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Abstract

The aim of the paper is to establish a convergence theorem for multi-dimensional stochastic
approximation when the “innovations” satisfy some “light” averaging properties in the presence of
a pathwise Lyapunov function. These averaging assumptions allow us to unify apparently remote
frameworks where the innovations are simulated (possibly deterministic like in Quasi-Monte Carlo
simulation) or exogenous (like market data) with ergodic properties. We propose several fields of
applications and illustrate our results on five examples mainly motivated by Finance.

Keywords Stochastic Approximation, sequence with low discrepancy, quasi-Monte Carlo, a-mizing
process, Gal-Koksma theorem, stationary process, ergodic control, two-armed bandit algorithm, cali-
bration, optimal asset allocation, Value-at-Risk, Conditional Value-at-Risk.

2010 AMS Classification: 62120, secondary: 37A25, 60G10, 93C40, 62P05, 91B32.

1 Introduction

The aim of this paper is to establish a convergence theorem for multi-dimensional recursive stochastic
approximation in a non-standard framework (compared to the huge literature on this field, see [6],
[13], [19], [4], etc): we will significantly relax our assumption on the innovation process by only asking
for some natural “light” ergodic or simply averaging assumptions, compensated by a reinforcement of
the mean reversion assumption since we will require the existence of a pathwise Lyapunov function.
We will show that this approach unifies seemingly remote settings: those where the innovations are
simulated or even deterministic (quasi-Monte Carlo simulation) and those where the innovations are
exogenous data (like market data). Especially in the latest case it may be not realistic to make a
priori too stringent assumptions on the dynamics of such data process, like mixing or Markov. On
the other hand, the pathwise Lyapunov assumption is definitely an intrinsic limitation to the kind of
problem we can deal with, compared to the procedures extensively investigated in [6] or more recently
in [11] where innovations are Markovian and share mixing properties.

However, we provide several examples, mainly inspired by Finance, to illustrate the fact that the
field of application of our framework is rather wide and can solve efficiently various kinds of problems,
some of them having already been considered in the literature.

*Laboratoire de Probabilités et Modeles aléatoires, UMR 7599, UPMC, case 188, 4, pl. Jussieu, F-75252 Paris Cedex
5, France. E-mail: sophie.laruelle@upmc.fr

fLaboratoire de Probabilités et Modeles aléatoires, UMR 7599, UPMC, case 188, 4, pl. Jussieu, F-75252 Paris Cedex
5, France. E-mail: gilles.pages@upmc.fr



Let us be more specific: this paper presents convergence results for R%valued stochastic approxi-
mation procedures of Robbins-Monro type (see [37] for the original paper), namely

9n+1 = en - ’Yn—i—lH(ena Yn): n > 07 60 € Rda (11)

where H : R? x R? — R? is a Borel function, (Yn)n>1 & sequence of positive steps and the “innovation”
sequence (Y}, ),>0 satisfies some “elementary” averaging assumptions (6 is assumed to be deterministic
in this introduction for convenience simplicity). In fact, we will consider a slightly more general setting
which includes an extra noisy term

9n+1 = en — Tn+1 (H(eny Yn) + AMn-{—l) , n > 07 (12)

where (AM,,)n>1 is a sequence of R?-valued F,,-adapted martingale increments for a filtration JF,,.

To establish the a.s. convergence of the sequence (6,,),>0 toward its “target” 6* (to be specified later
on), the idea is to make the assumption that the innovation sequence (Y},)n>0 satisfies an averaging
property in a “linear” setting: typically that, for a wide enough class V of integrable functions (with
respect to a probability measure v),

n—00 Jpq

n—1
Vfev, %Zf(Yk) — | fdv (1.3)
k=0

at a common rate of convergence to be specified further on. If ¥V O Cy(R?,R), this implies

n—oo

188 @y
EZ(SYk = v a.s.
k=0
by a separability argument ((R;g denotes the weak convergence of probability measures). Such a
sequence (Yy)n>0 is often called “stable” in the literature, at least when it is a Markov chain. If
V = L'(v), the sequence (Y)n>0 may be called in short “ergodic” although no true ergodic framework

comes in the game at this stage. The target of our recursive procedure (1.2) is then, as expected, a
zero, if any, of the (asymptotic) mean function of the algorithm defined as

hO0) = | H(0,y)v(dy).
R4
The key assumption is the existence of pathwise Lyapunov function with respect to the innovation i.e.

a function L satisfying
(VL(9) [ H(0,y) — H(6",y)) > 0

for every 6 and y. This assumption may look very stringent but in fact, it embodies standard framework
of Stochastic Approximation with Markov representation of the form (1.1) when the (Y;,)n>0 is i.i.d.
since, under appropriate integrability assumptions, it can be rewritten as follows in canonical form

9n+1 = en — Tn+1 (ﬁ(ena Yn) + AMn-i-l) 5 n > 07 60 € Rda

where H(6,-) = h(d) and AM, 11 = H(6,,Y,) — h(6,), n > 0. Then (AMn)n21 is a sequence of
o(Yo,...,Y,_1)-martingale increments (under appropriate integrability assumptions). Finally H 0,) =
h(6) does not depend on y so that the above notion of pathwise Lyapunov function reduces to the
standard one. The above canonical form has been extensively investigated (and extended) in many
textbooks on Stochastic Approximation (see [6], [13], [18], [19]).



Our main theorem (Theorem 2.1) let us retrieve almost entirely the classical results about LP-
boundedness and a.s. convergence of this procedure under standard Lyapunov assumption. Many
extensions have been developed when (Y;,),>0 or even (6,,Y},)n>0 have a Markovian dynamics (see
the seminal textbook [6] and more recent contributions like [11] and several references therein). The
main constraint induced by such an approach is that the existence as well as assumptions on the
solution of the Poisson equation related to this chain are needed.

As a first field of applications, we are interested in quasi-random numbers. The original idea
of replacing by uniformly distributed sequences (with low discrepancy) i.i.d. innovations in recursive
stochastic approximation procedures goes back to the early 1990’s in [24], leading to “Quasi-Stochastic
Approximation” (QSA, referring to QM C for Quasi-Monte Carlo). The framework in [24] was purely
one-dimensional whereas many numerical tests h proved the efficiency of @S A in a multi-dimensional
setting. The aim is to establish a convergence theorem in this higher dimensional setting under
natural regularity assumptions (i.e. based on Lipschitz regularity rather than finite variation in the
Hardy & Krause or in the measure sense, often encountered in the QMC world). As concerns the low
discrepancy sequences, our framework is probably close to the most general one to get pointwise a.s.
convergence of stochastic approximation.

As a second setting, we consider the case when (Y},),,>0 is a functional of a-mixing process satisfying
a priori no Markov assumption. These processes are stationary and dependent, so more realistic to
model inputs made of real data. To describe the class of functions ¥V we need to prove the convergence
of the series of covariance coefficients of the innovations. To this end we use some results in [35] and
the covariance inequality for a-mixing process (see [12]). Next with the probabilistic version of the
Gal-Koksma theorem (see [16] and [1, 2, 3]) we prove that this class is large enough (L*>T(v) C V,
0 > 0). Finally we examine the case of homogeneous Markov chain with (unique) invariant distribution
v. Several convergence results of stochastic approximation have been proved in this setting in [6], but
they all rely on the existence (and some regularity properties) of a solution to Poisson equation. To
describe V we add an assumption on the transition of the chain which allows us to prove that this
class does not depend on the initial value of the chain.

Finally we propose several examples of applications illustrated with numerical experiment. They
can be parted in two classes: the first one devoted to simulated innovations (i.e. Numerical Probability
methods) and the second one deals with the applications involving real data. Primarily we present a
simple case of calibration: the search, for a derivative product in a financial model, of an implicit model
parameter fitting with its market value. We implement the algorithm with both an i.i.d. sequence
and a quasi-Monte Carlo sequence to compare their respective rates of convergence. The second
example is devoted to the recursive computation of risk measures commonly considered in energy
portfolio management: the Value-at-Risk and the Conditional-Value-at-Risk. We design a stochastic
gradient and a companion procedure to compute risk measures (like in [5, 15]) and we show that they
can be successfully implemented in a QSA framework. In the third example, we solve numerically
a “toy” long term investment problem leading to a static potential minimization derived from an
ergodic control problem (see [30]). The potential is related to the invariant measure of a diffusion so
that the innovation relies on (inhomogeneous Markov) Euler schemes with decreasing step introduced
in [20] (see also [27]). These three stochastic approximation procedures relie on simulated data. The
fourth example is the so-called two-armed bandit introduced in learning automata and mathematical
psychology in the 1950’s (see [32]). Its a.s. behaviour in the i.i.d. setting has been extensively
investigated in [23] and [21] and then partially extended in [40] to a more general ergodic framework.
We show how the starting point of this extension appears as a consequence our multiplicative case
(Theorem 2.2). The last example describes a model of asset allocation across liquidity pools fully
developed in [26] involving exogenous real market data, a priori sharing no Markov property but on
which an averaging assumption seems natural (at least within a medium laps of time).



The paper is organized as follows: in Section 2 are stated and proved the two main results: Theorem
2.1 and its counterpart Theorem 2.2, for multiplicative noise. Section 3 is devoted to quasi-Stochastic
Approximation, i.e. the case where the innovation process is an uniformly distributed deterministic
sequence over [0,1]9. Section 4 is devoted to applications to random innovations, namely additive
noise, mixing process (functionals of a-mixing process), ergodic homogeneous Markov chain. Section
5 presents five examples of applications including numerical illustrations, mostly in connection with
Finance: implicit correlation search, recursive computation of VaR and CVaR, long term investment
evaluation, two-armed bandit algorithm and optimal allocation problem (more developed in [26]).

Notations (- | -) denotes the canonical Euclidean inner product and |-| its related norm on RY. The

(

RY
almost sure convergence will be denoted by = and :g will denote the weak convergence of probability
measures on (R?, Bor(R?)). Aay, = a, — an—1 for every sequence (ay)n.

2 Algorithm design and main theoretical result

In this paper, we consider the following general framework for recursive stochastic algorithms of the
following form
Ont1 = On — Y1 (H(en, Yn) + AMn-l—l) , n=0, (24)

where (Y},),>0 is an R9-valued sequence of F,-adapted random variables and (AM,,),>1 is a sequence
of F,,-adapted martingale increment, all defined on a same filtered probability space (2, F, (Fy,)n>0, P).
Moreover 6y € L;&d(Q,}"o,]P’) and 6y is independent of (Y, AMy+1)n>0. The positive step sequence
(Yn)n>1 is non-increasing and H is a Borel function from R? x RY to RY.

In the following, we adopt a kind of compromise by assuming that (Y},),>0 is a process satisfying
some averaging properties and that the function H(6*,-) belongs to a class of functions (to be specified
further on) for which a rate of convergence (a.s. and in LP) holds in (1.3). Moreover we need to reinforce
the Lyapunov condition on the pseudo-mean function H which limits, at least theoretically, the range
of application of the method.

2.1 Framework and assumptions

Let (Yn)n>0 be an RY%-valued random variables sequence. We will say that the sequence (Y,)n>0
satisfies a v-stability assumption or equivalently is v-averaging if

n—1
1 (RY)
P(dw)-a.s. Ekg_o Oy (w) = V. (2.5)

n—bo
We will see that the stochastic approximation procedure defined by (2.4) is a recursive zero search
of the (asymptotic) mean function
h(0) := 5 H(0,y)v(dy). (2.6)
Let p € [1,00) and let (e,),>0 be a sequence of nonnegative numbers such that

en —2 0 and liminfne, = 0. (2.7)
We denote by V., , the class of functions which convergence rate in (1.3) in both a.s. and in LP(P)
sense is e !, namely
n—1
1 P-a.s. & LP(P
Ve = {f L) 5 Y ) - [ pa T ENO O(sn>} . (2.8)
k=0



2.2 Main result

Now we are in a position to state an a.s.-convergence theorem “a la” Robbins-Siegmund.

Theorem 2.1. (a) Boundedness. Let h: R? — R? satisfying (2.6), H : R xR? — R? a Borel function
and let (Y,)n>0 be a v-stable sequence (i.e. satisfying (2.5)). Assume there exists a continuously
differentiable function L : R® — R satisfying

VL is Lipschitz continuous and |VL|* < C (1 + L) (2.9)
and that the pseudo-mean function H satisfies the pathwise Lyapunov assumption
Vh € RIN\{6*}, Yy e RY, (VL(O)| H(H,y)— H(6*,y)) > 0. (2.10)
Let p € [1,00) and let (g,)n>1 be a sequence satisfying (2.7). Assume that
H",:) € V., p (2.11)
Moreover, assume that H satisfies the following (quasi-)linear growth assumption
W0 € R, vy € RY,  |H(0,y)| < Cro(y)(1 + L(0))? (2.12)

and that the martingale increments sequence (AMy,)n>1 satisfies for every n >0,

E (JAMu V77| F) < Card(Va)™ 7T (14 L0)) 5070 if p>1,
P-a.s.

AM| P
(14+L(0,)% — Cu if p

(2.13)

where Cyy is a positive real constant and sup,,>q Hﬁb(Yn)szLl < +o0.
> o7

Let v = (7n)n>1 be a nonnegative non-increasing sequence of “admissible” gain parameters satisfying

Z’yn =400, nepy, — 0, and Znsn max (72, [Aypt1|) < +oo. (2.14)
n>1 nee n>1

Then, the recursive procedure defined by (2.4) satisfies (L(0y))n>0 is L'-bounded, L(6),,) — Lo <
400 a.s., Ab, — 0 a.s. and

o > (VL(Bn) | H(On, ) — H(B*,Yn)) < +oc.

n>1

(b) A.s. convergence toward 0*. Furthermore, if {0*} is a connected component of {L = L(0*)} and
the pseudo-mean function H satisfies the strict pathwise Lyapunov assumption

Vo >0, V0 € R\\{0"}, Yy € RY,  (VL(0)| H(0,y) — H(0",y)) > x,(y)P5(0) (2.15)
where v(x,) >0, Us is Ls.c. and positive on RN\{0*} and ;. {¥s = 0} = {6*}, then

O, =5 0.

n—o0

Remark. The conditions on the step sequence v = (y,)n>1 and (€,),>1 are satisfied for example by

en=n""  Be(0,1], and ’yn:%, 1-B<a<l1, ¢>0. (2.16)



Proof. First step: We introduce the function
A(0) :=+/1+ L(9)

as a Lyapunov function instead of L(#) like in the classical case. It follows from the fundamental
formula of calculus that there exists &,41 € (0, 0,4+1) such that

AOnt1) = AOn) + (VAOL) [ Abpi1) + (VA(Ent1) — VA(OR) | Abpyr)
< A(0) + (VA(Bn) | Abpi1) + [VA(Ensr) — VAB,)||Abn1].

Lemma 2.1. The new Lyapunov function A satisfies the two following properties

(i) VA is bounded (so that A is Lipschitz).
(i) V0,0’ € RY, |VA(0') — VA@B)| < CL '9( §‘.

is bounded by (2.9), consequently A is Lipschitz.

Proof of Lemma 2.1. (i) VA = zﬁ

(ii) Let 0,6 € R?,

|VL() VL@ VL) | VITLO) — 1+ L(0)

IVA(B) — VA®®)]

- 1+ L(6) 2 V1+ L(0)\/1+ L(¢)

VL Llp C /
< AlLip |0 — 0
= 2 /1+ L0 | o+ \/1+L(9)[ luip 6=

0 —0'|

< = . Sy 7
= 9 ([VL]Llp + C[A]Llp) A(H)

0 —¢']
= L O

FTAD)
Thus, applying the above lemma to 6 = 6,, and 6’ = &, 11, and noting that [£,+1 — 6| < |A,+1] yields
NG N
(Ont1) < A(On) = Yut1 (VAOR) | H(On, Yn)) — Ynt1 (VA(OR) | AM11) + CLT(@)

= AOn) = i1 (VA(On) [ H(On, Yn) — H(0",Y0)) = ynr1 (VA(On) [ H(07, V7))

H(0,,Yy) + AMpi |
— g1 (VA(B,) | AM, 1) + Cpy2 | ’ :
Ynt+1 (VA(OR) | +1) LVn+1 1+ L6,

We have for every n > 0,

a1 (VA(On) | H (0%, Y0))| < Cavns16(Ya) € LY(P)

since VA is bounded. Besides E [(VA(0,) | AM,4+1) | Fn] =0, n > 0, since AM,, is a true martingale
increment and VA is bounded. Furthermore, owing to (2.12) and (2.13)

|H(9na Yn) + A]Wn—l—1|2
1+ L(6,)

| F| < Co*(Yn)A(6r)

(where conditional expectation is extended to positive random variables). Consequently,

E[A(Ont1) [Fn]l < A(6n) (1 +Cp n+1¢( n) ) Y1 (VA(On) | H (6, Yn) — H(0%, Y2))

Va1 (VA(O,) | H(O*,Yy,)) . (2.17)

6



We set V,, := A— n > 1 where
By’
n—1 n
An = A0n) + > 1 (VA(OR) | H(6k, Yi) — H(0", V) H 1+ Crye(Yio1)?) -
k=0 he1

Using the mean-reverting assumption (2.15) implies that (A;),>0 is a nonnegative process and B,, is
Fn_1-adapted, n > 1. Elementary computations first show that

B, .
E [An-i-l | ]:TL] < A4, B+1 — Tn+1 <VA(9n) |H(9 7Yn)>

n

which finally yields
Vn Z 0, E [Vn+1 |]:n] S Vn — AWn+1, (218)

where Wy, := Y120 Fks1 (VA(O) | H(0*,Y})) with 7, := %=, n > 0.

Second step: Now our aim is to prove that the sequence (W,,),>0 is L'-bounded and a.s. converges.

To this end we set S := >_?") H(6*,Y},), then it follows
n—1 n—1
Wi = ka1 (VAOR) | ASE 1) =T (VABn-1) | S5) =D (St |1 VAOR) — T VA (k1)) -
k=0 k=1

First, since VA is bounded, note that

~ N ~_ |S; Sy
T [VAC- I S3] < VAL naTn 2L < [VA]| .m0
ney ne

n

*
which a.s. goes to 0 as n goes to infinity since ne, vy, — 0 by (2.14) and ( 6 > remains a.s.
ne Nen / p>1

bounded. Moreover 5

NéEn

E [ [VAG1)| 1S2]] < newya [ VAL, H

1
which converges to 0 in L because ne,vy, - 0 and H(#*,-) € V., p. On the other hand,
n—0o0

n—1 n—1 n-1
(St |Fks1VAOR) = T VAWBr—1)) = > (Si | VAWOR)) Aksr + > i (Sk | VA(OL) — VA(Ok—1)) -

k=1 k=1 k=1
As VA VL is bounded by construction, we have

= , W v

N Y
D 1AVkr1 (Si I VAWG))] < D  1AFkga | [SEHIVAl L < VA, Z’%k IA%HI
k=1 k=1 k=1

Now, using that $- < Va, a >0,

~ C/L'YI%+1¢(Yk)2 2'7]3+1¢( i)
| At 1] < [Aygq1] +’YkT+1 < |Avppa| T G (Vi) < A% |+ O 419(Ye)-
Hence
n N . g
D 1ATkp1 (Si [ VA@R))] < VAl <Z ke \A’Ykﬂ\ + CLZkEk’Yk’Yk+1¢(Yk) e : > :
k=1 k=1 k=1 &k



By Holder’s Inequality

k

S S
< v k
L) < T,

k‘Ek

E <¢(Yk)

p

S*
As < k > is bounded, ~y is admissible and sup ||¢(Y)||_o_ < 400, then the series Y,y A%y (Si | VA(6))
k‘Ek n>0 k>0 p—1

is absolutely converging in L!(P).
n

We study now the series Z% (Sr | VA(Or) — VA(Or—1)). We have
k=1

| ABy| < o o HOr1, Y1) [+ [AM|

VItLO )~ " L+ L(0-1)

We are interested in the L'-convergence of the series

IVA(Or) — VA(Or—1)| < Cf,

n

o [ H(Op—1, Y5 - . AM;,
ZV}%|51@|‘ B ol and ZV}%|51@| | |
k=1

— 1+ L(0k—1) VI+L(01)
H(0i_1,Y;_
For the first sum, as | (19]_7_ z’(ek 1;| < Cd(Yy—1), we then come to > p_, CuviE [|Si||¢(Yi—1)|] and
k-1

by Holder’s inequality we obtain

EISkHeVa-0)ll < 1kl lo(Ya-1)ll 2, < +o0

because [|Sg||, = O (keg) by (2.8) and SI;ISH(JS(Yn)Hrfl < 4o00. Furthermore, as st;ﬂ,ﬁ < 400 by
= k>1

- H(Op_1, Vi
(2.14), then the series Y _+7 |Sj] |H (Ok—1, Yi—1)|
=1 1+ L(Ok-1)

For the second sum, we derive from Holder’s inequality (with p and p%l) and (2.13) that

converges in L.

|A M|
1+ L(0k—1)

| A M|

E | |5K] ——
1+ L(0k—1)

] < [I5&ll, < Cu ISkl lo(Ye-)l|_e_yp < +o0.

p p
p—1

n
AM,
This yields that E 72 |S;| _ 1AM converges in L! too. Finally we then obtain that W, *%
pt 1+ L(0k—1) n—00

Woo and sup,,>q [|[W,l|; < +oc. Thus we have that

(Vo +W,)~ < W, < |W,| € L'(P) since sup||[Wyl; < +oo.
n>0

As Vy = A(y) < C(1+]6]) € L1, it follows by induction from (2.18) that, for every n > 0, EV}, < +oo0.
Hence S, := V,, + W,,, n > 0, is a true supermartingale with an L'-bounded negative part. We then
deduce that
S, X5 S e Lh
n—oo
Now W,, =% W, implies V,, L5 Ve < 400 a.s.
n—oo n—oo

Third step: Now we show that the product B, converges a.s. to derive that A, converges a.s..



In fact 272¢2(Yn_1) < 400 a.s.,

n>1
since supE [¢2(Yn)] < +ooand Y, <172 < 400 by combining (2.7) and (2.14), which in turn implies
n>0 B
that B, =% B, < +00. As a consequence A, 2% A < +o00. Therefore using the mean reverting
n—oo n—oo

property (2.15) of H with respect to VA, we classically derive that

> A VAOn—1) | H(0n-1, Y1) — H(0",Yp 1)) < +00  a.s. (2.19)
n>1
Consequently A(6y) :—s> Ao < +00  a.s.

As lim L(#) =+oo, lim A(f)= +oo, then the sequence (6,),>0 is a.s.-bounded and
|0| =400 |0] =400 -

L(6,) 2% Lo < 400 a.s.

n—oo

Now let us show that Af, — 0. In fact, |Ab,41]> < Cy2 4 <\H(9n,Yn)\2 + ]AMnH]z), so that

n——+oo

E 180041 | Fa| < O32116(a)2(1+ L(0n))
and (L(6,))n>0 being a.s. bounded,

S E [yAenHE | }"n] < +00. a.s.
n>0
which classically implies that >, A0, 1] < +00 a.s.

Fourth step: To prove the convergence of #,, toward 6*, we use Assumptions (2.15) and (2.19) to
deduce that

> X (Yoo1)¥s(Bn1) < +00  aus. (2.20)
n>1
n n n—1
Now, > 1 (Vo) = > 11 ASY = 115X =D AvyaSy
k=0 k=0 k=1
where S¥ = >"1_, x,(Yx) and we set S =0 and ASY = 0.

SX
By Assumption (2.5), — — v(x,) > 0 as n — 0. Let ng be the smallest integer such that
n

gX
Yn > ny, > = v(x;) > 0.
n 2
Then, a standard discrete integration by part yields
n S% n—1 gX
vn = no, Z Tt Xs (Vi) = Wint1= = — Cho + Z k’(—A%H)f a.s.,
k=ng k=ng



where Cp,, = 7no+157>fo_1- Therefore, using that the sequence (—A~,),>1 is nonnegative,

n n—1 n—1
D s (Ye) = mynrico = Cng + D k(=Avi2)e0 = €o (n%+1 + Y k‘(—A%Jrz)) = Cig
k=no k=no k=ng
n—1
= € ('Yn-i—l + N0 Vne+1 + Z ’Yk—l—l) - Cno
k=nop+1

by a reverse discrete integration by parts. Finally

n n—1
Z Ye+1Xs (Yi) > €o (%+1 + Z 7k+1) —Cpy 00 as n— o0
k=ng k=no+1

since Z Yn = +00. We have then shown that
n>1

Z’Yk+1X5(Yk) =400 a.s.
k>0
Combining this fact with (2.20) classically implies that
lim inf ¥4(6,,) = 0.

Let © be the set of limiting points of the sequence (0,,),>0. O is a compact connected set since
(01)n>0 is bounded and A6, — 0. Moreover {¥s = 0} is closed because U5 < 0 and l.s.c. and O
- n o0

is closed t00. So O, N{W¥s = 0} is a family of nonempty compact sets which decreases as § N\, 0 since
it is bounded. As a consequence,

[ (O N{¥s = 0}) # 0.

6>0
The other assumption on ¥s implies

) (O N{Ts5 =0}) C ({¥s5 =0} = {67},

>0 6>0

so that in fact it is reduced to #*. Hence #* is a limiting point of (6,,),>0 which implies that L(6,,) con-
verges towards L(6*). By the assumption on the Lyapunov function L, {#*} is a connected component
of {L = L(6*)} and as O is connected, O = {6*}. Therefore

0, X5 0% as n — oo. O

BACK TO THE I1.I.D. INNOVATION SETTING. [> Theorem 2.1 contains the standard martingale ap-
proach “a la” Robbins-Siegmund in the i.i.d. setting. Indeed, we consider the recursive procedure

9n+1 = en - ’Yn-l—lK(ena Yn—i—l)a n > 07

where (Y;,)p>1 is i.i.d. with distribution v and 6y is independent of (Y},)n>1 (all defined on (£2,.4,P)).
We set F,, = 0(6p,Y1,...,Yn), n>0,p=2,

H(0,y) =n0) with h(0)= [ K(,y)v(dy) and AMpi1 = K(0n, Yni1) —E[K(On, Yoi1) | Fnl .
Ra

10



Assume that )
Vo e RY, ||K(0,Y7)|, < Cx(1+ L(6))2.

Then Assumption (2.12) is satisfied by h and (2.13) holds (with ¢ = 1). Furthermore, by combining
(2.7) and (2.14), we retrieve the step assumption in the standard Robbins-Monro Theorem, namely

Y =400 and Y Ah < too.

n>1 n>1

> Another (naive) way to apply Theorem 2.1 in this i.i.d. setting is to focus, under the above
assumption on the averaging property so that: then H = K and AM, = 0. We still consider the
above procedure but we assume furthermore the existence of a pathwise Lyapunov function. By
noticing that (K (0*,Y,))n>1 is i.i.d. and in L?, it follows from the quadratic law of large numbers (at

rate n_%) and the Law of Iterated Logarithm at rate O(e,,) with &, = 4/ long‘yg" that K(0*,-) € V., 2.
As a consequence the condition (2.14) is clearly more restrictive than the above regular one, however
any step of the form v, = -5, ¢ > 0, % < a < 1 satisfies (2.14).

2.3 The case of multiplicative noise

If we assume that the function H in (2.4) is of the following form
v € RY, Yy € RY,  H(6,y) = x(y)h(6) + H(6",y), (2:21)

where x is a Borel function such that v(x) =1, x € Ve, , and sup,>q ||X(Yn) |y » < oo, H(6*,) e
> -
Ve,.p and sup,sq [|H (0%, Y5)|loy < 400, h is Lipschitz bounded with h(6*) = 0, then we replace the
> -

growth assumption (2.12) on H by one on the mean function h, i.e.
Vo € RY, ¥y € RY,  |h(8)| < Ch\/1+ L(6) (2.22)
and the pathwise mean-reverting assumption (2.15) is the classical
Vo € R4\ {6*}, (VL|h)(8) > 0. (2.23)

Theorem 2.2. The recursive procedure (2.4) with the function H defined by (2.21) and the previous
assumptions on x and (2.22)-(2.23) on h satisfies

6, 5% 0",

n—oo

Proof. First step: This setting cannot be reduced to the general setting. We use the same notations
as in the proof of Theorem 2.1. With the new form of the function H, we obtain

Aln1) < A(On) = Ynt1 (VA(OR) | X(Yn)R(6n)) — Ynt1 (VA(6R) | H(67,Y3))

H(Hn Yn) + A]wn-i-1’2
—ns1 (VA(O,) | AM 1) + Cpy2 | ’ :
Ynt1 (VA(On) | +1) T Crvn I

By the same arguments as before we get

E[A(Ony1) | Fn] < A(0n) (1 + 02,7721+1¢(Yn)2)_7n+1 (VA(On) | x(Yn)h(0n)) =vnt1 (VA(OR) | H(0%,Y,)) .

11



An n— n
We set V,, := R where A, == A(6,)+ 3720 Yes1 (VA | 1) (6;) and B, == [}, (1+C1rio(Yio1)?).

Using the mean-reverting assumption (2.23) implies that (A,),>0 is a nonnegative process whereas
(Bp)n>0 is still F,,_j-adapted. Elementary computations show that

B, . -
E A1 | Fo] £ An B+1 — Ynt1 (VA(OR) | H(0,Y5)) — Y1 X(Yn) (VA | R) (6,)

where Y (Y;,) := x(Yn) — v(x), n > 0. Finally we have

Vn > 0, E [Vn+1 |]:n] < Vn — AWn+1 — AZn+1, (224)
where Wy, = Y020 Fr1 (VA(GR) | H(%,Yx)) and Z, = 3520 Frs1X(Ye) (VA | 1) (6x) with 7, =
In > 0.

B, =

Second step: Following the lines of the proof of Theorem 2.1 we show that the sequence (W),)n>0 is
L'-bounded and a.s. converges. Now our aim is to prove the same results for the sequence (Zn)n>0-
To this end we set Sy := Ez;é X(Y%), then it follows

n—1 n—1
Zn =3 A1 ASK (VA B (0k) = FuSY VA B) (On1)= Y S¥ Gesr (VA [ B) (0k) = T (VA | B) (05-1)) -
k=0 k=1

By the same methods as for the sequence (W,,),>0 (i.e. using assumptions on H, A and (7, )n>1), we
obtain that
Zn 2% Zy and  sup || Zy|l, < +oo.
n>0

n—o0

Thus we have that

Vo +Wo+2Z,)” <(Wo+2Z,)” <|Wh+2Z,| € LI(IP’) since sup ||W,, + Z,||; < +oo.
n>0

As Vy = A(y) < C(1+]6|) € L1, it follows by induction from (2.18) that, for every n > 0, EV}, < +oo0.
Hence S,, := V,, + W,, + Z,,, n > 0, is a true supermartingale with a L'-bounded negative part. We
then deduce that
S, L35 S e L.
n—oo

Now W,, &% W. and Z,, =% Z., imply that V,, =3 V.o < 400 a.s.
n—oo n—oo

Third step: Like in the proof of Theorem 2.1, we have that B, =% B, < 400 which implies that
n—oo

A, 25 A < 400. Therefore using the mean-reverting property (2.23) of h with respect to VA, we
n—oo

classically derive that

> () (VA [h) (8,) < +00  a.s. (2.25)
n>0
The end of the proof follows the lines of the one of Theorem 2.1. O

3 Application to quasi-stochastic approximation

This section is devoted to quasi-random innovations: the innovation sequence (Y},),>0 becomes a
deterministic uniformly distributed (u.d.) sequence (£,+1)n>0 over a unit hypercube [0, 1], i.e.

Ont1=0n — %L—i—lH(emgn—l—l), n>0, 6y¢c R%.

12



We extend the one-dimensional result first introduced in [24] (see more recently [31, 39]) to a general
multi-dimensional setting with unbounded function H. We first recall few definitions and properties
of u.d. sequences (see [33] and the reference therein). We emphasize how to apply Theorem 2.1 when
H has “bounded variation” on [0, 1]7 and when H is Lipschitz continuous.

3.1 Definition and characterisation

Definition 3.1. A [0, 1]%-valued sequence (&,)n>1 is uniformly distributed (u.d.) on [0,1]9 if
1 n
- Z5§k &) U([0,11%)  asn — oc.
k=1

The proposition below provides a characterisation of uniform distribution for a sequence (&,)n>1.
Proposition 3.1. (a) Let (&,)n>1 be a [0, 1]9-valued sequence. Then (&,)n>1 s uniformly distributed
on [0,1]7 if and only if

Dy (&) == sup
z€[0,1]4

1 & o
ﬁ;ﬂﬂo’xﬂ(fk)_ﬂx‘—)() as n — 0o,

where D} () is called the discrepancy at the origin or star discrepancy.
d
(b) There exists sequences, called sequences with low discrepancy such that D} (§) = (10ng . We

refer to [33, 7] for examples of such sequences (like Halton, Kakutani, Sobol’ sequences, etc).

3.2 Standard classes V. ; for quasi-stochastic approximation

We set here Y, = &,41, F, = {0,Q} and AM,,41 =0, n > 0. The strong Lyapunov condition on H is
crucial here. Note that the function ¢ becomes useless since we always consider the case p = 1. To
apply Theorem 2.1, we mainly need to specify the accessible classes V;, 1 in such a framework.

>> Function with finite variation. A function f : [0,1]? — R has finite variation in the measure
sense if there exists a signed measure v on ([0, 1], Bor ([0, 1]9) such that »({0}) = 0 and

Ve el0,1], f(z)=f(1)+v(]0,1—z])

where [z,y] = [T/, [z", 4] if z < y (componentwise) and is empty otherwise and 1 = (1,...,1). The
variation V'(f) of fis then defined as |v|([0, 1]9) where v denotes the total variation measure attached
to v. For further details on this notion of variation, see [7]. When ¢ = 1 this notion coincide with
left continuous functions with finite variations. As concerns the slightly more general notion of finite
variation in the the Hardy and Krause sense, see [33] and the references therein). The role of finite
variation is emphasized by the following error bound.

Proposition 3.2 (Koksma-Hlawka Inequality). Let § = (&1,...,&,) € ([0,1]7)™ and let f be a function
with finite variation V(f), either in the Hardy & Krause or in the measure sense. Then

I .

=3 A6 = | FaA(du)| < VD).

Lyt [0,1]¢
Hence, if (§,)n>1 has a low discrepancy, the class V = {f : [0,1]7 = R s.t. V(f) < 400} of functions
with finite variations satisfies V C V., 1 with ¢, = M. Consequently, if H(0,-) € V, the assump-

tions on admissible (non-increasing) step sequences (v )p>1 in Theorem 2.1 reads

Z% =400, Tn(logn)? —0 and Zmax(|A%+1| ,7a)(log n)? < +o00.
n>1 k>1
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so that the choice of 7, := £ % < p <1, is admissible (like in the i.i.d. setting).

ne’
> Lipschitz continuous functions. If ¢ > 2 it is difficult to check whether f has finite variations in
any sense: in fact these functions become “rare” as q increases. If we look for more natural regularity
assumption to be satisfied by H(6*,-) like Lipschitz continuity, the following theorem due to Proinov
(see [36]) provides an alternative (but less “attractive”) error bound.

Theorem 3.1. (Proinov) Assume RY is equipped with the ¢>°-norm ‘(azl, .. ,xq)‘oo = Max|<i<q |azl|
Let (&1,...,&,) € ([0,1]9)®™. For every continuous function f : [0,1]9 — R,

1 n
‘;;f(ﬁk)— [

where wy(9) := sup |f(z) — f(y)l, § € (0,1), is the £°-uniform continuity modulus of f
z,y€[0,1]9,|lz—y| <8

and Cy € (0,00) is a universal constant only depending on q. If g =1, C; =1 and ifq¢ > 2, Cy € [1,4].

F)Ay(du)] < Cyug(Ds (.- )7
0,1]¢

As a consequence Lip([0,1]7,R) C V,, 1 with &, = 198" (with obvious extensions to Holder functions).

n4
Consequently, if H(6*,-) € V, the assumptions on admissible (non-increasing) step sequences (v )n>1

in Theorem 2.1 reads

1 1
Z’yn = +00, u(logn)n'"e 0 and Zmax(\A’ynH\ 72 (logn)n' " < +o0.
n>1 k>1

so that the choice of v, := £ is always admissible (more generally v, = cn™", 1 — L<p<1). An
application of “quasi-Stochastic Approximation” is proposed in Section 5.1 (see also [15]).

4 Applications to different types of random innovations

This section is devoted to some first applications of the above theorem. By applications, we mean
here printing out some classes of random innovation processes (Y;,)n>0 for which the averaging rate
assumption (2.8) is naturally satisfied by “large” class V., .

First we present a simple framework of stochastic approximation where the noise is additive which
is studied in [9] with some mixing properties, but here we only need (2.5). We showed in [26] how easily
our result applies to real life stochastic optimization problem (as far as convergence is concerned).

Afterwards we focus on mixing innovations: we consider that the sequence (Y},)n>0 is a functional
of a stationary a-mixing process (satisfying condition on the summability of the mixing coefficients).

The last application is the case of an homogeneous Markov chain which can be seen as a possible
more elementary counterpart of some (convergence) result obtained e.g. in [6]. Some (quasi-optimal)
a.s. rate of convergence can be obtained if H is smooth enough in 6 (see [25]), but to establish a regular
Central Limit Theorem it is most likely that we cannot avoid to deal with the Poisson equation.

4.1 Recursive procedure with additive noise
We consider here the case where the function H is the sum of the mean function h and a noise, namely
Vo eRY, VyeRY, H(O,y)=h(0)+y, and AM,, =0.

In this framework, the Lyapunov assumption (2.15) becomes classical involving only the mean function
h, namely
Vo e R4\ {6*} (VL|h)(6) > 0.
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Likewise, the growth control assumption (2.12) amounts to
VO € R, |h(6)| < Ch/1+ L(0),

provided the moment assumption sup,, ||Y7,|] » < 00, for some p € (1, 00|, is satisfied (take ¢(y) :=
o

ly| V 1). The martingale is vanishing in this example. Finally the step assumption (2.14) is ruled by
the averaging rate of the sequence (Y;,)n>0.

4.2 Functional of a stationary a-mixing process

Here we provide a short background on a-mixing processes and their functionals. Our motivation here
is to relax as much as possible our assumption on (Y;,),>0 in order to apply stochastic approximation
methods to exogenous possibly non Markovian stationary data.

We aim now at applying our convergence theorem to input sequences (Y;,),>0 which are (causal)
functionals of an a-mixing process. Consider a stationary R?-valued process X = (Xi)rez, its natural
filtration F,, = FX := 0(Xg, k < n) and G, = GX := 0(X, k > n). The a-mixing coefficients are
defined as follows

an = sup {|P(U N V) — BU)E(V)|, U € Fi, V € Gronsk > 0} (4.26)
Let f be a measurable mapping from (R9)% to R. Let (Y;)rez be a causal functional of X, i.e.
VneZ, Y= f(.., Xn_1,Xp)

Then (Y,,)n>0 is a stationary process with marginal distribution v = £(Y}).
The proposition below show that if (X,,)nez is a-mixing “fast enough” then H(6*,-) “almost” lies
ny _4 ) (up to logarithmic factor) as soon as E|H (6*,Yy)|>T? < 400 for a § > 0 (so is true for H (6, -)
n b

since we do not know 6* a priori).

Proposition 4.1. Assume g € L2+6(1/), 6 > 0, and that one of the following assumptions holds

(a) For alln € Z, Y, := f(..., Xn—1,Xy) where X is a stationary a-mixing process satisfying
)
NEC)
’f < 400 (4.27)
k>1

and assume the following regqularity assumption on f
Vo< K <k, HE[Q(Yk)_g(f((O’707Xk’77Xk))| ]:0]H2 < Cag—p (428)

for a real constant C > 0 and a nonnegative real sequence (ay)k>0 satisfying

Z — < +-00. (4.29)

k>1

(b)Y, = X,, n>0, and X is a stationary a-mizing process satisfying the condition

5
> ol < oo (4.30)
k>1

Then gEV.m with, 6(77) (log n) iy % for every n > 0.

(4.31)

In particular g lies in V,—s o for every B € (0, %)
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Remarks. Condition (4.30) is satisfied when the underlying process X is geometrically a-mixing.
Slightly refined results could be obtained by calling upon Philip and Stout’s Law of Iterated Logarithm
but the resulting claims would be significantly more technical to state for little practical benefit.

An applicationof this result (based on real data) is briefly developed in Section 5.5. The proof of
Proposition4.1 relies on the Gal-Koksma Theorem (see [16] and [1] for a probabilistic version). We
state it here in a stationary framework.

Theorem 4.1. (Gal-Koksma’s Theorem) Let (Q, F,P) be a probability space and let (Zp)n>1 be a
sequence of random variables belonging to LP, p > 1, satisfying

E|Zy+ Zy + -+ Zn[P = O(¥(N))
T(N)

where ——, N > 1, is a nondecreasing sequence. Then for every n > 0,

(W) + Za(w)+ -+ Zn(w) =0 ((\I!(N)(log(N))erH")%) P(dw)-a.s

Remark. The conditions on X and Z come from a result established in [10]: by setting Py(Zx) :=
E[Zy| Fo] —E[Zk | F], if

> 1Py(Zi)lly < 400 then Y |Cov(Zy, Zi)| < +oc. (4.32)
kEZ kEZ

Moreover using [35], condition (4.32) is satisfied as soon as

= 1
— |E [Zk | F < +-o00. 4.33
> g IE ]l (4.33)
Proof of Proposition 4.1. Let Z,, = g(Y, qu n € Z. Without loss of generality we

may assume [, g(y)v(dy) = 0.

(a) We will rely on the above Gal-Koksma Theorem (Theorem 4.1). First, we evaluate E | Zg + - - - 4+ Zp_1|*.
Setting SZ = Z?:l E[Z;Z], k € N, elementary computations lead to

n—1 k n—1 n—1
2
E|Zo+ -+ Zna? =nBZg +2) > E[Z;Z0] =nEZ; +2)  SF =n <EZ§+E > S,f) .
k=1 j=1 k=1 k=1

To establish that SZ converges, we will establish (4.33).We set, for 0 < k' < k, Fpr . = o(Xp, k' <
¢ < k). Then Zy = Zy — E[Zy | Fi 1] + E[Z | Fir k). We derive from the definition of conditional
expectation that

|E [Zk — E[Zk | Frri] | Follly < 12k —ElZi | Fornl|ly <12k —go f(.,0,...,0, Xpr, oo, Xl

I

so that
IE(Zi | Folll, < ||E[Zk — E[Zk | Firal | Fol ||, + ||E [E1Zk | Farr | Fo) ||,
S HE[gOf(...,X(],...,Xk/,...,Xk)—gOf(,...,O,Xk/,...,XkH.7:0]||2
+ ||E [E[Zk | Fir ] | Fol ||,
1
< Oak—k’ ‘|'0412/ Hgo f(ov s 707Xk’7 v 7Xk)Hp
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owing to Assumption (4.28) on g o f and the classical covariance inequality for a-mixing process (see
[12], Theorem 3(1), p.9) Withl—i-l— 1,rp>2 Asg e L**(v), § > 0, we may set p = 2+,

—(2+5) and k' = k/2. Then we obtain

IE [Zk | Folll, < Capyo +a,37;6) lg o f(0, .0, Xpp o, Xi) | s-

As a consequence, by using (4.27) and (4.29), we have
Z = [[E (2| Fo)ll, < +oo.

which implies (owing to (4.32)) that SkZ converges. Now, by Cesaro’s Lemma we have

1
E|Zy+ -4 Zn_1|> = O0(n) or equivalently H;(Zo + o+ Zpon)

Thus, one concludes by by Gal-Koksma’s Theorem since, for every n > 0,

3
Zot A Zna _ ((10gn)2+"> Poas.
n N

(b) If we assume that Y,, = X,,, n > 0, we directly use the covariance inequality for a-mixing process

|Cov (2, Zo)] <8a 12oll,, 1 Zoll »

where % + % + % = 1. By symmetry, we take p = ¢ > 2 and we get

1—2
E(2,20)| < 80, " |22

1— -2 L
As g € L?T9.§ > 0, we may set p = 2+ ¢ and we obtain o 0 — 04]+ The condition (4.27) can be

replaced by the less stringent Ibragimov’s condition (4.30) to complete the proof. O
4.3 Homogeneous Markov chain

Assume that the innovation process (Y;,)n>0 is an R-valued homogeneous Markov chain which tran-
sition is (P(y, dz)),crq and starting distribution u = £(Yp). For convenience we will assume that the

chain lives on its canonical space ((R9)Y, Bor(R9)®N),

4.3.1 Application of the convergence theorem

We consider the classical Markov stochastic approximation procedure procedure
Ops1 =0, — ’7n+1K(9m YTL+1)7 n >0, (4'34)

where K : RY x R? — R? is a Borel function satisfying (4.35) below and 6y : (22, 4,P) — R? is
independent of (Y;,)n>0. Note that (Y,)n,>0 remains is still a Markov chain with respect to F,
J(@Q,%,...,Yn), n > 0.

Set H(0,y) := P(K(0,.))(y) and AMy4q := K (0y, Ynt1) — E[K (0, Ynt1) | Fn]. Then the proce-
dure has the canonical form (1.2) with respect to the filtration (F,)n,>0.
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Remark. If we consider that the Markov chain starts from Y7, then F, = o(6p,Y1,...,Y,) and
E[K (60, Y1)|Fo] = E[K(6, Y1)l p=g, = HP(K(0,.)))0=p, since p and Y7 are independent.

Let p € [1,00) and set r =2V 1% € [2,400]. We make the following growth assumption on the
function K

Ve R VyeRY, |K(9,y)| < Cxd(y)\/1+ L) (4.35)

where L : RY — R, satisfies (2.9) and sup,,>¢ Hqﬁ H < +o00.
Then H satisfies (2.12) with ¢(y) = Pé(y) = E (b Y1) < H(b| Lr(P ydz ) < oo and AM,, 1 satisfies
(2.13) with ¢(y) = H(b‘ Lr(P(y.dz)) S° that, finally, we may choose ¢(y) = Hqﬁ‘ L (P(y,d2))? having in mind
that Hgb H = Hqﬁ bl H Now, the proposition below stralghtforwardly follows from Theorem 2.1.

Proposition 4.2. Let p € [1,00) and 6* € RY. If K satisfies (4.35) and H satisfies the strict pathwise
Lyapunov assumption (2.15), if (yn)n>1 satisfies (2.14) for a sequence (eyn)n>1 satisfying (2.7) and
H(0*,-)€ V., p, then the recursive procedure with Markov innovations defined by (4.34) converges, i.e.

0, = 6%
n—-4o0o

4.3.2 Ergodic framework description

We will say that the Markov chain (Y},),>¢ (starting from Yy £ u) is v-ergodic (resp. v-stable) under
IP,, if for every bounded Borel (resp. continuous) function f : R? — R,

n—00 Jpq

n—1
IS ) o [ faw (4.36)
k=0

As soon as the transition (P(y,dz))yera of (Y )n>0 is Feller, the above v-stability property implies
that v is an invariant distribution of the chain, i.e. vP = v. In case of v-ergodicity the same conclusion
holds unconditionally. As a consequence the whole sequence (Y,),>0 is stationary under P,.

Let us focus on the case p = v. If (4.36) holds (with u = v), it is classical background that the
whole chain is ergodic under P, (on the canonical space) for the shift operator O, i.e. by Birkhoff’s
theorem, for every functional F : (RN, Bor(R?9)®N) - R, F € LP(P,),

1 n—1
—ZFo@k — E,(F) Py-as. and in L°(B,),
n o0
k=0

so that by considering F'((yn)n>0) = f(y0), f € LP(v), we finally get that
Vor p(Py) = LP(v).

Note that if the set of invariant distributions for P (convex and) weakly compact and if v is extremal
in it (so will be e.g. the case if v is unique!) then the chain is ergodic under P, so that the above
equality still holds. Furthermore, we know by a straightforward application of Gal-Koksma Theorem
that for any g € L?(v) for which the related Poisson Equation g — v(g) = ¢g — Pyy has a solution
¢g € L?(v), then

Eylg(Yo) + -+ g(Yao) —nv(9)? = Eulpg(Yo) = Pog(Yao1) + > 9g(Vi) — Pog(Yeo1)[?
1<k<n—2

< 6u(g)) +3(n = 2)v((pg — Ppg)?) = O(n)
so that ﬂ V,-s5(P,) D L*u).

B€(0,3)
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Now we will make a connection between the classes V., ,(P,) and V. /(P,) which will provide exam-
ples of non-stationary (Markovian) innovations that can be “plugged” in stochastic Approximation
procedures in the spirit of Theorem 2.1.

Proposition 4.3. Let p € [1,+00) and let p' € (0,p]. If (Yn)n>0 is Py-ergodic and P(y,dz) =
g(y, 2)v(dz), y € RY where g : (R?)? — R, satisfies v(dz)-a.e., g(-,z) > 0. Then v is the unique
invariant distribution of Pand for every sequence (en)n>0 satisfying (2.7),

P
VyeR?% g(y,) € Lr=v' (v) = Ve, p (Py) D Ve, p(Po).

Proof. It follows form the assumption that any invariant distribution ¢/ is equivalent to v which
implies classically uniqueness.

> The a.s. rate. Let f € LP(v), y € R? and Ay := {w: %Zf(Yk(w)) —/ fdv = O(En)}. Since
k=0 Ra

lim inf,, ne, > 0, if © denotes the shift operator on the canonical space of the chain (Y},),>0, A clearly
satisfies Ay = ©71(Ay) i.e. L4, =14, 0©O. Therefore

Py(Af) = Ey(ﬂAf) = Ey(ﬂAf o @) = Ey(Pyl (Af))
Assume now f € V., ,(P,). By assumption P, (As) = 1. Let y € R?. Then
P,(Af) = / v(dz)P,(Ay) =1 sothat v(dz)-a.s. P,(Af)=1.
R4

Now P(y,dz) <v(dz) implies [p,P(y,dz)P;(Af) = 1i.e. By [Py, (Af)] =1or equivalently Py(Af) = 1.
> The LY -rate. Let p € (0,p], let f € Vs, ,(P,) C LP(v) and g (y) = || 2 S0Z) f(Vi(w)) = fg fdv H

1 n—1
|5 3 s - | sav]

Assume temporarily that p’ > 1. Consequently, Minkowski inequality implies

=0 sothat [ oh(yw(dy) =O(R). (437
P(v) R4

— dv n-l
oty < LW Jai ‘+<1—3> ilZf(Yw / fdv
" " =1 B ey
) = Jpe fv] 1 1 - g i
_ Je S (- 2) (e [ m;fwk)—/wfdu A

£ () = Jaa fav| n (

1
1= 1) o D)

where we used the Markov property in the last equality. Since P(y,dz) = ¢(y, z)v(dz), we derive from

Holder’s Inequality (applied to r = 1% and s = - f’p,)
Byt = [ a7 Pnds) = [ ona (0 gl 2w(d)
p’
< gy, )l =, </ cpn_l(y)pV(dy)> ’
Le=p" (v) \JRa
< gl =, O(8)  owing to (4.37).
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. c 1 ,
Py () < 54 (122 lal )l 2, Ol =0 i £E€Vay (B,

The case p’ € (0,1) follows by the usual adjustments (pseudo-Minkowski inequality, etc). O

COMMENTS. By contrast with the approach of [6], it is not mandatory to solve the Poisson equation
related to the pseudo-transition

H@n (Yn, dZ) =P (Yn+1 € dz ‘ fn)
of the algorithm. Indeed, they assume there exists a function vy := v(#, -) solution to
Id —Tlpvg = H(O,-) — h(6) (4.38)

(Assumption (Hy) in [6] p. 220). The target 6* is then a zero of the mean function h (not canonically
defined at this stage in [6]). In our setting, IIy(y,dz) = P(y,dz) since the dynamics of (V) —n >0
does not depend upon 6, so that Condition (4.38) reads

o0.9) = [ 0(6.2)P(y.d) = H(O.y) ~ hl6)

where the mean function is naturally defined by
h(0) = A H(0,y)v(dy)
q

(v is the unique invariant probability measure for P). Then the family of Poisson equations (indexed
by the parameter 0) reads

A formal solution is given by v(0,y) = Z P¥(H(0,-) — h(#)) (y), but the point is precisely to establish
k>0
its existence and its properties by using the mixing properties of the semi-group P (see [6]).

5 Applications and numerical examples

This section is devoted to several examples (mainly inspired by in Finance) of application of conver-
gence theorems in the different frameworks developed in Section 3 and 4.

5.1 Application to implicit correlation search by quasi-stochastic approximation

Consider a 2-dimensional Black-Scholes model i.e. X} = €™ (riskless asset) and

o2 : )
VE>0, Xi=ablel2)HOWe 250 i=1,2,

for the two risky assets where <W1, W2> . = pt, p € [=1,1]. Consider a best-of call option characterized
by its payoff

(max (X7, X7) — K) .
We will use a stochastic recursive procedure to solve the inverse problem in p

1,2 ket
PBOC($07$O7K70-170-27T7p7T) = P(;nar ¢
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where Pkt is the quoted premium of the option (mark-to-market) with
PBOC(azé,xg,K, o1,09,1,0, 1) = e TR [(max (X%,X%) — K)+]

—rT T TZ! T+ooVT (pZt++/1—p2 23
oF |:< < éelﬂ ton/T 73336#2 & (P P ) - K
J’_

where p; = r — %”2, i=1,2, 7= (Z'27%) 4 N(0, I3). We assume from now on that this equation (in
p) has at least one solution, say p*. The most convenient way to prevent edge effects due to the fact
that p € [—1,1] is to use a trigonometric parametrization of the correlation by setting p = cos 8,6 € R.
This introduces an over-parametrization since 6 and 2w — € yield the same solution inside [0, 27], but
this is not at all a significant problem for practical implementation (a careful examination shows that
in fact one equilibrium is repulsive and one is attractive). From now on, for convenience, we will just
mention the dependence of the premium function in the variable 6, namely

0 — P(0) := PBoc(x(l),x%,K, o1,09,1,c08(0),T).

The function P is a 2mw-periodic continuous function. Extracting the implicit correlation from the
market amounts to solving
P(0) = Prarket  (with p = cos 6).

We need the following additional assumption

pyrarket ¢ (HIGID P, max P)

i.e. that P"@ket is not an extremal value of P. It is natural to set for every # € R and every
z=(24,2%) e R?

_ 1 1 2 o
H(@,Z) —e rT (max (x(l)eulT-‘rJl\/Tz ,£36M2T+02ﬁ(z cos 0+z smG)) - K> - Pomarket

and to define the recursive procedure
Oni1 = On — Vi1 H(0n, Zny1), n >0, where Zpi ~N(0,L),

) is continuous

and the gain parameter sequence satisfies (2.14). For every z € R?, § — H(0,z
( ) _ Pénarket and

and 2m-periodic which implies that the mean function h(f) := EH(0,Z,) = P
6 — E [H?(0,Z1)] are both continuous and 27-periodic as well (hence bounded).

The main difficulty to apply Theorem 2.1 is to find out the appropriate Lyapunov function. The
quoted value PF@*e is not an extremum of the function P, hence f027r h*(0)d6 > 0 where h* :=
max(+h,0). We consider 6; any (fixed) solution to the equation h(f) = 0 and two real numbers [y
such that

21
h4(6)do
0<5+< 027T +()

o ho(0)do <7

and we set

9(9) - { ]l{h>0}(9) +5+]l{h<0}(9) it 6> 93
Lips0y(0) + B-Tgp0y(0) if 6 <65

The function
0 — g(O)(0) = hy — Buh-
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is continuous and “positively” 2z-periodic on [, 00) and “negatively” 2m-periodic on (—o0, 65]. More-
over, gh(f) = 0 iff h(0) = 0 so that gh(6;) = gh(6;—) = 0 which ensures on the way the continuity of
gh on R. Furthermore fo% gh(0)d# > 0 and fi)zﬂ gh(0)df < 0 so that, on the one hand,

0

li =
 m ; gh(u)du = 400

and, on the other hand, there exists a real constant C' > 0 such that the function

7]
L(6) = /0 gh(u)du + C

is nonnegative. Its derivative is given by L' = gh so that L'h = gh? > 0 and {L'h = 0} = {h = 0}.
It remains to prove that L’ is Lipschitz continuous. One checks by applying the usual differentiation
theorem for functions defined by an integral that, if o1 # o9 or 1 # w9, then P is differentiable on
the whole real line, otherwise it is differentiable only on R\ 27Z, and in both cases

P'(0) = 0oV/TE (]1 (X2 s max(x 1)) X (cos(0) 22 — sin(o)zl)) .
Furthermore, with obvious notations, as soon as P’(6) exists,
|P'(0)] <E !X%(COS(H)Z2 - sin(@)Zl)‘ .

The right handside of the inequality defined a 27-periodic continuous function, hence bounded on the
real line. Consequently |P’(6)| is bounded. It follows that the 2m-periodic functions h and hy are
Lipschitz continuous which implies in turn that L' = gh is Lipschitz as well.

Moreover, one can show that the equation P() = PJ*®*¢! market has finitely many solutions on
every interval of length 2w. One may apply Theorem 2.1 to derive that 6, will converge toward a
solution 6* of the equation P(#) = Pjrarket,

NUMERICAL ILLUSTRATION. We set the model parameters to the following values
zy = 22 =100, 7 = 0.10, 01 = 09 = 0.30, p = —0.50

and the payoff parameters
T=1, K =100.

The implicit correlation search recursive procedure is implemented with a sequence of some quasi-
random normal numbers, namely

(Gh62) = (V=205 (1) sin (27€2) , v/~2log (€] cos (27&2) )

where &, = (&1,£2), n > 1, is simply a regular 2-dimensional Halton sequence (see [33] for a definition).
The Black-Scholes reference price 30.75 is used as a market price so that the target of the stochastic
algorithm is #* € arccos(—0.5). The parameters of the stochastic approximation procedure are
5 8
0p=0,n=10°, v, =—, n>1.
n

The choice of 6y is “blind” on purpose (see Figure 1).
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6 values Correlation p=cos(6)

0 16 2‘0 :;0 4‘0 5‘0 éO 7‘0 8‘0 9‘0 100 0 10 2‘0 36 4‘0 5‘0 6‘0 7‘0 8‘0 96 100
Nb of Simulations x10% Nb of Simulations x102

Figure 1: B-S Best-of-Call option. T' =1, r = 0.10, 01 = 03 = 0.30, 2} = 2% = 100, K = 100. Left:

convergence of 6, toward a 0* (up to n = 10000). Right: convergence of p, := cos(6,) toward -0.5.

5.2 Recursive omputation of the VaR and the CVaR

Another example of application is the recursive computation of financial risk measure which are
the best known and the most common: the Value-at-Risk (VaR) and the Conditional Value-at-Risk
(CVaR). This risk measures evaluate the extreme losses of a portfolio potentially faced by traders. The
recursive computation of the VaR and the CVaR was introduced in [5], based on the formulation as an
optimization problem (see [38]) and on an unconstrained importance sampling procedure developed
in [29]. These variance reduction aspects are not investigated here.

5.2.1 Definitions and formulation

Let Y : (2, A,?) — R be a random variable representative of a loss (Y > 0 is a loss equal to Y).
Definition 5.1. The Value at Risk (at confidence level a € (0,1), aw = 1) of a given portfolio is the

(lowest) a-quantile of the distribution Y i.e.
VaR,(Y) :=inf {0 |P(Y <0) > a}.

As soon as the distribution function of Y has no atom, the value at risk satisfies P(Y < VaR,(Y)) =
a and if the distribution function Fy of Y is also increasing (strictly) then, it is the unique solution.
As this risk measure is not consistent (see [14]), another consistent risk measure is provided by the
Conditional value at Risk when Y € L'(P) with a continuous distribution (no atom).

Definition 5.2. Let Y € L'(P) with an atomless distribution. The Conditional value at Risk (at level
a) is the conditional expectation of the portfolio loss Y beyond VaR,(Y), i.e.

CVaR,(Y) :=E[Y]Y > VaR,(Y)].

The following formulation of the VaR,(Y') and CVaR,(Y") as solutions to an optimization problem
is due to Rockafellar and Uryasev in [38].

Proposition 5.1. (Rockafellar and Uryasev) Let Y € LY(P) with an atomless distribution. The
function V : 0 0 + ZE (Y — 0), is convex, and

— —

1 1
CVaR,(Y) = mgin <0 + 1—E (Y — 9)+> with VaR,(Y) = inf arg H10in <9 + 1—IE(Y - 0)+> .
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5.2.2 Stochastic gradient for the computation of both VaR,(Y) and CVaR,(Y)

> Computation of the VaR,(Y). What precedes suggests to implement a stochastic gradient descent
derived from the above convez objective function V(6) = 6 + —-E(Y — ). Assume that Y € L}(P)
with a continuous increasing distribution function Fy (for the sake of simplicity, see [5] for a slightly
more general framework). Let v = L£(Y'). We check that

V(0) V(-6) «

gt mt el S =g el V(@) =400

so that {VaR,(Y)} = argming V. We check that V'(0) = E[H(0,Y)] where

1
H(@,y) =1 Eﬂ{yzg}

Note that H is uniformly bounded by 1V $Z-. This leads to devise the stochastic gradient descent
b1 = O = Yur1H (B, Yy), n>0, 6 €L'(P).

whose unique target is 8* = VaR,(Y). It is clear that, for every y € R, § — H(0,y) is nondecreasing
so that L(0) = (0 — 6*)? is a good candidate as a Lyapunov function. In fact it is even a strict
pathwise Lyapunov function in the sense of (2.15) by setting for every 6 > 0, W5(0) = 01|g_g+|~s and
Xs(y) = Ly_g+|<s-

As soon as (Y;,)>0 is v-averaging, there exists a sequence (gy,)n>1 such that, for every § € R,
1y>gy € Ve, 2 since the empirical distribution measure a.s. (and subsequently in L?) converges uni-
formly toward Fy. Finally, as soon as the step sequence (7, ),>1 is admissible for (e,,),>1, Theorem
2.1 implies that

0, =2 0% = VaR,(Y).
n—oo

In practice v, = ¢/n, ¢ > 0, is always admissible given the rate of convergence of the empirical
measure in usual applications. Of course, when the Y}, are i.i.d., standard martingale arguments “a la
Robbins-Monro” make things straightforward under less stringent assumptions on the step sequence.

> Computation of the CVaR,(Y). The idea to compute the CVaR,(Y) is to devise a companion
procedure of the above stochastic gradient by setting, (; = 0 and for every n > 0,

1 -0
Cog1 = Cn — ] (G —v(0n,Yyn)) with  v(0,y) =0+ %

One checks that for every n > 0,

-1

> w0k, Vi) — v(67,Y2)

n
k=0

1 n—1 1 n—1
G = p 0(0k, V) ZEZUH Vi) +
k=0 k=0

Sl

Using that v is Lipschitz continuous in # uniformly in y, we derive that the second term in the right
hand side of the above equality goes to 0 a.s. as 6, — 0 a.s.

As concerns the first term, still in right hand side, first note that v(6*, y) has a linear growth in y so
it will a.s. go to Ev(6*,Y) = V(6*) = CVaR.(Y) as soon as, e.g., SUp,>; = S VT < oo aus.
for an n > 0 by combining standard uniform integrability arguments (with respect to the empirical
measure) and the v-stability of (Y7,),>0. In practice one must keep in mind that an adaptive importance
sampling procedure like that detailed in [5] should be added. For a QMC' implementation of the
procedure, see [15].
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5.3 Long term investment evaluation (and inhomogeneous Markov innovations)

In this example we deal with averaging inhomogeneous Markov innovations, namely the Euler scheme
with decreasing step of a Brownian diffusion. To describe the functional class V., ,, we rely on an
approach developed in [20] and [27] to compute the invariant measure of a diffusion.

5.3.1 Computation of the invariant distribution of a diffusion

We consider a stochastic recursive algorithm for the computation of the invariant distribution v in-
troduced in [20] of a Brownian diffusion process

dY; = b(Y;)dt + o(Y;)dW, (5.39)

where b : R? — R? and o : R? — M, (R) (matrices with ¢ rows and ¢ columns) are Lipschitz
continuous, and W is a /-dimensional Brownian motion. We denote by A its infinitesimal generator
and by (P;)¢>0 its transition semi-group.

First, we introduce the Euler discretization of (5.39) with a step =, vanishing to 0, i.e.

Vn € N, Yn+1 Y + ’7n+1b( ) + \/’7n+10'( n) n+1, (540)

where Yy € L9, (Q, F,P) and (U_n)nZI is Rf-valued normalized white noise defined on a probability
space (€2, F,P), independent of Yy. The step sequence 7 := (7, ),>1 satisfies the conditions

n—oo n—oo

¥n>1, 5, >0, lim 5, =0 and T,:=)» F — +oo. (5.41)

For every n > 1 and every w € €, set

(w, dy) : Z 0%, (w)- (5.42)

We will use vy, (w, f) which can be compute recursively to approximate v(f).

Definition 5.3. (Strong condition of stability) A diffusion with generator A satisfies a strong stability
condition of type (V, ) if there exists a (so-called Lyapunov) function V € C3(RY,[1,+o00]) such that
limyy| 100 V(y) = +00 and o > 0, 33 > 0 such that AV < —aV + .

Remark. If the (V, «a)-strong stability condition holds then (5.39) admits a strong solution starting
from any y € R? and admits at least one invariant distribution v (i.e. vP; = v, t > 0).

Definition 5.4. (a) A couple (7,7) is an averaging step-weight system if the sequences (n)n>1 and
(Mn)n>1 are nonnegative, general terms of a non-converging series and such that

1 n 2
lim~, =0, ZF<AZ_> < +oo and Z(H ’y) < 400,

n>1

where Hy = >} .
(b) In particular, if n, =1, then (7,1) is an averaging step-weight system if

117?1%:0, Z%(_i—_l ><—|—oo and Z

n>1 Tno ntd n>1

< +o00.

’Vn
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The terminology “averaging” refers here to the fact that if A is (V, «)-stable (and the invariant

distribution v is unique for the sake of simplicity) then, as soon as (J,7) is averaging (see e.g. [20],
[27] or [28]), then

ig%EV(Yn) < +oo and P(dw)-a.s. vl(w,dy) : =T anéyk
Example. If 7, = %, 0 <r<1,andn, =1, then (7,1) is averaging.

We assume that the diffusion (Y;)¢>( satisfies a strong condition of stability of type (V,«) with
V sub-quadratic and that the invariant measure v is unique. Besides the coefficients b and o satisfy
|b]2+Tr(oot) = O(V). Then the Euler scheme with decreasing step (Y;,),>0 defined by (5.40) satisfies
a strong condition of stability of type (W,ng) where W is a function depending upon V and the
moments of Uy, namely

Vn >ng, E [W(Yn_H) |0 (Yk,o <k< ’I’L)] < (1 — Oé’?n-i—l) W(Yn) + 5.

> If U; is sub-normal (typically if U; is normal), and Tr(co*) < C,V'=¢, we may choose W =
exp(AV¢) with A small enough (see [27] Proposition IIL1.2 p. 36).

> If U; has a moment of order 2(p + 1), p > 2, then W = VP*! (idem).

Assume that the function f : RY — R admits a regular enough solution ¢ to the Poisson equation

Ag = —(f —v(f)), (5.43)
i.e. belonging to the set

Epy = {<f>ec¥’(Rq,R),We{07---,p} vy €R, [DIo(y)]” 0<§Vﬂ((y;>}

and satisfying DP¢ Lipschitz. For such functions ¢, let us to define the functions D, 3 < ¢ < p, by

q _.7

Yy € RY, Z

They will appear in the development of the error of order p, p > 3.

) (6w)* " E [o@)u)**]).

Theorem 5.1. Let p > 2 such that Uy € L*®+Y) and ¢ € Epw solution to Poisson equation (5.43)
such that DP¢ is Lipschitz. Define ¢* by

¢*= min {D;#0}A(p+1).
a€{3,....n}

(Note that if Uy £ N(0,1,) then ¢* =4). Let N =Y i 17, B €R. Assume that the couples (7,1)
and (7, %) are averaging and that (3, )n>1 s non-increasing. If ¢* < p and

pla*/2=1) . -1
- ¢ €]0, +o0], ((ng /2_1)’%) > is mon-increasing,
f(_l) n—>+oo n>1
1 1 1
g —_ A—‘<—|—oo and g < +o00
=(q"/2—1 ~ _a 2 ’
i =17y, (F%q /2_1))
then
pla*/2-1)
feEV., 2 with ¢,=———— — 0.
’ n n—+o0
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Corollary 5.1. If 7, = %, Yo > 0, the above theorem holds true when 0 < r < q%l and €, =

n~"@2=Y  In particular, for a Gaussian Euler scheme, €, = n".

Sketch of proof of Theorem 5.1. Proposition V.4 in [27] gives

|z (5 zf 1) = 07)||, = 1342+ Sully + o)

1 "1 _ _ u 1 g
where M, = m Z % <V¢(Yk—1) ’U(Yk—l)Uk> and S, = Z W ’Y/f Dq(Yk—l)-
n k=1

q=q* k=1

Using that ¢ € &,w, i.e. that for every ¢, |D,|> = o(W), and that sup,, EW (Y,) < +oco (according
to the stability condition of the Euler scheme), we get (see the remark after Proposition V.1 p.62 in
[27]),

=1
”M ”2 < mo zlég HO’ V¢ Yk H2 < 400
since \/fﬁfl)/ﬂ?*”‘” = €71 €]0, 400 and ||sup Syl < +oc. O

5.3.2 Application to the minimization of a potential

The aim is to minimize a convex potential V' : R? — R having a minimum (e.g. because limg 4 o0 V(9) =
+00) assumed to be unique. We also assume that V' has a representation as the expectation with re-
spect to the invariant distribution v of an ergodic diffusion, say Y defined above. Typically V appears
as the long run limit (under appropriate assumptions) of a functional through Birkhoff’s Theorem:

t——+o0

e e
V(0) = lim —/ v(0,Y14s)ds = E, (—/ U(G,sts> = / v(0,y)v(dy).
T Jo T Jo RY
We make the following assumptions
(1) Integrability: Vy € R?, 6 — v(0,y) is convex.
(44) Pathwise convexity: V0 € R, v(6,-) € L'(v).
(4ii) Differentiability: V0 € R?, Vpv(,y) exists.

(iv) Uniform integrability: V0 € R, (M

o , Mg >0, is uniformly integrable.

>9'€[9—77079+770]\{9}
Then (using uniqueness of %),
0 = argmineeRd/ v(0,y)v(dy) iff / Vov(0*,y)v(dy) = 0,
R42 Ra

At this stage the idea is to devise a stochastic gradient (gradient based recursive zero search) using

the Gaussian Euler scheme (Yn)nzo with decreasing step 7, = ”yon_%, J > 0, of Y as an v-averaging
innovation process with rate ¢, = T';,/n — 0:

Vn > 0, 9n+1 =0, — ’7n+1V9’U(9n,Yn), Oy € RY.
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Let p€ [1,00) such that Vv satisfies the growth assumption (2.12) with L(8) = |6 — 0*|?, Vyv(6*,-) €
Ve, p and (n)n>1 is admissible for €, given by Corollary 5.1, then Theorem 2.1 implies that 6, —
0* a.s.

TOY NUMERICAL EXAMPLE. We consider a long-term investment project (see the example in [30])
which yields payoff at a rate that depends on the installed capacity level and on the value of an under-
lying state process modeled with an ergodic diffusion. The process Y represents an economic indicator
such as the asset demand or its discounted price. Our aim is to determine the capacity expansion
strategy that mazimizes the long-term average payoff resulting from the project operation. So it is
an ergodic control problem in a microeconomic framework. In [30] is shown that this dynamical opti-
mization problem is equivalent (see above) to a static optimization problem involving the stationary
distribution v of Y and the (concave) running payoff function C, namely, still following [30],

VOe Ry, Yye Ry, C(0,y) =y*0° —cO where a,f € (0,1) and ¢ € (0,00).
The term y*6° can be identified to the so-called Cobb-Douglas production function, while the term ¢

measures the cost of capital use. Our task is to minimize / (-1) (yaeﬁ —cB)v(dy) (so that of course
RY

o, 1
0* = (%) 1-81). Since Vy C(0,y) is singular at § = 0, we will introduce the increasing convex with

linear growth change of variable § = (é + (02 + 1)1/2)p(6), p(0) = ﬁ]l(ko + 155, from R onto (0, cc)
and we consider -

ng(g, y) = —VgC’((é + (92 + 1)1/2)p(é),y), e R, ye R,.

Still following [30], the dynamics of the underlying state process Y is modeled by the one-dimensional
CIR diffusion (whose diffusion coefficient is unfortunately not Lipschitz), namely

dY;, = k(9 = Y;) dt + o/[Yy|dW;, Yo > 0, (5.44)

where ,9,0 > 0 are constants satisfying 2k > 02 so that (¥3)i>0 is (0, 00)-valued.
The resulting stochastic gradient procedure with step (7,)n>1 reads

Vn > 0, §n+1 = 5n — ’yn_,_lVgU(gn, Yn), 5() € R,

where (7,,)n>1 is admissible with respect to e, = I';,/n and (Y,,)n>0 the Euler scheme with step 7, =
Fon~ 3 (L(A) = |6 — 6*|2 is still a pathwise Lyapunov function). One checks that Vv satisfies (2.12)
with ¢(y) = ca sy, capg > 0 and p = 2 since sup,, EY;2 < 400 and a€ (0,1).

The invariant distribution of Y is a Gamma law which density is given by

1 260 2/{ 2/4;
v(dy) = T (M)y?_ 1exp <ﬁ [zﬂog <ﬁ —Z/ﬂ) Liy=o0y,
o2

where I is the gamma function. Thus we can compute the previous integral, namely

F(@—l—a) a2\ “
Uldy) = —~2— 7 | __
/Rf’”( D= <2H) < 4o,

. . BU (22 +a) o2\ .
so we have in fact a closed form for 6* given by 0" = | — 75— ( — . Figure 2 illustrates
x (2] \
the convergence of the algorithm (the parameters are specified in the caption).

If one considers a basket of assets modeled by a Wishart process (see [8] and [17]), a similar
long-term ergodic control process can be devised. Closed forms are no longer available for the static
optimization problem. However, our numerical approach can be extended straightforwardly (provided
one has at hand an efficient method of simulation for Wishart process, like that proposed in [17]).
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Optimal Strategy
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0

0 2 4 6 8 10

x 10*
Figure 2: Convergence towards the optimal capacity level of the investment project: k = 1, ¢ = 1,
c=15a=08,5=07c=0.5n=10°7, = 2.

n

5.4 The ergodic two-armed bandit

An application of the multiplicative setting is the so-called two-armed bandit algorithm introduced in
mathematical psychology, learning automata (see [34, 32]) and more recently asset allocation ([23]).
Criteria on a.s. convergence under pure i.i.d. assumptions were obtained in [23, 21] and under ergodic
assumptions in [40]. A penalized version of this algorithm is also studied in [22].

This algorithm is defined as follows: at each step n > 0, one plays arm A (resp. arm B) at random
with probability 6,, (resp. 1 —8,), where 6y = 0 € (0,1) and 6,, is updated according the following
“rewarding’ rule: for every n > 0,

Ont1 = On + Ynt1 ((1 - en)ﬂ{Un+1§6n}ﬂAn+l - enﬂ{Un+1>6n}ﬂBn+l> (5‘45)

where (U, )n>1 is an i.i.d. sequence of uniform random variables, independent of (A,,),>1 and (Bp)p>1

which are two sequences of (possibly dependent) events evaluating the performances of the arms A

and B respectively (A, is the event “A’s performance is satisfactory ay time n” idem for B,, and B).
This stochastic procedure can be rewritten in a canonical form as follows

On+1=0n +Vnr1 (La,, — 1B,y) M(On) + Y1 AMpuyy, 09 =0€(0,1) (5.46)
where h(0) = 0(1 —0), M, := > ;_, my, My := 0, with
my =1, (1= 0k-1) (Lw, <0,y = k1) + 1,061 (1= Ok1) = Lyw, 1 150,) -
We make the assumption that A outperforms B in average i.e. that v(A) > v(B) where
1 Zn: 14, — v(A) and 1 anlgn — v(B)
" k=1 e " k=1 e

and that these convergences hold at rate &, satisfying (2.7). Then applying Theorem 2.2 with Y} :=
Ta,,, —1p,,,, k>0, and x(y) = m, we get a first convergence result: as soon as (y,)n>1 1S
admissible in the sense of (2.14) for the sequence (ey,)n>1,

G"nﬁoe € {0,1}.
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where 1 is the target and 0 is a trap. Further investigations on 6* are carried in [40] in this ergodic
framework to analyze the fallibility of the algorithm which extend former results established in [23, 21]
in the purely i.i.d. setting.

5.5 Optimal split of orders across liquidity pools

This is an example of application in Finance to be implemented exclusively on real data. It is an
optimal allocation problem which solved by a stochastic Lagrangian approach originally developed in
[26]. Here, only numerical results with real market data are presented.

5.5.1 Model description

The principle of a Dark pool is to propose a price with no guarantee of executed quantity at the
occasion of an OTC transaction. Usually this price is lower than the one offered on the regular
market. So one can model the impact of the existence of N dark pools (N > 2) on a given transaction
as follows: let V' > 0 be the random volume to be executed, let 6; € (0,1) be the discount factor
proposed by the dark pool i. Let r; denote the percentage of V' sent to the dark pool i for execution.
Let D; > 0 be the quantity of securities that can be delivered (or made available) by the dark pool i
at price 6;S.

The remainder of the order is to be executed on the regular market, at price .S. Then the cost C
of the whole executed order is given by

N N N
C= SZG,- min (r;V, D;) + S<V — Zmin (r;V, D;) > = S(V — Zpi min (T,-V, Dz))
i=1 i=1 i=1
where p; = 1—6; € (0,1),s = 1,..., N. Minimizing the mean execution cost, given the price S,
amounts to solving the following maximization problem

N
max{ ; piE <S min (riV, DZ)) ,rE PN} (5.47)

where Py = {r = (ri)1<i<N € Rf| Zfil r; = 1}. It is then convenient to include the price S into

both random wvariables V' and D; by considering V :=V S and D; := D;S instead of V and D;.
Let Iy = {1,...,N}. We set for all 7 = (r1,...,ry5) € Pn, B(r1,...,7N5) = Son | i(ri), where

Vi eIy, ¢i(u) = p;E (min (uV,D;)), wue€0,1].
We assume that for all i € Ty,
V >0 P-a.s., P(D; > 0)> 0and the distribution function of % is continuous on Ry,  (5.48)
then ¢;, i € Iy, are everywhere differentiable on the unit interval [0, 1] with
¢i(u) = piE (Liuv<pyV), wue(0,1], (5.49)

and one extends ¢;, ¢ € Zy, on the whole real line into a concave nondecreasing function with
limy o p; = £00. So we can formally extend ® on the whole affine hyperplane spanned by Py i.e.

Hy = {r:(rl,...,rN)E]RN] Z?lezl}.
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5.5.2 Design of the recursive procedure

We aim at solving the following maximization problem max,cp, ®(r). The Lagrangian associated to
the sole affine constraint suggests that any r* € argmaxp, ® iff ©;(r) is constant when 4 runs over
Iy or equivalently if }(r}) = % Zjvzl @5(r), i € In.

We set Y := (V",D?,..., DY), ~;- Then using the representation of the derivatives @l yields

r* e argn%?vxq) —Vie{l,...,N}, E(V(ﬂi]]-{r:v<Di} - N;pj]l{r;v<Dj})> =0.

Consequently, this leads to the following recursive zero search procedure

Pl =y G H (Y e Py, n>0, ieZy, (5.50)

(3

where for every i € Iy, r € Py, every V > 0 and every Dy,..., Dy >0,
| X
Hi(r,Y) = V(Pi]l{mv<Di} N Zﬂjﬂ{rjw[)j})
j=1

where (Y™),>1 is a sequence of random vectors with nonnegative components such that, for every
n>1, (V"D i=1,...,N)Z(V,D;,i=1,...,N).

The underlying idea of the algorithm is to reward the dark pools which outperform the mean of
the N dark pools by increasing the allocated volume sent at the next step (and conversely). For sake
of simplicity that argmaxp @ = {r*} C int(P,). Our “light” v-averaging assumption is to assume
that there exists an exponent n € (0, 1] such that for every u € Ry and every i€ Iy

1 Z VF1 o« —E(V1, »p,,)=0(®") a.s.andin L*(P) (5.51)
Mo tesyE tusv}

(which hold under geometric a-mixing assumptions on (D™, V"™),>1). Under additional technical
assumptions on the support of L(Y™) (see [26]), we can apply Theorem 2.1: if the sequence (v, )n>1
satisfies (2.14), we get that the algorithm defined by (5.50) a.s. converges towards r* = argmaxp .

5.5.3 Numerical Tests

We consider the shortage setting, i.e. EV > ZZJ\LI ED; because it is the most interesting case and
the most common in the market. Now, we introduce an index to measure the performances of our
recursive allocation procedure.

>> Relative cost reduction (w.r.t. the regular market): it is defined as the ratios between
the cost reduction of the execution using dark pools and the cost resulting from an execution on the
regular market, i.e., for every n > 1,

CR¥° SN pimin (r?V"™, DY)
2 yn

We have considered for V' the traded volumes of a very liquid security — namely the asset BNP —
during an 11 day period. Then we selected the N most correlated assets (in terms of traded volumes)
with the original asset. These assets are denoted S;, ¢ = 1,..., N and we considered their traded
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volumes during the same 11 day period. Finally, the available volumes of each dark pool i have been
modeled as follows using the mixing function

EV
VlﬁiﬁN, Di ::ﬂi<(1—a,~)V+a,~S,-—)
ES;
where a;, ¢ = 1,..., N are the recombining coefficients, 3;, ¢ = 1,..., N some scaling factors and EV

and E.S; stand for the empirical mean of the data sets of V' and S;. The simulations presented here
have been made with four dark pools (N = 4). Since the data used here cover 11 days, it is clear that,
unlike the simulated data, these pseudo-real data are not stationary: in particular they are subject to
daily changes of trend and volatility (at least). To highlight the resulting changes in the response of
the algorithms, we have specified the days by drawing vertical doted lines. The dark pool pseudo-data
parameters are set to 8 = (0.1,0.2,0.3,0.2)%, a = (0.4,0.6,0.8,0.2)! and the dark pool trading (rebate)
parameters are set to p = (0.0,0.02,0.04,0.06)".

We benchmarked — see Figure 3 — the algorithm on the whole data set (11 days) as though it
were stationary. In particular, the running means of the performances are computed from the very
beginning for the first 1500 data, and then by a moving average computed on a window of 1500 data.

Relative Cost Reductions
45 T T T T

% of satisfaction
w
w o
T
I I

[
2
I

15 I I I I
Days

Figure 3: Case N =4, Zﬁilﬁi<1, 02<a;<08andr)=1/N,1<i<N.
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