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Abstract

This thesis focuses on the theoretical aspects of several classes of continuous time, continu-
ous state space stochastic processes. Chapter 2 and Chapter 3 consider Lévy processes
and Lévy driven stochastic functional differential equations. Chapter 4 studies a high
dimensional factor model and the eigenvalues of the sample auto-covariance matrix.

In Chapter 2 we extend the construction of the so-called weak subordination of
multivariate Lévy processes in [49] to an infinite dimensional setting. More specifically,
we give sufficient conditions for the existence of the weak subordination between a Lévy
processes defined on an arbitrary Hilbert space and a sequence-valued Lévy subordinator
defined on suitable Banach spaces. As by-products of our main results, we obtain a
characterization of subordinators on certain sequence spaces, as well as a characterization
of Lévy measures on direct sums of Banach spaces with different geometries.

Chapter 3 focuses on a Lévy driven stochastic delayed differential equation (SDDE)
which arises as a continuous time analogue to the discrete time GARCH process. The
SDDE was obtained in the recent works [65, 66, 160] as a weak limit in the Skorokhod
topology of a sequence of suitably scaled discrete GARCH processes, as the time between
observations tends to zero. In our work, we give sufficient conditions for the existence,
uniqueness and regularity of the solution to the SDDE. We show that the SDDE can be
reformulated as a stochastic functional differential equation and investigate the behaviour
of its sample paths. The mean process and the covariance process of the solution are
computed and are shown to exhibit similar behaviours to the discrete GARCH process.

Chapter 4 focuses on a high dimensional factor model proposed by [104, 105] and
subsequently studied in [111] to model time series data. We investigate the asymptotic
distribution of leading eigenvalues of the (product symmetrized) sample auto-covariance
matrix under a high dimensional regime where the dimension and sample size tend to
infinity simultaneously. Utilizing some new developments [52, 110, 111] in high dimensional
random matrix theory, we obtain a central limit theorem for the empirical eigenvalues after
suitable centering and scaling. It is shown that the correct centerings for the eigenvalues

are in general not equal to the population eigenvalues.
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Chapter 1
Introduction

This thesis consists of three chapters, each of which focuses on establishing the theoretical
foundations of a class of stochastic processes appearing in the recent literature. The
stochastic processes considered in this thesis share a common origin in the field of finance
and econometrics, and were originally proposed to model financial time series such as asset
returns. The goal of our work is to investigate the theoretical properties of these processes,
thereby gaining a better understanding of the behaviours of these processes and how they
should be used in practical situations.

The common theme between Chapter 2 and Chapter 3 is the study of Lévy processes,
which are introduced in Section 1.1. Chapter 2 focuses on the concept of subordination,
which can be interpreted intuitively as a stochastic time change of a Lévy process. The
main goal of the chapter is to extend the construction of the weak subordination proposed
in [49] to an infinite dimensional setting. In Chapter 3 we consider a Lévy driven stochastic
delayed differential equation obtain in [160] as a continuous time limit of the GARCH
process. We formulate conditions for the existence, uniqueness and regularity of the
solution, and show that the solution has a covariance structure similar to that of the
GARCH process. In Chapter 4 we study the asymptotic properties of a high dimensional
factor model through the perspective of random matrix theory. Under a setting where
the dimension and the sample size diverge simultaneously, we establish the asymptotic
normality of the spiked eigenvalues of the product-symmetrized sample auto-covariance
matrix.

We now give an overview of each topic, focusing mainly on the backgrounds and the
motivations of our work. More details on the technical aspects of these topics can be found
in the introduction section of each chapter. After a brief introduction to Lévy processes in
Section 1.1, we introduce the concept of subordination in Section 1.2. In Section 1.3 we
give an overview of the history and recent development of continuous time approximations
to the GARCH process. Section 1.4 introduces high dimensional factor models and their

connections to high dimensional random matrix theory.
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1.1 Lévy Processes

Lévy processes, named after the French mathematician Paul Lévy, are often described as
a continuous time analogue to discrete time random walks. More precisely, Lévy processes
are defined as continuous time stochastic processes with independent, stationary increments
and stochastic continuity. A formal definition of Lévy processes suitable to the context of
our work as well as their basic properties will be given in Section 2.2 after we introduce
the necessary notations. Common examples of Lévy processes include Brownian motions,
compound Poisson processes, Gamma processes and stable processes.

Classical treatises of Lévy processes defined on Euclidean spaces include [6, 145, 152].
Observe that the definition of Lévy processes only requires the formation of increments
and some notion of continuity. Therefore, in addition to real-valued and vector-valued
Lévy processes, Lévy processes can be generalized and defined in very general topological
vector spaces. Towards this direction, we will mainly refer to [3, 5, 8, 78, 114, 134] for
treatments of Lévy processes in Hilbert and Banach spaces, which is the setting for our
current work. For even more general settings, we refer to [112, 113] for the treatment of
Lévy processes on compact Lie groups, [73] for Lévy processes defined on the dual of a
nuclear space and [8] for cylindrical Lévy processes on the dual of a Banach space.

Lévy processes and equations driven by Lévy processes have been studied extensively
in the recent years, often as an extension to Gaussian type models. Applications of
Lévy processes appear in numerous and diverse fields, including mathematical finance
[122, 41, 60, 121], financial economics [20, 100], insurance [59, 99], and physics [72, 24].
In these works, Lévy processes are used directly to model some stochastic, time varying
quantity of interest, for instance stock returns and insurance claims. The choices of Lévy
processes used in these models are usually tailored to the problem of interest, often by
constructing a Lévy processes whose features closely resemble the stylized features of
the quantities of interest. This is feasible due to the great flexibility of the class of Lévy
processes.

At the same time, instead of being applied directly to model various types of data,
Lévy processes are also used as driving noises for stochastic partial differential equations
(SPDE). Since these SPDEs are usually formulated in general Hilbert or Banach spaces,
this necessitates the study of infinite dimensional Lévy processes. Works in this direction
typically consider the existence, uniqueness, spatial /temporal regularity and ergodicity of
the solution to an SPDE driven by Lévy processes. Examples of such SPDEs include the
Langevin equation and its solution the Ornstein-Uhlenbeck process [4, 45, 107, 148] and
the Heath-Jarrow-Morton-Musiela (HJMM) equation frequently used in term structure
modelling [25, 125]. The study of Lévy driven SPDEs is spanned over multiple fields of
science and an extensive review of the relevant literature is beyond the scope of this thesis.

We refer the interested reader to the following list of recent works in various areas related



1.2 Subordination of Lévy Processes 3

to Lévy driven SPDEs [7, 25, 44, 45, 55, 63, 107, 117, 125, 142, 144, 148).

1.2 Subordination of Lévy Processes

A commonly utilized concept in many of the aforementioned works is the subordination of
Lévy processes. Let X = (X (¢),..., X,(t))i>0 be a Lévy process taking values in R™ and
T = (T1(t), ..., Tu(t))i>0 be a subordinator on R, i.e. a Lévy process whose components
are all non-decreasing. Since T;(t) > 0 for all ¢ = 1,...,n and ¢t > 0, we can form a

path-wise composition between X and 7" and define a process X o T by setting
(X o T)(#) = (Xa(T3 (1), ..., Xu(Tu(t))), ¢ 0. (1.2.1)

The process X o T is known as the (strong) subordination of X and 7. Here, the
subordinator T represents a stochastic flow of time, thus the subordination of Lévy
processes is commonly referred to as a stochastic time change. Here for illustration
purposes we confine our discussion to the finite dimensional case; the infinite dimensional
setting, which is the focus of our work, will be discussed in more detail in Chapter 2.

Subordination of Lévy processes on Euclidean spaces has been used extensively in
mathematical finance to model stock returns. In this context, typically the Lévy process
X models the prices/returns of n assets and the subordinator 7" models a random time
change applied to each coordinate of X. A large amount of research was inspired by the
pioneering work [122] who constructed the (univariate) variance-gamma (VG) process as a
standard Wiener process subordinated by a gamma subordinator. The subordinator acts
as a time change from real time to “business time”, which is a measure of the volumes
of trading and flow of information. The “business time” is inherently stochastic and is a
more appropriate way to conceptualize the trading of assets. Since its inception, the VG
model has been adopted in the industry by many financial institutions as an alternative to
the more traditional Black-Scholes model with geometric Brownian motion. The success of
VG type models is largely due to the fact that the VG model offers a better fit to financial
data and can capture many stylized features of the data, see [119, 123, 129].

In order to model multiple assets simultaneously and capture the correlation between
them, various attempts had been made to construct a multivariate version of the VG model,
see for instance [120, 121, 153]; see also [47] for some overarching theory on this subject.
We remark that generalizing the VG model to a multivariate setting is a deceptively
difficult task, mainly due to the theory of multivariate subordination being much more
complex and involved than the univariate case. More specifically, in practice it is desirable
to stay within the framework of Lévy processes when constructing the subordinated process
X oT. That is, we would like the process X o T to be a Lévy process itself due to all

the nice and convenient properties Lévy processes have. This requirement is trivial in
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the univariate case where X o T is guaranteed to be a Lévy process for arbitrary Lévy
process X and subordinator T". In the multivariate setting however, the process X oT' is in
general not a Lévy process. Indeed, for an immediate counter-example, take X = (X7, X5)
where X; = X, are the same Wiener processes and set 73 (t) =t and T5(t) = 2¢ which are
deterministic. Simple computations show that X o7 does not have independent increments
and hence cannot be a Lévy process.

To the best extents of our knowledge, it is unclear if it is possible to formulate a set of
necessary and sufficient conditions on X and 7" to ensure X o T is again a Lévy process.
Under the overarching assumption that 7" and X are independent, the literature mainly
focuses on two types of sufficient conditions on X and 7" under which X o7 remains a Lévy
process. In the first case, it can be shown that when the subordinator 7' is univariate, i.e.
Ti,...,T, are indistinguishable processes (where indistinguishability is as defined in page
3 of [145]), the process X o T' is always a Lévy process for any choice of the Lévy process
X. This result is well-known (see for instance [152]) and we will refer to this setting as
univariate subordination. On the other hand, [21] showed that if the Lévy process X has
independent components, i.e. Xi,..., X, are independent Lévy processes, then X oT' is a
Lévy process for any choice of (multivariate) subordinator 7'. We will refer to this setting
as multivariate (strong) subordination.

Returning briefly to our earlier discussions on models, we remark that most attempts
to construct a multivariate version of the VG model utilize some mixture or superposition
of the two types of (strong) subordination described above in order to stay within the
framework of Lévy processes. However, these two types of sufficient condition are quite
restrictive in practice. We observe that in the univariate setting, whenever the subordinator
T has a jump, all coordinates of X o T will have a jump simultaneously. This feature
is clearly restrictive from a practical perspective, as the prices of multiple assets do not
necessarily change simultaneously. On the other hand, in the multivariate setting, since
the subordinators 11, ..., T, can have jumps at distinct times, so can the coordinates of
the process X oT. This is an obvious improvement upon the univariate case, however,
multivariate subordination requires the independence of the coordinates of X, which is
again restrictive in practice since asset prices are usually correlated.

These restrictions are fundamentally due to the fact that the (strong) subordination
X o T is not necessarily a Lévy process. To overcome these restrictions, [49] introduced
another type of operation X ©® T between X and T, called the weak subordination, which
always produces a Lévy process for arbitrary choices of X and 7. The formal definition
of X ® T, along with some intuitive constructions, will be given in Chapter 2 after the
necessary notations are introduced. Here we motivate the weak subordination by observing
that X ©® T is a direct generalization of X o T in the following sense.

Whenever X and T satisfy one of the two sufficient conditions discussed above, in which

case X o T is a Lévy process, the weak subordination X ® 7' can be shown to be equal in
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distribution to X oT. On the other hand, if X and T do not satisfy these conditions, we
remark that in general there may be no Lévy process whose distribution matches that of
X oT (see Proposition 1.3.6 and Proposition 2.3.29 of [119] and the discussion therein).
Nevertheless, in this case the weak subordination X ® T is still a Lévy process, but relates
to X o T in a more complex and subtle way.

Using weak subordination, [49] constructed a new multivariate version of the VG process,
which the authors named weak variance generalised gamma convolutions (WVGG). The
self-decomposability of the WVGG class, which is a question of theoretical importance,
is investigated in a more recent work [50]. The authors also constructed a generalization
of the variance-a-gamma model of [153], which the authors named the weak variance-
a-gamma model (WVaG). The WVaG model is calibrated to real data and applied to
option pricing in the recent works [48], [128] and [129].

The main focus of our work is to extend the construction of the weak subordination to
an infinite dimensional setting. In particular we will show that for an arbitrary Lévy process
on a separable Hilbert space and a uniformly bounded sequence of real subordinators
T = (T1,Ty,...), the weak subordination X ® T always exists as a Lévy process on a
suitable Banach space. As a by-product, we develop the theory of Lévy measures and
Lévy subordinators in some non-standard settings.

The motivations behind our work are twofold. On one hand, we remark again that the
technique of (univariate) subordination has been utilized in the SPDE literature to define
Lévy noises in function spaces, see [45, 107] and the references therein. This approach
allows one to establish controls on the constructed noise in terms of the properties of X
and T'. However, to the best of our knowledge, all existing literature considers cylindrical
Wiener processes on a Hilbert space H, which by definition have independent coordinates.
The existing literature, apart from [140] which we will discuss again in Chapter 2, also only
considers univariate subordinators 7', which implies that all coordinates of the constructed
noise of X oT will have simultaneous jumps. From this perspective, it is natural to extend
the theory of multivariate and weak subordination into an infinite dimensional setting as
a method to construct Lévy noises with more flexible dependence/jump structure, while
maintaining explicit control over the processes constructed.

On the other hand, our work is also motivated by theoretical curiosity. The proofs
behind the constructions of the weak subordination in [49] rely heavily on the finite
dimensional setting of the problem. In particular, many of their arguments rely on key
properties of Euclidean space such as the equivalence of all norms on R?, the compactness
of the unit ball and the trivial observation that any finite sequence of real numbers can
be ordered. It is therefore not clear from [49] if the existence of weak subordination is
an inherent feature of Lévy processes (and not just an artifact of working in Euclidean
spaces). Our work answers this question in the positive by showing that the construction

of weak subordination is possible in a much more general setting.
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1.3 Continuous Time GARCH processes

An important aspect of statistical analysis in finance and financial econometrics is finding
models that capture the so-called stylized features of these types of data. Many financial
time series such as asset prices, exchange rates and various macroeconomic series are
heteroscedastic, i.e. the volatility of these series tends to be time varying. For instance, it
is known that asset returns and their volatility series are heavily interdependent - a large
fluctuation in the asset price typically causes a large fluctuation in the volatility, which
persists for a period of time before reverting to a baseline level, see [57, 81]. These features
fit our intuitions about the financial market - a large fluctuation in the price of an asset
leads to investor uncertainty, which drives up the volatility of the price. The volatility
of these series also tends to exhibit long-range dependence, which often manifests in the
heavy-tailedness of the series, another feature commonly observed in financial time series.

The ARCH (autoregressive conditionally heteroscedastic) and GARCH (generalized
ARCH) processes, introduced by [68] and [37], are designed specifically to capture some
of these stylized features. In the GARCH model, the asset return process is temporally
uncorrelated but not independent, and the volatility of asset returns is modeled directly by
modelling the the conditional variance process of asset returns given past information. The
conditional variance process follows an auto-regressive moving-average type of structure,
and is driven by the same noise as the return process. For a review of the properties and
stationarity of GARCH processes, we refer to [40] and [116].

While financial data are often observed at discrete times, the modelling of these data
is sometimes carried out in continuous time for practical concerns as well as theoretical
convenience. In practice, financial time series are often observed at irregular frequencies,
often tied to trading hours of stock exchanges or days of the week. Modelling irregu-
larly spaced data directly is often challenging, see [69, 77, 127] for examples of discrete
time GARCH models adapted to irregularly spaced data; it is often fruitful to consider
continuous time models instead. The increasing popularity of high frequency data in
recent years also motivated the developments of continuous time models such as [109, 159].
On the other hand, from a theoretical perspective, discrete time models are expressed
via recurrence equations while continuous time models are often written as differential
equations. Consequently, the asymptotic theory for discrete time models is often more
involved and less explicit than for the continuous time models.

The preceding paragraph may seem to suggest that there is a large discrepancy between
continuous and discrete time modelling; however, the two paradigms are often quite
compatible with each other. In fact, as the time between observations tends to zero, many
discrete time models (after appropriate scaling) can be shown to converge in some sense
to continuous time models, see [102, 103, 118, 158, 160] and the references therein. Hence

continuous time models can be used as approximations to discrete time models when the
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time between observations is relatively small. On the other hand, discrete time models
can obviously be obtained from continuous time ones by simply sampling at discrete times,
in which case the former can be interpreted as approximations to the latter.

As an interesting and perhaps informal side note, we remark that while financial data
is observed at discrete times, whether the data is inherently discrete or continuous is a
separate and more philosophical question. Some argue that despite having discrete time
observations, the evolution of stock prices actually happens continuously in time. In this
case, the discrete time observations are simply samples from this underlying, unobserved
continuous time process. Others oppose this view and argue that the listed price of a
stock is simply the price at which it is being traded. Therefore unless a trade happens, the
price of a stock should remain constant, implying that continuous time models especially
diffusions are technically convenient approximations to the truth. A debate on which view
is more sensible is beyond the scope of the current work. We do remark however that
under either view, the study of continuous time models is needed.

Motivated by the above observations, various attempts have been made to construct a
continuous time version of the GARCH process. Clearly such a continuous time extension
should capture some aspects of the discrete time GARCH process, such as the recurrence
relationship of the volatility process. Many approaches start with discrete time GARCH
processes and allow the time between observations to tend to zero, and with proper scaling,
a continuous limit may be obtained. The first notable attempt in this direction can be
found in [132], where the author obtained a diffusion in the limit. The nature of this
construction is very similar to taking a scaling limit of discrete time random walks in the
Skorokhod topology to obtain a Brownian motion, see [35].

Although the diffusion limit of [132] is intuitive to understand, the resulting diffusion
process loses many characteristic properties of the GARCH process. In particular, the
diffusion limit is driven by two independent Wiener processes whereas the GARCH process
is driven by a single sequence of noise. The feedback and interactions between the price
and volatility processes is therefore not captured by the diffusion limit. This discrepancy
is investigated further in [166], which established that the statistical inferences for the
discrete time GARCH process and the diffusion limit are not equivalent asymptotically
(in the sense of Le Cam’s deficiency distance, see [46]). An attempt to resolve this issue
can be found in [58], where the author modified the construction of the diffusion limit
in [132] to obtain a limit which is driven by a single Brownian motion. However, the
volatility process obtained in [58] is deterministic, which is clearly undesirable. Despite its
limitations, the diffusion limits of [132] have been studied and applied in numerous works.
We refer to [64, 95] and the references within.

A very different approach to constructing a continuous time GARCH process was put
forward by [100]. In the GARCH process, the price process is driven by a sequence of

white noise, and the volatility process is driven by the square of that sequence. In [100] the



1.3 Continuous Time GARCH processes 8

authors replaced these sequences of driving noises with increments of a Lévy process and
the squares of those increments respectively, obtaining a pair of continuous time processes
named the Continuous Time GARCH (COGARCH) process. In doing so, the price process
and the volatility process are by design driven by the same Lévy process, circumventing
the main issues of the diffusion limit in [132]. The volatility process in the COGARCH
model is an example of the so-called generalized Ornstein-Uhlenbeck process, which is the
subject of many recent works, see [27, 28, 29, 115].

The COGARCH process retains a lot of the unique features of the GARCH process
and is thus considered a more useful extension of the GARCH process than the diffusion
limit of [132]. For properties and stylized features of the COGARCH process, we refer
to the surveys [102, 116] and the references therein. It is shown in [96] that similar
to the construction of the diffusion limit in [132], the COGARCH process can also be
obtained as a weak limit of a sequence of GARCH(1,1) processes. Unlike [132] which
scaled the noise of the discrete GARCH process to obtain a diffusion, the construction
in [96] “randomly thins” the noise to obtain the driving noise in the COGARCH process.
The authors of [96] also argued heuristically that the diffusion limit and the COGARCH
limit are the only possible limits of sequences of GARCH(1,1) processes. Parallel to
the results of [96], a different construction of the COGARCH process from discrete time
GARCH processes was considered in [124]. The authors obtain the COGARCH process as
a limit of a sequence of irregularly spaced GARCH processes using the so-called first jump
approximation. As a by-product [124] constructed a pseudo-maximum-likelihood estimator
for parameters in the COGARCH process which can be applied to irregularly spaced data.
The parameter estimation of the COGARCH process was also considered in [82, 124, 131]
and the COGARCH process was applied in practical situations such as option pricing
in [101, 102]. An analogous result to [166] for the diffusion limit was obtained in [46].
Multivariate versions of the COGARCH process have been studied in for instance [155].

It is worth noting that both the diffusion limit and the COGARCH process are
Markovian processes, while the original GARCH(p, q) process is only Markovian when
p = q = 1. This suggests that the diffusion limit and the COGARCH process are rather
simplistic in their serial dependence structure in comparison to the original GARCH
process. The first attempt at a non-Markovian continuous time GARCH process can
be found in [118]. In contrast to the diffusion limit and the COGARCH process which
are obtained as limits of GARCH(1,1) processes, in [118] the order of the approximating
GARCH processes changes as the time between observations decreases. In particular, for
each n € N and fixed p > 0, a GARCH(pn + 1, 1) process is defined on a uniform grid
of mesh size n=!. As n — oo, the sequence of GARCH processes is shown to converge
to the solution of a stochastic delayed differential equation (SDDE) driven by a Wiener
process, which is a direct, non-Markovian generalization of the diffusion limit. We note
that in [118], as the time n~! between observations tends to zero, the “GARCH order”
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of the approximation GARCH(pn + 1,1) process tends to infinity while the “ARCH
order” remains at one. Allowing the “ARCH order” to diverge as well turns out to be
significantly more difficult, since it involves the analysis of stochastic integrals with delays.
Furthermore, the idea of [118] is developed strictly in the context of the resulting diffusion
limit, and consequently suffers the same issues, namely the two independent sources of
noises discussed above.

A similar idea was explored in greater depth and generality in the recent PhD thesis
[160] and the working papers [65, 66]. Unlike [118] which generalized only the diffusion
limit to a non-Markovian setting, the results in [65, 66, 160] cover both the diffusion case
and the COGARCH case. The authors considered a GARCH(pn + 1,gn + 1) process

embedded into continuous time on a grid of mesh size n~!

, where p, ¢ > 0 are fixed real
numbers. As the time between observations n~! tends to zero, both the ARCH and the
GARCH orders diverge. The sequence of GARCH(pn + 1, gn + 1) processes is shown to

converge weakly to the solution of the pair of stochastic delayed equations

t
A +/ JX._dL.,
t 0 0

0 t+u t+u
X, =0,+ /
-p

X, dsp(du) + /_ T X L L (du), (1.3.1)

u u+

where Y and X are the return and variance processes respectively. The solution to this
equation is named the continuous time GARCH process with delays p,q > 0, or the
CDGARCH(p, q) process for short. Here u and v are Borel measures capturing the effects
of higher order lags, and # is a semimartingale representing some form of baseline for
the volatility process, which we will make precise in our work. The driving noise L is a
semimartingale and [L, L] is the quadratic variation process of L.

Depending on how the driving noise of the discrete approximating sequence is construc-
ted, the limiting driving noise L could either be a Brownian motion, in which case the
CDGARCH process generalizes the construction of [118], or a Lévy process, in which case
the CDGARCH process is a generalization of the COGARCH process. In fact, the limit in
[118] is a special case of the CDGARCH(p, q) process when ¢ = 0, and the COGARCH
process of [100] is a special case of the CDGARCH(p, ¢) process when p = ¢ = 0.

We remark that the main focus of [160] is on establishing the convergence of GARCH
processes to a continuous time limit, the CDGARCH process. In particular [160] did
not further explore the behaviours of this limit and how it compares to discrete time
GARCH processes or the COGARCH process. In our work we take equation (1.3.1) as
a starting point and investigate whether it is a good continuous time analogue to the
GARCH process. We pose conditions for the existence, uniqueness and regularity of the
solutions to (1.3.1). We study the second order behaviour of the solution and show its
resemblance to that of the GARCH process.
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1.4 High Dimensional Factor Models

The analysis of multivariate time series, especially ones of high dimensionality, is a topic
of increasing importance in the modern age. Besides its theoretical importance as a
classic topic in the theory of statistics and probability, multivariate time series has been
successfully utilized in many empirical fields including finance, economics, medical science
and many others. The wide study of high dimensional time series is very easily understood;
indeed, many forms of data in real life are time varying and exhibit autocorrelation
from which useful information can be extracted. Moreover, the increasing abundance of
computing power and capacity in the modern age has made the analysis of large datasets
possible and routine. Many high dimensional stochastic processes exhibit behaviours
fundamentally different from what classic asymptotic theory predicts, resulting in the
rise of many new fields and bodies of theory devoted to the study of these behaviours. A
complete survey of these different fields is beyond the scope of our work, we refer to [90]
and [70] for surveys on two such fields for the interested reader.

A prominent feature of high dimensional datasets and stochastic processes is the
so-called ‘curse of dimensionality’. One way this ‘curse’ manifests itself is through the
fact that the number of parameters in a model often explodes quickly as the dimension
of the model increases. This directly affects how multivariate time series are analyzed
and used in practice, as we will now explain. Many conventional time series models (e.g.
vector ARMA models) have been thoroughly analyzed through Fourier methods in the
time/frequency domain, and the asymptotic theories of these models were known for
decades, see for instance [43, 80, 154] for some classical treatises of these topics. However,
in practice, these are rarely used to model datasets of high dimensions since the number of
parameters of interest very quickly becomes intractable. For instance, even for the simple
case of a vector autoregressive process of order one, the number of parameters increases at
a rate of p?. In practice, when dealing with high dimensional time series, most methods
rely on either regularization to control the number of non-zero parameters, or some form
of dimension-reduction technique such as principal component analysis (PCA) to reduce
the complexity of the model before analysis is carried out. We refer to [90] and [70] for
surveys on recent developments on these approaches.

Our work is motivated by one such example of dimension-reduction technique applicable
to high dimensional time series - the use of factor models. Factor models have enjoyed much
recent success in various empirical fields, especially finance, economics and econometrics.
The literature is vast and we refer to [34, 74, 75, 76, 157, 156] and the references therein
for some notable examples of factor models used to analyze time series data in these
fields. These models exploit the idea that for many types of multivariate data, a large
number of variables are in fact driven by a comparatively small number of common factors.

Most models allow each variable to have an idiosyncratic part as well, but assume that
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the common factors account for most of the information in the model. By identifying
these factors (which can often be modeled using more traditional methods) as well as
the relationship between the original variables and the common factors, we are effectively
reducing the dimension of the problem.

In addition to being widely applied in empirical fields, the theoretical aspect of these
models, especially the large sample asymptotic theory, has attracted significant attention as
well. The asymptotic theory surrounding factor models as a dimension reduction technique
was first explored more than half a century ago. Early works such as [2, 42, 137] build on
the assumption that the dimension p of the time series is large but fixed, and developed the
asymptotic theory as the sample size T tends to infinity. Since then, the literature on factor
models has diverged and branched into many interesting directions. Models of varying
complexity under various settings have been proposed, and corresponding asymptotic
theories were established under ever more general conditions. We refer to [156] and the
references therein for a survey on some recent variants of factor models that attracted the
attention of the statistical and mathematical community.

One recent direction in factor modeling that has attracted significant attention from
econometricians, statisticians and probabilists is the so called high-dimensional setting
where both the dimension p and the sample size T' tend to infinity simultaneously. This is
certainly not an unreasonable assumption, as for many datasets encountered in real life,
the dimension p can be much bigger than T. As we will illustrate in Chapter 4, the theory
of factor models under this setting is significantly different to the traditional setting where
p is fixed. The asymptotic theory of factor models under the high dimensional setting
is considered in a number of recent works including [10, 11, 12, 104, 105, 110, 111, 133].
Typical goals of these works include determining the correct number of factors, estimating
the factor loading space and making predictions. Several of these results are directly
related to our current work, we will give a more detailed survey in Chapter 4.

Amongst these works, we note that [10, 11, 12] focus on estimating the factors and
factor loadings directly, while [10, 11, 12, 104, 105, 110, 111, 133] study the factor structure
through the sample auto-covariance matrices of the time series. The latter idea is based on
the observation that when strong serial correlation is exhibited by the data, a substantial
amount of information is contained in the eigenvalues and eigenvectors of the matrix
M = Y70, 3.3 where X, is the lag-7 (population) auto-covariance matrix of the
time series and 7y is some chosen constant. Most of these works rely on estimating the
cigenvalues (y;) of the matrix M using the cigenvalues ();) of some estimate M of M.
This naturally brings the discussion to the corresponding asymptotic theory of empirical
eigenvalues ();) of M, which is the main focus of our current work.

Towards this direction, we note that [104] established the asymptotic rate of |\; — p|
under the assumption that each p; diverges at a rate close to p. A more recent work [111]

considers the same model under the assumption that all (u;) are finite. Using techniques
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from random matrix theory, the authors in [111] established the phase transition behaviour
of (\;) and identified their asymptotic locations as the sample size T tends to infinity. A
more detailed discussion of these results can be found in Chapter 4.

To the best extent of our knowledge, the existing literature concentrates mainly on
obtaining the asymptotic limits of the eigenvalues ()\;) and very little is known about the
asymptotic distributions of ();). Our work contributes to the literature by initiating some
studies along this direction. More specifically, we establish the asymptotic normality of
spiked eigenvalues of M under quite general conditions. Similar to the settings of [104] we
assume the spiked eigenvalues (y;) tend to infinity, but do not impose any conditions on
their speed as [104] does. We show that under this more general setting, although the spiked
empirical eigenvalues ()\;) are close to their population counterparts (y;) asymptotically,
the difference \; — u; typically does not decay fast enough to obtain a central limit theorem.
Using recent techniques in random matrix theory we construct a more accurate centering

for \; in order to obtain its limiting asymptotic distribution.



Chapter 2

Weak Subordination of Infinite

Dimensional Lévy Processes

2.1 Introduction

Our exposition in Section 1.2 so far only focused on the strong subordination of finite
dimensional Lévy processes. We will now discuss two important topics to set context
to our work - the subordination of infinite dimensional Lévy processes and the weak
subordination of Lévy processes as constructed in [49]. In 2.1.1 we give an overview of
the theory of subordination of infinite dimensional Lévy processes, drawing connections
to our discussions in Section 1.2. We will then give an intuitive construction of the weak
subordination in Section 2.1.2 that illustrates the motivations behind it. The content of

the rest of the chapter will be summarized in Section 2.1.3.

2.1.1 Subordination of Infinite Dimensional Lévy Processes

We recall from Section 1.2 that by univariate subordination of Lévy processes we refer
to the situation where the Lévy process X can be arbitrary, but the subordinator 7' is
required to be univariate, that is, all coordinates of T are indistinguishable processes,
where indistinguishability of stochastic processes is defined on for instance page 3 of [145].

Univariate subordination can be easily extended to the case where X lives on a separable
Banach space, see for example [139], where the process X o T is defined by specifying
its characteristic triplet. The univariate subordination is sometimes used in the SPDE
literature as a method to construct Lévy noises with certain properties. We remark that
there are other ways of defining Lévy type noises in infinite dimensional spaces, for instance
see [8] for a direct construction of a cylindrical Lévy process on Banach spaces. One
convenient feature of using subordination to define Lévy processes is that we often have
explicit control on the process X o T using the characteristic triplet of X and T'. As we

will see, this is a feature shared by the weak subordination as well.

13
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To give an example, we first recall that a symmetric a-stable Lévy process on R"
can be constructed as a standard Wiener process on R"” subordinated by a univariate
a/2-stable subordinator. This observation is used in [107] to define an infinite dimensional
a-stable white noise, using a cylindrical Wiener process X on a separable Hilbert space
subordinated by a univariate a;/2-stable subordinator 7". The authors studied the Langevin
equation driven by this process and properties of the semigroup generated by its solutions.

Similarly, [45] defined Lévy white noise as a cylindrical Wiener process subordinated
by an arbitrary univariate subordinator 7". The authors considered the Langevin equation
driven by this noise, and characterised spatial and temporal regularities of the solution
in terms of the properties of the subordinator T'. In particular, stochastic integrals with
respect to the process X o T can be controlled using the integrability of the Lévy measure
of T near the origin. Similar usages of subordination can be found in [164].

On the other hand, the extension of multivariate subordination as constructed by [21]
to an infinite dimensional setting is non-trivial. Indeed, it is not immediately clear how
the definition (1.2.1) should be extended to a an infinite dimensional setting or if the
process X o T lives on the same space X lives on. To our best knowledge, multivariate
subordination has not been studied in an infinite dimensional setting apart from [140].
The authors of [140] considered the setting where X takes values in the space of nuclear
operators L;(H) on a separable Hilbert space H and the subordinator 7" takes values in
the positive cone of the same space Li(H). The construction and results of [140] are indeed
comparable to the original work [21], but the setting of [21] is perhaps rather unnatural
for the following reasons.

First of all, if the motivation behind extending multivariate subordination to function
spaces is to construct Lévy noises suitable to the study of SPDEs, then it is most natural
to consider cases where X lives on some Hilbert or Banach space. If on the other hand
we wish to construct an infinite dimensional model for the prices of a large number of
assets, then the most natural setting is to define X on sequence spaces. The space of
trace-class operators Ly (H) used in [140] does not fit under either of the cases. Secondly,
the assumption [140] that T'(t) is a positive trace-class operator on H is very difficult to
motivate for the following reasons. Indeed, in the finite dimensional case, the subordinator
T can be understood as a sequence of stochastic time changes for the coordinates of X.
We argue that it is natural to keep this interpretation when generalizing the construction,
in which case T should be defined as a sequence of subordinators.

As a final side note, we remark that there is a deep and fascinating connection between
certain geometric aspects of Banach spaces and the behaviours of probabilistic objects
defined on these spaces. Unfortunately, a comprehensive survey of the many surprising
results in this direction is beyond the scope of this work. We refer the interested reader
to [9, 61, 83, 84, 114] for some classical results in the theory of Banach spaces and its

connections to probability theory, and to [1, 86, 106, 108] for some modern treatises on
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the topic. These connections are especially important to our work, since the definition
and characterisation of Lévy measures on Banach spaces depend on the geometry of the

Banach space itself. We will summarize some relevant results in Section 2.2.1.

2.1.2 Weak Subordination of Lévy Processes

Before giving a rigorous definition of the weak subordination, we illustrate the intuitions
behind it with the following heuristic construction. We first note that any subordinator 7'
in R™ can be written uniquely as T'(t) = tn + S(t), where € R"} is a deterministic vector
and S is a pure-jump subordinator on R". For the purposes of our work it is helpful to
consider the processes t — tn and ¢t — S(t) separately.

We discuss the t — tn part of the subordinator T first. Suppose X is an arbitrary Lévy
process in R™ and T is the deterministic subordinator T'(t) = ¢n, where nn € R’,. Then it
is not difficult to show that there always exists a Lévy process Y, unique in law, satisfying
Y (¢) 2 (X oT)(t) for all t > 0. That is, even though the strong subordination X o 7" is in
general not a Lévy process as discussed in Section 1.2, there always exists a Lévy process
Y with the same marginal distributions as X o T'. It is therefore very natural to regard Y
as a generalization of strong subordination X o T". Indeed, in the case where T'(t) = tn,
the weak subordination X ® T is defined to be this Lévy processes Y.

We now consider the pure-jump part of 7. Unlike the previous case, the existence of
a Lévy process Y with marginal distributions matching those of X o T is in general not
guaranteed, see Proposition 2.3.29 of [119]. The weak subordination in this case generalizes
another key feature of the strong subordination, namely the distribution of jumps. We
remark here that since 7T is a pure jump process, the strong subordination X o T is clearly
constant in between jumps of T" and is hence a pure jump process as well.

The jumps of X oT are given by A(X oT)(t) = X(T(t)) — X(T(t—)), where T(t—) :=
limgy; T'(s). Note that whenever T is univariate or X has independent components, in which
case X oT is a Lévy process, by stationarity of increments we have A(X oT)(t) 2 X (AT(t)).
This feature can be regarded as the “natural” behaviour of jumps when X oT is a Lévy
process. However, outside of these cases, the strong subordination X o7 is not necessarily
a Lévy process and A(X o T')(t) is in general not equal to X (AT(t)) in distribution.

The weak subordination aims to define a Lévy process that preserves a version of this
feature even when X o T is no longer a Lévy process. More specifically, the idea of weak
subordination in this case is to construct a (pure jump) Lévy process Z whose jumps
AZ(t) at time ¢, when conditioned on the subordinator 7'(¢), has the same distribution
as the random variable X (AT'(t)). The requirement of Z being a pure jump process is
very natural since X o T is always a pure jump process itself. It is shown in [49] and [119]
that this construction is always possible on some augmented probability space. See for

example page 24 of [119] for a construction of Z using marked Poisson point processes. In
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this case, the weak subordination X ® T is defined to be such a Lévy process Z.

For the general case where T'(t) = tn + S, the weak subordination X ® T is defined by
combining the processes Y and Z in the previous two cases. Specifically, X ® T is defined
as the unique (in distribution) Lévy process, whose distribution is equal to the convolution
of the distributions of Y and Z described above. This feature is a direct generalization of

univariate and multivariate subordination as well, see Proposition 4.3 of [47].

2.1.3 Overview of the Chapter

We extend the construction of [49] to the setting where X is an arbitrary Lévy process
taking values in a separable Hilbert space with a chosen orthonormal basis (e,,), and T is a
subordinator defined on a suitable infinite dimensional sequence space. Such an extension
is nontrivial since the arguments in [49] do not generalize to non-FEuclidean spaces.

Recall from Section 2.1.2 that to define the weak subordination, we need to condition
on T'(t) and consider the random variable X (AT'(¢)). This motivates a preliminary step
in our analysis; in Section 2.3 we focus on the evaluation of X at a multivariate time
parameter 7 € RY, given by X(7) := 3,(X(7,), €,)€n. We show that this sum defines
a random variable in H as long as 7 is a uniformly bounded sequence, i.e. 7 € £F. We
show that the distribution of the resulting random variable X(7) is infinitely divisible and
specify its characteristic triplet as the limit of a certain sequence of triplets.

From these results we conclude that, in order to define the random variable X (AT'(t))
on the same space as X, the sequence AT(t) needs to be uniformly bounded almost
surely. It is easy to show that this implies T has to be uniformly bounded as well. As
a consequence, the natural choice of space to define the subordinator T on is f,,. This
immediately presents a difficulty since /., is not a separable space and the analysis becomes
much more involved. To overcome this complication, in Section 2.4 we consider /., as a
subspace of a bigger, suitable weighted sequence space which is separable. We characterize
subordinators on such a space and then establish conditions for 7" to concentrate on the
subspace (.. This way we avoid directly doing analysis on /.

Another complication we encountered in our setting is that fact that in [49], the weak
subordination of X and T is in fact defined as the pair of process (T, X ® T) on R?".
Beside increased generality, a reason for this choice is that the weak subordination X ® T
is only defined up to distribution. Defining the pair (7, X ® T') instead of just X © T’
therefore allows us to consider the joint distribution of 7" and X ® T and match up the
jumps of the two processes. We refer to [119] for more details.

Keeping this desirable structure in our work requires some extra efforts, since the pair
(T, X ®T) lives on the direct sum of a Hilbert space and ¢, which is a very specific and
non-standard setting. This issue is tackled in Section 2.5, where we characterize Lévy

measures on direct sums of Banach spaces with different geometries. Finally, in Section
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2.6 we give a formal definition of the weak subordination as well as some explanation on
how this definition corresponds to our intuitive construction in Section 2.1.2. We then
establish the existence of the weak subordination X ® T', which is the main result of our

work, in Theorem 2.24.

2.2 Notations and preliminaries

We first collect some preliminary results and setup the necessary notations for our ex-
positions and proofs. For more details we refer the reader to [6, 94, 145, 152] for classic
treatises of probability theory and Lévy processes, [1, 146] for topics in functional analysis
and Banach spaces, and [1, 5, 85, 108, 114, 142] for topics in probability theory, Lévy
processes and their connections to the theory of Banach spaces.

Let (2, F, (Ft)i>0, P) be a filtered probability space where the filtration (F;):>¢ satisfies
the usual hypotheses of right continuity and completeness (see [145]). Let (E,| - |g) be a
separable Banach space equipped with its Borel o-algebra B(E). We will usually omit the
subscript and write | - | when the context is clear. Write E’ for the topological dual of E
and (-, -) for the duality between E and E’. When E happens to be a Hilbert space, we
identify £ with E via Riesz’s theorem and use the notation (-, -) for the inner product on
E. Write B,(z) for the open ball in £ with radius r and center x, and B := B;(0).

We first give a formal definition Lévy processes taking values in a Banach space F,
which is the the central object of our study. Note that this definition is a straight-forward

generalization of the usual definition of Lévy processes taking values in R”.

Definition 2.1. Let X = (X (¢)):>0 be a cadlag stochastic process adapted to (F); taking

values in a separable Banach space E. Then X is called a Lévy process if
a) X(0) = 0, P-almost surely,

b) X has independent and stationary increments, i.e. for any 0 < s < ¢, the increment
X(t) — X (s) is independent from F; and is equal in distribution to X (¢ — s),

c) X is stochastically continuous (in the norm of E), i.e. |X(t) — X(s)|g — 0 in
probability whenever |t — s| — 0.

Write AX (t) := X (t) — X (t—) for the jump of X at time ¢, where X (t—) := limg X ().
Let N : [0,00) x B(E \ {0}) = L°(,N) be a family of random measures defined by

Ny(dx) :== #{0 <s<t,AX(s) € d:L‘} = Z LA X (s)edas

0<s<t

where L°(2,N) is the space of random variables taking values in the natural numbers.

Then N,(+) is a Poisson random measure for any ¢ > 0 and we have N;(A) < oo a.s. for
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any t > 0 whenever A is bounded away from zero. Furthermore, there exists a o-finite
measure v on B(E \ {0}) such that for any ¢ > 0, we have

E[N(A)] = tv(4),  AeB(E\{0}).

The measure v is known as the Lévy measure of the Lévy process X.
In the finite dimensional case, Lévy measures are completely characterized by integ-
rability conditions. It is well known that a o-finite measure v on B(R" \ {0}) is the Lévy

measure of some Lévy process on R™ if and only if
/ 1A |zPv(dz) < .

However, in the Banach space setting, this condition is no longer necessary, nor sufficient.
In fact, it is known that the above condition is necessary and sufficient for a measure on a
Banach space E to be a Lévy measure, if and only if F is isometrically isomorphic to a
Hilbert space (see Theorem 2.4 in Section 2.2.1), i.e. E is a Hilbert space itself.

In finite dimensions, we usually take the above integrability condition to be the
definition of a Lévy measure. On the other hand, the definition of Lévy measures is not as
straight-forward in the Banach space setting. In fact, the properties of Lévy measures on
a Banach space E depends heavily on certain geometric aspects of E. We will introduce
some elements of Banach space theory in Section 2.2.1 which allows us to give a useful

definition for Lévy measures on Banach spaces and state the Lévy-Khintchine formula.

2.2.1 Lévy measures on Banach spaces

The characterisation of Lévy measures on Banach spaces is intimately connected to the
geometry of the underlying space, specifically to the notions of type and cotype. Let (€,),
be a Rademacher sequence, i.e. a sequence of i.i.d. random variables uniformly distributed
on {—1,1}. We recall from [86] that a Banach space E is said to have type p € [1, 2] iff
there exists a constant K, > 0, depending only on the choice of £, such that

E

n
D it
i=1

P n
< K, Z|xi‘p
=1

holds for any finite sequence x4, ..., z, of elements in . Similarly F is said to have cotype
q € [2,00] if and only if there exists C, > 0 such that

E

n
Z €;X;
=1

q n
> C, Z|$i’q
i=1

for any finite sequence xy,...,z, in F and n € N.

To compare with the finite dimensional setting, we note that if x; are vectors in R"”,
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then it is easy to show that E|[>" eixi|2 = 3", |z;|?, which is essentially a restatement
of the parallelogram identity. The above inequalities and the notion of type and cotype
can therefore be interpreted as a measure of how much (and in which direction) the
parallelogram identity is distorted in a particular Banach space.

We remark that if E' has type p and cotype ¢, by Holder’s inequality £ automatically
has type p’ and ¢ for all 1 < p’ < p and ¢ < ¢’ < oo. In particular, by the triangle
inequality we have max; |z;| < E| Y, €;z;] < ¥, |z;|, which implies that every Banach space
has type 1 and cotype co. A Banach space is therefore said to have non-trivial type if
it has some type p > 1, and non-trivial cotype if it has some cotype ¢ < co. For a more
detailed treatment on the type and cotype of Banach spaces, we refer the readers to [1].

Furthermore, the type and cotype of a Banach space are isomorphic invariants and
therefore are often used to classify Banach spaces. An important result is that a Banach
space F is isomorphic to a Hilbert space if and only if it is of both type 2 and cotype 2,
which follows from the parallelogram identity. For some common examples, we note that
every LP space over some o-finite measure space is of type p A 2 and cotype p V 2. We will

frequently use the following characterisation of types from Theorem 2.1 of [83]:

Theorem 2.2. A Banach space E has type p € [1,2] if and only if there exists a constant
K, > 0 depending only on E such that the estimate

n

> X

i=1

E

P n
< K, ) EIXP
=1

holds for all finite sequence X, ..., X, of independent E-valued random variables with

mean zero and finite p-th moment.

Recall B := By(0) denotes the unit ball on E. Finally, to define Lévy measures on E,
we let K : E x E' — C be the function

K(z,u) =@ — 1 —i(z,u)lg(z), z€FueckE, (2.2.1)

which is a generalization of the function appearing in the characteristic exponent of a Lévy

process in finite dimensions. We follow Theorem 5.4.8 of [114] and define:

Definition 2.3. Let u be a o-finite measure p on B(FE) with p({0}) = 0. Then p is said

to be a Lévy measure if and only if

/E | K (x,u)|p(dr) < oo

for all u € E' and the mapping

u exp(/E K(x,u)u(dx))
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is the characteristic function of a probability measure on F.

Recall that when E is a Hilbert space (in particular any Euclidean space R™), a o-finite
measure g on E is a Lévy measure if and only if [ 1 A |z|>u(dz) < oo (see for instance
[134]). For a general Banach space F, this condition is not necessary nor sufficient, instead,

we have some partial characterisation from [9] and [61]:
Theorem 2.4. Let E be a Banach space. Then

a) E if of type p <= every Borel measure p on E with n({0}) = 0 satisfying the

condition [ 1A |z[Pu(dx) is a Lévy measure.
b) E if of cotype ¢ <= every Lévy measure p satisfies [ 1A |z|%u(dx).

We are finally ready to state a generalization of the Lévy-Khintchine decomposition to

Banach space valued Lévy process (see for example [3] and [78]) :

Proposition 2.5. Let X be a Lévy process taking values on a Banach space E. Then
the law of X (t) is infinitely divisible for all t > 0 and there exists v € E, a covariance
operator Q) : E' — E and a Lévy measure X on E, such that the characteristic function of

X admits the decomposition
]E[ei<X(t),u)] — €t\PX(u), = E/7
where the characteristic exponent Wy of X is given by

1
Wx(w) = iy, u) = 50, Qu) + [ K(,w)X(da), (2.2.2)
where recall that K is defined in (2.2.1).

The triplet (v, @, X) is called the characteristic triplet of X and uniquely determines
the process X up to distribution.

2.3 Cone-valued time parameters

As discussed in Section 2.1.3, to define the weak subordination we need to first consider
the evaluation of a Lévy process X on a Hilbert space H at a multivariate time index
7, which we write as X (7). This object is defined in (2.3.1) and will be the focus of this
section. First, in Proposition 2.6 and Corollary 2.7 we give sufficient conditions for X(7) to
be well-defined as a random element of H. The distribution of X(7) is studied in Section
2.3.1. In Proposition 2.9 and Theorem 2.10 we show that the distribution of X(7) is

infinitely divisible and give its triplet in terms of the triplets of X and the time parameter



2.3 Cone-valued time parameters 21

7. Some technical lemmas commonly seen in the subordination literature are presented in
Lemma 2.11, and the stochastic continuity of 7 — X(7) is shown in Corollary 2.12.

Let H be a separable Hilbert space with a chosen orthonormal basis (e,),. Suppose
(X (t))i>0 is a Lévy process on H adapted to the filtration (F;), then each X, (t) :=
(X(t),e,) defines a real valued Lévy process and the series },, X,,(t)e, converges to X (t)
in probability on H (see for instance [142]).

Write Rﬂ\l for the set of all non-negative real numbers 7 = (7,,)nen, which we will refer
to as cone-valued time parameters. Using RY as an index set, we may define a stochastic

process {X(7),7 € R} via the (formal) expression:

= an(Tn)en. (2.3.1)

That is, we are evaluating each coordinate of X (with respect to the basis (e,),) at a
different time 7,,. It is not hard to see that the series is not necessarily convergent in H for
every choice of 7 € Rf , unless X concentrates on a finite dimensional subspace of H. We
therefore first give a sufficient condition for the convergence of the above series, namely

we require the sequence 7 = (7,,),, to be uniformly bounded.
Proposition 2.6. Let T > 0 and write K7 := {(Tn)n € loo, |Tn|oo < T'}.

a) Suppose X is a square integrable Lévy process, then the series (2.3.1) is convergent
in L*(Q, H) uniformly on Kr for all T > 0.

b) Suppose X is a compound Poisson process, then the series (2.3.1) is convergent

P-almost surely uniformly on Kr for all T > 0.

Proof. Write X™(7) := ¥,y Xn(7n)en for N € N, then clearly each X* is a random
variable taking values in H since it is defined by a finite sum. Let 7" > 0 be arbitrary. For
any N, M € N with N > M, we define

N
DNM = sup |XN( ) — XM(7')|2 < Z sup Xn(Tn)Q. (2.3.2)
ITI<T n=M+1I|7I<T

Clearly each D3, is a random element of H as well. To show the convergence of (2.3.1),
it is sufficient to show that Dy » — 0 in L? or almost surely as N, M — oo.

(a) We assume first that X is a mean zero square integrable Lévy martingale, then
E|X(T))? =¥, E[X.(T)]* < oo for T > 0. By Doob’s inequality,

E[D% ] < fj E[ sup X,(r,)%] <4 f: E[X,(T)*] "5 0. (2.3.3)

n=M+ T <T n=M+1

In general, suppose X is a square integrable Lévy process with mean EX (1) = y € H. Then
t — X(t) :== X(t) — tp defines a square integrable Lévy martingale. By the elementary
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inequality (a + b)* < 2a? + 2b%, we have

SUp X (7)? < 2 5Up Xo(7)? + 272 (1, )2

T <T T <T

from which we can obtain

N N
E[D} ] <8 Y E[Xu(T?]+27% Y (men)? >0, M,N = oo,
n=M+1 n=M+1

where the first sum converges to zero by (2.3.3) and the second sum converges to zero

since Y (i, €,)* = |p|? < oo by Parseval’s identity.

(b) Suppose X is a compound Poisson process. For P-almost every w € €2, the function
t — X (w,t) is right continuous and takes only a finite number (say k) of values on each
interval [0, T'], which we will denote as X (w,r1), ..., X (w,rg) for some (r1,...,7r) C [0, 7]
depending on the choice of w. Then

N N
DJQV,M S Z sup Xn('rn)2 - Z max Xn(ri)Q.
n=M4+1ITI<T n=M+1 1<i<k
Since X takes values in H, for each i € {1,...,k}, the sequence (X,,(r;)), is in £5, P-almost

surely. Therefore (maxy<;<x X, (r:))n € f2 as well and so Dy p — 0 almost surely. O

As an easy consequence of the Lévy-Itd6 decomposition (see [5, 78]), we can combine

the above two results and state the following.

Corollary 2.7. Let X be a Lévy process in H and 7 € {X,. Then

X(7) := il X (1h)en

is convergent in probability to a random variable in H.

We remark here that clearly the random variable X(7) is almost surely equal to
> nesupp(r) Xn(Tn)en, where supp(r) := {n € N, 7, # 0}.

2.3.1 Distribution and Lévy triplet

To state the distribution of the random variable X(7), we first introduce some notations.

For N € N and a sequence 7 = (7,,),, € RI}L we write 7V for the truncated sequence 7V =

Tolp<n)n. Let {(1)y, ..., (N)ny} be a permutation of {1,..., N} such that the sequence
(Taln<n) b p - q
(T(n)y )Jn<n is non-increasing, i.e. 7y, > -+ > 7). Write AToyy = Ty — Tnt1)ns

n € {1,...,N}, with the convention T(N+1)y ‘= 0. Finally let m ), be the orthogonal

projection onto the linear subspace of H spanned by {e(1)y,---,€m)x}-
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To state the distribution of X(7), we first introduce a outer product operation on the
characteristic triplet (v, @, X) of X. For N € N, define

N
™oy = Z T, €n),

nzl
N N

SN Q:= Z Z(Tz A Tj)<Q€i7 €j>€i ®€j,
i=1 j=1
N

N

TV o X : = Z ATin)x (X ° T, ")N)H\{O})’
n—1
N

Congr : = ZAT(")N/C (W(_lln) :1:) 13(7T(1 ..... n) :E>X(dx)a
TL:1

where e; ® e; is the operator = +— (z,¢;)e;. It is routine to check that 7V ¢ @) defines a
covariance operator on H, 7V ¢ X defines a Lévy measure on H and C,~,y is well defined

as a sum of Bochner integrals taking values in H.

Proposition 2.8. The law of X(7V) = SN | X,,(1,)en is infinitely divisible with charac-

teristic triplet (7% oy + Congy, ™V 0Q, 7V 0 X).

Proof. Let u € H, then (X(7V),u) = S0 )y X(n)y (Tm)y ) and we may write

N N
X)) = 3w 3 (X (T09m) = X (e )

N k N
- Z Z Un)n <X(n)N(T(k:)N) - X(n)N<T(k:+1)N)> = Z ZN -
k=1n=1 k=1

By stationarity and independence of the increments of X, (Zyx)k<n is an independent

sequence of infinitely divisible random variables with
b D
Zng =D Uy (X(nm(T(k)N) - X(n>N(T<k+1>N)) 2 (71, byt X (A7) )

n=1

Therefore X (7V) is infinitely divisible as well with characteristic exponent given by

N N
Uy (1) = D Wz, (1) = D7 A7y V(1) (T, ) (2.3.4)
k=1 k=1
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Writing 7, := (7, e,,) the first term in (2.3.5) is given by

k

N
ZA% Lk ) = D ATy Z Vi U
E—1

N N N
N
= > YUy D ATy Z Tiyn Vi Uy = (7 07, u).
n=1 k=n n=1

Similarly, writing Q;; := (Qe;, e;), the covariance term in (2.3.5) becomes

N N
> ATy AT s QT ) = Y Quiyn()n U(i) Z ATy
k=1 7,7=1 k i\Vj

al N

Z x AT Qi (n Ui Uiy = (U, (T7 0 Q)u).

Finally, observe that {# : « € B} C {z : 7, xmyr € B} so we have 1p(z) =

1g(m,. kyn) — 1(7a,. kyn®)1e(x). Furthermore, we have

K(z,mq,. pyyt) = i,y T ] W, k)T, w)lp(x)
= K(m, oy u) + (T mn w) (1s(ma, pye) — 15(2)).

Therefore the last sum in (2.3.5) is given by

N
> ATy / K(x, 7,y )X (dr)
k=1 H
N
:/HK(x,u (Z (k) Xow(ll )x >(daz)

+1 Z ATy / (@, 71, N WIB(Ta,. gy T) e (2) X (d)
k=1
= / K(z,u)(t" o X)(dx) + Crnox.
H

The characteristic triplet of X(7V) follows immediately. O

By Proposition 2.6 we have X(7%) — X(7) in probability as N — oo for all T €
ls. Then the limit X(7) is infinitely divisible as well and the characteristic triplet
(TN oy + Convgx, ™V 0 Q, 7V 0 X) of X(77) should converge to the characteristic triplet of
X (7) in suitable topologies, which is made precise by the following proposition. We note
that the expressions for 7%V ¢ X and C,~.» involve series whose summands themselves
depend on N and consequently the limits do not have an explicit expression. Nevertheless,

we can derive estimates on the limits as functions of 7 and X.

Proposition 2.9. Let (v,Q, X) be a characteristic triplet and T € (o,
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a) The sequence (TN o) is convergent in the norm of H to
TOY = hm N oy = ZTn Y, €n),
and the limit satisfies |7 o vy < |7||7|a-
b) The sequence (Conox)n is convergent in the norm of H to
Crox = A}gréo Congy
and the limit satisfies |Crox|n < |7|X(B°).

c¢) The sequence (T o Q)n is convergent in the trace norm of Li(H) to

TOQ = hmT oQ = ZTZ/\TJ><Q€Z,63>61®€]

n=1
The limit is a covariance operator satisfying |7 o Q|r, )y < |7||Q| L, (a)

d) There exists a Lévy measure 7o X on H such that

NoX

Uc :>7—<>X|Uc

holds for any neighborhood U of zero, where = denotes convergence in the topology

of weak convergence of (finite) measures. Furthermore, the limit satisfies

(1o X)(BS) < |71|X(Bf), Ve > 0.

e) Each 1 A |z|*(7N o X)(dz) is a finite Borel measure and
LAz (7Y 0 X)(dz) = 1 A |z|*(7 0 X)(dx).
Furthermore for all r > 0,

[ 1Al o X)(dx) < 7| ((1 ArX(B) + [ 1A |x|2X(dx)>.
r B
Proof. (a) is obvious since v +— >, 7,(7, en)e,, is the multiplication operator M., diagonal

with respect to (e,), with eigenvalues (7,), € lu

(b) By Theorem VI 5.5 of [134], it holds that 7%V ¢ v + C.~.y converges in the norm of
H to some limit. Since the sequence (7VV ¢ v)y is convergent by (a), we conclude that

(Cnox) Ny must converge as well. Moreover, for N € N, by the triangle inequality we have
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N
’CTNOXlH S Z AT(n)N/
n=1 z

N
<Y AT X (BC) = 1), X (B°) < [7]X(B°),

n=1
which gives the estimate |Crox|p = limy|Conox|a < |7|X(B°).
(c) Let M, N € N with M > N. Then by the definition of 7" ¢ Q, we have

M M

|TM<>Q - 7—N<>C2|L1(H) = Z Tn<Q6n76n> S |T| Z <Q€naen> — Oa

n=N+1 n=N+1
since ) is of trace class. It is routine to check that the limit 7 ¢ ) is symmetric and

positive definite. Furthermore, we have |70 Q|r,(ay = X T0Qnn < |7|Q| L, (1) < 00.

(d) By Theorem VI 5.5 of [134], for each € > 0, the measure (77 ¢ X)

measure and converges weakly to a Lévy measure on H, which we call 7 ¢ X. Since

Be is a finite Lévy
I7(1,...nyn®] < ||, for € > 0, we have
Xomy' (B =X({|ma, myz| > €}) < X(B).
We therefore have the bound
N
(T o X)( Z X 0L (BE) < Ty X (BY) < |7 X(BY),

which holds uniformly over NV € N, which gives our claimed estimate on 7 ¢ X

(e) For an arbitrary £ € B(H), N € N and € > 0, write

AN = 1A |:z:|2(TN o X)(dz),

ENBe¢

so that lim._,olimy_,o an. exists and is equal to

lim lim ay, =lim lim LA |22 (7N o X)(dx)
e—=0 N—oo €0 N—oo JENB¢
= li LA |z]* (70 X)(d
B g 1 121 (m 0 X)(de)

- /E1 A2 (r o X)(de),

where the second equality holds by the weak convergence of 7V ¢ X to 7 ¢ X on sets
bounded away from zero and the last expression is finite since 7 ¢ X" is a Lévy measure on
H. For N € N,since E—FENBS=ENB: C B,

DN,e =

N e— /1/\|:r| (N o X)(dz) /1B YA 2[2(7 o X)(dx)
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N
> Aty [ Lp@LA (X 0wy _y0)(de)
1

~~~~~
n—=

S
Il
—

.....

Lp (71, ®) = 1.(%) + Lpe(2)1B, (T(1,... 0 ).
The integrand of (2.3.6) is then bounded pointwise on H by a function f. on H given by
fi(@) = (1A L2215, (2) + (1 A )1 ge(a)

uniformly in N, and we have the bound

N
Dye < At /H Fol@) X (dz) < |7] /H Fol) X (dx).
n=1
As € — 0, f.(z) converges pointwise on H to zero (uniformly in N). Since
fu(x) < 1A Jaf? € L\(H, B(H), X),

by the dominated convergence theorem, Dy, — 0 uniformly in N. Equivalently, ay . is
uniformly convergent to the limit [ 1A |z|*(7¥ ¢ X) as € — 0. Together with the existence

of limy_, an,e for each € > 0, we conclude that the two limits commute and therefore

2 IERT .
/Em [2f*(7 0 &) (dx) = lim lim ay,
N—o00 e—0

= lim limay, = ]\}im / LA |z (7N o X)) (da),
—oo JE

which implies the weak convergence of 1 A |z)?(7V o X)(dz) = 1 A |z|*(T o X)(dz) as
N — o0, since E € B(H) is arbitrary.

By the same arguments as above, we see that for all N € N and r > 0,

[ U lal (Y o ) de) < [ fo(w) X (de)
B, H
<Irl( [, 1 lePa ) + 2B A)
By
which is uniform in N. By the weak convergence of the sequence 1 A |z|?(7" o X)(dx), the
bound also applies to the limit 1 A |z|*(7 ¢ X)(dx) and the inequality in (e) follows. [
We summarize the above results into the following theorem:

Theorem 2.10. Fix 7 € {, and let X be a Lévy process on H with characteristic triplet



2.3 Cone-valued time parameters 28

(7,Q, X). Then the H-valued random variable X(7) is infinitely divisible with characteristic
triplet (t1o~v+ Crox, 70 Q, 70 X) as defined in Proposition 2.9.

The following technical lemma is analogous to Lemma 30.3 of Sato [152], equations
(3.17)-(3.20) of Barndorff-Nielsen et al. [21], Lemma 27 of Pérez-Abreu and Rocha-Arteaga
[141] and Lemma 5.1 of Buchmann et al. [49]. These estimates will be used later on in the

Chapter to control certain integrals against the Lévy measure 7o X.

Lemma 2.11. The exists finite constants Cy, Cy, Cs3, only dependent on the triplet (v, Q, X),
such that for all T € l,

P(IX()P > 1 |r]) < Cullr| + I7?), (2.3.7)
E[|1X(7)*1x(ny<1| < Collr] + |71, (2.3.8)
'E[X(T)lxmm} < Csl7l. (2.3.9)

Proof. Let Yy and Y] be Lévy processes on H with characteristic triplets (0,0, (7 ¢ X)

and (T oy + Crox, 70 Q, (T © X)|p) respectively, then Yj is a compound Poisson process

Be)

with jumps of norm larger than 1, and Y; has bounded jumps and hence moments of all
orders. By Theorem 2.10, We have Y5(1) + Y (1) 2 X(7). Observe that

P(IX(7)|* > 1 = |7]) < P(Yo(1) # 0) + P(Yi(1)]* > 1 = |7]). (2.3.10)
Since 1 — e~ < x, we have
P(Yo(1) #0) <1 — e MBI < (76 X)(B°) < |7|1X(BY),

where the last inequality holds by Proposition 2.9 (d). For the second term in (2.3.10),
Markov’s inequality gives P(|7| + [Y1(1)]> > 1) < |7] + E[|Y1(1)]?], where the second term

is finite since Y; has moments of all orders. By the monotone convergence theorem

EYA(1), e))? + 3 Var(Vi(1), e.)

1 n=1

EV ()] en)? + f: (Cov(Vi(1))en, )

hE

E[[Yi(1)F] =

3
Il

I
M]3

Il
—

n

=|E

—

Yl(l)]|2+|COV(Y1(1))|L1(H);

where, by the definition of Yi(1), E[Y;(1)] = 7 ¢ v + Crex and Cov(Yi(1l)) = 70 Q +
[ga(z,-)(T o X)(dx). By the estimates in Proposition 2.9 (a), (b) and the inequality
(a+0)? < 2a? 4 20, the term [E[Y;(1)]]? is bounded by

EM(D)] = 2/r 09f* +2(Cr, * < (211 +2X(B°)?) 7/
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Similarly, by the triangle inequality and Proposition 2.9 (c) and (e), we have

[Cov(¥i (W), < |70 @l + [ 2 (70 ) (da)

< [rl(1Qh + X(B7) + [ Jo2¥(dr) ).
Collecting the above terms, we see that (2.3.7) holds with
Cr =1+ 20% + |QlL, + 2X(B°) + 2X(B)? + /Byxm(dx).
Next, writing 1jx (<1 = (1ys20 + Lyg=0)Ljx(r)<1, We get
E[X(r) Plixnen] < POG(1) # 0) + E[Yi ()P, 23.11)

from which (2.3.8) follows with Cy = C; — 1. Similar to the above, we have

EX(T)xmi<i]| < P(Yo(1) # 0) + BV (D 1y <],

where [E[Y1(1)1y,y<1]] < |79 + |Crox| < |7[(|7] + X(B°)). This gives (2.3.9) with
Cs = |y| + 2X(B°). O

As a consequence of the above estimates, we can show that {X(7), 7 € £ } is stochastic-

ally continuous when considered as a process indexed by (1.

Corollary 2.12. The process {X(7),T € lx} is stochastically continuous, i.e. whenever

™ — 7 in norm as k — oo, X(7%) — X(7) in probability.

Proof. Note that since each X, is a Lévy process on R, we have
|X(Tk> - X(T)P = Z |Xn(7'r]:> - Xn(Tn)‘2 2 Z ’Xn(Trlf - Tn)|2

so it suffices to show that the ¢I -indexed process {X(7),7 € ¢} is stochastically continu-

ous at zero. Let 7 — 0 as k — oco. Then
E[1A X)) =P(IX(75)] > 1) + E[[X (7)1 x (i<

< P(|X(Tk)| >1— IT'“IOO) +E[|X(Tk)|21|X(rk)\s1}
< (Cr+ Co)(I7Moe + I77[2),

where the last estimate follows from Lemma 2.11 and the constants C; and Cy depend only

on the triplet of X. Taking k — oo shows that | X (7%)| converges to zero in probability. [
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2.4 Lévy subordinators on /(!

Based on Proposition 2.6 we wish to choose subordinators taking values in the space of
bounded, positive sequences. However, since ¢1 is not separable, we begin our analysis
in a weighted ¢; space that contains £ as a subset. This is the focus of Section 2.4.1.
In Definition 2.13 we define a subordinator 7" on the positive cone of this weighted
space. Proposition 2.14 then gives the Lévy-Khintchine decomposition of 7. Once this
is completed, Theorem 2.15 in Section 2.4.1 gives sufficient conditions for T" to admit a
Lévy-1t6 decomposition in /., which is the space we wanted originally.

We remark that our choice of weighted ¢; over other weighted ¢, spaces (in particular
the Hilbert space fs) is necessary for a nice characterisation of Lévy subordinators in
Banach spaces. More precise results and discussions on Banach space valued subordinators
we refer to [138, 141, 150].

Let w = (w,), be a summable sequence of positive numbers normalized to |w|; = 1.

Define the w-weighted sequence space £ ,,:

Uy = {$ e RY, i | x| w, < oo}
n=1
endowed with the weighted ¢; norm |z|y , = Y02 |xn|w,. Then ¢4 ,, is a separable Banach
space of type 1. We first state some preliminary facts and introduce the necessary notations
on such sequence spaces. More details can be found in for instance [1].

Since w is a positive sequence, the counting measure on N is equivalent to the w-
weighted counting measure, so trivially ¢, ., = ¢s. It is then clear that the topological
dual (¢y,4)* of 41, is isomorphic to {y, and we write (z,y) = Y07, x,y,w, for the
duality pairing between ¢, and {,. The Borel o-algebra B(¢;,) coincides with the
cylindrical o-algebra generated by sets of the form {x € ¢1,, : ({(z,w1),...,(z,u,)) € A},
where uy,...,u, are elements of {, and A € B(R™). In particular, sets of the form
{z € 14,2, >0,Yn € J} where J C N are Borel measurable.

The standard basis (e,,), of £; is a Schauder basis for ¢, ,, as well, and the corresponding
biorthogonal functionals (e} ), C (¢1.,)* can be identified isometrically with the collection of
le,)

for any x € ¢,,. Therefore each e} : ¢;, — R is a Borel function, and the function

bounded sequences (w;, e, ), C lo. That is, we have the identity e} (z) = z,, = (z,w,

*

| |oo =sup,( - ,ek) : {1, — R is Borel measurable as well. This implies that sets of the
form {|z|o € A, A € B(R)} are elements of B(¢;,,). The space {, is a subspace of {1,
and the embedding (, < £,,,, is continuous, since |z|1,, < |Z|s|w|;. On the other hand,
{~ is not a closed subspace of ¢, ,, under the weighted norm.

Let ﬁiw = {x € 14,2, > 0,Yn > 1} be the cone of non-negative sequences in (y ,,.
Then Eiw is a proper cone in the sense that x € Eiw and —z € fiw implies z = 0. Since

2|10 = >, wnx, on the cone (], the norm |- |, on 7, agrees with the linear functional
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w = (Wy)n € ls. Cones with this property are called Birkhoff-Kakutani cones, see [150].
The results in [150] imply that subordinators can be defined on Birkhoff-Kakutani cones

in a similar way to the finite dimensional setting. That is, we can define:

Definition 2.13. A Lévy process process (1'(t));>o in the sequence space £y ,, is said to

be an ¢ ,,-subordinator if and only if T'(¢) takes values in ¢{,, almost surely for all ¢ > 0.

It can be shown that (7'(t)).>o takes values in ¢7,, a.s. for each ¢ if T"is (], -increasing,
i.e. we have T(t) — T(s) € {{,, for any s < t. The results of [150] imply the following

characterization of subordinators defined on ¢, ,, which is a Birkhoff-Kakutani cone.

Proposition 2.14 (Proposition 8, [150]). Let (T'(t))i>0 be a Lévy process on {1 ,,. Then T
+

s an Efw—subordinator iff there erists n € (7,

on 0, \ {0} and satisfying

and a Lévy measure T on {y,, concentrated

[, 1A lelaT(de) < oo, (2.4.1)

1,w

such that T admits a Lévy-Khintchine decomposition of the form

E[e/T0¥)] = exp{z’t(n,u> +t/+ (e’i(x,u> — 1)7‘(d:c)}, U € lo.
Zl,w

In this case, the Laplace transform of T is given by

]E[e%T(t)vU)] = exp{—t<777 u) — t/ﬁ (1 — €<x’u>>T<dl‘)}

and the associated norm process (|T'(t)]1w)e>0 @5 a real-valued subordinator.

2.4.1 Lévy-Itdé decomposition on /1

Using the results of [150], especially the Lévy-Khintchine decomposition in Proposition
2.14, we have defined a subordinator 7" on the weighted sequence space ffw. Recall
from earlier discussions that for the purpose of constructing the weak subordination, it is
necessary to define T" on the space /..

Let (T(t)):>0 be a subordinator on ¢, with drift n € ¢],, and Lévy measure 7. We
formulate a sufficient condition for the law of T'(t) to be concentrated on the sub-cone (1 .

Let Ny(dx) be the Poisson random measure associated with 7', i.e.

Ni(A) = 3 14(AT(s)), A€ B(th,).

0<s<t

Theorem 2.15. Suppose n € Efw and the Lévy measure T of T concentrates on the
subcone L1 and is finite on the set {|z|w > 1}. Then
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a) The wa-subordz'nator T admits a Lévy-I1to decomposition of the form

T(t) =tn+ xNy(dx) + lim xNy(dx), (2.4.2)
[2]oo>1 €l0 J|z|oo€(e,1]
where the first integral is almost surely equal to a sum of finitely many (L -valued

terms, and the limit is taken with respect to | - |1 4.

b) If furthermore n € £ and the Lévy measure T satisfies
/ 2| T (da) < oo, (2.4.3)
|z]oe €(0,1]

then T'(t) takes values in €1 almost surely for every t > 0.
Proof. We precede the proof with the following technical lemmas.

Lemma 2.16. The first integral in (2.4.2) is almost surely equal to a sum of finitely many

terms in (1. Furthermore, it is a.s. equal to the limit

/ xNy(dx) = lim 21y, >eNVi(d)

|| 00 >1 €l J|z|oo>1

Proof. Since T is finite on {|x|s > 1}, so is Ny(+) almost surely for each ¢, and the first
integral in (2.4.2) is a finite sum taking values in £ .

Since |z]1,, > 0 whenever |z| > 1, the function x — x1j, ,>eljz.>1 converges
pointwise to x +— xlj; 51 as € — 0. Furthermore, Tz w>eljz)oo>1 has | - |1, norm
bounded by ||1,,1}¢|..>1 which is integrable with respect to N;(dx) a.s. since NN, is a finite
measure on {|z|. > 1} almost surely. By dominated convergence the limit exists and is
equal to the left hand side. O

Lemma 2.17. The limit in equation (2.4.2) exists and is equal to

lim xNy(dx) = lim 21z, e Ni(dx).

€l0 J|z|eo€(e,1] €l0 J)z|o€(e,1]

Proof. Since |z]1, < [2]o, We have 13 e(e1] < Liafy,e0,1)- Therefore we have

2] 1,0 1> e Lalee(e1] < 1Z]1w el we(©,1)

which is integrable with respect to N;(dz) almost surely by (2.4.1). Since |z|;,, = 0 iff
x = 0, the functions z — 21y e(e) and = = 21 e(e1]1]e],.> POth converge pointwise
to the limit z — 21, ¢(0,1). By the dominated convergence theorem both limits exists

and are therefore equal. O

Proof of Theorem 2.15. (a) Since T is a subordinator on /7, by the Lévy-Itd decomposi-

1w>

tion of T on (7, we have
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T(t) =tn+ lim xN(dx), (2.4.4)

€0 Jlz|1,0>e

where the limit is taken with respect to | - |[14,. Since |21, < ||, We have || > €

whenever |z|;,, > € and therefore we have the equality

]-\ac|17w>e = ]-\a:|17w>5]-|x\oo>1 + 1|cc|17w>5]-e<|cc|oo§1'

The limit in (2.4.4) can therefore be written as

gt U 1ja), > eNe(d) + Lo}y > Ne(d)
el0 | J]z|eo>1 ’ |zloo €(€,1] ’
= zN;(dx) + lim xNy(dz),
[oloo>1 <0 Jialo€(e,1]

where the last equality holds because the first term has a limit in | - |;,, by Lemma 2.16
and hence so does the second term. This gives (2.4.2).

(b) Now suppose n € (% and the condition (2.4.3) holds. By Lemma 2.16, the term
Jiz)o>1 TNi(d) is almost surely in £1, since it is equal to a sum of finitely many terms all

taking values in 1. It remains to show that

T(t) Z:/| cled] th(dx) :lim Z AT(U)l\AT(une(e,H

40 <t

takes values in ¢ as well. Note that for € > 0, since V; is finite on {|z|» € (¢, 1]} a.s.,

the term Y o<, <; AT ()1 AT(u)|e(e,] 18 @ sum of finitely many terms with values in 1.
For z € (1, recall that the n-th coordinate z,, of x is given by z,, = € (z) = (z,w; 'e,),

where w;, ‘e, is a vector of norm w, ! in ¢ Since ( - ,w,'e,) is continuous with respect

to the norm | - |1, and the term T'(t) is obtained as a | - |, ,-limit, we can write

|T(t)‘oo = sup<lim Z AT<U)1|AT(u)|ooe(e,1]7wnlen>

Y o<u<t

=suplim Y <AT(u),w;len>1|AT(u)‘we(e’H

0 oZu<t
<lim Y AT (u)]soljaT(w) e (e
W0 g Su<t
Let F¢ : {1, — R be defined by F(2) = ||scljz|..e(e,1), then F' is obviously bounded on
(1., and belongs to L*(¢1 ., B(¢1.), T) by assumption (2.4.3). By Fatou’s lemma,

> F(AT(u))

0<u<t

E|T(t)|s0 < lim inf

= liminf ¢ |2]oT (dz) =t |z]0o T (dx) < o0,

6‘1’0 |'73‘°O€(671] |'7‘“006(071]
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where the last equality follows by monotone convergence. Therefore T(t) is a bounded

sequence almost surely and the proof is complete. O

2.5 Lévy measures on direct sums of Banach spaces

In order to define the weak subordination of X and T" on H @EIW we need a characterisation
of Lévy measure on the direct sum of spaces with different Rademacher types. This
characterisation is given in Theorem 2.18.

Let (E1, |- |g,) and (Es, |- |g,) be separable Banach spaces of Rademacher type p; and
topological dual E}, i = 1,2. Then their direct sum E; @ E5 is again a Banach space
under any of the equivalent norms |(z,y)l, := (|z%, + |y|%,)"/?, p > 1. For simplicity, we
will use |(z,y)| := |(z,y)|1 = |*|g, + |y|g,. Furthermore E; @ E5 is of type p1 A pa. We
endow F; @ F, with its Borel o-algebra generated by any one of these equivalent norms.

For z € Fy, y € E,, the maps m; : By & Ey — E; @ {0} defined by m(z,y) := (z,0)
and my : By @ Ey — {0} @ E5 defined by ma(z,y) := (0,y) are bounded linear projections

of norm 1. In particular, the function (z,y) — |z|%5, + |y|%, is Borel measurable.

2.5.1 Characterisation of Lévy measures

Now, let Z be a o-finite measure on the Borel o-algebra of a separable Banach space F.
Recall K from 2.2.1. From Definition 2.3 we recall that Z is a Lévy measure if and only if
[ | K (z,u)|Z(dz) < oo for all u € E' and the function u +— exp( [z K(x,u)Z(dz)) defines
the characteristic function of a probability measure on E.

In practice, proving Z is a Lévy measure often requires uses of the Poisson exponent
measure. We recall that for a finite measure p on a separable Banach space E, the Poisson
exponent measure e(u) generated by p (see [9]) is defined as

00 ,U*k
e(p) == e HB R (2.5.1)
k=0 "

where p*" is the n-th convolution of y and ;** := ¢y is the Dirac measure at zero. It is

known (see [114]) that e(u) is an infinitely divisible Radon probability measure with

() = exp( [ (¢ = Do) ).

The centering constant z(u) of the measure p is defined as the Bochner integral
o) =~ [ an(do)
z[<1

The shifted Poisson probability measure e;(1) generated by u is defined to be egs(u) :=
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e(p) * 05, whose Fourier transform is given by

—

es(p)(u) = exp (/E K(x, u),u(dx)),

where recall K (z,u) = '@% — 1 —i{x,u)1p(z). Now suppose p is only o-finite instead of
finite, in this case we will abuse some notation and still write ej(\u) for the above expression
whenever the integral in the exponent is well defined.

We are now ready to give a sufficient condition for a o-finite measure Z to be a Lévy

measure on £, @ Es. Define the function
K($7 Yy, u, U) = ei((x,y),(um)) —-1- Z<([L’, y): (u7 'U)>1\(m,y)|§1

for (z,y) € E1 & Ey and (u,v) € (B @ Ey)*.

Theorem 2.18. Let Z be a o-finite measure on Ey & Ey where Ey and Eo are of type p;

and py respectively. Then the integrability condition
/ 1A (Jaf + gl ) 2 (de, dy) < oo (2.5.2)
E1®E2

1s sufficient for Z to be a Lévy measure on E1 @ Es.

Condition (2.5.2) has many equivalent forms due to the fact that all £,-type norms
on F) & F, are equivalent. We will precede the proofs of Theorem 2.18 with one such

condition and a few technical lemmas.

Proposition 2.19. Condition (2.5.2) is equivalent to

Lo o + (o2, + W) | 2 (e, dy) < oc. (25.3)
Proof. We will require the following three lemmas.
Lemma 2.20. Let z,y € (0,00) and p,q > 1. Then the following holds.
a) {x+y>20} C{aP +y? > " AN} for all 6 > 0.
b) {a? +y?>1} C{oz+y>1} C{zP +y? > 277V},
o) {z+y<1}Cla?+y? <1} C{z+y <2}

Proof. (a) Since p,q > 1, the functions x +— x? and y > y? are increasing. We first suppose
x < y; the case where y < z can be handled in the same way. Clearly the inequality
r+y > 26 implies zVy > 4. Since x < y, we have (xVy)PA(xVy)? = yP Ay? < y? < 2PVyl.
Therefore, using x Vy > § we obtain P + y? > 2P V y9 > 0P A §9.
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(b) Suppose 2P +y? > 1. If both 2? < 1 and y? < 1 then z > 2 and y > y9 since p,q > 1,
sox+y > aP 4+ y? > 1 and the first inclusion holds. If on the other hand x? > 1 (resp.

y? > 1) then > 1 (resp. y > 1) so x +y > 1 as well. The second inclusion follows from
(a). (c) follows from (a) and (b). O

Lemma 2.21. Condition (2.5.3) implies Z(|(z,y)| > ) < oo for all § > 0.

Proof. The claim is trivial for 6 > 1. For § < 1, let ' := (g)pl A (%)m < 1. By Lemma

2.20 (a) we have 134 jy>6 < Ligjp4jyja>s and therefore

1
Z(l(@,y)l € (0, 1) < 5 (2 + 1" )L +pyre>oLe)1d2,

which is finite by condition (2.5.3). O

To prove Proposition 2.19, It is enough to bound the integrand in (2.5.3) with the
integrand of (2.5.2) and vice versa.
(2.5.2) = (2.5.3). Lemma 2.20 implies the inequalities 1jz1jy<1 < 1ljaprgpyre<1 and
Ligf+ly>1 < Ligprtjypes1 + Lgprjyr2e(e,1) Where € := 27P1YP2 < 1. Tt remains to bound the

integral of the second term by
Z(|z[ + JyP € (e, 1)) < /(valpl Y apr iz e(e) 42

(2.5.3) = (2.5.2). Lemma 2.20 implies the inequalities ljgpiyjypes1 < Ljg4y>1 and

Ligpr4pype<t < Ljgj+jy|<2, Which gives the bound

(2™ + Y1) Vg pare <t < (217 4+ [917) Ljaf ai<2
< (27 4 27) 1 pye + (2P + Y17 Lapyi<ts

since |z| 4 |y| < 2 implies |z|P* + |y|Pz < 2P 4 2P2, O

Lemma 2.22. Suppose p is a finite, symmetric Borel measure on Ey & FEy with bounded

support, i.e. there exists § > 0 such that u(|(x,y)| > ) = 0. Then for i = 1,2, we have

L eyl ende,dy) < Ky, [ (milay)Pade, dy)
E1®E2 E1®E2

where K, are the type constants appearing in Theorem 2.2.

Proof. Since p is a finite measure with bounded support, it is clear that egs(u) is a
probability measure with finite moments of all orders. Let |u| := |u(F1 ® Es)| and assume

without loss of generality that |u| # 0. Recalling u** := 5, we have

/’7&(1’»9)

ey (g1)(de. dy) = i AV s 9) P )™ . )
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_ Z —|u||p“| ‘

where W; are independent, identically distributed random variables with distribution 1/ |p|.
Furthermore each m;W; is symmetric and takes values in a type p; subspace of F; @& Es.

Therefore by Theorem 2.2 we have

Z g 1" |ﬂ|

n=1 (Zelm |M| )/‘m )

which completes the claim since the series in the last line sums up to 1. O]

bi S
j| <K e e
n=1 '

)P p(de, dy),

Proof of Theorem 2.18. Define the measure Z~(FE) := Z(—FE) so that Z~ 4+ Z is a sym-
metric, o-finite measure on E; & F,. Since Z is a Lévy measure if and only if Z + Z7 is
([114], p.70), replacing Z with Z 4+ Z~ if necessary we can assume Z is symmetric.

Let 2y := Z|jzy>1 and Z, := Z|‘ (za)le(t L
that each Zj, is a finite measure, so by Proposition 5.3.1 of [114] es(Z}) is the distribution

N for k > 2. By Proposition 2.19 it is clear

of a random variable, say Yj. Furthermore, since the supports of (Z}) are disjoint Borel
sets, by Proposition 5.3.2 we see that Y}’s are mutually independent and ey (2, + Z,,) is
the distribution of Y; 4 Y,,.

Note that 1 A [(z,y)]* S 1A (Jz|, + [ylE,) < 1A (|2, + |y%5), which is integrable
with respect to Z by (2.5.2). Therefore the integral fK(x, y,u,v)dZ is well-defined (see
pg.71, Linde [114]). Then by the dominated convergence theorem, we have

K(w,y,u,0)2(de,dy) = T Y [ K(,y,u,0)Zi(de, dy).
[E@EQ (,y,u,v)2(dz, dy) HOO}; o, K@y, 0 v)Z(de, dy)

Taking exponentials of both sides gives us the expression

— TL

e(Z)(u,v) = lim T ex(Z)(u,v) :JLrgoEleXpi<zn:Yk,(u,v)>].

k=1 k=1

From this it is clear that z(g)(u,v) is the c.f. of a probability measure, i.e. Z is a
Lévy measure, provided that the series >7;_; Yj converges in distribution to a random
variable. It is therefore sufficient to show that both >7;_, m Y} and >, moY) converge in
distribution as n — oo.

For 2 <1 < m, the law of >}, Y} is the shifted Poisson probability measure es(> 1%, Zx),
where 3231, 2 = 2,62 (L,

Therefore for i = 1,2 we have

1 Is a measure satisfying the assumptions of Lemma 2.22.
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m Pi
Elm > Yi :/E i, )P es(Zlp yer, 1 ))(dz, dy)
k=l 19k

which converges to zero as [, m — oo by (2.5.3) and the dominated convergence theorem.

Hence m; -}, Y converges in probability and so does >°;_; ;. O

2.6 Weak subordination

We first give a formal definition of the weak subordination in Definition 2.23, which is
a direct generalization of [49]. In Theorem 2.24 we establish the existence of the weak
subordination as defined in Definition 2.23, which shows that the construction of [49] can
indeed be extended to an infinite dimensional setting. The proof of Theorem 2.24 boils
down to showing a certain measure defined on the direct sum of Banach spaces is a Lévy
measure; this is the content of Theorem 2.26.

Suppose X is a Lévy process on a separable Hilbert space H with characteristic triplet
(v,Q, X). Let (T(t))s=0 be a subordinator taking values in £f as defined in Section 2.4 | i.e.
T is an subordinator on (1, with drift n € ¢%, and Lévy measure 7 which is concentrated

on /L and satisfies the integrability condition
/@o LA |7l T (dr) < oo (2.6.1)

Analogous to [49], we define the the weak subordination (T, X ® T') of X and T by

specifying its characteristic triplet.

Definition 2.23. A Lévy process Z(t) = (Z1(t), Z2(t)):>o0 taking values on the Banach
space (1 @ H is called the weak subordination of X and 7', which we write as Z L (T, XoT),
if its characteristic triplet (m,©, Z) is given by

m=(my,ms), ©=0dMnoQ),
Z(dr,dx) = do(dr)(n o X)(dx) + T (dr)P(X(7) € dx), (2.6.2)

where m = (mq, ms) is given by the Bochner integrals
mi =1+ /ﬁ 7P(|(r, X (1))| < 1) T(dr), (2.6.3)

my =17+ Cpox + /Z+ EX (7)1 x(ry1<a] T(d7), (2.6.4)

and 0 @ (n ¢ Q) is the direct sum of the zero operator on ¢, and n ¢ @ on H, i.e.
(0B(ne®))(1,2) = (0, (noQ)x) for any (7,x) € (I @ H. If in addition Z; is indistinguishable
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from T, the Lévy process Z is called the semi-strong subordination of X and T.

We remark that Definition 2.23 can seem quite involved upon first glance, and it is not at
all clear that it captures the concept of weak subordination we have been describing so far.
To unravel this definition, we recall the intuitive construction of the weak subordination
we presented in Section 2.1.2 and explain how it matches up with the above definition.

Recall from Theorem 2.15 that 7" can be decomposed into T'(t) = tn + S(t), where
n € ¢L and S is a pure jump subordinator on {,, with Lévy measure 7. Recall from
Section 2.1.2 that to define the weak subordination, it suffices to consider the two cases
T(t) = tn and T(t) = S(t) separately and define the process X ® T' in each case. The
weak subordination in the general case is then obtained by convolving the distributions of
the weak subordinated process defined in each case.

When T'(t) = tn, the weak subordination X ® T is defined to be the Lévy process
whose marginal distributions are equal to those of X o T'. In this case, from Theorem
2.10 we can conclude that the characteristic triplet of the process X ® T is given by
(noy+ Chox,noQ,no X). Moreover, since T is just a deterministic drift, it is clear that
the triplet of the pair of processes (T, X ® T') is given by

(107, 08 (10Q), b (7o X)), (2.6.5)

where 6y ® (n o &) is the product measure on £, & H formed by the Dirac measure dy on
l~ and the Lévy measure no X on H.

On the other hand, when 7" = S, recall that X ® T is defined to be the (pure jump)
Lévy process whose jump at time ¢, after conditioning on AT'(t), is equal in distribution
to the random variable X (AT'(t)). The Lévy measure of (7, X ® T') is thus given by

E [ > lAT(t)edrlA(XQT)(t)edaz} =K {E { > 1AT(t)€d71X(AT(t))€d:r:|AT}}

t<1 t<1

=E

Z 1AT(t)]P)(X(AT(t)) < dl’) e dr

t<1

= T(dr)P(X (1) € dz).

Since X ® T" and T are pure jump processes, the covariance operator in the triplet of
(T, X ®T) is zero. To complete the triplet of (T, X ® T), it remains to compute the

compensation term for the Lévy measure of (T, X ® T'), which can be shown to be

([ PIeXE) <0 T, [ EXONexioal T0) € o0

We have therefore obtained the characteristic triplets of the weak subordination in the
case T'(t) = tn and the case T'(t) = S(t). We recall that for the general case, the weak
subordination is defined by setting its distribution to the convolution of distributions of

X ® T in the two cases discussed above. This immediately implies that the characteristic
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triplet of X ® T" in the general case is the sum of the characteristic triplets in each case.
By summing up the triplets we described above we finally arrive at Definition 2.23.
We now present the main result of our work, which establishes the existence of the

weak subordination as defined in Definition 2.23.

Theorem 2.24. Let X be a Lévy process taking values on a separable Hilbert space and
T be a subordinator taking values on the positive cone {1 . Then there exists a unique (in

distribution) Lévy process Z taking values on I, & H satisfying Definition 2.25.

Since the weak subordination is defined via distribution, the existence of the weak
subordination is guaranteed as long as (m, ©, Z) is a valid characteristic triplet on (¥ @ H.
The semi-strong subordination is then always possible on a possibly augmented probability
space that carries the process T, see Theorem 2.1 (ii) of [49].

From Proposition 2.9 it is clear that 7o~ and Cy,, are elements of H and © is indeed a
covariance operator on ¢{,, @& H. The Bochner integrals in (2.6.3) are well-defined by (2.4.1)
and the Bochner integrals in (2.6.4) are well-defined by (2.3.9) and (2.6.1). Therefore it

remains to check that (2.6.2) defines a Lévy measure. We first give a preliminary result.

Proposition 2.25. Ezpression (2.6.2) defines a o-finite measure on EIM@H. Furthermore
the second term T (dT)P(X(7) € dx) of (2.6.2) satisfies

/g+ D TEnBX() € dr) = /g /H (7, 2)P(X(r) € da)T (dr)

or non-negative, measurable functions f : (1, ® H — R.
f g 1w

Proof. The proof can be adapted from the arguments on page 28 of [119]. We sketch the

proof here for the reader’s convenience. Let
Zo(dr,dz) = (no X)(dx)oo(dr), Zi(dz,dr) :=P(X(7) € dz)T (dT).

Note that Zj is simply the product measure on Eiw ¢ H and is therefore o-finite since
n <o X is o-finite and ¢y is finite.

By Corollary 2.12, we have X(7%) — X(7) in probability whenever 7% — 7 in ¢, as
k — oo. Let U be an arbitrary open set in H. By the Portmanteau theorem of weak

convergence (see [35]) we have
limkianP’(X(Tk) elU)>P(X(r) eU)

which implies that 7 — P(X(7) € A) is lower semi-continuous and hence Borel measurable
for all 7 € ¢f,,. By Lemma 1.40 in [94], P(X(7) € dz) is a Markov kernel from ¢, to H.
Applying Theorem 6.11 of [56] gives the claimed result. O

To prove Theorem 2.24, it remains to show the following.
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Theorem 2.26. Ezpression (2.6.2) defines a Lévy measure on (f,, & H.

Proof. Since Zj is a o-finite product measure, by Fubini’s theorem

[ 1A (el 17D Zo(dr.de) = [ 1A JePno X)(dr) < o0

o, OH H

so Zy is a Lévy measure by Theorem 2.18. It remains to show Z; is a Lévy measure as well.
Note that [7]1,m < |T|oo and 1jr, , 4jzps1 < Ljgjo4jejz>1- Then the set {|7|o +[2]* > 1} can

be written as the disjoint union
{7loe + 12> > 1} ={|T|eo > L,z € H} U {|T]oc < 1, |7|* > 1 — |T|s0 }.
For the first set, we have

Zllrle>1) = [ PIX()| € H)T(dr) = T(I7loe > 1) < 0

ITloo>1

since T satisfies (2.6.1). For the second set, by Lemma 2.11 we have

Zi(|Tloe €L |22 > 1 = |T]00) = /T <1IP’(]X(T)|2 >1- |T’00>T(d7')

S [Tloc T (d7).
[Tloo<1
which is finite by (2.6.1). This shows [ 1}/ 4[z/>1d21 < co. On the other hand, since
Lz 4irlo<t < ligj<1ljr|o<1, by Lemma 2.11 we have

SOt e racid < [ [ (o + [rlo) luicid2:

IT]e0<1

= [ EIXO e ] T + [ rBIX(0)] < 07T ()

ITloo<1
S (I7loo + I713) T (d7)
ITloo<1
which is finite by (2.6.1) and the fact that |7|% < || on the set {|7|o < 1}. Therefore

by Theorem 2.18 we conclude that Z is a Lévy measure. O]

So far we have defined the weak subordination as a pair of processes. To conclude our
work we will state the marginal distributions of the weak subordination, which can be
compared to the strong subordination X o 7. We first state some elementary properties of
the weak subordination (7, X ® T') in terms of the characteristics of 7" and X. We shall
use the same notation (-, -) for the duality pairing between Efw and /., the inner product
of H, and the duality pairing of ¢{, & H and (s & H ~ (({,, & H)*.

Firstly, from Definition 2.23, we immediately obtain the characteristic function of the
weak subordination Z 2 (T, X ©T) of X and T



2.6 Weak subordination 42

Proposition 2.27. A Lévy process Z on Eiw @ H is the weak subordination of X and T
iff the characteristic exponent V, of Z is given by

Uy ((a,u)) = i(n, a) + Vxe(u) + /ﬁ (e¥exmn(@w) _ )T (dr),

for a € b and u € H, where Vx(,) is the characteristic exponent of X (n).
Proof. Let a € {, and u € H. From Definition 2.23 and the Lévy-Khintchine formula, we
see that Z 2 (T, X ® T) if and only if

Uy ((u,v)) =i(my,a) +i{ma, u) — ;<u, (noQ)u) + /H K(z,u)(noX)(dr)

b, R 1 if(r,2), (0,0 iz |PX() € de)T(dr),
X oH

where the first two terms are given by

(ma, a) = (n, ) + /ao (r, )P(|r| + [X(7)] < 1)T (dr),

(ma,u) = (0o + o) + [ E[X(T), 0L peioya] T (A7),
and the last integral in the expression for ¥, simplifies to

/ [ei«m)(au» 1—i{(7,2), (0, w)) a1 | P(X(7) € da) T (dr)

- / XD ) YT (dr) — i [ (7 a)B(r] + X ()| < DT (dr)

oo

—i [, EIX(r), u)Lyspxioya] T(dr).

[ee]

The finiteness of all terms above follows directly from Lemma 2.11. The claim follows

from collecting the above terms and Theorem 2.10. O]

Finally, using Proposition 2.27 and setting either u = 0 or a = 0, we can easily state

the distributions of the marginal process Z; and Zj:

Corollary 2.28. Suppose Z = (Zy, Zs) 2 (T, X ®T). Then Z, 27 and Zy is a Lévy

process on H with characteristics ((,n<¢ Q, 2),

C=noy+ Cpox + /g+ E[X (7)1 x(ry|<a] T (dr),

Z(dz) = (o X)(dz) + /e  BX(7) € da)T (dr).
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2.7 Conclusion and Future Works

In this chapter we have extended the construction of the weak subordination in [49] to an
infinite dimensional setting. We have shown that for an arbitrary Lévy process X on a
separable Hilbert space and a uniformly bounded sequence of subordinators 7', the weak
subordination (T, X ® T') as defined in (2.23) always exists as a Lévy process on ¢ @ H.

The next natural step for developing the theory of subordination is of course to
construct concrete examples of it and analyse their properties. For instance, we recall
that [107] defines an infinite dimensional a-stable noise using a cylindrical Wiener process
subordinated by a one dimensional stable process. Using weak subordination and a
multivariate stable subordinator, we can construct a generalized version of the a-stable
noise. Towards this direction, we have some preliminary results suggesting that the weakly
subordinated process can exhibit very different behaviours.

Another natural class of processes to consider is the WVaG processes we discussed
in Section 1.2. An infinite dimensional version of it could be used as a high dimensional
model for a large number of assets. Besides its uses in mathematical finance, this class of
processes has some interesting theoretical properties as well, see [50].

Besides concentrating on the weak subordination itself, we may consider SPDEs
driven by weakly subordinated Lévy processes. Towards this direction we have initiated
some preliminary work with Prof. Ben Goldys. The motivation is that by using weakly
subordination we can define a rather large class of Lévy driving noises. At the same time,
we aim to have some explicit control over this general class of processes in terms of the
triplets of X and T



Chapter 3

Continuous Time Delayed
Lévy-Driven GARCH Processes

3.1 Introduction

To continue our discussions in Section 1.3, we first give a more detailed overview of the
CDGARCH process and the main results of [65, 66, 160] in Section 3.1.1. The setting of

our work will be described in Section 3.1.2.

3.1.1 The CDGARCH Process

We recall that the discrete time GARCH(P,Q) process is defined by the pair of equations

X, (3.1.1)

X,:=n+ Z BrXn—k + Z o, Xn-kZy_, nEN, (3.1.2)
k=1 k=1
subject to initial conditions X,, = z,, for n < 0, where (x,),<0 is a sequence of positive
constants. The sequence (Z,,) is assumed to be standardized white noise, i.e. uncorrelated
random variables with zero mean and unit variance. Here 7 is a positive constant, and
(Bi)i<i<p and (a;)1<i<q are sequences of non-negative constants. The process (X,,) is
referred to as the conditional variance process, since X,, = Var(Y,|F,_1), where (F,), is
the natural filtration of the process (Y, X, )n.
We now illustrate the resemblance between the discrete time GARCH process and the
CDGARCH processes of [160]. Note that from (3.1.2) we have

P Q
Xn - Xn—l =1+ (61 - 1)Xn—1 + Z ﬁan—k + Z Oéan—kzifk'
k=2 k=1

Writing Bk = fr — Lp=1}, we can rewrite equation (3.1.2) into

44
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n n P n Q
X, — Xo ::2:()( X 1 = zz:zz: k)g k'+’§::§::ak)g kzz k

i=1 i=1 k=1

Interchanging the double sums, we can rewrite the GARCH equations into

Y, = Y0+ZY Yio1), YO+Z\/>Z (3.1.3)

n+k n+k
X, X0+m7+25kZX+ZakZXZ2 (3.1.4)
-P i=1+k -Q i=1+k

Intuitively, by replacing the sums in (3.1.4) by appropriate integrals, we obtain the
CDGARCH equation (1.3.1). This intuition is made rigorous in [65, 66, 160], which shows
that after embedding into continuous time, as the time between observations tends to zero,

the solution to (3.1.4) indeed converges in a certain sense to the solution of

t
Y =Y, +/ JX_dLs, (3.1.5)

Xt_9t+/ /HUX dsp(du) +/ /UHUX d[L, L]w(du), (3.1.6)

where L, 0 are semimartingales and [L, L] is the quadratic variation of L. Here p and
v are signed Borel measures on [—p,0] and [—¢, 0] respectively. These measures arise
as the limits in a certain sense of the coefficients ()<< p, (ar)1<k<q and capture the
serial dependence of the conditional variance process. 1\/_[a1_<ing precise statements on the
convergence of the coefficients (f3;),, (cx)x to the measures p, v requires a lot of additional
notations; we instead refer the reader to [160] for the details.

Interestingly, the sufficient conditions imposed on the coefficients (ay ), and the measures
v to obtain the convergence to (3.1.6) depend on the choice of driving noises Z and L.
In particular, when L is assumed to be a continuous process, (o) is only required to
converge to v in a very weak sense, and the limit v can be any signed Borel measure with
finite variation. That is, when the driving noise L is a Brownian motion, there is very
little restriction on the serial dependence structure specified by v.

On the other hand, when the continuity assumption on L is dropped, (ay )y is required
to converge in a much stronger sense and v can only be a Dirac measure at zero. We
remark that this requirement is not explicitly stated in [160] but follows from equation
(7.8) and Assumption 7.2.1 therein. To reiterate, when L is taken to be a Lévy process, to
establish the convergence of (3.1.4) to (3.1.6), the author [160] requires the measure v to
be a point mass at zero. This is equivalent to requiring ¢ = 0 in which case the setting
reduces to the simpler case of a CDGARCH(p, 0) process.

Since the goal of our work is to study a Lévy driven CDGARCH(p, q) process as a
generalization of the GARCH and COGARCH processes, we will need to overcome this

issue in some way. We remark that while it might be possible to continue the work of
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[160] and investigate whether the sufficient conditions posed in [160] are in fact necessary
as well, we instead take a more direct approach. Observe that (3.1.6) still makes sense
as a stand-alone stochastic integral equation, even if the sufficient conditions in [160] are
not satisfied. In this case (3.1.6) might not be the limit of a sequence of approximating
GARCH processes in the sense of [160], but clearly still resembles the structure of the
GARCH process as can be seen from (3.1.2).

We therefore take equation (3.1.6) as a starting point of our analysis. Essentially, we
are treating the CDGARCH(p, ¢) process defined by (3.1.6) as a stand-alone process of
interest rather than a limit of discrete time GARCH processes. In doing so however, we
can no longer rely on the results of [160] to obtain the existence and uniqueness of a
solution to (3.1.6). Instead we have to establish the existence and uniqueness of a solution
directly from (3.1.6) without the use of an approximating sequence of GARCH processes.

We now give a formal description of the setting of our work.

3.1.2 Our Setting

Let p,g > 0 and put r := pV q. Let (Q,F,F = (F)>—r, P) be a filtered probability
space that satisfies the usual assumptions (see [145], page 3). Let ¥ be a Fy-measurable
non-negative random variable and (®)uc[—(pvq),0) Pe a non-negative adapted process.

In this chapter, we will study the CDGARCH(p, ¢) equation

t
Y, =Y +/ JX. dL,,
t 0 0

0 rttu 0 rt+u
X, =6, + / / Xodsp(du) + / X d[L, Llw(du), t>0,
—pJu —q Ju+

with initial conditions Yy = ¥ and X,, = ®,, for u € [—(p V ¢),0]. We assume L is a Lévy
process adapted to F and [L, L] is the quadratic variation process of L.

Following the settings of [66, 65, 160], we recall that p and v are signed Borel measures
supported on [—p, 0] and [—g, 0] respectively. Although in theory they could be chosen
almost arbitrarily, in our work we assume that they have specific forms that resemble the
GARCH process. The measures p and v are assumed to have point masses at zero and
are absolutely continuous with respect to the Lebesgue measure on [—r,0). We remark
that these choices are in fact natural extensions of the constraints of the original GARCH
process. Specifically, we assume that there exist positive constants c,, ¢, and nonnegative,
continuous functions f,, f, supported on [—p,0] and [—g, 0] respectively, such that for any
Borel set E € B(]—r,0)), we have

W(E) : = /E g ) = e, o(E), (3.1.7)

V(E): = /E gy P+ o (B) (3.1.8)
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The stationarity of GARCH processes depends on the size of the coefficients, in fact,
usual weak stationarity constraints effectively require 51 <0, Bk: € (0,1) for k # 1 and
ag € (0,1) for all k. Our assumptions on p and v, including the signs of the constants, are
analogous to these constraints. It will be shown that analogous to the GARCH process,
the stationarity of the CDGARCH process depends on the relative sizes of ¢, c,, f, and
fv. Furthermore, it is known that the GARCH process exhibits mean reverting behaviour.
This feature is retained in our setup; it will be shown that the constant —c, captures the
effect of mean reversion.

Finally, to specify the process (6;); in (3.1.6), we first introduce some notations. Let
Diap) = P([a,b]) (resp. Dy,4)) be the space of cadlag functions (resp. processes) on
la,b] € R and write Z := Z|_,q and D := D_, . Given an initial process ®. € I, we
extend it to D[_, ) by setting ®; = @y, for all £ > 0. Fix a positive constant 1. Throughout

the paper we will assume 6 takes the form
O := @y + ntlgo0y(t), te€[—r,00). (3.1.9)

We note that this choice is completely analogues to the nn term in (3.1.4).
We finally remark that our setting is general enough to include the earlier models we
discussed in Section 1.3. When p = ¢ =0, ¢,,¢, > 0, and 6, = Xy + ntl o) (t), equation

(3.1.6) reduces to a stochastic differential equation
dXt = ndt — CMXtdt + C,/Xt_d[L, L]t, t> 0, (3110)

which (after a reparameterization) is the SDE specifying the COGARCH process (see [100)]
Proposition 3.2). On the other hand, taking L to be a Brownian motion, it is possible to
define a similar pair of SFDEs that generalizes Nelson’s diffusion and Lorenz’s limit.
The rest of the chapter will be organized as follows. Section 3.2 collects some preliminary
material on Lévy processes and stochastic integrals. Section 3.3 establishes the existence,
uniqueness and positivity of a solution to (3.1.6). Since (3.1.6) is rather difficult to work
with, we derive a more convenient representation of the solution to (3.1.6). Using this we
can study sample paths of the process, and characterize its jumps and mean reverting
behaviour. Section 3.4 studies the second order behaviour of the CDGARCH process. We
give conditions for the process to be stationary and derive an equation for the asymptotic
mean and covariance function. The behaviour of the CDGARCH process is shown to
be similar to the discrete time GARCH process. Finally, the proofs in this chapter are

collected in Section 3.5.
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3.2 Preliminaries

We first collect some preliminary results. We follow Jacod and Shiryaev [89], Protter [145]
for semimartingale theory, Applebaum [6] for Lévy processes, and Diekmann, van Gils,

Lunel, and Walther [62] for deterministic delay differential equations.

3.2.1 Driving Lévy Process

Let r := pV ¢ > 0 and suppose we have a filtered probability space (Q, F,F := (F;)i>—r, P)
that satisfies the “usual conditions” (see Definition 12, [89]). Given a stochastic process Z,
we write 0(Z) 1= (0{Z,,u < t});>_, for the natural filtration of Z.

Let (My)i>—, be a cadlag, adapted martingale with respect to F. We follow Protter
[145] and call M a square integrable martingale if E[M?] < co for every t > —r. For a
process Z with finite second moments, i.e. E[Z?] < oo for all ¢, write [Z] := [Z, Z] (resp.
(Z) :=(Z,Z)) for the quadratic variation (resp. predictable quadratic variation) process
of Z. Let L*(Z) be the set of all predictable processes H such that the integral process
H? - (Z) is integrable, i.e. E[fT H2d(Z)] < oo for each fixed T. The following lemma
follows from Theorems 1.4.31 - 1.4.40 of Jacod and Shiryaev [89].

Lemma 3.1. Let Z be a semimartingale and suppose H is cadlag and predictable. Then
the integral process H - Z is a cadlag, adapted process. If furthermore Z is a square

integrable martingale and H € L*(Z), then H - Z is a square integrable martingale.

We assume that the space (2, F,F,P) supports a cadlag, F-adapted Lévy process
(L¢)¢>—r, such that L_, = 0 a.s., L is stochastically continuous and for all —r < s <t < o0,
L, — L, is independent of Fy and has the same distribution as L; ;.. Put Ry := R\ {0}
and write B(Ry) for the Borel sigma-algebra on Ry. When U € B(Ry) with 0 ¢ U, write

NtU):= ¥ 1,5(AL), t>0

—r<s<t

for the Poisson random measure on B(0,00) x B(Ry) associated with (L;);>_, and
write I, (U) := E[N(—r + 1,U)] for the corresponding Lévy measure on B(R,). Write
N(dt,dz) := N(dt,dz) — II,(dz)dt for the compensated Poisson random measure.

Recall that a Lévy measure I always satisfies fp (1 A2*)L(dz) < oo. Throughout the
chapter, we will also assume that II;, has finite second moment and L is centered, so that
(L¢)t>_, is a square integrable martingale with respect to I, i.e., E[L;] = 0 and E[L?] < oo
for all t > —r. The characteristic function of L, is given by the Lévy-Khintchine formula

. 1 ;
E[GWLt} — exp{(t + 7") <_20.%u2 + (eluz —1— ZUZ)HL(dZ)> }, u e ]R>

Ro

where o7, > 0. Furthermore, the Lévy-Ito decomposition of L gives
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t .
L, =o0.B; +/ / zN(dz,ds),t > —r, (3.2.1)
—r JRg

where (By);>_, is a standard Brownian motion with respect to F, having B_, = 0, a.s.

The quadratic variation process S := [L, L] of L is the subordinator
Sy =07 (t+r) —|—/ /R N(dz,dt), t> —r. (3.2.2)
0
Put ky := E[S_, 1] = 0} + [g, 2’1 (dz) < 0o, so that the process (S))i>_r defined by
Sy = S; — ralt +7) / /]R N(dz,dt), t> —r, (3.2.3)
—r IRy

is a martingale with respect to F (see [6], Theorem 2.5.2). If furthermore L has finite
fourth moments, then ry := E[S?, +1) < oo and S is a square integrable martingale, with

predictable quadratic variation process d(S); = kqdt.

3.2.2 Delay Differential Equations

Consider the deterministic functional differential equation

G0 = [ et uutdn), 120, (3:2.4)

with initial condition z|[_, g = ¢ for some ¢ € Z. Here p is a signed Borel measure with
finite total variation on [—r, 0]. For each initial condition ¢ € 2, there exists a unique
solution t — xz(t,¢) on [—r,00), i.e. z(u,¢) = @(u) for all u € [—r,0], t — z(t,p) is
continuously differentiable on (0, c0), and (3.2.4) holds on (0, c0). The asymptotic stability
of this solution as t — oo is governed by the roots of the so-called characteristic function

A : C — C of pu, defined as

Alz):=z—ji(z) =2z — o e u(du). (3.2.5)

Let z(-,¢) be a solution to (3.2.4) and fix any A € R such that A(z) # 0 on the line
Re z = A. Then [62] gives the following asymptotic expansion of t — x(t, ):

n

x(t, p) = ij(t)ezjt + o(e’\t), t — oo, (3.2.6)
j=1
where z1,..., 2, are finitely many zeros of A(z) with real part exceeding A, and p;(t)

is a C-valued polynomial in ¢ of degree less than the multiplicity of z; as a zero of
A(z). In particular, it’s clear from (3.2.6) that if A(2) is root free in the right half-plane
{z|Re z > 0}, then the zero solution is asymptotically stable, that is, all solutions z(-, ¢)



3.3 The Solution Process 50

of the functional differential equation (3.2.4) converge to the zero solution exponentially

fast as t — oo.

3.3 The Solution Process

We first establish the existence and uniqueness of a solution to (3.1.6) in Section 3.3.1.
We show that this solution satisfies a stochastic functional differential equation which is
easier to work with than the original formulation (3.1.6). Using this new formulation we
study the jumps of the solution in Section 3.3.2 and establish the positivity of the solution.

All proofs and supporting lemmas are deferred to Section 3.5.

3.3.1 Existence and Uniqueness

We first specify the space on which we are solving equation (3.1.6) and define the notion
of a strong solution. Given a stochastic process (Z;) € D, ), define Z; := supy <, | Zs|

and Z* := sup,sq |Zs|. Let (| - |¢)¢>—r be a family of semi-norms given by

1/2
Z|e == |Z] |20y = (E[ sup |Zs\21> . (3.3.1)

SE[—r,t]
We denote by 82 the class of cadlag processes with finite ||; for every t > —r.

Definition 3.2. A stochastic process X = (X)i>_, adapted to F is called a strong
solution to equation (3.1.6) with D-valued initial condition ® if X belongs to S?, satisfies
Xl=ro = ®, and the equation (3.1.6) holds for all ¢ € (0, 00). We refer to this solution X
as the CDGARCH(p, ¢) variance process.

The following set of conditions ensures (3.1.6) has a unique strong solution in the sense
of Definition 3.2.

Assumption 3.1.
a) The initial process ® € D is adapted to o(L), with |®|y < oc.
b) The process S as defined in (3.2.2) is square integrable, i.e. E[L}] < oo.

Here we remark that (b) of Assumption 3.1 does indeed seem very strong for the
purpose of obtaining a solution to the equation. However, it is necessary since we are
interested in the second order properties of the solution. The following theorem establishes
the existence and uniqueness of a solution to the CDGARCH equations. To the extent of
our best knowledge, the form of the CDGARCH equation is not covered by any existing

results in the literature, hence we include a proof for the following results.

Theorem 3.3. Suppose S and @ satisfy Assumption 3.1. Then
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a) There exists a unique strong solution X to (3.1.6) with initial condition ®.

b) For all a € ]0,2], the function t — E[|X;|*] is finite valued and cadlag.

We note that the equation (3.1.6) is rather difficult to work with. To obtain a more
convenient expression for the solution to (3.1.6), we first introduce some notations. Recall
the functions f, and f, from (3.1.7). Let F,, F, : R* — R be functions defined by

Fu(t,s) == / fulw)du, F(t,s) = / £, (u)du. (3.3.2)
[=pV(s—t),sN0] [—qV(s—t),sN0]

Then F, and F, are known as Volterra type kernels on R?, i.e. F(t,s) =0 for all s > ¢.
Finally, we define a stochastic process (Z(X)¢)i>0 by

[1]

(X), :_/[ }F#(t,s)Xsds—i—/( F(t,s)X,_dS,, t>0. (3.3.3)
_p’t —

q,t]

The process =(X) is known in the literature as a convoluted Lévy process; we will discuss
this connection in more detail in Remark 3.6. We first present some elementary properties
of the functions F},, F, and the process Z(X).

Proposition 3.4. Suppose the functions f, and f, are non-negative and continuous on

[—p, 0] and [—q, 0] respectively. Then
a) The kernels F, and F, are non-negative Lipschitz continuous functions on R?.

b) The process (2(X)¢)i>0 has locally Lipschitz continuous sample paths. Furthermore,

it is differentiable at Lebesque almost every t > 0 almost surely, with derivative

d

0 0
§00), = < E(X), = [ Fule) X+ [ S XS (3.3.4)

Using F),, F, and =(X), we can express X as a stochastic functional differential equation

driven by the quadratic variation process S.

Theorem 3.5. Let X be the unique strong solution to the CDGARCH(p,q) variance
equation (3.1.6), with parameters specified in (3.1.9), (3.1.7) and driving noise S defined
in (3.2.2). Then the process X satisfies the stochastic (Volterra) integral equation

t t
X = X, +/ (- cuX.)ds + c,,/ X, dS, +Z(X),, t>0, (3.3.5)
0 0+
which can be rewritten into a differential form
dX, = (n — e, Xy + §(X)t)dt + e, X, dS;, t>0, (3.3.6)

with initial condition X, = ®, on [—r,0]. In particular, X is a semimartingale and has

paths of finite variation on compacts sets.
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We note that equation (3.3.6) is of a form commonly seen in the literature while
the original CDGARCH equation (3.1.6) is more difficult to deal with. Furthermore,
from (3.3.6) it is clear that the CDGARCH(p, ¢) process is a direct generalization of the
COGARCH process. Indeed, without the term &(X),, the equation (3.3.6) is exactly the
SDE for the COGARCH process (3.1.10). We can therefore interpret the CDGARCH(p, q)
process as a COGARCH process with an extra delay-type drift coefficient &(X);.

Since the coefficient £(X); depends on the paths of both X and S, the CDGARCH
process (X;); clearly is not a Markovian process. A common technique in the literature to
deal with delayed equations like (3.3.6) is to “lift” the solution X up into a functional space
so that it becomes Markovian, for instance, see [147]. We do not pursue this direction
further in our work. A few remarks are in place to discuss (3.3.6), the process =Z(X) and

its connections to the literature.

Remark 3.6. a) The stochastic process t — Z=(X); in (3.3.3) is an example of a
convoluted Lévy process, studied in [32]. In fact, with a different choice of kernel, the
process =(X) could be a fractional Lévy process considered in [30, 31] and [126]. A
recent work [88] also considered a similar process with convolution type kernels and

Brownian driving noise, with applications to modeling asset volatility.

b) The process £(X) has been studied in [22] (and in multiple related works by the
same group of authors) over the past few years to model stochastic volatility and
turbulent flows. In particular £(X) is referred to as a volatility modulated Lévy driven
Volterra (VMLYV), or more specifically, a Lévy semi-stationary (LSS) process in [23].
Furthermore, these processes are special cases of a much more general class of objects
called Ambit fields. We refer to [22] and [143] for surveys of relevant results.

Finally, we observe from (3.2.2) that the Brownian component of L appears in the
quadratic variation process S as a positive drift o% (¢ + r). From (3.3.4) and (3.3.6), it
is clear that we could absorb this drift into the constant ¢, and the function f,. That
is, by replacing ¢, with ¢, — o%¢, and f, with f, + o7 f,, we can assume without loss of

generality that 02 = 0 and S is a pure jump Lévy process.

3.3.2 Sample Path of the Solution

We now focus on the path properties of the CDGARCH(p, ¢) process X. The jumps of X
are shown to exhibit similar behaviours to those of the COGARCH process, however the
behaviour of X in between jumps is more complex and interesting. Furthermore, we will
show that X stays positive and is bounded away from zero, which is to be expected since
X is the conditional variance process of the process Y.

We will first focus on the case where the driving noise L is a compound Poisson process.

In general a pure jump Lévy process L could have infinite activity, i.e. L could have
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infinite number of jumps in any compact time interval. In the literature of Lévy processes
it is standard to truncate the small jumps of L and approximate L using a sequence of
compound Poisson processes which have finite activity, see [6, 152]. In Section 3.3.3 we
will show that this approximation can be carried over to the solution of (3.3.6) driven by
L as well. More specifically, we define a sequence (L"), of compound Poisson processes
approximating L and show that the solution to (3.3.6) driven by L™ converges in a fairly
strong sense to the solution (3.3.6) with L being the driving noise.
We start with the path properties of X.

Proposition 3.7. Let (L;)i>o be a compound Poisson process, i.e. o, =0 and the Lévy
measure 11y, is a finite measure. Let —r < Ty <17 < ... be the times of jumps of L and
(ALt)¢>—r be the sizes of those jumps. Then

a) The jumps of X are driven by the jumps of S = [L, L] and

AXt = CVXt,ASt = CVXt,(ALt)Z, t Z —T.

b) Suppose f,(—q) =0, then on each [T,,Tn11), the process £(X) is continuous and X

is continuously differentiable, with derivative given by

d

X =0 X +E(X)e, ¢ € (T Tir).

Furthermore, when p > 0 and g = 0, between two consecutive jump times, the process

X satisfies the deterministic differential equation

d

0
Xy == X, +/ Ful) Xpsudu, t € (T;,Tjs). (3.3.7)
-p

In the case p=q =0, i.e. when X is a COGARCH process, X decays exponentially

between its jump times, and we have a closed form solution

X = ﬂ + <XTJ'+ - n) eicu(tiTj)a te (Tja TjJrl)'
Cy Cy

From (a) of the Proposition it is clear that the jump structure of X is the same between
the COGARCH process and the CDGARCH(p, ¢) process. However, the behavior of X
in between jumps is very different. We illustrate these differences by simulating sample
paths of the CDGARCH(p, ¢) processes of different orders via a simple Euler scheme.

For clarity we set L to be a compound Poisson process with unit intensity and jumps
equal to £1 with equal probability. The top figure in Figure 3.1 shows a simulated path of
L. The processes below are the COGARCH (or CDGARCH(0,0)), the CDGARCH(p, 0)
and the CDGARCH(p, ¢) variance processes respectively, driven by the same realization
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of L. The horizontal lines are the theoretical stationary means of the variance processes,
computed in Section 3.4. The delay functions f, and f, are chosen to be exponential, and
comparable parameters are chosen between all three processes.

For the COGARCH process, i.e. when p = g = 0, the process X is deterministic
between jumps and decays exponentially. In the CDGARCH(p, 0) case, the process X
follows a deterministic differential equation (given in Proposition 3.7) between the jumps of
the driving noise L, but the decay towards the baseline level is slower than the exponential
function, indicating a longer memory effect.

In the case p,q > 0, the process X is no longer deterministic between jumps; instead
it is a continuous process of finite variation that depends on {X,,u € [T — p,T}|} as
well as {AS(u),u € [T; — ¢q,1;]}. For the particular realization shown below, X is in
fact increasing immediately after a jump, then starts decaying towards the baseline level.
Depending on choices and sizes of f,, it is possible to have a range of different behaviors

between jumps.

Driving Lévy process L
T

S R

1 1 | 1 1 L | =)
[}
a5 955 a6 Q6.5 a7 a7.s5 a8 98.5 a9 20.5 100

CDGARCH(0,0) variance process X
ass T T T T T T

05 t + | | 1 | | l | Y
a5 a55 a6 Q6.5 ar ars a8 985 ag Qa5 100

CDGARCH(p,0) variacne process X
T T T

Figure 3.1: simulated paths of CDGARCH processes with different orders

In comparison to the COGARCH process, the CDGARCH(p, ¢) process decays signi-
ficantly slower in between jumps. This is a behaviour shared by higher order GARCH
processes as well in comparison to the GARCH(1,1). In this sense, the CDGARCH(p, q)
process does a better job at capturing high order delays than the COGARCH process.
From Proposition 3.7 it is clear that for the COGARCH process, the rate of decay is

controlled by the constant c,, which can be interpreted as the speed of mean reversion. In
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the CDGARCH(p, 0) process, beisdes of the decay rate c,, there is an additional upward
drift whose size depends on f,, as well as past values of X. As will be shown, the constant
¢, needs to be large enough relative to f, for the process X to behave nicely.

The simulations in Figure 3.2 illustrate the behaviour of X around each jump. We
can also simulate the CDGARCH process over a longer period of time using settings
reminiscent of real financial data. Figure 3.2 shows a simulated sample path of the driving
noise L, the return process dY, the CDGARCH process Y and its volatility process v/ X.
Here L is set to a compound Poisson process with high intensity. We note that the
CDGARCH(p, q) process exhibits many of the features of the GARCH process, including

volatility clustering and the persistence of volatility.

Driving Lévy process L
T

[} 1000 2000 3000 4000 5000 000 7000 8000 2000 10000
Return process dY
T T T T T T T
20 an
0
20
1 1 1 1 1 1 1 L L
a 1000 2000 2000 4000 5000 6000 7000 8000 2000 10000

L
a 1000 2000 3000 4000 5000 6000 7000 8000 9000 10000

Figure 3.2: Simulated paths of the processes L, dY, Y and X

Finally we give conditions for X to remain positive.

Proposition 3.8. Let S be a compound Poisson process satisfying Assumption 3.1(b) and
X be the unique solution to (3.3.6) driven by S. Suppose n >0, ¢, > |fu.|o1 and

X,>2 = — 50, Vue[-r0. (3.3.8)

B cu — | fulr

Then X; > x~ for allt > 0, i.e. X is positive and bounded away from zero
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3.3.3 An Approximation Result

Our analysis in the preceding section is carried out under the assumption that L is a
compound Poisson process. We now relax this assumption by showing that the general
case can be well approximated by this special case.

Without loss of generality we suppose L is a pure jump process in which case

So= 3 (AL (3.3.9)

—r<s<t

For each n € N, define the approximating process S™ by

—r<s<t

Then (S™), is a sequence of compound Poisson processes satisfying S;* < S, for all n € N

and t > —r. For each n, we will consider equation (3.3.6) driven by S™:
dX] =b"(X")dt + ¢, X[ dS}, (3.3.11)
where the drift coefficient 0" : R, x R x  is defined as

VU(H), =1 — ¢ H, + /t fulu— O Hodu+ [ fo(u—t)H, dS".
t—p t—g+
Applying Theorem 3.3, we see that equation (3.3.11) has a unique solution X™ in §? for
each initial value ® satisfying Assumption 3.1a. Similar to the definition of 0", we will
write b for the drift coefficient of (3.3.6) driven by S. The main result of the current
section is to show that X™ converges to X in the following sense. We recall from [145] that
a sequence of processes (H"),, converges to H uniformly on compacts in probability (ucp)
if for each t > 0, the sequence sup,, |H}' — H,| converges to 0 in probability as n — ooc.
We will need the following approximation results on the drift term of the equation. Let

(Ui)i>0 be the (finite and increasing) process given by
U i= e+ | fulor + (1ol + £2(0)) 57 (3.3.12)
Proposition 3.9. Let X and (X™)nen be the unique solutions to (3.3.6) and (3.3.11).

a) For each t >0, S™ converges to S in |-|y and hence in ucp.

b) The drift coefficient b is functional Lipschitz (page 256, [145]) with Lipschitz process
(U,); defined in (3.3.12). That is, for every Y and Z in 82, we have

B(Y); — b(Z),| < UsuplYs — ZiJ, Vi >0.
s<t
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Furthermore, for all n € N, b" is functional Lipschitz with the same U.

c) For each t > 0, the process b™(X) converges to b(X) in |-|; and hence in ucp.

We are now in a position to state the approximation result, which allows us to extend

Proposition 3.8 to a general driving noise .S.

Theorem 3.10. Let S and (S™),, be given by (3.3.9) and (3.3.10). Let X and (X"), be
the solutions to (3.3.6) and (3.3.11). Then as n — oo, X" converges to X in ucp.

Corollary 3.11. Proposition 3.8 holds for any S of the form (3.3.9) satisfying Assumption
3.1b. In particular, suppose n > 0 and ¢, > |f.|p1, then for each t > 0, X, is positive and
bounded away from zero by x~ defined in (3.3.8).

3.4 Moments and Stationarity

We switch our attention to the second order structure of the process X and compare to
the results of [100]. Observe from (3.3.6) that ¢, can be interpreted as the speed of mean
reversion and acts as a negative drift in the SDE (3.3.6). On the other hand, the constant
¢, and the functions f,, and f, all contribute to the positive drift in (3.3.6). Intuitively,
the value of ¢, has to be large enough to balance out the effects of ¢,, f,, f, and keep the
solution X from exploding. The following result shows that when ¢, is large enough, the
solution X is in fact uniformly bounded in L' or L2
Recall 7 from (3.1.6). Let Cf",Cy,Cy, C5 be given by

Cf =c, — kac, & (|fM\L1 + FéQ\fVILl),
1
Cy = ¢, — Facy — 5/@40,2, + <’fu’L1 + /€4lfu\L2)-

Proposition 3.12. Suppose Assumptions 3.1 hold and X is a positive solution to (3.3.6).

a) Suppose E[Xo] < oo and Cy > 0, or equivalently,
Cu > KoCy + |f,u|L1 +l€2|fl,|L1. (341)

Then X is uniformly bounded in L' with sup, E[X;] < 2n/C] + E[X,|C{ /CT .

b) Suppose E[XZ] < oo and Cy > 0, or equivalently,
Loy
Cu > Kol + Sfiacy + [ fulpr + Kal folrz. (3.4.2)

Then X is uniformly bounded in L? with sup, E[X?] < (77/02_)2 +E[X3]Cy /Oy .
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3.4.1 The Moment Processes

Let m be the mean function of X, i.e., m(t) := E[X}], t € [—r, 00). Write ¢(-) for the mean
function of the initial segment ®. For ¢t > 0, define the segment process my : [-r,0] = R
of the process m as m)(u) := m(t + u),u € [—r,0]. For notational simplicity, we will
from here onwards write ¢y := ¢, — kac, and f := f, + ko f,. We first show that the mean

function of the process X satisfies a deterministic delayed differential equation.
Proposition 3.13. Suppose Assumption 3.1 is satisfied. Then

a) The mean function m is finite-valued, continuously differentiable on (0,00), and

satisfies the (deterministic) functional differential equation

jtm(t) =1 —com(t) + ' m(t +u)f(u)du, t>0, (3.4.3)

with the initial condition m(u) = (u) for u € [—r,0].

b) The mean function m also satisfies the renewal equation
t
m(t) = / C(t — wym(u)du + h(t), t>0,
0

with initial condition m(0) = ¢(0). The convolution kernel C is given by

tAT

C(t) = —col(p,00)(t) + ; f(—u)du, te[0,00), (3.4.4)

and the forcing function h : [0,00) — R is given by

h(t) = m(0) + /t C(u)du + /OT(C(t +u) — ¢(u)) (m(o)(—u) + 77) du.

e

¢(r) Jo ¢(r)
Recall that X is said to be mean stationary if m(t) = M for all ¢ > 0 for some M > 0

and X is said to be asymptotically mean stationary if m(t) — M as t — oo. Using

Proposition 3.13, we can show that condition 3.4.1 is in fact necessary and sufficient for

the mean stationarity or asymptotic mean stationarity of X.

Theorem 3.14. Suppose Proposition 3.13 holds so m(t) satisfies the functional differential
equation (3.4.3) with some positive initial condition ¢ € 9. Then

a) The mean function m converges to a (positive) limit M exponentially fast as t — oo,
if and only if co > |f|1. If it exists, the limit M is equal to

_
M‘%—mr (3.4.5)
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b) The process X admits a stationary (positive) mean, i.e. m(t) = M for all t € [0, c0),
if and only if co > |f|r and o = M on [—r,0], where M is given by (3.4.5).

Recall that c,,c,, f,, f, are in our case analogues of the coefficients of the GARCH
process. Keeping this in mind it is easy to see that the necessary and sufficient condition
(3.4.1) for mean stationarity and the formula 3.4.5 for the asymptotic mean are exact
analogues of the discrete time GARCH process, see [116].

The second moment of the process X involves the term E[X ftt_q + X fu(5)dSs], which

in general cannot be computed easily. However, we can formulate some asymptotic results.

Theorem 3.15. Suppose condition (3.4.1) is satisfied so that E[X,] — M as u — oc.
For every t > 0 and F;-measurable random variable Z with E[Z?X?] < oo, we have
E[ZX,] = ME[Z] exponentially fast as u — oo.

The asymptotic behavior of the covariance function Cov(Xy, X;y,) of the process X is

an immediate corollary to Theorem 3.15 by taking Z = X;.

Corollary 3.16. Suppose X is asymptotically mean stationary and has finite fourth
moments. Then for every t > 0, the covariance function Cov(Xy, Xi1,) tends to zero

exponentially fast as u — oo.

We finally look at the properties of the price and return processes under the CDGARCH
model. Recall the price process Y; = Yy + [3 +VXs_dL,,t > 0, and define the return

process (fft)bl by YV, =Y, - Y, = ftt_1+ VX,_dLs.

Corollary 3.17. Let (X,); be the solution to (3.3.6) and Y,Y be defined as above. Suppose
X is mean stationary, with mean M defined in (3.4.5).

a) The return process Y is covariance stationary, with zero mean and auto-covariance
function given by COV(YQ, Y/Hu) = E{ﬁfftﬂ} = rkoM(1 —u),.

b) Suppose Y has finite fourth moments. Then for anyt > 1, the squared return process
(Y2)is1 satisfies Cov(Y2,Y2,) — 0 exponentially fast as u — co.

We note that a stochastic process H with the property that Cov(Hy, Hy,) — 0
exponentially fast is said to have short memory, see [126, 130, 151] and the references
therein. From Corollary 3.16 and (3.17) we see that that the CDGARCH process indeed
has short memory, just like the discrete time GARCH process.

3.5 Proofs

3.5.1 Existence and uniqueness of the solution

We first introduce some notations. Given a signed measure p on a measure space (F, ),

we denote its corresponding total variation measure |u| by |p|(E) = sup, > aex |14(A)], for
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all E € ¥, where the supremum is taken over all ¥-measurable partitions 7 of E. We also
denote the total variation norm of u as || := |ul|(.S).

Let p and v be signed Borel measures on [—r, 0] with finite total variations and S be
a cadlag, adapted process with paths of finite variation. Recall 6 from (3.1.9) and ||
from (3.3.1). We can write the variance equation (3.1.6) as X; = 6; + R(X);, where R is

a linear map on & given by

0 t+u 0 t+u
R(Z), = / Zodsp(du) + Z._dS.(du), t>0, (3.5.1)

—rJu —r Ju+

and R(Z), = 0 for all v < 0. Using Lemma 3.1, it is easy to see that R(Z) is cadlag and

adapted, whenever 7 is cadlag and adapted. We first obtain some norm estimates on R:

Lemma 3.18. Let (H;);>_, be a process in 8%, as defined in (3.3.1). Then, under
Assumption 3.1, for all T > —r,

T
R(D)G < Kr [ E[H2]ds < Ky |HE,

where Kr = 2(|u|? 4 2k2|v|?)T + 16k4|v|* < 00 and K} = K7(T +r) < oo.

Proof. For notational convenience, we will define the semi-norm

1/2
| Z| [0, = <E[sup |ZS|2]> )
s€[0,t]

Since R(H), = 0 for u < 0, by the inequality (a + b)?* < 2a® + 2b?, we have

2

0 u+-
+ 2’ / H,_dS,v(du)
[0,T] —rJu+

2
= I+1IL

0 u+-
R(H)J2 < 2\ [ [ Hadsu(u) .

Since H = 0 on [—r,0], an application of the Cauchy-Schwarz inequality yields the bound

t+u T
I< 2|u]2El sup  sup (t/ |Hs]2ds)] < 2T|ul’E [/ |Hs]2ds].
] u 0

t€[0,T] ue[—r,0

For II, recall S, := S, — (t + )k, from (3.2.3). Using the same reasoning as above,

0 u+ 2

IT < 452 H,dsv(du) = TII + IV.

[0,7]

2 0 rut: .
+ 4’/ / H,_dSsv(du)
] —r

0,17 u+

—r Ju

By similar workings as in I, we have III < 43T |v|*E {fg |H5|2ds}. For IV, recall S is a
square integrable martingale and d(S); = k4dt. Since |H|p < oo, H is clearly in L*(S), and
the process H - S is a square integrable martingale by Lemma 3.1. By Jensen’s inequality,

Doob’s inequality and the Ito isometry, we have
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T+u . 2
/ H,_d3,
u+

T
< 16/$4]V|2El Hfds]

0 t+u ~
IV <A4|v| | E sup H,_dS,
-r  ¢el0, 7]V ut

vi(du) < 16l4] [ B 1v|(du)

T+u o
< 16[v]* sup ]El/ H2d(S,S),

u€[—r,0]

The lemma follows immediately by collecting all terms. O]

Proof of Theorem 3.3. (a) Let S and ® satisfy Assumption 3.1 and 6 be defined in (3.1.9).
For existence, we use a Picard iteration to produce a sequence of S2-processes that
converges to a limit. Set the initial term X(© := ¢ € S, and define recursively for each
n > 1 the process X := 0 + RX" V. We see that the differences between each term
are given by XM — X0 =R () and X — X1 = R(X(=D — X(=2) for n > 2.

Write D, 1 = | X+ — X M| so that Dor = |R(0)|r and for n > 1, D7 =
|R(X(") - X(”_l))|T. The first term Dy is finite by an application of Lemma 3.18 to
H = 0. Since X" = § + R(X™), by Lemma 3.1 and the second bound in Lemma
3.18, X1 ig in 8% whenever X ™ is in S%. Therefore by induction, for each n > 1, the
difference X™ — X1 is in §? and we can apply Lemma 3.18 to each D, .

Since t + D,,; is non-decreasing and non-negative on [—r, 7’|, applying Lemma 3.18 to
each D, r and expanding the recursion yields a Gronwall type inequality

K”T”
Do

t2

The sequence (D, 7), is therefore Cauchy for each T' > 0. Since D[—r, 00) is complete in

||7, taking n — oo, the sequence of processes
X (n) _ X(O i:( X(k71)>

converges in |-|r to a limit X, which is also in S%.
It remains to show that this limit X is indeed a solution to (3.1.6), i.e. satisfies
X =0+ R(X). First, observe that since (D,, 1), is summable for every T' > 0,

‘X X(n (k+1) (k)

<> D™(T) — 0, (3.5.2)
T
as n — oo. Using X™ =0 + R(X " V), by Lemma 3.18, we also have
04+ RX — XW)2 = |IR(X — X" V)2 < KhHX - XD)2 0.
Then by the triangle inequality, for any n > 1,

04+ RX — X|p < |0 +RX — X®|p 4 |X — X,
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which implies that supy< < |05 + RX, — X,| = 0 a.s. and hence (3.1.6) is satisfied.

To establish the uniqueness of the solution, suppose X and X’ are two strong solutions
to (3.1.6), i.e., we have X = 0 + R(X) and X' = 0 + R(X'). Let Dy := | X — X'|r =
IR(X — X")|7. By Lemma 3.18, for any 0 < T < oo, we have D < Ky [1 D2dt, where
K7 is defined in Lemma 3.18. By Gronwall’s inequality (Thm V.68, [145]), | X — X'|% =0
for all £ > 0 which implies that sup_, 7| Xs — X[| = 0, almost surely, and the two

solutions are indistinguishable.

((b).) Since |z|* <1+ |z|? for any 0 < o < 2 and z € R, we have,
E[(X7)?] < 1+ E[(X})?] < oo,

Hence the function ¢ — E[|X;|%] is finite-valued. Since X is cadlag, by the dominated
convergence theorem with | X7}|* as dominating functions, ¢ — E[|X}|%] is a cadlag function
on [0,00) for 0 < a < 2. O

3.5.2 Properties of the solution

Proof of Proposition 3.4. (a) We first rewrite F,(t,s) = f_oqll[s_t,s] (u) f,(u)du. For any
(ta,s9) and (t1,s1) € R?, by the triangle inequality, F, is Lipschitz on R? since

|Fl/(t27 S2> - Fl/(tlv Sl)’ S |Fl/(t27 52) - Fl/(t1752)| + ‘Fl/(t1782) - Fl/(tla 81)|

0 0
< /_q‘]l[sz—tg,sz} (U) - 1[52—t1,s2](u> f,,(u)du + /_q’]l[32—t1,52] (u) — ]1[81—151,51}(16) f,,(u)du
<|f (’t2 — 1]+ 2|5y — S1|> < 2|ful|(te, s2) — (t1,51)],
where || is the sup-norm and | - | is the Euclidean distance on R". Similarly for F),.

(b) Since F,, and F), are identically zero whenever s >t or s < —r, we will omit the region
of integration and write Z(X); = [ F,(t,s)Xs—ds + [ F,(t,s)Xs_dS;.

Since for almost every w € Q, t — Si(w) is a non-decreasing cadlag function, we will
fix such an w and treat the stochastic integral above as a Lebesgue-Stieljes integral with
respect to the function ¢ — S;(w). Since F), and F,, vanishes for s ¢ (—r,t), by Proposition
3.4(a), for any ty,t; € Ry,

[1]

E(X) = 200l < [1Fultsrs) = Fultr, )IXoNds + [IFu(t2,5) = Foltr, )| X, |d5,

toVity taVity
<20l 1l Y =t 208 (1148, e =

It follows that ¢ — Z(X); is locally Lipschitz continuous almost surely, since with probab-
ility one X is locally bounded and S has finite variation on compacts.

We first compute dF,(t, s)/dt - the case of F), is identical and omitted. In the expression
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F,(t,s) = ffoq]l[s,tys](u)f,,(u)du, the integrand clearly does not depend on ¢ whenever
t ¢ (sV0,s+q), hence t — F,(t,s) is constant on these regions and dF,(t,s)/dt = 0.
On the interval t € (s V 0, s + ¢), we have F,(t,s) = [} f,(u)du so by the Fundamental
Theorem of Calculus, t — F,(t, s) is continuously differentiable and dF,(t,s)/dt = f,(s—t)
on the interval ¢ € (s 0,5+ ¢q). We can therefore write dF,(t,s)/dt = f,(5 —t)1[sv0,5+q (%)
for almost every ¢t > 0. Clearly, ¢ — F,(t, s) is not differentiable at t = sV 0 or t = s + ¢,
unless f,(0) and f,(—q) are equal to zero.

We now compute the derivative of the second integral in (3.3.3):
I = /F,,(t,s)Xs,dSs,t > 0. (3.5.3)

The case of the first integral is similar and omitted. Again, we fix an w € €2 such that
t — S; is a non-decreasing cadlag function and treat the dS integral as a Stieljes integral.
For every t € R, , the map s — F,(t,5)X,_ is in L] _(R,dS) since X and S are locally
bounded and s — F,(t,s) is supported on a compact set. For every s € R, the map
t — F,(t, s) X, is continuously differentiable in (sV 0, s4¢) by the previous argument. For
every ¢, the derivative s — L F,(t, s)X,_ is locally bounded and hence also in Lj, (R, dS).
Then by the differentiation lemma ([98, Theorem 6.28)), t — 1, is differentiable almost

everywhere with derivative

]t / Folt = )L oasq () X dS, = / folu— )Xy dS,, t>0.  (3.5.4)

(t_qvt]
The expression (3.3.4) then follows with a simple change of variable. O

Proof of Theorem 3.5. Recalling v(du) = ¢,60(du) + f,(u)du, we have
t+u 0— prtt+u
/ / X,_dS,v(du) _CV/ X,_dS, +/ X dS, f,(u)du =1 + 1L,

Since X € &2 and is hence locally bounded and progressively measurable, by Fubini’s

theorem, exchanging the order of integration of II gives

Il = /( ](/ ]1[—%0) (u)]l(u,t+u](3)Xsfu(u)du> dSs = /( ] F,,(t, S)XS*dS&
_q,t _Qut

for t > 0, where the kernel F), is given by 3.3.2. The computations for the dyu integral in
(3.1.6) are exactly the same and the integral equation (3.3.5) follows immediately.

For the functional differential equation, first observe that ¢ — I; in (3.5.3) is Lipschitz
and hence absolutely continuous. Hence Iy — Ip = [ 4 dt[ ds, where 2 <1y is given by (3.5.4),
with Iy = 0 since F,(0,s) = 0 for any s. The integral involving F), can be differentiated in
exactly the same way. The functional differential equation follows immediately.

Finally, since S is of finite variation and X is cadlag, X is a semimartingale with finite
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variations by Theorem 1.4.31 of Jacod and Shiryaev [89]. O

Proof of Proposition 3.7. (a) follows immediately from (3.3.6).

(b) On (7},Tj4+1), St = S(Tj), so by (a) of Proposition 3.7, X is continuous on (7}, Tj+1).
With the normalization f(—¢q) = 0, A{(X): = f,(0) X~ AS;, so £(X) is continuous on
(T5,Tj41) as well. The rest of the proposition follows immediately. m

Proof of Proposition 3.8. Suppose X; > z~ for all t € [—r,T] for some T" > 0 and let
T := inf{t > T,AS > 0}. Since S is a compound Poisson process, we have 7" > T
almost surely so that the interval [T,7") is non-empty. Then by Proposition 3.7(b), X
is continuously differentiable in [T, T") with derivative given by X, = 1 — ¢, X, + £(X);.
Note that AX; > 0 whenever X;_ > 0 by Proposition 3.7. By iterating this argument, it
suffices to show that X; >z~ for all t € [T, T").

Let T" := inf{t > T, X; < =} and suppose for a contradiction that 7" < 7" with
positive probability. Note that X is continuous at 7" a.s. by definition of 7”. Then

necessarily we have X7 = = and X < 0. But

d 0
*Xt Z n — CMXT” =+ / XT”—}—ufu(u)du Z 0
dt =7 -p

almost surely, which contradicts our assumption. O

3.5.3 Approximation by processes of finite activity

Proof of Proposition 3.9. (a) From the construction of S™ in (3.3.10), we have

Sy — Sy = /_r /0<|z|< N(dz,ds),

which in non-decreasing in u. Fixing ¢ > 0, we have

2
¢
(/ / N(dz ds) :/ / z4HL(dz).
- 0<\z|<f —r Jo<|z|<L

Since n > 1, the integrand is dominated by 22 which is dII;, integrable. By the dominated

E lsup | Sy — Sg|2]

u<t

convergence theorem, E{supugt | Sy — S;‘H — 0 as n — oo. That is, S™ approximates .S

in each |-|¢, ¢ > 0. This clearly implies convergence in the ucp topology.

(b) Let Y and Z be cadlag processes in S, then

t t
(Y ) — b(X)i] < Vs — Z +/t Fult — )Y, — Za|du + /t fou=1)Y, = Z,]dS,
—p —q

t
gsup\Ys—Zs|<cM+\fu\L1 +/ f,,(u—t)dSu).
s<t t—q+
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Since f, is continuous and normalized to f(—q) = 0, integrating by parts gives

t

folu = )48, = 5u,0) - | Stradlfy (1) < SCL0) + | fulr),

t—q+

which implies that b is functional Lipschitz. For each ", it suffices to carry through the

same computation and observe that by construction, S;* < .S; for each n > 1 and ¢ > 0.

(¢) From the definitions of 0", for each ¢t > 0,

Folu—0XudSy — [ folu— )X, dS].

t—q+

XY, — (X = [ t

t—q+
By the construction of S™, we have

B(X)e = " (X )l < sup |f(u— )Xo | (Se = S = (Sicgr = S741))

u€(t—q,t]
which converges to zero in |-|; for each ¢ and hence in ucp by Proposition 3.9(a). O

Proof of Theorem 3.10. The claim directly follows from Proposition 3.9 and Theorem V.15
of [145]. More accurately, we invoke a trivial extension of Theorem V.15 of [145] to the

case with multiple driving semimartingales (see comments on page 257 of [145]). O]

Proof of Corollary 3.11. For a given S of the form (3.3.9) satisfying Assumption 3.1(b),
let (S™),, be as defined in (3.3.10). By Theorem 3.3, we can set X and (X™),, to be unique
solutions to (3.3.6) and (3.3.11) driven by S and (S™),, respectively.

By Theorem 3.10, X™ converges to X in ucp, which trivially implies that for each
t > 0, X' = X, in probability and hence in distribution. Furthermore, since each S™ is a
compound Poisson process by construction, by Proposition 3.8, for each n > 1 and t > 0,
we have X' > x~ with probability one, where = > 0 is defined in (3.3.8). Finally, since
(—o0,x7) is open in R, by the Portmanteau theorem of weak convergence (Theorem 2.1

Billingsley [35]), we have for each ¢ > 0,
P(Xy <27) < lminf P(X]" <27) =0,

which completes the proof. n

3.5.4 Moment bounds

We precede the proof of Proposition 3.12 with the following two lemmas.

Lemma 3.19 (Lemma 8.1 - 8.2, Ito and Nisio [87]). Suppose z,y : [0,00) — R, are

continuous functions, a > 0 and A\y > Ay > 0. For every 0 <t < oo,

(a) if v, < xo — M\ [§ 2udu + f§ yudu, then z; < zo + [y e My, du;
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(b) if v, < a+ A fg e M=) g du, then 1, < aly/(A — \2). O

Lemma 3.20. Suppose Assumptions 3.1 hold, let (X¢)i>o be the unique strong solution to
(3.3.6) with initial condition ® and let (§(X)¢)i>0 be as defined in (3.3.4). Forn € {1,2},

we have the estimate

E[JX]'E(X)el] < G sup E[|X,["], t>0,

u€lt—r,t]
where Cy = |fu |1 + Kol fu|pr and Cy = |fu|pr + Ka| fulL2-

Proof. For the case of n = 2, by Fubini’s theorem and the Cauchy-Schwartz inequality,
EIXE OO0 < B[ [ fulu = O1Xldu| +B|1X] [ £ (= 01X,-1dS.]

S/hw_wmum&WM+H&%EK/ﬁw_mXJwﬁjé

1
2

</ fu(u—t)E[Xf]éE[Xg]édu+E[Xf]%m( / fl,(u—t)QE[Xi]du)

stﬂ+mﬁm)wawﬂ

u€Elt—r,t]
The case of n = 1 easily follows from the same computations. n

Proof of Proposition 3.12. (a) and (b) The following proof holds for both n = 1 and n = 2,
with different corresponding constants. Let X be a positive solution to (3.3.6) with n > 0.
For n = 2, it follows from Ito’s Lemma ([89, Theorem 1.4.57]) that (the n = 1 case is

trivial),

t
Xp=Xg4n [ X (n e X, {(X)S>ds Y {xr-xr) (3.5.5)
0

0<s<t

where AX; = ¢, X;_AS; and

S {XI-X2}= Y {(X X AS)? - X2}

0<s<t 0<s<t

= Y {X2 (20,48, + 2(AS)?) }.

0<s<t

Let E,(t) := E[X}]'] and put K := koc, and Ky := kac, + 3k4¢. From (3.5.5), we have

t t
En(t) = En(0) + nE [ | (n (e, + Kn)Xs) ds} +nE [ / X:—lg(X)sds]. (3.5.6)
0 0
Let C1, C5 be given as in Lemma 3.20 and suppose

A =c¢, — K, —C,, > 0. (3.5.7)
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An exercise in calculus gives sup,-q 2 (n - é)\gx) =1?/A2 =: az and sup,5 (7)— ;)\1:1:) =
n =: a; Then for all X > 0,

X1 (n n ;( eyt K+ C’n)XS) < an,
which we rearrange to get a bound for the integrand in the first integral in (3.5.6):
nX" <77 + ( —c, + KH)XS) < a, — g(cu - K, + Cn)Xf. (3.5.8)
For the second integral of (3.5.6), Lemma 3.20 gives the bound

k[ XI7E(X),] < nCy sup BIX]].

u<s

Combining this with (3.5.6) and (3.5.8) and writing E,(s) = sup,, E(u), we have

Eo(t) < En(0) — X /Ot Eo(s)ds + /Ot (an + N1 Eu(s))ds,

where the constants A}, and A}, are given by A}, := in(c, — K,, + C,) and X, := nC,,. Our

assumed condition (3.5.7) gives X, — A = in\, > 0. By Lemma 3.19 ((a)),
t o, _
En(t) < Bn0)+ [ €0 (a, 4+ X1 Eo(s) )ds. (3.5.9)
0
Since E is non-decreasing and X/, > 0, an integration by parts shows

t _
/ e An(t=9) (an + )\ZEn(s))ds
0

(1= e ") (an + XpEL(0)  Xn ! N (t-9)\ I F
v + An/o (1 - X0V dE, (s)
(1= e ") (an + N1 EL(0) N

_ _ e ft =
= T B = By (0) = e [ NdE, (),

The last expression is a non-decreasing function of ¢. Hence from (3.5.9) we have

E,(t) :== sup E(u) < E,(0) + sup [ e (=) (an + )\ZEH(S))CZS

u€(0,t] u€[0,t] Y0

¢, _
In 4 )\Z/ e MU= E (s5)ds.
0

< E[XG] + 5

By Lemma 3.19 (b), since A, > A > 0 and X, — X/ = n),, for all ¢ > 0, we have

~ a pV 2a, /1 c, — K, +C
E,t) < [EX§) + 2 ) 2 = » E[X§]F——"—F" < oo.
()—< [ 0]+,\;1>A;L—A;; cu—Kn—anL | O]cH—Kn—Cn<OO




3.5 Proofs 68

The theorem follows immediately. ]

3.5.5 Moment processes

Proof of Proposition 3.13. (a) Since X € 82, the stochastic integral process X - S is a true
martingale. Taking expectation of the equation (3.3.6), we get

+/ ( n—c,m +E[§(X)s]>ds—|—chy/otm(s)ds
)+ [ (n=comls)+ [ fulu=ymludu+ra [* folu=sym(udu)ds,

Recalling the definitions of f and ¢y before Proposition 3.13, we have the integral equation

0

m(t) = m(0) + /Ot (77 —com(s)+ [ flu)m(s+ u)du) ds.

T

From Theorem 3.3, we know that the function ¢ +— m(t) is cadlag and hence locally

bounded. Since f is integrable, for any ¢; < ¢y, by the dominated convergence theorem,

to

’ f(u) <m(t2 +u) —m(t; + u))du’ < /t

‘ - 1—r

Flu—ta) = f(u—t)|m(w)|du

< ( sup |m(u)|>/’f(u—tg)—f(u—tl)’du—)O, as [ta —t1| — 0,

u€[t1—r,ta]

so the function t +— [° f(u)m(t + u)du is continuous. Furthermore,

|m<t2>—m<t1>|s|t2—t1|(n+cO sup [m(w)] + [fln  sup |m<u>\),

uE[tl,tg] ue[tl—T,tQ]

so the function ¢ +— m(t) is continuous as well. Therefore ¢ — m(t) is continuously

differentiable and the differential equation follows.

(b) The proof is adapted from Section 6.1 of Hale and Lunel [79]. Put M :=n/(co — | f|r)
and m :=m — M and ¢ := ¢ — M, then clearly m is the solution to the delay equation

m'(t) = —com(t) + ' m(t+u)f(u)du, te|0,00), (3.5.10)

with initial condition m = @ on [—r,0]. With ¢ defined in (3.4.4), we have
() = /Tﬁ(t — w)dc(w).
0

For 0 <t < r, we can separate the initial condition in (3.5.10) to obtain

() = /Otﬁ(t —u)f(du+ [ Gl — ) f(u)du. (3.5.11)
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Now, since ( is by construction constant for ¢ > r, (3.5.11) holds for ¢t > r also. Integrating

by parts, we obtain a renewal equation for m/':

() = /Ot W (t — w)C(u)du+ g(t), t € [0,00), (3.5.12)

with initial condition m(0) = ¢(0), where g(t) := ((t)m(0)+ [, ¢(t —u) f (u)du. Integrating
(3.5.12) and changing the order of integration, we obtain

/ / (s —u)du ds + /
/ / (s —u)ds du + /
—/ it — u)du —/ C(u)m(O)du+/0tg(s)ds

Changing variables u +— ¢t — u, we arrive at a renewal equation for m:
t
) = / C(t — w)i(u)du + h(t), te[0,00), (3.5.13)
0

with initial condition 72(0) = $(0). The forcing function, h, given by

h(t) : = 3(0) — / 0)du +/

=(0) + (C(t +u) — ((u))p(—u)du, (3.5.14)
is Lipschitz continuous on [0, 7| and constant for ¢ > r [62, p.18]. Since ((—r) = —M,
substituting m = m+n/((r) and @ = ¢ +n/(r) back into (3.5.13) and (3.5.14) completes
the computations. O

Proof of Theorem 3.14. (a) Let M, m and ¢ be as defined in the proof of Proposition 3.13
(b). The characteristic function A of (3.5.10) defined in (3.2.5) is given by

Alz)=z4+c¢y— /O e* f(u)du

It’s clear from (3.2.6) that if A(z) is root free in the right half-plane {z|Re z > 0}, then all
solutions m of the functional differential equation (3.5.10) converge to zero exponentially
fast as ¢ — oo.

For sufficiency, it is enough to show that ¢y > |f|1 implies A(z) # 0 for any z with
Re 2z > 0. Let z = a + i3 where a > 0. Then the real part of A can be written as

0

Re A(z) =a+ ¢y — / e cos(fu) f(u)du

-

Since e and cos(fu) are no greater than 1 on [—7r,0], we have Re A(z) > o+ ¢y —
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J° f(u)du > 0, whenever ¢o > |f|.1, so A is root free on {z|Re z > 0}. For necessity,
the expansion (3.2.6) implies that 0 is the only possible limit of m(t), which gives the
uniqueness of m as a limiting mean. Since we require this limit to be positive, necessarily

we require ¢o > | f]p1.

(b) Suppose that ¢ = M where M is defined in (3.4.5), and assume ¢y > |f|;1 so that
M > 0. Then ¢ is identically zero on [—r,0], and the function h defined in (3.5.14)
is identically zero on [—r,00). From (3.5.13), the centered mean process m(-) satisfies

satisfies the homogeneous renewal equation

) = [ )t — u)du.

Applying the representation in Theorem 2.12 of Diekmann et al. [62] shows that the only
solution to this renewal equation is m(t) = 0 for all ¢ € [0, 00). This gives m(t) = M for
all t € [—r,00). Conversely, suppose that for all £ € [0,00), m(t) = M for some positive
M. Then (3.4.3) gives 0 = n+ M(—co + | f|11), which implies that M is uniquely given by
(3.4.5) and ¢y > |f|z1. Recall that the delay equation (3.4.3) has a unique solution once the
initial condition ¢ is fixed. Therefore the solution m = M for all t > 0 then corresponds

uniquely to the initial condition ¢ = M on [—r, 0], and the proof is complete. O

Proof of Theorem 3.15. Let Z be an F; measurable random variable with E[Z?X?] < co

for any ¢t > 0. Since X has finite variation, for any ¢ > 0 and u > r, we have

t+u t+u ~
Xt+u :ZXt+T+ ZdXs = ZXt-H”_'_ Z{('I’]—CQXS+§(X)S>dS+CVX5_dSS}.

t+r+ t+r+
Taking expectations and using Fubini’s theorem gives

t+u ttu s
E[ZX 1] = E[ZX01,] + n(u — 1)E[Z] — ¢ / E[ZX,]ds + / E[ZX,)f(u— s)duds
t+r t+r s—r
t+u s ~
+ ]E[Z/ Xy fu(u — s)dSu] ds + ¢, E
+r s—q+

t

t+u ~
ZXS_dSS].
t+r+

Since Z is F; measurable and hence F,_,; measurable for any s > t +r, the two stochastic

integrals in the last expression have zero expectation. Therefore

t+
E[ZXi] = E[ZXew] +n(u—r)EIZ) —co |

u t+u 0
E[ZX,|ds + / / E[ZX, ] f(w)duds,
t+r -

from which we obtain a functional differential equation,

d 0
T E[ZX,1] = 1EZ] — EIZX ] + | E[ZXup]f(u)duds.

We note that this is a functional differential equation of a similar form as we dealt with

in Theorem 3.14 (a). Since we assumed ¢y > |f|z1, we can compute the characteristic
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function A of this equation like we did in Theorem 3.14 (a), which allows us to establish

the convergence to a limiting mean. Note that the limiting mean is given by

nE[Z]

B[ZXp] — 2
[ t+] CO_|f|L1

ME[Z]

and the convergence is exponential. O

Proof of Corollary 3.17. (a) Since Y, = fttfH vV Xs_dLg and L has zero mean, we have
E[Y;] = 0 and Cov(Y;, Yiyw) = o [ Ly 1.0() Lpru10u () E[X lds = roM(1 — u).

(b) Write xy 1= [, 211 (d2). Since dY; = —r1v/ Xidt+ [p, VXi_zN(dz, dt), by Ito’s lemma,
it holds that dY? = —2Y;k1/X;dt + Y2 — Y2, where

vE-vz = ((Yt_ X2 - Yf_)N(dz, a = | (2y;_,/Xt_z 4 Xt_z2>N(dz, dt).
Ro Ro

Then, since ﬁi—u = (Yigu — Y;t+u—1)2 = Yt%ru - Yz&-u—l — 2Yiru—1(Yigu — Yiqu—1), we have

- t+u t+u t+u
V2, = /t 2V, /X, dL, + /t+ L Xe 2N (dzde) — 2V / JX._dL,.
u— 0

+u—1+ t+u—1+

Now suppose u > 1 so that SN/t is Fi1u—1 measurable. Taking expectations, we obtain

~ 0~ t+u ~
EVRYA) =k [ EVEXJds.
t+u—1

By Theorem 3.15 and Corollary 3.17 (a), E[Y;2X,] = k3 M? exponentially fast as v — oo,
i.e. there exist constants C and T, A > 0 such that ‘E[Y?Xu] — /4:2]\/[2‘ < Ce™, for all
u > T'. Therefore

t+u

EIFET2) 0] < v,

s ‘E[}N/fXS] - /‘/M'QMQ‘dS

t+u K Cvel—At

— 2 —

S lig/ Ce Asds = —€ Au
t

+u—1 )\ ’

for all w > T, which finishes the proof. m



Chapter 4

CLT for Spiked Eigenvalues of

Sample Auto-covariance Matrices

4.1 Introduction

This chapter focuses on the asymptotic theory of the high dimensional factor model we
introduced in Section 1.4 of Chapter 1. We work under a high-dimensional setting where
both the dimension p and the sample size T tend to infinity simultaneously. In this high
dimensional setting, most asymptotic results from the finite p setting no longer apply,
which motivated [10, 11, 12, 104, 105, 133] and more recent works [110, 111] to develop
an appropriate asymptotic theory. To set the context for our current work, we begin with
an overview of these results in Section 4.1.1. We observe that some of these works are
naturally related to the theory of random matrices, especially the study of large spiked
covariance matrices. We therefore take a detour and introduce some elements of random
matrix theory in Section 4.1.2 before returning to the discussion of factor models in Section

4.1.3. Finally we give an overview of our current work in Section 4.1.4.

4.1.1 High Dimensional Factor Models

The seminal work [12] provides a consistent estimator for the number of factors K of a
static factor model by minimizing a penalized loss function. Under mostly the same setting
[10] analyses the factor model via PCA and establishes asymptotic normality of estimated
common components. A quasi-maximum likelihood method is proposed in [11] to estimate
the factors and the authors establish the asymptotic normality of the estimators. We
observe that the methods in the three aforementioned works do not explicitly model the
auto-covariance structure of the factor model. The PCA method in [10] is essentially based
on the covariance matrix instead of auto-covariance matrices and the other two approaches
do not model the serial correlations directly neither.

An alternative perspective stems from the idea that when strong serial correlation is

72
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exhibited by the data, it is more natural to analyse the model using the sample auto-
covariance matrices. This approach is explored in [133] and more recently in [104, 105].
Define the matrix M := ¥, ¥, 57 where ¥, is the lag-7 (population) auto-covariance
matrix of the time series and 7y is some chosen constant. It is not difficult to see that the
eigenvalues and eigenvectors of M capture a lot of information on the structure of the
factor model. Indeed, observe that a vector x belongs to the kernel of M if and only if
Yrx =0 for all 7 < 79, and it can be shown that this happens if and only if x is in the
orthogonal complement of the factor loading matrix. This implies that the factor loading
space is in fact spanned by the eigenvectors of M corresponding to non-zero eigenvalues.
Therefore by estimating the eigenvectors of the matrix M, we are effectively estimating the
factor loading space of the model. Moreover, the matrix M contains exactly K non-zero
eigenvalues which represent the strength of the K factors in the model. This implies that
the ratio j;41/p;, where p; is the i-th largest eigenvalue of M, i = 1,...,p is equal to
zero for all ¢ > K. Therefore by estimating the number of non-zero ratios we obtain an
estimate for the number of factors.

In [104, 105] the authors consider a factor model where the strength of the factors, or
equivalently the eigenvalues {y;} of M tend to infinity as 7' — oco. More specifically, it is
assumed that each y; diverges at a rate of p'=° for i < K where § € [0, 1] is a constant.
Under this assumption [104] proposes a ratio-based estimator K := arg min, <, Aiy1/ i,
where ); is the i-th largest eigenvalue of some estimate M of M. The authors did not
obtain explicit asymptotic results for K but instead developed the asymptotic theory for
the estimators /A\Z . Using the asymptotic properties of /A\Z as well as empirical results the
authors argued that Kisa good estimator for the number of factors K. A similar setting
is considered in [105] in which the authors provide estimators of the factor loading space
using the eigenvectors M and establish the asymptotic theory.

As can be seen from the above discussion, accurately estimating the eigenvalues {u;}
is of paramount importance in the analysis of factor models. This naturally brings the
discussion to the corresponding asymptotic theory of empirical eigenvalues {\;}, which is
the main focus of our current work. As observed in [104], when p diverges at the same
time as T, empirical eigenvalues are no longer consistent estimators of true eigenvalues. In
the case of [104], the authors obtain a rate of |\; — ;| = O, (p* 9T ~Y/?) for i < K, which
is directly related to not only 7" but the dimension p as well. A similar type of result is
obtained in [105] for estimates of the factor loadings matrix. We remark that this type
of results, especially the observation that the rate depends explicit on the dimension p,
is a known phenomenon in high dimensional statistics and its closely related field, large
dimensional random matrix theory. We will take on this perspective and examine these
results in the context of random matrix theory.

To see the connection to high dimensional statistics and random matrix theory, we

observe that the spectrum of the matrix M discussed above consists of K large (in fact,
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diverging) eigenvalues while the rest of the eigenvalues are small and similar in size. This
is an example of the so-called spiked covariance model which has been an area of extensive
research since the pioneering work of [91]. The theory of spiked covariance matrices is by
now very well developed and plays an essential role in the asymptotic theory of principal
component analysis in a high dimensional setting. We refer to the monograph [14] for
a detailed treatise of the topic and [90] for a survey of recent developments and related
topics. On the other hand, the topic of spiked auto-covariance matrix has only recently
started to attract attention and the literature is still relatively sparse. We will therefore
first discuss some simple spiked covariance models to outline the landscape of the theory

before returning to the topic of factor models.

4.1.2 Spiked Sample Covariance Matrices

To set the scene, suppose X = (x3,...,X,) i a p X n matrix of random variables with p
interpreted as the dimension of the model and n the sample size. Assuming the columns (x;)
are independent and identically distributed (i.i.d.), let ¥ := E[x;x] | be the (population)
covariance matrix and ¥ = UAU " = Udiag(p1, ..., 1)U " be its spectral decomposition
where the eigenvalues {y;} are arranged in non-increasing order. A spiked covariance
matrix informally refers to the assumption that pq, ..., ux are ‘much bigger’ than the rest
of the eigenvalues for some number K, which can be unknown or even diverging as well.
The rest of the eigenvalues are assumed to be small and of ‘similar’ size. The case where
K =0 and all eigenvalues are of similar size is referred to as the null case.

We will focus on a particular asymptotic regime where p and n diverge simultaneously
and p/n — ¢ for constant ¢ > 0. The cases where p/n — 0 or p/n — oo are interesting
as well, some recent developments include [53, 54, 97, 67, 36]. We also refer to [90] for a
survey of some relevant results. Let {\;}1<;<, be the eigenvalues of the sample covariance
matrix & = n ' XXT. It is easy to show that one cannot in general expect \; to be
consistent estimators of yu;, even in very simple cases. For an immediate counter-example,
consider the simple case where p > n, K = 0 and population covariance matrix is given by
Y = I,. Then clearly 5 is a matrix of rank at most n and therefore contains at least p—n
zero eigenvalues which do not converge to the true value one 1. Similarly, in general, the
largest eigenvalue \; of 5> does not converge to its theoretical counterpart either.

In the null case where K = 0, the asymptotic properties of the spectrum of 5 are best
captured by its limiting spectral distribution (LSD). Put F := p~'YY_, §,, where 4, is
the Dirac measure at a, i.e. F' is the empirical measure of eigenvalues of . Then F is a
random probability measure on B(R) and is known as the empirical spectral distribution
(ESD) of 5. Under certain regularity conditions, the measure F' converges almost surely
in the weak topology of measures to a deterministic probability measure known as the

Marcenko-Pastur distribution. As a consequence, it can be shown that the k-th largest
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eigenvalue )\, converges a.s. to the right end-point of the support of the Marc¢enko-Pastur
distribution for any fixed k. For more details on the LSD of covariance matrices and the
Marcenko-Pastur law we refer to [14] and [90].

In the case where K > 0, i.e. where spiked eigenvalues are present, even more
interesting phenomena occur. The number 7 := 1 + /¢ functions as a critical threshold in
the sense that spikes below this threshold cannot be distinguished from the non-spiked
eigenvalues asymptotically. More specifically, supposing p; < 7, under certain regularity
conditions it can be shown that \; converges a.s. to the right end point of the support
of the Marcenko-Pastur distribution at a convergence rate of n=2/3. On the other hand,
if p; > 7, then A; has an a.s. limit equal to u; + cp;/(p; — 1) at a convergence rate of
n~Y2. In particular, this limit is outside the support of the Maréenko-Pastur distribution,
allowing the spike to be distinguished from the non-spiked eigenvalues.

Taking a closer inspection at the difference in convergence rates discussed above, it is
natural to postulate that besides tending to different limits, empirical eigenvalues could
exhibit different types of limiting distributions depending on the size of their population
counterparts in relation to the threshold. Indeed, for eigenvalue u; below the threshold,
it can be shown that after centering by the right end-point of the Marc¢enko-Pastur law
and scaling by n%?, the empirical eigenvalue \; tends to the Tracy-Widom distribution.
On the other hand, for u; above the threshold, the estimator ); is instead asymptotically

Gaussian with the usual scaling of n'/2,

This dichotomy of asymptotic behaviours of
estimated eigenvalues is known as the Baik/Ben Arous/Péché (BBP) phase transition,
named after the authors of the pioneering work [17].

Since [17], the phase transition phenomenon and related results were investigated in
various different settings; see [16, 36, 51, 92, 93] and the references therein. Both the
case above and below the transition threshold have attracted significant research from
probabilists, mathematicians, statisticians and mathematical physicists. Recent works
in the latter direction such as [15, 19, 52, 135, 165] manage to establish the CLT for
spiked eigenvalues of the covariance matrix under quite general settings. These theoretical
results are of great importance in the study of the asymptotic behaviours of the PCA. Our
current work fits under this area - we aim to establish the asymptotic normality for spiked
eigenvalues of the auto-covariance matrix.

The phase transition phenomenon immediate illustrates the striking differences between
high dimensional asymptotic theory and the traditional, fixed dimensional theory. In
the high dimensional setting, empirical eigenvalues are not consistent estimators of true
eigenvalues, and the bias as well as the asymptotic distribution of \; depends on whether
the true eigenvalue p; is above or below the phase transition threshold. In particular,
only eigenvalues above the threshold can be detected asymptotically, while the rest are
indistinguishable from each other. This has immediate implications for the estimation of

the number of factors, since only factors with strength above the phase transition threshold
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can be detected asymptotically.

4.1.3 Spiked Sample Auto-Covariance Matrices

To conclude the above introduction on spiked covariance matrices, we remark that the
asymptotic theory for the spectral structure of spiked covariance matrices is very well
developed. In contrast, the theory around spiked auto-covariance matrices (or more
precisely of the matrix iTiTT discussed above) is not yet well understood. Nevertheless,
due to its connection and importance in the analysis of high dimensional factor models
and time series, this topic has been gaining attention. Recent work including [26, 38] and
[110, 111, 161] are a first step toward a better and more systematic understanding of the
asymptotic properties of spiked auto-covariance matrices.

Mirroring the theory on spiked covariance matrices, the first step in the analysis is
to study the empirical distribution of sample eigenvalues. Towards this, the limiting
spectral distribution for £,57 in the null case (K = 0 number of factors) was studied
recently [110] and [161] using the Stieltjes transform and moment methods respectively.
Results of a similar type were obtained in [38] based on the theory of non-commutative
probability. The phase transition phenomena and the limits of eigenvalues of iTiTT in a
spiked model were first established in the recent work [111]. The setting of [111] is based
on the factor model proposed by [104] but assumes that all spiked eigenvalues are finite
instead of diverging. In [111], the authors give a precise description of the asymptotic
property of the ratio A;/\; 11, which is used in [104] to estimate the number of factors
K. As a consequence of the developed theory, the authors in [111] are able to propose
a strongly consistent estimator for K, which is a sizable improvement upon the original
methodology and results of [104].

Based on the discussions above, the asymptotic properties of inJTT studied in the
literature so far exhibit a certain resemblance to those of the spiked covariance matrix.
The actual form of the LSD and phase transition threshold obviously differ from those of
the covariance matrix, but there is a clear parallel in the type of behaviours observed in
large dimensional random matrices. It is therefore interesting, from both a theoretical and
a practical perspective, to identify what other important features are common between
the covariance and the auto-covariance matrix, as well as what features are unique to the
auto-covariance matrix. On the other hand, due to the presence of temporal correlation
in the data and the more complex structure of the matrix 2721, these results are much
harder to establish in the case of the auto-covariance matrix and new techniques need to
be invented.

In our work we focus on one such feature - the asymptotic normality of spiked eigen-
values whose population counterparts are above the transition threshold. The asymptotic

distributions of the eigenvalues of covariance matrices proved to be of great importance
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in the asymptotic theory of the PCA, as shown by [52, 165]. Analogously, the theory of
asymptotic distributions for eigenvalues of spiked auto-covariance matrices could provide
a powerful tool in studying the asymptotics of high dimensional factor models. To the
best extent of our knowledge however, identifying the limiting distribution of leading
eigenvalues in the case of the auto-covariance matrix remains an open topic. Based on
what is known for the covariance matrix and the work of [111], it is reasonable to suspect
that the leading eigenvalues are asymptotically Gaussian with the usual scaling of T/2.

Indeed, in our current work we will establish this result under quite general conditions.

4.1.4 Overview of our work

We now give an overview of our settings and the contributions of our work. Our setting
is based on the factor model studied in [104, 111] and we will too be working in a high-
dimensional setting where p and T diverge at the same time such that p/T — ¢ € (0, 00).
The main object of our study is the symmetrized lag-7 sample auto-covariance matrix
f]TfJTT and its eigenvalues )\;, in particular, we will establish the asymptotic normality of
A; under appropriate conditions.

Similar to [104] and [105] we assume that the factor strength {u;},<x diverges as
T — oo. We remark that most results on spiked sample covariance matrices assume
that the spikes are bounded as p, 7" — oo. On the other hand, in the context of factor
modelling, it is perhaps more natural to consider situations where the factor strengths
are divergent, as seen in the recent literature [105, 104, 11]. The authors in [104, 105]
assumes that each y; diverges at a specified rate of p'=° where § € [0, 1] and argue that
this choice is in fact quite natural. We relax this assumption and allow p; to diverge at any
arbitrary rate instead of as a specified function of p,T. As a consequence our results are
applicable to a much wider range of cases where the factors are not as strong. Additionally,
we also allow the number of factors K to be possibly diverging as T" — oo. This type of
assumption has been made in the literature for covariance matrices in [52, 136] but has
not been incorporated into the factor model setting. Lastly, we consider both the standard
case where the lag 7 in the auto-covariance matrix EA]TEA]I is a fixed constant, as well as
the new asymptotic regime where 7 is diverging as well. It will be shown that in these two
cases, the scalings for the central limit theorems are not of the same order. Consequently,
if one is interested in the eigenvalues of ETEI for a moderately large 7, the central limit
theorem in the regime where £ — oo might provide a more accurate result.

A major source of difficulty in our setting is that we do not impose any restriction on the
rate of divergence of the factor strength ;. We argue that strong assumptions on the speed
of p1; such as ones used in [104, 105] essentially reduce the analysis of a high-dimensional
factor model to the study of just the factors, which is a low dimensional problem (see

the remarks below Theorem 4.2). While this aligns with the goals of dimension reduction
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in [104, 105], it obfuscates some interesting features otherwise seen in high-dimensional
models. Without such assumptions, the idiosyncratic noise is no longer negligible and we
obtain a clearer picture of how the high-dimensional noise accumulates and affects the
location of eigenvalues. More specifically, even though \; is close to p; asymptotically, it
will be shown that the speed of convergence rate of \; — u; (after appropriate scaling) is
in general slower than 772 i.e. we will not be able to obtain a CLT using p; as the
centering term. What happens here is that the bias of \; decays too slowly for the purpose
of obtaining a CLT and a more accurate centering is need. In our work this centering
term will be defined implicitly as the solution to an equation. The phenomenon described
above is more common in the random matrix literature where there is less emphasis on
reducing high-dimensional models to low dimensional ones, see for instance [52].

Lastly, instead of working with the auto-covariance matrix EA]T, we deal only with the
symmetrized version iTiI in our analysis. The matrix in)TT does not factor into a matrix
with independent entries like the covariance matrix 3 does. Consequently the central ideas
of works like [15] and [52] are not applicable in our case and we need a new approach
to establish asymptotic normality. The approach we develop here could potentially be
applied to other types of products of covariance type matrices.

The rest of the chapter is organized as follows. Section 4.2 introduces the setting and
assumptions of our work, sets up the relevant notations and presents some preliminary
results. The results of our work are given in Section 4.3. In Section 4.3.1 we investigate the
asymptotic location of empirical eigenvalues and construct an accurate centering for these
eigenvalues. The central limit theorem for the empirical eigenvalues, which is the main
result of our work, is given in Section 4.3.2. The proof of the CLT is quite involved and
is thus divided into a series of intermediate results collected in Section 4.4 and technical
lemmas collected in Section 4.5. We give a summary of the strategy of the proof in Section

4.3.2 and explain how the intermediate results are used to obtain the CLT.

4.2 The Setting

As discussed in the introduction, in this work we study a high-dimensional time series
arising from a factor model considered in [104, 105, 111]. Suppose (y;)i=1...7 C RE? is a
K + p dimensional stationary time series consisting of K factors, observed over a time
period of length 7. Here the choice of writing K + p for the dimension of the time series

is purely for notational convenience in our exposition and proofs. Then we may write
Yt:Lft+€t, t = 1,...,T, (421)

where the K x T matrix (f;);—

stationary time series. The matrix L is the (p + K) x K factor loading matrix and €, is a

r contains K independent factors, each assumed to be a

-----



4.2 The Setting 79

K + p dimensional idiosyncratic noise time series to be specified below.

It is well-known that the factor model (4.2.1) is not identifiable without additional
constraints on L and f;. There are multiple ways to impose such constraints, see Table 1 of
[11] for a discussion and comparisons between different constraints found in the literature.
The constraint we chose to work with, mainly for notational convenience, is to assume
LTL is equal to a diagonal matrix and all factors are standardized, i.e. E[f;] = 0 and
E[ff]=1foralli=1,...,Kand t=1,...,T.

We work in a high-dimensional setting where p and 7" diverge simultaneously and
the ratio p/T tends to a constant ¢ > 0 as T" — co. We allow the number of factors K
to diverge as T' — oo, but impose conditions on the speed of its divergence so that the
number of factors remains small in comparison to the dimension of the entire observation
(see Assumption 4.2 and Assumption 4.3).

Each factor (fi;); is assumed to be a stationary time series of the form

o0

fit:ngilzi,t,l, i=1,....K, t=1,...,T, (4.2.2)

1=0

where the random variables (z;;) are i.i.d. with zero mean, unit variance and finite (44 €)-th
moment for some small € > 0. Under this setup, the constraint Var(f;;) = 1 mentioned
above directly translates to the constraint ||@;|l,, = 1 where ¢; := (@), is the vector
of coefficients for the i-th factor and ||-||s, is the f2 norm on sequence spaces. Write
%i(T) == E[fi1fir+1] for the population lag-7 auto-covariance of the i-th factor time series

f;. Then clearly v;(7) can be written as

o0
V(1) = Elfirfirr] = D @itiitr- (4.2.3)
1=0

In general, the loading matrix L is important in the analysis of the factor model as

it appears in the (population) covariance and auto-covariance matrices of y,. However,
the recent work [111] makes an important observation that under additional Gaussian
assumptions on the error time series €;, the factor model can be reduced to a canonical form
where L = ( Ix O KXP)T. The authors of [111] are able to obtain explicit results on the
phase transition of leading eigenvalues under this assumption. As previously mentioned,
for notational convenience we employ a slightly different normalization for the matrix L.
Nevertheless, we argue that under Gaussian assumptions on the error €;, the factor model

can be reduced to a canonical form where L takes the form

I_ (diag(al, . ,O’K)> |

OpXK

where (oy,...,0k) is a sequence of positive real numbers. For the completeness of our
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exposition, we give a detailed explanation of this simplification.

Recalling our constraint on L' L being a diagonal matrix, without loss of generality we
can assume L' L := diag(o?,...,0%) where (01,...,0k) is a sequence of positive numbers.
Clearly the (p + K) x K matrix L := L diag(oy',...,0%") satisfies T'T = Ik, thus
there exists a (p + K) x p matrix L with orthogonal columns such that L := (L, L) is an
orthogonal matrix. Recall from (4.2.1) that y, = Lf; + €;. Define

77 7T
z;, =Ly, = (LT) Lf,+LTe = (LT)L diag(oy,...,0x) fi + L'e,.

By definition we clearly have L' T = I and LT L = 0,, therefore

~ di o ~
Z; = LTyt = ( 1ag(0_17 70K)) ft + LTGt. (424)
OpXK

Note that z; is simply the original data y; subjected to an orthogonal transformation, in
particular, the sample auto-covariance matrix of (z;) contains the same information as

that of (y;). More precisely, define the sample auto-covariance matrices

1 T—1 1 T—1

Y, = 7 ; VY., Sui= 7 ; Z1 .7, = L', L.

It is easy to see that the spectrum of ¥y ¥ coincides with that of ¥,%, . Indeed, we have
5,8, =L'SyL L'S L=L"S,% L,

where L is orthogonal so a conjugation by L does not affect the spectrum EyZ; .
Recall that the main goal of our work is to establish the asymptotic distribution of
the leading eigenvalues of EyZ)T, . By the above arguments, it suffices to consider ¥,%]

instead of EyE; , that is, we may without any loss of generality assume that

diag(oq,...,0 ~
Yt = g( ! K) ft + LTGt.
OpXK

Finally, when €; is assumed to be standard Gaussian and hence unitarily invariant, the

transformed error L€, is equal in distribution to €;. Under this assumption, we have

ist. diag(o sy O
y, Gt 8o x) f,+e (4.2.5)
0p><K

and we may take this as the canonical form of the factor model 4.2.1. Motivated by these
observations, we will work under the assumption that e; KN (0,1) foralli =1,..., K,
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t=1,...,T and start with the canonical form (4.2.5).

4.2.1 Assumptions

Observe that under the canonical representation (4.2.5), the sequence (o7, ...,0x) are in
fact the standard deviations of the factors. We adopt similar assumptions as in [104] and
assume that every o; — 0o as p — oo, i.e. the strength of factors in the model is much
stronger than that of the noise. In [104] it is assumed that all o; diverge at the specific
rate p'~% where § € [0, 1] is fixed. We do not impose such strong assumptions and instead
allow o; to diverge at any rate, no matter how slow. The only restriction we impose is that
all factors are asymptotically equal in strength, i.e. there exists a constant C' > 0 such
that 0;/0; < C for any ¢, =1,..., K and 7' > 0. As a result, our result is applicable to
a much wider range of situations where the factors are not as strong as required by [104].

Recall v;(7) := E[f;1fir+1] from (4.2.3). Under the canonical form (4.2.5), the (popu-

lation) lag-T auto-covariance function for each time series (y;;); can be written as
Wi = E[yi7tyi,t+7]2 =olv(r)} i=1,....,K, 7>0. (4.2.6)

For increased generality, we will consider two different types of asymptotic regimes on
i as T'— oo. In the first case we assume 7 is a fixed integer for all 7; in the second
case we allow 7 to vary with 7" and assume 7 — oo as T' — oo. In the case where 7 is
fixed, we will assume without any loss of generality that the sequence (u;.); is arranged
in decreasing order. Furthermore, we assume that {y; ,} is well separated, i.e. there exists
€ > 0 such that p; - /pit1 > 1+ € for all ¢ and 7. This assumption is standard (see e.g.
[52]) and ensures that the empirical eigenvalues are separated asymptotically.

In the case where 7 is allowed to vary with 7', it is too restrictive to assume that such
an ordering on i, , exists for all 7 > 0. For example, suppose that the first coordinate
(y1¢): has a large variance o7 but a very rapidly decaying auto-covariance function v;(+),
while (y2;); has a smaller variance but a slow decaying auto-covariance function. Then we
can easily have p1 1 > o1 as well as p11 - < o, for a larger 7 so the assumption juq » > po -
for all 7 is unrealistic. Instead, we will assume that the sequence (y;.); is well separated

only asymptotically, i.e. we assume there exists 7 large enough and € > 0 such that
Wir/tiv1r > 1+¢€, VYT >T,, i=1,... K.

We will assume that each 7;(7) decays at the same speed asymptotically, i.e. 7;(7)/7;(7) <
Ci fori,j =1,..., K and some constant ;. This implies that the p; ;’s are of the same
order as well and a comparison between them is more reasonable.

For clarity and the convenience of the reader we summarize our settings into the

following sets of conditions which will be referred to in later parts of the paper.
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Assumption 4.1. a) p,T — o0 and p/T — ¢ > 0.
b) 0; — oo and there exists C > 0 such that 0;/0; < C for alli,j=1,..., K.

¢) (zu)1<i<r1-r<t<T+1 is independent, identically distributed with Elz,] = 0, E[z3] =1

and uniformly bounded 4 4+ ¢ moment for some € > 0.

d) (€it)1<i<p+ri<t<r+1 1S i.0.d. standard Gaussian.

e) sup;l|lpille, < oo.

We note that (a) and (b) of Assumption 4.1 capture our asymptotic regime where p
diverges at the same rate as T and the strength of all factors diverge at comparable rates.
Moment conditions such as (c¢) of Assumption 4.1 are standard in the literature; see for
instance [18, 52, 110, 162, 163]. The normality assumption in (d) is solely for the purpose
of reducing the model to a canonical form, as discussed in the previous section. Finally,
condition (e) is very standard in the time series literature, see [43]; we list it here for ease
of reference. For instance, condition (e) is satisfied by any causal auto-regressive moving
average process written in the form (4.2.2).

The following two sets of assumptions encapsulate the two asymptotic schemes discussed

above. Most of our main results hold under either set of assumptions.
Assumption 4.2.  a) 7 is a fized, non-negative integer
b) K =o(TY1%) and K = o(0?) as T — co.

c) the sequence (p1,r, ..., pik,r) i arranged in decreasing order and there exists € > 0

such that p; /piv1 >1+¢€ foralli=1,..., K — 1.
Assumption 4.3. a) T€Nand 17— 00 as T — 0.
b) K = o(TY1%~(7)?) and K = o(c?v,(7)3) as T — oc.
c) there exists Cy > 0 such that p; - /pjr < Cy foralli,j=1,...,K and 7 > 0.

d) there exists Ty large enough and some € > 0 such that p;,/piy1- > 1+ € for all
t=1,...., K—=1and T >Ty.

Assumption 4.2 describes the asymptotic regime where 7 is a fixed integer and As-
sumption 4.3 allows 7 to diverge along with 7. We note that condition (b) of both of the
above set of assumptions is trivially satisfied when the number of factors K is assumed to
be finite. Under (b) of Assumption 4.1, condition (c) of Assumption 4.3 ensures that the
strengths of factors are comparable when 7 — oo. Finally, (c¢) of Assumption 4.2 and (d)
of Assumption 4.3 are standard and ensure that the empirical eigenvalues are separated

from each other asymptotically, see for instance see e.g. [52].
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4.2.2 Notations and Preliminaries

In our exposition and proofs we will often encounter various resolvent matrices, which
capture the spectral information of the random matrices we are studying. Since we are
constantly dealing with many different matrices, assigning to each a different letter will
easily exhaust the alphabet. Instead, we adopt some non-standard notations for matrices
and sub-matrices. Write (a;;) for a matrix where the (¢, j)-th entry is equal to a;;. For

such a matrix (a;;), we will write

a[i:j],[k:l] =

Qg - .. Qg1

for a specified sub-matrix. Similarly we will write a; ;) and aj;.;) » for the column vectors
(aij, ... ai)" and (a, ..., a;)" respectively.

First we introduce notations for some of the more important random matrices in our
study. We denote z;; = o, fiy + €, i =1,..., K, t=1,...,T and write

1 1
Xo := —=X71. T, Xy = ——=X[1:K] [r+1:T1 4.2.7
0= XKL XKL T (4.2.7)
E ! E !
‘= — =€ : T—7]5 T = — =€ : T+1:T]»
0 JT [K+1:K+p|,[1:T—] JT [K+1:K+p),[r+1:T)
for matrices containing the factors and noises in our model. We will also write
Yyim = Y, = L (4.2.8)
0 - ﬁY[l:erK],[l:TfT]; T - ﬁy[lszrKL[‘H»l:T]; 4.

i.e. we have Yy = (X, ,Ey )" and Y, = (X, E])". For an integer 7 > 0, the lag-7 sample

auto-covariance matrix of y; can then be written as

-
- 11T - (X [ Xo XX X.E/
Y=gl veye =\ g W) “\exr ger)
t=1 T 0 T 0 740
Next we introduce resolvent matrices which are central to the study of spectral properties

of random matrices. Most of our results rely on certain bilinear forms formed using the

resolvents. For a € R outside of the spectrum of the matrix E B, E] E, write
R(a) = (Ir_, —a'E'E,E) Ey) ™' = ala — E'E,E, Ey)™ (4.2.9)
for the (scaled) resolvent of E E.E, Ey at a. The resolvent R(a) satisfies

R(a) = Ir_, + o 'R(a)E! E, E| Ej, (4.2.10)
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which follows from rearranging R(a)(Ir_, —a 'E'E.E"E) = Ir_.. Using the identity
AN —BA)™' = (\ - AB)'A (4.2.11)
we may also obtain the following identities
R(a)E]E. = E'E,R(a)", FE,EyR(a) = R(a)'E, Ey. (4.2.12)

In our analysis we will constantly be dealing with certain quadratic forms involving

matrices Xo, X, Fo, E; and the resolvent R(a). To simplify notations we will write

1 1
A(a) = %XOR(CL)XTT , Bla):= 5XTEOT EyR(a)X], (4.2.13)

Qa) == Ix —a "X, Ey EyR(a) X, Q(a):=Ix —a 'XoR(a)E] E. X, . (4.2.14)

For any a outside the spectrum of the matrix XoR(a)E E, X , the matrix Q(a) defined

above is invertible and similar to (4.2.10), we have
1
Q(a)™" = Ix + ~Q(a) ' XoR(a) E; B, X, . (4.2.15)
a

For two sequences of positive numbers (a,,) and (b,), we write a,, < b, if there exists
a constant ¢ > 0 such that a, < cb,. We write a, < b, if a, < b, and b, < a, hold
simultaneously. A sequence of events (F,,) is said to hold with high probability if there
exist constants ¢,C' > 0 such that P(FS) < Cn~°. The operator and Hilbert-Schmidt
norms of a matrix M are denoted by ||M]|| and ||M || respectively, and we write ||(ay,)||e
for the ¢, norm of a sequence (a,). We will write (e;)?_, for the standard orthonormal
basis of Euclidean space R", often without specifying the dimension n.

We will use the usual o, and O, notations for convergence in probability and stochastic
compactness. For p > 1, we will write or» and Op» for convergence to zero and boundedness
in LP i.e. for a sequence of random variables (X,), and real numbers (a,), we write
X, = Opr(ay) if E|X,,/a,|P = O(1) and X,, = or»(a,,) if E|X,,/a,[? = o(1). For matrices
(A,) we will write A,, = Op,||.H(an) if |Anl| = O,(ay).

Throughout the paper we will make use of certain events of high probability. Define
Bo = {I1E] Boll + 18 B < 4(1+ 2)1,

K
B = {I Xl + 17 < 25007 (42,10
=1

and By := By N By. We first state a preliminary result showing that these events happen
with high probability as T — co. The proof will be given in Section 4.5.

Lemma 4.1. Under Assumption 4.1 and either Assumption 4.2 or 4.3, we have
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a) By holds with probability P(By) =1 — o(T7!) for anyl € N as T — oo.
b) For k = 1,2, By holds with probability P(By) =1 — O(KT™') as T — oo.

As an immediate consequence of this lemma and (b) of Assumption 4.1, we have
|ET Eoll + |ET Bl = 0p(1),  I1X0 Xoll + X X, | = Op(Ko?). (4.2.17)

Furthermore, we observe that under the event By, for any sequence (ar)r such that
ar — 00, the matrix Ir_, — a;lETT ETEDT Ey is eventually invertible. Moreover, we
note that under By we have ||a;'E] E.E] Eolg,|| < 4a;'(1 +p/T) = O(az'), which is
a deterministic upper-bound. By the reverse triangle inequality we immediately have
| I7— —az'ETE EJ Eylg,|| > 1 — O(az') and therefore

[R(ar)1s,[l =1+ 0(1), [[R(ar)|| =1+ 0,(1). (4.2.18)
Similarly, under the event By the matrix Q(ar) is eventually invertible as ar — oo and

1Q(ar) "1, = 1+ 0(1), [|Q(ar) ™[] = 1+ 0,(1). (4.2.19)
Finally, let F, be the o-algebra generated by the noise time series (€;), i.e.

F, = J({eit,i = K+1,...,K+pt= 1,...,T}). (4.2.20)
We will often take expectations conditional on the noise series, in which case we shall write

E[-]:=E[-|F). (4.2.21)

4.3 Main results

Write A, - for the n-th largest eigenvalue of the symmetrized lag-7 sample auto-covariance
matrix fJTfJTT The main goal of our work is to establish the asymptotic normality of A, -
for n < K after appropriate centering and scaling. We will first in Section 4.3.1 establish
the asymptotic location of the eigenvalue ), . as well as identify the correct centering for
An- in order to obtain a central limit theorem. The central limit theorem itself, which is
the main result of our work, is stated in Theorem 4.5 of Section 4.3.2.

Due to its length, the proof of Theorem 4.5 will be divided into a series of propositions
and technical lemmas, which are collected in Section 4.4 and Section 4.5. For the
convenience of the reader, we will summarize the strategy of the proof of Theorem

4.5 and explain how the intermediate results are used at the end of Section 4.3.2.
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4.3.1 Location of Spiked Eigenvalues

We first show that the spiked eigenvalue A, ; is close to its population counterpart pi, ,

asymptotically. This will in particular give the asymptotic order of A, ; as T" — oo.
Theorem 4.2. Under Assumption 4.1 and either Assumption 4.2 or 4.3, we have

A 1 K
" 1=0,| ———=|+0,| ———= ], n=1,... K, 4.3.1
inr p(%(T)x/T> p(ﬂ%%ﬁ?) 43.1)

where i, , and v, () are defined in (4.2.6) and (4.2.3) respectively.

Proof. We shall write A, (A) for the n-th largest eigenvalue of a matrix A. Note that the
non-zero eigenvalues of fJTfJI =Y,Y, Y,Y." coincide with those of the matrix Y, YY"V, =
(X Xo+ EJ E))(X] X, + ETE,). We first show that the eigenvalue A,(3,57) is close to
A (X Xo X X,). By Weyl’s inequality (Lemma B.1 of [71]) we have

An(S:57) = An(Xg XX X0)| = (A (Y VoY TV7) = An(X] XX X,)
< || Xy XoE!E, + Ej Eo X! X, + Ey EE] E.|| = O,(Ko}),

where the last equality follows from (4.2.17). Dividing by p,» = oy, (7)* we have

A ST A (X XT XX T Ko?
n( T 7-) n( 70 A0 T):O <0-1> (432)

Thy, (7)2 P\ oy (r)?

Next we compute An(XTXOTXOXTT) in more detail. It is shown in Lemma 4.14 that
(X()XT> = ]E[(XOX )1]'] + OL2 (O'Z'O'jTil/2>, (433)

where from equation (4.5.6) we know E[(X(X);;] = 1;=j027i(7). Therefore for any i # j,

the off-diagonal elements of X, X Xo X can be written as

N

(X Xo Xo X )ij = D (XX ki(Xo X )iy

= (XoX )i (X; Dis + (XoX)5(Xo X )55+ D0 (Xo X )ra( Xo X )iy
k#i,j

= (01-2%(7') + 037 (T))OL2(JZ-UjT_1/2) +Opi (o KT ™)

= O (ot (nT2) + Op <U%}1?(T) 71(5 ﬁ) ~ 0y, (Uf\%ﬂ), (4.3.4)

where the equality in the second last line follows from (4.3.3) and the last line follows from
Assumption 4.2 and 4.3. Similarly, the diagonal elements of X, XJ Xo X satisfy
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(X-Xg Xo X )i = (XoX)5 4+ D (Xo X )i
ki

- (‘7?%(7) + OL2(03T71/2))2 +O0p(KT™) = piy + Op, (0%\7/17(7)) (4.3.5)

Using (4.3.4), (4.3.5) and taking a union bound over i, j we finally obtain

. K204~ (T
16X XX — i) = 0, (2220 (136)

or equivalently we may write

KZ
X, Xy Xo X diag(p; 1) = I + Op 1 <> 4.3.7
0 0 ( R ) K Il \/T71<T) ( )

Let wi, ..., wk be the eigenvalues of X, X] XoX | arranged in decreasing order. Let w be

one of these eigenvalues. Define the function
Gw) = (X, X XX, — wi)diag(u;}),

then clearly we have 0 = | X, X, Xo X, — wlg| = |G(w)|. From (4.3.7) we get
K? . -
IK -+ Op7||.HOQ (W) — wdlag(ulﬂ%)

) _ K?
I — diag(wpy ) + Op (\/T7 (T)>
1

0= |G(w)| =

?

and using Leibniz’s formula analogous to the derivation of (4.4.42) we obtain

K K6
0=|Gw)|=]]Gw)i+O0p| —==] 4.3.8
Gl =TT66n+ 0, ir ) (43.8)
Since [[; G(w)i; = 0,(1), there is at least one i € {1,..., K} such that G(w); = 0,(1).

Now we show that in fact there can be only one such i. For any 7 # j, we have
G(w)i — Gw)y; = wlpy " —p; ') > wpy ' (1+¢) (4.3.9)

for some € > 0, where the last inequality follows from either Assumption 4.2 or 4.3. We
first observe that wy; ' # 0,(1) for any i as T'— oo. Indeed, suppose for a contradiction
that wu; ' = o0,(1), since p; < p; for any i = j, we easily see that G(w); = 1+ 0,(1)
for every i, which makes (4.3.8) impossible. Substituting back into (4.3.9) we see that
G(w)i—G(w)j; 2 1+eforany i # j. Clearly, if G(w);; = 0p(1), then G(w);; 2 1+€e+0,(1)
for any j # 4, i.e. there can be only one ¢ such that G(w);; = 0,(1).

Therefore, for (4.3.8) to hold, there must exist some ¢ € {1,..., K} such that
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K6
0= G(W)” + Op (W)

It then follows that the K solutions to |G(w)| = 0 satisfy the system of equations

0=Gw)i+ 0, <%<K)6T> i=1,...,K.

Using (4.3.5), we see that each G(w);; satisfies

XX ( )
Gl e s T\ e

which implies that the K solutions to |G(w)| = 0 satisfy the system of equations

w 1

e O”(W)’

Note that by definition there are K possible choices of w, which are the ordered eigenvalues

i=1,..., K. (4.3.10)

of X, XJ XoX. Since {y;,} are ordered under Assumption 4.2 or asymptotically ordered

under Assumption 4.3, we can easily conclude that

A(X- X XoX ) 1
—1=0,| ———= ).
Mz %(7')\/?

Combining this result with (4.3.2) we get

Ai(iTiI)_l_O< LK )
i \VTy(r)  ofulr)?

which completes the proof. O]

Remark 4.3. A closer inspection of the convergence rate in Theorem 4.2 shows that p,
is not the appropriate centering constant for A, . for the purpose of obtaining a CLT.
The first term on the right hand side of (4.3.1) can indeed be shown to be asymptotically
normal at a scaling of v, (7)v/T, which is the same scaling as in our main result Theorem
4.5. However, the second term in (4.3.1) is in general not negligible after scaling by
%(T)\/T since we do not impose assumptions on the rate of divergence of pi,, ;.

If we were to impose stronger assumptions on the rate of y, ,, for example assuming
the rate g, , < p'~° required in [104], then the second term in (4.3.1) indeed becomes
negligible. Under such assumptions the K leading eigenvalues of the (p + K) x (p + K)
dimensional matrix iTij are extremely close to the eigenvalues of the K x K matrix

X, XJ XoXT

T

as can be deduced from the proof of Theorem 4.2. The analysis of the
matrix ETEI reduces to the analysis of the much simpler matrix X, X ] Xo X, which is

essentially a low dimensional problem. In this case, the derivation of a CLT is much easier
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and does not require any techniques and results from random matrix theory.

As can be seen from the proof of Theorem 4.2, the second term in (4.3.1) represents
the bias incurred when estimating ji,, » using A, ;. In order to obtain a CLT, we need a
more accurate centering term for )\, ; to remove or reduce this bias. This centering term,

which we write as 0,, -, will be defined implicitly as the unique solution to the equation
1 =E[BOnr)nnls,) — E[AOn+)nnls " ElQ(0n)ils,], (4.3.11)

where the matrices B(a), A(a) and Q(a) are defined in (4.2.13) and (4.2.14) for a € R.
To make this definition rigorous, we start with Proposition 4.4 which shows that (4.3.11)

indeed has a unique solution for 7" large enough. Furthermore, this solution is shown to

exist in some small interval containing p,, , = ot~, (7). This in particular establishes the

asymptotic order of 0, ;.

Proposition 4.4. Suppose Assumption 4.1 and either Assumption 4.2 or Assumption 4.3
hold. Fizn € {1,...,K} and let € € (0,1) be an arbitrary constant not related to p,T.
Then there exists Ty large enough such that for T' > Ty, the function

a > g(a) =1 - E[B(a)uls,] — E[A(a)nn 15, E[Q(a) 0 15,]
has a unique root in the interval
Ay (T)?[1 — 6,1 +¢]. (4.3.12)

Proof. We first consider the invertibility of the matrix Q(a) defined in (4.2.14). Recall
the matrix R(a) from (4.2.9) and the event B, from (4.2.16). Since a < ov,(1)? — oo
and ||E] E,Ej Eyglg,]| is bounded by definition of By, the matrix [ — a 'E] E, Ej Ej is
invertible under By and we have ||R(a)|[15, = O(1). Therefore |a ' XoR.E E. X |15, =
O(0,%9,(7)7%) = 0(1) and thus Q(a) is invertible under By for T large enough.

It will be shown in Lemma 4.15 that

E[A(@)nl5] = “’2%“’ Fo(l), E[B(@mls) = ol), E[Q(@); sl =1+ o(1).

From (4.3.12) we have a=*/?02,(7) =< O(1), using which we can obtain

0:11%1 (7—)2

g(a) =1 - E[A(a) 15,5, E[Q(a)n, 15,] +0(1) = 1 — .

+o(1).
Substituting the endpoints of the interval (4.3.12) into the function g, we have

Te
1+e

g(1xe)otvy, (1)) =1~ +o(1) = + o(1).

1+e¢
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For T large enough, the signs of ¢ differ at the two endpoints of the interval (4.3.12) and
therefore g has a root inside the interval. It is not difficult to observe that g is a monotone

function in a for T large enough which implies the root is unique. O]

4.3.2 Central Limit Theorem for Spiked Eigenvalues

The constant 6, , defined via equation (4.3.11) turns out to be the appropriate centering
constant for A, ,, in the sense that the second term in (4.3.1) becomes negligible after

centering by 0, ;. We are ready to state the main result of our work. Define

Opp = LT T (4.3.13)

Theorem 4.5. Under Assumption 4.1 and either Assumption 4.2 or 4.3, we have

\/T;"(T)dm = N(0,1),

UTL,T

where vy, » s defined by

1 ||
vl = T\/ar(fzgfw) = Y (1 — 7= T)uk, (4.3.14)

|k|<T—T1

and (up)k<r—- 95 a sequence of constants given by

uy, = i (k)? + ik + 7)v:(k — 7)+(E[2],] — 3) lz[:) Pi1Pi, 147 Pi -k Pi I+ k7

Remark 4.6. We remark that for generality as well as tidiness of presentation we choose
to formulate Theorem 4.5 in a form that holds under either one of Assumption 4.2 and
4.3. A closer inspection shows that the two cases are quite different. In the case where
T — 00, we observe that 7, (7) — 0 while the term v;_ defined by (4.3.14) can easily be
shown to be bounded away from zero. This implies that the scaling of CLT in the two
cases are not of the same order. In the case where 7 is fixed, the variance 4v,w7n(7)*2 of
\/T(S,m is bounded both from above and away from zero from below. On the other hand,
when 7 — 0o, the variance of /76, . tends to infinity at a speed of 7, (7)~".

This result might seem surprising since 0, = (An,r — On.r) /0y, - is already normalized
in an obvious way so one might expect &, to be of order 7-'/2. One might be tempted
to draw the conclusion that A, ; is less accurate an estimator of 6, ; for larger values of
7, since the variance of 9, ; increases with 7. However, the opposite is true here. Since
0.+ =< 02, (7)? by Proposition 4.4, this implies that in fact A, , —0,,, = O,(oi, (1)T~/?),
which is faster than the rate \,, — 6,, = O,(c T~1/2) obtained in the case where 7 is

fixed. In practical situations where we deal with the auto-covariance matrix with a larger
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7, the CLT under Assumption 4.3 provides a much more accurate convergence speed and

asymptotic variance than using fixed 7 results.

To establish our main result Theorem 4.5, we need a collection of preliminary results
in Propositions 4.7-4.10 and technical Lemmas 4.12-4.18. Due to the length of the proofs,
we provide a summary of the key ideas involved. Before we proceed, we make some
simplifications to commonly used notations.

Throughout the rest of the work, we will without loss of generality deal with the n-th
largest eigenvalue A, ; of f]Tf]TT for a chosen n € {1,..., K}. To avoid using too many
layers of subscripts, we will routinely suppress the subscripts n, 7 and write A := A, ..
Recall the scaled resolvent R(a) of the matrix E' E, E E, evaluated at a, as defined in
(4.2.9). When we evaluate R(-) at the values A, ; and 6, ,, we will simply write Ry := R, ,
and R := Ry, . Similarly, we will write Q», @, Q and Q for Qy, ,, @y, ,Qp,, and Q,
respectively. Using these notations we define the matrix M := (M;;);; by

M = Ig — ;XTEOT EyRX] — ;XTRTXOT Q' XoRX, (4.3.15)
which will turn out to be the central object of our study.

The initial step in our analysis is to derive an expression for the eigenvalue A and the
quantity § defined in (4.3.13). This is necessary because the eigenvalue A of the matrix
iTij in general depends on its entries in complicated and non-linear ways. We take an
approach commonly seen in the random matrix literature (e.g. [15, 52, 111]) and express d
as the solution to an equation involving the determinant of certain random matrices. This
is established in Proposition 4.7 in which we express ¢ as the solution to the equation

0 T T

det (M + gXTXO XoX, + 60p,.||(1)> = 0. (4.3.16)
The main idea is then to apply Leibniz’s formula to compute this determinant. Doing so
will express d as a polynomial function of the entries of the matrices M and 62X, X XX T
plus many higher order terms. After controlling the terms in this polynomial, it can
be shown that the asymptotic normality of the ratio ¢, . directly originates from the
asymptotic normality of the corresponding entry M,,,. Specifically, as shown in the proof
of Theorem 4.5, to establish the CLT), it suffices to show

M,
T—"" — = N(0,1), My=1 1), Vi :
VI = N(0.1), +opll), Visn
establish a uniform bound of sufficient sharpness on the off-diagonals of M, and identify
the limits in probability of the entries of 71X, X XX . From this, it is clear that M and
hence the resolvents R and Q~! appearing in the definition of M are the central objects of

our analysis. To deal with the expression (4.3.15), we first construct an approximation to
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M in Proposition 4.8 that preserves its asymptotic distribution.

We now discuss why this approximation is constructed in a seemingly unusual way.
Observe that since 6 diverges, the resolvents R and Q~! are very close to identity matrices
for large T', a fact used many times in our proofs. However one cannot simply replace them
by identities to simplify (4.3.15). Indeed, it is easy to show that R — Iy, = O, (071),
which converges to zero but not fast enough for obtaining a CLT after scaling by v/7T.
This is because we allow 6 to diverge at any rate and not as a specified function of 7.

It can be shown however that this approximation error of order §~1 appears only in the
mean of the asymptotic distribution, see for instance (4.4.33). That is, we can use identity
matrices to approximate R and Q7! in (4.8) as long as we include an appropriate centering
step to adjust the expectation of M before scaling by v/T. This centering step for the
matrix M results in (4.3.11) from which the centering 0, , for A, ; is defined. Recall from
our discussion following the statement of Theorem 4.2 that # is a more accurate centering
term for A than p is. From the discussion above, it can be seen that this is essentially due
to the fact that R and Q! are not close enough (in spectral norm) to identity matrices to
allow for the scaling of v/T.

Instead of identity matrices, we therefore use more accurate approximations to R
and Q~!, which in our case turn out to be their expectations under certain events of
high probability. To show that these expectations are close enough to the resolvents
themselves, we establish the concentration of R around its expectation in Lemma 4.16,
the concentration of Q! around a certain conditional expectation in Lemma 4.17, and
estimates on the differences between conditional and unconditional expectations in 4.18.

Using these tools, we can show in Proposition 4.8 that after centering by a certain
conditional expectation (which is later replaced by an unconditional one using Lemma
4.18), the asymptotic distribution of M can be obtained from the asymptotic distribution
of the bilinear form XoRX, up to adjustments in the expectations.

It therefore remains to establish the asymptotics of XoRX . Using tools developed
in Lemma 4.12-4.15, we study the bilinear form XoRX and establish its concentration
around a certain conditional expectation. Using these results we show in the proof of
Proposition 4.10 that the asymptotic normality for XoRX | follows from the asymptotic
normality of the much simpler auto-covariance matrix X, X', again up to adjustments in
the expectations. The CLT for this matrix XX is established in Proposition 4.9. Finally
Proposition 4.10 gives the CLT for diagonals of the matrix M and required estimates for
the off-diagonals. The proof of Theorem 4.5 is then assembled from the above pieces.

To recapitulate, the quantity of interest ¢ is first shown to satisfy equation 4.7. Through
a series of approximations we establish the asymptotic normality of the diagonals of the
matrix M appearing in 4.7. The off-diagonals of M are bounded in probability and we
establish the limit in probability of the matrix X, X ] Xo X appearing in 4.7. Leibniz’s

formula is then applied to compute the determinant in 4.7, and our main result 4.5 follows.
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4.4 Proofs

This section contains the statements and proofs of the four propositions described in
Section 4.3. The proof of our main result Theorem 4.5 is given at the end of this section.

We first give an expression for § := 6, .. Recall the matrix M from (4.3.15)

1
X,R"X, Q' XoRX.

1
M = Iy — §XTEOTEORXI -7

Proposition 4.7. Suppose Assumption 4.1 and either Assumption 4.2 or 4.3 hold. Then

the ratio ¢ is the solution to the following equation

det (M + gXTXOT XX, + 0, (1)) = 0. (4.4.1)

Proof. Suppose A is an eigenvalue of iTiI, then /X is a singular value of the matrix S

or equivalently an eigenvalue of the (2p + 2K) x (2p + 2K) matrix

0 0  X.X, X,E]

0 =\ | o 0 E.X] E.E]

ST0) | XoXT XoET 0 0

EyXT EEI 0 0

By definition the eigenvalue \ satisfies
Vg 0 -X. X, -X,E]
0 VMg 0 0 =\ 0 VAL, —E.X] -E.E]
[\ o WIL ST 0 )| || =XoX] —XoET  VAIk 0 ’

—Ey X —EE] 0 VI,

which, after interchanging the columns and rows, becomes

Vg =X, X{ 0 - X EJ
~XoX] VMg  —XE] 0
o || HXT VA —XoE (4.4.2)
0 ~E.Xy VM, —E.E]
—EyX] 0 ~EEl VI,

From Theorem 4.2 we know that A — 0o as T — oo. From Lemma 4.1 we recall that the
spectral norm of F,F] is bounded with probability tending to 1 as T'— occo. Therefore
the bottom right sub-matrix ( VM BB

_BoET AL ) is invertible with probability tending to 1.
Using the matrix identity
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A B\ [ (A=BD'C)'  —AT'B(D-CA'B)!
¢ D)  \-D'C(A-BD'C)"' (D-CA'B)™)

. . VI, —E.E]
we can compute the inverse of the submatrix (EOEI V3, ) and get

( VA, —ETEOT>

—EE] VI
- (VAL - LEEJEE])" LB E] (VAL - S EEIEE])
N \%EOEI(\/_JP—%EJ«?OTEOEI)_1 (VAL - LEEIEE])

\/X(Afp _ ETEOTEOETT)_l E.E/ ()\[p - EOE:ETEJ) 1
BT ()\Ip - ETEOTEOETT)_I \/X(A[p - EOETTETE()T)_l

0 a\(A B 0 pB' B aDa' aCp7
s 0/\C D)\a" 0 BBa’ BABT ]
Substituting the above computations back into (4.4.2) we have
o | VIx =X X] 0 -X,E A,  —EET\ 0 —~E:- X
I\ =XxoxT  WIx )] \=XoET 0 —EoE] VAL, —EoXT 0

| Ik —XeX] X7 EJ V(M — EOEIETEJ)’lEOXJ X, EJ EoE] (M, — ETEOTEOEI)’IETXJ
—XoX] Vg XoE] E-E] (M — BoET E-E] ) BoX]  XoEIVA(A, - E-EJ EoE]) ™ E-X]

Observe that

_ VI — XrEJ (Mp — EoE] E;EJ ) 'EoX]) —X,(Ir—; + Ef BoET (M, — E-E] EoEl ) 'E;) X,

|\ ~Xo(Ir—+ + E] E-E] (M, — EoE] B, EJ )" 'Eo)X ] VAIk — XoE] (Mp — E-E] BEoE] ) 'E-X{])

_ VAMIk — X+E] Eo(\lr_, — E] E;EJ Eo)"'X]) —X+(Ir—s + BE{ EoE] E-(\Mp_. — E] BoE] E-)~ )X
T\ ~Xo(Ir—r + Mr—r — ETE.E] Eo)""ET E.E] Eo)X T VAIx — XoMr—, — ETE-E] Eo)"'E] E- X))

where the last equality holds by (4.2.11). Recalling the notations we introduced in Section
4.2 and identity (4.2.10), we obtain

0= ‘( VAQ,  -XRIXG (4.4.3)

—XoR\ X, VAQ\

) | =@\ = MNXRIX) QX Ry X |

Next, we center A around the quantity 6 defined in (4.3.11). Since A and 6 diverge,
they are outside of the spectrum of £ E, EJ Ey with probability tending to 1. Then

1 1
TR - R = My, — EE.E] Ey)™ — (I, — E'E,E, Ey)™
0
=0~ N(\p_, — E'E,E{ Eo) ' (0Ir_, — E] E.E] Fy)™' = — R

Substituting back into itself, we obtain
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1 1 1.6 1 6., 6
_Ri.=-R—-—6§lZR—- = =_R—- — ) 4.4.4
)\R,\ HR 5[9}2 )\R,\R]R OR OR + )\R,\R ( )
Using the bounds in (4.2.17) and (4.2.18) we have
1
R—Ir_. = 5E:ETEJEOR = OI%H'”(Q_I)? R? = Ir_, + Op7||.‘|(9_1), (445)

where the second equation follows from expanding (R — I)%. By Theorem 4.2 we have
0 = 0p(1). Substituting back into (4.4.4) we get

1 1 4] _ 1 o _
XR)\ = @R — éRz + (50p,||.||()\ 1) = gR — §[T——r + 6019,“'”()‘ 1). (4.4.6)

Using this we can get

Q) — Q= (Ix — X, Ef B\ "Ra X)) — (Ix — X, B Eof'RX])

5
= X, EJ Ey(0'R— X\"'R\)X = X, E, Ey glr-+ 5o, (AT X

From (4.2.17) we recall that || X,||? = O(Ko?). Using 6 = 0,(1) again we get

s =
Q\=Q+ 5XTE0TE0XI + 80y, (KoTA™Y) = Q + bop (1),

and similarly Q\ = Q + do, . (1). Finally, since ||Qy"|| = O,(1), we have
Q;l - Q_l = QXI(Q - QA)Q_I = OP,H'||<1)' (4.4.7)

Next we consider the matrix XoR)\X | appearing in (4.4.3). From (4.4.4) we have

Vo -1 ) 526
T XoRy X = — X RX. — — X R’X + — X ,R\R’X. 4.4.8
)\ 0 )\ T \/g 0 T \/5 0 T )\ 0 )\ T ( )

For the second term on the right hand side of (4.4.8), using (4.4.5) and (4.2.17) we have

) 0 o
T XoR?X] = XX + —=Xo(R>— 1)X]
\/g 0 T \/@ 0N+ \/@ 0( ) T
5 Ko? o
= ﬁXOX;r + 00,1 ((93/21> = %XOX;F + 00y, (1).

Similarly the last term in (4.4.8) satisfies %XOR,\RQXTT =00y, (1). Therefore

?XORAXI -

5
%XORXTT — %XOXTT + §op,1 (1) (4.4.9)

To deal with the second term appearing in the determinant in (4.4.3), we first make

1
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the following computations. Using (4.4.8)-(4.4.9) as well as (4.4.7) we have

0 1 )
GXFIXT QR XoR\XT = (JoXRTXG = SoX X + by (1)
- 1 )

1 5 e 0
— (\/@XTRTXOT — \/EXTX(I)Q 1(\/§X0RXTT - \/@XOXTT> + 00y, (1)-

Expanding the expression above and using (4.4.8)-(4.4.9) again we obtain

0 1
v XoRY X Q' XoRy X = §XTRTXOT Q' XoRX |
5
-2 (XTRTXOT Q' XoXT + X, XJ Q' XoRX ) 1 60y(1)
1 28
= EXTRTXOT Q 'XoRX] — yxTXJ Q' Xo X, + o, (1)

Finally, recalling A/ = 1+ §, we can conclude

1 0
TRX) QU Xo R\ X = (14 0) 5 X RUXG QT X RaX]
1 20
= EXTRTXOT Q 'XoRX — ?XTXOT Q' XX
1 20
+ 6<6XTRTXOT Q 'XoRX] — ?XTXOT Q' XX, ) + 60y, (1)
1

5
= JXRTXJQTIXORX] — 2 X X XoXT + 80, (1),

where in the last line we have used (4.4.5)-(4.4.9) again. To conclude, we have shown
— 1
Qr=Ix — §XTE0TEORXI + dop,1 (1),

for the first term in the right hand side of (4.4.3) and

1 1 5
XXTRIXJ Q' XoR\ X, = §XTRTXOT Q 'XoRX] — 5XTX0T XoX, + 60, (1)

for the second term. The claim then follows. O

We now work towards establishing the the asymptotic distribution of the matrix M

from (4.3.15) with the help of Lemma 4.14-4.18. For notational convenience we define

1 1
A= ﬁXORXTT , B= ngEOT EyRX], (4.4.10)

sothat M = I — B— ATQ'A. Foreachi =1,..., K, define
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M“’ =1 E[Biilgo] — E[Aiilgo]z]E[Qi_illBQ] (4411)

which serves as a deterministic centering for the ¢-th diagonal entry of M. We first give

an approximation for M;; — M;; up to the scaling of T—1/2.

Proposition 4.8. Under Assumption 4.1 and either Assumption 4.2 or 4.3, we have

_ 1
Mii — Mii = 2(A” E[A“DE[AMlBO]E[Qii 132] + OP(ﬁ)u (4412)
foralli=1,..., K, where E| - | is defined in (4.2.21). Furthermore,
K3
max | M| = O, ———=|.
i il p<71(7)2ﬁ>
Proof. We first recall from Lemma 4.15 and Assumption 4.1 that
77 (T) oio]
We also recall from Lemma 4.17 that
o ls, = ElQuils) + o (T7?),  Qi'1p, = or2(T7). (4.4.14)

Recall that M = I — B — ATQ ' A. We first consider the i-th diagonal of ATQ~'A and

show that it is close to A% E[Q;;'15,] under the event B,. Note that we can write
(ATQ™A); = Z ApiAniQ,

— Q7+ X AniAuQh+ Ad( T AQE + X AmQil). (44.15)
m,n#i n#i m#£i
We will consider each term in (4.4.15) separately. Recall from (4.2.19) that ||Q 1,/ =
1+ o(1) which implies Q;;'15, = 1+ o(1) for all 7, j < K. Using the triangle inequality
followed by the Cauchy Schwarz inequality we have

1

]E’ Z AmzAmQ;li—Lle ~ Z ]E 132 5 [A’?ulBQ]%

m,n#i m,n#i
1 K202
< Z ]E 115"0 2 [AiilBo]% =0 M s
m,n#i or

where the second inequality follows since 1z, < 1g, by definition and the last equality
follows from (4.4.13). By Assumption 4.1 we then have
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1
AmiAniQu g, = ot | —= | 4.4.16
For the last term in (4.4.15), we note that 15, = 15,15, by definition. Using [|Q'14,]| =
1+ o(1) and the triangle inequality we have

E' > A ALQ; s,

+ ’E[Aiill?o]

S ;E’(Aiillﬁo — E[A;i1p,])Anils, Z#: E’AniQi_nllBg

By the Cauchy Schwarz inequality and (4.4.13) we have

E < Z Var(An'lBo)1/2E[Ai1180]1/2

~J

1
+E[A215, V2 Y E[A2 15, ] E[(Q7)2,15,] Y2 = o —= .
ey ,; [Anils] “E[(Q )inLs.] Vit

Combining with (4.4.16), substituting back into (4.4.15) and applying (4.4.14) we obtain

Ay Z AniQi ) g,

1
ATQ A)ilp, = AZ15,E[Q;: 1] + o1 | — |.
( Q ) B it B—[sz B] or, <\/T>

From Lemma 4.1 we know that 1z, = 1 + o(1), therefore

(ATQ'A)y; = AZE[Q;;'15,] + 0 (1 (4.4.17)

5

Next, we expand A% around the conditional mean E[A;;15,]. Note that

A2 1p, = E[Aulp, > + 2E[Aslps, ] (Ails, — E[Aulg,]) + (Auls, — E[Aiulg])?, (4.4.18)

)

where by (c) of Lemma 4.14 and Assumption 4.1, the last term satisfies

4
(AmlBO — E[Amllgo]) = OLl <9T> = 0y, (ﬁ) .

Note that by definition of E and By, we have

1

where the last equality follows from Lemma 4.1. Therefore from (4.4.18) we may obtain

A% = E[Ai1g,)* + 2E[Aii15,)(Ai — E[Ax]) + o, <\/17>

Substituting back into (4.4.17) we have



4.4  Proofs 99

(ATQ ' A)i; = E[Aii15,°E[Q5; ' 15,] + 2E[Aii15,JE[Q;; ' 15,] (Asi — E[A]) + 0 (\/17>

= E[A;15,°E[Q;; ' 15,] + 2E[Aii15,|E[Q5: ' 15,) (A — E[Ai]) + 0, <1>,
VT
where in the last equality, Lemma 4.18 is used to replace the conditional expectations with
the unconditional ones (except for the centering of A; where the conditional expectation
is intentionally kept).
Finally, we recall M;; = 1 — B;; — (ATQ ' A);;, so it remains to consider the matrix

B =3X.Ej EgRX in the same manner as above. By Lemma 4.14, we have

2 1 1
< O(o?0%T) = o| —= |. 4.4.1
~ 02T2 (UZJ] ) 0(\/T> ( 9)

Using Lemma 4.18 to replace E[B;;15,] with E[B;;15,] and 15, = 1 — o(1), we get

E Bileo — 1@:]@[3’”130]

1
Bij = ]-i:j]E[Biilﬁo] + Op (ﬁ) .

Combining the above computations, we get
— 1
My = My — 2E[A;15,|E[Q;: ' 15, (A — E[A;]) + 0, <T>

and the first claim follows.

For the off-diagonal elements, write
(ATQ'A)y; = > Apidn;Qpr, = AiAjQut + AuAiyQyt + AjiA;Q5 )

+ Y AnAgQut + A Y AQit + A Y AnQnl. (44.20)

m##i,nFj,m#n n#i,j m##i,j

Observe that by definition of A;;, @;; and the event By we have

KO’% B K 1 B
Ailp, = O( N ) = O(%(T))’ Qi 1, = o(1). (4.4.21)

Recall from (4.4.13), Lemma 4.17 and Lemma 4.15 that

1

1
%(T)\/T>’ n(r)2otvT

Substituting (4.4.21) and (4.4.22) back into the terms in (4.4.20) we have

Aijlg, = OL2< Q' 1s, = OL2< ) Vi # 3. (4.4.22)

K? K
AuA QMg = O [ — ) AuAuQiMg, = Op | — ).
199y 18 = O (71(7)40%\/T> #Qute = O (71(7)2\/T>
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With similar computation, the rest of (4.4.20) satisfy
K* K?
ApiAnjQpy, = O, <>, Aii Y AnQy = Op <>,
m;éi,"r;,m;ﬁn ’ g (7—)2T n%i:,j ’ 71 (T)4O-%

both of which are of order Op1(T~%/2) by Assumption 4.1. Substituting the above four
estimates back into (4.4.20) we get

(ATQ7'A)i; = Ops <’)/1(T};\/T)

which is uniform in ¢, j. Taking a union bound we obtain

TN1 1 TH-1 _1 K
P(mgx(47Q )y > ) < [ EBUTQ = 10 )

or in other words we have the bound

L e )
=0

Lastly, since M = I — B — ATQ ' A, it remains to bound the off-diagonals of B. Routine
computations similar to (4.4.13) and the union bound above show that B;; is of high order

compared to (ATQ7'A);; and is thus negligible. This completes the proof. m

From Proposition 4.8 we can conclude that the CLT for M;; is given by the CLT for

Ay, up to centering and scaling. This is what we compute next.

Proposition 4.9. Suppose Assumption 4.1 and either Assumption 4.2 or 4.3 hold. For
anyi=1,...,K and 7 > 0, define

1 T—1
2
v = Var itfiter |-
,T T—T <; f,tf,t“l‘ >
a) For any i and T, the quantity vgf satisfies

vio= > (1 — T“i|7->ui’k(7—>’ (4.4.23)

|k|<T—7

where the sequence (u; (T))x is given by

U (T) 1= ’Yz'(k)z + ik +7)vi(k — 1) + (E[zfl] —3) Z Pi 1Pt Pi 1+ kPi I+ kT
1=0

b) As T — oo, the sequence (v;,) tends to a limit
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lim 112 (Elz11] = 3)%(r)* + > (% 2+ ik +7)yi(k — ))

T—o0 hel

in the case where T is a fized constant, and

lim v Z ~i(k

T—o0 keZ
in the case where T = 7p — 00 as T — oo.

c¢) In both cases where T is fized and where T — 00, we have

T—1
\/—1@” <Z fitfigqr — EL; fi,tfi,t+71> = N(0,1), T — oo.

Proof. In the case where 7 is fixed, the proof can be adapted from the arguments in section
7.3 of [43] so it remains to consider the case where 7 — oco. For concreteness, the following
proof covers both the case where 7 is finite and fixed and where 7 is diverging as T — oo.
For brevity of notation we will drop the subscript 7 (denoting the i-th factor) within the
proof and write for instance f; := f; and ¢; :== ;.

With some adaptations to the computations in page 226-227 of [43], we may obtain

b V(Y i) = B S A fifuns| — (T = o
’UT-—T_T a 2 ther | =7 tJt+rJs)s+r T)YNT

t=1 s=1

S <1_T’]j|7>“’“(7)’ (4.4.24)

|k|<T—1

where (ug(7))y is given by

ue(7) == y(k)? + vk +7)y(k — 1) + (E[z11] — 3) D CuprrO1ahPisesr-
1=0

Note that the sequence (¢;); is summable and so is the sequence (ug(7));. Taking the

limit of (4.4.24) and invoking the dominated convergence theorem we conclude

hm UT = Z lim (1 - T|k| )uk(T)

—00 -7
In the case where 7 is a fixed constant, we have, as in Proposition 7.3.1 of [43],

v? = (B[] = 3)v(r)2 + > (v(k): + y(k + m)y(k — 7)), (4.4.25)

kEZ

and in the case where 7 is diverging, i.e. y(7) — 0 as T'— 00, we easily see that
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2 1 2 2
ve = Tlgl;o v =Y (k)% (4.4.26)

keZ

This settles the first two claims of the proposition.

We first prove a version of the CLT for a truncated version of the factor (f):>o. The
truncation will be justified further below. Fix L > 0 and define ( ft(L))t:L._.,T by

L
ft(L) = Z Przi—1,
=0

.....

dependent process, i.e. ft(L) ft(fl is independent from f(%) f(gﬂ whenever |s —t| > L + 7.
The mean is given by E| ft(L) t(ﬂ] = v(7), where ~y(+) is the auto-covariance function of

the truncated process (f*). Similar to (4.4.24)-(4.4.26) we may compute

1 T—1 I I
VE 1y = TVar(; £ U@&l),
which has limits, in the case where 7 is fixed:

vy = dim o7 gy = (Eley] = 3)y(r)” + é(%(kf + 7k + 7)Yk — 7))

and in the case where 7 — o0:

vl = Jim vp gy = > (k).
keZ

Note that in either case V() is a non-zero constant. It can easily be checked that, under

.....

centering) satisfies the conditions in [33], whose main theorem can be applied here to

obtain
(1 )
Tr—r T_ - ;_1: fe7 feir — () :>N(O7U(L))7 T — oo.

We now justify the truncation. Since (¢;); € £1 and (z;); is uniformly bounded in L4, it is

easy to conclude that, for each fixed T', we have

T—1 T—-1
) FB O S fifier|| — 0, L— o0 (4.4.27)
t=1 t=1

L2

Consequently, we may conclude that v, (1) — ~(7) and U(QL) — v?as L — oo, since they are
the first and second moments of the sums in (4.4.27). We may then follow the arguments

on page 229 of [43] and apply Proposition 6.3.9 of [43] to obtain
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VT — ( — foor — ()) = N(0,v%), T — oo. (4.4.28)

Finally, using (4.4.25), (4.4.26) and £== — 1, by Slutsky’s theorem we may conclude that

\/_1UT (Z Jeferr = (T = T)%(T)) = N(0,1).

It remains to observe that (7' — 7)y,(7) is exactly the expectation of Y- f; fi1, and the last

claim of the proposition follows. O
Proposition 4.10. Under Assumption 4.1 and either Assumption 4.2 or 4.3, we have

0 —
T7— MM—M” N 71 y .:1,...,K, 4.4.2
\/_20?%(7')%,7( ) = N1, ( )

where M; is as defined in (4.4.11) and v, . is defined as in (4.3.14).

Proof. For simplicity, within the current proof we will denote x;0 = X; .77, Xir =
Xi,[r+1:T] and similarly fip := fi,[l:Tfr]7 fi; = fi,[TJrl:T]; €0 ‘= € [1.T—71]; €ir ‘= €} [r4+1:T]-

Observe from (4.4.12) that the asymptotic distribution of M depends crucially on
that of A. We first give the asymptotic distribution of A;;. Recall from (4.2.10) that
R—Ir_, = 0*1ETTETEOTEOR, using which we can write

1 1
Ay = —X;0Xir + —=—X;0(R — Ir_)X;r
\/ET 10 \/@T zo( T )
1 1
= ———X,X;r + xpEl E.E] EyRx,. (4.4.30)

\/aT 93/2T X0

Applying Lemma 4.14 to the last term in (4.4.30) we have

1 T T T 1
93/2T ZOE E E EORXi7180 — 93/721_’

o}
Elx, E! E, E) EgRx;15,] = Op2 (93/2 ﬁ)

Recalling from Theorem 4.2 that 6 < ofv,(7)?, we get

o2
AiilBo E[AulBo] ( ;(r)XiTlBo - E[X;(r)xileo]) + OL2 <63/2Zﬁ>

(xiTox,-T — E[xiTOXiT])lgo + Oy (0 71(1)3\/_> (4.4.31)

\/_

'ﬂ

IIT

~

Next, we recall that x;0 = \/%(aifio + €;) and x;; = \/%(aifﬁ + €;;) so that

T 20T
X0Xir = 05 fz() fz'r + (szoezr + 04€; frr + € OEZT)

Applying Lemma 4.13 to the three terms in parenthesis on the right hand we get
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X;BXZ'T — ]E[X;l(—]XiT] = O',szz—gf“— — O'?E[fl—gfyr] + OL2 (O’lﬁ) (4432)

Substituting back into (4.4.31) and using 0 < o7 (7)? again we obtain

o? of 1
Bo —[ Bo] \/§T< i0 [ i0 ]) By L (\/ﬁ) L Uf‘ﬁ%(ﬂ?’
o? 1
= —(£lf, —E[f f.,])1g, + Op| ——— |. 4.4.33
(86~ 1, + O () (1.433)

Rescaling and recalling that 15, = 1 — 0,(T") for any [ > 1, we have

Vo 1 B
ﬁg(Aii —E[Ai]) = ﬁ(fgfw —E[fifr]) + Op(o7").
From this we observe that we can obtain a CLT for A;; from a CLT for the auto-covariance

function of f;. Indeed, by Proposition 4.9 we have

0
\/TJ;{: (Aii — E[Ay]) = N(0,1), p, T — o0, (4.4.34)

where v; - is specified in the statement of Proposition 4.9.

Finally, we recall from Proposition 4.8 that

Mii — M” = —Z(Am — E[AzzDE[AmlBo]E[Q;l]-Bg] + Op (&) . (4435)

In order to apply the CLT in (4.4.34) to (4.4.35), we need to divide (4.4.35) by the
coefficient of A;; — E[A;;], which requires it to be bounded away from zero. Indeed, we
recall from (4.2.19) that Q;;'15, = 1 + o(1). Furthermore, from Lemma 4.15 we have

E[Aii]-Bo] = M + 0(1) (4436)

Vo

which is bounded from below as well for large T'. Therefore from (4.4.35) we get

Vo

—201‘2% (T)

and the claim follows then from the CLT in (4.4.34). O

The asymptotic distribution of M;; proved in Proposition 4.10 is the last result we

need to prove the main result of the paper, which we present below.

Proof of Theorem /.5. Recall from Section 4.3 that up to now we have dealt with, without
loss of generality, the n-th largest eigenvalue X\ := \,, and the corresponding # := 6,, and
d :=0p := A\ /6, — 1. Recall from Proposition 4.7 that §,, satisfies
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n

det (M + g”XTXOT XoX, + 5op,”.,(1)> =0 (4.4.37)

We first consider the asymptotic properties of the elements of the matrix M. From
Proposition 4.4 and the definition of M;; in (4.4.11), clearly we see M,, = 0. From
Theorem 4.2 and Proposition we also recall that 4.4 that 0,,/(op7,(7)?) = 0,,/p2 . = 140(1).

Then, using Proposition 4.10 we immediately have

\/_72”( >Mm:>N(O,1), T = 0o,
Un,r

For i # n, we recall from (4.4.11) and Lemma 4.15 that

40 ()2 2
M+0(1):1_M2’T

My =1-
On M?L,T

+o(1) <1,
where the last equality is due to Assumption 4.1. Using Proposition 4.8 we have

K3
M; <1+ 0,(1), Viz#n, max .

Next, recall 6 = 0,(1) from Theorem 4.2. From (4.3.6) recall that

. K204~ (T
167X, X7 XX 07 bdin(otur) e = 0, Fg DT ) o0

This in particular implies 60~1(X, X, Xo X, )i = 60~ totyi(7)? + 0,(1) = 0,(1) and

) .,
g(XrXoTXoXTT%j =0p(0), Vi#]J.

Combining the above, equation (4.4.37) becomes det(Q) = 0, where @ is a matrix satisfying

4 2
an - Mnn + 5710—7175(7—) + 5n0p(1)7

for its n-th diagonal element, Q;; < 1+ 0,(1), Vi # n and

K3
sliljp Qij = Oy <’}/1(7')2ﬁ) + dop(1). (4.4.38)

Using Leibniz’s formula to compute det(Q), we have

K
0=det(Q) = > sgu(m) [] Qixw), (4.4.39)
i=1

TeESK

where sgn(m) is the sign of a permutation 7 in the symmetry group Sk. Next we show
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that ; Qi is the leading term in the sum in (4.4.39). Write Sk for the subgroup of
permutations that has exactly K — k fixed points, i.e.

Skr ={m € Sk,i =n(i) for exactly K — k such i’s}.

Using this notation we can rewrite (4.4.39) into
K

0=det(Q)=>_ > sen(m)]] Qire)- (4.4.40)

kZOWESK,k =1

We recall that the order of Sk is given by the rencontres numbers (see [149])

K' k (_1)2
ol

= D L = ‘ .
| Sk k| KK—k (K — &) !

1=

Observe that |Sk | = 1 since Sk contains only the identity permutation and Sk ;| =0
since for any non-identity permutation 7, there exists at least two indices i, 5 € {1,..., K},
i # j such that i # (i) and j # 7 (j). Therefore (4.4.40) becomes

K K K
0=det(Q) =[] Qu+>_ > sen(rm) ][] Qixw)- (4.4.41)
i=1 1=1

k=2meSk 1

Note that for any k£ > 2 and any permutation m € Sk, the product Hfil Qi (s contains
exactly k off-diagonal elements of ). By (4.4.38) we have the estimate

fla = (=) i)

Finally, after substituting back into (4.4.41) and a lengthy computation we have

O:xmdQ):fiQu+5%O)+oﬂT4ﬂ% (4.4.42)
=1

which shows that the product [T, @y is the leading term of det(Q).

Next, using (4.4.38) again we see that [T~ Q;; can be written as

10 = (Mo 48,5228 4 5,0,(0)) (1 +-0,0) = 0+ 801+ 01,

which can be substituted back into (4.4.42) to obtain
0 = My (1 + 0,(1)) 4+ 8,(1 + 0,(1)) + 0,0,(1) + 0,(T?).

Rearranging (and recalling 6,, < o2+, (7)? by Proposition 4.4), we finally get
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VT 5,14 0,(1)) = VT 0 (14 0,(1)) + 0y(1).

20, , 20279, (T) U

Applying Proposition (4.10) we immediately have

fg’;( 5, = N(0.1), T o0

and the proof is complete. O]

4.5 Technical Lemmas

4.5.1 Estimates on quadratic forms

We start with the proof of Lemma 4.1.

Proof of Lemma 4.1. (a) of the lemma can be found in [52], here we give a proof for (b).

Since X, X, is symmetric and positive definite, we have

z:l t=1

1
1 X, Xoll < tr(Xy Xo) =

K 1 T
< Z*Zﬁt'
i:thzl

By (a) of Lemma 4.14 (whose proof does not depend the current lemma) we have

Elfj2 =o0;+1, Va lf:? —Oai1
Tt:1xit =0y ) r Tt:1xit = T/

Taking a union bound and applying Chebyshev’s inequality we have

T

K K
JP><||XOTXO|| >2Za3) <IP’<Z Z%>22 )gz (;Zaﬁt>203>
=1 =1 t=1
K

1< Ko} K
; (T t;xn (o7 +1) > o; > O((Uf — 1)2T> @) 7
and the proof is complete. O]

Lemma 4.11 (Sherman-Morrison formula). Suppose A and B are invertible matrices of

the same dimension, such that A — B is of rank one. Then

B YA - B)B™!
Al —Bl=— : 4.5.1
[+ u(B (A—B)) (4:5.1)
Further more, if A— B =uv', then
-1 TnR-1
TP L DU A S (4.5.2)

1+v B-1u’ 1+vIB-lu
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We first establish some concentration inequalities for quadratic forms of the random

vector x. To do so we will need to introduce some notations. We recall that

o
Ty = 0ifu+ € =01 YuZig+en, i=1,...,K t=1..T.
1=0

We truncate the series and define an approximation

L
xEtL) = O'Z'fl-(tL) + € 1= 0; Z%lzi,m +€y, L>1, (4.5.3a)
1=0
and write x'*) f; (L for (x (L)) rand (f ) For each L, We write
i [1 1) L[] Tiy " )t=1,..,T T
f;r = (@iL; -y Pi0, 0;1> c RT+L. (453b)

Let S be the right-shift operator on RT*L, ie. Se; = e;,1. Define

O, = <goi, S ST_lgoZ) e RI+DXT (4.5.3¢)

then clearly we can write the approximation fz-(L) into

f([l)T] = ZiT,[pL,T]‘I)z'- (4.5.3d)

We note that the space of n x n matrices equipped with the Frobenius norm is
isometrically isomorphic to R™*™ with the Euclidean norm. For each 1 <1i,5 < K, we

define linear operators ¥% n =0,1,2,

i - REI-Tx(T=7) _y RET+L)x(2T+L)

by sending a (7" — 7) x (T'— 7) matrix B to the (27" + L) x (27" + L) matrices

T T
\I/éjB :: o;P; I, B Ir—s ;% ,
Iy 07 (7—7) Orx(r-r) Iz
o\ [ I 0 Neaay
WB - 0;D; T | g[ O 955 : (4.5.4)
IT 07-><(T_7—) -[T—T IT
T T
UYB = 0ii) (Orxr-—n)) p(Orxr-—n)) (05 ,
Ir Ir_- It It

where ®; := (¢, Sep. .. -, ST’lfz.) € RT*+DXT g as defined in (4.5.3c). We first give some

estimates on the operators W%,

Lemma 4.12. The following estimates hold uniformly in L € N.
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a) The matriz ®] ®; is symmetric and (banded) Toeplitz with
SL}p”q);rq)i“ <1+ Sl;p||90z||?1 = 0(1).
b) Forn=0,1,2, the operator norms of V¥ be bounded by
[ < (14 Pl ) (1+ o2l ) = Oloto).
c¢) For any B € RT*T  the trace of U¥B can be bounded by

tr(ViB)| < (T = 7)(1 + o?llill?) | Bl = O(aX(T — 7)1 B).

Proof. (a) From the definitions (4.5.3b) and (4.5.3c) we immediately have
L—k

(B ®i)es = 1\s—t|§L£;-rS|37t|£i = Ljs—tjmk<r D PiitkPil-
=0

It is clear that @] ®; is a banded, symmetric Toeplitz matrix. The operator norm of ®; ®;

is controlled by the supremum of its symbol over C (see [39]) and we have

L L L—k
@] @] < sup S ol St eV <l |1+ D3 [piwenl <1+ leillZ,
|k|=0 k=1 1=0

which is bounded uniformly in i = 1,..., K, due to Assumption (4.1).
(b) By the cyclic property of the trace and Cauchy-Schwarz inequality we get
WY B[} = te (97 B)(¥YB)T)
= tr((Ir + 07®, @:)(Ir_1,0) B0, Iy_,) (I + 03® @,)(0, Ir_,) B (I, 0)).
< ‘(]T + 02 ®)(Ir_+,0)" B(Ip_,, 0)‘ ‘(IT + 070 9;)(0,Ir_.) ' BT (Ir—, 0)' :
F F
Since [|AB|[r < [|A[l||B|, we have
197 Bl3 < Iz + o7 @] ®||| I + o7 || B[,

where ||I7 + 07® ®;|| < 1+ o||e;:||7, by the first claim of the Lemma. By identifying
\IJ? as an operator between spaces of matrices equipped with the Frobenius norm, this

translates to a bound on its spectral norm. The case of V5 and ¥, hold analogously.

(¢ ) For the last bound, similar computations give

[tr(UG B)| = [tr((Ir + 0?9, ®;)(Ir—r, 0)" B(Ir_., 0))]
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< | Ir + 07 @ ||| Bllr < (T = 7)(1 + o7 lill7 )| Bl

The rest of the claims hold similarly. 0

Next, we state an easy extension to Lemma 2.7 of [13] suited to our needs.

Lemma 4.13. Let z = (z{,2z,)', where z; = (21,...,2n) and zy = (Z1,...,2,) are

independent random vectors each with i.i.d. entries satisfying E[z] = E[z] = 0, E[2}] =

E[zf] =1, v, := E|z1|? < 00 and 7, := E|Z|? < 0o for some ¢ € [1,00).

a) Let C be a deterministic m X n matriz, then
2] Czy = Opa(|[C]|r),
where the constant in the estimate depends only on q and vy, v,.
b) Let M be a deterministic (m +n) X (m + n) matriz, then
z' Mz —trM = Opq(||M||F),

where the constant in the estimate depends only on q and vy, vy for k < 2q.

Proof. (a) By Lemma 2.2 and Lemma 2.3 of [13] we have
7 —
< (L ERzc2)" +ZE 23171217 C ]
ij

/2 - -
(2 M2)™ + v Y1017 < (L+ w2 |C %,
2y

/Z:7j

q/2

where the last inequality holds since 3~ |Cj;|9 < (32 |Ci|)9/? for ¢ > 2.

A B
(b) Write M = (C’ D) where A, B, C, D are of dimensions such that
z' Mz = leAzl + 2z, 1 Bzs + Z, 1 Czq + Z, ) Dzs.

By Lemma 2.7 of Bai and Silverstein [13] we have

E|z] Az — trA" S (i + vag)tr(AAT)Y2 < (08 + ) | M|,
Eﬂ’zQ Dz, — trD‘ 2+ Iy )t (DD )2 < ( vl 4 vog) || M ||F.

Then we can write
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Elz" Mz — trM|? < E‘ZITAzl — trA‘q + E‘Z;BZQ — trB‘q
+ E‘ZIOZQ“J + E‘Z;Dzllq.

and the claim follows from (a) of the lemma. O

Using Lemma 4.12 and Lemma 4.13 we can derive the following concentration inequal-

ities for quadratic forms involving certain high probability events.

Lemma 4.14. Let x,f, € be defined as in (4.2.7) and g < 2. Under Assumptions 4.1 and

either Assumptions 4.2 or 4.3 we have

a) For any (deterministic) square matriz B of size T — T, we have
XiT,[lzT—T]BXj,[TH:T] - E[XZ[LT—T]BXL[TH:T}] = OLa (Uin\/THBH)»
where the expectation is satisfies
Bl B prerim] = Listr (¥1(B)) = Liey O(o7T | BI)).
b) For alli,j we have E[f,.; 1 Be€;ry1.1)) = 0 and
10— B€j r1:1) = Op2a(0VT || B)).
¢) Supposen € {1,..., K} and ¢, co are positive constants with ¢, < cy. Pick any
a € ler, ey,
Recall from (4.2.9) the resolvent R(a) := (Ir_, —a 'E E.ETE)™!, then
X 11 B(@) X frrr 1y — BIX 1 R(0)% a1 1)) = Ora(030,VT),
for all k € N, where E[ - | := E[ - |F,] is defined in (4.2.21). In particular,

X1 R(a) X 1) — BIxyp o R(0)% 1y 1s,) = Oy(oi0;V'T).
d) Parts (a)-(c) of the lemma remain true if the vector X; ;1.7 is replaced by X; .77
and the operator W is replaced by W

Proof. (a) We apply the truncation procedure as described in (4.5.3a). Recalling (4.5.3a),
(4.5.3d) and (4.5.4) we may write

-
Ir_ 0
(LT (L) _ (L) T(4T—7 (L)
Xi,[l:TfT]BXj,[‘FH:T] = (Uifi,[l:T] + € 11)) ( 0 )B( ) (Ujfj,[lzT] + €,1:1))



4.5 Technical Lemmas 112

:( Z; [1-L:T)> z[1T])(‘1’1 (B>)(Z;|,—[17L:T]aez—'l,—[l:T])T'

Applying (b) of Lemma 4.13 to the above quadratic form gives

LT L L i
E Xz(,[l):T T}B ( [7)'—1-1 T —E |:Xz(,[1):T 7] Bx] [T+1: T]:| ‘ ~ ||\Ij ]( )“F? (455)
where E[X( o T}Bx( [) 7l = L;—;tr(P¥(B)). Using Lemma 4.12 we see that

W5 (B[4 = O(ota?) | BI§ = (T — 7)720(oto?) | BI|” = T20(oto?) | BI".

and
Elx 5 Bx\0 0] = 1;0(03(T — 7)) B]| = 1,;0(c2T)|| B,

both of which are uniform in L.

Since (p;); is summable and (z;;) have uniformly bounded 4-th moments, it is clear
that XI(L) /o; converges to x;/0; in L* as L — oo, for each fixed T. By the dominated
convergence theorem with (4.5.5) as an upper-bound, we can take the limit as L — oo
inside the expectation in (4.5.5) and the claim follows.

(b) follows from similar computations as in (a) and is omitted.

(c) Note that E! E. ET E has bounded operator norm under the event By defined in (4.2.16).
Since a < o, (7)? diverges as T — oo, the resolvent R(a) is well-defined under B, and
|R(a)k15,|| = O(1). After conditioning on the c-algebra F defined in (4.2.20), we can
then apply (a) of the Lemma and get

E

Xz‘T,[lzT—ﬂR(a)ka,[rH:T]1Bo E[ X (11— T]R( ) X, [r+1: T]lBo] STQ/ZO(U;JU?)

Taking expectations again to remove the conditioning, we obtain

E

Xz‘T,[lzT—ﬂR(a)ka,[rH:T]1Bo E[ X [1:T7— T]R( ) X, [r+1: T]lBo] STQ/QO(U;JU?)-

Note that E[XZ[LT—T]R(a’>kxj,[7'+11T]180] =0 for all i # j by (a) of the Lemma. So
Xz—‘l,—[l,T—r]R(a)ka,[‘r+1:T]180 = 1i:jE[XZ[17T_T}R(a)kxi,[‘r+1:T]180] + Opq (aiaj\/f).

By Lemma 4.1 we have 15, = 1 — 0,(1), from which the last claim follows.

(d) follows from similar computations to the above and is omitted. ]

Note that the expectations appearing in the previous lemma are conditional on the
noise series €. The following lemma gives a preliminary computation on the unconditional

moments of certain quadratic forms. Recall matrices B(a), A(a) and Q(a):

1
XoR(a)X!, B(a):=~-X,E, EyR(a)X],
a



4.5 Technical Lemmas

113
Qa) = Ix —a ' XoR,E] E. X .
Lemma 4.15. Under the same setting as (c) of Lemma 4.1/, we have
o77i(7)
ElA(a)ijlso] = Lizj| =55~ + (1)
0202
Var(A(a)ijlg,) = O( T ),
E[B(a)ijls,] = Lizjo(1), E[Q(a);'1s,] = Liz; + o(1).
Proof. Since x; = o;f; + €;, we first observe that
1 1 077i(7)
WE[XZ[lvT—T]va[T+1:T]] = WE[O-?fi—,r[l,T—T]fj7[T+1:T}:| = 1i:j . (456)

Ja

By definition, the event By is independent from the vector x. Therefore

1
E[A(a);j1p,] = \/_T E[x Z[LT_T}X]',[TH:T]lBU] + W]E[XZT[LT—T](R<G) — D) 1p5,Xj fr41.1]

0-7,'271 T 1
\/é )P(BO) + W]E[XZ[LT—T](R(G) — D) 15,Xj [r+17]]

077i(7) 1
=1 j( Ja +o(1) | + WE[XZ[LT—T}(R(G) — 1) 15yXjjr11:11]5

where the last equality follows since P(By)

= 1ij

= 1+ o(1) by Lemma 4.1. It remains to
compute the last expectation above. Recall from (4.2.10) that the resolvent R(a) satisfies

R(a) — I = a 'E] E,ETER(a). By definition of By we have |E E.ET Elg,|| = O(1) and
|R(a)lp,]| = O(1). Therefore

(R(a) — I)1g, = Opy(a™). (4.5.7)

Using (4.5.7) and (a) of Lemma 4.14 and taking iterated expectations we obtain

1 1
WE[XI[LT*TKR(G) - I)lBOXj7[7—+1:T}] = \/_T [ [ ;rl TfT](R(CL) — I)llgoxj,[T-l—l:T}H

1
1i:jﬁ0(0} T)E[|[R(a) = I||1s,] = Lijo(1).

For the second moment, using (a — b)? = (a — ¢)? + (¢ — b)? + 2(a — ¢)(c — b), we write

(A(a)ij1p, — E[A(a)ij15,])°
= (A(a)i;1p, — E[A(a)ij15,))* + (E[A(a)i;15,] — E[A(a)i1g,])?
+ 2(A(a)ijls, — E[A(a)i1ps,])(E[A(a)ij15,] — E[Ai15,])-

(4.5.8)
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where by (c) of Lemma 4.14 we have

E[(A(a)y15, — E[A(a);y15,))%] = alTQO(ff?U?T) = O(Z?)

and from Lemma 4.18 (whose proof does not depend on the current lemma) we recall

E[(B[A(e)y 1] — BlA@)18)] = O( )

Taking the expectation of (4.5.8) and using the Cauchy Schwarz inequality we have

Bl(Aa)y Bl 1) = O 272

The expectation of B(a) can be computed based on the same ideas and is omitted.
Lastly, under the event Bs, the matrix ()(a) is invertible with ||Q(a)ls,| = O(1). We
recall from (4.2.15) that the inverse of Q(a) satisfies

Qa)™ !t = I + i@(a)lxoR(a)EjETXJ.
By definition of By we know 15,Q(a) ' XoR(a)E! E. X = Oy.j(c}) and therefore
Q(a) Mg, = 1p,Ix + o (1)
and the last claim follows after taking expectations. O]

4.5.2 Estimates on resolvents

Define the following families of o-algebras (F;)t_; and (F;)E, by

Fi = U(G[K_A,_LK-&-i],[l:T})’ Fi= U(X[lzi],[lzT}, G[K—H,K—i—p},[l:T])u

i.e. F; is the o-algebra generated by the first ¢ coordinates of the noise series € and F; is
generated by all p coordinates of € plus the first ¢ coordinates of the series x.

Throughout the appendix we will write
Eil-]:=El-|F], El-]:=E[-I|E] (4.5.9)

Note that by definition Eo[ - | = E[ - | and E,[ - | = Eo[ - | = E[ - |.

We first develope a concentration inequality for normalized traces of the resolvent R.

Lemma 4.16. For any matrix B with T — 7 columns, we have
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(a) ;tr(B(ng() ~ E[Rl,))) = O (g’i’%)
(b) ;tr(B(EJ EoRlg, — E[E] EgRlg,))) = Ore (”\%”)

Proof. (a) Similar to Lemma 4.17 the proof is based on a martingale difference decom-
position of Rlz, — E[R1p,]. We first setup the necessary notations and carry out some
preliminary computations.

Recall that the k-th row of Ey is equal to T/?€g,; .5 . For brevity of notation we

will adopt the following notation

€r0 ‘= EK1k[1T—7]y  Ekr ‘= €Ktk [r+1:T]- (4.5.10)

Let Eyo and Ej,; be the matrices Ey and E, with the k-th row replaced by zeros, i.e.
By = FEy — T‘l/QekaO and Ej, = Ey — T_l/zekng. Define

1 -1 1 -1
R, = (IT - gE,ITEkTEJ EO) , Ry = (IT - GE,;EkTE,})EkO) ,

where Ry is not to be confused with Ry and R, defined previously. Then

1 1
Ey Ey — EyEyo = Tﬁkoﬁgoa E!E. - E; Ey, = fék‘rgz‘r?

from which we can compute

1 1
R™' = Ry' = = (B} E- — By By ) By Eo = — - €1,€4,Ey o

0 0T
_ _ 1 1
Bt = By = =2 B B (Ey Bo — EyoEio) = =5 i Eir€go€ro
We furthermore define scalars
5 - 1 B 1
ST T nB (R~ RD) | 1— e Eg Boler,
B, = 1 B 1
ol (BB - RY) 1 e RuE] Brrery’

both of which are clearly of order 1+ o(1) under the event B,. Using (4.5.1) we get

R—Ry,=—f R(R" = R R;, = gqliRkekTel—lc—TE(—)rEORkv (4.5.11a)
R, — Ry = —BuRe(R;,' — Ry DRy = ﬁRkE;EkTekoegoRk. (4.5.11b)

Substituting (4.5.11b) back into (4.5.11a) we get
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B,
R—F =5k (Rk 4 fj’iRkE,LEkTekoezoRk)ekTe;EJ By (Rk + f i RkEkTEkTekoekoRk)
and so we have
R—Ry=(R,—Rp)+ (R—Ry,) =:Uy +Us+ Us + Uy + Us, (4.5.12)
where we have defined
Uy = &RkE;EkrékoﬁzoRk, U := &RkékngTEJEORk’ (4.5.13)
0T 0T
B,.Br
Us = 92T2RkekTekTETEORkEkTEkTekoekORk,
Uye 9% 5T e T Re o ETELR
4 = 0272 kL LkrCR0 €Lk ELT Efr g L2040
B, B2
U5Z RkEk—rEkﬂ'ekOekORkekrekrE EORkEkTEkTGkOGkORk

6373

Recall the event By from (4.1). Define
Bt = {HE Exoll + | ELEpr |l < 4(1 + T)} k=1,...p. (4.5.14)

Clearly || E}y Exol| < || Ey Eol|| which implies By C Bf and so 15, < 1gr. Recall the family
of conditional expectations E;| - | defined in (4.5.9). Then

1 p
?tr(B(ngo — E RlBO Z Ek 1 tr(BRlBO)
1 & -
= 7 > (Bi - Ei 1) (tr(BR1g,) — tr(BRi 1))
k=1
1 & 1 &
- — Z(Ek - ]Ek_l)tr(B(R - Rk)lgo) i Z(Ek - ]Ek_l)tI'(BRk<18k - 1[50))
Q=i Ti= ¢
= I + I, (4.5.15)

where the second equality holds since Eg[tr(BRylpe)] = Ey—1[tr(BRi1pg:)] and the third
equality is purely algebraic computations. We first deal with the second term in (4.5.15).
Using tr(BRy) < p[|BRi|| and [[BRi1g: || = O(|[B||) we have

1 & P 2
E|L| = = Y E|(Ex — Ext)tr(BRi(Lgg — Ls,) ) < Ti Z E||| BRI (15t — 1s,)
k=1 el

P’ 2\ - 2 2\ y -l
- O<T2||B|| ) SB[l —1s| = O<T2||BII ) Z 7B,
k=1 k=1

for any [ € N by Lemma 4.1. For the first term in (4.5.15), since [; is a sum of a martingale

difference sequence, using (4.5.12) and By C BE we have
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2
EILP < o ZE\ (Ex — Ex—1)tr(B(R — Ri)lg)

4 2L 2
< = S E|tr(B(R — Ri)1g)

k=1 k=1n=1

and it remains to bound the second moment of each tr(BU,1z:). Since {€;} are assumed

to be i.i.d. standard Gaussian, we have the following moment estimate

T—1 ) n/2
(54

t=1

T—1
Elllexol"] = E S(T—7)"*70 3 Elew|” = O(T™?). (4.5.16)
t=1

Using Brlge = 14 o(1) and the trivial inequality x" Ax < ||z]]?||A|| we obtain
< 1
~ 0277
€xoll*| Rell*l| B B P15 1 BI> S

2
E|tr(BU; 15)

E [(ggoRkBRkE;EkTgko)%Bk} (4.5.17a)

1 2
< skl < Bl

The second term U, can be dealt with in exactly the same way to obtain

1
E‘tr(BUglgg) < mlIBI* (4.5.17b)

and we omit the details. For Us, similar computations gives

1

<
~ AT
1

= 64174

2
E|tr(BUs1,;)

E {(égoRkBngkTgl;rTE(—)rEORkEI;rTEkTékO)2]'Blg}

E|[lexollllex- I | Rell* Eg EoRi By Eir|*Lsg ) I B,

since 2" Ay < ||z|||ly|l||A|l. Therefore

1

Bluw(BU)[" S s [llewl]) E[le 1] S 1817 (45.17¢)

Once again U can be bounded in the same way to obtain

1
E]tr(BU4)1Bg < ZillBI* (4.5.17d)

With the same approach but more laborious computations we can obtain

E’tr(BU5)1Bg ||B||2 (4.5.17¢)

Note that the estimates (4.5.17a)-(4.5.17¢) are uniform in k =1,...,p. We then conclude

2
2 _ 2
_O(T292>HBH B (T@Q)HBH

E ilftr(B(mBg — E[R1g]))
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and the conclusion follows.

(b) Similar to (a), via a martingale difference decomposition we obtain

2

9

1 2 1 &
E ftr(B(EoTEoRlsg - E[EJEORlBg]))‘ S ;E‘tT(B(EoTEOR — EjyEroRi)) g

where, recalling the U,,’s defined in the proof of (a), we have

1 1
EJ EyR — E/\Ew Ry = TgkoggoRk + Tgkoggo(R — Ry) + E Er(R — Ry)  (4.5.18)

1 1 5 5
= TgkoggoRk + > €ro€roUn + > EngEroUs,.
n=1 n=1

We deal with the first two term in (4.5.18) to illustrate the ideas of the proof, the other
terms can be dealth with similarly. Using (4.5.16) and p < T, clearly we have

2

1 & 1 1 & 1
W;E\Ttrwemezomﬂgg S 7 X TElIBRA ) = o(F)IBI*  (15.19)

Similar to the computations in (4.5.17a), we can get

2 1 1
S Goga 7o Bl(€lo RiBerero Ri B, Brrero)* L]
1

E [lleso ¥ Rl | B Eue L | BIF S 5 1B,

1
E‘ ftr(B(ﬁkOQZOUl))lBlg
1
= 7

which immediately gives

"= 0( ) 18I = 0 ) I8P
-\ - oo\err '

Note that this term is negligible in comparison to (4.5.19). Using the same ideas, it is

1 &l
= 3 E‘ Ttr(B(ékoégoUﬁ)lB'o“
k=1

routine to check that the other 9 terms in (4.5.18) are negligible as well, and we omit the
details. The bound therefore follows from (4.5.19). O

Next recall that Q) = Ix — %XORE: E. X, . We now state a concentration inequality

for entries of the matrix !, under the event By.
Lemma 4.17. Write Q;;' :== (Q7");;. Then

a) Forallk=1,..., K, we have
ngklllg —E[lekllg ] =071 i .
2 = 2 \/T

b) The off-diagonal elements of Q" satisfy



4.5 Technical Lemmas 119

@ =00 )

uniformly ini,7=1,.... K, 1 # j.

Proof. (a) Recalling the event Bs, we note that the matrix () is invertible with probability
tending to 1. The proof relies on expressing Q' 15, — E[Q;15,] as a sum of martingale
differences. We first setup the notations necessary.

Let T-Y2x; := T*1/2X2- [1 7—-] be the (column Vector) of the i-th row of X, i.e. we can

write X, = T‘l/2 K oex) Deﬁne Xio == Xo — 7z X, , and

1 1
Q) = Ix = 5 X0 RE E- Xy, Quiy = Ix — 5 XioRE] E- Xy,
from which we can immediately compute

Q—Qu=— ex; RE!E. X, Qu —Quy=— XoRE! E x;e] .

1 1
ONT ONT
Note that all elements on the i-th row of ()(;) are equal to zero except for the diagonal
which is equal to 1, i.e. Q; is equal to the identity when restricted to the i-th coordinate.
Then the inverse Q(_Z)l, whenever it exists, must also equal to the identity when restricted
to the i-th coordinate. A similar observation can be made for the matrix ;) and it is

not hard to observe that

e (Quiy)'ei=1, €/ (Qu)'e; =0, Vj#i, (4.5.20)
e (Quiy) 'ej = ejT(Q(u‘))_lez‘ =0, Vj#i.

To compute the difference Q! — Q&)l, which will turn out to be the central focus of the

proof, we first define the following scalars

1 1
bi = = (4.5.21)
L+ 61(Q (@ — Qw))  1— ;3=x RETE,X] Q(le;
b s — 1 . 1 _
i - 1+ tr(Q(u) (Q(l) - Q(u))) 9\}? i Q(” ZORE;FETXZ' ’

where the last equality holds by (4.5.20). Then using the identity (4.5.1) we have

-1 —1 TpoT T
Q B Q(i) 0\/—Q( )eX RE E. X Q(z), (4.5.22a)

1

—1 -1 -1 T T -1
Q(i) -Q i) eﬁQ(n’)XioRET E x;e; Q(ii)' (4.5.22b)

We observe that the matrices Q( and Q differ only on off-diagonal elements on the
i-th column. Indeed, from (4.5.20) and (4.5.22b), if n # i orif n =m =i then
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en(Qi — Quben 9\/_ e, Quh XiRE] E;xie] Qi e, = 0. (4.5.23)
Then, substituting (4.5.22b) back into (4.5.22a) we obtain
e;(Q_I—Q&)l) 0\;_ Q(l ex, RE'E XTQ er,
bi
bi - _ -
+ We;Q(i;ezxj RE!E-X{ Q) XiRE] E-xie] Qjex
bi
bi - _ -
+ ﬁegQ(i;eix; RE! E-X{ Q) XiRE] E-xie] Q;}ex
b;
+ o7 er Qi XwRE] Exiel Quieix; REIE-X| Qe
To simplify this expression further, define the following quadratic forms
1 <TRET L T
&= — i RE_E;x;, n;: = i RE_E XOQ i XioRE, Erx;,
1
Cir = ﬁxj RE] E. X Q) exef Qi X RE] Exx;, (4.5.25)
then using (4.5.20), we can easily write I, I3 and I3 into
b -
= lik \;TX,IREI B, X) Quiyer = Lickbi&, (4.5.26)
b
I =1,_ ’“92{}  RETE.X{ Qi XroRE] Exxi = Lizkbini,
b;
Iy =14, 92Tek Qi X RE! Exxix/ RE] E. X Qier = LizkbiCir-

We first state some estimates on £ and 1 under appropriate events. Recall from (4.2.16)

the event B; := {||X0TX0H <2yk, 01} Define the event

K
Bl = {IXE Xl <220t ) =1 K
=1

and write Bb := By N Bi. Then clearly B C By. Define

_ 1
&= 0T 02T

where U¥ is defined in (4.5.4). Write

(4.5.27)

tr(V§(REE,)), 7= ! tr(V§ (RE] E. X{{Q X RE] E:)),
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§ =& =&, n,=n—T (4.5.28)

=1

Using Lemma 4.14 and taking iterated expectations we have

4
2 g;
~o(r)
_ 9 ZJ 175
_0<04T )

Using 0 = ), < o{y(7)? from Proposition 4.4, Lemma 4.12 to deal with U§ and Assump-

B[] = BEI 1] = 55 Olo! TIE| RET Bl

1

94T20(03T)E||REI E X ,Quy X RE] E-15

Elnle)| =

tions 4.1 to compare the different speeds, we conclude

21 ] _ 1 21 ] _ K
]E[Q 155} - O<%(7)29T>’ E[ﬂi 15%} - O<71(7.)492T ’ (4.5.29)
&l = 0(0707Y), Tilg = O(Kai07?%).

We then consider the scalar b; defined in (4.5.21). From (4.5.20) and (4.5.22b) we observe

1 -
x| RE] E.X] Qe = p ﬁxj RE! E- X Qe
1 _ -

+ W—ijRETE Xy Quh X RE! E:xie] Qe = & + 1.

9\/_

Substituting back into (4.5.21) we can simplify to obtain
=(1—=&—m)" (4.5.30)

Define b; = (1 — &, —7;) ! so that subtracting the two we get

= (1 =& —n)"" =bi — bibi(&, +1,). (4.5.31)
Finally, from the expression (4.5.30) and the bounds (4.5.29) we clearly have
bils, =1+ 0(1), bily =1+o(1). (4.5.32)

We can now carry out the main idea of the proof. Recall notations E[ - | and E,[ - |
from (4.5.9). By definition of Q;) and Bj we have
K
el (Q "1, —E[Q '1g,))er = D (E; — ;1) (e Q' 1s,ex — e Qi) Lsyex)

=1

K
Z (ekQ 1g,er — ekQ 1Bzek)

where the last equality follows from (4.5.23). Similar to how we dealt with the second
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term in (4.5.15) in the proof of Lemma 4.16, using Lemma 4.1 we may obtain

K
" 1 Q_E 1 2 = Ei_Eif Q)1 2 2( ! >
€k (Q B Q15 ])ek ;( 1)ex (Q Q(“)) B.€k + 0L JT

K 1
S (B~ B+ ot ), + oz (1533

where the second equality holds by (4.5.23).
As will be shown, the term involving [; is the leading term of (4.5.33), this is what we
consider now. Using the identity (4.5.26) we simply have

K

Z(Ez - Ei—l)fllsg = (E — Et1)0ik1p,,

i=1

which, recalling (4.5.28) and using (4.5.31), can be written into

(Ey, — Ep1)bie&ils, = (Ep —E;_y) (Ek — brbi (€, + ﬂk)) (gk + §k> g,
= (Et — Ex—1) [bkﬁk + b€, — b (€, + 1) (& + §k)] 15,. (4.5.34)

We consider the three terms in the square bracket in (4.5.34) separately. For the first term,
we note that (E; — Ek_l)BkEleg = 0 by definition of b,&, and Bs. Using this, we have

(Ex — Ek—l)gkglez =0— (B - Ek—l)gkgk(lB’g —1s,).
Recalling (4.5.29) and (4.5.32) and using Assumptions 4.1 we have

E‘ (Ey, — Ep_1)bi&ils,

< 2B[BiE, (1 — 1)

= O(0707)E|lg; — 15, = o(T7),

where the last equality follows from the fact that By C B and Lemma 4.1. For the second
term in (4.5.34), using By C BE, (4.5.32) and (4.5.29) we have
= o(T1).

— 2 —
E|(Ex — Eyo1)bi€, 1s,| S 4E[BRE, 1y

Similarly the third term of (4.5.34) is bounded by

E|(Ex—Ex—1) [bibi (8, + 1,) (€ + £)18:]

S 2E|(€, +n,) € + §) 1

Expanding, applying the Cauchy-Schwarz inequality and using (4.5.32) and (4.5.29), we
may obtain a bound of order oy (T~ 2); we omit the repetitive details. Substituting the

above bounds back into equation (4.5.34) we obtain
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1
=o| —=|.
()
The cases of Iy and I3 can be dealt with with similar approaches and we omit the details.

In fact, from the definitions in (4.5.26) it is not difficult to see that n and ¢ are higher

order terms relative to & under the event By. It can therefore be shown that the term

K
B[ S(E: - o) | = E|(B — Ee )bt
=1

involving [; is the leading term in (4.5.33) and the claim follows.

(b) Define Q := Iy — 071 X] XoRE E, so that similar to (4.2.15) we have
1 1 —
Q' —Ix= EXORETT E. Xy (Ix —0 ' XoRE] E. X)) = EXORETT E.Q 'X].

Recall that we have XJ Xo = T~!' YK | x;x,, define the matrices

Q) =1Ir - ZXkXZRE E;, Quj=1Ir— 4= > xix, RE]E,,

oT py QT K

J #1,j

so that @Q — Q(] = XJ TRE E. and Q(] Q(Z] — Xz x] RETE,. Let
1

T %@ (Q-0.)) 1- Lx REIE.

+1r(Q;) (@ — Q) X Qo
1 1

aij = —

7_1 _ —_
1+tr(Quy(Quy — Qupy)) 1 — gpx RETE Q
then by (4.5.2) we have

= 1 —-1 —-1
Q x;=a;Q x], X, RE] E.Q) = aix; RE]E.Q

We can therefore write

Q' = ixTRETE Q!

3% T T AL
ij 9T X RET ETQ(Z']’)XJ

0T

Now define X;jo := Xo — T~?(e;x; + e;x;) and events Bf and BY analogous to (4.5.27)
with Xjo replaced by Xjjo. Similar to (a) of the Lemma we have a; = 1 + o(1) and

a;; = 1+ o(1) under the event B,. Therefore we have

2

2 — N 2
E[Q;; 1, Ex] RE] E,Q;%;15, E|x] RE] E,Qj%;1 5

1 1
S 62172 = 62172

By Lemma 4.14 and Assumptions 4.1 we have

2 1 9 9 1
- o2 =0 — -
gz (i T) O(m >401T>

Finally we remark that the uniformity of this bound in ¢,7 =1, ..., K should be obvious

E|Q;;' 15,
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from the proof since all g;’s are of the same order. O

We finally show that the conditional expectations of diagonal elements of A, B and

Q7 !, defined in (4.2.13), are sufficiently close to the unconditional expectations.

Lemma 4.18. For eachi=1,..., K, we have

E[Ailg,] — E[Aiilg,] = Oz <\/91_T>’ E[Biilp,] — E[Biilg,] = Or <\/¢91_T>’
BQ 1] - 5103 0] = o 1)

Proof. From (a) of Lemma 4.14 we recall that

B[ Auls,] = ——Blx 0y Rlsy X rim] = ——— (W5 (R))1g, (4.5.35)

VorT Vor

where, using (4.5.4) and the cyclic property of the trace, we have

(U (R)) = t2((0, Ir—) (079 B; + Ir)(Ir—,0)  R) =: tr(GR). (4.5.36)
Furthermore, using (a) of Lemma 4.12, we see that

G = (0,Ip_,)(07®] ®; + I7)(Ir—,,0)" = Oy (c?). (4.5.37)

From (4.5.35) we have E[A;;15,] = E[E[Ai;15,]] = ﬁE[tr(\I/?(R))lgo] and so

ElAil] ~ ElAiln] = o (tr(V (7)) 15, — (W ()15,

1 1
= W(tr(GR)lso — E[tr(GR)15,]) = Wtr(G(RlBO - E[Rlzso])),

by linearity of the expectation and the trace. By (a) of Lemma 4.16 we have

ElAil] ~ Eldils] = —=On (y%) — Oy <\/2_T>

where the last equality follows from (4.5.37) and Assumption 4.1. For the case of B,

similar computations and (b) of Lemma 4.16 give

1 } }
E[Biils,] — E[Bilg,] = ﬁ(tr(‘l’?(EJEoR))lBo — E[tr(V} (E] EoR))1g,))
1

_ 1 T T _ IGI _ 1
— Q—Ttr(G(EO EoRlg, — E[E) EyRlg,]) = s <\/T = Op2 77 )

It remains to consider E[Q;;']. We recall from (4.2.15) that
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1
Q:=Ix — §XORETT E.X,. (4.5.38)

The strategy of the proof, similar to that of Lemma 4.16 and Lemma 4.17, is to express
E[Q;;'15,] —E[Q;'15,] as a sum of martingale differences. We first introduce the necessary
notations and carry out some algebraic computations.

Similar to (4.5.10), we will define €,y := €xyi.7—7 and €, := €xqp 1.7 Recall
from (4.5.12) that R — Ry = ¥°_, U,,, where the U,’s are defined in (4.5.13). Similar to

the computations in (4.5.18), we may obtain
1 5
RE!'E, — R E| E,, = TR,&,WQ;T +>Y UE E, =V +W,
n=1
where we defined

1
= TRkekTekT + (U, + U3)E] E,,

W= (U, +Us+Us)E]E..

Define matrices Vi, Vo, V3, Wi, Wy, W3 by,

Wl = /BkRkETET’ W2 = /Beﬁk Rk kTEkTETEORkETET7
BB
W = 6272 RkekTekTE EORkEkTEkTGkoﬁkORkE E.,.,

so that using (4.5.13) we can decompose V and W into

1
V= —Rke,ﬁg;(vl + Vo + V3) (4.5.392)

W= e—TRkE;EkTgkoggo(Wl + Wy + Ws). (4.5.39Db)

It is clear that V and W are matrices of rank one. We define

1
Quy=1Ix - §X0(REIET -V)X/,

1
Quuy = I = 5Xo(RE] E- =V =W)Xy,
then from (4.5.38) we can write Q- Q= —071X, VX, and Q)= Quupy = -0 X WX, .

Define the following scalar quantities

1 1

L = 5 « = — )
T (Qp X VXY) T 1 -0 (Q, XoW X))




4.5 Technical Lemmas 126

then using (4.5.1) we obtain

1
-1 -1 —1 T1h—1 T

Substituting the second identity into the first gives
1

-1_ -1 _*

Q@ —Quy=7p

Lo
+ 7] (Q(kk) T

.
Qo XoW X0 Q

L T -1 (-1 LA T -1
S Qi Ko XT Qi )XoV X (Qply + 5@ XWX QG ),

which after simplifying becomes

—_

1
-1 —lo= T T -1
Q7 — Q= gQ(ka()VX Qi T 79y XWX Qi (4.5.40)

1
Q oy X0V Xo Qi XoW Xg Q) + @Q(lk XoWXq Qi XoVXg Qi

Cb

Before we proceed with the proof we first prove some moment estimates for the terms in
(4.5.40). We start with some informal observations. By comparing (4.5.39a) and (4.5.39a),
we see that the matrix W is smaller in magnitude in comparison to V by a factor of 6.
This suggests that the first term in (4.5.40) is the leading term while the rest are high
order terms in comparison and we will therefore only deal with first term in detail below.
The same arguments can be applied to the rest of (4.5.40) to make the above argument
rigorous, but we omit the repetitive details.

Recall the family of event {BS,k =1,...,p} from (4.5.14) and define B := B N B;.

From definition we note that By C Bé“. Furthermore, from Lemma 4.1 we have
gy —1g, <1 =15, = 0,(T""), VIeN. (4.5.41)

In the computations below, we will often substitute 1z with 1z, and vice versa in
expectations. Whenever we do so, we may use (4.5.41) and a similar argument to how
we dealt with (4.5.15) to show that the error term of such a substitution is negligible for
the purpose of the proof. Hence from now on we will use the two indicators 1 Bk and 1z,
interchangeably below without further justifications.

Since we can write X, = ﬁ S F L xie/, the first term in (4.5.40) can be expressed as

1 K K
T TA-1 T -1
€ Qi X0V XS Qe = 57 3 3. el Qe Vamer Qe (4.5.42)
where, recalling (4.5.39a), we have
1 3
x, VX, = T > x| Ri€pr€p VaXom. (4.5.43)

n=1
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Using (4.5.42)-(4.5.43) and the inequality (37, z;)? < nP~t 37, 2 we have

1T—1 Tl 2 KQKK E— - . 9
E i Q(kk)XOVXo Q(kk)eile’ < g2 ; leE € Q(kk)el(xl me)emQ(kk)eile
< 3K? K K 3 - . o 9
S o 1 2 X B Rl Vo Qg |1 - (4.5.44)

Note that under the event B, we can easily see that ||Q(’,€1,€)132 | = O(1). Therefore by the

Cauchy Schwarz inequality we can obtain

K2 K K 3 - b 112 - b 1172
(45.44) € o D° > E[(x] Rier) s, E[ (€ Vixm) s, | (4.5.45)
=1 m=1n=1

Note that By, = B; N By C By C Bé‘ so that 1z, < 1515. We can then condition on R, and
apply (a) of Lemma 4.13 to the first quadratic form in (4.5.44) to get

T
. P Ip_;

E|X?—Rk§k7_132|4 S E ZHLT] o r nglegk

€1[1:7) IT OTX(T—T) ¢

S E[tr(R(o7 @] & + Ir) 1] = O(0}T%),

where the last equality follows from using tr(R) < T||R|| and applying Lemma 4.12.
Similarly, for the quadratic involving V; in (4.5.45), we have

Ele], Vixul* = Ele] xul* S tr(02,®],8,, + Ir)> = O(c,T?).

We observe here that that the matrices V5 and V3 are smaller in magnitude in comparison
to V4 by a factor of #~1 under the event By. Hence it is to be expected that the quadratic
forms involving V5 and V3 in (4.5.45) should be negligible in comparison to the one involving
V1. To be more concrete, we sketch here how bound the quadratic form involving V5; the
case of V3 can be dealt with in a similar manner. Recall that the matrix £, Ey can be
written as Fj Fy = E}yEro + %ékoégo- Then we can write

1 4
Elef, Vaxnln,|* = 27E[5, el E) EyRiE] Erxly,

1

1 1 T T T 4
-+ @E’ Tgwéko féko Ry€10€10%m 15,

1 4
< @E‘QZTE,I()EkORkE;Ekaml&

4 1 _,1 4
+ @E’ Tﬁg—rﬁkoﬁgoRkE;)EkOXmle

1 1
+ @E’ ngTEl:OEkORkargll—rxmlB2

At this point we recognize that the four terms above have a similar structure as in the
case of V;. Namely they all involve quadratic forms where the matrix in the middle is

independent from the vectors on each side. Using the same approach as we did in the case
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of V; we can indeed show that this is a negligible term in comparison. The case of V3 is
similar albeit more tedious, and we omit the details.

After the above arguments, we may conclude that

ELeTo! XV XT0- o1y P < Ko S S g202 72 — ! 4.5.46
‘éei Q(kk) 0 OQ(M@)GZ B2 ~92T4220z0m =0 VoT? ) (4.5.46)

=1 m=1

The same strategy described above can then be repeated for each of the remaining three
terms in (4.5.40) to show that they are negligible (c.f. the remark right below (4.5.40)).

We may therefore conclude that

E

eiT(Qil - Q(_klk))eilB2

g 0<\/§1T2). (4.5.47)

Finally, we can decompose Ele] Q~'e;15,] — Ele, Q@ le;15,] into

(Ez — Ei_l)eiTQ_leilng

M*@

Ele/ Q'e;ls,] — Ele; Q 'eilp,] =

B
Il
—

I
M=

(B —Ei1)e] (7" — Qryeils,,

i
I

where for the last equality we refer to (4.5.41) and the remark immediately below it. Using
the bound (4.5.47) we immediately have

E[Ele] Q 'eils,]~Ele] Q el

p
<4 Ele! (Q' — QL1 el? = b >7
- 1;1 € (Q77 = Quy Lsa)eil O(\@Tz

from which the claim follows. O

4.6 Conclusion and Future Work

In this chapter we focused on the asymptotic theory of a high dimensional time series
arising from a factor model. We established the asymptotic normality of the spiked
eigenvalues of the product symmetrized sample auto-covariance matrix of the data.

Our work serves as a first step in understanding the asymptotic distributions of
eigenvalues of the auto-covariance matrix. So far we have dealt exclusively with spiked
eigenvalues which diverge as the dimension and sample size tend to infinity; a natural
next step is to study the asymptotic distributions of the non-spiked eigenvalues. Based
on what is known about spiked covariance matrices, it is reasonable to suspect that the
non-spiked eigenvalues are not asymptotically normal, but should tend to the Tracy-Widom

distribution instead. Establishing this result is of both theoretical and practical interest.
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