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Abstract

We are interested in a nonlinear filtering problem motivated by an information-based
approach for modelling the dynamic evolution of a portfolio of credit risky securities.
We solve this problem by ‘change of measure method’ and show the existence of the
density of the unnormalized conditional distribution which is a solution to the Zakai
equation. Zakai equation is a linear SPDE which, in general, cannot be solved analyt-
ically. We apply Galerkin method to solve it numerically and show the convergence of
Galerkin approximation in mean square. Lastly, we design an adaptive Galerkin filter
with a basis of Hermite polynomials and we present numerical examples to illustrate
the effectiveness of the proposed method. The work is closely related to the paper Frey
and Schmidt (2010).
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Chapter 1

Introduction

1.1 Preliminary work

Financial motivation: Credit risk model under incomplete information

The credit markets have developed at a tremendous speed in recent years and the demand
for credit derivatives, such as credit default swaps (CDSs) and collateralized debt obligations
(CDOs), are growing rapidly. Consequently, recent research has highlighted the study of the
credit risk model. A good model is one that captures the dynamic evolution of credit spreads
and the dependent structure of default in a realistic way. Also, from a computation point of
view, it should be tractable and parsimonious.

Existing credit risk models can be divided into two classes: structural models and reduced-
form models. In structural models, default occurs when an assets value falls below a threshold,
generally representing liabilities. Structural credit risk models are discussed in, for instance,
Black and Scholes (1973), Merton (1974), Black and Cox (1976). In reduced-form models, one
models directly the law of the default time where the precise mechanism leading to default is
not specified. In practice, reduced-form models are usually preferred for tractability reasons.
Reduced-form credit risk models are discussed in, for instance, Jarrow and Turnbull (1995),
Lando (1998), Duffie and Singleton (1999), Blanchet-Scalliet and Jeanblanc (2004).

In most of the credit risk models, the distribution of default times depends on a state variable
process X and in practice, X can not be fully observed by investors. This, in turn, leads to
a nonlinear filtering problem in a natural way. Structural credit risk model under incomplete
information are discussed in, for instance, Kusuoka (1999), Duffie and Lando (2001), Jarrow
and Protter (2004), Coculescu, Geman, and Jeanblanc (2008), and Frey and Schmidt (2009).
Reduced-form credit risk models under incomplete information are discussed in, for instance,
Frey and Schmidt (2010), Frey and Runggaldier (2010), Schonbucher (2004), Collin-dufresne,
Goldstein, and Helwege (2003), Giesecke (2004) and McNeil, Frey, and Embrechts (2005), page
448-462.

The general theories of nonlinear filtering are well-developed, see for instance Bain and Crisan
(2009), and are increasingly being used in financial mathematics, see for instance Frey (2000),
Frey and Runggaldier (2010), Frey and Schmidt (2009). Filtering techniques come into play when
the factors cannot be observed directly. A short introduction for nonlinear filtering is presented
in Section 2.1.
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Model and notation

Frey and Schmidt (2010) study reduce-form portfolio credit risk models under incomplete in-
formation. They consider models where the default intensities of the firms under consideration
depend on an unobservable stochastic processes X. The information for investors, the so-called
market information, contains only the default history of firms and noisy price observations of
traded credit derivatives.

Specifically, they work on some filtered probability space (£2, F,F,P) and on a finite time interval
[0,T]. Here P is a risk-neutral measure. F = {F; }o<;<7 is the full-information filtration and all
processes will be F-adapted. In association with a generic process &, define for each ¢ > 0 a
sub-o-field of F;, denoted FF, by

F = of{é.s € (0,1}, (L11)

Consider defaultable securities issued by a firm where the random time 7 denotes the default
time of the firm. Y3 = 1<, is the corresponding default indicator. The default intensity is
assumed to depend on some state process X, which is modelled as a d-dimensional finite state
Markov chain.

Assume 7 is a doubly stochastic random time with (P,F)-default intensity As = \(X}), i.e.,
there is a function A : R — (0, 00), such that N :=Y; — J/\T A(Xs)ds is an F-martingale.

The informational advantage of informed market participants is modelled via observations of a
process Z. Formally, the market filtration is given by F%Y := {FtZ’Y}OStST, where process Z,
which is [-dimensional, solves the SDE

dZ, = h(X;)dt + dB;, t € [0,T).

Here B is a [-dimensional standard Brownian motion independent of X and Y. And h(-) is a
function from R to R'.

Consider a liquidly traded credit derivatives with maturity 7" and .7:%/ -measurable payoff P. In
order to simplify the computation, we assume the full-information value of the securities given
by E(P|F) =: ]%(Xt, Y:). The market price of the security, which is determined by informed
market-participants with market information, is defined as, by iterated conditional expectations,

P, =E(P|F/Y)=E [E(P[]—})‘]—'f’y} _E [Pt(Xt, Yt)(ffvy}.

The objective of financial mathematics is to derive the dynamics of the market price. In order
to computer the price P;, one need to obtain the conditional measure of X; given .7-"tZ’Y, given
by 7. This leads to a nonlinear filtering problem in a natural way.

1.2 Overview of the thesis

Motivated by the credit risk model studied by Frey and Schmidt (2010), we extend the model
with two viewpoints, realistic and mathematical. Realistically, the state process X is modelled
as a diffusion process with generator £, which is a second order differential operator with domain
D(L). Mathematically, the jump observation Y is modelled as a doubly stochastic Poisson
process with stochastic intensity A(X;), then 7 can be viewed as the first jumping time of
Y.
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Given the past observation of Z and Y, the objective of this thesis is to determine the conditional
measure of X;. We solve this problem by ‘change of measure method’ and we show the existence
of the density of the unnormalized conditional distribution which is a solution of the so-called
Zakai equation. The Zakai equation is a linear stochastic partial differential equation which
cannot typically be solved analytically. We will apply Galerkin method to solve it numerically,
and will show the convergence of Galerkin approximation in mean square. To conclude, we design
an adaptive Galerkin filter with a basis of Hermite polynomials and present numerical examples
to illustrate the effectiveness of the proposed method. Following are specifics about the topics
of this thesis.

The unnormalized filtering equations

We deduce the evolution equation for  using the change of measure method: A new measure PY
is constructed under which Z becomes a Brownian motion, Y becomes a Poisson process with
intensity 1, and the process X, Z, Y are independent. Then, 7 has a representation in terms
of an associated unnormalized version p. This p is then shown to satisfy the so-called Zakai
equation, for any f € D(L),

(1) =B CIE )+ [ pehds+ [ pu(snTaz,
0 0
+/ Ps— (f()\ - 1))d(YS —s), PV —a.s., Vte(0,T].
0

For detail, see Theorem 2.9. This leads to the evolution equation for 7 by an application of It6’s
formula.

The unnormalized conditional density

The following question is interesting to answer: Does there exist a density of the conditional
distribution of X; given accumulated observation? In Chapter 5, we prove, under fairly mild
conditions, the unnormalized conditional distribution p; has a square integrable density ¢; with
respect to Lebesgue measure, which is a weak solution of a linear stochastic partial differential
equation, known as the Zakai Equation. For the detail, see Theorem 5.3.

Numerical approach

Our objective is to seek a numerical method that is implementable and provides accurate solu-
tions to the Zakai Equation.

One approach is to approximate the diffusion model of X by a finite-state Markov chain and to
write down the Zakai equation for it, which yields a stochastic ODE, see Frey and Runggaldier
(2010), Frey and Schmidt (2010). In this work, a different approach is proposed, namely the
Zakai equation is directly approximated by means of the classical Galerkin method for solving
deterministic PDEs, see Ahmed and Radaideh (1997). The solution of the Zakai equation is
first approximated by a finite combination of orthogonal series. Then, it is approximated by
the solution of a family of finite dimensional stochastic ordinary differential equations, which
can be solved numerically or analytically. This work consists of two main parts, theoretical and
numerical.
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Theoretical part In Chapter 6, we prove the convergence of the Galerkin approximation of
the Zakai equation in mean square sense, with usual assumptions. This is done by using a general
continuity result for the solution of a mild stochastic linear differential equation on a Hilbert
space with respect to the semigroup. With bounded and square integrable function ¢, we have

2
sup B| [ ola)a )iz~ [ plo)aaits| -0, as 0 ox,
t€[0,T] R R

where EY is the expectation w.r.t. P°, n is the number of basis functions used in the Galerkin
filter.

Numerical part Concerned with the Galerkin approximation convergence rate, in Chapter
7, we design an adaptive Galerkin filter with a basis of Hermite polynomials and present nu-
merical examples to illustrate the effectiveness of the proposed method. In simulation study, we
compare the proposed method with particle methods and show that the Galerkin approxima-
tion converges well. In Chapter 7, we present the Galerkin approximation strategy for solutions
of the Zakai equation (5.2.1) by solving a sequence of finite dimensional stochastic differential
equations. The solution of the Zakai equation can be constructed by the Galerkin method us-
ing any suitable set of basis functions from Hilbert space. It is possible to choose a complete
set of basis functions, like Gaussian series and Hermite functions. However, in most nonlinear
filtering problems, particularly when the observation noise is small, the conditional density is
well-localized in a small region of the state space and generally cannot be predicted in advance.
To overcome this difficulty, we design an adaptive Galerkin filter with Hermite polynomials.
Finally, we present examples and the corresponding simulation results.

Structure of the thesis Listed below is a brief summary of the remaining chapters.

In Chapter 2: We introduce the nonlinear filtering model which we study throughout this thesis
and deduce the corresponding filtering equation by ‘change of measure method’.

In Chapter 3: We present an overview of the main computational methods currently available
for solving the filtering problem. Three classes of numerical method are presented: the finite
dimensional filter based on approximating the conditional density by a linear combination of
Gaussian functions, finite state Markov chain, and the particle filter.

In Chapter 4: Since the Zakai equation is a linear SPDE, we survey some existing results on
linear SPDEs. Two approaches presented are the semigroup and the variational.

In Chapter 5: We show the existence of the unnormalized conditional density which is the
solution of a Zakai equation.

In Chapter 6: We solve the Zakai equation numerically by Galerkin approximation, and we show
the convergence of Galerkin approximation in mean square.

In Chapter 7: We design an adaptive Galerkin filter with Hermite polynomials and present
examples of the corresponding simulation results to illustrate the effectiveness of the proposed
method.



Chapter 2

Filtering model and the Zakai
equation

In this chapter, we mainly introduce the filtering model which will be studied throughout the
thesis. Furthermore we deduce the corresponding filtering equation by a ‘change of measure
method’.

Presented in Section 2.1 is a short review of a nonlinear filtering problem. In Section 2.2, we
introduce the nonlinear filtering model studied in this thesis and include the state process which
we are interested but, unable to observe directly. Also included are the observation processes
which are the partial observations of the state, and the objective of the nonlinear filtering prob-
lem. The objective is to obtain the conditional distribution of the partially observed processes
recursively. In Section 2.3, we introduce the innovation process and discuss their martingale
processes, which are useful for the numerical study introduced in Chapter 7. In Section 2.4, by
‘change of measure method’, we derive the Zakai equation, which describes the evolution of an
unnormalized version of the conditional distribution.

2.1 Stochastic filtering

This section is devoted to a short introduction on nonlinear filtering. For details, we refer to the
book Bain and Crisan (2009).

We begin Section 2.1.1 with a general nonlinear filtering problem. In Section 2.1.2, we pursue
the Markov case and present the filtering equation obtained by two approaches. Section 2.1.3 is
devoted to finite dimensional filters. Finally, in Section 2.1.4, we introduce the nonlinear filtering
problem for jump-diffusion case.

2.1.1 A general introduction

The objective, in this section, is to present a short introduction to a general nonlinear filtering
problem. It concerns the following: Denote by 7 C R a set of time points (usually 7 = R™).
We are interested in a signal or state process X = {X;}c7 which can not be observed directly.
Instead, the so called observation process Z = {Z;}ic7, a noisy nonlinear observation of X is
obtained.
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The objective of a filtering problem is to determine the conditional distribution of the state X,
given 7 = 0(Z,,0 < s < t), which we denote by 7;. Recall, by Equation (1.1.1), F# denotes the
past observation of Z until time ¢. Bain and Crisan (2009), Corollary 2.26, page 31, show that
under some assumptions, the conditional distribution of the signal can be viewed as a stochastic
process with values in the space of probability measures.

Additionally, from a computational point of view, it is desired that m be obtained recursively.
This means that w45 can be built up from 7; and the new observation rather than the whole
observation history. This allows for quick updating of the filter and avoids serious data storage
issues.

Typically, 7 is infinite dimensional. However, sometimes m; can be taken as a finite-dimensional
object. This will be introduced in Section 2.1.3.

2.1.2 The filtering equations

To derive detailed results we introduce some notations as follows. Let (2, F,P) be a probability
space together with a filtration {;},c[o,7) Which satisfies the usual conditions.

Assume that X is a R%valued Markov process with state space S C R%. For example, X can be
a diffusion process or a finite state Markov chain, for details, see Bain and Crisan (2009), page
49. Denote by L be the generator of the Markov process: for x € .S,

iy BUA(X) | Xo = 2] — f(x)
Lf(x)= ltll%l Ot

)

the limit being uniform in x € S and D(L) denotes the set of all bounded, measurable, real-
valued functions f : S — R such that this limit exists. The generator gives the expected rate of
change of the process {f(X:)}iejo,1)-

Z, is the noisy nonlinear observation of X,
t
Z = / WX.)ds+ B, 0<t<T (2.1.1)
0

where B is a standard I-dimensional Brownian motion which is independent of X. h : R — R/
is a measurable function such that,

T
p(/o h(X)|lds < o0) = 1, (2.1.2)

where the Euclidean norm || - || is defined in the usual fashion for vectors. This ensures the
Riemann integral in Equation (2.1.1) is well defined.

As we introduced before, the objective is to recursively derive m;(f) = E[f(X;)|F#], which
denotes the conditional of X; given the past observation. The problem can be solved by two
approaches, one is the innovation approach, the other is the ‘change of measure method’.

In the innovation approach, if Equation (2.1.2) is satisfied, Bain and Crisan (2009), Theorem
3.30, page 68, show that, with additional assumption for h such that the stochastic integral in
the following equation is well defined, Vf € D(L), t € [0,T],

m(f) = mo(f) + /Ot wo(Lf)ds + /Ot [ws(hf) - Ws(h)ﬂs(f)] (dZS - ws(h)ds) (2.1.3)
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This is called the Kushner-Stratonovich equation. The second term describes the evolution of
the distribution of X;. The third describes the evolution of the conditional distribution of X;
given accumulation of observations. Equation (2.1.3) is a nonlinear stochastic equation. It is not
only an infinite dimensional, but it has a complicated structure due to the presence of the term
7s(h). In general, it is not useful for computation.

By the change of measure approach and with the same assumptions as Equation (2.1.3), one
obtains an unnormalized version of 7, denoted by p which satisfies the following linear equation.
See Theorem 3.24, Bain and Crisan (2009), page 62,

t

p(f) = polf) + /0 pa(Cf)ds + /O pa(hf)dZs, t€[0,T)

which has a much simpler structure than Equation (2.1.3). This equation is called Zakai equation.
And 7 can be obtained from p after normalizing

pe(f)
Pt(l)’

m(f) = t€0,7].

2.1.3 Finite-dimensional filters

Recall that m; denotes the conditional distribution of X; given the past observation. In general,
¢ can not be determined by finite number of parameters. But, in some special cases, m will
be determined by a finite dimensional stochastic differential equations driven by observations.
The aim of this section is to introduce some special filters for which the corresponding 7 is
finite-dimensional.

The Kalman-Bucy filter

In this section, we introduce the very special filtering problem where the signal is Gaussian
and the observation function is linear. The corresponding theory is called Kalman-Bucy filter.
For this case, the conditional distribution of X; given F7Z is a normall distribution. Hence it is
determined by the conditional mean and the conditional variance. Therefore, in this case, the
filter is 2-dimensional. Finally, we give the evolution equations of the two parameters.

Here, to simplify, we assume that the coefficients are 1-dimensional. We consider the following
linear model, for ¢ € [0, 7],
dX; = (b Xy + 0Y)dt + 6,4V, 2.1.4)
dZ; = (he Xy + hY)dt + dBy, o

where X is normal distributed with mean g € R and variance 7“8 € RT, V and B are inde-
pendent 1-dimensional Brownian motions, {b;}, {69}, {h:} and {hQ} are deterministic R-valued
processes, {7} is a deterministic RT-valued process, and Zy = 0. For this model, the condi-
tional distribution of the state X; given the past observation of Z is Gaussian, applying Lemma
6.12, Bain and Crisan (2009), page 149. A normal distribution is determined by its mean and
variance. Therefore, the conditional distribution is uniquely determined by its mean, defined by

X, := E[X;|F7], and variance, defined by P; := E[(Xt - Xt)Q‘ftZ] By Proposition 6.14, Bain

and Crisan (2009), page 152, the process {(Xt, P, is the unique solution to the following

)}ogth
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equations, for ¢ € [0, 7],

{ dXy = (b Xy + 00)dt + he Py [dZt = (R X+ B)dt] (2.1.5)

4P, =57 + 20, P, — h?P?,

with X, = E(Xo) = po and Py = E[(Xo — XO)Q] = r¢. The details can be found in Bain and
Crisan (2009), page 148-154.

Finite state Markov chain

Next we introduce a filter, for which the corresponding conditional distribution is a finite-
dimensional stochastic process, since the state space is finite dimensional. We will show that, in
this case, (2.1.3) gives rise to a finite-dimensional filter.

We consider Model (2.1.1) and, for simplicity, we assume that the coefficients are 1-dimensional.
Moreover, we specify to the case that X be a finite-state Markov-chain with state space S =
{1,...,n}, where n € N. The generator associated to process X is a Matrix Q = (¢ij)1<i,j<n,
which denotes the transition intensities of X. Let

Pti ‘= P(X; = Z\ftz) and p;:= (pt,h S 7pt,n)T (2.1.6)

be the vector process representing the vector of conditional probabilities. Let vector h :=

>
(h(l), h(2),... ,h(n)) , and I,, be the identity matrix of size n. Davis and Marcus (1981), Ex-

ample 1, page 66, and Bain and Crisan (2009), Remark 3.26, page 65, show that the conditional
probabilities solve the following n-dimensional stochastic differential equation,

t t
Pt =Po + / QTdeS —I—/ (B — h—l—pSIn)pS (dZS — thSds), te[0,T7], (2.1.7)
0 0

where B := diag(h(l), e ,h(n)) is a diagonal matrix.

Equation (2.1.7) is a recursive equation for the computation of p;. Moreover Equation (2.1.7)
is an n-dimensional SDE system for the vector p; of conditional probabilities, and hence a
finite-dimensional filter.

2.1.4 Filtering from point processes observations

The nonlinear filtering problem for jump-diffusion is of great interest. The fundamental to point
process filtering was presented in Brémaud (1972) and Brémaud (1981). Frey and Runggaldier
(2010) deal with a general case and provide recursive updating rules for the filter. Shown below
is a simple example with 1-dimensional coefficients:

Let n € N, and we assume that X can be a finite-state Markov-chain with state space S =
{1,...,n}. The generator associated to the process X is a Matrix Q = (¢ij)1<i j<n. Here, ob-
servation Z is a doubly stochastic Poisson process with intensity A(X;), where A : R — RT.
Let p, defined by Equation (2.1.6), be the vector process representing the vector of conditional

_ T
probabilities. Let vector \ := ()\(1),)\(2), e ,)\(n)) . Frey and Runggaldier (2010) show that
these conditional probabilities solve the following n-dimensional stochastic differential equation,
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for t € [0, 7],

t t 1 _
P =po+ / Q" pyds + / o (B* = X" py_I,)ps_ (dZS - )\Tpsds>, (2.1.8)
0 0 s—

where B := diag ()\(1), e ,A(n)) is a diagonal matrix.

2.2 The filtering model

The objective of this section is to introduce the nonlinear filtering problem in which we are
interested. We have a state process X which can not be observed. The information of X is
obtained by the observation processes Z and Y, where Z is a nonlinear continuous observation,
with some noise, and Y is a doubly stochastic Poisson process with the stochastic intensity which
is a nonlinear function of X. We are interested in the conditional expectation of a function of
X, given the past observation.

All stochastic processes will be defined on a probability space (2, F,P) and on a finite time
interval [0,T]. F = {F;,t € [0,T]}, which satisfies the usual conditions, is the full-information
filtration. All processes considered are by assumption F-adapted. We consider the following
filtering problem throughout this thesis.

2.2.1 Unobserved state process

This section is devoted to an introduction of the state process which is a diffusion process in
our case. To be precise, let X = {X;,0 <t < T} be the unobserved d-dimensional state. The
state process is a stochastic process which can not be observed directly. We assume X is the
solution of a d-dimensional stochastic differential equation driven by a standard m-dimensional
Brownian motion V = {V,, ¢ € [0,T]},

t t
Xt_X0+/ b(XS)der/ o(X)dV,, 0<t<T. (2.2.1)
0 0

Here, Xo has finite second moment. Let py € L?(R?) be the density of the law of X, then

po(z) > 0 ace. and [pq po(z)de = 1. We assume that b: R — R? and o : R? — R?™ satisfy the

following conditions: there exist a positive constant K, such that for all z,y € R, we have
Ib(@) - bl < Ko — yll, lo@) — o)l < Kle—yl.  (222)
[b()[| < K1+ [[=]]), lo(@)] < K1+ [lo(2)])- (2.2.3)

Here the Euclidean norm || - || is defined in the usual fashion for vectors, and extended to d x m

matrices by considering then as d x m-dimensional vectors : ||o|| = \/ Z?Zl > je1(0ij)?. Under
the globally Lipschitz condition, the SDE has a unique solution. For the existence and uniqueness
of the solution for Equation (2.2.1), see Qksendal (1980), Theorem 5.5, page 48, or Bain and
Crisan (2009), page 7.

Let L°°(R%) be the space of bounded measurable real-valued functions on R?. The generator
L : D(L) — L®(R?) associated to the process X is the second order differential operator

d 0 1< 02
L= bix) 70t 2 Z i (@) g o7 (2.2.4)

i=1 1,7=1
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where a(z) = [a;j(z)] := o(x)o’ (x), and b; and x; denote the ith component of b and w,
respectively. D(L) consists of all function f € L>°(R%), such that £f € L>°(R?) and

M = 500) = 1(X0) - [ £70C)ds. te 0.7) (225)

is an {F;}-adapted martingale.

2.2.2 Observations
X is partially observed, that is, information concerning X is obtained from the observation

processes Z, which is continuous, and Y, which is a pure jump process. Z is a [-dimensional
noisy nonlinear observation of the state X,

t
Zy = / hX,)ds+ By, 0<t<T. (2.2.6)
0

Here B = {B;,t € [0,T]} is a [-dimensional standard Brownian motion independent of X and
Y. We have the following:

Assumption 2.1. We assume that h : R® — R! is a measurable function such that
T
IP(/ [R(X.)llds < 00) = 1. (2.2.7)
0

The Equation (2.2.7) ensures that the Riemann integral in Equation (2.2.6) exists P — a.s.

Assumption 2.2. We assume that A : RY — [t1, 2] is a continuous function, where 0 < wy <
woy are constants.

We further assume that Y is a doubly stochastic Poisson process with the stochastic intensity
{A(X¢t) biepo,r) and Yo = 0. Then the process

t
th _/ )\(Xs)dsa te [OvT]a
0

is a (P,F)-martingale. Denote the jumping times of Y by the sequence {7,},>1, then 7, =
inf{t > 0]Y; > n}.

2.2.3 The objective

Recall that ]—}Z’Y is the o-algebra generated by {Z,,0 < u < t}|J{Y4,0 < u < t}. Then the
observation filtration is given by F4Y := {FtZ’Y}OStST. We are interested in, for all f € L>(R?),

E[f(xt)(ff’y], t e [0, 7). (2.2.8)

The subject of the mathematical theory of filtering is finding suitable ways of computing this
conditional expectation recursively, either exactly or approximately. Equivalently, the principal
aim of solving a filtering problem is to determine the conditional distribution of the state X,
given the observation history.
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To conclude, we study the following nonlinear model throughout the thesis, for ¢ € [0, 7],

Xt Xo+ fg §)ds + [ o(Xs)dVs,
= J§h(Xs)ds + By, (2.2.9)
Y isa doubly stochastic Poisson process with intensity A(X}),

where X is the state process, Z and Y are observations. The objective is to determine the
conditional distribution of the state X; given the observation history.

2.3 The innovations processes

In this section, we introduce the innovations processes and discuss their martingale properties.
These theoretical properties will be used in our computation strategy, see Section 7.1.2. In
Chapter 7, we will use the Galerkin method to approximate the unnormalized conditional density.
When the numerical result is inconsistent with its theoretical properties, it is necessary to
increase the number of basis functions used in the approximation.

For a generic process n, denote 7j; := E[nt\}"f ’Y]. Now we introduce the innovations processes as
follows: for t € [0,T7,

t/\
M, =Y, - / Nsds, (2.3.1)
0

t
e = Zt — / hsds. (232)
0

In what follows, we show M and p are martingales.

Lemma 2.1. Under Assumptions 2.2, {M;}eo) 5 @ (P, FZY)-martingale.

Proof. Tt follows from Equation (2.3.1) that for ¢ € [0, T,

t t t
:E‘Yt—/ )\(Xs)der/ )\(Xs)ds—/ Nods
0 0 0

t
gE‘Yt—/ A(X,)ds
0

E|M,

The last inequality follows as Y; — fo s)ds is a martingale and A is bounded by Assumption
22. For0 <s<t<T,

E[M,|FZY] = [Yt Y, - /t Xudu(ffvy} + M,
_E [Yt Y, - /t )\(Xu)du‘}"sz’y} + E[/t(x(xu) - Xu)du‘ffvy} + M,
On the one hand,

E[Yt—}{g—/t)\(Xu)du‘}"f’Y] :E Yt Y, - / du‘]—"

2] =o.
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On the other hand,

where the first equality follows from Fubini’s Theorem. So
E[M|F7Y] = M,
and M is a (P,F%Y)-martingale. O

Lemma 2.2. Under Assumption 2.1, {{u}ejo,) 95 @ (P, F%Y)-Brownian motion.

Proof. Tt follows from Equation (2.3.2) that, for 0 < s <t < T,

Blul72Y) = E[Z - 2, - [ Fuda| 72 4
[Bt ~ By + /t (h(Xu) - Eu)du(ffvy} + s

E
= [ &)~ E(h0a)F ) [F2 au s

where the fourth equality follows from the independent increments of the Brownian motion B,
Fubini’s Theorem and iterated conditional expectation. Therefore u is a (P, F%?Y )-martingale.

On the other hand, it follows from Equation (2.3.2) that

(e =(Z)e =t

Since p is an -martingale starting from zero at time zero with continuous paths and with
quadratic variation equal to t at each time t, p is an F%Y-Brownian motion, by Shreve (2004),
Theorem 4.6.4, page 168. U

FZ’Y

2.4 The Zakai equations

In this section, we proceed to estimate the state X based on the available information. Generally,
the conditional distribution can be computed by two methods. The first method is to solve
Kushner-Stratonovich equation, which is a nonlinear stochastic partial differential equation.
The second method is to solve Zakai equation, which is a linear stochastic partial differential
equation describing the dynamics of the unnormalized distribution. The objective of this section
is to deduce the Zakai equation of the nonlinear filtering problem.

The section is organized as follows. In Section 2.4.1, a new measure is constructed under which
Z becomes a Brownian motion, Y becomes a standard Poisson process. In Section 2.4.2, we show
that the conditional expectation has a representation in terms of an associated unnormalized
version p and p satisfies a linear evolution equation, the so-called Zakai equation.
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2.4.1 A new measure

Before deriving the Zakai Equation, we introduce a new measure where Z becomes a standard
Brownian motion and Y becomes a Poisson process with intensity 1. Furthermore, under the
new measure, they are independent. Prior to that, we define stochastic process A. We show it is
a martingale and consequently, a new measure is constructed based on A.

Define stochastic process A by!

0

Ay :z( H ﬁ) exp ( - /t[h(Xs)]Tst

t
0

_%/Ot“h(Xs)HQdS—I—/ (A(X,) = ds), te[0,T]. (2.4.1)

In what follows, we will show that A is a (P, F)-martingale under some assumptions. The neces-
sary and sufficient conditions for absolute continuity of measures have been studies for diffusion
type by Liptser and Shiryaev (1974a), page 257-291, for point processes, by Liptser and Shiryaev
(1974b), page 336-345, Brémaud (1981), Theorem T4, page 168, Theorem T11, page 242.

Now we introduce conditions under which A is a martingale. For general case, the classical
condition is Novikov’s condition, see Protter (2005), Theorem 41, page 140. Notice, for this
special case, B is independent of X. We have an alternative condition provided as follows.

Assumption 2.3. We assume that h : R® — R! is a measurable function such that

T
E[/O Ih(X,)|%ds| < oo (2.4.2)

Lemma 2.3. Suppose that Assumptions 2.3 and 2.2 are fulfilled, then

E(A;) =1 for t €[0,T].

Proof. For sake of simplicity, define

1~X17t ‘= exp [— /Ot[h(Xs)]Tst — %/Ot ||h(Xs)||2d8],
Aoy ::{ H ﬁ} exp [/(:()\(XS) - 1)d5].

With Assumption 2.3, apply Liptser and Shiryaev (1974a), Example 4, page 234, or Note 3,
page 278, we get

E(Ay | FX) = 1. (2.4.3)
With Assumption 2.2, Brémaud (1981), Theorem T11, page 242, shows

E(Ag s F¥) = 1. (2.4.4)

"The product [], _, is taken to be 1 if 71 > ¢.
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Combining Equation (2.4.3) and (2.4.4), we get
E(A:) =E[E(A:|7Y)]
=E[B(Ay, Ao 7]
—E [E(A14 5B (Re 7)) =1

The desired result is obtained.

For reader’s convenience we present the proof of Equation (2.4.3) and (2.4.4) here. Note that
B is mdependent of X, by Assumption (2.4.2), applying Shreve (2004), Theorem 4.4.9, given
F&, — [3[(Xs)]TdBs is normally distributed with mean zero and variance [ |h(X;)|*ds. So
we obtain Equatlon (2.4.3). Furthermore, notice

B(Rad] X) = exp | /Oth ~ 1)as]E (HA —|7).

Given }'tX and 7; <1t < 741, the variables 7y < 79... < 7; are distributed like j order statistics

from a sample of independent random variable w1th density A(X fo ,s € 10,t]. So
1 X\ _ X = ! X
E(T];It )\(XTn—) “E ) _E(1{7'1>t}‘ft ) + ;E<1Tj§t§7}+1 TH )\(XTn_) ‘ft )
t 4
=exp [—/ M Xs)d } fo . C— :
0 =0 J: (Jo MXy)ds)I
t
=exp {— / )\(Xs)ds} exp(t)
0
Equation (2.4.4) is obtained. O

It is now time to show that A is a martingale.
Proposition 2.4. Suppose that Assumptions 2.3 and 2.2 are fulfilled, then process {]\t}ogtST,
defined by Equation (2.4.1), is a nonnegative (P,F)-martingale.

Proof. First we show {[\t}qgth is a (P, F)-nonnegative-local martingale and a (P, [F)-supermartingale.
By It6’s formula, process A satisfies the equation

. b b oNX,l)—1 s
A =1— [ Ag_[h(X, TdBS—/AS_Sid YS—/ Xy du).
== [ hemosayan- [ 8 285 [
Define
inf{t<T]]\t
Sp = or fo |h(X H2d8>n or fo IA(X )—l\dsZn}, if {..} #0,

T, otherwise.

Applying Brémaud (1981), (II, T8) and Shreve (2004), Theorem 11.4.5, we obtain At/\S’n is a
(P, F)-martingale. Now A is bounded, therefore, Y has only finitely many jumps in [0, T']. Notice
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that A, is a left-continuous process, we have sup;cjory|Ai—| < o0, a.s.. Moreover we have

fOT |h(X,)||?ds < o0, P — a.s., A is bounded, P — a.s.. Therefore A, is a (P, F)-nonnegative local
martingale. It is nonnegative, by Lemma 2.3

E(|A]) = E(A;) = 1 < oo,

It is integrable and therefore, by Brémaud (1981), (I, E8), page 8, it is a (P, F)-supermartingale.

Furthermore, application of Lemma 2.3, Brémaud (1981) I, E6, page 7, shows that {At}ogth is
a (P,[F)-martingale. O

Define the new measure P on the measureable space (£, F) by

PO(A) = /A R (w)P(dw),

for all A € F. Denote by EY the expectation w.r.t. P

Proposition 2.5. If Assumption 2.3 and 2.2 hold, then,

1 PY is a probability measure.

2 The law of the process X under P° is the same as its law under P.
2 Under PV, Z is a standard Brownian motion.

4 Under P°, Y is a standard Poisson process with intensity 1.

5 Under PV, the processes X, Z and Y are independent.

Proof. Results follow from Proposition 2.4 and Girsanov’s theorem for semimartingales, see for
instance, Jacod and Shiryaev (2003), Theorem 3.24, page 172. O

Lemma 2.6. Suppose that Assumption 2.8 and 2.2 are fulfilled. Define
A=A telo,T), (2.4.5)

where A is defined by Equation (2.4.1). Then A is a (P,F)-martingale. EO(A;) = 1 and A; =

EO(%U}) for allt > 0.

Proof. First we have
E%(A;) = E(AA;) = 1. (2.4.6)

By Brémaud (1981), (I, E6), page 7, in order to show A; is a martingale with respect to F; and
PV, it is suffices to show it is a (P, F)-supermartingale. This can be obtained similarly as the
proof of Proposition 2.4. To be precisely, by the definition of A,

t

e TL Yoo ([10ro17 a4 [ Iaceoiias— [ o) - )

(T A Yo (= [meerave =3 [ inxoieas - [0 - 1as).

™ <t
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Applying It6’s formula
t
A=t [ A {IOTdZ + () - DY - ).
0

Define

. { inf {t <TIA- >n o [U(XS)|2ds > n or [!A(XS) — 1|ds > n} it {0} #0,

T, otherwise.

Applying Brémaud (1981), (II, T8) and Shreve (2004), Theorem 11.4.5, we obtain /imgn is a
(P, F)-martingale. Now, Y is a Poisson processes with intensity 1, therefore, Y has only finitely
many jumps in [0,77]. Notice that A;_ is a left-continuous process, we have sup,cp 7 [A+—| < oo,

a.s.. Moreover we have fOT |h(Xs)||?ds < oo, P — a.s., A is bounded, P — a.s.. Therefore, A, is a
(P, F)-nonnegative local martingale. It is nonnegative, by Equation (2.4.6),

E(|A]) = E(A;) =1 < .

It is integrable and therefore, By Brémaud (1981), (I, E8), page 8, a (P,[F)-supermartingale.
O

2.4.2 The unnormalized filtering equations

Followed the idea from Bain and Crisan (2009), Proposition 3.15, page 56, we have the following
result.

Proposition 2.7. Let U be an integrable Fi-measurable random variable. Then

E[U|F/Y] = E°[U|FZY).

Proof. Let us denote by .7:"tZ’Y = 0(Ztsu — Zt,Yii — Y550 < u < T — t), then .7-"TZ’Y =
J(J:tZ’Y,]:"tZ’Y). Under P°, ]:}Z Y ]:TZ Y g independent of F; because Z is an F;-adapted Brow-
nian motion and Y is Poisson process with intensity 1. Noting that U is F;-adapted, using the
properties of the conditional expectation, we get

E°[U|F7Y] = E° [U‘J(EZ’Y,JZZ’Y)] = E[U|F2Y). (2.4.7)
0

In the following proposition, known as Kallianpur-Striebel formula, see Kallianpur and Striebel
(1968), we show that the distribution of X; given ]—"tZ’Y under the original measure P can be
calculated in terms of conditional expectations under the new measure PY. In other word, it is
suffice to compute the numerator on the right hand side of Equation (2.4.8).

Proposition 2.8 (Kallianpur-Striebel). Suppose that Assumptions 2.3 and 2.2 are fulfilled. For
any | € L=(RY), ¢ € [0,7],

_ B CDAFRY) _ plf) (2.48)

EO(A| 7Y pe(1)

E(f(Xt)‘ftZ’Y)
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Proof. See the proof of Bain and Crisan (2009), Proposition 6.1. O

In the following, we further assume that

P /0 “lpu(IDPds < oc] =1, (2.4.9)

]P’O[/()T[ps(l)]st < oo} = 1. (2.4.10)

Under condition (2.4.9), the stochastic integral fg ps(fhT)dZ, is a (P°,F)-local martingale for

any bounded measurable function f. Moreover, the stochastic integral fg ps—(f(A=1))d(Ys — s)
is a (PY,F)-martingale for any bounded measurable function f in view of bounded of A, by
integration theorem. For details see Brémaud (1981), Theorem T8, page 27.

Now, we are ready to present the main result of this section. In the following, we show {pt}te[O,T]
satisfies the following linear SPDE.

Theorem 2.9. Suppose that Assumptions 2.3 and 2.2 are fulfilled. Further more, if conditions
(2.4.9) and (2.4.10) are satisfied then the processes p satisfies

pi(f) =mo(f) + /0 pa(Cf)ds + /0 palFRT )2,

+/O Ps— (f()\ — 1))d(YS —s), PV —a.s., Vte[0,T], (2.4.11)

for any f € D(L).

The approach leading to the dynamics evolution of for the unnormalized conditional measure has
been developed in doctoral Duncan (1967), Mortensen (1966) and the important paper of Zakai
(1969). The linear SPDE (2.4.11) is therefore known as the Duncan-Mortensen-Zakai equation,
or simply, Zakai equation.

Proof of Theorem 2.9. We first approximate A; with A given by A; = %;At, g > 0. The
definition of A; implies that
dA; = A, [h(Xt)TdZt + (MX) — Dd(Y; — 1)) (2.4.12)

The It6 formula for jump process, see for instance Shreve (2004) Theorem 11.5.1, shows

2 =n5+ | ATz, + / s
¢ 0 (1 + EAS)2 0 (1 + EAS)S

t A A
) (X)) =1)d A2 2.4.13
|| G et 2 AT (2.4.13)
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The product rule for semimartingales, together with Equation (2.4.13) and (2.2.5), implies that
NFO0) =067 (%) + [ A5t + [ FOG)as + 1A% 5000

=15100)+ / AS(LS)(X)ds + /0 Agantf

2
/ F) -5 jAA TP

/f T — s

(Xs—)As— ()‘(Xs—) - 1)
+/0 (4 b MK ) (L e, )

Taking conditional expectations on both sides, we get
ED v [AFF(X0)] =B [A5£(X0)]
T T

+EL /AE LI)(X ds}+EOZY /AEde]

T

0 T
TE)2y | / FX 1+5 o) az,]

eA?
L[ [ 0x = T ]

| /f 1+ AT eny F(A(X,) — 1)ds]

XA, (A(Xe) — 1)

0

tEpr /0 L+ A, MK, ))(1 +5AS,)dYs}'

2:E1 —|—E2 —|—E3+E4+E5 +E6+E7, (2414)

correspondingly. Compare to the Equation (2.4.11), it remains to show that, P° —a.s., as ¢ — 0,
t
By [M1OD] = D Br=min). B2 [ plepis Bi=o

E4—>/Otps(th) s Bs=0, Eﬁe/ps —1)ds, Ew/ps_ ~1))ay,.
In the following, we show this step by step. First, by the pointwise convergence of Aj — Ay,
Ehi% A f(Xe) = A f(X2).
We have that
E°[AF F(XO)] < (1B (Ar) = | locB(AeAs) = [|flloo < o0,
as A;A; = 1. Then, the dominated convergence theorem gives that

B BS 7 (A7 £(X0)] = B [Mf (X0)] = pu(F), P = s (2.4.15)
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In a similar way,

lim £y = E) 2y [Mof(X0)] = mo(f), P’ —as. (2.4.16)
e— T

Now we consider Fs. Note that,

1
E) 7y /Ae L)(X,)ds| = ZY‘/ 1+5A ~( S)ds‘§g||£f\|ooT<oo.

By Fubini’s theorem, we rewrite Eo as

t
By = /O E) 7 [Ag(ﬁ f)(XS)}ds. (2.4.17)
Moreover,

We have that
0 t 0 0 t 0
B( [ B ev () (Xlds) <BO( [ B o (e fll)as)
t
. / EO(A,)ds

t
1L f 1o / E(AsAs)ds = [L£fllsot < oo,

such that the dominated convergence theorem implies the desired result for Es:

e—0

lim B, = /0 tEgEg,Y [As(ﬁf)(Xs)]ds - /0 L oLf)ds, PO as. (2.4.18)

Since A§ is bounded, apply Protter (2005), Corollary 3, page 73 and Bain and Crisan (2009),
Lemma 3.21, page 59,

B3 = 0. (2.4.19)

Before considering Ey4, we first have the following square integrability,

2 [ o) Ieeoikas] =28 [ 00 22 a b P
||f||oo : :
oo o / AdlIn(X)|Pds]

:% [ e A P]as
_% /OtE[Hh(XS)H?}ds < .

The last inequality follows from Equation (2.4.2). According to Bain and Crisan (2009), Lemma
6.6, we change the order of conditional expectation and stochastic integral, and we rewrite Fy
equivalently as

E,= /Ot Eofqu [f(Xs)(l_'_A#s)gh(Xs)T] dZs.
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Now consider the following process

A,
tH/ o | X o h(X,)T] 2. (2.4.20)

We now show this is a martingale by using Jensen’s inequality, Fubini’s Theorem and Equation
(2.4.2),

g |10 1+5A) o)) o)
= / s (s 1+5A) T eny) Jas)
SEO{/EOZY[f% O e ORI as)
<Moo [0 Pl
L (e [, hx s
U [ g ] ds < o

As 7 is a standard Brownian motion under measure P°, the stochastic integral defined in Equa-
tion (2.4.20) is a (PY,F)-martingale by Shreve (2004), Theorem 4.3.1, page 134. Moreover, from
the condition (2.4.9), the postulated limit process as ¢ — 0,

t
/ ps(fh1)dZ, (2.4.21)
0
is a local martingale. Thus, the difference of (2.4.20) and (2.4.21) is a local martingale:
t A2(2 +eAy)
By | T "az.,. 2.4.22
| B [ ronxy (2422
Define
eN2(2+eAy) T
Since the pointwise limit
iy =0

and, taking into account Equation (2.4.9), we get the following dominating,
E(};,Y\lfs\l SE(}TZ,Y(2||f||ooAs||h(Xs)H) = 2/| flloops(lIBl) < 00, P° ~a.s.,

for almost every s € [0,7], dominated convergence theorem shows that for almost every s €
[0, 77,

;ii% }EO}_Z’yfs =0, P° — a.s.
T
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Furthermore, by Equation (2.4.9)

t 2 t
/ [E) 2 (6] ds g4||f||§o/ [ps|hl]?ds < 00, P* — a.s..
0 T 0

The value of the integral fg limeﬁo[EOfZ’Y (&5)]2ds is not modified with the change of the function
T

lilrng_)()[IEOFZ,Y(fs)]2 on the set of Lebesgue zero measure. The dominated convergence theorem
T
implies

! 0 2 0
lim ; [Eﬁfy(fs)] ds =0, P’ —a.s..

e—0

By central limit theorem for stochastic integrals, see Revuz and Yor (1999), page 152, the integral
in Equation (2.4.22) convergence to 0, P® — a.s. Then, we get the desired result for Ey,

t
lim £y = / ps(fh1)dZs, PY —a.s.. (2.4.23)
E— 0
The desired result of Fx
lim F5 = 0, P? — a.s. (2.4.24)
E—

is obtain as a consequence of dominated convergence theorem by the pointwise limit,

€ 2
iny £(X.) (s I IE) =0

e—0

and the dominating,
eA? ¢
0 [ 1700 o 1O P las] <l [ Adiaccoas]
t
=fllo [ E|lIR(Xs)]?|d :
11 [ B[IR(X)IE]ds < o0

Now we consider Eg. Since, A is bounded, we get the following boundedness,
of [
AMXg) — 1D)|ds| <||f||eoE A AN(Xs) — 1]d
0 [ 1700 25 00 — 1las] <l [ A - 1163
t
= fllco / E(|A—1|)ds
7o | E(IA=11)

<00.

Guaranteed by Fubini’s theorem, we change the order of conditional expectation and integral,
and rewrite Fg equivalently as

B = [ B [0 2 ) - D] .

Since the pointwise limit

lim P T ean
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and, in view of bounded, the dominating
B0 [ 0 100 oy ) = 1] = 1l [ BN~ s < o0
o 1 (1+eh,)? ’ = Jo ’
dominated convergence theorem shows the desired result for Fjg,

t
lim F = / ps(A —1)ds, P° —a.s.. (2.4.25)
E— 0

It remains to study E~r. For sake of simplicity, define

€ . f(Xs—)As— ()\(XS_) _ 1)
CT AT A A X)) (I eAe)

then E7 can be rewritten as,

t
Er=E,, (/ H;dYS).
FZ 0
Notice the boundedness

1/

€

|Hf| < |2|°° < 00,

change the order of stochastic integral and conditional expectation, which is guaranteed by
stochastic Fubini’s theorem, see Protter (2005), Theorem 64, page 207, E; can be rewritten as

t
E; = / E 7y (HS)dYs.
0 T
Combining the pointwise limit

lim HE = f(X;_)Ar (A(Xt,) - 1), PO a.s,

e—0

and the dominating
E%(ESzv [H|) < EO(HfHoolM - 1HooE°fz,Y(At—)) = [[flloollA = oo < 00,
T T

stochastic dominated convergence theorem, see Protter (2005), Theorem 32, page 174, implies
that for almost every s € [0, 7],

lm EY 7y (Ht> —E}zy ( FOX) A (M (X)) — 1)).
On the other hand
pr (SO =) =1lim ps (73 - 1))
—tim B’ £(X,)(A(X,) = DAJFZY)

sTt

=E°(F (X, (MXas) — DA)FAY),
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where the last equality follows from Liptser and Shiryaev (1974a), Theorem 1.6, page 17. Hence
we get

lim EY 7. (Hf) = pi (F(A = 1))

By Equation (2.4.10), together with boundedness of f and A, dominated convergence theorem
shows that

t
lim, E7 :/ po_ (f()\ - 1))dy;, PO — g.s.. (2.4.26)
E— 0

Summing up, the Zakai equation is obtained. ]
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Chapter 3

Numerical methods

We are interested in the conditional distribution of the state process X given the past observa-
tion. In general, this is an infinite dimensional problem, i.e. we cannot obtain the conditional
distribution by a finite set of parameters. Therefore, it is normal to look for a finite dimensional
approximation which can be used in practical applications. There are various numerical methods
for this, some of which we list below. For a more comprehensive listing of these methods , we
refer to Budhiraja, Chen, and Lee (2007), Bain and Crisan (2009), page 191-217.

To begin, we have the spectral approach for SPDEs which is based on the Cameron-Martin ver-
sion of the Wiener Chaos expansion. The main advantage of the spectral approach, as compared
to most other nonlinear filtering algorithms, is that the time consuming computations, including
solving partial differential equations and evaluation of integrals, are performed in advance. The
real-time part is relatively simple, even when the dimension of the state process is large. For
further details, see Lototsky (2006). Unfortunately, the spectral approach only works for SPDEs
driven by white noise and is not useful for Model (2.2.9) with jump.

Next, we have the extended Kalman filter which is a linearized approximation of the original
problem. The EKF does not always perform well and, in fact, performs poorly if the nonlinearities
are strong, see Bain and Crisan (2009), page 196. It will give a good estimate only when the
coefficients are ‘slightly’ nonlinear, see Bain and Crisan (2009), Theorem 8.5, page 195. The
accuracy of results obtained using EKF is neither verifiable, nor reliable. It only works for SPDEs
driven by white noise and is not useful for Model (2.2.9) with additional jump observations.

In Section 2.1.3, we show the filter for a finite-state Markov chain is finite dimensional. Therefore,
it is logical to consider approximations of the state process X by a sequence X" which are finite-
state Markov chains, see for instance Frey and Runggaldier (2010).

Similar to the Markov chain approximation method, the particle methods are a finite dimen-
sional approximation of unnormalized measure p by discretisation of the state variable, see for
instance Carpenter, Clifford, and Fearnhead (1999), Crisan, Moral, and Lyons (1999). However,
particle methods are more flexible and easier to implement. The basic idea is to approximate
the conditional expectation by Monto Carlo methods.

In Chapter 5, we will introduce an additional numerical method. We will show that the unnormal-
ized conditional density is the solution of a partial differential equation, although a stochastic
one. Therefore, we can apply classical PDE methods, such as the Galerkin method (see for
instance Germani and Piccioni (1984)), to the stochastic PDEs and obtain a density approxi-
mation. A detailed introduction of Galerkin method follows in Chapters 6 and 7.

25
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Here, in Chapter 3, we summarize the existing results concerning the finite-dimensional approx-
imation of Model (2.2.9), as introduced in Section 2.2. Throughout this Chapter, we will assume
d, the dimension of the state process X, is 1. Generalization to the multi-dimensional case is
easily obtained. We present three classical filters beginning in Section 3.1 with an introduction
to a finite dimensional filter based on the conditional distributions are Gaussian functions. In
Section 3.2, we introduce the filter obtained by the finite-state Markov chain approximation and,
in Section 3.3, we introduce particle filter.

3.1 A finite dimensional filter

Since Model (2.2.9) has additional jump observations, we can not directly solve the corresponding
nonlinear filtering problem using the Kalman-Bucy filter or the extended Kalman filter(EKF).
In this section, we provide a finite dimensional approximation of the nonlinear filtering problem
w.r.t. Model (2.2.9), where A is specified as a exponential function, see Fontana and Runggaldier
(2010). We will show, after approximation, the conditional distribution is a linear combination
of Gaussian functions and consequently, it can be determined by a set of finite parameters.

In Section 3.1.1, we introduce two special cases for which the conditional distribution is Gaussian
or a linear combination of Gaussian functions. In Section 3.1.2, we introduce a numerical method
for Model (2.2.9), motivated by these two special cases.

3.1.1 Two special cases

In Section 2.1.3, we gave an introduction of the classical Kalman-Bucy filter where the signal
is Gaussian and the observation is linear. The conditional distribution is also Gaussian and
consequently, the filter is determined by two parameters: the conditional mean and conditional
variance.

Now, we will study the nonlinear filtering problem w.r.t. Model (2.2.9) which is with additional
jumps observations. We introduce two special cases where for Case 1, the Gaussianity is preserved
between jumps, and for Case 2, the Gaussianity is preserved at times of jump.

Casel

In this case, we consider linear model and include additional jump observation. We show, for
this case, the Gaussianity is preserved until the time of the first jump.

Consider Model (2.1.4), with additional jump observation, the intensity is a quadratic function
of the state process X. The reason we assume quadratic instead of linearity is to preserve the
positivity of the intensity. More precisely, we consider the following model, for ¢ € [0, 7],

dXy = (b Xy + bY)dt + &,dV,

dZ; = (b Xy + h)dt + dBy,

Y; is a doubly stochastic Poisson process with intensity S\%Xf + X%Xt + 5\? )
and jumping times 71, T2, ....

(3.1.1)

Here, the assumptions of X and Z are as same as assumptions in Section 2.1.3. Moreover, we
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assume that the coefficients 5\?, 5\,} and 5\? are deterministic R-valued processes, and for ¢ € [0, 77,

A2 >0, and M\ —

>0 (3.1.2)

to guarantee the positivity of the jump intensity.

We now study the conditional distribution of X; given past observations of Z and Y before 7,
the time of the first jump. We have the following conjecture: Before 71, that is , for 0 <t < 7,
the conditional distribution of X; given the past observations of Z and Y is Gaussian with mean
Xt and variance P; defined as follows:

X, = E[X|FPY], P = E[(Xt - Xtﬂﬁz’y}. (3.1.3)

And the process {(Xt, P) }te[o ) is the unique solution to the following equations, for 0 < ¢ < 7y,

dX; = (b Xy + B))dt + Iy P, [dzt (X + Bg)dt] - [QX,?PtXt + X;Pt] dt,

4P =62+ 20 P, — hi P} — 2\? P2,
with Xo = E(Xo) and Py = E{(XO - X0)2].
Remark 3.1. The proof of the Gaussianity preserving becomes too involved to be covered here.
We only present the idea of the proof. To simplify, we consider the simple case of Model (3.1.1).
That is for t € [0,T],

dX; = bX,dt + 5dV,

d Z; = hX,dt + dBy,

Y; is a doubly stochastic Poisson process with intensity S\QX,?,
and jumping times T1, T2, ....

(3.1.4)

where l;,ﬁ eR, o >0, A2 > 0 are constants. The other assumptions are as same as Model
(3.1.1). Now we assume {(Xt’Pt)}te[o &) s the solution of the following SDEs

dX, = bX,dt + hP, {dZt _ BXtdt] _ [2X2Ptf(t] dt, telo,m)
4P, =52+ 2bP, — hP? — 2)\*P?,

with Xy = E(Xo) and Py = E[(Xo — XO)Q]. We then show in the following that, before T1, the
conditional distribution of X; given ftZ Y is Gaussian with conditional mean X, and conditional
variance P;. Let {Qt}te[o,n) be the density of the unnormalized conditional distribution of X, it
can be shown it is the solution of the following SPDE

{ dg; = L*qudt + hxqdZ, — (N2x? — 1)qdt, t€[0,7) (3.1.5)

qo = Po;,
where L is the generator of X, L* is the adjoint of L and

£ =) + 5(0)

2 0

5ol Ve D).
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Recall, pg is the density of the law of Xg. Notice, Xqy is a normal distributed random wvariable
with mean Xo and variance Py, then

1 _ (z—X0)?

po(x) = me 2P zelR.
Define
1 _e=X)®
ut(flf) = Cy /—27TP,5€ 2P te [077—1)7

with {Ct}iejo,r,) 8 the solution of the following SDE

{ dC, = C, [ﬁXtdZt (NP ENK)E - Ddt], zeR, telo,n),
Co=1.

Notice, for t € [0,1), u are Gaussian functions, therefore, the desired result is obtained if we
can show u is the unique solution of Equation (3.1.5). In fact, on the one hand, notice, by Ité
formula,

1 1
—C
V2rP,  '\2nPh,

1 - A - o A
=Cy——— |h X, dZ; — (V2P + N2(X,)? — 1)dt
t\/m[ +dZy — ( y + A4(XY) )dt + |

(z — Xt)2] _T— Xth _ (ﬁ)213t2dt G X,)?
2P, T ) 2P, P,

. ) o 1 1
dc, [hXtdZt (NP A2(X)? — l)dt] O

Nz AT
ap|,

dP,

L
2P,

d[— dPtu

(@—%)? (@—%4)2 AP %% - X, -~
de” 2Ptt —e 2Ptt d[_%] + 16_ 2Ptt [x Xt hPt]2dt
t

2 P;
%{x —- X, . (h)?2P? (x — X;)?

= dX; — L at
© Tt uTh M ap YT opn

1 N~
AP, + Sl(w — XohPdt}.
then
1 _(z=Xp)?
S
Lt
1 (@—Xp)2 1 _(@—X%p)? . r— X
2P, Ci——d 2P, hX:]|—
VIR Ot T ey

:ut{ﬁf(tdZt (NP N2(X)2 — 1)dt 4 [~ ——]dP,)

du; =d [ct

=(dCy

b

2P,

t—X; o (h)?P? (. — X;)? 1 oy

ax, — dt AP, + =[(z — X))} dt}
+“t{ P, t=op Ut app T 5@ = Xu)hl

~

x—Xt

t

+ ug [ X[ |hPydt
- - o 1 . . .
:ut{hXtdZt — (VP + R(X)? - Vit + [~55)[6> + 2bP, — IP? — 2 Pt}
t

n ut{ “" ;f(t <5Xtdt +hP, [dZt _ BXtdt} _ [2%35{4 dt) _

(x — X;)?
2P, P;

+ ue[h Xy (z — X;)h)dt.

(h)*P}

t

dt

. - - 1 ..
(6% + 2bP, — 2P} = 20 PPdt + 5 [(z - Xt)h]th}
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It can be rewritten as

_ ~ ~.’E—Xt 1~2 1 -T_th 7 12,.2
duy —ut{ b+ bx 2 + 2(0) 2} + 2} ] }}dt—l—ut{hdet (AN z 1)dt}.
(3.1.6)
On the other hand, notice
* 6‘* 1,,262 > ‘*aUt 1,,262
L Uy = —%(bCCUt) + 5(0’) w’u,t == —but — bx% + 5(0’) w’u,t,
with
%7_55—)% O*uy _ 1 [x—Xt]Q
ox N Pt U 63?2 N Ptut Pt ut:
Then
Eut—ut{ b+ bx 2 -1-2(0)[ Pt+[ 2 ]}}
We get
L¥ugdt + haudZ, — (Na? — 1V)ugdt (3.1.7)

c—X, 1, .7 1 z-X,
5 + 57| 55

Combining Equation (3.1.6) and (3.1.7), u satisfies

:ut{ —b+ba ]2} }dt + ut{idet — (A22? — l)dt}.

duy = L*uydt + haudZ;, — (5\2:1:2 — Duydt.

That is {ut}iejo,m) is the solution Equation (3.1.5).

Now we generalize this result to the following model, for ¢ € [0,T7,

dXy = [b(t, Z,Y)X; +0°(t, Z,Y)]dt + & (t, Z,Y)dV},
dZy = [(h(t,Z,Y) Xy + hO(t, Z,Y)|dt + dB,
Y; is a doubly stochastic Poisson process
with intensity A2(¢, Z, Y)X? + A'(t, Z,Y) X; + X0 (¢, Z,Y),

and jumping times 71, T2, ....

where b, 8%, 7, h, h%, A2, Al and \° are {EZ’Y}-adapted, and again, we assume

Y2 s (A)?
A >0, and A\ —-—=5-2>0 (3.1.8)
4

to guarantee the positivity of the intensity.

As above, before the time of first jump of Y, that is , for 0 < ¢ < 71, the conditional distribution
of X given the past observation of Z and Y is Gaussian with mean X; and variance F;. The

process {(Xt, Pt)} te0.71) is the unique solution to the following equations, for 0 <t < 71,

dX; = [B(t, Z,Y) X+ 00(t, Z, Y)}dt
Vh(t, Z,Y)P, [dZt _ (E(t, Z,Y)X, +10(t, Z, Y))dt}
—2X2(t, Z,Y) X, Pydt — N\(t, Z,Y) Pydt,
_ _ 2 _ 2
4p, = G2t Z,Y) + 2b(t, Z,Y) P — [h(t, Z,Y)} j 2[A2(t, Z, Y)} P2,

(3.1.9)
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with Xy = E(Xo) and Py = E[(Xy — X0)?].

It can be shown that Equation (3.1.9) still holds between jumps, that is for 7, < ¢t < 7,41, if
the conditional distribution of the state X at time 7,, given the past observation of Z and Y is
Gaussian.

Case2
Consider Model (2.2.9) with the jump intensity A specified as follows
ANz) =co+c1e®®, xR, (3.1.10)

where ¢5 € R and ¢g,c; € R, In what follows, we will show that, A defined by Equation (3.1.10)
guarantees of preserving Gaussianity at times of jump.

By Frey and Runggaldier (2010), Theorem 6.4, the update of the conditional distribution at the
time of jump is as following, for ¢t = 7,79, . . .,

Then, motivated by Fontana and Runggaldier (2010), Proposition 8, we have the following
Gaussianity preserving result.

Theorem 3.1. If p;_ ~ N(u,02), u € R and o € RY, then p; is a linear combination of 2
Gaussian distributions N(u,0%) and N(u + o%cz,0%) with corresponding weights wy and ws,
where

(pto?cz)®—p?

Co C1 exp(T)
wl = 3 5 5 > ’[1)2 = B) 22 - (3111)
o+ ¢ exp(%) o +c1 exp(%)

3.1.2 A finite dimensional filter

The objective of this section is to introduce a finite dimensional approximation of the nonlinear
filtering problem, motivated by Case 1 and Case 2, w.r.t. Model (2.2.9) with default intensity A
specified as some exponential functions.

Consider Model (2.2.9) with the jump intensity A specified as (3.1.10). With this assumption
the Gaussianity is preserved at times of jump by Case 2, Theorem 3.1. Between jumps, notice
that Model (2.2.9) is a nonlinear model. In order to apply the result of Case 1, we linearize of
the state model and the continuous observation Z, and we take the quadratic approximation
of jump intensity. Consequently, the Gaussianity is preserved between jumps. To sum up, after
approximation, the conditional distribution is a linear combination of Gaussian functions and

consequently can be obtained by finite number of parameters. Finally, we give the algorithm of
the filter for Model (2.2.9).

Filtering between jumps

We have shown in Section 3.1.1, for Model (3.1.1) the conditional distribution is Gaussian before
the time of the first jump. We now applying this result to numerically solve the nonlinear filtering
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problem w.r.t. Model (2.2.9). One key point is to approximate Model (2.2.9) to obtain Model
(3.1.1), applying Taylor expansion. Assume the prior estimate of z is Z then we approximate o,
the diffusion coefficient in the state equation, by the 0-th order Taylor expansion,

o(r) ~ o(T).
Next, we linearize b, h using the 1-th order Taylor expansion,

b(z) ~b(z) + V' (z)(z — ),
h(z) =h(z) + b (z)(x — 7).

Finally, we approximate A by a quadratic function, using the 2-th order Taylor expansion,

Mz) ~AE) + N (@) (2 — &) + %A”(a‘c)(m ) (3.1.12)
=(co + 167) + c1c2e?" (x — T) + 301(02)26'3%%(% —z)?
>0,

where the equality follows from the Equation (3.1.10), the definition of A, and the inequality
follows from cq(c2)?e®® > 0 and

_ cre €C2:i 2 B 1 _ 1 B
(Co + 6160236‘) _ 4[5012(7)2]602% — (CO 4 Clecz:v) _ 5Cleczzv = co+ Eclech > 0.
2

In order to apply this idea to Model (2.2.9), we should have an prior estimate Z of the state X
first. For example, the prior estimate Z can be the solution of the ordinary differential equation

dzy = b(z)dt  with :coz/:cpo(:c)d:c.
R

Then, by approximation of the nonlinear coefficients with Taylor expansion near Z, we have the
following approximation of Model (2.2.9), for 0 <t < 7,
dXt ~ [bl(.il_?t)(Xt — ft) + b(ft)]dt + O'(ft)d‘/t,
dZt ~ [h/(.il_?t)(Xt — .Cl_ft) + h(ft)]dt + dBt,
Y is approximated by a doubly stochastic Poisson process
with intensity $A"(Z,)(X; — 2¢)? + N (Z4)(Xe — @) + M&¢) > 0.

The positivity of intensity is guaranteed by Equation (3.1.12). The conditional distribution of
X, is approximated by a normal distribution with mean X; and variance P; which satisfy, by
Equation (3.1.9), for 0 <t < 7y,
dX, = [b'(ft)f(t 4 b() — b'(gzt):e} dt
R (2P, [ dZ; — (B (20) Xy + B(E) — B (30)70)dt]
—N'(Z) X, Pydt — N (%) Pydt + N (%) 7, Py,
2 2
9P, = 0%(z) + 26/ (74) Py — [h’(:@t)] P2 2[9"(@)} P2,

Similarly, we can take X as the prior estimator. The filter between jumps is then the solution
of the following system, for 0 <t < 71,

dX; = b(Xy)dt + I (X,) Py [dzt - h(Xt)dt} ~N(X) Pt
. . .12 L 72 (3.1.13)
4P, = 0%(Xy) + 26 (X)) Py — [h’(Xt)] pr-1 [)\”(Xt)} P2,
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Filtering at a jump time

Apply Theorem 3.1, A defined by Equation (3.1.10) guarantees of preserving Gaussianity at the
time of jump.

To sum up, after approximation, at time ¢, the conditional density is a linear combination

of Gaussian functions with conditional mean, conditional variance, defined by X,fk), Pt(k) and

corresponding weights, defined by ggk), which is the coefficient of the linear combination. Here,

k = 1,2,.... Hence, the conditional density can be determined, if one can determined X,fk),
Pt(k) and ggk). Suppose that Xy is normal distributed with mean pg and variance rg, then,

the algorithm of the finite dimensional filter for Model (2.2.9) with jump intensity specifies as
(3.1.10) is as follows.

Algorithm

i Set p = 0, X(()l) = Lo, Po(l) = rg and gél) = 1. For t = 0, the filtering distribution is a
Gaussian distribution N(Xél) , Po(l)).

ii Forn=1,2,...,

(a) For t € [r,_1,7n), the filtering distribution is linear combinations of 2"~! Gaussian
distributions N(Xt(k), Pt(k)) with corresponding weights ggk), k=1,2,...,2" ! Here

Xt(k), Pt(k) are solutions of Equation (3.1.13) with starting points Xﬁf)_l,PT(le. And

o = o).

(b) For t = 7, the filtering distribution is linear combination of 2" Gaussian distributions
N(X,fk),Pt(k)) with corresponding weights Q(T]Z), k=1,2,...,2™
Here, recalling wy and ws are defined by Equation (3.1.11), for k = 1,2,...,2" "},
XE = X0 PH =PI ol = ol w.

Tn—"
For k=21 1,27t 42 ... 27

k—2m~1)

Xk = x- 2" (k—2n1)

+ CQP(f:Qn_I)a ng) = Pif: ) QS’IZ) - QTn* w2-

T

3.2 The finite-state Markov chain approximation

This section is devoted to the study of the nonlinear filtering problem w.r.t. Model (2.2.9) by
finite-state Markov chain approximation.

The idea, in the finite-state Markov chain approximation, is to replace the state process X by
a simpler process which approximates X well and is such, that, the corresponding expectations
are easier to compute. As seen, in Section 2.1.3, the filter corresponding to a finite-state Markov
chain is finite dimensional. Consider a sequence of finite-state Markov chain X", with state
space S™ = {s},s},...,sr} and generator matrix Q" = (m?j)nm, see for instance Frey and
Runggaldier (2010), Frey and Schmidt (2009). Here, we assume S is a fixed equidistance grid.
In practice, however, one uses the information from the filtering results to dynamically move the
grid in a suitable manner, see for instance, Cai, Gland, and Zhang (1995). We refer to Dupuis
and Kushner (2001) for details on how to construct the approximating Markov chain. Define
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the conditional probabilities of X™ by p? = (p', pr2,...,pP") ", where p” is the conditional
probability of X/ in state s} provided past observations of Z and Y. Then, p” is the solution
of a n-dimensional stochastic ODE and can be actually be computed recursively.

In Section 3.2.1, we approximate the state process X by a finite state Markov chain X™. Then, in
Section 3.2.2, we compute the corresponding filter, w.r.t. approximated state process X", which
is the solution of a finite dimensional ordinary equation. Finally, in Section 3.2.3, we introduce
the computation strategy for the corresponding ordinary equation.

3.2.1 Approximating Markov chain

The objective of this section, is to approximate the state process X, which is a diffusion process
given by Equation (2.2.1), by a finite state Markov chain X™. The key point is the finite dimen-
sional approximation of £ which is the generator of X. £ is a second order differential operator
defined by Equation (2.2.4). Examples for its finite dimensional approximation can be seen in
Dupuis and Kushner (2001) and Frey and Schmidt (2009). Finally, we show that functioned by
L is approximated by multiplication, by a matrix.

We first fix an equidistant grid S™ = {s},sy,...,s;} with distance A" := s — s ;. Then, we
construct a matrix Q" = (H%)nx” € R™*™ by approximation the derivatives in £. We will show
that

KL >0, 0 # 7§, 3.2.1
)
k<0, i=1,2,...,n, (3.2.2)
Y kp=0,i=12,...,n, (3.2.3)
j=1

which are the sufficient properties for the generator matrix of a Markov chain, see Bain and
Crisan (2009), Exercise 3.6, page 51. Therefore, Q™ can be view as the generator matrix of a
finite-state Markov chain X" with state space S™. Finally, X is approximated by the finite-state
Markov chains X" which has generator matrix Q".

So, the key step is to obtain the generator matrix Q". Here, Q" is determined by finite difference
method to approximate the partial differential operator £, see for instance Dupuis and Kushner
(2001) and Cai, Gland, and Zhang (1995). The finite difference method is a numerical method,
for differential equation, by approximation of derivatives with finite differences. To be precise,
Q" are obtained as follows.

Using the finite difference method, the first order derivatives are approximated as, Vax € R, for
a twice differential function f: R — R,

JathD) 1@ i p(x) > 0,

d 5
%f(a:) ~ { f(x)fzgxfhn) (3.2.4)

, else.

Here, difference approximations for f’(z) are in order to to guarantee Equation (3.2.1), (3.2.2)
and (3.2.3). The second order derivatives are approximated as, Vx € R,

d? _fl@+ht) = 2f(x) + flx = h")
5 f(2) ~ o . (3.2.5)
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With (3.2.4) and (3.2.5), we can give the approximation of £, which is defined by Equation by
(2.2.4), fori =2,3,...,n—1,

O'2 S; 2
2550 =T f) b5 f(s)

o2 si) f(sz —+ h") — 2f(si) + f(sz — h")

T (hn)?
+ f(s:)(— ’bgﬁ)’) + f(si+h) ’b;ﬁ)’ Lp(s)>0 + f(si — h) ’b;ﬁ)’ 1p(s)<0
:‘72(5i) f(siv1) = 2f(si) + f(si-1)
2 ()2
) () g o g B

hn
02 S; b S; 02 S; b Si
=f()] - (hEl)Q) Ry <5i+1)[2<zfn))2 i a0

o2(s; b(s;
+ f(si-1) [Q(ffn))Q + | ;n)|1b(s¢)<0}-

Consequently, Q™ is defined as below, denoting, for i =2,3,...,n—1,

K:: i — — — s

2 (hn)Q hn
n a?(si) | [b(si)l
Kiipl = 2(h")? + 0 1p(s;)>0:

n *(si) | |b(s:)]
i1 i= 2(h")? + % 1y(s;)<0s

Q

K
kij =0, j#Fi—14,i+1
Secondly, 7%, 1 =1,n, j =1,2,...,n, are defined according to Equation (3.2.1), (3.2.2), (3.2.3)
and other conditions. Finally, the other coefficients of Q™ are defined as 0.
With the definition of Q™, we see it satisfies Equation (3.2.1), (3.2.2) and (3.2.3). Now, we have
the following approximation,

Lf(s;) = (Q"f);,

-
with f := (f(s?), f(sh),... ,f(sZ)) . Using Jacod and Shiryaev (2003), Thoerem 4.21, page 558,

if can be shown that X™ obtained as above weakly convergence to X, as n — oo. The sufficient
conditions for weak convergence of X" to X are also discussed by Frey and Runggaldier (2010).

3.2.2 Filter

The objective of this section is to derive the corresponding filter of X™ which is the finite
state Markov chain approximation for X. Define the corresponding stochastic process A™ by, for
t € 10,7,

ap={ TLo 0 bew ([ ocTan.+ 5 [ ixiias - [

™m<t

t()\(XQ) - 1)ds). (3.2.6)
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Define the new measure P%" on the measureable space (€2, F) by
P0(4) = [ (A5) 7 (w)B(d)
A

for all A € F. Denote by E*" the expectation w.r.t. PO".

)

Then, in this case the filter can be represented by the n-dimensional process qf = (¢/'*, ¢7%,...,¢")"
t €[0,T)], with ¢ := EO’”(A?I{X?:S?}].EZ’Y), for i = 1,2,...,n. Consequently, the conditional

expectation can be approximated as follows

FY =3 fhar, tefoT),

i=1

recalling that A is defined by Equation (2.4.5). And by Kallianpur-Striebel formula (2.4.8),

g DN S Tl
2] _

B [ FO0)A|FLY] B [ (X)AT

E[£(0)| 7] ~ E[£(xp)

ZY ‘
EOm[AF|F >
n qm- n '
:Zf(s?) : ﬁ = Zf(s?)p;”,

i=1 Zj:l 4t i=1

where, by normalizing,
: q"
p?Z:W,’L:LQ,...,n, tE[O,T]
j=14¢

Therefore the conditional probabilities are now given by
{17, (5,52, (shpi™) o te 0.7,

with position s? and corresponding conditional probabilities pp.

It can be shown that, similar to Equation (2.1.7) and (2.1.8), the recursive representation of q"
is as follows, for i =1,2,...,n,t € [0,T],

t n t
=+ [ ()i + [ iz + |
j=1

And the matrix representation is

a6 - 1]z ay. - o).

t t t
q = qp +/ (Q”)quds+/ B"q"dZ, +/ B " d(Y, —s), tel0,T], (3.2.7)
0 0 0

where B = diag(h(s?),h(sg), . .,h(sg)) and B := diag()\(s?) 1A — 1). Notice,
this filter is much faster than the Galerkin filter, since the coefficient matrices B" and B* are

diagonal. The Galerkin filter is further introduced in Chapter 7.

The convergence was discussed by, for instance, Frey and Runggaldier (2010) and Frey and
Schmidt (2009). Frey and Runggaldier (2010) show, under suitable assumptions, the approxi-
mating filters convergence in probability. Frey and Schmidt (2009) show the weak convergence of
the filter, that is, for all bounded and continuous function, the conditional expectation of f(X})
given past observation converges to the conditional expectation of f(X;) given past observation,
as n — oQ.
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3.2.3 Numerical solution

This section introduces the numerical method for Equation (3.2.7).

Equation (3.2.7) can be solved numerically with splitting-up method which we will introduce in
Section 7.1.2 in detail. Let 0 = tg < t1 < --- < t < --- < tr, = T be a uniform partition of
the interval [0, 7] with time step A =t — tp_1 = % Assume that {7, }, {Y3, }, k=0,1,...,L

is the sampled trajectories of the observation processes Z and Y at discrete times. q,(C"’A) =
T
(q,gniA), q,g"éA), . ,q,(ﬁ’lA)> , the approximation of the unnormalized conditional distribution qy,

at discrete times (tx,k = 0,1,...,L) is obtained as follows, first q(()n’A) is obtained, by recalling

that pg is the density of the law of Xy,

For k=1,2,...,L,

.
) a® = (a5 Y ) = e [(Q - BYA] G,

k,1 'y 4dk.n
-
2) q,(j’A) = (q]gniA), q,i"f), .. ,(j](ﬁ’lA)> , where for i =1,...,n,
_(n,A h(s?)2A7 _ A
i) = exp (b2, 2, )~ R,
T
3) ql(c"’A) = (q]g"I’A),q,g"Q’A), e ,q,(ﬁ’lA)> , where for i =1,...,n,

g = A(sp) VYoo ),

In the computation, the most complicated part is the matrix exponential in step 1). In general,
the computation of the matrix exponential is difficult if n is large. But notice, it does not depend

on the observations, it only depends on the model. Therefore exp [(Q" —B)‘)A} can be computed
before hand. This is a computational advantage of finite-state Markov chain approximation.

3.3 Particle methods

As same as the Markov chain approximation method and Euler-Maruyama, particles methods
are finite dimensional approximation of unnormalized measure p by discretisation of the state
variable. For n € N, The approximation of the conditional measure, for 0 < ¢t < T, is given

by the discrete probabilities {(:1:%, pr), (x2,p?) ..., (z}, p?)} with position 2! and corresponding
conditional probabilities pi, i = 1,2,...,n. Here n represents the number of particles that are
used to approximate of the measure. But particle methods need not to fix a grid of state and
are very flexible.

Again, this section is devoted to derive the particle filter for Model (2.2.9). The basic idea of
particle filters is to approximate conditional expectations E° { f (Xt)At‘.ﬂZ ’Y} by Monte Carlo
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methods, where A is defined by Equation (2.4.5). By Proposition 2.5, under the new measure P,
the state process X, the continuous observation Z and the jump observation Y are independent
and X has the same law as its law under P. Now we can apply Monte Carlo methods. And the
basic steps of the algorithm are as follows: Assume that trajectories of observations Z and Y
are given.

Algorithm 3.1. i First, according to SDE (2.2.1), independently generate n paths of X
denoted by z%, i=1...,n, 0 <t <T.

i Obtain corresponding paths of A, denoted by at. ai is generated by the following equation,
fori=1,2,...n

t t
a§:1+/ alh(z2)TdZ, +/ [A(:cg)—1]d(y,,,—s), t € [0,7).
0 0
1t Then, the conditional expectation can be approximated as a weighted average
1 <& .
E° [f(Xt)At(fthY} ~ =" fladal, te0T]. (3.3.1)
i=1

And consequently, apply Kallianpur-Striebel formula (2.4.8),

7Y _Eo[f(Xt)AtU:Z’Y] N =3 [
E[f(Xt)‘ft ] = EO[A, ’fz,xf] ~TI le dl

—fot Zn fot ptu

7 1@
where after normalizing,
7
a
. t S
PE o T 1,2,...,n

Zj:l A

Finally, the approximation of the conditional measure is now given as
{hpb), o) )}, e 0,7,
with position xi and corresponding conditional probabilities pi, i = 1,2,...,n.

For the convergence and error of the approximation with only continuous observation see Bain
and Crisan (2009), page 209-290. Similarly, it can be shown, the convergence is true for the case
with additional point process observations.

Let {pf }+c[o,) be the sequences of measure-valued processes

Zataj, e [0,7].

Here, 0 is the Dirac measure. We then have the following convergence result of p™.
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Lemma 3.2. For any f € D(L), we get

(o1 (5) - (1) |F27] = L2,
where

07 =B (FX0A — o)) [ 72Y],

Particle methods are very flexible and easy to implement. It is unlike the Markov chain approxi-
mation method for which one need to fix a grid to approximation the distribution. But it suffers
from severe degeneracy, especially in high dimensions. After a few steps , the majority of the
weights are close to zero and all the weights tend to concentrate on a very few particles. This
reduces the effective of Monte Carlo methods.

There are remedies for this. One example is the branching particle filter. At the precise time,
each existing particle will die or give birth to a random number of offspring proportional to the
weight. The number of particles in the system will remain constant at n. In this way, particles
that stay on the right trajectories (representing by heavy weights) are explored more thoroughly
while particles with unlikely trajectories/positions (representing by little weights) are not carried
forward uselessly. For details and corresponding convergence results, see Bain and Crisan (2009),
Budhiraja, Chen, and Lee (2007).



Chapter 4

Linear stochastic PDEs

We are interested in the solution of the Zakai equation, which is a linear parabolic PDE. There-
fore, we need some existence and uniqueness results for this class of SPDE. Some solutions are
available, including the variational approach, the semigroup approach, and ‘method of moving
frame’. Using these methods, similar results have been obtained on the same type of equations.
The ‘method of moving frame’ is an approach, based on a time dependent coordinate transform,
which reduces a wide class of SPDEs to a class of simpler SDE problems, see for instance Fil-
ipovic, Tappe, and Teichmann (2010). The main purpose of this chapter is to present a short
review of existence results of linear SPDEs by semigroup approach and variational approach.

To simplify notation, let B be a real Banach space, and H be a real separable Hilbert space with
norm || - ||» and scalar product (-, -).

This chapter is based on Peszat and Zabczyk (2007), Prato and Zabczyk (1992), Hairer (2009)
and Pardoux (1979b). We refer also to Gawarecki and Mandrekar (2001), L. Gawarecki (1999),
Kallianpur and Xiong (1995), Knoche (2004), Knoche (2005) and reference therein, for other
interesting results of SPDEs.

In Section 4.1, we study linear SPDEs by the tool of semigroup theory. In Section 4.2, we
introduce the variational approach to linear parabolic SPDEs.

4.1 Semigroup approach

In this section, we give an introduction to semigroup theory of linear SPDEs. The details can be
found in the books Peszat and Zabczyk (2007), Prato and Zabczyk (1992), and Hairer (2009).

In Section 4.1.1, we mainly introduce semigroup theory and in Section 4.1.2, we introduce the
result of linear SPDEs by semigroup approach.

4.1.1 Semigroup

First, we define semigroups and generators. We then show, if a linear operator is the generator of
a semigroup with some regularly properties, then the corresponding linear PDEs have a so-called
weak solution obtained by the semigroup. Finally, we show the characterizations for generators
of semigroups.

39
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We are interested with the solution of following linear equation in a Banach space B,

/
up = Aguy, t € 10,7,
4.1.1
{ ug = w € B. ( )
Here u} := lims_o ““5—*, and the limit is taken in the norm of B. Ay is a linear operator, in

general unbounded, with domain D(A() C B, that is Ay € L(D(AO); B).

A strong solution of Equation (4.1.1) is a function v € C([0,T]; B) N C*((0,T); B) such that
u(t) € D(Ap) and fulfils Equation (4.1.1).

If a unique solution of Equation (4.1.1) exists, define operators S(t) : D(Ag) — B as follows
St)w = u(t,w), Yw € D(Ag), t € [0,T].

Then, S(t) maps the starting point ugp = w onto the solution u(t) at time ¢. The uniqueness of the
solution implies {S(¢),t € [0,77]} is family of linear operators, which means S(t) € L(D(Ao);B).
In other word, for ¢t € [0,T], wy,ws € D(Ay)

S(t)(clwl + CQQUQ) = clS(t)wl + CQS(t)UJQ,

where ¢; and ¢y are constants. And we have the so-called semigroup properties of semigroup,
for s, t,s+t € [0,7T],

S(t+ s)w = S(t)S(s)w, w € D(Ay),

with S(0) = 1.

According to the different regularity properties, one has the following definition of semigroup,
also see Hairer (2009), Definition 4.1, page 28.

Definition 4.1. A semigroup on B is a set {S(t),t € [0,T]} of linear bounded operators on B
which satisfy

S(t+s)=5(t)S(s),S(0) =1, 0<s,t<s+t<T.

A semigroup is furthermore called

e a Cp-semigroup if S(-)ug € C([0,T]; B), Yug € B.

e an analytic semigroup if there exists 6y > 0 such that {S(¢),¢t € [0,T]} have an analytic
extension {S(t),t € Sp, U {0}}, where Sy, := {z € C : |arg(z) < 0|} is a sector in C, and
the extension satisfies

— S(t+s)=S5()S(s), t,s,t +s € S(b).
— S(e"Yug € C([0,T); B), Yug € B, V|0] < 6.

The properties of a semigroup are determined by its generator, which is defined as follows, see
Hairer (2009), Definition 4.6, page 29, or Prato and Zabczyk (1992), page 380.

Definition 4.2. The generator A of a Cyp-semigroup S(-) is a linear operator defined as follows

Az = tim SDTZT e D,

t—0+ t
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where

S(t)x —

D(A) :={x € B; lim i exists},

t—0+

and the limit is taken in the sense of strong convergence.

From the definition, we see that A is an extension of Ag. We recall some definitions from
functional analysis, see for instance, Showalter (1977), page 19. Recall that the domain D(A*)
of the adjoint A* of an unbounded operator A : D(A) — B is defined as the set of all elements
¢ € B’ such that there exists an elements A*¢ € B’ with property that (A*¢)(x) = ¢(Azx) for
every x € D(A). Here B’ is the dual space of B.

Let the bilinear form (-,-) : B’ x B — R be defined as

(p,2) = ¢(x), p€B, veB,
forms a duality pairing. (¢, z) denotes the application of ¢ € B’ to x € B.

Then, we have the following result:

Theorem 4.1. Let A be the generator of a Cy-semigroup. Then, Yz € D(A) and t € (0,71,
d
S(t)x € D(A) and ES(t)x = AS(t)x = S(t)Ax.

Furthermore, fort € [0,T], u; := S(t)x, x € B, satisfies, V¢ € D(A*), where A* is the adjoint
operator of A,

(P, ur) = (@, x) —l—/o (A0, us)ds, Vx € B. (4.1.2)

For the proof, we refer to Hairer (2009), Proposition 4.7, page 30. Theorem 4.1 shows that if A
is the generator of a Cy-semigroup S(-), then the function ¢ — S(t)z, x € D(A), is a solution to
the equation

/
uy = Aug, up = .

Equation (4.1.2) means the function ¢ — S(t)x, x € B, is the solution of the above equation in
a weak sense.

Moreover, if A is the generator of an analytic semigroup S(-), then the semigroup map B into
the domain of any arbitrarily high power of A, see, Hairer (2009), Proposition 4.37, page 41.

Consequently, a question arises when A is the generator of a semigroup. For this, we have
characterisation of the generators of Cy-semigroup, which is the so-called Hille-Yosida theorem,
see Hairer (2009), page 31, and characterisation of the generators analytic semigroup, see Hairer
(2009), Theorem 4.22, page 36. Furthermore, we are interested in an important subclass of
generators of analytic semigroups which are related to parabolic equations. Notice, the Zakai
equation is a parabolic one.

We first give the definition of coercivity assumption.

Definition 4.3. Let V and H be Hilbert spaces(with norms || - || and || - ||y) such that V
is densely embedded in H. A bilinear operator a : ¥V x V — R is said to satisfy the coercivity
assumption, if there exist ¢ > 0 and 8 > 0 such that

—a(v,v) > c|[v||} = BllvlF;, Vv € V.
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The corresponding characterisations are as follows

Theorem 4.2. Let V and H be Hilbert space(with norms ||-||x and ||-||v) such that V is densely
embedded in H. Let a bilinear operator a : V x V — R satisfies the coercivity assumption with
the corresponding parameter ¢ > 0 and 3 > 0. Define

D(A) = {weV: fa(u,v)| < Kol v e VY,
where K,, depends on u, and let A € L(D(A);H) be given by
a(u,v) = (Au,v), u € D(A), v e V.
Then A generates an analytic semigroup S(-) on H such that ||S(t)|| < €%, t € [0,T].

For the proof, the reader is referred to Prato and Zabczyk (1992), Proposition A.10, page 389.

Remark 4.1. In Theorem 4.2, the definition of A € L(D(A);H) makes sense. More precisely,
Vu € D(A), define a mapping F, -V — R, by

F,(v) :=a(u,v), Yvel.

Since V is densely embedded in 'H, F,, can continuously extended to H. Then by the definition of
D(A), Fy is a bounded linear operator on H. Riesz representation theorem implies, there exists
an element w € H, such that, for all v € H,

F.(v) = (w,v).
Now define A € L(D(A); H) by, for allu € D(A),
Au = w.
Then we get

a(u,v) = F,(v) = (w,v) = (Au,v).

4.1.2 Linear SPEDs

In this section we introduce the result of linear SPDEs driven by Lévy noise by semigroup
approach. First, we give the definition of strong, weak, mild solutions of linear SPDEs. We then
show, with proper assumptions, weak solution and mild solutions coincide. Therefore, it is suffice
to study mild solutions which are easier to treat. At last, we show the uniqueness and existence
results of mild solutions.

Let (Q,F,{F:}o<t<7,P,) be a stochastic basis with the usual assumption. In this section,we
shall consider a linear stochastic PDE of the following form, let H be a real separable Hilbert
space,

t t
U = Ug —I—/ Augds + / BugdM,, with ug = w € H, (4.1.3)
0 0

where A, with domain D(A), is the generator of a Cp-semigroup S(-) on a Hilbert space H.
For w € H, Bu := (Byu, Bou,...,Bgu), where, for : = 1,2,...,d, B; : H — H are bounded
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linear operators. Since we are interested in the solution of the Zakai equation, we specify M as
M= (M"Y M? ...,M%T7 is a R%valude square integrable martingale. It satisfies that each M®
is a one-dimensional Brownian motion or a one-dimensional compensated Poisson process with
intensity 1. And, if i # j, then the processes M’ and M’ are independent. For more general
assumption of M, see Peszat and Zabczyk (2007), page 122.

A logical question is what we mean by the solution to Equation (4.1.3). In the following, we
define the strong, weak and mild solutions w.r.t. Equation (4.1.3).

Definition 4.4. An H-valued {F;}-predictable process u is said to be a strong solution to
Equation (4.1.3) if u takes values in D(A), sups¢jo, 1] E{|us|3,+ || Aus|#} < oo and for ¢ € [0,T7,

t t
Up = U —I—/ Augds —I—/ BugdMy, withug =w € H
0 0
holds almost surely.

Here fg BugydM, is a stochastic integral, where the integrand Bug take values in Hilbert space
H. Since B is a bounded linear operator and sup,c(o 7 E{|lus||3, + [[Aus||2} < oo, this stochastic
integral is well-defined.

In general, this solution concept is too restrictive. Solutions are usually defined in the mild or
weak sense.

Definition 4.5. An H-valued {F;}-predictable process u is said to be a weak solution, if
supseo,7] Ellus |7, < oo and, for ¢ € [0, T,

t t
(v,ut) = (v,uo) +/ (A*v,us)ds +/ (B*v,us)dMS, with ug =w € H
0 0

holds almost surely for every v € D(A¥).
Definition 4.6. An H-valued {F;}-predictable process u is said to be a mild solution if
supse(o,7] Ellus|7, < oo and for ¢ € [0, 7],

t
up = S(t)ug —|—/ S(t — s)B(us)dMs, with ug = w € H.
0

Here S(t — s) operator on B(us) is obtained by applying S(¢ — s) componentwise.

Theorem 4.3. wu is a mild solution if and only if u is a weak solution.

Proof. Since A is the generator a Cp-semigroup and B is a bounded linear operator which
satisfies the so-called Lipschitz-type conditions, see Peszat and Zabczyk (2007), page 142, the
desired result is obtained by Theorem9.15, Peszat and Zabczyk (2007), page 151. U

Theorem 4.3 shows that weak and mild solutions coincide. Therefore it is suffice to study the
existence property of mild solution which is easier to treat. And we have the following existence
result for mild solutions.

Theorem 4.4. Assume that w is an Fo-measurable, H-valued, square integrable random vari-
able, then Equation (4.1.3) has a unique mild solution and the solution has a cadlag modification.
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Proof. Theorem 9.29, Peszat and Zabczyk (2007), page 164, implies the desired result. O

In the classical theory of stochastic differential equation, one look for cadlag solution of form
duy = Augdt + Bug_dM;, ug = w.

The following theorem shows that the cadlag solution and the predictable solution are equivalent.
For more details, see Peszat and Zabczyk (2007), page 145-148.

Theorem 4.5. Let u be a cadlag solution to the equation
dut = Autdt + But,th, ug = w.
Then u; := us_, t > 0, is equivalent to u and is a predictable solution to

duy = Audt + Bugd My, ug = w.

Proof. The desired result is obtained from Proposition 9.10, Peszat and Zabczyk (2007), page
148. O

4.2 The variational approach to linear parabolic SPDEs

The variational approach was introduced by Lions (1961) to solve deterministic PDEs, and it
was developed by Pardoux for SPDEs.

In Section 4.2.1, we present the general setting in which we will give the main existence and
uniqueness result for linear parabolic SPDE’s using variational approach. In Section 4.2.2, we
present the main existence result and uniqueness result of SPDEs with Gaussian noise.

4.2.1 General setting

As we introduced before, A is the differential operator associated to the state process X. It is
a linear operator, possibly unbounded. For example, define the operator K : C'(R) — C(R)
which acts by taking the derivative. So, for f € C1(R), Kf = f’. Take f = 2", z € [0,1]. Then,
Kf=f =na""1 and ||f'|lcc =n — 00, as n — oo. So this operator is not bounded.

From now on, A will denote an extension of the unbounded operator A from the previous section.
That is, instead of considering

A:D(A) — L®(RY),
we shall consider
A: V-V,
where
D(A)cV CHCV and Alp) = A.

More precisely, the framework is as follows. Before that, we have the following definition.
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e For any separable Hilbert space V, denote by || - ||y the norm in V and by (-, )y or simply
(+,-) its scalar product.

e V together with its dual V' and the bilinear form (-,-) : V' x V — R defined as
(u,v)y =u(v), ueV', vey
forms a duality pairing. (u,v) denotes the application of u € V' to v € V.

e We denote by || - ||y the norm in V', defined by

|lully = sup  (u,v).
VeV, |lully<1

We consider a triple (V, H, V") of Hilbert space which satisfies the following assumption.

Assumption 4.1. V C H is a Hilbert space, which is dense in H, with continuous injection.
We identify H with its dual H', and consider H' as a subspace of the dual V' of V, again with
continuous injection. Moreover, we have

(u,v) = (u,v), Vv €V, Yue HCV,
Jull# < flully, YueV.

For a triple (V,H,V’) which satisfies Assumption 4.1, we have
VCH~H CV,
and we have the following property:

Lemma 4.6. Given a triple (V,H,V') which satisfies Assumption 4.1, for u € V,
[ully: < flullr < [lufly.

Proof. By definition of | - || and Assumption 4.1,

llully = sup  (u,v) = sup  (u,v)
veEV,|lvlly <1 veEV,|lvlly <1
< osup lullgc lollr < sup lullxc (lolly < flulln
veV,|lv[lv<l veV,|lvlly <1

O

Example 4.1. The Sobolev spaces (Hl(Rd),LQ(Rd),H_l(Rd)> form a triple which satisfies
Assumption 4.1. And we have

HY(RY) ¢ L*(RY) ¢ HY(RY).

More generally, the Sobolev spaces (HkH(Rd),H’“(Rd),H’“*j(]Rd)), k,7€ N andj >0 form a
such triple. For an introduction of Sobolev space, see Section A.1.1.
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4.2.2 Basic results for linear parabolic SPDEs with (Gaussian noise

The objective of the section is to present the existence and uniqueness results for SPDEs with
Gaussian noise. In Chapter 5, we will show the existence and uniqueness results for SPDEs with
Gaussian and Poisson noise.

Existence and uniqueness can be established when the coercivity assumption is satisfied. The
coercivity assumption of A is crucial. This is explained by Pardoux (1979b), page 144 and page
164. Now we give the definition of the coercivity assumption of an operator based on Definition
4.3.

Definition 4.7. Given a triple (V,H,)’) which satisfies Assumption 4.1, an operator R €
L(V,V'), is said to satisfy the coercivity assumption, if the bilinear operator a : V x V — R
defined by

a(u,v) := (Ru,v)
satisfies the coercivity assumption. That is there exists ¢ > 0 and § > 0 such that, Vv € V,

Bllvllz, = (Rv,v) = cllvll}. (4.2.1)

Let M?(0,7T;V) denote the space of V-valued stochastic process with some regular properties.
And let C2(0,7T;H) denote the spaces of H-valued continuous stochastic processes with some
regular properties. For details of processes spaces M?(0,T; V) and C?(0,T; H), see Section A.1.2.
Let W be , for sake of simplicity, a one-dimensional standard Brownian motion. The following
theorem are proved in Pardoux (1979b).

Theorem 4.7. Given a triple (V,H,V') which satisfies Assumption 4.1, and linear bounded
operators A :V — V', B: H — H. If A is coercive, then there exists a unique solution of the
following equation, Yv € V,

u € M?(0,T;V),
(v, 0) = (0, 0) + [ (Ruig, 0)ds + [ (Bug, v)dWi, (1:22)
ug = w € H,

Moreover, the solution is a process of the space C2(0,T;H), and satisfies

t t t
||ut\|${ = 2/ (Augug)ds + ||w||% + 2/ (Bug, us)dWs —l—/ ||Bus||%ds, a.s..
0 0 0

For a proof, see Pardoux (1979b), Theorem 1.3, page 137.

Remark 4.2. Equivalently, one can rewrite Equation (4.2.2) as follows

t t
up = ug + / Augds + / BugdWs,
0 0

which can be consider as an equation in the space V'.



Chapter 5

Unnormalized conditional density

The question we consider in this chapter is whether the conditional distribution of X;, given the
observation history, has a density with respect to a reference measure. We prove that, under fairly
mild conditions, the unnormalized conditional distribution p; has a square integrable density
with respect to Lebesgue measure, which is a weak solution of a stochastic partial differential
equation.

There are various approaches to answer this question, giving the similar results. Pardoux (1979b),
Pardoux (1979a) and Germani and Piccioni (1984), using adjoint equation, studied the nonlinear
filtering problem where the state process X is a Markov diffusion process. They proved results
in the case of an observation corrupted by a Wiener noise. Pardoux (1979a) proved a result
in the case that the observation is a marked point process (for instance a poisson process),
whose predictable projection (the stochastic intensity in the case of a point process) is a given
function of the signal X. Bain and Crisan (2009) studied the continuous version of nonlinear
filtering problem where the state process X is a Markov diffusion process and partially observed.
Bain and Crisan (2009) have shown there exists a square integrable density of the unnormalized
conditional distribution and studied the differentiability of the density.

The approach presented here is that adopted by Pardoux (1979b) and Pardoux (1979a). We
generalized their results to the nonlinear filtering associated with Model (2.2.9), where the
observation processes have both Wiener and Poisson noise.

This chapter is organized as follows.

The unnormalized conditional density is the solution of a SPED, the so called Zakai equation.
In Section 5.1, we assume some regularity for the coefficients of the nonlinear filtering problem
w.r.t. Model (2.2.9), which guarantee the existence and uniqueness of the solution of the Zakai
equation and its regularity. Its regularity helps us to show the solution is nothing more than the
unnormalized conditional density.

In Section 5.2, we give the main result of this chapter. That is, the Zakai equation has a unique
solution in some spaces and the solution is the unnormalized conditional density.

In Section 5.3, we show the ideas to obtain the main result. It is to generalize the classical
Feynman-Kac formula for second-order parabolic deterministic PDEs. The key tools are the
adjoint equations.

Finally, in Section 5.4, we give the proof of our main result.

47
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5.1 Assumptions

We study the nonlinear filtering problem w.r.t. Model (2.2.9). In Section 5.2, we will show the
existence of the unnormalized conditional density and it is the solution of a Zakai equation.
Therefore, we need some regularity of the coefficients such that assumptions similar to Theorem
4.7 are satisfied.

We are looking for solutions of the Zakai equation, which is a SPDE, in certain functional spaces
such as Sobolev spaces. To guarantee the existence of the solution, the spaces should satisfy
Assumption 4.1. Going forward, let H be L?(R?), V be H'(R?), and V' be H~}(R?), then the
triple (V, H, V') satisfies Assumption 4.1, which is mentioned in Example 4.1.

In the following, we need more regularity of b, o, h and A\. We keep the assumptions from Section
2.2, and we add the following assumptions throughout this chapter.

Assumption 5.1. i) b,o, and h are bounded on RY.

it) b and o are continuous with bounded derivatives. Moreover o has bounded second order
derivative.

iii) Set a(x) = o(x)o(z)". There exists a > 0, such that 2" a(r)z > az'z, Vz,z € R%.

ii11) Assumption 2.2 holds.

Such hypotheses guarantee that:

Proposition 5.1. If Assumption 5.1 holds, then,

1) The system (2.2.1) has a unique strong solution.
2) An operator A:V — V', defined by

d
ou Ov ou
::—— § GOt e 5 aetvde, 11
(Au,v) /]Rd Jxaxiaxj x—f—il/Rdaaxivx (5.1.1)

1,5=1

where

Oai;(x
Z 2o,

s a bounded linear operator.
3) A satisfies the coercivity assumption, defined by Definition 4.7.

4) The restriction of A to D(A) defined as
D(A) :={u eV, (Au,v)| < Ky||v||g, v €V}, (5.1.2)
where K,, depends on u, generates an analytic semigroup {Gy,t € [0,T)}, such that
|Gyl < e, (5.1.3)

where B is the coefficient in the coercivity assumption, see Lemma 5.2.
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5) Multiplication by h, A defines a bounded self-adjoint operator on H.

Remark 5.1. A is an extension of L, which is defined by Equation (2.2.4). It is obtained by
converting L into its variational representation, or weak representation. To be precise, if the
partial derivatives of u and v, which are compact supported, exist in the conventional sense and
is continuous up to order 2, L can be rewritten in its divergence form from Equation (2.2.4), by
integration by parts, assuming d =1 for simplicity,

(Lu,v) = /[b( )j—;‘+ Loz )fﬂvdx

/ x)u'vdr + = /R[ (z)v]u" dx

/ 2ulvdz + = {( o[ - /}R la(e)o]d
- / o) vdz — { /R [a'(w)v—l—av’]u'dm}

2/Rau v’d:):—l—/R [b( )—%a’(x)}u’vd:r
=(Au, v).

Proposition 5.1 shows A is linear and continuous from V into V'.

Proof of Proposition 5.1. In order to simplify the notations, we suppose that d = 1. The more
general case is handled in exactly the same way.

1) This property follows from Assumption ii) and the boundedness of b and o. By Assumption
ii), there exist z < 0 <y, x < & <y, such that

1b(2) = b(»)]| = V' (0) (& — )| < [V lcllz = yll,
lo(@) = o)l = llo" (€)@ = ) < llo”loollz =yl

Therefore Equation (2.2.2) holds. By Assumption i)

[8@@) | < [[blloo < [[Blloo (1 + [|]]),
lo(@)Il < llollo < llofloo (X + [l)-

Therefore Equation (2.2.3) holds.
2) This property follows from Assumption ii) and the boundedness of b and . Yu,v € V, by the
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definition of A,

‘(Au,v)‘ = —%/Ra(x)u’(x)v’(x)dx—i—/Ez(x)u’(x)v(x)dx

R
1
= /u'(——av'—i—av)dw‘
R 2

1
=|(, —Eav' + Ew)‘
1 _
<lllla - I = 500" +av||m

1
<l (1500 1 + vl
<l (/1 + lav] ) (5.1.4)

<llullvl[ollv(lallo + llallo)
<c[lulv[lvllv,

where ¢ is a constant only depends on a, b and a’. The last inequality follows from a, b and o’
are bounded. Therefore, by the definition of || - ||y~

[Aullyr = sup  [(Au,v)| < cllullv,
veViljollv <1

that is A is a bounded linear operator.
3) See Lemma 5.2.

4) This property is obtain by Theorem 4.2 or Prato and Zabczyk (1992), Proposition A.10, page
389.

5) This property follows from the boundedness of h and . Boundedness follows from

[Pl <[lAlloo ]l
[[Aullr <[ ]oolull -

Self-adjoint follows from

(hu,v) =

J J
(Au,v) :/R AMz)u(z) -v(x)dr = /R u(x) - Mx)v(z)dr = (u, Av).
O

Lemma 5.2. Assumption 5.1 implies that A satisfies the coercivity assumption, that is, there
exists ¢ > 0 and B > 0 such that, Vv € V,

Bllollfr — (Av,v) > cflolf3. (5.1.5)
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Proof. Tt is suffice to consider v € V with compact support. Definition of 4 implies,

d d
1 ov Ov _ Ov
—(Av,0) =5 > /R ") 5, 00y Z_ /R Ll

4,j=1

E%Q/Rd {Z (33:1 B _Z/Rd 33:1
o [ (Y s as = da [ e

1=1
1 _ g|T® oa; .2
LS [ &
2 ; |:CL v ‘700 /]Rd 62171
1 oa;
—galvll - Salolfy + 5 / it

1 1 _
> Zololl} — 2ol - 5\\Va\\oo | v

1 1 d, . _
=sallvll} = |5+ 5IValoo] v,

where the second equality follows from iii) in Assumption 5.1. Taking

1 1 d, __
C = 5047 /6 = 504 + §”va”°°’ (516)

we obtain the desired result. O

It is easy to see that 3 can be any real number which is greater or equal to %a + %HV&HOO.

5.2 Main result

Let M?2(0,7T;V) denote the space of V-valued stochastic process with some regular properties.
And let S%2(0, T;H) denote the spaces of H-valued cadlag stochastic processes with some regular
properties. For details of processes spaces M?(0,T;V) and §%(0,T;H), see Section A.1.2. Now,
the main result of the chapter.

Theorem 5.3. If Assumption 5.1 holds, then, Yv € V| Zakai equation

q € M*(0, T3 V),
(v, @) = (v.00) + Jo (Av, as)ds + [3 (AT, a)dZ + f3 (A= Dvsg-)d(Y, = 5),  (5.2.1)
g0 =po € H,

has a unique solution which satisfies moreover ¢ € 8*(0,T; H) and

(v,q:) = pe(v), v e L®(RY). (5.2.2)

Here the solution g(w) = {q:(w)}ic[o,r) s a process with values in Hilbert space V' with norm
| - [[v. By Theorem 5.3, Zakai equation (5.2.1) has a unique solution ¢ and, applying Equation
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(5.2.2) and recalling that p is the unnormalized conditional measure defined by Equation (2.4.8),
the solution is the conditional density. So ¢ has the meaning of an ‘unnormalized conditional
density’.

Here, by Proposition 2.5, Z is a standard Brownian motion and Y is a Poisson process with
intensity 1 under measure P°. And, as argued before, A: V — V' is a bounded linear operator,
multiplication by h, A — 1 defines a bounded linear self-adjoint operator of H, and the coerciv-
ity assumption, by Lemma 5.2, is satisfied. The equation is linear parabolic stochastic partial
equation. We are looking for solution g = {¢;,t € [0,7]} of Equation (5.2.1) in certain functional
spaces such as Sobolev spaces.

Remark 5.2. We look for the solution of the Zakai equation in the stochastic processes space
M?2(0,T;V). Together with the boundedness condition of the coefficients, the integrals appearing
in Equation (5.2.1) are well defined, for 0 <t <T. First we have

¢
/(Av,qs>d8, t € 10,7,
0

is well defined because the integrand is measurable and, noting that A is a bounded linear operator

fromV to V',

t t
EO/ (v, q.)]ds <B? [c/ lollvllgslvds]
0 0

t
<cllollvE{ [ la.llvds)
0

t
<elolvE™{ [ (laulf +1)ds} <,

the last inequality follows from q € M?.

Then, we have

t
/ (hTv,q)dZs, ¢ €[0T,
0

is well defined because the integrand is F%Y -adapted and, by Cauchy-Schwarz inequality,

t 2 t
B [T v.a0 s <E Wl [ lalBrlolfrcs]

t
<l IFE [ s < .
Finally, we have

/Ot (()\ - l)v,q5_>d(y; —s), telo,T],

is well defined because the integrand is predictable and, by Brémaud (1981), Theorem T8, page
217,

t t
E° /0 [(g5= (A = 1)0) |ds <E”[IA = T - 0]l /0 s srs|
0 t
<IA = oo - olvE?[ [ lauclivds]
0

<=t Il E] [ (lats )+ 1)es] < o
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Remark 5.3. By Theorem 5.8, ¢ € M?(0,T;V) N S?(0,T;H). ¢ € M?(0,T;V) means that
q is V-valued stochastic process, which guarantees (Av,qs) makes sense, and the integrals in
Equation (5.2.1) are well defined. ¢ € S*(0,T; H) means each trajectory of q is H-valued and
cadlag.

Let A* € L(V,V’) be the adjoint operator of A, then (A*v,u) = (Au,v), Yu,v € V. More
precisely, A* is defined as follows. First, define a continuous linear transformation J : V" — V"
by
J)f = fw), YveV, feV.
Then, define A* : V — V' by
A*(v) = J(v) o A, YveV.
Finally, we have, Yu,v € V,
(A*v,u) = A*v(u) = (J(v) o A)(u) = J(v)(Au) = Au(v) = (Au,v),

where the first equality follows from the definition of duality pairing, the second equality follows
from the definition of A*, the fourth equality follows from the definition of .J, and the last equality
follows from the definition of duality pairing. Therefore, A* is a bounded linear operator from
V to V', that is A* € L(V, V).

Now, Equation (5.2.1) can be rewritten as:
q € M*(0,T;V),

(1) = (g0 0) + Jy (A", 0)ds + [y (0T qu,0)dZ, + f3 (A= Dgev)d(Ye = 5),  (5.23)
qo=po € H.

Equivalent to Equation (5.2.1), we consider the following:
q € M*0,T;V),
dgy = A*qudt + hT qudZ; + (N — 1)q_d(Y; — t), t€ 0,77, (5.2.4)
qo = Po € Ha

where pg is the density of the law of Xy. Equation (5.2.4) can be considered as an equation in
V.

5.3 Finding the unnormalized conditional density

The objective here is to show the idea of Theorem 5.3.

For the proof of Theorem 5.3, we follow the idea of Pardoux (1979b) and Pardoux (1979a). The
so-called adjoint equations play a key role in dealing with the problem. Adjoint equations are,
in general, backward equations with given terminal states.

We show how to find the density of the unnormalized conditional measure for the case that all
the coefficients are ‘sufficiently nice’.

The idea is to generalize the classical Feynman-Kac formula for second-order parabolic (deter-
ministic) PDE’s. Let {¢,t € [0,7]} be a V-valued stochastic process. For any 0 < 6 < T,
suppose that there exist a V-valued stochastic process {rf,t € [0,6]} and, for f bounded and
square integrable,
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i) rf(z) = Eo[f(Xg)Ag/At‘O'{ZS — Z4,Ys — Yyt < 5 <0}, Xy = x|, Vt € [0,0], z € RY,
recalling that A is defined by Equation (2.4.5).

ii) ¢ is adjoint to 7%, that is almost all trajectories of the process Ry := (qs,r?), t € [0, 6] are
constant. And gg = pg.

These two properties guarantee that ¢ is the unnormalized conditional density. To be precise,
by property ii), ¢ is adjoint to r?, then we have Ry = Ry, that is

(90,70) = (49,75)- (5.3.1)
Notice that, by property i), Va € R, we get the starting and terminal values of 7,
Tg(x) = f(x)a
ro(x) = EOf(Xg)Ao|F,", Xo = 2.

Therefore (qo,r§) and (qg,rg) can be rewritten as
(q0,70) = /dpo(x)EO [f(Xg)Ag‘fGZ’Y, Xy = x] dx = E°[f(Xg)Ag| F/Y], (5.3.2)
R

(a0.78) = [ wola)f(a)da. (5.33)

To sum up, Equation (5.3.1), (5.3.2) and (5.3.3), give us

[ @)@ = Bl Xl 7]

Since 6 is arbitrary, the fact that g is the unnormalized conditional density follows immediately.

Even so, this strategy is not the only one. For example, in Bain and Crisan (2009), page 165-179,
the authors derive the result when the observation is only corrupted by a Wiener noise, under
certain conditions. They show the following result step by step:

i Almost surely the unnormalised conditional distribution p; has a density with respect to
Lebesgue measure and this density is square integrable, that is, it is in H.

ii There exists a unique solution ¢ of Equation (5.2.1).

iii Let p be the measure with respect to Lebesgue measure with density q. Show that p satisfies
the Zakai equation (2.4.11). Although one cannot conclude that p is equal to p, having not
proven the uniqueness of the Zakai equation (2.4.11), Bain and Crisan (2009), on page 96
and page 177 take the PDE approach to solve the uniqueness problem.

iv. By the PDE approach, to show that, a.s., for any ¢ € C’,;?O(Rd),
pt(9) = pe().

v Combining the obtained result ¢ is the unique density of the unnormalised conditional
distribution.

However, these procedures require stronger regularity properties on the coefficients and we need
more work for the PDE approach with jump observation. Instead, we use the same approach
as that adopted in Pardoux (1979b), Pardoux (1979a) and Germani and Piccioni (1984) which
works more with mild solutions.
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5.4 Proof of Theorem 5.3

This section is devoted to proving Theorem 5.3. To find the unnormalized conditional density,
we have the following key steps.

e In Section 5.4.1, we show the Zakai equation (5.2.1), the forward one, has a unique solution
with starting state pg, see Theorem 5.4.

e In Section 5.4.2, we construct a backward stochastic PDE with terminal states f. We show
the backward one has a unique solution r from rg to f, See Theorem 5.6. An interesting
fact is that r is the conditional statistics of the filtering problem, see Theorem 5.8.

e In Section 5.4.3, we show that the forward equation is the adjoint to the backward one,
see Theorem 5.12.

e Combining the obtained results, we deduce that Zakai equation (5.2.1) describes the evo-
lution of the unnormalized conditional density. See Theorem 5.13.

5.4.1 Some existence and uniqueness results on stochastic PDEs

In this section, we generalize Theorem 4.7 to the case of SPDEs driven by Lévy process. This
enables us to study the existence and uniqueness for the solution of Zakai equation (5.2.1).

Our main result of this section is that Equation (5.2.4) has a unique solution with cadlag
trajectories in H. The existence of cadlag solution helps us to obtain some boundedness of the
solution which is useful for Lemma 5.10.

Theorem 5.4. If Assumption 5.1 holds, Equation (5.2.4) has a unique solution q = {qi }1ejo,1] €
S%(0,T; H) N M2(0,T;V). Consequently, it satisfies

T
B[ sup il + [ lalfpde] < o (5.41)
0<t<T 0

Equation (5.2.4) is a linear parabolic SPDE. Various methods have been used to study linear
SPDEs. One method, the variational approach, was developed from contributions made by Lions
(1961) and others. Another is the semigroup approach. Both methods achieve similar results.
These are reviewed in Chapter 4.

For the semigroup approach, this result can be obtained by an application of Peszat and Zabczyk
(2007), Theorem 9.29, page 164, which gives the general result of the uniqueness and existence
of weak solution of stochastic partial differential equation with Lévy noise. The existence and
uniqueness can be obtained from the property, guaranteed by Proposition 5.1, that restriction
A is the generator of a Cy-semigroup and multiplication by h, A defines a bounded self-adjoint
operator on H. Further, analytic semigroup is an important class of Cy semigroup and variational
generator is an important subclass of the generator of analytic semigroups. Under Assumption
5.1, A is variational, and in sequence G is a generalized contraction. The solution then has a
cadlag version.

In the following, we give the proof of Theorem 5.4 by generalizing the results of Pardoux (1979b),
which is the existence and uniqueness result of SPEDs driven by a Brownian motion and is
obtained by variational approach. In the proof, it will be convenient to model the processes
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X, Y and Z on a product space (Q, F, (F;)o<i<T,P?). We denote by (0, F2, (F£)o<i<T, P*?)
the Poisson space and by (Q1, F1, (F})o<t<r, P%!) the Wiener space. By the independent of X,
Z,and Y, we have Q = Q1 @ Q, F = Fl @ F2, F, = F} @ F?, P* = PO @ P%2, and for
w= (w1,ws) € Q,

Xi(w) = Xe(w1), Zi(w) = Z(wr), Yi(w) = Yi(wa),
and 7;(w) = 7;(w2), for i = 1,2, ..., which are the jumping times of Y.
Proof of Theorem 5.4. We solve Equation (5.2.4) forward for each ws. Suppose 71(wq) < T', we
then solve Equation (5.4.25) from 0 to 71 (w2),

{ dgy = A*qdt + h'" qdZ, — (X — 1)qudt,

5.4.2
q0 = Po- ( )

By Theorem 4.7 or Pardoux (1979b), Theorem 1.3, Equation (5.4.2) has a unique solution which
is a V-valued stochastic process with continuous trajectories in H, and, for ¢ < 71 (ws2),

t
llae I — 2/ (A%qs, qs)ds (5.4.3)
0

t

t t
:HPOH%-I + 2/ (thS7qS)dZS + / ”hQSHIQLIdS - 2/ (()‘ - 1)QsaQs)ds-
0 0 0

Notice that, by Equation (5.2.4),
I = qr- = (A= 1)gr -
That is
Gry = Ary— (5.4.4)

Equation (5.4.4) defines ¢, as an element of H for A bounded and ¢, € H. Moreover, we have

”qﬁ”%{ - ”qu—H%{ :(q7'17Q7'1) - (qT1—7QT1—) (5'4'5)

:()\qH—a)‘qﬁ—) - (qT1—7QT1—)
:<()‘2 - 1)q7'1*7q7'1*>'

Repeating this procedure, we define for each ws a unique stochastic process ¢(ws) which is V-
valued and with cadlag trajectories in H. It now remains to show that Equation (5.4.1) holds.
We first show that

e | e} < . (5.4.6)

By Combining Equation (5.4.3) and (5.4.5), we get
t
ol 2 [ (A aa)ds (547)
0
to t
Nl +2 [ (7 aa)az,+ [ halBrds
0 0

+/Ot (<A2—1>qs,qs)d<n—s>+/0t1\u—1>qs

2
ds.
H
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o7

Let t, =inf{0 < ¢ <T,||g||lz > n}. Using martingale properties with respect to {FtZ’Y}, we get

tAty
EOlgone, | — 2E° / (A" g, qs)ds
0

tAL,
—llpoll% + E° / |hgsllZds + E° /

Notice that h and A\ are bounded. For sake of simplicity, define

tAtn

2
A= 1Dl ds.
( )qHS

¢ = max{|[Af|oo, [|Alloo }-

Then we get

tAtn

tAL,
Elgune, |3 < [lpoll3; + 2E° / (A5, gs)ds + [ + (2 + 1)°]E° / s 2ds.
0 0

Applying Lemma 5.2, there exists ¢ > 0 and 8 > 0 , such that
(A*as,45) < BllasllFr — cllaslly-

Therefore

0 2 2 0 tAtn 2 0 tAtn 2
Elgone, % < lIpoll3 — 2cE / lqsl3ds + o / s l2sds.
0 0

where
2 (= 2
cyi=¢"+(c+1)" 420,
is a constant. When n — oo
tn =T, tAty |t
Notice that ¢ is right-continuous,

gint, — qt, a.Ss.

Notice that ¢ has left-limit,

tAty ) t )
/ lasllZds — / lgelBds. as.
0 0

tALn :
[ lalds = [ lalds, s
0 0

(5.4.8)

(5.4.9)

(5.4.10)

(5.4.11)

By Fatou’s Lemma, and the Monotone Convergence Theorem, see Folland (1999), page 52 and

page 50,

E° HQt/\t ||%{
< T}Ego EO”qt/\tn ”%{
tAtn

tAtn
<lpolfy + Jim [ =208 [ ol +eaB® [ s

t t
<Ilpoll? — 2¢E? /0 g2 ds + c2E? /0 lgslds.



o8 CHAPTER 5. UNNORMALIZED CONDITIONAL DENSITY

That is
t t
EOlgel% + 26E? / lgslZds < llpoll3 + c2E° / lqslds. (5.4.12)
0 0

Therefore we have, noting ¢ > 0,

t
E%lgel% < lpoll? + 2 /0 EOlq. 13, ds.

By Gronwall’s lemma, we have
t
Baly < pnlfy | eds.
0
That is
T
sup E(llg:]|%) < ||po\|?q/ e??ds < oo. (5.4.13)
0<t<T 0

Combining Formula (5.4.12) and (5.4.13), we deduce that

T - T
1
B [ 1l } <z ool + o [ laulBras] (5.4.14)

- T
=g (Il +e2 [ EClaslras]

<o [Ipol% + 2 T+ sup Eq %]
- 0<s<T

- T
< |llpollz +c2-T- Hpoll%/ e ds] (5.4.15)
- 0

Equation (5.4.6) is obtained. Compare to Equation (5.4.1), it remains to show that

EO{ sup. ||qt\|%{} < . (5.4.16)

Equation (5.4.7) implies

T
sup [l <lpol+2 [ [(4"a00)]ds (5.4.17)
0<t<T 0

T T
4 /0 Ihgsli3ds + /0 1O = g 3ds

t
+ 2 sup ‘/ (thS,qS)dZS
o<t<T ! Jo

+ sup ‘/Ot /Rd ()\Q(x) - 1) ¢s—(x)*dzd(Ys — s)|.

0<t<T

By Equation (5.4.9),

T T T
| [ Aaanfis <5 [ ladids+e [ ol s (5.418)
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By bounded of h and X, we have

T T T
/ | hgell3ds + / I = Daal3ds < [@ + (e + 1)?] / sl ds. (5.4.19)
0 0 0

Applying Davis-Burkholder-Gundy inequality, see for instance Protter (2005), Theorem 48, page
193, there exists a universal constant C' which is not depending on 7', h, ¢ and Z, such that

T
}<2(JIE0 / (hgs, gs)2ds (5.4.20)

<200E0\// HQsHHHQSH%{dS

T
SQECEO{ sup ||| / IIQSH%dS]
0<t<T 0

spozicr i, [ (7
e

T
{BF sup llalf + 16(C°E" | sl

E0{2 sup ‘/ h sy qs)dZs

0<t<T

1

=2\ 1,

1 T

<e{E0 sup ||qt||%f}+8<ec>2{E° | laclas}.
0<t<T 0

Similarly,

OiltlfT‘ / /R ) (:c)2d:cd(Ys—s)‘} (5.4.21)

e an (A2<> ) (@pds] as} "
T
<C|N* - 1HOOEO\//O llgsl13; lgs 1%
&+ 1)E°\//OT lasl% llasl%

1 - T
<5{E® sup i} + 20 + DP{E [ flaulByds).
0<t<T 0

To sum up, combining Formula (5.4.6), (5.4.17), (5.4.18), (5.4.19), (5.4.20), (5.4.21), we obtain
2 2 T 2 T 2
B[ sup ] <looll +2 [ llalds+2¢ [ laclfds
0<t<T 0 0
T
HE+ 417 [ laulfyas
0
1 T
+5{E° sup ol )+ 8O {E | flaulfrds)
0<t<T 0

1 . T
+5{E sl 20@ - DP{E [ s},
0<t<T

0
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Together with Equation (5.4.14), it is equivalent to
3
SB[ sup o] (5.4.22)
0<t<T

T
<2||poll% + {25 +co+[E 4 (64 1)%] + 8(eC)? + 2[C(& + 1)]2}E0/0 llqs||3rds

T
<ol + {28+ o+ [+ 0+ 1]+ 8O +2CE + DETlpolly [ eoas

<0o0.

We have Equation (5.4.16). Combining Formula (5.4.6) and (5.4.16), we obtain the desired
result. O

Remark 5.4. From the proof of Theorem 5.4, by Equation (5.4.8), (5.4.11), (5.4.15), (5.4.22),
there ezists a constant Cy which only depends on ||h||oo, || Ao, [|Polla, T, ¢, B, such that

T
B[ sup flally + [ lalivde] < C,.
0<t<T 0

Here ¢, (8 are coefficients w.r.t. the coercivity assumption of A, see Lemma 5.2. Moreover, by
Equation (5.1.6), 0 is depending on « and the upper bound of b, o and their derivatives. To
sum up, Cy is a constant which only depends on ||hlloc, |[Alloos ||blloc; [[VOlloos |]locs [[VOloo,

IV(Vo)|lso, ¢ |lpollg and T.

Theorem 5.5. Let n be any integer greater or equal to 1. Suppose, in addition to Assumption
5.1, that all coefficients a, b, h, and \ have bounded partial derivatives in x up to order n and
that moreover

po € H™(RY).
Then, each trajectory of q, solution of Equation (5.2.4), belongs to D([O,T];H”(Rd)>, a.s..

Proof. We solve Equation (5.2.4) forward for each wy. Suppose for instance that 71 (w2) < T. We
then solve Equation (5.4.25) forward from 0 to 71 (w2),

{ th + A*Qtdt = hqtdZt — ()\ — 1)qtdt,

5.4.23
go =po € Hn(Rd) ( )

By Pardoux (1979b), Theorem 2.1, page 142, Equation (5.4.23) defines a unique element which
is an H"1(RY) valued stochastic process with continuous trajectories in H"(R?). By Equation
(5.4.25), the increment of w at the time of the first jump is as follows

qry, — qn— = ()‘ - 1)Q7’1—‘
Then, we have
Uy = Ar, - (5.4.24)

Equation (5.4.24) defines ¢, as an element of H"(R?) for ¢, € H"(R?) and boundedness of \.

Repeating this procedure, we define for each we a unique element g(wy) with trajectories be-
longing to D([O, TY; H"(Rd)).
O
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5.4.2 The backward SPDEs

Suppose f is Borel measurable, bounded and square integrable. For 0 < § < T, we consider the
following backward stochastic PDE,

(5.4.25)

{ dry + Ardt + b rdZp + (X — Dred(Y; — t)y=0, telo0,0],
rg = f.

Notice, r depends on 6 and r; = . To simplify, we write r;. Equation (5.4.25) is equivalent to
a forward equation. Define

FLY =0{Z, — Z,Y, — Yy, s <u < t}, (5.4.26)
then .7-"tZ’Y = f(f;ty.
Define processes {Z?,t € [0,6]} and {Y}?,t € [0,6]} by, for ¢ € [0, 6],
Z{ = Zy — Zo_y,
Y =Yy —Yp_py_, with Yo_ :=0.

Define filtration {]:,?’Y’O,t € [0,0]}, by, for t € [0,0],

ZY0 rZY . zZY . ZY
F; = .7-"(9%)7,97, with Fo™y == Fgp_.
Here
zY o zY zY . zY
Flo—ty—o— = Mux0F (gL gr Where Fm g = Us>0F (g g

Then Z? is a {FtZ’Y’G}—standard Brownian motion, Y? is a {FtZ’Y’O}—Poisson process with inten-
sity 1, and Z?, Y? are independent.

Define 7 := 7(9—t)—> we have Equation (5.4.25) is equivalent to the forward equation

dif = Adt + [hi?,dZ]) + (A — D)F_d(Y; —t), t€[0,6],

-6 (5.4.27)
TO — f.

Theorem 5.4 guarantees Equation (5.4.27) has a unique solution, and so we have the following

existence and uniqueness results for the backward stochastic PDEs.

Theorem 5.6. If Assumption 5.1 holds and f € H, then Equation (5.4.25) has a unique so-
lution v = {ri},e(0,6) which is an {ftZéY}te[oyg]—adapted, V-valued stochastic process with cadlag
trajectories with respect to H-norm, which means that Yw € Q, r(w) € D([0,0]; H), and

0
EO[ sup ||rt||§1+/ HrtH?th} < . (5.4.28)
0<t<0 0
Proof. Equation (5.4.25) is equivalent to forward equation (5.4.27) which coefficients satisfy

Assumption 5.1. Then, the desired result is obtained by Theorem 5.4. ]

Remark 5.5. Notice, the term ‘backward stochastic equation’ is different from the notion used
by Karoui, Peng, and Quenez (1997). One can rewrite it as a forward equation but, one cannot
rewrite the backward equation mentioned in Karoui, Peng, and Quenez (1997) as a forward one.
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The corresponding regularity result of Equation (5.4.25) is as follows.

Corollary 5.7. Let n > 1 be any integer. Suppose, in addition to Assumption 5.1, that all
coefficients a, b, h, and A have bounded partial derivatives in x up to order n and that moreover

po € H'(RY).
Then, each trajectory of r, solution of Equation (5.4.25), belongs to D([O,H];H”(Rd)), a.s

Proof. This follows immediately by applying Theorem 5.5 to Equation (5.4.27), which is equiv-
alent to Equation (5.4.25). O

We want to show that 7, the solution of Equation (5.4.25), is the conditional law of X. To begin,
we define

st—{ H A(X, - }exp[/th( )T dZ, (5.4.29)
——/ Ih(X |du—/t ()\(Xu)—l)du], s €0,1],

then Ay = Ay, where A is defined by Equation (2.4.5). For sake of simplicity, we define
ED, () i= E°(1X; = o).
The following theorem shows r, the solution of Equation (5.4.25), is the conditional law of X.

Theorem 5.8. If Assumption 5.1 holds and f is Borel measurable, bounded and square inte-
grable, then, the solution of Equation (5.4.25) satisfies, Vt € [0,0], x € R?,

ri(z) =B, [ f(Xg)Amg‘fféY]  ae.. (5.4.30)

Here ]—"tZ e’Y is defined by Equation (5.4.26), and A is defined by Equation (5.4.29). The proof
of Theorem 5.8 is organized as follows:

e Prove Equation (5.4.30) in the case of regular (in x) coefficients a, b, h, A and f. See
Lemma 5.9, which will be proved later.

e Take the limit of both sides of Equation (5.4.30) when a™, b™, A", A™ and f" converge.

Lemma 5.9. Suppose Assumption 5.1 holds. Additionally, suppose that b, o, h and A — 1
are compact supported and have continuous partial derivations of any order, together with f €
N> H". Then Equality (5.4.30) holds ¥(t,z) a.s.

Remark 5.6. For the proof of Theorem 5.8, we follow the idea of Pardouz (1979b) which is only
for the case with continuous observation. The basic tool of Pardouz (1979b) is the convergence
result for diffusion process from Stroock (1975).

Proof of Theorem 5.8. Let us first suppose that f is continuous, with compact, support. Let b},

U, hi, A" —1, f™ be a sequence of smooth and compact supported functions, such that:
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i) o7, oy, Oajl /0xj, hyl, A", f™ are all uniformly bounded by a constant independent of n,
and A" satisfies Assumption iii) with o independent of n.

ii) o7y — 045 and f" — f uniformly on each compact set of R,

iii) daz; [0x; — Oai;/0xj, b} — by, hi} — hy and A" — X in measure on each compact set
of R%. Note that we can not assume uniform convergence here, for h is only measurable

function.

Denote by r}*(x) and A}, the corresponding objects associated with b, o™, A", A™ and f". And
PO,n

tx

by

is the probability measure corresponding to the law of X", Y™ and Z". We define by P},

PR (A) = /A n PO (). (5.4.31)
By Lemma 5.9, we have

(@) = B (X)L

ZY
5. (5.4.32)
Then, it is suffice to show that there exists a subsequence such that!

(o = B0 [ (XA 7)) = (2 Bl [1(Xo)he| 757]). (5.4.33)
s, (5.4.34)

in Hilbert space L?((Q, ", P%); H) wealkly.
We show Equation (5.4.33) first. For sake of simplicity, define

(@) =B 1 (Xo) AT 5 (5.4.35)
o(t, ) :=E2 [ F(Xo)Arg (fféy} . (5.4.36)

It is equivalent to show that,
B[ (w,6"(1,1)) - o] — B[ (w,s(t,)) - o], (5.4.37)

where w € H is nonnegative, compact supported, twice continuous differentiable, fRd w(x)dx =
1, and ¢ : Q — R is continuous, bounded and .7-'tZ éY-measurable.

!Notation — is used to denote the weak convergence in a Hilbert space. Notice that the term ’weak’ refers to
the weak convergence of a sequence in a Hilbert space and not to the weak convergence of random variables of a
probability distribution.
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On the one hand, we have

2 (w,¢"(¢.)) - ¢] =B [(w,<"(2.)) - ]
=E0" [, /R <"t 2)w(a)da]
= /R st )w(a)d ]
=E%{ / B [of ™ (Xo) Aol T (w)da}
:/Rd EO’”{E?;"[W"(X(%)A?@W?éy]}w(x)dx

= [ e CoAn 7S o)
Rd

= [ B o (Kot u@s
Rd

:/ E}, {gpf"(Xg)]w(:c)d:c. (5.4.38)
Rd

Here, the first equality follows from @(w, S"(t, :1:)) is F, féy_measurable, and the restriction of PO"
to ]—f éY does not depend on n. The fourth equality follow from Equality (5.4.35) and the property
that ¢ is ]—"f éY—measurable. Applying Fubini’s theorem to exchange the order of expectation and
integral, we obtain the fifth equality. The sixth equality follows from Eg;c" [ f”(Xg)AZM}"f éY] is

FtZéY—measurable and independent of X under P°. The seventh equality follows from iterated
conditional expectation. The last equality follows from Equation (5.4.31).

On the other hand, similarly, we obtain

Il

=

o
/—'H | —
—

Ef, [‘Pf(Xe)At,e\fféY]w(x)dx}

—/ EO{ng[ﬁ/?f(Xe)At,e\fféy]w(x)}dx
R

:/ ng{ng[@f(Xe)At,MfféY]w(x)}dx
R

/ng [(pf(Xg)At,g]w(x)d:r
R
—/Etac[

R

Combining Equation (5.4.38) and (5.4.39), in order to show Equation (5.4.37), it remains to

o (Xo) |w()da. (5.4.39)
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show that

‘/ e f" (Xo)lw(w)de — /]R Etw[@f(Xe)]w(x)dx‘
< / Lo f™ (Xo)|w(w)de — /R B o (Xo)Juw(2)d]
+| /R E, o f (Xo)|w(z)da — /R Bualo f(X0)uo)ds

converges to 0. It is true since

| [ Bl olute)ds — [ BrlpfCalotds] =| [ EL{elr () - 1) fute)as

< = Flloo - Illoe /R w(z)da
1 = Flloo - ¢l - 1

—0,

and
| / EP, o (Xo)|w(z)dz — / Evoliof (Xo)w(z)dz| — 0,
R R

where the first convergence follows from Assumption ii) and boundedness of ¢ while the second
convergence follows from Jacod and Shiryaev (2003), Theorem IX.4.8, page 556.

Now we have shown that Equation (5.4.34) holds. It follows from Assumption i) and Re-
mark 5.4 that (r,n > 1) is bounded in L? ((Q,};ZéY,IP’O);H> and r,n > 1 is bounded in

L2<(Q,};ZéY,IP)0,{fféy}tgsgg) X [t,@];V). Notice that every bounded sequence in a Hilbert
space contains a weakly convergent subsequence. Then there exist a subsequence r"*, such that:

P g in L2((Q,fféy,]@0);ﬂ) . weakly, (5.4.40)
P S € i L2<(Q FEY PO AFE Y izsco) X [t,e];v) , weakly. (5.4.41)
It remains to show that & = r and n = 4. Let & € C'([t, 0]). Notice that (0 —I—f

together with Equation (5.4.25), we obtain, noting the boundary cond1t10n ret = f",

0 0
R (0)(f™, w) + /t K (8) (A w)ds 4 /t K (s) (R 1 w)dZ, (5.4.42)
0

+ n(s)(()\”’“ - 1)7”?’“,10) d(Ys —s) — /ta K (s)(r*  w)ds

t

=r(t)(ry*, w).

First, we have the following convergence weakly in L2 ((Q, ﬁZéY, PO); R), which will be shown
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later,

6

/t 1 (5) (AT % p)ds — / JOAE,, w)ds, (5.4.43)
6

/ 1 (5) (™ % w)dZy — / V(hés, w)dZs, (5.4.44)
6

/t ﬂ(s)((w —1)rgk,w = 4/ —1 gs, w)d(Ys — s), (5.4.45)
6

/t K () (™ w) 54/ $)(&s, w)ds, (5.4.46)

K(0)(f™, w) — k(O)(f (5.4.47)

K()(ry*, w) — kKt (777 )- (5.4.48)

)
Take the weak limit in L? ((Q, .7-"féy, PO); ]R) from both sides of Equation (5.4.42), yielding:
0 0
KO)(.w)+ [ rl) A ulds + [ (o) (06 w)z
t t

+ /t 9 () (0~ Do w)d(¥: — 5) + /t " )6 w)ds
=k(t)(n, w).

It is then easy to conclude, from the uniqueness of the solution of Equation (5.4.25), that £ = r

and 7 = 7. It now remains to demonstrate the convergence in Equation (5.4.43), (5.4.44),

(5.4.45), (5.4.46), (5.4.47), and (5.4.48).

First, we present the following convergence holds in H strongly:

ow ow
— a :

h*w — hw, (A" — Dw — (A — 1w

i=1,...,N, (5.4.49)

a*tw — aw, a™*

Here, we only show A" w — hw. The other convergences in Equation (5.4.49) can be obtained
similarly. By definition, w has a compact support, let it be A € R?. By iii), we have h? — hj in
measure on each compact set of R That is, set A” = {x € A:||h"(z) — h(z)| > €},

lim p(A") =0,
n—co
where y is the Lebesgue measure on R?. Then, for € > 0, 3K, such that, Vk > K,
p(AZF) <€
And

1h™w — b3

/H (h (@ (rr))w(x)Hde
= /A " (h”k( ) — h(w))w(x)HQdH /A , (h”’“(:c)—h(:c))w(x)Hde
< [ V10 = P P+ (1 + ) ol |

dx
nk
€

2 2 n 2 2
<eulZop(A) + e( IR oo + [l ) o]
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the last inequality follows from the uniform boundedness of A™*, boundedness of A and w.
Therefore, we have that

|h"*w — hw||g — 0, that is h"*w — hw.

Now we show Equation (5.4.43). It is equivalent to show that, V¢ € L2<(Q,ﬂZéY,PO);R> and
bounded,

RO [90 /t ’ m(s)(A”krgk7w>ds] RO [90 /t ’ m(s)(Am,w)ds].
We have

- 0
E° gp/ n(s)(An’“r?’“,st}
Lt

=E° :(p /tG r(s)((A™ — A+ A)?“Zk,w>ds]

=K’ :go /te k(s)((A™ — A)r?k,w>ds] + E° [gp /té’ K(s)(Ari* w)ds

RO :(p /t ’ K(s)(AEs, w>ds] .

The last convergence follows from, by Equation (5.4.41),
- 6 _ 0

E° (p/ m(s)(Ar?’“,wﬂs] —E° (p/ m(s)(Afs,w>ds]
L Jt L Jt

- ;
=E° gp/ K(s)(Arg* — A&, w)ds
"/ ]

- ;
=E° _(p/t K(s)(A(ry* — §S),w>ds_

=E° :(p /té’ K(s)(ry* — §S,A*w>d8}

—0

and meanwhile, for sake of simplicity, consider for d = 1, by Equation (5.1.4),
0
‘EO [@/ k() ((A™ — A)r?’“,w>d8]‘
t
0 0
<E°[I¢| / ()] 2l - (@™ = ay' | + 1@ = @ywls)ds]

<lielollnloe (0™ =y + @™ — @yl )2 [ s )lvs]

<Npllocllllo (™ = alloole 17 + 1™ = allocllwllr ) (0 = 1) (17"*lg— + 1)
—0.

Here, the last convergence follows boundedness assumptions of ¢, k, and Equation (5.4.49).
The high dimensional case is handled exactly in the same way. Therefore, we obtain Equation
(5.4.43). Now we show the convergence (5.4.44). Define

Ps = EO(QP‘fSZ,éY)a s € [070]
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Then ¢ is a martingale. Due to the independence of Z and Y, we have a martingale representation
of the PY-martingale ¢ using the martingale representation theory, see Jacod and Shiryaev
(2003), Theorem II1.4.34, page 189,

) 0
Ds = E0(<p) —i—/ o, dZ, —I—/ 7d(Y, —v), s€]0,0]. (5.4.50)

Notice that ¢ is bounded, Protter (2005),Corollary 3, page 73, implies that coefficients {a, },¢(0,0)
and {7, },e[o,6) are square integrable. That is

EO(/OGQEdV> < 00, EO(/O

0
'ygdl/> < 0. (5.4.51)

Then, we get

oo Wi waz)

£/ [E°¢) + / iz, + / evydm—u)] / 9m<s><h"kr2k,w>dzs}
{ /t ’ aydZ, /t ' K(s) (R, w)dZS}

—&'{ /t ' o) (B w)ds

—>E0[/t ask(s)(hés,w)ds].

0

5

The first equality follows from iterated conditional expectation. The third equality follows from
Equation (5.4.50). The fourth equality follows from independence of Z and Y. The last conver-
gence is obtained as follows

)
R / ask(s)(h*rik, w)ds}
0
=° / rok h”kw)ds]
t
0
—ER9 /
t
0 0
=E° / ask(s 7“ ok, (R —h)w)ds] —HEO[/ asm(s)(rgk,hw)ds]
t t

RO /Gasn V(hey,w)d ]
t

Q

ski(s r (W™ — h)w + hw) ds]
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where the last convergence follows from Equation (5.4.41) and
)
E° / ask(s) (r?’“, (h"™ — h)w) ds]
Lt
s
<E°[ [ Jaul - In(s)

-Jt
- ro
<E[ [ ol ] -l = Wyl

. ‘ (r?’“, (R — h)w) ‘ds}

0
<0 = Byl [ o112 s
0 1/2 0 1/2
<l — il {E° [ aZas} " (B0 [ roelas)
t t

0 1/2
<[l (A — Ryl )l oo { E” / oZdsy (0~ )™l

—0.

Here, the convergence follows from Equation (5.4.49), bounded assumptions of x, and that « is
square integrable, by Equation (5.4.51).

Meanwhile, we have

E° [@ /t9 /@(s)(hrs,w)dZs] =E° [/t9 asm(s)(hés,w)ds].

Equation (5.4.44) is obtained.
Similarly, we obtain Equation (5.4.45) by

Eo{w/ta /@'(8)(()\”’€ - 1)r?’“,w> d(Ys — s)}

—E%J E° [30 /te #(s) (()‘n'“ - 1)T?kvw> d(¥; — 5)|FtZ97Y} }

|
=
[en}
©
o~
S—
e
=
—
@
N~—
VS
—
>
3
Ead
—_
N—
3
3
Ed
g
N———
IS
—~
=
|
®
N—
H/_/

and
Eo{tp/te m(s)(()\"k - 1)r?’“,w>d(Y5 — s)} =k [/te Ysk(S) (()\ — 1)§S,w) ds].

Likewise, we get Equation (5.4.46), (5.4.47) and (5.4.48).
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Now, we propose to prove Lemma 5.9. In order to simplify the notations, let ¢ = 0. Define
¢s = 1r5(Xs)As. Then, given Xy = x,

$o = r0(Xo)Ao = r¢(2),
P9 = 10(X0)Ag = f(Xp)As.
Notice that
EO(%VQZ’Y,XO =) = ry(7),
E° (¢l F., Xo = z) = (),

the last equality follows from Lemma 5.9. Therefore, in order to prove Lemma 5.9, one approach
is to show that

0

B9, [0 — do| 7| =BG, / dg,| 7)Y | = 0.
0

It is suffice to show that the conditional expectation of the increment of ¢ with respect to
]-"OZ Y is zero, by 1td’s formula, Equation (5.4.25) and (5.4.29). However, one cannot differentiate
¢s = rs(Xs)As by Itd’s formula. The reason being, Equation (5.4.25) is a backward SPDE while
Equation (5.4.29) is a forward one. ¢’s differential could involve terms which do not make sense.
Instead, we use time discretisation approach as that adopted in Pardoux (1979b), page 154.

Proof of Lemma 5.9. In the proof, for convenience, we define r(t,x) := r/(z). In the following,
we will apply stochastic Fubini’s theorem and central limit theorem. To do so, we need the
following boundedness of r and A.

Lemma 5.10. Under the assumption of Lemma 5.9, for each compact set A of R, we have

PO{Elc(w) eRY,st.  sup {Ir(t,z,w)|, |rz(t, z,w)|, |rez(t, z,w)|} < c(w)} =1.
0<t<8,x€A

Proof. Tt follows from the hypotheses and Lemma 5.7 that each trajectory of r belongs to
D(O,T; H ”(Rd)). By the properties of sobolev space, see Folland (1999), 9.18 Corollary,

page 304, we have V¢, r(t,-) € C®(R?). Therefore, Vt, r(t,-) is uniformly bounded on each
compact set of R% By Theorem 5.6, every trajectory of r is right-continuous having left limits,
applying Lemma 9.17, Peszat and Zabczyk (2007), page 154, we obtain the desired result. O

Lemma 5.11. Under the assumption of Lemma 5.9, we have

sup EY[A?| X, = 2] < oo, (5.4.52)
0<t<T

sup EY[A}| X, = 2] < o0. (5.4.53)
0<t<T

Proof. By the definition of A, see Equation (2.4.5) and (2.4.1),

AZ = H[)\(XTR_)]Q-eXp[ /t X.,)"dZ, —/ 1h(X)] du—2/t ()\(Xu)—l)du]

™m<t

e 2 [ 0t Taz] e [ = [ b P2 [ )]

t
<N exp [2 [ h(X)Tdz).
0
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Notice, Y is a Poisson process with intensity 1 and is independent with X, we have

E°[A2| X, = 2] <eE° {HAH@?}EO [exp (2 /t h(Xu)TdZu) Xy = x}
0

On one side,

E°[IA12] = ZWZ e

(o]
-y 3 (AL)" tWoo o—tINIZ,
=0 !
A1)

On the other side,

Eo:exp (2/0 h(Xu)TdZu) ]

—RO EO{eXp( /th(Xu) Z)|FX, X = x}‘Xo - x]

[ exp / B | Xo = ]

<e2tlhllz
Combining the results, we obtain

2 2
sup E° [A?(Xo _ x} < . N L 2tk o
0<t<T

Similarly, we obtain Equation (5.4.53).

In order to simplify the notations, let us prove Equation (5.4.30) for t=0, write EV(-) for
Eg,x(-|.7-"9z ’Y). We will suppose that d = 1. The more general case is handled in exactly the
same way.

For reasons previously mentioned, we cannot differentiate Ayr(t, X;) with respect to ¢, instead,
we consider the following time discretisation. For each wo, suppose that Yy = N and then
0 < m(w2) < ... < 7n(w2) < 6. For a integer m, let 0 = sp < s1 < s3 < ...s;, = 0 be a
mesh with s;41 —s; = 0/m =: k. Now we have less than N + m + 1 time points. Assume we
have n 4+ 1 time points and obviously, n < M 4+ N. Re-index the positions for the time points
as 0 =ty < t1 < ta... < t, = 6. Finally, the interval [0, 6] is partitioned into subinterval of
length less than or equal to k with 0 =ty <t} < t3... < t, = 0. Then, we have the following
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decomposition. Notice that f(-) = r(0,-) and Ag =1,

ED | Ao f(Xo)| = r(0,2) =E2| Agr(6, Xo)| — E2[A(0)r(0,)]

.
=) E) {Atiﬂr(tiﬂa Xtiny) — Ay (i, Xti)]

n—1
= Z Eg [Ati+1r(ti+1v Xti+1) Atz-{—l_’r( i+17 th+1 )
=1

+ Atz+1—7a( i+1— th+1 ) Ati/’a(ti7Xti):|

ne1
= Z {E(a)c [Ati+1r(ti+17 Xti+1) Atz+1—7a( i+17 th+1 )}
=1

+ EO |:Atz+1_7a( i1 Xty — ) — Atir(t“Xti)] }

In the following, we will show that, for 0 <t < 0,

Aﬂ"(t, Xt) — At_’l”(t—, Xt—) = 0. (5454)
Then consequently,
n—1
o) [f(Xg)Ag} —r(0,2) = A (5.4.55)
i=1

where, for 1 =1,2,...,n —1,
|:Atz+1—r( i+17 th+1 ) Atir(ti7Xti)i| = A

In fact, when t is not the time of jump, then Equation (5.4.54) is obtain by continuity. Otherwise,
by Equation (5.4.29),

Ay — A = N Xm) — 1A
That is
Ay = M X )Ny (5.4.56)
Similarly, apply Equation (5.4.25),
r(t—, Xi—) = M X )r(t, Xi—) = M X)) (8, Xo), (5.4.57)

where the last equality follows from the continuity of X, that is X; = X;_. Combining Equation
(5.4.56) and (5.4.57) together,

Agr(t, X2) — Agr(t—, Xoo) = MNX ) A r(t, X2) — A A(Xe_)r(t, Xy) = 0.

By Equation (5.4.55), in order to prove Equation (5.4.30), it suffices to show that, as m — oo,

n—1
Z N; — 0 a.s..
i=1
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As previously mentioned, we can not apply It6 formula to A;, by Equation (2.4.12) and (5.4.25).
Instead we have the following decomposition,

Az‘ :Eg |:Ati+1—’r(t’i+1_7 Xti+1—) - Ati?”(ti+1—, th)i| (5458)

+E) {Atﬁ(tm—a Xi,) — Ay (ti, Xti)},

such that one part composes the increment cased by A; and Xy, whose dynamics is described
by forward equation, while the other part composes the increment cased by r with respect to
t, whose dynamics is described by backward equation. On the one hand, we express the second
term of A\; using Equation (5.4.25) at * = X, which make sense because of the regularity of
the solution. Notice that there is no jump between the time interval [t;,¢;11),

Atir(t’i+1_7Xti) - Atir(t’iaXti) (5459)

- /ti+1 Ay, { — Ar(s, Xy, )ds — h( Xy, )r(s, X¢,)dZs + (M(X¢,) — 1)"”(8’Xti)d8]'

ti

On the other hand, we express the first term in A; by means of It6 formula, by Equation (2.4.12)
(2.2.1), applied to Asr(tit1, Xs).

At T(tiJrl_, Xt ) - Atir(ti+1_, th) (5460)

i+1

tir1 tit1
= [ Aurltin = Xon(XdZ, ~ [ At X (MX.0) - 1)ds
ti t;

i+1—

tir1 tit1
+ / ASAT(tiJrl_a Xs)ds + / As""x(tiJrl_a Xs)O-(Xs)st~
ti t;
Now we show that

tit1
Eg{/ Asrx(tHl—,Xs)a(Xs)dV;} =0. (5.4.61)

t;

By assumption ¢ is smooth with compact support. Together with the boundedness of r, by
Lemma 5.10, r,0 is bounded, then we have

B{ [ [Nerattin— X000 a5} < Iraizmn{ [ a2as). (0462

ti t;

Notice that, by Lemma 5.11,

tit1 tit1
EO[/ AZds| X, = x] _/ E°[A2| X, = 2]ds

ti ti

<(tiy1 —t;) sup E°[A%| Xy = 2] < oo.
0<s<T

Therefore, the left hand side of Equation (5.4.62) is finite a.s.. Together with V;,Y;, Z;, are
P%independent, we have Equation (5.4.61).
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Combining with Equation (5.4.58), (5.4.59), (5.4.60) and (5.4.61), we have

tit1
A :Eg{ / Asr(tHl—,Xs)h(Xs)dZs}
t

i

- /t T (i XO(Xe) 1)ds)

i

tit1
+Eg{/ ASAr(tiH—,XS)ds}
t;

+E) /t A [~ Ar(s, X,)ds — h(X,)r(s, X,,)AZs + (NX,,) — Dr(s, X, )ds| }

i

tir1 tit1
:Eg{ / Agr(tizr—, Xo)h(X,)dZs — / Atih(Xti)r(s,Xti)dZs}
t t

T %

+EY - /t " (e — X)X ) — Dds + /t LX) — 1Jr(s, X, )ds

tir1 tit1
+ Eg{ / A Ar(tisr—, X,)ds — / AtiAr(s,Xti)ds}. (5.4.63)
ti t;
A has right continuous path with finite discontinuous time points, it is bounded for each trajec-
tory. By assumption, b, o, A — 1 is smooth and compact supported. Together with boundedness
of r, by Lebesgue dominated convergence theorem, see Folland (1999), Theorem 2.24, page 54,
we have that

n—1 tiv1
lim 3 / Asr(tiﬂ—,Xs)[)\(XS_)—1]ds
m— o0 ot
n—1 i1
— lim 3" / Ay, [)\(Xti)—l}r(s,Xti)ds
6
_/ A, [)\(XS)—l]r(s,Xs)ds (5.4.64)
0

and

) n—l i i+1
W}EHOOQ /t A Ar(tive, Xs)ds —WILEHOOZ/ Ay, Ar(ts, Xy, )ds
i= i

:/ A Ar(s, Xs)ds. (5.4.65)
0

It is not possible to take the limit in the same way in the stochastic integrals, because the limit
should not make sense.

tit1 tit1
/ Asr(ti—l—l_a Xs)h(Xs)dZs - / Atih(Xti)r(t& th)dZs =14+ ﬁia (5466)
ti t;

where

= [ (A= XOROE) = A el = %02

/tz+1 )r(tiei—, Xp,) — h(Xti)T(S,Xti)] dZ,.
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Combining the obtained result, Equation (5.4.63), (5.4.64), (5.4.65) and (5.4.66), it remains to
show that EY Z?:_ll a; and E? Z?:_ol B converge to 0. The main tool for obtaining the convergence
is the central limit theorem for stochastic integrals, see Revuz and Yor (1999), page 152. In order
to show that the sequence of stochastic integrals converges to 0, by the central limit theorem, it
is suffice to show that it converges in distribution to a normal random variable with variance 0.
Let us first consider E? Z?;ll a;. It follows from Itd’s formula, by Equation (2.2.1) and (2.4.12),

Agr(tivr—, Xo)h(Xs) — Ay, h( Xy )r(tiv1, Xi,)
_ / AW ATR() (tie1, V] (X + / o A, @)

ti ti ax

+ / A2 (X)) (tis1, Xa)dZ0 — / 'SAu()\(Xu)—1)h(Xu)r(ti+1,Xu)du

ti

X,)dV,
ey, T Ku)

= [ A ARt ) — M) — DA, X, du

ti

+ [ APA(X )7 (tis, Xu)dZy,

" /js Aua[h(x)giﬂrlax)] x:XuO(X“)dV“'
For sake of simpli;ity, define
o°(t,2) =AIR(r(t,)](2) — (Az) — Dh(e)r(t, ),
n*(t,x) :=h*(x)r(t, ),
() = 2D

By assumption, coefficients in our model are smooth and compacted supported. Together, with
the boundedness of r, Lemma 5.10 implies

10 lfoos (11 lloos [[7* loo < 00

Then we have

n

Eg{ Zai} :Eg{ i/ttm dZ, /t Au,oa(tiH,Xu)du}
j =1 i i

=1 7

n tit1 s

+ Eg{ Z / dZs / Auna(tiJrlp Xu)dZu}
i=1 "t ti
n tit1 s

+E{ Z/ dz, / Ay (1, XAV, }
i=1 7t ti

1

=a) +a® 4o, (5.4.67)

By stochastic Fubini’s theorem, Protter (2005), page 208, we have

n tit1 s
i=1 /ti ti

n tir1 s
_Z/ dZSEg{/ Aufya(tHl,Xu)a(Xu)qu}.
i=1 7t ti
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Notice that

E / Bl A (i1, Xo)o (X1 < [7° 12 o] E2 / A2du < 0.

t; t;

And the last inequality follows from

0<u<lT

EO[/S A2 du|zg = x] < (s—t;) sup E°(A%|zg =1z) < oco.
t;
Together with V;, Y; and Z; are independent, we have

Eg{ /t Auvo‘(tHl,XU)a(Xu)qu} ~0.
Therefore, Z

o® =0. (5.4.68)

Now we consider oV,
0 n S
Oz(l) = Eg{/o dZs Z{l{ti<8<ti+1}/ Aupa(tiJrl’Xu)du}}'
=1 ti

In order to show that o) — 0, by central limit theorem, it suffice to show that

Eg{/og ds[gu{tigmiﬂ}/: Aupa(tiH,Xu)du}r} 0.

That is

Eg{ izn;/t;iﬂ d.s[ : Aupo‘(tiJrl,Xu)du} 2} — 0.

By Jensen’s Inequality, the left hand side of the last formula is less then or equal to

Eg{i /;H ds(s — ;) / A (1, X,) e}

S
ti

n tit1 s
SHpaHgoEg{ Z/t dS(S — tz)/t Aidu}
=14 g

Notice that
n

EY [Z /t;iﬂ ds(s —t;) /: Aidu‘Xo = CC}

=1

n tit1 s
:Z/ ds(s—tl-)/ E°[A2| X = x]du
=1t ti

n tit1
< swp BN =2l Y [ dsts 1
0<u<lT i=1 Yt

n
= sup EO[A7[Xo=a])
0<u<T i1

k‘2
< sup EO[A2|Xp=2] 0 — —0,
0<u<T 3

(tiv1 —t:)?
3
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as m — oo. Therefore

1imO oM 0, a.s..

7

(5.4.69)

In fact, the other convergence can be derived in the same way. However, for the reader, we show

the proof in detail.

a® EQ{Z/W dZ, /SAuna(tm,Xu)dZu}
t t
E {Z/ o Auna(ti—l—laXu)dZu /tiJrl dZs}
tiva
{ Z/ u77 z+17Xu)(Zti+1 - Zu)dZu}

—ERY

xT

:Eg}{ /0' dZu Z 1{ti§u<ti+1}AuTla (ti+17 Xu)(Zti+1 - Zu)}
=1

Again, by central limit theorem, it suffice to show that

T n
Eg{ /0 dU{Z 1{ti§u<ti+1}Auna(ti+lu Xu)(ZtiJrl - Zu)}Q} — 0.
1=1

That is
0 7,+1 2
E Z/ u77 Z+17Xu)(Zti+1 - Zu)] } - 0
t;

The left hand side of the last formula is less than or equal to

BB Y [ dulan(Zi, - 2
i=1v"

Notice that, by Cauchy-Schwartz inequality,

t1+1
23 [ itz - 2P = o)
t;

o 0 2
—Z/ duB{[Ay(Z1,,, — Zu))*| X0 = x}

0<u<T
ts —t')
< sup [E°(A%|Xy == (i1 —
e, B = o) 30 S
k‘2
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Therefore,

llir% o =0, as.. (5.4.70)

Now we show that E >°" | 8, — 0. By Equation (5.4.25), we have
T(ti-i-l_v Xti) - T(Sv Xti)
tit1
:/ —Ar(u, X3,)du — h(Xy,)r(u, X3,)dZ, + (MN(Xy,) — D)r(u, X, )du
S

= [ A X+ 006 s X [ RO X,z

For sake of simplicity, define

pﬁ(t, x) :=h(z)[-Ar(t,x) + (AMz) — D)r(t, x)],
nﬁ(t,x) = — h(x)*r(t, z).

By assumption coefficients in our model are smooth and compacted supported. Together with
the bounded of r, by Lemma 5.10, we have

1% lo, 177 [|s0 < oo

Then we have

n n tit1 tit1
Eg{ Zﬂz} :Eg{ Z/ dZSAti/ pﬁ(u,Xti)du}
i=1 i=1 7t 5
n tit1 tir1
+E{ > / dZ,As, / 7 (u, X,,)dZ, )
i=1 "t s

=30 4 @), (5.4.71)

Again, we rewrite 51 as
L 0 n tit1
ﬁ( ) = Egj/ dZS Z 1{tiSS<ti+1}Ati / pﬂ(u7 th)du
0 i=1 s
By the central limit theorem, it suffice to show that

6 n t;
EO{/ ds{z 1o <sct At./ - PP (u Xt.)du}Q} — 0.
T 0 — { iSs< 7,+1} i < ) i

That is

n tir1 tit1
Eg{ Z /t ds(Ay, / p’g(u,Xti)du)2} — 0.
i=1"" s

In fact, the left hand side of the last formula is less than or equal to

g2 10 f N [ o 2 8112 w0 "o (tip — )3
IPPIRESL DS [ dsh? (e — )2 ) = 0P IREN] D0 A2 =1,
i=1 7t i=1
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Notice that

n n

tiv1 —t;)? tig —1)3
EO[ZAiMyXO:x] < sup EO[AfyXO:x}ZM

i=1 3 O=t=T i=1 3
k‘2
< sup EY[A?|Xg=2] -0 — — 0.
0<t<T 3
Therefore,
ﬁ(l) — 0, a.s..

We rewrite 3@ as

5(2) :Eg{ i /ti+1 dZs\y, /t¢+1 nﬁ(uaXti)dZu}
i=1 7t s
n tit1 ”
:Eg{; /t AZu Mo, (u, X, ) /t dZs}

n tit1
:EO Z/ dZuAtinﬁ(uﬂXti)(Zu - Zti)}
i=1"1

T

T n
—E3{ / 0203 V,<uct Mo (w0 X0) (2 = 20,) }.
0 i=1

Again, by central limit theorem, it suffice to show that
T n
Eg{ /0 dU{Z 1{tigu<ti+1}Atinﬁ(u’ Xi,)(Zu — Zti)}Q} — 0.
i=1
That is
n tit1
B Y [ dulin’(w Xe) (2~ Z)P | 0.
i=1 7t

In fact, the left hand side of the last formula is less than or equal to

PR Es{ 3 [ dulni (2 - 207},
i=1 "t

Notice that, by Cauchy-Schwartz inequality,

EO{ i /t¢+1 dulAy, (Z,, — Zti)]2’X0 = x}
i=1 7t
< Zn: /ti+1 du(EO[AfJXo = x]f (EO[(Zu — Z,)* Xo = x]f
i=1 "t

1 n tit1
< sup (EO[Af\XO = :1:]) : Z/t duv/3(u — t;)*
=17t

0<t<T
1 n
2 (tit1 —ti)
< sup <E0A4X0::1:>2 —
up, (B =o1)" 30

79

(5.4.72)
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Therefore,
5(2) — 0, a.s.. (5.4.73)

Combining Equation (5.4.67), (5.4.69), (5.4.70), (5.4.68), (5.4.71), (5.4.72) and (5.4.73), we ob-
tain the desired result. O

Remark 5.7. For the proof of Lemma 5.9, the basic idea is borrowed from Pardouz (1979a)
and Pardouz (1979b). The reason we show the proof here is as follows.

e Because our model have both jump and continuous observations, we cannot directly cite
the result of Pardoux (1979b).

e There are some assertions in Pardouz (1979b) without proof.
— v e, H'(RY) = v € C°(RY), page 15/.

- EO{SUPOSSST {h2(Xs)v(5,XS)AS]2‘XO = :c} < 00, page 157.

5.4.3 The unnormalized conditional density

One objective of this section is to show that Equation (5.2.1) is adjoint of Equation (5.4.25) in
the sense specified by the following:

Theorem 5.12. Assume Assumption 5.1 holds. Let {q; }.e(o,1) be the solution of Equation (5.2.1)
and {ri}iefo,0) be the solution of Equation (5.4.25). Then, the following holds a.s.

(gt,mt) = (gsy7s), Vs, t €]0,0]. (5.4.74)
Proof. Set R; = (q¢,r¢). Then it is suffice to show that
dR; = 0.

It holds between jump times, by Pardoux (1979b), Theorem 3.1. At the time of jump, by Equa-
tions (5.2.1) and (5.4.25), for any jump time 0 < 7, < 6,

an - an* = an*()\ - 1)7

Try — Ty = —T7 (A —1).
That is

Qry = Qrp— A, Ty = Tr, A
Therefore,

ARTn = RTn - RTn— = (anvrTn) - (QTn—arTn—) = (an—A7TTn) - (an—vrTn)\) =0.
|

Remark 5.8. In the proof, we cannot differentiate (q., ), because its differential could involve
terms which do not make sense.
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Another objective of this section is to show that p, the solution of Equation (5.2.1), is the
unnormalized conditional density.

Theorem 5.13. Assume Assumption 5.1 holds. Let {Qt}te[()’T] be the solution of FEquation
(5.2.1). Then, for f bounded and square integrable,

E°[F(Xo)Ao| 7)Y | = a0, ), 0 € 10,7 (5.4.75)
Proof. Let {r¢},c(0,0) be the solution of Equation (5.4.25). By Equation (5.4.30),
(q0,7m0) = (g9,79)-
Applying Equation (5.4.74),
[ P @ES L (FCX0) M0l 7y = (a0, 5.
O

0 is arbitrary, we have proved that Equation (5.2.4), which is as same as Equation (5.2.1)
describes the evolution of the unnormalized conditional density.

The following theorem identifies the density of the conditional distribution of the signal.

Theorem 5.14. Assume Assumption 5.1 holds. Let {qi}cjor) be the solution of Equation
(5.2.1). Define py := m, V0 € [0,T], then, for f bounded and square integrable,
R

E[f(X9)|FZ] = 0. ). 0€(0.7]

Proof. Immediate from Theorem 5.13 and Proposition 2.8. U
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Chapter 6

Convergence results

The Galerkin method is one of the well-known methods in the theory of partial differential
equations used to prove existence properties and to obtain finite dimensional approximations
for the solutions of equations.

Since the Galerkin approximation is successful in solving deterministic partial differential equa-
tions, it seems natural to extend these methods to stochastic equations. In recent years, the
deterministic Galerkin method, adapted to the stochastic case, has been examined by many
authors.

Pardoux (1979b) proves the existence of the weak solution of the stochastic parabolic linear
PDE’s, approximating it by means of the Galerkin method.

Gyongy (1988) studies the stability of stochastic partial differential equations with respect to
simultaneous perturbation of the driving processes and the differential operators. Gyongy (1989)
applied the result in nonlinear filtering.

Grecksch and Kloeden (1996) study the convergence of the numerical methods for parabolic
stochastic partial differential equations with time and space discretisations using the Galerkin
method.

The Galerkin approximation for the Zakai equation, with continuous noisy observations, was
considered in the literature by Ahmed and Radaideh (1997) and Germani and Piccioni (1984).
Ahmed and Radaideh (1997) used the Galerkin method to approximate the unnormalized, con-
ditional density of the filtered diffusion process. They illustrated the method with numerical
examples. Their work mainly concentrated on the technique, and they didn’t show the con-
vergence of the Galerkin approximation theoretically. Germani and Piccioni (1984) show the
convergence of the Galerkin approximation in mean square norm under appropriate conditions
on the data. Twardowska, Marnik, and Paslawska-Poludniak (2003) apply the numerical method,
mentioned by Ahmed and Radaideh (1997), to approximate the solution of Zakai equation with
a delay.

These authors investigated stochastic partial differential equations with gaussian noise. However,
the Galerkin method can also be used for stochastic partial differential equations with Lévy noise.

In this chapter, we apply the Galerkin method to nonlinear filtering problem w.r.t. Model (2.2.9)
with Lévy noise. The solution of the Zakai equation is approximated by a finite combination
of orthogonal series. Then, the solution of the Zakai equation is approximated by the solution
of a family of finite dimensional stochastic ordinary differential equations. These can be solved
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numerically or analytically.

The objective of Chapter 6 is to show the convergence of the Galerkin approximation in mean
square. Analogous results have been proven in the case with continuous noisy observations by
Germani and Piccioni (1984). They have provided an idea to handle such a problem. We apply
their idea to our case where the observation processed with both diffusion and jump noise.

In Section 6.1, we present the Galerkin approximation for solutions of Zakai equation (5.2.1)
by solving a sequence of finite dimensional stochastic differential equations. A question then
concerns the convergence and so, we will proof the Galerkin approximation convergent in mean
square norm.

In the proof, the key tool is the mild solution of Zakai equation. In Section 6.2, we show the
equivalence of weak and mild solution of the Zakai equation.

In Section 6.3, we give a definition of stochastic integral in Hilbert space. With such a definition,
the Zakai equation can be rewritten as a mild equation. We then have a decomposition of the
mild one, which is important to obtain the main result.

In order to study Galerkin approximation for equations of Zakai type, the main tool is a conti-
nuity theorem. From it, we know that the convergence of Galerkin approximation is guaranteed
by the convergence of the linear deterministic equation. It is shown in Section 6.4.

Finally, in Section 6.5, we deal with the necessary and sufficient condition for the convergence of
the linear deterministic equation. Together, with the continuity theorem, we get the necessary
and sufficient condition for the mean square convergence of Galerkin approximation.

In this chapter, a large class of linear stochastic partial differential equations are studied. Al-
though the techniques we introduce here are used for the Zakai equation, they can also be applied
to those classes of linear stochastic PDEs that include the Zakai equation as a special example.

6.1 Introduction

In this section, we will show that by the Galerkin approximation, the solution of Zakai equa-
tion (5.2.1) is approximated by a finite combination of orthogonal series. The solution of the
Zakai equation is then approximated by the solution of a family of finite dimensional stochastic
ordinary differential equations, which can be solved numerically or analytically.

We make the following definition of the Galerkin approximation of Equation (5.2.3) which is
equivalent of Equation (5.2.1).

Definition 6.1. Let {¢;,i =0,1,...} denote a Hilbert-basis of H, made of elements of D(.A)
which is defined by Equation (5.1.2). Then {e;} is linearly independent and complete in H. For
each natural n we consider n-dimensional subspace of H defined by V,, = span{eg,e1,...,en_1}
equipped with the norm induced from H. Let P, be the orthogonal projections from H to V,,
that is P,H =V, C H, and we have, Vv € H,

n—1
Pv= g (v,€)e; — v, as n — 0.
=0

Let (A% : H — V,, B,(In) :H — V,, and Bg\") : H — V,, be defined respectively by

(A = B AP, B := PuhT ()P, BYY := PuA(-) — 1]Py.
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The n-dimensional Galerkin approximation {qf")}te[oyT] to SPDE (5.2.3) is then, for any v € V,,

(@™, v) = (¢, v +f0 (A g™, v)ds + [7(B s”)vv)dZs
+ [HBMe™, v) d(YS—sx te[o,T], (6.1.1)

Q(()n) = P,po.

We will write the approximating equation coordinatewise. First, we can approximate the solution
of the Zakai equation (5.2.1) in the form

n—1
@)=Y " (ei(x), te0,T], (6.1.2)
=0

where {¢§n)} are Fourier coefficients to be chosen as follows. By projecting Equation (5.2.3) into
space V,, spanned by {e;,i =0,1,...,n — 1}, we obtain, for j =0,1,...,n—1, ¢t € [0,7],

n—1 n—1
> e en)di™ () ={ D (@) (Aver, ) pt + Z { S u (h¥ei.e;) bz
i=0 i=0 k=1 i=0
n—1
0 (0= Dewne) b — ).
i=0
This is an n-dimensional SDE for T (1/)0 ,1/) . ,¢§L@1)T given by for j =0,1,...,n—1,

S0 agidi M (t) = {2" 3 bt >}dt+22:1{2? o ) bz
"’{ Yo gjﬂ/’z‘ )(t—)}d(Yt —1),
S 4 (0) = qoy,

where, for 2,5 =0,1,...,n—1,
aji = (i, e;), (6.1.3)
bji <A*€Z, €]> (614)
cfl- (hPei,e;), (6.1.5)
gji = (A= 1)es, 6J> (6.1.6)
(6.1.7)

q0j = (po, €5)-
This is a finite-dimensional approximation of the Zakai equation (5.2.1).
Remark 6.1. If{e;,i =0,1,...} C D(L), then, by the definition of b;;,
bji = (A%ei,e5) = (ei, Aej) = (e, Lej) = (ei, Lej),

where L is the generator of the state process X defined by Equation (2.2.4). Since, the basis
functions used in the Galerkin approximation, for example Hermit polynomials and Gaussian
functions, are usually subsets of D(L), we compute bj; by (e;, Le;) which is more convenient to
deal with.
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For sake of brevity, define A™ := (@ij)nxn, B .= (bij )nxcn, Cc)k .= (Cf})an, G .= (Gij)nxns
q((]") = (qoo, - - - ,qo(n_l))T. We have the matrix notation equation, see Ahmed and Radaideh
(1997),

A @Y (1) = BT @)dt + T {C(”)va(”)(t)}de
+GMYM (t-)d(Y; —t), te0,T], (6.1.8)
AT (0) = of.

Notice, {e;} is a basis of H whose components are linearly independent. Therefore A™ has full
rank, and is invertible. Thus, Equation (6.1.8) can be rewritten as

dY ™) (1) = (AL BEOY®) ()dt + SL_, CEr™) () azk
+GMY® (t)d(Y, —t)], te[0,T], (6.1.9)
T)(0) = (A™) " qf",
which can be solved numerically or analytically.

Now, there is a question which concerns the convergence of {q(”)} which is defined by Equation
(6.1.2). We will show that {¢(™} converges to ¢ in mean square sense.

6.2 The mild form of the Zakai equation

By Equation (5.1.3), if Assumption 5.1 satisfies, the restriction of A to D(A) which is defined
by Equation (5.1.2), is the infinitesimal generator of a contraction semigroup G of bounded
operators on H, such that, for ¢ € [0, 7],

G < ™. (6.2.1)

Notice, the generator of G and operator A, which is defined by Equation (5.1.1), is different.
And the generator of G is the restriction of A to D(A).

By the following theorem, we show the equivalence of weak and mild solutions.

Theorem 6.1. Assume Assumption 5.1 is fulfilled. Then, the process {q.,t € [0,T]} is the
unique solution of Equation (5.2.1), if and only if it is the solution of the following equation, for
te[0,7],

t
(gt v) =(Giqo,v) +/ (qTahTGt—TU) dZ;
0
t
+/ (qT_, () — I)Gt_Tv) d(Y, — 1), ve H. (6.2.2)
0

Proof. Notice, the solution of the Zakai equation (5.2.1) satisfies that, for v € D(A), t € [0,T],

(v, q) = (v, q0) + fg(Av,qs)ds + fg (hTU7QS>dZs
+ J ((A - 1)v,q87)d(YS — ), (6.2.3)
go=Dpo € H.

The desired result is then obtained from the existence and uniqueness result of the Zakai equa-
tion, see Theorem 5.4, the existence and uniqueness result of Equation (6.2.3), see Peszat and
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Zabczyk (2007), Theorem 9.29, page 164, and the equivalence of Equation (6.2.3) and Equation
(6.2.2), see Peszat and Zabczyk (2007), Theorem 9.15, page 151.

O

Zakai equation (5.2.1) can be expressed in a mild form as soon as a suitable definition of a
stochastic integral is given.

6.3 The stochastic integral

This section is devoted to construct a stochastic Ito integration of Hilbert-valued functions with
respect to a finite dimensional Lévy process.

We define
M} = (MM MM MY =z, MP =Y, —t, tel0,T). (6.3.1)

By Proposition 2.5, under measure PV, Z is an [-dimensional standard Brownian motion and Y
is a one-dimensional Poisson process with intensity 1. Then M! and M? are martingales.

Let N2(0,T; H) be a space of stochastic processes which are continuous in the mean square
norm. Lemma A.8 shows that A?(0,7T; H) is a Banach space with norm | - |7. For details of its
definition, see Section A.1.2. We have the following definition of stochastic It6 integration:

Lemma 6.2. Let {¢;,i € N} be any complete orthonormal system(CONs) in H, then, for any & =
T

((51)—'—7 €2> = (51717 s 7517l7 52)T with 51717 s 7517l7 52 € N2(07 T H); the sequence {I(n)} -

N?2(0,T; H) defined by

n l

=3 {2 (€29, 00aM2] + / (€ 00d2)e, te0.7] (6.3.2)

i=1  j=1

converges to a limit in N*(0,T; H) which is independent of {¢;,i € N} denoted by
t t
= / () "dMy +/ & dM?, te[0,T]. (6.3.3)
0 0

Proof. The convergence is obtained if one can show, for n > m
110 — 10| — 0, as m,n — oo. (6.3.4)
By the definition of | - |7, we get

17— 72 = qup Eo Z/ (€3, M“+/(§_,¢i)dM3] i

te[0.T) z m+l - j=1

— sup Eo{ Z/ (€M ¢)) dM“+/ (€ ,cbz)sz] }

t€[0,T

i=m+1 j=1
t
= EO / d / gv i2d
(313 o, o))

(12 i’ww/f[ 5 o).

i=m-+1
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The first equality follows from the definition of 1™ and | - |. The second equality follows from
the orthonomal property of {¢;}. The third equality follows from It6 Isometry.

On the one hand,

n (e 9]

> <) (&) = |lE )%, for j=1,...,1,

i=m-+1 =1

(€)<Y (E.60)7 = €215

i=m-+1 =1

Therefore,

l T T

1) 1 <B{ S [ 1 s+ [ 1€ s (6:35)
j=1"0

([ [Z €915 + 121 ] as)
([ 16 l3ns)

- /0 EO 141201 ds

<T - sup EOH&SH?{HA
s€[0,T7]

l
T-{ > 1"} + 1%} < oo
j=1

On the other hand,

n

Z (€M, 9)? =0, for j=1,...,1,
i=m-+1
n

i=m-+1

a.s. and a.e.. Applying stochastic dominated convergence theorem, Equation (6.3.4) is obtained.

Now, we show the convergence is independent of the CONs {¢;,i € N}. Let {&Z,z € N} be
another CONSs basis in H. Define

n l

=33 [ dpan] + [ (@ dpanz}s, e

j=1
Then it is suffice to show that

110" — [™], — 0. (6.3.6)
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In fact, by the definition of | - |7, we get

1) T — sup Eouz{ [ [@onand] + [ (& o0z}
j=1
t

t€[0,T]
3 l ~ . t R e
_ 15 7. 1, 9 ‘ ) |
;{]:Zl |:/0' ( S 7¢’L)dMs ] +/0' (55—7¢z)dMS} i .
= sup EOH/ {ZZ Li ZZ L3, 3y dMI
e i=1 j=1 i=1 j=1
+/t{i(£2 ¢')¢-—i(§2 )i a2 2
0 = s ST gt s—r Pi)Pi Ay
n l
= O - g
R4 B ICIRITES 33 5

A DICROTE wCRAT
ZEO{/ | ZZ AT 3 W XA
i=1 j=1

i=1 j=
S D SCRATES S(CRATY )

The third equality follows from Lemma 6.3 which will be shown later. On the one hand, since
the orthonormal decompensation in Hilbert H does not depend on the basis, we have

H Zn:zl:( o, )b — Zn:zl:(ﬁi’ja&i)@

i=1j=1 i=1 j=1
n n 5 5 2

H D (2 bi)di — > (&2, 1) 0
i=1 i=1

On the other hand, similarly as Equation (6.3.5), we have the following boundedness,

Y T ! .
1) — 1) < 280 Z/O 1€ |12, ds +/0 €2 N%dsp <2m- { D" 1€"9f + |2 | < oo
i=1 =t

To sum up, dominated convergence implies Equation (6.3.6). ]

Lemma 6.3 (It6 Isometry). We have the following properties for stochastic integral I which is
defined by Equation (6.3.3),

EO{HHH%I} = EO{ /Ot ”§S|y§{l+lds}, te[0,T]. (6.3.7)

Proof. On the one hand, we have the following convergence of (™ which is defined by Equation
(6.3.2),

B 13} — B {ILIE ), as n— oo (6.3.8)
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In fact, by Lemma 6.2,
1) — I|p — 0.

By the definition of norm |- |7, it is equivalent to

1
{ sup B~ nil% b o
te[0,7

Then, for t € [0,7T], we get
3y o
Notice that
‘EO{HL}(”)H%I}I/Q _ EO{HItH%I}l/Q‘ . {EOHIt(”) - It”%}m o

Equation (6.3.8) is obtained.
On the other hand, we have

{13, } =E0f Z / é’s’Jasz Jast [[S@orlas)  ©39)

=1
= / ussuiﬂﬂds}, (6.3.10)

where the equality follows from It6 Isometry and the convergence obtained with the same method
we used in Lemma 6.2. Combining Equation (6.3.8) and (6.3.9) together, we obtain the desired
result. O

Lemma 6.4. Let I be the stochastic integral which is defined by Equation (6.3.3). Then,

HEO(It)HH —0, telo,T]. (6.3.11)

Proof. Similarly, as with the proof of Lemma 6.3, we get

n—oo

HIEO(It)HH — lim HEO(Q(”))HH, t e 0,7].

Notice that HEO(I}(”))HH = 0, by Shreve (2004), Theorem 4.3.1, page 134, the desired result is
obtained. O

With such a definition, the Zakai equation (5.2.1) can be rewritten as a mild equation in
N?(0,T; H)

t
g = th-f—/ G (hT g )dM! + /G:_T[()\—l)qf}sz, te[0,7). (6.3.12)

Equations of this kind have been largely studied in literature, in particular the uniqueness of
the solution in N?(0,T; H) is well known.
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6.4 Continuity theorem

The objective of this section, is to introduce a continuity theorem, which says the convergence
of Galerkin approximation is guaranteed by the convergence of the deterministic operators of
the corresponding SDEs.

This section is organized as follows: In Section 6.4.1, we first introduce a large class of linear
SPDEs, in mild form, which includes the Zakai equation as a special example. Then, we intro-
duce a decomposition of these linear SPDEs which are important for our main result. We also
introduce a mapping which associates the deterministic operators to the unique solution of the
mild equation. Finally, we show that the mapping is continuous. For lucidity, we postpone the
proofs of the related formulas to Section 6.4.2.

6.4.1 Continuity theorem

We now introduce some spaces of operators.

Definition 6.2. Let S be the space of all Cp-semigroups of linear bounded operators from H
to H such that, VS € S, there exists S € RT, which is not depending on the choice of S, such
that

sup ||S¢|| < S. (6.4.1)
te[0,7

It is endowed with the topology of the uniform strong convergence on [0, 7. That is, a sequence
{S (")} in § converges to a Cy-semigroup S € S if, for any x € H,

e Al P

Let U be the space of linear bounded operators from H to H, endowed with the strong topology.
That is a sequence {Bén)} in U converges to a bounded linear operator By € U if, for any « € H,

lim H(Bé”’ - BQ)xH ~0.

n—oo H

Let U be the space of linear bounded operators from H to H!. More precisely, it is the space of
all linear bounded operator Bj of the following form

Byz = (BY'z,...,BY), Vo € H,

where BY : H — H,i=1,...,l, are some bounded linear operators in i{. It is endowed with the
strong topology. Then, a sequence {BYZ)} in U’ converges to a bounded linear operator B; € U
if, for any z € H,

lim H(B@ - Bl)xH = 0.

n—oo H!

A large class of linear stochastic partial differential equations

In this section, a large class of linear stochastic partial differential equations are studied. They
include the Zakai equation as a special example.
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Let {S;,0 <t < T} € S be a Cy-semigroup of bounded linear operators from H to H and denote
by the same symbol the semigroup of operators on H'! obtained by applying S; componentwise,
for each t > 0. Let By € U', By € U, we consider the following equation in N?2(0,T; H) , for any
fin H,

t t
Xt = Stf —|—/ St—TBl(XT)dM; —|—/ St—TBQ(XT—)sza t e [O,T] (642)
0 0

Here, defined by Equation (6.3.1), M is an I-dimensional martingale and M? is a one-dimensional
martingale. Notice that Zakai equation (6.3.12) is a special case of Equation (6.4.2).

An important decomposition

The following decomposition of Equation (6.4.2) is the starting point to obtain the main theorem.
First, we introduce a linear operator L on N2(0,T; H) defined by, Vx € N?(0,T; H),

100 = [ SV + [ SeoBabe i te 0T (649)

We then have the following properties of L.

Lemma 6.5. Let S € S, By € U', By € U. Then, L, defined by Equation (6.4.3), is a bounded
linear operator from N2(0,T; H) to N*(0,T; H). Moreover, there exists a constant

1
v =5(S. 1B B2, T) = S(IB1? +11B2)* VT, (6.4.4)
such that, Vn € N,
nyk gl
[L7]|» < ——. (6.4.5)
(n!)zn

Lemma 6.6. Let S € S, f € H. Denote by X!V the (nonrandom) element,
W =5if, telo,T)
Then, x!% € N2(0,T; H).

For proofs, see Section 6.4.2. Together with Equation (6.4.3), Equation (6.4.2) can be rewritten
as the abstract equation in N2(0,7T; H)

x = x% + Ly. (6.4.6)

The estimate (6.4.5) shows that L is a quasinilpotent operator so that the following theorem is
stated.

Theorem 6.7. Let S € S, By cU', Bo €U, and f € H. Then, Equation (6.4.6) has a unique
solution in N2(0,T; H),

(e 9]

X = —L)™xO0=) "1l (6.4.7)
=0
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and we have (I — L)™' : N2(0,T; H) — N?(0,T; H) is a bounded linear operator, that is there
exists a constant
1

_ 9 . _ 1
K= H(S, | B1l, HBQH,T) = ﬁem with v = S<HB1|!2 + ”32“2) VT, (6.4.8)
such that
I(I—L) | < &,

and |x|r < 0.

For the proof, see Section 6.4.2.

A mapping

The solution of Equation (6.4.2) is unique. Therefore, there is mapping which assigns every
quad (f, By, B2, S) the unique solution of Equation (6.4.2). More precisely, the definition of the
mapping is as follows.

Recalling that spaces S, U! and U are defined by Definition 6.2, VS € S, B; € U', By € U, and
f € H, Theorem 6.7 guarantees the uniqueness of the solution of Equation (6.4.2). So we get the
definition of the following map. The map F from H x U! x U x S into N2(0,T; H) is defined by
mapping (f, B1, B2, S) into the unique solution y in N?(0,7; H) of Equation (6.4.2). In other
words,

X:F(fthBQaS)' (649)

In the next section, we will show the map is continuous.

Continuity theorem

In order to study Galerkin approximation for equations of Zakai type, we use a continuity
theorem to show map F' is continuous. It is as follows:

Theorem 6.8 (Mean Square Convergence). Map F, defined by Equation (6.4.9), is continuous.
More precisely, let {f™} be a sequence in H converging to f € H, {Bfn)} be a sequence in U
converging to By € U', {Bén)} be a sequence in U converging to By € U, {S(”)} be a sequence
in S converging to S € S. Then,

‘F(f(”), B™, B, sy - F(¥, Bl,Bg,S)‘T 0, as n— oo

Remark 6.2. In fact, with some more work, we can obtain the continuity theorem w.r.t. norm
Il - ||z Notice that the stochastic convolution integral

t t
/ SthBl(XT)dM; + / SthBQ(XT)deE'
0 0

is not a martingale. And standard tools of the martingale theory, like the Burkholder-Davis-
Gundy inequality, are not available. Therefore, to obtain the continuity theorem w.r.t. norm
| - [l7, we need the inequality for stochastic convolutions driven by a Gaussian process, see
Hausenblas and Seidler (2001), and by a Poisson process.

However, for practical point of view, uniform bounded obtained by || - || is not necessary. We
prefer norm | - |r.
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Remark 6.3. Our proof of Theorem 6.8 follows the idea of Germani and Piccioni (1984). And
we proof Equation (6.4.17) with another method.

6.4.2 Proofs

Proof of Lemma 6.5. The desired result is obtained, if we can show Vx € N2(0,T; H), the mean
square continuous of Ly and Equation (6.4.5). Since mean square continuous together with
Equation (6.4.5) means that L is a bounded linear operator from N?2(0,7T; H) to N?(0,T; H).

First of all, Vx € N2(0,T; H), we show the mean square continuous of Ly, that is V¢,
E2||(Lx)(t + A) — (Lx)(t)||F; — 0, as A —0. (6.4.10)

We then show the above convergence is true as A — 07. Similarly, the convergence as A — 0~
can be obtained. By the definition of L, see Equation (6.4.3), we get

t+A t+A
0+ 8)= [ Sua Bl + [ S Bale )i
0 0

A A
— [ SwaceBildME + [ SieansBalr )it
0 0

t+A

t+A
+ / StearBi(xs)dM + / StearBs(xr_ )AM?
A A

A A
= / St+AfTBl(XT)dM7% + / St+A7TB2(XTf)dM3
0 0

t t
+/ St—rBi(Xr+a)dM,] -I-/ St—rBa(X (r4a)- )AM?,
0 0

then
A A
(LX)t +A) — (L) (1) =] /0 St arBi(x:)AM! + /0 St amr Balxr—)dM2 )

+{ /0 S By (xrea — X )AM) /0 St Bl — X )02
=11 + I,
correspondingly and consequently,
EXN(LX)(E + A) — (L) (8) % = EL + Lll% < 2E°| 1 |% + 2E° | LIl (6.4.11)

On the one hand, [t6 Isometry, see Lemma 6.3, implies that
A A
B0 —E{ [ Sera e BrOlndr + [ SteasrBax) rdr )
0 0
~ A
<S(BP + 1Bal) [ Bl

A
<52(|B|? + | Bal?) / sup B[ |I3,dr
0 s€[0,1]

=S2(1B1? + 1| B2*) [x[7 A

—0

(6.4.12)

9
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as A — 07. On the other hand, apply It6 Isometry again,

t t
Bl =B [ 1SirBrrsa = xo)lndr + [ 1Sir Balrray = Xl
0

t

<SBE + 180 | Bl — xrlfydr

0, (6.4.13)
applying dominated convergence theorem together with V7 € [0, 7],

EOHXTJrA_XTH%{_)()v as A_>O+7
and
¢ T
/ E°xrta = xrlEdr < 2/ E° sup ||xsl|fdr < 2T|x|7 < oo

0 0 s€[0,7]
Combining Equation (6.4.11), (6.4.12) and (6.4.13), the desired convergence (6.4.10) is obtained.
It remains to show Equation (6.4.5). Notice that

(L"x)(t)
t t tn— . .
_/ St_tlBl{ 3y [/1St1_t23j2(.../ 1Stn71_tnBjn(th)dMg:...)dMg;HdM}l
0 jorjne{1,2y 0 0
t t tn— . .
+/ St_tlBQ{ 3y [/1St1_t23j2(.../ 1Stn71_tnBjn(xtn)dMg:..,)thJ;Hdel.
0 jorjne{1,2y 70 0

By the definition of | - |7, we have

IL"x|r
1
= sup {E°[I(L0) 0] }*
te[0,7
T t1 tn—1 . . 2
<{E’ / [ETAREDS St By - / Stacrt B O, )M )M |
0 L 0 0 H
J2,-in€{1,2}
T t1 tn—1 . . 2
+E0/ |sr-uB[ >0 Stthng(.../ Stocs-tu By Ot )M )2 )| ey |
0 . - 0 0 H
J2,in€{1,2}
B T t1 th—1 . . 112
(s [ ] Y [ sucaBa(e [ SiocnBiGe)ang )| an
0 . - 0 0 H
Jornin€{1:2}
_ T 131 tn—1 ) 12 1
+82HB2H2/ EOH Z StthBjQ(.../ Stn—l*tnBjn(th)dMg:"')dMg; Hdtl}
0 0

Joreeninef{1,2} 70

B T t1 th—1 1
(BB rimR) X (BB [ [ Bt}

J2,--in€{1,2}

3 n T rt1 th—1 %
<{5* (1B + 1B2ll?) " - [l / / / by, ..., dts |
0 0 0
an 2 2\z 17"
<" (1Bl + 1B2I) * /< - I

N
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Then we have
vT"
(n!)

jLm < S (1B + 1B 2)

N|—=

1
Set v = §<|]Bl|]2 + ”32”2) *VT, we obtain the desired result. O

Proof of Lemma 6.6. By definition of %) and norm | - |7,

. i
O3 = sup EOx% = sup 1Sif11% < S2(IFI% < oo
t€[0,T] t€[0,T]

Notice that S is a Cy-semigroup, the continuity follows from strongly continuous of Cy-semigroup,

see Definition 4.1. O

Proof of Theorem 6.7. Define " = > Lix9 then, by Lemma 6.5 and 6.6, we have that
{€",n > 0} is a Cauchy sequence in N2(0,T; H). In fact, for n > m > 0,

€" — €mlr = | Z 1| < Z

=m

i=m

7.0 7 0 0 %
O < 3 e < e 3

Together with Formula (6.4.5),

6" =& <X )

m

the last inequality follows from Lemma A.3. Notice that ('Y') T~ 0, as m — oo, {{"} is Cauchy.
m:

N?2(0,T; H) is complete, therefore, {¢"} has a limit. That is 3¢ € N2(0,T; H), such that & =
52, L'x[%). Now, we show that ¢ is the unique solution of Equation (6.4.6). We have

S <IEl-je-¢

|Le—ren| = e —¢m =0,

T
where the equality follow from the linearity of L. The inequality equality follows from bound-
edness of L by Equation (6.4.5). That is
L¢ = lim LE™.

n—oo

Therefore,

X+ Le = tim x4+ Le" = lim x4+ L) " L% = lim x4+ ) " L0
=0 1=0
n+1

= lim » L'yl =¢
1=0
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It remains to prove uniqueness. Let 1 be a solution of Equation (6.4.6). Set v := £ — n. It is
suffice to show that |u|r = 0. By Equation (6.4.6),

= (Lu)(t / Sy By (uy)dM! + / Sy By(u,)dM?.

Then we have,

uf? = sup B (Lu)(s)|

s€[0,t] H
s 2 s 2
— sup {EO Se_rBi(u)|| dr + B [ || Ss_s Bo(ur) dT}
s€[0,t] 0 H 0 H

t
SIS (I8P + 1Bal?) [ B0t rar

t
SEREEAR /0 [uf2dr.
It follows from Gronwall’s inequality that
lul =0, tel0,T].
The uniqueness is obtained. By Lemma 6.5 and Lemma A.3,

n 2 2
< e < .

Therefore, by the definition of y[,
e < I = D)7 - <11a =27 8- 1Sl
U

Proof of Theorem 6.8. Since S ) g, BYL) — By and Bén) — Bs, by the uniform boundedness
principle there exist N and a constant 4 such that

sup {IISell VISV 1B VBV 1Bl v B < 5. (6.4.14)
t€[0,T),;n>N

In the following, we considered {( fn), Bfn), Bén), S (”))} restricted to n > N. We define

= F(f,B1,Bx,S), x"™:=F(f™, B, By, 5),

and

(LM¢) / S(” M (¢, )amt + / S™ B (¢, yaM2, Ve e N*0,T; H).

By the definition of F', we have

MR I ON ORI O By
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So
Y™ — oy = 00 0] p ()
= (5O — Oy 1 LM () — ) (L) — L)y
from which
K = = (= L) TH 0 - 0 4 (1) — D)y}, (6.4.15)

Notice, by Theorem 6.7, there exists a constant x = k(7), such that
H(I L)~ H < k. (6.4.16)

Moreover,

N X[O]‘; = . |55 — s fH
g s -,
= o [s8770 <1) +2 s o5 -5,
<27 ”f(n f”H"‘QtGS%pT H St)f”H
—0

)

where the convergence follows from (f(™),S() convergence to (f,S). By Formula (6.4.15) the
theorem is proved once it is shown that ( (") — L)x goes to zero. That is

‘(L(") — L)X‘T — 0, as n — oo. (6.4.17)
By the definition of L, see Equation (6.4.3),

t
(0~ 10 =[S 5B

t
+ / (™ B — S, By)y,dM2.
0
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Then we have,
(2 -0,

- e 2{] e - ]}

:tes[%,pT]EO /H S™ B 5, B)x, d7+/ H S™ B 8, By)x, ZdT}
A R W

/ H (S™ BM _ 5™ B, 4 5™ B, S, Ba)xo | dT}
<2t€s%% IEO / H S(n n St(ﬁ)TBl)XT dT}—l—QtEs%pT EO / H B1— Si—+B1)x+ ;dT}

+2 sup EO / H(St(f)TBén)—St(f)fBz)xf
t€[0,T] 0

=2E' + 2F? + 2E3 4+ 2E*,

dT}+2 sup E’{ / H S™ By — 8, Ba)xr
t€[0,T)]

dT}

correspondingly. Here, the first equality follows from the definition of | - |7, the second equality
follows from It6 Isometry. It remains to show that, as n — oo,

FE' -0, E*-0, E*>—0, E*—0.

Since the convergence of E2 and E* can be obtained similarly, we only give the proof of the
convergence of E' and E? in the following. It is obtained by

B! :teS[IéI;F]EO /HS(n B(n Bl>(X7) j{ldT}
s [ (5 ) )
—0, (6.4.18)

and

w7}

E? < sup EO{/O sSup H(S(n — Ss— T)BI(XT)

te[0,7 7<s<T

< sup E {/O sup H(S(n — S, T)Bl( 7)

2
dT}
r<s<T H!

o [, (52 -5 mno [ o)

-0, (6.4.19)

where Equation (6.4.18) and (6.4.19) are obtained as follows. We have V7 € [0,7T], Vw € €, by

strong convergence of {B§n)}, {Bén)}, and uniform strong convergence of {S(™},
2 2
— 0.

(07~ B,

sup_ [ (S8, = -7 ) Balxr)

T7<s<T

H!
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Moreover, we have the following boundedness,

2 [1(5 - ) o),

T
dr <47E [ rlfydr < 49°T - < o0,
0

and

wf [ [ (582 - 5.0)Batn

The last inequality follows from |x|r < oo, by Theorem 6.7. Now, by dominated convergence
theorem, we obtain Equation (6.4.18) and (6.4.19). The proof of the theorem is obtained. O

T
Jark <47'E [ el < 497 - i < o
0

6.5 Galerkin approximation

We now study the convergence of the finite-dimensional Galerkin approximation for Equation
(5.2.1).

Recall that P, is a sequence of finite-dimensional orthogonal projections on H defined by Defini-
tion 6.1. For each n, Equation (6.1.1) is equivalent to the flowing ordinary stochastic differential
equation

(n) _

dg™ = P, A*Pyg™dt + S\ PohiPogMdMY + Py(A — 1)Pog™dM2, € [0,T)
4y = Prqo.

It is equivalent to the following mild stochastic differential equation on [0,77],
t
4" = exp(PuA” Pot) (Pado) + / exp (P Palt = 7)) (P Po)al M (6.5.1)
0

+ /Ot exp (PnA*Pn(t - T)) (Pn()\ _ 1)Pn)q£”7)dMT2.

Notice that, if Assumption 5.1 is fulfilled and ¢gg € H, then Theorem 6.7 implies that the above
equation has a unique solution in N2(0,T; H).

We are presented with an important question when the solution converges to the solution y; of
Equation (6.3.12), that is

lim F(ano, Puh Py, Pa(\ — 1)Pn,exp(PnA*Pn')> — F(go, h, (A — 1),G")

n—oo

in the norm defined by Equation (A.1.3). The answer is given by the following corollary. Similar
results can be found in Germani and Piccioni (1984).

Corollary 6.9. Assume Assumption 5.1 is fulfilled. Let {qfn)}te[o,T] be the solution of Equation

(6.5.1). Then, the sequence of processes {q™} converges to the process {4t }eo,m); the solution
of Equation (6.3.12), for any choice of the initial state qo € H if and only if for any x € H,

nh_)ngo tes[lé,%] H (exp(PnA*Pnt) - Gf):cHH = 0. (6.5.2)
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Proof. Notice that Vx € H, P,x — x, P,hPyx — hx and P,(A — 1)P,z — (A — 1)z. In fact,

P,hP,x — hx =(P,hP,x — P,hx) + (P,hz — hx)
=P,h(P,x — x) + (P,hx — hz) — 0,

Then, the sufficiency is obtained by Theorem 6.8.
(n)

For necessity, the convergence of ¢, ’ to ¢; uniformly in mean square norm implies the uniform
convergence of their mean vectors. To be precise, first we have

Wh(Paz = )| < bl Paz = 2l = 0.

i, sup B~ gl — 0.
Notice,
Eg” — aillin > [E°a™ — )|
we then get
lim sup HE —qt)H — 0.
n=00 40,7 H

By Equation (6.5.1) (6.3.12), and Lemma 6.4, we obtain

lim sup EOH exp(P, A*P,t)Pyx — Gix
N0 ¢el0,T]

=0
H

for each x € H. Moreover,

lexp(PrA*Ppt) — Gy)z| 1
=|| exp(Pp A" Pyt)x — exp(P A* Pot) Py + exp(Pp A* Pot) Pox — Gix|| g
=||exp(Pp, A" P,t)(x — Pyx) + exp(P, A*Ppt)Px — Gix||g
<||exp(PrA*Put)(z — Ppyx)||m + || exp(Pr A* Pot) Pox — Gyl 1.

Notice, x — P,z LV, and exp(P,A*P,t)y = 0 for y LV, the necessity is obtained. O

Remark 6.4. Applying Theorem 6.8 and Corollary 6.9 to the case h = 0 and A—1 = 0, Equation
(6.5.2) guarantees that the convergence of the corresponding deterministic partial differential
equation

(n)

dq™ = P A*Pg™dt, t € [0,T),
49 = Phqo.

Therefore, Theorem 6.8 and Corollary 6.9 reduce the convergence problem for a stochastic partial
differential equation to the corresponding deterministic one.

The necessary and sufficient conditions for Equation (6.5.2) to hold are obtained by means of
the Trotter-Kato Theorem.
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Theorem 6.10. Suppose there exist M and ~ such that for any n
| exp(Pp A" Ppt) < M exp(7t)]]- (6.5.3)

Then, each of the following conditions is equivalent to Equation (6.5.2):

(i) For some o >~ and any x € H the (unique) solution y, of the following equation in V,
oy, — Py APy, = Pyx (6.5.4)
converges as n — oo to the unique solution y of the equation in H

ay — A*y = . (6.5.5)

(ii) Let D be a core for A*. For any x € D, there exist x,, € V,, such that x,, — =, P, A*P,x,, —
A*z, as n — oo.

The uniform growth condition (6.5.3) is satisfied if there exists 3 such that ||G¢|| < exp(5t). In
this case M =1 and v = . And this is true if Assumption 5.1 holds, see Equation (5.1.3).

Proof. The result that Condition (i) is equivalent to Equation (6.5.2) is obtained by Germani
and Piccioni (1987), Theorem 6.2, page 66. And the result that Condition (ii) is equivalent to
Equation (6.5.2) is obtained by Ethier and Kurtz (1986), Theorem 6.1, page 28. O

Remark 6.5. The second condition of Germani and Piccioni (1987), Theorem 6.2, page 66, is
another equivalent condition for Equation (6.5.2) to hold. But condition (ii) of Theorem 6.10 is
convenient to deal with.

Assumption 6.1. Assume U,V,, is dense in V, where V,, are defined by Definition 6.1.

In the next Chapter, by Corollary 7.3, we will present a example for which this assumption
holds. This is a sufficient condition for condition (i) of Theorem 6.10 to hold.

Theorem 6.11. Assume Assumption 5.1 and 6.1 are fulfilled. Let {qﬁn) }eejo,r) be the solution of

Equation (6.5.1). Then, the sequence of processes {q(”)} converges to the process q, the solution
of Equation (6.3.12), for any choice of the initial state qo € H, as n — oo.

Proof. Apply Corollary 6.9 and Theorem 6.10, it is enough to prove the first condition or the
second condition in Theorem 6.10. And apply Assumption 6.1, the first one holds which is proved
in Theorem 4, Germani and Piccioni (1984), page 420. O

Corollary 6.12. Assume Assumption 5.1 and 6.1 are fulfilled. Let {qgn)}te[oﬂ be the solution
of Equation (6.5.1) and {qt},c(0,r) be the solution of Equation (6.3.12). Then, for qo € H and
for any ¢ bounded and square integrable, we have

2
sup E°|(q", ) — (a1, 9)| — 0, as n— oo.

t€[0,T]
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Proof. By Cauchy-Schwartz inequality,
2 2
@0 = o) ={ [ el @) - i}
Rd
< [ vl [ 4" ) - @)l
Rd Rd

=Nl - o™ = el
Applying Theorem 6.11, we obtain the desired result. O

Corollary 6.13. Assume Assumption 5.1 and 6.1 are fulfilled and qo € H. Let {qgn) eelo,r) be
the solution of Equation (6.5.1) and {qi}icpo,r) be the solution of Equation (6.3.12). Moreover,
vt € [0,T],

1 . )
EO[(qt7]—)2i| <OO’ and }EO‘(qg )71)_(qt71) _>O, as n — o0.

Then, for any ¢ bounded and square integrable, we have

E°| 6", 0) - (o1, )

2
‘ — 0, as n — oo.

Proof. To minimize, we define p;(¢) := (pt, ) and similarly for pgn)(go), qgn)(tp), qt(), q§n)(1)

q:(1). Notice that

(n) _|% (@) aly)
P —no)] =| @ - ool
(n)
a (p) () L vmy,
| e D W+ el ) - ]
(n)
q (¢ _(n) 1 (n) _
| e W~ O]+ [y ) - ade]

susouoo\ﬁmtu) — g™ ()] + rq%@”)(w — (@)

Then Cauchy-Schwarz inequality implies
n 2 — n 2
B[ () = pu(#)| <llloo {E ()] 2B u(1) — g (D)}

+ {Eq (1) 2B (o) — )}

Applying Corollary 6.12, we obtain the desired result. O
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Chapter 7

Galerkin approximation

In the previous chapter, we show the convergence of the Galerkin approximation in mean square
norm. Again, we have a reasonable question concerning the rate of convergence. In this chapter,
we design an adaptive Galerkin approximation with a basis of Hermite polynomials and present
numerical examples to illustrate the effectiveness of the proposed method. In simulation study,
we compare the proposed method with particle methods. We show the Galerkin approximation
converges well.

This chapter is organized as follows: Recall that, in Section 6.1, we show the Galerkin approx-
imation for Zakai equation (5.2.1) is the solution of a finite-dimensional SDE (6.1.9). Now, in
Section 7.1, we introduce the analytically and numerical solutions for SDE (6.1.9). The solution
of the Zakai equation can be constructed by the Galerkin method using any suitable set of ba-
sis functions from Hilbert space. It is possible to choose a complete set of basis functions, like
Gaussian series and Hermite functions. These are introduced in Section 7.2. In order to increase
the effectiveness of the Galerkin approximation, we design an adaptive Galerkin approximation
in Section 7.3. We introduce the motivation, the adaptive Galerkin approximation with normal
basis, the one with a basis of Hermite polynomials and discuss the advantage of using Hermite
functions. For sake of lucidity, we postpone proofs of the related results for Hermite polynomials
to Section 7.4. Examples and the corresponding simulation results are presented in Section 7.5.

7.1 SDEs

In Section 6.1, we have shown that by the Galerkin approximation, the solution of Zakai equation
(5.2.1) is approximated by a finite combination of orthogonal series. The solution of the Zakai
equation is then approximated by the solution of finite dimensional ordinary SDE (6.1.9).

For its solution, we have two possibilities: a numerical approach or an explicit analytical solution.
For the numerical approach, one may proceed with time discretisation, according to Euler-
Maruzama scheme, or splitting-up approximation which will be introduced in Section 7.1.2.
Following the idea of Frey and Runggaldier (2010), Proposition 5.4, we have the following result
for the analytical solution.

105
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7.1.1 Analytical solution

When we keep the assumptions and notations in Section 6.1, then, the following proposition
provides the analytical solution for Equation (6.1.9).

Proposition 7.1. For sake of simplicity, further assume that {e;} is an orthonormal basis, then'
AM = I,,. Consequently, the solution of Equation (6.1.9) is given by Y (t) := Lﬁ")iﬁn)rg"),
where, fort € [0,T],

kawﬁijww_;mww»,

k=1

and ™ is the solution of the following ordinary linear differential equation

& (7.1.1)

(n) ~ ~
{“ = (L)L) B = GO LY, ve 0,7
=qp -

Proof. For sake of simplicity, we consider the case of [ = 1, and we write 4, B, C, G, Y, L, L,
r, qo instead of A B® ¢m) G y®) 0 [0) p0) Q(()n)-

First of all, it is easy to see that Lo = I,,, Lo =1I,, and by the definition of T,
Y(0) = LoLoro = InITnqo = qo-
Compared to Equation (6.1.9), it remains to show that T has the desired dynamics. The key
step is to derive the dynamics of T () = L¢Lr; by 1t6’s formula. For this, we need the dynamic
of L, L first, noting that the dynamic of r is given. From the definition of L, we have
dL; = (Ly_)'GL;_Ly_ayY;. (7.1.2)

Now, we derive the dynamics of L. For any ¢t € R™, matrices CZ; and —%CQt commute (meaning
that (CZ,)(—3C%) = (—3C%)(CZ;)), so, by properties of exponential of sums,

_Lle2 _ 12
Ly = eC%47207% = (C2t . p=3C78 (7.1.3)

One the one hand, the matrix-valued power series

CZi _ Z CZt -

k=0 k=0

has infinite radius of convergence. So, each component is differentiable with derivative given by
term by term differentiation:

[e'%) Cka_l Ck:Zk: 2 1
deCZt = Z Ft]_)'dZt + 5 Z Wdt |:CdZt + 502dt €CZt. (714)
k=1 ’ k=2

'I,, denotes the n-by-n identity matrix .
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On the other hand, by the expression for the derivative of matrix exponent,
de= 2% = —%C%*%C%dt. (7.1.5)
Combining Equation (7.1.3), (7.1.4) and (7.1.5), applying It6 formula, we have
dLy = (deC%)e= 20" 4 O% (4e=3C") = O L,dZ,. (7.1.6)

It remains to derive dynamics of Y. First, by Equation (7.1.2) and (7.1.1), applying It6 formula,
we obtain

d(f)trt) :(dit)rt_ =+ f)tdrt
:(Lt,)_lGLt,i/t,I't,dY;g + (Lt)_l(B - G)Ltf/trtdt
=L 'BLiLyridt + L7 GLy_Ly_v;_d(Y; —t). (7.1.7)

Further, combining Equation (7.1.6) and (7.1.7) together, applying It6 formula again, we have

dT(t) = d|:Lt . (f/trt)i|
= dLy(Lyr;) + Lyd(Liry)
= CLtZ/tI'tdZt + BLti/tI'tdt + GLtffzt,I't,d(n — t)
= BY(t)dt + CY(t)dZ, + GY(t—)d(Y; — t).

The desired result is obtained. O

7.1.2 Numerical methods for SDEs

By the Galerkin method, we obtain the discretisation of the Zakai equation with respect to the
space parameter. The solution of Zakai equation (5.2.1), which is a SPDE, is approximated by
the solution of SDE (6.1.9). In order to solve the SDE numerically, discretisation of time variable
is required. The objective of this section is to introduce some numerical methods discretising
the time variable.

Let 0 =ty <t1 <- - <ty <---<tr =T be a uniform partition of the interval [0, 7] with time
step A =t —tp_1 = % Assume that {Z;, }, {Y;,}, k=0,1,..., L, is the sampled trajectories of
Z and Y at discrete times. Recall that Z and Y are observation processes which are introduced
in Section 2.2 in detail.

f:’A), the approximation of the unnormalized conditional density at discrete times (g, k =

0,1,...,L) is as follows,
A S ma
a (@) = > w M eilw),
i=0

where {e;} is the basis in the Galerkin approximation and T,g"’A) = (@Z),(:dA) , @Z),(:I’A), . 71&1277;%)1)1—
are the Fourier coefficients and the numerical approximation to the true solution of Equation
(6.1.9) which is obtained by Euler-Maruyama approximation or splitting-up approximation. We
introduce as follows.
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Euler-Maruyama approximation

In this section, we apply the Euler-Maruyama method to obtain the numerical solution of the
SDE (6.1.9). It is a generalization of the Euler method, for ordinary differential equations to
stochastic differential equations. It is a numerical method by discretisation of the time variable.
For a general introduction and reference, see, for instance McLachlan and Krishnan (1997).

Algorithm 7.1. The Euler-Maruyama approximation to the true solution of Equation (6.1.9),
is obtained as follows.

i Compute the coefficients in the Galerkin approzimation A™ := (@ij ) nxcns BM .= (bij)nxns

C(n) = (C j)nxn; G( ) (gij)nxru q((]n) = [QO07 <o 7QO(nfl)]T by Equation (613)7 (614)7
(6.1.5), (6.16) and (6.1.7).

11 Get the starting point by Tén’A) = (A(”))_lqén).

i1t Solve the ordinary SDE (6.1.9) numerically to obtain {T,i"’A),i =1,2,...,L}. Fork =
0,1,...,L—1,

!
n,A n,A n)\— n n,A n),m~n(n,A m m
T =T 4 (A BT A 4 3 ol (- zm

m=1

+ G(n)Tl(cnyA)(Y%kﬂ =Y — A)}

Splitting-up approximation

The objective of this section is to apply splitting-up approximation to solve Equation (6.1.9)
numerically.

Applying the Runge-Kutta method to obtain T with Proposition 7.1, one should inverse
L™ and L™ at each time point. Not only is it time consuming, it also leads to an additive
computation error. Instead, we consider the splitting-up algorithm.

Splitting-up approximations are a numerical method for both SDE and SPDE based on semi-
group theory introduced in Bensoussan, Glowinski, and Rascanu (1990) and further developed
in Le Gland (1992). Using this approach, one can decompose the original equation into both a
stochastic and deterministic one. This is much simpler than handling the original problem.

Now we generalize this method to Equation (6.1.9) which is with Lévy noise. For sake of simplic-
ity, we assume [ = 1. Assume A" = I,,. We consider the following decomposition of Equation
(6.1.9),

Y™ty = (B™ — g™ (t=)dt + ¢Y™ (t-)dz, + G T (1-)dY;.
The splitting-up approximation Tgfn’A), for k =0,1,..., L, is obtained by T(()n’A) = Y™ (0) and,
fork=1,2,...,L,

Tl(c Y= Rtk 17thtk 1tkPAT(n A)'
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Here {P,: 0 <t < T} {Qs:0<s<t<T}and {Rsg :0<s <t <T} denote the solution
operators corresponding to the equations

dY(t) =(B™ — G (t)dt,
dYo(t) =C™Yy(t)dZ,,
dY3(t) =G Yy(t-)dY,,
respectively.
We have the following algorithm of the splitting-up approximation.
Algorithm 7.2. FEach interval [tp_1,tx] the transition from T,(:L’IA) to T,(Cn’A) 15 divided into the

following three steps:

o The first step, called the prediction step, comsists in solving the following Focker-Planck
equation, which is a deterministic differential equation, for the time interval [ti_1,tx],

{ dY(t) = (B™ — GM)1y(t)dt,

Ti(teor) = T8,

(7.1.8)

The Fokker-Planck equation can be solved analytically. Its solution at time ty is the prior

estimate defined as T,(:’A),

TS = 1 (1) = exp { (B™ = ™) b,

o The second step, called the correction step 1, using the new observation Z, consists in
solving the following SDE, for the time interval [tx_1,t],

{ dYy(t) = CMYy(t)dZ,,

T, (tkfl) = Tl(:’A) .

(7.1.9)

The SDE can be solved analytically. Its solution at time ty is the second prior estimate
F(n,A)
defined as T, "7,

1

T2 = Ty (ty) = exp {C(”)(Ztk — 7 ) - §(c<n>)2A}T,§”v“.

o The third step, called the correction step 2, use the new observation Y, consists in solving
the following SDE, for the time interval [ti—1,tx],

{ dY5(t) = G Y4(t—)dY;,

~(n 7.1.10
Ta(tp 1) = T;E; ,A). ( )

The SDE can be solved analytically. Its solution at time ty is the estimate T(An)k,

TR = 1y (ty) = (L + GO YY) (), (7.1.11)

We have the following convergence results for continuous case. Recall that A is the jump intensity
of observation Y. Assume that A = 1, then G = 0. That is Equation (6.1.9) driven only by
continuous noise. Then it is shown by Le Gland (1992), Proposition 3.1, under suitable regularity

assumption on the coefficients, the approximating process {T,(Cn’A)}k:O,L,,,, 1 obtained as above ,
converges to { Y™ (t)}te[o,r)> the solution of the Equation (6.1.9) with error, for £ =0,1,..., L,

1
{EO\T(”) (t) — T;”MQ}Q < eVA,

where c is a constant. The convergence can be obtained similarly for SDEs driven by Lévy noise.
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7.2 Basis functions

The basis functions control the quality of the Galerkin approximation and in order to compute
the Galerkin approximation of the unnormalized conditional density, we must first choose the
basis.

In Section 7.2.1, we introduce Gaussian series and discuss the advantages of using it. In Section
7.2.2, we introduce Hermite functions and discuss the advantages of using Hermite polynomials.

7.2.1 Gaussian series

Ahmed and Radaideh (1997) use Gaussian series in the Galerkin approximation. The definition
for the family of function, {e;(z),z € R% i =1,2,...}, is as follows

ei(z) = e(x,m;, B;) == T 1d 5 )eé(xmi)/Bil(xmi)7 z e RY
m)" de i

parameterized by m;, B; where m; € R% B; € R¥™9 be any positive symmetric matrices,
m; # mj, for i # j, det(B;) is the determinant of B;, recalling that d is the dimension of the
state process X. The system of functions {e;(z),z € R,i =1,2,...} is linearly independent and
complete in H, see Theorem 3, Ahmed and Radaideh (1997).

Using the Galerkin approximation with a basis of Gaussian series, the conditional mean m4(X)

/
and its associated error covariance matrix P, = E{ (Xt — (X )) (Xt — (X )) ‘.EZ’Y} can be
calculated as, for ¢ € [0,T],

)

n (n) m;
m(X) = E[X,| 7] = Zz?f;gff()ﬂ
S ¢§”) (t) [Bi + (wt(X) - 'mz) (Wt(X) - mz>/]
S ()

t —

)

where {1/)5") (t)},i=1,2,...,n, are the Fourier coefficients obtained by solving Equation (6.1.9).
This is an advantage of using Gaussian series. In fact, the above equations are obtained as follows,
consider d = 1, notice that {e;} are Gaussian series and, for i = 1,2,...,

/Rei(x)dx _1, /Rxei(x)dx —m,, /R(g; ~ mi)2e;(w)dz = Bi.

Then, by Kallianpur-Striebel formula (2.4.8), recalling that by Galerkin approximation ¢;(x) ~
0" (@) = Sis vl (Des(w), we get

Jpra@de [y al i v (Hes(a)]da
Jpadd@)de I e (e (a))de
S e @) fpzei@)dz] X 0™ (6)m,

SO fpee)d) X oM (@)

E[X| 7]
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and similarly,
Jele = 7 (X)) (2)da
flR qt(n) (z)dx
2
S 0t 0) [ Bi o+ (m(X) —mi) |
S (1)

8] (x, - ni)

9

where the last equality follows from

/R @ — m(X)2es(x)da = /R (&= m)? 4 22m; — m? — 20m,(X) + m(X)? Jei )

=B; + [Wt(X) — mi]2.

7.2.2 Hermite expansion

The Hermite polynomials are classical orthogonal polynomial sequences. Hermite polynomials
are used to derive expressions for the moments of univariate and multivariate normal distribu-
tions, see for example Willink (2005). Hermite expansions are used to compute the moments of
the approximated density, see for example Singer (2006). We take the Hermite polynomials as
the basis functions in the Galerkin approximation and show its efficiency.

This section is first organized with an introduction to the definition and properties of the Her-
mite polynomials. Then, we build a complete orthonormal basis of L?(R) from the Hermite
polynomials and show the advantages of using the basis in the Galerkin approximation.

Hermite polynomials

200 y 08

151 \ / 0.6}
100

04f

5r k’\/‘\ / oal

y=eq)
y=e,(0)

ul

o

0 ——y=H,(x) 0.2
y=H,(x)
-15 y=H,(x) -0.4
y=Hg(x)
. 1 ‘ ‘ s ‘ ‘ ‘ ‘ ‘ ‘
-5 0 5 -15 -10 -5 0 5 10 15
X X

Figure 7.1: Hermite polynomials {H;} and orthonomal basis {e;}.

The definition and well-known properties of the Hermite polynomials, and the details can be
found in, for instance, Courant and Hilbert (1968). We show the definition first and then, we
introduce the orthogonality and completeness of the Hermite polynomials. These properties help
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us to built a complete orthonormal basis of L2(R). Finally, we introduce the recurrence relation
of the Hermite polynomials. This property helps us to compute the coefficients of the Galerkin
approximation quickly.

The Hermite polynomials are classical orthogonal polynomial sequence. The Hermite polynomi-
als H;(z) are defined by, for i =0,1,2,...,

(7.2.1)

H;(z) is an ith-degree polynomial with leading coefficient 1 for i = 0, 1,2, 3, .... The first few of

these polynomials are given by, for x € R,

Hy(z) =1,

Hi(z) ==,

Hy(z) = 2 — 1,

Hs(z) = 23 — 3z,

Hy(z) = z* — 622 + 3,

Hs(z) = 2° — 102° + 15z,

Hg(z) = 2% — 152" 4 4522 — 15,

Hy(z) = 27 — 212° + 10523 — 105z,

Hg(z) = 2® — 282° 4 2102 — 42022 + 105,
Hy(x) = 2° — 3627 4 3782 — 12602> + 9452,
Hyg(x) = 2% — 4528 + 63025 — 31502 + 472522 — 945.

Inversely, it is easy to see any power of x can be represented by the Hermite polynomials, for
r € R,

z),

8 =
Il

z),

[\

Now, let 79}; be the coefficient at ¥ of H;(x) and Li: be the coefficient at Hy, of 2%, i =0,1,2,...

H 8
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FEE
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(
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x) 4+ 28Hg(x) + 210H,

(
(

T

T

)
)

)

)

)

)+

)

) +3,
x) + 10Hs(z) + 15H, (),

) )

)

)

)

)
)
) + 105H3(x) + 105H, (),
)
)

(
(
(

(
6(x) + 15H (x) + 45Ho(x) + 15,
Hr(x) 4+ 21H5(x
(
(

) + 420H,(z) + 105,

Hy(x) + 36H7(x) + 378H5 .Cl?) + 1260H3(£1?) + 945H1(.’/U),
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k=0,1,...,4, we then have the following expression for x € R, i =0,1,2,.. .,

Hy(z) =Y vt (7.2.2)
k=0

wl =i Hy(z). (7.2.3)

k=0

The Hermite polynomials form a complete orthogonal set on the interval —co < x < oo with
respect to the weighting function ¢, see Courant and Hilbert (1968),

with weighting function
1 z?
o(x) == (2m) "2 exp(—?), z € R, (7.2.5)

where 4! stands for the factorial of 7 and
5 — 1, ifi=j
Y0, ifi#g
is the Kronecker delta.

In addition, the sequence of Hermite polynomials satisfies the following recurrence relations, for
reR, i=1,2,...,

HZ'_H(.CI?) = .Q?HZ(.’/U) — iHi_l(x), (7.2.6)

H(z) = iHi_1 (). (7.2.7)

Expressions (7.2.2), (7.2.3), (7.2.6), and (7.2.7) are useful to derive the coefficients of the Galerkin
approximation.

Hermite expansion

In this part, we build a complete orthonormal basis of L?(R) from the Hermite polynomials first
and show the advantages of using the basis in the Galerkin approximation.

We define a family of function, {e;(z),z € R,i = 0,1,2,...} from the Hermite polynomials, as

follows
=1 / H r € R, (7.2.8)

with weighting function ¢ given by Equatlon (7.2.5) and H;(z) are Hermite polynomials defined
by Equation (7.2.1). By the orthogonality and completeness of the Hermite polynomials, see
Equation (7.2.4), Hermite functions {e;(z),z € R,7 =0,1,2,...} form a complete orthonormal
basis of L?(R).

Then, ¢, the density function of the unnormalized conditional distribution of the state process
X given past observation of Z and Y of Model (2.2.9) with d = 1, can be expanded as

=Y il eilz), te[0,T), ek,
=0
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and the Fourier coefficients are given by, for i = 0,1, ...,
»i(t) == / ei(x) ¢(x)dz, te[0,T)].

Based on the recurrence relations of Hermite polynomials, we have the following results for
Hermite functions.

Lemma 7.2. Sequence {e;(z),x € R,i =0,1,2,...}, defined by Equation (7.2.8), satisfies, for

reR,1=1,2,...,
zei(r) = Vit Leji(z) + Viei1(x), (7.2.9)
e(r) = —%1 eir1(x) + g ei—1(x), (7.2.10)
and
, 1
zeg(z) = e1(x), ep(z) = D) e1(x).

In what follows, we show the convergence of Galerkin approximation with a basis of Hermite
functions.

Corollary 7.3. Assume that Assumption 5.1 is fulfilled. Let {e;}, defined by Equation (7.2.8),
1s the basis used in the Galerkin approzimation defined by Definition 6.1. Let {qgn)}te[oﬂ be the

solution of Equation (6.5.1). Then, the sequence of processes {q(")} converges to the process q,
the solution of Fquation (6.3.12), for any choice of the initial state qo € H, as n — oo.

There are some advantages of using Hermite functions in the Galerkin approximation. One
advantage, as matter of fact, is the conditional mean and the conditional error can be expressed
directly by the Fourier coefficients.

As we introduced in Section 6.1, for a natural n, by the Galerkin approximation with {¢;} as a
basis we have the following n-dimensional approximation of the conditional density

n—1

(@) ~ g (@) =Y o (t)es(z), te[0,T), zeR, (7.2.11)
=0

where {¢§") (t)} are the expansion coefficients obtained by solving Equation (6.1.9). Moreover,
by the approximation, the conditional mean and its associated error can be calculated as follows,
for the proof, see Section 7.4. For sake of short, define constants, for i = 0,1,...,n — 1,

), 1 ok k ) ._ L ok k41 m _ 1 ok k12
TO? T \/ak;)ﬁ;c22[’07 Tl? T \/akz_o’l%gQ?Lo ) ?”2? T \/akz_o’l%gQ?Lo ’ (7.2.12)

recall that 9% and «& are the coefficients of linear combinations (7.2.2) and (7.2.3). And define

n-dimensional vectors xf' = (rig) vty rgf ) T e = Y ) T Y
(?”gg),rgf), e 7Té?¢1—1))T' Then, for 0 <t < T,
(M T ~~(n)
r T(¢
m(X) = E[X,|FZY] = /3! ?m) ®) -
ry ) TTM(t)
(M\T (n)
r T\(t
(rg ) TYM(t)
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(n) _(n) _(n)

Notice, the components of ry’, r; "/, ry ' are constants, which are independent of X, Z and Y.
They can be computed before hand. Therefore, the conditional mean and its associated error
can be calculated directly by the expansion coeflicients. This is one advantage of using Hermite
functions.

Another advantage is the coefficients in the Galerkin approximation can be computed explicitly
for some special cases. We can see this in the following examples for Model (2.2.9). For the proof
of related formulas, see Section 7.4.

Example 7.1. Suppose, for simplicity, the state process {Xt}te[O,T]; continuous observation
{Zt}ieo,m) are given by the following scale linear Gaussian equations, for t € [0,T],

X, = Xo + [y bXsds + [} 0dV,
Zy = [{ hXyds + By,

where b, h € R are constants, and o € R is a positive constant. Xo is normally distributed with
mean po and variance 3. V and B are independent standard one-dimensional Brownian mo-
tions. Another observation {Y;}icjo,r) i5 a stochastic Poisson process with intensity AXZ, where
A € RY is a positive constant. Then the coefficients in the Galerkin approximation, which are
defined by Equation (6.1.3), (6.1.4), (6.1.5), (6.1.6), (6.1.7), are as follows, fori=0,1,...,n—1,
j=01,....,n—1,

- :547]., (7.2.15)
22+ 1
bji = —5 % VG +2)G+1)8 42 — M)éi,j (7.2.16)

U
VI —1)8; -2,
C":h\/75i+1j+h\/j+ 16,15, (7.2.17)
gii _)\[\/ (= Divay + (25 + 10 + VG + 20 + Dicay| — 01, (7.2.18)

202 2140

Zﬁ] ZCkclcQ LO, with ¢; = 2% o7 2 =5 ol (7.2.19)

Example 7.2. Suppose that state process X which is a geometric Brownian motion and con-
tinuous observation Z are given by the following linear equations, for t € [0,T],

X, = Xo + [ bXods + [; 0 XdV,
Zy = [{ hXyds + By,

and jump observation {Yt}te[o,T] 1s a stochastic Poisson process with intensity AXy. Here b,h € R
are constants, and o,\ € RY are positive constants. V and B are independent standard one-
dimensional Brownian motions. Xo ~ In N(ug,02) is distributed log-normally with parameters

wo and og. Then the coefficients in the Galerkin approximation which are defined by Equation
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(6.1.3), (6.1.4), (6.1.5), (6.1.6), (6.1.7), are as follows, fori=10,1,...,n—1,57=0,1,...,n—1,

aji —533"
bji :—m+4 )G +3)(7 +2)(J + 1)dijra + ( ——+ \/J+2 (G + 1) 42
-5+ §(2j2 +25 —1)]0i; + 5\/.7(] —1)8ij—2 + g\/ﬂ(] —1)(5 —2)(j — 3)dij-a,

¢ji =hn/30iv1j + h/3 + 16;_1 4,
9ji =A30i+15 + MG+ 101 — 6 ;.

Here qoj, j =0,1,...,n—1 can not be obtained analytically, and they can be computed numeri-
cally.

Example 7.3 (Cox-Ingersoll-Ross model). The Coz-Ingersoll-Ross model for the state process
X s

dX; = (a — BXy)dt + o/ XydVi, t€[0,T], (7.2.20)

where o, B, and o are positive constants. Xg is normally distributed with mean pg and variance
03. The advantage of CIR model is that the state in the model does not become negative. If
Xy reaches zero, the term multiplying dV; vanishes and the positive drift term adt in Equation

(7.2.20) drives the state back into positive territory.

Continuous observation Z is given by the following linear equation
t
Zt_/ hXSdS+Bt, t e [O,T],
0

and jump observation Y is a stochastic Poisson process with intensity AX;. Here h € R, A € RT
are constants. V and B are independent stand Brownian motions. Then the coefficients in the
Galerkin approzimation which are defined by Equation (6.1.3), (6.1.4), (6.1.5), (6.1.6), (6.1.7),

are as follows, fori=0,1,...,.n—1,7=0,1,...,n—1,
aji =0;j,
o’ - . . B . a o .
bji =V +3)G+2)G + Ddijrs+ 5V + 20+ Ddijea =[5+ 50— DIVI+ 1051

8 a o’ . . B o? — .
+ 50+ - U+ 2)1\/56ij-1 — S Vil = Déij2 + =il = 1D =~ 2)i-3,

cji =h /30141 + b/ + 16,15,
—)\\/—514_1]4-)\\/]4‘ 10;— 1,5 — zga
202 210

J ; _ _
qoj = \/_279 ZCkclc LO, with ¢ = 2+U(2)7 02—2+0(2).

Remark 7.1. As a conclusion, the advantages of the Galerkin approximation with a basis of
Hermite polynomials are:

1 The conditional mean and its associated error can be calculated in terms of the expansion
coefficients, see Equation (7.2.13) and (7.2.14).
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i The sequence of Hermite polynomials satisfies the recurrence relations, therefore A™ , B
c™ GM and qén), which are the coefficients in Galerkin approzimation, can be computed
explicitly, for the case of b, 0%, h and X, which are the coefficients of Model (2.2.9), are
taking the following forms, for N =0,1,2,---,

N
; 2 . .
Zcixle_‘“x b b €R, a; €eRT,i=0,1,--- N. (7.2.21)
i=0
This is a large class of functions, including a lot of interesting models, see FExample 7.1,
7.2 and 7.3.

7.3 The adaptive Galerkin approximation

There is difficulty for the Galerkin approximation similar to that of the particle filter. After
a few steps , the majority of the Fourier coefficients are close to zero, and all the weights
tend to concentrate on a very few coefficients. This reduces the effectiveness of the Galerkin
approximation. In this section, we design an adaptive Galerkin approximation to overcome this.
For the sake of lucidity, we postpone the proof of related results of this section in Section 7.4.

First, in Section 7.3.1, we introduce the motivation for this adaptive method. Then, in Section
7.3.2, we introduce the adaptive Galerkin approximation with normal basis. In general, this
method provides a better estimator then the normal Galerkin approximation, but it is really
time consuming. Finally, in Section 7.3.3, we introduce the adaptive Galerkin approximation for
a large class of models with a basis of Hermite polynomials which is more efficient.

7.3.1 Introduction

In most nonlinear filtering problems, and in particular when the observation noise is small, the
conditional density is well-localized in some small region of the state space and generally could
not be predicted in advance. In the following, we present an example to show that, in this case,
the effective of the approximation depends on the locations of the density.

Example 7.4. In this example, we take {e;} as the basis of Hermite polynomials defined by
Equation (7.2.8). We present the corresponding results in Figure 7.2 and 7.3.

For a fized real number 1 and a positive number o, let & ~ N(u,0?) be a normal random variable
with mean u, variance o and density p(u,o,z), x € R. For n € N, we use n basis functions
{€;,i=0,...,n— 1} to approzimate the density p(u,o,x). Then, we obtain p(u,o,x), which is
the approximated density, defined by

n—1

B 0,2) = > (pluso,),ei)es

1=0

And we obtain [i(u, o), which is the mean of the approximated density and 6(u, o), which is the
square Toot of the variance of the approrimated density,

~

i(p, o) = /Rrrﬁ(u, o, z)dx,

o) = { [ (= i) ol oy}
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To compare the difference between the estimated distribution and the true one, we compute the
following terms. For fized o, we compute

po—di () = fp, o) — p,
(:uv J) -0,

1

pe a5 = { [ [pn.00) = puo0)] e}, (7.33)

and we show the figures of that p maps to df(p), pu maps to d3(u), and p maps to d3(u) in
Figure 7.2.

For fized p, we compute

o di0) = o) — 1
o—dy(o) :=6(u,0) — o,
o—d5(o):= {/ { plu,o,2) — p(u, o, x)} de}i, (7.3.6)

and we show the results of that o maps to dy (o), o maps to d(o), and o maps to d5(o) in
Figure 7.3.

From the results, we see that the difference of the estimated result and the true one wvaries
significantly with respect to difference u and o. We obtain a good approximation when p is
close to 0 and o? is close to 2. We obtain bad approximation otherwise. The reason is that, for
weighting function ¢ of the basis function {e;}, which is defined by Equation (7.2.5),

Jrv/o(x)dr fo(f%daz
Jr Vé(z)dz Jz e_ﬁdaz
22\/¢(x)dx k x267§da§ B 2v2 [ .’E267§d$ _

f]R V ¢(z)dx - fR e_ﬁdaz \/éfR e_%dx

In other words, the mean and the variance of the normalized weighting function is 0 and 2.

From this example, we see that the approximation depends on the location of the density which
generally could not to be predicted in advance. This is our motivation to change the center and
scale of the basis functions adaptively.

7.3.2 The adaptive Galerkin approximation

In the following, we introduce the basic computation steps of the adaptive Galerkin approxima-
tion for general case. Here, we assume that d = 1.

Let {e;} be a basis of Hilbert space H, made of elements of {v € V]| Av € H}. Recall, in the
normal Galerkin approximation introduced in Section 6.1, we take {e;} as the basis which is
independent of time. Now, we introduce the adaptive Galerkin approximation. We take adap-
tive basis {et,t € [0,7],i = 0,1...} introduced below at each time ¢ instead of {e;}. And
{et,t € [0,T),4=0,1...} are obtained by adapted shift and scale of {e;} at some time points.

We start by choosing parameters n, N and M. We use n basis functions in the Galerkin ap-
proximation. Let 0 < ty < ... < t, < ... < tyy = T be a uniform partition of the interval
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Figure 7.2: Error of the approximation: We approximate the distribution of a normal random
variable £ ~ N(u,0?) by a linear combination of n = 20 basis functions {e;,i = 0,...,19}.
To compare the difference between the estimated distribution and the true one, we present the
figures of that p maps to df(u), 1 maps to df(u), and g maps to df(u) which are given by
Equation (7.3.1) (7.3.2) and (7.3.3). We present the results for different o, o = 1(top row),
o = 2Y/2(middle row), o = 2(bottom row).
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Figure 7.3: Error of the approximation: We approximate the distribution of a normal random
variable £ ~ N(u,0?) by a linear combination of n = 20 basis functions {e;,i = 0,...,19}.
To compare the difference between the estimated distribution and the true one, we present the
figures of that o maps to d}(c), o maps to d5(c), and o maps to d5(o) which are given by
Equation (7.3.4) (7.3.5) and (7.3.6). We present the results for different pu, p = 0(top row),
p = 1(middle row), u = 2(bottom row).
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[0, T] with time step A =ty —tp_1 = % We apply the iteration procedure at each subinterval
[tk—1,tx]. And we apply the transition procedure to changing the center and scale of the basis
functions adaptively at times kM A, for K = 1,..., N. The choice of the parameters n, N and
M depends on the nonlinear filtering problems. In addition, we also change the center and scale
of the basis at times of jumps if the the density varies significantly.

The adaptive basis functions at time ¢, is

1 x—pud
G(C), zeR, i=0,1,...,n—1, (7.3.7)

A/ Ug A Tt
where ,uff’k € R define the center and a,’fk € R* define the scale of the adaptive basis {éﬁ’“}. They
are chosen according to some algorithms introduced below.

éz’“ () =

Then, the approximation of the conditional density at discrete times (¢, k =0,1,..., NM) is

(n,A) o (@)
@)= T S0 e (7.3.8)
thk (x)dx

with qﬁZ’A) which is the approximated unnormalized conditional density defined as

Z¢(n A) —tk (z) = (éf)k( ), éik (2),. .. 7éfIk_1(x))T§€n7A)’ z eR.

Here, T,(Cn’A) = ( (r, A), wk 1 , ce ,(Cnné)l) is the vector of Fourier coeflicients of qLE” A) wort,

adaptive basis {ei’“}, obtained by algorithms, introduced below.

To sum up, in order to obtain the approximated conditional density at time t¢p, defined by
Equation (7.3.8), the key point it to get 4} , o, , which determine the adaptive basis {&!*} at time
)

tx, and the corresponding Fourier coefficients T,(cn’A . They are obtained by initialization step,
iteration step and transition step introduced below. Notice, for normal Galerkin approximation,

(n,4)

it is suffice to determine Tk

Compare to Equation (6.1.3), (6.1.4), (6.1.5) and (6.1.6), which are the coefficients of the normal
Galerkin approximation, the coefficients of the adaptive Galerkin approximation A = (@ij ) nxn,
B(n) = (bij)nxn’ C(n) == (cij)nxn and G(n) == (gij)nxn w.r.t. basis {éﬁk}i:0,17...’n,1, are as follow-
ing, for¢,7=0,1,...,n—1,

aji = (&, €f), bji= (A'gref), ci=(he ), gji= (()\— 1) fkfzk) (7.3.9)

, since the basis is independent of time.

Notice, in this case, the coefficients depend on tj;. For example, A = Ag:) and we write by
A™) for short.

The following is the initialization step:

Algorithm 7.3 (Initialization). o Compute the mean and the variance of the distribution
of Xo and take the mean and the square root of the variance as the center and scale of the
adaptive basis functions at time tog = 0,

1
ufo = / xpo(z)dz, Ufo = {/(:c - ,ult’o)on(x)dx}Q.
R R
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Recall that pg is the law of the state process X at time 0. Consequently, the adaptive basis
functions {€°} at time to are, by Equation (7.3.7),

1 x_ugo

ei( b )7
A/ O-?o Tt

o Compute the coefficients of the Galerkin approzimation A™, B CM and G w.r.t.
basis {éfo }i=0.1,...n—1, as following, applying Equation (7.3.9),

(a) =

reR, +=0,1,...,n—1.

aji = (€°,e0), bji=(A%el,e), ¢ = (hel,el), gji:((/\—l)éﬁo,éﬁo)-

e Applying Equation (6.1.7), obtain the starting point of YA fori=0,1,...,n—1,

A _
5 = (o, el)

Now, we present the iteration step. Assume, {Z; }, {3, }, £ = 0,1,..., NM, are the sampled
trajectories of the observation processes Z and Y at discrete times. The aim of this step is to
obtain the the numerical solution of Equation (6.1.9) in subinterval [(k — 1)A, kA] based on the
splitting up approximation, see Algorithm 7.2. It can be replaced by other time-discretisation
method. Moreover, at times of jumps, the figure of the density may vary significantly. This is our
motivation to change the center and scale of the basis functions adaptively at times of jumps.
That is, if the density vary significantly, then we move the center and scale of the adaptive basis,
otherwise, they remain.

Algorithm 7.4 (Iteration (kK — 1)A to kA). e Keep the center and scale of the adaptive ba-
sis as before, that is

Consequently, the adaptive basis {éﬁ’“} at time ty is obtained by Equation (7.3.7). Then,

compute the corresponding Fourier coefficients T,g"’A) as follows.

o The prediction step:

T,(Cn’A) = exp [(B(”) - G(”))A} T,in’f).
e The correction step with Z:
() _ (n) Loz g L p(ma)
(mA) _ exp{C (Zo, = Zuy ) = 5(C™) } (mA) (7.3.10)

o The correction step with Y : notice, in this step, we may change the center and scale of the
adaptive basis.

1 Compute the predicted Fourier coefficients as follows

TS (1, + G Vi Vi) PR, (7.3.11)
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1 Compute the mean and variance of the predicted approximated conditional density

obtained by T(n A)

ey (@) T

~(n,A)
(n,A) 4y, . ~(n,A) _t, _t
Dy e Y AP with ¢, " (x) == (e (x), e (x),....F 4
b RarY @ ’“ (

and set the mean and the square root of the variance to be i’ and &

1
il = / xﬁg:’A)(ﬂC)daz, 50 = {/(w - [Lb)Qﬁ("’A)(x)dm} ’
R R

ty
and ¢° is closed to af , keep the current basis functions, and

iii If i° is close to u’t’k
set the Fourier coefficients as the predicted Fourier coefficients obtained by Equation

(7.3.11). That is
(n,A) | &(n,A)
T, =T

as the Fourier coefficient of the approximated unnormalized

~f‘b)} and move the center and scale of the

Otherwise, set T,(Cn’A)

conditional density w.r.t. basis { \/I—ez(

basis correspondingly. To be precise:
1) Compute qy,—, the approzimated unnormalized conditional density before jump,

with Fourier coefficients T,(Cn’A), which are obtained by Equation (7.3.10), w.r.t

basis {e*},

() == (égk(x) &b (x),...,éff_l(x))'f,g”’m, z € R. (7.3.12)
2) Compute g, , the approximated unnormalized conditional density after jump,
i, (x) = N Yorg, (1), zeR. (7.3.13)
. . . 1z }

3) Compute Fourier coefficients of qi, w.r.t. basis {\/&761( =) 0t In
other words, project q;, to subspace span{—el(xfé]b),  =0,1,...,n—1}. And
set the Fourier coefficients to be T W’k 0 , ]inlA e ,1/),2"7’1%)1)—'— That 1s,

~b
(7.3.14)

x_“)) i=01,...,n—1

(n,A) 1
¢ (tha ﬁez(T
4) Mowe the center and scale of the basis functions, that is

reset ,ult’k as ﬁb,
reset O'i)k as &7,

and, consequently, the adaptive basis {éﬁ’“} at time ty, is reset by Equation (7.3.7)
Reset A BM ¢ G0 by the coefficients of the Galerkin approzimation

w.r.t. the current basis {€}*}, by Equation (7.3.9).
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Remark 7.2. By Step 1), 2), and 3), we obtain T,(Cn’A), the Fourier coefficients after jumps
defined by Equation (7.3.14), from T,(:’A), the Fourier coefficients before jumps which are defined

by Equation (7.3.10). Notice, they are Fourier coefficients w.r.t. different basis functions. Step
1), 2), and 3) are equivalent as follows, set R := (ij)nxn, with

1 w1 — b
rii = (Ankfyzk,l ei( bﬂtk)’ (TR

i €j .
~b b
\ /Jfk Tty V.o .

)) i i=0,1,....n—1.

Then we have

YO _ R

Proof. By Equation (7.3.14), (7.3.13) and (7.3.12), and the definition of R,

~b
(n,A) 1 T
v =(a S=aC50)
Y, —Ys 1 £ —ﬂb
:()\ th tk—lqtk7($), ﬁei( b ))
n7A)

=(ri0,Tits - - - 77“1‘,71—1)'@(‘c

O

As time passes by, the mean and variance of the approximated conditional density may vary
significantly. Perhaps they are far away from the center and scale of the basis and this reduces
the effective of the Galerkin approximation. This is the motivation to change the center and
scale of the basis functions adaptively after some times. The following is the transition step.
The aim of this step is to change the center and scale of the basis adaptively at times tg, for
k=M,2M ,3M,... NM.

Algorithm 7.5 (Transition). o With the current Fourier coefficients T,(Cn’A), compute the

WAN
-
(7.3.8), and set the mean and the square root of the variance to be Al and &°,

1

~ n,A ~ e n,A 2

Mb = / xpf‘k )(x)dl', Ub = {/(x - Mb)2pf‘k )(x)dx}Q
R R

mean and variance of current conditional density p , which s obtained by Equation

o If they are close to ,uff’k and O'tbk, keep the current basis functions, and keep the current
Fourier coefficients.

Otherwise, reset T,(Cn’A) as the Fourier coefficients of the unnormalized conditional density
w.T.t. basis {%ez(x;—fb)} and move the center and scale of the basis correspondingly. To
g

be precise:

1) Compute q,g:’A), the current unnormalized conditional density obtained by Fourier

coefficients T](Cn’A) w.r.t. basis {e*},

q(mA)(‘T) = (éﬁ)lC (CC), étlk (CC), e 76221(:6)) Tl(cn’A)’ x € R. (7315)

173
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2)

3)

. . (n,A) . {L x—pP }
Compute Fourier coefficients of q; "~ w.r.t. basis \/&—bez(—(}b ) ot In other

(n,A)
tr
corresponding Fourier coefficients to be ngn’A) = (wl(gn(;m, ,(Cnl’A), . ’wl(gzﬁ)l)f That
s, fori=0,1,...,n—1,

words, project q to subspace span{\/%}—bei(x;—fb),i =0,1,...,n—1}. And reset the

n,A n,A 1 x — fib
reset w,(” as (qﬁk ), \/—Tbei(Tbu))‘ (7.3.16)
G

Move the center and scale of the basis functions, that is

reset ufk as [Lb,

b ~b
reset oy as 0,

and consequently the adaptive basis {e*} at time t), is reset by Equation (7.3.7).
Reset A B ) G0 by the coefficients of the Galerkin approzimation w.r.t.
the current basis {e*}, by Equation (7.3.9).

Similar to Remark 7.2, we have

Remark 7.3. Step 1) and 2) are equivalent as follows, set K := (kij)nxn, with

Then

1 x— b 1 x— b .
k‘-::( ei( B, ej(—= )), i,7=0,1,...,n—1.

reset ngn’A) as KT,&”’A).

Proof. By Equation (7.3.16) and (7.3.15), and the definition of K,

. 1 T — ~b n
(q( A) ei(%o = (kio, ki1, - - qki,nfl)’rl(c .

O

Remark 7.4. To conclude, in this section, we introduce the adaptive Galerkin approximation.
Based on the normal Galerkin approzimation for which the basis is independent of time, this
method is obtained by adapted shift and sale of basis functions. The center and scale of basis are
changed adaptively,

e at times KMA, for k = 1,2,..., N, if the mean and the square root of the variance for
the approxzimated conditional density is far away from the center and scale of the adaptive
basis.

e at times kA, for k=1,2,...,NM, if observation Y jumps and the variation of the con-
ditional density caused by the jump is significant.
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Therefore, compare to the normal Galerkin approximation, we should record not only the Fourier
coefficients but also the center and scale of the adaptive basis functions.

The adaptive Galerkin approximation provides better results compared to the normal one. But,
it is really time consuming since A™, B CM gnd G which are the coefficients of the
Galerkin approzimation, and the mean and variance of conditional density should be recomputed
many times. In next section, we will introduce the adaptive Galerkin approximation with Hermite
polynomials for which the corresponding terms can be obtained explicitly. And consequently, the
adaptive Galerkin approximation with this special basis is quite efficient.

7.3.3 The adaptive Galerkin approximation with Hermite polynomials

The objective of this section is to introduce, for some special cases, the adaptive Galerkin
approximation with a basis of Hermite polynomials.

The basis computation step is the same as the one introduced in the previous section. Moreover,
for reasons mentioned in Remark 7.1, using the basis functions obtained from Hermite polyno-
mials, the conditional mean and conditional variance can be computed directly by the Fourier
coefficients and the coefficients in Galerkin approximation can be computed explicitly for a large
class of functions. Therefore, for the case of coefficients b, o2, h and X are taking forms (7.2.21),
we have the following efficient adaptive Galerkin approximation with Hermite polynomials for
which the corresponding coefficients can be computed explicitly.

The general setting is the same as the setting in Section 7.3.2. Moreover, compare Section 7.3.2,
in this section, we assume b, 62, h and A — 1 are polynomials. Let non-negative integers ", a”,
h™ and A" be the corresponding degrees. Let by, a,, hx and A\, be the corresponding coefficients
at 2. Then we have the following representations

b a” h" A"
b(x) = Zb,{x“, o?(z) = Z ax”, h(x) = Z hpz, ANz)—1= Z Asz,  xeR. (7.3.17)
k=0 k=0 k=0 k=0

And we take {e;} as the basis of Hermite functions, defined by Equation (7.2.8).

Let ,ult’k, Ufk be the center and scale of the adaptive basis {éﬁk} we choose at time t;. The
computational advantages of this case are as follows: First, applying Equation (6.1.3), (6.1.4),
(6.1.5) and (6.1.6), the coefficients of the Galerkin approximation A™ = (a;;)nxn, B™ =
(bij ) nxn, cn) = (€ij)nxn and G = (Gij)nxn W.r.t. basis {éﬁk}i:Ql,...,n—l defined by Equation
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(7.3.7) can be computed explicitly as follows, for i,7 =0,1,...,n — 1,

aj; =(&*, €}") = bij, (7.3.18)
bjs =(A*e;", ’§k> (7.3.19)

1

Z > Zb Crup, )" (oh ) I
m=i k=0V(m—j—1) 7=k

b +j—1 mAb™ b"

Z Yo D b Ol (o)

m=i k=0V(m—j+1) 7=k

o 47542 mAc™

SN St

m=i k=0V(m—j—2) =K

\/—{ b"+j+1 mAb™

2] +1 o"+j  mAo™ o”
30 2 D o O ) T o) !
Utk m=i k=0V(m—j) r=~K
o +j—2 mAc™
2
Z Z ZUT‘CK Htk r K(O-tk)ﬂ,l?‘zn K r}’
m=i k=0V(m—j+2) r=kK
h +i  mAR" h™
SRS L) SH Sl ST AR (780
' m=j k=0V(m—i) r=~K
)\ +i  mAN" A"

gii =((A=n)er, ) = Z 3 Z)\ CE (b =R (et (7.3.21)

'm]nO\/sz"i

Second, the conditional mean and variance can be computed explicitly by the Fourier coefficients

T;n’A) similarly as in Equation (7.2.13) and (7.2.14). To be precise, define ¢; : R — R and
cs : R" — R by

(M T Ar(1,4) (M T A (n,A)
n,A (I‘ ) T n,A (I‘ ) T
a(TPY) = Vi, () =2, (7.3.22)
(rg ) 'Yy, (rg ) 'Yy,

(n) _(n) (n)

where ry”’, r; 7 and ry ’ are n-dimensional vectors whose components are constants defined by
Equation (7.2.12), then we have

~ n,A
T (X) 1= E[Xy |FEY] = 0b er (YY) 4 4 (7.3.23)
2 ~ n,A n,A
B[ (Xi, — my (X)) FY] 2 (020 (00) 4 200, iy e (1Y) + (1, )2 (7.3.24)
— (m, (X))*.

Finally, matrix R, defined in Remark 7.2, and matrix K, defined in Remark 7.3, can be computed
explicitly. This will be shown in the following algorithms.

We now introduce the basis computation steps of the adaptive Galerkin approximation with a
basis of Hermite polynomials, where the corresponding results are proven in Section 7.4.

Algorithm 7.6 (Initialization). The initialization step is the same as the one introduced in
Section 7.3.2. Furthermore, in this case, the coefficients of the Galerkin approxzimation B™,
C™ and G™ can be computed explicitly by Equation (7.3.18), (7.3.19), (7.3.20) and (7.3.21).
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Algorithm 7.7 ((k — 1)A to kA). e Keep the center and scale of the adaptive basis as be-
fore, that is

b ._ b b ._ b
/’Ltk T Iutk_17 O_tk T O—tk_l'

And consequently, the adaptive basis {égk} at time ty, is obtained by Equation (7.3.7). Then,

compute the corresponding Fourier coefficients T,(Cn’A) as follows.

o The prediction step:
a TL,A n n TL,A
TS = exp [(B< el >)A} i),
e The correction step with Z:

1 n 1 n (7,
Tl(c ) = eXp{C( )(Ztk - Ztk71) - Q(C( ))QA}TI(C A)’

e The correction step with Y :

1 Compute the predicted Fourier coefficients as follows
TA) (1, + G Vi Vi )P, (7.3.25)

11 Compute the mean and variance of the predicted conditional density and set the mean
and the square root of the variance to be ji® and &°, which can be obtained explicitly,
applying Equation (7.3.23) and (7.3.24),

- = (n,A
it = ol er (YY) + i

~ 1
~ A (n,A n,A ~ 2
& = {(oh Pea 1) 4 200 i e () + (uh )2 = (02},

where ¢1 and co defined by Equation (7.3.22).

wi If they are close to ,uff’k and afk, keep the basis functions, and set the Fourier coeffi-
cients as the predicted Fourier coefficients,

A (A (7.3.26)

Else , set R := (7ij)nxn, with, fori,j =0,1,...,n—1,

(VY Y
Tji = ()\ ko "tk—1

1 w—pp 1 x— b
(). =i (o).
\/ 0%, tk o

Notice that A is a polynomial defined by Equation (7.3.17), N1 4 g polynomaal.
Then there exist \™ € N and \o, A1, ..., A\sn, such that

An
o= AV = ZX,@“, x € R.
rk=0
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Then fori,7=0,1,...,n—1,

] A" 4 MAN™

rji = —m= 2 S D VA (7.3.27)
Vilj! \/C Ta r= OV 0 m=r x=0V(m—v)

where

’L

1 (o) + (6%)?
=B e .
1 Fy, 1 )

T = = b ~b\2
GF @2 ()2 (67)
V2 (Ui’,c)2(5b)2

and fori=0,1,...,.n—1,r=0,1,...,4,

m 7 A 1
— Z{ Z ,191 Cm ’yb'u’tk )K m( - )m}Lm
YaO4, YaO¢,

=1

And compute

T(” A) RT(n A)

Move the center and scale of the basis functions, that is

reset ufk as ﬂb,

b ~b
reset oy as 0,

and consequently the adaptive basis {éﬁ’“} at time ty, is reset by Equation (7.3.7) and
reset AW B M) GM) by the coefficients of the Galerkin approzimation w.r.t.
the current basis {€}*}, by Equation (7.3.18), (7.3.19), (7.3.20), and (7.3.21).

The following is the transition step:

e Compute the mean and variance of current conditional den-

Algorithm 7.8 (Transition).
b .
» applying

sity pt:’A) and set the mean the the square root of the variance to be i’ and &

Equation (7.3.23) and (7.3.24),

ﬂb = Utkcl(T(n A)) + :U’f‘,)k7

1
~ n,A ~ 2
5" = { (08, 2ea(X" ) + 20, iy e (1Y) + () — (7)),

where c1, co are defined by Equation (7.3.22).

o If they are close to u® and o®, keep the basis functions, and keep the Fourier coefficients
Otherwise, change the center and scale of the basis functions as follows. Set K := (kij)nxn,



130 CHAPTER 7. GALERKIN APPROXIMATION

Equation (7.2.13) and (7.2.14) page 133
Equation (7.3.23) and (7.3.24) page 134

Corollary 7.3 page 135
Example 7.1 page 136
Example 7.2 page 137
Example 7.3 page 137
Equation (7.3.19) page 137
Equation (7.3.20) and (7.3.21) page 138
Equation (7.3.29) page 138
Equation (7.3.27) page 140

Table 7.1: Proofs and corresponding pages.

with, fori,7 =0,1,...,n—1,

1 z—pd 1 T — [
ki = ; kY, - 7.3.29
(el S5et5) (73.29)

tg

m=r K=m

LSS wop el oy,

o
m=r K=m Ta

z/\] 7 — Yalt 1
191 Cm alMty )n—m( )m]LT}
\/Z'J ot b b s {Z Z vacri’k VaTh,

where vq, Vb and . are defined by Equation (7.3.28).
Then,

rima) KYim®)

reset as

Mowe the center and scale of the basis functions, that is
reset /ﬂt’k as ﬂb,

b ~b
reset oy as 0,

and consequently the adaptive basis {éﬁ’“} at time ty is reset by FEquation (7.3.7). Reset
A B0 o) G0 by the coefficients of the Galerkin approzimation w.r.t. the current
basis {e;*}, by Equation (7.3.18), (7.3.19), (7.3.20), and (7.3.21).

7.4 Proofs

In this section, we present the proofs related to Hermite polynomials, see Table 7.1.

For starters, we simplify the proof, define Vx € R, i =0,1,...,

M)

x

Ei(z) = p(x)Hi(z), with o(z) = [¢(z)]z = (27) Te 7. (7.4.1)
It is easy to see that, by the definition of Hermite functions, see Equation (7.2.8),

1

€; =
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Lemma 7.4. We have the following recurrence relations of E;, which is defined by Equation
(7.4.1),

1 1 .
(E;) = —SEint 5k, P21, (7.4.3)
1 21+ 1 (2 — 1
(B = 7 Eisa - ZI g+ v VB iz (7.4.4)

Proof. By the recurrent relation of hermite polynomials, see Equation (7.2.6) and (7.2.7), we
get

aBi(x) =p(x)vH;(v) = ¢[Hiy1(x) + iHi—1(x)] = Eipa1(z) + 1B (),
(B =(pH:) = —2@H; + ipH; 1 = —= F; +iE;_,

2 2
1 . ‘ 1 i
=— §(Ei+l +ibi1) +iEi1 = —5Ein+ 5k,
1 ] 1 2i+1 (1 —1
(B =[(B)Y = (~3 Bt + 2 Bia) = 1 Biva — it 4 g,

O

In the following proofs, we have written ;°, o?, & instead of ufk, Ufk, éﬁk. We have the following
results which are useful for our proofs.

Lemma 7.5. Let f(x) = ZZZO apz® be a polynomial, where a”™, a non-negative integer, is the

degree of f and ay, € R is the coefficient at f of «* for k =0,1,...,a™. Then, for any p,oc € R
and o # 0, we have f(u+ ox) is a polynomial and Yz € R,

an
flp+ox) Z ama™, with Gy, == Z ar O pk=me™, (7.4.5)

k=m

Proof. By the definition of f,

[+ ox) Zak u+0m
_Za’kz om k: msm m
:Z Z akC,Tuk_mamxm

k=0m=0

= az { “Z akC,Tuk_mam}:cm
= k=m
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Lemma 7.6. For any p,o0 € R and o # 0, we have H;(u+ox) is linear combination of Hermite

polynomials as follows, Vx € R,

%

B an) = 3 3 [ S et no] o 7.6)

=0 m=r

<

Proof. Apply Equation (7.2.2), (7.2.3) and Lemma 7.5,

Hi(p+ox) Zﬁ’u—i—am

= Z [ Z ﬂZClTuk_mam} x™

m=0 k=m

3

=

I
Ms

m=0r=0 k=m

% %

ﬁ
O

=r k=m

:Z [;wom h—m m}(ZLTHT(x))
i ﬂ};Cﬁuk*mam} u Hy(x)

{ i [ > ﬁéCﬁuk*mam} L,’P}Hr(x).

O

Lemma 7.7. Let f(x) = ZZZO apz® be a polynomial, where a”™, a non-negative integer, is the

degree of f and aj € R is the coefficient at f of x* for k = 0,1,...

i,j=0,1,...,

a™+1 mAa™

LEE) =Y Y adi,

m=j k=0V(m—i)
Proof. By definition of F;, see Equation (7.4.1),

(f, BiE;) = (f,0H;Hj) = (fH;, pH;).

n

,a"™. Then we have?, for

(7.4.7)

Notice, the product of two polynomials is a polynomial, then fH; is a polynomial as follows, by

polynomial multiplication, Vz € R,

f(@)H;(z) = ( i am:cm> (279 ) +'{ Z ard,
m=0 —i

with coefficients, for m =0,1,...,a" + 1,
mAa
Elm = Z akﬂinik
k=0V(m—i)

2The summation > .. is taken to be 0 if the lower bound of summation m greater than the upper bound of

summation n.
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Then, by Equation (7.2.3), f(z)H;(z) is a linear combination of Hermite polynomials

a1 a1 m
J@ i) = Y ama™ = an{ 3 i)},
m=0 m=0 k=0
By the orthogonal property of Hermite polynomials
a+i m a+i m
(FHi0Hy) =( D am > H 0H ) = > am > i (Hi, 6H; )
m=0 k=0 m=0 k=0
a+1 m am+i
= &mZLzlék,jj! = 4! Z aml]
m=0 k=0 m=j
Combining the obtained results, we obtain Equation (7.4.7). ]
Proof of Equation (7.2.13) and (7.2.14).
2 zq(x)dx
X)=E[X|FfY =2~ 7.4.8
m() = EIXIFEY) = T (1.48)
Sl = m(X)Pa(x)de [7 2?qi(x)dw
E[X—WX 2?”}: —ool” = L (X2 (7.4.9
( t t( )) ’ t fiooqt($)d$ fiooqt(x)dx [ t( )] ( )
By the approximation (7.2.11),
[e'S) o0 n—1 o0
/ gu(z)dz = / @) =3 9 (1) / ei(x)dx (7.4.10)
—00 —o0 i—0 —o0
and by the definition of e;,
o 1 [ _1 _a?
/ ei(z)dx :—'/ (2m)"1e” 4 Hi(x)dz
— 0 1 J -0
1 o
——"\/5(27r)_%/ e 7 Hy(V2x)dx
i! —oo
1 1 [ a2 - ) k
:—'\/§(Q7T) 1 e 2 Zﬁk22x dx
v — k=0
_ 1 \/5(271)411/00 1 e 2zi:19}€22 zk:L]H](x)dx
Vil o0 V27 k=0 =0
1 e ke © 1 2
=—/2(2n)1 Vi22 Lk/ e” 2 Hj(x)dx
\/27 ( ) s k Z J o V2r J( )
= 7=0
1 I A
=—V202m)1 ) 922 L e 2 Hj(x)Ho(x)dx
Vil o — —o0o V2T
= 7=0
1 i
1l
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Therefore,

Likewise, we get

> ! k=0
[e'e) 1 v
/ z2e;(x)dx :—2%(27r)% Z§§€2§Lk+2,
— i!
k=0
and
[oe} oo 1 n-l 1 : .k
/ xq(z)dr = / xqin) (x)dx = 2(2m)% Z@bgn) (t)—' Zﬂfﬂ? LIS'H,
—oo —o0 i=0 v k=0
> > 3 i, 1 <k
/ 22qy(z)da = / x2q,§n) (x)dx =22 (2m)1 wgn) (t)—' V.22 ng+2.
—o0 —o0 =0 © k=0
Combining the obtained results, we get Equation (7.2.13) and (7.2.14). O

Proof of Equation (7.3.23) and (7.3.24). The desired result can be obtained similarly as the
proof of Equation (7.2.13) and (7.2.14).

By definition of &;, Equation (7.3.7),

/_Z éi(z)dx = /_Z \/%ei(x ;b'“b)dx = \/E/_Z e;(z)dz.

Similarly, we get

00 o'} 1 b
/_Ooxéi(x)d:r—/_ xﬁei(%)dm’

> 1
b b b
= o'x + p)—=¢ei(x)o’dx
[t e
= gb{ab/ xei(:c)dx+ub/ ei(x)dx},
and
~ 2%;(z)dx = RCEE l(d)d
—oox éi(x)dr = —oox \/;eZ )z
e 1
—/ (Ub$+/.l/b)2ﬁei($)0'bd$
—Vab{(ab)Q/ xQei(x)dx—l—Qabub/ xei(ac)dx—l—(ub)Q/ ei(a:)d:r}.
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Then, applying Equation (7.4.8), (7.4.9), (7.4.10), and Equation (7.3.22) which are the definitions
of ¢1, co, we get

72 wg™ (x)da

I 0 (@)da

() [, aei(x)da

™M) [, &) da

VO S @) 7, weila)de + it S 0 1) [, i)
- Vo S et () 72, eix)da

m(X) =~

:Ub01 + :ubv
and

B[ (X, - m (X)) "7 ]
%ff" w2qt(") (z)dx iy

S0 (@)de
P ¢@mf E(@)dr
_z%wWw;-um_“)
Vo (0" i e () [ 72, aPes(w)da + 2000 Y70 6 (1) [, wei(w)da |

¢?Z@wf@ﬁ§www

W2 r el () [, e )

TS e 1 e _“W
—(0")2ey + 20 ber + (1) — <F

The desired result is obtained. O

Proof of Corollary 7.3. Applying Theorem 6.11, the desired result is obtained if we can show
that U, V,, is dense in V, where V;, = span{eg,e1,...,e,_1} and V = H'(R?). One the one
hand, let C§° be the set of infinitely differentiable functions with compact support. Then, by
Bongioanni and Torrea (2006), Proposition 1, page 339, and Bongioanni and Torrea (2006),
Theorem 4, page 348, we get Vu € C§°, there exist a sequence u,, € U,V,, s.t.,

lu —up|ly — 0, as n— oo.
Therefore, we obtain
Up Vi D C§°.
Moreover, by Frey (2008), Theorem 2.17, page 31, C§° is dense in V. Then,
UV, DCP D V.
On the other hand, by the properties of Hermite functions, we have

V., CV, Vn.
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Notice that V is complete, we get

To sum up, we get

O

Proof of Example 7.1. Equation (7.2.15) is obtained from the orthogonality of {e;}. Now, it is
time to compute B . By the definition of B™, and Remark 6.1,

% 1
bji = (A%ei,ej) = (Aej, e;) = (Lej,e;) = \/1—'7,] 7(£Ej,Ei).
Recall that £ is a second order differential operator defined by Equation (2.2.4), then, we get,
/ o’ "
b b bi(j —1 a1 25 +1 (i —1
A §Ej + %EJ‘—2 + T(ZEj—‘,-Q I E; + ( 1 )Ej_g
b o? b o325+ 1) b o?
=(—=+—)Ejp—(z+———FE;+(=+—)j(g — 1) E;_o.
(2+8)J+2 (2+ S )J+(2+8)](J JEj—2

Finally, we obtain Equation (7.2.16).

Similarly, Equation (7.2.17) and (7.2.18) are obtained from Equation (6.1.5) and (6.1.6) applying
Equation (7.4.2) repeatedly. It remains to compute go;. By the definition

1 g L a2
qoj = (q07€j) :/ 27-(006 294 ﬁ(Q’]T)_ZG_THj(.’E)d.’E
I I
=21 i— [ e 290 H:(x)dzx.
7 0

Notice that

203 1 22 @
then, we get
1 11 — 8l e
qo; :7(27{') 4\/%00 e 1 Hj(x)dx
1 1 _lemep®
:7(2@_1\/%00663/6 >t Hy(z)d

11 1 1 z?
—(27) "3 —¢e%3 — 7T H; dx.
(27) Joe cl/ \/ﬁ\/ﬂe j(ciz + ¢o)dx

Finally, the desired result is obtained by Lemma 7.6 and the orthonormal property of Hermite
polynomials.

O
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Proof of Example 7.2. Notice that in this case

2

LE; =ba(E;) + %xQ(Ej)”
o? b o2 b o2
=—F; —— 4+ —)Ejo— | =4+ —(2§°+2j — 1) | E;
b ., . o . . ;
+ 500 = DEj2+ 50— DG = 2)(J — 3)Ej-a,
and the desired result is obtained similarly as in Example 7.1. O
Proof of Example 7.3. Notice that in this case
o2
LEj =(a = Br)(E)) + - o(E))"
o2 J&; a o 5
=g Eivs+ 5Eiv2 — [5 +5 - 1)]EJ+1 + 3L
a. o, . B ... o .
+ [53 -5 U 2)3} Bj-1 =530 = DEj—2 + (G =1 =~ 2)Ejs,
and the desired result is obtained similarly as in Example 7.1. U

Proof of Equation (7.3.19). By the definition of b;; and Remark 6.1,

1

b]’i = <A*éi,éj> = <Aéj,éi> = (,Céj,éi) = (,CE],EZ)

Notice that, by Equation (7.4.3) and (7.4.4), then,

o\x 2 _
£, =b(e) () + ZOE gy

b /b J 2(c)2 \/gb
b(x) 1 1 r—pub x— pb
:—ab ?[—EEJ‘_H( b )+§Ej—1( s )]
o()* 1 1 e—pt 241 x—pb (-1 x—pb
ZE. E E;_
ETCOE \/3[4 2= T Bl 1 P
b(x) 1 - J
= |~ gFn + 3 Fi
o (@) 11 = 2j+1-  JU=1) -
+ 5oz a8 = T B+ E B
Then, we have
(LE;, E;)
z), 1 J £ lo(@)]* 1~ 2j+1- -1~ -
= [ SR B+ 5B+ G e = 2By Bl s
b(ub + obz) . 1 J [o(u’ + o%x))? 1 2j+1 jG—1)
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where the last equality is obtained by changing the variable in the integration. Applying Equation
(7.4.5), b(u® + ox) and [o(ub + o®2))? are polynomials as follows

bn bn

b+ o'a) =Y [ 3 bkcg@(m)k*m(ab)m} 2™ = b(),
m k=m

0

n

[a(ub + be)r 3 [ JZ akc;;%(ub)k—m(ab)m] Z™ = 5(x).

m=0

Then we have

L 1 - i~
(LEj, E) = — T‘b(bEjJrlaEi) + T‘b(bEg’—l, E;)
1 2 +1 iG-1),.
+ 8(0’b)2 (UEJ+27EZ) 8(O'b)2 (O-EjuEz) + 8(0’b)2 (O-Ejf%El)
Applying Equation (7.4.7), we obtain the desired results. O

Proof of Equation (7.3.20) and (7.3.21). By the definition of ¢,

Cji :(héi, éj)

hn
1 1 & 1 - T— U T — W
S (ab)2 . .
Vil V7! <;;)hkx)\/27rabe Hi( ob M ob Jdo

h" 2
:%% [Z hk(ub+0bx)k] \/:;_WeéHZ(:c)Hj(:c)d:c,
: ’ k=0

where the last equality is obtained by changing the variable in the integration. Notice that
S o hae (b + o2)* is a polynomials and its standard form is as follows, by Equation (7.4.5),

h" h" h™
(i + abx)k = [ 3 mCp o = ).
k=0 m=0 k=m

Then by Equation (7.4.7),

1 1
Cji —ﬁ7(h,EiEj)
il h"4i  mAR™ A"
LSS S O )
¢ m=j k=0V(m—i) r=k
Equation (7.3.21) can be obtained similarly. O

Proof of Equation (7.3.29). By definition of kj;

b ~b

ks _(ja_bei(x;“ ). j(}—bej(’”;b” )

1 1 1 xz— 1 x— [ T — T —
1 | mvmm e [ O (o a
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For sake of simplicity, define

1 1% P
b= o021 (50 ( b2+ ~b2>’
VI, [ETHEE o) ()
Lr (u*)? (@) 2
- —2:2.
Yei=T g {((Ub)2 e |
Then,
Lao—pby 1a—ph,
n[AESEAEE]
e L[EPEG . L w R
_eXp{ - 1{ (0)2(50)2 = 2((0b)2 + (51;)2)33 + ((Jb)Q + (51;)2)}}
— Ve~ 3 (Yaz—m)?
and
ki — 1 1 1 3 (=) fy vy H. v =i d
" Ve ) Ve R
1 1 1 | . T — ’Yaub 1 — Yal 1
= Ve x Hz H; d ,
Vilj! Ub5be Ya /_2776 2 ( a0 N0 VH i ( 550 +%&b )dx
where, by Equation (7.4.6)
b %
T — K ) ,‘)/a,u 1 mi,m 7
s =SS s (B2t e " H @) = 3 ki (a),
r=0 m=r k=m a r=0
‘*b J
Vo — [ — Yalt’ L gy m :
my(t =SS v BT M V() = D KL, (o)
r=0 m=r k=m a r=0

with, fort=0,1,...,n—1,r=0,1,...,1,

Z[Zﬁzck Bt e Ly

m=r = Ta®

By the orthogonality of the Hermite polynomials

r=

e LSS

aTOVO

min(z,5)

mmj E. E,)
VZ'J VO’O’ Ya 0;)
1

wﬁ

1 o

— Ye = i\

= —c > " Kirlrl.
VilitVobsb e = o

Combining the obtained results, we obtain Equation (7.3.29). O
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Proof of Equation (7.3.27). By definition of rj;,

-1 ox—pb 1 T — [
Jt ( Z@( O'b ) \/ﬁ ]( ))
1 1 1
— 6'7(:_
Vil gbsb
b ~b
s Ty L e — Yalt 1 Yo — Yall 1
M=+ — e 27 H; + z)H; — + ——x)dx.
/ (va va)\/27r il Yoo Va0l M VoGP ’mab)

Notice that 5\(::—2 + %) is a polynomial and its standard form is as follows, by Equation (7.4.5),

A A R ~
I;))\k% % —ngm a (%) Ja™ == M),

then applying Equation (7.4.7),

1
Tji = W\/— ZZH k) (\E,, E,)

r=0v=0
PN MAX™

1 -
\/W — ZZK& k7! Z Z D YR Vi

@ r=00v=0 m=r k=0V(m—v)

Combining the obtained result, we get Equation (7.3.27). O

7.5 Simulation studies

The Galerkin approximation of Model (2.2.9) is tested in simulation studies and compared with
particle filters. In Section 7.5.1, we present the simulated results, by tables, from which we can
see the results in average sense. In Section 7.5.2, we present the simulated results by figures from
which we can see the results for some specific examples.

First, by simulation, we obtain sampled trajectory of X, Z and Y. Here X and Z are simulated
by Euler-Maruyama method, see Algorithm 7.1, while Y is simulated according to Algorithm
9.14, McNeil, Frey, and Embrechts (2005), page 399. The detailed algorithm is as follows.

Algorithm 7.9. The sampled trajectory of the state process X, the observation processes Z and
Y of Model (2.2.9) at discrete equidistance times {tx,k =1,2,..., L}, with 6 =t —tp_1, are as
follows

1 Simulate the driven processes V and B.

o Simulate AV;, AB;, i =1,2,...,L using the MATLAB package, where AV; and AB;
are independent and identically N(0,6)-normally distributed random variables.

o Then the path of the process V' and B can be realized by V(0) =0, V (t) = Zle AV;
and B(0) =0, B(tx) = S.F_| AB;.

1 Simulate a trajectory of the state process X.

o Generate Xq by the law of Xo using the MATLAB package.
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e Given Xy, solve the stochastic differential equation X; = Xo—f—fg b(Xs)ds—i—fg o(Xs)dVy
using Euler-Maruyama method, Algorithm 7.1, or splitting up method, Algorithm 7.2,
to obtain the values of the state process X at discrete times {X, ,k=1,2,...,L} re-
cursively,

th+1 = th + b(th)é + O'(th)AVk
1w Simulate a trajectory of the observation process Z.
d ZO = 07

o Again using Fuler-Maruyama method, Algorithm 7.1, to obtain the values of Z at
discrete times {Zy, ,k =1,2,...,L},

Zyy o = Zy, + h(Xy,)0 + ABy. (7.5.1)
w Simulate a trajectory of the observation process Y, which is equivalent to simulate the
Jumping times of Y, T, 7o, ...,
o Compute \(Xy) at discrete times by {Xy,,k =1,2,...,L} obtained before.
o Compute for j <k, I';(ty) = 522-:]»1 AMXy,).

o Set T0 = 0.
o For i=1,2..., generate a unit exponential random variable E independent of X and
set
i =Tio1+ T (B).
7.5.1 Tables

In this section, we show the simulation results by tables such that we can compare with different
method in average sense. We obtained the conditional distribution of X with respect to past
observation with different methods and compare their performance. The simulation procedure
is as follows.

1) Obtain the artificially simulated data for X, Y and Z by Algorithm 7.9 at discrete times
{te,k=1,2,...,L}.

2) Compute the filter estimates with different methods based on the algorithms introduced
in Chapter 3 and Chapter 7.

3) Repeat procedure 1) and 2) m times. In the simulation, we take m = 100. As a measure
to compare performance, we computed the length of time used in the computation and
the root mean square error(rms error for short) which is defined by, over all simulated
trajectories and over all times,

1 m L 1
: . :
de= { S i) - X P}
mlL < <
Jj=11i=1
where X7(t;) is the j-th simulated trajectory of X at time #; and X7(t;) is the filtering
estimate at time ¢; in the j-th simulation.

In Table 7.3 and Table 7.4, we present some numerical examples to illustrate the effectiveness
of the proposed filter. It is seen that Galerkin method is much faster than the particle method
while the rms errors of both method are almost the same. From this point of view, the Galerkin
method performs better.
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7.5.2 Figures

In this section, we present some figures to show the numerical results of the nonlinear problem.
We show some numerical results for one-dimensional cases and multi-dimensional cases.

We have two observations, one is continuous, another is a Poisson process whose stochastic inten-
sity is a given function of the signal X. The objective is to compute the conditional distribution
of the state X given the past observation. We obtained the conditional distribution of X with
respect to past observation with different methods and compared their performance. As a mea-
sure for the compared performance, we computed the conditional mean and conditional variance
of X by the conditional distribution. We see from the results, the conditional expectation with
respect to both observation processes does much better.

We show some numerical results for Example 7.1 from Figure 7.4 to Figure 7.14. Here we take
b=0.5,0=2, ugp =5, g = 0.0001. And by Algorithm 7.9, simulated trajectories of X, Y and
Z are obtained at discrete equidistance times {tx,k = 1,2,...,L}, where t( =0, t;, =T = 1,
tr — tr—1 = 1075, We compute the filter estimates with different methods based on algorithms
introduced in Chapter 3 and Chapter 7. As a measure to compare performance, we compute
conditional mean and conditional root mean square deviation(RMSD) which is the square root
of the conditional variance. For the Galerkin filter, they are obtained by Equation (7.2.13),
(7.2.14) and Equation (7.3.23), (7.3.24). For the particle filter, they are obtained by Equation
(3.3.1).

We obtain an artificial trajectory of X at discrete times. Notice, in order to compare the perfor-
mance efficiently, we keep it as the trajectory of X from Figure 7.4 to Figure 7.13. These figures
are obtained as follows:

Figure 7.4: In this figure , we compare the performance of Galerkin filter and particle filter.
The procedure is as follows:

i Set h =0.5, A\ = 0.05, obtain the simulated trajectories for Y and Z by Algorithm 7.9.

ii We compute the filter estimates with different methods. For Galerkin filter, we apply
Algorithm 7.2 with n = 20 basis functions to approximate the conditional density. For this
case, h and X\ are small. That means the observation noise weight heavily. We need not
change the center and scale of the basis functions adaptively.

For particle filter, we apply Algorithm 3.1 with 103 particles.

Figure 7.5 and Figure 7.6: Here, we show the result obtained by the Galerkin filter with
more information compared to Figure 7.4. In other words, we take larger h and A in this case.
The procedure is as follows:

i Set h = 5.5, A = 10, obtain the trajectories for Y and Z by Algorithm 7.9.

ii Compute the estimates by Galerkin filter. Here we apply Algorithm 7.6, 7.7 and 7.8 with
n = 20 Hermite basis functions to approximate the conditional density. For this case, h
and A are larger. That means the observation noise is small. We change the center and
scale of the basis functions adaptively by algorithms introduced in Section 7.3.3.

For particle filter, we apply Algorithm 3.1 with 103 particles.
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It is seen, in figures 7.4, 7.5, and 7.6, more information improves the estimation procedure. It
is clear that the results obtained from observations Y an Z are much better than the results
obtained from only one observation Z. And the approximation obtained by the Galerkin filter
is very close to that obtained by particle filter.

Figure 7.7, 7.8, and 7.9: Here, we compute conditional density with only continuous obser-
vation Z. In this case, the filter problem is the so called Kalman-Bucy filter and has an explicit
solution. Then, we compare the results obtained by Galerkin filter to the exact solution. The
procedure is as follows:

i Set h = 5.5, obtain an artificially trajectory for Z.

ii Compute the estimates with different methods. For Galerkin filter, we use n = 20 Hermite
basis functions to approximate the conditional density and change the center and scale of
the basis functions adaptively according to Algorithm 7.6, 7.7 and 7.8. For the Kalman-
bucy filter, it can be solved explicitly by Equation (2.1.5).

In Figure 7.7, we compare the conditional mean and conditional root mean square deviation. In
Figure 7.8 and 7.9, we compare the conditional density and show the difference of the conditional
density obtained by Galerkin filter and Kalman-Bucy filter. It is seen that approximations are
very close to the explicit solutions. Those filters with more basis functions improve the estimation
procedure.

Figure 7.10: Here, we study the convergence with respect to h. Fix A, and increase h, then
we obtain different trajectories of Z with corresponding information. The larger h is, the more
information Z has. Finally, we compare the results obtained with different information. The
procedure is as follows:

i Set A = 0.05, obtain a simulated trajectory for Y by Algorithm 7.9.

ii For h = 0.5, h = 5.5, h = 15.5, obtain 3 artificially trajectories Z(1), Z? and Z®) of Z
with corresponding h by Algorithm 7.9.

iii Compute the filter estimates with (Y, Z(1), (Y, Z?)) and (Y, Z®)) using Galerkin filter.

For Galerkin filter, we use n = 20 Hermite basis functions to approximate the condi-
tional density and change the center and scale of the basis functions adaptively according
Algorithm 7.6, 7.7 and 7.8.

Again, more information improves the estimation procedure. The estimator converges to the
trajectory of X as h increases.

Figure 7.11: Here, we study the convergence with respect to A. Fix h, and increase A, then
we obtain different trajectories of Y with corresponding information. The larger \ is, the more
information Y has. Finally, we compare the results obtained with different information. The
procedure is as follows:

i Set h = 0.5, obtain the artificially trajectory for Z by Algorithm 7.9.
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ii For A = 0.05, A = 5.05, A = 15.05, obtain 3 artificially trajectories Y, Y@ and Y®) of
Y with corresponding A, by Algorithm 7.9.

iii Compute the filter estimates with (Y, Z), (Y, Z) and (Y®), Z) using Galerkin filter.

For Galerkin filter, we use n = 20 Hermite basis functions to approximate the conditional
density and change the center and scale of the basis functions adaptively according to
Algorithm 7.6, 7.7 and 7.8.

Once again, we see more information improves the estimation procedure. The estimator con-
verges to the trajectory of X as A increases.

Figure 7.12: Here, we study the convergence with respect to n, where n is the number of the
basis functions in the Galerkin filter. The procedure is as follows:

i Set h =5.5, A = 10, obtain the artificially trojectories for Z and Y by Algorithm 7.9.

ii Compute the filter estimates with Y and Z using Galerkin filter with n = 4,8,16 ba-
sis functions. In the computation, we change the center and scale of the basis functions
adaptively according to Algorithm 7.6, 7.7 and 7.8.

It is seen that the filter with 8 and 16 basis functions improves the estimation procedure.
Although the filter with 8 basis functions is no more precise than the filter with 16, it still provides
a good estimate. Moreover, it is faster than the filter with 16 basis functions. Realistically, we
can choose the number of basis functions according to the weight of time and precision.

Figure 7.13: Here, we show the efficiency of Galerkin filter with changing the center and scale
of the basis functions adaptively. The procedure is as follows:

i Set h =20, A = 10, obtain the simulated trajectories of Z and Y by Algorithm 7.9.

ii Compute the filter estimates with Y and Z using Galerkin filter with n = 20 Hermite
basis functions. One result is obtained by change the center and scale of the basis functions
adaptively according Algorithm 7.6, 7.7 and 7.8. Another result is obtained without change
by Algorithm 7.2.

It is seen that adaptive Galerkin filter improves the estimation procedure. The simple Galerkin
filter without change does not do much better for this case. This poor performance can be
attributed to the small observation noise. Since we have more information, the conditional
density is well-localized in some small region of the state space and generally could not be
predicted in advance. Adaptive Galerkin filter is seen to drastically improved the performance.

Figure 7.14: Here, we compare the performance of Galerkin filter with a basis of Hermite
polynomials and particle filter for multi-dimensional case.

There are some methods to construct a multi-dimensional basis by Hermite polynomials. For the
introduction of multi-dimensional Hermite polynomials, see for example Berkowitz and Garner
(1970). Now, we construct the basis of L?(RY) by another method. Let {e;} be the basis of
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one-dimensional Hermite polynomials defined by Equation (7.2.8) which is a basis of L%(R),
then

{€i1®€i2®"'®6idt il,ig,...id:O,l,Z...}

is a basis of L?(R?).
Here, we take d = 5, then X = {X;}icjo1) = {(Xg,Xf,Xf,Xf,Xf’)} o is a 5-dimensional
telo,

stochastic process driven by 3-dimensional Brownian motion. X3, X2, X3, Xg and X§ are in-
dependent, normally distributed with mean 0 and variance 0.012. Z is a 3-dimensional noisy
nonlinear observations of the state process X. Y is a one-dimensional stochastic Poisson pro-
cess with intensity 0.1(X})% + 0.2(X?)? + 0.3(X?)? + 0.1(X})? + 0.1(X})2. The corresponding
coefficients are as follows:

1 0 0 1 0 1 01

1 1 -1 0 1 2 11 0.2 03 02 03 04
b=10 1 -1 -1 -1 |,o=|1111],hAh=1] 02 01 02 01 02

0 -1 -1 1 1 1 11 0.2 02 04 0.2 0.2

1 -1 0 0 1 0 01

In the Galerkin approximation of this case, we take a linear combination of
{Cil e, D - Qejs:  11,12,...105 :0,1,2,3} (752)

to approximate the unnormalized conditional density.

The procedure is as follows:

i Obtain the simulated trajectories for X, Y and Z according to Algorithm 7.9.

ii Compute the filter estimates with different methods. For Galerkin filter, we apply Algo-
rithm 7.2 with basis functions defined by Equation (7.5.2) to approximate the conditional
density. Then, the number of basis functions is n = 45 = 1024. For particle filter, we apply
Algorithm 3.1 use 103 particles.

In the simulation study, it takes 12 seconds for particle filter and 9 seconds for the Galerkin
filter. It is seen that the approximation obtained by the Galerkin filter is very close to that
obtained by particle filter.

7.5.3 Summary

In Chapter 3 and Chapter 7 we surveyed numerical approximations for the nonlinear filtering
problem w.r.t Model (2.2.9).

The finite dimensional filter, introduced in Section 3.1, is easy to implement. The conditional
mean and variance can be computed explicitly, since the approximated conditional density is a
linear combination of Gaussian functions. However, this method performs poorly if the nonlinear-
ities are strong. Furthermore, the approximation conditional density at time ¢, for 7, <t < 7,41
is a linear combination of 2" Gaussian functions, recalling that 7, is the n-th jumping time of
the jump observation. Therefore, the computation becomes expensive for higher jump intensity.



146 CHAPTER 7. GALERKIN APPROXIMATION

X the trajectory of X

PF by particle method with observations Z and Y

GF by Galerkin method with observations Z and Y

PFC by particle method with only continuous observation Z
GF® by Galerkin method with only continuous observation Z
KBF the result obtained by Kalman-Bucy filter

AGF the adaptive Galerkin filter

h the coefficient w.r.t. the continuous observation Z of Model 7.1
A the coefficient w.r.t. the jump observation Y of Model 7.1
n the number of basis functions used in the Galerkin filter

Table 7.2: Notations interpretations: From Figure 7.4 to Figure 7.14.

The finite-state Markov chain approximation, introduced in Section 3.2, is fast because, the ap-
proximated conditional probabilities are finite dimensional. The solution of a finite-dimensional
SDE and the coefficient matrices in the SDE are diagonal. Unfortunately, this method is not
flexible. In practice, one uses the information from the filtering results to dynamically move the
grid in a suitable manner.

The particle methods introduced in Section 3.3 are very flexible and easy to implement. The
basic idea is to approximate the expectation by Monto Carlo methods.

The Galerkin approximation introduced in Chapter 7 is easy to implement. In this case, the
conditional density is approximation by a linear combination of finite number of basis functions,
the corresponding Fourier coefficients are the solutions of an ordinary SDE, and the coefficients
matrices of the SDE can be computed before hand. In addition, the Galerkin approximation is
parsimonious, since, see for example Figure 7.12, it provides good results with only 8 parameters.
The key point of the Galerkin approximation is how to choose the basis functions. It will provide
perfect results with suitable basis functions, see for example Figure 7.7, 7.8, and 7.9. As with the
finite-state Markov chain approximation, the normal Galerkin approximation is not flexible. For
this, we design an adaptive Galerkin approximation. Moreover, in Section 7.3.3, we derive explicit
coefficient in the adaptive Galerkin approximations for a large class of coefficients functions of
Model (2.2.9).
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Rms error

147

Ne/Np 5/20
GF(EM)  0.6326
GF(SU)  0.6541

20,1000
0.4232
0.4259
0.4277

PF 0.4580
Time(second)
Ne/Np 5/20
GF(EM) 0.10s
GF(SU) 2.4s
PF 9s

20/1000
0.13s
4.29s
472s

Table 7.3: Performance comparison: This table Shows the performance comparison for Example
71. Hereb=1,0 =1, h=0.1, A =0.1, Xo ~ N(2,1), T = 0.5. For details, see Section 7.5.1.
See Table 7.5 for notation interpretations.

Rms error

Ne/Np 5/20
GF(EM)  0.4036
GF(SU)  0.6541

20,1000
0.3996
0.3993
0.3928

PF 0.4663
Time(second)
Ne/Np 5/20
GF(EM) 0.10s
GF(SU) 2.4s
PF 9s

20/1000
0.13s
4.29s
472s

Table 7.4: Performance comparison: This table shows the performance comparison for Example
72. Here b=1,0 = 0.4, h = 0.2, A = 0.2, pg ~ InN(2,1), T = 0.5. For details, see Section

7.5.1. See Table 7.5 for notation interpretations.

N¢

Np
GF(EM)
GF(SU)
PF

the number of basis functions in the Galerkin filter

the number of particle in the particle filter

Galerkin filter with Euler-Maruyama approximation for Equation (6.1.9)
Galerkin filter with splitting-up approximation for Equation (6.1.9)

particle filter

Table 7.5: Notation interpretations: For Table 7.3 and Tabel 7.4.
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t

Conditional mean

0 0.1 0.2 03 0.4 0.5 0.6 0.7 0.8 0.9 1

Conditional RMSD
25

0.5

Figure 7.4: Comparison of Galerkin filter with particle filter: A trajectory of Z (the first row),
A trajectory of Y (the second row ), Conditional mean (the third row), Conditional root mean
square deviation(bottom row). See Table 7.2 for notations interpretations.

It is seen that the approximation obtained by Galerkin filter is very close to that obtained by
particle filter.
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13- Conditional mean

0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1

Figure 7.5: Galerkin filter with more information: A trajectory of Z (top row left), A trajectory of
Y (top row right), Conditional mean (bottom figure). See Table 7.2 for notation interpretations.

Here ‘up’ means conditional mean +1.64x CRMSD, and ‘down’ means conditional mean —1.64 x
CRMSD. It is seen that with more information the results obtained by Galerkin filter is very
close to the trajectory of state process X.
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Conditional mean

13

Conditional RMSD
0.7

Figure 7.6: Comparison of Galerkin filter with particle filter with more information: Conditional
mean (top figure), Conditional root mean square deviation(bottom figure). See Table 7.2 for
notation interpretations.

It is seen that the approximation obtained by Galerkin filter is very close to that obtained by
particle filter.
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Figure 7.7: Comparison of Galerkin filter with Kalman-Bucy filter: Conditional mean (top fig-
ure), Conditional root mean square deviation(bottom figure). See Table 7.2 for notation inter-
pretations.

It is seen that the approximations are very close to the explicit solutions.
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Figure 7.8: Comparison of Galerkin filter with Kalman-Bucy filter: Conditional density (figures
left), the difference of conditional density obtained by Galerkin filter and Kalman-bucy fil-
ter(figures right). We present the results for different time ¢, t = 0.25(top row), t = 0.5(bottom
row).

In this case, we take 20 Hermite basis functions in the Galerkin filter. In this figure, we present
the approximated conditional density obtained by the linear combination of the first N basis
functions. It is seen that the approximations are very close to the explicit solutions and filters
with more basis functions improved the estimation procedure.
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Figure 7.9: Comparison of Galerkin filter with Kalman-Bucy filter: Conditional density (fig-
ures left), the difference of conditional density obtained by Galerkin filter and Kalman-bucy
filter(figures right). We present the results for different time ¢, ¢ = 0.75(top row), t = 1(bottom
row).

In this case, we take 20 Hermite basis functions in the Galerkin filter. In this figure, we present
the approximated conditional density obtained by the linear combination of the first N basis
functions. It is seen that the approximations are very close to the explicit solutions and filters
with more basis functions improved the estimation procedure.
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Conditional mean

Conditional RMSD

Figure 7.10: Convergence study for h: Conditional mean (top figure), Conditional root mean
square deviation(bottom figure). See Table 7.2 for notations interpretations.

The results are obtained by Galerkin filter with observation Y and Z with different h, where
h is the coefficient w.r.t. continuous observation Z for Example 7.1. The larger h is, the more
information Z has. It is seen that the estimator converges to the trajectory of X as h increases.
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Conditional mean

13

Conditional RMSD

Figure 7.11: Convergence study for A: Conditional mean (top figure), Conditional root mean
square deviation(bottom figure). See Table 7.2 for notations interpretations.

The results are obtained by Galerkin filter with observation Y and Z with different A, where A
is the intensity coefficient of the jump observation Y for Example 7.1. The larger A is, the more
information Y has. It is seen that the estimator converges to the trajectory of X as A increases.
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Conditional mean

13

Figure 7.12: Convergence study for n: Conditional mean (top figure), Conditional root mean
square deviation(bottom figure). See Table 7.2 for notations interpretations.

The results are obtained by Galerkin filter with observation Y and Z with different n, where n is
the number of basis functions used in the Galerkin filter. The case n = 4 shows a bad performance
as the number of the basis elements is too low. It is necessary to consider a satisfied high number
of basis elements.
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Figure 7.13: Galerkin filter: Conditional mean (top figure), Conditional root mean square devi-
ation(bottom figure). See Table 7.2 for notations interpretations.

The results are obtained by Galerkin filter with observation Y and Z. One is adaptive Galerkin
filter, the other is the usual Galerkin filter both with a basis of Hermite polynomials. It is seen
that the adaptive Galerkin filter improves the estimation procedure.
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- PFC
I GFC
——FPF
—GF

Figure 7.14: Comparison of Galerkin filter with particle filter (muti-dimensional case): Condi-
tional mean (top figures and middle figures), trajectories of X (bottom row left), trajectories

of Z (bottom row middle), a trajectory of ¥ (bottom row right). See Table 7.2 for notation
interpretations.

It is seen that the approximation obtained by Galerkin filter is very close to that obtained by
particle filter.
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Appendix

For the reader’s convenience we proof some well known results.

Lemma A.1. Let Y be a stochastic random time with jump intensity 1 and & be the correspond-
ing jump indicator process, then the moment-generating function of £ is, Yu € R,

E(e®) = e%(1—e ) + e
Proof. We have, by assumption,

E(e®) = e“1P(Y <t)+ e“P(Y >t) =e*(1—e ) +e .

O
Lemma A.2. Let X € RT be a random variable, then, if E(X) < oo, P(X < 00) = 1.
Lemma A.3. For any x € R,
LR
- .
n:0 5 \/_
Proof.
> 1
S S
n= 0 2 n=0m=0 n) m! 2
n(2x m 1
—(yoy Rl e,
n=0m=0 2 (m)2
1 2 2 (2 2720 (22) 2™
HIPIRT 72, ek
n=0m= 0 ’ ’
o0 o0
2 2m
=y B!
n=0 m=0 m
1 422 1 2 222
:(1_272633)2:%63:
O
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Lemma A.4 (Gronwall’s Lemma). Let A and B are positive constants. If x is a non-negative
function such that, for all t > 0,

t
:ctSA-i—B/ Teds,
0

then, for all t > 0,
x; < AePt.

Lemma A.5 (Burkholder-Davis-Gundy). For a local martingale M starting at zero, with maz-
tmum denoted by M; = SUP,eo,7] |Ms|, and any real number p > 1, the inequality is

SE(IMI?) < E((M;)P) < CE(IM)).

Here, ¢, < C), are constants depending on the choice of p, but not depending on the martingale
M or time t used. If M is a continuous local martingale, then the Burkholder-Davis-Gundy
inequality holds for any positive value of p.

Theorem A.6 (Uniform boundedness principle). Let U be a Banach space and V' be a normed
vector space. Suppose that F' is a collection of continuous linear operators from U to V. The
uniform boundedness principle states that if for all x in U we have

sup [T (z)]| < oo,
TeF

then

sup | 7| < oo.
TeF

A.1 Preliminaries

In this section we introduce some basic concepts and properties that will be need in the devel-
opment of the theory of SPEDs. The aim is to prepare the reader with necessary material for
the study of SPDEs.

A.1.1 Sobolev spaces

In this section, the Sobolev spaces are introduced. The importance of Sobolev spaces comes from
the fact that solutions of partial differential equations are often easier to be found in Sobolev
spaces, rather than in spaces of continuous functions and with the derivatives understood in the
classical sense.

A Sobolev space is a vector space of functions equipped with a norm that is a combination of
L? norms of the function itself as well as its derivatives up to a given order. The derivatives are
understood in a suitable weak sense to make the space complete. Let o := (ay,...,aq) € N¢
with |a| := || + ... + |ag| be an arbitrary multi-index. Given two function f and g € L2(R?),
we say that 0% f = g in the weak sense if for all ¢ € C§°(R?), we have

f(@)8%¢(x)dz = (~1)le! / o(2)p(x)d,
Rd Rd
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where
0%¢
0% = ————%-.
= e 60
Let us now recall the definition of the Sobolev spaces. For m = 0,1,2,..., the Sobolev space,

denote by W, (R%), is the space of all functions v € LP(R?) such that the partial derivatives 9%v
exist in the weak sense and are in LP(R?) whenever |a| < m, that is,

WE(RY) := {v: 0% € LP(RY), |a| < m},

with the norm

ol = { 3 [ loutappas}” (AL1)

laj<m

Wh(R?) is complete with respect to the norm defined by Equation (A.1.1), hence it is a Banach
space.

Sobolev spaces with p = 2, defined as H™(R%) := W2(R?), are especially important because
they form a Hilbert space with the inner product

(f.9)am = > (0°f,0%9), Vf g€ H™R?),

laj<m

where (-, -) is the usual inner product on L?(R%),
(1) = [ S@a(w)dz, ¥f.g € R

For m = —1, -2, ..., define H™(R?) := (H~™(R%))*. For any m € Z, H™(R?) is a Hilbert space,
see Folland (1999), page 302, with the inner product, Vf,g € H™(R?),

(Fa)am = [ FQ+ 6P

where ~ defined as the Fourier transform and - defined as the conjugate of the complex number.

A.1.2 Some spaces of processes

We look for solutions of SPDEs in a suitably chosen processes space. From now on, we define
some spaces of stochastic processes with values in Hilbert spaces. In this section, let H be a real
separable Hilbert space.

Let D(0,T;H) be the space of H-valued functions £ on [0, T that are right-continuous and have
left-hand limits:

i For 0 <t <T,¢&(t+) = limg; &(s) and &(t+) = £(1).
ii For 0 <t <T,&(t—) = limgy £(s) exists.

Lemma A.7. D(0,T;H) is a Banach space with norm ||z := sup;c(o 1 ||t/
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Proof. See Billingsley (1999), page 124. O

A stochastic process ¢ is said to be cadlag if it a.s. has sample paths in D(0,7";H). That is &
maps 2 into D(0,T;H).

Let M2(0,T;’H), more simply M?2(0,T) or even M?, denote the space of H-valued processes ¢
which satisfy:

i ¢ is F%Y -adapted,
. T
i B ) o)} < oo.

Let S?(0,7T;H) denote the set of FZY-adapted cadlag processes {£(t),0 < t < T} which are
such that

1/2
l¢lr = {E sup Jl@I} T < oo. (A1.2)
te[0,7)

Let S2(0,T;H), more simply S2(0,T) or even S2, denote the set of F#Y-adapted cadlag pro-
cesses {{(t),0 <t < T} which are such that

1/2
ehr = { suwp BOIR} T < oc. (A.13)
te[0,7)

Let C2(0,T;H) denote the set of FZY -adapted continuous processes {£(t),0 < t < T} which are
such that

1/2
lellz = {E® sup [l€®I3} " < oo

t€[0,T]

Let C2,(0,7T;H), denote the set of F%Y-adapted continuous processes {£(t),0 < t < T'} which
are such that

1/2
el = { sup BV} < oo,
te[0,7)

Let N2(0, T'; H) denote the set of F#Y -adapted, H-valued processes {£(t),0 < ¢t < T'}, continuous
in the mean square norm, which are such that

1/2
elr = { swp E'Jet)}} " < oo (A1.4)
te[0,7

It is easy to see that | - |7 < || - ||7. Therefore S?(0,T;H) C S2(0,T;H) and C3(0,T;H) C
C2(0,T;H). And we have the following results:

Lemma A.8. N?(0,T;H) is a Banach space with norm | - |r.

Proof. See Germani and Piccioni (1984). O

Lemma A.9. S?(0,T;H) is a Banach space with norm || - ||r.
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Proof. Assume {¢,} is a Cauchy sequence, i.e.,

E°{ sup [|gn(t) = &)l } — 0, as n,m — oc.
t€[0,T]

It follows that one can find a subsequence &,, such that

P{ sup €y (t) = Emu (Bl = 27} <27k,
t€[0,T]

The Borel-Cantelli lemma implies that {&,,} converges P'-a.s. to a process {£(t), t € [0,T]},
uniformly on [0,7]. By Lemma A.7, ¢ is a cadlag process. O

Lemma A.10. C%(0,T;H) is a Banach space.

Proof. The proof is analogous to the proof of Lemma A.9. O

Remark A.1. C2(0,7T;H) is not a Banach space.

Proof. 1t is sufficient to give a counter example. For reason of simplicity, set T' = 1. Let U is
a R-valued random variable with uniform distribution U(0,1). Let {op,n > 1} is a RT-valued
sequence and o, — 0 as n — oo. For a fixed v € H, set

_@=0)?
Enlt,U) = U<1{O§t§U} + lyaciye o >,
g(t, U) = v]-{t<U}'

Notice, &,(+,U) is continuous in t, while (-, U) is not. Then,

1
E1&5(t) — £(8)I[3 :/ 160 (t,v) = &(t,v)|[Fdv
O1
= [ et
1 (t—v)2
ol [ ¢
t

_(t—u)2
<ol [ ¢ av

1 _(t=)?
—lvliZv2r 252
=llv 2o e 2 dv
[[v]1% ”/R e

=||Jv||3,V2r0,.

By the definition of | - |7,
1
60 = &lr = { sup E°lign(t) = €0} < v/ vVaron — 0,
t€[0,T]
as n — oo.

Therefore, &, converges to & in S2(0,7;H). But ¢ is a non-continuous function and not in
C2(0,T;H). So C2(0,T;H) is not complete and in sequence it is not a Banach space.
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But this is not a counter example for Lemma A.10. Notice that

lén = €llr = {E sup Jign®) — €@} =1,
]

telo

¢, doesn’t converge to ¢ in C2(0,T; H). O

A.2 Some Hilbert spaces

Let H be a real separable Hilbert space. (€2, G, Q) be a probability space. Let {G;}, which satisfies
the usual conditions, is the filtration.

For 0 <s <6 <T,let L? ((Q,g,@, {Gi}) x [8,9];7-{) denote the space of H-valued processes
{&(t),s <t < 0} which satisfy

i ¢ is {G;}-adapted.
it B 7 [l6t) 3t } < oo.
Let L? ((Q, Gg,Q); ’H) denote the space of H random variables ¢ which satisfy

i ¢ is G-measurable.

it B{Jlpl3 } < 0.
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List of frequently used notation and
symbols

RF k-dimensional Euclidean space
R+ the non-negative real numbers
R the n x m matrices
(O the set of infinitely differentiable functions with compact support
LF(RY) {u:R% — R measurable, with
lulli = llull ey = [ga lu(@)]|Fda]® < oo}
L>(RY) {u:R? — R measurable,
[l oo (e © SUPzeRa [[u(2)]] < oo}
SNt the minimum of s and ¢
sVt the maximum of s and ¢
D(A) the domain of definition of the operator A
w.r.t. with respect to
s.t. such that
a.e. almost everywhere
a.s. almost surely
~ coincides in law with
€L orthogonal to
= equal to by definition
Il 1loo the supremum norm of a function
Il 1l the Euclidean norm
]—"f the o-algebra generated by {£;,0 < s <t}
H a real separable Hilbert space
B a Banach space
H L?(RY)
1% H'(RY)
%4 H~Y(RY)
C([0,T]; H) the continuous functions [0,7] — H
Cct ((0, T); H) the once continuous differentiable functions (0,7) — H
D([0,T]; H) the right-continuous functions

[0,T] — H have left limits in H
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166 APPENDIX B. LIST OF FREQUENTLY USED NOTATION AND SYMBOLS

E the expectation wrt. the probability measure P
E° the expectation wrt. the probability measure P°
I, the n-by-n identity matrix
o the number of m-combinations from a given set of k elements
1¢ the indicator function of set G,
(1g(z) =1if z € G, 1g(x) = 0 otherwise)
N(p,0?) a normal distribution with mean p and variance o2
In N(p,0?) a log-normal distribution where p and o are the mean and

standard deviation of the variable’s natural logarithm.
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