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We consider the asymptotic behaviour of the realized power variation of processes of the form
f{) U dBf , where B is a fractional Brownian motion with Hurst parameter H € (0, 1), and u is a
process with finite g-variation, ¢ < 1/(1 — H). We establish the stable convergence of the
corresponding fluctuations. These results provide new statistical tools to study and detect the long-
memory effect and the Hurst parameter.
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1. Introduction

In this paper we determine the limit of realized power variation of certain integral fractional
processes. The realized quadratic variation has been widely used in statistics of random
processes. Its generalization, the realized power variation of order p > 0, is defined as

[nf]

Z | Xi/n — Xii—1ynl? (1)

i=1
where {X,, t =0} is a stochastic process. It was introduced in Barndorff-Nielsen and
Shephard (2002, 2003, 2004a, 2004b) to estimate the integrated volatility in some stochastic
volatility models used in quantitative finance and also, under an appropriate modification, to
estimate the jumps of the processes under analysis. The main interest in these papers is the
asymptotic behaviour of the statistic (1), or some appropriate renormalized version of it, as n
tends to infinity, when the process X, is a stochastic integral with respect to a Brownian
motion. Refinements of their results have been obtained in Woerner (2003, 2005), and further
extensions can be found in Barndorff-Nielsen et al. (2006).

A fractional Brownian motion (fBm) with Hurst parameter H € (0,1), B =

{BM, t =0}, is a zero-mean Gaussian process with covariance function

1
BB/ B) =5 (2 452 — [t = s, 5,120 )
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The fBm is a self-similar process, that is, for any constant a > 0, the processes
{a=" B!, t=0} and {B]', t=0} have the same distribution. For H =1, B coincides
with the classical Brownian motion.

If we take X := BkH — Bf_l, then it is easy to see that the correlation function of the

sequence {X;},~, is given by
1
,OH(n) _ E [(n + 1)2]-[ + (n _ 1)2H _ 2n2H] ~ anH—z’

as n tends to infinity. When H > %, > ypu(n)=oc and this property is taken as the
definition of long memory.

For 0 < H <% the fBm has been used as a model of turbulence; see Shiryaev (1999)
and references therein.

In this paper we consider a process of the form [ju,dBY, where B” is an fBm with
Hurst parameter H € (0, 1), and u is a stochastic process with paths of finite g-variation,
q <1/(1 — H). The integral is a pathwise Riemann—Stieltjes integral. We are interested in
the asymptotic behaviour of the realized power variation,

[n1]
g(tn) — prH

i/n p
J U dBf
(i=1)/n

i=1

In Section 2 we establish the convergence in probability of the stochastic process 55”) to
the stochastic process &, = E(|B{|?) f(; |ug|? ds.

Section 3 is devoted to the analysis of the convergence in distribution of the fluctuations
\/ﬁ(f(,") — &) to a process of the form vy [{|us|? dW,, where W is a Brownian motion
independent of the fBm B* and v, is a constant. This result holds if A € (0, %), and it is a stable
convergence in D([0, T7). For H = % a similar result can be obtained but with an additional
normalizing factor equal to (log n)~'/2. To prove these results we make use of a central limit
theorem for multiple stochastic integrals proved in Nualart and Peccati (2005), Peccati and Tudor
(2005) and Hu and Nualart (2005). Recent related results have been obtained by Ledn and Ludefia
(2004), who consider special cases of diffusions with respect to an fBm and where the function
|x|# is replaced by a locally Lipschitz function G(x) satisfying some additional conditions.

For H > %, the problem is more involved because non-central limit theorems are required.
Here we have only considered the case where u, is constant, and the limit theorem follows directly
from the results of Taqqu (1979) or Dobrushin and Major (1979). The limit in this case will be a
quadratic functional of the Brownian motion (Rosenblatt process). The first example of a non-
central limit theorem with strong or long-range dependence was given by Rosenblatt (1961) and
generalized by Taqqu (1975); see also the excellent review of the topic by Sun and Ho (1986).

2. Power variation for fractional stochastic integrals

Suppose that B = {B#, t= 0} is an fBm with Hurst parameter H € (0, 1) defined in a
complete probability space (Q, F, P). That is, BY is a zero-mean Gaussian process with
covariance function (2). From the equality
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H H|2 2H
E(|1B)" = B]'[)) = [t — 5]

we deduce that the trajectories of B are (H — ¢)-Hélder continuous on any finite interval,
for any ¢ > 0.

For each t+=0 we denote by F f’ the o-field generated by the random variables
{B",0 <5<t} and the null sets.

For any p > 0, the p-variation of a real-valued function f on an interval [a, b] is defined
as

n 1/p
var,(f; [a, b]) = sup <Z |f(fi)—f(li—1)|p> ,
T o\i=l

where the supremum runs over all partitions w = {a = #p < t; < ... < t, = b}. Clearly, if f
is a-Holder continuous then it has finite (1/a)-variation on any finite interval. We set

o= sp LOZS,
a<s<i<b |t — 5|

Young (1936) proved that the Riemann—Stieltjes integral f: fdg exists if f and g have finite
p-variation and finite g-variation, respectively, in the interval [a, b] and 1/p+ 1/q > 1.
Moreover, the following inequality holds:

b
J S dg = f(a)(g(b) — g(a))| < cpqVary(f; [a, b])vary(g; [a, b]), )

where ¢, , = &(1/q+ 1/p), with {(s) == =1 n".

We are interested in stochastic processes of the form [ju,dBY, where the stochastic
integral is a pathwise Riemann—Stieltjes integral. By Young’s results this integral will exist
provided the trajectories of the process u = {u,, t = 0} have finite g-variation on any finite
interval for some ¢ < 1/(1 — H). In fact, the trajectories of B have finite 1/(H — ¢)-
variation on any finite interval. Note that if we want to consider processes u of the form
u; = g(B") we need H >1

For any p > 0, a natural number n = 1, and for any stochastic process Z = {Z,, t = 0},
we write

[n1]
VN2 =Y | Zijw— Zi-vyal”.
i=1

Set
27 2T((p +1)/2)
= E(|Bl|p)y ==
Cp (1B7"17) T(1/2)
Fix T > 0, and denote by u.c.p. the uniform convergence in probability in the time interval
[0, 7] and by || - || the supremum norm on [0, T]. The main result of this section is the

following theorem.
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Theorem 1. Suppose that u = {u,, t € [0, T} is a stochastic process with finite g-variation,
where ¢ < 1/(1 — H). Set

t
Z, :J usdBY.
0
Then,
Le.p t
,11‘*[71‘1 Vn(Z)t _} CPJ |us|p dS,
0
as n tends to infinity.

Proof. Consider first the case p < 1. We obtain, for any m = n,

t
m TPy I(Z), — C”Jo |us|? ds
Lmt) /) (Ci/m) P
= m71+pH Z ( J Ug dB;[ —
j=1

(j=1)/m)

. [mt] [nt] P

—1+

+m S gy m(Bf — By Z lui-n/al” Y 1Bl = Bityyml”
Jj=1 JEL(i)

H H
-1y m( By — B(jl)/m)|p>

N——

[nf]

[n1]

-1

m Y ueyal” Y 1B = Bl yl” ~ ZWU n/al”
i=1

Jeln(i)

[nt]
+Cp<” Z |ugi—1y/nl” J ”c|pd5>

A(m) + B(" m) + C(” m) + D(n)

In(i){j:iec;l,ﬂ}, 1<i<I[nt]

(n,m)
Ctnm

where

For any fixed n, converges in probability to zero, uniformly in ¢, as m tends to

infinity. In fact,

[nT]
|cmm)| < Z i 1ym]
i=1

—1+pH —1
m N B = B yml” — cpn
T

and by the self-similarity of the fBm, the term
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—14pH H -1
'm r Z |Bj/m_B(j71)/m|p_an
Jeln(D)

has the same distribution as

1 _
‘m Z |BJH*B/'H—1|p*CP” ',
J

i€1,(i)

which by the ergodic theorem converges to zero as m tends to infinity.
On the other hand, we have

[nT]
1B oo = m™ PN gyl ? = [ 1yyml PN 1BSf o = Bty yml?

i=1 jel,(i)

1l sup P > 1B = B{i-v/ml”

Ost<T mn~[nf]<j<mn—([nt]+1)
[nT]
< m sup | fug-y/al” — fus] | 1B}/ = B{_tyyml”

;SEI,,U)UI,,(FI) @i-1)/n s j;:(l) Jj/m = PG=1)/m

+ sup || |u|PH it Z |Bj/m - B(bjl?l)/m|p’

Ost<T mn~[nf]<j<mn='([nf]+1)

where we denote

T,(i) = <i;1,i], 1<i<[nt]

As m tends to infinity, by the ergodic theorem, this converges in probability to

[nT]
c
E,=-" sup wi-1y/nl? = us|?] 4[] [u]” .
= (Z e e R T

We claim that E, tends to zero almost surely as n tends to infinity. In fact, since |u|? is
regulated it has right and left limits at each point of the interval [0, T']. Hence, for any ¢ > 0,
there exists ng such that, for all n > ny,

sup [ut—1y/al? — lus]?| < &4 | ug-1y/nl” = ltizryym=|"1 + | ltt=1y/n” = ltim1yym+|”1s
SET w(HUT p(i—1)

1 < i< [nT]. Also because |u|? is regulated, by an application of the Bolzano—Weierstrass
theorem, the number of its jumps bigger than ¢ is finite. Therefore,
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2
En = Cp 3T€+— Z ||l/l(i_1)/n|p — |M((l‘_1)/n)_‘P‘

n
[y nl 2=ty mys | P1>€

2 [l 71
+t > uyal” =l L+ === |
lletgivyyul 2=ty me | 71>
which implies
limsupE, < 3¢, Te,

n—0o0

and the result follows by letting & tend to zero.
We have lim,_...||D"|| = 0; in fact,

- [ e "l

[e'e} = !
Do < cpn 'Y
i=1

For the term 4'™, and for p <1, we can write, by the Young inequality (3),

sup | |u(,-,1)/,1|p — |Ms|p| + Cp
s€Z (i)

A(m) - ,—1+pH ad ifm dBH ’ BH BH p
14| < m us B\ = |ugj1y/m(Bjjp = Byl
= \WG-n/m
1 H[m] ifm H H H !
m Ty J us B — u(j1y/m(Bjjm = Bij1)/m)
=1 G=D/m
1 [mT] p
S cprgm +TpH Z(Varq(u; Zm(j))varl/(H,g)(BH; Zm(])))
=
= CP*)(IF'”’

where p* = 1/(H —¢),0 < e < H. Fix 6 > 0 and consider the decomposition

Fp<m PN (varg(us Tu(j)Vary-e(B™: Tu())"
Jivarg(u;Z u( j)>0

1]
+0Pm™ PN (vary (B Tu(7)) "
=

We have

[mT]
D (varg(u; T,()? =< (vary(u; [0, T])? < oo,
j=1

and, consequently, the number of indexes ;j for which var,(u; Z,(j)) > 0 is bounded by
(vary(u; [0, T]))?/0% = M. Hence,
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Fp < Mm '""P1 max VAT~ o(BY; I ()P (var(u; [0, T])?

1= <[

[mT]
+07m PN 7 (vary o (B Tu() "

J=1
The first summand goes to zero when m goes to infinity if € < 1/p:
~1+pH H. ; ~1+pH || pH ~p(H— -1 H
m™ P vary (BT To())? < m= PR BY| G m PO = TR B

For the second summand we use the fact that it has the same law as

[mT]

6Pm™! Z(Varl/(Hfs)(BH; V-1, j]))p

J=1

which converges almost surely and in L' to 8” TE[(var, ;y—e(B"; [0, 1]))?] < oo as m tends
to infinity, by the ergodic theorem. In fact, the functional var; n-e(B7;0,1]) is a
seminorm on the trajectories of the fBm which is finite almost surely. Hence, we have that
E[(Varl/(H,g)(BH; [0, 1]))7] < oo for any p > 0 by Fernique’s theorem (see Fernique 1975),
and we can apply the ergodic theorem. Finally, it suffices to let O tend to zero.

For p > 1, we can proceed similarly using Minkowski’s inequality instead:

| " l/p t 1/17
‘(m tp VZ’(Z)t) - (c,,JO |us|? ds)
P) 1/p
[nt]

[mi]
< m—l/p+H<
1/p
ooV pHH (Z Z (U 1y/m — u(ifl)/n)(Bﬁm (, nyml? )

j/m
H H H
Z J usdB§" — ugj1y/m(Bj = B(j_1)/m)
j=1 G=D/m

=1 jel,(i)

m

[n 1/p
-1
’ fot (Z Ui 1)/” Z |B]/m B(j l)/m‘ )

JELu()

[nt] 1/p
( Z |ugi—1)/a] )

[n1] t 1/p
n! Z i1yl )P — (L |us|”ds> .
i=1

+CL/P

The previous theorem can be generalized as follows.
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Corollary 2. Assume the same conditions as in Theorem 1. Consider a stochastic process
Y ={Y, t€[0, T} such that
u.c.p

ey, o ©

as n tends to infinity. Then
1+ pH u.cp !
pite V;’,(Z—I— Y), = CPJ |ug)? ds,
0

as n tends to infinity.

Proof. First, we look at the case p < 1. Applying the triangular inequality, we obtain

t
n Y Z 4 Y), — c,,J lus|? ds
0

< |0 "PYZ 4 Y) =Y (2))

+

'
n71+pHV;(Z), - cpjo |ug|? ds

< n YY), +

1
nttpH V(Z): — CPJO |ug|? ds

The first term tends to zero by the assumption and the second by Theorem 1.
For p > 1 we can proceed similarly using Minkowski’s inequality instead. O

Condition (4) is obviously satisfied if Y is a process whose trajectories are y-Holder for
some y € (H, 1], that is, a process which possesses slightly more regularity than the fBm.

Under some further conditions, (4) is also satisfied for semimartingales with jumps; see
Woerner (2005) for the case of H = % Assume that the semimartingale Y has Blumenthal—
Getoor index f and canonical representation Y, = Yo+ B(h)+ Y+ hx(u—v)+
(x — h(x)) = u, where B(h) is predictable of bounded variation, % is a truncation function,
behaving like x at the origin, Y ¢ denotes the continuous local martingale part, ¢ the jump
measure and v its compensator. If f = 1 we assume that (Y¢) = 0; if § < | we assume that
(Y°) =0, B(h)4+ (x — h)xv =0. Now (4) is satisfied if 1/H > and 1/H > p. To see
this we look at the case p > 8 first. For these parameters we know that VoY), < oo and
the norming sequence tends to zero. For the case p < 8 we have to use Holder’s inequality
with 1/a+1/b=1:

nflerH VZ(Y)I < nfl/a(nfl+pr V;h(Y)t)l/b~

Now we can always find some b such that 1/H > bp > f3, which implies the desired result as
before.
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3. Central limit theorem for the power variation

For H € (0, %] the fluctuations of the power variation, properly normalized, have Gaussian
asymptotic distributions. In order to establish this result we first introduce some notation.
For any p > 0, we put

(e -2e52)

v =0,+2) (yu(pu(i) —7,0).

=1

and

where y ,(x) is given by (11) (see the Appendix), and
1
pu(n) =5 (n+ D" 4 (n— 1" —20*H).
We will first show a functional limit theorem for the realized p-variation of the fBm.

Theorem 3. Fix p > 0. Assume 0 < H < %. Then
_ " c
(B, n 2Py (BT, — ') S (B, v1 W), (5)

as n tends to infinity, where W = {W,, t € [0, T]} is a Brownian motion independent of the
process BY, and the convergence is in the space D([0, T1)? equipped with the Skorohod

topology.
Proof. The proof will be done in two steps. Set
Z(tn) — n71/2+pH VZ(BH)I _ Cpml/z.
Step 1. We will first show the convergence of the finite-dimensional distributions. Let

Jr = (ag, bil, k=1, ..., N, be pairwise disjoint intervals contained in [0, 7. Define the
random vectors B = (B, — B, ..., Bff — B!) and X" = X', X)), where

(n) _ —1/24pH H H 1/2
X' =n e Z |Bj/r/ - B(j—l)/n|p —n'/ cplJil,
[nax]<j<[nbi]

k=1,..., N and |Ji| = by — ay. We claim that
(B, X) % (B, V), (©6)

where B and V' are independent and V' is a Gaussian random vector with zero mean and
independent components of variance v3|J|.

By the self-similari}gy of [t{he fBm, the sequence (n”H|5;’/’n —HBg,l)/,,V’ — Cpi=j=n has
the same law as (\Bj - ijl\” —Cp)izj=n. Set X; = Bj - ij1 and H(x) = [x|? — c,.
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Then {X;, j =1} is a stationary Gaussian sequence with zero mean, unit variance and
E(X;Xj1n) = pu(n).

Thus, the convergence (6) is equivalent to the convergence in distribution of (B, Y(")
to (B, V), where

Wert S, i=ken g
[na]<j=[nbs]
and
1
YO=— Y Hux) l<ks<N. ®)

ﬁ["ak]<j<[”bk]

The convergence (B, Y(M) g(B, V') is proved in Proposition 10 of the Appendix, by means
of a direct argument based on a recent central limit theorem for stochastic integrals (see
Nualart and Peccati 2005; Peccati and Tudor 2005; Hu and Nualart 2005).

We remark that, taking into account that H(x) has Hermite rank 2, and we have

> ph(n) < oo,
n=1

because p (1) = O(n*#2), the convergence of the sequence of vectors Y to the vector W
would also follow from Breuer and Major (1983: Theorem 1) or Giraitis and Surgailis (1985:
Theorem 5).
Step 2. We need to show that the sequence of processes Z™ is tight in D([0, T]). Let us
E(|Z(tn) _ Zﬁn)‘4) _ n2E<

compute, for s < ¢,
4)
By Taqqu (1977: Proposition 4.2) we know that, for all N =1,

1 N 4 00 2
WE< Z H(X)) ) < K(Z; sz(u)> :
Jj= u=

supE(|Z(,") - Z§">|4) < Clr—sP,

[nt]

> HX)

Jj=[ns]+1

As a consequence,

and by Billingsley (1968: Theorem 15.6) we obtain the desired tightness property. ]

The convergence established in Theorem 3 can be also expressed in terms of the stable
convergence (see Aldous and Eagleson 1978). In fact, for any bounded random variable X
measurable with respect to the o-field F f and for any continuous and bounded function ¢
on the Skorohod space D([0, T]), we have

lim E(X¢(Z")) = E(X)E(p(W)).
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If X is a continuous functional of {B, 0 <¢< T} this convergence is an immediate
consequence of Theorem 3, and in the general case follows by an easy approximation
argument. In this sense, Theorem 3 can also be obtained as an application of the general
convergence result established by Leon and Ludena (2004).

As a consequence of Theorem 3 we can derive the following central limit theorem for the
realized power variation of the stochastic integrals studied in Section 2. Here a Holder
continuous condition on the trajectories of the process u is required.

Theorem 4. Fix p > 0. Let BY be an fBm with Hurst parameter H € (0, %). Suppose that

u={u, t €[0, T]} is a stochastic process measurable with respect to F¥, and with Holder
continuous trajectories of order a > 1/(2(p A 1)). Set Z, = [} us dBf. Then

t t
(B{”, w VR 7), fj |us|"ds) £ (B,H, uljo |us|"dWs),

as n tends to infinity, where W = {W,, t € [0, T]} is a Brownian motion independent of F ¥,
and the convergence is in D([0, T])>.

Proof. The proof will be based on Theorem 3. For any m = n and with the same notation as
in Theorem 1, we can write

t
m Vet y(z), — \/%c,,J |us| P ds = A + B + O™ 4 D,
0

where
A — =1/ pH AP dBH ’ BH _ BH P
t = m y Ug s _|u(j71)/m( j/m — (jfl)/m)| )
j=1)/m
( ) - [mit] [mt]
n,m -
B, s |u(] 1)/"1(Bj/m B(j 1)/m)| - CPZ |u(/ 1)/m|p
Jj=
[nt]
—1/2+pH
_Z ‘U(, 1)/n|p Z];) G |Bj/m B(] 1)/m CPZ |u(l 1)/n 7,
Jel (i
t t
=3 el 3 w8 L ST
(i—1)/n ( j/m (j 1)/m p (i—=1)/n
JELn(i)
and

[mt]

t
D — 12 Z 4 1ym]” ﬂc"J luy]? di.
0

First we show that || D], — 0 almost surely as m — co. Using the Holder continuity of u,
we can write
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[mt]

_ C
|D(tm)| = Cpm 12 Z | |u(jfl)/m|p - |uf'." p| +_p

p
AUR AT

[mi]
_ -1 C
< cpm™ PV DIl 3 lugaym = i |7 Ll
j=1
1 —1 - c
< TV Dl & m! 2D ),

where 77| € Z,,(j). Hence || D"/, — 0 because a(p A1) > 3.
Let us now study the term C'"™. Set

: Ry i Vm
Viw:= Y m 2PHBHL Bij-nyml” == = ¢p-
eI

By Theorem 3 and taking into account that it implies the stable convergence of
(Y Y2, nmtm=1 for any n (see the comment after Theorem 3 and Aldous and
Eagleson 1978 Proposmon 1), we have that for any FI-measurable random variable
|u(1—1)/n|p’ as m — oo,

: L
(|u(l—,1)/n|1’, Yln,m) = (el 0v Wiy = Wiiyin)) <impuy

1<i<[nf]
where W is a Brownian motion independent of F7'. Hence,

[nt]

clrm Ly Z [yl (Wign = Weiztyyn)

i=1

as m tends to infinity, and this convergence is also stable (see Aldous and Eagleson 1978:
Theorem 1'). On the other hand, Zl 1|u(, /nl? ( i/ — Wii- 1)/n) converges uniformly in
probability to jo lug|? qu, as n tends to infinity. This implies, by first letting first m and then
n tend to infinity, that C!"™ converges in distribution to v fo lus|? dWy in D([O T)).

We show that ||B™™|| .0 as n and m tend to infinity. We can rewrite B\"
following way:

in the

[mi] [mt]

B = 71/2”[12 |1/ m (B — B pyy|? = m ™! CPZ ltj-1y/ml”

[nf] [nt]

—1/24 pH
*Z lu—yal? Y mEPBY — B 1 CPZ i1yl

Jeln()

As a consequence, by the mean value theorem
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[

—1/2+pH N
> 2 |”<jfl>/m|p( [revtiglt — BH 1P —m /Cp)
i=1 jel,(i)

B =

[n] i
_ m
_Z i 1)/”|p< Z mn 1/2+‘1”11|B//m B(j- 1)/mp_70p>

Jel,(i)

—1/2+pH H ~1/2
+ Z |u(1—1)/m|p( /2+p |B//m B(]—l)/m|p_m /Cp>‘

J=4lnt]

(]

D lusl? D2 (m B < Bl )

i=1 JeI,(i)

<

=

[nt]
Yy Vm
_Z ‘u(l l)/n (Z m /+pH|B;1711_Bgl)/mp_TCP>’

Jeln(i)

Foswp S gyl o B < B )

O0<I=T mp i< j<[mn]

[nT]
. c
= sup ug|? — a1yl P1NYE |+ =2 |ul?
Y sl el 7l
—1/24+pH H -1/2
+Oiltl£T Z |u(j*1)/7n|p< ks |Bj/miB(j71)/m‘pim / cl’)’

Slni]<j<[mi]

where s(w) € Z,(ij)UZ,(i — 1). Then, by Theorem 3, for any ¢ > 0, we obtain

[nT)
limsupP(HB(”"”)Hoc >¢) < (U] Z sup oas|? = a1yl P LW ipn = Wiiz1y)al
m—00 SET (UL ,(i—1)

i=1

1
+ ol [ul”lloc— sup [Wi— Wi/l > 8)-
n o<¢<T

The Hélder continuity of the trajectories of u and the condition a(p A 1) > 1 imply
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(7]

oo sup [ ful? = gyl P Wism = Wyl
7 S€T ()L, (i—1)

i=
< (p v DTl a0 220D a1/

which converges to zero as » tends to infinity. Moreover

1 a.s.
— sup |W;— Wiyl — 0,
n o<t n—00

and we deduce the desired result. »
Finally, we have to show that ||4™||,, — 0 as m — oc. Then

[mt]

A7) < m 2P (p v 12PN gy (B, — BRI
j=1

j/m o i i PAL
j=1)/m

[mt]
+ m*1/2+PH(p v 1)2(1’*2)4r

J/m g
H H H

| J us AB — vy m(Bj) = B(j-1y/m)

=

(j=D/m

and using Young’s inequality, as in Theorem 1, we obtain
-2 H(p—D+ =D+ —1/2+ pH—(H—&)(p—1
A= oV D277l gy B I P

[mT]
X > (varyo(us Tu(j)Vary (B, Tu(j)"

Jj=1
F(pVIRED

[mT]

X Y (vary o(; T(i)Varya—e(BY, Tu())”
j=1

- 1 ~1 _ <
<(pvi2¥ 2)+C1p/(11r—e,:),1/aTHBHH}Lg”“Hé]A Hullf,fj It /2-a(pAD+ pe

H (VIR TIBT |2,

which converges to zero as m tends to infinity, provided & < p~'(a(p A1) —1). This
completes the proof. O
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We remark that for a process of the form u, = g(B¥), where g is locally Lipschitz, we
need p > 1/2H) and H >% for the validity of the Theorem 4.

We can also deduce the convergence stated in Theorem 4 under different conditions on u,
which include the case of a jump process. Assume that u has trajectories locally bounded
away from zero with finite g-variation with ¢ < 1/(1 — H) and the following condition
(introduced by Barndorff-Nielsen and Shephard 2003) is satisfied (pathwise): for some
y >0,

1 n
—= D [ ul"O1uy) = [ul (ta )l — O
\/ﬁ; J J
as n tends to infinity, for any x, ; and 7, ; such that

0$Xn,1s’?n,1$;$Xn,2$77n,2$; '~~an,n$77n,nsT~

Then Theorem 4 holds for all p > 0. The proof would follow the same arguments as before.

Corollary 5. Assume the same conditions as in Theorem 4. Consider a stochastic process
Y ={Y,, t €[0, T]} such that

VY 20,
as n tends to infinity. Then

t t
(Bf’, n PRy (Y + Z), - c,,\/EJO |us|? ds) i(B{f, UIL |us|? dWS>

as n tends to infinity, where W = {W,, t = 0} is a Brownian motion independent offlT'[, and
the convergence is in D([0, T])>.

The condition on Y 1is satisfied if it has b-Hdolder continuous trajectories and
p(b— H)> % The condition is also satisfied for a jump semimartingale with
Blumenthal—Getoor index 8 and 1/(2H) > p > (/(2(1 — fH)). For 1/2H) > p > f the
result is clear since the non-normed power variation is finite and the norming sequence
tends to zero. For p < f§ we split the process Y into two parts: one with only large jumps
and Blumenthal—Getoor index 0, for which the result is clear; and another with infinitely
many small jumps Y°. Using Holder’s inequality, we can deduce for & > 1,

[mT] 1/b
m71/2+p[—1 VZl(Yé)T < Tl/a <m1+b/2+bp[—1 Z |Yj/m _ Ejl)/m|pb> )
J=1

As in Woerner (2003), using Hudson and Mason (1976) for the case S < 1, this term tends to
zero as m — oo and € — 0, provided
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b
I—E—pr—Fbp—ﬂ >0,

pb > p.

This leads to the lower bound on p.
In the case H :% the fluctuations of the power variation still converge to a Gaussian
process, but with a different normalization.

Theorem 6. Suppose that H = 3. Then
(BI (togm) ™2 (w1 /240y (BH), — e ym' ) ) 5 (B, 02W)), ©)

as n tends to infinity, where W = {W,, t € [0, T} is a Brownian motion independent of the
process B and v, is given by

n

S o). (10)
j:

n

Proof. Notice that in this case we have

S puD~ed T ~clogn
= =

As a consequence, we can apply the same arguments as in the proof of the Theorem 3. For
instance, the convergence of the finite-dimensional distributions of the process (log n)~'/2Z\"
would follow from Breuer and Major (1983: Theorem 1'). ]

We can also derive the following convergence in distribution for the fluctuations of the
power variation of stochastic integrals, in the case H = %.

Theorem 7. Suppose that H = % and u = {u,, t € [0, T1} is a stochastic process measurable
with respect to F ﬁ and and with Hoélder continuous trajectories of order a > 1/(2(p A 1)).
Consider a stochastic process Y = {Y,, t € [0, T]} such that

n Y 2 0,

as n tends to infinity. Then we obtain

t t
(logn)~'/? (n—l/”f’HV;(Y +2), — cp\/ZJ |us|”ds) £ uzj |us|? AW,
0 0
as n — oo, where W = {W,, t € [0, T} is a Brownian motion independent of F and v, is
given by (10).

The condition on Y is satisfied for processes as before; we can only replace the greater
than signs by greater than or equal to signs due to the faster rate of convergence.
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If H> %, the fluctuations of the power variation converge to a process in the second
chaos which is called the Rosenblatt process. In fact, we have the following result.

Theorem 8. Fix p > 0 and assume that % < H < 1. Then
P22 Py B, — e n S 7,

where

1

2= T @ = 2Heos((1 — H)m) dp

00 (X2 ei(x1+xz)t —1
[ =,
0 Jo 101 +x2)

is the Rosenblatt process, {W,, t € [0, T1} is a standard Brownian motion,
d, = E(|B{'"*") — E(B{'|"),

and the convergence is in D([0, T1).

Proof. Since pp(n) = O0(m*"?), 3<H< 1 and (|B) =B ||” —¢}) ==, is an Ly-
functional, with Hermite range 2, of a stationary mean-zero Gaussian sequence, we can apply

Taqqu (1979: Theorem 5.6) (see also Dobrushin and Major 1979). O
Appendix
For any real number x € (—1, 1) and for each p > 0, we set
o) = (1 —x )ﬂ“/zzf’z @™ (Pl (11)
P ﬂ:(Zk)' 2

Lemma 9. Suppose that (U, V) ~ N, (O, ( )) where |p| < 1. Then

pl

E(UPIV]P) = v p(p)-

Proof. We have
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E(U["[V])
|u?|v]? { 1 2, .2 }
= —— _exp! ———(u? + V* — 2puv) pdudv
JRJR 2my/1 — p? P 2(1—,02)( pub)

|u|?|v|? { puv } 1 2, .2
:2J J cosh expy —=———-(u" +0v7) pdudv
Rt JR+ /1 — p? 1 —p? 2(1 = p?)

pep 1
=2(1 - pz)P“/ZJ J a exp{—i(s2 + tz)}cosh{pst} dsdr
R+ JR+ T

2
=2(1—pHr'2 Z < (2k)! <J SW%XP{_%SZ} ds)

(- 2)p+1/22pz (2p)** <P+ 1 + k>2

(2k)! 2
2 _(p+1 p+1.1
—(1=pHrt\2_p(£1 - F )
( p7) - ) 11 5 P
where |F; is the confluent hypergeometric function. O

The next proposition is the basic ingredient in the proof of Theorem 3.

Proposition 10. Assume H <% and let B™ and Y™ be the random vectors defined by (7)
and (8), respectively. Then

(B, Y 5B, 1),
where B and V are independent centred Gaussian vectors, with By = B}l — B!, and the
components of V are independent with variances v3(by — ay).

Proof. Denote by H; the first Wiener chaos associated with the sequence {X j}, that is, the
closed subspace of L*(Q, F, P) generated by the random variables X ;. For any m = 2, we
denote by H,, the mth Wiener chaos, that is, the closed subspace of L*(Q, F, P) generated
by the random variables H,,(X), where X € H,, E(X?) =1, and H,, is the mth Hermite
polynomial. We know that the mapping

)
It H{™ = Hy

defined by 1,(X®™)= H,(X), is a linear isometry between the symmetric tensor product
H™, equipped with the norm /m!|| - [[¢o» and the mth chaos. We will denote by J,, the
projection operator on the mth Wiener chaos.

The function H(x) can be expanded in the form
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o0
H(x) = cnHp(x),
m=2

where Y>> ) 2 m! = E(H(Z)*) < oo, Z being an N(0, 1) random variable.

By the results of Nualart and Peccati (2005), Peccati and Tudor (2005) and Hu and
Nualart (2005), in order to prove that the vector (B, Y(") converges in distribution to a
Gaussian vector (B, V), where B and Y are independent and Y has independent
components, it suffices to show the following facts:

(i) For any m=2 and k=1, ..., N, the limit lim,_E(]J,, Y(k")|2) =02, exists and
S sup, B YY) < 0.
(ii) For any m =2 and k # h, lim, . B(J,,Y\"J, Y\") = 0.
(iii) Forany m=2, k=1,..., Nand 1< p=m—1,

lim 7,7, Y\ ®, 1,'J, 7" =0,

n—oo
where ®, denotes the contraction of p indices.

We have

C
In¥ == " Hu(X)).
ﬁ[nak]<]<[nbk]

Hence,

2

mlc .
E(MaYP) =22 3 pu(i= D"

[nai1<j,I<[nby]

= mlé, (pH(O)'”M.
[nbi]—[na;] B o
v2 Y puyrid=lnad f).
Jj=1

This implies >, sup,E(|J,, Y (k”)|2) < oo and, furthermore,

Jj=1

lim E(17,,Y§" ) = mley, || (pH(OY" +2) pHU)m),

which implies (i).
Property (ii) follows from the estimates, for any m =2 and by < ay,
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- - mlc2 [nby] [nby]
E(J Y Y”):J —
mdL p JImd oy n Z . Z pH(l ])
Jj=lnay]+1 i=[na;]+1
[nby]—[na;]-1
=c > puth"
k=[nap)—[nb;]+1

which tend to zero as n tends to infinity.

Let us check (iii). Fix m=2, k=1,..., N and 1 < p<m— 1. We have
1 (& 1 (n) < emg o
— - m m Xm
]m JmYk ®le ‘]’"Yk :7 Xj ®pXZ
[nar]<j,I<[nb]
2 -
—_m ou(j— D7 (X;@(mfp)(gxl@(mfp)) ,

[nay]<j,I<[nby]

where the tilde denotes symmetrization. Thus, we have to show that the following quantity
converges to zero as n tends to infinity:

oy pu(ji—D"pu(h— k)"
[nai]<j,lLhk<[nby]
X <X;@(mfp)®X§§(m*p)’ X%?(’"*P)@)(%(’”*P»H‘szip)'
1

It suffices to consider a term of the form

o e D euth = k)P
[nai]<j,lhk<[nb]

X pu(j—m) pu(l—h)"" P %pu(j— k)" " *pu(l — k)",

where 0 < a < m — p. This is bounded by

Nn~! pu(j=DPpu(R) pu(N pu(D" P pu(j— )" P pu(l = k),

for some natural number N. Without loss of generality, we can assume p = m — p =1 and
a=0or a=1 Fora =0 and any 0 < & < 1, we obtain
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2
Y (Z pHu—anU))

0<j<nN \0</<nN

2
=n' Y (Z pH(j—l)pH(l>>

0=<j=<[nNe] \0<I=<nN

2

+ont Y > pul—=Dpu()

[nNe]<jsnN \ 0</<[nNe/2]

+2n7! Z Z pu(j— Dpu(l)

[nNe]<js=nN \ [nNe/2]<I<nN

2
$2N8< > pH(l>2> HON Y puP Y pu(l),
0=<I<cc 0=</<oo [nNe/2]<I<co

which converges to 2Ne(> o<i<o pu(1)*)* as n tends to infinity and the result follows by
letting ¢ tend to zero.
Let us compute the variance of the limit. We have

Lvar(|87)7)

(i =L e

[nbk]z—fnw] [nbi] — [nay] — j
n

42 cov(H(X1), H(X1+))),

=1
where var(|B{|?) = 6 ,. By Lemma 9 we obtain
cov(H(X1), H(X11))) = ¥ p(p (/) = v p(0),

and hence we get the desired limit variance. O
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