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Abstract

It is shown how the generating functional method of De Dominicis can be used
to solve the dynamics of the original version of the minority game (MG), in
which agents observe real as opposed to fake market histories. Here one again
finds exact closed equations for correlation and response functions, but now
these are defined in terms of two connected effective non-Markovian stochastic
processes: a single effective agent equation similar to that of the ‘fake’ history
models, and a second effective equation for the overall market bid itself (the
latter is absent in ‘fake’ history models). The result is an exact theory, from
which one can calculate from first principles both the persistent observables in
the MG and the distribution of history frequencies.

PACS numbers: 02.50.Le, 87.23.Ge, 05.70.Ln, 64.60.Ht

1. Introduction

Minority games (MGs) [1] are simple and transparent models which were designed to increase
our understanding of the complex collective processes which result from inductive decision
making by interacting agents in simplified ‘markets’. They are mathematical implementations
of the so-called EI Farol bar problem [2]. Many versions of the MG have by now been studied
in the literature, see e.g. the recent textbook [3] for an overview. They differ in the type of
microscopic dynamics used (e.g. batch versus on-line, stochastic versus deterministic), in the
definition of the information provided to the agents (real-valued versus discrete, true versus
fake market histories) and the agents’ decision making strategies, and also in the specific recipe
used for converting the observed external information into a trading action (inner products
versus look-up tables). Models with ‘fake’ market histories (proposed first in [4]), where at
each point in time all agents are given random rather than real market data upon which to
base their decisions, have the advantage of being Markovian and were therefore the first to
be studied and solved in the theoretical physics literature using techniques from equilibrium
[5-8] and non-equilibrium [9—12] statistical mechanics.
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After [4] had revealed the similarity between the behaviour of the volatility in the standard
MG models with real versus fake market histories, it was shown via numerical simulations
that this statement did not extend to many variations of the MG, such as games with different
strategy valuation update rules [ 13] or with populations where agents do not all observe history
strings of the same length [14]. Furthermore, even in the standard MG one does find profound
differences in the history frequency distributions (although there these differences do not
impact much on observables such as the volatility or the fraction of ‘frozen’ agents). A partly
phenomenological attempt at analysing quantitatively the effects of true history in the MG
was presented in [15], and followed by a simulation study [16] of bid periodicities induced
by having real histories. After these two papers virtually all theorists restricted themselves to
the exclusive analysis of MG versions with fake histories, simply because there is no proper
theory yet for MG versions with real histories, in spite of the fact that these are the more
realistic types.

There would thus seem to be merit in a mathematical procedure which would allow
for the derivation of exact dynamical solutions for MGs with real market histories. The
objective of this paper is to develop and apply such a procedure. Models with real market
histories are strongly non-Markovian, so analytical approaches based on pseudo-equilibrium
approximations (which require the existence of a microscopic Lyapunov function) are ruled
out. In contrast, the generating functional analysis (GFA) method of [17], which has an
excellent track record in solving the dynamics of Markovian MGs, will turn out to work also
in the case of non-Markovian models. There are two complications in developing a GFA for
MGs with real histories. Firstly, having real histories implies that no ‘batch’ version of the
dynamics can be defined (since batch models by definition involve averaging by hand over all
possible histories). Thus one has to return to the original on-line definitions. Secondly, the
temporal regularization method [18] upon which one normally relies in carrying out a GFA of
on-line MG versions is no longer helpful. This regularization is based on the introduction of
random durations of the individual on-line iteration steps of the process, which disrupts the
timing of all retarded microscopic forces and thereby leads to extremely messy equations'.
Thus, one has to develop the GFA directly in terms of the un-regularized microscopic laws.

This paper is divided into two distinct parts, similar to the more traditional GFA studies of
MGs with fake market histories. The first part deals with the derivation of closed macroscopic
laws from which to solve the canonical dynamic order parameters for the standard (on-line)
MG with true market history. These will turn out to be formulated in terms of two effective
equations (rather than a single equation, as for models with fake histories): one for an effective
agent, and the other for an effective overall market bid. These equations are fully exact. The
second part of the paper is devoted to constructing solutions for these effective processes.
In particular, this paper focuses on the usual persistent observables of the MG and on the
distribution of history frequencies, which are calculated in the form of an expansion of which
the first few terms are derived in explicit form. The final results find excellent confirmation in
numerical simulations.

2. Definitions

2.1. Generalized minority game with both valuation and overall bid perturbations

In the standard MG one imagines having N agents, labelledbyi = 1, ..., N. Ateach iteration
step £ € {0, 1, 2, ...} of the game, each agent i submits a ‘bid’ b; (£) € {—1, 1} to the market.

! Note that in models with fake histories there are no retarded microscopic forces, so that this particular problem
could not occur.
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The (rescaled) cumulative market bid at stage ¢ is defined as

1 N
A(l) = — b;(0) + A.(L). 1
) WZ (0) + A (0) )

i=1

An external contribution A,(£) has been added, representing e.g. the actions of market
regulators, which will enable us to identify specific response functions later. Profit is assumed
to be made by those agents who find themselves subsequently in the minority group, i.e.
when A(f) > 0 by those agents i with b;(£) < 0, and when A({) < 0O by those with
b;(¢) > 0. Each agent i determines his bid b;(£) at each step £ on the basis of publicly
available information, which the agents believe to represent historic market data, here given
by the vector A(£, A, Z) € {—1, 1}¥:

sgn[(1 — AW — 1) +5Z(¢, 1]
AL, A, Z) = : : )
sgn[(1 — AW — M)+ Z(¢, M)]

The numbers {Z(¢, A)}, with A = 1,..., M, are zero-average Gaussian random variables,
which represent a ‘fake’ alternative to the true market data. M is the number of iteration steps
in the past for which market information is made available. We define o = oM /N, and take
o to remain finite as N — oo. The parameter ¢ € [0, 1] allows us to interpolate between
the cases of strictly true (¢ = 0) and strictly fake (¢ = 1) market histories. We distinguish
between two classes of ‘fake history’ variables:

consistent : Z(£,A) = Z(£ — 1), (Z(O)Z()) = k8 3)
inconsistent : Z(¢, A) all independent, (ZUE,N)ZW M) = k280085 4)

We note that (4) does not correspond to a pattern being shifted in time, contrary to what
one expects of a string representing the time series of the overall bid, so that the agents in a
real market could easily detect that they are being fooled. Hence (3) seems a more natural
description of fake history. Although fake, it is at least consistently so.

Each agent has S trading strategies, which we label by a = 1,...,S. Each strategy
a of each trader i consists of a complete list R of 2¥ recommended trading decisions
{Rg\”} € {—1, 1}, covering all oM possible values of the external information vector A. We
draw all entries {RS\“} randomly and independently before the start of the game, with equal
probabilities for £1. Upon observing history string A(¢, A, Z) at stage ¢, given a trader’s
active strategy at that stage is a; (£), the agent will follow the instruction of his active strategy
and take the decision b; (¢) = R;\a{e(ﬁ’z). To determine their active strategies a; (£), all agents
keep track of valuations p;,(£), which measure how often and to what extent each strategy a
would have led to a minority decision if it had been used from the start of the game onwards.
These valuations are updated continually, via

7; .
—AW)RY . @)
JN A(C,A,Z)

The factor 7 represents a learning rate. If the active strategy a;(£) of trader i at stage
£ is defined as the one with the highest valuation p;,(¢) at that point, and upon writing

pia(t+1) = pia(£) —
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Fall, A, Z] = VaNSx a¢, 4,7, our process becomes

. _ Fl ia
Pia(l+1) = pis(£) —NﬁA(K)XA:RA File, A, Z] (6)
1 ia;
Al) = A, (0) + N Z XA: RYORL, A, Z] (7)
ai(t) = arg max {pia(0). ®)

.....

We note that (@N)~' >, 1 = (@N)"' 3", F3[¢, A, Z] = 1. The standard MG is recovered
for ¢ — 0 (i.e. true market data only), whereas the ‘fake history’ MG as in e.g. [4, 9] is found
for ¢ — 1 (i.e. fake market data only, of the inconsistent type (4)).

Henceforth we will restrict ourselves to the simplest case S = 2, where each agent has
only two strategies, so a € {1, 2}, since the choice made for S has been shown to have only
a quantitative effect on the behaviour of the MG. Our equations can now be simplified in the
standard way upon introducing the new variables

qi(©) = 3[pi1(©) — pip ()] ©)

wi — %[Ril +Ri2]’ Ei — %[Ril _Ri2] (10)

and Q = N~1/2 Y, w'. The bid of agent i at step £ is now seen to follow from
RO = 3[R — R”] + 3sgngi (OI[R" + R?]
= w' +sgn[q; (O] (1D

The above § = 2 formulation is easily generalized to include decision noise: one simply
replaces sgn[g; (£)] — olqi(£),z;(£)], in which the {z;(¢)} are independent and zero
average random numbers, described by a symmetric and unit-variance distribution P(z).
The function o[q, z] is taken to be non-decreasing in ¢ for any z, and parametrized by
a control parameter 7 > 0 such that o[q, z] € {—1, 1}, with limy_o0[gq, z] = sgn[q]
and limr_., [ dz P(z)o(q, z] = 0. Typical examples are additive and multiplicative noise
definitions, described by o[q, z] = sgn[g+Tz] and o[q, z] = sgn[q]sgn[1+T z], respectively.
The parameter T measures the degree of randomness in the agents’ decision making, with
T = 0 bringing us back to a;(¢) = argmax,{p;,(¢)}, and with purely random strategy
selection for 7' = oo.

Upon translating our microscopic laws (6) and (7) into the language of the valuation
differences (9) for S = 2, we find that now our MG equations close in terms of our
new dynamical variables {g;({)}, so that perturbations of valuations (again for the purpose
of defining response functions later) can be implemented simply by replacing ¢;({) —
qi(0) + 6;(€), with 6;(¢) € R. Thus we arrive at the following closed equations, defining
our generalized § = 2 MG process:

i ;
Gi(L+1) =q;(£) +6; (L) — Ve ;sﬂ[e, A, Z]A®) (12)
1 1 .
Al) =A. (¢ — Q R — (0), i (D)EN t Fall, A, Z 13
(0) ()+M;{ A+WZU[C1()Z()]SA} Al ] (13)

Fall, A, Z] = VaNSx ae,A,2) (14)
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sgn[(1 =AW — 1D +CZ(¢, 1)]
At A, Z) = : . (15)
sgn[(1 — AW — M)+ Z(L, M)]

The values of {A(£), Z(£)} for £ < 0 and of the g; (0) play the role of initial conditions.

The key differences at the mathematical level between MG models with fake history and
those with true history as defined above are in the dependence of the microscopic laws on the
past via the history string {A(¢ — 1), ..., A(¢ — M)} occurring in A(¢, A, Z) € {—1, 1}¥,
in combination with the presence and role of the zero-average Gaussian random variables
{Z(, 1)}

2.2. Mathematical consequences of having real history

In all generating functional analyses of MGs which have been published so far, the choice
¢ = 1 eliminated with one stroke of the pen the dependence of the process on the history
{A€ —1),..., A({ — M)}. The variables {Z(¢, 1),...,Z(¢, M)} could subsequently be
replaced simply by integer numbers , labelling each of the 2¥ = p = aN possible ‘pseudo-
histories’ that could have been drawn at any given time step £. Here this is no longer possible.
The variables {Z (¢, A)} now play the role of random disturbances of the true market history
as perceived by the agents, and there is no reason why all possible histories should occur (let
alone with equal frequencies) or why some entries {Z (¢, A)} (e.g. those with small values
of A, which corrupt the most recent past in the history string) could not be more important
than others. The problem has become qualitatively different. One can thus anticipate various
mathematical consequences for the generating functional analysis of introducing history into
the MG. An early appreciation of these will help us to proceed with the calculation more
efficiently.

Firstly, we will have to analyse the original on-line version of the MG; the batch version can
no longer exist by definition, since it involves averaging by hand over all possible ‘histories’ at
each iteration step. However, the temporal regularization method of [18] which was employed
successfully for the on-line MG with fake history [10], based on introducing Poissonnian
distributed real-valued random durations for the individual iterations in (12, 13), can in
practice no longer be used in the non-Markovian case. The reason for this is the problem
which prompted the authors of [10] to add the external perturbations 6; () to the regularized on-
line process rather than to the original equations: whereas in a Markov chain the introduction
of random durations for the individual iteration steps only implies a harmless uncertainty in
which we are on the time axis, in a system with retarded interactions one would generate
very messy equations. We must therefore proceed with our process as it is, without temporal
regularization (although we will be able to recover the previous theory in the limit ¢ — 1, as
it should). It will in fact turn out that the more direct application of the generating functional
method presented in this paper brings the benefit of greater transparency. For instance, the
continuity assumptions underlying our use of saddle-point arguments in path integrals become
much more clear than they were in [10]. As always we continue to concentrate on the
evaluation and disorder averaging of the generating functional

ZIyp] = <exp (i Y3 wi@©olai o). zi(z)1>> . (16)

>0 i

The brackets in (16) denote averaging over the stochastic process (12) and (13), whose
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randomness is here caused by the decision noise {z(¢)} and the fake history variables {Z (¢, 1)}.
Although (16) looks like the corresponding expressions for batch MGs, here we have to allow
for £ = O(N). Studying the un-regularized process also implies that one has to be more
careful with finite size corrections. This has consequences in working out the disorder
average of the generating functional: in previous MG versions one needed only the first two
moments of the distribution of the strategy look-up table entries. Here, although one must
still expect only the first two moments to play a role in the final theory, the need to keep track
initially of the finite size correction terms implies that our equations simplify considerably
if, instead of binary strategy entries, we choose the variables {Rﬂf‘} to be zero-average and
unit-variance Gaussian variables.

It will turn out that in our analysis of (16) an important role will be played by the following
quantity:

_ 1
WIie, ;A Z]l=— > FlL, A, ZIFIU, A, Z
[ ] WNZAj [ 171 ]
= SN A.Z)AW.A,Z)- (17)

This object is a function of the paths {A} and {Z}, and indicates whether or not the histories
as perceived by the agents at times £ and ¢’ are identical (irrespective of the extent to which
these ‘histories’ are true). Its statistics are trivial in the absence of history, but will here
generally contain information regarding the recurrence of overall bid trajectories. For reasons
of economy we will formulate our theory in terms of the quantity (17), rather than substitute
S, A,7). A, A,z) directly. This will prevent unnecessary future repetition, since it will allow
for most of the theory to be applied also to MG models with inner product rather than look-up
table definitons for the agents’ history-to-action conversion [19].

3. The disorder averaged generating functional

3.1. Evaluation of the disorder average

Rather than first writing the microscopic process in probabilistic form, as in [10], we will
express the generating functional (16) as an integral over all possible joint paths of the
state vector q and of the overall bid A, and insert appropriate §-distributions to enforce the
microscopic dynamical equations (12) and (13), i.e.

dg: () . U i
I= ]:[/ [7} exp <lqi(€)[q,-(€ +1) —qi(6) = 0;(0) + Na XA:SAR[Z, A, Z]]A(Z))
dA(¢ R
1= ]‘[/ [%} exp (iA(/f)[A(z) — A.(0)
4

1 > 9A+i20[q,~<z>,zi(6)]s; Falt, A, Z]
aN = VN ;

(since our microscopic laws are of an iterative and causal form, they have unique solutions).
To compactify our equations we will use the short-hand s; (£) = o[g;(€), z;(£)]. We can now
write the disorder average Z[v] of (16) as follows:
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S dA(0)dA (L .
Z[yY] = / []_[ % exp(iIA(D)[A(L) — Ae(ﬂ)])}

>0

X H 44:()d3:(6) exp(ig; (Olgi (L + 1) — qi () — 6:(O)] + iy (£)s; (£))
21

it

xexp (57 a Lo [0 (O8LAQ) — A0 (0 + 51 (D) AL, A, ZJ)>
{z,Z}

(13)

The brackets (- - ), 7} denote averaging over the Gaussian decision noise and the pseudo-

memory variables, and we have used the abbreviations (10). The short-hand Du =

(271)‘% e~ and the previously introduced quantity WI---] in (17) allow us to write the

disorder average (over the independently distributed zero-average and unit-variance R;\“) in
the last line of (18) as

i )= D iu 76, (DAL
eXp(zwa;; ) 1:[]"[/ U exp 2Nﬁ;[nq() 4

— A1 +5,(ONFAL, A, Z])

<111 / Dv exp (2 ]\;vﬁ > g (O AW©) + AL = si(ONFAL, A, Z])
A 14

1 —
= exp (_W Z WIe, U5 A, Z] Z[ﬁfli(Z)A(Z)

>0 i

— AW0)s; (O17G: (AW — A)s; w)])

! Z AW, ' A, ZIAW) (19)
xexp | —- U5 A, .
’ 4ez'>o
We next isolate the usual observables L(¢,¢) = N! >iai0g ), K¢, ) =

N1 D si(0)gi(€)and C (€, 0') = N1 >, si(0)s; (€), by inserting appropriate integrals over
S-distributions. We also use the abbreviations DC = ]_[“,[«/N dC (L, £')/+/2r] (similarly
for other two-time observables) and DA = [],_,[dA(¢)/ V27 (similarly for A). Initial
conditions for the ¢;(0) are assumed to be of the factorized form po(q) = ]—[i po(gi). In
anticipation of issues to arise in subsequent stages of our analysis, especially those related to
the scaling with N of the number of individual iterations of the process, we will also define
the largest iteration step in the generating functional as £y,,. All this allows us to write Z[v]
in the form

Z[] = / DCDCDKDKDLDL

X exp (iN Z[é(e, HCE Y+ R, €YK, )+ L, )L, e’)])

124

x exp (O(€2,, log N)) / DADA exp (i > AWIAE) - Ae(ﬂ)]>
t
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xexp(

X exp (—% ZW[M’;A,Z]{ﬁ2A(£)L(z,e’)A(e’)+A(£)[1+C(e,z’)]A(e’)}>
o
dg; () dg; (¢ n
x < / I [% exp(id:(O)[gi (€ +1)
il

—qi(0) = 0;(O] + 1y (O)s; (ﬂ))} T potai o))

Ny WL L A, Z{AWK (L, )AL + ALHK (L, E)A(E)})
44

x [ Texp (—iZ{Zw, )3 (04 (@) + R (€, €)5:(0)g; ()

e

+C (L, €)s;(0)s; (f/)}> >

{z,Z}
= / DCDCDKDKDLDL exp (N[W + Q + @] + O(€2,, log N)) (20)
with
U= Z [C, 0)YCWU, )+ R, YK, )+ L, )L, ) (21)

LU < lmax

<I>—11 DADA i AW[AWL) — AL
_Nog/ exp (i D AWDIA®) — Ac(0)]

e gemax

1 _ ~
X exp (‘Z > W[M;A,ZJM[M;A,AJ» (22)
{z}

0 < lmax

1 o 4 (0) dg (€ . R
Q= Zlog<f [1‘[ %}po(qw»exp (1 > 1a@IgE+1) —q(0)

and with

=0 £ bmax

—6: (O] + ¥i(Dolg(©), 2O —i Y fl(ﬁ)i(ﬁ,ﬁ’)@(ﬁ’))

L0 bnax

X exp (—i 3 1w €)olq(0). 2(Ololg (). 2(E)]

LU < lmax

+K (€, )olq(0), Z(E)]@(K’)]>> (23)

Z

ML, € A, Al = ALK, £)AWX) — RIAWK (£, €)YAL) + ALK (£, £)A(0)]

FAWO[ +C, HAWL). (24)

The O(¢2,,, log N) corrections in (20) are constants, which reflect the scaling with N used in
defining the conjugate order parameters.

Compared to the Markovian (fake history) MG versions, we note that W and 2 take their
conventional forms, and that all the complications induced by having true market history are
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concentrated in the function ®[C, K, L], which is now defined in terms of a stochastic process
for the overall bid A (£) rather than being an explicit function of the order parameters (which
had been the situation in all fake history versions of the game), and in the remaining task
to implement an appropriate scaling with N of the timescale £,,,x. We can now also see the
advantage in our earlier decision to define Gaussian rather than binary look-up table entries.
With the N-scaling of £,.x still pending, instead of (19), in the binary case we would have
found

eXp(Nj/a;%:..) = exp Z;logcos ﬁ > 174 () A)

i £ lmax

N 1
A1 +s;(ONFAlE, A, Z] | | exp (Z X)\:log cos |:2Nﬁ
x Y [ﬁfzi OAW®) + A1 — s, (zn]me, A, Z]D. (25)
£ bmax
In this expression we see that, for £,,,x = O(N), the different choices of strategy look-up table
entry distribution will give the same results only for those paths {A, Z} where the frequency
of occurrence of each of the 2¥ possible histories is of order O(N~"). In the latter case the
function Fy[€, A, Z] scales effectively inside summations over ¢ as Fy[¢, A, Z] = O(N ’%),
and we return to (19). Thus, for non-Gaussian distributions of the {Rg\“} at this stage of the
GFA one either has to carry on with the more complicated expression (25), which cannot be
expressed in terms of the order parameters {C, K, L}, or one has to make further assumptions
on the overall bid statistics, which (although turning out to be correct) require validation
a posteriori.

3.2. Canonical timescaling

For the on-line MG with random external information (i.e. with ¢ = 1), it is known that the
relevant timescale is £,x = O(N). Rather than imposing the timescale £,,,x = O(N) by
hand, it is satisfactory to see that one can also extract this canonical timescaling from our
present equations (20)—(23).

For finite £,,,x we immediately find limy_, o, ® = 0in (22), and our generating functional
will be dominated by the physical saddle point of limy_, [ ¥ + 2], giving € = K = L = 0.
This leads to a trivial effective single spin problem, which just describes a frozen state.
This makes perfect sense in view of our definitions (12) and (13): individual updates of
the variables g; are of order N =2, s0 nothing can change on timescales corresponding to
only a finite number of iteration steps. Thus our present equations automatically lead us
to the choice £.x = O(1/8y), where limy_, o, §y = 0; the function & will indeed scale
differently as soon as €« is allowed to diverge with N. We thus define £ax = fmax/Sn, Where
0 < tmax < 00 (of order N°) and with limy_, o 85 = 0. In order to obtain well-defined limits
at the end in (21), we see that we have to rescale our conjugate order parameters according
to (C' , K , I:) — 4 NZ(C‘ , K s f,). Furthermore, for the perturbation fields {6;, ;} to retain
statistical significance they also will have to be rescaled in the familiar manner, according
to (6;, ¥;) — 8y '(6;, ¥;) (similar to [10]). The integrations over order parameters and
conjugate order parameters in (20) will now become path integrals for N — 00.?
2 This is the point, therefore, where the inevitable continuity assumptions regarding our macroscopic dynamic

observables enter. In the present derivation these take a more transparent form than in [10], where they were hidden
inside the details of the temporal regularization.
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It will be convenient to introduce the following effective measure:

(26)

0N [dg (€) dg (£)1(M;
(ellq. 4. 2}, Z/l‘[ [dg(6) dg(O1M;llq, 4. 2Ygllq. 4. 2}1).

r,mx/tSN [dg(£)dg(O)1(M;[{q, q, z2}1),

tmax/‘SN
L+1)—q ~
Millg. 4. 2)1 = pofg(0)) exp (iaN > aw |10 =10 |
=1
tmwx/sN
+16N21/f,(e)a[q<e> z(@]) exp (—W Y ILE 30§ )

=1

+K (€, )olq (), 20)1q(¢) + C (¢, €)alg (L), z(D]olg (L), Z(ﬁ/)]]) - @D

Upon substituting £p,c = fmax/Sy into our equations (21)—(23), followed by appropriate
rescaling of the conjugate order parameters, these three functions acquire the following form
(modulo irrelevant constants):

U= iy> Z [C, 0)YCW, )+ KR, YK, )+ L, )L, )] (28)
L <tax /SN
o= i1og </ DADAWIA, A|Z]> (29)
N 2)
Imax /SN
Zlog / H [dg (0) dg (O)N(M;l{g. §. 2} (30)
with

tmax /SN tmax/‘SN
WIA, A|Z] = exp [ i A[AWL) — A, ()] — — WIe, 0, A, ZIM[e, 0 A, Al ).
| p( ; (O[A( i NX::]

(31)

It is clear that W and 2 now have proper N — oo limits. The canonical choice of §y is
subsequently determined by the mathematical condition that limy_. ., ®[C, K, L] # 0, but
finite. It follows that (20) is again dominated by its physical saddle point, and we are nearly
back in familiar territory.

3.3. The saddle-point equations

In order to eliminate the fields {¥;(£), 6;(£)}, and thereby simplify our equations, we next
extract the physical meaning of our order parameters from the generating functional by taking
appropriate derivatives with respect to these fields. This gives

1 -
ce. 6y = lim =3 15050 = (0lg(©). 2(0lalq(€). (¢, (32)
1 i (€ . ,
G(t, €)= lim Z 8<§ (( ))> = —i(o1g(0), 201 (E)). (33)
0=l iZL ~@qOFE)).. (34)
=N — 36,(0)a6,(¢') e
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Thus at the physical saddle point of (20) we have the usual relations L(¢,¢) = 0 and
K, 0) = iG, "), where G denotes the single-site response function. Upon varying
{C, K, L} in (20) we reproduce self-consistently the by now standard equations

C, ) =(olg(0), z(O]olg), z(€)])s (35)
G, 0) = —i{olq(0), z(D1g(€)). (36)
L, 0" =(q(0)g (L)), = 0. (37

We turn to variation of the order parameters {C, K, L} in W + ® (as 2 only depends on the
conjugate order parameters). In working out derivatives of ® we observe that the conjugate
bids effectively act as differential operators, i.e. A(s) — id /dA.(s). This gives us our
remaining three saddle-point equations:

. 02 A A 7T .
i saeino W DADAWIA, A|ZIW(s, s'; A, Z1),

C(s,s') = lim = x 38
R tim =17/ DPADAWIA, AIZIWEs. 53 4, ZIAW)) (39)
’ N—>oo ZN(SNZ (f DADA WIA, A|Z]>{Z}
Les.sh = i —i7? ([ DADAWIA, A|ZIW[s,s; A, ZIA(H)AGN) (40)
s,s) = lm N N
N—oo 4N(SN2 <f DADAWIA, A|Z]){Z}

At the physical saddle point, we may use L = 0 and the symmetry of W[- - -] to simplify the
function M[¢, ¢'; A, A] which occurs in measure (31) to

M[E, 0 A, Al = AW)[1 + C(L, €)]AW) — 2iA)G (L, U)AL). 41

The generating fields {; (¢)} are now no longer needed and can be removed. The perturbations
0; are still useful for calculating the response function G, but can be chosen site independent,
i.e.0;(£) = 6(¢). Measure (27) will then lose its site dependence. Also the functions {¥, ®, 2}
have at this stage become obsolete. We may define a new time t = £y = O(N?), which
will be real valued as N — oo, and we may take the limit N — oo in the definitions of
our observables. The latter can subsequently be written in terms of the new real-valued time
arguments, C (¢, £') — C(t, t’) (and similar for the other kernels). By the same token we put
simply 6(8) — 6(1).

4. The resulting theory

4.1. Simplification of saddle-point equations

We may now summarize our saddle-point equations for {C, G} in the usual compact way, in
terms of an effective single agent process:

C(t. ') = (sgnlg()]sgnlg (t)]). G(t,1") = —i(sgnlg®]g(t)).  (42)

with a measure which is defined in terms of path integrals, as in [10] (and with time integrals
running from ¢ = 0 t0 t = tax):
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[{dq dg}(M{q. q.2}1gl{q. g, 2}1).
[{dg dg}(M{q, g, 2}))s

M[{q,q.z}] = po(q(0)) exp <i/dtq(t)[ q(t) —0(1) —/dt’l?(t’, t)a[q(t’),z(t’)]D

(gllg.q.z}) = (43)

X exp (—i / dtde'[L(t,1)g(1)q (") + C(t, )olq (), z())oq (), z(t’)]]) .
(44)

To find the kernels {C, K, L} we have to evaluate equations (38)—(40) further, remembering
that the left-hand sides as yet still involve the integer time labels (s, s’), rather than the
continuous times. Now the scaling chosen for §y with N which we adopt will be crucial. We
observe that all complications are contained in the evaluation, for large N and for any given
realization of the fake market information path {Z}, of objects of the following general form
(with all operators evaluated at the saddle point):

(Ql{A}D a12) /DADA WIA, A|Z]QI{A}]. (45)

We can confirm, by repeating the steps taken in evaluating the disorder-averaged generating
functional Z[] but now for calculating averages of arbitrary functions of the overall market
bid path {A}, that the physical interpretation of measure (45) is

Jlim TOIATD = (QUA w2) 2 (46)

Thus (45) defines the asymptotic disorder-averaged probability density for observing a ‘path’
{A} of global bids, for a given realization of the fake history path {Z}. To evaluate (45) we
introduce two path-dependent matrices G[A, Z] and D[A, Z], with entries

GIA, Z)(L, £y = WL, £ A, ZIG (L, £) (47)
D[A, Z](£, £) = W[E, £ A, Z][1 + C (¢, £)). (48)
Definition (17) tells us that G[A, Z](¢, ¢') = G(¢, ') if the ‘history’ observed at stage £ is
identical to that observed at stage ¢’, and zero otherwise, and similarly for the relation between
D[A, Z](¢,¢) and 1 + C (¢, £'). We now use auxiliary integration variables {¢,} to linearize

the term in the exponent of (45) which is quadratic in A, and use causality of the response
function G where appropriate:

Tmax /0N
dA(e) dA(e -
(O{A) 412y / ]_[ [% (iA(z)[A(e) — A.(0)

1~ / /
+50 Y GIA, Z)(t, €) A )])} Ql{A}

<t
ST dedJexp (X520 0u(DTA, Zhewde =i ™ didr)
ST, dge]exp (=250 ¢o(DA, ZDew )

Tmax /0N
= / [ I1 dA(@} Ql{A}]

=1

Tmax /SN
<]‘[ 8|:A(E) A0+ 31 Y GIA, Z1( z)A(e)—mD .
{#1A.Z)}

=1 U<t
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Here (- - -)4/a,z) refers to averaging over the zero-average Gaussian fields ¢, with {A, Z}-
dependent covariance (@ )ipa.z) = %D[A, Z1(¢,¢"). We conclude from our expression
for (Q[{A}]){az) that the conditional disorder-averaged probability density P[{A}|{Z}] for
finding a bid path {A}, given a realization {Z} of the pseudo-history, is given by

Tmax /SN
1~ INTHT ’ /
PHUAMZY] = < l_[ 3 |:A(€) — A0+ EUZG(E, YW, 5 A, ZJAWL) — ¢e:|>{ .
P|AZ

=1 o<t
(49)

with (Q[{A}]) a2y = f [Hz dA(E)]P[{A}HZ}]Q[{A}]. Causality ensures that the density
(49) is normalized, since both ¢y and G[A, Z](¥, ') involve only entries of the paths {A, Z}
with times k < £.

Having established (49), our equations (38)—(40) can be simplified considerably. We
immediately find that ¢ = 0. To simplify comparison with the theory of [10] (corresponding
to ¢ = 1), we will make a final change in notation and put

K, ¢)=—aR(,0) L, ) = —1aix (e, ). (50)
This allows us, with p = o N and in anticipation of our expected timescaling §y = 7/2p

(known from the analysis in [10] of the Markovian limit { = 1), to write the remaining
equations (39) and (40) in the simple form

/ ] ﬁ Y17 !
R, 0) = ngnoo IA.0) {W“W[E LA, Z]A(Z)){A|Z}){Z}} (51)
)
>, L) = Nlim {2]))73 5 ((W[ﬂ, A, Z]A(f)A(f’)){Az}){Z}} . (52)
—00 N

We see that R defines a response function associated with external bid perturbation, and hence
obeys causality: R(¢, ¢") = 0 for ¢/ > ¢. This, in turn, enables us to simplify equations (42)
for {C, G} and the measure (- - -), to a form identical to that found in [10] for the Markovian
(‘fake history’) on-line MG:

C(t.1") = (olq®), z]olq (@), z(t)]). (53)
N
G, 1) = 560 (alg(®), z(D])s (54)

_ Jdg}(gllg, 2}IMIig. 2}1).
el <l = = g, 21

1
Mg, z}] = po(q(O))/{dfl}eXp <—§Ol/dl dr'3(t, t/)é(t)@(t’)>

(55)

X exp <i/dtc}(t) [%q(r) —60(t) +a / dt'R(t, t)holq(t), z(t/)]D . (56)

4.2. Summary and interpretation

We recognize that (56) describes the usual effective single-trader equation with a retarded
self-interaction and zero-average Gaussian noise 1(¢) with covariances (n(t)n(t')) = (¢, t'):

d t
&"(“ =0(1) —a/o dt'R(t, 1)o[q ()] + an(1). (57)

We have used the fact, as in [10], that the discontinuity of the correlation function for equal
times, i.e. C(¢,¢) = 1, will in the continuous time limit be irrelevant. This implies that we
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may carry out the averages over the decision noise and are left only with expressions involving
olql = f dz P(z)olq, z], and that (with the exclusion of t = ¢’, where one has C(z,1) = 1)
the order parameter equations (53) and (54) simplify to

Ct. 1) = (olg®Ololgt)]). G@.t) = {(alg (D)) (58)

80(t")

Our remaining problem is to solve the order parameters {R, X} from (51) and (52). To do so
we must select the canonical timescale § such that the N — oo limit in (51) and (52) is both
nontrivial (i.e. §, sufficiently small) and well defined (i.e. 6,y not too small). For the special
value ¢ = 1 we know [10] that 6y = 7/2p. Although here we have followed a different route
towards a continuous time description, it can be shown that indeed §y = 7/2p, by working out
our present equations in detail for the fake history limit { — 1 (see [20]). Given this canonical
timescaling and the definition W[E, U5 A, Z] = xw.a.2).a.4.2), we find our equations (51)
and (52) taking their final forms

R(,t) = lim ————
Sn—>08A, (1)

’ ~ 1s 1 ’
X(t,t) =19 mao . (A AW )N, A, 2) 70, A, Z)) (A, ZY b=t 15,0/ =1" /5 (60)
N N

(AL S, A, 2y N0, A, IN1A, Z) | e=1)5x =" I8 (59)

with§/5A.(£) = Syt 0/0A(£). Here ((- - -)) 4.z refers to an average over the stochastic process
(49) for the overall bids {A} and over the pseudo-history {Z}. The bid evolution process can
be written in more explicit form as

1 ! /
AW = Ac®) + ¢ = 571 ) G dxeazae.40AL) (61)
<t

with the zero-average Gaussian random fields {¢}, characterized by

(Dede)ipia,zy = %[1 +C, ) 1B8rwA,2) 20, A,2)- (62)

Equation (61) is to be interpreted as follows. For every realization {Z} of the fake history
‘path’ one iterates (61) to find successive bid values upon generating the zero-average Gaussian
random variables ¢, with statistics (62) (which depend, in turn, on the recent bid realizations).
The result is averaged over the fake history paths {Z}.

Let us now summarize the structure of the present theory describing the MG with true
market history in the limit N — oo, by indicating the similarities and the differences with the
previous theory describing the on-line MG without market history.

Similarities between the theory of real and fake history MGs:

e The MG with real history is described again by the effective single agent equation (57),
from which the usual order dynamical order parameters {C, G} are to be solved self-
consistently via (58).

e The scaling with N of the characteristic times in the MG with history is identical to that
of the MG without history, if we avoid highly biased global bid initializations (where the
MG with history acts faster by a factor v/N).

Differences between the theory of real and fake history MGs:

e Real and fake history MGs differ in the retarded self-interaction kernel R and the noise
covariance kernel X of the single agent equation. Without history, {R, ¥} were found as
explicit functions of {C, G}. With history they are to be solved from an effective equation
(61) for the evolving global bid.
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The effective global bid process:

e The effective global bid process (61) is itself independent of the stochastic effective single
trader process (57). The two are linked only via the (time dependent) order parameters
occurring in their definitions.

e At each stage in process (61), the bid A({) is coupled directly only to bids in the past
at times ¢ with identical realization of the M-bit history string. In addition, only those
effective global bid noise variables ¢, are correlated which correspond to times ¢ with
identical realizations of the M-bit history string.

The differences between the two ‘fake history’ definitions (3,4) (i.e. consistent versus
inconsistent) are seen to be limited to the details of the averaging process (- - -)(z;.

In [20] it is shown in detail how one can recover from (57) and (61) the earlier theory of
[10] in the fake history limit { — 1. This confirms that the canonical timescale of our process
is indeed given by §y = 7/2p (modulo an irrelevant multiplicative constant).

5. The role of history statistics

We continue with our analysis of the full MG with history, and next show that all the effects
induced by having real market history can be concentrated in the statistics of the M-bit
memory strings A of (15). More specifically, the core objects in the theory will turn out to be
the following functions, which measure the joint probability to find identical histories in the
effective global bid process (61) at k specified times {€, ..., £}, relative to the probability
p' = for this to happen in the case of randomly drawn fake histories and non-identical times:

k
Ac(ly, ... 6) = pr! Z <<H 5A,A(Z;,A,Z)>> . (63)
A\ izl

{A.Z}

We have abbreviated ), = ), (—1.1yv»> With 2M = p = aN. For any value of k one recovers
in the random history limit and for non-identical times lim,_,; Ai(---) = 1. For k = 1 one
has A;(¢) = ZA((S,\,,\(Z,A,Z))){A,Z} = 1, for any ¢. In contrast, for arbitrary ¢ (i.e. when
allowing for real histories) and k > 1 functions (63) are nontrivial.

5.1. Reduction of the kernels {R, X}

We rewrite the global bid equation (61) as

1
> {503/ + 206, Z/)SA(Z,A,Z),)\(@,A,Z)} A() = Ac(0) + ¢

U<

and we formally invert the operator on the left-hand side, using 8y = 77/2p:

Al = A0 + ¢+ (—g) D GU )G L)+ Gy, by)

r>0 .0,

X |:1_[ 5A(l,A,Z),A(Z,-,A,Z):| [A (L) + by, 1. (64)
i=1
Expression (64) is itself not yet a solution of (61), since the bids {A(s)} also occur inside
the history strings A(¢', A, Z) at the right-hand side. We now insert (64) first into (59), and
consider only infinitesimal external bid perturbations A., so that we need not worry about
indirect effects on A (£) of these perturbations via the history strings A(s, A, Z):
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R(t, 1) =8(—1)+ 11m D=8 DD GU NG 6) Gy, )
r>0 Oyl

r—1
xp' <<5/\(6,A,Z),/\(Z’,A,Z) l_[ 3A(@,A,Z>,A(z,,A,Z)>>
{A.Z}

i=1 1 '
=50 0=3y

=8t —1)+ hm Z( —5y) ! Z Gy, £1)...G(lr_1,0,)

r>0 y.. by
X Ar1(lo, s Zr)} (65)
bo=55 br=5
Similarly we can insert (64) into (60), again with A, — 0, and find
(1) =17 lim —{ D =Y Gl )+ Gty £
r,r’ >0 1L,
x Y Gy L) Gy, ,)p’*’/<<(¢>e b, ) pin.z)
Ot
X |:H 8A(K0,A,Z),A(Z,,A,Z):| |:1—[ (SA(ZE,,AA,Z),A(K},A.Z)] >> }
i=1 j= 4.2y leo=5; =5
= llm [ Z( 1) )r+r Z G(Zo,gl)"'G(erlv Zr)
r,r’ >0 iy
x Z Gty €) -+ GU,_, e[+ C (L, £)]
XAr+r’+2(£07"'3E}‘aE6’"‘7Z:~/)} (66)

to=5 ly=1
The limits §y — 0 in (65) and (66) are well defined, since each time summation combines
with a factor dy to generate an integral, whereas pairwise identical times in (66) leave a
‘bare’ factor § but will also cause A4 (- - -) to gain a factor p = 7j/28y in compensation.
In the limit { — 1 (the random history limit), where A(---) = 1 for any k, we see that
equations (65) and (66) reduce exactly to the corresponding expressions derived in [10], as
indeed they should.

Since the single agent process (57) is linked to the global bid process (61) only via the
kernels {R, £}, we conclude from (65) and (66) (which are still fully exact) that the effects of
having true market history are concentrated solely in the resulting history statistics as described
by functions (63). More specifically, there is no need for us to solve the global bid process
(61) beyond knowing the history statistics which it generates.

5.2. Time-translation invariant stationary states

In fully ergodic and time-translation invariant states without anomalous response, we could in
‘fake history’ MG versions find exact closed equations for persistent order parameters without
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having to solve for the kernels {C, G} in full, and locate phase transitions exactly. This
suggests that the same may be true for MGs with true history. Thus we make the standard
time-translation invariance (TTI) ansatz for the kernels in (57) and for the correlation- and
response functions:

Cit,th=C@—-1) Git,t)=G@t —1)
R(t,t)=R(t—1) S,y =3t —1t)

with x = fooo dr G (¢) finite. It turns out that several relations between persistent observables
in TTTI stationary states of the present non-Markovian MG process, if such states again exist,
can be established on the basis of (57) alone. Upon following established notation conventions
and abbreviating time averages as f = lim; o, 7~ fo dr f(t), we may write the time average
of (57) as

dg/dt =6 —axgo +Jany (67)
with xg = fooo dr R(t). We may now define the familiar effective agent trajectories
corresponding to fickle versus frozen agents as those with either dg/df = 0 or dg/dr # O,
respectively. For frozen agents, consistency demands that sgn[o’] = sgn[dg/d¢]. It then
follows from (67) that the (at least for xg > O complementary and mutually exclusive)
conditions for having a ‘fickle’ or a ‘frozen’ solution can be written as follows:

0+ Jan

fickle: |0 + /a7 < axgo[oo], °c=—" (68)
OXR

_ 0 7
frozen: |0 + /o] > axro[oo], o = o[oo].sgn |:+—\/&’7:| . (69)
UXR

Which solution of (68) and (69) we will find depends on the realization of the noise term 7,
which is a frozen Gaussian variable with zero expectation value and with variance

T—00 T

1 T
52 = (%), = lim —2/ drdt'S(t, 1) = 2(00). (70)
0

We may now proceed towards the calculation of the persistent order parameters ¢, x and c,
where ¢ denotes the fraction of frozen agents in the stationary state, where x = fooo dt G(1),
and with
1 T
¢= lim C(#) = lim ;/0 dr d'(olg(D)]olg(t)])s = (@), (71)

Upon introducing the short-hand u = /a xzo [00]/So~/2, and upon using the conditions and
relations (68) and (69), we find in the limit 6(#) — 0 of vanishing external fields:

dig 1
¢ = / SO«/HE exp (—552/8(?) 61177 — vaxro[ool] = 1 — Erf[u] (72)

Z/Sd_

=2
Ojg exp (—%52/53) {Q[Iﬁl — Vaxroloollo®[oo] +6[va xro[00] — MHT}

R

= o%[o0 ]{1 — Exflu] + ! 55 Ertlu] = e_”z} (73)

1
um
_ dn Ly a _

_/So o exp( n/S ) 3 (o) = Erflu]/a xk. (74)
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Hence, in order to find the TTI stationary solution {¢, ¢, x} and the phase transition point
(defined by x — 00), we only need to extract expressions for yz and Sy from the stochastic
overall bid process (61). Using (65) and (66), the latter can be written as

xR=/0 diR() =1+ lim 13 (=0)" > Gl = )Gl = &)+

r>0 .0,

XGlroy = €)GUE)Ar Ly, .., £, 0) (75)

: 1 . r+r’
Sj=Jim 5 >0 Jfim 3D (=00 Y Gllo =) Gl — )
Lo, 0h<L rr' >0 0.0,

X 3Gy =) Gty — 1+ C(t, — €)]
..,
X Ar+r/+2(£07"'9Era£67"'7€;’) . (76)

5.3. TTI states with short history correlation times

Calculating the history statistics kernels (63) from the global bid process (61) is hard, but
in those cases where the history correlation time L; (measured in individual iterations £) in
the process is much smaller than N, we can make progress in our analysis of TTI stationary
states. We define the asymptotic frequency m(A, Z) at which history string A occurs in a
given realization {A, Z} of our process (61) as
| L

7A(A, Z) = lim ;SA,W,A@. (77)
Obviously » , ma(A, Z) = 1. For ¢ = 1 (no history) we would have my = p~! for all \.
We may also define the distribution o(f) of these asymptotic history frequencies w5 (A, Z),
relative to the benchmark ‘no-memory’ values p~!, and averaged over the global bid process
(61) in the infinite system size (i.e. continuous time) limit:

o(f) = lim % > _BLf = pralA, D) a2 (78)
A
Our definitions guarantee that fooo dffo(f) = 1 for any {. For { = 1 we simply recover
o(f) = S8[f — 1], i.e. all histories occur equally frequently. We have not yet shown
that the limit in (78) exists, i.e. that the history frequencies do indeed generally scale as
ma(A, Z) = O(N~"). Numerical simulations, however, confirm quite convincingly that this
ansatz is indeed correct (see e.g. figure 1).
If L, is the history correlation time in process (61), then finite samples of history
occurrence frequencies can be expected to approach the asymptotic value (77) as

{+L

1 |

57 2o ez =maA DIL+OL/L)D)]. (79)
U'=0—-L

This implies that in expressions such as (75), where G(£) — G(¢') = O(|€ — ¢'|/N) and where
only time strings {¢y, ..., £;} with mutual temporal separations of order O(N) will survive
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Figure 1. Typical examples of history frequency distributions (78) as measured in simulations of
the on-line MG without decision noise but with full history (i.e. ¢ = 0), after equilibration. Here
N = 8193. Left: « = 0.125 (in the non-ergodic regime of the MG, below «,). Right: « = 2.0 (in
the ergodic regime, above «.). Measurements were taken during an observation stage of 2000N
individual iterations, following an equilibration stage of 1000N individual iterations.

the limit 8y — 0, we may choose e.g. L = /L, N and effectively replace’
Arii(Brs o 0,00 = p7 Y Tl + OG/La/ NI (80)
A

This results in

1
xr = 1im =33 (=) prall + OG/Lu/ NI

LSl Y r=0
. prall + O(V/Ly/N)] /O" f

= lim — =/ d L @3l
pooe p — 1+ pmall + OWLi /N1 Jo TeDTor O

(provided indeed limy_,o, L;,/N = 0). The same simplification to an expression involving
only the distribution o(f) can be achieved in (76), but there we have to be more careful in
dealing with the occurrences of similar or identical times in the argument of (63). We first
rewrite (76) by transforming the iteration times according to

forall i€f{0,...,r}): =5
j=i

This gives, using lim,_.» G(s) = 0 (i.e. restricting ourselves to ergodic states with normal
response):

Sg=Jim X (=0}, Glo) Gl Y, Glsp) Gl

r,r’' >0 50...8r—1>0 S(’)~~~5,/./,1>0

3 There is a subtle issue here. Since the individual history frequencies each measure the relative occurrence of one
specific event out of O(N) possibilities, it is reasonable to expect that in fact L, = O(N). However, ultimately one
does not rely on the individual 2¥ history frequencies to converge as such, but only demands that quantities which
are themselves averages over all these 2¥ frequencies will do so. To be specific: quantities (80). It is clear that this
issue warrants further investigation, and I am grateful to one of the referees for raising it.
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L— Z'_és,L Z: ol i
X hm— E E [1+C(s, —s.)]
L—oo L2 "
s,_O
/ ’ /
><Ar+,/+2(so+~~+s,,...,s,_l+s,,sr,so+~~+s,/,...,s,/_l+sr,,sr,).

Each time summation is compensated either by a factor § (giving an integral), or limited in
range by L and compensated by an associated factor L™, so that any ‘pairing’ where two (or
more) times are close to each other (relative to the correlation time Lj) will not survive the
combined limits §y — 0 and L — oo. Thus we may again put

Arspiaeoe) = I Y Imall + OG/Ly /NI (82)
A
and find, with C(c0) = c:
S§=(+0) lim —Z D0 pmall + OG/Ly/ NI+

A rnr'>20
- 1 [prall + O/IZ )P
={ro in Z L+ xprall + OWLa /M1
f2
—(1+0) / dfelh = (83)

Since only xx and Sy are needed to solve our effective single agent process in TTI stationary
states, we see that upon making the ansatz of short history correlation times L, < N the
effects of history on the persistent order parameters in the MG are fully concentrated in the
distribution o(f) of history frequencies, as defined by (78). Once o(f) has been extracted
from process (61), the TTI order parameters are given by the solution of the following set of
equations:

— % X = L;j ¢ =1 — Erflu] (84)
¢ = o?[o0] {1 — Erflu] + #Erf[u] - ujﬁ e_”z} (85)
xe= [ arenl (36)
Sg= +C)/ GIfQ(f)(1 +f2f)2 (87)

For ¢ = 1 (the fake history limit) we have o(f) = 8[f — 1], leading to xzx = (1 + x)~! and
= +/1+c¢/(1+ x), and the above equations are seen to reduce to the corresponding ones
in [10], as they should.

6. Calculating the history statistics

Upon making the ansatz of short history correlation times in the MG, we have shown that
finding closed equations for persistent TTI order parameters boils down to calculating the
distribution o ( f) of relative history frequencies, as defined in (78). A similar conclusion was
reached also in [15], but on the basis of several approximations. Furthermore, in contrast to
the present GFA approach, in [15] there was no way to calculate o(f) from the theory. Our
remaining programme of analysis is: (i) finding an expression for o(f), (ii) expressing this
distribution in terms of the persistent order parameters {c, ¢, x, Xz, So}, and (iii) confirming
retrospectively the consistency of assuming short history correlation times.
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6.1. The moments of o(f)

Distribution (78) is generated by the non-Markovian process (61), which we cannot hope to
solve directly. However, we can get away with a self-consistent calculation which does not
require solving (61) in full. We focus on the moments u; of the distribution o, from which
the latter can always be recovered (if the integrals below exist):

i = /0 df o(f) f* (88)
dw iw Mk .k

o(f) = / 4 o §HE ok (89)
2 g k!

Obviously o = u; = 1, for any ¢, which follows directly from definition (78). In the absence
of history (i.e. { = 1) we have o(f) = 8[f — 1], so that ux = 1 for all k£ > 0. We will
rely on the sum over moments in (89) converging on scales of k£ which are independent of N.
This is equivalent to saying that limit (78) is well defined, so it does not restrict us further.
By combining definitions (77), (78), (88) and (15), we can obtain a more explicit but still
relatively simple expression for the moments fiy:

1
M = > Z(([PJTA(A, ) Nia.z)

A
pk L M 1 k
-t e 3 (T S [1oaf)
Ote=1 \\i=1 A=+1 j=1 (A.Z)
pk_l L M k k
- Lli—>ngo Lk Z << 1_[ { l_[ 8105542 F H 8-1.1(t;.4.2) }>> . (90)
Gt=1 \\i=1 U j=1 j=1 {A.Z)
The average (- - -))(4,z) in the last line of (90) equals the following joint probability:
(- Na,zy = Prob[{r, (€1, A, Z) = 1 (ba, A, Z) = -+ - = M (U, A, Z)}
and (M (€1, A, Z) =X (br, A, Z) = -+ - = Qo (b, A, Z)}
and{iy (b1, A, Z) =2, A, Z) = - = Ay (b, A, Z)}]. oD
Let us define the short hand
same (i) = {A; (61, A, Z) = X (L2, A, Z) = -+ - = AUy, A, Z2)} 92)
which states that the ith component of the history string takes the same value at the k specified
times {¢1, ..., {x}. Given that our bid process obeys causality4, statement (91) can be written

as
{---Nia,zy = Prob[same(1) A same(2) A - - - A same(M)]

= Prob[same(1)[same(2) A - - - A same(M)]
x Prob[same(2)|same(3) A - - - A same(M)]

X [same(M — 1)|same(M)]

X Prob[same(M)]. (93)
4 We here use the fact that a component A; (£, A, Z) of the history string observed by the agents at time £ is by
construction (see definition (15)) referring to the overall bid at time ¢ — i. It follows that the probability of finding

a given value for A; (¢, A, Z) depends via causality only on the bids at the earlier times {¢ —i — 1,¢ —i —2,...},
henceon {A;+1 (£, A, Z), Mi2o(£, A, Z), .. .}.
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Since we need not consider the values of k which scale with N or L, the contributions to (90)
from those times {¢|, ..., {;} for which there are correlations between objects at a time £,,
and those at another time £, will vanish in the limit L — oo. Since we also know that we are
in a TTI state, it follows that the conditional probabilities in (93) will not depend on the actual
values {£1, ..., £;}. In the limit L — oo we may replace

Prob[same(r)|same(r + 1) A - -+ A same(M)] — Pym—r

where P, denotes the probability to find for randomly drawn and infinitely separated times
{€1,.... ¢} that A; (41, A, Z) = --- = Xi({k, A, Z), for an index i, given that the identity
holds for the indices {i + 1, ...,i + m} (with Py o) giving this probability in the absence of
conditions). This allows us to write (90) as

e = P Pr—11-Pim—21 - - P Pikor- (94)

As a simple test one may verify (94) for the trivial case { = 1 (fake history only). Here
conditioning on the past is irrelevant, so Pjm) = Pixjo) = 2' 7 for all m, which indeed gives

us p; = p*~120-OM — 1 (as it should). In the continuous time limit N — oo (equivalently:
for M — oo, since 2" = «N) we thus find the as-yet exact formula
M—1
MliinOO log(uy) = MlgnOo Z(; log[25~ ' Py ] (95)

6.2. Reduction to history coincidence statistics

Next we have to find an expression for the probabilities Py 1. We know from (61) and
(62) that the value of the overall bid at any time £ is only correlated with the bid value at
time ¢ if the two times (¢, £') have identical history strings, i.e. if A(¢, A, Z) = A({', A, Z).
We know that individual histories show up during the process with probabilities of order
N~'. Since the likelihood of finding recurring histories during any number r = O(M) of
consecutive iterations of our process is thus vanishingly small (of order O(M/N)) such direct
correlations are of no consequence in our calculation. The only relevant effect of conditioning
in the sense of the P, is via its biasing of histories in subsequent iterations. Although the
probability of history recurrence during a time window of size O(M) is vanishingly small,
if two (short) instances of global bid trajectories are found to have identical realizations of
some of the bits of their history strings, they will nevertheless be more likely than average
to have an identical history realization in the next time step. This is the subtle statistical
effect which, together with the resulting biases in the bids which are subsequently found at
times with specific histories, gives rise to the relative history frequency distributions o( f) as
observed in e.g. figure 1.

The statement that the conditioning in Py, acts only via the joint likelihood of finding
specific histories {A{, ..., At} at the k specified (and widely separated) times {¢y, ..., £;},
translates into

P = PIAL o AdPIAL - Al ], (96)

A] ..... /\k
Here P[k|A1, ..., Ax] denotes the likelihood to find A(£1, A, Z) = --- = AUk, A, Z), if the
history strings at those k times equal {Aq, ..., A¢}, and P[Aq, ..., Ax|r] denotes the likelihood

of finding those & specific histories given that the bits of the & history strings have been identical
over the r most recent iterations>. The probability of finding specific bid values A(£) will

3 Here one will find that consistent and inconsistent realizations of the history noise variables Z (¢, i) are to be treated
differently: in the case of consistent noise, one will always have 1; (¢, A, Z) = X;j+1 (£ + 1, A, Z). This is not true for
inconsistent history noise.
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in TTI states only depend on the history string A associated with time ¢. Given this history
string, A(€) is a Gaussian variable (this follows from the effective bid process (61)), with some
average ‘A, and a variance 0)2\ (which will in due course have to be calculated). Using also
the fact that the Z(¢, i) were defined as zero average Gaussian variables, with variance k2, we
obtain

k
PlkA .. =[] [/ DZ/dAP)\j(A)G[(l —0)A +gz1}
j=1

k
+ U DZ/dAPAj(A)G[—(l — DA —;Z]]
=1

~

11 (1-0)Ay,
= 1_[ —+ —Erf
j=1 2 2 ﬁ\/§2K2 +(1 — ;)20)%[
. _
11 (1 —0)Ay,
+T1 5~ 5B 22§ al : 97)
j=1 \/E\/C K?+ (1 — §)2o/\j

We now write the sum over all combinations of histories in (96) in terms of a partitioning in
groups, where two M-bit strings {\;, A;} are in the same group if and only if they are identical.

We write (g1, g2, .. .) for the subset of all combinations {\y, ..., Az} with one group of size
g1, a second group of size g», and so on®. Clearly g; + g» + - - - = k, for all possible subsets of
our partitioning. This allows us to write
P = Y SkgrgrPlklgr, g2, .. JPLg1, g2, ... IF]. (98)
(81,825-)

According to (97), the distribution P[k|gi, g2,...] is of the relatively simple form
Plklgi, g2, ...] =2 7% D (g1, g2, ...), with

B _ 718
1 1-0)A
d>(g1,gz,...)=§]_[ > ax | 1+Erf (1-94
izt | A _ﬂ\/§2K2+(1 - )03 | |
B _ Rt
+l l_[ Zn)‘ 1 — Erf (= OAx . (99)
25|13 | V3 Jec (1= ¢pa} ]

The insertion of representation (98) for Py, into (95) allows us to write the moments of the
relative history frequencies in the following form:

M—1
Jim log(iu) = A}gnoo;;log (Z)ak,gl+g2+...<1>(g1,gz,...>7>[g1,g2,...|r] . (100)
r= 81,825

It will be helpful to assess which values of r in (100) can survive the limit M — oco. Whenever
we have a value r such that M — r — oo as M — oo, the condition that the £ history bits
were identical over the most recent r steps still leaves a large O(2” ") number of compatible

history strings to be found at the probing times {{, ..., £}, so the likelihood of finding
histories coinciding in multiples (g1, g2, .. .) scales as
Plgr. g2....Irl= [ 0@®=D=), Pl 1,...Irl = 1+0Q2 M),
Jjlgi>1
% For example: (k) denotes the subset of all combinations {\j, ..., Ax} where A = -+ = X, (2,1, 1,...) is the

subset of all {Aq, ..., Ak} where precisely two history strings are identical, and all others are distinct.
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Since £ is finite and ®(1, 1, 1,...) = 1, the total contribution to log(u,) from those terms
where M —r — oo as M — oo is negligible, since for | < R <« M we may write

R-1
Zlog Z Ok 1400+ P (g1, 82, .. IPlg1, &2, ... I7]
r=0 (81.82,--)

-1

= log[1 + 02" M)] = O@RFM). (101)

=

‘,
Il
o

Hence in (100) we need only those terms where M — r is finite. These terms represent
contributions where virtually all past components of the history strings at the times {£1, .. ., ;}
were identical, which should indeed constrain the possible histories at the times {£y, ..., ;}
most, and indeed gives the largest history coincidence rates. We consequently switch our
conditioning label from the number r of previously identical components to the number M —r
of unconstrained components, and write

P[gl5g27"‘|r]:Q[g]7g27"'|M_r]

and find (100) converting into the simpler form

Jim log(ui) = D Tlog | Y Srgeee @81, 82, Qg1 g2, 1] |- (102)

rzl (81.82,-+)

We are left with the task to calculate the likelihood Q[g1, g2, . - . |r] of finding at the k distinct
times {{;, ..., ¢;} of our process the histories {Aj,..., At} to be identical in prescribed
multiples of (g1, g2, - . .), given that the bits of the £ history vectors were identical during all
but r of the most recent iterations.

At this stage we benefit from having to consider only values of r in (102) which are
finite (compared to M, which is sent to infinity). For each value r of the number of ‘free’
components, there will be only 2" possible history strings A available to be allocated to the k
times {¢y, ..., £x}. In principle one would have to worry about the probabilities to be assigned
to each of the 2" options. However, we know for the full M-component history strings that
their probabilities scale as 7y = fap~' with fn = O(1), so the effective probabilities of
individual components of A € {—1, 1} must scale as

m, = 0(m/™) = o(L £,/ = L1+ o).
From this we deduce that for finite » we may take all 2" allowed history strings to have
equal probabilities. This turns the evaluation of Q[gy, g2, ... |r] into a solvable combinatorial
problem. Each of k elements is given randomly one of 2" colours (where each colour has
probability 277), and Q[g1, g2, - - . |r] represents the likelihood of finding identical colour sets
of sizes (g1, g2, ...). Let us abbreviate R = 2", and write the rth term in (102) as log(H,).
Now, using 277 @1++88) = 277k = R~k we may simply write’

Jim log(ui) =) log H, (103)

r>1

7" One easily confirms that our expression for H, is properly normalized. Upon choosing ® (g1, g2, ...) = 1, one can
perform the summations iteratively, starting from gg and descending down to g;, which leads exactly to the factor
R¥ to combine with the R~ present.
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H, = Z (g1, 82,--)9lg1,82,---1r]

(81,82,--)
k k=g k—g1—g k—g1——gr-1
=Y DD Y gy
81=08=0 g3=0 gr=0

XRk<k> <k—81> <k—81—gz>_._<k—81—“'—gle1). (104)
81 82 83 8R

6.3. Expansion of sign-coincidence probabilities

Having simplified the conditional distribution Q[g;, g, ... |r] of history coincidences, we
turn to ®(gy, g2, ...) as given by (99). If we restrict ourselves to an expansion of (99) in
powers of the (random) bid biases A in which we retain only the leading terms, our problem
simplifies further to the point where we can obtain a fully explicit expression for the moments
k. In appendix A we derive the following compact relations:

o, 1,1,..)=1 (105)

1 1
Plgr g2, =exp | 2D g8 — 1) — 72D g;(g; — D28 —3)+O(R)) | (106)
J

jz1

Q=) mErf? d =94 . (107)
> V2 + (1 - )20}

Results (105) and (106) imply that, rather than knowing the full probability distribution
Plg1, &2, ---|r] in (100), we only need the (conditional) statistics of a modest number of
relatively simple monomials. Expanding the exponential in (106) up to the relevant orders,
and using Y ; & = k (which is always true inside (104)) produces

1 2 1 2 1 2.2
(g1 ... = 1458 Y -k + 0 EZgigj

izl ij>1

—2Zgj —(k—5)2g5+%k2—3k +0O(2). (108)

izl izl

Since the combinatorial averaging process of (104) in this particular representation involves
a measure which is invariant under permutations of the numbers {g;, g2, ...}, the average of
(108) is identical to that of the following simpler function (with R = 27):

Deir (g1, 82, ...) = 1+ 1Q (Rg7 — k) + §2°[Rg!
+R(R — 1)gig3 — 4Rg] — 2(k — S5)Rg} + k> — 6k] + O(Q?). (109)

Instead of having to use full combinatorial measure (104), we can therefore extract all the
relevant information from the (joint) marginal distribution for the pair (g1, g2) only. Inserting
(109) into (104) gives us

H, =1+ 1Q[RG5§ — k] + L1Q*[RGy ¢ + R(R — DG5S
—4RGY§ — 2(k — 5)RGY§ + k> — 6k] + O(27) (110)
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with
k k—g1k—gi—g k—gi——gr-1
kR _ a b
Ga,b = E E E E glngsk,z,- gi
81=08=0 g=0 gr=0

><R‘k<k><k_g'> <k_gl_g2).“(k_gl_"‘_gR—1>
81 82 83 8R

k k=g
B K\ (k— e
=R <gl>< gf‘> (R —2)k~05ggh, (111

81=0g>=0

Those combinatorial factors G';: X which we need in order to evaluate (110) are calculated in
appendix B. They are found to be

k  k(k—1)
G =R R
G];’g _ E N 3k(k — 1) . k(k —1)(k —2)
> R R2 R3
LR k  Tk(k—1) 6k(tk—1)(k—-2) kk—1)k—2)(k—23)
Gyp =5+ + +
, R R2 R3 R4
er  k(k—1) 2ktk—1)(k—2) k(k—1)(k—2)(k—3)
Gy, = + + .
s R2 R3 R4

The insertion of these factors into (110), followed by restoration of the short-hand R = 2",
gives us the fully explicit expression

Hy = 1+1Qk(k — D27 + 1Q%(k — Dk —2)(k — 347 +O(Q%). (112)

We can now write explicit formulae for the moments of the relative history frequencies, and
hence also for the distribution o( f) itself, in the form of an expansion in a parameter 2 which
controls the width of this distribution.

6.4. Resulting prediction for o(f)

Result (112), together with the earlier relation (103) and the geometric series, leads us finally
to the desired expression for the moments :

Jim log(uu) = 1Qk(k — 1) — 5Q%(k — 1)(2k — 3) + O(QY). (113)
We see that this general formula obeys o = 1 = 1, as it should, and that
. 102 3
Jim 1 = exp (Q-1?+0@)). (114)

The insertion into our earlier expression (89) for o( f) leads in the limit M — oo to a formula
in which, at least up the relevant orders in €2, the insertion of a Gaussian integral allows us to
carry out the summation over moments explicitly:

do (—iw)k
o= [ Srer S

k=0

do (—iw)* 1 d?
—|D T elof 1— V/Q— +...
/ Z/zne 2 [ sVest

k>0

exp Gszk(k —1) - %sz(k - DEk—-3)+ 0(93))
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Figure 2. Test of the predicted history frequency distributions (116) (left picture,
based on expansion of the moments p; up to first order in the width,
exp(%Qk(k —1))) and (118) (right picture, based on expansion up to second order, [j
exp(%Qk(k —-1)) — %sz(k — 1)(2k — 3)), together with the data of figure 1 as measured in
simulations for « = 2.0 and N = 8193. In both cases the second moment which parametrizes
(116) and (118) was taken from the data: u, ~ 1.380. Measurements were taken during an
observation stage of 2000N individual iterations, following an equilibration stage of 1000N
individual iterations.

[ 5., 1 1,
XeXp(Zk Q+EQ —§k<Q+§Q >>
=/Dz|:1+l\/§(3z—z3)+~-]8 f —exp z,/Q+§QZ—1<Q+lQZ)
' 6 ' ' 6 2 2 '

(115)

We may use (114) to express €2 in terms of u,, turning our expansion of the moments 1y into
an expansion in powers of log(u;). Depending on whether we wish to take our expansion
only to order O(log(11,)), or also to O(log*(u»)), we obtain

e 322
to O(log(wa)) : - (116)
0 O(log(u2) o(f) INCT D)
log(f) + 1 log(u2)
= 117
z(f) et (117)
_ 1.2 1 3
0 0lo(12)): o f):exp( 12(0) [1+ £/log(u2) Bz(f) — 22())] a18)
fJ270g(12) + log? ()]
1 2 1002
oy = OB+ 5[ logwy) + Flog* )| (119)

Vlog(ua) +log (1)

The two statements (116) and (118) are indeed found to constitute increasingly accurate
predictions for the actual distribution of the relative history frequencies, see e.g. figure 2.
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We have thus been able to explain the origin and the characteristics of the observed history
frequency statistics. However, both formulae are the expansions for small €2. Should (118)
be applied to the values of €2 which are not small, one has to be careful in dealing with large
values of f, where o( f) could become negative (this would have been prevented by the higher
orders in €2). The implication is that in the Gaussian integral (115) one must in practice either
introduce a cut-off z. = O(2~/%), or exponentiate the factor [1+ é J3og(u2)(Bz(f) -z (f))].

6.5. The width of o(f)

What remains in order to round off our analysis of the distribution of relative history frequencies
is to calculate the width parameter €2 in (113) self-consistently from our equations. According
to our theory, €2 is given by (107), i.e. by

1-0)A
Q=) mErf? d =904 . (120)
> fz\/gw +(1 - )02
The quantities A, and 0)2\ = F,\ — A, describe the statistics of those bids which

correspond to times with a prescribed history string A. We know from (64) that these
are Gaussian variables, which implies that Ay and Uf are all we need to know. Since we
restrict ourselves to non-anomalous TTI states, we can write both as long-time averages:

L
Ay =y Jim_ Lt ;(SA,W,A,Z)A(@ (121)
o L
A2y = 7! Jim L} ;gk,A(E,A,Z)AZ(z). (122)

We can work out the average A, using (64) and time-translation invariance, and subsequently
define the new time variables s; = ¢; — {;4; (for i < r) and s, = £, (so that £; =
§j+8js1 + - +s.). This results in

L r
_ . | .
Ax = lim Lpm DD =) ) Gllo— 1) Gty — £y) |:1_[ P5>\,A<z,,A,Z):| b,

Lo=1r=0 ..k, i=0

L*Z Si r
| ) R
== D=8 > Gso) - Gs,-1) Am > |:l_[ P5A,A(si+...+sr,A,Z):| b, -

r=0 S0 Sr—1 5,=0 i=0

(123)

Given our ansatz of short history correlation times, in the sense of (79), and given
X = Y 0G) < oo (so G(¢) must decay sufficiently fast), we find this expression
simplifying to

Px

. (124)
1+ XPTTx

L
— 1
Ay = —xpmy)" lim — ) =
A ;( XPTX) Am T ; AAG,A,2)Ps

In a similar manner, we find
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ALy = lim — S8 A AEL)S,
N LLH;OT[)\LZ;O A A.2) A(0) A(€g) 8,0
o —

= LIL“;H Z D8 Y Gty =) Gy — &)

Loly=0r,r'20 0.4,

X 3Gy =) Gl — )83 a0.4.2)

r r’
X |:1_[ P5>\,A<z,,A.z):| |:l_[ P5A,A(e;,A,Z):| SeotyPe, be,

i=1 i=1

= Y Y GGl Y Gl Gy

Pt r,r’ 20 5081 oSl
L=3 i siL=3 8
x lim — E E DPOXAGo+4s,. A, Z)
L—oo L
5,=0 s/,=0

[ ] Posacssaz || [] Poracissaz |85 0.5 sds b (125)
i=1 i=1
Again we use ), G(£) < oo to justify that in the summations over s, and s,, the upper limit
can safely be replaced by L. Thus

— Z( SN Glso) - Glsem) Y Glsp) - Gls)y)

rr' >0 5081 .Y(/)“.S/,il
X Lllnlo - ZOPSA A 55.A.2) [1_! POAAE 2 5.4 Z>]
5= i=
'
X |:1_[ P(SA,/\(Zfsj—ZK, 55.A Z):| ¢b,¢z Si=2 < S (126)
i=1

The present calculation is similar to that of the volatility matrix in the fake history online

MG [10] (the quantity o} = A2y — Ki can be regarded as a conditional volatility, where
the condition is that in collecting our statistics we are to restrict ourselves to those times
where the observed history strings take the value A), so also here we have to worry about
pairwise time coincidences. Each such coincidence effectively removes one constraint of
the type dx x(..a,7), since the latter will be met automatically. The remaining terms will
occur in extensive summations, so that we may replace each ‘unpaired’ occurrence of a factor
Sx.A(...4,7), except for those with the same argument as one of the Gaussian variables ¢, by its
time average . In practice this implies the replacement
r—1 r'—1

l_[ p(SA,)\(Zj>,-.fj,A,Z) l_[ pa)\)\(zj' §j=2j<i $;AZ)
i=1 i=1

’ : 11 1
rer' =2 Z' Z/ Z/z>,iz Yese—Ye<j s

r— lr’—l
— (p]T )r+r/—21_[ 1_[ |:1 +

i=1 j=I

s 127
by ] a2
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and therefore

FA = Z (—(SN)H"J Z G(so) - G(s—1) Z G(S(/)) e G(S;’—l)

rr' 20 50-+8r—1 S0-800_,

r—1r'—1
iy 1 — B
< omf TTTT |1+ 25 b s

i=1 j=1 PTEA

L
1
X Z5k Y=Y, M —— 28)\ (s, A, Z)ON (s, A, Z) Ps Dok - (128)

j=r'Sj L—o0 7'[
As in the calculatlon of the volatility in [10], lackmg as yet a method to deal with all the
complicated terms generated by the factor proportional to the learning rate 77, we have to
restrict ourselves in practice to approximations. As in [10] we first remove the most tricky
terms by putting 7 — 0. This gives

A2y =) (=ypm)™ Y Glso) - Gls) Y Glsg) - Gls)y)

r,r' 20 80...8p—1 S0+

X Z Ok 3 51— % s T 2 Z SaAG.4.2) 006 4k,4.2)PsPsk- - (129)

We then assume that the limit L — oo in the last hne converts the associated sample average
into a full average over the statistics of the Gaussian fields ¢, given by (62), i.e.
L
1

lim —— Z SAAG.A.2) O N(5+k,4,2) Ps D+
L—oo jT)‘ =

1 1
— ngréo nTL z(; AN A, 2) 0N As+h, A, 2) (Ds Psak ) g4,z = 5[1 + C(k)].

Separating the correlation function into a persistent and a non-persistent term, C(k) =
¢ + C(k), and returning to the earlier notation with time differences inside the kernels G,
results in the history-conditioned equivalent of the volatility approximation in [10]:

A2 =) (=ypm)™ Y Glso)-+Gls) Y Glsg) -+ Gls)y)

r,r' 20 80..-8p—1 S0+
xilisere[Y5-Y
2 ") Lt
j<r j<r
1+c¢ 1 , 1A , -1
= m + 5 / ds ds (]1 + p]T)\G) C(S — S )(]1 + pT[)\G) (130)

where 1(x,y) = §(x — y). In order to get to the present stage we have averaged the
¢-dependent terms inside A%y over the Gaussian measure (- --)44,z. Consistency demands

. . - =2 . —2 - ..
that in working out af = A%, — A, we do the same with the term A, where A is given by
(124), so our approximation for the history-conditioned volatility becomes

2 —z_ﬂ — 1 < 1+Ct—0)

oy = A%y = A%y, — lim OANCLA,Z)OANC A ) 5
A (1+ xpma)? L=oo (L7y)? ;1 CADPIMEAD (1 + xprr)?

= %/ds ds'(1 + paG) ' (s)C(s — s ) (1 + praG) ™' (s)). (131)
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Our final step again follows [10]. We assume that the non-persistent correlations C(¢) decay
very fast, away from the value C(0) = 1 — ¢, so that in the expansion of (131) in powers of G
we retain only the zero-th term:

o5 =31-o). (132)
‘We may now return to expression (120) and insert our approximations (124) and (132):

(1= ),
V(I + xprn) e + 4 (1= 021 ¢)

p—>00

Q= lim X:J'r,\Erf2
A

- / df dpo(f. §) f Erf® d-0¢ (133)

VA +x e+ H =020 — o)

with

. —
o(f#) = lim -3 Lf = pmakdlg — éy (134)
A

We know the ¢, to be Gaussian variables, with (¢,) = 0 and (5i> = %( 1 + ¢) (see the above
derivation of 0)2\ where this was shown and used). Hence, upon making our final simplifying
assumption that in the relevant orders of our calculation the correlations between the history
frequencies 7 and the Gaussian fields ¢, are irrelevant, we obtain

)
o(f, ) =Q(f)m (135)
and hence (133) simplifies to
sz=/00dfg(f)f/DxErf2 A - Ovite . (136)
0

21+ x )y fe2+ H1 -2 — o)
Using the integral [ Dx Erf?(Ax) = % arctan[v' 1 + 4A2] — 1, in combination with the identity
J[dfo(f)f =1, our approximate expression for the parameter Q thus becomes

(1= +0) T
] .

137
(IL+x 0222 +10 - 021 =0 (37

Q:i/oodfg(f)farctan |:1+
T Jo

In the limit of strictly fake history we recover from (137) the value lim,; Q =
(4/m)arctan[1] — 1 = 0, as it should. For MGs with strictly true market history, on the
other hand, expression (137) simplifies to

2(1+¢) T iy (138)

(I+xf)* (1 —o

In accordance with earlier observations in simulations [15] we also see that, as the system
approaches the phase transition when « is lowered from within the ergodic regime, the
increase of the susceptibility x automatically reduces the width parameter €2, until it vanishes
completely at the critical point.

lim Q2 = i/Oodf;g(f)farctan[1+
7 Jo

—0
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7. Closed theory for persistent observables in the ergodic regime

We have now obtained a closed theory for the time-translation invariant states of our MG,
albeit in approximation. It consists of equations (84)—(87) for the persistent order parameters,
combined with expressions (116) and (118) for the shape and (114) and (137) for the width
of the relative history frequency distribution o(f). This theory predicts correctly (i) that the
phase transition point «.(7") of the MG with history is identical to that of the model with fake
memory, (ii) that at the transition point the relative history frequency distribution reduces to
o(f) = 8[f — 1] (with at that point also the order parameters all becoming independent of
whether we have true or fake history), and (iii) the shape of the relative history frequency
distribution. In the limit « — oo the theory also reproduces the correct order parameter
values x = ¢ = ¢ = 0, for any value of {. For ¢ = 0 (strictly true memory) it predicts
limy— 00 2 = % and hence limg_, o, 2 & 1.37.

Let us finally reduce our closed equations to a more compact form, for the simplest
nontrivial case of the MG with strictly true market history (i.e. { = 0) and without decision
noise (i.e. o[oo] = 1). Here we have

Vg 1—¢
= —F = =1 —Erf 139
! Son/2 X axr ¢ rflu] (139)
1 |
¢ =1—Erflu] + 2—qurf[u] — i e (140)
1 5 1 1 -

XR:/DZ [1+6\/§(3Z_Z3)+...] [exp (_Z Q+892+§(Q+§QZ>>+X:|

(141)

-2
S§=(1+c)/Dz [1+é\/§(3z—z3)+ } [exp(—z,/9+292+%(9+%ﬁz>) +X:|

(142)
1 ; 5 1 1,
Q= [ Dz|1+=-vVQBz—2)+-|exp|z/Q+ 22— = [Q+=Q
6 6 2 2
L 2(1+¢) ’ |
X — arctan —
4 (1= o[+ xexp(z/Q+ 202 — L@+ 12))]
(143)

Upon using (140) to write ¢ as a function of u, i.e. ¢ = ¢(u) with c(u) denoting the right-hand
side of (140), and upon eliminating the quantities ¢ and Sy, we find ourselves with a closed
set of equations for the trio {u, x, Q}:

(NI

. Exflu] /Dz 1+1/QCBz 2%+ a4
X~/ 20(1 +clul) [exp (—zy/Q+2Q2+ 1(Q+19Q2)) + X]2
-1
1+14/Q03z =23 +---
X:Eri[u] /DZ +1V/QBz ) + (145)

exp (—zy/Q+ 292+ 1(Q+1Q2)) + x
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Figure 3. Left: the predicted persistent correlations ¢ together with simulation data in the non-
ergodic regime, for the on-line MG with strictly true history (i.e. { = 0; the solid line gives the
theoretical prediction, full circles the experimental data) and for the on-line MG with strictly fake
memory (i.e. { = 1; the dashed line gives the theoretical prediction, open circles the experimental
data). In both cases decision noise was absent. Right: the corresponding predicted fraction ¢ of
frozen agents, under the same experimental conditions and with the same meaning of lines and
markers. Measurements were taken during an observation stage of 2000N individual iterations,
following an equilibration stage of 1000N individual iterations.

1 / 5 1 1
Q:/Dz[l+6\/§(3z—z3)+~-~:|exp z Q+EQ2—§(Q+§QZ>

4 2[1 + c(u)]
X § —arctan | 1+ —1
b4

[1—c@l[1+xexp(z/Q+ 102 — L@+ 1))

(146)

Solving these three coupled equations numerically, followed by comparison with
simulation data, shows a surprising level of agreement, in spite of the expansions and
assumptions which have been used to derive (144)—(146). Figure 3 shows the performance of
the theory in describing the on-line MG with strictly true market history (i.e. { = 0), together
with similar data for the on-line fake history MG (i.e. ¢ = 1), for comparison®. In all these
simulations N = 8193. Calculation of the first two nontrivial moments p; of the distribution
of relative history frequencies, see e.g. figure 4 (where in the simulations a N2 = 22%), shows
that for small values of the width of o (/) (i.e. u; close to 1, which is true close to and below the
critical point) the predictions of the theory are excellent, but that the performance of equations
(144)—(146) deteriorates for larger values of 1,. This is obvious, since these equations result
effectively from an expansion for small values of p, — 1. Taking this expansion to higher
orders should lead to systematic improvement, but will be nontrivial.

8 Below the critical point, where y = oo throughout, equation (137) predicts that @ = 0. This implies that
o(f) =68[f — 1] for @ < a.(T), and that below the critical point the differences between true and fake history (if
any) are confined to dynamical phenomena or to states without time-translation invariance. This confirms earlier
observations in numerical simulations [15], where it was found that the persistent order parameters in MGs with and
without history were identical in the low « regime.
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Figure 4. The moments o = [dfo(f)f? and u3 = [dfo(f)f> of the distribution of
relative history frequencies for the MG with strictly true history and absent decision noise (i.e.
¢ =T = 0), as predicted by the theory (solid and dashed lines), compared to the moments as
measured in numerical simulations (markers, with circles indicating ¢, and squares indicating j¢3).
Note that ;19 = 1 = 1 (by definition). Measurements were taken during an observation stage of
2000/ individual iterations, following an equilibration stage of 1000 individual iterations.

8. Discussion

We have developed a mathematical procedure for the derivation of exact dynamical solutions
for minority games with real/ market histories, using the generating functional analysis
techniques of [17]. So far these techniques had only been developed for (and applied
successfully to) the less realistic but mathematically simpler MG versions with fake market
histories, restricting theoretical progress to those particular game versions only. We have
shown how the technical difficulties associated with the non-Markovian character of the
microscopic laws induced by having real histories can be dealt with, and found (in the infinite
system size limit) exact and closed macroscopic laws from which to solve the canonical
dynamic order parameters for the standard (on-line) MG with true market history. Here these
laws turn out to be formulated in terms of rwo effective equations (rather than a single equation,
as for models with fake histories): one for an effective agent, and one for an effective overall
market bid.

In the second part of this paper we have constructed solutions for these effective equations,
focusing mostly on the usual persistent observables of the MG in time-translation invariant
states (persistent correlations and the fraction of frozen agents) and on the calculation from first
principles of the distribution of history frequencies. These objects are calculated in the form of
an expansion in powers of the width of the history frequency distribution, of which the first few
terms are derived in explicit form. This latter calculation required two further assumptions.
The first is that of small history correlation times (or, to be more precise, self-averaging of the
history coincidence probabilities on O(N) timescales, see the footnote in section 5.3), which
allows us to express all persistent order parameters in terms of the distribution of history
frequencies. The second assumption is that we are allowed to approximate our expression for
the history-conditioned volatility o} in the manner which had proven acceptable and successful
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in the past, when it was applied to the ordinary (full) volatility o2 in fake history MGs [9-11].
At present the consistency of both assumptions has only been tested in an indirect and implicit
manner, by the performance of the resulting theory.

The final theory was shown to give accurate predictions for the persistent observables and
for the shape of the history frequency distribution. It gives precise predictions for the width
in the region where this width remains relatively small (which is inevitable in view of the
expansion used).

Appendix A. Expansion of bid sign recurrence probabilities

Here we derive expansion (106) of the function ® (g1, g2, . . .) as defined in (99). We abbreviate

Ey = Exf (1= (A1)

V2, Je 4 (1= 0%}

with >, myE} = (E"). These short hands allow us to compactify (99) to

®(g1, 8, ..) = % [1 [Zm(l + Eufs’f} + % I1 [Zm(l - E»éﬁ}
A

i1 =1L A
1 8j g 1 8 g
=511 [Z ( ’) (E”)} +5 11 [Z ( ’) (—1)"<E">}
j=1 Ln=0 n j=1 Ln=0 "
O g1\ (& 1
= Z Z T ( ) ( ) s [+ (= D)MTRTEM ) (E™) - (A.2)
n1=0n,=0 " 2 2

Since the overall average bid in the MG is equally likely to be positive than negative, and since
(A.1) tells us that sgn[ Ex] = sgn[A ], the moments (E”) for even values of r will have to be
zero. From this it follows that

qD(gl,gz,---)= Z Z <2€:]> (26:122>.._<E2n1)(E2nz>___

0<n < 5g1 0<ma< g
_ gj 2n
_H 1+ > <2n>(E)
jz1 1<n<g;/2
SO
gj 2n
1 L) = . .
0g (g1, 82, ..) =) log |1+ Y (2n)<E> (A3)
jz1 1<n<g;/2
Equation (A.3) tells us, firstly, that
o1, 1,1,..) = 1. (A4)

For arbitrary history coincidence numbers (g1, g2, . . .), not necessarily all equal to 1, we may
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expand (A.3) in the moments (E”):

1
log ®(g1. g2....) = »_log [1 + 5858~ D(E?)

jz1

1
+578i(8; = Dy = 2)(g; — 3NEY) + 0(<E6>>]

1 1
=52 8 =D {<E2> + 5185 = 2)(8; = 3EY) —3g;(g; - 1><E2>2]}
jz1
+O(E®)).
Finally, in leading order in E we may regard the variables Ey as proportional to Ay, and

therefore as distributed in a Gaussian manner. This implies (since (E) = 0) that in leading
order we have (E*) = 3(E?). Hence

1 1
log (g1, g2, = S{E%) Y _gi(g; = D = (B D _g;(gj — D2g; = 3) + OUET)).
Jjz1 j>1
(A.5)

Appendix B. Combinatorics in history frequency moments

In this appendix we calculate the combinatorial factors Gfl:f as defined in (111). They can be
obtained by differentiation of a simple generating function:

N AY
Giy =R Y ) (g1> ( 2 ) (R —2)fs1m82gtgh

£1=0g=0
% lim d)(,d b(R 2+x+y)F (B.1)
= X— -_— — X . .

x,y—>1 dx ydy Y
In particular:
Gy§ =kR™' +k(k — DR (B.2)
Gy§ = kR +3k(k — DR+ k(k — )(k — 2)R™ (B.3)
Gyt =kR™" +7k(k — DR+ 6k(k — )(k —2)R> +k(k — D(k —2)(k —3)R™* (B4
G5X = k(k — DR +2k(k — )(k — 2R +k(k — )(k — 2)(k — )R ™. (B.5)
References

[1] Challet D and Zhang Y-C 1997 Physica A 246 407-18
[2] Arthur W 1994 Am. Econ. Assoc. Papers and Proc. 84 406—11
[3] Challet D, Marsili M and Zhang Y C 2004 Minority Games—Interacting Agents in Financial Markets (Oxford:
Oxford University Press)
[4] Cavagna A 1999 Phys. Rev. E 59 3783-6
[5] Challet D, Marsili M and Zecchina R 2000 Phys. Rev. Lett. 84 18247
[6] Marsili M, Challet D and Zecchina R 2000 Physica A 280 522-53
[7] Marsili M and Challet D 2001 Phys. Rev. E 64 056138
[8] Marsili M, Mulet R, Ricci-Tersenghi F and Zecchina R 2001 Phys. Rev. Lett. 87 208701
[9] Heimel J A F and Coolen A C C 2001 Phys. Rev. E 63 056121
[10] Coolen A C C and Heimel J A F 2001 J. Phys. A: Math. Gen. 34 10783-804



Generating functional analysis of MGs with real market histories 2347

[11]
[12]
[13]
[14]
[15]
[16]
[17]
(18]
[19]
[20]

Coolen A C C, Heimel J A F and Sherrington D 2001 Phys. Rev. E 65 16126

Galla T, Coolen A C C and Sherrington D 2003 J. Phys. A: Math. Gen. 36 11159-72

Johnson N F, Hui P M, Zeng D and Tai C W 1999 Physica A 269 493-502

Johnson N F, Hui P M, Zheng D and Hart M 1999 J. Phys. A: Math. Gen. 32 1.427-31

Challet D and Marsili M 2000 Phys. Rev. E 62 18628

Lee C-Y 2001 Phys. Rev. E 64 015102(R)

De Dominicis C 1978 Phys. Rev. B 18 4913-9

Bedeaux D, Lakatos-Lindenberg K and Shuler K 1971 J. Math. Phys. 12 2116-23

Inoue J I and Coolen A C C 2004 in preparation

Coolen A C C 2005 The Mathematical Theory of Minority Games—Statistical Mechanics of Interacting Agents
(Oxford: Oxford University Press)



