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Invariance principles for fractionally
integrated nonlinear processes™
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Abstract: We obtain invariance principles for a wide class of fractionally in-
tegrated nonlinear processes. The limiting distributions are shown to be frac-
tional Brownian motions. Under very mild conditions, we extend earlier ones
on long memory linear processes to a more general setting. The invariance
principles are applied to the popular R/S and KPSS tests.

1. Introduction

Invariance principles (or functional central limit theorems) play an important role in
econometrics and statistics. For example, to obtain asymptotic distributions of unit-
root test statistics, researchers have applied invariance principles of various forms;
see Phillips (1987), Sowell (1990) and Wu (2006) among others. The primary goal
of the paper is to establish invariance principles for a class of fractionally integrated
nonlinear processes. Let the process

Ut :F( ,€t_1,€t), teZ, (11)

where ¢; are independent and identically distributed (iid) random variables and F'
is a measurable function such that u; is well-defined. Then w; is stationary and
causal. Let d € (—1/2,1/2) and define Type I fractional I(d) process X; by

(1-B) Xy —p)=u, t€Z, (1.2)

where p is the mean and B is the backward shift operator: BX; = X;_1. The Type
II I(d) fractional process is defined as

(1= B)! (Y, = Yo) = wd(t > 1). (1.3)

where Y[ is a random variable whose distribution is independent of ¢. There is
a recent surge of interest in Type II processes [Robinson and Marinucci (2001),
Phillips and Shimotsu (2004)] and it arises naturally when the processes start at
a given time point. The framework (1.1) includes a very wide class of processes
[Wiener (1958), Rosenblatt (1971), Priestley (1988), Tong (1990), Wu (2005a), Tsay
(2005)]. It includes linear processes u; = 7= bje;—; as a special case. It also
includes a large class of nonlinear time series models, such as bilinear models,
threshold models and GARCH type models [Wu and Min (2005), Shao and Wu
(2005)]. Recently, fractionally integrated autoregressive and moving average models
(FARIMA) with GARCH innovations have attracted much attention in financial
time series modeling [see Baillie et al. (1996)]. In financial time series analysis, the
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/Fractional Invariance Principles 2

conditional heteroscedasticity and long memory are commonly seen [Hauser and
Kunst (1998), Lien and Tse (1999)]. The FARIMA-GARCH model naturally fits
into our framework.

Most of the results in the literature assume {u;} to be either iid or linear pro-
cesses. Recently, Wu and Min (2005) established an invariance principle under (1.2)
when d € [0,1/2). The literature seems more concentrated on the case d € (0,1/2).
Part of the reason is that this case corresponds to long memory and it appears in
various areas such as finance, hydrology and telecommunication. When d € (1/2, 1),
the process is non-stationary and it can be defined as 22:1 X, or 22:1 Y, where
X, and Y; are Type I and Type II I(d — 1) processes, respectively. Empirical evi-
dence of d € (1/2, 1) has been found by Byers et al. (1997) in the poll data modeling
and Kim (2000) in macroeconomics time series. Therefore the study of partial sums
of I(d), d € (—1/2,0) is also of interest since it naturally leads to I(d) processes,
d € (1/2,1). In fact, our results can be easily extended to the process with fractional
index p+d, pe N, de (—-1/2,0)U (0,1/2) [cf. Corollary 2.1].

The study of invariance principle has a long history. Here we only mention
some representatives: Davydov (1970), Mcleich (1977), Gorodetskii (1977), Hall and
Heyde (1980), Phillips and Solo (1992), Davidson and De Jong (2000), De Jong and
Davidson (2000) and the references cited therein. Most of them deal with Type I
processes. Recent developments for Type II processes can be found in Marinucci
and Robinson (1999a), Wang et al. (2002) and Hosoya (2005) among others.

The paper is structured as follows. Section 2 presents invariance principles for
both types of processes. Section 3 considers limit distributions of tests of long
memory under mild moment conditions. Technical details are given in the appendix.

2. Main Results

We first define two types of fractional Brownian motions. For Type I fractional
Brownian motion, let d € (—1/2,1/2) and

Ba(t) = ﬁ / T - 93— {(—9) ) dB(s), tER,

— 00

where (t)4+ = max(t,0), IB(s) is a standard Brownian motion and

A(d) = {2d1+1 + /Ooo[(l +5)% — sd]2d3}1/2 .

Type II fractional Brownian motion {Wy(t), t > 0}, d > —1/2, is defined as
t
Wa(0) =0, Walt) = (2d+ 1)1/2/ (t — 5)LdIB(s).
0

The main difference of IB,(¢) and Wy(t) lies in the prehistoric treatment. See Marin-
ucci and Robinson (1999b) for a detailed discussion of the difference between them.
Here we are interested in the weak convergence of the partial sums 7;, = ZZ1 X;
and T, = Y | Y;. Let D0, 1] be the space of functions on [0, 1] which are right con-
tinuous and have left-hand limits, endowed with the Skorohod topology (Billingsley,
1968). Denote weak convergence by 7=".

For a random variable X, write X € £P (p > 0) if || X, := [E(|X|?)]'/? < oo
and ||| = || ||2- Let Fy = (- ,e¢1—1,&¢) be the shift process. Define the projections
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/Fractional Invariance Principles 3

P by PeX = E(X|Fx) — E(X|Fx_1), X € L. For two sequences (a,), (by),
denote by a, ~ b, if a,/b, — 1 as n — oo. The symbols “—p” and “—p”
stand for convergence in distribution and in probability, respectively. The symbols
Op(1) and op(1) signify being bounded in probability and convergence to zero in
probability. Let N(u,02) be a normal distribution with mean p and variance o2.
Hereafter we assume without loss of generality that E(u;) = 0, p = 0 and Yy = 0.
Let {e},,k € Z} be an iid copy of {ex, k € Z} and F; = (F_1,¢€(,€1,--.,€k)-

Theorems 2.1 and 2.2 concern Type I and II processes respectively. Using the
continuous mapping theorem, Theorems 2.1 and 2.2 imply Corollary 2.1 which deals
with general fractional processes with higher orders. For d € (—1/2,0), an undesir-
able feature of our results is that the moment condition depends on d. However, this
seems to be necessary; see Remark 4.1. Similar conditions were imposed in Sow-
ell (1990) and Wang et al. (2003). Theorem 2.2 extends early results by Akonom
and Gourieroux (1987), Tanaka (1999) and Wang et al. (2002), who assumed u; to
be either iid or linear processes. See Marinucci and Robinson (1999a) and Hosoya
(2005) for a multivariate extension.

THEOREM 2.1. Let uy € L9, where ¢ > 2/(2d+ 1) if d € (—1/2,0) and g = 2 if
d € (0,1/2). Assume

Z ||790uk||q < 00. (2.1)
k=0

Then ¢j := 37— ; Pjug € L and, if ||Col| > 0,

T

172 = k1(d)By(t) in D[0,1], where r1(d) = w (2.2)

r'd+1)"

REMARK 2.1. Note that ||(o]|? = 27 f.(0), where f,(+) is the spectral density func-
tion of {u;}; see Wu (2005b) and Wu and Min (2005) for the details.

THEOREM 2.2. Under the conditions of Theorem 2.1, for type II processes, we have

17, , 2d +1)~1/2
ﬁ = r2(d)Wy(t) in D)0, 1], where r2(d) = |Co||§(d + 1)) : (2.3)

By the continuous mapping theorem and the standard argument in Wang et al.
(2003), we have the following corollary.

COROLLARY 2.1. Let uy satisfy conditions in Theorem 2.1; let d € (0,1/2) U
(=1/2,0) and p € N. [a] Define the process Xy by (1 — B)PT4X; = u,. Then
(i). n= WPV X, = ki (d)Bay(t) in DI0,1];
(ii). n~(HeH/2 S X5 = ey (d) Bapsa (1) in D)0, 1;
(iii). n= 2P U X2 = 12(d) [ [Ba,p(s))2ds in D0, 1].
Here Bg p(t) ts defined as

Bap(t) = t ot t B(t), p=1
d’p Jo Jor - fy? Baty)dtydty - - dt, 1, p>2.

[b] Define the process Y, by (1 — B)P*9Y, = w,1(t > 1). Then similarly
(i). n= P12V = ko (d)Wagp—1(t) in DO, 1];
(ii). n= (P2 ST Y o ko (d) W (t) in DJO, 1];
(iii). =20 ST V2 = 63(d) [ [Warp-1(s)]%ds in D)0, 1],

imsart-loms ver. 2005/10/19 file: fipfeb3.tex date: February 12, 2006



/Fractional Invariance Principles 4

We now discuss condition (2.1). Let gx(Fo) = E(ux|Fo) and d4(k) = ||gr(Fo) —
9k (F§)|lg- Then 64(k) measures the contribution of €y in predicting uy. In Wu
(2005a) it is called the predictive dependence measure. Since ||Pougllq < dq(k) <
2||Poukllg (Wu, 2005a), (2.1) is equivalent to the g-stability condition (Wu, 2005a)
Y0 0q(k) < oo, which suggests short-range dependence in that the cumulative
contribution of €¢ in predicting future values of uy is finite. For a variety of nonlinear
time series, d,(k) = O(p*) for some p € (0,1). The latter is equivalent to the
geometric moment contraction (GMC) [Wu and Shao (2004), Wu and Min (2005)].
Shao and Wu (2005) verified GMC for GARCH(r, s) model and its asymmetric
variants and showed that the GMC property is preserved under ARMA filter. In
the special case uy = Yoo bree—k, (2.1) holds if Y72 |bp| < oo and &1 € LY.

3. Applications

There have been a large amount of work on test of long memory under short memory
null hypothesis, i.e. I(0) versus I(d), d € (0,1/2). For example, Lo (1991) introduced
modified R/S test statistics, which admits the following form:

k k

1 , . _
Qn = o ) (Xj — Xn) — R (Xj —Xn) ¢,
’ Jj=1 j=1
where X,, = n~! 2?21 X is the sample mean and w,; is the long run variance
estimator of X;. Following Lo (1991),

n

l .
1 7 J s
j=1

j=1

where §; = %Z?;lj(Xi —Xn)(Xitj — Xn), 0 < j < n.The form (3.1) is equivalent
to the nonparametric spectral density estimator of { X} evaluated at zero frequency
with Bartlett window (up to a constant factor). Here the bandwidth satisfies

l=1(n) —ocand l/n — 0, as n — oo. (3.2)

Lee and Schmidt (1996) applied the KPSS test (Kwiatkowski et al. 1992) for I(0)
versus I(d), d € (—1/2,0) U (0,1/2). The test statistics has the form:

2

with w? ; given by (3.1). Lee and Schmidt showed that the test is consistent against
fractional alternatives and derived its asymptotic distribution under the assumption
that u; are iid normal random variables. Giraitis et al. (2003) investigated the
theoretical performance of various forms of nonparametric tests under both short
memory hypotheses and long memory alternatives. In a quite general setting, we
obtain asymptotic distributions of R/S and KPSS test statistics under fractional
alternatives.

THEOREM 3.1. Suppose that Xy is generated from (1.2) and u, satisfies (2.1) with
some q > max(2,2/(2d 4+ 1)). Assume (3.2). Then

lidefhl —p Kk2(d). (3.3)
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/Fractional Invariance Principles 5

Consequently, we have

14 _ o
—ariz@n —D osglirg)l]Bd(t) - oéﬂlille(t)’ (3.4)

where By(t) is the fractional Brownian bridge, i.e. By(t) = By(t) — tBy(1), and

1
%Kn HD/O (Bq(t))%dt. (3.5)

REMARK 3.1. For d € (0,1/2), Giraitis et al. (2003) obtained (3.4) under the joint
cumulant summability condition

sup Z lcum(Xo, X5, X, Xs)| = O(n*?). (3.6)
h

r,s=—mn

For linear processes, (3.6) can be verified. But for nonlinear fractional processes
(1.2), it seems hard to directly verify (3.6). In contrast, we only need to impose
g-th (¢ > 2) moment condition when d € (0,1/2). Our dependence condition (2.1)
can be easily verified for various nonlinear time series models [cf. Wu and Min
(2005) and Shao and Wu (2005)].

4. Appendix

LeEMMA 4.1. Let a; = i7P(i), i > 1, where € is a slowly varying function and
B> 1/2;letq > (3/2—08)"Lifl < B <3/2andq =2if1/2 < B < 1;
let o, = A(1 — B)n*?=PU(n)/(1 — B) and &, = (3 — 28)"'/?n%/2=Pe(n)/(1 — p).
Assume either (1°) 1< 3<3/2, Y. 2qa; =0 or (2°)1/2 < 3 < 1. Let

nj = G( .. ,Ej_l,é‘j), jeZ, (41)

be a martingale difference sequence with respect to q(- S E5-1,E5)- Assume n; € L9.
Let Yy =32 am—i, Y = Zg;& aifj—i, Si =521 Yy, 8¢ =325, Y7 Then we
have [a] 0, S nt) = |InolBsj2—p(t) in D[0,1] and [b] &leSfmJ = |In0l|Ws5/2-5(t)
in D[0, 1].

Proof of Lemma 4.1. [a] Consider (1°) first. For the finite dimensional convergence,
we shall apply the Cramer-Wold device. Fix 0 < #; <tz < 1 and let m; = [ntq |
and mo = |nts|. Let A; = Z;:Oaj ifi>0and 4; =0if i <0. For A,z € R let

)‘(Amlfszrl — Al*m2> + :U‘(Al — Al*m2)

Cnil = )

On
R = DR R A (- )

Then (ASm, + 1#Sm,)/0n = D o0 Cn,ilims—t has martingale difference summands
and we can apply the martingale central limit theorem. By Karamata’s Theorem,
Ay == a5~ n'=P¢(n)/(B — 1). Elementary calculations show that

o0
Zcil — Jg\“ and sup|c, | — 0 as n — oc. (4.2)
—o 1>0
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/Fractional Invariance Principles 6

Let Vi = E(n2,, _;|Fm,—i—1)- By the argument in the proof of Theorem 1 in Hannan
(1973), (4.2) implies that Y =, Ci,le — af\# in £'. For completeness we prove it
here. Let w > 0 be fixed, V] = Vi1ly,<, and V) =V, — V/. By (4.2),

2

o0
< lim sup Z cfulc,zl_’ldcov(vol, Vi)l =0

n—oo LI'=0

lim sup

n—oo

> (V- EW)
=0

since limy .o cov(Vy, V})) = 0. Therefore, using V; =V 4+ V), again by (4.2),

limsup E Z c2,(Vi—EV))| < limsupE Z (V" —EV)
< QIimsuchi’lEV}” — 0 as w — 00.

n—oo

1=0
Under (4.2), for any & > 0, Y35 E{|c} m2,, 1[1ic, i, _11>6} — 0. So the finite
dimensional convergence holds. By Proposition 4 of Dedecker and Doukhan (2003),

oo

153 < 2allmoll3 D (A — Aj-n)* = O(a7).

J=1

By Theorem 2.1 of Taqqu (1975), the tightness follows. (2°) Note that ||.S,|| ~
llmol|on, the conclusion similarly follows.

[b] The finite dimensional convergence follows in the same manner as [a]. For
the tightness, let 1 < m; < mg < n, by Proposition 4 in Dedecker and Doukhan
(2003),

m2—1

155, = Spai I3 < 2allmoll D (45 = Ajma—mi)* = OG iy, )-
§=0

With the above inequality, using the same argument as in Theorem 2.1 of Taqqu
(1975), we have for any 0 < t; <t < t5 < 1, there exists a generic constant C
(independent of n,t1,¢ and tq), such that for g € (1/2,1),

E(|Sf0t) = Suty | [1STnt) = Siar) 1) < Conlta — t2)*72°
and for § € (1,3/2),

E|antj - <[ntlj ‘q/2|ant2J - fnt] ‘q/2 < O&Z(tQ - tl)q(g/Qiﬁ)'
Thus the tightness follows from Theorem 15.6 in Billingsley (1968). O

REMARK 4.1. Under (1°) of Lemma 4.1, the moment condition n; € £, ¢ >
(3/2 — B)~1, is optimal. and it can not be reduced to n; € L®, g0 = (3/2 — §) L.
Consider the case in which n; are iid symmetric random variables and P(|ny|? >
g) ~ g '(logg)™? as g — oo. Then n; € L®. Let ¢(n) = 1/logn, n > 3.
Elementary calculations show that o, ! maxi<;<, ;| — oo in probability. Let
Y] = Y;+mn; —mnj-1 and S = 375, V]. Then the coefficients a} of Y] also
satisfy the conditions in Lemma 4.1. The two processes U,leLntJ and a;ls’LmJ,
0 <t <1, cannot both converge weakly to fractional Brownian motions. If so, since
max;<n, |7; — Mo| < max;<y, |S;| + max;<, |S§\, we have max;<, [n;| = Op(o,),
contradicting o;, ' max <<y |1;| — oo in probability. Similar examples are given in

Wu and Min (2005) and Wu and Woodroofe (2004). O
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/Fractional Invariance Principles 7

Proof of Theorem 2.1. Let a; =T'(j +d)/{T'(d)T'(j + 1)}, j >0, and Ay = Zf:o a;
if k>0 and 0 if k£ < 0. Note that 8 =1 — d. Then X; = Z?io ajui—j. By (2.1),
Cj = Zfi] Pjui € L. Let M, = 22‘;1 Gis Sn = 2?21 Yj» Yj = Z;ﬁo a’iCj—ia U, =
> u; and R, =T, — S,,. By Theorem 1 in Wu (2005b), ||U,, — M, |, = o(v/n).
By Karamata’s theorem and summation by parts, we have

3m
||Rm||q S Z(Az - Ai—m)(um—i - Cm—z)
=0 q
HOST (A= A (i — i)
1=3m-+1

q

= DA = Ai) — (Aimr = A lo(Vi)

+ > (A= Aimp) = (Ais — Aimi_)|o(Vi) = o(om).

i=3m+1
By Proposition 1 in Wu (2005b),

k
< ZQ(’C*T)/QHRQ,.
q r=0

since ¢ > 2/(2d 4 1). So the limit of {1/, /0,0 <t < 1}, if exists, is equal to the
limit of {S|,4)/0n,0 <t < 1}. By Lemma 4.1, the latter has a weak limit. So (2.2)
follows. ¢

k

0= 207 10(0y0) = ooan),

=0

H max |Ry,|
m<2k

Proof of Theorem 2.2. As in the proof of Theorem 2.1, let S = 22‘:1 Y7 and
RS, =10 — S¢.. By Karamata’s theorem,

1R?, 40 = Rellg < D147 = Aj-1lo(V/5) = 0(@m)-
j=1

Again by the maximal inequality [Proposition 1 in Wu (2005b)],

p Tok—r 1/q
(S| I 9l D ST
= q r=0 | j=1
k
> 2 0(Gar) = 0(Gar),
r=0
which proves the theorem in view of Lemma 4.1. O

Proof of Theorem 3.1. If (3.3) holds, by the continuous mapping theorem, Theorem
2.1 entails (3.4) and (3.5). In the sequel we shall prove (3.3). Note that

n—j

n l .
1 2 J S
2 _ 2 2 § § Y. . Y2
’UJnJ = g : X] + E : (1 — l-’—]_) : XZXZ+] Xn
Jj=1 j=1 i=1
> l . n—j G2 1 .
2X, j 2X J .
- R—— Xi + Xiy; n 1- 2 ) (n-
n Z( l—&—l);( + Xitg) + n ;( l+1>(n 7)

= Iln _X1?L+IZ7L-
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/Fractional Invariance Principles 8

Since |X,| = Op(n?=12), 1724 X2 + |I,|) = Op((I/n)'~ 2d) = op(1). Thus it
suffices to show that 17211y, —p k}(d). Let V; = Y0, X;, V; = 301 X;,
1 < j <, then a straightforward calculation shows that Iy, = Jln + Jan,, where

2
n 7 l
1
Jin = > Y X5 | Jn = V7).
= 0 e 2. 2 it
i=l+1 \j=i—I ]:1

Corollary 2.1 implies that Z] 1 j = Op(I??*2). Since Z;Zl ‘71‘2 has the same
distribution as ijl V2 we have J, = Op(1??2/(In)) = op (1*?).

It remains to show l 2], —p K2(d). Let ¢ = Zf; Pju; € L9, My, = >0, G,
Up = >iyu; and ry = sup;s,, |U; — M;l|/y/j. Then 7, — 0 and it is non-
increasing. Let L = |min{v/nl, l(rﬂ)l/(_l_zd)}J. Then | = o(L) and L = o(n).
Let

L L
Wi = Z(Ai — A )uj—g, Qi = Z(Ai —Aii-1)C
i=0 i=0
and S;; = Zg:];lXi. Then Jy, = ﬁ E;‘l:lJrl S’il. Since /L — 0,
1S5 =Wiall = || D (Ai— Aici1)u;
i=L+1
< l > (Ai- Ai—l—l)ﬂ > IPowl| = o(er).  (4.3)
i=L+1 t=0
By the definition of L, using summation by parts, we have
L
IWis— @il < D I(Ai— A1) = (Aisy — Aio)|riVi
i=1
< rp S dalvi Zzwazm —ol). (44)
i=1+V1

Now we shall show
n
E (Y {Q}, — E(@})}] = o(no?). (4.5)
=1

Since 7y, := E|E(G|F-m) — E(¢3)] — 0 as m — oo,

L
E[E(Q314 1 Fork—21) — B(@3pp)| < D (Ai— A1)’ map—i = o(07) (4.6)

i=0
Let Dy = Q31 —E(Q3 14 | Fork—2r), k= 1,...,b = |n/(2L)]. Set C; = 18¢*/>(¢—
1)~/2 and ¢’ = min(q,4). By Burkholder’s inequality,

b

>

k=1

< Cq/2b2/ql||Dk||q/2 < 2Cq/2b2/q/||Q2Lk,l||3

q/2
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/Fractional Invariance Principles 9
= b¥90(0?) = o(bo?). (4.7)

Thus (4.5) follows from (4.6) and (4.7). By (4.3), (4.4) and (4.5),
E Z{sz,z - E( ?1)} < ZE|532,1 - 3l| + o(not) = o(nat)
j=1 j=1
which completes the proof since E(Q3 ;) ~ o7/l %
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