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Abstract. The value at risk (VaR) plays a fundamental role in modeling risk in financial studies.
We propose a approach in estimating the VaR for heavy-tailed distribution by taking into account
the effects of certain covariates on the variable of interest. This method, involves estimating the
extreme conditional quantiles by using the assciated copula. Morever, we use Bernstein copulas to
estimate the intermediate conditional quantile in a non-parametric approach of the direct method.
Then, the extreme conditional quantile is also estimated and we study the asymptotic properties
of this new estimator.
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1. Introduction

The Value at Risk (VaR) is one of the best known risk measures in many fields such as
finance and insurance. This measure quantifies the maximum loss that a portfolio manager
can incur during a certain time horizon at a given confidence level. For a given level of
confidence, the corresponding VaR for a random variable Y with distribution function Fy
is given by

VaRy (o) = Qy (o) =inf{y e R: Fy(y) > a}. (1)

However, in some domains such as finance or actuarial science, the usual methods of
estimating the VaR can be affected by factors such as interest rates or inflation. In the
same vein, in many applications, the tail quantiles of the variable of interest Y depend on
some covariate X from whom the VaR depends on. But, in practice its estimation does
not take into account the effect of covariates on the variable of interest. So, it turns out to
be necessary in the estimation of certain risk measures such as VaR, to take into account
the influence of covariates.
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A VaR of level a being a quantile of order «, the estimation of a value at risk in the
presence of covariates consists in the estimation of a conditional quantile. Let (Y, X) be a
pair of random variables such that Y is the univariate response or interest variable, with
marginal distribution function Fy and X the covariate is a random vector with marginal
distribution function F'; the conditional distribution function will be noted Fy (e | X).
The VaR under the effects of covariates of level « is defined by

CoVaRy (o) =Qy (a| X =x)=inf{y: Fy (y | ) > o}, (2)

where x is a prespecified covariate vector.

Several methods of estimating extreme conditional quantiles based on extreme values
theory (EVT) exist. More particularly, J. Beirlant et al.[1] used univariate extreme theory
and quantile regression to estimate conditional quantiles. Based on the nearest neighbours
method, Gardes and al. [2] have proposed a method for estimating extreme conditional
quantiles. However, this method suffers from the lack of data in the local neighbourhood.
Based also on EVT and quantile regression, Wang and al. [3] proposed an estimation
method assuming the linear dependence model. Furthermore, in 2013, Wang and al.[4]
proposed another estimation method by relaxing the linearity assumption while Noh et
al. [5] focused on a semi-parametric method for estimating conditional quantiles based on
quantile regression and copulas. In 2017, Nasri & Bouezmarni [6] proposed two parametric
and semi-parametric estimation methods based on copulas.

In this study, we consider a random vector X = (X1; X»;...; X;)T of dimension m with
joint distribution function F' and marginal distribution function Fi;...; Fy,. According to
Sklar’s theorem [7] we can find a copula C' such that

F(ai;.iom) = C(F1(21); 3 Fn(Tm))- (3)

If the marginals distributions functions Fi, ..., F;, are continuous, then the copula C is
unique. Conversly, if C' is a m-dimensional copula an F1, ..., F},, univariate distributions
functions, then the function F' defined by (3) is a distribution function with margins
Fl, ceey Fm and

Oy, ooy ) = F(F7 H(u1),y oy Fpt(um)).- (4)

m

More generaly, the copula C' and the marginal distribution functions are not known
and are estimated. Several methods of estimating copulas have been proposed. Parametric
methods estimate the copula and the marginal distribution functions in a parametric way
such as in Oakes [13], Romano and Joe [17]. Semi-parametric methods assume instead a
parametric model for the copula and a non-parametric model for the marginal functions,
see [10],[11],[14] and [23]. Finally there are the non-parametric estimation methods. It
assumes a non-parametric model for the copulas and the marginal distributions. We can
cite the work of Deuhevels [9], Gijbels and Mielniczuk [12].

In this work we use a non-parametric copula estimation method based on Bernstein
polynomials to estimate the intermediate conditional quantile. Sancetta and Satchell
[18] proposed in 2004 a method for estimating the copula function based on Bernstein
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polynomials called Bernstein copula. In the following, we consider the univariate case, i.e.
m = 1, and we will use a non-parametric estimation of copulas for the estimation of our
intermediate quantile.

Our method of estimating extreme conditional quantiles is based on univariate EVT
and the relationship between copulas and marginal distribution functions. The method
consists in to use the copulas to estimate the intermediate conditional quantile and then
using the EVT to estimate the extreme conditional quantile. EVT provides a elegant
mathematicals tool for analyzing rares events. Our method of estimating the extreme
conditional quantile differs from existing methods in that by using copulas namely Bern-
stein copulas, the dependence relationship between the variable of interest and the covari-
ate is general. In particular, Bernstein copulas provide a more adequate estimate of the
underlying dependence structure.

The paper is structured as follows. In the second section, we will discuss the various
preliminaries that concern extreme values theory and copulas. In the section 3 we present
our estimation method and study the asymptotic behaviour of our estimator. The last
section consists of the conclusion followed by a discussion.

2. Materials and methods

In the following sections, we estimate the intermediate conditional quantile based on
a copulas and we introduce the notions of copulas with a focus on Bernstein ones.

2.1. An overview of extreme conditional quantiles.

We suppose in the remainder of this work that Fy (e | z) belongs to the domain of
attraction of a distribution of extreme values G, (v € R). Let Zi;...; Z,, be a sample of
random variables with distribution F' and let M,, = max;<;<n Z;. The law of M,, suitably
normalised converges to

Gy ) = exp {~(14+12)7 }; (5)

when n — oo and for 1 +~vz >0
According to the Fisher-Tippet-Gnedenko theorem (see [8]), G~ belongs to one of the
three following types of distributions:

( exp {—(x)%l} for x> 0and v>0 (Fréchet model)
Gy(xz) = exp[—exp(—z)] forx € Randy=0  (Gumbel model)
exp |—(—=x 5 for <0 Weibull Negative model
[ e [~

We are particularly interested in the case where v > 0 i.e. the conditional distribution
function Fy (e | x) belongs to the Fréchet attraction domain. In this case the extreme
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conditional quantile is defined by:

1*511

1—oay,

v(@)
v (o | X =)= (1228) gy 3, o) ()
with 3, such that 3, — 1 and n(1 — 5,) — 0 when n — oo and the index of extreme
values v depends on the covariate X.

2.2. On the concept of Bernstein copulas

The use of Bernstein Copulas in our estimation have many reasons.:

e Firstly, it can approximate any behavior in the tail, and it recently has attracted
attention in insurance modeling and is thus a natural candidate for further analysis.
The Bernstein copulas are therefore relevant for the estimation of the CoVaR.

e Secondly, the Bernstein copula is attractive from a modeling perspective.

e Thirdly, the Bernstein copula is also suitable in higher dimensions, which is a major
advantage compared to other parametric and non-parametric estimators.

e Fourthly, its mathematical properties are interesting as the Bernstein estimator con-
verges to the underlying dependence structure, provides a higher rate of consistency
than other common nonparametric estimators [22].

In what follows, we first deal with some important result on copulas, the notion of
Bernstein copulas and the relationship between the conditional distribution function and
copulas. Consider (Y, X) a pair of random variables with marginal distribution functions
Fy and F and joint distribution function H. According to relation (3) if Fy and F' are

continuous, then C'is unique and we have C(u,v) = H(Fy *(u), F~'(v)). Given a sample
of random variables (Y7, X1), ..., (Ys, X5,), the empirical estimator of the copula C' is defined
by, for all u,v € [0, 1] by

with .
Hy(z,y) =n"' Y I(X; <a,Y; <y);
=1
Fo(z) = Hy(z,00) =n~' Y I(X; < x);
=1
and
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While modeling insurance tools, Sancetta & Satchelle [18] proposed the Bernstein
copula function defined below as an estimator of the copula C

p P

k1
Byl = 335 (5.5 Bk ) Bl 10) @
k=0 1=0 pp
where B(p, k,u) = Cguk(l —u)P7F is a binomial probability called Beirnstein’s polynomial.
Note that lim, ;e Bp(u,v) = C(u,v) is uniform over [0,1]* since C' is continuous over
[0, 1]2. However, this estimator depends on the copula C' which is always unknown. They
thus proposed in the above estimator to replace the copula C' by its empirical estimator
C), [18]. This estimator is given by
p P ko
Cpn(u,v) = Z Z Chn (p’ p) B(p, k,u)B(p,l,v). (8)
k 0

=0 =

In the same vein, in the following paper [19] it has been showed that the almost certain
convergence and the asymptotic normality of this estimator, see [22] and [23].

2.2.1. Copulas and conditional distribution function

The conditional quantile estimation based on copulas is based on quantile regression and
the asymptotic distribution of this estimator has been proven to be Gaussian (see Noh et al
[5]). Authors such as Kraus and Czado [20], Nasri and Bouezmarni [21] have used copulas
based on the plug-in method. More recently, Remillard, Nasri and Bouezmarni [6] have
used copulas and the direct estimation method of conditional quantiles to estimate the
conditional quantile. The asymptotic normality of their estimator has been studied. We
consider Y the one-dimensional random variable corresponding to the response variable of
marginal distribution Fy and X = (X1, X»;...; X;n)? a random vector of dimension m and
of marginal distribution function F(z) = (Fi(z1);...; Fm(2m)). We note the conditional
distribution of Y | X by

Fy(ylze)=PY <y|X=2), yeR, z=(z1,...,2mn) € R™. 9)

We can establish a relation between the conditional distribution function, the copula
function and the marginal distributions. This relation was established in its first version,
i.e. in the case m = 1 in Bouyé & Salomon 14. In the case of dimension m > 2 [6], the
relation is given for all real = and y by:

Fy (y | z) = C(Fo(y), F(2)); (10)
where C'is the copula such that [16]

Gl ), Fie) = P o e L Sl

(11)



K. Ouédraogo, D. Barro / Eur. J. Pure Appl. Math, 15 (4) (2022), 2074-2085 2079

Now by definition of the copula C(1, F(z)) = F(x). So, equation(11) becomes

F(
OF (1) OFm (€m)C(Fo(y), F1(21), .- Fim(2m))
f(@1, s wm)

In the rest of our work, we consider that m = 1, i.e. that X is a one-dimensional random
variable. We therefore consider the pair of random variables (Y, X) of marginal distribution
resp Fy and F' and of conditional distribution Fy (e | X). The relation between the copulas
and the conditional distribution is now established as follows:

0C (Fo(y), F(x))
OF (x)

C(Foly), F(x)) = (12)

v (y | 2) = C(Fo(y), Flz)) = (13)
The conditional quantile function can be defined as the inverse of the conditional distri-
bution function. For a conditional quantile of order o we have

Qy (a | z) = Fy(D(a, F(2))) (14)

where T'(a,v) is the quantile of order a of the distribution function C(u,v) that is to say
[(a,v) = inf {u € [0,1] | T(u,v) = a} and F; ' the generalized inverse of Fy. In general,
neither the copula C, nor the marginal distribution functions Fy and F are known. They
must therefore be estimated. Using this method of estimating the conditional quantile
we will estimate the intermediate quantile. Concretely, we will use the Bernstein copula
estimator to estimate the copula C and the empirical estimate for the marginal distribution
functions.

3. Mains Results

3.1. Intermediate conditional quantile estimating by copulas

Let «;, be the order of the quantile such that «,, — 1 when n — oo. The conditional
quantile is said to be intermediate if n(1 — ;) — oo and extreme if n(1 —a,,) — K where
K is a constant. In this work, we estimate an extreme VaR under the effects of covariates
and therefore an extreme conditional quantile. Extreme value theory provides an ideal
framework for these types of estimates.

One considers a sequence (3,) defined such that 3, — 1 and n(1—,) — oo when n —
00, the conditional quantile of order f3,, is an intermediate quantile noted Qy (3, | X = x).
We will thus estimate this intermediate conditional quantile by using the relation estab-
lished between the copula functions, the marginal distribution functions and the condi-
tional quantile functions.

According to the equation (14),

Qv (Bn | X =) = Fy "(I(Ba, F(x))

with T is the quantile of order 8, of the distribution function C', and Fy 1is the generalized
inverse of Fy. We will first estimate the copula C which corresponds to the conditional
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distribution and then we will estimate its quantile and finish by estimating the generalized
inverse of the partial distribution Fj.
We first estimate the copula of the conditional distribution. By definition, we have:

Fy (y | 2) = C(Fo(y), F(z)) = 60(%%;)1’(@)

Like the copula C' and the marginal distribution functions are generally not known, we will

estimate them by using respectively Bernstein’s copulas for the copula C and empirical

distribution functions for the marginal distribution functions. We call Fp, and F;, the

empirical distribution functions corresponding to the marginal distributions Fy and F
The estimator of C' using Bernstein’s copulas is given by

ConlFon(i) Foli) =33 Co (5.5 Bl b Frn ) B Fa() (15)

k=0 1=0
where C), is an empirical estimator of the copula C and B(p, k, Fo,(y)) (resp) B(p, 1, Fy,(x)
the Bernstein polynomials of order p in Fy,,(y) (resp) Fon(x)(z). We have B(p, [, F,,(z)) =
Cp(Fu(2))'(1 = Fo ()P .
By partially derivating C) , with respect to F,(z), we obtain the copula C’p,n given by
the following result.

Proposition 1. The estimator of the copule of conditional distribution is given by
Cpn(Fon(y), Fn(2)) = A x Cp n(Fon(y), Fu(z)). (16)
_ P*Fu(x) + 5pFu(z) — 2p

2F,(x)(1 — F,(z))
— k>0 then

with A defined by A =
If p=p(n) = oo and

n
ploglogn
| G — AC' ||=| A | xO(n2(loglogn)?) a.s n — oo (17)
avec || . || the supremum norm

The following proof is for the proposition (1)

Proof. || Cpn — AC ||=| A || Cpn — C | According to the theorem 1 of [19] ||
Con—C = O(n_%(log log n)% We then deduce the result

3.2. Estimation of the partial inverse of the copula C

This consists in finding the partial inverse of the copula C(Fy(y), F(z)). It is defined
by
L(B(n), F(z)) = inf{Fo(y) | C(Fo(y), F(z)) = Bn}-
The intermediate conditional quantile is given by

Qv (Bn | X =2) = Fg (T(B(n), F(x))); (18)

where F~ ! is the generalized inverse of Fp.
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Proposition 2. Let 8, be the parameter of the intermediate conditional quantile. We fix
Bn=1-— % such that k = k(n) — oo when n — co. The non-parametric estimator of the
intermediate conditional quantile of order [, is defined by

Qv (B | X =2) = F,, {C,} (—=BrA™  Fal2)) } - (19)
Proof. Recall that for a Bernstein polynomial B(m,k, z) it comes that:
diB(m,k,z):m[B(m—l,k:—l,z)—B(m—l,k:z)] (20)
z

and that

CopnlFo(y), F(2)) = Fo()F(2) 33 C (k l) Blp—1,k—1, Fo(y))B(p—1,1—1, F (x)).
By definition we have

ConlFoly), Fa)) = 3 C <‘“ l) Bk o) s B L F@). ()

k=01=0 PP
(23)
Expanding and simplifying (23), we find
Cpn(Fo(y), F(z)) = B — D; (24)

Yy, (’“ l) B(p. k. Fo(1) B~ 1.1 = LF(2) = =5 Cpal(Fo(0). F(2):

Y
pp
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and
D = SHE DGyl Fuly). Flo))
So, we obtain .
Cpn(Fo(y), F(z)) = B+ D = ACp,(Fo(y), F()). (25)

Hence the value of A obtained in the previous definition. Using the formula

L(B(n), F(x)) = nf{Fo(y) | C(Foly), F(x)) = Bn}

we obtain

Fo(y) = Cpn(BnA™" F(2)). (26)
Moreoer by inversion of F{y we obtain:

y=F5 (Cpn(BaA™! F(2))) (27)

Hence the value of the conditional quantile intermediate

Let us make the following assumption.

Hypothesis 1. We assume that the index of the extreme walues v of the conditional
quantile is a constant and consequently does not depend on the covariate X

Proposition 3. Consider a sample of n random variables for the response variable (Y1, X1), (Ya, X2), ..., (Ya, X,
Let o, be defined such that o, — 1 and n(1l — «,,) — K where K is a constant. The non-
parametric estimator of the extreme conditional quantile of order cu, is defined by

1—o,

1_Bn

R VFy
Oy (an | X = 2) = ( > Fy (O (—BuAY, Fu(e))) (28)

where g, is Hill estimator define by vr, = 1 > p_0108(Yn—in) — 10g(Yn—_j.n)-

3.3. Asymptotic results

In this section, we establish the limiting behaviour of our different estimators.

Proposition 4. Assuming the conditions of Theorem 2 in [19] are satisfied
. If% — 0 then for all (u,v) € [0;1]?
VA(Cy p(u,v) — C(u,v)) —p N(0, A%0% (u,v)).
o If % — d avec 0 < d < 0o alors pour tout (u,v) € [0;1]?

VN A(Cy ,(u,v) — C(u,v)) —p N(db(u, v), A%0*(u,v));
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with
aQ(u, v) = C(u,v)(1—-C(u,v))+u(l— u)C’g(u,v) +o(1 - U)Cg(z(,%)))

2(1 — u)C(u, v)Cy(u,v) —2(1 — v)C(u, v)Cy(u,v)
+2C, (u, v)Cy(u, v) [C(u, v) — uv]

and 1
b(u,v) = 3 [u(1l — u)Cyu(u, v) + v(1 — v)Chy(u, v)]
where
Cyu = a—QC’( ) and Cy, = 2C’( )
wu =550, v) and Cy = - C(u,v

Proof. According to the theorem 2 of [19], we have
o If % — 0 then for all (u,v) € [0;1]?
V(Cpn(u,v) — Cu,v)) —p N(0, 0% (u,v))
we deduce the precedent result

o If % — d avec 0 < d < oo alors pour tout (u,v) € [0;1]?
Vn(Cp o (u,v) — C(u,v)) —p N(db(u,v), 02 (u,v)),

we also deduce the second result

4. Conclusion

This paper allowed us to propose a new approach while estimating the extreme value at
risk for heavy-tailed distribution using the associated copula which by taking into account
the effects of certain covariates on the variable of interest. So, the extreme conditional
quantiles have been estimated for this subfamily of distributions. The model of Bernstein
copulas made it possible to estimate the intermediate conditional quantile. Then, the ex-
treme conditional quantile have been estimated and we provided the asymptotic properties
of this estimator.

References

[1] Beirlant, J., & Goegebeur,Y. Local Polynomial Maximum Likelihood Estimation for
Pareto-Type Distributions,” Journal of Multivariate Analysis, DOI: 10.1016/50047-
259X(03)00125-8



REFERENCES 2084

2]

[10]

[11]

[12]

Gardes, L., Girard, S., and Lekina, A. functional Non parametric FEstima-
tion of Conditional Fxtreme Quantiles, Journal of Multivariate Analysis, DOI:
10.1016/5.7mwa.2009.06.007

Huixia Judy WANG, Deyuan LI, and Xuming HE FEstimation of High Conditional
Quantiles for Heavy-Tailed Distributions, Journal of the American Statistical Associ-
ation, DOI: 10.1080/01621459.2012.716582

Huixia Judy WANG and Deyuan LI FEstimation of FExtreme Conditional Quantiles
Through Power Transformation, Journal of the American Statistical Association,
DOI: 10.1080/01621459.2013.82013,

Noh H, Ghouch AE & Keilegom IV Semiparametric conditional quantile estimation
through copula-based multivariate models. Journal of Business €& Economic Statistics,

DOI: 10.1080/07350015.2014.926171.

Remillard, B., Nasri, B., Bouezmarni, On  copula-based  condi-
tional  quantile  estimators.  Statistics and  Probability — Letters  (2017),
http://dx.doi.org/10.1016/5.spl.2017.04.014

B. Diakarya “Sampling a Survival and Conditional Class of Archimedean Pro-
cesses,” Journal of Mathematics Research; Vol. 5, No. 1; 2013 ISSN: 1916-9795
d0i:10.5539/jmr.v5n1p53

Laurens de Haan, Ana Ferreira Extreme value theorie An introduction. springer 2006

P. Deheuvels, La fonction de dépendance empirique et ses propriétés. Un test non-
paramétrique d’indépendance. Académie Royale de Belgique- Bulletin de la Classe des
Sciences

C. Genest, K. Ghoudi, & L. P. Rivest, A semiparametric estimation procedure of
dependence parameters in multivariate families of distributions. Biometrika, DOI:
10.1093/biomet/82.53.543

C. Genest & L. P. Rivest, Statistical inference procedures for bivariate
Archimedean copulas. Journal of the American Statistical Association, DOI:
10.1080/01621459.1993.10476572

I. Gijbels & J. Mielniczuk, Estimating the density of a copula function. Communi-
cations in Statistics- Theory and Methods, Communications en statistique- théorie et
méthodes, DOI: 10.1080/03610929008830212

D. Oakes, A model for association in bivariate survival data. Journal of the Royal
Statistical Society, DOI: 10.1111/5.2517-6161.1982.tb01222.x

Diakarya Barro, Moumouni Diallo, and Remi Guillaume Bagré “Spatial tail depen-
dence and survival stability in a class of archimedean copulas,” International Journal



REFERENCES 2085

of Mathematics and Mathematical Sciences, vol. 2016, Article ID 8927248, 2016. 8
pages, [16] 2016. doi:10.1155/2016,/8927248

E. Bouyé & M. Salmon. Dynamic copula quantile regressions and tail area dy-
namic dependence in Forexr markets. The FEuropean Journal of Finance, DOI:
10.1080/13518470902853491

B. Rémillard. Statistical Methods for Financial Engineering. Chapman and Hall/CRC
Financial Mathematics Series. Taylor & Francis, 2013

H. Joe. Asymptotic efficiency of the two-stage estimation method for copulabased mod-
els. Journal of Multivariate Analysis, DOI: 10.1016/5.7mva.2004.06.003

A. Sancetta and S. Satchell. The Bernstein Copula and its Applications to Mod-
eling and Approximations of Multivariate Distributions. Economic Theory, DOI:
10.1017/5026646660420305X

Paul Janssen , Jan Swanepoel , Noél Veraverbeke. Large sample behavior of the Bern-
stein copula estimator, DOI: 10.1016/j.jspi.2011.11.020

D. Kraus and C. Czado. D-vine copula based quantile regression. Computational
Statistics € Data Analysis, DOI: 10.1016/j.csda.2016.12.009

B. Nasri and T. Bouezmarni. Copula-based conditional quantiles and inference. In
Bouchra Nasri, editor, Méthodes d’estimation des quantiles conditionnels en hydro-
climatologie, PhD Thesis, chapter 3, pages 115-150. INRS-ETE, 2017.

D. Diers, Martin Eling and Sébastien D. Marek Dependence modeling in non-life
insurance using the Bernstein copula. DOI: 10.1016/j.insmatheco.2012.02.007

Barro Diakarya, “Analysis of stochastic spatial processes via copulas and measures of
extremal dependence,” Archives des Sciences, vol. 65, no. 12, pp. 665-673, 2012.

B. Diakarya, K. Blami, and S. Moussa, “Spatial stochastic framework for sam-
pling time parametric max-stable processes,” International Journal of Statistics
and Probability, ISSN 1927-7032 (P) 1927-7040 (E) vol. 1, no. 2, p. 203, 2012.
doi:10.5539/ijsp.v1in2p203



