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Foreword

This issue of REVSTAT is dedicated to Professors Bimal K. Sinha and
Bikas K. Sinha on the occasion of their 70th birthday.

Professors Bimal K. Sinha and Bikas K. Sinha [Statistical Twins — as men-
tioned in the IMS Bulletin, 1990] were born on the 16th of March, 1946 in undi-
vided India in the village of Atgharia, District Pabna, now in Bangladesh. The
Sinha family migrated to India in the 1950’s. Along the years Sinha Brothers
emerged as two very distinct Statisticians, taking distinct paths in their profes-
sional lives.

Bimal K. Sinha got his Ph.D. in 1973 from the University of Calcutta,
India. A former faculty of the Indian Statistical Institute and the University
of Pittsburgh, Bimal Sinha joined UMBC (University of Maryland Baltimore
County) in 1985 as a Professor of Statistics and Founder of Statistics Graduate
Program. Professor Sinha received the prestigious recognition of UMBC’s Presi-
dental Research Professorship and also the University System of Maryland Board
of Regents Research Professorship. A Fellow of both the Institute of Mathemat-
ical Statistics (IMS) and the American Statistical Association (ASA), Professor
Sinha is the author of four books, more than 150 research articles, and super-
vised about 30 PhD students. For over twenty years, Professor Sinha worked
on many aspects of environmental statistics, and his recent research focuses on
‘Data analysis under confidentiality protection’ at the US Census Bureau.

Bikas K. Sinha got his Ph.D. in 1972 also from the University of Cal-
cutta, India. A former faculty of the Calcutta University Department of Statis-
tics (1972-1975) and a Visiting Faculty at the Institute of Mathematics, Federal
University of Bahia, Brazil (1975-1979), Bikas Sinha joined the world famous
Indian Statistical Institute at its Calcutta Centre as an Associate Professor of
Statistics (1979-1984) and was promoted to Professor of Statistics (1985-2011).
Bikas Sinha served extensively several universities in the USA as Visiting Scien-
tist/Visiting Professor with teaching and research assignments. He has collab-
orated with statisticians within India and abroad as also spanning over several
continents with an impressive record of more than 90 research collaborators. An
Expert on Missions of the United Nations, Professor Bikas Sinha is the author/co-
author of Springer-Verlag Monographs and Graduate-Level Text Books (Wiley &
Sage) and has over 140 published research articles. His expertise centers around
Optimal Experimental Designs and Finite Population Inference. He had one
doctoral student each at Calcutta University and ISI, Calcutta. Besides, numer-
ous students within India and abroad sought his academic mentorship for their
research studies.

Professor Bimal K. Sinha served on Editorial Boards in a number of sta-
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tistical Journals. He was co-editor of Sankhya, Series A (1981-1997) and Series
B (1998-1999), Editorial Board Member of the Journal of Multivariate Analysis
(1981-1982) and of the Handbook of Statistics, Vol. 2, Editor of the Calcutta
Statistical Association Bulletin (2003-2007), Associate Editor of the Journal of
Applied Statistical Science (1992 on), of the Journal of Environmental Statistics
(1992 on), of the Journal of Environmental Modeling and Assessment (1994 on),
of Statistics and Decisions (1993-2001) and of the Journal of Statistical Planning
and Inference (1994-2002).

In addition to the awards and distinctions already mentioned above, Pro-
fessor Bimal Sinha is also an Elected Member of the International Statistical
Institute, and received in 2002 the American Statistical Association, Section on
Statistics and the Environment, Distinguished Achievement Medal Award and in
2012 the University System of Maryland Board of Regents Award for Excellence
in Research.

Professor Bikas K. Sinha was also a member of the Editorial Board of a
large number of statistical Journals. He served as Editorial Board Member of
Sankhya (1985-1995), as Associate Editor of the Journal of Statistical Planning
and Inference (1992-1997) and of the Calcutta Statistical Association Bulletin
(1988-1992) where he also served as Editor, from 1993 to 2000. He also had
editorship duties in the Pakistan Journal of Statistics, International Journal of
Statistical Science, Statistical Methodology, Statistics, Statistics & Decisions and
the Journal of Combinatorics & Information System Sciences.

Professor Bikas Sinha also received a number of awards, among which are
the P. C. Mahalanobis Gold Medal in 1980. He is an Elected Member of the
International Statistical Institute since 1985, and was President of the Indian
Science Congress, Statistics Section (2000-2001) and Member of the National
Statistical Commission of the Government of India (2006-2009). In the recent
past, Professor Bikas Sinha has been a regular visitor at the US Bureau of Census
under the ‘Summer at Census’ visitor plan.

Carlos A. Coelho
Filipe J. Marques
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Abstract:

e The authors derive likelihood-based exact inference methods for the multivariate re-
gression model, for singly imputed synthetic data generated via Posterior Predictive
Sampling (PPS) and for multiply imputed synthetic data generated via a newly pro-
posed sampling method, which the authors call Fixed-Posterior Predictive Sampling
(FPPS). In the single imputation case, our proposed FPPS method concurs with the
usual Posterior Predictive Sampling (PPS) method, thus filling the gap in the existing
literature where inferential methods are only available for multiple imputation. Sim-
ulation studies compare the results obtained with those for the exact test procedures
under the Plug-in Sampling method, obtained by the same authors. Measures of pri-
vacy are discussed and compared with the measures derived for the Plug-in Sampling
method. An application using U.S. 2000 Current Population Survey data is discussed.
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e finite sample inference; maximum likelthood estimation; pivotal quantity; plug-in sam-
pling; statistical disclosure control; unbiased estimators.
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1. INTRODUCTION

When releasing microdata to the public, methods of statistical disclosure
control (SDC) are used to protect confidential data, that is “data which allow
statistical units to be identified, either directly or indirectly, thereby disclosing
individual information” (Regulation No. 223/2009 of the European Parliament
[7]), while enabling valid statistical inference to be drawn on the relevant popula-
tion. SDC methods include data swapping, additive and multiplicative noise, top
and bottom coding, and also the creation of synthetic data. In this paper, the
authors provide inferential tools for the statistical analysis of a singly imputed
synthetic dataset when the real dataset cannot be released. The multiple impu-
tation case is also addressed, using a new adapted method of generating synthetic
data, which the authors call Fixed-Posterior Predictive Sampling (FPPS).

The use of synthetic data for SDC started with Little [4] and Rubin [10]
using multiple imputation (Rubin [9]). Reiter [8] was the first to present methods
for drawing inference based on partially synthetic data. Moura et al. [5] com-
plemented this work with the development of likelihood-based exact inference
methods for both single and multiple imputation, that is, inferential procedures
developed based on exact distributions, and not on asymptotic results, in the case
where synthetic datasets were generated via Plug-in Sampling. The procedures
of Reiter [8] are general in that they can be applied to a variety of estimators
and statistical models, but these procedures are only applicable in the multiple
imputation case, and are based on large sample approximations.

There are two major objectives in the present research. First, to make
available likelihood-based exact inference for singly imputed synthetic data via
Posterior Predictive Sampling (PPS) where the usual available procedures are
not applicable, therefore extending the work of Klein and Sinha [2], under the
multivariate linear regression (MLR) model. Second, to propose a different ap-
proach for release of multiple synthetic datasets, FPPS, which can use a similar
way of gathering information from the synthetic datasets to that used in [5], when
these synthetic datasets are generated via the Plug-in Sampling method. This
second objective arises from the fact that when using the classical PPS it is too
hard to construct an exact joint probability density function (pdf) for the esti-
mators, under the MLR model, since one would face the problem of deriving the
distribution of a sum of variables that follow Wishart distributions with different
parameter matrices. It is with this problem in mind, that we propose an adapted
method that we will call the FPPS method. We show that this method offers
a higher level of confidentiality than the Plug-in Sampling method, and it still
allows one to draw inference for the unknown parameters using a joint pdf of the
proposed estimators.

A brief description of the PPS and FPPS methods follows. Suppose that
Y = (y1,...,yn) are the original data which are jointly distributed according to
the pdf fg(Y), where 6 is the unknown (scalar, vector or matrix) parameter. A
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prior 7(0) for 0 is assumed and then the posterior distribution of 8 is obtained as
m(0]Y) o< 7(0) fo(s), and used to draw a replication 8% of 6, when applying the
FPPS, or draw M > 1 independent replications 67, ...,09, of 8, when applying
the PPS. In the case of FPPS, we generate M replicates of Y, namely, W; =
(Wj1,...,Wjn), j =1, ..., M drawn all independently from the same fg}, where fg;
is the joint pdf of the original Y with 6% replacing the unknown 6. In the case
of the usual PPS method for each j-th generated synthetic dataset we would use
the corresponding j-th posterior draw 0; and corresponding j-th joint pdf’s fg;,
for j =1,..., M. In either case, these synthetic datasets W, ..., W, will be the
datasets available to the general public. One may observe that, for M = 1, the
Posterior Predictive Sampling and Fixed-Posterior Predictive Sampling methods
concur.

Regarding the MLR model, in our context, we consider the sensitive re-
sponse variables y; (j = 1,...,m) forming the vector of response variables y =
(Y1, ., ym)’, and a set of p non-sensitive explanatory variables x = (z1, ..., zp)’".
It is assumed that y|x ~ N,,(B'x,X), with B and ¥ unknown, and the orig-
inal data consist of ¥ = {(Y14, ..., Ymi> T14, ---, Tpi), ¢ = 1,...,n}, where n will be
the sample size. Let us consider Y = (y1,...,y») with y; = (Y14, ..., Ymi)’ and
X = (X1,...,Xp) With x; = (14, ..., xp;)’. We assume rank(X : pxn) =p <n
and n > m + p. Therefore the following regression model is considered
(1-1) Ym><n = B, prn + men;

mxp

where E,, ., is distributed as N, (0,1, ® ¥). Based on the original data,
(1.2) B = (XX/)"1XY’

is the Maximum Likelihood Estimator (MLE) and the Uniformly Minimum-
Variance Unbiased Estimator (UMVUE) of B, distributed as Ny, (B, 2@ (XX')™1),
independent of £ = 1(Y — B'X)(Y — B’X)’ which is the MLE of ¥, with
n3 ~ Wy (2, n — p). Therefore

(1.3) S =

will be the UMVUE of X.

The organization of the paper is as follows. In Section 2, based on singly
and multiply imputed synthetic datasets generated via Fixed-Posterior Predic-
tive Sampling, two procedures are proposed to draw inference for the matrix
of regression coefficients. Under the single imputation case, we recall that the
FPPS and the PPS methods coincide. The test statistics proposed will be pivot
statistics, different from the classical test statistics for B under the MLR model
(see [1, Secs 8.3 and 8.6]) since it is shown that these classical test statistics are
not pivotal in the present context. Section 3 presents some simulations in order
to check the accuracy of theoretically derived results. Also in this section, the
authors use a measure for the radius (distance between the center and the edge)
of the confidence sets for the regression coefficients adapted from [5], computed
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for the original data and also for the synthetic data generated via FPPS. These
radius measures are compared with the ones obtained when synthetic datasets
are generated via Plug-in Sampling. Section 4 presents data analyses under the
proposed methods in the context of public use data from the U.S. Current Pop-
ulation Survey comparing with the same data analysis given by [5] under the
Plug-in Sampling method. In Section 5, we compare the level of privacy protec-
tion obtained via our FPPS method and via Plug-in Sampling method. Some
concluding remarks are added in Section 6. Proofs of the theorems, and other
technical derivations are presented in Appendices A and B.

2. ANALYSIS FOR SINGLE AND MULTIPLE IMPUTATION

In this section, we present two new exact likelihood-based procedures for the
analysis of synthetic data generated using Fixed-Posterior Predictive Sampling
method, under the MLR model in (1.1). For the single imputation case, the
two new procedures developed also offer the possibility of drawing inference for
a single synthetic dataset generated via Posterior Predictive Sampling.

2.1. A First New Procedure

In this subsection, the synthetic data will consist of M synthetic versions
of Y generated based on the FPPS method.

Consider the joint prior distribution 7(B,X) o |X]|7%/2, leading to the
posterior distributions for 3 and B

(2.1) Slys ~ Wt ((n—p)S,n+a—p)
and
(2.2) Blys ~ Nym(B,E @ (XX)71),

where we assume that n + « > p+ m + 1 (see proof in Appendix B.1). Con-
sequently, we draw 3 from (2.1) and B from (2.2), upon replacing 3 by > in
this latter expression. We then generate the M synthetic datasets, denoted as
W; = (Wj1,...,Wjp), for j =1,..., M, where wj; = (w1ji, ..., Wm;i)', are indepen-
dently distributed as

(2.3) wiilg 5 ~ Nn(B'x, %), i=1,...,n,j=1,.., M.

For i = 1,..,n and j = 1,.., M, let B} = (XX/)"'XW/ and S% = -1 (W, —
B;/X)(Wj - B;/X)’ be the estimators of B and X, based on the synthetic
data (wiji, ..., Wmji, T14, -, Tpi ), which by Lemma 1.1 in [5] are jointly sufficient.
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Conditional on (B,f}), for every j = 1,..,M, B} is independent of S} and
{(B3,S3), ..., (BY,,S3%,)} are jointly sufficient estimators for B and X. Define
then

M B | M
(2.4) By = Z * and S, = i ZS;,
=1 j=1

which are also mutually independent, given B and . For p > m and n+ a >
p + 2m + 2, we derive the following main results.

1. The MLE of B is B}, which is unbiased for B, with Var(Bj;)
- 2M (n+§ —p—m—1)+n—
= NM)nzmyp’aZ]@(XXl) 17 Where NM,n,m,p,oz = }&L(niangQm)_2;L s (See

Theorem 2.1 and Appendix B.3).

2. An unbiased estimator (UE) of ¥ will be Sy, = %}WS (see The-

orem 2.1 and Appendix B.3); for a = 2m + 2, SM will also be an UE for
3,

3. In Theorem 2.2 (see below), we prove that

(B}, — B)(XX')(B}, — B)|
M (n — p)Shy|

(2.5) TS =

)

a statistic somewhat related with the Hotelling 72, this one built to make
inference on a matrix parameter, is a pivotal quantity, and that for A; ~
Win(Ln,nta—p—m—1), Ay ~ Wy,(I,n—p) and F; ~ F,_i 11 p(n—p)—it1
(1 =1,...,m), all independent random variables,

1+ 1 M+1
T ~ : I Q
M‘Q {HMH p-l—i—l Z}’ i m + ,

1 1
where € has the same distribution as A7 A, 1A12 and where 2 means
‘stochastic equivalent to’.

4.  If one wants to test a linear combination of the parameters in B, namely,
C = AB where A is a k x p matrix with rank(A) = k < p and k > m, one

defines
7+ [(AB, — O)(AXX)'A') (AB}, ~ O)
’ [M(n — p)Sy|
and proceeds by noting that
st |19 k—i+1 M+1
2. T ~ Frio|—7In+Q,
(2.6) M.clw {il:IlM(n—p)—H—l k}‘ i +

with Fji ~ Fj_i41,M(n—p)—i+1 being independent random variables and €2
defined as in the previous item.
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(i) Test for the significance of C: in order to test Hy : C = Cg versus
Hy : C # Cy, we reject Ho whenever Ty o exceeds sk mpnyy Where
OM km,pnsy Satisfies (1 — ) = PT(T]TLCO < OM kmpny) When Hy is true.
To perform a test for B = Bg one has to take A =1I,,.

(ii) Confidence set for C: a (1 — ) level confidence set for C is given by

(2.7) Ap(C) ={C: Tirc < dmhmnpn s

where the value of 0a7 . m.n,py can be obtained by simulating the distribu-
tion in (2.6).

Results in 1-4 are derived based on Theorems 2.1 and 2.2 below.

Theorem 2.1.  The joint pdf of B};,S3; and X1, for B}, and S},
defined in (2.4), is proportional to

o~ Htr{(MELE ) (BY,~B) XX/ (By,—B)+M(n—p) 518}, }

M(n—p)—m-—1

X il ° |z _%] M_$-1 —i—E*l]*p/?’ifl +271‘—
|

2n+a—2p—m—1
2

- M(n—p)+nta M+41

E|f7'm71 +

so that E;M and §;\4, given 3, are independent, with
—e M+1-
and .
S le e Wi (5 M(n—p)) .
Sils ~ Win (570515 M0 —»))

Proof:  See Appendix A. Ol

Theorem 2.2.  The distribution of the statistic Ty, defined in (2.5) can
be obtained from the decomposition

o t
Tyl f“{

m

p—i+1 M+1
F; L, +Q
il_IlM(np)i+1 }‘ oot

where Fj ~ Fj, ;11 _i+1 are independent random variables, themselves

n—p)

1 1
independent of £, which has the same distribution as A? A;'A? with Ay ~
Wp(Ip,n+a—p—m—1) and Ay ~ Wy, (I,,,n — p), two independent random
variables.

Proof:  See Appendix A. O
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Remark 2.1.  When m = 1 and M = 1, the statistic in (2.5) reduces to
the statistic 72 used in [2] whose pdf is obtained by noting that
n+a—p—4
w 2
2n+a—2p—2 °

(1+w) P

Tz‘Q:w ~ %12?(2 +w)Fyn—p where fo(w) o

Remark 2.2.  We remark that the statistic T, in (2.5) degenerates to-
wards zero when n — oo or M — oo, but

m e d u M+1
(M(n—p))" Tyla —WOO {Hng;iJrl}‘ i Im—i-Q‘
i=1

and

m
° d
(M(n = )" Tirla —— {Hxi_m} T+,
=1

where —% represents convergence in distribution. Consequently, if instead of
(B —B) (XX')(B},—B)|

using Ty, one uses Ty, = (M(n —p))" Ty, = | s one would
M

have

m

o d M+1
Tipsle —— {H Xf)_z'ﬂ} ‘MI’" + Q‘

i=1

and

m
° d 2
Thrrsla o {1_[1 Xpi+l} L, + Q,
1=

which corresponds to the use of a simple scale change.

In Table 1, we list the simulated 0.05 cut-off points for T3, for M =1 for
some values of p, m and n.

Table 1: Cut-off points of the 95% confidence set for the regression coefficient B

p=3
n m=1 m =3
a=2 a=4 a=4 a=06
10 | 6.568 7.433 20.11 29.08
50 | 5.502E-01 | 5.581E-01 | 9.277E-03 | 9.691E-03
100 | 2.518E-01 | 2.542E-01 | 9.212E-04 | 9.443E-04
200 | 1.207E-01 | 1.208E-01 | 1.049E-04 | 1.064E-04
p=4
n m=1 m =3
a=2 a=4 a=4 a==6
10 | 11.08 12.69 239.2 372.7
50 | 6.884E-01 | 6.984E-01 | 3.550E-02 | 3.697E-02
100 | 3.108E-01 | 3.128E-01 | 3.487E-03 | 3.564E-03
200 | 1.487E-01 | 1.490E-01 | 3.674E-04 | 3.723E-04

Similar to what was done in [5], one could suggest the following adaptations
of the classical test criterion for the multivariate regression model (see [1, Secs
8.3 and 8.6] for the classical criteria):
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(a) TPy = [SyI[Si + By — B)(XX')(B), — B)|* (Wilks’ Lambda Crite-
rion),

(b) T3y =tr [(E;M - B)(XX)(B® - B)(gjw)_l} (Pillai’s Trace Criterion),
(¢) T3y = tr|(By—BY(XX)(B,~B)[(B},~B) (XX')(B},~B) + 83,] !
(Hotelling-Lawley Trace Criterion),

(d) T} = A1 where Ay denotes the largest eigenvalue of (B},—B)"(XX')(B},—
B)(S},)~! (Roy’s Largest Root Criterion).

However, these statistics are non-pivotal, since their distributions are func-
tion of 3 (see Appendix B.3).

2.2. A Second New Procedure

We propose yet another likelihood-based approach for exact inference about
B where one may gather more information from the released synthetic data,
following a somewhat similar procedure to the one used in [5]. Let us start
by recalling that Wj (j = 1,..., M) are m x n matrices formed by the vectors
(W1, ..., Wjn) as columns, generated from wji|g g ~ Np(B'x;,8) (i = 1,...,n).
Note that, conditionally on B and X, (Wiiy ..., War;) is a random sample from
Nm(]~3’xi, f]), fori=1,...,n. Consider w; = ﬁ Z]M:1 wj; and Sy, = Z]M:1(Wji_
Ww;)(wj; —w;)’ which are sufficient statistics for 3, based on the i-th covariate
vector. Defining Sy, = > | Sw;, we have (Wi, ..., Wy, Sw) as the joint sufficient
statistics for (B,X). Conditionally on B and X, we have W; ~ N, (B'x;, ﬁi)
and Sy ~ Wi (2, M —1).

From the M released synthetic data matrices W; (j = 1,..., M), we may
define Wy = Zj\il W, and define for B its estimator

(2.8) B}, = (XX)1XW),,
and for X its estimator

Sw + M x S?
2. [ ] — mean
( 9) comb Mn — p ’

where we define S®,_.., = (W — E;\;X)(WM — ER;[X)’.

In fact, if the M synthetic datasets are treated as a single synthetic dataset
of size nM, the estimators obtained for B and 3 will be exactly the same as
the ones obtained in (2.8) and (2.9). The proof of this fact may be analyzed in
Appendix C.

Analogous to what was done in the previous subsection, one can derive the
following inferential results, for p > m and n+ a > p + 2m + 2.
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1. An UE of ¥ will be §); = Fe-P=2m=2ge " (see Corollary 2.3 Appendix
B.4), and for « =2m + 2, S?

o omb v;ill also be an UE for X.

2. In Corollary 2.3 (see below), we prove that

. _ By -B)(XX)Bj - B)
(210) comb — M |(Mn—p)S; M

omb‘

is a pivotal quantity, and that for A ~ W,,,(I,,n+a—p—m—1), Ay ~
Wi (L, n — p) and F; ~ Fy_ijt1 pMn—p—it1 (¢ = 1,...,m), all independent
random variables,

m .

. " p—i+1 M+1

Tcombmi{HMn—p—i—i—lFi}’ a8
=1

1 1
where €2 has the same distribution as A7 A5 1Af.

3.  If one wants to test a linear combination of the parameters in B, namely,
C = AB where A is a k x p matrix with rank(A) =k < p and k > m, one
may define

. _|(AB} - C)(AXX')'A")"'(AB}, — C)|
comb,C |(MTL - p)§

L ] M
comb |

and proceed by noting that

m .
k—i+1 M+1
2.11 T W Fri } L, +Q
( ) comb,C| {Zl:lan_p_Z‘i’l k,l} M m + )
with Fy; ~ Fj_it1,Mn—p—i+1 being independent random variables and
defined as in the previous item.

(i) Test for the significance of C: in order to test Hy : C = Cy versus
H, : C # Cy, we reject Hy whenever T°? Co exceeds deomb,k,m,pny Where

comb,
Scomb,k,m,pnyy Satisties (1 —v) = Pr(T}, < Ocomb,km.pniy) When Ho is

comb,Cy —
true. To perform a test for B = Bg one has to take A =1I,,.

(ii) Confidence set for C: a (1 — ~) level confidence set for C is given by

(2.12) Acomp(C) = {C: Tc.omb,C < 5comb,k,m,n,p;7}u
where the value of dcomp,km,npy can be obtained by simulating the distri-

bution in (2.11).

Results in 1-3 are derived based on the following Corollaries 2.3 and 2.4, of
Theorems 2.1 and 2.2, respectively.
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Corollary 2.3.  The joint pdf of E;V[, S,y and -1 for BM and S°
defined in (2.8) and (2.9), is proportional to

comb

~ 11— —
~Lr{(MAS4 %) (B —B) XX/ (BY —B)+(Mn—p)S182,,}
Mn—p—m-—1

Se n
x L cx?;i'wi |57 5L

1%

2nt+a— 2p m—1
)

2 1+2 1| p/2‘2 1+2 1’—

so that E;M and S? ., given 3, are independent, with

M+1,

Bils ~ Npm <B, < 5+ 2) ® (XX’)—1>

and )
Scomb‘f} ~ Wm (]\M—ZJZLM(” _p)> .

Proof:  See Appendix A. O

Corollary 2.4.  The distribution of the statistic 73, defined in (2.10)
can be obtained from the decomposition

141 M+1
Comb|QN{HMn p—z+1F’}‘ M Im+ﬂ‘

where F; ~ F,_i11 Mn—p—i+1 are independent random variables, themselves in-
1 1
dependent of €2, which has the same distribution as A{A; 1A12 with Aq ~

Wp(Ip,n+a—p—m—1) and Ay ~ W,,,(L,,,n — p), two independent ran-
dom variables.

Proof:  See Appendix A. Ol

Remark 2.3.  Similar to what happens with the statistic T}, in (2.5),

the statistic 75, in (2.10) also degenerates towards zero when n — oo or M —

oo, and similarly to what happens with T3,
m
o d M+1
(MTL — p)m Tcomb’Q m {1_[1 X}27i+1} ‘MIm + Q‘
1=
and

m
° d
(Mn - p)mTcomb|ﬂ M%oo} { | | X12;i+1} |Im + Q| .
i=1
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. . B, -B)(XX')(By,-B
comb2 — (Mn—p)m Tcomb = B )|é:omb)‘( 2 =B

Using the simple scale change

one would have
m
. d 2 M+1
Toompala —— {H sz+1} ’Mlm + 9)
i=1
and
m
° d 2
T’comb2|Q m {1_[1 Xp—i+1} |Im + Q| )
1=
similar to what happens with T7,.

3. SIMULATION STUDIES

In order to compare the PPS and the FPPS methods with the Plug-in Sam-
pling method we present the results of some simulations analogous to the ones
presented in [5]. The objectives of these simulations are: (i) to show that the in-
ference methods developed in Section 2 perform as predicted, and (ii) to compare
the measures (radius) obtained from our methods with the ones from the Plug-in
method. All simulations were carried out using the software Mathematica®. To
conduct the simulation, we take the population distribution as a multivariate
normal distribution with expected value given by the right hand side of (1.1), for
m = 2 and p = 3, with matrix of regressor coefficients

12
B=(32
11

105
Z_(0.5 1)'

We set a = 6 in order to have both S$, and S?,mp as the unbiased estimators of 3.
The regressor variables x1;, ¢2;, 3,7 = 1, ...,n are generated as i.i.d. N(1,1) and
held fixed for the entire simulation. Based on Monte Carlo simulation with 10°
iterations, we compute an estimate of the coverage probability of the confidence
regions for B and C = AB given by (2.7) and (2.12), defined as percentage of
observed values of the statistics smaller than the respective theoretical cut-off
points, with A = ($§7), using the methodologies described in Section 2. For
M =1, M =2 and M = 5, the estimated coverage probabilities of the confidence
sets are shown in Table 2 under the columns B(1) and AB(1) for the first new
procedure in Subsection 2.1, and under the columns B(2) and AB(2) for the
second new procedure in Subsection 2.2. For M = 1, a single column is shown
for each confidence region since the two new procedures are the same.

and covariance matrix

The results reported in Table 2 for samples of size n = 10, 50, 100, 200, show
that, based on singly and multiply imputed synthetic data, the 0.95 confidence
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Table 2: Average coverage for B and AB

M=1 M =2 M=5

1st Approach 2nd Approach 1st Approach 2nd Approach

B(1) | AB(1) | B(2) | AB(2) | B(1) | AB(1) | B(2) | AB(2)
10 | 0.949 | 0.951 | 0.949 | 0.949 | 0.951 | 0.949 | 0.951 | 0.950 | 0.949 | 0.951
50 | 0.949 | 0.950 | 0.951 | 0.951 | 0.950 | 0.951 | 0.951 | 0.950 | 0.949 | 0.948

100 | 0.949 | 0.949 | 0.951 | 0.950 | 0.949 | 0.951 | 0.949 | 0.951 | 0.951 | 0.950

200 | 0.951 | 0.951 | 0.949 | 0.951 | 0.951 | 0.949 | 0.950 | 0.951 | 0.950 | 0.951

n

sets for B and AB have an estimated coverage probability approximately equal
to 0.95, confirming that the confidence sets perform as predicted.

In order to measure the radius (distance between the center and the edge)
of the confidence sets, we use the same measure proposed in [5], which is

Ty = di;w,m,n,p,'y X ‘S;W’u
where dj; . ., . is the cut-off point in (2.7) or (2.12). Here we take M = 0 for the
original data, with S§ = (n — p)S, M = 1 for the singly imputed synthetic data
and M = 2,5 for the multiply imputed synthetic data, with g;w = M(n—p)§;\4 for
the first new procedure, and S;M = (Mn—-p)S for the second new procedure.
The expected value of this measure will be

°
comb

(n —p)!

Fh = -

Mm%pﬁ X Kt p,pm |2

where Ko, m = 1 for the original data,

(=24 Enpam—m)!  (Mn— Mp)!
(=24 Bnpam) (Mn—Mp—m)!

Kyrnpm =

for the procedure in Subsection 2.1 and

(=24 Enpam)! (Mn—p—m)!

KM,n,p,m =

for the procedure in Subsection 2.2, where ky, o pm = n+a —p—m— 1, assuming
n+a > p+ 2m + 2. For more details about these expected values we refer to
Appendix B.5.

We present in Table 3 the average of the simulated values of the radius
Ty and its expected value E(Y ;) for the confidence sets Ay (B) (first proce-
dure) and A ymp(B) (second procedure), and in Table 4 the same values for the
confidence sets Aps(C) (first procedure) and A,y,(C) (second procedure), for
M =0,1,2,5 and n = 10, 50, 200. These values may be compared with the values
obtained in [5] for the Plug-in Sampling.

Observing Tables 3 and 4 and comparing the entries in these tables with
the results in [5] for Plug-in Sampling, we may see that when synthetic data are
generated under FPPS, larger radius are obtained. In the singly imputed case,
one can observe that the PPS synthetic datasets will lead to a radius that is
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Table 3: Average values of Ty and the values of E(Yas) for the confidence set for B.

M=1 M =2
n | Orig av ox 1st Procedure 2nd Procedure
& P avg exp avg exp

10 | 36.97 || 507.25 | 512.19 || 251.55 | 252.55 | 237.64 | 238.68
50 | 19.11 || 176.36 | 176.53 || 121.23 | 121.52 | 121.23 | 121.48
200 | 17.52 || 154.93 | 156.06 || 105.81 | 106.61 | 105.90 | 106.72

M=5
n 1st Procedure 2nd Procedure
avg exp avg exp

10 | 175.34 | 176.18 | 163.82 | 168.92
50 92.25 92.80 92.28 92.84
200 81.89 82.39 81.91 82.40

Table 4: Average values of Ty and the values of F(Yas) for the confidence set for C = AB.

M=1 M=2
n | Orig a o 1st Procedure | 2nd Procedure
Ve *P avg exp avg exp

10 | 13.43 || 172.64 | 172.32 || 92.23 | 92.44 | 86.24 86.61
50 7.33 68.93 68.99 || 47.75 | 47.86 | 47.45 47.55
200 7.10 60.65 61.09 || 41.74 | 42.05 | 41.74 42.05

M=5
n | 1st Procedure | 2nd Procedure
avg exp avg exp

10 | 63.07 | 63.38 | 61.34 | 61.74
50 | 35.32 | 35.52 | 35.08 | 35.27
200 | 32.47 | 32.51 | 32.54 | 32.53

approximately two and half times that of the radius under Plug-in Sampling.
As the number M of released synthetic datasets increases, T s slowly decreases,
increasing however the difference of the radius between the FPPS and the Plug-
in methods. Eventually, one may need very large values of M, in order to have
values of Ty close to the value of T¢. As in [5] we also observe that the values of
Yy (M > 1), for both new FPPS procedures become identical for larger sample
sizes.

4. AN APPLICATION USING CURRENT POPULATION
SURVEY DATA

In this section, we provide an application based on the same real data used
in [5] to compare the original data inference with the one obtained via PPS, for
the single imputation case, and via FPPS, for the multiple imputation case. The
data are from the U.S. 2000 Current Population Survey (CPS) March supplement,
available online at http://www.census.gov.cps/. Further details on the data may
be found in [5].
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In this application, x, the vector of regressor variables, is defined as
X = (1,N,L,A,I(E =34),.,I(E=37),1(E =39),..,1(E = 46),
/
I(M=3),..,I(M=7),I(R=2),I(R=4),1(S = 2)) :

where N, L, A, are respectively, the number of people in household, the number
of people in the household who are less than 18 years old and the age for the head
of household, E, M, R and S, are respectively, the education level for the head of
the household (coded to take values 31, 34-37, 39-46), the marital status for the
head of the household (coded to take values 1,3-7), the race of the head of the
household (coded to take values 1,2,4) and the sex of the head of the household
(coded to take values 1,2). I(E = 34) is the indicator variable for £ = 34,
I(E = 35) is the indicator variable for E = 35, and so on, and where the indicator
variable for the first code present in the sample for each variable is taken out in
order to make the model matrix full rank. The vector y of response variables
will be formed by the same three numerical variables used in [5], namely, total
household income, household alimony payment and household property tax. After
deleting all entries where at least one of these variables are reported as 0, we
were left with a sample size of 141, and as such the model matrix X = [x; - - - Xy,
has thus p = 24 rows, n = 141 columns, with rank equal to 24. Throughout
this section we will assume o = 8 in order to have Sj, and S? . as unbiased
estimators of 3. Via PPS method we generate a single synthetic dataset and
show in expression (4.1) the realizations of the unbiased estimator S® for 3 and
of the estimator S for the original data, respectively denoted by S} and S

(4.1)

B 1.58572 —0.20443 0.27981 B 1.1980 —0.0375 0.2970
St = -0.20443 1.61395 0.16089 |, S= | —0.0375 1.0699 0.1175
0.27981 0.16089 0.34648 0.2970  0.1175 0.4045

In Table 5 we show the realizations of the unbiased estimator B} of B and of the

estimator B of the original data, respectively denoted by ]§I and B.

At a first glance the estimates originated via Plug-in Sampling (see [5]) seem
to be more in agreement with the original data estimates than the ones drawn
from PPS. Nevertheless, this is only one draw and it could be a question of chance
to originate ‘better’ or ‘worse’ data. Therefore, one must conduct inferences on
the regression coefficients based on multiple draws.

Inferences on regression coefficients are obtained by applying the method-
ologies in Subsections 2.1 and 2.2, to analyze the singly imputed synthetic dataset
and multiply imputed synthetic datasets, considering M =1, M =2 and M =5,
using the statistics T, and T}, . and their empirical distributions based on sim-
ulations with 10* iterations, to test the fit of the model and the significance of
some regressors for v = 0.05. Regarding the test of fit of the model one will find,
for all values of M, results equivalent to the ones obtained for the case when
synthetic data are generated via Plug-in Sampling, i.e., concluding that the ex-
planatory variables in x have a significant role in determining the values of the
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Table 5: Estimates of the regressor coefficients from the FPPS synthetic data (B®), Plug-in
synthetic data (B*) and from the original data.

FPPS Plug —in -
regressor SyntheticData (B®) SyntheticData (B*) OriginalData (B)
I AP PT I AP PT I AP PT

Intercept || 11.4996 3.3381 8.1713|| 10.1829  3.7094 10.9787 9.8339  4.6663 10.1095
N 0.2801 —0.2562  0.6317||—0.0938 0.1435 0.6189 0.0457 0.0375  0.4585
L —0.3996  0.4960 —0.6017|| 0.0812 0.0163 —0.5932 0.0186  0.1310 —0.3851
A —0.0061 0.0223 0.0018|| 0.0075 0.0285 —0.0097 0.0118 0.0181 —0.0020
I(E=34) || —4.7732 0.3476 —0.4662 || —6.6680 1.2055 —2.0664 ||| —4.4348  0.5944 —1.2291
I(E=35) || —5.5990 2.8081 1.9914| —1.2231 —0.0154 —0.7091 ||| —1.4060 0.9188 —0.1468
I(E=36) || —4.2467 2.2712  0.6907 || —0.4478  2.1718 —0.9172(||—2.3100 1.0416 —0.5002
I(E=37) || —3.5281 0.7339 1.4653| —1.1547 1.3009 —1.0659 ||| —2.0490 0.7410 0.2335
I(E=39) || —3.3369 1.5590 1.0109||—2.5737 0.7234 —1.1346 ||| —2.2208 0.4054 —0.4136
I(E=40) || —2.8766 1.7608 1.2350(|—1.8032 1.0617 —0.6940 ||| —1.8834 0.8519  0.0852
I(E=41) || —2.8266 2.7954 2.3165||—1.5615 1.6881 —0.0291 ||| —1.9468 1.4222 0.1094
I[(E=42) || -3.5901 2.3990 0.7908 || —2.4543 2.0378 —1.1494 ||| —2.3381  1.3840 —0.0808
I(E=43) || -1.9852 2.1149 1.9765| —1.7090 1.1722 —0.4341|||—1.5057 1.0766  0.5309
I(E=44) || —3.2012 2.0495 1.7665 | —2.2668 1.5629 —0.2140(||—1.8082 1.1301  0.4936
I(E=45) 0.1813 1.1103 1.7535||—1.8984  2.1024 —0.4636 ||| —0.9893 0.7958  0.3057
I(E=46) 0.5791  2.3091 3.5534 0.4558 1.4836  1.1497(||—0.6198 1.0766 1.0624
I(M=3) ||—2.3691 0.8545 —0.3594|| —1.9077 —0.4988 —0.4836|||—2.7258 0.0964 —0.2156
I(M=4) || —4.4234 2.2640 —1.2282||—0.0088 0.5609 —0.2349(||—0.0134 0.5887 0.3864
I(M=5) ||—-1.0787 1.5611 0.1170|| 0.3767 0.6729 0.1184 0.1455 0.4770  0.1558
I(M=6) ||—0.8300 —0.2358 —0.2713|| 0.3948 —0.3092 —0.1046 ||| —0.7122 —0.4448 —0.4025
I(M=7) || —2.8242 2.9533 0.5456 1.0576  0.5476  0.5187|| —0.1990 1.1750 0.6685
I(R=2) 0.3378  3.8443 1.4196||—1.0805 3.0078 —0.1619||| —0.9205 1.3432 0.4696
I(R=4) 0.0340 1.9168 —0.4519|| 0.6883 —0.3211 0.3639 ||| —0.7040 0.0975 —0.1618
1(S=2) 1.3582 —0.4793 —0.1588| 0.0564 —0.2309 —0.2849 0.1236 —0.1355 —0.4025

response variables in y since the obtained p-values, computed as the fraction of
values of the empirical distribution of the corresponding statistic that are larger
than the computed value of the statistic, were all approximately zero. The cut-off
points obtained from the empirical distributions of T3, and T , (respectively
associated with the first and second procedures in Subsections 2.1 and 2.2) are
approximately equal to 0.50357, for M = 1 (where first and second procedures
coincide), to 0.03460 and 0.02569, for M = 2, and to 0.00149 and 0.00094, for

M =5.

In order to test the significance of some regressors, we propose to study two
different cases, using in each case the same sets of regressors as in [5]. Therefore,
we will test the significance of regressor variables R and S, for the first case, and
regressor variables A and E, for the second case. As such, in the first case, we
will consider a 3 x 24 matrix

A= (O3><21‘I3)

and we will be interested in testing the hypothesis Hy : AB = Cg, where Cy is
a 3 x 3 matrix consisting of only zeros. We now generate 100 draws of M = 1,
M =2 and M = 5 synthetic datasets and gather the different p-values obtained
when using the statistics in (2.5) and (2.10). In Figure 1, one may analyze
the box-plots of the p-values obtained for each procedure together with the ones
obtained in [5] for the same sets of variables, where under Single, 1st and 2nd, one
has the box-plots associated with the new procedures developed in this paper and
under SingleP, 1stP and 2ndP, the box-plots associated to the Plug-in Sampling
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method. The existing line in the box-plots marks the original data p-value 0.249,
obtained using the Tp ¢ statistic in (3) of [5]. It is important to note that in the
case of single imputation (M = 1) the FPPS method reduces to the usual PPS
method.

1st F— — 1st — —
2nd F— — 2nd F— —
1stP | ey 1stP | e
2ndP | 2ndP |
0.0 0.2 0.4 0.6 0.8 1.0 0.0 0.2 0.4 0.6 0.8 1.0
(a)]%zZ (b)M:5
Singlet F—— —
SingleP -—{
0.0 0.2 0.4 0.6 0.8 1.0
(c) M=1

Figure 1: Box-plots of p-values obtained, when testing the joint significance of I(R=2), I(R=4)
and I(S=2), from 100 draws of synthetic datasets using procedures in Section 2 and using Plug-in
Sampling method from [5], for M =1, M =2 and M =5 .

In general, from Figure 1, we may note in both new procedures a larger
spread of the p-values when compared with the p-values gathered from Plug-in
Sampling, presenting a distribution of p-values with larger values than the origi-
nal, nonetheless with the majority of these p-values leading to similar conclusions
as those obtained from the original data for v = 0.05, that is, to not reject the
null hypothesis that variables R and S do not have significant influence on the
response variables.

We may note that in general, in cases where the p-value obtained from the
original data is rather low, we expect to obtain larger p-values for the synthetic
data, given the inherent variability of these synthetic data and the “need” of the
inferential exact methods to preserve the 1 — « coverage level, and impossibility
of compressing the synthetic data p-values towards zero.

For the second case, we are interested in testing the hypothesis Hg :
AB = Cg, where Cg is a 13 x 13 matrix consisting of only zeros, with

A = (0u3x3|L15] 01345 ),

corresponding to the test of joint significance of variables A and E. The p-value
obtained for the original data, based on (3) in [5], was 0.033, thus rejecting their
non-significance for v = 0.05. In Figure 2, we can compare the box-plots obtained
for the FPPS and Plug-in Sampling methods obtained by generating 100 draws
of synthetic datasets, for M = 1, M = 2 and M = 5. The vertical line represents
again the original data’s p-value.

From Figure 2, we note that the spread of p-values is again larger for our
new procedures based on FPPS than the ones from the Plug-in method, majorly



172 Ricardo Moura, Martin Klein, Carlos A. Coelho and Bimal Sinha

st H —_—

1st _—

ond - 2nd H F———

oo — - Il:
2ndP | nd

P R —— 00 02 04 06 08 10
(a) M =2 (b) M =5
Single —

00 02 04 06 08 10
(c) M=1

Figure 2: Box-plots of p-values obtained, when testing the joint significance of A and E, from 100
draws of synthetic datasets using procedures in Section 2 and using Plug-in Sampling method
from [5], for M =1, M =2and M =5 .

leading to a different conclusion from the inference obtained from the original
data.

For the single imputation case, even if the spread of the p-values gathered
from the PPS is larger than the ones from the Plug-in Sampling, the distributions
of p-values are not that different for the two methods.

For the two cases studied, the two new FPPS multiple imputation proce-
dures presented have very similar p-values. As M increases the spread of the
p-values from FPPS becomes smaller and closer to the original data’s p-value
but at a smaller rate than the p-values from the Plug-in Sampling.

Nevertheless, this larger spread of the p-values from FPPS will be compen-
sated by an increase of the level of confidentiality, as it can be seen in the next
section.

Next, we present the power for the tests

(4.2) Hy:B=Bo(#0)vs H :B=B; and
’ HotAB:CO(%O)USHllABzcl

for By equal to B, rounded to two decimal places,

A = (01954 |L12[ 01245 ),

a 12 x 12 matrix defined appropriately in order to isolate the indicator variables
associated with the variable E, and C; = AB; where B takes different values,
found in Table 6, with D a p x m matrix of 1’s.

The power for the synthetic data obtained via FPPS was then simulated
as well as the power for the case when these synthetic datasets are treated as if
they were the original data. We also simulated the power from the original data
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and refer to [5] for the power values for the synthetic data generated via Plug-in
Sampling.

Table 6: Power for the tests to the hypothesis (4.2), with B(1), C(1) and B(2) and C(2) denoting
the first and second procedures proposed by the authors in Subsections 2.1 and 2.2 for FPPS
and in [5] for Plug-in method.

giw:er for origEc.lata Methods Mgl B(li\/l‘:%@) B(S\’I‘:5B(2) synt]é;)sorig
Bo+0005D | 0597 | bt | 07ro | 0aes | 0aes | 0471 | 0472 | 1000
Bo+095 | 0965 | bt | oo | 0ai0 | 0stt | 006 | 009 | 1ovo
golwir for origcdata Methods Mgl C(li\{‘:%(?) C(1§\4T5C(2) syntg&iorig
AB,+3D) | 0465 | bt | gonn | 0aai | 045 | 016 | 018 | oors
AB,09) | 0398 | bt | oo | 0o | 02m | o | 07 | 0o

From the power values in Table 6 we may see that tests based on the
synthetic data via FPPS show lower values for its power than the ones based in
Plug-in generation, as expected, since we are using a method which is supposed
to give more confidentiality by generating more perturbed datasets. We may
see that these values increase along with the value of M, but with a smaller
rate than that for Plug-in Sampling, leading to the conclusion that one will need
larger values of M to obtain a closer power value to the one registered when
testing using the original data. If synthetic data is treated as original, we obtain
a larger power than the one obtained for the original data, which is obviously
misleading, since the estimated coverage probability will be in fact much smaller
than the desired 0.95.

5. PRIVACY PROTECTION OF SINGLY VERSUS MULTIPLY
IMPUTED SYNTHETIC DATA

In order to evaluate the level of protection and at the same time compare
it with the level obtained from synthetic data generated via Plug-in Sampling,
we perform, in this section, a similar evaluation as in [5] using CPS data. Let
us consider W; = (wy, ..., wy), | = 1,..., M, M synthetic datasets generated
via FPPS, where w;; = (w141, ..., W), = 1,...,n. The estimate of the original
values y; = (Y14, -, Ymi) will be y; = ﬁ Zl]‘il w;;. Let us recall the three criteria
used in [5] as measures of the level of privacy protection:

1 &2 Vi — Yii
5.1 e=— Pr||2—L
(51) = 2P ||

<€‘Y:|;
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5N 1~ (i — y5i)?
(5.2) F27€:*ZPT‘ —272<6‘Y ;
i mia Y
1 &l —
(5.3) Tye=Pr|— Y Y [# 20 <e‘Y
mni = Y

Let us also consider, from I'{ , the following quantity, for i = 1,...n and
j = 17 ) m7
Yji — Yji

Dl,e,ji = Pr I:
Yji

<6’Y:|

and, from I's,

We use a Monte Carlo simulation with 10* iterations to estimate all three mea-
sures in (5.1)—(5.3) based on the n = 141 households in the CPS data. In Table 7,
we show the values of I'1 901, ['2,0.01 and the minimum, 1st quartile (@), median,
3rd quartile (Q3) and maximum of D, ., displaying also the values gathered when
using Plug-in Sampling. In Table 8, we show the values of I'3 g1 and the mini-
mum, ()1, median, (Y3 and maximum of D3 also displaying the values gathered
when using Plug-in Sampling.

Table 7: Values of I'1 0.01, ['2,0.01 and a summary of the distribution of Dj 0.01.
[ M [ Method [ Ti001 [ T2001 [ Min [ Qi [ Median | @3 [ Max
FPPS 0.0602 | 0.0005 0 0.0385 | 0.0507 | 0.0784 | 0.1455
Plug-in | 0.0631 | 0.0006 0.0398 | 0.0552 | 0.0854 | 0.1491
FPPS 0.0702 | 0.0009 0.0357 | 0.0624 | 0.0910 | 0.1945
Plug-in | 0.0754 | 0.0010 0.0331 | 0.0697 | 0.0954 | 0.2134
FPPS 0.0797 | 0.0012 0.0214 | 0.0711 | 0.1136 | 0.2785
Plug-in | 0.0879 | 0.0018 0.0110 | 0.0792 | 0.1284 | 0.3279

o olo oo

Table 8: Values of I'3 .1 and a summary of the distribution of Ds.
M [ Method [ Ts01 [ Min | Qi [ Median | @3 | Max

M—1 FPPS 0.0000 | 0.1091 | 0.1248 | 0.1287 | 0.1325 | 0.1544
Plug-in | 0.0000 | 0.1050 | 0.1202 | 0.1233 | 0.1264 | 0.1379
M =2 FPPS 0.0021 | 0.0960 | 0.1088 | 0.1116 | 0.1145 | 0.1324
Plug-in | 0.0694 | 0.0948 | 0.1026 | 0.1051 | 0.1072 | 0.1159
M=5 FPPS 0.5008 | 0.0896 | 0.0980 | 0.1000 | 0.1020 | 0.1131
Plug-in | 1.0000 | 0.0846 | 0.0905 | 0.0920 | 0.0936 | 0.0992

Looking at Tables 7 and 8, we observe that the values of the privacy mea-
sures in (5.1)—(5.3) increase for increasing values of M for both procedures devel-
oped in Subsections 2.1 and 2.2, showing that the disclosure risk increases with
the increase in the number of released synthetic datasets. Compared with the
measures obtained under Plug-in Sampling, we may observe a smaller disclosure
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risk in all cases, leading to the conclusion that the proposed FPPS procedures
have an overall higher level of confidentiality. Regarding measures I's . and I'3
this increase reaches in some cases an increase of 50% or more in confidential-
ity. In the single imputation case, under the PPS we also register an increase
of confidentiality when comparing the same measure under Plug-in Sampling,
nevertheless this increase is relatively small.

6. CONCLUDING REMARKS

In this paper the authors derive likelihood-based exact inference for sin-
gle and multiple imputation cases where synthetic datasets are generated via
Fixed-Posterior Predictive Sampling (FPPS). If only one synthetic dataset is re-
leased, then FPPS is equivalent to the usual Posterior Predictive Sampling (PPS)
method. Thus the proposed methodology can be used to analyze a singly im-
puted synthetic data set generated via PPS under the multivariate linear regres-
sion (MLR) model. Therefore this work fills a gap in the literature because the
state of the art methods apply only to multiply imputed synthetic data. Under
the MLR model, the authors derived two different exact inference procedures for
the matrix of regression coefficients, when multiply imputed synthetic datasets
are released. It is shown that the methodologies proposed lead to confidence
sets matching the expected level of confidence, for all sample sizes. Further-
more, while the second proposed procedure displays a better precision for smaller
samples and/or smaller values of M by yielding smaller confidence sets, the two
procedures concur for larger sample sizes and larger values of M, as it is cor-
roborated in theory by remarks 2.2 and 2.3. When compared with inference
procedures for Plug-in Sampling, the procedures proposed based on FPPS lead
to synthetic datasets that give respondents a higher level of confidentiality, that
is, a reduced disclosure risk, nevertheless at the expense of accuracy, since the
confidence sets are larger, as illustrated in the application with the CPS data.
Once likelihood-based exact inferential methods are now made available both for
FPPS/PPS and Plug-in Sampling, it is therefore the responsibility of those in
charge of releasing the data to decide which method to use in order to better
respect the demands and objectives of their institution.
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A. Proof of Theorems 2.1 and 2.2 and Corollaries 2.3 and 2.4

Proof of Theorem 2.1:  Given (B,X), from (2.3) we have that, for
every j =1,.... M,

Wilgs ~ Nn(X'B,Z® L) = Bjlg g ~ Npm(B, @ (XX)™)

and _
(n —p)Silg ~ Win(X,n —p).

Therefore, we have for By, and S}, in (2.4),

M
° 1 . ~ 1 -~ 1
Bulgs = ‘ 1B3|1§§: ~ Npm (B,ME®(XX’) >
‘7:
and M
M(n_p)SM|z = (n_P)ZS]‘i ~ Wi (3, M(n —p))

Since EZW and S}, are independent, the conditional joint pdf of (B}, Sy,), given
B and X, is
f(Bir, Sy (B, %)
(A.1) e—%tr{MfJ*1[(E;\/j—E)’XX’(ER/I—B)—FM(n—p)gR{}} X Bl -
s Mn_p)tp )

M(n—p)—m—1

while, due to the independence of >-1 and B, generated from (2.1) and (2.2),
respectively, the joint pdf of (B, X71), given S, is

(A.2) f(B,X71S) x |i|_p/26*%tr{i_l[(B*B)/XX’(BfB)Jr(nfp)S]

On the other hand, given the independence of B and S, defined in (1.2) and (1.3),
the joint pdf of (B, S) is given by

n—p—m-—1

i

(A.3) F(B,S) o~ 3tr{Z 7 [(B-BYXX'(B-B)+(n—p)S] .
]2

Thus, by multiplying the three pdf’s in (A.1), (A.2) and (A.3), we obtain
the joint pdf of (B}, S}, B, X1, B,S).

Since

tr{M(B}; — BYXX'(B}; — B)} = tr{M(B — B},)XX'(B — B},)},
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and since from Appendix B.2 we may write

M(B -B},)XX'(B-B})+ (B-B/XX'(B-B)=

D 1 ° > ' RS 1 ° >

= (M +1)|B-——(B +B)] XX [B—M+1(B +B)
M A A
B*-B)/XX'(B*-B
b (B BYXX/(BB),

by integrating out B, we obtain the joint pdf of (ﬁ;w, §;\4, >1 B, S) proportional
to

— L[ [ (B} —B) XX (B} —B)+(n—p)(MS},+8)|+= 1 [(B-B)XX'(B—B)+(n—p)S|}

e
. ’SM’M |S]"+%_p_m_1
e (33

~

" { M 1B}, -B/XX)B) -B)+X (B -B)(XX)(B - B)} =

tr {XX’ T By -B)E By, -B/+B-B)xX 1B - B)’] }

and since from the identities in 1.-3. in Appendix B1 in [5] we may write

M —e A= 1—e oa .
M+1(BM—B) 1By, -B)+(B-B)X YB-B)

. M M
B- B, > 1+Bx-
(M+1 w ><M+1 > ]
M M -1’
s lyy1) B B, > 11BxY™ i:—l »1
<M+1 + ) <M+ M > < +

—1
+ (B}, — B) <MJ\}F >+ 2> (B}, — B),

integrating out B we will have the joint pdf of (E;w,g;w, s S) proportional to

$+%)" By, —B) XX/ (B}, —B)+(n—p) S~ (MS},+8)+(n—p) =~ 'S}

1 M+1
6_5”{( o

X |SM‘M(n A e . DRI Syt e
B e N D LN L

Consequently, if we integrate out S we will end up with the joint pdf of
(B}, S3, =71) proportional to

(A.4)
o~ 3tr{(2H543) 7 (BY, —B) XX/ (B}, —B)+M(n—p) 518}, }
% ’BM|M ‘2‘—2 M 2—1+2—1 7p/2’2—1+2—1‘_2"+”_2$

|2‘I\l(n ;;)—O—n & 1 M+1
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as we wanted to prove. It is easy to see that in (A.4), S}, and Bj;, given X1,
are separable, with the distributions in the body of the Theorem. O

Proof of Theorem 2.2:  From the distributions of S}, and B}, in The-
orem 2.1, and by Theorem 2.4.1 in [3] we have that, for p > m,

. . M+1<

(B} — B)(XX')(B} — B)lg 1 ~ Wi ( Bab R p) |
From Theorem 2.4.2 in [3] and Subsection 7.3.3 in [1] we have
(A.5)

1

H= <Mﬂ;12+2> §(E;M—B)’(XX’)(E;M—B) (Mz\}rlmz)/_z ~ Wn(I, p)
and
(A.6) G = M(n— p)E5S3 54 ~ Wi (L, M(n - p)).
We may thus write T3, in (2.5) as
—e U ’Lf} ‘
7 B By ®y, - B) NEE
[M(n —p)Syl = G|

where, |G| ~ T2 X2, ;s1 and [H| ~ T2 x2_;,;, with independent chi-
square random variables in each product, we end up with a product of indepen-
dent F-distributions, due to the independence of H and G, inherited from the
independence of B}, and S};. So, conditionally on 1, we have

. i+ 1 ~ M+1
TM‘E—IN{HMn p_z+1Fp—i+1,n—p—i+1}X D ( % 2+2>
where

_ M+1-= M+1. - M+1 -

> S+3 )| = I+32713% = >yt

(s e) = s =
:’21/2’M+12 + 57 [z = ‘M+1I+21/22 Is1/2),
M

_ As such, from (A.4), integrating out E;W and §;\4, we end up with the pdf
of 37! proportional to

P
= M(" | M+1-= 1
> 4% »-3
[ T ‘ !iliM("”?*”*%mfl’ 7
M _p/2 ~ n+a—2p—m—
R I e
P
~ n+a—2m— M+1 nd 2 n
— (e S+3 3
b T E
M ~ _p/2 ~ n+a—2p—m—
x M+12—1+2—1 514 pot e
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Making the transformation Q=% e > 125 which implies 31 2—592—1
with the Jacobian of the transformation from 3! to € being |3|~ - , we have
the pdf of 2 proportional to

n+a—2m—2 M+ ]_ _p/2 2n+a— 2p m—1
Q —Q " +1 Q+1 Q+ 1|
QI i 14+ ' it m |2 + L
Since |24H Q- 1 Iy2 = (Mﬁl)p/Q\MHQ—FIm] 2|Q|~ % we end up with
f( )O( ‘Q’n+a p—2m % ’Q+Im’ 2nta— 2p m—1

independent of 3. Therefore, we may conclude that

p—i+1 M+1
TM’QN{HHFP i+1,M (n—p) 'L+1}' Im + €2

1 1
where from [6, Theorem 8.2.8.] € has the same distribution as A2 A;'A? with
A ~Wp(Ip,n+a—p—m—1)and Ay ~ Wy, (I,,,n — p), two independent
random variables. O

Proof of Corollary 2.3:  The proof is identical to the proof of Theorem

2.1 replacing the joint pdf of (B};,S3,) by the joint pdf of (BY,, Se.mp), Doting
that we have _

(M"—P)Szomﬂg NWm(Zan_p)‘ O

Proof of Corollary 2.4:  The proof is identical to that of Theorem 2.2
replacing S M by S?,p> Doting that from Corollary 2.3, conditional on 3, E;W is
Npm (B, (E + &%) ® (XX)71) and (Mn — p)S?,,.; is Win(E, Mn —p), indepen-
dent of BY;. O

B. Details on several results

B.1. The posterior distributions for ¥ and B

Let us start by observing that Y|g s ~ Ny, (B'X,I, ® 3) and that the
likelihood function for Y will be

(B, 2|y) x ‘2|—n/2€—%tr{2*1(Y—B/X)(Y_B/X),}.
We may then get the joint posterior distribution of (B, X) from the product of

the prior and likelihood functions as

(B.1) 7(B, Bly) oc [E] 73 e 2 rETBONEXY),
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The exponent in (B.1) may be written as
tr{S (Y -B'X)(Y -B'X)'} =tr{Z7(Y - B'’X + B'X - B'X)
x (Y -B'X+B'X-BX)'}
= tr {2—1 [(Y ~BX)(Y - B’X)’} }
+ tr{z—l (Y - B'X)(B'X - B'X) + (B'X - B'X)(Y — B'X)
+(B'X - B'X)(B'X - B'X)'] }
=tr{=7 (Y - B'X)(Y - B'X)| + (B-B)(XX)(B-B)}
+ 2tr {2—1 [(Y ~B'X)(B'X - B’X)’] } :
where, using B’ = [(XX')'XY']" = YX/(XX')1,
(Y - B'X)(B'X —B'X) = YX'B - YX'B + BXX'B + BXX'B
- YX'B - YX'B+ YX/(XX') 'XX'B
+YX/(XX)'XX'B
—YX'B-YX'B-YXB+YXB=0.
Therefore, the joint posterior distribution of (B, 3) is proportional to

‘El—we—%tr{zfls} % ’E‘—ge—%tr{E*(B—B)’(XX’)(B—B)}

In conclusion, by Corollary 2.4.6.2. in [3], the posterior distribution for %
is
1

Sls ~ Wy ((n-p)San-ta=p) = = s~ Wi (L1

S_l,n—l—a—p—m—1>
and the posterior distribution for B is

Blgy ~ Npm(B, @ (XX)7H),
assuming n +a >p+m+ 1.

B.2. Matrix calculations required in the proof of Theorem 2.1

For B, B and X defined as in Section 2 we have
M(B - B},)XX'(B-B))+ (B -B/XX'(B-B) =
— (M + 1)B'XX'B - MB},XX'B - MB'XX'B}, + MB},XX'B},
—-B'’XX'B - B'XX'B + B'XX'B
= (M + 1)B'’XX'B - BXX/'(MB}, + B) - (MB}, + B)XX'B
+ MBL,XX'B}, + B'XX'B
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/
~ —e - ~ 1 —e A
=(M+1) | B-——(MB B)| XX’ |B — MB B
(O 1) [B - G (B3, 4 B)| XX [B - (B, 4 B)
—e —e ~ ~ 1 —e ~ —e ~
+MBMXX’BM+B'XX’B—M+1(MBM+B)'XX’(MBM—|—B).
Since,

MBS, XX'B}, + B’XX'B -

s (MBj; + B)XX'(MB}, + B)
— MB},XX'B}, + B'XX'B

M? o S X'B ! _gxx'B
M+1 M MM+
M —o . M . —
- B} XXB- B'XX'B
M+1 M M+1 M

B XX'B"
My1oM Mt

. N M o N
BXX'B--— B, XXB
+1 M+1 M

M - —
B'XX'B
M+1 M

M

- (B, - BYXX/(B}, ~ B)
we may write
M(B - B},)'XX'(B-Bj},) + (B-B)YXX'(B-B) =

- 1 — o~
=(M+1) B—M+1(MBM—|—B)] XX’[

1 e
- MBS, +B
M+1( a + B)
M —e - —. -
M+1(BM—B)’XX’(BM—B).

o

+

B.3. Details about the derivations of results 1, 2 and 5 in Section 2.1

Details on Result 1

From (A.4) we may immediately conclude that the MLE of B based on the
synthetic data will be E;M with

M
E(BY)) = (XX’)*X% Y E(W)) = (XX)"'XX'E(B)=EB)=B
j=1

and

(B.2) Var(B},) = Var[E(B},|B, )] + E[Var(B},|B, Z)].
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For the first term in (B.2), we have
Var[E(B},|B,%)] = Var[B] = Var[E(B|B, X)] + E[Var(BB, %)] =

—v E[S @ (XX » @ (XX')! nep Y (XX) !
ar(B)+EIE @ (XX) Y = 2o (XX) M e (XX)

and for the second term, we have

1 nep
Mn+a—p—2m—2

E[Var(By|B,X)] = E [;42 ® (XX’)_l] = ¥ e ((XX)?!

so that
2Mn—p—m—-1)+n—p+ M«
Mn+a—p—2m—2)

Var(By) = T (XX)!
under the condition that n + a > p + 2m + 2.

Details on Result 2

E(SM=E(Z~3):E< i S>: n—p

n+oa—p—2m—2 n+oa—p—2m—2

Details on Result 5

Let us consider H and G given by (A.5) and (A.6). We will begin by
rewriting all four classical statistics T7 5/, T3 5/, T3 5, and T ), in Subsection 2.1,
in order to make them assume the same kind of form and then we will prove Why
all of them are non-pivotal, without loss of generality considering M = 1. The
first statistic, 17 )y may be rewritten as

. G|
T8, = _ _ _ S—
UG 4 (n—p)E-1/2(28 + X)12H(2S + X)1/25-1/2)

while T3 ,, and T3 ;, may be rewritten as

T3, = (n—p)tr [H(2Z + 2)1/2E"Y2G 1871222 + )12

T3, = tr{H x [H+ (22 + ) Y2EY2 x (n - p)G x Z2(2%8 + x) Y271}
Concerning Ty, we have T}}; = Ay where A\; denotes the largest eigenvalue of

(n—pHx (25 +2)V/28712 x g1 x V223 4+ o)V/2.

We can observe that a term in the denominator of the expression 17, is
228 + 2)V2H(2E + 2)1V2E 725, ~ W, (21 4+ =TY2EE Y2 p),

while in the expressions for the other statistics there are similar terms. These
terms involve a product similar to £~1/2(2% + X)/2 that cannot be simplified
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to an expression which is not a function of 3, therefore making these statistics
non-pivotal.

Thus, in order to illustrate how these statistics are dependent on X, we can
analyze in Figure 3 the empirical distributions of 77, T3,, T5; and T}, when

we consider a simple case where m =2, p =3, a =4, n = 100 and X = (Fl, ’1))
with p ={0.2,0.4,0.6,0.8} for a simulation size of 1000.

(c) Pillai
Figure 3: Smoothed empirical distributions and cut-off points (y=0.05) of 17, 151, T3, and
T3, for p={0.2,0.4,0.6,0.8}.

B.4. Details about the derivation of result 1 in Subsection 2.2

Recalling that (Mn — p)S?, ls ~ W (S, Mn — p) and that £~1g ~
Wm(rips_l, n+a—p—m— 1) we immediately obtain

. 5 n—p n—p
E =FEX)=F S|=
(SSom) (%) (n+a—p—2m—2 > n+oa—p—2m-—2

B.5. Details about the derivations of the results in Section 3

Details on the Expected Values in Section 3

Recall that (n — p)S ~ W,,,(X,n — p), thus implying that

B0~ »S1) = BB 1) = g 2015,
=1
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and recall that
- ~ 1
Sls ~ W, (n—p)S,n+a—p) = T s~ Wy, <n_pSI,n+oz—p—m—1>

thus implying that, making K, . pm =n+ o —p—m — 1, given S,

~ ~_ 1 1
E(Z)=E(= ) =0 -p)SIE | mm—s
1%, Xkn,apm—i+l

(=2 + Knapm —m)!
(=2 + En,apm)!
since [~ Xin,a,pﬂn_i +1 is a product of independent x* variables. Also recalling
that, given X, we have M(n —p)S°y ~ Wm(f],;M(n —p)) and (Mn—p)S

W (2, Mn — p), we may conclude that, given 3,
(Mn — Mp)!

=|(n—p)S|

)

° ~Y
comb

B(M(n = p)SHl) = e o x 5]
and
B((Mn = p)Snil) = a0 5l

Combining the results for E(|(n — p)S|) and E(|%])|s with each of the
expected values for |M(n — p)S%,| and |(Mn — p)S we end up with the
expression for E(Y ) found in Section 3.

eombl
combl’

C. Joining multiple datasets into a single dataset

Let us consider the M synthetic datasets as one only dataset of size nM
Wo\ _ [ Wi[Ws|... Wy
X, X[X[.|X )
where W, = (W1]... /W) is the m x nM matrix of the synthesized data under

FPPS and X, = (X]...|X) the p x nM matrix of the M repeated ‘fixed’ sets of

covariates, from the original data.

Let
B, = (X, X)X, W/,

be the estimator for B, based on the dataset of size nM, obtained by joining the
M synthetic datasets in one only dataset. Consequently one has that

1
B, = (X, X/)"'X,W! = (M(XX'))"'X, W/ = M(XX’)_lXanz

1 1
= M(Xx’)—l(X\ yx)w; = 7 (XX) ' XWi 4. +(XX) ' X W)
M times

1

M(XX’)_1X (W1 + ... + Wy) = (XX)"IXWy, =B},
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which is same estimator for B as in (2.8).

Now let 1
S, = W,-B X,) (W, —-B'X,)

be the estimator for 3, based on the dataset of size nM, obtained by joining the
M synthetic datasets in one only dataset.

Observe that Wy = 4 Z]]Vil W, defined before expression (2.8), can be
written as

— 1
WM - MWaR
with R = (1 MR In) where 1 j; is a vector of 1’s of size M.

Now let us consider the estimator Sy, of X, defined in the text, before
expression (2.8). This estimator may be written as

n M
Sw=_ D (Wi —Wi)(wji — W),

i=1 j=1

where wj; is the i-th column of W; (i =1,...,n;5 = 1,..., M). We may thus
write

Sy — (Wa ~ 1, ®WM> (Wa ~ 1, ®WM>'

1 1 !
= <Wa - MT/]M X (WaR)> <Wa - MT,]M & (WGR)>

1 1 !
= (W,- —W,RR'|) W, - —W_,RR’
(W gy Wamr) (Wa - Wk

and the estimator S;,eqn of X, defined right after expression (2.9) as
1
M

1

/
MszXaR> .

1 1
mean — | 75 atl — B, Xa o5 atl —
S <MW R : R) (MW R

We may therefore write the combination estimator S;u,, defined in (2.9)
as

1 1 1 !
Secomb = W,- —W,RR'| (W, - —W_,RR
T aM—p K M ) ( M > ]

1 1 1 1 1 !
Mx|—-W,R- —B'X,R][—-W,R- —B'X,R
sty [ (aWer - B (G WaR - R ) |

To prove that S..,p is equal to S, it will only be necessary to focus on

+

1 1 !
W,- —W,RR'| (W, - —W,RR/
(W gy worw) (.- worw)

1 1 1 1
+M x (MWaR — MBZLXaR> <MWaR ~

/
B;XaR>
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_ ! 1 / / ]‘ / ! 1 / / !
= WoW, - - WRR'W, - —W,RR'W,, + - W,RRRR'W,,

1

My 1
—7W.RR'X B, + --B.X.RR'X,B,

1
+37 WaRR'W, — B, X,RR'W,,

which, using the fact that £ X,RR’ = X, and ;;RR'RR’ = RR/, may be

written as

1 1 1
W, W, — MWGRR’W; - MWGRR’W{I + MWQRR’W;

1
M
= W,W, - B,X,W, - W,X'B, + B,X,X.B,

= (W, - B,X,)(W,-B/X,) = (nM - p)S, .

+—W,RR'W/ — B.X, W/, - W,X'B, + B,X,X.B,
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e In finance, insurance and statistical quality control, among many other areas of appli-
cation, a typical requirement is to estimate the value-at-risk (VaR) at a small level g,
i.e. a high quantile of probability 1 — ¢, a value, high enough, so that the chance of an
exceedance of that value is equal to ¢, small. The semi-parametric estimation of high
quantiles depends strongly on the estimation of the extreme value index (EVI), the
primary parameter of extreme events. And most semi-parametric VaR~estimators do
not enjoy the adequate behaviour, in the sense that they do not suffer the appropriate
linear shift in the presence of linear transformations of the data. Recently, and for
heavy tails, i.e. for a positive EVI, new VaR-estimators were introduced with such a
behaviour, the so-called PORT VaR-estimators, with PORT standing for peaks over a
random threshold. Regarding EVI-estimation, new classes of PORT-EVI estimators,
based on a powerful generalization of the Hill EVI-estimator related to adequate mean-
of-order-p (MO,) EVI-estimators, were even more recently introduced. In this article,
also for heavy tails, we introduce a new class of PORT-MO,, VaR-estimators with the
above mentioned behaviour, using the PORT-MO,, class of EVI-estimators. Under
convenient but soft restrictions on the underlying model, these estimators are consis-
tent and asymptotically normal. The behaviour of the PORT-MO,, VaR-estimators
is studied for finite samples through Monte-Carlo simulation experiments.
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1. INTRODUCTION AND SCOPE OF THE ARTICLE

In the field of extreme value theory (EVT) it is usually said that a cumulative
distribution function (CDF) F has a heavy right-tail whenever the right tail
function, given by F' := 1—F, is a regularly varying function with a negative index
of regular variation a = —1/¢, i.e. for every > 0, lim;_,oo F(tx)/F(t) = 2~ 1/¢,
& > 0. Then we are in the domain of attraction for maxima of an extreme value
(EV) CDF,

(1.1) EVe(z) = exp(—(1+&x)71¢), x> -1/¢, £€>0,

and we write ' € Da(EVeso). More generally, we can have { € R, i.e. the
CDF EV¢(z) = exp (— (1 + 536)_1/5), 1+ &x > 0,if £ # 0, and by continuity
the so-called Gumbel CDF, EVy(z) = exp(—exp(—x)), = € R, for £ = 0. The
parameter ¢ is the extreme value index (EVI), one of the primary parameters in
probabilistic and statistical EVT.

In a context of heavy tails, and with the notation U(t) := F (1 — 1/t),
t>1, F<(y) :=inf{z : F(z) > y} the generalized inverse function of the under-
lying model F', the positive EVI appears, for every x > 0, as the limiting value,
as t — oo, of the quotient (InU(tz) —InU(t))/Inx (de Haan, 1970). Indeed, with
the usual notation R, for the class of regularly varying functions with an index
of regular variation a, we can further say that

(12) FeDy :=Dm(EVes) < F=1-FeR_y < UEcR,,

with the first necessary and sufficient condition given in Gnedenko (1943) and
the second one in de Haan (1984). Heavy-tailed distributions have recently been
accepted as realistic models for various phenomena in the most diverse areas of
application, among which we mention bibliometrics, biometry, economics, ecol-
ogy, finance, insurance, and statistical quality control.

For small values of a level ¢, and as usual in the area of statistical EVT, we
want to extrapolate beyond the sample, estimating the value-at-risk (VaR) at a
level g, denoted by VaR,, or equivalently, a high quantile x1_g, i.e. a value such
that F'(x1—q) =1 — g, i.e.

(1.3) VaR, = x1—¢:=U(1/q), ¢=¢n— 0, asn— occ.

We further often assume that ng, — K as n — oo, K € [0, 1], and base inference
on the k + 1 upper order statistics (OSs). As usual in semi-parametric estima-
tion of parameters of extreme events, we shall assume that k is an intermediate
sequence of integers in [1,n], i.e.

(1.4) k=k,— oo and k/n—0, as n— oo.

To derive the asymptotic non-degenerate behaviour of estimators of parameters
of extreme events under a semi-parametric framework, it is further convenient to
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assume a bit more than the first-order condition, U € Ry, provided in (1.2). A
common condition for heavy tails, also assumed now, is the second-order condition
that guarantees that

1. li = P
(1.5) oo A(t) Inz, if p=0,

InU(tz) —InU(t) — Elnx { =1 if p <0,

being p (< 0). Note that the limit function in (1.5) is necessarily of the given
form and |A| € R, (Geluk and de Haan, 1987). Sometimes, for sake of simplicity
and for technical reasons, we assume to be working in a sub-class of Hall-Welsh
class of models (Hall and Welsh, 1985), where there exist £ > 0, p < 0, C > 0
and B # 0, such that, as t — oo,

(1.6) U(t) = C (1 +AM (1 + O(l))/p), with  A(t) = £6t°.

The parameters 8 and p are the so-called generalized scale and shape second-
order parameters, respectively. Typical heavy-tailed models, like the EV¢~g in
(1.1) (p = =£), the Fréchet CDF, ®,(z) = exp(—z~ %), >0, a >0 (£ =1/a,
p = —1), the Generalized Pareto, GP¢so(z) = 1+InEV¢(z), 2 > 0 (p = —£), and
the well-known Student-t,, (¢ = 1/v, p = —2/v) belong to such a class. Then, the
second-order condition in equation (1.5) holds, with A(t) = £Bt°, B # 0, p <0,
as given in (1.6). Further details on these semi-parametric frameworks can be
seen in Beirlant et al. (2004), de Haan and Ferreira (2006) and Fraga Alves et al.
(2007), among others. Semi-parametric statistical choice tests of F' € D/J(/l can
be seen in Fraga Alves and Gomes (1996) and Dietrich et al. (2002), also among
others.

Under the validity of condition (1.6), and using the notation a(t) ~ b(t) if
and only if lim . a(t)/b(t) = 1, we can guarantee that U(t) ~ Ct¢, as t — oo,
and from (1.3), we have

VaR, =U(1/q) ~ Cq %, as ¢q—0.

An obvious estimator of VaR, is thus éq_é , with C and f any consistent estima-
tors of C' and &, respectively. Given a sample X, := (X1,...,X,), let us denote
(X1 < -+ < X)) the set of associated ascending OSs. A common estimator of
C, proposed in Hall (1982), is

)(nfk:n(k/n)é

C = Ck,n,é =

and

(1.7) Qg = c qfé = Xy—kn (k/(nQ))é

is the straightforward VaR-estimator at the level ¢ (Weissman, 1978). In classical
approaches, we often consider for £ the Hill (H) estimator (Hill, 1975), the average
of the log-excesses, i.e.

k
(1.8) Hp = Hy(X,,) o=~ Y (I Xpig1on — In Xy pn) -
i=1

_ 1
Tk
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But the Hill EVI-estimator is the logarithm of the geometric mean (or mean of
order 0) of
(1.9) Ui, = Xn,iJrl;n/Xn_k:n, 1<i<k<n.

It is thus sensible to consider the mean-of-order-p (MO,) of Uiy, 1 < i < k, as
done in Brilhante et al. (2013), for p > 0, and in Gomes and Caeiro (2014) for
any p € R. See also, Paulauskas and Vaiciulis (2013, 2015), Beran et al. (2014),
Gomes et al. (2015a, 2016a) and Caeiro et al. (2016a). We then more generally
get the class of MO,, EVI-estimators,

k
;(1—k/zle5€), if p<1/€, p#0,
Hy, if p=0,

(1.10) Hi(p) = Hp(p; X)) :=

with Hy(0) = Hy, given in (1.8), and Uy, given in (1.9), 1 < ¢ < k < n. Associated
PORT MO, VaR-estimators are thus a sensible generalization of the Weissman-
Hill VaR-estimators.

The MO,, EVI-estimators, in (1.10), depend now on this tuning parameter
p € R, are highly flexible, but, as often desirable, they are not location-invariant,
depending strongly on possible shifts in the underlying data model. Also, most
of the semi-parametric VaR-estimators in the literature, like the ones in Beirlant
et al. (2008), Caeiro and Gomes (2008), the MO, VaR-estimators in Gomes et al.
(2015b), as well as in other papers on semi-parametric quantile estimation prior
to 2008 (see also, the functional equation in (1.7), Beirlant et al., 2004, and de
Haan and Ferreira, 2006), do not enjoy the adequate behaviour in the presence
of linear transformations of the data, a behaviour related to the fact that for any
high-quantile, VaR,, we have

(1.11) VaRg(A + 6X) = A+ 6VaRy(X)

for any model X, real A and positive §. Recently, and for £ > 0, Aratjo Santos et
al. (2006) provided VaR-estimators with the linear property in (1.11), based on
a sample of excesses over a random threshold X, .., ns := [ns| + 1,0 < s < 1,
where |z] denotes the integer part of x, being s possibly null only when the
underlying parent has a finite left endpoint (see Gomes et al., 2008b, for further
details on this subject). Those VaR-estimators are based on the sample of size
n8) = n — ng, defined by

(112) X(S) = (Xnn — Xngms -y Xngtlm — anzn)-

T

Such estimators were named PORT-VaR estimators, with PORT standing for
peaks over a random threshold, and were based on the PORT-Hill, Hk(x,(f)),

k <n—ns, with Hg(X,,) provided in (1.8). Now, we further suggest for an
adequate VaR-estimation, the use of the PORT-MO,, EVI-estimators,

(1.13) Hy(p, s) :== Hg (p;X,(f)), k<n—ng,

introduced and studied both theoretically and for finite samples in Gomes et al.
(2016¢), with Hy(p; X,,) and X' respectively provided in (1.10) and (1.12). Such
PORT-MO,, VaR-estimators are given by
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o k Hk(pvs)
(114) VaRq(k;p, 3) = (ank:n - Xn.g:n) <nq) + an:n'

Under convenient restrictions on the underlying model, this class of VaR-estimators
is consistent and asymptotically normal for adequate k, with k + 1 the number
of upper OSs used in the semi-parametric estimation of VaR,.

In Section 2 of this paper, and following closely Henriques-Rodrigues and
Gomes (2009) and Gomes et al. (2016¢), we present a few introductory technical
details and asymptotic results associated with the PORT methodology. A few
comments on the asymptotic behaviour of the PORT-classes of VaR-estimators
under study will be provided in Section 3. In Section 4, through the use of Monte-
Carlo simulation techniques, we shall exhibit the performance of the PORT-MO,,
VaR-estimators in (1.14), comparatively to the classical Weissman-Hill, MO,, and
a PORT version of the most simple reduced-bias (RB) VaR-estimators in Gomes
and Pestana (2007). In Section 5, we refer possible methods for the adaptive
choice of the tuning parameters (k,p,s), either based on the bootstrap or on
heuristic methodologies, and provide some concluding remarks.

2. A FEW TECHNICAL DETAILS ASSOCIATED WITH THE
PORT METHODOLOGY

First note that if there is a shift A € R in the model, i.e. if the CDF
F(z) = Fx(z) = Fo(z — \), the EVI does not change with A. Indeed, if a shift A
is induced in data associated with a random variable (RV) X, i.e. if we consider
Y =X+ X\ Uxt)=U,(t) = U, (t) + . Consequently, and due to the fact that
F € Dm(EVy) if and only if there exists a function a(-) such that

Ul(tz) —U(t) ¢

O v (5 —=1)/¢ (de Haan, 1984),
the EVI, &, does not depend on any shift A, i.e., Uy € R¢. However, the same
does not happen to the second-order parameters. Indeed, condition (1.5) can be
rewritten as

(2.1) lim an)\(t:c)—an,\(t)—flna::xm—l
' t—00 Ax(t) px

for all > 0, with |A,| € R,,, and for A # 0,

it po > —¢,
p/\:{/?o Po §

=& if pp < —¢.
Furthermore, and again for A # 0, the function Ay(¢) in (2.1) can be chosen as
_UgT()\t) if pPo < _ga
(22) Ax(0) = Aolt) — &5 if po = &

Ao(t) if pPo > —5.
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In Hall-Welsh class of models, in (1.6), we can thus consider the parameterization
Ax(t) = £B\tP*. Further details on the influence of such a shift in (Bo, 00, Ag(-))
and on the estimation of generalized shape and scale second-order parameters
can be found in Henriques-Rodrigues et al. (2014, 2015).

2.1. Asymptotic behaviour of the PORT EVI-estimators

In this section we present, under the validity of the second-order condition
in (1.5), the asymptotic distributional representations of the PORT-MO,, EVI-
estimators, Hi(p, s), in (1.13). Generalizing the results of Theorem 2.1 in Aratjo
Santos et al. (2006), and on the basis of the asymptotic behaviour of the MO,
EVlI-estimators derived in Brilhante et al. (2013), Gomes et al. (2016¢), proved
the following theorem:

Theorem 2.1 (Gomes et al., 2016¢).  If the second order condition (1.5)
holds, k = k,, is an intermediate sequence of positive integers, i.e. (1.4) holds, for
any real s, 0 < s < 1, with xs := F* (s), finite, we have for Hi(p, s), in (1.13),
an asymptotic distributional representation of the type,

H(p)
(23) Hylps) 2 §+M+(b Ao(n/k) + CH<*’>XS)<1+0<1>>
’ 7 o To(nyy ) 1T o)

where P,? ®) s o sequence of asymptotically standard normal RVs,

_ €A -pf) _ 1= _ fa-pf)
@A) Oup = VvI=2p¢’ bhoy E e,y G T (p—1)¢

3. ASYMPTOTIC BEHAVIOUR OF PORT VAR-ESTIMATORS

Assuming that we are working with data from Fy(z) = Fy(z — A), i.e. an
underlying model with location parameter A € R, we first present the following
result on the asymptotic behaviour of intermediate OSs, proved in Ferreira et al.
(2003).

Proposition 3.1 (Ferreira et al., 2003).  Under the second-order frame-
work in (2.1) and for intermediate sequences of positive integers k, i.e. if (1.4)

holds,
d £ By 1
Xon & Ur(n/k)(1+ S op(ﬁ) +0,(Ax(n/k)))
with Ux(t) = X+ Up(t), Ax(t) given in (2.2), and where By, is asymptotically
standard normal. Moreover, for i < j, Cov(B;, Bj) = /i j (1 —j/n)/(j —1).
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Straightforward generalizations of Theorem 3.1 in Aratjo Santos et al.
(2006) and Theorem 4.1 in Henriques-Rodrigues and Gomes (2009), enable us
to state the following theorem.

Theorem 3.1.  Let us assume that the second-order condition in (2.1)
holds, with Ayx(t) = £B\tP>, that k is an intermediate sequence of integers, i.e.
(1.4) holds, and that In(nq)/vk — 0, as n — oo, with ¢ = g, given in (1.3).
Let us further use the notation r, := k/(nq), assuming that nqg = o(vk) so
that r, — oo. Then, for any real s, 0 < s < 1, xs = F* (s), finite, and the
PORT-quantile estimator in (1.14),

vk <\7a§q(k;p,s)_1> d

Inr, VaR, -

PH(p)

+ VE (b, Ao(n/k) + ey, o/ Uo(n/k)) (14 0p(1)),

(»)

with (a b ,cH(m) given in (2.4), and where P,? is asymptotically standard

H(p)’ "H(p)
normal.

Proof:  The PORT-quantile estimator in (1.14) can be written as

— X, . X, .
VaR(](k;pa 5) = Xn—k:n { <1 - e ) rgk(p78) + e } )
n—kmn ank:n

with 7, = k/(nq). Therefore,

Val Xngm Xngm VaR,
VaRy(k;p, s) — VaRg = Xp—n { (1 - ‘“") Pk o Pnan - V8Rg } .

n—kmn Xn—k:n Xn—k:n

The use of the delta method enables us to write
) L8 (1, (Hy(p, 5) — €) (14 0,(1)) ).
Since VaR, = Ux(1/q) = Uy (nry/k), we can write

VaR, Uy (nr,/k) _ Uy (n/k)

= X =: A x B.
Xn—k:n U)\ (n/k) Xn—k:n

Using the results in Proposition 3.1 and the first-order Taylor series approxima-
tion for (14 z)71, as * — 0, we get
B = M 4 <1+ ¢5x + 0 (Ax (n/kz)))_1 L. &5k +o0(Ayx(n/k)).
Xn—k:n \/E \/E
The second order condition in (1.5), and the first-order Taylor series approxima-
tion for exp(zx), again as x — 0, enable us to get

_Ux(nrp/k) a o ox . |
4= Ux(n/k) — " p<AA(/k> PA >

4 ¢ <1 _ Ax (n/k)
" PA

T op(Ay <n/k>>) |
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Consequently,

4 o] B A
AxB 2 n<1 o ~ (1+p(1))>.

Therefore, as X,,,.n/Xp—km = 0p(1) and using again the result in Proposition 3.1,
we can write

_ VaR
VaR,(k;p, s) — VaR, = VaR, (VZPR{Q — 1)
q

L Va nr 5) — Bk | Ax(n/k) 0
£ valy (1 (14 (9) — €) + 76+ DO (1o, )

4 Inr,VaRq(Hi(p, s) — &) (14 0p(1)),

and from (2.3), the result in (3.1) follows. O

Corollary 3.1.  Under the conditions of Theorem 3.1, with N (u,0?)
denoting a normal RV with mean value p and variance o2, (UH(p),bH(p),CH(p))

given in (2.4), and P;{ @) an asymptotically standard normal RV, the following
results hold:

e  For values of £ + py < 0 and x5 # 0,
Vk (\@q(k:;p, s) — VaRq)

U

4 H(p)
I, ViR, £ 0wy BV (e gy ) (a1

If Vk/Uo(n/k) — )\, finite, then

VEk [ VaRy(k;p, s) — VaR, _d, N
Inr, VaR,

n—o0

2
U Crpy X5 O'H(m)-

e  For values of €+ pg >0 or £+ pp <0 and xs =0,

vk (@q(k;p,s)—VaRq> d

d H(p)
. R, L i PEP+VE (b, Ao(n/R) ) (140,(1)).

If VkAo(n/k) — X, finite, then

vk \@q(kz'p s) — VaR, d 9
L b
Inry, VaR, e MO %)

n—00 ATH(p)? TH(p) /"

e  For values of £ + pg = 0 and xs # 0,

VEk @q(k;p, s) — VaR,
Inr, VaR,

d

4,0 P p>+f( Ao(n/k) + Uo(fl/k»(l—i-op(l))
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If Vk/Ug(n/k) — X\, and VkAg(n/k) — X, with A\, and X\, both finite,
then

2
e N()\UCH(p)Xs + )‘AbH(pwUH(p))'

VEk [ VaR,(k;p,s) — VaR, a,
Inr, VaR,

4. A MONTE-CARLO SIMULATION STUDY

Monte-Carlo multi-sample simulation experiments, of size 5000 x 20, have
been implemented for the classes of MO,, and PORT-MO,, VaR-estimators asso-
ciated with p = py = 2¢/(5¢), £ = 0,1,2. Apart from the MO, and PORT-MO,,
VaR-estimators, we have further considered in the VaR-estimator in (1.7), the
replacement of the estimator é (k) by one of the most simple classes of corrected-
Hill (CH) EVI-estimators, the one in Caeiro et al. (2005). Such a class is defined
as

(4.1) CH(k) = CH(k; 8, p) = H(R) (1 = B(n/k)/(1 = p)).

The estimators in (4.1) can be second-order minimum-variance reduced-bias
(MVRB) EVlI-estimators, for adequate levels k£ and an adequate external esti-
mation of the vector of second-order parameters, (3, p), introduced in (1.6), i.e.
the use of CH(k) can enable us to eliminate the dominant component of bias
of the Hill estimator, H(k), keeping its asymptotic variance. Indeed, from the
results in Caeiro et al. (2005), we know that it is possible to adequately estimate
the second-order parameters 8 and p, so that we get

Vi (CH(k) =€) £ N (0,2) + 0, (VE(n/k)?),

i.e. CH(k) overpasses H(k) for all k. Overviews on reduced-bias estimation can
be found in Chapter 6 of Reiss and Thomas, 2007, Gomes et al. (2008a), Beirlant
et al. (2012) and Gomes and Guillou (2015). For the estimation of the vector of
second-order parameters (3, p), and just as in the aforementioned review articles,
we propose an algorithm of the type of the ones presented in Gomes and Pestana
(2007), where the authors used the (-estimator in Gomes and Martins (2002)
and the simplest p-estimator in Fraga Alves et al. (2003), both computed at a
level k; = [n%99|. More recent estimators of 8 can be found in Caeiro and
Gomes (2006), Gomes et al. (2010) and Henriques-Rodrigues et al. (2015). For
alternative estimation of p, not later than 2014, see Gomes and Guillou (2015).
See also, Caeiro and Gomes (2014, 2015b) and Henriques-Rodrigues et al. (2014).

It is well-known that the PORT methodology works efficiently only when
the left endpoint of the underlying parent is negative, and ¢ = 0 does not work
when the left endpoint is infinite, like happens with the Student model (see Araiijo
Santos et al., 2006, Gomes et al., 2008b, 2011, 2016¢c, Caeiro et al., 2016b, for
further details related to the topic of PORT estimation). Consequently, only
models with this characteristic have been considered, the EVe, in (1.1) and the
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Student-t,, with a probability density function

- D +1)/2) 2/, ~(w+1)/2
f(x,y)—m(l+x/y) , x€R.
The values s = 0 (for the EV¢ parents), the value of s associated with the
best performance of the PORT methodology for these models, and s = 0.1 (for
the Student parents) were the ones used for illustration of the results. Sample
sizes from n = 100(100)500 and n = 1000(1000)5000 were simulated from the
aforementioned underlying models, for different values of &.

4.1. Mean values and mean square error patterns as k-functionals

For each value of n and for each of the aforementioned models, we have
first simulated, on the basis of the initial 5000 runs, the mean value (E) and the
root mean square error (RMSE) of the scale normalized VaR-estimators, i.e. the
Var-estimators over VaR,, as functions of k. For the EVI-estimation, apart from
H,, in (1.10),p=0 (Hg = H) and p = pp = 2¢/(5§), £ =1 (for which asymptotic
normality holds), and ¢ = 2 (where only consistency was proved), and the MVRB
(CH) EVlI-estimators, in (4.1), we have also included their PORT versions, for
the above mentioned values of s, using the notation e|s, where e refers to the
acronymous of the EVI-estimator.

The results are illustrated in Figure 1, for samples of size n = 1000 from an
EV¢ underlying parent, with { = 0.1 and s = 0. In this case, and for all k, there
is a clear reduction in RMSE, as well as in bias, with the obtention of estimates
closer to the target value &, particularly when we consider the PORT-version
associated with Hy, . Further note that, at optimal levels, in the sense of minimal
RMSE, even the H, beat the PORT-MVRB VaR-estimators.

Similar patterns were obtained for all other simulated models.

4.2. Mean values at optimal levels

Table 1 is also related to the EV¢ model, with § = 0.1. We there present,
for different sample sizes n, the simulated mean values at optimal levels (levels
where RMSEs are minima as functions of k) of some of the normalized VaR-
estimators, under consideration in this study. Information on 95% confidence
intervals are also given. Among the estimators considered, and distinguishing 3
regions, a first one with (H, CH, H,,,), a second one with the associated PORT
versions, (H|0, CH|0, H,,|0), and a third one with (H,,, H,,|0), the one providing
the smallest squared bias is written in bold whenever there is an out-performance
of the behaviour achieved in the previous regions.
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Figure 1: Mean values (left) and RMSEs (right) of the normalized H, CH,
and H,, p = p, = 2¢/(5¢), ¢ = 1,2 VaR-estimators for ¢ = 1/n,
together with their PORT versions, associated with s = 0 and
generally denoted o]0, for EV( ; underlying parents and sample
size n = 1000
Table 1: Simulated mean values of semi-parametric normalized VaR-
estimators at their optimal levels for underlying EV( 1 parents
n = 100 n = 200 n = 500 n = 1000 n = 5000
H 1.089 £ 0.0048 1.073 £ 0.0042 1.061 £ 0.0031 1.058 £ 0.0030 1.053 £+ 0.0018
CH 0.905 + 0.0081 0.930 £ 0.0049 0.983 +0.0073 1.056 £+ 0.0035 1.052 =+ 0.0025
Hp, 0.885 + 0.0014 0.901 4+ 0.0056 0.910 + 0.0029 0.915 + 0.0022 0.918 £ 0.0006
H|0 1.078 £+ 0.0037 1.069 £ 0.0033 1.063 £ 0.0037 1.060 £ 0.0032 1.057 £ 0.0027
CH|0 0.922 4+ 0.0036 0.945 4+ 0.0038 1.025 £ 0.0006 1.116 £ 0.0005 1.060 £ 0.0021
Hp, |0 0.887 + 0.0037 0.898 4+ 0.0031 0.893 £+ 0.0009 0.915 + 0.0005 0.998 + 0.0002
Hp, 0.865 + 0.0014 0.889 4+ 0.0012 0.912 + 0.0006 0.924 4+ 0.0008 0.926 + 0.0065
H,, |0 0.889 £ 0.0014 0.909 + 0.0012 0.920 £ 0.0070 0.926 + 0.0050 0.928 + 0.0006

Tables 2, 3 and 4 are similar to Table 1, but respectively associated with
EVy.05, Student-t4 and to underlying parents.

Table 2: Simulated mean values of semi-parametric normalized VaR-
estimators at their optimal levels for underlying EV (.25 parents
n = 100 n = 200 n = 500 n = 1000 n = 5000

H 1.143 £ 0.0068 1.125 £ 0.0070 1.108 £ 0.0048 1.106 £ 0.0052 1.094 £+ 0.0034
CH 0.848 + 0.0092 0.874 +0.0041 0.925 + 0.0027 1.036 £+ 0.0041 1.094 £ 0.0036
Hyp, 0.862 +0.0023 0.912 £0.0014 0.993 + 0.0013 1.083 £ 0.0038 1.049 £ 0.0014
HJ|0 1.133 £ 0.0059 1.109 £+ 0.0052 1.104 £ 0.0047 1.101 £ 0.0048 1.088 £ 0.0012
CH|0 0.878 4+ 0.0004 0.906 4+ 0.0031 0.941 + 0.0020 0.965 4+ 0.0018 1.063 £ 0.0004
Hy, |0 0.983 +0.0017 1.060 £ 0.0022 1.048 £ 0.0021 1.055 + 0.0022 1.064 £ 0.0017
Hp, 0.854 + 0.0046 0.848 +0.0014 0.868 + 0.0043 0.869 %+ 0.0035 0.881 £ 0.0024
H,, |0 0.848 + 0.0050 0.859 4+ 0.0034 0.867 + 0.0025 0.872 + 0.0023 0.851 + 0.0009

Note that contrarily to what happens with the non-PORT and PORT EVI-
estimation, where the values associated with po are better than the ones associ-
ated with pq, things work the other way round for the VaR-estimation.
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Table 3: Simulated mean values of semi-parametric normalized VaR-
estimators at their optimal levels for underlying Student ¢4 par-
ents (£ = 0.25)
n = 100 n = 200 n = 500 n = 1000 n = 5000
H 1.114 £ 0.0056 1.099 £ 0.0043 1.089 £ 0.0037 1.085 £+ 0.0037 1.077 £ 0.0037
CH 0.903 £ 0.0292 0.903 £ 0.0053 0.922 £ 0.0030 0.978 + 0.0028 1.056 £ 0.0015
Hp, 0.932 +0.0014 1.009 £0.0019 1.035 + 0.0023 1.032 £ 0.0019 1.054 £ 0.0017
H 0.1 1.095 £ 0.0063 1.081 £ 0.0027 1.070 £ 0.0027 1.061 £ 0.0020 1.035 £ 0.0015
CH |0.1 0.890 + 0.0030 0.950 + 0.0031 0.980 £ 0.0020 0.990 + 0.0012  0.998 + 0.0006
H,, 0.1 1.056 + 0.0027 1.055 £ 0.0023 1.057 4+ 0.0019 1.056 £ 0.0023 1.041 £ 0.0012
H,,[0.1 0.876 £ 0.0011 0.904 + 0.0008 0.953 £ 0.0005 0.982 £ 0.0005 0.998 + 0.0002
Hp, 0.875 + 0.0062 0.882 %+ 0.0029 0.886 + 0.0022 0.889 + 0.0020 0.877 4+ 0.0005
Table 4: Simulated mean values of semi-parametric normalized VaR-
estimators at their optimal levels for underlying Student ¢, par-
ents (£ = 0.5)
n = 100 n = 200 n = 500 n = 1000 n = 5000
H 1.236 £ 0.0090 1.198 £ 0.0107 1.168 £ 0.0043 1.145 £ 0.0038 1.106 £ 0.0038
CH 1.115 4+ 0.1919 0.809 £ 0.0072 0.825 £ 0.0053 0.848 £ 0.0030 0.848 + 0.0043
Hp, 1.094 £0.0073 1.082 +0.0048 1.084 £0.0031 1.080+ 0.0040 1.062 £ 0.0021
H 0.1 1.163 £ 0.0056 1.121 £+ 0.0048 1.077 £ 0.0030 1.049 £0.0027 1.007 £ 0.0021
CH |0.1 0.793 £ 0.0053 0.813 + 0.0048 0.828 + 0.0036 0.840 + 0.0038 0.864 4+ 0.0028
H,, 0.1 1.098 £ 0.0058 1.087 £ 0.0034 1.072 £ 0.0033 1.051 £+ 0.0023 1.010 £ 0.0017
H,, (0.1 0.836 + 0.0014 0.868 + 0.0013 0.915 £ 0.0008 0.949 + 0.0007 1.065 £ 0.0004
Hyp, 0.803 £ 0.0036 0.796 £ 0.0026 0.795 £ 0.0012 0.813 £ 0.0008 0.873 £ 0.0005

4.3. RMSEs and relative efficiency indicators at optimal levels

We have further computed the Weissman-Hill VaR~estimator, i.e. the VaR-
estimator Qk,q,é? in (1.7), with ¢ replaced by the H EVlI-estimator, in (1.8), at
the simulated optimal k in the sense of minimum RMSE. Such an estimator is
denoted by Qgg. For any of the VaR-estimators under study, generally denoted
Q(k), we have also computed Qp, the estimator Q(k) computed at the simulated
value of kg := arg miny RMSE(Q(k)). The simulated indicators are

RMSE (Qoo)

(4.2) TS

REFF) =

Remark 4.1. Note that, as usual, an indicator higher than one means
that the estimator has a better performance than the Weissman-Hill
VaR-estimator. Consequently, the higher the indicators in (4.2) are, the bet-
ter the associated VaR-estimators perform, comparatively to Qqp.

Again as an illustration of the obtained results, we present Tables 5-8.
In the first row, we provide RMSEg, the RMSE of Qqg, so that we can easily
recover the RMSE of all other estimators. The following rows provide the REFF-
indicators for the different VaR-estimators under study. A similar mark (bold) is
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tors, for underlying EVg 1 parents

Simulated values of RMSEq (first row) and of REFF,|y indica-

n = 200

n = 500

n = 1000

n = 5000

0.273 £ 0.1209

0.225 £ 0.1059

0.200 £ 0.0754

0.157 £ 0.0324

1.323 £0.0147
1.505 +0.0129

1.252 +£0.0123
1.460 +0.0103

1.202 £+ 0.0083
1.440 + 0.0093

1.073 £ 0.0041
1.545 +0.0113

1.121 £ 0.0060
1.833 £0.0179
1.626 +0.0149

1.118 £ 0.0049
1.548 + 0.0202
1.614 +0.0128

1.122 £ 0.0049
1.373 £ 0.0110
1.874 +0.0160

1.136 £ 0.0057
1.202 + 0.0077
4.988 £+ 0.0340

1.379 +£0.0117
1.440 £0.0113

1.316 + 0.0084
1.359 £ 0.0082

1.279 4+ 0.0086
1.323 £ 0.0097

1.189 + 0.0063
1.240 £ 0.0066

Simulated values of RMSEq (first row)

tors, for underlying EV o5 parents

and of REFF,|q indica-

n = 200

n = 500

n = 1000

n = 5000

0.394 £ 0.1350

0.329 £ 0.1453

0.294 £ 0.1498

0.231 £0.1538

1.431 £0.0155
2.522 +0.0233

1.681 £+ 0.0215
3.802 £0.0333

1.908 £ 0.0257
3.866 £ 0.0248

1.197 £+ 0.0045
3.108 £ 0.0229

1.174 £0.0101
1.907 + 0.0206
2.754 +0.0221

1.185 £ 0.0053
2.215 +0.0222
1.703 £ 0.0135

1.206 £ 0.0060
2.678 £ 0.0251
1.584 +£0.0128

1.245 £+ 0.0043
2.681 £ 0.0180
1.443 +0.0102

1.658 + 0.0154
1.757 £0.0162

1.540 £ 0.0118
1.614 £0.0144

1.464 +0.0118
1.526 £0.0131

1.283 £+ 0.095
1.338 £0.0110

Simulated values of RMSEq (first row)

and of REFF,| indica-
tors, for underlying Student t, parents (£ = 0.25)

n = 200

n = 500

n = 1000

n = 5000

0.320 £ 0.1507

0.270 £ 0.1556

0.240 £ 0.1572

0.185 £ 0.1554

1.310 £ 0.0129
2.483 + 0.0209

1.480 £+ 0.0134
1.821 +0.0148

1.881 +0.0114
1.422 £0.0100

1.531 £ 0.0095
1.151 £ 0.0088

1.273 £ 0.0081
2.038 +0.0181
1.516 +0.0138

1.359 + 0.0066
2.599 + 0.0252
1.463 £+ 0.0161

1.457 4+ 0.0064
3.082 £ 0.0198
1.477 £+ 0.0206

1.808 £ 0.0069
4.431 £+ 0.0269
1.664 £+ 0.0240

1.631 £0.0152
2.288 £ 0.0238

1.518 £0.0122
3.045 £ 0.0248

1.427 4 0.0066
4.026 £+ 0.0291

1.270 £ 0.0069
6.345 £ 0.0502

Simulated values of RMSEq (first row)

and of REFF,| indica-
tors, for underlying Student ¢, parents (£ = 0.5)

n = 200

n = 500

n = 1000

n = 5000

0.559 £ 0.1793

0.449 £ 0.1804

0.379 £ 0.1789

0.255 £ 0.1684

1.359 £0.0145
1.468 +0.0116

1.388 + 0.0099
1.308 £ 0.0085

1.371 £+ 0.0080
1.240 £ 0.0047

1.449 + 0.0343
1.209 £+ 0.0510

1.382 £ 0.0099
1.786 + 0.0150
1.516 £ 0.0116

1.532 £0.0117
1.573 +£0.0103
1.560 £ 0.0109

1.667 + 0.0079
1.419 £ 0.0091
1.647 £0.0072

2.110 £0.0132
1.123 4+ 0.0065
2.037 £ 0.0108

200
Table 5:
n = 100
RMSEq 0.329 +0.1224
CH 1.287 + 0.0154
Hp, 1.566 + 0.0174
HJ|0 1.132 + 0.0093
CH|0 1.659 + 0.0196
H,, [0 || 1.695+0.0190
H,, 1.450 £ 0.0177
Hp,|0 || 1.52940.0184
Table 6:
n = 100
RMSEq 0.469 4+ 0.1207
CH 1.393 +0.0144
Hy, 2.132 £ 0.0218
H|0 1.178 + 0.0081
CH|0 1.837 + 0.0164
Hp, [0 || 3.527 4+ 0.0300
H,, 1.771 £ 0.0148
Hp,|0 || 1.896 +0.0176
Table 7:
n = 100
RMSEq 0.378 + 0.1445
CH 1.217 +£0.1176
Hp, 2.143 £ 0.0187
H (0.1 || 1.243+0.0105
CH |0.1 1.773 £ 0.0160
Hp, 0.1 || 1.64040.0119
H,, 1.713 £ 0.0167
Hp,[0.1 || 2.080 +0.0205
Table 8:
n = 100
RMSE( 0.675 +0.1735
CH 0.684 + 0.3593
Hp, 1.728 +0.0148
H 0.1 1.318 + 0.0097
CH |0.1 1.969 £+ 0.0160
H,, 0.1 || 1.609 4 0.0149
H,, 2.271 £ 0.0214
Hp,|0.1 || 2.810+0.0276

1.992 + 0.0179
2.821 £ 0.0287

1.766 + 0.0126
3.116 £ 0.0227

1.665 £ 0.0151
3.547 £ 0.0280

1.691 £ 0.0124
2.848 £ 0.0169

used for the highest REFF indicator, again considering the aforementioned three
regions and ¢ = 1/n.
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For a better visualization of the results presented in some of the tables
above, we further present Figure 2, associated with an KV 1 underlying parent.

Eg

1.10 2.2 4

2.0 A

1.8 4§

1.6

1.4

1.2 1

1.0 4§

0.85

T T T T N 0.8 T T T T |
n
0 1000 2000 3000 4000 5000 0 1000 2000 3000 4000 5000

Figure 2: Mean values (left) and REFF-indicators (right) at optimal lev-
els of the different normalized VaR-estimators under study,
for ¢ = 1/n, an underlying EVy; parent and sample sizes
n = 100(100)500 and 500(500)5000

5. CONCLUSIONS

The new PORT-MO,, VaR-estimators, defined in (1.14), generalize the
Weissman-Hill PORT-quantile estimator studied in Aratdjo Santos et al. (2006).
Consequently, both asymptotically and for finite sample sizes, we were expecting
a much better behaviour of the new PORT-MO,, VaR-estimator. The gain in
efficiency of the PORT-MO,, VaR-estimators is, in most cases, greater than the
one obtained with the MVRB and PORT-MVRB VaR-estimators. The simulated
mean values of the normalized PORT-MO,, VaR-estimators are always better, for
moderate to large values of n, in the Student-¢, parents. For the EV¢-parents,
we have different behaviours accordingly to the size of the sample but there is a
general out-performance of the PORT-MO,, VaR-estimators. And indeed, for an
adequate choice of k, p and s, the PORT-MO,, VaR-estimators are able to out-
perform the MVRB and even the PORT-MVRB VaR-estimators, in most cases.
The choice of (k,p, s) can be done through heuristic sample-path stability algo-
rithms, like the ones in Gomes et al. (2013) or through a bootstrap algorithm of
the type of the ones presented in Caeiro and Gomes (2015a) and in Gomes et al.
(2016b), where R-scripts are provided.
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1. INTRODUCTION

The modeling of real world phenomena is constantly increasing in complex-
ity and standard statistical distributions cannot model these adequately. The
question arises whether we can introduce new models to compete with and en-
hance the standard approaches available in the literature. Various generalizations
and extensions have been proposed for standard statistical models, since more
complex models are needed to solve the modeling complications of real data. To
mention a few: Sutradhar et al. (1989) generalized the Wishart distribution for
the multivariate elliptical models, however Teng et al. (1989) considered ma-
trix variate elliptical models in their study. Wong and Wang (1995) defined the
Laplace-Wishart distribution, while Letac and Massam (2001) defined the nor-
mal quasi-Wishart distribution. In the context of graphical models, Roverato
(2002) defined the hyper-inverse Wishart and Wang and West (2009) extended
the inverse Wishart distribution for using hyper-Markov properties (see Dawid
and Lauritzen (1993)), while Bryc (2008) proposed the compound Wishart and
g-Wishart in graphical models. Abul-Magd et al. (2009) proposed a generaliza-
tion to Wishart-Laguerre ensembles. Adhikari (2010) generalized the Wishart
distribution for probabilistic structural dynamics, and Diaz-Garcia et al. (2011)
extended the Wishart distribution for real normed division algebras. Munilla
and Cantet (2012) also formulated a special structure for the Wishart distribu-
tion to apply in modeling the maternal animal. These generalizations justify the
speculative research to propose new models based on the concept of weighted dis-
tributions Rao (1965). Assuming special cases of these new models as priors for
an underlying normal model in a Bayesian analysis exhibit interesting behaviour.

In this paper we propose a weighted-type Wishart distribution, making use
of the mathematical mechanism frequently used in proposing weighted-type dis-
tributions, from length-biased viewpoint, and consider its applications in Bayesian
analysis. The building block of our contribution is an extension of the math-
ematical formulation of univariate weighted-type distributions to multivariate
weighted-type distributions. Specifically, if f(x;0?) is the main/natural proba-
bility density function (pdf) which is imposed by a scalar weight function h(z; ¢)
(not necessarily positive), then the weighted-type distribution is given by

(1.1) 9(x;0) = Ch(z; ) f(x;0%), 6= (0% 9),

where C~! = E_»[h(X; )] and the expectation E,2[.] is taken over the same
probability measure as f(.). The parameter ¢ can be seen as an enriching pa-
rameter.

For the multivariate case, one can simply use the pdf of a multivariate
random variable for f(.) in (1.1). Further, the parameter space can be multi-
dimensional. However, the weight function A(.) should remain of scalar form.
Thus the question that arises is: Why not replace f(.) in (1.1) with the pdf
of a matrix variate random variable? To address this issue and using (1.1) as
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departure, we define matrix variate weighted-type distributions, from where new
matrix variate distributions originate.

Initially let S, be the space of all positive definite matrices of dimension m.
To set the platform for what we are proposing, consider a random matrix variate
X € S, having a pdf f(.;¥) with parameter ¥. We construct matrix variate
distributions, with pdf g(.;®), where ® = (¥, ®) and enrichment parameter
® € S, by utilizing one of the following mechanisms:

1. (Loading with a weight of trace form)

(12)  g(X;0) = Cih (tr[X ) f(X; 1), © = (¥, ®).
2. (Loading with a weight of determinant form)
(1.3) 9(X:©) = Cohy (| X D)) f(X;¥),0 = (¥, D).
3. (Loading with a mixture of weights of trace and determinant forms)

(14) 9(X;0) = Cshi(tr[X ®1])ha(| X 2[) (X ¥), © = (¥, Dy, D3),

where h;(.),7 = 1,2 is a Borel measurable function (weight function) which admits
Taylor’s series expansion, C; is a normalizing constant and f(.) can be referred
to as a generator.

In this paper, we consider the f(.) in (1.2)-(1.4) to be the pdf of the Wishart
distribution with parameters n and X, i.e. ¥ = (n,X), given by

2 3 n m 1
(1.5) BT pem gy (-2—1x> ,
272 Ty (3) 2

with X, ¥ € S, denoted by W, (n, ), and incorporate a weight function, h;(.),
as given by (1.2)-(1.4). Note that I';,(.) is the multivariate gamma function and

etr(.) = exp(tr(.)).

We organize our paper as follows: In Section 2, we discuss the weighted-type
Wishart distribution that originated from (1.2) and propose some of its impor-
tant properties. The enrichment of this approach is illustrated by the graphical
display of the joint density function of the eigenvalues of the random matrix for
certain cases. In Section 3, the weighted-type Wishart distributions emanating
from (1.3) and (1.4) are proposed. The significance of this approach of extend-
ing the well-known Wishart distribution, will be demonstrated in Section 4, by
assuming special cases as a priors for the underlying univariate and multivariate
normal model. Comparison results of these cases with well-known priors path the
way for integrating these models in Bayesian analysis. Finally, some thoughts of
other possible applications are given in Section 5.
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2. WEIGHTED-TYPE I WISHART DISTRIBUTION

In this section we consider the construction methodology of a weighted-type
I Wishart distribution according to (1.2).

Definition 2.1.  The random matrix X € &y, is said to have a weighted-
type I Wishart distribution (W1WD) with parameters ¥, ® € S,,, and the weight
function hq(.), if it has the following pdf

ha (tr[ X @) f(X; ¥)

IO = (X e))
(2.1) = com(®)3 5| X5 etr( ;z—lx> W (tr[X®]), © = (¥,d),
with

(22)  {enm(®)}7 =2, (3) i”g(‘))z (5) Ce@®),
k=0 K

K

written as X ~ W! (n, X, ®). In (2.1) f(X;W¥) is the pdf of the Wishart distri-
bution (W,,(n, X)) (see 1.5) i.e. ¥ = (X,n),n>m—1,%X €S, and hi(.) is a

Borel measurable function that admits Taylor’s series expansion, (a), = FITWE((L(I';)

and I'y,(a, k) is the generalized gamma function. The parameters are restricted
to take those values for which the pdf is non-negative.

Remark 2.1.  Note that using Taylor’s series expansion for h;(.) in (2.1)
it follows that

00 h k: 00 h k:
(2.3) h(tr(X®)) = > tr Xp)h =" - X®),
k=0 k=0

from Definition 7.21, p.228 of Muirhead (2005) where hgk) (0) is the k-th derivative
of hi(.) at the point zero. Therefore using Theorem 7.2.7, p.248 of Muirhead
(2005) follows from Definition 2.1 that

Eln(trX®)] = [ hn(trX®) (X W)X

m

_ Iz h&’“ / — ( | )
= Q%Fm(%) Z X272 " otr 22 x

=0
Co(X®)dX
B7F 2T, (3) 25 RY(0)
2’23”rm((;21) ];0 k! ; (2)50’“ (®2)
> okptR) ()
- IS (3) cen,

and (2.2) follows (Cj (aX) = a*C, (X) and Cj(.) is the zonal polynomial corre-
sponding to x (Muirhead (2005)).
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Remark 2.2. Here we consider some thoughts related to Definition 2.1
and (2.1).

(1)  As formerly noticed, the weight function should be a scalar function. In
Definition 2.1, we used the trace operator, however any relevant operator
can be used. The determinant operator will be discussed in Section 3.
Another interesting operator can be the eigenvalue. In this respect one
may use the result of Arashi (2013) to get closed expression for the expected
value of the weight function.

(2)  For hi(tr[X®]) = etr(X ®) in (2.1) we obtain an enriched Wishart distri-
bution with scale matrix ¥ =% + ®.

(3)  For hi(x¢) = exp(xp) and m =1 in (2.1) the pdf simplifies to
n n ].
24) g(wi) = @) Fat e (- (515 -0) o).
which is the pdf of a gamma random variable with parameters § and 5 1 — o,

with ¢, (0) = @,0 = (0%, ¢), written as G(a = 5.0 = L — ).

202

(4)  For hi(x) =z and m =1 in (2.1) the pdf simplifies to

oo ( 597 ) 7=en(@)(o)" ¥ exp (‘zazx>

B}

9(250) = ca(0)(0*)”

(220) * 1
with ¢, (0) = 2‘}(%74_1),9 = (02,¢), hence X ~ G(a=2+1,8= 552 —P)-
This is also called the length-biased or size- biased gamma distribution (see
Patil and Ord (1976)) with parameters 5 and 55 — ¢.

(5)  For hi(tr[X®]) = (1 +tr[X®]) in (2.1) the pdf simplifies to
n n m 1
(2.5)9(X;0©) = Cn,m(("))|§3\_5|X|5_T+1 etr <—2§]_1X> (1+tr(X®)),

with ¢, 1, (©) as in (2.2), ® = (n, 3, ®), which is defined as the Kummer
Wishart distribution and denoted as KWy, (n, X, ®).

(6) For hi(x¢p) = (14 x¢)?, where ~ is a known fixed constant, and m =1 in
(2.1) the pdf simplifies to

(26)  g:0) = cn(®)(0) Fa T exp (—Qix) (1+ gy

with ¢, () = 25T (1) 52, B2 5™ (1) 0 = (0%.¢). 1f ¢ = 1 then
this is also known as the Kummer gamma or generalized gamma distribu-
tion, written as KG(a = 5,0 = v), by expanding the term (1 + ¢x)?
(see Pauw et al. (2010)).

20.2 7

(7)  Various functional forms of hi(.) are explored and the joint density of eigen-
values of the matrix variates are graphically illustrated to show the flexi-
bility built in by this construction, see Table 1.
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2.1. Characteristics

In this section some statistical properties of the W1WD (Definition 2.1)
are derived. Most of the computations here deal with the relevant use of (2.3)
and Theorem 7.2.7, p.248 of Muirhead (2005), though we do not mention every
time.

Theorem 2.1. Let X ~W! (n, 2, ®), then the r*" moment of |X| is
given by
Cnm(©)
(2 1r),m(©)

where ¢pm(©) and cy(z i), (©) as in (2.2).

E(X]") = =]

Proof:  Similarly as in Remark 2.1, by using (2.1),

n n__ m 1
E(X[") = cn,m(@)|2\2/ IX|r+E etr( 221X> ha(tr[ X ®])dX
Sm

= cun(@)E S DS [y e (2 )
k=0 ’ K m
xCy(XP)dX,

the result follows. O

In the following, we give the exact expression for the moment generating
function (MGF) of the W1WD, provided its existence.

Theorem 2.2. Let X ~W! (n, X, ®), then the moment generating func-
tion of X is given by

Mx (T) = nm(©)dy | Im — 25T 73,

With nm(©) as in (2.2) and dypm =272 T (2) 3000 3. Qkh( 2 (2,
x Cy (B(Z71 —2T)71).

Proof:  Using equation (2.1) we have

Mx(T) = E(etr(TX))

. 1
= cn,m(®)|2|—2/ X |52 etr (—22_1X—|-TX> h(tr[ X ®])dX
Sm

= cm(@)B Y3 T RIT(2 1 1)

X7 2T |72 C(®(Z' — 2T) 1)

and the proof is complete. O
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Another important statistical characteristic is the joint pdf of the eigenval-
ues of X, which is given in the next theorem.

Theorem 2.3.  Let X ~W! (n,X, ®), then the joint pdf of the eigen-
values A1 > Ao > ... > A\, > 00of X is

1

n,m (© )|2(m)2 2 H |A‘§*Lﬂ
Ly, 2 i<j

W (0)C" (L, 1,) CFF (— 1571, @)
k! [Cg (L))

ii;zz o 8),

K ¢Ep,k

Proof:  From Theorem 3.2.17, p.104 of Muirhead (2005) the pdf of A =
diag(A, ..., Am) 18

1,2
2™

. | P / g(HAH'; ©)dH,
L (7) i<j O(m)

where O(m) is the space of all orthogonal matrices H of order m.

Note that
I :/ g(HAH’;(-))dH
O(m)

m+1

= cn,m(G)yz\—’S/ HAH'|3 "5 etr( ;2_1HAH'> hy(tr[HAH'®])dH
O(m)

By using (2.3), we get

1

(e
>
—_—
S
O
=

I = com(®)S EA[F"Y

rl

T

0

=0 !
x ZZ/ ( % S'HAH' ) C, (PHAH') dH.

r

Note that
/ C, <—;2HAH'> C. (PHAH') dH
O(m)
Cy (A)CO" (L, I,,,) OO (1%, @)

_ ¢ o o
2 [Cs (Ln)]?

PEP,K

from (1.2), p.468 of Davis (1979) and the result follows. O
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Remark 2.3. For X = ¢1I and ® = cu1I the result can be obtained from
Theorem 3.2.17, p.104 of Muirhead (2005) as follows:

(2.7) I = com(®)c; * |AIF"F etr (—%A) hi (c2A) .

Based on Remark 2.3, Table 1 illustrates the joint pdf of the eigenvalues of Xoxo
for specific ¢, c2 and n and different weight functions using (2.7). It is evident
that the functional form of the weight function provides increased flexibility for
the user. Negative and positive correlations amongst the eigenvalues can be
obtained using different weight functions, hi(.).

Table 1: Joint pdf of the eigenvalues for n = 9,¢c5 = 1 and ¢; = 0.1
(Left), ¢ = 0.5 (Middle) and ¢; = 1.5 (Right)

hi(caz) = exp(cax)

hi(cox) = exp(czix)

hi(caz) = 1+ cox
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3. FURTHER DEVELOPMENTS

3.1. Weighted-type II Wishart distribution

In this section we focus on the construction of a weighted-type Wishart
distribution for which the weight function is of determinant form (see (1.3)).
Before exploring the form of the weighted-type Wishart distribution based on a
weight of determinant form, let X ~ W,,(n,3) and u; denote the k-th moment
of | X|. Then from (15), p.101 of Muirhead (2005)

P (B4K)
L3

Thus for any Borel measurable function hy(.), making use of Taylor’s series ex-
pansion, we have

(3.1) ha(| X)) => -2 h

k=0

=B [IX[] =

k

Y xa.

Hence

(0 T, (2 + k) h$Y(0)
plnm(xe) = 312 Daty =5 2o B
k=0 ’ k=0 A2

EiLs

Accordingly, we have the following definition for a weighted-type Wishart distri-
bution with weight of determinant form (see (1.3)).

Definition 3.1.  The random matrix X € S, is said to have a weighted-
type II Wishart distribution (W2WD) with parameters ¥, ® € S, and the weight
function ha(.), if it has the following pdf

ha(| X ®[) f(X; ¥)
E[ha(|X )]

9(X;0) =
= (@S] X e (<13 7X ) m(X ), © = (¥.9)
with
_ 1
{ci (@)1 —/ =X |5 etr( 221X> ha(| X ®|)dX
S

" (n+2k)m
5 I ( n+2k

W (0

and f(X;W¥) is the pdf of the Wishart distribution (W,,(n, X)) i.e. ¥ = (X, n),
n>m-—1,3% €S, and ha(.) is a Borel measurable function that admits Taylor’s
series expansion. The parameters are restricted to take those values for which
the pdf is non-negative. We write this as X ~ Wil (n, 3, &).
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3.2. Weighted-type III Wishart distribution

As before, in this section we give the definition of the weighted-type III
Wishart distribution (W3WD). Utilizing a more extended version of (1.4) (allow-
ing more parameters) we have the following definition:

Definition 3.2.  The random matrix X € S, is said to have a weighted-
type III Wishart distribution (W3WD) with parameters ¥, ®; and ®5 € S,;, and
the weight functions hi(.) and hso(.), if it has the following pdf

hy (tr[ X ®41])ha(| X ®2|) f(X; )

A N6 < (b 2 R
= (@] XIEH otr (53X ) o X1 X 2]
with
(o @)l L ii B () yuiny (L4 t) 1@z y (241
o 23" k! ™\2 —\2 /s
XCy(P13X)

where f(X; W) is the pdf of the Wishart distribution (W, (n,X)) i.e. ¥ = (X, n),
n>m—1,3 € Sy, and hi(.) and hy(.) are Borel measurable functions that admit
Taylor’s series expansion. We denote this as X ~ WX (n 3 & ®;). The
parameters are restricted to take those values for which the pdf is non-negative.

4. APPLICATION

In this section special cases of Definition 1 are applied as priors for the
normal model under the squared error loss function. First the Kummer gamma
distribution ((2.6) with ¢ = 1) as a prior for the variance of the univariate
normal distribution and secondly the Kummer Wishart (2.5) as a prior for the
covariance matrix of the matrix variate normal distribution. Bekker and Roux
(1995) considered the Wishart prior as a competitor for the conjugate inverse-
Wishart prior for the covariance matrix of the matrix variate normal distribution.
Van Niekerk et al. (2016a) confirmed the value added of the latter by a numerical
study. This is the stimulus to consider other possible priors.

4.1. Univariate Bayesian illustration

In this section a special univariate case of the weighted-type I Wishart
distribution is applied as a prior for the variance of the normal model. Consider
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a random sample of size nq from a univariate normal distribution with unknown
mean and variance, i.e. X; ~ N(u,0%),X = (X1,..., Xp,). Let h(z) = (1 +2)7,
m = 1 and X1x; = o2 in Definition 2.1 (see (2.6)), and consider this distribution
as a prior for 02, and an objective prior for y. This prior model is compared
with the well-known inverse gamma and gamma priors in terms of coverage and
median credible interval width. The three priors under consideration are

e Inverse gamma prior (IG(aq, 31)) with pdf

a1

g(z; a1, 01) = (;1)16_"‘1_1 exp (—%) , >0
)

e  Kummer gamma prior (2.6) (KG(as, 83,7 =1)).

r
e  Gamma prior (2.4) (G(ag, B2

The marginal posterior pdf and Bayes estimator of o under the Kummer gamma
prior are calculated using Remark 5 of Van Niekerk et al. (2016b) as

(6%) % 2 exp (~f50?) (1 + d0?) exp (— 5 [, X2 - X))

q(02\X): .
D (as+4) 857 g [(03) 7% (1460%) exp (5 [£, x2-X7] )]

)

and
—~ Pl (a3 +3) Exz [(ag)*%u + po?) exp (_ﬁ [2?211 X2 - fm
o —=

[ (a3 +3) By [(o—f)—%lu + ¢po?) exp (‘ﬁ [2?211 X2 — yzm

where 03 ~ G (043 + %,53) and 03 ~ G (043 + %753)-

)

A normal sample of size 18 is simulated with mean p = 0 and variance
0?2 = 1. The hyperparameters are chosen such that E(c?) = o2 = 0.9.

Four combinations of hyperparameter values are investigated and summa-
rized in Table 2. Note that in combination 4, the prior belief for the Kummer
gamma is not 0.9 but 5.23, which is quite far from the target value of 1 and the
prior information is clearly misspecified. It is clear from Table 2 that the Kum-
mer gamma prior, with parameter combination 4, is very vague when compared
to the other two priors. To evaluate the performance of the new prior structure,
1000 independent samples are simulated and for each one the posterior densi-
ties and estimates are calculated. This enables the calculation of the coverage
probabilities and median credible interval width as given in Table 3.

The coverage probability obtained under the Kummer gamma prior is
higher than for the inverse-gamma and gamma priors, while the median width
of the credible interval (indicated in brackets) is competitive. It is interesting to
note that even under total misspecification (see combination 4 in Table 2), the
Kummer gamma prior is still performing well. The performance superiority of
the Kummer gamma prior is clear from Table 3.
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Table 2: Influence of hyperparameters on the prior pdf’s (— Kummer

gamma prior, - - Inverse gamma prior, ... Gamma prior)
Combination| 1 2 3 4
Inverse ar = 322, |a; = 433, |y = 322, | oy = 3.22,
gamma pr = 2 pr = 3 B = 2 fr = 2
prior
Gamma, a = 18, |as = 18 |ax = 18, |as = 1.8,
prior Bz = 2 [P = 2 [P = 2 [P = 2
Kummer as = 12, |lag = 08 |ag = 18, |az3 = 5.0,
gamina 53 = 21 ﬁg = 1.8 ﬁg = 2.5 ,83 = 2.5
prior

Table 3: Coverage probabilities (median credible interval width) calcu-
lated from the posterior density functions

Combination Inverse gamma | Gamma prior | Kummer
prior gamma prior

1 74.5%(0.8) 77.4%(2.15) 90.8%(0.85)

2 72%(0.75) 78.1%(2.125) 89.2%(0.9)

3 76.8%/(0.85) 77.7%(2.05) 92.1%(0.9)

4 73.2%(0.8) 77.6%(1.8) 87.8%(1.4)

4.2. Multivariate Bayesian illustration

In this section the Kummer Wishart (2.5) prior is considered for the co-
variance matrix of the matrix variate normal model. Consider a random sample
of size n; from a matrix variate normal distribution with unknown mean g and
covariance matrix X, i.e. X; ~ Ny, ,(p, X ® I,) with likelihood function

nyp

L, 21X, V) o [Z|” 72 etr [—;E_l [V+n1(X—y)(X—p,)’]} .

The three priors for ¥ under consideration are

e Inverse Wishart prior (I/Wp,(p1,®)) with pdf

m(p; —m—1) _ -1 -1 o

xetr [—;X_IQ} ) Xes,
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e  Wishart prior (1.5) (W, (p2, ®))

e  Kummer Wishart prior (2.5) (KW, (ps, I, ®)).

The conditional posterior pdf’s of g and ¥ with a Kummer Wishart prior and
objective prior for u, necessary for the simulation of the posterior samples, are

q(pZ,X,V) xetr [—;2_1 [V+n1(X—p,)(X—,u)’]] ,

and

m—+1

(B X, V) o (5B g Hzl [v+n1(x_ﬂ><x_py]]
X etr <—;q>—12> (1+tr(Z0)).

with V.= 3" (X; — X)(X; — X)". A sample of size 10 is simulated from a
multivariate normal distribution (p = 1) with g =0 and ¥ = I,,,. The hyperpa-
rameters are chosen as ® = I,,,,m = 3,p1 = 9.5,ps = p3 = 3, according to the
methodology of Van Niekerk et al. (2016a). Posterior samples of size 5000, are
simulated using a Gibbs sampling scheme with an additional Metropolis-Hastings
algorithm, similarly to Van Niekerk et al. (2016a).

The estimates calculated for ¥ under the three different priors as well as
the MLE are

R 1.8719 0.2168 0.9523 | 0.6600 0.0772  0.3355 ]|
Yyre = [0.2168 29553 —0.2471| ,Xw = |0.0772 1.0256 —0.0873
0.9523 —0.2471 1.0715 0.3355 —0.0873 0.3762 |

R 0.5547 0.0627 —0.2247| 1.1389  0.0115 —0.0098]
Yw = | 0.0627 0.7968 0.0255 | ,Xxw = | 0.0115 1.0401 —0.0132
—0.2247 0.0255 1.2348 —0.0098 —0.0132 1.0763 |

The above estimates are obtained for one posterior sample. The Frobenius
norm (see Golub and Van Loan (1996)) of the errors, defined as ||X¥ — X||r =

~ AN
\/ tr (E — 2) (2 — E), are calculated for each estimate and given in Table 4.

The Kummer Wishart prior results in the smallest Frobenius norm of the
error. For further investigation, this sampling scheme is repeated 100 times to
obtain 100 estimates under each prior as well as the MLE for each of the 100
simulated samples. The Frobenius norm of the error for each estimate and every
repetition is calculated and the empirical cumulative distribution function (ecdf)
of each set of Frobenius norms calculated for each estimator is obtained and
given in Figure 1. The ecdf which is most left in the figure is regarded as the
best since for a specific value of the error norm, a higher proportion of estimates
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Table 4: Frobenius norm of the error of the estimates calculated from the

simulated sample

Frobenius norm | Value
| Xymre —El|lF | 1.2336
1Xmw —XZ||r 0.9928
12w — X||r 1.5766
|1 Zxw — El|F 0.1468

2
)

Empirical CDF
s o o
5
Empirical CDF
o o o
&

4

°
o

o

~

°
°

°
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Frobenius norm

°
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Frobenius norm

Figure 1: The empirical cumulative distribution function (ecdf) of the
Frobenius norm of the estimation errors for n = 10(Left) and

n = 100(Right)

from that particular prior results in less error. It is evident from Figure 1 that
the performance of the sample estimate improves as the sample size increases,
which is to be expected, and the performance of the Kummer Wishart prior is
still competitive. From Figure 1 we conclude that the Kummer Wishart prior
results in an estimate of ¥, for small and larger sample sizes, with less error and
preference should be given to this prior. To validate the graphical interpretation,
a two-sample Kolmogorov-Smirnov test is performed for n = 10, pairwise, on the
three different ecdf’s and the p-value for some pairs are given in Table 5.

Table 5: p-values of the Kolmogorv-Smirnov two-sample test based on
samples (n = 10) of the Frobenius norms

Pairwise comparison | p-value
MLE and IW < 0.001
IW and KW < 0.001
W and KW < 0.001
MLE and KW < 0.001

From Table 5 it is clear that the ecdf of the errors under the Kummer
Wishart prior is significantly different from the other priors. Therefore, the asser-
tion can be made that the Kummer Wishart prior structure produces an estimate
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that results in statistically significant less error.

5. DISCUSSION

In this paper, we proposed a construction methodology for new matrix
variate distributions with specific focus on the Wishart distribution, followed
by weighting the Wishart distribution with different weight functions. It was
shown from Bayesian viewpoint, by simulation studies, that the Kummer gamma
and Kummer Wishart priors, as special cases of the weighted-type I Wishart
distribution, outperformed the well-known priors. The weighted-type III Wishart
distribution gives rise to a Wishart distribution with larger degrees of freedom and
scaled covariance matrix that might have application in missing value analysis.

In the following we list some thoughts that might be considered as plausible
applications of the proposed distributions.

(i)  Let N; and N3 observations be independently and identically derived from
Z1 ~ Np(0,%1) and Zy ~ Np,(0,39), respectively. Then the statistic
T = YN (Z1 + Z2)(Z1 + Z)7, has the Wishart distribution W,,(Ny +
Ni, 31+ X5). Suppose the focus of the paper is on the covariance structure
3 + X9 (similar to standby systems), then, to reduce the cost of sampling,
one may only consider N; observations from the WIWD and take hq(.) to
be of exponential form in (2.1).

(i) A weight of the form hy(|X®|) = | X |2, where ¢ is a known fixed constant
with @ = I, in Definition 3.1 has applications in missing value analysis.
To see this, let Y'q,...,Y 14 be a random sample from N,,(0,X). Define
T=3",Y,Y] Then T ~ W,,(n,%). Now, using the weight ha(X) =
| X \% one obtains the W, (n + ¢, ¥) distribution and without having the
observations n+1,...,n 4+ ¢ we can find the distribution of the full sample
and the relative analysis.

(iii)  Finally, one may ask what is the sampling distribution regarding Defini-
tion 3.27 To answer this question, we recall that if ¥ ~ N(0,I, ® X),
then X = Y'Y ~ W,,(n,X). Now, assume matrices A € S, and
B € S, exist such that [£ + ®]~' = A~! + B~!. Then if we sample
Y*~ N (0,I,1q®[E+ ®]), the quadratic form X* = Y'Y will have the
distribution as in Definition 3.2, where A = 3, B = ®; and ®3 = I. In
other words, if we enlarge both the covariance and number of samples in a
normal population and consider the distribution of the quadratic form, we
are indeed weighting a Wishart distribution with a Wishart.
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1. INTRODUCTION

Kumaraswamy (1980) introduced a two parameter absolutely continuous
distribution which compares extremely favorably, in terms of simplicity, with the
beta distribution. The Kumaraswamy distribution (hereafter the K distribution)
on the interval (0, 1), has its probability density function (pdf) and its cdf with
two shape parameters 6 > 0 and § > 0 defined by

(1.1)  f(z) =0682°1(1 —2°)"1I(0 <z <1) and F(z)=1— (1 —2°)".
If a random variable X has (1.1) as its density then we will write X ~ K (4, 5).

The density function in (1.1) has similar properties to those of the beta
distribution. The Kumaraswamy pdf is unimodal, uniantimodal, increasing, de-
creasing or constant depending (similar to the beta distribution) on the values of
the parameters. The construction of bivariate Kumaraswamy distributions has
received limited attention.

Barreto-Souza and Lemonte (2013) introduced a bivariate Kumaraswamy distri-
bution related to a Marshall-Olkin survival copula. They discussed some struc-
tural properties of their bivariate Kumaraswamy distribution, including a detailed
discussion of estimation of the model parameters. Recently Arnold and Ghosh
(2016) discussed some different strategies for constructing legitimate bivariate
Kumaraswamy models via conditional specification, conditional survival function
specification and via a copula based approach. In this paper, we consider several
specialized approaches to the problem of constructing bivariate K distributions
based on sub-models of the Arnold-Ng 8-parameter bivariate beta distribution.
Included is discussion of the Jones-Olkin-Liu-Libby-Novick bivariate beta distri-
bution and two Kotz and Nadarajah (2007) bivariate beta models.

To carry out this program, we make use of the observation that a Ku-
maraswamy distribution is a special case of the generalized beta distribution
which is that of a positive power of a beta random variable.

In this paper we will make repeated use of the fact that a Kumaraswamy
variable can be viewed as a power of a beta variable. Thus,

if Y ~ Beta(1,8), thenfor § >0, X =YY~ K(6,0).

Our proposed flexible families of bivariate Kumaraswamy distributions will be ob-
tained by applying such marginal power transformations to suitable bivariate beta
models. It will be convenient to begin with a careful discussion of the 8-parameter
bivariate beta distribution introduced by Arnold and Ng (2011), together with
its related sub-models and possible higher dimensional extensions. Note that in
Arnold and Ghosh (2016), use was made of the simpler 5- parameter Arnold-Ng
model in an analogous program for developing bivariate Kumaraswamy models.
The present paper thus represents a natural extension of some of the results in
that earlier paper.
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We will begin with a detailed discussion of the 8-parameter Arnold-Ng
model with marginals of the second kind beta type. The corresponding models
with classical (first kind) beta marginals are then obtained via simple marginal
transformations, using the observation that

if U~ Beta®(a,B) then (1+U"')"! ~ Beta(a, ).

With suitable parametric restrictions, corresponding bivariate Kumaraswamy
models are then readily derived.

The remainder of this article is organized as follows: In section 2, as men-
tioned above, we review the Arnold-Ng (2011) eight parameter bivariate second
kind beta model. We consider the many sub-models that are obtained via para-
metric restrictions, and we discuss higher dimensional versions of this model. In
section 3, we discuss the parallel models with marginals that are of the first or
classical beta kind. In Section 4, we briefly consider the construction of bivariate
generalized beta distributions. In Section 5, the useful concepts of reciproca-
tion closure and closure under reflection about the point 1/2 are reviewed. Sec-
tion 6 deals with a catalog of bivariate Kumaraswamy distributions obtained via
marginal power transformations applied to certain bivariate beta variables. In
section 7, we revisit the concept of reflection about 1/2. Section 8 includes some
discussion of possible parameter estimation strategies for the models. Section 9
includes an illustrative application in which one of the bivariate Kumaraswamy
models is compared with some competing models when fitted to a particular data
set. Some concluding remarks are contained in Section 10.

2.  BIVARIATE SECOND KIND BETA DISTRIBUTIONS

A random variable X is said to have a second kind beta distribution with
positive parameters a1 and ao, if its density is of the form

1 xo—l

Fx(@) = B(ay,ag) (1 + x)artez

I(x > 0)

and, in such a case, we write X ~ B®(ay, as).

In our subsequent discussion we make considerable use of the observation
that if Vi, V5 are independent gamma distributed random variables with V; ~
[, 1), i =1,2, then X = V1 /Va ~ B@(aq, as).

The construction of the Arnold-Ng (2011) 8-parameter bivariate second
kind beta distribution begins with 8 independent gamma distributed random
variables, Ui, Us, Us, Uy, Us, Ug, U7, Ug with U; ~ F(Ozi, 1), ¢« = 1,2,...,8. The
random vector (Vi, V3) is then defined by

_U1—|—U5+U7

2.1 Vi= — 2 0
(2.1) ! Us + Ug + Ug
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and

U+ Us+Ug

2.2 Vo= " —— —
(22) 2T U+ Us+ Uy

Utilizing the fact that sums of independent gamma variables with the same scale
parameter again are gamma distributed, we see that

Vi~ B(2)(011 + a5 + a7, a3 + o + ag)

and
Vo ~ B(Q)(ag + a5 + ag, aq4 + g + 047).

This 8-parameter model is the most general bivariate second kind beta model
that can be constructed via ratios of sums of independent gamma variables. Some
indication of how it was developed will be useful for envisioning how to construct
higher dimensional versions. There are four places in which a gamma distributed
variable can appear in (2.1)-(2.2). They are: in the numerator of (2.1), in the
denominator of (2.1), in the numerator of (2.2) and in the denominator of (2.2).
A random variable U might appear only once in the two ratios. This is the case
for Uy, Us, Us and Uy, each of which appears in a different one of the four available
places. A random variable U might appear in two of the available four places, but
to retain the independence of the numerator from its corresponding denominator
in a given ratio, the same U cannot appear in both. There are four different ways
in which a variable U can appear in two places as illustrated by Us, Ug, U7, and Us.
Thus Us appears in both numerators, Ug appears in both denominators, etc.. A
random variable U cannot appear in more two of the four places without violating
the required independence of numerators from their corresponding denominators.
This thus results in the appearance of the 8 U;’s in the general model (2.1)-(2.2).
The addition of any more gamma distributed U’s to the model in any one or two
places will not yield a more general model since they could be combined with
already present gamma variables to keep the dimension of the parameter vector
at the value 8.

The three dimensional version of this construction will involve 26 U;’s. This
number can be verified by noting that a trivariate model (V1, Vo, V3) expressed as
ratios of independent linear combinations of independent gamma variables (with
unit scale parameter), will involve 6 places where a particular U can appear,
three numerators and three denominators. But a particular U cannot appear
in both the numerator and denominator of any of the three V;’s. There will be
6 U’s which appear in one of the 6 possible places. These will be denoted by
Uy,Us, ...,Ug. There will be 12 U’s that appear in exactly two of the 6 possible
positions, denoted by Uy, Us, ...,Uis. Finally there are 8 U’s that appear in 3
places, namely Uyg, Usg, ..., Usg. No U can appear in more than 3 places without
violating the requirement that numerators must be independent of their corre-
sponding denominators.

Thus, there are a total of 26 parameters in the model where U;, ¢ =
1,2,...,,26 are independent variables with U; ~ I'(a;, 1) for each i. The model

)
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can then be expressed in the following, somewhat daunting, form.

U1+ U +Us+ Uy + Urg + Urg + Uzp + Uz1 + Uso
Us+ Ui + Uia + Uis + Uiy + Uag + Uag + Uss + Usg”

1

U+ Uz + Ui + Uis + Ui + Uig + U + Uz + U

Vo = )
> Us + Ug + Uz + U7 + Urs + Uz1 + Uz + Uss + Usg

and
_ Us+Us+ U2+ Uis + U7 + Urg + Uy + Usg + Uss

~ Ug + Urg + Urg + Urg + U + Usg + Usg + Uag + Usg’

Vs

The pattern for the dimensions of parameter spaces of the multivariate
models becomes clear. The univariate model involves 2 U’s, i.e., 3! — 1. The
bivariate model involves 8 U’s, i.e., 32 — 1. The trivariate case involves 26 U’s,
i.e., 33 — 1., and so on. The general four dimensional model has 80 parameters!
The enormous number of parameters involved in the completely general 3 and 4
dimensional models (i.e., 26 and 80) will compel us to consider simplified sub-
models, of somewhat restricted flexibility, obtained by setting some of the a’s
equal to 0. This may well be desirable, even in the bivariate case. The full array
of sub-models of the 8 parameter model (2.1)-(2.2) can be enumerated as follows.

There is, to begin with, the full 8-parameter model in which all of the a;’s
are positive. We can label the various sub-models by listing the subscripts of
the «;’s which remain in the sub-model, i.e., which have not been set equal to 0.
Thus B® (1,2,3,4,5.6,7,8) denotes the full model, while for example B®) (1,5,6)
denotes the model in which only a1, a5 and ag have not been set equal to 0. Note
that the list of subscripts of the «;’s that are set equal to zero cannot include
any of the four triples (1,5,7),(3,6,8),(2,5,8) or (4,6,7) in order to retain the
second kind beta form for the marginal distributions. Thus, the list of permissible
sub-models includes:

° (?) = 8 models in which just one of the «;’s has been set equal to 0,
° (g) = 28 models in which exactly two of the «;’s have been set equal to 0,
° (g) —4 = 52 permissible models in which exactly three of the «;’s have been

set equal to 0,

° (i) —20 = 50 permissible models in which exactly four of the «;’s have been
set equal to 0,

° (?) — 36 = 20 permissible models in which exactly five of the «;’s have been
set equal to 0,

o (2) — 26 = 2 permissible models in which exactly six of the «;’s have been
set equal to 0. Of these models, BB(2)(5, 6) has V; = Vs, while BB(Q)(7, 8)
has V4 = 1/V4, so that they are of little interest.
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In all there are 161 models which might be considered, of which 159 are non
trivial. As we shall see in the next section, several of the corresponding bivariate
beta of the first kind models (but not many) have received detailed coverage in
the literature. It should be noted that very few of these models have available
analytic expressions for the corresponding joint density. Typically those models
with more than 3 parameters will not have tractable joint densities.

Returning to the general 8-parameter model (2.1)-(2.2), we may readily
write down the moments of the V;’s since they have second kind beta distributions.
Thus, for any integer j less than as + ag + ag, we have

E(V{) = E[(Ui + Us + Uz)!|E[(Us + Us + Us) 7]

- Moy +as+ar+J) T(ag + ag + ag — j)
Dl + a5 +a7)  D(ag+as + as)

and similarly, for any integer k < a4 + ag + ar,

D(ag + a5 +ag + k) DNag + ag + a7y — k)

E(Vy) =
( 2 ) P(ag + a5 + Oég) P(Oé4 + ag + 047)

Expressions for the variances are then readily written down. However mixed
moments are more difficult to deal with. For example, we have

U1+U5+U7> <U2+U5+Ug>:|
Us + Ug + Uy Uy + Ug + Uy

EViVa) = E [<

which appears to be difficult to evaluate analytically, unless most of the «;’s are
equal to 0. Thus, analytic expressions for the covariance between Vi and Vs will
be usually unavailable. Nevertheless, the covariance and any mixed moments of
the form E(VfV{”) can be readily approximated by repeated simulation of the
U,’s, thanks to the strong law of large numbers.

3. BIVARIATE BETA DISTRIBUTIONS (OF THE FIRST, OR
CLASSICAL, KIND)

If U ~ B® (a1, as), i.e., if U =% W1 /Wy where the W;’s are independent
with W; ~ T'(a;, 1), i = 1,2, then the random variable V = (1 — U~1)~! has a
(classical) beta distribution or beta distribution of the first kind, and we denote

this by V' ~ B(ai,a2). Here, V can be represented in the form
Wy
v

W1 + Wo

Application of such a transformation to the marginals of the model (2.1)-
(2.2) yields a parallel 8-parameter bivariate (classical) beta distribution with the
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following structure

Ui +Us+ Uy
3.1 W, =
( ) ! (U1+U5+U7)+(U3+U6+U8)
and
(3.2) Wy — Us + Us + Ug

(Ug-f-Ug,-l-Ug)-l-(U4-|-U6-i-U7)7

where the U;’s are independent gamma distributed random variables with
U; ~T(a, 1), i =1,2,...,8. In this case we write

(W1, Wa) ~ BB(1,2,3,4,5,6,7,8),

indicating that all 8 of the U;’s are involved in the distribution. This is the 8-
parameter bivariate beta distribution introduced in Section 6.1 of Arnold and
Ng (2011). As was the case for the bivariate beta of the second kind distribu-
tion discussed in Section 2, it will often be of interest to consider sub-models
in which some of the «a;’s are set equal to zero, so that the corresponding U;’s
do not appear in the expressions (2.1) and (2.2). Thus for example the model
BB(1,2,6,7,8) may be recognized as the 5-parameter bivariate beta model dis-
cussed extensively in Arnold and Ng (2011), while the simpler 3-parameter models
BB(1,2,6), BB(3,5,6), BB(4,5,6) and BB(6,7,8) have also appeared in the
literature, as has the 4-parameter model BB(5,6,7,8).

The BB(6,7,8) model is recognizable as a Dirichlet distribution, the
BB(1,2,6) model is identifiable as the Libby-Novak (1982)-Jones (2002)-Olkin-
Liu (2003) model, the BB(3,5,6) and BB(4,5,6) models are the same as the
first two models discussed in Nadarajah and Kotz (2005), and the BB(5,6,7,8)
has been discussed by Olkin and Trikalinos (2015). Finally we mention that the
BB(1,2,3,4,5,6) model was introduced by Magnussen (2004). Of course, not all
bivariate beta models can be viewed as sub-models of (3.1)-(3.2). For example
the third model in Nadarajah and Kotz (2005) (which is defined in terms of three
independent beta variables) is not of this form, nor are the various copula based
models obtained by marginally transforming quite arbitrary bivariate distribu-
tions to obtain beta marginals. Moreover some bivariate beta models, such as
for example the one in Nadarajah (2007) only have beta marginals in special
sub-cases.

In this setting also, there are 161 models which might be considered, of
which 159 are non trivial. It, once more, should be noted that very few of these
models have available analytic expressions for the corresponding joint density.
Typically those models with more than 3 parameters will not have tractable joint
densities.

Returning to the general 8-parameter model (3.1)-(3.2), we may readily
write down the moments of the W;’s since they have (classical) beta distributions.
Thus, for example, the means and variances are given by

a1 + o + ar
a1+ as +ar + ag + ag + ag’

E(Wy) =
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a2 + as + ag
s+ as +ag + oy + ag +ar’

(Ozl + a5 + 047)(043 + ag + Oég)

var(Wy) = )
( 1) (a1+0é5—|-047+0é3+046—|—058)2(0é1+045+Oé7+043+046+0é8+1)

and

var(Wa) = (a2 + a5 + ag) (o + ag + a7)

(g + a5 +ag+as+ag+a7)?(ag+as +ag+as+ag +ar+ 1)

Although expressions for the variances are readily written down, mixed
moments are more difficult to deal with. For example, we have

Uy +Us + Uy )( Us +Us + Us )}
Ui+ Us+ U7+ Us + Ug + Ug Us +Us +Ug + Uy + Ug + Uy

B =5 |

which will be difficult to evaluate analytically, unless most of the a;’s are equal to
0. Thus, analytic expressions for the covariance between W; and Wy will be usu-
ally unavailable. As was the case for the second kind beta models, this covariance
and any mixed moments of the form E(WfWQm) can be readily approximated by
repeated simulation of the U;’s, using the strong law of large numbers.

4. RECIPROCATION AND REFLECTION ABOUT 1/2

If X ~ B(aj,az) then it follows readily that 1 — X ~ B(ag,a1).
Similarly, if X ~ B®(aj,as) then 1/X ~ B®(ay,a;). In words, the fam-
ily of beta distributions is closed under reflection about the point 1/2, and
the family of second kind beta distributions is closed under reciprocation. If
one of these transformations is applied to one of the coordinates of a bivariate
beta random variable, a new bivariate beta random variable will be obtained,
but with a modified dependence structure. Thus if (Wi, Ws) has a bivariate
beta distribution with positive correlation, then (W, 1 — Ws) will again have
a bivariate beta distribution, but now it will have negative correlation (since
cov(Wi,1 — W) = cov(Wy, —Wa) = —cov(Wi, Ws)). Similarly, if (W5, W) has
a bivariate second kind beta distribution, then (Wy,1/W5) will again have a bi-
variate second kind beta distribution, but typically with correlation opposite in
sign to that of (W7, Ws).

The BB®) (a1, a9, a3, oy, as, ag, a7, ag) family of distributions is closed un-
der marginal reciprocation and, likewise, the BB(a1, a9, a3, oy, as, ag, a7, ag)
family of distributions is closed under marginal reflection about 0. Specifically
we have:

If (W, Wa) ~ BB(Q)(OQ,042,053,044,055,056,057,058), then

o (W1,1/Ws) ~ BB®(ay,ay, a3, as, ar,as, as, ag),
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o (1/Wy,Ws) ~ BB® (a3, asz, a1, ay, ag, ar, ag, o),
and
o (1/Wy,1/Ws) ~ BB(2)(a3,a4,a1,a2,a6,a5,ag,a7).
In a parallel fashion, if (W7, Ws) ~ BB(aq, ag, as, ag, as, ag, a7, ag), then

L4 (Wla 1- WQ) ~ BB(Otl,Oé4,0£3,0£2,0(7,0&8,0(5,0(6),

e (1-Wy,Wy)~ BB(asz,az, a1, a4, 08, a7, 06,05),
and
e (1-W1,1—-Ws)~ BB(as,ou,0,as, ag, a5, 0, 0c7).

See Singapurwalla et al. (2016) for further discussion of bivariate beta mod-
els related by marginal reflection about 1/2.

5. BIVARIATE GENERALIZED BETA MODELS

If X ~ B(aq,az) then for 4 > 0, W = X'/7 is said to have a generalized
beta distribution, written
W ~ GB(a1, asz,7).

Similarly, if X ~ B(Q)(al,ag) then for v > 0, W = X7 is said to have a
generalized second kind beta distribution, written

W ~ GBP(ay, a9, 7).
Analogous generalizations of our bivariate beta models are defined as follows.

If (V1,V2) ~ BB(a1, ag, as, ag, as, ag, ag, ag) and if Wi = Vll/w1 and Wy =
Vll/ 72 then (W1, Ws) has a bivariate generalized beta distribution and we write

(W1, Wa) ~ GBB(ay, o, a3, 0, (s, 0, 07, 083 Y15 72)-

Analogously, if (V1,Va) ~ BB® (ay, ag, as, ay, as, ag, ar, ag) and if W, = Vllm1
and Wy = Vll/ 7 then (W7, Ws) has a bivariate generalized second kind beta
distribution and we write

(Wb WQ) ~ GBB(Q) (ala g, 3, (4, 5, Og, 7, X85 V1, '72)
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Additional flexibility for the bivariate generalized second kind beta distri-
bution can be achieved by introducing location, scale and rotation parameters.
Thus for g € (—o0,00)? and a 2 x 2 matrix A, we will define (using column
vectors)

Z=pn+ AW

2 )
where W ~ GBB® (a1, az, a3, ay, as, ag, a7, as; 11, 72)-

6. BIVARIATE KUMARASWAMY MODELS

If X ~ B(1,8) and Y = X7, then Y is said to have a Kumaraswamy
(1980) distribution, and we write Y ~ K(v,). This distribution is a special
case of the generalized beta distribution, but it has one attractive feature. Unlike
other generalized beta distributions, the Kumaraswamy distribution has a simple
analytic expression available for its distribution function. Thus, if Y ~ K(v, )
then

Fy(y)=1-(1—y")I(0 <y <1).

As a consequence, the Kumaraswamy distribution has emerged as a serious com-
petitor to the beta distribution for modeling data taking values in the unit inter-
val. In Arnold and Ghosh (2016), several bivariate Kumaraswamy distributions
were discussed in some detail. In this Section we will focus on bivariate Ku-
maraswamy distributions that can be constructed by marginal power transfor-
mations applied to the 8-parameter Arnold-Ng bivariate beta model (3.1)-(3.2),
incorporating the needed parametric restrictions to ensure that the marginal dis-
tributions of the bivariate beta model have their first parameters equal to 1.

Thus we begin with (V3, V32) having the distribution of the form (3.1)-(3.2),
but with the following constraints on the o parameters.

(6.1) al+as+ar=1
and
(6.2) o + a5 +ag = 1,

to ensure that Vi ~ B(1, a3 + ag + ag) and Vo ~ B(1, a4 + ag + a7).
We then define s 1
1
(W1, Wa) = (V7 157%),
for positive parameters d; and s, to obtain a bivariate Kumaraswamy model,
and we write

(W17 WQ) ~ BK(CH, a2, (3, 04, 05, Og, A7, (8] 517 52)

This appears to be a 10-parameter model but, because of the two parametric
restrictions (6.1)-(6.2), the parameter space is actually of dimension 8. The pa-
rameters of the model, ag, ay, as, ag, ar, ag; 61 and do, are constrained as follows:
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° 01,02 > 0,
L a3, 04,06 € [Oa OO),
L4 Qr,08 € [Oa 1]a

e 0<as;<min{l—arsl-asg},

while vy =1 — a5 — a7 and as = 1 — a5 — as.

As was the case for the bivariate beta and the bivariate second kind beta
models discussed in Sections 2 and 3, simplified and more manageable sub-models
can be identified by setting some of the a parameters equal to 0. Below we
consider in some detail some of these simplified models.

6.1. The Dirichlet bivariate Kumaraswamy model

For this model, we set oy = as = a3 = a4 = a5 = 0 and, in order to
satisfy (6.1)-(6.2), we set a7 = ag = 1, while g € (0,00). This results in a three
parameter bivariate Kumaraswamy distribution of the form

-
L Ug + U7 + Ug ’

1/65
Wy — <U8> 7
Us + U7 + Ug

where §1,09 > 0 and Uz, Uy are i.i.d. T'(1,1) variables, while Us ~ T'(cg, 1) is
independent of U7 and Usg.

Since there is only one o parameter remaining in the model, we may drop
the subscript “6” and write

W ~ Dirichlet-BK (a, 1, 62).
The corresponding joint density is of the form
Jfw(w) = a(a—}—l)élégwf“lwgrl(l _w<1$1 —wSQ)a_1 I(wy,wy >0, w‘lSl +w‘252 <1)
The marginal densities are, by construction, of the Kumaraswamy type. Thus
s1—1 51\
fw, (w1) = (o + 1)61w]* (1 - wll) I(0 <w; <1).

and
Jw, (we) = (o + 1)5211)32_1 (1 = wSQ) I(0 <wp < 1).
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The corresponding conditional densities correspond to scaled Kumaraswamy dis-
tributions. Thus, the conditional density of W5 given W7 = w; will be

a—1
<1 — w‘fl — wg"’)

fW2|W1(w2’w1) = adg e
(1-wf)

a—1

:ai(b 1 Wo

(mut) U (1)

An analogous expression is available for the conditional density of W given Wy =

10 < wy < (1 —wih)l/%2),

w9.

Using known results for the Beta and the Dirichlet distribution, we may
verify that

(1 + 50, )02 + )
T2+ a+y6h)
(1 + 726, T2 + )
L2+ a+720;")

EW") =

B(Wy?) =

)

and
D(2 + @)D (1 + 7167 )D(1 + 726, )

T(a+2+70; " + 720,

)

E(WW5?) =

from which one can obtain the covariance and correlation (which, for this model,
are necessarily non-positive).

By differentiating log fw (w) it is possible to locate the mode of this joint
density. It will be located at the point (wj,ws) where

. { Sa(a — 1) }1/51
17 (@b — D(@dy — 1) + (1—09) '

and

*

B { d1(a— 1) }1/52
Y27 a0y — D(ad, — D)+ (1— &) :

provided that this point is an interior point of the support set, i.e., provided that

wi,wh >0, and w® +wi® < 1.
In other cases, the mode will occur on the boundary of the support set.

It must be remarked that the restrictive nature of the support of this bi-
variate Kumaraswamy model will limit its potential for applications.
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6.2. The Libby-Novick-Jones-Olkin-Liu bivariate Kumaraswamy model

For this model, we set a3 = a4 = a5 = ay = ag = 0 and, in order to
satisfy (6.1)-(6.2), we set a1 = g = 1, while g € (0,00). This results in a three
parameter bivariate Kumaraswamy distribution of the form

U 1/61
0.3 Wy = ———
(6.3) 1 (U1+U6) ,

U2 1/02
6.4 Wo = [ —= 7
( ) 2 (U2 + U6>

where 1,9 > 0 and Uy, Us are i.i.d. I'(1,1) variables, while Us ~ I'(ag, 1) is
independent of Uy and Us.

Since there is only one a parameter remaining in the model, here too we
may drop the subscript “6” and write

W ~ LNJOL-BK(a,01,092).
The corresponding joint density is of the form

4 o
51—1 8a—1 (1- w11)a(1 - sz)a
1

(6.5) fw(w) = oo+ 1)d100w wy - wfleQ)a”

I(O <wi,we < 1).

Since the W;’s can be represented as powers of Beta random variables we can
easily get the following expressions for their moments.

al'(3+ +1)

EW))= —2% "~
(W) F(g—z—ka—kl)

i=1,2.

A simple expression for E(W;W5s) is not available, although it is possible to
provide a series expansion for it, and hence for the covariance. As Olkin and Liu
(2003) noted in the bivariate beta case (with the d;’s equal to one) it is possible
to verify a strong version of positive dependence for this model. For two points
(w1, w2), (W], wh) (with wy < wi,we < w)) it is readily verified that

fWLWz (wl, w2)fW17W2 (wllv wé)
fWth (wl’ w/Z)fWLW2 (w/17 w2)

> 1,

so the joint density is positive likelihood ratio dependent. Consequently the
correlation is always positive in this model.

6.3. The Nadarajah-Kotz bivariate Kumaraswamy model of the first
kind

For this model, we set a; = as = ay = a7 = ag = 0 and, in order to satisfy
(6.1)-(6.2), we set a5 = 1, while as, ag € (0,00). This results in a four parameter
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bivariate Kumaraswamy distribution of the form
U. 1/61
Wy — <5> ,
Us + Us + Usg

1/65
W2:< U5 ) )
Us 4+ Us

where 01, d2 > 0 and the U;’s are independent gamma variables with Us ~ I'(1, 1),
Us ~ T'(a3,1) and Ug ~ I'(ag, 1). In this case we write

w ~ NK(l)—BK(Ozg, ag, (51, 52)
The corresponding joint density is of the form

(w3? —wp)*s (1 = w?)*e!

1—-81  d2(az+ag—1)+1
wy T, ( ) B(ag + 1, a3)

fw(w) = ad102 10 < wh <wd < 1),

Because of the structure of the VK (1) bivariate beta model, it is possible to
obtain expressions for arbitrary mixed moments as follows. For arbitrary 71,75 >
0, we have

U5 7'1/61 < U5 >7’2/(52
EWIW?) = F _
( 1 2) (<U3+U5+U6> Us + Ug
= E ( Us Us + Us )Tl/‘Sl( Us )””2
Us +Us Us + Us + Ug Us + Ug ’

where Us /(Us+Us) and (Us+Us)/(Us+Us+Us) are independent beta distributed
random variables. Thus

(71/61)+(v2/02) /01
EW]'"W,?) = E < Us > E <U5 s >
Us + Us Us + Us + Us

B(1+ (71/61) + (72/02), a6) B(1 + ag + (71/61), a3)
B(l,aﬁ) B(1+C¥6,C¥3)

From this we may obtain the following expression for the covariance in this model

COU(Wl,WQ) = E(W1W2) —E(W]_)E(WQ)
_ (B(l + 1/51 + 1/52,a6)> <B(1 + 1/51 +a6,a3))

B(1, as) B(1+ ag, as)
B <3(1 +1/61, 3 +a6)> (B(1+ 1/52,a6))
B(1,a3 + ag) B(1, ag) .

In the special case in which §; = §, = 1, it is possible to verify that this
covariance is always non-negative. For other values of the §’s, negative covariance
is possible. Sufficient conditions for negative covariance (and hence, correlation)
are that

1 1
5 > max(ag,01), ag>asz and a3+ ag > 5 > (g — 1).
2 1
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By differentiating log fy (w) it is possible to locate the mode of this joint density.
It will be located at the point (w},ws) where

w*61 _ w§52 (61 B 1)
1 (043(51 — 1)
and 15
_ 2
(—1 — 04652> + %(1 + (—1 + as + 046)(52)

(1t o) - WL

provided that this point is an interior point of the support set, i.e., provided that

0<w®™ <wy® <1

In other cases, the mode will occur on the boundary of the support set.

In this case too, unless 1 = d9, the restrictive nature of the support of this
bivariate Kumaraswamy model will limit its potential for applications.

6.4. The Nadarajah-Kotz bivariate Kumaraswamy model of the sec-
ond kind

For this model, we set a1 = ao = ag = a7 = ag = 0 and, in order to satisfy
(6.1)-(6.2), we set a5 = 1, while a3, a € (0, 00). This results in a four parameter
bivariate Kumaraswamy distribution of the form

1/61
Wy — (U5> ’
Us + Ug

1/(52
Wy — <U5> ’
Us+Us + Us

where 01, d2 > 0 and the U;’s are independent gamma variables with Us ~ I'(1, 1),
Uy ~ I'(ag,1) and Us ~ I'(ag,1). However, this can be recognized as a re-
parameterized version of the NK (1)BK distribution, with the subscripts of the
W;’s interchanged. It is thus not necessary to list expressions for the joint density,
moments, etc., since that material can easily be gleaned from Section 6.3.

6.5. The Olkin-Trikalinos bivariate Kumaraswamy model

For this model, we set a1 = as = az = a4 = 0 and, in order to satisfy
(6.1)-(6.2), we set a5 € (0,1), while a7 = ag = 1 — a5 and ag € (0,00). This
results in a four parameter bivariate Kumaraswamy distribution of the form

W_< Us + Us )1/‘51
YT\ Us + Us + Ur + Us ’
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( Us + Ug )1/62
WQZ ’
Us + Us + U7 4+ Ug

where 01,02 > 0 and the U;’s are independent gamma variables with U; ~
I, 1), i=5,6,7,8. In this case we write

E ~ OT—BK(O[{H ag, 61, 52)

In this case also, an analytic expression for the joint density is not available, but
we can make the following observations about this joint distribution.

Marginal moments are of course Kumaraswamy moments and thus are read-
ily written down. Mixed moments are more troublesome, except in the case when
01 = 09 = 1 in which case we reduce to an Olkin-Trikalinos model and the W;’s
can be represented as sums of coordinates of a three dimensional Dirichlet vari-
able. For example, in this case as observed by Olkin and Trikalinos, a simple
expression for the covariance can be obtained in the following form

(asa6 — aras)
(Oés+C¥6+O¢7+O¢8)(Oé5+046+0z7+a8+1>7

(6.6) cov(Wy, W) =

when 61 = do =1,

Recall that our model is:

(W, W) = < Us + Uy )1/51< Us + Ug >1/52
1, 2] = Us +Ug + U7 + Ug ’ Us + Ug + U7 + Ug

where the U;’s are independent with

Us ~ F(Oz5, 1) , Q5 € (0, 1), Ug ~ F(Ozﬁ, 1) , g € (0,00)
and

U7 ~ F(l — O, 1), Ug ~ F(l — Q5, 1)

To study moments of this distribution, consider the following three dimen-
sional Dirichlet model, which has four positive parameters:

U5 U7 UB )
Us +Us +Ur +Ug’ Us + U + Uy + Ug’ Us + Ug + Uy + Us

o) = (

with a Dirichlet(as, 1 — a5, 1 — as, ag) distribution. So we have available expres-
sions for

EMW), E(Ya), E(Ys), E(YY), E(Y5), E(Ys), EMYa), E(YV1Y3), E(YaYs)
and indeed for

E(Y), E(Y)?), B(YS®), E(Y"Y5?), E(YYSP), B(Y)?Y5™)
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and for
B YR,
But note that
(W1, Wa) = ((Yl + Y)Y (v + Y:%)WZ) :

In general only a series expansion for E(W[*W3?) will be available. However, in
the unlikely case in which v; /61 = k1, a positive integer and v5/dy = ko is also a
positive integer then we can write:

BOVY W) = B (% + 2"/ (Y -+ Y™/ )

=B (v + )" (v +13)"?)

k1 ko

Z Z kl k2 E(Y1£1+£2Y2k1_£1 }/3162—52)’
ISWANS)

¢1=042=0
which is then computable. In particular, if ;1 = o = 1, we get
E<W1WQ> = E[(Yl -+ YQ) (Y1 + }/3)] = E(Yf) -+ E(Y1Y2) + E(Y1Y3) + E(Y2Y3>
which is easy to evaluate and then subtracting E(W;)E(W2) we eventually re-
confirm the result in (6.6).
(a6 — azag)
(a5 +ag + ay + ag)(as +ag + a7 +ag+ 1)
[asae — (1 — a5)?]
(046 — a5 + 2)(&6 — a5+ 3)

where we have imposed the constraints ay = ag =1 — as.

cov(Wy, W) =

When §; = do = 1, the model encompasses a full range of values for its
covariance and correlation. In particular we have

e The OT-BK model with 6; = d» = 1, will exhibit positive correlation if
ag > as + 2, and a5 > 1/4.

e The OT-BK model with §; = do = 1, will exhibit negative correlation if
ag < a5 — 3, and a5 < 1/4.

More specifically, with §; = do = 1,

e  When as = 0, Cov(W,Ws) = —m < 0, for any choice of ag €
(0, 00).

e When a5 = 1, Cov(W1,Ws) = M‘W > 0, for any choice of ag €
(0, 00).

In cases in which the §’s are not both equal to 1, the covariances and
correlations will have to be evaluated numerically in order to determine when
they are positive and when negative.
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6.6. The Ghosh bivariate Kumaraswamy model

For this model, suggested by I. Ghosh, we set a5 = a7 = ag = 0 and, in
order to satisfy (6.1)-(6.2), we set a; = ag = 1, while ag, ay, g € (0,00). This
results in a five parameter bivariate Kumaraswamy distribution of the form

= (gstir)
Y \UL + U + Us ’

1/62
%_<(5> 7
Us + Uy + Ug

where 01,09 > 0 and the U;’s are independent gamma variables with Uy, Uy ~
I'(1,1) and U; ~ I'(ev, 1), @ =3,4,6. In this case we write

W ~ G-BK (a3, ou, o, 61, 02).

In this case also, an analytic expression for the joint density is not available.

6.7. The Magnussen Kumaraswamy model

Magnussen (2004) described a bivariate beta distribution which can be
identified as a special case of the Arnold-Ng(8) bivariate beta model, obtained
by setting a7 = ag = 0. It is thus of the form:

< Ui + Us Us + Us )
U1+U3+U5+U67U2+U4+U5+U6 '

In order to satisfy (6.1)-(6.2), we must have a; + a5 =1 and ag + a5 = 1,
while s, ay, ag € (0,00). This results in a six parameter bivariate Kumaraswamy
distribution of the form

Uy + U 1/01
W1:< 1+Us ) ’

Ui +Us+Us+Us

W—< Us + Us )1/52
>\ + Ui+ Us + Us ’

where 1, 92 > 0 and the U;’s are independent gamma variables with Us ~ I'(as, 1)
where a5 € [0,1], U; ~T'(1 —a5,1), i=1,2and U; ~ (e, 1), a5 € (0,00), =
3,4,6. In this case we write

W ~ M-BK (a3, a4, as, ag, 01, 02).
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7. VARIATIONS, USING REFLECTION ABOUT 1/2

It is possible to construct other bivariate Kumaraswamy models by apply-
ing one or two marginal reflections about the point 1/2 to the bivariate beta
model, before imposing the necessary parameter constraints and the marginal
power transformations. For example the model (6.3)-(6.4), was derived by first
considering a bivariate beta model of the form

Ur Us )
Ui +Us’ U+ Us )

i) = (

Instead, we can consider starting with the doubly reflected model, (1—V3,1—V3),

ie.,
(o)
Uy +Us’ Uy +Ug )

However, note that, according to our notation of Section 4, U; is playing the role
of a gamma variable usually denoted by Us, Us is playing the role of a variable
usually denoted by Uy, and Ug would be better labeled Us. Thus we eventually
arrive at the following four parameter bivariate Kumaraswamy model

. :< Us >1/51 W:( Us >1/52
! Us + Us 7 ? Us+Us ’

where d1,02 > 0 and the U;’s are independent gamma variables with Us ~ I'(1, 1)
and U; ~ T'(«a, 1), @ = 3,4. If, instead we only reflect Vo about 1/2, we eventually
arrive at the model,

W :< Uy >1/51 . :( Us )1/52
'\ 0L+ U © 2T\ Uy + Us ’

where 01,02 > 0 and the U;’s are independent gamma variables with U; ~
I'(1,1) i =1,8 and Uy ~ I'(ay, 1).

Finally, if we only reflect V; about 1/2, we eventually arrive at the model,

W = (U7 )”‘* Wgz( : )”2
Us + Uy ’ Uz + Uy 7

where 01,02 > 0 and the U;’s are independent gamma variables with U; ~
I'(1,1), i=2,7and Us ~ I'(ag,1).

This approach can be applied to each of the bivariate models discussed in this
section to obtain three related but distinct models in each case. Recall that such
modifications of the models may be useful since reflection of one of the coordinates
in the model about 1/2 will typically change the sign of the correlations in the
original model.
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8. PARAMETER ESTIMATION

The reader will have noticed that many of the models discussed in this paper
do not have available analytic expressions for their joint densities. In addition,
in many cases, it is difficult to identify functions of (Wi, Ws), say g(W1, Wa) for
which E(g(Wi,W3)) can be evaluated as a tractable function of the parameters
of the model. We do have well behaved marginal distributions with available
densities and moments, since the coordinate variables have Beta, second kind
Beta, generalized Beta or Kumaraswamy distributions. Exceptions to this rule
are the Libby-Novick-Jones-Olkin-Liu models for which, at least, the joint density
is available, though mixed moments are only available in series form. Having
observed this, we recognize that the old standby’s maximum likelihood and the
method of moments will require some modification if they are to be used to
provide estimates of the model parameters. The same can be said for Bayesian
estimation since it, also, typically utilizes a likelihood function. Arnold and Ng
(2011) described a hybrid estimation strategy for parameter estimation in a 5-
parameter sub-model of the BB(1,2,3,4,5,6,7,8) model, namely the BB(1,2,6,7,8)
model. Unfortunately, their approach will not work for the associated bivariate
Kumaraswamy model. In addition, an approximate Bayesian analysis of the
BB(1,2,6,7,8) model was presented in Crackel (2015).

However, all is not lost because, without exception, all of the models dis-
cussed in this paper are easy to simulate. This means that, for given values
of the parameters, highly accurate approximate values of moments, mixed mo-
ments, values of the joint distribution function and values of the joint moment
generating function can be obtained. Admittedly, this will result in computer
intensive estimation strategies, but it will allow selection among the sub-models
for the one best adapted to a given data set. More details on these approximate
estimation strategies will be the subject of a subsequent report.

9. A DATA SET

To illustrate the applicability of the bivariate beta and Kumaraswamy mod-
els developed in this paper, we consider the following data from the official web-
site of the United Nations Development Program which can be found at
(datalink: http://hdr.undp.org/en/composite/trends.) It consists of data on the
Human Development Index (HDI) and is provided by the United Nations De-
velopment Program (UNDP). Specifically, we look at the 49 countries which are
labeled as having very high HDI values for two specific years, the years 2010
and 2014. The reason of choosing these two particular time periods is that 2010
is right after the global financial turmoil (which started during the year 2008)
which affected the entire economic sphere and related development and 2014 is
the period where most of the countries in Europe were getting out of a recession.
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Thus, it is quite interesting to see the change in the HDI values among countries
over this period of 4 years.

We consider the following: Let X denote the HDI value for these 49 coun-
tries for the year 2010 and Y be the same for the year 2014. Noticeably, all the
data points are within the range (0, 1), thereby a reasonable approach will be to
fit bivariate distributions on the unit square, [0, 1]2. At this point we argue that
(X,Y) can be modeled well by the bivariate Kumaraswamy and beta distributions
developed and discussed in this paper.

1. Model I: The Libby- Novick-Jones-Olkin-Liu bivariate Kumaraswamy dis-
tribution. This absolutely continuous distribution has the following density
(repeating (6.5)

d1\a 2\
- 51—1 8a—1 (1_w1 ) (1—w2 )
fw(w) = aa +1)d102wy* ™ w (1 — il )ot? I

(0 < wp,ws < 1).

2. Model II: The bivariate generalized beta distribution of the first kind [Equa-
tion (20) of Sarabia et al. (2014)], with density

aias xalpl—lyagpg—l (1 — g1 )p2+q71 (1 o yaz )p1+q71

B(p1,p2,9) (1 — garyaz)~(Prip2ta)

f(z,y) =

)

for 0 < (z,y) < 1, where B(p1,p2,q) is the normalizing constant.

3. Model III: The Nadarajah (2007) bivariate generalized beta distribution
given by

CatyP 7 (1= a7 (1 A

flz,y) = (1 — :cyé)w )

for0<z<l,0<y<l,y>a>0,vy>p>0and 0<9 <1 where C is
the normalizing constant given by
1 DBy —a)l'(y = B)

o= () oI (o, B37:0) -

4. Model IV: Olkin & Liu (2003) bivariate beta distribution given by

1 xarlyazfl (1 _ m)ao-‘raz—l (1 . y)ao+a1—1
f('rv y) = woTaiTas ,
B(a07a17a2) (1 —_xy)
fi here B _ Ilag)l'(a)(a2)
or 0 < (z,y) < 1, where B(ap, a1, a2) = SerErn el

The other bivariate beta Kumaraswamy models, are not considered in this appli-
cation because either they do not have a closed form expression for the density,
or if they have one, their support set does not match the range of points in the
data set.
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e The NK- bivariate Kumaraswamy model is not appropriate since it has
support 0 < w; < wg < 1 (if we were willing to accept the constraint
01 = d2). If the ¢’ s are unequal then the support set is unusual and it is
difficult to envision a data set for which such a model will be appropriate.

e  For the Dirichlet- bivariate Kumaraswamy model, the situation is similar.

To check the goodness of fit of all four statistical models, a x? goodness-of-fit
statistic is used and is computed using the computational package Mathematica.
The MLEs are computed using the Nmaximize technique.

Table 1. Parameter estimates for HDI data set.

Model Model I Model IT Model IIT Model IV
Parameter Estimates | & = 3.5287(0.3335) | a3 = 0.692(0.0894) | & = 1.798(0.1142) | dg = 4.016(0.6436)
51 = 1.1845(0.9723) | an = 1.362(2.246) | B = 1.834(0.2794) | oy = 3.7649(2.1873)
5y = 3.2424(0.1065) | p1 = 3.016(0.9852) | 4 = 4.038(0.3677) | s = 6.172(0.5837)
pa = 0.782(5.681) | & = 0.587(1.2468)

G = 1.2218(0.3678)
Log likelihood -168.45 -205.38 -217.63 -196.39
X2 goodness p-value 0.6132 0.4821 0.4593 0.5041

For this particular data set, it appears that the best model, of the four that
were considered, is the Libby- Novick-Jones-Olkin-Liu bivariate Kumaraswamy
model.

10. AN ALTERNATIVE APPROACH USING COPULAS

The bivariate Kumaraswamy models discussed in this paper are constructed
by focusing on bivariate beta random variables with the first parameter of each
marginal beta distribution equal to one. An alternative approach, still using the
Arnold-Ng bivariate model, is available.

Many researchers make use of what are called copula based bivariate mod-
els. For such models, one begins with a copula, a bivariate distribution with
Uniform(0,1) marginals, and makes marginal transformations to obtain a bi-
variate model with desired marginal distributions. The dependence structure of
the resulting model is thus “inherited” from that of the particular copula used in
the construction. Typically, one parameter families of copulas are used to build
models in this way. More flexible models can be expected if multiparameter
families of copulas are used.

A copula based bivariate Kumaraswamy model will be of the form

w01 o) = (1o a-vra) s sy,

where (Y1,Y2) has the desired copula as its distribution (with Uniform(01)
marginals).
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In (10.1) each X; has been obtained from the corresponding Y; by transform-
ing using a Kumaraswamy quantile function, to obtain Kumaraswamy marginals.

Looking back at the Arnold-Ng bivariate beta model (3.1)-(3.2), it is ev-
ident that it contains many distributions with Uniform(0,1) marginals since a
Uniform(0,1) can be identified as a Beta(1,1) distribution. In fact the Arnold-
Ng model contains a four parameter family of such distributions, i.e., of copulas.
The subfamily of of the Arnold-Ng distributions that correspond to copulas is
obtained by setting

) ar+as+ar=1,
10.3) as +as+ag =1,
) a3+ ag +ag =1,
10.5) oy +ag+ar = 1.

In addition, recall that all «;’s are non-negative. The resulting four dimensional
parameter space may be described as follows:

as € [0,1],a6 € [0,1],0 < a7y <1 —max{as,a6},0 < ag <1 — max{as, as}-
The remaining «;’s, ¢ = 1,2, 3, 4, are then determined by equations (10.2)-(10.5).
Such models will be referred to as Arnold-Ng (henceforth AN) copulas.

In a separate report, Arnold and Ghosh (2016) investigate the use of this
multiparameter family of copulas in the construction of eight parameter bivari-
ate Kumaraswamy models. The enhanced flexibility of a four parameter cop-
ula model, when compared with typical one parameter families, makes such an
approach an attractive alternative. See Arnold and Ghosh (2016) for detailed
discussion of all submodels (with one, two or three parameters) of the AN four
parameter copula family. These can be used to construct (using (10.1)) five, six
and seven parameter bivariate Kumaraswamy distributions.

11. CONCLUDING REMARKS

In this paper we consider several different strategies for constructing bi-
variate beta (and also bivariate generalized beta) distributions as well as several
types of bivariate Kumaraswamy distributions using the gamma based method-
ology for construction of bivariate beta models as suggested by Arnold and Ng
(2011). It has been observed that for most of the constructed bivariate beta
models, a corresponding closed form expression for the joint density is unavail-
able. Our proposed bivariate beta models are significantly different than those
discussed and studied in detail in Sarabia et al. (2014).

However, one can readily simulate data from those models using an ap-
propriate algorithm. We have also constructed various bivariate Kumaraswamy
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models starting from a 8 parameter bivariate Kumaraswamy models by setting
the first parameter for the associated beta random variables to 1 and then mak-
ing a positive power transformation. During the discussion, we have considered
some structural properties of the resultant models, such as moments, dependence
structure, etc.

However, in many applications it might be desirable to first test the hy-
pothesis H : 1 = o = 1, using perhaps a generalized likelihood ratio test,
before settling on the use of a bivariate Kumaraswamy model as opposed to a
bivariate beta or generalized beta model. A preliminary visual inspection of the
sample marginals might be a useful first step. Bivariate beta and bivariate Ku-
maraswamy) distributions could play a useful role in modeling dependent risks
(in a typical financial setting) where the individual risks are transformed to be
bounded on the interval [0, 1].

Estimation of the model parameters (especially, for those models without
a closed form of the density) using an approximate Bayesian approach as well as
using an appropriate method of moments strategy (using marginal, joint and/or
conditional moments) is currently under investigation and, as noted in Section 8,
will be reported elsewhere.

Bivariate Kumaraswamy distributions might be considered as models in
certain bivariate reliability contexts. Howver, the absence of corresponding den-
sity functions will typically not allow one to identify bivariate failure rate func-
tions and other distributional features of interest in reliability. Numerical eval-
uations or simulation based approximations will be needed in almost all cases.
One case in which a density exists is the Libby- Novick-Jones-Olkin-Liu bivariate
Kumaraswamy distribution, displayed in (6.5). In this case, for example, it is
possible to obtain a rather complicated series expansion for the reliability quan-
tity P(W; < W3). See Appendix B. Expressions for other reliability features can
be expected to be equally or more complicated and, even as in this simple case,
will be of doubtful utility.

APPENDIX A

In Figure 1 we provide contour plots for some specific choices of the parameters «
and d; for j = 1, 2 for some representative 3 parameter BK models. The following
choices are made for each of these selected representative 3 parameter BK models:

e Choice 1 (cl): @ =1.2,0;1 = 0.5,52 = 0.5.

e  Choice 2 (c2): a« =1.8,01 = 1.3, = 0.9.
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Figure 1: Contour plots for representative BK models.

APPENDIX B

The joint density of the LNJOLBK distribution is of the form

(1 —w")* (1 — wp?)®

(L= witug?)e+?

fw(w) = a(a+ 1)515211)(151_110‘252_1

I(O < wi,wy < 1).

In this case,

1 1
R = P(Wl < WQ) = / / f(wl,wg)dwgdwl.
0

w1
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First, let us consider the integral

1 _ 52)01

821

/ 51 52)a+2 dws
2

—(a+2)
= [, (1 —1)“ <1 twfl) dt, on substitutiont = w‘lSl
'UJ12
o0
2+k—-1
=3 wp™ <O‘+ Z >/5 th(L—t)*dt
k=0 wy?

Next, consider the integral on I

! k1 SN (1 — a) W™t
« 4 n)Wq
/5 t*(1—1) dt:B(kz+1,a—1)—<w11) P e
n=0

w2 n'(k: + n)

using the series expansion of the incomplete Beta function

_ 7 a1 b1, ax~ L =b)w2"
B(Z,(l,b)—/o u (1—U) dU—Z ;M’

where T, is the descending factorial.

Hence, the expression I; reduces to

I1=i<a+2;—k_l> (k+1, a—1)ukor e ZZ

k=0 k=0n=0

nl(k+n)

Ym)

Therefore, the expression of R, the reliability parameter for this bivariate
KW model can be expressed in the form

1 «
R = / ala+ 1)(51w‘1§1_1 (1 — w‘ls1> I dw,
0

> 24+ k—1 1 _
Z(O‘JF Z >B(l<:+1,a—1)51/ (k) 0=l

k=0 0 N
&
X (1 — wll) dw.

N — (1_a)(n) ! 51 (242k+n)—1 5\
kZ_OnZOn'(k—I—n)él/o wl <1—w1> dw1

= a(a+1)

Nt 2+k—1
= ala+1) Z<a+ Z >B(k;—|—1,a—1)B(k61+52+1,a+1)
k=0
—E Z B2k +n+2,a+1)
|
k=0 n= On k+

provided o > 1.



250 Barry C. Arnold and Indranil Ghosh

REFERENCES

[1]  ArNoLD, B.C.; CasTiLLO, E., and SARABIA, J.M. (1999). Conditional Speci-
fication of Statistical Models, Springer-Verlag, New York.

[2]  ArNnoLD, B.C. AND GHOsH, I. (2016). Some alternative bivariate Kumaraswamy
models. To appear in Communications in Statistics-Theory € Methods.

[3] ArNoLD, B.C. AND GHOSH, I. (2016). Bivariate Kumaraswamy models involving
use of Arnold-Ng copulas. To appear in Journal of Applied Statistical Sciences.

[4] BARRETO-SoUzZA, W. AND LEMONTE, A.J. (2013). Bivariate Kumaraswamy
distribution: properties and a new method to generate bivariate classes. Statistics,
47, 1-22.

[5] CRACKEL, R.C. (2015). Likelihood Free Inference for a Flexible Class of Bivariate
Beta Distributions. Thesis (Ph.D.) University of California, Riverside. ISBN: 978-
1321-73477-5.

[6) HorLAND, P.W. AND WANG, Y.J. (1987). Dependence function for continuous
bivariate densities, Communications in Statistics-Theory & Methods, 16, 863—
876.

[7]  JonEs, M.C. (2002). Multivariate t and beta distributions associated with the
multivariate F distribution, Metrika, 54, 215-231.

[8] KuMARAswWAMY, P. (1980). Generalized probability density-function for double-
bounded random-processes, Journal of Hydrology, 462, 79-88.

[9] LiBBY, D.L., Novick, M.R. (1982). Multivariate generalized beta distributions
with applications to utility assessment, J. Educ. Stat., 7, 271-294.

[10]  MAGNUSSEN, S. (2004). An algorithm for generating positively correlated Beta-
distributed random variables with known marginal distributions and a specified
correlation, Computational Statistics € Data Analysis, 46, 397-406.

[11]  NaADARAJAH, S. (2007). A new bivariate beta distribution with application to
drought data, Metron, LXV, 153-174.

[12]  NADARAJAH, S.; CORDEIRO, G.M. and ORTEGA, E.M.M. (2012). General
results for the Kumaraswamy-G distribution. Journal of Statistical Computation
and Simulation, 12, 951-979.

[13] NADARAJAH, S. AND KoOTzZ, S. (2005). Some bivariate beta distributions, Statis-
tics, 39, 457-466.

[14] OLKIN, 1., Liu, R. (2003). A bivariate beta distribution. Statistics and Probability
Letters, 62, 407-412.

[15] OLkIN, I., TRIKALINOS, A.T. (2015). A bivariate beta distribution. Statistics
and Probability Letters, 96, 54—60.

[16]  SARrABIA, J.M., PriETO, F. and JOrDA, V. (2014). Bivariate beta-generated
distributions with applications to well-being data. Journal of Statistical Distribu-
tions and Applications, DOI: 10.1186/2195-5832-1-15.

[17] SINGAPURWALLA, N.D., ArNoOLD, B.C., GASTWIRTH, J.L., GORDON, A.S.

AND Na, H.K.T. (2016). Adversarial and amiable inference in medical diagnosis,
reliability and survival. International Statistical Review, 84, 390-412.



REVSTAT - Statistical Journal
Volume 15, Number 2, April 2017, 251-276

IMPROVED PENALTY STRATEGIES
in LINEAR REGRESSION MODELS

Authors:  BAHADIR Y UZBASI
— Department of Econometrics,
Inonu University, Turkey
b.yzbCGhotmail.com

S. Ejaz AHMED

— Department of Mathematics and Statistics,
Brock University, Canada
sahmedb5@brocku.ca

MEHMET GUNGOR

— Department of Econometrics,
Inonu University, Turkey
mgungor44Qgmail.com

Received: March 2016 Revised: January 2017 Accepted: January 2017

Abstract:

e We suggest pretest and shrinkage ridge estimation strategies for linear regression
models. We investigate the asymptotic properties of suggested estimators. Further,
a Monte Carlo simulation study is conducted to assess the relative performance of
the listed estimators. Also, we numerically compare their performance with Lasso,
adaptive Lasso and SCAD strategies. Finally, a real data example is presented to
illustrate the usefulness of the suggested methods.

Key-Words:

o Sub-model; Full Model; Pretest and Shrinkage Estimation; Multicollinearity; Asymp-
totic and Simulation.

AMS Subject Classification:

e (62J05, 62J07.



252 Bahadir Yiizbasi, S. Ejaz Ahmed and Mehmet Giingor



Improved Penalty Strategies in Linear Regression Models 253

1. INTRODUCTION

Consider a linear regression model

T .
(1.1) vi=x; B+ei, 1=12,...,n,
; T
where y;’s are random responses, x; = (i1, Zi2,...,Zip) are known vectors,
T . . .
B = (B1,B2,...,8p) 1is a vector denoting unknown coefficients, ¢;’s are unob-

servable random errors and the superscript (T) denotes the transpose of a vector

or matrix. Further, e = (g1,¢e9,... ,sn)T has a cumulative distribution function
F(e); E(e) =0and V (€) = 021, where o2 is finite and I, is an identity matrix
of dimension n X n. In this paper, we consider that the design matrix has rank p
(p <n).

It is usually assumed that the explanatory variables are independent of each
other in a multiple linear regression model. However, this assumption may not
be valid in real life, that is, the independent variables in model may be correlated
which cause to multicollinearity problem. In literature, some biased estimations,
such as shrinkage estimation, principal components estimation (PCE), ridge es-
timation, partial least squares (PLS) estimation and Liu-type estimators were
proposed to combat this problem. The ridge estimation is proposed by Hoerl and
Kennard (1970), and is one of the most effective methods is the most popular
one. This estimator has less mean squared error (MSE) than the least squares
estimation (LSE) estimation.

The multiple linear regression model is used by data analysts in nearly every
field of science and technology as well as economics, econometrics, finance. This
model is also used to obtain information about unknown parameters based on
sample information and, if available, other relevant information. The other infor-
mation may be considered as non-sample information (NSI), see Ahmed (2001).
This is also known as uncertain prior information (UPI). Such information, which
is usually available from previous studies, expert knowledge or researcher’s ex-
perience, is unrelated to the sample data. The NSI may or may not positively
contribute to the estimation procedure. However, it may be advantageous to use
the NSI in the estimation process when sample information may be rather limited
and may not be completely reliable.

In this study, we consider a linear regression model (1.1) in a more realistic
situation when the model is assumed to be sparse. Under this assumption, the
vector of coefficients 3 can be partitioned as (81, 32) where 3 is the coefficient
vector for main effects, and B is the vector for nuisance effects or insignificant
coefficients. We are essentially interested in the estimation of @i when it is
reasonable that (32 is close to zero. The full model estimation may be subject
to high variability and may not be easily interpretable. On the other hand, a
sub-model strategy may result with an under-fitted model with large bias. For
this reason, we consider pretest and shrinkage strategy to control the magnitude
of the bias. Ahmed (2001) gave a detailed definition of shrinkage estimation,
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and discussed large sample estimation techniques in a regression model. For
more recent work on the subject, we refer to Ahmed et al. (2012), Ahmed and
Fallahpour (2012), Ahmed (2014a), Ahmed (2014b), Hossain et al. (2016), Gao
et al. (2016). Further, for some related work on shrinkage estimation we refer to
Prakash and Singh (2009) and Shanubhogue and Al-Mosawi (2010), and others.

In this study, we also consider L; type estimators, and compare them with
pretest and shrinkage estimators. Yiizbasi and Ahmed (2015) provided some
numerical comparisons of these estimators. The novel aspects of this manuscript,
we investigate the asymptotic properties of pretest and shrinkage estimators when
the number of observations is larger than the number of covariates.

The paper is organized as following. The full and sub-model estimators
based on ridge regression are given in Section 2. The pretest, shrinkage estimators
and penalized estimations are also presented in this section. The asymptotic
properties of the pretest and shrinkage estimators are given in Section 3. The
results of a Monte Carlo simulation study that include a comparison with some
penalty estimators are given in Section 4. A real data example is given in Section
5. The concluding remarks are presented in Section 6.

2.  ESTIMATION STRATEGIES

The ridge estimator can be obtained from the following model
y =XB+¢e subject to 878 < ¢,

where ¢ is inversely proportional to k, y = (y1,. .., yn)—r and X = (x1,...,Xp
which is equal to

arg min {Zjl (yi - XZT,@>2 +k ijl 532} :

B
It yields
— -1
(2.1) BRFM _ (XTX n k:Ip> XTy,
where BRFM is called a ridge full model estimator and k € [0, o] is tuning ridge

parameter. If £ = 0, then B\RFM is the LSE estimator, and k = oo, then B\RFM =
0. In this study, we select optimal the value of & which minimizes the mean square
error of the equation (2.1) via 10-fold cross validation.

We let X = (X1,X2), where X3 is an n x p; sub-matrix containing the
regressors of interest and Xso is an n X po sub-matrix that may or may not be
relevant in the analysis of the main regressors. Similarly, 8 = (,BlT, By )T be the
vector of parameters, where 3; and B2 have dimensions p; and ps, respectively,
with p1 +p2 =p, pi > 0fori=1,2.
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A sub-model or restricted model is defined as:
y=XB+e subject to BB < ¢ and Bz =0,
then we have the following restricted linear regression model
(2.2) y = X181 + € subject to 3] 81 < ¢.

We denote B\{)‘FM as the full model or unrestricted ridge estimator of 3 is given
by

~ -1
B = (X] MFX 1k, ) X[ MYy,

where M} = I, — X5 (X X3 + k;Ipz)f1 X . For model (2.2), the sub-model or
restricted estimator BA{{SM of B has the form

~ —1
B§SM = (XIXI + kle1> Xirya

where k; is ridge parameter for sub-model estimator B?SM.

Generally speaking, Af{SM performs better than ,é\{{FM when 39 is close to

zero. However, for B2 away from the zero, A{{SM can be inefficient. But, the

estimate E{{FM is consistent for departure of By from zero.

The idea of penalized estimation was introduced by Frank and Friedman
(1993). They suggested the notion of bridge regression as follows. For a given
penalty function 7 () and tuning parameter that controls the amount of shrinkage
A, bridge estimators are estimated by minimizing the following penalized least
square criterion

> (vi—xiB) +m(8),

i=1
where 7 (3) is ?:1 18;]”, v > 0. This penalty function bounds the L., norm of
the parameters.

2.1. Pretest and Shrinkage Ridge Estimation

The pretest is a combination of B\f”F M- and B\{D”SM through an indicator
function I (£, < ¢,,q) , where &), is appropriate test statistic to test Hy : B2 =
0 versus Hy : B2 # 0. Moreover, ¢, is an a—level critical value using the
distribution of .%,. We define test statistics as follows:

n o/~ T R
Z, 7( %SE) X2TM1X2< %SE)’

o2

where 52 = L (y — X,@RFM)T(y - X,@RPM) is consistent estimator of o2, M =

n—1

I, — X, (X{X;) 7' X[ and BYSE = (X] M Xs) ™ XJ Myy. Under Hy, the test
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statistic .7, follows chi-square distribution with ps degrees of freedom for large
n values. The pretest test ridge regression estimator @f‘PT of B is defined by

ARPT __ ARFM SRFM _ ARSM
1 =B - (51 - B ) (% < cna)s
where ¢, o is an a— level critical value.

The shrinkage or Stein-type ridge regression estimator ,é\f”s of B is defined
by
B = BIM 4 (BF™ = BFM) (1 - (2 —2)2") . p2 2 3

A{{S is general form of the Stein-rule family of estimators,
Frs

The estimator
where shrinkage of the base estimator is towards the restricted estimator
The Shrinkage estimator is pulled towards the restricted estimator when the

variance of the unrestricted estimator is large. Also, BA{{S is the smooth version
of E{{PT.

The positive part of the shrinkage ridge regression estimator B\lRPS of 31
defined by

BITS = B 4 (B - B (1 - 2) 2,7

where 2zt = max(0, 2).

2.1.1. Lasso strategy

For v = 1, we obtain the L; penalized least squares estimator, which is
commonly known as Lasso (least absolute shrinkage and selection operator).

. ) n 2 P
Blasso arg min Zi:l (y@ - XIB) +A Z |85
j=1

The parameter A > 0 controls the amount of shrinkage.

2.1.2. Adaptive Lasso strategy

The adaptive Lasso estimator is defined as

~ . n 2 p 3
ﬁaLasso — argmin 22:1 (yi — x;rﬁ) + A Zgj ‘BJ| )

B j=1
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where the weight function is
~ 1
& =—5=; 7> 0.
e

The f3;* a root—n consistent estimator of 3. For computational details we refer
to Zou (2006).

2.1.3. SCAD strategy

The smoothly clipped absolute deviation (SCAD) is proposed by Fan and
Li (2001). Given a > 2 and A > 0, the SCAD penalty at (3 is

MBI, 18] < A
In(Bra) =3 = (B2 = 2aX [A| + X°) /[2(a = 1)], A < [B] < aX
(a+1)X2/2 |B] > aA.

Hence, the SCAD estimation is given by

p
3CAD _ g min ZLI (yi _ X;r,6>2 +AY a(Bjia)
=1

For estimation strategies based on v = 2, we establish some useful asymp-
totic results in the following section.

3. ASYMPTOTIC ANALYSIS

Consider a sequence of local alternatives { K, } given by

K
Ky : B2 = Bom) = N
where kK = (K1, K2, . . ., /im)T is a fixed vector. The asymptotic bias of an estima-

tor 37 is defined as B(8]) = €& li_)rn {V/n (B — B1)}, the asymptotic covariance

of an estimator 87 is T'(8]) = & h_)m {n (BT — B1) (BT — Bl)T}, and by using
n oo

asymptotic covariance matrix I', the asymptotic risk of an estimator 37 is given

by R (87) = tr (WT), where k is a positive definite matrix of weights with di-

mensions of p X p, and @7 is one of the suggested estimators.

We consider two regularity conditions as the following to establish the
asymptotic properties of the estimators.

(1) %1121;2( x; (XTX)"!x; — 0 as n — oo, where x; is the ith row of X
<i<n
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(ii)  lim n~}YXTX) = C, for finite C.

n—oo

Theorem 3.1.  When k # oo, if k/y/n — Ao > 0 and C' is non-singular,

then R
\/ﬁ <BRFM . l@) i (_)\OC_I,B, 0_20—1) ]

For proof, see Knight and Fu (2000).

Proposition 3.1.  Assuming above regularity conditions (i) and (ii) hold,
then, together with Theorem 3.1, under {K,} as n — oo we have

(33 ()]
(2)-2[(5) (2]

where 91 = \/n (A{’”FM — ﬁ1>7 ¥y = /1 <§1P~SM — 51)’ 93 = /n (A{LFM _ B\{{SM)’

C, C 3 B - B
C = <Ci C;z >a v = pi1.2+0 and é = Culcmw, P = 020111012022}10210111’

p=-XC18 = <Z; ) and pi12 = p1 — C12C5" (B2 — K) — pa2) .

The expressions for bias for listed estimators are:

Theorem 3.2.
B (B{{FM) = —H11.2,
B (B%{SM = -,

)
) = —p112 — 6Hpypo (X0, 03 A)
B (5{{8> = —pi2 — (p2 — 2)68 <X;22+2 (A)) ;
) = —pi12— 6Hp, o (Xpy0i D) s
~(p2 = 2)8 {120 (A) T (412 (8) > 2 = 2)},
where A = (kTCyR4 k) 072, Ca1 = Cap — C21C;'Cha, and H, (z,A) is the

cumulative distribution function of the non-central chi-squared distribution with
non-centrality parameter A and v degree of freedom, and

£ (A) = /OOO v~ dH, (x,A).
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Proof:  See Appendix. 1

Now, we define the following asymptotic quadratic bias (QB) of an estima-
tor B] by converting them into the quadratic form since the bias expression of
all the estimators are not in the scalar form.

QB (B7) = (B(B) ' Cii2B(BY),
where 011.2 = Cll — 0120521021.

oB (B{{FM> = pi15Cr12011 2,
oB (A?SM> =~ Cn27,
QB( 1RPT> = 1 2C1121112 + 11 2C11.20 Hpy 4o (XI%Q,Q;A)

+6" Criopi12Hpyr2 (X a1 D)
+5TC'11.25H52+2 (X?;Q,w A),

oB (?S) = w11 2Cn2p12 + (p2 — 2) i1 2C11.26E (X;Q%rz (A)>
+(p2 — 2)8 " Cr12p11.28 <X;22+2 (A)>
Fps — 2)28 T C1120 (5 (X;Qaz (A)))2 :
oB (A{{PS> = pi12C2p112 + (5TCH.2H11.2 + H;rl.QCll.Qé)
[Hpy2 (P2 — 2;4)
(2 = 2 {322 (AT (352 () > p2 - 2) }]
+6"C1126 [Hpyi2 (p2 — 2; A)

+(p2 — 2)€ {X;fﬂ (A) T (X;QQH (A) > py — 2) H :

The OB of B?FM is [J,irl'zcll.gl,l,n.g and the OB of ,B?SM is an unbounded
function of ’7T011.2’Y. The OB of ,@f‘PT starts from H;rl‘2011.2[.1411.2 at A = 0,
and when A increases it increases to the maximum point and then decreases to
zero. For the OBs of B\f‘s and B\{{PS, they similarly start from [,l,irl'zcll_gl,tn_g,
and increase to a point, and then decrease towards zero.

Theorem 3.3. Under local alternatives and assumed regularity condi-
tions the risks of the estimators are:

R (BﬁFM> = o’tr (WO + pliaWhiis,

R <B§8M> = otr (WC’il) +v W,
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R (BET) = R (BE™M) = 2], s WHy 12 (1 03 D)
—o*tr(WCHy = WO Hpy 2 (X0 8)
+0 W {2Hp, 12 (Xya3 A) = Hpara (o1 )}

R (BES) = R (BE™M) + 200 — 2)uf1 ,WE (3,22 (A))

~(p2 — 2)0%tx (Co1 O WO C1aCii)y) {2 (1522 (A))
(2 = 2€ (2 ()}
(2 — 28T W8 {28 (322 (2))
—28 (224 () = (2 = 2)€ (ks (A)) 1

R (#) - (3F)
~2p s WOE ({1 = (2 = 2522 (D)} 1 (5,12 (8) < p2 —2))
+(p2 — 2)0*tr (C21 C' WC C12C55' )
128 (G2 (AT (ra (B) < p2—2))
~(2 = 2€ (k2 (A) T (X2 (B) < p2 = 2) )]
—o%tr (Cn C' WC' C12C3y' ) Hpy 2 (p2 — 2, A)
+6 W& [2Hp, 12 (p2 — 2;A) — Hpyros (p2 — 2, A)]
~(p2 = 2)8 W6 |26 (3525 (AT (Zpa (A) < 12— 2))
26 (324 (A) T (114 (A) < p2 —2))

+(p2 —2)€ (X;24+2 (A)I (X12>2+2 (A) <p2— 2))] .

Proof:  See Appendix. 1

Noting that if Cij3 = 0, then all the risks reduce to common value
o2tr (WC’fll) + ;LITMW;LH,Q for all w. For C1a # 0, the risk of A{{FM remains

constant while the risk of E{{SM

is an unbounded function of A since A € [0, 00) .
The risk of A{{PT increases as A moves away from zero, achieves it maximum and
then decreases towards the risk of the full model estimator. Thus, it is a bounded
function of A. The risk of ?FM is smaller than the risk of /?PT for some small
values of A and opposite conclusions holds for rest of the parameter space. It
can be seen that R( A{{PS) < R(B\{{S) < R(A{{FM), strictly inequality holds for
small values of A. Thus positive shrinkage is superior to the shrinkage estimator.
However, both shrinkage estimators outperform the full model estimator in the
entire parameter space induced by A. On the other hand, the pretest estimator
performs better than the shrinkage estimators when A takes small values and
outside this interval the opposite conclusion holds.
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4. SIMULATION STUDIES

In this section, we conduct a Monte Carlo simulation study. The design
matrix is generated to be correlated with different magnitudes. We simulate the
response from the following model:

Yi = 101 + T2 02 + ... + xm-,Bp +e, t=12,...,n,

where g; ~ N (0,02) with 2 = 1. We generate the design matrix X from
a multivariate normal distribution with mean vector p = 0,, and covariance
matrix X,. Further, we consider the off-diagonal elements of the covariance
matrix 3, are equal to be p, which is the coefficient of correlation between any
two predictors, with p = 0.25,0.5,0.75. The ratio of the largest eigenvalue to
the smallest eigenvalue of matrix XX is calculated as the condition number
test (CNT) which is helpful in detecting the existence of multicollinearity in the
design matrix. If the CNT is larger than 30, then the model may have significant
multicollinearity, for which we refer to Belsley (1991).

For Hy: Bj =0, j =p1 +1,p1 +2,...,p, with p = p1 + p2, the regression
coefficients are set 3 = (,@I,BQT)T = (,@I,O;)T with 87 = (1,1, 1, 1)T. In order
to investigate the behaviour of the estimators, we define A* = ||3 — Bo||, where
Bo = (B, OJDTQ)T and ||-|| is the Euclidean norm. We considered A values between
0 and 4. If A* = 0, then it means that we will have 8 = (1,1,1,1,0,0,...,0)" to

—_————

2
generated the response under null hypothesis. On the other hand, Wth A* >0,
say A* =2, we will have 8 = (1,1,1,1,2,0,0,...,0) to generated the response

1

under the local alternative hypotheses. Whgf’l we increase the number of A, it
indicates the degree of violation of null hypothesis. In our simulation study, we
consider the sample size of n = 60,100. Also, the number of predictor variables:
(p1,p2) € {(4,4),(4,8),(4,16),(4,32)}. Finally, each realization was repeated
1000 times to calculate the MSE of suggested estimators and o = 0.05. All com-
putations were conducted using the statistical package R (R Development Core
Team, 2010). The performance of one of the suggested estimator was evaluated
by using MSE criterion. Also, the relative mean square efficiency (RMSE) of the
B4 to the BRFM is indicated by

ARFM
RMSE (5§FM Bt ) = M;ESngﬁf))

where (3% is one of the listed estimators.

For brevity, we report the results for the values of n = 60,100, p; = 4,
p2 = 32 and p = 0.75 in Table 1, and we plot the simulation results in Figures 1
and 2.
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Table 1: RMSE of estimators for p; = 4, po = 32 and p = 0.75.

n = 60 | n = 100 \

A CNT [ RSM [ RPT [ RS [ RPS [ CNT [ RSM [ RPT [ RS [ RPS \
0.000 2.240 | 1.964 | 2.015 | 2.158 1.871 | 1.737 | 1.749 | 1.802
0.200 2.152 | 2.016 | 1.910 | 2.074 1.695 | 1.546 | 1.623 | 1.667
0.400 2.099 1.689 | 1.918 | 2.082 1.541 1.283 | 1.508 | 1.543
0.600 1.621 1.323 | 1.615 | 1.708 1.298 1.058 | 1.387 | 1.400
0.800 1.396 | 1.027 | 1.554 | 1.589 1.156 | 0.955 | 1.392 | 1.396
1.000 | 1798.267 | 1.193 | 0.908 | 1.465 | 1.500 | 599.313 | 0.815 | 0.925 | 1.209 | 1.209
1.250 1.037 | 0.885 | 1.410 | 1.410 0.700 | 0.962 | 1.217 | 1.217
1.500 0.798 | 0.982 | 1.352 | 1.352 0.540 | 0.993 | 1.111 | 1.111
1.750 0.628 | 0.985 | 1.238 | 1.238 0.411 | 1.000 | 1.078 | 1.078
2.000 0.586 | 0.995 | 1.227 | 1.227 0.319 | 1.000 | 1.060 | 1.060
4.000 0.198 | 1.000 | 1.058 | 1.058 0.098 | 1.000 | 1.018 | 1.018

(b) p=05, p=4

1.2

RMSE
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Figure 1: RMSE of the estimators as a function of the non-centrality parameter
A* when n = 60 and p; = 4.
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Figure 2: RMSE of the estimators as a function of the non-centrality parameter
A* when n = 100 and p; = 4.

The findings can be summarized as follows:

When A* = 0, RSM outperforms all listed estimators. In contrast to this,
after the small interval near A*, the RMSE of BA{{SM decreases and goes to
ZEro.

The RPT outperforms RS and RPS in case of A* = 0. However, for large po
values while keeping p; and n fixed, RPT is less efficient than RPS. When
A* is larger than zero, the RMSE of @PT decreases, and it remains below
1 for intermediate values of A*, after that the RMSE of E{)‘PT increases and
approaches one for larger values of A*.

Clearly, RPS performs better than RS in the entire parameter space in-
duced by A*. Both shrinkage estimators outshine the full model estimator
regardless the correctness of the selected sub-model at hand. This is con-
sistent with the asymptotic theory we presented earlier. Recalling that A*
measures the degree of deviation from the assumption on the parameter
space, it is clear that one cannot go wrong with the use of shrinkage esti-
mators even if the selected sub-model is not correctly specified. As evident
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from the table and graphs, if the selected sub-model is correct, that is,
A* = 0 then shrinkage estimators are relatively highly efficient than the
full model estimator. In other words risk reduction is substantial. On the
other hand, the gain slowly diminishes if the sub-model is grossly misspec-
ified. Nevertheless, the shrinkage estimators are at least as good as the full
model estimator in terms of risk. Hence, the use of shrinkage estimators
make sense in real-life applications when a sub-model cannot be correctly

Generally speaking, ridge-type estimators perform better than classical es-
timator in the presence of multicollinearity among predictors. Our simula-
tion results strongly corroborates to this effect; the RMSE of the ridge-type
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specified, which is the case in most applications.
d)

estimators are increasing function of the amount of multicollinearity.
4.1. Comparison Lasso, alLasso and SCAD

For comparison purposes, we considered n = 50,75, po = 5,9,15,20 and

p1 =5 at A* = 0. Here, we used cv.glmnet function in glmnet package in R for
Lasso and aLasso, and cv.ncvreg function in ncvreg package for SCAD method.
The weights for alasso are obtained from the 10-fold CV Lasso. Results are
presented in Table 2.

Table 2: CNT and RMSE of estimators for p; = 5.

‘ nop po CNT LSE RSM RPT RS RPS Lasso alasso SCAD‘

50 0.25 5 10.88 0.90 2.63 2.54 1.61 1.83 1.30 1.46 1.39
9 20.36  0.85 3.84 3.50 2.34 2.78 1.54 1.92 1.89

15 46.75 0.76  5.51 4.12 2.85 4.17 1.92 2.56 2.77

20 90.66 0.65 7.32 5.36 4.24 5.44 2.25 3.18 3.14

0.5 5 29.39 0.85 2.75 2.39 1.04 1.93 1.22 1.29 1.16

9 53.39 0.77 4.10 3.32 2.22 294 1.46 1.67 1.38

15 126.44 0.67 5.93 4.69 3.06 4.38 1.76 2.13 1.65

20 245.60 0.54 8.07 5.77 4.13 5.70 1.99 2.38 1.94

0.75 5 79.58 0.71  3.93 2.80 1.66 2.12 1.01 0.93 0.73

9 156.47 0.64 4.75 3.14 2.07 3.01 1.18 1.03 0.73

15 385.42 0.48 6.50 4.18 2.72 4.41 1.35 1.26 0.83

20 718.83 0.39 8.94 4.64 3.40 5.91 1.50 1.25 0.83

75 0.25 5 8.90 0.94 2.20 1.97 1.53 1.64 1.25 1.53 1.48
9 15.12 0.91 3.44 2.96 2.25  2.68 1.60 2.12 2.09

15 28.11 0.85 5.54 3.26 3.63 3.88 2.05 3.13 2.99

20 43.77 0.78 7.15 4.11 4.94 5.47 2.63 4.13 3.78

0.5 5 22.77 0.88  2.59 2.11 145 1.79 1.25 1.45 1.19

9 38.33 0.86 4.03 2.95 2.32  2.73 1.56 1.96 1.59

15 77.16 0.78 5.79 4.34 3.42 4.35 1.97 2.71 2.45

20 122.80 0.72 7.30 5.52 4.13 5.50 2.28 3.15 2.75

0.75 5 65.35 0.80 3.21 2.63 1.33  2.02 1.13 1.11 0.89

9 113.78 0.76 5.27 3.67 2.30 3.32 1.42 1.52 1.17

15 225.06 0.66 6.81 4.24 3.80 4.68 1.61 1.71 1.20

20  359.89 0.57 7.59 5.52 4.11 5.58 1.82 1.91 1.41
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Not surprisingly, the performance of the sub-model estimator is the best.
The pretest estimator also performs better than other estimators. However, the
performance of RPS is better than RPT for larger values of ps. The performance
LSE estimator is worse than listed estimators since the designed matrix is ill-
conditioned. The performance of the Lasso, aLasso and SCAD are comparable
when p is small. On the other hand, pretest and shrinkage estimators remain
stable for a given value of p. Also, for large values of po, the shrinkage and
pretest estimators indicate their superiority over L; penalty estimators. Thus,
we recommend using shrinkage estimators in the presence of multicollinearity.

5. APPLICATION

We use the air pollution and mortality rate data by McDonald and Schwing
(1973). This data includes p = 15 measurements on mortality rate and explana-
tory variables, which are air-pollution, socio-economic and meteorological, for
n = 60 US cities in 1960. The data are freely available from Carnegie Mellon
University’s StatLib (http://lib.stat.cmu.edu/datasets/). In Table 3, we
listed variables. Also, the CNT value is calculated as 882.081.574 which implies
the existence of multicollinearity in the data set.

Table 3: Lists and Descriptions of Variables

] Variables \ Descriptions
Dependent Variable
mort Total age-adjusted mortality rate per 100.000
Covariates
Air-Pollution
prec Average annual precipitation in inches
jant Average January temperature in degrees F
jult Average July temperature in degrees F
humid Annual average % relative humidity at 1pm
Socio-Economic
ovr65 % of 1960 SMSA population aged 65 or older
popn Average household size
educ Median school years completed by those over 22
hous % of housing units which are sound & with all facilities
dens Population per sq. mile in urbanized areas, 1960
nonw % non-white population in urbanized areas, 1960
wwdrk % employed in white collar occupations
poor % of families with income < 3000
Meteorological
he Relative hydrocarbon pollution potential of hydrocarbons
nox Relative hydrocarbon pollution potential of nitric oxides

s02 Relative hydrocarbon pollution potential of sulphur dioxides
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In order to apply the proposed methods, we use two step approach since
the prior information is not available here. In the first step, one might do usual
variable selection to select the best sub-model. We use the Best Subset Selection
(BSS). It showed that prec, jant, jult, educ, dens, nonw, hc and nox are the most
important covariates for prediction of the response variable mort and the other
variables may be ignored since they are not significantly important. In the second
step, we have two model which are the full model with all the covariates and
the sub-model with covariates via the BSS. Finally, we construct the shrinkage
techniques from the full-model and the sub-model. We fit the full and sub-model
which are given in Table 4.

Table 4: Fittings of full and sub-models

| Models | Formulas ‘
Full model | log(mort) = 5y + Biprec +SBajant+Ssjult+p50vr65+ 55 popn+Peeduc+ Srhous

+ Bgdens+Bononw+B1gwwdrk+ /511 poor+/S12hc+B13n0x+ 314502+ 1 shumid
Sub-Model | log(mort) = By + Siprec +P2jant+Psjult+Sseduc+Lgdens+Sononw+31ohe+ B 3nox

To evaluate the performance of the suggested estimators, we calculate the
predictive error (PE) of an estimator. Furthermore, we define the relative pre-
dictive error (RPE) of 8* in terms of the full model ridge regression estimator
B\RFM to easy comparison, is evaluated by as follows

_ PE(BR™)

P (7) PE(3")

)

where ,@* can be any of the listed estimators. If the RPE is larger than one, it
indicates the superior to RFM.

Our results are based on 2500 case resampled bootstrap samples. Since
there is no noticeable variation for larger number of replications, we did not
consider further values. The average prediction errors were calculated via 10-fold
CV for each bootstrap replicate. The predictors were first standardized to have
zero mean and unit standard deviation before fitting the model. Figure 3 shows
that prediction errors of estimators. As expected, the RSM has the smallest
prediction error since the suggested sub-model is correct. Also, the Lasso, al.asso
and SCAD have higher prediction error than the suggested techniques.
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Figure 3: Prediction errors of listed estimators based on bootstrap simulation

Table 5: Estimate (first row) and standard error (second row) for significant
coefficients for the air pollution and mortality rate data. The RPE column gives
the relative efficiency based on bootstrap simulation with respect to the RFM.

‘ ‘ (Const.) prec jant jult educ dens nonw hc nox RPE ‘

RFM 6.846 0.013 -0.010 -0.002 -0.008 0.010 0.019 -0.007 0.009 1.000
0.005 0.005 0.006 0.005 0.006 0.004 0.007 0.015 0.017

RSM 6.845 0.016 -0.018 -0.012 -0.013 0.015 0.042 -0.080 0.081 1.336
0.005 0.007 0.007 0.006 0.006 0.004 0.007 0.026 0.022

RPT 6.845 0.016 -0.018 -0.011 -0.013 0.015 0.040 -0.072 0.073 1.288
0.005 0.007 0.007 0.006 0.007 0.004 0.009 0.029 0.026

RS 6.845 0.017 -0.017 -0.010 -0.012 0.015 0.038 -0.063 0.065 1.160
0.005 0.007 0.007 0.007 0.008 0.005 0.012 0.039 0.037

RPS 6.845 0.016 -0.016 -0.009 -0.012 0.014 0.035 -0.055 0.057 1.316
0.005 0.006 0.006 0.006 0.007 0.004 0.008 0.025 0.023

Lasso 6.845 0.019 -0.019 -0.008 -0.012 0.014 0.035 -0.029 0.032 1.060
0.005 0.009 0.009 0.007 0.011 0.006 0.011 0.046  0.049

aLasso 6.845 0.022 -0.022 -0.013 -0.012 0.015 0.039 -0.037 0.040 0.965
0.006 0.010 0.009 0.008 0.012 0.006 0.012 0.050 0.053

SCAD 6.845 0.019 -0.022 -0.010 -0.014 0.014 0.039 -0.035 0.038 0.897
0.006 0.012 0.011  0.009 0.013 0.007 0.014 0.052 0.055

Table 5 reveals that the RPE of the sub-model estimator, pretest, shrinkage
and positive part of shrinkage estimators outperform the full model estimator.
On the other hand, the sub-model estimator has the highest RPE since it is
computed based on the assumption that the selected sub-model is the true model.
As expected due to the presence of multicollinearity, the performance of both
ridge-type shrinkage and pretest estimators is good and better than estimators
based on L; criteria. Thus, the data analysis corroborates with our simulation

and theoretical findings.
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6. CONCLUSIONS

In this study we assessed the performance of least squares, pretest ridge,
shrinkage ridge and L; estimators when predictors are correlated. We established
the asymptotic properties of the pretest ridge and shrinkage ridge estimators. We
demonstrated that shrinkage ridge estimators outclass the full model estimator
and relatively perform better than sub-model estimator in a wide range of the
parameter space. We conducted a Monte Carlo simulation to investigate the be-
havior of proposed estimators when a selected sub-model may or may not be a
true model. Not surprisingly, the sub-model ridge regression estimator outshines
all other estimators when the selected sub-model is the true one. However, when
this assumption is violated, the performance of the sub-model estimator is pro-
foundly poor. Further, the shrinkage estimators outperform pretest ridge esti-
mators when po is large. Our asymptotic theory is well supported by numerical
analysis.

We also analyze the relative performance Lasso, adaptive Lasso and SCAD
with other listed estimators. We observe that the performance of pretest and
shrinkage ridge regression estimators are superior to L; estimators when predic-
tors are highly correlated. The result of a data analysis is very consistent with
theoretical and simulated analysis. In conclusion, we suggest to use ridge-type
shrinkage estimators when the design matrix is ill-conditioned. The result of this
paper are general in nature and consistent with the available results in the re-
viewed literature. Further, the result of this paper maybe extended to host of
models and applications.

APPENDIX

By using § = y — XoB8™

RFM _ argﬁmm{”g—xlﬁlu +kHﬁlll2}
1

-1
- (Xfxl n klpl) X5

-1 -1 ~
- (Xfxl + k:Ipl) XJy - (XIXl + kIpl) X[ X, BRM

~ 1 ~
(6.1) = [RSM _ (XIX1 + kIpl) X] X, B8,

Using the equation (6.1), under local alternative {K,}, ® is derived as
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follows:

® = Cov (A?FM - B?SM)
— £ (B - B (B - A |
=& [(Cnlcuﬁé‘m) (Cﬁch AgFM> T]
ClCpE [}‘FM (B?FM)T Co Cj!

= 0°C;'C12C5) | Cn Cry' = 0*(C, — C) .

Lemma 6.1. Let X be g—dimensional normal vector distributed as
N (pg,X,), then, for a measurable function of p, we have

£ [Xgo (XTX)} —=112E (X120 (A)]
£ [X X'y (XTX)} =3& [oXg2 (A)] + papeg € [ox5 14 (A)]
where x2 (A) is a non-central chi-square distribution with v degrees of freedom

and non-centrality parameter A.

Proof: It can be found in Judge and Bock (1978) 1

Proof of Theorem 3.2: B (B\?FM> = —p11.2 is provided by Proposi-
tion 3.1, and

B(BEM) = & { Jim v (B - g1 ) }
=€ {nhi%o vn (B{‘FM — C;lCBRM - 61)}
e (i (7)) e L (crrea))

= —p112— C'Crow = — (p112 + ) = —7.

Hence, by using Lemma 6.1, it can be written as follows:
() = & i (3 )
=& {nlglgo\/ﬁ (Af{FM - (B?FM - E?SM) I(%, <cna) — 51)}
- & (v (1))
e () 14 < )
= —p112 — 6Hpyp2 (X0, 03 D) -
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5 (3

&{ lim v (81 - 31) }
= &{ lim v (BE™ — (BE™M = BIM) (p - 2) 2, - 8y ) |
e {mva (- s)

¢l v (B B (=2 27)

— s — (p—2) 6E (x;22+2 (A)) :

8 (37) = (v (37 - )
= &{ lim V(B + (BE™M - BIM) (1 (- 2) 2, ")
I(Zy>p2—2) - B1)}
= & { tim v [BI + (BI™M - BIM) (1 - 1(Z < p2 - 2)
— (BF™ = BFN) (2 —2) 27 (L > 2 —2) - B }
- e (VA (- )
{hm\f<BRFM IBRSM) (Lo < pa— 2}
€ (BT BI) (2 = 2) £ (> =)
= —p12 — 6Hp, 40 (p2 — 2;(A))
5 -2 2 (AT (X, (8) > p —2) ).
1

Proof of Theorem 3.3:  Firstly, the asymptotic covariance of ,@RFM

given by
r () = e { i v (B - o) v (1 - ) |
e (19119?) = Cov (19119{) FE(W)E (19{) = 0?Cply + pi1apd) 0.

The asymptotic covariance of B}RSM

r (B%D‘SM) =& {71113;0\/5 (B\?SM — ﬁl) vn (B\{{SM - ﬂl)T}

-y (19219;) = Cov (192195) +EW)E (195) =o?C' + 77",

is given by
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The asymptotic covariance of B?PT

r(BFT) - 8{ lim v/ (BT = 81) v/ (BT - ﬁl)T}

e Ll (- 00) - (B A1) 1, <)
(B 1) = (BE™ - BE) (% < )]
=&
=&

{ — 931 (L < cna)] [01 — 931 (L, < cn,a)]T}
{19119T — 20391 I (L < cpa) + 0395 1 (& < cn,a)} :

is given by

Considering,
£ {7930{1 (% < cn,a)}
=¢ {5 (0319{1 (L < na) wg)} =& {”(935 (19{1 (L < na) |193>}
= & {031+ (95— ) 1 (L0 < ena) }
= & {Usnlial (Za < cna) |+ E {5 (93— 8)T 1 (L0 < ena)}
= —plaE {01 (L < ena)} + E {0505 1 (L0 < na) |
& {1936TI (L < cn,a)}

and based on Lemma 6.1, we have
£ {193191TI (% < cw)}
= —#1T1.25Hp2+2 (X;%Q a’ A) {COUW&% JHp,+2 (Xp2 a’ A)

+& (ﬂ3) & (193 ) p2+4 (XpQ s A) - 56 HP2+2 (ng,oa; A)}

= —M1Tl.25sz+2 (Xpw; A) +®H,, 2 (Xf,w; A)
+66 " Hpy 14 (Xoy 03 D) — 88 Hpyio (X5, 05 A) -

Then,
r (3
= M11.2M1Tl.2 + 2N1Tl.25Hp2+2 (X}%Q,a; A) +o C11 o — PHp,+2 (X;Q;Q,a; (A))
_66THP2+4 (X;%Q,a§ A) + 256THP2+2 (Xp2,047 A)

= 0?C1'y + piiapy o + 200 20 Hpy 4o (Xoy.as D)
+0*(Crily = C ) Hpyv2 (X3 00 D)
+68" [2Hp, 12 (Xppai A) = Hpata (Xgai A)] -
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The asymptotic covariance of 51 is given by
r(31%) - & { i v (315 - 00) v (31 - 31) '}
= £ { Jimn[(BI™ - 31) - (B - BIV) (2 2]
KﬁRFM 8 ) (BRFM _ BRSM) (ps—2) gnlr}
&

{ 2 (py — 2) 0397 L1 + (p2 — 2)2 0397 L }

Considering,
£ {7931913,;1} —¢ {5 (1931913,;1;193)} —¢ {7935 (ﬁfzn—lwg)}

= &{Wsl-mz+ s -0 2}

= —&{vsnlin i} e {vs 05— 0)7 271}

= —pliaf (02" + £ {0gui 27} — e {vad 2

by using Lemma 6.1, we have

{05021 = —pl1088 (3522 () + { Cov(599)E (X522 ()
+E (03) € (03) € (X4 (8)) = 68 Hpyiz (120 ) |
= —1208 (X252 (8)) + @€ (X;f+2 (a))
16078 (1G24 () = 367€ (x40 ().

Then,
r(6i)
= 02Chly + mranlis + 2 (02 = 2) 1], 508 (32,0 (A))
— (12— 2) @ {26 (G2, () — (12— 2)€ (i, () }
+(p2—2) 887 {26 (32, (8)) +2€ (5522 (A) + (2 = 2 € (it ()
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Finally,
(B - & g (A7 ) (A7)
() L (B ) )
x {1—=(p2—2) L7 Y I (L <p2—2)]}
+¢ {nlggo Vi [(BRFM BESM) (BE™ - AR
x {1—(p2—2) n1}21($n§p2—2)}}
- ( ) _2¢ {03191 (1= —2) L7V (L <po— 2)}
28 {193193 (2 —2) L (L < po — 2)}
28 {0305 (2 = 2” L1 (Lo <12 - 2)}
+E {193@;1 (L < po— 2)}
Y {193192{ (p2— 2) LT (L0 < po— 2)}
+E {ﬁgﬂg (p2 — 2)° L721 (L < p2 — 2)}
= T (A1) — 26 {0a0] {1 - (02— 2) L7} (L0 <p2-2))
& {19319:{ (p2 — 22 L7 (Lo < py — 2)}

+E {19319??1 (L <p2— 2)} .

Considering,
£ {193191 (1= (p2—2) L7} I (L < po— 2)}
Sy {5 (19319{ (1= (pa—2) L7V (L <pa—2) \793)}
-y {ﬁgs (19{ (1= (pa—2) 27V (L <p2—2) |q93)}
= & {01z + Ws =) {1- (2= 2) L7} (L <2 —2)}
= —p11.2E (93 {1 — (p2 —2) L'} I (L, < p2—2))
+& (9595 (1= (02 =2 L} (L <2 - 2))
& (9507 1= (2= 2) L7} I (L < p2 - 2)
= —oul1oB ({1- (2 - 2) G2 (M)} 1 (x§2+2 (8) <p2—2))
B ({1 — (2= 2) X2 ( } (X2, 42 (A) < py — 2))
1867 € ({1 (-2 2, (AT (Xp2+4 < poy— 2))

8}
—86'€ <{1 — (p2 — Xp2+2 }I Xpa+2 (A) <po = 2)) ’



274 Bahadir Yiizbasi, S. Ejaz Ahmed and Mehmet Giingor

we have
r (B
= T (1) + 2000126 ({1 (2 = 2122 (D)} T (Eyia () <2 - 2))

—28¢ ({1 — (12— 2) X540 (A)} I (Xz722+2 ) <p2- 2))

2567 € ({1 —(p2 - 2) ;2 (A)} T2, (A) < po— 2))
+2657E ({1= (12— 2) G20 (A} (1,2 (8) < 2 —2))
—(p2 =27 @€ (G20 (D) T (G420 () S p2—2 )
~(py—2)288" € (X;24+4 (A)T (32,42 (A) < py — 2) )

+®Hy, 2 (p2 — 2A) + 68 Hyya (p2 — 2 )
=T (A{{S) +26p], ,E ({1 — (p2 — 2) X;22+2 (A)} I (X12)2+2 (A) <ps— 2))

+(p2 — 2) 0°Cp;' C12Cyy , Con Cr!

X [ (Xp2+2 )1 (X2 (A) < p2 — 2))
~ (2= 2) € (XGha (AT (2 (B) <12 - 2) )|

—0°C1'C12C3;  Con Cry Hyy 2 (p2 — 2, A)

+88" [2Hpy 42 (p2 — 2;A) — Hpyra (p2 — 2, A)]

~(p2—=2) 867 |26 (320 (D) (%12 () < p2 — 2))

28 (24 (A) T (x4 (A) < 12 —2))

+(p2—2)€ (X;;24+2 (A)I (X1202+2 (A) <p2— 2))} .

Now, the proof of Theorem 3.3 can be easily obtained by following the
definition of asymptotic risk.
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1. INTRODUCTION

An usual application of a Markov chain model considers a closed popula-
tion with each member being assigned a certain class at each date; the random
transition of each element among the classes is governed by the transition proba-
bilities. In the homogeneous case - the transition probabilities do not depend on
the date at which the transitions occur - and, in the case where there are both
transient and recurrent states in the Markov chain, the main emphasis is on the
asymptotic behavior. Under that perspective, the transient type events do not
matter on long run distributions. In a more realistic model, the population un-
der scrutiny may be changing by the persistent arrival of new members and the
events related to the so called “transient” states acquire new significance, as they
may persist in time, as the inflow of new elements in the population continues
indefinitely.

The consideration of Markov models with a population inflow, the so called
open Markov models, may be set to start , according to [2], with a work by Gani
(see [9]) and was much developed in subsequent years, as perfectly shown in the
references mentioned in Bartholomew’s work [2, p. 80]. Previously, [24] have
obtained a mathematical model to predict distributions of staff and analyse long
term impacts on patterns of recruitment and promotions. The case of Poisson
recruitment in discrete time open Markov chain model was first dealt in [15],
where expressions for the first and second moments of the classes probability
distributions were obtained.

There has been remarkable work on the extension of discrete to continuous
time Markov and semi-Markov models, such as the developments obtained in
[18], [11], [12] and [13]. An important set of contributions to this theme has been
detailed in [22] and, in particular, we would like to highlight the works [23], [21],
[20], [14] and [16].

The motivation for the present work lays mainly in extending the previ-
ous results in the characterization of stable populations lead by discrete time
Markov chain transitions: for instance, already in [7] the asymptotic behavior of
the classes subpopulation averages is obtained in the case of an exponential input
process and a detailed study of stability in terms of relative proportions among
classes is also presented; in [14] the asymptotic behavior is described when the
Poisson input parameter satisfies general regularity conditions. Having in mind
the study not only of the expected values but also of the laws of the subpopula-
tions in the classes, in [4] we considered a sequence of Poisson inflows and studied
the probability distributions of the subpopulation classes relying on the fact that,
by the randomized sampling principle (see [8, p. 268]), the subpopulations are
Poisson distributed and independent of each other.

In this work, we consider that the inflow of new population elements is mo-
deled by a time series - to wit, a second order stationary process or stationary with
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deterministic trend - and we study possible descriptions of the subpopulations,
in particular in the transient states, as time flows.

Section 2 introduces the model and some preliminary results and notations
that we be the basis of our developments. Section 3 contains the main results
obtained in this paper which allowed us to perform an application to credit con-
sumption in Section 4.

2. OPEN MARKOV CHAIN SCHEME MODEL

2.1. The model

Consider a population model driven by a Markov chain defined by a se-
quence of initial distributions given, for n > 1, by (@")" = (¢}, ¢%,...,¢" ) and a
transition matrix P = [p;;],1 < 4,5 < r. . After the first transition, supposing
that the initial distribution is performed according to (q')! at date n = 1, the
new value of the proportion of the population, for instance, in state 1, is the
proportion of those which stay in state 1 plus the proportion of those who come
to state 1 from states 2 to r,. That is:

Tx
PLLGT + P21gs + -+ gy, = Zpﬂqil
i=1

and so, the new values of the proportions in all states, after one transition, can be
recovered from PTq = (qTP)T and, after n transitions, by (P(™)Tq = (qTP™)T,
with PO =1, P = P and, by induction, Pt = P o P("), Let us stress, as
a notation convention, that all vectors are column vectors.

Now suppose that we want to account for the evolution of the expected
number of elements in each class supposing that, at each date k € {1,...,n}, a
random number X}, of new elements enters the population. Just after the second
cohort enters the population, a first transition occurs in the first cohort driven by
the Markov chain law and so on and so forth. Table 1 summarizes this accounting
process. Remark that at each step k£ we distribute multinomially the new random
arrivals X}, according to the probability vector ¥ and the elements in each class
are redistributed according to the Markov chain transition matrix P.

Table 1: Accounting of n Markov cohorts each with an initial distribution

Date 1 2 ... n—1 n
1 EXi)(@)T EXi(@)™P ... E[Xi](ad)TP""? E[Xi](q")TP"D
2 - ELXGI@)T ... EX)(@?)TPCY  E[X,)(q?)TP-?

- = = = = Bl
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At date n, if we suppose that each new set of customers, a cohort, evolves
independently from any one of the already existing sets of customers but, ac-
cordingly to the same Markov chain model, we may recover the total expected
number of elements in each class at date n by computing the sum:

(2.1) Y, = 3 EX(a)T POH
k=1

Each vector component corresponds precisely to the expected number of ele-
ments in each class. This formula - for a constant initial distribution, i.e., q* = q
- is well known; see, for a deduction using conditional expectations, [2, p. 52:
(3.2)]. In this paper, in order to further study the properties of (Y;,)n>1, given the
properties of a stochastic process X = (Xj)>1, we will randomize formula (2.1)
by considering, instead, for n > 1:

(2.2) Y, =Y Xp(q")T PR
k=1

Despite the fact that the expressions in (2.1) and (2.2) share the same expected
value, i.e, Y,, = E[Y,], there is no obvious way to study the probability distribu-
tion of the number of elements in each of the population classes, except in the
case where the (Xj),>1 new elements are Poisson distributed or independent (see
[4]). However, this is not the case for a typical ARMA time series.

Ideally, the most fruitful approach comes from knowing the joint distri-
bution of the entrances (Xj)i>1 and of the Markov chain. As this is not the
case here, we will call the stochastic process (Y,)n,>1 an open Markov chain
scheme model for the time evolution of the number of elements in each class.
Observe that 7, >0, pijqz =5 <Z§;1Pij> q; = 1, if, for instance, the
initial distribution does not depend on j; the same being true for the powers of
the transition matrix.

For the case of a non-homogeneous Markov chain, the denomination non-
homogeneous Markov system was used, in the context of this work, for the first
time in [20], according to [19].

We note that some preliminary results on this problem have already been
developed in [6].

2.2. Preliminary results and notations

We will introduce now the notions and main results, allowing to give mean-
ing to the Cramer spectral representation theorem (see [3], [17] or [1]).

In the following, let (£2,.4,P) be a probability space. The torus
T = {z € C: |z| = 1} is identified with [~, +7[ by the map X > e}
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Definition 2.1. A centered uncorrelated random field (CURF) Z
on T is a map from B(T), the Borel subsets of T, into L2((Q2, A, P), (C, B(C)), the
Lebesgue space of (classes) of square integrable random variables taking values
in the complex numbers C, such that:

1. Zis centered: VA€ B(T), E[Z(A)]=0.

2. The images of disjoint Borel sets are uncorrelated, i.e.. VA, B € B(T) :
ANB=0= (E|Z(4) Z(B)| =0 and Z(AU B) = Z(4) + Z(B))

3.  Z is mean-square upper continuous:

V(An)ns1 : Ap L0 = lLim Z(A,) =52 0.

n—-+00

The following result characterizes the structure of a CURF by means of
bounded positive measure defined over the Borel sets of the torus.

Theorem 2.1. A map from B(T) into the centered random variables
of the Lebesgue space L?((92, A,P), (C,B(C)) is a centered uncorrelated random
field (CURF) if and only if there exists a bounded positive measure u, named the
basis of Z such that:

VA, B € B(T), E [Z(A) .W} — W(ANB).

The next result gives sense to the stochastic integral naturally associated
to a CURF by means of an isometry between Hilbert spaces of square integrable
functions.

Theorem 2.2 (CURF stochastic integral).  Let Z be a CURF on T with
basis . There exists an unique isometry Z from L*((T, B(T), 1)) into
L2(((9, A, P), (C,B(C))) such that for all A € B(T), Z(14) = Z(A). We have
that:

1. Z is a centered isometry

vf e LA(T,B(T). p) , E [Z(f)] = 0.

2. The image of Z is the closure of the vector space spanned by the random
variables obtained from Z, that is:

Z (L*((T,B(T), ) = V{Z(A) : A B(T)} .



Open Markov Chain Scheme Models 283

Remark 2.1.  For each f € L2((T, B(T), 1)) we denote the isometry Z
as a stochastic integral as follows:

20 = [ razo,

Remark 2.2.  Moreover, we stress the important result that all the cen-
tered isometries between the L? spaces mentioned above are generated by a
CURF.

Covariances of stochastic processes are nonnegative-definite functions and
these, in turn, are represented by positive bounded measures on the torus.

Definition 2.2. A function v from Z into C is nonnegative-definite
if and only if v(n) = v(—n), for n € Z and

.
Vr>1,V21,...,2.€C, Vnq,...,n, € Z, Z zizjy(ni —nj) > 0.
ij=1

Theorem 2.3 (Bochner-Herglotz). A necessary and sufficient condition
for a function v to be nonnegative-definite is that there exists a positive bounded
measure on T, which is unique, such that:

Vn € Z, v(n) = / eMdpu(N) .
[—7T,+7T[

Definition 2.3. A stochastic process X = (X,)nez is second order
stationary if and only if:

1. All random variables are square integrable, that is:

Vn€Z E[|X] < +oo.

2. Both the mean and the covariance functions (sequences) of the process,
given, for all n,m € Z, respectively, by M(n) := E[X,] and I'(m,n) :=
E|(Xn—E[X,) (X,—E [Xn])}, are invariant by time translations, and
so:

VYm,m €Z, M(n) =M € R and I'(n,m) =~y(m —n) ,

for some function ~ defined on Z.
Remark 2.3. We may verify that ~ is a nonnegative-definite function as

defined in Definition 2.2, thus justifying the application of the Bochner-Herglotz
theorem to obtain a representation of a second order stationary process.
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Example 2.1 (White noise). A process W = (W,,) ez is a white noise
if the random variables are centered, square integrable and, moreover, uncorre-
lated, that is, if:

VnmeZ : n#m=TI(nm)=0.
An example of white noise is given by a sequence of independent centered random
variables with common variance.

Example 2.2 (ARMA process). A process X = (X, )nez is an ARMA(p,q)
process if there exists a white noise W = (W,,),ez and two complex sequences
ai,as,...ap and by, by, ... by such that

p q
(2.3) Z apXn—k = Z bWt
k=0 1=0

Formula (2.3) is called a canonical ARMA relation (see [1, p. 80]) if the
polynomials P(z) = 37 _ apz” and Q(z) = Y1 b2’ have no common factor, P
has all his roots with modulus strictly greater than 1, () has all his roots with
modulus greater or equal than 1 and P(0) = Q(0) = 1. It is a remarkable result
(see [1, p. 81]), that will prove useful in the following, that, if a stochastic process
X satisfies a canonical ARMA relation with a white noise W then, this white noise
is unique and it is named the innovation of X.

We now obtain the representation of a second order stationary stochastic
process by the positive bounded measure associated to its covariance.

Definition 2.4 (Spectral measure).  Let X = (X,,)nez be a second order
stationary process. The spectral measure of X is the unique positive bounded
measure ux on T representing the covariance of the process that is, such that,

Vm,n € Z, T'(m,n) =~y(m —n) = / M) de (N
|

In vue of future application the particular case of real valued processes
deserves special mention.

Remark 2.4. In the case that X is real valued then the spectral measure
px on T is invariant by the symmetry ¢ defined on T by ¢(z) = Z for all z € T.

Remark 2.5. If the spectral measure px is absolutely continuous with
respect to the Lebesgue measure on the torus then, by Radon-Nikodym theorem,
px admits a density fx with respect to the Lebesgue measure and we call this
density the spectral density of X.

Example 2.3 (White noise). A white noise W = (W), )nez with the ran-
dom variables having common variance o has a spectral density given by:

2
fw(N)

o
o
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Example 2.4 (ARMA process).  The spectral density fx corresponding
to the canonical ARMA relation in Example 2.2 is given, using the same notations,

by:
2

o2

fx(A) = o

Qe™™)
P(ei)

We now state the theorem allowing to represent second order stationary
stochastic process as a CURF.

Theorem 2.4 (Cramer theorem). Let X = (X,,)nez be a second order
stationary process with spectral measure ux. Then, there exists an unique CURF
Zx on T with basis ux such that:

Vn €7, X, = / eMdZx (N .
[77‘—74’7"[

We will need the following observation clarifying the structure of the Cramer
representation of a time inverted process.

Remark 2.6 (Time inversion). Let u® be the image of x by the sym-
metry ¢. As the map f — fo ¢ is an isometry from L?(u®) onto L?(u), then the
map

fes / f o (\)dZx ()
[—m,+7[

is also an isometry from L?(u®) into L?(Q2). Now, by Remark 2.2 above, there
exists an unique CURF Zg’g with basis u?, the symmetric CURF of Zx, such
that for all f € L?(u®):

2.4 | ez = [ fesaz.

As a consequence, X = (X_p)nez, the time inversion of X, has a spectral
representation given by:

X_,= / e dZx (\) = / eAAZL(N)
- [77T’+7T[

We will now introduce a special class of processes that will prove useful in
the following results.

Definition 2.5 (Evanescent process). A centered stochastic X = (X, )nez
process is called an evanescent process at time +oo iff:

lim E [|Xnﬂ =0.

n—-+o00

Remark 2.7. Any linear combination of centered evanescent processes
at time 400 is a centered evanescent process at time 4o0.
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3. SECOND ORDER FEDS OF A MARKOV CHAIN SCHEME

In this section we considere a Markov chain scheme fed by a stochastic
process. Let P be the transition matrix of the Markov chain. We will suppose
that the transition matrix may be written in the following form:

(3.1) P:[gfﬂ ,

where T is the ¢, X t, transition matrix between transient states, S; the t, x (1, —
t,) matrix of one step transitions between the transient and the recurrent states
and R the (r, —t,) X (r, — t,) transition matrix between the recurrent states. A
straitghforward computation shows that:

T 8
(n) _ n
Pn_[ 0 R(n)}’n>1

with S, = S, 1R + T(*~1g; = S I 1g R(»—1-9),

We now write the successive cohorts vectors of classifications for new ar-
riving elements, at time period k, as

(3:2) COL[COUCOU

with (t*)T the vector of the initial classification probabilities for the transient
states and (r*)T the vector of the initial classification probabilities for the recur-
rent states. Using (3.1) and (3.2), formula (2.2) may be written as

(3.3)

Y, = [Y}]Y2] = [ZXk<tk>TT<”-’€>
k=1

znjxk ((tk)TSn_k v (r"’)TR("_k))] .

k=1

Formula (3.3) allow us to estimate the number of elements in each subpop-
ulation (transient or recurrent). However, for the reasons pointed in the intro-
duction and for technical reasons that will become apparent in the following, we
will consider only the transient states part of the transition matrix.

At first, we will suppose that the feeding process is stationary. The main
result will be the following;:

Theorem 3.1.  Consider an open Markov chain scheme model, with a
diagonizable matrix P, written as in (3.1), and a constant vector of initial clas-
sification probabilities (q*)T = (q)7, defined as in (3.2).

If the open Markov chain scheme model is fed by a real valued ARMA
process then the population in each of the transient states may be described as
a sum of an ARMA processes with an evanescent process.
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Proof:  Suppose that X = (X)rez is a second order stationary time
series. Recall that by the Cramer representation theorem (see [1, p. 51]) also
stated above, we have that, for all k € Z,

'szi/ eMdzZx (N
[77T7+7T[

with Zx the spectral field of X, the unique CURF associated to X (see [1, p. 3§]
for a definition). Reporting this representation in the Markov chain scheme given
by formula (2.2) we get that

(3.4) Y, = Zn: (/[ X [ei)\deX()\)> (qk)T pn—Fk)

k=1

Considering that the transition matrix of the transient states T is diago-
nalizable, it may be written as:

tx
T=> njc;B],

J=1

with (1j)jeq1,...t,} the eigenvalues, (;);cqi,...+,) the left eigenvectors and with
(B;)jeq1,....t,y the right eigenvectors of T (see [8] or [10]).We observe that j €
{1,...,t.} corresponds to a transient state if and only if | 7; |< 1. Considering
also that, for k > 1, we have t¥ = t, we will have, for n > 1,

ty n
(L o)

=1 k=1
t .
* ) 1— iAo, \n+1
:2:/) eﬂﬂ(ef)wkg)ﬂ%@.
j=1 \7[=m+7l L —en;

We now define, for each j € {1,...,s} and n > 1, Wi =W — w2 with

(3.5)

1 et nm—l
WM:/ KW[.PAA,W”:/ —J_ 1 dZx(\
n [_TF’+7r[ 1 _ ez)\n‘] ( ) n [_TF’+7r[ 1 _ ez)\nj ( )
. X ix ontl
and we observe that h%J()\) := W and h%I()\) = % are both

L*([—m, +7]) functions due to |n;| < 1. We will deal separately with these two
components.

Firstly, we show that W2/ = (Wg’j)nzl is an evanescent process at +oo0,
according to Definition 2.5. In fact, with ux the spectral measure of X, we have

that:
. X gt 2 I 2+
B[w2f] = [ | ) < B e (D
] [l |1 = €0 11— [y ?
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and so, as px is bounded and |n;| < 1, we have, with exponential rate given by
‘nj|2n+2

)

lim E[[w2/]°] =o.

n—+oo
In fact, due to the exponential convergence to zero of the second order moments,
the convergence of the process W27 to zero is in the almost sure sense. Let
0 < e <1, then, as,

2 2
;"

25n|1_

E“Wﬁ’j‘z]
P[Wa?| > ;"] < e
J

< six ([—m,7[) =
Im;] il

2

2n(1—e) |m;]

= |n;l px ([=m,7[) ,
11— |n;l?

we have that, for some constant c,

+oo +00
S P[WR] > [y < > g < oo

n=1 n=1

with limy,_ 4o ]nj\%(l_e) = 0, thus showing (see [3, p. 370]) the almost sure

convergence to zero at +oco of the process W2,

Secondly, we have that WJ = (W,”),>; defines a second-order stationary
stochastic process obtained from X from time inversion (see Remark 2.6 above)
and via the filter given by hlJ see [1, p. 58]). In fact, by formula (2.4) we have

Wi = / e~ AL (N)dZx (N) = / NI (—N)dZE(N) =
[_71—7"'7([ [—7r,+7r[

- / eARLI(N)dZE(N)
[_71—7"'7([

and so, considering the filter defined by Kl and the second order stationary
process defined by the CURF Zgg, we prove the stated result.

We will now suppose that X is a real valued ARMA process. For real
processes, as stated in Remark 2.4, the spectral measure is invariant under ¢ and
then, the spectral density is also invariant under ¢. As the CURF Zg’g has basis
u?; = px and f;é) = fx (If the spectral density of an ARMA process is a rational
function with real functions the the AR and MA polynomials may be chosen with
real coefficients, see [1, p. 77]). then, we see that each W' the filtered process, is
also an ARMA process, due to the fact that by multiplying the spectral density by
‘hl’j ‘2 we only introduce roots strictly larger than 1 in the denominator and so,
by resorting to the form of the spectral density in the canonical ARMA relation
as stated in Examples 2.2 and 2.4, we still have an ARMA process. In fact, let
fwi.; be the spectral density of the process W7, obtained from X by filtering by
the square integrable function h'¥. We have that, with the notations being used,
(3.6)

Fana () = F2O0 [RY (V)] = fe(A) R (0

2

‘2 B 02 Q(e—z‘)\)

27 | Ple ™) (I — e ™)
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The polynomial R(z) := P(z)(1— zn;) still has all its roots with modulus strictly
greater than one and still verifies R(0) = 1. If 1/7; is not a root of @ then, the
representation of fyy1,; still is a canonical ARMA relation. If @ admits (1 — zn;)
as a factor then, writing Q(z) = S(2)(1 — 27;) we have the representation

S( e—i/\)
P(e*“‘)
with S having all its roots with modulus strictly greater than one, still verifying
S(0) =1 and with P and S still not having any common roots. So, this rep-
resentation is still a canonical ARMA relation. We may so observe that Y is
asymptotically - due to the evanescent process - a linear combination of ARMA
processes.

2 2

g

fwri(A) = 5=

:27T

)

We are now going to show that any linear combination of the W7/ still is
an ARMA process. That results from the fact that the innovation noise of each
W7 coincides with the innovation noise of X (see [3, p. 210], for the general
idea).

Let the spectral density of the process X be written according to the canon-
ical ARMA representation as,

9 2

g

fx(\) = o

Q(e™™)
p(efi)\)

As the process Wi = (Wﬁ] )n>1 admits the spectral representation given by
Whi = / AL (N ZE(N) |
[+

this process has a density that may be written according the canonical ARMA

representation as
QL ( e—w\) 2

PLi(e=iM)

0.2

Forra(A) = o~
with Q' and P! such that, either

Qe™™) = QY (e™™) (17, and PH(e™) = P(e™™)

or
QY (em™) = Q(e™™) and P (e7™) = P(e™ ) (1 — e ™) .
We observe that as dux(A) = fx(A)dLeb(\), then we have that

px ({@4(e ) =0}) = ({@(e™) =0}) =0.

Now, let €/ be the innovation noise of W', We then have:

dﬂei (>\) = MH{QLJ'@M)#O} ()\)d,uwl,j ()\) =
= fwl’lj(A)]I{Ql,j(e—iA)#O} ()\) ‘hl’J(A)‘Q d,ux()\) =
= T{qe-i)zoy (NdLeb(A) = fxlmﬂ{%-»#o}u)dmu) :
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We are now going to show that ¢/ is the innovation noise of X, that is, for m < n,
E [Xmeﬂ = 0, and so the innovation noise of W/ does not depend on j. For

that we use the spectral representation of both processes, and so, considering any
function v such that

O = a0 ()

we have, using the isometry property of the stochastic integral and the Cauchy
theorem,

E ( /[_ . [ei’\deX()\)> - ( /[_ . [eikndzaj(x)>
= ( / e“‘deX(/\)> : ( / ei’\”w()\)dZX()\)>
[~ 4] [~ 4]

_ / NG N dpx (M)
[—ﬂ',-‘rT([

= /[_H,,[emm_n) 5 ( EZ ?); (ggz_zioll{w_ﬂ) LoydLeb())
Qe

_ a / —2)\ (n—m)
V 27T [—7r7—|-7r P(e 7)\)

— ot Zn—(m+1)Q(Z)d
V2 JT P(z)

Let € = (er)rez be the common innovation noise of all the processes Wi, We
then have (see [1, p. 81]) that for each j and some (square) integrable sequence

(C’Z;)kzo we may write, ‘
W#] = Z nggn—k )

k>0

dLeb()\)

z=0.

and so for aj, oy € C, as (ozjc;g + alcf,c> 0 is a (square) integrable sequence,
a;Whi + qyWh = e+ oyd
7%V n YW — QjCL T QCL | Ep—k
k>0

and ajWLj + aqyWht is an ARMA process. O

We now deal with the case of some non stationary processes which are
relevant for the applications.

Theorem 3.2. Under the same conditions of Theorem 3.1, if the open
Markov chain scheme model is fed by a real valued ARIMA or SARMA process
then the population in each of the transient states may be described as a sum
of a deterministic trend plus a linear combination of ARMA processes plus an
evanescent process.
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Proof: Let X = (X,,)nez be an ARMA process. Let s,d > 1 be integers
and consider the following functions defined, for 7,5 € {0,1,...,s—1} and o, § €

{0,1,...,d— 1}, by:

2mi i
Uia(z) = 2% cos <mx> and Vjg(x) = 28 sin <7U$> .

S S

Consider now the function given by linear combinations with complex coefficients
of the functions U; o and V; g as

Psa)(r) = > @i,aUia() + > bjVjs(x) -

0<i<s—1,0<a<d—1 0<j<s—1,0<8<d—1

Then the process T = (T}, )nez represented as
n
T, = P(s,d) (n) + ZIYJIX”*J' ’

is an identifiable ARIMA or SARMA process for an appropriate choice of s,d
and the complex coefficients a; ., bj3 and v; (see [1, p. 87, 89]). Moreover,
every identifiable ARIMA or SARMA process can be represented in that form.
Consider now an open Markov chain scheme fed by T. We have the obvious
decomposition:

n—ZTk TPn k) _

_Zpsd )T PR 4 Z’YJX’“J q")T PR =
k=1

n

= Pla(k)(g")T PP Z ZXk: BICOLE S

k=1 7=0

and so, as the right-hand term of the last sum is a linear combination of ARMA
processes the result follows. ]

Remark 3.1.  Using the results in [4], we note that, at least on average,
the asymptotic behavior of the subpopulations can be described.

4. AN APPLICATION TO COMSUMPTION CREDIT

4.1. Real data

In this section we will present fittings of a second order processes to real
data of consumption credit portfolio from a Cape Verdean bank.
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In this portfolio, we defined five risk classes, according to the number of
days in delay of the monthly reimbursements, as shown in Table 2, and an extra
class for the clients leaving the portfolio.

Table 2: Portfolio risk classes

Risk Class Number of days in delay

RC1 0-30
RC2 31-60
RC3 61-90
RC4 91-120
RC5 > 120
RC6 Leaving

In each month, each client is classified into the risk class that refers to his
number of days in delay of reimbursments. Only fully paid contracts are allowed
to move to risk class 6.

The transition matrix, estimated from portfolio data, is given by:

0.934735  0.026566 0 0 0 0.038698
0.518363 0.285733  0.195903 0 0 0
(4.1) P = 0.009076 0.372018 0.248963 0.369943 0 0
0 0.007835 0.335464 0.205361  0.450928 0
0 0 0 0 0 1

Naturally, each new client is initially placed in risk class 1, and so,

(@)"=(@"=[1 0 0 0 0 0]

In previous works (see [4] and [5]), using this data and the related client in-
formation in the consumption credit database, we provided models for the spread
to be applied to each client and related this to the global spread of the portfo-
lio, estimated using an open Markov chain model with the number of entrances
modeled by a sequence of Poisson laws. We recall that one of the motivations for
the present work is to develop a model with the entrances of new clients modeled
by a time series.

The data on the number of new monthly clients arriving to the portfolio
corresponds to a monthly sequence of 106 observations. The fitting was per-
formed using Wolfram Mathematica and, for illustration purposes, we adopted
two different approaches. In the first one, we fitted a time series directly to data.
In the second, we firstly fitted a sigmoid type function to data, as in [4], and
then, a time series to the residuals of the sigmoid fitting.

The results obtained for the first approach are illustrated in Table 3.

As shown in Table 3 the best model for the entrance data, under both the
AIC and the BIC criterias, is an ARIMAJ0, 1, 1] model.

For the second approach, we show, in Figure 1, on the left side graphic,
both the data and the fitted sigmoid type function and, in the right side graphic,
the correspondent residuals.
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Table 3: Fitting the entrance data directly

Candidate BIC Candidate AIC

1 | ARIMAProcess[0, 1,1] 909.593 1 |ARIMAProcess[0, 1,1] 897.294
2 |ARIMAProcess[1, 1,0] 912.706 2 |ARIMAProcess[0, 1,2] 898.366
3  |ARIMAProcess[0, 1,2] 913.637 3 |ARIMAProcess[1, 1,0] 900.518
4 |ARIMAProcess[1, 1,1] 918.713 4 |ARIMAProcess[1, 1,2] 901.762
5 |ARIMAProcess[1, 1,2] 919.631 5 |ARIMAProcess[1, 1, 1] 903.686
6 |ARIMAProcess[0, 1,0] 925.378 6 |ARIMAProcess[1, 2, 1] 914.666
7 |ARIMAProcess[1, 2, 1] 929.179 7 |ARIMAProcess[2, 2,2] 916.189
8 |ARProcess[2] 932.164 8 |ARIMAProcess[0, 1,0] 916.863
9 [ARProcess[3] 935.583 9 [ARProcess[2] 917.8

10 |ARIMAProcess[2, 2,2] 935.643 10 |ARProcess[3] 918.702

Data and fitting by a sigmoid type function
The residues after afitting by asigmoid type function

Figure 1: Fitting a sigmoid type function to data and to the residuals.

In Table 4 it is shown that the best model for the residuals of the fitting of
the entrance data by a sigmoid type function, under both the AIC and the BIC
criterias, is the SARMA][(1,0), (1,0)34] model.

Table 4: Fitting the residues of a fitting by a sigmoid function

Candidate AIC Candidate BIC

1 |SARMAProcess[{1, 0}, {1, 0};,] 876.091 1 |SARMAProcess[{1, 0}, {1, 0};,] 882.283
2 |SARMAProcess[{1, 0}, {2, O};4] ~ 876.237 2 |SARMAProcess[{1, 0}, {2, O};,] ~ 883.098
3 |SARMAProcess[{1, 0}, {1, 1};,]  878.53 3 |SARMAProcess[{1, 0}, {1, 1};,]  885.067
4 |SARMAProcess[{2, 0}, {1, O};5]  879.641 4 |SARMAProcess[{2, 0}, {1, O};,]  886.016
5 |SARMAProcess[{1, 0}, {2, 1};,]  880.596 5 |SARMAProcess[{1, 0}, {2, 1};,]  887.306
6 |SARMAProcess[{1, 1}, {1, 0}3,]  883.077 6 |SARMAProcess[{1, 1}, {1, 0};,]  888.927
7 |ARProcess[2] 884.778 7 |ARProcess[2] 889.879
8 |SARMAProcess[{2, 1}, {1, 0};;]  885.059 8 |SARMAProcess[{2, 1}, {1, 0};,]  890.959
9 [SARMAProcess[{1, 0}, {0, 1};,]  886.115 9 [SARMAProcess[{1, 0}, {0, 1};,]  891.028
10 |ARProcess[1] 886.819 10 |ARProcess[1] 891.08

In Table 5 we present the results on the parameter estimation for both the
ARIMA and the SARMA processes.

4.2. A simulation study

In this section we will compare, by means of a simulation study, two ways
of obtaining the distribution of the number of elements in each risk class. First,
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Table 5: The ARIMA and SARMA parameter tables

Estimate Standard Error t-Statistic P-Value

ARIMA model b -0.398645 0.0890771 -4.47528 9.63596x107°
Estimate Standard Error t-Statistic P-Value
a1 |0.438344 0.0949723 4.6155 5.522x107°
SARMA model @i 10.478033 0.0931484 5.13196 6.53092x1077

we simulate 300 paths of the Markov chain model and compute the observed
proportions of elements in each one of the six classes. We will also simulate
the number of elements in each class according to the two models fitted in the
previous section. The results are presented in Tables 6 and 7. The results in
the first table show that the sub-population in class 5 is slightly larger in both
ARIMA and SARMA models, when compared with the direct simulation of the
Markov chain. As the class 5 population measures the most part of the risk of
the portfolio, both the ARIMA and SARMA models are conservative, but not
excessively.

Table 6: Proportions in each class by simulation of the Markov chain and
of the Markov chain scheme models ARIMA and SARMA
Class 1 Class 2 Class 3 Class 4 Class 5 Class 6
MARKOV 0.0366667 | 0.00333333 | 0.00333333 | 0.00333333 | 0.0266667 | 0.926667
ARIMA 0.106427 0.00594949 | 0.00328688 | 0.00362677 | 0.0305018 | 0.850208
SARMA 0.130596 0.00705139 | 0.00362903 | 0.00378776 | 0.0307309 | 0.824204

We also computed the relative proportions of elements in the population in
each one of the five transient classes. The results show a remarkable difference
between the Markov chain simulation and the Markov chain scheme fed with the
sum of a sigmoid trend plus a SARMA process, thus showing the advantage of
an open model.

Table 7: Conditional proportions for the 5 transient classes - simulation

Class 1 Class 2 Class 3 Class 4 Class 5
MARKOV 0.5 0.0454545 | 0.0454545 | 0.0454545 | 0.363637
ARIMA 0.710498 | 0.0397184 0.021943 0.0242121 0.203628
SARMA 0.742888 | 0.0401113 | 0.0206435 | 0.0215464 | 0.17481

We simulated 300 paths for each of the two models fitted in section 4, to
wit, the ARIMAJ0, 1, 1] and the SARMA[(1,0), (1,0)34]. We computed the mean
and the standard deviation for each classe and the correspondent one standard
deviation confidence interval. Despite the paths in the ARIMA[O, 1,1] possibly
taking negative values we computed the corresponding number of elements in
each class. The results in Table 8 clearly show that the SARMA[(1,0), (1,0)s4]
model, for the residuals of a sigmoid type function fitting, is much more adequate
to describe the evolution of the entrance of new clients in the credit portfolio.

In Figure 2 we observe that the results given by the SARMA[(1,0), (1,0)34]
model are more meaningful. In fact, in the empirical distribution of the simulated
number of elements, negative numbers occur in both classes 1 and 5.
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Table 8: Data at date 106 and confidence intervals from models
Class 1 Class 2 Class 3 Class 4 Class 5 Class 6
Data 5307 284 144 149 1203 32256
ARIMA || [-1614,5904] | [-81,321] | [-36,168] | [-33,179] | [-248,1478] | [-6164,40436]
SARMA || [4669,5593] | [255,299] | [134,151] | [142,156] | [1158,1257] | [31112,33654]
First class ARIMA simulation First class SARMA simulation
Figure 2: Simulated empirical distributions in classes 1 and 5.
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in the domains of Probability and Statistics with emphasis on the originality and

importance of the research.

— All research articles will be refereed by at least two persons, one from the

Editorial Board and another external.



— The only working language allowed will be English. — Four volumes are
scheduled for publication, one in January, one in April, one in July and the other

in October.

Aims and Scope

The aim of REVSTAT is to publish articles of high scientific content, in English,
developing innovative statistical scientific methods and introducing original

research, grounded in substantive problems.

REVSTAT covers all branches of Probability and Statistics. Surveys of important

areas of research in the field are also welcome.

Abstract and Indexing Services
The REVSTAT is covered by the following abstracting/indexing services:
- Current Index to Statistics
- Google Scholar
- Mathematical Reviews
- Science Citation Index Expanded

- Zentralblatt fiir Mathematic

Instructions to Authors, special-issue editors and publishers

The articles should be written in English and may be submitted in two different
ways:
- By sending the paper in PDF format to the Executive Editor (revstat@ine.pt)
and to one of the two Editors or Associate Editors, whose opinion the author
wants to be taken into account, together to the following e-mail

address: revstat@fc.ul.pt


mailto:revstat@ine.pt
mailto:revstat@fc.ul.pt

- By sending the paper in PDF format to the Executive Editor (revstat@ine.pt),
together with the corresponding PDF or PostScript file to the following e-
mail address: revstat@fc.ul.pt.

Submission of a paper means that it contains original work that has not been nor is

about to be published elsewhere in any form.

Manuscripts (text, tables and figures) should be typed only in black on one side, in
double-spacing, with a left margin of at least 3 cm and with less than 30 pages.
The first page should include the name, institution and address of the author(s) and
a summary of less than one hundred words, followed by a maximum of six key
words and the AMS 2000 subject classification.

Authors are obliged to write the final version of accepted papers using LaTeX, in
the REVSTAT style. This style (REVSTAT.sty), and examples file
(REVSTAT tex), which may be download to PC Windows System (Zip format),
Macintosh, Linux and Solaris Systems (Stufflt format), and Mackintosh System
(BinHex Format), are available in the REVSTAT link of the Statistics Portugal
Website: http://www.ine.pt/revstat/inicio.html

Additional information for the authors may be obtained in the above link.

Accepted papers

Authors of accepted papers are requested to provide the LaTeX files and also a
postscript (PS) or an acrobat (PDF) file of the paper to the Secretary of
REVSTAT: revstat@ine.pt.

Such e-mail message should include the author(s)’s name, mentioning that it has
been accepted by REVSTAT.

The authors should also mention if encapsulated postscript figure files were
included, and submit electronics figures separately in .tiff, .gif, .eps or .ps format.

Figures must be a minimum of 300 dpi.
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Copyright

Upon acceptance of an article, the author(s) will be asked to transfer copyright of
the article to the publisher, Statistics Portugal, in order to ensure the widest
possible dissemination of information, namely through the Statistics Portugal

website (http://www.ine.pt).

After assigning copyright, authors may use their own material in other
publications provided that REVSTAT is acknowledged as the original place of
publication. The Executive Editor of the Journal must be notified in writing in

advance.


http://www.ine.pt/
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