Parameter estimation:
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» To fit an AR(p) moc
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» Use Yule-Walker
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JohnsonJohnson {datasefs}

» Quarterly earnings (dollars) per Johnson & Johnson share 1960-80.
» Quarterly time series
» Source: “astsa” package

Shumway, R.H. and Stoffer, D.S. (2000)
Time Series Analysis and its Applications
With R examples

Third Edition
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Quarterly Earnings per Johnson&Johnson share (Dollars)
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In R,




Log-return (mean zero) of Johnson&Johnosn earnings per share
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The parsimony principle

» Choose ‘simplest explanation that fits the evidence’
» Simplest of competing theories is to be preferred
» PACF = AR(4)

» Yule-Walker equations in matrix form



Fitted model is

r, = 0.079781 — 0.6

where



What We've Learned

» Fitfing an AR(p=4) model to log-return of
Johnson & Johnson quarterly earnings
from ‘astsa’ package using Yule-Walker
eqguations in mMatrix form



