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Abstract

Quadratic harnesses are typically non-homogeneous Markov processes with time-
dependent state space. Motivated by a question raised in [14, (4.4)] we give ex-
plicit formulas for bridges of such processes. Using an appropriately defined f-
transformation we show that all bridges of a given quadratic harness can be trans-
formed into other standard quadratic harnesses. Conversely, each such bridge is an
f-transformation of a standard quadratic harness. We describe quadratic harnesses
that correspond to bridges of some Lévy processes. We determine all quadratic har-
nesses that may arise from stitching together a pair of g-Meixner processes.
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1 Introduction

The celebrated Paul Lévy’s Brownian bridge of the Wiener process (W;) is X; =
W, —tWy, t € [0,1]. It is clear that Xy = X; = 0, that the trajectories are continuous,
and that (X;) is a Gaussian process with mean zero and covariance E(X,X;) = s(1 —t)
for 0 < s <t < 1. A well-known transformation (see, e.g., [3, pg 68])

Y, = (1+t)Xt/(1+t) (1.1)

converts the Brownian bridge into another Wiener process.

In this paper we extend this representation to bridges of a class of processes with
linear regressions and quadratic conditional variances which we call quadratic har-
nesses, using an f-transformation of a stochastic process introduced in Definition 2.1.
Our main result, Theorem 2.2, shows how to transform a bridge of a quadratic harness
into another quadratic harness on (0,00). The inverse of this f-transformation gives
an explicit formula for the bridge in terms of a quadratic harness; the formula is more
involved but similar in spirit to [14, (4.4)]. It is conjectured, and confirmed in many
specific instances, that such quadratic harnesses are determined uniquely. We give two
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Bridges of quadratic harnesses

applications of Theorem 2.2: in Section 2.1 we describe quadratic harnesses that arise
as f-transformations of bridges of Meixner processes. In Section 2.2 we determine
parameters of all quadratic harnesses that may arise from a construction that stitches
together pairs of Meixner processes with random parameters. Theorem 3.1 shows how
the parameters of a quadratic harness change under group action of the affine trans-
formations. Section 4 contains more technical proofs.

1.1 Bridges

A heuristic description of a bridge of a process (Z;) is that it behaves like (Z;) con-
ditioned to start at time r at a prescribed point z,. and to end at time v at a prescribed
point z,.

Fort; <ty <---<t, in an open interval 7 C (—o0,0), denote Z; = (Z,,...,Z,,).

The bridges are often constructed as families (Xt(z""z’”))te[r,v] of processes indexed
by pairs (z, 2,,) and the above intuition can then be formalized as the requirement that

E(f(Zr)9(Zy)N(Zy)) = /E (Q(XEZ“Z”))) f(zr)h(20) Pr(Z, € d2p, Z, € dz,) (1.2)

forr < t; <ty <--- <t, < v and positive measurable functions f, g, h, together with
the requirement that X% — 5 and X0 = 2,

Unfortunately, adopting (1.2) as a definition of a bridge would make it difficult to
make judgements for specific pairs (z,,z2,); in particular, we would not be able to
use this definition to construct quadratic harnesses with prescribed parameters, as in
Proposition 2.7. This issue is less important in specific constructions of bridges, which
often produce a bridge for all admissible pairs (z, z,). However, our goal is to study
representations of the bridges for a class of processes that we expect (but do not know)
to be Markov. In our main results we assume that a bridge exists rather than construct
it. So we choose the weakest useful definition of a bridge.

Definition 1.1. A stochastic process (Xt)te(m) is a bridge between points (r, z,) and
(v, 2,) of a process (Z;)ic7 such that (r,v) C T, if:

(i) lim;_,,4 X} = 2, and lim;_,,_ X; = z, in probability.
(ii) Forr < t; < t2 < -+ < t,, < v the distribution of the vector X, is absolutely
continuous with respect to the distribution of the vector Z,.
(iii) Forr < s1 < - <8 <t1 <toa < - <ty <u <wug <---<u, <v and integrable
function g, if
E(9(Z:)|Zs,Z,) = NZs, Zy,), (1.3)

for some measurable function h (that depends on s, t,u)) then
E(Q(Xt)‘xsvxu) = h(Xs7Xu)' (14)
(The equalities hold almost surely on the respective probability spaces.)

The "standard" construction of bridges of Markov processes based on Doob h-transform
and duality is presented in [17, Proposition 1]. A Feller property framework for exis-
tence of bridges appears in [12], see also [1]. There is also a related construction
of more general "reciprocal processes" in [21], where one may prescribe the initial
and final laws instead of the point masses. These constructions usually assume time-
homogeneous Markov property, and/or existence of a o-finite reference measure. How-
ever, the processes we are interested in are often not time-homogeneous, and the den-
sities with respect to a fixed o-finite measure may fail to exist. We therefore state the
following proposition which applies e.g. to many examples of Markov quadratic har-
nesses, see Remark 1.3.
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Proposition 1.2. Suppose (Z;);c7 is a (non-homogeneous) Markov process with uni-
variate distributions m,. We assume that there is a family of Borel sets {M, : t € T} such
that m,(M;) = 1 and that Z, has transition probabilities P, .(z,dy) defined for x € M,.
We assume that

(i) transition probabilities Ps.(x,dy) are absolutely continuous with respect to the
univariate laws m;: for x € M, and s < t, the transition probabilities are

Py (7, dy) = p(s, z;t, y)me(dy), (1.5)

where (z,y) — p(s,z;t,y) is a measurable function Mg x M; — [0, 00).

(ii) there arer < v in T and a pair (z,, z,) € M, x M, such that 0 < p(r, z,;v, z,) < 00,
and for any € > 0, we have

lim p(T, Zr;tay)p(tvy;vazv)ﬁt(dy) = 07 (16)
= M yily—z|>e)
lim p(rv ZT‘;thy)p(t?y;Uaz’l})ﬁt(dy) = 0. (17)

t=om Hyily—zo|>€}

Then there is a Markov process (X¢)e(r,») which is a bridge between points (r, z,) and
(v, z,) of the process (Z;). If in addition 0 < p(r, z,; v, z,) < oo for all (z,, z,) € M, x M,,
then (1.2) holds.

In the proof, which appears in Section 4.1, we give explicit formulas for the transition
probabilities of such a bridge.

Remark 1.3. Condition (ii) of Proposition 1.2 holds under the following assumptions.
Suppose that the following integrals exist:

a(t) = / yp(r, 205t y)p(t, y; v, 20) T (dy)

b(0) = [ = meplr, 2t (e s 0,20 )elad)
and that with m(t) = a(t)/p(r, 2,5 v, 2,), 02(t) = b(t)/p(r, 2,50, z,) we have

lim m(t) = z,, lim m(t) = z,, lim o*(t) = lim o*(t) = 0. (1.8)
t—rt t—v— t—rt t—v—

Then (1.6) and (1.7) hold.

In particular, conditions (1.8) are easy to verify for quadratic harnesses, since (1.11)

below implies
t— —1
m(t) = —z, + — 2, (1.9)
v—r v—r

and (1.14) below implies that there is a constant C = C(r, v, z., z,,) such that
o?(t) = Clv—t)(t —r). (1.10)

Remark 1.4. We will also want to consider one-sided "bridges" corresponding to v =
oo. For a process (Z;) such that lim;_,, Z;/t = 0 in probability, we define a one sided
bridge from (r, z,) as the time-inversion of the bridge between (0,0) and (1/r,z./r) of
the time-inverted process (tZ1;)i>o.
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1.2 Quadratic harnesses

Throughout the paper the past-future filtration (F; ) is a family of sigma fields with
s < t from a nonempty open interval 7 = (7p,71) C (—o0, o0) such that F,, C Fs; for
r,s,t,u €T withr < s <t <wu. Weallow Ty = —occ or T} = oo.

An integrable stochastic process X = {X; : ¢¢& T} such that X,, X, are F, -
measurable, is called a harness [18, 22, 28] on 7 with respect to (Fs.) if for any
s, tyu €T with s <t <,

E(X,|Fou) = Z:EXSJF =5 x.. (1.11)

uU—3s

All integrable Lévy processes are harnesses with respect to their natural past-future
filtration ([19, (2.8)]); additional examples are mentioned after Definition 1.5.

For a square-integrable process, a natural second-order analog of (1.11) is the ad-
ditional requirement that Var(X;|F; ,) is a quadratic function of X,, X,,. It turns out
that under additional assumptions, conditional variance of such a process is given by
expressions (1.14) and (1.15) below, see [7, Theorem 2.2]. This motivates the follow-
ing definition, in which we specify the form of the conditional variance in terms of six
parameters.

Definition 1.5. We will say that a square-integrable stochastic process X = (X;)ie7 is
a quadratic harness on 7 with respect to (F.), if (X;) is a harness, and there are six
constants x, 1,0, 0,7, p and a non-random function F; , ,, of s <t < u such that

uXs —sXy  Xu— X,
+6
u— S u— S

Var[Xt|]:s,u] - Ft,s,u <X + n

_ 2 _ 2 _ —
(uXs —sX,)® (X — X% (X, — X,)(uX, 5Xu)>. (1.12)

w—92 = (w-sp 7 (u—s)?
We will say that (X;) is a standard quadratic harness, if x # 0, T C (0,00), and
E(X¢) =0, B(X,X;) = min{s, t}. (1.13)

Examples of quadratic harnesses on (0,c0) are five Lévy processes with quadratic
conditional variances from [27]. Other examples include the classical versions of some
free Lévy processes ([10, Theorem 4.3]), classical versions of g-Brownian motion ([10,
Theorem 4.1]), bi-Poisson process [8, 11], and Markov processes with Askey-Wilson laws
([5, Theorem 1.1]).

For standard quadratic harnesses it will be convenient to re-write (1.12) with p =
v —1, so that

uXs —sXy o Xu— X
+6

u—=S u—=s

Var[Xﬂfsyu] = Ft,s,u (1 + n

—i—O’(UXS —SXu)2 (Xu_XS)2 )(XU_XS)(UXS _SXu)> . (1.14)

T —(1-
(5P wosz (u— s
(This change of notation matches better matrix representation in Section 3 and is con-

sistent with [7, Theorem 2.2].) By taking the expected value of (1.14), see Proposition
3.6, we have

 (u—=1t)(t—s)
Fiou = w(l+so)+7— sy (1.15)

When we want to indicate the parameters of a standard quadratic harness, refer-
ring to representation (1.14) we shall write X € QH (n,0;0, ;7). Unless specified oth-
erwise, we will use the natural past-future filtration (F,.), that is Fs; = o(X, : r €
((0,8] U [t,00))N'T).

The importance of the standard form of a quadratic harness lies in the following.
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Conjecture 1.6. The parameters 1,6, 0, 7,7 of a standard quadratic harness on (0, 00)
determine uniquely its finite dimensional distributions.

This conjecture is known to be true under additional, seemingly technical, conditions
that include restricting the range of values of the parameters, see [7, 10, 9, 27]. In
particular, for 7 > 0 and —1 < ¢ < 1, a quadratic harness in QH (0, 6;0, 7; ¢) is a Markov
process, called g-Meixner process in [10]; for the Meixner processes with v = 1, see
[27].

We now introduce additional notation for the right hand side of (1.14). For a (random
or deterministic) real function X of real parameter ¢, denote

AW (X)
As,u()() - |:£5,u(x):|
with X X X X
Apu(X) = 24728 and A, ,(X) = L2552 (1.16)
u— 8 u— 8

In the sequel, if X is clear from the context, we will write A, instead of A ,(X).
The right hand side of (1.14) is a multiple of a quadratic polynomial in two real
variables which we will write as

K(A, ) =1+0A 0 + 00, + A2, + 1A%, — (1 -7)A Ay (1.17)

)

2 f-transformation of a bridge

We will write K (a,b) instead of K <

Formula (1.1) describes a bridge X between points (0,0) and (1,0) of a quadratic
harness (W;) € QH(0,0;0,0; 1) by indicating how to transform it into another quadratic
harness V € QH(0,0;0,0;1) on (0,00). This relation can be generalized as follows.

Let f : R2 — R? be a non-degenerate affine function f : R> — R?, written in matrix
notation as

flz,y) =[z,y]A+m" (2.1)
where m” = [m1, m,] and
A= {‘Z Z} € GLy(R). 2.2)

Let p(t) = (at + b)/(ct + d) be the associated Mobius transform, ¢t € R\ {—d/c}. We
note that ¢ is increasing on subintervals of R\ {—d/c} if det(A) > 0, and ¢ is decreasing
otherwise.

Definition 2.1. If X = (X;):c7 is a stochastic process on an open interval T C (R \
{—d/c}), and f is the function in (2.1), we define the f-transformation X/ of the stochas-
tic process X as the process Y = X/ on the open interval S = ¢~!(T) such that

Y: = (ct+ d)X@(t) + (t,m), t €S, (2.3)
where (a,b) = a’b and t = [t,1]7.

For example, formula (1.1) describes f-transformation V = Xfwitha=c=d=1,
b = my; = ms = 0. Another well known f-transformation is time inversion Y; = tX; /t
which can be written as Y = X/ withb=c=1,a =d = m; = my = 0. Similarly, re-
scaling transformation Y; = aXg; with o, 3 # 0 can be writtenas Y = X/ with non-zero
parameters given by a = af, d = a.
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A calculation verifies that as long as the time domains of the processes match,
(X7)9 = x9°7, (2.4)

This allows us to build more complicated transformations from simpler components,
and gives us the flexibility to consider either Y = X/ or X = Y/ "' as needed.

By [27, Theorem 1(i)], see also [10, Theorem 4.2] and [24], if V is a quadratic har-
ness in QH(0,0;0,0;1) on (0,00) then V is the Wiener process. So formula (1.1) says
that if X is a Brownian bridge then an appropriate f-transformation V = X/ gives
V € QH(0,0;0,0;1). Our next result is an analogous property of bridges of more
general quadratic harnesses. For every bridge of a quadratic harnesses we give an
f-transformation turning this bridge into a standard quadratic harness on (0, o).

Theorem 2.2. Let Z = (Z:):c7 be a standard quadratic harness with respect to its
natural past-future filtration, with parameters specified by Z € QH(n,0;0,7;7). Fix
r < v in T and z,, z, such that there exists a bridge X = (X;);c(r.) Of process Z
between points (r, z,) and (v, z,,). Denote

Zy — Zp o~ VZp — T2y

s Dy = ——, (2.5)

v—T ’ v—r

Ar,v =

and assume that K (A, ,, Km,) > 0 (recall (1.17)).
Then v(1 +ro) +7—ry >0,s0Y = X/ with f given by

ﬁ 1 r T \/17 Zv 2 K(Ar vy 57’ 1})
A= —Y—— =Y ||, M= : 3 2.
(v—r)M [1/v 1 e (’U—T)M[ ’Z} v(l+ro)+7—1ry (2.6)
is well defined. Moreover, Y € QH (7], 5; o,7;7) on (0,00) with
=0 —27Ay + 2000,y — (1 — V) (VA — Ay
S | o= (1= )A, — A, 0

VoM (v(ro + 1) +7 —r7) ’

V] (9 —rn+27A,, — 2raﬁm, —(1- 7)(87“,1) — TAM)>
0= 2.8
Mv(ro +1)+7—17) ’ (2.8)

~ ov?+ (1—yv+r1

_ 2.9
? viw(ro+1)+7—1ry)’ (2.9)
2 _
7ot =yrtr (2.10)
viro+1)+7—ry
_ - 1) —
’y:v’y rlvo+1)—71 2.11)

viro+1)+7—ry’

The simplest way to handle the calculations needed for the proof of Theorem 2.2 is
to use matrix notation from Section 3.1; the proof appears in Section 4.4.
The explicit formula for Y is

— \/’E t Zy
V= oo (09 Xy ety — 05 420 ).

Conversely, we can express the bridge X in terms of a standard quadratic harness
Y € QH(77,0;5,7;7) by an explicit formula

Xy = (l(t, U, Ty Zr, Z’U)Yv(tf'r‘)/(vft) + b(t7 U, T, Zr, Z’U)a (2.12)
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compare [14, Section (4.4)]. In Proposition 2.10 we describe bridges that can be ob-
tained in this way from Poisson, negative binomial, gamma and hyperbolic secant pro-
cesses.

Next we give an example of how one can use Theorem 2.2 to construct quadratic
harnesses. (This subject is continued in Section 2.1.)

Example 2.3. Markov process Z € QQH(0,0;0,0;0) is a classical version of the free
Brownian motion, see [4, Example 4.9] and [2, 5.3]. One can check that the assumptions
of Proposition 1.2 are satisfied, so the bridges of this process between (r, z,.) and (v, z,)
exist for all r < v, with z, € (=2+/r,2+/r) and z, € (—2y/v,2\/v). If X is such a bridge,
then with f from (2.6), the transformation X/ is a quadratic harness in QH (1, 0; 0, 7;7)
with

rA;, — Er,v 1

A'r.'u - UAT,’U r
= —F——7 9:—~u o= T=079=—-
v \/ 1- AT,UAT,U \/ 1- AT,UAT,’U v Y
These are free quadratic harnesses, v = —oT, without atoms from [9, 26].

For bridges between points (0,0) and (v, z,,) and for one-sided bridges from (r, z,.),
formulas for parameters correspond to Theorem 2.2 after taking (r, z.) = (0,0) or by
taking the limit as v — oo, while keeping z,, 2, fixed. These two situations are described
in the following remark.

Remark 2.4. Suppose Z is a quadratic harness on (0,00) in QH (n, 6;0,7;7).

(i) Let X = (X}):e(0,0) be the bridge between points (0,0) and (v, z,) of the process Z.

Assume that )
K2 = (1—1—1) (1—1—0%—!—72’2’) > 0.
v v v
Then process Y = X/ with

v+7 |1 O v+T |2, /v
Azi = —
L w5 [

written explicitly as

v+T
VK

)/;5:

(1 + DXt/ 040) — L20) (2.13)

is a quadratic harness with parameters

0+2
Oy = LZ“/U7 (2.14)
K
v —0 — 27z, /v — (1 — )z,
w = vé (=2 (2.15)
vT
= 2.16
Ty el ( )
2 _
oy = Tyt (2.17)
v(v+7)
vy — T
= . 2.18
04 P ( )

(ii) Let X = (X¢)te(r,o0) be the one-sided bridge from (r, z,) of process Z, see Remark
1.4. Assume that k? = (1 +70)(1+nz, +022) > 0. For0 < t < oo, let’ Y = X/ with

1 r 0
_ 14ro — 147ro
A=y i) mesem 1]
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which can be explicitly written as

Y, = B (X, — 2. (2.19)

K

Then Y is a quadratic harness with parameters

0—rn—2roz. — (1 —7)z

Oy = , (2.20)
K
+ 202,
o= T (2.21)
or?+(1—y)r+7
= 2.22
g 1+ro ’ ( )
o
= 2.23
i 1+ro’ ( )
v —ro
= . 2.24
R 1+ro (2.24)

The f-transformation into the "standard form" is unique up to some special f-transformation.

Proposition 2.5. Suppose f is given by (2.1) with m = 0. IfY is a standard quadratic
harness then Y/ is also a standard quadratic harness iff either b = ¢ = 0 and ad = 1 or
a=d=0andbc=1.

In addition, if Y € QH(n,0;0,7;p), then

Y/ € QH(n/d,0d;0/d?, d*r; p). (2.25)
in the first case, and

Y/ € QH(0/c,ne; T/, P p)
with swapped parameters 6, n and 7, o.

Proof. This is of course an elementary calculation, but the simplest way is to apply
(3.17) to check that

(as +b)(ct+d) ifad—bc>0

E(Y/Y/) =
) {(at+b)(cs+d) ifad —bc <0

This proves the first part. The second part is again an elementary calculation, which is
also covered by the more general formula (3.18). O

Next we present relations between the parameters of the original quadratic harness
that are preserved by the f-transformation (2.6) of its bridge.

Proposition 2.6. Let X be a bridge between points (r, z.) and (v, z,) of a process Z €
QH(nz,07,02,772;7z). LetY = X7 with f defined in (2.6), so thatY € QH (ny,0y; 0oy, Ty;Vy ).

(i) Then vz = —1 if and only if vy = —1.
(ii) If vz > —1, then
(1=9y)* —doyry (1 —7z)* —4oz7z

= 2.26
(14+9y)? (1+~z)? ( )

(iii) If (r, z.) = (0,0), then
sign(03 — 4ry) = sign(03 — 471z) . (2.27)
Proof. The first statement follows from (2.11). Formula (2.26) follows by a direct com-

putation from (2.9-2.11). Formula (2.27) follows from formulas (2.14) and (2.16), which
give 0% — 4ty = (0% — 41z) /K% O
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2.1 Application: bridges of Meixner processes

By the Meixner processes we mean Lévy processes for which the univariate laws
belong to the natural exponential families with quadratic variance functions, [23]. This
class consists of the Wiener, Poisson, negative binomial, gamma, and hyperbolic secant
processes. Some authors use the name Meixner process for the hyperbolic secant pro-
cess only; [25, Section 4.3] calls the whole class the Lévy-Meixner systems. According
to [27], up to affine transformations this class coincides with the standard quadratic
harnesses such that n = o =0 and v = 1.

From Proposition 1.2 together with Remark 1.3, see also [17, Proposition 1], it fol-
lows that bridges with endpoints in the support of the univariate laws exist for all five
quadratic harnesses in QH (0, 6;0,7;1). Such bridges are quadratic harnesses, and from
Theorem 2.2 we read out their standard form. It turns out that their parameters satisfy
relations 0 < o7 < 1, v = 1 — 2y/o7 and /7 + /5 = 0.

Proposition 2.7. Fix 7t > 0 and 6 € R. Suppose Z € QH(0,0;0,7;1) i.e., Z is a Meixner
process. Let X be a bridge between points (r, z,) and (v, z,,) of Z, and Y = X/ with

N {v r]’

A =
(v—r) \/1 +0A,, +TAZ, 11
o Vo—r+T {zv]
o (v—r) \/1 + 00, +TAZ, Zr]’
(recall (2.5)), i.e., explicitly
VUO—1r+T
Y, = (1 + )X oty (14t) — T20 — 2r) - (2.28)
(v— r)\/l +0A, ., +TAZ,
ThenY € QH(ny,0y;oy,Ty;7yy) with parameters
v—Tr—T T
L = = 2.29
Riaar e L (2.29)
0+ 21A, .,
Oy =~y = 270 (2.30)

Vv 77’4’7'\/1 +0A,, +TAZ, .

Proof. From Theorem 2.2 we read out the transformation that leads to parameters

, v—r—T7 TV , T
’y: ’T: 70—: b
v—r+47T v—r+4+T vv—r+7)
0~ /o 0+ 27A,,
\/U*T’+T\/1+0AT7U+TA%U
, 0+ 27A,,

Voyv—r+ T\/l +0A,, +TAZ, '

Composing the f-transformation from (2.25) with the f-transformation from Theorem
2.2, see (2.4), we get (2.28) and parameters as claimed. O

Example 2.8 (Dirichlet process). For any oy, 9 > 0 with oyg79 < 1, there exists a stan-
dard quadratic harness Y (namely, a Dirichlet process) on (0, 0c) which has parameters

oy = 09, Ty = T0, ey = 2\/7'70, Ny = —21/0'0, and Yy = 1-— 2\/007'0.
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Indeed, consider a bridge of a gamma process (G¢);~o. The gamma process (G;) is
a non-negative Lévy processes with two parameters «, § > 0. The density of G, is given
by

Py e P 1 00 (@). (2.31)

As a Lévy process, (G;) is a harness with mean E(G;) = ta/ and variance Var(G;) =
ta/ﬁQ. It is also known (see (2.34) below) that

Var(Gy| Fou) = . gz_((i)(f;)/ti - (Gu — Gs)? . (2.32)

Then
_B
Zt = *Gat —at
(6%

is a quadratic harness in QH (0,2/a;0,1/a?; 1) which by further scaling as in (2.25) can
be transformed into a quadratic harness in QH(0,2;0,1;1). So instead of considering
bridges of (G;), we consider bridges of Z € QH (0, 2;0,1;1). To apply Proposition 2.7 we
choosev —r =1/,/5o790 — 1 so that 1/(1 + v —r) = \/o¢70. From (2.29) we have

2
vw=1—-——"-—=1-2\/0070.

v—r—+1

Transformation (2.25) with d?> = /o /70 gives

TY — \/0'07'0/(12 =T0, Oy — d2\/0'0’7'0 = 0y.
By (2.30) with any A = A, ,, > 0,

2(1+ A) 2
Vi—r+IVI+2A+ A2 Jo—r+1

so Oy = 2,/7y. Similarly, ny /d = —2 /07, S0 )y = —2,/00.

Since bridges of the gamma process are Dirichlet processes, the same conclusion
can be obtained directly by a fairly natural reparameterization (2.35) without invok-
ing explicitly any of the transformations. Let a1,...,ay,,a,+1 be positive numbers. A
Dirichlet distribution is defined through its density

n n An41

F(a1+...+an+1) 1

flze,...,zy) = T x 1-— T 1y, (z1,...,2n) ,
Hi=1 ['(ai) }:[1 ;

where U, = {(z1,...,2,) € (0,00)" : Y., @; < 1}. A stochastic process X = (X;)ie(0,0)
is called a Dirichlet process if there exists a finite nonzero measure 4 on (0,v) such that
for anyn and any 0 =ty < t; < ... < t, < v the distribution of the vector of increments
(X4, X4, — X4yy--., Xy, — Xy, ,) is Dirichlet with a; = p((tj—1,t;]), 1 < j < n and
an+1 = p((tn,v)). This is one of the basic objects of non-parametric Bayesian statistics -
see [13, 15]. Let u = ¢\, where ) is a Lebesgue measure on (0,v) and ¢ = 1/a > 0 is a
number. Recall that the beta distribution, B;(a,b), is defined by the density

Gyd: 2\4/0'07'0,

T'la+0 1 _
f(z) = F((;(b))x (1 - 2) (@)

and if X ~ By(a,b) then

E(X)=——, and Var(X)= (a+b)2&b+b+1).

2.33
P (2.33)
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Since X, has the beta distribution By(ct,c(v — t)) the formulas (2.33) give

E(X;) =% and Cov(X,,X;)= vggzq;ﬁ)l) .

Note that to compute E(X,X;) it is convenient to use the classical fact, that X,/X;
and X, are independent and X,/X; is a beta B(cs,c(t — s)) random variable. Note
also that X is a Markov process with transition distribution defined by the fact that
(Xy — X)/(1 - X,) and X, are independent, and (X, — X,)/(1 — X;) is beta By(c(t —
s),c(v —t)). It is also known that

X, - X,
m ~ B[(C(t — s),c(u - t))

Moreover, (X; — X;)/(X., — X;) and (X, X,,) are independent. Therefore, from (2.33)

we get
t—s

E(Xt|]:s,u) = Xs + (Xu - Xs)

u—S

and thus X is a harness. The second formula in (2.33) gives

B B (t—s)(u—t)
Var(Xy|Fou) = (X, — X,)? TEPECOEDEE (2.34)

This is an example of a quadratic harness with xy = 0.
Define now

Y, =/ (v+ )X 0w —t), te(0,00). (2.35)
v+t

v

Note thatY is an f-transformation of X with f defined by

_ Jizew v 0 _ _Jize |1
A== ) ] memyEE]]

It is elementary to check that (Y}):c(0,) iS @ quadratic harness and the parameters are

as follows
2/v -2
9Y = T/ ny = —F&— /—,
V1+cv Vuvl+ev
v 1 2

Ty )

- -
o v(l+cv)’ R (1+ cv)?

(Note that this agrees with the answers deduced from Proposition 2.7 which implies
that 9%, =41y, 7732, =4oy andvyy =1—-2,/oy7y.)

On the other hand, it can be easily seen that the process X is a bridge of the gamma
process (Gt)ic(0,00) governed by the gamma distribution with the shape parameter 1/c
and the scale equal 1. More precisely, process X is equal in distribution to the gamma
bridge (G¢/Gv)ic(0,0)|Gv ~ (Gt/Gyv)ie(o,v) between points (0,0) and (v, 1), see [16, Defi-
nition 2], see also [14].

- 1+cv

Example 2.9 (Binomial process). Fixn € IN and real 1y, 6y such that no0o = —1/n. Then
there exist a standard quadratic harness Y (namely, the Binomial process described
here) on (0,00) which has parameters oy =1y =0, 8y = 0y, ny =10, and yy = 1.

Indeed, consider standard quadratic harnesses arising from bridges of a Poisson
process. Poisson process N; with parameter \ > 0 is a harness with mean IE(N;) = At
variance Var(N;) = A, and with conditional variance with respect to the natural past-
future filtration given by

Var(Nt\]:s,u) =
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Then
Zt == Nt/)\ —t

is in QH(0,1;0,0;1). So instead of considering bridges of (N;):~o we consider a bridge
of Z between points (0,0) and (v,n). From (2.29) we see that vy = 1, oy = 7v = 0.
Since Ay, = (n —v)/v, from (2.30) we see that 0y = —ny = 1/y/n. Sonyby = —1/n.

The same conclusion can be obtained more directly without invoking explicitly any
of the transformations. Let b(m,p) denote the binomial distribution with sample size m
and probability of success p. For a fixed n € IN, define a Markov process X = (X¢):e(0,0)
by the following (consistent) family of marginal and conditional distributions:

X; ~b(n,t) and Xt—XS|XS~b(n—X f—‘*), O<s<t<uv.

v 5 v—s

Then process X is called a binomial process with parameter n. (Compare [10, Proposi-
tion 4.4].) It is elementary to see that the conditional distribution X;|Fs ., ~ b (Xu - X,, 1=

St u—s )

Therefore X is a harness i.e. (1.11) holds, and for any s,t,u € (0,v), s <t < u

Var(X¢|Fou) = w(){u - X,).

(u—s)?
This is again an example of quadratic harness with xy = 0.
Let
(v+ t)X% —nt
Y, = it , t€(0,00),
t \/ﬁ ( OO)

i.e., Y is an f-transformation of X with f defined by

1 v O _ 1
okt e )
Then an easy computation shows that process (Y;):~o is a quadratic harness and the
parameters are 0y = \/v/n, ny = —1/y/nv, 7y = oy =0 and vy = 1.

On the other hand, it is immediate that X is a bridge obtained by conditioning a
Poisson process (N;)i~o at N, = n.

Py

2.2 Application: stitching construction

This section is motivated by the construction of a classical bi-Poisson process from
a pair of two conditionally independent Poisson processes in [11, Proposition 4.1], and
by the construction of a quadratic harness from two conditionally independent negative
binomial processes in [20, Proposition 5.1]. These constructions essentially consist
of choosing an appropriate time 7" and an appropriate law for random variable Zr.
For zp in the support of Zr, the bridge X, between (0,0) and (7, zr) of process Z
transforms into a Poisson process (a negative binomial process) by f-transformation
(2.13). Similarly, the one-sided bridge X_ from (7T, zr) transforms into another Poisson
process (another negative binomial process). The two Poisson processes, or the two
negative binomial processes, used in the stitching construction are Zp-conditionally
independent.

We use Theorem 2.2 and Remark 2.4(i) to determine parameters of all quadratic har-
nesses that might arise from such a stitching construction from more general ¢-Meixner
processes, which are quadratic harnesses that generalize the Meixner processes by al-
lowing arbitrary v € [—1,1], see [10]. Namely, if a quadratic harness Z comes from
stitching together two ¢g-Meixner processes, then there is at least one pair (7', zr) such
that the bridge X_ between (0,0) and (7, zr) exists and can be transformed back into
a g-Meixner process Y with parameters given in Remark 2.4(i). The following result
describes the parameters of the standard quadratic harness Z in such situation.
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Proposition 2.10. Let Z € QH(n,0;0,7;v) be defined on (0,00). Suppose that there
are real numbers T > 0 and 27 such that the bridge X _ between points (0,0) and (T, zr)
of Z, transforms by formula (2.13) into a q-Meixner process Y. Then Y is a Meixner
process and one of the following cases must happen:

i) y=1,oc=7=0andn=0=0;
(ii) y=1, 0 =7=0andnd > 0;
(iii) o,7 >0, v =1+ 2y/o7 and n\/7 = 0+/0.

Proof. The only possibility for (2.17) to correspond to a g-Meixner process is when the
parameters of Z satisfy
oT?> + (1 —y)T+7=0. (2.36)

Since g,7 > 0 (see [7, Theorem 2.2]), the only solution withy < lisy=1,0 =7 =0.
Then from (2.15) we see that Y is indeed a Meixner process when we set 7' = /7 or
when T > 0 is arbitrary but n = 6 = 0.

Other solutions of (2.36) interpreted as a quadratic equation in T are possible only
when (1 — 4)? > 4o07. However, since v < 1 + 2/o7 by [7, Theorem 2.2], this gives
v =1+2y/or and T = /7/o. Then from (2.15), the coefficient at zy vanishes when
ny/T = 0/, so Y is indeed a Meixner process.

O

Remark 2.11. As expected, stitching constructions work in all of the cases described
in Proposition 2.10. Case (i) is trivial, with Y being the Wiener process. In case (ii)
T = 0/n, Y is the Poisson processes with parameter A which depends on zr and the
stitching construction is described in [11, Proposition 4.1]. In case (iii) with T = /7 /0,
v =1+ 2y/07, by (2.27) the sign of §? — 4t is preserved. From [27, Theorem 1] we see
that Y is either a negative binomial (0? > 47), or a gamma (02 = 47), or a hyperbolic
secant (9> < 4r1) process. The stitching construction for the negative binomial process
appears in [20, Proposition 5.1]. The general case appears in [6].

3 Transforming quadratic harnesses into standard form

Bridges of standard quadratic harnesses are quadratic harness but they are not in
the standard form because their means are affine functions of time and they have prod-
uct covariances. In our next theorem we present f-transformations (2.3) that convert
such quadratic harnesses into standard form.

Theorem 3.1. Let X be a harness (1.11) with respect to a past-future filtration (]-'S,t)
on an interval (Tp, T1) C R with mean

E(X,) = o + ft

and with covariance
Cov(Xs, X¢) = (as +b)(ct + d), s <t, (3.1)

such that ad — bc > 0 and (at + b)(ct + d) > 0 fort € (Tp,T1). Suppose that (1.12) holds,
and that

X:=x+an+08+ca®+78% 4 paB > 0. (3.2)
Let 1(t) = (dt — b)/(a — ct). Then stochastic process

a—ct

Y, = —+—
7 ad — be

(X — o = Bi(t)) (3.3)
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is a quadratic harness in QH(n/,0';0',7'; p') on the interval (ggi{g, Z%ig) C (0,00), and

has parameters

7' (d(n+ Bp+2a0) +c(0+ap+287))/X, (3.4)
0 = (b(n+ Bp+2a0)+a(@+ap+287))/X, (3.5)
o = (1 +dpc+d*o)/X, (3.6)
" = (ra* +bpa+b’0)/X, (3.7)
o' = (bep+ adp + 2bdo + 2act)/X . (3.8)
We remark that the f-transformation used in Theorem 3.1 is reversible, so X = Y/
with
_la b B
a=le o ==[
that is

X = (ct + d)Y(at+b)/(ct+a) + @ + Bt

The proof of Theorem 3.1 uses matrix notation and is postponed until Section 4.2.
Here we use Theorem 3.1 to give examples which show that Conjecture 1.6 does not
hold on finite intervals.

Example 3.2. Let (W;);~0 be the Wiener process and ¢ be a centered random variable
independent of W with E¢2 = v2. Let

X, =W, +&t t>0.

Then E(X;) = 0 and Cov(X, X;) = s(1+v?t). Furthermore, X, is a harness with respect
to its natural past-future filtration, and

War(Xt|-F€,u) = Var(Wt|W9a Wu) = Ft,s,u-
So from Theorem 3.1 (or by direct calculation) we see that
Y, = (1 - t0?) Xy /(1-102)

is a standard quadratic harness on (0,1/v?) and has parametersn = 0 = o = 7 = 0,
v=1.
Next, we give a simple example of a quadratic harnesses with v > 1 and o7 > 1;

such examples are interesting because most of the general theory developed in [7] does
not apply.

Example 3.3. Suppose (G):~o is a gamma process with both parameters in (2.31)
equal 1. Let ¢ be an independent random variable with mean E(¢) = 3 > 0 and E£2 = v2.
Let

Xt = é-Gt .
Then E(X,;) = ft. From

Cov (X, Xi) = E(Cov(Xs, X1[§)) + Cov(E(X,[S), E(X[E))

we see that for s < t, Cov(Xs, X;) = s(v®t + (). Let (Fs.) be the natural past-future
filtration associated with (X;). Consider auxiliary o-fields F,, generated by ¢ and
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{Gy i t € (0,8] U [u,00)}. Then B(X|Fu) = 5(HG5+ L Gu) = usty oy tosx

u—s u—Ss u—s u—Ss

50 E(Xy| Fsu) = Z—:EXS + t_ZXu. Similarly, using (2.32) with o = 1 we get

u—

Var(XuiF) = €Var(Gil6n G — & 00 6, -6y

__ (u=t(t—s) Ry
7(u—s—|—1)(u—s)2(Xu X)

SO

Var(X¢| Fsu) = o (us_f)l()t(;s)s)z (X, — X,)%

From Theorem 3.1 applied with
a=v,b=0,c=v,d=8/v,

we see that
62
Zy=v(l=t)X_p ——t
v2(1—t) v

is a standard quadratic harness on (0, 1) with parameters
7’]:9:21}/ﬁ7 0‘:7’:’1}2/627 7:14_2,/0-7—'

In particular, v = 1 + 2\/o7 and o1 = v*/B* = (E(¢2))?/(E(¢))* > 1 can be arbitrarily
large.

Of course, the distribution of ¢ is arbitrary so the higher moments of Z; are not
determined uniquely and may fail to exist. In particular, Conjecture 1.6 does not hold
for quadratic harnesses on finite intervals.

3.1 Matrix notation

For calculations, it will be convenient to parameterize time as a subset of the projec-
tive plane, i.e. using t = [t, 1]T. Throughout this section, letters s,¢,u € T are reserved
to denote time, and s, t, and also u = [u, 1}T have this special meaning also when used
with subscripts or primed. We also use the convention that s <t < u.

We rewrite (1.11) in vector form as

E(Xt|f87u) = <§?As,u(x)> ’ (39)

where the components of A, (X) are defined by (1.16).
It follows from (1.11) that admissible expectations of a harness X are affine in ¢, i.e.,

E(X;) = (t,p, teT, (3.10)

where p = [u1, ue]™. Moreover, if X is a square integrable harness then by [7, Proposi-
tion 2.1] the admissible covariances are of the form

Cov(Xs, Xy) = (s, Xt), s,teT, s<t, (3.11)

Y |:CO 01:| )
Cy C3

Note that under our convention s < ¢ so X is not a symmetric matrix; for example,

where

1
] . We also remark that if c3 > 0,

covariance min{s, ¢t} is represented by matrix ¥ = {8 0
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c1 > ¢o, and cocg > c% then the right hand side of (3.11) indeed defines a positive definite
function on 7 = (0, 00), and that processes with ¢; = ¢, are degenerate in the sense that
X, is a linear combination of X, X,,.

Formula (1.14) can be written in matrix form as

Var(th‘/.'.s,u) = Ft,s,u (1 + <Q7 As,u> + <As,u) Féq7u>) ) (312)
where
0= [9] T = [T _1} . (3.13)
n Y o

Here 1,0, 0, 7,7 are constants independent of s, ¢, u.

Remark 3.4. Of course, any matrix

. T F12
=l ]

with I'15 4+ I'y; = v — 1 gives the same right hand side of (3.12). The standard choice
of symmetric I" is in fact inconvenient, see Proposition 3.6. The choice made in (3.13)
matches the notation we used in previous papers: after substituting q for~, the resulting
parametrization of the conditional variance is identical to [7, (2.14)].

The non-random constant F; ; ,, is determined uniquely by taking the average of both
sides of (3.12). According to [7, (2.15)], with the choice of " as in (3.13), formula (1.15)
holds.

3.2 Transformations of quadratic harnesses

For a non-degenerate affine function f, as defined in (2.1) and (2.2) with Md&bius
transform ¢ : S — T, and for s < u in S, the transformed o-fields are

Ff _ Fesrew i det(4) >0, (3.14)
T Tt f det(4) <0.

It is clear that if X has linear regressions and quadratic conditional variances with
respect to past-future filtration (F;,), then X/ has linear regressions and quadratic
conditional variances with respect to the past-future filtration (]-"£ w)-

The following technical result describes how the parameters of a quadratic harness
change under the f-transformation.

Proposition 3.5. Let X be a harness (1.11) with respect to a past-future filtration
(Fsu) on an open interval T with the first two moments given by (3.10) and (3.11).
Suppose that

Va’r(Xt|‘FS,U) = Ft,S,u (X + <QvAs,u> + <A Fés,u>> I (315)

=s,u’

with non-random Fy;,, x € R, § € R?, and arbitrary 2 x 2 matrix I'. Let f be a non-
degenerate affine function (2.1) such that o is onto 7.

Then the process X := X! on 8 = ¢~1(T), see (2.3), satisfies (3.10), (3.11) with p
and Y replaced by B

p=A"p+m. (3.16)
~ [ATSA  ifdet(A) >0,
- if det(A) (3.17)
ATYT A if det(A) < 0.
EJP 17 (2012), paper 105. ejp.ejpecp.org
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With respect to past-future filtration (]—'f ), formulas (1.11) and (3.15) hold for X with

S,u

N -1 —-\T ;
=_J4A D(AHT  if det(A) >0, (3.18)
(AH)TTA™L  if det(A) <0,
6=A"— (T +T")m, (3.19)
and B -
X=x—(¢,m)— (m,I'm). (3.20)

We remark that transformation (3.17) preserves a product form of the covariance.
That is, suppose that

Cov(Xs, Xy) = (es+0) (ot + ), s <t, (3.21)
so that
_ |eo e
5 = {5 - w] |
If for book-keeping we write the coefficients of (3.21) as
)
0= , (3.22)
o)

then a calculation based on (3.17) shows that for det A > 0 the covariance of X corre-
sponds to 0 = OA.

We postpone the proof of Proposition 3.5 until Section 4.2, so that we can first clarify
the role of non-random constant F; ;,. The main point is that in the non-degenerate
case with ¢; > c¢o, this constant is determined uniquely by taking the average of both
sides of (3.15). Furthermore, we explain when F; ; , is given by formula (1.15).

Proposition 3.6. Suppose a harness X has mean (3.10) and non-degenerate covari-
ance (3.11) with ¢; > co. If X has quadratic conditional variance (3.15) and the off-
diagonal entries of matrix I', see Remark 3.4, are chosen so that

X+ (0, 1) + (p, Ty + tr(IST) = 0, (3.23)

then u(1+4so)+7—sv # 0 and F; s ,, is given by formula (1.15). Moreover, transformation
formulas in Proposition 3.5 preserve (1.15).

Formulas (1.14) and (3.13) illustrate the choice of such I'.

4 Proofs

4.1 Proof of Proposition 1.2
Let Ny = {y : p(t,y;v, 2,) > 0} C M; and denote by A a generic Borel set. Let

p(57 Z; ta y)p(ty Y; v, ZU)
p(5»$§v7 Zv)

foalz,y) = Ly, (). (4.1)
For any s < t in [r,v) and x € N,, define probability measure v, , ; by
VeansA) = [ Fealopymi(ay). (4.2)
A

Foranyt € (r,v), we let v, = v, ;.
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To prove that the above probabilities define a Markov process we verify Chapman-
Kolmogorov equations. We need to show that for x € Ng,

[ festezmaan) = [ gt ([ fuutnomtan)) mian). (4.3)

Ny

To this end, we use algebraic identity that holds for all (z,y) € Ny x N,

p(s, x5 t,y)p(t, y; u, 2)p(u, 230, 2,)
p(s,x;v,2,) ’

fst(@,y) fru(y, 2) = (4.4)
By (4.4) and Chapman-Kolmogorov equations for process (Z;), the right hand side of
(4.3) is

/. ([ ol S0 25020 ) ) ) = [ Foo 2

p(S,.’l?;’U, Zv)

_ /Ntc (/A p(S,x;t,y)p(t,y;u,z)p(u,z;v,zu)m(dz)> reldy). (45)

p(s, 75, 20)

So to end the proof of (4.3), it is enough to show that fory € N7, A C N, C M,,

/ p(t,y;u, 2)p(u, z; v, 2, )Ty (dz) = 0. (4.6)
A

To see this, note that for y € N7 we have p(t,y;v, z,) = 0. Therefore,

0< / p(t, g5, 2)p(u, 230, o) (d2)
A
< / Pty 0, 2)p(t, 0, 2)mu(d2) = plt, g v, 2) = 0. (4.7)
M,

The same argument with (s,z) = (r,2,) shows that Chapman-Kolmogorov equations
hold for v;.

Let (X¢)te(r,v) be @ Markov process with univariate laws (v;) and transition proba-
bilities (v ,,). We now verify that (X;) is a bridge. Since v, = v, ,, ;, assumption (1.6)
implies that X, i zr ast — r+, and similarly (1.7) implies that X, f+ Zpast— v,

Due to Markov property, it suffices to verify the implication (1.3)=(1.4) for s < t < u.
Fix ¢ > 0. Assumption (1.3) implies that for any measurable function v : My x M, —
[0, 00),

/ 9(W)(z, 2)p(s, x;t, y)p(t, y; u, 2)ws(dw)m (dy) o (dz)
Mg X My x M,
= / h(z, 2)¥(x, 2)p(s, z; u, 2)7s(dx) T, (d2). (4.8)
Mg x M,

To prove (1.4), it is enough to show that for any measurable ¢ : Ny x N, — [0,1], we
have
E(g(X1)p(Xs, Xu)) = E(h(Xs, Xo)o(Xs, Xu)),

which is the same as
/ g(y)90<x7 Z)fs,t (-Ta y)ft,u(:% Z)f’r,s (Zr7 37)71'5 (d-r)ﬂ-t (dy)ﬂ-u(dz)
NgX Ny XNy,

= / h(z, 2)p(x, 2) fsu (T, 2) fr.s(zr, ®)ms (dx)my (d2).  (4.9)
NgX Ny,
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Since p(r, z,;v, 2,) > 0, from (4.1) and (4.4) we see that (4.9) is equivalent to

/ ()@, 2)p(r, z0; 5, 2)plu, 230, 22)
NgX Ny XNy
X p(s,x;t, y)p(t, y; u, 2)ms(da)m (dy) T, (dz)

= / h(z, z)p(x, 2)p(r, 25 8, 2)p(u, z;v, 2, )p(Ss, 5 u, 2)7s (dx )T, (d2).
NgX Ny

Using (4.6), we can enlarge the region of integration on the left hand side to N, x M; x
N,. Thus, the identity follows from (4.8) applied to

(x, 2) = p(x, 2)p(r, zr; 8, 2)p(u, 2;v, 20) 1, () 1§, (2).

Now we prove (1.2). By Markov property we can consider a single moment of time.
That is, writing #g““z) for the univariate law of the bridge when z,. = z, z, = z (note that

(z,2) _

Ly = 1;.,+(dy)), we want to prove that

/ F(@)g@)h(2)ul (dy)m (@dz)p(r, z;v, 2)m, (dz)
M, xRx M,
- / F(@)g(g)h (=) (da)p(r, @t y)m(dy)p(t, y: v, 2)m (d2).
M, x My x M,

Since we assume p(r, z,; v, z,,) > 0, this holds true by (4.1) and (4.2).

O
4.2 Proof of Propositions 3.5 and 3.6
We re-write formula (1.15) in matrix notation using a special matrix
J= {_01 é} . (4.10)
It is easy to see that J? = —I, JT = —J. For ease of reference we state also two less
obvious properties: for A € GLy(R),
AT JA = det(A)J and JTAJ = det(A)(A~HT. (4.11)
Formula (1.15) can now be written as
p s gy w12

(s, JTTJu)
This formula makes sense for any 2 x 2 matrix I' as long as the denominator is non-zero.

Lemma 4.1. Let f be a non-degenerate affine function (2.1) with Mébius transform .
Ifs' = p(s), v = ¢(u), then

As,u()(f) = ATAS’,u’ (X) +m. (413)

Proof. Let g(z,y) = [z,y]A denote the linear part of f. Since A, ,(a) = m on a linear
function a(t) = (t,m), and X/(t) = X9(t) + (t, m), we have A, (X)) = A, ,(X9) + m.
Since X, = X9(s)/(cs + d), and from the matrix form of (1.16) we have

J(Xu’§/ - XS’E/)
A (X) = <E/,J§/> ’

20 !

(4.14)
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we get

20w Xo(u)(es + d)s — X9(s)(eu+ du!
(o, Js') {((cu+ d)u’, J(cs + d)s') '

s’ u

Noting that
(cs +d)s’ = As, (4.15)
and using (4.11) we get

X9(u)s — X9(s)u
(u, AT J As)

I(u)s — X9(s)u
(u, AT J As)

A, (X)=JA — (a7 AT A%

S

— (Afl)TA

s,u(xg)'
Thus Asyu(Xf) = AS’U(XQ) +m= ATAS/’U, (X) + m. O

Proof of Proposition 3.5. Throughout the proof we write t' = p(t) as in Lemma 4.1. If ¢
is increasing, by (3.9) and the definition of X = X/ we have

E(X;|F,) = (ct + d)E(Xy|Fy ) + (t, m) (4.16)
= (et +d)(t', Ay (X)) + (t.m)

By (4.15) and (4.13) we get

E(XiF,) = (At (A7) (A, ,(X) —m)) + (&, m) = (£, A, (X)) .

Thus the condition (1.11) holds true and X is a harness. Similarly, one can verify that
(1.11) holds when ¢ is a decreasing functign.
We use (4.15) to compute the mean of X

E(X;) = (ct +d)(t/, p) + (£, m) = (At, ) + (¢, m) = (t, m + AT p) ,

and (3.16) follows.

To find the covariance we again use (4.15) and the fact that Cov (X, Xy/) is either
(s/,t') or (t/,3s") = (s/,¥7t') depending whether s’ < ¢’ (case det(A) > 0) or s’ > ¢/
(case det(A) < 0). For example, if det(A4) > 0 then

Cov(X,, X;) = (cs + d)(ct + d)Cov (X, Xy/)
= (cs+d)(ct +d)(s',3t') = (As, DAL) = (s, ATLAL) ,

and thus (3.17) follows. (We omit the proof when det A < 0.)
Next we tackle the conditional variance. Since ¢ is monotone on S,

(ct + d)*Var(Xy|Fe o) ifdet(A) >0,
Var(X;|F!,) = (4.17)
(ct +d)*Var(Xy|Fu &) ifdet(4) <O0.

Consider the case det(A4) < 0 so that v’ < t' < s'. Since A, , = A, ,, by (4.17) and
Lemma 4.1, the conditional variance is

Var(X|FL,) = (ct + ) Fors (x + (4704, ,(X) —m)

+ <A5»u(?~<) -m, AT T(A (A, (X) - m)> ) (4.18)
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Using (4.12), (4.15) and (4.11), we get

/ li / /
(ct +d)*Fyr o = (ct + d)Qw
((cu+ d)u!, J(ct + d)t') ((ct + d)t/, J(cs + d)s”)
- ((cu+ d)w', JTTJ (cs + d)s')
(Au, JAt)(At, JAs) (s, Jt)(t, Ju)
(Au,JTTJAs) (s, JTTJu)

So formula (4.18) rewrites as

Var(XFL,) = (et +d) o (x = (470, m) + (m, Tm)

+(A,,(X), 470 - T +T"m) + (4, ,X).TA, (X))

<§, J§><§, Jg) ~ B » o
- m(x + <As,u(X),A 0 — (F + FT)m>

+(A,,(X),T7A,,(X).

Since the last term is invariant under transposition, we get (3.19) and (3.18). The case
det(A) > 0 is handled similarly and the proof is omitted. O

The proof of Proposition 3.6 is based on the formula for the covariance matrix of
vector A, ,,.
Lemma 4.2.
C1 — C2

CovA,,=——Jus"J" + 57 (4.19)

u—3S
Proof. From (4.14) we get
Covés,u =E (A‘s,uézqt) -E (As,u) E (AZ:u)
B JsiuTzuiSTJT _ JLSTZLSTJT + JuistsiutJT _ JETEMTJT
a (u—s)? '

Note that since s’ ¥u = u’¥”s and su” — us” = (u — s)J7, the numerator can be
written as

J(su” —us")Sus"J" — J(su" —us")S su"J" = (u - s)(Sus” - STsu’)J”
(recall that JT = —J and JJT = I). Further we write the above expression as
(u—8)[(Z —2Dus” + 27 (us? —su”)|J" = (u—s)(c1 — c2)Jus? JT + (u — 5)22T JJT
and thus (4.19) follows. O
Proof of Proposition 3.6. We first remark that formulas (3.17) and (3.18) imply that
tr(I's”) = tr(I'Y).

Next, we note that ~ B
X+ (0w + (T =X+ (@, 1) + (@ Th).

(This follows from a longer calculation based on the formulas from Proposition 3.5.)
Therefore, transformation formulas preserve (3.23).
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Next, we show that (3.23) implies (4.12). This will be accomplished by computing
the averages of both sides of (3.15).

We first note that for any harness with covariance (3.11), the expected value of the
left hand side of (3.15) is

E (Var(X,|Fsu)) = w(cl —c). (4.20)

u—=S

To prove (4.20), we use (4.19). From (3.9) we get

E Var(Xy| F ) = Var X; — Var(E(X|F, ) = Var X; — t" Cov(A, )t

=tTyt — MLTJE§TJT§ —tTyT¢ = M@TJQ (ETJH)
U—5 u—s
C1 — C2

= (t—s)(u—s).

u—=s

Next, we compute the right hand side of (3.15). With K(A,,) = x + (0,A,,) +
(A, ,,TA, ), we have

sur - Ssu

s, JITJu)

E(K(A,,))= tr(PS") + K (p) + (e1 — ¢2) < (4.21)

u—=S

To prove (4.21) we note that EAW = j1, SO

EK(A,,)=x+E0TA,, +E (AT A, )
=x+0Tpu+p" Tp+tr (TCovA,,)=K(u) +tr(TCovA,,). (4.22)

From (4.19) we get

tr (CCov As’u) S

tr (T Jus"JT) +tr (TET). (4.23)
w—
Since
tr ([ Jus”J") = tr (s"J'TJu) = (s, J'TJu),
(4.21) follows from (4.22) and (4.23).
Since tr(I'ST) + K(p) = 0 by (3.23), and E (Var(Xy|F; ) = Fi..E (K(A,,)), in

the non-degenerate case c¢; > ¢y, formula (4.20) implies that E (K (A, ,)) 753570 from
(4.21) we see that (s, JITJu) = u(1 + so) + 7 — sy # 0. We also see that F; ;, is given
by formula (4.12), which is just a matrix form of (1.15).
O
4.3 Proof of Theorem 3.1
Let A= 1 [ d b} so that its inverse is B = {a
—c a c

with f(z,y) = ([z,y] - [a, B]) B to
A R R

- = 1 -
From the transformation formulas we get o = 0, ¥ = {8 0} ,and Y = x +an+ 08 +

Z] . We apply Proposition 3.5

oa? + 7642 + 2paf > 0 by (3.2). We also get

i [ b(n+ Bp + 2ac) + a(f + ap + 267) }
= | d(n+ Bp+2a0) + c(0 + ap + 267)
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and

~ [ Ta® 4+ bpa + b*c 1 (bep + adp + 2bdo + 2act)
1(bep + adp + 2bdo + 2act) T + dpc + d*o ’

The quadratic polynomial K remains unchanged if we replace r by

r— Ta% 4 bpa + b0 -X
"X +bep +adp + 2bdo + 2act T 4 dpe + d*o|’

see Remark 3.4. Rewriting K as

K=+ @x) + (') = ¥ (1 (202 + (s >l(r’x>) ,

we get the parameters as claimed.

4.4 Proof of Theorem 2.2
With s < t; < t5 < u, the conditional covariance of a standard quadratic harness is

T (4.24)

Cov (Xyy, X1, | Fou) = K(A

—s,u)a
where K (a) =1+ (6,a) + (a,T'a) is the quadratic polynomial from (1.17) and (3.12). A
quick way to see this is to notice that (1.11) implies

u

—t ¢
COV(Xt17Xt2 |fs,u) = w_ tj Var(Xy, |-7:s,u) _ (ty, Ju)

<§1 ) JE>

Proof of Theorem 2.2. To prove that v(1+rc)+ 7 —rv > 0 we note that v — v(1+ro) +
T —r7 is a continuous function on R which by Proposition 3.6 applied to Z cannot cross
zero on (r, 00).

To determine the mean and the variance of X, we use Definition 1.1. Denote by Fﬁfu
the natural past-future filtration of X. By taking g(x) = z, from Definition 1.1(iii) we
see that for ¢t € (r,v), we have E(X;|F.%,) = hs¢u(Xs, Xy), where

Var(Xy, | Fsu)-

u—t t—s
T+ Y.
uU—3S8 uU—S

hs,t,u(‘rv y) =

Thus by Definition 1.1(i), E(X;|FZ,) L btz 20) as (s,u) = (r,v).
We note that as s \, » and u v, say over rational numbers, the filtration ]—'S)fu
decrease. So by the martingale convergence theorem,
v—t t—r

E(Xt):E( hm E(thfu)> :,U_TZT—FU_TZU:<A t>

sau)—(rt,0- =TS
) )

Similarly, by martingale convergence theorem, for fixed ¢; < t5 in (r,v),

E(Xy, Xi,) =E ( lim I (thXt2|f§u))

(s;u)=(rFv7)
Using again Definition 1.1 with g : R?> — R defined by g(z1, 22) = 122, we see that
E (Xe, Xty |Fh) = hs,u(Xe, Xu),
where h, defined through

E(Ztl Zt2|]:5,u) = hs,u(Zm Zu)7
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is computed from (4.24) as

Pou(@,y) = S0 (U221 ) gy (0,9t (2, 9):
Since fgu(Xs, Xu) =5 hiry (20, 20) @s (s,u) — (r,v7), we get Cov(Xy,, X,) = M2(v —
tg)(tl — ’I") with
K(Ar0, Ay
B Vol +ro)+1—1ry
The above reasoning also shows that for » < s < ¢ < u < v the conditional moments
E(X,|F.,) and Var(X,;|F),) are given by the same polynomials as the corresponding

conditional moments of Z. Thus the assumptions of Theorem 3.1 hold, and we apply it
with

>0. (4.25)

azﬁr,va ﬂ:Ar,vv x=1p=v-1,
a= Myv, b=—rMv, c=—-M/\/v, d= M/v.

(There are other possible choices that lead to "equivalent" quadratic harnesses as
in (2.25).) With the above choice of a,b,c,d, formula (3.3) gives (2.6). Since Y =
K(Ayy, ﬁm) > 0, assumption (3.2) holds, and the parameters of the resulting quadratic
harness are as claimed.

O
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