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e-STRONG SIMULATION FOR MULTIDIMENSIONAL STOCHASTIC
DIFFERENTIAL EQUATIONS VIA ROUGH PATH ANALYSIS!
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Consider a multidimensional diffusion process X = {X(¢) : ¢ € [0, 1]}.
Let ¢ > 0 be a deterministic, user defined, tolerance error parameter. Under
standard regularity conditions on the drift and diffusion coefficients of X, we
construct a probability space, supporting both X and an explicit, piecewise
constant, fully simulatable process X, such that
sup | Xe() = X (0] o <
<t<1
with probability one. Moreover, the user can adaptively choose &’ € (0, €) so
that X,/ (also piecewise constant and fully simulatable) can be constructed
conditional on X to ensure an error smaller than &’ with probability one. Our
construction requires a detailed study of continuity estimates of the [td map
using Lyons’ theory of rough paths. We approximate the underlying Brow-
nian motion, jointly with the Lévy areas with a deterministic ¢ error in the
underlying rough path metric.
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1. Introduction. Consider the Itd Stochastic Differential Equation (SDE)
(1.1) dX (1) =pn(X@®)dt +0(X(1))dZ(1), X (0) =x(0),

where Z(-) is a d’-dimensional Brownian motion, and x(-) : R — R¢ and o () :
R? — Rixd satisfy suitable regularity conditions. We shall assume, in particular,
that both w(-) and o (-) are Lipschitz continuous so that a strong solution to the
SDE is guaranteed to exist. Additional assumptions on the first- and second-order
derivatives of w(-) and o (), which are standard in the theory of rough paths, will
be discussed in the sequel.

Our contribution in this paper is the joint construction of X = {X (¢) : ¢ € [0, 1]}
and a family of processes X, = {X(¢) : t € [0, 1]}, for each ¢ € (0, 1), supported
on a probability space (€2, F, P), and such that the following properties hold:

(T1) The process X, is piecewise constant, with finitely many discontinuities
in [0, 1].

(T2) The process X, can be simulated exactly and, since it takes only finitely
many values, its path can be fully stored.

(T3) We have that with P-probability one

(1.2) sup ||Xo(1) — X(@)|], <e.
tel0,1]

(T4) Forany m > 1 and 0 < ¢, < --- < &1 <1 we can simulate X, condi-
tional on X¢,,..., X, .

We refer to the class of procedures which achieve the construction of such fam-
ily {X; : € € (0, 1)} as Tolerance-Enforced Simulation (TES) or e-strong simula-
tion methods. Throughout the paper, we use || - || to denote the max-norm on R4,

This paper provides the first construction of a Tolerance-Enforced Simula-
tion procedure for multidimensional SDEs in substantial generality. All other
TES or e-strong simulation procedures up to now are applicable to one dimen-
sional processes or multidimensional processes with constant diffusion matrix [i.e.,
o(x)=o0ol].

Let us discuss some considerations that motivate our study. We first discuss
how this paper relates to the current literature on e-strong simulation of stochastic
processes, which is a recent area of research. Chen and Huang [6] provides the
construction of X, satisfying only (T1) to (T3), in one dimension. In particular,
bound (1.2) is satisfied for a given fixed &g = & > 0 and it is not clear how to
jointly simulate { X, }n>1 as €, \ 0 applying the technique in [6]. The motivation
of constructing X, for [6] came from the desire to produce exact samples from a
one-dimensional diffusion X (-) satisfying (1.1), and also assuming o (-) constant.

Chen and Huang [6] were interested in extending the applicability of an algo-
rithm introduced by Beskos and Roberts; see [4]. The procedure of Beskos and
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Roberts, applicable to one-dimensional diffusions, imposed strong boundedness
assumptions on the drift coefficient and its derivative. The technique in [6] enabled
an extension which is free of such boundedness assumptions by using a localiza-
tion technique that allowed to apply the ideas behind the algorithm in [4]; see also
[2] for another approach which eliminates boundedness assumptions. All of these
developments are in the one-dimensional case.

The assumption of a constant diffusion coefficient comes at basically no cost
in generality when considering one-dimensional diffusions because one can al-
ways apply Lamperti’s (one-to-one) transformation. Such transformation allows
to recast the simulation problem to one involving a diffusion with constant o (-).
Lamperti’s transformation cannot be generally applied in higher dimensions.

Beskos, Peluchetti and Roberts [3] extends the work of [6] in that their algo-
rithms satisfy (T1) to (T4), but also in the context of one dimensional processes.
Pollock, Johansen and Roberts [11] not only provides an additional extension
which allows to deal with one-dimensional SDEs with jumps, but also contains
a comprehensive discussion on exact and ¢-strong simulation for SDEs. Property
(T4) in the definition of TES is desirable because it provides another approach at
constructing unbiased estimators for expectations of the form E f(X), where f(-)
is, say, a continuous function of the sample path X. In order to see this, let us as-
sume for simplicity that f(-) is positive and Lipschitz continuous in the uniform
norm with Lipschitz constant K. Then let T be any positive random variable with
a strictly positive density g(-) on [0, co) and define

(1.3) Z:=1(f(X)>T)/g(T).
Observe that
> g()

ELZ] = E[E[ZIX]] = EUO 1(F(X) > t)%dt} — E[f(0)],
so Z is an unbiased estimator for Ef(X). Therefore, if Properties T(1) to T(4)
hold, it is possible to simulate Z by noting that f(X;) > T + K¢ implies f(X) >
T and if f(X;) <T — Ke, then f(X) <T. Since (T4) allows to keep simulating
as ¢ becomes smaller and T is independent of X, with a positive density g(-), then
one eventually is able to simulate Z exactly.

The major obstacle involved in developing exact sampling algorithms for mul-
tidimensional diffusions is the fact that o (-) cannot be assumed to be constant.
Moreover, even in the case of multidimensional diffusions with constant o (-), the
one-dimensional algorithms developed so far can only be extended to the case
in which the drift coefficient w(-) is the gradient of some function, that is, if
u(x) = Vu(x) for some v(-). The reason is that in this case one can represent
the likelihood ratio L(t), between the solution to (1.1) and Brownian motion (as-
suming o = [ for simplicity) involving a Riemann integral as follows:

t 1 rt
L(t):exp(/o ;L(X(s))dX(s)—E/O {|M(X(s))||§ds)

CepX@) (1 [
~ exp(u(X(0)) (5 [ Hx)as)

(1.4)
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for A(x) = Av(x) + ||Vv(x)||%. The fact that the stochastic integral can be trans-
formed into a Riemann integral facilitates the execution of acceptance-rejection
because one can interpret (up to a constant and using localization as in [6]) the ex-
ponential of the integral of A(-) as the probability that no arrivals occur in a Poisson
process with a stochastic intensity. Such event (i.e., no arrivals) can be simulated
by thinning.

So, our motivation in this paper is to investigate a novel approach that allows to
study e-strong simulation for multidimensional diffusions in substantial general-
ity, without imposing the assumption that o (-) is constant or that a Lamperti-type
transformation can be applied. Given the previous discussion on the connections
between exact sampling and e-strong simulation, and the limitations of the current
techniques, we believe that our results here provide an important step in the devel-
opment of exact sampling algorithms for general multidimensional diffusions. For
example, in contrast to existing techniques, which demand L (¢) to be expressed in
terms of a Riemann integral as indicated in (1.4), our results here allow to approx-
imate directly L(¢) in terms of the stochastic integral representation [and thus one
does not need to assume that p(x) = Vv(x)]. We plan to report on these implica-
tions in future papers.

Our results already allow to obtain unbiased estimator of expectations of sam-
ple path functionals via (1.3). However, it is noted in [3] that the expected number
of random variables required to simulate Z is typically infinite. Pollock, Johansen
and Roberts [11] discusses via numerical examples the practical limitations of
these types of estimators. Rhee and Glynn [12], also proposes unbiased estimators
for the expectation of Lipschitz continuous functions of X (1) using randomized
multilevel Monte Carlo. Nevertheless, their algorithm also exhibits infinite ex-
pected termination time, except when one can simulate the Lévy areas exactly,
which currently can be done only in the context of two-dimensional SDEs using
the results in [9].

Bayer, Friz, Riedel and Schoenmakers [1] also use rough path analysis for
Monte Carlo estimation, but their focus is on connections to multilevel techniques
and not on &-strong simulation.

In this paper, we concentrate only on what is possible to do in terms of e-strong
simulation procedures and how to enable the use of rough path theory for e-strong
simulation. We shall study efficient implementations of the algorithms proposed
in a separate paper. Other research avenues that we plan to investigate, and which
leverage off our development in this paper, involve quantification of model uncer-
tainty using the fact that our e-strong simulation algorithms in the end are uniform
for cases with a large class of drift and diffusion coefficients.

Finally, we note that in order to build our Tolerance-Enforced Simulation proce-
dure we had to obtain new tools for the analysis of Lévy areas and associated con-
ditional large deviations results for Lévy areas given the increments of Brownian
motion. We believe that these technical results might be of independent interest.

The rest of the paper is organized as follows. In Section 2 we describe the two
main results of the paper. The first of them, Theorem 2.1, provides an error bound
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between the solution to the SDE described in (1.1) and a suitable piecewise con-
stant approximation. The second result, Theorem 2.2, refers to the procedures that
are involved in simulating the bounds, jointly with the piecewise constant approx-
imation, thereby yielding (1.2). Section 3 is divided into two subsections and it
builds the elements behind the proof of Theorem 2.2. As it turns out, one needs to
simulate bounds on the so-called Hélder norms of the underlying Brownian motion
and the corresponding Lévy areas. Section 4 lays out the details of the simulation
of the Brownian motion and an upper bound of its «-Holder norm and Section 5
lays out the details of the simulation of the Lévy areas and an upper bound of
its 2c-Ho6lder norm. Section 6 is also divided in several parts, corresponding to
the elements of rough path theory required to analyze the SDE described in (1.1)
as a continuous map of Brownian motion under a suitable metric (described in
Section 2). While the final form of the estimates in Section 6 might be somewhat
different than those obtained in the literature on rough path analysis, the tech-
niques that we use here are certainly standard in that literature. We have chosen to
present the details because the techniques might not be well known to the Monte
Carlo simulation community and also because our emphasis is in finding explicit
constants (i.e., bounds) that are amenable to simulation.

2. Main results. Our approach consists in studying the process X as a trans-
formation of the underlying Brownian motion Z. Such transformation is known as
the Itd—Lyons map and its continuity properties are studied in the theory of rough
paths, pioneered by T. Lyons, in [10]. A rough path is an effective way to sum-
marize an irregular path information. The theory of rough paths allows to define
the solution to an SDE such as (1.1) in a path-by-path basis (free of probability)
by imposing constraints on the regularity of the iterated integrals of the underlying
process Z. Namely, integrals of the form

t
2.1 A,‘,j(s,t):/ (Zi(u) — Zi(s))dZ(u).

The theory results in different interpretations of the solution to (1.1) depending
on how the iterated integrals of Z are interpreted. In this paper, we interpret the
integral in (2.1) in the sense of Itd.

It turns out that the It6—Lyons map is continuous under a suitable «-Holder met-
ric defined in the space of rough paths. In particular, such metric can be expressed
as the maximum of the following two quantities:

1Z(t) — Z(s)l
(2.2) |Z]l¢ := sup " =,
O<s<t<1 [t — s
A (st
2.3) IAlg = sup max 140l

O<s<t<il<ij<d’ |t —s|>%

As we shall discuss, continuity estimates of the Ito—Lyons map can be given ex-
plicitly in terms of these two quantities.
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In the case of Brownian motion, as we consider here, we have that o €
(1/3,1/2). It is shown in [7], that under suitable regularity conditions on w(-) and
o (), which we shall discuss momentarily, the Euler scheme provides an almost
sure approximation in uniform norm to the solution to the SDE (1.1). Our first re-
sult provides an explicit characterization of all of the (path-dependent) quantities
that are involved in the final error analysis (such as ||Z]|, and ||A||2), the dif-
ference between our analysis and what has been done in previous developments
is that ultimately we must be able to implement the Euler scheme jointly with the
path-dependent quantities that are involved in the error analysis. So, it is not suffi-
cient to argue that there exists a path-dependent constant that serves as a bound of
some sort, we actually must provide a suitable representation that can be simulated
in finite time.

In order to provide our first result, we introduce some notation. Let D,, denote
the dyadic discretization of order n and A, denote the mesh of the discretization.
Specifically, D, := {ty,t{,...,t5,} where tj = k/2" for k =0,1,2,...,2" and
A, =172,

Given X" (0) = x(0), define {}A( "(t) :t € D,} by the following recursion:

d/
X7 (i) = X7 ) + e (X" () An + Y01 (X (ONZ (1) — Z (1))
(2.4) a
d d d . A ~
+2°20 D 4o (X)) orm (X" () Ap. (6 141)-
j=ll=1m=1
where A} (1,1 ) = At 1) = (Zi(,) — Zi (t,?))z/2 — A,/2, and
AP (et ) =0 for i # j. Welet X"(r) = X" (|1]) where [¢] = max{f} : 1 <1}
for t € [0, 1]. We denote

m

R (1 1) == Do AL ) = AL (L gD

k=I[+1
and for fixed 8 € (1 — «, 2c), write
. IRY (5. 1)]
R = sup sup max —————.

n O0<s<t<l,s,teD, 15i,j=<d’ |t — s|/3A,%a p

We notice that when i = j, Rl’fi(tl”, t)) = 0; when i # j, Ri’fj(tl”,t,’,‘,) =
i1 Aij 7y, t). We also redefine || Z]|, and || A]|2q as

] 1Z(@) — Z(s)llo
|Zlla:=sup  sup .
n 0<s<t<l,s,teD, [t —s|
[A; j(s, 1)l

[All2e := sup sup

n O<s<i<l.sieD, 1Si.j=d’ |t — 5|
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The new definitions are equivalent to (2.2) and (2.3) since both Z and A are con-
tinuous processes. It is well known that a solution to X can be constructed path-
by-path (see [7] and Section 6). The next result characterizes an explicit bound for
the error obtained by approximating X using X",

THEOREM 2.1. Suppose that there exists a constant M such that ||| <
M, |[Vitlloo <M and |6 Do < M fori =0,1,2,3, where 0@ denotes the ith
derivative of 0. If || Z]|q < Ko < 00, ||All2q < K2q¢ < 00, and I'g < Kg, we can
compute G explicitly in terms of M, Ky, Koy and Kg, such that

sup | X"(r) — X (1)| ., < GAZ*F.
tel0,1]

REMARK. A recipe that explains step-by-step how to compute G in terms of
algebraic expressions involving M, Ky, K2, and Kg is given in Procedure A in
Section 2.2.

Using Theorem 2.1, we can proceed to state the main contribution of this paper.
THEOREM 2.2. In the context of Theorem 2.1, there is an explicit Monte Carlo

procedure that allows us to simulate random variables K, Koo and Kg jointly
with {Z(t) : t € D,} for any n > 1. Consequently, given any deterministic ¢ > 0 we

can select n(g) such that GAi‘ESﬁ < ¢ and then set X (1) = Xn (t) so that
(2.5) sup | Xe(1) — X (1)) o < e

t€l0,1]
with probability one.

REMARK. An explicit description of the algorithm involved in the Monte
Carlo procedure of Theorem 2.2 is given in Algorithm 2 at the end of Section 5.3,
and the discussion that follows it.

Given {Z(t) : t € Dy} so that (2.5) holds, the discussion in the remark that
follows Algorithm 2 explains how to further simulate {Z(¢) : t € D,,/} for any n’ >
n(e). This refinement is useful in order to satisfy the important property (T4) given
in the Introduction. In detail, once K, K7, and K have been simulated then G
has also been simulated and evaluated. Consequently, given any sequence &, <
&m—1 < --+ < &1 we just need to obtain n; such that GA,%?_’g < g;. Then simulate
{Z(t) : t € Dy,} and construct X”i(-) according to (2.4). We let X, (t) = X (1)
and, owing to Theorem 2.1, we immediately obtain

sup | X, (1) — X ()| o, <&
t€l0,1]

with probability one, as desired.
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2.1. On relaxing boundedness assumptions. The construction of X "(-) in or-
der to satisfy (2.5) assumes that |[t]lco < M, |tV ]lec < M and |6 D] < M
fori =0, 1, 2, 3. Although these assumptions are strong, here we explain how to
relax them. Theorem 2.2 extends directly to the case in which u and o are Lip-
schitz continuous, with u differentiable and o three times differentiable. Since u
and o are Lipschitz continuous, we know that X (-) has a strong solution which is
nonexplosive.

We can always construct s and oy so that w®(x) = ,bL (x) for ||x|loo < cm

andi =0, 1 and 0@ (x) = GM)(x) for ||x||oo < cp fori =0,1,2,3. Also we can
construct ¢y, where cpyy — oo as M — o0, and |[uprllco < M, ||[L(1)||oo < M and
lo® oo < M fori =0,1,2,3.

For M > 1, we cons1der the SDE (1.1) with w7 and oy as drift and diffusion

coefficients, respectively, and let X s (-) be the corresponding solution to (1.1). We
start by picking some M > 1 such that ¢ < ¢y, and let M = M. Then run Algo-

rithm 2 to produce {X (t) : t € [0, 1]}, which according to Theorem 2.2 satisfies,

sup HX ) — Xu®)|

tel0

Note that only Steps 5 to 8 in Algorithm 2 depend on the SDE (1.1), through
the evaluation of G, which depends on M and so we write Gy := G. If
SUP[0.1] ||)A(”M (oo < ¢y —&, then we must have that X (r) = X (¢) fort € [0, 1]
and we are done. Otherwise, we let M <— 2M and run again only Steps 5 to 8 of
Algorithm 2. We repeat doubling M and re-running Steps 5 to 8 (updating G )
until we obtain a solution for which sup,¢g 1 ||)A("M () lloo < cyr — €. Eventually,
this must occur because
lim sup ||XM(t) - X0

M —> e[
almost surely and X (-) is non explosive.

2.2. The evaluation of G. 'We next summarize the way to calculate G in terms
of M, K, K»y and K g. We write d = max{d, d'}.

PROCEDURE A. 1. Find § and C;(8) > 0 for i = 1, 2, 3 that satisfies the fol-
lowing relations:

C1(8) > C3(8)8°* + MS'" ™ +dMK, + d>M? K, 8%,
C2(8) > C3(8)8% + d° M* K,

C3(8) = {MC1(8) +dMC1(8) Ko +d*MC2(8) Ko

—21-3a
+2d°M?C1(8)Koq ).
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[Refer to the proof of Lemma 6.1 for one particular method to find such C;()’s.]
2.Set C1 = 2C1(8), Cr = 3(C2(8) + MCy +dMCKg) and

Cs (MCy +dMC}Ky +d*MCyKy +2d° M?C1 Kay).

=T o
3. Find 6" and B;(8’) for i = 1, 2, 3 that satisfies the following relations:
Bi(8') > B3(8')8 +2M8"' ™ + 2M Ky, +4M* K24, 8",
By(8') > B3(8')8"* +4M? Ky,

B3(8') > {MB;(8') + M B (8*)Ky + MB>(8') Ky

4
1 =213
+2M? B (8') K2 ).

4.Set B= 2B (8.
5.Set G; = (1 + B)Cs.
6. Find 8" and C4(8") such that

B§"® <29t _ 2,

2+ Bs"™
C4(8") = 2(1 _2rso

-1
TR ) (B&*M?*Kg +2d°M*C1KR).

7.Set C4 = (14 B8")C4(8"*M*K + 2d>M*C 1K) /8.
8.Set Gy = C4 + d>M*Kp.
9.Set G =G + Ga.

LEMMA 2.1. Given Ky, Koo, Kgr and M, Procedure A can be executed.

PROOF. We prove the lemma by providing one particular method to find such
§ and C;(8)’s, i = 1,2, 3. The method to find §’, B;(8')’s, for i =1, 2, 3, follows
exactly the same rationale.

Set C1(8) = dM||Z|lo + 1/2, C2(8) = d*M?||All2e + 1/2 and C3(8) =

—E(MC1(8) + dMC (O Zlle + MO Zle + d*M?|Zllo +

2d°*M>C(8)||Alla). Then we can pick 8 small enough, such that C3(8)8** +
M8 + BB M?||A|2e8% < 1/2 and C3(8)8% < 1/2. O

3. The main idea of the algorithmic development. Based on Theorem 2.2,
our main task is to calculate/simulate the upper bound for ||Z||y, ||All2¢ and g,
respectively. In this section, we will introduce the main idea of our algorithmic
development.

The development can be decomposed into two tasks. The first one is to find an
infinite sum representation of the objects of interest. The second one is to truncate
the infinite sum up to a finite but random level so that the error induced by the
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remaining terms in the summation is suitably controlled. The second task calls for
novel algorithmic constructions. Simulating infinitely many terms is impossible.
We need to find an efficient way to extract enough information on the remaining
terms after the truncation, so that we can obtain an almost sure bound on the con-
tribution of the terms that are not simulated. We next carry out the two tasks one
by one.

3.1. Infinite sum representation of Brownian motion and Lévy area. We start
by introducing a wavelet synthesis of Brownian motion, {Z(¢) : 0 <t < 1}, called
the Lévy—Ciesielski construction of Brownian motion [13].

First, we need to define a step function H () on [0, 1] by

Ht)y=10<t<1/2)—-1(1/2<t<1).
We then define a family of functions
H()=2""HQ2" 't —k+1)

foralln >0and 1 <k <2" ! Set H(()) (t) = 1. Then one obtains the following
infinite sum representation of Brownian motion.

THEOREM 3.1 (Lévy-Ciesielski construction). If {W}':1 <k <2""! n >0}
is a sequence of independent standard normal random variables, then the series
defined by

27171

0 ! 0 & !
(3.1) Z(z):wofo Hy(s)ds+ Y Z(W,?/O H,?(s)ds)
1

n=1 k=

converges uniformly on [0, 1] with probability one. Moreover, the process {Z(t) :
t € [0, 11} is a standard Brownian motion on [0, 1].

Figure 1 demonstrates the basic idea of the Lévy—Ciesielski construction using
properties of the Brownian bridge. Specifically, as Z(1) ~ N(0, 1), we set Z(1) =
Wg. Conditional on the value of Z(0) =0 and Z(1), Z(1/2) ~ N(Z(1)/2,1/4).

» NQO,D) | o NO,D N,
- NO-) -7 N

< 4.7

\
\
\
\
\
\
\
\
\
\
o —|e—
\
|‘\
1 o —
A
N

FI1G. 1. Lévy-Ciesielski construction of Brownian motion on [0, 1].
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Thus, we set Z(1 /2) Z(1)/2+1/ 2W11. In general, conditional on the value of
Z@ Yy and Z(t) ), fork=0,1,...,27 1,

Z(t51) ~ N((Z( ") + Z(570)) /2 Ang)-
Thus, we set

-1 —1 1/2
Z(Bhsr) = (Z(N) + Z(o D) 2+ A WL

Eventually, we will simulate the series up to a finite but random level Nj to
be discussed later. By level, we mean the order of dyadic discretization. As we
are simulating the discretization levels sequentially, we often refer to “time” when
discussing levels.

We next analyze the Lévy area, A; ;(#;, t,fH), forl <i,j<d.,n>1,0<k<
2" — 1. Using the algebraic property,

1 ntl 1 1
Ai (@ ) = Ai (i tgli}—l) + Ai ](tglg:—l’ tg]j:i-Z)
1 1 1 |
+(Zi(h) = Zi(B5 N (Z(5h) — Z(1350)).

we have the following infinite sum representation of A; ;(#/, #, ;).

LEMMA 3.1. Forn>1,0<k<?2"-—1,

00 zh n—1
A j (e, tk+1 Z Z 2h 42— 1) Zi(tél”—"k—i-Zl—z))
h=n+1 I=1

x(Z; (’gh—nk+2z) —Zj (télh—"k—&-Zl—l))}'

The inner summation terms in the expression for A; ;(#, t} 1) motivate the
definition of the following family of processes (L” k) :k=0,1,...,2""1
n>1):

L7 (0):=0,
L} (k) =L} j(k = 1)+ (Zi(tgp—1) — Zi(t3_2))(Z (t5%) — Zj (t3—1))

fork=1,2,...,2"" L.
Using this definition and Lemma 3.1, we can succinctly write A; ;(#/, 1", ;) as

o0

(3.2) A ) = Y (L@ "k + 1) — L} ;2" k).
h=n+1
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3.2. The idea of record breakers. To truncate the infinite sum up to a finite but
random level, we use a strategy called record breakers. Specifically, we first define
a sequence of “record breakers.” We then formulate the “future” information we
need to know as a sequence of “yes or no” questions. Specifically, the yes or no
question is formulated as “will there be a new record breaker?”” and answering the
yes/no question is equivalent to simulating a properly defined Bernoulli random
variable.

The definition of the record breakers need to satisfy the following two condi-
tions:

C1. The following event happens with probability one: beyond some random
but finite time, there will be no more record breakers.

C2. By knowing that there are no more record breakers, the contribution of the
terms that we have not simulated yet are well under control (i.e., bounded by a user
defined tolerance error).

We next explain how the above strategy is applied to the Brownian motion and
the Lévy area, respectively.

We have d’ independent Brownian motions and we will use Wi’,’k for i e
{1,...,d'} to denote the (n, k) coefficient in the expansion (3.1) for the ith Brow-
nian motion.

For || Z||, we say a record is broken at (i,n,k), for 1 <i <d’, n >0 and
1<k<2"lif

Let Ni :=max{n > 1:|W/}| > 4/n+1forsome 1 <k <2~ 1 <i<d'} Itis
the last time the record breaker happens. The following lemma shows that condi-
tion Cl1 is satisfied (E[N;] < oo implies P(N| < 00) = 1).

LEMMA 3.2. There exists an integer valued random variable N, with
E[N1] < oo, such that for all n > N1, 1 <k <2" —land 1 <i <d" W, <

4/n + 1.

We next check condition C2. Define V" = max; ;-n-1 |[W}'|. We have the fol-
lowing auxiliary lemma.

LEMMA 3.3.

(e ¢]
||Z||0( S 22(¥+1 Z 2—}’!(%—0{) V}’l
n=0
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Once we found N, we have

Ny [e’e)
”Z”a 522014—1 Zz—n(l/2—a)vn+22a+3 Z 2—}1(1/2—0{)\/m

n=0 n=N1+1
2—1/2(Ni+1)(1/2-)
1 =2-12(12-a) °’

N
< 22a+1 21: 2—n(1/2—a) |74 + 22a+3c
n=0

where C = max, >y, +1 (271/2072=0) [y 1T},
For the Lévy area, we first notice that when i = j,

sup sup Aii(s,1)
n 0<s<t<l,s,teD, (I — )2

B (B(t) — B(s))> — (t — 5)?
= Slip sup 2(l — S)za
0<s<t<l,s,teD,

_zig+1
- 2

and
Rn (tl ’ m) =0.
When i # j, the record breaker is defined for the random walk L} j ’s. Specifically,
for L, we say a record is broken at (i, j,n,k, k'), for 1 <i,j<d',i# j,n>
1,0<k <k <2"1if
L7 (K) = L} (0] > (K = k) A7,

where B € (I — a,2a). Let Ny := max{n > 1 : IL} (k") — L} ()] > (K —
k)/SA%O‘ forsome 0 <k <k’ <2" ' 1<i,j<d, i+ j} Itis the last time the
record breaker happens. The following lemma shows that condition C1 is satis-
fied.

LEMMA 3.4. There exists an integer valued random variable N>, with
E[N>] = o((1 = 2a)~2), such that for alln > Ny and all 0 <[ <m < 21 e
have |L} ;(m) — L} ;D] < (m — DPAZ for a € (1/3,1/2) and B € (1 — a, 2a).

We next check condition C2. The following corollary follows directly from (3.2)
and the definition of R}’ ;.

COROLLARY 3.1. Fori # j,

o0

R tp) = 32 (LE;(2"7"m) — L ;(2"7")).

h=n+1



288 J. BLANCHET, X. CHEN AND J. DONG

Then we have the following bounds for || A|2, and 'k based on the N,.

LEMMA 3.5. Suppose that N is chosen according to Lemma 3.4. We define

LY (m) = LY (D)
'y = max{l, max max max { . . ”
1<i,j<d',i#jn<N; 0<l<m<2n-! (m — )P A2«

Then

2—QRa—p)

g < 172G h 'y

and

2 ) l—«

[All2e = FRm +11Z1l; [— o«

In what follows, we shall explain how to simulate the random numbers (N and
N») jointly with the wavelet construction using the “record breaker” strategy in-
troduced in the previous section. Specifically, we first find all the record breakers
in sequence and then simulate the rest of the process conditional on the informa-
tion obtained by knowing the location of all the (finitely many) record breakers.
The challenge lies in the fact that the probability of success of the Bernoulli trials,
which corresponds to the yes/no questions defined in terms of the record breakers,
is not known to us. We start with the procedure to simulate N; in Section 4, which
is built on a sandwiching idea. Then conditional on the value of Ni, we intro-
duce the procedure to simulation N> in Section 5 based on an acceptance-rejection
scheme, where the proposal distribution is built on some exponential tilting.

4. Tolerance-enforced simulation of bounds on a-Hdélder norms. We first
note that N is not a stopping time with respect to the filtration generated by
{(Wi’fk:05k§2”—1,1§i§d’):nz 1}.

For the simplicity of demonstration, we shall focus on the 1-dimensional case.
For d’ > 1, we apply the same procedure for each Brownian motion. In what fol-
lows in this subsection, we shall drop the subscription i.

We call a pair (n, k) a record-broken-pair if |W}'| > 44/n 4 1. All pairs (both
record-broken-pairs and nonrecord-broken-pairs) can be totally ordered lexico-
graphically, that is, using 2"~ + k. The distribution of subsequent pairs at which
records are broken is not difficult to compute (because of the independence of
W;’s). So, using a sequential acceptance/rejection procedure we can simulate
all of the record-broken-pairs. Conditional on these pairs, the distribution of the
{(W/!:0 <k <2"—1):n> 1} is straightforward to describe. Precisely, if (k, n)
is a record-broken-pair, then W;' is conditioned on |W}'| > 4+/n + 1, and thus is
straightforward to simulate. Similarly, if (k, n) is not a record-broken-pair, then
W' is conditioned on |W}'| < 4+/n + 1, and also can be easily simulated.
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The simulation of the record-broken-pairs has been studied in [5]. The idea is
to find all the record breakers sequentially until there are no more record breakers.
The challenge lies in sampling the Bernoulli random variable corresponding to the
question “whether there will be no more record breakers in the future.” We take
sampling the first breaker as an example. The probability that there are no more
record breakers beyond 1 is

oo 2"—1
p(l):= ]‘[ ]‘[ P(|W]| <4vn+1),
n=1 k=0

which involves evaluating the product of infinite many terms and we do not know
its value in closed form. However, we can find a sequence of upper bound and
lower bounds of p(1), which are defined as

h
Un(D) =TT P(Wil) | <4,/ llogyr] + 1),
r=I1

where r = 2" =1 4 k(r) and
Dy(1) = (1— K42y,

respectively. The upper and lower bounds satisfy that Dy, (1) < Dj41(1) < p(1) <
Un(1) < Up41(1) and limy,— 00 Di (1) = p(1) = limy,— oo U (1). We also have that
Uy (1) — Up41(1) is equal to the probability that the first record breaker happens at
position 4. Thus, we can check whether the Bernoulli trial is a success or failure
by updating the upper and lower bounds sequentially. Moreover, if the Bernoulli
trial is a failure (there are more record breakers beyond the current index), we also

know the index of the next record breaker. We synthesize algorithm 2W in [5] for
our purposes next.

REMARK. Observe that for every [ = 2"~! 4k € S, we can generate W} con-
ditional on the event {|W}| > 44/n + 1}; for other [ (i.e., | ¢ S), generate W} given
{IWy] < 4/n + 1}. Note that at the end of Algorithm 1 and after simulating wy
for n < Nj one can compute
2=1/2(N1+1)(1/2~a)

1 —2-12(1/2—a) °

N
K(x — 220{+1 Xl: 2—”(1/2—0{) V}’L + 22(1+3C
n=0

where C = maxnleH{2_”/2(1/2_“)«/11 +1}.

5. Tolerance-enforced simulation for bounds on 2¢.-Hélder norms of Lévy
areas. The simulation of N, is a lot more complicated, comparing to Ny, be-
cause there is fair amount of dependence on the structure of the LZ i (k)’s as one
varies n. Let us provide a general idea of our simulation procedure in order to set
the stage for the definitions and estimates that must be studied first.
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Algorithm 1 Simulate N jointly with the record-broken-pairs

Output: A vector S which gives all the indices [ = 2" + k such that (n, k) is a
broken-record-pair.

Step 0: Initialize R =0 and S to be an empty array.

Step 1: Set U = 1, D = 0. Simulate V ~ Uniform(0, 1).

Step2: While U > V > D, set R <~ R + 1 and U < P(|W}]| <
4/log RI+ D x Uand D < (1 — R'"#/2) x U.

Step 3: If V > U, add R to the end of S, thatis, S =[S, R], and return to Step 1.
Step 4: If V < D, Ny = [log, max(S)].

Step S: Output S.

End of Algorithm 1

Define
Fo=c{(W/,:1<k< 2’”_1) :m <n},

L,

and for the conditional expectation given F,, we write
Suppose we have simulated {(W;, :0 <k <2"—1,1<i < d") :n < N} for some
N and define

i

1y (N) =inf{n > N+ 1:|L} ;(m) — L} ;()| > (m — )P A}*
forsome 0 <l <m < 2"_1}.

Because of Lemma 3.4 we have that the event {r](N) = oo} has positive probabil-
ity. In what follows, we will explain how to simulate a Bernoulli random variable
with probability of success P(t;(N) = oo|Fp). If such Bernoulli is a success,
then we have that N = N and we would have basically concluded the difficult
part of the simulation procedure (the rest of the process can be simulated under a
series of conditioning events whose probability increases to one as n grows). If the
Bernoulli is a failure (i.e., its value is zero), then we will find 7;(/N) and simulte
all the information up to 71 (N). We repeat the above Bernoulli trial with updated
probability of success until we obtain a successful Bernoulli trial.

Now, part of the problem is that Algorithm 1 has been already executed, so
N > Ny, in other words, while the random variables {W/, : 1 <k < 2"=1} are in-
dependent (for fixed n > N), they are no longer identically distributed. Instead,
Wi’fk is standard Gaussian conditional on the event {| Wl."’k| < 4+/n + 1}. Neverthe-
less, if n is large enough, all of the events {|W/,| < 4+/n + 1} will occur with
high probability. So, we shall first proceed to expiain how to simulate a Bernoulli
random variable with probability of success P(tj(n’) = 0o|F,/) assuming n’ is a
deterministic number. The procedure actually will produce both the outcome of the
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Bernoulli trial and if such outcome is a failure [i.e., 7;(n) < 00], also the sample
path

(Wrool<k<2"'n' <m <o)}

Our procedure is based on acceptance / rejection using a carefully chosen pro-
posal distribution for the W/ ’s, n > n’ based on exponential tilting of L}, j(k)’s,
conditional on F,. To this end, we will need to compute the conditional moment
generating function (conditional on F,) of L ;j(k)’s and the family of distribu-
tions induced over W}, ’s and W” ', s under the exponent1a11y tilting. This will be
done in Section 5.1. Then we need some large deviation estimates to bound the
likelihood ratio of a certain randomization procedure. These bounds are developed
in Section 5.2. These are the main elements needed to simulate N, together with
the wavelet construction. We introduce the actual randomization procedure and the
details of the algorithm in Section 5.3.

5.1. Conditional moment generating functions and associated exponential tilt-
ing. In this section, we characterize the distribution of {(Wi”,:Hﬂ 1<k <

2"+m=1) - m > 1} under the exponential tilting conditional on F,.
In order to reduce the length of some of the equations that follow, we write, for
eachre{l,2,...,2"},

5.) AN = Zi0]) — Zi(el ).

Then we have the following recursive relations for A’ (")’s.

LEMMA 5.1. Fork=1,2,...,2""1

1 - 1/2
AL (1) = S AT + A W

Lot n—t N
A (tyy) = zAn &) = A0 Wi
From Lemma 5.1, we can see that

Fa=0lZ(t?) - Z(t"):0<k <k’ <2™ ' m <n}.

Assume that k < k', we will iteratively compute the conditional moment gener-
ating function as

52 Enlexp(6o{L] " (k') — L} " ()})]
= En[Enti1[- - Entm—1[exp(60{L} " (K') = L T" ®)])] .. ]].
Recall that, for 1 <k <271
k
L?,j (k) = Z A? (télr—l)A? (tgr)‘

r=1
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We shall start from the expectation of exp(@oA?’Lm (tgr’L_ "})A’}er (tgrJr ")) condi-
tional on F,4p,—1.

COROLLARY 5.1. Fori #j,
Epm—1[exp(B0A] T (157 AT (1577))]

= (1 — 9§A2 )_1/2 eXp(@lA’}"'m_l (tn+m71)A;1+m—l (thrmfl))

n+m r r

X exp(nlA’}+m—1(t:z+m—1)2 + nlAlr_t+nz—1(try,+m_1)2)’

where

-1

-1
61 == bo(1 —93A3+m+1) /4, n1 =63 (1 —93A3+m+1) An+tm/8.

Moreover, define

/ n+m n+m
P ;1+m(W,-,, €A, W™ € B)

n—+m,t,
Epm—tLL (W™ € A, W™ € By exp(BoA] ™" (13D AT (137))]

Enpm—1lexp(BoA] " (13 AV (57)]

’

then under P’; FE and given Fy+m—1, we have that (Wi',l;rm’ Wﬁjm) follows a
Gaussian distribution with covariance matrix

i (l”+m+1) = —1 ( 1 _HOAn-i-m—l—l)

rmr 1_93A3+m+1 —00An+m-+1 1

and mean vector

n+m+1

_90A1/2 A?+m—1(t;1+m71)/2

1/2 n+m—1( n+m—1

- o Go A A" (l‘" )/2

,uiz’-]i—m (I;H_m) = Z;—{—m (I;H_m) ( ! ' .
n+m+1

So, from Corollary 5.1 we conclude that

k/
e oo 2 A )|

r=k+1

—(k'—k)/2
(5.3) =(1 _93A3+m+1) =i

k/
xexp(91 Z A;H—m—l(Z:L-I—m—l)A?-i-m—l(trn-i-m—l))
r=k+1

K K
“"p(’“ > Al g 3 A7+'"—‘(rf+m1>2)‘
r=k+1 r=k+1
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If m > 2, we can continue taking the corresponding conditional expectation given
Funt+m—2. Due to the recursive nature of (5.2) and the linear and quadratic terms
that arise in (5.3), it is convenient to consider

2n+m—1
Z 01 (;rn+m—1)A;§+m—1(trn+m—1)A;1+m—1(trn+m_1)
r=1
(5.4) -
+ Z nl(t;?-i-m—l)(AI}—Fm—l(t;?+m—1)2+Al}+m—l(tryz+m_1)2)’
r=1
where

O1(t" N =0 x I(relk+1,...,kY),
m(E Y =g x I(refk+1,..., k).

We also introduce the following notation to simply the presentation of our tilting
parameters. Due to the difference in the recursive relation for A7 (#') between odd

and even r’s, we recursively define for/ =2, ..., m
0L (1" 1) = O (15,71 6 (5,
oL (") = 0 (3 ) — 0 (a3,
os  TETT = I )
n () = e () = (T,
B A l 291 (tn+mfl)
pr(tn ) = = TTE
1 =2 4m—1420% (1) )
hl(tn+mfl) Anym—i+2
’ (1= 2Angm—i2n’ ") — (T H2)
and set
I (sm+n—I
_ ny(t )
m(t;n—i-n l): + r4
-1
+ hl(trm;_n ){91 ( m+n— l) +477 (m—l—n 1)2

+491_(t;n+n—l)nl_(trm+n l),Ol( m—+n— l)}
e_li_(t;n-i-n—l)
4

+h1(l‘;"+"_l){91 ( m+n l)nl_(tm+n_l)

r

o1 ") =

1
+491(m+n l) gz( m+n l)+77 (m+n l) Pl( m+n l)}
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Finally, we decompose (5.4) into two parts (the cross term and the quadratic term)
by defining

A7) = 0y (5 AT ) A T

+6,_; (tgr—f—m—l—ﬁ—l)Al;-i—m—l—ﬁ—l (tézr—i—m—l-l—l)A;l-i—m—l—H (tgjm_l+l),
B(I;H-m—l) — m_l(tgrtﬂ]lfl+l)(A;g+mfl+l (tézrtn;fl+l)2 + A,}+m,l+1 (tgrt”f*l+1)2)

+ m_l(tézr—&-m—l—l-l)(Al}—i-m—l—H (tgzr-i—m—l—i-l)Z

—l+1 —I+1\2
AT el 2)
and
C ™) = (1= 28pmrirn (7)™ (1= pr ()72,
Then (5.4) can be written as

2n+m—2

> (AT )+ B ),

r=1
and the following result is key in evaluating (5.2).
COROLLARY 5.2. Fori#j,1=2,3,....mandr=1,2,... 2"
Enem-i[exp(A(7 ™" 7) + B( "))
— C(trn—&-m—l) exp(@z (trm—l—n—l)Ai(t;n—i—n—l)Aj (trm—i-n—l))
xexp(m (") (As( )+ A ().
Moreover, define

/ n+m—I+1 n+m—I+1
Pn+m—l+1,t,”+”’*l+' (Wivr €A, Wj,r S B)

B En—i—m—l[l(Wi’?j—m_l_‘—l €A, W;jm—l—i—l €B) eXp(A(l‘;H_m_l) +B(t:l+m_l))]
Entm-ilexp(A@ ") + B ")) ’

/ : n+m—I[+1
then under Pn+m—l+1,z,"+’”*’+1’ and given Fpim—1, we have that (W; ,
W;? J[m —H follows a Gaussian distribution with covariance matrix
i,j n+m—I+1
En—i—m—l +1 (tr )
1

1— pr ()2

o [ (1= 22memmrn () a7
sl (1 =280 ()
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where g (t" ") = Apim—1420L DA = 28,4 m—ig2n’ ") 72, and
mean vector

( (tm— l+1) _ AI/Z Ei’j (tn+n1—l+1)

Mn+m n+m—I+1“n+m—I+1\"r

1
Ai(t;l+m_l)nl_(tn+m 1) + 21\ (n+m 1)01 ( n+m—l)

Aj(tn+m—l)nl (tn+m l) + ;A (n+m 1)91 ( n+m— l)

r

Using Corollary 5.2, we conclude that

Ensm_i |:exp (2n§[ (A(" ) + B(1" +’""))>}

r=1

2n+m—l 211+m—l—1
— 1_[ C(lrn-i—m—l) ><exp< Z (A(trn-i—m—l—l)+B(t;1+m—l—1))).

r=1 r=1

Therefore, combining Corollary 5.1 and repeatedly iterating the previous expres-
sion we conclude that

Enlexp(fo{L] " (K') — LT (k)})]

m 2n+m—]

(5.6) (1_90 n+m (k/_k)/Zl—[ 1—[ C(t,’f—'_m_l)
=2 r=1

xexp(é@m(tr")A +an 24 A () }).

5.2. Conditional large deviations estimates for L} j(k). We wish to estimate,
forl <i,j<d,i#j,k'>kandk' ke{0,1,... 2%m=1}
PuILE" (€)= L1370 > (=7 a2,
<exp(—fo(k' — k)’ A2%,,) x {Ex[exp(6o{ LI " (K') — LT (k)})]
+ Enlexp(=60{ L] 7" (k') — LT () })]}-
We borrow some intuition from the proof of Lemma 3.4 and select

v

1LY e g —
5.7 90(”’1, k ,k) =60 = (k' — k)l/ZA}%a’Am

We will drop the dependence on (m, k', k) for brevity. In addition, we pick y < 1/4
and o’ € (a, 1/2) so that

exp(—0o(k' — k)’ A2, ) = exp(—y (K — k)P~ AZeme) A2,
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Our next task is to control the E,, [exp(@o{Lzerm (k) — L?jm (k)})], which is the
purpose of the following result, proved in the Appendix to this section.

LEMMA 5.2. Fori # j, suppose that 6y is chosen according to (5.7), and n is
chosen such that

(5.8) max{|Aq (i7)]. | A ()]} < A5

’

and for gg € (0,1/2)

ZA

r=I+1
with ' € (a, 1/2), then

En[exp(60{L7 " (K) = LT (0})] = 4exp(eoy (' =) '77).

(5.9) <eom —DPA2Y forall0<l<m<?2"

REMARK. It is very important to note that due to Lemma 3.2 we can always
continue simulating the Wl-"’k’s (maybe conditional on {|Wi’fk| <4+/n+ 1} in case
n > Np) to make sure that (5.8) holds for some n. Similarly, condition (5.9) can be
simultaneously enforced with (5.8) because of Lemma 3.4. Actually, Lemma 3.2
and Lemma 3.4 indicate that conditions (5.8) and (5.9) will occur eventually for
all n larger than some random threshold. Our simulation algorithms will ultimately
detect such threshold, but Lemma 5.2 does not require that we know that threshold.

As a consequence of Lemma 5.2, using Chernoff’s bound, we obtain the fol-
lowing proposition.

PROPOSITION 5.1. Fori # j, if n is chosen such that (5.8) and (5.9) hold,
then

Po(ILI " () = LT (0] > (K = k)7 A%,)

1 — ’
< 8exp<—§y(k’ _ k)ﬁ 1/ZAYZl(w—a )A%la1>'

5.3. Joint Tolerance-Enforced Simulation for a-Hdolder norms and proof of The-
orem 2.2. Define

Colm) ={|LI7™(K') = L} T ()] > (K — k)P A%

n+m
forsomeO§k<k’<2"+m_1,1Si,jid/yi?fj}»

and put t1(n) = inf{m > 1:C,(m) occurs}. We write C,(m) for the complement
of C,(m), so that

00 m—1
Py(ti(n) <o0) = > P<Cn(m) NN én(l)).

=1



& -STRONG SIMULATION FOR SDES 297

To facilitate the explanation, we next introduce a few more notation. Let
Onntm :={Wl~lvk:0§k§2n —lL1<i<d n<l<n+m}.
In addition, define

1 _ /
vn (k, k'|m) = 8exp(—§y(k/ — k)ﬂ l/zAﬁ("““ )Aﬁf‘_l)

xI(0<k <k <2"" N [m=>1),

by (m) = > v (k, K'|m),
0<k<k/<2m+n—1
vn (k, k' |m)
k k' L SR st
anlh, Km) = =0

and
Enll (@pntm € ) exp(@o{L] 7" (k) = LI T" (kD]

PLJkK Wn:n+m € °) =
i (O € Eylexp@o{L] ;" (k") — L{ 1™ (k))]

‘We also denote
nlon. i 5. K = log By exp(6{ L™ () — L7 ()]
Observe that
1 _ ,
b,(m) = Z SeXp(—Ey(k/ _ k)ﬁ I/ZAﬁ(tx—a )Azmoc—l)

0<k<k/<on+m—1
< 22(m+n)+3 exp(_%yAﬁ(a_a’) A,Zna_1>'

Thus, b,(m) — 0 as n — 0o. Then we can select any probability mass function
{g(m) : m > 1}, for example, g(m) = e_l/(m — 1! for m > 1, by assuming that n
is sufficiently large,

g(m) = d”b,(m).

Now consider the following procedure which we called Procedure Aux, Aux for
“auxiliar,” which is given for pedagogical purposes, because as we shall see shortly
it is not directly applicable but useful to understand the nature of the method that
we shall ultimately use.

PROCEDURE AUX.
Input: We assume that we have simulated {(W/, :0 <k < 20y 1 <n}).

Output: A Bernoulli F with parameter P, (7] (ﬁ) < o0), and if F =1, also

ey = Wi 1<k<2' =1L 1<i<d,n<l<tm)

conditional on the event 71 (n) < oo.
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Step 1: Sample M according to g(m).

Step 2: Given M = m sample I and J (I # J) uniformly over the set
{1,2,...,d'}. Then, sample K’, K from g, (k, k'|m).

Step 3: Given M =m, [ =i, J = j, K =k, and K’ = k/, simulate @,

.. , .. /
from P,lljﬁ;k’k (). Note that simulation from ,ﬁjﬁ;k’k (-) can be done according to

Corollary 5.2.
Step 4: Compute

En(m, i, Jj,k, k/’ a)n:ner)
=1/(g(m)(d'(d' — 1))~ gu (k. K'|m)
x exp(Bo{ L1} (K) = L™ ()} = Yu(om. i, . k.K))).
and
Nom)y=" > Yo (L) = L)
1<i,j<d',i#j 1<h<h/ <2ntm—1
> (h— 1) A2,

Step 5: Simulate U uniformly distributed on [0, 1] independent of everything
else and output

m—1
F= I{U < 1<{yL;?jm (k) = Ly (0| > (k—K)P A%, 10 D c',,(l))

X E}’l (ms i$ j’ ka k/$ wnn+m)/Nn(m)}

If F =1, also output w4+ -
End of Procedure Aux

We first notice that when |Ll’.’jm (k") — Lf”;m k)| > (k — k)P A2

n+m?
g(m)(d'(d" = 1))~ gu(k, K'lm) exp(6o{ L} T (k')
— LU} = a(m, i, j, Kk, K)) > 1.

Thus, E,(m, i, j,k, k', wpntm) < 1. That is to say the likelihood ration function
is bounded and the Bernoulli random variable F is well defined.

We claim that the output F is distributed as a Bernoulli random variable with
parameter P,(ti(n) < 00). Moreover, we claim that if F = 1, then, w,.n4+m 1S
distributed according to P, (w7, (n) € -|T1(n) < 00). We first verify the claim that
the outcome in Step 5 follows a Bernoulli with parameter P, (t1(n) < 00). In order
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to see this, let Q, denote the distribution induced by Procedure Aux. Note that

Qn<U < 1({}L"+M(K) LMK > (K — K)P A2 40 ﬂ Cn (1))
X Bn(M, I, J, K, K', opnim) /N (m)>
M—1 B
:EQ"|: ({|L"+M(K) LMK > (K — K a2 00 N Cn(l)>
=1
X En(Ma I’ J’K,K/’wn2n+M)/~/\/‘l’l(m):|

-y Y X EQ{I({»L%W)—L;ﬁ;mam

1 j d/1<k<k/<2n+m 1

m—1
> (k=K a2, )0 N c',,(l))
=1

dPy ( ) 1
X ———7 (Wy: X —
d By NGy

> > a((r(iew - el

m=11<i,j<d 1 <k<k/ <2ntm=1

m—1
> (k=K)" a3, 0 N éna))) /Nn<m>)
=1
00 m—1
= Z (c (m)n (1) Ca (l))

1=1
= P,(t1(n) < 00).

Similarly, for the second claim,

M—1
On (wn;nm € AU < I(Cn(M> n N C'n(l>)
=1

x 8,(M,1,J,K, K/, Cl)n:n—i—M))

dPIJKK’

00
= X::l EQ" (wn:ner €A, %(a)n:lﬂrm)
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M—1
x I(Cn(m) nN én(l)>>/Pn(rl(n) < o0)

=1
= Z Pn(wn:n—f—m €A, ti(n)= m)/Pn(Tl(n) < OO)
m=1

= Pn(wn:n+r1 n) € Alti(n) < OO)

The deficiency of Procedure Aux is that it does not recognize that n > Nj. Let
us now account for this fact and note that conditional on Fy, we have that W} ’s

are i.i.d. N (0, 1) but conditional on {|W/";| <4+/n + 1} for all n > Nj. Define
Mo = (W) <4V +1:0<k<2"—Ln<h<n+m}.

In order to simulate Py, (71(N1) < 00) we modify step 3 of Procedure Aux. Specif-
ically, we have

PROCEDURE B.

Input: We assume that we have simulated {(Wil’ 0=<k< 2! ) : 1 < n}. So, the
Wi'f’,(’s are i.i.d. N (0, 1) but conditional on {|Wi’f1k| <4y/m+ 1} for all m > n. We
also assume that conditions (5.8) and (5.9) hold in Lemma 5.2; note the discus-
sion following Lemma 5.2 which notes that this can be assumed at the expense of
simulating additional i”’;(’s (with {|Wl.’?1k| <4dy/m + 1} if m > Ny).

Output: A Bernoulli F with parameter P, (t1(n) < oo, H2,), and if F =1, also

Onnamy = Wi 1<k<2" 1<i<d . n<l<n+7(n)

conditional on 7y (n) < 0o and on HY .

Step 1: Sample M according to g(m).

Step 2: Given M = m sample I and J (I # J) uniformly over the set
{1,2,...,d'}. Then sample K’, K from g, (k, k'|m).

Step 3: Given M =m, [ =i, J = j, K =k, and K' =k, simulate .+
from P,i:i;;k’k/(-). Note that simulation from P,ij%k’k/(-) can be done according to
Corollary 5.2. Check if HJ,, occurs. If yes, continue to Step 4; otherwise, go back
to Step 1.

Step 4: Compute

En(m, i, j, k. k', onntm)
=1/(g(m)(d"(d — 1)) gu (k. K'|m)
X exp(@o{Lzerm (k') — L,'-fj-—m(k)} — Y (m, i, j, k, k'),
and

Nm= XX ) - 1w G- k) A%,

1<i,j<d',i#j1<k<k'<2n+m-1
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Step 5: Simulate U uniformly distributed on [0, 1] independent of everything
else and output

=1{U<(( AL W) - L247o)

- (- KA ﬂ o)) frocs)

X En(m; ia j7 k5 kl’ wnn+m)/Nn(m)}

[Notice that P(H ™)/ P(H2) = P(H!
If F =1, also output wy;4m-
End of Procedure B

ntm) and can be computed in finite steps.]

Let Q, denote the distribution induced by Procedure B. Following the same
analysis as that given for Procedure Aux, we can verify that

Qn(U < (1 (H; AL (k) = L™ (k)

M-

- (YA, )N ﬂ o)) roes)

X En(m, i, k, K wnn—f—m)/Nn(m)) = Pn(fl (n) < OO|HZO)

And if the Bernoulli trial is a success, then, w,.,+ s 1s distributed according to
Py, (a)n:n+l’1 n) € Jt1(n) < 00, Hgo)

Finally, if t1(n) = oo, we may still need to simulate w,,.;, 4, for any m > 1, but
now, conditional on {1 (n) = oo, HJ,}. Note that

Py (@nn+m € Alti(n) =00, HR)
_ Py(opnm € A, T1(n) = 00, HY,)
- Py (11 (n) = 00, HLo)
Enl (@nonim € A, T1(0) > m, HL) Py (71 (n + m) = 00, HIF™)
N P, (t1(n) = o0, H2) '

Thus, we can sample w;;.,+,, from P, (-) and accept the path with probability

I(t1(n) > m, H}) Pysm (t1(n + m) = o0, Hn+m)
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Algorithm 2 Simulate N1 and N, jointly with Wl.’fk’s for 1 <n < Ny, where Ny is
chosen such that SUP;e0,1] ||)A(N0 ) —XW|oo<¢

Input: The parameters required to run Algorithm 1, and Procedures A and B.

These are the tilting parameters 6p’s.

Step 1: Simulate N; jointly with W/"’s for 0 <m < N using Algorithm 1 (see

the remark that follows after Algorithm 1). Let n = Nj.

Step 2: If any of the conditions (5.8) and (5.9) from Lemma 5.2 are not satisfied

keep simulating W;"’s for m > n until the first level m > n for which conditions

(5.8) and (5.9) are satisfied. Redefine n to be such first level m.

Step 3: Run Procedure B and obtain as output F' and if F' = 1 also obtain w1 (n)-

Step 4: If t(n) < oo (i.e., F = 1) set n «— t(n) and go back to Step 2. Otherwise,

go to Step 4.

Step 5: Calculate G according to Procedure A and solve for Ny such that
20—

GA Ny <&

Step 6: If Ny > n sample wj.y, from P,(-) and sample a Bernoulli random vari-

able, I with probability of success Py, (7 (No) = 00, Hévé’).

Step 7: If 1 =0, go back to Step 6.

Step 8: Output wo. ;.

End of Algorithm 2

This clearly can be done since we can easily simulate Bernoulli’s with probability
Pn—i—m(f(n +m) = o0, ,ngm) = Pn—f—m(fl (n+m)= OO|,HZS_m)PI1+m (ngm)

We summarize the above discussions in Algorithm 2.

We obtain {Wil’k 0<k<21< No, 1 <i <d} from Algorithm 2. We have
from recursions in Lemma 5.1 how to obtain
(5.10) WZi(t)) = Zi(t' ) :1<r <21 <1< Np, 1 <i<d])

r r—1

and then we can compute {)A( Noiy:te Dy, } using equation (2.4).

REMARK. Observe that after completion of Algorithm 2, one can actually
continue the simulation of increments in order to obtain an approximation with an
error ¢’ < ¢. In particular, this is done by repeating Steps 4 to 8. Start from Step 4
with n = Ny. The value of G has been computed, it does not depend on ¢. However,
one needs to recompute No := Ny(¢') such that GA?\',X_ﬁ < &'. Then we can im-
plement Steps 5 to 8 without change. One obtains an output that, as before, can be
transformed into (5.10) via the recursions (5.1), yielding {)A( N"(g/)(t) 1 € Dyyery}
with a guaranteed error smaller than & in uniform norm with probability 1.

6. Rough differential equations, error analysis and the proof of Theo-
rem 2.1. The analysis in this section follows closely the discussion from [7]
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Section 3 and Section 7; see also [8] Chapter 10. We made some modifications
to account for the drift of the process and also to be able to explicitly calculate the
constant G. Let us start with the definition of a solution to (1.1) using the theory of
rough differential equations. We first provide a definition of the solution of (1.1)
in a pathwise sense, following [7].

DEFINITION 6.1. X (-) is a solution of (1.1) on [0, 1] if X (0) = x(0) and for
almost every sample path {Z;(-): j =1,2,...,d} it holds
d/
Xi(t) — Xi(s) — wi(X ()t =) = Y_ 01 j(X())(Z; 1) — Z; (s))

j=1

=1 m=1

d d d
=Y 30 8100, j (X (9))01,m (X () A, j (s, )| = 0t —5)
j=1i=1

fori=1,2,...,dand 0 <s <t <1, where A; ;(-) satisfies
(6.1) A j(rit)y=A; j(r,s) + A j(s, 1) + (Zi(s) — Z,‘(F))(Zj(l‘) — Zj(S))

forO<r<s<t<l.

The previous definition is motivated by the following Taylor-type development:

X;(t+h)

= X; (z)+/ J(X () du—l—Z/ o (X)) dZ,(u)

t+h
~ X (1) + / i (X (u)) du
d ith
+ th oi i (X0 + u(XO)w —1) + o (XO)NZw) — Z(1)))dZ, ()
j=1
d/
~Xi () + i (XO)h+ Y01 j(XO)NZit +h) — Zj(1))
j=1
d d d t+h
+ Z 33 801 (X(0)orm (X (1)) / (Zun () — Z(6)) dZ; ().
j=ll=1m=1

The previous Taylor development suggests defining A; (s, 1) = fs’ (Z;(u) —
Zi(s))dZj(u). Depending on how one interprets A(s, ¢), for example, via Itd or
Stratonovich integrals, one obtains a solution X (-) which is interpreted in the cor-
responding context.
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In order to obtain the It6 interpretation of the solution to equation (1.1) via
definition (6.1), we shall interpret the integrals in the sense of Itd. In addition, as
we shall explain, some technical conditions (in addition to the standard Lipschitz
continuity typically required to obtain a strong solution) must be imposed in order
to enforce the existence of a unique solution to (6.1).

There are two sources of errors when using X" in equation (2.4) to ap-
proximate X. One is the discretization on the dyadic grid, but assuming that
A; j(#, 1, 1) is known; this type of analysis is the one that is most common in
the literature on rough paths (see [7]). The second source of error arises due to
the fact that A; ;(#/, ¢, ;) is not known for i # j. Thus, we divide the proof of
Theorem 2.1 into two steps (two propositions), each dealing with one source of
erTor.

Similar to }A(”(t), we define {X"(¢) : t € D,} by the following recursion: given
X"(0) = X(0),

d/
X7t n) = X7 (0) + (X)) A+ Y 00 j (XN Z(640) — Z())
=1
6.2) !
d d d
+ D000 40 (X () orm (X" () A (8 1111).
J=1I=1m=1

and for 1 € [0, 1], we let X" (¢) = X" (|¢t]), where in this context |#]| = max{s €
Dy s <t}

PROPOSITION 6.1. Under the conditions of Theorem 2.1, we can compute
a constant Gy explicitly in terms of M, || Z||o and ||All2o, such that for n large
enough

|X"(t) — X (1), < G1A .

The proof of Proposition 6.1 will be given after introducing some definitions

and key auxiliary results. We denote
d/

I 0) = X0 = X0 — (X)) = 1) = Y 03, (X (1)) (Z,() = Z; ()
j=1

and

d d d
)y =10 =Y 9101, (X" (1)) 01,m (X" (1) A j (r, ).

j=11=1m=1

The following lemmas introduce the main technical results for the proof of
Proposition 6.1.
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LEMMA 6.1. Under the conditions of Theorem 2.1, there exist constants C1,
C> and Cs that depend only on M, ||Z|, and ||All2«, such that for any large
enoughn andr,t € Dy,

| X" () — X" ()|, < Cilt —r|*,
|1, 0], < Calt —r[*
and

|77 (r, )] o, < Calt —r .

PROOF. Forr <s <t,r,s,t € D,, we have the following important recur-
sions:

', ) =11 (r,s) + 1] (s, 1) + (i (X" (5)) — i (X" (1)) (r — )

dl
+ Z(ai,j(X”(s)) —0i (X" (M))(Z;(t) — Zj(s))
j=1
and
J(r, )
=Ji(r,s) + (s, 1) + (i (X" () — i (X" (1)) (¢ — 5)
d d
+ Z |:O'i’j(Xn(S)) — U,'J(Xn(r)) - Z alO’i,j (Xn(l’))(Xln(S) - Xln(r))
j=1 =1
d
(6.3) +> 90 (X" (M) (r, )
=1

d
+ 2801, (X" ()i (X" () (s — r)} (Z;(t) — Zj(5))
=1
d d d
+ 202 2 [0 (X" )orm(X" ()

i=li=1m=1
— 007, j (X" () o1,m(X" ()] Am, (s, 1).

We next divide the proof into two parts. We first prove that there exists a small
enough constant § > 0 and three large enough constants Cy(§), C2(8) and C3(§),
all independent of n, such that for [t —r| < §, | X" (t) — X" (r)]lco < C1(8)|t —r|%,
117 (r, ) |loo < C2(8)|t — 7[> and [|J"(r, D) ]lco < C3(8)|t — r|*. We prove it by

induction. First, we have J"(r,r) =0 and J"(r,r + A,) = 0. Suppose the result
hold for all pairs of rg, fo € D,, with |fg — rg| < |t — r|. We then pick s € D,, as
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the largest point between r and ¢ such that |s — r| < |t — r|/2. Then we also have
Is+Ap —r|>|t—r|/2and |t — (s + Ap)| < |t —r|/2. For simplicity of notation,
we denote d = max{d, d'}.

As
d/
X[ ) = X7 (5) = JP 5. 0) + wa (X" @)t =) + 303 (X" ) (Z; 1) = Zj ()
j=1
d d d
+ 33N 3103, (X" ())01m (X" (5)) A, (5. 1),
j=ll=1m=1
we have

X7 (1) = X7 (5)]
< C3®)|t — 5P + M|t — s| +dM|| Zlla|t — 51* +d> M*| All2alt — s|*
< (C3(8)8% + M8~ + dM|| Z|lo + d> M?|| Al|208%) |t — s|*
<Ci1(®)t — s/

for C1(8) > C3(8)8%* + M8~ +dM || Z||o + d> M?|| Al 2o
And as
d d d
(s.0)y=J"s. 00+ Y Y Y 001 (X" (8))01.m(X"(5)) A, j (5. 1),

j=1ll=1m=1
we have
1" (s, )| < C3®) |t — 5P + d° M?|| Al|ng |t — 5™
< (C3(8)8% + &’ M?*||All2a) |t — sI** < C2(8)|t — 5™

for C2(8) = C3(8)8° +d>M?|| Al2a.
We now analyze the recursion (6.3) term by term. First,

i (X" () — i (X" ()| < MC1(®)Is — |,

d
0i,j(X"(5)) — 01 j (X"(r)) = Y _ 00, ; (X" (") (X} (s) — X[ (r))
=1

< MCi(8)%s —r|*,

d

Y 30, (X ()1} (r, )| <dMCa(8)]s — r|*,
=1

d -

> 901 (X" () i (X" () (s — ) <dMP|s —r|
=1
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and
10107, (X" ())o1,m (X" (5)) — 807 j (X" (r))or,m (X" (r))| < 2M2Ci(8)|s — r|°.
Then
|7 (r, 1)
<|JI'r, )|+ | (s, 1)
+(MC1(8) +dMC (8| Zllo +d*MCo() | Zllo + d*M*|| Z o
+2d3M2C1 ()| Ally) |t — r .
Likewise, we have
[ (s, 1)
< |Jl-”(s, s+ An)| + |Jl-”(s + Ay, t)|
+ (MC1(8) +dMC () Z o + d*MCo (D) Zllo + d*M?|| Z o
+2d° M*C1(8) | Alla)lt — s
=|J'(s + Ap, 1)
+(MC(8) +dMC ()| Zlla + d*MC2(O) Z o + d* M| Z ||
+2d° M>CL(®)[|Alla)lt — s
Then
|J,-”(r, t)|
<|JI'r )|+ | (s + Ay, 1)
+2(MC(8) +dMC ()| Zllo +d*MCo(O) Zlo + d*M* || Z ||
+2d°M>CL(®) | All) It — s>
< {2'739C3(8) +2(MC1(8) +dMC1(8)* Zlw + A*MC2(O) || Z
+dM?| Zlg + 2 MPC1(O) | Alle) } I — 51>
< C3(®)|t — s,
for
(1 =2'73C3(8) = 2(MC1(8) +dAMC(8)?|| Zlo +d>MC2(8) || Z ]|«
+d*M?|| Z)|o +2d* MPC1 (D) || Allw)-
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Therefore, if we deliberately choose 8, C1(§), C2(8) and C3(§) such that
C1(8) = C3(8)8% + M8~ + dM || Z|lo + d°> M?|| Al 205,
C2(8) = C3(8)8% + d> M?|| Al 20,

(6.4)

C3(8) > (MC1(8) +dMC1(8)* I Zllq +d*MC2(O) | Z o

1 =213
+ M2 Z )l + 2> MPCLO) 1 Allw).
Then we have, for [t — r| < 8,

|X" (1) = X" (r)| o < C1 (&)1 —r|*,

11", )| o < C2(8)It — 7[>,

|7, 0] o, < C3(8)1E —r].

The existence of §, C1(5), C2(8) and C3(8), satistfying the system of inequali-
ties (6.4), follows from Lemma 2.1.

We now extend the analysis to the case when |t — r| > §. For n large enough
(Ap <6/2),if |t —r| > 8§, we can always find points s; € D,, and r =59 < 51 <
.-+ < 8¢ =t such that maxj<;<x |s; — s;—1| < 6 and minj<;j<x |s; — s;—1] > 6/2.
Then

k
| X7 (1) — X (r)| < Z|X?(S1) — X7 (si—1)| <kC1(®)|t —r|* <
=1
Let C; = 2C(8) and we can write || X" (1) — X"(r)|loo < C1|t — r|%. Next,
k

[1'(r,0)] < Z{ [ (11, sp)| [ (1 (X7 (s1)) — i (X" (50))) (51 = s1-1) |

=1

Ci(®)|t —r|*.

SIS

d/
+ 1> (01 (X" (s0) — 03 (X" (s0)))(Z (s141) — Zj(Sl))H
j=1
<k[C28)|t —r|®* + MCy|t —r|'"™ +dMC1 || Zlt — r|*]

<

2 _
g(CZ((S) + MCy+dMCi||Zo)It —r[*.

By setting C; = 2(C2(8) + MCy + dMC1|| Z|la). we have [[1"(r.1)]|oo < Calt -
r|2°‘.

Now following the same induction analysis on J;'(s, t) as we did in the case
|t — s| < 8, we have

2
7710, 0)] = 255 Cale =

+2(MCy +dMCY||Z|,
+d*MCa|| Z |l + 24> M>C1||Allg) |t — 7.
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If we choose

Csy =

= i3 (MC1L +dMC{||Zlla + M Co| Z]lo + 24° M C1 [ Alle),

then || J(r, 1) |loo < C3|t —s|?®. O

LEMMA 6.2. Let x(0) and (0) € R? be two different vectors. We denote
X"(t) and X" (t) for t € D, as the nth dyadic approximation defined by (6.2) with
initial value x(0) and x(0), respectively. Under the conditions of Theorem 2.1,
there exists a constant B, independent of n, such that for t € Dy,

|X" () — X"(t) — (X"(0) — X"(0))] ., < Bt*| X"(0) — X"(0)] .-

oo

Moreover,

|X" (@) — X"(1)] . < (1 + B)|X"(0) — X" (0)] -

PROOF. Let
X(t) — X(1)

PETIX0) = X0 oo

We define 0/0 = 0.
Then following the recursion (6.2), we have

Y (1)

_w@g+muww»—mdw¢»
— 5 %k

1X7(0) — X"(0)]| 00

d o (X)) — o (XM ("
6.5) +Zm,j(X (1) —oi j(X ([k))(

~ Zi(th )= Z;i(}
X0 — " Ol i) = Zj(1))

j=1
d d d v v
d0, j (XM (A0 m (X" (A1) — di07, j (X ()01 (X" (1))
LX) 1 X7(0) — X" (0)loo

j=11=1m=1

x A (f 1):

Then (6.2) and (6.5) together define an recursion to generate X", X" and Y™".
Following Lemma 6.1, there exists a constant B that depends only on M, || Z||
and || Al|2¢, such that

|Y" (1) = Y" (0|, < Br*.
Thus,
| X" (1) — X"(t) — (X" (0) — X" (0))] o< Bt*| X" (0) — X"(0)] .
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and

| X" @) — X" ()], < (1 + B)|X"(0) — X" (0)] - O
We are now ready to prove Proposition 6.1.

PROOF OF PROPOSITION 6.1. From Lemma 6.1 we have | X"(t) —
X" loo < C1lt — r|*. By the Arzela—Ascoli theorem, there exits a subsequence

of {X™} that converges uniformly to some continuous function X on [0, 1]. More-
over, we have || X (1) — X () |loo < Ci|t — r|* and
d/
Xi(1) = Xi(r) = i (X (r) = 301, j(X () (Z (1) = Z (1))
Jj=1
d d d

=Y 3> 000 (X (1)) 01m (X (1) A, j (1, 1)

j=11=1m=1

< G|t —r?*.

Therefore, the limit X is a solution to the SDE.
Let X" ®)(1; X (5)) := X" (t — 5)| X" (0) = X (s). Specifically, we have X" (¢;
X (0)) = X" (¢) with X"(0) = X (0), and X" @ (¢; X (1)) = X (t). Then we can write

m
X" (1) =Y (X O (en X (1)) — X0 (10 X (674))).-
k=1
By Lemma 62, [[X™ (1, X(1) — X0t Xt Moo < (1 +
B)IX (1) — X™%=1(2; X (1] ))lloo- We also have
n,(t_ )
X () — X7 (e X (1))

= |Xi (1) = Xi(tf—y) — s (X (g_ ) (& — 1)

_ZUIJ G2 () = Z(%_y))

/ d d/

- Z 2 2 401 (X)) orm (X (61) Am (61 1)

j=ll=1m=1

< sl —ip_, [
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Thus,
m
[X" (1) = X (1) oo = DoNX™ O (11 X (1) = X0 (17 X (151)) |
k=1

<m(1+ B)C3A®
<(1+B)C3A* " O

Next, we turn to the analysis of the error induced by approximating the Lévy
area.

PROPOSITION 6.2. Under the conditions of Theorem 2.1, we can compute a
constant G explicitly in terms of M, || Z||w, ||All2e and T g, such that for n large
enough

|X"@) = X"0)] o, < G22AF,
where B € (1 — a, 2a).

The proof of Proposition 6.2 uses a similar technique as the proof of Proposi-
tion 6.1 and also relies on some auxiliary results. Let

Ul (s, 1) := XI(0) — X029 (5 X7 (s))

d d d

+ YD 401 (X)) orm (X () Ry (5. 1).

j=1l=1m=1
We first prove the following technical result.
LEMMA 6.3. Under the conditions of Theorem 2.1, there exists a constant Cy,
that depends only on M, || Z||«, || All2 and T'r, such that
|U"(r, 1) o, < Calt —r|* TP AZP.

PROOF. ForO<r<s<t<l1,rs,te D,, wehave
Ul'(r, t)
=U/"(r,s)+ U/ (s, 1)
+ XD X ) — X (5 X)) — (X)X (55 X1(1))]

d d d

=33 (401, (X)) 01w (X" ()

==l m=1
— 9,0, ()A(”(r))o*[,m(f(” (V)))R:l,,,j (s, 1).
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From Lemma 6.2,
X7 (13 X7 (5)) — X" (1; X" (1) — (X (s) — X" (53 X" (1))
< Blt —s|*| X" (s) — X" (s; X" (") .-
From Lemma 6.1,
(3101, (X" (9))01.m (X" (5)) = 8107 (X" (1)) 01.m (X" (1)) Rp, (5. 1))
<2M>C|s —r|®Tglt —s|P A2F
<2M?CTg|t —r|®TPAZ=F,
Therefore,
U™ ()] o
< [U" ()] o + U (5. D) o + Bl = 51| X" () = X" (55 X" (1)) |
+2d°M?C\Tg|t — r|*TP A2F

< U)o + U0 oo + Blt = sI*[U" (. 5) | o
(6.6)

o0

|

d d d
YD 001 (X)) orm (X" () Ry, (1. 5)
j=11=1m=1
+2d°M*>C Tg|t — r|*P A20—F
< (14 Blt = s) [U" (. 9)] o + [ U7, 1)]
+ (Bd*M?Tg +2d°M*CTg)|t — r|* TP A20F,

where d = max{d, d'}.

Like the proof of Lemma 6.1, we divide the proof into two parts. We first
prove that there exist a small enough constant § > 0 and a large enough con-
stant C4(5), both independent of n, such that for |t — r| < §, |U"(r,1)| <
Cs(®)|t — r|*tP A,%a_’g. And we prove it by induction. First we have Ut’:'g,z,;’ =0
and U’

.
|t — r|. We pick s € D, as the largest point between r and ¢ such that |s — r| <
1/2|t — r|. Then we also have |(s + A,) —r| > 1/2|t —r| and |t — (s + A,)| <

1/2]t —r|.
[0, Dl oo = (14 Bl =sI)[U" (r, )| oo + [U" (5,0 o
+ (Bd*M?T g + 24> M*C\Tg)|t — r|* TP A2*—F

+ B|t —s|°‘max{
1

= 0. Suppose the bound holds for all pairs rg, to € D,, with |ty — rg| <

and

|U" (5,0 o
<(L+BAN|U" (s, s + A lloc + 1U" (s + A, 1) | oo
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+ (B> M*Tg +2d°M?>C Tg)|t — s|* TP A20 =P
<|U"(s + Ap, 1) o, + (B> M?T g +2d° M*CiTg) |t — r|* TP A2 P,
Therefore,
0" (.0
<(L4+B8*)|U"(r,s)| oo + |U" (s + An, 1) | o
+2(Bd*M>T g 4+ 2d°M?C Tg)|t — r|*TP A2

2+ B&* e
< = arg Ca@)le =[P AP

+2(Bd*M°T g 4 2d° M*>C Tg) |t — r|* TP A2%F,
If we pick § and C4(6) such that
B8 <20tF _»

and

2+ Bs&® < -
<1 - W)cm) > 2(Bd*M*T'g +2d° M*C1Tg).

Then [|U"(r, 1) ||oo < C(8)|t — r|®tA A,%a_ﬂ. We next extend the result to the case

when |t — r| > §. We can always divide the interval [r, ¢] into smaller intervals
of length less than &, specifically, for n large enough, we consider r = sg < 51 <

-+ < s =t where s; € D, and 1/26 < |s; — si—1| <é fori =1,2,...,k. Then
k<2lt—r|/§<2/6 and

|U" (r, 1) o < (14 Blst —0*)[|U" (50, 50) || o + [U" (51, 52) | o
+ (Bd*MPTg + 24> M*CTg)|t — r|* TP A20=F

k
Z (1+ B8*) U™ (si—1,5) |
+ k(Bd3M2FR +2d°M*C\Tg)|t — r[* TP A20=F

k
< (14 B5*)C4(®AZ B3 |s; —sp_4**F
i=1
+ k(B MPT g + 24> M2CTg) |t — |2 HF A24~F
< (1+ B8 C4(8)|t — r|*+P A24F

2 _
+ g(Bd3M2I‘R +2d°M?C TR) |t — r|* TP A2%—F

< Cylm — k|*TP AZF
for C4 > (1 + B8*)C4(8) + 2(Bd*M?Tg +2d°M?*CTg)/s. O
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We are now ready to prove Proposition 6.2.

PROOF OF PROPOSITION 6.2. From Lemma 6.3, we have
|U"0,1)], < Cat®PAZP,

Then
d d d

X0y = X2 )| < [UFO. 0]+ 303 3 (8105, (X )01, (X 0)) || R ;0. 1)]

j=11=1m=1
< Cat® P A2 P L P MT ptP A2*F
< (C4 +d>M*TR) AP, O

7. Numerical implementation. We conducted some numerical experiments.
The goal to is demonstrate that the algorithms are implementable and correct. We
would also like to explain some limitations in our implementation process and
hope these would provide directions for future improvement of the framework
developed here.

1. For values of X(¢):0<t <1 which fluctuate around numerical values
around, say 1 (assuming that drift and diffusion coefficients also take these val-
ues), Procedure A obtains a value of the parameter G of order 103. Thus for a
reasonable level of accuracy, doing the computations implied by this size of G,
one would generate about 20 wavelet levels, which corresponds to about 220 nor-
mal random variables. This amount is manageable in a standard single processor,
but the amount could go out of hand in a standard computing environment if G
is of size, say 100. A potential way to mitigate this issue would be to simulate a
properly scaled down version of the path and scale everything back once we have
simulated the path, or, alternatively, to make this portion of the procedure run in
parallel computing cores.

2. We have some freedom in picking the parameter o € (1/3,1/2) and 8 €
(1 — «, 2a), but there is a tradeoff. From Theorem 2.1, we want 2o — 8 as close to
1/2 as possible (« close to 1/2 and § close to 1 — ). On the other hand, for the
upper bound of || Z], and due to our procedure for finding N> (Section 5.2), we
want « to be reasonably small and 8 to be reasonably large. The point is, even if
the theoretical complexity as &€ decreases is driven by Theorem 2.1, we observed
that in practice, given a fixed &, it might be better to choose o somewhat small, but
within the range (1/3, 1/2).

For our numerical experiments, we simulated a 2-dimensional geometric Brow-
nian motion:

dX () = X1(t)dt +01X1(t)d B (1),

dXa(t) = ua Xo(t) dt + poa X2 (1) d By (1) + /1 — p202 X2 (1) d B2 (1)
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with initial value X{(0) and X»(0). We recognize that this SDE has a closed form
solution; this is useful because we want to compare the output of our method and
the output of an algorithm that does not take advantage of the Euler discretization.
The previous SDE has the following closed form solution:

X1(t) = X1(0)exp((u1 — of/2)t + 01 B1 (1)),

Xa2(t) = X2(0) exp((i1 — 03 /2)t + po2Bi (1) + /1 — p202 B2 (1)).

Note that, the solution to this SDE is a continuous function of the Brownian
motion under the uniform topology; so a Tolerance Enforced Simulation proce-
dure using the closed form expression is much easier to design and, therefore, it
can be used as a benchmark. Note that continuity of solution of the SDE under
uniform norm does not imply that by only controlling the error of the wavelet
approximation to Brownian motion in uniform metric, one can approximate to a
given (deterministic) tolerance the error of the solution to the SDE when apply-
ing the Euler scheme. In order to guarantee that the Euler scheme yields an error
which is bounded by a user defined (deterministic) tolerance with probability one,
one needs to apply our procedure.

Figure 2 provides one numerical illustration of the performance of our algo-
rithm. The light color is the path produced by our algorithm using the Euler scheme
with a random truncation (which captures enough information to enforce a deter-
ministic error in path space). The dark color is the simulation obtained by using a
TES in uniform norm for the closed form expression. We observe that the two are
indeed very close to each other. In particular, the recursively constructed path is
within ¢ (¢ = 0.1) error bound of the true path. In fact, it appears that the constants
are probably pessimistic in the sense that the actual error is much smaller that the
prescribed guaranteed error. It might be worth to optimize the various tuning pa-
rameters in the algorithm, due to its complexity, however, we prefer to leave this
task for future research.

APPENDIX A: PROOFS OF RESULTS IN SECTION 3

We start by recalling the following algebraic property of the Lévy areas: for
eachO<r<s<t

(A1) A j(r,t)=A;(r,s)+ A j(s,0) + (Zi(s) = Zi(N))(Z (1) — Zj(s)).
Using this property and a simple use of the Borel-Cantelli lemma we can obtain

the proof of Lemma 3.1.

PROOF OF LEMMA 3.1. We use (A.1) repeatedly. First, note that

1
A i) = AL g ) + A G 3dh)

+(Zi(B55) =z (2 (B8 — Zi(BE).
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X1

X2

0.2 0.4

X1

F1G. 2.
n1=uy=1,01 =0p=0.5, p=0.25].
We continue, this time splitting A; ](t”+1
obtaining
n n
Ai (6 18 11)
n+1
= (Zi(ty ) —
+Ai,j( n+2 n+2 )+A

2k > 124
+ (Zi(p) = Ziligey”
+Aii(22k+2’ ;;Ir<2+3
+(Ziltp) = Zile

n+2
n+2
Suppose by iterating the previous splitting

zhfnfl
At ) =

(A.2)

Zi(tE N (2 () -

))(Zj (t22k+2
)+ Ai it

22k+2

[Z,' (l

0.6 0.8

0.5
T

Simulation of the Geometric Brownian Motion on [0,1] [X{(0) = X,(0) =

n+l  _n+1

n+1
) and A; (G s Do

YA ), thereby

n+1
— Zj(ty

+2
t;2k+2)
2
)—Z; (’E;H
n+2 n+2 )
22k+4

22k+3°
W(Zi (1552 ) = Zi(15335))-

procedure m times, we have

n+1

)

n+2
22k+1°
n+2

it
)

t

) = Zi (0 ny )]

2h=ng421—1

= Zi(Ohmiy )]
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2m—n—l

m m
+ D A (B tnengga-1)
=1

sznfl

+ ) A (it Bonng)-
=1

Then for the (m + 1)th iteration, we have

Ai it 1)

m oh—n—1
Z Z 2h Nfet-2] — 1) Zi(télh_”k—i-Zl—z)]
h=n+1 I[=1

h h
X [Zi(th-nginr) = Zi(hnginr_1)]

2mnl

m+1 m+1
+ Z (t3am=nir21—2) taiam-ngs21-2)41)
m+1 m+1
+Ai,1( )

20m=nk421-2)+1° L2@m—nk421-2)42

+1 +1
+ [Zi (tygm-nir 2 —2y11) — Zi(Gam-ni-2)]

| |
x [Z; (fE"Jm cnptal—2y42) — Zi (’én(;ﬂ k-2 0]}

2mn1

m—l—l m+1
+ Z 2(2’" ne421—1)° 2(2’” ng421— 1)+1)

+1 +1
+ A j (B m-ng g2 141> @k r21-1)+2)
41 1
+[zi (én(zm nks2—1ye1) = Zi (E'Hm nks21-1)]

1 |
x [Z; (2}@" 420 — 1)+2) Zi (én(;m —n421— 1)+1)]}

m+1 2/1 n—1
=2 X [Zi(tgh*"k+21—l)_Zi(tgh*”k—i-Zl—z)]

h=n+1 I=1

x[Z; (télh—"k—',-ﬂ) —Zj (télh—"k-i-Zl—l)]
2}"1*)‘!

+ D AL o B tng o1 1)
2m+17n—1

+ Z Aij (tgrlnﬂ*"kuz—l ’ t;}"t}*"k+21)'

Thus, (A.2) holds by induction.

317
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We next claim that
2m—n—1
m m
Z Aij (Em-ngy 2125 tom-ngy21_1)
=1
(A.3)

szn—l

m m
+ Z Aij(tyn-np 1> tm-ngy07) = O
I=1

almost surely as m — oo. To see this note that

p< >1/m>
om—n— 1

2 2 41 2
=m Z E[A; j(tn-ng g 212> tym-npyoy_)] =m=2""" E/ Zi(s)ds

2mfn71

h h
Z Ai,j(tzhfnkJrzl—z’tzh*nk+2l—1)
=1

= m22m_" Afn =2""m?A,,.
Since > 07, m?A,, < oo, we conclude by Borel-Cantelli’s lemma that, almost

surely, for m large enough

2m—n—1

o h
D A (Y2120 Toh-ngg2i—1)
=1

< 1/m.

Thus, we have (A.3) holds almost surely and, therefore, from (A.2), by sending
m — oo we obtain the conclusion of the lemma. [l

PROOF OF LEMMA 3.2. Let N;j =max{n >1: |W”k| > 4+/n + 1 for some
1 <k <2"'}. Then Ny = max;{N; 1}.

E[Ni11=)_ P(Ni1=n)

om— 1

Z i'?1k|>4«/m—|—l)

o=l exp(—8m)

IA

e H|PA18 i
M8 ||M8

3
I

—_
3
Il
3

exp(—(8 — log2)n)
1 —exp(—(8 —log2))
_ exp(—(8 —log2))
T U —exp(—(8—1log2))2 =

IA
i Mg




& -STRONG SIMULATION FOR SDES 319

Thus, E[N] < co. We also notice that E[N;] is independent of our choice of «
and 5. [

PROOF OF LEMMA 3.3. For any interval [t,¢ 4 §] C [0, 1], there exists m €
7%, such that 2~0"tD < § <27 We next divide the analysis into two cases.

Case 1. There exist two level m dyadic points #;" and 7", |, such that [, 7 48] C

(" 5 1
Case 2. There exist three level m dyadic points ", #", | and £, |, such that
tely’, i landr +38 €[4, 1", ].

In Case 1, using the Lévy—Ciesielski construction, we have

|Z@t+8)— Z(t)| <2~ mv°+22 mtshyn Z =iy,

n=1 n=m+1
Since § > 2~ ™+D e have
|Z(t +3) — Z(1)|
so
22a<2 (1—a)ym— otVO_i_Zz (1—a)m—a+~ Vn
n=1

0
+ Z 2—%+a(m+l) Vn)
n=m+1

m 00
S220:(2:2—(1—0{)11—1—%‘/11+ Z 2—%+anvn>

n=0 n=m+1
00
< 22a Z 2—n(%—a) 1

Similar to Case 1, in Case 2 we have
Zat+8)—ZW)| < |Z(t) — Z(O| +|Z(t +8) — Z(1"))]
<2<v0+22 mHT Y g Z 2—V”>.
n=1 n=m+1
Then

|Z(t +8) — Z ()|
86{

o0
< 22a+1 Z Z—n(%—a) V.
n=0

As the interval [z, r 4 §] is arbitrarily chosen, we obtain the result. [
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PROOF OF LEMMA 3.4. Fori # j,let N; j o =max{n: |L§fj(m) - sz(l)| >
(m — l)ﬂA,%"‘ for some 0 </ <m <2"'}. Then N, = maxi<; j<da’,i+j{Ni j2}
Fix any (i, j) pair, define

Co={|L} ;(m) — L} ;D] > (m — )P A}* for some 0 <1 <m < 2"},
We will show that the events {C, : n > 0} occur finitely many times. Note that

(A4) PCH< Y. 2P((L};m)—L};(D)) > (m—DFAY).

0<l<m=<2n—1

Also observe that for fixed m and n, Lg j(m) is the sum of m i.i.d. random vari-
ables, each of which is distributed as (Z; (t/) — Z; (t)))(Z(ty) — Z;(t}')) and

n n n n —1/2
E[exp(0(Zi (1) = Zi(1§))(2;(15) = Z; (i))))] = (1 = 9> A7) /2.
We apply Chernoftf’s bound and have
P((L} j(m) — L} ;(D)) > (m — )P AY*)

1
< exp<—9(m — DA% _ S (m = D log(1 — QZA,%)).

Select  =6'(m —1)~'2A 1 for 6 € (0, 1/4)
P((L?;(m) = L} (D) > (m — DP AZ) <exp(—0"(m — P12 A2 1 1),
Hence,

P(Cy) < Z 2exp(—0'(m — l)ﬂ—l/ZA’%a—l +1)

0<l<m=<2n—1
(A.5)
S 22}1 exp(_e/zn(l —20[))‘

We notice that 2« < 1

o
E[N;j2]1=)_ P(Nij2>n)
n=1
and
o
P(Nij2>n)< Y  P(Cp).
m=n
From (A.5), we denote
M :=min{n : 22" exp(—0'2"172®)) < 1/4}.
Then M = o((1 — 2a)~2). We also notice that for n > M,
22(n+1) exp(_e/z(nJrl)(leoz)) < (22n exp(_e/zn(lea)))zi
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Thus, Y02 4s4x P(Cw) < (1/2)% and

E[Nij2l <M —1+ Z Z P(Cpn) <M.

n=M m=n

Thus, E[N2] =o((1 —2a)~%). O
The proof of Corollary 3.1 follows directly from Lemmas 3.1 and 3.4.

PROOF OF COROLLARY 3.1. Using Lemma 3.1, we obtain that

(A.6) )= Z Z @k + D) = L] (2" ).

k=Il+1h=n+1
On the other hand, due to Lemma 3.4 if n > N,

Z Z|L (" + 1) = Ly, (2"7")|

k=I+1h=n+1
m 0
<3 Y ek+D 270 AP <0
k=I4+1h=n+1

because 8 < 2«. Thus (by Fubini’s theorem) the order of the summations in (A.6)
can be exchanged and we obtain the result. [J

PROOF OF LEMMA 3.5. We start by showing the bound on I'g. By the defini-
tion of ['y, for any n

L2 m) — L (D] <Tp(m —DP A2

Consequently, for any 0 </ <m < 2",

’Rl] tl’ m Z ‘L Zh "m Lfl,](Zh_nl)}
h n+1

o0 0
< 3 Lo =Pt BA2 = n —DPAE S AFTF

h=n+1 h=n-+1
2—Qa—p)
_ n _ n\B A20—B
=Tr( — 1) A; [ —ap
Therefore, we conclude that
r IR (s, D)
R:= max sup sup _
1<i,j<d' n>00<s<t<l,s,teDy, |t — S|'BA20[ b

—(2a—p)
=Ty ——@p
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Let r(n,l,m) =min{h : |t;, — t;'| > Ay}. For simplicity of notation, we define
the following sequence of operators of time:

s"(#") = min{e] 1 > 1},
§(e") = max e s < 1)

forr(n,l,m) <h <n.
Then

A (e 1))
<A e s" )]+ A (") 5" )|+ 1A 5" ) 1)
+1Zi(" 1) = Zi ()12 5" (1)) = Zi ("))
+1Zi" o)) = Zi) 25 (1) = Z; 5" (1) -

Suppose by iterating the above procedure up to level y, where r(n,l,m) <y <n,
we have

|Ai (i )|

S Ay )5 )+ A (87 (). 5 (1)

h=y+1

+ Z |Al] rrrli _h l(tm)){

h=y+1

+ Z |Zi(s Zi(s" ez " ep)) = Zi(s" 7 ()]

h=y+1
+ Z 1Zi 5" (1) = Zi (" ()12, " (1) = Z; " ) -
h=y+1

Then for level y — 1, as s" =1 (s"(¢)) = s"~1(#") and §" =1 5" (#1)) = 5" =1 (¢7) for
h < n, we have

|Ai i (1" 1)

S A ). £ @)

h=y+1

+ A (7 (). 577 (7 1)

+ A (877 () 5T E () A 7 E (1)) 5 (1)
+1Zi(s" (1) = Zis” (7))
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< |Zi NG (1) — Zi (77 (7 (@)
+1ZiE NG (1) = Zels” ()12 7 (1) = Z; (7715 (13))]

n

o2 A" )5 )]

h=r(n,l,m)+1

S A ) ) A (s ). 5 )|
h=y
3 A E ). 51 )
h=y
+Z 26" @) — Z N2 E () - 2 )

+ ;; 125" (1) = Zi(s" ()12, " (23)) = 25" (1)]-

Thus, the following inequality holds by induction:
|Ai (' 1)

n

< > A ST A (s ), 5 (1)
h=r(n,l,m)+1
n
+ ) A E" ) 5 )
h=r(n,l,m)+1
n
+ Yz =z @) Z B ) = Zi (" )]
h=r(n,l,m)+1
n
+ > |z ) = Zis" @2 " ) = 2B )]-
h=r(n,l,m)+1
We make the following important observations:
0 if h—1(,n — h(mn
Sy — sty =1 s .(lz) s (t"),
Ap, otherwise,
Eh(tn) _ Eh_l(tn) — 0, ifshil(tf:i) = Eh(tZ)’
" " Ap, otherwise,
Er(n,l,m) (l’n) . Sr(n,l,m) ([”) _ 0’ lf Er(n,l,m) (l‘ln) = Er(n,l,m) (t;;l/l)’
mee= ! Ar(nlm)s otherwise.
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Then
|A; (@, )]
(IIZ - tln)za
n A%Ol n A%Ol
< Z PR——+Tr+ Z FRiAza
h=r+1 r(n,l,m) h=r+1 r(n,l,m)
AF " A%
s 1215 —+ 22 1ZIg 4t
h=r+1 r(n,l,m)  h=r+1 r
2 ) -«
=< FRW + 1 Z]|; | —o—a
Therefore,
|Ai j(s)]
|All2¢ := max sup sup ﬁ
1<i<j<d y>10<s<i<l:s.teD, |t — S|
) 11—«
SrRm‘i‘”Z”al_z_a’ O

APPENDIX B: PROOFS OF RESULTS IN SECTION 5

B.1. Proof of results in Section 5.1.

PROOFS OF LEMMA 5.1.  We first notice that #}, = t,?il fork=0,1,2,...,
2"~! From the Lévy—Ciesielski construction, we have

1 _ _ 1/2
Zi( 1) = S (ZiG2) + Zi ) + AL W
Then
n(.n n n—1 1 n—1 n—1 1/2 «n
A1) = Zi(thy—1) — Zi(t} 7)) = 5(Zi(2)) — Zi(0 7)) + A5 W

and

1 _ A2
AL(B) = i) = Zi(t ) = 3 (Zi(G)) — Zig ) = AL W O

Before we prove Corollary 5.1, we first provide the following auxiliary re-
sult which summarizes basic computations of moment generating functions of
quadratic forms of bivariate Gaussian random variables.

LEMMA B.1. Suppose that Y and Z are i.i.d. N(0, 1) random variables, then
for any numbers ay, az, b, c1, ca € R define
¢(a,b,c):=Eexp(a1Y +aZ +bYZ +c1Y* + 2 7%),



& -STRONG SIMULATION FOR SDES 325
then we have that if |2¢ci| < 1 fori =1,2,and |b] < (1 —2c1)(1 — 2¢3)
¢(a,b,c)
=(1—2c)72(1 = 2¢2) 721 = (b(1 = 2¢1) "2 (1 — 2¢p)~1/2)%) 12

y exp(af(l —2c) ' +a3(1 —2¢) 7+ 2a1a0b(1 — 2¢) 71 (1 - 262)_1>
2(1 = b2(1 — 2¢1)~1(1 = 2¢2) 1) ‘

Moreover, if we let

exp(a1y + a2z + byz + c1y* + ¢22?)
#©;a,b,c) ’

then under P'(-) we have that (Y, Z) are distributed bivariate Gaussian with co-
variance matrix

P'(Yedy,Zedz)=P(Y e€dy, Z €dz)

Y(a,b,c)
1
T 1021 —2¢1)" (1 = 2¢y)-!
(1—=2cp)! b(1 —2c)~ 11 —2¢p)7!
* (b(l —2e)7H 1 = 2¢p)7! (1 —2cp)7! )

and mean vector

ula,b,c)=%(a,b,c) (Z;) .

PROOF. First, it follows easily that E exp(c1Y? + c22%) = (1 —2¢1)~'/2(1 —
2¢y)" Y 2 and under the probability measure

exp(c1y? 4 22%)
Elexp(c1Y? + c2Z?)]

Pi(Yedy,Zedz)= P(Y edy)P(Z e dz),

Y and Z are independent with distributions N (1, (1 — 2¢1)~ Y and N(1, (1 —
2¢7)™ ), respectively. Therefore,
$a,b,c)=(1—=2c)""?(1 =2¢) " V?E exp(a1Y + arZ + bY Z)
=1 —2¢c)" (1 =2ex)7/2
x E[explarY (1 —2¢c1) ™2+ ayZ(1 —2¢p)~1/?
+b(1 —2¢)7 V21 —2e9)7 12y Z)].
Now, given |0| < 1 define P(-) via

P(Y edy,Z edz)exp(xyz)
Elexp(xYZ)]

Py(Y €dy, Z €dz) =
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Observe that

1
P(Y edy, Z edz)exp(xyz) = gexp(—yzﬂ — 222+ xyz)

and
/2= /24 xyz=—(3, %" <§>/2,
where
¥ = <—lx _IX)’
and thus

1
227(1 X).
1—x2\x 1

Therefore, under P»(-), (Y, Z) is distributed bivariate normal with mean zero and
covariance matrix X, with

X =b(1=2c)"2(1 = 2e)” 12

and we also must have that if || < 1,

Elexp@YZ)] = (1—x2)"* = (1= (b(1 —2¢))~"2(1 = 2c)~ /23712,
Consequently, we conclude that

¢(a,b,c)

= (1 —2c)"2(1 = 2e) 7 2(1 = (b1 = 2¢1)"V2(1 — 2¢9)"1/2)?) 712
x E[exp(ar1Y (1 — 2eN) VP +ayz(1 - 202)_1/2)].
The final expression for ¢ (a, b, c) is obtained from the fact that
Exfexp(a1 Y (1 —2¢1) 712 +ayZ(1 — 2¢2)71/?)]
=exp(Vary (a1 Y (1 = 2¢1) ™2 + a2 2(1 — 2¢2)1/?) )2).

And P’(-) is equivalent to a standard exponentially tilting to the measure P>(-)
using as the natural parameter the vector

(a1(1 = 2c1) 72, ap(1 = 2¢2) 712,

and thus under P’(-) the covariance matrix is the same as under P,(-) and the mean
vector is equal to w(a, b,c). U

We now are ready to provide the proof of Corollary 5.1.
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PROOF OF COROLLARY 5.1. Let us examine the term of the form
n+m (. .n+m n+m
Ai (t2r l)A (t2r )’
fori # j,
n+m (. n+m n+m
Ai (t2r I)A (t2r )

— (A;H-m—l (trnerfl)/z + Arlz/+2m+l Wn+m)

x (Aijl_+m—l(t:z+m—l)/2 _ Arllfm+1Wn+m)

— A;H—m—l(t;q+m—l)Al;+m—l(t:z+m—l)/4 . An+m+l Wn+m Wn+m

A W A gt =1y

. Arllfm+lwn+mAn+m 1( n+m— 1)/2

Then we have that Corollary 5.1 follows immediately from Lemma B.1. [
Finally, we provide the proof of Corollary 5.2.

PROOF OF COROLLARY 5.2. Recall that foreach r € {1, 2, ..., 2"},

A} (1) = (Zi(ty) = Zi(1'_1))-
So

ANBL_) = AT 2+ AR W

Lr’

1/2

A? (tgr) = A?(t:l_l)/z - An—i—] W”

We perform the first iteration in full detail; the rest are immediate just adjusting
the notation. From Corollary 5.1, we obtain that, for i #£ j,

Enmt exp(60[L] " (K') = Ly (0)])

1 & 9(% n+m-+1 +m—1)2
:exp(— > 5> A (e
2, S A= 05AL L, ) ’

63 A
_ Z 0 ";‘Zz‘l A (trrl-i-m—l)Z)

r k+1 (1 =65 Ay )

k/

00A+ +1 —1 -1

xexp(Z WAz, o NETTAETT)
r=k+1 n+m+1

k' —k)/2
( GOAn+m+1) ( )/ .
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Using the deﬁnitions in (5.5), we have that the exponential component

_ Z 90 n+m+1 Ai(t”+m_1)2

4(1 — "

r=k+1 At

62 A
+ Z 0 n+m+1 Aj (t;z—i-m—l)Z

rair 41— +m+l)
k/
GOAnerJrl —1 —1
+ A~(["+m )A,(Zn—l—m )
2 A1-03A2,, .0 o
is equal to
2n+m—2
2
> I A+ m e A
r=1

on +m—2

+ Z m (5 A 5 m e A ()
on+m— 2

X M A )

O A A

We next expand each of the terms. To simplify the notation, we write

= W{Hm*l and y=wrm-l

Define v/A = A,llfm, putu = A,»(tf+m—2) andv=A .(tn+m—2)
A (Y = u/2 4+ VAx, AN =u/2 — VAx,
A Yy =v2+VAy, AT =2 - VAy.

Now, for brevity let us write 1, = 11 (5"~ Y and n, = (5,

for odd, and “e” for even)
I A VNG R Y A VN A
+m (A A ()
= (Mo (/2 + v Ax)* + no(u/2 — v/ Ax)?
+10(v/2 + VAY)? + 1 (v/2 — VAy)?)

n+m— 1) (“ 29 IS used

1 1
= ZMZ(T]@ + 1) + sz(ne + o) +u(my — ne)\/gx +v(mo — ne)‘/gy

+ (e + Ano) Ax* + (e + 1) Ay
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Likewise, put 6, = 6; (tff_"} Y and 6, = 6, (t"+m h
01 (5 ) A (D AT 0 A () A (5
=0, (/2 4+ VAX) V)2 +NAY) 4+ 0.(u)2 — VAx)(v)2 — VAy)
= 2000 1 0,)+ O+ 0) Axy + 300, — BOVAX + 3u(b, ~ 6VAY.

We then collect the terms free of x and y and obtain

2 2
u
_(776 + 1) + — (ne + 1) + (9 +6,).

Now the coefficients of x, y, x2, y? and xy
1 1
o =10+ 300, = 00 |VEx + fotn, = 10 + Ju(0, — 60 |VEy

+ (e + 10) AX” + (1 + 10) Ay’
+ (0 +6,)Axy.
And finally we can apply Lemma B.1 to get the corresponding results. [
B.2. Proofs of results in Section 5.2.
PROOF OF LEMMA 5.2. Recalling expression (5.6), we establish the bound

for E, [exp(@o{L;’,J}] (k" — L?J]rm (k))], for i # j, by controlling the contribution
of the term

m 2n+m—l
(B.1) [T IT c@m,
=2 r=1
and the exponential term
271
(B.2) exp(ZGm(tf)A +an NI ))
r=1

separately.
We start by analyzing 6; and 7;. From Corollary 5.1, we have

00 9(% n+m-+1
0 = and n; =
4(1 — 90 n+m+l) 8(1 — 90 n+m+1)
We notice that 21 < 91 Anims1 < (5/2)n;.

Let
u=max{h:k' —k>2"}.
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We also denote

b(l) := min{r : 6, (tr”'”"_l) > 0}
and

b(l) := max{r :01(tf+m_l) > 0}.

The strategy throughout the rest of the proof proceeds as follows. We have that
the 6;(£"+"~1y’s and (£~ 1)’s, r = 1,2, ..., 2"~ are nonnegative. We also
have that for [ < u A m, the number of positive 6;(t"+"~')’s and n;(t"+"')’s
reduces by about a half at each step / and also the actual value of the positive
91(tr”+m*l)’s and nl(tr””"*l)’s shrinks by at least 1/2. We will establish that if
m > u, for u <[ < m, there are at most two positive 6; (tf””‘l )’s and two positive
i (t7"=")’s and at each step , their values shrink by more than 273/2, Using these
observations we will establish some facts and then use them to estimate (B.1) and
finally (B.2). We now proceed to carry out this strategy.

We first verify the following claims.

CLAIM 1. Forl <u, we claim that 91(tr”+m_l), m(t,”“L”i_l) >0 forall r =
1,2,...,20m=1 qng Gl(t;"+m_l)’s are equal for r € (b(l), b(l)) and we denote
their values as 0;. So, following the recursion in (5.5) we have that 6 = A;—101. If

Oty ™) # Oty then Oty < Oy = 01, and if 6, a7 ") #

n+m—I[ n+m—I n+m—I\ __ . . n+m—I~
91015(1)—1 ), then Ql(tg(l) ) < 6 (tE(l)—l ) = 0;. Likewise, n(t] )’s are equal

forr e (b(l), b(l)); we denote their common values as n; and we have from (5.5)
that i = Ay If e~ # migdih), then myd" ™) < m(epgyih). and

. -1 -1 -1 -1
ifm (tg(—;)m X (tg(lJr)"il ), then n; (tl'7—1+m )< (tg(—;)"il ). In other words, at each

step, | for | < u, 01(1‘;”""_1) and m(tr'H‘m_I) decay at rate 1/2 if it is not at the
boundary (i.e. r € (b(1), b(1))), and the boundary ones (i.e. 6 (tg(”;)m_l), o (2m=t

b b(l)
and n; (tl’:(”;)m -, m (tg(”;)m =), may decay at a faster rate.

We now prove the claim by induction using the recursive relation in (5.5).
The claim is immediate for #; and n;. Now suppose it holds for 6; (tr’H'm_l)
and m (", r = 1,2,...,2"""l We next show that the claim holds
for @ (" tm=1=), r =1,2,...,2"" =1 a5 well. We omit the proof of
m+1(tr"+m_l_1) here, as it follows exactly the same line of analysis as
Op1 (e,

We divide the analysis into five cases.

Case 1. /(3" = g™y and ey = nEt™). Then
ol @ tn=ty = 26, ey 11y and 0 (17 1) = 0. Likewise n/;T! (¢4 =
2=y and '@ty = 0. From (5.5), we have 6t ") =
011 (5 7D /2 and T = i (5 /2.
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Case 2. Ot~y =0, (5™~ > 0 and (3T~ = 0, ) > 0.
Then we know that 2r = b(l). We also have 91+1(t;"+” Ny =gt !y and

Ql—l—l(tm—l-n—l—l) _ 9](tm+n l) leeWISe nl+1(t:n—|—n—l—1) — T]l(tg;l;'—n l) and
l+1(tm+n —l— 1) =—n (tm-f-n -1

in (5.5) as

01 l(ern 1— 1)

). We rewrite the expression for 91+1(tf+m_l_1)

1
:(9_1;4-1(lt;n—l-n—l—l)é_1 + |91_+1(trm+n—l—l)|
{hH_l(m—i-n —I— I)MH_I(WH_” —I— 1)’

1
+ ZhHl(trm+n_l_1)|91_+l(trm+n_l_1)|,0 ( pmtn— —l— 1)

(B-3) +n—I—1
pr1 (T )
Iy (Y (1) }
1
G(tzn;—i-n l) {4+hl 1(m—i—n —I— 1)’7 (l‘2”;+n l)
1
+4hl l(m—i—n —[— l)e(tg;—i-n l),Ol l(m—i—n —I— 1)
2 P @I
+hllm+nll771fm+n12 )
e
As
1
elAn—i—m—l =< 91 An—Q—m—l =< Z
and
1
nlAn-i-m—l =< nlAn-i-m—l =< E,
then
N S
=2 D
and
—I-1 1 i 1
hl 1( m+n )9 (tm+n )< 4 < —.
ol (1-10 -
Likewise,

hl 1( m+n - l)n (té’i:'—l-n l) < 1/95
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and
— Pl+l(fm+n_1_1)
(tg”r+n ) 9(tm+n I < 1/95.
Plug these in (B.3), we have
1 3 3
Z@ (t57;+n l)<91 1(m—i—n —l— 1) 91<591+1

Case 3. 6,(15,11™") > 0, 0,3 ™) = 0 and m(rz";t'; 'y >0, m(est Ty =0
Then we know that 2r — 1 = b(1). Following the same line of analysis as in Case 2,
we have

1 3 3
Z@ (tzrr;—l—n 1)<91 1(m—|—n —l— 1) 01<591+1

Case 4. 0 < 61(15 ™) < 6115, ™) and 0 < nz(tz"i+’i ') <65, Then
we know that 2r — 1 = b(/). There exist & < 1, such that Gl(tm+” h <

01ty = €A1 161 and (e ) < Emy (el 'y = £A1_im1. From (5.5),
we have

91 1(m-i—n —1— 1)

+n—I—1

141 ymAn—I—1 gmtn—l=1y 141 (mtn—i— w2 P+ (@ )

=07 (1 ){ + g (1) ) )W
=+ r

r

g )| {hz (eI [l iy

+ hl (m—i—n —l— 1)}91+1(m+n —I— 1)|,OI 1(m+n —I— 1)}

As [0 (mn=1=1)| < g and |n ! (¢ —1=1)| < iy, following the same calcula-
tion as in Case 2, it is easy to check that

r

1
O (111 < 9i+l(tm+n—l—l)(1+0'01)+|91_+1([;n+n—l—1)| < 0.05.
Since 91+1(t,’"+"_’_1) + |01_+1(tr’”+”_l_l)| = 6;, we have

m+n -1 1
O (¢ ) <6i( (5 +0.01-0.05)(1+8) +0.0s

1 /1 6
= 50[(- +0.02 +0.42§) < 3= O1+1.

Case 5. /(71 > g™y > 0 and (15171 > 6,1y > 0. Then
we know that 2r = b(1). Following the same line of analysis as in Case 4, we have

el+l(m+l’l —I- 1)<91+1'
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We thus prove that the claim holds for ;4 | (t;"+”_l_1), r=1,2,...,2mtm=I-1 4
well.

We have established Claim 1. We now continue with a second claim.

CLAIM 2. For u <1l < m, we have at most two positive 91(t;"+"_l)’s,

namely 9,(:,’;;;” ) and 6 (t,jzj)" 1Y, Notice that it is possible that b(l) = b(l).

We then claim that if b # b Ql(t;)"(;g" by < Aj_10,270=u=D/2 ypq Ql(tm(;;” h <

Aj_16012™ (—u-1)/2 . Similarly, nl(tg'zl")'" l)<Al 1m2- (I—u— Wzandn (tm-i-n l)_
Ap_ym 2= =D Eb() = b(1), Gl(tgz;;” hy< AL 0,2 -u=D)/2 g(tm+n h <

b
A16027 07D and gt < A 272 g

b(l) b l)
0 =
Aj—1m?2 U—u=2)/2

We prove the claim by induction. We shall give the proof of 6; (tr’”+”_l) only, as
the proof of n; (t;"+”_l) follows exactly the same line of analysis. For [ = u, we
have the following cases:

(i) b(l) = b(l) + 2, b(l) is odd. In this case, 9,+1(r(";(+1;’+—{)—/§) < A6y, which

follows from the analysis in Case 4 for [ < u. And 6,14 (IE’;;:;)”JII)_/;) < (3/5)A01,

following the analysis in Case 3 for / <u.
(i) b() = b(l) + 2, b(l) is even. In this case, 91+1(t£”(;;721 b < (3/5)A61,

which follows from the analysis in Case 2 for / < u. And ;4 (tﬂ;;lz =N < A6,
following the analysis in Case 5, for / < u.
(i) b(I) = b(l) + 1, b(l) is odd. In this case, let §; = max{6;(#" "),

b(l)
0 (tl’:z;;” !)}. Then following the same analysis as in Case 4 or Case 5 for [ < u

[depending on which one of Ql(tl’;é;g" hy and 6;(z™+"") is smaller], we have

b(l)
91+1(t2"(1+)72 h <672 < A6y

(iv) b(l) =b(D) + 1, b(D) is even. Tn this case, 611150 7, ") < (3/5) A6,
m+n—I—1

which follows from the analysis in Case 2 for [ < u. And 91+1(t(5 Oan)2

(3/5)A;61, following the analysis in Case 3 for [ < u.

) <

Therefore, the claim holds for # 4 1. Suppose the claim holds for / > u + 1.
Then when moving from level [ to level [ 4 1, one of the following three cases can
happen:

(@) b(l) =b(l)+1and b(!) is even. In this case, following the analysis in Case 2

and Case 3 for [ < u, we have

3 — —
b1 (52 1) < 150 (G ) < Argn2( 70
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and

3
m+n—I[—1 m+n—l —(l—u)/2
Oy ) = 1% ey ) = Aibr2 :

(b) b(l) = b(l). In this case, following the analysis in Case 2 or Case 3 for/ < u
[depending on whether b(/) is odd or even], we have

3
-1 —l —(—u=1)/2
O (i ) = 100y ™) < Aon27 1D,

(c) b(l) =b() + 1 and b(]) is odd. In this case, we let ; = max{@l(tl','é?;” b,

Gy (¢ l)}. Then we can use the same analysis as in Case 4 or Case 5 for [ < u

b(l)
[depending on which one of 6; (tl’)”(f)'" !y and gy (¢!

B() ) is smaller] to conclude that

1-
-1 I—u=1)/2
O (G ) < 50 = A2
We notice that case (c) can happen only once.
We are now ready to control the contribution of the term (B.1). As
Apsm—t2ny (77" < 1/30 and (7T < 177,

we have when m < u

m 2n+mfl
1_[ 1_[ C(trn-l—m—l)
=2 r=1
m 2n+m—1
=2 r=1

- (4An+mel)2 > / )
< 16A,, 45 k' —k)A1+2
—UCXP« T g ) (€ TRHAE2)

2 _ny 6 )/
<l_[exp(<5 o A,11 20 N A2~ 4“)((k’—k)Al+2)).

The last inequality follows from Corollary 5.1 that 6; = 6y/4(1 — 90 . +m) n =
03 Antm/2(1 — 62 A2..,), and our choice of 6y = y /(K"/> A2 A,,). Then, as (k' —

n+m
ky~t <27,
m 2n+m71
1_[ 1_[ C (trn+m_l)
=2 r=1

—

< exp(
< exp(

1y2<Z A +2(m — 1>Am) + gyz(z Ap+2(m — 1>Am))

[=2 =2

|

| o0
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When m > u,

m 2n+mfl

11T et

=2 r=1

m 2n+mfl

= 1_[ 1_[ eXP(4An+m—l+2’71+(tf+m—l) +p (l«r'l+m—l)2)
l=2 r=1

2 2 6 )/ o
<nexp<<5 o kA}, 2 N kA2 4 )((k’—k)A1+2)>

11 y? 1-20' A 1/2 6 y? 2—4d/
X l_[ CXp(Fk/ kA OtAl —u— 2+5k/ kAn QAZ—M 2)
I=u+1
As (K — k)~ <27,
m 2n+ml 11
[TII cr)=e {? 2(ZA1+2<M—I>A 2> Al/z)
=2 r=1 I=u+1

+§J/ <ZA1+2(M—1)A + Z A 2)}

=2 I=u+1

1
< exp(5>.

For (B.2), we notice that under condition (5.8) and (5.9), we have
211

3 o 17) A7) 1)

<01 Am—1e0((K' — k) M)’ A2 +201 Aoy A

<eoy(K —k)’ "' +2y
and

i)+ A (17)°)

< ((K' = K) A +2)01 Apy_ 1202

<2y-.
Combining the analysis for (B.1) and (B.2), we have
E, exp(eo{L;{jm (k") — L;{jm k)})

1 _
< exp<00 A (K =)+ 5 +eoy (K — KNPV 1oy 4 2;/2)

< 4exp(eoy (K — k)",
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