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Abstract

We study the correlation decay and the expected maximal increments of the exponential
processes determined by continuous-time autoregressive moving average type processes of order
(p, q). We consider two background driving processes, namely fractional Brownian motions and
Lévy processes with exponential moments. The results presented in this paper are significant
extensions of those very recent works on the Ornstein-Uhlenbeck-type case (p = 1,¢ = 0), and
we develop more refined techniques to meet the general (p, ¢). In a concluding section, we discuss
the perspective role of exponential CARMA-type processes in stochastic modeling of the burst
phenomena in telecommunications and the leverage effect in financial econometrics.
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1 Introduction

Empirically observed data from financial markets usually are of high-frequency, and those from envi-
ronmental sciences (hydrology and geology in particular) usually are irregularly spaced. Moreover,
they exhibit characteristics of long-memory and/or non-Gaussianity. Therefore, the traditional
ARMA or ARIMA time-series models must be treated in the continuous-time setting and to reflect
the above characteristics, and various modelings have been proposed and studied in detail; see re-
cent papers by [26, 27, 28, 29] for FBM driven models and [7, 8, 9] for Lévy driven models, and the
references therein. In this paper, our model is based on Continuous-time Autoregressive-Moving-
Average type (CARMA-type, for brevity) processes driven by fractional Brownian Motions and by
Lévy processes, as those papers cited above. We shall study the exponential processes associated
with these CARMA-type processes.

We mention that, in recent years, it has been of great interest to study the exponential func-
tionals and the exponential processes determined by Brownian motion and by Lévy processes, see
[10, 11, 17], with the view toward application in financial economics. There also appear papers by
[2, 21] to study the exponential processes associated with Ornstein-Uhlenbeck-type (OU-type for
short) processes driven by fractional Brownian Motions and by Lévy processes, which are motivated
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by the connection to Kahane-Mandelbrot theory of turbulence. Furthermore, these exponential pro-
cesses play roles in the context of stochastic volatility modelling (see, for example, [22, Chapter
11]). Indeed, the exponential CARMA-type processes driven by Lévy processes have been used very
recently to study the leverage effect between the stock return and the volatility of continuous-time
financial data, [16].

We study two fundamentally important properties of such an exponential processes Z. We
study the correlation decay

Cov (Z(t),Z(t+s))as s T oo,

and estimate the upper bound for the expected maximal increments

E tgrggﬁr\Z(s) —Z(t)||asr | 0.
The first result is useful to understand the spectral structure of the process. The second result is
of intrinsic importance to the path variation (hence toward various applications) of the process.

In Section 2, we present some preliminaries. In Sections 3 and 4, we state the main results,
respectively, on the CARMA processes driven by a fractional Brownian motion and by a Lévy
process. We present all proofs of our results in Section 5. In a concluding Section 6, we discuss the
advantage of our exponential CARMA-type process on stochastic modeling of the burst phenomena
in telecommunications and the leverage effect in financial econometrics.

Finally, we should mention that, though the CARMA-type process given in Section 2 below
may lead one to feel that it could be a superposition of OU-type processes. This is not true, since
the superpositions proposed in, say, [3, 5] mean to a sum of independent OU-type processes, while
the expression in Section 2 below for a CARMA-type process is a sum of the same driving force
and the parameters ); in the expression are complex-valued. Therefore, the existing techniques for
superposed OU-type processes are not applicable to the CARMA-type processes discussed in this
paper, and we develop more refined techniques to prove the main results of this paper.

2 Preliminaries

2.1 Fractional Brownian motions and Lévy processes

We begin with a review on the definitions and properties of two background driving processes,
fractional Brownian motion (FBM for short) and Lévy process (LP for short).

Definition 2.1 Let0 < H < 1. A fractional Brownian motion { BY (t)}1cr is a real-valued centered
Gaussian process, with B (0) = 0 and Cov (BT (s), BH(t)) = & (|t|*" + |s|*H — |t — s]*"), (t,s) €
R2.

It is well known that FBM has stationary increments and self-similarity with index H. We may
and will assume that the sample path of a FBM is everywhere continuous. For more on FBM we
refer to e.g. [15].

Definition 2.2 A real-valued process L := {L(t) }+>0 with L(0) = 0 is a Lévy process on R, if

(i) For any choice ofn > 1 and 0 < tg < ty--- < ty, the random variables L(ty), L(t1)—L(to), L(t2)—
L(t1),...,L(ty) — L(tp—1) are independent.

(ii) L(t) — L(s) has the same distribution as L(t — s),0 < s <t < 00, and

(iii) L is continuous in probability.



We refer to [25] for intensive study on Lévy processes. We may and will assume that the sample
path of a LP is everywhere right-continuous (L(t+) = L(t)) with left-limits L(t—), and we may
also assume that it is quasi-left-continuous (see [25, p.279]).

It is well-known that a LP is characterized by its generating triplet (b,a? v), where b € R is
the drift part, a®> > 0 is the variance of the Gaussian part, and v is the Lévy measure of the jump
part, i.e. it is a o-finite measure on R\ {0} satisfying

/ (1A |z|*)v(de) < oco.
R\{0}

The characteristic function of L(1) is determined as

£(0) := log B[V = ibg — %62 +/ (e —1— izl <iy)v(dz), 0€R, (2.1)

R\{0}

and that for L(t) is given as ¢/(¥), Hence we know the distribution of L(t) for any t > 0.
The following form of the Lévy-1t6 decomposition is written as [1, p.108],

L(t) =bt+aB(t) + / zN ([0, ], dz),

|z|<1

2N ([0,4], dx) + /

|z|>1

where B is the standard Brownian motion on R, and N(ds,dz) (resp. N(ds,dz)) is the Poisson
(resp. compensated Poisson) random measure on Ry @(R\{0}) with intensity measure ds Q) v(dx).
In this paper, since the second moment is essential, we assume that E[(L(1))?] < oo and is
scaled so that Var(L(1)) = 1.
In order to obtain causal stationarity CARMA processes we define a two-sided (in time) Lévy

L*((—t)—) ift <0, (22)

where {L1(t)}+>0 and {L%(t)}+>0 are independent copies of {L(t)}+>0.

2.2 CARMA processes driven by FBM and by LP

Now we define a CARMA-type process Y := Y (p, q) as follows. We use similar notations as those
in [8] and in [26]. The following framework of CARMA processes are the same for both two cases.
Let 0 < ¢ < p, the process Y (p, q) is represented by observation and state equations;

Y(t)=p6X({1), t>0, (2.3)
dX (t) = AX (t)dt + 5,dW (t), (2.4)
where
0 1 0 0 7 [ XO @) 7 (1
0 0 1 0 XM (1) B
A=| + = : X(t) : op = :
0 0 0 1 XP=2)(¢) Bp—2
[ o1 a2 a3 ap | L X®=0(1) | L Bp1

and the coefficients 3; satisfy 8; = 0 for j > q.




In the above, W := {W(t)}icr is the driving process, which is BM o¢B (¢ > 0 and B is
the standard BM) in the classical context. In this work, we will firstly consider W to be FBM
and secondly consider W to be LP. The first one is Gaussian with long-range dependence, in case
1/2 < H, and the second one is non-Gaussian Markovian.

When we take the driving process to be FBM oB (o > 0 and BY is the FBM defined above),
we write Y := Y (p, H,q) to be the associated CARMA process, which has appeared in [26], yet
without loss of essential significance we skip the drift term appeared in [26, (3)]. The solution of
(2.4) can be written as

t
X(t) = eMX(0) + U/ eA(t_”)(SdeH(u),
0

where e = T + 3>, {(At)"(n!)~'} and I is the identity matrix. Here we confine to the causal
stationary solution ([26, p.182]). If the eigenvalues of A all have negative real parts, a strictly
stationary solution of (2.4) is given by the form;

t

X(t)=o0 / At dBR (u), t>0.
—00

This solution can be extended over all real ¢ in natural way. Thus the CARMA-type process

Y :=Y(p, H,q) has the moving-average form:

Y(t) = a/t g(t —uw)dBH (u), teR, (2.5)

—0oQ
where

o) :{ Bledts, ift >0 (2.6)

0 otherwise.

The kernel g here is given in the closed form and for our purpose it is desirable to get a more
tractable expression. In [8, p.483] it is shown that, when all eigenvalues A = (A1,...,\,) of A have
negative real parts and are all distinct, g has the form

g(t) - ; a(l)(Ai)e ) (27)
where a(z) = 2P — apzP~l — - — ay, a(l)(-) denotes its first derivative, 3(z) = 1+ B12 + B22 +
-++ 4 B42%. Consequently, Y'(t) can be written as

Y()=0 ; oﬁ()?i) /_oo M AB (u). (2.8)

In this form one can see the clear difference between CARMA-type processes and superposition of
OU-type processes. A more general expression for (2.6) is obtained in [29] (see also [8]), and (2.7)
is the most explicit case. In this paper we work in the form (2.8), namely we always assume the
condition below.

Assumption 2.1 All eigenvalues of X = (A1,...,Ap) of A have negative real parts and are all
distinct, and hence the kernel g in (2.6) has expression (2.7).



The autocovariance function of Y, which characterizes the memory property of the process, is
shown in [26, Theorem 2]. Under Assumption 2.1, for h > 0, the autocovariance function of Y is
equal to

2

= —F2H+1

vy (h) = Cov(Y(t+h),Y(t))
P M)ﬂ( Ai)
2 A a(-A) w(H, \i, h), (2.9)

where
w(H, A\, h) = 2(=X\)"2 cosh(Ah) + MN2HA P2 H AR) — (=N 2 e p(2H, —Ah)

and P(a,z) = [§ e “u® du/T(a),z € C. For H # 1/2 as h — oo, we have the asymptotic behavior

vy (h) = o?H(2H — 1)52%83 RH=2 L O(R2H3), (2.10)

This shows that Y (p, H,q) with H € (%, 1) exhibits long-range dependence. When H € (%, 1) the
autocovariance function of Y has another expression

0 h
vw(h) = o?H(2H —1) / / g(h —u)g(—v)|u — v|* 2 dudv, (2.11)

in which we easily see the sign of 4y (h). Finally, we note that the Y (1, H, 0) process is the fractional
Ornstein-Uhlenbeck (FOU for short) process,

t

Y(t)=o / et =W g BH (),
—0oQ

and its autocovariance function is previously known (e.g. [12]) to be

< 1=2H I'(2H + 1)sin(rH
’)/y(h)zgch/ 6zhx|x2| d.’E, cy = ( +27)rSln(7r )

oo as + x?

Thus we see again that CARMA process Y (p, H, q) is a natural extension of FOU process.

Next, we replace the driving FBM oB¥ in the above construction by a LP L to obtain a
corresponding CARMA-type process Y := Y (p, L, q) driven by L. Recall we suppose the second
moment for L and Var(L(1)) = 1. We remark that a Lévy driven CARMA-type process has been
studied in [7, §].

We again suppose Assumption 2.1. Then, similar to the FBM case, the process {X(t)}icr
defined by X (t) = ['__ eAt=5,dL(u), t € R, is the causal strictly stationary solution of (2.4)
with W now taken to be L, and the corresponding CARMA process is

Y () = / " gt — wdL(u), (2.12)

—o0
where ¢(t) is given by (2.6). The following expression which we use later is useful, since X (0) is
independent of {L(t)}+>0,

t
Y (t) = g X (0) + / B0 dL(u). (2.13)
0
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Under the Assumption 2.1 we have the expression (2.7) for the kernel g, which yields a corresponding
expression, as that in the FF BM-driven case, we have

Y(t):zp: B(N) /t e/\i(t—u)dL(u)'
i=1

a(l) (AZ) —00

It is immediate that EY(t) = —3'A"16,E[L(1)], and due to [8, Remark 5] the autocovariance
function has a form,
P
BA)B(=N) il
vy (h) =S LRSI R ikl 2.14
" ; aM(\)a(=X) (2.14)
We thus see that the Lévy driven CARMA process exhibits short memory. Note that, despite a
Lévy driven CARMA process is different from the superposition of p independent Lévy driven OU
processes, as seen in (2.14) the correlation structures nevertheless look similar.

Since Y is an integral with a Lévy process, the distribution of Y (¢) is given by the cumulant
generating function;

log E[¢i® (] = /0 " (0g(u))du,

where ¢ is given in (2.1).
The purpose of this paper is to study the exponential process associated with Y,

Z = {ZO)er = {¥ D} ier,

where Y is Y(p, H,q) and Y(p, L,q). For the OU-type case, i.e. Y (1,H,0) and Y (1, L,0), the
associated process is investigated very recently in [21] and, respectively, in [2]. The present work is
a certain continuation of these two papers, yet we need to develop more refined techniques to meet
the general (p, q).

Finally, we mention that, upon various modelling needs, for example [7, 22, 28, 29], we are led
to consider the situation: the kernel g is non-negative, and/or the correlations for the exponential
process Z are non-negative. For instance, in stochastic volatility modelling, the volatility processes
are known to be clustering, which suggests positivity of their autocorrelation functions. Thus we
also impose

Assumption 2.2 Assume that the kernel g defined in (2.6) is non-negative.

A condition for g to be non-negative is given in [28, 29]. In our case, Assumption 2.2 implies non-
negativity for the correlations of our exponential processes, as we show in the following sections.

3 The main result I: the FBM-driven case

Recall that we assume Assumptions 2.1 throughout. Firstly we study the correlation decay of the
exponential processes.

Lemma 3.1 Let Z(t) := e¥® be the exponential process determined by a stationary Gaussian
process Y (t). Then

Cov(Z(0),Z(s)) 20 if and only if Cov(Y(0),Y (s)) = 0.

ANV

Moreover, assume that as s — oo, Cov(Y (0),Y(s)) — 0. Then

Cov(Z(0), Z(s)) = exp[Var(Y(0))] {Cov(Y (0),Y (s)) + o(Cov(Y(0),Y (s)))} . (3.1)



Due to the stationarity the same result holds for Cov(Z(t),Z(t + s)), t € R in Lemma 3.1. Now
one can see that Assumption 2.2 implies non-negative correlation of the process Z since by (2.11)
the correlation of Y is non-negative under this assumption. The following corollary is immediate
from Lemma 3.1 with the covariance decay (2.10) for Y (p, H, q).

Corollary 3.1 LetY =Y (p, H,q) process with H € (%, 1). Assume 2.1 and 2.2, then the station-
ary process Z(t) := ¥ ®) has the following covariance structure as s — 00;

0<Cov(Z(t),Z(t+5)) = exp(y(0) {1 (s) +O((w(s)*)}

= exp(yr(0)) {UzH(QH - 1)52(0) $2H-2 O(SZH—:;)}’

Qe
[\V]
—~
o
~—

where 7y () is the autocovariance function of Y.

Remark 3.1 Assumption 2.2 is only used to assure the non-negativity for the autocorrelation
function of Z; indeed, if we only concern the correlation decay in Lemma 3.1 and Corollary 3.1,
then this assumption can be dropped.

Next, we estimate the expected maximum increments of the process Z associated with Y (p, H, q).
We need two lemmas. The first one is Lemma 2.3 of [21], which is based on Statement 4.8 of [23].
The second one requires new proof.

Lemma 3.2 Let H ¢ [%, 1). Then for any r > 0 and t € R we have

m Hmm _ n . .
B [( i ‘BH(3)|> } B B (m =D if m is odd (3.2)
t<s<t+r rHAmo(m — )N if m is even.

Lemma 3.3 Let H € [%, 1), m=1,2,... and Y :=Y (p,H,q), and assume 2.1. Then the station-
ary process Y has the following bound for m-th moment of maximal increments for all v > 0

Elmaxo<s<, |Y(s) — Y (0)|™]
m!

< c(A)rfm, (3.3)

where A = (A1, A2,...,\p) are eigenvalues of A and C(X) is a constant, which depends on X and
does not depend on any m or H.

Now, we state the harder result in this section as follows.

Theorem 3.1 Let H € [%, 1) and Y := Y (p,H,q). Define the stationary process Z(t) := ¥,
Then there exists a constant C(H, ) such that for all r with r* < 1/2 and all t > 0,

_ ol H
E tgr?gagiJZ(s) Z(@)|| < C(H,X)r™. (3.4)

Here A = (A1, X2, ..., \p) are eigenvalues of A and C(H,\) depends on H and X.

Remark 3.2 To our knowledge, the maximal inequality in the above is new even when the driving
process is Brownian motion(H = 1/2).



4 The main result II: the Lévy-driven case

We begin with the correlation decay. Under Assumption 2.1, the CARMA process Y :=Y (p, L, q)
is strictly stationary and has causal stationary representations (2.12), as that mentioned in Section
2.

We assume that the Lévy process L given in (2.1) has no Gaussian part, i.e. a®> = 0, and that
we denote the drift part by bt and the Poisson random measure of the jump part by N(ds,dx) for
which the intensity measure is ds () v(dx). From now on, we always use 7 to denote the following
finite and positive quantity,

B(N\i)
aM ()]’

y:i=p sup
€{1,....,p}
by which we bound g as 0 < g(u) <+, Vu > 0.

We start with two lemmas; the second one is the moment generating function of Y, namely the

moment of Z = eY.

Lemma 4.1 Let g the kernel given in (2.7). For every t > 0 it follows that

0 0
/ g(t — u)du < Me M2t / G2t — u)du < Mze Mat,

—0 —00
t t
/ g(t —u)du < Ms, / g (t — u)du < Mg,
0 0
where M;, 1 =1,...,6 are some positive constants.

Lemma 4.2 LetY := Y (p,L,q) and the kernel g as in (2.7). Assume 2.1 and 2.2, and suppose,
for a given 8 > 0, that

/ % ry(de) < 0o and / |z|v(dz) < 0. (4.1)
r>1 r<—1
Then, for each t > 0 we have

E[e™ Y] = E[(Z(1))’]

= exp {Gb /_too g(t — s)ds}
X exp {/_;/R lexp(0g(t — s)x) — 1 — Og(t — )@y <1y] V(dx)ds} : (4.2)

We state the covariance decay of the exponential process Z as follows.

Proposition 4.1 Let Z := {Z(t)}i>0 := {€¥ W }i>0 be the exponential process associated with the
CARMA process Y (p, L,q). Assume 2.1 and 2.2, and suppose that the Lévy measure v of L satisfies

/ e yy(dr) < oo and / r?v(dr) < oo. (4.3)
z>1 r<—1
Then, there exist positive constants cy and ci such that

0 < Cov(Z(0),Z(s)) < cpe” 1* (4.4)

for all s > 0.



Due to the stationarity the same result holds for Cov(Z(t), Z(t+s)),t € R. At here the assumption
on the Lévy measure is stronger than that in Lemma 4.2; yet, this is needed for the existence of
E[Z(0)Z(s)].

Remark 4.1 (1). Proposition 4.1 extends the previous OU-type case (p = 1,¢q = 0) [2, Proposition
1] to the general CARMA-type, and its proof in Section 5 also corrects the previous flaw. Moreover,
it now only requires the exponential decay of the Lévy measure v(dz) on x > 1 and the second
moment on x < —1.

(2). In [16, Remark 5.1], the authors also obtained the exponential decay of the covariance function.
However, their condition on the Lévy measure (in their Propositions 4.3 and 4.4) is stronger than
ours, and we are able to show the positivity of the covariance function which is not achieved by
their method. The positivity of the covariance function is important in both the applications to the
telecommunications (see Section 6 below) and to the volatility clustering (see, for example, [22]).
(3). If we replace (4.1) and (4.3) with a stronger condition, namely suitable exponential decay
of the Lévy measure v(dz) as x tends to both +oo, then Proposition 4.1 can be valid without
Assumption 2.2.

(4). The covariance decay of Z = €Y is closely related with quantity

U(1,02;t) = Ele' Y O+02Y )] _ gl Y ) pleihY O] o0 < 6,60, < 0,

in [24, p.212 and pp.580-581], which characterizes the mixing property of any stationary infinitely
divisible process. Thus, we can apply and assert that Y (p, L,q) is mixing, suppose that the ex-
ponential integrability imposed on the Lévy measure v(dz) is valid for whole range 6. In this
aspect, we mention that: in [16, Theorem 3.1(i)] the authors prove, by a suitable application of [20,
Theorem 4.3], that both Y and Z can be strongly mixing, under somewhat different conditions.

Now we present the harder estimate, the expected maximum increments of the exponential

process Z = eY .

Theorem 4.1 Let Y :=Y(p,L,q) and the kernel g be as in (2.6). Assume for a given 6 > 0, that

/ 2% xu(dr) < oo and / 22 (dr) < oo. (4.5)
>1

rz<—1

Then, for to > 0 small enough, there exists a positive constant C such that

B [ max |(Z(1))" - <Z<o>>9|] XN

0<t<to
Here C depends on the kernel g and Lévy measure v(dx) and drift parameter b.

Remark 4.2 1. As one may see from the proof given in the next Section 5, what we require on
the kernel g for Theorem 4.1 is that |g(u)| < «,Vu > 0 (may also allow g to be £). This can be
achieved, for example, when Re(\;) < 0 (yet not necessarily all A\; are distinct), as one may see in
a general expression for g given in [29]).

2. Theorem 4.1 is still valid when the Lévy triplet has Gaussian part; we simply combine Theorems
3.1 (with H = 1/2) and 4.1 and use the Lévy-It6 decomposition theorem. We leave it to readers
for the detail.



5 Proofs

Proof of Lemma 3.1.
Since the distribution of (Y(0),Y(s)) is a bivariate Gaussian, its moment generating function taken
at 1 yields

E[Z(0)Z(s)] = Ele"©*)
1 /
= exp{Q(l,l)Z(Ll) }7

where

z:( Var (Y(0)) COV(Y(O),Y(S)>>
Cov (Y(0),Y(s)) Var (Y (s)) ’

Then by using Cov (Y(0),Y(s)) — 0 as s — oo and e =) > z"/n! for |z| < oo, we have
Cov (Z(0),Z(s))
— exp{Var (Y/(0))} [exp {Cov(¥(0), ¥ (s))} — 1 (5.1)

(Cov (Y (0), Y(s)))* ;. (Cov (Y(0),Y(5))’
2! 3!

= exp{Var (Y (0))} [Cov(Y(0),Y (s)) + o ({Cov(Y (0),Y (s))}?)] .

= exp{Var (Y(0))} [Cov(Y(0),Y(s)) +

O
Proof of Lemma 3.3.
Without loss of generality set ¢ = 1. By Assumption 2.1 we use the fact Re()\;) < 0 for all
i = 1,2,...,p without mention. The increment has the following form via the integral by parts
formula (see Theorem 2.21 of [30]).

) s 0
Y(s)—Y(0) = Zaﬁ()?i) ( /_ N M= (u) — /_ N e_’\i“dBH(u)>
)
(Ai)

p
=1
p

B\
- Zau) .

=1

(B +x [N 0B wau+ (@ - 1¥0).

where for simplicity we denote f_ooo e~ tdBH (u) by Y;(0). Take absolute value of this to obtain

ofg?x))’ ('Bﬂ<s>r + e (B ()| 2L (GRes )

Y(s)-v©O) < Y e Re(\;)
i—1 o '

+(1 = eRe“i)s)\Yi(O)!)

<c (|BH<s>r + max |B(w)|(1— ) + (1= ) m<o>|) ,

B s ‘ and p = inf; Re()\;) < 0. Take m-th product of this to get

where C' = psup,; a@ () Re(N)

Y (s) = Y(0)[™

10
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k P
<om Y B b { s 1B w0 - o)} {“‘GW)Z'W'}
Sus i=1

Jtk+l=m;j k>0

i VA
m m! Jtk . P
=¢ 2. h <o@3§s |BH(“)|) (1= et (Z v;(0)] | -

j+k+l=m;j,k,£>0 i=1

Moreover, taking expectation of maxima of this, we have

E [max Y (s) — Y(O)]m]

0<s<r
! P ¢
m m! H itk s\k+¢
< e J ; T,
<cm Y B | max B ) (Z m<0>r> (L—em)+ (5.2)
J+k+€=m;j,k >0 i=1
Let Y(0) := f?oo e "5dBH (s) with n = sup; Re(\;) < 0. To analyze expectation is (5.2) we start to
bound E[|Y;,(0)|?], n =1,...,p by E[|Y(0)*]. Define the real and the imaginary part of Y;,(0) as

Y,(0) = / "~ GImO)FRe()ug (u)
_ / D RO g (Tm(, Ju) B () — i / D RO i (A ) B (1)
= R_YO;(O)—Z'IYn(O), n=1,...,p. -
Noticing |¥;,(0)|? = (RY,,(0))? + (IY;,(0))? we have
B[[Ya(0)*] < 227" (E[(RY.(0))*] + EI(TRn(0))*]) -

Since RY;(0) and IY,(0) are both Gaussian and their variances are smaller than E[|Y (0)[?], we
further bound E[|Y,(0)|%] as

E[|Y,(0)2] < 2% E[|Y (0)|*] < 2%°(2¢ — 1)1 M, (5.3)

where M; = y/Var(Y(0)). Due to this together with Lemma 3.2, the expectation in each term of
the sum is bounded as

l
p
H/ \j+k :
E | max |B () (;mm)\)

p
H (y\[2(+k) 201 (0)12¢
| g 157 20 NE P 3 0) ]

< \/E [max BH(u)P(j“‘k)] \/E [(227)%’?(0)’%]

0<u<s

< \/2(2(j + k) — D)Np2HG+k) \/(% — 1)1(2pM7)?!
\/2j+k(j +k)!rzH(jJrk)\/Qég!(Qle)Qe
= /(G + k) (V2rfy R ayv/2ph ). (5.4)
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Here M; depends on the parameter H and n by the definition. However since H € [%, 1), we can
make M, to attain a certain bound regardless of H. In fact

00 ’m|1—2H

— I'(2H + 1) sin(nH)
— 9.2 —
Var(Y (0)) = 20 CH/ R dx, cg= 5 .

Note that as H T 1 the integral diverges, but simultaneously ¢y | 0 in the same rate. Therefore,
we conclude that Var(Y(0)) is bounded regardless of H € [3,1).
Now substituting (5.4) into (5.2) and dividing by m!, we have
Emaxo<s<r [Y(s) — Y(0)|™]
m!

m! (j+ k)‘ ?!
— / Z | 141
J+k+l=m;j.k, €>0 Kl

SVﬁCW{¢%H+V%ﬁﬂ—dﬂ+@J%Mﬂl—Wﬂyn

(V2rf) (Vart (1 — ') (2v2pMy (1 — %))

v sl iY

Here we observe that (1 —e#®)/rfl < |u| for any 0 < s <7 and any H € [3,1) and that ¢™/m! < e°
for any ¢ > 0 and any m = 1,2, .... Hence we can take a universal constant C'(A) > 0 and obtain
Emaxo<s<r [Y(s) — Y(0)|™]

Hm
" < C(N)r

O
Proof of Theorem 3.1.

Once we have Lemma 3.3, the proof of the theorem can be proceeded exactly as that of of Theorem
2.1 in [21]; thus we omit it. O

Proof of Lemma 4.1.
The expression (2.7) of g yields

p
B(A
= 200

=1

lg(t — u)|

P
1 Re(Ai)(t—u)

Then, since we assume that Re(\;) < 0,7 = 1,...,p, the results are obtained by basic calculations.
O

Proof of Lemma 4.2.

Since g¢ is a non-negative bounded continuous function with ¢ € L' N L?, due to approximation

Lemma in [13, p.91], we may take a step function g,(z) = 327 ail(s; s;,,](®), where a; > 0, i =

1,...,nand —0o < s1 < 89 < -++ < 8, < oo such that
gn(x) < gn-‘rl(m) < g(x)v
lim g,(z) =g(z) ae. and g, —g € L'NL>
n—oo

Let Y, (t) = ffoo gn(t — u)dL(u), then by [25, p.165], with the drift b and without the Gaussian
part at there, we see that

[ 0" gnlt— u)dL(u)]

12



t t
= exp {Gb/ gn(t —u)du + / /R[eeg”(t“)‘r —1—0g,(t — u)xlﬂwgl}]u(d:z)du} . (5.5)

—00

The integrand of the last integral is bounded by

62" o (t — ) Pl *Lyjai<ay + Olgn(t — w)]|2| (eml{vl} + 1{x<—1})

< 02" g(t — u) Pl 1 jpy<1y + 09(t — w)a] (eawl{ml} + 1{:c<—1}> :

which is integrable. Hence by the dominated convergence theorem the right hand side of E[e’ JZ o gn(t=w)dL (“)]
converges to (4.2) and (4.2) is continuous at # = 0. Then due to definition of stochastic integral,
(4.2) is turned out to be the moment generating function of Y. 0

Proof of Proposition 4.1.
Due to the expression (2.13), where X (0) and {L(t)}+>0 are independent, it follows that

Cov(Z(0), Z(t))
= E[e¥YO+Y () _ BleY O] B[eY O]

— B[P XO+5 M X0 [exp { /0 tg(t - U)dL(U)H

5 [7x0] p 7 x0] ey { ol warw})
= len{ [ gt - wize ] (& [#x000x0) _ g [730] gt x0])

I I

We begin to see the calculation of the quantity I. By Lemma 4.2 and Taylor expansion it follows
that
t ¢
exp {b/ g(t —u)du + / / )eg(t_“)x —1—g(t— u)a:l{mgl}‘ V(da:)du}
0 0 JR

t t
exp{b/ g(t—u)du—i—// eIl 24— )| 2v(d)du
lz|<1
// glt-u)e tu:cvdazdu+// g(t —u)|z|v (dz)du}
t
exp b/ g(t—u)du—l—/ gz(t—u)du/ eV |z|*v(dx)
0 0 lz|<1

—i—/otg(t — w)du </x>1 " au(dz) + /x<_1 \xyu(dx)> } |

Here in the second step we use the inequalities;

=
IN

IN

IN

e*—1<e®r and 1—-e* <z, x2>0. (5.6)

In view of Lemmas 4.1 and 4.2, the quantity I is proven to be bounded uniformly in ¢. Again by
Lemma 4.2 we have

E[ef (IF+e*)X(0))
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oo [ (ot -+ g-w)an
X exp { /_ (; /R [elott=u)to(—u)e _ 1 _ (gt — y) + g(—u))x1{|$|§1}]1/(dm)du}

and
E[eﬁ’X(O)]E[eﬁ/e"“X(O)}

oo [ (ot + g-w)an

0
X exp {/ /[eg(‘“)x —1- g(—u)xl{ug}]V(dfc)dU}
—oc0 JR
0
X exp {/ /[eg(t“)x —1—g(t— u)x1{|m|<1}]y(dw)du} .
—oo JR
Thus we have

m = exp{b/o (g(t—u)+g(—u))du}

—00

Ha
[exp {/ / gltmu+g(u)e _ po(-ue _ polt-w)z | 1]1/(dx)du} — 1]

IIb

X exp {/ / s q g(—u)xl{x|<1}]u(dx)du}

IIc

0
com{ [ [ 1ttt
—oo JR

I1d
We study 11, I, and 11, and II; in order. Due to Lemma 4.1, the quantity II, is bounded uniformly
in t. Again by (5.6) it is easy that

II, := exp {/ / (eIt _ 1)(e9(-w)z _ l)u(dx)du} —

< exp {/ / eIt g ) - 90T g () |2 Pu(d)du
—oo J|z|<1
0 0
+/ / eIt~z o ) gu(dx) + / / g(t — u)|x|u(dm)du} -
—o0o Jx>1 —oo Jr<—1
0
< exp {/ g(t - U)dU/ (7627'x||$|21{|x|<1} + egm‘ﬂ{xx}) v(dz)
—0o0 R

+ /io g(t — u)du /x<1 |:c\y(dx)} 1

Here in the second inequality we use (5.6). Then due to Lemma 4.1 and Taylor expansion we have

0
IT, < exp {c/ g(t — u)du} —1<de ", (5.7)

—00

14



where ¢, ¢ and ¢” are some positive constants. Next we see the boundedness of II. and II;. Since
proofs are similar we only show the boundedness of II.. Again by Lemmas 4.1 and 4.2 with (5.6)
we have

log I1, < / /|x<1 el (g(—u)z)? v(da)du
/ / g (ujav(da)d
+/_OO /:r:<—l 1—eg<*“>f> v(dz)du
< /_iogQ(—u)du/lx§167|x||x|2y(dx)

+ /_ (; (=) du ( / | Tav(d) + / B |x|u(dm)> < 0.

The same calculation holds for II;, and II. and II; are turned out to be bounded uniformly in t.
Hence with boundedness of I and II,, the equation (5.7) yields the results. O

Proof of Theorem /.1.

In the following proof, the ¢,c,c”,C,C’,C", etc, will denote positive constants for which the exact
values are irrelevant and may vary from line to line. By the Lévy-type stochastic integral of Y in
Section 2 (recall that we have assumed there is no Gaussian part), for ¢t > 0,

Y(t) = petX(0)+ /0 g(t —u)dL(u)

where g is the CARMA kernel defined in Section 2. The Lévy-Itd6 decomposition for L mentioned
in Section 2, written in the differential form yields,

dL(s) = bds + /

lz|]<1

«N (ds, dz) + / xN(ds, dz).
|z|>1

This together with the state equation (2.4) gives

dY (1) = (ﬂ’AeAtX(O) + /0 t Jt— s)dL(s))dt + g(0)dL(t)
= [ AX (t)dt + g(0)dL(t)
= (BAX(0) + g0t + 9(0) [

|z|<1

N (dt, dz) + g(0) / N (dt, dz),

|z|>1

where g(0) = 3'd,. We apply It6’s formula for Lévy-type stochastic integrals, as that in [1, p.226,
Theorem 4.4.7] with f(x) = €* to obtain

t
Y (1) _ Y (0) / 0’ =) (3 AX (s—) + g(0)b)ds

+// S)+00)) _ Y ()N (ds, d)
\m|>1

+ // “)H9(0)2) _ YN (ds, dz)
\x|<1

15



/ / +9O2) _ OV (52) _ gg(0)zet 5| (da)ds.
\ac|<1

We rearrange the above expression to get the following semimartingale decomposition, confer [1,
p.252],
Y YO = M) + V (1),

where the martingale part M (t) and the finite variation part V () are, respectively, expressed by

t
:// eey(s_)(eeg(o)r—I)N(ds,dx)
0 JzeR

V(t) = /t {eey(s*) (Gﬂ’AX(s—) +6g(0)b +/ (9907 _1)p(dx)

0 |z|>1

and

T /M(eeg@x — 1= 0g(0)x)u(dr) ) }ds.

We estimate the expected maximums of M and V separately.
(i) Estimate for F[maxo<i<s, |V (1)]].
Due to a basic inequality |e¥ — 1 — y| < ¢(y?/2) and inequalities (5.6) with Fubini’s theorem,

E [max 1V ( )]]
0<t<to

< /0 {QE[eey(s_)!ﬁ'AX(S—)H + E[eey(s_)]@g(o)\b\ + 59292(0) /|x|<19021/(d$)
+2 /:c>1 My (dx) + 09(0) /:c<—1 \x!u(dm)) }ds.

We observe that s — Y (s—) is also strictly stationary, E[f(Y (s—))] = E[f(Y(s))] = E[f(Y(0))]
for each nonnegative f and each s by the left-quasi-continuity of the Lévy process L. Therefore,

E [ max |V (t ] /to ( \/E e20Y 0 E[(8/AX(0))2] + E[eeY(O)]C’)ds < "t.

0<t<tp

(ii) Estimate for E [maxo<i<¢, |M(t)]].
By the Burkholder’s inequality for martingale with jumps as that given in [6, p.213] with p = 1
there, we have, for each tg > 0,

B | max M) < B [M10)] < 'V
0<t<tg
where [M] denotes the quadratic variation process of the martingale process M; we have also used
a basic inequality that E VV <V EV for every nonnegative random variable V. By the quadratic

variation of stochastic integrals, see [1, p.230] without the Gaussian part there, and our expression
of M(t) given above, we have

to
M](to) = / / 20V (57) (290 _ 1) N (ds, dx).
0 z€eR
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Since the process s — Y (s—) is a left-continuous process, by the compensation formula as that
given in [18, Theorem 4.4], we have

E[[M](to)] = /0 v / . E [V ] (2907 —1)%y(dx)ds.

As we have argued in the proof of the drift part (i), for each s, E[eQGY(S*)] = E[ezey(o)]. Under
our integrability assumptions on v(dz), similar calculations as before show that

/ (egg(o)x - 1)2y(d:p) < 0.
zeR

Thus,
E [ max |M(t)|] < C'\E[[M](ty)] < C" /1.

0<t<tg

As a consequence,

oY (t) _ 0Y(0)|| < <o ,
B |gma, 17 — e ']—EL@%@'MW*EL@%@‘W”@—Cmm,

which is of O(y/ty) as tg is small. 0

6 Concluding remarks

We have presented the study on the exponential process

Z = {Z) e = {¥ D}ier,

where Y is Y(p, H,q) and Y (p, L, q), the CARMA (p, q) process driven by FBM and by LP with
exponential moments, under Assumptions 2.1 and 2.2. In this concluding section, we discuss its
advantageous role in stochastic modelling of finance and telecommunication.

(1) Telecommunication: In this context, we work on the normalized exponential CARMA-type

process
Z(t) = ey(t)_c,

where the constant ¢ = Ee¥(®) so that the resulting Z (t) is a positive-valued stationary process
with mean 1 (we may choose ¢ so that the mean of Z(t) is any prescribed positive quantity). In view
of the burst phenomenon of internet traffic, it is studied in [19] the infinite product of a re-scaled
“mother process” A. The A is any mean 1, positive-valued, positive-correlated stationary process,
for which the correlation decay (as time-lag tends to oco) and the expected maximal increments (as
time-lag tends to 0) are both of a certain power-decay. The exponential FBM driven OU-type
process and the exponential LP driven OU-type process, respectively in [2] and [21], are used to
model such a mother process. We would propose to use the Z (t) as a more general mother process
to create the infinite product; one advantage of the CARMA-type process over the OU-type process
in this situation should be that we can have more adjusting parameters p, q to fit the multifractality
of the various burst measures.

(2) Finance: In a very recent work [16], the authors use the exponential CARMA-type process
driven by a Lévy process to study the leverage effect between the stock return and the volatility
for continuous-time financial markets with jumps. Their §3 has features on: (i) the construction of

17



a proper return process via the underlying Lévy process L and the volatility exponential CARMA
process driven by the derived Lévy process M, and (ii) the leverage of the return and the volatility
conditioning on the jumps of L. As the long memory property of financial markets is well recognized
(see, for example, [14]), it seems worthwhile to study [16] with fractional Brownian motion as the
underlying process. However, both above features and related analysis seem not readily achieved;
the issue will be addressed elsewhere.
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nation and helpful comments.
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