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ASYMPTOTIC LOWER BOUNDS FOR OPTIMAL TRACKING:
A LINEAR PROGRAMMING APPROACH

BY JIATU CAT*, MATHIEU ROSENBAUM' AND PETER TANKOV*
Universtité Paris Diderot (Paris 7)* and Ecole Polytechnique’

We consider the problem of tracking a target whose dynamics is modeled
by a continuous Itd semi-martingale. The aim is to minimize both deviation
from the target and tracking efforts. We establish the existence of asymptotic
lower bounds for this problem, depending on the cost structure. These lower
bounds can be related to the time-average control of Brownian motion, which
is characterized as a deterministic linear programming problem. A compre-
hensive list of examples with explicit expressions for the lower bounds is

provided.
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1. Introduction. We consider the problem of tracking a target whose dynam-
ics (X7) is modeled by a continuous It6 semi-martingale defined on a filtered prob-
ability space (2, F, (F1)r>0, P) with values in R? such that

(1.1) dX° =b,dt +a,dW,,  X5=0.

Here, (W;) is a d-dimensional Brownian motion and (;), (a;) are predictable pro-
cesses with values in R and Si, the set of d x d symmetric positive definite
matrices, respectively. An agent observes X; and adjusts her position in order to
follow X7. However, she has to pay certain intervention costs for position adjust-
ments. The objective is to stay close to the target X; while minimizing the tracking
efforts. This problem arises naturally in various situations such as discretization of
option hedging strategies [16, 17, 52], management of an index fund [33, 48], con-
trol of exchange rate [12, 45], portfolio selection under transaction costs [2, 31, 49,
53], trading under market impact [4, 42, 44] or illiquidity costs [46, 51]. The aim
of this paper is to describe precisely and in full generality how the problem of op-
timally tracking the continuous It6 semi-martingale X ° can be reduced to the local
problem of controlling a Brownian motion in the setting when the cost of position
adjustments is small. This simplifies the original problem and in many cases leads
to an explicit solution.

More precisely, let (th) be the position of the agent determined by the con-

trol ¥, with Y,W € R? and let (X;) be the deviation of the agent from the target
(X7), so that

(1.2) X, =-Xx+v/).

Let Hy(X) be the penalty functional for the deviation from the target and H (y)
the cost incurred by the control ¥ up to a finite horizon T (see below for precise
definitions). Then the aim of the agent is to minimize the aggregate cost:

(1.3) J(¥) = Ho(X) + H({)

over a set of admissible strategies to be described in detail below.

The functional J(y) is a random variable, and the set of real-valued random
variables is only partially ordered, so that the problem of minimizing J (i) over
the set of admissible strategies does not make sense a priori. Even if one is inter-
ested in minimizing the expectation of J (i), this problem rarely admits an explicit
solution. In this paper, we propose an asymptotic framework where the tracking
costs are small and derive a pathwise lower bound for (1.3) under this setting.
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More precisely, we introduce a parameter & tending to zero and consider a fam-
ily of cost functionals H® (). For example, we can have H® () = ePrH () for
some constant By, but different components of the cost functional may also scale
with ¢ at different rates. For each ¢ > 0, we define the controlled deviation pro-
cess:

(1.2-¢) X=—x2+7",
and the aggregate cost functional
(1.3-¢) JE(WF) = Ho(X") + HE (v°).

The main result of this paper states that there exists f* > 0 explicitly determined
by the cost structure Hy and (H?).~¢ such that for all § > 0 and any sequence of
admissible strategies {{¢, & > 0}, we have

1.4 1'[P’1J85>T1dt8—1
(1.4) Jim Lﬁ* (w>_/0 : —]—,
where I; is the optimal cost of the time-average (ergodic) control problem of Brow-
nian motion with parameters frozen at time ¢ (see the statements of Theorems 2.1
and 3.1-3.4 for a precise formulation for different control types).

The small-cost framework therefore allows to obtain pathwise asymptotic
bounds on the functional J¢ in terms of the time-average control problem of Brow-
nian motion (TACBM) with constant parameters, and thus gives a sense to the
problem of pathwise minimization of the tracking costs. In many practically im-
portant cases (see Examples 4.3—4.7), we are able to solve explicitly the TACBM
problem. Moreover, in a companion paper [13], we show that for the examples
where the TACBM problem admits an explicit solution, the lower bound is tight
(see Remark 3.1).

Our result enables us to revisit the asymptotic lower bounds for the discretiza-
tion of hedging strategies in [16, 17]. In these papers, the lower bounds are deduced
by using subtle inequalities. Here, we show that these bounds can be interpreted in
a simple manner through the time-average control problem of Brownian motion.

The TACBM problem also arises in the study of utility maximization under
transaction costs; see [2, 44, 49, 53]. This is not surprising since at first order,
these problems and the tracking problem are essentially the same; see Section 5.
In the above references, the authors derive the PDE associated to the first-order
correction to the maximal expected utility in the frictionless market, which turns
out to be the HIB equation associated to the time-average control of Brownian
motion. Inspired by [36] and [41], our approach, based on weak convergence of
empirical occupation measures, is very different from the PDE-based method and
enables us to treat more general situations. Contrary to [36], where the lower bound
holds under expectation, we obtain pathwise lower bounds. Compared to [41], we
are able to treat impulse control and general dynamics for the target.
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The paper is organized as follows. In the rest of the Introduction, we describe
precisely the control strategies of the agent and the corresponding cost functionals,
and introduce the necessary notation. In Section 2, we introduce our asymptotic
framework, state the main result and provide a heuristic derivation of the lower
bound in the case of combined regular and impulse control. Various extensions are
then discussed in Section 3. In Section 4, we provide an accurate definition for the
time-average control of Brownian motion using a relaxed martingale formulation
and collect a comprehensive list of explicit solutions in dimension one. The con-
nection with utility maximization with small market frictions is made in Section 5
and the proofs are given in Sections 6, 7 and 8.

Deviation penalty and cost functionals. As is usually done in the literature
(see, e.g., [32, 43]), we consider a penalty Hy(X) for the deviation from the target
of additive form:

J— T J—
Ho(X) = /0 rD(X,)d1,

where (r;) is a random weight process and D(x) a deterministic function. For
example, we can take D(x) = (x, ZPx) where £? is positive definite and (-, -)
is the inner product in R?. On the other hand, depending on the nature of the
costs, the agent can either control her speed at all times or jump towards the target
instantaneously. The control ¥ and the cost functional H () belong to one of the
following classes:

1. Impulse control. There is a fixed cost component for each action, so the agent
has to intervene in a discrete way. The class A’ of admissible controls contains all
sequences {(7;,&;), j € N*} where {7}, j € N*} is a strictly increasing sequence
of stopping times representing the jump times and satisfying lim;_, o 7; = 400,
and for each j e N*, &; RY is a F; ;-measurable random vector representing the
size of jth jump. The position of the agent is given by!

Y, = Z f j
O<tj<t
and the cumulated cost is then given by
HW)= Y ke FE)).
O<t;<T

where (k;) is a random weight process and F(£) > 0 is the cost of a jump with size
£E#£0.If wetake k; =1 and F(§) = Zflzl Ligi20y Where g' is the ith component
of &, then H () represents the total number of actions on each component over
the time interval [0, T']; see [16, 17]. If F(§) = Z,'dzl Ligio) + Zidzl P;|&"| where
P; > 0, we say that the cost has a fixed component and a proportional component.

I'We assume that Yy = 0 to simplify notation only. Our arguments and results remain unchanged if
the agent starts from a “legacy value” Y # 0.
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2. Singular control. If the cost is proportional to the size of the jump, then
infinitesimal displacement is also allowed and it is natural to model (¥;) by a pro-
cess with bounded variation. In this case, the class A of admissible controls con-
tains all couples (y, ¢) where @ is a progressively measurable increasing process
with gp_ = 0, which represents the cumulated amount of intervention and y is
a progressively measurable process with y; € A :={n € RY| Z;jzl [n'| = 1} for
all r > 0, which represents the distribution of the control effort in each direction.
In other words, ¢; = Zle | Y¥|l; where || - || denotes the absolute variation of a
process, and yti is the Radon—Nikodym derivative of Y,i with respect to ¢;. The
position of the agent is given by

t
Y :/ Vsd(pm
0

and the corresponding cost is usually given as (see, e.g., [31, 53])

T
HW) =f0 he P(y) dep.,

where (h;) is a random weight process and we take (for example) P(y) = (P, |y|)
with P € R% and |y| = (Iy!],...,ly4])T. The vector P = (Py, ..., Py)" repre-
sents the coefficients of proportional costs in each direction.

3. Regular control. Most often, the process (Y;) is required to be absolutely
continuous with respect to time; see, for example, [44, 51] among many others. In
this case, the class A of admissible controls contains all progressively measurable
integrable processes u with values in R?, representing the speed of the agent, the

position of the agent is given by
t
Y, = / usds,
0

T
Hp) = /0 L Quy) dt,

and the cost functional is

where (/;) is a random weight process and, for example, Q(u) = (u, > Q) with
¥ € a positive definite matrix. Comparing to the case of singular control where the
control variables are (y;) and (¢;); here, we optimize over (u;).

4. Combined control. 1t is possible that several types of control are available to
the agent. In that case, ¥ = (Y1, ..., ¥y) where for each i, i/; belongs to one of
the classes introduced before. For example, in the case of combined regular and
impulse control (see [45]), the position of the agent is given by

t
Y, = Z §j+/0usds,

O<tj=<t
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while the cost functional is given by

T
Hy)= Y kegFE)+ /0 1, Q) dt.

0<TJ'ST

Similarly, one can consider other combinations of controls.

1.1. Notation. For a complete, separable, metric space S, we define C(S) the
set of continuous functions on §, C,(S) the set of bounded, continuous functions
on S, M(S) the set of finite nonnegative Borel measures on S and P(S) the set of
probability measures on S. The sets M (S) and P(S) are equipped with the topol-
ogy of weak convergence. Finally, Cg (R%) denotes the set of twice continuously
differentiable real functions on R¢ with compact support, equipped with the norm:

d d
1 £z =11 F oo+ 22 18i Flloo + D2 187 flloo-

i=1 ij=1

2. Tracking with combined regular and impulse control. Instead of giving
directly a general result, which would lead to a cumbersome presentation, we focus
in this section on the tracking problem with combined regular and impulse control.
This allows us to illustrate our key ideas. Other situations, such as singular control,
are discussed in Section 3.

2.1. Assumptions and statement of the main result. In the case of combined
regular and impulse control, a tracking strategy (u, 7, &) is given by a progressively
measurable process u = (u;);>0 with values in R4 and (, &) ={(tj,&j), j e N*},
with (7;) an increasing sequence of stopping times and (§;) a sequence of random
variables with values in R? such that & is ]-}i -measurable for j =1,2,.... The
process (u;) represents the speed of the agent. The stopping time 7; represents
the timing of jth jump and &; the size of the jump. The tracking error obtained by
following the strategy (u, T, &) is given by

o t
X,:—X?-F/ I/tst+ Z f;:]
0 O<rtj=<t
We recall that X° is a continuous It6 semi-martingale of the form (1.1). From now

on, we require that its coefficients satisfy the following assumption.

ASSUMPTION 2.1 (Model). The processes (a;) and (b;) are continuous and
(ay) is positive definite on [0, T].

At any time, the agent is paying a cost for maintaining the speed u; and each
jump &; incurs a positive cost. We are interested in the following type of cost
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functional:

T _
J(u, 7, ) = fo (DX +L QW) dt + Y. (ke FE)) + ey P(E)),

Ji0<7;<T

where T € R and (), (I;), (k;) and (h,) are random weight processes satisfying
the following assumption.

ASSUMPTION 2.2 (Optimization criterion). The parameters of the cost func-
tional (ry), (/t), (k;) and (h;) are continuous and positive on [0, T].

REMARK 2.1. The continuity property in Assumptions 2.1 and 2.2 is essential
for our method since it allows to reduce our optimization problem to a sequence of
local problems with constant coefficients. Note that the random weight processes
(rt), (It), (k;) and (h;) are not assumed to be adapted.

The cost functions D, Q, F, P are deterministic lower semicontinuous func-
tions which satisfy the following homogeneity property:

D(ex) = &2 D(x), O(eu) =52 Q(u),

2.1
F(e§) =T F(§), P(g§) =7 P(£),

for any ¢ > 0 and

¢p >0, fo > 1, ¢r =0, ¢p=1

Note that here we slightly extend the setting of the previous section by introducing
two functions F and P which typically represent the fixed and the proportional
costs (applied to impulse controls), respectively.

In this paper, we essentially have in mind the case where

D(x) = (x, EDx), Ou) = (u, EQu),

d d
F(f)ZZFi]l{gi;éO}, P()=
i=1

i=1
with F;, P; € Ry such that
(2.2) min F; > 0,
1
and TP, xQ ¢ Sﬁ’r. Note that in this situation, we have {p =g = 2.
We now explain our asymptotic setting where the costs are small. To this end,

we introduce a family of optimization functionals (J¢).~q. For each ¢ > 0, the
functional J? is defined by

T
JE(ut, T8, E°) = fo (rD(X°) + P21, 0 (uf)) dt

+ > ﬂFk F(E5) +&PPhee <P(E7)),
jO<r_§T

(2.3)
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where Bp, Br and Bp are positive constants and

_ t
Xf:—Xf+f()u§ds+ > &

j:0<rf§t

Our first main result is a precise asymptotic relation between J° and the time-
average impulse-regular control problem of Brownian motion with constant pa-
rameters. In the case of combined impulse and regular control considered in this
section, the dynamics of the controlled Brownian motion is given by

24) Xo=vaw+ [(wdvs ¥ g

O<tj<s

and the time-average control problem can be formulated as

S
1@, r, 1k, k)= inf EEE[/ (rD(Xy) +10(uy)) ds
(2.5) (e.6.u) S—>0c S LJo
+ (kF(Ej)Jth(gj))],

O0<t;<S

where the subscript E stands for expectation and the infimum is computed over
ue AR and (‘L’j, é,) € AI.

At the level of generality that we are interested in, we need to consider a relaxed
formulation of the above control problem, as a linear programming problem on
the space of measures. Following [37], we introduce for each control (u, &) the
occupation measures:

1 t
pa () = - / L (X, u)ds,  Hy e BRY x RY),
0
1
pi(H)=-E Y 1y,(X,—.&), HyeBR?xR?).
! 0<rj§t

Assuming that these measures do not depend on time, we get that

Sli)ngogE[/o (rD(X,) +1Q(uy)ds + > (kF(sj)Jth(sj))}

O<t;<S§

_ A;JXRd(rD(x) +10 @) u(dx x du)

+/Rded(kF(5) +hP(&))p(dx x dE).

On the other hand, by It6’s formula, for any f € Cg,

t t
F(X)) = f(Xo) +va / F1(Xy)dWy + / A% f(Xy. uy)ds
(2.6) 0 0
+ D Bf(Xq—.§)),

0<‘L’j§l
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where

1
AL O w) =2 3 a5 f (0 + (u, V[ (),
iJ

Bf(x,8) = f(x+8§) = f(x).

Taking expectation in (2.6) and assuming that the law of X; does not depend on ¢,
we see that under adequate integrability conditions the measures p and p satisfy
the constraint:

Q2.7) /};@XM A f(x, u)u(dx x du) +/%de4 Bf(x,&)p(dx x d&) =0.

Therefore, the time-average control problem of Brownian motion (2.4)—(2.5) is
closely related to the problem of computing

08 I(a,r, 1l k,h)= lilrvllt;/RdXRd(rD(x) +1Q@w))u(dx x du)
+ /Rded(kF(é) + hP(€))p(dx x dE),

with (i, p) € P(R? x RY) x M(@R? x R? \ {0}) satisfying the constraint (2.7)
for any f € Cg. We will see in Section 4.2 that this is essentially an equivalent
characterization of the time-average control problem (2.4)—(2.5). In Example 4.6,
we consider a particular case for which I and the optimal solution ©*, p* can be
explicitly determined. To give a precise formulation of our first main result, we
introduce two additional assumptions.

ASSUMPTION 2.3 (Regularity of linear programming). The function / =
I(a,r, 1, k,h) defined by (2.7)—(2.8) is measurable.

ASSUMPTION 2.4 (Asymptotic framework). The cost functionals are lower
semicontinuous functions which satisfy the homogeneity property (2.1) and there
exists B > 0 such that

BF pp Bo

(2.9) - - —B.
(p+2—¢r ¢(p+2—-Cp ¢pH+p

Moreover, inf|y =1 D(x) > 0, inf), =1 Q(u) > 0 and infjg =1 F(§) > 0.

REMARK 2.2. Let us comment briefly on the above assumptions. Assump-
tion 2.3 is necessary to avoid pathological cases. In most examples, the function /
is continuous (see Examples 4.3—4.7). Assumption 2.4 ensures that all components
of the cost functional have similar order of magnitude in the limit.

Second, we introduce the following notion.
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DEFRINITION 2.1. Let {Z, (Z%),,& > 0} be random variables on the same
probability space (€2, F, P). We say that Z¢ is asymptotically bounded from below
by Z in probability if

V6>0, limP[Z°>Z—-6]=1

e—0

We write liminf, .o Z® >, Z.

We now give the version of our main result for the case of combined regular and
impulse control.

THEOREM 2.1 (Asymptotic lower bound for combined regular and impulse
control). Under Assumptions 2.1, 2.2, 2.3 and 2.4, we have

1 T
(210) 115[1)1nf8ﬁ—§\l (uE’_L,S,Sé‘) sz I(al"rl"ll‘5kt9ht)dta

for any sequence of admissible tracking strategies {(u®, t¢, %) € AR x A5, & > 0}.
By Lemma D.1, the following corollary holds.
COROLLARY 2.1.  We have

1 T
h?l}(r)lfg{—ﬁE[ (ME,TS,SS)]ZE['/(; I(at,rt,lt,k,,h,)dt]

2.2. Heuristic derivation of the main result. We start with the expression (2.3)
for the family of optimization functionals. The key step is to decompose the track-
ing problem into a sequence of local problems. More precisely, let {t; = k6°, k =

0,1,..., K%} be a partition of the interval [0, T'] with 6* — 0 as ¢ — 0. Then we
can write
S .
g = 3 ([T D) + e i) dr
k=0 ik

+ Y Pk FE)+ eﬂ”hr;P(é’f))>

Jitg<Ti<ti+8°

— 8 58
-y %(/ () + el 0 ()

k=0
bOX Pk FE) + e PED) ) (1)
Jitg <rj§§t,f+65

K¢—1

=) Jie (i — 1)
k=0
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As ¢ tends to
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o _ L e g .
=5 ([T D) + Pt ar

3¢\ Jit
+ ) (ke F(E) +ef’Ph,;P(gj))>.
j:t,f<r;§t,f+85

Zero, we expect to have

T
TS, 78, £°) :/0 jedt.
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We are hence led to study j/ as ¢ — 0, which is closely related to the time-
average control problem of Brownian motion. To see this, consider the following
rescaling of X ® over the horizon (t,t + &%)

£

~ 1
Rt = X, 5077,

where T¢ = ¢7288% and B > 0 is to be determined. We use the superscript ¢ to
indicate that the scaled systems correspond to the horizon (¢, + §°]. Then the
dynamics of X®! is given by (see [50], Proposition V.1.5)

~ ~ S o S
X?’T:Xg’t—i—/o bﬁ’tdv+[)

dWEt+/ 8tdv+ Z g]’

~€t

0<7;" <
with
I;?t = _Eﬂbt—i-ezﬂs’ 5;” = Qi 1e2Bs> Wft = _8%(Wl‘+82/33 -
and
’7?’[ = 8ﬂutg+82ﬂs’ gj - gils ;’ ’fjé'\’t 28 (T h t) V0.
Note that (W#?) is a Brownian motion with respect to F& = F, 1285 Abusing

notation slightly, we write

2.11)

Using the homogeneity properties (2.1) of the cost functions, we obtain

1

dX&' = b5 ds +\Jab AW + i ds

< NZ g) s €(0,T7].

0< T <s

&

= TE <,/(; (8ﬂ{Drt+52ﬁsD()~(?t) + gﬂgiggﬁlt—kszﬂs (")) ds

T

T Z (SﬁF_(z_{F)ﬁk[-H;zﬂ?;’tF(gf) + gﬁp_(z_gp)ﬁh,_;_gzﬂ;;”P(gj)))

0<‘L’

~8t<T€
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1
— ﬁ

+ ¥ (8,3F—(2—§F)/3ktF(§/€)+8/3P—(2—§P)ﬂhtp(gj€))).

O<?;’ISTS

T¢ -
([ o)+ ebotori, o) ds
0

The second approximation can be justified by the continuity of the cost coefficients
rt, lt, k[ and ht.
Now, if there exists 8 > 0 such that (2.9) is satisfied, then we have

ji = eI
with

1 re = ~
If = T_< | D+ L0 ds

LY (kFE)+ h,P(E;))>.
0<7}'<T®

(2.12)

By suitably choosing §¢, we have
8¢ — 0, T¢ — oo.

It follows that l;f’f ~ 0 and a&' >~ a; for s € (0, T*]. Therefore, we expect that, as
& — 0, the process (2.11) behaves approximately as a controlled Brownian motion
with diffusion matrix a,, and the functional I/ satisfies

(2.13) 1£.2 1" (ar, re, by ke By,

IPW

where is a deterministic function defined by

1 S
I"™(a,r 1, k,h) = inf limsup—[/ (rD(X5) +10(uy))ds
(M,'L',é) S—o00 S 0

(2.14)
+ Y (kFE) +hp<s,->)},

0<t;<S§

where the subscript PW stands for pathwise and the infimum is computed over
admissible control strategies u € AR and (z, &) € A!, and

(2.15) Xs=«/c7W5+/0Surdr+ 3 g

OE‘L’]‘ES

We may also expect (see, e.g., [8, 25, 26]) that the optimal value I*V corre-
sponding to the long-term average pathwise criterion is equal to optimal value of
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the long-term average expected criterion:

1
1%, r 1k, h) = ulrrlfg)h;nSUPSE[/ (rD(Xs) +10Q(uy))ds
—00

(2.16)
+ Y (kFE) +hP(€j))}

OST]'SS

where, once again, u € AR and (t,&) € A!'. Therefore, we expect that as ¢ — O:
T T T
JE :/ jfa’t:eﬁ“’/ Ifa’tzem’f 1E dt,
0 0 0
where ItE = IE(at, re, lt, k[, hl’)

REMARK 2.3. The approach of weak convergence is classical for proving in-
equalities similar to (2.13), in particular in the study of heavy traffic networks (see
[40], Section 9, for an overview). The usual weak convergence theorems enable
one to show that the perturbed system converges in the Skorokhod topology to the
controlled Brownian motion as ¢ tends to zero. However, since the time horizon
tends to infinity, this does not immediately imply the convergence of time-average
cost functionals like /;.

In [41], the authors consider pathwise average cost problems for controlled
queues in the heavy traffic limit, where the control term is absolutely continu-
ous. They use the empirical “functional occupation measure” on the canonical
path space and characterize the limit as a controlled Brownian motion. The same
method has also been used in [11] in the study of single class queueing networks.

However, this approach cannot be applied directly to singular/impulse controls
for which the tightness of the occupation measures is difficult to establish. In fact,
the usual Skorokhod topology is not suitable for the impulse control term:

17;9 = Z 5;

Té<
O<rj <t

Indeed, in the case of singular/impulse control, the component (V¢ is generally
not tight under the Skorokhod topology. For example (see [39], page 72), consider
the family (Y;) where the function Y/ equals zero for ¢+ < 1 and jumps upward
by an amount /e at times 1 +ig, i =0,1,..., ¢~ 12 until it reaches the value
unity. The natural limit of Y ¢ is of course 1;;>1; but this sequence is not tight in
the Skorokhod topology. The nature of this convergence is discussed in [34] and a
corresponding topology is provided in [28].

This difficulty could be avoided by introducing a random time change af-
ter which the (suitably interpolated) control term becomes uniformly Lipschitz,
and hence converges under the Skorokhod topology. This technique is used in
[9, 10, 39] to study the convergence of controlled queues with discounted costs.
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This seems to be a possible alternative way to extend the approach of [41] to singu-
lar/impulse controls. Nevertheless, the analysis would probably be quite involved.

Instead of proving the tightness of control terms (}7,8 ) in weaker topologies, we
shall use an alternative characterization of the time-average control problem of
Brownian motion. In [36], the authors characterize the time-average control of a
Jackson network in the heavy traffic limit as the solution of a linear program. The
use of occupation measure on the state space instead of the path space turns out
to be sufficient to describe the limiting stochastic control problem. However, the
optimization criterion is not pathwise.

In this paper, we use a combination of the techniques in [36] and [41] to obtain
pathwise lower bounds.

3. Extensions of Theorem 2.1 to other types of control. In this section, we
consider the case of combined regular and singular control and those with only
one type of control. In particular, we will see that in the presence of singular con-
trol, the operator B is different. Formally, we could give similar results for the
combination of all three controls or even in the presence of several controls of the
same type with different cost functions and scaling properties. To avoid cumber-
some notation, we restrict ourselves to the cases meaningful in practice, which are
illustrated by explicit examples in Section 4.

3.1. Combined regular and singular control. When the fixed cost component
is absent, that is F' = 0, impulse control and singular control can be merged. In that
case, the natural way to formulate the tracking problem is to consider a strategy
(u®, y®, ¢°) with u® a progressively measurable process as before, y,° € A and
(¢;) a possibly discontinuous nondecreasing process such that

— t t
Xf:—Xf—l—/O ”§d5+/() ys dos,
and
T . T
T, v of) = / (rD(X°) + P01, 0 (u?)) dt + / PP hy Py def.
0 0

Using similar heuristic arguments as those in the previous section, we are led to
consider the time-average control of Brownian motion with combined regular and
singular control:

1 S
I(a,r,l,h) = inf limsup—E[/ (rD(Xs) +10(uy))ds
(3 1) @, 7,9) S—o00 S 0

S
+/0 hP(ys)dws],
where

s s
(3.2) Xy =aW; +/ updr +/ Yrdor.
0 0
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The corresponding linear programming problem is given by

I(a,rl, h)—(mf i (rD(x)+lQ(u)),u(dx x du)
(3.3) *

+/ hP(y)p(dx x dy x db),
RdXAng'
with (i, p) € P(R? x R?) x M(R? x A x R") satisfying the following constraint:

fd A% f(x,u)pu(dx x du)
(34) FOE
2 (od
+/]1;<dxAxR Bf(x,y,8)p(dx x dy x d§) = Vi eC5(RY),

where

A f(x,u) = ! > aijdf f(x) + (u, V f (),
2
ij

~ <y, Vf(X)>, 8 - 0,
Bftx.y.9) = {8‘1(f(x +8y) —f).  §>0.

We introduce a version of Assumption 2.4 adapted to the present setting.

ASSUMPTION 3.1 (Asymptotic framework). The cost functionals D, Q and P
are lower semicontinuous functions which satisfy the homogeneity property (2.1)
and there exists 8 > 0 such that

Bp __Po
{ip+2—-¢p &tp+ip
Moreover, inf|yj=1 D(x) > 0, infj, =1 Q(u) > 0 and inf,ca P(y) > 0.

(3.5)

=B.

We have the following theorem.

THEOREM 3.1 (Asymptotic lower bound for combined regular and singular
control). Assume that I(a,r, 1, h) is measurable, that the parameters (r;), (I;)
and (hy) are continuous and positive, that Assumption 2.1 holds true and that
Assumption 3.1 is satisfied for some B > 0. Then

1 T
(36) llnl)lnfgﬂ—Jg(us,ye,goe) 2[)/(; I(a;,r;,lt,ht)dt,

for any sequence of admissible tracking strategies {(u®, y¢, ¢*) € A, ¢ > 0}.

Adapting the proofs of Theorem 2.1 and Theorem 3.1 in an obvious way, we
easily obtain the following bounds when only one control is present.
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3.2. Impulse control. Consider a family of strategies (t%,&%).-0 C A, to-
gether with the associated family of aggregate cost functionals:

(£ Z/T

A Ddt+ Y (P F(€ )+s’3”hrj§P(.§j‘?)),

0<r <T

and deviation processes

=-X;+ > &.

f<
0<T] <t

Once again, we introduce the version of Assumption 2.4 adapted to the present
context.

ASSUMPTION 3.2 (Asymptotic framework). The cost functionals D, F and P
are lower semicontinuous functions which satisfy the homogeneity property (2.1)
and there exists 8 > 0 such that

Br Bp
3.7 = = B.
G7) ({p+2—¢F (p+2-—2¢p p

Moreover, infjjyj=1 D(x) > 0, and infjgj=1 F(§) > 0.

The following theorem holds true.

THEOREM 3.2 (Asymptotic lower bound for impulse control). Let I =
I(a,r, k, h) be given by

I(a,r,k,h) = mf f rD(x)u(dx) +/ kF(é) +hP&))p(dx x d§),
with (i, p) € P(Rd) x M(R? x R4 \ {0} satisfying the following constraint:
a _ 2 (mod
[, A% @uan + [ g B O00x x d) =0, Vf e CY(RY),
where

a 1 2
== ijO%j s s = - .
A% f(x) 2§ a;jo;; f (x) Bf(x,§)=f(x+&)— f(x)
i,j

Assume that I (a,r, k, h) is measurable, that the parameters (r;), (k;) and (h;) are
continuous and positive, that Assumption 2.1 holds true, and that Assumption 2.4
is satisfied for some B > 0. Then

liminf
e—0 &bBip

T
Je(fe,ég) Zp/ I(a,,r,,k;,ht)dt.
0

See Example 4.5 for a closed form solution of /.
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3.3. Singular control. Consider a family of strategies (v¢, ¢%).~9 C A to-
gether with the associated family of aggregate cost functionals:

T - T
JF o) = /0 rD(X°)dt + /0 PP, P(yf) d

and deviation processes

_ t
X, =—X} +/O vs dey.
Assumption 2.4 now takes the following form.

ASSUMPTION 3.3 (Asymptotic framework). The cost functionals D and P
are lower semicontinuous functions which satisfy the homogeneity property (2.1)
with infj =1 D(x) > 0 and inf,ca P(y) > 0. We define 8 > 0 by

Bp
3.8 — =4
G9) tp+2-¢p ¢

The following theorem holds true.

THEOREM 3.3 (Asymptotic lower bound for singular control). Let I =
I(a,r, h) be given by

I(a,r,h) = inf / rD(x)u(dx)+/ hP(y)p(dx x dy x db),
(u,p) JRE RdxAx]Rg'
with (i, p) € P(RY) x M(R? x A x R) satisfying the following constraint:

[, 4 o)
Rd

+/ Bf(x,y,8)p(dx xdy xd8§)=0,  VfeC}RY),
RIx AxRY

')
where

1
ACf () = 2 D il £ (),
ij

(v, VI(x)), =0,
STHf(x+8y) — f(x), 8>0.
Assume that I(a,r, h) is measurable, that the parameters (r;) and (h;) are con-

tinuous and positive, that Assumption 2.1 holds true and that Assumption 2.4 is
satisfied for some > 0. Then

Bf(x,)/,5)={

. . 1 £ & & g
hglgfymj (v®, @ )zp/O I(as,re, hy)dt.

See Example 4.4 for a closed form solution of 7.
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3.4. Regular control. Consider a family of strategies (#°).~o C A together
with the associated family of aggregate cost functionals

T —
7 = [ (nD(X;) + 21, 0(us)) dt,
0
and deviation processes
E7ad o ! e
X, =-X; +/0 u,ds.
Assumption 2.4 takes the following form.

ASSUMPTION 3.4 (Asymptotic framework). The cost functionals D and Q
are lower semicontinuous functions which satisfy the homogeneity property (2.1)
with infj =1 D(x) > 0 and infj, =1 Q(u) > 0. We define 8 > 0 by

Bo "y

3.9 — =
3:9) {p+¢o

The following theorem holds true.

THEOREM 3.4 (Asymptotic lower bound for regular control). Let I =
I(a,r, 1) be given by

I(a,rl])= inf/ (rD(x) +1Qu))pu(dx, du),
HJRd x R4
with 1 € P(R? x R?) satisfying the following constraint:
a 2 (mvd
A%dedA f(x,u)u(dx,du) =0, Vf e Ci(RY),
where

1
ACf (e u) = Y aij07 £ (x) + (u, V £(x)).
ij

Assume that I (a,r,l) is measurable, that the parameters (r;) and (I;) are con-
tinuous and positive on [0, T], that Assumption 2.1 holds true and that Assump-
tion 2.4 is satisfied for some 8 > 0. Then

lim inf ! Jé(uf) > TI IHd
I;ILI(I)IE (u)_p/(; (ar,re 1) dt.

See Example 4.3 for a closed form solution of /.
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REMARK 3.1 (Upper bound). It is natural to wonder whether the lower
bounds in our theorems are tight and if it is the case, what are the strategies that
attain them. In the companion paper [13], we show that for the examples pro-
vided in Section 4, there are closed form strategies attaining asymptotically the
lower bounds. For instance, in the case of combined regular and impulse control,
it means that there exist (u®*, t&*, £5*) € A such that

lim

T
Jé s,*’ Ta,*’ &%) / I , ’l , k ,h dt.
e—0 gBtp (” § ) s @, res by, key hy)

These optimal strategies are essentially time-varying versions of the optimal strate-
gies for the time-average control of Brownian motion.

4. Interpretation of lower bounds and examples. Our goal in this section is
to provide a probabilistic interpretation of the lower bounds in Theorems 2.1, 3.1,
3.2, 3.3 and 3.4, which are expressed in terms of linear programming. In particu-
lar, we want to connect them with the time-average control problem of Brownian
motion. To our knowledge, there is no general result available for the equivalence
between time-average control problem and linear programming. Partial results ex-
ist in [8, 22, 35, 36, 38] but do not cover all the cases we need. Here, we provide
a brief self-contained study enabling us to also treat the cases of singular/impulse
controls and their combinations with regular control. We first introduce controlled
martingale problems and show that they can be seen as a relaxed version of the
controlled Brownian motion (2.4). Then we formulate the time-average control
problem in this martingale framework. We finally show that this problem has an
equivalent description in terms of infinite dimensional linear program. While es-
sential ingredients and arguments for obtaining these results are borrowed from
[35] and [37], we provide sharp conditions which guarantee the equivalence of
these two formulations.

4.1. Martingale problem associated to controlled Brownian motion. In [2, 44,
49, 53], the authors obtain a HIB equation in the first-order expansion for the value
function of the utility maximization problem under transaction costs, which essen-
tially provides a lower bound for their control problems. They mention a connec-
tion between the HJB equation and the time-average control problem of Brownian
motion; see also [23]. Here, we wish to rigorously establish an equivalence be-
tween the linear programs in our lower bounds and the time-average control of
Brownian motion. This leads us to introduce a relaxed version for the controlled
Brownian motion. We shall see that the optimal costs for all these formulations
coincide in the examples provided in the next section.

We place ourselves in the setting of [37], from which we borrow and rephrase
several elements, and assume that the state space E and control spaces U and V
are complete, separable, metric spaces. For a complete, separable metric space S,
we define £(S) the set of nonnegative Borel measures I on § x [0, co) such that
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['(S %[0, t]) < ooforall r > 0. For any such measure and for any ¢ > 0, I'; denotes
the restriction of I" to § x [0, ¢]. Consider an operator A : D C Cp(E) — C(E x U)
and an operator B : D C Cp(E) —> C(E x V).

DEFINITION 4.1 (Controlled martingale problem). A triplet (X, A, ') with
(X, A) an E x P(U)-valued process and I" an L(E x V)-valued random variable is
a solution of the controlled martingale problem for (A, B) with initial distribution
Vo € P(E) if there exists a filtration (F;) such that the process (X;, As, I't)s>0 is
(F1)-progressive, X¢ has distribution vy and for every f € D,

t
" FX) — /O /U Af(Xy.u)Ay(du) ds

—f Bf(x, )['(dx x dv x ds)
ExVx[0,t]
is an F;-martingale.

We now consider two specific cases for the operators A and B, which will
be relevant in order to express our lower bounds. Furthermore, we explain why
these specific choices of A and B are connected to combined regular and singu-
lar/impulse control of Brownian motion.

EXAMPLE 4.1 (Combined regular and impulse control of Brownian motion).
Let D= C}(R?) ® R and define A: D — C(E x U) and B:D — C(E x V) by

1
(4.2) AfCrw) =53 aid f() +(u, V f (),
iJ

(4.3) Bf(x,§) =f(x+8§) — f(x).

Here, E =R?, U =R and V =R¢ \ {0}. We call any solution of this martingale
problem the combined regular and impulse control of Brownian motion.
Indeed, consider the following process:

t
X,=X0+ﬁW,+/() usds+ Y &,

O<tj<t

where W is a standard Brownian motion on a filtered probability space (€2, F,
(F)e, P), (ur) is a (F;)-progressively measurable process, (7;) a sequence of (F)-
stopping times and (§;) a sequence of random variables with values in R? such that
§j is Fr;-measurable for j =1,2,.... Define

Nt:Z]l{rjft}, & =E&j, te(tj-1, 7l
J
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Then for any f € D, by 1t6’s formula,

t t
FOX) — /O Af (Xyu5)ds — /0 Bf (X,_.&_)dN;

t
= o) = [ VST Vadw.,
which is a martingale. Let

Ar =8y, (du),
T(H x [0,1]) = ft 1a(Xs—, &-)dNy,  HeBR? xR\ {0}).
0

Then (X, A,T") solves the martingale problem (A, B) with initial distribution
L(X0p).

EXAMPLE 4.2 (Combined regular and singular control of Brownian motion).
Take D = Cg (R?) & R and define

1
(4.4) AfCrw) =53 i () +(u, V (),
LJ
[y. V.f ), §=0,
4.5 B 8) =
*2) fer) {8“(f<x+ay>—f<x>), 5> 0.

Here, E=RY, U =R%and V = A x ]R;r. Any solution of this martingale problem
is called combined regular and singular control of Brownian motion.
Indeed, let X be given by

t t
Xt=Xo+ﬁWt+/Ousds+/0ysd¢s,

with u a progressively measurable process, y; € A and ¢ nondecreasing. By It6’s
formula, we have

t t
FXD) — fo Af Xy, us)ds — fo Bf (X, ys.8¢5) dg,

t
= fX0) = [ V) Vadw,,
which is a martingale for any f € D. Let
A[ = 814; (du)v

t
I'(H x [0,1]) :/0 1y (Xs—, vs, 8¢s) dosy, H e B[R x A xRY).

Then (X, A,T") solves the martingale problem (A, B) with initial distribution
L(Xop).
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4.2. Time-average control of Brownian motion. Now we formulate a relaxed
version of the time-average control problem of Brownian motion in terms of a
controlled martingale problem. This generalizes [22, 35] to combined regular and
singular/impulse control of martingale problems; see also [38]. Recall that A and
B are two operators where A : D C Cp(E) > C(E x U) and B : D C Cp(E) —
C(E x V). Consider two Borel measurable functions C4 : E x U — R, and Cp :
ExV—>R,.

PROBLEM 4.1 (Martingale formulation of time-average control problem).
The time-average control problem under the martingale formulation is given by

1 t
IM = inf limsup—IE[/fCA(XS,u)AS(du)ds
4.6) (X,AT) 00 0 Ju

+ Cpx,v)I'(dx xdvxds)],
ExV x[0,t]

where the inf is taken over all solutions of the martingale problem (A, B) with any
initial distribution vy € P(E).

Now, let (X, A, I') be any solution of the martingale problem with operators A
and B. Define (u;, p;) € P(E x U) x M(E x V) as

1 t
47 ottty = B[ [ [ i asads)

1
(4.8) pr(H2) = JE[T (Hy x (0.1])]

for Hy € B(E x U) and H; € B(E x V). Then the average cost up to time ¢ in
(4.6) can be expressed as

f Calx,u)u(dx xdu)—i—/ Cp(x,v)pi(dx x dv).
ExU ExV

On the other hand, for f € D, (4.1) defines a martingale. Taking the expectation,
we obtain

l]E[/f/ Af(Xg, u)As(du)ds + Bf (x,v)T'(dx x dv x ds)}
t LJo Ju

ExVx(0,t]

1
= ;E[f(Xt) — f(Xo)].

When ¢ tends to infinity, the right-hand side of the above equality tends to zero,
which means that

/ Af(x, u)u(dx xdu)—i—/ Bf(x,v)p;(dx xdv) —> 0 ast — oo.
ExU ExV

This leads us to introduce the following linear programming problem.
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PROBLEM 4.2 [Linear programming (LP) formulation of time-average control].
The time-average control problem under the LP formulation is given by

4.9) I = inf c(u, p),
(. p)
with
c:P(ExU)x M(ExV)—>Ry,
(4.10)
(u,p)|—>f Calx,u)u(dx xdu)—l—/ Cp(x,v)p(dx x dv),
ExU ExV

where the inf is computed over all u € P(E x U) and p € M(E x V) satisfying
the constraint

/ Af(x,u)u(dx x du)
(4.11) v
+ Bf(x,v)p(dx x dv) =0, VfeD.
ExV

We now present the theorem which connects linear programming and time-
average control of Brownian motion. To this end, we first recall a condition on
the operators A and B, used in [37]. We refer the reader to [37] for an explanation
of different components of this assumption.

ASSUMPTION 4.1 (Condition 1.2in [37]). (1)1 €D and A1 =0, B1=0.
(ii) There exist Y4 € C(E x U), ¥ € C(E x V), and constants a s, b s depend-
ing on f € D such that

|Af(x,u)| <appalx,u),
|Bf (x,v)| <bs¥p(x,v), VxeE,ueU,veV.

(ili) Defining (Ao, Bo) = {(f, 1 'Af, ¥5'Bf) : f € D}, (Ao, Bo) is sepa-
rable, in the sense that there exists a countable collection {gz} C D such that
(Ag, Bo) is contained in the bounded pointwise closure of the linear span of
{(gk> Aogk. Boge) = (g, ¥y ' Agk, ¥ ' Ban)).

(iv) For each u € U, the operators A, and B, defined by A, f(x) = Af(x, u)
and By, f (x) = Bf (x, u) are pre-generators (see [37], page 4).

(v) D is closed under multiplication and separates points.

(4.12)

THEOREM 4.1 (Equivalence between I™ and I). Assume that:

1. (Condition on the operators A and B) The operators A and B satisfy As-
sumption 4.1.

2. (Condition on the cost function C4) The cost function C4 is nonnegative
and inf-compact, that is, {(x,u) € E x U|C(x, u) <c} is a compact set for each
c € Ry. In particular, C 4 is lower semicontinuous.
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3. (Condition on cost function Cg) The cost function Cp is nonnegative and
lower semi-continuous. Moreover, Cp satisfies
(4.13) inf Cpg(x,v)>0.
(x,v)EEXV
4. (Relation between operators and cost functions) There exist constants 6 and
0 < B < 1 such that

(4.14) Yale, )P <01+ Calx,w)),  Yax, 0P <0Cp(x,v),

for o and p given by (4.12).

Then the two formulations above of the time-average control problem are equiva-
lent in the sense that

™M=

PROOF. The idea of the proof is the same as in [35], with a key ingredient
provided by [37], Theorem 1.7.

We first show that I < I™. Given any solution (X, A,T") of the martingale
problem, we define the occupation measures as (4.7) and (4.8). Without loss
of generality, we can assume that limsup,_, ., c(is, p;) < oo where ¢ is de-
fined in (4.10) (otherwise we would have IM = oo > I). We will show that
I < lim SUP; o0 C(Mts pt)~

We consider the one-point compactification £ x V = E x VU {00 = (X0, Vo) }
and extend Cp to E x V by

Cp(X00, Vo) = liminf Cp(x,v) >0,
(x,v)—= (Xo0,Vo0)
where the last inequality is guaranteed by (4.13). Since Cp is lower semicontinu-
ous, the level sets {(x,v) € E x V|Cp(x,v) < c} are compact. By Lemma C.1, we
deduce that c¢ is a tightness function on P(E x U) x M(E x V). So the family of
occupation measures (i, o;)r>0 is tight if o; is viewed as a measure on E x V. It
follows that the family of occupation measures indexed by 7 is relatively compact.

Let (u, p) € P(E x U) x M(E x V) be any limit point of (u;, p;) with canon-
ical decomposition p = p + 0580. We claim that (u, p) satisfies the linear con-
straint (4.11). Indeed, by (4.12) and (4.14), we have

IAfIVP <6,(1+Ca), |Bf|'/P <6,Cp,

where 6 is a nonnegative real number depending on f. Then sup, c(u, o) < 00
implies that Af and Bf are uniformly integrable with respect to © and p. We
therefore have

/ Afdu+/ 1pxyBfdp= lim Afdm+f 1y Bf dpr.
ExU ExV =0 JExU ExV
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The right-hand side being equal to zero, we obtain

/ Afdp,+/ Bfdp =0.
ExU ExV

Since C4 and Cp are lower semi-continuous, it follows that (see [15], Theo-
rem A.3.12)

I <c(u, p) <c(u, p) <liminfc(u;, pr) <limsupc(u;, pr).
=00 t—00

As the choice of the solution of the controlled martingale problem (X, A, I) is
arbitrary, we conclude that </ M

We now show that IM < I. Given any (u, p) satisfying the linear constraint
(4.11) such that c(u, p) < oo, Theorem 1.7 in [37] together with the condition on
the operators A and B provides the existence of a stationary solution (X, A, I') for
the martingale problem (A, B) with marginals (i, p), hence IM <. O

REMARK 4.1. Compared with the results in [8, 35], no near-monotone con-
dition is necessary for the singular component. This is due to the fact that in the
linear constraint (4.11), p belongs to M(E x V) instead of P(E x V).

We now give natural examples for which = I,

COROLLARY 4.1 (Time-average control of Brownian motion with quadratic
costs). Assume that C 4 is given by
(4.15) Calx,u)=rlx, ZPx)+1{u, %),  Y(x,u)eR? xRY,
where £P %9 ¢ Sj. Then for both following cases, we have IM = I:

1. The operators A and B are given by (4.2)—(4.3) and the cost function Cp is
given by
d
4.16)  Cp(x.&)=kY_ Flgisg +h(P.IE]),  (x.&) eRI xR\ {0},
i=1
with min; F; > 0.
2. The operators A and B are given by (4.4)—(4.5) and the cost function Cp is
given by
(4.17) Calx,y,8)=h{P,lyl),  (x,y,8)€R!x AxRY,

with min; P; > 0.
PROOF. We consider the impulse case. First, we show that A and B satisfy

[37], Condition 1.2. (i) It is clear that 1re € D, and Alge =0, Blge = 0. (ii) De-
fine

d
YA, ) =1v Y |uil,  yp(x.&)=1,

i=1
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then (4.12) is satisfied. (ii1) Since C%(Rd) equipped with | - ||C§ is separable, the
third condition is satisfied. (iv) A, f(x) = Af(x,u) and Bg f(x) = Bf (x, §) sat-
isfy the positive maximum principle, so they are dissipative. It is obvious that they
verify [37], (1.10). Hence, they are pre-generators. (v) Obvious. Second, since C4
and Cp are L.s.c. and min; F; > 0, the conditions on C 4 and Cp are verified. Third,
(4.14) holds with g =1/2.

The proof for the singular case is similar. Note that min; P; > 0 is necessary for
(4.13) and the second bound in (4.14) to hold. [

4.3. Explicit examples in dimension one. We collect here a comprehensive list
of examples in dimension one for which explicit solutions are available. Most of
these results exist already in the literature under the classical SDE formulation
(see, e.g., [2, 14, 17, 22, 24-26, 44, 53]), but Examples 4.6 and 4.7 are presented
here for the first time. The basic idea is to solve explicitly the HIB equation cor-
responding to the time-average control problem and apply a verification theorem.
Similar methods apply under the linear programming framework. However, for
completeness we provide in Section 8 detailed proofs tailored to the formulation
in terms of linear programming. In fact, we prove only the case of combined reg-
ular and impulse control, that is, Example 4.6. The proofs for the other examples
are similar, and hence omitted.

EXAMPLE 4.3 (Regular control of Brownian motion). Let r,/ > 0 and con-
sider the following linear programming problem:

(4.18) I, r,ly=inf | (rx*+1?)u(dx,du),
*JRxR

where u € P(R x R) satisfies

1
(4.19) A'{ R<§af”(x)+uf/(x)>u(dx,du)=O, Vf e CR).

By Corollary 4.1, this is equivalent to the time-average control of Brownian motion
with quadratic costs in the sense of Problem 4.1.

Let us explain heuristically how to obtain the optimal solution (a rigorous verifi-
cation argument for the linear programming formulation is provided in Section 8).
Roughly speaking, Problem 4.1 describes the following dynamics:

dX;A =ﬁdW, +Mtdt.

The optimization objective is

1 T
inf limsup?E[/ (r(X;‘)2+lut2)dt:|,
0

weA 1500
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where the set .4 of admissible controls contains all progressively measurable pro-
cesses (1) such that

1
lim sup ?E[(X’%)z] < 00.

T—o00

Consider the associated HIB equation for the couple (w, I")?

1
inf —aw” (x) +uw'(x) + > +rx>—1" =0.
uelRk 2

It is easy to to see (see also [44], equation (3.18)) that it is solved explicitly by the
couple:

w(x) = rix?, 1V =vVa?rl.

Now, let (1) be an admissible control and apply Itd’s formula to w(X7):

T /1 T
w(XT):w(Xo)—l—/O (an”(X,)—i—u;w/(Xt))dt#—/o w'(X;) dW;.

It follows that

T T 1
/ (rX,2+zu,2)dtzf (IV—an”(X,)—utw/(Xt)) dt
(4.20) 0

T
=T1" + w(Xo) — w(X7) +/0 w'(X;)dW;.

Taking expectation, dividing by T on both sides, and using the admissibility con-
ditions, we obtain

1 T
lim sup ?E[/ (rX? +1u?) dt:| >1".
0

T—o00

To show that 1" is indeed the optimal cost, it is enough to show that equality holds
in (4.20) for the optimal feedback control given by

/
L O N
2 l

Therefore, the optimally controlled process is an Ornstein—Uhlenbeck process

dX* = JadW, — 60X} dr.

Naturally, the stationary distribution of (X™, u*(X7)) is the solution u* of the lin-
ear programming problem. We have the following result.

2See [7] for an interpretation of this equation and related uniqueness results.
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PROPOSITION 4.1. The solution of (4.18)—(4.19) is given by
I(a,r,1)=Va?rl,

and the optimum is attained by

1 _a%
w(dx, du) = mae 202 dx ® §{_gx)(du),
where
2= _
20 l

EXAMPLE 4.4 (Singular control of Brownian motion). For any parameters
r, h > 0, consider the following linear programming problem:

(4.21) I(a,r,h) = inf / rx’u(dx) + hlylp(dx,dy,ds),
(1.p) JR Rx{£1}xRy

where 4t € P(R) and p € M(R x {£1} x R;) satisfy

1
/R Saf" ()
4.22)

+ yI'()p(dx. dy.ds) =0,  Vf e CE(R).
Rx{+1}xR;

8

By Corollary 4.1, this is equivalent to the time-average control of Brownian motion
with quadratic deviation penalty and proportional costs in the sense of Problem 4.1.

The dynamics of the solution of the controlled martingale problem is heuristi-
cally

dX;=adW;+ vy, de;,

where y; € {1} and ¢; is a non-decreasing process. The optimization objective is

1 T
inf 1imsup—EU rdet+h<pT].
(Vi,p1)eA T— 00 0

The associated HJB equation is

2
An explicit solution for w is provided in [53] (see also [14, 26, 32]):

1 " 2 \4 . ’ _
( aw” (x) +rx 1 )/\(yel?il}yw (x)—l—h)_O.

Ax* + Bx?, -U<x<U,
(4.23) wx)=qw(=U)+h(-U — x), x <-=U,
wU)+h(x —U), x>U,
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with

and
3 2/3
I= (Zarlﬂh) , U

The optimally controlled process is

Il
—
W

IS

S

|
=
N
=
(98)

dX} =adW, +dg; —dg;,

where ¢* are the local times keeping X 7 €[-U, U] such that

t t
fo 1{X;<¢—U}d<ﬂs_+/0 Lixzuydeg =0.

In other words, this is a Brownian motion with reflection on the interval [—U, U].
The optimal solution (u*, p*) is the stationary distribution of X; and the limit of
boundary measures

1

t
;/(; Sw,—1.0des +8u.1,0de; ),

as t — oo. We have the following result.

PROPOSITION 4.2. The solution of (4.21)—(4.22) is given by

2/3
I(a,r,h)= <3ar1/2h> ,

and the optimum is attained by

1
(4.24) w*(dx) = Eﬂ[—U,U](x)dX,
(4.25) *(dx, dy, d) = — (13 +1s )
. X, ) =577\ 79— . — )
1% Y 20 \2 (=U,1,0) ) (U,-1,0)
where

3 1/3
U= (Zar_1h> .

EXAMPLE 4.5 (Impulse control of Brownian motion). For any parameters
r,k > 0 and h > 0, consider the following linear programming problem:

(426)  I(a,r,k,h)= inf / rxz,u(dx)+/ (k + h|&])p(dx, dE),
(u,p) JR RxR\{0z}
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where u € P(R) and p € M(R x R\ {0}) satisfy

1
| 305" @)
(4.27)
#[ o (faHO - fW)p@xd =0, VfeC®).
RxR\{0}
By Corollary 4.1, this is equivalent to the time-average control problem of Brow-

nian motion in the sense of Problem 4.1.
The associated HIB equation is (see also [2, 14, 17, 25])

1
<§aw”(x) +rx?— IV) A <geil£\f{0}(w(x +&)+k+hlg|) — w(x)) =0.
Let 61,6, and 0 < X* < x™* be solutions of the following polynomial system:
6ab +r =0,
P(x*)— P(X*) =k + h(x* — %),
P'(x*)=h, P'(X*)=h,
where P(x) = 01x* +6,x2. Let U = x*. We can show that the solution of the HIB
equation is given by
P(x), x| <U,
w(x) =
w(U) + h(lx| - U), x| > U,
and
1V = ads.
Let £* = x* — X*. The optimally controlled process is a Brownian motion on the

interval [—U, U], which jumps to +U F &* when reaching the boundary point
£U. Such processes have been studied in [5, 18]. We have the following result.

PROPOSITION 4.3. The solution of (4.26)—(4.27) is given by
I(a,r,k,h) =a6;,

and the optimum is attained by

= p(x)dx,
(4.28) |
Rt sa s
1 - ~
px) = m, —X* <x <X*,
1 ~
wr—Ep T Ters
" a 1 1
(4.29) pT= 2= G2 53(x*,:€*—x*) + 55(—x*,—55*+x*) ,
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which correspond to the stationary distribution and boundary measure of Brown-
ian motion with jumps from the boundary on the interval [—U, U].

EXAMPLE 4.6 (Combined regular and impulse control of Brownian motion).
For any parameters r, [, k > 0 and & > 0, consider the following linear program-
ming problem:

I(a,r, 1,k h) = inf (rx? 4 lu*) u(dx, du)
(,p) JRxR

(4.30)
+ /RXR\{og}(k +hiEl)odx, d8),

where © € P(R x R) and p € M(R x R\ {O¢}) satisfy

1

f (—af”(X)+uf/(X)>M(dx,du)
RxR\2

4.31)

(f(x 48 — f()p(dx,d§) =0,  VfeCiR).

RxR\{0¢)

By Corollary 4.1, this is equivalent to the time-average control problem of Brow-
nian motion in the sense of Problem 4.1.
The corresponding HIB equation is

(%aw”(x) + irulf(uw/(x) + 1u?) 4 rx* — IV>
A (igf(w(x +E) +k+hlE]) — w(x)) —0.

In Section 8, we show that this equation admits a classical solution:

1— 1 1/2
(rl)1/2x2—2alln1F1<TL;§;(é) xz), x| < U,
w(U) + h(|x| = U), x| > U,

4.32) wx) =

where | F; is the Kummer confluent hypergeometric function (see Appendix A)
and £* and U are such that 0 < £* < U and

w(£U FE*) +k +h|g*| —w(EU) =0.
Moreover,

IV=La\/ﬁ,

for some ¢ € (0, 1).
Let u* be defined as
w’(x)
21

u*(x) = ArgminAw(x, u) + Ca(x,u) = —
u
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The optimally controlled process is given by

d)(;i< = \/Esz + Lt*(X;k)dl‘ + d(z (ﬂ-{X;‘j,:—U}s* - ]]_{X?j:U}g*)>.

Tj<t
We have the following result.
PROPOSITION 4.4.  The solution of (4.30)—(4.31) is given by
I(a,r 1,k h)=warl,
and the optimum is attained by (u*, p*) where
w(dx, du) = p*(x) dx ® 8+ (x)(du),
p*(dx,d&) = (p*8_yen + P18, —en)(dx, dE),
with p*(x) € CO(L,UN) N C?>([L, U\ {L + £*(L), U + £*(U)}) solution of
Jap @)~ (@@p) =0, xe(~U D\ [-U+&, U ~£7)
p(=U)=pU)=0,
200 ((~U)4) = P/ (U +8°)=) = 2ap/(~U +£°)4)
2P (U=) = p/(U = &)+) — 5ap' (U~ £7)-),
U
]_UP(X) =1,

and p*, p% € RT given by

1 1
pk = Eap/((—U)Jr), Py = —Eap’(U—)-

Note that u* and p* are the stationary distribution and boundary measure of the
optimally controlled process X} .

EXAMPLE 4.7 (Combined regular and singular control of Brownian motion).
For any parameters r, [, h > 0, consider the following linear programming prob-
lem:

(4.33) I = inf (r)c2 —{—luz)u(dx,du) + hlylp(dx,dy,ds),
(u,p) JRxR Rx{£1} xRy

where u € P(R x R) and p € M(R x {1} x R;) satisfy

1

/ (—af”(x)+uf’(X)>M(dx,du)
RxR\2

(4.34)

+/ vf (x)(dx,dy,ds) =0, Vfe CS(]R).
Rx {1} xRy
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Again by Corollary 4.1, this is equivalent to the time-average control problem of
Brownian motion in the sense of Problem 4.1.

The constant /" and w : R — R exist with the same expressions as in Exam-
ple 4.6. Similarly, we have the following result.

PROPOSITION 4.5. The solution of (4.33)—(4.34) is given by
I =wavrl,
and the optimum is attained by (u*, p*) where
WH(dx, du) = p* () dx @ 8- (o) (dun),
p*(dx,dy,ds) = (pX8—u1,0) + Pdw,—1,0))(dx, dy, ds),
with p*(x) € C*([—U, U]) solution of

1 /
sap”(x) — (W (x)px)) =0,  xe(=U,U),

2
1
(4.35) Eap/(x) +u*(x)px) =0, xe{-U,U},
U
[ =1,
-U
and p*, p% € R given by
1 1
(4.36) pr = Eap(—U), Py = EaP(U)-

REMARK 4.2 (Higher dimension examples). To our knowledge, examples
with closed-form solutions for time-average control of Brownian motion in higher
dimension are not available except [2, 17, 21, 29, 44].

5. Relation with utility maximization under market frictions. As we have
already mentioned, the lower bound (1.4) appears also in the study of impact of
small market frictions in the framework of utility maximization; see [2, 19, 30,
31, 42, 44, 49, 53]. In this section, we explain heuristically how to relate utility
maximization under small market frictions to the problem of tracking. It should be
pointed out that we are just making connections between these two problems and
no equivalence is rigorously established.

We follow the presentation in [31] and consider the classical utility maximiza-
tion problem:

u(t, w,) = supE[U (wi™)],
(4
with

S
wh™ = w, —i—/; ©udS,,



2488 J. CAIL, M. ROSENBAUM AND P. TANKOV
where ¢ is the trading strategy. The market dynamics is an It6 semi-martingale

dS, =b’dt +./al dW,.

In the frictionless market, we denote by ¢; the optimal strategy and by w; the
corresponding wealth process. As mentioned in [31], the indirect marginal utility
u'(t, wy) evaluated along the optimal wealth process is a martingale density, which
we denote by Z;:

Zl‘ = l/l/(t, w;k)
Note that S is a martingale under Q with
dQ Zr
dP Zo~
One also defines the indirect risk tolerance process R; by
u'(t, wy)
//(t w;k)
Consider the exponential utility function as in [30], that is,

U(x)=—e P, p>0.

[ RTIN

Then we have

R[=R=—.
p

In a market with proportional transaction costs, the portfolio dynamics is given

by
A S
wi " =wj +f @i dSu ‘/
t t

where £, is a random weight process and ¢; a process with finite variation. The
control problem is then

u(t, wt)—supIE[U( 210
¢°

When the cost ¢ is small, we can expect that ¢! is close to ¢; and set

T T
s = 0" —wi = [ (o —gf)as,—e [ hedle’],.

Then, neglecting terms of higher order, we have heuristically,

u* —u=E[U(w; + Aw?)] - E[U (w7)]

1
~ B[ U/ (wh) Swj + 5 U (w) (Auh) |
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1
= —u' (wo)EQ| —Awé + E(Aw;)z}

/ Q_ r & 1 T e * 2
=~ woE[e [l + 55 ([ —or)as) ]

/ Q_ r & TalS 2 *)2
= —u'(wo)E 8/0 hid|e Hﬁfo Sp\r — i) dr].

Similarly, in a market with fixed transaction costs ¢k; (see [2]), the portfolio
dynamics is given by

s
wé’wt’ﬁzwf+/ GudSutWs—e ), k(). ef= ) &
t t<ti<s O<ti<t

and we have
£ ~ / Q & T aZS & *\2
w —uz= = WOES e 30 ke FE)+ | Sp(er —e) dr].
0<r]§§T
Finally, in a market with linear impact ¢/; on price, see [44, 51], the portfolio

dynamics is given by

R S 2 t
w§~wf78=wf+f @5 dS, —s/ Lu(uy,)” du, %8:]0 uy dt,

t t

and we have
T T o8
u® —u~ —u' (wp)EY [8/0 1, (u?)* dt +/0 i = (p;“)zdt].

To sum up, utility maximization under small market frictions is heuristically
equivalent to the tracking problem if the deviation penalty is set to be

as

(5.1) reD(x) = ﬁxz.

Defining the certainty equivalent wealth loss A? by
u® =tu(wo — A°),

it follows that

U ol 7
(5.2) s A [/0 I,dt],

see also [31], equation (3.4), and [44], page 18.

REMARK 5.1 (Higher dimension and general utility function). For the case of
higher dimension and general utility function, one should set

(5.3) reD(x) = —(x,a’x).
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In other words, utility maximization under market frictions can be approximated
at first order by the problem of tracking with quadratic deviation cost (5.3). Thus,
one can establish a connection between the tracking problem and the utility maxi-
mization problems in [2, 20, 21, 44].

REMARK 5.2 (General cost structures). When there are multiple market fric-
tions with comparable impacts, the choice of deviation penalty is the same as (5.3)
and one only needs to adjust the cost structure. Our results apply directly in these
cases; see [20, 42]. For example, in the case of trading with proportional cost and
linear market impact (see [42]), the local problem is the time-average control of
Brownian motion with cost structure:

Ca(x,u) =rx>+1u®+ hlul.

Indeed, equations (4.3)—(4.5) in [42] give rise to a verification theorem for the HIB
equation of the time-average control problem of Brownian motion under this cost
structure.

REMARK 5.3 (Nonzero interest rate). In the case of nonzero interest rate, the
correspondence should be written as

1 £ Q r —r
(54) %A ~E |:f0 e Itdt:|,
where e "'S, is a Q-martingale and the tracking problem is defined by (5.3).
For example, the right-hand side of (5.4) is the probabilistic representation under
Black—Scholes model of equation (3.11) in [54].

REMARK 5.4 (Optimal consumption over infinite horizon). In [49, 53], the
authors consider the problem of optimal consumption over infinite horizon under
small proportional costs. Their results can be related to the tracking problem in the
same way, that is,

1 £ Q * —r
EA ~E |:/0 e Ildt],

where e’ S, is a Q-martingale and the tracking problem is defined by (5.3).

6. Proof of Theorem 2.1. This section is devoted to the proof of Theorem 2.1.
In Section 6.1, we first rigorously establish the arguments outlined in Section 2.2,
showing that it is enough to consider a small horizon (¢, t + §°]. Then we prove
Theorem 2.1 in Section 6.2. Our proof is inspired by the approaches in [36] and
[41]. An essential ingredient is Lemma 6.3, whose proof is given in Section 6.3.
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6.1. Reduction to local time-average control problem. We first show that, to
obtain (2.10), it is enough to study the rescaled local version of the optimization
functional (note that the parameters ry, l;, k;, h; are frozen at time ¢):

. 1 TEA(T—1)e 2P e oy
7 :FUO (re D(XE") + 1, 0 (@) ds
6.1)
Te e
+ ) (k,F(Ej)—i-htP(gj))),
0<?§"§T€/\(T—t)8*2ﬁ
where
(6.2) dX0' =D ds +\ay dWE' + 0" ds + d( > Ej),

0<7;"<s
with T¢ = ¢ 72#§¢ and 8¢ € R, depending on ¢ in such a way that
(6.3) 8¢ =0, T¢ — o0,
as ¢ — 0. We can simply put 8° = .
Localization. Since we are interested in convergence results in probability, un-

der Assumptions 2.1 and 2.2, it is enough to consider the situation where the fol-
lowing assumption holds.

ASSUMPTION 6.1. There exists a positive constant M € R’ such that

sup }a,(a))| \Y, r;(w)il \/l,(a))jEl \Y, h;(w)il \/k;(a))il <M < o0.
(t,w)€[0,T]xQ

Furthermore, X° is a martingale (b; = 0).

Indeed, set T, = inf{r > 0, supscpo . |bs| V las| Vv rEV Vv () v RE v
k;tl < m}. Then we have lim,,_, o, P[T;, = T] = 1. By standard localization pro-

cedure, we can assume that all the parameters are bounded as in Assumption 6.1.
Let

d T 17
LQ:exp{—/o at_lb,th—E‘/(; b,Ta,—zb,dz},

then by Girsanov theorem, X° is a martingale under Q. Since Q is equivalent to [P,
we only need to prove (2.10) under Q. Consequently, we can assume that X° is a
martingale without loss of generality.

From now on, we will suppose that Assumption 6.1 holds.
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Locally averaged cost.
LEMMA 6.1. Under Assumption 6.1, we have almost surely

1 T
hmlnf—]s>hm1nf If dt.
e—0 &4D e—=0 Jo

PROOF. We introduce an auxiliary cost functional:

- T/ (t+85AT . .
=l (5[ )+ ds

1
+5 > (sﬂFk,;F(éf)+eﬂf’hr;P(§j))>dt.

t<r;§(t+38)/\T

Note that the parameters r, [, k, h inside the integral are not frozen at ¢. Using
Fubini’s theorem, we have

T s ~
ngfo (58 (s<5°) +1v>85})( sD(X;) +1,0(uf)) ds

+ Z ( ‘L’ ¢ -5} + ]]_{.[ =8¢ >(8’3Fkt;F($/g) + 85Phtfp(§f))

0<‘[ <T

Hence,

1

(6.4) 0< Y

(JE = J8) <$8°I¢,

where [ is given by (6.1) with t = 0.
On the other hand, we have

T . 1 T /1 (t+85)AT — .
=/0 It dt:gC—Dﬂ/O (5—8[ (rtD(XS)—I-th(MS))dS

1
+ 5 > (s’ngtF(éf)+8’3PhtP(E;I"))>dt,

t<rj‘?§(t+85)/\T

where the parameters are frozen at time ¢. It follows that

1 7e Te
(6.5) ‘—J —J 7

gé‘Dﬁ

§M-w(r,l,k,h;88)-( Jg/\J'S)

where w denotes the modulus of continuity and M is the constant in Assump-
tion 6.1. Note that we have w(r, [, k, h; §) — 0+ as § — 0+ by the continuity of
r,l, k, h. Combining (6.4) and (6.5), the inequality follows. [
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Reduction to local problems. Using the previous lemma, we can reduce the
problem to the study of local problems as stated below.

LEMMA 6.2 (Reduction). For the proof of Theorem 2.1, it is enough to show
that

(6.6) liminfE[ 1] = (1]
£—>

PROOF. In view of Lemma 6.1, to obtain Theorem 2.1, we need to prove that

hmmf Igdt> / I; dt.

e—0

By Assumption 2.3, Lemma D.1 and Fatou’s lemma, it is enough to show that
liminfE[YI{] > E[Y /],
e—0

for any positive random variable Y bounded away from zero and from above. Up
to a change of notation r; — Yr, Iy — YI;, hy — Yh; and k; — Yk; (note that
this is allowed since we do not require ry, I;, h; and k; to be adapted), it suffices to
show (6.6). [

6.2. Proof of Theorem 2.1. After Section 6.1, it suffices to prove (6.6) where
I} is given by (6.1)—(6.2). In particular, we can assume that
(6.7) sup E[I]] < o0,

O<e<egg
for some gp small enough.

Combining ideas from [36, 41], we first consider the empirical occupation mea-
sures of (X%7). Define the following random occupation measures with natural
inclusion:

& 1 re d d

ni = F ) 8{(§§,rﬁ§,1)}ds GP(R x R ),

1 d 7 — 7 . .
pi=mr 2 S, Ey €MERIXRIN(0) > MRYx RT\{0}),

0<%} f<Te i

where for a space E, E = E U {00} denotes the one-point compactification of E.
Note that for m € M(E) we have the canonical decomposition:

m(de) = m(de) + 03 (de),
with m € M(E) and 6 € RT. Second, we define ¢; : Q@ x P(RY x R?) x
MR x R4\ {0}) — R,

@) [ (@)D + (@) Q)u(dx  dun)

- /ﬂmd\{m(kt(w)F(g) + hi(w) P (§))p(dx x d§),
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where the cost functions F and P are extended to R? x R4 \ {0} by setting

6.8 F (o0 = inf F(&)>0, P (o0 =0,

(6.8) (00(x,8)) cemh (0 &) (00(x,8))

with 00 (y ) the point of compactification for R4 x R?\ {0}. Note that the functions
F and P remain l.s.c. on the compactified space, which is an important property
we will need in the following. Moreover, for any p = p + 65800, ), We have

(6.9) cr(@, , p) = cr(w, @, p).

Now we have

(6.10) If =ci(u5, pf),

and we can write (6.7) as

(6.11) sup Efci(uy, pf)] < o0
0<e<eg

for some gp small enough.
The following lemma, proved in Section 6.3, is the key of the demonstration for
Theorem 2.1.

LEMMA 6.3 (Tightness and limiting behavior of occupation measures). As-
sume that (6.11) holds, then:

1. The sequence {(u}, p;)} is tight as a sequence of random variables with val-
ues in P(RY x RY) x M(R? x R4\ {0}), equipped with the topology of weak con-
vergence. In particular, {QWi-PD} is relatively compact in PF(Q x P(RY x RY) x
MR x R4\ {0})), equipped with the topology of stable convergence (see Ap-
pendix D for details on stable convergence and for additional notation).

2. Let Q; e PP(Q x PR x RY) x M(R4 x R4\ {0})) be any stable limit of
{QW-PDY with disintegration form:

and

S(a) = {(u, p) € P(R? x RY) x M(R? x RI\ {0}), p = p + 05800
with p € M(R? x R\ {0}) and 65 € R*, /Rded AC £ (e up(dox, du)

— 2 (mod
+fRded\{0} Bf (x,£)p(dx, d§) =0,¥f € Co(R )},

where A® and B are given by (4.2) and (4.3). Then we have, for P-almost all w,
(6.13) Q' [(1. p) € S(ar(@))] = 1.
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Since the cost functional ¢; is lower semi-continuous, we have, using the nota-
tion introduced in Lemma 6.3, and recalling in particular that E® stands for the
expectation with respect to the probability measure Q; in (6.12):

liminfE[7°]1 2 liminf E[c; (1, of)]
e—0 e—0

(D.1) _

> E%[c;(w, p, p)]

(6.9)
> E%[c/(w, w, p)]

6.12) _
D [ pao) | cr(@, . p)Q(dps, dp)
Q PRxR)x M(RxR\[0))
(6.13) " B
=" | P(dw) cr(w, w, p)Q(d, dp)
Q S(ar(w))

> P(dw) inf cr(w, 1, p).
/Q oSy P

Finally, by definition of I, we have
hmlnfE[If] > E[l(a,, It, l[, kl‘s hz)]
e—0

6.3. Proof of Lemma 6.3. First, we show the tightness of {(1¢, p®)}in P(R? x
R?) x M(R4 x R4\ {0}). A common method is to use tightness functions (see
Appendix C).

Recall that the cost functions F and P are extended to R? x R4 \ {0} by (6.8)
such that ¢ is lower semi-continuous. Moreover, ¢ is a tightness function under
Assumption 6.1; see Appendix C or [15], page 309.

Consequently, if (6.11) holds, the family of random measures {(u?, p%)} is tight.
Furthermore, by Proposition D.1, we have

(15, 7) = sabte @1 € P (P(R? x RY) x M(R? x RY\ {0})),
up to a subsequence, with

Qdw,du,dp) =Pdw)QF (du,dp).
For the rest of the lemma, we use a combination of the arguments in [36] and
[41]. Recall that

1
A ) =3 Y agdf fO) +ul V), Bf.E) = fx+8) = f().
iJ
For f € Cg(]Rd), define

o @ p) = |

R4 xR

) A% £ u)p(dx x dx)

+/ Bf (x,E)p(dx,dE),  p=p+05600.
RY xRY\ {0}
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Note that \IJ,f is well defined since pE M(R? x R4 \ {0}). Then we claim that
614 0<EU[¢/ (. p.p)] < lim B[|W/ (. if (@). pf (@))|] =

The second inequality follows from point 2 of Proposition D.1. For the third equal-
ity, we apply 1t6’s formula to f (X eTSt ) [recall that the dynamics of X® is given by
(2.11)] and obtain that

. . e _
f(X’%’i):f(XSi)Jr/ f(Xehastawd!
TS t 2 t
+/ ~f,v3U ds+/ § 0l f (X5 d

+ Z (f(ff;;z_ +E5) - f(;?;;;,_».

0<T; ST"? /

J
Combining the definitions of u?, p® and v/ , we have

E[|W/ (o, 1t (@), pf (@))]

~ ~ 1 TS - -
—Eﬂf(X%i)—f<X8:£)|]+FEWO F(Reaz awe
"l aé! ast gt
[/ Z ity — |97 (Xi;>|ds]

By Assumptions 2.1 and 6.1, the continuity of (a;) and dominated convergence,
the term on the right hand side converges to zero. Therefore, (6.14) holds.
By definition of Qf, (6.14) and Fubini’s theorem, we have

0=E%[|w/ (. 1. )] = EF[E¥ |9/ (@, . p)]]].

}

Hence, we have for P-almost all w, IE@;UH\th (w, i, p)]] = 0. Let D be a count-
able dense subset of Cg. Since D is countable, we have for P-almost all w,

EQ[|W/ (@, 11, p)|1 = 0 for all f € D. Fix w € @\ N for which the prop-
erty holds. Again by the same argument, we have for Q¢-almost all (u, p),

W/ (@, 1, 5) =0 for all f € D. Since D is dense in C2, ¥/ (w, 1, $) = 0 holds
for f € Cg.

7. Proof of Theorem 3.1. The rescaled process (X &1y is given by

AR =B ds + @bt dWE + @5 ds + P dge,
with

~ - 1
R A 1 O
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The empirical occupation measure of singular control v/ is defined by
e L
[ TF/ 0
while i is defined in the same way as previously.

Define the cost functional ¢; : Q x P(R? x RY) x M(R? x A x R;) — R:

B ~e.1
v Sy(xet ot agetyy 495

@)= [ (@D +1i(@) Q) u(dx x du)
+ /7ht(w)P(y)D(dx x dy x d§),
]RdXAXRg—

where R4 x A x R; denotes the one-point compactification of RY x A x R;.
Then we can show a similar version of Lemma 6.3 and prove Theorem 3.1 with
the operator B replaced by (4.5), the key ingredient being that the functional c is a
tightness function.

8. Proof of Propositions 4.1-4.5. In this section, we prove Propositions 4.1—
4.5. First, we provide a verification argument tailored to the linear programming
formulation in R?. Second, we give full details for the proof of Proposition 4.4.
The proofs in the remaining cases are exactly the same hence omitted.

8.1. Verification theorem in R, Consider A: D — C(R¢xR% and B:D —
C(R? x V) with D = Cg (R9). The operator A is given by

1
Af(x,u)=Ezaijaizjf(x)+zuiaif(x), f € Ci(RS).
ij i

The operator B is given by

Bf(x,8)= f(x+§) — f(x),
if V. =R?\ {0}, and by

(v, V() §=0,

Bf(x,y,8) = {5—1(f(x +8y)—f(x), 8>0,

if V=AxR].
Let Cp:RY x RY — Rt and Cp : RY x V — R* be two cost functions. We
consider the following optimization problem:

1 = (inf)c(u,,o)
@.1) e
= inf {/ CA(x,u),u(dx,du)—l—/ Cp(x, v),o(dx,dv)},
(,0) LRI xR RixV
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where (1, p) € P(R? x R?) x M(R? x V) satisfies

/ Af(x,u)u(dx,du)
8.2) R4 x R4
— 2 (mvd
—i—/RdXVBf(x,v),o(dx,dv) =0, Vf e Cy(RY).

LEMMA 8.1 (Verification). Ler w € C'(RY) N C2(R? \ N) so that Aw is well
defined point-wisely for x ¢ N and Bw is well defined for x € R?. Assume that:

1. For each (i, p) € P(R? x RY) x M(RY x V) satisfying (8.2) and c(i,
0) < 00, we have (N X R4 =0.
2. There exists wy, € C(%(Rd) such that

Aw,(x,u) = Aw(x,u),  VY(xr,u) e RY\ N x R?,
Bw,(x,v) > Bw(x, v), V(x,v) € RY x V,
and there exist 0 € R such that
|Aw, (x, )| <O(1+Ca(x,u)),  V(x,u) e (RY\N) xR,
|Bw, (x, v)| <6Cp(x,v), V(x,v) eR? x V.
3. There exists a constant 1V € R such that
(8.3) uier]gdAw(x,u)+CA(x,u)zIV, x eRI\N,
(8.4) inf Bw(x,v) + Cp(x,v) 0, xeRY.
Then we have I > 1V .
If there exists (u*, p*) satisfying the LP constraint and
(8.5) Aw(x,u) + Catx,u)=1",  u*-ae.,
(8.6) Bw(x,v)+ Cpg(x,v) =0, p*-a.e.

then we have I = IV . Moreover, the optimum is attained by (u*, p*) and we call
(w, I'V) the solution of the HIB equation associated to the linear programming
problem.

PROOF OF LEMMA 8.1. Let (u, p) be any pair satisfying (8.2) and c(u,
0) < 00. We have

/ Aw(x,u)u(dx,du)+/ Bw(x,v)p(dx, dv)
RY x R4 RixV

R4 x
=0.

= Awn(x,u)u(dx,du)+/ Bw, (x,v)p(dx, dv)
R4 RixV
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The first term is well defined since Aw is defined p-everywhere. The second equal-
ity follows from the second condition and the dominated convergence theorem.
Hence,

)= [, (Catew)+ Awix, w)u(dx. du)

14
+/RdXV(CB(x,v)+Bw(x,v)),o(dx,dv)31 ,

where the last inequality is due to (8.3)—(8.4), and the equality holds for (u, p) =
(u*, p*) if and only if (8.5)—(8.6) are satisfied. [

Therefore, finding an explicit solution of a linear programming is possible if we
can determine a suitable solution pair (w, / V) from (8.5)—(8.6).

8.2. Verification of Proposition 4.4. In this section, we provide an explicit so-
lution of the following linear programming problem:

I(a,r 1,k h)= inf (rx? + lu?) u(dx, du)
(n,p) JRxR
(8.7)

+ A; o K THIEDp (. dB).

where u € P(R x R) and p € M(R x R\ {0}) satisfy

1
/ (Eaf”(X)+Mf’(X))u(dx,du)
(88) RxR
[ (FaE - f@)odx,de) =0,
RxR\{0}

forany f € Cg (R). The following lemma, whose proof is given in the Appendix,
and Theorem 8.1 establish the existence of the solution pair (w, I'") of the HIB
equation corresponding to (8.7)—(8.8).

LEMMA 8.2 (Solution of the HIB equation for combined regular and impulse
control). There existU > £* > 0,1V > 0,and w € CHR)NC*R\{U, U}) such
that

(8.9)  Aw(x,u*(x))+ Calx, u*(x))=1", xe(=U,U),
(8.10) Bw(x, —sgn(x)&*) + Cp(x, —sgn(x)§*) =0, xe{-U,U},
where u*(x) is defined by

w'(x)

(8.11) u*(x) ;== ArgminAw(x,u) + Ca(x,u) = — )
ueR 21
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L L+x:i(L) U+x:i(U) u
0

X

FI1G. 1. Solution of the HIB equation for combined regular and impulse control

More precisely, we have (cf. Figure 1)

1—¢ 1 172
(r)"/2x% — 2alln | Fy (T‘; > (é) x2>, x| < U,
w(U) + k(x| =U), x| > U,

(8.12) w(x) =

where | F1 is the Kummer confluent hypergeometric function (see Appendix A) and
1V = L\/ﬁ,

for some 1 € (0, 1). Moreover, w satisfies the following conditions:

(8.13) w'(x) = w'(x —sgn(x)&*) = sgn(x)h, xe{-U,U},

(8.14) w”(x) <0, xe{=U,U},

(=00, —h), U <x<-U+E&",
(8.15) w'(x) € {(—h, h), —U+&*<x<U-—E&",
(h, 00), U—-£t*<x<U,

and w, £*, U and 1 4 depend continuously on the parameters (a,r, k, h).

REMARK 8.1. Equations (8.9) and (8.10) correspond essentially to (8.5) and
(8.6). The interval (—U, U) is called continuation region. Equation (8.13) is the
so-called “smooth-fit” condition and guarantees that w is a C! function. Equations
(8.14) and (8.15) characterize the growth of the derivatives of w and will be useful
in the proof of Theorem 8.1.

Proposition 4.4 is a direct consequence of the following theorem.

THEOREM 8.1 (Combined regular and impulse control). For any parameters
a,r,l,k>0andh >0, we have:
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1. The pair (w,1V) in Lemma 8.2 is the solution of the HIB equation corre-
sponding to (8.7)—(8.8) in the sense of Lemma 8.1. In particular, the optimal cost
of (8.7)—(8.8) is given by I =1V .

2. Let p*(x) € CO—U, UDNC?>((=U, U)\{—U +&*, U —&*}) be a solution
of

1 / * *
Eap”(x)—(u*(x)p(x)) =0, x€(=UU\{-U+&E"U—-¢"},
p(=U)=pU) =0,
1 1

@8.16) |7 () =p'(=U+8)=) = Jap'(=U +&")+),
1 1
Jap' U=) = (U = €)4) = 3ap'(U —£)-),

U
/ px) =1,

—U

write p*, p* € R for

1 1
(8.17) P =cap(=U)+).  pf=—zap'U-).

and recall that u* is given by (8.11). Then the optimum of (8.7)—(8.8) is attained
by

w(dx, du) = p*(x) dx ® 8,+(x)(du),
(8.18)
p*(dx,d&) = pXS_y.er + pLdw, -

PROOE. 1. Consider the function w defined in Lemma 8.2. First, we show that
the three conditions in Lemma 8.1 are satisfied by w.

(i) Note that N = {—U, U}. For any (u, p) satisfying the LP constraint, we
show that p({x} x R) =0, Vx € R. In particular, u(N x R) = 0. Indeed, let f, €
Cg (R) be a sequence of test functions such that f,(z) — 1 (z) forall z, || fulleo V
| /2 lloo — O and there exists & € R™ such that

|Afn(x, M)| = 0(1 + CA(X, l/t)),
|Bfn(x,.§)|§9CB(x,§) VxeR,ueR, &R\ {0}

For example, let ¢ € C3 with ¢” being a piece-wise linear function such
that ¢"(£00) = ¢"(=1) = ¢"(1) = ¢"(3) = ¢"(5) = 0, ¢"(0) = ¢"(4) = 1 and
¢”(2) = —2 and take f,(z) = n%(p(n(z — x)). Since c¢(u, p) < 0o, we have by
dominated convergence theorem

() < B) =tim [ Afu(z itz x du) + [ Bf, . ©)p(dz x d6) =0,
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(i) Letg, € C% be a sequence of functions such that ¢, (x) = 1 for |x| < n and

sup @l cz = enlloo V [@nlloo v [0 oo < 00
n

Let w, = wg,. Then w, is C? except at {—U, U} and is of compact support. For
each n, w, satisfies also the LP constraint

wand,u—l—/Bwnd,o:O.

Indeed, let ¢s be any convolution kernel and wy, 5 := wjy, * @s. So w;,_ s satisfies the
LP constraint. Moreover, Aw, s — Aw, for x ¢ {-U, U}, Bw, s — Bw, for any
(x, u) and sups | wy.s ||C5 < |lwy, ||C§ < 00. By dominated convergence, w,, satisfies
the LP constraint. Finally, a direct computation shows that for some constants 6
and 6/,

|Awy| < 9/||(Pn||cg(|w| + [w'[ +w"]) <01+ Ca),
|Bwy| < 2||@nllcclwn| < 0Cp.

So the second condition is satisfied.

(iii) By (8.9) and (8.14), we have Aw + C4 > 0 for x ¢ {—U, U}. By (8.10)-
(8.15) and definition of w outside [U, U], we have Bw + Cp > 0.

By Lemma 8.1, we then conclude that 7 =1V,

2. We need to show that u* and p* satisfy the LP constraint. Assume that u*
and p* are given by (8.18), then by integration by parts, the LP constraint holds if
p*(x) is solution of (8.16). It is easy to see that the latter admits a unique solution.

O

APPENDIX A: KUMMER CONFLUENT HYPERGEOMETRIC
FUNCTION | F;

We collect here some properties of the Kummer confluent hypergeometric func-
tion 1 1 which are useful to establish the existence of solutions of the HIB equa-
tions associated to combined control problems in dimension one. Recall that | F|
is defined as

&\ (a) 2

(A.1) 1Fi(a,b,2)=) ———,
Z by k!

with (a)x the Pochhammer symbol.

LEMMA A.1. We have the following properties:

1. The function | F admits the following integral representation:

I'(b) I _ L
Fila,b,7) = ——~ apa=l _ pb=a=1l gy
1Fi(a,b,z) To—al@ b e ( )

It is an entire function of a and z and a meromorphic function of b.
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2. We have
0
a—lFl(a b, Z) —1F1(a+1 b+1, Z)
3 (a)kzkk I
_lFl(aabvz) Z
da (b)k k'p Op+a
3. We have

(a+DHz1Fi(a+2,b+2,2)
+G+1D)b—21Fia+1,b+1,2) —bb+ 1)1 Fi(a,b,2)=0
4. We have

_La)ina —a i I'(b) Zab( <1)>
1F1(Cl,b,Z)—l_,(b_a)€ Z <1+0<|z|>)+l"(a)e 1+0 H

as z — o0o.
5. Consider the Weber differential equation:

” 1 2
(A.2) w’(x) — 2" +0 |Jwkx) =
The even and odd solutions of this equation are given, respectively, by
(A3) Hx: 0) _%sz(le_i_l 11 2)
. w(x;0) = - = ,
prEe TG T2
(A4 s ) = xe A (304 5.3 54%)
. w N = — - - = .
X5 xe 11 5 4°7° 2x

PROOF. See[l,3]. O

APPENDIX B: PROOF OF LEMMA 8.2

We first look for w in the continuation region (—U, U). Define (the change of
variable comes from [47], page 260)

(x) 2al ln i (.X L) 2 1 ( —ll)l/Z IV
w(x):=—2allnww| —; —= |, a“=—al(r , =-——T7

o 2 2 (arl)1/2
where W is the odd solution (A.3) of the Weber differential equation (A.2). Then
w satisfies the following ODE:

%aw (x) — 4ll(w @) +rxt=1",
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which is exactly (8.9). Hence, we conjecture that the solution in the continuation
region (—U, U) is given by

101 1
w(x)z—zalln(e—ixz/“zm( : 2))

4 2 242"
1—¢ 1 1
= (rl)l/zxz — 2alln(1F1 <TL, 5, ﬁx2)>.

Now we show that there exist suitable values U, £(U) and ¢ such that 0 < U +
EWU)<U,te(0,1) and Conditions (8.10)—(8.15) are satisfied. Let

9 1
h(x: 1) = % — 2(rl)1/2(1 - L)g(EXZ; L>)x,
with
RG34
P17 5.2)

gz 0)

We have the following lemma.

LEMMA B.1. The function g(z; ) satisfies

1, z—>0+,
g(z; 1) —> 2
1—1

) z —> +00,
and

g @u0>0,  Vzel0,+00).

PROOF. The limits of g(z;¢) follow from the asymptotic behavior of | F)
(Property 4 in Lemma A.1). To show that g is increasing, we use Properties 2
and 3 in Lemma A.1 and obtain

¢(2) =g<z>(1 -

I—u 1
@) + 51— 5.

Note that g’(0) > 0, so g > 1 near x = 0. Since g’(z) > 0 for g(z) = 1 and
g'(z) <0forg(z) = &, g(z) cannot leave the band [1, &]. O

We now state a second lemma (cf. Figure 2).

LEMMA B.2. The function h(x; ) satisfies the following properties:
1. Fort € (0,1), we have

hix; o) 20r)V2, x — 0+,
- 12
X =2(rl)*~, x — 400.
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Q
)

o ‘.“’;"“’:"“’;' *.
S rt(rl)*iota*x

h(x; iota)

1.0

: = or <= ota o> 1=

0.0

0.0 0.5 1.0 1.5 2.0 25 3.0

X

FI1G. 2. Qualitative behavior of h(x; t).

Let 0 < x, < 00 be the first zero of h(x; ). We have

, 200020 > 0, x=0,
h(x;0) = 1/2 - = -
=2(rl) 772(1 — X8 (z,) <O, X =X,
where 7, = 20[%)?? and
h'(x;1) <0, x €[0,x].
2. For x € (0, 00), we have

0
ah(x;t) >0

and
hix; o) — 2(r))?x, L= 1—.
We have
)EtzO(Ll/z), t — 0+,
and hence
xlel%&))%[]h(x; 1) — 0, t — 0+.

PROOF. For fixed . The asymptotic behavior of & follows from Lemma B.1.
The second property is clear since

W (x50 =20D"Y (=21 =g’ @)z + (1 — (1 - 0g(2)))
h(x)

)
X

=20 (=2(1 — )¢ (2)2) +
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with z = 2o+2x2' Finally, we get
d
B (x: 1) = d—zh’(z; 07 (x) = =20t D)1 =) (3¢'(2) + 28" (2)2) 7 (x).

Furthermore, we have

3g'(2) + 28" (2)z

1
=3g’(Z)+2z( "1 -1-0g@)+ ( (z)—1—zg (z)))

/ 1 /
=2z¢'()(1— (1 —0g@) + E(g(Z) —1)+2¢'(2)

which is strictly positive term by term for x € [0, x,].

For fixed x. The limit of & as « — 1— follows from the fact that | F|(a, b, z) is
entire in a [equation (A.1) and Property 1 in Lemma A.1]. Now we show that / is
monotone in ¢. Let G := 0,1 F|, we have

3 1—0 1 1
3h(x: L)——2al——1n1 1( L2 —x2>

4 27 202
d 0 l—L 1 1 >
——2al——ln1F1< - — )
dx 0 4 2 202
1 0 G (l—t 1 1 )
=—al——| —; —; —
2 dx 1 F| 2 202
1 1F1 Ga
— —al? 6z 0z ( : )
2az(x) 1F2

with z(x) = 5 2x2 It is enough to show that the last term is positive. Using the
series representation of | F; and G (an Property 2 in Lemma A.1), write

o0 o0
1Fi =Y fid", G=Y Bfid",
k=0 k=0

with

Gt 11—
p+a’ 4
We get
8 o0 o0 )
lFlaxG G—1F1 ( ﬁZl>(Z(j+1),3j+1fj+lzj>
i=0

j=0

(Z(l + l)fi-HZi) (Z ﬂjszj>

i=0 j=0
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= Z( Yo i+ 1)ﬂj+1fj+1>zk

k=0 i+ j=k
o0
- Z( > G+ 1)fi+1ﬁjfj>zk-
k=0 Ni+j=k
Then the coefficient of z* is given by

Yo HGHDB i fiti— Y, G+ DfiniBif

i+j=k i+j=k
= Y G+DBjr1—B)fifin
i+j=k
= > (GHDBj+1—B)Sfifir1 —iBi — Bj+D) fi+1 1)
I<i<j+1<k
+ Y o Y
jHl=k+1 i=j+1
= Y UH1=DBr—Bfifiri+ D, )+ D oo
1<i<j+1<k jHl=k+1 i=j+1

This term is positive since By is increasing in k. Hence, 9,4 > 0. Thus, A (x;¢) is
increasing in ¢ for fixed x € R™.
From the relation between g and £, z, is the first solution of

1—-(1-0vgz)=0, z>0.

Moreover, we have

1 —
g(z)=1+(l—TL>z+0(z), z— 0+4.

Then uniformly on ¢, g(z) is bounded from below by 1 + %z on [0, zo], hence

3
Z[<1—L=0(L), L= O+
— 1

Finally, we have

max h(x; 1) < 2(rl)1/2)2t — 0, t— 0+. 0
[0,%,]

PROPOSITION B.1. For any parameters r,1, h > 0 and k > 0, there exist | €
0,1) and 0 < U 4 & < U such that

U
/ h(x;)dx =k — hé&,
U+¢

h(U; ) =h,
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h(U+E&;1)=h,

©, h), 0<x=<U-+§¢,
h(x;) €
(h, 00), U+§=<x=U,

h'(x;0) <0, O0<x<U.
Moreover, (1, &, U) depends continuously on (r,1, k, h).
PROOF. Existence. Let k > 0. Since h(x;t) is monotone in ¢ and h(x;t) —
2(rl)!/%2x as t — 1—, there exists ¢ = ¢(h) > 0 such that
L, 1= {L € (0, 1), there exists exactly two solutions U, 4 &, and U, on [0, )EL]}.
We have
h/(Ut +&:;0) >0, h/(UL) <0,
so by the implicit function theorem, U, and U, + &, depend continuously on .
Define
U,
K(t):/ hix;t)dx.
Ul+$l

Then K is continuous in ¢ and

lim K (1) =0, lim K () = oo.
(=t 1—1-

Hence, there exists ¢(h, k) € (¢(h), 1) such that K (¢(h, k)) = k. The remaining
property of 4 is easily verified.

If kK = 0, then there exists exactly one ¢(h) € (0, 1) such that the maximum of
h(x;t) is h and is attained by U, such that

h(U; ) =0.

Since h”(U,; 1) <0, U, depends continuously on ¢ by the implicit function theo-
rem.

Continuous dependence. Since & and U depend continuously on ¢, it suffices to
show that ¢ depends continuously on the parameters a, r, i, k, [. To see this, note
that ¢ = (a, I, r, h, k) is determined by

K(a,rl, k,h)=k.
But, we have
0
a—K(L; a,r,l,k,h)>0.
t

Thus, ¢ depends continuously on the parameters by the implicit function theorem.
g
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PROOF OF LEMMA 8.2. Extend the function w in Proposition B.1 to R by

_Jw(lx]), x| <U,
w(x) =
w(U) + k(x| —U), x| > U.

Then (8.9)—(8.14) hold. By (8.10) and (8.13), we have w € C'(R) N C2(R \
(u,uy. O

APPENDIX C: TIGHTNESS FUNCTION

For more details on the following results, see [15], Appendix A.3 and [6].

DEFINITION C.1. A measurable function g on a metric space taking values
on the extended real line g : (E, d) — R U {oo} is a tightness function if:

1. inficg g(x) > —o00.
2. VM < o0, the level set {x € E|g(x) < M} is a relatively compact subset of
(E,d).

LEMMA C.1. If g is a tightness function on a Polish space E, then:

1. The function G(n) = [ g(x)u(dx) is a tightness function on P(E).

2. If in addition g > & where § is a positive constant and E is compact, then
G(w) = [ g(x)u(dx) is a tightness function on M(E).

PROOF. Note that M(FE) is a metric space, thus sequential compactness is
equivalent to relative compactness (see [15], page 303, for the metric). For the
first property, see [15], page 309. For the second property, we consider the level
set {u € M(E)|G(n) < M} and let {u,,} be any sequence in the level set. By [6],
Theorem 8.6.2, it is enough to show that:

1. The sequence of nonnegative real numbers u, (E) is bounded.
2. The family {u,} is tight.

Since g > §, we have u(E) < G(n)/8 < M/S. Hence the first condition is
true. On the other hand, for any ¢ > 0, we consider u,/u,(E) € P(E). Then
G(un/n(E)) <M/pun(E) <M/e,if u,(E) > ¢. Since G is a tightness function,
we deduce that {u,|u,(E) > e} is tight. Therefore, {u,} is tight and the second
condition follows. [
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APPENDIX D: CONVERGENCE IN PROBABILITY, STABLE
CONVERGENCE

Let (€2, F) be a measurable space and (E, £) a Polish space where & is the
Borel algebra of E. Define

Q=QxE, F=FQE.

Let By (2) be the set of bounded measurable functions g such that z — g(w, 7)
is a continuous mapping for any w € . Let M () be the set of finite positive
measures on (2, F), equipped with the weakest topology such that

> /ﬁg(a), u(dw, dz),

is continuous for any g € Bme(R).

We fix a probability measure P on (2, F). Let PP (Q X E, F Q £) C Mpc(R)
be the set of probability measures on € with marginal P on €2, equipped with the
induced topology from M (£2). Note that PP(Qx E, FQE) is a closed subset of
Mme(S2). For any random variable Z defined on the probability space (2, F, P),
we define

Q% (dw, dz) :=P(dw) ® 87(w)(dz) e PX(Q x E, FRE).

DEFINITION D.1 (Stable convergence). Let {Z¢, & > 0} be random variables
defined on the same probability space (€2, F, P) with values in the Polish space
(E, £). We say that Z¢ converges stably in law to Q € P (Q x E, F Q ), written
Z = suple Q, if Q7" — Q in Mine(R).

We use the following properties in our proofs.
PROPOSITION D.1. Let {Z?, & > 0} be random variables on the probability
space (2, F,P) with values in (E, £):
1. We have Z8 — gapie Qe PP(Q X E, FQ E) if and only if
E[Yf(2°)] > E°[Yf @),

for all bounded random variables Y on (2, F) and all bounded continuous func-
tions f € Cp(E,R).

2. Assume that Z¢ — gupie Q € PP(Q x E,FQE). Then
(D.1) liminfE[g (e, Z¢)] = EQ[g(w, 2)],

e—>0

for any g bounded from below with lower semi-continuous section g(w, -) on E.
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3. Let Z be a random variable defined on (2, F,P). We have
A —>p zZ & 7z — stable QZ-

4. The sequence {Q%", & > 0} is relatively compact in PY(2 x E, F®E) if and
only if {Z%, ¢ > 0} is relatively compact as subset of P(E). In particular, if E is
compact, then PP (2 x E, F ® £) is compact.

PROOF. 1. This is a direct consequence of [27], Proposition 2.4.

2. This is generalization of the Portmanteau theorem, see [27], Proposition 2.11.

3. The = implication is obvious. Let us prove the other. Consider F(w, z) =
|Z(w) — z| A 1. On the one hand, we have E[F (w, Z8)] — EQ°[F(w, 2)] =0 by

definition. On the other hand, for any é € (0, 1) we have
E[F A
P[|Z¢ — Z| > 8] < B[F (w, Z°) > 8] < w

by Markov inequality. We deduce that Z® — , Z.
4. See [27], Theorem 3.8 and Corollary 3.9. [

LEMMA D.1. Let{Z,Z?, ¢ > 0} be positive random variables on the proba-
bility space (2, F,P) such that Z is integrable. Then the following properties are
equivalent:

(i) For any positive random variable Y on (2, F, P), bounded away from zero
and from above,
liminfE[Y Z°] > E[Y Z].

e—0
(i)
liminfZ® >, Z.
e—>0

(iii) For any sequence {€,} we can pick a subsequence {g,,,} such that

(D.2) liminf Z& > Z

m— 00

almost surely.

PROOF. (i) = (ii). Let 6 > 0 be any real number and, without loss of gener-
ality, let {Z?} be a minimizing sequence of P[Z¢ > Z — §] as ¢ — 0. Considering
the one-point compactification R U {00}, we can assume that Z® converge stably
to Q € P(R2 x (R4 U {00})) with canonical realization Z. Then we have

E[Y Z] > limsupE[Y Z°] > E[Y Z],
e—0
where the first inequality comes from the fact that z — z is u.s.c. on Ry U {oo}
and [27], Proposition 2.11. Since Y is arbitrary, we conclude that Z > Z. Then by
stable convergence of Z¢ to Z, we have P[Z® > Z — §] > P[Z > Z — 6] = 1.
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(ii) = (i). Statement (ii) is equivalent to convergence of (Z — Z%)™ to zero
in probability. By the dominated convergence theorem, this implies that for every
bounded positive Y,

liminfE[¥ (Z — z&) =0,
£—>
and so
limi(r)lfIE[Y(Z -Z%)] <0,
E—>

which proves the implication.
(ii) <= (iii). Since (D.2) is equivalent to convergence of (Z — Z®m )™ to zero
almost surely, the equivalence follows by standard results. [
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