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1. Introduction

Recently, the theory of Functional Differential Equations (FDEs) has received a great deal of attention. Hale and Lune [1]
have studied deterministic FDEs and their stability. For Stochastic Functional Differential Equations (SFDEs), here we
highlight the great contribution of Kolmanovskii and Nosov [2] and Mao [3]. Kolmanovskii and Nosov [2] not only established
the theory of existence and uniqueness of SFDEs but also investigated the stability and asymptotic stability of the equations,
while Mao [3] studied the exponential stability of the equations.

On the other hand, Stochastic Differential Equations (SDEs) with jumps have been widely used in many branches of
science and industry, in particular, in economics, finance and engineering (see, e.g., [4-6] and the references therein).
Since most SDEs with jumps cannot be solved explicitly, numerical methods have become essential. Under a local Lipschitz
condition, Higham and Kloeden [7] showed strong convergence and nonlinear stability for Euler-Maruyama (EM ) numerical
solutions to SDEs with jumps, while, in [8], Higham and Kloeden further revealed strong convergence rate for Backward
EM on SDEs with jumps, provided that the drift coefficient obeys a one-side Lipschitz condition and a polynomial growth
condition.

Returning to SFDEs, under a local Lipschitz condition, Mao [9] showed strong convergence of EM numerical solutions,
while revealing convergence rate under a global Lipschitz condition. To the best of our knowledge there has been no
systematic work so far on numerical methods for SFDEs with jumps. The purpose of this paper is to take some steps in this
direction, building extensively on the results of Mao [9] and Yuan and Mao [10] in the Brownian motion case. In reference
to the existing results in the literature, our contributions are as follows:
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e Under a global Lipschitz condition, we show that the pth-moment convergence of EM numerical solutions to SFDEs with
jumps has order 1/p for any p > 2. This is significantly different from the case of SFDEs without jumps, where the order
is 1/2 for any p > 2. In practice, it is therefore best to use the mean-square convergence for SFDEs with jumps.

e Under a local Lipschitz condition, Mao [9] showed strong convergence without rate of EM numerical solutions to SFDEs
without jumps. However, in this work we shall reveal that the order of the mean-square convergence is close to 1/2,
provided that local Lipschitz constants, valid on balls of radius j, do not grow faster than log j. More precisely, the order of
the mean-square convergence is 1/(2 + €), provided that local Lipschitz constants do not grow faster than (logj)"/(+9,

e Some new techniques are developed to cope with the difficulties due to the jumps.

This paper is organized as follows: Section 2 gives some preliminary results, in particular, EM numerical solutions to
SFDEs with jumps are set up. In Section 3, we discuss the pth-moment convergence of EM numerical solutions to SFDEs
with jumps under a global Lipschitz condition. The rate of the mean-square convergence for EM numerical solutions to SFDEs
with jumps under a local Lipschitz condition is provided in Section 4. Finally, in order to make the paper self-contained, an
existence-and-uniqueness result of solutions to SFDEs with jumps is provided in the Appendix.

2. Preliminaries

Throughout this paper, we let {$2, ¥, {:};>0, P} be a complete probability space with a filtration {#;};>¢ satisfying the
usual conditions (i.e., it is continuous on the right and %, contains all P-zero sets). Let | - | denote the Euclidean norm and
the matrix trace norm. Let t > 0 and D := D([—t, 0]; R") denote the family of all right-continuous functions with left-hand
limits ¢ from [—7, 0] to R", and D= f)([—r, 0]; R™) denote the family of all left-continuous functions with right-hand
limits ¢ from [—7, 0] to R", we will always use ||¢|| := sup_, -y |¢(#)| to denote the norm in D and D potentially involved
when no confusion possibly arises. D’}O([—r, 0]; R") denotes the family of all almost surely bounded, #y-measurable,
D-valued random variables. For all t > 0, x; := {x(t + 6) : —t < 6 < 0} is regarded as a D-valued stochastic process.

Letx(t7) = limg x(s) ont > —7 and x,— = {x(t +6)~ : —7 < 0 < 0}.Itis easy tosee thatx(t™) isa D-valued stochastic
process.
It should be pointed out that space D and D are not complete under the supremum norm || - ||. To make D a complete

space, we need to define the following metric (see [11, Chapter 3]). Let A denote the class of strictly increasing, continuous
mapping of [—7, 0] onto itself and

A::{AeAzsup logM 56},
S#£t t—s
define
d(¢,¢) =infle > 0:31 € A¥suchthat sup |&(t) — ¢ (A(t)] < €}. (2.1)
]

te[—7,0

d(-, -) is called a Skorohod metric, and by [11, Theorem 14.2, p115] we know that D is complete in the metric d. Since the
supremum norm and the Skorohod metric are equivalent (see [11, Theorem 14.1, p114]), we shall use the supremum norm
for studying the convergence, however, we use the Skorohod metric to investigate the existence and uniqueness of the
equations in Appendix.

In this paper, we consider the following SFDE with jumps

dx(t) = f(x)dt + g(x)dB(t) + h(x,~)dN(t), 0<t <T, (2.2)

with the initial dataxg = & € D’;o ([—7,0]; R"). Here, f, h : D — R", g: D — Rvm, B(t) is an m-dimensional Brownian
motion and N(t) is a scalar Poisson process with intensity A. We further assume that B(t) and N (t) are independent. It should
be pointed out that the solution of Eq. (2.2) is in D.

For our purposes, we need the following assumptions which can also guarantee the existence and uniqueness of solution
to (2.2) (see Appendix).

(H1) (Global Lipschitz condition) There exists a left-continuous nondecreasing function u : [—7, 0] — R, such that for all
¢, ¥ €D

0
f (@) = F(W)I* v Ig(@) —g(W)I? v Ih(p) — h(¥)|* < / l9(©) — ¥ (©)1*du (). (2.3)

-7

Remark 2.1. For simplicity, we write L := w(0) — w(—1), which is referred to as the global Lipschitz constant. Note from
(2.3)thatforallp, ¥ € D

f (@) =FIP V Ig(p) —gWI” v Ih(p) — h()? < Llip — ¥ |1*. (2.4)
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This further implies the linear growth condition, that is, for ¢ € D

If (@) v lg(@)* v Ih(@)* < K(1 + [lgl®), (2.5)
where K := 2(L V |f(0)]? V |g(0)|? V |h(0)]?).
(H2) (Continuity of initial data) For & € Dt’%([—t, 0]; R") and some p > 2, there is a constant 8 > 0 such that

E(5() — &) < Blt —s|, t,se[-1,0] (2.6)
For given T > 0 and 7 > 0, the time-step size A € (0, 1) is defined by
T T
N M

with some integers N > 7 and M > T. Following [9], the EM method applied to (2.2) produces approximations y(kA) =
x(kA) by setting y(kA) = &(kA), —N < k < 0,and

y((k+ 1DA) =ykA) + fGra) A + gVra) AB + h(¥ra) AN, (2.7)

where ABy, := B((k + 1)A) — B(kA) is a Brownian increment, ANy := N((k + 1)A) — N(kA) is a Poisson increment, and
Yia = {Jka(0) : —t < 6 < 0} is a D-valued random variable defined by

_ i+1DA—-6_ . 0 —iA _ .
Vin(0) = Ty((k +)A) + y(k+i+1)A) (2.8)
foriA <6 < (i+ 1)A,i=—N,—(N —1),...,—1, where in order for y_, to be well defined, we set y(—(N + 1)A) =

E(—=NAQ).
Given the discrete-time approximation {y(kA)},>o, we define a continuous-time approximation y(t) by setting y(t) :=
E(t) for —t <t < 0,whilefort € [0, T]

t t t
y© =50+ [ rGds+ [ gG0a8) + [ hiiane) (29)
0 0 0
where
M-1
Ye- :=1limyg, Y= ) Yralpa, wrna) ().
st —o
It is easy to see that y(kA) = y(kA) fork = —N, —N + 1, ..., M. That is, the discrete-time and continuous-time EM

numerical solutions coincide at the gridpoints.

Remark 2.2. It is easy to observe from (2.8) that

IVkall = max y((k+iA)|, k=-1,0,1,...,M—1, (2.10)
—N<ix
which further yields

Veall < Iyrall, k=-1,0,1,...,M -1,
by y(kA) = y(kA) and for any t € [0, T]
1¥ell = 1Y all < Wypegall = sup |y(s)ls (2.11)

—T<s<t
where [£] is the integer part of +.
3. Convergence rate under global Lipschitz condition

In this section, we shall investigate convergence rate of EM numerical scheme under global Lipschitz condition (2.3). Our
results reveal a significant difference from these on the SFDEs without jumps.

Lemma 3.1. Under condition (2.5), for ||€||P < oo, p > 2, there exists a positive constant H(p) := H(p, T, &, K) such that

E( sup IX(t)I”> vE( sup Iy(t)l”) < H(p). (3.1

—T<t<T —Tt<t<T



122 J. Bao et al. / Journal of Computational and Applied Mathematics 236 (2011) 119-131

Proof. Since the arguments of the moment bounds for the exact and continuous approximate solutions to (2.2) are very
similar, here we only give an estimate for the continuous approximate solution y(t). For every integer R > 1, define a
stopping time

O :=inf{t > 0: |ly,| > R}.

It is easy to see from (2.9) that for any t € [0, T]
)
p
> +E ( sup
0<s<t

E<Sup IJ/(S/\QR)I”) <4 [EIISIIP +E<SUP

0<s<t 0<s<t

/ f@meR)dT
0

e

+ E ( sup / g(_)_’mé)R)dB(r) / h(j’(ng)—)dN(r)
0 0

0<s<t

By the Hélder inequality and (2.5)

E ( sup
0<s<t

N p t
/f()_’rAeR)dr ) < quf Elf (raop)IPdr
0 0
t P
< / EIK(1+ [ 215 dr
0
t
< 25-17Pk +25*1TP*11<%/ E|[7r 0, IPdr
0

This, together with (2.11), immediately reveals that

E ( sup
0<s<t

where ¢; = 25-1rr-1Kh, Now, using the Burkholder-Davis-Gundy inequality [3, Theorem 7.3, p40] and the Hdélder
inequality, we deduce that there exists a positive constant ¢, such that

p ¢ /2
E ( sup ) ¢F ( / |g@m9R>|2dr>
0<s<t 0

t
p=2 _
T 2 / E|g(.VrA9R)|pdr-
0
In the same way as (3.3) was done, it then follows easily that

P t
E(sup ) §C2T+C2/ E( sup |J’(T/\9R)|p> ds,
0<s<t 0 —T<r<s

where ¢, = Zg‘ngKgcp. Moreover, observing that N(t) = N(t) — At,t > 0 is a martingale measure, using the
Burkholder-Davis-Gundy inequality [12, Theorem 48, p193], Hélder inequality and (2.5), we obtain for some positive

constant cp,
p p
E ( sup ) E <sup )
0<s<t o<s<t |Jo 0
s p
» [E <sup | s )]
O0<s<t 0

t p/2 t
2° |:EPAP/2E ( f |h0‘/M@R)|2dr> + APTP1 / E|h(}7ng)|”dr]
0 0

t
;T + c3/ E ( sup |y(r A HR)|”> ds,
0

—T<r<s

p t
) <ol + C1/ E ( sup |y(r A GR)|P> ds, (3.3)
0

—T<r=<s

f FGongedr
0

IA

/ &Frn)dB(T)
0

IA

/ E(Yragg)dB(r)
0

IA

/ h(Y ¢ ngpy-)AN (1) [ h(}_’(mekr)dﬁ(r) +)»/ h(§rnog)dr

0
p
+ AP sup

0<s<t

IA

/ h3 rnop)- )dN (r)
0

IA

IA

where ¢; = 271k} [EP}J’/ZT¥ + )LPT"”]. Hence, in (3.2)

t
E ( sup |y(s A 9R)|p> < 4! |:E||§||p +@r+a+e)T+(++ C3)/ E ( sup |y(r A 9R)|p> ds] .
0

O<s<t —T<r<s
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Note that

E < sup |y(s A 0R)|"> <E|EIF+E < sup |y(s A 9R)|”> .

—T<s<t O0<s<t

Applying the Gronwall inequality and letting R — o0, we then obtain

E< sup Iy(t)l”> <H(@).

—T<t<T
Since T is any fixed positive number, the required assertion follows. O

In order to obtain our main results, we need to estimate the pth moment of y(s 4+ 0) — y(6).
Lemma 3.2. Let conditions (2.5) and (2.6) hold. Then, for p > 2 and s € [0, T]
Ely(s+0) —y:(0)P <yA, —-t<6<0, (34)
where y is a positive constant independent of A.

Proof. Fixs € [0,T]and 0 € [—7,0]. Letk; € {0,1,2,---,M — 1}, kg € {—N, —N + 1, ..., —1} be the integers for which
s e [kA, (ks + 1)AN), 0 € [kg A, (kg + 1)A), respectively. For convenience, we write v = s + 6 and k, = ks + ky. Clearly,
0<s—kA<Aand0 <0 —kygA <A, s0

0<v—k,A<?2A.
Recalling the definition of y, s € [0, T], we then obtain from (2.8) that

- _ _ 0 — ko _ _
¥s(0) = Yin(0) = y(ky ) + T[y((kv + DA) —ykA)],

which implies

Ely(s +60) — ys(0)IP < 2" 'E[y((ky + 1)A) = (ko D) [P + 277 'E|y(v) — J(ky )P (3.5)
For k, < —1, it thus follows from (2.6) that
Ely((k, + DA) = y(k, D) P < BA. (3.6)

Note that for some H := H(m, p)

EIB(t))” < At?, >0, (37)
and, by the characteristic functions’ argument, for A € (0, 1)

E|ANiP < CA, (3.8)

where C is a positive constant which is independent of A. For k, > 0, using (2.7) and noting g (¥, ») and B,, h(Jx,») and
Ny, are independent, respectively, we compute

Ely((ky + 1DA) = y(k, A) P < 377 [EIf G, 0) IP AP +E|g Gk, 0) IPE| AB, [P + E|h Gk, ) IPE| AN, 7]
Taking (2.5) into consideration and applying Lemma 3.1, we then obtain that for A € (0, 1)

E[f((k, + 1DA) = §(k, AP < 371257 K5 (1+ Hp)(1+H + O)A. (39)
Hence, in (3.5)

Ely(s +6) — 7s(@)P < 227" B+ 37127 2KE(1 + H(p))(1 + H + O) s + 227 'Ely(v) — 7k, )P (3.10)
In what follows, we divide the following five cases to estimate the second term on the right-hand side of (3.10).
Case1: k, > 0and 0 < v — k,A < A.By(2.9)

Ely(v) — J(kyA) P = EIf Fkyn) (v — kyAA) + g (Fkyn) B) — B(kyA)) + h(Fiey ) (N (V) — N(ky A)) P
< 3P EIf Gy a) P (v — ky AP + 3P E|g (i, o) IPEIB(v) — Bk, A) [P
+ 3P 'E|h(k, ) PEIN (v) — N (k, A)P.

Then, in the same way as (3.9) was done, we have for A € (0, 1)

Ely(v) — y(k,A) P < 371227 K5 (1 + H(p))(1 + H + O)A.
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Case2:k, > 0and A < v — k,A < 2A.1It then follows easily that

Ely(v) = y(ky D) = Ely(v) — y((ky + DA) +y((ky + DA) = y(ko M) P
< 277 Ely(v) — §((ky + DAY P+ 2PTTE[F((ky + D A) — J(ko D) [P

This, together with (3.9) and Case 1, leads to
Ely(v) — y(k, AP < -1 %1k} (14+H@p)(1+H+C)A.
Case3:k, = —1and 0 < v — k,A < A.Inthis case, —A < v < 0. We then have from (2.6) that
Ely(v) —y(ky )P < BA.
Case4:k, = —1and A <v —k,A < 2A.Insuchacase,0 < v < A.Case 1and Case 2 can be used to estimate the term
Ely(v) =k, &)P < 2" 'Ely(v) — £ ()] + 2" 'E|£(0) — (k. &)
<28+ 3127 2K5 (1 + Hp))(1 + H + O)]A.
Case 5: k, < —2.In this case, v < 0. So, by (2.6)
Ely(v) — y(ky2)” < 2BA.
Combining Case 1 to Case 5, we therefore complete the proof. O

The following theorem will tell us the error of the pth moment between the true solution and numerical solution under
a global Lipschitz condition.

Theorem 3.1. Under conditions (2.4) and (2.6), for p > 2

b
E <OSUPT |x(t) — y(t)|p> < 8L5e? A, (3.11)
<t<

where §1, 8, are constants, independent of A.
Proof. It is easy to see from (2.2) and (2.9) that for any t; € [0, T]

)

t
f g(x;) — g()dB(s)
0

t p
/ Fx) = F@o)ds )+3p15( sup
0 0<t<t;

E( sup [x(t) —Y(f)|p> = 3”15( sup

0<t<ty 0=t=ty
t P
+3 < sup / h(xs-) — h(j,-)dN(s) )
0<t=<ty |Jo
= I] + 12 +13. (312)

In what follows, we estimate the three terms, respectively. By the Holder inequality, (2.4) and Lemma 3.2,
3]
W=y e - faoras
0

5] t
< g f EIf (xs) — f (o) Pds + 617" f EIf (75) — f G Pds
0

0

t 0 z
< Gp—lrp—lflE(/ Ix(S+0)—y(S+9)I2du(9)> ds
0 -7

tq 0 %
Lot / E(f |y<s+e>—ys<e>|2du(e>) ds
0

-7

3 . ty 0
< eIt / E < sup |x(r) —)’(T)I”> ds + 67~ 1P-1L" / / Ely(s+0) — ys(0)1Pdu(0)ds
0 0 -7

0<r<s

t
<6 TPl y A4+ 6P TP LS / E ( sup |x(r) —y(r)l"> ds.

0 0<r<s
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Now, the Burkholder-Davis-Gundy inequality [3, Theorem 7.3, p40], (2.4) and Lemma 3.2 also give that for some positive
constant G,

P
2

t
I, <377 'GE (/ 1 g (xs) —g@s)|2d5>
0

IA

_ip=2 f _
ELY o / Elg(xs) — g(§s)|Pds
0

_ tq _ tq 0
< 6"’1T¥Cp |:Lg / E (Osup |x(r) —y(r)|") ds + 1% / / Ely(s+0) —yS(Q)Ide(G)ds]
0 <r<s 0o J-t
1D p 1022 p [0
< 6P yTIGL2A 46T 7 (L2 [ E ( sup |x(r) —y(r)|p> ds. (3.13)
0 0<rss

In the same way as (3.13) was done, together with the Burkholder-Davis-Gundy inequality [12, Theorem 48, p193], we can
deduce from (2.4) that for some positive constant C,
)

p
+ AP sup

0<t<ty

t
/ h(xs) — h(3s)ds

0

t
/ h(xs-) — h(Fs-)dN(s)

I3 < 6"_1E< sup
0

0<t<ty

IA

_ — f
&G AE 4 2T / Elh(x) — h(@,)"ds
0

IA

- — tl
121,12 08 +)J’T"‘1)L§/ E ( sup [x(r) —y(r)l”) ds
0

0<r<s

_ -~ - tq 0
1227 G T T A TP / f Ely(s +6) — 55(0)Pdu(0)ds
0 -7

_ _ _ 5]
< 1277y @TiA + b A + 127 G AR A h)LE / E < sup |x(r) —y(r)|ﬂ> ds.
0

0<r<s
Therefore
t
E ( sup |x(t) —y(t)l"> < SiILEA + 5L / E ( sup [x(r) —y(r)l") ds,
0<t<ty 0 0<r<s
-1 4 4 _1~ 4,2 b p=2 4 1~ 4 P 4 .

where 8 = 6 'yT} (T8 4G, + 271Gt +0T8) and 8, = 6T°% (T8 4G +201GA% +277F). The desired
assertion thus follows from the Gronwall inequality. O

Remark 3.1. The result of Theorem 3.1 tells us that

E < sup |x(t) — y(t)|2> < §3Le*tA, (3.14)
0<t<T
where 83, §,4 are constants which are independent of A under global Lipschitz condition (2.4). This means that the order of
the mean-square convergence is 1/2, while Eq. (3.11) tells us that the order of the pth-moment convergence is 1/p (p > 2).
In other words, the lower moment has a better convergence rate for SFDEs with jumps, whence it is best in practice to use
the mean-square convergence. This is significantly different from the result on SFDEs without jumps. Letting h = 0in (2.2),
i.e. there are no jumps, we already known that for p > 2 (see [10])

E ( sup |x(t) —y(r)|") < G AP,

0<t<T

where 61 is a constant independent of A. This means that the order of the pth-moment convergence is 1/2 for all p > 2.
Why is there a significant difference? Actually, it is due to the following fact: all moments of the Poisson increments
N((k+ 1)A) — N(kA) have the same order of A (see (3.8)), while the moments of increments ABy = B((k+ 1)A) — B(kA)
have different orders, namely E|AB|?>" = O(A™) and E|ABy|*"*! = 0.

The differences are already relevant to simple simulations. Consider the case of constant coefficients as example and
compare the exact values of the moments. The moments are

E|IAB?> = A,  E|AN?> = A+ A%, E|ABr+ AN? = 2A + A?
and

E|IAB* =3A%,  E|ANJ*=A+T7A2+6 A3+ A% E|AB+ AN = A+16 A2 +12 A3+ A%
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Thus in the case of Brownian motion without additional jumps for A > % the second moment yields the smaller error, for

A = % the errors coincide and for A < % the fourth moment yields the smaller error. Furthermore the fourth moment
is 0(A2?). In the pure jump case the fourth moment is always larger than the second and in the mixed case the moments
coincide for A ~ 0.0634, for larger A the second moment is smaller than the fourth and for A < 0.0634 the fourth is
smaller than the second moment. Therefore in the mixed case, if one just goes by magnitude, one should stick to the first
moment at least for all A > 0.0634. For smaller A one could consider the fourth moment, but the cost of calculating the
additional power have to be measured against the minor gain, which is only an improvement of the slope (A instead of 2A)
but not of the order (i.e. both moments are O(A)).

We have done a simple simulation to visualize the errors of the above toy example. For this we simulated 1000 sample
paths of Brownian motion resp. of the Poisson process (with intensity 1) up to time 1 on a 0.0001 grid. Next we defined
the approximations for A = 0.1 and 0.01 and calculated the empirical moments of the errors at times 0.0999, 0.1999,
.... The result of the simulation can be seen in Fig. 1. One difference between the theoretical discussion above and the
actual simulation, is that the second and fourth empirical moments of the error in the Poisson case do usually coincide. This
happens, since in a simulation one considers only finitely many paths and thus for A small enough, each of these paths has
only at most one jump during a time step of size A. Therefore the error is zero or one and these are invariant under taking
the second or fourth power.

Remark 3.2. As we stated in the Introduction section, there has been no systematic work so far on numerical schemes for
SFDEs with jumps (pure jumps). As sequels to this work, we shall report two extensions in future work:

(i) Strong convergence of EM numerical schemes of SFDE with pure jumps

dx(t) = f(x)dt + h(x,~)dN(t), 0<t<T, (3.15)
under condition
If (@) — fF)I* V Ih(p) — h(¥)I* < Lllg — ¥ |1? (3.16)

for L > 0. Since all moments of the Poisson increments N((k + 1)A) — N(kA) have the same order of A(e (0, 1)), the
challenge is to estimate

E( sup ”J_’kA_J_/(k—l)A”z)
1<k<M-1

under condition (3.16), where y; is determined similarly by (2.7).
(ii) Invariant measure for EM numerical solutions to Eq. (3.15). Based on the strong convergence established in problem (i),
the key ingredient is to show the Markovian property of y;, to show problem (ii).

4. Convergence rate under local Lipschitz condition

In this section, we shall discuss convergence rate of EM numerical solutions to (2.2) under the following local Lipschitz
condition.

(H3) (Local Lipschitz condition) For each integerj > 1, there is a left-continuous nondecreasing function u; : [-7, 0] — R}
such that

0
If (@) —FWI* V Ig(9) —g(W)* V [h(p) — h(Y)|* < f lp(©) — ¥ (©)1*du;(6), (4.1)

T

for those ¢, V € D with lell vV Ilvl <j.

(H4) (Linear growth condition) Assume that there is a constant h > 0 such that for ¢ € D
If@1? V Ig@)* v Ih(@)* < h(1+ llg]*). (4.2)

Remark 4.1. Under conditions (4.1) and (4.2), for any initial data & € D’}O ([—t, 0]; R™), (2.2) admits a unique solution
x(t), t € [0, T], by using the standard truncation procedure (see [3, Theorem 3.4, p56]). Moreover, (4.1) implies for those

¢, ¥ € Dwith o]l v ¥l <j

f (@) = FW)I V Ig(@) — g V [h(p) — h(¥)* < Lillg — v |1, (4.3)
where L; := u;(0) — pj(—1).
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Fig. 1. Simulation of the example—empirical errors.

Theorem 4.1. Let conditions (2.6), (4.1) and (4.2) hold. If there exist positive constants « and & € (0, 1) such that local Lipschitz
constants obey

Ljl+g < o logj, (4.4)
then
E ( sup [x(t) —y(r)F) = 0(A %), (45)
0<t<T

where € € (0, &) is an arbitrarily fixed small positive number.
Proof. Letj > 1be an integer, and let S; = {x € R" : |x| < j}. Define the projection rr; : R" — S; by

Jn x|
mx) = ———
Ix|

where we set 7;(0) = 0 as usual. It is easy to see that for all x, y € R"
|7 (%) — (| < |x —yl.

Define the operator 7; : D—D by
7i(p) = {mj(p(0)) : —7 <6 < 0}.

Clearly,
1@l <j. Ve €D.

Define the truncation functions f; : D— R.g: D — R™™ and h; D — R'by

filp) =f((@),  ge) =g@m@).  hi(p) = h(z(p)). (4.6)
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respectively. Then, by (4.1), for any ¢, ¥ € D

i(@) = W1V Igi(p) — g(W)IP v Ih(p) — Bl
< I @) = F@GWNP V lg@(9) — g@WNIP v Ih(T;(9) — h(@)I°

0
S/ |7(9(0)) — (¥ (0))*du;(6)

0
5/ l9(©) — ¥ (0)1*dp;(0). (47)

T

That is, f;, g and h; satisfy the global Lipschitz condition. For t € [0, T], let X/ (t) be the solution to the following SFDE with
jumps

dx¥'(t) =j§(xi)dt + gj(x’;)dB(t) + hj(xi,)dN(t)
with the initial data xé = £ and y/ (t) be the corresponding continuous-time EM solution with the step size A. By Theorem 3.1
for any sufficiently small € € (0, &)
. . 1+€/2
E(wpwm)—ymﬁﬁ)s&qﬁ”ﬁ%
0<t<T

Furthermore, by (4.4) (here we assume L; > 1 without any loss of generality),

1+€/2

E ( sup ¥ (6) — y"(t)|2+f) < @1

0<t<T

A <POTIA (4.8)

Set

X(T) = sup |x(t)] and J(T) = sup |y(t)|.
0<t<T 0<t<T

For any integer j > 1, define stopping time
7 =T Ainf{t € [0, T] 2 % v [y} > ji.

It is easy to see that ||x£|| <jforany O < s < ;. Then, combining (4.6) gives that forany 0 <s < 7;

FAVSH IMHAO+D»> . .
—X ) =f| | =f1(d) =f).
1% ) ( 12 o

ﬁ®)=f<
Similarly,
g0 =g =gk,  h(d) =hq &) = hK).
Whileon0 <t < 7j
t t t .
X(t) = 5(0)+/ f}(xg)ds+/ gj(xé)dB(s)—i—/ hi(x__)dN(s)
0 0 0
t t t .
=§(0) + / fira(dyds + / g+1(d)dB(s) + / hjy1(x-)dN(s)
0 0 0
t t t )
=ﬂ®+/ﬂ@m+/ﬂ@w©+fh%JM©.
0 0 0

Consequently, we must have that
x(t) =¥ () =¥
on0 <t < 7;. Likewise, we can also derive that

y©) =y ) =yt
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for 0 < t < 7. These imply that 7; is nondecreasing and, by Lemma 3.1, lim;_,, 7; = T a.s. Let 7o = 0 and compute for
€[0,T]

() —yOF =Y 1x(0) = y(O) Pl <t<g)
=1

j=

=Y WO = YO Iy <tz
j=1

3

<) KO = YO Plio1<aayvimy-
=1

-
Il

Therefore, by the Holder inequality

> . . Z+e e
E ( sup [x(t) —y(r)|2) =y (E ( sup [¥(¢) _W”M)) " Elyrsiaian)
=1

0=<t<T 0<t<T
<> (E (OS“"T W) — ﬂt)ﬁ“)) PG -1 =) v )1 (49)
j=1 <t=<

On the other hand, for any g > 2, we obtain from Lemma 3.1

EX(MI* +EDI* _ 2H(@q)

PG—1<Xx(T)vy) < - - 4.10
(= 1=RD)VID) < Ty < oy (4.10)
2 2
with j > 2. Substituting (4.8) and (4.10) into (4.9), one has
) qe € > 20(81+87)—qe 2
E < sup |x(t) — y(t)]| ) < |14 22F(2H(q)) < Zj 2Fe A2+e | (4.11)
0<t<T =2

For any fixed € > 0 letting q be sufficiently large for
(81 +8) +2(2+¢€)
q= )

€
we see that the right-hand side of (4.11) is convergent, whence the desired assertion (4.5) follows.

Remark 4.2. Under a local Lipschitz condition, Mao [9] showed strong convergence of the numerical solutions to SFDEs
without jumps, and convergence rate was revealed under a global Lipschitz condition. In the present paper, under a local
Lipschitz condition, we reveal the convergence rate for the numerical solutions to SFDEs with jumps. The convergence rate
for jump processes (2.2) we revealed here is 1/(2 + ¢€) (close to 1/2) under the logarithm growth condition (4.4). This is
different from the case for diffusion processes (without jumps) which was studied in [10], where it was shown that the rate
of convergence is still 1/2 under the logarithm growth condition. The reason for such a difference has already been pointed
out in Remark 3.1.

Remark 4.3. Logarithm growth condition (4.4) holds under global Lipschitz condition (2.3). Taking L := u(0) — u(—1) in
Remark 2.1 and & € (0, 1) we can choose constants «, j > 0 such that
L'"? < alogj.

On the other hand, the logarithm growth condition (4.4) on the coefficients has been used in Fang et al. [13, Theorem 1.8,
(1.17)] to study the global flow for SDEs under a local Lipschitz condition. To the best of our knowledge, (for local Lipschitz
case) convergence rate of EM schemes for SFDEs (with jumps), even for SDEs, is still open for the general local Lipschitz
condition instead of (4.4).

Appendix. An existence-and-uniqueness theorem

To make our paper self-contained, in this section we shall discuss the existence and uniqueness of solutions to (2.2) under
assumption (H1).

Theorem A.1. Under conditions (2.3), there exists a unique solution x(t),t € [0, T], to (2.2) for any initial value & € Dl;o
([—7, 0L; R").



130 J. Bao et al. / Journal of Computational and Applied Mathematics 236 (2011) 119-131

Proof. Since our proof is an application of the proof for the case without jumps in [3, Theorem 2.2, p150], here we give only
a sketch for the proof of jump case.

Uniqueness. Let x(t) and x(t) be two solutions to (2.2) on [0, T]. Noting from (2.2) that

t
0

t t
X(6) — X(t) = / [ (%) — f(R)1ds + / [50x) — g(%)1dB(s) + / [h(x,-) — h(z-)1AN(S)
0 0
and N(t) = N(t) — At is a martingale measure for t € [0, T], along with (2.4) we have

T
E ( sup |x(t) — >‘<(t)|2) <3L(T+4+8\r+ zxzr)/ E ( sup |x(r) — )_c(r)|2> ds.
0

0<t<T 0<r<s

By the Gronwall inequality

E ( sup [x(t) — i(t)lz) =0,

0<t<T
which implies that x(t) = x(¢t) for t € [0, T] almost surely. The uniqueness has been proved.

Existence. Define xg = £and x°(t) = £(0)for0 <t < T.Foreachn = 1,2,..., set x = & and define, by the Picard
iterations,

t t t
x“(t)=5(0)+/ f(x';”)ds+/ g(xg‘*l)dB(s)jL/ h(x=")dN(s) (A1)
0 0 0

for t € [0, T]. It also follows from (A.1) that for any integer k > 1
T
E ( sup |x”(t)|2> <+ 52/ E ( sup |x"‘1(r)|2) ds,
0<t<T 0 0<r=<s
where ¢; = 4[E||&||> + K(T? 4+ 4T) 4 (81 + 2A%T)T] + G, TE || || and ¢, = 4K[T + 4 + 8 + 2A2T]. This further implies that

.
max E < sup |x”(t)|2> <C+0C max E < sup |x”’1(s)|2> dt.
0

1=<n=k 0<t<T 1<n=k 0<s<t

Observing
max E [ sup |x"7'(s)|? ) = max {E|E(0)|%, E | sup |x'(s)|? ,...,E(sup X< 1(s)?
1<n=<k 0<s<t O<s<t 0<s<t

IA

max {Ensuz, E ( sup |x1(s>|2> voos E (sup |x"—1(s>|2> E ( sup |x"(s>|2)}
0<s<t 0<s<t 0<s<t

E|IE]I* + max E ( sup IX"(S)IZ) ,

0<s<t

IA

we hence deduce that
T

max E < sup |x”(t)|2> < + GTE|E|? + EZ/ max E ( sup |x”(s)|2> dt.

1<n<k 0<t<T 0 1<n<k 0<s<t
The Gronwall inequality implies

max E ( sup |x”(r)|2) < (@ + GTE[E]%)e®".

I=n<k \o<t<T
Since k is arbitrary, we must have forn > 1

E ( sup |x"(t)|2> < (€1 + GTE[|E[*)e™".

0<t<T
Next, by (A.1)
T
E ( sup |x'(t) — x°(t)|2) < 3K(T + 4+ 81 + 2A°T) / (1 +E[IX2)*)ds
0

0<t<T

IA

3KT(T + 4 + 8% + 2A°T)(1 + E||€||) = C. (A.2)
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We now claim that forn > 0

CM"t"
E ( sup [x"*1(s) —X“(S)|2> < , 0<t<T, (A.3)

0<s<t n! -

where M = 3K(T + 4 + 8\ + 2)°T). We shall show this by induction. In view of (A.2) we see that (A.3) holds whenever
n = 0. Now, assume that (A.3) holds for some n > 0. Then,

t
E<sup [X"T2(s) —x““(s)|2) < M/ E|IxMT — xM||%ds
0

0<s<t
t
M/ E ( sup |[x"T1(r) — x”(r)|2> ds
0 O<r=s

t E-Mnsn E-Mn+1tn+1
M / 5=
0 n! (n+ 1)!

Following the proof of [3, Theorem 3.1, p55], we can show that for almost all w € £2 there exists a positive integer no = ng(w)
such that

IA

1
sup |X"TI(s) —x"(s)| < o whenever n > ng(w). (A4)
0<s<T

This implies that {x"(-)},>1 is a Cauchy sequence under sup | - |. However, since our space D([0, T]; R") is not a complete
space under sup |- |, we do not know whether {x"(-)},>1 has a limit in D([0, T]; R"). We shall use the Skorohod metric d(-, -).
Taking A(t) = t in (2.1), we can see that {x"(-)},>1 is still a Cauchy sequence under d. By [11, Theorem 14.2, p115] we
know that D([0, T]; R") is complete in the metric d. Therefore there exists unique x(t), t € [0, T] € D([0, T]; R") such that
d(x"(-), x(-)) = 0asn — oo. Taking the limit in (A.1), we then can show that x(t) is the solution of (2.2). O
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