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ON THE CLARK-OCONE TYPE FORMULA FOR INTEGRAL
TYPE WIENER FUNCTIONAL
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ABSTRACT. The integral type Wiener functional is considered and the sto-
chastic integral representation formula of the Clark-Ocone type is established.

1. Introduction and Auxiliary Results

As is well known in modern stochastic analysis special place take the so-called
martingale representation theorems, which implies the representation of the adap-
ted functionals in the form of stochastic integrals. In the 80th of the past century,
it turned out (see, [1]) that the martingale representation theorems (along with
the Girsanov’s measure change theorem) play an important role in the modern
financial mathematics. In particular, using the integrand of the stochastic integral
appearing in the integral representation, one can construct hedging strategies in
the European options of different type.

The first proof of the martingale representation theorem was implicitly provided
by Ito (1951) himself. This theorem states that any square-integrable Wiener
functional is equal to a stochastic integral with respect to Wiener process. One
of the pioneer work on explicit descriptions of the integrand is certainly the one
by Clark ([2]): if F is a 3}"-measurable random variable with EF? < co, then
there exists the adapted process ¥(:, ) € Lo([0,T] x ), such that the integral
representation:

T
F=EF +/ Y(t,w)dWe (P —a.s.)
0

holds.
However, this result says nothing about explicitly finding the process ¥ (t,w).
A rather general result in this direction is well known Clark-Ocone formula (see
[3]), for the formulation of which we recall some definitions from [4] (see, also [5]).
The class of smooth Wiener functionals S is the class of a random variables
which has the form

F=fW,..W,), feCr(R"), t; € [0,T], n > 1,
where C°(R™) is the set of all infinitely continuously differentiable functions f :

R™ — R such that f and all of its partial derivatives have polynomial growth.
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The stochastic (Malliavin) derivative of a smooth random variable F' € S is the
stochastic process D, F' given by

DiF = Wi,y ooy We, Vg4 (2).
t ; a.’L'Z( tyseeey tn) [07tz]( )
Denote by D the Hilbert space that is the closure of the class of smooth
Wiener functionals with the following Sobolev type norm:

[ Fll2,0 = [[Fll L) + ID-Fll| y@;La(0.17)) -

The Clark-Ocone formula is the following theorem from [3].

Theorem 1.1. If F' is differentiable in Malliavin sense, F' € Dy, then the sto-
chastic integral representation is fulfilled

F = E[F]+ /T E[D,F|S)dW; (P — a.s.).
0

Shiryaev and Yor ([6]) (see, also Graversen, Shiryaev and Yor ([7]) proposed
a method based on Ito’s formula to find explicit martingale representations for
Wiener functionals which yields in particular the explicit martingale representation
of the running maximum of Wiener process. Even though they consider Clark-
Ocone formula as a general way to find stochastic integral representations, they
raise the question if it is possible to handle it efficiently even in simple cases. Later
on, using the Clark-Ocone formula, Renaud and Remillard ([8]) have established
explicit martingale representations for path-dependent Wiener functionals.

Application of the Clark-Ocone formula needs as a rule, on the one hand, es-
sential efforts, and, on the other hand, in the cases if the functional F' has no
stochastic derivative, its application is impossible. Jaoshvili and Purtukhia (see
[9]) in the frame of the classical Tto calculus constructed (¢, w) explicitly, by using
both the standard L, theory and the theories of weighted Sobolev spaces, for some
class of functionals F' that do not have a stochastic derivative.

Let B(R) be a Borel o— algebra on R, A be a Lebesgue measure, and p(z,T) :=

2
exp{—37}.
Theorem 1.2. ! Let the function f € Ly 71/0,0 < a <1, and it has the generalized

derivative of the first order 0f/0x, such that Of/0x € Ly /s, 0 < 8 < 1/2, then
the following integral representation holds
of

T
sove) = Blsovl+ [ B[ ovny | aw (P - as),

where Ly 7 denotes the set of measurable functions u : R — R, such that u(-)p(-,T)
€ Ly = LQ(R, B(R), )\)

It turned out that the requirement of smoothness of functional can be weakened
by the requirement of smoothness only of its conditional mathematical expecta-
tion?. Glonti and Purtukhia (see [10]) considered Wiener functionals which are

lsee [9]

21t is well-known, that if random variable is stochastically differentiable in Malliavin sense,
then its conditional mathematical expectation is differentiable too. On the other hand, it is
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not stochastically differentiable and generalized the Clark-Ocone formula in case,
when functional is not stochastically smooth, but its conditional mathematical
expectation is stochastically differentiable and established the method of finding
of integrand.

Theorem 1.3. ® Suppose that g; := E[F|SVV] is Malliavin differentiable (g, €
D;/Vl) for almost allt € [0,T). Then we have the stochastic integral representation

T
gT:F:E[F]Jr/ vedWs (P —a.s.),
0

where
Vs = }EiTI%lE[DZVgA%gV} in the Ly([0,T] x Q).

Example 1.4. For any real z € R the nonsmooth functional* F = I {Wyp<z) have
the representation

Hven =0~ [ At
W} =5 " Jy VT=s VT —s

where ¢ is standard normal distribution density function.

)dWws,

Example 1.5. For any real © € R the nonsmooth functional F' = I{W+<z} (where
<

Wi = max{0, Wr}) admits the representation

T r 4%
Lt cay = \/;+/0 B )W

It is clear that there are also such functionals which don’t satisfy even the weak-
ened conditions, i.e. the nonsmooth functionals whose conditional mathematical
expectations is not stochastically differentiable too. In particular, to such func-
tional belongs the integral type functional fOT us(w)ds with nonsmooth integrand
us(w).

It is well-known that if us(w) € Dy for all s, then fOT us(w)ds € Dy 1 and
Dt{foT us(w)ds} = fOT Dyug(w)ds. But if ug(w) is not differentiable in Malliavin
sense, then the Lebesgue average (with respect to ds) also is not differentiable
in Malliavin sense (see, for example, [11]). Indeed, in this case the conditional
mathematical expectation is not stochastically smooth, because we have:

2yl uaw)ds|aY] = / ua(w)ds + / " Bl @) ]ds,

0 0

possible that conditional expectation can be smooth even if random variable is not stochastically
smooth. For example, it is well-known that Ity <) & D21, but for all t € [0,T) :

x— Wy
Bl <o |S{ ] =@ (\/ﬁ) € Do 1,

where ® is standard normal distribution function.

3see [10]

4The indicator of event A is Malliavin differentiable if and only if probability P(A) is equal
to zero or one.
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where the first summand (integral) is analogous that the initial integral and there-
fore it is not Malliavin differentiable, but the second summand is differentiable in
Malliavin sense when ug satisfied our weakened condition. It should be noted that
such type integral functionals have been considered in our previous works (Glonti,
Purtukhia, [11]) and (Glonti, Jaoshvili and Purtukhia, [12]).

Here we consider some stochastically smooth integral type (path-dependent)
Wiener functionals and obtain their stochastic integral representation formula of
the Clark-Ocone type with explicit expressions for the integrands.

2. Main Results

Let Wy, t € [0,T], be a standard Wiener process on a standard filtered proba-
bility space (2,3, Sy, P) and let 3; = 3}V be the augmentation of the filtration
generated by W.

Let K be a real number and for simplicity of statement consider the path-
dependent Wiener functional

1 [
— | = Weds — K
G (T /0 ds )

which, as is easy to see, is a special case of the payoff function of the so-called
Asian option in the Bachelier financial market model and derive the stochastic
integral representation formula with an explicit form of the integrand.

Proposition 2.1. For the Wiener functional G the following stochastic integral
representation holds

G = EG+/0T ? {1 - (f_ﬂza [KT /Ot(T s)dWs]> } dWy, (2.1)

where
EG=+\/T/3p(K~\/3/T)— K[l —®(K+/3/T)].

Proof. Tt is not difficult to see that the random variable fOT Wsds has a normal
distribution with parameters zero and 7°/3. Indeed, due to the stochastic version
of integration by parts, we have

T T T
/ Wsds=sws|§—/ des:/ (T — s5)dWs, (2.2)
0 0 0

and, hence, we easily ascertain that

T T
/ Wds = N(O,E/ W2ds) = N(0,T%/3) (2.3)
0 0
and
T

/ (T — 8)dW, = N(0,(T —t)*/3) := N(0,0?). (2.4)
t
On the one hand, using (2.3) and the standard integration technique, we obtain

2

EG — K)texp{———r

1 T
T /2nT/3 /_oo 7
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(E2
w/27rT3 / Jepi= 2T‘"’/i%}dx
1 1 T3 x?
——Tms/gs/m Aol apps))-

2
x
exp{——}dz =
TW/W/ =51

T\/L {fLKQ} K[1— &(K+/3/T)] =
= /T/3p(K\/3/T) — K[1 — ®(K+\/3/T)]. (2.5)

On the other hand, according to the relation dz /0 = I,~q, based on the rule
of stochastic differentiation of a composite function (see, Proposition 1.2.4 [5]),
using the well-known properties of the Malliavin derivative, we can write

1 T
DtG = I{% foT Wsds—K>O}T /0 DtWSdS =

1 T
1, 7/ Lo (t)ds =
(g Weds>KT} o [0,]
T—t
T I{fo Wsds>KT}*

Further, thanks to relations (2.2) — (2.4), due to the well-known properties of
conditional mathematical expectation, we have

T—t
E[DG[S] = Bl r w,ass xry | St] =
T—1t
=7 Bl - syaw, g f7 (0-syaw, > 1y |St] =
T—1

TE[I{zJ,-fT(T—s)dW >KT}” =[H(T—s)dW,

T—t /*OO - } L
ex
/27TO'T KT—a P 2 9.2 Y T S)dW

T—t
= — exp{— }dy ) . (2.6)
T J(KT-2)/o ’ Jo(T=s)dw,
Now, based on the Clark-Ocone formula, using relations (2.5) and (2.6), we
easily complete the proof of the proposition and obtain representation (2.1). O

Corollary 2.2. For G = (fol Wds — K

sentation holds

G—EG+/0T(1t){1<I>( 3(1—¢) 3 [K/Ot(ls)dWSD}th,

where

Yt the following stochastic integral repre-

EG = ¢(KV3)/V3 - K[l — ®(KV3)].
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Let us introduce the following notation:
r 1+2r

erf(z \F/ e dt = \FZ 1+2M|,
p=T%/3, o=(T—1)>/3;
a(2i—1,2) =0, «o2i,z)= (22—1)”\/>[erf(\[) 1];

¥(2i—1,2) =0, ~(2i,2) = (2i — 1)!!\/2[1 - erf(\%)];

(SO

) — e /2, _ VT )R i (2r=148(4))
o) = e z_g G—2r+ 111" ’

where [i/2] denotes the integer part of /2.
For the following calculations, we need some auxiliary results.

Lemma 2.3. For any natural number n > 1 and real number y, the following
relations hold:

[ exp{f—}dxf—exp{f—}z G (2)

— 00

/OO T 2n— eXp {—7}(11‘ = exp {——} Z 27'))”y2n—2r. (28)

Proof. To prove this, we use the method of mathematical induction. Indeed, for
n = 1, according to the standard integration technique, we have

/y xexp{—x;}dz‘:—/y d(exp{—x;}):_exp{_%}.

— 00 — 00
Suppose now that (2.7) is valid for n, and we will show its validity for n + 1.
Using the partial integration formula, we easily obtain

Y ontt a? . z?
/ 22+ exp{—;}dx — f/ 2 nd(exp{—?}) =
2 y 2
= —a:?"exp{—%}\y_oo—i—Zn/ xQ"_lexp{—%}dx:

=y’ exp{—*} - eXp{—*}Z n;f)),,@f”‘” =

2 n+1 2)

I
_ _J —" 2(n+1)—2r

Relation (2.8) is verified in a Slmllar way. O

Analogously one can verify the validity of the following result.
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Lemma 2.4. For any natural number n > 1 and real number y, the following
relations hold:

/_yoo 2" exp {— - }do = (2n - 1)!!\/§(erf(j§) L)

L (2n— 1)
—yexp{—*}rzl n2r+1 TR (2.9)
/yoo e exp {~ Yo = (20 — 1)”?(1 —erf(2)+
- — 1)” n—2r
+yexp{—*};—n2r+1) y> (2.10)

Proposition 2.5. Combining relations (2.7) and (2.9) and relations (2.8) and
(2.10) from the previous lemmas, respectively, we conclude that

Y 2 ( y2
/ " eXp{—g}dx = a(n,y) —y*™ eXP{—j}X

n/ABEL

N\ ) n—(2r—148(n)).
(n—2r + I ’ (2.11)

=1

] .I'2 B( ) y2
/ " exp{—?}dx =v(n,y) +y”'" exp{—?}x
Yy

[n/2]-

<

m

W~ 1)

n—(2r—1+p(n))
(n—2r+ 1! ' (2.12)

1

\3
Il

Theorem 2.6. For any even natural number n the functional G = [( fOT Wsds)n—

K]Jr admits the following stochastic integral representation

G=ElG+—=Y Ci_, /T o (T — 1)[01(i, t) + 0o (i, 1)) AW,
— 0

where
E[G] = —2K[1 — ®(K"" /)] +

p 1/n 1/n 1/n
—1—2,11"1[(71—1)!!\/;( erf(K ))+K '5(n,K B

var V2p p 1
. L CKYn g KUn _ o 80 < /. KYUn _ 4
_ n—1—1
61(27t) =T {7(27 o )+( o ) 6(7/7 T)}lfzfot(T—S)dW

and
eg(i,t) = Iniliix
—KYUn g —KY" —x gy, —KY" —x
{O‘(Zv ) - ( )B( )5(1, —_

a g g

)}|x:f0t (T—S)dWs '

93



BADRI MAMPORIA, EKATERINE NAMGALAURI, AND OMAR PURTUKHIA

Proof. Using the relation (2.3) and Lemma 2.3, we can write

_ 1 > n + x2 _
E[G] = N [m(x - K) exp{fﬁ}dl’f
22

1 o0 n
:\/ﬂﬂ/ (m _K)I{‘xDKl/n}eXP{_ﬁ}dm:

1 ~  n x2
== [ K)oy exp = b =

—0o0

1 > x?
=" —— 2" exp {——=1Ydz — 2K[1 — ®(K'/"/p)] =
o=/ L e =) (1= (K" /)]

T 1/n 1/n 1/n
Y
—2K[1 — ®(K'" /)]

By virtue of the rule of stochastic differentiation of a composite function (see
Proposition 1.2.4 [5]), using the well-known properties of the Malliavin derivativea

and the relation (2.2), we have
T (T
DG = I{(foT Wsds)n>K}n(/O Wsds) A I[O,s] (t)ds =

T
n—1
Next, according to the well-known properties of conditional mathematical ex-
pectation, due to the relation (2.4), we can write that

>K1/n}'

T
n—1
E[(x +/t (7= s)dW.) I{|x+ftT(T—s)dWs >K1/"}] ‘z:J}f(T*SWWs B

1 > n—1 y2
[/ (z +y) I{\w+y\>K1/"}eXP{*@}d9} |ac:f0t(Tfs)dW5 =

V2mo ) —eo

n—1
) i 1 e ; 2
(T -0 Y G [y el ], *
i=0

=n(T —1t)

271'0' Kl/n_g

n—1 —KY" g 2
) 1 i Y
7 n—1—1 7 _
+TL(T — t) E Cnflx [/ Y eXp{_ 202 }dy] ‘x:fot(T—s)dWs -
=0

2o " J o

o.l

n—1 00 2
_ D T i v
Sy i=0 Cnort V2r [~/(K1/n_w)/<7 ' exp 2 }dy} ’I:fot(T—S)dWs—i_

n—1 i (-KY"—z)/o 2
i on—1-i_9 i Y g
+n<T—t>§oj Ci_yam / y' exp{—o 33 y] |, e raw.
i

V2T [ S
Based on the above obtained relations, according to the Clark-Ocone formula,

using relations (2.11) and (2.12), the proof of the theorem is easily completed. O
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