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Introduction

In this Thesis we propose Markov chain Monte Carlo (MCMC) methods for
several classes of models. We consider both parametric and nonparametric
Bayesian approaches, proposing either alternatives in computation to already
existent methods or new computational tools.

In particular, we consider continuous time multi-state models (CTMSM),
that is a class of stochastic processes useful for modelling several phenomena
evolving continuously in time, with a finite number of states. Inference for
these models is straightforward if the processes are fully observed, while it
presents some computational difficulties if the processes are discretely ob-
served and there is no additional information about the state transitions.
In particular, in the semi-Markov models case the likelihood function is not
available in closed form and approximation techniques are required. In the
first Chapter we provide a uniformization based algorithm for simulating
continuous time semi-Markov trajectories between discretely observed points
and propose a Metropolis within Gibbs algorithm in order to sample from
the posterior distributions of the parameters of that class of processes. As it
will be shown, our method generalizes the Markov case.

In the second Chapter we present a novel Bayesian nonparametric ap-
proach for inference on CTMSM. We propose a Dirichlet Process Mixture
with continuous time Markov multi-state kernels, providing a Gibbs sam-
pler which exploit the conjugacy between the Markov CTMSM density and
the chosen base measure. The method, that is applicable with fully observed
and discretely observed data, represents a flexible solution which avoid para-
metric assumptions on the process and allows to get density estimation and
clustering.

In the last Chapter we focus on copulas, a class of models for dependence
between random variables. The copula approach allows for the construction
of joint distributions as product of marginals and copula function. In partic-
ular, we focus on the modelling of the dependence between more than two
random variables. In that case, assuming a multidimensional copula model
for the multivariate data implies that paired data dependencies are assumed



to belong to the same parametric family. This constraint makes this class
of models not very flexible. A proposed solution to this problem is the vine
copula constructions, which allows us to rewrite the multivariate copula as
product of pair-copulas which may belong to different copula families. An-
other solution may be the nonparametric approach. We present two Bayesian
nonparametric methods for inference on copulas in high dimensions. The first
proposal is an alternative to an already existent method for high dimensional
copulas. The second method is a novel Dirichlet Process Mixture of condi-
tional multivariate copulas, which accounts for covariates on the dependence
between the considered variables.

Applications with both simulated and real data are provided in the last
section of the first and the second Chapters, while in the last Chapter there
are only application with simulated data.



Chapter 1

MCMC methods for discretely
observed continuous-time multi
state models

Continuous time multi-state models (CTMSM) represent a widely applicable
class of models useful for modelling phenomena - assuming a finite number
of states - evolving continuously in time. Inference for these models present
some computational difficulties when the process is only observed at discrete
time points with no additional information about the state transitions. In
particular, when transitions between states may depend on the time since
entry into the current state, and semi-Markov models should be fitted to the
data, the likelihood function is neither available in closed form. We are inter-
ested in providing an efficient Bayesian method for making inference when
the likelihood function of a CTMSM is intractable. In fact we relax the as-
sumption of Markovianity of the process considering the more general class
of semi-Markov CTMSM.

In this Chapter we first introduce the class of processes we are working on,
starting from the Markov CTMSM and extending the definition for the semi-
Markov case. We explain the properties of the processes, therefore we discuss
the computational difficulties when observations are discrete. In the second
section we show how to bypass the likelihood calculation in the Markov case
by simulating trajectories via uniformization based algorithm [Hobolth and
Stone, 2009|. Then we introduce a Metropolis Hastings algorithm in order to
generalize the paths simulation for the wider class of semi-Markov CTMSM.
In the last section we set up a Markov Chain Monte Carlo algorithm for
simulating the posterior distribution of the model parameters when sojourn
times are assumed to be Weibull distribuited.



1.1 Markov and semi-Markov Continuous-time
multi state processes

A continuos time stochastic process {X(t),t € T} is a Markov process on
the state space S = {1,2,...S5} and time space T C R* if

PX(t+u=s|X({t)=rF)=PX({t+u)=sX(t) =r),
when F; is the past history up to time ¢, for all r,s € S and u € R*.
The process { X (t),t € T} is a homogeneous Markov process if
P(X(t+u)=s|X(u)=r)=P(X(u) =s|X(0)=r).
Let the transition probabilities for a time-homogeneous process be defined as
Prolt) = P(X () = 8| X(0) = 7).

Moreover let P(t) be the transition probability matrix whose generic el-
ement is p,(t).

The Markov process X (t) can be defined via the transition intensity func-
tions

P(X(t+6t) = s|X(t) =)
5 (1.1)

representing the instantaneous transition rate from state r to state s at time ¢.

0a(t) = Jimy

For the time homogeneous Markov process we have

Yrs0t + 0(0t) sEr

P(X(tJr&):S’X(t):T):{ 1+ 7,0t + 0(5t) s =7

(1.2)

where 7,5, > 0and v, = — >, 2r Yrs = —Yrs Vrs and ~, denote respectively the
r-s and the diagonal element of the the transition rates matriz, or generator

matrix
Y1 - M1S

Ys1 .- 7YsS

which satisfies the three following conditions:

2. 7 >0 Vi#j;



3. ZjES%j =0 W

The Chapman—Kolmogorov equations for a continuous-time Markov chain
are

P(t + 5t) = P(t)P(5t)

for any ¢ € 7. Transition probabilities for a continuous-time Markov chain
are functions of time t, derivable from the transition intensity functions of
the chain.

The link between the generator matrix and the transition probability
matrix for the time t is given by the Kolmogorov differential equations.
The forward equations and backward equations are

d d
—P(t)=P(t)A —P(t) = AP
Lpy=P)A ma 2 p)= ap@)
respectively, with P(0) = 1.

Given A, the solution for P(t) is the exponential matrix

P =Y “:!)n — oxp (tA).

For the proof see Norris [1998] or Davison [2003].

If the process we are considering has one absorbing state, the row of the
generator matrix A corresponding to the absorbing state has all entries equal
to zero. Once the process is in an absorbing state r, the rate v,; of moving
to another state s is zero. As a consequence, the diagonal entry ~,,. is zero as
well. The row in the transition probability matrix P(¢) that corresponds to
an absorbing state has the diagonal entry equal to one and all off-diagonal
entries equal to zero, meaning that the probability of being in the same state
in the future is one.

1.1.1 Poisson process as Markov chain

The Poisson process will have an important role in our work. In fact it will
be used for simulating CTMSM. Moreover it represents a simple example of
continuous time Markov process although with a countable state space. The



Figure 1.1: The path of a Poisson Process.
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rate matrix for the Poisson process is then the infinite matrix

A AN 0 ... 0
0 -A X 0
A= 0 —A XA 0

We now give the definition of Poisson process in terms of jump chain and
sojourn times (or holding times).

A right continuous process (X;,t € T) which takes values in {1,2,...} is
a Poisson process of rate A > 0 if

e its state chain i.e. the state sequence generated by the process is given
by Y,, = n.

e for each visited state the sojourn times wq, ws, ... are Exponential ran-
dom variables with rate \;

The picture shows an example of the path of a Poisson Process. The
Markovianity of X; is guaranteed from the memoryless of the exponential

8



sojourn times, which leads to the memoryless property of the whole Poisson
process.

1.1.2 State chain and sojourn times

We have introduced the continuous-time Markov processes by the transition
intensities functions. Moreveover, we analyzed the relationship between the
generator matrix A and the transition probability matrix P(t). Here we fo-
cus on another - equivalent - representation, which allows us to define the
continuous-time Markov process as a tuple of states and sojourn times.

Let S be a countable state space. The rate matrix A provides all the
information we need for the continuous-time Markov process construction.
Given a rate matrix A, we may define the jump matrix P = (p;; : 4,j € S),
where

o vii/vi ifj#iand v #0
P 0 ifj#diand v =0"

Pi= 1 ify=0"
In each row we take the off diagonal entries and scale them so they add
up to 1, while the diagonal element is 0. If there are no entries, we put 1 on
the diagonal element of A.

Then, a continuous-time Markov process can be defined in terms of its
jump chain and holding times. Precisely, a discrete state space continuous
time stochastic process (X;,t € 7)) is a continuous-time Markov process with
transition rate matrix A

e if its jump chain (Y,,,n > 0) is discrete-time Markov chain with transi-
tion probability matrix P;

e if for each n>1, conditional on Yy, Y7, ..., Y, 1, its holding times wq, . .., w,
are independent exponential random variables of parameters v(v;), . . ., Y(v,_1)
respectively [Norris, 1998].

1.1.3 Semi-Markov CTMSM

The definitions of Markov process given in (1.1) and (1.2) can be extended
to the more general case of continuous-time semi-Markov processes.



We define a semi-Markov CTMSM via its transition intensity function,

. P{X(t+dt) =s|X(t) =rF
0t 7 = g PN 00 =X 0) =17

where F; represents the natural filtration associated to the process at time
t. More precisely, we rewrite

lim P{X(t+dt)=s|X(t)=r,T =t —u}

QTs<t7ft) - SE550 5t )

where T™ denotes the entry time in the last state assumed before time t.
Unlike the Markovian case, here the transition intensity functions also depend
on the time spent in the current state. In particular, setting

¢rs(uw)dt + 0(0t) sEr

P{X(t+dt) = s|X(t) =7, T" =t—u} = { 1= Y, au(u)dt +o(5t) s=r

we describe a time-homogeneous semi-Markov process X ().

Note that the semi-Markov processes can be expressed by the proper-
ties of the state sequence and the sojourn times. Let F,.(u) be the dis-
tribution with hazard function Fy(u)/(1 — F.(u)) = >_,., ¢u(u). Consider
prs = Jy @rs(w)(1 — Fo(uw))du and Fry(u) = i Iy @rs(v)(1 = F.(v))dv, for
s # r. Then, X () is the result of the state sequence generated by the Markov
chain with transition probabilities p,; and sojourn times depending on the
departure and arrival states generated independently with distributions Fj.;.

1.2 Inference and simulation for CTMSM

After having introduced the models from the mathematical point of view,
we now focus on the computational and inferential aspects. CTMSM repre-
sent a useful class of stochastic processes for analyzing event history data
[Lawless, 2013]. Practical applications of these models can be found in many
fields. For example in biostatistics they are often used for modelling both dis-
ease progression and patient recovery after medical tratment, see for example
Gentleman et al. [1994], O’Keeffe et al. [2011] and Ieva et al. [2017]|. Other
applications can be found in econometrics where, for example, CTMSM have
ben adopted for modeling individual labor market status [Joutard et al.,
2012] or credit rating transitions [Bladt and Sgrensen, 2009].
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Inference details for modeling data generated by specific classes of CTMSM
differ if the sample paths are continuously observed or if the data only con-
sist of the states observed at discrete time points, with no information about
the state sequence and times of events between observation times. In fact,
the former case does not present particular issues while the latter, usually
referred to as panel data framework, apart from specific models may present
considerable computational issues.

In fact, the problem with the panel data framework is that the likeli-
hood function is available only for the Markov case or its simpler extensions
and also in these cases it must be evaluated via numerical approximations.
Kalbfleisch and Lawless [1985] were the first to introduce appropriate nu-
merical techniques for the standard Markov CTMSM. Relaxing the Markov
assumptions, for example by assuming a semi-Markov process where tran-
sitions between states may depend on the time since entry into the current
state, leads generally to an intractable likelihood problem. To bypass the
problem, Kang and Lagakos [2007] assume time-homogeneous transition in-
tensities from at least one of the states while Armero et al. [2012] discuss a
Weibull progressive disability model. Titman and Sharples [2010] focus on the
tractable class of phase-type sojourn distributions while Titman [2014] sug-
gests using phase-type distributions to approximate the likelihood of CTMSM
with Gamma or Weibull sojourn time distributions.

All the proposals discussed above do not consider the possibility to re-
construct the whole sample paths in order to make inference via ordinary
missing data techniques. However, note that a missing data formulation has
been frequently adopted in the Markov case starting from Bladt and Sgrensen
[2005] where both an EM and a Gibbs sampler were proposed to estimate
the parameters of a discretely observed Markov CTMSM. Anyway the Gibbs
sampler was performed by a naive rejection sampling, i.e. by drawing uncon-
ditioned trajectories and discarding them that do not hit the right states.
The limitations of the rejection sampling are discussed in Hobolth and Stone
[2009], where it is also introduced a different sampling strategy based on the
uniformization technique that permits to simulate directly Markov trajecto-
ries with fixed starting and ending states. The uniformization algorithm was
used also to draw the distribution of a Markov sample path conditionally on
a sequence of observed points by Fearnhead and Sherlock [2006] and was also
used by Pfeuffer et al. [2018] for implementing a stochastic version (SEM) of
the EM for the Markov case. A SEM algorithm was recently proposed also
for the semi-Markov case by Aralis and Brookmeyer [2019] but the recon-
struction of the sample paths was performed by a naive rejection sampling.
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Finally Tancredi [2019] proposes approximate Bayesian computation (ABC)
techniques for Markov and Semi-Markov cases by approximately matching
the observed and simulated state transition matrices between different ob-
servation times.

1.2.1 Inference for fully observed continuous-time semi-
Markov processes

When the whole process trajectory is observed, inference for semi-Markov
continuous-time multi state models is straightforward. We first have to as-
sume a probability distribution for the sojourn times, then we may write
down the likelihood function of the process. Assuming as sojourn time den-
sity a function z depending on a vector of parameters 6, the only condition
that must hold is that z is the density of a positive random variable.

We suggest to choose a generalization of the exponential distribution in
order to include also the Markovian case, allowing to relax the assumption
of independence of the time spent in the current state.

Let (X;,t € T) be a continuous-time semi-Markov model of parameters
0 = (¢, P) with discrete state space S. Let z(+|¢;) be the density function for
the sojourn time in the state r. Note that we do not assume that sojourn
times depend on arrival state. Moreover, let p,., be the probability of a transi-
tion from state r to state s. Let ( = ({1, ..., (s) be the vector of sojourn times
parameters and let P be the transition probability matrix. Suppose to ob-
serve the full trajectory between two points, 0 and 7. Let s = (s¢, $1, ..., S¢)
be the state sequence and w = (wy,...,w,) be the sojourn times sequence.
Note that s, represents the last visited state, while w, represents the last
sojourn time, truncated at the end point 7', so that Zle w; = T. Notice
that X; <> (s,w). Finally, we assume that sy is observed.

Let n,s = Zﬁ;é 1(s; = r, s;41 = s) be the transition counts from the state
r to the state s, let n, = Zs# n,s be the total number of complete sojourns
into the state r, i.e. excluding the truncated sojourn times. Moreover, let
Wy. = (Wy1, . .., W, ) be the sequence of observed sojourn times in the state

r. We can write down the density of the single trajectory

p(S, w‘e) = H(prs)nm H I_TIZ(’LUM‘CT) ’ (1 - Z(w£|Cse)) : (13)

rs r =1

where 1 — Z(wy|(s,) is the survival function for the last observation, due to
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the truncation of the trajectory. Moreover, note that this factor does not
appear if T is exactly the entry time in an absorbing state.

Let us indicate (s,w); for j = 1,..., N the state and sojourn times se-
quences for the j-th trajectory. The likelihood function is then

N

£(0) = [ I r((s,w);16), (1.4)

J=1

and it is available in closed form. Inference, both frequentist and Bayesian,
does not present particular issues.

Problems arise if the trajectory is observed at discrete points. In that
case, we do not know the exact jump times, hence we do not have infor-
mation about the sojourn times in each state and the likelihood function is
numerically available only for the Markov case, i.e. when the sojourn times
are exponentially distributed.

Our goal is to provide an MCMC sampler which remedy to the problem of
discrete observations of a continuous-time process and avoid the Markovian
assumption of the analyzed processes.

1.2.2 Uniformization based algorithm

The uniformization is a sampling strategy for continuous-time Markov pro-
cesses based on the methodology proposed by Jensen [1953]. This methods
draws the continuous-time Markov process (X;,t € T) trajectories via con-
struction of an auxiliary stochastic process (Y;,t € T).

Let A be the rate transition matrix of X; and consider the transition
probability matrix

1
R=1+A, (1.5)

where A = max A;;. Note that via the transition matrix R the same state may
be visited several times in a row. Consider also a Poisson process with rate \.
Then, the auxiliary process Y; is obtained by taking the points drawn from
the Poisson process as jump points and the state sequence generated by the
transition probability matrix R and is called Markov process subordinated to
a Poisson Process. Y; is equivalent to the original continuous-time Markov
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process X;, indeed the transition matrix of X; can be written as

e}

P(t) _ eAt _ e)\(R—I)t _ e—At Z (AtR) _ Z e—/\t O‘t) R™. (1.6)
n=0

| |
~ nl n!
It follows that the transition probability matrix P,,(t) of the Markov process
X; can be written as

- At)"
Pult) = PO, =0 Xg = ) = e My + S e g 1)
— n!
Now, without loss of generality, suppose to know the start point Xg = a and
the end point X7 = b. The number of state changes for the auxiliary process

conditional on his starting point a and endpoint b is given by

P(N =n|Xy=a,Xr=0)=¢ R?,/Pup(T). (1.8)

o (AT)”

n!
Conditionally on the number of state changes N = n, the jump times are
Uniform(0,7") both also conditionally on the endpoints and unconditionally.
Finally the state-sequence conditioned on the endpoints can be obtained by
drawing the first n steps of a Markov chain with transition matrix R, initial
state a and end state b.

Thus, we can simulate trajectories of the continuous-time Markov process
X, given two observed points Xy = a and X7 = b, with the uniformization
algorithm described Algorithm 1.

Moreover we can draw Markovian trajectories trajectories on a sequence
of observations at times 0 = tg, t1,...,t,, =T by iterating the uniformization
algorithm between t;_; and t; for ¢ = 1,...,m. Our idea of generalization
of Uniformization for sampling semi-Markov CTMSM finds application in
Bayesian inference and it is basically quite intuitive. In a Markov Chain
Monte Carlo framework, our intention is to implement a Metropolis Hastings
to simulate trajectories. The idea is to propose via Uniformization Markovian
paths, choosing as target a semi-Markov density.

1.2.3 The base measure for CTMSM

In this section we give the theoretical details for the base measure of CTMSM.
This applies for both Markov and semi Markov CTMSM.

14



Algorithm 1 Uniformization, Hobolth and Stone

Input: A, Xg=a, X7 =0b.
Output: (s, w).

e Compute A = max A;;

e Compute R =1+ %A

e Simulate the number of state changes n from the distribution (2.8):

o If the number of state changes is 0, stop: X; =a, 0 <t < T}

o If the number of state changes is 1 and a=b, stop: X; =a, 0 <t < T}

o If the number of state changes is 1 and a # b, simulate t; from a
Uniform(0,7) and stop: X; =a,t <t; and X; =bt > ty;

o If the number of state changes n is at least 2:

1. simulate independently n independent uniform random variables in
[0,T] and sort the number in increasing order to obtain the times of
state changes 0 < t; < ... < t, < T in order to get the jump times;

2. simulate X, ,...,X;, , from a discrete time Markov chain with transition
matrix R, conditional on Xy = a and X1 = b;

3. discard virtual state changes, compute w; = t; — t;_; and return the
two-tuple containing the sequences of state changes and sojourn times

(s,w).

For m > 2 observations of the same individual, the whole trajectory is gener-
ated simulating independently the paths between each pair of observed points
in row.
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Let X; be a CTMSM with parameters § = (¢, P). Let S and T be re-
spectively the discrete state space and the time space. The process X; takes
values in the product union space |J, S" x T™.

Consider the finite measure spaces (8", Xgn, ™) and (T, X7n, u™), re-
spectively the measure space of the states and the measure space of the
sojourn times for a sequence of n jumps.

We define the product measure space (M" X m,n™), where n™ is the
product measure ™ = v" x pu" and Y is the product o-algebra. Then, we
define

(e ¢] (0]
MY = UM"E US”XT"
n=0 n=0
a union space, where each M™ is a product space.

Moreover, let ¥}, be the union product o-algebra, where each measurable
set A € Yy can be expressed as

A=JA" with A"=ANM" e},

n=0

Therefore, we assign this space the measure 7, defined as
no(A) = n"(A").
n=0
Hence, X; € M" has density w.r.t. n“.

Thus, in general CTMSM have densities w.r.t. the base measure 7. Let
p be the density function of a CTMSM X;, defined on the measure space
(MY, 2%,,1n"). Then p is such that

/ p(s,w)dn"(s,w) = 1.
MU

1.2.4 A Metropolis-Hastings for semi-Markov CTMSM

We now show how to simulate semi-Markov CTMSM trajectories condi-
tional on the observed points. We have already seen how to simulate Markov
CTMSM paths via the uniformization algorithm. Then, our idea is to use a
Metropolis-Hastings algorithm having as a proposals distribution that of a
Markov CTMSM and as a target distribution that of a semi-Markov CTMSM.
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The choice for the semi-Markov CTMSM sojourn time distribution is
quite arbitrary. Hence, since in Markov CTMSM sojourn times are expo-
nentially distributed, we propose to use as the sojourn time density for the
semi-Markov model a generalization of the exponential distribution.

Suppose we need to simulate the path of a semi-Markov CTMSM condi-
tionally on the observed points = = (xy, ..., Z,,) at the times to = 0, ..., t,, =
T. Let psar generally denotes the density under the semi-Markov model. The
conditional density of the path is

PSM(Sﬂihx) o pSM(S,w)

g (s, w|x)

psym () N psm ()
(Hprs> (HHZ(wMKT)) ’ (1 - Z(w€|Csz)) :

Since we are not able to simulate directly from pgy(s, w|z), we propose
a sample path which matches the points exactly but relies on the Markov
CTMSM. This sample path will be generated via the uniformization algo-
rithm. In particular we iterate the simulation of end points conditional path
between [t;_1,t;] with states [z;_1, ;] for ¢ = 1,...,m. The proposal density
is then

~ pu(s,w,m)  pa(s,w)
Q(s,w\w) - pM( ) - pM( )

X | |pnrs | |7nre 'Y'r 1 Wrj e_ﬁslwse

where 7, are the rate parameters of a Markov proposal process, p.s = s/,
while n,, indicates the number of jumps from the state r to the state s; z is
an exponential model with rate parameter 7.

The target density II is proportional to the density of a continuous-time
semi-Markov process. Instead, the sojourn time density is not exponential
anymore. The only condition which must hold is that z is a positive ran-
dom variable. Since our goal is to generalize the uniformization algorithm,
we suggest to choose a probability model which contains as special case the
exponential: Weibull and gamma distributions both respect our conditions.

Thus, given a last accepted path (s,w) and the uniformization output
(s*,w*) acceptance ratio is

(1.9)

Qgec = MiN (1; (s, wlo) : Q(s,w|x)) .

Q(s*,w*z) T(s,w|x)
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Note that by construction in (1.9)

psm(s*w*)  pup(sw)

psm(x) _pml(®) psa (8™, w") . par(s,w)
pulsmw?) - psm(sw) gy (s* w*)  pea(s,w)
(@) psm ()

Moreover, if z is chosen to be Weibull or Gamma, the closer the ana-
lyzed process will be to the Markov CTMSM, the closer o will be to 1. The
algorithm is summarized in Algorithm 2.

Algorithm 2 Uniformization based semi-Markov CTMSM sampler

Input: A, X, =a, X7 =0, (s,w)q).
Output: (s,w) 1)

e In the iteration (¢ + 1), let (s,w) = (s,w) be the last accepted path;
e let (s*, w*) be the proposed path from uniformization;

(5™ w™) Q(va)> .

e set & = min (17 Q(s*,w*)  T(s,w) )’

e draw w ~ Unif(0,1):

oif w< a, (Saw)(tJrl) = (S*vw*)
o else (s, w)u+1) = (s, w)

1.3 Bayesian inference for discretely observed
semi-Markov CTMSM

We now present an MCMC method based on the modified uniformization
sampler presented in the previous section, which allows us to simulate the
posterior distribution of the parameters of a semi-Markov CTMSM when it
is discretely observed and there is a panel data setting, We first introduce
theoretically the method, then we show the behavior of the algorithm assum-
ing a Weibull distribution for the sojourn times.

Let X; be a semi-Markov CTMSM with probability transition matrix P
and sojourn times distribution z(+|(.) for r =1,...,S;1let { = (1,...,(s. We
set 6 = (¢, P). When X; is only observed at discrete points, we propose to
simulate the posterior distribution of # by the following Metropolis within

18



Gibbs sampler algorithm.

Consider a panel structure, with at least two observations for each indi-
vidual. Let n be number of individuals, i.e. the number of partially observed
trajectories; let m; be the number of observed points for each trajectory; let
0 = tiy, tiys - - -, ti,,, = Ti be the observation times and z; = (Tiyy - ,ximz,) be
the observed states at these times.

For each iteration of the Metropolis within Gibbs algorithm, we first simu-
late the whole trajectories (s, w); fori = 1,...,n conditioned on the observed
points x;. For this task we use the Metropolis-Hastings step described in the
previous section, constructing the rate matrix A of the Markov proposal dis-
tribution on the base of the parameters 6 of the semi-Markov model. More
details of this step will be given later. The updating of the vector of param-
eters ¢ depends on the distribution we assume for the sojourn times.

Anyway note that conditionally on all the other parameters and the whole
trajectories (s, w);, the parameters (i, . . ., (s are independent. Let n,) be the
number of complete sojourn times for the r-th state and the i-th trajectory,
and let wy.. = (Wi - . »wirm(i))- Moreover, let ¢; be the end state for the i-th
trajectory. The conditional distribution of (. given all the other unknown
quantities is

n Mr@)
(G| ... ) ox H H 2(wirg|G) - (1 = Z(wy, |G))° ),
i=1 j=1
where
1 if ¢ =
5(&7 T) = 1 b=r
0 it (;#r

and generally can be simulated via a Metropolis-Hastings step.

The simulation of the conditional distribution of the transition probability
matrix P is straightforward. In fact let s = (s1,...,s¢) be the sequence
of visited states. Let n,, be the transition counts from the state r to the
state state s. For each state r, the sequence of jumps into each other state
represents a Multinomial(;_py likelihood. If the state space § = 1,...,S5 is
such that S > 2, choosing as prior for the transition probabilities p, =

(P15 Pr—1:Dr41, - - -, ps) a Dirichlet_1y(m) we get
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Figure 1.2: Simulated paths via semi-Markov CTMSM sampler.
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where by conjugacy p,|s ~ Dirichlet(,_1y (m + n,s). After simulating tran-
sition probabilities p,,, the rate matrix A is updated setting J,; = prs « Vr-
Note also that P and ( are conditionally independent given the reconstructed
trajectories.

1.3.1 Bayesian inference for Weibull sojourn times

We now assume that the sojourn times are Weibull distributed, that is the
density for a complete sojourn time w in state r is

fwley, ) = ap(pw)® =t e ™™ p =1, 8.

We first focus on the path sampler. The target density w.r.t. n"

-1
. (i) Qr
rs()H Olr @) ar”r() — 2.7(” wiT _'Yjsevws
( S, w |xl X | | | | Wy4j e " =1 Trije £ b,

(1.10)
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Algorithm 3 MCMC sampler for semi-Markov CTMSM

Iteration (¢ + 1); n individuals; m observations of the process for each indi-
vidual; d observed covariates.

Input: A®, (s,w)®, 0 v =xy,... .20, 0=1tg,...,ty="T.
Output: AV (5 w)EHD glt+l

e for each individual i in n

o Get a semi-Markov trajectory (s, w) Etﬂ) via Uniformization based CTMSM
sampler;

e update the parameters § = (P, () drawing from 7(6|(s, w)+b);

e for each individual i in n

o update the individual rate matrix AZ(-tH).

Thus, assuming z to be Weibull(a,y) we define ¢ = (a,7); our param-
eters of interest are 0 = (P, «, ), with o = (e, ..., ag) and v = (71, ..., 7s)-

As a proposal distribution we take a Markov CTMSM distribution whose
parameters are = (f’, 7) where P is the transition probability matrix and
¥ = (%1,...,7s) is the rate parameters vector. The proposal density w.r.t.
n“ for the i-th trajectory is

Q((S, wal) x Hﬁ?‘:sm H ,ﬁlr(i)e—% Z?Lﬁ” Wrij | 6_'785,- Wsy,
s T

As a proposal density parameters we take 75,, = p,s7, where p,; and 7, are
the current parameters of the semi-Markov model. Note that the transition
probabilities do not enter in the acceptance ratio of the Metropolis-Hastings
step for the trajectories simulation. Let (w*,s*); be the proposed trajec-
tory for the i-th observation. Then the acceptance probability is such that
Qgee = min(1, 740 ), where 7. is
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Secondly, we need to update the parameters 6. Note that we assume
(cvp,7y,) for 5 =1,...,S to be independent a priori, with prior distribution

1 1
Q) = ———e€ ——log(ew)? ),
rlar) = e (gl )
1

(%) = —

r

The joint density of the sequence of sojourn times for the single individual ¢
is
ar—1

ir
a _ 4
z(w;.|a, ) o | |a”“7°"”“ I |wm’j e Bl e

With n observed individuals, we can write down the likelihood function and
then the joint posterior density of the sojourn times parameters

(o, y|w) o HZ(wi.la, v) - m(a)w(y) = Lo, v) - m(a)7(7y).

Therefore the posterior distribution of ~, is

7-‘-(71”’ ) X ,-Ya'rnre_'ygTT(Wir§ar)
e r

Y

where T'(W;,; o) = Z w; is a function of the total time spent in the state
r and n, is the number of Vlsits in the state r. The posterior distribution of
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Next, transition probabilities p, = (p1,...,Pr—1,DPrs1, - - -, Ps) are updated
by drawing from p,.|s ~ Dirichlet;_1) (m + ans 1 (sr,s)) and the rate ma-
trix A is updated by setting 7,5 = prs - V-

Note that we may extend this structure in order to evaluate the impact
of covariates on sojourn times. Suppose to have n observations and for each
observation we observe d covariates. We assume that covariates affect the
rates of the sojourn time distribution ~,. Therefore, we reparametrize v, as

log%”:6r0+ﬁrl'cl+"'+ﬁrd'0d~

This further extension increases the computational complexity. We need
to generate for each individual the whole trajectory between the discretely
observed points. Then we update the unknown parameters 6 = (P,«,7)
as in the previous case. Unlike the previous case, here the rate matrix for
the Markov proposal does not depend only on 6: now the rates also have
dependence on the observed covariates, meaning that we will need n generator
matrices A;, setting for each individual j

’?rs = (eXp (67‘0 + 67"1 : Clj +-+ Brd : Cdj)) * Drs)

with p,s element of p,|s representing the probability of a transition from the
state r to the state s.

1.4 Applications

Multi-state models allows for an extremely flexible approach that can model
almost any kind of longitudinal failure time data. Particularly, this class of
models have been widely applied in economics and biology. In this section
we present results from applications in both the fields. We show the behavior
of the algorithm with both simulated data and real data. In particular, we
focus on two applications: the first one comprises credit rating data from
Standard and Poor’s, the second one is a medical application analyzing the
ambulatory status for a set of woman affected by the breast cancer. In each
of the experiments, for the parameters of interest we use the prior setting
defined in Section 1.3.1.
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Table 1.1: Simulated data: mean and standard deviation (in parentheses)
of the posterior means across 100 samples of size n = (50,100, 500, 1000)
under a three states Weibull semi-Markov model with one absorbing state,
0 = (712,001,713, V21, @2,723) = (0.25,1.4,0.05,0.04,0.7,0.1) and follow-up
times equal to 0,3,6,12,24,60. Upper table: death time unknown. Lower table:
death time exactly known.

n Y12 Q1 Y13 Y21 Qg 723
50 0.25 (0.06) 1.43 (0.30) 0.07 (0.02) 0.05 (0.03) 0.91 (0.20) 0.09 (O 03
100 0.25 (0.04) 1.42 (0.18) 0.06 (0.02) 0.05 (0.02) 0.81 (0.14) 0.10
500 0.25 (0.02) 1.39 (0.10) 0.05 (0.01) 0.04 (0.01) 0.73 (0.07) 0.10
1000 0.25 (0.02) 1.40 (0.08) 0.05 (0.01) 0.04 (0.01) 0.72 (0.05) 0.10
50 0.25 (0.05) 1.43 (0.23) 0.07 (0.02) 0.05 (0.03) 0.86 (0.17) 0.09
100 0.25 (0.04) 1.40 (0.17) 0.06 (0.02) 0.05 (0.02) 0.76 (0.11) 0.10
500 0.25 (0.02) 1.40 (0.07) 0.05 (0.01) 0.04 (0.01) 0.72 (0.06) 0.10
1000 0.25 (0.01) 1.40 (0.07) 0.05 (0.01) 0.04 (0.01) 0.71 (0.04) 0.10

1.4.1 Simulation study

Finally to assess the proposed methodology, we applied the MCMC algorithm
to simulated data sets, partially replicating the experiment conducted by
Titman [2014] and Tancredi [2019]. In particular, data were generated from
a model with three states: healthy, ill, dead. All patients start in the healthy
state and can recover from the ill state according to a Weibull model with
transition intensity functions gs(u) = Ysa, (uy,)* ! where v, = 3, r Vrs-
The exact model parameters are fixed to 0 = (7y12, 1, Y13, Vo1, Q2, Yo3) =
(0.25,1.4,0.05,0.04,0.7,0.1), corresponding to a process where the hazard of
the transition out from the state is increasing with time for the healthy state
and decreasing for the ill state. Moreover, the transition probability towards
the dead state is greater under the ill state (pa3 = 23/72 = 0.71) than with
the healthy state (p13 = v13/71 = 0.167). Finally note that the follow-up
times are set equal to (0,3, 6,12,24,60) months and that we consider both
the cases with the death times unknown and known. We set the sample size
at n = 50,100,500 and 1000 and for each sample size we generated 100
data sets running the MCMC algorithm for 10000 iterations. In Table 1.1
we present the empirical averages and standard deviations of the posterior
means obtained for each simulated data set. Note that as the sample size
increases, the Bayesian estimators to concentrate on the true values of the
parameters both when the detah time is unknown (upper table) and when
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it is know. We notice also that, as expected, the information introduced by
assuming that the death time is exactly known provides always a smaller
mean square error with respect to the unknown death time scenario.

1.4.2 Modelling rating classes with Standard and Poor’s
data

Multi state models are widely used in economics and finance. More precisely,
in credit rating modelling they play an important role. A credit rating is an
evaluation of the credit risk of a prospective debtor (an individual, a busi-
ness, company or a government), predicting their ability to pay back the
debt, and an implicit forecast of the likelihood of the debtor defaulting [Kro-
nwald, 2010]. The credit rating represents an evaluation of a credit rating
agency of the qualitative and quantitative information for the prospective
debtor, including information provided by the prospective debtor and other
non-public information obtained by the credit rating agency’s analysts.

In the first application, we consider a data set of 205 institutions from
all over the world, each one observed at least two times. These institutions
are almost all independent countries. We summarize the data in four rating
classes (A,B,C,D), with the first class (A) representing solvent institutions,
while the fourth class (D) represents the default. For these data we fitted
a continuous time Weibull semi-Markov model, assuming the default state
as absorbing state. We assumed as prior distribution for the rate parameter
7(7y;) = 1/7v;, while for the shape parameter we set m(a;) as a log-normal
distribution centered on 1. Via the MCMC sampler for discretely observed
data described in the previous sections we generated the posterior distribu-
tions of the semi-Markov process parameters.

As already remarked, semi-Markov CTMSM differs from Markov pro-
cesses since sojourn times also depends on the past history of the process. In
Markov models sojourn times are exponential distributed and only depends
on the rate of the process. Moreover, the expected sojourn time in the state
ris 1/,. Here sojourn times are assumed to be Weibull; for each state r, the
average sojourn time is

1
wT:—F<1+i> - r(i)
Tr Oy VOl Oy

where I['(+) represents the gamma function.
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Table 1.2: Credit rating modelling: posterior mean and standard deviation
for the model parameters.

Semi-Markov model Markov model

P12 P13 P14 P12 P13 P14
E(]y) 0.8580 0.0760 0.0660 || E(:]y)  0.8648 0.0687 0.0665
SD(-|y) 0.0907 0.0716 0.0617 || SD(-]y) 0.0862 0.0644 0.0621

D21 D23 D24 P21 P23 D24
E(\y) 0.2607 0.5705 0.1688 E(|y) 0.2796 0.5028 0.2176
SD(-|y) 0.1012 0.1012 0.0976 SD(-|y) 0.0971 0.1118 0.0919

P31 D32 D34 D31 D32 D34
E(\y) 0.1060 0.2106 0.6834 E(\y) 0.0941 0.1942 0.7117

SD(-ly) 0.0946 0.1243 0.1398 || SD(-]y) 0.0853 0.1167 0.1324

71 V2 V3 i! 2 V3
E(-|y) 0.0086 0.0440 1.3522 || E(-|y) 0.0205 0.0294 0.4992

SD(-ly) 0.0073 0.0151 1.2780 || SD(-Jy) 0.0057 0.0068 0.1670

o %) a3
E(|y) 0.6868 1.2676 0.7679
SD(-|y) 0.1995 0.2836 0.3121

The traces of the posterior distributions are represented in Figure 1.3
and Figure 1.4. Results are shown in Table 1.2 and Table 1.3. The differ-
ence in terms of estimated average sojourn times shows the sensitivity of
the CTMSM with respect to the model assumptions. In particular the semi-
Markov do not assume the memoryless of the sojourn times distributions and
this fact seems to produce very different results with respect to the Markov
case. Anyway, in both cases we observe that the rate of the process decreases
as the class increases, with average sojourn times increasing as the rating class
increases, meaning that Countries in higher classes show a greater stability
in terms of solvency. The increasing rate is justified from market dynamics,
which tends to reduce investments in countries which have been downgraded.
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Figure 1.3: MCMC samples of sojourn times parameters for S&P data.
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Figure 1.4: MCMC samples of transition probabilities posterior parameters
for S&P data.
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Table 1.3: Credit rating modelling: median of the average sojourn times ex-
pressed in years.

M6<U_Jl) M@(U_)Q) M6<U_13)
Semi-Markov 201.2190 21.4278  1.2477
Markov 50.1734 34.6002 2.0816

Table 1.4: Breast cancer data: mean and standard deviation of the posterior
model parameters and the average sojourn times expressed in years.

Semi-Markov model
P12 P13 P21 P23 M1 2 Q Qg
E(-ly) 0.87 0.13 0.20 0.80 0.14 0.36 0.80 0.68
SD(-ly) 0.11 0.11 0.10 0.10 0.05 0.21 0.17 0.18

Markov model
P12 P13 P21 P23 il 2
E(-|y) 0.67 0.33 0.13 0.87 0.06 0.10
SD(:ly) 0.13 0.13 0.07 0.07 0.02 0.02

E(U_Jl) E(U_JQ) Sd(U_)l) Sd(’(f)g)
Semi-Markov  8.91 4.32 2.58 1.18
Markov 17.86 11.03 3.84 2.60

1.4.3 Breast Cancer Data

In the second application, we consider a data set comprising 37 women with
breast cancer treated for spinal metastases; see De Stavola [1988], Davison
[2003] and the supplementary material of Tancredi [2019] for previous anal-
ysis of these data. The ambulatory status of the women, defined as ability
to walk unaided or not, was recorded when the treatment began and then 3,
6, 12, 24, and 60 months after treatment. The three states are: able to walk
unaided (1) unable to walk unaided (2) and dead (3). We fitted the semi-
Markov Weibull model with death as absorbing state. The model parameters
are 0 = (p12, P13, P21, P23, V1, V2, 01, ). Figure 1.5 shows the posterior distri-
butions for the shape parameters a; and s under a vague prior distribution
for 6. From Table 1.4 we may observe a difference in terms of posterior distri-
butions and average sojourn times between the Markov and the semi-Markov
model. The expected values of the posterior shape parameters suggest that
the Markov model assumption is quite restrictive for this data.
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Figure 1.5: MCMC samples of sojourn times parameters for breast cancer
data.
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Figure 1.6: MCMC samples of transition probabilities posterior parameters
for breast cancer data.
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Chapter 2

Bayesian nonparametric inference
for continuous time multi-state
models

Clustering techniques may be required in order to find groups of similar time
series in a sample of time series that are unlabeled a priori. This would allow
to determine subsets of similar time series within the sample. However, Liao
[2005] showed that it is difficult to define an appropriate distance-measure
for time series data. As opposed to that, Frithwirth-Schnatter and Kaufmann
[2008] demonstrated that choosing an appropriate clustering kernel density,
model-based clustering based on finite mixture models extends to time series
data in quite a natural way. The adequacy of the selected mixture kernel
allows to capture salient features of the observed time series. Various clus-
tering kernels were suggested for panels with real-valued time series obser-
vations. In particular, we focus on continuous time Markov processes clus-
tering, which could be viewed as fitting a dynamic multinomial model with
cluster-specific parameters to each time series in the panel. Frydman [2005]
consider finite mixtures of time-homogeneous Markov chains both in contin-
uous and discrete time, with an application to bond ratings migration. While
such a model allows the transition behavior to be different across clusters,
Fougére and Kamionka [2003] considered a mover-stayer model in continuous
time which is a constrained mixture of two Markov chains to incorporate a
simple form of heterogeneity across individual labor market transition data.
Also, Pamminger and Frithwirth-Schnatter [2010] proposed a finite mixture
of random-effects models designed specifically to capture unobserved hetero-
geneity in the transition behavior across time series within the same cluster
from a Bayesian perspective. Cardot et al. [2018] generalize the previous
methods by estimating finite mixtures of semi-Markov chains, in discrete or
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continuous time. However, all these approaches are related to finite mixtures
and consider completely observed processes. Instead, in this Chapter we pro-
pose a novel Bayesian method which allows to model such data as an infinite
mixture of continuous-time Markov processes: with a Dirichlet process prior
on the mixing measure, we get a Dirichlet Process Mixture model having
as kernel density a continuous-time Markov process. In the first Section we
introduce Dirichlet process and Dirichlet process mixtures, following Miiller
et al. [2015]. Next, we present a Dirichlet process mixture of Markov contin-
uous time multi-state models for both discretely and fully observed data. In
the last Section we show applications with simulated and real data.
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2.1 Introduction to Bayesian nonparametric in-
ference

Generally a Bayesian nonparametric (BNP) model is a Bayesian model where
the functional form of the data generating the process is unknown. Hence, for
defining a nonparametric Bayesian model, we should define the prior proba-
bility distribution on an infinite-dimensional space.

Before introducing the Dirichlet process we observe that BNP inference
may be seen as a generalization of the standard parametric inference. Let
Y1, - - -, Yn be a sample of independent observations coming from the unknown
density f. Let w(df) be a prior distribution on a suitable space of density
functions. The first observation provides information about f, which in turn
provides information about the second observation, and so on. Similarly to
the parametric models, after n observations the posterior distribution of f
can be written as

I Fran)
mdfln - vn) = TR )

providing information about the future observation y,,; via the predictive
density

f(yn—l-l’yla s 7yn) - /f(yn+1>7r(df|y17 s 7yn)

In Bayesian nonparametrics there are two main categories of priors de-
pending on the infinite dimensional parametric space featuring the inferential
problem at hand. If we have to estimate functions we need to take as prior
random functions (stochastic processes, random basis expansion and random
densities) as prior distributions. While in spaces of probability measures we
have random probability measures. In this chapter we focus on the latter
class of priors, particularly on the Dirichlet process |[Ferguson, 1973] whose
sample paths are almost surely discrete distributions. Particularly, in Dirich-
let Process Mixture (DPM) models [Lo, 1984] the Dirichlet process is the
mixing distribution generating random density functions. With the improve-
ment of Bayesian computation techniques the DPM has become one of the
most important tool for Bayesian nonparametrics.

2.1.1 Dirichlet Process

One of the most popular BNP models is the Dirichlet process (DP) prior,
introduced by Ferguson [1973] as a prior on the space of probability measures.
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Suppose to observe an i.i.d. sample

ylG¥a, i=1,...n. (2.1)
In order to carry out Bayesian modelling, we need to assume a prior proba-
bility model II for the unknown infinite-dimensional parameter G.

Definition 2.1.1.1 (Dirichlet Process, Ferguson [1973]) Let M > 0 and
Gy be a probability measure defined on S. A DP with parameters (M,Gy) is
a random probability measure G defined on S which assigns probability G(B)
to every (measurable) set B such that for each (measurable) finite partition
{B1,...,Bx} of S, the joint distribution of the vector G(By),...,G(By) is

the Dirichlet distribution with parameters
(MGo(By), .., MGo(By)) -

We denote the process as DP(MGy), where M is the precision parame-
ter and Gy is the centering measure; as M tends to infinite, G concentrates
around Gg, and product MG is called base measure of the DP.

An important property of the DP is the discrete nature of the random
probability measure (G, which allows us to rewrite it as a weighted sum of
point masses: G(+) = Y 7| Wy, (-) where wy, are probability weights and 4§,
denotes the Dirac measure at z. Sethuraman [1994] introduced an equivalent
representation of a DP random probability measure based on the discrete

nature of the process G. Let wy, = vy, [[,,,(1 —v,) with vy, Z‘fi\C/lBeta(]\L 1) and

my, < Gy, where {vn,} and {my;} are independent for h =0, ..., co0. Then
G() = thémh(')7 (22>
h=1

with >°;7 w, = 1, defines a DP(MG) random probability measure. This
representation of a DP random measure is known as “stick-breaking”, since it
may be represented as successively breaking fractions vy, of a stick of initially
unit length.

Another property of the DP is its large weak support: let () be any prob-
ability measure with () < Gy and € > 0; for any finite number of measurable

sets By, ..., By,

m{|G(B;) —Q(B;)| <¢, fori=1,...,m} >0,
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where 7 {. ..} refers to the probability model 7 of G. Roughly speaking, any
distribution with the same support as Gg can be well approximated weakly
by a DP random probability measure.

Another important feature of the DP is the conditioning property: if
A is a (measurable) set with Go(A) > 0 (which implies that G(A) > 0
a.s.), then the random measure G|4, the restriction of G to A defined by
Gla(B) = G(B|A) = G(AN B)/G(A) is also a DP with parameters M and
Gola, and is independent of G(A). Extending the argument to more than one
set, we observe that the DP locally splits into numerous independent DP’s.

Posterior Distribution Let y,...,y, be ii.d. from a random variable
with distribution G and let G be a realization from a DP(MGy). The DP is
conjugate with respect to i.i.d. sampling. Thus, with a DP prior on G, the
posterior distribution for G is again a DP, with base measure adding a point
mass to the prior base measure at each observed data point y;, so that

=1

Glyr,. .. yn ~ DP <MG0 + Zéyi) . (2.3)

Marginal Distribution Consider a random sample as in (2.1). Blackwell
et al. [1973] represented the marginal distribution

fyr, - yn) :/HG(yi)dﬂ(G

with the Polya urn scheme, exploiting the discreteness of the random prob-
ability measure GG which implies a positive probability of ties among the
y;- They specified the marginal distribution as a product of a sequence of

increasing conditionals f(y1,...,yn) = f(y1) [Ty f(wilyr, - ., yi—1) with

i—1

M

S o
M+z 1h1yh M+z—1

FWilyrs - yi1) = Go(y:) (2.4)

for:=2,3,... and y; ~ Gy. Since the y; are i.i.d. given GG the marginal joint
distribution of (y,...,y,) is exchangeable. Thus, the complete conditional
f(yilyn, h # i) has the same form as (2.4) for y,, while the (posterior) pre-
dictive for a future observation y, 1 given data yi,..., vy, takes the form of
(2.4) fori =n+1.
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2.1.2 Dirichlet Process Mixtures

The discreteness of the Dirichlet process makes it uncomfortable for density
estimation. This limitation can be remedied by convolution of its paths with
a continuous kernel, i.e. by using a DP random measure as the mixing distri-
bution in a mixture over some simple parametric forms. It is hardly possible
to derive the resulting posterior distribution analytically. However, there are
many efficient algorithm which - by exploiting the properties of the DP -
allow us to compute it numerically. This approach has been introduced by
Ferguson [1983|, Lo [1984], Escobar [1990], Escobar [1994], and Escobar and
West [1995].

Let fy be a continuous probability density function, with # € ©, and let
G be a probability distribution on ©. We define the density function of a
mixture fy with respect to G as

foly) = / fo()dG(0) (2.5)

With a DP prior on the mixing distribution GG, which induces a prior on kernel
densities, we get a DP mixtures (DPM) model. The mixture model (2.5),
together with a DP prior on the mixing measure G can be also represented
in a hierarchical form:

ind

lekye (2:6)
G ~ DP(MGY).
Under this model, the posterior distribution ©(G|yi, ..., ys) is a mixture of

DP models, mixing with respect to new latent variables 6; specific to each
experimental unit:

Gly ~ /DP (MGO + i&;i) dr(0ly), (2.7)

with @ = (61,...,0,) and y = (y1,...,yn). Therefore, marginalizing with
respect to 8, the posterior distribution 7(G|y) becomes a mixture over (2.3)
with respect to the posterior distribution on 6.

The choice of the suitable kernel is based on the support of the underlying
density function or more generally on the problem at hand. If it is defined
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on R, a location-scale kernel is appropriate; on the unit interval, beta dis-
tributions may be used; on R*, mixtures of gamma, Weibull or lognormal
distributions may be used. Naturally, if the underlying model is a stochastic
process, also the kernel should be a stochastic process. In particular in this
chapter we will illustrate the use of DPM by adopting a Markov CTMSM
kernel.

Clustering Since the discreteness of the DP implies a positive proba-
bility for ties among the latent 6;, the DPM model induces a probability
model on clusters. Formally, let 67, j = 1,...,k, denote k < n unique values,
W; = {i:0; =0;}, and let n; = |¥;| denote the number of 6; tied with 6.
Since the ¢; are random, also the ¥; are random. Thus, the DPM implies a
model on the random partition &, = {Uy,..., ¥} of the experimental units
{1,...,n}; the posterior model 7(1|y) reports posterior inference on clus-
tering of the data. We represent the clustering by an equivalent set of cluster
membership indicators, 1; = j if ¢« € ¥;, with clusters labeled by order of
appearance.

Let k; denote the number of unique 6§, among {6, ..., 0;}, with n;; repre-
senting the multiplicity of the j-th unique value (Zle ni; =1 by deﬁnition> .
Then, by the properties of the DPM we have:

ni1,5

7T<wl = j’,lvbb s 71/12'—1) = {Mﬂ_l

M+4i—1

fOI‘j:]_,...,ki_l

. (2.8)
for j=k;_1+1

Moreover, by exchangeability of 6, the prior conditional probability 7 (v;|t_,)
-with ¥_, = (¢¥1,...,%i_1,0is1,...,%,) - takes the same form as (2.8) for
1=n.

Therefore, we may write the prior 7(1) as

i MET H?:l(nj —1)!
n() = [[r(ilen, .. vhica) = (M+1) - (M+n—1)

=2

(2.9)

with 1)y = 1 by definition, since we label clusters in order of appearance.

Let 07 ; denote the j-th unique value among {6y, ...,0;}. If ¥; = j, then
02' =0 while if 1/)2 = ki—l +1 then 01 ~ Go. Then:

/Lflvj’

ki1
7T(‘9i|017 c. ,92'_1) X Z TLZ'_L]‘CS@?_LJ_ (91) + MG()(QZ) (210)
j=1
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Since the DPM is exchangeable, we get
7(60;]0_s) o Zn 8g:- (0:) + MGo(6;). (2.11)

where 0_; = {01,...,0;_1,0;11,...,0k}, k= represents the number of unique
values in 6_;, ;" denotes the j-th unique element and n; is the number of
observations lying in the j-th cluster excluding y; if ¥; = 7.

Posterior Simulation One of the main advantages of using nonpara-
metric methods is the ability to reduce uncertainty avoiding distributional
assumptions. In Bayesian framework this flexibility increases the computa-
tional cost. It was not by chance that much of the development of BNP
methods has been consequence of the improvement of simulation-based com-
putational methods.

In DPM models there are two levels of conjugacy: between the DP ran-
dom measure 7(G) and its posterior 7(G|y), and between the kernel element
fo(y) and the centering measure G which takes the role of prior on §. When
talking about nonconjugate DP mixtures, we always refer to the case where
fo and G are not conjugate; a sampler for this case is the no gaps sampler
and it still relies on conjugacy of the DP posterior.

Conjugate DPM The first Gibbs sampler for DPM model has been pro-
posed by Escobar [1990]. Tt is based on the updating of #; by drawing from
the complete posterior distribution 7(6;/0_;,y). Nevertheless, this sampler
suffers from slow mixing of the resulting Markov Chain.

Bush and MacEachern [1996] introduced the most currently used poste-
rior MCMC methods for DPM models, using two types of transition proba-
bilities.

1. Sampling from 7(07[v,y):

¢; conditional on the imputed partition is updated using

(6], y) oc Go(0 H Jor (i) (2.12)

1€V

The posterior 7(6%|1),y) is derived as the posterior on a parametric
model with prior Go(6;) and sampling model fy(y;), for y; with i € W;.

39



Let y; = (yi,i € ¥;) denote y; arranged by cluster. Therefore, the
conditioning on %) is implicit in the selection of the elements in y7, that
is if we know W then we also know y; and

m(0F 1, y) = (0;]y}).

To obtain the distribution of ¥;|1_,, y we first calculate the conditional
distribution 7(6;]0_;,y). Then we show the expression for 7(6;,;|0_;,y).

We finally integrate m(vy,0¢_;,y) = w(¢;,0:|0_;,y) - m1(0_i|v_;,y)
with respect to 8 in order to obtain w(v;|¥_;,y).

. Sampling from 7(¢;|tp_;,y):

We now get the posterior distribution 7(6;]0_;,y) by multiplying the
prior 7(6;|60_;) (2.11) with the sampling distribution fy, (y;).

m(0:10-,y) o Z” fe* ) 9* (6:) + M fo,(y:)Go(6:)- (2.13)

In the second term fy,(y;)Go(0;) is not normalized. Anyway, if we let
Hoy(6;) < fo,(y:)Go(6;) with normalization constant ho(y;) = [ fg Yi Go(dﬁ),
recalling that if 6; = 07~ then ¢; = j and if 6; # 67~ for j =1,... k~
then ¢; = k= + 1, we can write the (2.13) as

(05, 10i]6 -5, y) o Zn Jor- (03)85 (i) S~ (B:)+ Mo ()81 (i) Ho(6;).

Finally to obtain the distribution ;% _,, y we marginalize with respect
to @, that is with respect to 6; and 0_;, calculating the integral

[ 76010305 y)dbids-..
For the first £~ terms we get
[ ftwin(e; 1y = Flwi; ),
where yi~ =y \ {¢:}. For the last term we get
[ ol Ho(60)d6 = ()
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To clarify the expression of 7(¢ ™ |y; ™) and the differences with respect
to (2.12) where in the conditioning subset we have also y;, note that
0;~ need not to be the same as 07. Moreover, when i is a singleton
cluster, then removing the i-th unit from the partition might change
the indices of other clusters. Therefore, we have

w05 ly;) < Go(0;7) T o (wo)- (2.14)
tew;\{i}

Finally, we get

n flyily;”) forj=1,....k

2.15
Mhy(y;) for j =k +1. (2.15)

T = jlY i y) o {

This posterior Gibbs sampler is only practicable for DPM models with con-
jugate Gy and fy, otherwise the evaluation of hg would be analytically in-
tractable.

Algorithm 4 Gibbs sampler for conjugate DPM

e Clustering:

—fori=1...,ndraw ¢; ~ 7(¢; = jlY_;,y);
e Cluster parameters:

—for j=1,... k draw 07 ~ 7(07[1,y).

Non-Conjugate DPM If Gy and fy are not conjugate, the evaluation
of hy would not be analytically tractable and sampling from 7 (67|, y) may
result challenging.

In order to evaluate the integral [ fo(y;)G(df), West et al. (1994) sug-
gested using either numerical quadrature or a Monte Carlo approximation.
By approximating the required integral with an average over m 6 draws from
G, it is also possible to approximate a draw from (05|, y) by sampling
from among these m points with probabilities proportional to their likelihood.

MacEachern and Miiller [1998] propose the “no-gaps” algorithm. Let k be
the number of distinct elements in 8. They proposed a model augmentation

* * * *
{05, 00,0}
NV

v ~~
0F 92,
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with 67 ~ Gg for j =k +1,...,n; note that n; > 0 for j <k, while n; =0
for j = k+1,...,n. In practice, the augmentation includes the constraint
that there will be no gaps in the values of the 1;: the 0% values represents
the locations of the full clusters, while 07 represents potential locations of
the empty clusters. In this augmented model the evaluation of integrals is
replaced by simple likelihood evaluations. As in the conjugate case, assume
v; = j in the current imputation, we need to distinguish two cases:

e n; > 1, then

. . nj for(yi) for j=1,... k"
p(i = jlp_;, 0; y)CX{ M

; 2.16
k—+1f0;,+1(y¢) for j =k +1 (2.16)

e if n; =1, ¢, = j is imputed to form a singleton cluster. Then:

— with probability (k — 1)/k, leave 1); in the j-th cluster;

— otherwise, remove ); form the j-th cluster, relabel 7 in order to
have no-gaps and assign v; to another cluster by (2.16).

For details on the derivation of the probabilities in (2.16) see MacEachern
and Miiller (1998).

Algorithm 5 No-gaps sampler for non-conjugate DPM

e Clustering:

—fori=1... ,ndraw ¢; ~ w(¢; = jlvp_;, 0%, y);
e Cluster parameters:

—for j=1,... k draw 0 ~ 7(07]1,y).
—forj=Fk+1,...,ndraw 0 ~ Gg

The key feature of this algorithm is that it does not require evaluation
of the integral hy and it can be implemented for any model as long as we
can generate from G, and compute fp(y;). There is no need for Gy to be the
conjugate prior for Fy.
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2.2 Dirichlet Process Mixtures of CTMSM

After a brief introduction on Dirichlet process and Dirichlet process mixtures,
we now extend the methodology to a particular class of stochastic processes.
In this section we first introduce mixtures of CTMSM and define a general
DPM model for multi state processes in continuous time. Then we assume
Markov CTMSM as kernel density of the mixture, providing a Gibbs sam-
pler for DPM models for fully observed continuous-time multi state models.
This section is introductory for the next one, in which we will extend the
framework to the more complex context of discretely observed trajectories.

2.2.1 Infinite mixtures of CTMSM

As in the first chapter, let X; be a CTMSM, with S = {1,2,...S} finite-
discrete state space and T time space. Again, X; takes values in the union
of product spaces M"Y = 8" x TV,

We have defined the finite measure space of the states (SY, X%, "), the
measure space of the sojourn times (7, X%, u”), and the product measure
space (MY, 3%,,n”), where * is the union product measure n” = u° x v-.

Let f density function of a CTMSM X; = (s, w) w.r.t. n”, where s and w
represent respectively the states and the sojourn times sequences, such that

/ f(s,w)dn"(s,w) = 1.
M

Recall that if all the event rates are finite, the process will have almost
surely a finite number of state-changes. Therefore, the support of f has finite
dimension by construction.

Let fy be a probability density function of a multi-state model where
0 € ©. For instance, in the Markov case, © is the space of the rate matrices

Y1 .- NS
Ys1 o--- YSs
with v, = =), 2 Vrs- Let G be a probability distribution defined on the

parameter space ©. We define the density function fg; of a mixture with
multi-state model kernels fy with respect to the mixing measure G as

fg(s,w):/fg(s,w)dG(G). (2.17)
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Let X; = (s,w);, for i = 1,...,n, be n fully observed paths on [0,T;].
Note that we assume that the observation times 7; can be different across
the paths. We may rewrite the model in a hierarchical form, assuming a DP
prior for the mixing measure GG. Then:

ind
Xi|0; ~ fo,

0i|G id G (2.18)

G ~ DP(MG)).
The posterior distribution I1(G|X) is a mixture of DP models, mixing with re-
spect to latent variables 6; specific to each observed path X;, fori =1,... n:
QX ~ /DP(MGO 3 6)dIl(O]X), (2.19)

=1

with 6 = (6,...,0,) and X = (X,,...,Xy,).

Regarding the kernel choice there are several issues to consider. We may
choose between Markov and semi-Markov multi-state models in continuous
time. The latter is a generalization of the former, meaning that it should have
more flexibility. However there is a trade-off between the model flexibility
and the computation time: in addition to a further parameter with respect
to the Markov processes, semi-Markov does not have conjugate priors for the
model’s parameters. This would involve the lack of a conjugate GGy, increasing
the computational cost. Instead, with Markov CTMSM as kerneld density fy
we may exploit a conjugate prior density for Go. These are the reasons why
in this thesis we implement only DPM with Markov CTMSM density kernel.

2.2.2 Assuming Markov density kernel

Consider an observation X = (s, w) observed on [0,7]. As in Chapter 1, we
define the generic CTMSM density as product of two densities defined on the
two underlying spaces

f9<57 w) = hP(S)ZC<w)7
with h, representing the state transitions distribution density and z: repre-

senting the sojourn times density, defined respectively on the state space S”
and on the time space Tv.

More specifically, let n, for r = 1,...,S represent the number of com-
pleted sojourn times wy, ..., w,, in each state r during the trajectory (s, w).

n
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Let n,; be the number of transitions from the state r to the state s. Moreover,
let W, =5 ; wr; be the total sojourn time spent in the state 7 considering
also the truncated part of the trajectory. Finally, let assume the sojourn time
distribution in the state r for r = 1,...,.S to be Exp(~,) such that { = .
Then, we may write down the density as

Hpn'rs H ,}/nv‘e %Wr (2_20>

where Prs = P)/rs/ﬁ)/r for r,s e S.

Note that the mixing measure G, defined on the parameter space O, has
to be a S x (S — 1)-dimensional probability distribution if we do not have
absorbing state, otherwise is a (S — 1) x (S — 1)-dimensional probability
distribution. Moreover note that

Hpn'rs H ,-an‘e 'Y'I‘W'r

R/—"%/—/
1 2
can be seen as the product of two factors. The first is proportional to the
product of S Multinomial likelihood functions of dimension S — 1, while the
second component is the product of S exponential likelihood functions with
a truncated observation.

2.2.3 Posterior Computation

In order to exploit the conjugacy, we chose Gy to be a product measure
Go Ga 3)(a b) X DII(SX(S 1))( ) (2.21)

where Gas)(a,b) represents the product of S independent gamma distri-
butions with parameters a and b, while Dir(g(g-1))(c) is the product of S
Dirichlet distributions of dimension S — 1 with parameter cx.

We now present the Gibbs Sampler for DPM of Markov CTMSM, follow-
ing the scheme of Bush and MacEachern [1996] presented in the first section
of the current Chapter. We update the MCMC algorithm by drawing from
the cluster complete conditional posterior probability distribution of the clus-
ter membership, after marginalizing with respect to . Then we update the
parameters 6* of the different values 6 conditional on their cluster observa-
tions.
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Let X; = (s,w);, i = 1,..., N, be ii.d. continuous-time fully observed
paths. The likelihood function is

N
£(0) =[] fo((s,w)y). (2.22)
i=1

Let X = (s,w) be the set of observed trajectories, let W), = (i : 6, = 6})
indicate that if v; = h, the i-th observation belongs to the h-th cluster.
Following (2.20), let 0; = (v}, pj), where v} = (v, .,7;,) are vectors
of rate parameters of dimension S and pj = (p}, ...,p},) are transition
probabilities, where each element of p; is a vector of dimension S — 1. We

may write down the Markov CTMSM likelihood function for the cluster h

([ ) -

€Wy, rs

= (H Hp*?i:@) (H [Iries ) -

€Wy, rs ievy, r

(2.23)

In order to define the Gibbs sampler, we first derive the posterior density
of the cluster parameters (65|, X) and then the posterior conditional den-
sity of the clusters m(¢; = hly_,, X).

1. We compute the posterior density for 0; as
m(Ohl, X) = Go(0}) - L(6})- (2.24)

From the mixing measure definition in (2.21) we may rewrite (2.24) as

) -1
9*|¢ X H (T) p*OqT ].p*Oéer 1 p*a(S 1)r
h hir har h r
1 F Oélr OéQT .. F(Q(S—l)r) ! 2 (5-1)
S
*Mrs,i *a7 -1 7br s *Mp, 7/ — 'r‘
[T 117 I e :
€Wy, rs 1 €l r

By conjugacy, the posterior distribution 7 (6; |1, X) is still a product mea-
sure of Gamma and Dirichlet. With an abuse of notation we may write

S S
W(QZW; X) = H Ga(ar + nzw br + W;(an) : H Dir(S—l)(ar + S;ﬁzm% (225)

r=1 r=1
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where:

e a, and b, are elements of the S-dimensional vectors of prior hyperpa-
rameters a and b of the Gamma component;

e n; and wj, are respectively the sum of the number of visits to the r-th
state and the sum of the sojourn times into the r-th state, for each of
the N, trajectories lying inside the cluster h, i.e nj, = Zf\iﬁ N, and

* _ NV _ .
wy = iy, forr=1,...85;

e «, is a (S — 1)-dimensional vector of prior hyperparameters Dirichlet
component;

e s; is the (S — 1)-dimensional vector of transition counts for the tra-
jectories lying inside the h-th cluster.

2. Recall that 0, denote the h-th of the £~ unique values among 6_;,
which represents the vector 8 without the i-th element 6;. Also, let X7~ =
X5\ (s,w); be the set of the observations lying inside the cluster h with the
exclusion of the i-th trajectory and let NV, be the number of units (complete
paths) inside the cluster h. Now, in order to complete the Gibbs sampling
scheme, we have to define the full conditional 7(¢; = hl|ep_;, X) for h =
1...k7 and h = k= + 1 which denotes the creation of a new cluster. From
(2.15) it follows that the probability for the i-th element to belong to the
h-th cluster is

N, f((s,w)|X;7) forh=1,... k™

Mf((s,w);) for h=Fk™ +1 . (2.26)

m(Yi = hlp_;, X) o {

where N, is the number of elements in the h-th cluster with exclusion of the
1-th observation, M represents the precision parameter of the DP and

(s, 0)) = [ f(s,0))Galdt),
while
f((s,w0)i| X57) = /fe,j((saw)i)dﬂ(é’ﬂxi_ = (s wy,0)),
where 7(0;|X; ") with X;~ = (s;~,w} ) is the posterior distribution of 6},

conditional on the paths of the h-th cluster without the i-th observation,
namely:
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S
/f@* S w )dﬂ(€*|X* I/ /H( *nlr ’Y*hr ir Hp*Z:29>
r=1

s#T
(b, + W;;_)ar-i-N{ f(ars Ny 1)

S
r *Nh;- ’y h bT—‘rW* p hyrs * *
e WD 1 (S 4 N Dhe ) dpay* =
H T(a, +Nh_r) Y h. <5 - )> g C(ays + th) p avy

*Zir Q_V*hrwi"") X

[ e Wi (o 4 N / 1T

F(aT + Nh_r) Hs;ﬁr Qrs + N

::]o)

Il
—

r

*

(7*}]::% e~V he (br+W;) Hp*(ars‘i‘nirs_1)p*}<laTS+Nh_TS ) dp*d~* =

hrs T8
S#ET

> [ (b, +W D) DS (s + Ny))

N~ — N————
X

1_[1 I(ar + Ny ) Tles Dlans + N, )
S _ _
/. .. / H <V*£niT+Nhr>e"Y*hr (brtWirt W ) Hp*f(LaernirﬁNh”_l)) dp*dv* =
r=1 sF#r

B ﬁ (by + Wi ) D (s + N, L)) y
I'(ay "’Nhr) Hs;ﬁr I'(as +Nl;3)

}i/"'/

 _

V}E:L'L'TJ'_Nh_T)B*'Y*hT (ererJFWZ;) H p }(:‘:Tg—i_n“‘s +Nh’rs 1)) dp*'r'sd’y*hr —

S#T
ﬁ (by + W) 0 D( L, (s + N;)) y
e CLT +Nhr) Hs;ﬁr F<ars+N};s>
S +N, 1
H/ gtNhT)e_,YhT bH—WhT H/ h(:js e dp*rs'
r=1 S#T
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By integration we get

o)X s b LW )ar+Nh1 F(Zsﬂ(am + N;S))
S, W | |
[(a, +N,) Hs;&rr(ars"'Nh_Ts)

r=1

(by + W* )N T (s + Niy)) )

r=1

where I'(-) denotes the gamma function, while W}~ represent the sum of
the sojourn times in the state r for the elements lying in the cluster h with
exclusion of the i-th observation. Moreover n;. represents the number of visits
of the state r and n;,, represents the number of transitions from the state r
to the state s, such that n;,, =), 4 i, finally Ny represents the number of
visits of the state r for the trajectories in lying in the cluster A with exclusion
of the i-th trajectory, while IV, represents the number of transition from
the state r to the state s for the trajectories lying in the cluster h excluding

the i-th observation, such that N, = ZS# N, .

Algorithm 6 Gibbs sampler for DPM of Markov models

e Clustering:

—fori=1...,N draw ¢; ~ w(¢; = h|¥p_;, X) from (2.26);
e Cluster parameters.

—for h =1,...,k draw 0} ~ 7(6;|¢,X) from (2.25).

2.2.4 BNP inference for discretely observed CTMSM

As we have already seen in Chapter 1, inference for multi-state models in
continuous time become hard when observations when the process is ob-
served at discrete points. The likelihood function is not available, therefore
approximations are required. In Chapter 1 we presented a parametric MCMC
method for inference in semi-Markov models based on the Uniformization-
based algorithm, proposed by Hobolth and Stone [2009]. Here we discuss the
Bayesian nonparametric extension of the methodology presented in Chapter
1. For each cluster, we implement the Uniformization algorithm in order to
get full observed path using the corresponding cluster rate matrix, eliminat-
ing the problem of having discrete observations and extending the DPM for
CTMSM also to discretely observed case.
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In Algorithm 1 we describe in detail how Uniformization works. The input
for the algorithm are start-point, end-point and a rate matrix A. After sim-
ulating the trajectories, we follow the same scheme as in the fully observed
case (Algorithm 7).

Let X, = (8,0)1,) = (8,w);, @ = 1,...,N, be discretely observed
paths with not necessarily the same length. Let (s, w); be the i-th discretely
observed unit lying inside the cluster h, such that i; = h. Then, recalling
that 07 = (v;,P}), we construct the rate matrix for the h-cluster A} as

A* — A%
iz,rr *th,T'I‘ . (227>
hors — ’Yh,rr ' ph,rs‘

By Uniformization function we simulate between each two observed points
the continuous time trajectory, getting as output the path (s, w);.

After having got the full trajectory, we can follow the previous scheme:
first updating the cluster membership, drawing ; from 7 (¢; = hly_;, X)
(2.26) and then updating the cluster parameters 6}, drawing from 7 (67|, X)
(2.25).

Algorithm 7 Gibbs sampler for DPM of discretely observed con-
tinuous time Markov models

e Path simulation:

—fori=1,..., N draw (s,w); from Uniformization((s,w);, Aj)
e Clustering:

—fori=1...,N draw ¢; ~ w(¢; = h|tp_;, X) from (2.26);

e Cluster parameters:

—forh=1,...,k

draw 0; ~ 7(65 |4, X) from (2.25)
set Ay . = =V

h,rr

* Ak *
set Ah,rs - fyh,rr ’ ph,rs'
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Table 2.1: True values of the parameters of the two mixture components for
fully observed data.

Y pr2 P13 D21 D23 P31 P32 4! T2 )3
1 087 0.13 0.13 0.87 0.13 087 4 4 4
2 033 066 033 066 066 033 03 03 0.3

Table 2.2: Simulated paths with n = 100: posterior mean and standard de-
viation for the model parameters.

D12 P13 P21 P23 D31 D32 i! 2 V3
E(]a:) 0.83 0.17 0.12 0.88 0.14 086 3.75 4.29 3.70

(G
1
SD(-]z) 1 0.03 0.03 0.02 0.02 0.02 0.02 0.30 0.20 0.18
2
2

E(-|x) 028 0.72 043 0.57 0.63 037 0.52 085 0.11
SD(-|z) 0.17 0.17 026 0.26 026 026 0.27 0.89 0.13

2.3 Applications

After having introduced the Gibbs sampler for DPM of Markov models, we
have extended the methodology to the more interesting case of discretely
observed processes. In this section we discuss the behavior of the proposed
method with both fully observed and discretely observed trajectories. We
first show results with simulated data, then we present an application to the
Standard and Poor’s rating data as in Chapter 1.

2.3.1 Simulation study

We divide the simulation study in two parts: in the first we show the behavior
of the algorithm with fully observed trajectories, while in the second part we
have discretely observed data. We have simulated n = 100 trajectories, each
one with time length 5, from a finite mixture of three-states Markov Pro-
cesses. The true values of the generating parmeters are presented in Table
2.1. We assume the concentration parameter to be M = 1 and the centering
measure to be a product measure of Gamma and Dirichlet as in (2.21); we
ran the MCMC sampler for 10000 iterations with a burnin of 2000 iterations.
Results are shown in Table 2.2. Although the sample size is small, the model
captures the information and the posterior densities of most of the models
parameters concentrates around the true values. In Figure 2.1 and Figure 2.2
are shown the traceplots of the model parameters for each cluster.
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Table 2.3: True values of the parameters of the two mixture components for
discretely observed data.

Y pi2 P13 P D23 P31 D32 7 Y2 )3
1 04 06 0.6 0.4 0.8 0.2 15 15 1.5

2 05 05 067 033 083 017 3 3 3

Table 2.4: Discretely observed data with n = 200: posterior mean and stan-
dard deviation for the model parameters.

Y pi2 P13 P P23 D31 P32 M Y2 V3
E(-|z) 1 044 056 049 051 084 0.16 0.61 194 1.66
SD(:]z) 1 0.14 0.14 0.23 0.23 0.16 0.16 045 0.96 0.94
E(|z) 2 049 0.51 0.67 033 088 0.12 2.65 3.15 2.34
SD(:|z) 2 0.15 0.15 0.21 0.21 0.17 0.17 1.19 1.37 1.28

Table 2.5: Discretely observed data with n = 500: posterior mean and stan-
dard deviation for the model parameters.

Y pi2 P13 P2 P23 P31 P32 M1 Y2 V3
E(-|x) 1 037 063 064 036 080 020 140 1.71 1.16
SD(:]z) 1 0.16 0.17 0.25 0.25 021 021 1.15 1.28 0.89
E(|z) 2 042 058 0.81 0.19 094 0.06 2.18 345 2.34
SD(:|z) 2 0.08 0.08 0.12 0.12 0.08 0.08 1.17 0.93 0.78

For the discretely observed case, we have simulated two samples of size
n = 200 and n = 500, where each individual has been observed 10 times in
a interval of length 2. Observations have been generated from a mixture of
three-states Markov processes with parameters presented in Table 2.3. The
hyperparameters setting is the same as in the fully observed case. Results
for both the simulations are shown in Table 2.4 and Table 2.5, while traces
of the posterior model parameters for each cluster are shown in Figure 2.3,
Figure 2.5 and Figure 2.6. Posterior estimates are concentrated around the
real values of the model parameters, although there is higher standard error
comparing to the fully observed data case, since there is less information
from data. Naturally, posterior estimates concentrates around the mean as
sample size increases, interval length reduces and number of observed interval

mcreases.
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Figure 2.1: MCMC traces for first and second clusters of posterior rate pa-
rameters for n=100 and fully observed trajectories.
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Figure 2.2: MCMC traces for first and second clusters of transition probabil-
ities posterior parameters for n=100 and fully observed trajectories.
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Figure 2.3: MCMC traces for first and Figure 2.4: MCMC traces for first and
second clusters of posterior rate pa- second clusters of posterior rate pa-
rameters with sample size n=200. rameters with sample size n=500.
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Figure 2.5: MCMC traces for first and second clusters of transition probabil-
ities posterior parameters with sample size n=200.
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Figure 2.6: MCMC traces for first and second clusters of transition probabil-
ities posterior parameters with sample size n=>500.
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2.3.2 BNP modelling of rating classes with Standard
and Poor’s data

As in Chapter 1, here we model Standard and Poor’s rating classes data,
considering 205 institutions, each one observed at least two times. Again, we
summarize the data in four rating classes (A,B,C,D), with the first class (A)
representing solvent institutions and the last class (D) which is assumed to
be the absorbing state and represents the default. We model data via Dirich-
let Process mixture for discretely observed data, assuming the concentration
parameter M to be 1, while the centering measure is again assumed to be
a product measure of Gamma and Dirichlet as in (2.21). We ran 25000 iter-
ations with a burnin of 5000 iterations. A summary of the output is shown
in Table 2.6. From Figure 2.7 we note that observations concentrates in the
first two clusters, which have almost the same size. In Figure 2.8 we show
the traceplots of the posterior rate parameters in each of mixture compo-
nents: there is strong evidence of the difference in terms of expected values
between the parameters of the two estimated mixture components. This re-
sult proves the adequacy of the model for this data. Furthermore, it leads
to a deeper intuition regarding the nature of the process compared to the
MCMC algorithm for semi-Markov presented in Chapter 1. In that case, we
have observed that there is a decreasing rate as the rating class increases.
Here we can observe that the insitutions belonging to the first cluster show
an higher rate in the first (A) and third (C) states, meaning that they are
based in less stable economies and they are rated most of the times as class
B institutions. On the contrary, the institutions lying in the second cluster
reside in stable economies and they are rated most of the times as class A
insitutions. The result is in line with the theory of economic stability: an
economy with absence of excessive fluctuations in the macroeconomy, with
fairly constant output growth and low and stable inflation would be con-
sidered economically stable. An economy with frequent large recessions, a
pronounced business cycle, very high or variable inflation, or frequent finan-
cial crises would be considered economically unstable.
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Table 2.6: Standard and Poor’s rating data: posterior mean and standard
deviation for the model parameters and average sojourn times expressed in

years.

D12 P13 D14 D21 D23 D24 D31 D32 P34

Y
E(]z) 1 085 0.08 007 0.36 042 022 025 026 0.49
SD({z) 1 0.0 0.08 007 021 022 018 019 0.20 0.23
E(lz) 2 041 029 030 026 052 022 0.13 023 0.64
SD("Z‘) 2 025 022 022 011 0.14 0.11 0.12 0.15 0.17

! "2 V3 (o Wy Wa W3
E(|z) 1 038 0.008 1.59 | E() 1 9.71 361.89 1.50
SD(Jz) 1 013 001 1.08| Me() 1 276 157.68 0.72
E(Jz) 2 0006 032 08| E(-) 2 357953 458 145

2 0.005 0.11 043 | Me(-) 2 11554 327 122

SD(|z)

Figure 2.7: Lables distribution across the MCMC iterations.

05

T(WIX)
03 04

0.2

01

0.0

57



d

=

Figure 2.8: MCMC traces for first and second clusters of posterior rates a
transition probabilities for Standard and Poor’s data.
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Chapter 3

MCMC methods for high
dimensional copulas

Modelling a joint distributions of two variables, let we say Y; and Y5, de-
scribed by a function F(Y3,Ys) = P(Y) < 11, Y5, < y2) would make it pos-
sible to fully describe the dependence between these variables. Nevertheless,
relations between data are often difficult to describe by simple bivariate dis-
tributions. Ideally, a statistical procedure for the estimation of a joint distri-
bution would provide first the estimates of the marginal distribution using
the univariate data and prior information, then the estimates the dependence
structure, using the multivariate data. The copula approach allows for the
construction of joint distributions as product of marginals and copula func-
tion.

Even if Bayesian methods have proven successful in both formulating and
estimating multivariate models, the most popular estimation methods are full
or two-stage maximum likelihood estimation [Joe, 2005| and method of mo-
ments style estimators in low dimensions [Genest and Rivest, 1993|. In the
Bayesian literature we find Huard et al. [2006], which suggested a method
to select between different bivariate copulas, and dos Santos Silva and Lopes
[2008] who use Markov chain Monte Carlo methods to estimate low dimen-
sional parametric copula functions. Hoff [2007] proposed a Gibbs sampler
for semiparametric Gaussian copulas, estimating marginals via rank likeli-
hood. Min and Czado [2010] considered methods to estimate so called "vine"
copulas with continuous margins using MCMC. Ausin and Lopes [2010] pre-
sented a Bayesian estimation of multivariate time series with copula-based
time varying cross-sectional dependence, while Smith and Khaled [2012] sug-
gested a Bayesian data augmentation for estimating copulas with discrete
marginals. Wu et al. [2014] presented a Bayesian nonparametric method for
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multivariate copula models using a Dirichlet Process Mixture of multivariate
skew-Normal copulas; they also proposed a Dirichlet Process Mixture of bi-
variate Gussian copulas [Wu et al., 2015|. Grazian and Liseo [2017| described
an approximate Bayesian Monte Carlo method for inference on semiparamet-
ric copulas. Finally, Dalla Valle et al. [2018| presented a Bayesian nonpara-
metric method for bivariate conditional copulas, accounting for covariates in
copula density estimation.

In this Chapter we first describe the mathematical structure of these mod-
els and show the vine copula construction which facilitates the treatment of
high dimensional joint distributions; then we introduce the main inferential
aspects, from both frequentist and Bayesian perspectives. In the last section
we present two Bayesian nonparametric methods for estimating multidimen-
sional copula densities, also including the conditional multivariate copula
case, desribing in detail the inferential and computational aspects. We follow
Shemyakin and Kniazev [2017] in the introduction to copula models.
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3.1 Copula models

A function C : I? — I is called a copula if it satisfies the following conditions:
1. for any u,v € [0,1], C(0,v) = C(u,0) = 0;
2. for any u,v € [0, 1], C(1,v) = u, C(u,1) = v;
3. forany 0 <uy <us <land 0<v; <wy <1,

C(Ug, ’UQ) — C(Ug,’l}l) — C(Ul,vg) + C(Ul,’l}l) > 0.

A bivariate copula is then the distribution function of a bivariate random

variable with Uniform(0,1) marginal distributions. For any copula C(u,v),

partial derivatives g_c and %—C exist for almost all u,v € [0,1]. Let % and
u v uov

8%C

505, €xist and be continuous on I?. Then, we define the copula density as

PC *C

e, v) = oudv  Ovdu’

If w= F(z) and v = G(y) are two distribution functions, any function
C(F(z),G(y)) is a valid bivariate distribution function. The converse is true
as well: every joint probability distribution function is a copula. We may
rewrite the bivariate joint density function of (X,Y) as

9°C dF 4G

f(iU,y):m'%'d—y f(x) - f(y) - c(u,v), (3.1)

while
IC(F(z),G(y))
9G(y)

The most important statement in copulas theory is without any doubt
the Sklar’s theorem [Sklar, 1959).

(3.2)

F(xly) =

Theorem 3.1 Let J be a joint distribution function with margins F and G.
Then there exists a copula C such that for all z, y

J(z,y) = C(F(x),G(y)). (3.3)
If F and G are continuous, then C' s unique.

The theorem states that every valid bivariate distribution can be rep-
resented as copula of its marginals. It allows to separate margins from the
copula density, simplifying the computation. Hence, thanks to this theorem,
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if we have to build a model for bivariate distribution given marginals, we
only have to find the proper copula model.

Moreover let C(u,v) be a copula defining a joint distribution with marginal
distributions u and v. Then, the function

Clu,v) =u+v—14+C(1—u,1—0) (3.4)

is called survival copula.

3.1.1 Elliptical copulas

We now consider one popular class of copulas often used in applications,
named elliptical, which includes Gaussian and student t-copulas.

We first define the main property of these copulas, the elliptical symmetry:
a copula C'(u,v) is elliptically symmetric if it is both symmetric with respect
to the main diagonal of the unit square, u = v, and with respect to the
diagonal © = 1 — v. It turns out the identity

C(u,v) = C(u,v)
meaning that C coincides with its survival version C.

Let Q,(s,t) represent the class of bivariate elliptical distributions, with
density function

k2 s? — 2pst + 12
t) = .
ont) = Ay (). 5)

where p € (—1,1), g : R — R* with [, g(t)dt < oo and k is the normalizing
constant. Moreover, we define

q(s) I/Rq()(s,t)dt:/Rqo(t,s)dt

and

q(t) :/RQO(S,t)dSZ/Rqo(t,s)ds

as the marginal density functions of the components of the vector (s,t) with
p=0.
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The most popular method of constructing elliptically symmetric copulas
using an elliptic distribution Q,(s,t) is the method of inverses. Considering
U and V independently uniformly distributed on the line [0,1], the inverse
transforms Q! (U) and Q~'(V) are two independent random variables with
the same c.d.f. Q). Hence, we define an elliptical copula for any u,v € [0, 1]
as

CP<U7 U) = QP(Q_1<U>7 Q_I(U))'
Moreover, denoting s = Q'(u) and t = Q~'(v), the resulting copula density

is (s.1)
dp\S,
cp(u,v) = ———"—=.
’ q(s)q(t)
The most attractive property of this construction is the effective separation
of the margins u = F(z) and v = G(y) from the structure of dependence.

Thus, we can rewrite the bivariate distribution J(z,y) with margins F(z)
and G(y) as

J(z,y) = Qy (@7 (F (2)),Q7" (G (),

where the parameter p characterizes the intensity of dependence.

We now present two families of copulas belonging to the elliptical class.
The first one is the Gaussian copula: we get this copula in the following way

Cp(u,v) =, ((I)il (u), @7 (U)) ’

where @, is the distribution function of the bivariate normal distribution
with zero means, unit variances and correlation p, while ® is the standard
normal c.d.f..

Consequently, denoting s = ®~!(u) and t = ®~!(v), the density of the
Gaussian copula is
?Chlu,v)  PPy(s,t) 9s Ot  ¢,(s,1)

cp(u,v) = = _—

Audv 0s0t  Ou v ¢(s)p(t)’

where ¢, represents the density of the bivariate normal distribution with zero
mean vector, unit variances and correlation p, while ¢ represents the density
of the standard normal distribution. In explicit form we have

1 ?s? + p°t* — 2pst
c(u,v) = ——=exp et p_ 5 Pt (3.6)
(1—p?) 2(1 = p?)

Basically, the idea beyond the Gaussian copula is to transform two random
variables X and Y with c.d.f respectively F' and G into standard normal
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variables S = ®~!(F(z)) and T = ®~!(G(x)), such that the whole depen-
dence between X and Y is expressed thorough the linear dependence of their
standard normal transforms.

In applications it often happens that data requires heavy-tailed multi-
variate distributions and the Student t-copula may be used. Following the
previous scheme, we can obtain this copula as

Cﬁp(uv U) = TT)P (Til (u> 7T71 (U>) ’

n n

where T;, is the bivariate Student t-distribution c.d.f. with 7 degrees of free-
dom and correlation p, while T}, is the Student t-distribution c.d.f. with n
degrees of freedom.

Again, denoting s = T,'(u) and t = T,'(v), we get the copula density

"
as follows )
eop(tt,v) = O“Crp(u,v) _ Yyp(s,t)
Oudv () (t)
where ,, is the bivariate student t-distribution density with 7 degrees of

freedom and correlation p, while v, is the Student t-distribution density
with n degrees of freedom. Thus, the explicit formula for the density is

n+l

ot = LT ((5) (i)
np(j)—ﬂ.m(%ﬂ) (1++t_2pt)‘52 (3.7)

n(1—p?)

For modelling joint distributions for both Gaussian and Student t-copula,
we combine the copula with any marginal distributions v = F(x) and v =

G(y).

3.1.2 Archimedean copulas

Suppose again to have a copula C'(u,v). Another way of thinking of depen-
dence between the margins v and v may be as “deviation” from the indepen-
dence case, corresponding to the copula C(u,v) = uv. Since transformations
¢ which support additivity are easier to manipulate, the idea is to determine
a subclass of copulas such that £(C) = &(u) + £(v).

Let £(t) be a continuous, strictly decreasing function from [0, 1] to [0, c0)
such that £(1) = 0. We determine the pseudo-inverse function of £ as follows:

5[_1](15) = max {5_1(15), O} .
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Pseudo-inverses extend the inverse transformation to functions of limited
range. If £(t) — oo when ¢ — 0, then the pseudo-inverse function coincides
with the inverse function.

Theorem 3.2 Let £ : I — [0,00) be a continuous, strictly decreasing func-
tion such that (1) = 0. Then the function

Ce(u,v) = EX(E(w) + &(v))
is a copula if and only if £ is conver.

If C¢(u, v) satisfies these conditions, it is called Archimedean copula and the
function £(t) is its generator. We can check whether a copula is Archimedean
denoting by d.(u) = C(u,u) the diagonal projection of a copula, if for all
u € (0,1) dc(c) < u, then C(u,v) is Archimedean. Moreover, while it is
easy to verify that Archimedean copulas are commutative, hence C(u,v) =
C(v,u), it is much harder to prove that they are associative: C'(C(u,v),w) =
C(u, C(v,w)).

If the second derivative " exists, the Archimedean copula density may
be expressed through its generator and its derivatives as

() = L) (O ) () ()
’ oudv (&(Clu, v)))3

We now briefly introduce some Archimedean copula families, showing how
to get copula densities from different generators.

The first copula we introduce is the Clayton copula. Let £(t) be the gen-
erator such that

thus the pseudo-inverse
¢-1(s) = max {(1 + Ozs)_l/a ,O}
defines the Clayton’s class of copulas
O, v) = max{(u*a foe— 1) ,o} La € [~1,0) U (0,00).
Since this copula is typically applied for a > 0, we get the density as

(o +1) (uv)”

(ue + v* — (uv)®)=

Colu,v) = ,a > 0. (3.8)

+2
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The Clayton copula is used in situations where the dependence between low
values of u and v is stronger than the dependence between values close to 1.

The second family we consider is the Frank copula. Again, let the gener-

ator be ot _q
e M —
£(t) = —log

e~ —1"

then the pseudo-inverse function is
[-1] 1 —s(,—«
7 (s) :—alog (I1+e®(e™—1)).

Thus, we get the Frank Copula

(e—au _ 1) (e—ow _
e~ —1

1 1
Ca(u,v):—alog (1—1— )) ,  with «a #0,

where the density is

Colu,v) = il Gl e—a)e—a(quv) 3.9
a(t,v) (em@ =1+ (e — 1) (emw — 1))2' (3:9)

This copula is used when the strength dependence is relatively similar for
values of u and v.

The last Archimedean copula class we present is the Gumbel-Hougaard
class. Let the generator be

§(t) = (—logt)”

with pseudo-inverse
1/

§(s) = e
Thus, the Gumbel-Hougaard copula is
O, v) = exp (— ((~ logu)® + (—logv)a)l/a> a1,
with density
Ca(u,v) = (uv) " (logu - logv)* ™" (w72 + (o — 1) w'/*72) Cy(u, v),

where w = (—logu)™® 4+ (—logv)™“.
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The Gumbel-Hougaard copula is used when the strongest dependence is
for values of w and v close to 1 (right tail).

The popularity of these three classes of copulas derives from the flexi-
bility in applications, since their structures allow to model various types of
non-linear dependence, especially the tail-dependence. Survival copulas can
simply be obtained from each of these three copulas.

3.1.3 Multidimensional copulas and vine construction

All discussions so far were restricted to bivariate copulas, even if most in-
teresting applications are in dimension d > 3 (multivariate copulas). Con-
struction for elliptical and Archimedean copulas can be naturally extended
to higher dimensions.

Elliptical distributions Qg r of a random vector ¢t = (¢y,...,t;) can be
defined by its joint density function

Qar =[ZI72k((t = D)TZ Nt~ 1))

where p is a d-dimensional vector of means, Y is the d x d positive definite
covariance matrix, k() is some non negative function of a variable integrable
over R, while R with elements R;; = 3;;/1/2;%;; is the correlation matrix

determining all pairwise associations between the components of t.

Let Q;(t;) be the marginal distribution on ;. We may define the elliptical
copula as

Qar = Qur(Qy (w), ..., Qy " (uq)).

The most popular multidimensional elliptical copula is the Gaussian. Con-
sidering data with marginal distributions u; = F'(y;), we define

Cgp(ul, ce ,Ud) = (I)d,z;p(q)il(Fl(yl)), coey (I)il(Fd(yd))).

where @ is standard normal distribution and ®45, is d-variate normal with
zero mean, unit variances, and covariance (and correlation) matrix ¥,. Thanks
to the multivariate normal properties, the off-diagonal elements of matrix 3,
describe pairwise associations, so the strength of association may differ for
different pairs of components of the vector Y.

A formal extension of Archimedean copula construction to dimension d >
2 is straightforward:

Oa(ub ce 7ud) = 5[_1]<5a<u1)’ <. >€a(ud))7
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is a copula with generator £,. The problem here is the exchangeability or
symmetry requirement, which suggests that one parameter o describes all
pairwise associations, thus all these associations have to be of equal strength.
This is a substantial limitation of the modelling process. Therefore, to ad-
dress nonexchangeable situations, this construction has to be modified.

Moreover, with “classical” multivariate copula modelling there are para-
metric constraints which provide poor flexibility, in both elliptical and Archimedean
cases, since the dependencies between each variable are assumed to belong
to the same parametric family.

These problems were noted by Aas et al. [2009], which proposed to use a
wider class of multivariate copulas, based on a technique of construction of
multivariate copulas introduced by Joe [1996] and also treated by Bedford
and Cooke [2001| and Kurowicka and Cooke [2006|. The method consists in
rewriting a d-variate copula as product of d(d — 1)/2 bivariate copulas and
it is called pair-copula (or vine copula) construction. This approach is more
flexible, as we can select bivariate copulas from a wide range of (parametric)
families.

Let us begin with dimension d = 3 considering the problem of modelling
the joint distribution P(X < z,Y < y,Z < z), where the marginals are
u = F(z), v = G(y) and w = H(z), while Y is designated as the central
variable, meaning that its associations with X and Z are most important
and modelling the association between X and Z will have a lower priority.
The choice of the central variable is inevitable, and is established either from
context or by preliminary estimation of the strength of pairwise associations.

Let us denote by f(x), g(x) and h(z) respective marginal densities of X,
Y and Z. We can write down double and triple joint densities as

fa(z,y) = gvix(ylz) f(x)
the joint density between x and y and
fah(@,y,2) = haxy (2], y) fa(z, y).

the joint density between x, y and z. Thus we obtain the joint density of all
three variables as a “chain” of conditional densities

fgh(z,y,2) = hzixy (2|2, y) gy x (yl2) f(2). (3.11)
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Using two pair-copulas, we first model associations (X,Y') and (Y, Z):
Cl(”v U) = CI(F(‘T)u G(y))7 CQ<U7 IU) = 02<G(y)7 H(’Z))

with densities respectively ¢; (F(z), G(y)) and c2(G(y), H(z)). We rewrite the
bivariate joint densities as:

fa(x,y) = a(F(x),G(y)f(2)g(y), ghly,z) = ca(G(y), H(2))g(y)h(2).

Conditional distribution may be expressed as

gyix(ylr) = c1(F(2), G(Y)g(y), hzy(zly) = ca(G(y), H(2))h(z). (3.12)
We can rewrite the joint density of all three variables as

_ hzixy (27, y)

foh(z,y,2) = A c(F(x),G(y))c2(G(y), H(2))f(x)g(y)h(2).

We introduce the copula Cs(Fxy (z|y), Hzy (2|y)) having density

hzixy(z|z,y)

cs(Fxyy (zly), Hzyy (2ly)) = hzy (z]y)

assuming the same copula structure to link two conditional distributions. We
may finally rewrite the joint density of the three variables as

fah(x,y, 2) = er(F(x), G(y))ea(G(y), H(2))es(Fxpy (xly), Hzpy (2[y)) f ()9 (y)h (=),

meaning that

c(F(x),G(y), H(2)) = c1r(F(x), G(y))ea(Gy), H(2))es(Fxpy (]y), szgl%-

This construction is known as vine copula or pair copula construction.
XY Y Z
X, ZlY

For dimension d = 4, we introduce a further variable W, thus we have

to add a new link. We distinguish vine diagrams in two types: C-Vine and
D-Vine.

e Three levels of association for a C-vine.
XY Y. Z ZW
X, ZlY Z WY
X, W\|Z,)Y
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e Three levels of association for a D-vine.
XY Y Z ZW

X, ZlY Y, W|Z
X, W|Z,Y

Generalizing, we say that with the pair-copula construction, a d-variate
copula may be rewritten as the product of d(d — 1)/2 bivariate copulas.

3.2 Bayesian inference for copulas

We now briefly present classical inferential techniques for copula models and
then we focus on Bayesian methods illustrating both the parametric and the
nonparametric approaches.

In particular we will first introduce the standard inferential approaches
for d dimensional copulas and then we will concentrate on pair-copula anal-
ysis. In fact using vine construction we can deal in higher dimensional space
by pair-copula estimation. Once we have chosen a particular family of cop-
ulas, the dimension of the parametric space will depend on the number of
parameters of the marginals and of the selected copula model. Note also
that in parametric copula estimation we have to determine whether estimate
all the parameters in one step or we prefer to choose a property of copu-
las which allows us to proceed in two steps (also IFM: inference functions
from margins), first estimating margins parameters and then estimating the
association given the estimated marginal distributions. Both methods are
consistent, while the efficiency depends on the estimation procedure in the
margins [Joe, 2005].

Specifically, suppose to have the sample of size n (yy,,...,ya,), i =1,...,n.
We can choose a semiparametric approach, assuming margins to be absolutely
continuous and choosing a parametric approach for the copula. In that case,
the likelihood function for the copula model is

~

n n d
£ =[Tea (P Fwa)) - TITIF ), (314)

i=1 =1 j=1

where F' represents the empirical distribution function. Via likelihood maxi-
mization we get

& = argmax L
a=0
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where & is the maximum likelihood estimator for the association parameter
of the copula C.

If we choose a full parametric approach, we should first assume to model
each Y, with j = 1...d as a probability distribution Fj(y;,;0;); then, we
select a copula model C' depending on the association parameter «. Thus,
the likelihood function is

n n d
Hca Fi(y1,;61), ..., Fa(ya;;04)) HH (y;i;0;).  (3.15)

=1
Maximizing the likelihood function we get
(&, é) = argmax L («, ),

where & still represents the maximum likelihood estimator for the association
parameter of the copula C, while 6 represents the d dimensional vector of
maximum likelihood estimators for the marginals parameters.

3.2.1 Parametric estimation: Bayesian inference

In the Bayesian framework we have more stable procedures, exploiting the
benefits of integration instead of the optimization and using the entire pos-
terior distribution. For complex marginal structures or copula functions, the
likelihood can be hard to maximise directly. One solution is to use a two
stage estimator [Joe, 2005]; another solution is to use to an iterative scoring
algorithm to maximise the likelihood, as suggested by Song et al. [2005]. How-
ever, an attractive Bayesian alternative in this circumstance is to construct
inference from the joint posterior distribution of the association and marginal
parameters evaluated in a Monte Carlo manner. Furthermore, when estimat-
ing a copula model, the objective is often to construct inference on measures
of dependence, quantiles or functionals of the random variable vector. Evalu-
ation of the posterior distribution of these quantities is often straightforward
using MCMC methods.

Let (y1,,---,Ya;), ¢ = 1,...,n be our sample. We may choose a semi-
parametric approach, modelling marginals nonparametrically. In that case
we might have either a fully Bayesian approach, specifying the prior process
on the marginal parameters, or we can have a frequentist nonparametric es-
timation of the marginals e.g. via empirical distribution functions. In both
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cases, we write down the likelihood function as

= [Tee (Flod. o Flo).

Assuming 7(#) as the prior distribution of the association parameter, the
posterior distribution is

w(] E(y,), - Flya)) o< £ () - w(a). (3.16)

Choosing a parametric approach for marginal modelling, we have to de-
fine the prior distribution for the marginals and the copula parameters.
Let 7(«) be the prior distribution for the association parameter and let
m(0) = H;l . ™(6;) the joint d-dimensional prior distribution for the vector
of marginal parameters. Assuming the marginals to have densities f1, ..., f4,

the likelihood function is
n n d
=[] co (Frun.100). (Ya,|0a)) HH Ji (;:105) -
=1 i=1 j=1
The joint posterior distribution for the parameters of interest is
m(a, 0| Fy (1), - -y Fa(ya)) o< L (e, 0) - w(a) - w(0), (3.17)

by marginalization we get:

7T(9j|F1(y1>,...7Fd(yd>> :/"'/W(Q,@)d@d@l,...,d@j_1d6j+1,...,d¢9d

and

(| Fi(yr),s .- Fa(ya)) :/-~-/7T(a,0)d91,...,d0d.

Posterior computation In order to draw samples from the correct
posterior distribution, MCMC methods are required. The choice between
Metropolis-Hastings and Gibbs sampler depends on the conjugacy of the
model. Clearly, in case of parametric assumptions on the margins, in order
to implement a Gibbs sampler also the marginal parameters prior distribu-
tions have to be conjugate. In any case, as already said, we can use both
one-step and two-steps procedures.
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3.2.2 Dealing with high dimensions: inference for vine
copulas

In Section 3.1.3 we presented the vine copula construction, helpful when the
dimension of the copula is d > 3. Again, we consider the d = 3 case, modelling
the joint distribution P(X < z,Y < y,Z < z) with marginals u = F(x),
v =G(y) and w = H(z), where Y is designated as the central variable. From
(3.13) we have

c(F(x),G(y), H(2)) = c1r(F(2), G(y))ea(Gy), H(2))es(Fxy (x]y), Hzpy (2[y))-

Inference on the parameters of the first two elements is quite intuitive, since
they are independent from each other and there is no problem in writing
down the likelihood functions

n n

L(on;z,y) = Hcl(FX(xz‘)a Gy (y:)) and Loy, 2) = HC2(GY(%)7 Hy(2)).

i=1 =1

Estimates are provided depending on the chosen approach.

Regarding the last element, the likelihood function is

n

Llagiz,y,2) = | [ es(Fxiy (wily), Hzp (zilwi)- (3.18)

i=1
From (3.2), we rewrite (3.18) as

N~ A “ 80F$Cl,GZOAé aCGl,HZZOAé
oo = [ o (P ELCW) DGE10) 1))

i=1

with &; and ao having different meaning depending on the statistical ap-
proach.

In frequentist inference they represent respectively the MLE estimates for
the association parameters of ¢;(F(x),G(y)) and co(G(y), H(2)), with

a3 = argmax L(az; x,y, 2, a1, Ga).
az=0

In Bayesian inference, the posterior density
m(aglz,y, 2,01, Qo) x w(ag) - Lag; x,y, 2, &1, Ga), (3.19)

also depends on the values &; and d&s. Thus, in computing (3.19) we need to
further distinguish two cases:
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1. in case of one-step estimation, &; and &s are set as the simulated pa-
rameter values of ¢ (F(x),G(y)) and c3(G(y), H(z)) for the current
iteration;

2. in case of two-steps estimation, they represent the expected value of
the posterior density of the association parameters &; = E(a;) and
662 = E(()ég).

Hence, by construction, in both frequentist and Bayesian frameworks we
need a hierarchical approach, with the extension to the d > 3 case following
naturally. The Bayesian approaches for inference on vine copulas are sum-
marized in Algorithm 8 and Algorithm 9.

Algorithm 8 One-step Bayesian inference for vine copulas

e for each iteration ¢

— draw ay, ~ 7(aq|z,y) and ag, ~ 7(asly, 2);
o set dl = Oy, and (3[2 = g,

— draw az, ~ w(az|x,y, 2, &1, o);

end

Algorithm 9 Two-steps Bayesian inference for vine copulas

e for each iteration t

— draw ay, ~ 7(aq|z,y) and ag, ~ 7(asly, 2);
end

o set dl = E(Oél) and 662 = E(Oéz)

e for each iteration ¢

— draw ag, ~ 7(as|z,y, 2, 41, Go);

end

3.3 Bayesian nonparametric inference for mul-
tidimensional copulas

For the two-dimensional case, there exists a wide collection of parametric cop-
ula models. However, in higher dimensions, the number of families of para-
metric copulas is more limited. Furthermore, assuming a parametric model
for multivariate data implies the assumption of the same parametric model
for each subset of paired variables. A solution to this problem may be the
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pair-copula constructions, which allows us to rewrite the multivariate copula
as product of pair-copulas. Alternatively, nonparametric methods may over-
come the problem giving flexibility.

Wu et al. [2014] presented a method for Bayesian nonparametric infer-
ence on multidimensional copulas mixing over a skew-Normal multivariate
copula. Moreover, in estimating densities of two-dimensional copulas by mix-
ing over Gaussian copulas, Wu et al. [2015] showed that any bivariate copula
density can be arbitrarily accurately approximated by an infinite mixture
of Gaussian copula density functions. Dalla Valle et al. [2018] extended the
methodology to the conditional bivariate copula estimation, accounting for
covariates in the two dimensional case.

In this Section we focus on Bayesian nonparametric techniques for mul-
tivariate copula density estimation. We first present an alternative DPM of
multivariate copulas with respect to the Wu et al. [2014] model. By choosing
a Gaussian copula as kernel density of the DPM and adopting an Inverse
Wishart centering measure, we exploit the conjugacy between GGy and the
mixture components. Then, we present a Bayesian nonparameteric method
for multivariate copulas accounting for covariates.

3.3.1 Infinite mixtures of multivariate copulas

Let G be a probability distribution defined on the parameter space ©. Let
(w1, yug,) = (Fi(y,)s .-, Fa(ye,)) with @ = 1,...,n be observations of d
variables. Given the set of parameters R € ©, we define the d-variate copula
density cg of a mixture of d-variate copulas with kernels cg with respect to
the mixing measure G as

co(ug, ..., uq) = /CR(ul,...,ud)dG(R).

With a DP prior on GG, we get a DPM model, which can be rewritten in a
hierarchical form. We define a DP prior on G such that

ind
(ug,y .., ug)| Ry '~ cr, (U1, ..y ug,)

Ri|G ¥ G,
G ~ DP(M,Gy).

with M total mass parameter and Gy is the centring measure, and R; is the
i-th parameters set defined on the parameter space ©.
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The posterior distribution II(Gluy,...,us) is a mixture of DP models,
mixing with respect to latent variables R; specific to each observation (uy,, . .., ug,)
fori=1,....,n:

Gl(uy, ... ug) ~ /DP(MGO + ) 00 )dI(Rluy, . .., ug).

=1

Wu et al. [2014] presented a DPM model having as kernel density the
multivariate skew-Normal copula. They showed that the Gaussian copula,
that is one of the most widely used copulas because of its attractive proper-
ties and mathematical tractability, has the symmetric property which makes
it difficult to deal with skewed data. However, even if estimating marginals
nonparametrically, the presence of a further parameter in the copula model,
in addition to the lack of conjugacy between GGy and the kernel density, of
the mixture make the computational cost increase. Therefore, if summary
statistics show symmetry of the data, their approach results quite expansive
in terms of computation.

3.3.2 Dirichlet Process Mixtures of multidimensional Gaus-
sian copulas

We present a DPM of multivariate Gaussian copulas, which will overcome
most of the problems related to multidimensional copula modelling. Our
method relaxes distributional assumptions and allows to get good approxi-
mation of any symmetric copula family.

Let (uy,,...,uq), i = 1,...,n, be ii.d. observations defined in I¢. Let
Y = R € © be the d x d covariance matrix of the d-dimensional Gaussian
copula kernel density cs.

In order to exploit the conjugacy with the multidimensional Gaussian
copula model, we define the centering measure as a d-dimensional Inverse
Wishart distribution

Go=W;'(So,m),

that is in explicit form

S, |7/2
Go(s) = - 10

1
S o —(77+d+1)/2 = A —1
TP () eXp( g% % )
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where Sy is a positive-definite scale matrix and 1 > d — 1 are the degrees of
freedom.

Let 27~ denote the h-th of the k™ unique values among ¥_;, which rep-
resents the set of covariance matrices ¥ without the i-th element ;. Also,
let (ug,...,uq); = (uy,...,ua); \ (w,,...,uq) and ¥y, = (¢ : X; = X7),
so that if ¢; = h, the i-th observation belongs to the h-th cluster and ny,
represents the number of observations lying inside the cluster h. Thus, we
write down the likelihood function for the cluster h as

T
np (I)_l(uli) (I)_1<u1i)
* 1/2 1 . —1 .
LX) = H |X[% exp 5 : : (Eh - [) ) : )
=1 q)_l(udi) (I)_l(udz‘)
—1 * T —1 *
1 ®~(uy) O (ugy)
L) =8 exp | 5| (= -T) :
2 —1 * -1 *
®~*(uqj) O~ (uaj)

We derive the posterior density of the cluster correlation matrices 7(X5 |, uy, . . .

and the posterior conditional density of the clusters 7(1; = hlYp_,,uy, ..., uq).

1. We compute the posterior density for X} as
m(Zhl,ur, .. ua) = Go(X5) - L(35), (3.20)

rewriting in explicit form

. 1S —(4d+1)/2 1 1
W(Ehhb,ul,...,ud) = W’Eh| exp _550'2}1 X
—1 * T —1 *
1 &~ (u1) ¢ (u1},)
Sl Pexp | =5 | JUE R :
o~ (uqy) o~ (uqy)
where I'y(+) is the d-dimensional multivariate gamma function. We note that
m(X5 |, ug, ..., uq) is still an Inverse Wishart
T
o~ (uy},) ™ (ugj)
T(Zi|,ug, ... ug) =W S+ : : N+ ny

>~ (uap) o~ (uap)
(3:21)
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where:

e S is the prior scale matrix and 7 represents the prior on the degrees

of freedom;
e (uy},...,uq)) is the set of observations lying inside the cluster h;
= (uy)
° : is a ny X d matrix.
= (uaj)

2. We now define the posterior probabilities 7w(¢; = h|yp_;,u,v) for h =
1...k7 and h = k= + 1 which denotes the creation of a new cluster. From
(2.15) it follows that the probability of the i-th element of belong to the h-th
cluster is

ny, f(u,, ..., ug
W(wz = hlw—iauly C ;ud) X MC('U&Z., o 7Udl.) for b — k— +1

(3.22)
where n, is the number of elements in the h-th cluster with exclusion of
the i-th observation, M represents the precision parameter of the DP and
c(uy,, ..., uq) = [ cre(uy,, ..., uq)Go(dX}), while

fluy,, .. ugl(ug,...,uq); ) = /CZZ(uli,...,udi)dw(22_|u1,...,ud;;_),

where (X} |(u1,...,uq); ) is the posterior density of ¥ in the h-th cluster
excluding the i-th observation. In particular, in order to simplify the notation
we define

O (uy) O (uy)
T(ulZy) = : (=1 :
O~ (uq) O~ (uq)
and .
O (uy) O (uy)
T(u) = : :
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Then, we calculate

f(ulia"wudi

(uy,...,ug ‘/m|v2 FT(@ilZh)) 5o

S0+ T(ug )| )72
9(n+ny, )d/2 Iy ((77 4 n’;)/g)

n+n
_ ’SO +T(uw,") X / I —(n+n,+d—1)/2 e(—l (ug =) )dE
2(77"!‘”;:)01/2 . Fd 77 —|— nh /2

33,7 12 e(*%T(“f‘Eh))dEh =

S+ T[T g 1y (5 + 1) /2)
2009 Ty (-4 m)/2) 1o+ Ty

where I'y(-) represents the d-dimensional multivariate gamma function, u;~

represents the observations in the h-th cluster with the exclusion of the i-

th observation and uj is got including the i-th element in the set u;~. The
number of elements in u;~ and uj, are respectively n, and n,.

Y

Thus, we may define the Gibbs sampler for DPM of multidimensional
Gaussian copulas as in the following scheme.

Algorithm 10 Gibbs sampler for DPM of multidimensional Gaus-
sian copulas

e Clustering:

—fori=1...,N draw ¢; ~ w(¢); = h|¥p_;,us,...,uq) from (3.22);
e Cluster parameters.

—for h=1,... k draw X} ~ 7(Z}|¥,uy,...,uq) from (3.21).

3.3.3 Bayesian nonparametric conditional multidimen-
sional copulas

We finally present a method which allows to make inference on multidimen-
sional copulas accounting for covariates. Suppose to have (uy,,..., uq) =
(F(y1,)s--- F(ya,)) with ¢ = 1,...,n. We also observe a m x v matrix of
covariates X. Dalla Valle et al. [2018] provided a Bayesian nonparametric
method for bivariate conditional copulas. We propose a Bayesian nonpara-
metric method for conditional multidimensional copulas, which allows us to
detect the impact of each covariate X; 7 = 1,...,v on the dependence struc-
ture of the multivariate copula, basing on the vine construction.
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Let G be a probability distribution on defined on the parameter space ©.
Let (u1,,...,uq,) = (F(v1,), .-, F(yq,)) with i = 1,...,n be observations of d
variables and let X be the n x v matrix of observed covariates. We define the
density cg as a mixture of d-variate conditional copulas with kernels cq(x)
with respect to the mixing measure G, that is

co(Fu(n), . Falya)) = / ooy (Fi (). -, Falya))AG(8(X)).

Remark that, since we need to specify a vine structure, we consider both cg
and cg(x) as products of p = d(d — 1)/2 pair-copulas. Let

6(X) = 9(X;B), (3.23)

be a p-dimensional vector of functions. Then, defining a DP prior on G we
rewrite

(Fl(yli)7 s 7Fd(ydi))|9(X)i lﬁfl CO(X)i(Fl(yli)7 s >Fd(ydi>>

0(X)i|G % G,
G ~ DP(M, Gy).

with M total mass parameter and G| is the centring measure. Again, 8(X); =
(0(X)i,s-..,0(X);,) has dimension p x 1, with p = d'(d;l), since by pair-
copula construction we rewrite c¢(Fy(y1), ..., Fa(ya)) as product of d(d — 1)/2
bivariate copulas and each 6;; is a v-variate function of the covariates

with 3;; vector of dimension v.
The posterior distribution II(G|Fi(y1),..., Fu(ys)) is a mixture of DP

models, mixing with respect to latent variables 8;(X) specific to each obser-
vation (Fi(y,), ..., Fa(ya,)) fori=1,... n:

G|(Fi(y1), ..., Falya), X) N/DP(MGo—i—Z59i(X))dH(0(X)]F1(y1),...,Fd(yd)).

Therefore, by vine copulas construction we rewrite d-variate copula densi-
ties as the product of d(d — 1)/2 bivariate copulas, reducing the kernel choice
to the biavriate copulas class of densities whatever d is.
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As kernel density of our DPM model, we need a bivariate copula that is
able to capture any kind of dependence and may approximate each copula
family. The reparametrization of @ as function fo X makes impossible to
exploit the conjugacy between G and the kernel density. Hence, we should
choose only basing on the properties of the kernel. Wu et al. [2015] showed
that that bivariate density functions on the real plain can be arbitrarily well
approximated by a mixture of a countably infinite number of bivariate normal
distributions.

3.3.4 Dirichlet Process Mixtures of conditional Gaus-
sian vine copulas

We now present a DPM of conditional vine copulas which allows to estimate
multivariate copula densities in presence of covariates. Let (F'(y1,), ..., F(y4,))
be i = 1,...,n observations defined in the hypercube I¢. Let X be an x p
matrix of covariates. Assuming as kernel density of our mixture the product
of Gaussian copulas ¢,, = (u,v), with i =1,...,p and p = d(d — 1)/2, each
one having association parameter p € (—1,1) assumed to be function of v
covariates X. Thus, considering

p(X) = g(X;B), (3.25)

where p is a p x 1 vector of functions each one depending on v-dimensional
vectors 3, we need to define a p x v dimensional centering measure. In par-
ticular, we chose GGy to be multivariate Normal

Go = Npyo(1, 2). (3.26)

We present the details of the case with d = 3. Thus, let (F'(yy,), F'(v2,), F(ys,)),
i=1,...,n, beii.d. observations defined in I?, with X n x p matrix of co-
variates. Let we choose 1, as central variable, so that:

c(Fi(y1), Fa(y2), F3(y3)) = c1(Fi(y1), Fa(ye))-ca(Fa(y2), Fa(ys))-ca(Fi(yily2), F3(ysly2))-

Consider p for each pair-copula as function of unknown parameters 5 and

covariates X
p=9(X;p),

where ¢ is the link function and § has dimension depending on the number
of covariates v. Let 3, denote the h-th of the k™ unique values among 3_;,
which represents the vector 3 without the i-th element g;. Let V), = (i : 8; =
Br), so that if ¢; = h, the i-th observation belongs to the h-th cluster and
ny, represents the number of observations lying inside the cluster h.
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1. We first define W(Q/JZ = h"(b—i?ﬂ;’X? Fl(yl),F2<y2>,F3(’y3)) for h =
1...k7 and h = k~ + 1. From (2.16) it follows that the probability of the
1-th element of belong to the h-th cluster is

o forh=1,... k™
ny, g (F1(y1), Fa(y2)) - cs;, (F2(y2), Fa(ys)) - cap , (F1(yaly2), F5(ysly2)),

o forh=k +1

M
k= + 166;—“,1

(Fr(y1), Fa(ya))-car | (Fa(y2) Falys))-cor | (Fi(uily2), Fs(ys|ys)),

where 7, is the number of elements in the h-th cluster with exclusion of the
i-th observation, M represents the precision parameter of the DP and c is
the Gaussian bivariate copula density of parameters 3;.

2. We compute the conditional distribution functions Fj(y1|ys) as

acﬂ;(Fl(yTh)aFQ(yikh))
8F2(y§h)

where in deriving for each observation we consider the belonging cluster h.
We do the same in order to get F3(ys|ya).

Fi(y1]ye) = forh=1,... k, (3.27)

3. Finally, denoting by s; = ®~'(F(y1,)) and t; = @1 (F(ys,)), the likeli-
hood function for the cluster h is

9(X;8n)%s + g(X; 80)% — 29(X; Br)siti
H T/ (1 - 5h, )?) P < 2(1 — g(X; B8r)?) ) '

We compute the posterior density for j3; as

T(Bul, X, Fi(y1), Fa(y2)) = Go(Br,) - L(B), (3.28)

which is a complex v-dimensional density, approximated with a Metropo-
lis Hastings step with v-variate Normal proposal. We repeat the point with
s; = Y F(yy,)) and t; = ®71(F(y3,)) and with s; = @71 (F(yy,|ye,)) and
ti = @7 (F (2 y2,))-

The algorithm is summarized below.
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Algorithm 11 No-gaps sampler for DPM of conditional vine copulas

e Clustering:

—fori=1... ndraw o; ~ (¥ = hlvb_;, B;, X, Fi(y1), Fa(ya), F3(y3));
e Cluster parameters:

o compute the conditioned distribution function from (3.25);

o for each pair-copula:

—for h=1,... .k draw 8} ~ 7(Bi|v, X, Fj(y;), Fe(ye));

—for h=k+1,...,ndraw g8 ~ Go.

3.4 Simulation study

In this section we provide a simulation study for both the DPM of conditional
multivariate copulas ( Conditional model) and the DPM of multivariate Gaus-
sian copulas (Unconditional model). We show the efficiency of the methods
in clustering and density estimation. We also provide a comparison of the
models. In each of the presented cases we simulate data from copula func-
tions, treating the marginals as given.

For the implementation of the DPM of conditional multivariate vine cop-
ulas, in the choice of the function p(X) for each pair-copula, we follow the
approach proposed by Abegaz et al. [2012], which models the dependence of
the parameter of interest, with respect to the covariate, through a calibration
function A\(X; ). Note that in many copula families the parameter space is
restricted. In contrast, the calibration function A\(X; #) can assume any value
on the real line. Since with a bivariate Gaussian copula kernel the parameter
space is restricted to the interval (—1,1), we need a transformation which
can link the calibration function A(X; 3) to p(X). We chose two links:

e Following Dalla Valle et al. [2018], we adopt:

2
pX)=——F—— — 1; 3.29
M= R 529
e The second link is the Inverse Fisher Transform:
eA(X§6) — 1

In both cases )\ is set to be
MX;B) = Bo + BiX.
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Table 3.1: Results for 3-dimensional copula with n = 200 observations: pos-
terior mean and standard deviation for the model parameters.

P12 P23 P13
E(-|y) 0.5041 0.5086 0.4681

SD(-ly) 0.0834 0.0855 0.0889
E(ly) -05045 -0.4813 -0.4062
SD(-ly) 0.0782 0.0818 0.0864

DO DO = =

For the Unconditional model, we chose as concentration parameter of
the DPM M =1 and as centering measure an Inverse Wishart distribution.
Instead, for the Conditional model we set as concentration parameter M = 1

and chose as centering measure a multivariate Normal distribution as defined
in (3.26).

3.4.1 Clustering

We first show how the proposed models works for clustering. First, for the
implementation of the DPM of multivariate Gaussian copulas we have sim-
ulated 200 observation from an equally weighted mixture of two Gaussian
copulas with covariance matrices

1 05 0.5 1 =05 —-05
=105 1 0.5 and o=1-05 1 0.5
05 05 1 -0.5 =05 1

We ran 15000 MCMC iterations with a burnin of 1000 iterations. A summary
on the results is presented in Table 3.1, while traceplots of the estimated clus-
ters parameters and the distribution of the labels across the MCMC iterations
are shown in Figure 3.1. The model shows a good behavior, the posterior dis-
tributions of the parameters are centered around the true values even with a
small sample; there is also a good estimation of the size and the number of
clusters.

As second example, we show how both models work on the same data.
We have simulated data from a finite mixture of d = 3 conditional vine
copulas, with one covariate X simulated from a N(1,0.2). The true value of
the parameters are presented in Table 3.2. For the Conditional model we ran
25000 iterations with a burnin of 5000, adopting as link function the Inverse
Fisher Transform (3.30). Instead, for the Unconditional model we ran 15000
MCMC iterations, with a burnin of 1000 iterations. From Figure 3.2 we may
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Figure 3.1: Labels distribution across the MCMC iterations and traceplots of
the off-diagonal elements of the posterior correlation matrix for the estimated
clusters.
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Table 3.2: True values of the pair-copula parameters. In simulating vine cop-
ula data, we chose as central variable Y5.

v By B
1 05 1.5
2 -05 -1.5

note that for the Unconditional model the frequencies of the labels are close
to the real values, while the Conditional model seems to be less consistent,
showing also the presence of a third cluster. From Figure 3.3 we observe
that the posterior densities of the Unconditional model parameters for the
first two pair associations have a low standard deviation, proving the very
good performance of this model for clustering. In Figure 3.4 we observe that
the posterior densities of the Conditional model parameters are concentrated
around the true values (red line for the first cluster and green line for the
second cluster). However, especially in the second cluster, some parameters
show an high standard deviation. Therefore, we may say that for clustering
the Unconditional model seems to perform better than the Conditional one.
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Figure 3.2: Labels distribution across the MCMC iterations for the Condi-
tional (left) and the Undonditional model (right).
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Figure 3.3: Unconditional model: posterior densities of the parameters for
the first two clusters.
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Figure 3.4: Conditional model: posterior densities of the parameters for the
first two clusters.
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Table 3.3: Results for 3-dimensional vine copulas mixture with n = 500 obser-
vations: posterior mean and standard deviation for the models (Conditional
and Unconditional) parameters.

P12 P23 P13
(\y) 095 095 098

SD(-]y) 0.006 0.003 0.006
(Jy) 094 -0.94 0.82
SD(-]y) 0.008 0.008 0.003

&

&

4
1
1
2
2

Boer2)  Bieiz) Poeasy Bieesy Boasiz)  Bieisa)
ECly) 039  1.89 108 135 042 1.4l
SD(-ly) 089 087 112 096 0981 081
E(ly) 072 103 -034 -171 08  -1.05
SD(Jy) 249 262 137 134 207  2.02

NN | —

3.4.2 Density estimation

We now show how both the proposed models works for density estimation. Fo-
cusing on the Unconditional model, we have simulated data from a mixtures
of Frank, Gumbel and Gaussian copulas. We ran 15000 MCMC iterations
with a burnin of 1000 iterations. Results are shown in Figure 3.5, Figure 3.6
and Figure 3.7.. In each of these cases the algorithm provides good density
estimates.

In order to test how the Conditional model works for density estimation,
we have simulated data from different scenarios, choosing as central variable
in the vine construction Y,. In Figure 3.8 we show results for data simulated
from a multivariate (d=3) Gaussian copula with covariate X generated from
a N(1,0.2). In the second case (Figure 3.9) we have simulated data from a
mixture of multivariate (d=3) Frank copulas with covariate X generated from
a N(0,0.2). In Figure 3.10 we show results for simulated data simulated from
a mixture of multivariate (d=3) Gaussian copulas with covariate X generated
from a N(0.5,0.2). Comparing the observed data with the density estimates,
we may note that the model gives good estimates of any pair-copula density.
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Figure 3.5: Scatterplot of the mixture of Frank copulas data and density
estimation via Unconditional model with sample size n=200.
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Figure 3.6: Scatterplot of the mixture of Gumbel copulas data and density
estimation via Unconditional model with sample size n=200.
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Figure 3.7: Scatterplot of the mixture of Gaussian copulas data and density
estimation via Unconditional model with sample size n=200.
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Figure 3.8: Scatterplot of the Gaussian copula data and density estimation
via Conditional model with sample size n=500 and link function (3.29).

Fix)

Flx)

>
F(x3)

Fox9)

Fixa)

Lastly, we show how both the models estimate the pair-copula densities
for the observed data, extending the second example presented in 3.4.1. From
Figure 3.11 we observe that both models have a good performance in terms
of density estimation, with the Conditional model performing slightly better.
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Figure 3.9: Scatterplots of the mixture of Frank copulas data and density
estimation via Conditional model with sample size n=>500 and link function

(3.29).
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Figure 3.10: Scatterplots of the mixture of Gaussian copulas data and density
estimation via Conditional model with sample size n=>500 and link function

(3.30).
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Figure 3.11: Scatterplots of the mixture of Gaussian copulas data and density
estimation via both the models with sample size n=500 and link function

(3.30).
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