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MARTINGALE REPRESENTATION PROCESSES AND APPLICATIONS IN THE
MARKET VIABILITY UNDER INFORMATION FLOW EXPANSION

SHIQI SoNG!

Abstract. When the martingale representation property holds, we call any local martingale which
realizes the representation a representation process. There are two properties of the representation
process which can greatly facilitate the computations under the martingale representation property.
On the one hand, the representation process is not unique and there always exists a representation
process which is locally bounded and has pathwise orthogonal components outside of a predictable thin
set. On the other hand, the jump measure of a representation process satisfies the finite predictable
constraint, which implies the martingale projection property. In this paper, we give a detailed account
of these properties. As application, we will prove that, under the martingale representation property,
the full viability of an expansion of market information flow implies the drift multiplier assumption.

1. INTRODUCTION

The present paper, jointly with [20,22], takes part in a research program about the full viability problem (cf.
Definition 5.2).

1.1. The problem and the context

Precisely, we consider a filtration F of sub-c-algebras on a probability space and we consider all strictly
positive F semimartingale S, which satisfies the no-arbitrage condition of the first kind (NA; in abbreviation,
cf. [17] for definition) in F. The pair (F,S) constitutes a financial market model, where F represents the
information flow and S represents the asset process. As the no-arbitrage condition NA; ensures the utility
optimization problems have solutions (cf. [6,17]), the models such as (I, S) are called viable market models.
The market viability of (F,S) is a filtration-depending property. We are concerned in this paper with the
filtration expansions which preserve fully the market viability, i.e., those filtrations G such that G O F and all
the asset process S which is viable in F continue to be viable in G (the full viability).

The information change has always been a fundamental issue in market modeling. Since the work [9] on the
insider trading problem, the study takes a direction of quantifying the information changes. For various reasons,
agents who trade a same asset process may enjoy different streams of information. Different information leads to
different trading strategy. For questions such as the insider trading or the risk hedging, it is essential to be able
to compute the financial gains of the agents in terms of the variations of the information. This gain computation
is not straightforward because of, notably, the difficulty to quantify the variation of an information change. On
the other hand, by the no-arbitrage consideration, the gain computations are limited to the only case where the
information changes preserve the market viability. In recent times, the class of the information changes which
preserve the market viability has become a subject in itself. See, for example, the papers [1,2,8,20]. According
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to these papers, a major feature of that class is that the information changes satisfy some specific structural
conditions. These structural conditions provide valuable means to quantify the information variation and to
realize the corresponding gain computations.

A first study of the viability after an information change is [8]. It is followed by [1,2,20]. The present paper
takes part in the same program of [20]. Following the classic settings of the initial or progressive enlargement
of filtration, the papers [1,2, 8] provide conditions to have the full viability. The paper [20] succeeds to do the
work beyond the classic settings, with a new necessary and sufficient condition for the full viability under the
martingale representation property. The present paper establishes the structural implications of the full viability
on the underlying filtration expansion F C G.

The proof of [20] involves peculiarly three properties, i.e., the finite predictable constraint property, the
martingale projection property and the reconstruction of the representation process. The present paper is a
detailed study of the three properties, with an application on the full viability. It is organized as follows.

1.2. The contents

The martingale projection property is defined for any (multi-dimensional) local martingale M by the fact
that, for any real local martingale Y such that the (vector of) predictable dual projection [Y, M]"P exists,
there exists a predictable process H, integrable with respect to M, such that the predictable dual projection
[H - M, M]¥? exists and the identity

Y, M]"? = ["H - M, M]"?

holds. The martingale projection property is very useful, for example, in the proof of [20, Theorem 4.3] or in
the proof of Theorem 5.6 below. This property always holds, when M is continuous. However, according to [3],
the property does not always hold in the case of a purely discontinuous local martingale. The question is how
to recognize a purely discontinuous local martingale M which satisfies the martingale projection property.

It seems not very widely known, but the answer exists since Jacod [11], which consists to verify if the jump
measure of M satisfies the condition of finite predictable constraint (cf. Definition 3.1). (This last notion is
therefore extracted from [11, Théoréme 4.80] and a name is given to it because of its importance in the study of
the full viability.) For the applications in this paper and in [20], we will extend the finite predictable constraint
condition to any integer valued random measure p and we will give in Section 3 a detailed analysis of the space

{Wi(p—v): Wis (u— v)-integrable in the sense of [11]}

under that condition. The main result is Theorem 3.3. Specifications in the cases of accessible and respectively
inaccessible time supports (cf. Section 3.1 for definition) are given in Section 3.3 and Section 3.4.

Usually the martingale representation property is mentioned to characterize a specific process (a Brownian
motion, for example). But, in this paper, what is relevant is a stochastic basis having a martingale represen-
tation property, whatever the representation processes are. Yet more, we should make use of various different
representation processes to make easier the computations under the martingale representation property. In
Section 4, based on the fact that the martingale representation property in the filtration F implies the finite
conditional multiplicity condition of the filtration F (cf. [11] and [5] and Section 4.1 Lemma 4.4), we prove in
Theorem 4.8 and Corollary 4.14 and Theorem 4.2 that, when the martingale representation property holds, it is
always possible to reconstruct the representation process so that it becomes locally bounded and has pathwise
orthogonal components outside of a predictable thin set.

One of the structural conditions obeyed by the filtration changes of full viability is the drift multiplier assump-
tion (cf. Assumption 5.5). In application of the results in Section 3 and Section 4, we will prove in Theorem 5.6
that, under the martingale representation property in F, the full viability of an information expansion F C G
implies the Hypothesis(H') (cf. Section 5 for definition), and the corresponding drift operator satisfies the drift
multiplier assumption. This means that every F local martingale X is a G special semimartingale and there
exist a common (multi-dimensional) F local martingale N and a G predictable process ¢ such that the drift
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part T'(X) of X in G writes in the form
(v)  T(X)=Te-[N,X]"P.

The main points of this result are (a) the F local martingale N and the G predictable process ¢ are common for
all F local martingale X and (b) the predictable dual projection [N, X]F? exists for all F local martingale X.
The common existence of the pair (¢, N) makes it a good means to quantify the variation of the information
expansion F C G (cf. [20] for a detailed formula). The drift multiplier assumption is a new notion in the
literature of the theory of filtration enlargement. It has encountered serious questions about its relevance and
its usefulness. Theorem 5.6 and the work [22] help to dispel the questions.

Section 5.2 presents some general consequences of the full viability assumption on an expansion of information
flow F C G. For example, we will see that the F inaccessible stopping times remain inaccessible in G, or that
A®P is absolutely continuous with respect to AP for any F adapted locally bounded increasing process A.
These results are interesting in themselves. We also emphasize the benefits of working with the drift multiplier
assumption in an enlarged filtration.

1.3. N.B.

Notice that in this introduction we have written the key notions in italic. This rule will be left out in the rest
of the paper. Notice also that the assumption of the martingale representation property in F needs not mean
that the market model (F,.S) is complete.

2. NOTATION AND CONVENTION

We work on a probability space (£2,.4,P) endowed with a filtration F = (F;);>0 of sub-o-algebras of A,
satisfying the usual conditions. We employ the vocabulary of stochastic calculus as defined in [10,11] with the
specifications below.

Relations between random variables are to be understood almost sure relations. For a random variable X
and a o-algebra F, the expression X € F means that X is F-measurable. The notation LP(P, ) denotes the
space of p-times P-integrable F-measurable random variables.

By definition, AygX = 0 for any cadlag process X. A process A with finite variation considered in this paper
is automatically assumed cadlag. We denote by dA the (signed) random measure that A generates.

Different vector spaces R? are used in the paper. An element v in R? is considered as a vertical vector. We
denote its transposition by 'v. We denote (indifferently) the null vector by O.

We deal with finite family of real processes X = (X;)1<i<a (d € N*). It will be considered as process taking
values in the vector space R%. To mention such an X, we say that X is a d-dimensional process. In general
we denote by X; the ith component of the vector X. When X is a semimartingale, we denote by [X, TX] the
d x d-dimensional matrix valued process whose components are [X;, X;] for 1 <4,j < k.

With respect to the filtration F, the notation ¥Pe denotes the predictable projection, and the notation e
denotes the predictable dual projection.

For any F special semimartingale X, we can decompose X in the form (see [10, Theorem 7.25]) :

F-p

X:Xo—l—Xm—l—Xv, Xm:Xc—l—Xda—l—Xdi,

where X" is the martingale part of X and X" is the predictable part of finite variation of X, X is the continuous
martingale part, X is the part of compensated sum of accessible jumps, X% is the part of compensated sum
of totally inaccessible jumps. We recall that this decomposition of X depends on the reference probability and
the reference filtration. In the computations below we apply this notation system only for the decompositions
in F. We recall that every part of the decomposition of X, except Xy, is assumed null at ¢ = 0.
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In this paper we employ the notion of stochastic integral only with respect to the predictable processes.
The stochastic integral are defined as 0 at ¢ = 0. We use a point ”-” to indicate the integrator process in a
stochastic integral. For example, the stochastic integral of a real predictable process H with respect to a real
semimartingale Y is denoted by H - Y, while the expression 'K (:[X, "X])K denotes the process

t k k
/0 ZZ(Ks)i,s(Ks)j,sd[Xi>Xj]s, t>0,

i=1 j=1

where K is a k-dimensional predictable process and X is a k-dimensional semimartingale. The expression
TK(-[X, TX])K respects the matrix product rule. The value at ¢ > 0 of a stochastic integral will be denoted,
for example, by TK(-[X, "X])K;.

The notion of the stochastic integral with respect to a d-dimensional local martingale X follows [11]. We
say that a d-dimensional IF predictable process is integrable with respect to X under the probability P in the
filtration T, if the non decreasing process v/ "H(-[X, TX|)H is (P,F) locally integrable. For such an integrable
process H, the stochastic integral "H - X is well-defined and the bracket process of "H - X can be computed
using [11, Remarque(4.36) and Proposition(4.68)]. Note that two different predictable processes may produce
the same stochastic integral with respect to X. In this case, we say that they are in the same equivalence class.

Again another notion of stochastic integral is needed, i.e., the stochastic integral with respect to a com-
pensated integer valued random measure p — v. We refer to [10,11,13] for its definition and the fundamental
properties. In particular, we denote by G(F, ) the space of (u — v) .-integrable F predictable functions. To
distinguish the different type of stochastic integrals, we mention the stochastic integral with respect to a com-
pensated integer valued random measure p—v as stochastic ,-integral, whilst the stochastic integral with respect
to a semimartingale will be mentioned as stochastic --integral.

Warning. Notations may be reused in different parts of the paper for different meaning.

3. FINITE PREDICTABLE CONSTRAINT

This section is devoted to the condition of finite predictable constraint for integer valued random measures.
Recall that F is a filtration on the probability space (02, A, P), satisfying the usual conditions.

3.1. The definition

We recall the basic vocabulary about integer valued random measures. Let E be an Euclidean space. An F
optional random measure p on Ry X E is said to be integer valued (cf. [10,11]), if there exists an F optional thin
set D (the time support set) and an E-valued F optional process § (the space location process) such that

[L[A] = Z n{(s,ﬂs)EA}]l{seD}, VA € B(R+ X E)
s>0

We make use of the results in [10, Chapiter XTI section 1], also in [13, Chapiter II section 1]. In this paper, the
integer valued random measures pu are always supposed to be o-finite on the predictable o-algebra and to have
an F compensator v satisfying

v[{0} x E] = v[Ry x {0}] =0, (|Jz]* A1).ry < 00, t € R, (1)

Note that these conditions are satisfied by the jump measure of any semimartingale (cf. [13, Chapter II, Propo-
sition 2.9]). Recall that G(F, u) denotes the (i — v) .-integrable predictable functions.

We are concerned with the problem how the stochastic .-integrals can be transformed to the stochastic
--integrals. Here is the notion which makes the transformation possible (cf. Theorem 3.3).
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Definition 3.1. We say that an integer valued F optional random measure p satisfies the finite predictable
constraint condition, if the space location process B is confined in a finite F predictable constraint, i.e., if there
exist a finite number (say n) of E-valued F predictable processes ay,1 < k < n, such that, at any time, the value
of B coincides with one of the values oy or 0:

Be{0,a,...,an}.

Remark 3.2. Note that, in the case of a finite predictable constraint for 8, we can modify the E-valued F
predictable constraint processes ay, 1 < k < n, to write

B = Z apllig—a,y + 0l p-a, vi}- (2)
k=1

We accept some set { = .} empty.

3.2. The main result

We consider an integer valued random measure p with its time support D and its space location process
B and its F compensator v. Suppose the finite predictable constraint condition with the constraint processes
ar,1 <k <n. Let e, (1 <k <n)bea bounded continuous real function such that ex(cy) # 0 on the time
support set D of p, and |ex(x)| < c¢(Jz| A1),z € E, for some constant c.

Theorem 3.3. Suppose that p satisfies the finite F predictable constraint condition with constraint processes
ag,1 < k < n, satisfying identity (2). Suppose D C {8 # 0}. For 1 < k < n, let ey be the above defined
functions.
(1) Let ug(s,x) = er(2)U{p—q, 3,5 = 0,2 €E, and Xy = up«(p—v),1 <k <n. Then, X}, are well-defined
locally bounded F local martingales.

(2) For an element g € S(F,u), let %ﬂ{e(a);ﬁo} denote the wector wvalued process composed of

g(~,ak)mﬂ{ek(ak#o}, 1 <k < n. Then, %ﬂ{e(a#o} is integrable with respect to the wvector
valued process X = (Xi)1<k<n-
(3) For any element g € (T, p),
g«
9ol —v) = (L0

9y X,
o) {e(@)£0})

We have the identity
{g.(u—v):g€S(F,u)} ={"H-X: H is X-integrable}.

Proof. Using the notations in [10, Definition 11.16], we must prove that the process (/> ., ﬂi,s, t>0)is
locally integrable, where -
ﬁk = uk(~,B)IlD — ﬂk.
We consider separately >, .cp uk(s, Bs)? and Y-, ﬂis. For any stopping time T such that E[(|z[2 A1).v7] <
00, we have

E[ D u(s,8s)*) = Elugpr] < CE[(|af* A)wpr] = CE[(@® A)avr] < co.
s<T,s€D
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On the other hand, we know that {u; # 0} is a predictable thin set J (cf. [10, Theorem 11.14]). Hence,

Z u,C s = Z uk J <E| Z / uidy] = [/ 1yuidy] < CQE[/ (|z*> A1)dv] < 0.
[s]XE [0,T]XE [0,T]XE

s<T s<T,s€J s<T,s€J

Because of the conditions in (1), we conclude that the process (y/>° ﬂi,s,t > 0) is locally integrable and the

local martingale X, is well defined.

With identity (2), necessarily ap # ap on {8 # 0,8 = au}, for all ¥ # k. As D C {8 # 0}, the sets
{s €D,8s = ax},1 <k < n, are mutually disjoint, and {s € D,Vk, 8s; # ax} = 0. So, for a g € §(F, u), for any
F stopping time T,

9(T, Br)ireny = Y 9(T, 0k 0) gy =0y} LiTeny-
k=1
We compute the jump at an F totally inaccessible stopping time T on {T' < co}.

Ar(g«(p—v)) = g(T Br)lyreny = Y pey 9(T cn 7)1 gr—a, 73 L ireny
= 2 9T o) sar sy Hertan )20y AT X

We compute next the jump at an F predictable stopping time T on {T < oo}.

Ar(g.(p—v))
= g(T, Br)Uirepy — Elg(T, Br)Upepy | Fr-]
D=1 9T e 0) 5y —ay ry Lgreny — B 5o 9(T, ak ) Ligr—ay o} Lieny | Fr-]
Zzzl 9(T, ax T)(]I{BT =ak, T}]I{TED} - E[]l{ﬁT ak T}]I{TED}U:T_D
> i1 9(To o r) Pk((,k 5 (en(oan )L igr=ay o1 Lireny — Eler(ar, 1)L igr=a, »} Lireny | Fr-])
= > 19T ap T)ek(ak 3 (ex(Br)U{sr=ay o1 Uireny — Eler(Br) s, —ay 3 Lireny | Fr—])
= o1 9T ) oy Lewton )20y A1 X

akT

We obtain the identity
A(gx Z g(- )]l{ek(ak )#£0y A Xk

This identity shows firstly that the process (( )) ll{c(a)20} is X-integrable. Secondly, by [10, Theorem 7.23], w

have the equality

9x (N - V) =T (ge(&,ao)z) ﬂ{e(a#o}) - X. 1

Remark 3.4. Theorem 3.3 proves a possibility to represent the stochastic ,-integrals in terms of the stochastic
--integrals with respect to the local martingale X. We notice that the way Theorem 3.3 has been proved suggests
the possibility to represent the stochastic ,-integrals with different local martingales other than X. This is a
very useful option, especially when the random measure p is the jump measure of a local martingale M, and
then one needs to write the representations with M itself.

3.3. Case of random measure with accessible time support

In this section and the following one, we study the stochastic ,-integrals, when the random measure p is the
jump measure of a local martingale M.

Consider an integer valued random measure p with compensator v. We now cut the process [ into pieces
in time and in space. Suppose that there exist a sequence of mutually avoiding F predictable stopping times



ESAIM: PROCEEDINGS AND SURVEYS 117

(Th)1<n<n (N < 00) such that the time support set is given by D = (Ui<p<n[Ty]) N {8 # 0}. We consider the
family of random variables (81, ,1 < n < N). Suppose in addition that there exist a positive integer n such that,
for every 1 < n < N, there exist E-valued F7, — measurable oy, 1,1 < k < n, and an F7, measurable partition
(An1,...,Ann) (possibly some empty sets) such that 8z, is cut into

Br, = Z anilla, ,. (3)

k=1
Let (an)1<n<n be any series of non vanishing random variables such that a,, € Fr, _ and the following expression

N—
Y, = Z an(Ma, Uiz, 00y — (La, A1, 00) ), 1<k <,

n=1

defines an n-dimensional I local martingale Y (where N may be a finite integer and the upper bound N— means
that the summation involves only the n < N). Set ay = Zg;l anpkllir,), 1 <k <n and G = Zn 1oL,
For any g € §(IF, u), denote by g(-, @)l a0} the vector valued process (g(-, ax )l {a,£0})1<k<n-

Theorem 3.5. Under the above conditions, for any g € G(F, n), Gg(-, a)lja20y is Y -integrable and

g+(n=v) =G Tg(,0)Liazy - Y.
Remark 3.6. If 3 satisfies condition (3), (a version of) J satisfies the finite predictable constraint. i

Proof. For g € §(FF, 1), as in the proof of Theorem 3.3, we compute the jumps at one of the F predictable
stopping times T =T, < oo (1 <n < N).

AT(Q*(N - V))
= g(T,Br)Lireny — E[g(T, Br) L {reny| Fr-]
9(T, Br)Lipr20y — Elg(T, Br) L s, 20} | Fr-]
o1 9T, ) Ua, Ui, rzoy — ED gy 9(T akr)la,  La, r0y | Fr-]
Sore1 9(T o) o, rz0y(a, , —E[La, ,|Fr-])
( )
( )

Z%;lg T, 7)) Loy 740} = ArYy
o1 9T o) g, T;éO}GT ArYy.

From this jump identity, we conclude that Gg(-, a)ll1q.0y is Y-integrable, and, by [10, Theorem 7.23],

g*(‘LL - V) =G T(g('aa)]]-{a#o}) Y.

Suppose, on top of the conditions in Theorem 3.5, that, for a d-dimensional F purely discontinuous local
martingale M, D = {AM # 0} and § = AM. For a fixed 1 <n < N, let us view the Fr, - measurable random
variables as constants and consider the space £, of real functions generated by the indicators 14, ,,1 <k <n.
The space £,, is of finite dimension and there exists a natural linear map from R" (Fr, _ measurable random
variables being constant) onto the space £,,. Condition (3) says that the components Ap M;,1 < i < d, of
A, M are elements in the space £,,:

n
ATyL M’i = Z O‘n,i,k‘]lA",k7
k=1
where oy, ; ;, denotes the ith component of o, € R¢. Introduce the (vertical) vectors 7,,; of the components
(Qnik)1<k<n (Vn,: being a representative of Az, M; in R"). Denote p,, , = E[lL4, , |Fr, -] and p,, the (vertical)
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vectors of the components (py, i )1<k<n. We have for 1 <i<d

n n
0= B[A7, M| Fr, -] =Y anikB[la, | Fr,-] =Y anikpngk = nipn,
k=1 k=1

i.e., Yn,; is orthogonal to p,. Let P, =37 | pnilla, -

Theorem 3.7. Let M be a d-dimensional F purely discontinuous local martingale such that D = {AM # 0}
and = AM satisfy the conditions in Theorem 3.5. Suppose that the vectors v, 4,1 < i < d, together with p,
span the whole space R" (so that Ap, M;,1 <1i < d, and P, generates £, and therefore n < d+ 1). Then, for
any g € G(F, u), there exists a matriz valued F predictable process K such that Kg(-, )l q20y is M-integrable
and
gx(p — V) = T(Kg('7 O‘)ﬂ{a#O}) - M.
We have the identity
{9 —v): g€ G(F,u)y={"H-M: H is M-integrable}.

Proof. For g € §(F, uu), as in the preceding proof, we compute the jumps at one of the F predictable stopping
times T;, < 0o (1 <n < N).

Az, (gt —v)) = Yp—y 9(Tns an1, ) a1 20y (La, , —E[la,,

Fr,-]).

Note that

n

(La,, —Ela, ,[Fr,-) = @a,, —pun) =D Onk —pop)lla, -
k=1
Taking the conditioning with respect to Fr _, we see

n

Z(5h,k — Pn,h)Pnk =0,
k=1

i.e., the vector of components (d5.x — Pn,h)i1<k<n is orthogonal to p, so that there exists a Fr, _-measurable
vector Ky, p, = (Knin)1<i<d such that

d
(Oh,ke — Pn,h)1<k<n = E Vn,ilKn i n,
i—1

or in other words, the image in £, of the vector (6p,k — Pn.h)1<k<n i @ combination of the Ay, M;:

(Ma,, — (IiE[]lAn,Jan—D = h1 Ok — Izln,h)ﬂAn,k
leizl(zi:l ’YnJKn,Lh)IcﬂAn,k = Z{%:l Zizl an,i,kKn,Lh]lAn,k
= Y Knin Yy anixla, , =Y KninAr, My = Ky yAr, M.

Hence,
n
Ar, (g«(p—1v)) = Egzl 9T, an 1) Lay, 7, 20y (L4, , — E[la, ,[Fr,-])
= Y1 9(Tn,n 1, ) Ua, 1 20y KnnAg, M.

Kg(-, a)l{q40y is M-integrable, and, by [10, Theorem 7.23],

g*(ﬂ’ - V) = T(Kg('va)]]-{a#o}) - M.

To finish the proof, we recall that My = xp.(p —v). 1



ESAIM: PROCEEDINGS AND SURVEYS 119

3.4. Case of totally inaccessible support

Consider always an integer valued random measure p with its compensator v, satisfying the finite predictable
constraint condition with constraint processes ay,1 < k < n, satisfying identity (2). Suppose that D = {8 #
0} = Ui<pn<n[Sn], where S,, are mutually avoiding F totally inaccessible stopping times and N a finite or infinite
integer.

Suppose in addition that, for a d-dimensional F purely discontinuous local martingale M, D = {AM # 0}
and 5 = AM. (M is then quasi-left continuous. See [10, Theorem 4.23]). The processes «j, are therefore
d-dimensional vectors. Let «; j denote the ith component of oy, for 1 < i < d. As in the preceding paragraph,
we define the vector v;,1 <1 < d, to be the vector of the components (e x)1<k<n. Denote by 7 the matrix of
columns ~;’s.

Theorem 3.8. Let M be a d-dimensional F purely discontinuous local martingale such that D = {AM # 0} =
Ui<n<n[Sn] and B = AM satisfy identity (2). Suppose that, for any Sy, the vectors v; s,,1 < i < d, span the
whole space R" (so that n < d). Then, for any g € G(F, u), there exists a matriz valued F predictable process K
such that Kg(-, )l {20y is M-integrable and

g*(:u - V) = T(Kg('aa)]l{oz;ﬁo}) -M.n

We have the identity
{go(u—v):g€S(F,w}={"H-M: H is M-integrable}.

Proof. Consider the canonical basis (€1, ...,€,) in R". Note that the set
A= {v,1 <i<d, span the whole space R"}
is IF predictable. There exists an [F predictable d x n-matrix valued process K such that
(€1,...,€n) =K on A
For any element g € §(F, 1), we compute the jump at a stopping time S,, < co.
As, (gx(1 = v)) = g(Sn, Bs,) = 2oh—1 9(Sns 5, ) Lay s, 20} Liss, =an s, }-

Note (as in the preceding proof) that

n n d
n{ﬁsn:a}asn} = Zk:l 5h»k]1{ﬁsn =ak,s,} dezl Zi:l ’Yi,k,Sn,Ki,h,Sn]l{Bsn =a,s, |
n n
D k=1 Qi @ik, Su Kin s, Lips, =an s, = Doim1 Kih, S0 Dope Qik, S, LiBs, =an. s, }

d
Yoic1 Kins,As, M;.

We conclude

As, (9+(p =) =251 9(Sn, ans5,)1{a, s, 20} S Kins, As, M;
= Tg(,a)l{aroy)s, Ks,As, M.

This jump identity implies that Kg(-, a)ll {40y is M-integrable, and, by [10, Theorem 7.23],

g*(ﬂ - V) = T(Kg('va)]l{a;éo}) “M. 1
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3.5. Martingale projection property

Our study on the finite predictable constraint condition has been motivated by the following martingale
projection property, which is essential for the proof of Theorem 5.6 and for the proof of [20, Theorem 4.3].

When we compute the predictable bracket [Y, M|¥? for two local martingales M,Y (M being, say, locally
bounded), we may need to substitute Y by its "orthogonal" projection onto the stable space generated by M :

[Yv M}va = [H - M, M]]F.pa (4)

with a stochastic integral H - M with respect to M. It is however not always possible, as explained in [3]. On
the other hand, as a consequence of [11, Theorem (3.75)], we have a general projection formula for stochastic
«-integrals.

Lemma 3.9. Let M be a multiple dimensional purely discontinuous (P,F) local martingale. Let u be its jump
measure with (P,F) compensator v. For any real (P,F) local martingale Y such that [Y, M] is (P,F) locally
integrable. There exists a g € G(F, p) such that [g.(u — v), M| is locally integrable and

[Y, M]F‘p = [g*(/J, - V), M]]F‘p'

Proof. Denote by M the Dolean-Dade measure associated with p (cf. [11, Chapitre I (1.32)] for definition).

Let (Un)nen be a sequence of F stopping times, tending to the infinity, such that E[fOU" |d[Y, M}p]|] < oo for
every component My of M and for every n € N. This implies

U7L
MIAY ||zn|Lou,)] =E[ D [AY AdMyllja, pz0p) = E[/ |d[Y, Mp]] < oc.
0<s<Up 0

With the notations in [11, Theorem (3.75)] let

~

~ U
Then, g € §(F, 1) and
V=gup—v)+Vep+Y',
where Y’ is a local martingale pathwise orthogonal to M, i.e. [Y', M] = 0. Consider [V .u, My]. We have

E[f, " 1d[Vept, Mall] = E[X g scp, [(AY = Uls, ALM))AM 1A, r0}]
E[ZO<S§U" |ASYASM}L|]1{ASM;£O}] + E[Zo<s§Un |U (s, AsM)AsMhHl{ASM;éO}]
M[|AY |[z4[Lj0,0,,)] + M{|U|[24|L0,0,]

QMHAYHJ:}LUI[O,U,L]] < 00.

IA I IA

This means that [V .u, M;]¥? is defined. But for any F stopping time S,
E[[Vip, Mp]sav,] = M[(AY — U)zp L sav,)] =0,
ie. [V, Mp)FP = 0. As [Y, My]¥P exists, necessarily [g.(p — v), Mp,)F? exists and
[Y, M7 = [g.(pn = v), M]"P. W
Remark 3.10. In the light of Lemma 3.9, we understand that, to have the martingale projection property (4),

it is enough to transform the stochastic .-integrals g.(u — v) into stochastic --integrals H - M, i.e., to employ
Theorem 3.7 and Theorem 3.8. This remark is applied in Section 5.
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4. MARTINGALE REPRESENTATION PROPERTY
Fix a stochastic basis (2, F,P).

Definition 4.1. We say that the martingale representation property holds in the filtration F (under the proba-
bility ) with respect to a d-dimensional representation process W, if W is a (P,F) local martingale, and every
(P,TF) local martingale is a stochastic integral with respect to W. We also say that W possesses the martingale
representation property in F. We say simply that the martingale representation property holds in F, if there

exists some finite dimensional (P, ) local martingale which possesses the martingale representation property in
F.

As mentioned in Introduction, in the present paper, the martingale representation property is considered
as a property of the reference filtration IF, rather than the property of a specific F local martingale. Actually,
the representation process is not unique. When we make computations under the martingale representation
property, we are not restricted to work with the initially given representation process W. In choosing suitable
representation process, we can render the computations much easier. This reflection on the representation
process was the consequence of the attempt to improve the paper [19]. That paper was the first study on
the full viability in a non classic setting. A (fairly restrictive) sufficient condition had been proved. It was
not satisfactory, because what mattered was rather the consequence of the full viability. In changing the
representation process (cf. Theorem 4.2 below), we had succeeded to extend the sufficient condition in [19] to
the necessary and sufficient condition in [20].

Theorem 4.2. If the martingale representation property holds in F under P, there exists always a locally bounded
representation process, which has pathwise orthogonal components outside of a predictable thin set. Precisely,
there exist a continuous local martingale Z' and two locally bounded purely discontinuous local martingales
7" Z"" with respectively only accessible jumping times or totally inaccessible jumping times, such that Z =
(Z',2",2") forms a representation process. Moreover, the path of Z" is of finite variation and, in the multi-
dimensional case, the components of the processes Z',Z'"" are mutually pathwise orthogonal.

This section is devoted to the proof of Theorem 4.2.

4.1. Conditional multiplicity

The martingale representation property imposes, for any F stopping time R, the finite conditional multiplicity
of Fr with respect to Fr_ (a notion introduced in [5, section 3] to quantify the randomness of Fr when Fr_
is given).

Lemma 4.3. Suppose the martingale representation property in F with a d-dimensional representation process
W. Let R be an F stopping time. Consider the random variables in Fr_ as constants. If R is predictable,
the family of random variables AgWp,1 < h < d, generates on {R < oo} (modulo Fr_) all integrable random
variables & in Fr whose conditional expectation E[{|Fr_] = 0. If R is totally inaccessible, the family of
ArWh,1 < h <d generates on {R < 0o} (modulo Fr—) all integrable random variables £ in Fg.

Proof. For any integrable { € Fg, the process £llp ooy — (£l[r,00))"? is a martingale. By martingale
representation property, there exists an F-predictable process H such that {ll(g o) — (fIl[Rﬁoo))F‘p =TH. W.
Therefore,

d
§= Z(HR)hARWh + AR (€l R,00))"?
h=1

on {R < oo}. If R is predictable and E[¢|Fr_] = 0, the process (£1jg ))"? = 0. If R is totally inaccessible,
AR(fll[R’oo))Fp = 0. The lemma is proved.
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Lemma 4.4. Suppose the martingale representation property in F with a d-dimensional representation process
W. If R is F predictable, there exists a partition (Ao, A1, Aa, ..., Ag) (where some A; may be empty) such that

fR:.FR,\/O'(A(hAl,AQ,...,Ad),

i.e. the conditional multiplicity of Fr with respect to Fr— is equal to or smaller then d+1. If R is (P, F) totally
inaccessible, there exists a partition (By, Ba,...,Bq) (where some B; may be empty) such that

fR:FR_VU(Bl,BQ,...,Bd),

i.e. the conditional multiplicity of Fr with respect to Fr_ is equal to or smaller then d.

Proof. Consider the case of a predictable R. Because of Lemma 4.3, we can apply [5, Proposition 12] to
have a partition (Af, A}, A5, ..., A) of {R < oo} such that

{R<oo}NFr={R<oo}N(Fr_Va(A Ay, A, ... A)).

Since {R = o0} N Fr = {R = oo} N Fr—, the lemma is verified, if we take 4, = A for 0 < i < d and
Ad:AZiU{R:OO}.
The case of a totally inaccessible R can be dealt with similarly. i

4.2. A separation technique

Suppose the martingale representation property in F with a representation process W. Then, the (P, F) local
martingale X takes all the form "H - W for some W-integrable predictable process H. We call (any version
of) the process H the coeflicient of X in its martingale representation with respect to the process W. This
appellation extends naturally to vector valued local martingales.

When we compute a purely discontinuous local martingale X with its martingale representation, we may
like to decompose its representation coefficient H into parts ), Hj such that, for each k, Hy r = Hp at a
specific jumping time R of X and Hj g = 0 at the other jumping times R’ (so that Hj, carries all, and only,
the information about the jump AgX). This decomposition is possible if all the jumping times are predictable.
In a general case, the following lemma can be useful.

Lemma 4.5. Let R be any F stopping time. Let £ € LY(P,Fr). Let H denote any coefficient of the (P,TF)
martingale {1 (R o0) — (EIL[R’oO))F'p in its martingale representation with respect to W.

(1) If R is predictable, the two predictable processes H and Hll[p) are in the same equivalence class with
respect to W, whose value is determined by the equation on {R < oo}

THRrARW = & — E[¢§|Fr_].

(2) If R is totally inaccessible, the process H satisfies the equations on {R < oo}
THRARW =€, and "THsAsW =0 on {S # R},

for any F stopping time S.

Proof. Let us consider only a totally inaccessible stopping time R. In this case, (£ ]l[Rm))F'p is continuous.
Computing the jump at R and at S in the equation

El(R o) — (El(p,o)) P = TH - W,

we prove the assertions. i
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4.3. Representation process reconstituted

Definition 4.6. For a multi-dimensional F local martingale X, we say that it has pathwise orthogonal compo-

nents, if [X;, X;] = 0 for i # j. For a measurable set A, we say that X has pathwise orthogonal components
outside of A, if Nye - [X;, X;] =0 fori #j.

Suppose in the rest of this section that the martingale representation property holds in F with a d-dimensional
representation process W. The following lemma is well-known (cf. [7]).

Lemma 4.7. There exists a continuous d-dimensional F local martingale X' which generates the same sta-
ble space as that generated by the components of W€, but with pathwise orthogonal components (some of the
components may be identically null).

Consider the purely discontinuous part W<. We introduce the following notations. Let (Sy,)1<n<ni (N < 00)
(resp. (Th)1<n<ne) be a sequence of (P, F) totally inaccessible (resp. strictly positive (P,F) predictable) stopping
times such that [S,] N [S,] = 0 for n # n’ and {s > 0 : AW #£ 0} C U,>1[Sn] (resp. [T,] N [T] = 0 for
n#n' and {s > 0: AW £ 0} C Up>1[Th)).

For 1 < n’ < N%, for 1 < n < N?, we find and enumerate the partition sets defined in Lemma 4.4 for the
stopping times T,/ or S,: (Ap 0, Anr 1, An 2, ..., Apra) and (By,1, Br2,...,Bn.q) (where some Ay and By,
may be empty) such that

Fr,, =Fr,, - NVo(An o, Aw 1, Anr2, ..., Aprg) and Fs, = Fs, -V 0(Bn1,Bpa,...,Bna).
Let
Pn/ n = ]P)[An’,h’L/T:Tn/—} and An,h = P[Bn,h|]:5’n—]; 0< h' < d7 1<h<d
Let

U pr € Fr,— and respectively wy,p € Fg, —

be the vector value of Az ,W on A, ;s and respectively the vector value of Ag, W on B, (cf. Lemma 4.4).
We define real processes

X;L/’ = Zlgn’<Na %(ﬂAnlyhl H[T"/,OO) - (HAWV,)h’,II[Tn“OO))]F'p), 0 S h/ S d (5)
We define d-dimensional vector valued processes

X' = cpent 3w (Waplp, s, 00) = (Wa g, , Lis, o)), 1 < h <d, (6)
(which is well-defined). Let X = (X', X"/, X"}, i.e., the multi-dimensional local martingale whose components
are composed of the components of respectively X', X/, X" in their natural order.
Theorem 4.8. The process X has the martingale representation property in F under P.

Proof. Let Y be a (real) bounded (P,F) martingale such that the bracket [V, X] is a vector valued (P, F)
local martingales (i.e., Y is orthogonal to the components of X in the local martingale sense, cf. [3,11]). By
the martingale representation property of W in (P,F), Y takes the form Y = TH - W for some vector valued F
predictable process H. The computation of the bracket gives

Y, X3]

Zl§n<N” %[Yv L4, U7, ,00) = (ﬂAn,hrﬂ[TmOO))Fp]

Zl§n<Na 2%TH' w, L4, Wiz, 00) — (ﬂAn,h]l[Tn,70<>))]F.p}

= Yicnene 37 Hr, Ar, W(lla,, — pup) iz, o)

Zl§n<N“ %THTHATnWﬂAn,hH[Tnyoo) - Zl§n<N"' Q%THTn ATann,h]l[Tn,oo)
= D l<n<ne 57 Hr,vpnlla, Lz, ) — > 1<n<Na 3 Hp, Ap, Wpn n 1z, o0)-



124 ESAIM: PROCEEDINGS AND SURVEYS

It is a (P,F) local martingale. For every 1 < n < N, taking the stochastic integral of the predictable process
1r,; with respect to this local martingale, we see that each term

1 1
27THTnvn,h]1An,hH[T,L,oo) - gTHTylATnWPn,h]l[Tmoo)
is itself a local martingale. Taking the predictable dual projection, we obtain

1
27THTn Vn hPr,h 1T, 00) = 0 (a null process),

because E["Hr, Aq, W|Fr,] = 0 and vy, ;, € Fr,—. Consequently "Hy, vn p14, , =0 on {7, < co}. This being
true for any 0 < h < d, we can write

ArY = THr AW =S THr, Ap, Wila, ,
= ZZ:O THr,vanla, , =0, on {T), < oo}

In the same way,

YV, X' = Yicneni 37 1Ys Wanlp, s, 00) = (Wanlls, , s, o))" 7]
= Z1§n<Ni %[Y, wnn 1B, , s, 00)] because (wnvh]an,h]l[Smoo))F'p is continuous,
= Yicnene 5it Hs, As, W g, , s, oo

Wn, h T
Zl§n<N“ 2n Hsnwn7h ]]‘Bn,h]l[s'/woo)

is a local martingale. For 1 < i < N, set J; the coefficient of 15, , 1[5, o) — (15, , L{r,00))" P in its martingale
representation with respect to W. By Lemma 4.5,

N
T Wn,h T _ Ji,SpWn,n T
Ji (Elgn<Na g Hs, Wnh ﬂBn,hﬂ[sn,oo)) = icnene —g =t Hs,wnn U, s, o0

_ 1 T T 17T
= & Ji,s;win Hs,wip :H'Bi,h]]‘[smoo) = a7 Hg,w; n ]lBi,hl[SmOO)'

By assumption, it is a (P, F) local martingale. Hence, o "(Hg, Wy nqn,n1l[s, )T ? is a null process. Repeating

the reasoning in the preceding paragraphs, we conclude that THsiwi,h Ip,, =0 sothat Ag, Y = 0.

Hence Y is a continuous martingale. As the continuous components X’ generate W¢, the bracket "H -
(We,Wg),1 <k <d, is a local martingale, which must be null. Consequently H - W¢ = 0. This proves the
theorem, according to [11, Corollaire(4.12)]. B

4.4. The finite predictable constraint condition of representation processes

Under the martingale representation property, the representation processes satisfy the finite predictable
constraint. This can result from [11, Théoréme 4.80]. For our account of the martingale representation property
to be complete, to follow the logic of the present paper, we give here a brief description of this result, in terms
of the processes X", X"".

Lemma 4.9. There exist a finite number n” of d + 1-dimensional F predictable process af,1 < k < n”, such
that

"
n

AXN]l{AX”;éo} = Z Oégﬂ{AX”:a;;y
k=1

Proof. It is enough to notice that, for every component

Xi = cnene 3 (L, 1z, o0y = (La, 1, 00)7) = X ichane 3 (La, s = Poi) Lz, 00)s
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0 < h < d, the jump process AX]' takes one of the three values 0, (p 1, h 2, Where

Cht = Yicnene 37 (L= Prn)Liz)s Chz = Yicpane 37 (—Pop) Uiz,

which are F predictable processes. B

Lemma 4.10. Suppose that W is locally square integrable. There exist a finite number n””’ of d X d-dimensional
F predictable process o', 1 < k <n"’, such that

"

n
AXN/]I{AX///¢0} = Z O‘g/]l{AX’”:a;C”}'
k=1

Proof. Notice that X"’ is here locally square integrable. For 1 < h < d, let u be the jump measure of X}’
with IF compensator v. We consider, for 1 < i,j < d, the local martingale z;x;. (1t —v) and its representation by
X. By the pathwise orthogonality, its representation depends only on X;”. Hence, there exists a IF predictable
process H;,1 < j < d, such that

TH; - X) = 2w (p—v).
Computing the jumps, we obtain

d
ZH],,CAX,’;jk = AX)AXY, 1< <d.
k=1

This means that, if AX;" # 0, AX;"; is a root of the characteristic polynomial of the matrix of components
(Hj1)1<jk<d- Applying [4, Theorem 2.2], there exists F predictable processes ((i, ..., (q) such that

d
AXyL [TAxy —¢) =o.

j=1

The lemma can now be deduced from this property.

Theorem 4.11. Suppose that W has the martingale representation property in F under P. Then, the process
W satisfies the finite F predictable constraint condition. More precisely, there exist a finite number n of d-
dimensional F predictable process ap,1 < k < n, such that

AWliaw 4oy = Z arlliaw=ay}-
k=1

Proof. If W is locally square integrable, the theorem is the consequence of the representation of W by X
(Theorem 4.8) and of Lemma 4.9 and Lemma 4.10. If not, let 7" > 0 be a constant. Let W7 = sup,<p [Ws|.

Let = e~"7 and let (n;);e[0,7] be the associated (P, F) bounded martingale. Let P = n.P and

— 1
W=W - 777<777W>P]F

The process W is locally square integrable under P on the interval [0, T], and by [14], W possesses the martingale
representation property in F under P. There exist, therefore, a finite number n (independent of T') of F
predictable processes ({1, ..., (,) such that

AWE {O;Ch ------ 7<n}
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on [0, T}, or equivalently
1 1
AW € {0, G+ —Af W)™, ... o A W)

on [0,7]. The theorem is deduced from this property. i

Corollary 4.12. Lemma 4.10 remain available, without the local square integrability of W.

4.5. Another modification of the representation process

The process X' is not always locally bounded and has not necessarily pathwise orthogonal components.
With the finite predictable constraint condition, we can modify it to have the boundedness and the pathwise
orthogonality.

Consider the process o in Lemma 4.10 (cf. Corollary 4.12). Let u be the jump measure of X with F
compensator v. Let eg,ur, 1 < k < n’”’, be the function in Theorem 3.3 relative to a’”’. Let

Xy =ups(p—v), 1<k <n".

The local martingales X} are mutually pathwise orthogonal.
Lemma 4.13. For any X" -integrable F predictable process H,

mn
(67

) Lfe(arn)£0y - X°.

TH . X/// _ TH
e(a

Proof. We have, by [10, Theorem 11.23 and 11.24],
TH- X" =TH (z,(u—v)) = "Hz.(u—v).
Applying Theorem 3.3, we see that TH%IL{(E(O/N)#O} is X°-integrable and

"
(07

T T o
H . X”/ = HQ(T/”)]]-{G(O/N)#O} . X . .

Corollary 4.14. The process (X', X", X°) possesses the martingale representation property in F under P.

Remark 4.15. We note that (X', X" X°) is a locally bounded process. The three processes X', X", X°
are mutually pathwise orthogonal. The components of the processes X', X° are pathwise orthogonal. The
path of X” is of finite variation. Let H be a (X', X", X°)-integrable predictable process. The process H is
naturally cut into three parts (H', H"”, H"') corresponding to (X', X", X°). By the pathwise orthogonality, H;
is X -integrable for 1 < h < d, H"” is X"-integrable, H}" is Xy-integrable for 1 < h < n".

Theorem 4.2 is proved with Z/ = X', 7" = X" 7" = X°.

5. FULLY VIABLE MARKET EXPANSION AND THE DRIFT MULTIPLIER ASSUMPTION

5.1. The setting

Let G = (Gt)¢>0 be a second filtration of sub-c-algebras of A, containing F, i.e., G, D F; for t > 0. We call
G an expansion (or an enlargement) of the filtration F.
We recall the following notion.
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Definition 5.1. Let T be a G stopping time. We call a strictly positive G adapted real process Y with Yo =1,
a local martingale deflator on the time horizon [0,T] for a (multi-dimensional) (P,G) special semimartingale
X, if the processes Y and YX are (P,G) local martingales on [0,T).

This is a notion of no-arbitrage condition. Actually, the existence of local martingale deflators is equivalent to
the no-arbitrage conditions NUPBR and NA; (cf. [6,16-18,21,23]). We know that, when the no-arbitrage condition
NUPBR is satisfied, the market is viable, and vice versa.

We now define rigorously the assumption of the full viability. Let T be a G stopping time.

Assumption 5.2. (Full viability on [0,T]) The expansion from F to G is fully viable on [0,T]. This means
that, for any strictly positive F local martingale X, X has the no-arbitrage property of the first kind in G on
[0,T], i.e. X has a (local martingale) deflator in G on [0,T].

We are in a situation of an enlargement of filtration. We recall the following fundamental notion (cf. [12,15]).
Assumption 5.3. (Hypothesis(H') on the time horizon [0,T]) FEvery (P,F) local martingale is a (P,G)
semimartingale on [0,T].

Whenever Hypothesis(H') holds, the associated drift operator can be defined.

Lemma 5.4. Suppose hypothesis(H') on [0,T]. Then there exists a linear map T’ from the space of all (P, F) local
martingales into the space of cadlag G-predictable processes on [0,T], with finite variation and null at the origin,
such that, for any (P,F) local martingale X, X := X —T(X) is a (P,G) local martingale on [0,T]. Moreover,

if X is an T local martingale and H is an F predictable X -integrable process, then H is I'(X)-integrable and
I'H-X)=H- -T(X) on [0,T]. The operator I will be called the drift operator.

Proof. Note that, under hypothesis(H’), for any F local martingale X, X is a special G semimartingale
n [0,7] (cf. [10, Definition 8.4 and Theorem 8.6]) so that the drift operator is well-defined. The linearity of
" is the consequence of the uniqueness of special semimartingale decomposition (cf. [10, Theorem 8.5]). The
property of I'(H - X) is the consequence of [14, Lemma 2.2]. I
In this paper we are interested in the following specific assumption on the drift operator.

Assumption 5.5. (Drift multiplier assumption on [0,T]) Let T be a G stopping time.

(1) The Hypothesis(H') is satisfied on the time horizon [0,T] with a drift operator I'.

(2) There exist N = (Ny,...,N,) an n-dimensional (P,F) local martingale, and ¢ an n dimensional G
predictable process such that, for any (P, F) local martingale X, [N, X|¥'? exists, ¢ is [N, X]|P-integrable,
and

P(X) = T [N, XJF? 7)
on the time horizon [0,T)].

It is clear that, if G is fully viable, the hypothesis(H’) from F to G is satisfied. This section is devoted to
the proof of the following theorem.

Theorem 5.6. Suppose the martingale representation property in F. Suppose the full viability on [0,T]. Then,
T satisfies the drift multiplier assumption on [0,T].

5.2. General consequences of the full viability
We begin with an immediate consequence of the full viability on the drift operator.

Lemma 5.7. Let T be a G stopping time. Suppose that the expansion is fully viable on [0,T). For anyF locally
bounded local martingale X, there exists a strictly positive G local martingale Y such that
1

N(X)= T [Y, X]%? on[0,T).
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Proof. For any F stopping time 7" such that X7 is bounded, for some a > 0, a|AX| < 1 on [0,7”]. Let
S = &(aX) which is strictly positive. By the full viability, there exists a strictly positive G local martingale ¥’
such that Y'S is a G local martingale on [0,7” A T]. The lemma is the consequence of the integration by parts
formula
YS=YyS0+S5S_-Y+Y_-S+[Y,S] or equivalently
aY_S_ - X +aS_ -V, X]=YS-YySo—S_-Y on[0,T7"AT]. N

Lemma 5.8. Suppose the full viability of the expansion on [0,T]. For any F locally bounded F optional process
A with finite variation, there exists a strictly positive G local martingale Y such that

(V- ACP =Y_ . A"P on [0,T).

Consequently A®P is absolutely continuous with respect to AP on [0,T].

Proof. For any F stopping time 7" > 0 such that A7 is bounded, for some a > 0, § = £(a(A — AFP))
is strictly positive on [0,7”]. There exists a strictly positive G local martingale ¥ such that Y'S is a G local
martingale on [0, 77 A T|. Write the integration by parts formula

YS=YS0+S5_-Y+Y S5 orequivalently
aYS_-A—aYS_ -A¥P=YS - Y,Sy—S_-Y

on [0,7" A T]. Consequently,
(V- AP = (Y- AFPCP =y ATP =y . AFP

on [0,T7" AT]. This proves the formula of the lemma.
To prove the absolute continuity of A®P, without loss of the generality, we assume that A is non decreasing.
Let A be a G predictable set such that 1, - AF? = 0. Then, for any € > 0,

E[laliyse - Arar] < LE[1LY - Apag] = 2E[1y - (V.A)gh 7] = LE[ILY. - A7, ] =0,
so that

E[lly - ASP ] = E[lly - Apiar] = lime o E[Tylly s - Ariaz] = 0.

The lemma is proved by [10, Theorem 5.14]. &
We now apply Lemma 5.8 to view the F totally inaccessible stopping times.

Corollary 5.9. Suppose the full viability of the expansion on [0,T]. For any F totally inaccessible stopping
time S, there exists a strictly positive G local martingale Y such that

(Yollig,00)) 7 = Y_ - (I[5,00))"”

on [0,T]. Consequently (1[5 0))? is absolutely continuous with respect to (1(s,00))? on [0,T], and Sgs<ry is
G totally inaccessible.

5.3. Proof of Theorem 5.6

Theorem 5.6 can be proved in the following way. Under the martingale representation property, instead of
considering every F local martingale in the formula (7), we only need to consider the components (Xj) of a
representation process. Also, to define IV, we only need to find its coefficients K}, in its martingale representation
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N =3, Ki-Xi. Consequently, the formula (7) changes into a system of equations in the unknowns ¢, and
Kk:
(v9)  T(Xn) =Y TorKy - [X, Xn]7,
k
for any components X, of the representation process. (In fact, we could then simply take N to be the repre-
sentation process.)
To solve the equations (vv), we should link the drifts I'(X},), for any components X}, of the representation
process, to the brackets [Xz, X1,]F?. The full viability makes these connections possible, thanks to Lemma 5.7.

The computations are further facilitated, because of the representation process (X', X", X°) constructed in
Section 4.

5.3.1. Drift of X'

We suppose for the rest of this paper the martingale representation property in F with a d-dimensional
representation process and the full viability of the expansion on [0,7]. We use the reconstituted representation
process (X', X", X°) in Corollary 4.14. We will compute successively the drifts I'(X’), I'(X") and T'(X°).

We begin with the computation of T'(X”’) which is simple.

Lemma 5.10. For 1 < h <d, there exists a G predictable process G}, such that
0(X}) =G} [X;,X;]"P on[0,T).

Proof. Let Y be defined in Lemma 5.7 for X;,. By the path continuity, by [3], there exists a G predictable
process H such that

on [0,7]. Applying Lemma 5.7, we prove the lemma. B

5.3.2. Drift of X"

The case of I'(X") is much more involved. Recall the F predictable stopping time 7T,, and the partition sets
A, 1, defined in subsection 4.3 for 1 <n < N%, 0 < h < d. Let p denote the jump measure of X”. Let v (resp.
7) be the F (resp. G) compensator of . We consider the stochastic ,-integral in F with respect to ( — v), but
also in G with respect to (u — 7).

Lemma 5.11. We have §(F, )1 g7 C G(G, p). For g € §(F, ), on [0,T],
9+ =7) = gu(p —v) = T(gu(p —v)),
and

N®—
D(gu(p—v)) = Y (Elg(Tn, Ar, X"V yay, xr204|G7, -] = Blg(Tn, Az, X"V gag, xv201 Fr, -] ) Liz,00)-
n=1

In particular, r.(u —7) = X" on [0,T7.

Proof. For 1 <n < N%, the process

(9(Tn, A1, X") Uy ar, xr20y — E[g(Th, Ar, X)L yag, x20y | Fr-DLm,00) = Liz,) - (9 (1t = v))
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is a F local martingale. The martingale part in G of this process is given by

(9(Tn, Az, X" ag, xv20y — Elg(Tns Az, X" yar, xo203 | Fr Dz, 00)
—E[(g(Thn, A, X"V (ar, xr20y — Elg(Tn; Az, X" )W ar, xr20y | F1, ~DIGT, 1117, 00)
= (9(Tn, A1, X") Ay, xr20y — Blg(Th, Az, X"V Ay x7203 |97, -] LT, 00)-

(In particular, this shows that E[g(T,, Ar, X)) LA, x720y|9T, -] is well-defined.) By Lemma 5.4, this implies

also
Ui, - D(gs(p = v)) = Tz, - (9 (p = v)))
= (E[g(Tn, A1, X" )W ya, xr20}|G7, ] = Elg(Th, A, X" )W gay xrr203 | Fr, ~ )T, 00)
on [0,T]. Because I'(g.(u — v)) is G predictable with finite variation on [0, T, the series

Na'_
Z | E[g(Tn, A, X" Uiar, xr2041G7, -] — Blg(Th, Ar, X"V ar xr204 | Fr—] | Lz, 00
n=1

is a G locally integrable predictable process on [0,T]. This local integrability, together with the relation

9(Tn, A, X" Ay xr20y — E[g(Toy Az, X)W iAr, x77203|9T, -]
= g(Tn, ATnX//)]l{ATnX”;éO} — E[Q(Tn, ATn XH)]I{ATHX”?&O} |an_}
+E[g(Tn, A1, X")Uiay, xr204|Fr,—] = Elg(T0, Az, X)L Ay, x 20|97, -]

implies glljo 1) € 9(G, p1), and also

(=) = T,y e ] (95 (0 = 1)) = D0, 2y o) - D9 (0 = )
_1 (E[g(Tn, A, X")gaq, x720y|G7, -] — Elg(Th, Ar, X" )gay, xoz0y|Fr, -] ) Lz, 00)

on [0,7]. We can now check that g.(p — 7) and g.(u — v) — I'(g.(1r — v)) have the same jumps on [0,T].
By [10, Theorem 7.23], they are the same G local martingales on [0,77]. B

Remark 5.12. Note that, for 0 < h < d, X} is a bounded process with finite variation. X, is always a G

special semimartingale whatever hypothesis(H') is valid or not. Denote always by X” the G martingale part of
X",

Lemma 5.13. There exist a d-dimensional F local martingale N of the form N" = H-X" | and a d-dimensional
G predictable process " such that, for every 0 < h <d, T¢" - [N", X}'|F'P exists and

i = Xt =Tl N, XY

is a G local martingale. In particular, in case of the full viability on [0,T), T'(X}) = T¢" - [N", X}'|*P on [0,T].

Proof. In this proof, we will simply write N, ¢ instead of N”,¢”. With the computations in the proof of
Lemma 5.11, we know that the G drift part of X} is given by

N — Ne — Ne —

1 1
> EIA XF1Gr, i) = Y o (Ela, 97, -] = Pan ) Uiroe) = D 5 (B = Pan ) Lm0
n=1 n=1 n=1

with pp n = E[lla, , |Fr, -] and B, 5, = E[L 4, , |G7, —]. We look for a d-dimensional F local martingale N and a
d-dimensional G predictable process ¢ such that

1

27(17n7h — Prop) = OT, on 1P
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on {T,, < oo}, where n,, 5, € Fr, _ is the value of Ay, N on A, j, or equivalently,

i(ﬁn,h

2n DPn,h

—1) = "o, nun, 0<h <d, (8)

(with the convention that % —1 =0). Consider the (1 + d)-dimensional vector p,, = (pn.n)o<h<d. By Gram-
Schmidt process, we obtain a Fr, _ measurable orthonormal basis (€50, €n,1,€n,2;- - -, €n.q) in R X R4 such that
€n,j is orthogonal to p, for all 1 < j < d. Note that

1 &P 1<
h _
o (== = D)pun = o Z(pn,h — Pa,n) = 0.
h=0 Prh h=0
This implies that the vector T(, — 1) of the components 5 ( o _ 1) is orthogonal to p,, so that it is a linear

p’”.
combination of the €, ;,1 < j < d

(

—1) =G 1€n1 + Sn26n2 + .-+ Sndn.d,

© | ol

1
271
where ¢, j, are the scalar product of 2%(% —1) with €, 5, so that Gr,,_ measurable. Let Te,, denote the d x (14d)-

matrix whose lines are the vectors e, k1 <k <d. Let ¢, denote the vector in R? of components 2", k1<
k < d. Let n, ), denote the hth-column (0 < h < d) of the matrix 5= 'e,, which is a vector in R?. Then, the
above identity becomes

5 d d
%T(% 1) =3 gn,k—rﬁn,k = b1 2"Snk 2%T6n,k7
or

2%(%:2 —1) = Topnnn, 0<h<d.

The equation (8) is solved. We define d number of F local martingales.

Zew CX" 1< <d.

Let a,, denote the vector of the components 1l 4 0 < h <d. We compute the jumps at T}, < co.

n,h?

1
Tenjan, 1 <j<d.

1
Ar, N = Teng A, X" = 22T (a0 = pa) = o

271
Hence, if ¢ = ZS;} 2"ppllg,), for 0 < h < d,

To - [N, XJFP = z““‘ 2" 0, E[Ar, NAT, X}/ Fr, -] 17, o)
= Zgg} 2nT n]E[ ena AT X |—7:T } T,,,oo)
- ZN_* n zj OT nElo TenanAq, Xy a, | Fr, L7, o)

Z 2” Zg 0 gonnn)]xnﬂ [ An N |‘7:Tn ]H[Tnioo)
Where Tp,j = zn (6h’j Pn,n) is the value of Ap, X}/ on A, ;,

No— o
= D12 Z] 0 ‘Pn”naxnypnjﬂ[TmOO)
N — n n,j
Z -1 2 Z] 0 zln(p . 1)'1:”1]p”7]]1[Tn>OO)
N Z] —035 Py — Png) Ong — Prn) Uiz, 00

N®
>onet 37 (P = Prp) Uiz, 00)
G drift part of X
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(Modifying a little the above computation, we can prove that the stochastic integral Ty - [N, X//]F? exists.) W
The following lemma will not be used in this paper, but essential to solve the accessible raw structure equation
(4) in [20].

Lemma 5.14. For 1 <n < N%, let I, ={0<h <d:p,pn > 0}. The kernel of the matriz Ar, [ X", TX"]¥P on
{T,, < o0} is
{a e RxR?: ay is constant on h € 1,,}.

There exists a G predictable matriz valued process G such that [X",TX"6? = G- [X", TX"]F»,

Proof. Fix 1 < n < N% I, is an Fr,_ measurable random variable. For an example, suppose I,, =
{0,...,k}. Let a denote the vector of the 14, ,,0 < h <k, and p denote the vector of the p, ,,0 < h < k. We
write

(E[ATnX{'AT,LX}/\]:Tn—])1§i’j§k = #E[(a—p)"(a - p)|Fr, 11, )

— #E[aTa —alp—p'a +PTP|]:Tn7]]1[Tm°°)
= =@ -1, 00,

where ©,, denotes the diagonal matrix of diagonal vector p. For any vector a = (ao, . .., ax), if
0="a(®, —p'p)a=E[("aa — ap)*|Fr,-],

necessarily ('aa — Tap)? = 0 or ap, = "ap for all 1 < h < k. This means that the kernel of (D, — p'p) is the
vector space X generated by the vector (1,1,...,1) € RF, while its image space, as ®, — p'p) is symmetric, is
X+ c R¥. The matrix (D, — p'p) as an operator on K+ is invertible. This implies the existence of an Fr, _
measurable matrix J such that J(®, — p'p), on {I,, = {1,...,k}} N {T}, < oo}, is the projection operator onto
the space K.

We can make the same analysis with [X”, TX”]&?. Notice that Ap, X} = 3=(La, . — Pnn) iz, ). Notice
that, on the set {I,, = {1,...,k}}N{T;, < oo}, P, , = 0 for h > k. We obtain then that the vector (1,1,...,1) €
RF is in the kernel of the matrix

M — (E[AT,X;’AT,X}’|9TTL4)1<ij<k’

and by the symmetry, the image of the M is contained in K. Now, for any vector a € X, Ma = 0 =
MJ(D, — p'p)a, while for any vector a € X+, Ma = MJ(D,, — p 'p)a, proving M = MJ(D, — p'p). Finally,

M7 0 MJ(DP _pr)v 0
A [)A(://,T)’Z//}G-p _ _

0, O 0, 0

M, 0 J, 0 D,-p'p, 0

0, 0 0, 0 0, 0
J, 0

= Ar [)Z”,T)?”}G'p AnArg [X”,TX”]F'P

0, 0

on {I, ={1,...,k}} N{T,, < occo}. On this set, define

In = 4.



ESAIM: PROCEEDINGS AND SURVEYS 133

Now, making the above computation on the set {I,, =B} N {7, < oo} for any no-empty subset B of {1,...,d}
(instead of {1,...,k}), we obtain an Fr, _— measurable matrix valued random variable everywhere defined J,,
such that
A [)N(//’ T)?//]Gp = Arp [)?//’ T)?//]GApJnAT [XN, TX//]]F-p.
The lemma is proved with
N —
G = Z ATn [)?//7 TX'//]G.pJn H[Tn] i

n=1

5.3.3. Drift of X},

For 1 < h <n', Let y denote the jump measure of Xy. Let v (resp. ¥) be the F (resp. G) compensator of
78
Lemma 5.15. We have §(F, u)ljo. ) C §(G, ). Let g € S(F, ). Then, on [0,T], I'(g«(p — v)) is continuous
and

9« =7) = gi(p = v) = L(gs(p — v)).
In particular, x.(p — V) = )?ﬁ on [0,T].

Proof. According to Lemma 5.9, the support set of u avoids any G predictable stopping time U on [0, T] so
that .7 = 0 on [0, T]. This implies G(F, u)1jo 7] C G(G, i) (cf. [10, Definition 11.16]). On the other hand,
X = g.(p—v) —T(g.(np—v)) is a G local martingale on [0, T], whose jump Ay X at the G predictable stopping
time U is given by —AyT'(g«(u—v)) on {U < T} which is Gy_ measurable. Hence, Ay X = AyT(g.(u—v)) =0
on {U < T} (cf. [10, Theorem 7.13]), i.e. T'(g«(p — v)) is continuous on [0,7]. Now we compute the jumps on
[0,T7].

As(g(p = 7)) = g(8, As Xp) L ga, xp 201 = As(gs(p —v) = T(gs(p — v))).
The lemma is proved by [10, Theorem 7.23]. &

Lemma 5.16. There exists a G predictable process G, such that, on [0,T],
D(X;) = G - [X5, XR)FP.

on [0,T).

Proof. Let Y be a G local martingale defined in Lemma 5.7 for X7. By Lemma 3.9, there exists g € §(G, p)
such that, on [0, T7,
¥, X517 = [V, X31°7 = [9.(n — 7), X7]°P.

Using the notations of Section 4.5, we verify that the time support of p is

{en(ah ) Ugaxm—ar oy # 0} = {AX" = o} # 0},

while its space location process can be ej(a)’). We see that p satisfies the finite F predictable constraint

condition (with constraint process ej(«a}’)) and satisfies the conditions in Theorem 3.8 on [0,7] (with n = 1).
Hence, there exists a G predictable process H such that

g+ =), XR)°7 = [H - X, Xp)°7 = H - [X}, X7]°7
on [0, 7). By Lemma 5.8, [X7, X;]®? is absolutely continuous with respect to [X;, X2]¥? on [0, 7]. Let

d[X;, X7]°7

K= :
dX5, XRIFP
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Th

en, on [0, T,
Y.XEIOT = H[Xp X7 = HE - X7 X,

Together with Lemma 5.7, this concludes the proof. B

5.3

H/

4. The final proof

Proof of Theorem 5.6. In fact, for any F local martingale X, we write X in its martingale representation
- X'+ H"- X" 4+ H° - X° with respect to the representation process (X', X", X°) (cf. Remark 4.15). Let

A be any F predictable set such that H'1,, H'1,, H°1l, are bounded. By Lemma 5.10, Lemma 5.13, Lemma

5.1

6, Lemma 5.4 and Remark 4.15, we compute, on [0, 7],

I -D(X) = (1, - X)

= TD(1,H' - X')+D(1,H" - X") + D(1,H° - X°) (Remark 4.15)

Yo T(MaHy - X;) +T(W,H” - X")+ >, (14 Hy - X7) (Remark 4.15)

S, L H, T(X!) + 1, H" - T(X") + Y, 1HY - T(X?) (Lemma 5.4)

S LG - (X0, XLP 4 L H T (N, XY 4 Y, 1 HEGS, - X7, X7
(Lemma 5.10, Lemma 5.13, Lemma 5.16)

X 1 [X Hy - XU T [N XU X, 1,65 - (X3, HE - X3

= S LGh - [XL X 1,T [N X 4, 1,6 (X X

This proves firstly the integrability conditions and then Theorem 5.6. R
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