






































































⏱  the watch sweats






Date Thursday November8 2018

Recap
Yt ARMA Pit
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AN ARMACP91 model is stationary iff thezeros ofOct all lie outside the unit circle in the complexplane

AN ARMA pit model is invertible iff the zeros of
D z all lie outside the unit circle in thecomplexplane

In order to estimate 01 02 Op O Oz Oa T2
with observed data 94 42 Yn we can use maximumlikelihoodestimation or least squares estimation
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Tore on outerselection
Use 2 In LC and Alc to help chooseoptimalordersP t

d t d
smaller bigger smaller
better better better

Note that AIC Penalizesyou for overcomplicating your
model and hence protects you from overfitting The other
metrics don'tdo this Cis thedifferencesignificant I

Thesedon'tsayanything about predictingthe future Maybe
Only AICbecause it protects you from over fitting

Akaike Information Criterion
aOT 0 F

AlC 2 l n L o t 2 Pt9ti
t penaltyterm

Alec 2 lh Ll It 2Cptqt
Ecorrected n p q 2

StillPenalizes for a complicatedmodel butadjusts totheamountofdata
Not as harsh if n is big
These both depend on th Ll whichmeans wecannot
calculate this in the context of leastsquares Estimation

TO formallycomparemodels we canuse a likelihoodratiotest LRT

ARMA11,2 ARC3
MA l MAC1

It's important to note thatthemodelsbeingcompared must
be nested within one another

Ho reducedmodel and full model fitthedataequallywell
Ha fullmodelfitsthedatabetterthanthereducedone
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Tesftatistic D 2 log n X me mr

where me ofparameters in fullmodel
MR of parameters in reducedmodel

Largevalues of D provideevidence againstHo
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