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Introduction to rank-based diffusions

On (2, F,F,P), let us consider an 7 -dimensional diffusion
X(t) := (Xa(t),..., Xn(t)) described by

n n
dXi(t) = > gk Lix(e) = ruopdt+ ) ok Lix () = (o3 d Wi(t)
k=1 k=1

for t>0, 1<i<n with X(0) = x € R",

where ¢1,...,9, and oy,...,0, are some constants,

W() = (Wi(-),..., Wyp(-)) is an m-dimensional Brownian
motion, 1. is the indicator function of sets and

Ry(t) is the k-th largest (reversed order statistics) among
(X1(t),..., Xn(t)), ie., Ri(t) > ... > Ry(t) for every t > 0.
Here, we resolve the ties of ranking in favor of the lowest index,
and we consider solution with the non-stickiness conditions

/O 1{Rih(t):RH1(t>}dt = 0, k = 1,2,...,77,— 1.



Simulated ranked process Rj(-)
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With piece-wise constant functions
n n
g(z) = > gp xnk(z), o(z) =D ok Xnp(z),
k=1 k=1

Xnk(Z) = Li(n—k)/n<z<(n—k+1)/n}, K =1,...,m, TER
and the empirical measure process

the system can be rewritten as
dXi(t) = g(F(X(1); pnlt)))dt + o (F(X(1); pn(t)))d Wi(2)

for t >0, where F(z;u) := p((—o00,z)), = € R represents
the cumulative distribution function of a probability measure
w(-), and 6,(-) is the Dirac delta measure at z € R.



Under appropriate conditions, as n — oo, the empirical
measure pn(-) converges weakly to a deterministic path p(-),
the unique solution of a MCKEAN-VLASOV equation, and its
cumulative distribution «(¢,z) := F(z;p.(t)), t>0, z €R
satisfies the porous medium equation

B = 82(G(u)) + 82,(S(w));

G() = —/0. g(y)dy, S(-) := ;/O.az(y)dy-

(DEMBO, SHKOLNIKOV, VARADHAN & ZEITOUNI (’12))
e The convergence is exponentially fast and the fluctuations
around this limit are gaussian described by an SPDE
(KoLLI & SHKOLNIKOV (’18) ).
e Application to financial markets
BANNER, FERNHOLZ & KARATZzAS ('05) IcHIBA ET AL. (’11)
JOURDAIN & REYGNER (’15), ...



Non-degenerate case

When oy >0, £k =1,...,n,

e Existence of weak solution (2, F,P), (X(-), W(-)), by the
theory of the martingale problem of STROOCK & VARADHAN
with the ALEXANDROFF-KRYLOV estimates,

e Uniqueness in distribution - by Bass & Parboux (’87)
e Pathwise uniqueness

- holds up to the time 7 of triple collision
T = inf{t >0: Xi(t) = Xj(t) = Xk(t)

for some 1 # 5,7 # k,k # 1},

Prokas (’11), IcHIBA, KARATZAS & SHKOLNIKOV (’13),
FERNHOLZ, IcHIBA, KARATZAS & PRrOKAJ (’13).
e Positive recurrence property
PaL & PiTMaN (’10), DEMBO & Tsal ('17), ...
e Pathwise differentiability LipsHUTZ & RAMANAN (’19ab).
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Still in non-degenerate case.

If a concavity relation of diffusion coefficients

1

0225(0%71_‘_0%4»1)7 k:21"'7n_1

holds and the initial value x is away from the triple points, i.e.,
x¢{r eR" 1z, =x; = x for some 1 # 7,7 # k, k # 1}

then
P(T < o0) =0,

and hence, it is strongly solvable over the time interval [0, c0).
IcHIBA, KARATZAS & SHKOLNIKOV ('13)
IcHIBA & SARANTSEV ('17)



Degenerate cases:

In this talk, we shall consider degenerate cases by allowing
some of o to be zero in

n n
dXi(t) = > gk Lix(e) = ro3dt+ D 0k - Lix(t) = Ry (1)}dBi(t)
k=1 k=1
fore=1,...,n, t>0.
e For example, n = 2:
FERNHOLZ, ICHIBA, KARATZAS & PROKAJ (’13).
(cf. IcHIBA, KARATZAS & PROKAJ (’13),
IcHIBA, KARATZAS, PROKAJ & YAN (’18))
e When n = 3, we consider two extreme cases
(i) oy =03 =0,0,=1; (i) og =03 =1, 020 =0.

Assume the initial value is fixed and away from the triple points
x¢{z € R":z; = zj = z} for some 1 # 7,7 # k, k # 1}.

£<3



Proposition (n = 3).

In case (i) 01 = 03 = 0, 02 = 1 with n = 3, the system of
equations for : = 1,2,3

3 . .
Xi() = wﬁZ/O gkl{xz(t):Rk(t)}dH/o Lix,(t) = Ra(t)3dBi(2)
k=1

admits a pathwise unique, strong solution with the non-sticky
condition and there is no triple collision

P(T < 00) = 0.



Simulation: case (i)

0.0
|

-0.2
|

-0.4

-0.6
|

T T T T T T T T T T I
0 01 02 03 04 05 06 07 08 09 1
Black = Xi(-), Red = X3(-), Green = X3(-).
Here we have taken —g; = 1 = g3.
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Case (ii)

e Incase (ii) 01 = 03 =

1, 0o = 0 with n = 3, for the
system of equations, 2 = 1,2,3

3
Xi(t) = = + Z/o 9k 1ix,(¢) = Ry(2)} AF
k=1

+/0 (1{Xz(t):R1(t)}+1{Xi(t):R3(t)})dBi(t)1

there exists a weak solution, unique in the sense of distribution
and
L(, Rl — Rg) = 0,
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Case (ii) 0y = 03 =1, 00 =0

L(,Rl — Rg) = 0,

where L(t;Z=) is the semimartingale local time for a real-valued
semimartingale Z(-) accumulated at the origin over the time
interval [0,t] for t >0, i.e

L(+E) := L&(") := lglﬂjlg/ Lio<z(s)<e3(2)(s) -

o This solution is path-wise unique and strong

until the first ttme 7 when the triple collision occurs.
o However, the solution fails to be strong after 7.

In particular, if g; < g3, P(7 < o0) = 1.
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Simulation: case (ii)

Xi1(-) (Black) X3(-) (Red) Xs(:) (Green)
with g; := —0.5, g2:=0, g3:=05, 01 =03 =1, 02 = 0.
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Analysis of case (i)
0'1:0'320,0'2:1.
Suppose a solution exists. Then the ranked process satisfies

Ri(t) = ;m+gt+ %A(m)(t),
1 1
Rf(t) =+ gt+ W(t) - 5 A(1*2)(t) + 5 A(2’3)(t),

1
Rg((t) =23+ g3t — EA(Q’?))(t),

thanks to BANNER & GHOMRASNI ('08), where

3 .
w() = Z/O Lex,(t)=r2 (1)} 4Bi(2)
1=1

is standard Brownian motion by the P. LEvY theorem and we
denote by AF4(t) = L(t; R — R)) the local time
accumulated at the origin by the continuous, nonnegative
semimartingale R;(-) — R;°(:) over the time interval [0, ¢].
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Gaps (G(), H())
We set now
G() == R{'() - R¥(),  H():= Ry ()—Ri()

for the sizes of the gaps between the leader and the middle
particle, and between the middle particle and the laggard,
respectively, and obtain the semimartingale representations

Gt) = 11— 2 — (@2 — o) t — W(t) — L (1) + L),

H(t) = 22— 3~ (95— 9) t+ W(D) - 5 L9(8) + L7(1)

for t>0.
The gaps are the reflecting Brownian motion in the theory of
HARRISON & REIMAN (’81) but with degeneracy.

15



Construction of gaps: case (i)

Informed with this analysis, we start with given real numbers
gi, * = 1,2,3 and z; > 7 > z3, and construct a filtered
probability space (Q,F,P), F = {F(t)},, ., under which
W(-) is a standard Brownian motion.
Solving the Skorokhod reflection equation

A(t) 1= max (— (- )+ (- 90) s+ W(s)+ 5 1)
1 +
D(t) == max (= (22— 23) + (99— ) s = W(s) + 5 A(5))
we define the gaps by the SKOROKHOD map

G() = U(')+C}I§1§§(— Us))™, H():= V()+max(-V(s)",

0<s<:
Ut) = o1 — 2 — (g2 — 1) t — W(¢) — %I‘(t),
V(t)=a—a3— (95— g2) t + W(t) — %A(t)

for t > 0.
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Construction of ranks: case (i)

We introduce now
1
Rl(t) =1+ 0 t+ 5 A(t)

Rolt) = @+ grt+ W() — o A(t) + - T(2)

1
Rg(t) = 23+ 93 t— E F(t)

for 0 <t < o0 and note the relations

Ri(-) = R2(1) = G(-) >0, Rz(-)—Rs(-)=H()>0

By PAYLEY-WIENER-ZYGMUND theorem for W (-)

B(Ri() ~ Rs(-) = G()+ H() > 0) = 1.

“Two ballistic motions cannot squeeze a diffusive
(Brownian) motion".
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Construction of individual motions: case (i)

We start at time 79 = 0 and

follow the paths of the top particle and of the pair consisting of
the bottom two particles separately, until the top particle
collides with the leader of the bottom pair (at time gg).

Then we follow the paths of the bottom particle and of the pair
consisting of the top two particles separately, until the bottom
particle collides with the laggard of the top pair (at time 7).
We repeat the procedure until & := limg_ oo Tx = limg 00 Pk

0=70<p@p<T<pe < <Tp<gp<---,

e During each interval of the form [7%, 0x) or [gk, Tk+1), @
pathwise unique, strong solution of the corresponding
two-particle system FERNHOLZ ET AL.('13).

(cf. KARATZAS, PAL & SHKOLNIKOV ('12))
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Positive recurrence: case (i)

Proposition If the stability condition

2(93— )+ (91—92) >0, 2(g2—g1)+(92—93) >0

holds, then the gap process (G(-), H(:))is positive recurrent,
has a unique invariant probability measure = with
m((0,00)?) = 1, and converges to this measure in distribution
as t — oo with the strong laws of large numbers

Tim / F(G(2), H(t))dt = /[Om)zf(x,y)w(dx,dy) as.;
Particularly,

. LE(%) 2 . LA(t)

B = = glete-2a), fim = = 50e-0-g).

Proof is an extension of HoBsoN & ROGERs (’93).
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In the symmetric case g» — g1 = g3 — g2 =@ A/2 > 0, we have

and the Laplace transform
7(ar, @) = Exlexp(-a1G(t)—aH(t))]; (a1, a2) € [0,00)*\{0},
of the joint stationary distribution 7 satisfies

Al(2a1 — a2)@ (a2, a2) + (202 — a1)7(ay, a1)]
(a1 — @2)? + (a1 + a2) '

?r(al, a2) =

The joint distribution of the gaps is determined by the
distribution of the sum under the stationary measure.

e This form also rules out exponential marginal distributions
for gaps (cf. HARRISON & WILLIAMS (’87)).

e Ongoing joint work with RASCHEL & FRANCESCHI.
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Now let us look at Case (ii)

0'1:0'3:1, UzZOWithn:3,i:1,2,3
3 .
Xi(1) =z + Z/o 9k 1ix,(¢) = Ry(2)} AF
k=1

+ /0 (1{Xz(t):R1(t)} + 1{Xz(t):R3(t)})dB¢(t)

with the no-stickiness condition and no local time from triple
collision

/O LRty = Ryt3dt = 0,  L(;; R1 — R3) =0,
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Simulation: case (ii)

Xi1(-) (Black) X3(-) (Red) Xs(:) (Green)
with g; := —0.5, g2:=0, g3:=05, 01 =03 =1, 02 = 0.
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Analysis: case (ii)

Assume that a solution exists. Then
1
R (t) = o1+ g1t + Wa(t) + - A02(1),

1 1
Rf(t) =2+ gt— fA(l,z)(t) + EA@’S)(t),

2

1
RY(t) = 23+ gst+ Wa(t) - 5 API(1); 20,

where (Wi(+), Ws(+)) is a standard, two-dimensional Brownian
motion:

3 .
Wi() = Z/o Lex.(ty=RX (1)} dB;(t), k=1,3.
1=1

Then, the gaps (G(-) =: g.cos(?.), H(:) =: p.sin(¥.)) form a
reflecting Brownian motion on a nonnegative quadrant studied
by VARADHAN & WIiLLIAMS (’85), WILLIAMS (’87).
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Let us consider the special case g1 — g2 = g2 — g3 -

In this case, (G(:) =: p.cos(9.), H(-) =: o.sin(¥.)) is a planar
Brownian motion reflected on the faces of the nonnegative
quadrant at angles ; = 6, = arctan(1/2) relative to the
interior normals there, thus with

¢(p,0) := p*cos(ad —61); 0<p<oo, 0<6<m/2,

2 1 2
:= — arctan(4/3 —, =
a 7rarcan(/)€(2,3),
the process ¢(0.,7.) is a nonnegative, continuous local
submartingale; The process (G(:), H(:)), started in the

interior, hits eventually the corner a.s. , that is,
P(r < o0) = 1.

The two diffusive motions can squeeze the ballistic motion
in the maddle.
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In the Doob-Meyer decomposition of ¢(p.,.), the continuous,

adapted, non-decreasing process is a constant multiple of the
positive, continuous, additive functional A°(-) :

a2-a) 12/

— i | (cos(ad: — )%/ 10, (pler, 90t

where the limit is in the sense of convergence in probability.
e If G(0) = H(0) = 0, the right continuous inverse of

t+ A®(t) is a stable subordinator of index a/2.
o The set of triple collision

{t:G(t) = H(t)

has HAUSSDORFF dimension o/2.

0}

(cf. WiLLiAMS (’87), ROGERS (’89) for details.)
e In particular, L2(-) =0 and L¢+7()=0.
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Construction of ranks and gaps: case (ii)
We introduce the ranks: for ¢t > 0

1
Ri(t) := m + g1t + Wi(t) + 5 A(t),

Ra(t) = 2+ gat — 5 Al) + 2 (1),
Rs(t) = @5 + g3t + Wa(t) — %I‘(t),

A(t) = max (— (1 — @) + (92 — ¢1) s— Wi(s) + 1 F(s))+,

0<s<t 2
= W- L A "
I(t) = 012% ( — (22 — 23) + (93 — 92) s+ Ws(s) + 5 (5)) )

U(t) =21~ 20— (92— 90) £+ Wit) — 5 T(2),

V(t) =Ty — T3 — (g3 — 92) t— W3(t) — %A(f),
and (G(:), H(:)) as the Skorokhod map of (U(-), V(-)).
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Construction of individual motions: Case (ii)
We mimic a construction of WALSH Brownian motion:
ProkAJ (’09), IcHIBA, KARATZAS, PROKAJ & YAN (’18).
We define the first passage time and the zero sets :

oo := inf{t > 0: G(t) A H(t) = 0},

{t>0:G(t) =0}, {t>0:H(t) =0},

and the corresponding countable excursion intervals
{7, LN}, {CH,m e N}, ie,

RA{t:G(t) =0} = Jcg, R\{t:H(t)=0}=Jc/.

£eN £eN

Then, by enlarging the probability space, for each excursion
after og, we assign random permutation matrices to
interchange the indexes with probability 1/2 and not to do so
with probability 1/2;

Then apply Theorem VI.1.10 of REVUZ & YOR (’99).
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Uniqueness

o Up to the first time 7 of triple collision, the solution is
pathwise unique and strong, and hence, the distribution is
uniquely determined. After 7, because of invariant under
permutations, each X;(t) is Rg(t), k = 1,2,3 equally likely
with probability 1/3. By the Markov property of Rg(:), the
weak solution is unique in distribution.

e The permutation at the excursion starting from the corner
does not contribute to the distribution but perturbd the
pathwise behavior. Thus, the pathwise uniqueness fails, but
then by the dual of YAMADA-WATANABE theorem (cf. CHERNY
(’01), ENGELBERT (’91)), it is not strong after the first triple
collision time 7.

e Open problem: determine stochastic flows as in T'SIREL’SON
(’97), WARREN (’02), LE JAN& RAIMOND (’04), WATANABE
(’00), AKAHORI, IzumMI & WATANABE (’09).
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Summary:
Degenerate, rank-based particle systems

e N = 2 FERNHOLZ, IcHIBA, KARATZAS & PROKAJ (’13).

e Two extreme cases: N = 3
» (i) 01 =0 = 03, 02 = 1;
>(ii)0’220,0'1:1:0'3.

o Skew-elastic collision

e N >4:
» multiple collisions
(cf. IcHIBA & SARANTSEV (’17) for non-degenerate case)
> Extreme cases:
Case i) 01 =0,00 =+ =0p1 =1, 0, =0,
Case (ii) 09; = 0, 02,1 =1, 1 =1,...;
Case (ili) 02; = 1, 02,-1 =0, 2 = 1,...;
Part of research is supported by NSF Grants DMS-2008427
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A system with skew-elastic collisions

Let us modify the first system. For = = 1,2,3,
3 . .

Xi(-) = zi"‘Z/Q gkl{Xi(t):Rk(t)}dt‘f‘/o Lex,(t) = Ra(t)3d Bi(2)
k=1

+/ Lixi(t) = Ra(0)3a L7215 ( ++/ Lix, (1) = Ra(eyd L7277 ()

with the non-stickiness condition and no local time from the
triple collision

/0 LiRu(t)= Ry(t)3dt = 0, k # £, LBy =0,
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From ranks (Ri(-), Ra(-), Rs(+)) to (Xi(-), Xa(+), X3(+))

From the analysis of ranks,

Rl(t) = I + (%1 t+ %A(lg)(t)

1 3
Ro(t) = ;m+ gt + W(t) - A2 (4) + > AR3)(¢)

1
Ra(t) = a5+ g3t + - AZ3)(¢)
the solution can be constructed similarly as before.

e The gap process (G(-), H(-)) is a two-dimensional,
degenerate, reflecting Brownian motion with oblique reflection.
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Proposition. The degenerate system with skew-elastic collisions:
3 . :
Xi(+) = $Z+Z/O gkl{Xi(t):Rk(t)}dt‘F/o Lx,(t) = Ra(1)3d Bi(t)
k=1
+ ), 1060 =mendl™ 0+ [ 1o = rendl™ 0

has a pathwise-unique, strong solution with non-stickiness
condition until the time of triple collisions.
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-02 -01 00 01 02 03 04

0 01 02 03 04 05 06 07 08 09 1
Black = Ri(-), Red = Ry(-), Green = R3(-). Here we have
taken g1 = -1, g2 =—2 and g3 = —1.
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Invariant distribution of gaps
Under the conditions

393 > 291+ 92, 293 > g1+ G2,

the gap process (G(-), H(-)) is positive recurrent and has a
unique invariant probability measure

Tl'(dZIZl, d(Dg) = 4)\1}\2 exp(—2)\1:z:1 — 2)\211?2) , (iL’l, .’132) € (0, OO)2 )

where A1 := 2(393— 291 — g2), A2 := 2(293 — g1 — G2) -
Indeed, by an application of IT&’s formula,

d(G2(t) + 3G(t)H(t) + 3H?(t))

= [1—%()\1G(t)+3)\2H(t))}dt+(3H(t)+G(t))dW(t); £>0.

suggests the function V(g,h) = exp{\/9%2+3gh +3h2 } isa
LyApouNoV function for the semimaritngale reflecting

Brownian motion.
cf. DA1 & Kurtz (’03) O’CONNELL & ORTMANN (’12)
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