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We consider a p-dimensional time series where the dimension p increases with the sample size n. The re-
sulting data matrix X follows a stochastic volatility model: each entry consists of a positive random volatility
term multiplied by an independent noise term. The volatility multipliers introduce dependence in each row
and across the rows. We study the asymptotic behavior of the eigenvalues and eigenvectors of the sample
covariance matrix XX’ under a regular variation assumption on the noise. In particular, we prove Poisson
convergence for the point process of the centered and normalized eigenvalues and derive limit theory for
functionals acting on them, such as the trace. We prove related results for stochastic volatility models with
additional linear dependence structure and for stochastic volatility models where the time-varying volatil-
ity terms are extinguished with high probability when n increases. We provide explicit approximations of
the eigenvectors which are of a strikingly simple structure. The main tools for proving these results are
large deviation theorems for heavy-tailed time series, advocating a unified approach to the study of the
eigenstructure of heavy-tailed random matrices.
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1. The stochastic volatility model

Stochastic volatility models are popular in econometrics [5], mathematical finance [1,19,20]
where they are used for option and derivative securities pricing, insurance mathematics [12,
26], time series [14,29], dependence modeling [11] and many other applied research areas. In a
classical Black—Scholes framework, the volatility is assumed constant. Empirical studies, how-
ever, have shown that many observed features of implied volatility surfaces, such as the so-called
volatility smile, can only be explained by assuming a stochastic or even non-stationary volatil-
ity sequence over time; see, for example, the discussion in [37,38]. Therefore a wide variety of
stochastic volatility models has been proposed and well studied over the last few years. Stochas-
tic volatility models are heavily used within the fields of financial economics and mathematical
finance to capture the impact of time-varying volatility on financial markets and decision making.
Time-varying volatility is endemic in financial markets. This was observed early on, for example,
by Mandelbrot [28], Fama [18], and Black and Scholes [8].
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The aforementioned literature on stochastic volatility models deals with univariate or low-
dimensional multivariate time series. Here we focus on a high-dimensional stochastic volatil-
ity time series whose dimension may grow with the sample size. To be precise, we study a
p-dimensional stochastic volatility time series, and assuming that p is large, we analyze the
dependence structure of n observations from this time series via spectral properties of the sam-
ple covariance matrix. We discuss two cases: a stochastic volatility field with dependence and
whose marginal distribution does not change over time, and an iid stochastic volatility field with
time-varying marginal distribution, both under the assumption of observations coming from a
distribution with infinite fourth moment. This is quite a typical situation for financial and actuar-
ial time series; see for example the Danish fire insurance data considered in [34], Example 4.2,
emerging market stock returns [23,27] and exchange rates data [22]. For such time series it is
also common to study so—called tail risk measures to describe the impact of extreme scenarios
[9,25].

In the first part of this paper, we consider the p x n-dimensional data matrix

X= Xn = (Xit)i=l,‘..,p;t=1,..‘,n’
where (X;;) has the structure of a stochastic volatility model, i.e.,
Xit=0iZyy, i,t=12,..., (LD

and (oj;) is a strictly stationary random field of non-negative random variables independent of
the i.i.d. random field (Z;;). In Section 3, we introduce additional dependence in the stochastic
volatility model. In what follows, X, o, Z, denote generic elements of these fields. Stochastic
volatility models are common in financial time series analysis; see, for example, [1]. The present
model is an extension allowing for dependence through time and across the rows of the data
matrix. It is convenient to think of (1.1) as a model where each row stands for a time series of
log-returns of a speculative price series from a large portfolio, for example, a stock index such
as the Standard & Poor’s 500 where each of the 500 rows of X could represent the log-returns of
the stock price of a particular US-based company in a given period of time.

We will study the eigenstructure, that is eigenvalues and eigenvectors, of the p x p sample
covariance matrix S = XX’ with entries

n
Sij=ZXnXﬂ, i,j=1,...,p,

t=1

under the assumption that the dimension p = p, converges to infinity together with the sample
size n. In what follows, we drop the double index for the diagonal entries S;; and simply write S;.
In the model (1.1) the dependence across the rows and through time is described by the structure
of the volatility field (o;;). We will assume that the noise variable Z is heavy-tailed in the sense
that it satisfies the regular variation condition

L L
PZ> 0~ 22 and PZ<-x0)~q 22 1 o0, (12)
x% x%
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for some « € (0,4), constants g4+, g— > 0 such that g4 + g_ = 1, and a slowly varying func-
tion L. We assume E[Z] = 0 whenever E[| Z|] < oo and also that the non-negative o has a much
lighter tail than Z in the sense that all moments of o are finite.

The considered random field (X;;) is flexible as regards second order dependence. If o > 1,
we have cov(X;;, X ;) =0 for (i,#) # (j,s). On the other hand, cov(|X;|", [Xs|"), r > 0,
may decay arbitrarily slowly to zero when |i — j| or |t — 5| goes to infinity, provided these
covariances exist. Arbitrary decay rates can be achieved, for example, by assuming that (logoj;)
is a stationary Gaussian field with a suitable covariance structure. As a matter of fact, a large
part of the literature on stochastic volatility time series models deals with the case when the
log-volatility is stationary Gaussian; see [1] for surveys on the topic stochastic volatility.

Thanks to regular variation and the i.i.d.-ness of the noise (Z;;), the extremal dependence
structure of (X;;) is characterized by the fact that the finite-dimensional distributions of (X;;)
are multivariate regularly varying with index « and have asymptotically independent marginals;
we refer to [10,34,35] for introductions to multivariate regular variation. Indeed, applications of
Breiman’s lemma (Lemma B.5.1 in [10]) imply that

P(+0i; Zit > x) ~E[0c“|P(+Z > x), x— oo. (1.3)

Thus, the marginal distributions are regularly varying with index «. Moreover, for (i, t) # (J, s),
by another Breiman argument,

P(oit|Zit| > x,0j5|Zjs| > x)  P(min(oi| Zit|, 05| Zjs|) > x)
P(Z| > x) P(Z| > x)
- P(max(oj;, 0js) min(| Z;¢|, | Z js|) > x)
- P(Z| > x)

~ E[max(al-,, ajs)“]]P)(|Z| > x) -0, x— oo.
This means that X;; and X ;; are asymptotically independent in the sense of extreme value theory.
Writing
XD = Xiii=toas Y= Zidis=t1,.0s d =1,

the previous calculations on the marginals combined with standard arguments from regular vari-
ation calculus (see [10,34,35]) ensure that

=17 - . -1y () .
4]?()6 7€) A Ve (), —]P’(x X7e) Y ]E[ao‘]va(), X — 00.
P(Z| > x) P(Z| > x)

. —=dxd = o
Here —> denotes vague convergence in R * \ {0}, R =R U {00, —oc}, the limiting measure vy
is concentrated on the axes, and its restriction to any of the axes has Lebesgue density given by

ofx| 7! [q+1(x >0)+q_1(x < O)].

The fact that v, is concentrated on the axes is another way of defining asymptotic independence
of the components of X.
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Since we are interested in the sample covariance matrix S in the heavy-tailed case we observe
that its diagonal entries S; =Y /_, Xl.zl and off-diagonal entries S;; = > /| X;i; X j; for i # j
have rather distinct tails. A first indication is the fact that, on one hand, by a Breiman argument,

P(X*>x) ~E[0c*]P(2* > x) ~E[o*]x~**L(Vx), (1.4)
while, on the other hand, by a result in Embrechts and Goldie [16], for independent copies Z;,
Z, of Z,

~ ¢ -
P(Z1Zy > x) ~ qurﬂ and P(Z1Z; <—x)~¢q- (x)
x¢ x“

(1.5)

where £ is a slowly varying function, g4, g— > 0 and ¢4 + g— = 1. Hence by Breiman’s lemma,

for (i,1) # (j, 5),
P(£Xi1 X js > x) ~E[(0i10j)* |P(£Z1Z2 > x), x — o0. (1.6)

We assume « € (0, 4). In this case, (1.4) and (1.6) imply that the diagonal entries (S;) of S dom-
inate all off-diagonal elements S;; in the sense that the asymptotic behavior of the eigenvalues of
S is completely determined by the diagonal diag(S) of S. This phenomenon is described in Theo-
rem 2.1. It is well known in the i.i.d. case when p = p,, — oo (see [13,15,21]). Pioneering work
for the largest eigenvalue of S under a more restrictive growth condition on p and « € (0, 2) is
due to Soshnikov [39,40] and Auffinger et al. [2]. For constant p the same property was observed
for the stochastic volatility model (1.1) in JanB en et al. [24].

The diagonal elements S; are the eigenvalues of the matrix diag(S). They approximate the
eigenvalues of the sample covariance matrix S; see (2.1). Given this approximation, large devia-
tion results from Mikosch and Wintenberger [30,31] for the partial sums S; are used to derive the
convergence of the point processes of the centered and normalized eigenvalues of S towards an
inhomogeneous Poisson process; see Theorem 2.3. A similar point process convergence in the
i.i.d. case under the assumption that p and n are proportional was proved in [39,40] for « € (0, 2)
and later extended in [2] to « € [2, 4). In their proofs, the authors used truncation techniques and
a challenging combinatorial approach.

Based on Theorem 2.3, the convergence of the point process of the eigenvalues in the case
a € (0,4) allows one to derive limit theory for the largest eigenvalues of S and functionals acting
on them. In particular, the centered and normalized largest eigenvalue of S converges to a Fréchet
distributed random variable with parameter /2. In [21], this was shown for an i.i.d. random field
(Xir).

In Section 3, we introduce additional dependence in the stochastic volatility model. We con-
sider the p x p matrix Y = A!/2X where A = A,, are deterministic positive definite p x p
matrices with uniformly bounded spectra. In Theorem 3.4, it is essentially shown that the eigen-
values of YY’ are approximated by those of the matrix diag(S) diag(A) and Theorem 3.7 yields
an approximation for the eigenvectors of YY'.

In Section 4, we consider another modification of the stochastic volatility model (1.1). We
assume that the distribution of o is a function of n and write o™ for a generic random variable
from the i.i.d. random field (oi(t”)), n > 1. The possible values of o™, n>1,are 0= 5o <

§]--+ < 8y for some m > 1 and we assume that q(()n) =P(™ =0) — 1 and that the limits
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limy— 0o nP(c™ =5;) > 0, j = 1,...,m, exist (finite or infinite). This means that there is a
large probability of extinction of the i.i.d. entries X l(;') = O’i(tn)Z,‘t of the data matrix X;, when n
is large. This model was introduced in [3] form =1, 1 — q(()”) =n"" for some v € (0, 1] and
p/n— y €(0,00). In Theorem 4.3, we again show that the eigenvalues of S are asymptotically
given by diag(S). The main difference to Theorem 2.1 is that the normalization needed for the
eigenvalues of S is of significantly smaller magnitude depending on the speed at which qé")
approaches 1. The method of proof of our results is different from those in [3] and works for more
general growth rates of p; we again use large deviation techniques and exploit the approximation
of the eigenvalues of S by those of diag(S). We also derive the point process convergence of the
eigenvalues of S, find approximations for the eigenvectors and we derive results for Y = A!/2X
where A is a deterministic positive definite matrix.

In Sections 5-8, we provide the proofs of the aforementioned results.

Some basic notation

Eigenvalues and eigenvectors

For any p x p positive semidefinite matrix C, we denote its ordered eigenvalues by
MO =z =4, (0).

If, for k < p, the multiplicity of 14 (C) is 1, then there exists a unique unit eigenvector vi(C)
associated with A; (C), i.e. [[vg(C)ll¢, = 1 (Euclidean norm) and

Cvi(C) = 1 (C)vr (O),

such that the first non-zero coordinate of v;(C) is positive. We will use the latter orientation
convention throughout this paper for eigenvectors.
Spectral norm and diagonal matrix

For any p x p matrix C, the spectral norm ||C||2 is /A1 (CC’). Moreover, diag(C) denotes the
diagonal matrix which has the same diagonal as C. Sometimes we will simply refer to diag(C)
as the diagonal of C.

Normalization

Typically, we use a sequence (ay) satisfying kP(|Z| > a;x) — 1 as k — oo for the normalization
of eigenvalues.

2. Convergence results for the stochastic volatility model

We start with a fundamental approximation of the sample covariance matrix S in spectral norm.
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Theorem 2.1. Consider the stochastic volatility model (1.1). We assume the following condi-
tions:

(1) A growth condition for the integer sequence p = p, — 00:

p=pa=nPln), n=>1, (Cp(B))

where £ is a slowly varying function and B € (0, 1].

(2) The regular variation condition (1.2) on Z for some o € (0,2) U (2,4) and E[Z] =0 if
E[lZ]] < o0.

(3) Finiteness of all moments E[c"] for r > 0.

Then

;2|8 — diag(®)], = 0, n— oo.

This theorem provides a first indication that the spectral properties of S might be similar to
those of diag(S) which has a simple structure. The normalizing sequence is of the form a,zlp =
(np)?/“ey(np) for some slowly varying function £;. Note that the provided approximation of S
does not hold for & > 4 when the fourth moment of X is finite. In fact, one obtains completely
different types of limit results for the eigenstructure of S; see [13,21] and the monograph [4] for
a detailed overview and more references. The approximation of the sample covariance matrix by
its diagonal is featured in the heavy-tailed case only.

The proof of Theorem 2.1 is provided in Section 5.

Remark 2.2. Assume § > 1in (C,(B)). If we keep the remaining assumptions of Theorem 2.1,
the same proof as for the latter result yields

42| XX — diag(X'X) [, = 0, n— oo.

On the other hand, the non-zero eigenvalues of S = XX’ and X'X are the same. This observation
is useful when determining the asymptotic behavior of the eigenvalues of S in the case g > 1.

In view of Weyl’s inequality (see [6]), we may conclude from Theorem 2.1 that

a,,—[} izr?axp|ki(S) — A (diag(S))| < a,,—[} |S — diag(S)|, L0, no o 2.1

.....

Using (2.1), it is possible to study the asymptotic behavior of the point process of the scaled

,,,,,

Theorem 2.3. Assume the conditions of Theorem 2.1. In addition, we assume the following con-
ditions.

4) (o) is a strictly stationary ergodic field and the sequence (‘712:) is strongly mixing with
rate function aj < cj~“ for some constants ¢ > 0 and a > 1.
(®)] ol<M a.s. for some constant M > 0.
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Then we have the following weak convergence result for the point processes with state space
R\ {0}:

d
= - — —
Nu=D Ea2u)-en = No 1= 00,

i=1

where N is a Poisson process on R\ {0} with mean measure 1o (x,00) = E[c¥1x~%? and
Uo(—00, —x) =0 for x > 0. Furthermore, &, denotes the Dirac measure in the point x and

o, ifae0.2).
T nE[X?]. ifee@.a). @2)

The proof will be given in Section 6. We notice that this result is the same as for the iid
field ((E[a“])l/"‘Z”); see [21], Theorem 3.10 and Lemma 3.8. This means that dependence
within the light-tailed o -field influences the limiting point process only through a multiplicative
factor.

Remark 2.4. In view of Remark 2.2, an analogous result holds if 8 > 1 in (C,(B8)).

The limiting process in Theorem 2.3 has representation

o
N = Z S(Fi/]E[got])fz/ot , (23)
i=1

where I'; = E1 +- - - 4 E; for i.i.d. standard exponential random variable s (E;). From this result,
it follows that

a, (B[] (M) = v k() — ) > (T T (2.4)

for fixed k > 1. In particular,

a;pZ(E[O_a])NOt (A[(S) . Cn) 4 1-,—2/05

and the limiting variable has a Fréchet distribution with parameter «/2. Now one can apply
the folklore from extreme value theory to derive limit theory for continuous functionals of
X 1(S), ..., 2k (S)). Moreover, a continuous mapping argument also shows that

P
Z Ai(S) — an_p2 (trace(S) — pc,,)

converges in distribution to a totally skewed to the right «/2-stable limit; see [13,15,21].
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3. Introducing more dependence in the stochastic volatility
model

In this section, we will extend our stochastic volatility model by including some additional de-
pendence between the entries of X.

To this end, let A = A, be a sequence of deterministic, positive definite p x p matrices with
bounded spectrum, that is (||A;|l2) is uniformly bounded. If the entries of X are independent
with mean O and variance 1, then the columns of

Y=A!2X (3.1
have covariance matrix A. Here A!/? is the symmetric, positive definite square root of A.

Remark 3.1. The positive definite A can be diagonalized: A = OTO’ where O is an orthogonal
matrix and T is diagonal and positive definite. By assumption, T!/? exists and we get A!/2 =
oT!20'.

The transformation (3.1) is very important in multivariate statistics since it creates a sample
with dependence structure A from an i.i.d. sample and vice versa.

Now assume that X follows the stochastic volatility model (1.1). While the dependence among
the (X;;) is only due to the dependence among the light-tailed (o;,), the dependence of the heavy-
tailed components in the entries of Y = (¥j;) is determined by A. Our main goal in this section
is to approximate the eigenvalues and eigenvectors of

YY = A2XXAY2 = A/28A 12,

As regards eigenvalues, we note that the spectra of A!/>SA!/2 and SA coincide. Matrices, such
as SA, which are a product of a sample covariance matrix and the inverse of another covariance
matrix are called multivariate F-matrices [4]. The limiting spectral distribution of F-matrices
was studied among others in [42]. F-matrices also play an important role in MANOVA. Wachter
[41] analyzed the generalized eigenvalue problem

det(S —2A™") =0, 3.2)

where A can be stochastic but is independent of X. Since A is positive definite its inverse can be
interpreted as a covariance matrix. Solutions A of (3.2) are eigenvalues of Al2ZSA1/2 gee [4,32].

The entries of the matrix Y possess a quite general dependence structure. Nevertheless the
approximation of the eigenvalues of the associated sample covariance matrix YY is straightfor-
ward.

Theorem 3.2. We consider the matrix Y = AY/2X, where X follows the stochastic volatility
model (1.1). We assume the following conditions:

o The growth condition (C,(B)) with B € (0, 1].
o The regular variation condition (1.2) on Z for some o € (0,2) U (2,4) and E[Z] =0 if
E[Z]] < 0.
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e Finiteness of all moments E[o"] for r > 0.
e A = A, constitutes a sequence of deterministic, positive definite p X p matrices with uni-
formly bounded spectra.

Then
g max (15 (AV2SA) = (diag9IA)| 5 0
P

,,,,,

Proof. By Weyl’s inequality (see [6]), Theorem 2.1 and the uniform boundedness of (||A[2), we
have

[ (AVISAP) < (ciag®)A)

< a,2[[SA — diag(®)A [, < a,2[|S — diag(S)[ A2 > 0, 11— oc. 0

In applications involving high-dimensional data sets, it is common to only allow for depen-
dence between certain key variables, which corresponds to many entries of A being zero. There-
fore, we introduce a sparseness condition on A under which we can derive asymptotic spectral
properties of diag(S)A.

We say that A = (A;;) € RP*? is a band matrix with bandwidth m if A;; =0 whenever
li—jl>m.If Ale,..., Ape € R!*P denote the rows of A, we have

dlag(S)A = (SIA/IO’ N SpA/p.)/.

For 1 <k < p, there are (Z) ways to choose k of the p rows of A. Each choice is uniquely
described by an element of the set

Hk,pz{a:(al,...,ak)e{l,...,p}k:al <--~<ak},

where the coordinates of a contain the indices of the selected A;,. For a € Iy, , define

k p
1, if Ag il >0,
Jop (@ A) = Z Z [Ag;, )l

i=1j=1;|j—a;i|>k
0, otherwise.

Remark 3.3. In other words, Ji ,(a, A) is 0 if, after inspection of the rows Ay, ..., Age and
no further information about A, it is still possible that A is a band matrix with bandwidth k. In
fact, A is a band matrix with bandwidth k if and only if J; ,(a, A) =0 for all a € Iy . Also
note that A;; > 0 for all i since A is symmetric and positive definite.

Fora e Ty, p chosen uniformly at random, the probability P(J, p(i, A) =1) is given by

-1
Py(A k) := ('Z) Y Jp@A).

ael‘[k,p
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The following condition holds if the matrices (A,,) are “nearly banded”.

Condition (NB): For the sequence of matrices (A,)

there exists a sequence k =k, — o0, kf, =o(p) such that lim P,(A,k)=0. (NB)
n—>oo

By construction, a sequence of band matrices (A) with bandwidths (k) such that k137 = o(p)
satisfies condition (NB) since P,(A, k) = 0 for all n. Roughly speaking, P,(A,k) is small if
only a small number of rows relative to the dimension p violate the band matrix structure. In
particular, a change of finitely many rows does not influence the validity of condition (NB).

Under condition (NB), we can simplify X; (diag(S)A) which appeared as approximation of the
eigenvalues of YY’ in Theorem 3.2. We have the following result.

Theorem 3.4 (Eigenvalues of YY’). Consider the setting and the conditions of Theorem 3.2. In
addition, we assume the following:

e (A,) satisfies condition (NB).
o The rows of (0i1)i =1 are i.i.d., strictly stationary ergodic sequences. Moreover, they are
strongly mixing with rate function o; < cj~ for some constants ¢ >0 and a > 1.

1. If ¢ €(0,2), then

np

,,,,,

a2 max_ [, (A/2SA!12) — 3, (diag(S) diag(A))| > 0. (3.3)
P
2. Ifa € (2,4), then

0 [13(AV(S = e DATR) =3 (diag(S — ) diag(A) Lo,

,,,,,

with centering c,, defined in (2.2).

While YY' = A/2SA!/2 is a product of large matrices with complicated eigenstructure, the
eigenvalues of diag(S) diag(A) are very easy to find.

Remark 3.5. In the case « € (2,4) we note that A'/%(S — ¢,D)AY/?2 =YY — E[YY']. If A =
diag(A) then the centering is not needed and (3.3) also holds for « € (2, 4); compare with [21],
Theorem 3.11.

Proof. We start with the case « € (0, 2). Let (k) be the integer sequence from condition (NB).

Since k — oo, we have a,;,z)»k(diag(S)) E 0 which implies

_ . _ . P
a,,p2)uk+1 (dlag(S)A) < anpzkk+1 (dlag(S)) Al — 0.

Therefore, it is sufficient to prove
) . . . P
apy rrllaxk|ki (dlagk(S)A) — A (d1agk(S) d1ag(A))| — 0, 34
=

,,,,,
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where diag, (S) is created from diag(S) by only keeping its k largest entries and setting the others
to 0.

Define the random indices L1, ..., L, via
Sp, = A1 (diag(S)) > -+ > Sp, = A,(diag(S)) as. (3.5)
In other words, Sy, is the ith order statistic of S1, ..., S,. We have
diag, (S)A = (Op, oy 0p, 87y A;T]., 0py...,0p, S,,ZA;TZ., e, SﬂkA;k., 0p,..., 0[,)/,
where 7y < --- < 7y are the order statistics of Ly, ..., Ly and 0, is the p-dimensional zero
vector. Since the S;’s are 1.i.d., Ly, ..., L; have a uniform distribution on the set of distinct k-
tuples from (1, ..., p). Therefore, the k-tuple = = (71, ..., %) is uniformly distributed on I .

Define the set B, = {Ji,, (7, A) = 0}. From condition (VB) and the fact that 7 is uniformly
distributed on Iy ,, we see that P(B,) — 1. On B,, we have for 1 <i <k,

SJT;ATI,'. = (07 ey Oa S?T,'AJT;,T[,'—ka SJTjAﬂ[,JT[—k+17 cee SniAJT,',ﬂ,'+k’ Oa sy 0)

Consider the set
Co={ILi —Lj|>2k,i,j=1,....k,i#j}. (3.6)
Since Ly, ..., Ly are uniformly distributed on the set of distinct k-tuples from (1,..., p) we
have
2pk(p—=2)...(p—k+1) 2k
< lim

pp—D...(p—k+1) “nooop—1

where condition (NVB) was used for the last equality.

On B, N C,, the matrix diag; (S)A is block diagonal with (2k +1) x (2k +1) blocks Q;, i < k.
The matrix Q; is zero everywhere except for its (k + 1)st row which is

k]

. ¢ . _
lim IP’(Cn) §nll)ngok(k 1)

n—o0

(SniAn,',ni—kv S7T,‘A7T,',7T,‘—k+lv LXK S7TjA7Tj,7Ti+k)’ i = k.

The (k+ 1,k + 1) entry of Q; is at position (r;, 7r;) of diag; (S)A. Therefore, the only non-zero
eigenvalue of Q; is Sy, Ay, z;. We conclude that on B, N C,

Ai(diag; (S)A) = A;(diag, (S) diag(A)), 1<i<k. 3.7)

This finishes the proof of (3.4).
In the case o € (2,4), we replace S, S; by S — ¢,1, S; — ¢;, respectively, and use the same
proof as for « € (0, 2). 0

Deﬁnezi,iz 1,..., pvia
(Sg, — en) A7, 7, = Ai(diag(S — c,I) diag(A)).

The random variable Z,- encodes the location of the ith largest value of the entries of diag(S —
cpI) diag(A).
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Remark 3.6. As a by-product of the proof of Theorem 3.4 we get that, with probability tending
tol,{Ly,...,Lxg}={L1,..., Ly} for any fixed k > 1.

Next we approximate the eigenvectors of YY'. To this end, let e ;7 =1(0,...,0,1,0,..., 0y,
j=1,..., p, denote the canonical basis vectors of R”. We define sign(Al/zezj) as the sign of
the first non-zero coordinate of the vector A'/%e; .

From the point process convergence in Theorem 2.3, one can deduce that the largest eigen-
values of S are separated. Indeed they converge in distribution to the (I"; 2 “) in the represen-
tation of the limiting point process N; see (2.3) and (2.4). Combining this with Theorem 3.4,
the aforementioned separation property is inherited by the eigenvalues of YY’ which simplifies
the identification of associated eigenvectors. It turns out that the unit eigenvectors of YY' are
approximated by the properly normalized (A!/%e ;) as shown in the next theorem.

Theorem 3.7 (Eigenvectors of YY’). Consider the setting and the conditions of Theorem 3.4.
In addition, we assume 6% < M a.s. for some constant M > 0.

1. Ifx €(0,2), then

[V (A12SA12) —cx ;A 2ep ||, 0. n—o0.j>1, (3.8)

with the normalization and orientation constants
12, ||—1 /2,
caj=|AY ef, Hez sign(A!/ eLj).
2. Ifa € (2,4), then

IP .
|v; (AY2(S — ¢, DA/?) — cA,jAl/Zezj ||E2 -0, n—o0,j>1.
Proof. We focus on the case o € (0,2). Recall that A'/2SA!/2 and SA have the same eigenval-

ues. For any eigenvalue A of SA with associated eigenvector v, that is, SAv = Av, we have
A'2SA2(A2v) = 1 (A2Y).

In words, v is an eigenvector of SA if and only if A!/?v is an eigenvector of A!/2SA!/2; and
both eigenvectors are associated with the same eigenvalue. For the proof of (3.8), it is therefore
enough to show

viSA) —er |, 50, n—o0,j>1. (3.9)
J Ljlley

14

Fix j > 1 and let (k) be the integer sequence from condition (NB). We will follow the lines of

the proof of Theorem 3.11 in [21].
By Theorem 2.1 and the observation a2 diag(S) — diag, (S)l2 E) 0, we see that

np

Gy max [SAe; — diag, (S)Aei |, <a,|SA — diag (HA] 50, n>oo,  (3.10)
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and consequently

-2

P
e =a, ISAe;, — S, A7, 7 €7 e, = 0. (3.11)

Before we can apply Proposition A.7 in [21] we need to show that, with probability converging
to 1, there are no other eigenvalues in a suitably small interval around A ; (SA).
Let & > 1. We define the set
Q= Qu(j. &) = {a,}|1;(SA) — 1 (SA)| > g™ i £ j=1,....p}.
Using (3.11) and Theorem 2.3, we obtain
nli)rr;OIP’(Qfl) = nllr&P(a,;z min{;_1(SA) — A;(SA), 1;(SA) — 1;11(SA)} <£e™) =0.

From the proof of Theorem 3.4 recall the definitions of the sets B, and C,,. By Proposition A.7
in [21], the unit eigenvector v;(SA) and the projection Projez. (vj(SA)) of the vector v;(SA)
J

onto the linear space generated by er, satisfy for fixed § > O:
limsup]P’(HVj(SA) — Projez. (Vj (SA)) Hez > 8)
n—o0 J
< limsup P({[v;(SA) — Proje, (v;(SA))[,, >8} N2 NB,NCy)
n—od J

+limsup P((2, N B, N Cy)°)

n— o0
<lim sup]P’({28(")/($£(") - 8(”)) > 8} nge,NB,N C,,)
n—oo
< limsup]P’({Z/(S -1 > 8}) = 1{2/(€—l)>6}~
n—>oo

The right-hand side is zero for sufficiently large &. Since both v;(SA) and ey, are unit vectors
and || Projez‘ (vj(SA))ll¢, <1, this means that ||v;(SA) — er, lle, LP; 0. This finishes the proof of

(3.9).
For « € (2, 4), the proof is identical after replacing S, S; by S — ¢, I, S; — ¢;, respectively. [

4. A stochastic volatility model with thinning

In this section, we consider a modification of the stochastic volatility model X;; = 0;;Z;; in-
troduced in (1.1). We keep the i.i.d. structure of the random field (Z;;), the regular variation
condition (1.2) on Z and the independence of (o;;) and (Z;;) but we allow that o;; varies with n:

xW=6"zy, n=1.2,.... (4.1)
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Here (al.(t"))i, teN 1s a field of i.i.d. non-negative random variables with a generic element o™
whose distribution may change with n. To be precise, we assume the following condition.

Assumption (Ao). For given 0 =s9 <51 <+ <sp, <ocoandm > 1,

P(o(")zs,-)zqi("), i=0,....mn=12,..., (Ao)
. (n) _ .. . (n) . .
llmn_)ooq0 =1 and the limits lim, .o ng;” >0,i=1,...,m, exist.
Remark 4.1. The restriction to positive s;, i = 1, ..., m, is for notational convenience only. Also

the assumption lim,,_, oo q(()") — 1 which implies o ® 5 0 is for simplicity of presentation only.
It implies that the matrix X is sparse. If E[(o ®)?] had a positive limit w, the asymptotic spectral
behavior of S = XX’ constructed from X = (oi(t") Zi)and X = (w'/?Z;)), respectively, would be
the same and one could work with the normalizing sequence a,%p. However, if E[(c ™)?] — 0,
one needs to take this decay into account and adjust the normalizing sequence to obtain non-
trivial asymptotic results.

We will assume the condition (C,(B)) for some B € (0, 1] and use a normalizing sequence
(by,) such that

npE[(c ") P(1Z] > by) > 1, n— cc.

Since q(()”) — 1 we have E[(c™)*] — 0. The additional condition lim,,_)oonqi(”) > 0 means
that the expected number of non-zero o’s in a row of X is positive. It ensures that
lim,,_, oo npE[(c™)*] = 00, hence b, — co. An alternative way of defining (b,) would be

b = gy 0yey)- (4.2)

Remark 4.2. We observe that for any v > 0,

hence all moments E[(o"™)?] are of the same order as 1 — q(()").

For fixed n, relations (1.3) and (1.6) remain valid but we will need results for these tails when
X = x, — 00 as n — 00. By the uniform convergence theorem for regularly varying functions,
we have (see (1.2), (1.3) and (1.5) for the definitions of g+ and g+)

P(+o™Z > x,)

~ (n)\@
B(zi=my ECT)) 3

P(+o "o\ 2175 > x,)
P(1Z1Z2| > xn)

FE[ (0" 0y")"]. 4.4)
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The following result asserts that in the thinned stochastic volatility model (4.1) the sample
covariance matrix is approximated by its diagonal under the new normalization b,,. It is an analog
of Theorem 2.1.

Theorem 4.3. Consider the stochastic volatility model (4.1). We assume the following condi-
tions:

e The regular variation condition (1.2) for some o € (0,2) U (2,4) and E[Z] =0 ifE[|Z]] <
Q.

o The growth condition (C,(B)) for p = p, — oo for some B € (0, 1].

e Condition (Ac) on the distribution of ™.

Then

b2 ||S — diag(S)|, > 0, n— oo. 4.5)

Theorem 2.1 and Theorem 4.3 show that neither the dependence structure in the o-field nor
a time-dependent distribution of o change the core structure of S, which is solely determined
by the dependence in the heavy-tailed Z-field. Linear dependence among the Z;;’s, for instance,
was studied in [13]. The resulting approximation of S in this case is block diagonal.

The proof of Theorem 4.3 is given in Section 7.

By an application of Weyl’s inequality, we may conclude from (4.5) that

by? max [1i(8) — i (diag($))| < b, S — diag(S)] 50, nooo.  (46)
i=l1,..., p
Using (4.6) and a continuous mapping argument, we can derive the limit of the point processes
of the eigenvalues of the sample covariance matrix S.

Theorem 4.4. Assume the conditions of Theorem 4.3 and, in addition to (Ao), for those j €
(1,...,m} for which 1imHooan(."> =0,
—qu](-n)

pe — 0, n— oo, foreachc > 0. 4.7

Then we have the following weak convergence of the point processes with state space R \ {0}:

P
d
Nu=D €20,8-cp = No n—> 0.
i=l1

Here N is a Poisson process on R\ {0} with mean measure pq(x,00) = x /2

—x) =0 forx >0, and

and [y (—00,

__o ifa €(0,2),
" E[(x™)], fae @ 4.
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The proof is given in Section 8. This theorem generalizes the results in Auffinger and Tang

[3] who considered the case p/n — y € (0,00), m =1 and 1 — qé")
(n)
: J

(0, 1] and q,(,j) > n~" for some v € (0, 1) then for any fixed ¢ > 0,

=n"" for some v € [0, 1].

Condition (4.7) ensures that ng."” — oo sufficiently fast. For example, if p = nf for some 8 €

pe —enq;” <nfe=n'" 0.

Theorem 4.4 shows that the limiting point processes of the thinned stochastic volatility model
and the original one (see Theorem 2.3) are the same. Typically, thinning decreases the magnitude
of the eigenvalues A; (S — ¢,) which is accounted for by a smaller normalization b, compared
with aﬁp used in Theorem 2.3. Indeed, from (4.2) one sees that bnan_P2 — 0.

Next, we study the matrix Y = A!'/2X and the corresponding sample covariance matrix Y'Y’

under thinning.

Theorem 4.5. We consider the matrix Y = A'/2X, where X follows the model (4.1). We assume
the following conditions:

e The regular variation condition (1.2) for some o € (0,2) U (2,4) and E[Z] =0 ifE[|Z]] <
00.

o The growth condition C,(B) for p = p, — oo for some B € (0, 1].

e Condition (Ac) on the distribution of ™.

o A = A, constitutes a sequence of deterministic, positive definite p X p matrices with uni-
formly bounded spectra.

Then

by? max [1i(AY?SA1) ;i (diag($)A)| 5o
i=1,...,p
The proof of this result is identical to the proof of Theorem 3.2, using Theorem 4.3 instead of
Theorem 2.1.
Moreover the same arguments that proved Theorems 3.4 and 3.7, using Theorems 4.3 and 4.5
instead of Theorems 2.1 and 3.2, respectively, show the following result.

Theorem 4.6 (Eigenvalues and eigenvectors of YY’). Consider the setting and the conditions
of Theorem 4.5. In addition, we assume that (A,)) satisfies condition (NB).

1. Ifa € (0, 2), we have for the eigenvalues of YY',

by? max [1;(A!ZSA!%) — 1 (diag(S) diag(A))| Eo,
= p

.....

and for the eigenvectors of YY/,

[v;(A/28A1/2) — CA’jAl/zezj e, L0, nooo,j>1,
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with the normalization and orientation constants
120 ||—1 o /2,
= ”A / eLj ||€2 Slgn(A / eL_,’)'
2. Ifa € (2,4), the eigenvalues of YY' — E[YY'] satisfy

b;z max },\ (A28 — c,DA'?) — 1, (diag(S — ¢, I) diag(A))| =)

,,,,,

and for the eigenvectors of YY' — E[YY'] we have
P .
[v;(AY2(S — c,DA/?) — CA,.,'Al/zer l,, 0. n—o0j=1.

In view of Remark 2.2, one can easily extend the results in this section to the case § > 1 in

(Cp(B)).

5. Proof of Theorem 2.1

The proof is similar to the one of Theorem 3.5 in [21]: one has to replace a,, 2Z, : by a;pzZi,ai,
and solve a few additional technical difficulties stemming from the dependence in the o-field. By
assumption E[Z] = E[X] = 0 whenever these expectations are finite. Since the Frobenius norm
|l - |l 7 is an upper bound of the spectral norm we have

||S d1ag(S)||2<a ||S dlag(S)”F

—4 Z z:XZX2 +a_4 Z Z XinXjnXinXjn

i,j=li#j t=1 i,j=Li#jt1,h=1;t1#t
_4 Z ZX |Z”Zﬂ|>aﬂp)+1(|zlfzﬂ| )]+12(n)
i,j=li#j t=1

Thus it suffices to show that each of the expressions on the right-hand side converges to zero in
probability. We have by Markov’s inequality for any € > 0 and sufficiently small § € (0, 1),

P 2
P> )= Y nB(ZiZal > ) = b 0.
i,j=Li#j e

Here we also used (1.5).
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The case o € (0,2). An application of Markov’s inequality, finiteness of all moments of o and
Karamata’s theorem for o < 2 show that for ¢ > 0

p

P(1y > €) seo Y E[Z12:P1(Z1220 < )]

a
np i, j=1,i#j

< cnpz]P’(|Z122| > 0721,;) -0, n— oo.
The probability ]P’(IZ(") > €) can be handled in a similar way by applying a Karamata argument.

The case o € (2,4). Before we proceed we provide an auxiliary result. Consider the following
decomposition

[S — diag($)]’ =D +F +R,
where
D = (Dij)i j=1... p = diag([$ — diag(S)]’).

The p x p matrix F has a zero-diagonal and

P n
Fij= ) Y XuXpXy. 1<i#j<p.
u=lu#i,j t=1

The p x p matrix R has a zero-diagonal and

P n n
Rij= Y > > XinXjnXunXuy 15i#j<p.

u=lu#i,j =1 6=1;n#

The following is the analog of Lemma 4.1 in [21].

Lemma 5.1. Assume the conditions of Theorem 2.1 and a € (2,4). Then an_p4(||D||2 + ||Fll2 +
P
IR[[2) — 0.

In view of this lemma, we have

a8 — diag(®) |3 = a,* | [S — diag($)] |, = 4yt ID + F + Ril> - 0.

This finishes the proof of Theorem 2.1. Our final goal is to prove Lemma 5.1.

Proof of the D-part. We have fori =1,..., p,

p

n V4 n n
Dii =Y Y XpXa (i #w)+ Y Y " Xin Xt Xuiy Xiy 1G # ) 1(11 # 12)

u=1t=1 u=1t1=16=1

= Mi;i + Nii.
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We write M and N for diagonal matrices constructed from (M;;) and (V;;) such that D =
M + N. First bounding ||N||> by the Frobenius norm and then applying Markov’s inequal-

1ty and using the fact that the Z’s are centered, one can prove that a,, ||N||2 LY 0. Writing
Ay ={1Y/_ X2X2t| >a,2lp},wehaveforz =1,...,p,

Y S =M M
u=1l,u#i t=1

On one hand, [M®|, < pa . Hence a,, ||M(2)||2 — 0. On the other hand, we obtain with
Markov’s inequality for € > 0 and r >0,

P(IMP, > eay,)

.....

Z ZU o, 1( max a,'5>(np)1/(4r)>Zi2tZ2 1a,,|>

ulu;éttl T T

14 n
+P| max Z Zal%auz,l( max oj; < (np)l/(‘"))letZﬁtlAiM > e€a

. 1<j<p,1<s=n
u=1,u#i t=1

l/(4r))

4
Anp

4
np

pP(lo| > (np)

2 2 2 52 1
+P(i=rr11,2.13( Z ZZ”ZW (Zzttzut>“np/(”l9) /r>

u=1l,uz#i t=1

> €a§p/(np)”’)

Since E[c* ] < 0o we have J; — 0. We also have for large n, sufficiently large r > 0, by the von
Bahr and Esséen inequality (see Petrov [33], 2.6.20 on page 82) for ¢ < «/2 close to /2,

= pzp(z 272 - a::,,/mp)l/r) - pZP(z%z; _E[2)) - a:r,,/mpwr)

t=1 t=1

q
(np)”/’ . ) p n(np)q/r
sz 4q E Z(Z%IZ%I - (E[ZZ]) <c 4 — 0, n— oo.
Anp t=1 Anp 0

Proof of the F- and R-parts. The key observation is that X = Zo is regularly varying with
index . Choose @, such that P(X > @,) ~ n~!. The sequences a, and @, only differ by a
slowly varying function which is negligible for the techniques in [21]. These techniques also
work under the dependence stemming from the o -field. Therefore, the proofs of the F- and R-
parts are identical to [21]. O
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6. Proof of Theorem 2.3

In view of (2.1) a continuous mapping argument shows that the points (A; (S) — ¢,,) /aﬁp in N,
may be replaced by the points (S; — ¢;) /aﬁp. We denote the resulting point process by

P

Ny = Z 8“:7]72(51' —cn)’

i=1

We intend to use Kallenberg’s theorem for proving N 4N ; see Resnick [35], Proposition 3.22.
For this reason, we have to show the following relations as n — oo,

E[Ny(x,00)] = E[N(x,00)] =E[0*]x™*/%, x>0, 6.1)
E[Ny(—00, —x)] = E[N(~00,-x)] =0, x>0, (6.2)
P(Ny(ei,di1=0,i=1,...,m) = P(N(e;,di1=0,i=1,...,m), (6.3)

where 0 <e) <d) <--- <ey <dy <00, m > 1, are any positive numbers. We observe that for
S=51,

E[Ny(x,00)] = pP(S > a2, x + cn). (6.4)
E[ﬁn(—oo, —x)] = p]P’(S < —a,fpx +cn). (6.5)

Then (6.1) and (6.2) will be a consequence of the following large deviation result which is a
straightforward application of Theorem 4.2 in Mikosch and Wintenberger [30].
Lemma 6.1. Assume the conditions of Theorem 2.3. Write y, = n*/**¢ for any € > 0.

1. If x € (0,2) we have

P(S > y)
nP(X2 > y)

_ 1‘ 0. (6.6)
YZ=Vn

2. If a € (2,4) we also assume that (0,) = (0;,) is strongly mixing with rate (a ;) such that
aj <cj? for some a > 1,c > 0. Then we have

sup | Pt (25, ~ELZ2D > y) 1‘ o
Y>Vn ”IP(X2 > y) ’
wup Py 07(Z; —EIZ%]) < —y) o
>>yn nIP’(X2 > y) ’

Then (6.1) and (6.2) follow for o € (0, 2) in view of (6.4), (6.5) and by choosing y = a,zlpx in
(6.6). Indeed, in view of Breiman’s lemma,

pP(S > anpx) ~ np]P’(X >a; x) ~E[c*]|npP(1Z] > anp/x) — E[a“]xﬂ)‘/z. (6.7)
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The case o € (2,4) follows in the same way but we also have to show that the right-hand side in

(@ 213" (02 —E[o?])] > x) I
’ ntIP(th ~a2) ~cp’P|ay, t;‘(g} ~E[0?])

converges to zero. By Markov’s inequality, the right-hand expression is bounded by

- (lej [(nl/zg(gg_xa[gz])ﬂ.

—0

In view of the growth rate of («;) and the fact that 02 < M as., Theorem 2.5 in [36] shows that
the moments on the right-hand side converges to a constant, hence (6.7) converges to zero for
ae(2,4).

Write F,, for the o-algebra generated by (oj;). In what follows, we use the notation P, (-) :=
P(- | F5) and E,[-] := E[- | 5] for conditional probabilities and expectations with respect to
Fo. By independence between (o;;) and (Z;;) we have

P(Ny(ei, di]=0,i=1,...,m) =E{]‘[Pa(ﬁn(e,»,d,»] =0)].

i=1

We intend to show that ﬁn (e;,d;] —d> Pois(uq (ei, di]) given F,. Then (6.3) follows. By Poisson’s
limit theorem (see Billingsley [7], Theorem 23.2), the latter limit holds if

Eo[Nn(ei, di1] = palei. dil.

Lemma 6.2. Assume the conditions of Theorem 2.3. For o € (0,2) U (2,4) and x > 0, we have

P
o[ Na(x, 00)] = Z ((Si — cn)/ay, > x) = pa(x, 00), (6.8)
p
Eo[Ny(—00, —x)] = Z —cn)/ay, < —x) = 0. (6.9)

Proof. We only show (6.8), the relation (6.9) can be proved in a similar way. We start with the
case « € (0, 2) and briefly comment on the case @ € (2, 4) at the end of this proof. We will show
that

P, (s,~ Jaz, > x)

>a x)

1‘—)0, n— o0. (6.10)

.....
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Then by definition of (a ) and the ergodic theorem for (o;,),

p AL
ZP" (S[/a,%p > x) ~ np]P’(Z2 > a,zlpx) <E Z Zaﬁ)
i=1 i=1 =1

— E[o“]x_“/z = g (x, 00).

For ease of presentation, in the proof of (6.10) we assume that x = 1. Leti € {1, ..., p}. For
small € > 0 we have

Py (Si/agp > 1)

n
< Po(072} > an,(1—€) +P, (S,- - max 0rZ% > eazp)

§=1,...
=1Iin+In.
In view of the uniform convergence theorem for regularly varying functions and since we assume
o to be bounded we have
Ii

hmhmsup sup <1 as. (6.11)
€0 n>00 izl ..p Dorei ”IF’(Zz>a%p(l—e))

For § > 0, we define the counting variable 7;(8) = Y ,_ 1((73212[ > 8(1 ) and consider the
disjoint partition

(L®=2}. {n®=1}, (nE)=0}

We have by the same argument as for /;,

i P, (T; (8) > 2) )
imsup sup — as.,
n—>oo j=l,...,p (Z; 10, ZD;IP)(ZZ > da 2 ))2
for some constant ¢(§) and therefore the contribution of the set {7; () > 2} is negligible. More-
over,

Pg<7}(3)= LS — max o272 >ea2p)

.....

S; —027Z% > ea

n
2 2
= Z]P U Z > Sanp’ L it it [7)

n
= Z]P’g (UftZizt > Ba,%p)IP’U (S o”let > ea ) = a(l)cIP’( 2[,) Zai‘}‘,
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where o(1) does not depend on i. Here we used the same argument as for (6.11). As regards the
set {T; (8) = 0}, we have

IPU(T,-QS) 0.8 — max o 272 >6a2>
t

it it np

2 2 2
EIP’U( max_lcr”Z” < 8anp, S; — amZm > €a p)

fpa(a Zall it GttZ12t<8a )>6> i3

Since 62 < M and p — oo we have by Karamata’s theorem

ZE oh 210} 2} < 8ay,)] < a, 7nME[Z*1(M Z* < 5a},)] — 0. (6.12)

it<it —

Hence for large n,

n
I3 <P, (an_‘,,2 (altletl(altlet < (Sa ) E, [05221(012[22 < (Sa,%p)]) > 6/2).

t=1

An application of the Fuk—Nagaev inequality (see Petrov [33], page 78, 2.6.5) yields for r > 2,
c1,c2 >0,

n
Iy <ay?ery Eo[loiZ| (02 2% < 8a2,)]
t=1

+exp< czanp/Zvar (622:1(07 2} < 8a? ) |]-"C,)).

An argument similar to (6.12) shows that

limsup sup li3 =0 as
n—>00 i=l....p =1 O (2% > aj,)

Summarizing the previous bounds and observing that all of them are uniform in i, we proved for
given € and sufficiently large n that, with probability 1,

n

P
ZIE” (Si/a2, > x) < (1 +€)P(Z* ZZU&‘
i=1t=1

i=1

Next, we show the corresponding lower bound. In view of the uniform convergence theorem
for regularly varying functions and since we assume o to be bounded we have for x = 1 and
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e >0,

(Sl/an[, x) > IP’U< max U”let > (1 +e)ar21p)

n
> ZIP’ a”le, > (1 —I—G)anp)

— Z Po (072> > (14 €)ay,)Ps (022 > (1 + €)ay,)

1<s<t<n
n
= ZagP(ZZ >ay,)(1+€) (1 +0(1)).

Since this bound is uniform in i, we conclude that, for given ¢ > 0 and sufficiently large n,

ZIP’ S/a”p>x)>(1—e)IP ZZU”

i=1 i=11t=1

This proves the lemma in the case o € (0, 2).

In the case o € (2, 4), first replace the points (S; — cn)/a,%p by an’p2 l 105 (Z —E[Z?)).
The argument is similar to the one after Lemma 6.1. Now one can follow the lines of the proof
in the case « € (0, 2). We omit details. O

7. Proof of Theorem 4.3

The proof is similar to the proof of Theorem 3.5 in [21] and to the proof of Theorem 2.1. We will
sketch the proof, illustrating the differences one has to pay attention to. We restrict ourselves to
the case o € (0, 8/3) \ {2}; the case o € [8/3, 4) can be handled in a way similar to Theorem 2.1.

Indeed, the proof is even simpler because the field (ol.(t") ) isii.d.
Since the Frobenius norm || - || ¢ is an upper bound of the spectral norm we have

byt |S — diag9)| >

<b;*|S — diag($)|

XOP(XDY 4 byt () 5 () () 3 0)
Ty Y Y Y XX XX

i,j=Li#j t=1 i,j=Li#jt1,h=1;t1#nH
2 2 2 2
Z Z XV (D ) (x50) > o) + 1) (x§) < o)
i,j=Li#j t=1
+ 1

=10+ 15+ 1.
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Thus it suffices to show that each of the expressions on the right-hand side converges to zero in
probability. By (4.4) and the Potter bounds for regularly varying functions we have for any € > 0
and n — oo,

P11y > €) = p*nB((X{")*(X3") > B}) ~ pn(E[(c )" ]) (121221 > ;) — 0.
Here we also used that P(|Z1Z>| > x) is regularly varying with index «.

Assume first o € (0,2). Applications of Markov’s inequality, Karamata’s theorem and the
Potter bounds yield

B >
2
p°n
< LRl x X P1( XX <)
n

stsTEU(Z122) A (sis121 22| < by)]
biP(sis;|Z1Z>| > b2)

m
=cp’n Z qi(")qj(.”)
i j=1

P(S,'Sj|lez| > bﬁ)

m
~cp’n Z ql.(")qj(.")sf‘s;‘IP’(|lez| > bﬁ)
ij=I

= cp?n(E[(c™)*])’P(1Z1 22| > b2) > 0, n — oo
If ¢ € (2,8/3), we have E[Z?] < c0. Hence,

2
IP’(II(Z) >€) < c%
n

n

B (X)) = 22 (o)) 0.

Here we also used the fact that all moments of o ™ are of the same size; see Remark 4.2.
For « € (0, 2), the probability Pz(") = ]P’(IQ(”) > ¢€) can be handled analogously; we omit details.

We turn to PZ(") in the case « € (2, 8/3). In particular, we have E[Z] =0 and E[Z?] < co. With
Chebychev’s inequality, also using the independence and the fact that E[X "] = 0, we find that

2

P n

(n) 1 (1) ¢ (1) (1) 3 (n)

Py 5Cb_s]E[< > X Xi,an,nXi,erj,rz>}
n i,j=lLi#] t1,b=1;t1%#n

2
<P B[] 0. n oo

This finishes the proof.
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8. Proof of Theorem 4.4

In what follows, we will write S for a generic element of the sequence of diagonal entries (S;).
Since we have

0% max [[(1i(8) — en) = (i (diag(®) = ) 50, n—>oo,

,,,,,

a continuous mapping argument shows that it suffices to show the point process convergence

(Sz Cn) N n— o0.

i M'u

Since the points (S;) are independent it suffices to show that for x > 0,

E[Ny(x,00)] = pP(S > xb? + ¢x) — E[N(x, 00)] = x /2, (8.1)
E[Nu(—00,x)] = pP(S < —xb? + ¢,) — E[N(—00, —x)] =0. (8.2)

We restrict ourselves to prove (8.1); the proof of (8.2) is analogous. For generic sequences (Z;)
and (ot(") ), we have the representation

where A; = A;") {1<t<n: at = j}. Write M for the cardinality of A ;. Then we have the
representation

m
SiZs]ZTj, where T = ZZJI’
j=1

and (M;) and (Zj;)i=1,2,..;j=1
tributed with mean E[M ;] = nq](. ). The next lemma concludes the proof of Theorem 4.4.

.....

m are independent. We observe that M is binomially dis-

Lemma 8.1. Assume the conditions of Theorem 4.4. Then (8.1) holds.

Proof. Define 7; =1lim,_, o nq}"), j=1,...,m. We will consider two cases:

1. Atleast one 7; is infinite.
2. All 7; are finite.

Throughout we assume « € (0, 2); the case « € (2, 4) is analogous, taking into account the cen-
tering ¢, for S.
We start with the case that 7, = co. If 0 < 7; < 0o for some j # k we will show that s2T

does not contribute to lim,,— o pP(S > xbz) In this case, M —> Y; ~Pois(z;) and E[e” J] —
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E[e”Yi], h > 0. We have by Markov’s inequality for positive , e,

PN, 72 > eb?)
P(Z2 > b2)

pP(s3T; > eb}) = pP(Z* > by) ZIP’(M =k)
k=1
o k 2 2
PO i Z: > €by)
< IP) b2 hMJ —hk t=1%t n
< pP(2* > ];e Y

o0

1
~ /2 - )\« 2 2 hY o
€ nE[(o™)] pnE[(c")*|P(Z* > b;) E[e""/] ;ke 0.

~1

Here we also used the subexponential property of the distribution of Z? (see Theorem A3.20 in
Embrechts et al. [17]).

Therefore, we assume for the rest of the proof of case (1) that 7; = oo forall 1 < j <m.

We have for small € > 0,

m m
P(S > xby) < > P(s7T; > xbi(1 e))+P<ﬁ}S—S,§Tk|>6xb5)=11+12. (8.3)
j=1 k=1

First, we deal with /1. We notice that bﬁ / (nq;n))z/ % — 00. Our goal is to apply classical large
deviation results (see Theorem A.1 in [21]) after replacing M; by E[M;]. We have for small §,

Jj= P(SZT' > xb,%(l - e))

=P(s;Tj > xby (1 —

<38E[M;])

+P(s3T; > xbﬁ(l —¢

> (3]E[Mj]) =Jj1+Jja.
We have
Jj2» <P(|M; — E[M;]| > E[M;]) =P(M; > (1 +8)E[M;]) + P(M; < (1 — HE[M,]).

An application of Markov’s exponential inequality yields for 2 =1log(1 + §) and small § > 0,

P(M; > (1 +8)E[M;]) <e M09 (1 g"(1-e")"

< )" (h(148)+(1—e")

— o) (148) log(14)~5)

2, (n)
< e—0.58 nq;”

A similar argument shows that for small § > 0,

(n)
P(M; < (1— §)E[M;]) <e 374
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In view of condition (4.7), we have

~0.562nq "

pJj2 <2pe —0, n—oo.

We also have in view of Theorem A.1 in [21]

(1+8)E[M;]
Jj1 < P(sjz. Z 72> xb>(1 - e)) ~ (1+ 8)EIM;IP(s7Z% > xby (1 —€))
t=1

_ 1+6
X T ey B (21> bu),

(1-8)E[M}] 1=

i 2 2 201 /2 - o, (n)

Jj1 zIP’<sj El Z; > xb; (1 6)) X 7(1_6)(1/2”51'% IP’(|Z|>bn).
=

Letting é | 0 and recalling the definition of b,,, we conclude that

lim limsup pI; = hm 11msuppZJ] =x"%2

e~>0 nsoo n—oo ST

Our next goal is to show that pl, — 0. Consider a disjoint partition for small 6 > 0 and j =
1,...,m,

Bi= |J {57 >6b}.57T; > ob;}.

1<i<j<m

m
Bg:U{sT>8b S2T‘<5bn,l;ﬁ]l—1 },
=1

. jti =99

J
B3 = {maxszT < ébz}.

We have
pPPBY<p > P(sST; > 8by.57T; > 8b}).

1<i<j<m

To show that the right-hand side converges to 0, we proceed as for J;. For i < j we replace the
random indices M; and M; in T; and T} by their corresponding expectations. We omit further
details. Abusing notation here and in what follows, we denote the resulting modified quantities
by the same symbols 7; and T;. After this operation, 7; and T are mdependent and we can treat
their tail probabilities in the same way as for J;, yielding hrn,,_>OO pP(By) =

Next, we observe that

m
IP’({|S—S12-T,~|>eb j<m}nBy) Z]P’ |S—s]2-Tj|>eb5,s]2-T/>8bﬁ).
j=1
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Now proceed as for J;: replace all M; by E[M;] in each probabilit y in the sum. Then the
modified sums § — slz. T; and slz.Tj become independent. Using the independence, we see that

limsupp]P’({|S—s]2-Tj’ > eb,%,j fm} ﬂBz)

n—oo

m
= lim sup % Z(pIF’(|S — SJsz| > eb,%))(pIP(s?Tj > Sbi)) =0.

Finally, we deal with

m
P({|s - s]2-Tj| >eby, j<m}NB3) < P(b;2 Zsf.le(s]?Tj <8b3) > e)
j=1

<Y P(b,siTiA(sT; < 8by) > €/m).

-

I
-

J

Since we can choose § independently from €, we can take § < €/m, making the right-hand side
vanish. Combining all the previous bounds, we finally arrived at

@/2 x>0,

lim sup pIF’(S > xbﬁ) <x~
n—oo
in the case a € (0, 2). In the case @ € (2,4) we have to center the quantities S and T;. Then the
same ideas of the proof apply, in particular the large deviations results of Theorem A.1 in [21].
We omit details.
Next consider, for « € (0, 2),

P(S > xb,%) > ]P’(sjz-Tj > xb2(1+¢€),|S - sjz-Tj‘ < eb? for some j < m)

m
> Y P(37) > xbE(1+ ), |S — 53T < eb?)
=1

- Z P(s?T; > xb2(1 + €),53T; > xb2(1 + €)). (8.4)

I<i<j<m

We proceed as before: we replace the numbers M ; by their expectations. After this operation the
modified sums slz. T;,5— s? T; and s?T; fori # j become independent. Moreover, P(|S — sjz Ti| <

eb,%) — 1. Hence for fixed small § > 0 and large n,
m
P(S > xby) = (1= 8) Y "P(siT; > xby (1 +€)).
j=1
Applying Theorem A.1 in [21] and letting €, § go to zero, we proved that

liminf pP(S > xby) = x %%, x> 0.
n—oo
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Our next goal is to consider case (2) in which 0 < 7; < oo for all j. We will show that

m
pP(S > xbﬁ) ~ pZIP’(szj > xbﬁ)
j=1

m
~p ZS?E[Mj]]P’(Z2 > xbﬁ)
j=1

= pnIE[((7(”))[1]@(22 > xb,zl) — x7Y2, (8.5)

We have M; 4 Y; ~ Pois(t;) as n — oo, in particular P(M; = k) — JT =P(Y; =k) and
P(M; =k) <ce _hk, k> 1, h > 0; see [17] page 41, equation (1.31). Keepmg this in mind,
subexponentiality of the distribution of Z2 yields

IP’(slz.Tj > xb?) e P(S,z Yoioi 22 > xbD)
S = LPMi=h— 5
P(Z2 > b2) Pt P(Z* > by)
et .
— s;?‘ Zné”k = s;?‘IE[Mj], n— o0. (8.6)
k=1

For the upper bound in (8.5) we recall the inequality (8.3). In view of (8.6) and regular variation
of Z2, for the upper bound it remains to show that

P(sjz.Tj>b,3,j=1,...,m)
P(Z2 > b?)

0. 8.7)

We show (8.7) only for m =2. We have

]P’( 2T1 > bn,s2T2 > bz)

oo k 1
= Z]P’(Ml k, Mg_l)IP( szE>b5>P<s§Zz,2>bﬁ)
t=1 t=1

k,l=1

00 00 1
Z P(M; = <Z 72> b,%) > VP, = l)IE”(Z 72> b,%).
k=1 =1 t=1

The same arguments which established (8.6) show that the right-hand side is of the order
O((P(Z? > b2))?). This proves (8.7).

The lower bound in (8.5) follows by similar arguments, taking into account the inequality
(8.4). O
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