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WEAK CONVERGENCE TO
DERIVATIVES OF FRACTIONAL
BROWNIAN MOTION

S@REN JOHANSEN
University of Copenhagen and CREATES

MOoRTEN @DRREGAARD NIELSEN
Aarhus University

It is well known that, under suitable regularity conditions, the normalized fractional
process with fractional parameter d converges weakly to fractional Brownian motion
(fBm) for d > % We show that, for any nonnegative integer M, derivatives of order
m=0,1,...,M of the normalized fractional process with respect to the fractional
parameter d jointly converge weakly to the corresponding derivatives of fBm. As an
illustration, we apply the results to the asymptotic distribution of the score vectors
in the multifractional vector autoregressive model.

1. INTRODUCTION

The p-dimensional fractionally integrated process of Type II (e.g., Marinucci and
Robinson, 1999) is given by

t—1 t
AVE=(1-DVE =) mEa=) madE, =12 a
n=0 n=I

This expression defines the operator A7? = (1 —L);“ as a finite sum, and the
fractional coefficients m,(d) are defined by the binomial expansion of (1 — 7).
That is,

mu(d) = (—1)'1(_”(1) =d(d+1)...(d+n—1)/n!~cn®"

with “~”” denoting that the ratio of the left- and right-hand sides converges to 1.
The parameter d is called the memory parameter, which we assume satisfies d > %
Throughout, & is a p-dimensional linear process,

&=Clye, = ) Gy, 2)
Jj=—00
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for some p x p coefficient matrices C; and a p-dimensional innovation sequence,
&, which is independently and identically distributed (i.i.d.) with mean zero and
variance matrix X (precise conditions will be given in Section 3).

We define the normalized process Zz,j(d) = T'?>~¢ ATz, for d > 1 and
r € [0,1], where |-] denotes the integer part of the argument. The functional
central limit theorem' for Z,1+(d) was proved by Akonom and Gourieroux (1987)
for autoregressive moving-average processes &, and by Marinucci and Robinson
(2000) for linear processes &, with coefficients satisfying a summability condition
(see Assumption 1). In particular, these authors showed that

\Tr|—1 ,
Zing @) =T Y @iy = T@ ' [ =9 taw(s) = Woa)
0

n=0
3)

where I'(-) is the Gamma function, W is Brownian motion with variance matrix
c(Hhzcy, cQ) = Zf'i_oo Cj, and “=" denotes weak convergence in the
space of cadlag functions on [0, 1] endowed with the Skorokhod topology (see
Billingsley, 1968, for a general treatment). That is, the normalized process Z, 7, (d)
converges weakly to fractional Brownian motion (fBm), W(r; d), which is also of
Type II (see Marinucci and Robinson, 1999, for a detailed comparison of Types I
and II fBm).

In fact, the results in Marinucci and Robinson (2000) also imply weak con-
vergence of the derivative of A;dE,, suitably normalized. We use D} to denote
the mth-order derivative with respect to d. Differentiating term by term, we find
Dy, (d) = m,(d) Zz;é (k+d)~" (see Appendix A of Johansen and Nielsen, 2016,
for additional details on the fractional coefficients and their derivatives). With this
notation, Marinucci and Robinson (2000) proved that

Zipy (d) = T~ (10g T) "' D4ATE 7

L7r]—1 n—1
=7 log D)™ Y wuld) Y (k+d) im0 = Wrsd). @
n=1 k=0

Thus, because of the factor ZZ;(]] k+d)~' ~ logn, a different normalization is
needed, but the weak limit is still fBm.
Related to (3) and (4), Hualde (2012) showed the limit result>

[ Tr]—1 T
Hige)(d) =T )" m,(d) (—Z(Hdr‘)sm,1:»A<r;d>, )
n=0 k=n

IEven earlier results were available for the so-called Type I process (e.g., Davydov, 1970; Taqqu, 1975).

2There is a missing minus sign in either (6) or (8) in Hualde (2012). Of course, this is irrelevant for the marginal
distribution of A(r; d) because A(r; d) is a zero-mean Gaussian process. However, the sign is critical when considering
the joint distribution of A(r;d) and W (r;d), for example.
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where A(r;d) = T'(d)~! forlog(r —85)(r —5)¥'dW(s) was denoted a “modified
fBm.” The derivation of (5) was motivated by a regression analysis of so-called
“unbalanced cointegration,” where the process A(r;d) enters in the asymptotic
distribution theory (see Hualde, 2012, 2014). Note, however, that A(r;d) =
I ~'(d)Dy(T' (d)W(r;d)) is not the derivative of fBm.

In this paper, we prove related results for weak convergence of the derivatives
with respect to d of Z 7, (d) to corresponding derivatives of fBm. Differentiating
term by term as in (4), we find

t—1 t—1 n—1
DaZ(d) =Y Da(T"* ())&, =T"** Z(— logT+ ) 1 ) ()€

n=0 n=0 k=0 k + d
(6)

In the general case, the coefficients in the linear representation of D}/ Z,(d) will be
calculated by recursion (see Section 4 and Lemma 1). Note the relation

DaZ/(d) = (log T)(Z (d) — Z,(d)). 7

In recent work, Johansen and Nielsen (2021) generalize earlier work on sta-
tistical inference in the fractionally cointegrated vector autoregressive model
(Johansen and Nielsen, 2012b) to allow each variable in the multivariate process to
have its own fractional parameter (integration order). They call this the “multifrac-
tional” cointegrated vector autoregressive model. One interpretation of this model
is a generalization of Hualde’s (2012) bivariate unbalanced cointegrated regression
model to a multivariate system framework. Johansen and Nielsen (2021) show
that, in this setting, the derivative D;Z| 7, (d) and its weak limit D, W (r; d) play an
important role in the asymptotic distribution theory for the maximum likelihood
estimators of the fractional parameters. We present some details of this analysis in
Section 5 to motivate and apply our results.

In Section 3, we show that the result (5) of Hualde (2012) can be generalized
to allow for weights (— ZZ:n (k+d)~")™ for any integer m > 0. In Section 4, we
use this result together with (3) of Marinucci and Robinson (2000) to show weak
convergence of D}/Z,7;| (d) to derivatives of fBm. The application of our results to
the multifractional cointegration model is given in Section 5, and some concluding
remarks are given in Section 6. In the next section, however, we first consider
m = 1, because the arguments simplify substantially in that case.

2. WEAK CONVERGENCE OF THE DERIVATIVE D;Z, 7y (d)

In this section, we apply the results of Marinucci and Robinson (2000) in (3) and
Hualde (2012) in (5) to show that the first derivative of the fractional process, i.e.,
DuZ 7y (d), converges weakly to DyW(r;d). Precise conditions under which the
results hold will be stated in Section 3 before we give the general results.
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The derivative DyZ| 7, (d) is rewritten, using (6) and Y1) (k4+d) ™' = Y"1 _, (k+
A =Y k+d) ! as
| Tr]—1

DuZiz(d) = Y (DgT"*11,(d))& 11—
n=0

\Tr)—1 T
= Z TV, (d) (—10gT+Z(k+d)l) E\Tr)—n

n=0 k=0

[Tr]—1 T
+ Y TV ) (—Z(Hd)“)smn

n=0 k=n

T
= (—logT+Z(k+d)_l)ZLTrJ(d)-i-HLm(d)- ®
k=0
Here, Z|1,)(d) = W(r;d) and H|5|(d) = A(r;d) by (3) and (5), respectively.
Strictly speaking, (3) and (5) need to hold jointly, but that is a consequence of
Theorem 1.

To evaluate the factor —logT + ZZ:o(k +d)~! in (8), recall the following
definition and series expansion of the Digamma function,

¥(d) =Dylogl'(d) =~y — Y (k+d)™' —(k+ 1)) ford £0, —1,...,
k=0

where y = limfﬁoo(z,{:] K — logT) =0.577... is the Euler-Mascheroni con-
stant (see Abramowitz and Stegun, 1972, eqns. (6.3.1) and (6.3.16)). We then find

that
T T T—1 T
—logT—i—ZL =— logT—Zk_1 - Z(k—i— n! —Z(/’c—i-d)_1
k=0 k+d k=1 k=0 k=0
=y =Y (k+ D' = (k+d)™) = -y (. ©)
k=0

Finally, we prove that

Dy /0 r(r—s)d_ldW(s) = /0 rlog(r—s)(r—s)d_ldW(s) ford > 1/2. (10)
By definition of the derivative,

Dy Or(r—s)“dms) - fo log(r— 5)(r— )1 dW(s) = lim K4(8),

where

K (8) =8"" /r(r—s)d*l((r—s)(S — 1 —8log(r—s))dW(s).
0
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By the mean value theorem,
§ 1 2 2 §* *
(r—s)°—1—38log(r—s) = 58 log“(r —s)(r—s)° for |8%| < |$|.
Hence, we find, using the Frobenius norm ||A|| = (tr{A’A})!/?,
1 " ¥
[ Var(Ky(8)) | = 78 [Var(W (1) / log*(r —5)(r — 5)* > ds
0
< 082/ log4 (r—s)(r— s)z‘l_z_z"s'ds = 6‘52/ (log4 s)s‘5‘s2d_2_3|5|ds
0 0
< c62/rszd’2’3“”ds = 822173l 5 0 as § — 0,
0

because 2d — 1 > 0. This proves (10).
Combining these results, it follows that

DuZ\1r)(d) = = (d)W(r;d) +A(r;d)

=T @ / r(—wd)+1og(r—s>)(r—s)d”dvv(s>
0

= / ' Da(T(d) ™" (r— )" 1dW(s) = D,W(r; d). (11)
0

Thus, the first derivative of the fractional process Z| 7, (d) converges weakly to the
first derivative of the fBm W(r;d). Interestingly, the above arguments leading to
(11) required only the weak convergences in (3) and (5) (jointly) together with
some well-known results regarding the Digamma function. Consequently, our
result (11) holds whenever (3) and (5) hold jointly. In the next two sections, we
will prove the corresponding result for derivatives of any order under precisely
stated conditions.

3. A GENERALIZATION OF THE RESULT OF HUALDE (2012)

In this section, we generalize the result (5) of Hualde (2012). To this end, we define
the processes

LTr]—1 T m
Hp 17 (d) =T"** " 7,(d) (—Z(ker)") Elzri—n
n=0 k=n
|77 ] T "
=T "wipad) | = Y kD)7 | & m=0.12..,
n=1 k=|Tr|—n

(12)

so that Z| 7, (d) = Hy,|1+)(d) and H 7| (d) = H|,|1+)(d). In Theorem 1, we find the
joint weak limit of H,, |7)(d), m=0,1, ..., M, for any nonnegative integer M, but
first we state our assumptions.
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Assumption 1. The p-dimensional process &, is such that

Z Cier_j. Z Z ICcl* + 1Cil?) <

j=0 k=j+1

where the C; are p x p deterministic matrices and C(1) =Y~ j=—00

C; has full rank, p.

Assumption 2. The p-dimensional process ¢, in Assumption 1 is i.i.d. with
E(e) =0, E(ee) =%, El&l?< oo,

for some ¢ > max{2,2/(2d — 1)}, d > 1/2, and X positive-definite.

We note that the moment condition in Assumption 2 is in fact necessary (see
Johansen and Nielsen, 2012a). The rank conditions in Assumptions 1 and 2 ensure
that the long-run variance of &; is positive-definite.

Assumptions | and 2 are identical to the corresponding conditions in Marinucci
and Robinson (2000) and Hualde (2012). Thus, (3), (5), and the results in Section 2,
and in particular the weak convergence in (11), all hold under Assumptions 1|
and 2.

THEOREM 1. Under Assumptions 1 and 2, it holds that, form =0,1,2, ...,
Hm, LTr] (d) = Am(r; d), (13)

where A,,(r;d) = I'(d)™! for(log(r —$))"(r — 5)¥"'dW(s). For any nonnegative
integer M, the convergence in (13) holds jointly form =0,1,...,M < oc.

Proof. The main steps of the proof are identical to those in Marinucci and
Robinson (2000) and Hualde (2012), so we focus on the relevant differences.
We give the proof for a fixed m. Joint convergence follows by application of the
Cramér—Wold device and the same proof.

Marinucci and Robinson (2000) generalize the results of Einmahl (1989) to
short-range dependent variables, so they can construct copies in distribution of
&, say é,, and independent w; that are i.i.d. N(0, £) on the same probability space.
We define S; = Y_ &, V; = C(1) Y, wi, So = Vi = 0, and consider below the
difference S; — V;, which is possible because S; and V; are defined on the same
probability space. Specifically, based on results of Einmahl (1989, Theorems 1, 2,
and 4), Marinucci and Robinson (2000, Lemma 2) show that sup,_;_7 |S; — V;| =
op(T'/*) for 2 < s < ¢, where ¢ is given in Assumption 2. As in Hualde (2012),
we define

L7 "

T
Hy @) =T " mipya@d | = > k+d)™'| & m=012....
n=1 k=|Tr|—n
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That is, I:Im, \7r) (d) is defined exactly like H,, |7+ (d) in (12), but with én replacing
&,. Because I:Im, L7+ (d) is then a copy in distribution of H,, 1+ (d), it suffices to
show the required result for ﬁlm, 17v) (d).

We then decompose Iglm, L1r) (d) = Zle Qir(r), where

1 71/2LT"J71 n\d—1 nA\M
or =g T X (r=7)" (loe(r=7))" o vapiaz > 2),

\Tr|—1 T mn
OQor( =1"*1 3" an_nw)(SnSnl<vnvn1>>( 3 (k+d>‘1) I(LTr] > 2).

n=1 k=|Tr]—n

! T " (Tr—n)d—l N
D Dl ) e S e R G )

n=1 k=|Tr]—n
X (Vy =V DI(LTr] > 2),

T

m
Qur(r)=T"/>~4 ( Z(Hdrl) (S\7r) — Sy17)—DIT7] > 2),
k=0

L7r] T m
er(r>=T‘/2—dZ§nnmJn<d>(— > <k+d>—1) I(LTr] <2),

n=1 k=|Tr]—n

and I(-) denotes the indicator function. It suffices to show that

O0i7(r) = Ap(r;d), (14
sup [|Qir(Ml L0 fori= 2,...,5. (15)
0<r<l1

Note that the only difference between our Q;r(r) and the corresponding terms
in Hualde (2012), aside from notational differences, is that instead of Hualde’s
Z::Lm—n(k +d)~" and log(r — n/T), we have (— Z::LTVJ—n(k +d)~H™ and
(log(r—n/T))™, respectively.

We first prove (14) and (15) for i = 2,4, 5. These proofs follow nearly identically
to the corresponding proofs of (24) and (25) in Hualde (2012), so we only outline
the differences. First, we note that the bound established for m = 1 in (26) of
Hualde (2012) can easily be generalized to

log(r—n/T)|" <K(r—n/T)™*, n=1,...,|Tr]—1,

for any o > 0 and some positive constant K (if the bound applies for m = 1 and any
a > 0, then clearly the bound also applies for any value of m on the left-hand side).
Then the proof of (14) follows identically to that of the corresponding term in (24)
of Hualde (2012). To prove (15) for i =2,4,5, we can apply the same proofs as in
Hualde (2012) except with

T T mn
> kD! s(Z(km—‘) <K(logD)",
k=0

k=|Tr|—n
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where Hualde has m = 1, and that change is inconsequential for the proofs.

It remains to prove (15) for the i = 3 term, which is the term that involves
the difference between the two factors (— Z,Z:n (k+d)~"" and m,(d) and their
corresponding limiting forms. We bound sup_,.; |Q37(r) || by sup; < [C(Dw, |

times
| Tr]—1
s m(d) 1
sup T Z T v (7 ) Z(k+d) (16)
1 | Tr]—1 T 1 m aam| psd—1
T- k+ad)™" ) —(log=) |(=) . 17
T o (kz( +d) ) (OgT) (T) an
For LTrJ>2andanydzO,
T m T
sup  sup (Y (k+d)' | <O (k+d)H" ~ (logT)", (18)
0<r<l1<n<|Tr]-1 k=n k=1

and thus the proof that (16) = o(1) is identical to that in (29) of Hualde (2012)
except the logarithmic term is raised to the power m, which is inconsequential.
Next, (17) is bounded by I'(d)~! < K times

| Tr]—1

T B m T o n del
g7 2 |(Swra) | (5) a9
1/2Lm : 1 ! -1 -1
+ sup T” E: (E:k ) (/n xdy) (T . (20)

To bound these terms, we use the identity X" —y" = (x —y) Y iy * ! y"~1=/ and
bound the first factor as

T T

1 _
Zk+d_zk(k+d) ;ﬁfi{n -

k:n =n

Using this bound together with (18), (19) is bounded by

1

[Tr)—1 i T
K(logT)"™" sup T-3/? Z ( ) SK(logT)m—lTl/Z—dan—Z

0=r=l n=1
< K(log T)mmaxt1/2=d-=1/2} _, (), 21
Similarly,

T
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and supy,< suplsnsLT,J,l(fnTx‘ldx)m ~ (logT)™, so that (20) is also bounded
by 21). O

4. WEAK CONVERGENCE OF D%'Z, 7, (d)

We next analyze the derivatives of the fractional process Z| 7| (d) with respect to
the fractional parameter d, i.e., D)}Z 5 (d). In terms of the fractional coefficients
and their derivatives, we can define D}/ Z 7, (d) recursively as follows. We apply
logarithmic differentiation and let

LTr]—1 \Tr]—1

Dy Zi(d)= Y DYT " my(@)em-n= Y T “mu(d)RS, ()& 1)
n=0 n=0
(22)

where the coefficients R} (d) are defined by the relation D/(T'/*~?x,(d)) =
T'/2~d5,(d)RY" (d). We note that

| Tr]—1
Dy Zigy(d) = Y TY?77,(d)(D4RY) (d) + R, ()RS, (d))E 771
n=0

so that the coefficients R(m> (d) must satisfy the recursion

n—1

R}, (d) = Dylog(T"*'m,(d)) = —log T+ Y (k+d)~, (23)
k=0
RUD(d) = DaRYY (d) + RS (RS (d), m=1.2,.... 24)

To illustrate the recursion, the next two terms of R(m) (d) are

n—1 n—1 2
RE (d) == (k+d) >+ (—logT+Z(k+d)l> :

k=0

n—1 n—1 n—1
Ry (@ =23 (k+d)” =3 (—logT+ Z<k+d)1> Skt
k=0

k=0 k=0
n—1 3
+ (—logT+Z(k+d)_l> .
k=0

There is a similar recursive definition of the derivatives of fBm. We define R™ (d)
by the relation D7(I'(d) ™! (r —5)4~ 1) = T'(d) ' (r — 5)?~'R™(d) and find

W(r;d):frD?(F(d)*l(r—s)d”)dW(s):r(d)*l/rR“")(d)(r—s)d*ldW(s).
0 0
(25)
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The first equality in (25) follows by the same proof as for (10). As in (23) and (24),
we find that the functions R (d) must satisfy the recursion

RV (d) = Dglog(T'(d) ™' (r— )" = =y (d) +log(r —s), (26)

RV (d) = D4R (d) + RV (d)R™ (d), m=1,2,.... 27)
To compare with R(Tzn) (d) and R(T"’n) (d), we find

RP(d) = -y V(@) + (=¥ (@) +log(r—))*,

RO (d) = =P (d) = 3(=y (d) +1log(r— ) ¥V (d) + (= (d) +log(r — ),

where ¥ 9 (d) = D’;,w(d) = D’(;Ll logI'(d) denotes the polygamma function (see
Abramowitz and Stegun, 1972, eqn. (6.4.1)). The recursive formulations in (24)
and (27) are clearly much more tractable than direct calculation for larger values

of m. We note, in particular, the strong similarity between the terms R(T'Z) (d) and
R™ (d). For example, for m = 1 and with n replaced by |Tr| — [ Ts], we find that

T T

RY g @ =—10gT+ Y (k+d)™' = Y (k+d)”!
k=0 k=|Tr|—|Ts]

— —y(d) +log(r—s) = RV (d),

as T — oo (cf. (9)).
We next derive the solutions to the recursions.

LEMMA 1. Let g(d) : RT™ — R and assume that D"g(d) exists form=1,2,...
and define G(d) = fodg(s)ds. Define recursively the functions g, (d), m=1,2,...,
by go(d) =1 and

8m+1(d) = Dagm(d) + g(d)gm(d). (28)
The solution g,,(d) of (28) is given, form=1,2, ..., by

gn(d) = e 0D} = 3" [T ()G@)" =Y e [T (0O s@)”,

(%) i=1 () i=1

(29)
where the summation Z(*) extends over all m-tuples of nonnegative integers

(1s - - »Jim) that satisfy >, ij; = m and where ¢y = m! [[ie, Gi! 1Y)~

Proof of Lemma 1. The final equality in (29) follows easily because D,G(d) =
D' g(d). We multiply (28) by %@ with derivative Dge®® = %@ g(d) and find

G(d)
e Vgnr1(d)
= e"“DDygu(d) +e"Pg(d)gn(d) = Dg(e®Pgu(d)), m=0,1,2,....
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It follows by iteration that

¥ Pgni1(d)
=Da(e”“gn(d)) = Dy(e?Vgn1(d) =+ = D (" Vg(d)) = Dy *! (9D).

Dividing by %, we have proved the first equality in (29). The next equality in
(29) follows from the Faa di Bruno formula (see Roman, 1980, Theorem 2), which
states that the derivatives of a composite function f(y), y = G(d), are given by

m

! . . Di G(d Ji
Di?f(G(d)) = 2]1‘]2’;”—' D§;1+'-'+jmf(y) l_[ ( d ( ))
i=1

. i\
o Sl ! i!

m

=Y @Dt [ (DiG@)"

) i=1
Inserting f(G(d)) = ¢%? and noting that D’}'}*"*j'”f(y) =f(y), we find (29). O

COROLLARY 1. The solutions to the recursions (23)—(24) and (26)—(27) are
given, form=1,2,..., by

Ry = ceo [ [OF 'Ry @Y and R™(d) = 3 e [ [0 'RV @)Y,
(%) i=1 (%) i=1
respectively, where, fori =23, ...,

n—1
D 'R (d) = (=)' i— 1)1 (k+d)~ and D 'RV (d) = —y "V (d). (30)
k=0

Proof. Apply Lemma | with initial functions g(d) = R(Tl,)n(d) = —logT +
Z;é (k+d)! and g(d) = RV = —y(d) + log(r — s), respectively. The
solutions then follow from (29). O

We are now ready to give our main result.
THEOREM 2. Under Assumptions 1 and 2, it holds that, form =0,1,2, ...,
DY Z 7 )(d) = Dy W(r;d),

where the derivatives are given in (22) and (25). For any nonnegative integer M,
the convergence holds jointly form =0, ...,M < oco.

Proof. For m =0, the result is given in (3), so we give the proof only for m > 1.

Again, joint convergence follows by application of the Cramér—Wold device and
the same proof.
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We apply Corollary 1 and find that, in view of (22) and (25), it is enough to
prove (joint) convergence for each (ji,...,j,) where j; > 0 :

\Tr] m

> IO R gy @Y T2 () = / [ @5 'RV @yidw.  31)
0 =1

n=1 i=1

With this result, we can get the final result by taking the linear combination
Z(*) C(x) (see Lemma 1). Thus, we start by analyzing (D;*IR(T{)LTFJ_n(d))f for some
Jj > 1. We consider two cases.

The case i = 1: We find (see (9) and (23)), that

T T
R g = (—logT+ Y k+d)™) = Y k+d)”"y

k=0 k=|Tr|—n
T
==y — Y *k+d)Y+o(). (32)
k=|Tr|—n

?‘hég{;&? i > 2: Adding and subtracting appropriately, we write DZ_IR(TI’ )LTr 1—n(d)
in as

T T
D RN () = (=D = D1 k+d) T = (DTG =D D k)
k=0 k=|Tr|—n

==y V@ +o(1) +tin,

where the convergence of the first term follows from Abramowitz and Ste-
gun (1972, eqn. (6.4.10)) because i > 2, and where u;, = —(=DG =
D! Z,{ZLTrjfn(k—i—d)”’ satisfies |u; ,| < K(|Tr] —n)~*! < K(|Tr] —n)~! because
i > 2. Thus, in the analysis of (31), we can use the approximation

O R @Y = (=D @Y +o(1) +uy, for i = 2. (33)

Analysis of (31): We insert (32) and (33) into (31) and find, using (3) and
Theorem 1, that

LTr] m

Y T1® RY ) @Y T 7 1y ()

n=1i=1

[7r] T m
=Y (—vd— Y k+d Y[ @Y +o) +ui) T 7 1) n(d),
n=1 k=|Tr]—n =2

= / () +logtr— )P [ [~ D dyyraw = / 10 RO @yyiaw
0 0 im1

i=2

(see (26) and (30)). This proves (31) and hence the desired result. d
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5. APPLICATION TO THE MULTIFRACTIONAL COINTEGRATION
MODEL

One motivation for the results on the weak convergence of derivatives of the
fractional process comes from the analysis of the multifractional cointegrated
vector autoregressive (MFCVAR) model (see Johansen and Nielsen, 2021). Let
d=(d,,...,d,) beavector of fractional parameters, and let b be a scalar fractional
parameter. The MFCVAR model with parameters A = (d,b, o, 8, 2) and no lags is
given by

A(@X, =af (AP — DAL X, +e, t=1,....T, (34)

where the matrix differencing operator is A, (d) = diag(Ai‘,...,Aip) and &
satisfies Assumption 2. In particular, &, is i.i.d. with mean zero and variance €2.

The properties of the solution to these equations can be found from the corre-
sponding result for the FCVAR model studied in Johansen and Nielsen (2012b).
We denote true values by subscript zero, and in particular dy, denotes the pth
element of dy. Now, if we define 5(, by A‘_if)?, = A (d)X;, then 5(, is given by
the equations

APR, =af (AP DAY, 46, 1=1,...,T. (35)

These equations define the FCVAR model of Johansen and Nielsen (2012b)
with scalar fractional parameters d, and b together with («,8,2). It follows
from Theorem 2 of Johansen and Nielsen (2012b) that the solution to (35), for
(dp, b, a, B, 2) = (dop, bo, 0, Bo, ), is

~ —d, bo—d|
X, =CoA. e+ A"y,

where Cy = Bo1 (e, o L)‘loz(’) . and Y; is a stationary linear process satisfying
Assumption 1. Consequently, the solution to (34), for A = A, satisfies

A4 (do)X, = Coe, + AY,. (36)

This shows that Aio"X,-, is in general fractional of order zero, fori=1,...,p, so
that the model (34) allows each component of X; to have its own fractional order,
and is therefore called “multifractional.” Premultiplying (36) by S, shows that
A;b‘) ﬂ6A+ (dp) X, is also fractional of order zero; that is, some linear combinations
of the processes {A‘fi_boXil}f:l are fractional of order zero and hence X; is
cointegrated.

We define the i.i.d. process &, = (ot(/)J_,BOL)’loz(/M_st such that Coe; = Bo1&;. The
three processes Z;(bo), Z; (bo), and Dy, Z;(bo) are then defined in terms of &, as in
(3), (4), and (6), respectively. It follows from the above analysis that Z 7, (by) and
Zfrr | (bo) converge weakly to fBm W(r; bg), that Dy, Z 7| (bo) converges weakly to
Dy, W(r; bo), and that the processes converge jointly.

To simplify the subsequent analysis, we assume that Q = Q, d, = dp,, o =
ap, and b = by > 1/2. This allows us to focus on the parameters that give rise

https://doi.org/10.1017/50266466622000639 Published online by Cambridge University Press


https://doi.org/10.1017/S0266466622000639

872 SOREN JOHANSEN AND MORTEN @RREGAARD NIELSEN

to “nonstandard” asymptotic distributions, and in particular to the application of
Dy, W(r; bo). Specifically, we define the parameters 6 = S, 8 (or 8 = By + ,50 10
with A =A(A'A)~! for any matrix A with full rank) and y; = d; —dy;, fori= 1, ...,p,
such that y, = 0. With this notation, we can define the residual, using (34) and
(36), as

£0,7) = I, +ao(By+6'By ) (1 — AN AL () (Coe, + ALYy,

and the Gaussian likelihood is

1 —1p—1 d / 1 -1
LT(GJ/):_Etr{Qo T ZSI(G,V)&(G,V) }Z—Etr{Qo Mr(e(8,y),€(6, )},

t=1

where My (a,b) = T! ZzT:I a;b,. We will use this simple model to illustrate the
role of the processes Z;(bg) and Dy, Z;(bo) and their limits in the analysis of the

score functions for y and 6 evaluated at A.
The derivative of ¢,(8,y) with respect to 6 at A = X¢ in the direction 96 €

R®="*" is denoted Dyé,|3—;,(d0) and similarly for D, &|;-5,(dy),dy € R, but
with 9y, = 0 because y, = 0. We find that
Dyérlimso (06) = a0 (36) By (1 — AT™)(Coer+ ALYy

~ —ag(30) AL = —T" 1 2ag(96) Zi(bo),
Dy &rlimig (0) = (I + 0By (1 — A1) diag(dy)Dy At (v)ly=o(Coer + AL Y)

~ —af diag(@y)Dy AL, 001 & = 0By diag(dy)fo1 Dy AL &

= 170712 (log T)ato B diag(3y) oL Z; (bo).
where Z, and Z; are given in (3) and (4), and where we use “~” to indicate that
equality holds up to a stationary process that disappears asymptotically when we
normalize the nonstationary processes. We identify the score vector St g for 6 from
DoLr|3=:,(06) = (vec96)'Sr ¢, and similarly for y. We then find that

T~ Dy Ly |1 (30) 2 {2 00 (30) T M7 (Z(by). €)},

T (1og T)™'D, Lr |12, (0y) = — tr{ ' a0 By diag(dy ) Bor T/ *Mr(Z* (bo), €)},

and, using tr{A’B} = (vecA)’ vec B, the scores are

T2 s o > vee(T"*Mr(Z(bo), €)' o),
T2 (log T) 'S, = —By vec(T"*Mr(Z* (bo), )2 o).

Here, we have defined the (p — r)r x p matrix By = (Bje1 @ By e, ..., Byep ®
By ep), with e; denoting the ith unit vector in R”, and used the property that
tr{ 8, diag(¢) o1 M} = ¢'B{, vec M (see Theorem 2 of Johansen and Nielsen, 2021).
Thus, S7.¢ € R?~"" and S7., € R”.

We note that the product moments T'/>My(Z(by),e) and T'/>M+(Z*(by), €)
converge jointly to their weak limit fol W(r; by)dW'(r), so the scores become
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linearly dependent in the limit. We therefore use the relation (7) to eliminate
Z}(bo) = Z;(bo) + (log ! Dy, Z:(bo), and the score for y becomes

T2 Sy, ~ —Bj vec(T"*Mr((log T)Z(bo) + D, Z(bo), €)% ' to).

We can now eliminate the linear dependence in the limit by defining the new
parameter

vech = vech + (logT)Byy € RP~""
and
&(vech, y) = g,(vech,y) = &,(vech — (logT)Boy. y).

Then the scores and their joint limits become

1
T70FLs, 5~ vee(TV2Mr(Z(bo), €)' otg) = vec (/ W(r; bo)dW’(r)Qala()) ;
: 0

T="%1S7,,, = (log T)By vee(T M1 (Z(bo), )25 ' o)
— B VeC(Tl/ZMT((log T)Z(bo) + DpyZ(bo), 5)961“0)
= —B£) VeC(Tl/zMT(DbOZ(bO)v 5)9610[0)

1
= —Bjvec ( / Dp, W (r; bo)d W’(r)szg‘a()).
0

Thus, the introduction of the derivative of the fractional process and its limit allows
one to reparameterize the score to find a mixed Gaussian asymptotic distribution,
which can then be exploited to conduct inference for some hypotheses in the
MFCVAR model. For a detailed analysis, we refer to Johansen and Nielsen (2021).

6. CONCLUDING REMARKS

Weak convergence of derivatives of fractional processes is interesting in its own
right. However, it is also likely to find application in statistical analysis of inference
problems related to multivariate fractional processes.

Hualde (2012) motivated his result (5) with a bivariate regression analysis of
so-called “unbalanced cointegration” (see Hualde, 2014), but also anticipated
that results like (5) may be useful in the statistical analysis of polynomial co-
fractionality (see Johansen, 2008; Franchi, 2010).

In Section 5, we presented an application of our results in (11) and Theorem 2
to the asymptotic distribution theory for the maximum likelihood estimators of
the fractional parameters in the so-called “multifractional” vector autoregressive
model of Johansen and Nielsen (2021). In this setting, the derivative DZ, 7 (d)
and its weak limit D, W (r; d) play an important role, because they allow avoiding
linear dependence in the limit and because the asymptotic distribution is expressed
in terms of both W(r,d) and D,W (r,d).
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