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Abstract

This article presents a weak law of large numbers and a central limit theorem for the
scaled realised covariation of a bivariate Brownian semistationary process. The novelty
of our results lies in the fact that we derive the suitable asymptotic theory both in a
multivariate setting and outside the classical semimartingale framework. The proofs rely
heavily on recent developments in Malliavin calculus.
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1 Introduction

Within the realm of stochastic processes that fail to be a semimartingale, the recent
literature has devoted particular attention to the Brownian semistationary (BS8S) process, a
process that has originally been used in the context of turbulence modelling in Barndorff-
Nielsen and Schmiegel (2009), but has been subsequently employed as a price process in energy
markets in Barndorff-Nielsen, Benth, and Veraart (2013). The BS8S process in its most basic
form can be written as:

¢
Y= / g(t — 8)os dWs,
—0o0

for a deterministic kernel function g, a stochastic volatility process o and a Brownian motion
W. Pakkanen (2011) proved that B88 processes have conditional full support and thus may
be used as a price model in financial markets with transaction costs. Also, BS8S processes
can be used in the context of option pricing, through the modelling of rough volatility (see
Gatheral, Jaisson, and Rosenbaum (2014) and Bayer, Friz, and Gatheral (2016)). In this
context, Bennedsen, Lunde, and Pakkanen (2017) present a hybrid simulation scheme used in
Monte Carlo option pricing.
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Its spreading use in applications has led to many theoretical questions, some of which have
only recently obtained an answer.

Still, the stochastic-analytic properties of the Brownian semistationary process are not
yet completely understood. The univariate case has been studied in detail, and in particular,
numerous papers have been published that deal with its asymptotic theory of multipower
variation.

The theory of multipower variation for semimartingales was first introduced in Barndorff-
Nielsen and Shephard (2004b) and expanded in several subsequent papers (see Barndorff-Nielsen
and Shephard (2006), Barndorff-Nielsen, Graversen, Jacod, Podolskij, and Shephard (2006),
Barndorff-Nielsen, Shephard, and Winkel (2006), Kinnebrock and Podolskij (2008), Jacod
(2008), Lepingle (1976), Vetter (2010)). One of the main applications of multipower variation
is the construction of robust estimators that allow to disentangle the impact of the jump risk
from the stochastic volatility risk in the price of financial assets.

Outside the semimartingale class a general theory seems to be impossible to achieve and
results have to be proved for the particular collection of processes under consideration. For the
univariate B8S process, one can see for example Barndorff-Nielsen, Corcuera, and Podolskij
(2011) with their study of multipower variation through Malliavin calculus and the more recent
paper Barndorff-Nielsen, Corcuera, and Podolskij (2013) which deals with the multipower
variation of higher order differences of the BSS process in order to estimate its smoothness.

In the present paper, we define and work with the bivariate Brownian semistationary
process. The introduction of a second dimension greatly increases the complexity, but also
allows for novel possibilities in terms of modelling dependence. Given the importance in
practical applications of the Brownian semistationary process, the first natural result in
the multivariate theory must be a limit theorem allowing inference to be performed on the
dependence between two components.

In the semimartingale case, inference on the dependence can be performed through
the quadratic covariation between two processes. Applying the same ideas to this setting
immediately poses the question of whether the quadratic covariation can be successfully defined
between two BSS processes. There are very few results in the literature concerning quadratic
covariation between two non semimartingales. As an example, Follmer, Protter, and Shiryaev
(1995) deal with this problem, but they only consider [X, F'(X)], where X is a semimartingale
and F' is an absolutely continuous function with square integrable derivative. In this case
F(X) is not necessarily a semimartingale, while X always is.

We instead propose the study of [Y(l), Y(z)], when both Y1) and Y@ are BSS processes
and are not semimartingales. Hence the aim is to show convergence of an appropriately scaled
version of the following realised covariation process:

[t
3 <Y§1) ~vH ) (Yf” - Y}?) . (1)
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A weak law of large numbers in such a setting has recently been obtained in Granelli
and Veraart (2017). Here, we tackle the arguably more difficult case of deriving a suitable
central limit theorem. Central limit theorems for processes are results which are usually
hard to prove, and techniques to prove them vary from case to case. The most celebrated
result of this kind is Donsker’s theorem, which states that an appropriately scaled, symmetric
random walk converges weakly to Brownian motion (a standard reference is Billingsley (2009)).
The high frequency limits of semimartingales are typically processes with a mixed Gaussian



distributions, and these central limit theorem results are typically stronger than the standard
ones that only state weak convergence in the Skorokhod space, in order for statistical inference
to be performed in a feasible way. They instead involve stable convergence of processes,
which involves proving weak convergence in an extended sample space, where typically a new
Brownian motion lives, which is independent from the original processes. We will see that
such results can also be obtained in our more general non-semimartingale setting.

The methods we use in our proofs rely heavily on the powerful Fourth Moment Theorem
which was proven in Nualart and Peccati (2005). Their theory was developed by combining
Stein’s method with Malliavin calculus. The most comprehensive reference on the subject is
the monograph Nourdin and Peccati (2012).

The outline of the remainder of this article is as follows. Section 2 introduces the notation
and defines the bivariate Gaussian core and the bivariate Brownian semistationary process.
Moreover, we formulate assumptions which ensure that we are outside the semimartingale
setting (since the corresponding theory is well-known in the semimartingale framework).
Section 3 gives a brief self-contained summary of the key concepts of Malliavin calculus and the
celebrated Fourth Moment Theorem needed for proving our results. The main contributions
of our article can be found in Sections 4 and 5, where we state the central limit theorems
for a suitably scaled version of the realised covariation of a Gaussian core and a Brownian
semistationary process, respectively. Section 6 concludes. The proof of the central limit
theorem in the case of the Gaussian core is presented in Section 7, and in the case of a
Brownian semistationary process in Section 8.

2 The setting

Throughout this article we denote by (£2,.%,.%;,P) a filtered, complete probability space
and by B(R) the class of Borel subsets of R and we consider a finite time horizon [0, T for
some T' > 0.

We will assume that (£2,.%#,.%;,[P) supports two independent .%;-Brownian measures
WO, W@ on R, for which we briefly recall the definition.

Definition 2.1 (Brownian measure). An .%;-adapted Brownian measure W: 2 x B(R) — R
is a Gaussian stochastic 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 [t,4+00), then W(A) is
independent of F.

Let us first define the so-called bivariate Gaussian core, which is in fact a bivariate Gaussian
moving average process with correlated components.

Definition 2.2 (The Gaussian core). Consider two Brownian measures W) and W) adapted

to % with th(l)th(Q) = pdt, for p € [—1,1]. Further take two nonnegative deterministic
functions gV, g € L2((0,00)) which are continuous on R\ {0}. Define, for j € {1,2},

- t . .
G’Ej) = / g (t —s)dwl).
Then the vector process (Gi)i>0 = (Ggl), G§2)):20 is called the (bivariate) Gaussian core.

If we add stochastic volatility to the Gaussian core, then we obtain a bivariate Brownian
semistationary (B88) process defined as follows.



Definition 2.3 (Bivariate Brownian semistationary process). Consider two Brownian measures
WO and W adapted to F, with th(l)th(Q) = pdt, for p € [—1,1]. Further take two
nonnegative deterministic functions gV, g®) € L%((0,00)) which are continuous on R\ {0}.
Let further oW, 52 pe cadlag , Fi-adapted stochastic processes and assume that for j € {1,2},

and for all t € [0,T): ffoo g2t — s)(fgj)2 ds < co. Define, for j € {1,2},
t
v = / g (¢t = 8)o) aw ),

—0o0

Then the vector process (Y¢)i>0 = (Yt(l), Yt(2))2—20 is called a bivariate Brownian semistationary
process.

2.1 Technical assumptions

Let us now introduce a few working assumptions. Most of them are standard and already
appear in similar forms in the literature, for example in Corcuera, Hedevang, Pakkanen, and
Podolskij (2013).

2.1.1 (Non-) semimartingale conditions

As mentioned in the introduction, we are exclusively interested in the non-semimartingale
setting since the corresponding asymptotic theory for semimartingales is well established in the
literature, see e.g. Protter (2005); Barndorff-Nielsen and Shephard (2004a). It turns out that
the (non-) semimartingale property of G) or Y9) (for j = 1,2) depends on the properties of
the functions g@).

Let us for a moment suppress the superscripts and write Gy = ffoo g(t — s)dWy for a

univariate Gaussian core. Consider the filtration (9}W’°°> which is the smallest filtration
>0

with respect to which W is an adapted Brownian measure and recall the classical result due
to Knight (1992):

Theorem 2.4 (Knight). The process (G¢)i>0 is an ﬁtw’oo—semimartingale if and only if there
ezists h € L*(R) and a € R such that: g(t) = a + fg h(s)ds.

In the case of a univariate Brownian semistationary (B88) process given by

t
Y; = / g(t — s) osdWs, (2)

—00
Barndorff-Nielsen and Schmiegel (2009) derived the following sufficient conditions for a B8§
process Y to be a semimartingale:

Theorem 2.5. Under the assumptions that (i) g is absolutely continuous and g' € L?((0,00)),
(ii) lim,_,o+ g(x) =: g(0T) < oo, (i) the process g'(—-)o. is square integrable, then Y; defined
as in (2) is an F, " -semimartingale. In this case Y; admits the decomposition:

t l
Y; = g(0T)W, +/ dl [/ gl —s8)osdWy| .
0

—00



Let us now return to the bivariate case and formulate conditions which ensure that the
bivariate processes G,Y are not semimartingales. This can be achieved by relaxing the first
two assumptions in Theorem 2.5 since both assumptions are necessary for GU) to belong to
the semimartingale class (see Basse (2008)) for j = 1, 2.

Assumption 2.1. For j € {1,2}, we assume that g9 : R — RT are nonnegative functions
and continuous, except possibly at = = 0. Also, g (x) = 0 for z < 0 and g\ € L? ((0, +o0)).
We further ask that g9) be differentiable everywhere with derivative (g(j))/ e L*((bY), 0)) for

some bl9) > 0 and ((g(j))’)2 non-increasing in [bY), 0o).

In the following we will set b = max{b(1), 5}, then (g(j))/ € L?((b,0)) and ((g(j))’)2 is
non-increasing in [b, 00) for j = 1,2.
It is important to note that we are not assuming that (g(j ))/ € L*((0,00)) in order to exclude

the semimartingale case. In particular, we must have that, for all € > 0, sup,¢(q ) (g(j) )/ (z) =
00.

2.1.2 Technical assumptions for the cross-correlations

We need some additional technical assumptions to control the terms arising in the covaria-
tion between the two components of the bivariate Gaussian core and the bivariate BSS process.
Such assumptions will be formulated in terms of slowly varying functions, for which we briefly
recall the definition, see e.g. Bingham, Goldie, and Teugels (1989).

Definition 2.6 (Slowly and regularly varying function). A measurable function L: (0,00) —

(0,00) is called slowly varying at infinity if, for all A\ > 0 we have that limg;_,o LL(()X)) =1 A
function g: (0,00) — (0,00) is called regularly varying at infinity if, for = large enough, it
can be written as: g(x) = :(:5L(ac), for a slowly varying function L. The parameter  is called
the index of regular variation. Finally, a measurable function L: (0,00) — (0,00) is called
slowly varying at zero (resp. regularly varying at zero) if z — L (%) is slowly varying (resp.
regularly varying) at infinity.

For 4,5 € {1,2}, we write p; j = p for i # j and p; ; = 1 for i = j. Also, let us introduce
the functions mapping R™ into RT, with 4,5 € {1,2}:

RUA() :=E [(GE” = ij)ﬂ =l ; + Hg(j)H; —2E |GG (3)

We note that we can write
ROD(E) = oy + 25 [ (0@) = 9 (e + )9 ),
0
where C ; := ||g(i)|’iz + Hg(j) Hiz —2pij [o° g9 (2)gY) (x)dx, where in particular C;; = 0. This
enables us to formulate our next assumption.

Assumption 2.2. For allt € (0,T), there exist slowly varying functions Lg’j)(t) and Lg’j)(t)
which are continuous on (0,00) such that

ROD () = Cij + pigt® " HOOHLED @) ford,j e {1,2}, (4)



and

SR (@) = o™ VL0, fori g e {1,2),
where 5,63 € (=1, 1)\ {O}
Also, if we denote Ly ’J) \/L ”) ), we ask that the functions Léi’j) (t) and

Lg ’j)(t) are such that, for all >\ >0, there exists a HJ) € R such that:

LS (At)

t—0+ L(Om)(t)

and that there exists b € (0, 1), such that:

(1.9)
limsup sup {/?7)@) < 00. (6)
z—0t ye(z,zb) LOZ7J (.%‘)

In this situation, the restriction 6¢) € (—1,0) U (0, 3) ensures that the process leaves the
semimartingale class.

Remark 2.7. A consequence of Assumption 2.2 is that:

VREDOROD (1) = 49119 1),

where ﬂg’j)(t) is again a slowly varying function at zero which is continuous on (0,00).

Example 2.8. In the univariate case, condition (4) reads (suppressing superscripts):
R(t) =21 Lo (). (7)

The so-called Gamma kernel given by g(x) = e_)‘x:rél{xw}, for A > 0,0 > —%, has attracted
attention in applications (both to turbulence and finance), see for instance the review paper by
Barndorff-Nielsen (2016). In the case when § € (—3,0) U (0,3], g satisfies Assumptions 2.1
and condition (4), see Barndorff-Nielsen, Corcuera, and Podolskij (2011).

Example 2.9. Condition (5) in Assumption 2.2 is satisfied if limy_,o4 L(()i’j)(t) — M0 < o

and limg_,o4 L((]i) (t)L(()j) (t) = NOJ) < oo with ]\]\/{g]]; = HUI) . In the case when i = j, we
have H% =1, so condition (5) is satisfied.

As a consequence of Assumption 2.2, we highlight a fact that will be particularly useful
for our purposes.

Lemma 2.10. Define

@)= [ a0 s+ [ (a4 ) - 000) (87054 0) - g(s)) ds

If Assumption 2.2 holds, then it is possible to show that:

z), (8)



where Lfll’2) is a continuous function on (0,00) which is slowly varying at zero, and oM. 6@ ¢

(—3.3) \ {0}. Moreover, there exists a constant |H| < co such that
L(172)

: i (@)
A 7y (9)

More precisely, H = 3 (HH2 + HZD),
Example 2.11 (Gamma Kernel). If the kernel function is the Gamma kernel:
i (i) A
g()(s):S(S e A 1{320}7

for X >0, 60) ¢ (—%, %) \ {0}, and similarly for g9), then one can show directly that Lemma

2.10 holds, and give an explicit expression for the constant H :

I(=6Mm) r(—6)

1+6)+6() F(% + 5(1'))F(% + 5(9))
r(5—60)r(; -

o (_r(am +1)I(-1—- 60 —6@) 1@ +1)r(—1 -5 — 5<2>)>

A proof of this result can be found in Section 7.2.

2.2 Discrete observations and scaling factor

While the stochastic processes we are going to consider are defined in continuous time, we
work under the assumption that we only observe them discretely which is the case of practical
relevance. Moreover, our asymptotic results rely on so-called in-fill asymptotics where the
time interval is fixed, but we sample more and more frequently. This is in contrast to the, in
time series more widely used, concept of long span asymptotics where the stepsize between
observations stays constant, but the number of observations grows, meaning that a bigger and
bigger time interval is considered in the asymptotic case.

Suppose that we sample our processes discretely along successive partitions of [0,7]. A
partition I7,, of [0, T] will be a collection of times 0 = tg < -+ < t; < tjip1 < -+ <ty =T,
where, for simplicity, we assume that the partition is equally spaced. The mesh of the partition
will therefore be A,, = % and we have lim,,_,o A, = 0.

We will use the following notation for (high-frequent) increments of the stochastic processes
we are considering: For instance, for the process G), we denote its increment by A?G(j ) =
GA, ~ Gl ya,
be represented as

for j =1,2. A straightforward computation shows that the increments can

. (i-1)A, . . 4

a6 = [ (g 1, 5) — g (6 - DA - 5)) aWD)
A | (10)
+ / gV (A, —s) dWY).

(i—1)An
We define the realised covariation as

[nt]

Z APGHANGD) | for n > 1,t € [0,T).

i=1



We know that in the case when G is a semimartingale, then

[t ]
> A G ARG "G, 6P, asn - oo,
=1

where the convergence is uniform on compacts in probability (u.c.p.) and the limiting process
is the quadratic covariation. However, outside the semimartingale framework, the quadratic
covariation does not necessarily exist. Granelli and Veraart (2017) recently considered the
non-semimartingale case and showed that, under suitable assumptions, the (possibly scaled)
realised covariation converges u.c.p. to an appropriate limit which can be viewed as the
correlation between the two non-semimartingale components. In the present work, we would
like to go a step further and prove a central limit theorem associated with the scaled realised
covariation. In order to do so, we need to define the suitable scaling factor. It turns out that
the following choice is appropriate. For j € {1, 2}, set

0 = [E {(A?GU))?} _ \//OOO (gD (s + Ap) — gD (s))? ds + /OAn (99(s))? ds.

(11)

The scaled realised covariation of the Gaussian core is then given by

o ArG ArG®

L

Our aim is now to derive a central limit theorem for the suitably centred and scaled realised
covariation of the Gaussian core. As soon as we have that result, we will generalise it to the
case when the underlying bivariate process is a bivariate Brownian semistationary process
and, hence, also accounts for stochastic volatility in each component.

The key component for proving the two central limit theorems is the so-called Fourth
Moment Theorem, see Nourdin and Peccati (2012). Hence we are going to give a very brief
self-contained introduction to Malliavin calculus in the next section which will then allow us
to formulate the Fourth Moment Theorem.

3 Pathway to the Fourth Moment Theorem

The purpose of this section is to illustrate the background necessary to illustrate the
techniques developed by Nualart and Peccati that led them to proving the celebrated Fourth
Moment Theorem.

We start with an introduction to Malliavin calculus. A good source for this material
is Section 2 of Nourdin and Peccati (2012). A good summary of the necessary tools is also
presented in Corcuera (2012). The standard comprehensive reference for Malliavin calculus is
Nualart (2006).

3.1 Wiener Chaos decomposition

We fix a real, separable Hilbert space 3, with its scalar product (-,-)5 and norm ||-||4 :=

1
(-s-)3.- We denote by X = {X(h): h € H} an isonormal Gaussian process over H defined on



some probability space (§2,.%,P), by which we mean a stochastic process indexed over H such
that E [X (g)X (h)] = (g, h)s, for every f,g € H. We will assume that .# is generated by X.
The first important result is the granted existence of an isonormal process:

Proposition 3.1. Given a real, separable Hilbert space H, there exists an isonormal process
over J.

Proof. See Nourdin and Peccati (2012), Theorem 2.1.1. O

We now introduce the fundamental notion of Wiener chaos, which plays a crucial role in
our derivation of results. First, we recall:

Definition 3.2 (Hermite polynomials). Let p > 0 be an integer. We define the p-th Hermite
polynomial as Hy :=1, for p =0, and Hy,11(x) := cHp(z) — pHp—1(x), for p > 0.

Remark 3.3. This is just one of many equivalent definitions for the Hermite polynomials. See
Nourdin and Peccati (2012), Definition 1.4.1 and Proposition 1.4.2 for alternative equivalent
formulations and characterisations.

Definition 3.4. For each n > 0, ¥, denotes the closed linear subspace of L?(§2) generated
by the random variables {Hy, (X (h)): h € 3, ||h|lqe = 1}. The space H, is called the n-th
Wiener chaos of X.

Wiener chaoses of different order on a Gaussian space are orthogonal as the next proposition
shows.

Proposition 3.5. Let Z,Y ~ .A4(0,1) be jointly Gaussian. then, for all n,m > 0:

n!(E[ZY])", if n=m,

E[Hn(Z)Hn(Y)] = {0 otherwise.

Proof. See Nourdin and Peccati (2012), Proposition 2.2.1. O

The next theorem states the fundamental fact that the L2-space of random variables can
be orthogonally decomposed as a direct sum of Wiener chaoses.

Theorem 3.6 (Wiener-1té chaos decomposition). The following decomposition holds:
oo
L*(2) = P Hn.
n=0
So, every variable F € L?(£2) can be written uniquely as:
o0
F=E[F]+) F,
n=1

where F,, € 3, and the series converges in L?(£2).

Proof. See Theorem 2.2.4 in Nourdin and Peccati (2012). O



3.2 Tensor products

In this section we give a very brief definition of tensor products of Hilbert spaces. The
reference that we use here is Reed and Simon (1975).

Let H; and Hs be two real Hilbert spaces with inner products (-, -)s, and (-,-)g,. For
g € Hy and h € Hy, denote the bilinear form g ® h: H; x Hg — R by:

[g®h‘](xay) = (x,g)(y,h>, (wvy) efH:l XJ{Q-
Let &€ be the set of all finite linear combinations of such bilinear forms.

Lemma 3.7. The bilinear form < -,- > on € defined by:

< g1 ® h1, 92 ® hy >= (g1, g2)3, (h1, ha)ac, (12)
is symmetric, well defined and positive definite, and thus defines a scalar product on &.
Proof. See Reed and Simon (1975). O

The space € with the scalar product < -,- > is obviously not complete. Hence we give
the following definition.

Definition 3.8 (Tensor product). The tensor product of the Hilbert spaces Hy and Hy is the
Hilbert space 3y @ Ho defined to be the completion of & under the scalar product in (12).

Furthermore, we denote by H®" the n-fold tensor product between H and itself.
Symmetric tensors will play an important role in our discussion, and are defined next:

Definition 3.9 (Symmetrisation of a tensor product). If f € H®" is of the form:
f:h1®...®hn7
then the symmetrisation of f, denoted by f, 1s defined to be:
= 1
fi= n! Z ha(l) Q- ®h0(n)a
TES,

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 H,
and is denoted by H®".

A recurrent construction that we will encounter is that of contracting a tensor product,
defined as follows:

Definition 3.10 (Contraction of tensors). Let g = 1@+ ®gn, € H®" and h = h1®- - -Qhy, €
HE™ . For any 0 < p < min(n,m), we define the p—th contraction of g ® h as the following
element of HEMN—P;

9 ®p h = (g1, h1)3c- . (Gp, hp)3cGp+1 @ R gn @ hp1 @ ... gy

Note that, even if g and h are symmetric, their p-th contraction is not, in general, a symmetric
tensor. We therefore denote by g ®ph its symmetrisation.

10



3.3 The derivative operator

In this section we define the Malliavin derivative operator. We will need this to define its
adjoint operator, the multiple integral, that we will use later for the proof of the central limit
theorem.

Let . denote the set of smooth random variables, i.e. of the form:

f(X(hl)ﬂ”'vX(hm))v (13)

where m > 1, f is a test function, i.e. f € C*° and f and all of its derivatives have at most
polynomial growth and h; € H, for i € {1,...,m}.

Lemma 3.11. The space . is dense in L4(S2) for every q > 1.
Proof. See Lemma 2.3.1 in Nourdin and Peccati (2012). O
We need one last technical definition before we can introduce the Malliavin derivative.

Definition 3.12. Given a probability space (£2,.%,P) and a generic real, separable Hilbert
space H, we denote by L1(2,H) = LI(02, F,P;H) the class of those H-valued random
elements Y that are F -measurable and such that ||Y||3; < oo.

We proceed to define the Malliavin derivative of a smooth variable.

Definition 3.13 (Malliavin Derivative). Let F' € . be given by (13), and p > 1 an integer.
The p-th Malliavin derivative of F with respect to X is the element of L%(£2, HOP) defined by:

P . o
DPF .= —f(X(h1), .- . X(hm)) hi; @ - - @ hy_.
‘ Z ale 8.%'2 f( ( 1)? ( m)) 11 ® ® p
11,ensip=1 P

In order for us to define the adjoint of the Malliavin derivative, we need to make sure that
the latter operator is at least closable, or else its adjoint could be defined in too small a subset
of L?(£2,H®P). Indeed, recall the following result from functional analysis (we denote by A*
the adjoint of a linear operator A):

Proposition 3.14. A linear operator A: D(A) — H is closable if and only if A* is densely
defined.

The following theorem establishes the fundamental fact that the Malliavin operator is
indeed closable.

Theorem 3.15. Let ¢ € [1,00), and let p > 1 be an integer. Then the operator DP: ¥ C
LI(2) — LY(02,H®P) is closable.

Proof. See Proposition 2.3.4 in Nourdin and Peccati (2012). O

11



3.4 The multiple integral
We are ready to give the formal definition of the multiple divergence operator 6P.

Definition 3.16. Let p > 1 be an integer. Denote by Dom 0P the subset of elements u €
L2(£2,H®P) such that there exists a constant ¢ satisfying:

[E[(DPF,u)ycer]| < e/ E[F?], (14)
forall F e .

Condition (14) ensures that, for a fixed u € Dom §P, the linear operator F' +— E [(DPF, u)ep]
is continuous from .7 equipped with the L?(£2) norm into R. Therefore it can be extended to
a linear operator from L?({2) into R. By the Riesz representation theorem, then there exists a
unique element in L?({2), denoted 6P (u), such that: E[(DPF,u)gep] = E [F6P(u)]. Thus, we
can give the following definition:

Definition 3.17 (Multiple divergence). The multiple divergence operator dP: Dom 6P C
L2(02,H®P) — L%(92) is defined to be the adjoint operator of DP. That means that if u €
Dom 6P then 6P(u) is defined to be that only element of L*(§2) such that:

E[Fo6P(u)] = E [(u, DPF)ycen]
forall F e .

Finally, we define the multiple integral operator, which is the object we will need the most
in our discussion:

Definition 3.18 (Multiple integral). Let p > 1 and f € H®P. The p-th multiple integral of
[ with respect to X is defined to be I,(f) := 6P (f).

We further write Iy := I for the identity in R.
The connection between multiple integrals and the Wiener chaos decomposition is asserted
by the following theorem:

Theorem 3.19. Let f € H, with || f||4 = 1. Then, for any integer p > 1, we have:
Hp((X(f)) = Ip (f®p) .

As a consequence, the linear operator I, is an isometry from H®P onto the p—th Wiener chaos

H, of X.

Proof. See Theorem 2.2.7 in Nourdin and Peccati (2012). O
In particular, crucially, the image of a p—th multiple integral lies in the p—th Wiener chaos

of X.
We will also make use of the following product formula:

Theorem 3.20 (Product formula for multiple integrals). Let p,q > 1. If f € H®P and
g € H®, then:

L) = S (*) (2 ota-2r s 8.

r
r=0

Proof. See Nourdin and Peccati (2012), Theorem 2.7.10. O
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3.5 The Fourth Moment Theorem

With our arsenal of technical tools, we can start to prepare the statement of the fourth
moment theorem. We begin by stating another very remarkable fact. For a vector of L2-
variables belonging to a fixed Wiener chaos, joint weak convergence to the Gaussian distribution
is equivalent to marginal convergence. More precisely, we have the following theorem:

Theorem 3.21. Let d > 2 and qq,...,q1 > 1 be some fized integers. Consider vectors:

F, = (Fl,m e ,de) = (Lh (an)v s and(fd,n»’ n =1,

with fin € HO%. Let C € #y(R) be a symmetric, nonnegative definite matriz, and let
N ~ A45(0,C). Assume that:

lim E[F, ,Fsy] = C(r,s), 1<rs<d. (15)

n—oo

Then, as n — oo the following two conditions are equivalent:
a) F,, converges in law to N.
b) For every 1 <r <d, F,, converges in law to A (0,C(r,r)).
Proof. See Theorem 6.2.3 in Nourdin and Peccati (2012). O

We can finally present the statement of the fourth moment theorem, which gives us
equivalent conditions for convergence in law when the sequence of variables belongs to a fixed
Wiener chaos.

Theorem 3.22 (Fourth moment theorem). Let F,, = I4(fn),n > 1, be a sequence of random
variables belonging to the q-th chaos of X, for some fized integer ¢ > 2 (so that f, € H®).
Assume, moreover, that E[F2] — 02 >0 asn — oo. Then, as n — oo, the following assertions
are equivalent:

1. F, 5 N(0,0?),
2. limy, 00 E[F}

4] = 302,
3. | fn ®r frllgoca—2n — 0, forallr=1,...,q— 1.

Proof. This is a simplified version of Theorem 5.2.7 in Nourdin and Peccati (2012). O

4 A central limit theorem for the realised covariation of the
Gaussian core

This section focusses on the Gaussian core G as defined in Definition 2.2; we will use the
notation from Subsection 2.2 in the following.

Since G is a Gaussian process, we can apply the Hilbert-space techniques depicted above,
using the Hilbert space of L?-Gaussian variables. To this end, let J{ be the Hilbert space
generated by the random variables given by the scaled increments of the Gaussian core:

(A?G(j)

() > ’
n n>1,1<i<|nt],j€{1,2}

13



equipped with the scalar product (-, )5 induced by L?(£2,.%#,P), i.e., for X,Y € H, we have
(X,Y)3 = E[XY].

Denoting by I; the multiple integral of order d, acting on H®¢, with values in L?(£2), (see
Definition 3.18), we can write:

ApGW ARG ApG® (ARG
o~ o) @ ~ @ )

Tn n Tn n

Recall the definition of the symmetrisation of the tensor product: z®y := % (z@y+y® ).
Using the product formula (3.20), the product of two multiple integrals becomes:

Ara) ArG(2) ArG() ARG ! 1\ /1 ArG) - ArG(2)
o o [ e T ZT!( )< >IHT ROER
™ ™ T T r/)A\T T ™

n n r=0 n

nG) _ AnG®
I P AT
(0 )

ArGM ArGe)
77(11) 77(12)

Rearranging, this yields:

ArGW ArG®
NOECOE

Tn

ArGgW Arg®
(O

Tn

ArGM - ArGR)
= IQ 0 X 7_7(12) .

Tn

Let us hence define the function f: L?(£2) x L?(£2) — R given by f(X,Y) = XY — E[XY],
and the process:

Lﬁ% ; A”G() APG@) Lﬁ% , A“G() AnG)
) 2
7 T V& ) T V& e

4.1 A uniform bound for the covariance

. . ArGl iy A GU)
We can now formulate a uniform bound for the covariance term ") (k):=E [ o) 1+fj)
n

i,
for i,j € {1,2}.
Theorem 4.1. Let € > 0, with e <1 — 060 —§U) | for i, j € {1,2}. Define:

)

rij(k) = (k= 1)27 00+ s

and r; j(0) = r; j(1) = 1. Under Assumptions 2.1 and 2.2, there exists a positive constant
C < oo and a natural number ng(e) such that:

7.7

)(k)‘ < Cry k), fork >0, (16)

for all n > ng(g). Moreover, define pg’j)(()) = pH fori+# j and pg’j)(O) =1 fori=j, and
for anyi,j € {1,2} set

i 1 -

U (k) = 5P <(1<; —1)? — 2% + (k + 1)19) , fork>1. (17)
Then it holds that:

hm T’(,])(m = p((SZ(,Z]))-l—é(J)-i-l(k)? for allk =20, i,5 € {1,2}. (18)

14



4.2 Convergence of the finite dimensional distributions of the Gaussian
core

In order to look at the convergence of the finite-dimensional distributions, let {az}, {bx}
be two increasing sequences of positive real numbers, with ay < by < apy1, and consider, for
any d € N the vector:

(zp - 2Zn

apr

-
ngi B Zled) )

whose generic k—th component is:

RS arc A\ [ o) A _ ArG)
NG Z 2 o @ @ I WV Z Ol ~(2)

i=|nag]+1 Tn n i=|nag)+1 Tn n

Theorem 4.2 (Convergence of the finite dimensional distributions). Take a Gaussian core
as defined in Deﬁm’tion 2 2 Let Assumptions 2.1 and 2.2 be satisfied and suppose that

6 ¢ € (-3, 1)\ {0}, 5C (=3, D\ {0}. Consider f: L*(£2) x L*(£2) — R given by f(X,Y) =
XY — E[XY], and the process:
[nt] (1 [nt]
A"G ) ArGR) A”G( ) _ AnG(2)
A Zf ) Z(z) le ® 1(2)
- o) Vs =

Let {ar},{bx} be two increasing sequences of positive real numbers, with a < by < agy1, and
consider, for any d € N the vector:

7y = (20— 20, 2~ Z0) = (Fin...,Fun)

ai’

Then Zy = N ~ A43(0,C), where C; j = limy, 00 E [F; n Fj ], 1 < 4,7 < d. Finally, the matriz
C is diagonal, and the general j-th diagonal element is equal to C(1,1)(b; — a;), with

2
22(/);;3” 16550 () + (P56 0 () )+<1+p2H2><oo. (19)

In order to compute C(1,1) we remark that the definition of the terms of the form pg’j )(k)
was given in equation (17).
The series in (19) converges absolutely, thanks to Theorem 4.1, as it is bounded by:

o0
42 (k — 1)25<1)+25<2)+2572 7
k=1

which converges if and only if 26() + 262 + 2 —2 < -1 «—= V) + 63 4 ¢ < %, which is
implied by our assumption that 61 € (=1, 1)\ {0},6® e (-1, 1)\ {0}.
4.3 Tightness of the law of the realised covariation for the Gaussian core

As customary when proving weak convergence, we also need a tightness result for the law
of the realised covariation process. This turns out to be a lot simpler than the convergence of
the finite dimensional distributions.
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Theorem 4.3 (Tightness). Let the assumptions as in Theorem 4.2 hold. For alln € N, let
P™ be the law of the process:

ArGg) - ArGE) ] An(;(l) Ang( )
\/*Zf( ) z(2) \/72[2 @) ;
Tn Tn

on the Skorokhod space D[0,T]. Then, the sequence {P"},en is tight.

4.4 The central limit theorem for the Gaussian core

With Theorem 4.2 and 4.3 at our disposal, it is immediate to prove the fundamental
theorem stating weak convergence of the realised covariation of the Gaussian core:

Theorem 4.4 (Weak Convergence of the Gaussian Core). With the same setting and assump-
tions of Theorem 4.2, we obtain:

ArGMH ArGg)
1) )

Tn Tn

p A"GU>A"G()
v D

) N (\/BBt) . (20)

te[0,7)
te[0,7

where By is a Brownian motion independent of the processes GV, G2, g = C(1,1) from (19)
and the convergence is in the Skorokhod space D[0,T] equipped with the Skorokhod topology.

5 A central limit theorem for the realised covariation of the
Brownian semistationary process

The weak convergence result for the Gaussian core obtained in the previous section is the

cornerstone needed to obtain the general central limit theorem for a Brownian semistationary

process Y, which includes stochastic volatility in each component, recall Definition 2.3.
We will need two additional assumptions:

Assumption 5.1. We require that, for k € {1,2}, the quantity:

- 2
\/E |:<f(zool)An Ao ® g \/f g®) (s + A,) — g®)(s))*E [(ggfjmn_s) ] ds

B (&)

Tn

is uniformly bounded inn € N and i € {1,...,n}.

Example 5.1. Assumption 5.1 is easily satisfied in many cases of interests, for example, if
the stochastic volatility processes are second-order stationary.

Assumption 5.2. The stochastic volatility process o) (resp. @) has oV -Hélder (resp.
(2)) continuous sample paths, for o1 e (%, 1). Furthermore, both the kernel functions g(l)
and ¢@ satisfy the following property: For j € {1,2}, write:

fA( Nz + Ap) — gV (z ))st
(99 (@ + An) — g9 (2))? ds
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and note that W,(Ij) are probability measures. We ask that there exists a constant A < —1 such

that for any e, = O(n™"), it holds that:

n

79) ((en,0)) = O (n)‘(l_”)> .

5.1 Some remarks on stable convergence

Before stating our central limit theorem result, we need to briefly introduce the notion
of stable convergence, which is the type of convergence that we will encounter, and which
is typically used in inference for semimartingales. In this section we take definitions and
results from Aldous and Eagleson (1978) and from the survey on uses and properties of stable
convergence in Podolskij and Vetter (2010).

Definition 5.2 (Stable convergence). Let a probability space (£2,.%,P) be fized. Suppose the
sequence of variables Y™ converges weakly to Y, denoted by:

Yy =y,

We say that Y™ converges stably to Y and write Y (™) Ly if, for any F —measurable set B,
we have:

lim IP’({Y(”) gx}ﬂB) —P{Y <2}nB),

n—oo

for a countable, dense set of points x.

It is easy to see that Y (") % Y, if and only if for any f bounded Borel function, and for
any .% —measurable fized variable Z:

lim E [f (Y(">) Z] —E[f(Y)Z].

n—oo

Yet another characterisation is the following:
YLy — v 2)= (v, 2),

for any .# —measurable fized variable Z.
An obvious consequence of the previous characterisation is the following continuous mapping
theorem for stable convergence:

Theorem 5.3 (Continuous mapping theorem). Suppose that Y, % Y, that o is any fixed
F -measurable random variable and that g(x,y) is a continuous function of two variables.
Then:

9(Yn,a) = g(Y,0).

When the limiting variable Y can be taken to be independent of .%, we say that the stable
convergence is mizing, and we write:

Yy o (mixing).

Finally, there is a useful criterion that can be used to establish mixing convergence:
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Proposition 5.4. Suppose that Y™ = Y. Then the following are equivalent:
.Y =Yy (mizing),

2. For all fized k € N and B € o (Y ..., Y®)) such that P(B) > 0,

lim P (Y(") < x)B) — Fy(x).

n—o0

Proof. See Proposition 2 in Aldous and Eagleson (1978). O

5.2 The central limit theorem

We are now in the position to formulate our key result: the central limit theorem for the
suitably centred and scaled realised covariation of a bivariate Brownian semistationary process.

Theorem 5.5 (Central limit theorem). Let & be the sigma algebra generated by the Gaussian
core G, and let o) and 0@ be 9 —measurable. For the bivariate BSS process, provided that
Assumptions 2.1, 2.2, 5.1 and 5.2 are satisfied with 6V, 62 ¢ (—%, %) \ {0}, the following
& -stable convergence holds:

[nt] n 1 n 2 n 1 ney(2 t
L AiY( )Aiy( ) — J/nE A1G( )AIG( ) / a§1)0§2) ds
VD R ) EOREC R
i=1 te[0,1]
t
st (ﬂ / agwagmdgs) e
oo 0 te[0,T]

in the Skorokhod space D[0,T], where f = C(1,1), see equation (19). Also, B is Brown-
ian motion, independent of F and defined on an extension of the filtered probability space
(2,7, %,P).

We note that the central limit theorem implies a weak law of large numbers, which we
present next, cf. also Granelli and Veraart (2017).

Proposition 5.6. Assume that the conditions of Theorem 5.5 hold. Then

— Z A?Y(I)A?Y(Q) — p/ agl)ag) ds, as n — oo.
c(4n) i1 0

So Theorem 5.5 implies a weak law of large numbers. It is to be stressed though, that
the law of large numbers can be formulated in a more general way, modulo some different
assumptions on the volatility processes. We refer to the discussion in Granelli and Veraart
(2017) for the details. In particular, for the weak law of large numbers to hold, we do
not need the restriction that 5,6 e (-1,1)\ {0}, but we can have the whole range
6 5 ¢ (=3.3) \ {0}. On the other hand, we remark that the weak law of large numbers
formulated in Granelli and Veraart (2017) required the kernel functions to be decreasing, and

we do not have such a restriction for the central limit theorem.
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6 Conclusion

In this article we have employed techniques that were successfully used in the univariate
case for the power, multipower, and bipower variation of the B88 process and of Gaussian
processes, (as appearing in Barndorff-Nielsen, Corcuera, and Podolskij (2011), Barndorff-
Nielsen, Corcuera, and Podolskij (2009), Barndorff-Nielsen, Corcuera, Podolskij, and Woerner
(2009), Corcuera, Hedevang, Pakkanen, and Podolskij (2013)) to show a central limit theorem
for the realised covariation of the bivariate Gaussian core and the B88 process.

This result, apart from being interesting from a purely mathematical point of view, can be
viewed as the starting point of the use of multivariate B8S processes in stochastic modelling.
The central limit theorem unlocks inference on the dependence parameter for the multivariate
BSS process. There are still parts of such a multivariate theory that need to be developed in
the future. For instance, one interesting aspect would be to allow for the correlation coefficient
to be stochastic. Another direction of future research would include extending our results
from the realised covariation to more general functionals, obtaining a fully multidimensional
theory of multipower variation of the BS8S process. Also, one could investigate whether similar
results can be obtained for other forms of volatility modulated Gaussian processes outside the
semimartingale setting.

7 Proofs for the Gaussian core

7.1 Proof of Lemma 2.10
We start off by proving the very useful Lemma 2.10.

Proof of Lemma 2.10. Note that we can express c¢(z) as follows:
co(z) = / gV (s)g® (s)ds + / g (s +2)g@P (s + ) ds
0 0

- /0 gV(s)g® (s + 2) ds — /0 V(s + 2)g®(s) ds + /0 gV (5)g (s) ds.

After a change of variable, we can write the second integral as: fxoo gV (5)gP (s) ds, and
therefore we can simplify the expression as:

() =2 /O g0 ()9 (s) ds — /O M ()9 (s + x)ds — /0 T g0 (s + )9 (s) ds

= [ a6 ~ g+ s+ [ g6 ) - g s+ 2) s
(22)
Assumption 2.2 implies that
c(x) = m5(1>+5<2)+1% <L(()1’2)(x) + L(()2’1)(m)> .
Note that LEIM) (z) = 3 (L(()l’2) (x) + L(()2’1)(:U)) is itself a slowly varying function and the
constant H = % (H(LQ) + H(Q’l)). O

Let us next provide the details of the computation of H for the case of two Gamma kernels,
as discussed in Example 2.11.
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7.2 Proof of Example 2.11

Proof of Example 2.11. We start with the expression for ¢(x) given in (22):

() =2 /0 g0 ()9 (s) ds /0 "M (5)g@ (s + x)ds — /0 T gW (s 1 2)g®(s) ds.

If we plug in the explicit epression for the Gamma kernel, we obtain:

o0 o0
M 452 (D) LA(©2) (1) @) (2) _\(2)
C(I) _ 2/ 86 +4 e (A +AE))s ds _/ (85 e A S(S_’_I)& e A2 (s4x) ds
0 0
o0 1) _\® 52 @
—/ (s 4 z)0 e N FE) T = AT g (23)
0

The first integral can be easily evaluated:

o0 reM +5@3 1)
(1 @) —
2/0 g (5)9 (S) ds = 2()\(1) + )\(2))5(1)+5(2)+1 )

The other two integrals can be computed analytically in terms of a power series using formula
(12) in Bateman 1954[p. 234]. We will use the notation: (a), =a(a+1)...(a +n—1) :=

Po(a+ k) = Fgf(z)n), with (a)o := 1.

For the first one of the two, for example, the final result is:

00 k
KD =A@t 6045241 > (1+06M), (A +AO))
! = (60) + 6 +2); k!

s 6(2)) ((AD 4 X))k
Koo APa 0%k 04
+ 2€ kz_o (5(1) +5(2))k ]{i' ) ( )
for constants K£1),K2:

0 _ PEW+ 1) (=1 -6 —52) P 46@ 4 1)
b r(—oW) ’ (D f A@)D+60+T

9 =

Swapping the variables 61,63 we obtain the result for the second integral. Summing up,
we conclude that (23) equals:
c(x) = 2Ko — 2O+ 41 (Kf)e‘”l)mf(l)(:c) + K£2)e—/\(2>xf(2) (x))
= Ky (e () 4 A D)),
where (1), f) are power series such that lim,_,o f)(z) = lim,_,o f®(z) = 1, while:
L (6M), (AW A@)z)" 52 (AW 4 A"

By @y N\~ (6%)
fg(m)_k0(5<1>+5<2>)k Kl - (x)_,;)(5<1>+5(2))k h

Using the Taylor expansion: e A7 =1 2Ny 4 o(x), some of the terms simplify to give:
C(ZL‘) _ _1,5(1>+5(2)+1 <K§1)€_>\<1)$f(1)(1’) + K§2)e—)\(2)xf(2) (ZE)) + 0(2132)

_ PD+6@ 41 (_ KWV p0) () = P22 1) () 4 f06) (@) 7
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and we know that f©®)(z) = O (m1_5<1>_5(2)). If we call Lfll’Q)(x) = —Kfl)e_)‘m”f(l)(x) -

KP)e*)‘(Q)mf@) (z) + fO®)(z), then LS}’2) (x) is continuous and we also have:
: (12)y — () _ g (2)
i 182 () = k(Y - K,
which in particular implies that Lfll’Q) (x) is slowly varying at zero.
We know by Barndorff-Nielsen, Corcuera, and Podolskij (2011) that:

o ST (2 =50
lim LS (z) = 27172 >7(§ o)
z—0-+ I (§ + 5(1))

and so:

. it —sri -6
lim L09(2) = Ko = 271000 [T 200G =07
rz—0+ 5 5 )

Finally, we can then find an expression for H:

H =

kW k@ _( rEW 4+ )I(=1-00 =@ 1@ 4+ 1)1(-1- 60 - §2)
Ko (=) r

(
21+6(1>+5<2>\/F(§ +6@)I(3 4 60))
1 ; 1 .
2 ) b

7.3 Proof of Theorem 4.1

The uniform bound on the covariances T
damental analytical result that allows us to sit within the reach of some powerful results of
Malliavin calculus. In this section we give the proof of that theorem. Let us start off with an
elementary result.

(?)(k) that we prove on Theorem 4.1 is a fun-

Lemma 7.1. For a C? function u, and h > 0:
u(z + h) — 2u(z) + u(x — h) = h?u"(C),
where ( € (x — h,x + h).
Proof of Lemma 7.1. Simply write Taylor’s formula twice, with Lagrange remainder:
{u(m +h) =u(z) + h/(x) + %h%é”((‘*‘), ¢t e (z,2+h),
u(z — h) =u(z) — b/ (z) + $h20"(¢7), ¢~ € (z—h,z).

Adding the two equations:

u(x + h) — 2u(x) + u(z — h) = h? (UN(CL) + UN(C_)> .

2
By continuity of v” and the intermediate value theorem:
u"(¢h) +u"(¢7)
2
which implies the result. O

e ((¢7,¢T) Cu' (@ —h,z + 1)),
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We have now the tools to tackle the proof of Theorem 4.1.
Proof of Theorem 4.1. The objective in the section is to show that we can bound:
Irf ()] < r(h), (25)

uniformly in n, for all choices of 4, j. In order to do so, recall the functions mapping R into
R, with 4,5 € {1,2}:

_ .. . N\ 2
RO (t) :=E [(G?) - G((f)) } :

We need to show that this function is well defined. More generally, note that for the Gaussian
core, we have for any v € R:

. N2 utt ) t ) ) 2
E [(Gﬂt - G§;>> ] =K (/ gD (u+t—s)dwl) — / gD (t —s) dWS(“)
utt 2 t , 2 L .
= / (g(j)(u—kt—s)) ds+/ (g(z)(t—s)> ds—2/ gDt — 8)gW (u+t —s)p; j ds

—0o0 — 00 — 00
o0

-/ (g@‘)(y))Q dis [ (090) a2 [0 -+ s dy

o+ ol o).

= [+,

which is indeed a function of ¢ only. It is straightforward to find the connection between
rl(?)(k) and R (k), when k € N:

n(i n (4)
)y g | AT AL GV 1 W) _ @) () _ a0
(k) = E | - TS)#)E Gy -Gy ) (6P - Gt
. <E [GQG%} ~E [GQG@} ~E [Ggm@k} +E [Gé’G%)D
1 LR\ 1o (k—1\ 1., (k41
-~ (_pthH (X 2 1CN ) ZpGg) (X T~
o (20 () o (557) +52 (7)) -
_ 1 (_QRu,j) <k> L+ Rl (k - 1> L+ Rl (k+ 1))
277(11)77?) n n n
1 _ Ntk 07
— (4.5) T 7k
o200 (R) (n o ) (27)

for some [9}| < 1, thanks to the elementary result stated in Lemma 7.1.

The connection between r( ") and RO 9)(t) was derived in (26) and (27):

—9oRGI) (kY 4 RG.J) (kLY 4 R(5) (k=1 1 NN 9
ri) (k) = G+ (_ PR 5 (R) <k+’“) (28)
’ 2\/RED(L)RUD(L) 20277

_ <1>5<”“’“> e (1)
n 0 \n/

as well as:

70 = [R6D <1> _ JE
n




Let us now show the uniform bound (16) and the limit result for the case when k € N. For
k € N, we go back to the second equality in (28), and deduce that:

n n n n

0D +6U) -1 1 (4,5 9 0D +86U) -1 1 (4,5 vy
. (k40T LGD (B B L o)™ LG (54 %)
‘ri,j (k) = |pi; <

L¢3 B L¢3

n

n

Note that for & > 1, we deduce from 97 € (—1,1) and 6®) 4§ — 1 < —¢ < 0 that

(k + 1921)5(1.)-1—5(3.)—1 < (k o 1)5(1')_{_5(]')_1‘

n

n n 1-b|_ n 1—b
Now, 2 < < [n1~t), thon & + % € (24 %, 102021 4 ) o (L I (4, 1)
and hence, the bound (6) in Assumption 2.2 applies and we obtain that

n n

L)

n

is bounded close to the origin for n big enough.

If instead |n'~%] < k < n, then, for all £ > 0, and any & < (1 — b) there exists a constant
C(d) > 0 such that

(@) 450) — i n
(k+ 1 +Q9Z+1)5 +0\ ngz,]) (w + 191@-',—1)

(TL) . n n
0" () (29)
OO +60) —14e—5 1
< C(9) .
Ry

We used the fact that for any d,¢ > 0, there exists a constant C' depending on ¢ (and ¢) only
such that |La(z)| < C(6)z~%, in a neighborhood x € (0,1].

Observe now that M(z}j)(n) = m is a slowly varying function at co. Indeed, for any
o (5
A>0:
M) L) L
n—00 M(’L:J)(n) n—00 Lé%])(l)

But since M®7) is slowly varying, there exists a constant C such that, by Potter’s bound:

M(n) < Cn=s0-0+0

that gives us

Pk + 1)) < CO6)KIH0V —14e,

1]

As ¢ is arbitrary, set C; = CC() for any & > 0.
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Next, let us prove the limit result. To this end, we will use the first equality in (28) to show
the convergence in (18). Using the expression (4) from Assumptions 2.2, we get for k € N:

" (k) (30

_, A_2k6(1)+5(j)+1L‘gi,j)(%) + (k‘ - 1)5(i)+6(1)+1L(()i,j)(%) + (k + 1)5(i)+§(j)+1L(()i,j)(kjL_1)

= Pij = (ij .
2L (L)

Because of (5), we get in the limit:

<_2k§(i)+5(j)+1 + (k} . 1)5(i)+5(j)+1 + (k + 1)§(i)+5(j)+1>

lim ™ (k) = p; j HD :

n—oo J

Let us now consider the case when & = 0. We need to show that lim,, rgn-) (0) = pH

z’-?
for ¢ # 7 and lim, s 7“1(3)(0) =1 for ¢ = j. First, suppose that i = j. Then rgz-) (0) =1, and
hence lim,,— o0 V"Z(Z.)(O) = 1. Next, assume that 7 # j. Then
G
r(0) = P
n

where
‘o /Om g(l)(S)g(Q)(s) d5+/ooo (g(l)(s—i-An) _g(l)(s)) (9(2)(3+An) _g(2)<$)> ds,
A, 0o
&n = [(/0 (g(l)(s))2 ds —|—/0 (g(l)(s +A,) — g(l)(s))2 ds)
. (/OAn (9(2)(3))2 ds + /000 (g@)(s +4,) - g(2)(s))2 ds)]

Using Lemma 2.10, we get:

1/2

(31)

G= A7 (A,

Also, Remark 2.7 implies that

(1) 452) (1) 4 5(2) =
0 = A1 (4,) 1 (4,) = AT A,

Then equation (9) in Lemma 2.10 ensures that lim,, o /&, = H and hence lim,,_ o i (0) =

pH for ¢ # j. Finally, we remark that since rgﬁ)(O) converges, there exists a positive constant

Cs such that |sz)(0)\ < (5 for all n € N. So, we can conclude that (16) holds with
C = max{l, Cl, CQ}
0
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7.4 Limiting covariance

Our strategy for proving the central limit theorem for the Gaussian core relies on Theorem
3.21, which gives us the fundamental tool for proving convergence in distribution to a Gaussian
variable in this setting.

In order to be able to apply Theorem 3.21 to prove the central limit theorem later on, we
must first compute the limiting covariance: i.e. we need to compute limy, o0 E [I2(frn)I2(fsn)]s
where:

1 ¢ Arg) - ang@)
frai=—= 3. ® @

n
i=|nar|+1 Tn Tn

We start with the case r # s:

E [12(fr,n)12(fs,n)] - 2<fr,n7 fs,n>i]—f®2

[nbr] [nbs] n(1 ny(2
1 Arg(D) - AnG@ 1 ArG _ AnG2)

> w7 X a8 lg we
Vn s Vv ; o

i=|nar|+1 Tn =|nas|+1 Tn

(32)

Without loss of generality, we will choose r = 1,5 = 2,a1 = 0,b1 = ag = 1, by = 2, obtaining:

2 <N ATGH - Ang® 2L APGY _APG®)
n<zl 7-(1) 7—(2) aA < 7—(1) & 7-(2) >f}~(®2~ (33)
1= n n j=n n n

AnG@) A7 GO

Now, let k = j —i. Also recall the definition r((lnb) (k) :=E [ o) ) ] Then, the single
' T T

scalar product equals:

ArGO _ Ang® ATGW _ ATGR)

< ) ® >®2
ey 2 ey 2 H
1,A0G)  ArG® Ang@  arg®) AGH) ARG Ang® ArgM)
EEARE I R T U
1 AGD)  Ang@ AnGH) AnGE) 1 AMG®  ArgM AMGD  ANGO)

4 e ® EIRN() ® ) }f®2+1 e ® ORI ® )

1 ATGO)  ArGR) AMG) ArGW 1,A7G®  Arg® ATGR) ArGO)
+7< 1 ® ) >%®2+7 ® ’ ®

4 ey e e TR e e D
1_ [arg® AW ArG® ATGR) 1 [ang® ArGM Ang® ATGE)
=—E + - E

4 ORI EI R 4 CR Y ORI

n n (2 n ne(l n n (2 n ney(1

+1E Arg ATGR) . ArG® AnGO +1E AnG® ATGE) . Ang® ArGO)
4 EORNE) EEIRCY 4 R RC) EO R
]- n n 1 n n
=5 s (k) + 5o (R’ (k).

Thus, we have that expression (33) becomes:
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k=1
1 2n—1
+= 3 Cn—k) (R ®) + g Y ®) - (34)
k=n+1
By Cesaro’s theorem, if:
Jim & (r{D 083 () + Y {3 (k) ) = o, (35)
—00

then the first sum in (34) will converge to zero. Theorem 4.1 gives us:
n n n M 452) _
PR )+ r ) (e (k)| < 200 — 1000422, (36)
Hence, we have the limit in (35) provided that

200 +6@) 426 —2< -1 «—= (W 4+5P)+e-1< —% e <o (6W 4 5@),

2

which, in order for € > 0 to hold, implies that we must ask:
1
5 63 < 5 (37)

Applying Theorem 4.1 again shows that the absolute value of the second sum in (34) can
be bounded by:

2n—1
il Z om — k 1)25<1>+25<2>+2572
k n+1
2n—2 2n—1
—4 Z k25<1>+25<2>+2572 Z k(k 25<1>+25<2>+2572
k=n k n+1
2n—2 9 2n—2 9 2n—2
—4 Z (200425 42e—2 2 Z 200 +2642e-1 _ £ Z 260 +26(2) 42e -2
n n
k=n k=n k=n
2n—2 2n 2 2n 2
(1) 195(2) (1) 195(2) (1) 195(2)
<4 Z 2000 +25() 2~ 2Jr Z 200 +28() +2e— 1Jr Z (2600 +26(2) +2e -2
k=n k=n k: n
2n—2 2n 2
<4 Z k25<1>+25<2>+2e 2, 2 Z k25<1)+25<2>+25 1
k=n k n

The first sum goes to zero whenever the summand is summable, thus we get 6V + 63 < 1,
which is clearly satisfied under condition (37). For the second sum, we have in particular
that k < 2n <— % < %, So we can write:

2n 2 2n—2
Z k25(”+25(”+25 13 Z k25<1>+25<7>+25 2
k n k=n

Condition (37) again ensures convergence to zero.
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7.5 Limiting variance

Now we consider the case when r = s in (15), as we have to find the limiting variance.
Again, take, by simplicity, r = s = 1,a; = 0,b; = 1, and this time, k = |i — j|:

E (L (fin) I (fin)] = 2 || fualles

1 oAarg) - Arg® 1 X A"G 1) A”G(Q)
_= 2 R 2 ® ?
<\/ﬁ; e 7D \FZ Tn2) (38)
1 n n . . . .
= =33 (M0 )+ R )
i=1 j=1

Now write i) (k)r$"s (k) +r"% (k)r{"s (k) = pa(li—3l) (note that, if j < i,r\") (j—i) = r}") (i—)),

so that: ’

i—1 n n 1—1

N Ry o1
Ezzpn(h_]”:gz pn(Z_J)"i_ﬁan Zzpn +pn
i=1 j=1 =1 j=1 i=1 i=1 k=1
9 n—1 n 9 n—1
= ﬁ Z pn(k) +pn(0) - E (n - k)pn(k) +pn(0) (39)
k=11i=k+1 k=1

Thanks to (18), we see that, for k£ > 1:

2
pu(k) = {7 (RIS (k) + 187 (k{75 () — o8] (0 () + (05, 50 ()

In the case when k = 0, we have

Pn(0) =1+ (T()i(z)) (E [A?G(I)A?G(Q)})Q <§Z>

where ¢, and &, are defined as in (31). As above, using Assumption 2.2 and Lemma 2.10,
ensures that lim,, oo (/& = H? and hence lim, o0 pp(0) = 1+ p? H2.

By the bound (16) in Theorem 4.1 and the bounded convergence theorem, (39) converges
to

C(1,1) == lim E[L> (fin) I2 (fin)]

1,1) (2,2 1,2 2
= zz ( (26(1) 25(%(/@ + (pé(l)lrﬁ@)(k)) ) + (14 p*H?) < 00. (40)

7.6 Proof of Theorem 4.2

Proof of Theorem 4.2. We start from the last statement of the theorem, i.e. the limiting
covariance matrix. The limit: lim, o E [F},, Fj ] has been computed in the last few sections,
where we picked intervals [ag, b;] of length 1 and showed that the matrix is diagonal, with
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diagonal elements all equal to C(1,1). It is straightforward to change the summation indices

[nbg ] —|na| im nbg—{nby}—nay+{nay} _

b . .
in (38) from > | to Zztf ’;LJakJH Since limy, o0 " = limp, 00 -
by — ay, we get the limit as in the statement.
The weak convergence is now implied by an application of Theorem 3.21. In order to show
that condition (b) there is satisfied, we need to check one of the equivalent conditions provided

by Theorem 3.22. Employing condition 3 in our case accounts to verifying that, for 1 < k < d:

1 Ang) _ Ang@) 1 & Arg - Arg®)
—= 2 me g |elxs X oG
n T Vn T

i=|nag|+1 Tn n i=|nag|+1 Tn n

— 0.

H®2

Without loss of generality, we look at d = 1 and assume a; = 0,b; = 1:

z": Ara) _ AnG(2) ArGgWH _AnG@
L ®— ®1 &
7_7(11) 7_1S2) 7_7(11) 7_19)

ij=1

1

n

H®2

Let us examine the following:

An(;( ) AnG®) ArGgWH _AnG@)
L R ®1 ® @
-

Ne) D

T n
1 APGM An@@) 1APG®  ArgM) 1A7GH AnGE 1 ArGE  ArGH)
2 11 oty e Cw ) e Y T e ©
7’ Tn Tn Tn Tn Tn
1 [arqW ArGW | ang@ ARG 1 [arg®) APGP) | ang@  ArGO)
e SO B e T T e RO
4 ™n Tn n 4 ™n Tn Tn Tn
1_[arg® ArGD ] Ang) APGE) 1 [ Ang@ A2GO | Ang)  ArGO)
4+ = 7 J 7 ® J 4= 7 J 7 ® J
4 REIRCY D 22 4 REI R 2D D

1 o ArGE) ArGH)

=71 X (i — ) @ @ —w)
{a,0'}={1,2} Tn Tn
{b,0'1={1,2}

We hence obtain:

2
1 || [ ArGD - ArG® ArGY)  ArG(2)
n2 Z( ORENC) )®1( NOBLIE
ij=1 Tn Tn Tn Tn )
2
1 n . AnGg@) ARG
:W Z Z Ta,b)(.]il) (a') & V)
i,j=1 | {a,a’}={1,2} Tn Tn
{bvb/}:{172} FHR®2

n AnG(a’) A”G(b/)

1 n). NS J
= o 2 < 2. U= @~y (41)

4,5, ,5'=1 {a,a’}:{l,Q} n
{00/ 1={1,2}
W ARGE) ALGE)
E: 7&%f_ﬂ)lmo ® Qm
{a,a'}={1,2} Tn Tn H®2
{8,8"}={1,2}
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- ™) (5 _ ) AnGg@)  ATGE) aAngle) AnGE)
= W (@ /}Z{l 0 i ; 1T , J —1 aﬁ(] —1 ) < TTga/) @ 7—7(Lb/) ) TT(La/) & TT(LB,) o
(b }={1,2} R
{a,a’}={1,2}
{8,8'}={1,2}

1 . . n . . n . .
= ez 2 S G = O — @ — i - 9 (42)
{a,a’}={1,2} i,5,4',5'=1
{b,b'}={1,2}
{a,a’'}={1,2}
{8.8'}={1,2}

We need to show that the quantity in (42) converges to zero. It is sufficient to show that the
sum of the absolute values converges to zero. If we apply Holder inequality, we get:

1612 Z Z ) (7 —14) ( %(3/ - Z/)sz',z;/(ll - ’)7"15/,)5/ (' - J)’
{a,a’}={1,2} i,5,i,5'=1
{bb'}={1,2}
{a, 0’ }={1,2}
{8,8'}={1,2}

1 n
SWZ >

{a,a’}={1,2} 4,5, ,j'=1
{bvb/}:{1»2}
{oz,o/}:{l,Q}
{8,8'}={1,2}

2 2
A = ) | (450 0) + (6= 0) |

So we can split the sum into two components. Let us perform the substitution

(¢,5,4,5") = (i,4,7,1) == (i, 5,7',7 — j').
We have:

TR DD DI R LM R | CRTERE)
{ava/}:{LQ} i’j7i/7j/:1

{o,0'}={1,2}

{a, 0’ }={1,2}

{85 ={1,2}

_ 1
~ 16n2

{a,a’}={1,2} i,j,i’=1 |l|<n
{o,b'}={1,2}
{aa’}={1,2}
{B.8={1,2}

1 GRS ERS
= 1612 Z Z(Ta,g(l)) Z
{a,a'}={1,2} l€Z i,5,i/=1
{b,b'}={1,2}
{a,0/}={1,2}
{8,8}={1,2}
1

_ ™ )
e Y S(0) S
{a,a'}={1,2} leZ lil<n lil<n
{bvb/}:{:lv?}
{a»a/}:{1>2}
{8,8'1={1,2}
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1 n
=T 2 2 (’“i,%(l)) D6 Y |
{a.a'}={1,2} I€Z B |<n ljl<n
{b.b/}={1,2}
{a,0’ }={1,2}
{8,8'1={1,2}

1 (n) 201
=% 2 > () %Z
{aa'}={1,2} heZ jil<n |J|<n
{bb'}={12}
{ona}={12}
{8.8'}={1.2}

Now, fix § > 0:

" jil<n " i< lna)

aa’ ‘

w0

n) ;. 1
T((lb)(z)‘ + NG Z

[né|<i|<n

Thanks to Holder’s inequality, the first term is bounded by:

\}ﬁ\/ZLn(SJ +1

1€EZ
and the second one by:

\/lﬁ\/2(n— [né] 1) ’T‘(:”)(i)r'

[nd]<|i|<n

For a fixed §, the second one converges to 0 as n tends to infinity. The first one is bounded by
K+/§ (for a positive constant K < co), thus letting § — 0 we have:
1
r((lb)() = lim lim —

. 1
nlggo % Z §—0n—00 /N

i|<n li|<n

provided that the following series
2 2 2
(o). Y (he). Y (ne).
i€z i€Z icZ
converge. In a completely analogous way we can show that the second component of the

2
original sum converges to zero, provided that also ) ., (ré%,(z)) is finite. But since from

Theorem 4.1 we have:

2 : .
e (k)‘ < Ok — 1)V +20042e=2 g o> 9
it is sufficient to ask that 6 + §(0) < % for all possible choices of 4, j. Explicitly, it is sufficient

to ask that: 6(1) < i and 62 < 1
The statement of the theorem is proved.
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7.7 Proof of Theorem 4.3
Proof of Theorem 4.3.

[nt]—|ns] 2

o . 1 Arg)  Arg@)
E[(Z; - 2] =E[(ZL)"] =E |~ | I2 Z} R E)

=) ) png@ ) Ang) Ange)

1
= = ® : ® )3e2
DY D @ 2 (1) @

i=1 " i=1 K "
. [nt]—|ns] [nt]—|ns] ( (n) L ¢ (n)
S S S (L [ R U I CL ) )
i=1 Jj=1

Multiplying and dividing by |[nt| — |ns]| yields:

—|ns S
L mrm n (w)eweo)

k=1

thanks to the same arguments as in equation (39). We now know that the quantity in brackets
is convergent, hence bounded. Tightness now follows as in the proof of Theorem 7 in Corcuera
(2012), invoking Theorem 13.5 in Billingsley (2009). O

7.8 Proof of Theorem 4.4

Proof of Theorem 4.4. The fact that the finite dimensional distributions of the realised co-
variation converge to those of Brownian motion is the content of Theorem 4.2: the limiting
finite dimensional distributions we had there coincide with those on the right hand side of
(20). The fact that the limiting Brownian motion B is independent of G and G®) follows
from the fact that
1 1 2 2 ArG) AnG(2) ArG) AnG(2)
(-t off - b (S 4057 - [0 87)))

i=lna|+1 7,0 @ LD @)

converges to a multivariate Gaussian, and, for all n € N the third component is orthogonal to
the first two, as it belongs to a different Wiener chaos. Given the tightness result in Theorem
4.3, an application of Theorem 13.1 in Billingsley (2009) allows to conclude. O

8 Proofs for the Brownian semistationary process

8.1 Strategy and outline of the proof

In order to prove the central limit theorem for the bivariate Brownian semistationary
process we will introduce a blocking technique, see Bernstein (1927), whereby, alongside the
original time-grid indexed by n, we introduce a coarser grid with a new index I, and we freeze
the volatility processes at the start of each [—interval. Heuristically, letting n go to infinity,
for a fixed [, allows us invoke the weak convergence of the Gaussian core we have proven in
the previous section, as the volatilities are “frozen”. A further limit in [ gives us the final
result where the volatilities are integrated against the limiting Brownian motion.
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Let us now show how the blocking technique will be introduced. We define

ArGH AnGg2)
7_T(ll) 7_7(12)

pn = 115(0) =

)

which is bounded by 1. For any [ < n we have the decomposition:

[nt]
1 APy (1) Any(2) t
i i _ (1) 5(2)
\/ﬁ; ORNEY \/ﬁ,un/o oyog?) ds

1 (A”Y av® o AGY A?G@))

f Tn2) - (1 1A, ( 1A, 7_T(L1) Tvgz)
% 0, A0 A6O 1 “”J S~ A6 4G
(z 1A w0 Vi & G-1al’ a 1>Alzem) O RCY
A;nl
Lit] [nt]
vn (1) @) 1 (1) @)
L RZD DL PRI by T BRI
j=1 J=1
A;/n,l
I_ltJ n () n I_ltJ
o AYGT A G o
ZJ(J A% (G-1)4, Z ) ZJ(J A% (G-1)4,
icn(j) T"
C,ZL’Z

[nt| t
ang An (32) 1A, \/ﬁ“”/o ool ds.

~~
n
Dt

The term denoted by C}” ! will give us the stable convergence to a non-zero limit, while the

terms A}, A il =A, ol A, ol , D} will converge to zero (in a way that will be made precise
below.)

We will divide the proof into four parts, each one dealing separately with one of the terms.

8.2 Convergence of the term A}

Proposition 8.1. Assume that the assumptions of Theorem 5.5 hold. Then A} given by

|ﬂtJ n n n n
A7 Z Al Y(l) Al Y@ oW , e . Al GO Af G®
f T(L2) (i—1)An " (i—-1)An 77(11) 7_7(12)

converges to zero uniformly on compacts in probability (u.c.p.).
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Proof of Proposition 8.1. We write:

Ary M Any ()
(1) (2)

Tn Tn

1 iAn . . . (i-1)A, e .
RORE) / g4, - s)olt) dw! )+/ AgWo® gD
™ Tn (i—1)A, —oo

iApn (i-1)An
X ( / @A, - s)oP aw® + / AgPo? dW,S?)) . (43)
(i—1)A, —00

nz(1) Anqg
And the corresponding 4 terms for = g) 4 (2) . We start by showing that:

[nt] A, A,
(11) ®) Z [/ g(l)(z’An - S)O’Lgl) dWS(U / 9(2) (A, — S)ng) dWS(Z)_
(i—1)An (

\/ﬁTn Tn " =1 i*l)An

(1) 2 / DA, — dW(l)/ @A, —s)daw@ 44
o’ o g\ (i, — s B g\ (1, — s B
(i-1)An" (i-1)Ap (i-1)A, ( ) (DA, ( ) (44)

goes to zero. Adding and subtracting O-Ez‘lzl)An f(ZlA’IL)A gV (iA, —s) awlV f(iﬁq)An g A, —
8)0’§2) dVVS(Q)7 we get:

[nt]

Z / — )o@ aw®

\FTn Tn i=1
e M _ (1) (1)
8 /(i—l)An g (idn =) ( (i—l)An) W

- e g (1)
1)/, 1
o (14, — s)dW,
T X f

iAn
X [/ 9P (i, — 5) (ng) - U((?zl)AJ dWs(Q)] -
(i—1)A,

We can show w.c.p convergence to zero. If we can show that the supremum over [0, T'] converges
in L' to zero, it would be enough. If we take the first term of (45),

[nt]

> / 024, — 80 aw®
z 1

Tn =1
Y @ _ M (1)
X g (iAn —8) o’ — o0 AW
/(i—l)An ( ) ( ( I)A">

that is smaller than:

@GA — )o@ gw @
\FT(Z @ ZlE / )Ang (14, —s)o™ dW
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iAn
X [/ g GA, —s) (Ugl) - O-((ilzl)An> dWS(I)] .
(i-1)An

By Cauchy-Schwarz E[| XY|] < /E[X?]\/E[Y?]. Now:

\//(;_A:)An (9P @A, — )) (2) |ds = \// gd(s [( Z(A)n 8)2} s

since ¢ is bounded on compact intervals, we get the bound

™ (g(2) 2 d Lnt] 1A 2
g\s s n
K\/fo (¢9()"ds 1 Y |E (/( gD (A, — s)(o) — oV s)dWS(l)> :

g
2 \/ﬁn(f) =1 i—1)An (=1)An

for some constant K. Now the first term is bounded by K, and the second one is term A in
the proof of Theorem 5 in Barndorff-Nielsen, Corcuera, and Podolskij (2011) (page 37, full
version), which goes to zero, under our assumptions. We can repeat the reasoning for the
second term of (45). Let’s take another term now:

1 QR[ A OO gm0 @ @) e
5 (2)2 / AgWe) aw / Ag@o® aw

\/737-7& Tn i=1 — 00 —00

96i-1)4,% (i-1) A, o

—00

(i-1)A, (i-1)A,
JCDRR ) / AgW aw® / Ag? dW(2)] . (46)

Adding and subtracting aé ‘DA, f i—Dan Agt ) aw ! )f( Dan AgP o @ aw? | we get as the

first term:

i—1)A, i— n
ot DA Ag@) 6@ gy @) [f_(ool) AgWeMaw® — o) | O DA A ”dWs(l)]
1

\f Z 7_7g2) ( )

1) (2)

We can use the same arguments as above. The only difference is the expectation of (1) over
the infinite interval:

. 2
\/IE [(f_(z;mn AgPoy (2) dw(2 \/fo (s+A4,) — 9(2)(3))21@ [(a@lmn_s) ] ds

(2) (2)

Tn Tn

Assumption 5.1 allows to conclude that this quantity is bounded. The remaining term (2) is
the sum B + C from the paper Barndorff-Nielsen, Corcuera, and Podolskij (2011) and goes to
zero in L? as well.

Now we consider the cross term

1 [nt] (i—1)An
\f Z / m(iAn — )V aw V) / AgPe@ qw @

—0o0

34



1Ay (i-1)A,
08) 1)An0-é7;211)An /( s g(l)(iAn —5) dWS(l)/ Ag? dWS(Q)>. (47)
We add and subtract: O'( “Ha, f DA, g(l)( Ay — S) dWS(I) ffoo Ag(2)0£2) dWs(z).

1 [nt] (i—-1)An 9 (o ) iAn . ) W X
Vn Z/ Ag oy dW /(i—l)An g1 = )@ = oLy, ) AW

—1/—©
X (1) “n 1 1 =D oy (2 (2) 2
ZU (i-1)A, / A, g( )(iAn—S) dWS( ) / Ag( ) (Ug ) _ U(i—l)An) dWs( )|
(48)
We can proceed exactly as above, and convergence to zero is proved. ]

8.3 Convergence of the term A:/n’l = A;n’l + A:"’l

It is worth mentioning at this point that proofs that terms similar to the one we called
A:/"’l converge to zero in the univariate case have had a tormented history in the literature.
Indeed, a mistake appeared in the proof of a similar result in Corcuera, Nualart, Woerner,
et al. (2006) in the context of power variation for integral processes. The application of the
mean value theorem on page 724 of that paper is invalid.

The mistake was not simple to correct. Years later, the paper Corcuera, Nualart, and
Podolskij (2014) was published, which highlighted the techniques from fractional integration
that were needed to correct the proof. As it turns out, in our multivariate setting it is sufficient
to invoke that univariate result to obtain the required convergence. This section contains the

details of the proof.

Proposition 8.2. Assume that the assumptions of Theorem 5.5 hold. Then

///
— lim limsup sup ‘A l‘ 0.
=00 n—oo tef0,T]

Proof of Proposition 8.2. We need to set the following notation:

ArGh ArGe)

1 [ AarGg® ApG®)
RV G R ) [ VA

and f(t;) = 08) 1)Anaéz'211)An' We will be using Remark 1.1 in the paper Corcuera, Nualart,

and Podolskij (2014). We know that:

|mt|

Zfzm:> th

Convergence (4) in the paper reads:
[nt]
P — lim limsup sup Z Z f(uj—1))&m| =0,

n—00 pp_y
m—00 ¢€[0,T) J=1ieln(j)

35



which in our setting and with our notation becomes:

Lit]+1

Z Z ( An (12)1)A _‘78)—1)A10'8)—1)Al)

J=1 4el(j)
1 ArGD) ArG(2)
X —= L L — Mn =
v\ s ®

-~

)

— hm limsup sup
l=00 n—oo telo,T]

Expanding the bracket in (1) above, the first term gives us exactly term A;n’l. The second
term from the bracket (1) is:

Lit]+1 Lit]+1
ZZU (31 Zzaz1m (zl)
Jj=1 iel(j) J=1 ieli(j)
Lit]+1 i Lit]+1
= —max{#[l )} Z U (12) DA, —= Z Z U((ilzl)A J((1‘211)4
v vn J=1 el (j)
UtHl [1t]+1
(2)
= f( +1) Z U(] 1An (G- DA, Z Z U(Z 1A, (z 1)A
J=1 4en(j)
which is bounded by |A Z ltHl (]1) 1)An ((2) DA, |- This second term goes to zero a.s.

for any fixed [, which concludes the proof.
O

8.4 Convergence of the term Cf’l

The term C}' ! is the one that will give us the stable convergence we seek.

Proposition 8.3. Assume that the assumptions of Theorem 5.5 hold. Then
na() AnG(2)
G(l o 7 Lnt) <A1G ! _ ))
( t \F Z ) ) Hn t€[0,T
converges weakly to

(6.6, vBB,)

tefo,1]

Proof of Proposition 8.3. We split the proof into two parts: First, we prove tightness and
then convergence of the finite dimensional distributions.

Tightness: By Theorem 13.2 in Billingsley (2009), a sequence of measures P, is tight if and
only if:

1. limg o hmsupn—>oo ( ’HxH > CL =0

2. For any ¢ > 0, limg limsup,,_,, P, (z|w,(0) > ) =0,
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where w! (9) is defined as follows. For S C [0, 7], call the modulus of continuity
wz(5) := sup |[f(s) — f(£)llgs -
s,tes

A partition 0 <t; <--- <t, =T of [0,T] is d-sparse if minj<;<,(t; — t;—1) > 6. Define, for
0<d<T,

wh(8) = 1gf max Weti-1,ti),

where the maximum runs over all J-sparse partitions {¢;}.
Our probability measures P, live in D ([O,T];R3) , the space of cadlag functions with
values in R3, equipped with the Skorokhod topology. The norm in this space is defined as:

)

||f”®([o,T};R3) = sup || f|lgs
te[0,7]

and hence the two conditions above only depend on the norm in R3. It is then sufficient to
show them component-wise. The first two components trivially satisfy them, as the sequences
reduce to only one measure per component. The fact that the third component satisfies them
both is a consequence of Theorem 4.3 and the characterisation above.

Convergence of the finite dimensional distributions: We need to show that for any
choice of positive numbers ay < b,k € {1,..., D}, the sequence of matrix variables:

(1) (1) ~(2) (2) [nby ] A;?G(l) A?G(Q)
(Gbk - Gak 7G Gak ’ \/‘ Zz [nag |+1 ( 7_7(L1) Tr(LQ) — HUn 1<k<D
converges in law, as n — oo, to:

(6 - G%.62 — G2, VB (B, - (49)

“k)>1gk§D'

This we know already, as pointed out in the proof of Theorem 4.4, as marginal convergence
of sequence of variables within fixed Wiener chaoses implies joint convergence. The first two
components lie in the first chaos, the third one lies in the second chaos. The statement of
Theorem 4.4 allows to conclude. O

Proposition 8.4. Assume that the assumptions of Theorem 5.5 hold. Then C}' converges
stably in law to \/Bf(f agl)agz) dB;s in the Skorokhod space D[0,T], where 8 = C(1,1), see
equation (19), and where first n — oo for fized | and then I — oo. Also, B is Brownian motion,
independent of F and defined on an extension of the filtered probability space (2, F, %, P).

Proof of Proposition 8.4. The joint weak convergence in (49) paired with the asymptotic
independence of the limit B and GM), G and an application of Proposition 5.4 ensure that:

[ nt]
ArGM ArGe) n
\F Z < T —bn | = \/BBt (mizing).

(1) (2)

Applying the continuous mapping Theorem 5.3 with the sigma-algebra ¢, » TG A% (-1) A,

. ArG(D) AnG(2) .
as the measurable variable o, ﬁ Eieh(j) (771)2(72) - un> as Y, and g(z,y) = zy, since
Y % b (BjAl — B(j_l)Al), we have the following ¢-stable convergence for fixed [ as n — oc:
ne(1) AnG(Q)
(1) AYG L @
TG-1a7 Az\f Z ( ~(2) _’u"> = OG- (- l)Az\/B(BjAl — Bi-na)-

ZEI[
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Finally we have that

it t
: (1) (2 _ 1 (2
P — lim U(j—l)AlU(j—l)Al\/B (Bja, — Bij—1)4,) = \/B/O V52 aB
j=1
|it] +1 (1) (2)

S S o OG04
which goes to zero a.s. as n — oo, we have proven stable convergence of the term C," "in our
decomposition. O

because the integrand is cadlag. Modulo another term of the form £z

8.5 Convergence of the term D}

Proposition 8.5. Assume that the assumptions of Theorem 5.5 hold. Then sup¢o 1y |DP| — 0
almost surely.

Proof of Proposition 8.5. Note that D} is given by

|nt|

t
MHZ% 02,1y a, — Vi / oMo ds.
0

Recall that a(® denotes the Holder continuity index of o(?). Rewriting the integral:

<X i L,
Dds = / 2 ds +/ oMa? ds,
/0 Z [nt]| Ay

and using the mean value theorem, we get:

|Dt|§in”” Z’% 1A, (12) na, 08508 +\}ﬁ””“’$)“sj o0
1 Lntj min(a, o), (1) 1 1) (2
< Z’J*l [ Mol a, + 02 + et Vo
<CanA min(a(),a(2) nTl + — S) S) N
=C'/njin Apmn e a<2))T+7un ooy
Hence, sup,c(o77|Df'| — 0 almost surely, since min(a®), a?)) > z. O

8.6 Proofs of Theorem 5.5 and Proposition 5.6

Proof of Theorem 5.5. The statement of Theorem 5.5 is a consequence of Propositions 8.1,
8.2, 8.4, 8.5, noting that they imply that, for any € > 0,
) —o

It is now sufficient to apply Theorem 3.2 in Billingsley (2009) to conclude. O

lim limsupP | sup ‘A” Anl—l—Anl—l—D”
I=00 n—oo te[0,T)
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Finally we provide the proof of the weak law of large numbers.

Proof of Proposition 5.6. We note that, for each fixed ¢ € [0,7T], (21) implies that:

t
/ o Wl® ds
0

converges weakly, hence, by Prohorov’s theorem, it is a tight sequence. It then follows that:

t
/ Ugl)qg) ds 5 0.
0

Lntj
Any(l) Any@)
Vn 52 T7(L1) T7(L2)

i=1

ArGH ArGe)
Tr(zl) T7g2)

neN

LntJ

Aty Any @ ApgM ApG®)

E ) A0
Now:
ArGh ArGe)
7_7(11) 7_T(LQ)
S gW(s)g@ (s)pds + [7° (90 (s + An) — gM(5)) (92 (s + An) — gD(s)) pds
- 7_T(L1)7_T(L2)
o c(An)
qul)Tr(z)
Hence:
|nt]
A”Y(l) Any<2> (A [t
My — oS [oteas S o,
Tn "Tn 0

which is equivalent to:

[nt] ¢
A ATYDATYE) — pe(Ay) / oD@ ds 5 o,
i=1 0

or indeed to:

N Ay WAy @ 5 / W@ g,
c(An) i1 0
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