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Abstract

In this paper we introduce the multivariate Brownian semistationary (BSS) process and
study the joint asymptotic behaviour of its realised covariation using in-fill asymptotics.
First, we present a central limit theorem for general multivariate Gaussian processes with
stationary increments, which are not necessarily semimartingales. Then, we show weak
laws of large numbers, central limit theorems, and feasible results for BSS processes. An
explicit example based on the so-called gamma kernels is also provided.
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1. Introduction

The univariate Brownian semistationary process is a stochastic process of the form

t t
Y=+ / gt — )0y AW, + / gt — s)as ds,
o0 o0

where p is a constant, W is a Brownian measure on R, g and ¢ are nonnegative deterministic
functions on R, with g(f) = ¢(t) =0 for t <0, and o and a are cadlag processes. The name
Brownian semistationary (BSS) process comes from the fact that, when o and a are stationary
then Y is stationary. These processes were first introduced in [2] and, since then, they have
been extensively used in applications due to their flexibility and, thus, their capacity to model
a variety of empirical phenomena. Two of the most notable fields of applications are turbulence
and finance.

In the context of turbulence, where the process o represents the intermittency of the
dynamics, these processes are able to reproduce the key stylized features of turbulence data,
such as homogeneity, stationarity, skewness, isotropy, and certain scaling laws (see [8], [15],
and the discussion therein). In finance, the BSS process has been applied to the modelling
of energy spot prices [4], [10] and of logarithmic volatility of futures [11], among others.
Furthermore, fast and efficient simulation schemes for the univariate BSS are available [12].

One of the key aspects of the BSS process that has been analysed in great detail in the last
decade is the asymptotic behaviour of its realised power variation. The realised power variation
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of a process Y; is the sum of absolute powers of increments of a process, i.e.

Lnt]
Z |ATY|",  where AY:=Y;, — Yi—1)n.
i=1

For general semimartingales, the study of realised variation has a pivotal role in estimating the
key aspects of the process under consideration, e.g. the integrated squared volatility given by
fol 052 ds (see [7] for further discussions). This has led to the development of numerous works
on this topic (see [19] and the references therein). On the other hand, the BSS process is not
in general a semimartingale and the theory of realised power variation for semimartingales
does not apply in this case. New results based on different mathematical tools, mainly those
presented in the works of Peccati, Nourdin, and coauthors (see [20] and the references therein),
have been obtained. Barndorff-Nielsen et al. [7] presented the multipower variation for BSS
processes, while Granelli and Veraart [17] obtained the realised covariation for the bivariate
BSS without drift. It is important to mention that in the general multivariate setting we have
the work [3] for the semimartingale case, but no work for the case of BSS processes outside
the semimartingale framework.

In this article we introduce the multivariate BSS process, study the joint asymptotic
behaviour of its realised covariation, and present feasible results and relevant examples. In
particular, we will study the asymptotic behaviour of

Lnt] (A?Y(k) A?}y(l))
_t L
i=1 Trgk) T;ED ki=1,...p

where p € N, ‘L',Ej) >0, and Yt(j) is the jth component of the multivariate BSS process, for j =
1, ..., p. This work is motivated by the manifold applications of the BSS process and it is not
just an extension to the multivariate case of the results presented in [7] and [17]. Indeed, in
these previous works, the realised power variations and covariations were always scaled by a
scaling factor (7,,) restricted to a specific structure. We eliminate this restriction and this enables
us to obtain all the feasible results presented in this work, which were not obtainable otherwise.

We remark that, despite the more general theory developed here, no additional assumptions
will be added other than those already introduced in [7] and [17] (but used in a multivariate
setting).

Due to the various potential applications of the multivariate BSS process, it appears natural
to derive feasible results, namely results that can be computed directly from real data. We focus
on two objects:

< > Ary®Any® )
i=
\/ sl Ay \/ S ATy O iz

Lnz] k l
and (Zizl A?Y( )A?Y() )
Y ATy R ATYO St

Both objects belong to the class of realised covariation ratios. Similar ratios tailored to the
univariate case have been used in the literature to construct a consistent estimator of key
parameters, e.g. the smoothness parameter « of the BSS process in [15]. The second object can
be defined as the relative covolatility of the BSS process, since it represents the multivariate
representation of the relative volatility concept introduced in [8].
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This paper is structured as follows. In Section 2 we introduce the multivariate BSS process,
the general setting, and the basic mathematical concepts of this work. It is usually the case
that, when a univariate process is extended to the multivariate case, there is more than one
way to do it. Hence, we present two possible multivariate extensions of the one-dimensional
BSS process. Furthermore, in the same section we introduce the Gaussian core, which is a key
object for the mathematical understanding and estimation of the BSS process. In Sections 3
and 4 we respectively present the joint central limit theorem for general multivariate Gaussian
processes with stationary increments and for the BSS processes. In particular, in these two
sections we present different cases depending on which multivariate extension of the BSS
process and values of the scaling factor t, are considered. In addition, in Section 4 we prove
the weak law of large numbers (WLLN) for BSS processes. In Section 5 we derive the feasible
results and in Section 6 we present examples. In Section 7 we provide some final remarks and
open questions.

We refer the reader to Section 6.1 for a presentation of the main results of this work (in a
simplified framework).

2. Preliminaries

In this section we explore the setting and some of the basic mathematical tools used
throughout this article.

Let 7 > 0 denote a finite time horizon, and let (2, ¥, (¥#;), P) be a filtered complete
probability space. In the following we always assume that p, n € N and that B(IR) denotes
the class of Borel sets of R. We recall the definition of a Brownian measure.

Definition 2.1. An F;-adapted Brownian measure W: Q x B(R) — R is a Gaussian stochas-
tic measure such that, if A € B(R) with E[(W(A))?] < oo, then W(A) ~ N(0, Leb(A)), where
Leb is the Lebesgue measure. Moreover, if A C [, oo) then W(A) is independent of F;.

We will assume that (2, , (¥7), P) supports p independent F;-Brownian measures on R.
Consider the stochastic process {G}s¢[o,7] defined as

1 1
Gg ) . g Va—s) ... P —5) d S( )
Gi=| : |= : : |
—00

Ggp) gPVr—s) ... gPP(t—y) dep)
where the integral has to be considered componentwise, for i, j=1, ..., p, g“Pe L*((0, 00))
are deterministic functions and continuous on R\ {0}, and wh, . ) ‘W( Py are (jQintly
Gaussian F;-Brownian measures on R. Thus, we have G,{') = 5’21 fioo g(”f)(t —5) dWs/). We

call the process {G;}e[0,7] the multivariate Gaussian core, and it is possible to see that it is a
stationary Gaussian process and it has stationary increments. The Gaussian core will play a
crucial role in the limit theorems for the BSS process.

Remark 2.1. Note that we do not assume independence of the Brownian measures. The only
requirement is that they are jointly Gaussian so that the process {G;}co, 7] 15 Gaussian. This
level of generality is needed to prove the central limit theorem (CLT) for the BSS process. In
fact, as we will later see, proving a CLT for the Gaussian core driven by independent Brownian
measures is not sufficient for proving the CLT for the BSS process.

Forje{l,...,p} and I €{l, ..., n}, let r,gj) be a (scaling) constant depending on G\
and n whose explicit form will be introduced later, and let A;‘G(/) = G%—GE{L) n°

https://doi.org/10.1017/apr.2019.30 Published online by Cambridge University Press


https://doi.org/10.1017/apr.2019.30

670 R. PASSEGGERI AND A. E. D. VERAART

Since {G;}se[0,7] is a Gaussian process, we can use the machinery of Malliavin calculus. In
particular, let # be the Hilbert space generated by the random variables given by:

( Al G

(/)

) 2.1)
Tn n>1, 1<I<|nt], je{l,....p}

equipped with the scalar product (-, -) o induced by LZ(Q, F,P), ie. for X, Y € #, we have
(X, Y) 3 = E[XY]. Note that # is a closed subset of L>(Q2, #, ) composed by L?>-Gaussian
random variables generated by (2.1). In particular, we have an isonormal Gaussian process
because the random variables (2.1) are jointly Gaussian since they are (rescaled) increments of
the Gaussian process {G;}:c(0,7]. Following the setting of [20], we assume that ¥ is generated
by #. Finally, recall that any element of LZ(Q, F, P) has a unique decomposition in terms of
the Wiener chaos expansion of # (see [20]).

Next, we present and define the multivariate BSS process. Since there are several ways to
generalise a univariate BSS process to a multivariate process, we will present two particularly
relevant multivariate extensions.

Definition 2.2. Consider p jointly Brownian measures W1, ... W(P)_ Furthermore, consider
p? nonnegative deterministic functions gt b, ... gPP) e L2((0, 00)) which are continuous
on R\ {0} and such that g)(r)=0 for r<0 and i,j=1,...,p. Let oD, ... (PP be
cadlag, ,_I‘l}-adapted s}cochastic processes and assume for all ¢ € [0, T] anld i,j,k=1,..., pthat
fioo (g(”f)(t — s)as("’ ))2 ds < oo for every t > 0. Let {U;}ic[0,71 = {(U,( ), e, U,(p))},e[o,r] be
a stochastic process in the nature of a drift term. Define
r®
Y[ = :
Yt(p)
1,1 1, 1
C (g a—g e gMPa—g)\ (oMY PN aw!
/_Oo : " : : . : :
gPVr—s5) . gPP(r—y) Gx(p,l) . O,S(p,p) dWS(‘")
U
1 :
U;P)
and
X"
Xt =
Xt(p)
1,1 1, 1 1
(=90 D=0 faw\ U
= f : : o+
—00
gPD — )PV g — 56 PP ) \aw!P ng)

Then the vector-valued processes {Y;}sc(0,77 and {X;};c[0,7] are both called multivariate BSS
processes.
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Remark 2.2. Note that in the above definition we consider the case where the matrices are of
dimension p x p. However, the above definition can be extended straightforwardly to include
general rectangular matrices.

Now, we will discuss properties of the tensor product in Hilbert spaces. Consider two real
Hilbert spaces #¢; and > endowed with the inner products (-, -) ¢, and (-, -) #,, respectively.
Givenf, x € #; and g, y € #>, we denote by [f ® gl(x, y) := (x, f) s, (. &) x, the bilinear form
fRg: H x Hr — R. Let K be the set of all finite linear combinations of such bilinear
forms, namely K :=span(f @ g: f € H1, g € #>). We are going to present a result on the
inner product for this space.

Lemma 2.1. The bilinear form ({-, -)) on K defined by ({fi ® g1, /> ® g2)) := (1, f2) 5, (81,
82) 3¢, is symmetric, well defined, and positive definite, and thus defines a scalar product on K.

Proof. This is a well-known result; for details, see Reed and Simon’s book [22]. O

Observe that K endowed with ((-, -)) is not complete. In the next three definitions we
introduce the notion of a tensor product between Hilbert spaces, and the symmetrisation and
contraction of a tensor product.

Definition 2.3. The tensor product of the Hilbert spaces #f; and #¢; is the Hilbert space #| ®
Jt> defined to be the completion of K under the scalar product ((-, -)). Furthermore, we denote
by J£’1®" the n-fold tensor product between #¢; and itself.

Definition 2.4. If f e #®" is of~ the form f= @1 ®---h, for hy,...,h, e J, then the
symmetrisation of f, denoted by f, is defined by f:=(1/n!))_, hs1) ® - - - ho(n), Where the

sum is taken over all permutations of {1, ..., n}. The closed subspace of H®" generated by
the elements of the form f is called the n-fold symmetric tensor product of #¢, and is denoted
by #©".

Definition 2.5. Letg=¢1 Q- - g, e X andh=h ® - - - ® h, € H®™. Forany 0 < p <
n Am, we define the pth contraction of g ® h as the following element of H®"+"7: ¢ ®,
h:=(g1,h1)se - (& Mp) #&p+1 ® - ® & ®Npy1 ® - - - ® hy,. Note that, even if g and & are
symmetric, their pth contraction is not, in general, a symmetric tensor. We therefore denote by
g®ph its symmetrisation.

Let us now move to the discussion of multiple integrals in the Malliavin calculus setting
(see Section 2.7 of [20]). We denote by I,: HOP — W, the isometry from the symmetric
tensor product H P, equipped with the norm \/E Il - Il ze2r, onto the pth Wiener chaos W),. In
other words, the image of a pth multiple integral lies in the pth Wiener chaos. The first property
that we are going to present is the isometry property of integrals.

Proposition 2.1. Fix integers 1 < q <p, as well as f € HP and g € #°4. We have

PN 8 e I p=gq.
0 otherwise.

El,(Hy(8)] = {

Proof. See Proposition 2.7.5 of [20]. O

Moreover, we have the following product formula for multiple integrals.
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Theorem 2.1. Letp, > 1. If f € H®P and g € 4 then

)24
Ip(f)lq(g) = Z r! (i) (z) Ip+q—2r(f®rg)'

r=0
Proof. See Theorem 2.7.10 of [20]. U
Similarly to [17] we apply the product formula for multiple integrals to conclude that, for
iLj=1,...,p,
A;’G(i) A;’G(j) < A;t(;(i)) < M@(j))
=1 1

ORG) 0 Ny

L1\ /1 AIGO . ATGY)
= Z r! Lo, T@rT
r=0 r r Tn Tn

A?G(i) . A?G(f) A"G(i) A;‘GU)
o )]

= —® - -
tr(,l) Tr(l]) 1,5') Tr(lj)
A;’G(i) . A;‘G(j)
=1 ( —Q - )
Tr(ll) Tr(z])
A;lg(i) A;lg(j) [A?G(i) A;lg(j)il
T}gi) T}gj) T}gi) T}gj)

Now, we introduce the space D([0, T], R"™). This space is the set of all cadlag functions
from [0, 7] to R” and it is called the Skorokhod space. The norm in this space is defined as
1l (10,71 = SuPyeio. 7y I, where f € D([0, T1, R") and || - [ is any norm on R” (it is
a finite-dimensional vector space; thus, all the norms are equivalent). This metric works fine for
C([0, T1, R™) (the space of continuous functions from [0, 7] to R"), but it is stronger than the
usual Skorokhod metric J1 (or M1). However, in this paper the functions to which our random
elements (i.e. random variables and stochastic processes) convergence are continuous, and in
this case these metrics are all equivalent.

Let us recall some results on stable convergence. We use the notation ——p—>’ ‘i>’, ‘it>’,
and ‘>’ for convergence uniformly on compacts in probability, convergence in probability,
stable convergence, and convergence in distribution, respectively. Recall that a sequence of
stochastic processes (X)) converges to the limit X uniformly on compacts in probability if
P(sup,<, [X{ — Xs| > €) — 0 as n — oo for each 7, € > 0. In the case of the Skorokhod space
with uniform metric, suppose that X,,, X are D([0, T, ]Rd)-valued stochastic processes defined

on the same filtered probability space. Then X, 5 X if and only if X, Lo x , since they are
both equal to lim,—, oo P( SUPsefo.7] 1 X0, r — Xtllga)-

Remark 2.3. To make the notation less cumbersome and when it does not create confusion,
. L , . J P
we avoid writing ‘as n — oo’. For example, we write X,, — X for X, - X as n — oo.

Theorem 2.2. (Continuous mapping theorem.) Let (S, m) be a metric space, and let (S,, m) C
(S, m) be arbitrary subsets and g,: (S,, m)— (E, u) be arbitrary maps (n € NU {0}) such
that, for every sequence x, € (S,, m), if xy — x along a subsequence and x € (So, m) then
8w (X)) — go(x). Then, for arbitrary maps X,: Q,+> (S,, m) and every mndom element
X with values in (So, m) such that go(X) is a random element in (E, u), 1fX 2 X then

gn(Xn) _> 80(X); if Xy, _> X then g,(Xy) _> go(X); and if X, 43 X then gn(Xy) Rl £0(X).
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Proof. See Theorem 18.11 of [23]. O

Note that (S, m) might be a function space like the Skorokhod space endowed with the
uniform metric. For stable convergence, we have the following theorem; see Theorem 1 of [1].

Theorem 2.3. Lett X, be random elements defined on the same probability space (2, ¥, P).
Suppose that X, 5 X, that o is any fixed -measurabtle random variable, and that g(x, y) is a
continuous function of two variables. Then g(X,, o) 5 g(X, o).

Proof. 1t follows from Theorem 2.2 and the definition of stable convergence. O

Proposition 2.2. Let X, Y,, and Y be random elements defined on the same probability space,
and assume that Y, LN Y and X, LY X. Then (X,,, Yy) s X, Y).

Proof. See Section 2 of [18]. O

We end this section with some asymptotic results. We start by reporting a simplified version
of Theorem 6.2.3 of [20].

Theorem 2.4. Let b > 2 and consider

F,:=(fin), - L(fo.n).

Let C € MP*P (R) be a symmetric, nonnegative definite matrix, and let N ~ Np(0, C). Assume
that, forany r,s=1,...,b,

nllpgo ]E[IZ(fs,n)IZ(fr,n)] = (C)s,r and I2(fs,n) B) N (O, (C)s,x)«

ThenF,,iNasn—) 0.
Proof. See Theorem 6.2.3 of [20]. O
We have the following simple corollary of Theorem 5.2.7 and Theorem 6.2.3 of [20].
Corollary 2.1. Let F,, and C be as in Theorem 2.4. Assume that, foranyr,s=1,...,b,

lim E[IZ(fs,n)IZ(fr,n)] = (C)s,r and lim fo,n ®1fs,n”]€®2 =0.
n—oo n—o00

ThenF,,iNasn—> Q0.

Moreover, we report here the part of Proposition 2 of [1] needed in this work. This result
concerns mixing limits, which are defined as follows. Let Y, be a sequence of random variables
in (2, , P) converging stably to a random variable Y. If nll/ixglggn be taken to be independent of
F then the limit is said to be mixing. We denote it by ¥,, —— Y.

Proposition 2.3. Suppose that Yy, 2 Y. Then the following statements are equivalent:
. mixing
i) ¥,——7,
(i) forall fixedk e Nand Be o(Yy, ..., Yx), P(B) >0,
lim P(Y, <x | B)=Fy(x),
n—oo
where Fy(x) is the distribution function of Y.

Proof. See Proposition 2 of [1]. O
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3. Joint CLT for multivariate Gaussian processes with stationary increments

As mentioned in the introduction, one of the differences from previous works on limit
theorems for BSS processes is that we use a different scaling factor r. In this section we
present two cases. For the first case we use the same t used in the literature, while in the
second we use a new formulation. The differences between the two approaches will be pointed
out subsequently.

Remark 3.1. Throughout this section {G;};c[0,7] is a general multivariate Gaussian process
with stationary increments. Thus, it is not necessarily the Gaussian core.

3.1. Casel
Fori,j=1,...,pand k € N, let us define the scaling factor by

T,Ej) = /E[(ATGD)2], 3.1

and the multivariate process {Z/},c[0,7] = {(Zfll’])’t, R Z{Zp’p)’t)T}te[O,T] as

Lnt] n (i) n () ne(i) AT (J)
AYG A GY A'GY AT G
E , and Ak :=E| L 1F |
(t e \/— (l) t(]) Ly fr(ll) .L,(J)
n n

Thanks to Theorem 2.7.7 of [20] (reported in this work as Theorem 2.1), Z (l Y belongs to ‘W,
namely the second Wiener chaos. In addition, we will consider the followmg assumption on the
correlation. It states that uniformly in 7, the squared autocorrelations (r (k))2 are summable,
which means that r (k) goes to 0 sufficiently fast as k — oo.

Assumption 3.1. Let the limit hmn_)oo r( )(k) exist for any k€N, and let (§(k))ken be a
sequence such that, for any k, n € N, (rl] (k))2 < &(k) and Zk 1&(k)y<oofori,j=1,...,p.

Remark 3.2. Let lim,— 00 Y poy (VEZ)(k))Z <oofori,j=1,...,p.Forx,y,z,w=1,...,p,
the following limit holds:

l n
: (1) (n) (n) (1)
nhm " kE 1 k(ryZ (ry ', (k) 4 ry (ory 5, (k)

2n—1
. > @n— e, k) + K or, (k)
n
k=n+1
=0.

This is because, given two sequences {artren and {bi}ren, if Zk 1(ak)2<<>o and

S0, (b)? < oo then limj, o (1/D S k(@)?=0 and Timjo (1/0) Yh_, k(br)* =0,
which imply that lim;_, o (1/1) Zk 1 kaiby = 0 (see the use of Condition (3.9) of [7]).

We now present two propositions regarding the process {Z'};c[0,7] and they will lead us
to the main theorem of this section. The first proposition is on the convergence of the finite-
dimensional distributions, while the second proposition is on the tightness of the law of the
process.
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Proposition 3.1. Let d € N, and let (a;, bi] be pairwise disjoint intervals in [0, T] where | =
., d. Consider

n n __ (7n __7n n n n _gn
Zb; _Za1 = (Z(l,l),b, Z(l,l),a[’ : Z(l )b Z(l,p),az’ Z(Z,l),bz Z(Z,l),az’ T
n n
Z(p,p),bz - Z(p,p),az)'

Then, underAssumptton 3.1, (Z" )1 <I<d —>(D1/2(Bb, By)1<i<a as n — oo, where D €

MDD (R) and B; is a p* dzmenswnal Brownian motion. In particular, associating for each
combination (i, j) a combination ((x, y), (z, w)), where x, y, z, w=1, ..., p, using the formula

)< (LG—=D/pl + 1, i—plG—1D/pD), (I(G—D/p)+1,j—pl(j — D/pD), we have
(D)ij = (D)(x,y),(z,w)

=1Zm4meM®+&®&m+M®M®+M®M®>
- vz (s,

H@@W®+W@W®>

Proof. In order to prove this result, we need to use Corollary 2.1. Note that now >(fs ,,)
takes the form of Z(x by Zfz Wha and b = p*d.

First, we compute the covariances. Note that it is sufficient to focus on the case in which
I=2,a1=0,by=ap=1, and by =2. Recall the isometry property of integrals (i.e.
Proposition 2.1) and that, for fi,g1,/, g€ #, we have (fi®g1,/r® g)ys =

(f1. f2) 781, g2) 3¢- Then, for x, y, z,w=1, ..., p, we have
ElZ 1 = 2y, 0 Py 2 = Ly )]
2 AMGY) AnG(y) 2n A]’}G(Z) ~ A}?G(W)
— 1
2y ).

U @ @

n
i=1 n Tn j=n+1 n

1 n 2n A:lG(x) A:IG(y) AJ” G(Z) A;'l G(W)
TIP3 -

® ~—, ®
o =\ R 07

A;? G» A? G A]’?G(Z) AJI?G(W)
< )

b2y s ®
T rgy) - r(zx) - r(lz) - r(:W)

Al G©® Al G» A /" GW A;’ GW@
< )

® —t—, ®
.L.’gx) tr(l)) 7:r(lW) Tr(zZ)

o o D ®—

<A¢G<y> AIGW  ATG™ A;G<z>>
Tn Tn Tn H®?

no 2n A"G (x) Aﬂ(;(z):| |:A4G(y) A/’.IG(W)]
1

Z_Z Z [ @) 83 ORI

i=1 j=n+1 Tn

(2) n(w)
+E[A?G<” AjG" ] [A;’G@) &G }
rrgy) tr(lz) TVEX) 7_,r(lw')

+

E[A?G(X) A]’?G(W)] |:A;lg(y) AJ’.’G(Z):|
SR R
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I:A;,G@) AJ’.lG(W)] [A?G(x) AJY!G(Z):|

) T r(lW) T IEX) - r(lz)

n 2n A'.ZG(X) A’?G(Z)] |:A?G(y) A/’}G(W):|

— i J
LY 3 B [ A

i=1 j=n+1 Tn

ANGY) APGR ATGW APGW)
EI: i J ] |: i J i|

T n(y) - r(lz) T IEX) T r(lW)

= LS k00, ® -+ o, 00
n

2n—1
1
Y o= R0 + R,
k=n+1
Hence, we have, forx, y,z,w=1,...,p,

BUZe 1 = Zeyy 0 Ewy.2 = Zien 1))
= Z K, () + 1 r, (k)

2n—1
+— Y@=l )+ r R, (K)).
n k=n+1
Under Assumption 3.1, we have lim,,_, oo E[(Z & S (x . Z w2 "Z W), DI=0 "
For the variances, following similar computations as above and using the fact that ryz(—
k)= rZ x(k) we have

ElZG )1 = 26,0 Zem 1 = Ziew,0))
n n ne(z) new)
_ 2< Z A:lg(x) ~ A:}(;(y) AIGY _ATG >
2 092

: &
) SERR ()

n
=1 no =l

ZZ%’” =D =)+ G =G =)

ll]l

=—ZZ PN = G =)+ r{ = DG =)

zl/l

+- ZZ W= DG = D+ G — DG — D)

i=1 j=i+1
- Z (n = ) yr) (k) + H U, (k) + rri?, () + r) (o)rs?. (k)
n

+ (r<”>(0)r§"3v(0) + r0)),0)). 3.2)
Under Assumption 3.1, we have lim,_ I[E[(Z(X’y)’1 — Z(’jcyy)’o)(Z(”“})’l — Z("Z’W)’O)] < 00, by

using the fact that, for a, b € R, we have |ab| < %(a2 + bz).
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Furthermore, since we need to use a matrix formulation for our result, we need to associate
an element ((x, y), (z, w))) withx, y,z, w=1,...,pto (i,j) withi,j=1, ... ,p2. Recall that
we have the vector

Zhoyn =20 - Lo = 20 prar Zo = Zovar -+ Loy = Lppra)
and we can rename it as

_zn

n n n
Z (p+D,ap - Z(pz),bz o Z(Pz),al)'

n
—Z (p+1).by

n
Z (p)ar

Zioyy = Zyar - Ly

In this way we are making the following association between (x,y) and it i=1<« (1, 1);
i=2<(1,2); i=p<(,p); i=p+1<Q2,1); i=2p<Q2,p); i=2p+1<@3,1); i=
p?> < (p,p). By symmetry, the same association applies to (z, w) and j. Thus, this can
be written compactly as (i, /) < (LG —1/p]+ 1. i—plG—1/pD, (LG = D/pl+1,j—
plL(j — 1)/p])). Therefore, we have

(D)ij = (D) i=1)/p)+1i—pli—1)/p).(LG=1)/pI+1j=p L= 1)/p))>

where (D) ((x,y),(z,w) = limy, 00 IE][(Z&’),)’1 - Z(”x’y)’o')(ZE’z’W)’1 — Z("Z’w)’o)] is equgl to (3.2).
Now we have shown the convergence of the variances and covariances for intervals [a;, b;]
of length 1; however, it is straightforward to change the summation indices from ) . | to
b e
Zl Lnay]+1° and in addition observe that

lim e = lnad o b na +o<1) = b —ay.
n—oo n n—oo n n
The last step is to show that, for/=1,...,dandx,y=1,...,p,
(~ S A_G”A_G@> o1 (= T A"G@)H 0. 33)
i= Lna1J+l ©” 7 \Vn i=(na]+1 Tlgx) w2

However, this is true under Assumption 3.1 by using the same computations as carried out in
the proof of Theorem 3.2 of [17]. Let us sketch them. Without loss of generality, we can focus
ond=1, a; =0, and by = 1. By simple computations, it is possible to show that

nG®  ARGO) ' n )
AFGY S ATGV o (BTG o ATC 1 YA _Z)A?G(“) o 20
® » ! ® ) J @) @)
Tn Tn Tn M {a’a/}:{x’y} Ty Ty
(b, }=(x,)

and from this we obtain

1 ( ARG® _ AIGO) APG® _ APGON |12
_ ®l_) ®1 (’—®’—)
n2 T,Ex) Tr(ty) .L.’EX) T’gy) 02

ij=1

1 n n n

=5 D Z MG = Drey (= DG = (=D (B4
{a.a'}={x.y} LJ.0)'=

{b,b"}={x,y}

{0} ={x,y}

(BB} ={x.y}
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The last step is to show that (3.4) goes to 0 as n — oco. By Holder’s inequality and some
computations, we obtain

1
Gh=g D Yl +(r<’?)ﬂ,<k>>< Z|r("><z)|)

{a,d'}={x,y} k€Z li|<n
{b,b"}={x,y}
{a, o'} ={x.y}
{B.B"}={x.}

( >, (J)|)

jl<n

Then, by Assumption 3.1 we have

D L0 00)? + () ()] < 00

keZ
and
Z Il = 0, Z ()l =0,
M <n lil<n

as n — 0o, and therefore we obtain the desired convergence (3.3).
Finally, observe that the matrix denoted by C in Corollary 2.1 is here a dp? x dp? matrix
given by
(b 1—a 1)D 0 e 0

: . 0
0 e 0 (bg—ay)D

where the (b; — a;)D are p2 X p2 matrices and the 0 matrices are also p2 X p2 but only
composed by zeros. Thus, we obtain the representation of the statement. g
Proposition 3.2. Under Assumption 3.1, let P" be the law of the process {Z}}c[0,11 on the
Skorokhod space D([0, T], R ). Then the sequence {P"},cN is tight.

Proof. It follows from the tightness of the components of the vector Z} which is proved
following the same arguments as in the proof of Theorem 4.3 of [17] or of Theorem 7 of [14].

In particular, using the computations carried out in the proof of Proposition 3.1 for the
variances, we have

]E[(Z?x,y),t (x ), a) ]

Lnz] n(x) n~(y) 2
1 AJG ATG
:_EK 12( o )”
n ' Z Tr(tX) Tr(ly)

i=|ns]+1
Lnt]—|ns] n(x) n () 2
nt| — |ns 1 AlG AJG
- el (D ()
n il — Lns] i 7 .
_ |nt] — |ns]
o n
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—|ns|—1

Lnt]
1 1
X [m (; ; (n— k)(r§7§(k)r§73v(k) + r;'fg(k)r)ﬁ’,’v)v(k)

+ ORI K + i Er k)
+ (H0)r,(0) + r( ), (0)))]
_ ol = Lns)
n

for a constant C > 0, where we used the fact that the object inside the square brackets converges
and hence it is bounded. Then, by the equivalence of the L’ norms for 1 < p < oo on a fixed
(sum of) Wiener chaos (see Theorem 2.7.2 of [20]), we obtain

n 412 < WJ — Lns]
E[(Z(qu)qt (x y), v) ] / n :

Then, by the Cauchy—Schwarz inequality we have, for any # > r > s and A > 0,

C |nt| — |nr] |nr] — |ns]
n n
2
- C(t Ms)

PAUZG gyt = Loyl Z 20 12y = Ziyy sl 20 <

Finally, we obtain tightness by using Theorem 13.5 of [13]. U
Theorem 3.1. Let Assumption 3.1 hold. Then we have

Lnt] i ; ; .
1 Z AGD ATGYD - APGD APGD % i)
Jn 7 (/) [6) @) N 111€[0,T1>
=1 Tn Tn Tn ij=1,...p ) t€[0,T]

Tw T L Ty Ty d/dj=1,.,
where D and B; are given in Proposition 3.1. In particular, By is independent of GV, . .., G'P)
and the convergence is in D([0, T1, ]sz), namely the Skorokhod space equipped with the
uniform metric.

Proof. First, note that

Lnt) < ATGD TG |:A;’G(i) APGY)

1 Do fon 2
— - - - - —{D / Bi}iero.115
{«/ﬁ ; AR D WD ij=1,....p ) 1€[0,T]

follows from Theorem 13.1 of [13] by using the finite-dimensional distribution convergence
proved in Proposition 3.1 and by the t1ghtness [))roved in Proposition 3.2.

The independence of B; from G, R is given by the fact that G¥, ..., Gg P) belong
to the first Wiener chaos, while By is the hmltlng process of objects belonging to the second
Wiener chaos. Moreover, we have

|nt| i i
(G(i)). A”G(’) A"G(f) & A?G(’) A’;G(j)
t Ji=l,..., P’ z : ") () () -
Tn i,j=1,....,p ) t€[0,T]

Tn Tn

-3«d%¢1,h0 ,,,,, 2B hero.n (3.5)
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in the space D([0, T, R? x sz), namely the Skorokhod space equipped with the uniform
metric. Note that this result comes from the convergence of the finite-dimensional distributions
of (3.5), which follows from the arguments at the beginning of this proof together with the
orthogonality of different Wiener chaos, and from the tightness of the law of (3.5), which
follows from the tightness of each component of the vector proved in Proposition 3.2.

Concerning the conver%ence of the finite-dimensional distributions, note that, for any €
[0, T, each element of (G}’ )l 1,..,p and of

1 Lnt] (A?G(i) A;‘G(f) |:A’;G(") A’;G(f)])
o e fr(;'i) (0 () ij=l,p

Jn Tn o~

belong to the first and second Wiener chaos, respectively; hence, forany i, j, k=1, ..., p and
s, t € [0, T], we have

G(k) L AGD ATGY) . AIGY ARG 0
Z O ) o (0 ) -
n

Tn Tn Tn

.....

Then, from this argument we have

1 [nt] AnG(l) AnG(/) ATGD ArGD)
e (S

n—>00 ) Tr(zl) ‘E,(lj)

%J: ( A;’G@ A7G(1) [ APGD A?Gm])
T N U Y
converges to a normal distribution. Then, by Theorem 2.4 we obtain the convergence of the

finite-dimensional distributions, that is, for any M € N and disjoint intervals [a,,, b,,] with
m=1,...,M,

by ] n (i) n(j)
R el
m Tr(zl) Tr(zj)

APGD ArG)
) )
AZAAY) ij=1,.p) m=1,..M

D
(G = GDyicr....p. DBy, — By m=1....m

am

=1,...,

I=ay;,

In order to obtain the stable convergence, it is sufficient to use Proposition 2.3. Observe that
condition (ii) in that proposition is implied by the convergence 1n (3.5) using Bayes’ theorem
and independence of the limiting process {B;}c[o,7] from ({G, }te[O TDi=1 p»- In particular,

.....

note that, by Bayes’ theorem, (3.5) implies that, for all fixed ny, ..., nr e N and all
1 Lmd ANGO AT G AGO AT G
Ae"( /—Z( ® 0 _E[ O R— ])
"o Tny Tn) Tny Tn) ij=1,...p
L] < ATRGD ATFGYD ARG ATFGD
el
ngz) T:g;f) Tr(zi() ‘L',E]{) ij=1,...p
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with P(A) > 0, we have

Lnt) ; ' : '
im (= > AJODAJGH _ p[AIGUATGPN _ i
Jm P o 0 @ 0 ij=1ep

=1 Tn T Tn Tn

)

In addition, by the independence of the limiting process {B;}c[o,7] from ({G;i)}te[()’T])i: L..p
we obtain

,,,,,

..........

Following the same computations, it is possible to show the result for any set of points
{t1,..., 1,3 €[0,T]* for a €N and not just one t€ [0, T]. Therefore, we obtain mixing

convergence and hence stable convergence in D([0, T], R”"). O

3.2. Case Il

In this section we will show that the results presented in the previous section hold for
different choices of 7, i.e. the scaling factor. In particular, the scaling factor which we will
use in this section will have an order equal to or greater than the order of the previous scalmg
factor as n goes to co. We will denote this new scaling factor by r,(,ﬁ @ for j=1,...,pand
maintain the notatlon of r(] for the scaling factor introduced in the previous section.

Indeed, let 1:( 0(1 L ) for j=1,...,p (e.g. consider r,ﬁﬁ‘f” = max;=1 (1:,/)) for

some js and r,gﬁ (J)) J) for others, or see also Example3.1).Leti,j=1,...,p.In thls section

we will work with the Hllbert space generated by the Gaussian random Varlables

<A?G(j)

A'GD AT G
B).00 1y . 1 1-+k
B and let  r;; (k)._]E|: i|

)nzl, 1<i<|nt], je{l,...,p} ‘L’,(,ﬂ(i)) ‘L',gﬂ(j))
Moreover, the following assumption is the analogue of Assumption 3.2.

Assumption 3.2. Let the limit lim;_ o r(ﬂ ). (")(k) exist for any k€N, and let (§(k))ken be
a sequence such that, for any k,neN, (rl/j) (")(k))z <é&(k) and Zk 1 &) < o0 for i, j=
1...,p

We can now present and prove a modification of the main result of the previous section.
Theorem 3.2. Let Assumption 3.2 hold. Let o, $ =1, 2. Then we have

{ 1 %J: ( A'GD ARGU) E[ APGO A;zG(j)D }
N A R B0 B ) o

.....

st
- {D(ﬂ) Uth}te[O,T]-

In particular, associating for each combination (i,j) a combination ((x,y), (z, w)) where
x,y.z,w=1,...,p, using the formula (i j)< (LG—1/p]l+1,i—pli—1/pl),
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(LG =D/p] +1.j=pl(j = 1/p]), we have

B) _ (B
(D)ij =D )(x,y),(z,W)

n—1

1
= Jim ~ (=R O@RnS O E) + OO w
k=1

+ rPX OO )+ ) (o) ()
+ (D) M (0) + #E) P 0)rF), " (0)).

Furthermore, B; is a p2-dimensional Brownian motion independent of G(l), ..., G and the
convergence is in D([0, T], R”z), namely the Skorokhod space equipped with the uniform
metric.

Proof. 1t follows from the same arguments as used in the proofs of Proposition 3.1,
Proposition 3.2, and Theorem 3.1. This is because the only difference is that now we have
a greater denominator than before (ie. 7. > 7\/), which changes neither the logic of
the arguments nor the computations. This is because in our framework we do not need
E[(A?GW/ t0)2] = 1. This was different for the previous literature where the equality was

needed in order to use Theorem 2.7.7 in combination with Theorem 2.7.8 of [20]. O

Remark 3.3. Note that, while the larger value of the r,(,‘g @ does not trigger any modification

in the proof of the results, it may reduce some of the components of D® to 0. For example, if

we assume that E[(A?G(j)/r,gj))z] < C, where C > 0, and that limnﬁoo{r,(,])/r,gﬂ(]))} =0 for

everyj=1, ..., p, then all the components of D® reduce to 0. This is because, by stationarity,
A’llG(i) A’f+kG(/)]

‘E,Eﬁ(i)) .L,rsﬂ(j))

<[5 + () |
- r,gﬂ(l)) Tr(zﬂ(]))
- rgi) 1,Y(Lj)
r,gﬁ(i)) Tr(zﬂ(j))

G JE[

— 0.

Example 3.1. In this example, let {G;};c[0,7] be a Gaussian core. Consider a partition of the
set {1, ..., p} and call its elements Iy, ..., Iy, for some v e N. Hence, I, C {1, ..., p} for
h=1,...,v,and Iy, NIy, =@ forh,l=1,...,vwithh#Il Forh=1, ..., v, define

2
ro . u«:[( ) A';G@) } (3.6)

ielah

and consider A?G(f) /Tlgﬁ(j))7 where B(j):= o when j € ly,. In addition, assume that, for
h=1,...,v, the #-Brownian measures W are independent for iela_?. This means that
E[W(’)W(/)] =0 if i,jel,, for some h=1,...,v. Then r,gﬂ(])) > r,(,] for j=1,...,p,

where r,(/ ) has been defined in (3.1) and, thus, we can apply Theorem 3.2.
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4. Joint CLT for the multivariate BSS process

In this section we will present and prove our main results consisting of the joint CLT for the
two types of multivariate BSS processes. First, we will present the CLT for the scaling factor
7 used in the literature (i.e. case I) and then the CLT for the new formulation (i.e. case II). For
case II, we have two scenarios depending on which multivariate extension of the univariate
BSS process we consider (see Definition 2.2). In this and the next two sections we will use
a multivariate version of the continuous mapping theorem applied to stable convergence (for
reference, see [1]). Moreover, we will adopt the following three assumptions. These are the
analogues of Assumption (CLT) and conditions in Section 4.1 of [7], and Assumptions 2.1,
2.2,4.1, and 4.2 of [17]. The only difference is that they also focus on the convergence of the
autocorrelations #", which for the sake of brevity and clarity of exposition we decided not to
focus on in this work. Let A, :=1/n.

Assumption 4.1. For k,[=1,...,p, let g(k’l) be differentiable on (0, co) with derivative
(g%DY e L*((e, 00)) for all € >0 and ((g%PY)? be nonincreasing in [b%P, c0) for some
b%*D > 0. Let %D have a®D-Holder continuous sample paths for a®) e (%, 1). Define

[y @*%D(s+ A,) — g%D(s))? ds
IS (g*D(s + Ay) — g®D(5))? ds’

rkDA) = where A € B(R).

We impose that there exists a constant 26D < 1 such thar, for any €, =0(n™"), k €(0, 1),
we have “h
7, (en, 00)) = 0" 17,

In the next sections we present different cases. Each case will have particular 7, and ™, but
the underlying assumptions will have the same structure. Hence, for the last two assumptions,
we use the variables 7, and ™, whose specific form will not be introduced here, but instead
it will be specified in the context where the assumptions are used. In other words, we prefer
to have a general form for these two assumptions (with an unspecified 7, and ) in order to
avoid repeating the same assumptions with different 7, and ™ for each case.

Assumption 4.2. Let the limit lim,_ o (k) exist for any k€N, and let (£(k))ren be a
sequence such that, for any k, n € N, (r™(k))? < &(k) and Z,fil E(k) < oc.

Assumption 4.3. Letk,l,m=1,...,p. Let

sup  E[(0"™)?] < 0.
s€(—00,T]

Moreover, for any t > 0, let
x I
f (g®DY ()20 ") ds < 0.
1

Let us discuss the intuition behind these assumptions. First, Assumption 4.2 is the analogue
of Assumption 3.1 and Assumption 3.2 of the previous section, and it concerns the summability
of the autocorrelations of the Gaussian core under consideration.

Assumption 4.1 regards the behaviour of the deterministic kernel g. In the first sentence we
are not imposing that (g(m’l))’ € L*((0, 00)) in order to allow the theory to also be applicable
outside the semimartingale case. Moreover, the intuition behind the conditions on rr,gk’l) is
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that without them the increments A7 Y® might contain substantial information about the
volatility far outside of the interval [(i — 1)/n, i/n] (i.e. [(i — 1)A,, iA,]), potentially leading
to a different stochastic limit. In other words, the mass of 77,, "’ is more and more concentrated
toward O as n increases.

Furthermore, it is shown in Section 4.3 of [7] in the univariate case that Assumptions 4.1
and 4.2 are for example satisfied in two cases. These cases can be easily extended to our
multivariate framework since Assumptions 4.1 and 4.2 apply to each g9 where k and [ are
fixed. The first case consists of the function g(k*l)(x) = x‘sl(o, 11(x), x>0, ford e (— %, 0). The
second case consists of the function g(k*l)(x) = x‘SLg(x) with (g(k'l))’ x)= x‘s_ng/ (x), where L,
and Ly are two continuous functions on (0, c0) and slowly varying at 0, under the assumptions
that g(k’l) € L*((0, 00)), (g(k’l))’ € L*((e, 00)) for any € > 0, (g(k*l)) is nonincreasing on (b, 00)
for some b >0, and § € (— % 0).

In many situations the condition of Assumption 4.3 is satisfied, for example, when the stoch-
astic volatilities are second-order stationary or more generally when sup,c_ 7 E[(aégl’m)f] <
oo. Concerning the second condition, it is satisfied when we assume a fast decay to 0 of the
derivative of the deterministic kernel (g(k’ l))’ (s) when s goes to oo.

In Section 6 we will show that these assumptions are satisfied for an important and practical
case which is found in many real-world applications: the gamma kernel. Finally, since the
assumptions of this work and of [7] and [17] are similar, we refer the reader to Section 4.3 of
[7] and Section 2.1 of [17] for further discussions on the assumptions.

4.1. Casel

We will start with some preliminaries, where we focus on the bivariate case in order
to simplify the exposition. The notation for higher dimensions is analogous. Consider the
stochastic process {Y,},c[0,7] defined as

v (Y Z / (g“’”(z—s) g“’”(z—s)) o'l oD\ faw\ (U
=)= L eni—y era—9) 20 o2 ) \awe ) Tl )
where g(i’j)(-), i,j=1,2, are deterministic functions and WO W are two (possibly
dependent) ¥;-adapted jointly Brownian measures on R. From a modelling point of view, the

dependence of the Brownian measures is not very important since it is always possible to shift
it from the Brownian measure to the stochastic volatilities by just rewriting the latter. We have

y" :/l @V — 90D + g1 — 5o D) dw )
—00
- /r @'Vt = 900? 4 g1D(1 — 5522y aw® + U
—00
and Yt(z) — /t (g(z,l)(t _ S)Us(l,l) +g(2’2)(t _ S)O,S(Q,l)) del)
—00
- / JPCTI 9012 4622 — 5522y aw?® 4 U,
—00

Let us define, fork, r,m=1, 2,

iAn
Apzkrm = /
(i_ I)An

(i_l)An
g8, — )™ dwim™ 4 / Alg®D (5)g - qwim,

—00
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where A”7g*D(s):= g®D (A, — 5) — g®D((i — 1)A,, — 5). Then we have

Form, r,k=1,2,1et G\ := [*_ ¢*"(1 — 5)dW"™. Hence,

iA, (i—DA,
ArGUrm — / gD, —5) AW 4 / Algn (5) W™,
(i—1D)A, —o0
Furthermore, let 7" :=  /E[(A"G(*7m)2] and
k,r; l,q;
e[ BIOT AL G
k,r.mil,q,w T (k,r) (L,q)
A A

The Gaussian core {G;}(0,7] 18 here given by G; = (ng’r;m))m,k,r: 1.2, and it is a Gaussian
process since W) and W® are jointly Gaussian. Note that we are working with the separable
Hilbert space #f generated by the jointly Gaussian random variables

ATG(k’r;m)
< (k’r) ) .
Tn n>1, 1<i<|nt], k,r,me{1,2}

Furthermore, observe that

|:A']'G(k,r;m) A’ll+hG(l,q;w):| |:A;7G(k’r;m) A;t+hG(l,q;vv)i|
T’gk,r) Trgl,q) _L_r(lk,r) rr(ll,q)

for any i=1, ..., [nt]. Before presenting the CLT, we introduce an assumption, similar to
Assumption (4.10) of [7], that controls the asymptotic behaviour of the drift process. In
particular, it states that the drift process has to be sufficiently smooth so that the sum of its
increments does not grow too fast as n — oo.

Assumption 4.4. Foranyk,l,r,m=1,...,p, let

| Angtrm (@) uep % ) (1) vep
— —— AUV -0 and — ATUWAMNUY —= 0.
(k’r) 1 1 1
v =1 n v i=1
Theorem 4.1. Under Assumptions 4.1, 4.2, and 4.3 applied to I,(ll’q), r,(('fz;l’q for 1, q, k,r=
1, ..., p, and Assumption 4.4, we have the following stable convergence:
Lnt] p k,r,m) p n7(l,q,w)
1 Az ; INTACE
- iz (k) iz nyh
(3 (X S v anut) (X ST+ apu
i=1 rom=1 Tn g,w=1 n
r n(k,r,m) An(lg,w) t
_ Z E[AIG AlG ] / o (M 5 (q:w) ds] }
S S
rom,g,w=1 7" P 0 ki=1....p ) 1€[0.T]

t
£ { [ vt st}
0 (0,7

in D0, T], R ). Where D and V are introduced in Appendix A, and By is a p6-dimensi0nal
Brownian motion.
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Remark 4.1. As all the other CLTs and WLLN in this section, this result is not feasible
because the scaling factor r,, " for k,r=1, ..., p depends on the Gaussian core G; which
is not observable, and, so, this result cannot be computed directly from the data. Note also that
in Theorem 4.1 and Corollary 4.1 the increments A?Z(k" M) appear, which are not observable
either.

Proof of Theorem 4.1. Letus assume for now that p = 2 and that the drift process U; = 0 for
any ¢ € [0, T]. We can split our formulation into two components A, + C,, where A,, contains
the elements that go to 0, while C,, contains the elements that do not converge to 0. In this proof
we will use the so-called blocking technique; see [7], [15], and [17] for details. Let 1 <h <n,
and let us first focus on C,,, which is defined as

<% Z Z (A?G(k,r;m) AnGUam E[A?dk,r;m) Alr_lG(l,q;W)}>
SO O ) O

j=1 iely ,(j) r,m,q,w=1

(r,m) (g,w)
X 0N O A > , @4.1n
U=DAZG=D8 ]

where Iy, ,(j) ={i | i/n € ((j— 1)/h, j/h]}, which can be rewritten as

% Z v <Al(t(;(k,r;m) A;lg(l,q;W)
(J=DAy (k,r) a9
J=1 i€l () Tn Tn
|: ArGkrim) Ai}(;(l,q;W)]
_ ]E 1 1 ) ,
o) sl romgowsk,1=1,2
where
O(j—D)Ay 0 0 0
0 O(j—hA 0 0
V . — J h
(j=DAp 0 0 O(— 1)y 0
0 0 0 O'(jfl)Ah

Here o(j_1)a, = (o((/r "i)) Aha((j”?) Ah);rm w12 (hence, it is a row vector of 16 elements), and 0

is arow vector of 16 elements containing only Os. Hence, V(;-1)a, is a4 x 64 matrix. Now, by
Theorem 3.1 we have

{ 1 % (A:}G(k,r:m) APGUa) [A?G(k»“m) A?G(l,q;W)}> }
- —E
Vi gk 7 7" o9 romq.w.k,i=1,2 ) reo,7)

st
— {Dl/th}te[O,T] asn— oo

in D([0, T, R64), where the symmetric matrix D'/2 is a 64 x 64 matrix and B; is a 64-
dimensional Brownian motion. In particular, in order to define the elements of the matrix D,
we proceed with the following association of (z, y) to ((rz, mz, gz, Wz, kz, 1), (ry, my, gy, Wy,
ky, Iy)). This part of the proof is similar to the analogue part in the proof of Proposition 3.1, but
there are some differences. First, in the latter we had the association of fewer elements (namely
(i, J) < ((x, y), (z, w))). Second, as it is possible to see from (4.1) in the present case there is
a summation over r, m, g, w and hence there is no a specific ordering of r, m, g, w when we
consider it as a vector (given that we modify the ordering of o(;_1)a, accordingly). Indeed, let
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v(r, m, g, w) be any permutation of the set {(1, 1,1, 1), (1, 1,1,2),(1, 1,2, 1),(1, 1, 2, 2),
..., (2,2,2,2)}, namely the set of all the possible combinations of r, m, g, w € {1, 2}, and let
vs(r, m, ¢, w) determine the sth element of v(r, m, g, w). It is possible to see that v(r, m, g, w)
contains 24 elements; hence, s € {1, ..., 24}. Then we have

Lht] k) an~(Lgw)
1 ArGkrm) anclg;

C - V - 1 1

n \/ﬁ § E (0] 1)Ah< r,Ek‘r) r,gl’q)

j=1 i€l ,(j)
A;’G(k*”m) AGUEaw)
‘L',gk'r) ‘L',gl’q) rom,q,w,k,1=1,2
Lht] krm) an~(g:w)
1 ArGkrm AnGU-a:
- Vv; ( i i
ﬁ Z Z (J=DAp Trgk,r) r’(ll,q)

./:l ie]/l,n(./)
APGkrm) AnGigw)
o)) ’
rkn b0 V(rm,gw)ik,l=1,2

: _ (- (rm) (qw) T
yvhere V(”j_])Ah has the same form as V(j—1)a,, but with G(‘}—1)A;T(G(j—l)AhG(j—l)Ah)v(r,m,q,w)
instead of o(j_1)a,. In particular, given a vector X = (X, . .. ,X54), by the notation (X)y n,q,w)

we mean that the sth component of the vector is vs(r, m, g, w), that is,

(X)u(r,m,q,w) = (le(r,m,q,w% Xuz(r,m,q,w)’ R Xu24(r,m,q,w))~

We are now ready to formulate the relation between z and (r,, m;, g;, w;, k;, I.): for z=15 <
s(r,m, g, w), 1,1); z=2%4+1< i(r,m, q,w), 1,2);...2=2%+5< (v5(r, m, g, w), 1,
2)i...z2=24+ 1o W(r,mqgw),2,1);...2=2+s< (v(r,m, g, w),2,1);...2=
V4241 Wwir,magw),2,2);...2=2+2%+so (v(r,m, g, w),2,2);...2=20«
(vpa(r, m, g, w), 2, 2). By symmetry, the same relation applies to y and (ry, my, gy, wy, ky, Iy).
This can be written compactly as

- —1)/2% -1
(zy) e((”z—L(z—l)/24j24(rs m, q, w), {MJ +1, V—J +1

2 24
4
oflem )
2
—1 24 1
(Vy—L(y—l)/zﬂzfl(V, m, q, w), {MJ 1 L)’ J‘H

2
2\‘ [y — 1)/24J J))
2

Moreover, here it becomes evident why we need Theorem 3.1 to hold for jointly Gaussian
Brownian measures and not just for independent Brownian measures: this is because the vector
of Brownian measures is not composed of independent Brownian measures, but rather of the
same Brownian measures recurring repeatedly.

Continuing with the proof, we observe that, by using the properties of the stable convergence
and the assumption on the # -measurability of the o, we obtain, for fixed 4,

Lit]
st
Cu— { > VD Bja, — B(j_l)Ah)} asn— 00
= 1€[0,7]
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in DH([0, T1, R4), where the dimensions are 4 x 64, 64 x 64, and 64 x 1, respectively. The
convergence in this space is implied by the convergence in D([0, 7], R®*). In addition, since
the stochastic volatilities are cadlag, we have

Lht]
> Vi-na,D'*(Bja, — B(j- “Ah)_’f V,D'/2dB; ash— oo.
j=1

From this we obtain the stable convergence of C,.
Concerning A x),,» we apply the same arguments as for Propositions 7.1, 7.2, and 7.5 of
[17] and Theorem 4 of [7]. This is because we can focus on the single elements

el s e, rom) A nz(lg,w) nk,rm) An(g,w) t
1 o Arztkrm Anziq, ArGkrm AnGa.
ﬁ[- ' : —]E[ : l ] f o(r’m)q(q’w)ds:l 4.2)
ng T’gk,r) z,ﬁ""’ t}gk,r) 1,r(Ll,q) 0 S S

and directly apply their arguments using the assumptions of this theorem. This is because,
for each (k, r, m, [, g, W), Ak,r,m,1,q,w),n converges to 0 in distribution in D([0, 77, R4), which
implies that they converge jointly to O stably in distribution. For the sake of completeness, let
us sketch their arguments and show how they apply to our case. First note that (4.2) can be
split into elements that converge to 0 and elements that do not. The second elements belong to
C, and so they have already been treated in the previous part of this proof. The first elements
are given by

A(k,r,m,l,q,w),n

L [nt] (A;zz(k,r,m) A?Z(l’q’w) _G(r*’") g("'w) A?G(k,r,m) A?G(l,q,w))
71 n 71 n
Vn = L) 7D (=DATG=DA T k) (-9

[nt]
Z emy _qw ATGErm AnGLaw)

+[_ Oi-1)A,%(- A
ﬁ p I—DA, " (—1A, ‘L',Ek’r) _L_r(ll,q)

Lt]

orm o @w) Z AFGErM TG
9-Day % -1y, (k,r) (,q)
i€lp n(j) Tn Tn

N E[A'{G(k,r»m) Arllg(l,q,W):|
Trgk,r) _L_'(ll,q)

Lht] |nt]
" (ﬁ G aw LSS em_aw )
OG-0 G-1A (=DAC(~DA,
h j=1 Vi j=1
+E|:A}11G(k,r,m) ArILG(l,q,w)i|
U ()

Lnt] t
( Z“((Jr EN N /0 oMo ds)
an m,h /m,h n
=:A/+AT+AT + DY

Note that #I, ,(j) € {In/h], |n/h] + 1}, which implies that #I}, ,(j) =n/h+ ey n(j) with
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enn(j)e(—1,1]forevery | <h<nandj> 1. Then we have

Lht]
C 2:0w> 5@ Z:zwdwmugdmw
(krmlqw)n—\/— OGi=DaRC(-1A, ) t(l’q)
n

i€lp u()) n
k,r, 1,q, Lhi]
_ A7G( o AI?G( o \/_ﬁ orm L @w)
(k,r) (,q) h OG-0 G-
T T =

= C(k,r,m,l,q,w),n
Lhi]

(rm) — (g:w) 1 N
+Z% DA (- l)Ah<ﬁ#Ih,n(])_T)

AnG(k’r’m) AHG(l,q,W)
" [ i i }
Tr(lk,r) Tr(Ll,q)

where

Lht]
(r,m) (qW)
C(krmlqw)n—\/— Z (] DAy, (] DAy

AnG(k r,m) AnG(l q.w) |:ArllG(k,r,m) Ailz(;(l,q,w)])

> ( O (%) Lk 09
lEIh (_/) n n n

Since #I, ,(j)//n — /n/h=epn(j)//n, the second addendum in the above equation
(.e. é(k,r,m,l,q,w),n — Cl,rm,L,g,w),n) goes to 0 almost surely as n — 0o. For completeness,
we remark that in this proof the order is always n— oo first and h— oo afterwards.
Furthermore, note that A, . m,i,q,w),n + 6’(k rom,Lg,w),n gives us (4.2), and that Ck r m,1,q,w),n 18
the (k, r, m, 1, q, w)th element of the vector C,,.

Le tAW" '—A/n —i—A”n Observe that our assumptions are sufficient to use Propositions
7.1, 7.2, and 7.5 of [17], which would allow us to prove the convergence to 0 of A}, of
A;”" h, and of Dj, respectively. In particular, Assumptions 2.1, 2.2, 4.1, and 4.2 of [17]
and Assumption (CLT) of [7] are analogues of Assumptions 4.1, 4.2, and 4.3 together with
Definition 2.2 (see also the discussion after Assumption 4.3). The only main difference
between our and their assumptions is that they additionally focus on the limiting object of
the convergence of the correlations 7™ which is denoted by pﬂ’ (k) in [17] and by p(k) in
[7]. However, for the sake of brevity and clarity of exposition, we decided not to focus on
this issue in our work. This allows us to get rid of some assumptions, in particular some
part of Assumption 2.2 of [17] and some part of Assumption (CLT) of [7]. Therefore, by
our assumptions and by Propositions 7.1, 7.2, and 7.5 of [17], we obtain the convergence to 0
of A7, of A" and of D", respectively.

Smce C, converges stably and A, converges stably to 0, they jointly converge stably. Note
also that C‘n — C,, converges to 0 almost surely and so it does not affect the limit. This concludes
the proof for the case U; = 0, where 0 is a vector of Os.

Now consider U; # 0. In order to get the stated result, we need to prove that the following
elements converge uniformly on compacts in probability (u.c.p.) to 0, so that the stable
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convergence obtained so far in this proof remains the same. These elements are

1L"1J(Anz(k,1,l) Anz2 1) Ang(12) Anp(22)
l l l l

ﬁ[— + + +
k,1 k,2 k,1 k,2
”E A 2 A 72

A?Z([’l’l) A?Z(l’z’ 1) A;’Z(l’ 1,2) Alr_lz(l,Z,Z)
+ 2 + 1,1) + (1,2)
Tr(ll’ D TI’(ll‘ ) Trg ' T’

) Aty®

) A[’} u®

+ A?U(k)A?U(I)}
k=12

Thanks to Assumption 4.4 (with p =2) they go to 0 u.c.p. componentwise (i.e. for fixed k, )

and, hence, jointly. Thus, using the properties of the stable convergence, the proof for the case

p =2 is complete.

Now, let p > 2. The proof for this case follows from the same arguments as just presented
for the case p = 2. Indeed, having p > 2 does change the dimension of the objects considered
(in particular, see the matrix D and V; in Appendix A), but it does not affect in any way the
logic of the arguments. (]

It is possible to obtain a vech formulation of our results, thus reducing their dimensions
without losing any information. This is possible because of the symmetry of our object of
study, that is there is no difference between

ArG&k.rm) An g w) APGLaw) AnGk.rm)
& 0 and  ——o——»
A A A A

and between
Anzkrm) Anz(l.q,w) Alzg.w) anz(k.r.m)
] 1 and 1 1

T’gk,r) tr(ll,q) rr(ll,q) Tr(lk,r)

Hence, we have the following formulation of our results.

Corollary 4.1. Under Assumptions 4.1, 4.2, and 4.3 applied to T,EI’Q) ) forl, q, k,r=

’ rk,r;l,q
1, ..., p, and Assumption 4.4, we have the stable convergence
Lni] p nz(k,r,m) P nz(l,q.w)
1 AlZ ' (k) AlZ @ ny(l)
{ﬁ[; Z ( Z L&) +AU Z O +AU
i=1 “rm=1 n g.w=1 n
p n~(k,r,m) A n(lg,w) t
_ Z ]E|:AIG ATC :| / oM @) ds] }
s s
it kD b 0 k=1,...pi<k ) re[0,7]

t
5 { / V,D'/? st}
0 1€[0,T]

in D([0, T], RPP+D /2 where D and Vy are introduced in Appendix A, and By is a p>(p +
1)/2-dimensional Brownian motion.

Proof. Tt follows from the same arguments as used in the proof of Theorem 4.1. Indeed, in
Theorem 4.1 we had k,[=1, ..., p, but now we have k=1, ..., p and [ < k. As before, this
does change the dimension of the objects considered (in particular, see the matrix D and V; in
Appendix A), but not the logic of the arguments. O
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Remark 4.2. Note that P(p+ 1)/2 comes from pH( p2. — 5.:11 j), where Z;:ll J indicates
that we are not considering the strictly upper (or lower) triangular elements of the p x p matrix.
Moreover, for the remaining sections and subsections, we will always adopt the vech version
of our results.

4.2. Case II: first scenario

Despite the process Y, being the same as in the previous section, we introduce a new
formulation for the t. This formulation is in line with that presented in Section 3.2.
Furthermore, in this section we present and prove the results for one of the two versions of
the multivariate BSS process introduced in Definition 2.2. In the next section we will do the
same for the other version.

Consider the stochastic process {Y;};c[0,7] = {(Y,(I), R Yfp))},e[oj] given by

(8= e gD —g) (oD PN fawD
YF/ : : Do 5
0o g(p>1)(t—s) g(p’p)(t—s) GS(P,I) Gs(p,p) dWs(p)
U
|
Ut(p)

Assume that the F;-Brownian measures are all independent of each other. The Gaussian core
is given by {G;}se(0,77 With

Let us define, for k=1, ..., p, the sequence (f,gk)),,eN such that, for eachn € N,

max " =0@iv).

r=1,...,p

For example, we may assume that

P 2
fr(zk) = E|:< E ArlzGEk,r,r)) i| or that .Er(lk) ‘— max /E[(Ayl,ng,r,r))z].
1 r=1,...p

Note that in the previous expressions we focused on (k, r, r) instead of (k, r, m). This is
because, by the independence of the Brownian measures, we obtain

[A}iLG(k,r,m) Arll+hG(l,q,w)i| o
'L_';gk) fr(zl)

whenever m # w; hence, it is sufficient to define the scaling factors just in terms of (k, r, r).
Moreover, for h € N, let

k,r, Lg,w
;.(I‘l) (h) —F A'{G( ) A’il-i-hG( W)
k,r,m;l,q,w T ‘L_’(k) 7,_'([) ’
n n
and observe that if m # w then 7‘,({"2 milg W =0.
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Assumption 4.5. Foranyk,l=1,...,p, let

LA MO 0P A0 wep 1R AUY ATUO ey,

AET ™D TP D

Observe that the above assumption is similar to Assumption 4.4. The only difference is that
now the increments of the drift are divided by the scaling factor due to the different formulation
of the theorems. Indeed, now the process Y; contains the drift Us;.

Theorem 4.2. Under Assumptions 4.1, 4.2, and 4.3 applied to ‘E , r,({nz milg.m forl, q,k,r,
m=1,...,p, and Assumption 4.5, we have the stable convergence
Lnz] k) any(l P n(k,rm) an(Lg,m)
1 AY® Any® Argkrm AnGlg,
(i3 SIS0 5 o[ AT AT
n i=1 Tn Tn r,m,q=1 Tn Tn

t
X / O'y ’m)oégq’m) dsi| }
0 k=1,...,p;I<k ) t€[0,T]

t
5 { / V,D'/2 dBS}
0 1€[0,7]

in D([0, T], Rp(pH)/z), where D and V; are introduced in Appendix A, and By is a ps(p +
1)/2-dimensional Brownian motion.

Proof. 1t follows from the same arguments as used in the proof of Theorem 4.1, the only
difference is the use of Theorem 3.2 instead of Theorem 3.1. In particular, the elements that
converge to 0 (which we called A,, in the proof of Theorem 4.1) still converge to O since we are
using a larger denominator. For the other elements (which we called C,,) we do have the stated
convergence due to Theorem 3.2. O

4.3. Case II: second scenario

In this section we present and prove the results for the other version of the multivariate BSS
process introduced in Definition 2.2. In addition, at the price of a simple assumption on the
stochastic volatilities, this new form allows for a definition of t, in terms of the BSS process
{X/}er0,7) (see below) and not in terms of the Gaussian process {Gi}iet0,17-

Consider the stochastic process {X;}c[0,71 = {(X; 1) X' )}sefo,7] given by
1,1 1, 1 1
, g“'”(t—s)as( Do g awD\ o
X = / : : : + : . 4.3)
B g(p 1)(l S) (p.1y g(P’p)(t _ S)O_S(P’P) th(P) Ut(p)
Assume that the F;-Brownian measures are all independent of each other and of
the drift process, and that the volatilities, as(k’m) for any k,m=1, , D, are sec-
ond order stationary. Let us define, for k=1,...,p, 0. E[(A”X(k))z] Following

Example 3.1, it is possible to observe that ‘L',Ek) is similar to z,ﬁ " introduced in (3 6) (except for
the drift component) The Gaussian core is given by {G;}:c[0,71 With G; = (G, )k m=1,..p=

( f g(k m(t —s) dWY )km 1,..,p and the partition is in the k variables, namely we split
{1,...,p}* into {1} x {1, . ..,p} L {p} x {1, ..., p}. Note that, for each element of the
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partition, the associated Brownian measures are independent of each other. Furthermore, we
define

ArGm A GAw)
7’1(<n;)nzw(h) = l 3 = ’
f( ) f(l)
n n

observe that if m # w then r ) (h) =0 and that the rate of f,gk) is greater than or equal to the

) kmlw
order of 7, asn—)OOforanyr—l ., D

Theorem 4.3. Under Assumptions 4.1, 4.2, and 4.3 applied to ‘L’,El), rk mil.m and Assumption

4.5 applied to X® for I, k,m=1, ..., p, we have the stable convergence

|nt] Arx® Anx® 14 [ A?G(k,m) A?G(l,m)i|

1
ﬁ[—z—’ —5—2_E
~(k - = (k U
{ g w @ oA
t
X f o ke g (.m) ds] }
0 k=1,....psl<k ) t€[0,T]

t
£ [ v
0 te[0,T]

in D0, T], RFPD/2) \where D and Vi are introduced in Appendix A and By is a p3(p +
1)/2-dimensional Brownian motion.

Proof. Tt follows from the arguments of Theorem 4.1 and the results of Theorem 3.2. In
particular, in the present case, the converging element is given by

fr(tk) fr(tl) ‘E,Ek) _EIEI)

J=1 i€l u(j) m=1

(r,m) (q,m) )
X 0 o . O
DA HA
(=DA~(=DA, K=l pri<k

Remark 4.3. Itis possible to obtain a similar result to Theorem 4.3 using a formulation for the
T which is not written in terms of the o, (hence without the assumption of the independence
of the Brownian measures and on the expected squared value of the o's required for Theorem
4.3). This could be obtained by proceeding as we have in the previous section (i.e. case II,
first scenario). So why did we introduce this formulation of the 7? The reason comes from the
novel possibility, provided by the multidimensional structure of the BSS process presented in
this section (see (4.3)), to write 7 directly in terms of X. The benefit of doing this is that if we
have an estimate of E[(A[X' (®))2] then Theorem 4.3 becomes a feasible CLT.

4.4. WLLN

From the CLTs proved in the previous sections, it is possible to derive the WLLN. First,
we present the following lemma, which follows from the definition of uniform convergence in

probability.
Lemma 4.1. Consider p real-valued stochastic processes {H o },e[o 1, {H( )},E 0,7]-
Furthermore, consider sequences of random variables {H() }eelo,7) such that H(') nl H(’)

u.c.p.

fori=1,...,pandanyte€|0, T]. Then (H,(I)n,...,H,(P)n) (H(l) .,H;p)).
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Proof. Consider the case p =2, since for p > 2 the proof uses exactly the same arguments.
Letz e [0, T], and let | - | denote the Euclidean norm. We have

P( sup |(HD", HO™ — HD, HO)| > €
s€[0,1]

<P( sup 1HO" — HO |+ [HO" — HP| > ¢

s€[0,¢]
€ €
< ]P’( sup |H§1)’” —HAEI)I > —) + ]P’( sup |H§2)’” —H§2)| > —)
5€l0,1] 2 5€[0,1] 2
—0 asn— oo. O

We will derive the WLLN for the first scenario of case II and point out that, using the same
arguments, it is possible to obtain similar results for all the CLTs presented in this work.

Let P rmtgu(h) = limy oo 7)1y (1) and P (h) i=1imy oo 7y, () for
k,r,m,l, g w=1,...,p.

Theorem 4.4. Let the assumptions of Theorem 4.2 hold. Then we have

( 1 % Ay ® A;’Y“))
n ‘Er(,k) 70 k=1,....p;l<k

i=1 Tn
ver (N0 C ) (g
—>( Z rkyr,m;l,q,m(O)/ o/ Mot ds)
rm,g=1 0 k=1,...pil<k

Proof. Fix L, ke{l, ..., p}. From Theorem 4.2,

Lnt) k) any(D) p n(k,r,m) A ne(lg,m) t
1« AlY® Ay AlG A1Gla
- o B B (r,m)  (q.m)
ﬁ[n Z (k) () Z E —(k) 7)) / oy o™ ds
Tn Tn n T 0

i=1 r,m,q=1

converges in distribution. Now, by Slutsky’s theorem, we have

1
/crs(r’m)crs(q’m)ds 20,
470

_l [nt] A;ly(k) Al(ty(l) B ZP: " - ArllG(k,r,m) Az]zG(l,q,m) -
k ) -(k —(l
L7 i=1 ‘L',g ) f’(’) rom,qg=1 - T’(' ) t’(l)

which implies that

'
/Gs(r’m)as(q’m) ds| 5 0.
0

’1%@%’0 AmY® i [ AIGhrm aGam
ne 5 1) 7 7

= =1 rom,g=1 -

Then, by the triangular inequality, it follows that

P t
> Fermigm(©) f o Mg @m g,
0

rom,qg=1

1 8 Any® Any®
- _—
k I
The uniform convergence in probability follows from Remark 4.25 of [16], while the joint
uniform convergence follows from Lemma 4.1. (]

Remark 4.4. Similar WLLN corresponding to all the others CLTs presented in this work,
including those for the multivariate Gaussian processes with stationary increments, can be
derived using the same arguments as above.
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5. Feasible results

In all the limit theorems presented above, we considered scaling of the increments of the
corresponding process X, Y, or G by t,. However, in empirical applications 7, would not be
known, which makes the limit theorems infeasible in the sense that they are not computable
from empirical data. We now want to move on to derive related feasible results which can be
implemented in empirical applications. To this end, we somehow need to get rid off the 1,s.
A natural way of doing this is to consider suitable ratios of the statistics considered above so
that the scaling parameters cancel out.

In this section we will focus on two kinds of feasible results, which differ from each other
for the type of ratio considered. They are the correlation ratio and the relative covolatility.
For the latter, see [8]. We will show feasible results for both scenarios of case II. Moreover,
we will present the results using the vech formulation; however, similar results hold for the
general formulation. The reason why we focus only on case II is because, for case I, it is not
possible to get rid off the scaling factor t (unless in trivial cases) and, hence, to get feasible
limit theorems. This is one of the main benefits of the introduction of case II.

Remark 5.1. From the feasible results developed in this section, it is possible to obtain
estimates for the mean of our process. Thus, we have ‘first-order’ feasible results. It is an
open question whether it is possible to obtain ‘second-order’ feasible results, namely estimates
for the asymptotic covariance. For the univariate BSS process, this question has been solved
for the power variation case in [8], but it still remains open for the multipower variation case.

In this section we will make considerable use of certain random variables and in order to

simplify the exposition we decided to use the following formulation. For any [, k=1, ..., p,
we define
P n(k,r,m) An(lg,m) t
- A"G ATGY
(kD) 1 1 : .
R’ = 22 ]E[ —5) ~0 ] / oy Mo @M ds,
rm,q=1 Tn Tn 0
(k. - !
RED .= Z fk,r,m;l,q,m(o)/ o(rme@m ds,
r,m,q=1 0
r n(k,m) Ane(l,m) t
- A'G A'G
(k1) . 1 1 k, I
Rin = Z E[ -~ (k) - (D) } / a Mot ds,
f— Ty T 0
() ¢ !
and R* .= Z 7’k,m;1,m(0)f okmgdm s
0
m=1

5.1. Correlation ratio
In this section, by a slight abuse of notation, we will consider f,(lk) =, /E[(AY (027,

k, (w)
;(n) () —E A'llG( m) AT—H,G w
kmil,wi' = (k) —() ’
Tn Tn
and 7y 1 w(h) =1limy,— o ?,(:’,)n;l,w(h), for k,m,l,w=1, ..., p. Moreover, observe that, for

kkm=1,...,p,

14 |:ArllG(k,r,m) ArllG(k,q,m)

t
—®) ) } / oM™ ds = 0,
ram Ty Tn 0
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since it is a quadratic form. Therefore, for k=1, ..., p, we have R(k b >( and R(k b >0
(and equals 0 only in the trivial case). The same apphes to R; nk and R

Before presenting the main results of this section, we introduce the followmg lemma, which
is a generalisation of the functional delta method (see Chapter 3.9 of [24]) and of Proposition 2
of [21].

Lemma 5.1. Let D and E be metrizable topological vector spaces and r,, constants such that
rp— 00 asn— 00. Let ¢: Dy C D — E be continuous and satisfy

Fa(@(On + 1y ) — $(6,)) — ¢(0, h) (.1

for all converging sequences 6, hy withh, - heDyCD, 6,, > 0 € ]D)¢ and with 6, + r_lhn
Dy for all n, and some arbltrary map @0, h) from Dy x Do to E. If Yy, Yy: Q, — Dy are
maps with Y, Ly and (Y, — Y,) = X, where X is separable and takes its values in Do, then

r(@(Yn) — $(¥)) > ¢/(Y. X).

Proof. Since /n(Y, — Y,) LY X then |Y, — Y, 5 0 and, given that Y, A Y, applying the
triangular inequality we can deduce that Y, 5 Y. Hence, we have (Y,,, I_/n) —P> (Y, Y), and using

the properties of the stable convergence, we have Y, ra(Y, — Y) Y Y, X).
Now, for each n, define a map g,(0,, hy) := r(¢(6, + rn’lhn) — ¢(6,)) on {(hy, 6,): 6, +
’lh €Dy}. These maps are continuous in [ since ¢ is continuous and, by (5.1), they
converge to ¢/(6, h). Applying the continuous mapping theorem, we obtain g,(Y,,, (Y, —
Y, ))—>¢ (Y, X), which is our result. O

For the next results, we will use the following lemma.

Lemma 5.2. Let ICR be a compact interval and consider D(I, (0, 00)), namely the
space of cadlag functions from I to (0, 00). Then, for any fe€ D(, (0, c0)), we have
infie; f(f) > 0. Moreover, let f, € D, (0, 00)), n €N, such that f, - f in D, (0, 00)),
namely sup,¢; |[fx(t) —f(®)| — 0 as n — oo. Then inf,cy infief £ (1) > 0.

Proof. First, recall that, for a cadlag function, the left limits must exist, that is, for every
t € I, limyy, f(s) exists, which means that limg4, f(s) € (0, 00). Assume that inf;¢; f(#) = 0. Then
there exists a sequence (t,),en C I such that lim,_,  f(#,) =0 and, by compactness, there
exists a subsequence (), enN such that 1, — t €l as ngy — oo and so lim,nk%tf(tnk) =0.
Hence, there exists either a subsequence (t,,,q )nkleN of (ty;)n,en Which converges to the left
to t and so lim,n s f (t,,k ) =0, or a subsequence (t,,k )nk e of (fy ). en Which converges to the
right to ¢ and so lllm,n ¢, f (tm ) =0, or both. In all the three cases we have a contradiction. This
proves the first statement

Now, consider the second statement. Let inf;c; f(f) = 2¢ for some ¢ > 0. Since f,, — f in
the uniform metric, then there exists a 72 € N such that, for all n > 7, we have sup,; |f,(?) —
f(®)| <e. This implies that, for all n > n, f,(t) > f(t) — ¢ for every t €I and so inf;c; f;,(t) >
inf,c; f(t) — & = . Furthermore, for all n < n, we have inf,¢; f,,() > 0 and, since 7 is finite, we
get infyey infres fo(7) > min (min,, . infief f4(2), €) > 0. U

We can now present the main results of this section: the feasible WLLN and CLT.
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Proposition 5.1. Let € > 0. Under the assumptions of Theorem 4.2 and, for any interval [€, T,

( ZzLitlj A?Y(k)A?Y(I) ) u.c.p. ( ng’l) )
VI @arvop [y anyopr Mgz N JREORED iz
Proof. Fixl,ke{l, ..., p}suchthat!<k. We have, for n > 1/€ (the case n < 1 /¢ is trivial

and moreover we are concerned with the behaviour as n — 00),

Lt Lt Lot —12 RkD
» A’?YU‘)MY(’))( > (Aary®y2 Sy (ary® 2) s M—
( . ! ! ; (&Y . (&Y =(kK) 5]
i=1 i=1 i=1 Rt Rt

[nt] Lnt] 2, L] 2\ —1/2

_ l A;ly(k) A:}y(l) B R(k’l) l Any(k) l A:}y(l) /

n Z 'L_'(k) .L—.(l) 4 n Z —(k) n Z 'E(I)
i=1 n i=1 n

1 w1 Lnt AnY(k) 1 Lnz ATY 0) —1/2
* /-(kk)-(ll)R ZZ FCE ZZ 70
RVRY =1~ i=1
[nr] ny (k) Lnt] y® 1/2
_ — 1 AY 1
(k,k) (1, 1) i

<[ - (02 (S )zz( 7)) ]

n i=1

n-
i=1
u.c.p.
BEALEN

07

where, for the term in the first square bracket, the u.c.p. convergence to 0 comes from the
fact that we have LLN results (see Theorem 4.4). For the second square bracket, we have
the following. First, we use the continuous mapping theorem knowing the joint convergence
in probability and using the continuous function g(x, y) = ,/xy (note that in our case x and y
are positive). Then, we pass from the convergence in probability to the uniform convergence
using the fact that the paths are nondecreasing in time and the paths of the limiting process
are continuous almost surely. Concerning the elements outside the square brackets, they do not
interfere with the uniform convergence since their suprema are bounded for any 7 € [¢, T] (and
that is why we have considered € > 0).

Finally, the joint convergence follows from Lemma 4.1. O

Proposition 5.2. Under the assumptions of Theorem 4.2, we have, for any € >0

{\/_( ZL’”J An Y(k) An Y(l) R(k D > }
\/ZWJ (A”Y(k))z\/ZLmJ (Any([))z \/R(k k)R(l D/ k=1,...pii<k) tele,T]

p(k.D)
st 1 1 R;
> {<—_ = ([ (VsD"?), 1y dBYY — > =0
Rl R
R&D

_(”)/(Vs /2)(11)d3(”))) }
k=1,....p;I<k ) te[e,T]

in D([e, T], RPPED/Z) ywhere (VSDl/z)(kJ) indicates that we are considering only the (k, [)

row of the matrix (VsD'/?) (see Appendix A) and the ng’l) are one-dimensional independent
Brownian motions.
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Proof. First we prove the statement for fixed k and /. As in the previous proof, we
concentrate on the case n > 1/¢. We have

Lt} Lt} Lt} —1/2 RkD
8
ﬁ[( » A;'Y(k>A;'Y“>)< > (ArYR?y :(A;zya))z) _ —n}

i=1 i=1 i=1 Rg,kﬁk)kg,lhl :
Lnt)
! <l AYO AfY® -(kJ))
= -0 e
R\ &0

|nt] K I
_ 1 AYy® Ary®
n = (k) =)
i=1 n n

SR B 1 Lnt] A?Y(k) 2 Lnt] A;’Y(l) 2\ 7-1/2
a3 (M55 ) T (4

i=1 n i=1 n

|t 0N 24 Lnt] DN 2\ 1/2
y lz Ay ® lz AYONNYZ
n ‘E(k) n ‘E(l) t,n t,n

i=1 n i=1 n
Uk ( (1 2 Any® A7Y<l>>

— (-2 __Zi
- - = (k) =())
g\
1 Lnz] A?Y(k) 2 Lnt] A?Y(l) 2\ —1/2
X ;Z ) ;Z 0
i=1 Tn Tn

i=1

§ <<l % A;zy(k) A?Y(1)> _ RkD (1 % <A?Y(k))2l % (A?Y(1)>2>1/2
t,n » _ _
n 00 n 70 n 70

i=1 i=1 i=1

[ pk.k) (1.0 !
- Rt,;; Rt,;z) .

Note that
|nt] k I
kb _ | L (LAY Al ®
bn 0 whpdh \ - \n ;0 20
R: O Rin =1 Tn n

1 Lnz] A?Y(k) 2, Lnt] Al’fY(l) 2\ —1/2
“\ 5 ) 7R - ) )
i=1 Tn i=1 Tn

i
u.c.p. 1 (1 ng’l) )
/ng, k)Rgl’l) /ng,k)Rgl, )]

_. kD
=z,

by Proposition 5.1 and by noting that, for any é > 0,

_ _ -1 _ _ -1
IP’( sup ( ng’k)Rgl’l)> > 5) = ]P’(( Rik’k)R(el’l)) > 5).
1

tele, T
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For the other term, by Theorem 4.3 and Lemma 5.1 applied to g: D([e, T], R x (0, 00)?) —>
D([e, T], R x (0, 00)) (where both Skorokhod spaces as well as the Euclidean spaces
are equipped with the uniform metric) defined as g({x}e[e,77) = {8(x1 .1, X2.1, X3.1) }re[e. 7] =

{(x1,r5 /%2,1%3.1) }refe, 71, We have

Ll sy (k) Any()
*D . 1 ATYW AY - (k.D)
R N (IR R
n

PR
L] N2 ] DN 2\ 172 T
<lz <A_Y“> Iy (_A?Y()> > " ie(hk),—e(z,z)) }
—(k —( t,n t,n
= Tr(l) g 7:,5)
st 1 0 0
—>{ 1 /WD pkh) 1[5tk 50D
0 2 R;"/R; b RV /R,

t t
X ( / (VD" 2)(k,1) ngk’l) , / (VD" 2)(k,k) ngk’k),
0 0

t T
/ (Vle/z)(z,l) d3§1’1)> }
0 refe,T]

tele,T]

_ {( S5 Dy ah )}

- (LD, 5k, k k.k 5(k,k), (1,1 L1
LGRIDRED) 5 (viD V) iy dBSD + L REIRED) J vip ) aBED ) ey

_. kD

=z,

where ng’l), ng’k), and Bgl’l) are three independent Brownian motions. Note that we have
not yet investigated whether such functional g satisfies the conditions of Lemma 5.1, but
we will do it now. First, we check that g is continuous and then, using the notation
of Lemma 5.1, that ¢'({0}sefe. 11, (Mrere.11) = {(V8(O)h¢}tefe, 77, Where Vg is the Jacobian
matrix of g. Comparing the notation of Lemma 5.1 to the present framework, we note
that D([e, T1, R x (0, 00)?) =Dy, D([e, T, R}) =Dy =D, D([e, T], R>) =E, g=¢, and
¢ =¢'. Hence, 6,6, € D([e, T], R x (0, 00)?) and h,, h € D([e, T], R) with 6, +r, 'h, €
D([e, T], R x (0, 00)?) for every n € N.

To prove the continuity of g, we need to show that, for every ({(xﬁ}i, ﬁ, (3))},6[6 TDneN—
(Y X2 5 e in D((e, T1, R x (0, 00)?), we have

lim  sup H( m (1)’ NONCONS (2) (3>) H

= n,t**n,t
=00 tele,T)

For the first component, it is straightforward, while, for the second, we have

2). (3 2). (3
sup_ [V = )
tele,T]

= sup (-0 | [V (- )|

tele,T]

< sup ,/xff} sup |4/ xﬁ?? -/ AN+ sup [Vl sup ‘\/ngg — 2.
rele,T] tele,T] tele,T] tele,T)
Note that xffg — x§3) ( f: (3))( xﬁ?? + x§3)). Furthermore, by Lemma 5.2 we have

3).

supsere. {1/ x, } < oo because x;: [e, T] — (0, 0o) and it is a cadlag function. The same
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2) . Hence, we have

sup |\/357) —y/x”| < sup sup oy — 1"
tele,T) tele, T] ( / (3 (3 ) tele,T)

< sup sup .} — x|

tele, T x§3) tele,T]

applies to x;

—0

2). (3 2).@3
= sup [ (X2 = x|
tele,T]

—0 asn— oo.

Regarding the map g’, we need to show that

lim sup <r,,(9,(,,lt)+rn_lh£,1) 9(1)) h(l),

n=>00 tele,T]

( @ 4 =10 D0 _ h() o
i O+ 1 W2 + i W) — r 620 v
13

2 (2]
Ty | B
2 91( )

=0. (5.2)

For the first component, it is straightforward since 1" — h, while, for the second, using the

Taylor series for the bivariate function f(x, y) = rn\/ (x+ r_lh(zg)(y + _lh(3,) we have

JACRR I COR AC R )

o A (A A 2),03
teslelpT \/(9(’2-’—7‘}1 HON) + 12 h,g})—rn\/@(,,t)@(,,t)_t? ﬁ_t? ?
2 3 3 2 ) 3 5 ;
< sup hfzg Qy(;t) h;? 6‘,52 £ i)_ﬂ Q
a3 e T T
—1 (2),.(3)
Tn hy, h 1
+ 2 sup | =L —(n +o(r‘1) 53)
2 iefent| [p@g® 4
n,t¥Yn,t

Since 9(2,) and 9(3) take values in (0, co) and are cadlag functions, then by Lemma 5.2 we

have, for each n €N, sup,c[c 77 11/4/ nt£< oo for )/_1 2. Moreover er(lzt)’ 9,532’ hff?, and
hf; converge in the uniform metric to 0, (2 , and h, , Tespectively, while r;, =1 0.
Therefore,

e

n,t

—1
lim 22— su
n—>00 2 iereT]

PRENE)

P
Lo,3 4"
Ot On. i
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Finally, the o(r;; 1) term in (5.3) comes from the fact that the remaining terms of the Taylor
expansion have a further multiplying factor of r, ! Now, observe that
S
9(2> 2\ @

2 3 3 2 2
<£( Oni Q)‘ ‘ 9”(’?“ i))
— 2 2 2
2 \68 o 6> 2

3 3 3
O |6 ( /g3 _ /9<3) Lo ( [g@ _ /9<2>>
o2 N8P o NN A

and that sup,cc 77 1/ \/QT | < oo by Lemma 5.2 because 9; Visa cadlag function with values
in (0, co) (and the same holds for the other 6s). Then, taking the limit as n — oo in (5.3), we
obtain the desired result (5.2).

Furthermore, since Z( nl) Z(k D" and Z(k h X Z(k l), we deduce that (Z(k D (k l))

2 [0 w2 | e

)

1,n >
(Z(k D Z(k l)) Finally, by applylng the contlnuous mapping theorem for the stable convergence
using the continuous function f' (Ziknl), Zg(nl)) = {Z(k l)(t)Z(k l)(t)}te[e 7], we obtain our result for
fixed k and /.
For the joint stable convergence, we proceed similarly thanks to the uniform metric. Let
zPo 0 0
O, = 0
: . 0
O . 0 Z(p p)(t)

tele, T]
Then

{f ( ZLZtJ Ay® Any D R(f‘ D ) }
n _
X anrywp [yl (aryoy JREORED ket pisic rete.n

= {0,025 0, . Z2P (1) iegery.

Using Lemma 4.1 and the arguments used before for fixed £ and /, we obtain the u.c.p.

convergence of ®,. Now, we would like to prove the stable convergence for {(Z; L@,

z”” (1)) "Vrefe.7). Define the function g: D([e, T1, (0, ooy’ x RPP=1/2) & D([e, T], (o
)1’(1’+1)/2 RP(P+1D/2) a5 (using our variables)

(G55 )
g —
ne f,(,k) ',51) k=1,....p:l<k ) te[e,T]

1

B 1% Ay 2 l% ATy 2\2 E%A?Y(z) Ay ®
“\= 20 )\ =0 ) ) ORI

i=1 i=1 Tn i=1

188 Ary@N2 2 anyN2 P Ay @) 2
n Z @ n Z O "n Z @ ’
i n n i=1 n

L
i=1 i=1

<1 % (A?Y@))Z)Z 1 % ArY® Ay
w2\ o PP =

i=1 n i=1

P
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: f: (A’-’Y@))zl - (A”Y“))z 18 ATY® ArY®
l l 1
n -(3 n —(1 ’ -3 -2
\ i 7 o 2 i=1 R
p (A;’Y(3)>21 il (AfY(2)>2 1 %J: (A?y(P)>2
- T - o) ey — ~ ,
e 7 s 7 i 7"
1 Ll Ay(») 22\ T
GZCE )
\ o\ T tele.T]

Note that the above formulation is just a multidimensional extension of the formulation of g

given in the first part of this proof. In particular, the
any three-dimensional vector of the form

[nt] 1 [nt]

(5

1

(_

AYy® Anyd
_t
_Er(lk) 'Ey(,l)

3

76

n
Tn

n
i=1

i=1

a two-dimensional vector of the form

ArY®

function g can be seen as associating to

) (35

1 Lnt]

]

Aly®

n -()
i=1 \ Tn

1 Ary® Ay | I8 Ay N2 L T Ay (D2
G e ) i ()
i=1 n i=1 n i=1 n
forany k=1,...,pand [ <k.

Then, as in the first part of the proof thanks to Theorem 4.3 and Lemma 5.1 applied to g,

we obtain the stable convergence as in the statement. Moreover, we use the same arguments as
used for fixed k and / to prove that g satisfies the required conditions of Lemma 5.1 thanks to
the properties of the uniform metric. g

Similar results can be obtained for the second scenario of case II.

Proposition 5.3. Let € > 0. Under the assumptions of Theorem 4.3 and, for any interval [€, T],
ng,l)

( ) ucp. ( )
\/ k=1,....p;l<k /f?ﬁk’k)ieﬁl’l) k=

Proof. It follows from the same arguments as used in the proof of Proposition 5.1.

Lnt]
Yo AX©ArXD
S (anxwyp, [y (anxoyp

1,..pil<k

0

Proposition 5.4. Under the assumptions of Theorem 4.3, we have, for any € > 0,

{ﬁ<\/ >k=1,‘..,p;l§k}te[e,T]

st / (V,DY2) g sy B

(kD)

it Arx®arx® R

=(k,k) 51,1
sl anxwp [yl anxopJREORED

! 12 ey RS
{( (/ (VsD'*) .y dBD
0

1

/ng,k)iegl,l)

- "~<kk)

t
/ VD)0 dBil”))) }
0 k=1,...,p;I<k ) te[e,T]

1RED
D) Rgz,z)
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in D([e, T, RPPHV/Z) \phere (V,D'/? k.1 indicates that we are considering only the (k, )

row of the matrix (V;D'/?) (see Appendix A) and the B 5D are one-dimensional independent
Brownian motions.

Proof. 1t follows from the same arguments as used in the proof of Proposition 5.2. O

5.2. Relative covolatility

In this section we look at the relative volatility case (see [8]). Similarly to the previous

section, we present first the results for the first scenario and then for the second scenario of
case II.

Proposition 5.5. Assume that, for all neN, ) ,'LZTJ A7 Y(k)Ag’ YD £ 0 almost surely for k=
1, ..., pandl <k. Then under the assumptions of Theorem 4.2, we have

< thitlj A;’Y(k)A?YU) ) u.c.p. (ng’l)>
— | — .
Z}gJ ATYRALYD Sy =1, pi<k RED ) i =i

Proof. Fix k, I. We have

LnT]

[nt] —1 R(k,l)
(L amoaro) (o anoane) - Eo
T

i=1 i=1

| Ay Ay 1 2 Ary@ Any®N =
=< j ; _R(k,n)( ; j )

" —(k —( t o —(k —(
n i=1 Trg) T;g) n i=1 'L'y(,) ‘C,(,)

R (1 - AP Ay ('))_l(m,z) 1 Lf Ay ® A?YU))
I‘eg{al) fr(tk) fr(tl) T n 'E,gk) 'E,gl)

i=1 i=1

u.c.p.

—0,

by Theorem 4.4. Note that the supremum of Rﬁ"’” over ¢ € [0, T] is bounded since the o are
compact on bounded intervals. Finally, the joint convergence follows from Lemma 4.1. O

Proposition 5.6. Assume that, for all n € N, ZMTJ AlY (k)A" YD £0 almost surely for k=
1,...,pandl < k. Then under the assumptions of Theorem 4. 2 we have

{ ﬁ<z}i’f Ay©Oary® Rii;”) }
k=1,....pil<k ) 1€[0,T)

[nT] (k. 1)
Sl ATY®OALYD Ry
st 1 f ! 12 )
=1\ =z | VsD" )k, dBg>
{ <R(Tk’l) 0 ’ '

R T 12 k.l
/o (VD' )1y dB§)>

t
(I_eg"l))2 k=1,...,p;l§k}te[O,T]

in D([0, T], RPPTD/2) \where (Vi Dl/z)(k y indicates that we are considering only the (k, [)

row of the matrix (V;D'/?) (see Appendix A) and the B 5D are one-dimensional independent
Brownian motions.
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Proof. Fix k, . We have

S Ay AryO fe;';”}
1= 1 1 5
(nT] T 5k
Zi:l A?Y(k)A?YU) Ry,

i <1 Lt w Ary® B R(k,l))

al

T RED\ -0 =0 L
Jn <1LmJA?Y“)A?WD)(1 MTJA?Y“)A?YW)_l
TSk \ 5 —k -0 )\, —k =0
Rpg\nim g 50 J\nim g9 g0
L I
v (l AYO Ay _R<Tk,z)>
—(k (I s ’
n = 7',r(l) Tr(z) n

which can be rewritten in vector notation as

Lnt] k) Anyd Tl iy k) any )N —1
n 1 AY® AnyON 71 Ary® Any®
(-G A G ) )
RT,n n i=1 Tn Tn n i—1 Tn Tn
[nt] k i |nT| k ! T
. (l A;ly( ) A?Y() B _gk’l) 12 A;ly( ) A;ly() B _glf‘l))
N _ _ ,
i A ney w0 g "
Note that
1 (1 _(l% Ary® Af’Y@)(l LZT:J Ary® A?Y(l))1>
S\ —(k (I —(k —(I
R(T,n) n i=1 Tr(l ) rr(l) n i=1 7.’,(, ) 'L’,S)

u.c.p. 1 (1 I_?gk’l) )
sk \ 7 Rk
RT RT

using Proposition 5.5, and that

Lnt] k I [nT] k I T
M(; ArY® ATYO iy 1 A?Y()A:?Y”_-@,D) }
te[0,7T]

—(k o Moo _(k —( T,
o 0 0 n = 0 ﬁ)‘ n
st ! 1/2 k,l T 1/2 k,l T 2
- {( / (VsD'?) .1y dBED, / (VsD'?) .1y dB* >) } in D([0, T], R?),
0 0 t€[0,7T]

by Theorem 4.2, where (VD 2)(;(, 5 indicates that we are considering only the (k, /) row of the
matrix (V;D'/?). Then, using the properties of the stable convergence and the continuous map-
ping theorem we conclude the proof for fixed k and /. For the joint case, we proceed as we have
in the proof of Proposition 5.2. In particular, we have an analogue of ®,, which converges u.c.p.
since its elements do. Moreover, we have an analogue of {(Zg,’:)(t), R Zé";’p )(t))T}te[e,T]
whose stable convergence in the Skorokhod space is guaranteed by Theorem 4.3 and the con-
tinuous mapping theorem using the function g({x1(?), . . ., Xp(p+1)2/(D}ref0,17) = {(x1 (D), x1(T),
o Xp(pe)2(), Xp(pr1)2/(T))}ref0,77- Finally, using the properties of the stable convergence,
we obtain the stated result. O

Similar results can be obtained for the second scenario of case II.
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Proposition 5.7. Assume that, for all neN, Y ,'LZTJ A?X(k)A;?X(Z) # 0 almost surely for any

k=1, ...,pandl<k. Then under the assumptions of Theorem 4.3, we have
Y Anx® anx® wep, (R
L] A nxe(k) A X (D) p(k,D) ’
Proof. Tt follows from the same arguments as used in the proof of Proposition 5.5. U
Proposition 5.8. Assume that, for all n € N, Z,‘Z{J AIX®AIXD £0 almost surely for k=
1,...,pandl <k. Then under the assumptions of Theorem 4.3, we have

S AXOAXO R

= L L 5

{ﬁ< T] Anyo any(l) ~(1<J)> }
Yo ATXROATX Ry k=1, pi<k ) re0,1)

st 1 /t 12 (k.1)
= — (VsD/' ).y dB
{(Rg]f‘l) 0 ’ (075

R;k’l)

T
_ 172 (k)
T

’

k=1,...,p;z<k}re[0,r]

in D([0, T], RPPTD2/) \where (VXDI/2)(/(,1) indicates that we are considering only the (k, [)
row of the matrix (V;D'/?) (see Appendix A) and the ng’l) are one-dimensional independent
Brownian motions.

Proof. It follows from the same arguments as used in the proof of Proposition 5.6. U

Remark 5.2. Similar feasible results for general multivariate Gaussian processes with station-
ary increments can be derived by just setting all the o to be equal to 1.

6. Examples

6.1. The diagonal case

Due to the complexity of the presentation of the results, mainly due to their generality
and their multidimensional nature, we now present a setting under which the results of this
work simplify considerably. Nonetheless the results of this section are already a theoretical and
feasible extension of the existing literature due to their multidimensional, joint, and feasible
nature (indeed the work [17] provides neither joint nor feasible results, while the work [7]
covers only the one-dimensional case).

Let p € N. Consider the stochastic process {¥/}c[0,7] = {(Yt(l), e, Yt(p))},e[oﬁr] given by
1 (L
g (t—s)o 0

. 0 . : aw” v

Y= / . ' ' N R
—o0 : 0 aw'? UP

PV (s _ (P § !

0 0 8 (t — s)og

Assume that the F;-Brownian measures are jointly Gaussian (hence, we allow for dependency).
Fork=1,...,p,let ng) = fé g(k)(t —5) dWs(k). Furthermore, let us define the scaling factor
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as in Section 3.1. Fork=1, ..., p, let r(k) : E[(A}G®)?] and

(n) A'fG(k) A'1l+h e
A =B ———7
T T

It is possible to see that in this setting, case I and the first scenario of case II coincide.
Moreover, if we additionally assume that the volatilities are second order stationary with
variance normalised to 1 (i.e. ]E[(as ))2] =1 for any k=1, ...,p and s € (—o0, T]), then
]E[(A?G(k))z] =]E[(A’11Y(k))2]. Hence, by this additional assumption, all the cases presented
in this work coincide.

Then, we have the following CLT, which follows directly from Theorem 4.1.

Corollary 6.1. Under Assumptions 4.1, 4.2, 4.3, and 4.5 applied to t(l), r,({n[) for k=1,
., p» we have the stable convergence

[ni] k ny(l n(k ne(l

1 ATY® Aryd A"GR ARGDT 1
ﬁ[—}:l—'——E[l—l—]/ 0(k>0(l>ds] }

{ n r,gk) r,gl) r,gk) r,gl) o 7 k1=1,...p ) te[0,T]

i=1

t
inl/z{( IR ngkJ>) }
0 k,I=1,....p ) t€[0,T]

in D([0, T], sz ), where ng’l) forl, k=1, ..., p areindependent one-dimensional Brownian
motions and D is a p> x p* matrix defined in Proposition 3.1.

Remark 6.1. Itis possible to see that in this framework we have a clear separation between the
deterministic and the stochastic parts of the limiting process. Indeed, the deterministic kernel
functions g1, . . ., g'” constitute just a matrix of constants multiplying the limiting stochastic
process.

Let ¢ 1(0) :=1im;— r,(:’l)(O). The previous result leads to the following WLLN.
Corollary 6.2. Let the assumptions of Corollary 6.1 hold. Then we have

Lnt] k) any( t
1 AY® Anyd
(_ S :W#) Dby (”k,l(o)/ o@D ds) )
ns Ty Tn ki=1,...p 0 ki=1,...p

=1 = tn ZKki=L.po T A RIE=ELL e

Now, recall that
A nG(k) A nG(l) t
R-gkr,zl) . ]E|: 1 1 i| / (k) (D) ds
s ° Os Os
‘L',gk) ‘L’,(,l) 0

b

and that R( D =r11.1(0) fo ( l) ds. Furthermore, let

t t
k,l 5k, k) 51,1 k 1
RED .= R )Rﬁ,n)z\// (092 ds/ (0" ds.
0 0

Therefore, we have
R(k )] fo (k)a(l) ds

(k n =
\/fo (02 ds fo (V)2 ds

We have the following feasible results on the asymptotic behaviour of the correlation ratio and
of the relative covolatility. They follow directly from the results presented in Section 5.
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Corollary 6.3. Under the assumptions of Corollary 6.1, we have, for any € > 0,

< Y Ary® Ary® ) wep. (RE"'”)
H —

k1 ’

V] apyopr [y anyop /i R it

and

{f( S apy®agy® Rﬁ,’i;”) }
n J—
Kl
\/ZILZJ (A?y(k))2\/ZiLf]J (A7YD)2 RED Ji=1..plicten

t
st 012 1 0 () 4pk.l

I t k ) ’ k,k t 1 2 l,[
[
f (O—(k)) ds fl ((T(l)) ds k,=1,..., p IE[E,I]

in D([e, T, sz ), where the B§k’l) are one-dimensional independent Brownian motions and D
is a p* x p* matrix defined in Proposition 3.1.

Corollary 6.4. Assume that, for all neN, Y }2? A? Y<k)Al’.’Y(l) # 0 almost surely for k, | =
1, ..., p. Then, under the assumptions of Corollary 6.1, we have

(Z}fﬂ A;?Y(’OA;?Y(”) wep. (RE"*”)
Leb (R
YT ATy O ALY D i RED Jki=t.p

..........

and

t (k.1
{ ﬁ<2}if ATYOATYO Rﬁ,ﬁ) }
k,I=1,...,p ) t€[0,T]

[nT] ()
Ziil A? Y(k)A;l Y(l) RT,n

SU /2 1 ' (k) (D) qpk,D) ng’l) ! (k) () qpk.D
—D — / oo dB — / oMo’ dB" )
{ (R(Tk’l) o * 7 ’ (R(Tk"))2 o 7 :

in D([0, T, R”z), where the Bﬁk’l) are one-dimensional independent Brownian motions and D
is a p* x p* matrix defined in Proposition 3.1.

6.2. The gamma kernel

Here we explore an example of the multivariate process {G;}:e0,77 Which satisfies the
assumptions presented in Section 4. We will focus on the gamma kernel (see [7]) because
it plays a central role in the modelling of (atmospheric) turbulences, which is one of the main
objectives of the development of BSS processes. We will show that the process obtained from
using the gamma kernel in the kernel matrix satisfies our assumptions. Consider the stochastic
process {G;}e[0,7) defined as

1 1
GV o (g9 L gD —s)\ (awi)
Go=| : |= S -
—00
Gﬁp) gPVr—s) ... gPP—5) dWs(p)
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where g@)() = 5 et 1/0.00)(#) and the W are independent Gaussian F;-Brownian
measures on R, for i, j=1, ..., p. We consider the case of independent Brownian measures
for the sake of clarity and remark that the extensmn to the dependent case is immediate from
our computations. Thus, we have Gt = ]:1 f_ gW)(r — 5) AW ) and

P t
]E[G(l) (J) Z / g(i’l)(t + h— S)g(j’l)(t _ S) ds
I=1 Y7
p 00
=3 [ 800 et

P
(@i,0) @0 s 3 GD 1y (i)
Zex h/ (o )P0 = D4 g

=1

It is important to note that if 8¢V e (—1,0)U(0, 1) then [ g@)(r—5)dW is not
a semimartingale (see [7] and [17]). We will first investigate Assumption 4.2 and then
Assumption 4.1. Observe that, by stationarity,

(k)

_ [ A6V A1,
o o) (i)
n

() A~ () A~ () ~()
2’IE:[G1/nG([1—t-k)/n] E[Gl/nle/n] E[G G(ll—t-k)/n]

(QEL(G)] - 2EIGY), G'D 2 QEIGY ] - 2EIGY), Gy D/

_ Y01 Joo 128D Gtk /mg D) —g D (k= 1)/m)g U D)~ D 0t (ke 1) /m)g U o)) dix

T2 f [P =g DG T/mg DT ) P o 10D )2 gD (e 1/mgUD (] /2
(6.1)

Remark 6.2. Since [;° [(g%(x))> — g“D(x + 1/m)g™D(x)]dx > 0 for any i,/=1,...,p
(6.1) is bounded below by

P Jo© 128D Gt/ mg D ()10 (e (k—1)/m)g D (0) —g D (x4 (ke 1) /m)g D ()] dx ©6.2)
=1 2052 1D (0 =D (e 1/mg D001 do) 2 f (gD (0P —gUD (o1 /mg D @] a2 |

From here, it is possible to see that the results and examples of [17] directly apply to our
framework because each summand in (6.2) is the correlation coefficient ‘rlg)';-)(k)’ in their work.

Using the results in the supplementary material of [17] (see also Equation (12) of [9,
p. 234]), the numerator in (6.1) is given by

)
(1)) =Dk A8 1 G Gy
ZXI:K Z((g(tl)+5(jl)+2) ()\ +27)

@@, 45D @@.0) 4 50D
o\ 0+ k— 1\ 0+ S
x| 2| - — e
n n
8D 4§D
_ (k+ 1) e_}‘(l'l)/">
n
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)
(). =2k /n G Lo ab 4Gy
+121:K 2(5(1 D480y, r ( A7)

< (> E r_ k—1 rek(i‘l)/n_ k+1 re_k(i,l)/n
n n n ’

K(i’j)'(l) L F((S(j’l) + I)F( —-1- 5(j’l) — S(i’l)) K(i’j)’(l) . F(S(j‘l) + S(i'l) + 1)
1 T r(—§GD) ’ 2 T (AGD 4 )L(j,l))é(f-l)+5<ivl>+l ’

where

and where (a), := a(a +1)---(a+n—1)= ]_[" ! (a+q)=T(a+n)/T(a), with (a)y:=1.
Furthermore, let § :=min/—;, 8(1 Dy 5D, It is possible to see that, as n— oo, the
numerator is of order (1 /n)””S because s <1 1 for every i, /=1, ..., p in order to be in
the nonsemimartingale case.

Moreover, regarding the denominator we observe that, forevery /=1, ..., p,

/0 ) [(g“‘”(x))2 —g" (x + %)g“*”(x)] dr

' +28ED41
F(za(l,l) + 1) K(i’i)’(l)e_)‘OJ)/n Z (1 + 8 @D )r ( (l Z))r l T
n

T (aED)260041 - 266D 12y, 1

_ K(i’i)’(l)e_)"(”)/n Z (8 il )r _( (l l)) r
2 256D), n

and using the facts that

r@sh +1)

_Alhy ) (6,0, _
e =1-20x4+ 003 and K (2(0:0)2600+1"

this equals (be careful: below we have summations from » =0 as well as from r =1 and r =2)

. @i,0)

i) 20D e (LF8ED), 1 (1

— k0-0¢ N Ay~
s (286D +2), 1! n

(1 A 1)1 +0( 1 ))Kéi,i),(l)
- i: ((285(;12; %(ZA("’I))’G)r — ( - A(i'l)% + 0(%)) KU
- (1 _ w,z)% n 0<nl2>> 200 Z ((285(012; L u,n)r(%)r

a1 1 P . 1 r
(R - (OO (A (1,1),(D)
R ) R R C T )
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; @4
y 1 1 A 4+s@Dy, 1 1\ 2+
(,1),() G0 2 r ,D\r
K 1—2 0 - T 2x -
! ( n (nZ)) Z (286D 42), ¢ ) (n)

1 1 8@y . \" 1
(12D Lo — (t 0,(0) "oy 2 ol = ).
( n + n? Z (280 l)) r‘ ) n + n?

p 80D 4 minj_; :
to see that, as n — oo, the denominator in (6.1) is of order (1/n)'+?. Therefore, looking at the
order as n — oo, that (6.1) reduces to (1/n)°~%. Observe that § — §>0 by definition. Hence,
if § > § then lim,,_, o0 (1" (K))? = 0. While, if § = §, we have, for any k € N,

Now, let §:= minj—; » 8U:D. From the above computations, it is possible

..........

lim (P (k)% = CRRT — (k= D! — (k+ D12 < oo, (6.3)
n—0oo K

where C € R is a finite constant independent of k. Hence, the first part of Assumption 4.2 is
satisfied. .

Let RWO(0):= [ (600 + (87(0)? = 25D xtn)g ()] dx; thus, EL(G,}, —
G§‘/))2 Zp R (I)(t) Recall that a function L: (0, oo) — R is called slowly varying at
0 when the 1dent1ty lim,_, o+ {L(A7)/L(t)} = 1 holds for any fixed A > 0. If L is continuous on
(0, 00), we have

|L(1)| < Cr™ ¢, te (0, Al, (6.4)

for any o > 0 and any A > O (where the constant C > 0 depends on « and X; see [6]). Now,
consider the following conditions.

(A1) RGD: (l)(t) 1200 I)L(' . l)(t) for some 80 € (=3 —) and some positive slowly varying
at 0 function L(’ B0 Wthh is continuous on (0, oo) foreveryl=1,...,p.

(A2) (RED-DY' (1) = t5(1~’>+5(-/~’)—1L(21 J ’l)(t) for some slowly varying at O function Lg J ’l), which

is continuous on (0, 00), forevery [=1, ..., p.
(A3) Define LSV (1):= /LI P ()L (1). There exists d € (0, 1) such that, for every /=
L,...,p,
»
Ly )

limsup sup ———
10+ ye(t,i) Lg’j’l)(t)

The following result is the multivariate version of Lemma 1 of [6].

Lemma61 Suppose that conditions (Al)—(A3) hold. Let B :=max=,._ S(i’l)+8(i'l)+
1, and let € >0 with € <2 — B. Define the sequence r(k) by r(k)=(k— DATe2 k>
2, and r(O) r(l) >C, with C > r(n)(O), r(")(l) Then there exists a natural number no(e)

such that |r (k)| <Cr(k), k>0, for all n> no(e). Furthermore, let B +e€ —2 < —5. Then
302 2 (k) < oo.
Proof. Observe that

2”: REID((k — 1)/n) — 2RED(k/n) + RED((k + 1) /n)

(k) = = =
= 2O R )X, RUFD(1 /)
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Under conditions (A1)—(A2), for 2 <k <n, by (6.2) and the mean value theorem (applied
twice), we have

8D gD =i
0 = i 1! REDDy (k4 6y /m)
! = @)
=1 Ly™"(1/n)
~ i ( 1 ) 1800 —gthD <k +or )5“’”+5(-””—1 LSk + 61 /m) ©5)
- I N :
= n Lg?" 1 my
where |9]?| < 1. In particular, for 2 <k < Lnl_dj , by condition (A3), we obtain
K] < €'k — DM < Clk— 182,
where C’ is a positive constant. Moreover, for |n'~?] < k < n, using (6.4), we have
(.. n
0) 5@y sGh_1 Ly ((k+6)/n)
|k + 1) <Z L ST
I=1 (1/n)
!
< i 180045001 4e (@-1)e Ly (e + 6 /m)
= 1
= Ly /my
- C//ka(i*’)+8(j*l)—l+e
< c’ kﬂ+€_2,
where C” is a positive constant. The last statement is an immediate consequence. ]

Remark 6.3. Our proof uses tllle same arguments as in the proof of Lemma 1 of [6]. We have
an additional factor (1/n)'~ —8D =gl 5 n (6.5), which appears to have been forgotten on one
occasion in the proof of Lemma 1 of [6].

Now, we need to check that in our example conditions (Al)- (A3) are satisfied and that
(")(0) and r(")(l) are uniformly bounded. First, it is easy to see that |r i (O)| < 1 since it is the
correlatlon functlon of A”G(’) and A"G(f) Furthermore, from (6. 3) (n ])(k) is a converging
sequence and, hence, bounded for any k € N. Thus, |r (1)| |r (1)| < C, where C is a
positive constant independent of n. Condition (Al) is the same as condition (A1) for the
univariate case in [7] (see [5] for more details); thus, it is satisfied for the gamma kernel
example. For (A2), we have

o0
/0 g 00+ g0 dx

(D
(i.)), (l) 2D (I+6 )r ) G.Dyr r+5(’ D450 41
=K Z 8D 4 8GD 42, r ()‘ +AO)

)
(1), () =20 GDr 1 a4 Gy
+K; Z (86D 4 50Dy, r O‘ A

forany /=1, ..., p, and taking the second derivative we obtain
(RED- DY () = A0S0t 286D 4 8UD 4 1)80D 4 S(j,l))Killj),(l)
+ O(min (179" gy,
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Hence, (A2) is satisfied. Finall /?, from [7] (see also the supplementary material of [17]), we
have lim,_, g+ L0"" = 271287 (L _ 50y /73 4 56D), and so

lim L(l’] D _y-1- _sin_giin [T(1/2— 8(1:,1))1"(1/2 — 5(1:,1)) _ g0
0+ ['(3/24 8GD)(3/2 4800y — 70

Thus, we have
(ij.h)
L
lim sup sup jl—l)(y)
-0+ ye() Ly (1)

—2(80D 4 80D 4 1)(80:D 4 §GDYK DD o min (1410080 )

<lim sup —
0t L")
—2(8WD 4+ §GD 4 1) (8D 4 5(j,l))K§i’~/)~(l)
B (i), (D)
K,
< 00
for some C > 0 and every [ =1, ..., p. Therefore, (A3) and, so, Assumption 4.2 are satisfied.
Given the fact that our rc(m ) has the same structure as 7, in [7] then the same arguments
used in [7] hold here and we can conclude that if §7) e (— 1, 1) for every m,I=1,...,p

then Assumption 4.1 is satisfied.
Combining the ranges obtained, we conclude that, when § ) e (— %, %) with

max 8¢ —{-8(”) <1
I=1,...p

foreveryi,j=1, ..., p, then all the results presented in this work apply to our example.

7. Conclusion

In this paper we introduced the multivariate BSS process and studied the joint asymptotic
behaviour of its realised covariation, presenting limit theorems, feasible results, and an explicit
example. We also provided central limit theorems and weak laws of large numbers for general
multivariate Gaussian processes with stationary increments. There are at least two directions
which will be worth exploring in more detail in the future.

First, is it possible to find feasible estimates for the asymptotic variance of the multivariate
BSS processes? That is, can ‘second-order" feasible results be obtained in addition to the ‘first-
order" feasible results we already presented?

Second, we considered the asymptotic theory for BSS processes also outside the semi-
martingale setting. In doing so, we concentrated on a particular scenario (as described by the
assumptions on the deterministic function g in Assumption 4.1). However, one can imagine
other scenarios which lead to BSS processes (or other volatility modulated Gaussian processes)
beyond the semimartingale framework. Can similar asymptotic results for the (scaled) realised
covariation be obtained in such settings?

Appendix A. The matrices D and V for the BSS process

In this appendix we specify the explicit structure and value of the matrices D and V,. The
reason why we put them into the appendix is that in order to present them we need some

https://doi.org/10.1017/apr.2019.30 Published online by Cambridge University Press


https://doi.org/10.1017/apr.2019.30

Multivariate BSS processes 713

combinatorial arguments which are easy but tedious, and they are similar for the different
cases presented in Section 4.

A.l. Casel
Let D'/2 € MP°*P°(R) be defined as

—1
1 0 (n)
(D)z,y = nllflgo ;l Z (I’l - h)(rkz’rz’méky;ryymy(h)rlz#{zawz;[y"ly’wy(h)
h=1

+ rlz,q:,wz;ky,ry,my rkz,rz,mz;ly,qy,w_v

() ()
+ rky,ry,my;kz,rz,mz (h)r (h)

ly,qyywyilz’qz’wz

(n) (n)
+ rky,ry,my;lz,qz,wz(]/l)rlyn,qy,Wy;kz,rz,mZ (h))
+ O O+ ") O ),

kz’rz’mz;kyyr)umy lzy(lstz;lyy({y;Wy lzy‘]Zywz;ky»’tx'y’ny' kzarz’mz;[y’%wwy

where, for each of the p6 X p6 combinations of (z,y), there is a unique combination of
((ry, my, gz, Wy, kz, 1), (ry, my, gy, wy, ky, 1)) where each of these elements takes values in
{1, ..., p}. Let v(r, m, g, w) be any permutation of the set of the different combinations of
r,m,q,we{l,...,p}, and let vg(r, m, g, w) determine the sth element of v(r, m, g, w). Note
that v(r, m, g, w) has a certain order for its element, which is not relevant for us since we only
care about the consistent use of the order adopted. Recall that by the notation (- )u(r,m,q,w) We
mean that the sth component of the vector is vs(r, m, g, w). Then the association is given by

—D/p* —1
(z,y) < ((])Z_L(Z_l)/p4jp4(r, m, q, w), {L(Z p)/l’ JJ T, {ZPTJ +1

L Lz — 1)/p*] J)
_pl e= Dy
)4

- 1/p* —1
(Uy—L(y—l)/p“Jp“(”a m, g, w), {%J +1, Ly 7 J +1

st "

For a proof of this statement for the case p =2, see the proof of Theorem 4.1; the extension to
the case p > 2 is trivial. Moreover, define for s € [0, T] the p> x p® matrix

o 0 - 0

vo=|? . (A.1)
: L0
0 - 0 o

where oy := (as(r’m)os(q‘w))j(n mgw) SO it is a row vector of p4 elements (here the consistency of

the order of the elements of v(r, m, g, w) is fundamental), and 0 is a row vector of p4 elements
containing only Os. Hence, o and 0 contain the same number of elements.

In the case of the vech notation, the association for D is the following. First, let us define,
forieN,

X(ﬂ:{@-ﬁ-%J, g(i)::i_%L@_]JQ@_]JH)
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Then we have

z—1 z—1
e ((eemprm o (|75 ) 6 5 ])
y—1 y—1
(U},_L07_1)/p4jp4(r, m, q, w), X ({p_“J) $<\;P_4J>>> (A2)

The association (A.2) comes from the fact that we have k=1, ..., p with k <[. The cou-
ple (k, ) has the sequence (1, 1), (2, 1), (2,2), (3, 1), (3, 2), (3, 3), (4, 1), (4, 2), (4, 3), (4, 4),
(5, 1), ..., which is a fractal sequence of form given by (£(i), x(i)), where i is the ith term
of the sequence. Concerning the matrix Vg, we have the same structure as (A.1). However, the
dimension is now p(p + 1)/2 x p>( p + 1)/2. The dimension and the value of the o, and of the
0 is the same as before and, hence, we are considering fewer of them (e.g. the number of oy is
p(p+1)/2, while in (A.1) we had p? of them).

A.2. Case II: first scenario

We have the same as in case I. The only difference is the use of 7 instead of .

A.3. Case II: second scenario

For this case, we have something similar to the previous sections, but simpler since there
. 4. 4
are no variables r and ¢. Let D'/2 € MP"*P"(R) be defined as

= ~(n) ~(n) ~(n) =(n)
D)y = nlirgo ; Z (n— ]/l)(rkz,mz;ky,mV (h)rlz,wz;ly,wy(h) + rlz,wz;ky,m)- (h)rkz,mz;ly,wy(h)
h=1

~(n) ~(n) ~(n) ~(n)
+ rk)wm)7§kz~mz (h)rlyywy;lzswz (h) + rkymy;lzawz (h)rl)nwy;kzamz (h))
=(n) =(n) =(n) ~(n)
+ (rkzqmﬁky,my(O)rlvasz»Wy(0) + rlzsWz§k_v,my(O)rkzsmz;lquy(0))’

where, for each of the p* x p* combinations of (z, y), there is a unique combination of
((mz, wy, kz, 1), (my, wy, ky, ly)). The association is given by

—1)/p? —1
@y <<Mz—L(z—l)/p2JP2(m’ ), U(ZP#J +1 Vp_zJ +1

{ L(z— 1)/p*] J)
Pl |}
P

—1)/p? —1
(“y—t(y—l)/pszz(m, w), {%J +1, V 2 J +1

P
{L(y—l)/sz J))
_p| =D
P

where p(m, w) is any permutation of the set of all the possible combinations of m, w e
{1, ..., p} (i.e. any permutation of the set ((1, 1), (1,2),...,(1,p), (2, 1),(2,2),...,(2,p),
..., (p,p))) and pg(m, w) is the sth element of w(m, w). Moreover, define for s € [0, T] the
p? x p* matrix

o(1,1),s 0 e 0
V, = (_) h S (A.3)
: 0
0 - 0 o
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where

Otys = (@MY

and 0 is a row vector of p? elements containing only Os.
For the vech notation, the structures of the matrices D and V remain the same, but their
dimensions reduce. Similarly to the previous cases, the association is given by

z—1 z—1
@< ((“z-t«-w/ﬂ%ﬂ(’”’ W”(M—d)f Qﬂ))’
y—1 y—1
(Myt(yl)/pszZ(m’ WLX(\; P4 J)éh(\; P4 J)))

Concerning the matrix Vs, we have the same structure as (A.3). However, the dimension is now
p(p+1)/2 x p>(p + 1)/2. The value of the o, and of the 0 is the same as before and, hence,
we are considering fewer of them (e.g. the number of oy is p(p + 1)/2, while in (A.3) we had
p? of them).
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