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Abstract

The concept of copulas is useful to model multivariate distributions.
Given a parametric family of copulas, the inference of the parameter vector
commonly relies on likelihood-based methods. However, for some copula
families, the likelihood may not exist, or may lead to slow or complex
numerical optimization procedures. Therefore, it is desirable to consider
alternative estimation strategies. A natural approach is to build the infer-
ence on bivariate dependence coefficients, where the weighted sum of the
squared residuals between the dependence coefficients under the model
and their empirical counterparts is minimized. This method has already
been used in some applications but in a rather heuristic way. The asymp-
totic properties of the resulting estimator have not been investigated yet.
In this paper, we derive the consistency and asymptotic normality of the
weighted least square estimator based on three standard dependence coef-
ficients. Finally we illustrate how our results can be used to address three
statistical questions.

1 Introduction

The concept of copulas is useful to model multivariate distributions. Given a
multivariate random vector of interest, copula allow to separate the analysis
of the margins from the dependence structure. Standard books covering this
subject include [19,23]. See also [10] for an introduction to this topic.

When a parametric family of copulas has been chosen, the inference of the
parameter vector must be considered. It is then common to rely on likelihood-
based methods [1,3,17,20]. However, for some copula families, the likelihood
may not exist [5,6,8,18,21,28], or may lead to slow [29] or complex [1] nu-
merical optimization procedures. Therefore, it is desirable to consider alterna-
tive estimation strategies. An heuristic approach is to build the inference on
bivariate dependence coefficients, where the weighted sum of the squared resid-
uals between the dependence coefficients under the model and their empirical
counterparts is minimized. This idea has been applied in several applications.
See, for instance, [15,29] for the estimation of the parameter of multivariate
Archimedean copulas, or [6,28] for the estimation of parameter vectors of non-
differentiable copulas. We also refer to [30] for the estimation of the parameter
vector of a spatial extreme-value model. The inference of elliptical copulas
(see [4] and [22] Example 5.53) can be viewed as a particular case of the method



considered here. Finally, see [2] for an application of this estimation strategy to
goodness-of-fit testing.

The asymptotic properties of the weighted least square estimator based on
dependence coefficients have not been investigated yet. This work aims at bridg-
ing this gap.

The remaining of this paper is as follows. In Section 2, we derive the con-
sistency and asymptotic normality of the weighted least square estimator based
on three standard dependence coefficients, namely, the Spearman’s rho, the
Kendall’s tau, and the upper tail dependence coefficient. In Section 3, we illus-
trate the theoretical results of Section 2 with three statistical questions arising
in three scientific fields. All the proofs are postponed to the Appendix.

2 Asymptotic properties of the weighted least
square estimator based on dependence coeffi-
cients

In this section, we derive the consistency and asymptotic normality of the
weighted least square estimator based on the Spearman’s rho, the Kendall’s
tau, and the upper tail dependence coefficients. In practice, the different de-
pendence coefficients define different estimators. However, since the methods to
derive the properties of these estimators are similar, we shall define and study
one generic estimator embedding all the three cases. In Section 2.1 the asymp-
totic properties of the generic estimator are established. In Section 2.2 we deal
with the practical estimators based on the actual dependence coefficients.

Let UM, ... UM with UK = (u® . U™ k =1,...,n be indepen-
dent and identically distributed copies of U = (Uy,...,Uy) whose distribution
is a copula C' with parameter vector 8y € © C R%. Let p = d(d — 1)/2 be the
number of variable pairs (U;,U;), for i =1,...,d—1,j=2,...,d, 7 < j. Let
us define the vector map

D:0—-DO)CR? M
60— (D12(0),...,D4_1.4(0)),

where D; ;(-) represents a well chosen dependence coefficient between the vari-
ables U; and U;. D(0©) stands for the image of © by the multivariate map D.
The coordinates of D(@) are the D; ;(0) sorted in the lexicographical order.
When the map D is differentiable, its Jacobian matrix at @ = (64,...,6,) is
denoted by

90, 905 20,
D(9) = : : : (2)
B'Ddflyd(e) apd—l,d(e) . aDd*l,d(e)
90, 905 90,
Beside, let D= (ﬁl’g, e ,ﬁdq,d) be an empirical (nonparametric) estimator

of D(8). To simplify the notations, we shall write D(8,) = D, D; ;(600) =D; ;
and D = D(0y). Vectors are assumed to be column vectors and 7 will denote
the transpose symbol.



The estimator of 8y studied in this paper is defined as

6 = arg min (ﬁ - D(G))T w (ﬁ - D(e)) , (3)

where W = V/\\7n is a sequence (n =1,2,...) of symmetric and positive definite
matrices with full rank. Let us note E(O) the loss function to be minimized
in (3). For instance, if W is a diagonal matrix with (w1 2,...,W4—1,4) on its
diagonal, then éA(G) reduces to the weighted sum of squared residuals

> i j(Dsj — Di ()2

1<

In theory, the minimizer 0 of (-) may not exist, or may not be unique. However,
it will be seen in Section 2.1 that the existence and uniqueness of 6 hold with
probability tending to one as the sample size increases. Since W is nonnegative
definite, the loss function ¢ is such that #(8) > 0 for all 8 € © and vanishes
at 6 if and only if € D~'({D}), where D' ({D}) denotes the set of all @
in © such that D(0) = D. In this case, the estimator does not depend on the
weights and D(é) =D. Moreover, if the multivariate map D is one-to-one, then
6 = D_l(ﬁ). If D takes the form of a p-dimensional empirical mean, 6 can
be regarded as a generalized method-of-moment estimator [12]. In this paper,
however, more general functionals of the sample are considered and therefore
the generalized method-of-moment framework does not apply. This remark was
also made in [25] where the authors used a simulated method-of-moment to
estimate the parameters of copulas.

In Section 2.2 and after, D; ;(6) will be replaced by a dependence coefficient
between U; et Uj, such as the Spearman’s rho, the Kendall’s tau, or the upper
tail dependence coefficient (their definitions are postponed to Section 2.2).

2.1 Asymptotic properties of the generic estimator

The assumptions needed to derive the asymptotic properties of 0 defined by the
minimization of the loss function ¢ (3) are given below. The symbol || - || denotes
the Euclidean norm.

Assumption. (A1) The true parameter vector g lies in the interior of ©.
Moreover, there exists eg > 0 such that the set {0 € © : ||@ — 0¢|| < e} is
closed (and thus compact).

(A2) Asn — oo, the sequence of weight matrices W converges in probability to
a symmetric and positive definite matric W with full rank.

(A3) The map D defined in (1) is a twice continuously differentiable homeo-
morphism such that D is of full rank.

(A4) As n — oo, the empirical estimator D is such that



where 3 is some symmetric, positive definite p X p matrix noted as follows

Y1,2:1,2 Y1213 .. X12d-1,d
Y1312 131,83 .. X13d-1,d
Y= ) ) . ) . (5)
Ya-1,d41,2 Xd-1,d;1,3 .- 2d—1,did—1,d

Assumption (A1) is quite standard and will be taken for granted through-
out this paper. A sequence of weight matrices verifying (A2) can always be
constructed. A trivial example is W = I,, where I, is the identity matrix of
size p. Needless to say, better alternatives can be chosen, as we shall see after-
wards. This assumption was also made in [12] in the context of the generalized
method-of-moment. Assumption (A3) is natural. Indeed, the estimation of the
copula parameter vector is performed by trying to make the theoretical and
empirical dependence coeflicients match, hence a success in this match should
ensure that the resulting parameter vector estimate is close to the true value.
In other words, the model should be identifiable. The homeomorphism con-
dition ensures this. This assumption was also made in [8] where the authors
estimate the parameter vector of an extreme-value model. Assumption (A4)
simply states that one should have reasonable empirical estimators to ensure
good convergence properties for 6.

Theorem 1. Assume that (A1), (A2), (A3) and (A4) hold. Then with prob-
ability tending to one and as n — oo, the estimator 0 defined by (3) exists, is
unique, and is consistent for 8y. Moreover, as n — oo,

V(6 — 85) 5 N, (0,2), (6)
where
. .\ 1. . . N1
= = (DTWD) DWEWD (DTWD) .

It is possible to build confidence regions for the true parameter vector and
the dependence coefficients, using the results of the following corollary. Let
x§ denote the chi square distribution with g degrees of freedom. Let us write
= = E(0) and ¥ = 3(0) to emphasize that in general these matrices depend
on 6. In the following, when matrices are said to be continuous with respect to
the parameter vector 8, the continuity is meant elementwise.

Corollary 1. Suppose that the assumptions of Theorem 1 hold.

(i) If 2(0) is invertible for all @ in © and 0 — X(0) is continuous at Oy,
then, as n — 00,

~ ~

n(6 — 60)TE(0) (0 — 60) % X2,

(i) Define S such that 3 is invertible and converges to 3(0g) in probability
as n — 0o. Then asn — oo,

n(D —D(6,))"S (D - D(6y) S .



Observe that, if 3(-) is invertible for all 8 in © and is continuous at 6, then

putting 3 - 3(6) allows to satisfy the assumption of Corollary 1 (i4).

It is possible to test particular values for a subset of the parameter vector
based on Corollary 2 below. For 8 € O, write 8 = (61,03) € R" x RI™".
Then the estimator and the true parameter vector write 6 = (él, 92) and 0y =
(801, 6002) respectively. Let E1(07,602) denote the asymptotic covariance matrix
of size r x r corresponding to 81, that is

The test HO : 8g; = 67 against H1 : 8g; # 07 for a particular value 87 can
be performed based on the following corollary.

Corollary 2. Under the assumptions of Corollary 1 (i), as n — o0,
n(0: — 07)7Ex(07,02) 1 (6, - 07) 5 X2

How to decide if the parametric model chosen for the dependence coefficients
is reasonable? Let HO be the null hypothesis “the chosen parametric model
6 — D(0) is the true map of the underlying copula” against H1 “the chosen
parametric model 8 — D(0) is not the true map of the underlying copula”. If

HO is true, then D(0) — D should be close to zero. To carry out this test, one
may use the result of the following corollary.

Corollary 3. Suppose that the assumptions of Theorem 1 hold. Define
. . . -1 .
A(0) :=D(8) <’D(0)TD(0)) D).

If I, — A(6) and X(0) are invertible for all 8 in © and X(-) is continuous at
0y, then
d

n(D(0) - D) 57(0) (1, - A0)) 270) (D@) D) 4

as n — 0.

The asymptotic covariance matrix E for the limiting distribution (6) de-
pends on the limiting weight matrix W. Hence it is natural to wonder what
is the "best” estimator  one can constructs in the sense of the "best” limit-
ing distribution. This problem of finding optimal weights was studied in the
context of the generalized method of moments [12], and here we derive similar
results. To define what "best” could mean in this context, the mathematical
concept of nonnegativeness is appropriate. Let us introduce the notation A > 0
for a nonnegative matrix A. Also, for two nonnegative matrices A and B, we
note A < B if B— A > 0. Hence, given two limiting distributions N (0, A)
and N(0,B), the best limiting distribution is defined as the one which has the
smallest covariance matrix. In particular, it is easily checked that A < B im-
plies tr(A) < tr(B), where tr(-) stands for the trace operator of matrices. Thus,
within the class of all possible limiting distribution, the best one is such that the
sum of the variances is minimum. The next proposition gives the optimal choice
for the limiting weight matrix W, leading to the best limiting distribution.



Proposition 1. Suppose that 3 defined in (A4) is invertible. Then the asymp-
totic covariance matriz 2 (6) is minimum for W* such that

WD x Z7'D (7)
where the symbol x denotes proportionality.

The result of Proposition 1 indicates that one can choose a weight matrix
W in the construction of 8 to lead to an optimal estimator in the sense that
\/ﬁ(é — 6p) converges to the most efficient asymptotic distribution, that is,
the one which has the smallest asymptotic covariance matrix. Let us write
6 = 9(\/7\\/') to emphasize the dependence on W. In order to construct such an
optimal estimator, it suffices to let the sequence of weight matrices to converge
to X!, This is summarized in the next corollary (left without proof).

Corollary 4. If, as n — oo, S is a consistent estimator for X (elementwise),

then (X 1) is optimal and
~— . .\ 1
VaOE )~ 0y AN (0, (DTz—lp) ) .

The estimator & could be an empirical estimator of 3, but, since 3 depends
on B, it also could be constructed from an estimator of 6y,. This estima-
tor could be chosen in turn as the inverse of a weight matrix to estimate the
parameter, and so on. Algorithm 1 constructs an updating sequence of esti-

~(t
mates E( ), t=0,1,2,...,T such that each of the elements of the sequence for
t =1,2,... converges in probability to 3(68¢) as n — oo. The performance of

Algorithm 1

o (0)
Put¥ " =1,.

fort=0,1,...,7T do
é(t) _ 9(2(”)

ﬁ(tﬂ) _ Z[é(t)
end for

].

these estimators will be assessed numerically in Section 3.2.

The benefit of weighting can vanish if the distribution of (Uy,...,Uy) is
exchangeable, that is, if C'(u1, ..., uq) = C(ur(1), ..., Ur(a)) for any permutation
mof (1,...,d), as the next proposition shows.

Proposition 2. If the distribution of (ﬁi,j,ﬁk,,l) only depends on that of
(UianaUkyUl) (Vi<j7k<l)7
and the underlying copula C is exchangeable, then W* =1, verifies (7).

Proposition 2 holds for the popular class of Archimedean copulas. A copula C
is an Archimedean copula if

d
C(uy,. .. ,ug) =@ ' (Zw(uﬁ) (8)



where ¢ : [0,1] — [0, 0] is a continuous strictly decreasing function such that
©(0) = oo and ¢(1) = 0 (see [23] Section 4.6 p. 151 for more about Archimedean
copulas). It is easy to see that these copulas are exchangeable. Hence, for those
copulas, the sm/allest asymptotic variance is obtained when there are no weights
(that is, when W is the identity matrix I,,).

Another situation exists where the weights have no effect. If there are as
many pairs as parameters, then 0 is explicit and does not depend on \/7\\/', as the
next proposition shows.

Proposition 3. Suppose that the assumptions of Theorem 1 hold. If p = q
then, as n — oo and with probability tending to one,

6=p" (D), 9)
and
V(0 - 86) B N, (o, (p'D) '=p (D'D) ) . (10)
This special case will be illustrated in Section 3.3.

2.2 Asymptotic properties for the estimators based on de-
pendence coefficients

This section is devoted to the study of the estimator 8 defined in (3), but with
D; ; being replaced by p; j, 7;; or A;j, respectively denoting the Spearman’s
rho, Kendall’s tau, and upper tail dependence coefficients between the variables
U; and U;.

The definitions of the considered dependence coefficients are recalled below.
Given a bivariate copula C; ;, the Spearman’s rho and the Kendall’s tau are
respectively defined by

pi;(0) =12/[ | Ci,j(u,v)dudv — 3, (11)
0,1]2

Ti,j (9) =4 0,12 Ci,j (U, U) de- (’LL, ’U) —1. (12)
They belong to [—1,1] and measure the dependence between the variables as-
sociated to C; ;. Negative (respectively positive) values indicate negative (re-
spectively positive) dependence. A value of zero indicates independence (see
e.g. [23], chapter 5).
If C; ; is an extreme-value copula, it is natural (see e.g. [11] Section 6.4) to
measure the dependence with the upper tail dependence coefficient, or simply
tail dependence coefficient, defined by

)‘iJ (0) =24 log Ci,j (8_1, 6_1). (13)

This coefficient belongs to [0, 1] and a value closer to 1 indicates more (positive)
dependence, and a value closer to 0 indicates more independence (there is no
negative dependence for extreme-value copula§). Recall that a copula C' is an
extreme-value copula if there exists a copula C' such that

Clur,... ug) = kmC™(ul/™, ... ul/™), (14)

ntoo



for every (uy,...,uq) € [0,1]%. See for instance [11] for more about extreme-
value copulas.

Empirical estimators have to be chosen to estimate nonparametrically the
dependence coefficients. Common ones are considered in the propositions below
(one propsotion per type of dependence coefficient). In each of these, it is shown
that Assumption (A4) holds.

Proposition 4 (Spearman’s rho). Let D; ;(0) = p; ;(0). Also, define
n k 77 k 77
o 2 k=1 (Ui( = Uz‘) (U]( = Uj)
D;; = pi,j = 5 7172 (15)
k) 7 k) 77
[ZZ—I (Ui( = Ui) Xkt (Uj( = Uj) }

—_— —_— 2
where Ty = S0, UM /n, U2 = Y5 (Uz'(k)> Jn and T0; = Yop_, UPU /.

Putp=(pr,2,.-:pd-1,a) and p = (p1,2, ..., pa—1,a) where p; ; = p; ;(00). Then
asn — 0o

p KA p and (16)
. d
Vn(p—p) = Ny(0,%),
where 32 is some symmetric and positive definite matric.

Although the convergence to a normal distribution is established, the expres-
sion for the asymptotic covariance matrix is unknown. It is possible to replace
the empirical means and variances in formula (15) by their true values to get a
closed form expression for X. Let

RS N\ (w1
Pij =" > (Ui - 2) (Uj -3 (17)
k=1

By the multivariate central limit theorem, (16) holds true with

i ik =L14415 51 — Pi Pk (18)

o) (o)D)

In this particular case, the empirical estimator p; ; is the empirical mean of the

variables 12(Ui(k) - %)(U;k) — 1),k =1,...,n, hence, the estimator 6 can be

embedded within the framework of the generalized method of moments [12].
Proposition 5 (Kendall’s tau). Let D; ;(0) = 7;;(0). Also, define
—1
~ . n . k ! k !
Dij =iy = (2) > sign (00 —uMw —uM). )
k<l

where sign(z) =1 ifx >0, —1ifr <0 and0ifx =0. Put ¥ = (T1,2,...,7Td-1,d)
and T = (T12,...,Ta—1,a) where 7, ; =7, ;(60). Then as n — oo



where

Eigies =A4E[(4C;; (Ui, Uj) + 1 = 735 — 2U; — 2U;) (20)
X (4Ck7l(U;€, U)+1- Tig — 20U — QUl)] .
Proposition 6 (tail dependence coefficient). Assume that the copula of interest
C is an extreme-value copula and let D; ;(0) = \; ;(0). Also, define
1

ﬁi"zj\i)':?)— ;
! ! 1->7 maX(Ui(k), U;k))/n

(21)

put 5\ = (5\172, ey /A\d_l,d)cmd A= ()\172, P /\d—l,d) where /\i,j = )\i,j(eo). Then
as n — o

where
it = (3= Xi;)2(3 = \e1)? Cov(max(U;, Uj), max(Uy, Up)) . (22)

To summarize, we have shown that each of the Spearman’s rho, Kendall’s
tau, and tail dependence coefficients can form a weighted least square estimator
verifying Assumption (A4).

3 Applications to three statistical questions

This section illustrates how the results derived in Section 2 can serve to assess the
uncertainty of risk measures in credit risk modeling (Section 3.1) and hydrology
(Section 3.3). In Section 3.2 it is shown that one can improve inference in
presence of missing observations by using weights. The numerical computations
were carried out with the R software for statistical computing [27], especially
with the help of the packages [7,14, 16, 26].

In each of the subsequent sections, the asymptotic covariance matrix X of
Assumption (A4) will need to be calculated. The formulas to compute the
(,4; k,1) element of this matrix are given in the propositions of Section 2.2.
Nevertheless, due to the complexity of these formulas, we chose to base the
computation of ¥ on Monte-Carlo simulations. More precisely, we generated
10,000 observations of the underlying copula model in order to approximate
X j:kt Dy its corresponding Monte-Carlo empirical mean. Generating more sim-
ulations (as many as 100,000) did not change significantly the calculations.

3.1 Measuring uncertainty for loss probabilities in credit
risk modeling

In credit risk modeling, a threshold model (see [22] Section 8.3) is characterized
by a random vector X = (Xi,...,Xy) and a threshold vector a = (ay,...,aq).
The variable X; represents the asset value of the firm ¢ at a certain maturity date.
This firm defaults when its asset value is smaller than the threshold a;, that is,



when X; < a;. Assume that all firms have the same probability 7 of defaulting,
in other words, P(X; < a;) = m. In risk analysis, the distribution of the loss
associated to a portfolio plays a major role. Consider an homogeneous portfolio
whose loss L is given by the number of defaults. Hence, L = E?:l Y, where
Yi = 1{x,<q;) for i = 1,...,d. Observe that the distribution of L depends on
the joint distribution of X. More precisely, it depends on the copula associated
to X (see [22] Section 8.4). If the copula associated to X is a d-dimensional
Clayton copula (that is, a copula for which (8) holds with @g(t) =t — 1) with
parameter 6 > 0, then the probability of experiencing [ defaults, [ =0,1,...,d,
is given by (see [22] Section 8.4)

5 0) - () s act (Jog(t) \

0= e f, -0 ((25) @
These probabilities are represented Figure 1 with § = 2 and © = 0.05. If 7 is
known, this probability is a functional of 8, and an estimator of the parameter
gives an estimator of the loss probability. Let 6y be the true parameter. We
wish to estimate it with 6 defined in (3) by using the pairwise Kendall’s tau.
Hence the framework of Proposition 5 applies. Since the underlying copula is
exchangeable and the parameter is one-dimensional, an explicit formula for 6
exists. First, by Corollary 2, one can set W to the identity matrix I,,. Second,
since ¢ = 1 and the underlying copula is exchangeable, 7(6) is equal to 7(6)1,,
where 7(0) = 6/(6 + 2) for § > 0. Hence one can minimize the loss function of
(3) by equating its derivative to zero to get

é:’]’71 ]%Z’]A—l,j (24)

1<j

where 7; ; is given in (19). By substituting (24) into (23), one gets an estimator
ﬁl(é) of the true loss probability p; := p;(6o).

How to report uncertainty measures for §;(6)? It is easily checked that the
assumptions of Theorem 1 hold, hence, as n — oo,

o) S [0, 220
(pr’)?

where X has been given in (20) and 7' denotes the derivative of 7(-) at 6y. An
application of the delta-method yields, as n — oo,

NOAOES 4N (0,7712) , where

(o)
K do lo=g, (p7')2 "

Thus, one can approximate (for n large enough) the distribution of p;(6) by a
normal distribution. This finite sample approximation was verified by simula-
tion. We generated 500 replications of a dataset of size n = 200, dimension
d = 5 and parameter 6y = 2 and checked that the intervals p; + 1.967;/4/n con-
tain 95% of the estimates ﬁl(é). The results were 94.8, 94.4, 95.0, 94.6, 95.2 and
94.2 percent at [ =0, 1,2, 3,4, 5 respectively. Figure 1 illustrates these intervals

and the loss probabilities.
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Figure 1: Loss probabilities p; for I = 0,1,...,5 and associated asymptotic 95%
confidence intervals with n = 200.
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3.2 Weighting to improve the inference of Archimedean
copulas in presence of missing values

Consider the following situation. We wish to estimate the parameter 6y of a
Clayton copula (as in Section 3.1) with the help of a Spearman’s rho empirical
estimator like (17), but our sample contains missing values.

A way to formalize the presence of missing values is to introduce independent
Bernoulli random variables. Let

7k _ 1 if Ui(k) is not missing,
! 0 if Ui(k) is missing,

fori=1,....,dand k =1,...,n. Define P(Z*) = 1) = b;. If the b; are known
then an unbiaised empirical estimator of the Spearman’s rho for the pair (U;, U;)
in presence of missing observations is

5 12055, 2" 2P 0 - 9 — 5)

Di; = pij = b ) (25)
(]

Define p = (p1,2,- -, pa—1,4) and p(0) := 12f[071]2 C12(u,v;0) dudv — 3 where
(2 denotes the bivariate marginal of the underlying copula C' between the vari-

ables Uy and Us. Let p = p(y) be the true Spearman’s dependence coefficient
and p’ be the derivative of p(-) at fy. Following the arguments of Section 3.1,

one can obtain
T
~ _ p W1
17W1,

By applying, the law of large numbers and the multivariate central limit theo-
rem, it is easily checked that Assumption (A4) holds with

JF SRS S S
Ni gk =144b, TRl T s — i Pkt (27)

(o) - (1) - )]

where §; ;, denotes the Kronecker symbol, that is, d;, = 1 if i = k and 0

otherwise. If b; = 1, (27) reduces to (18). The asymptotic properties of 6 can
be derived by applying Theorem 1. We have, as n — oo
T
Vn(0(W) — 6p) % N (o, 11’W2W1§> .
(PllgW1p)
By Proposition 1, W = f)_l would ensure an optimal asymptotic distribution.
Note that the assumptions of Corollary 2 do not hold because the distribution
of (25) does not depend only on that of (U;,Uj): it depends also on b; and b;.
We tested the estimators presented in Algorithm 1 by performing a numerical
simulation experiment. We generated 500 datasets with 200 observations of 5
variables according to a Clayton copula with parameter 6 = 1. The b; were
set t0 0.9 — (4 —1)(0.9 —0.1)/(d — 1) for i = 1,...,d — 1 respectively. For each
dataset 0 was computed for ¢ = 0,1,2,3 and the squared errors (§() — 6,)2
were derived. The results reported Figure 2 show that the one-step estimator
0™ allows to reduce the errors significantly. Also, considering more steps do
not seem to improve further the inference.

12
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Figure 2: Box plots of the squared errors (é(t) —6p)? for t = 0,1,2,3 (see text
for details).
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3.3 Measuring uncertainty for multivariate return periods
in hydrology

In hydrology, it is of interest to quantify the severity and frequency of extreme
events. Such potentially dangerous events are underlain by the behavior of a
vector (U, . ..,Uy) whose distribution is a copula C, determined by a parameter
vector 6 in ©. For a certain potentially dangerous event, define the return period
T and the critical level p through the relationship

_ 1
1—Ko(p)’
where Kg(t) = P(C(Uy,...,Uq) < t),t € [0,1]. Kp is called the Kendall’s

distribution function associated to C, see [24]. The return period can be inter-
preted as the average time elapsing between two dangerous events. For instance,
T = 30 years means that the event happens once every 30 years in average. The
critical level can be viewed as a measure of how dangerous the underlying event
is. The following question naturally arises: given a certain return period, what
is the critical level of the underlying event? To answer to this question, it suffices

to invert (28) to get p as a function of T
pr(0) = Kg'(1-1/T).

T (28)

Let 6y denote the true parameter vector and let pr = pr(0y). The estimation
of pr, or, in other words, the estimation of 6y, was performed in [6]. The
parametric model proposed for C' was the extreme-value copula

d
Cut, ... uq) = (Hu1101> min (ufi), 0; €[0,1],i=1,...,d, (29)
i=1

i=1,....d

which allowed to study the dependence between d = 3 sites in Italy (Airole,
Merelli and Poggi). The authors chose to base the inference on the Kendall’s
tau, and, in our work, it corresponds to the framework of Proposition 5. For 8
in [0, 1], the Kendall’s tau is given by

0,0,

By inverting (30), one obtains

-1 111
9i=2<1+A +z —= ) (31)

Tij  Tik  Tjk
where ¢, j, k denote the indexes of the three sites and 7;; is given by (19). Observe
that this is the solution of the equation (9), and, under the light of Proposition 3
(since p = g = d = 3), we see that this estimator has the smallest asymptotic
variance within the class (3). However, in [6], the asymptotic behavior of 8 =
(él, ég, ég) was not derived. This is done next, and we shall see that it allows to
quantify the uncertainties around the critical levels.
The asymptotic normality of \/ﬁ(é — 6p) can be established by applying
Theorem 1. It suffices to verify that Assumption (A3) holds, which is easily
checked from (30). Hence, as n — oo

V(0 —6,) % N(0,E), (32)
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where E is given by (10) and (20). Now, the derivation of the asymptotic
behavior of the critical levels is straightforward. From (32), we get by the
delta-method that, as n — oo

Vi (5r(8) —br) 5 N(0, 5, (33)

where s2. = pLTEi)";, 5T being the Jacobian of pr(-) at the true parameter
value. It follows that confidence intervals can be computed from the finite-
sample approximation of (33), provided that the sample size is large enough.
In [6], the critical levels in terms of return periods were reported for the three
pair of sites (Airole-Merelli, Airole-Poggi and Merelli-Poggi). We added to their
figure 95% confidence intervals for the critical levels! (Figure 3.3).

The test based on Corollary 3 has no power to detect a wrong model in this
situation. Indeed, since D (@) = D, the test statistic is always zero. Other tests
can be performed to achieve such a task, see the original paper [6].

When studying extreme events, it is common to have only a limited amount
of data. For instance, in [6], only n = 34 (multivariate) observations were avail-
able. With such a small sample size, the approximation to a normal law for the
distribution of \/n(pr(8) — pr) may be questionable. To assess the goodness
of this approximation for small and moderate sample sizes, we carried out the
following numerical experiment. N = 500 dataset of size n were generated ac-
cording to (29) with 8y = (0.6,0.7,0.2). For the m-th dataset (m =1,...,N),

the parameter vector estimate é(m) was computed. Let ST(é(m)) be the asymp-
totic covariance matrix in (33) at é(m) where s7(0) is regarded as a function
of . The critical levels ﬁT(é(m)) together with the 95% confidence bands

50" £ 1.9657(8"™) /i were computed for T = 10,20,30. Some of the

6" did not lie in their theoretical bounds ([0, 1]), which led to numerical diffi-
culties for computing szT(é(m)). Therefore, these were dropped from the experi-
ment. The results reported Table 3.3 show that the finite sample approximation
is rather good for n = 100. Even for n = 34, this approximation appears to be
good for the pair Airole-Merelli. Despite these encouraging results for moderate
and small samples, we finish by stressing that the number of missing outputs

(recall that this happens when 9(m) do not belong to [0, 1]) were quite high: 354
and 298 over the 500 dataset replications for n = 34 and n = 100 respectively.
Consequently, it would be of interest to improve the estimator (31) to reduce
this vexing effect. For instance, one could consider an estimator based on both
the Kendall’s tau and the Spearman’s rho. The asymptotic distribution of such
an estimator could be deduced from Theorem 1 but would require the joint
asymptotic distribution of the empirical Kendall’s tau and Spearman’s rho.

1The authors thank Fabrizio Durante and Gianfausto Salvadori for sharing their dataset.
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pair (1,2) (1,3) (2,3)
n T | 10 20 30 10 20 30 10 20 30

34 095 095 093 0.89 0.84 0.82 0.90 0.87 0.82
100 095 094 094 0.96 094 0.93 096 094 0.93

Table 1: Proportion for the true value pr to be included within the 95% confi-
dence intervals. The labels for the pairs (1,2), (1,3), and (2,3) are Airole-Merelli,
Airole-Poggi and Merelli-Poggi respectively.
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Appendix
Proof of Theorem 1

In order to prove Theorem 1, we first establish two lemmas. These lemmas, as
well as their proofs, are similar to the results in [8]. It will appear that the proof
of the theorem is a straightforward application of these lemmas.

Let © and ¢ as in Assumption (Al). Define the vector map

p: O CR?— p(O) CR? (34)
©(0) — (£1(0),...,0,(0))",

and assume that ¢ is twice continuously differentiable. Denote by ¢(0) the
p X q Jacobian matrix of ¢ at 6 and define ¢ := ¢(0y). Let

Y= o1, s Ynp)

be a random vector in | RP dependlng on an integer n and assume that Y, K
@(0p) asn — co. Let W = W be a pxp symmetric and positive definite matrix
with full rank and suppose that W converges in probability to a symmetric and

T —

positive definite matrix W with full rank as n — oo. Then W =W W for

some p X p matrix W. Denote by ©,, the set of all minimizers of the loss function

(n(0) = (Yo = (6))" W (Y — (6)) (35)
— 2
~ Wt oce.
where | - || stands for the Euclidean norm. Observe that this set may contain

several or no elements. Let H,,(6) be the Hessian matrix of ¢,, at 0, that is, the
matrix whose (k,!) element is given by

020,,(0)
00,00,

H, () =

Let Q(0) be the d x d matrix whose (k,) element writes

Qu(0) = (G G ) W (o(6) -~ (60).

and H(0) be the d x d matrix defined by

H(0) = 2(Q(0) + $(0)"WT(0))
Finally write B.(6o) = {6 € © : || — 6q|| < £} the closed ball around 8y with
radius € > 0 and assume that there exists €9 > 0 such that B.,(6) is closed.

Then B.(0y) is compact for all 0 < ¢ < .

Lemma 1. (i) The elementwise convergence H,(0) Ei H(0) holds uniformly
for all @ in B, (0o).
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(i) If @ is of full rank then, with probability tending to 1, H,,(0) is positive
definite for all @ in some closed neighborhood of .
(i) It is easily seen that H, (0) = 2 ((,b(H)T\/?\\/'Tgb(H) + Qn(0)) where Q,,(0)

s a [d x d] matriz such that its (k,1) element is given by

_ (9*¢1(6) 9%¢p(0)\ &
Qn’kl(e) = ( 89k891 Sy 89k801 ) WT (90(0) — Yn) .

Let Wji denote the element of\/ﬂ\/' in the j-th row and i-th column. For all 8 in
Ego (00);

P2
0°pi(0) —~
| Hp,k1(0) — Hi(8)| = 2 a;)a(a)Wji CCHERER)
ij=1 0 R
P2
¢i(0) | =
< N i(00) — Y, s
_Z_‘ e [Wil93(60) — Yo

p
< constant X Z [Wiil le;(60) — Yo 51

ij=1

the last inequality holding because, since the second order derivatives of the ¢;’s
are continuous on the closed and thus compact set B.,(00), they are uniformly
bounded by some constant on this set. Therefore, as n — 0o,

p
= P
sup  |H 11(0) — Hit(0)] < constant x Y [Wii|[@;(80) — Ya ;| =0,
0cB.(00) i,j=1

which follows from the weak consistency of Y, and W.

(i) Notice that since @ is of full rank, H(0y) is positive definite. Hence
for every x # 0 € RY, the map 6 — xTH(0)x is continuous and one can
choose a sufficiently small e(x) > 0 such that there exists §(x) > 0 for which
xTH(0)x > xTH(00)x — e(x) > 0. In other words, ¥x € RY, 35(x) > 0 :
10 — 60| <6(x) = xTH(0)x > 0. Define 0 < § := infyere {6(x)}. Then for
all 8 in ©, |6 — 0| < § implies xTH(0)x > 0 for all x # 0. We have shown
that H(0) is positive definite on Bs(8o). Now define

TH(O
Aij = sup |Hn’”(0) — H23(0)| S inf o %
0cB., (60) 2ER,2#0,0€B5(00)2 D j—1 |Ti7;]
and put A = _ﬂ_Aij. On the event A, for all x # 0 and for all 6 in B.,(0y), we
Z’j
have
! TH(O
<" (H(0) - H,(0) x| < 3 |z inf #
=1 IER‘J,:E#O7QEB(;(00)2Z7;J:1 ‘xil‘j|
T
< o X HOX
6cBs(60) 2
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If, moreover, 8 € Bs(0o), then

xTH(0)x

xTH,(0)x > )

>0

because H(O) is positive definite on Bs(0o). Hence on A and for all 6 in
Bs(00) () B, (60), the matriz H,,(0) is positive definite. By (i), P(4) — 1
as n — 0o, which concludes the proof.

Lemma 2. (i) If ¢ in (34) is an homeomorphism, then for all € such that
0<e<egg, asn — o0,

P [én £0 and 6, C Eg(eo)} Sl

(ii) If, moreover, ¢p(00) is of full rank then as n — oo,
P[cardézl} — 1,

where card denotes the cardinal of a set. Define 0 to be the unique element

of(:) if card 6 =1, and any arbitrary point otherwise. Then 65 6y as
n — oo.

(iii) If in addition to the assumptions of (i) and (ii)

V(Y. — ¢(0)) % N,(0,%)
then

Vi@ - 00) 4 N, (0, (¢"W) T GTWEWG (5TW) )

- (i) Let 0 < & < g9. Since @ is a homeomorphism and W has full rank,
\/7\790 is_also homeomorphism. Hence there exists 6 > 0 such that 6 € ©
and ||\/7\\7(<p(9) —¢(60)) || < 6 imply |0 — o]l < e. Thus for every 6 € ©
with |6 — 6| > & we have ||\/7\V(<p(0) —¢(00))]| > 6. On the event A, =
{IIW (0(80) — Y,.) || < 6/2} and for 0 outside 6 € B.(6y), the inequality

IW (9(0) — (80)) || < [W (9(8) — Y ||+ [W (Y — 0(60)) |
implies
IW (9(60) — Ya) | > [W ((8) — (80)) | - [W (Y., — 0(60)) |
>6—109/2
=4/2
> |[W (Yo — ¢(60)) |l
Therefore

min [W (Y, - @(8)] < inf )||§?vv<Yn—so(o>>||,

0€B.(60) 0¢B. (6o
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where in the left hand side the minimum is attained because B.(6y) is compact.
By consistency of Y,, and W, we have P(A,) — 1. It follows that the event

{60 #0 and 6, < B.(80)}

has probability tending to 1. -
(12) Without loss of generality denote by B, (0¢), n < €q, the closed neigh-
borhood of Lemma 1 (i1). Assume that the event

{@ 40,6 cC B,(00) and H,,(0) is positive definite for all 6 in EW(OO)}
(36)

happens. Let 8 € B,(00) and 6* be a vector in 6. 4 Taylor expansion of £, in
(35) at 0* gives

0,(8) = £,(0%) + (6 — 6%)T'v1,(8%) + %(0 —60*)TH,,(6)(6 — 6%),

where 8 = t0+(1—1)0*, t € (0,1) and V¢, denotes the gradient of £,,. In view of
Lemma 2 (i), 0* is in some open neighborhood of 0g and thus V£,(0*) = 0. The
fact that 6 € B,)(8y) entails that H,,(8) is positive definite. Therefore, we have
shown that €,,(0) > (,,(0*) for all 8 in B,(6y). This implies that the cardinal

of © is 1. By Lemma 1 (i) ~and Lemma 2 (i), the event (36) has probability
tending to 1. Hence P[ card © = 1] — 1. Now let 8 be as in Lemma 2 (ii) and
let € > 0. Without loss of generality, assume that € < gg. Then

lim P [é € EE(BO)} = lim P [é € B.(8y) and card ® =1| =1,

n—oo n—oo

the last equality holding because of Lemma 2 (i). Thus the consistency ofé 18
proved.

(7i1) A Taylor expansion for the gradient Vi, of £, in equation (35) around
0y entails

V0, (0) = V4, (00) + H,(0)(0 — 6y),

where 0 = 0 + (1—1)00,t € (0,1). By the same arguments as in the proof of
Lemma 2 (ii), V{,(0) =0, hence,

ViH,(6)(0 — 8,) = v (wn(é) - wn(eo))
= _\/EVEn(QO)
= 20" W/ (Y, — ¢(60)) .

For x in R?, we have
P [\/ﬁHn(é)(é —0p) < x} =P [\/ﬁHn(é)(é —00) <x and card © = 1}

+P [\/ﬁHn(é)(é —0y) <x and card © # 1} .
(37)
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Since the second term in the sum in the right hand side of (37) tends to 0, we
have that

lim P [\/ﬁHn(é)(é —00) <x and card © = 1]

= lim P [\/ﬁHn(é)(é —6) < x]
= lim P {2¢TVAV\/E(YH —(00)) < x} :

By the assumptions of Lemma 2 (iii) and by consistency of W, we have
20" W/n (Y, — 9(80)) > Ny (0,40 WEWT @) .

IfH,,(6) converges in probability to H(8y) = 2pW ¢, then
j d T~x7T -\N—L .T T . T~xx7T -\ 1 T
V(0 —00) = Ny (0, (¢ Wip) ¢ WEW' g | (¢ W) :

Therefore, to conclude the proof, it suffices to prove that Hn(é) Lt H(6y). Let
e > 0. Assume that

g
sup |Hn’¢j(0) — Hz(0)| < 5
0cB.,(60)

The map 0 — H, ;;(0) is continuous, hence, there exists 6 > 0 such that 16 —

8| < & implies |H, ;;(8) — H,.ij(80)] < /2. Assume that 6 € Bs(0,) and
suppose without loss of generality that 6 < ey. Then it holds that

|Hn,ij(0) — Hij(00)| < [Huij(8) — Hypij(00)] + |Hnij(80) — Hij(60)]

<§+§—5
2 2 7

By Lemma 1 (i) and Lemma 2 (i) we have shown that for all € > 0, the event
{\Hn,ij(é) — Hi;j(00)] < 5}

has probability tending to 1. Hence the proof is finished.

The proof of Theorem 1 is a direct application of Lemma 2 with ¢ = D and
Y, =D.

Proof of Corollary 1

(i) The limiting covariance matrix of 8, viewed as a function (elementwise) of
0 is given by

2(9) = (1‘)(49)Tvvi>(e))_1 D(O)TWE(0)WD(9) (b(a)wa(a))_l.

By assumption, D(-) and 2(-) are continuous at 6, hence so is Z(-). Therefore,
since @ converges in probability to 8y, we also have that =(8) converges in
probability to E(0y). Moreover, since E(0) is invertible and nonnegative definite
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for all @ in ©, we have E(0) = E'/2(0)2/%(0) where E'/2(8) is also invertible.
Therefore, by Theorem 1, as n — oo,

VnE(6)"%(6 — 6,) % N(0,1,),

leading to the desired result.
(i) By Assumption (A4),

~ d
Vit (D= D(60)) 5 N,(0,%(60))
as n — oo. The arguments in the proof of (i) can be easily adapted to prove
(it).
Proof of Corollary 2
The proof of Corollary 2 is similar to that of Corollary 1 (7).

Proof of Corollary 3
Note Dy := D(0y) and write
D) —D =D() — Dy + Dy — D. (38)

A Taylor expansion yields

D(§) — Do =D(6 — 6,) (39)

where D := D(6) with 8 being a vector between @ and 6. Substitute (39) into
(38) to get

~ ~

D(6) — D =D - 6,) + Dy — D. (40)

From (39), we have
~ ~T~ ~T A
0—-6,=(D D) 'D (DO) —Dy). (41)
Substitute (41) into (40) to obtain
N LA A ~
D@O)-D=D (’D ’D) D (D) -Dy)+(Do-D).
Since

D(6) — D,

I
/N
S
$>
|

lw))
N—
+
/N
lw))
\
V)
(]
N—

we have

S (xTx\haT PPN S [T\ AT ~
Ip—D<D D) D | (D) -D) - Ip—’D<D D) D |(po-D).

Define A(6) = L, — D(0) (b(o)Tb(e))f DO), A := A(9) and A = A(6).

By Assumption (A4) and because D is continuously differentiable, as n — oo,

(1, — A)vn (D(6) — D) 4 N (0, (I, — A)Z(1, - A))
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. LT .\l . .
where A = D, (D§D0> Dy and Dy := D(By). Since I, — A(0) is idempo-
tent, that is (I, — A(0))?> =1, — A(@), we have for all 6 in ©

(1, — A(6)3(6)(L, — A(6))]"/* = (I, — A(6)) "= 1(6)(T, — A(6)) .

as n — 00, yielding the desired result.

Proof of Proposition 1

Without loss of generality, assume that W*D = aX D for some scalar a.
Let 8 = (W) and note 8(W™*) the estimator for which W = W*. Denote by

E(W) and E(W?) the associated limiting covariance matrices of Theorem 1.
We have

— (p"wp) D'wewp (B'WD)  —a(D'WD)

- (d"wp) (bTWEWi) - Wba (D" WD) 1'>Tw1'>> (p'wp) "

- (1’)TW1'>)71 DwWsl/? (Ip ~ 2 12Pq (bTW*i'))fl 1'>T§:1/2) S/ WD
(p"wD) -

where 32 is the symmetric and invertible matrix such that X = s1/251/2,
. . T N\l .7

Write A = 2 1/2Dq (D W*’D) D 212, Note that A is idempotent,

that is, A2 = A. Indeed,

. . . 1., . . .\ 1.
AZ =2 1/2Dq, (’DTW*’D) D'x Do (DTW*D) p'x-1/2

. . .\ 1. . . .\ 1.
3 1/2Pq (DTW*D) D'WD (DTW*D) D'n-1/2
. . .\ L.
—n 2P (’DTW*’D) D12
—A.
Hence I, — A is idempotent as well and therefore

. L. . . .\ L
(W) - E(W*) = (’DTW’D) D WSV, — A)(I, — A)SV2WD (DTW’D)

which is easily seen to be nonnegative definite.

24



Proof of Proposition 2

It suffices to show that W* = I, verifies (7). Let us first assume that
Y¥1x1 (42)

(this will be shown afterwards for exchangeable copulas). Then (42) is also
true with 7! in place of 3. Hence, by substituting (42) into (7), we get
W* « I,. To show (42), recall that X is the asymptotic variance matrix of
V(D —D). Keeping in mind the representation (5), we have that 3 jik,t 1s the
limit of Cov(\/ﬁ(f)z—,j -D;;), \/ﬁ(’f)kl —Dr,1)). Thus %, ;.5 only depends on the
distribution of (U;, U, Ug, U;). But since the underlying copula is exchangeable,
at most three distinct distributions can arise: the distribution of (UZ,Us, Us)
(the pairs (U;, U;) and (U, U;) share one variable), that of (U2, U3) (the pairs
(U;,Uj) and (U, Up) share two variables), and that of (U1, Us, Us, Us) (the pairs
(U;,U;) and (U, U;) share no variables). It follows that all lines of 3 are equal
up to permutations of {1,...,d}, which implies (42).

Proof of Proposition 3

The gradient of the loss function (3) is equal to 0 if and only if
T~ ~
D'W(Dw)—p):o
But since D is of full rank and p = q, the kernel of ﬁT is null, hence
W(Dwy—@):o
The fact that W is of full rank concludes the proof.

Proof of Proposition 4

Note that formula (15) is nothing else than the standard Pearson correlation
coefficient. We recall how to obtain its asymptotic normality. Observe that

U,;U; — U,U;
(-7) @-7)"

— — 2
where T = 323, U9/, U7 = 55, (U1) fnand 005 = 53, 0190,
By the multivariate central limit theorem, the vector

Pij =

Vi (T, T5, U, U2, U5) — (E(U)), E(Uy), E(U2), E(U}), BU.U,))

converges to a normal distribution. The convergence of (15) follows by the
delta-method. To obtain the convergence of 12, ..., pa—1,4), one can adapt the
above arguments.
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Proof of Proposition 5

The proof of Proposition 5 uses the results of [13] on U-statistics. Recall that
U, ..., UM is a sample of d-dimensional vectors. A U-statistics of order 2 is
defined by

-1
uw®, o umy = (Z) Z d (U(Q)7 U(ﬁ))
1<a<pB<L2

where the symmetric map ® : (R%)? — R is called the kernel of ¢. It has
been shown in [13] that a multivariate vector of properly centered and scaled
U-statistics converge in law to a normal distribution. Before using these re-
sults, it is convenient to introduce the following. Define ¥;; (uV,u?) =
P, (u(l),u@)) — 75 and W54 (u(l)) = E [V (u(l),U(z))]. To make use of
the results in [13], notice that 7;; is a U-statistic with symmetric kernel

D, (u(l),u(Q)) =, ((ul(»l),uy)), (u@) u<2))>

i g

—aign (o =) (4 — o))

for i < j and u®) = (u(lk), . ,u&k)) ,k=1,...,n. By Theorem 7.1 of [13],

Vil = 7) 5 Ny(0,3),
where ¥ writes as in (5) and
Skt =AE Wiz (VD) W (UD)] (43)
To simplify the formula (43), observe that, almost surely,
U, (uu)’ U(z))
=y (u(l),U(z)) — Tij

=sign ((ul(.l) - U,L-(2)> (ugl) - UJ@))) — Tij

_ ) 1= if Ui(2) < ugl) and UJ@) < ugl) or Ui(Q) > uz(-l) and Uj@) > ug-l)
—1 — 7;; otherwise,

and
P [Ui@) < uz(-l) and UJ@) < ug-l) or Ul@ > ugl) and U]@ > ugl)
=2C}; (uz(-l),u;l)) +1- uz(-l) — u§1).
Therefore,
\Ijij,l (u(l)) = E |:\I/7] (u(l), U(2)):| = 407] (UEI),U§1)> —+ 1 — Tij — 2’[1,51) — 2u§1).

(44)

By substituting (44) into (43), one obtains (20). An application of Lemma 2
with Y, = # and ¢(0) = 7(0) concludes the proof of (ii).
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Proof of Proposition 6

It has been shown in [9] that (recall that C' here is an extreme-value copula)

1 & 2 — N
— Zmax (Ui(k),U;k)) LS — Y and,
et 3= Aij

NG (i > max(U, UM — M) 4 N (0, Var(max(U;, U;))) . (45)
k=1

By the multivariate central limit theorem and the multivariate delta method
with the continuous map g : [0,1)? — (—o00,2]? such that g(z1,...,2p) =
(g(x1),...,9(xp))T with g(xz) =3 —1/(1 — z), we have

Vah =) 4 N, (0,%),

T
where ¥ = GQGT, G is the Jacobian matrix of g at (ijiiz ey ;:ij:j) ,

that is, G = diag(—(3 — M2)?%,...,—(3 — Ag—1.4)%) and € is the variance-
covariance matrix for the limit distribution of the p-dimensional vector whose
components are the left members in (45). Here diag(z1,...,z,) denotes the
matrix with (21,...,2p) on the diagonal and with zero’s elsewhere. It is easily
seen that X writes as in (5) and (22).
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