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Abstract

We investigate the properties of multifractal products of geometric Ornstein—Uhlenbeck
(OU) processes driven by Lévy motion. The conditions on the mean, variance, and
covariance functions of the resulting cumulative processes are interpreted in terms of the
moment generating functions. We consider five cases of infinitely divisible distributions
for the background driving Lévy processes, namely, the gamma and variance gamma
distributions, the inverse Gaussian and normal inverse Gaussian distributions, and the
z-distributions. We establish the corresponding scenarios for the limiting processes,
including their Rényi functions and dependence structure.
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1. Introduction

Multifractal models have been used in many applications in hydrodynamic turbulence,
finance, genomics, computer network traffic, etc. (see Kolmogorov (1941), (1962), Kahane
(1985), (1987), Gupta and Waymire (1993), Novikov (1994), Frisch (1995), Mandelbrot (1997),
and Falconer (1997)). Harte (2001) and Riedi (2003) contain an extensive bibliography of the
subject. There are many ways to construct random multifractal measures such as via the
binomial cascade and branching processes (see Kahane (1985), (1987), Gupta and Waymire
(1993), Molchan (1996), Falconer (1997), Barral and Mandelbrot (2002), Riedi (2003), Morters
and Shieh (2002), (2004), (2008), and Shieh and Taylor (2002)). Most of these multifractal
models are not designed to cover other important features such as tractable dependence struc-
ture or a natural form of the singularity spectrum (see, for example, Novikov (1994) and
Riedi (2003)). Jaffard (1999) showed that Lévy processes (except Brownian motion and the
Poisson process) are multifractal; but, since the increments of a Lévy process are independent,
this class excludes the effects of tractable dependence structures. Moreover, Lévy processes
have a linear singularity spectrum while real data often exhibit a strictly concave spectrum.

This paper follows a different approach. We consider multifractal products of stochastic
processes as defined in Kahane (1985), (1987) and Mannersalo et al. (2002), but we provide
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a new interpretation of the conditions on the mean, variance, and covariance functions of the
resulting cumulative processes in terms of the moment generating functions. This approach is
more useful for our development. We show that the logarithms of the corresponding limiting
processes have an infinitely divisible distribution such as the gamma and variance gamma
distributions (resulting in the log-gamma and log-variance gamma scenarios, respectively),
and the inverse Gaussian and normal inverse Gaussian distributions (yielding the log-inverse
Gaussian and log-normal inverse Gaussian scenarios, respectively). We describe the behaviour
of their gth-order moments and Rényi functions, which are nonlinear, hence displaying their
multifractality. A property on the dependence structure of the limiting processes, leading to
their possible long-range dependence, is also obtained. Our exposition relies on some results of
Mannersalo et al. (2002) on the basic properties of multifractal products of stochastic processes.
We should also note some related results in Barndorff-Nielsen and Schmiegel (2004), who
introduced some Lévy-based spatiotemporal models for parametric modelling of turbulence.
Log-infinitely divisible scenarios related to independently scattered random measures were
investigated in Schmitt (2003), Schmitt and Marsan (2001), and Bacry and Muzy (2003).

2. Multifractal products of stochastic processes

This section recaptures some basic results on multifractal products of stochastic processes
as developed in Kahane (1985), (1987) and Mannersalo et al. (2002). We provide a new
interpretation of their conditions based on the moment generating functions, which is useful
for our exposition.

We introduce the following conditions.

(C1) Let A(#), t € Ry = [0, 00), be a measurable, separable, strictly stationary, positive
stochastic process with E A(r) = 1.

We call this process the mother process and consider the following setting.

(C2) Let AD i=0,1,..., be; independent copies of the mother process A, and let Ag) be
the rescaled version of A@;

Ag)(t)gl\(i)(lbi), teRy,i=0,1,2,...,

where the scaling parameter b > 1 and ‘2’ denotes equality in finite-dimensional
distributions.

Moreover, in the examples of Section 4, the stationary mother process satisfies the following
condition.

(C3) Fort e Ry, let A(r) = X, where X (¢) is a stationary process with E X2(r) < oo.

We denote by # € ® C R”, p > 1, the parameter vector of the distribution of the process
X (1), and assume that there exist a marginal probability density function pg(x) and a bivariate
probability density function pg(x1, x2; f; — t2) such that the moment generating function

M) =Eet*®
and the bivariate moment generating function
M(&1, 5511 — 1) = Eexp{1 X (11) + 02X (12)}

exist.
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Conditions (C1)—~(C3) yield
EAY () =M(1) =1,
var Af) (1) = M(2) — 1 = 0} < o0, o2 = constant,

cov(Ay (1), A (1) = M(L, 1: (n — )by =1, b > 1.
We define the finite product processes by

M) =AY @ =exp{ZX<">(zbf)} (1)

i=0 i=0

and the cumulative processes by

t
AII(I)Z/ Aﬂ(s)dS7 n=071527"'1 (2)
0
where the X® (t),i =0,...,n, are independent copies of a stationary process X (¢), t > 0.
We also consider the corresponding positive random measures defined on Borel sets B of
R+I
Mn(B)Z/ Ay, (s)ds, n=0,1,2,.... 3)
B

Kahane (1987) proved that the sequence of random measures p, converges weakly almost
surely to a random measure p. Moreover, given a finite or countable family of Borel sets B;
on R, it holds that lim,, o u,(B;) = w(B;) for all j with probability 1. The almost sure
convergence of A, (¢) in countably many points of R can be extended to all points in R if
the limit process A(f) is almost surely continuous. In this case, lim,_ A, (f) = A(f) with
probability 1 for all r € R;. As noted in Kahane (1987), there are two extreme cases: (i)
An(t) — A(t) in L for each given ¢, in which case A(#) is not almost surely 0 and is said to
be fully active (nondegenerate) on R ; (ii) A, (1) converges to O almost surely, in which case
A(?) is said to be degenerate on R . Sufficient conditions for nondegeneracy and degeneracy
in a general situation and relevant examples are provided in Kahane (1987, Equations (18) and
(19), respectively). The condition for complete degeneracy is detailed in Theorem 3 of Kahane
(1987).

The Rényi function, also known as the deterministic partition function, is defined for ¢ €
[0, 1] as

logE Y ' ud (1)
log |1
2" —1

1
R THN - q 7™M
—l}filggf< n)long kE_O w7,

T (g) = liminf
n—oo

where 1" = [k27", (k + 1)27"], k =0,1,...,2" — 1,|I"| is its length, and log, is the log
to base b.

Remark 1. The multifractal formalism for random cascades can be stated in terms of the
Legendre transform of the Rényi function:

T*(a) =min(ga — T(q)).
geR
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In fact, let f(«) be the Hausdorff dimension of the set

(n)
1 I (t
Cy = {t €[0,1]: lim M :a}
n=o  og |1k(ﬂ)|

where k(") () is a sequence of intervals / ,fn) that contain ¢. The function f(«) is known as the
singularity spectrum of the measure p, and we refer to  as a multifractal measure if f(«) # 0
for a continuum of « (Lau (1999)). In order to determine the function f(«), Hentschel and
Procaccia (1983), Frisch and Parisi (1985), and Halsey et al. (1986), for example, proposed to
use the relationship

fla) =T (a). “

This relationship may not hold for a given measure (see, for example, Taylor (1995)). When
equality (4) is established for a measure ., we say that the multifractal formalism holds for this
measure.

Mannersalo et al. (2002) presented the conditions for Lj-convergence and scaling of
moments.

Theorem 1. (Mannersalo et al. (2002).) Suppose that conditions (C1)—(C3) hold.
If, for some positive numbers § and y,

M, 1;t)—1

v
oo =Icel (5)

el < p(r) =

then A, (t) converges in Ly if and only if
b>1+02=MQ).

If A, (t) converges in L then the limit process A(t) satisfies the recursion
1 [ ~
A(t) = 3 / A(s)dA(bs), (6)
0

where the processes A(t) and A(l) are independent, and the processes A(t) and A(t) have
identical finite-dimensional distributions.
If A(¢) is nondegenerate, recursion (6) holds, A(1) € Ly for some g > 0, and

o0

Z c(g,b™) < o0,

n=0
where c(q,t) = E SUP;e[0,1] |[AZ(0) — A9(s)|, then there exist constants C and C such that
C97 108 EAY () <EAI(1) < th—longAq(l)’ (7)
which will be written as
EA9(t) ~ 1710 EAT@ 4 20, 1].
If, on the other hand, A(1) € Ly, g > 1, then the Rényi function is given by

T(q) =g —1—log, EAY(t) = g — 1 —log, M(q).
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If A(t) is nondegenerate, A(1) € Lo, and A(t) is positively correlated, then
t
var A(t) > var/ A(s)ds.
0

Hence, if fot A(s) ds is strongly dependent then A(t) is also strongly dependent.

Remark 2. Result (7) means that the process A(¢), t € [0, 1], with stationary increments
behaves as
logE(A(t +8) — A(1)? ~ K(gq)log$ + C, ®)

for a wide range of resolutions § with a nonlinear function
K(q) = q —log, EAY(1) = q —log, M(q),

where C, is a constant. In this sense, the stochastic process A(?) is said to be multifractal. The
function K (g), which contains the scaling parameter b and all the parameters of the marginal
distribution of the mother process X (¢), can be estimated by running regression (8) for a range
of values of g. For the example in Section 4, the explicit form of K(q) is obtained. Hence,
these parameters can be estimated by minimising the mean square error between the K (q)
curve estimated from data and its analytical form for a range of values of g. This method has
been used for multifractal characterisation of complete genomes in Anh ez al. (2001).

3. Infinitely divisible distributions and geometric Ornstein—Uhlenbeck processes

In this section we review a number of known results on Lévy processes (see Skorokhod
(1991), Bertoin (1996), Sato (1999), and Kyprianou (2006)) and Ornstein—Uhlenbeck-type
processes (see Barndorff-Nielsen (2001), and Barndorff-Nielsen and Shephard (2001)). As
standard notation, we will write

k(z) = C{z; X} =logEe™*,  zeR,
for the cumulant function of a random variable X and
K{(;X}:logEeCX, ¢ €R,

for the Lévy exponent or Laplace transform or cumulant generating function of the random
variable X. Its domain includes the imaginary axis and frequently larger areas.

A random variable X is infinitely divisible if its cuamulant function has the Lévy—Khintchine
form

Clz; X} = iaz — %lzz + /R(ei“’ — 1 —izu 1y () v(du), 9)
where a € R, d > 0, and v is the Lévy measure, that is, a nonnegative measure on R such that
v({0}) =0, A;min(l, uH)v(du) < oo.

The triplet (a, d, v) uniquely determines the random variable X. For a Gaussian random
variable, X ~ N (a, d), the Lévy triplet takes the form (a, d, 0).

A random variable X is self-decomposable if, for all ¢ € (0, 1), the characteristic function
f(z) of X canbe factorised as f(z) = f(cz) f.(z) for some characteristic function f.(z), z € R.
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Recall that a cadlag stochastic process has right-continuous sample paths with existing left
limits. A homogeneous Lévy process Z = {Z(t), t > 0} is a continuous (in probability),
cadlag process with independent and stationary increments and Z(0) = 0. For such processes,
we have C{z; Z(¢)} = tC{z; Z(1)} and Z(1) has the Lévy—Khintchine representation (9).

Let f(z) be the characteristic function of a random variable X. If X is self-decomposable
then there exists a stationary stochastic process {X (¢), ¢ > 0} such that X () Z X and

X)) =e MX©0) + / e M9 dZ(s) (10)
0.1]

for all A > 0O (see Barndorff-Nielsen (1998)). Conversely, if {X (¢), + > 0} is a stationary

process and {Z(¢), t > 0} is a Lévy process, independent of X (0), such that X (¢) and Z(t)

satisfy the It0 stochastic differential equation

dX (1) = —AX (1) dt +dZ(n1) (11)

for all A > 0, then X (¢) is self-decomposable. A stationary process X (¢) of this kind is said to
be an Ornstein—Uhlenbeck-type process or an OU-type process for short. The process Z(¢) is
termed the background driving Lévy process (BDLP) corresponding to the process X (¢). In fact,
(10) is the unique (up to indistinguishability) strong solution to (11) (Sato (1999, Section 17)).
The meaning of the stochastic integral in (10) was detailed in Applebaum (2004, p. 214).

A necessary and sufficient condition for (11) to have a stationary solution is that

Elog(l +1Z(1)|) < oo.

The stationary process {X (¢), t > 0} can be extended to a stationary process on the whole real
line. To do this, we introduce an independent copy of the process {Z(¢), ¢ > 0}, but modify it
to be cadlag, thus obtaining a process {Z(t), t > 0}, say. Now, fort < 0, define Z(¢) = Z(—t),
and, for ¢t € R, let

t
X(@t)=e M / e’ dZ(rs).

Then, {Z(¢), t € R} is a homogeneous cadlag Lévy process and {X(¢), t € R} is a strictly
stationary process of OU-type.
Let X (¢) be a square-integrable OU process. Then X (¢) has the correlation function

rx@) =e Ml reR. (12)
The cumulant transforms of X = X (¢) and Z(1) are related by

Cle: X} = / Cle™z: Z(1)} ds = / o zanE
0 0 &

and
aC{z; X}

0z
Suppose that the Lévy measure v of X has a density function p(u), u € R, which is differen-
tiable. Then the Lévy measure v of Z(1) has a density function g(u), u € R, and p and g are
related by

Clz;Z(H)} =z

qu) = —p(u) — up'(u) (13)
(see Barndorff-Nielsen (1998)).
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The logarithm of the characteristic function of a random vector (X (1), .. .,

form
logEexp{i(z1 X (t1) + - - + zm X (tm))}
= AK(Z Zj exp{—k(tj —9)} 1[0,00)(1‘1‘ — S)) ds
j=1
where

K(z) =logEe™* M = C{z; Z(1)},
and function (15) has the form (9) with Lévy triplet (a, d, D) of Z(1).

1135

X (t,)) is of the

(14)

15)

The logarithms of the moment generation functions (if they exist) take the forms

log M(¢) =logEet X = ¢a + géz + f € = 1= Luli—y,)v(du),
R

where the triplet (a, d, v) is the Lévy triplet of X (0), or in terms of the Lévy triplet (a, d, ) of

Z(D),

logM() =a /R (£e™79 19 o) (t — 5)) ds + ‘51;2 fR (e ™19 10 00y (r — 5)) ds

+ / / [exp{uze ™1™ 11, 00) (t — 5)} — 1
R JR
—u(Ce M7 19 o) (t — $)) Lj—1,17() ]9 (du) ds
and

log M (&1, &25 11 — 12)
=logEexp{¢1 X (1) + X (1)}

2
=a /R<Z j exp{—A(tj -9} l[o,m)(lj — S)) ds

J=1

d 2 2
+5¢2/R<Z ¢ expl{—r(t; — )} 1j0,00) (t} —s)> ds

2

f/[exp{ Z i exp{— A(t]—s)}l[ooo)(tj—s)}

<,=

IIMN

(16)

7)

i exp{—A(t; — )} 110,00 (tj — s)) 11, 1](u)]v(du) ds. (18)

The following result plays a key role in multifractal analysis of geometric OU processes.

Theorem 2. Let X(t), t € Ry, be an OU-type stationary process (10) such that the Lévy
measure v in (9) of the random variable X (t) satisfies the condition that, for some g € Q C R,

f g(x)v(dx) < oo,
lx|>1
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where g(x) denotes any of the functions e*4*, e?*, or e?*|x|. Then, for the geometric OU-type

process, Ay (t) == edX )
o

> elg. b < oo,

n=0
where c(q, 1) = Esupepo ;118407 — Ag(s)7].
To prove that our geometric OU-type process satisfies the covariance decay condition (5),
the expression given by (18) is not ready to yield the decay as t, — #; — oo. The following

proposition gives a general decay estimate which the driving Lévy processes Z in Section 4
indeed satisfy.

Proposition 1. Consider an OU-type process X given by
dX () = —AX(¢t)dt +dZ (),

where the BDLP Z is without Gaussian part (that is, d =0in(16)), and the Lévy measure v(dx)
of Z has the density g(x) for which there exists some B > 0 such that g(x) < (constant)e P!
for all |x| > 1. Then there exist positive constants ¢ and C such that

EeXVeX®y < ce™ forallt > 0.
Remark 3. The constant cis givenby v(]x| > 1). If the region for the boundedness assumption
on g(x) is |x| > a, a > 1, then c is determined by v(|x| > a).

The proofs of Theorem 2 and Proposition 1 will be given in Section 5.

Very often the correlation structure found in applications is more complex than the exponen-
tial decreasing autocorrelation of the form (12). Barndorff-Nielsen (1998), Barndorff-Nielsen
and Sheppard (2001), and Barndorff-Nielsen and Leonenko (2005) proposed to consider the
following class of autocovariance functions:

Rap() = ) o7 exp{—4;lt]}, (20)
j=1

which is flexible and can be fitted to many autocovariance functions arising in applications.
In order to obtain models with dependence structure (20) and given marginal density with
finite variance, we consider stochastic processes defined by

dX;(t) = -1 X;(t)dt +dZ;(A;1), ji=12,...,m,

and their superposition

Xsup(t)le(t)‘f‘""'—xm(t), t>0, 2D
where the Z;, j = 1,2,...,m, are mutually independent Lévy processes. Then the solution
X;={X;@®),t >0}, j=1,2,...,m,is a stationary process. Its correlation function is of

the exponential form (assuming finite variance).
Superposition (21) has its marginal density given by that of the random variable

Xsup(o) =X1(0)+ -+ X (0), (22)
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autocovariance function (20) (where the sz are now variances of X ;), and spectral density
2 &K, 6
N==) o?F—L_, 1 eR.
Fap(L) n;},%+kz

We are interested in the case when the distribution of (22) is tractable, for instance, when

Xsup(0) belongs to the same class as X ;(0), j =1, ..., m (see the example in Section 4).
Note that an infinite superposition (m — 00) gives a complete monotone class of covariance
functions

o0
Rsyp(t) = / e dU (u), t>0,
0

for some finite measure U, which display long-range dependence (see Barndorff-Nielsen
(1998), (2001) and Barndorff-Nielsen and Leonenko (2005) for possible covariance structures
and spectral densities).

4. Multifractal analysis of geometric OU-type processes

In this section we introduce five illustrative multifractal scenarios. The mother process in
this section will take the form

A(r) = exp{X (1) — cx}, (23)

where X (¢) is a stationary OU-type process (11) and cx is a constant depending on the
parameters of its marginal distribution. This form is needed for the condition E A(¢) = 1
to hold. Accordingly, the Rényi function is defined in this section as

T(q) =q — 1 —log, Eexp{q(X(r) — cx)}

—g(1+-=X 1
—4 log b log b

All the definitions given in (1)—(3) and, correspondingly, all the statements of Theorem 1 are
now understood to be in terms of the mother process (23).

logEedX® 1.

4.1. Log-gamma scenario

The log-gamma distribution is well known in the theory of turbulence and multiplicative
cascades (Saito (1992)). In this section we propose a stationary version of the log-gamma
scenario. We will use a stationary OU-type process (11) with marginal gamma distribution
I'(B, «), which is self-decomposable, and, hence, infinitely divisible. The probability density
function (PDF) of X (¢), t € Ry, is given by

r'(B)
with the Lévy triplet of the form (0, 0, v), where

7(x) xP1e ™ 11 00y (), a>0 >0, (24)

—Qau

v(d) = P 1 ) () dt,

while the BDLP Z(#) in (11) is a compound Poisson subordinator

P@)

Zw)y =Y Zn,
n=1
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with the Z,, n = 1,2,..., being independent copies of the random variable I"(1, &) and
P(t), t > 0, being a homogeneous Poisson process with intensity . The logarithm of the
characteristic function of Z(1) is

€(x) =logEe?® = P2 g
o —iz
and the (finite) Lévy measure v of Z(1) is
U(du) = afe” " 19,00) (1) du. (25)
The correlation function is then

rx (1) = e r eR.

(C4) Consider a mother process of the form

A(t) =exp{X(t) —cx} with cx = and o > 1,

1
o8 T a)?

where X (t), t € R4, is a stationary gamma OU-type stochastic process with marginal
density (24) and covariance function

Rx(t) = %e*“", t €R.
o
Under condition (C4), we obtain the following moment generating function:
exp{—cx{}
M@E) =Bexplt(X () —ex)} = 20 f <o a> 1, (26)
I=¢/)

and the bivariate moment generating function is given by (18), in which the measure ¥ is given
by (25), since

MGy, &5 (1 — 12))
= Eexp{61(X(11) — cx) + 2(X (12) — cx)}
= exp{—cx (¢1 + )} Eexp{t1 X (11) + 52X (1)}
BY 51 & exp{—A(t; — )} jo.00) (17 — 5) ds}
o — Z§:1 gjexp{—at; — ) ooy (tj — ) )

= exp{—cx ({1 + §2)}6XP{/]R

27
or
M1, &o; (11 — 12))
= exp{—cx(¢1 + )}
2
X exp{/ / (exp{u gjexp{—=A(t; — )} 1j0,00)(tj — s)} -1
R JR o
2
- M(Z gjexp{—=A(t; — )} 1j0,00)(tj — S)) 1[—1,1](14))

=1

x afe” " 1(0,00) (1) du ds}. (28)
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Thus, the correlation function of the mother process takes the form

M@A,1;7t)—1

p(t) = ——————
M2)—1

where M (2) is given by (26) and M (1, 1; t) is given by (28). It turns out that, in this case,

’

log, EA(t)! = L<_q log; —,310g<1 _ 2)),
logb (1—=1/a)P a

and condition (19) holds for g(x) = e?*, ¢ < «a:

/ e?"v(du) = /oo e‘”"Be—im4 du < oo.
[u|>1 1

u
We formulate the following theorem.

Theorem 3. Suppose that condition (C4) holds, and let Q = {q: 0 < g < o, o > 2}. Then,
for any b > exp{—2cx}(1 — 2a)™P, B > 0, the stochastic processes A,(t) defined by (2) for
the mother process (23) converge in Ly to the stochastic process A(t) as n — oo such that, if
A(l) € Ly forq € O,

EA(t)d ~ (T@F

where the Rényi function T (q) is given by

1 1 B p
T =q(1 I log(1-24) -1 :
@) q( * logh Og(l—l/a)ﬂ>+logb °g< a) AN

Moreover,
var A(t) > /t /I(M(l, l;u—w)—1)dudw,
where M is given by (27) or (28). o
Proof. Theorem 3 follows from Theorems 1 and 2 and Proposition 1.

Remark 4. Forg € QN[1, 2], the condition A(1) € L,, g > 1,is not needed; thus, the above
results hold at least for this range. However, for ¢ outside this range, the condition is partly
required for the validity of multifractal moment scaling. This remark also applies to all other
scenarios in this section.

We can construct log-gamma scenarios for a more general class of finite superpositions of

stationary gamma OU-type processes defined in (21), where the X (), j = 1,...,m, are
independent OU-type gamma stationary processes with marginals I'(8;, @), j = 1,...,m,
and parameters A, j = 1,...,m. Then Xgp(¢), t € Ry, has the marginal distribution

F(Z;"zl B, a) and covariance function
1 m
R = — i —Aj .
sup(?) o2 Z,Bj exp{—A;|t]}, teR
j=1
The generalisation of Theorem 2 and Proposition 1 to this situation is straightforward and
the statement of Theorem 3 can be reformulated for the process of superposition Xg,, with
B =211 Bjand Mg(¢1, &5 (1 — 12)) = [ My, (51, &2; (11 — 1)), where § = (v, B) and
0; = (a, Bj), and A must be replaced by A; in the expressions for My (g1, {2; (t1 — 12)), (27)
or (28). Here, we insert the subscripts § and 6; in My and Mp; to distinguish the parameter
vectors.
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4.2. Log-inverse Gaussian scenario

In this section we propose a stationary version of the log-inverse Gaussian scenario. We will
use a stationary OU-type process (11) with marginal inverse Gaussian distribution IG(8, y)
(see, for example, Barndorff-Nielsen and Sheppard (2001)), which is self-decomposable and,
hence, infinitely divisible. The PDF of X (¢), ¢ € Ry, is given by

T(x) = : aeay € 62 + 2)6 : 1 ()C) 1) 0 y > 0 (29)
= ———— ——¢X — ] — — R > R R
/—2 3/2 p 14 ) [0,00)

with the Lévy triplet of the form (0, 0, v), where

2

v(du) = “PWMWMm

1 1) y
Nzl
while the BDLP Z(¢) in (11) has the cumulant transform

- izé
k(z) = logEe‘ZZ(l) = zeR,
Y/ 1 —2iz/y?

that is, the Lévy triplet of Z(1) is of the form (0, 0, V), and Z(¢) is the sum of two independent
Lévy processes: Z(t) = Z1(t) + Z»(t). Here Z((t), t € Ry, is an IG(5/2, y) subordinator
with Lévy density

1 )
2327 uu

which has infinitely many jumps in bounded time intervals, and Z»(¢), t € R, is a compound
Poisson subordinator:

2
Py (du) = exp{—u} 110,00 (1) dut, (30)

2

1 P (1)
L) =— Y 7,
Y n=1

where the Z,, n = 1,2, ..., are independent copies of the standard normal variable and
P(t),t € Ry, is a homogeneous Poisson process with intensity 8y /2. The (finite) Lévy
measure v of Z>(1) can be computed as

) du = —————€exXp1——— IO u)du. 3
2\/ 27'[ \/—M 2 [0.0)
The COrrelatiOn function iS then
)X(t)—e |l|a [E]Ig

(CS5) Consider a mother process of the form

A() = exp{X (1) — cx} with cx = 6()/ .y - 2) and y > /2,

where X (¢), t € Ry, is a stationary inverse Gaussian OU-type process with marginal
density (29) and covariance function

8
Rx(t) = ﬁef“", t €R.
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Under condition (CS5), we obtain the following moment generating function:

2
M@) =Eexple(X(0) —cx)} =exp|-ext +8(y —/r2-2)}. s < y=V2
(32)
and the bivariate moment generating function is given by (18), in which the measure ¥ is given
by (30) and (31) since

MGy, &o; (1 — 12))
= Eexp{¢1(X(11) — cx) + L2(X(2) — cx)}
= exp{—cx ({1 + &)} Eexp{¢i X (1) + 52X (12)}
= exp{—cx (1 + &)}
{/ 8 23:1 gjexp{—=A(tj — 5)} 1[0,00)(tj — )
X exp
R

V\/l —2p Xﬁ:] ¢j exp{—A(tj — )} 1jo.00) (tj — 5)/¥?

ds}, (33)

or

M(&y, &o; (0 — 1))

= exp{—cx ({1 + &)
2

X exp{/R/R<exp{M Z;, exp{—A(t; — $)}1[0,00)(tj — s)} -1

j=1

2
- ”<Z ¢j exp{—i(t; — )} 1j0,00)(t; — s)) 1[_1,1]<u>)
j=1

2w wfu T2 T o T2 )0 |
(34)

Thus, the correlation function of the mother process takes the form

_ MA,1;7t)—1
p(r)——M(z)_1

’

where M (2) is given by (32) and M (1, 1; 7) is given by (34). In this case,

a0 = by (ol 2) +a((r )

and condition (19) holds for ¢ < y2/2 with

o 1 8 vZu
e‘”v(du)z/ e?" —— ——ex {——}du < 00.
/|u|>1 1 27 ud? P 2
We formulate the following theorem.

Theorem 4. Suppose that condition (C5) holds, and let Q = {g: 0 < g < y%/2, y > 2}
Then, forany b > exp{—2cx + 8(y — /y? — 4)}, the stochastic processes A, (t) defined by (2)
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for the mother process (23) converge in L to the stochastic process A(t) as n — oo such that,
if A(l) € L, forq € 0,
EA(t) ~ tT@+1

where the Rényi function is given by

Sy —/y2-2 ) 1)
T(@)=q1+ v v ) + VrE-2 _ ey
logb logb log b

t t
varA(t)z/ /(M(l,l;u—w)—l)dudw,
0 JO

where M is given by (33) or (34).

Moreover,

Proof. Theorem 4 follows from Theorems 1 and 2 and Proposition 1.

We can construct log-inverse Gaussian scenarios for a more general class of finite
superpositions of stationary inverse Gaussian OU-type processes defined by (21), where the
Xj(t), j =1,...,m, are independent inverse Gaussian stationary processes with marginals
IG(8;,y), j = 1,...,m, and parameters A;, j = 1,...,m. Then Xq,(¢), t € Ry, has the
marginal distribution IG(Z’?=1 d;, y) and covariance function

1 m
Rap(t) = " Z sexp{—A e}, teR.

The generalisation of Theorem 2 and Proposition 1 to this situation is straightforward and
the statement of Theorem 4 can be reformulated for the process of superposition Xg,, with

§ =218 and Mp(¢1, &5 (1 — 12)) = [} Me; (81, &2 (11 — 12)), where 8 = (8, y) and
0; = (§;, v), and A must be replaced by A ; in the expressions for Moj (¢1, &2 (11 — 12)), (33)
or (34).

4.3. Log-normal inverse Gaussian scenario
We need the modified Bessel function of the third kind of index A:

o0
Ki(z) = / e 2N cosh(hx)dx,  Rei > 0. (35)
0

Note that, as z — oo,

4% -1
Kx(z)=,/ e 1+ +-0 ), z>0.
2 8z

We will use a stationary OU-type process (11) with marginal NIG distribution NIG(«, 8, §, u),
which is self-decomposable and, hence, infinitely divisible. This process was first introduced
and studied in Barndorff-Nielsen (1998). The PDF of X (¢), ¢ € R, is of the form

V2 (x — )

where K (z) is defined by (35) and the set of parameters is

T(x) = x € R, (36)

§ >0, 0<|Bl <a, uweR, and y2=a2—,62.
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This distribution is symmetric around u provided that 8 = 0. Note that

5B sa?
EX@®)=p+—, var X () = —,
14 14

and NIG(«, B, §, 1) has semiheavy tails, specifically,
NIG(u) ~ (constant)|u|*3/2 exp{—alu| + Bu} asu — =£oo.

The moment generating function of NIG(«, 8, 8, u) is

K{GXWO)=pe +8(/a2 = B2 —al —(B+0)?), 1B+l <a

Thus, if the X;(z), j = 1,...,m, are independent so that X; ~ NIG(a, 8,8, uj), j =
1, ..., m, then we have

X1 (0) + -+ X (6) ~ NIG(et, B, 81+ + 8 11+ + ).

The Lévy triplet X (¢) is of the form (a, 0, v), where

a=u+ 27{1801/01 sinh(Bx) K1 (ax) dx,
v(du) = pu)du = 7 Salu| " K (oeful)eP* du.
Note that, for NIG(«, 0, 1, 0), we have
p) =~ Salul ™' Ki(@lul),
while the BDLP Z(#) in (11) has a Lévy measure v with density
gw) = (1 — Bu)r~Saul T K1 (aluef" + 7 a5 Ko(arful)eP". (37)
The correlation function of the stationary process with marginal density (36) is then
rx()=e M reR.
(C6) Consider a mother process of the form
A1) = exp{X (1) — cx},
with cx = pu+8va2 —p2—Va2 —(B+1)2and |+ 1| < «,

where X (), t € Ry, is a stationary NIG(«, B8, 8, u) OU-type process with marginal
density (36) and covariance function

S
Rx (1) = Fe‘“", t e R.

Under condition (C6), we obtain the following moment generating function:

M(¢) = Eexp{¢(X (1) — cx)}
= exp{—cxt)exp(ue +8(Var — B2 — Va2 — B+, IB+¢l<a, (38)
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and the bivariate moment generating function

M1, 825 (1 — 12)) = Eexp{¢1(X (1) — cx) + La(X(2) — cx)}
= exp{—cx (1 + &)} Eexp{t1 X (11) + 52X ()}, (39)

where E exp{¢1 X (t1) + {2 X (f2)} is given by (16) with Lévy measure v having density (37).
Thus, the correlation function of the mother process takes the form

M, 1;7)—1

p(t) = W,

where M (2) is given by (38) and M (1, 1; 7) is given by (39).
Condition (19) holds for ¢ < « — || with
/ ety (du) = / ez Salu| T Ky (alul)eP* du < oo.
[u|>1 lu|>1

We formulate the following theorem.

Theorem 5. Suppose that condition (C6) holds, andlet Q = {q: 0 <qg <a —|B], B+ 1] <
o, |B + 2| < o). Then, for any

b > exp{—2cx}exp{2u + §(vo2 — B2 — Va2 — (B +2)?)}.

the stochastic processes defined by (2) for the mother process (23) converge in Ly to the
stochastic process A(t) as n — oo such that, if A(1) € L, forq € Q,

EA(1)? ~ tT(q)+1’

where the Rényi function is given by

T(q) = q(l + Lwaz . #W —a +/3>2>
2 _ —
logbV —@h- lgb !

t t
varA(t)Zf / MA, 1 u—w)—1)dudw,
0 JO

where M is given by (39).

Moreover,

Proof. Theorem 5 follows from Theorems 1 and 2 and Proposition 1.

We can construct log-normal inverse Gaussian scenarios for a more general class of finite
superpositions of stationary normal inverse Gaussian OU-type processes defined by (21), where
the X;(t), j = 1,...,m, are independent normal inverse Gaussian stationary processes
with marginals NIG(«, 8,8, u;), j = 1,...,m, and parameters A;, j = 1,...,m. Then
?S”p(,t)’ t € R4, has the marginal distribution NIG(«, B, ZT: 18/ Z]”-’zl ) and covariance

unction

m
Ol
Rap(1) = " Z sexp{—A e}, teR.
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The generalisation of Theorem 2 and Proposition 1 to this situation is straightforward and
the statement of Theorem 5 can be reformulated for the process of superposition Xgy, with
§ =218 =21 mj,and Mg(1, &3 (1 — 1)) = [} Mp; (L1, &25 (11 — 1)), where
0 =(a,B,6,)and §; = (@, B,8;, itj), and A must be replaced by A; in the expression for
Mp; (51, &2; (11 — 12)), (39).

4.4. Log-variance gamma scenario

The next example of a hyperbolic OU process is based on the variance-gamma distribution
(see, for example, Madan et al. (1998), Finlay and Seneta (2006), and Carr et al. (2007)).
We will use a stationary OU-type process (11) with marginal variance gamma distribution
VG(X, «, B, 1), which is self-decomposable and, hence, infinitely divisible. The PDF of
X(1), t e Ry, is

J/2K

= /AT a1

where K (z) is defined by (35) and the set of parameters is

m(x) — I TIPE i plaly — uDefTW x e R, (40)

y2:a2—,82, k>0, a>|Bl>0, and ueR.
Note that

2
EX(I):M%—Z’LZK, varX(t)=2_§(1+2<é> >,
Y y y

and VG(«, «, B, t) has semiheavy tails. The moment generating function of VG(k, «, 8, ) is

K{C;X(t)}=u§+2xlog(m), IB+¢| <a.

Thus, if the X;(¢), j = 1,...,m, are independent so that X; ~ VG(kj, o, B, uj), j =
1,...,m, then we have

X))+ + Xu(t) ~ VG + -+ -+ K, 0, B, 1 + -+ ).

The Lévy measure v of X (¢) has density

pu) = ﬁeﬁ”*o‘l"l, ueR.
u

By (13), the Lévy measure v of the BDLP Z(¢) in (11) has density

q() = —pu) — up'(u),

LeuBro g 4 gy 4+ SentBro <0
, u M2 9 b
where p'(u) =

Ee”(ﬂ_“)(,ﬁ —a) — %e”(ﬂ_“), u > 0.
u u

The correlation function of the stationary process with marginal density (40) is then

rx(t) = e M t e R.
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(C7) Consider a mother process of the form

A(r) = exp{X () — cx},
___r
Va2 —(B+1)2

where X (¢), t € Ry, is a stationary VG(k, «, B8, u) OU-type process with marginal
density (39) and covariance function

2
Rx (1) = 2—'§<1+2(ﬁ> )e—“', teR.
Y v

Under condition (C7), we obtain the moment generating function

M(¢) = Eexp{¢(X (1) — cx)}

with cX=,u+2;clog< >and|,3+1|<oc,

4
Vo —(B+1¢)?

and the bivariate moment generating function

M1, &; (1 — 1)) = Eexp{g1(X (1)) — cx) + (X (12) — cx)}
= exp{—cx(¢1 + &)} Eexp{t1 X (1) + 02X (1)}, (42)

where Eexp{¢1 X (t1) + {2 X ()} is given by (16) with Lévy measure v having density (41).
Thus, the correlation function of the mother process takes the form

_ M(,1;7)—1
P(U—W,

where M (2) is given by (41) and M (1, 1; ) is given by (42).
Condition (19) holds for ¢ < o — |B|. We formulate the following theorem.

= eXP{—CXé}eXp{M + 2k IOg( )} B+¢l<a,  (41)

Theorem 6. Suppose that condition (C7) holds, andlet Q = {q: 0 <qg <o —|B8|, |8+ 1] <
o, |B+2| < a}. Then, for any

b > exp{—2cx} exp{,uZ + 2k log(;> },

the stochastic processes A, (t) defined by (2) for the mother process (23) converge in Lj to the
stochastic process A(t) as n — oo such that, if A(1) € L, forq € Q,

EA(1)? ~ tT(q)+l7

where the Rényi function is given by

2k y
T(@)=q|l+ log
logh = /a2 — (B +1)?
2k 2K
— —log\/a® — 2 " _logy — 1.
Tog b ogya-—(B+q) logb ogy

t t
var A(t) > / / MA,1,u—w)—1)dudw,
0 Jo
where M is given by (42).

Moreover,
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Proof. Theorem 6 follows from Theorems 1 and 2 and Proposition 1.

We can construct log-variance gamma scenarios for a more general class of finite
superpositions of stationary variance gamma OU-type processes of the form (21), where the
Xj(t), j = 1,...,m, are independent variance gamma stationary processes with marginals
X; ~ VG, a,B,uj), j =1,...,m, and parameters A;, j = 1,...,m. Then X(?),
t € R, has the marginal distribution VG (k1 +- - -+ Ky, @, B, 8, 41+ - - -+ Wy, ) and covariance

function
2 B\ &
Rap(1) = ﬁ(l +2<;> )ZK,- exp{—A;lt}, r eR.
j=1

The generalisation of Theorem 2 and Proposition 1 to this situation is straightforward and
the statement of Theorem 6 can be reformulated for the process of superposition Xg,, with

A=3T0 A =30 s and Mg (81, &3 (1 — 1)) = [}2) Mo, (61, &2; (11 — 1)), where
0 =(x,B,8,n)and 0; = (kj,a, B, uj), and A must be replaced by A ; in the expression for
My, (&1, §2; (11 — 12)), (39).

4.5. Log-z scenario

The next scenario is based on the z-distribution (see, for example, Grigelionis (2001)). We
consider a PDF of the form

27 exp{27B1 (x — ) /er}
aB(B1, B2)(1 + exp{2m(x — p)/a})Prth2’

where the set of parameters is

w(x) = x € R, 43)

o >0, B1 >0, Br>0, and pelR

(see Prentice (1975) and Barndorff-Nielsen e al. (1982)). The characteristic function of a
random variable X with PDF (43) is given by

B(Bi +iaz/2n, B2 — iaz/Zn)e
B(B1. B2)

This distribution has semiheavy tails and is known to be self-decomposable (Barndorff-Nielsen
etal. (1982)) and, hence, infinitely divisible. Due to this infinite divisibility of the z-distribution,
the following generalisation can be suggested.

We will use a stationary OU-type process (11) with marginal generalised z-distribution
Z(a, B1, B2, 8, ). The characteristic function of X (), ¢ € R, is then of the form

Ee?X = a zeR.

EoicX _ BB+ laz/2m, B —iaz/2m) 2aeiw cR
N B(B1, B2) ’ T

where the set of parameters is
a >0, B1 >0, B> >0, 6>0, and pueR.

This distribution is self-decomposable and, hence, infinitely divisible, with the Lévy triplet
(a, 0, v), where

a

§ [2r/a _ _ _
za_/ exp{—p2x} — exp{ 'BIX}dx+;L
0

T ] —e*
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and
v(du) = b(u) du,
28 exp{—2nBou/a}
u(l — e—Znu/(x)
28 exp{2nBiu/o}
el (1 — /ey

, u>0,

where b(u) =
u < 0.

Thus, if the X;(¢), j =1, ..., m, are independent so that X ;(t) ~ Z(«, B1, B2, 8, j), j =
1, ..., m, then we have

X1+ -+ Xm(@®) ~ Z(, B1, B2, 81+ -+ 8p, 1 + -+ + Hn).
The BDLP Z(t) in (12) has a Lévy triplet (a, 0, v), where

AS [ - - —
a_/ exp{—prx} — exp{—pix} dx — k/ xow(x)dx,
T 0 1—eX [x]>1

a=iu+

with the density of ¥ being given from

v(du) = row(u) du,

where
4 2 ) !
L<52 exp{—ﬂ—ﬁzu}(l — e Uiy 4 exp{-Mu})
o ! a "
X = e 2rufay? u>0
(1- e—2nu/a)2 ’ ,
o 50,
o | o
X = ezrufayy u<0.

The correlation function of the stationary process with marginal density (43) is then
rx(t) = e, teR.

The PDF of the generalised z-distribution Z (e, B1, B2, 8, ) has semiheavy tails:

m(x) ~ Celx|Pe™ ™M x| > oo,
where
2 2 2 268 i[u’fi
o+ =26 —1, oy = H'BZ, a_=7T—ﬂl, and Ciz( il ) ° .
o o aB(B1, B2)) T(28)
Note that
§ [ — — —
EX() = 04_/ exp{—pBax} — exp{—pBix} dx + 1.
T Jo 1—e™*
2028 [ - -
var X (1) = a / expt=pax} + exp{—pix) dx.
@2m? Jo 1—e™
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In particular, the generalised z-distribution Z (e, % + B/2nm, % — B/2m, 8, u) = M(a, B, 8, )
is known as the Meixner distribution (Schoutens and Teugels (1998), Grigelionis (1999),
Morales and Schoutens (2003)). The density function of a Meixner distribution is given by

(2 cos(B/2))% B x—u\ |
= —(x — r(s , R,
T =t SR T Ty *e
where
o >0, T <pB<m, 6>0, and ueR.
Note that

IT(x +iy)|? ~ V2 |y 1 2e P2 as |y — .

This distribution is infinitely divisible and self-decomposable with triplet (a, 0, v), where

* sinh 2
a:ouStané—M/ de+,u
2 1 sinh(wx/2)

and

(Seﬁu/a

v(du) = —— du
u sinh(wru /o)
The cumulant function is
2
Clz: X(0)) = ipiz + 28 log —25P/2) zeR.

cosh((az —iB)/2)’
In particular, the hyperbolic cosine distribution Z(«, %, %, 0, n) = M(a, 0, %, ) has the PDF

1
acosh(m(x — pw)/a)’

m(x) = x eR,

and characteristic function

1

E eiZX(f) — eiZﬂ ,
cosh(az/2)

z€R,

while the logistic distribution Z(«, 1, 1, 0, u) has the PDF

27 exp(w(x — p)/a)
a(l 4+ cosh(m(x — p)/a))’

T(x) = x € R,

and characteristic function

EeltX®) —gin 22 zeR.
2 sinh(az/2)

Another example is the z-distribution Z (27, k1 /2, k2 /2, 0, log k1 / k2), whichis the log Fy, ,
distribution, where F, i, is the Fisher distribution (Barndorff-Nielsen et al. (1982)). Note that
the generalised z-distributions and generalised hyperbolic distributions form nonintersecting
sets. However, we can show that some Meixner distributions and corresponding Lévy processes
can be obtained by subordination, that is, by random time change in the Brownian motion (see,
for instance, Morales and Schoutens (2003)).
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(C8) Consider a mother process of the form

A(t) = exp{X (1) — cx)

. B o« _a T
with CX_28<logF<,31+2n>+logl_'(,32 2ﬂ> log I‘(,32)>+M’

where X (1), t € R, is a stationary Z(«, B1, B2, 8§, ) OU-type process with covariance
function

Rx(1) = (var X(1))e ™", reR.
The logarithm of the moment generating function of Z(«, B1, B2, 8, i) is

K{¢; X)) = 28<10gF(/61 + £> +logF(ﬂ2 — %>
2 2w

) 27py 2B
_l°gr<ﬁ2>>+’“’ “(_ v a )

Under condition (C8), we obtain the moment generating function

M(¢) = Eexp{¢(X(1) — cx)} = exp{—ex )X XD g o) <o, 45)
and the bivariate moment generating function
M (&1, &2; (11 — 12)) = Eexp{61(X (1) — cx) + 02(X(12) — ¢x)}
= exp{—cx ({1 + )} Eexp{1 X (1) + 02X (1)}, (46)

where E exp{¢1 X (t1) + {2 X (£2)} is given by (16) with Lévy measure v having density (44).
Thus, the correlation function of the mother process takes the form

_ M(,1;7)—1
p(r)——M(z)_1

where M (2) is given by (45) and M (1, 1; ) is given by (46).

’

Theorem 7. Suppose that condition (C8) holds, and let Q = {q: 0 < 27aB1/a¢ < g <
2By /e, Bi < Ba). Then, for any

b 2 25(log T 22\ | jogT caadl WS NRLNCCIDA NP
> exp{— cx}eXP{ <0g <ﬁ1+g>+ og <ﬂ2_E)_OgF(IB2)>+ u},

the stochastic processes A, (t) defined by (2) for the mother process (23) converge in Ly to the
stochastic process A(t) as n — oo such that, if A(1) € Ly forq € O,

EA()? ~ (T @+
where the Rényi function is given by

T(a) — 28(logI'(B1 + a/2m) +log ' (B2 — a/2m) — log(T'(B1)/ T'(B2)))
(@) =ql1+ logh

26 qu qa 1 '(B1)
— ——|logI’ — logI - — 26 1 — 1.
logb<°g <ﬁl +2n) e (ﬂz 2n>> T logs ¥ T(B)

Moreover, var A(t) > fot fé(M(l, 1; u — w) — 1) du dw, where M is given by (46).
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Proof. Theorem 7 follows from Theorems 1 and 2 and Proposition 1.

We can construct log-z scenarios for a more general class of finite superpositions of sta-

tionary OU-type processes of the form (21), where the X;(¢), j = 1,...,m, are indepen-
dent stationary processes with marginals X ;(t) ~ Z(e, 1, B2,08;, j), j = 1,...,m, and
parameters 8;, uj, j = 1,...,m. Then Xgp(#), t € R4, has the marginal distribution

Z(o, B1, B2, 27:1 dj, Z;": 1 ;) and covariance function

20% [ exp{—pax} + exp{—Pix} u
Raup(1) = <(27‘[)2 /0 X o dx) géj exp{—A;ltl}, t e R.

The generalisation of Theorem 2 and Proposition 1 to this situation is straightforward and
the statement of Theorem 7 can be reformulated for the process of superposition Xg,, with
§ =218 =221 mj,and Mg(&1, &3 (1 — 1)) = [} Mp; (&1, §23 (11 — 1)), where
0 = (o, $1,62,8,u) and 0; = (o, B1, B2, 8, uj), and A must be replaced by A; in the
expression for Moj (¢1, &5 (11 — 1)), (46).

In a similar manner, we can construct scenarios such as the log-reciprocal inverse Gaussian
scenario based on the results of Barndorff-Nielsen and Koudou (1998), the log-tempered
stable scenario based on the results of Barndorff-Nielsen and Shephard (2002), (2003), and
the log-Euler gamma scenario based on Euler’s gamma distribution (see Grigelionis (2003)).
In principle, it is possible to obtain log-hyperbolic scenarios for which there exist exact forms
of Lévy measures of the OU process and the BDLP Lévy process; however, some analytical
work is still to be carried out. This will be done elsewhere.

5. Proofs of Theorem 2 and Proposition 1

5.1. Proof of Theorem 2

Without loss of generality, we treat the case in which A = 1. Let b € R be the drift, let
o2 > 0 be the variance of the Gaussian part, and let N (ds, du) be the Poisson random measure
for the jumps with compensation N (ds, du) of the Lévy—Ito decomposition of Z . Let B(r)
denote the standard Brownian motion. Then the process X is the stationary solution of the
stochastic differential equation

dX (1) = (=X (t) + b)dr + o dB(1) + /

[x]<1

xN(t, dx) +/ xN(z, dx)

lx|>1

(see, for example, Applebaum (2004, pp. 108, 216)). We apply 1t6’s formula to f(x) := e?*
to obtain

t t
X0 _ X (O0) — / qedX6) (=X (s—) + b)ds + f qo 2?6 dB(s)
0 0

1! , ' ,
+ —/ q*o%e1X67) s +/ / (e — 1)e?* I N(ds, dx)
0 0 Jix|=1

2
t ~
+// (e?* — 1)e?X6) N (ds, dx)
0 Jix|<l1

t
+f / @ — 1 —gx)e? 7 v(dx) ds.
0 Jix|<l1
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We rearrange the above expression to get the following semimartingale decomposition (Apple-
baum (2004, p. 252)):

QIX (M) _ 4gX(0)
t
=/ (eqx<f>qa2d3(s)+/ eqx(s)(eqx—l)N(ds,dx))
0 xeR
g 1
+/ eqX(s)(—X(s—)q+bq+§crzq2+/ (e4* — 1)v(dx)
0 lx|=1

+/ (e?* —1— qx)v(dx)) ds.
[x]<1

For the martingale part, by the Burkhdlder—Gundy inequality (see Revuz and Yor (1991, p. 151)
for the continuous case, and Bichteler (2002, p. 213) for the general case with jumps) and the
quadratic variation of stochastic integrals (Applebaum (2004, p. 230)), we have, foreach 7y > 0,

t
E max /<eqx<f—>azd3(s)+/ eqX(s_)(eqx—l)N(ds,dx)>’
0<t<to | Jo xeR
to to 1/2
<CE / e2qX(s_>o4ds+/ /equ(“_)(e’”—1)2N(ds,dx)
0 0 R

For the drift part,

! 1
E max / edX(s—) <—X(s—)q +bg + —0%¢* +f (e?* — Dv(dx)
0<i<io | Jo 2 lx|>1
+/ e?* —1— qx)v(dx)> ds
|x]<1
0 X 1 55
< / E(eq (s-) <|X(s—)|q +1blg +50°¢" +C1 + C2>) ds, (47)
0

where
Cy :=/ le?* — 1|v(dx), Cs :=/ le?* — 1 — gx|v(dx),
Ix|>1 Ixl<1

which are both finite by our assumption of the measure v.

We note that the process t — X (z—) is stationary and that, for each fixed ¢, E g(X (¢)) =
E g(X (t—)) for every nonnegative continuous function g(-) by the quasi-left-continuity of the
process Z. For the drift part, the right-hand side of (47) is then less than or equal to

(EeqX(())lx(O)'q 4 EeqX(O)(|b|q + %0’2{12 + Cl + CZ))IO.

For the martingale part, we observe that E /Y < +/EY for every nonnegative random variable
Y; thus, the martingale part is less than or equal to
1/2
> . (48)

10 0]
<E / e24X(s_>a4ds+/ /ezﬂ“—)(eqx— 1)2N(ds, dx)
0 0 R

The first integral in (48) is less than or equal to

(constant) Ee27X @y,
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Since s — X(s—) is left continuous, by the compensation formula in Kyprianou (2006,
Theorem 4.4), the second integral in (48) is less than or equal to

(constant) E 27Xy, <q2 / x2v(dx) + /
\

x|<1 [x[>1

(e?* — 1)2v(dx)>.

The assumption that fl > g(x)v(dx) < oo, where g(x) denotes any of the functions e??*, e?*,
ore?*|x|, implies that E g(Z(t)) < oo foreach (see, for example, Sato (1999, Theorem 25.3)).
This again implies that E g(X (0)) < co by Lemma 2.1 of Barndorff-Nielsen (2001).

The above arguments entail that

o0 o0 1
Zc(q, b™™) < (constant) Z i < 00,
n=0 n=0

which proves the theorem.

5.2. Proof of Proposition 1

The proof depends on the Laplace transform of the Wiener—Lévy integral (Applebaum (2004,
pp- 213, 214)). Let, foreach ¢t > 0,

t
Y () !=/0 Ji(s)dZ(s),

where the process Z has drift b, with 0> = 0 and Lévy measure  satisfying the integrability
condition f‘ ¢1=1 1XIV(dx) < oo. The following lemma is an adaption of Applebaum (2004,
pp- 91, 94).

|>1

Lemma 1. Assume that v of Proposition 1 satisfies the exponential integrability condition that,

for some 6 > 0, fIXI>1 e’ D (dx) < co. Then, for eacht > 0 and each f;(s) which is positive,

increasing in s, and such that f;(s) <1,

t
Ee@Y([) :exp{eb/ ft(S)dS}
0

!
X exp{/o /R(exp{ef,(s)x} —1—=0fi(s)x 1[—1,17(x))v(dx) ds}.

Proof. The case in which f;(s) = 1 is given in Applebaum (2004, pp. 91, 94), written in
the Laplace transform. The general case of positive continuous f;(s) with f;(s) < 1 can be
obtained by Riemann sum approximation.

Returning to the proof of Proposition 1, we assume that . = 1. By the integral representation
of X we have

t
X() =e ' X(0) + / e =9 4Z7(s), (49)
0

and the two parts of the right-hand side of (49) are independent (Applebaum (2004, p. 216)).
Thus,

t
E@eXeX©) = Eexp{(e™ + l)X(O)}E(eXp{ / e =9 dZ(s)}). (50)
0

Now we fixagivent > 0. The first expectation on the right-hand side of (50) is less than or equal
to E X O We show that the second expectation has an exponential decay under the supposed
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conditions on Z in Proposition 1. Applying Lemma 1 to f;(s) := f(s) :=e ¢ L0<s<i—s)
with & = 1, where we choose § such that e d < B, we have

t
Eexp{/ e (=9 dZ(s)}
0

< e?B=D exp(b(1 — e_t)}exp{/
o Jix|<1

t
X exp{/ / (ef ¥ — l)ﬁ(dx)ds}.
0 Jx|>1

For each 1 > 0, exp{b(l —e™)} < e?l and exp{ [y fi,1<; [ ()x*D(dx) ds} <e?, ¢ =
flx\sl x2(dx). Meanwhile, =<

t
exp{/ [ e — 1)d(dx) ds}
0 Jix|>1

t
< exp{/ / ef(”xlv(dx)ds}e“, ¢ =v(x| > 1).
0 Jx|>1

t

F2(s)x*D(dx) ds}

By the assumption on the density of v,
. . 1 .
/ e/ ¥5(dx) < (constant) e~ F=IOIxl gy < (constant) —————e =B~/
x|>1 Ix|>1 B— f(s)
We write g(s) = B8 — f(s). By the definition of f(s) we see that

o8 T —g(s) 1 1
f dSS/ ds = log — — log —,
o &) o &) g(1) g(0)

which is bounded in ¢. Therefore, for each given ¢ > 0,

t
Eexp{—/ e~ (=9 dZ(s)} < (constant)e ¢,
0

¢’ = b(|x| > 1), as required.
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