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Time series and financial econometrics

Stable distributions in finance

1. Consider a time series of asset returnsRt, t = 1, . . . , T, which are i.i.d. according to stable
distribution, with characteristic function
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(1)

(a) Discuss the interpretation of the different parametersµ, σ, α andβ.

(b) Why are stable random variables called “stable”?

(c) On assuming thatβ = 0, propose a method for testing

H0(α0) : α = α0. (2)

(d) On assuming thatβ = 0, discuss how a confidence set forα could be built.

References: Dufour and Kurz-Kim (2010).
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