute the two following measures:

e the percentage of observations (denoted by “Cov.” for “Coverage”)
which fall within the corresponding prediction intervals. These
intervals are constructed using formula ([CI0).

e the median of the length of these prediction intervals (MLPT).

Finally, we provide a statistical test of accuracy for the interval fore-
cast. This test is based on the methodology of Christoffersen [[14], which
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Series For. RMSE MAD MAPE | Cov. MLPI Christoffersen
hor test (p-values)
Lip | Nas-100 h=1 1] 0.024 0019 1362 |[95% 0.090 0.39
NasFin-100 0.009 0.007 1.034 |96 % 0.032 0.76
Daily SR 0.004 0.003 1.022 |96 % 0.020 0.76
Ex DM-BP 0.267 0.188  0.997 |93 % 0.928 1
Ex US-BP 0.005 0.004 1.150 {92 % 0.020 0.03
Nas-100 h=4 | 0024 0.019 1.214 |95 % 0.092 0.30
NasFin-100 0.009  0.007  0.997 |96 % 0.032 0.75
Daily SR 0.005 0.003 1.004 |95 % 0.020 0.70
Ex DM-BP 0.266 0.188 1.000 |91 % 0.913 0.98
Ex US-BP 0.005 0.004 1.090 |92 % 0.020 0.03

Table 1.2: This table summarizes the prediction accuracy of time-modulated processes with Lip condition, i.e. using

the estimator (i).
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Series For. RMSE MAD MAPE | Cov. MLPI Christoffersen
hor test (p-values)
PC | Nas-100 h=1 1] 0.024 0019 1558 | 99 % 0.137 0.09
NasFin-100 0.008 0.007  1.057 | 100 % 0.063 1
Daily SR 0.004 0.003 1.107 | 100 % 0.026 1
Ex DM-BP 0.266 0.188 1.000 | 99 % 2.013 0.09
Ex US-BP 0.005 0.004 1.074 | 100 % 0.038 0.98
Nas-100 h=4 | 0025 0.020 1.494 | 99% 0.137 0.09
NasFin-100 0.009 0.007  0.997 | 100 % 0.026 1
Daily SR 0.004 0.003 1.160 | 100 % 0.026 0.87
Ex DM-BP 0.266 0.188 1.000 | 99 % 2.014 0.09
Ex US-BP 0.005 0.004 1.002 | 100 % 0.038 0.87

Table 1.3: This table summarizes the prediction accuracy of time-modulated processes with PC condition, i.e. using

the estimator (iii).
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we now recall briefly. For an interval forecast Z,;_;(7) at time ¢ with a
coverage probability 7w, define

I . 1 lf Xt7T S It‘t—l(ﬂ—) 5
t — .
0 if Xt7T g It‘tfl(ﬂ-) .

Christoffersen [17] notes that the quality of the interval forecasts should
be tested by a conditional coverage hypothesis, i.e.

HO : E(Itutfl’ . ,Il) =1 for all ¢. (112)

He shows that this test is equivalent to testing that the sequence {I;}
consists in identically and independent distributed Bernoulli random
variables, with parameter w. The likelihood ratio test of conditional
coverage is

f(ﬂ" Il)' . 7IT)
f(ﬁl;fl, e ,IT)

Lr(m) = —2log , (1.13)

where
Up; Iy, ..., I7) = (1 —m)"on™
and
(T Iy Ip) = (1 — 7000050 (1 — frqq ) MORT,

where n;; is the number of observations with value ¢ followed by j (i, j =
0 or 1), n; is the number of observations i (0 or 1), and 7;; is an estimator
of Pr(I; = i|I;_1 = j) given by

( R Fon ) _ ( oy ) |
o T nl(:l‘il’(')nll nl(:l}rlnn

Christoffersen [11] proves that, under Hy, the likelihood ratio Lp ()
is asymptotically distributed as a x? random variable with 2 degrees of
freedom.

Depending on the application we have in mind, one of these criteria
will be the most important for the practitioner. The ideal predictor will
have a minimal loss in the mean (RMSE, MAD or MAPE), with the best
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coverage, the shortest MLPI and the best accuracy (Christoffersen test).
However, it may happen that these quantities are balancing each other.
For instance, we can have a predictor with the best loss in the mean,
but which has not the best conditional or unconditional coverage, etc.
In this case, selecting the most appropriate predictor would be advised
by the goals of the practitioner or the physical nature of the series. In
other words, for an observed time series, if it is more important to get
a precise forecast in the mean, then select the predictor with the best
loss in the mean. On the contrary, if a precise value of the mean is less
of interest than accurate predicted variability, then consider a predictor
with the best MLPI, and having a sensible percentage of coverage and
loss in the mean.

1.4.6 Results

The results listed in tables and are an illustration of this bal-
ancing phenomenon. Indeed, this table indicates that the PC model
leads to better results than the Lip condition as long as the accuracy
in the predicted mean is considered. However, if we consider the vari-
ance prediction, the Lip model shows the best MLPI’s. It means that
at level 0.05 (i.e. if we accept 5 % of error in our prediction) the fore-
casting procedure based on the Lip condition leads to smaller prediction
intervals.

Another observation is the difficulty to have a good coverage for
exchange rate data. This phenomenon is often observed for these data.
This coverage is lower than 95 % with the Lip model. It is better with
the PC model if we consider the coverage and the Christoffersen’s test,
but is not satisfactory for the Ex-DM-BP series, which leads to very
large prediction intervals.

Finally, Figure [l illustrates the forecasting procedure on a segment
of the Nas-100 series. This prediction is provided under the Lip assump-
tion, and we can observe in Figure the smooth variation of the
local variance, which automatically follows the smooth evolution of the
actual series.

1.5 Comparisons with standard models

Our last empirical study is devoted to the comparison of our forecasting
procedure with standard models in econometrics, namely GARCH(1, 1)
and EGARCH(1,1). Many out-of-sample tests are proposed in the lit-
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(a) The dotted line is the actual series, (b) The prediction intervals of the

and the solid line is the one-step ahead  same forecasting procedure as in Fig-
prediction. ure |1.4(a)|

Figure 1.4: One-step ahead prediction at 100 time points of the series Nas-100.
The prediction is done between January 3, 2000 and March 14, 2002 with the
Lip model.

erature in order to test the equality of forecast accuracy [34, 48, [117].
However, most of these tests are based on strong assumptions and can-
not be of a direct use in our situation. More precisely, these tests are
based on the maintained assumption that the data are stationary in
covariance, and, in our context, this assumption is precisely not accept-
able. As a consequence, we need to develop specific tests in order to
compare the forecasts between a stationary and a potential nonstation-
ary models. This section proposes two approaches of comparison. A
deeper study of this relevant question should be addressed in a future
work.

1.5.1 A generalised Meese-Rogoff test

This test of forecast accuracy is introduced in Meese and Rogoff [72] and
reviewed in Diebold and Mariano [34]. It is based on the maintained as-
sumptions that the forecasting error X; 7 — XLT are zero-mean, covari-
ance stationary and Gaussian. These two last assumptions are certainly
too strong in our context, and, in this subsection, we show how to derive
this test under weaker conditions.

Suppose we would like to compare the forecasting performance be-
tween the two models
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and

with a known unconditional variance o(t/T) (possibly time-varying).
The standardised errors of prediction for these two models are denoted
by

(Z Xth - Xt(,z’l)—'

) _
“T T T o1)T)

i=1,2, (1.14)

and the null hypothesis of equal forecasting performance (in a quadratic
sense) is

1

S ()|

t=0

H()IE

—1T_1 (2) 2
r Z()]

Let x;7 = eil% + e?% and 2z = egl% — e§2T). If the processes Y;(i) are

Gaussian, computations similar to Priestley [95, Section 5.3.3] lead to

VT4, L N (0,V)  under Hy (1.15)
where

.oz

Yz = T
and

1

V= T Z [’Ya:a:(s)FYzz(s) + 7$Z(8)72$(8)]

with

’YCECE(S) = Cov (xt,Ta xtfs,T) ) ’sz(s) = Cov (Zt,T’ ths,T) ,
’Y:vz(s) = ’sz(s) = Cov (xt,T’ ths,T) .
In our context, we allow the processes Yt(i) to be non-Gaussian, but
we assume the Central Limit Theorem ([LIH) holds with

V= % Z (Vow (8) V22 (8) + Yaz (8) Ve (8)] + % Z K47xz(8, t)

s
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where K4 4.(s,t) is the fourth cumulant of the distribution of (s 7,z 7,
zs T, 2 1). Estimation of V' is done by plugging in the formula consistent
estimates for Vuq, Yoz, Yazs Y2z, Ka,22(s,t). There are many standard re-
sults in the literature for this estimation of V', and we use the estimator
reviewed in Diebold and Mariano [34] in our empirical comparisons.

In practice, an estimation of o(¢/7T) in ([LT4) is needed. If the model

Xt(li)p is covariance-stationary (i.e. o is constant over time), then we
compute the root variance of {Xor,...,X7_17}. If the model Xt(z% is
time-modulated with a time-varying variance, o(-) is estimated like in

Subsection [L32, using the whole data {Xor,..., X7_17}.
1.5.2 Christoffersen tests

The generalised Meese-Rogoff test is for comparing the forecast accuracy
between two forecasting procedures focusing on the predicted mean. To
compare the forecasting in terms of conditional coverage, the Christof-
fersen’s test may be used, even for time-modulated processes. As in
Christoffersen [11], the test (LI2) may be applied for a wide range of 7
between 0.9 and 0.99.

1.5.3 Results

The two procedures have been applied on the five data sets of Subsection
[CZT We compute the generalised Meese-Rogoff test to compare the
forecasting procedure of Subsection (with estimator (i) and (iii))
against the two conditional models GARCH(1,1) and EGARCH(1,1).
Again, in our experiments, we compute 100 one-step ahead forecasted
values at the end of each time series. In all the cases, the p-value of
the test is larger than 0.91. This means that, in terms of the predicted
mean, the time-modulated approach does not show any improvement
over the two ARCH-type models. This is not a surprising result, as
time-modulated processes differ from standard models in terms of the
variance only.

More relevant is the comparison in terms of interval forecasts by the
Christoffersen test. Figure [LO plots the likelihood ratio statistics for
some values of m between 0.9 and 0.99. The three figures correspond
to the NasFin-100, Daily-SR and Ex-DM-BP data respectively. In each
figure, the likelihood ratio statistic ([LI3) is computed for the tm-AR
model with a variance estimated under the Lip model (solid line) and the
tm-AR model with a variance estimated under the PC condition (short
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Figure 1.5: NasFin-100, Daily-SR and Ex-DM-BP: Likelihood ratio statistics
of conditional coverage with different models. The solid line corresponds to
tm-AR model with a variance estimated under the Lip model. The short dash
is tm-AR model with a variance estimated under the PC condition. The long
dash is GARCH(1,1) and the short-long dash is EGARCH(1,1) (these two lines
are very close in the first figure). The bold line corresponds to 10 per cent
significance level of the appropriate x2? distribution.

dash). They are compared to the GARCH(1,1) model (long dash) and
the EGARCH(1,1) model (short-long dash). The bold line corresponds
to 10 per cent significance level of the appropriate y? distribution.

The behaviour of the tm-AR model is similar in the three cases. It
starts with high values at 0.9, then has good behaviour since its values
are below the significance level, and then increases near 0.99. Between
0.92 and 0.98, it performs better than the (E)GARCH models. The
tm-AR model with a variance estimated under the PC condition has a
more stable behaviour, except for the stock returns.

We have to note that, from a modelling viewpoint, the time-modula-
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Figure 1.6: NasFin-100, Daily-SR and Ex-DM-BP: Likelihood ratio statistics
of conditional coverage with different models. The solid line corresponds to tm-
GARCH(1,1) model with a variance estimated under the Lip model. The short
dash is tm-GARCH(1,1) model with a variance estimated under the PC condi-
tion. The long dash is GARCH(1,1) and the short-long dash is EGARCH(1,1).
The bold line corresponds to 10 per cent significance level of the appropriate
x? distribution.

ted AR processes is not a competitor to the GARCH models. Indeed, it
may happen that the standardised process ([LH) contains a time-varying
conditional variance. It then makes sense to fit an ARCH-type model to
the standardised process. Figure [[LH presents the same results as Figure
[CH except that a GARCH model is fitted to the standardised processes.
(Again, the solid line corresponds to the Lip modelling of the uncondi-
tional variance, while the dashed line is under the PC model.) Com-
paring figures and [CH, we see that the behaviour of time-modulated
GARCH models performs better than the time-modulated AR models.
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1.6 Concluding remarks

In this chapter, we have provided a methodology to forecast economic
time series when the assumption of variance stationarity is rejected by
statistical tests. This lack of homogeneity of unconditional variance has
been observed on daily stock returns and exchange rate data and they
confirm preliminary results published in the literature [63, 64, 88, [89].
Using the framework of rescaled time, we have shown that a simple pro-
cess with a time-varying variance may be defined and explains satisfac-
torily the nonstationary behaviour of the observed series. This process
consists in a stationary process modulated by a time-varying variance
defined in the rescaled time. Two kinds of time-varying unconditional
variance were considered: A smooth time-varying variance and a piece-
wise constant variance. The first specification gives better results for
forecasting the variance, and the second specification gives better re-
sults in order to forecast the mean.

Our results confirm that economic processes can evolve over time.
Consequently, it is advisable to do a test of covariance stationarity be-
fore fitting an econometric model which assumes the constancy of the
unconditional moments. This paper shows a simple and meaningful way
to standardise nonstationary data in order to obtain a process which
can be assumed to be stationary. It is then possible to apply the stan-
dard econometric modelling on the standardized data, and to forecast
it. Forecasting the actual series is then straightforward on the non-
standardized data.

Our method of standardisation is based on the estimation of an un-
conditional variance. The proposed estimation procedures require the
choice of parameters, like a smoothing parameter. In this chapter, these
parameters are not automatically chosen. In the next chapters, more
complex models are studied and adaptive data-driven procedures are
developped for the estimation of their parameters. However, even if our
parameters are chosen by hand in the empirical studies of this chapter,
they provide satisfactory results, as the standardised process is station-
ary and the results presented in this study are robust with respect to
these parameters. It means that, taking a slightly different parameter
does not significantly change the results.

We also point out the inherent statistical difficulty to compare the
forecasting accuracy between models which are possibly not covariance-



1.6 Concluding remarks 37

stationary. We examine two procedures for comparing the accuracy
of the forecasting between time-modulated processess and ARCH-type
models. As time-modulated processes model a time-varying uncondi-
tional variance, the predicted mean does not show significantly better
results than ARCH-type models. However, when considering the ac-
curacy of interval forecasts, we show that time-modulated models with
Lipschitz-continuous variance perform better.

As a follow-up, we also compare the results with time-modulated
GARCH (1,1) models. In terms of interval forecast, our results show
the gain in prediction accuracy, in comparison with stationary GARCH
(1,1) and EGARCH (1,1) models. Consequently, the conclusion of our
results may be summarized as follows:

1. Very often, economic processes exhibit a time-varying uncondi-
tional variance.

2. Standard ARCH-type models assume the stationarity of the data.
In this paper, we show how a standardisation of the data may
be applied in order to “stationarize” the data. Then ARCH-type
models may be applied on the standardised data and forecasts may
be provided.

3. If this standardisation is not provided, the accuracy of the interval
forecast decreases.

Then, one ultimate message of our results for the analysis of eco-
nomic processes is that it could be useful to perform more empirical
studies on modelling and fitting time-modulated GARCH processes to
time series. This poses some challenging problems both from a theoret-
ical and practical viewpoint, in particular for identification. Here, the
results of Dahlhaus and Subba Rao [29] may be a starting point.

Other approaches of forecasting nonstationary signals are possible
(see for instance Grillenzoni [43] or Ramsey and Zhang [96]). However,
our approach based on the rescaled time leads to a consistent statisti-
cal theory modelling time-varying processes. Moreover, analysis with
a time-modulated stationary process is related to classical statistical
problems, such as nonparametric regression problem, nonparametric ex-
trapolation and estimation of quantiles for a non-Gaussian distribution.
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This first chapter aimed to focus on the essential problems treated in
the thesis. We have introduced important concepts on a simple model:
the local stationarity, the rescaled time, the estimation problem and the
need of adaptive methods for selecting the parameters of the estima-
tion, and the forecasting problem with nonstationary data. In the next
chapters, we introduce more complex models for nonstationarity, and
develop adaptive methods for the estimation of their parameters and for
forecasting. In these models, not only the variance is time-varying, but
all the second-order quantities of the model (autocovariance function,
spectrum,).

1.7 Appendix: Some statistical properties of the
variance estimator

In this Appendix, we focus on the statistical properties of the variance
estimates. We will successively consider the case of the Lip assumption
and the PC assumption.

Proposition 1.1. Assume that the function o in equation (L) obeys
the Lip condition. Then,

EX[QzT},T =02 (2)
Var X[QzT},T =0t (2) (k2 — 1)

for all 0 < z < 1, where ko is the kurtosis (L2).

The proof of this proposition is straightforward from equation ([CTJ),
recalling that the variance of the stationary process is equal to one.

Proposition 1.2. Assume that the function o in equation (IL1l) obeys

the PC condition and has no structural break between zg and z1, 0 <
20 < z1 < 1. Then the estimator [LA) is such that

I
Esr = 7/ dz 0*(2)
21 — 20 Jz,
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and
1 &
Varsp = ————~(0 / dz o*(2
e SO IO
1 [(z1—20)T]-1 - u
- - d 4 4 —
+\z1—20\2T ; V(U)/ZO : {J () +o <Z+T)}

where (s —t) = Cov (YZ,Y}?).
Proof. Taking the expectation of ([LH) we get, with definition ([LII):

[21T]—-1

1 t
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T e a0l T 2 (T>
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(21 T]—
3 / dz o? <_>
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Z1T % t
Es / dz o® < —)
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[20T]
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- dz o
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tZ[ZoT] T

which leads to the result for the expectation. The computation of the
variance is similar: If «(u) denotes the autocovariance function of the
process {Y;?}, then we can write

[21T]-1

. 1 s t
Var §p = o =Wl T2 Z v(s —t) o* (T) o’ (T)
! 0 s,t=[2z0T)
[le]—l t+1
1 T s—1
= e Z v(s —t) /t dz o* <T + z) 0% (2)
! 0 s,t=[20T) T

Because o2(-) is constant over [zg, z1], it follows

[le] 1 t+1

v(s —t) / dz o*
t

1

Vardp= —
LT |21 — 202 T

s,t= [on
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Defining u := s — t, direct computations lead to

1 [(z1—20)T]—1 [z21T]—1—u %
S — 4
Var §p = ol T Z;) v(u) R /% dz 0%(2)
u= =20
—1 [ZlT}—l %
+ Z v(u) /t dz ot(2)
u=[(z0—21)T]+1 t=[z0T]—-u" T

and the result follows using the symmetry of ~(u). O



CHAPTER 2

Semiparametric estimation
by model selection
for locally stationary processes

2.1 Introduction

In the previous chapter, we have introduced a simple model of nonsta-
tionarity where only the variance is time-varying. A typical model in
this class is an ARMA process with an evolutionary variance.

The present chapter studies more complex models, where not only
the variance is evolutionary, but all the coefficients of the model. A
typical example is given by the time-varying ARMA(p,q) model (tv-
ARMA in short) defined by

2 t ! t
jzz:oaj <?> Xt_jj = ij <?> Et—j,T- (2.1)

where ag(-) = bo(-) = 1 and &7 are independent normal random vari-
ables N(0,0(t/T)?). In this example, the parameter of interest is the
D-dimensional vector of curves

O(u) = (ar(u),...,ap(u),bi(w),...,by(w),o*(u))

with D =p+q+ 1.
More generally, this chapter concerns processes characterised by such
a D-dimensional time-varying curve # and we address the problem of
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how to estimate this vector. This is what we call a semiparametric
estimation problem because, on one hand, the parameter of interest is
parametrised by D curves and, on the other hand, each of these curves
will be estimated nonparametrically.

The example of tv-ARMA shows that this task is complicated by
the fact that the curve 6 is not observed “directly”. This is in contrast
with the situation of the classical nonparametric regression framework,
where the curve 6(-) is observed plus some noise. In this chapter, the
characteristics of the process (such as the spectrum) may depend on the
parameter curves in a highly nonlinear way.

The goal of this chapter is to develop a data-driven method that
automatically selects an estimator ém from a collection of estimators
0, for varying index m. These estimators are constructed as minimum
contrast estimators, and the contrast function is an approximation of
the Gaussian likelihood of the model. The estimator 6, follows from
a method of model selection procedure. We show that the estimator
achieves good theoretical properties, in a sense which is described in
Section

The precise definition of the nonstationary model is given in the next
section. This definition starts from the spectral representation of time
series. It is worth mentioning that, in this chapter, we do not assume
the model to follow the semiparametric structure explained below. In
other words, our results include the case of model misspecification. In
Section L3, we describe our fitting procedure, and present the main
results of the chapter. For sake of clarity, all technical tools and proofs
are deferred to Section 241

2.2 The model of local stationarity

The model of local stationarity is defined in the spectral domain. We
first recall some facts about the spectral representation of time series.

2.2.1 Spectral representation of time series

Spectral analysis of time series is a large field presenting a great interest
from both theoretical and practical viewpoints. The fundamental start-
ing point of this analysis is the Cramér representation, stating that all
second-order zero-mean stationary process X¢, t € Z may be written

X, = / AN exp(iN)dZ(N),  teZ, (2.2)
o)
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where A(\) is the amplitude or transfer function of the process X; and
dZ(\) is an orthonormal increment process, i.e. E(dZ(X),dZ(p)) =
0o(A — p), see Priestley [95]. Correspondingly, under mild conditions,

the autocovariance function can be expressed as
ex (1) :/ Fx(\) exp(iAT)dA,
[771-777)

where fx is the spectral density of X;.

There is not a unique way to relax the assumption of stationarity,
i.e. to define a second-order process with a time-depending spectrum.
However, this modelling is a theoretical challenge which may be helpful
in practice, since a lot of studies have shown that models with evo-
lutionary spectra or time-varying parameters are necessary to explain
some observed data, even over short periods of time. Examples may be
found in numerous fields, such as economics (Chapter [), biostatistics
(Chapter B or [87]) or meteorology (Chapter @ or [8(]) to name but a
few.

Among the different possibilities for modelling nonstationary second-
order processes, we can emphasize the approaches consisting in a mod-
ification of the Cramér representation (Z2). Different modifications
of (Z2) are possible. First, we can replace the process dZ(\) by a
nonorthonormal process, leading for instance to the harmonizable pro-
cesses [61]. A second possibility is to replace the amplitude function A(\)
by a time-varying version A;(\) and assume a slow change of A;(\) over
time. Such approach is followed to define oscillatory processes [94].

However, a major statistical drawback of the oscillatory processes
is the intrinsic impossibility to construct an asymptotic theory for con-
sistency and inference. To overcome this problem, Dahlhaus [23] in-
troduced the class of locally stationary processes, in which the transfer
function is rescaled in time. In this approach, a doubly-indexed process
is defined as

t
X = / A (T’ A) exp(i\t)dZ (),
[_7‘—77()
t=0,....,T—1, T>0, (23)

where the transfer function A(z,\) is defined on (0,1) x [—m, 7).
Dahlhaus [23, 24] investigated statistical inference for such processes,
with a discussion on maximum likelihood, Whittle and least squares
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estimates, and showed that asymptotic results when T tends to infinity
can be considered. A precise definition is given in the next subsection.

2.2.2 Locally stationary processes

Assume we observe data Xi,..., X7 from some nonstationary process
and we want to fit a semiparametric model to the data. An appro-
priate framework, which allows for a rigorous asymptotic treatment of
nonstationary time series, is the following model for locally stationary
processes introduced in Dahlhaus [23].

Definition 2.1 ([23]). A sequence of stochastic processes {X7; t =
1,...,T} is called locally stationary with transfer function A° if there
exists a representation

oy / A r (N exp(iM)dZ(N),  t=1,...,T, T3>0, (2.4)

where

1. Z(\) is a complex valued Gaussian process on [—m, 7| with Z()\) =
Z(—=\), EZ(X) =0 and orthonormal increments, i.e.

E{dZ(Al), dZ(AQ)} =7 (Al + )\2) dA1dAs

o0

where n(\) = 352 0(A + 2mj) is_the period 2w extension of the
Dirac delta function (Dirac comb [1(]), and where

2. there exists a positive constant K and a smooth function A(u, \) on
[0,1] X [—7, 7] which is 2m-periodic in X\, with A(u, —\) = A(u, ),
such that for all T,

sup |43 1(X) — A(t/T.N)| < K/T .

£

Moreover, a locally stationary process is said to be Gaussian if its incre-
ment process {Z(\), A € [-m,m|} is Gaussian.

In this definition two different functions A7 (A) and A(t/T,\) are
defined. This complicated construction is necessary if we want to model
a class of processes which is rich enough to cover interesting applications.
In particular, if we do not define these two functions, i.e. if A7, (A) =
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A(t/T,\) in the above definition, then the class does no longer include
time-varying AR(p) processes (as showed in Dahlhaus [22]).

Observe that we have used the same convention for the asymptotic
concept than in Chapter [l This implies that the nonstationary process
is doubly-indexed. The smoothness of A in u defines the departure from
stationarity and ensures the locally stationary behaviour of the process.
In order to formulate the smoothness assumptions on A, we first need
to recall the definition of the total variation norm.

The total variation norm of a univariate function f defined on an
interval [a, b] is

TV ey (f)

I
:sup{Z‘f(ai)—f(ai_l) :a<a0<...<a1<b,I€N}.
=1

If there is no risk of ambiguity of the domain of f, we sometimes write
TV(f) for the total variation norm of f.

We can now formulate the exact smoothness assumptions on A, fol-
lowing the setting of Neumann and von Sachs [85].

Assumption 2.1 ([85]). The function A in Definition X1 is such that
L. sup, TV{_;  (A(u,-)) < C1 < 00
2. sup, TVjg 1) (A(-,A)) < Oz < o0
3. sup, » |[A(u, \)| < ks < 00
4. inf,, 5 |A(u, A)| = k for some k > 0

5. Let

Alu,s) :== (2m) 71 /W d\ A(u, A) exp(iAs)

—T

for s € Z and u € [0,1]. Then sup, Y, |A(u, s)| < occ. O
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2.2.3 Evolutionary spectral density

Let {X, 1} be a locally stationary process as defined in Definition 211
The Wigner-Ville spectrum for fixed T and u € (0,1) is given by

I & :
fr(u,A) = o SZOO Cov (Xjur—s/2,7 X[ur+s/2),1) eXp(—is),

where we have used the convention A9,(\) = A(0,\) for t < 1 and
A7 (A) = A(LA) for t > T (the quantity A2,()) is actually only de-
fined for t = 1,...,T and this convention is for sake of simplifications in
the proofs). The Wigner-Ville spectrum has been introduced by Mar-
tin and Flandrin [70] in order to define a time-varying spectrum of a
nonstationary process. The next result shows that fr(u,\) converges
asymptotically (in a sense defined below) to

Flu,A) = [A(u, V)|

Therefore, we call f(u, A) the evolutionary spectral density (ESD) of the
process.

Proposition 2.1 ([22, 85]). If Xy is locally stationary (Definition
Z1) and under Assumption 2,

1 L
|an [ ax o) = s P = or(y)
0 -7
Proof. See Theorem 3.1 of Neumann and von Sachs [84]. O

This result is important because it shows the uniqueness of the evo-
lutionary spectral density f(u,A). Even if the spectral representation
232 is not unique [22, 195], Proposition ] shows that if there exists a
spectral representation with a A(u, A) such that Assumption 21 is ful-
filled, then |A(u, \)|? is uniquely determined. As it is the limit of the
Wigner-Ville spectrum, we may call this quantity a spectrum with no
ambiguity.

To conclude this section, we give some specific examples of ESD.
First, we consider the case of time-modulated processes studied in Chap-
ter M Recall that these processes are zero-mean stationary proces-
ses with unit variance that are multiplied by a time-varying function
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X =0(t/T)Y; (see [Cd)). If fy(X) denotes the spectral density of the
stationary process Yz, then it is straightforward to derive the ESD of the
process X¢ 1, which is fx(u, A) = o2(u) fy (\).

The second example is for tv-ARMA (p, ¢). This case is more involved
and leads to the following ESD [22]:

o?(u) | 304 br(u) exp(idk)|?
2r [ 25— aj(uw) exp(irg)?”

fow) = (2.5)

2.3 Semiparametric estimation

The model we like to be fitted is characterized by a D-dimensional para-
mameter function 6(u), v € (0,1), which defines the evolutionary spec-
tral density fy(,)(A). A typical example is the time-varying ARMA
process (1)) with evolutionary spectral density (EI).

In that context, Dahlhaus and Neumann [26] suggested to use a min-
imum distance method for the estimation of 6(-), which is based on a
distance between the evolutionary spectral density and some nonpara-
metric pre-estimate of it. We follow this method, and first need to define
a suitable nonparametric pre-estimate in the next subsection.

2.3.1 The preperiodogram

Motivated by the convergence result in Proposition 21, Neumann and
von Sachs [85] define the preperiodogram as

1 ,
JT (u, )\) = % Z X[uTJr%],TX[qu%],T exp(—zk/\) (2.6)
k

where the sum over k if for k¥ € Z such that 1 < [uT — (k —1)/2], [uT +
(k+1)/2] < T. (In fact, there is a slight difference with the definition
of Neumann and von Sachs [87] due to a time-shift in the indices.)

Dahlhaus [24] has derived a meaningful relation between the prepe-
riodogram and the ordinary periodogram. Recall that the periodogram
is defined as

1 | <& 2
Ir(\) = %—T( S Xor exp(—i/\t)‘ (2.7)
t=1

T—1 Tk
1 ||

T o Z T Z Xer Xoq k) | exp(—iAk).
k=—(T-1) t=1
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The periodogram is a widely used tool in the context of stationary pro-
cesses, i.e. when the spectral density does not vary in time [[14, 95]. For
stationary processes, it is the Fourier transform of the covariance esti-
mator of lag k over the whole segment of time. In contrast, the prepe-
riodogram Jp(t/T,\) of a locally stationary process just uses the pair
XuT—(k—1)/2),7 X [uT+(k+1)/2,7 @ & “local estimator” of the covariance of
lag k at time point [uT] (because [uT+ (k+1)/2]—[uT —(k—1)/2] = k).
That is the reason why Neumann and von Sachs [85] also call Jr(t/T, \)
the localised periodogram.

What Dahlhaus [24] pointed out is the following relation between
the ordinary periodogram and the preperiodogram:

T
Ir(\) = % > Jr (% A) (2.8)
t=1

that is, the periodogram is the average of the preperiodogram over time.

The preperiodogram may be regarded as a raw estimate of the ESD
at time u and frequency A. Similarly to the behaviour of the ordinary
periodogram for stationary processes, the preperiodogram of locally sta-
tionary time series is asymptotically unbiased but has a diverging vari-
ance as T — oo. In the following, it is used as a pre-estimator of the
evolutionary spectral density. The advantage of this definition is that
it does not contain any implicit smoothing, neither in frequency nor
in time. Then, the decision about the degree of smoothing in each of
these directions is left to the major smoothing step itself [85]. This is
in contrast with other pre-estimators of the evolutionary spectral den-
sity proposed in the literature, like the periodogram computed on small
segments of time of length N [23, [100]. In that case, an additional pa-
rameter, the segment length N, acts like a smoothing parameter in time
direction.

2.3.2 The contrast function

Suppose we observe data {X; 7,..., X7} from a locally stationary pro-
cess with evolutionary spectral density f(u, ). If the goal of the analysis
is the estimation of the evolutionary spectral density f(u,\), then we
can use a fully nonparametric estimate (e.g. by smoothing the preperi-
odogram [85], or using the procedure developed in the next chapters).
In this chapter, our goal is to fit a semiparametric model fg(u)()\)
to the data. We do not assume that f obeys the structure of the semi-
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parametric model to be fitted. In other words, we do not assume that
the evolutionary spectral density generating the process takes the form
Jo@y(A)-

The distance between the semiparametric model fy and the true
evolutionary spectral density generating the process f is measured by a
contrast function. Here, we use

A f)

which is up to a constant the asymptotic Kullback-Leibler information
divergence of a locally stationary process [22]. Thus, we define the em-
pirical contrast function

1l T Jr(t/T,\)
Lr(0) = T ;/ﬂ d\ {log foeyry (N) + m}

where J,,(t/T,\) is the preperiodogram. Lr(6) is an approximation to
the negative log-likelihood of locally stationary stationary process [24].

Remark 2.1. For stationary processes, i.e. if f(u,\) = f(A), equation
(X)) implies that L7(0) is the classical Whittle likelihood. For univari-
ate stationary processes with mean zero, Whittle [119] introduced an
approximation of the negative Gaussian likelihood. This approximation
has been used in many different situations. A general overview may be
found in the monograph of Dzhaparidze [35]. O

2.3.3 The sieve estimator

Our aim is to develop a nonparametric estimator of the parameter curve
6(:) = (W (),...,0P)(.)). In the following, we include the case of
model-misspecification, that is we do not assume that the true spectral
density f(u, ) follows the semiparametric structure fy(,)(A). Hence,
our estimator will not converge to the true parameter curve (which does
not exist) but to

0° = arg min L(0).
0cO

Theoretically, an estimator may be constructed by minimizing the em-
pirical contrast function Lr(0) over the class © of parameter curves.
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Such estimator is called a minimum contrast estimator. However, this
minimisation procedure may pose serious numerical (computational)
problems, in particular if the class © is a complicated infinite dimen-
sional space. Another problem arising when the set of parameters is too
large, is that we could get suboptimal rates of convergence (as compared
to the minimax risk). This phenomenon has been observed in even sim-
pler contexts, e.g. for the maximum likelihood estimator with iid data

The approach we follow here is based on the method of sieves, as
named by Grenander [41]. In this chapter, each component 9 of the
target curve is approximated in a finite-dimensional and linear space
of approximation F. This means that the empirical contrast function
L7(0) is minimised over the product space FP := F®...®F, where the
dimension of FP is D times the dimension of one single F. The space
FP may be considered as an approximation space of ©. The result-
ing estimator is denoted by 0. Figure ] summarizes this estimation
procedure.

The first main result of this chapter concerns the convergence of 07
(Theorem EZT]) to 6°. The distance for measuring this convergence is the
L?-norm: if #° and 7 are two D-dimensional curves, we define

Dot : . 2
o= 18:= 3 [ (09 =100)"

Then, our main Theorem [ZT] to be formaly stated below basically says
that

A D - dim(F) 1
(o] o < (e} o I S -
E|0° —0x|2 S 10° — 0F|2 + co T +0 <\/T) (2.9)

where the symbol < means less or equal up to a finite constant indepen-
dent of the parameters, where

0r = arg min £(0)
feFP

and

05 = arg min L7(0) ,
e FP
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true ESD f
[ )

data {XO,T7 ey XT*I,T}.

Figure 2.1: This picture illustrates the estimation procedure on one single
sieve FP. The true evolutionary spectral density f is not assumed to follow
a semiparametric structure. The space © is the space of all ESD that follow
the semiparametric structure with fixed D, with a certain regularity on the
coefficients 6 for instance. The distance between the true ESD f and © is
given by the Kullback-Leibler information divergence £, and defines the point
6° of © as the “nearest” density in © from f. FP is a finite-dimensional
approximation space (a sieve) in © and we define 7 € FP similarly to the
definition of #°. Empirically, if we observe data {X¢ r,..., Xr_1,7} generated
from the ESD f, the estimator 07 is defined through the empirical distance
Lr, i.e., the Whittle likelihood of locally stationary processes (see text).

and where ¢y is a constant depending on 6° and the O() term does not
depend on 6,,, ém, 0°, D and F. The first term of the right-hand side of
(23) is known as the bias term, and the second as the variance term of
the risk.

In order to be more specific on the choice of the approximation space
FP let us expand the component #) in some suitable orthonormal basis
{¢;}. Then, 00 = > 521 0ijpj(u) and a typical choice for the space
F is to take the m-dimensional linear space generated by ¢1,...,©m.
We denote this space by F,, and the correponding minimum contrast
estimator by ém = é]-‘m.

The problem of choosing the dimension m of the approximation space
Fm occurs. Suppose we have a set M of possible dimensions. The
problem is to determine from a data set some m in M in such a way
that the minimum contrast estimator ém performs as well as the best
estimator 6, among m € M, the criterion for comparing the estimators
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being the Lo-risk. The procedure explained below provides a data-driven
algorithm for the choice of m, and the second main result of this chapter
(Theorem [ZZ) basically says that the inequality

Dm 1
2< inf {6° =03+ Ly — ¢ + 0O | =
5, int, {10° =0l + Lo S 40 (7

holds true for some weights L., and for 6,, := 6r,. In other words,
the procedure leads to a risk which, up to some multiplicative constant,
realises the best trade-off between |0 — 0,,/|3 and DmL,,/T.

We now give the precise estimation procedure. Consider a collection
of nested finite-dimensional linear spaces F,,, m € M. The estimation
procedure on sieves has two steps:

E||6° — 05,

1. On each space F,,, we minimize the empirical contrast function
and compute the minimum contrast estimator

0, = arg min L7(0)
0EFm

for each m € M.

2. From the set {ém :m € Mrp} of estimators, we choose m among
the family M such that

m= arger/{l/lin {L’T (ém) + pen(m)}

where pen(m) is a penalty function to be specified later.

Finally, the sieve estimator is
0 =0y,

The precise form of the penalty function is derived in Theorem below.

We note that the set M of dimensions is depending on 7. The
precise quantification of this dependence will be illustrated on some ex-
amples in the next subsection.

The above procedure is inspired by the work of Barron et al. [H],
Birgé and Massart [10, [11], who studied several types of contrasts and
estimates in various contexts but under the assumption of linearity of
the contrast function, and under the assumption of independence. An
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extension of the procedure to more complex estimation problems, like
the estimation of the spectral density for a stationary time series or the
estimation of the parameters in a G-mixing regression may be found in
the literature [4, 20]. We note that the contrast function used in [4, 2(]
is the L? norm. Our situation is different and complex in the sense
that we are dealing with dependent and covariance nonstationary data.
Moreover, our contrast function is the Whittle likelihood, which is more
natural in the context of spectral density estimation.

The next section presents some remarks on the collection of mod-
els {Fn,m € Mrp} with some typical examples. Then, the two main
results are presented in their precise form in Section All formal
considerations and proofs are deferred to Section 241

2.3.4 The collections of models

The choice of a family of models {F,,,m € Mz} (i.e. the choice of a
sieve) is basically guided by the approximation theory. One would like to
use some sieves which are suitable for the approximation of the unknown
component G(i)(-) of the target curve #° € ©. Typical examples are
trigonometric polynomials, wavelet expansions or piecewise polynomials,
because their approximation properties are well studied in the literature
(see De Vore and Lorentz [33] for instance).

In this chapter, each space F,, is a linear finite-dimensional subspace
of L2([0,1])NL>([0, 1]) spanned by some orthonormal basis {¢;;j € Ay, }
with |Ay,| = d,. For a given linear sieve, we need to describe the
relationships between its L? and L™ structures. That is the reason
why we introduce the two indices 7, and ®,,, that will be involved in
the upper bound for the risk of minimum contrast estimators on this
sieve. These indices already play a crucial role in the work of Birgé and
Massart [11] and the other work cited above. However, in our context,
their definition is slightly different due to the complexity of our situation.

Consider the expansion of ) in the basis Fy,:

9(2): Z QZJQO](’U,) izl,...,D.
JEAm
Denote by || - ||, the LP-norm on [0, 1], and write |0;e|, for the fP-norm

of the sequence 0;; over j € A,, and for a fixed component i. Then, set

ONI | 12 en,, 95595 (W)llo
Y =

su
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where the supremum is taken over all sequences (6;;);en,, (i is fixed)
such that [0je|oo # 0. Finally, 7, is defined by

Tm = Sup Fgfl). (2.10)
i=1,...,.D

Next, we define
16|

D, = d;}? :
0L eFn\{0} 102

(2.11)

where () refers to one single component. From Lemma 1 in [11], we
derive the following identity

2 dm = | > &

i€hm |l

between the index ®,, and the system {¢;}.
There is a link between these two indices, given by

see [4].
For the statement of our results, the general assumptions made on
the collection of models is summarized now.

Assumption 2.2. For all m € My, the linear space F,, is included
in L2([0,1]) N L>=([0,1]) with finite dimension dim(F,,) = |Apn| = dm
such that A7 := max,cm, Ay, < T. This space is generated by the
orthonormal functions {¢;;j € A} which are such that there exists
a finite and positive ¥, with sup,cp,, TV(¢;) < dm¥y, uniformly in d.
Moreover, 7y, < Cr\/T/dy, for all m € M7 and the collection of models
{Fm : m € M} is nested, that is F,,, C Fpy for m < m/. O

Now we describe some examples of models. These are taken from
the standard literature [3, 20, 33].

Example 2.1 (Trigonometric polynomials). Consider spaces Fp,
generated from the functions ¢;(u) = v/2 cos(2mju) for j = 0,...,m—1.
The dimension of F, is d,, = m and any component ¢ of the vector
6 can be written §(?) = \/izzn:_ol 0;; cos(2mju). This collection is such
that My = {1,...,T}. It follows from [33] that Cr < /2 provided that
|AT|<\/T,andf):1. <>
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Example 2.2 (Polynomials). In that case, F,, is the linear space of
polynomials on [0, 1] with degree bounded by m — 1. The next example
is a generalisation. %

Example 2.3 (Piecewise polynomials). Consider first dyadic parti-
tions of [0, 1] given by I,,, = {[j27™, (j+1)27™],j =0,...,m—1}. Given
some integer s, the space F,, is defined as the space of piecewise polyno-
mials with degree bounded by s — 1 on the partition I,,,. The dimension
of Fp, is 2™ and Assumption holds with Cr = /(r+1)(2r +1)
independently of m. O

Example 2.4 (Regular compactly supported wavelets). Consider
an orthonormal wavelet basis {¢; : j = 0,k € Z} of Ly (see Chapter B))
with the following conventions: 1) are translated of the father wavelet
and for j > 1, ¢;; are affine transforms of the mother wavelet. We
consider this construction for compactly supported wavelets, such that
the index k € {1,...,2/L}, j,L > 0 [32]. Then, we define F,, as the
space generated by {¢;r} for (j,k) such that 0 < j < m and k €
{1,...,2/L}. Then, F,, has dimension d,, = LY 7" 2/ = L2 — 1)
for all m € My = {1,..., M7}, where M is such that L(2Mr+1 —1) <
T, ie. My = O(InT). From Chapter 2, Lemma 8 of Meyer [76] and
from [4] it can be showed that Cr is bounded by a constant depending
on L. O

Finally, we also need the following assumption which controls the
number of models in each collection.

Assumption 2.3. There exists some weights L,, and a finite constant
T such that

Z exp(—Lmdn,) < T < oo. O
meMr
For the three examples above, the weights L,, are of order 1. For
piecewise polynomials L,, = 1/r can be used [3].
2.3.5 Main results

Before stating the main results, we have to give two more assumptions.
We first introduce the following notation. If g(u,\) is a function over
[0,1] x (—m,7), then we set

§(u,5) = / "X $(u, \) exp(iNg)

—T
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and define

palg) = </01 /_tf” du lg(u, A)P)m |

po(9) = > suplg(u, )l

j=—o00

o(g) :=sup TV (g(-, 7)) -
J
Correspondingly, we set pa(g1,92) := p2(91 = 92), Poc(91592) = poo(g1 —
g92) and (g1, g2) == (g1 — g2)-
If 6 is a D-dimensional curve, we also need the following definitions:

Dol 4 2
102 ::ZZ;/O du (09(w)” | (2.12)

6]l := sup sup [0 (u)], (2.13)
i=1,....D u€[0,1]

D
TV(9) := > TV(OY). (2.14)
=1

We can now formulate the assumptions. The first assumption is on
the total variation norm of the evolutionary spectrum with respect to
its time argument.

The second assumption is needed to describe the relationship be-
tween, on one side, the distance between the two spectra fy and f, and,
on the other side, the distance between the corresponding curves 6 and

Y-

Assumption 2.4. The norms py and || - ||2 are equivalent, i.e. there
exists two constants Ky, K} (which may depend on D) such that
Koll0 = 0%l2 < p2 (1/fo — 1/ for) < Ka|0 — 072 (2.15)

for all # and 6* in ©. Moreover, there exists constants K., and Ky,
depending on D such that

poe (1 fo = 1/for) < Kocll = 6" (2.16)
TV (1/fo = 1/for) < Koo TV(9 — 6%) (2.17)

for all # and 6* in ©. O
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To illustrate this last assumption, let us consider a simple exam-
ple. We consider a time-varying AR(p) model with a known, constant
variance o2. In this example, the vector 6 is the set of p time-varying
parameters of the model, (ai(u),...,ap(uw)). From (ZH), we see that the
ESD of this process is given by

0?2 | & —2
Jow) = %‘ Zaj(u) exp(iNj)|
=0

and it is a simple exercice to derive the bounds of Assumption 24 in
this model. The equivalence between the two quadratic norms holds
with constants Ky = ||1/fg|lc V27 /0 and Kb = ||1/foll<} V27 /0. Here,
we used Assumption ], which ensures that the ESD and its inverse
are uniformly bounded (points 2 and 3 of Assumption EZI). The other
constants of Assumption B4 are Ko, = v/27/0 and Ky, = 2(2m)?/c?, if
we use |a;(u)| < 1.

The first result is on the mean square error for the estimation of 6
by 0,, for a fixed space F,. In the formulation of the result, we denote
by X the covariance matrix of the process {X; 1}, i.e. the entry (s,t) of
Y is Cov(Xs,7, X 7). Moreover, ||X||spec denotes the spectral norm of
the matrix 3 (see Appendix [A]).

Theorem 2.1. Suppose that we observe data Xir,...,X771 from a
Gaussian locally stationary process (Definition[Z). Under Assumptions
23, 22 and 2}, the minimum contrast estimator O, is such that

EJJ0° — Onls < [10° = Omlo +wa + T~ %(c1 + 2] pec)

where
[dD k|| |spec \/20 200dD
=4/ —<1v =",/ B4+ _— A2 2.18
wd coT { KLKm2m e + e2coT ( )

A =108V2K27% /Ky

with

and

B =1+ 36V2K. 7Ky 'Wr(Ky+ dv/KwWDFoKo /T) .

and where c1,co and a are specific constants depending on K1, Koo, Ko, T
and derived in the proof below.
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The second theorem is about the estimator 6, computed from the
data-driven procedure described above.

Theorem 2.2. Suppose that we observe data Xir,...,XrT from a
Gaussian locally stationary process (Definition [Z1) and suppose that
Assumptions [Z1 to hold true. Moreover, let us suppose that the
space © = {F,, : m € Mr}. With the same constant « as in the
previous theorem, we define

T = 8ra/K) (2.19)
®= inf \/d,Pn, (2.20)
meMrp

A= Ko+ 2T K, Koo 0® (2.21)

B = Kqor2 (2.22)
K% 2 2

C =4 2mA v K2 -9 ||E||spec + BHEHSPGCT /T ’ (223)
T

where the constants are the constants of Assumptions [Z1 and 2 If
the penalty function pen(-) defined on Mr satisfies

L.dy,
¢ " >+ K1

C .
T(p00+v)7

( ) < 47 9 y n
n > —
peim) 2 =\ Yan 8T ' 2T

where the constant C is derived in the proof, then

Bl0° a3 < it {107~ 63+ pentm)} + 2L

In this result, we assumed that the parameter space © coincides with
the largest sieve F,, (m € Mr). It is also possible to state a similar
result if © is larger than this largest sieve. In that case, an additional
bias term appears in the right hand side of the inequality. This bias
measures the distance in © between 6° and

07 := arg min L(6) ,

where the minimum is over 6 in the largest sieve F,,. This bias is
proportional to £(6°) — L(67T).

A comparison between Theorem Pl and Theorem 22 shows that the
automatic selection of the parameter m does not increase the estimation
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error significantly. More precisely, the upper bound derived in Theorem
Bl s still valid for ém and is the best upper bound among all the classes
{Fm : m € Mrg}. Of course, this comment is of asymptotic nature
and the constants involved in the O(T~!) term are different in the two
theorems.

From Theorem B2 it is easy to derive adaptation results with respect
to the unknown smoothness of f. Let us suppose for instance that each
component 67 of the target vector ° belongs to a Besov space B2
(see Appendix [Bl for a review on functional spaces). If we consider
the trigonometric polynomials, the piecewise polynomials or the regular
compactly supported wavelets described above, it is known from classical
approximation theory (see De Vore and Lorentz [33]) that if » > 3 and
02 € BS?, then

D
16° = Omll2 < C(B) > 1165 goom™
i=1

where r is the regularity. For these models, L,, = 1 and the term in
brackets in the upper bound of Theorem becomes

D 2 o
m
5 HesHBm> 29 4. O
<i=1 = T

where C' is a constant independent of 7. Minimising this bound with
respect to m, we derive immediately

E||6° — 05,

D 2/(1+2p)
% <C <Z HH;)HB&Q> TfQﬁ/(QﬁJrl)
=1

where the constant C' only depends on 3, ||X||, 7, A, B and (. In other
words, the proposed estimator converges to the corresponding target 6°
with a rate which is the usual rate of convergence in Besov spaces. This
rate is the optimal minimax rate of convergence for a lot of problems (re-
gression, density estimation). However, this optimality has not yet been
proved in the framework of semiparametric locally stationary models,
but we conjecture that this result also holds in that framework.
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2.4 Formal complements and proofs

In this section, we develop the mathematical tools for proving the results
of Section

2.4.1 The main tool: The empirical spectral process

As usual in the context of minimum contrast estimation on sieves, the
key point is to establish exponential bounds for the fluctuation of the
empirical process. The empirical spectral process [21, 28] is defined by

Er(¢) = VT (Fr — F) (¢)

where

Fo) = | " | i otuns

and

1< [7 t t
F = — dA ¢ | =, A — A .
w0 =73 [ o (54) o (74)
In order to explain the need of the empirical spectral process, a
useful connection with the contrast functions Lr(-) and L£(-) can be
derived [28]. By definition of 6,,, the inequality £(6,,) < £(6) holds for

all € F,,. Similarly, by definition of 6,,, it holds Lz (0,,) < Lr(0) for
all § € F,,,. Combining these two inequalities, we get

1 1 1 «
mET <E - E) + R(0,,) — R(0n) (2.24)
where
1 [ 1 & 1
R(0) := E/,Td)\ {f;bgfe(t/m( )_/o du 10gf9(u)(>\)}
1 ™ T 1/T
= E . d)\ tzz;/o du {log fG(t/T) ()\)

—10g fo(u+(t—1)m) N} -
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Thus,

1 K

< ——

ATV (log fo)(\) < k1 /(47T) = O (TY)
(2.25)

by Assumption EXI(2) that implies sup_, <y« TVio 1110g fo()(A) < K1 <
00, where k1 is a constant depending only on the constant x5;. Thus,
(2 indicates that the convergence of £(,,) — £(0,,) depends only on
the behaviour of the empirical spectral process on (1/fq,,) — (1/f; )

In Section we derive an exponential inequality on the empiri-
cal spectral process. This point is the most technical part of the proof.
Then, we combine this element with (224 and show that the conver-
gence of ||§ — 6,,||3 depends on the behaviour of the empirical spectral
process on (1/fg,,) — (1/f; ). Finally, in Section I3, we can derive
the bound given in Theorem Il The exponential bound is also used in
Section 2244l for proving Theorem

2.4.2 Maximal exponential inequality

An exponential inequality, or Bernstein inequality, is an exponential
bound for the probability of deviation of an empirical process. This
inequality is a mazimal inequality if it holds on the deviation of the
supremum of the empirical process, over a certain class of functions de-
noted by G in this section. We also denote by d the dimension of G. In
our applications, in particular in the proof of the first theorem, G (resp.
d) will be replaced by a fixed sieve F,, (resp. the dimension d,).

Preliminaries

For the sake of clarity, we first decompose the empirical spectral process
as

Er=Er + Er
where

Ep =T (Fr — EFy) (2.26)
is a stochastic term and

Er =T (EFp —F).
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is a deterministic term. In the following, a maximal exponential inequal-
ity is proved for the process Er.

The usual way for proving maximal inequalities is to start with a
Bernstein inequality and then to use the chaining technique, provided
that the complexity (entropy) of G is well controlled [93, 114]. We follow
this scheme in our proof, and start by presenting a lemma with the
Bernstein inequality.

Lemma 2.1 ([28]). Suppose that {X;r} is a locally stationary process
(Definition [Z11) and suppose that the function ¢ : [0,1] x [-m, 7] — R
is such that peo(P) < 00, p2(¢p) < oo and v(¢) < oo (these norms are
defined in Section [ZZ31). Set

1 T - 1/2
p2.1(9) = {thl/_ﬂquﬁ(%,A)}

and define the process Er as in ([ZZA). Then the Bernstein inequality

Pr[|Er(6)] > 2522 VT (26 pocl(9) + V/27E por(0) )|
< exp (=T¢)
holds true for all £ > 0.
Proof of the lemma. Straightforward application of Theorem 3.4 in Dah-

lhaus and Polonik [2§]. O
Note that
p22(6) < pa(9) + /=D, (2.7

then we can replace pa 7(¢) by this upper bound in the Bernstein in-
equality. In the following, we also use the following alternative formula-
tion of Lemma BTk

Pr (|Er(¢)] > n)

,,72

422 el (6) + 15721 e 225

(2.28)

< ex
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Above, we have mentioned that we also need a control on the com-
plexity of the approximation space. The next lemma shows that this is
precisely the technical advantage of using the method of sieves.

Lemma 2.2 ([5]). Suppose that G is a finite-dimensional linear space
of dimension d such that Assumption [Z4 holds, and define the product
space ¢P =Gx - -®4G. Then, for any positive § one can find a countable
set £(0) € GP and a mapping p : GP — E(0) such that

e For each ball B in RP with radius w > 58, |£(8) N B| < (bw/8)P,
o |0 — pu(0)|]2 <6 for all 0 € GP,
® SUDscg(s) It — =2 (t)||oo <76 for allt € N(3) ,

where T is defined in (ZI0). (The norms are defined in (ZI3) and
Z12).)

Proof of the lemma. Straightforward generalisation to the multidimen-
sional case of Lemma 9 in Barron et al. [4]. O

Observe that, with Assumption 2, we may bound the total variation
norm between § € G and p() € T(5). With () = > 0ijp; and

p(oW) = > 0ijpj, we get

TV (9@) _ M(Q(i)))

Mo

D

N—-1
<Y oswp >0 =051 D [i(uns) — pij(up)]
i—1 0<u0<...<uN<1jeA k—0

NeNg

< DéFod? . (2.29)

Chaining on a ball

Fix v in G. We shall first prove a maximal inequality on a ball B(vy,w)
centered in v with radius w > 0, included in G. More precisely, our goal
now is to derive an exponential bound for

Er <i - i)' > VT - HEHSPec&UQ} :

P = Pr{ sup 7
o

0eB(vy,w)
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To this end, we start with the chaining argument. We fix the se-
quence & = 27%6y, k = 0,1,... (6o will be fixed later on). A straight-
forward application of Lemma shows that there exists a sequence of
subsets £(0;) C G such that 50 < w and

o [£(6:) N Bl < (5w/dr) ™,

e Given 0 € B, there exists a sequence () with 0, € £(Jx) and such
that [|0 — 0|2 < 0 and ||0 — O||co < TIx hold.

Given some point § € B(vy,w), we select an element 0, in N'(dy) for each
k. Then, 0, — 6 in the L? and the L> norms, and

0 =00+ (O —Or1).
k=1

Then, if we choose the sequence (&) such that

ng (Ko / KooT)||Z|spectw?, (2.30)

we can write

11
P < Pr{E (———>'>§\/T}
1 6’0625(:50) Joo 1y ’
_ /1 1
2 3 el ()| e)

k=1 0re&(dk)
0o

O 1€E(0k—1)

We now bound Py, Py, k > 1. Set Hi = In|E(dx)|. Using the Bernstein
inequality (Lemma EZTI), we get Py < exp(Hp — c2Tnp) provided that

1
:221/2§ec{2 oo(———)
§o = 2[|X7[|5pec  2M0 £ T

™o P2, \ 7 — &= s
f@o f'y
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where 7o will be chosed later. Using (Z27) with assumptions (EZI6),
E&TI3) and ID), & is bounded by

2\\21/2\\§pec{2noKooH90 — Yoo

Ky TV(0g — V) KoollO0 — V|loo
+ 2””0<K2H90—7H2+\/ w TV (0o ’Y% 160 — 7] )}

Similarly, Py < exp(Hy + Hg_1 — coT'n) with

&k < 2”21/2”§pec{2nkKOOH€k - 9:’9—1”00 + /21 X

K1y TV(0g — NEK |10k — 0—1]0o
X<K2H9k_‘9k—1”2+\/t (0 — ) Koo||0r, — Ol )}

T

Now, we set L such that the inequality L > ¢2 v 2In(5a) holds with

dDL
3K T
{ ool 02T

T R

We also choose §yp = w/a and assume that the radius of the ball is such
that

Ew=+/dDL/cT. (2.33)

Now, we choose 7, nx such that coTng = Hg + dDL and coTn, = Hy, +
Hy_ 1+ (k+1)dDL for k > 1. From (Z31), this leads to

- 1 1 K
Pr{ sup |Er (— - —>‘ > \/TK—2_HEHSpec§W2}
0EB(yw) ocf

< exp(—dDL) {1 + iexp(—deL)}

k=1

K

F
=14 36v2—=
o + \/—K2

< exp(—dDL) {1 — exp(—dDL)} !
<e(e —1)"texp(—dDL)
e(e — 1) 7' exp(—caw?€?T) (2.34)
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which is the maximal exponential inequality on the ball B(vy,w), for a
radius w such that (Z33) holds, and provided that (230) and dDL/2 >
1 hold true. As dD > 1, the last constraint holds since @ > 1 and
then L > 2. Moreover, a very long computation derived at the end of
this section shows that (Z30) indeed holds true. Then, the maximal
inequality on the ball B(~,w) is proved provided that (233)) holds true,
ie. w? > dD(coT)~ 11V 26 2In(5a)}. In what follows, we show that a

sufficient condition for this inequality is

dD 1 /20 200dD
2> " l1v= (=B A2
v CQT{ £\ e + e2coT

where A := 108v2K2 72 /K, and

B =1+ 36V2K. 7K, '/7(Ks + d\/K;, DFo K ) T).

Indeed, with In |z| < |z|/e,

D < A0, D (IO )
- thlT) (Afw + B)
and with (Z35),
St (oA L)
< &

100d%D? A?
e2c3T?

(2.35)

Then the exponential inequality (EZ34]) on a ball B(+,w) holds provided

that w obeys (Z30).
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Extension to §

In order to proof the maximal inequality on the whole space G, we define
wop =0 and wj = 2’w, j > 0. Then

‘ET(ﬁ_f_lv)‘>T\/f

Pr < sup

oeg w2V [0 =713
- 20 (% 7)]

< Z Pr sup To 5 il >7VT
=0 GGQQW?<||97'Y“§<W?+1 w]
> - (1 1

< ZPr sup Er <— - —> ‘ > wJZT\/T . (2.36)
prd 0B (v.wj41) o fy

We can now use the Bernstein inequality on the balls B(vy,w;y1), with
T = Ks||E||specé/(KooT). From (3H), with condition

dD K213 20 200dD
25 7 )y 2T seee [ FHp A2 2.37
v coT { K2 7272 e * cpe?T ( )

we can bound (Z36) from above by:

2772 =22
cTTKZ T wj>

(o]
(&

exp| ——=—=r5—
1 ( KFITI2

spec

2172 =2, .2

<~ exp [ - 2T BTWT )
e—1 KQ HEHspec

o0 2102 =2, 292
T K5 7 w*(2% — 1)
x <1+ exp | — =
2 < KT e
2 2772 =2, 2
< e ~ exp _CQT’; Koozr w .
(e_ 1) KQHEHspec

since (37) with dD > 1 implies that K2 77w*T > K32,

We sumarize the result in the following proposition.
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Proposition 2.2 (Maximal Inequality). Under assumption and
Z3, for allv € g,

‘E‘T(i—i)‘ 2 2, 272 =2

fo Ty e Trew*K:5T

Pr { sup >7VT y < exp | — ol ool
e W2V 10 —73 (e—1)2 4K3(%)12

spec

provided that w® > w3(t) with

dD K2||2||? 20 200dD
2 2 spec 2
= — {1V —" (=B ¢+ A 2.38
wam) =7, { K2 7272 (e e2T > (2.38)

with
A =108V2K27% /K,

and

B =1+ 36V2Ko7Ky 'Va(Ky + /KpdDro Koo T) .

This key result helps for controling the fluctuations of the empirical
spectral process Ep. It is a generalisation of Theorem 5 of Birgé and
Massart [1L1], who proved a similar result for the empirical process of an
iid sequence.

Derivation of (2.30)

For ease of presentation, we set s = 2||%||2

Direct considerations

spec*
yield:
160 —~ll2 < do, 60 = lleo <760 (2.39)
||‘9k - 9k—1||oo < F((;k + 619—1) < 37y, (2.40)
H@k — 0]971”2 <O + O0p—1 < 30 (2.41)

Moreover, from ([Z2Z), we can write TV(0y —v) < dD70dy. Considering
property ([A4]) on the spectral norm of matrices, we can write

€0 < 5 {21(00777050 + /2110 (K2(50 n 50d\/T—1KtUDFT)KOO)}
= 5{do(wo + v/¥0)}
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with

xg = 2K T

2
Yo = 211 (Kz n d\/T—thUDFﬁKOO>
Similarly,

ke < s {0k(zr + VUK)}

for £ > 1 with

T = 6K 0Ty

2
yi, = 187, (Kz n d\/T—thvDFﬁKoo)

Then, using (a + b)? < 2a% + 2b%,

NN
(Z fk) <25 [ dozo+ Y _ Gy
k=0

k>1

+45% [ Sov/Yo + D Ok/Uk

k>1
—: 252 A + 25°B.

We first evaluate A. By definition of dz, x¢ and xj, we get
2 2

A=4K2F5 (mo+3Y 27 e | <36KZT05 | Y27
k>1 k>0

We now evaluate B. With repeated use of the inequality (y/a +
Vb)? < 2a + 2b we can write

2

B=(dovyo+ D okvur | <20y0+ 2%y + ) 2" 57y,
k>1 E>2

2
=260 Spyp < 36767 (KQ + d\/T—leDFTJKOO> 3 2k
k=0 k>0
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We now compute Zk>0 2~ *n,. First, we note that, by Lemma 22,
Hi, < dD1In(5w/0y) and this last bound is bounded bydD In(5w/dg) +
dDkIn2 < dDL + dDkIn2. Then we get

2dDL dDL

dD
< 2k —1)—1n2. (2.42
T and n, < (k+3) o + (2k )C2T n2. ( )

o <

Using Zk>1 27% =1 and 21@1 k27% = 2, a direct calculation leads to

S gy < 24DL  5ADL | 3dD
kX

In2
62T + CQT + 62T .

k>0

and, with (Z33) and 7+ 1.5In2 < 9,

dDL
Z 27 P <9 .

= ol
Finally,

Z & < V2s (\/Z + \/E)

k=0

co T

Ky DroK o
dyT (K2+ | e Tm )}

with Z33), 09 = w/a and [Z32), we get [Z30).
2.4.3 Proof of Theorem 2.1]

Recall that the sieve m is ﬁxedAin this proof. We first need to establish
a link between the error ||§° — 6,,]|2 and the empirical process E,. The
following lemma will be useful for this task.

dDL dDL
< 18v/25s8) - {3[(00?

Lemma 2.3 ([28]). If the class Fp, is such that 0, exists and is unique,

and if pso(1/ fo) and pa(1/ fo) are uniformly bounded under 6 € F,,, then
there exists an o > 0 such that

1 1\?
o (%E) < a{L(0) — L(O))

for all 0 € F,.
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Proof. We refer to Dahlhaus and Polonik [2]]. 4

We start the proof of the theorem with the decomposition [|6° —
Omlla < [10° = Omll2 + |0 — O]z and the goal now is to bound the
second term of the right hand side in this inequality. Let 1 — p(w) be
the probability of the event A defined by

where k is a positive constant that will be specified later on. On A,
using Assumption 24 we may write, with C' = K. é_l,

10 — 03 < €3 (1/fos1/53,,)
<aC [L(ém) - L(em)} by Lemma

< aC E 1 1 4 K1

SaedT \Jon  fp ) AaT
where the last term comes from (ZZ0). Straightforward calculations lead
to

Er(6) — Br(9)| = [Fr(9)| < % {0ol®) +5(8))

C
g—(poo"'@)

Then we can write

10m = 613 < aCh(Am) ™ (&2 V [0 — Ol}) + Ry

where
aCk;  aCC -
Rr = - .
TS T Ty Pt
and thus
[

< aCk(4m) ™" (w2 + |0 — Bll3) + aC(r + C)/(4nT)
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We choose k = 27 /(aC') and rearrange the inequality to get
10, — O < (27)~ (27rw2 + aCT (K +0))
a.s. on A. Denote V = ||0—0pm||3—aC(27T) " (k1+C)). Then, V < w?

a.s. on A with Pr(A) = 1—p(w). Then, Pr(V > w?) < 1-Pr(A) = p(w)
and we get

E(V) = /OOO dz Pr(V > z)
< /OOO dzx p(y/x)
= /O dy 2yp(y)

27r

wd(—c
= / dy 2yp(y / dy 2yp(y)
0 wq

(wq is defined in (Z38))

< (27T) N 262 /oo J k‘Q 2K2 =2
SWd | —= YY) Y Y exp — =
aC (6 - 1)2 wd(g—c) K2H2Hspec

w2 2_7T 4+ 62 K22||E||§pec
ST\ aC) T (e~ 1) TE2KZ7>

Q|='

With the Jensen’s inequality and using e/(e — 1) < 2, we get

27 n aC(k1 + O)
aC 2rT
20C K3 || |spec

KooTVT
and the result follows. O
2.4.4 Proof of Theorem
Fix (v, m’) such that the two conditions

E0° — Ol < 6° — mu2+wd<

o vE F,, and
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e Lp(v)+pen(m’) < Lp(0,) + pen(m) for each m € My
are fulfilled. For all m € M, we can write, with C' = Kéﬁl,
16° = |3 < Cp3(1/fpe,1/f,) by Assumption 22

< aC{L(v)— L(0°)} by Lemma
< aC{L(v) — Lp(v) + L7(0n) — L(6°) + pen(m) — pen(m/) }

1 - 1 1
= aC Er(———=)+Rr+U,
) {4m/T T(fem fy> !

+ pen(m) — pen(m’)} (2.43)

for all m € My, where Uy, = L(6,,) — L£(6°) is positive and such that
inf,e iy Un = 0 (by definition of 6°), and where

K1 C

+ — (P +0)

Fr = A7T  4xT

as in the proof of Theorem 211
Now, we fix m € Mp. For all m’ € My, define

L,.dy, NV Ly dyy
¢ )> LY

wiy (y) = wi, (1677 /T) VWi (1677 /7)V ( T T

for y > 1, where wq,, (+) is defined in (Z38), and let p(y) the probability
of the set

" 1 1
A= s s ‘ET (m - fT) ‘ _ 2T
Y m'eMpver,, |00 = 0ml3V [0° —v]3 Vw2, (y) aC

Bound for [|0° — 0,32 on Aj
On A¢, we can bound ||6° — v||3 from @Z3) as follows:

16° = w113 < 5 (10° = O3 + 116° = VI3 + wr (1))

+ aC (R + Uy, + pen(m) — pen(m’)) .

N | —
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If we rearrange the sum, then the minimum penalized likelihood estima-
tor 0, € Fy, satisfies

16° = 8 l3 < 116° = O3 + i (v)
+2aC (Rr + Uy, + pen(m) — pen(m)) . (2.44)

As the penalty function is such that

2
pen(m) > (2a0) ™" (wﬁm <16: > % CL;'idm> + %,

then (20C)~'w2 (y) + Rr < pen(rn) + pen(m) + (2aC) " 1y/T and we
can write

16° = 6l13 < 16° = 3 + 20C (Uy + 2pen(m)) + (2.45)

N|<

almost surely on Aj and for all fixed m € Mr.
Bound for Pr(A,)

We now compute an upper bound of p(y) = Pr(Ay). First, we show
that, for all fixed m’ € Mp

Pr (7~ %),
Pr<¢ sup I - > 7/VT
veF,, 10° = 0mll3 Vv [16° — V|3V w?

<)

xexp | —

TT/2w2

(e v 2m Ay ) 52 e + BISV2]

spec

2
specT

(2.46)

holds for all fixed w > wq,, (7') V wg , (1), where A, and B will
be derived now. In order to check this inequality, we note that, from
Proposition 22, for all v € F,,./,

ET<i—i)‘ 2 2 2752 =2

I e Tr°w* K. T

Pr{ sup ‘ STVT p < ———exp | ———
ver,, W2V v =13 (e —1)? AK3|212

spec
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provided that w? > w? (7). Moreover, the Bernstein-type inequality
[EZ2]) allows to write a bound, for all v € F,,,

E(J__L)‘
n
Pr Tom 1y > 7T
16 — 113 V w?
< exp _1 . T72(|0 — |3 V w?)
4 2A$nvm,7TH21/2H§pec +3H21/2H§pec7

where, using Assumption 24 ZI6) and (ZI17)

(= 7)

= T 1BV o

_ Kol — 1B+ T KK~ 1] TV (0 — )
< B — 213V 2

o .
AS

with Assumption 2 and equations (Z49), ([Z50) derived below,

KivKool|fm—lloo ||9m_7||277D(d3n\/dfn/)

K0 — |3 +
< 2” m 7”2 - 2T (247)
[0 — 7[5 Vw
< Ko+ T Ky Koo (B2, + 2y ) V20 D2 (d2, v d2,)
(2.48)
= Am,m’

and with B = Koopoo(1/fy—1/ fs,,) < Kook? by Assumption EZIl Then,
we can write

Er (7z ~ 7))
Om ¥ >7_\/T

Pr
16 — 113 V w?

< 1 Tr20?
<exp| ——- .
PAT3 oA, B2 o+ BIS 2[R

spec
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With the equality [|X|[spec = ||El/2\|§pec, we finally get, for all v € F,,/,

- 1 1
Pr< sup ‘ET (M _ E)
veF, IV =0l V Iy — V|3 Vw2

20 (%= 2) |+ B (7 - 1)
< Pr{ sup L 5 f;m wa >7VT
VEF, [y = Oml5VIy—vizVw

> VT

with a®? Vb2 Vv e > a? Vb2,

<[ 5w)

1 T12%w?
L
U (G v 2m A ) 512 e + BISY2 e

K2, spec

X exp

E&20) follows since, with w > 0 and for any £ > 0, there exists v € F,,/
such that

|y —6°)% < [(1 +e¢) inf |6° — 1/||2] V w?
veF,

m/!

and this implies
Iy = Omll3 V 1y = vII3 < 16° =3+ (16° = I3V [16° = 6nl13)
<{A+9))6° =3 v} + {116° = VIV [16° — ml3}
< @2+e) {w? V[0° = vV [16° — 63}

where we applied the inequality a + b < 2(a V b), and this argument
holds for an arbitrary € > 0.

(E24)) allows to bound p(y) = Pr(A,) as follows: Using (ZT9)-(23),
Dy 21, Ay = A (with (ZE0) derived below) and (1+(e/(e—1))?) <
3.6, if y > 1, then we may write

py) <36 3 exp <_M)

m'eMr

< 3.6exp (—%) Z exp (—Lyydyy)
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Derivation of (247

We need to quantify the total variation distance between two curves
in two different models F,,, and F,,;. Assume v € F,, and n € F.
By assumption on our models, F,, C F, or F,y C Fp. Then, if

YD =3 en, vigps and nl®) = > jen,, MijPis we get

TV(y—n)
D N-1
< Z sup Z |Vij — i Z ‘%’j(ukﬂ) - ‘Pij(uk;)‘
1 Oup<...<uny <1l —; k=0
¢ NENy J

< v = nll29D(d, v dz,) (2.49)

Derivation of (2.48)

We have to compute the supremum norm between two curves in two
different models. Assume v € F,,, and n € F,,,. Assume: F,, =
Fm, + Fm, has a dimension d,,, < dp,, + dpn,. Then

|7 = oo = supsup ‘ > (vij — Uij)@j(u)‘
1 u .
J

dm,
<VD|ly = nllzsup | > 2 (w)
u .
7j=1

< VDY — 1ll2®m/dm

where &, is defined in (ZI0)). Barron et al. [3, equations (3.2)—(3.3)]
prove that

D2 dpy, < OF, dimy + PF, din, (2.50)
and that ®,,, is such that
O,y = P (2.51)

where @ is defined in (220).
Coda

‘We now define the random variable

V= 116 = 04l3 = 116 = 013 — 2aC (Up, — 2pen(m))| v 0.
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From (ZZ5), we observe that V' < y/T a.s. on Aj with Pr(Ay) = p(y).
Thus, if y > 1, Pr(V > y/T) < p(y) and we may write, for any m € M,

E(V) = /OOO dy Pr(V >vy)

=7! <1 + /100 dy p(y))

<T7'(1+3.67¢)
and then we conclude. O

2.5 Conclusions and future research

In this chapter, we have addressed the problem of fitting an evolutionary
semiparametric model to nonstationary time series using a data-driven
procedure. This procedure has two steps. First, a contrast function is
minimised over several linear and finite-dimensional models (the sieve).
Then, we select the model for the final estimation by minimising the
penalised contrast function. In our results, the contrast function is an
approximation of the log-likelihood of the nonstationary model, and we
have derived the form of the penalty function which is necessary to
perform the model selection procedure.

Very often one is interested in time-varying models that are purely
defined in the time domain, such as time-varying ARMA models. In
this case the proposed estimation procedure via the spectrum may just
be regarded as a technical tool for estimation.

To end this chapter, we would like to mention some possible direc-
tions for future research.

First of all, the quality of our estimation is measured with the global
norm L? defined in (ZI&). This means that each component of the
vector 6 is estimated with the same regularity. It could be interesting to
derive the results of this chapter componentwise. The main difficulty to
establish such results is to provide a link between the empirical spectral
process and the behaviour of the estimator component by component.
A possible approach is to differentiate the contrast function, with some
regularity assumptions on the contrast £(f) as a function of 6. This
approach has been followed in the work of Dahlhaus and Giraitis [25] for
another task, and it should be also fruitful here. Nevertheless, in that
case, the minimisation of the contrast function would lead to serious
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computational problems. Moreover, we note that the approach with
the product space FP considered in this chapter has a connection with
many previous works on tv-AR processes. For instance, this viewpoint
is also taken in Subba Rao [107]. This approach can also be found in
numerous work in the applied science [31, 42, 53, 109, [115].

A limitation of the preceeding method is the fact that the penalty
function depends on the spectral norm s := ||X||spec Which is obviously
unknown from a practical viewpoint. The question here is to find a pre-
liminary estimator § of s such that || —s|| = op(1). With this property,
we think that the estimation error due to the preliminary estimation is
negligible with respect to the estimation error due to the model selection
procedure itself (i.e. the error derived in our two theorems). In other
words, the main error term is due to the main estimation procedure,
and the preliminary estimation procedure leads to higher order error
terms. Of course, a complete proof has not yet been given and would be
a useful result for the future. Moreover, the preliminary estimator needs
to be defined properly. In Chapter H, we derive an op(1) preliminary
estimator of this quantity in another context, and we think that this
estimator could be of use here.

A natural question arises if it could be possible to choose the pa-
rameter D by a data-driven procedure. (Recall that D is the number
of components of the curve .) In the context of tv-ARMA processes,
a similar question is how to choose p and ¢ in practice. This problem
is not solved by our procedure, and could be a challenging question for
future research. The selection of D does not follow immediately from
our estimation procedure because our proofs are strongly using the true
value of this parameter. However, note that some rules for the selection
of D have already been proposed in the literature, among which is a
modified AIC criterion [23]. A detailed theoretical and empirical study
of such selection procedures is still to be done, and would be of a great
interest for future research.
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CHAPTER 3

A wavelet-based model
for locally stationary processes

3.1 Introduction

The theory of wavelets offers an interesting alternative to the Fourier
analysis. It permits the construction of orthogonal bases of L?(R) which,
in contrast to Fourier basis, are local both in time and frequency. As
a consequence, wavelets appear more appropriate to decompose signals
with high frequencies, like signals with jumps or peaks.

The origin of this theory is not easy to draw. A common starting
point is the article of Grossmann and Morlet for the decomposition of
seismic signals [45]. The term “wavelet” was used for the first time
at this occasion. Then, this theory has been developed and has now
numerous applications in many different fields, including statistics.

In the next chapters, we focus on a class of doubly-indexed lo-
cally stationary processes defined by replacing the harmonic system
{exp(iwt)} in Definition (E]) by a wavelet basis. By this way, we move
from a time-frequency representation to a time-scale representation of
the nonstationary process. Because wavelet systems are well localized in
time and frequency, they appear more natural to model the time-varying
spectra of nonstationary processes. Indeed, by the uncertainty principle,
allowing the spectrum to be time-varying implies that we loose resolu-
tion in the frequency domain. As wavelets decompose the frequency
domain into discrete scales, they offer a well-adapted system to achieve
the trade-off resolution between time and frequency [11€].
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The class of locally stationary wavelet processes studied in the next
chapters was initially introduced by Nason, von Sachs, and Kroisandt
[83]. Their definition of wavelet processes involves a time-varying am-
plitude which is smoothly varying and continuous as a function of time.
One first goal of this chapter is to extend this definition to the case of
time-varying amplitudes with possibly discontinuous behaviour in time.
This adds some technical difficulties in the proof of our results but we
believe the gain due to this extension to be crucial. Our new definition
now includes more important examples of nonstationary processes. For
instance, this extension of the definition is needed if we wish to model
a nonstationary process built as a concatenation of different stationary
processes. Moreover, wavelet processes can now be used for the analy-
sis of intermittent phenomena, such as transients followed by regions of
smooth behaviour.

Our definition of wavelet processes is presented in Section B4l where
we also define their evolutionary spectrum. This spectrum is a function
of time and scales, and measures the power of the process at a particular
time and scale.

Before introducing our definition of this process, we first recall some
basic results on wavelets (Section B2). We only recall the minimal no-
tions needed for the later developments. In the next Section B3, we
have a particular focus on the wavelet system that will be used in the
definition of the random process.

3.2 Standard wavelet systems

In this section, we summarize some standard results on wavelets. These
will be useful later in our work. An exhaustive introduction to this
theory may be found in [32], [49] or [68].

3.2.1 Multiresolution analysis of L?

The starting point for the construction of an orthonormal wavelet basis
is the notion of multiresolution analysis (MRA) of L?(R), that is a
sequence of closed vector subspaces V; of L* (R)

L.CVaCcVyCcWhycViC... (3.1)
such that

1. N V; ={0}, U V; is dense in L? (R);
J€Z JEZ
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2. for all f in L?(R) and for all j in Z, we have f(z) € V; & f(2z) €
Vit1;

3. forall fin L? (R) and for all k in Z, we have f(x) € Vo < f(x—k) €
Vo;

4. there exists a function ¢ in Vjp such that the system {¢or(z)
¢(x — k), k € Z} of shifted functions is an orthonormal basis of
.

The function ¢ is called scaling function and is such that
djk(x) = 2112 ¢ (2jx —k), kelZ (3.2)

constitutes an orthonormal basis of V. The functions ¢, are the dilated-
translated functions of the scaling function. (We sometimes write ¢ j if
an ambiguity may appear in the indices between the dilatation and the
time factor.)

Denote by W; the orthogonal complement of the subspace V; in V1.
In the next section, we recall the Meyer-Mallat Theorem, which says that
W; is generated by some dilated-translated function v, that is

Yik(x) = 2929 (22 — k), ke, (3.3)

constitutes a basis of W;. By definition of a multiresolution analysis,
the collection {t;x(x),j,k € Z} is an orthonormal basis of L? (R). This
system is a wavelet basis generated by the function 1 called the mother
wavelet. Therefore, the wavelets are constructed from a scaling function
¢ given in an MRA of L? (R).

In the following, we shall recall how the functions ¢ and 1 are con-
structed from an MRA. Moreover, we shall see how the MRA structure
induces very useful properties on these two functions.

3.2.2 Construction and examples

The following explains how to derive a mother wavelet ¢ from an MRA.
Since ¢ is in Vj, which is included in Vj, we can decompose ¢ in the
basis {¢; 1} of Vi:

b= hidri (3.4)
k
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with hy = (¢, ¢1k) 12, k € Z. We expand this decomposition and it
comes

$x) =V2) mp(2r—k) weR
k

which we can rewrite in the Fourier domain
. 1 4 .
SN =—=> e ®V2h(N/2)  Xe[-m ]
V24

or, equivalently,

$(N) =mo(\/2)$(N/2) A€ [-m 7] (3.5)
where
mo (\) = % Zk: hye A, A€ [—m, 7] (3.6)

The following theorem gives the mother wavelet associated to ¢. A proof
of this result may be found in Mallat [68].
Theorem 3.1 (Meyer [75], Mallat [66]). If (V). is a multiresolu-

tion analysis of L* (R) with scaling function ¢ such that (34) and (Z3)
hold, then the function v defined by

V(A = %ei’\ﬂmo (g + w><£(x/2) A€ [-m, 7

or, equivalently, with g, = (—1)*"Th_p_1,

U(@) = grdrr() (3.7)
k

is a mother wavelet, i.e. the system ([33) generates Wj.

In addition, if we start with an r-regular multiresolution analysis of
L? (R), that is if we start with a multiresolution analysis whose scaling
function fulfils

(&) o

for all ¢ < r and all integer m > 1, then one can show that the resulting
function v is such that:

<Cp (T+]zh)™
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—

. {¢jr}jkez is an orthonormal basis of L? (R);

2. 9(z) and all its derivatives until order r are in L (R);

w

‘(%)qw(az)‘ SCpn(1+]z)) ™ withm>1and 0 < g <5

W

- Jgx®p(x)de =0 for 0 < g < 7.

The conditions (2), (3) and (4) show respectively the regularity, the
localization and the oscillatory behaviour of the function v, sometimes
called a mother wavelet of class r. The functions 1) inherit these three
properties from the mother wavelet and are called wavelets. The trans-
lation parameter k represents the “time” and the dilatation parameter
7 is the “scale”.

We now give some examples of such bases. For all examples, it suf-
fices to define a scaling function (or, by (B, a sequence {hx}). The
regularity of the corresponding wavelet system will depend on the regu-
larity conditions imposed on this scaling function.

Example 3.1 (Haar wavelet system). The simplest example of a
multiresolution analysis starts with the Haar scaling function ¢(x) =
Lipaq(z). It is easily verified that {¢(z—k); k € Z} forms an orthonormal
set of functions. Moreover, the Haar scaling function leads to hy =
%50(1{) + %50(/4 —1) and
Y(x) = —¢(2z) + ¢(2z — 1)
= —Ljo12((z) + 1 2,1()-

1 is the Haar mother wavelet and corresponds to a multiresolution anal-
ysis of regularity 7 = 0. Consequently, the regularity of the Haar wavelet
basis is limited. O

Example 3.2 (Daubechies wavelet system). After the example of
the Haar wavelet system, the natural question arises if it is possible
to define a more regular function which still has a compact support in
time. The answer is positive and was first given by Daubechies [30], who
showed that, for all integers r > 1, there exists an r-regular multireso-
lution analysis of L? (R) such that the support of ¢ and v are compact.
She also obtained the following precision: There exists a constant C
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such that, for all 7 > 1, the support of ¢ and v are included in the inter-
val [-C'r,Cr], and there exists a constant ¢ such that the length of the
supports of ¢ and v is larger than cr. Then, the supports increases lin-
early with the regularity of the multiresolution analysis. Details about
Daubechies wavelets may be found in [30, 31, [116]. O

Example 3.3 (Shannon wavelet system). Also called Littlewood-
Paley wavelets, the Shannon wavelet system has time-frequency prop-
erties which are complementary to those of the Haar basis as it is com-
pactly supported in the Fourier domain. We start with a scaling function
¢ having a Fourier transform ¢ (\) = L_zx (A) for X € [=m,7]. This
scaling function leads to mo(A) = 1|y /2 /9 (\) and

)= {o(/2) -}

for A € [—m, 7]. The inverse Fourier transform, 1), is the Shannon mother
wavelet:

P(x) = sinc{27(t — 1/2)} — sinc{n(t — 1/2)},

where sinc(a) := (sina)/a. 1 is a very smooth function (in C'*°), but
has obviously weak localisation property in time. O

3.2.3 The decimated wavelet transform for discrete data

Suppose we are given a deterministic sequence s, ..., s7_1 where T = 27
for some integer J. In this section, we recall the algorithm of Mallat [67]
which provides an efficient scheme for performing a wavelet transforma-
tion of such sequence.

First, we set

Co,k = Sk, kZO,...,T—l

and define the continuous function

[e.o]

s(z) = Z corpor(r) xeR.

k=—o0

The function s is in the space V{ of the multiresolution analysis (BJ).
Recall that W; is the orthogonal complement of V; in V; 1. Then, we
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may write the decomposition

s@)= Y coapdrn@)+ Y doygtpoik(z)
k=—00 k=—o00
where
1k = (S, 0—1,k) 25 d_1k = (S, %_1k)L2.

Using (B2) and (B), we get the recursions

¢j—1k(z) = Z him—2kPjm (), i1k = ng—zk%’m(ﬂﬁ) (3.8)

and therefore, after direct calculations, the coefficients above are such
that

co1k =D Pm—akCom, d_1k =Y Gm-2kCom- (3.9)
m m

These relations show how the coefficients at scale j = —1 may be com-
puted from the coefficients at scale j = 0 (the scale on which the given
sequence s “lives”). They involve the sequences h = (hy ), and g = (gx )k
in a linear way. Note that for compactly supported wavelets, such as
Haar or Daubechies wavelets, these two sequences have a finite number
of non-zero coefficients, and then the summations in formula (B9) are
finite. Observe also that there are half as many coefficients at scale —1
than scale 0. This crucial phenomenon is called the decimation. For-
mulas (BX9) may be written in terms of operators [81]. Let H and G
represent the convolution operator with the sequences {hy} and {gx}
repectively, i.e.

(Hs)k = Z Pk Sm (Gs)k = ng—ksm

and denote by Dy the decimation operator, i.e.
(Dos)k = sa
for all k € Z. Then the relations (B3) may be written

=V = DyHE, dY = DG, (3.10)
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where V) and dV) denote the sequences (c; 1 )x and (d; )y respectively.

With these conventions, a recursion of (BI) leads to the following
algorithm, called the discrete wavelet transform or the pyramid algo-
rithm [67]: Given a sequence s = (Sg,...,S7—1) as above, set ¢y = s.
The wavelet coefficients of the sequence are obtained recursively using
the relations

U= = DyH D), d9=1) = DyGcP)

for j = —1,—2,... until a level J = —log,T. The wavelet coeflicients
are given by

(=) a=IH) g=I+2) a2 g,

Provided the sequence {hj} has a finite number of non-zero elements,
the step at level j in the transform requires O(277) operations. Then,
the total number of arithmetic operations in the algorithm is O(2~7), i.e.
O(T). Due to the orthogonality of the wavelet system, this transform is
invertible, and it may be showed that the inverse transform is again an
O(T) algorithm. We refer to Mallat [67, 68] for further considerations
about this algorithm.

3.2.4 Discrete wavelet system

In time series analysis, data are recorded at a finite number of discrete
points. As we would like to use wavelets in order to decompose such
processes, we need to define a discrete-time analog to the wavelet system
B3).

At the jth step of the pyramid algorithm, the vector of wavelet
coefficients is

d9) — ch(o)

where we know from the previous subsection that, at scale j = —1,
the matrix W_; is DoG and, for scales j < —1, the matrix W; is
DoG(DoH)™7~1. For fixed j, we note that, due to the MRA struc-
ture, the rows of matrix W; are the same, except that they are simply
shifted by 277. The discrete-time wavelet 1); is defined as the first row
of the matrix WW;, and this matrix is orthonormal [9§].

If we start the pyramid algorithm with finite sequences {hy} and
{gx} of length N, corresponding to Daubechies wavelets, then we get
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the associated discrete wavelet ¢; = (;(0),..., ¥;(IN; — 1)) with a
compact support of length N; for scale j < 0 such that
Y_1(n) :Zgn—2k50k = Gn forn=20,...,N_1 —1,
k
bio1(n) = hy_owthy (k) forn=0,...,N;_y — 1,
k

Nj= (277 - D(Npp —1) + 1,

where 0o, = dp(k) is the Kronecker delta [83].
For example, for Haar wavelets we get

1
= (1,1
¢ 1 \/5( )
1
Yoo =3 (1,1,-1,-1)
1
¢*3 = T = (1)17 1,1,-1,-1, -1, _1)

2v/2

and so on.

Except for Haar wavelets, the discrete wavelets are not just the sam-
pled version of the associated continuous time wavelet ¢(x). They are,
however, precisely the vectors d\) constructed in the discrete wavelet
transform described above [83].

3.3 Nondecimated wavelets

The wavelet system used to decompose locally stationary processes is
a discrete non-decimated system of compactly supported wavelets. In
this section, we give a definition for these wavelets and collect some
mathematical results about this system. These results will be useful
later in our work.

3.3.1 Nondecimated discrete wavelet system

The key point for nondecimated (or stationary) discrete wavelets is that
the wavelets can be shifted to any location and not just by shifts by 277
as in the discrete wavelet transform [19, 81]. If {¢;,j < 0} is a discrete
wavelet system (Section BZZ4), we set 1); = 1) and we redefine v, for
k € Z as:

Vir(T) = Yot —k), TEL,
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that is the (7 — k)th element of the vector ;. (Note the difference with
the standard wavelet system, equation (B3).)

In the following, we consider discrete mother wavelets with a compact
support, that is the nondecimated discrete wavelet system is constructed
from a finite sequence {hy } of length N,;, corresponding to a Daubechies
wavelet. Then, the length of the support of the discrete wavelets v; is
given by N; = (277 — 1)(Npyy — 1) + 1 for all j < 0 (see Section B2.7).

3.3.2 The autocorrelation wavelet function

The measure of the local autocovariance structure of the wavelet-based
process defined in the next section requires the study of the convolution

Ui(r) = > ¥r(0)ihu(7)

k=—00

where 7 € Z and j = —1,-2,—3,.... The function ¥; is called the dis-
crete autocorrelation wavelet function at scale j (ACW in short). They
inherit localisation properties from wavelets. However, they are sym-
metric about 7 = 0, that is ¥;(7) = ¥;(—7) for all scales j and for all
7. In this section, we derive some useful results of these functions.

First of all, one easily derives that ¥; is compactly supported for all
J < 0 and the length of its support is bounded by 2/N; — 1. Furthermore,
the following reasoning shows that ¥;(0) = 1:

Ui0)= > vp(0?= Y vh=1 (3.11)
k=—o00 k=—00

where the last equality comes from the orthonormality of decimated
wavelets.
The next result is not straightforward and is due to Nason et al. [83].

Lemma 3.1. The autocorrelation wavelet system {V;;j = —1,-2,...}
1s linearly independent.

Proof. We refer to the proof of Theorem 1 of Nason et al. [83]. O

The autocorrelation wavelet system is related to the associated con-
tinuous-time autocorrelation function of wavelets studied by Saito and
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Beylkin [101]. This continuous autocorrelation wavelet is defined as
(o]
wo)= [ dug @)
—00
for the continuous-time compactly supported wavelet 1° associated to

our discrete-time wavelet 1 (i.e. defined from the same sequence {hy}).
A link between these two functions is given in the following lemma.

Lemma 3.2. If U°(u) denotes the continuous-time autocorrelation wa-
velet associated to the discrete-time autocorrelation wavelet V(T), then
the formula

V(1) =W° (2j|7'|)
holds for all j = —1,-2,... and T € Z.
Proof. See Lemma 4.2 of Berkner and Wells [&]. O

The connection between the continuous-time and the discrete-time
ACW allows to prove the next resolution of the identity.

Lemma 3.3. The discrete-time autocorrelation wavelet system
{w;(r);j <0}
1s such that the identity

-1

> 2T (1) = bo(7) (3.12)

j=—o0

holds for all T € 7Z.

Proof. Using Lemma and Parseval’s identity,

-1 -1
Z 2W,(1) = Z 290 (27 |7])

j=—oc0 j=—o0

—1 0o . ‘
= Z/ dw |1(279w)|? exp(iwT)

j=—o0

= 21: /O27r dw Z ‘@ (277 (w + 2km)) ‘2 exp(iwT).

j=—00 kEZ
(3.13)
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By the Mallat-Meyer Theorem, we may write

Z ‘12 (277 (w + 2k)) ‘2 = Z Imo (277w + 277 2 + ) |2 X
keZ keZ
x |6 (2797w + 279 ar) ‘2 (3.14)
and, using the 27wk-periodicity of my,

> (12 (277 (w + 2km)) (2 (3.15)

keZ
= |mo (Q_j_lw + ) |2 Z ‘5(2_j_1w + 2_j_1l<:27r) ‘2
keZ
= |m0 (27j71w + 71') |2 Z |m0 (27j72w + 27]'721{:271') |2
keZ
~ . 2
‘(b (2_]_2w + 2_]_2k27r) ‘
oo (294 ) (272
> |6 (277 + 277 2k2n) ‘2 .
keZ

By similar transformations, we finally arrive at

= |mo (277w + )| 1_'[ mo (2777"w)* S ‘a(w + k:27r)‘2

n=2 keZ

—J

= (2m) " fmo (27w )| ] [mo (2777w) 7
n=2
*J 2

= (2m) 1= mo (27 w) H‘mo(%)‘.

Using (B13), we obtain

—1 2 —1
Z 270 4 ( (2m)~ / Z dw exp(iTw)
j=—00 j=—o00
—j—2 )
1= mo (27 T o ()
£=0
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Expanding the telescopic sum over j, we get

o T o)

j:—oo V4
—7—1

~1= i T o () == I o (2)

Thus, we obtain

Zl 2 (1) = % /027r dw exp (iTw) {1 - ﬁo ‘mo(QZw)‘Q}

j=—00 £=0
1 O TT o ]2
= 0o(7) — %/0 dw exp (iTw) Zl:[() ‘m0(2 w)‘ .
B (3.16)

Now, it remains to prove that the second term in (BIH) is equal to zero.

By definition, mq(w) = 2-1/2 Ziﬁ%ﬁl hne” ™. We have

Lo I 2N}, —1
o dw exp (iTw)H‘mO(Q w) ‘ H2 ¢ Z R humdo(n —m)
=0 n,m=0
which clearly tends to 0 as L tends to infinity. |

3.3.3 The Gram matrix A

As the autocorrelation wavelet system is not orthogonal, we introduce
the Gram matrix A defined by

Aje =Y (M) T(r)  Gl=-1,-2,.... (3.17)

The invertibility of A has been established when {¥;} is constructed
using Haar or Shannon wavelets [83]. If other compactly supported
wavelets are used, numerical results suggest that the invertibility of A
still holds, but a complete proof of this result has not been established
yet. As we need the invertibility of A in our following results, from now
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on we restrict ourselves to Haar wavelets, but we conjecture that all
results remain valid for more general Daubechies wavelets.

We collect the following properties of A, which will be used there-
after.

Lemma 3.4. For Haar and Shannon wavelets, there exists a finite pos-
itive constant v such that the matrix A fulfills the following properties
forall j =—1,...,—[logy T]:

-1

Y A} =2+10 (21/2T*1/2) (3.18)
t=—[log, T}

oA <v(1+V2)2? (3.19)
t=—[log, T]

Yo 2P <v -2 log, T (3.20a)
t=—[logy T

> 274 < v+ V22T (3.20b)
t=—[logy T

For all compactly supported wavelets, the matrixz A fulfills the following
property:

Ajg< (2Nj—1)/\(2Ng—1)/\\/NgNj (3.21)
where x Ay = min(x, y).

Proof. The following argument shows that the main term in (BI8) is 2/:
Using that W,(0) = 1 for all £ < 0 and the identity (BIZ), we may write

_Z Ayl = _Z AL DT 2 (w) g (u)

f=—00 f=—00 m,u=—00
-1
= ) 2M(j—m)=2]
m=—oQ

from the definition of A. Observe that this argument holds for all com-
pactly supported wavelets. To compute the remainder of (BIX), we
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introduce the auxiliary matrix I' = D’ - A - D with diagonal matrix
D = diag(25/2)g<0, ie. Iy = 2j/2Ajg2£/2. Nason et al. [83, Theorem
2] have proved that the spectral norm of I'"! is bounded for Haar and
Shannon wavelets. Then, we get

—logy (T')—1 —logy(T)—1

Z Al = 03 /2 Z 2‘5/2F.}1 —0 (2j/2T71/2)

J J
{=—o00 l=—00
To prove ([BT19),

-1 -1 ‘ ‘

STEIEES L IR
l=—logy T l=—logy T

using sup, ]I’j_gl\ < v. (BZ0) is obtained similarly, using the approxima-
tion Zj;l_logQT 27912 < (2 4+ v2)VT. B21) follows from the definition
of Aj, and the support of the autocorrelation wavelets, using |V ;(7)| < 1
uniformly in j and 7. O

3.4 The process and its evolutionary spectrum

As we will note below, our definition of locally stationary wavelet pro-
cesses differs from the original definition of Nason et al. [83] as we only
impose a total variation condition on the amplitudes instead of a Lips-
chitz condition.

Definition 3.1. A sequence of doubly-indexed stochastic processes X
(t=0,...,T—1,T > 0) with mean zero is in the class of locally station-
ary wavelet processes (LSW processes) if there exists a representation
in the mean-square sense

1 T-1
Xer= > > winr ¥it) &, (3.22)

j=—o00 k=0

where {1 (t) = Yjo(t — k)}jr with j < 0 is a discrete non-decimated
family of wavelets based on a mother wavelet ¥(t) of compact support,
and such that:

1. &k is a random orthonormal increment sequence with E;, = 0
and Cov (§jk,&m) = 0je Okm for all j, 0, k,m, where §;, = 1 if
7 =14 and 0 if not;
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2. For each j = —1,-2,-3,..., there exists a function W;(z) on
(0,1) possessing the following properties:

(a) Zj;l_oo [W;(2)|* < oo uniformly in z € (0,1),

(b) There ezists a sequence of constants C; such that for each T
k C;

wjg;r — Wj (f)‘ < 7] ) (3.23)

(c) sz(z) is bounded by L; in the total variation norm, i.e.

sup
k=0,....T—1

TV, (W}) < Lj, (3.24)

(d) The constants C; and L; are such that

-1
> Ni(N;Lj+ Cj) < p < 00 (3.25)

j=—o00
where N; = |suppjo| = (277 —1)(N_; — 1) + 1.

In this definition, the smoothness of W; is determined by the constant
Lj for all j < 0. In view of (BZH), the sequence of constants (L;); is con-
strained to decrease rapidly when j tends to —oo (because » <0 272,
must be uniformly bounded). Intuitively, this contraint means that the
variation of the EWS is lower for the coarsest scales, which is logical
since the coarsest scales correspond to the lowest frequencies.

LSW processes use wavelets to decompose a stochastic process with
respect to an orthogonal increment process in the time-scale plane. Due
to the overcompleteness of the non-decimated basis, LSW processes are
not uniquely determined by the sequence {wji.r}. However, we can
build a theory which ensures the existence of a unique wavelet spectrum.
Similarly to the situation in Chapter B this property is a consequence of
the local stationarity setting which introduces a rescaled time z = t/T €
(0,1) on which Wj(z) is defined. The rescaled time permits increasing
amounts of data about the local structure of W;(z) to be collected as
the observed time T tends to infinity. Even though LSW processes are
not uniquely determined by the sequence {wji,r}, the model allows to
identify (asymptotically) the model coefficients determined by uniquely
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defined Wj(z). Then, the evolutionary wavelet spectrum (EWS) of an
LSW process {X¢ 1 }i—o,... 7—1, with respect to v, is given by

Si(z) = [Wi(2)[, = € (0,1) (3.26)

and is such that, by definition of the process Sj(z) = imp o0 [wj [27; 7/
for all z € (0,1), and by Definition B,
€ (0,1).
The evolutionary wavelet spectrum S;(z) is related to the time-
depending autocorrelation function of the LSW process. Observe that
the autocovariance function of an LSW process can be written as

=00 9j(2) < 0o uniformly in

CX,T (2, T) = Cov (X[ZT],Tv X[ZT]+T,T)

for z € (0,1) and 7 in Z, and where | - | denotes the integer part of a
real number. The next result shows that this autocovariance converges
asymptotically to a local autocovariance defined by

-1
)= > S;(2)¥; (1) (3.27)

j=—00
where W;(7) is the autocorrelation wavelet function defined above.
Proposition 3.1. Under the assumptions of Definition [Z, if T — oo

Z/dz lexr (2,7) —ex (2,7)| =0 (T71)

for all LSW process.

Proof. In the following, we adopt the convention that |wj,.r|? is zero if
m =T or m <0, and Sj(u) = 0 if u is not in the interval [0,1]. On one
hand, due to Definition Bl and equation (B2Z3), we have

ex(z,7) = Cov (Xm0 Xpr)orr)

-1 00
= Z Z ’wj,k+[zT];T’2¢jk(O)¢jk(T)

j—foo k=—00

Z Z S; (“ ZT]) $ir(0)0;x(T) + Restr(z,7)

j=—00k=—00
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where the remainder is such that

| Restr(z, 7) i Z Z Cjlr(0)hjr(T)]

j=—00 k=—00

by Assumption (B2Z3). On the other hand, we have

Z >S5 (2) Yik(0)thjn(7)-

Jj=—00k=—00

Then,

Z / dzlex (2, 7) — ex(z,7)|

T=——00

<3 [y 3 s (D) s o

T=—00 j=—0o0 k=—00
+ Z / dz |Restr(z, )]

T=—00

With appropriate changes of variables, this bound may be written

£ 2 STl () s ()
X |1k (0)1hk (7))

+ Z / dz |Restr(z, 7)]

which is bounded by

o0 o0

TS T S TV a0l
T=—00 j=—00 k=—00
Z / dz |Restr(z, 1)

T=—00
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where we have used the following property of the Total Variation norm:

= t o« t B

a8 s () <la—plT 2
S o (7+7) -5 (7o) [<l-amven e
for all o, 5 € N. As the support of 15, (0) is of length N;, we get |k| < N;.
Together with condition (B24]) of Definition Bl this leads to

oo 1
Z /0 dzlex (2, 7) — ex(z,7)|

T=—00

-1 00 00
ngl Z (Cj+Nij) Z Z |¢]k(0)¢]k(7—)|

j=—00 T=—00 k=—00
The compact support of v, limits the sums over k and 7 as follows:

[e.9]

Ni-1
> kO™ = Y Y 1k(0)k(r)] < 2N;—1 (3.29)

T,k=—o00 T=—N;+1 —00

by the Cauchy-Schwarz inequality for the sum over k. We get the result
by Assumption ([B2ZH). O

In Section B32 we have studied some mathematical properties of
the ACW system appearing in (B227). Like wavelets themselves, this
system enjoys good localisation properties. Consequently, we observe
that equation (B27) is a multiscale decomposition of the autocovariance
structure of the process over time: The larger the wavelet spectrum
S;j(z) is at a particular scale j and point z in the rescaled time, the
more dominant is the contribution of scale j in the variance at time z.
Thus, the evolutionary wavelet spectrum describes the distribution of
the (co)variance at a particular scale and time location.

Moreover, the symmetry of the ACW implies the symmetry of the
local autocovariance function, i.e. ¢(z,7) = ¢(z,—7), as expected. Also,
Lemma Bl shows that the local autocovariance function is uniquely
defined. Furthermore, a consequence of the resolution of the identity
(Lemma B3) is that the EWS of a White Noise process is proportional
to 27 for all scales j < —1.

It is worth mentioning that a stationary process with an absolutely
summable autocovariance function is an LSW process [83, Proposition
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3|. Stationarity is characterized by a wavelet spectrum which is constant
over time: S;(z) = S; for all z € (0,1). As a consequence, the local
autocovariance function of a time-modulated process (see equation ([L])
of Chapter [Ml) has the multiplicative structure

c(z,7) = o*(2)py (1) |

where py is the autocorrelation function of the process Y; in (ICI)).

However, our motivation to study LSW processes lies in the mod-
elling of more complex time-varying spectra and time-varying covari-
ance functions. The regularity of the EWS in time is determined by the
smoothness of W;(z) with repect to z. Figure Bl shows two examples
of realisations of an LSW process with a smooth wavelet spectrum. Fig-
ure Bl(a) represents the wavelet spectrum of a time-modulated process,
while Figure BJ(d) is a process which cannot be modelled by a time-
modulated process. This last example is such that c(z,0) = 3, 5;(z) =
2.2 so that the variance of the process is constant over time. Note how-
ever that its covariance is not constant over time, which may be observed
on the realisation of the process: The regime of the process clearly goes
from high to low frequence regions and vice versa.

The wavelet spectra of Figure Bl are smooth in time. They corre-
spond to the spectra defined by Nason et al. [83], who assumed S;(z) to
be Lipschitz continuous in z. In our definition of LSW processes, it is
worth mentioning that we only require the total variation norm of VV]-2
to be bounded. This weaker assumption is not only considered in order
to work with minimal assumptions, but also to allow a discontinuous
evolution of the wavelet spectrum in time. Consequently, our definition
of nonstationary processes includes many more interesting processes, as
piecewise stationary signals for instance. Figure shows a simulated
example of a more general nonstationary process, now included in our
class of processes.
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03 04 05 06 0.7 08 09 L0
Rescaled Time
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(a) Theoretical wavelet spectrum equal
to zero everywhere except scale —2
where S_2(2) = 0.1 + cos?(3mz + 0.257).

0 200 400 600 800 1000

(c) A sample path of length 1024 simu-
lated from the wavelet spectrum defined
in (a).

Figure 3.1:

F,',‘.AA‘
dah. A A

04 05 06 07 08 09 1.0
Rescaled Time

00 01 02 03

(b) Theoretical wavelet  spectrum
_o(z) = 0.1 + cos’(3wz + 0.257),
1(

0 200 400 600 800 1000

(d) A sample path of length 1024 simu-
lated from the wavelet spectrum defined
in (b).

These simulated examples show two examples of locally stationary

processes with a smooth continuous theoretical evolutionary wavelet spectrum.
The left-hand column shows an example of a smooth time-varying variance
function of a time-modulated process. The example on the right hand side is
constructed in such a way that the local variance function ¢(z,0) is constant

over time.

In this example, the only deviation from stationarity is in the

covariance structure. The simulations use Gaussian innovations &;, and Haar

wavelets.



102 Chapter 3. Locally stationary wavelet processes

Scales
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Figure 3.2: The first figure is an example of theoretical spectrum S;(z). This
spectrum is used to simulate the locally stationary wavelet process plotted at
the bottom. This simulation uses Gaussian innovations {;z and non-decimated
Haar wavelets.
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3.5 The corrected wavelet periodogram

To end this chapter, we present a preliminary estimator of the EWS.
This estimator is constructed by taking the squared empirical coefficients
from the non-decimated transform:

Ljsr <§> - CZ:: Xt’wjk(t)f

forall j = —1,...,—logy T and k = 0,...,7 — 1. I;7(2) is called the
wavelet periodogram, as it is analogous to the formula for the classical
periodogram in traditional Fourier spectral analysis of stationary pro-
cesses, see (7).

Some asymptotic properties of this estimator have been studied by
Nason et al. [83], who showed that the wavelet periodogram is not an
asymptotic unbiased estimator of the wavelet spectrum. Indeed, Propo-
sition 4 of Nason et al. [83] states that, for all fixed scales j < 0,

—1
ELr(z) = > AjSe(z)+ 0T, (3.30)
l=—1log, T

uniformly in z € (0,1), where the matrix A is defined in (BI).

Equation (B30) motivates the definition of another preliminary esti-
mator of the EWS, given by an appropriate correction of the periodog-
ram in order to get an asymptotically unbiased estimator. First, define
J := [logy T'] and define the J x J matrix A7 := (Aj¢)—1<je<—s- Then,
define the corrected wavelet periodogram (CWP)

I -1 T-1 2
Ljr <f> = Y (An); (Zg Xt,mk(t)> (3.31)

l=—logy T

as a preliminary estimator of the EWS.
The two next chapters are dealing with testing and estimation prob-
lems on the EWS and make use of the CWP as a preliminary estimator.

3.6 Final remarks

We end this chapter by some remarks on the LSW model.
First, one could ask if it would not be easier to define LSW processes
using a decimated wavelet system because, for this system, the matrix A
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reduces to the identity. Unfortunately, the answer is negative: The use
of non-decimated wavelets, as described in von Sachs et al. [98], would
not allow to write the local autocovariance function as a wavelet-type
transform of an evolutionary spectrum, as in (B227). Moreover, classical
stationary processes are not included in the model based on decimated
wavelets.

Another point is the link between the LSW class and the locally
stationary Fourier (LSF) processes of Chapter Bl For each LSF process
with an evolutionary spectral density (ESD) f, we denote by c its local
autocovariance function, which is given by

c(z,7) = /7T d\ f(z,\) exp(iAT).

It is easy to show that if an LSF process has a local autocovariance
function such that ) _|c(z,7)| < oo uniformly in z € (0, 1), then it is in
the class of LSW processes. In that case, the EWS of the process is

8i(2) = 3 A / i F NGO
l

—T

where iﬂg denotes the Fourier transform of 1.



CHAPTER 4

Locally adaptive estimation
in the wavelet model

4.1 Introduction

The aim of this chapter is to propose a new estimation procedure for
the evolutionary wavelet spectrum (EWS). The estimator is based on
the corrected wavelet periodogram (CWP) introduced in the previous
chapter, and can be seen as a local smoothing procedure of this perio-
dogram.

In this chapter, we also study a test of significance for the coefficients
of the CWP. The basic idea here is to test if the CWP is significant over
a given segment of time, at a given scale. This test is important for prac-
tical purposes because a scale of the EWS can be active (i.e. nonzero)
at a given time and not active at another time, and this evolution cor-
responds to physical changes in the process.

This test is defined and studied in Section The test statistic
is based on a functional of the wavelet periodogram. It is actually a
quadratic form of the increments, which are assumed to be Gaussian,
and the test rule is provided through a nonasymptotic result on the
deviation of the quadratic form of Gaussian processes. However, the
variance of the test statistic crucially depends on the unknown spectrum,
and we present a pre-estimator of this nuisance parameter. Finally, we
establish a nonasymptotic bound for the deviation of the test statistics.
This bound is constructed with our pre-estimator of the variance. A
theoretical study of the test power concludes Section In particular,
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we discuss the consistency and the local alternatives of the proposed test
procedure.

In the following Section EE3, we show how the results of Section
may be useful for the local estimation of the EWS. We then derive an
estimation procedure following the locally adaptive method of Lepski
[59]. The behaviour of this estimator is studied for the two cases where
the evolutionary wavelet spectrum is either regular or irregular near the
point of estimation. For sake of clarity, all the technical material is
deferred to Section EEAL

The last Section B concludes with some possible directions for fu-
ture research. The practical evaluation and the computational aspects
of the proposed procedures will be studied in the next chapter.

4.2 Testing the local significance of the corrected
wavelet periodogram

4.2.1 Local significance

As already observed in Nason et al. [83], the possibility of having an
EWS with many zero segments is a major advantage of LSW processes,
in comparison with other locally stationary models. The exploratory
analysis of such wavelet spectra is easier, for instance if we want to
detect significant variations in the multiscale structure of the process
(co)variance.

In this chapter, we address the problem how to test the significance of
the corrected wavelet periodogram (CWP, see Section BH) over a given
interval at a given scale. More formally, we will test the null hypothesis

Hp : Sj(z) = 0 for a fixed scale j < 0 and for all z € R, (4.1)

where R C (0, 1) is an interval with non zero measure. It is then possible
to test if, for instance, a whole scale is “active” or not, or if it is non
zero before or after a fixed time point.

The next subsection defines a preliminary estimator of the wavelet
spectrum. Then, derivation of a test statistic is considered in subsections
and This test is discussed in Subsection EEZ4] where we also
study its power under some alternatives.

A practical description of the algorithm and a practical evaluation
of its perforances on simulated examples, is given in the next chapter.
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The current chapter will derive the theoretical properties of our test
procedure.

4.2.2 Derivation of the test statistic and its properties

Suppose we want to test (), i.e. to check if the wavelet spectrum is
zero at a fixed scale j and on a given segment of time R = (s1,s2) C (0, 1)
for s; < s2. Under the null (), the averaged wavelet spectrum

Qir =R [ d=5,() (12)
R
is zero. If we observe X = (Xo7,...,Xr_1,7), a natural estimate of
ijR is
Qrr=RT™ Y L (5 (13)
s ’ J5 T
kERT

where Lj.7(k/T) is the corrected wavelet periodogram (B3l and k €
RT means k/T € R. Qjr.r is the test statistic we use to test Hyp. In
this section, we will study the statistical properties of @); . under a
set of assumptions.

Assumption 4.1. The autocovariance function cx r and the local au-
tocovariance function ¢y of the LSW process are such that

[e.o]
t
fexrlin = 30 s Jexr ($.7)] (4.4

S t=0,..T

is uniformly bounded in T, and

o0

llex 100 == Z sup |ex(z,7)] < oo. (4.5)
z€(0,1)

T=—00

O

This assumption is needed to control the spectral norm of the covari-
ance matrix of the process (Lemma B3 in Section EEZ)). For a stationary
process, it reduces to absolute summability of the autocovariance of the
process (short memory property).

Assumption 4.2. There exists an £ > 0 such that, for all z € (0, 1),
L Si(z) e O

j=—o0
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According to equation (BZZ1), the sum over scales of S;(z) is the local
variance of the process at time [27], and this assumption says that the
local variance of the process is nowhere zero.

Assumption 4.3. The increment process {{;;} involved in Definition

B is Gaussian. O

This assumption allows substantial simplifications in the proofs. It
is also assumed to establish some results in Nason et al. [83]. However,
Fryzlewicz [38] mentions that non-Gaussian increment processes would
be more appropriate to capture some stylised facts of economic processes,
such as the leptokurtic behaviour of the data. To this end, the extension
of our results to non-Gaussian processes would be a feasible task using
the methodology presented in Neumann and von Sachs [85] or Spokoiny
[106] for instance.

Assumption 4.4. The evolutionary wavelet spectrum S;(z) defined in

BZ0) is such that

—[logy (T1)] -1
Z sup Sp(z) =0 (T71). O
1——oo  2€(0,1)

This assumption is necessary in order to control the difference be-
tween the EWS and the CWP at lower scales. Recall that our definition
of the LSW processes involves the scales j = —1 up to —oo, while the
CWP is defined for scales j = —1 to j = —[log T'] only.

The following proposition describes the asymptotic properties of
Qj,'R;T-

Proposition 4.1. Suppose Assumption [{_1] to hold true. For all
LSW process (Definition [Z1), and for all R C (0,1),

-1
> NuTV(Sw)

m=—logy T

27/2
”(ﬁ)’

Ko 29/?
VT

EQjrr —Qjr =

+0 (2]'/2 \RTH) (4.6)
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forallj =—1,...,—Jp with Jp = O(logy T), and where Ky is a constant
independent of j,T and |R|. Moreover, if Assumptions {1 to [f-3 hold,
then there exists To > 1 such that, for all T > T,

K1 2% |RT|™' (1 + or(1)) < Var Qjror < Ko 27 |R| 72T

forallj=—1,...,—Jp with Jp = O(logy T), and where K and Ky are
two constants independent of j,T and |R|.

The proof of this proposition is in Section EEZTl Note that the
squared bias and the variance of the estimator have the same rate of
convergence. This phenomenon is due to the nonstationary behaviour
of the process. Indeed, for a stationary process, the total variation norm
of S,, is zero at all scales, and then the rate of the bias is 7~!. This
is not the case for a general nonstationary process: When the wavelet
spectrum is not constant over time, an additional term resulting from
nonstationarity reduces considerably this rate of convergence. Moreover,
even when we are dealing with a local estimator of the wavelet spectrum
at a fixed scale 7 < 0 and a fixed time interval R, the nonstationarity
term in the bias involves the variation of the global wavelet spectrum.
This may be observed in equation (EZfl), which involves a sum over all
scales m = —1,..., —logy T and the total variation norm of all S, over
the whole rescaled time interval (0,1).

This slow rate of convergence of the bias poses a problem to establish
the asymptotic normality of Q) z.7. In the next proposition, we circum-
vent this problem and derive a non asymptotic exponential bound for
the deviation of Q; ..

Proposition 4.2. Assume that ([-4)) and Assumption 1] to -4 hold.
If UJRT = Var Q;r.7, then, for all n > 0 and for all scales j =
—1,...,=Jp, where Jp = O(logy T),

Pr(|Qjrr — Qjrl > 0j=,TN)
1 772

<cpexpl —= e
1+ \RTIJJRT + |RIVTo; r.T (||CXH1,oo + c1p)

with the positive constants co = 1+ e and c; = (2 + V/2)/2, where p
is given in Definition Bl and where v is a universal positive constant
depending only on the wavelet 1.
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The proof of this proposition is to be found in Section This
proposition gives a non asymptotic bound for the deviation of the test
statistics @ »,7. It can be used in order to construct a test rule, i.e.
to choose 71 such that the exponential function in the proposition is the
nominal level of the test (see Section ELZAl below, where the test rule
is given explicitely). From an asymptotic viewpoint, i.e. as T" — oo,
we note that this exponential bound does not tend to zero, meaning
that the standardised statistic Q) 7 is asymptotically non degenerate.
This phenomenon is well-known in the context of pointwise estimation
[16, 59]. In order to have a consistent result when 7" — oo, it is then
necessary to impose that n = np grows with 7. The appropriate rate for
nr is derived in the next corollary. The proof is given in Section
and is essentially based on the bounds derived in Proposition BTl

Corollary 4.1. Under the assumptions of Propositions [[.1| and [{.3, if
kr tends to infinity and is such that

JT exp(—kT) = OT(l), (4.7)
then there exists a Ty > 1 such that, for all T = Ty,
Pr < sup |Qjrr — Qjr| = krV/ K2|R|2T1> =or(1)
—Jr<j<0
where Ky is as in the assertion of Proposition [.]]

Remark 4.1. An example of admissible rates is Jr ~ logy T and kg ~
log, T. Here, the sequence kp will play a crucial role in Section O

4.2.3 Estimation of the variance

If we want to use Proposition to test Hp, an estimator of the variance
U?7R7T = Var Q; ;7 is needed. This variance depends on the unknown
autocovariance function of the LSW process in the following way (see
Lemma BTl with equation (EEZ11)):

JJZ,R,T =2 HUJ/‘,R;TETH%a

where Yp is the T' x T' (non-Toeplitz) covariance matrix of the LSW
process (Xo,7, ..., Xr—1,7)", and Uj g7 is the T x T matrix with entry
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(s,t) equal to

) —1
U9 =IRTIT Y ALY duls)da(h). (4.8)

{=—[logy T kERT

where the matrix A is actually the finite matrix A7 (see Section BH).
We also denote by o 51, the entry (s,s + u) of the matrix ¥7. Some
useful properties of ¥ are derived in Section below.

We will estimate UJQ‘,R,T by:

5 rr =20 rrSrll3

where f]T is an estimate of the covariance matrix Y. A first idea is
to define the elements G 44, of X7 by plugging Q.7 into the local
autocovariance function (B2Z7), i.e.

1
&s,s+u = Z Qj,’R(s);T\IJj (’U,),

j=—[logy T}

where R(s) denotes an interval which contains the time point s/T". How-
ever, the convergence in probability of 7 sy, to 0 s, is not faster than
the rate of oy sy, itself, and we need to modify the estimator in two
ways.

(i) Assumption Bl indicates that the covariance |0 s4,| is small for
large |u|. Then, following the method of Giurcanu and Spokoiny
Md], we set G5 g4y to zero when |u| > My, for an appropriate
sequence Mr tending to infinity with 7

(ii) It is necessary to control the distance in rescaled time between the
spectrum S;(2), for z € R(s), and S;(s/T"). To do so, we allow
the window R(s) to depend on 7T, which is denoted by Rr(s),
in such a way that its length |Rp| shrinks to zero when T tends
to infinity. This is analogous to the estimation of a regression
function by kernel smoothing, where the window usually depends
on the length of the data set.

With these two ingredients, we propose to estimate o ¢4, by

—1
&s,s—&—u = Z Qj,'RT(s);T\Ijj (u)1|u\<MT7 (49)
j=—[logy T}



112 Chapter 4. Locally adaptive estimation

and the following assumption makes precise the appropriate rates for
the sequences |Rr| and Mr.

Assumption 4.5. The sequence Jr (i.e., the sequence that defines the
lower scale for the test of significance) is such that Jr = o(logy T).
Moreover, |Rr| tends to zero and the sequence kp (which appears in
Corollary ET)) is such that Jrexp(—kr+/|Rr|) = or(1l). Finally, the
sequence My (involved in the preliminary estimator for the variance,
see (X)) tends to infinity such that

2/ | Ry T|~Y2 Mpkylogs T = op(1). O

Admissible rates for this last assumption are Jp ~ log,logs T, kp ~
log? T, |Rr| ~ logy® T and My ~ log§ T with a > 0. Tt is worth men-
tioning that, with this assumption, |Rr| shrinks to zero in the rescaled
time, whereas, in the observed time, the interval length |TRr| tends
to infinity. This means that our estimate of S;(s/T) is built using an
increasing amount of data in the observed time, but, at the same time,
with an average around S;(s/T) in the rescaled time on a shrinking
segment around s/7.

The next proposition shows that on the random set where the esti-
mator Q; r,(s);T 18 near Q; r,(s), the estimator (E3) has a good quality.
Our proof of this proposition may be found in Section and needs
the following technical assumption, which is a slightly stronger condi-
tion than the point 2(a) of Definition Bl in the sense that we need to
control the decay of S;(z) with respect to j and uniformly in z.

Assumption 4.6. The local autocovariance function ¢(z, 7) is such that

o0

Z sup |ex (2, w)| Ly ap = OT (2_JT) . O
z

U=—00

This last assumption on the decay of the local autocovariance func-
tion uniformly in z, is very sensible in a context of short-memory pro-
cesses, i.e. when ¢(z,u) does not depend on z. With the rates specified
above, a typical condition is to assume |cx (z,u)| < ¢- 271 uniformly in
z € (0,1). This assumption is sensible even for stationary short-memory
processes (it holds for instance for a stationary AR(1) process).
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Proposition 4.3. Suppose Assumptions [{-1] to [{.0 hold. Then, there
exists a positive number Ty and a random set A independent of j and
such that Pr(A) > 1 —or(1) and

kr Ko
. = O < — =2
‘QLRT(SLT QLRT(S)‘ |R7| T

for all T > Ty. Moreover, on A,
2JT?j T |&?,R,T - U?,R,T| = OP(].) (410)
holds for all j = —1,...,—Jp, where op(1) does not depend on R.

Finally, Proposition together with Proposition leads to the
following result, which will be used to construct the test in practice.

Theorem 4.1. Suppose Assumptions[f1| to[[.0 hold. Then, there exists
a o7 = op(27T~Y) and a positive number Ty such that, for all T > Ty,

Pr (|Qjrr — Qjr| > Gir1M)

< 1 772
< cpex . .
e 8 1+ Ui L. 292 (|lex |l1,00+C1P)
|RT|ojr,1 7 RIVTo, e
+ OT(l)
forallj=—1,...,=Jr, wheren = U(l—SOT/UJZ,R;T)l/Q; and the positive

constants co,c1 are defined in the assertion of Proposition [[.3

Remark 4.2. Theorem ETl gives an upper bound for the deviation of
the normalized loss |Q;r.r — Qjr|/Fj®r,r. This bound depends on the
unknown quantities |[cx|1,00 and p, cf. ([B2ZH). These two quantities
may be understood as nuisance parameters of the problem, depending
on the global spectrum. The estimation of these quantities is based on
a preliminary smoothing of L;.7(z) with respect to z, which we denote
by L;;T(z). Here, we think about using a kernel smoothing procedure,
or a wavelet transform shrinkage as studied in Nason et al. [83]. Then,
a preliminary estimate of |cx||1,00 is obtained by plugging L;*»;T(z) into
llex 1,00, cf. (B2Z0) and (). Next, the preliminary estimation of p
necessitates the estimation of TV(S;), cf. ([B24]). We estimate TV(S;)
by > [L7p(2"%) — L;T;T(zzmm)\, where the sum is over the local minima

and maxima of L7 (2), with 2" < 2 < 2% for all i O
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4.2.4 Discussion of the test procedure

We now propose our test procedure. Under Hy, see ([El), the approxi-
mation of the deviation of the test statistic is given by

Pr (|Qirirl > 1/6;m.r|Ho) < h() (4.11)

for T sufficiently large, and where h is the exponential function following
from Theorem EZIl Let o be the nominal level of the test. We reject H
if

|Qj,R:T| > M0jRT (4.12)

where 7, is such that h(n.) = a.

We now discuss the power of this test and, for this, we need to be
more specific about the alternative hypothesis H;. We will work with
the sensible alternative hypothesis that there exists a strictly positive
real number 8 and a measurable set with a non zero measure Y C R
such that S;(z) > 0 for all z in Y. Figure Bl illustrates this situation.

R U
Figure 4.1: Alternative hypothesis.

Formally, if |/| denotes the Lebesgue measure of U:
Hy:360>0and Y CR with [U| >0and Sj(z) >0 Vzel. (413)

The next proposition evaluates the type II error of the test. The proof
is to be found in Section EEZN]

Proposition 4.4. Suppose Assumption [ to [[-.§ hold true. Let the
null hypothesis {41 against the alternative hypothesis (Z-.13) be given
and consider the test rule [{.13) with

ne < 20792||ex [T L [RTV?Q, %
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Then, there exists Ty > 1 such that, for all T = Ty, the type II error of
the test is bounded as follows:

Pr (HO is not rejected ‘ Hl)
T 92|U|2} VT 0U|
<O expl ¢ —— 4+ " expl =" —
p{ logf T [RP U1 g R
+ OT(1)7

where the positive constants ¢/, C’, ", C" and the or(1) term do not de-

pend on R, U and 0.

The last result shows the consistency of the test procedure. More-
over, it allows to discuss the local alternative of the test. We first note
that the alternative hypothesis (EI3) depends on the two parameters
and U. Consequently, to study the local alternative of the test, we need
to investigate both cases § = 67 — 0 and U = Uy such that [Ur| — 0.
However, the upper bound of the type II error in Proposition EE4ldepends
on the product §7|Ur|, and then the local alternative of the test is stud-
ied when this product tends to 0 when T' — oo. By straightforward
considerations, we see that if

log T
Or|Ur|VT

tends to zero as T' — oo, then the type II error of the test aymptotically
vanishes.

4.3 Pointwise adaptive estimation

Theorem ETl may be also useful for other statistical applications. In
this section, we derive one important application given by the pointwise
estimation of the wavelet spectrum.

Indeed, the estimator Q) z,;7 may be seen as a smoothing over time
of the inconsistent corrected wavelet periodogram. It can then be used
for the pointwise estimation of the wavelet spectrum. In this problem,
we want to estimate S;j(zp) at a fixed point zp. This estimation can
be done by computing the histogram @) ;r.7 constructed on a segment
R containing the fixed time point zg. Consequently, the question how
to choose the best segment R arises, and the goal of this section is to
provide a data-driven procedure to select R automatically.
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The proposed method goes back to the pointwise adaptive estimation
theory of Lepski [59, 60, [105]. Suppose that the wavelet spectrum at
Sj(z0) is well approximated by the averaged spectrum @, for a given
interval U containing the reference point zg. The idea of the procedure
is to consider a second interval R containing I/ and to test if Q; » differs
significantly from ;. As we describe below, this test procedure is
based on Proposition or Theorem EIl If there exists a subset U
of R such that |Q;r — Qju| is significantly different from zero, then
we reject the hypothesis of homogeneity of the wavelet spectrum S;(z)
on z € R. Finally, the adaptive estimator corresponds to the largest
interval R such that the hypothesis of homogeneity is not rejected.

This section contains a formal description of this algorithm and de-
rives some properties of the estimator.

4.3.1 Testing homogeneity

Let R be an interval containing zg, U a subset of R and define
Aj(RU) = |Qjr — Qjul- (4.14)

Under assumptions BTl to EE3l Proposition implies

Pr(|Qjr1r — Qjurl > A;(R,U) +n(0jr T+ T5uT) kT
< hU,n) +MR,n) (4.15)

with
h(R,mn)
21.2
1 + nkrL; + 2‘7./277.1€TV vV ‘R|||CX||1,00+61P
[RTojr,1 VIRT|ojrT VIR

and where the sequence kp is such that (7)) holds. Under the assump-
tion that the wavelet spectrum S; is homogeneous on the segment R,
the difference A;(R,U) is negligeable. Then, as a test rule, we reject
the homogeneity hypothesis on R if there exists a subset &Y C R such
that ‘Qj,R;T - Qjﬂ;’ﬂ > n(aj,R,T + Uj,U,T)kT for a given n.

In the case where the variances o; g 7 and 0 v are unknown, they
may be estimated as in Section above. In that case, the homogene-
ity test is based on Theorem El and the modification of the following
results is straightforward.
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In practice, we choose a set A of interval-candidates R. Then, for
each candidate R, we apply the homogeneity test with respect to a given
set p(R) of subintervals U of R.

Assumption 4.7. In the estimation procedure described below, we as-
sume the following properties on the test sets A and p(R):

1. For all R, the shortest interval of p(R) is of length at least 6 > 0,

2. The cardinality of p(R) is such that §(p(R)) < |[RT |"w“/5 for some
0<a<landk < VEi/[v(|c|i,00 +c1p)],

3. When we test the homogeneity of the wavelet spectrum on R, we
assume that there exists a subinterval U € p(R) such that Y C R
and U contains z. O

A precise example of test sets A and p(R) will be described in Chap-
ter @ (Section B4l), where the computational aspects of the procedure is
discussed with details and evaluated on empirical simulations.

4.3.2 The estimation procedure

The estimation procedure simply starts with the smallest interval in A,
assuming that the wavelet spectrum is homogeneous on this short inter-
val. Then, it selects iteratively longer intervals in A until the homone-
geneity assumption is rejected. Finally, the adaptive segment R is the
longest segment R of A for which the homogeneity test is not rejected:

R = argmax {\R\ such that
ReA

|Qjr:T — Qijusr| < n(ojrr + ojur)kr forald C p(R) }
(4.16)

The adaptive estimator of S;(zp) is then defined by

Sj(ZO) = Qj,’fz,T’ (417)
4.3.3 Properties of the estimator in homogeneous regions

The next result quantifies the £, risk (p > 2) when the wavelet spectrum
S;j(z) is homogeneous on z € R. To define this concept of homogeneity,
we introduce the bias

b(R) := sup |S;(2) — Qjrl,
ZER
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which measures how well the wavelet spectrum S; is approximated by
Qjr on z € R. We say that the spectrum is homogeneous (or reqular)
on R, if the inequality

b(R) < Cj ojrr kr (4.18)
holds with
C; =272 /a+p. (4.19)

In the inequality (IS, o .7 is the square root of the variance of the
estimator Q.1 of Sj(z), z € R. Inequality (EIS) can be viewed as
a balance relation between the bias and the variance of this estimate
[105]. The k7 term then appears as the correction term necessary in the
pointwise estimation in order to bound the normalized loss [59, 60]. In
the following results, we set kp proportional to logg T.

Proposition 4.5. Let R be an interval of (0,1) and consider the test
rule [{18). If the wavelet spectrum S; is regular on R in the sense
of conditions [F18)—(F-19), then, with A = n = 279/25(2a + p) and
kr ~log3 T,

Pr (R is rejected) = O (T*Cp\/g)

for some positive constant ¢ = c(v, ||c
p only.

1,00, P) depending on v, ||c||1,00 and

Using this proposition, we can evaluate an upper bound for the ¢,
risk associated to our estimator.

Theorem 4.2. Assume that the wavelet spectrum at scale j, S;(z), is
homogeneous on the segment R in the sense of [{-13)-{{19) with

kp ~logsT.

If S'j(z) is the pointwise estimator of the wavelet spectrum obtained by
the estimation procedure (f-10)-({{-11) with

n=27/25(2a + p),
then there exists Ty such that the pointwise £p-loss is bounded as follows
E|S;(2) — S;(2)|P < c(6T) P/ [21+J‘/25—1 1120+ p)log2 T|"
for all T > Ty with a positive constant ¢ depending on p, v, ||cx||1,00-

The proof is to be found in Section B2
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4.3.4 Properties of the estimator in inhomogeneous regions

We now describe the behaviour of our estimator near a breakpoint lo-
cated at a time point z,. We first need to be more specific about the
definition of a breakpoint in the evolutionary spectrum.

For a fixed scale j € {—1,...,—Jr}, assume the evolutionary wavelet
spectrum to be homogeneous on Ry = |20, 2+) and on Ry = (2, 21]. Let
us denote R = Ry U Ry = |20, 21| and

Or :=E[QjrT — QjRoT)

Figure illustrates this situation.

Figure 4.2: Inhomogeneous region.

To prove the next proposition, we assume that the estimation pro-
cedure is such that Ry and R, are in p(R).

Proposition 4.6. If the evolutionary wavelet spectrum at scale j con-
tains a breakpoint at z, as described above and if kr ~ logs T, then

) |

The proof of this proposition is given in Section In this result,
07 may be seen as the level of a jump in the wavelet spectrum. Then,
Proposition informs about the minimal amplitude of the jump which

Pr (R is not rejected)

2
0 <exp [_THT(mOy v mly)} P

log3 T

log3 T

where ¢ is a positive constant and x V y = max(x,y).
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may be detected by the estimation procedure. If 7 is such that

log3 T
N
0T

then the estimation procedure is consistent in the sense that Pr(R is not
rejected) is asymptotically zero.

4.4 Proofs

In the sequel, we use the convention w;,.r = 0 for k < 0 and k > T,
which leads to helpful simplifications in the following proofs.

4.4.1 Proof of Proposition .11

Our proof of Proposition BTl needs the following Lemma quoted from
Neumann and von Sachs [R7].

0,

Lemma 4.1. Let Z,, = (Zy,...,Z,)" be a vector of iid Gaussian random
variables with zero mean and Var Z1 = 1. If M, is an n X n matrix,
then

E (Z%ann) = tr My,
Var (Z,M, Z,,) = 2tr M} M, = 2| M,||3,

and, for all v > 2, if Cum, denotes the rth cumulant, we have
| Cum,. (Z%ann) | < 2T?1(7ﬁ -1 HMnng {Amax (Mn)}T72 )

where Amax denotes the mazrimal eigenvalue.

Define X = (Xo7,...,Xr—1,7)". By definition, Q; .7 is the qua-
dratic form

Qjrir = X7UjrrXr (4.20)

where U; g.7 is the T' x T' matrix with entry (s,t) equal to

~1
Ug = |RT| Z A Z Yok (8) e (t),

l=—logy T kERT

where the matrix A is actually the finite-dimensional matrix Ap. For
notational convenience, we omit the dependence of Uy in j and R. As-
suming that the orthonormal increment processes {&;;} in Definition Bl



4.4 Proofs 121

are Gaussian, X, is a multivariate Gaussian random variable with co-
variance matrix Y7 = Cov(X;X7). In that case, Q;».1 is a quadratic
form of Gaussian variables and we can apply Lemma BTl with

Mjrr = S Uy rar Sy’ (4.21)

in order to prove Proposition Il The following lemmas derive some
bounds for the Euclidean and the spectral norm of U; z.7 and Xr.

Lemma 4.2. With fired R C (0,1), there exists a Ty such that, uni-
formly in T > Ty,

Ky 29| RT|7 (1 + or(1)) < |Ujrirls < Ko 27|R| 2T

forallj=—1,...,Jp = or(logy T), where K1 and Ks are two constants
independent of j,T and |R|.

Proof. The proof is straightforward when R = (0,1). However, one
technical difficulty is to deal with a general interval R = (ry,72) C
(0,1). A simple remark which simplifies the proof is to observe that the
quadratic form (E20) involves X, 77, .., X7-17 only. Consequently,
the matrix U; g.pis a (T'— [mT]) + 1) x (T — [r1T] + 1) matrix, and we
can write, from direct computations,

2
T-1

~1
1Ujrerll3 = IRT|2 ) DAL vuls)tu(t)
T

s,t=[r1T] \l=—log, kERT

The compact support of 1y (s) implies that 0 < k—s, and, as k < [roT],
we can limit the sum over s,t as follows:
2

~1
1Ujrerll3 = IRT|2 ) DAL duls)pu(t) | - (4.22)
s, t€RT \L=—log, T kERT
If we split the sum over ¢ at point 7 such that |N,| < |RT| for all
{=—1,-2,... 07, then [{7| = O(logy |RT|) and ||U; z.7||3 is equal to

-1

IRT|72 > | D A Wu(s—1)

StERT \l=—Lp

—tr—1

0 AL () ba(t)

m=—logy T kERT
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Expanding the square, we get three terms, herewith denoted by I, IIp
and IIl7. By definition of W, and Aj,, the first squared term is

2
-1
Ir =[RTI72 Y | D A Wy(s - )
s,teRT \l=—Lp
—1
=IRTITY Y. A A Ay
Lm=—Lr

If we write the sum over —f¢7 < ¢ < —1 as the sum over —log, T' < £ <
—1 minus the sum over —logy T' < ¢ < —¢7 — 1, then we get

-1 -1 —Ar—1
- - -1 4-1
T DR S Sy
m=—Ar m=—{p {=—1log, T
—Ar—1
-1 -1 -1
= |RT] (Ajj Losery = >, Aplde
l=—1log, T
—Lp—1
DY AﬂlAjniAem)
m=—logy T

and, using that the last sums over m, ¢ contain log, (T')—¢7 = O(logs |R|)
elements,

Ir < |RT|™ [A;jll{j>,gT} + A o gy + 2 1og(\7e\)u2]
<22y IRTIL
In order to compute a bound for the double product 11y, we exploit the

compact support of ¥ (s) implying that & < s+ Ny, < [reT] + Ny, and
then

-1 —p-1
Hp =2RT1™> D> > Y AJA Wy(s —t)x
S, tERT b=—Lp m=—log, T
[7’2T}+Nm

X Z ¢mk(s)¢mk(t)

k:[T'QT}Jrl
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With v :=s —t,

—tr—1 |RT|

Iy = 2|RT| 2 Z > A4 Z Wy(u

b=—L0pr m=—1og, T
T'QT] T'QT]+Nm

x> > k() mr(s —u)

s=u+[rT) k=[r2T]+1

—Llr—1 1
+ 2|RT| 2 Z oA AL > Wy(u)x
l=—Lp m=—1logy, T u=—|RT|

ut[roT] [roT|+Nm

X Z Z wmk wmk(s - u)

s=[riT) k=[roT|+1

and, applying the Cauchy-Schwarz inequality for the sum over s, we
finally get

—1 —Ar—1
My SART|2 | D Nal4;) > N4
m=—{r l=—logy T

2(6 4 2v2)|R|2N? 22T}
using (B20). Similar calculations lead to
My < (24 V2)uN?,|R| 22T

Putting these bounds together gives the upper bound of ||U; z.7|13-
On the other hand, from [EZZ), we can write

Ujerl3 > IRTI? ) Z ALY di(s)

s€RT —logy T keERT

2

If we split the sum over ¢ at point ¢7 such that |N,| < |RT] for all
(= —-1,-2,... 07, then |{7| = O(logy |[RT|) and, as |k — s| < |RT| and
by deﬁmtlon of lr, Y werr Vi, (s) = 1in the first term of the parenthesis,
and we obtain

2
-1

1Ujmerlls = [RTI72 Y | D0 A3l + Restr
SERT \ L=l
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with |Restr | < 32771, 7|45 = O(v-27/2|RT[71/2), where the rate
follows using the same techniques to prove (BI9), except that here the

sum over ¢ goes from —log, T to {7 — 1 with /7 = O(logy |RT]). On the
other hand, (BIX) implies that Ze_zlzzT Aj_el =2/ + O(|RT|™), and we

get the result. O
Lemma 4.3. Under Assumption [[_1], equation (Z.4),
1/2
122 llspec = 1272 Zpec < llex 00 < oo

On the other hand, under Assumption -3, | 27" lspec is uniformly boun-
ded in T.

Proof. For z € CT with ||z||2 = 1 and if 0 denotes the element (s,t)
of the matrix X,

T—-1 —
’21/2-75“2 Z xsxto—s t X Z Z ‘xSES-l-uJS,S-HL’

$,t=0 s=0 u=—(T-1)
T-1
< E sup ‘Us,s-l—u‘
u=—(T—1) s=0,...,7—1

which gives the first result using (BE2)). The second result is proved in
Lemma below. O
We can now prove Proposition BTl

Expectation

—1 T—-1
EQirr =IRTI™N D0 Y ALY duls)vu(t)x

kERT t=—1log, T s,t=0

[e.o]

~1
X Z Z wrznn;T¢mn(s)¢mn(t)

m=—0o0 N=—00

—1
= |RT|™! Z Z Aj_ﬁlx

kERT l=—1log, T

[e.9]

x Z > wmnT<Zwk b ))2

m=—0o0 N=—00
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defining u :=n — k,

-1 00
EQjrr = IRT|™ Z Z Z w?n,wk,Tx

keERT m=—00 u=—00

- 2
N Z A (Z ¢ek(5)¢m,u+k(5)> :

—log, T §=—00

By Definition Bl we can write w?, wikr = Sm(k/T)+ Rr(m, u, k) with

Rr(m ) < [0 (U35 ) =50 () |+ 2

which leads to

1
EQj,R;T = ‘RT‘il Z Z S <§> Z A]Z X

kERT m=—0o0 —log, T’

o] [e's) 2
X Z <Z wfk(s)lbm,wk(s)) + Restr

U=—00 S§=—00

By construction of the matrix A7, we observe that

o o0 2
Apm =Y (Z wek(8)¢m,u+k(8)> (4.23)

U=—00 S=—00

which implies with Assumption B4
k
-1
EQjrr = RT|™" > S, <f> + Restr
kERT
= |R|™! / dz Sj (2) + O (|RT|"'L;) + Restr (4.24)
R
where the last equality is a standard result on the Total Variation norm

[14, Lemma P5.1].
We now bound | Restr |. As s goes from —oo to oo, we have

-1 —
| Resty | < |RT|™* Z Z ‘Ajgl‘ Z Z

m=—0o0 f=— ]og2 u=—00 keRT

s (225) -0 (5) 1+ 5] (£ o)
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Using (B28) for the sum over k, |Restr | is bounded by
[u| TV (Sm) | Cm
Z Z ik
-1 ) 2
Z |A]_£1| ( Z ¢€0(s)¢mu(s)>

{=—1log, T s=—00
In this last expression, the compact support of 1y and 1), implies that
|u| < N¢V Ny,. Together with (BZI]) and ([E2Z3)), we get

| Restr |

-1 -1
SIRTITN DT > {TV(S)(Ne V Niw) + Crn} A3 Ap,

m=—00 {=—logy, T
-1 -1

<IRTITC Y. Y |A].}1|{TV(Sm)Ng(2Nm—1)
m=—00 {=—logy T

+ TV(Si) N (2N — 1) + Cy (2NN _1)}

= (24+ V22| RT| VT i (2N, — 1) TV(Spn)

m=—0oQ

+0 (2]'/2|RT|*1) (4.25)

using (B20) and (B2Z0).

Variance

Using Lemma Bl with ([(AZH), Lemma and Lemma B3 we get the
upper bound as follows

1/2
Var Qjrr = 2| Mjrer|3 < 20151 e U mo |13
<lex |3 o 2 [RT| ! (4.26)

To obtain the lower bound, we make use of ([A) two times on U; g.1 =
—1/2 —1/2.
X T MRy

1/2
Var Q; rir = 2/|M; rerll3 > 20157 5k |U; mor 13- (4.27)
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Since X7 is a symmetric matrix, HZ;l/Zngec = |27 lspec and Lemma
shows that ||X;'| is uniformly bounded under Assumption A
lower bound for ||U; 7|3 is stated in Lemma B2 and the result follows.
g

4.4.2 Proof of Proposition and its consequences

Our proof of Proposition needs the use of an exponential bound for
quadratic forms of Gaussian random variables. For sake of presenta-
tion, we recall now this result and refer to Dahlhaus and Polonik [217,
Proposition 6.1].

Proposition 4.7. Let Z,, = (Z1,...,Zy)" be a vector of iid Gaussian
random variables with zero mean and Var Z1 = 1. If M, is an n X n
matriz such that || My||spec < Too and o2 = 2||M,||3, then for all X >0

1 A2
Pr ((Z;ann —tr M,) > Jn)\) < exp <—§ . W) .

As in the proof of Proposition BTl equation (EZI), we write Q; .1
as a quadratic form of Gaussian variables in order to apply Proposition

B with

Mz = SH 20U s (4.28)

to prove the assertion.

Proof of Proposition Lemma and imply with ([(A2) and
([Ad):

1M R llspec < 2772vlexl1,c0l RITI T2 (4.29)

which, using Proposition BT, implies

Pr((Qjrr — QjR) > n0jR,T)
<Pr((Qjrr —EQjrT) > n0jR7/2)
+Pr(EQjrr — Qjr) > nojr1/2)
1 772

8 29/2|lex [[1,00
147 |RITY 205 . T

+Pr((EQjrir — Qjr) = nojr1/2).

< exp
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To bound the second probability, we observe that
[BQimir — Qsrl < [RTI™H {1 +2(2+ V2)w2!*VT |
is obtained using (E24]) and 2H). This implies

Pr((Qjr;r — QjR) = nojRT)

1 %0,
< eXp . n 0-_]77?'7T
. + 21/2vlex 11,00
U],R,T n ‘R‘Tl/g
+ 1 ?720 JR,T
oXp 2n L;+2(2+v/2)pv21/2/T)
[RT|
and the result follows. O

Proof of Corollary LTl  In the following proof, K denotes a generic
constant and k7 is an increasing function of T. By Proposition ET],
0']2-7RVT := Var Qj r.r < 2/ K»|R|72T~! uniformly in j, which implies

Pr ( sup  |Qjrir — Qjr| = kv KQIRI‘QC’H)

—Jr<j<0
-1

< > Pr <|Qj,R;T —QjR| = krv/ K2|R|72T71>

Jj=—Jr

<) Pr (!Qj,R;T - Qjr| 2 Q*j/QkTUJ?RvT) '
Jj==Jr

Using Proposition EE2, this probability is bounded by

y 1 2772,

C max ex -z i

P <o\ T8 2Ly kreexusters)
[RTlojR;7 [RIVTojRir

Proposition Bl shows that, ojrr = 2/4/K;1|RT|~! for T sufficiently
large. This leads to the bound

2

p 1 k2
& max ex —_— -
O G0 P | T8y 2Pk L krvllexdlieta)

VIRT|K, VE1|R|
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By equation (BZH), there exists a positive constant p’ such that L; <
21/2p/ . Then, asymptotically, the rate of convergence of the dominant

terms in this expression are given by Jp - exp(—kr) on kr.
4.4.3 Proof of Proposition

In the following proof K is a generic constant.

Lemma 4.4. If

~1
v = RT|! DAL vuls)pu(t)

{=—1log, T kERT

then

o0

o0
S° N UPUD e ucqr < IRIT2qrT 12No1?2 log3 T

t=—00 s,u=—00
2
qrlogy T
=0 (2t

Proof. Direct calculations yields

(e 9]

Z Z Ut(g)Ut(g)l\S—UKQT
t=—00 s,u=—00

-1 o]
< |RT’_2 |A7£1||A;7711 1\s—u|§qTX
J

{m=—log, T $,u=—00
t=—00 \keRT neRT

) |

g

Using the Cauchy-Schwarz inequality for the sum over ¢, we get a prod-

uct between two terms similar to

t \keRT k,reRT

2
> < > Wk(s)Wk(t)) = | D Wk — r)bor(s)tber(s)
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if k = r+w, then the range of u is included in {—|RTY,...,0,...,|RT|}:

=T 1/2

< Z Z ’\I/Z(u)‘ : ‘w@,rJru(s)wér(s)’
u=—|RT|reRT

=T 1/2

<4 D [W(w)

u=—|RT|

using Cauchy-Schwarz inequality for the sum over r and Y, 42 (s) = 1.
Finally, using the basic properties of W;(7) described in Section B3,
we get

1/2

2
> ( > Wk(s)d)zk(t)) < V2N, -1 (4.30)

t keRT

Then

Z Z UJ)U( 1\5—U|<¢JT

t=—00 s,u=—00

-1

<Ter|RTI™? Y A A V2N — 12N, —
Lm=—logy T

and we obtain the result by (B21). O

In the proof of Proposition L3, we need a modification of Corollary
ETl in which R is replaced by Ry. The proof of the following result is
along the lines of the proof of Corollary BTl

Lemma 4.5. Under Assumptions [{1] to [{.8, there exists Ty > 1 such
that, for all T > Ty,

Pf( SUP Q) Ry ()T — QjRe(s)| = VR 2T -1 )
—Jr<j<0
1 k2
< - r
< coJr exp 8 1 4 _plokr vkr(lex|1.004¢1p)
VELRTT] VEi|RT|

=op(1).
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Proof of Proposition Define

—1
Oostui= D Qure(s)Ve(w)ly<ary
{=—logy T

the entries of a matrix ¥, and set 6?7R7T = 2”U],',R;TST||%' Our proof is
based on the decomposition

Girr—0irr = Girr —0irr) + (FirT — 0iRT)

where the first term is stochastic while the second term is deterministic.
We will first show that the term |6?7R7T - 0?7R7T| is o(2/=/rT1).
Using ([A), we can write

1, _
5 @irr = oirr) = WUjraZrls = Uz Erl
<NUjrr(Er =203+ 21U rrZrllz - U o (Er — £1)|2
< HU]'7R§TH% ’ HET - ETH?pec
+2- ||Uj,R;T||% : ||ET||SpeC ) HET - ETHS1oec
where we know by Lemmas and that ||Uj,R;TH% =0(2'T~1) and
|X7]lspec < |lex|[1,00- Moreover, we can write:

o0

HET - ET”spec < Z Sup(as,s-i-u - 5s,s+u)
s

U=—00

0o -1 00
= Z sgp Z Z (w?n;T — Qe,RT(s)) “Yen(8)en(s +u)

U=—00 f=—00 N=—00

+R1+R2 (4.31)

with

s —1
Ry = Z sgp Z QZ,RT(S)‘I’E(U) Luj> 1z

U=—00 f:—oo
and

o0 —[logy ()] -1

Rs = Z sup Z Qe (s)Ve(w) Luj<nrp-

U=—00 {=—00
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As
e’} —1
> osup > Qur(syVelu)
u=—o00 ° f=—co
= Z sup\RTll/ dz cx (z,u) ,
u=—o0 ° Rr(s)

the rate of Ry is or(27/7) by Assumption Next, using |¥y(u)| < 1
uniformly in ¢ < 0, we get

00 —[logy(T)] -1

o< Y swplRel ™ [ DTS ey
u=—oo ° R (s) {=—o00
~[log, (T)] -1
<2Mp Y supSy(z) = O(Mg/T)
{=—00 z

using Assumption EE4l  Assumption EEH on the rate of of clipping se-
quence My implies M7 /T = op (2_JT), and then

|R2 | = or (27JT) .
The main term of ([31]) is bounded by
oo -1 00
dosw D, ),

u=—o0 ° f=— logy T'n=—00

Rl /R g = S W5+l (432)

By Definition Bl we can write

n—s

e~ S < F + 5 () 5t ("7 +2) |
SECEETE=]

which, when replaced in ([E32), leads to three terms. By (B2Zd) and
Z3), the first term is O(T~!). For the second term, with a change of
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variable z to z + s/T, we get:

[e.o]

ngpi Z|RT|1/T dz

U=—00 —oon )

1(2) s (2 )

X |¢€n(5)¢€n(s + U)|,

where R7(0) denotes the interval Rp(s) shifted by —s. If we use that
|¥en(s)| is uniformly bounded and that > o7 | (s + u)| = O(Ny),
the second term is bounded (up to a multiplicative constant) by

CEDSET D s ICIERICES)

(0)

l=—00 n=-—00
< |Ry|! Z Ng/ dz 2| TV(S) < Rz Z N, L,
{=—o00 {=—o00
= O(|Rrl)

by assumptions ([B24) and (B20). The third term is

[e.e] o0

ngpz Z|RT|1/ dz

u=—00 f=—00n=—00 R (s)

Se(2)— Sy (”;S —I—z> ‘x

X | (8)en (s + u)l.

If s denotes the infimum of R7(s), we decompose the integral as follows:

> sup > Y el

U=—00 {=—00 N=—00

|RrT|—1 SOJF%
/ dz
So+%

2 Se(z) — Sy <% + z) ‘|Tpgn(8)d)£n(5 +u)
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which can be rewritten with the change of variables y := z — s — k/T,

> sup > Y el

U=—00 {=—00 N=—00

RrT|=1 41
k n—s+k
S s e ) 2

k=0
X ’wén(s)wfn(s + u)‘
Assumption ([B24) for the sum over k with (B28) leads to the bound

Z sup Z Ly Z IRTT | — s|[en(8)Yen(s +u)|.

U=—00 {=—00 n=—oo

The compact support of 9y, (s) implies |n — s| < Ny. Therefore, (B29),
(Z3) and (Z3) leads to O(|RrT|~1). Finally, we summarize all the
rates that found we found above:

27T (o7 O5,R,T — ?RT)
= O (T + [Re| + [ReT|7Y) + | Ra | + | Rz
=0 (T7"+|Re|+ |ReT| ") + or(2777) + op(2777)
= op(2777)
by Assumption
Let us now turn to the stochastic term |6]2-7R7T - 5]27R7T|. Lemma

implies the existence of a random set A which does not depend on j and
such that Pr(A) > 1 — op(1) and

|Q] Rr(s);T Qj Rr(s) | ko V I(2|7?’T|72Ti1 (433)

almost surely on A, for all T > Ty and j = —1,...,—Jp. We can write
T-1 T-
Ty~ TRl <2 ) ‘ Z U %
h,t=0 s,u=0

-1

S Z (QZ Rr(s TQm JRr(s);T QZ JRr(s) Qm JRr(s) )

{m=—1logy, T

X Wy(s — h) W (u— h)‘ Ls—ni<mp Yunj<ary  (4:34)
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almost surely on A. Using the decomposition

Q( JRT(s); TQm JRr(s);T Q( Rt S)Qm Rr(s)
(Qm Rr(s);T Qm JRr(s) ) Qﬁ JRr(s)
+ (QeRrr ()T — QuRr(s)) @R (s):T

the first term of the right hand side of (E34)) is split into two terms. On
A, the first of these two terms is bounded as follows (the other term is
bounded similarly):

T-1 T-1 -1

DYDY (Ut”U(] Y. (Qurrr — Qure(s) Ym(u—h)
h,t=0 s,u=0 m=—logy T'
-1
X Z Qe,nq’e(s—h)‘l\km@MT
(=—Mr
T-1 T-1 o
< 2krlogy(T)\/ Ka|RrT|~1 Z Z |Ut(§)Ut(1]L)|X
h,t=0 s,u=0

X ‘ Z Qo rp(s)Ve(s — h)‘l\s—u|<2MT

=M
T-1T-1

< 2kr logy (T) VKo ReT |71~ > v |Ljs—uj<ansy X
t=0 s,u=0

X Z SUP‘ Z Se(z )‘I’E(h)‘

—log, T

~0 <2jMTkT\RTT]_1/2 T~ log} T) a.s. on A
using Assumption Bl (Equation (X)) and Lemma B4l The result fol-
lows from Assumption O

4.4.4 Proof of Theorem &1l

By Lemma and Proposition and for T large enough, there exists
of a random set A such that 1 — Pr(A) = or(1) and ([EI0) holds on A.
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Then, if A° denotes the complementary random set of A, we can write:

Pr(|Qjr1r — Qjr| > GjR.1TN)
=Pr(|Qjrr — Qjr| > 7jr 1rnlA) Pr(A)
+ Pr(|Qjrir — Qjr| > 7j,r,1n|A°) (1 — Pr(A)).

The second term of this sum is bounded using Lemma To bound the
first term, we observe that Proposition implies 6]27R7T > 0']2-7RVT — 7
on A with o7 = o7(2/7/7T~1). Together with Proposition EZIl this
implies

~2
IRT 51— 2L —1—op(1) > 1 (4.35)
9;R,T 95, R,T
forall j = —1,...,—Jr, as T tends to infinity. Then, we can write:

Pr(|Qjr;r — Qjrl > 75 =,TN)

YT
<Pr | |Qjrr — Qirl > ojrTn [1— = ‘A
95 R,T

+ OT(l).

and Proposition leads to the result. O
4.4.5 Proof of Proposition 4.4

We first prove the following lemma, stating an exponential inequality
for quadratic forms of Gaussian random variables. This result is a gen-
eralisation of a similar result obtained by Laurent and Massart [57] for
chi-squared distributions, and is proved in the spirit of Spokoiny [[106].

Lemma 4.6. Let Zy = (Z4,...,Zr)" be a vector of iid Gaussian random
variables with zero mean and Var Z1 = 1. If Mr is a T x T symmetric
and positive definite matriz, then

(n—tr MT)2>

Pr (ZrMrpZy <n) < exp (—
( ) 4| Mr||3

provided that n < tr M.



4.4 Proofs 137

Proof. By assumption on the matrix My, the decomposition My =
O%ATOT holds with a diagonal T' x T matrix A7 and an orthonormal
matrix Op. If we denote Y = UjZyp, then Yo is a vector of iid Gaus-
sian random variables with zero mean and VarY; = 1. We can write
ZMrZyp = Yo ArY = 325 N Y2 with A; > 0. Moreover, tr My =
tr A, tr A% = tr M2 = |Mr|3 and || Mr|lspec = max{A1,...,A7}. A
Chernoft bound on Y leads to

Pr (ZMrZy < 1) = Pr (YpArYoy < n)

< exp [;g(f) (—tn+logE exp(tZ’TATXT))}

T
= exp [%25 (—tn + Z log Eexp()\itiff))

i=1

and, using that
2 1 2
log Eexp(a;Y;") = —5 log(1l —20;) < a; +
holds for o; < 0, we get
Pr (ZpMrZp < n) < exp %Eg (=tn+ttrAr + 2t A7) | .

The result follows by taking t = (n — tr Ar)/(2tr A2). O

Lemma EL8l is not directly applicable on the quadratic form Q.7 =
Z/TM]‘,R;TZT because the matrix M; .7 is not definite positive in gen-
eral. In the next lemma, we show how this matrix can be approximated
by the matrix M;R;T, defined as

* _ wl/277 0% 1/2
iR =27 UjpaXe”

where the entry (s,t) of the matrix U}:R;T is
-1

= WlRT Y 2P0,
l=—logy T
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with 79 > sup;(supy<g 2_5/2|Aj}1| > 0. The matrix M7y r is clearly
symmetric. It is also positive definite because U;‘:’R;T is positive definite:
For all sequences z = (1, ...,27)" of £2, the quadratic form

-1 T—1 2
imar= R S 2S5 o)
l=—log, T s=0 \keRT

is strictly positive.

Lemma 4.7. Assume Assumptions [{_1] to [[.3 and Assumption hold
true. Define 1 such that

~1

0 i 2 Ay

<71<’Yo£if0 Z 27 A
{=—1log, T

The following properties hold true for T sufficiently large:
IR e < tr(Mjrr — Mjrir) < 2llex,rll1,00%/RI ™ (4.36)
where ¢ is defined in Assumption [[.3,

| M} R — MJ,R;Tngec < |Mfrr — Mjrrl3
SAN_GIR| T lex | oo T logy(T) + O(T7Y),  (4.37)

and, if Zy = (Z1, ..., Z7)" is a vector of iid Gaussian random variables
with zero mean and Var Z1 = 1, then
> (4.38)

Proof. 1. We prove @38). Write tr(M; . — Mjrr) = tr(Miz.p)—
tr(M; r.7), where, from Lemma BTl and Proposition BTl the sec-

Pr (Zp (M iy — Mjrir)Zy > M)

=0 (exp

where Ap = tr M;R;T —tr Mj,'R;T + tr Mj,R;T loggl T.

\/T tr Mj,R;T
logs T
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ond term is E(Zp M, rrZr) = Qjr + O(2/2T~1/2). Moreover,

tr(M; r.r) = tr ( /TUj*,R;T)
1

= [RT|™ ) CX,T(%,U) > 2PWy(u)  (4.39)

$,u=00 {=—logy T
[ee) s -1
— ’yo‘RT‘_l Z Cx (T, ’U,> Z 26/2\115(11,)
$,uU=00 l=—logy T
+ Restr . (4.40)

We now derive a bound for Restr. First we denote Ar(s/T,u) :=
exr(s/T,u) —ex(s/T,u). We first show that TV(Ar(-,u)) is uni-
formly bounded in u. For all I € {1,...,T} and for every sequence
0<a; <az <...<aj <1, wecan write

At (aj,u) — Ar (a;—1,u)

2 £ (5 (E)-se)-

j=—00 k=—00

X Yix([ai T])Yjk([a;T] + u)

2 5 () 5]

j=—00 k=—00
X Yjk([ai1 TN Yjk(laia T] + u)
+O(T™)
where the O(T~!) term comes from the approximation (BZJ).

Now, substitute k by k + [a;T] in the first sum, and by k + [a;—17
in the second one. This leads to

At (ai,u) — Ar (a;—1,u)

—1 o]
k k
— Z {Sj <?+ai) —Sj <T+ai_1>+

j=—00k=—o00

+ S (ai—1) = S; (a;) }%’k(o)lﬁjk(u) +O(T7).
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Consequently, using the Cauchy-Schwarz inequality and (B2H),

I
[Ar (a;,u) — A7 (aj—1,u)]

i=1

—1 o]
<20 L D [pn0)gu(u)] < 2p+ K,

j=—logy T k=—o0

where K is a constant (because I < T'), leading to TV(Ar (+,u)) <
2p + K uniformly in w. We can now bound Resty in (EZ0) as
follows:

-1

RestT = ’)/O‘RT‘_I i AT (%,u) Z 2£/2\I/g(u)

§,u=—00 l=—log, T
o0 (s+1)/T s
1 2 :
iR it /S/T ‘ { r(zu)+Ar (T“) +

-1

—AT(z,U)} > 2Py,

l=—logy T

as |Wy(u)| is uniformly bounded by 1,

1 o0
< yolR[ /0 iz S Az (2 u)

U=—00

0 T
+ 7[R Z /0 dz
A (Fou) = ar (4 7o)

From Proposition Bl the first term is O(|RT|™!). Using B28)
and that TV(Ar(-,u)) is uniformly bounded in u, the second term
is also O(|RT|~1).

Now, using (B27) and the definition of the matrix A, the first term
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of (EZ0) is bounded from below as follows:

-1

x> 2Pu(u)

{=—logy T
T-1 -1 s —1
_ -1 EAW 0/2
= 7|RT| Z Z Sm(T)r}LIifo Z 2% Ame |
s=0 m=—o00 {=—1logy, T

and we get the lower bound with Assumption The upper
bound is derived from ([E39), using Assumption B, and |¥(u)| <
1 uniformly in ¢ < 0 and u € Z.

2. We prove [@37). The first inequality is (A2). From ([AX), we
write [|Mj . — Mjrrll3 < IZY2 1 8eclUrr — Usrirll3. Then,
with Lemma B2,

Ui rir = Uirerll < 20Ufrrl3 + 21U =73
-1
<RIRIPT YT 2B A 4 kIR T

ml=—logy T
(4.41)
with ZI) and Ny N,, < 2~ E™/24N_ |
AN R|R|I2T M ogd(T) + O(T ). (4.42)

The result follows from Lemma

3. We prove (E38). For T large enough, Ar is strictly positive. Using
Proposition EE7 and, from Lemma Bl using

pr = Var(Zor (M pp — Mir)Z7) = 2| M} por — Ml
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and denoting
ar = HM;’:R;T - Mj,R;THspec )

we can write

Pr (Z/T( j*,R;T - Mjrir)Zr > )\T)

< 1 (tl“ Mj,'R;T)z
<exp| -5 5 .
2 pglogs T + 2q7 tr(M;jr.7)logy T

[E3D) gives the rates for pr and gr, leading to the result. O
Proof of Proposition 4.  We can write

Pr(|Qjr.r| < mGjr1) < Pr(Qjr7 < 14GjRT) -

In the proof of Proposition EE3 we define a random set A such that
Pr(A) > 1—or(1) and @) holds. Proposition B3 implies that 55 1 <
0']2-7RVT + 47 on A with vy = 0o(2/~/TT~!). Together with Proposition
ETl this implies

2
j,R,T T

Lol <1+
95,R,T iR, T

— 1,

and then the probability is bounded by
Pr(Qjrr <nrojrr) + or(l)

with 7 = 744 /1 + /YT/O-‘]Z,R,T'
With the notations of Lemma BT, we can write

Pr(Qjr.r < nrojRT)

=Pr {ZTMJ'*,R;TZT <nrojrr + Zr(Mig.r — MJ,R;T)ZT}
(4.43)
where Zp = (Z1,...,Zr)" is a vector of iid Gaussian random variables

with zero mean and Var Z; = 1. We now define the random set Pr =
{Z/T(Mj*,R;T - J)R;T)ZT < Ar} with Ap = tr Mj*,R;T —tr MJ,R;T(l -
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logy ' T). Lemma T, equation ([E3S), gives an upper bound for Pr(P¢).
Conditioning on Pr, we can write

Pr(Qjrr < nrojrr) < Pr (_/TM}:R;TZT < nrojrr + Ar)
VTtr M, g.
logs T
Then, we are in position to apply Lemma and we get

Pr (_/TM]‘*,R;TZT SNToiR.T + )‘T)

_ 2
<expd - (nrojrr —tr Mjrr(1 —logy ' T))
h A M 1 ll5

provided that nrojr.r + Ar < tr M7 (which holds true for T' large
enough by definition of A7). Proposition Bl allows to write EQ; .1 =
tr M r.r = Qjr + r7 With rp = O(T_1/2), and then

Pr(|Qjrir| < nGjr.1)

<O (exp {~|IMjr7l;?Qi%}) + O (eXP {_\/TQLR log; T})
+ OT(l).

We conclude using that, under Hy, we can write

Qjr = UIRI™ Qju + (IR| = [UDIRIT'Q rvue > UIIRITH,

from ([EI3)). Moreover, the following bound can be derived similarly to
the derivation of (E26), but using now (EZ2):

IV .13 < llex 1T o IUS o l13

< Alex |IF o N-176IRI7>T  og5(T) + O(T ).
Then

Pr(|Qjrr| < m4GjRr.T)

T 02U VT 6|
g O _ / e +O _ /! i}
(e"p{ e }> 1 0BT IR

+ OT(l)
U
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4.4.6 Proof of Proposition
Let U be a segment of p(R). Consider the a.s. inequality

1Qjr:r — Qijur| < |Qjur — Qijul +|Qjrr — Qir| +A;(R,U)

where Aj(R,U) is defined in (EId). In the regular case, A;(R,U) <
bU)+b(R) < Cj(ojur + 0jrr)kr. Consequently, in the regular case,

Pr (R is rejected)
< Y. Pr(Qur — Qirrl > (ojur +nojwrer) kr)

UEP(R)
< Y PrQirr — Qirl > —Ciojurkr + nojurkr)
Uep(R)
+ Y Pr(Qjrr — Qjr| > —Cjojrrkr +nojR ThT)
Uep(R)

Proposition implies

Pr (R is rejected)

1 U
< _Z. -
< (#p(R)) co exp 8 1 N nrL; 29 2npv(|lex |l1,00tc1p0)
IRT|oj =, T U]‘?R;T‘RT‘\/T
1 U
+ <o Z exp _§ ’ 1+ nrL; + 21/ 2nrv(|lex |l1,00+c1p)
Uep(R) UToju,r ojurUINVT

with

nr = nkr\/1 — o1 — Cjkr

= kr279/? [5(2a+p) — Va T p] .

Proposition BTl leads to 0']-_7713771 < 2774/ K{Y|RT)| and similarly for aj_’&’T.
As § < |R| < U] < 1, we consider the dominant terms in the sum, and
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we can write, for T' large enough, and with 2_ij < pN_q,

Pr (R is rejected)

1 Ui
< 2¢p (4p(R)) exp T84 e mrollexlerap)
VE1|RT| V2K
Replacing nr and using 2a + p > y/a + p lead to the result. O

4.4.7 Proof of Theorem
We first prove the following technical lemma.

Lemma 4.8. Let Zy = (Zy,...,Zr)" be a vector of 4id Gaussian random
variables with zero mean and Var Zy = 1. If M; g 7 is the matriz [{-23),
v 18 a positive constant and p > 2, then, there exists Ty such that

p
E (_/TMj,R,TZT —tr ijRvT + UkTT_1/2>
<C (Ii, v, HCXHLOOap) Tﬁp/Q (21+j/2|7?/|71 + Uk‘T)p
for all T > Ty.

Proof. First, we write

r _ , —1/2\?
E —TM]7R7TZT trM]7R7T+UkTT

p
p
=> ( . ) E(ZyMjrrZy —tr MjrT)" X
r=0
X P TEETTT(PT/2 (4.44)

Due to the relationship between the centered moments of a random
variable and its cumulants, we can write

E (ZrMjrrZr —tr Migr)"

,

— T T

= E E C(P1y- s Py M Ty ooy Ty TRl o K™
m=0

where the second sum is over pi,...,pm,T1,..., Ty in {1,...,7} such
that Y /" pim; = r, Kp, is the p;th cumulant of Z;M;rrZy and C
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denotes a generic constant in this proof. From Lemma B, we can
write, using (EZ9) and Proposition BTk

Kp; <2pl 2( _1)'Var(ZTM]RTZT)HM]'RT|spec
< 2772 (p; — 1)1 KquPi™ ZHCXHIl?zOO 2IPi/2| R |~Pip—Pi/2,
Consequently,

E(ZrMjrrZy —tr Mg 1)
< C (8, llex o0,y v)2 TR IR |TITT2

and using this inequality in (fLZ4)) leads to the result. O

Proof of Theorem Let R be the interval selected by the estima-
tion procedure. We consider two cases: |R| < |R| or |R| > |R| and split
the expectation into two parts:

E|Sj(20) = Sj(z0)[P = E|Sj(20) = j(20)I” 115/
+E|S;(20) = Sj(z0)P Lz (4:45)

First term (|R| < [R])

In the first case, we make use of the inequality |a — b|P < 2P~ YalP +
2P~ 1{p|P and write

G -1
E|Sj(20) = Sj(20)” 1igj<iry < 277 ElS;j(20) — Q; 2 L1z« 1w
1
+2TEIQ e — @l R 1<y
As |R| < |R], the evolutionary wavelet spectrum is homogeneous over
R and R and then property ([BI8) holds for R. Then, using Proposition

ET on the variance, and the first point of Assumption B the first term
of the right hand side is bounded as follows:

QP_IE‘S]'(ZQ) — Qj,ﬁ’pl\ﬁ\d?ﬂ < QP_IE(Cij7R7TkT)p
< 277 CPRE{K,27 /(T6)}P/
= 27" H(ov + p) Kok P/3(T5) /2 (4.46)
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by definition of C; (see Equation ([EIJ)). Now, if we denote G =
Z'pM;rrZp — tr Mg 7, then the second term may be written

271E|Gr + biasT|p1|m<|R| < QQP*Q(E{|GT|I’1W~Q‘<|R|} + |biasy|P)
where, using Lemma ETl and Proposition BTl for T' large enough,
|biasy|P = [tr Mjr 1 — Qjr|P
= |EQjr 1 — Qjr[P
< C(p)2P/?r—r/? (4.47)
with a constant C'(p) depending on p. Finally, we now show that E|Gp|P

is uniformly bounded in 7. Using § < |R| < |R|, we first note that
Propositions Bl and B imply

WK 1 2
Pr( |Gr| > A ) <exp| 2 —FF—— |, (4
02T 2 1+ 9T |RT|
+ 21/ K1

Denote pur = 27Ky /(6%T) and clip the integral
oo
E|Grl? = / dz Pr(|GrlP > 2)
0
at point qu)“/ ?. This leads to
9 o0
BGrl? S+ [ da Pr(Grl > 2)
Hr

and, with the change of variable z = yp,ug/ 2, we get

o0
BIGrlP Sl +publ? [ dyy? ' Pr (\GTV’ > yu1T/2>
1

2 o2 [~ | 1 y?
S pp T+ py dy y*~" exp | = N
1 14 2970 s e
1
For computing the integral, we note that 1 < y, and then we have
to compute floo dyyP~ ! exp(—ary). Straightforward computations show

that this integral is bounded, up to a constant, by

5, 4o VRT ?
21K,
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which is multiplied by ,u,l}/ % and then gives a constant bound, indepen-

dent of T" and j.
In conclusion, in the first case, we get the bound

E[Sj(20) = S(20)I” Li2/</r|
< 227 H(a + p)Koki }P/2(T6) 7P/
-2 ip/2—p/2
4+ 9202 (Ellﬁldm + 9ip/2—p/ >

from ([EZ0) and ZD). As

El gz g = Pr(|R| < |R|) < Pr(R is rejected) = O (T_Cp\/g)
by Proposition EBl we can write

E|S;(20) = Sj(20)[P 15y = O(T =PV + h.(T6)77/?).

Second term (|R| > |R|)

We consider now the second case. Select a subinterval &/ in R N p(R)
containing zp. Then, consider the decomposition

E[Sj(20) = Sj(20)” 1iz5/r) < E{\Q]‘,u — 5j(=0) [+

p
+1Qjur — Qiul +1Q; z.r — Qj,u;T!} :

As the wavelet spectrum is regular on & C R, the term |Q ;s — S;j(20)|
is bounded by Cjo;y rkr. On the other hand, using Proposition ET],
’QﬂfﬁT — Qﬂ/d = ‘Qj,U;T — tr Mjﬂ;T‘ + Rp with Ry = O(Qj/QTfl/Q).
Moreover, as R is selected by the estimation procedure, it holds |Q R
Q]‘J,{;T‘ < (775]»77%77« + ?75'j7u7T)kT. Finally,

E[Sj(20) = Sj(20)” Ligsiry < E{l@j,u;T — tr Mgz

p
+ Rp + CjUjM’TkT + (naj,fz,T + 7]0]'71,1771) kT} .



4.4 Proofs 149

With 2a + p > /a + p, we can write
jp _ . 1/2 —-1/2
C]U]7u7Tk:T + 770]-773771 + Noju,T k‘T < 11(2a +p)K2 |UT| k‘T .

Lemma LY proves the existence of a constant c5; depending on k, v, p, Ko
and on |cx|1,00, such that, for T' > T,

E{ |Qju;r — tr M|
p
+ Ry + Cjojuror + (770'j77”27T + AUj,L{,T) k?T}

< Ut P2 {29257 4 1120 —l—p)kT}p

since [R| > |U| > 6, and the result follows. O
4.4.8 Proof of Proposition
Suppose |Ro| V |R1| = |Ro| w.l.o.g. and write

Pr (R is not rejected)
<Pr{Qjr1r — QjRro1 < N0jRT + 0jRoT)ET} -

As in the proof of Proposition BZ4, we approximate Mp = ¥/.(U; r.m —
Ujror)Er by My = E7(Ufp.p — Ur gy 7) X1, Where U 1 is defined
in Lemma E7 Define the random set Pr = {Z/(M} — Mp)Zy < A}
with Ay = tr M%& — (1 — logy ! T) tr My, where Zp = (Z1,...,27) is a
vector of iid Gaussian random variables. As in the proof of Lemma ET,
equation (E3), we have

Pr(Py) = 0O <exp {—M}> .

logs T
Conditioning on Pr, we can write

Pr (R is not rejected)
SPr{ZyMiZy <n(ojrr +0jRer)kr + A}

T
+0 (exp {—7\/_% Mr }> .
logs5 T
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We are now in position to apply Lemma L6 with the symmetric, positive
definite matrix M}:R;T' As n(ojrr + 0jRo)kT + A < tr MJ for T
large enough, we can write, with Lemma FL0]

Pr (R is not rejected)

< oy ] LR T+ 0iRe T)bT + Ay — tr M)
R Var (25 M;.2)

T tr M
+ 0 <exp{—7\/_ ; T}) .
logs T'

Lemma 7 leads to Var (ZM#3Z) = O(|Ro|T'log3 T), and then, re-
placing Ap, the rate of the probability becomes

O | exp {_—T(tr M) |Rol } + exp —7\/?“ Mr .
log2 T log2 T

The result follows using tr M = 0. O

4.5 Possible extension

We end this chapter with an open question for future research.

It is well-known that wavelets are suited to decompose certain inho-
mogeneous signals into a sparse wavelet coefficient vector. Consequently,
the simultaneous localisation of wavelets in time and scale leads to pos-
sibly very sparse representations of evolutionary wavelet spectra. In this
open section, we would like to develop this idea and to give an insight
how the question of testing sparsity can be addressed.

In the multiscale representation (BZZ7) the coefficients S;(z) are de-
pending on the continuous rescaled time z € (0,1). As ¥;(0) = 1 for all
scales j, (B2Z0) decomposes the instantaneous variance as

-1
x(2,0)= Y S(2). (4.49)

j=—o0

If we assume this variance to be non zero, it then follows that, at each
time z, there exists a scale j where S;(2) is non zero. If only few scales
are non zero for each z, we say that the wavelet spectrum is sparse.
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There are many approaches in the literature where the notion of
sparsity is quantified. In the context of wavelet decompositions of sig-
nals, we refer to Abramovich et al. [1] and the references therein for some
possible definitions. One possibility to define a sparse wavelet spectrum
is to test the null hypothesis that at most M scales are active, i.e.

Ho: #{j : Qjre0} < M

for a given time interval R and a given integer M. In this formulation,
the number M quantifies the degree of sparsity.

For testing this null hypothesis, what kind of test statistic can be
derived? A natural procedure is to consider all the histograms

’Uj:Qj,R;T j:—l,...7_JT,

and to consider the corresponding rank vector v(_1) = v_g) = ... 2
v(—Jjp)- According to our definition of sparsity, it is expected that the
Jr — M first elements of this rank vector differ significantly from zero.
Then the idea is to test the significance of the next component, namely
V(—Jp+M-1)-

However, other definitions of sparsity could be possible. Sparsity
can also mean that there is a relatively small proportion of relatively
large histograms (as in Abramovich et al. [1]). Rewrite the sequence of
theoretical histogram as follows:

HJZQ‘LR j:—l,—2,...

We then have to control the decrease of the rank vector 6 ;), and sparsity
would mean

Ho: 04 < M[j|™"  j=-1,-2,...

Such constraint corresponds to an ¢P constraint, and the interesting
range is for p small (substantial sparsity).

In that case, one way to test the sparsity is to study the decrease of
the empirical vector v(;), and this can be done for instance through the
False Detection Rate principle [fl]. However, this methodology leads to
new challenging theoretical problems, in particular for the control of the

correlation between different scales of the CWP.
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CHAPTER 5

Computational aspects
and applications

Above, we have considered two main problems, namely a local test of
significance () for an evolutionary wavelet spectrum (EWS), and the
pointwise estimation of the EWS. From a theoretical viewpoint, there
exists a link between the solution of these two problems, since they are
based on a non-asymptotic result on the deviation of a linear functional
of the wavelet periodogram (Theorem ETJ).

The first aim of this chapter is to study the performance of these
procedures on some simulated examples. Moreover, we show how they
can be applied on some practical examples. We also provide an applica-
tion of the method given by a new test of stationarity. This test is also
illustrated on real data.

5.1 Preliminary remarks

In the following, the performance of the tests is evaluated on two specific
models. The first one is a white noise with mean zero and variance 4,
herewith denoted by W; ~ WN(0, 02 = 4). This is of course a stationary
process and, from the resolution of identity (BIZ), its spectrum is given
by Sjw(z) = S]W = 27*2 for all z € (0,1) and j < 0. A plot of this
theoretical spectrum is given in Figure BJl(a). As the energy is spread
evenly on all scales at each time point, this model corresponds to a non
sparse spectrum.

The second model used in our simulation is nonstationary. It is given
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(a) Wavelet spectrum of the stationary — (b) Wavelet spectrum of the concate-
process Wi ~ WN(0, 4). nated Haar process H:.

Figure 5.1: The two theoretical wavelet spectra used in this chapter in order
to evaluate the performance of the procedures.

by the concatenation of two simple stationary processes and corresponds
to the wavelet process generated with the spectrum

1 ifz<05and j=-1,
SH(z)={ 1 if2>05andj=—4,

0 elsewhere

and nondecimated Haar wavelets. A plot of this spectrum is given in
Figure BII(b). The process is stationary on the two segments of time
(0,0.5) and (0.5,1). Each of these segments corresponds to a special
MA(q) process. More precisely, the whole process, which is denoted by
H,, is given by the concatenation of the MA(1) process

1 1
ﬁst - _251‘/71

on the first segment, with the MA(15) process

{615} ~ WN(O, 1)

1 1
Z(gt +o ) — Z(Et—s + o+ €t-15) {ee} ~ WN(0,1).
on the second segment. The EWS of the process H; is especially sparse,
because, at each time point, only one scale is nonzero.

In the second model, the breakpoint between the two concatenated
processes occurs at time z = 0.5. Here, it is worth mentioning that the
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breakpoint may be placed at any time point in the rescaled time, and
not only on dyadic time points. This is absolutely not a limitation of the
model. Our choice of z = 0.5 here is simply for the sake of convenience.
Later in this chapter, we will define a process with a breakpoint at a
non dyadic time point (see Section B.A).

In the following, our evaluations are based on simulations of sample
size T' = 500. Indeed, the model does not limit the sample size to be a
power of two. Our experience let us think that the sample size T = 500
is quite small in a context of nonstationarity modelling. This should
be taken in mind in the interpretation of the following results. We also
mention that the sample size of the real data in our study case will be
significantly larger.

Figure 2(a) and (b) shows a realisation of the two processes Wy and
H; with Gaussian innovations §;; and nondecimated Haar wavelets. We
also compute the mean of 100 wavelet periodograms I, and corrected
wavelet periodograms L, i, computed with Haar wavelets in the two
cases, from 100 independent realisations of the processes W; and H;.
Figure B22(c) and (d) empirically show that, without the correction by
A=Y in (B31), the wavelet periodogram is biased for the estimation of
the wavelet spectrum.

What is not showed in Figure is the high variability of the cor-
rected wavelet periodogram. Figure plots a single corrected wavelet
periodogram computed from one realisation of H; with T" = 500. From
this figure, we can also see that the correction by A~! in the compu-
tation of the CWP in (B3l) may lead to negative values at some time
points. This happens because, in pratical situations, the correction is
provided with a finite-dimensional matrix Ap of dimension T'xT'. In our
simulations below, this point does not pose a practical problem, since
we are smoothing the CWP using histograms with a large window, and
the negative values disappear.
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Figure 5.2: These plots concern 100 paths of W; and H; with sample size
T = 500. H; corresponds to the spectrum of Figure BII(b) using Gaussian
innovations ¢;; and nondecimated Haar wavelets.
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Figure 5.3: Corrected wavelet periodogram of one single realisation of H; (T' =
500).

However, if for some reasons it is desirable to guarantee the CWP
to be nonnegative, one may use a refined algorithm for the correction,
ensuring the positiveness of the CWP. One example is provided in [38],
where the CWP is computed from the Linear Complementarity Problem
[78], i.e. from the system

Ijk;T < Zm<0 Amijk;T
Lmk;T =0
> <0 (Xm0 Amj Lk — Ligr) Ljkr = 0.

We do not use this option later in our work.

5.2 Test of local significance

We now apply the test of local signifiance of the CWP developed in
Section EEZ21to the two models described in the preceeding section. In this
section, we assume that all nuisance parameters of the test procedure are
known. The question of the preliminary estimation of these parameters
is deferred to the next section.

In theory, the test is based on the exponential inequality given by
Proposition However, this bound is not sharp enough for our appli-
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cations. The reason is revealed by some careful reading of the proof of
this proposition. The proof is based on the decomposition

Qjrr — Qir ={Qjrr — E(Qjr1)} + {E(QjRr:T) — QiR}-

The bound for the deviation of the first term (the stochastic term) comes
from a general result giving an exponential bound for quadratic forms of
Gaussian random variables (Proposition EE7)). As we shall see in this sec-
tion, this bound leads to sensible results in our simulations. In contrast,
the bound for the second term (the deterministic term) comes from an
upper bound for the bias, derived as in the proof of Proposition EIl
This bound is not sharp.

One solution adopted in this chapter is to base the test on the null
hypothesis

Hj : E(Qjr.1) = 0 for a fixed scale j < 0 and for all z € R.

Then, the test may be based on the inequality

Pr(|Qjr;r — EQjri7| > 0jr,1M)
1 772

8 21/2v|jex||1,00
1+ |RITY 20, .1

<exp | — , (5.1)

which is derived along the lines of the proof of Propostion

The test has been applied to simulated series from the two models
described above. From each simulated series, we have computed the
test statistics 77 := |Q; r.7|/0jr;T for scales j = —1 up to —6 and for
different choices of intervals R. In the case of the spectrum of Figure
bETl(a) (standard white noise), we consider only the interval R = (0, 1).
In the case of the second model, in Figure EII(b), we have considered the
most relevant intevals R = (0,1/2), R = (1/2,1) and R = (0,1). Having
computed 77, we then evaluate the upper bound (B1l) for n = 77, i.e.
we compute an approximated p-value of the test.

The results are presented in Figure B4l In this figure, we present a
box plot of the 50 p-values obtained from 50 independent replications of
T = 500 data. These show that very small p-values are obtained where
the spectrum is not zero, and large p-values correspond to regions of
sparsity. If we focus on the results for the white noise process, we can
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see that the test rejects very well the finer scales. However, the test does
very often not reject the null hypothesis of sparsity for coarsest scales.
This is due to the fact that the true EWS of the white noise at scale j
is proportional to 2/ (j < 0). Then, the signal-to-noise ratio at lower
scales is very low. This is in contrast with the process Hy, which is 1 at
scale —1 and —4, for the rescaled time z < 0.5, and z > 0.5 respectively.
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Figure 5.4: p-values of the test of significance applied on the processes {W;}
and { Hr}, whose the theoretical spectrum is respectively in Figure B a) and
(b). The results are based on 50 independent similations of times series with
500 data.

We also note from these results that the test makes a correct distine-
tion between zero and nonzero regions of H; on the whole scale (Figure
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EBEZ(b)). Remember that, at scale j = —1 and —4, only half of the true
EWS is active. This remarks leads to the following interesting question
of how to study the behaviour of the test over an interval containing
some inactive regions. For this, we consider again the concatenated
process {H;}. Let us consider the test at scale —1 for instance. The
idea is to study the behaviour of the test statistics 7 when testing the
signifiance over the interval (z,1), where we let the time point z vary
between 0 and 1/2 in the rescaled time. The behaviour of the p-values
is plotted in Figure B(a) as a function of z on a grid of (0,0.5). If we
fix the nominal level of the test at a = 0.05, this figure shows that the
test rejects mostly the null hypothesis on (z,1) when z < 0.15. In other
words, 175 data corresponding to a non-zero segment of the spectrum
were necessary in order to have a correct control of the Type II error of
the test.

Similarly, in Figure BH(b) the test is also computed at scale —4 from
the same process, for testing significance on (0, z), where z takes its
values on a grid of (0.5,1). This figure shows a nice empirical result,
because the conclusion is the same as for Figure B0(a): If we fix the nom-
inal level of the test at o = 0.05, 175 data corresponding to a nonzero
EWS at scale —4 are necessary in order to have a correct control of the
Type II error of the test. This observation will be useful later, for the
practical applications of the pointwise adaptive estimator of the EWS,
because this simulation helps to understand how many data points are
needed if in practice one wishes to detect a breakpoint in the spectrum
with high probability.

Remark 5.1. In our software, we have also used the following approx-
imation for the deterministic matrix U;z.r defined in (ES): The entry
(s,t) of Uj .7 is approximated by

-1
IRT|™N > A Wy(s— 1),
¢=—[logy T'

Since the approximated matrix is now Toeplitz, its encoding is signifi-
cantly quicker than the encoding of the true matrix U; .. O
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(a) p-values of the test of significance for {H:} at scale
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(b) p-values of the test of significance for {H:} at scale
j = —4 computed on R = (0, z), where z varies on a grid
between 0.5 and 1.

Figure 5.5: p-values of the test of significance for {H;} with respect to an
interval R with a varying length (based on 50 independent simulations of length
500). The horizontal line indicates the value 0.05.
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5.3 Estimation of the variance

In this section, the preliminary estimator of the variance described in
Section is evaluated on simulations of the process H;. Recall that
this estimator depends on two quantities: the interval Ry and the num-
ber M7 (see Assumption EEH). We have tested the robustness of the test
of significance with respect to these two parameters, and we present here
a typical result.

In the following experiment, we simulate 50 times a realisation of the
process Hy, with T' = 500. Suppose we would like to test the significance
of the spectrum at scale j = —1, over the interval R = (0,1). For
each sample path, we compare the approximated p-values of the test
obtained from four different test statistics 7p. The first statistic uses
the theoretical variance, as in the previous section. The three others
use an interval Ry with length |Rp| = [logy T], and with Mp = 0,1,2
respectively. Note that Mpr = 0 corresponds to the case where the
covariance matrix X is estimated by a diagonal matrix (see equation
E3)). In our simulations, the interval Rr(s) is centered around s.

Thus, this experiment considers an interval Rp with a constant
length [log,(500)], and studies the variability of the test procedures with
respect to the clipping parameter Mp. Figure B8l presents the results of
the experiment for two scales (j = —1 and —2) and for the most relevant
testing intervals R = (0,1), R = (0,1/2) or R = (1/2,1). An observa-
tion of these results show that there is no significant difference between
the four situations. This can be considered as a general conclusion, also
for scales lower than —2 which are not reported here.

More surprisingly, we note that the best result is not obtained with
the test statistic computed with the theoretical variance. In most of the
plots, this statistic leads to a more spread out box plot than the one
based on the estimated variance. A possible explanation for this phe-
nomenon is that the theoretical variance sz’R is an asymptotic quantity
depending on the local covariance function cx(z,7) (see (B27)). From
a practical viewpoint, this local covariance may be far from the true
finite-sample covariance given by Cov(X|,r) 7, X.114-7). This argu-
ment especially holds in our case, where the simulations contain only
T = 500 data.
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Figure 5.6: p-values for the test of significance applied on the process {H:} (50
independent replications of T" = 500 data. Each figure presents four box-plots.
The first correponds to the test statistic computed with the theoretical variance.
The three others are with an estimated variance matrix, with My = 0,1,2
respectively with |Rr| = [log, 500], see equation ().
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In conclusion, even if the choice of Ry and My is important for the
preliminary estimation of the covariance matrix 7, their impact on the
quality of the test of sparsity is limited. In practice, we recommend
to set Ry = logy T'. In our applications, we use the following rule for
the choice of Mrp. We start with a large value for Mp (around 10) and
examine the decreasing (or increasing) of the off-diagonals of the covari-
ance matrix. Very often, in our applications, these off-diagonals start
with an abrupt decreasing, sometimes followed by an increasing trend.
When this behaviour is observed in several off-diagonals of the matrix,
we recommand to clip the matrix just before the abrupt decreasing. This
procedure has been followed for choosing M7 in the case studies below.

We end this section by mentioning that the pre-estimation of the
variance is not computationaly expensive. The key point here is that
we only need to estimate the covariance matrix X7 by f]T of the whole
process and to store it. Then, as explained in Section EEZ3, the estimated
variance of a histogram @Q; z.7 is obtained by computing 2||U. ;7R;T2T\\%,
where the matrix U; .7 is purely deterministic.

Remark 5.2. One possible way to avoid the estimation of the variance
would be to use the bounds of the variance derived in Proposition ET]
in the test of sparsity. However, some preliminary simulation studies
showed that these bounds are not sharp in practice. %

5.4 Adaptive estimation of the wavelet spectrum

The pointwise adaptive estimator ([EEIGHETD) of S;(20) is based on the
detection of the interval R around zg where the evolutionary wavelet
spectrum (EWS) is homogeneous. In this section, we want to be more
specific about all the quantities which are needed in the procedure.

5.4.1 Choice of the sets A, p(R)

We first need to choose the sets A and p(R). Recall that A defines
a family of interval-candidates R and that, for each candidate R, the
test of homogeneity compares the behaviour of the corrected wavelet
periodogram (CWP) on R and several subintervals ¢. The set p(R)
contains these subintervals U.

Several propositions have been proposed in the literature for choosing
these two sets [74, 1105]. In our computations, we used the following
sets. For each scale j < 0, the CWP (B3I)) is evaluated on a grid k/T,
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k=0,...,7 —1in time. Let us fix an integer K that will be discussed
later on and define the set K = {iT/K,T :i=0,...,(K —1)}. The set
K depends on K and defines a grid of {0,...,T — 1} including the time
points 0 and T'— 1. We choose the set A as

A = {[ro/T,r1/T] : ro,m1 € K and ro < [20T] <71} .

Finally, the set A depends only on the parameter K that will be dis-
cussed below. Next, for every interval R = [r,,/T,r,/T] in A, we de-
fine the set p(R) of subintervals U by taking all smaller subintervals
[ri/T,ry/T] with the right end point r, /T and similarly all smaller in-
tervals [ry, /T, r¢/T] with the left end-point 7, /T"

P(R)={U=[r/T,rn/T] ot U = [ry,/T,re/T)] :m < £,k < n}
it R =1[rm/T,r,/T).

5.4.2 The procedure

The test of homogeneity of the EWS over an interval-candidate R is
based on the test statistic

Tr(RU) = — |Qjrim — Q|
log3(T)/Var [Qjrir — Qjuu:r]
for each subinterval U in p(R). An upper bound for the deviation of

this statistic is given in (EETH). In other words, under the assumption of
homogeneity, that is if the difference A(R,U) is small, then

PI“(TT(R,U) > 77) < g(R7u777) ) (52)

where g follows from equation (EIH). Then the adaptive iterative pro-
cedure for selecting the interval of homogeneity may be summarized as
follows:

Initialization. Select the smallest interval R in A.

Iteration. Select the next interval R and calculate the corresponding
estimate ();r 7 and the estimated variance &?RT.

Testing homogeneity. Reject R if there exists one U € p(R) such that

g(R,L{,TT(R,U)) > go -
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Loop. If R is not rejected, then iterate using a larger interval. Otherwise,
select the latest non rejected interval.

This procedure requires the preselection of the sets A and p(R), but
also the choice of a constant gg which will be discussed later on.

Remark 5.3. With the approximation explained in Remark Bl the
denominator of the test statistics is simple to compute. Indeed, following
the reasoning at the beginning of Section L2, the variance of |Q;r.7 —
Qju:r| is simply QHUJ’.MR;TETH%, where the entry (s,t) of Ujy r.r is
given by

-1
(IRTI™ = uT|Y) Y. A (s —1).
t=—[log, T

In our computations, the matrix X7 and the sum over ¢ are first com-
puted and stored. Then, the variance is computed by a normalisation
with the factor (|RT|~ — [UT|™1). O

To end this subsection, let us discuss two technical points of the
algorithm. The first point is the choice of the first interval-candidate R
needed to initialize the procedure. One first recommendation is to not
take this interval too small. Here, the study of Figure above is very
helpful. From this study, we conclude that this interval should not have
less than 175 data, such that we have a correct control of the Type II
error of the test.

The second point is: having accepted an interval R in the procedure,
how can we define the next interval-candidate in the iteration step? The
point here is that increasing of R may be done to the right of the interval,
or to the left of the interval. In our code, we consider the two possibilities
at each iteration, that is we consider an increasing to the right, denote
it by R, and to the left, denote it by R,. We test the homogeneity of
the EWS over R, and R, seperately. If the test rejects the homogeneity
over one of the two intervals, then we reject this interval and do no
longer increase the interval-candidate in this direction. If the test does
not reject any of the two possibilities, then we compare the minimal
probability obtained in the two situations, that is we compare

r = i RT,U,T Rrau
m uéﬁ%%r)g( 7( )
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and

my= min g(Re,U,Tr(Re,U))
Uep(Re)
and we select the new interval corresponding to the maximum of m,. and
my.

5.4.3 Discussion of the constants K and g,

Now the procedure basically depends on the choice of two parameters
K and gg. The number K defines the set of subintervals in the test of
homogeneity, and gg is a kind of level for this test. As a matter of fact,
go plays the role of a smoothing parameter.

It is worth mentioning that the parameters K and gg are global, in
the sense that they do not depend on the time point zy where we are
testing the homogeneity. They no longer depend on R or U, and they
are fixed by the model only.

The choice of K and gg follows from some preliminary study of the
CWP. In a different context, Mercurio and Spokoiny [74] propose to
select these nuisance parameters by minimisation of the mean square
prediction error. This could also be possible in our context, since the
prediction theory of LSW processes is developed in the next chapter.

5.4.4 Simulated example

To illustrate the pointwise adaptive estimation procedure on a simulated
example, we consider a new process, called ghaar, whose theoretical
spectrum is given in Figure B(a). This process has two active scales
on j = —1 and —4. The scale j = —4 is active only from the middle of

the time series, while the scale j = —1 is active at each time point, but
with a breakpoint occuring at time point 277/3.
In this experiment, we focus on the estimation of scale j = —1. The

procedure described above is for a pointwise estimator. If we wish to
estimate a whole scale, the algorithm has to be performed on several
points of the scale. In the following, we have applied the estimator on
19 equidistant time points. If one wants to have an estimator of the
whole scale, these 19 estimators may be linked, for instance by segments
or using a more sophisticated interpolation algorithm.

Moreover, when the estimation procedure is performed on several
points of the scale, it may happen that some homogeneity tests are
computed several times for the same intervals R and /. For instance,
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Figure 5.7: The ghaar process uses the spectrum in (a) with nondecimated
Haar wavelets and Gaussian increments in the Definition of the locally station-
ary wavelet process.

this situation arises if we estimate the EWS at two points included in one
true interval of homogeneity. In theory, we expect that the estimated
interval of homogeneity R will be the same for the two points. As a con-
sequence, in this situation, many identical tests of homogeneity will be
computed in the estimation at the first and second point. To overcome
this loss of efficiency in the procedure, our code stores all tests of ho-
mogeneity for each R and U, such that each test is computed one single
time in the global estimation. In a sense, the algorithm for the global
estimation gets more and more informations when the estimation goes
from one point to another point of estimation. In terms of computation
time, the gain with this self-learning procedure is highly significant.
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Figure 5.8: Above is the result of the pointwise adaptive estimator at scale
j = —1 for the ghaar process (the solid line is the true spectrum, and the dots
are the pointwise adaptive estimators). The estimation is obtained from the
realisation of the process plotted at the bottom. The two horizontal lines on
the time series correspond to some intervals of homogeneity selected by the
adaptive procedure (see text).

The results are presented in Figure B8l and correspond to the fol-
lowing choices of parameters: K = 20, go = 0.4. In this simulation,
these two parameters are chosen by hand, but the result is robust to
this choice (that is, a small change of the parameters K and gy does
not change the estimation in a significant way). It is worth mentioning
that these results are given with the pre-estimator of the variance. For
this pre-estimation, we take |Ry| = [logy(500)] and M7 = 1. The above
figure plots the true EWS at scale j = —1 (solid line) together with our
estimators at 19 equidistant time points (dots). The constancy of the
EWS on (0,2/3) and (2/3,1) is well detected by the estimator, except
at one time point near the breakpoint. If we consider the CWP at scale
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j = —1, see Figure B7(d), one may observe that the CWP has a short
period with lower amplitudes before the time break. We believe that
the single bad pointwise estimator comes from this phenomenon. Once
again, it is important to note that the CWP is a highly variable quantity,
and our estimation is provided with only 500 data.

In the estimation plotted in Figure .8, all the pointwise estimators
near 1 select the same interval of homogeneity R, as expected. This
interval is showed together with the original time series at the bottom
of Figure Similarly, the estimators near 0.25 select the same interval
of homogeneity, which is plotted on the second plot.

5.5 Case study: Baby heart rate

The test of significance and the pointwise adaptive estimator are devoted
to different specific classes of statistical problems. On one hand, the
test of significance is of use when we would like to measure a change of
regime in an observed process. Many examples arise where the effect of
an input is measured on a time series, for instance the effect of a drug
on the heart rate measured by an electrocardiogram recording. The
resulting time series is expected to be globally nonstationary, and we
think our test procedure may be used to detect if a scale that is not
active before the input becomes active after the input. Moreover, as
already said above, the test of significance may be applied on a whole
scale, in order to test the significance of one given scale in an observed
process. On the other hand, the pointwise adaptive estimator of the
wavelet spectrum may be applied time point by time point, leading to
an estimator of the whole wavelet spectrum of the process.

In this case study, we illustrate the possibility to combine the two
procedures. The key idea is to test the significance of some whole scales
over the whole time, before performing the estimation procedure on the
scales which are significantly different from zero.

Our study concerns a heart rate (electrocardiogram (ECG)) record-
ing on a 66-day-old infant. Figure B.%(a) plots the series, sampled at
1/16 Hz and recorded from 21:17:59 to 06:27:18 (T" = 2048 observa-
tions). This series is considered in Nason and von Sachs [82] and Nason
et al. [83] as a motivating example for the exploratory analysis using
the LSW model. First of all, it is unlikely that this time series will be
a stationary time series. The heart rate varies considerably over time
and changes significantly between periods of sleep and waking. These
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Figure 5.9: ECG recording of a 66-day-old infant, and its CWP. (Data courtesy
Institute of Child Health, Royal Hospital for Sick Children, Bristol, and Guy
P. Nason [79)])
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changes are of a big interest for the paediatricians. These are related
to other variables of interest which are not easily observable nor easy to
quantify. For instance, the paediatricians are interested to measure the
sleep states (quiet, active, awake,...) using some objective measures and
the question is how the heart rate may be used as a tool for measuring
the sleep state. We shall come back later to this question of the link
between the ECG and the sleep states.

Another argument for applying the LSW model to these data is
because a preliminary analysis in the Fourier domain did not give very
informative results in terms of exploratory analysis. The Fourier analysis
we are mentioning here is a localised analysis, for instance using the

windowed Fourier transform (WFT) [Z0]. Another drawback of the
analysis in the Fourier domain is the choice of the length of window
in the WFT. Moreover, the result of this analysis is a two-dimensional
surface which is not always easy to interpret.

In contrast, the approach using the LSW model leads to a multiscale
representation of the nonstationary process. Figure BEG(b) shows the
CWP of the heart rate, computed with nondecimated Haar wavelets.
The CWP is not smoothed and highly variable, and our goal now is to
extract some useful information from it.

As a first step, we need a pre-estimator of X7 and, for this, need
to choose an appropriate parameter M7 and segment Rp. From the
conclusions of Section above, we choose Rr(z) centered in z and of
length [log, T']. The selection of My is provided as described in Section
We first compute f)T with M7 = 10 and then analyse the behaviour
of its off-diagonals. Figure superimposes the value of 10 different
off-diagonals, that is we superimpose 2575+u foru=20,...,10 and for 10
different s. This shows a similar behaviour between the off-diagonals,
which decrease quickly to My = 2 then vary slowly. We then choose
Mp = 2 in the pre-estimation of f)T.

To start the analysis, we want to detect if some scales of the CWP
are not significant. For this, we apply our test of significance over the
interval R = (0,1) at each scale. The results of the test are given in
Table Bl From this table, we conclude that the only active scales of
the data are given by j = —1,—7,—9 and —10, and the other scales are
not significantly different from zero. To our knowledge, such conclusion
is new for these data, and also very helpful since it indicates that the
analysis should focus on 4 active scales only.
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Figure 5.10: Ten off-diagonals of the estimated matrix Sp.

We now focus on the significant scale j = —1 and apply our estima-
tion procedure. The results are given in Figure BETIl In our estimation,
we estimate the EWS at K = 100 points. In fact, this choice does not
follow the “rule of the 175 data” discovered by Figure The reason
is that a careful observation of the CWP at scale -1 (see Figure E11(a))
shows that some changes of regime in the data occur very often, and
some regions of the spectrum have clearly an interval of homogeneity
containing less than 175 data. In the estimation procedure, we also set
go = 0.95, which is quite large. In terms of homogeneity tests, this
means that we perhaps reject the homogeneity assumption very often.
In our opinion, this is in fact very sensible, because this error (Type I
error) is not as serious than the complementary type II error. Indeed,
in the pointwise estimation, it is not so bad if the homogeneity inter-
val is too small, since the corresponding histogram will not differ too
much from the histogram based on a possible larger truly homogeneous
interval. In contrast, if we choose a too large interval, for instant if we
choose an interval which contains some discontinuity, then the estimator
will be significantly different. Once again, it could be possible to select
go automatically by minimisation of a criterion like the mean square
prediction error (see Chapter ).
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Scale | Qjr.T 672.772,T approximated p-value
-1 31.66  12.01 1.68-1074
-2 9.71  22.50 0.60
-3 9.31  101.98 0.90
-4 19.69  104.83 0.63
-5 17.25  66.95 0.57
-6 20.14  35.90 0.24
-7 44.66  18.08 1.44-1076
-8 3.67 8.79 0.83
-9 | 3353 4.07 5.77-1071°

-10 | 1756 1.69 5.66 - 10710

Table 5.1: Results of the test of significance over the interval R = (0,1) per-
formed at each scale j between —1 and —10 for the heart rate data.
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(a) Scale j = —1 of the CWP.
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(b) The estimator (j = —1).

Figure 5.11: Pointwise adaptive estimator performed at scale j = —1 for the
baby ECG. The estimator is computed at 100 different points, and we line up
two consecutive points.

Simultaneously to the ECG recording, some experts on the analysis
of brain-waves and eye movements recorded the sleep states of the infant.
These states are recorded independently of the ECG. They are plotted
in Figure together with our estimator of the EWS at scale j = —1.
The observers classifies the sleep states as quiet sleep (A), between quite
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and active sleep (B), active sleep (C) and awake (D).

Figure 5.12: Pointwise adaptive estimator of the EWS at scale j = —1 together
with the sleep states (A, quiet sleep; B, state between A and C; C, active sleep;
D, awake).

It is clear that there is some relationship between our estimator and
the sleep states. In particular, periods of activity occur whilst the esti-
mate of S_1(z) is large, and periods of quiet sleep when it is small. Tt
is worth mentioning that the ECG is easy to measure, while the sleep
states is more tricky and less objective. With our estimator, we are
also able to detect some changes in the sleep states, sometimes with a
small delay. Then, we believe that our estimator may help to provide
some objective measurement of the activity during sleep. Finally, we
mention that a finer analysis of the fitting between the sleep states and
our adaptive estimator is also one possibile way to derive an automatic
choice of the parameter gg.
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Figure 5.13: Tremor data (Data courtesy Cognitive Neuroscience Laboratory
of the University of Quebec, Anne Beuter and Roderick Edwards).
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5.6 Test of stationarity

We end this chapter with an interesting and simple application of the
previous theory given by a new test of covariance stationarity for time
series.

5.6.1 The basic idea

A covariance stationary process is characterised by an EWS which is
constant over time, i.e. S;j(z) = S; for each scale j (see Chapter B). The
key idea for the test of stationarity is to test if the EWS is constant over
time at each scale or not. With this idea, testing the stationarity of a
time series is equivalent to test the homogeneity of the EWS at each
scale over R = (0,1). This procedure is illustrated in the following case
study.

5.6.2 Case study: Tremor data

The data shown in Figure BI3|(a) are the first 3072 observations of a set
of tremor data. The object of the study is to compare different regions of
tremor activity coming from a subject with Parkinson’s disease. These
data have been considered by von Sachs and Neumann [99] who apply
their test of stationarity over three consecutive segments of length 1024
of the first-order differenced series, shown in Figure BEI3((b). As in [99],
we have added a Gaussian white noise of standard deviation 0.01 to the
originial data, in order to break the discrete nature of the data.

We apply the test of homogeneity over R = (0,1) scale by scale
for the three segments (1), (2) and (3). The parameters for the pre-
estimation of the variance are |Rr| = logy(1024) and M7 = 2. For each
scale, we test the homogeneity between the EWS on (0,1) and on 20
subintervals. Table reports the results. The number reported in the
table is the minimum probability value obtained between the 20 tests.
This value is computed using g in (B2). (*) indicates a value less than
or equal to 0.05 and (**) indicates a value less than 0.01.

The conclusion of this study is a lack of stationarity for segments
(2) and (3) of the tremor data. The test of von Sachs and Neumann
[99] concludes also to a lack of stationarity for series (2). However, they
do not detect any change of regime in the series (3), and our conclusion
seems to be a new observation. A careful inspection of the time series
shows that some changes of regime indeed occur in segment (2), and also
in segment (3) (around the time point 2300). This is also in accordance
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Scale | (1) (2) (3)
-1 ]0.08 0.39 0.05 (*)
-2 1035 0.44 0.46
31074 0.42 0.68
-4 1034 ] 0.001 (**) 0.28
-5 1 0.07 | 3-10721 (*%) | 0.002 (**)
6 | 0.54 | 8-107° (**) 0.24
-7 10.72 0.02 (*) 0.60
-8 091 0.84 0.81
-9 1092 0.94 0.88
-10 | 0.98 0.98 0.97

Table 5.2: Results of the test of stationarity for the three segments taken from
the tremor data. (1), (2) and (3) refer to the first, second and third segment
in Figure BEI3Ib). At each scale, for each segment, we perform 20 tests of
homogeneity between R = (0, 1) and 20 subintervals &/. The number reported
in the table is the minimum probability value obtained among the 20 tests.
This value is computed using ¢ in (E2). (*) indicates a value less than or equal
to 0.05 and (**) indicates a value less than 0.01.
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with the findings of the neurologists who attributed two different regimes
of tremor activity for this part of data. Our conclusion is that (at least)
one change of regime occurs in segment (2) and also in segment (3).

The difference with the conclusion of von Sachs and Neumann [99]
may be explained by Table Indeed, the lack of stationarity for seg-
ment (3) is due to an inhomogeneity at scale —5 only (and perhaps also
at scale —1). This is certainly a very subtle behaviour to be detected,
and our multiscale approach succeeded to find this lack of homogeneity.

Our analysis offers a more precise interpretation of the nonstationar-
ity of the tremor data. Moreover, we would like to recall that, unlike the
test of von Sachs and Neumann [99], our approach is not limited to time
series with a length equal to a power of 2. Furthermore, it is of course
possible with our method to detect some intervals of homogeneity in the
tremor data, such that we can say exactly where the changes of regime
occur in the time series.

To illustrate this last point, let us consider the scale j = —5 of the
CWP of tremor data. From Table B2l we have seen that a change of
regime in the tremor data occurs at this scale in both segments 2 and
3. Figure T4 plots the corrected wavelet periodogram at scale j = —5
for the 2048 last data (i.e. for the two last segments of the data).

Figure presents the result of the pointwise adaptive estimator
from the CWP showed in Figure 14l In our estimation, we estimate
the EWS at K = 50 points from time 1025 to 3042 and gg = 0.95 as in
the baby heart rate case study. This estimation procedure confirms the
nonstationarity of the data, because the estimated spectrum is far from
being constant over time. In addition, this result shows that clear break-
points at scale j = —5 occur around the time points 1880, 2130, 2500
and 2830. This information is easily obtained from our methodology,
and gives valuable details that are of a great interest for the neurolo-
gists.
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Figure 5.14: Fifth scale of the corrected wavelet periodogram of 2048 last data
of the differenciated tremor data. The dotted lines indicate the change between
the segments.
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Figure 5.15: Adaptive estimation of the fifth scale of tremor data (segments 2
and 3).



CHAPTER 6

Forecasting locally stationary
wavelet processes

6.1 Introduction

In this chapter, we address the problem how to use the locally stationary
wavelet (LSW) model for forecasting. In Sections 2 and 53], we develop
a theory of prediction for these processes. Since the LSW processes are
linear with respect to their random increments, our predictor is linear.
It is motivated by the approach in the stationary case, i.e. it follows
from the minimisation of the mean-square prediction error (MSPE). This
leads to a generalisation of the Yule-Walker equations [[13], which can be
solved numerically by matrix inversion or standard iterative algorithms
such as the innovations algorithm [15], provided that the non-stationary
covariance structure is known.

Of course, the local autocovariance function ¢(z,7) needs to be es-
timated in order to compute the forecasts in practice. In the previous
chapters, we have presented a new pointwise adaptive estimator of the
evolutionary wavelet spectrum (EWS), and this estimator may be used
to derive an estimator of ¢(z,7), due to the equation

-1
o(z,m) = Y Si(2)¥(r),

j=—00

giving the relation between the local autocovariance function and the
EWS S;(2). The regularity assumption on S;(z) with respect to z is fixed
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by Definition B, that imposes that the EWS is bounded in the total
variation norm. In other words, the EWS can for instance have a finite
number of jumps between 0 and 1. As a matter of fact, this assumption
is very mild and probably too general for our forecasting task. In order
to forecast the process, we intuitively need more continuity on S;(z)
with respect to z.

Consequently, even if the prediction equations derived in Section
are valid under the general assumptions of Definition Bl it seems
more appropriate to us to assume some continuity regularity in time for
the EWS as long as forecasting is considered. That is the reason why,
from Section on, we impose a Lipschitz-continuity assumption on the
EWS. This assumption is useful in order to extrapolate the EWS into
the future for computing the forecasted value, similarly to the situation
of Chapter [l We then derive a new algorithm for the estimation of the
local autocovariance and for the forecasting of locally stationary wavelet
processes. This algorithm takes advantage of the continuity assumption
that we have introduced in this section. The whole forecasting procedure
is then applied in Section on a case study in meteorology.

6.2 The prediction equations

In this section, we define and analyse the general linear predictor for
non-stationary data which are modelled to follow the LSW process rep-
resentation.

6.2.1 Definition of the linear predictor
Given t observations Xo 7, X1 7,..., X;—1 7 of an LSW process, we define

the h-step-ahead predictor of X;_ 1451 by

t—1

% h
Xevenr =Y 00 Xor (6.1)
s=0

where the coeflicients bl@k o are such that they minimise the Mean

Square Prediction Error (MSPE). The MSPE is defined by

. . 2
MSPE(X;—14n1, Xi—14n7) = E (thl+h,T - Xt71+h,T) .

The predictor (1] is a linear combination of doubly-indexed ob-
servations where the weights need to follow the same doubly-indexed



6.2 The prediction equations 183

framework. This means that as T — 0o, we augment our knowledge
about the local structure of the process, which allows us to fit coeffi-
cients bl@k s more and more accurately. This scheme is different to
the traditional filtering of the data X, 1 by a linear filter {b;}. In par-
ticular, we do not assume the (square) summability of the sequence b
because (E)) is a relation which is written in rescaled time.

The following assumption holds in the sequel of the chapter.

Assumption 6.1. If A is the prediction horizon and ¢ is the number of
observed data, then we set T =t + h and we assume h = o(T). O

With this assumption, the last observation of the LSW process is de-
noted by Xy 17 = X7_j_1,7, while XT,LT is the last possible forecast
(h steps ahead). Consequently, as in Chapter [[l where a local variance
0?(z) is estimated, the evolutionary wavelet spectrum S;(z) can only be
estimated on the interval

[0, 1— %] . (6.2)

The rescaled-time segment

(1 _ % 1> (6.3)

accommodates the predicted values of S;j(z). With Assumption B] the
estimation domain (B2 asymptotically tends to [0,1) while the predic-
tion domain (G3]) shrinks to an empty set in the rescaled time. Thus,
Assumption ensures that asymptotically, we acquire knowledge of
the wavelet spectrum over the full interval [0, 1).

6.2.2 Prediction in the wavelet domain

There is an interesting link between the above definition of the linear
predictor (BJ]) and another, “intuitive” definition of a predictor in the
LSW model. For ease of presentation, let us suppose the forecasting
horizon is h = 1, so that T'=t+ 1. Given observations up to time ¢t — 1,
a natural way of defining a predictor of X; 7 is to mimic the structure of
the LSW model itself by moving to the wavelet domain. The empirical
wavelet coefficients are defined by

t—1

dikr = ZXS,T Yin(s)
s=0
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forall j = —1,...,—J := —[logy T] and k € Z. Then, the one-step-ahead
predictor is constructed as
-1
5 1
Xt,T = Z Zdjk;;T ag‘k);T ¢jk(t) ) (6'4)
j=—J keZ

(1)

where the coefficients a ik have to be estimated and are such that they
minimise the MSPE. This predictor (G4 may be viewed as a projec-
tion of X;7 on the space of random variables spanned by {de;T] ] =
—-1,...,—Jand k=0,...,T —1}.

It turns out that due to the redundancy of the non-orthogonal wa-
velet system {1;,(t)}, the predictor (E2]) does not have a unique rep-

resentation: there exists more than one solution {aﬁ)} minimising the
MSPE, but each solution gives the same predictor (expressed as a dif-
ferent linear combination of the redundant functions {1;;(¢)}). One can
easily verify this observation by considering, for example, the station-
ary process Xg = > po . ¥_1%(s)Ck, where 1_q is the non-decimated
discrete Haar wavelet at scale —1 and (j is an orthonormal increment
sequence.

It is not surprising that the wavelet predictor (B4 is related to the
linear predictor (E1I) by

-1
bgl—)s;T = Z Zaﬁf),T w]'k(t) w]'k(s)'

j=—J keZ

Because of the redundancy of the non-decimated wavelet system, for a
fixed sequence bgi)s;T, there exists more than one sequence aﬁ;);T such
that this relation holds. For this reason, we prefer to work directly with
the general linear predictor (E1I), bearing in mind that it can also be

expressed as a (non-unique) projection onto the wavelet domain.
6.2.3 One-step ahead prediction equations

In this subsection, we consider a forecasting horizon h = 1 (so that
T = t+ 1) and want to minimise the mean square prediction error
MSPE(X};T,X,:T) with respect to bii)s.T. This quadratic function may
be written as ,

MSPE(X;7, Xi.7) = b;30.7b;
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where b; is the vector (bil)1 - b(ol%, —1) and X7 is the covariance

matrix of Xo.7,...,Xs7. However, the matrix 3.7 depends on w? kT
which cannot be estlmated as they are not identifiable (recall that the
representation (B:22) is not unique due to the redundancy of the system
{%jx}). The next proposition shows that the MSPE may be approx-
imated by b}Byrb;, where Byr is a (t + 1) x (¢ + 1) matrix whose
(m,n)—th element is given by

j=—

where Ry is an interval such that |Rr| = or(1) and Q;r, is defined
in (£2) and can be estimated by estimating the (uniquely defined) wa-
velet spectrum S;. We first consider the following assumptions on the
evolutionary wavelet spectrum.

Assumption 6.2. The evolutionary wavelet spectrum is such that

llex 1,00 == Z sup |c(z,T)| < oo, (6.5)
C1 = essinf Y §j(2) [ (w)[* > (6.6)
<0
where ¢(w) = 3232 ¥jo(s) exp(iws). %
Note that if (6H) holds, then
Cy i=esssup Y S;(2)|vj(w)]* < oo. (6.7)
Y 5<0

Assumption () ensures that for each z, the local covariance c(z, 7) is
absolutely summable, so the process is short-memory. This assumption
is also present in Chapter Bl (Assumption EJl). Assumption (E8) and
formula (E20) become more transparent when we recall that for a station-
ary process X; with spectral density f(w) and wavelet spectrum S, we
have f(w) =3_; S;|1h;(w)[? (the Fourier transform of equation (B2 for
stationary processes). In this sense, (E0) and (E7) are “time-varying”
counterparts of the classical assumptions of the (stationary) spectral
density being bounded away from zero, as well as bounded from above.
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Proposition 6.1. Under Assumptions (63) and (G4), the mean square
one-step-ahead prediction error may be written as

MSPE(X .7, Xi.7) = b, Br.rby (1+ or(1)) . (6.8)

Moreover, if {bgl%} are the coefficients which minimise by By by, then

{bgl%} solve the following linear system

t—1 -1

1
Z brg—)l—m;T Z Qj,RT(";'Tm)\I]j(m —n)
m=0 j=—J

-1
= Z Q]',RT(t;—Tn)\Ijj(t_n) (69)

j=—J
foralln=0,...,t—1.

The proof of the first result can be found in the next section (see
Lemma ) and uses standard approximations of covariance matrices
of locally stationary processes. The second result is simply the minimi-
sation of the quadratic form (E8) and the system of equations (G is
called the prediction equations. The key observation here is that min-
imising b;3;rb; is asymptotically equivalent to minimising b} By.rby.
Bearing in mind the relation of formula (B2Z7) between the wavelet spec-
trum and the local autocovariance function, the prediction equations can
also be written as

t—1
(1) n+m _ n—+t
mz:obtlm;Tc< 5T ,m—n> —C(W,t—n . (6.10)

The following two remarks demonstrate how the prediction equations
simplify in the case of two important subclasses of locally stationary
wavelet processes.

Remark 6.1 (Stationary processes). If the underlying process is
stationary, then the local autocovariance function ¢(z,7) is no longer a
function of two variables, but only a function of 7. In this context, the
prediction equations (EI0) become

t—1
Sob L, clm—n) =c(t —n)
m=0
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for all n = 0,...,¢t — 1, which are the standard Yule-Walker equations
used to forecast stationary processes. O

Remark 6.2 (Time-modulated processes). For the processes con-
sidered in Chapter [ (equation (1)), the local autocovariance function
has a multiplicative structure: c(z,7) = o2(2)py (7). Therefore, for
these processes, prediction equations (EI0) become

t—1
1) n+m n+t
mZObilm;Ta?( ) vt =) = o? () gyt 0

We will now study the inversion of the system (B) in the general
case, and the stability of the inversion. Denote by P; the matrix of this
linear system, i.e.

(P)um = i s (”;—Tm) U (m —n)

j==J

for n,m = 0,...,t — 1. Using classical results of numerical analysis
(see for instance Kress [56, Theorem 5.3]) the measure of this stability is
given by the so-called condition number, which is defined by cond (P;) =
| Py|| || P, Y]]. Tt can be proved along the lines of Lemma B3 below that,
under Assumptions (EX) and ([EH), cond (P;) < C; Ch.

6.2.4 The prediction error

The next result generalises the classical Kolmogorov formula for the
theoretical one-step-ahead prediction error (Theorem 5.8.1 in Brockwell
and Davis [11]). It is a direct modification of Theorem 3.2(i) of Dahlhaus
[22], who states a similar result for locally stationary Fourier processes.

Proposition 6.2. Suppose that Assumptions (623) and (@4) hold true.
Given t observations Xor, ..., Xi—1,17 of the LSW process { Xy} (with
T =t+1), the one-step ahead mean square prediction error U%SPE mn
forecasting XLT s given by

™

—1
dw In Z Qi Rty |05 (W)[?

j=—o0

2 1
OQOSPE — €Xp o

—T

(1+or(1)).
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Proof. The proof uses Lemmas to below and is along the lines
of the proof of Theorem 3.2(i) of Dahlhaus [22]. The idea is to reduce
the problem to a stationary situation by fixing the local time at v,
Then, the key point is to use the following relation between the wavelet
spectrum of a stationary process and its classical Fourier spectrum. If
X, is a stationary process with an absolutely summable autocovariance
and with Fourier spectrum f(-), then its wavelet spectrum is given by

8§ =3 a7} / aX OV (6.11)
¢

for any fixed non-decimated system of compactly supported wavelets
{¥jr}. We refer to [22] for details. O

Note that due to Assumption (E8), the sum >, Q; =,.(1/1)[¥; (w)]?
is strictly positive, except possibly on a set of measure zero.

6.2.5 h-step-ahead prediction

The one-step-ahead prediction equations have a natural generalisation
to the h-step-ahead prediction problem with A > 1. The mean square
prediction error can be written as

R . 2
MSPE(X¢yn-1,7, Xt4n-1,7) = E (XtJrhfl,T — Xt+h71,T)

/
=byp 1 Bern-1,1b04 01,

where 3} 1.7 is the covariance matrix of Xor,..., Xiyp—17 and the
vector byyp_1 is given by (bgﬁ)l, ... ,béh), b(fll), ... ,b(jl})L), and is such that
b(_hl), . ,b(f})”rl = 0 and b@z = —1. Like before, we approximate the

mean square error by

/
by 1Bish—1,17bt4 01,

where By p_1.7 is a (t 4+ h) x (t + h) matrix whose (m,n)-th element is
given by

-1
Z Qjry(ngm) Vj(n—m).

g 2T
J==
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Proposition 6.3. Under Assumptions (63) and (G4), the mean square
prediction error may be written as

MSPE(X¢ 1 -1.7, Xesh-1.7) = bip_1Brin-1.7bern—1 (1+o07(1)) .
The proof of this Proposition is to be found in the next section.

6.3 Theoretical properties of the predictor

Let X7 = (Xo.7, ..., X¢—1,;7)" be a realisation of an LSW process. In
this section, we study the theoretical properties of the covariance ma-
trix Xpr = E(Xt;TX;T). As we need upper bounds for the spectral
norms ||37|| and HZ];%H, we base the following results and their proofs
on methods developed in Section 4 of Dahlhaus [29] for approximating
covariance matrices of locally stationary Fourier processes. However, in
our setting these methods need important modifications. A first reason
is since we are working in the wavelet domain. A second reason is that
we are dealing with non smooth evolutionary spectra, which differs from
Dahlhaus [22], who considers time-varying spectrum which are Lipschitz-
continuous in time only. The first idea of the proof is to approximate
.1 by overlapping block Toeplitz matrices along the diagonal.

The approximating matrix is constructed as follows. First, we con-
struct a coverage of the time axis [0,7"). Let L be a divisor of T such
that L/T — 0, and consider the following partition of the time axis:

Po = {[O,L),[L,zL),...,[T—L,T)}.

Then, consider another partition of the time axis, which is a shift of Py
by 6 < L:

Py = {[0,5),[5,L+5),[L+5,2L+5),...,[T—L+5,T)}.

In what follows, assume that L is a multiple of § and that §/L — 0 as
T tends to infinity. Also, consider the partition of the time axis which
is a shift of P; by d:

Py = {[0,25),[25,L+25),[L+26,2L+26),...,[T—L+257T)}

and, analogously, define P3,Py,... up to Py where M = (L/d) — 1.
Consider the union of all these partitions P = {Py, P1, ..., Py}, which
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is a highly redundant coverage of the time axis. Denote by P the number
of intervals in P, and denote the elements of P by M,,p=1,...,P.

For each p, we fix a point v, in M, and consider matrix D® defined
by:

D) =" Q) Ryt ¥ (n — M)y mens,
<0

where I, ;nep, means that we only include those n,m that are in M,
and the interval Ry is such that [Rr| = or(1). Observe that each v, is
contained exactly in L/é segments. The following lemma concerns the
approximation of 37 by matrix D defined by

Dnm =

>

P

S D).

p=1

Lemma 6.1. Assume that (&) holds. If L — oo, §/L — 0 and

L?/T — 0 as T — oo, then

z' (B — D)z = x'zor(1).

)

Proof. Define matrix EEPT) by (Egp%) = (%47),,, In,men, Straight-
’ nm

forward calculations yield

P
)
' (Zpr— D)z =2a T Z(ng% — D®) % x4 Restr (6.12)

p=1
where
F-1 5 6—1
Resty = Z min <|n — m[z, 1> Z Tné+u (Et;T)n5+u7m5+s ey
n,m=0 u,s=0
Let us first bound this remainder. Replace (X47),,,. by

Z Qj,'RT(n—m) \I]j (n - m)
J
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and denote b(k) :=sup, | >_; Qj r(-)V; (k)| = sup, [c(z, k)[. We have

dd

| Restr | < 22’z Z min ( ) Z b(k) + Restr

k=(d—1)6+1

<2’z + Rest’

‘HL‘/E 3 b(k)+ Y b(k)
k=1 k>VL

and the main term in the above is op(1) since L — oo and /L — 0 as
T — oo, and by assumption (EX). Let us now turn to the remainder
Rest». We have

T—

Rest’ < Z TnTm Z (w?-k;T - Qj,’RT(nfm)) ¥k (m) (1)
J.k

nm:

which may be bounded by

Rel™! o 8250 el [ = 8] sl Om)].

nm jk

Using the decomposition

o — 5, < S+ |5, <z+ an) — S5(2)

+ 35 <z+ k_T") — s (%)

we get three terms that we will bound from above separately. Following
the proofs developed in the above Chapter B it is an easy task to show
that the first term, that is the term containing C;/T, is O(z'zT™!).
The second term leads to

i,k n,m
ReT|=1 0+ £+1)/T k—n
x |Rr| Z / -<z+ T )—Sﬂz)\

o+L/T

)




192 Chapter 6. Forecasting LSW processes

where zp denotes the left point of the interval Ry (vp). With the change
of variables y = z — £/T, this last bound is equal to

jvk n,m

IRTT|-1 oy t1/T ,
+k—n 14
xR E:/ dy‘sj(wiT )—Sj<y+f)‘.
=0 77

0

We bound this last quantity using the total variation constraint on the
EWS. This allows to replace the sum over ¢ of the integral by |k —
n| TV(S;) < N;L; since the sum over n goes from n to n + N;. Then
we get the upper bound

2
IRrT|™ Y " N;L; (Z xn¢jk(n)> = O(x'x|RyT|7Y).

I

The last term is bounded using the change of variables y = z—(n—m)/T,
which leads to the upper bound

_ k—mn k
Rz 1AT(O)dy;|xnxm|jZk(Sj (r+577) =5 (5)

X [thik(n) Pk (m)]

An application of the Cauchy-Schwarz inequality for the sums over n
and m leads to the product of two terms like ) x,tji(n) which is
bounded by va'x. Then, using the total variation constraint on the
EWS derived from the sum over k, we get the upper bound

|Rp| ta'x TV(S]-)/ dy ly| = O(z'z|R7|) .
R (0)

Then, Rest’, = O(z'z|Rr|).
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Finally, we can consider the main term in (G&I2). We have

5 ¢ = (@)
7 Z %l - D® | 2
_9 - 2
Z Z | jk T QLRT(Vp <Z ¢]/€ xu uGMp>
p=1 jk
5 L
2
T ‘w'k;T_Sj(Z” X
Lp;l ik ’RT‘ Rr(vp) ’

X (Z wjk(u)l'uHuEMp>

u

and use the decomposition

C; k k —
‘w?-k;T - 55(2)| < ?] + ‘Sj <?> -5 <z+ TVP> ‘

+ 85 (2) -5 <z+ k;”’) |

for each z € Rr(vp), and we get three terms Iy + IIy + III7 that we
bound separately. Again, we easily show that the term Ip, containing
C;/T, is O(x'x/T). To bound the second term, Iy, we first note that,
by the Cauchy-Schwarz inequality and using (BTT), (3_ e, Tuthin(u))?
is bounded by . M, 22, and this upper bound does no longer depend
on k. Consequently, the sum over k together with the total variation
constraint on the EWS leads to the bound

Iy < LZ/R dzZTV ) |vp — 2| Z z2

(vp) J neMp

By construction, each x, is contained in exactly L/§ segments of the
coverage. Then, with (B2ZH), we get Iy < pz'z fRT(O) dz |z| and we
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obtain IIp = @’xop(1). The term Iy is:

dzz\sj(z)—sj <z+§—yp>(

2

neMy,

Let us denote by zg the left point of the interval Ry(r,) (note that zg
depends on p). Deriving like above, we get

2

z0+1/T
/ dzz Z rpik(n) | X

0 jk \neMp

X‘Sj (z+§> -5 (z-f—#)‘.

The sum over ¢ leads to L;|k — 1v,| which is bounded by L;(N; + L) due
to the compact support of the wavelets. We finally get

P |Rr|-1
I < Z Z
=0

p=1

e

2

5
My < — SN TLN+L) [ Y aa(n)

P jk neMy,
= O(T™ M@’z ) (Cj+ Lj(Nj + L))(N; + L)
i

where the last equality holds because, by construction, each x,, is con-
tained in exactly L/ segments of the coverage. Since we assumed that
L?/T — 0 as T — oo, we obtain the result. O

Lemma 6.2. Assume that (G3) holds and there exists a t* such that
Xy =0 for all u & {t*,...,t* + L}. Then for each ty € {t*,...,t* + L},

t*+L 2 2
L
'Sy = ZQJ,RT(to) g (Z xu%‘,k(u)) +a'z0 (?) - (6.13)
J

u=t*

Proof. Identical to the part of the proof of Lemma O

In what follows, the matrix norm || M||spec denotes the spectral norm
of the matrix M (cf. Appendix [A]).
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Lemma 6.3. Assume that [623) holds. The spectral norm || E¢.7||spec 5
bounded in t. Also, if ([G4) holds, then the spectral norm ||, % ||lspec i
bounded in t.
Proof. Lemma B0 implies

2

S P
HEt;THspec: sup ZZZijRT(VP)Z Z $n¢j,k—n +OT(1)

lzl3=1* =1 j<0 k  \neM,
Using Parseval formula, ||X||spec is equal to

P

5 s
sup %—L; / dw Y QjRer(y)

ll)|Z=1 -7 j<0

%‘(W)‘Q X

2

X anexp(—iwn)HnEMp + or(1)

n

which may be bounded from above by

o 2 9
diw)| sup llal3 +or(1)

lef3=1

+ OT(l)

which is bounded by (EH) (as ([EH) implies 7)). Using (Al with
M = 3.7, the boundedness of HE;%H is shown in exactly the same

way. [l

We will now study the approximation of 3.7 by By.r.
Lemma 6.4. Under the assumptions of Proposition and [63,
MSPE(X 45— 1,7 Xesh-1;7)
= by 1Biyn1:0bein 1 + by 1bino1 or(1)
and, in particular,

MSPE(Xy.7, Xi.7) = b, Bi.rb: + bjbs or(1) .



196 Chapter 6. Forecasting LSW processes

Proof. Write

t+h—1
1 Zerh-1:wbern1 = > Y bubmtk () (m) |wjkr|”
jk n,m=0
t+h—1
= Z Z bnbm\Ilj(n — m)Qj7RT(n;»Tm) + Rest; (6.14)
jk n,m=0
where Rest; is such that
t+h—1
[Rest1 [ <Y Y bubmthju(n)r(m) (|wjk;;T|2 - Qj,RT(n;Tm))
jk n,m=0
t+h—1
<Rel | 23" bubut(n)ii(m)
RT(n;Tm) jk n,m=0

X (lwirsr* = S5(2)) -

Now, we use again the decomposition

2T
+[85() - 8; (z - ”;;”) |

and bound each term as in the above proofs, using Assumption (GH).0]

C; n+m
wikrl* = 8j(2) < 7 + ‘Sj(k) —5j (Z - > ‘

Lemma 6.5. Under the assumptions of Proposition [3, we have
bin1Zth1:0004n1 = Uy 1 Beyn1wben—1 (14 op(1))

Proof of Lemma 4. By Lemma B4, we have b, ;, 3 1,7bt1n-1 =

b, ,_1Biin-17ben-1+b,_biin1 or(1) By Lemmalid, the inverse

of 37 is bounded in T and, by standard properties of the spectral
norm, we have

/ / —1
bin—1btrn—1 < bppp 1 Been1:7brn 1 1B 7l
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for all sequences b;—1. The above gives

/ /
bt—l—h—lzt—l—h—l;Tbt—I—h—l < bt+h—1Bt+h—1;Tbt+h—1
/ -1
+ b1 Bern—11ben—1 (|2, 1.7l or(1)

which is equivalent to

/
by 12t 4h—1,1bi1n1

—1
<O p_1Biih—1:7b4n-1 (1 - ||E;+lh71;T|| oT(l))

for large T'. On the other hand, we have

by h— 15 eh—1:70en—1 = b1 Bern—1:0birn1 (1+H2,§%H OT(1)>

which implies the result. O

6.4 Prediction based on data

Having treated the prediction problem from a theoretical point of view,
we now address the question of how to estimate the unknown time-
varying second order structure in the system of equations (Ed). One
possibility is to use the previous pointwise adaptive estimation to solve
this problem. In the following, we present another way to solve this
problem. For that, we will be more specific about the regularity of the
EWS in time. Then, we introduce some new estimators of the local
autocovariance function. Finally, we propose a complete algorithm for
forecasting non-stationary time series. This algorithm allows to select
adaptively all the parameters needed for the estimation and for the fore-
casting.

6.4.1 LSW model under the Lipschitz constraint

From now on, we assume the EWS of the spectrum to be Lipschitz-
continuous in time. More precisely, we replace the constraint (B24]) in
Definition Bl by the folllowing assumption.

Assumption 6.3. For each scale j < 0, the evolutionary wavelet spec-
trum S;(z) is Lipschitz-continuous on (0, 1) with Lipschitz constants L ;.

O
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With this assumption, we assume that the EWS is smoothly varying
in time. Under this assumption, the prediction equations can be written
in a simpler form. The proof of result, stated in the next proposition,
is a straightforward adaptation of the previous proof. A detailed proof
may be found in [39].

Proposition 6.4. Under Assumption [L3 and if (63) and (G14) hold,
then the coefficients {bgli)p} which minimise b, By,7b; in Proposition [G1),
are such that

t—1 —1 n+m

1
S W] 3 () W=
m=0 j=—J

_ i s, (t;—T”> Ut —n) (6.15)

j=—J
foralln=0,...,t—1.

In the following, we develop an algorithm which exploits the new
assumption and allows to select all the parameters of the forecasting in
a data-driven way. We first need to introduce an estimator of the local
autocovariance function.

6.4.2 Estimation of the time-varying second-order structure

Our estimator of the local autocovariance function ¢(z, 1), with 0 < z <
t/T, is constructed by estimating the unknown wavelet spectrum S;(z)
in the multiscale representation (BZ7). Let us first define the function
J(t) = —min{j : N; < t}.

We define the multiscale estimator of the local variance function

é (%0) = i 27 I (%) (6.16)

where I is the periodogram defined in Section The next proposi-
tion concerns the asymptotic behaviour of the first two moments of this
estimator.
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Proposition 6.5. The estimator [G10) satisfies

Eé (%o) =c (go) +0 (T 'og(T)).

If, in addition, the increment process {£;} in Definition[Zd is Gaussian
and {@3) holds, then

_(k
Var c(?,0>

-1 2
—2 Y 2t (Z (B/T,) 3 in( ) )) +o(T7).

Zvjzi']

Proof. We will first show

Cov <ZX5T¢zk ZXST%k )
:Zc( )Zmn Pbga(0) + 0@ T, (6.17)

‘We have

Cov (Z Xsri (s ZXS 7¥j k(s )

“E{s() o)

Zws W)Yk (8)Per () Vi (1)

Using N; = O(M277) in the first step, and the Cauchy inequality in the
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second one, we bound the reminder as follows:

ZO(M>Z¢& )Yk (8) e (w)ir ()

o

Co+ MLy (27" + min(27%,277))
<2 T

X
l

was ¢]k ¢€t( )¢zk(t)

‘22

Cy + MLZ 2=t 4 9-i/29-3/2
< Z ( = )(Agj)l/Q(Agi)l/Q

l
9—(i+4)/2 o
= T D (Co ot ML2 ™20 (4) 2 (Agy) 2
l
9—(i+j)/2

+_T_ZMMMWMN”

9—(i+7)/2

= ———{I+11)

By formula (BIJ),

I< Z(Cg + ML27%) (2" A + 20 Ayj)
V4

< Z(Cg + ML@QiZ)Q Z QiAgi

1
< Dy.

As -, L;27" < oo, we must have L; < C2' so > LiAi; < C again by
(BIX). This and the Cauchy inequality give

1/2

1/2
IIT<2M <Z LgAgZ) <Z LgAgj) < Do.
4 J4

The bound for the reminder is therefore O(2~(+)/2T7-1), For the main
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term, straightforward computation gives

ZSe< )Zws w) e (8) e (u) ik (t)
L
=D e(k/T,m) Y Win(T)8)a(0)

which yields formula (GI1). Using Lemma B3 and ([GI1) with ¢ = j, we
obtain

(¢(k/T,0)) Z 9i {Z (k/T,7)¥,(T) +O(2~ ]/T)}
j=—J
= Zc k/T,7)éo(7) + O(log(T)/T)
(k/T 0) + O(log(T)/T),

which proves the expectation. For the variance, observe that, using
Gaussianity, we have

o) (£) |
(Z (k)T Z%Z)m T)hjn(0) + O(2 —(i+j)/2T—1)>
(Z W Zwm 7)%in(0 )>2+O(2—(i+j)/2T—1)7

(6.18)

provided that (EX) holds. Using (EI8), we finally obtain

Var(¢(k/T,0)) =

-1 2
2y 2 (Z (k/T,7) Zwm ) ¥jn( )) +0(r™). O

ij=—J
(6.19)
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Remark 6.3 (Time-modulated processes). For Gaussian time-mo-
dulated processes with a Lipschitz-continuous time-modulated variance,
the variance of estimator (EIG) reduces to

k
Var ¢ | —=,0
arc(T,>

2
—20' k/T Z 2Z+] (Zp Z¢m Q;Z)]n ) +O(T_1)’

i,0=—J
(6.20)

where py (7) is the autocorrelation function of Y; (see equation ([L1))).
If Xy = o(t/T)Z;, where Z; are i.i.d. N(0,1), then the leading term
in (E20) reduces to (2/3)o*(k/T) for all compactly supported wavelets
Y. O

Remark 6.4. Proposition can be generalised for the estimation of
¢(z,7) for 7 # 0. Define the estimator

é E,T = i _ZlAﬂl\Ifg(T) I Ld , (6.21)
T j=—J \t=—J T

for k = 0,...,t —1 and 7 # 0. Using Lemma B4l it is possible to
generalise the proof of Proposition for Haar wavelets and to show
that

k k
E c <?,T> =C (T,T> + O <T71/2)
for 7 # 0 and, if Assumption (EX) holds and if the increment process
{&x} in Definition Bl is Gaussian, then

Var ¢ (%,T)
_1 2
:2"2 hi(T)hj(T){Z <— T>Z¢m 7)1hjn (0) }
i,j=—J T

+ O (T ' 1og*(T))

for 7 # 0, where hj(1) = Y, Aj}l‘l’é(T)- 0
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These results show the inconsistency of the estimator of the local
(co)variance, which needs to be smoothed w.r.t. the rescaled time z
(i.e. &(-,7) needs to be smoothed for all 7). We use standard kernel
smoothing where the problem of the choice of the bandwidth parameter
g arises. The goal of Subsection BZ4 is to provide a fully automatic
procedure for choosing g.

To compute the linear predictor in practice, we invert the generalised
Yule-Walker equations (E10]) in which the theoretical local autocovari-
ance function is replaced by the smoothed version of é¢(k/T, 7). How-
ever, in equations (EI0) and (GZI), our estimator is only defined for
k =0,...,t — 1 while the prediction equations (EIX) require the local
autocovariance up to k = t (for h = 1). This problem is inherent to
our non-stationary framework. We denote the predictor of ¢(¢/T', T) by
¢(t/T, ) and, motivated by the slow evolution of the local autocovari-
ance function, propose to compute ¢é(t/T,7) by the local smoothing of
the (unsmoothed) estimators {¢(k/T,7),k =t —1,...,t — p}. In prac-
tice, the smoothing parameter p for prediction is set to be equal to g7,
where g is the smoothing parameter (bandwidth) for estimation. They
can be obtained by the data-driven procedure described in Subsection
0.4.4

6.4.3 Future observations in rescaled time

For clarity of presentation, we restrict ourselves (in this and the following
subsection) to the case h = 1.

In Chapter [, we explained the mechanics of rescaled time for non-
stationary processes (Remark [[). An important ingredient of this con-
cept is that the data come in the form of a triangular array whose
rows correspond to different stochastic processes, only linked through
the asymptotic wavelet spectrum sampled on a finer and finer grid.
This mechanism is inherently different to what we observe in practice,
where, typically, observations arrive one by one and neither the values of
the “old” observations, nor their corresponding second-order structure,
change when a new observation arrives.

One way to reconcile the practical setup with our theory is to assume
that for an observed process Xg, ..., X;_1, there exists a doubly-indexed
LSW process Y such that X;, = Y, 7 for £ = 0,...,t —1. When a
new observation X; arrives, the underlying LSW process changes, i.e.
there exists another LSW process Z such that X}, = Z; 741 for k =
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0,...,t. An essential point underlying our adaptive algorithm of the
next subsection is that the spectra of Y and Z are close to each other,
due to the above construction and the regularity assumptions imposed
by Definition 1 (in particular, the Lipschitz continuity of S;(2)).

The objective of our algorithm is to choose appropriate values of
certain nuisance parameters (see the next subsection) in order to forecast
X, from X, ..., X;_1. Assume that these parameters have been selected
well, i.e. that the forecasting has been successful. The closeness of the
two spectra implies that we can also expect to successfully forecast Xy 1
from Xp,...,X; using the same, or possibly “neighbouring”, values of
the nuisance parameters.

Bearing in mind the above discussion, we introduce our algorithm
with a slight abuse of notation: we drop the second subscript when
referring to the observed time series.

6.4.4 Data-driven choice of parameters

In theory, the best one-step-ahead linear predictor of X;r is given
by (E&Il), where b, = (bgl_)l_ S;T) s=0,...t—1 solves the prediction equa-
tions (BEd). In practice, each of the ¢ components of the vector by is
estimated using our estimator of the local autocovariance function based
on the observations Xor,...,X;_1,7. Hence, we have to find a balance
between the estimation error, potentially increasing with ¢, and the pre-
diction error which is a decreasing function of ¢.

As a natural balancing rule which works well in practice, we suggest
to choose an index p such that the “clipped” predictor

t—1
% 1
t(@ = b;g—)l_s;TXs,T (6.22)

s=t—p

gives a good compromise between the theoretical prediction error and the
estimation error. The construction (E23) is reminiscent of the classical
idea of AR(p) approximation for stationary processes.

We propose an automatic procedure for selecting the two nusiance
parameters: the order p in (E2Z) and the bandwidth g, necessary to
smooth the inconsistent estimator ¢(z,7) using a kernel method. The
idea of this procedure is to start with some initial values of p and g and
to gradually update these parameters using a criterion which measures
how well the series gets predicted using a given pair of parameters. This
type of approach is in the spirit of adaptive forecasting [58].
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Suppose that we observe the series up to X;_; and want to predict
X¢, using an appropriate pair (p,g). The idea of our method is as
follows. First, we move backwards by s observations and choose some
initial parameters (pg,go) for predicting X;_s from the observed series
up to X;_s_1. Next, we compute the prediction of X;_, using the pairs
of parameters around our preselected pair (i.e. (pg — 1,90 —9), (po, g0 —
0), ..., (po+ 1,90 + 9) for a fixed constant 0). As the true value of
X;_s is known, we are able to use a preset criterion to compare the 9
obtained prediction results, and we choose the pair corresponding to the
best predictor (according to this preset criterion). This step is called
the update of the parameters by predicting X; 5. In the next step,
the updated pair is used as the initial parameters, and itself updated
by predicting X;_s11 from Xg,..., X;—s. By applying this procedure
to predict Xy_¢10, X¢—st3,...,X¢—1, we finally obtain an updated pair
(p1,91) which is selected to perform the actual prediction.

Many different criteria can be used to compare the quality of the
pairs of parameters at each step. Denote by X't_i(p, g) the predictor
of X;—; computed using pair (p,g), and by I;_;(p,g) the corresponding
95% prediction interval based on the assumption of Gaussianity:

It—i(pv g)

= |:_196(}t71(p7 g) =+ thi(p7 g) 71966—t7z(pag) + thi(p7 g) )
(6.23)

where 7 ,(p,g) is the estimate of MSPE(X;_;(p,g), X;_;) computed
using formula (E8) with the remainder neglected. The criterion which
we use in the simulations reported in the next section is to compute

|Xt—z‘ - Xt—z‘(l% 9)‘
length(Z:—i(p, g))

for each of the 9 pairs at each step of the procedure and select the
updated pair as the one which minimises this ratio.

We also need to choose the initial parameters (pg, go) and the number
s of data points at the end of the series, which are used in the procedure.
We suggest that s should be set to the length of the largest segment at
the end of the series which does not contain any apparent breakpoints
observed after a visual inspection. To avoid dependence on the initial




206 Chapter 6. Forecasting LSW processes

values (po, go), we suggest to iterate the algorithm a few times, using
(p1,91) as the initial value for each iteration. We propose to stop when
the parameters (pi,g1) are such that at least 95% of the observations
fall into the prediction intervals.

In order to be able to use our procedure completely on-line, we do
not have to repeat the whole algorithm. Indeed, when observation X,
becomes available, we only have to update the pair (p1,g1) by predicting
X¢, and we directly obtain the “optimal” pair for predicting X; 1.

There are, obviously, many possible variants of our algorithm. Pos-
sible modifications include, for example, using a different criterion, re-
stricting the allowed parameter space for (p,g), penalising certain re-
gions of the parameter space, or allowing more than one parameter up-
date at each time point.

We have tested our algorithm on numerous examples, and the follow-
ing section presents an application to a real data set. A more theoretical
study of this algorithm is left for future work.

6.5 Case study: Wind speed anomaly index

El Nifo is a disruption of the ocean atmosphere system in the tropical
Pacific which has important consequences for the weather around the
globe. Even though the effect of El Nino is not avoidable, research on
its forecast and its impacts allows specialists to attenuate or prevent
its harmful consequences (see Philander [91] for a detailed overview).
The effect of the equatorial Pacific meridional reheating may be mea-
sured by the deviation of the wind speed on the ocean surface from its
average. It is worth mentioning that this effect is produced by conduc-
tion, and thus we expect the wind speed variation to be smooth. This
legitimates the use of LSW processes with Lipschitz-continuous EWS
to model the speed. In this section, we study the wind speed anomaly
index, i.e. its standardised deviation from the mean, in a specific re-
gion of the Pacific (12-2N, 160E-70W). Modelling this anomaly helps to
understand the effect of El Nino effect in that region. The time series
composed of T'= 910 monthly observations is available free of charge at
http://tao.atmos.washington.edu/data_sets/eqpacmeridwindts| Fig-
ure [6.1(a)| shows the plot of the series.

Throughout this section, we use Haar wavelets to estimate the lo-
cal (co)variance. Having provisionally made a safe assumption of the
possible non-stationarity of the data, we first attempt to find a suitable
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(a) The wind anomaly index (in cm/s).  (b) Comparison between the one-step-
The two vertical lines indicate the seg-  ahead prediction in our model (dashed
ment shown in Figure [6.1(b)| lines) and AR (dotted lines).

Figure 6.1: The wind anomaly data (910 observations from March 1920 to
December 1995).

pair of parameters (p,g) which will be used for forecasting the series.
By inspecting the acf of the series, and by trying different values of the
bandwidth, we have found that the pair (7,70/7") works well for many
segments of the data; indeed, the segment of 100 observations from June
1928 to October 1936 gets predicted very accurately in one-step-ahead
prediction: 96% of the actual observations are contained in the corre-
sponding 95% prediction intervals (formula (E2Z3)).

However, the pair (7,70/T) does not appear to be uniformly well
suited for forecasting the whole series. For example, in the segment of
40 observations between November 1986 and February 1990, only 5% of
the observations fall into the corresponding one-step-ahead prediction
intervals computed using the above pair of parameters. This provides
strong evidence that the series is non-stationary (indeed, if it was sta-
tionary, we could expect to obtain a similar percentage of accurately
predicted values in both segments). This further justifies our approach
of modelling and forecasting the series as an LSW process.

Motivated by the above observation, we now apply our algorithm,
described in the previous section, to the segment of 40 observations men-
tioned above, setting the initial parameters to (7,70/T). After the first
iteration along the segment, the parameters drift up to (14,90/7), and
85% of the observations fall within the prediction intervals, which is in-
deed a dramatic improvement over the 5% obtained without applying
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our adaptive algorithm. In the second pass, we set the initial values to
(14,90/T), and obtain a 92.5% coverage by the one-step-ahead predic-
tion intervals, with the parameters drifting up to (14,104/T). In the last
iteration, we finally obtain a 95% coverage, and the parameters get up-
dated to (14,114/T). We now have every reason to believe that this pair
of parameters is well suited for one-step-ahead prediction within a short
distance of February 1990. Without performing any further updates,
we apply the one-step-ahead forecasting procedure to predict, one by
one, the eight observations which follow February 1990, the prediction
parameters being fixed at (14,114/T"). The results are plotted in Figure
6.1(b)} which also compares our results to those obtained by means of
AR modelling. At each time point, the order of the AR process is chosen
as the one that minimises the AIC criterion, and then the parameters
are estimated by means of the standard S-Plus routine. We observe
that for both models, all of the true observed values fall within the cor-
responding one-step-ahead prediction intervals. However, the main gain
obtained using our procedure is that the prediction intervals are on av-
erage 17.45% narrower in the case of our algorithm. This result is not
peculiar to AR modelling as this percentage is also similar in comparison
with other stationary models, like ARMA(2,10), believed to accurately
fit the series. A similar phenomenon has been observed at several other
points of the series.
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(a) 9-step-ahead prediction using LSW  (b) 9-step-ahead prediction using AR
modelling modelling

Figure 6.2: The last observations of the wind anomaly series and its 1- up
to 9-step-ahead forecasts (in cm/s). The first predicted value in Figure (b)
corresponds to March 1990.
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We end this section by applying our general prediction method to
compute multi-step-ahead forecasts. Figure shows the 1- up to 9-
step-ahead forecasts of the series, along with the corresponding predic-
tion intervals, computed at the end of the series (December 1995). In
Figure the LSW model is used to construct the forecast values,
with parameters (10,2.18) chosen automatically by our adaptive algo-
rithm described above. Figure shows the 9-step-ahead prediction
based on AR modelling (here, AR(2)). The prediction in Figure
looks “smoother” because it uses the information from the whole series.
This information is averaged out, whereas in the LSW forecast, local
information is picked up at the end of the series, and the forecasts look
more “jagged”. It is worth mentioning here that our approach is inher-
ently different from the one that attempts to find (almost) stationary
segments at the end of the series to perform the prediction. Instead, our
procedure is adapting the prediction coefficients to the slow evolution of
the covariance.

6.6 Conclusion

In this last chapter, we have given an answer to the pertinent question,
asked by time series analysts over the past few years, of whether and
how wavelet methods can help in forecasting non-stationary time se-
ries. To develop the forecasting methodology, we have considered the
Locally Stationary Wavelet (LSW) model, which is based on the idea of
a localised time-scale representation of a time-changing autocovariance
function. This model includes the class of second-order stationary pro-
cesses and has several attractive features, not only for modelling, but
also for estimation and prediction purposes. Its linearity and the fact
that the time-varying second order quantities are modelled as smooth
functions, have enabled us to formally extend the classical theory of
linear prediction to the whole class of LSW processes. These results
are a generalisation of the Yule-Walker equations and, in particular, of
Kolmogorov’s formula for the one-step-ahead prediction error.

In the empirical prediction equations the second-order quantities
have to be estimated, and this is where the LSW model proves most
useful. The rescaled time, one of the main ingredients of the model,
makes it possible to develop a rigorous estimation theory. Moreover, by
using well-localised non-decimated wavelets instead of a Fourier based
approach, our estimators are able to capture the local time-scale features
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of the observed non-stationary data very well [82].

In practice, our new prediction methodology depends on two nui-
sance parameters which arise in the estimation of the local covariance
and the mean-square prediction error. More specifically, we need to
smooth our inconsistent estimators over time, and in order to do so, we
have to choose the bandwidth of the smoothing kernel. Moreover, we
need to reduce the dimension of the prediction equations to avoid too
much inaccuracy of the resulting prediction coefficients due to estima-
tion errors. We have proposed an automatic computational procedure
for selecting these two parameters. Our algorithm is in the spirit of
adaptive forecasting as it gradually updates the two parameters basing
on the success of prediction. This new method is not only essential for
the success of our whole prediction methodology, it also seems to be
promising in a much wider context of choosing nuisance parameters in
non-parametric methods in general.

We have applied our new algorithm to a meteorological data set.
Our non-parametric forecasting algorithm shows interesting advantages
over the classical parametric alternative (AR forecasting). Moreover,
we believe that one of the biggest advantages of our new algorithm is
that it can be successfully applied to a variety of data sets, ranging from
financial log-returns to series traditionally modelled as ARMA processes,
including in particular data sets which are not, or do not appear to be,
second-order stationary.



Conclusions

Overview of the contributions

The contributions of this thesis on locally stationary processes are of
three types.

Modelling. The contribution is threefold. First, we present a simple
and meaningful model for economic time series data in Chapter [l
This is a new model in econometry, and the empirical evaluation
of its fitting is new in this context. Second, Chapter Bl extends the
class of locally stationary wavelet processes in a significant way.
We are now able to model intermittent phenomena, and not only
smoothly varying evolutions in the spectrum. Finally, the test of
significance of Chapters @l and Bl allows to remove some scales which
are not significant in the evolutionary wavelet spectrum (EWS). In
that sense, we get an EWS with some inactive scales, which offers
apparent advantages compared to the “full EWS”. In particular,
the EWS is now easier to analyse as we can focus on those scales
and locations that provide a significant contribution.

Estimating. Chapter ] presents a new estimating (or fitting) procedure
for semiparametric models. Moreover, Chapter Hl presents a new
pointwise estimator of the EWS. In both cases, our results are
based on non asymptotic risk bounds. These bounds are more
delicate to derive in our context than in the iid case. Moreover,
the estimation procedures depend on the spectral norm of the co-
variance matrix X7 and we provide a new consistent pre-estimator
of this quantity.

Forecasting. It may seem contradictory to forecast data which are not
assumed to be stationary. We address this problem and give a pre-
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cise explanation of the forecasting mechanics for locally stationary
processes. Our forecasting procedure concerns the LSW models
and we provide a new data-driven algorithm for forecasting these
processes.

The estimation and forecasting procedures in this thesis are adaptive
in the sense that all the parameters needed in the algorithm are chosen
in a data-driven way. Applications are provided on economic, biomedical
and meteorological time series.

Possible directions for future research

Some challenging problems remain for future research. Some of these
have already been mentioned above in the thesis.

A first problem, which is not addressed in our work, is the problem
of model selection. This problem arises in two situations. First, in
the semiparametric fitting of Chapter Bl we assumed that the number of
components of § were known. In the context of time-varying ARMA (p,q)
fitting, this means that the orders p and ¢ of the model are known. Of
course, it would be of a considerable interest to develop procedures for
selecting these orders from data. Another model selection problem arises
for the LSW model. LSW processes are constructed using a fixed wavelet
system, e.g. Haar or another Daubechies’ system. It would be interesting
to develop a method for choosing the wavelet system automatically. This
is a relevant question because an EWS could be sparse with respect to
one given wavelet system, and not sparse with respect to another one.

To solve these two model selection problems, one current possibility
offered by this thesis is to compare the fitting quality of each model by
comparing its prediction performance on the observed data. This has
to be investigated in more details. In particular, this is perhaps not the
best solution in terms of computing time.

Another nice problem is the use of the results of Chapter Hin order to
construct tests of second-order stationarity. We provided an illustration
on Tremor data, but we do not believe that this is the definitive answer
to this question. This test is a complicated multiple tests procedure,
with highly dependent tests. A theoretical investigation of this proce-
dure could be useful in order to derive an appropriate level of the test.
Another possibility is to use the false discovery rate in order to improve
the quality of the test [1]. This is not straightforward, since it requires
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to analyse the correlations of the corrected wavelet periodogram (CWP)
between scale. And this inter-scales correlation cannot be written in a
simple way from a mathematical viewpoint.

To end with, we also mention a possible extension of the pointwise
adaptive estimator of Chapter @l if we replace the histogram-based point-
wise estimation by a smooth kernel estimate. The behaviour of the re-
sulting estimator in terms of the smoothness of the kernel would be of
interest. As our procedure is based on nonasymptotic approximations
and is fully adaptive, a practical evaluation of the kernel-based estimator
may also be provided through simulations.
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APPENDIX A

Standard results in matrix theory

In this appendix, we recall some standard results in matrix theory. These
are used in the proofs of the thesis.

Suppose M is an n x n matrix and M* is the conjugate transpose of
M. We denote

| M|z :== /tr (M*M)
the Euclidean norm of M and
| M ||spec := max{V/\ : X is eigenvalue of M*M}

the spectral norm of M. If M is symmetric and nonnegative definite,
by standard theory we have

-1
| M||spec = sup «'Mwz |]M_1\|Specz< inf :L"M:n) . (A

[[=l3=1 [l]|3=1

We will also use the following standard relations which hold for all sym-
metric matrices B, C"

[Bllspec < [ Bll2

| Bl|spec = max{A : X is eigenvalue of B}
[ BC|lspec < || BllspeclCllspec

|BCl2 < [ Bllspecl|Cll2 < |Bll2]IC][2

~—~ ~~ —~
>
T = W N
—_— — — ~—



216 Appendix A. Standard results in matrix theory

Moreover, if we suppose that the elements of the matrix B are con-
tinuously differentiable functions of ¢, then we shall also use

0 _ 40
5 logdet B = tr (B 6753) . (A.6)
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Functional spaces

We will first define Holder spaces C'® and Sobolev spaces W*P, where s
is a positive number (not necessarily an integer) which is associated to
the regularity of the function space. After that, we will define the Besov
spaces Bg?.

B.1 Holder spaces

If m is a nonnegative integer, C" is the space of continuous functions
which are bounded up to the order m (i.e. f and f (%) are continuous
and bounded for all integer k£ < m). With the norm

sup | f(@)| + sup [ £ ()],
reER r€ER

C™ is a Banach space.

To define Hélder spaces with noninteger m, we note that, for all f
in C!'(R) and for all h € R, we have sup,cg | f(z) — f(z — h)| < C - |}
and, for all f in C°(R), sup,cg | f(z) — f(x — h)| tends to zero as |h| — 0
arbitrarily slowly. These observations lead us to define, if 0 < s < 1:

C*(R) = {f € C°(R) such that sup |f(z) — f(z —h)| < C - ]h|8}
z€R

and, if m <s<m+41:
C* (R) = { f € C™(R) such that £ e ¢5~™ (R)}.
This property can be rewritten

sup [AL f(2)] < O A7

S
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where n > s and A} is such that

{AM@)f@%ﬁm—m
A7 f(a) = A (A7) f(2).

B.2 Sobolev spaces

Now, we will recall the definition of the Sobolev spaces in the frequency
domain. If s is nonnegative, we define

H* (R) = { f € L* (R) such that

’Wm:(éﬂHWMVQ$MY<m}

More generally, in LP, the Sobolev space W*P is defined through the
norm

() () — £0m) ()P L/p
nmwfﬂmm+<éjfﬁﬁwéﬂ@‘ww>

where m is a nonnegative integer, 0 < s < 1 and the derivatives of f are
weak derivatives (see Adams [2]). With these definitions, W2 = H*.

B.3 Besov spaces

Before defining the Besov spaces, we have to define the moduli of conti-
nuity, that are such that, for all ¢ > 0:

wp(f,t) = sup< | AL S|

wy (1) = supjp < A7 fll o

where n is a nonnegative integer. Now, we are able to define the Besov
spaces By? (R), for s > 0 and 1 < p,q < oo. These are spaces of
functions f in LP (R) such that

(259 (£,277)),50 € 41 (N). (B.1)
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A natural norm for these spaces is
[ £llsge = I lle + 112705 (£:277) gy

with s < n. (It can be shown that the definition of Besov spaces does
not depend on n, more presicely if ¢ < m,n, then w) (f,t) ~w;" (f,1)).

Besov spaces contain a third parameter, q. If ¢ = oo, (BJ)) leads
to |ARf]] < C - |h|™® with |h| < 1. If ¢ < oo, this decay is faster.
Roughly speaking, the parameter ¢ determines the regularity rate which
is given by s. Indeed, we have that By’ C Byl if ¢; < go. But this
new parameter is of secondary importance with respect to s, because of
By’ C B3P for s1 < s and for all g1, ga.

There exists numerous relations between Hoélder, Sobolev and Besov
spaces. For example, if s is not an integer, we have B3~ = C°® and
Bp? = W*P. This relation does not hold if s is not an integer, except
for BS’Q = W*2 = H%. Other embeddings are illustrated in Figure Bl

LH B;ﬁ \

C(R)

\_

Figure B.1: Some embedding results in Besov spaces (s' — 1/p’ = § — 1/p,
¢ <3449 <qs>8s>1/pp <p)
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Adaptive forecasting,

AIC, 25

ARCH process,

Autocorrelation wavelet function
continuous-time, @0

discrete-time, @0, [@T]

Bernstein inequality, B1
Besov space,

Christoffersen test,
Concatenated Haar process,
Contrast function,

Corrected wavelet periodogram, [[03},
Cramér representation,

CUSUM test, @ 7

Decimation,

Discrete wavelet system, see Wave-
let

Discrete wavelet transform,

EGARCH process, Bll B3 B4
Empirical contrast function,
Empirical spectral process,
ESD, see Evolutionary spectral den-
sity
Evolutionary spectral density, Bl
for time-modulated processes,
2y}
for time-varying ARMA, H1
Evolutionary wavelet spectrum, @1
of a stationary process, [0

of a TM process, [0
of a white noise, [0
Exponential inequality, see Berns-
tein inequality

Forecasting
in the wavelet domain,
Locally stationary wavelet pro-
cesses,
Time-modulated processes,

GARCH,
GARCH process, Bl B3 B2
ghaar process, [51

Holder space, BT
Harmonizable process,
Horizon of prediction, [,

Kolmogorov formula, 81
Kullback-Leibler information diver-
gence, E9

Lipschitz continuous, [l (37
Local autocovariance, @7, 00
Local stationarity, BHITI

Locally stationary process,
Locally stationary wavelet process,

Maximal inequality, BT, B3,
Meese-Rogoff test, BTl

Minimum contrast estimator,
Moduulus of continuity,
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INDEX

MRA, see Multiresolution analysis

Multiresolution analysis,
r-regular,

Multliscale estimator,

Nondecimated wavelet, see Wavelet

Orthonormal increment process,
Oscillatory process,

Periodogram, B
localised, see Preperiodogram
Piecewise polynomials,
Pointwise adaptive estimation, [THl-
[0 64
Post-sample prediction test, [4]
Prediction error, 87
Prediction intervals
Time-modulated processes, [0
Preperiodogram, BE7HAY
Pyramid algorithm,

Rescaled time, BHIT
and prediction, [

Scaling function,
Daubechies scaling function, RAl-
Haar scaling function,
Shannon scaling function,

Sieve estimator,

Sobolev space,

Sparsity,

Spectral density,

Spectral representation, EZHAZ] B

Test of significance, A 51

Test of stationarity, [ZHIG

Time-modulated ARMA,

Time-modulated GARCH, [l 3+
I

Time-modulated process, [

Time-modulated White Noise, [T
1V

Time-varying ARMA, see tv-ARMA
Total variation, EH]

Transfer function, B3] B4
Trigonometric polynomials, B4

tv-ARMA, HT],

Wayvelet

Daubechies, BAHE0H!

Discrete wavelet system, Bl RS-

Haar mother wavelet,

Mother wavelet,

of class r,
Nondecimated discrete wavelet
system,

Shannon mother wavelet,
wavelet basis,
Wavelet periodogram,
Whittle likelihood, B3] B9
Wigner-Ville spectrum, BE6
Windowed Fourier transform,

Yule-Walker equations
for locally stationary processes,
=6l
for stationary processes,
for time-modulated processes,

=7
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