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Abstract

We provide a large class of functions and their respective parameters to transform a
jump-process into a martingale w.r.t. its natural filtration. The proofs are based on
a discrete Doob-decomposition and a limiting procedure to continuous time, in turn
resulting in a time-continuous Doob-Meyer decomposition. Martingale transformations
are then determined by solving the Doob-Meyer decomposition for functions that elim-
inate the compensator. We discuss several related results and single jump filtrations.
The results are provided for single-jump processes and are systematically generalized to
the multi-jump case, highlighting the necessity of dependencies between current jumps
and the processes paths. Eventually we apply the result to branching random walks as
an instructive example.
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Introduction

Ito’s Lemma marks an important and popular result that has experienced several gen-
eralizations and augmentations over the past decades. It is formulated in its present
form for semimartingales in general (c.f. [Bichteler, 2002]) and used broadly among
applicants. The first versions have been formulated for Brownian motions ( [It, 1944]) -
thus a stochastic process with almost sure continuous paths - was generalized to Wiener
processes (e.g. |[Kunita and Watanabe, 1967]) and eventually processes with jumps - in
particular general processes with cdlg-paths - before it took nowadays form (a passion-
ate and interesting survey of Ito’s work can be found in [Kunita, 2010]). But this was
not the only direction of evolution for Ito’s formula.

In 1970 J.M.C. Clark connected in [Clark, 1970] martingales of the brownian filtration
to stochastic integrals w.r.t. to the brownian motion itself. This result reflected that
a martingale adapted to the information extracted from the path of a brownian mo-
tion was in fact just a functional of the brownian motion. But what if the integrator
was a right constant jump process? This question and a pivotal work of P. Bremaud
( |Bremaud, 1972]) inspired R.Boel, P. Varaiya and E. Wong to formulate a similar
representation theorem for this kind of stochastic process in [Boel et al., 1975]. M.H.A.
Davis soon after simplified and generalized this result in [Davis, 1976] and concluded
that a process is a local martingale of a jump process z(t) if and only if it is a stochastic
integral w.r.t. a fundamental martingale ¢ that is associated to the jump process. This
was the counterpart for the representation theorem of |Clark, 1970| for jump processes,
i.e. stochastic processes that are fundamentally different to Brownian motion.

Related papers to the representation result for jump processes are [Elliott, 1976], [El-
liott, 1977] where the result is adapted to jump times that have accumulation points of
any order (and in turn processes that may continue after an accumulation time), [Chou,
1975], [Jacod, 1975, [Jacod, 1976] where the authors yield similar results from the per-
spective of (marked) point processes and [Gushchin, 2020] where the objects of analysis
are the filtrations themselves.

In this thesis we want to investigate a different approach to the representation result.
As we’ve talked about the importance of Ito’s lemma in the beginning, we also want to
highlight the connection of Ito’s formula to another very important result in probability
theory: the Doob-Meyer decomposition. This result states that any semimartingale (of
reasonable regularity, namely class D) can be decomposed into a martingale part and
a previsible compensator. The result in [Clark, 1970] connects the Ito formula to the



Doob-Meyer decomposition as it proposes that the stochastic integral in Ito’s formula
is a martingale and the classical integral is a previsible compensator (in this case 0).
Thus the Ito formula describes a Doob-Meyer decomposition quite naturally ( [Kunita,
and Watanabe, 1967]). In turn one can find martingales of the Brownian motion
by determining the harmonic functions in an analytic sense, since they eliminate the
compensator in the Doob-Meyer decomposition.

The Doob-Meyer decomposition theorem itself is a time-continuous version of a earlier
result by Doob ( [Doob and Doob, 1953]) for discrete time adapted processes. There
are many proofs of the time-continuous result that apply a limiting procedure to the
discrete time Doob-decomposition, e.g. [Rao, 1969], [Bass, 1996], |[Jakubowski, 2005]
and [Beiglboeck et al., 2010], the latter being the most general and simple proof.

In this thesis we want to combine all of the above strategies to determine functions
¢ : RT x X — R that transform a jump process z = (z(t));cp+ with values in a suffi-
ciently nice measurable space (X,S) such that v = (v(t));ep+ with v(t) = @(t, x(t)) is
a martingale w.r.t. the filtration of z. In analogy to the terminology for Brownian mo-
tions we will call functions with this property harmonic functions of the jump process.
Since the general case follows same as in |[Davis, 1976] from the single-jump case, we
are going to focus on the single-jump processes first. Here’s an outline of the different
steps:

(I) Define a discrete time version of the process v.

(IT) Determine a discrete time Doob decomposition of the jump process.
(ITI) Try to survive a limiting procedure in the time parameter.
(IV) Eliminate the compensator by a choice of the function .

Each one of these steps has an own potential to force assumptions and restrictions on
the function ¢, but we made an effort to justify each new condition by the properties
of the function as a martingale transformation. For example the limiting procedure has
to make use of convergence theorems for Lebesgue-Stieltjes integrals which makes it
necessary to bound the supremum of ¢1 ;4 for any ¢ € RT. This is in turn reasonable
for all times t € R™ that are strictly less than c - the right endpoint of the distribution
of the jump times.

In section 1 we investigate the single-jump case. We provide the necessary notation and
results that are needed for this case and follow the strategy outlined above. Main results
are the semimartingale representation in theorem which is obtained via the dis-
cretization method from [Rao, 1969], [Bass, 1996|, [Jakubowski, 2005] and [Beiglboeck
et al., 2010] and theorem which describes the harmonic functions of jump process,
i.e. the functions that transform the single-jump process into a martingale w.r.t. its
own filtration. The results are cross-verified with the classical results of [Davis, 1976]
and the contemporary result of [Gushchin, 2020]

Section 2 lifts the result to the general case (i.e. more than one jump). We again
provide further notational tools. The result by |Davis, 1976] can again be reproduced,
as we can provide a large family of martingale-transformations in theorem and a



semimartingale representation in corollary

Path-dependent versions and a version of the single-jump case where the process jumps
in a countable/discrete measurable space are discussed and provided in the Appendix.



Chapter 1
Single jump

In this section we will work out the first result for the single-jump process. The random
process will not only jump at a random time in R™ but also to a random location in X.
Our interest surrounds the ability to be ”"ready” for this event at any given time. In
terms of insurance for example the process might be the first car accident an insured
person is involved in. The crash-time T is completely random and the value of the
damage is the random location Z of the process after T. Any insurance company
needs to be prepared for such a case and it is not unrealistic, that the value of the
case of insurance depends in some way on the time of the accident (seasonal effects,
driving experience, state of the car, etc.). To prepare for such an event one might
be interested in a simple function that accumulates just enough money before the
actual event happens, and as such at any given time ¢. In real insurance this is way
more complex than advertised in this little example, but it summarizes intuitively the
mathematical problem of this section, of determining a transformation of the single-
jump process x(t) into a martingale.

In this simple case (as in the more general case of more than one jump) M.H.A. Davis
proves in [Davis, 1976] that every local martingale (w.r.t. the augmented natural filtra-
tion F; of the process (x(t)):>0) can be written as a stochastic integral of a measurable
enough function g against a basic martingale g:

M} = / gdq
(0,¢]x X

Even more he proves, that every such integral is a local martingale. His main result
for single-jump processes reads as follows (see |Davis, 1976):

Theorem 1.1. (M;) is a local martingale of (F;) if and only if My = M} for some
9 € Lig(p).

The notion ’for some ¢’ might not be satisfactory and one might be interested in which
g exactly.

The goal of this work is to find a way to systematically determine functions of the jump
process that result in martingales w.r.t. to the jump process. Not only will we be able
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to verify parts of the results of [Davis, 1976], we can add another constructive method
to determine martingales of this form with the following strategy:

we search for functions ¢ : RT x X — R which transform the process x = (x(t));cr+
into an (F;)-martingale via ¢(t,z(t)) =: v(t). We follow the strategy for the proofs
of the Doob-Meyer decomposition theorem one can find in [Rao, 1969|, [Bass, 1996]
and |Beiglboeck et al., 2010]:

o we take a discrete but arbitrary selection of times ¢; < --- < tx to come up with
a discrete version of the process v = (v(t));er+, denoted by v K) = v(ty)r=1, K-

o This manageable discrete process is still adapted to the natural augmented filtra-
tion Fj, := Fy,. Therefore we can determine the Doob-decomposition to end up
with a previsible compensator part AI(CK) and a martingale part M, éK).

e Now we increase the number of discrete times K and get (under certain condi-
tions on ¢) a time-continuous Doob-Meyer-decomposition. We will see by then
the connection to the already stated result by Davis and the basic family of mar-
tingales.

e The next part of this journey will be dedicated to eliminating the compensator
part of the Doob-Meyer decomposition via the choice of the function ¢. The
result by |Gushchin, 2020] can be verified as a related case.

In another approach that is discussed in the Appendix, we want to generalize this
method to functionals ¢ : Rt x D([0,00), X) — R that take into account the whole
path of the process. For jump processes the knowledge of the jump times and heights
is equivalent to knowing the whole path, but if one is interested in processes that are
not constant in between different jumps, this might be a good starting point.

1.1 Definitions

We will use the notation from [Davis, 1976]. Though we differ on the notation for the
cumulative distribution function (P(T < t) = F}).

Spaces and random variables: Let (X,S) be a measurable space, more precicely
a Blackwell space (see [Dellacherie and Meyer, 1979|, 111, definition 24). This is going
to be the space for the values of our process. Fix zg, zoo € X as the initial and terminal
values of the process and let us define a proper state space for everything random after
time O:

(Q, F% = (RT x X)U{(00,200)}, o{B(R") x S, {(00,20)}}) -
To model the jump time and height we take 7' : Q@ — RT and Z : Q@ — X to be the

coordinate mapping, picking out the time and space coordinate of the jump of a general
state w = (¢, 2), i.e. w= (T(w), Z(w)).
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The process: The value of the process at time t is

K ift <T(w),
z(t,w) = {Z(w) i T(w) < 1. (1.1.1)

Filtration and probability measure: An increasing sequence of sub-o-fields (F;)ter
of 79, (where I might be N, Q* or R* in our case) is called filtration. Given a stochas-
tic process y = (y(t))tes the natural filtration of the process y is the filtration of o-fields
Fl=o{y(s):s<t,sel}.

Let 77 be the natural filtration generated by the process (x(t));>0, i.e.

FP=o(x(s) s €[0,t]) =o({z7 (s)(B) : s € [0,t], B € S}). (1.1.2)

Let us take the characterisation of a probability measure on (2, ) from [Davis, 1976]:
for I' € F the probability measure P is defined through

PHT,Z) eI = pnd@), (1.1.3)
where p is a probability measure on (Y;)) with
p(({0} x X) U (RT x {20})) =0 (1.1.4)

i.e. a jump at time 0, as well as an invisible jump are P-nullsets in the following sense:
A P-nullset is a subset A C Q s.t. there exists a measurable set B € F° with A C B
and P(B) = 0.

Denote by Aj the set of all P-nullsets. By F,F; we denote the o-fields F°, F{ aug-
mented with all P-null sets, i.e.

Fi = o(F, No) (1.1.5)

According to Lemma 0 in [Davis, 1976| the jump time 7 is then a stopping time of (F;)
in the following sense:

Given a filtration (G;)ier a random variable S is called stopping time, if {S <t} € G;
forall t € I.

Let R be a random variable. We write E[R] = [, R(w)dP(w) for the expectation of R.
Assume E[|R|] < oo. The conditional expectation of R with respect to a sub-o-field
M C F is the P-a.s. unique M-measurable random variable E[R|M] s.t.

/ E[R|M]dP = / RAP, YA€ M.

A A

The conditional probability of A w.r.t. to M will be denoted by P(A|M) := E[1 4| M]
for all A € F.

Since we assumed X to be a Blackwell space there exists a regular version of conditional
probability (c.f. [Shiryaev, 2016|, definition 2.7.6) which we will also denote by P, i.e.
we can P-a.s. write (see [Shiryaev, 2016|, theorem 2.7.3)

E[R|M] () = /Q R(@)dP(do| M) (w).
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Distributions: The involved distribution functions will be denoted as
FA=P(T €[0,t],Z € A) = pu([0,1] x A) (1.1.6)

Fi:=FX=P(T <t)= / 17<;dP (1.1.7)
Q

for t € RT and A € S. The former is the joint distribution function of T and Z,
whereas the latter is the marginal distribution function of the jump time T. Since
p is a probability measure on R™ x X and T maps into (RT, B(R™)) (i.e. countably
generated o-field containing all singletons), we will also make use of the disintegration
property with respect to the distribution of T, i.e. for any nonnegative measurable f
on RT x X we can disintegrate u w.r.t. goT~! =: dF in the following fashion:

[t = | ( / f(S,z)dMs(z)> oF, (1.18)

where we set ©*(A) =: P(Z € A|T = s) =E[lg0Z|T = s] for any A € S. For existence
see |Chang and Pollard, 1997 p.293 or the fact, that we assumed X to be a Blackwell
space.

The right endpoint of the distribution of T" will be denoted by

c=sup{t € RT : F; < 1}. (1.1.9)

There are two different cases for ¢ that are of interest in our discussion and are distin-
guished in [Davis, 1976|, [Gushchin, 2020]:

Case (A) ¢ =00 or, ¢ < o0 and F,._ = 1. In this case the marginal distribution function of
T is either never exhausted or is continuously exhausted, i.e. the behavior of the
process at the right endpoint can be approximated from the left.

Case (B) ¢ < oo and F.— < 1. This means the exhaustion is itself of positive mass.
Typically this behavior can be found in discrete distributions but also for random
variables like T'A t, where e.g. T has continuous distribution and ¢t € R™ is fixed.

Basic martingales: A process y = (y(t))ier is called a (F;)icr-martingale, if the
following three properties are satisfied:

(i) y(t) is Fi-measurable for all ¢t € I,
(ii) y(t) € LY(P) for all t € I,
(ili) Ely(t)|Fs) = y(s) forall s € I, s <t.

It is called sub-martingale if the last equality is only >’ and super-martingale if it is a
'<’. We say a stochastic process y is a local (sub/super-)martingale w.r.t. to a filtration
(Ft)ter when there exists a localisation sequence of stopping times - i.e. (0 )nen, oy is
an JF; stopping time for all n € N and lim,,_,o, 05, = 00 P-a.s. - such that (y(t A oy))ier
is an (sub/super-)martingale w.r.t. F; for all n € N.
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Let {(q(t,A))ier+ : A € S} be the basic family of martingales defined through the
processes

p(t, B) = lzeplr<
1

(t, B :/ . 4FB
& 5) 0,7n 1 — F(s—)

by q(t, B) = p(t, B) —p(t, B). Now (q(t, B))¢>0 is an (F;)-martingale (see [Davis, 1976],
prop. 3) and one can define a Lebesgue-Stieltjes integral for all

geIl(p)={ge T /Y L00.(3)lg(5. 2)ldp(s, 2) < 00, ¥t < c} (1.1.10)

by defining;:

M} = / g(s, z)q(ds,dz) (1.1.11)
(0,t]x X

where in particular

/R+ Xg(s,z)p(ds,dz)zg(T,Z) (1.1.12)
p = s,z Lot 5. 2
/RWXg(s,z)p(ds?dz) _/wag( AT s 2) (1.1.13)

(see for example |Boel et al., 1975] lemma 3.3). For the latter note that

1
5(t.B —/ 1 gpB
4. 5) ©1n 1 — F(s—)
1
-  _u(ds, B). 1.1.14
/mm s B) (1.1.14)

Example 1.2.

(a) As a first example let us look at a very simple process. Take Z = 1 and T
exponentially distributed, i.e. Fy =1 —exp(—At) for some X\ > 0. To that end we
set zo := 0, i.e. X ={0,1}, S ={0,X,{1},{0}} and the single-jump process is
given by

:z:(t) = ]lTSt'

The respective filtration appears as

F=o({z(s)({k}) : s € [0,2],k € {0,1}})
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(b)

and the probability measure P is given by the following characterization:

P((T,Z) € [0,¢] x {1}) =P(T < t,Z =1)
=P(T <t
_ gl
P(T, Z) € [0,4] x {0}) = P(T < t,Z = 0)
_
=0
P((T, Z) € [0,] x X) = F1
P((T, Z) € [0,t] x §) =0

In this case ¢ = oo and Case A applies. The basic martingale of this process is
given by the process itself, since there is no doubt about the value of Z at any
given time t € RY. This yields that for t € RT:

Q(tv {1}) = p(t, {1}) - ﬁ(t {1})

1
=Tpey — / dFit
=t o7 1 — Fs—

— (f) ft)
=) /[O,T/\t] 1 —F s

() = [~ In(1 - Fy)lg"
(t) + In(exp(=A(T' A t)))
(t) — MT At)

o
Q8 8 8

, X)

(t
q(t,{0}) = p(t,{0}) — (¢, {0})
0
q

(t,0)

which are Fy-martingales with (Davis, 1976], proposition 3. In this case the ba-
stc process coincides with the actual jump process, so the compensator is readily
determined as p. Note that in this case the choice of the distribution of T is only
important for p.

Now the other possible simple process would be T' = 1, Z standard normal dis-
tributed. Now the space Q = Rt x R and F = BT x B but the distribution of T
is set to be a single point mass on {T =1}, i.e. Fy = 11 o)(t). The single-jump
process is given by

z(t) = Z1[1 o) (D).

where the respective filtration is

FP=o({z7(s)(B): s € [0,t], B € S}).



1.1. DEFINITIONS 10

The probability measure is characterized for B = (a,b] C R™ as follows:
PH{(T,2) €[0,1) x BFU{(T’, Z) € (1,00) x B}) =0
P(T,Z) € {1},00) x B) =P(T'=1,Z € (a,b])

=P(Z € (a,b)])
= ®(b) — ®(a)
In this case ¢ < co and F.— = 0, thus case B applies. The basic martingale of
this process is given for any (a,b] = A € B by
0, fort <1,
p(t,A) =
]IZ€A7 fOT’ t Z 1
0, fort <1,

plt, 4) = {(I)(b) —®(a), fort>1.

and thus
0, fort <1
q(t, A) =
1zca — (P(b) — ®(a)), fort>1
= [lzea —P(Z € A)] (1 — Ty (1))
In this example we can not directly determine the compensator as the basic process

p(t, A) is not given by the single-jump process itself. Again we note that the choice
of Z’s distribution only impacts the compensator p.

(¢) The next step would be to combine the above simple ezamples. So let Z be standard
normal distributed and T exponentially distributed. Note that we assume that Z
and T are independent (something we previously did not have to assume, because
it held true naturally. Then

Q=R" xR, F'=B"xB.
The single-jump process is given by
x(t) = Z1r<y,
the respective filtration
FP=o({z7(s)(B): s € [0,t], B € B}).
We can characterize the probability measure for t € RT, (a,b] € B:
P(T, Z) € [0,t] X (a,b]) =P(T <t)P(Z € (a,b))
= (1 —exp(At))(®(b) — P(a))

In this case ¢ = 0o and case A applies. The basic process and its compensator is
giwen for t € RT and A = (a,b] € B by

p(t,A) = Lze@ylr<t

N 1 A
p(t, A :/ dF;
(5, 4) 1A 1 — Fs—

B F6) o i
- /[O’m] (@0 - a(a))d
— —(®(b) — D(a))MT AL).
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where both processes are unsurprisingly a product of the examples in (a) and (b).
Hence the family of basic martingales is given by processes of the form

q(t; A) = Lze@plr<t + (2(0) — B(a)) (T At).

This combination has shown that the basic martingales are still easy to determine.
But we assumed Z and T to be independent.

(d) Consequently we now want to omit the independence assumption. As a simple
example we take that T is again exponentially distributed, but this time assume
that Z given T =t obeys the normal distribution with Variance o* = o%(t) = %,
1.e. a normal distribution that becomes ’‘sharper’ the later the jump happens.
In this case we can keep the Q, F° and z(t) as in the previous example. The
probability measure becomes more complicated now. Taket € RT and A = (a,b] €

B:

P((T, Z) € [0,1] x (a,b]) = /[Ot] P(Z € (a,b)|T = w)B(T € du)

:/[ ]IP’(Z € (a,b)|T = u)dF,
0,t
- /[0 | V) — Blavi)dF,

and thus the basic process and its compensator are given by

p(t,A) = 1zeylr<t
1

Bt A —/ dFA
( ) [071«:] ]. - FS—

: / f(s) ( / (I)(bﬁ)—@(a\/ﬂ)dFu) ds
[ 0.9

O,t] 1 - FS—

i OB (065 - aav) s

where in (*) we made use of Fubinis theorem. The family of basic martingales
is thus of more complicated nature. Nonetheless we will determine martingale-
transformations for these processes.

1.2 Filtration results

Since F; is the natural filtration of the process (x(t)):>o one might expect to retrieve
some of the useful properties of the process. For example: if T' > ¢ the process should
satisfy x(u) = zo for all u < ¢, i.e. no jump occurs until ¢ and the process remains on
its initial value zy. Vice versa the event {z(u) = 2o} yields apparently (P-a.s.), that
T > t. Now T has probability 1 —P(T' < t¢) =1 — F} to be bigger than ¢, which means
that the set {T" > ¢} is an atom in the o-field F;, as long as

t <c:=sup{s: Fs <1} (1.2.1)

As for the generating set of the o-field F; for any t € RT we note the following:
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@ )

T=[0.3693148] T=
1.75 Z=1 4 Z7=[2.00724276]

)

T=[0.45796556] T=[1.04696118]
1751 7=[0.43920035] ] 7=[0.31353163]

0001 ————°

Figure 1.1: Plotted sample paths for example

Lemma 1.3. Let B([0,t]) = [0,t]No({[0,s] : s € [0,¢]}. Then:
Fi =0 (B([0,t]) xS, {T > t}, No)
Proof. We first prove F; C o (B([0,t]) *S,{T > t},Np). For this we take w.l.o.g. A €

{x(s)7': s €[0,t], B € S} which is the generator of F by (1.1.2), i.e. A= x(s)"'(B)
for some s € [0,t], B € S. The case A € N is trivial. We make out 3 different cases:

e B={2}.
A=2(s)""{20)}) = {w e Q: x(s,w) = 20}
={weQ:T(w)>stHweQ:T(w) <s,Z(w) =2}

where we note, that {w € Q: T'(w) < s, Z(w) = 20} C RT x {20} and therefore a
P-null set (see ((1.1.4))). Further since s <t

{T>s}={T>s}nN{T>tHU{T > s} N{T <t})
={T>t}Hh)U({w e N: T(w) € (s,t], Z(w) € X})
={T >t} U((s,t] x X).
Since (s,t] x X € B([0,t]) * S we get
A€o ({B([0,t]) xS, {T > t},No}).

e zy ¢ B. This means z(s) maps away from {20}, i.e. T < s P-a.s. (see (1.1.4)
A=2(s)"'(B)={weQ:T(w)<0,s],Z(w) € B}
€ B([0,t]) xS,



1.2. FILTRATION RESULTS 13

so that we get again

Aeo({B(0,4]) %S AT > t}, Np}) .

e For any B € § we write
B =B\ {20}U{20}
and the above respective cases apply:
A=2(s)'(B)={weQ:T(w) <sZ(w) € B\ {2} U{wecQ:T(w)>s}
€ a{B([0,t]) * S,{T > t}, No}.

Summarizing:
{z7X(s)(B) : s € [0,], B € S}UNy C o (B([0,4]) xS, {T > t},Np)
Using the monotonicity of the o-operation, we yield
Fr=o({z(s) s €[0,t], BeSIUNy) C o (B(0,8]) %S, {T > t},Np).

Next we show the converse: F; 2 o (B([0,¢]) xS, {T > t},Ny). For A = {T > t} we
can easily verify
A={weQ:T(w) € (t,00)} = 27 (t)({20})

and therefore {T" > t} € F;. The case A € N also trivially yields A € F;. So let
Ae{0,s]:s€[0,t]} xS, eg. A=][0,s]x B for some s € [0,t] and B € S. Then
A={weQ:T(w) €[0,s], Z(w) € B}
=z~ '(s)(B)
c F

In total we get:
B([0,t) x SU{{T > t}} UNy) C F

and by monotonicity we gain the assertion. O
Now we ended up with 7 = o({z(s) : 0 < s < t},Ny) = o (B([0,t]) * S,{T > t},No).

We take interest in the fact, that VB € B([0,t]) xS : BN{T > t} = (. Particularly
{T >t} is a P-atom of F; by the following

Definition 1.4. Let (2, A,v) be a measure space. A set A € A is called v-atom of A,
if

e v(A) >0,
e VBe A:v(BNA)e{0,v(A)}.
For any A € F; we see

P(T>1t), if0#£AN{T >t} ¢ N

0, else,

]P’({T>t}ﬂA):{

in the proof of the next
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Lemma 1.5. {T >t} is a P-atom of F;, for all t < c.

Proof. First up we notice, that P(T" > t) = 1 — F; > 0 since t < ¢ (see (1.2.1)). To
prove the second part of the definitions properties, we need to dig a little deeper: Let
B € (B([0,t]) * S) U{(t,0) x X} UNy. Then:

{T>t}, it B=A{T >t}

Bn{T >t} =< N, if B € No, BN{T >t} # 0,

0, else,

where N C B and thus N € Ny if B € N and
{T >t} = (t,0) x X ¢ B([0,t]) xS

and (t,00) NC = 0 for all C € B([0,t]) by definition. Now that we know how any
member from the generating set intersects with {T" > t} we check the intersection of
anything that we can construct inside of the o-field o (B([0,t]) xS, {T > t}, Ny) from
our generating sets:

e QN{T>t}={T>t}and 0N{T >t} =10
o Let B € (B([0,1]) % S) U {(t,00) x X} UNp. Then

0, if B=(t,00) x X
BN{T >t} =< {T >t}\ N, if B€No, BN{T >t} #10,
{T > t}, else.

e Let (Bp)nen C (B([0,t]) *S) U {(t,0) x X} UNy. Then B, N{T >t} € {{T >
t}, N,0} by the same arguments as above. Hence

(UBn>ﬂ{T>t}:{N/’ if Vn € NB,, # {T >t}

iyt {T >t} UN", else,

where N', N € Ny and thus

P (U B, n{T > t}> e {0,P{T > t})}.

neN

Now we note that P(|,c; Vi) = 0 end check every possible case of intersection for it’s
P-measure, just to realize, that only P({7" > t}) and 0 occur. Summarizing: VA €
a(B([0,t]) * S) U{{T > t}} UNp):

P(AN{T > t}) € {0,P{T > t})}.
O
The above discussion was not in vain. For o-algebras of this form one might use the

following lemma - which is a slight modification of Theorem 1 in [Shiryaev, 2016, p.256
- to extract information on a process for it’s conditional expectation:
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Lemma 1.6. Let (Q,G,P) be a probability space and let F = o(D, A) be a sub-o-algebra
of G, where D = {D1,Ds,...}, A an arbitrary family of sets s.t.

e DNA=() VDeD,Ac A,
e VYD € D: D is a P-atom of F.
Now take 1 a random variable on the probabilty space for which E[n| exists.

Then
J 1pndP

LpE[n|F]=1p P(D)

on all atoms D € F.

Proof. Let D € F be an atom. The first step is to show, that for £ : Q@ — R F-
measurable

P(D N {¢ # const.}) = 0.
Set K :=sup{y e R: P(DN{{ <y}) =0} Then we have

PON{¢<KH)=P| |J {weD:&w)<r}
r<K,rcQ

< > PHweD:éw)<r})

r<K,reQ
=0
where we used {¢ < r,r < K} C {¢ < K}. Now take y > K, then we have
P[D N {€ < y}] > 0.

But we chose D to be an atom, i.e. we get P(D\{{ <y}) =P(DN{{>y}) =0 and
this yields:

P(DN{{>KN)=P| | {weD:¢{w) >r}
r>K,reQ

< > PHweD:¢w) =r1})

r>K,reQ
= 0.

We proved so far, that every F-measurable &: P(DN{¢ # K}) =0, i.e. £ is constant
on atoms D € F P-a.s..
Now let us prove the stated equality:

E[1pn] :/]andP
. / E[n| F|dP
D

:/DKdIP’
)

= KP(D
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where we used the first part of the proof, the property, that E[n|F] is constant on
atoms. For an arbitrary set A € F we start with the defining property of the conditional
expectation (see section 1.1):

A A

= / ndP
AND

= E[1 anp1). (1.2.2)

Now we start with the right side of the stated equality:

E[1 E[nl
A

P(D) P(D)
P(AND)
=Enlp|——= 1.2.
We keep in mind, that D is an atom, so either
P(AND)=0
which would yield (1.2.2)= 0 =(1.2.3)), or
P(D\(AND))=P(D\A)=0
which in turn would yield (see (1.2.2), (1.2.3))
P(AND)=P(D),
E[lanpn] = KP(AN D)
= KP(D)
=E[1pn].
O

Another result by A.Gushchin approaches the problem from the perspective of the
filtration itself and defines so called single-jump filtrations as o-algebras of certain
properties:

Definition 1.7. (see [Gushchin, 2020/, p.139) Let (2, A) be a measurable space, v a
random variable. A single jump filtration is o-field defined for t € R™ as

G={AcA: An{t<y}=0or An{t <~} ={t <~}}. (1.2.4)

In our notation, where T is the jump time of our single-jump process, the single-jump
filtration of T' is
G={AceF: An{t<T}=0or AN{t<T}={t<T}}.

We note that F; D G, since for any A € G; we have that A € F and in case AN{T >
t} = 0 we can conclude that A € B([0,¢]) xS and in case AN{T >t} = {T > t} we
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can assume A D {T >t} and thus A € F;. The other inclusion is in fact in general not
true since Gushchin does not require F to be complete and for a P-nullset N € Ap\ F°
with NN{T >t} = N we get N € F; but N ¢ G,.

Although he works in a framework of filtrations that are determined by the jump time
T only, the results of Gushchin are nevertheless not far from the result for our natural
filtration of the process. He can conclude, that for a cadlag process to be a local
martingale w.r.t. to the single-jump filtration it is enough, if it can be represented as
a deterministic function before, and as a function of T and a random variable after
the jump time (see |[Gushchin, 2020], theorem 2). We will discuss this result further in
section 1.4.

1.3 Discrete time results

Let ¢ : RT x X — R, be Borel-measurable and set for t € R
v(t,w) = p(t,z(t,w)), Yw e

Since ¢ is measurable the new process v := (v(t))s>0 is still adapted to the natural
filtration {F;}+>0. In general this process won’t be an (F;)-martingale, but - according
to [Davis, 1976], theorem 1, - when it is, it will be an M} for some g, i.e. a stochastic
integral.

We define a discrete version of this process v on the set of dyadic numbers D (see
[Beiglboeck et al., 2010]). To that end take for ¢ € Rt and N € N the set of the N-th
dyadic numbers of the interval [0, ¢]:

DN .= {an,:ne{l,...,QN}} (1.3.1)

and set

(1.3.2)

ko for k< 2N
tp =1 2
t for k > 2N,

Note that DY = {tg,...,ton}.

Now (v(tg))ken is a discrete version of the process (v(sAt))gecr+ (i-e. the process stopped
at time ¢) and it is adapted to its respective o-field Ff) := o{z(t;) : | € {1,...,k}}
(respectively the augmented version F, ) and the above lemmata and apply.
As an adapted discrete-time process (v(tx)),cn it qualifies for a Doob-decomposition,
a result which we will quote here for convenience with its instructive proof:

Theorem 1.8. (see for example: [Protter, 2015] p.106) Let (sn)nen be an F,, adapted
process. Then there is a decomposition s, = M, + A, for all n € N where (My)nen s
an F,-martingale (called martingale part) and (Ap)nen s a previsible process (called
compensator ).
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Proof. We set

M(] =950
My == My 1+ sp — E[Sn|]:n*1} for n > 1
AO =0

Ay = Ap_1 + Elsp|Frno1] —sp—1 forn > 1.

By piecing together s, — s,—1 we can check the decomposition property. Taking the
conditional expectation we verify the martingale property:

E[Mn - Mn—1|fn—1] =E [Sn - E[Sn’fn—l]‘fn—l]
= Elsn|Fn-1] — E[sn|Frn-1]
=0

for all n > 1. The compensator is obviously previsible, since it only depends on s,_1
which was assumed to be adapted. O

In view of this decomposition for the process v(t) we will need the following

Lemma 1.9.

Elo(te)| Fe_y] = (b, 2(te-1))

1
s | [ (ts ) — olths 20))ja(ds, dz).
L= Foy s St ) xx

Proof. We have

Elp(tr, z(tr))| Fr—1] = Ele(tr, 2(te)) Lr<t, | Fo—1] + Elp(te, 2(tr)) Lrst, | Fr-1]
= @(tg, z(tp—1))Ar<t,_,

1
+ ]]-T>tk_1 ]P)(

_ t t))1 dP
T> tk—l)/ﬂw( kvx( k)) T>tp_1

=:(I)

where we used

(e, w)lr<y, (W) = Z(W)lr<y, , (w) = 2(tp—1, W) Llr<t, (W)

and the equality

ot 2(te) (W) 1<, (W) = @(ty, Z(wW)lr<y, (W) Ir<t,_, (W)
(tk, Z(w)lr<y, (W) Lr<y, (W)

(th, 2 (tr—1) (W) 1<t (W)

€ €

for the first part of the sum and for the second part we use lemma and the fact that
{T > tx_1} is an atom of the o-field Fj_; (see lemma .

In particular:
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Sa(tka x(tk))]lT»k,l Tr<y, + So(tka x(tk))]lT»k,l L7y, dpP

So(tkv Z]ngtk)]ltk_1<T§tde + / @(tk, 20]1T>tk)]1T>tk,d]P>
Q

ot )L 0y (5)dp(s, 2) + (th ) / L, ey du(s, 2)
RtxX

(,D(tk, z)]l(tk_l,tk](s)d/l’(s7 Z) + (,D(tk-, ZO)(1 - Ftk)

I
I
— /Q St Z)Ly, ,cres dP + /Q (ths 20)Lrs g, dP
/
/

- / (ot 2) — Pt 20) Ly ) (8)dia(5, 2) + p(tr, 20) (1 — Fy_,),
R+xX

where we used

o(tr, 20)(1 — Fy,)
=p(tk, 20)(1 = Fyyy — (Fy, — Fiy )

:SO(tk, ZO)(l - Ftk—l) - @(tlﬁ ZO) </Q ]lTStkd]P) - /Q]ITStkldP>
ot z0) (1 — Fiy ) — / ot 20) L0, 01 (5)duls, 2)
R+txX

in the last equality.

If we insert our findings in the original equation above we get:

1
Elv(ty)|Fr-1] = @(tkax(tkfl))]lTStk_l + ]1T>tk_lﬁ
T g

" [/(t t ]XX[go(tk, z) — p(tr, z0)pu(ds, dz) + p(tg, 20)(1 — Fy, )

= o(tk, z(tk-1))
1

+ 1T>tk_1/ [o(tr, z) — p(tr, 20)]p(ds, dz).
L= Fy St tn)xx

In the last equality we’ve combined ¢(tg, z(tx—1))L7r<¢,_, and
1
Ursyy 7—— ¢tk 20)(1 = Fiy ) = Doy, o(t 20)
1—-F,

into one p(tg, x(tx—1)), since on these different indicator functions the values of z(t;_1)
are known:

ﬂj(tk;_l, W)1T>tk71 ((JJ) = Z01T>tk,1 ((J)),
T(tp—1,w)lr<t, (W) = Z(w)lr<y,_, (w)
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Given the form of the conditional expectation from the last lemma we are now fully
prepared to state the Doob decomposition of the transformed process v = (v(x))ken-

Theorem 1.10. Let t € R, t < ¢ fized. Let N € N. For D)¥ = (t;)ren (see (1.3.2)
the Doob decomposition of the process (v(ti))ken w.r.t. the filtration (]:tk)keN is given
by the martingale part (Mt];f) and a predictable compensator part (Atk) each given
respectively by

MY = MY = [p(tr, x(te)) — (tr, 2(tr—1))]
1

1-Fy, /(t ¢ ]xX[SO(tk,Z) = (tk, 20)ldp(s, 2),
AN A,{Z L= letr, o(te-1)) — p(th—1, 2(tr—1))]

1
Pl [ el — et s0)lduds, )
- (te—1,tk]x X

Ftk—l
for every k € N and MY¥ := ¢(0, 20), AKX := 0.

Proof. The two different parts of the Doob-Meyer decomposition of a given process
(v(k))kequ,... k) are given by

MY = MY+ olt) — Elo(t)|

and
Al =AY+ ER(t)|Fey] — vti—1).

In our case v(ty) = ¢(tk, z(tr)) and the conditional expectation is taken from Lemma

v(tg) = ¢(to, z(tg)) and tg := 0. (Mtk )keN is a (F, )-martingale by construction
and for any £ € N the random variable A is Fy, ,-measurable, i.e. the process

(A )ken predictable. O

Remark 1.11. Since du(s, z) can be disintegrated with respect to dFs (see (1.1.8])), we
can even write

/ (ot 2) — o(trs 20)]du(s, 2)
(tre—1,tr] XX
/ / (t, 2)dpss (2)AFs — / ot 20))du(s, 2)
(tr—1,tk] (tr—1,tk]xX
/ / tk, Z S dZ|T = S]dF (tk, ZO)[Ftk — Ftk—l]
(tr—1,tk]
- / ] / o(te, 2L eas|T = sdFs — ot 20)[Fyy — Fo_, - (13.3)
te—1,lk

This property is useful for the cases, when Z only takes finitely many values. A discus-
sion of this special case can be found in the Appendix.

Example 1.12. This continues the investigation of the examples defined in example

(L2
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(a) In the situation of example[1.9 (a) let o, B € R\ {0}. Take o(t,y) = exp(at(l —
y) + Bty). Then the process

v(t) == (t,z(t)) = exp (at(l — Lp<t) + Btlr<y)

has a discrete version (v(ty))ken. In this case we got

p(t,{1}) = F,  p(t,{0}) =0

/ du(u, z) = / dF;
(te—1,tr]xX (th—1:tk]

and thus

We note that

[p(th, 2(tk)) — o(tk, 2(tk—1))] = [exp(Btx) — exp(aty)] Lre(,_, 0

and end up with the following Doob decomposition:

2]\7

MN =" [p(te, 1) = o(tr, 0)] Ire, )
k=1

Trs,_, /
— it 2 w(tg, 1) — o(t, 0)]du(u, 2
gexp(—)\t) (tk,l,tk.]xx[ (tk, 1) — o(tk, 0)]dp(u, 2)

k=1
2]\7
= { lexp(Bty) — exp(aty)] Lre(ty_y ]
k=1
— Loy (1= exp(=A(ty — tr-1))) [exp(Btr) — exp(aty)] }
2]\7
AV =Y { [exp(atylrsy,, + Btilry, ) —explaty_1lrsy, , + Btp1lr<y, )]
k=1

+ 1rsg, (1= exp(=Alt — 1)) [exp(8ti) — exp(aty)] |-

(b) In the situation of example[1.9 (b) take
(t,y) = sin(ty).
The measure du(u, z) is given in this case as
(1, 2) = b (u)dD(2)
and the increments of ¢ due to change of x(t) are
[o(te, x(tk)) — p(t, 2(tk—1))] = [SIn(Ztk)] Lrem,_, 40)-
Then the Doob-decomposition of (v(ty)) is given by the increments:

MY — MY = (sin(Ztk) - / sin(ztk)dtb(z)> Lty (1)
(te—1,tk]
Al =AY = [sin(Zty) — sin(Ztp_1)] Lo, (1)

+ / sin(ztk)dq)(z)]l(tk,l,tk](1)-
(tre—1,tx]
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(c) In the situation of ezample[1.9 (c) we have the measure

dp(u, z) = dPp(u)dPz(z)

where Pr, Py are the respective distributions of T and Z. Take p(t,y) =y The
increments of a function ¢ again reduce to the case where the process has just

Jumped:
[t 2(tk)) — ok, 2(tk—1))] = [2(tk) — 2(tk—1)] e, 14)-

The Doob decomposition is given by:
N N
My, — My, = Z1re(y_, u)
A — A =0

tr—1

Thus this simple process already is a martingale, which we also see by computing:
E[Z1r<] =E[Z]P(T <t) =0.
But let us now assume, that Z is not centered around our chosen zg = 0. Let
E[Z] = &. Then we get from theorem that
1
Mtjl\: - Mrjj:_l = Zlre, 1) — ]1T>tk,171 7 / / z2dPyz(z)dF,
T Fte— J(te—1ste] JX

Fy, — F,
= Z]lTe(tk_l,tk} —Lpsy, f_Ttklf
k—1

Fy, —F,
AI{Z — Azjti,l =1rsy, J_Ttklf
k—1

In the case where we assume T ~ Exp(\) we then get:

Mt];\j — MN = ZﬂTe(tk_l,tk] — ]1T>tk_1 [1 — eXp(—/\(tk — tk—l)] §

th—1
AN — Al =Trsy, L — exp(=A(ty — te1)] €

te—1

(d) In the situation of example[1.9 (d) we are left with the cryptic measure

du(u, z) =P(Z € dz|T = w)P(T € du) = ®(udz)dF,

Take again ¢(t,y) =y. Note that
[o(tr, z(tk)) — @(t, 2(tk—1))] = Z14,_ <1<ty

and compute the Doob-decomposition:
Mt]}:} — Mf:ﬁl = z(ty) — v(tk—1)
Al =AY =0

lk—1
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again. Let us assume, that Z ~ N (€, %) gwen T = t. Then theorem gives
us:

1
Mt];f — MtJZ_l = Z]lTe(tk_l,tk} — 1T>tk_11_Ftk/(t ) ]/X zdpy, (2)dF,
-1 k—1,lk

Fy, — Fy,
::ZﬂTeUMJJH‘—1T>Q_(j%:?il;l§
k—1

Fy, — F_
Ai\k[ — AN = ]1T>t,€,11k_Ttk1
k—1

&.

tp—1

This is the same result as in the independent case.

1.4 Limiting procedure

Similar to [Beiglboeck et al., 2010] we now turn to increasing the frequency of our
discrete dyadic times (t)ren € D) (see (1.3.2))) and by that achieving a decomposition
of the time-continuous process into an (F;)-martingale (M;) and a predictable part (A;).

Let us state the time continuous version of theorem We will realize in its proof,
why we will need a few more assumptions on ¢ now:

Definition 1.13. We say a function ¢ : RT x X — R satisfies the condition (C), if
(i) (-, 2) € Ct forall z € X,
(i) supscpoq l(s, )] € L} (n), for allt < c.

(iii) ¢ € Li.(1).

Theorem 1.14. Under the assumption that ¢ satisfies the condition (C) the process
(v(t))ser+, where v(t)(w) = @(t,z(t)(w)) can be written as

U(t) = Mt + At.

M, is a local (F;) martingale on [0,c) and Ay is an (F;)-previsible process. Both pro-
cesses are given respectively by:

«M=¢%J®+AM@W@—@W%WM%%

Oy / Ir>y
A= (W olum))dut ——(m(u) —(u, 20))F(du),
= [ Gt [ () ~ oo 20) P

where m(u) = E[p(T, Z2)|T = u).

Proof. We prove the theorem in 4 different parts:
Construction of M:
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We take the result from theorem and write (tg = 0,ton = t):
2N
Y S
k=1
2N
= 3" [t 2(th)) = (ths w(tx-1))] (1.4.1)
k=1
1
- 1T>tk,17 [@(tkvz) - @(tkazo)]dﬂ’(sﬂz)
L= By St i) xx
Note that
Pt o(tr)) — @tk 2(tk-1)) = [, Z) — o(tk, 20)) Lty <1<ty
and make use of ((1.1.12]) to write
2N
Z [g@(tk, 'I(tk‘)) - gD(tk, tk 1 / tka Z) - ‘P(tka ZU)] ]l(tk_l,tk](u)dp(u7 Z)
k=1 R+XXk 1
(1.4.2)
and rearrange

1
Z s, / (b, 2) — (b, 20)] dpu, 2)
1 - Ftk 1 (tk 1,tk]><X

1
tk? Z) - @(tk, ZO)] ILT>tk_1 (w)i]l(tk_l,tk} (u)d,u(u, Z) (143)
1-F
R+><Xk 1 tp—1

We explore the limiting behavior of these integrals separately. In (1.4.2]) we note that
for fixed u € RT, 2z € X:

oN

D lpltn 2) = @ltrs 20)] Ly, 1) () = [0(u, 2) = p(u, 20)] Lo 1 (u)
k=1

as N — oo. Thus for a fixed w € €} we get that

2N
D Lot Z(w) = ¢tk 20)] Lty ] (T(w)) (1.4.4)
k=1
= [p(T(w), Z(w)) = ¢(T(w), 20)] Lo, (T'(w))
—/ [p(u, 2) = @(u, 20)] dp(u, 2) (1.4.5)
(0,]xX

where we’ve used ((1.1.12)).

For the other limit in (1.4.3)) we note that for fixed u € R*, 2z € X, w € Q:

21\7

1
Z [p(t, 2) — @(tk, z0)] ]1T>tk—1(w)71 “F Lty ) (w)
k=1 br—1

1
= [p(u, 2) = (u, 20)] Irzu—7—L(0.9(w)
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as N — oo. They are also bounded by an integrable function since

1

\ZSO tr, 2) = @(tr, 20)Lr>y, (W )Tﬂ(tkq,tk](u)\
k—1
1
<Z |S0 tka tk)ZO)]]-T>tk 1( ) _ Ft ]l(tkfl,tk](u)‘
k—1

te. ) — ot
< sup lo(tr, 2) — @(tr, 20)|
ke{l,.. 2N} 1-F,

<Rt< sup  [p(tk, 2)|+  sup |‘P(tk72’0)‘>'
ke{1,..,2N} ke{1,...,.2N}

where we used that for any ¢ < c¢ there is a Ry € R, such that

1 1 1
sup ——— < sup = = R; < 0.
pefl.oNy L= Fy ) 7 osejoyg 1 — Fs— 11— F

We use the dominated convergence theorem to get for any w €

1
Z Lo / Pt 2) — ltrs 20)dp(u, 2)
1 - Ftk 1 J (tp—1,tp]xX

- [QD(’U,, Z) - QO(U, ZO)] ]lTZu 1 F dﬂ(uy Z) (146)
(0 t} x X - u—
-1 [T.1.13) -
p(u, 2) — p(u, 20)] Lo g (w)dp(u, 2, w) (1.4.7)
R+><X
for N — oo.

We set My := (0, 20) and get in (1.4.1) with the help of (1.4.4) and (1.4.7) for any
fixed w € :

M (w) = Mg () = M () = (0, 20)

- [p(u, z) — p(u, 20)] ]l(O,t] (w)dp(u, z,w)
RtxX

- / (s 2) — (s 20)] L0 (w)d(u, 2, )
RtxX
- / (0w, 2) — (u, 20)] L0 (u)dg(u, 2,w)
R+xX

=: Mi(w) — (0, z0).

Construction of A:
The second part is the limiting behaviour in the compensator. We use the results of
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theorem to write (tg = 0,ton = t):

2N
AN —ay =% [AN AN 1]
k=1
2N
=3 [l ltn, 2(th1)) = o ltx1, 2(tx 1)) (1.4.8)
k=1
1
+ ]1T>tk—11F1/ [o(tr, 2) — p(t, z0)]du(s, z)|.
R | (tk 1,tk]><X

Note that since (-, 2) € C! for all z € X we can write

pltralten) ~ pltinato) = [ Pluate)de (149)
(tg—1.tg] OU
and thus:
2]\7
Z[@(tka%’(tk—l)) — @(tr—1, 2(tr—1) /]R+ Z (u, 2 (ti—1)) D gy 1) (W) .
- (1.4.10)

The second sum of (1.4.8) can again be written as:

1
z:]l'T)t;€ 1 / (P(tk;,Z) - cp(tk,zo)d,u(u,z)
1 - Ftk 1 (-1t x X

2N
1
=/ > oltr 2) = 9t 20) 11, (@) 7= Loy (Wda(u,2)  (L4.11)
RTxX = Pt

Since the limit of this integral has been discussed in (1.4.7) we focus on the limit of
(T.4.10). Take w €  and set KV (w) := max{k : t}_1 < T(w)}. For fixed u € [0,],z €

X:
2N
dp
E(u7x(tk—law))]l(tk_htk](u)
k=1
= > 7(u,ZO)1l<tk_1,tk](U)+ > %(u,Z(w))ﬂ(tk_l,tk](U)
k=1 k=KN (w)
dp dp
= (W 20) Loy () + o (4 20) L (rw) 4 (1)
dp
= o=, w)) Loy (1)

where we used that for fixedw € Q : ¢gn () T'(w) as N — oo and thus ]l(O,tKN( N (u) —

1o, r(w) (w) and g () 4 (1) = Lipe),q(u) for allu € RT. In the last equation we iden-
tified

201 0,1y (1) = 2(u—, W)L () (v) and Z (W)L (7 4(v) = 2(u—, W)L (1w, ().
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Further we have

2N
|§:d(%ﬂ%1,DM@IM(H
KN (w) d N dy
< S 1w @+ D P 21, ()
k=1 k=KN (w)+1
dy do
S gt 0lloq(e) + g7t 2D a0

m
il
Q
o
=

Thus we can use dominated convergence to get

N

d d
k}_: 9 w1, )1y () /Md‘f(u,x(u—,w))du. (1.4.12)

Returning to we combine (1.4.12) and (L.4.7)) to achieve for any w € Q and any

t<c

A%N(w) — A(])V(w) — /( } Z—f(u,x(u—,w))du

1
1—-F,_

" / (. 2) — o, 20)] L3 () dpu(u, 2)
(0,t]x X

for N — oo. Setting AY = 0 and using the disintegration property of u (see (T.1.8))
we finally get

1
I

1
o(u, 2) — o(u, 20)] Lr>y——=—dpy(dz)dF,
/Ot]/ o)l 17> 1—Fy— (d2)
—/ [/ o(u, 2)dpy,(dz) — p(u, 2o) 1T>u#dFu
(0,4 I R g7

= /(0 ) [Elp(T, 2)|T = u] — p(u, 20)] Lr>y !

Ap = / (1, 2) — (1, 20)] Trsu(@) du(u, 2)
0,t]x X

———dF,. 1.4.1
[ F (1.4.13)

M is a martingale:

Now we have to check that (M;) is a local (F;)-martingale and (A4;) is predictable. The
former follows from [Davis, 1976], theorem 1 since ¢ € L{ (1) by condition (C), (iii)
and

M, = (0, 20) + /( l,2) — gl 20)da(w,2) =
0,t

for g(uv Z) = QO(’U,, Z) - QO(’U,, ZO)'
A is predictable:

The predictability of (A;) can be verified by decomposing the compensator into pre-
dictable parts. Clearly the first integral f (04] du (u, x(u—,w))du is continuous in ¢ for all
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w € © and as such is predictable as a left-continuous process. Now for the remaining
part of A;:

]szu . 1
/(O,t] W(m(u) — @(u, 20))F(du) = 1>y /(o,t] ﬁ(m(u) — o(u, 20)) F(du)

tra [ ) — el )P (),

Now

e l74(w) and 17>¢(w) are left-continuous in ¢ for all w € Q,

. f(07t] ——(m(u) — ¢(u, 20))F (du) is continuous in ¢ (and deterministic)

e and f(o 1] ﬁ(m(u) —¢(u, 20))F(du) is a random variable which is Fr measur-
able.

Thus 17« (w) f(07T(w)] ﬁ(m(u) — ¢(u, 29))F(du) and ]szt(w)(f(oﬂ ﬁ(m(u) —
©(u, 20))F(du) are left-continuous for all w € Q.
Hence A; has left-continuous paths and is predictable in turn.

O]

The above theorem has shown, that under relatively strong conditions the process
(v(t))ser+ can be decomposed in a Doob-Meyer manner. Since the ultimate goal of
© is to eliminate the compensator A; we start looking for ways to simplify the actual
representation of A;. If we assume F' to be differentiable (especially no jumps) surely
F would provide a density f = F’ and we would write:

_ ¢ 17>y
A= /(0 ; a(u,x(u—)) + £ (m(u) — p(u, 20)) f(u)du.

Determining the right ¢ is now a matter of solving

Op Ly>y

a(uvfﬂ(u—)) Tz . (
It is instructive to note that assuming F to be continuous implies that it is of Case A
(see section 1.1).

m(u) — p(u, 20)) f(u) = 0. (1.4.14)

Thus demanding F to be differentiable and even (-, z) € C! for all z € X is already
quite restrictive. Also we require these regularities w.r.t. the Lebesgue measure, which
acts almost like a consultant here and generally would not be involved if T' were to
have discrete jump times and in turn a noncontinuous distribution function F'.

So let us assume something more intrinsic. We take the following notation from

1
[Gushchin, 2020]: for any function ¢ : [0,¢) — R we write <& G if there exists a
function f € Li (dF) s.t.

W(t)=2(0)+ | f(s)dFs, Vi<c (1.4.15)
(0.4]

and denote f(s) =: %(s) for s € (0,¢).
This notion leads us to another more general set of requirements:
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Definition 1.15. We say a function ¢ : RT™ x X — R satisfies the condition (C’), if

loc
(i) p(-,2) < F forall z € X,
(”) SUPselo,¢] |90( )| S Lloc( )7 Jor allt <c,
(i1i) sup,epoq 4(s; 20)| < oo for all t < c.
(iv) ¢ € Liy ().
A slight modification of the above proof yields then:

Corollary 1.16. Under the assumption that ¢ satisfies the condition (C’) the process
(v(t))ter+, where v(w,t) = p(t, z(w,t) can be written as

() = My + Ay

M, is a local (F;) martingale and Ay is an (Fi)-previsible process. Both processes are
given respectively by:

M, = p(to 0) + /( |, (602~ (20, 2)

dgp ]]-T>'u,
A = e B > - -
t /<o,t1 ar (o) + T (m(u) = (v, 20))d

where m(u) = E[p(T, Z)|T = u.

Proof. The proof is similar to the proof of theorem with the following adjustments:
In (1.4.9) we instead write for a fixed w

d
w(tk,x(tkl,w))—cp(tk1,x(tk1,w)):/ B (et 0))dFY (1.4.16)
(th—1,tk) dF

1
where j—lﬁ(-, z) is the function that exists since ¢(-, 2) & F for all z € X. Thus we get
for fixed u € RT,u < cand w € Q

d
3 @ltn a(teo1,w) — Plti1, e(tio1,w)) = [ T (u,x(u—,w))dE,
(O,t} dF

for N — oo.

The property (iii) of the condition set (C’) ensures that the dominated convergence
theorem can still be applied in the following sense:

In the situation of we are again bounded by

Mz

P(tr, 2) — otk 20)] Lty 1) (W) < sup (s, 2)| + sup [e(s, 20)]-
k:l s€(0,t] s€(0,t]

forallt < ¢, z € X and any N € N (the level of the dyadic partition D}¥ of the interval
0,#]). Now the first supremum is assumed to be in L} (1) by condition (ii) of (C”).
The other supremum in turn is in (iii) of (C’) assumed to be bounded and thus is of
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Ll

loc
thus use the dominated convergence theorem to yield

(1) on [0,c). With proposition 4, (ii) in [Davis, 1976] we get LL (1) = Li (p) and

loc

N

/RWX ;Mtk, z) = o(thy 20)| Lty 1) (W)dp(u, 2) = /(Oﬂxx[«ﬁ(u, z) — ¢(u, 20)]dp(u, 2).

O

Remark 1.17. The assumptions made under (C’) may seem constructed, but they obey
quite realistic circumstances. Heuristically we want to determine a function ¢ that takes
the current value of our single-jump process x(t) and ’bends’ the graph of its path s.t.
the mean deviation from the initial value is zero. After the process has jumped, the
function has no task anymore: the graph of the path should stay constant. But before
the jump it bends actively to prepare for the expected jump at any given time.

Now think of a jump time, that is discrete. Then the distribution function is constant
inbetween two atomic values - say a,b € RT. The probability to jump in the interval
(a,b) is zero and thus (a,b) is a dF-nullset. On this interval the function ¢ still prepares
for the possible incoming jump, but there is dF-a.s. no jump happening inbetween a
and b. Thus the function can confidently stay constant inside of the interval, i.e. the
signed measure induced by ¢(-, zo) gives the interval (a,b) also a value of zero. Hence
the function (-, z) is locally absolutely continuous to dF'.

One can see that the other requirements are also well motivated:

(ii) The supse (g4 should be locally integrable which is implied, would it be finite (which
it doesn’t have to be). This ensures, that the integral of ¢ does not explode on
any important (i.e. du-massive) set.

Note: due to this property we can conclude, that o € L
teRT,t <ec:

1

loe(1), since for any

/ (s, 2)|dp(s, 2) < / sup [p(u, 2)|du(s, 2) < oo.
(0,t]x X (0,t]x X ue(0,t]

(iii) Especially for the location zo the supremum must be bounded for any t < c. This
makes sense, if we remember that the function is supposed to compensate the jump
of the process. A wvalue of oo would be an overreaction.

Fort 7 c the function can and will in some cases diverge, but for any fired t < ¢
the value of the supremum should still be finite.

Example 1.18. This is a sequel to the investigations in examples[I.3 and[1.13 Note
that all of these examples satisfy condition (C). Thus we made an effort to adjust the
distribution in the setting of (d) to not be continuous anymore.

(a) The situation in example and the choice of ¢ in e:mmple can be directly
applied to theorem[I.1]. Note that

%f(t’ y) = (a(1 - y) + By)e(t.y)

and thus

%, 2(u-) = exp(an) sy + Fexp(Bu) Ly
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The function m(u) is in this case:
m(u) = E[o(T, Z)|T = u] = exp(Su)

The Doob-Meyer decomposition is given by
Mi=14 [ fexp(u) ~ explaw)] da(u, 2
(0,8]x X
— 1+ [ fexp(8u) - explau)] dp(u, )
(0,t]xX

- / lexp(Bu) — exp(aw)] di(u, 2)
(0,4]xX

=1+ [eﬁT — €aT:| ﬂTSt

A A A A
A saary A A aary L A
[56 B af * oj

fe2)m (e

f(w)
A = aexplau exX u) — exp(ou)] du
= )y e e exp(B) — explo)]

+/ Bexp(Pu)du.
(T VT
GOAT) _ | | BUVT) _ BT

A A A A
A BanT) N A a(tAT) N
+ [/36 3 ae + a}

— 1\ <; - ;) + p(t, z(t))

1 1
+ A |:B€ﬁt — aeat] ]lt<T

) (-2

(b) Same procedure for the (b)-example. First

Oy B
3¢ (1Y) =y cos(ty)
thus 9
6—f(u, x(u—)) = Zcos(uZ) 1<y

and m(1) = E[sin(TZ)|T = 1] = E[sin Z|T = 1] and the Doob-Meyer decomposi-
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tion reads as:

M, :/ sin(uz)dq(u, z)
(0,t]x X
= Sin(Z)]llSt - E[Sin(Z)]]llSt
A = / Z cos(uZ)du + E[sin Z|11<;
(1,H]xX B
= [sin(tZ) — sin(Z)] L1<¢ + E[sin Z]11<¢.
(c) In the situation of example (c) from before we can determine the Doob-Meyer-
decomposition again pretty easily:

op _
ot

and m(u) = Elz(T)|T = u] = E[Z]. This yields

T
(0,t]x X

0

= Zlp<i Ag —/ E[Z]dF,
- (0,tAT]
=0
Since this process is pretty uninteresting, we now assume that E[Z] = p > 0.

Then we have
Mt = Z]ngt — ,U,At
At = /L)\t

A sample path can be found in figure[1.9 for p = 6.

(d) Take T ~ Exp(\) and set Z := 6sin(nT). Choose p(t,y) = y,V(t,y) € RT x X.
Then %—f(t, y) = 0 and the Doob-Meyer decomposition is given by

M, = (0,2(0)) + /( ey P0007) 0,01,

:/ zdp(u,z)—/ zdp(u, z)
(0,t]x X (0,t]x X

:Z1T<t—/ 6 sin(mu) Q) /duu(z)du
- (0,¢AT] 1-Fu- Jx

=Zlr<t — / 6 sin(mu) Adu
(0,tAT)

= Z1p<; — 6A (1 — cos(n(t AT)))

At:/ agO(U,x(u—))du—i—/ zdp(u, z)
(O,t] at

(0,¢]x X
=6\ (1 —cos(n(tAT)))
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Figure 1.2: Sample paths to the respective cases in example

From corollary we obtain an equation to eliminate the compensator by the right
choice of ¢:
dp

ar L2 ) — gl 20)) = 0. (1.4.17)

(wr(u=)) + T2

This condition on ¢ could be generalised to only hold true on R* \ N7, where N7 :=
{la,b) € R" : F([a,b)) = 0}. We keep this technicality in mind, but revert to the case,
where we want to solve (|1.4.17)) for all times ¢ < c.

1.5 Martingale transformations

Before we state our main result in a few lines, we want to take the special case that F’
defines a measure absolutely continuous to the Lebesgue-measure A on R™ (we write:
F < )\) as a guide to a possible solution of , i.e. in the upcoming segment we
assume that F' yields a density with respect to the Lebesgue measure A. In addition
let ¢ satisfy the condition (C).

Per assumption ¢(-,2) € C! for all z € X and F < A. Then we have to solve (1.4.14):

22 =) + T () = plus20) S (1) = 0,
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Due to our experience with the process we write

o(t,x(t) = @(t, z(t)) Ar<s + @(t, 2(t)) Arsy
= ¢(t, Z)Lr<t + (¢, 20) (1 — Lr<t)
= (p(t, 2) — p(t, 20)) Lr<t + (2, 20)

leading to our first justified assumption:

o(t,y) = a1(t,y)(1 — 62 (y)) + ao(t) (1.5.1)

where we’ve defined

a1(t,y) == @(t,y) — o(t,20), ao(t) := p(t, 20).

The structure of ¢ yields

o D) = )1~ b)) + ) (152)
o m(u) =E[a1(T, 2)|T = u] + ap(u) (1.5.3)
e (u,20) = ao(u). (1.5.4)
We insert these new findings into
0= 220w 0) + 72 () — ol 20)) S0

= (% )1~ ) + o w)
#2200 Bla, (2, 2)1T = ) + a0(w) — ao(w) F(w)

= (Gt - = ) ) (- 6, )
+ (8(;10(”) + E[al(f’_zllf =4 f(U)>

which has to hold true for any y € X, so especially for y = zo (first term vanishes as
02 (20) = 1) and y # 2 (second term does not depend on the change of y so it has to
be universally 0). This yields two new equations to solve:

Oay _ E[a (T, Z2)|T = u

. E(u,y) I F, f(u) =0 (1.5.5)
da Elai(T, Z)|T = u] B
7;(“) 1 s flu)=0 (1.5.6)

Apparently ((1.5.5) tells us, that the partial derivative has overcome the dependency on
y. This lets us conclude for ay:

a1(u,y) = bi(u) +ba(y), (1.5.7)
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where b1 and b are placeholder functions here to illustrate the structural conclusions.
One can check this by integrating ((1.5.5)). For fixed y € X:

L wy) = T Bl (T, 2)/T = u

day f(u)
& u,ydu:/ Ela1(T, Z2)|T = uldu
[, o= [ @ 20 =

S ai(t,y) = /[Ot] %E[al(T, Z2)|T = u]du + a1 (0, y).

So by (u) := f[O,t] %E[al(T, 2)|T = u]du and ba(y) := a1(0,y).
Inserting this new result (1.5.7)) into (1.5.5)):

0= %(U, y) — E[al(?_zllj = f(u)
_ (%@1(“) 2 (y)) - EOIT =+ (T =

ob f(u) S(u)f (w)

=W - W+

where we've set S(u) := E[b2(Z)|T = u]. Now we are left to solve the inhomogenous
oo o ), S
1 U u) f(u
— = b _— 1.5.8
o W=t ST, (1.5.8)
by variation of constants. First we solve the homogenous equation

ob  f(uw)
5#“‘1—&

b1 (U)

The solutions are given by the family

{k‘l_Fu:k‘ER}.

The particular solution is given by

pio- g ), V08 (Pr)

1
“1°F, o S(v)f(v)dv

1
= S(v)dF,.
L= Fu Jjou)

Eventually we get a general solution to (1.5.8)) with

by () = — ( S@yw;+k>. (1.5.9)
0

1-F,
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We can insert ([1.5.9) into (1.5.7)):

1
ay(u,y) = T ( o S(v)dF, + k) + ba(y) (1.5.10)
where k € R and get with (|1.5.6))
1
ap(u) = — S()dF, +k | +1 (1.5.11)

where k,l € R. Set b(y) := ba(y) + ! and r := k — [. The final form of ¢, obtained by
inserting (1.5.10)) and (1.5.11f) into (1.5.1)) then sums up to

o) = [~ S(W)AFy + k| +ba(y) | (1 — 0()
1—-F, [0,u]

1
I F, ( o S(v)dF, +k> +1

1
— ( SR k) 5a(y)

=1+ b2(y)(1 - 620(?4)) -
= (b2(y) + (1 = b (y))

: (/ E[by(2)|T = v]dFy + k = 1(1 - Fu)> 02 (y)
[0,4]

1-F,
= b(y)(1 = 0 (y))

1
“TE (/[o,u} E[b2(2)|T = v]dF, + k — 1 (1 — /(O,u]xX p(dv, dz))) 92 (y)

= bH)(1 = 32y (0) ~ o) ( JCORTCRE RS Z>

= b{y)(1 = 820 (0)) — 82 (0) - ( o o) + ) .

The final solution to our initial equation (|1.4.14)) thus reads as:

P(t.) = b1 = 5 0) = B 0) 1 ( /[0 o V) + ) L 512)

For softer requirements on F' and ¢ the martingale-property still holds as the proof of
our main result shows:

Theorem 1.19. For ¢ defined as in (1.5.12)) the process v = (v(t));er+ with v(t) =
o(t,x(t)) is a local (F;)-martingale, where b: X — R, b€ L} (1) and r € R arbitrary.

loc
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Proof. Set
k, c= 00
OF 1= { 00, c<oo, F. <1 (1.5.13)
k]ngtk + tk]lT>tk, c< oo, F._ =0,
where (tg)neny C R increasing with ¢ ' ¢. This localization sequence is taken from
[Davis, 1976|, proof of proposition 4. We note that o} oo a.s. For every k € N the

process v(t A o)ter+ is naturally adapted and in L'(p) by choice of b € L (u), and
for any s <t € R* we validate the martingale property:

Elp(t A o, x(t A og))|Fs]

1
b(x(t A Uk))]lx(tAUk);ﬁzo - ﬂx(t/\ok):zoﬁ </(0 thonlx X b(z)du(s,z) + 7"> |]:s]
Ok SLINO

=k

a 1
(Z)E[b(Z)]ngt/\ak|fs] I (/(0 . b(z)du(s, z) + 7") E[L7> a0y |Fs]
Ok JUAOE | X

® ! / b(=)u(du, d2)
(s,6]xX

=02 hr<sno + Lrsspon T —
- L'sAoy,

1 1
T b(2)du(s,z) +r| |1, s+ Tpag 1= Fayine
1 — Fipo, (/(o,mok}xx (2)duls, 2) > [ R<TS T>s1"F, ( V(A k))]

c 1
(:)b(x(s N o)) I r<spo, — ]lT>s/\ak17 </ b(z)p(du,dz) + r)
- (O,S/\O'k}XX

Fs/\ak

=p(s N\ og,x(s A\ og))
where we used in particular:

(a) We use the equivalence of the sets {x(t A oy) # 20} and {T' < ¢t A oy} as well as
{z(t) = 20} and {T" > t} and use the knowledge on these sets to set the value of
b(z(t)) =b(Z) on {T < t}.

(b) We seperate

E[b(Z)Lr<trg,|Fs]
=E[b(Z)1r<ino, Ar<s|Fs] + Eb(Z)Ir<ino, Lr>s|Fs)

Now we note that

T< <
(T<trnodn{T<sh = LSokh onss (1.5.14)
{T'<s}, op>s
and thus
Eb(Z)1r<ino r<s| Fs] = EI(Z)1r<sn0,, | Fs] = 0(Z)Ur<snoy -

The second term makes use of {T" > s} being an atom:

1

EB(Z)Lr<tno,Lrss|Fs] = Lrssm—— b(2)1(0,tnay,) (W) dpi(u, 2)
1 —F; (s8,00)x X
1
= ]1T>s b(z)dﬂ(u» Z)

1- FS (S/\O’k,t/\ak)XX
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where we've used that (s,t A og] = (s A ok, t A 0.

Further we evaluate the last term as

IE[]lT>t/\ak|-7—:s] = E[]}-T>t/\0'k]1T§s‘]:s] + IE[]1T>t/\o'k]lT>s’]:s]-

Now {T' > t Nop} N{T < s} = {op < T < s} - which is empty for o}, > s,
Fs-measurable either way. For the second term:

{T>t}), s<t<oyg
{T>tNop} N {T > s} =< {T >0}, s<op<t (1.5.15)
{T >s}, op<s<t.

Thus

: /
 E— Tiines 00 (w)du(u, 2
T Moo (00 2)

1
= ]lak<T§s + ]lT>87 (1 - Fsv(t/\ak))
1-F

E[1T>t/\ak‘f.s] = 1U;C<T§s + 1T>s

(c) On the set {T' < s A oy} we can substitute Z with x(s A oy). For the remaining
terms we consider 3 different cases:

s <t < op In this case we have s A o = s and t A o = t. Thus the remaining terms

are
1
oo | b(=)u(du, dz)
g 1- FS (S/\O’k,t/\o'k]XX
1
=1 s/ b(z)u(du, dz
PTE fg M)
=:1;
and

o U
- b(z)du(s,z) +r
1- Ft/\Uk < (0,tAoE]x X ( ) ( ) >

1
X |:]lak<T§s + ]1T>s 1_F (1 - Fsv(t/\ak)):|
—— i ([ @t ) [t - B
T F \Joex (s, ) +r | \Irssg—g ;

— e ([ b z)
—F (0,t]x X
=:15.
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The sum of these two terms is

1
L+1= ]1T>sﬁ (/ b(2)p(du,dz) — / b(z)du(s, z) + r)
—Ls (s,t]x X (0,¢]x X

1
=Tpeg—— —/ b(z)du(s,z) +r
” 1-F; ( (0,s]xX ) ( )
1
= I7>sn0, T (—/ b(z)du(s, z) + r) )
A (0,sN0 ] x X
s<orp <t Now s Ao =s and t A o, = o, and thus
O P / b(2)pu(du, dz)
1= 1L7>5 z)plau, az
1= Fs Jisonxx

and

1
Iy =——— / b(z)du(s,z) +r
? 1 = Fipoy ( (0,tATK] X X (2)dp(s, 2) )

1
X ]lak<T§s + 1T>57 (1 - Fsv(t/\ok))
1-F

1 1
SR </<OW M) ) o (1 Fo)

k

1
= —1pss / b(z)du(s,z)+r|.
T>1_Fs<(070k]xx (=)du(s, ) >

Hence the sum is

1
L+ =17 T 7 (/ b(2)p(du,dz) — / b(z)du(s, z) + r)
—I's (s,0k]x X (0,01 xX

A
= Tlpssg — b(z)du(s,z) +r
T> 1- F, ( 04X (2)dpu(s, 2) >

1
—pogpg [ = b(2)du(s, .
- kl_Fsmk< /(OWXX (2)dus z>+r)

o < s <t Both times are past the localizing stopping time, we note sAoy = o, = t Aoy,

and

1
I =1psg— b du,d
vt [ e ds)

=0
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as well as

1
I =——— / b(z)du(s,z) +r
1 = Fipoy ( (0,tAo]x X (2)du(s, 2) )

1
X ]lcrk<T§s + Ap>s (1 - Fs\/(t/\ok))
1—F§

= L (/ b(2)du(s, z) + 7‘)
- Fak (0,0k]xX

(1- Fsﬂ

1
X I:]lak<T§s + ]1T>s 1_F
s

7=
= — b(z)du(s,z) +7 | [1s .
1Fak<(0’gk]xx (2)du(s, ) )[ <]

Again the sum reduces to

Li+1=1

1
=1y c7— b(z)du(s,z) +r
k<T1 _Fok </(O,ak}><X ( ) :u( ) )

1
= —ﬂs/\o—k<T7 / b(Z)d,U(S, Z) +r
1 - FS/\Uk (0,sA0k ] x X

O]

Remark 1.20. We can also validate the above result by comparing it with [Davis, 1976
prop. 5. We have:

1
@(tv x(t)) = b(x(t))]lw(t);ézo - ]lyzzol_iFt (/(O,t]xx b(Z)dM(S7 Z) + ’r‘>

a 1
@ (2 Lrer — Lo [ bduts e [ duts)
1= F \Joxx (0,0)xX

1
O £ (b(2) + ) Dpey — L / b(z) + rdu(s, z)
1= F \Jo,gxx

—

where we’ve used in particular:

(a) We've seen before that p-a.s. {x(t) # 20} = {T <t} and {z(t) = 20} ={T > t}.
We then inserted b(x(t))Lr<; = b(Z)lr<¢ and multiplied c¢; behind the p-integral
with a fancy 1 = f(o %X du(s,z) (note that ¢ = sup{t : Fy < 1} hence the exotic

upper bound,).
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(b) Separate

1
-1 r/ dp(u, z
T>t7 2 0K (u, 2)

1
—— e ([ )+ [ dudw)
1-F (0, x X (to)x X

1
=1 r du(u,z) +1 — F
N FR (/(O,t]XX lu.2) t)

,
=Nrw / dp(u, 2) + Lpser
1= F Jogxx g
,
=1T>t/ dp(u, 2) + (1 — Tp<y)r
I—=F Joogxx

In this form we can now easily determine the function h prophesized by Davis’ result:

h(t,z) =b(z) +r

This function also satisfies the required measurability by Davis’ result, since we have
chosen b € L}OC(IP’). So the function h does not really depend on the jump time T. Only
the jump height Z seems to be important and yet this is what we felt during the above
discussion all along. The characteristic indicator functions can reduce the dependence
on x to the current location (zp or not-zp).

Remark 1.21. As mentioned earlier another related result is given by Gushchin in:

Theorem 1.22. (see [Gushchin, 2020], theorem 2) In order that a right-continuous
process M = (My);er+ be a local martingale it is necessary and sufficient that there be
a pair (G, H) satisfying conditions M and a random variable L' satisfying

E[|L'lr<] < oot <e¢, and E[L'|T]=0,
such that up to P-indistinguishability
My = (H(T) + L') 1> + G(t)Li<r.
where the conditions M required in the theorem are the following set of conditions:
loc
(i) G:10,¢c) - R, GKF,
(i) H : 0, )—>R He L] (dF),
(i) G(t) —G(0) = = F(t) f(oﬂ s)dFs, t<c.
and additionaly in case B:
(iv) limy . G(t) = H(c).

In our case

G(t) == 1 _1Ft </(O,t]><X b(z)du(% Z) + 7’> ’
H(T)+ L' =bx(T)) < H(T)=bx(T))—L
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For G we have

G - G0) = — _1Ft </(0 o M) ¢ r) b

S / b(z)dp(u, z) + rFy — Fy
1-F (0,¢]xX

-1
T1-F (/(O,t]XX V) vt z)>

l
and G < F quite naturally. In turn for H we have that b € L} (u) C L} (dF) and
thus H € L}, (dF).

With the above blueprint function ¢ we can now construct many martingales from the
process z(t) and can choose a particular starting point by simply choosing an arbitrary
L'(P) function b : X — R and an arbitrary constant r € X.

Example 1.23.

(a) In the situation of example (a) we can choose b : R — R arbitrarily, since

b(Z)=b(1). Take b=5 and r =0 then

51r<t — 5(exp(At) — 1)1y

is a martingale of the single-jump process x(t) = Lr<;.

(b) In the situation of example[1.9 (b) choose b = sin(y) then
o(t,z(t)) =sin(Z) 1<

is a martingale of Z11<;.

(¢) In the situation of example[1.9 (c) choose b(y) =y. Then
p(t,x(t) = x(t)

is a martingale of itself.

(d) Set Z := 6sin(nT) and let T ~ Exp(\) for some X > 0. Take b(y) :=y for all
y € X =RT. Then we get from theorem that the process

Tpsy /
v = Zlpey — ——— zdp(u, z) +r
! =P exp(—At) ( 0,x X (u:2) )

W (3(1 — cos(t) exp(—At)) — sin(mﬁ)) + r}

= Z]ngt - ]lT>t exp()\t) [6 b\

is a martingale w.r.t. to the single-jump process x(t) (see also figure .



1.5. MARTINGALE TRANSFORMATIONS 43

0 © — Xt

— Vv

T T T T T
0.0 0.5 1.0 15 2.0

Figure 1.3: A single-jump path and the respective martingales path, constructed as in
example (d). See also figure for a multi-jump version.

While the special first case served as a guide to the more general case, one might be
interested in solving the more general equation ([1.4.17)) analogously to the outline from
above. To do that we have to discuss some differences first:

almost all the equations and requirements in the more general case ¢ 12<C F (see notation
(1.4.15)) can be deduced by the same arguments as the special case, but only pgr-a.s.
We mean by that, that the density in the sense of (1.4.15) of ¢ w.r.t. F is only pp-a.s.
a partial derivative like E is. The upcoming lemmata w111 shed some more light on
this exotic notion.

l
Lemma 1.24. We define 8 =1. Lety : Rt = R, ¢ <0<C F where F is a distribution
function. Then for t < ¢ := inf{s : F(s) = 1} and any dyadic sequence of partitions
N ={t1,...,ton } of the interval [0,t] it holds:

Y(tr) — P(tp—1)
F, —F = dF
N%ooz Ftk Ftk 1 [ - tk_l] (0,¢] f

where f is the density of ¥ w.r.t. F in the sense of m
Notation: we will denote f(t) = dd’( t).

Proof. First we have by the property ¥ << F that there exists a function f € Ll (dF)
such that:

P(tr) = Y(tr—r

F,, — F;,_, ) [Fy — Fiy_y | = (te) — ¥(te—1)

_ / faF
(te—1,tk]
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Summing over k we get:

Y(ty) — P(tr-1) /
F;, — F
Z Ftk Ftk 1 [ * e 1 Z (t— 1’tk]

= fdv
(0,1]

Under N — oo we yield the assertion. ]

In our previous discussion the convergence also needed to happen in the time argument
of the process z(-) (in particular slightly in the past). In the case that = has not yet
jumped, i.e. T > t, this is no problem at all, since z(u) = 2 for all u € [0,t] After
the jump the situation will be similar since xz(u) = Z for u > T. We take note of the
following

l
Lemma 1.25. Let ¢ : Rt x X — R, (-, 2) <F for all z € X. Then fort < c:=
inf{s : F(s) = 1} and any dyadic sequence of partitions DY = {t1,...,ton} of the
interval [0, t] it holds:

lim Z Y(ty, x(tp—1)) — Y(tp—1, 2(tp—1)) F, —F, ] = Frtums (u)dF,

N—o00 F Ftk 1 N (0,¢]

where f, is the density of ¥(-,z) w.r.t. F in the sense of (|1.4.15)).

Proof. For k € {1,...,2N} we decompose  in two exclusive sets {T' > t,_1} and
{T < tr_1} and get:
[tk (tk—1)) — (e, 2(te-1))] = [W(tk, 2(tk-1)) — Y (tk, 2(tk—1))] Lr>t,
+ [¥(tr, 2(th-1)) — ¥(te, 2(tk-1))] Tr<p,
= [(tk, 20)) = Y (t, 20))] Lr>y,
+ [W(tr, 2)) = (te, 2))] U<,

For these two differences we use - after summation over k - lemmall.24lover the intervals
(0,t ANT) and (T At,t] respectively and end up with:

1
1

lim Zw g, tk 1)) — Y(tr—1,2(tk—1)) (F, — Fy_]

N—o0 Ftk 1

0 " Y(th, 20) — V(tx_1, 20) B
N%oo Z F Ftk . [Ftk Ftk—1]

% Ui Z) = bt 2) 1

+ lim — Ft _
N— KN () Ftk — Ftk—1 k 1]
@) foodF + / 2y
(0,T(w)At] (T(w)AL]

)/ Fotu oy () ()

where we’ve used in particular:
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(i) For w € Qset KN(w) :=inf{k € {1,...,2V} : t;, > T(w) At}, then we decompose
the sum. Note that for all & < KV(w) we can confidently state z(tx_1,w) = 2o
and for all k£ > K" (w) we have z(ty_1,w) = Z(w).

(ii) We write

Z( tk,?«’o Y (te—1,20) [Fy — Fy_]
k k—1

=1 - Ftk 1
KN w
_ ( )1/1(tk,20) — Y(tgp—1,20) / IF
P Fy, — Fy, (th1,t4]
KN (w)

P( tk,zo Y(tgp—1, 20)
— E 1 w)dF,.
/]R+ ! _Ftk ) (tkflvtk}( )

The integrand is a pointwise approximation of g—}fi(u, 20)L(0,7n¢) since K Nw) \
T(w) A t. We procede the same way with the second sum.

(iii) In the interval (0,TAt] x(u—) = zp and in the interval (T'At, t] we have z(u—) = Z.

We combine this property in the function

f fzo(u),on (0,7 At],
" fu(u),on (T A1),

O]

Remark 1.26. So the differential quotients converge up-a.e. to the Radon-Nikodym
densities. This strengthens our interpretation of the Radon-Nikodym density as a kind
of derivative. Still it may not be unique, but it is at least pr-a.s. unique.



Chapter 2

(General case

So far we only worked with single-jump processes. But in general one is interested
in jump processes with multiple jumps possibly depending on each other. While this
situation seems to be more complex, the result from the single-jump case can easily be
adapted to the multi-jump case.

Take a single-jump process with random jump time S; and random jump height Z;
which starts in zg € X. Intuitively one thinks of a second random jump as another
single-jump process that is born at time S; at the position Z; and that jumps after time
Sy (i.e. after total time S7 + .S2) to the location Zs, where in turn another single-jump
process will be born and so on. The resulting process might have finite or countably
infinite random jumps but acts as a single-jump process in between two jump times.
The complexity is not lost under this intuition, it merely hides inside the distributional
information of each jump.

2.1 Definitions and assumptions

Spaces and random variables In this section we would like to allow the process to
have more than one random jump. To that end we take copies (Y,,,)),,) of the template
statespace (Y,)) = (R x X) U {(00,2x)}, 0 {B(R") xS, {(00,200)}}), and define

Q.= H Y,
neN
FO .= U{H Ynt.

neN

(9, FY) is again a Blackwell space (see [Davis, 1976], p. 624).

Let (Sn, Z,) : Q — Y, be the coordinate mappings, picking out the time and space
coordinates of the n-th jump of a general state w = (y1,y2,...) with y; € Y; for i € N.
This means S,, will be the random life time of the n-th single-jump process and Z,
marks the birthplace of the next single-jump process.

Let wg : Q — Qp := Hk Y,, denote the restriction to the first k£ jumps, i.e.

n=1

wr(w) = (S1(w), Z1(w), ..., Sk(w), Zk(w)).
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It carries the information of the first k jumps. We will say 'For fixed wg...” but won’t
forget, that we mean for some v € Q, {wr = v} = {w € Q : wi(w) = v} which is in
fact a set. But fixing wy, in this sense is in a way defining the past of any time after the
k-th jump and this is well reflected in our notion above.

For some notational convenience we also set Tp := 0. Note that for w € {wy = n} we
get Z;(w) = n®) for any j < k, we thus take Z;(n) to deliver the information of the
j-th jump location of any given past n € €, although Z was initially defined on 2
instead of € for k € N.

The process: Currently any w only carries the individual jump times and locations.
But to properly connect the single-jump processes at their jump times we will need to
run them in a global time frame. We define

Tn(w) = Z Sk(w)
k=1

Too(w) := lim T, (w)
n—oo
thus making T, the (global) random time of the n-th jump and naturally 7} <75 < ....
The terminal jump time T, marks the exhaustion of the jump processes and will stop
the overall process in a graveyard location zo,. The value of the process at a time
t € RT is given by:

20, t<Ti(w);
x(t7w) = Zi(w)v te [Ti(w))Ti—f—l(w));
Zoos t > Too(w).

Additionally set
T(s) = x(t A TY),
T%(s) == x((Ty_1 + 5) AN T), for k> 2. (2.1.1)

For k € N every ((t));cr+ is a single-jump process but for k& > 2 it starts in a random
location Zj,_;. Each z* has a random life time S;, and the respective jump location Z:

2t w) = 20, for t < S1(w), 2 (t,w) = Z—1(w), fort < Sk(w),
Zy(w), fort>Si(w), Zi(w),  fort> Sp(w).

Further we observe that consecutively indexed Z-processes are connected at the jump
location of the former and the starting location of the latter process:

:fk(O) = :C(Tk,1 A Tk) = l’(Tk,l) = Z‘((kag + Skfl) N kal) = :Y:kfl(Sk,l).

Thus the different cases for ¢ in the next equality, can be read as t € [Ty_1,T}) or
t € (Tg—1,Ty) arbitrarily. The connection between the multi-jump process (z(t));er+
and the family of single-jump processes {(Z*(t));cr+ : k € R} is the following:

7t w), for t € [0,T1),

z(t,w) = ¢ Tt — Thp_1(w),w), fort € [Thp_1(w), Tp(w)), (2.1.2)
2009 for t > T
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Inspired by this connection, we will refer to the processes (Z¥(t));cr+ as single-jump
sections of the process (x(t));er+

Filtration and probability measure: As before let 7 denote the natural filtra-
tion, generated by the process (z(t))i>0.

From [Davis, 1976] we adopt the characterization of the probability measure through
the conditional distributions: for 2 < i € N and I' € ); and n € Q;_1 the probability
measure P is defined through

P[(Th, Z1) € T| = i (D), (2.1.3)
P[(Si, Zi) € Tlwi1 = 0] = pi(n; 1),
where u! is a probability measure on (Y7, Y) with
H(({0) % X) U BT x {z0})) =0
and for ¢ =2,3,... '
W Qi x Y - [0,1]
are functions which satisfy
(i) p'(5T): Q1 — [0,1] is measurable for each I' € Y fixed.
(i) pf(wi—1(w);-) : Y — [0,1] is a probability measure for each w € € fixed.
(iii) pf(wi—1(w); ({0} x X)U (RT x {Z;_1(w)})) = 0 for all w € Q.
(iv) p(wim1(w); {(00, 200)}) = 1 if Si—1(w) = 0.

p! is in fact the same measure as in section 2. The second requirement (i) makes sure
that for 7 > 2 and fixed w;_1 the measure ui(wi_l; -) acts as a version of ut for the
i-th jump process, i.e. is a conditional probability measure. Condition (iii) excludes
the possibility of two jumps happening at the same time and consecutive jumps to the
same location respectively and the last condition (iv) assigns z. to be a final resting
place, once the previous jump-time has been infinite.

More particular, p! is the joint distribution of 7} and Z; whereas for i > 2,7 € Q;_;
the probability measure p*(n;-) is the joint distribution of T; and Z; given 1.

In relation to the previously defined single-jump sections of the process (z(t));cr+ they
act as

Pz (t) € {z0}) = P(Sy > t) = p}((t, 00) x X), (2.1.4)
P(z'(t) € {z}wi1 = 1) = P(Sg > tlwi1 = 1) = p' (n; (t,00) x X).

Thus they are (given w;_1) involved in the distribution of single-jump segments.

Denote by Aj the set of all P-nullsets. By F,F; we denote the o-fields F°, F{ aug-
mented with all P-null sets, i.e.

Fi :U(f?,/\fo) (2.1.5)
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According to Lemma 0 in [Davis, 1976] the jump times T} are stopping times of (F3).

Let (Gi)ter be a filtration and S a stopping time. We define the past up to time S as

Gs:={AeH: An{S <t} e€G,Vtel}. (2.1.6)

Another important family of stopping times is the following: for k € N and s € R
UF .= (Th_1 + 5) A Ty (2.1.7)

For fixed s € Rt every UF is a stopping time of the filtration (F};);>o and yields the
following useful property (see [Davis, 1976], Lemma 1):

Fyr =0 (Fro_ {z((Te—1 +u) N T) s uw € [0, 8]}) (2.1.8)

i.e. the information of the process (z(t)):>0 between two consecutive jumps - say the
k — 1-st and k-th jumps - can be decomposed into information of the first £ — 1 jumps
and the path of the process since the k — 1-st jump.

Note that - given a past wg_1 = n - the natural filtration of the single-jump sections of
the process (z(t));cr+ is given by

{wror =0} No{z(Th 4+ 8) ATry1) = s € [0,8]} =: {wp_1 =1} N FF. (2.1.9)

The above equation can be seen as the collection of natural filtrations of (Z*(t));cpr+
for any wg_1 (which is Fr,_,-measurable).
Let (€2,.A) be a measurable space. Then we define the trace-o-field of a set A € A with
any sub-o-field A C G as

ANA:=={ANB:Bec A. (2.1.10)

The next result comes in handy in the proof of our main result:

Lemma 2.1. Fork €N, sc RT.

()
{S < Tk—l} NFs C {S < Tk—l} m]:U(’f’ (2.1.11)

(i)
{T1 <s<Tp}NFs={Tp—1 <s<Tp}N Firw _ (2.1.12)

s=Tp_1

(iii)

{Ti <s}NF 2 {Tr < shn Fyyp = {Th < )0 Fpon. (2.1.13)
(iv) Form € Qp_q: )

{wpr =y NHE = {wp =} N FF (2.1.14)

Proof. (i) Note that with [Davis, 1976], Lemma 1 we have

]:U(’f = U(ka—1) =F1,_,
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(i)

Take B € Fs. Then {s < Tj_1} N B € F and

{s<Tp1}NBN{Tj—1 <t} ={s<Tp1 <t}NB

_Jo, ift <s,
{s <Tp_1 <t}NB, ift>s,

and since
o {s<Tp 1} e Fs CFfort>s,
e Be F,C F,fort>sand
o (T 1<tyeF

we get:
{s<Tp1<t}NBeF

for all t € RT an thus {s < Ty, } N B e Fr,_, = Jyk-

This is a refined combination of the other two cases. With (iii) we roughly locate
{Th—1 < s}NFs 2 {Tj—1 < s} N Fuk,

The intersection of this set inequality with the corresponding ’other side’ of s (i.e.
{s < T}}) does not change this relation. Note that for w € {T_1 < s < T}} we
have 0 < s — Tj_1(w) and thus U¥(w) C Uf_Tk—l(W) (w) hence we end up with

{Tp-1 <s<T}nN ‘FU(’)“ C{Ty-1 <s<Tp}n Firw

s=Tk—1

C{Tk—1 <s<Tp}NF;

where we see the last relation by taking any B € {Ty—1 < s < Ty} N Firw

s—Tg—1

For such a set we know B = {T;,_1 < s < T} N A (see (2.1.10)), where the set
A€ Fru and for which we know (by the definition of F« L s see (2.1.6))
s=Tp_1

s=Tk_1

that AN {Uskaki1 <tte Fforallte R* - especially for ¢t = s, but note that

{U;“,Tki1 <sp={(Tk-1+s—Tp1)NT < s} ={sANT < s} =Q
and thus
Fs3An{UE ;  <s}=4AnQ=A
i.e. B e {Tk—l <s< Tk} N Fs.
For the other inclusion in (2.1.12)) we first locate with (i)
{S < Tk} NFs C {8 < Tk} N ]:-Ué”l'

and note that on the intersection with {T}_; < s < T} the time

k+1 :
Uy SUT =T, e,

{Th1 < s <Tp} N Fyn - C{Th—1 < s <T}} ﬂfU(l]cﬂ
s=Tg_1
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and we end up with

{Ty—1 <s<Tp}N -7:U(1)€+1 O {Tp-1 <s<Ti}nN ]:U;ng_1

D {Tp 1 <s<TR}NFe.

To justify the last relation we take B € Fg. For w € {T;_1 < s < T} we conclude
Ufka,l(w) (W) = (Tp—1(w) + 5 — Tg—1(w)) A T (w) = s. Then for any t € R"

(Tho1 Ss<TNBN{US <t} ={Th1 <s<T}NBN{s<tle R
where we used that {s <t} =0 for t < s and {s <t} = Q for s <t. Hence

{Tk,1 <s< Tk} NB e {Tk,1 <s< Tk} mek

5= Tp—1
by definition.

Note that
US, = (Tk—1 + Sk) AT = Ty = Tie A Thgr = UFH.

Hence
]:ng =Frn, = .FUk+1.

0
Take B € Fr,. Then by definition of the o-field F7, we know that
{T, <t} NB e F,VteR"
especially for ¢t = s. Thus {T} < s} N B € Fs and by definition of
{Tp, <s}NFs={{Tx <s}nNA:Aec F}
we note that {T}, < s} N{T, <s}NB e {T <s}NFs.

Take B € F¥ (see (2.1.9)), then {wy_1 = n} N B € {wg—1 = n} N F¥ by definition
of trace-o-algebras. But note that F* C H* and thus B is a set of H¥, hence

{wr1 =} N B € {wp1 = n} NHE.

For the other inclusion we take a general set A € H%. Since H¥ = o{Fp,_,, FF}

we can assume that there exist two sets B € Fr, , and C' € F¥ such that either
A=BNC or A= BUC. Either way we have

{wi-1 =} N B € {0 {wr1 = n}} C {wp1 =0} N FS
and thus
{wr-1 =n}NB)U ({wr—1 =0} NC) € {wp1 =} N FL,
(similar for the case A = BN C) which yields

{wg—1=n}NA€{wk_1=n} ﬂff.
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The next lemma, is a technical tool we will need in a subsequent proof. We state it here
for reference:

Lemma 2.2. Let (2, A,P) be a probability space. For a sub-o-algebra G C A, C € G
and a random variable X € L'(PP) it holds

E[X|G|1lc =E[X|C NG]lc.
Proof. Take any A€ G. Then CNAC C € G and

/ E[X|G]1cdP = XdP
A ANC

:/ E[X|C N G]dP.
ANC
O

Basic martingales and applicable integrands We take from [Davis, 1976], page
632-633 the notation for the basic martingale. Let t € RT, A € S and w € {t €
(Tj-1,T}]}. Then the family of basic martingales ¢(t, A) := p(t, A) — p(t, A) is defined
by

J
p(t7 A) = Z ]]-ZZ‘EA]lTiSt

=1

and
B(t, A) = ®1(Th) + @5 (w13 S2) + -+ + D (wj—1;t = Tj1)
where
1
@‘14(5) = /(o,s] Wdﬂf
B wiris)i= [ o dFA
05 1 —F_
and

Fit = F,
FZA(wi,l) = M(wi,l; [0,u] x A).

For any n € ;1 and in analogy to the first chapter we denote the right endpoint of
the distribution of each jump time S} as

() :=sup{t e R": FF(n) < 1} (2.1.15)

We also follow [Davis, 1976] along the definition of a Lebesgue-Stieltjes integral w.r.t.
q. For a function g : Q x Y — R and functions g' : Y1 — R and ¢* : Q*~1 x Y}, — R for
k=2,3,... such that

gl(t,z>, < Tl(w)7
g(w,t,2) = { gF(wp—1(w);t, 2), t € (Tho1(w), Ti(w)],
0, t > To(w),
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and
91(007 Z) = gk(wkfl; 00, Z) =0

we define the integral as

ﬁ@%=4mmm%&@@@@@)

The nature of ¢ lets us decompose this integral then as follows:
B = [ glws o )@ - [ glws2)dils2)w)
(0,4]x X (0,4 x X

and each of these integrals is given for t € [T}_1,Tx) by

k—1
/ g(s,z)dp(s,z) = Zg”(wn,l; Tv, Zv), (2.1.16)
(0,t]x X o=
k—1 1
g(s,2)dp(s, z) = / g (wn_1;8,2)———dp" (wn_1; 8, 2
/(O,t]xX (s 2)dpls, 2) nz::l (To—1,Tn] x X ( )1 - FL ( )

1
+/ gk(wk_l;s,z)ikdﬂk(wk_l;s,z). (2.1.17)
(kalvt}XX 1 - FS—

2.2 Martingale transformations

Again we approach the transformation problem from the perspective of a function of
the process. Guided by the results from the previous chapter we set for a measurable
function ¢ : Rt x X - R

u(t) = p(t, z(t)). (2.2.1)

The function ¢ that we want to determine will be a function as before, but this time
the process x(t) has more than two different values in his lifetime (or at least might
jump back and forth). We start with ¢(¢,z0) as long as ¢ < Tj(w). Then the first
jump happens at T} (w) and we jump to the value ¢(71(w), Z1(w)). Now the function
will already have to prepare for the next jump at Ts(w) so we follow (¢, Z;(w)) for
t € [T1(w), Ta(w)) and so on.

This structure leads us to the idea, that ¢ must be defined piecewise. But this means
also, that the function ¢ will depend on the processes path (at least up until the current
time t) and thus might not be determined generally for all paths.

The discussion at the beginning of this chapter lets us approach the problem of deter-
mining martingale transformations from the familiar scenario of single-jump processes.
Since the process seems to be a ’glued together’ version of dependent single-jump pro-
cesses (see (2.1.2)), we are going to apply the results from the previous chapter to these
particular single-jump sections.

The previously defined processes (z(t))i>o (see (2.1.1)) are themselves single-jump
processes in X but for k > 2 they start in a random location Zj_1, live a random
life-time S and eventually jump to a random location Z; in X where they remain for
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eternity. This is in fact no problem as long as the respective filtration contains enough
information about the processes predecessors: for t € R set UF = (T},_1 +t) A T, and

note the property in (2.1.8]). Set
Hf = ,FUtk7

The next goal is to determine a function " s.t. ¢*(t,z%(t)) is a martingale w.r.t. the
filtration (Hf);>0. To this end we note that z* is of single-jump character given the
information of the first k — 1 jumps, consequently we will determine ©* depending
on wg_1. Further we note that given wy_q the distribution of the k-th jump-time
and location is given by the conditional measure p*(wy_1;-), thus we concentrate on
determining ¥ (wp_1;t,y) such that o*(t) = ©F(wp_1;t,2%(t)) is an (HF)-martingale
under the measure p*(wy_1;-).

Corollary 2.3. For ¢ : Rt x X - R and ¢* : Qj_1 x RT x X = R set

o' (t) = 1 (t, 7 (1)),
o (wp—1:t) == @F(wp_1;t, Z5(t)), fork > 2.

Then vt (t) is a local H}-martingale, resp. ©F(wi_1;t) is a local Hf-martingale if for
teR T, ye X,n€Q_q fork>2:

or(ty) = b () (1~ 02y (9) — 2 (féfl ( /( e VO ) + ) (2.2.2)

(it y) = Vs 9)(1 = 0z, () ()
_9z.0W) B Nk (1 d ds) -
1— FF(n) (/(O’ﬂxxb (m; 2)p” (; du, dz) + (n)) (2.2.3)

with b' : X = R, b € L (u') and arbitrary constant r' € R, as well as b*(n;-) : X —

loc

R,b(n) € LY (1% (n;-)) and r*(n) € R for all k > 2,n € Qp_1.

loc

Proof. First of all (0%(t)),cr+ is adapted to (HF),cr+ since it is a measurable function
of wy,_1 and Z¥(t) which are both Hf-measurable. The same holds true for k = 1 where
v! which is even only a function of z!(¢).

For the local martingale property let s <t € R*, k > 2 and A € H¥. Take for n € Q:

k
k]lTkSt:Erk;) + t7(n)]1T>t£’;)a Ck (n)

where t,  c*(n) (see (2.1.15)).

Then we have to show for allm € N, s <t € R*

E[ﬁk(wk_l; s A afl(wk_l))]lA] = E[ﬁk(wk_l; tA afn(wk_l)]lA].



2.2. MARTINGALE TRANSFORMATIONS 95

We start with the right side:

<

E[0" (wp—15t A oy (wp—1))L4]

(Wp—1(W);t A o (wr—1), w) L a(w)dP(w)

1

—~
S
=

0 (5t A o (wr—1), W) La (W) dP(o ) dv(n)

wWr—1=7}

b

—~
o
=

E[0"(n; t Ao, (wr-1)) LalHe] (@) dP(w|m)dv (1)

wr—1=N}

E[0" (3t A oy (wi—1)) H] (@) Ly, =y (W) dP( )i ()

—
)
~

e
|
—

E[0* (5t A o, (wr—1)) {wr—1 = 1} NHI(W) L g, =y (@) dP(|1)dw (1)

e
|
—

m\;\m\

—
)
~

E[0* (n;t A o, (wi—1)) {wir—1 = n} N FF(w")dP (W' |n)dv(n)

>

=
S~ S~ — 5 — 55— 5 — S5

<

" (55 A o (wi—1), 0 )dP(W ) ()

e
|
—

—~
S
N

14 (w)T* (wWr—1(w); s A 0F (wi_1), w)dP(w)

|
&=
=l

(wp—158 A ok (wr—1))1 4]

where we’ve used in particular:

(a) (Q2,F) is a Blackwell space and thus enables disintegration. We disintegrate
up until the & — 1-first jump, i.e. we integrate over all pasts n € Q;_1 in the
outer integral and integrate over all possible futures (and presents) from the set
{w' € Q:wir_1(w') = n} in the inner integral. v denotes the marginal disrtribution
of wy_1 and P(:|n) is the conditional measure defined in (2.1.3).

(b) Since {wi_1 = n} € H” (see (2.1.8)) we can insert the conditional expectation
here.

(c) A€ HF and thus 14 is H¥-measurable and can be pulled outside the conditional
expectation. The set of the inner integral is taking its place for the next step.

(d) See lemma

(e) See lemma [2.1] (2.1.14).

(f) Use theorem on the process 7%(n) = (v*(n;t));ecr+ and its natural filtration
({wk—1=n}nN ]:"f)teR+. Then there exists a ¢*(n) s.t. v(n;t) = @*(n;t,7%(t)) is
a local {wy_1 = n} N Ff-martingale. We use the sequence (0¥ ),,en to make use
of the martingale property of the stopped process to get rid of the conditional
expectation.

For k = 1 the process ©'(t) is even more directly an application of the single-jump case.

O]
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Remark 2.4. The processes ok

teRt:

stay constant after their respective jump time: let

oM (wr—13t) s, <t = o(t, (1)) s, <t
k( w13, T((Th—1 + ) A T)) L, <t
O (wr—15t, 2(Th)) s, <t
o (wr—13t, Z) Ls, <t
= V" (wr-1; Zk) Ls, <t

(the same is true for k = 1 but the calculations are without the wi_1 of course). Hence

o (t A Ty) = T%(t) (2.2.4)

We started this journey with the goal to determine a function of the multi-jump process,
that transforms it into a Fs-martingale. So far we’ve determined a set of functions, that
bend each single-jump section of the multi—jump process into a martingale w.r.t. to the
intermediate filtrations Hk In equation (|2 we’ve seen the connection between the
process and its single-jump sections and in lemma we’ve explored the relations of

the natural filtration Fy to its intermediate ﬁltratlons 7—[(8 Tp 1)VO . Inspired by these

results we now reconstruct a general function ¢ :  x RT x X — R from the martingale
transformations of corollary Set

ol (t,w), for t < Th(w)
v(t,w) = *(t — Typ_1), forte (Th_1(w), Th(w)] (2.2.5)
o>, for t > Ty

where v*° € R is an arbitrary graveyard location.

Lemma 2.5. For convenience set voo = 0. We have

Mz

v(t) =v(tANTY) +

k=

[t A Ty) = v(Th—1)|l7;,_, <t (2.2.6)
2

T

((t = Tp1) — @k—l(sk_l)} 1, <. (2.2.7)

[\

Proof. We wirst prove the equality of (2.2.6) by evaluating both sides on the disjoint
sets {Tp—1 <t <T,} for all n € N. For n =1 we see:

oo
( (tATy) + Z (tANTy) — v(Tk— 1)]]lTk 1<t> ]ltE[O,Tl]
k=2

=v(t AT Lyery) + > _WEATR) — 0(Th)|ir,_,<tynfrepm]}
k=2

=v(t)Lseo,)
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since t ATy =t on {t € [0,71]} and {Tx—1 <t} N{t € [0,T1]} = 0 for all & > 2. Now
for any n > 2:

o0
( (tATy) + Z (tATE) — v(Th-1)] ]lTk1<t> L7, <t<T,
=2

=v(t ATh)1r, 1<t<Tn+Z (¢ ANTk) = v(Te—1)] Lyr, _ <tyn{ Ty <t<Tp}
k=2

n

=v(T1)1r,_ <t<T, + < [v(t AT},) — U(Tkl)]> 11, <i<T,

k=2

( (T1) +Z (Ti) — v(Th—1)] + (t)—U(Tn1)> L1, <<,

= (t)]lTn_1<t§Tn-

where we used that

’UTk ]lTn_ <Tn> fOI‘k‘S?’L—l
U(t /\ Tk?)]]‘Tn71<t§Tn prd { ( ) 1<t7

v(t) Ly, <t<T),» else
and
{Tpy <t} N{T,1 <t <T,} = {éinl;;< t<T,}, fork<n
Thus

(t) =) v(t)lr, <<,

neN
o0
—2( AT+ S ot AT — o(Ter)lin, ) ir crem
neN k=2

[e.e]
=v(tAT) + > [W(EATL) — v(Teo1)|Ln,_, <t
k=2

The second equality (2.2.7) is a direct application of the definition in ([2.2.5)):

vt ATY) = 5 (t ATY)

—~

a

=o'(1)

~

and

U(t AN Tk)]lTk_1<t = @k((t A Tk) — kal)]lTk_1<t

—~
=

= 0Pt — Tooy ATe) L7 <t

—

a

== T)k(t - Tk*l)]]-Tk_1<t

=

where we’ve used:

(a) See (2.2.4).
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(b) We have
t—Ty ., ift<T
Tk — Tk—la else.

(tATy) = Th1 = {

and
t—"T_ ift—T._1 <8
Sk, else.

O]

Note that the first equation is true for any real-valued process adapted to (F;), regard-
less of the exact definition of v in . Nevertheless we can now construct a general
function ¢, s.t. ¢(w,t,x(t)) is a local F; martingale. For a sequence of stopping times
(0n)nen such that v(t A 0,) is an F; martingale for all n € N, the local martingale
property only follows from the upcoming proof, if we assume that T, = oco. Take
the construction of a sequence of stopping times (7,)nen from [Davis, 1976], proof of
theorem 2. With a similar argument we can show that ¢(w;t,z(t)) € Li (p) = L (1)
and thus we are now in a position to state our main result:

Theorem 2.6. For all n € N the process defined by

v(t) = @(t, (1))

is a local (Fy)-martingale for any

®1 (t7 y)7 fO’f’ t<Ty (w)
o(w, t,y) = PP (w)it — Tp_1(w),y), fortec (Th_1(w), Tp(w)], k>2 (2.2.8)
Voo, t > To(w)

where Voo € R arbitrary and for anyt € RY,y € X, n € Qp_1 for k > 2:

o' (ty) =" (y) (1 — 62 (1))

0 (y)l—lFtl </(0 fx X b ends, dz) + rl)
P (it y) =0 () (1 =0z, () (v))
1_F11tk(n) (/(0 o OF (n; 2) " (n; ds, dz) + r’“(n)) .

with b' : X = R, b € L} (u') and arbitrary constant r' € R, as well as b*(n;-) : X —

loc

R, b5 (n;-) € L (uF(n;+)) and r¥(n) € R for all k > 2,m € Q1 such that:
M (wp—1(W)) = " N w2 (w); Zr_1(w)). (2.2.9)

- 6Zk—1(77) (y)

Proof. We check the local martingale-property first. To that end set for kK € N,y €
Qk_li
inf{t: FF(n) >1- %}, if cF(n) = oo

o k k
() := or k(1) < 00, Fl -

1
3

>1-—
(n), else.
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Since we possibly deal with jump times that jump at the very last second, we define
k for th —
an emergency break for the term — )
T i=Tj1+ sj

where j := min{k € N : Tp_; + s* < T} as the localizing sequence of stopping times.
Note that, 7, is the first time a jump occurs in a tail of its marginal distribution with
probability % Thus the factor : 1F]- is in danger of exploding. 7, stops the process

t

before this factor gets too large.

Claim 1. 7, are stopping times and 1, /* <.

The former is due to

oo
{rm <ty = {Ta+5, < T (T < 1}
j=1
which is a countable union of Fi;-measurable sets. The sequence of stopping times
diverges a.s. since

and P(s), < S; ) =1— FJ <1-1+-%. Weconclude > 0° | P(1,, <Tp,) =3, e oz < 00
and with Borel- Cantelh we get

P(lgr_l}loréf(m >T,) =1

and thus 7, — T, = o0 per assumption.

Now let s,t € RT,s < t. In case that 7, < s we can easily verify the martingale
property, since the process is stopped and hence constant:

E[v(t A 1)|Fs] = Elv(ma)|Fs] = v(m) = v(s A 1y).

Therefor we assume 7,, > s from now on:

E[v(t A 70)| Fs) ZE (t A7) | Fsl gy, <5<, (2.2.10)
k=1

For each summand we ’translate’ Fy to the local single jump filtration Hlschk,l belong-
ing to the respective indicator function:

Elv(t A )| Fsllr,  <s<T, @ Elv(t A7) [{Th—1 < s < T} N Fs]lp,  <s<T,

(b)
Ew(t A1) {Tp-1 < s < Ty} ﬂ7—l5 T, 1]]1Tk 1<s<T},

9D Byt A )| HE gy 1 <sey

where we used in detail:
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(a) See lemma

(b) See lemma
We decompose v(t A 7y,,) with the help of lemma

Elw(t A7) [HE 5 5, <s<r

—E [ﬂl(t/\fm ATY) (2.2.11)

+ Z t AT — Th— 1) 77n—l(Sn—l)]]lTn—1<t/\‘rm ’H’;—Tk,l} ]lTk,lgs<Tk

:<]E[ (A T ATOIHE 1] (2.2.12)
+E Z[T;”(t ATy —Tp1) — ’Un_l(Sn1)]1Tn1<tATm|H§—Tk1] )]lTk,lgs<Tk~
n=1
(2.2.13)

For k = 1 the first summand is a martingale with respect to the filtration 7} according
to corollary ie.

E[’I_)1<t A\ Tm)’,H;]]lO§8<T1 = 1_}1(3 A\ Tm)]10§5<T1 .
For k > 2 the value of #'(t) is known at time s, i.e.:
[0 (t A ) [HS g, J07_y <ocr = 0' (T1) 17, <oy

For the second conditional expectation in we adopt these insights and decom-
pose the sum into already known values (the jumps that already occured until s), the
currently happening single-jump process (the jump right after s) and future single-jump
processes, i.e. for k > 1:

o
E [Z[T}"(t ANTm —Tho1) — 77"_1(Sn—1)]11Tn1<t/\rnJ7'l§—Tk_1] L7, <s<my,

n=1
k—1
=E Z[T}”(t ANy —Too1) — En_l(sn1)]]1Tn1<tATm|H§—Tk1] L7y, <s<y
n=1
E {[1‘1 (t ATy — Tho1) — T (Sko1 |11,y <tnm, | HE- Ty J I, <s<m,
o
Z t N Tm — Tnfl) - @n_l(snfl)]]lTn71<t/\Tm |H§—Tk_1] ]lTk71§3<Tk'
=k+

Now the known sections can easily leave the conditional expectation:

k—1
E

B

[ﬁ”(t AT —The1) — 17”_1(5n_1)]]1Tn1<t/wm\7‘l§_:rk1] 17, <s<m

k—
Z _n 1(Sn*1)]]]‘Tk,1SS<Tk

n=1
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where we made use of the fact, that t AT, = T, for all n € {1,...,k — 1} on the set
{T—1 < s < T}} and the processes 0" stay constant after their respective jump.
For the current single-jump section we use the martingale property of o* from corollary

2.3

E [[@k(t ANTm —Ti1) — T)kil(skfl)]]lTk—1<t/\Tm’%’schk,l} L1, <s<my,

=[0"(s A T — Thr—1) — 0" 1 (Spe1)] L7, <5<y -

The future jumps can also be determined sectionwise, and as each section is a martingale
w.r.t. its current single-jump filtration (see corollary we aim to insert the larger
o-field H' for m > k41 via the tower property of conditional expectation. We observe
two different cases:

On the set {s < 7, < 0o} there exists an integer j € N such that 7, = Tj_1 + sh. We
can further assume that on the intersection with the set {Ty_1 < s < T}} the value of
J must be larger than k — 1. In case of j = k we have L7, <iar, = Ly cin(y,_,4sk) =0
by definition of 7, (i.e. the process had to be stopped prior to the time T}). Thus

o0

E Z [0 (¢ AT — Th1) — @n_l(snfl)]]lTn71<t/\Tm|H§—Tk_1 17, <s<m =0
n=k+1

as all terms are 0.
In case of j > k there are still some indicator function 17,<¢a-, that possibly contribute
to the sum (i.e. there might be jumps that could happen in between s and ¢t A 7,,. But:

[e.9]

E Z [0 (E A T — Tn1) — ﬁnil(sn_l)]]]‘Tn—1<t/\7m‘Hngkfl L7y, <s<m
Ln=Fk+1 i

J
=E Z [0 (¢ AT — Th1) — T)nil(Sn_l)]]]‘Tn—1<t/\7m ‘le—Tk,l I, <s<m,
Ln=Fk+1 i

o0

E Z [0 (¢ AT — Th-1) — ﬁn_l(Snfl)]]lTnf1<t/\Tm ’HI;—Tk_l L7,y <s<Ts
n=j+1

where the latter sum is again 0 by the same argument as in the case j = k (no contri-
bution from jumps after the emergency shutdown 7,). To see that the former sum also
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vanishes, we use the tower property with the o-fields H’;_Tk_l C 7—[’3“ Cc---C ”Hé:

J
E| > [0 (¢ ATm—To1) = 0" (Sn)I1, s <tnr [HE 7
n=k+1

Iz, <s<ry

&=

I
%MQ %MQ %MQ
&

[0°(t A T = Tat) = 0" (Su )], y<anm oy, | <o,

3
—

E [(ﬁn(t ATm —Th-1) — 17"_1(5”71)) \HZ}] ]]-Tn71<t/\7m‘H§—Tk71:| 17, <s<m,

3
—

&=

(2"™(0) — 17”_1(57171)) ]]-T7L71<t/\Tm|H];—Tk71i| 17, <s<m,

3
—

=0
by assumption of condition (2.2.9)).

To summarize we get for k > 1 (under oo > 7,,, > s):

Efv(t A Tm)|F5]]lTk71§3<Tk
k—1
= (Ul(Tl) + ) [0"(Sh) = 0" (Sne1)] + (07 (5 A T — Tim1) — Ukl(Sk—l)]> L7y, <s<y,
n=1

=0"(s A T — Thm1) Uy, <5<,
and for k = 1:

E[v(t A )| Fsllo<s<r, = 7 (5 A 7o) o<,
and thus after summing over k and using the definition of v we get:

E[v(t A1) | Fs] = v(s A T).

Measurability follows directly from the definition of . Every section ¢* is adapted to
the filtration (HF). Given the result of lemmaﬁ the o-field F coincides with H*

s=Tk_1
as well as the function ¢(w, s, z(s,w))) does coincide with the section ¥ (wy_1(w); s —
Ti—1(w),z(s NTi(w)))) as long as s € (Tg—1(w, T (w)]. O

Remark 2.7. The glue-condition in makes sure, that every function ©* starts
at the jump-location of the previous function ¢*~1. We’ve seen in the proof of the local
martingale-property of v(t), that this is in fact a sufficient condition to guarantee local
martingales. The process might otherwise be set off by the value of the series

E [Z (T'k(wkfﬁ — b (wp—o; qu)) ]lTk_1<t|]:s] L7y >s-

k=2

But this offset might also be eliminated by assuming that the expected offset may vanish
for each jump.
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—200 4

—400

—600 4

—800 1

—1000

Figure 2.1: Sample path of martingale w.r.t. to the multi-jump process, where each
jump is constructed as in example (d).

The sequence of stopping times T, stops at the first time that the process jumped near
or at a Tight endpoint of a distribution of the jump times. Thus it avoids explosions in

the term —%— and acts as an emergency break.
1=F(n)

2.3 Semi-martingale representation and verification

The result from the last section was a blueprint for functions ¢ that transform the
multi-jump process z into a local martingale w.r.t. to its own natural (augmented)
filtration. During the proof we used the result for single-jump processes to determine
¢ on each section [Ty_1,T})) respectively. But this is not the only result we can adopt
for our multi-jump process.

In the first chapter we came up with a semi-martingale representation for the single-
jump process. The multi-jump process is a combination of single-jump processes and
so is the process v(t) a combination of % processes (see lemma [2.5/and (2.2.5)). These
processes can be decomposed into a martingale part and a previsible compensator:

Corollary 2.8. Let 1 < k € N, let o* : Q1 x RT x X = R s.t. ©*(n;-,-) satisfies
condition (C’°) w.r.t. to the measure *(n;-) for all n € Qu_1. Let t < ci(n). For
all n € Qp_1 each v (n;t) = @*(n;t,2%(n;t)) can be decomposed into a HF-martingale
M*(n) and a previsible compensator A*(n) w.r.t. u*(n;-) which are given by

ME) = 0, Zia @) + [ [ s,2) = o s Za ()] a5, 2)

(0,t]x X

dipk 17>
Ak :/ ——(n; 8, Zj— k28 k(s s) — OF (s s, Zg dF*.
£ (1) 0 AF® (15 8, Z—1(m)) + 1 ey [m (73 8) = " (1 5, 2, 1(77))} s

Proof. We use corollary on the process o*(wr_1;t) and the natural filtration of
T*(wp_1;t) which is {wr_1 = n} N FF. O

This yields the following interesting result for the process v:
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Corollary 2.9. The process v(t) = @(t,z(t)) can be decomposed as follows:

[o¢]
o) = Mbay + 3 [Mli_g,_ s, (@r-1) = MET (@p1)] 11,
k=2

k-1
t/\T1 Z[ (t—Th—1) /\Sk(wk 1) — Askil(wkfl)] 17, <t

Proof. We use the representation from lemma and the decomposition from corollary

2.8 O

We take this oppurtunity to verify our result with [Davis, 1976], theorem 2. Davis notes
here, that any local martingale w.r.t. F; is a stochastic integral of a piecewise defined
function g € L (p) against the basic martingale process ¢. In combination with the
choice of ¢ from theorem [2.6] our semi-martingale representation in corollary [2.9] states
that

o(t, z(t)) Mt/\Tl +Z[ (t—T_1) /\Tk(wk 1) — Ml;;,ll (Wk—2)] 17, <t

Now let g € L (p) with

gt(t, 2), for t < Ty (w),
g(w,t,2) == ¢ gF(wp_1:t,2), fort € (Tp_1(w), Tp(w)], (2.3.1)
0, for t > To(w).

From Davis’ result we deduce the existence of g for the process (v(t))ten. The following
choice connects both results:

Corollary 2.10. For ¢ defined as in theorem we set fort e RY 2z € X and w € Q:

g9'(t,2) == ' (t,2) — ' (t, 20)
g (wr—13t, 2) = PP (wpm1(W)i t — Tem1 (), 2) — @M (w1 (w); t — Thm1(w); Zp—1(w)),

and define g : 2 x RT x X — R as in (2.3.1). Then it holds that
ot)= [ gls2)dals,2).
(0,t]x X

Proof. We prove the equation by induction over the single-jump sections of the process.
Let t e RT, 2 € X. For w € {t € (0,T1]} we have

g(w, t, Z) = gl(ta Z)
= 901 (t’ Z) - 901 (t7 ZO)

1
:bler/ b (y)dut (s, y) +rt ).
(2) 1_Ft1<(0’t]xx (y)dp (s,y)
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By definition of dq(s, z)-integration we have

/ 9(s, 2)dq(s, 2)(w)
(0,t]x X

_ / o5, 2)dp(s, 2)(w) — / 9(s, 2)di(s, ) (w)
(0, x X (0,8]x X

=0 (1) @) = [ 062 ' :2),

The definition of ¢! thus yields

65

(2.3.2)

1
9 (T (w), Z1(w)) = b (Z1(w)) + ——7— / bl (2)dp' (s, 2) + 7! | (2.3.3)
1= FTI(W) (0,71 (w)]x X
and
/ g' (s, 2) 1 di (s, 2)
(0,]x X "1-FL )
_/ b(z) + — / b (y)dp (u, y) + L s s)
. L= Fi \Josxx : 1 FL
N b'(z dp* (u,y
/(O,t]xX ( )1 _Fsl_ ( )
+/ ey bt (y)dut (u, y) ' (s, 2)
Oaxx 1= Fo 1= Fo Jooagex ’ ’
1 1
177
+/(0,t]><Xr 1—-Fl1— Fsl_du (s,2)
(i)ll/ bl(z)dul(s,z) 1l < 1 . 1) .
l—Ft (0,¢]x X 1_Ft

where we’ve used

(a) We can compute the second integral with the help of Fubini’s theorem:

1 1
1_Fl b d lua d 13,2
/(Ot}xxl Fl'1-FL /Os]XX (y)dp (u, y)dp (s, z)

1 1 / 1 1 1
= b (y)dp (u,y)dF;
/(Ot}l—Fll—F1 (0,5]x X (w)dps(u-9)

1 1
= b (y / ——dF, dut(u,y
/(O,t}XX ()<[ut]1 Fl1-FL ) w ()

_ 1 1 B 1 .
- /(o,t}xx "W <1 -F' 1-FL dp (u,y)
1

= b(2)dut(s, 2 —/ bl(z dpt(s, z
1-F} /(o,t]xX (2)dy' (5. 2) (0,5]x X ( )1—Flf (5:2)
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and the third integral with

1 1 1 1
1 1 1 Fl
r—————dp (s,z) =7 / 1_Fl1_Fl d
/(O,t]xX 1- 151 1-1 slf (0,4]x X 1- 51 1- 317 °

Inserting (2.3.3]) und (2.3.4) into (2.3.2)) yields

/ o(s, 2)dg(s, =)
(0,t]x X

1
= |V (Z) + 5 — (/ b (z)du (s, 2) + r1> Ir<t
TP (w) \YOT1(w)]xX
_1/ bl(z)dul(s Z)—|—’l“1< 1 _1>
1= F}! Jogxx 7 1-F
more precisely for t = T7:
/ g(s,2)dq(s, z) = b' (Z1) + 1! (2.3.5)
(0,T1]x X
and for t < T7:
1 1
g(w,s,2)dq(s,2)(w) = ———=¢ b(2)dpt(s, 2 +r1( _1>,
/(07t}xX ( (s, 2)(w) 1-F (0, xX (2)diu’(s, 2) 1-F}

(2.3.6)
We also note that for ¢t = T}

v(t) = v(0) = v(T1) = v(0) = (11, 2(T1)) = ¢(0,2(0))
- (pl(Tl, Zl) - 901(07 ZO)
= bl(Zl) + 7‘1
and for ¢t < T} we have that z(t) = 2o, hence

v@ﬁ@z¢%ww¢®J@=Lz?<4md9@WM@@+“>+“

which proves the assertion for n = 1.
Now assume that the assertion holds for some n € N. Take w € {t € (T, Ty,+1]}. Then
by definition of g:

g(t, z)
:gn—i-l(

:‘PnJrl(wn; t, Z) - ‘PnJrl(wn; t, Zn)

1
/ D (s )™ (s s y) + 7 () | -
0,t—Th]x X

Wity 2)

=" (wp; 2) + ————
(i 2) 1_Ftn+1(wn)
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Now by definition of dq(s, z)-integration we have

/ o(s, 2)dq(s, 2)
(0,t]x X

:Z/ gk(wk_l;s,z)dq(s,z)+/ g H(wns s, 2)dq(s, 2).
1 Y (Tk—1,Tk]x X (T ] XX

For each k € {1,...,n} we now by the induction assumption that:
k . _ 1k . k
/ o (wr1: 5. 2)dg(s, 2) = V(w13 Ze) + (i)
(Tk 1,Tk]><X

thus the first n integrals reduce under the 'glue-condition’ (2.2.9)) to

n

Zl /Tk LTk x X 9" (w135, 2)dg(s, 2) = Z [bk(wkfl; Zy) + rk(wkfl)}

k=1
= Z [ S wr) + (Wk—l)}
= fr""'l(wn) + 7t (2.3.7)

For the last integral we note:
/ 9" (wn; s, 2)dq(s, 2)
(Tnst]x X
=/ 9" (wn; s, 2)dp(s, 2) —/ 9" (wn; s, 2)dp(s, 2)
(T t]x X (Tn t]x X

where

/ " (wns 5, 2)dp(s, 2)
(Tn t]x X

+1 .
" (wns Togts Znw) 1, <

n—i—l(

=g
= [bn—H (wn; Zn+1)

Wn3 Snt1, Zn+1) - SOn—H(wn; Snt1, Zn)] ILTn+1§t

o U
- " (wns y)dp" (wns u,y) + 7" wn) | |1, <
Fn+1 ( n) ( (04—T]x X ( ) ( ) ( ) } +1<t

Tpin
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and (under omission of wy,-dependencies for better readability)

/ " (5, 2)d(s, )
(Tn t]x X

1
. n+1 n+1 n+1
= %) $,2) — @ 8, Zn)| g Al S, 2
Lo 710602 = 0] ™)

1
/(O,t—Tn]xX [ ( 1— Frtt
% bn+1 y dun—f—l u,y —|—’I"n+1 7dlun+l s,z
(/(O’S]XX )™ )+ 17 ) | d (5.2

1
= b (2) ———dp" T (s, 2
/(O,t—Tn]xX ( )1—F§fl p (s 2)

1 1
+ / / 0" (y)dp (u, y) dp" (s, 2)
(0,t—Tn]x X J(0,8]x X 1— Fptty — prtt
1 1
R s
(0,t—Tp]x X 1—Ftt— prtt

w1 / n+1 n+1 n+l < 1 >
= b 2)du $,2)+r — =1
1 _ Ftn+1 (O,thn]XX ( ) ( ) 1 _ Ftn+1

where we’ve used in particular:

(b) Both - the second and the third - integral can again be computed as before in (a)
with the help of Fubini’s theorem.

We combine the above p- and p-integrals again to yield
[ s (s,
(T t]x X

= {bn+1 (wn; Zn+1)

1
T () </(OT o " (wn; y)dp™ T (wns u, y) + 7""“(%)) ]Imﬂgt
Tpy1 \ 7M1 7 Int1]X
1

- bn-i-l(z du"“(wm S,Z) 4 rn-i—l(wn) + rn-i—l(wn).
1 — F" Y wy) </(O,t—Tn]><X )

In particular for ¢t = T, 41:

/(T ] X9"+1(wn; s,2)dq(s, 2) = 0" (wn, Znga) + 7"
] X

= " Nwpit — Ty Zpyr) + 1" (2.3.8)
and for t € (T}, Ty11):
/ g"“(wm s, 2)dq(s, z) (2.3.9)
(T t]x X
ol
- V) dp (w8, 2) + " wn) | 4 7 (wn
T ( I i) 0 ) | 07 )

:¢n+1(wn§ t—Th, Zn) + T,n+1(wn)' (2'3.10)
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Together with (2.3.7) and the results in (2.3.8) and (2.3.9) we conclude:

/ g5, 2)dq(s, 2) = —r" () + 11 + / " (wns 5, 2)dq(s, 2)
(0,t]xX (T ) x X

= —Tn+1(wn)()0n+1 (W'rﬁ t— Tna x(t)) + rn‘f‘l (wn) o (p(o’ ZO)
= U(t) — U(O).



Chapter 3

Application example

As a complement to the first two chapters we now discuss an application that has not
yet been covered by the examples during the first 2 chapters. We want to investigate
the branching random walk, i.e. a process that describes an ensemble of particles that
at random times 77,75, ... either branch into 2 particles or die. The 2 possibly born
particles may choose randomly and independent of each other a location in Z and are
able to branch themselves in the future. The notational framework of the previous
chapters combined with the construction of a multi-jump process from single-jump
sections allow us to describe a branching process with very flexible assumptions on
branching times, -mechanisms and birth distributions. Some examples will be provided
where the particles are independent and non interacting, as well as an example of a
generalization to path dependent particle systems.

3.1 Single-branch random walk

3.1.1 Definitions

The individuals of our branching random walk may take values in Z, i.e. a particle may
reside at 0 and then either randomly branches (or reproduces) into two new particles,
each at a random location ’around’ zero (i.e. in our case {—1,1}) or the particle dies
and leaves no descendents behind. Take € := Unen Z" the set of all vectors of integer
valued coordinates, and let any vector y = (y1, ..., yn) describe a population where n
individuals are alive and at the locations ¥1,...,y,. We want to describe the branching
process as a measure valued process, i.e. let us describe the associated discrete measure
w.r.t. a particle distribution (y1,...,y,) as:

n
§=> 0y
i=1

The set of measures of this form may be denoted by X :={>""" | 6,, : n € N,y1,...,yn €
Z}. We choose the Prochorow metric dp to define a topology on X (Note that (Z, |- |)
is trivially separable and thus (X, dp) is separable. Hence the topology is equivalent
to the weak topology). Take S := B(X) to be the Borel-o-algebra w.r.t. this topology.
(X,S) is thus a Blackwell space, since (X,S) is separable.
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Next we combine the set X with a time-frame. Set
Q:=R" x X,A:=BR")*S.

Our branching random walk will take its values in X whereas the time of value-changes
(i.e. the jump time or branch time) will take its values in RT. A member w € Q thus
looks like:

w = (t,2)

where z is a linear combination of Dirac-measures on Z and t is a nonnegative time. Let
Z:Q— Xand T :Q — RT be the coordinate mappings s.t. w = (T'(w), Z(w)). Fix an
initial value zp € X (where we explore zy = Jy as a simple example and zp = >, andy,
as a more general case below). We define the single-branch random walk at time ¢ as

2(t,w) = 20, t < T(w)
T Z(w), T(w) <t

Thus the process remains on its initial measure zg until the random time T happens
and the process changes its value to the random measure Z.

The natural filtration of the above process will be denoted by F? := o{z(s) : s € [0,]}.
Note that for any ¢ € R this o-algebra is not yet complete. We want to exclude cases
of invisible branches and jumps at time zero and thus augment the filtration with the
respective events of measure zero in a few lines. We define a probability measure on
(€2, A) by the definition

P((Z,T) €v) = p(v)

where p is a probability measure (the joint distribution of 7' and Z) and v € A.
Additionally pu may have the property u({z0} x RT) = pu(X x {0}) = 0. Let F; :=
P((Z,T) € X x [0,t]) denote the marginal distribution function of 7T

Denote by N the set of all P-nullsets and augment the natural filtration with these
sets:

.Ft = U(.Ft,./\/o).

Now let us take a function ¢ : X — R. We denote the space of locally integrable
functions by

Lhoi) = {: X > R /(0 N 2) < 00 v < .

3.1.2 Martingales of the Single-branch random walk

While the single-branch case might seem uninteresting it yields the key to a general
multi-branch random walk. The initial measure zy can be chosen arbitrary in X, in
particular it can be chosen to be the measure one ends up with after another single-
branch process has branched, which will be the approach for our generalization to
multi-branch processes. But before we start constructing a multi-branch random walk,
we first assert the results from the previous chapters to this particular single-jump
process.

Let ¢ : RT x X — R be a measurable function. For t € RT define v(t) = ¢(¢,z(t)). The
process v = (v(t));er+ is adapted to the filtration (F;),cp+ as long as ¢ is measurable,
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but can we pose additional conditions on ¢ s.t. v is even a Fi-martingale? The answer
is given in theorem but the application to the branching process is in itself an
interesting topic.

We can choose an arbitrary function b € Llloc(u) and construct a martingale with respect
to the augmented natural filtration of the branching random walk by setting

¢aww:b@xr—@a—6myfﬂ(A;VXM@¢WM@+T).

The Dirac-measure &, : X — {0,1} for some distribition zp = S% 5, € X is to be

read as
H/ 7 Y=z
0, y# 2.
Let u be a measure on a measurable space (£2,.4). For any p-integrable function

f:Q — R we write
>—Aﬂ@@@)

Note that all assumptions on branching time and distribution of descendents are located
in u (and F'). We will explore some combinations of these assumptions now.

One initial particle Let zy = Jp, i.e. we assume that the initial distribution is
just one particle. The situation after the first branching-time is given by the possible
populations (and their measure-valued description) {0, z1, ...}, where z; € X. So far
we can assert that the state space is discrete. Given any time ¢t € R™ the situation the
single-branch random walk is currently in can be described by the following sets:

(T>){T<t,Z=0},{T<t,Z=z)},...

Noting that these sets are pairwise disjoint we can decompose the integral w.r.t. p in
the following series:

/ b(z)du(u, 2) :/ b(0)dp(u, 2 +Z/ b(z1)du(u, z).
(0,t]x X (0,t]x{0} (0,t]x{z1}

We now assume further, that the particle either dies or splits in two. Then the set of
possible populations is given by

{0VU{z€ X :2=20, +06,,v1,y2 € Z} = {0} u X
The above integral becomes
/ b(z)du(u, z) :/ b(0)du(u, 2) Z / v)du(u, z).
(0,t]x X (0,t]x{0} vex2l Ot]><u

Another assumption on the possible locations of birth might be, that y1,y2 € {—1, 1},
i.e. that the particle branches either up or down of its current location. Under these
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circumstances the set of possible populations after the reproductions time is given
explicitly by:
{07 25717 5*1 + 617 261}

and thus the situation at time ¢ can be described by the following partition:
{(T>3{T<t,Z=0}{T<t,Z=201},{T<t,Z=6_1+0n},{T <t,T =20}

The probability measure p can be uniquely described by the values on each of these
generating sets at any time and we can now decompose the integral in our martingale
paradigm as follows:

/ b(z)dp(u, z) = / b(z)du(u, z) (3.1.1)
(0,4xX (0,¢]x{0}

+ / b(z)dp(u, z)
(0,4]x{26_1}
+ / b(z)dp(u, z)
(0,8]x{6-1+61}

+ / b(z)dp(u, z)
(0,t]x {281}

Each of these integrals can be computed, given the explicit description of the measure
73

We assume now that the branching mechanism is independent of the branching time
and thus are able to describe them even more precisely because

p((0,t] x {z}) = u((0,1] x X)u(R™ x {z}).

For example one of the above integrals is then computed as
/ b()du(u, ) = [ b(0)dE, - B(Z = 0).
(0,t]x{0} (0,¢]

The marginal distributions of reproduction and branching time now play a major role
in the construction of martingales. More assumptions on the branching probability
and/or the locations of the descendants target the marginal distribution of Z. For
example we might assume that the particle has a certain probability of branching
denoted by r € (0,1). Then the probability of dying is given by 1 —r. Further we may
assume that in the event of branching the two descendents choose their place of birth
independently of each other from {—1,1} and let us denote the probability of choosing
1 as birthplace with u € (0,1). Then the marginal distribution of Z is given by the
following characterizing values:

P(Z =0)
P(Z = 25_1)
P(Z = 261)
P(Z=6_14+6)

(1 - U)2

(1 —u)+7r(l —u)u = 2ru(l — u).
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The integral in (3.1.1)) then becomes:

/ b()dp(un, 2) = (1~ ) [(1 — 1)b(0)
(0,t]x X

+ (1 —u)?b(26_1)
+ ru?b(20)
+ 2ru(l — w)b(d_1 + 01)Big].

So far we’ve tried to illuminate the impact of assumptions on the result from chapter
1. Next we turn to further explore the applications by explicit models:

Example 3.1. Take a single-branch random walk that starts with one individual at
location 0. Assume that T and Z are independent. Let T ~ Exp(\) and P(Z = 0) =
T =P(Z=061+61|Z #0) and P(Z = 26|Z # 0) = 1 = P(Z = §_4|Z # 0). Now
choose b(v) = (1,v) = >, ,v(n) and r =0. Then

=Y Z(w)(n)lr< — Lrsyexp(Xt) [/(O,t]xX (% V(”)) dp(u,v) + 7| .

neZ

is a martingale w.r.t Fy. The sum ) ., v(n) can be evaluated at the finite values of Z
that have a positive probability, i.e. {Z = 0},{Z =61+ 0_1},{Z = 26:},{Z =26_1}.
Thus we end up with

D (61 +6-1)(n) = (261)(n) = Y (26-1)(n) =2

nel nez nel

and the trivial ), ., 0(n) = 0.
Further we can represent the first term of the process v(t) as

b((t,w)r<i(w) = Y Z(w)(n)lr<i(w) = 2Lz 40)n(T<t)-
ne”L

The second term of v(t) is given by

exp(At) [/(o,t]xx b(z)d,u(u,z)] = exp(At) [2 /(O,t] 2dF,P(Z #0)

= gexp(/\t) [1 — exp(—At)]
= exp(At) — 1.

For the above martingale this yields:

’U(t) = 2]1T§t,27é0 - ]1T>1(6Xp(>\t) — 1) (312)

The first term is a process that counts the members of the population at time t, given
that the process branched already. The second term states the compensator for this
event.
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Example 3.2. Under the assumption that the behaviour of the particles descendents
depend in some way on the time of reproduction, the model is less explicit:

1
v(t) =b(z()lr<t — Lrst—F / b(2)du(u, 2) +r (3.1.3)
I—F \ Jo,gxx
1s a local martingale w.r.t. F;. Take for example b € Lloc( ) defined by

b(0) =
b(26-1) =
b(0_1 +01) =
b(261) =

The measurable space RY x X decomposes into 5 disjoint subsets:
Rt x X =RT x {0}JUR" x {26 1} URT x {6_1 + 61} URT x {26;} URT x \/

where N' = X\{0,20_1,0_1+01,21} is a pu-nullset. Denote by us(z) =P(Z = 2|T = s)
the conditional distribution of Z given the value of T. The above martingale then
becomes:

v(t) =b(2)1r<t — ]1T>t1 _1Ft (/(0 . [1s(201) — p1s(20-1)]dFs + r) .

As the single-branch random walk is only of very limited use and most of the interesting
features of such a process appear in the multi-branch case, we take the opportunity to
analyze the features and information involved in a single-branch. If we would know the
location of our first ancestor, we are able to deduce a martingale w.r.t. to this single
ancestors lifetime. The time of branching (the life-time) and the behavior at it’s death
are directly depending on this information (and not on any other individuals life). Thus
we can very locally compensate for each of these ancestor-dependent information.

A set of initial particles: Were we to analyze a single-branch process for a set of
ancestors, one problem would be to choose, which ancestor is randomly the first to
branch. As an illustrating example we think of two particles at two arbitrary positions
Y1, Y2 € Z. Each of these particles may branch independent of the other particle, and let
us assume that each particle has its own lifetime 7, T2 with marginal distributions
Ft(l) and Ft(2) respectively. The time of the first branch is given by T := min(T(l), T(z))
and its distribution is given by

P(T<t)=1-(1-F"1-F?).

Now there is one difficulty that could arise in this simple example. Let us assume
that the two particles start in the same location, say 0. After the first branching the
population is described by one of the following measures:

{60,20_1 + 60, 0-1 + do + 01,00 + 261 }



3.1. SINGLE-BRANCH RANDOM WALK 76

and the probability of each of these populations is composed of two different situations:
either the particle y; branches first, or the other particle yo branches first. As a result
the population after the branching consists of descendents of either particle y; or of
particle yo, but the respective other not-yet-branched particle lives on. In the single-
branch random walk case this is no problem at all. We can compute the transition
probabilities for each possible population post-branch and hence describe the probabil-
ity measure p same as before on each of the different populations. But keep in mind
that we want to generalize the model to multi-branch random walks. And our strat-
egy to fuze single-branch random walks together relies on information about the initial
populations at each intermediate branching-time. In the situation described above we
could not tell from the population after the first branching, which of the particles y1, yo
reproduced and thus cannot describe the distribution of the particles lifetimes. There
are two ways to overcome this obstacle, one of which involves using more information
to describe the processes history (for example the age of each particle), the other is to
impose that each particle has the same exponential lifetime (thus a constant branching
rate).

Let us assume that for 2 < K € N the initial measure zy = Zle an0d,, where a, €
N and z, € Z for all n € {1,...,K}. The total initial population size is given by
N = 25:1 an. Now the probability involved in branching is also a question of who is
branching. To get the idea for the distributional assumptions we think of the process
right before and right after the branching:

-0y, if a particle at [ died
Oi4ry + 0z4rp — 05, if & particle at [ branched, ri,ry € {—1,1}.

x(T)—x(T—) = {

Let us denote X as the set of all possible populations after the first branch. Choose
be L _(p), then we get that for T ~ Exp()\)

loc

1
xp(—ANT) [/((mxx b(2)du(u,z) +r

is a local F;-martingale. We further decompose the integral:

/(O,t}xX b(Z)d'u(u’z) - /(O,t} /X b(z)dﬂu(z)dFu

zeX

’U(t) = b(Z)]ngt — ]1T>t

We have N particles, each with an exponential branching rate. Thus the branching time
occurs at T = min{SM, ..., SN} where S@ are i.i.d. Exp(\) random variables. Then
a random particle location is chosen from the initial particle distribution {z1,...,2x}
where each particle is equally likely to branch (under the i.i.d. assumptions of their
lifetimes). The probability to choose a particle in the location [ € Z is given by
%. Eventually the type of branching is decided randomly, so either the particle dies
(probability 1 — 7) or branches (probability r), and if so how the descendents choose
their locations of birth, where u denotes the probability that a born particle is located

at [ + 1.
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Each of these random events is assumed to be independent from the others and then
the probability measure p is characterized as follows:

) = (1= exp(=ANt)) S
P(2(t) = 29 — 62, + 26, 1) = (1 — exp(—/\Nt))%r(l — u)?
P(2(t) = 20 — 8z + 61 + 65,1) = (1 — exp(—)\Nt))%Zru(l — )
P(x(t) = 2 — 0,) = (1 — exp(—)\Nt))%(l —7)
P(x(t) = 2) = exp(—ANt)

Hence the sum in (3.1.4)) becomes

> bma(z) = [bzo— d) H(1 = 7)

(3.1.5)

zeX lEZ
al 2
+b(z0 — 0 +201-1) (1 —u)
a
+b(z0 — 0 + 25l+1)Nlru2
2a;
+b(z0 — O + 61 + 6Z+I)WTU(1 —u)|.

Remark 3.3. (i) In the above discussion the values N and a; are defined beforehand,

but they can also be computed from the initial population by

N =(1,20), a;=(dg};20)-

(ii) While the i.i.d. assumptions on the particles lifetimes is explored here for Exp(\)
distributions, the result also holds true for other lifetime distributions with non-
constant rates. But as mentioned before the constant branching rate is mandatory
for the description of multi-branch random walks in this simple setting.

Example 3.4. Letr = § =u=1—u and let 20 = 6_1 + 6. Take b(v) := (1,v). Then

7
b(z)du(u, z
1—-F (O,t}xX() (w.2)

U(t) = <1, Z>]1T§t — ]1T>t

18 a local F; martingale, where

1 3 3 6

=2(1- e_)‘zt)

and

(1, Z2)Ur<t = Virey z—5_yuir<t,z=61) + 3Mqr<t, 245 1)u{T<t, 2451}
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3.2 Multi-branch

Now we consider the general multi-branch case. We follow the same reasoning as
in chapter 2, i.e. we glue together instances of single-branch processes to construct
a general branching process. The correlation of the different branching processes is
preserved and described by the conditional distributions. The necessity of a constant
branching rate is due to the fact that we use the single-branch processes from section 3.1
with initial distributions zp = 25:1 ands, (see section 3.1). We collect some notation
first and define the conditional probability measures accordingly.

Throughout this section we assume that the particles branch independent of each other,
i.e. the branching times of the particles are independent of each other and that the
branching mechanisms of the particles are independent of each other. Also we assume
that the branching mechanism of any particle is independent of the branching time. As
in chapter 2 we take copies (Y;,),) of the template space (Y,)) from section 3.1 and

define
Q.= HY”’ FO :za(H)}n).

neN neN

The process is given by

20, t<Ty (w)
z(t)(w) = 4§ Z(w), t € [T(w), Th, (w))
Zoos t < Too(w).
And the probability measure is characterized by the set of conditional measures s.t.
Vk=2,3,... and I' € Q
P((Th, Z1) € T) = p'(T)
P((Tk, Zx) € Tln) = 1" (n; 1),

where the functions p!' and p* satisfy the same conditions as in section 2.1.

We construct the multi-branch random walk by the same strategy as in chapter 2. To
that end set

Lt)(w) = {ZO’ PTGy ) = {Zk—ﬂw), t< T

g Zl(w), Tl(w) S t, Zk(w), Tk(w) S t.

We call these processes single-branch sections of the multi-branch process. They are
adapted to the filtrations H” that are defined as
%ISC = ‘FU;“

where Usk = (Tk—l + 8) N Tg.
The multi-branch random walk is then constructed by the following composition:

() (w), t<Ti(w)

2(t)(w) = { " ()(w), t € [Th-1(w), Tr(w)), (3.2.1)
Zoo, t > To(w).
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Note that for the right choice of ¢* : Q,_; x Rt x X — R the process % :=
((,ok(wk,l;t,iv’l“(z‘/)))teRJr is a local H*-martingale, due to corollary E Thus we can
compose another process

!t 2(1) (W), t <Ti(w)
V() (@) = ot 2(0) (W) = { HFwp 13t — Th 1, 3(), t€ T 1 (@), Th(w)) (3.2.2)
R0 t Z Too(w)

By theorem this process is a local F;-martingale for the right choice of !, ©?, . ...

Let r denote the probability of a particle to reproduce, u denote the probability with
which a particle is born one unit above the parent particle and pf = pf(wk_l) denotes
the probability that a particle at positions [ € Z is the particle which performs the k-th
branching action. Under the above assumptions and for zg = dp and forv € Qp_1,n € Z
the transition probabilities for the process are as follows:

]P)(Tl <t, Z1 = 251) =
P(z(t) =26_1) =

( (=At))
( (—=At))
P(Ty <t,Z1 =0_1+401) = (1 —exp(—At))ru(l — u)
P(Ty <t,7Z1 =0) = (1 —exp(—=At))(1 — )
P(Ty < t,Z) = Zj—1 (V) — n + 20041|v) = (1 — exp(—=Xt))pF (v)ru?
P(Ty < t, 2k = Zp—1(v) — 6n + 2651|v) = (1 — exp(=At))ph (v)r(1 — u)?
P(Ty <t, Zk = Zp—1(v) — 6 + 6n1 + Snpa|v) = (1 — exp(=At))p (v)ru(l — u)
P(Ty < t, Zy = Z-1(v) = Snlv) = (1 — exp(=At))pj(v)(1 = 7)

Remark 3.5. These are the transition probabilities under the assumption that each
branching is independent of the previous branching. But in the slightly more general
case where each branching might depend on the previous branches one can adjust the
probabilites for branching to r = r(wk_1) and/or u = u(wk_1). For example the repro-
duction probability might depend on the current population size, the previous branching
method, or even the positions of the current population.

Now let ¢ € [Ty_1,T%). Then the process x is about to branch the k-th time and thus
the current path of v will be described by:

1

X (/ ¥ (wp—1; 2)dp® (we—13u, 2) + Tk(wkﬁ)
(0,t]x X

for some b*(wg_1;-) € LL (u) and 7¥(wg—1) = ¢(Tk—1, Zk—1). The interesting part here
is again the integral. Since we assumed that each particle in our population obeys
the same behavior as the original ancestor, we can decompose the integral same as in

" (wro1;t = Tho1, 2(t) = b (w15 2(0) Lrcy — Trsy
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(3.1.4) and (3.1.5) for every w € Q:
L P2 2
(0,t]x X

/Ot]/ ¥ (wi—1(w); 2)dpk (wp—1(w); 2)dFY (wp—1(w))
:/(Ot] Z b (wp—1(w); 2) k(w1 (w); 2)d X (wj—1 (w)

" zexk

where X is the set of all possible populations after the first k jumps and p* (wy_1(w);-)
denotes the conditional distribution of Z; given T, = v and wp_1. The sum can be
decomposed further as:

S bt (w1 (@) 2)p (w1 (@) 2)
zeXk

=Y [b’“(wk_l(w); Zy—1(w) = d)pf (1 =)

I1€Z
+ b (wp—1(w); Z—1 (W) — 0 + 261)pfr(1 — u)?
+ bk(wk_l(w); Zp—1(w) — 0 + 251+1)pf7“u2
+ 0P (w1 (w); Zr1(w) — 8y + 011 + Spp1 )P ru(l — u)|.

The outer integral describes the probability that any particle branches before ¢t — Ty
after the last branching event and thus is given by

Ff gy (Wi-1(w) = [1 = exp (=ML, Zg—1 (W) (t = Ti—1))] -

3.3 Semimartingale representation

In this section we will determine the semimartingale representation of certain functions
of the branching random walk. This is a direct application of corollary 2.9 In our
framework the process takes its values in the space of weighted Dirac-measures, i.e. the
random variable Zj is a random distribution of the population and 7}, is the random
branching time that leads to the population described by Zi. Throughout this section
we assume that To, = 0o P-a.s.; under the assumptions from section 3.1 - namely binary
branching or dying at each branching time and only two birthplaces for descendents of a
branching particle to choose from - the values of Z;, are finite for all k¥ € N and thus the
possible values of any function ¢ : R™ x X — R of the process with ¢(t,z(t)) are finite
for each fixed t € RT if T, = oo. Further we assumed before that each particle has an
exponential lifetime and thus a continuously differentiable distribution function. Now
let ¢ satisfy condition (C) (see definition [1.13). The results from chapter 2, corollary
2.9 imply that the semimartingale representation is then given by:

oo
et a(t) = M, + 3 [ Mg, yns, (@r1) = MET, (@r-1)| 1 <o
k=2

k—1
t/\Tl Z{ (t—Ty_1) /\Sk(wk 1) Ask_l(wkfl)] L7, <t
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where each M* is a local H* martingale and A* are each previsible processes w.r.t. H¥.
In the last section we constructed a function ¢ by combining functions ¢* that apply
to the random intervals [Ty_1,T}]. But the discussion about (¢, z(t)) has also shown,
that any function ¢ of the process x can always be represented as a combination of
such functions ¢*:

(p(t, x(t)) = Z Sok (ta x(t))ﬂTk—1<tSTk'
k=1

These functions ¢ are given by the respective semimartingale Mt""_Tki1 + Af—qu and
thus depend on the knowledge of the previous branching time T}_1. From corollary
we take the form of each of these terms for n € Q_1:

ME) = 0, Zia@) + [ [ s2) = s Zea ()] da(s,2)
(0,t]x X

k

dCP T, >s
Ak :/ Y (ns. T k= k(.. k. e d k(..
Hn = [ s Zea@) = 75 (M50 = s Zua )] di (s, 2

where m*(n; s) := E,k () [©%(n; Ti, Z1)|Tx, = s]. Under the assumption of exponential
branching times one might also write

04 dt
1s, >
+ o |5, 2) = 5, Zia ()| i G5, 2).
o xx 1 —Fg&
Example 3.6. 1. As an example we explore the process

v(t) == exp ((f, (1)),

where for a measure v and a measurable function f: X — R we denote (f,v) =
f(z)dy(z). Let x(t) be the symmetric branching random walk from example

4l Then v(t) = p(t,x(t)) where p(t,z) = exp ({f,z)) =: ¢(z), hence %gp =0.
Take w € {Tx—1 <t <Ty}. Then

v(t,w) = exp ((f,z(t,w)))
=exp ((f, Zr—1(w))) -

The semimartingale representation is given by
ME g (w) = exp ({f, Zr-1())) (3.3.1)

" / lexp (£, 2)) — exp ({f, Ze—r (@)])) dg’ (5. 2)
(0,e]xX

1
AzltiTk,l(w) = /(O,t/\Sk]XX W [p(2) — p(Zr-1(w))] dﬂk(wk—l(w); s, 2)
(3.3.2)



3.3. SEMIMARTINGALE REPRESENTATION 82

We further simplify (and omit w in favor of readability):
/ 1
(0,(t=Te-1)ASKIx X 1 — Fsk_

1
Lo oy T [ 1P s R i)
(=T 1)ASE| + 7 5=

[0(2) = o(Zp—1)] dppF (wi—13 5, 2)

-/ expOs(1, Ze 1) S [0(2) — @(Zy )] rE p dF (wy 15 s)
(0,(t—Tk,1)/\Sk] Lczk

=3 lp(2) = p(Zp-1)) rE /(WT )AS](A<1,Zk_1>)ds

z€Zk

=0 lp(2) = o(Ze-)] vk o [(t = Tioa) A Skl (ML, Ze—1))
2€Zk

where for k e Nyn € Q1 :

ZFYn) i={z € X|[Fm € &F 1.
2= Zk—1(n) + 0m € {0,26,m—1,0m—1 + m+1, 20m41}}

1s the set of possibly obtainable measures with the k-th branching, given the mea-
sure Zk,llﬂ and

ze X, keNneE Y 1:r¥mn) = uF(mRT x {2})

1s the respective transition probability to any measure z given measure Zy_1. In
our particular case (symmetric branching random walk) the possible outcomes of
the k-th branching event are finite. FEach particle of the current ensemble can
either die or split in 3 different patterns, thus |Z¥| < 4(1, Z,_1). The transition
probabilities v% are thus composed of the probability for choosing the specific par-
ticle that can lead to z, the probability for the right branching method (death or

split) and the respective choices of birthplace:

67”7Z — - _
<§1’szkll(£;)]g> 5 ifIme X n) 2= Zk1(n) + 6m =0,
rR(n) = Om:Zr_1(m)) 1 if Im € XN ) 1 2 — Zp_1(n) + O = 26m+1,

(1,21 (n)) 8"
OmZit ) L S € XE-1(n) : 2 — Zi 1 () + Om = Omt + Omt1.

(L,Ze—1(n))

Note further that (-,-) is bilinear and thus

exp((f, Z—1 — Om + V)) = exp((f, Zk—l)) exp(—(f, 5m>) exp((f, V>)

!Note that X*~1(n) := {m € Z : (6, Zr—1(n)) # 0}
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For the next term this helps a bit:

> lp(2) = 9(Zr-y)]rh

z€Zk
= 3 fexp((f, 2) — exp((f, Zi1))] vk
z€Zk
- <5maZ - (n))
w

(exp({f, Zr—1 — Om + 206,m-1)) — exp((f, Zk_1))) 8(1, Ze_1(n))

(Om, Z—1(n))
8(1, Zr—1(n))
{

(XD, Zims — b+ S+ Bir)) — exp({f, Zia))) o Dt ()]

(exp((f, Zk—1 — Om + 20m+1)) — exp((f, Zk—l)))

41, 211 ()
_1 7 <5ma Zk—l(n» . -1
e 2 3 Tz [(exp(=f(m)) ~ 1)
L exp(2f(m —1) — f(m) -1
4

4 SXP(2f(m+1) = f(m) 1)

4
L e (m = 1) = f(m) + flm+1) ~ 1
’ |

The final form of (3.3.2) is hence given by:

eXp(<f7 Zk*1>)

2
(6 Zi—1 (1)
x m; 7o) (=) = 1)

L exp(2f(m —1) — f(m)) ~1
4
L exp(2f(m+1) — f(m) 1)
4
L ep(f(m = 1) = f(m) + f(m+1)) -1
2

Af g =t = Tie1) A Skl (M1, Zi—1))

2. As another and last example we now look at the slightly adjusted process:

v(t) == exp(t(f,z(t)))

so that ¢(t,v) := exp(t(f,v)) for some t € RT and v € X. In this case the
derivative %cp(t v) = (fyv)e(t,v). For w € {Tr_1 < t < Ty} we can now
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determine the compensator again:

d
A g, = /( E2 (s, Zy)ds

17>
+/ 2 [0, 2) — @ (s, Zy—1(n))] dp* (s 5, 2)
(T f)xx 1= F

= / <f7 Zk’—1>90(8aZk’—l)d3+/ exp(As(l,Zk_Q)]lTkzs
(Tk—1.t] (Th—1,t]

([ tol2) = ol 2] dib(oneni2) ) ar* i)
X
Using the fact that dF*(wy_1;8) = M1, Zx_1) exp(—=As(1, Zy_1)) and that (s, z) =

(8, Zk—1)p(s,v) for somev € {20m_1,0m-1+0m1,20ms1} and somem € X+,
we can further simplify the second integral to:

/(Tk_hmm exp(As (L, Zg-1)) (/X (s, 2) — (s, Zi—1)] dps (wp—1; z)) dF"(wg—1; 5)

> (els,v) = 1)

v

rkds

N1, Zp 1) / (s, Z 1)
(The—1,tNTk]

where in this case the transition probabilities r¥(n) := P(Z), = Zy_1 + v|n) and

are given by the same values as in the previous example. We revert back to the
whole term for

k
At_Tk—l

z/ (fs Zk—1)p(8, Z—1)
(The—1,1]

+ M1, Zi_1) (s, Zi1) 11,55 [Z(g@(s,u) — 1)#;] ds

v

:/(T ) o(s, Zr_1) {(f, Zk—1) + (N, Z—1) 11 > [Z(g@(s,y) — 1)r,’f] }ds.

v

From this form one can easily deduce that only f = 0 can provide us with a
martingale, as the compensator does not vanish otherwise.



Chapter 4

Discussion

As a closing section we want to discuss the results of this work, their implications, some
possible generalizations, developments and open problems.

We started this journey with the idea to combine a rather intuitive strategy with a
classical result: a discrete time approximation of the time continuous Doob-Meyer de-
composition of a process adapted to the single-jump processes filtration to help with the
determination of martingales of said jump process. While the discrete version (theorem
of the process has been a straightforward application of Doob’s decomposition
theorem and some taylormade results and properties of conditional expectation (lemma
, the limiting procedure (theorem and corollary lead us to first technical
assumptions (conditions C and C’). After the limiting procedure has been dealt with,
we were left with an instructive result (theorem and corollary that shows how
to compute the time-continuous Doob-Meyer decomposition of any acceptable function
© of time and the value of the single-jump process at that time. This enabled us to
determine structural conditions a function would have to show to be able to transform
the process into a martingale w.r.t. to its natural filtration. Finally we highlighted the
connection to the result by [Davis, 1976] and moved on to the generalization of our
result to multi-jump processes by glueing together so called single-jump sections of the
process (theorem [2.6). The ominous ’glue-condition’ as well as another instructive re-
sult shows that processes of this certain form are in fact martingales of the multi-jump
process. Here assumed that the accumulation time T, = oco. In the final section of
chapter 2 we then went on to obtain a version of the Doob-Meyer decomposition for
multi-jump processes under the above assumptions (theorem . Chapter 3 finally
focuses on applying the results to a Branching random walk. We find ourselves con-
fronted with a paradigm for martingales, delivering a practical amount of parameters
to control different aspects of the process.

Now let us turn to the interesting avenues for further research. Although they were
not unrealistic for our purpose, one might be interested in more general/popular con-
ditions for the functions ¢ to still admit a consistent time continuous Doob-Meyer
decomposition. As we already stated the most general and simple proof of the time-
continuous Doob-Meyer decomposition can be found in [Beiglboeck et al., 2010]. The
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strategy there makes use of the uniform integrability that comes with the assumption
that the submartingale is of class D. While our result is convergent P-a.s., we can yield
an L'-convergent result under the assumption of uniform integrability of the discrete
approximations of M and A by Vitali’s theorem. Furthermore one can explore the con-
nection between conditions C’ and class D to locate our result in the classical literature.

The application in chapter 3 showed, that the results of the first two chapters could
be adapted to hold for branching processes. As a matter of fact we applied them to
branching random walks, which opened up some options for similar result on branching
Brownian motion. In analogy to the approximation of Brownian motion through ran-
dom walks one might try to approximate branching Brownian motion by rescaling the
time and space of branching random walks to yield similar results in the limit. Another
possibility is to combine the path-valued approach from Appendix A and the measure-
valued example from chapter 3. For this let 7" be a random jump time in R, Z be a
random number of descendents (integer-valued) and B; the path of Brownian motion
stopped at time ¢ € R (see [Levental et al., 2013| for notation). The single-branch
Brownian motion then would be defined as a process

. (w) o 5Bt(w), T(w) <t
T 2wy @) Tw) <t

This simple process is measure valued, but with measures on the path space D :=
D(R*,R). As long as the branching time 7' has not been overcome, the process is
the measure that follows the ’excavation’ of the Brownian motions path B;. Once
the branching time is hit, it is the constant measure Z(w)d Br() (@) and the symboli-
cally phrased ’excavation’ of the Brownian motions path has stopped. But now the
integer-valued random variable Z determines how many new particles may start at the
branching location B(T(w),w)). The program for this application can follow the strat-
egy of the first chapter to determine discrete Doob-decompositions of the single-branch
Brownian motion. Assuming the Brownian motion to be independent of the jump time
(T') and height (Z) and vice-versa should even be a straightforward application of the
results, as the products of independent processes can be viewed separately most of the
times. Generalizing the single-branch Brownian motion to the multi-branch case might
be achieved by a similar technique as we explored in chapter 2, by fuzing single-branch
instances.

Another interesting perspective is the representation of a martingale of the jump pro-
cess, as an integral w.r.t. the fundamental family of martingales. In light of the
factorization lemma or the related result for Brownian motion, this observation turns
our attention to the underlying dynamics of randomness. While fundamentally differ-
ent to Brownian motion, the jump processes still obey a general basic process that can
be described seperately and explains the behaviour of processes that are structurally
related to jump processes (e.g. branching random walks). An interesting topic might
be, how the combination of jump processes and Brownian motion can be factorized
into their respective fundamental processes. Applying the above strategy of discrete
approximations to branching Brownian motions may yield constructive results for de-
termining martingales of said processes.
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The application to branching random walks could also be generalized or adjusted: the
branching mechanism may allow an arbitrary number of descendents, the progeny may
distribute over R%, etc. But eventually incorporating multitype processes seems to be
the most interesting part to us, as it enables us to assume more dependencies between
for example reproduction and age.

Another generalization concerning the accumulation time T,, might be achieved in a
similar way as [Elliott, 1976] and [Elliott, 1977] generalize [Davis, 1976]. The con-
nection of [Gushchin, 2020] to the results of chapter 2 is suspected to hold in the
multi-jump case. An augmentation of |[Gushchin, 2020] to multi-jump processes could
draw intuition from our results.



Appendix A

Single Jump and path dependent

In chapter 1 we approached the single-jump process with a function (¢, x(t)) to form
a martingale. We ended up with a Markov process, since only the present state of the
process is inserted into the second argument of the function . While this is a first
successful step, we would like to generalize the methods with a different approach:

Let ¢ be a function of time and the whole path of the process until time t.

This enables us to use the notation for path-spaces and possibly incorporate non-
markovian features more easily in future research projects.

A.1 Definitions

The state space and random variables: We will keep the state space {2 and the
random variables S, Z,T as before, since our only change will affect the process zx.
Before x(t) was just the evaluation of the path at the time ¢. Now we want x; to hold
the values of z until time ¢ and constant afterwards. This is the notation from [Levental
et al., 2013|. Keep in mind, that this is still the single-jump case.

The path process: For any w € € the path of the process up to time t will be denoted
by

xt(wa ) = x(o.), )]]'[O,t]() + l’(w, t)]]-(t,oo)()
and is a member of the space of cdlg-paths D(R™, X). Since the above description is
rather long, we denote the relevant paths for z € X, v € RT:

2y = {201[0,u)(8) + 2Ly 00)(8) 1 5 € Rt} (A.1.1)

for the path that jumps to the value z € X at time u € R*. The path that never jumps
will be denoted by z(9. Le. for w €  we have

() 20), if t < T'(w),
T\wW) =
! Z(@) ), i T(w) <t.
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This notation is reminiscent of the first approach. In fact the evaluation of the path
for fixed t € RT at any time s € R would be:

) 20, if sAt <T(w)
zi(w, 8) = {Z(w), if T(w) < s At (A.12)

The message from this is, that x; is - for a fixed ¢ - a stopped process z(-). So by
increasing the time ¢ we push back the time at which we stop the process. If we let
t — oo the resulting path would be just the whole path of z(-) from the first approach.

On D := D(R*, X) x RT we take the distances d from [Levental et al., 2013] defined
by .

d((z,1), (y, 8)) := llz = yllo + |t — 5|
where ||z — y[|, := supp<i<oo [l2(t) — y(D)]-

Filtration and probability measure: Take & = o(x, : u € [0,t]), the natural
o-field of the path process (7);>0. We note that & = F_ since they both include the
history of z(u) up until the time ¢. This enables us to use the exact same o-field as in
the first approach: F;

Our path approach would start with functions - or, better: functionals

¢:RT" x DR', X) = R,
and we define a new stochastic process by

UVt 1= QO(t, xt)a

Following our strategy from before, we need a discrete version of the above process.
We define v := (v, )peqa,.. 2vy and Fyy := Fj, for an arbitrary set of times ) < --- <
tY e RT.

We also keep the probability measure P as defined in ([2.1.3]).

The discrete Version of the process is adapted to the filtration F;, from before, i.e. a
Doob-Meyer-decomposition is imminent. Let us prepare:

Lemma A.1.

1

]E[vtk|ftk,1] = ‘P(tk’xtk,l) + ]1T>tk,1ﬁ /{T . }[sa(tkaxtk) - Qﬁ(tk, Z(O))]d]P)
k >te—1

Proof. We seperate 2 into the two exclusive sets {T" < t;_1} and {T" > t;_1} and get:

E[vtk’ftk—l] = E[Utk]lTStk—1 "'Ftk—l] + E[Utk]lT>tk—1|ftk—1]

) !
= o 1 1 Y TR dr
vy lr<gy + Lrsey, P(T > tx_1) /{T>tk1} oo

©) 7>t / 0) /
= v, 1 Lt v, dP + o(ty, z 1 dP
b Tgtk ! ]P)(T > tk—l) { {tk,1<T§tk} e SD( F k ) T>tk

5 1
®) S PO / [V, — o(t, zéo))]dP + o(tk, Z;go))
L= Fi y Jit_ <1<t}

where we used in particular:
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(1) On the set {T" < ty_1} v, is F,_,-measurable, since we only take paths that
jumped prior to tx_1 (i.e. they remain constant afterwards). In fact we have
Utk]lTStk—l = @(tkv xtk)]lTStk—1 = (p(tka xtkfl)]lTStk—l'

Therefore we can move v, I7<4, , out of the conditional expectation. For the
second part of the sum we used, that {T" > t;_1} is an atom of

Fio s =0 ({2(s)lr<y, , 15 < i1}, {T > ti_1},N0) -
The conditional expectation is then calculated with Lemma [1.6]

(2) Further seperate into {T' < t;} and {T" > t;} and use v, Lrs¢, = @(tx, z,go))lT>tk
as well as {T' > tp} N {T > tp_1} = {T > ti} to get

/Utk]lT>tk1d]P: /Utk]ltk1<T§tde+/@(tk,zl(go))]lT»de

(3) Write
(p(tk) Z](gO)) / ]]-T>tkd]P) = Qﬁ(tk, Z]E;O))(l - Ftk-,1 + Ftk,1 - Ftk)

and sort with respect to the fraction #
k—1

A.2 Doob-Meyer-decomposition

Due to our last lemma, we only need to piece together the different parts of the Doob-
Meyer-decomposition.

Corollary A.2. The Doob-Meyer-decomposition of the discrete time process (vy,) con-
sists of (M{ )ken and (A )xen which are given by

0
MtZZ - Mt];j,l = [p(tr, ze,) — (i, Z;(f ))]]ltk_1<T§tk

1 0
- ]1T>tk_1ﬁ /(@(tk; mm) - (P(tlm Zi(g )))]ltk_1<T§tde
E—1

AIJSZ - Ai\;i,l = [QO(tk, l‘tkfl) - @(tk—l’ xtkfl)]

1 0
+ 1T>tk,1ﬁ /[@(tk,xtk) — o(tr, Z;(f Ny, <1<, dP.
k—1

Proof. Use MtJZ - Mt],:[,l = vy, — E[vy, | Ft,_,] and Ai\,i - Ai\kll = Elvy, | Fy,_,] —vt,_, and
insert Lemma [A_ T}
Mtjl:[ - Mtjl\clfl = Uy, — (p(tk7xtk71)
1 0
- ]1T>tk11F'/ [‘P(tka Itk) - (p(tlﬂ Z]E; ))]d]p
= it J{T>t 1}
(@) 0
= [p(th 7) — p(ths 2 )Ly, <1<,

1 0
—npml/ (o (th 1y) — (tr, 2] dP
1- Ftk tr—1<T<ty
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and

N N
Atk - Atk,1 = @(tkﬁ ‘/L‘tkfl) - /Utk,:l
1

+ Lt / [o(tr, x1,) — o(L, z,(f))]dIP’
L= Fy Jirsu,_1
(Z:) [(p(tlm xtk_l) - go(tkfla xtk_l)]

1
gy / (ot z0,) — @(th, 22)]dP.
1- Ftkfl L1 <T<ty

Where we used in particular:

(i) In the integral we decompose [p(tk,xt,) — cp(tk,z,io))] (I7<¢, + 175¢,) and note
that:
[p(th ) = ot 2 Nz = [o(th 2) = (b 2 N rs,
=0

Further we use that

[‘p(tlﬁ xtk) - So(tkv xtk_1)] - [So(tkv xtk) - @(tk, Z}E;O_)l)]]]-tk,1<T§tk

= [p(te z1,) — P(tr, 2y, <1<,

O]

Before we advance to the limiting procedure, we take a closer look at the various
differences in the above result:
@
[So(tkﬂ xtk) - ‘p(tk’ ZI(cO))]]ltk71<T§tk'

Other than in our first approach we are confronted with a difference of a functional
on two paths. In this case the difference will vanish everywhere except right at
the jump time T' (i.e. where t;_1 < T < t;) where it will describe the change in
@ under the jump height. This particular increment can be found twice in the
representation of Mt];[ — Mt]z\i .- Given the same basic martingale process we find
this difference to be a disintegration against the basic process p:

0
[Pt w,) = oty 2 Moy y<r<in
0
= [ pttisn) — ot Aotz )y, v,
Y
where dz inserts the jump height and du the jump time. Note that x, = zp for

T < u, hence we wrote x;, for the path that actually describes a random jump
at a random time.
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The second time this term appears as a part of the representation of Mt];[ — Mt]:_l
it is actually a disintegration against the compensator of p, namely p:

1 0
Lot [ tn) = oltn, 50D <, dP

Ftkfl

= / ((trs 2,) — @t 2N (2, )y, <7<ty

(1)
[@(tkv xtk—l) - ‘p(tk*h Lty )]
This will approximate the slope of the function ¢(-,y) for z;, , = y. Think of
x¢,_, as a random parameter choosing a function ¢ from a family of functions.
For T > t;,_1 the above difference will capture the slope of such a function prior
to the jump time T'. After such a jump the function would have to stay constant
for it to have any chance of transforming the process into a martingale (but that’s
something for a later discussion below).

A.3 Limiting procedure for the path dependent approach

Like previously we now increase the resolution of our discrete time-scale. If we would
try this without any experience we would end up with the same complication we ran
into before. Take (t))ven, (t ) nen s.t. t Ny u € R+, t) S u for N — oc. For the

different parts of M g\, -M t](]:(, we get:

Lpsy — Ir>y
SD(tiVa wtﬁ’) - So(tuN7 xté\’) - QD(U, xu) - SO(U, i‘u,)
1 R 1
1-— Fté\’ 1-F_°

Since x; is in turn just working with the random variables T, 7, the path-process
has the same ”‘skeleton-process”’ as (z(t));er+. Not surprisingly the time continuous
Doob-Meyer decomposition reflects this dependency again:

Proposition 1. For ¢ € CY0 the time continuous version of the martingale part is
given by

M= [ [l ) - o) aldu dz)
[0,t]xS
[ [t — et pldudz) [ [t = ot 0] dite,2)
[0,t]xS (0,t]xS
Proof. Take for t € R and A € S the fundamental process

Q(tv A) = p(t, A) - Zﬁ(tv A)

from section 1.1. Then we write:

o(thzn) — ot ) = / (s 20) — ot 2O)p(du, d)
(te—1,tk]x X
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and check that
oN N

> (lteswe,) — ol 25))) = /R 2 (i) = ol =) T (w)dp(n, 2)
XA =2

k=1

- (s 24) — o, 2)p(du, d2)
[0,t]xX

for N — oo since the integrand is approximated pointwise. The other part is a little
bit more complicated, but we saw earlier, that this should end up as an integral against

(0)

the process p, which looks like (we omit the trivial integrand (u, z,’) here to save
some space):

- 1
/(0 ) X@(ua zu)dp(u, 2) = /[Ot X‘P(U Zu)ﬁﬂdeﬂ(u z)
X X

/ / u, Zu ﬂT>uMu(dZ)d

In fact the discrete version looks like:

1
Z]lT>tk TR /Sp(tk:al'tk)]ltk1<T§tde
k—1

_Z/R+/ Tpse,_ "1_F Ftk ) (tk’zu)]l(tk_l,tk](U),uu(dz)dFu

For N — oo the mesh size converges to zero and in turn the above sum over k will
converge in the following way:

Z / / L Ft O(th, 25) Lty 1 (S)P(Z € d2|T = s)P(T € ds)
k—1

1
/ / Z Lrst, 72t 20) L,y 0] (5)P(Z € d2|T = 5)P(T € ds)
RTJX ¢ tk—1

—>/ / 7]1T>u<p(u, z2u)P(Z € dz|T = u)P(T € du)
0.t 1-— Fu_ -

where we used again that the integrand converges pointwise:

1
Z ]]-T>tk 1 1_ Ft (tk;a xtk)]l(tk_l,tk](u)
k—1

1

ﬁﬁﬂTzu@(ua Ty) L (g4 (u)

since 1 is right-continuous with left limits, F' is right-continuous with left limits and
¢ is continuous in its first and second component (note that continuity in the second
component is for paths that 'pretty much look alike’ in terms of jump-time and -height,
since we have to use the metric d here). O
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Now we want to do the same for the compensator part.

Proposition 2. For ¢ € C(10)

given by

the time continuous version of the compensator part is

At = / 8@ U Zu— du +/ / ]1T>u |:<,0(U, Zu) — (p(u, Z(O)) d,LL(U, Z)
(04 Ot (0,] =

Proof. We sum our result from corollary over k

2N

b — th—1

ZA tk 1= Z[@(tlm Ty ) — @(tk—lwtk,l)]m
k=2

1
+ Z ]]-T>tk 1 1 — Ft /[(p(tk)xtk) - so(tku Z]E; ))]]ltk 1<T<tkd]P>
k—1

For N — oo we get due to ¢ being C'0:

2N

trp — te_ 0
Z[@(tkvxtk_J - ‘P(tk—laxt,@_l)]% — 5)0 (u, 2y— )du.
2 k= thk—1 (0,1] Ot

The other term converges similar as in corollary O

Remark A.3. The path process is now openly represented as a stochastic transfor-
mation of the fundamental family of martingales q(t,z) for the martingale part. The
compensator takes again a form similar to the one we obtained in the first approach and
the result in theorem and again we will have to assume some intrinsic reqularities
to yield results about the characteristics of . Though we can easily generalize these
results for functions ¢ that only satisfy the condition (C’), we will stop right here, as
the similarities between the path dependent approach and the original value-at-time-t-
oriented approach are recognizable already. In fact one might construct the path of the
process up until time t € R™ from the information about {T > t} or {T < t} x {Z}
respectively. FEven more the jump time and height can be reconstructed from a particular
path. This equivalence of notation seems to be unique for the single-jump processes that
stay constant in between two jumps. For branching Brownian motion for example, the
path-dependent notation seems to be preferable.

A.4 Compensating the path dependent compensator

We see ourselves again confronted with a solution of an ODE. But keep in mind, that ¢
is now a functional in its second argument. Regarding the solution of the compensator-
ODE, we'’ve treated the second argument only as a parameter so far. The differential
operator (or a.s. differential operator) was only aware of the first argument. In our
path dependent approach this is not different. The path is just a parameter to us, for
times ¢ prior to the jump time T we will have the same argument z(?), which is just a
constant path. After T' we will have jumped to a random height Z, but the path will
not change after that - our parameter here will then be Zr. Due to these similarities



A.4. COMPENSATING THE PATH DEPENDENT COMPENSATOR 95

to the point-dependent approach, we can easily adopt the result from section 1.5 for
our path dependent approach:

Corollary A.4. v(t) = ¢(t,x¢) is an (F;)-martingale, where

P(t.) = b1 = 5.0 (0) = B0 (0) ( /( e P2+ ) ,

and b: D([0,0), X) — R with b € L} (P) and r € R arbitrary.

loc



Appendix B

Discrete jump heights

This section discusses an alternative way for more constrained processes. We use the
notation of chapter 1. The sections below can be read right after theorem where
the discrete Version of the jump process is provided with a general Doob-decomposition.
An interesting special case arises under the following assumption:

Let Z(w) € {z1,..-,2n} C X.

B.1 Markovian approach

The interesting part is the now available ability to ’pull’ the difference [p(t,z) —
©(tk, z0)] out of the integral in the compensator part of the discrete Doob-Meyer com-
pensator (see theorem refDiscResultDM)

AN AN, = [t 2(ti-1)) — @(tr-1,@(te1))]

1
e, / (ot 2) — ot 20))du(s, 2).
1- (tk_l,tk}XX

F tk—1
For this we write

n

[So(tkv Z) - Sp(tka ZO)] = Z[‘p(tka ZZ) - So(tka ZO)]]IZZZV

=1

The measures dF: S{Zi} on RT concentrate now on the atoms of the Z-distribution. We
can write

FF = ((0,8) x {z:}) = P(T € [0,1], Z = z;) = P(T € [0,4]|Z = 2)P(Z = 2)

and would get

/R+XXg(s, 2)du(s, z) = /]R+ ;g(s, z))P(T € dt|Z = z)P(Z = z)

:Z/ g(s, z)dF =} (B.1.1)
i=1 /RT
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with B = {2;} and F? as defined in section 1.1 before.

We immediately get

/ (ot ) — ot z0) u(ds, d2)
(tr—1,tk] XX
- /Y (ot Z(w)) — ot 20)| ey <ty (w)dB(w)

:;/Y[Sp(tk,%) — o(tgy 20)]1 7=, (W) L4, <1<t (w)dP(w)

__j{: (th, zi) — ¢ tk,aﬁ]Jérﬂzza(w)ﬂn;1<T§m(a0dP(w). (B.1.2)

The remaining integral might also be written as
[t <ren ()dP)
Rt xX

- / 17—, (@) Ly, ()P — / 1, (@) Lr<y,, ()dP
R+xX Y

=P(T' <ty Z €{z}) —P(T < tp1,Z € {z})
= pd gl

th—1°

For K — oo we will eventually end up with

n 2N
S S letten ) — et [FE — B
=1 k=1
N—>°OZ/ (u, 2;) (U,O)]dFQ‘L{Zi}
-B IB.1.1]
p(u, 2) — p(u,0)]du(u, 2)
[0 t]><X

CL z / (. 2) = 9w, 0)P(Z = {z}IT = u)dF,

/ Z (u, 2;) — p(u, 0)|E [1 -,y |T = u] dF,
[0,8] 5=
:/[ | Zw(u, 2z T = s| P(T € ds) — ¢(u, 0)[F; — Fy
0,t i—1

= ], Eletu 21T = s BT € ) — o, 0)[Fi ~ £y

which is just a side note for now. We want to concentrate on the fact that we now
have:
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n 2N
(te—1,tK]x X prt k:l

(B.1.3)

Upon closer inspection o (tg, x(tr)) — @(tg, (tg—1)) is not zero if and only if the jump
time T € (tg_1,tr]. With the above assumption of discrete-valued jump heights we get:

n

[o(te, z(tk)) — @t z(tk-1))] = Z(‘P(tlm zi) — @(tk, 20)) [p(tk, {zi}) — p(tr—1, {zi})]
- (B.1.4)
Let us sum up the above discussion in a

Corollary B.1. The Doob-Meyer decomposition of the discrete process (x(ty)) with
discrete-valued jump heights is given by the martingale part (MtJZ) and the previsible
compensator part (Ai\kf ), each given respectively by

n

MY~ MYy =3 (b ) — gt 20)) [ MY — M)
=1
AY — AN = [t 2 (te—1)) — o(te1, 2(tg—1))]
1 - 2 p
st T D ((th, 20) — lte, 20)) [T = B
1-F, , =

were Mt(]f)’N = p(tg, {z}) — Z] sy = F [F]{fl} F]{Zi}] is an (Fy, )-martingale.

In particular: Mt(,? N

process (p(ti, {2i}));

is the martingale part of the Doob-Meyer decomposition of the

Proof. Use (B.1.3) and (B.1.4)) to achieve the stated representation. The only thing left

to show is that the M ,gz) are (JF, )-martingales and part of the particular Doob-Meyer
decomposition. The conditional expectation of the process (p(tx, {z:})), is given by

]E[p(tka {Zi})|ftk—1] = E[]IZ=Zi]lT§tk|]:tk—1]
= E[]IZ:Zi]lTStk—l‘ftk—J + E[]IZ:Zi]ltk—1<T§tk|ftk—l]

J1z=:1y,  <r<1, dP
1-F, .

= ]]-Zzzi]]-TStk,1 + ]lT>tk,1

1 ,
=1z 1r<y, |, + 17>y, 1-F [F{Zz} _ ng]
k—1

By the instructions from the proof of the Doob-Meyer decomposition we get as usual

i),N 7 1 2 2
M = M = Tpltns {23}) = Pl {2a))] = Drsu s = — B = B2

which is an (F;, )-martingale by construction. O
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The above special case with discrete Z is also quite instructive on how to deal with the
general case. For that let us set 2™(¢) to be constant on the sets of a partition:

n

2 (tw) =Y zlp, (W), (B.1.5)

=0

with By = {T' >t} and B; = {T < t,Z € C;} for i € {1,...,n} where C(" :=
(Ci)ieqa,....ny is a partition of X \ {20} (to account for all the values of Z when the jump
already happened) and z; = sup,¢cc, Z(w) for i = 1,2,.... Inside of the transforming
function ¢ this would look like

v" (k) = p(tp, @ Z<P (t, 2i)1

By this approximation we restrict our process to being discrete-valued and the above
corollary applies. Choose a monotonously increasing sequence of such partitions C'(™)
(i.e. C < ¢+ or O+ s finer than C™) and note that

e v"(k) > w(k) for all k € {1,..., K} and n € N and

o v"t1(k) <v"(k) (i.e. pointwise monotone decreasing).

Hence v™ — v pointwise and monotone. Take corollaryfor the process (V" (tk))peq, ...,

(denote martingale and compensator as M]:,L N and AZ’ ! respectively) and we end up
with:

n

MpN = M = 3 (ot 5) = pltes 20)) M0 = D]
i=1
where
(@)mn,N _ B; B;
‘7wkZ " p(ty, B Z]lT>t] 1- F, [thﬂ - b }
and

FE = [ ot B)® = (0.4, 5,).

B.2 Pathdependent aproach

Assume again just finite different jump heights, i.e. values for the random variable Z:
Zw) e {zM,...,z2Myes. (B.2.1)

Under these assumptions we denote the path which jumps at time u to the level z(*)

(4)

by zy,’, so we will get:

n
i
l’t]ngt: E Z;)]IZ:Z@)]ITQ-
i=1

2N}
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We take the the notation of section 2 and set:

FO =P(T <t 7 =29),

4 . 1 .
MO = plt (GOD - [ Lrsup e dutu, (20,
(0,t]x X - Lu—
Note that the assumption on Z yields, that the different jump heights are now atoms
of the conditional distribution P(Z € -|T = u) = pq(+).

We summarize the limiting results under discrete jump heights for the martingale part
seperately:

Corollary B.2. Under the assumption of discrete jump heights Z the limiting martin-
gale part of the process is given by

— (0) En (1)) _ (0) (2)
My =p(0,27) + / p(u, 2, wlu,zy,”) ) dM,".
t (0,2 ") 2 S0, ( ( ) ( ))

¢

Proof. Take the result from corollary{l]and use the partition-property and the ”‘conditional-

atom-property”’:

M= [ Lotz ot 2O dptu ) +

e L0050 — 2] i)
St x

then for one we’ve got

J o L2 = el )

=3[ et s - (=) dp(us 20)
i=1 Y (0,t]x X
and on the other hand we know

/(0 xS [QO(U, zu) — (u, Z(O))} dp(u, 2)

_Z/O plu, 2! w(uaz(o))} dp(u, 29).

Since dp(u, z()) = 1_},u_]1T2ud/¢(u, 2()) we end up with the claimed equality. O

Now we do the same for the compensator part:

Corollary B.3. Under the above assumption the limiting compensator part of the pro-
cess is given by

8 ]lT>u !
Ay = (u, zy—)du + / w(u, zy) — o(u, zz(f]) du(u, 29
=/, Z TR el =l A, )
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Proof. In the form of Lemma we get

K
AtK = Z[@(tka CCtk_l) - Sp(tkflvxtk_l)]
k=1
1
+lrsy /[@(tk, zy,) — P(t, z,i ))]]ltk <T<t, dP
1—-F,
K
o e T ) = olt-1, 2 )
k=2 k k—1
+§;1T>tk 1 _F, Ftk X /[(’D(tk’ (Z)) So(tk,zi(f))]]lz 2o Ly <r<t, dP
o [ Lo
— (U, Ty )du
(O,t] ot “

e [ A [t = =)

where we used the same pointwise approximation arguments as previously.
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