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Abstract

We propose a particle system of diffusion processes coupled through a chain-like network structure
described by an infinite-dimensional, nonlinear stochastic differential equation of McKean—Vlasov type.
It has both (i) a local chain interaction and (ii) a mean-field interaction. It can be approximated by
a limit of finite particle systems, as the number of particles goes to infinity. Due to the local chain
interaction, propagation of chaos does not necessarily hold. Furthermore, we exhibit a dichotomy of
presence or absence of mean-field interaction, and we discuss the problem of detecting its presence
from the observation of a single component process.
© 2019 Elsevier B.V. Allrights reserved.
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1. Introduction

Let us consider a directed graph (or oriented network) of vertices {1, ...,n} on a circle in
the sense that each vertex i in the graph is the head of an arrow directed from its neighboring
vertex i+1 for i = 1,...,n—1, and the boundary vertex n is the head of an arrow directed
from the first vertex 1. On some probability space with independent Brownian motions (W.;) ,
1 <i < n, assigned to the vertices, we consider a process X.; defined by the following system
of equations which incarnates this graph structure through drifts:

dXt,i = h(Xf,ivxf,i+1)dt +th,i; = 01 i = 17 s, — 1 )

(1.1)
dXt,n = h(Xt,nv Xt,l)dt + th,n .
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The initial values Xj; are independent and identically distributed random variables, indepen-
dent of (W.;), 1 <i <n. Furthermore, h : R> — R is a Lipschitz function.

We view (X.1,...,X.,) as a particle system interacting through this particular directed
graph. The system is invariant under a shift of the indexes of the particles. In particular, the
law of X.; is the same as the law of X.; for every i and also the joint law of (X.;, X. ;1)
is the same as the joint law of (X.;, X.,) for every i. Let us call such interaction in (1.1)
a directed chain interaction. Note that if h(xy, x2) = x» — x;, (x1, %) € R?, itis a simple
Ornstein—Uhlenbeck type system (or a Gaussian cascade). Intuitively, because of the mean-
reverting feature of Ornstein—Uhlenbeck type drifts, the particle X.; at vertex i in (1.1) tends
to be close to the neighboring particle X.;; locally under this particular choice of function # .

For comparison, on the same probability space, we also consider a typical mean-field
interacting system where each particle is attracted towards the mean, defined by

1 n
dX,i = — gh(x,,,-, X, j)dt +dW,;; >0, i=1,...,n. (1.2)

J#
This system (1.2) is invariant under permutations of indexes of particles, while the system (1.1)
only possesses the shift invariance. Again, if h(x, x2) = x — x1, (x1, x2) € R?, the particle
X.; at node i is directly attracted towards the mean (X.; + --- + X.,)/n of the system.
This type of mean-field model has been considered in [6] as a Nash equilibrium of a stochastic
game in the context of financial systemic risk. The drift in this system in contrast incarnates

the structure of a complete graph.

Questions. What is the essential difference between the system (1.1) and (1.2) for large n?
Can we detect the type of interaction from the single particle behavior at a vertex?
To answer these questions, let us fix u € [0, 1] and introduce a mixed system:

n

1
AXpi = (0Bt Xp) + (U= — D7 h(Xei X, ) )dt + AW

1 oL (1.3)
dXp = (X XD+ A=) — D7 h(Xo X ) )de + AW,
Jj=1,j#n
for t >0, i = 1,...,n—1 with the initial random variables Xo;, 1 <i <n.If u =1,

(1.3) becomes (1.1), while if u = 0, (1.3) becomes (1.2).

The motivation of our study is to understand in a first instance the effect of the graph
(network) structure on the stochastic system of interacting diffusions. Interacting diffusions
have been studied in various contexts: nonlinear McKean—Vlasov equations, propagation of
chaos results, large deviation results, stochastic control problems in large infinite particle
systems, and their applications to Probability and Mathematical Physics, and more recently
to Mathematical Economics and Finance in the context of the mean-field games. One of the
advantages of introducing the mean-field dependence (1.2) and the corresponding limits, as
n — 00, is to obtain a clear description of the complicated system, in terms of a representative
particle, by the law of large numbers. As a result of the invariance under permutations of
the indexes of particles, it often comes with the propagation of chaos, and then consequently
the local dependence in the original system disappears in the limit. The single representative
particle is characterized by a non-linear single equation, and the limiting distribution of many
particles can be represented as a product measure. See Remark 3.2 in Section 3 for a short list
of references and related research on propagation of chaos.
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Here, in contrast, by breaking the invariance under permutation of particles, we consider
the limit of the system (1.3) (or its slight generalization in the next section) as n — 00
and attempt to describe the presence of both, mean-field and local directed chain dependence
in the interacting particles. In our directed chain dependence, conceptually there is a pair
of representative particles in the limit: a particle (say X.) which corresponds to the head
of an arrow and another particle (say X.) which corresponds to the tail of the same arrow,
i.e., the arrow directs from the particle X. to the particle X.. The marginal laws of X. and
X. are the same as a consequence of construction, and the dynamics of X. is determined
by its law, its position, the position of X. and a Brownian noise B.. As a result, our
stochastic equation for the representative pair (X., X .) is described in the limit by a weak
solution to a single non-linear equation with constraints on the marginal law of particles
(see (2.1)—~(2.4)). The limiting distribution of a collection of particles is not necessarily a
product measure, unless © = 0. When u € (0, 1], because of the local chain dependence,
the single non-linear equation (2.1)—(2.2) with distributional constraints (2.3)—(2.4) has an
infinite-dimensional nesting structure (see Remarks 2.4 and 3.1 ). Moreover, when u € (0, 1],
essentially because of the violation of permutation invariance, the stochastic chaos does not
propagate (see Remark 3.3). To our knowledge, our approach provides the first such instance
in the context of particle approximation of the solution to a nonlinear stochastic equation of
McKean—Vlasov type.

In Section 2 we discuss existence and uniqueness of the solution to a directed chain
stochastic differential equation (2.1)—(2.2) for a representative pair (X., X .) of interacting
stochastic processes with distributional constraints (2.3)—(2.4). In Section 3 we propose a
particle approximation of the solution to (2.1)-(2.2), we study the convergence of joint
empirical measures (3.7) and an integral equation (3.11) with (3.12) for the limiting joint
distribution in Propositions 3.1-3.2. Moreover, we provide a simple fluctuation estimate in
Proposition 3.3. We will see that the joint law of adjacent two particles in the limit of interacting
particle systems of type (1.3), as n — 00, can be described by the solution of the directed chain
stochastic equation (2.1)—(2.2) under some assumptions. In Section 4, coming back to the above
questions, we discuss the detection of the mean-field interaction as a filtering problem along
with the systems of equations of Zakai and Kushner—Stratonovich type in Propositions 4.3—4.4.
Then, we describe a connection to the infinite-dimensional Ornstein—Uhlenbeck process, and
consequently, examine the corresponding Gaussian processes under presence or absence of the
mean-field interaction in Section 4.2. The appendix includes some more technical proofs.

2. Directed chain stochastic equation with mean-field interaction

On a filtered probability space ({2, F, (F;),P), given a constant u € [0,1] and a
measurable ~functional b :[0,00) x R x M(R) - R, let us consider a non-linear diffusion
pair (X W X"y t>0, described by the stochastic differential equation

dx"™ = b, X", F"Ydr +dB,; >0, 2.1)
driven by a Brownian motion (B;, t > 0), where FW ig the weighted probability measure
FC) = w8500 + (1 —u) - Lyw() 2.2)
t t

of the Dirac measure §gu(-) of )?;”) and the law Ly w = Law(X,(“)) of X,(“) with
t t

corresponding weights (u, 1 —u) for ¢t > 0. We shall assume that the law of X® is identical
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to that of X™ , and X® is independent of the Brownian motion, i.e.,

Law((X", 1 > 0)) = Law(X", 7 > 0)) and o(X"™, 7> 0) 1L o(B,,1>0).
(2.3)

Let us also assume that the Brownian motion B. is independent of the initial value (X (()"), X (()")) .
We assume the joint and marginal initial distributions of (X @) X(()”)) are given and denoted by
6 = Law(X\”, X}") = Law(X{") ® Law(X\") = 6%2,

N (2.4)
0 = Law(X\") = Law(X").

Here we assume X @ isa copy of X @) which has the same law (2.3) as a random element
in the space of continuous functions, however it is not necessarily independent of X . They
can be independent when u# = 0, as in Remark 2.2. Rather, we are interested in the joint law
of the pair (X®, X®) which satisfies (2.1) and is generated from Brownian motion(s) in a
non-linear way through their probability law for each u € [0, 1]. The description (2.1) with the
constraints (2.2)—(2.3) has an infinite-dimensional feature, because of non-trivial dependence
between the unknown continuous processes X® and X® in the space of continuous functions
for every u € (0, 1]. For a precise description of the infinite-dimensional nesting structure, see
Remark 2.4 .

When u € (0,1) we shall call (2.1) with (2.2)—(2.4) a nonlinear, directed chain stochas-
tic equation with mean-field interaction. Let us denote by M(R) (and M(C([0, T], R)),
respectively) the family of probability measures on R (and the space C([0, T],R) of
continuous functions equipped with the uniform topology on compact sets, respectively). Our
following existence and uniqueness result relies on some standard assumptions to simplify the
presentation.

Proposition 2.1.  Suppose that b : [0, 00) x R x M@R) — R is Lipschitz, in the sense that
there exists a measurable function b : [0, 00) x R x R such that b is represented as

b(t, x, 1) = /I;E(t,x,y)u(dy); tef0,00), xeR, ue MM, (2.5)
and for every T > 0 there exists a constant Cy > 0 such that

b(t, %1, 1) = B(t, X2, y2)| < Cr(lxi = x|+ 1y —ya); 0<t<T. (2.6)
With the same constant Cr, let us also assume that b is of linear growth, i.e.,

sup [b(s.x. )| = Cr(l+Ixl+ 13D x.y €R. 2.7)

Then, for each u € [0, 1] there exists a weak solution (12, F,(F,),P), (X®, f_(”), B) to the
stochastic equation (2.1) with (2.2)—(2.4). This solution is unique in law.

Proof. First, observe that it is reduced to the well-known existence and uniqueness results of
McKean—Vlasov equation, when u = 0. In particular, because of (2.3), in this case the joint
distribution of (X®, X®) is a product measure. Thus let us fix u € (0, 1] in the following,
and also assume boundedness of the drift coefficients for the moment, i.e.,

b(t, x1, y1) — b(t, x1, y2)| < Cr((|x1 —xa| + [y1 =D A1); >0, 2.8)
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in order to simplify our proof. We shall evaluate the Wasserstein distance Dr (i1, (12) between
two probability measures w; and pu, on the space C([0,T],R) of continuous functions,
namely

Dy, ) = inff [ Csup [X(n) = X,@2)] A Ddpa(or, 02)] 2.9)

O<s<t
for 0 < t < T, where the infimum is taken over all the joint distributions u €
M(C([0, T],R) x C([0, T],R)) such that their marginal distributions are p; and u,
respectively, and the initial joint and marginal distributions are © and 6 in (2.4), that is,

ly=0y = @, Wily=0y = 6,
Law(X;(w;),0<s <T) = u; for i =1,2
and Law(X(w1), Xs(@2),0<s <T) = n.

Here X(w) = w(s), 0 <s < T is the coordinate map of w € C([0, T],R). Dy(-,-) defines
a complete metric on M(C([0, T'], R)), which gives the topology of weak convergence to it.

Given a probablhty measure m € M(C([0, T], R)) w1th initial law mg := 6 in (2.4) and
the canonical process Xm of the law m with initial value X Moo= X(()“) , and the initial variables
(x$”, X3 from (2.4), let us consider a map & : M(C([O, T], R)) — M(C([0, T, R)) such
that

d(m) = Law(X™,0<1 <T), (2.10)

where on a given filtered probability space (2, F,P) with filtration L‘E)’ZO’ given a fixed
Brownian motion B. on it, X™ is defined from a solution (X™, X™) of the stochastic
differential equation

dX" = b(t, X", u8§m + (1 —um)dt+dB;; 0<t<T, (2.11)

with the initial values (X, Xm) (X, @ (")) That is, under the probability measure P,
X™ is an (F;)-adapted process and the assomated (F7) -adapted process X™ has the law

m = Law(X™,0<¢t<T) with Law(Xy) = LaW(X(’)n) =0.

Here m, in (2.11) is the marginal distribution of Xm attime f > 0. Assume B. is independent
of the o -field a(X O0<t=<T)velXy).

Thanks to the theory (e.g., [17]) of stochastic differential equation with Lipschitz condi-
tion (2.6) and the growth condition (2.7), a solution X™ of (2.11) exists, given the probability
measure m € M(C([0, T1], R)), the initial values with the initial law (2.4) and the associated
canonical process )?,m of the law m. Hence, the map & is defined. Indeed, the solution
X™ in (2.11) can be given as a functional of m, )?_m and B., i.e., there exists a functional
P[0, T] x M(C([0,T],R)) x C([0, T],R) x C([0,T], R) x R — R such that

M= $@, (m), (X™), (B), X{"); 0<1<T, (2.12)

where the value X" at 7 is determined by the initial value X§' = X, ) with the law 6 and
the restrictions (m;)o<s< » (X )0<g<, , (Bs)o<s<: of elements on [0, t] for 0 <t < T. Note
that here the filtration generated by X™ is not the Brownian filtration (FB)=0 generated by
the fixed Brownian motion B. but we assume it is independent of (.F )i>0 - Thus, we cannot
expect the solution pair (X™, X™) tobea strong solution with respect to the filtration (F2),0,
in general.
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We shall find a fixed point m* of this map @ in (2.10), i.e., ®(m*) = m™ to show the
uniqueness of solution to (2.1) with (2.2)—(2.3) in the sense of probability law.

For m; € M(C([0, T],R)) with the initial law m;|,=0y = 6, on a filtered probability
space (Q F,P) with filtration (F;);>0, a fixed Brownian motion B. on it, the initial values
(X(()"), X (”)) with the joint law © in (2.4), and the Canomcal process X™ with the initial value
Xgl’ = Xou), let us consider @(m;) = LaW(X ,0 <t <T) in (2.10), where (X™, Xm’)
satisfies m; = Law(X, i0<t<T) and

t
X = X(‘)”)+f b(s,X;“f,u(S;(;n,- +( —wm;)dr+dB;; 0<t<T, i=1,2.
0

Then, by the form (2.5) of b with the Lipschitz property (2.6) and the standard technique
(see e.g., [27]) we obtain the estimates

S
XM XM < / Ibo, X, udgmi + (1 — wmy.,)

— b(v, X3, udgm + (1 — u)my,,)|dv

s
~/0
S~
<u
0

— [ B Xz yoma o,
R

/ B(v, XM, y)ubgm (dy) + (1 — w)my ,(dy))
R
- /R Bv, X3, Y)(ugne (@) + (1 — wma, @)|dv (5 15

b(v, X™, X™)|dv

b(v, X™, y)m, ,(dy)
R

where we evaluate the convex combination of the first term

5 Xlrjnla ')‘(’lr)n])_z;(v’ X;nzﬂ g1I;nz)

dv < CT</ (|1 X™— X2 | X —)?;“2|)A1)dv)
0

0
(2.14)

for every 0 <s < T, and the second term with the integrand

| [ B x ymien - [ B x ma )

R
< bX,—b,XmZ,md‘
< /( (0, X ) — B(w, X7, y))my ,(dy) o1s)
| [ Bwoxee. )~ [ B, X2 @)
R R
< Cr(IXy" = X72| A 1) + Cr Dy(my, my),

where D,(m;, m;) is the Wasserstein distance in (2.9) between m; and m, in [0, v] for
0 < v < T. Here note that in the last equality of (2.15), we used (2.8) and an almost-sure
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inequality
Y m Y m
| [ B, e omiu@) - [ B Xz yoma, @)
R R

1,2
X=va2} =< CTE [|w1,v - w2,v| N 1] s

= ‘]El’z[bN(v, X, w1) — E(v, X, 602)]|{

where E!'? is an expectation under a joint distribution of (wy y, w2,) (the value of (w;, w,) €
2, = C([0, T], R?) at time v) with fixed marginals m;, and m,, forevery 0 <v <T.
Here, since the expectation on the left of < only depends on the marginals, taking the infimum
on the right of < over all the joint distributions with fixed marginals m;, and m,,, we
obtained the last inequality in (2.15) from

‘/ b(v, X™, z)my ,(dz) — f b(v, X™, y)m, ,(dy)| < CrDy(mi,my); 0<v<T.
R R
Combining (2.13)—(2.15) and taking the supremum over s € [0, ¢], we obtain

t
sup [X™ — X™| Al < CT/ (IX™ — X™| A 1)dv
0

0<s<t

t
+ CT/ (X7 = X372 A D+ (1 — w)Dy(my, mp))dv
0

t
< Cr/ (sup | XM — X2 A Ddv
0

0<s<v
t
+ CT/ (X" = X2 A1)+ (1 — u)Dy(my, mp))dv
0
for every 0 <t < T . Applying Gronwall’s lemma, we obtain

t
sup | XM — XM | Al < CTeCTT/ @(X™ — X™| A1)+ (1 — u)D,(my, mp))dv
0

0<s<t
t
< CreCrT f (u( sup [X™ — X™| A 1) + (1 — ) Dy(m;, my))dv
0 0<s<v

for every 0 <t < T . Taking expectations of both sides and taking the infimum over all the
joint measures with marginals (m;, m;) and initial law @ in (2.4), we obtain

D(®(my), d(my)) < CreT" / (uD,(my, mp) + (1 — u)D,(m;, mp))dv

0 . (2.16)

= CTeCTTf D,(my, my)dv
0

for every 0 <t < T . Note that the upper bound in (2.16) is uniform over u € [0, 1].
For every m € C([0, T'], R) with initial marginal law m|;—o = 6, iterating (2.16) and the
map &, k times, we observe the inequality
(CpTeCrTHk

D7 (% (m), M (m)) < g Dr(@m),m); ke, (2.17)

and hence, we claim {#®(m), k € Ny} forms a Cauchy sequence converging to a fixed point
m* = &(m*) of & on M(C([0,T],R)). This fixed point m*(-) = P(X. € -) is a weak
solution to (2.1) with (2.2)—(2.3). It is unique in the sense of probability distribution. To relax
the condition (2.8) and to show the result under the weaker condition (2.6), we divide the time
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interval [0, 7] into time-intervals of short length and establish the uniqueness in the short
time intervals, and then piece the unique solution together to get the global uniqueness by the
standard method. [J

Proposition 2.2. In addition to the assumptions required in Proposition 2.1, let E[|Xo|] < 0o.
Then, the solution (X., X.), given in Proposition 2.1, satisfies for every T > 0
E[ sup |X,]] < (E[IXol] +E[ sup |By[]+ CrT)e* 7. (2.18)

0<t<T 0<s<T

Proof. Suppose that (X, )?‘) is the so~lution to (2.1) with (2.2)—(2.3) for a fixed u € [0, 1].
Thanks to (2.7) and Law(X,) = Law(X,), r > 0, we have

IbGs. X, F) = | f bls, X, DAF()|
R
Cr (14 u(1X| 4+ X)) + (1 — u)(IX,| + E[X,])
for 0 <s < T. Then we verify (2.18) by an application of Gronwall’s lemma to

E[ sup | X[] < E[|Xol] + E[ sup |B;]]

0<s<t 0<s<t

- CTE[fO (14 u(X,] + 18D + (= w)(X,] + B, [D)ds

IA

t
< E[|Xol|] + E[ sup |Bs|] + CrT —l—/ 2C7E[ sup |X,[]ds ;
0

0<s<t 0<u<s

O0<r<T. O

Remark 2.1 (L? Estimates). We may extend Proposition 2.2 for the estimates of
E[supy,<r|X;|7], assuming E[|X(|”] < +o0 for p>1. [

Remark 2.2 (Extreme Cases). In Proposition 2.1 the processes (X®, X®), u € [0, 1] form
a class of diffusions which contains two extreme cases u = 0, 1:

e When u = 0, we set (X*, X*) = (X©, X©) and distinguish it from other cases. X*
satisfies a McKean—Vlasov diffusion equation

dX? = b(1, X7, Lxs)dr +dB,; 10, (2.19)

and the corresponding copy X* does not appear, that is, we may take X independent of X*
because of the solvability of (2.192 and the restriftion (2.3).
e When u = 1, we set (Xf, XT) := (X, X1) . The pair satisfies a stochastic equation

dx! = bt X[, 65)dr +dB,; 120, (2.20)

where f“ has the same law as X7, independent of Brownian motion, i.e., Law(X_T) =
Law(XT) and (r(X,Jr ,t > 0) L a(B;,t > 0). The corresponding non-linear contribution
from the law Law(XT) of X! disappears from (2.20). O

Remark 2.3 (Non-uniqueness). When u € (0, 1], it is simple to observe that the stochastic
equation (2.1) with (2.2) but withzout the distributional constraints in (2.3) does not determine
uniquely the joint law of (X®, X®) . For example, take a two-dimensional Brownian motion
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(B.,W.) and take W. for X®, ie., X® = W., then by the standard theory of stochastic
differential equations we may construct a weak solution (X®, X®) for (2.1) with (2.2),
in addition to the solution in Proposition 2.1. In this case, if B. and W. are independent,
then the independence condition a()?,(”) = W,t > 0 U o(B,,t > 0) holds but
Law(X®) £ Law(i @Yy in general. Thus the requirement (2.3) is crucial for the uniqueness
of the solution. A recent work of Bayraktar et al. [4] introduces a pair of continuous stochastic
processes coupled through the distribution of initial values without distributional constraints
(2.3) for the study of randomized dynamic programming principle. [

Remark 2.4 (Russian Nesting Doll Structure). When u € (0, 1], since X® has the same law
as X" in (2.3), the dynamics of X. is described by a similar equation as in (2.1), i.e.,

dX" = b(t, X\, F"))dr +dB,; >0, 2.21)

where B is another Brownian motion but Ft(”) is defined from another (unknown) copy X
of X.,

~

F,(”) =u- 8)?04) + 1 —-u)- ﬁg(u) ; >0, (2.22)

with Law(X®@) = Law(X®) = Law(X"), and o(X;".7 > 0) 1 _o(B,, t > 0). Thus it
follows from Proposition 2.1 that the dynamics of X depends on X' X® and B..

Repeating this argument, we see that the dynamics of X® may depend on yet another
copy and a Brownian motion, and then another copy and a Brownian motion, and so on. This
dependence continues, and thus the dynamics of X may depend on the dynamics of infinitely
many copies, as if we open infinitely many layers of Russian nesting doll “matryoshka”. Thus
when u € (0, 1], the infinite-dimensional nesting structure naturally arises in the system
2.1-2.2). O

Remark 2.5 (Generalization and Application). The set-up and conditions on the tamed drift
function b in (2.1) can certainly be generalized and relaxed. Also, a Lipschitz continuous
diffusion coefficient can be introduced in (2.1), instead of the unit diffusion coefficient. For
such generalization in the McKean—Vlasov equation, see e.g., [12]. In a more realistic problem
of large network objects (financial networks associated with blockchains, biological networks,
neural networks, data networks etc.), it is of interest to analyze a more complicated infinite
(random) free structures rather than the simple local interaction of the infinite directed chains
considered here. With these generalizations, it may also be natural to replace the current state
space R of each particle by a locally compact, separable metric space E . Here, we take the
simplest form (2.1)—(2.4) for the presentation of the essential idea of the infinite directed chain
interaction. It can be seen as the sparse counterpart of a complete graph (as arising in the mean
field setting) among the set of connected graphs. In the setup of unimodular Galton—Watson
trees and related large sparse (but undirected) networks, we refer the reader to the interesting
work of Lacker et al. [19] which came out after this work had been completed.

An interesting application of such generalized models in financial markets is modeling of
stochastic volatility structures among financial asset price processes, that is, each X. is a
volatility process of a financial asset, so that the volatility processes of the financial assets
have both a network structure and a mean-field interaction. The local network structure in
this case could tie together companies from similar industries, with similar investments or
operating under the same jurisdiction. Similar in the study of systemic risk, particle systems
with coupled diffusions generated by sparse network structures are of particular importance.
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Another interesting direction of research is to identify and explore the directed chain stochastic
equations (2.1)—(2.4) or their variants, as Nash equilibria of stochastic games, where the
representative pair of players interact optimally in the presence of both mean-field and network
structure. This program was introduced for the mean-field games in [6] and substantial work
has followed in the context of mean-field games and systemic risk analysis. The corresponding
problem on chain-like networks is the object of a manuscript under preparation. [

3. Particle system approximation

We interpret the solution pair (X®, X®) in Proposition 2.1 as a representative pair in the
limits of the directed chain particle system (1.3) we introduced in Section 1, as n — 00.
We view X® as a particle which corresponds to the head of an arrow and X®  as another
particle which corresponds to the tail of the same arrow. Here u represents the strength of the
directed chain dependence, comparative to the mean-field interaction. In this section we shall
discuss this interpretation precisely by showing the limiting results in Propositions 3.1-3.2, as
an extension from the stochastic chaos of Kac [15] (or propagation of chaos) towards a local
dependence structure with mean-field interaction, and then discuss a fluctuation estimate in
Proposition 3.3.

Let us consider a sequence of finite systems of particles (X
n € N defined by the system of stochastic differential equations

dX = b(r, XM, F)dt +dW,;; 120, i=1,...,n—1, (3.1)

i

where b : [0, 00) Xx R x M(R) — R is defined in (2.5) with the same assumptions (2.6)—(2.7)
as in Proposition 2.1,

t>0,i =1,...,n),

ti

B0 =8 O+ —w)- Zaxiujyo), i=1,...,n—1
j=1 "
with the boundary particle
1 n
() _ (u)
dx/ = b(t, X{3 by + (1 —w) - Z;axﬁ;)dz +dW,.,. (3.2)
j=

Here W.;, i € N are standard independent Brownian motions on a filtered probability
space, independent of the initial values X(()”l) ,i =1,...,n and of B. in (2.1). We assume
the distribution of Xy ; is common with ]E[|Xo,1|2] < +4oo for i = 1,...,n and independent
of each other.

Thanks to the assumption on b, the resulting particle system (3.1)—(3.2) is well-defined,

and in particular, we have the law invariance Law(X Ff;)) = Law(X ,(_“1)), i=1,...,n,
Law(X", X" ) = Law(X"), X"); i=1...,n—1, (3.3)

and more generally, the invariance under the shifts in one direction, i.e., for every fixed
k<n-—1,

Law(X", X" . X" ) = Law(x™, X, . XYy i=1 o n—k+1.
(3.4)
Thus, it is natural to write X", . = x(“? i = 1,2,..., so that (3.1) and (3.3)—(3.4) hold for

n+j -
i =1,...,n.The system (1.3) in Sectlon 1 is a time-homogeneous special case of (3.1).
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Under the setup of Proposition 2.2 we shall also consider a sequence of finite particle
systems Y,,i, t >0,i = 1,....n+ 1, n > 1, defined recursively from the pair
Xops Xomg1) = (X®, X®) of the solution to (2.1) with (2.2)—(2.4), that is, the corresponding
stochastic equation

dX, = b(t, Xipyu -85, + (1 —w)- Ly, )t +dW,,5 >0, (3.5)
and then for j = n—1,n—2,...,1, given 7.,]'4_1 , we solve

dX,; = b(t, X, j, u- 8%, (L —uw)- Ly, )t +dW, ;5 120 (3.6)
with the restrictions for each pair (X, s X. j+1), corresponding to (2.3). As a consequence of
the proof of Proposition 2.2, we set the common law m* = Law(_Y.,i) fori =1,....,n+1,
and we also assume the initial values are the same as X((fl.) = Xoi, i = 1,...,n almost
surely. Note that when u = 0, the particle system Y,,i ,i=1,...,n41 induces a product

measure; When u € (0, 1], the particle system forms a Russian doll nesting structure (see
Remark 2.4 after the proof of Proposition 2.1)

For n > 1 with X.(f;)“ = X_{“R let us assign the weight 1/n to the Dirac measure at
(X(”)

i X t('fi)ﬂ) for i = 1,...,n, and consider the law of the joint empirical measure process

M, , = - 28()(%)’)((“) D’ with the marginal m,, = - 25)(%) , 0<t<T,
1= 1=

ti+

(3.7)

in the space M ((2,) of probability measures on the topological space 2, := D([0, T], (M(R?),
|-111)) of cadlag functions on [0, T] equipped with the Skorokhod topology, where (M(R?), ||-
1) is the space of probability measures on R? equipped with the metric |u — v|; =
sup fR2 f(x)d(; — v)(x). Here the supremum is taken over the bounded Lipschitz functions
f : R? - R with sup,er2[f(X)| < 1 and sup, ; g2l f(x) — fFWI/llx — yll < 1. By the
construction the sequence of the law of the initial empirical measure converges to the Dirac
measure concentrated in My (say), i.e.,

Law(Mo,.) ——> 8y,  weakly in MME), - 1) . (3.8)

We denote by my(dy) := Mp(R x dy) = Mp(dy x R) the marginal of My = my ® my .

Proposition 3.1. Fix u € [0, 1]. Under the same assumptions for the functional b as in

Proposition 2.2, the law of joint empirical measure process M., , defined in (3.7), of the
u)

finite particle system (3.1) with X,(,,H_1 = X_(f'l) converges in M({) to the Dirac measure

concentrated in the deterministic measure-valued process M,,0 <t < T, as n — 0, ie.,

lim Law(M,,n, 0<t< T) = S(Mz,OSIST) in M(Qz) (3.9

n—00

The marginal laws of M. are the same, i.e.,

MR x dy) = M,y xR) = m/dy); 0<i<T, (3.10)
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and the joint M. and its marginal m. satisfy the integral equation
t
/g(X)mt(dX) = fg(X)mo(dX)+/ [A(M)glds; 0<t<T (3.11)
R R 0
for every test function g € CE(R), where
AM)g = u / 217(&yl,yz)g’(yl)Mx(dyldyz)
R
0= [ B 28 Gomdyom, iy
R
1 4
+ ?/ g'(ypmy(dy); 0<s=<T. (3.12)
R
Moreover, M. is the joint distribution of the solution pair (X™, )N(,(“)) of (2.1) with (2.2)—
(2.4), uniquely characterized by (3.10)—(3.12) in (21 with the common marginal m. =
Law(X.) = Law(X.) in Proposition 2.1.
Remark 3.1. e When u = 0, the integral equation (3.11) for M. reduces to the MCKEAN—
VLASOV nonlinear integral equation only for the marginal m., i.e., for 0 < ¢+ < T and
g€ CIR)
t
[ somi@ = [ eeoma@o+ [ as] [ sy Gomayom, o
R R 0 R
l 4
+ E/ 4 (yl)mx(dyl)]-
R

e When u € (0, 1], the integral equation (3.11) has an infinite-dimensional feature, because
of marginal distributional constraints (3.10), as we discussed in Remark 2.4, i.e., the joint
distribution M. appears in the infinitesimal generator (3.12) for the marginal distribution. [J

Proof. The idea of the proof utilizes the assumptions on the coefficient b as in Proposition 2.2
and the law invariance (3.3) of the finite particle system (3.1). We take the martingale approach

discussed in [25]. By the standard argument with Gronwall’s lemma we claim

Lemma 3.1. (a) For the joint empirical measure processes M., and its marginal m., there
exist constants ¢ (> 0), k = 1,...,4 such that

e /R|x|2dml,,,(x) —ct,0<t<T
(ec3’ /R|x|2dm,,,,(x) +c4t,0 <t < T, respectively )
is a supermartingale (submartingale, respectively), and hence, so is
e ! /R Y IPAM () = 200, 0 < £ < T
(e"»“ /]RZ [yI*dM, . (y) + 2¢c4t , 0 <t < T, respectively ) ,

because Y |X“W12 = Y 1XYW = (1/2) X (XY + X9 1P).
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(b) Moreover, there exist constants ¢y, k = 5,6, such that for every t <s <T

- ZE 2b(s, X, FOYX, s — X, DIF] < cs / [P (o) + cs
i=1

Using this lemma and the Cauchy—Schwarz inequality, we claim that
1 . u u 2
(= YoExs,, - xpiz)
i=1

t+8 1 n N
= ([ 5 X (ef2s X 0t~ X
! i=1
+1)ds )2

12
< (s [ Pamnto +es+1) V5
R

IA

1 n y »
— Y EUXY - X7

8

for 0 <t < T —§. Thus, using these inequalities again with the supermartingale property, we
claim that there exists an J7 -measurable random variable f§(§), such that

1 . u u )
— D EIX = X P IX S~ XD IFI < E[f0) | F]: 0= =T -5,

(3.13)

with lims_qsup,, E[f(8)] = 0. Here we set X, = X .

Moreover, by the super/submartingale properties in Lemma 3.1(a) we may evaluate the total
variation ||[M;, n|Bc v of M., restricted outside the ball By := {x € R?: ||x|| < A} of radius
A(> 0), i.e., for every ¢ > 0

PCsup Mualagliy = ) <P(sup [ y1a,, = i)
0=<t<T 0<t<T

]P’( sup e‘l’(/ |y [I*dM,, + 202t> > k28>

0<t<T

1
[ ([ 1Pavtr, +26,7)]

= _E’ / ||Y|| dMO n+ 2C4T) (ertes)T + 2C2T]

| /\

Taking sufficiently large A, using Prohorov’s theorem, we claim that (M, ,, 0 <t < T),
n > 1 of the empirical measures is tight in (M(R?), |-|;). Then combining this observation
with (3.13), we claim by Theorem 8.6 (b) of Ethier and Kurtz [10] that the sequence (M, ,,
0<rtr<T), n>1 is relatively compact in the space M((2), where M({2) is equipped
with the weak topology.

We shall characterize the limit points of (M;,,0 <t < T),>; as n — 00. Let us call
a limit law M;,0 < ¢t < T. Thanks to the law invariance in the construction of (3.1), its
marginals must be the same for every limit point, i.e., M;(R xdy) = M,(dy xR) =: m,(dy),
y € R with the initial marginal measure mg(dy). Applying It6’s formula to the system (3.1),
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WE S€e

f(my,, 8)) — f((mo,n,g))—/ F'(my, g))

( Z (X Nb(s, X1 M) + — <ms,n,g”>)ds

——/ £(my s g )—Z|g(x<“>>|2ds —/f(mm )—Z (X{DdW,s

is a martingale for every f € Cb(R), g € CCZ(R), where we use the notation (u, g) =
fR g(x)du(x) for p € M(R). Taking the limits with (3.8) and using the equivalence of certain
martingales, we observe that exp(\/—_l On), 0 <t < T is a martingale for every 6 € R,
where we define

n = / ¢()dm, (x) — / LA, (M, )g]ds
R 0

and A,(M,)g as in (3.12) for 0 < ¢ < T. This implies that the characteristic function of
n; satisfies E[eﬂe'“] = E[eﬁeno] = oV~ 10m) for ( <t <T, 6 R, and hence,
n, = (mg, g) for every ¢ in any countable subset of [0, 7] and for every g in any countable
subset of CZ(R). Because of the separability of CE(R) and right continuity of ¢t — M;, we
obtain

/R ¢()dm, (x) — /0 LA, (M,)glds = n, = (mo. g) = /R ¢ ()dmo(x)

forevery 0 <t < T and g € C>(R). Thus we claim M. satisfies the integral equation (3.11).
With the uniqueness in Proposition 2.1 the last part of Proposition 3.1 can be shown as in
Lemmas 8-10 of Oelschlédger [25]. O

Proposition 3.1 describes the limiting system of (3.1)—(3.2), in terms of the joint distribution
of two adjacent particles of the directed cham structure (2.1)—(2.2). Now let us fix k(> 2) and
define the empirical measure process Mt ., t >0 of j consecutive particles from (3.1)—(3.2)

M) = —25(x(u>7_ L

b
ti+j— 1)

j=2...k (3.14)

with M§13 = m;, and Mﬁz,), = M,, as in (3.7) in the space M({2;) of probability
measures on the topological space (2; = D([0, T], (M@, || - |I)) of cadlag functions on
[0, T], equipped with the Skorokhod topology, where (M(R/), |-|;) is the space of probability
measures on R/, a natural extension of (M(R?), |-|;) defined in the above for j = 2, ... k.
We shall consider their limits.

By the construction and the law of large numbers for the initial empirical measure, as in
(3.8),

Law(M))) — 3 weakly in  M((M@RY), || - ), (3.15)

e

where M(k) = mff’k is the k-tuple product measure of my = Law(X( . For j =

,k 41 let us denote by MY the joint probability measure induced by (X ey X i)
in (25) (3.6), i.e.,

M 12 0) = Law((Xr1, X )t 2005 o= Lo k+ 1. (3.16)
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Proposition 3.2. Fix u € [0, 1]. Under the same assumptions as in Proposition 3.1, the

law of the joint empirical measure process M(krz defined in (3.14) converges in M%) to the
Dirac measure concentrated in the deterministic measure-valued process M® in (3.16), ie.,

lim LawM®, 0 <t <T) = 8 in M. (.17)
n—oo

M® o<r<T)
All the consecutive marginals of M® are the same, i.e.,
ij)(R X dy1 X e X dyjfl) — Mij)(dyl X +o X dyj;l X R),
M (R? x dyy x -+ x dy;j o) = M (R x dyy x -+ x dy; 2 x R)
= M7y, x -+ x dy;_ x R?), (3.18)
Lo M@ xdy) = MR xdy xR) =
= MYy, x R/

for j =2,...,k, 0<t <T, and they also satisfy the system of integral equations

. . t . .
/ goOMP(dx) = / goOMY(dx) + / [AD MU+ D)g]ds
RJ RJ 0
O<t<T,j=1,.. .k (3.19)

for every test function g € CX(R/), where
. . J ~ Bg .
APMYUH)g s = u f Db, Yer)g O YIMYF(dy; - - dy;ir)
I =1

J
~ 8g
+ —u)f D b, v YerD) (s 0 )
R/t = a.Xg (3 20)
MY (dy; - - - dy;)mg(dy;41)

1 L. 9% 4
+ = § —2 1y, y)MYPdy; - -dy));
2/]1@[:1 dx? o VIR

0<s<T, j=2...,k.

Proof. We have shown (3.17) in the case k = 2 in Proposition 3.1. The relative compactness
proof of (Mﬁ’j,f, 0<t<T), n>=1 in M({2;) follows as in Proposition 3.1 mutatis mutandis
for j = 1,...,k. The limit points of (Mt(k,,), 0 <t <T)in (3.17) as n — o0 are
characterized by (3.19), because for every test function g € CE(RJ) , thanks to It6’s formula,
it follows from

dg

(w) ( (u) (u) (u)

dg(X". ... X" ) = E aX/Z(Xt“,,...,le‘iﬂ._l)cixt“w .
=1

1 JjoJ 82
(u) (u) (u) ()
+52.0 X X DX X
=1 m=1 axﬁaxm
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that (MY), g) = [ g)AMY)(dx), j = 1,....k satisfy that for 0 < ¢ < T, j =
...k,

FUMY), g) — F(MY), g)) — / F/(MY), gNIAYMY D g]ds
noJ

Bg 1 ag
(MY, “a MY, )~ (—)dWS ,
o [t a3 (2 as = [t an 332 Yaw,
i=1 =1 i=1 =1
for f € C*(R), where [,4&" )M.(;’,fl)g] is defined as in (3.20). The condition (3.18) follows
from the construction of (3.5)—(3.6). Applying the martingale argument again as in the proof
of Proposition 3.1, we conclude the proof. [

Remark 3.2 (Propagation of Chaos) If u = 0 and if the initial law of (X(()"), X(”)) is
product measure, then X® and X® in (2. 1)—(2.2) are independent, as in Remark 2.2, and
hence, the joint law of (X.,l, e, .,k) in (3.5)—(3.6) is the product measure. Thus in this case
of u = 0, Proposition 3.2 corresponds to the classic propagation of chaos result (see Kac [15]
for the original result for Boltzmann equation in Kinetic Theory, [13,14,21,22,26-28] for the
advancement of theory for McKean—Vlasov and Boltzmann equations, [5,18,23,24] for recent
developments of quantitative approach in propagation of chaos and references within them),
where the limiting joint law takes the product form. This means the dependence between each
particle X ('j) and another particle X ("j) , J # i diminishes in the limit, as n — oco. Chong and
Kliippelberg [7] investigate linear partial mean field systems based on fairly general network
structures in which both, propagation of chaos and local dependency arises jointly. [

Remark 3.3 (Breaking Invariance Under Permutations). When u € (0, 1], Proposition 3.2
implies that the local directed chain dependence among consecutive particles is preserved even
in the limit as the number of particles go to infinity, in general. Thus if u € (0, 1], the limiting
system (3.5)—(3.6) of (3.1)—(3.2) does not propagate the stochastic chaos, in contrast to the
case u = 0.

This phenomenon can be seen as a consequence of breaking the invariance under permuta-
tions in the finite particle system (3.1)—(3.2), that is, the consecutive particles are invariant only
under the shifts in one direction as in (3.3)—(3.4), and the finite particle system is not invariant
under permutations, for example,

Law(X"), X", ..., X)) # Law(x"), X

n’ n— 1""’X-(,ul))

unless b(-,-,-) = 0. To our knowledge, our approach of breaking the invariance under
permutations provides the first such instance of describing the dependence of the limiting
system in the context of a particle system approximation to the solution of a nonlinear stochastic
McKean—Vlasov equation. The simple case of a directed chain with its recursive structure
sets itself apart from other network structures by allowing for a description by representative
particles which solve a nonlinear McKean—Vlasov equation with distributional constraint. The
analysis of this kind of “matryoshka” McKean—Vlasov equations might be of independent
interest. [J

Proposition 3.3. In addition to the same assumptions for the functional b as in Proposi-
tion 2.2, we assume that the marginal distribution m,(dy) = m;(dy) of (X(") t > 0) has the
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density m,(-) (i.e., m,(dy) = m,(y)dy, y € R) with fR|y|2mO(dy) < o0 and assume there
exists a constant Ct such that

m;(x1) _ E(t X2, 2) - m;(x3)

m:(y1) ' m(y2)
for every (xi,y,-)eRz, i =1,2,0<t<T and

Bt 31,0 < Cr(jx1 — x2l + 131 — y2]) 3.21)

e, 5,30+ 2] < ot +1xl + 1y (622)

for every (x,y) € R?, 0 <t < T. Then for the difference between (3.1)~(3.2) and (3.5)—(3.6)
we have the estimate

sup — ZIE[ sup | X\ — X,]] < 00 (3.23)

n>1 O<s<t

Proof. Substituting

Y[’ Y[’

+ (b(s, Xs,iy Xiu?) - E(S, Ys,iv Ys,j)) + E(S, Ys,i’ YS,j)

W) () @ v\ _ T ¥ ()
b(s, X“ X\ = (b(s, X X)) = b(s, X5, X))

into the differences

t
XY~ X =u / (b(s, XU, X ) = b(s, X0, Xs.i1))ds

$,0° s, i+

o (3.24)
sa-w [ (5 Zb(s XX = [ B Ty @) o
h R
for i = 1,...,n — 1, and the difference
t
XY ~Xp = u / (B(s, X, X)) — b(s, Xy, Xy ne1)ds

(3.25)

+(1—u / Zb(s X, X! - f E(S,Ys,n,y)m*(dy))ds
R

at the boundary for 0 <t < T, applying the triangle inequality and (2.6), and then taking the
supremum, we obtain

n

sup |X,(f‘i) — Xl

— 0<t<T
i=1

T n T
<2¢; / > sup [X = X, 1ds +2Cru / (XY — Xt — X9 — X, 1 ds
0

i—1 0<t<s

(l—u)/ Z‘Zb(s X0 X )| ds

i=1 j=I

(3.26)
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T n T
< 2Cr / Z sup | X, — X, ;|ds + 2Cru / X1 — Xoalds
0

10<l<§‘
+(l—u)/ Z‘Zb(s X”,X”)‘ds
i=1 j=1

where we set E(s,x,z) = b(s X,2) — fR Z;(s,x,y)m*(dy) for x,ze R, 0 <s < T. Here
we used |x| —|y| < |x —y], € R 1n the last inequality, and this way we take care of the
boundary particle. Note that X 1 =X, +1 but X. | # X. .41 .

After using Gronwall’s lemma, taklng expectation, we obtain

ZE sup | — Yt,,-nszcre””]E[f | Xons1 — Xs1lds
0

0<t<T
T 1 n n
+/ 3 X Ko p]as]
0 i=1 j=1
where there exists some constant ¢ > 0 such that we evaluate the first term

T T
B [ Rt = Xaalds] <5 [ Csup Korl + sup Xoalis]
0 0 O<usT 0<u<T

< 2T (E[| X011+ )", (3.27)
by (2.18) in Proposition 2.2 and then with (3.21)—(3.22) we evaluate the second term

lZ::E[/OT%‘éB(S,YS,i,Ys,j))ds] ZZ::/OT(E[%‘ég(s,ys’i,ysqj)‘z])l/zds

IA

< cn (3.28)
by the Cauchy—Schwarz inequality and the (Markov) chain structure of the particle system
X,,, i = 1,...,n, that is, by the map ® in (2.12), X = (I’( (m} )0<;<,(X“+1)o<5<,
(Ws.i)o<s<-) for i =n-— 1,...,1. Note that when u € (O, 1], X.; and X.; are dependent
for i # j, while X ;i and W.; are independent for i = n —1,...,1. An intuitive

interpretation of the last inequality in (3.28) is that the dependence between X,,; and X
decays sufficiently fast, as |i — j| — oo. Its precise statement and some technical detalls are
given in Appendix A.l.
Finally, combining these inequalities, we conclude the proof of (3.23) by
n

1 - 2T \
sup—= Y E[ sup |X") =X, ;] < 2Cre*TT sup(ﬁ(E[|Xo,,|]+c)eLT+c) <o0o. O

n=1 AN T 0=<i<T n>1

Remark 3.4. The fluctuation results (central limit theorem and large deviations) suggested
from Proposition 3.3 are ongoing research topics. We conjecture that Propositions 3.1-3.2
still hold if we replace (3.2) by another process, e.g., a standard Brownian motion, as long
as the effect of the boundary process on the first two (or k) components in (3.1) diminishes
sufficiently fast in the limit. The additional conditions (3.21)—(3.22) are used to evaluate the
decay of asymptotic covariance between X.; and X.;;, as n — oo (see Appendix A.l).
In particular, the dependence between the first particle X.; and the last particle X., of the
directed chain diminishes in the limit. It is an ongoing project to see whether one may relax
these conditions (3.21)—(3.22). O
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4. Detecting mean-field in the presence of directed chain interaction

In the weak solution ({2, F, (F;),P), (X., )~(.) = (X, X(”)) , B. from Proposition 2.1, the
parametric value u in (2.1) indicates how much the particle X. depends on the neighborhood
particle X. in the directed chain, and (1—u) indicates how much it depends on its law Law(X,)
for every ¢ > 0. Let us consider the following detection problem of a single observer.

Detection Problem. Suppose that an observer only observes the single path X, , # > 0 but does
neither know the values u € [0, 1] nor )?, , t >0 in (2.1)—=(2.4) under the same assumptions
as Proposition 2.1. Only given the filtration F¥ := 0(X,,0 <s <f)VN, t > 0, augmented
by the null sets N, can the observer detect the value u € [0, 1] (and hence, the effect 1 —u
of mean-field)?

In order to discuss this problem, it is natural to extend our consideration to the solution
(7,,1, R 7:,n+ 1), t > 0 of the system of the directed chain stochastic differential equations

dX,; = b(t,X,;, F,))dt +dB,;; i=1,...,n,t>0, 4.1

as the solution to the system of the directed chain stochastic equations in (3.5)—(3.6) in
Section 3, for arbitrary n € N, where F;; is the random measure similar to (2.2), i.e.,

Fiw=u-8y +0-w-Ly ., i=1..n 520 4.2)

Xsi+1

with the distributional constraints, such that the initial values (Yo,h el YOJH,l) are indepen-
dently, identically distributed with finite second moments; The marginal law is identical

Law({X,;, t > 0})) = Law({X,,t>0}); i =12,....,n+1, 4.3)

and the following independence relationships hold for independent standard Brownian motions
(Bt,lv ceey Bl,n)s t Z 0

o({(Xrnsts s Xeip1), 1 >0, Xo) Lo({B;,t >0); i =n,...1. (4.4)

The weak solution (Y.ﬁl, ..., X.n,41) can be constructed as we considered in Section 3.
Namely, we solve for (X.,, X. +1) in (4.1) first as in Proposition 2.1 and then solve recursively
for the directed chain system (X.z, X. j41,..., X.441) for k = n,..., 1. We redefine

(X, X) = (X", X" = (X.1,X.2) 4.5)

from the first two elements of (Y.,I,Y..z, ..., X.n+1), and the observer only observes X. =
X,

Remark 4.1 (Variations of the Detection Problem). The setup of the detection problem would
be different, if the observer observes the whole (n+1) particles (7.,1, ooy X 1) in (4.1) or if
the observer observes the pre-limit system (1.3) of n particles. It would be interesting, yet out
of scope of this current paper, to study the detection methods and to quantify the information
gain/loss for different setups, and moreover to detect the presence of the propagation of chaos.
These interesting open problems were suggested by the editors and the reviewers, while this
paper was revised. [

Let us define the stochastic exponential

t 1 t
Z, = exp(- / bis, X, F)AB; — — / Ibls, X, FPds) s 120, 4.6)
0 0
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where Fy := F,; = F® from (2.2) and B. = B., which satisfies dZ, = —Zb(t, X,, F;)
dB;, t > 0. Here {Z; F.} is a nonnegative, local martingale and hence, is a supermartingale
with E[Z,] <1, t>0.

If the Novikov condition (e.g., Corollary 3.5.13 of Karatzas and Shreve [17]) for Z. holds,
ie.,

E[exp(% /I|b(s, X,, FS)|2ds>] <oo: 10, 4.7
0

then Z. is a martingale. Since it is not always easy to verify the Novikov condition directly
except for the Gaussian case (e.g., see Section 4.2) or for the bounded functional case (i.e., the
functional b in (2.5) is bounded), we shall discuss the martingale property of Z..

Let us assume the finite moment condition E[|X(|?] < oo for the initial distribution 6 in
(2.4). Then under the linear growth condition (2.7) and this finite second moment condition, as
in Proposition 2.2, we have E[sup0<,<T|X,| ] <400 (see Remark 2.1), and hence, combining
with the inequalities |b(s, X, Fj )| < CT(I + | X | ~|—u|X |+ (1 —wE[|X]]), 0<s <T and
(a1 +ar+ a3 +as)* < 4(a1 + a2 + a3 + a4) for nonnegative reals a; > 0, we obtain

T
E[/ Ib(s, X, Ff)|2ds] < 4C2T(1 + 3E[ sup |X,[?]) < oo. (4.8)
0

0<s<T
Following the proof of Lemma 3.9 (and see also Exercise 3.11) of Bain and Crisan [2], in
order to show E[Z;,] = 1, t > 0, we consider for € > 0,
zZ 1 /’ Zb(s, X, Fs) /t eZ;|b(s, X, Fy)|?
l+ez, l1+4+¢ Jo A+¢ez)? ) (1+¢Z,)3
and its expectation for 0 <r <T
Z 1 teZ%\b(s, Xy, Fy)|?
1 > E[Z] zIE[ ! ] - —E[/ £Z, |b(s ) ds] (4.10)
1+¢Z, 1+e o (I+eZ)

where we used (4.8) to show that the stochastic integral in (4.9) is indeed a martingale and
hence its expectation is zero. Thus, in order to verify E[Z,] = 1, t > 0, by letting ¢ | 0 in
(4.10) and by the dominated convergence theorem, it suffices to check

ds; t>0, 4.9

T
E[/ Z.|b(s, X, FS)|2ds] <o0: T>0. 4.11)
0

Note that since Fy = FS(”) in (2.2) depends on X. , under the linear growth condition (2.7)
on the functional b, the condition (4.11) is reduced to estimates for both

T T
E[/ ZS|XS|2ds] <oo and E[f Z.Y|X_Y|2ds] <o0: T >0, 4.12)
0 0
where the joint distribution of (X., Z.) is not the same as that of ()? L Z).

Proposition 4.1. In addition to the assumptions in Proposition 2.1, let us assume E[|Xo|*] <
+00. Then the first inequality in (4.12) holds. Moreover, for i = 2,...,n and for every
T >0,

T T
E[f ZS|XS,,A+1|2ds] <oo implies IE:[/ Zx|XS,,‘|2ds] < 00
0 0

where (X.1,...,X. ,+1) is defined from (4.1)—(4.4) with (4.5). In particular, if for every
T >0, E[fOT Zg| X n+1 |2ds] < oo, then the second inequality in (4.12) holds.
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Proof. Under the assumptions in Proposition 2.1 with E[|Xo|*] < oo, we consider for ¢ > 0
( Z| X, ) _ dZX P e dZIX P 4.13)
1+ eZ|X,? (1 +eZ|X,*)? (14 ¢ZX,?)3 ’ .

where d(Z,|X;|?) = Z,dt +(Z,X, — Z;|X,|>)dB,, t > 0. Taking the expectations, we claim

71X, X[ ' Z,
E[—" ! ]s E[—' ol ]—HE[/ —ds]
1 +¢eZ/|X,|? 1+ e|Xol? 0o (L4 eZg|X?)?

t
E[|Xol*] —l—/ E[Zds; t>0.
0

IA

Here the stochastic integrals with respect to the Brownian motion in (4.13) are indeed
martingales, as in Exercise 3.11 of Bain and Crisan [2]. Note also that b disappears in the
evaluation. Since E[Z.] < 1, by letting ¢ | 0, we obtain the first inequality in (4.12) from
E[Z/|X,’] < E[IXo*] +1.

For the second assertions, we replace Z;|X,|>/(1 + &|X,|?) in (4.13) by Z,|X,,;]>/(1 +
8|X[,,'|2), t>0 fori =2,3,...,n. Thanks to (2.7) and E[Z.] <1, we have

dE[ Zz|Xz,i|2

¢ [ Zz|Xz,i|2 ]
dt 1~|—$Z,|X,,i|2

< 1+4Cr (14 ELsup X, P+ E
]— FAacr (T ELsw X P+ B 3o s

0<s<t

E[ Zt|Xt,i+1|2 ]) '
1+ eZ|X;i1]?

As in Remark 2.1, we may derive the estimate E[supO§S§T|X‘Y|2] < oo. Then applying the

Gronwall inequality, we obtain the estimate that there exists a constant ¢ > 0 such that

[ Zt|Xz,i|2 Zt|Xt,i-4—l|2 ]
1+ eZ|X,.:|? 14+ ¢eZ|X; 4117

t 2
+ / (c + 4CTIE[—ZS|Xx’i+]| ]>e4CTTds .
0 1 + 8Zs|Xs,i+1|2

Integrating over [0, 7] with respect to ¢ and letting ¢ | 0, we claim the conclusions. [J

] < c+4cT]E[

Let us assume that (4.7) or (4.12) holds. Then the stochastic exponential (Z,, F;), t > 0 in
(4.6) is martingale. By Girsanov theorem, under a new probability measure Py with expectation
Ey, defined by

dPo/dP)| 7, = Z7 (4.14)
for every T > 0, we have the Kallianpur—Striebel formula: P, (P )-a.s.
S (p)
n(p) = Elp(X)IF = 222
)01(1)~
where (@) = BolZ 'p(X)IF]: 0<t<T (4.15)

for measurable function ¢ : R — R with E[|<p(§ )] < oco. Its proof is a direct consequence
of Proposition 3.16 and Exercise 5.1 of Bain and Crisan [2].

Given the observation ]-'f , the conditional log-likelihood function E[log(dP/dPy)|r, |.7-'7¥ ]
is

T T
E[ ~ log Z;|F}] = E[/ bis, X, F)dX, — %/ IbGs. X, F)Pds| FY].
0 0
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Substituting the expression b(s, X, Fy) = ub(s, X, X;)+(1—u) [, b(s, X,, y)my(dy), s > 0,
we see it is a quadratic function of u . Thus the conditional log-likelihood is maximized at the
conditional maximum likelihood estimator %y defined by

o B[ W ]

x E[/TE(s, Xy, X)d (X - /S/RE(W Xu, ﬁmu(dY)d“) ‘f;{] ’
0 0
(4.16)

where D(s, x, z) == E(s, X,2) —fR Z(s, x, y)ym(dy) is defined as in the proof of Proposition 3.3
for x,z € R, 0 <s < T . The maximum likelihood estimator %y in (4.16) is well defined if
the denominator is not zero, e.g., 5(., ) #0.

The analysis of (4.16) is not straightforward due to the conditional expectation and the
filtering feature. We shall discuss the filtering equations in Section 4.1 and then see the
consistent estimators under the special linear case in Section 4.2. For the theory of parameter
estimation in Stochastic Filtering, see e.g., chapter 17 of Liptser and Shiryayev [20].

4.1. Filtering equations
In the following let us assume under P, defined in (4.14)
t
IP’()(/ Eo[1b(s, Xy, Fo)l | FX][7ds < oo) —1: 0<r<T. 4.17)
0

Proposition 4.2.  Let us recall (4.5) and assume (4.12) and (4.17). For every ¢ € CO(R) the
conditional expectations p.(p) = Eo[Z~ (p(X )|fX] in (4.15) satisfy

t t
oi(@) = m)(<p)+/ Ps,2(pb)d X +f ps3(Asp)ds, 0<tr<T, (4.18)
0 0

where 0(9) = Elp(Xo)|FX1 = Elp(Xo)]l = Elp(Xo)] in (4.15), pya(pb) and p,3(Ap)
are defined by

ps2(pb) = Eo[Z7 o(X)b(s, Xy, FIFY], (4.19)

posBig) = Bo[ 2 (0 Robts, Ko, o)+ 5o/ G| 7], 05 =7 @20)

Here F. = F 1 and F., are the random measures deﬁned as in (4.2) from the law of
X =X 1> X =X 2 and X 3, in the solution (X X 2, X.3) to the system (4.1)—(4.2) of
the directed chain stochastic differential equation with the distributional constraints (4.3)—(4.4).

Proof. The proof idea is a slight modification of Theorem 3.24 of Bain and Crisan [2]. For
¢ € Cg(]R) let us take the semimartingale decomposition ¢(X.) = @(Xo) + M? + AY of
o(X.), where M? and A?Y are the martingale and the finite variation terms, respectively,

1Y Irv v 1 "oy
thw = @ (X)dB; >, dA;‘p = @' (X)b(t, X;, F;2)dt + Eﬁl’ (X;)de,

and then con51der Z’“‘" go()?,), t > 0 for ¢ > 0, and its conditional expectation with respect
to Fy , where Za = Z7 Y/ (1 +ez™Y), t > 0. Since dZ;! = Z7'b(t, X,, F))dX,, t > 0,
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we have

-1 -2 2
Z[ b(t’Xl’lFt)d t_gzz |b(t7XI‘;FI)| dt, tz()
(1+&zZ7")? (1+ez7)
Substituting these expressions for M¢, A? and Za into
EolZ{ p(X)|F¥] = EolZgp(Xo)l Fi]

t t t
+ Eo| / Z¢dA? + / ZedM? + / o(X,)dZ®

0 0 0
and taking the limits as ¢ | O under (4.12) and (4.17), we obtain (4.18) with (4.19)—(4.20).
Indeed, we need (4.12) to show (4.11) and then with [l¢|le = sup,crle(x)| for ¢ € Cg(R),
5o 9(X)b(s, X, Fy)

EO[/OI 7

e
Z, =

f;‘] , 421)

2 t
as] = I IZE[ [ Z40b6s, X, Fofas] < oo,
0

o (+ezih
t v t
Ze (p(Xs)b(sv Xs’ Fs) 2 X 2 2
Eo[/o ma[|Z: - PR S R Jas] < 1ols[ [z, . Fofas] < oo,
and hence

t"" gsb vast ! el isb ’stFs
Eo[/ Zj.w_l)dxs ]:%(] - / Eo[zf.w_l) ]:])"(:IdXs~

0 (I+eZ) 0 (1+¢eZ;h)

(4.22)

is a martingale under Py for 0 <t < T . We need (4.17) to verify that P, a.s.

/’ B[ 7 o(Xb(s, X;, Fy)
0

2
FX1 = ps2(0b)| ds
s (1-’—82_‘_1) T] /O.,Z(‘p ))
t
< 4||qo||§o/ [Bollb(s., X, )| FF112ds < oo
0

for 0 < t < T and then by the dominated convergence theorem to show that as ¢ |
0, for a suitably chosen subsequence ¢, | 0, (4.22) converges Pj-a.s. to the Pj-local
martingale fo ps2(pb)d X . The convergence of the other terms in (4.21) along ¢, is relatively
straightforward. [

More generally, for every n > 2 and every k = 1,2,...,n, given ¢(t, x) € C"2([0, T] x
R*) with bounded support in R*¥ and bounded in time 0 < ¢t < T let us recall (4.5),

ie., X.; = X., and define

i) = BolZ ot X1, o, Xy I FRl; k=2,...,n,0<t<T, (4.23)
and similarly, let us define the normalized version

Tlp) = Elot, X1, ..., X, )| FXl; k=2,...,n, 0<t<T (4.24)
for ¢ € C2([0, T] x R¥), and for (s,x) € [0, TIxRF, i = 1,2,...,n
2

)
(s,x), Diep(s,x) = peacEll

1

d¢
Bx,-
Then with a similar reasoning as in the proof of Proposition 4.2, we obtain the following system

(4.25) of Zakai equations for the (unnormalized) conditional expectations p., of function of
X.1,..., X)), k =12,...,n with respect to ]-'f and for arbitrary n > 2.

dg
D;p(s, x) = g(s,x), Dip(s, x) =
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Proposition 4.3. Under the same assumption as in Proposition 4.2, p.(p) in (4.23) satisfies

t t
put(@) = 1020+ [ pustgbaX+ [ puani(Taprds. (425)
0 0
where the integrands are defined by
k
prani(Aig) = Eo| 27 (30 Digls, Kot X - bls. Koy o)
i=1
| X
+ E ZDIZ([)(S, Xs,la ey X.Y,k)

i=1

+ D‘v(P(S, Ys,la ) Ys,k) + DI(/’(S» Y.&‘,lv e 7x,k)
b5, X, F0) |7

and
Ps.i(pb) == Bo[Z (s, X1, -+, X5 )b(s, Xon, Fo) | F7 ] (4.26)
for 0<s<t<T, k=2,...,n and for arbitrary n > 2.
Now under the assumption (4.12), we have the Kallianpur—Striebel formula: Py (P)-a.s.
) = 2ED o Za o 0<i<T.
’ (1)

Then it follows from Proposition 4.2 that
t

t
p(D) = 1+ / pia(b)dX, = 1+ f ps(Dmea(b)dX,; 0<1<T. 4.27)
0 0

For fixed ¢ > 0, applying Ito’s formula to (1/2)log(e + |o,(1)]?) with (4.27), we obtain
Lo/ (D)|*7, 2(b) dxX, + (e — 1o (D)o (D) 2|7, 2(b)
e+lpPF 2(e + o (D)

for 0 <t < T . Under the assumption of Proposition 4.3, letting ¢ | 0, by the dominated
convergence theorem, we have log p,(1) = fot s 2(b)dX, — % for |75 2(b)|*ds , and hence

dr

d(%log(e + |pf(1>|2>) =

t 1 t
EolZ 111 = pu(1) = exp( / 75 2(b)AXy = / ma(B)ds)s 0<1<T.
0 0

Proposition 4.4. In addition to the assumption in Proposition 4.2, let us assume
t
IP’(/ EORE <oo) =1: k=2..n,0<t<T. (4.28)
0

Then the conditional expectation 7. ;(¢) in (4.24) with respect to FX satisfies the following
system of Kushner—Stratonovich equations

mk(p) = mox(e) + / (775, 1 (9b) — 705 1 (B)7T5 1 (@) (A X — 715 1 (D)ds) + / 7y k1 (A @)ds
0 0
(4.29)

where we define 7, (9b) = poi(pb)/ps(1), Tss1(Asp) = pyss1(Asp) / py(1) from (4.26)
for 0<t<T, k =2,...,n and for arbitrary n > 2.
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Proof. The proof is now straightforward by 1t6’s formula under the condition (4.28) thanks to
the representations of p.(1) and p. (@) in (4.25). O

Remark 4.2. As in Remarks 2.4 and 3.1, when u € (0, 1], as a description of the conditional
expectations m.x, p.x, k = 2,...,n with respect to Fj , the system (4.25) or the system
(4.29) has an infinite-dimensional aspect. This is because p.; in (4.25) is represented by
the integral of p.; with respect to dX; and the integral of p.;4; with respect to ds and
because p.jy4; is the conditional expectation of function of (Y.,l, co, X)) if w € (0,1]
forevery k = 2,...,n.The system (4.29) for m.; has the same aspect, inherited from p.; in
(4.25). Since n is arbitrary, the chain of such descriptions continues. Unique characterizations
of conditional expectations as a solution to this infinite system of Zakai equations (4.25)
and Kushner—Stratonovich equations (4.29) are out of scope of the current paper. Numerical
methods, particle methods and their comparisons for solving such systems are also interesting
ongoing projects. [

4.2. Connection to the infinite-dimensional Ornstein—Uhlenbeck process

Let us take a time-homogeneous linear functional b(f,x, u) = — fR(x — y)u(dy) for
t >0, x e R, u € M(R) of mean-reverting type. Then, (2.1) is reduced to the stochastic
differential equation

dX( = —(u (X" = X{") + (1 — )X = E[X["]) dt +dB,; >0 (4.30)

for each u € [0, 1], where we recall that X has the same law as X and is independent of
the Brownian motion B.

In the case u = 0, we have X© = X° where X* is the solution of the pure
McKean—Vlasov stochastic differential equation
dX: = —(Xr —E[X’])dt +dB,, t>0. (4.31)

In the case u = 1, we have XU = XT, where X1 is given by
dx! = —(x/ = XNdt +dB,, t>0, (4.32)

with X' having the same law as Xt and being independent of B.
Coming back to the general case with u € [0, 1] and setting a fixed initial value X(()”) =0,
we see that the expectations are constant in time

E[X"] = E[X"] = E[X'] = E[X{] =0, >0, uecl0,1], (4.33)

with an explicitly solvable Gaussian pair (X“(r), X®“\(r)) for 1 > 0, u € [0, 1]

t t
X" = / e X ds —l—/ e "=9dB,,
0 0

Wt — s (4.34)

k!

P ,

t o0
X" = / Zpo,k(t —s;u)dWspe,  por(t —siu) =

0 %=0
where (WX, k > 0) is a sequence of independent, one-dimensional standard Brownian motions,
independent of the Brownian motion B(-). Note that the integrand po,(t — s;u), k € Ny
in (4.34) is a (taboo) transition probability P(M(t — s) = k|M(0) = 0) of a continuous-
time Markov chain M(-) in the state space Ny with generator matrix Q@ = (g ;)i jeN,
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with ¢;;+1 = u € [0,1], ¢;; = —1 and ¢;; = O for the other entries j # i,i + 1.
When 4 = 0, Q is the generator of a Markov chain with jump rate 1 from state i and
is killed immediately. When u = 1, @ is the generator of a Poisson process with rate 1.

When u € (0, 1), it jumps from i to i + 1 with probability u and killed with probability
(1 —u). Thus we interpret po x(t —s; u) as (0, k) -element of the Ny x Ny -dimensional matrix
exponential e~92 ie.,

(pij(t —s5u) == P(M(t —s) = jIM(O0) = i),i,j eNg) = ((¢"V9);;,i,j € No);

t>s5>0.

For the matrix exponential ', t > 0 of such @, see for example, [11]. Then we have a
Feynman—Kac representation formula

; oo
0 = B /0 > L =0dWer M) = 0]; 120, (4.35)
k=0

where the expectation is taken with respect to the probability induced by the Markov chain
M(-), independent of the Brownian motions (W.;, k € Np).

Indeed, by Proposition 3.1, the solution (4.34) is obtained by an infinite particle approxi-
mation

dX( = (X" —uX®, Dt +dW, . 120, keN (4.36)
of the simplified form of (4.30), that is,
dx" = —(x"™ —uX"“)dr +dB,; t>0.

Here we assume a(Xﬁ_”k)H,t > 0) and o(W,;,t > 0) are independent for every k € Nj.
The infinite particle system (4.36) can be represented as an infinite-dimensional Ornstein—
Uhlenbeck stochastic differential equation or more generally, stochastic evolution equation (see

e.g., [1,3,8,9,16] for more general results in Hilbert spaces)
dXt == QX; dt + dW[ N (4.37)

where X. = (X(L;()k € Np) with Xg = 0, and W. = (W, k € Npy). Note that the
transition probabilities P(M(t) = k|M(©0) = i) = ('%)x, i,k € Ny of the continuous-
time Markov chain M(-) defined in the previous paragraph satisfy the backward Kolmogorov
equation

4o _ 0.
5 e’ = Q0ée%; t>0.
Thus, by It6’s formula we directly verify

t t
d(/ e(”S)QdWS) - (Q/ e(”S)QdWS) dt +dW,: >0,
0 0

and hence
t
X, = / AW >0,
0

is a solution to (4.37). Therefore, (4.34) is the solution to (4.30). Although @ has the specific
form here, it is easy to see that in general, the Feynman—Kac formula (4.35) still holds for the
infinite-dimensional Ornstein—Uhlenbeck process with a class of generators @ which form
a Banach algebra (e.g., the generator of the discrete-state, compound Poisson processes, see

[11D).
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Table 1
Different behaviors for different values of u in the linear, Gaussian case (4.30). Asymptotic
variances are given in Remark 4.3. Dependence is described in (4.38).

u Interaction type Asymptotic variance Asymptotic independence
(Propagation of chaos)

u=0 Purely mean-field (4.31) Stabilized Independent
u € (0,1) Mixed interaction Stabilized Dependent
u=1 Purely directed chain (4.32) Explosive Dependent

4.2.1. Asymptotic dichotomy
With X(()") = 0 still, it follows from (4.34) that the auto covariance and cross covariance
are

S
E(X“X"] = E[X®WX"] = ¢ 0= / e IQuy(t —s +vuydv; 0<s <1,

0
E[X"X"] = u f e CTVEXWX]dv = u f e CTVEXX[1dv; 1,5 >0
0 0
(4.38)

for u € [0,1]. Here I,(-) is the modified Bessel function of the first kind with index v,
defined by

o 22k+v
I,(x) = E (x/2) ;o x>0,v>—1.
— I'k+1)- I'v+k+1)

Note that the Bessel functions Iy(x) and [;(x) grow with the order of O(e* /+/2mx) as
X — 00.

Remark 4.3 (Asymptotic Dichotomy of (4.30)). The asymptotic behaviors of their variances
as t — oo are dichotomous as in Table 1:

r o), wuel0,1)
Var(X" =/ 2 1 Quv)d :{ ’ o 4.39
ar(X;™) ¢ 0(2uv)dv oWD. u=1. (4.39)
1—672[
with  Var(X'”) = Var(X?) = —

Var(X'") = Var(X) = t e 2 (Ip(2t) + (21)).

1. When u € [0, 1), the process X® is positive recurrent and its stationary distribution
is Gaussian with mean 0 and variance

oo

1

: W)y _ —2v —

tlirgloVar(Xt )_/0 e “"IpQCuv)dv = Winr < 0. (4.40)
In particular, when u = 0, X©® = X°* is an Ornstein—Uhlenbeck process with a
stationary Gaussian distribution of mean 0 and variance 1/2, independent of X© =
Xe.

2. When u = 1, the process XD = x is a mean zero Gaussian process with
growing variance of the order O(J/1) with lim,_, s Var(X,T ) = oo, given by (4.39)
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and covariances
E[X[X]] = EIX[X]] = ¢~ ”/ e 2/t —s+vw)dv; 0<s<t.

In particular, IE[X;[XQL] = O(e U2VUF)I9=1/4) for large t — 00.

This asymptotic dichotomy is an answer to the first question posed in Section 1. Namely,
the large system of type (1.1) diverges widely, while the large system of type (1.2) converges
to the stationary distribution as + — oo under the linear case of (4.30). O

Remark 4.4 (Repulsive Case). Instead of mean-reverting, if the drift functional b is of
repulsive type b(t,x, u) = fR(x — y)u(dy), then the resulting paired process in (2.1) with
= 1 is described by

dX} = (X} = XhHdt +dB,; >0 (4.41)

with the conditions (2.2)—(2.3). The solution with the initial values X;*; = )?3 = 0 is given

by
t t t k k
= ~ — Dk —
X} = /0 eHX}dst/O ¢dB,, X; = /0 Zefﬂ-%dw&k; t>0

for independent Brownian motions W.;, k € Ny, independent of B.. In this case the variance
grows exponentially fast, i.e., Var(Xf) = te?(Ip(2t) — [;(21)), t > 0. O

Remark 4.5 (Discrete-time Time Series). The discrete-time version of (4.30) with distributional

constraints can be defined by the difference equation for (X, X = (X(”) ,((”)), k =
0,1,..., for example, given constants a € (0, 1), u € [0, 1],
Xy = aXp—1 + (1 —a)(uik,1+(1 —wE[Xi—1D+te; k=1,2,... 4.42)

where we assume Law({X;,k = 0,1,2,...}) = Law({gk,k = 0,1,2,...} de the
independently, identically distributed noise sequence &, k > 1 is independent of X.. We
shall solve for the joint distribution of (X, Xk) k>0. Agaln for 51mp11c1ty, let us assume

Xo = 0 = XO Then~1t reduces to E[X;] = [Xk] = 0,1,2,..., and hence to
X = an 1+(1 —a)uXp_1+e¢er; k=1,2,... with dlstrlbutlonal constraints.
By recursive substltutlons we have X| = ¢, X» = aX; + (1 — a)uX] + &, X3 =

aX, + (1 — a)qu +eé&3,and X, = ”Zk lak "4 —a)X,_x + Zk Oa &,_k . Thanks to the
distributional constraints, we represent the distribution of the solution to (4.42) as

k ~ k
X,= Y. (E)u‘(l—a)za"‘zen_k,e, X,= Y <e>uz(1—a)‘ak‘zsn_k,e+1,

0<t<k<n-—1 0<l<k<n—1
where ¢,,,, n,m € N are independently, identically distributed noise with ¢, = &, for
n € N. While the stochastic kernel in the stochastic integral in (4.34) for the solution to the
continuous time equation (4.30) is a Poisson probability, the stochastic kernel for the solution
to the discrete time equation (4.42) is a binomial probability. The variance and covariances can
be calculated, e.g.,
2 - 2 20 _2(k—1) = k k a’
E[X]_ZZ<> (1—a)*a =Y u(1-a) 2F1<—k,—k,1, m)
k=0 £=0 k=0

where ,Fi(-) is the Gauss hypergeometric function. [J
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Remark 4.6. We may generalize these explicit examples in this section to time-inhomogeneous,
linear equations, where the dependence on expectations and marginal laws remain to exist in the
expressions. The resulting expressions would become more complicated. Here we demonstrate
some simple examples with the connection to the infinite-dimensional Ornstein—Uhlenbeck
processes. [l

4.2.2. Consistent estimation ~
Let us denote by F;,t > 0 the filtration generated by the solution pair (X., X.) =
(X®, X @) in (4.30). Thanks to the Girsanov theorem, the log Radon—-Nikodym derivative
of the solution P® with respect to the Wiener measure PP is given by
dp®
dPy

Thus given F;¥, the observer may maximize the conditional log likelihood function
=gy |, ) ]
—1lo
Sap, |5/
with respect to u, and formally obtain a unique maximizer, corresponding to (4.16),

T - -1 T - T _
W= (/ E[X21F¥]dr) E[/ X,X,dt+/ X, dX,
0 0 0

as an estimator of u. Evaluation of these conditional expectations in (4.43) is a filtering
problem. ~

The detailed study of @ in (4.43) still remains an open problem. If we replace X. by X.
in (4.43), then we obtain a modified estimator

T = (/OT X,zdt)_l.(/oT X,Zdt+/oT X,dx,) - 1—(2/0T X?dz)_l(T—x%). (4.44)

It follows from (4.40) that limy_ %, = 1 —+/1 —u? < u € [0,1]. Thus this modified
estimator u,, underestimates the value u asymptotically as T — oo.

Another typical method of estimation of u is known as the method of moments. We may
obtain the method of moments estimator by matching the second moment in the limit, i.e.,

Ty = [1 - (% /0 ' thdt>_2]l/2. (4.45)

It follows from (4.40) directly that limr_ o, %y = u € [0, 1]. Thus this method of moments
estimator uy, is asymptotically consistent to the value u € [0, 1], as T — oo.

T - 1 7 ~
log = / (X: —uX)dX, + 5/ (X, —uX)*dr.
0 0

Fr

FX ] (4.43)
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Appendix
A.l. Sketch of proof of (3.28)

We shall sketch the poof of (3.28) for Proposition 3.3 when u > 0. If u = 0, it reduces to
the case of propagation of chaos results and it is given in [27]. First note that by the construc-
tion, Y.,i in (3.5)—(3.6) is determined by the iteration 74 = P(-, (Mmy)o<s<» (YS,,-H)QSSS.,
(Ws.i)o<s<.) as in (2.12), where Y.Hl is independent of W.; for i = n,n—1,...,1, that
is, with this random iterative map and a slight abuse of notation, we may write and view

i = X = Bo®o- 0B (X yrs Wi o ou W) = S gy Wepy oo, W)
(A.1)

for 0 <t < T as an element in the space C([0, T],R) = C([0, T]) of continuous functions.
Thus, n;, i = n+ 1,n,n —1,...,1 possess a discrete-time Markov chain structure. In
particular, for j < k < i, given n;, the distribution of n; and 7; are conditionally
independent.

Let us write W = (W.,,..., W) for simplicity. For every Lipschitz function ¢(-)
with Lipschitz constant K , there exists a constant ¢ > 0 such that the difference between
the conditional expectation of w(Y,,l), given YS,,,_H, 0 < s < T and the unconditional
expectation of @(Y,,l) is bounded by

E[ sup [Elo(X; )| Xsn41.0 <5 < T1—Elp(X, )]11%]

0<t<T

= / sup | / (EY 0@ 0115 W] = EY [0(@{" Gini1: W)
C([0,T]) 0=t=T ' JC([0,T])

2
X m(dﬁn+l) m(dnnJrl)

< f sup EV[|o(®" (413 W)) — (B (Fp1: W))IPIm(dT, 1 1)m(dn, 1)
C([0,T])? 0<t<T

n

~ ~ C
<K [ B sup [ 00e) — B )P @O <
C([0.71)? 0=<r<T n!

where EW is the expectation with respect to W and the last inequality is verified in a similar
way as in the proof of Proposition 2.1, thanks to the Lipschitz continuity (2.6) of the functional
b(-). Similarly, there exists a constant ¢ > 0 such that we have the estimate

ck=J

— — — 2
E[ sup [Blpte, X, )i%os 05 < T1 = Blow, Xl ] < Y

0<t<T,xeR - (k - J)'
(A.2)

for a Lipschitz function ¢(x, y) : R> — R with |o(x1, y1) — @(x2, y2)| < K(|x1 — x2| + |y1 —
y2l).
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Second, note that because of the definition of b(-, -, -) appeared in (3.28), for every j =
1,...,n,

Elb(s, x, X, )] = /E(s,x,z)ms(dw—/5<s,x,y>ms<dy) =0; s>0, xeR.
R R

Combining this observation and the Markov chain structure with (A.2), for j < k < i we
evaluate

E[b(s» Ys,i ) Ys,j)z(s’ 7s,i’ Ys,k)]

= E[b(sa YS,I' ’ YS,k)]E[E(Sv X.S‘,i5 7S,j)'Y-,iv Y,k]]
Xois Xo 0BG, x, X DIX i X ]|, ]

= EIB(s, X, XoELbGs, x, X DIX il ]
N ANV T N 21)1/2 R e
< EIB(s X, XD - @B, x X)X sl D = €[ = |7

(A.3)

where the constant ¢ does not depend on (s, i, j, k) and we used the Lipschitz continuity of
b(-) and a similar technique as in the proof of Proposition 2.2 to show sup,_ 5T(IE[lE(s, X
Ys,k)|2])1/2 < C for some constant C which does not depend on (i, k). This is the case
I<j<k<iz<n.

For the case i < j <k orthe case j <i < k we need the estimates

— _ 2
E[ s [Ele(r, X, 0%, 0 <5 < 71— Elp(x, X0 |

0<t<T, xeR

ck=i
< —; k>j. (A4)

(k — !
This is similar to (A.2) but the condition in the conditional expectation is reverse in discrete-
time. We shall construct time-reversal of the discrete-time Markov chain structure (A.1). To
do so, as in Proposition 2.1, given the marginal law m(-) = m*(-) with the marginal density
function m, : R — R, at time ¢ > 0 in the assumptions (3.21)—(3.22) of Proposition 3.3,
let us consider the following system of the directed chain stochastic equation with mean-field
interaction for (Y., X., X.):

dX, = [ug(t,Xt,)?,)+(l —u)fE(t,x,,z)ﬁ,(dz)]dr+d3,,
R

m(Y;)

m(X;)

driven by independent Brownian motions (B., B.), where we assume the distributional con-
straints

Law(X) = Law(X.) = Law(Y)),

(AS)

dy, = [ug(t, Y, X,)- + —u)f bt. Yt’z)fﬁt(dZ)]dt"'dE
R

~ ~ A.6
Law(Xo, Xo, Yo) = Law(Xo) ® Law(Xo) ® Law(Yp), (A.0)

and my,(-) is the marginal law, i.e.,
m; = Law(Y;) = Law(X,) = Law()N(t); t>0, (A7)

with the independence relations, similar to (2.3),

0(X,,t>0)1La(B,t>0), (X, X)), t>0)1o(B,t>0). (A.8)
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We claim that the conditional distribution of Y,, given X, , is the same as the conditional
distribution of X;, given X, for every t > 0, i.e.,

Conditional Law(Y; | X;) = Conditional Law(}?, | X); t=>0. (A9)
with the condition
m, = Law(X;) = Law()?,) =Law(¥,) = m,; t>0. (A.10)

Indeed, thanks to (3.21)—(3.22) and the fixed point argument, by some appropriate changes in
the proof of Proposition 2.1, the weak solution (Y., X., X ) to (A.5) exists with the constraints
(A.6)—(A.8), and its joint law and marginal laws are uniquely determined. Since the couple
(X., Xv.) also solves the first equation in (2.1), it follows from the construction of the system
(A.5) and the uniqueness of (marginal) law in Proposition 2.1 that Law(%.) = Law(X.) with
the marginal m(-) = m*(-) and its marginal density m;,, t > 0. Thus we obtain (A.10).
Moreover, as in Proposition 3.1, its joint distribution M. of (X, )?.) satisfies the integral
equation (3.11) with (3.12). Similarly, the joint distribution M. of (Y., X.) satisfies the integral
equation

t
/g(X)mz(dX) = /g(X)mo(dX)+/ [AiM)glds; 0=<t<T, (A.11)
R R 0
similar to (3.11), for every test function g € CCZ(R) , where
~ o ~ mGn)
A;M)g = u / Bs, yi, y2) - 22 o1y )M, (dyydys)
R2 mg(y2)

+ (1 —u) / 217(& Vi, ¥2)& (y1)m,(dy))my(dy»)
R

1
+ 5/ g'(ymy(dy)); 0<s<T. (A.12)
R

The uniqueness of solution to this integral equation (A.11) may be shown as in Lemma 10 of
Oelschlédger [25]. Thus, comparing (3.11) with (A.11), we obtain (A.9) from (A.10) and the
time-reversible relation

ms(y) My(dyrdys) = my(y)M(dyidys); 0<s<T, (y,y) € R

Thus, thanks again to the Lipschitz continuity (3.21) and linear growth condition (3.22),
repeating the derivation of (A.2) but now with this reversed discrete-time Markov chain
relationship (A.9), we obtain (A.4). Hence both for the cases j <i < k and i < j < k
there exist constants ¢ and C such that
o ck=i 1/2
EIB(s, X X505, Kois X = € [ 7]

Therefore, we conclude (3.28), because there exist constants ¢, C > 0 such that

1 n n _ . o _ . .
— > Y EIb(s, Xoi, X, )b(s, Xyi, Xy 0)]
n j=1 k=1

o0

ZZ[(k k—j ]1/2 Z[ ]1/2 oo,

— 7))
j=1 k=j ‘]) k=l
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