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Abstract

In this paper we study the tail and the extremal behavior of stationary solutions
of autoregressive threshold (TAR) models. It is shown that a regularly varying noise
sequence leads in general only to an O-regularly varying tail of the stationary solu-
tion. Under further conditions on the partition, it is however shown that TAR(S, 1)
models of order 1 with S regimes have regularly varying tails, provided the noise se-
quence is regularly varying. In these cases, the finite dimensional distribution of the
stationary solution is even multivariate regularly varying and its extremal behavior
is studied via point process convergence. In particular, a TAR model with regularly
varying noise can exhibit extremal clusters. This is in contrast to TAR models with
noise in the maximum domain of attraction of the Gumbel distribution and which
is either subexponential or in £() with v > 0. In that case it turns out that the tail
of the stationary solution behaves like a constant times that of the noise sequence,
regardless of the order and the specific partition of the TAR model, and that the

process cannot exhibit clusters on high levels.
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1 Introduction

A (self exciting) threshold autoregressive (TAR or SETAR) model of order q with S regimes
is a piecewise AR(q) process with different regimes, where the current regime depends on
the size of the past observations. More precisely, we will consider the following model:
let (Zx)ren, be an independent and identically distributed (i.i.d.) noise sequence, let
¢, p,S,dy,...,d, e Nwith dy < ... <d,, let {J;:i=1,...,5} be a partition of R into
pairwise disjoint Borel sets and o;, 2 =1,...,5, aswell as §;;, ¢ =1,...,5,7=1,...,¢,

be real coefficients. Then we call a process (X )ken, satisfying

S q
Xi=> {i + > BiiXee i} UxeoayooXna)edy T2k, k= max{q,d,}, (1.1)
i=1 j=1
and for which the starting vector (Xo,. .., Xmax{qd,}—1) is independent of (Zj11)nen,, a

TAR(S, q) process. The current regime at time k is determined by the vector (Xy_q4,,. ..,
Xj—q,) of the past observations, and within each regime (Xj) follows an AR(g;) process
with ¢; = max{j € {1,...,¢} : B;; # 0}. Sometimes one also allows the variance of
the noise to be regime dependent, by replacing Z; in (1.1) by 0,7y, where o; depends
on the past in the same way as «; does, but in this paper we shall not consider such a
specification. Autoregressive threshold models were introduced by Tong [28| in 1977 and
were systematically presented by Tong and Lim [30|, who used them as a model for the
lynx data. Since then they have found various applications in many areas, such as financial
economics, physics, population dynamics, or neural sciences, to name just a few; see the
presentation in Fan and Yao [13] for further information and references. In particular,
when used as a model for financial data, it is important to have information about the
tail- and the extremal behavior of these models, since stylized facts of financial data are
heavy tails and clusters on high levels. The present paper will investigate the tail and the
extremal behavior of TAR models for various classes of driving noise sequences.

A somewhat related paper by Diop and Guegan [10] considers the tail behavior of
threshold autoregressive stochastic volatility models. Observe, however, that the threshold
model under consideration in [10] is governed by a different regime switching mechanism,
where the regime is not determined by the size of the previous observation as for the TAR
process, but by the sign of the volatility model.

The paper is organized as follows: in Section 2 we collect some known assumptions
under which the model has a strictly stationary and geometrically ergodic solution. We
then prove that under the given conditions the tail of the stationary solution can be
estimated by the tail of a certain corresponding AR(q) sequence, a lemma which will turn
out to be a crucial ingredient for the determination of the tail behavior.

Next, in Section 3 we derive the tail and the extremal behavior of a TAR process



with a regularly varying noise. It is shown that the tail of the TAR model is O-regularly
varying but not necessarily regularly varying. For this reason we restrict our attention to
the classical TAR(S,1) model of order 1 with S regimes, where the partition is a partition
into S intervals and the regime is determined by whether X;_; is in these intervals. In
that case, we show that the stationary solution has a regularly varying tail, and even that
the finite dimensional distributions are multivariate regularly varying. Furthermore, we
derive the extremal behavior by point process convergence. A result is that the classical
TAR(S,1) process models extremal clusters.

Finally, Section 4 is again on general TAR(.S, ¢) models with noise which has at most
an exponentially decreasing tail without being regularly varying. It is then shown that the
tail of the TAR model is in the same class and its extremal behavior is determined. Here,
the sequence of point processes converges to a Poisson random measure, which reflects,
in contrast to the regularly varying case, the absence of extremal clusters. Some of the
results presented in this paper can also be found in the diploma thesis [3] of the first
named author.

Throughout the paper we shall denote N = {1,2,...}, Ny = NU {0}, R, = (0, 00),
R = RU {400} U {—0co} and use “==" to denote weak convergence. For the integer
part of a real number x we write |x| = sup{n € Z : n < z}. The Dirac measure at a
point x will be denoted by e,. For two strictly positive functions g and A and a constant
c € [0,00) we write g(t) ~ ch(t) as t — oo if the quotient g(¢)/h(t) tends to ¢ as t — oc.
For x € R? we denote by xT the transposed of x and by ||x|| the maximum norm of x.
As usual, the positive part and the negative part of z € R is denoted by x+ = max{z,0}

and = = max{0, —z}, respectively. The tail of a distribution function F' will be written
as F=1—F.

2 Model assumptions and basic properties

In this paper we restrict our attention to noise sequences (Zy) which are subexponential
(which includes regularly varying noise) or are in the class £(v) with v > 0, which
includes tails of the form P(Z; > z) ~ Kxbe™® as x — oo with b € R and K > 0. When
determining the tail behavior, we shall further assume the following classical tail balance
condition TB, which is standard also for extreme value theory of linear ARMA processes,
as presented, e.g., in Embrechts et al. [12], Section A.3.3.

Condition TB.
There are constants p™,p~ € [0, 1] such that p™ + p~ = 1 and the tail of Z; satisfies the

tail balance condition

P(Zy > z) ~p™P(|Z)| >2) and P(Z; < —x)~p P(|Z)|>2) asz— oo.
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For the existence of strictly stationary solutions (X )xen, we use the following sufficient
condition DC on the distribution of Z; and the size of the coefficients, which is sufficiently
general for our purposes. That it is not a necessary condition for stationarity can be seen

from the presentation in Chen and Tsay [6].
Condition DC.

Let (Zg)ren, be an i.i.d. sequence, whose marginal distribution has a Lebesgue density
h satisfying inf,cx h(x) > 0 for every compact set K C R. Furthermore, assume that
E|Z, ™ < oo for somen > 0. Denoting o := maxg—1, s |ox| and §8; := max,—1 s |5y]
assume further that 3 := 3% f; < 1.

Define the function f : R' — R by

S qi

i=1 j=1

where [ := max{q,d,}, and denote )?k = ( Xk, Xp_1,- - ,Xk_lH)T. Then the threshold

model (1.1) has the representation
Xp=f(Xpo)+ 2, forkef{li+1,...},

with f()—(zk,l) being independent of Zj. Furthermore, we write 7/& = (Z,0,. .. ,O)T and
H

7(?) = (f(T),21,...,21)" for T = (z1,...,2)" € R\ Then (X k)k>1-1 is a Markov

chain, where
— —

Xp=F(Xp)+ Zy fork>1.

The following lemma assures the existence of a geometrically ergodic strictly stationary
solution. Geometric ergodicity was already proved by Chan and Tong [5] (cf. Tong [29],
Example A1.2, p. 464), and An and Huang [1], Theorem 3.2 and Example 3.6, under the
slightly more restrictive condition that E|Z;| < oco. However, the proof in [1] can easily be
generalized to the case where only finiteness of E|Z;|™™17} for some 7 > 0 is assumed:
simply replace the test function (xy, ..., z,) — max{|z1],...,|z,|} appearing in the proof
of Theorem 3.2 in An and Huang [1] by (z1,...,2,) — (max{|zy|, ..., |z,|})™™ . Also
note that the proof in [1] carries over to the more general partitions considered in (1.1)
without change. That geometric ergodicity of the stationary solution then implies strong
mixing with geometrically decreasing mixing rate in the sense that

sup  |[P(ANB) -PAPB)| < K~v*, kmeN, (2.1)

AGo'(Xj:jSm)
BGJ(Xj :j>k+m)

for some 0 < v < 1 and K > 0, then follows from Meyn and Tweedie [21], Theorem 16.1.5.
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Lemma 2.1 Let (Xj)ken, be a TAR process as given in (1.1), and suppose that Condition
DC holds. Then (Xy)gen, is geometrically ergodic and admits a unique strictly stationary

solution, which is strongly mixing with geometrically decreasing mixing rate in the sense
of (2.1) .

The next lemma is crucial for the analysis of extremes of TAR models. It states that
under our assumptions, there is a causal AR(q) process whose stationary solution has a

tail which is not smaller than that of the stationary solution of the TAR process.

Lemma 2.2 Suppose that condition DC holds and let (X})xen, be the stationary solution
of the TAR model (1.1). Let (Zk)kez be an i.i.d. sequence such that Z = | Zy| + « for
k € Ny. Denote by ()?k)kez the unique strictly stationary solution of the causal AR(q)
process
q
Xp=)Y BiXej+ 2, ke (2.2)
j=1

Then ()A(:k) rez has the almost surely convergent MA representation
%= v, (23)
j=0

where 1y = 1,0 < ; < 1 for j € N and (¢;),en, is bounded by a geometrically decreasing
sequence, i.e. ; < K~ for some 0 < v < 1 and K > 0. Furthermore, for any m € N,
ki,....,km € Ng and x4, ...,x,, € R it holds

P(|Xp | > 1, | X, | > @) S P(Xpy > 21,0, Xp, > T). (2.4)

Proof. Since the polynomial ®(z) := 1 — >7% | 3,27 has no zeroes for 2] < 1 as a
consequence of Z§=1 B; < 1, it follows that the process (2.2) is causal. Expanding
P(2)™t = > im0 ¥;z7 in a power series around the origin gives ¢y = 1, ¢y = (; and
the recursions 1, = Z?:n}ax (0,m—q} Bm—j¥; for m > 2. A simple induction argument then
shows that 0 < #; < 1 for j > 1 and that (¢,,) can be dominated by an exponen-
tially decreasing sequence. In particular, > 2% ¢;ﬂin{1’"} < 00. Since E|Z; ™1 < o0 by
assumption, this gives almost sure convergence of (2.3).
Define the sequence (Xj)ren, by Xg := [Xol,..., Xy = |Xy1], and

q
Xi=> B Xi ;+ 2k k>q

j=1

Then it follows by induction that

X < X7 VhkeN, (2.5)



since

q q
| X5 < max a; + lefllaxs |Bi| | Xn—s] + 1 21| < ZlﬁjXZj + 2 = Xj.
J= J=

Observe that (X} ,,,...,X; ,,) converges in distribution as n — oo to the stationary
solution ()?tl, . ,)?tm) of the causal AR(q) process (2.2), and that the topological bound-

ary of the set [1,00) X ... X [z,,00) has P g, 5, | measure zero as a consequence of

~~~~~~

the absolute continuity of the distribution of Z;. Thus, we conclude from (2.5) that

P(Xy, > a1, X, > @) = lim P(Xpy 0 > 21,00, Xipyin > )
< limsupP(X} ,, >x1,...,X] ., >12,) = P()N(tl > T, .. ,)N(tm > Tom),
showing (2.4) O

3 Regularly varying noise
Recall that a measurable function f : (0,00) — (0, 00) is said to be regularly varying (at

o0) with inder —k € R, written f € R_,, if

)
IO

Functions in Ry are also called slowly varying functions, and for x > 0 it holds f € R_, if

Vu > 0. (3.1)

and only if f(z) = 2z "L(x) for all z > 0 with a slowly varying function L. For a random
variable Z with distribution function F7 we also write Z € R_,, to indicate that Z has
a regularly varying tail, i.e. that F, € R_,.. Examples of distributions having regularly

varying tails include Pareto distributions and a-stable distributions with « € (0, 2).

3.1 O-regular variation of TAR models

Unlike for linear models such as ARMA processes, stationary solutions of general TAR
models with regularly varying noise give only O-regularly varying tails. Recall that a

measurable function f : (0, 00) — (0, 00) is called O-regularly varying (at co), if

0 < liminf f(wu) < lim sup f(au)

zoeo f(2) T amee f(2)

Clearly, every regularly varying function is O-regularly varying. For TAR processes with

<oo Yu>0.

regularly varying noise, we now have:



Lemma 3.1 (O-regular variation) Suppose that conditions TB and DC hold, and let
(Xk)ren, be a stationary version of the TAR process as given in (1.1). Suppose further
that |Z,| € R_, for some k > 0. Then

pr2T"

]P(X()>ZE) . IP) 0>l’
< li f——— 2 <1 . 3.2
o Sz > ) = S 7 TSy ZW (3:2)

where (1) jen, is given as in Lemma 2.2. In particular, Fx is O-regularly varying if p* > 0.

Proof. From Lemma 2.2 and Resnick [24]|, Lemma 4.24, we obtain

lim sup < lim sup

P(X() > '.'L') . XO > ‘I Z¢n
T—00 IP)(|Zl| > ZE) T—00 |Zl| > :L‘

On the other hand, since X — Zj is independent of Zj, it also holds

]P)(X()>ZL') ) _
hmlnf— > T TP(Xy T > —x) =p 27",
i Sz > 2) = M Bz s A ) =

This gives (3.2), implying O-regular variation of the tail of Xj if p™ > 0. O

The next proposition shows that without specific assumptions on the partition, regular

variation of the stationary distribution cannot be expected, even for a TAR(2,1) model.

K

Proposition 3.2 Let (Zy)ren, be an i.i.d. sequence such that P(Z; > x) ~
x — oo for some k > 0 and that conditions DC and TB hold with p* > 0. For the
partition Jy := ey, (4™, 4™F2], Jy := R\ Ji, consider the TAR(2,1) model

as

Xp_1+ 2y, for Xy_q1 € Jy,
X, — 1 Xk—1 + Zy, 1€ N
Ly, for Xj,_1 € Js,

where 0 < (3 < 1. Then there are constants 0 < ¢; < c3 < oo such that the stationary
solution (X)ren, of the TAR(2,1) model with distribution function F satisfies

ar " < Fyx(r) <ca™, x>1, (3.3)

but Fx is not regularly varying.

Proof. Equation (3.3) follows immediately from Lemma 3.1. Let L be the function
satisfying
Fx(r)=P(Xo>x)=L(x)z™", x>0.



By (3.3) it follows that ¢; < L(z) < ¢ for x > 1. For k € Ny, define

ﬁlea for Xk € J17
0, for X € Js.

Wk =

We will show that the assumption that Fx is regularly varying gives an O-regularly
varying tail of Wj_; which is not regularly varying, and then obtain a contradiction of
the tail behavior of X, = Wj_1 + Z, where Wj,_; and Z, are independent.

So we assume that Fyx is regularly varying. Then it follows that L must be slowly
varying. We shall show first that there are constants 0 < d; < dy < 0o such that

dixz " <P(Wy >2z) <dgx™, x2>1. (3.4)

Here, the right-hand inequality follows easily from P(Wy > z) < P(4 X, > x) and
Equation (3.3). For the left-hand inequality, observe that the regular variation of Fy

implies

lim P(Xy € (z,2z]) . P(X), > z) — P(X} > 2z)

T—00 ]P)(Xk € (1],41]]) S ]P)(Xk > ZE) — P(Xk > 4[L‘)
z—00 [P(Xk > :L‘) — ]P)(Xk > 4$)]/P(Xk > x)
1—-27"
1—4-+

For > 0 denote by m(z) the unique non-negative integer such that 4m®~1 < z/5, <
4™@) Then, given € > 0, it follows that for large enough z > z(),

P(Wy, >z) = i P(X), > x/01, X € (47,47F17])

m=0

i P(X), € (4™, 4m™/2])

>
mem(z)
_ _6)1 — 9 i P(X, € (47, 471])
e
m—m(z)
- (- i:}P(Xk > 4m@)y.

The left-hand inequality in (3.4) then follows from the corresponding one in (3.3) and
4m@) < 42/B;. Thus, it follows from (3.4) that we can write

P(Wy >x)=r(z)z™", zeR, (3.5)
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where dy < r(x) < dy for z > 1. Now, let (z,,)men be a sequence of numbers such that
ey € (476 4] Then Az, /By € (4712, 4741) for every A € (475, 4179, so
that

]P)(Wk > )\[L’m) = P(Xk > )\(L’m/ﬁl,Xk € Jl) = ]P(Xk > SBm/ﬁl,Xk € Jl) = P(Wk > [Em),
giving
r(Azpm) = Nor(zy), Ve (478 4Y8) meN. (3.6)
This implies in particular that r is not slowly varying, so that the distribution function
of W}, cannot have a regularly varying tail by (3.5).

Choose § > 0 such that 47%/6 < 1 -6 < 14+ 6 < 4Y5 and let 2’ := (1 + §)x,
"= (1—0)x. Write P(Z; > x) = q(z)x™", so that lim, .., ¢(z) = 1. Then, with exactly
the same proof as in Feller [17], pp. 278, it follows that for given ¢ > 0 and large enough
x > x(e), the tail of Xy = Wy_; + Zj, satisfies

(I =2) (r(2) +q(a) (&) " < P(Xp > @) < (1+2) (r(2") +¢(=") (") (3.7)

Choosing z,, as before, the left-hand inequality of (3.7) together with (3.6) show that for

large enough m,

P(Xk > ZL’m)
(r(@m) + q(@m)) 2"
> (L-g)(1 g ool )
— (l—o)(146)" (1 L ) +f()xm_) 1+)q+(§:§m) - q(a:m)> |
Using d; < r(z) < dy for z > 1, lim, .o ¢(z) = 1 and lims_o(1+0)" —1 = 0, we conclude
that

lim inf —
m—o0 (r(Tm) + q(2m))r,"
A similar argument holds for the limes superior, so that

> 1.

L(zy,) ~ (r(zm) + q(zy)), m — oo. (3.8)

Taking for x,, the sequences u,, := 4™9/126, and v,, := 4™+10/123, = 4112y, it follows
from (3.6) and (3.8) that

Lom) _ rlon) +alon) _ 4% ) +alum) _ | (@72 = Dr(uy)
L(um) 7 (Um) + q(tm) 7(Um) + q(Um) 7 (Um) + q(tm)

and the latter does not converge to 1 as m — oo, since d; < r(u,,) < dy and lim,_,, ¢(z) =

, M — 00,

1. Hence, L cannot be slowly varying, contradicting the regular variation of Fx. O



3.2 Regular variation of TAR(S,1) models with specific partitions

In this and the next subsection we restrict our attention to stationary TAR(S,1) models

with representation

s
Xk = Z{OfZ + ﬁiXk_l} 1{Xk_leji} —i—Zk for k € N, (39)

i=1
where J; = (—o0, 11|, Jo = (r2,00) for some r1,r9 € R, r; <719, and {J; :i=3,...,S} is

a measurable partition of (11, r]. For this model we are able to compute the tail behavior

explicitly as we will show in the next lemma.

Lemma 3.3 (Regular variation) Suppose that conditions TB and DC hold, and let
(Xk)ren, be a stationary version of the TAR(S,1) process as given in (3.9). Suppose
further that |Z,| € R_, for some k > 0. Then |X,| € R_,. More precisely, denoting

7y ) > 07 iy % < O,
ﬁf = bi B and f3; = 1Al 8
07 /62 S 07 07 67, Z Oa
for i = 1,2, it holds
+ — —\K
lim P<X0 > .7}) o p +p (ﬁl ) —. 1’5’+ (310)

a—o P(1Z1] > x) 1= (83)" — (By)"(By)"

and
. P(XO < —SL’) - P +p+(ﬁg)n —
S AR S G L 34

In particular, Xo € R_, if pt > 0. Furthermore, p* > p* and p~ > p~.

Proof. Let = > 0 be fixed and (a,),en be a sequence of positive real numbers tending to

oo as n — 00. Then for any § > 0, we can write

P(Xy > za,) = P(Xi > za,,|Zi| > da,, | Xo| > day)
+P(Xy > zay, |Z1| > dan, | Xo| < day,)
+P(X1 > za,, | Z1] < day, | Xo| < day)
+P(X, > zay, |Z1| < da,, Xo > day,)
+P(Xy > zay, |Z1| < da,, Xo < —day)
= (D)+{UD)+III)+ (IV)+(V), say. (3.12)

We shall study the tail behavior of the five summands of (3.12). Using the independence
of Z; and X, we obtain for the first term

D PAZ > ) B(1X| > dan)
n—00 P(‘Zl‘ > :I:an) n—00 ]P)(‘Zl‘ > fl:an)

— 0. (3.13)
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For the second term of (3.12), observe that

P(Xy > zan, | Z1] > dan, | Xo| < day,) P(Z; > (x — B0)a, — )

li li
TP P(|Zy| > zay) = P P(|Zy| > zay)
_ + (JZ B ﬁé)_ﬁ
P
On the other hand,
.. P(Xy > zap, | 21| > dan, | Xo| < day)
lim inf
n—00 P(|Z1| > zay,)
> lim inf P(Zy > (z+ pd)a, + ) — P(Z; > (x + (d)a, + a, | Xo| > da,)
n—00 P(|Zl| > xan)
L wrpe)
Tk ’
for 0 < 6 < z, and we conclude
11
lim lim inf () = lim lim sup () =p". (3.14)

6l0 m—oo0 m 410 n—oo m

The third term of (3.12) is zero provided § < z/2. For the investigation of (IV) and (V)

we define

A = limsup ——~, A = liminf ———=~,
we” P([Z1] > ) R (AN

_ . P(X, < —u) . P(X < —u)

B = 1 oS 7 B = liminf —20>"%
S Bz > w) = R P(Zi] > )

All these terms are finite by Lemma 3.1. Then we obtain

o (IV) o Plag + By Xo > (v — 0)an) _ —
lim1 — ) < liml = A(Bf)", (3.15
0wl B(Z] > way) ~ o0 nine’ P Z] > aa) P B9
and similarly,
ST (V) o Plag A+ By X > (24 d)ay)
limliminf ———~—— > limliminf P(| 2| < day,
510 noco P(|Zi] > zan) = 610 meoo P(|Z:] > zan) 12:] < dax)
= A(B)". (3.16)
The bounds of (V) are
o (V) - Plag = By Xo > (x = d)an) _ &=, oo
lim1 — ) <liml = B(3)", (3.17
10w, P(Zi] > 7an) ~ 00 o P(\Z1] > za) BT
and
o (V) Py — By Xo > (x4 6)an)
limliminf —————~— > limliminf P(|Z,| < dan
e T FARETR e S ST I
= B(5)" (3.18)

11



Then (3.12)—(3.18) give
pr+AB) + BB < A<A<pt+ABH" + B(B)" (3.19)

Since

S
—Xk = Z(—Oéi) + ﬁi(_kaﬁ 1{—Xk—1€—Ji} _Zk’

i=1

we obtain by symmetry
P+ BB+ A(B;)" <B<B<p +B(B) +AB)". (3.20)

If By > 0, then (3.19) gives

A=A=—"0H—.
B L= (8)"
In the case 31 < 0 we obtain by (3.20),
p +ABy)<B and B<p +A(B)" (3.21)
Inserting (3.21) in (3.19) yields
+ —(R—\kK + — (R~
P++p (B_1> < A<A4A< p++p (B_1> —
1= (62)" = (By)<(Br )" 1= (82)" = (By)<(Br )"
which gives the result A = A = p*. Inserting this in (3.20) gives also B = B = p~. That
pt>ptand p~ > p is clear. O
Denote by || -|| the maximum norm and by S™ = {x € R™*! : ||x|| = 1} the unit sphere

with respect to the maximum norm in R™!. Recall that a random vector Y € R™! is
multivariate regularly varying with inder —k < 0 (sometimes also termed with index
k > 0) if there exists a random vector © with values in S™ such that for every x > 0, the

measures

PO > vz, Y/|IY| € -)
P(Y]l > w)

on B(S™) converge weakly to a measure 2 *P(© € -) as u — oo. The distribution of ©

is called the spectral measure of Y (with respect to the maximum norm). Multivariate
regular variation can be defined with respect to any other norm on R™*!, but since all these
definitions are equivalent (only the form of the spectral measure differs), we have chosen
to work with the maximum norm which is particularly convenient for our calculations. It

is further known that a random vector Y is regularly varying with index —x if and only

12



if there exists a non-zero Radon measure o on R \ {0} with cr(ﬁm+l \ R™*1) =0 and

a sequence (a,)nen of positive numbers increasing to oo such that
nP(a,'Y € ) = o(-) asn — oo, (3.22)

where == denotes vague convergence on B (WH\{O}) For further information regarding
multivariate regular variation, we refer to Resnick [23] or Basrak et al. [2].

Using Lemma 3.3 we will prove that the finite dimensional distributions X =
(X0, X1,...,Xm)" € R™1 of the stationary TAR(S,1) process (3.9) are multivariate

regularly varying for every m € Nj. For this, we need the definition of the following

=t , B= B{ A € R¥?2
0 1 By B

and for m € Ny define

matrices: let

I 0 0 - 0
1 -1 0 0 0
B ! 0 - 0 0 1 1 0
cW=|p B 1 .|, sW=1 ]
: ' -0 0 0 0 1 -1
Bm pm! ... B |

where C(™) ¢ R2m+D)x20m+1) apnd §0m) ¢ ROn+Dx2(m+1) and B™ denotes the m’th power
of B (with BY = I). Finally, define

C™ .= 8MC = (¢f,¢c,....ch,c) € RImHDx2(m+D), (3.23)
The vectors ¢; and ¢; (k = 0,...,m) will be used to describe the spectral measure of

(X0, ..., X,n)T. Insight into their structure can be obtained by writing

w0 b 23
B™ = <b<m> pm | ERT

21 22

for m € Ny. Then bg-n) > 0 for m € Ny, i, = 1,2, and B™ has at most one non-zero

element in every column. Putting
B = b i and 5™ =0 — b for m € Ny, (3.24)

we see that the j’th component (c;’); of ¢ satisfies

(cp); =0 forj <k, (ch); = bﬁjf’“*” fork+1<j<m+1,
(c;); =0 forj <k, (c); =0 " fork+1<j<m+1.

13



It is easy to check that (|b§m)|)meNo and (\bgm)|)m€No are decreasing sequences, and that
|b§m)| < /™ and |b§m)| < ™. In particular, it follows that ¢ € S™ for 0 < k < m. With
these preparations, we can now show that the stationary version of the TAR(S, 1)-model

(3.9) is multivariate regularly varying.

Theorem 3.4 (Multivariate regular variation) Suppose that conditions TB and DC
hold, and let (Xy)ren, be a stationary version of the TAR(S,1) process as given in (3.9).
Suppose further that |Z,| € R_, for some k > 0. Then X™ = (X,, ..., X,,)T is mul-
tivariate regularly varying with index —k, and its spectral measure with respect to the

maximum norm is given by

1
me e - -
PO €.) = P P iy +0 g E}+Z( Ligrey +p 1{%6.})] (3.25)
Jj=1
where p™ and p~ are defined as in Lemma 3.3 and ch (j=0,...,m) as above.

Proof. We define Z™) = (X3, X, ZF, 27, ..., 25, Z7)" € RA™) for m € Ny, which

by Lemma 3.3 is multivariate regularly varying of index —x with spectral measure

~ 1 ~ . n B
Ip)(@( ) € ) = m ph lieyey +p liesey + ; (p+ liey;i1ey TP 1{e2j+ge})] )
where e; € R2™1 j =1,...,2(m + 1), is one in the j-th component and else zero.

Furthermore, we define (Y% )ken, by Yo := Xo and

Yi = 5Yo1 Ly 500 #0601 Ye—1 gy, <0y +2% = GY = BY,  +Zk, keN.

Let
W = CMZM = (W,,..., W), Y = (Yo,...,Yn),
W = COZM = (WS Wy ..., W W), Y (Yoh Yy, ..., Y F Y.

Since W is obtained from Z(™ by a linear transformation, it is easy to see that W is
again multivariate regularly varying with spectral measure O™ as given in (3.25), see
e.g. Proposition A.1 in Basrak et al. [2] and Fasen [14], Lemma 2.1. We shall show that
Y is regularly varying with the same spectral measure as W. Further, observe that by
the definition of the matrix C, it holds

Wi =X, Wy, =X;, and
Wi =0WE + W + 2, W, =0W +8We + 2,

for k=0,....,m—1.
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Let (a,)nen be a sequence of positive numbers increasing to oo such that lim,, .., nP(|Z;| >
a,) =1, and let 0 < § < 1. Then

IP’(||W — ?H > 20a,) < P(|W =Y/ > da,) (3.26)
< SOIBIWY — V| > ban) + B(Wy — V| > 6a)].
k=1

Let Af = W,;t — YkjE for k € Ny. First, we will show that

P(|AT| > da,) = o(P(|Z1| > a,)) asn — oo, (3.27)
for any 6 > 0, and hence, by symmetry the same arguments lead to

P(|AT| > da,) = o(P(|Z1] > a,)) asn — oc.
Then we use induction to prove that for any 6 > 0,

P(|A| > da,) = o(P(|Z1| > a,)) asn — oo, k € N. (3.28)

Since the result is trivial if 5 =0, i.e. §; = 2 = 0, we shall assume that 5 # 0 from now
on. In order to study (3.27), let 0 < 802 < 6; < 6. Then
P(|AT| > da,) < P(AT] > dan, Z1 > dia,, |Yo| < dqa,,)
+P(|AT| > (San, Z1 < —51(17“ |}/0| < (520,”)
+P(‘A1+‘ > 5(1n, |Zl| < (51an,Y0 > 52an)
+]P)(‘A1+‘ > (5an7 ‘Zl‘ S 510%7}/2] < _52&n)
+]P)(|A1~_| > 5an7 |Zl| S 516Ln, |}/E)| S 52an)
+P(‘Zl| > 516Ln, |)/0| > 52an)
= (I)+ )+ {II)+IV)+(V)+ (VI), say. (3.29)
The summand (/) can be estimated by
(I) < P(B|Yo| > dan, Z1 > d1an, |Yo| < d2a,) =0, (3.30)
since 6y < 4. Similarly, we obtain
(11) < P(B|Yo| > dan, |Yo| < d2a,) = 0. (3.31)
That also (I1I) = 0 can be seen from
([I[) < P<|Af| > 5an, |Zl| < 510,7“ ‘BQle > 516Ln)

—HP)(|AT| > 5an7 |Zl| S 5lana52’62’an < |52‘YE) S é‘1an)
= 0+0=0 (3.32)
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if 3y # 0, and from W;" = Y;" if 3, = 0 and Y, > 0. By symmetry, also
(IV) = 0. (3.33)

Provided 41, 5 are small, we further have

(V) =0, (3.34)
and finally we estimate
(VI) =P(|Z1| > 01a,)P(|Yo| > 02a,) = o(P(|Z1| > an)) asn — oo. (3.35)
Hence, (3.29)—(3.35) give
P(|AT| > da,) = o(P(|Zy] > a,)) asn — oc. (3.36)

Next, we assume (3.28) holds for some k& € N and every ¢ > 0. Define W,Ll =6V +
BrY, + Z5, for k € Ny, and let d5 € (5,1). Then

P(IAL] > dan) < POAL| < 6/2a,, |AL] < 6/2an, (Wi, — Y| > (1 - d5)da,)
FP(|IAF| < 6/2a0, |AF] < 8/2an, Wi, — Wiit| > 30a,)
+P(|A}| > 6/2a,) +P(|A,| > §/2a,)

= (VII)+ (VIII) + (XI) + (X), say. (3.37)

With exactly the same reasoning that led to (3.36) we obtain
(VII) < IP’(|W:+1 — Yl > (1= 685)da,) = o(P(|Z1] > ay)) asn—oo.  (3.38)
On the other hand,
(VIIT) =P(|Af] < 6/2au, | A | < 0/2an, |85 AL + 87 Ay | > d3da,) = 0. (3.39)
Furthermore,
(XI)=0o(P(|Z1] > an)) and (X)=0(P(|Zi]>a,)) asn— oo, (3.40)

by induction hypothesis. Equations (3.37)—(3.40) then give (3.28). Using (3.26) and (3.28)

we hence obtain
P(|W = Y| > 20a,) < P(|W = Y| > da,) = o(P(|Z,] > a,)) as n — .

Since ¢ can be arbitrary small, Y is multivariate regularly varying with the same spec-
tral measure as W. Finally, X0 — Y| < 37", ((25)kmax{\rly, 2]} + azf;;(zﬁ)j),
which follows again by induction, shows that X is multivariate regularly varying with

the same spectral measure as Y and hence, as W. O
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3.3 Extremal behavior of the TAR(S,1) model with specific par-
titions

For a locally compact Hausdorff space E we denote by Mp(FE) the space of all point
measures on E. A point process is then a random element with values in Mp(E), and a
Poisson point process (= Poisson random measure) with mean measure 9 will be denoted
by PRM(¥). In extreme value theory, the space E is often R\ {0}, R, [0,00) x (R {0})
or [0,00) x R, and the extremal behavior of a stationary sequence (&)ren is described
by the weak limit of the point process > 7, e,-1(, , ) in Mp(R\ {0}) or Mp(R), re-
spectively, as n — o0, or still more informative by the weak limit of the point process
D het €k fmaz (6 —bny) 1 Mp ([0, 00) X (R\{0})) or Mp(]0, 00) x R), respectively, as n — oco.
Here, a,, > 0 and b,, € R are the norming constants of an associated i.i. d. sequence (& )ken
with distribution El 4 &1, such that

n—oo

exp (— nh_){go nP(& > apx + bn)> = lim P (anl (\n/ gk — bn> < x) = G(x) (3.41)
k=1

for x in the support of G, where GG is an extreme value distribution, i.e. either a Fréchet
distribution, a Gumbel distribution or a Weibull distribution. For further information
about extreme value theory and point processes, we refer to Resnick [23,25]. Observe
in particular that Equation (3.41) holds for G being the Fréchet distribution @, (z) =
exp(—27")L(,00) () With x > 0 if and only if & is in R_,, in which case the norming
constants can be chosen to be b, = 0 and a,, subject to lim,_., nP(& > a,) = 1.

Now we describe the extremal behavior of the stationary TAR(S, 1) model (3.9) via
point processes. Observe that the constants a, defined in (3.42) below are the norming

constants of an i. 1. d. sequence with the same distribution as |Xj|, rather than that of X.

Theorem 3.5 (Point process behavior) Suppose that conditions TB and DC hold,
and let (Xy)ren, be a stationary version of the TAR(S, 1) process as given in (3.9). Suppose
further that |Z,| € R_, for some k > 0. Let 0 < a,, T 0o be a sequence of constants such
that

lim nP(|Xo| > a,) = 1. (3.42)
Then as n — oo,
D Clmartxg = D1 D Eaiprsny i1 Mp(0,00) x (R\{0}),
k=1 k=1 j=0

where b and by are given by (3.24), 3% | E(se,py) 18 PRM(Y) in Mp([0,00) x (R\ {0}))
with
I(dt x dz) = dt x KO(pT2™" " Loy (@) + 0 (—2) " Loy (2)) da
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and
1

0= (p+2 UL |b§”r“> =@ +5) e (0,1
=0 =0
Here, p* and p~ are given by (3.10) and (3.11), respectively.

Proof. We apply the results of Davis and Hsing [7], Theorem 2.7. By Lemma 2.1 (Xj)ken,
is geometrically strongly mixing. Hence, the mixing condition .A(a,) of Davis and Hsing 7],
p. 882, is satisfied meaning that there exists a sequence of positive integers (v, )nen such

that lim, o v, = 00, lim, o v,/n = 0, and

n on [/ vn]
lim Eexp <— Zf(Xj/an)) - (Eexp (— Zf(&/%))) =0

holds for all step functions f on R\ {0} with bounded support which is bounded away

from 0. Furthermore, for x > 0,

P ( \/ | X&| > xay, | Xo| > xan> (3.43)

m<k<vp

< Z (| Xk > zan, | Xo| > zay,)

m<k<uvp
k—1
< Z P <5k|Xo| —i—aZﬁJ —I—Zﬁk NZ;| > zan, | Xo| > xan>
m<k<uvp,

< Z P <ﬁk|X0| +a/(1-70) —|—Zﬁj|Z]~| > xay, | Xo| > xan> .

m<k<vn Jj=0

Let 6 € (0,z). Then (3.43) and the independence of X, and (Z)xen, result in

P ( \/ | Xk| > xay, | Xo| > xan)

m<k<vn,
< Y P(B4Xo| +af(L - B) > ban)
m<k<vp
Z P <Z FZ;] > (x — (5)%) P(| Xo| > za,)
m<k<vp 7=0

=: Ji(n) + Jo(n), say.
Since |Xy| € R_x by Lemma 3.3, and since the limit in (3.1) is uniform for u € [ug, o)
for every ug > 0 (see e.g. Resnick [23], Proposition 0.5), it follows using dominated
convergence that

—k —KR —K
limsup lim (|Xi1|(z>xan) < lim sup Z <ﬁ$ 5) < lim sup (g) Z(ﬁ”)k =0

m—oo n—0o0 [P m—oo
k>m
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Ja(n) can be estimated by

JQ(TL) . . =
limsup lim —————— < limsup lim v,P NZi > (x—9d)a, | =0,

since lim,, ., v,/n = 0 and since
P(|Xo| > z) ~ (0" +p )P(|Z1] > 2) ~ (p" +p)(1 - )P (Zﬂﬂrz | > w) , T — 00
Hence, we conclude

lim lim IP( \/ | Xk| > za,| | Xol >:Uan> =0, x>0,

m—00 N—00
m<k<uvp

which is Equation (2.8) of Davis and Hsing [7]. Since X?™+1) is multivariate regularly
varying of index —x and spectral measure described by the vector O™ = <@§2m)) j=0,..2m

as given in Theorem 3.4 we obtain

m—1 m—1
m)|k 1 ~ m)|k ~_17(Mm) |k i) 1k — Nk
EOf") =#(p+|b§ T Y e Y )

+
prHp+2m =0 =0

Using further that (|b§m)])m20 and (\bgm)\)mzo are non-increasing sequences, we get

2m 2m
E(\/|@§f’”>|“— V |@§f’">|“)
k=m

k=m+1
1
_ ~ b(m) K b(m+1) K ~— b(m) K b(m+1) K
s o PO = 1) 5 (B~ [0
m—1 m—1
j +1 i+1) 1k
" 1 = )+ S - )
J=0 Jj=
m) |k —17.(m) 1k ~ m) |k m+1 K . K m+1) |k
B U e o e v (0l i 0 I 2 (0 e U S
pr+p +2m
Then
2m 2m) |k 2m)
E(VIn, 18 - Vi, 18T |
lm = =
m—o0 2m|K o0 )|k - o0 )|k ’
E|©7] DI LIRS e et

where 0 € (1 — (%, 1] since \bgj)|, \bgj)| < [# and \bgo)\ = |b§0)\ = 1.
Similarly, defining the probability measures R,, on Mp(R\ {0}) b

m 2m 2m) |k m
E (V37 081 = Vil 10871 1 cgem € 3

Rm() =
E (V7 0871 = Vi, 100™1)
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it follows that R,, converges weakly as m — oo to the distribution of the point process
> oeq, € Mp(R\ {0}), where

Zng = X1 Zgb@ +(1=x1) Z%;ﬁ
=0 =0 =0

with P(x; = 1) = p* and P(x; = 0) = p~. Hence, the assumptions of Davis and Hsing [7],
Theorem 2.7, are all satisfied. Let >/, €5y PE PRM(9) on [0, 00) x (R \ {0}) with

J(dt x dz) = dt x Kz """ 1(0,00) () da

and (3 77 €q,, Jken be an i.i.d. sequence with » 77 eq,, < =0 €qQ;, independent of
Y orey €,.p,)- Lhen Theorem 2.7, Corollary 2.4 and Remark 2.3 of Davis and Hsing [7]
imply that

ng/nan LX) :w> Zzgsk,QkJPk n MP([()’ OO) X (K\{O}))7 n— 00
k=1 5=0

(see also Lemma 4.1.2 in Hsing [18| for the connection between the convergence of the

PToCess D ;71 € /nazix,) and that of 57 e -1y asn — 00). Since
[e.o] o o o
DD SR T D D St i
€ 6hQus Pr) — (b B+ P
k=1 j=0 k=1 j=0

the result follows apart from the representation = (pT+p~)~!. To see the latter, suppose,
e.g., that 8; <0 and B3 > 0. Then

+ e K K K
~ ~ pT+p (_ﬁ1> — + 1 _1 _62 + (_ﬁl)
ptp = " +p =p ~+p ~ :
1— 055 1—p3 1 =03
On the other hand,
b =03, jeN, by =1, b = (-6, JEN,
so that
K K 11— 61{ + _ﬁ " ~ ~
+Z’bj)| +p Z|b1)| _ tp 2 (H 1) — 5+
52 1— 53
The other cases follow similarly. O

Having the point process convergence in Theorem 3.5, it is standard to derive many
results about the asymptotic behavior of the stationary sequence (Xj)ren,, such as con-

vergence of the maxima to extremal processes, the asymptotic distribution of the order
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statistics or of exceedances over high thresholds, or the determination of the extremal
index. We shall concentrate here on the latter. Recall that a stationary sequence (&x)ren
has extremal index p € (0,1], if there exist norming constants a, > 0 and b, € R, and
a non-degenerate distribution function G such that (3.41) holds for an associated 1i.1.d.

sequence @)keN with El 2 &1, and

lim P (anl (\/ &k — bn> < x) = G(z)? forall z € R.
k=1

Under weak mixing conditions (which are satisfied in our case), it is known that the recip-
rocal p~! of the extremal index can be interpreted as the mean cluster size of exceedances
over high thresholds. In particular, an extremal index of size 1 says that high exceedances
of a stationary sequence behave asymptotically like that of an i.i.d. sequence with the
same marginals, while an extremal index which is less than 1 shows that clusters occur. We
refer to Leadbetter et al. [20] and Embrechts et al. [12] for further information regarding

the extremal index.
The following result gives the asymptotic behavior of the maxima of the stationary
TAR(S, 1) model and its extremal index.

Corollary 3.6 Let the assumptions of Theorem 3.5 hold with (a,,)nen as defined in (3.42),

and denote M,, = maxy—1__n, X for n € N. Then for x > 0

7777

Pt (61)“33_5)

lim P(a,' M, < z) = exp(—0(p" +p~ (3;)")a™") = ———
i Py M, < ) = exp(- + p(57))a~) = exp (-2

n—oo

with p* and p~ as defined in (3.10) and (3.11). In particular, if p* > 0, then (X)gen,
has extremal index p =1 — (85)* — (B87)(55 )".

Proof. Applying the continuous mapping theorem for the functional
Ty : Mp([0,00) x (E\ {0})) — Ea Zg(tk:jk) = sup{ji : & < 1},
k=1

it follows from Theorem 3.5 that

a,'M, =Y = sup{bgj)P,:r + bgj)P,; tsp <1, j € No} (n — o0)
= sup{P, B, P, s, <1} =T1(N),

where N := "7 E(snpt) 1 Espp poy- Here, we used that sup{0,6) : j € No} = 1 and
sup{0, by je Ng} = ;. Since N is PRM(4)) with mean measure

I(dt x dz) = dt x K0(p" + p~ (B7)")x ™" L (0,00 () d,
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we conclude that for fixed x > 0

gijgo]?(a;an <z) = P(Y <2)=P(N((0,1] x (z,00)) = 0)
= exp{-0(p" +p (B)")z""}
The extremal index p of (X)gen, is then given by
_p 4 (B)" Pt
o b
which is the claim. 0J

=1—(8)" = (B7)"(B)",

We can also compute the asymptotic cluster probabilities P({; = j) of exceedances
X > apx of length j € N for fixed x > 0 explicitly, considering the limit behavior of
the rescaled times k/n for which X > a,z. This is done using the same arguments as in
Davis and Resnick [8], Section 3.D. We omit the proof.

Corollary 3.7 Let the assumptions of Theorem 3.5 hold with (a,)nen as defined in (3.42),
and suppose that p* > 0, 1i.e. pT+p~(7)" > 0. Let (Si)ken be the jump times of a Poisson
process with intensity 0(p™ +p~(87)")x™", x > 0 fixed. Let ({x)ren be an N-valued i.i. d.

sequence, independent of (S)xen, with distribution

pH(OF D) — (7)) 4+ p (B ) — (05)")

Fa=1= pr+p(B)"

for j € N,

where 1 = Zg‘” > 'Bg” > ... is the order statistic of the sequence (max{0, bgj)})jeNO and
By = béo) > bgl) > ... is the order statistic of the sequence (max{0, béj)})jeNO. Then

3 emartao (- X (@,00) = 3" Gies,  in Mp([0,00))  asn — .
k=1 k=1

Remark 3.8
() U pr=0F=...=08s=0€(—1,1)and a; = ... = ag = 0, then the process (3.9)
is a causal AR(1) process Xy = 0Xy_1 + Zi, which can be written as an infinite
moving average process Xy = Z;io (7 Z)._;. Tt is then easy to see that the results
obtained in this paper are in line with those of Davis and Resnick [8] for infinite

moving average processes with regularly varying noise.

(ii) Provided p™ > 0, the extremal index p of Corollary 3.6 is strictly less than 1 if and
only if B3 > 0 or 5132 > 0. In these cases, the TAR(S, 1) model can model clusters.

(iii) The value 6 is the extremal index of (| X|)ken,-
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4 Noise with at most exponentially decreasing tail

In this section we shall be interested in noise sequences which are lighter tailed than reg-
ularly varying functions, but whose tail is still not too light. Since distributions which are
not regularly varying and do not have a finite right endpoint can only be in the maxi-
mum domain of attraction of the Gumbel distribution if they are in the maximum domain
of attraction of some extreme value distribution at all, we shall concentrate on specific
i.1. d. noise sequences (Zy)ken, for which (3.41) holds with G(z) = A(z) = exp(—e~*) and
&k = Zi, which we denote by Z; € MDA(A). Besides the tail balance condition on Z;, we
shall look at distributions which are either subexponential or have a tail which is close to
that of an exponential distribution. More precisely, we shall look at distribution functions
F in the class L(7y) > 0 with v € [0, 00), i. e. distribution functions which satisfy F(z) < 1
for all x € R and for which

lim F(z +y)/F(x) = exp(—yy) (4.1)

T—00

holds locally uniformly in y € R. For v > 0 this means that F' has a tail which is
close to that of an exponential distribution. For v = 0 we need a further assump-
tion: a distribution function F' (defined on R) is called subezponential, if ' € L(0)
and lim, .., F * F(z)/F(x) = 2. The class of subexponential distributions will be de-
noted by S. For a random variable Z with distribution function F' we simply write
X € Sor Z € L(n) if F has the corresponding property. Subexponential distributions
and those which are in L£(y) for v > 0 are handy classes of (semi-)heavy tailed dis-
tributions, and the extremal and the tail behavior of infinite moving average processes
associated with such noise sequences have been studied by Davis and Resnick [9] and
Rootzén [26], respectively. Examples of distributions in MDA (A) NS include tails of the
form F(z) ~ exp{—x/(logz)?}, a > 0, or F(x) ~ Ka’e™®" where p € (0,1), K > 0
and b € R (z — 00), or the lognormal distribution. The class of subexponential dis-
tributions includes also those which have regularly varying tails, but these are not in
MDA(A). Examples in £(y) with v > 0 include distribution functions with tails of the
form F(z) ~ Kabe™® (z — oo) with K > 0, b € R, or certain generalized inverse
Gaussian distributions. Observe that £(y) C MDA(A) for v > 0 since by (4.1) equation
(3.41) holds with a, =~ ! and b, = F(1/n). Also observe that whether a distribution
function is in S N MDA(A) or in £(y) with v > 0, respectively, is completely determined
by its tail behavior. More precisely, if G(z) ~ c¢F(x) (z — oo) for some ¢ € (0, 00), then
F e SNMDA(A) or F' € L(7) implies the same for G; see Pakes [22], Lemma 2.4, for the
subexponential case (the case L£() follows from the definition of L£(7)).

As in Section 3 we shall first present the tail behavior of the TAR model if Z has the
described noise. But unlike there we do not have to restrict to specific TAR(S, 1) models
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to remain in the same noise class, but can handle the general TAR(S, ¢) model.

Proposition 4.1 (Tail behavior) Suppose that conditions DC and TB hold with p* >
0, and let (Xj)ken, be a stationary version of the TAR(S,q) process as given in (1.1).
Suppose further that Zy € L(vy) with v > 0, or that Z; € S " MDA(A), in which case we
put v := 0. Then Ee"X1=%1) js finite, and

P(X, > z) ~ B "20P(Z, > 1) as x — oo. (4.2)
In particular, if Zy € L(vy) or Z; € S N MDA(A), respectively, then so is X.

Proof. Similarly to and with the same notations as in Lemma 2.2 we obtain

P(| Xy — Zi| > 2) <P(|Xp+a—Z| >2) =P (Z 0iZ+ o > x) ,(4.3)
j=1
so that
 BXe-zZl>w) 1. E(EhwZi+a>c)
lim sup < — limsup — (4.4)
200 P(Zl > I) p+ z—00 P(Zl > I)

by condition TB. Since 0 < ¢; < 1 for j € N and (¢;) are exponentially decreasing, it
follows from Proposition 1.3 of Davis and Resnick [9] that the right hand side of (4.4)
is 0 if Z; € SN MDA(A) and TB is valid, and hence that (4.2) holds in the case Z; €
SN MDA(A) (v = 0) by Embrechts et al. [11], Proposition 1 (for subexponentials on R
see also Pakes |22, Lemma 5.1).

Now, suppose that v > 0 and that Z; € L(y). Together with TB this implies that
W7, € L(v/v) for 0 < ¢ < 1, so that Eef? < oo for 0 < 6 < 7. Observe that 0 < ; < 1
for j € N and that 3°7°, ¥; < oo. Choosing 0 < & < « such that (y +¢)"'(y —¢) >

max;en{t;}, it follows from (4.3) and Jensen’s inequality that

EetoX1i-21 < e(7+8)aHEe(v+6)wﬂj

j=1
o0 . ’Y+8,¢)j

< elrFe)a H (Eew_a)zj) T < o0,
j=1

But since Z; € L(v) if and only if et € R_.,, and since EeX1=2110+9) < oo it follows

from Breiman’s [4] result on products of regularly varying distributions that
P (eX1 > m) =P (eZ1 X1 > :L‘) ~ Ee' -2 p (eZ1 > :E) , as T — 00,

which is Equation (4.2) (the latter equation can also be derived from Proposition 1.1 of
Davis and Resnick [9] and Pakes [22], Lemma 2.1). O
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Similarly to the regularly varying TAR(S, 1) model, the tail of the TAR process is
equivalent to the tail of the noise. Next, analog to the regularly varying case we show
the convergence of a sequence of point processes. In contrast to Theorem 3.5 we obtain
the convergence to a Poisson random measure. Thus, this model cannot exhibit extremal

clusters.

Theorem 4.2 (Point process behavior) Suppose that conditions DC and TB hold
with p™ > 0, and let (Xy)ren, be a stationary version of the TAR(S, q) process as given
in (1.1). Suppose further that Z, € L(vy) with v > 0, or that Z; € S N MDA(A). Let

a, >0 and b, € R be sequences of constants such that

lim nP(Xy > a,z +b,) =exp(—z) forxz € R.

n—oo

Then as n — oo,

ng:/na Y X —bn :>Z€Skpk) in Mp([0,00) x R),
k=1 k=1

where Y . | €s,.p,) is a PRM(dt x e *dx).

Proof. First, we investigate the case Z; € L(v) with v > 0. Let uw,, = a,x + b,, n € N.
Since (Xy)gen, is geometrically strongly mixing by Lemma 2.1, the mixing condition
D, (u,) of Leadbetter et al. [20], Theorem 5.5.1, holds for (Xj)ken,. It remains to show

the anti-cluster condition D'(u,), i.e.

[n/k]
lim lim n P(X; > u,, X1 > u,) = 0.

k—o00 n—00

j=2
By Lemma 2.2 we have
Ln/k] ln/k) B
n Z P(X; > uy, X1 > u,) <n Z P(X; > up, X1 > uy).
j=2 Jj=2

Furthermore, P(X; > u,) ~ CP(X; > u,) as n — oo and some constant C' > 0 by
Proposition 4.1. Analog to the proof of Theorem 7.4 in Rootzén [26] (cf. Fasen et al. [16],
proof of Lemma 2) we have that the MA process (X)ren, satisfies the D' (u,) condition,
and, hence, also (Xj)ken, satisfies the D’(u,,) condition. The conclusion then follows by
Leadbetter et al. [20], Theorem 5.5.1.

In the remaining case Z; € SAMDA(A) the conclusion follows from Fasen [15], Propo-
sition 9, and (4.3)-(4.4), which converges to 0 as x — 0. O
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We can now obtain the behavior of the running maxima of the stationary sequence
and hence identify the extremal index to be equal to 1, which implies that the model
cannot exhibit clusters on high levels in this case. We omit the proof, which is along the
lines of that of Corollary 3.6.

Corollary 4.3 Let the assumptions of Theorem 4.2 hold and M, = maxy— ., X} for
n € N. Then

lim P(a,' (M, —b,) < z) =exp(—e™™) forz €R.

n—oo

In particular, the extremal index of (X})gen, is equal to 1.

5 Conclusion

We have shown that stationary TAR models with noise in SMMDA(A) or £(7y) with v > 0
are tail equivalent to their noise sequence, and that they have extremal index equal to one,
hence cannot cluster. On the other hand, if the noise sequence is regularly varying, then
the tail is in general only O-regularly varying, but for TAR(SS, 1) models with intervals as
partitions it is tail equivalent to its noise (in particular it is regularly varying). Moreover,
in this case the extremal index is less than 1 in many cases depending on the coefficients
of the TAR model. In those cases the TAR(S, 1) model can exhibit cluster behavior.

It would be interesting to obtain similar results for noise sequences which are super-
exponential, such as distribution functions F with tails like F(z) = Ka®exp(—aP) for
p € (1,00). However, already the analysis for infinite moving average processes with such
noise sequences is very involved and has been carried out by Rootzén [26,27]. See also
Kliippelberg and Lindner [19] for such moving average processes. But for the TAR model,
due to the nonlinear regime switch, it seems an open problem how to determine the pre-
cise tail behavior of the stationary TAR model even for Gaussian noise, apart from simple

situations such as symmetric TAR models.
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