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FRACTIONAL DIFFERENTIAL EQUATIONS DRIVEN BY LEVY
NOISE

V.V. ANH AND R. MCVINISH

ABSTRACT. This paper considers a general class of fractional differential equations
driven by Lévy noise. The singularity spectrum for these equations is obtained. This
result allows to determine the conditions under which the solution is a semimartingale.
The prediction formula and a numerical scheme for approximating the sample paths of
these equations are given. Almost sure, uniform convergence of the scheme and some
numerical results are also provided.

1. INTRODUCTION

Many macroeconomic and financial time series or their transforms apparently display
the characteristics of anomalous diffusion, namely long-range dependence (LRD) and
heavy-tailed marginal distributions (see, for instance, Baillie [?], Ding and Granger [?],
Granger and Ding [?], Comte and Renault [?, ?], Eberlein and Keller [?], Bibby and
Sgrensen [?], Barndorff-Nielsen [?, ?], Barndorff-Nielsen and Shephard [?, 7], Eberlain
and Raible [?], Rydberg [?]).

Barndorff-Nielsen [?, ?] used discrete or continuous-type superposition of Ornstein-
Uhlenbeck processes with Lévy motion input to obtain a class of random processes with
LRD and infinitely divisible marginal distributions, while Igloi and Terdik [?] and Oppen-
heim and Viano [?] obtained long memory by aggregating continuous-time short-memory
Gaussian processes with random coefficients.

In a continuous-time framework, it is known that LRD can be obtained by replacing
ordinary differential operators by fractional differential operators in differential equations
driven by white noise (see, for example, Gay and Heyde [?], Inoue [?], Viano et al. [?],
Chambers [?], Anh et al. [?], Anh and Leonenko [?]). Following this approach, Anh
et al. [?] introduced a class of general fractional differential equations (FDE) driven
by Lévy noise, whose solutions are obtained as convolutions of the Green functions of
the corresponding deterministic FDEs with Lévy noise or stochastic path integrals with
respect to Lévy processes. The main advantage of this approach is that LRD can be
effected via the Green function of the fractional operator involved, while the noise term
can be used to represent the effects of non-Gaussianity or multifractality. Anh et al.
[?7] obtained explicit results on the Green functions, correlation functions, spectra and
higher-order spectra of particular forms of these FDEs. In particular, they demonstrated
that these equations can be used to model the stochastic volatility of log price processes
and macroeconomic processes with long memory.
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In this paper, we continue this line of investigation. Some elements of the above class
of FDEs, as presented in Anh et al. [?], will be recalled in the next section. Their
multifractality, which is described by the corresponding singularity spectrum, is obtained
in Section 3. This result provides not only some sample path properties of the FDEs
but also an important device to determine the conditions under which the solution is a
semimartingale. This semimartingale representation is derived in Section 4. Section 5
gives a closed-form prediction formula, while Section 6 develops a numerical scheme for
approximating the sample paths of these equations. Almost sure, uniform convergence
of the scheme and some numerical results will also be given.

2. FRACTIONAL DIFFERENTIAL EQUATIONS DRIVEN BY LEVY NOISE

Let us first recall the definitions of fractional derivative and fractional integral (see
Samko et al. [?], Djrbashian [?], Podlubny [?] among others). Assuming reasonable
behaviour for f (t), its Riemann-Liouville fractional derivative is defined as

1 dr -

2.1 Df(t)= =——— t—7)" ¢ d

(2.) F0) = sy [ =TT @)

a€n—1,n),n=1,2 .. and its Riemann-Liouville fractional integral is defined as
1 ¢ .

2.2 Iaft:—/ t—7)""" f(r)dr, a>0.

(2. 0= | €= 1O

In this paper, we consider fractional differential equations of the general form
(2.3) (A, D% + ...+ AD” + AD*) X (t) = L (1),
(2.4) Bn > 1> ...> 01> Py, n>1,

where L is Lévy noise. Note that Lévy noise L has the following properties: (1) it is
infinitely divisible; (2) its probability distribution is translation invariant and (3) L (t)
and L (s) are independent if ¢t # s (see Mueller [?], for example).

As defined in Podlubny [?], p.150, the function G (t — 7) satisfying the following con-
ditions

a) (A,D% + ...+ A D% + A,D%) G (t — 7) = 0 for every 7 € (0,¢);

b) lim,_; (D% G (t — 7) = 6, K =0,1,...,n, 8, being the Kronecker delta;

¢) lim,y o1 <t D*G(t—7)=0,k=0,1,....,n— 1
is called the Green function of Eq. (2.3). Its solution in terms of the Green function can
be written as

(2.5) X (t) = /0 G(t—s)dL(s),

where formally L (t) = fg L (s)ds, and the stochastic integral is known to exist (Anh et
al. [?]). Alternatively, the integral (2.5) may be interpreted pathwise. Let v, (f) be the
p—variation of f; then

||f”(p) = U (f)l/p;

£l = fllg) +sap|f]-

If G is of bounded g—variation and L is of bounded p—variation with ¢=' +p~! > 1 then
the integral may be interpreted
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e in the Riemann-Stieltjes sense whenever G and paths of L have no discontinuities at
the same points;

e in the Moore-Pollard-Stieltjes sense whenever G and paths of L have no one-sided
discontinuities at the same points;

e always in the sense defined by Young [?] (see Dudley and Norvaisa [?] for details).
When the integral exists, the Love-Young inequality (Theorem 2.1 of Dudley and Norvaisa

[?])
(2.6) /0 Gt —s)dL(s)
holds, where C,, =C(p™t +¢71), C(s) =D 07 n

We should note that the Green function G (t), ¢t > 0, is usually defined by its Laplace
transform

(2.7) g(p) = /000 e PG (t)dt, Re(p) > 0.

Consider the fractional integral equation

< Cog 1Glig 1 L1 )

(2.8) X (t)+ MI@H_Bn—lX )+ -+ ﬂzﬁn—ﬁox (t) = Lzﬁn_lL ().
A Ay A

with 3, > 1. The existence and uniqueness of the solution to (2.8) in the space of
regulated functions can be established. In fact, let W, be the space of functions with
bounded p—variation; then the metric space (W), | . ||j) is a Banach space (see Theorem
4.2 of Dudley and Norvaisa [?]). Noting that (2.8) is a linear integral equation with a
weakly singular Volterra kernel, Theorem 10.13 of Kress [?] can be applied to get the
existence and uniqueness of a solution in (W, || . [|)) for 3, > 1. When L (¢) is Lévy
motion, it has finite p—variation for any p > 2 since Lévy motion is a semimartingale.
For certain Lévy motions, Bretagnolle [?] characterised the property of finite p—variation,
p > 1, in terms of the finiteness of the integral

(2.9) /Rmin (1, |z|") v (dz),

where v (dx) is the Lévy measure. Using Lemma 1 of the following section, it is seen that
ZPL (t) has bounded p—variation if L (¢) has bounded p—variation and 3 > 0.

We now use the Laplace transform method to obtain an explicit representation of the
solution to (2.8). Let Ly (t) = L(t AT). The Laplace transform of Ly is well defined

and will be denoted by Lt (p). As Lr(t) is bounded for all ¢ € [0,00), X (?) is also

bounded on this interval and hence its Laplace transform X (p) is well defined. Applying
the Laplace transform to (2.8) we have

- A, B Ay 4 1 .~
(2.10) X (p) (1 + Lpfhi=he A—Opﬁo ﬁ") = A—p1 oLy (p),
(2.11) X (p) =pg (p) Lt (p).

Inverting the Laplace transform gives

(2.12) X (t) = G (0) L (t) +/t G (t — s) Ly (s) ds.
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The integration by parts formula (see Dudley and Norvaisa [?], p.67) shows the equival-
ence of (2.5) and (2.12) for t < T. We will use the representation (2.8) to study the path
properties of the solution of fractional differential equations when 3, > 1. For 3, < 1 we
will interpret the solution to (2.3) as X (t) = DAY (t), where Y (¢) solves

(2.13) ADY () + -+ ADOTIEY (1) 4 AgDPTIEY (1) = DL (1) .

We next recall some basic definitions on the local scaling properties of the paths of a
process X (t) on some interval [0,77]; for futher details see, for example, Jaffard [?] or
Riedi [?] . A typical feature of a fractal process X (¢) is that it has a non-integer degree
of differentiability, characterised by its local Holder exponent h (t) defined by

(1) = sup {z X () — P () < Ot — t]l}

for ¢ sufficiently close to ¢ and P, (.) being the Taylor polynomial of X at t. The sets
(2.14) Ep:={t:h(t)=h},

which form a decomposition of the support of X according to its singularity exponents,
can be highly interwoven and dense on [0,7]. The singularity spectrum of X is then
defined as d (h) = dim (E},) where dim is the Hausdorff dimension. A process X is said
to be multifractal if the support of its singularity spectrum has a non-empty interior. A
classical example of a multifractal process is the multiplicative cascade on the interval
[0,1] (Mandelbrot [?]). However, such multiplicative cascades are not suitable for the
stochastic models considered here as they do not possess stationary increments and are
only defined on some finite interval. An example of a stochastic process with stationary
increments and defined on [0,00) which is also a multifractal is Lévy motion. Jaffard
[?7] showed that all Lévy motions are multifractal with the exception of Brownian mo-
tion, compound Poisson processes, deterministic motion and their convolutions. The
singularity spectrum of a Lévy motion without Brownian component was shown to be

(2'15) d(h) _ { vh, hE [07 1/7]a

—o00, elsewhere,

where 7 is given by

(2.16) 5 :inf{n : Ld |x|"u(dx)}

and is called the upper index of the Lévy measure.

3. MULTIFRACTALITY OF FRACTIONAL DIFFERENTIAL EQUATIONS

We first give an extension of the mapping property of fractional integrals on the space
H* ([a,b]) of Holder continuous functions which states that a function ¢ € H* ([a,b]) is
mapped into the space H*® ([a,b]) by the fractional integral of order a (see Samko et
al. [?], Theorem 3.1).

Lemma 1. Let X (t) be a process with bounded sample paths. Denote the local Hélder
exponents of X (t) by hx (t). Define Y (t) by

(3.1) Y (t) = /0 (t— )" X (s)ds



FRACTIONAL DIFFERENTIAL EQUATIONS DRIVEN BY LEVY NOISE 5
with a € (0,1). Then the following inequality holds:
(3.2) hy (t) > min (a+ hx (t), 1+ ).
Proof. For some t' >t (the case of t' < t can be dealt with in a similar fashion),

(3.3) Y (#) Y () = /0 (' — )27 X (s) ds — /O (t— )" X () ds.

Adding and subtracting the terms fot/ (t' —s)* " X (t)ds and fot (t— )" X (t)ds gives

(3.4) Y=Y @) =J+ o+ Js

where

(35) no= [ -9 X e - X 0l

(3.6) 5 o= /0 [ =" — (= 9" ] 1 () ~ X (0] ds,
(3.7) J3 = o' X () [(t)" —t].

We first show that J3 is a local polynomial for ¢ > 0. Now,

(3.8) Jy o= o' X (1) [(t) -]

(3.9) = o 'X ()t [(1 L t_ t) - 1}

(3.10) _ a_lX(t)tag (Z) (t/t_t)k

For |t — t| sufficiently small and ¢t > 0, J3 is a local polynomial and so will not affect
the local Holder exponents. From the definition of local Holder exponents for s in a
neighbourhood of ¢, say [t — §,t + ¢],

N

(311) X (s) — ch s — t) +0 <| t|hX (t)— a)

k=1
for any € > 0. Applying this to J;, we get

(3.12)J ch/ ' =) (s—t)F ds+0</ |s — t["x = (t—s)a_lds>

(3.13) = O(\t —t|a+1) +O<|t g “*H).

For J,, the interval of integration is divided into [2t —#',¢] and [0,2t —¢/]. Applying
(3.11) to J; on the first interval of integration yields

3.14)  JO = /; [(t'—s)afl—(t—s)a—l] X (s) — X (1)] ds

— ﬁ:ck /2:t [(t'_s)a—l—(t—s)a*] (s —t)"ds

(3.15) +0 (/; [(t' - s)a—l} (t — )X 0= ds) .

t—t/
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Noting that

- -,

/2:—15’ [(t/ =) (- 3)a71] ds| =

we get
(316) J2(1) -0 <|t/ - t|a+1> +0 <|t/ _ t|hx(t)+a—s> .

For the second inteval of integration,
317)  JP = /0 et 9 X (5) - X (1)) ds
(3.18) _ /0 =) [(t'_tﬂ) : —1] X () — X ()] ds.

t—s

Noting that for
we obtain

Ja+0)*t - 1| < (1 — a)t and assuming that o + hy (t) —e < 1,

(319)  JP = 0<<t’—t> /0 g rX<s>—x<t>\d5>

(3.20) = 0 ((t’—t) /2”/ (t—s)“—2|s—t|hx<t>—fds+p(t/—t)>,

-5
where D = f (t—s)*7?|X (s) — X (t)| ds. Therefore, if @ 4+ hx (t) —e < 1,
(3.21) P =0 (\t’ - t|°‘+hx(t)‘5) .

In view of the equations (3.10), (3.13), (3.16) and (3.21) and letting ¢ — 0, we get
hy (t) > a+ hx (t) if @+ hx (t) < 1.Now, assume that o+ hx (¢) > 1; then from (3.18),

(322) / Ty ( D -0 -9 ) - X )]s

Applying Fubini’s theorem, the order of integration and summation can be changed to
yield

(3.23) 7= (O‘ ; 1) t' —t)* /0 (=) R X (s) = X (1)] ds.

k=1

For k =1,
| =9 e - x @
(324) = /0 (t— )" 2 [X (5) — X (8)]ds — /2 (t— )2 [X (s) — X (1)) ds.

t—t/
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As a+ hx (t) > 1 we may choose an € > 0 small enough so that a + hx () —¢ > 1 and
the first integral on the left hand side is finite. The second integral is of the order

(3.25) /; (t— )" 2 [X (s) = X ()] ds — o( /; (t—s)a+<hX<t>“>—2—fds)

t—t/ t—t/

(326) - 0 (‘t/ . t|a+(hx(t)/\1)—a—1> ‘

For k > 2,
(3.27)
24—t

/0 . (t— ) F X (s) = X ()] ds = dy + /t (t— ) F X (s) — X (t)] ds,

-5

where d;, = 0 — )R X (5) — X ()] ds. The second integral is of the order

0 8

2t—t' 2t—t'
(3.25% (t— )" F X () — X (B)]ds = O / (£ — o) HExOAD=1k=c 4
t—6 t—6
(329) _ O <|t/ _ t|a+(hx(t)/\1)—6—k> ]
The equations (3.23) and (3.29) yield
(3.30) Jo=C{t' —t)+0 (‘t/ _ t|a+(hx(t)/\1)—€> 7
where C' is a constant independent of ¢'. Combining (3.10), (3.13), (3.16) and (3.30) we
have
(331) Y (t/) .V (t) — Pt (tl) + 0O (‘t/ . t|a+1) + o) (|t/ - t’a-i-(hx(t)/\l)—a) :
where P; (') is a local polynomial of Y () and for any € > 0. Letting ¢ — 0 we see that
(3.32) hy (t) > min (o + hx (t),a+1).
U

Theorem 1. Let X (t) be the solution to the fractional integral equation (2.8) with 3, > 1
and let L (t) a process with bounded sample paths. The singularity spectrum of X (t)
satisfies

(3.33) dx (h) = dgsn-1y, (h), he€[0,14 By — Bui).

Proof. From our previous discussion on the solution of (2.8) we can say that, if L (¢) has
bounded sample paths, then X (¢) will also have bounded sample paths. Clearly the local
Holder exponents of ZP»~1L (¢) and

(3.34) A X (8) + Ay IOt X () 4.+ AT X (1)

coincide by (2.8). As the local Hélder exponent of the sum of two functions is the infimum
of the two, except perhaps when they are equal, in which case it may be larger, we may
apply Lemma 1 to conclude that

(335) hX (t) = hzﬁn—lL (t) ,Whenever hzﬂnflL (t) S [0, 1+ 6% - ﬂn_l) .
If ho\_oor, (t) > 14 By — Bp_1, then hx (t) > 14 3, — B,—1 and Theorem 1 follows. [
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Remark 1. A specific example of Theorem 1 is obtained when we let L(t) be a Lévy
motion. As the sample paths of all Lévy motions are right continuous with left limits,
almost surely, they must be bounded on any finite interval [0,T]. When (3, = 1 and
1/v < 2—0,_1, where v is the upper index of the Lévy measure and L (t) has no Brownian
component, then Theorem 1 implies that the singularity spectrum of X (t) is given by
(2.15).

When f,, > 1 the right hand side of (2.8) is the fractional integral of Lévy motion for
which we do not know the singularity spectrum. The following lemma provides an upper
bound on the singularity spectrum.

Lemma 2. Let L(t) be a Lévy motion with upper index v > 1 and no Brownian com-
ponent. The singularity spectrum of the fractional integral of Lévy motion is bounded

by
(3.36) drsp (h) <v(h—=0), h<B+1/y.

Proof. The proof follows from Lemma 1 which gives hzs; (t) > G+ hy (t), the multifractal
formalism (see Riedi [?], Section 7.1) and the form (2.15) of the singularity spectrum of
Lévy motion. U

4. SEMIMARTINGALE REPRESENTATION

An interesting problem in the development of a stochastic calculus for fractional differ-
ential equations is to determine when the solution has the semimartingale representation.
Fractional Brownian motion, which is characterised by a spectral density of the form

c \?

1
TpETea 70

) ;

3
<7<?A€R

is known to be a semimartingale if and only if ¥ = 1 (Lin [?]). Another dynamic model,
fractional Riesz-Bessel motion, which is characterised by a spectral density of the form
c 1 A2
= c
NSO

1 3
f\) >Q§<7<?a>aAeR
is known to be a semimartingale when av++y | 3/2, (Anh and Nguyen [?]). Using Lemma
1, appropriate conditions on a fractional differential equation for its solution to be a

semimartingale can be given.

Theorem 2. Let X (t) be the solution to (2.3) with L (t) being a Lévy motion whose Léuvy
measure has upper index v and without Brownian component. Then the following results
hold:

(i) If B, < 1, then X (t) is unbounded on any finite interval and thus not a semimartingale.
(i) If B, > 1, then X (t) is of null quadratic variation. Futhermore, if 3, > 2 — 1/,
then X (t) is of bounded I-variation.

(1i) If B, = 1 and fB,_1 < 1/7, then X (t) is a semimartingale.

Proof. (i) By definition, X (t) = D'=""Y (t), where Y (t) is a process with a dense set of
discontinuities, almost surely. It follows that X (¢) is unbounded on any finite interval
and hence X (t) is not a semimartingale.
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(i) For any sequence of partitions {A,} of [0,¢] with |A,| — 0 as n — oo, we have

. 2
(4.1) EX X], < A > E(X(t) = X ()
(ti+1,ti)€An

tit1

. 2

(42) S DR RN CIORER RIS
(tig1,t:)EAR

tiv1
(43) < Jm > [ TGy -Gl-9)tds
" (tig1,t)EA, Y T

From Anh et al. [?] it is known that

2

(4.4) f@) =5 /0 UGty dt| ~ el P
as w — 00. It follows that for any € > 0,
(4.5) E[X,X], < lAlir‘rioC Ity — t;) e
" (ti+1,ti)€An
(4.6) < lim C|A, %0t
|An|—0
(4.7) = 0.

A function will be of bounded 1-variation if and only if it is differentiable almost every-
where. Therefore, if the local Holder exponent of X (¢) is greater than one almost every-
where, it will be of bounded 1-variation. From Lemma 1 the local Holder exponent of
X (t) will be greater than one almost everywhere if 3, > 2 —1/7.
(iii) From (2.8) it is sufficient to show that
(4.8) B(t) = hzlfﬁnqx (t)+ -+ ézlfﬁoX (t)
An Ay

is of bounded 1-variation. Substituting X (t) = —B (t) + L (¢) into (4.8) and applying
Lemma 1, it is seen that this is equivalent to showing that Z'=#»-1L (¢) is of bounded
l-variation. Using the same argument as in (ii) we conclude that B () is of bounded
l-variation if ,_; < 1/7, and hence X (t) is a semimartingale. O

Remark 2. We can allow the Lévy motion in Theorem 2 to possess a Brownian com-
ponent, in which case we set vy = 2 regardless of the Lévy measure. Parts (ii) and (iii) of
the theorem hold with the same proof if a Brownian component is included. For part (i)
we note that G (t) ~ CtP»~1 ast — 0 (see Anh et al. [?]). Applying Proposition 13 of
Carmona et al. [?] shows that X (t) will have no quadratic variation if B, < 1 and hence
X (t) is not a semimartingale for (3, < 1.

Remark 3. As in the proof of Theorem 1, we do not make use of the assumption that
L (t) is a Lévy motion, only that it is a semimartingale with Hélder exponent 1/ almost
everywhere. As all semimartingales have finite 2—variation, Lemma 4.3 of Dudley and
Norvaisa [?] implies that semimartingales have a Hélder exponent greater than or equal
to 1/2 almost everywhere. Following the arguments of the proof of Theorem 2 (iii) we see
that X (t) will be a semimartingale if 3, = 1, B,_1 < 1/2 and L (t) is a semimartingale.
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5. PREDICTION FORMULA
Consider first the simple case of the fractional differential equation
(5.1) BD'X (t) + AD“X (t) = D'L(t).

which was studied in Anh et al. [?]. It is assumed that we have observed the sample
path of X (£) from its initial condition X (0) = 0 and so F; = o (X (s): 0 <s<t). To
compute the conditional expectation E (X (t + u) |F;) we can take advantage of the form
of the solution as follows:

E(X (t+u)|F) = E(%L(Hu)—%f—ax (t +u) |}"t)

- F (é (L(t+u)— L)+ X (t) — %Il‘“X (t+u) + %IH”X (t) !ft)

= X(t)+% {t=s)" = (t+u—s)""} X (s)ds
BI'(1—-a) J,

—ﬁ /tm (t+u—s)"E(X (s)|5).
Let & (u;t) = E (X (¢ +u) | ;) and
(5.2) O (ust) = X () + ﬁ /Ot (=)™ = (t+u—s)""} X (s)ds.
Then
(5.3) & (ust) = ® (ust) — m /ﬁu (t+u—8)""¢(s—t;t)ds.
A simple change of variable yields
(5.4 6 (uit) = @ (1) — BT (u;1).

Theorem 1.2 of Djrbashian [?] gives the solution to the above intregral equation as

(55)  o(ut) = (ust) — g/ou (u—0)""El_q1-a (%4 (u — v)l_a) ® (v;t) dv.

For the more general form of fractional differential equation (2.3) with 5, = 1, the
prediction formula is given by the solution to the integral equation

(5.6) ¢ (uit) = @ (u;t) — %Il‘ﬁ”%(wt) — e %f‘ﬁ%(wt%

n n

where

An
(1= Ba

Ag

AT /Ot {(t— §) 7% — (t4u— s)‘BU}X(S) ds,

whose solution may be written as

(5.7) ¢ (u;t) = @ (ust) + /u G (u—v) P (v;t)dv,

0

O (ust) = X(t)+AnF >/Ot{(t—s)—ﬂn1—<t+u—s)—ﬁn1}X(s)ds+...
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G (t) being the Green function for the fractional differential equation

An_ A
(5.8) (Dl + A—lpﬁn—l +..+ A—Opﬁo) X(t)=6().

6. NUMERICAL APPROXIMATION OF SAMPLE PATHS

This section will provide a numerical scheme to approximate the sample paths of equa-
tions of the form (2.3). We first show that their Green function is completely monotonic
on [0,00) if f, = 1. Bernstein’s theorem then implies that this Green function can be
written in the form

(6.1) at) = / T ey,

where p (dA) is a finite Borel measure on [0, co) (Feller [?]). In view of (2.5) and (6.1),
the solution of (2.3) with 3, =1 is then given by

(6.2) X (1) = /0 t /0 e (V) dL (s)

It should be noted that fo At=9)d[, (s) is the solution of the Orstein-Uhlenbeck-type
equation

(6.3) dY (A1) = =AY (A ) dt + dL (1), Y (A, 0) = 0.

We will follow Carmona et al. [?] and Camona and Coutin [?] which give a fast and
efficient algorithm for simulating Gaussian LRD processes based on the representation

(6.4) / / u(dN) dB (s).

where 1 (d)) is a Borel measure satisfying

e 1

and B (t) is a Brownian motion. They prove mean-square and almost-sure convergence
in this case. An example of a process with representation (6.4) is a type II fractional
Brownian motion. When (6.1) is square integrable on [0,00) the process (6.4) is not
stationary, but does converge in mean square to a stationary Gaussian process. Further-
more, (6.4) can be made stationary by letting the initial condition in (6.3) be a Gaussian
random function on [0, c0) with mean zero and covariance function

0.2

(6.6) BIY (L0)Y (V,0)] = 17

We will show that the solution to a certain class of FDEs has the representation (6.2).
In this case we extend the almost sure convergence result to include Lévy motion as a
driving term.
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6.1. Approximation algorithm. The following approximation scheme is adapted from
Carmona et al. [?]. Define a compact set K C [0,00) by K = [r~™,r"] with m,n being
positive integers and r > 1. Denote the geometric partition of K by m = {4;} with
Ay =[r',r"") Ji=—m,....,n — 1. Consider the following approximation of X (¢) :

(6.7) Xe(t)=> p{[r' )Y (1),

where Y (1%, ) is the solution to the Ornstein-Uhlenbeck-type equation
(6.8) dY (A t) = =AY (\t)dt +dL(t),

subject to the initial condition Y (A, 0) = 0. Finally, the Ornstein-Uhlenbeck-type process
is approximated by

(6.9) Yalt) = L),
for 0 <t < A and
(6.10) Ya(t) = e AM=(n=DA)y (n=1)A)+L({t)—L((n—-1)A),

for (n — 1) A <t <nA. The approximation of X (¢) is then

(6.11) ZYA (r',t) p{[r',r ) ).

6.2. Representation as sums of OU-type processes. For the approximation (6.11)
to be useful in simulating sample paths of FDEs, we need to determine if the Green
function has the representation (6.1). While it is clear that this cannot be the case for
Bn > 1as G (0) =0, the Green function will have the representation (6.1) if 3, = 1. For
this we need part (iii) of Theorem 5.10 from Inoue [?] (see also its Theorems 1.1 and 1.2).

Theorem 3. Let R(t) be the covariance function of a stationary process satisfying

(6.12) R(t) = /OO e Mg (dN),

where o (dX) is a finite Borel measure on (0,00). Then

] oo -1
(6.13) R () dt = | —i¢ —i¢ [ Sty (t)dt |
w0 /
where
(6.14) 10 = 1o () [ V(@)
0

and p (d\) is a Borel measure satisfying

(6.15) /Uoo H%p(d/\) <0, /OOO %p(d)\) -

Theorem 4. The Green function of a fractional differential equation is completely mono-
tonic on [0,00) if B, = 1.
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Proof. With (3, = 1, the Green function of (2.3) has the Laplace transform

1
6.16 =
( ) g(p) (App + -+ ApPr + Agpo)

1 g -
1 - — >t
(6.17) 1 <p+p 2 AP )

(Podlubny [?], p. 158). Let

n_l A; sin (73;)

6.18 d\) =y AT,
(6.15) pla =3 A
Clearly, (6.18) satisfies (6.15) if 3y > 0 and has Laplace transform
n—1
A5
1 t) = -
(6.19) 10=3 35

Hence letting ¢ = ip and R (0) = A,;' in (6.13) we see that ¢ (p) is the Laplace transform
of a function which is completely monotonic on [0, c0) for 5y > 0. For 3y = 0, the same
approach is followed with the exception of using Theorem 8.5 of Okabe [?] instead of
Theorem 5.10 of Inoue [?] . This completes the proof. O

It is not sufficient to know that we can write the Green function in the form (6.1). We
need to know the measure i (dA). For this purpose, we rely on the following Theorem 1.3-
5 of Djrbashian [?] for the two-parameter Mittag-Leffler function, which can be defined
by the series expansion

C 0 0.
;Fak+ﬁ 2€C,a>0, 03>

It is noted that
By (z) = €, By (z) = cosh/z, Ea»(2) = (sinhv/z) /V/z,
Eiozy = (e =1) /2, Ei3(2) = (" =1 —2) /22
and

Eip1(z) = eZQe?"f (—2), erf(z /
/ \/—
Theorem 5. If p <1 and p € (0,14 p), then the following formula is true:

1 [sin(m(p—p))+7Psin(mp) , ,
Pl p—H =TT
(6.20) E,, (—xf)at " = 7T/o 1T 2oos (np) 77 1 7% TP He™dr,  wx € (0,00).

We now consider some examples of fractional differential equations whose Green func-
tion has the representation (6.1).

Example 1. The Green function of the two-term fractional differential equation
(6.21) BDPX (t)+ AD*X (t) = 6 (t)
18
1 A
t)y==t""Es 5| -5t )1 t
G (0) = gt Ereas (-5 Lo (0
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(see Anh et al. [?]). If B < 1, then simple algebra yields
(6.22) G (1) = 1 /°° : AXsin (ar) + BN sin ()

7w Jo B2A 4+ A2X2« 4+ 2ABcos (7 (f — «)) A+
This example includes a number of important cases. If a« = 0 then we have the fractional
relazation equation (Podlubny [?]). When a > 0 the resulting process is long-range de-

pendent and will also possess second-order intermittency if B < 1. The case of 3 =1 and
a < 1/v results in a semimartingale.

e dN.

Example 2. Following the description in Okabe [?], we consider a sphere of mass m and
radius v moving in a fluid with viscosity n and density p. Denoting the velocity of the
sphere by X (t), the random force by W (t) and the drag force by F' (t), Newton’s second
law reads

AX (1)
S = —F(H)+W ().

Solving a linearised Navier-Stokes equation subject to incompressibility and sticky bound-
ary conditions we have

_ 23 dX (1) 2 [PN /t _172 dX ()
F(t) =6mrnX (t) + 3P + 671 = (t—s) Tds.

Newton’s equation then becomes the Stokes-Boussinesq-Langevin equation

dX (t) 2 [P /t —1/2 dX (s)
* e —_ e — - 7
m— 6mpnX (t) — 67rey/ -/ (t—s) FA W(t),

where m* =m + §7r7“3p is the effective mass of the sphere. If W (t) is white noise, that is

if W(t) = digt) (understood in the random distribution sense), where B (t) is Brownian

motion, then the solution to the Stokes-Boussinesq-Langevin equation has the moving
average representation

(6.23) X(t)_/t Gt —u)dB(u),

where the kernel G (t) has the representation

/ e \/5 5 dx, t>0,
0 (ﬁB — )\) + CB)\

OéOB
6.24 G(t)=—
(6.24) (=22
with

B 672, /pn _ 6mry/rn
Cp=—-—",0= TR

6.3. Almost sure convergence. We first prove the rate of convergence for the approx-
imation to an Ornstein-Uhlenbeck-type process.

Lemma 3. Let ¢ > 1 and let p be such that ¢~ +p~' > 1. Assume L (t) is of bounded
p—uwariation, the difference between the Ornstein-Uhlenbeck-type process and its approx-
imation defined by (6.9 - 6.10) is uniformly bounded on [0,T] by

(6.25) | L(T) Ny (CoAA + Co (A8) 7).

almost surely, for some finite positive constants C,Cy.
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Proof. Let t = nA then we may write (6.10) as the Moore-Pollard-Stieltjes (MPS) integral

(6.26)  Ya(nA)= / . (Z e M {5 € ((m—1) A,mA]}) dL (s)

(see Dudley and Norvaisa [?] for details). The difference between Y (nA) and Y (nA) is
the MPS integral [ fa (s)dL (s), where

(6.27) fa(s) = z”: e MM s e ((m— 1) A, mA]} — A=),

m=1

By elementary arguments the g—variation, ¢ > 1, of fa (s) is

(6.28) ve(fa) = 2) e A (1— e8!
m=1
(6.29) < 2(AN) Z p—aAAm
m=1
1
q
(6.30) < 204) %
It follows that
1 v 1-1
631) | f g2/ <1——A> F1-e? <0 ()4 a)

for some finite constant C. Applying the Love-Young inequality to the difference of
Y (nA) and YA (nA) we get

(6.32) [Ya (nA) =Y (nA)] < € ((AA)' 7774 24) || L (nA) [,

for some finite constant C. When (n 4+ 1) A > ¢ > nA then from (6.10),

/ t (e — 1) dL (s)|.

A

(6.33) YA (t) =Y (£)] < |Y (nA) — Ya (nA)| +

Applying the (6.32) and the Love-Young inequality to (6.33) we get the difference |Y (t) — Ya (¢)]
is bounded by

631 C () TTEAA) [ L(0A) llg) +AA | L) = L(0A) [l -
Clearly this is bounded by (6.25) and proof is completed. U

Theorem 6. Suppose that Ky is a sequence of compact sets growing to (0,00),ry — 1
and Ay — 0 such that

(6.35) A}V‘I/Q/ Au(dx)ﬁo,/ 1 (dX\) — 0
Kn K§

as N — oo. Then, almost surely,

(6.36) sup | X (t) — Xra ()] — 0.

t<T
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Proof. We first consider the error in approximating X (¢) by Xk, (t) = fKN Y (A t) u(d)N):

(6.37) xo-xe 0l - |[ [ eMdL(sm(dA)\
(6.39) < 20, 120 gy [ @,

KN
where the inequality is derived using the Love-Young inequality. We now consider the
error in approximating Xy (t) by X (¢):

LY 0@ = Sl by ()

(6.40) < Zfél}l) Y (riy,t) =Y O )| { [y, i) )

(6.39) | Xy (1) = Xz (1)] =

For any Ay > Aq,

t
(6.41) Y (A1, t) =Y (Mo, t)] = / (e—Al(t—s) _ 6—A2(t—8)) dL (s)
0
t
(642) — / e_/\l(t_s) (1 —(/\2 A1) (t— s)dL( )
0
(6.43) < 201, M (L= C ) L L(#) |
where (6.43) is an application of the Love—Young inequality. Now,
(6.44)

Xicy ()= X (0] £ 200 | L) lop o™ (1= ) {[rierid) ).

Using the inequality |1 — e "NON=D! < i (ry — 1), (6.44) becomes
(6.45) | Xk (1) = X ()| < 201, (| L(2) ||y (rv — 1) er\,te_ﬂvt,u {[r",r™ )}

(6.46)

IN

20, | L) [l (rw — 1) / (d)

Ky

Finally, we need the error in approximating X, (t) by X a (¢):
(6.47) | X, (1) — (1) < Z“{ ) YA (P, t) = Y (riL 1) ]
Applying lemma 3 yields

(CASIX: (1) = Xea (] < CNLE) i 3o {[riv i )3 () ™ i)

(6.49) < Cl L) [l (/KN A (d/\)) Ay

for some finite constant C'. Using the triangle inequality we may combine equations (6.38),
(6.46) and (6.49) to conclude that the almost sure convergence holds if the conditions of
the theorem are satistfied. This completes the proof. O
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Remark 4. In Example 1, iof 8, < 1, then ch w1 (dX) - 0 and so a.s. convergence does
N
not hold. However, mean-square convergence still holds by the results of Carmona et al.

7).

6.4. Simulations. Sample paths of the fractional differential equation
DX (t) + D™ X (t) = DL (t)

were generated in MATLAB using the algorithm described in Subsection 6.1. The sim-
ulations were carried out for three different types of Lévy motion: a—stable, inverse
Gaussian and normal inverse Gaussian.

A common way to define an a—stable random variable is by its characteristic function:

| exp{—=0®|2|* (1 —iB sign (z) tan (a7 /2)) +iuz}, a€(0,1)U(1,2],
¥(z) = { exp{—o|z| +ipz}, a=1,

where « is the index of stability, o is the scale parameter, (3 is the skewness parameter
and p is the shift parameter. A way to simulate random variables from the symmetric
stable distribution with unit scale parameter is as follows (see Janiki and Weron [?]):
(a) Generate V' from a uniform distribution on [—7 /2, 7/2] and W from an exponential
distribution with mean 1.
(b) Compute

¥ _ sin (aV') [cos(V —aV) =
~ cosl/a (V) W '
Sample paths of the corresponding Lévy motion can then be generated by

L(nh) =) h'*X;,
i=1
where h is the time step.
The density function of an inverse Gaussian random variable IG (9, ) is of the form

1

_ 1 5?2
g (u) = (v/9) 1/2 [2K,1/2 (57)] Lyu3/2 exp {—5 (Z +’72u) } 10,00) (1), 0 >0, v >0,

1 [~ 1 1
KA(z)zﬁ/ SA_leXp{—§ (erg) z}ds, z2>0
0

is the modified Bessel function of the third kind with index A\. Random variables from the
inverse Gaussian distribution can be generated by using the method described in Seshadri
?]:

(a) Generate Y from a x? distribution.

(b) Set my = v/, my = §% and

where

msY m
Xi=mi+ o2 — —

AmymaY + m2Y2,
i TR

(c) Generate U from a uniform distribution on [0,1]. If U < o set X = X,

2
my

otherwise set X = <
Sample paths of the corresponding Lévy motion can then be generated by

L (nh) = i X; (6, vh?)

i=1



18 V.V. ANH AND R. MCVINISH

where the X; (6,7) are IG (9,7) distributed.
The density function of the normal inverse Gaussian random variable NIG («, 3,9, i)
is given by

g(u) = Sexp {5/ = 7+ 5 (u—p)} Bibaglu—p) = cp

T g(u—p)
where § > 0,0 < ] < o, u € R, g(x) = v6?+ 22, The distribution is symmetric
around p provided = 0. The parameters of the distribution centered around zero have
the following meaning: « is the steepness parameter, § the asymmetry parameter and
the scale parameter. The normal distribution N (u, (3) is the limiting case with 8 = 0, a —
oo and §/a = b, and the Cauchy distribution is the limiting case of NIG («,0,0,1) with
a — 0. Random variables from the normal inverse Gaussian distribution can be generated
by simulating an /G (4, @) random variable o2, a standard normal random variable & and
compute X = oe. The random variable X will be distributed as NIG («,0,6,0) and the
Lévy motion can by constructed by

L(nh) = X;(ah?h),
i=1
where the X; (o, 0) are NIG («,0,6,0) distributed.

The three cases of (i) a-stable with @ = 1.9 and scale parameter equal to one, (ii)
inverse Gaussian with 6 = 1, 7 = 1 and (iii) normal inverse Gaussian with a@ = 1,
B8=0,0=1, up=0 were considered. In each case, the order of fractional derivative [,
was set to 0.33. The parameters for the algorithm were set to n = m = 24, A = 0.01 and
r = 1.1. The results are presented in Figures 1-3 for the three cases respectively.

ftbpFU5.4077in4.2194in0pt A sample path of the two-term fractional differential equa-
tion driven by the generalised derivative of an a—stable processnewfdestabl.psftbpFU5.4068in4.2644in0pt A
sample path of the two-term fractional differential equation driven by the generalised
derivative of an inverse Gaussian Lévy processnewfdeigl.psftbpFU5.4068in4.2635in0pt A
sample path of the two-term fractional differential equation driven by the generalised
derivative of a normal inverse Gaussian Lévy processnewfdenigl.ps

(V.V. Anh and R. McVinish) CENTRE IN STATISTICAL SCIENCE AND INDUSTRIAL MATHEMATICS,
QUEENSLAND UNIVERSITY OF TECHNOLOGY, GPO Box 2434, BRISBANE QLD 4001, AUSTRALIA
E-mail address, V.V. Anh: v.anh@qut.edu.au

E-mail address, R. McVinish: r.mcvinish@qut.edu.au



