Projection of fBm on the
Space of Martingales

Consider the fractional Brownian motion (fBm) with Hurst index
H € (0,1). Its definition and properties will be considered in more detail in
section 1.1; however, let us mention immediately that fBm is a Gaussian
process and anyhow not a martingale or even a semimartingale for H # %
Hence, a natural question arises: what is the distance between fBm and the
space of Gaussian martingales in an appropriate metric and how do we
determine the projection of fBm on the space of Gaussian martingales? Why
is it not reasonable to consider non-Gaussian martingales? In this chapter, we
will answer this and other related questions. The chapter is organized as
follows. In section 1.1, we give the main properties of fBm, including its
integral representations. In section 1.2, we formulate the minimizing problem
simplifying it at the same time. In section 1.3, we strictly propose a positive
lower bound for the distance between fBm and the space of Gaussian
martingales. Sections 1.4 and 1.5 are devoted to the general problem of
minimization of the functional f on Ls([0,1]) that has the following form:

1/2

f@) = sup ( / (alts) - x<s>)2ds) [1.1]

t€[0,1]

with arbitrary kernel z(t, s) satisfying condition

(A) for any ¢ € [0, 1] the kernel z(¢,-) € L2([0,¢]) and

t
sup / z(t,8)* ds < o0. [1.2]
tef0,1]Jo
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We shall call the functional f the principal functional. It is proved in
section 1.4 that the principal functional f is convex, continuous and
unbounded on infinity, consequently the minimum is reached. Section 1.5
gives an example of the kernel z(¢,s) where a minimizing function for the
principal functional is not unique (moreover, being convex, the set of
minimizing functions is infinite). Sections 1.6-1.8 are devoted to the problem
of minimization of principal functional f with the kernel z corresponding to
fBm, i.e. with the kernel z from [1.7]. It is proved in section 1.6 that in this
case, the minimizing function for the principal functional is unique. In section
1.7 it is proved that the minimizing function has a special form, namely a
probabilistic representation, and many properties of the minimizing function
have been established. Since we have no explicit analytical representation of
the minimizing function, in section 1.8 we provide the discrete-time
counterpart of the minimization problem and give the results explaining how
to calculate the minimizing function numerically via evaluation of the
Chebyshev center, illustrating the numerics with a couple of plots.

1.1. fBm and its integral representations

In this section, we define fBm and collect some of its main properties. We
refer to the books [BIA 08, MIS 08, MIS 18, NOU 12] for the detailed
presentation of this topic.

Let (9, F,P) be a complete probability space with a filtration {F;}i>0
satisfying the standard assumptions.

DEFINITION 1.1.— An fBm with associated Hurst index H € (0,1) is a Gaussian
process BY = {BH | F,t > 0}, such that

1)EBH =0,t>0,

2)EBf B = J (t*7 + s?H — |t — s|?H), 5, > 0.

The following statements can be derived directly from the above definition.

1) If H = 1, then an fBm is a standard Wiener process.

2) An {Bm is self-similar with the self-similarity parameter H, i.e. { BH } 4

{cH BH } for any ¢ > 0. Here, £ means that all finite-dimensional distributions
of both processes coincide.

3) An fBm has stationary increments that is implied by the form of its
incremental covariance:

E (B — BH)? = (t — )27, [1.3]



Projection of fBm on the Space of Martingales 3

4) The increments of an fBm are independent only in the case H = 1/2.
They are negatively correlated for H € (0,1/2) and positively correlated for
H e (1/2,1).

Due to the Kolmogorov continuity theorem, property [1.3] implies that an
fBm has a continuous modification. Moreover, this modification is y-Hdlder
continuous on each finite interval for any v € (0, H).

It is also well-known that an fBm is not a process of bounded variation. If
H +# %, then it is neither a semimartingale nor a Markov process.

An fBm can be represented as an integral of a deterministic kernel with
respect to the standard Wiener process in several ways.

We start with the Molchan representation (or Volterra-type representation)
of fBm B = {BHE F,,t > 0} via the Wiener process on a finite interval
(see, for example, [NOR 99b, NUA 03]). It states that a Wiener process W =
{Wy, Fi,t > 0} exists, such that for any ¢ > 0

t
BtH:/ 2(t, s) AW, [1.4]
0

where the Molchan kernel is defined by

Z(t,S) =cy <tH_1/281/2_H(t _ S)H_1/2

¢
- (H — %) 51/27H/ qus/z(u — 8)H71/2 dU) Lo<s<ts [1.5]

with

1/2

2HI(3 — H)
= (F(H +Ore2— 2H)> ‘ [1.6]

In the case H € (3,1), the kernel z(t, s) can be simplified to

t
z(t,s) = cy (H - %) sl/Q_H/ uH_l/z(u - s)H_3/2 dulocs<y. [1.7]

S

The  Mandelbrot—Van  Ness  representation, or moving-average
representation, was obtained in [MAN 68]. It states that an fBm B can be
represented as

t
BtH = / Zl(tvs) dws, [18]

— 00
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where W is a two-sided Wiener process, and the Volterra kernel z; is defined
by the formula

aaltys) = en (=972 = (=9)712), [1.9]

and x4 = max{xz,0}. This representation defines fBm on the whole axis, but
in what follows we shall consider only the processes that are defined on RY.
The next result demonstrates that the finite-dimensional distributions of fBm
are of non-degenerate form.

THEOREM 1.1.— Let 0 < H < 1, B = {BH t > 0} be an fBm with associated
Hurst index H. Then, the finite-dimensional distributions of BY have a non-

singular covariance matriz, i.e. for any set of points t1,...,t,, 0 <t; < ... <
tn, the covariance matriz Evv' of the slice-vector v = (Bfl[, ey Bg) 18 non-
singular.

PROOF.— Recall that fBm B¥ admits the Mandelbrot—Van Ness representation
[1.8]. Now, let 0 < t; < ... < t,. We carry out the proof by contradiction. Thus,
assume that the vector v = (Bg ey BtIi ), which has multivariate Gaussian
distribution with zero mean, has a singular covariance matrix. Then,

E((UUT) : (alv cey an)—r) =0
for some non-zero vector (as,. .., an)T. In turn, it follows that
E((UT) : (ala B an)—r)? = 07

or, that is the same:
n 2
E (Z akBgZ> =0. [1.10]
k=1

Without loss of generality, we can assume that ay # 0 for all k =1,...,n.
Denote to = 0. With Mandelbrot—Van Ness representation [1.8], we obtain

n tn
Z osztIi = cH/ a(s) dWs,
k=1 e

where:

a(s) = 22:1 ag(ty — S)H_1/2 — Z:l ak(—s)H_l/Q, for s<0;
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a(s) =S oax(ty —s)A712 for t, 1 <s<ty,, m=1,...mn

a(s) =0, for s>t,.

Observe that a = a(s) is not an almost-everywhere (a.e.) zero function,
particularly a(s) # 0 for all s € (¢,,—1,t,). Hence, ff;o a(s)?ds > 0, and

— 00

n 2 tn
E (Z oszfg) = C%I/ a(s)*ds > 0.
k=1
We got the contradiction with [1.10], whence the proof follows. O

1.2. Formulation of the main problem

Let BY = {BH F;,t € [0,T]} be an fBm with Hurst index H € (0, 1),
restricted to the interval [0, 7]. Recall that an fBm is neither a semimartingale
nor a Markov process unless H = 1/2. Therefore, a simple and natural question
is: how far is Brownian motion from being a martingale? That is, in a sense,
we look for the distance between fBm and the space of martingales and for
the projection of fBm on the space of (square integrable) martingales. Thus,
initially, the problem is formulated in such a way: we are looking for a square
integrable F-martingale M that minimizes the value

2
3 (M) == sup E(BtH —M,)",
t€[0,T]

and try to calculate or estimate the value itself. To proceed with the solution of
this problem, we can use the Molchan representation [1.4] of the fBm B via
the standard F-Brownian motion W = {W,, F;,t € [0,T]}. We observe first
that B and W generate the same filtration, and so according to the standard
martingale representation theorem (see, for example, [DAV 05]), any square
integrable F-martingale M admits a representation

M, = /t a(s) dWs, [1.11]

where a is an F-adapted square integrable process.

Hence, we can write

2

E(Bf — M)’ =E </Ot (2(t,5) — a(s)) dWs>
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:/O E(z(t,s)—a(s))gds

= /Ot (2(t,s) — Ea(s))2 ds + /Ot Vara(s) ds.

Consequently, it is enough to minimize pg (M) over Gaussian martingales,
i.e. those having representation [1.11] with a non-random a.

Hence, the main problem reduces to the following one: take the functional
f from [1.1] and find

pz(BH,M(L2([O,T]))) = xGLiZI(l[fo,T])tGSB%]/ (z(t,S)—l‘(S))QdS [1.12]

— i f(@),

z€L>([0,T7])

and a minimizing element a € Ly([0,77]) if the infimum is reached. Note that
the expression being minimized involves neither an fBm nor a Wiener process;
thus, the problem becomes purely analytic.

Note that it is natural to consider the integral in [1.11] with respect to the
Wiener process W from the Molchan representation of B¥ | which can be called
the underlying Wiener process Indeed, the distance E(BH M;)? increases if
M; is of the form M; = fo dWS7 where W is a Wiener process with a
component independent of W. Thlb fact is established in the following lemma.

LEMMA 1.1.— Among all Wiener processes {Wt,}},t € [O,T]}, the minimum

in the expression E(BH fo dW ) is reached for

t
W, :/ sgna(s) dWs,
0
where W is a Wiener process from the Molchan representation [1.4] of BY.

PROOF.— Let {Wt,ft,t € [O,T]} be a Wiener process correlated with W so
that

EW,W; = p(t).
Then,

plt) = pls) = B (We = W, ) (Wi = W,) + EW, (W, = W) + E (W, = W, ) W,.
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By conditioning with respect to Fs, we can easily show that for all ¢ >
s, EWy, (W, —W,) = E (Wt — WS) W, = 0. Hence, by the Cauchy—Schwarz
inequality,

In(t) = p(s)] < JE (Wi - Ws)zmm — WP =t - sl

Therefore, p(t fo s)ds with |6(s)| <1, and

_A%@mm+ﬁxfdﬂéﬂw

where Z = {Z;, Fi,t € [0,T]} is a Wiener process independent of . Then,

E <Bf’ - /Ota(s)dWs>2

—E</Otz(t,s)dWS—/0ta(s) ) dW, — / Wdz)

</ (t,s) dW, — / >+/0 2(s) (1 —6%(s)) ds

:A(@@ @mm)w+£ a2(s) (1 — 6%(s)) ds

=2 2/0 a(8)0(s)z(t, s) ds+/0 a’(s) ds. [1.13]

Since z(t, s) > 0, we see that the minimum in [1.13] is reached at the
function

ie. 8(s) =sgna(s). d

COROLLARY 1.1.— Since the proof of Lemma 1.1 is valid for any non-negative
kernel z, satisfying condition [1.2], from now on, considering the non-negative
k‘emel z, we can restrict ourselves to Gaussian martingales of the form M; =
fo ) dWs, where W is the underlying Wiener process, and function a is non-
negatwe
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1.3. The lower bound for the distance between fBm and Gaussian
martingales

Denote M(K) the space of the Gaussian martingales of the form
M, = fg a(s)dWs, where a € K C L2([0,7]). In the following theorem, using
stochastic considerations, we establish a non-zero lower bound for the
distance between fBm with the Molchan kernel and the space of all Gaussian
martingales, i.e. the space M(Lz([0,T7])). All processes are considered on the
fixed interval [0, T.

THEOREM 1.2.— The value
2

pr = p*(B¥, M(L2([0,T]))) =  inf sup E (Bfl —/O a(s) dWs>

a€L2([0,T]) 0<t<T
admits the following lower bound:

_ 42H (1 _ p\2H\?
pr > max (1—t (1 —1t))

_2H
2 Jnax T6i2i 7% > 0. [1.14]

PRrROOF.— Note that our kernel z(t, s) is homogeneous in the following sense:
2(t,s) = TH=Y2(t)T,s/T).

Therefore,

2

sup E(B{f_/ta(s) dWs) ~ sup E/t(z(t,s)—a(s))st

0<t<T 0 0<t<T 0

t/T-T
— T gy E/ (2(t/T,s)T) — a(s/T - T)TY*H)2ds
0

0<t<T

=T sup E/ (z(u,v) — a(v - T)TY?*H)2qy,
o<u<1 Jo

and consequently pr can be rewritten via p;, namely pr = T%H p;. This implies
that we can restrict the consideration to the case of pr with T' = 1. Now we
construct a lower bound for

2 t

max E <BtH - /Ota(s) dWS> = max [ (z(t,s)— a(s))2ds.

0<t<1 0<t<1 Jo
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Let 0 < t; < 1. Consider the random variable fo s)dW, =: B. Then,

t 2
max E (BH —/ a(s) dWs) ~ max E (B —E[B| 7))’
0<t<1 0 o<t

ZInax{E(BH E[B|F.])’, E (B - B)}

Now we can use variance partitioning. Obviously, for every square integrable
random variable 7, we have

E[(n—Eln| Bu)?| Bu] =E[n* | B,,] — (Eln | Bi,)*
Hence,
E(n—Eln| By,])* = En® — E(E[n | By,])%.

We apply the inequality En* > E(E[n | By,])? for n = Bff — E[B | F3,] and
for n = B — B, and obtain

t
max E (BtH —/ a(s) dWS>
0<t<1 0

> wax {E (B! ~B[B|B))* B(E[B! | BY]-E[B]| B’}

2%(E(Bf—E[B|Bff])2+E(E[B{1}Bff] —E[B\Bff])z).

2

Note that for all real numbers P, ) and r, the inequality

(P-r)? (Q@-r)?_ (P-Q)7
ot 2 [1.15]

holds true because 2(P —7)? +2(Q — )2 — (P - Q)?> = (P+ Q — 2r)? > 0.
Therefore,

t
max E (BH —/ a(s) dWS>
0<t<1 0

2
HpH
E(Bf -E (B | Bl)" = 1E<BH_E<BlBtl)BH>

2

> 1
=1
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Clog (18T (- 0)\ (1— 825 — (1 —1;)27)? .
T4t 221 B 16t2H '

REMARK 1.1.— By substituting ¢ = % into maximized expression in [1.14], we
obtain a loose lower bound

(2 2

2H
16028 1

T >

1.4. The existence of minimizing function for the principal functional

Recall that in the analytic form, our goal is to find

inf sup ] /Ot (2(t,s) — ac(s))2 ds=  inf )f(x),

z€L2([0,T]) ¢el0,T z€ L2 ([0,T]

where the functional f = f(z) is defined via [1.1], and a minimizing element = €
Lo ([0,T7) if the infimum is reached. In the original formulation, z is the kernel
related to an fBm. However, the solution of this problem is based on the general
properties of functionals in a Hilbert space, in particular, functionals defined
by kernels satisfying the assumption (A) with inequality [1.2]. Therefore, in
this section, we consider arbitrary kernel z satisfying assumption (A), which
implies that the functional f = f(x) is well defined for any x € L2([0, 1]). From
this point on, with a view to simplifying the computations, let us consider in
this chapter only the case T' = 1.

LEMMA 1.2— For any z,y € Lo([0,1]),
|f(z) = f)] < 1z = yllLoo,1))- [1.16]

PROOF.— Evidently, for any x,y € Ly([0,1]) and 0 < ¢ <1,

1/2

(/Ot (2(t5) = a(s))” ds) < </Ot (z(s) — y(s))2d8>
+ </Ot(2(t,8) - y(S))st>

1/2

1/2
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Therefore,

([ e oty as)

< sup. </Ot (x(s) — y(s))2d8>1/2+ u (/Ot (=(t.5) — y(s))” d5>1/2,

t€(0,1 t€(0,1

1/2

which is clearly equivalent to the inequality

F@) <z =yl o, + F()-

Swapping x and y, we establish [1.16] and thus obtain the proof. O
COROLLARY 1.2.— The functional f is continuous on L2([0,1]).
LEMMA 1.3~ The following inequalities hold for any function x € Lo([0,1]):

| HxHLQ([O,u) = [l=(1, ')||L2([0,1]) | < flz) < ||x||L2([0,1]) + f(0). [1.17]

PROOF.— The left-hand side of [1.17] immediately follows from the inequalities

1/2

1
1) = ([ o —a)*ds) = 12000 = el oy
> | ||33||L2([0,1]) —|l=(1, ')||L2([0,1]) B

and the right-hand side of [1.17] follows from [1.16]. O
LEMMA 1.4~ The functional f is convex on Ly([0,1]).
PROOF.— We have to prove that for any x,y € Lo([0,1]) and any « € [0, 1],

Flaz+ (1—a)y) < af(e) + (1 - a)f(y). 1.18]

Applying the triangle inequality, we note that for any t € [0, 1]

2

( /0 aw(s) + (1 — a)y(s) — (t,5)] d5>



12  Fractional Brownian Motion

whence

1
2

sup (/Ot [ax(s) + (1 — a)y(s) — z(t, s)]2 ds)

te0,1]

+(1—a) sup (/Ot(z(t,s) —y(s))zds)é,

te[0,1]

and inequality [1.18] follows. O
THEOREM 1.3.— The functional f reaches its minimal value on L2 ([0, 1]).

PrOOF.— By Corollary 1.2 and Lemma 1.4 the functional f is continuous and
convex. By Lemma 1.3, f(z) tends to +o0o as ||z|| — oo. Hence, it follows from
Proposition A1.2 that f reaches its minimal value. O

1.5. An example of the principal functional with infinite set of minimizing
functions

We continue to study arbitrary kernel z satisfying assumption (A), which
implies that the functional f is well defined for any = € L2([0,1]). Note that
the set M, of minimizing functions for the functional f is convex. In this
section, we consider an example of kernel z for which 9t; contains more than
one point and consequently is infinite. First, we establish the following lower
bound for the functional f, which is similar to the particular case, considered in
Theorem 1.2.

LEMMA 1.5.— 1) Let the kernel z of the functional [ defined by [1.1] satisfy
assumption (A). Then for any a € L2([0,1]) and 0 < t1 < to < 1, the following
inequality holds

t t1
sup / (2(t,s) — a(s))2 ds > 1/ (2(t2,s) — z(tl,s))2ds. [1.19]
te(0,1] Jo 4 Jo

2) The equality in [1.19] implies that

a(s) = %(z(tl,s) + 2(t2,8)) a.e. on [0,ty), [1.20]

and

a(s) = z(ta,s) a.e. on [t1,ts]. [1.21]
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PROOF.— 1) The following inequalities are evident:

! 2
sup /O(z(t,s)fa(s)) ds

t€(0,1]

> max {/Ot (=(t1, ) — a(s))* ds, /;2 (2(t2, 5) — a(s))? ds}
> { ["(ot109) — ) s, [ (o) — o))" )

1

= 9 /Ot1 ((z(tl,S) — a(s))2 + (2(t2,s) — a(s))2> ds. [1.22]

Setting in the inequality [1.15] P = z(t1,s), Q = z(t2,s) and r = a(s), we
obtain from [1.22] that

! 2
sup /O(z(t,s)—a(s)) ds

t€[0,1]
> %/O 1 [(z(tl,s) - a(s))2 + (2(t2, 8) — a(s))z} ds
> i/o 1(z(lfg,s) - z(tl,s))2ds. [1.23]

Thus, inequality [1.19] is proved.

2) Now we show that equality in [1.19] implies [1.20] and [1.21]. Indeed,
equality in [1.15] holds if and only if P 4+ @ — 2r = 0. Equality in [1.23] has a
form

1

2 /Ot1 {(Z(tl,s) —a(s))” + (2(t2, s) — a(s))ﬂ ds

= i/o 1(z(t1,8) — Z(tZ,S))zdsv

and it holds if and only if
z(t1, 8) + 2(t2,8) — 2a(s) =0 a.e. on [0,t1),

i.e. it holds if and only if condition [1.20] holds.
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If [1.20] holds, then
h 2 I 2
/0 (2(t1,8) —a(s)) ds = 1/0 (2(t1,8) — 2(t2,5))" ds,

and

2 2 IS 2
/0 (2(t2, s) — a(s)) ds = 1/0 (2(t2,s) — 2(t1,5)) ds

+/ 2(2(152,3) - a(s))zds.

t1

It means that under condition [1.20], equality [1.19] holds if and only if

to
| tas) =~ als)as =0,
ty

i.e. if and only if [1.21] holds. O

REMARK 1.2.— Let the kernel z of the functional f from [1.1] satisfy
assumption (A). Then, for any a € Ly([0,1]) and 0 < ¢; <ty <1

‘ 2 1 [ 9
max /O(Z(t,s)—a(s)) dSZZ/O (z(tg,s)—z(tl,s)) ds. [1.24]

te{t,ta}
Equality in [1.24] holds if and only if [1.20] and [1.21] hold.

THEOREM 1.4.— (Ezample of functional f with infinite set My.) Take the
kernel z(t, s) of the form z(t,s) = g(t)h(s), t,s € [0, 1], where

g(t) = (6t — 2)1%StS% + (4 — Gt)légtgg + (6t — 6)1%§t§1

and

h(S) = 4810§s§i + (2 — 48)1%§5S%

(see Figure 1.1). Then,

t
2 1
i t,s) — ds == 1.25
aeLIS(lfé,u)tlen[éaﬁ]/o (2(t,5) — als))"ds 6’ [1:25]
and My consists of functions a(s) satisfying the conditions
a(s) =0 a.e. on [0,3] [1.26]
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t
/ a(s)’ds <+ —6(1—1t)* 3S<t<1. [1.27]

REMARK 1.3.— 1) Since z € C([0,1]?) and a € L([0,1]), we have that
fot (2(t,s) — a(s))2ds is continuous in ¢. Therefore, we can really replace
SUPyeo,1] With max;c(o 1) in equality [1.25].

2) Some examples of functions satisfying [1.26] and [1.27]: a(s) = 0,s €
[0,1]; a(s) = (12(1 — 5))1/215/6<sg1; a(s) = V/3(6s — 5)15/6<s<1-

A A
1t 1
L ‘ >
1 1 5 1 1
—1+
(a) Graph of function g. (b) Graph of function h.

Figure 1.1. Graphs of functions g and h.

PROOF.— To establish a lower bound of the left-hand side of [1.25], note that

<t<L1.

N[ =

¢ 1
/h(s)st:f for
0 6

Therefore, applying Lemma 1.5 with ¢; = % and ty = % we obtain that

1

sup /0 (z(t,s) — a(s))2ds > 3/02 (2(5/6,3) —2(1/2, s))2ds

te0,1]

=1 [ (/0m) — a1/2m0) s = [T anoras = sy

Let us prove that functions a = a(s) satisfying [1.26] and [1.27] transform
[1.28] into equality.
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To establish an upper bound of the left-hand side of [1.25]|, consider
functions satisfying conditions [1.26] and [1.27]. Then, for 0 < ¢t < 2 we have

that

/Ot (2(t,s) — a(S))st = /Otz(t,s)2 ds = /Otg(t)zh(s)g ds

= 9(15)2/0 h(s)*ds < /OE h(s)?ds = -

since a(s) = 0 on [0, 2] and g(¢)? < 1. For 2 <t < 1, we take into account the

' 6
values of a, h and g on this interval and obtain that

2

/ (2(t,s) — a(s))2 ds = /g (g(t)h(s) —a(s))" ds
0 0

(g(t)h(s) — a(s))” ds

+
C

_ /0 ® o()2h(s)2 ds + / () ds

6

1 1 1
S(ﬁt—6)2~6+6—6(1—t)2:6.

Hence, if the function a satisfies [1.26] and [1.27], we have that

S| =

t
sup / (2(t,s) —a(s))st <
t€(0,1] JO

Summing up, we obtain [1.25].

[1.29]

Now we prove that any minimizing function a satisfies [1.26] and [1.27].

Indeed, let

¢
1
sup / (2(t,s) — a(s))2 ds = —.
te[0,1] JO 6

Then inequality [1.28] is transformed into equality; therefore,

I
| =
o\
[N
/N
N
—
ol
@
SN—
|
I
—
2ol
[
S~—
N——
[\v]
IS
»

sup /O(z(t,s)—a(s)) ds 1

te(0,1]

[1.30]
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It follows from [1.30] and from the second part of Lemma 1.5 that

(9(5/6) + g(1/2))h(s) = 0

| —

(2(5/6,5) + 2(1/2,5)) =

N —

a(s) =
a.e. on [O, %] because g(1/2) =1, g(5/6) = —1; we also obtain the equality

a(s) = 2(5/6,s) = g(5/6)h(s) =0

a.e. on [3,3] because h(s) = 0 for s > 1. Therefore, function a satisfies

condition [1.26]. Then, similarly to the calculations provided in [1.29], we obtain

/Ot(z(t,s)a(s))2ds(61566)2+ﬁ)ta(s)2d5 for g<t§1,

and it follows from the inequality fg (2(t,s) — a(s))2 ds < & that

¢ 1 (6t—6)2 1 5
/éa(s)2ds§6—%:6—6(l—t)2 for 6<t§1.

6

It means that the function a satisfies condition [1.27]. O

1.6. Uniqueness of the minimizing function for functional with the
Molchan kernel and H € (1,1)

Now we return to the problem [1.12] of the approximation of an fBm by
martingales.

First, we prove some simple but useful properties of the fractional Brownian
kernel z (Molchan kernel), defined by [1.7].

LEMMA 1.6.— (Molchan kernel properties)
1) The kernel z satisfies condition (A).

2) The kernel z increases in the first argument and decreases in the second
argument.

3) The kernel z € C(]0,1]?).
4) For any ¢ >0 and 0 < s <t, z(ct,cs) = c*2(t,s) witha=H —1/2.
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PRrROOF.— 1. Since z is the Molchan kernel of an fBm, we have that

21 = F (BI) =E (/Otz(t,s) dWs)2 = /Otz(t,s)st.

Therefore, sup,¢o 1) fotz(t,s)st = 1, and [1.2] is satisfied. Other
statements follow directly from [1.7]. O

Now we are in position to establish the uniqueness of minimizing function for
the principal functional corresponding to the Molchan kernel of fBm. In order
to do this, first, we prove an auxiliary statement concerning any minimizing
function for this functional. For « € L4([0,1]), denote

92 (t) = </Ot (2(t,s) — (s))* ds>

Then, we have from the definition of the principal functional f that
f(x) = sup,cjo1) go(t). It follows from Lemma 1.6 that g, € C[0,1] for any
x € Ly([0,1]). Using the self-similarity property 4) of the kernel z, it is easy to
note that

1/2

ga(t) = co‘+1/2907%(c,)(t/0). [1.31]

LEMMA 1.7.— Let a € M. Then, the mazimal value of g, ts reached at point
1, de f(a) = ga(1).

PROOF.— Set a(t) = 0 for t > 1. Suppose that g,(1) < f(a). Since g,(t) is
continuous in ¢, ¢ > 1 exists such that g,(t) < f, for t € [1,¢]. This means that
maxyefo,c) ga(t) = fa- Set b(t) = ¢~ “a(tc). It follows from equation [1.31] that
a(t) = c71/272g,(te), t € [0,1]. We immediately obtain f(b) = ¢=*1/2f(a) <
f(a), which leads to a contradiction. O

REMARK 1.4.— Similarly, if the function g, is differentiable at point 1, then
9a(1) = 2H ga(1).

THEOREM 1.5.— (Uniqueness of a minimizing function) For the principal
functional f defined by [1.1] with the fractional Brownian kernel z from [1.7],
there is a unique minimizing function.

PROOF.— Let us denote My as the minimal value of functional f. Recall that
the set My is non-empty and convex. Let Z(s) = z(1,s), s € [0,1]. It follows
from Lemma 1.7 that for any function x € 91, the following equality holds:

1/2

1o = ([ 6= 209)a) =l 2l
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For any z,y € My, o € (0, 1), we have that ax + (1 — )y € M. Hence,
My = faz+ (1 —a)y) = [laz + (1 = a)y = 2[| 1, 0.1
<alz =2l +A—a)lly =2l 01
=af(z)+ (1 —a)f(y) = My.

Thus,

oz + (1 =)y =2l 1,01 = @lle = 2l L, 0,1 + X = ) Iy = 2ll 1 0,1
for all @ € (0,1), in particular,

132+ 39 = 2l 0 = 217 = 2l Lyoy + 3 1 = 2l o)) -

Iz —2+y—2l1,q01 = 1o = 2l 1,01 + 1Y = 2ll o017 -

For arbitrary vectors z and y in a Hilbert space, the equality ||z + y|| =
llz]] + |ly|| implies that = and y are parallel and in the same direction (or either
one or both of them are zero vectors). Therefore, the functions z — Z and y — 2
are equal up to a non-negative multiplier, 1 —2 = C(y—2) or C(x —2) =y — 2,
with €' > 0, but since ||z — 2[| 0,11y = ¥ = Zll 1, (0,1]), We have z — 2 =y — 2.
Therefore, z = y (in Lo([0,1])), i.e. a.e. on [0, 1], as required. O

REMARK 1.5.— In this section, we assume that % < H < 1. However,
Theorem 1.5 is valid for all H, 0 < H < 1. Indeed, statements 1 and 4 of
Lemma 1.6 hold true for all H € (0,1). In the proof, we refer to equation [1.5]
instead of [1.7]. Statements 2) and 3) of Lemma 1.6 do not hold true for
0 < H < 3. Lemma 1.7 also holds true for all H € (0,1), and Theorem 1.5

follows from Lemma 1.7.

THEOREM 1.6.— Let a be the function that minimizes f, i.e. a € M. Then,
a function ¢: [0,1] — R exists such that s < ¢(s) <1, s € [0,1], and a(s) =
z(¢(s),s) a.e.

PROOF.— Since z(t,s) > 0 for all ¢ and s, we have that
(2(t,s) —a(s))* > (z(t, s) — max(0, a(s)))?, t,s €10,1],

whence

/ (2(t,s) —a(s))*ds > / (2(t,s) — max(0,a(s)))? ds, t e [0,1].
0 0
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Finally,

f(a) > f(max(a,0)).

It means that function max(a,0) € ;. Due to the uniqueness of the
minimizing function (see Theorem 1.5), a(s) = max(a(s),0) for almost all
(a.a.) s, whence a(s) > 0 a.e. on [0, 1].

Furthermore, since the kernel z(t, s) increases in ¢, we have

z(t,s) < z(1, ), t,s €10,1],
whence

(2(t,s) — a(s))? > (2(t,s) — min(2(1, 5),a(s)))?, t,s €10,1].

It means that
/ (2(t,s) —a(s))*ds > / (2(t,s) — min(z(1, 5),a(s)))? ds, t €0,1],
0 0

and finally,

f(a) = f(min(, a)),

where 2(s) = z(1,s). Thus, function min(2,
of the minimizing function, a(s) = min(z(1,
z(1,s) a.e. on [0,1].

a) € My. Due to the uniqueness
s),a(s)) for a.a. s, whence a(s) <

We have just proved that

0=2(s,8) <a(s) <z(1l,s) a.e. in|0,1].

Since the kernel z(¢, s) is continuous in ¢, there exists a function ¢(s), s <
@(s) < 1, such that a(s) = z(4(s), s) for a.a. s € [0,1]. O
COROLLARY 1.3.— The minimizing function a € My is non-negative. It is fully
consistent with Corollary 1.1, where it is stated that we can restrict ourselves
to non-negative functions a.



Projection of fBm on the Space of Martingales 21

1.7. Representation of the minimizing function

The main problem of our minimization procedure is that the minimizing
function has no explicit analytical representation. Therefore, we can only
study its properties and give the approximation formulae. In this section we
consider principal functional f corresponding to fBm and establish that the
minimizing function has a special form. We start by proving several auxiliary
results concerning the Molchan kernel and the minimizing function.

1.7.1. Auxiliary results

LEMMA 1.8~ For any 0 <t <1 Molchan kernel satisfies the relation

t 1
/ (2(1,s) — 2(t, 5))2 ds —|—/ 2(1,5)%ds = (1 — t)?1. [1.32]
0 t
PROOF.— By [1.4], the left-hand side of [1.32] is equal to E (Bf — BtH)2 =
(1—1)2H. O
The next statement will be essentially generalized in what follows.
However, we prove it because its proof clarifies the main ideas; moreover; it
has interesting consequences concerning the properties of the minimizing
function. In the remainder of this section, a = a(s), s € [0,1] denotes the
minimizing function, i.e. the unique element of M.
LEMMA 1.9~ Let t* = sup{t € (0,1) : go(t) = f(a)} (" = 0 if this set is

PRrROOF.— Fix some t; € (t*, 1] and prove that for any h € Lo([0, 1]) the following
equality holds:

1
/t h(s)(a(s) — z(1,s)) ds = 0.

Evidently, the proof follows immediately from this statement.

Assume the contrary. Then, without loss of generality, h € Ly([0, 1]) exists
such that

1
/t h(s)(a(s) — 2(1,s)) ds =: k > 0.
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It follows from the continuity of the last integral w.r.t. upper bound that
for some to € (t1, 1] we have

t
/ h(s)(a(s) — =(t,s)) ds > K/2
t1
for any ¢ € [t2, 1]. Note also that our assumption implies that

m:= max gq(s) < f(a).
s€[t1,t2]

Consider now bs(t) = a(t) — 0h(t)1y, 11(t) for 6 > 0. We have that gy, (t) =
9a(t) for t € [0,t1], and
¢ ¢
9bs (£)* = ga(t)* =26 | h(s)(a(s) — 2(t,s)) ds + 52/ h(s)*ds
t1 t1
for t > t;. For t € (¢1,t2] the following inequality holds:
t ¢
gbs (1) <m?® =26 [ h(s)(a(s) — 2(t,s)) ds + 52/ h(s)*ds <m?+ C§
t1 t1
with the constant C that does not depend on t,§. Then, for sufficiently small
d > 0, we have that g5, (¢) < f(a) for any t € (1, t2].

Furthermore, if ¢ € (t2, 1], then
t t
a0y ()2 < F(a)? — 20 / h(s)(a(s) — =(t, 5)) ds + 62 / h(s)? ds
t1 ty

1
< f(a)*> — K6 + (52/ h(s)? ds.
0

Again, for sufficiently small 6 > 0 and any ¢ € (t2,1], we have that
9vs (t) < f(a). Therefore, for sufficiently small § > 0, we obtain f(bs) = f(a)
and gp;(1) < f(a) = f(bs). We obtain the contradiction with Lemma 1.7
whence the proof follows. O

COROLLARY 1.4.— A pointt € (0,1) exists such that g,(t) = f(a).
PROOF.— Assuming the contrary, we obtain from Lemma 1.9 that

a(t) = z(1,t) for a.a. t € [0,1]. However, in this case, g,(1) = 0, which
contradicts Lemma 1.7. 0
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Denote &, = {t € [0,1] : go(t) = f(a)}, the set of the maximal points of the
function g,.

LEMMA 1.10— Let u € [0,1) be a point such that g,(u) < f(a). Then, there
does not exist a function h € La([0,1]) such that for any t € &, N (u,1] the

inequality fi h(s)(a(s) — =(t,s)) ds > 0 holds.

PROOF.— Assume the contrary, i.e. let for some function h € Ly([0, 1]) we have
that fi h(s)(a(s) — z(t,s))ds > 0 for any t € &, N (u, 1]. The set &, N (u,1] is
closed because g,(u) < f(a). Therefore,

te®,N(u,1]

K:= 1min / h(s)(a(s) — z(t,s)) ds > 0.
Denote
B.={te (ul]:6,N(u,1N{Et—¢e,t+e)# o}

the intersection of e-neighborhood of the set &, N (u,1] with interval (u,1].
Continuity argument implies that for some € > 0 it holds that

/ h(s)(a(s) — =(t,s)) ds > K/2

for any t € B..
Similarly to the proof of Lemma 1.9, denote bs(t) = a(t) — 6h(t)1(,,1(t) for
any d > 0. Then, we have that gy, (t) = g4(¢) for any t € [0, u], and
¢

gvs (1)? < fa)? — 25/ h(s)(a(s) — z(t,s)) ds + 52/ h(s)*ds

u

< f(a)? — w6 + (52/ h(s)*ds

0

for any t € B.. It follows from the continuity of g, that

= a t < .
m= max g (t) < f(a)
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Therefore, we have for ¢ € (u, 1] \ B, that

9bs (£)? = ga(t)® — 20 (a(s) — 2(1,5)) + 52/ h(s)*ds

<m?—2§ t h(s)(a(s) — z(t,s)) ds + 6° /t h(s)*ds

t1 t1

<m?+ (6,

with the constant C' that does not depend on ¢ and §. It follows from the
above bounds that for sufficiently small § > 0 and for any ¢ € (u, 1] we have
the inequality gp,(t) < f(a). It means that for sufficiently small § > 0, we
obtain the equality f(bs) = f(a), and moreover, gy, (1) < f(a) = f(bs), which
contradicts Lemma 1.7. d

Lemma 1.10 supplies the form of minimizing function on the part of the
interval [0,1]. All equalities below are considered almost surely (a.s).

LEMMA 1.11.— Let t; = min{t € (0,1) : go(¢t) = f(a)}. Then, t3 € (t1,1] N S,
and a random variable &, exist with the values in [t1,t3] N &, such that for
t € [0,t2), we have that P(§, > t) > 0, and the equality

a(t) = Blz(&,t) | & > 1]
holds.

PROOF.— Consider the set of functions
K ={ki(s) = 2(t,5)1s<t + a(s)lsse, t € &4}

and let
1
C= {/ ki(s) F(dt), F is a distribution function on Qia}
0

be the closure of the convex hull of K. According to Lemma 1.10, applied to
u = 0, there does not exist h € Lo([0, 1]) such that (h, k) < (h,a) for any k € K.
Moreover, there is no h € Lo([0,1]) such that (h, k) < (h,a) for any k € C, i.e.
the element @ and the set C cannot be separated properly. Then, according to
the proper separation theorem (see Corollary A1.2 in Appendix 1), a € C, so
there exists a distribution F' on &, such that

a(s) = /0 ke(s) G(dt) = k:(s) F(dt) +/ a(s) F(dt). [1.33]

[s,1] [0,s)
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Hence,

a(s)F (5, 1]) = / ka(s) F(dt). [1.34]

[5.1]

Note that the equality supp F' = {¢1} is impossible because otherwise it
follows from equation [1.34] that a(s) = z(t1, s) for s < t1; therefore, g,(t1) =0
which contradicts the assumption g,(t) = f(a).

Using the latter statement and [1.34], we obtain the statement of the
theorem with ¢ = max(suppF) and a random variable &, with the
distribution F'. O

Conditions on minimizing function from Lemma 1.11 are sufficient in the
following sense.

LEMMA 1.12.— Lety € Ly([0,1]). Define the kernel z,(t,s) for s,t € [0,1] as

z(t,s), t=>s,
zy(t,s){( )

y(s), t<s.

Function y is the minimizing function of the principal functional f if and only if
a random variable &, exists, which takes values in [0, 1] such that the following
conditions hold:

y(s) = Ezy(&,,s) for almost all s € [0, 1], [1.35]
9y(&y) = f(y) as. [1.36]

PROOF.— The necessity was proved in Lemma 1.11. Indeed, if y = a, let us take
&y = &4, Where &, was obtained in the course of the proof of Lemma 1.11. Then
condition [1.35] follows from equality [1.33], while condition [1.36] follows from
the fact that &, € &,.

The sufficiency is proved basically by reversing a proper separation
argument from Lemma 1.11: if a function belongs to the convex set C, then it
cannot be properly separated from this set, which means that it is a
minimizer. To make this idea rigorous, assume the contrary: let a function y
satisfy [1.35] and [1.36], but y ¢ Mi;. Then, a function a € L2([0,1]) exists
such that f(y) > f(a) (e.g. we can take a as the minimizing function).
Functional f? is convex, therefore

Fly+8a—y))° < F)?+6(f@)? - fy)?), 0<6<1.
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It is easy to see that for any function b € Lo ([0, 1]),

t,-) —b|?
Jnas |2y (2, ) =0l

= max (/Ot(z(t,s) —b(s))2ds+/t1(y(s) —b(s))2ds>

te[0,1]

¢ 1
2 2
< max /0 (2(t,s) —b(s))" ds +/O (y(s) —b(s))" ds

~ telo,1]

= FOF + lly —b]”.

Therefore, for 0 < § < 1 we have that

max lzy(t,) —y — la—y)|* < F()* =6 (F)* = f(@)?) + 62 [la —y|>.

It means that for sufficiently small § > 0

max |z, (t.) ~y = o(a—y)|* < F0)" 1.37]

On the one hand, choose arbitrary § for which inequality [1.37] holds, and
set b=y + d6(a —y). Then,

» t,-) —bl? 2 1.38
Jnax |2y (t, ) =Bl < f(y) [1.38]

On the other hand,
max ||z, (t,-) — b“2 > Ellzy(&y, ) — b||2 > E |2y (&y, ) — Bzy (&, )”2

te0,1]

=E ||z (&, ) — y”2 = Egy(fy)Z = f(y)2 [1.39]

Inequalities [1.38] and [1.39] contradict each other. Thus, assuming that
the function y is not minimizing for the principal functional f, we obtain a
contradiction. Therefore, f(y) = min f. O

Now we are in position to prove that

esssup &, := min {¢t : P(§, <t) =1} = max(supp&,) = 1,

which will imply that 5 = 1 in Lemma 1.11.
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LEMMA 1.13.— Let a be the minimizing function for principal functional f and
let &, be a random variable satisfying conditions [1.35] and [1.36] where y = a.
Then, esssup&, = 1.
PROOF.— Denote ty = esssup,. Evidently, £, takes values from [0, ¢2].
Consider a function
b(s) =t5“altas), s€][0,1].
Then, in view of the self-similarity property (item 4 in Lemma 1.6),

b(s) = Ezp(&a/t2; 5),

where z,(t,s) is defined in the formulation of Lemma 1.12. Using [1.31], we
obtain

() = t5 " ga(tat), te€[0,1].
On the one hand, since a(s) satisfies [1.36], we have

f(b) = MAX G > G (&a/t2) =ty ga(€a) = t5 ¥ f(a)

a.s.; on the other hand,

b) = max g, = t; 7 max g, < t; 7 maxg, = t5; 7 f(a).
f(b) il b 2 [07t2]g >l [0’1]9 2 fla)

This implies
f(b) =gp(&aft2) =t;7 f(a) ae.

Therefore, the function b satisfies [1.35] and [1.36] and is therefore a
minimizer of f. Hence,

ty " fla) = f(b) = min f= f(a),

so to = 1, as required. O
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1.7.2. Main properties of the minimizing function

Now we can refine Lemma 1.11 in view of Lemma 1.13. Recall that a is
the minimizing function for the principal functional f and &, = {t € [0,1] :

9a(t) = f(a)}.
THEOREM 1.7.— A random variable Ea exists, taking values in &, such that
P(,>5)>0 forallsel01),

a(s) = E[z(€a, 8) | &0 > 5] ae. in [0,1]. [1.40]

PRrROOF.— We can put éa = ¢,, where £, comes from Lemma 1.11. Then the
present statement is a straightforward consequence of Lemma 1.13. d

Without loss of generality we will assume in what follows that [1.40] holds
for every s € [0, 1]:

a(s) = E[z(&., s) | & > s] for any s € [0, 1]. [1.41]

COROLLARY 1.5.— 1) The minimizing function a is left-continuous and has
right limits.

2) For any s € [0,1),

0 < a(s) < z(1,s), [1.42]
moreover,

a(s) < z(1,s)
on a set of positive Lebesque measure.

PROOF.— 1) Follows from [1.41], continuity of z and the dominated convergence.

2) Taking into account statement 2 of Lemma 1.6, for 0 < s <t <1
0 < z(t,s) < z(1, ).

Now [1.42] follows from [1.41] and the fact that P(§, > s) > 0 for s < 1.
Further, if a(s) = z(1, s) a.e., then g,(1) = 0, which contradicts Lemma 1.7. O

Further, we investigate the distribution of .
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LEMMA 1.14— There exists t* € (0,1) such that for all t € (t*,1), go(t) <
f(a).

Proor.— By Corollary 1.5, u; and us exist such that 0 < u; < us < 1 and
A1 q{s € [u1,ug] s a(s) < 2(1,s)} >0,
where )\ is the Lebesgue measure.

Now estimate f(a)? — g,(t)? from below, asymptotically as t — 1—. For
ug <t <1 make simple transformations

f(@)? = ga(t)* = ga(1)? = ga(t)?
= [ s = e ds = [ (e(e5) = ate)) s
t )
. _/0 (2(1,5) — 2(t, )" ds +/t (=(1, ) — a(s))° ds
o </0 +/) (+(1,5) — 2(t,5)) (=(L, ) — a(s)) ds

+ 2/ (2(1,5) — 2(t, 5)) (2(1,5) — a(s)) ds.
uy
We estimate each of the terms separately. By Lemma 1.8,

/0 (Z(l,s) — z(t,s))2d3 <(1— t)ZH.

Furthermore,

(/Ou1 +/u:> (2(1,5) — 2(t,5)) (2(1,5) — a(s)) ds > 0,

since the integrand is non-negative by Lemmata 1.6 and 1.5;

/t (2(1,s) — a(s))2 > 0.

It is easy to see that

2(1,8) — 2(t, )

T — 2j(1,8) = s *(1 —s)'
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uniformly in [u1,us] as t — 1—. Therefore,

“2(2(1,5) — 2(t,s)) (2(1,5) —a(s)) ds uz
fo B2 - e ) 0, 2) — 40) 5 [0 et = o) .

as t — 1—, and the limit is positive. Consequently,

f(a)® = ga(t)

lim inf > 0,
t—1— 1-—t
and the statement follows. O

The lemma just proved means that 1 is an isolated point of &,.
As an immediate corollary, we have the following theorem.

THEOREM 1.8.— There exists t), < 1 such that P({a € (t;;,l)) = 0, and the
distribution of &, has an atom at 1, i.e. P(§, = 1) > 0. Consequently, a(s) =
z(1,s) for all s € [t%,1].

Further, we prove that the distribution of £, has no other atoms.
THEOREM 1.9.— For anyt € (0,1), P(§, =t) = 0. Consequently, a € C[0,1].

PrROOF.— We start by computing for ¢ € (0,1)

a(t+) — a(t) = E[2(8a,t) | €a > t] — E[2(&a, 1) | £ > 1]
E[z(§a, t)1le,>t|P(€a > ) — E[2(&a, 1)1, > /P (&0 > )
P(la > t)P(& > 1)
_ E[Z(favt)1§a>t}P(£a ) E[Z(gavt)léa:t]P(ga > t)
P(& > )P(& = 1)
E[2(&a, 1)1, >¢|P (5 =t)  E[z(t1)1¢, =]
P( > t)P(&a 2 1) P(& > t)
_ a(tH)P(& =1)
P(6a >t)

[1.43]

Further, it is easy to see that g = g, has left and right derivatives at ¢, and
t
g (t)=a(t)® + 2/ (2(t,s) — a(s))zi(t, s) ds,
0

g\ (t+) = a(t+)* + 2/0 (2(t,s) — a(s))z(t,s) ds.
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[1.43] we have that a(t+) = a(t) and also P(§, = t) = 0, as a(t+) > 0. For
t¢ &,, P( =1t) =0 (recall that &, takes values in &,) and a(t+) = a(t). O

But for any t € &,, ¢’ (t) > 0, ¢/, (t4+) < 0, so a(t) > a(t+), whence from

REMARK 1.6.— Due to monotonicity of z in the first variable, the right-hand
side of inequality [1.19] is maximal for to = 1, so we have that

fla) > E max /0 (2(1,8) — z(t,s))st. [1.44]

~ 4 tefo,1]

Theorem 1.9 implies in particular that the inequality is strict, i.e. this lower
bound is not reached. Indeed, if there were equality in [1.44], Lemma 1.5 would
imply that the distribution of &, is %(5,50 + d1), where tg is the point where the
minimum of the right-hand side of [1.44] is reached, which would contradict
Theorem 1.9.

REMARK 1.7.— From [1.41] it is easy to see that the minimizing function a =
a(s) decreases on the intervals of the complement to &, particularly on (0, ;)
and (¢*,1). The numerical experiments suggest that a decreases on the entire
complement to &,, except for H = 0.9, where the experiment gives a(t;) <
a(tk), but the difference a(t})—a(t;) is small and can be explained by the effect
of discretization of the time.

1.8. Approximation of a discrete-time fBm by martingales

Obviously, in the previous sections we collected a lot of interesting properties
of the minimizing function for the kernel z that corresponds to fBm. However,
there is no clear analytical representation for this function. In this connection,
let us give a numerical algorithm of its approximation. Of course, it is easier
to consider the discrete-time approximations. So, in this section, we consider a
problem of minimization of the principal functional, but in discrete time. This
is an approximation to the original problem, so its solution can be considered
as an approximate solution to the original problem. However, to be absolutely
precise, we now simply solve a discrete analog of the minimization problem
described above.

1.8.1. Description of the discrete-time model

We consider the discretizing procedure on the interval [0, 1] for technical
simplicity. Let N be a natural number, and define b, = B}f/N, k=0,...,N.

The vector b = (bg, b1, ...,bn) will be called a discrete-time fBm. It generates
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a discrete-time filtration F, = o(bg,...,bk), K = 0,...,N. For an arbitrary
random vector £ = (&, &1, . .. ,&n) with square integrable components denote

G(§) = max E(by — &)

[RRRE}

We consider the problem of minimization of the functional G(&), where £
is an Fp-martingale. Let us represent the vector b as a linear operator applied
to a random vector with standard multivariate normal distribution. It follows
that by = 0 a.s. The vector (by, ... ,bN)T has multivariate normal distribution
with zero mean and some covariance matrix Y. The matrix ¥, is non-singular
(see Theorem 1.1), and its éjth element is equal to

,L'2H +j2H _ ‘Z _j‘2H
2N2H

(X)ij =
Since Y, is a positive definite, symmetric matrix, a decomposition exists:
Y, =KK' [1.45]

with lower-triangular K, and the matrix K is non-singular. The
representation [1.45] is called the Cholesky decomposition. Cholesky
decomposition is widely used for drawing a Gaussian random vector with
specified covariance matrix. For the algorithm of computing the Cholesky
decomposition and for its use in statistical simulations, see Section A3.1 in
Appendix 3 and [CHA 15, Section 6.5.3]. We used chol function from R
package. After applying Cholesky decomposition, we obtain the representation

(by,....,bn) " = K(C1yeoCn) T

where (i,...,(ny are independent random variables with standard normal
distribution. Denote k;s the elements of the matrix K, 1 <t < N, 1< s < N.
Since the matrix K is lower triangular, ki = 0 for ¢ < s. Then,

t
b= kisCe. [1.46]
s=1

Now compare the discrete-time representation [1.46] to the continuous-
time Molchan representation [1.4]. We have b, = BgN. Both ¢, in [1.46] and

\/]V(WS/N — Wis—1y/n) in [1.4] have a standard normal distribution. Thus,
ks plays the similar role in [1.46] as the average value of the function
N=1Y2z (£, u) on interval (532, %) in [1.4]. Therefore, the matrix K can be
regarded as the discrete-time counterpart of the Molchan kernel z(t, s).
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Further, we will show, as in the continuous case, that minimization of G over
martingales is equivalent to minimization over Gaussian martingales. Indeed,
let &£ = (£0,&1,---,&N), o = 0, be an arbitrary square integrable Fj-martingale.
Owing to the fact that F, = o {(1,...,¢k}, k= 1,..., N, we have the following
martingale representation:

gn:ZQkaa nzla"'7N7
k=1

where «p is a square integrable JFj_i-measurable random variable,
k =1,...,N. Taking into account the martingale property of ¢ and mutual
independence of (i, we obtain

J
G(§) = hax o E(b; —&)” = ].:I?’?EN 2—21 E(kjn — an)

J=0,...,

J
= j:r?,%}fz\r; ((k:m - Eozn)2 + Var(an))

J

2

2 ;25 2 (i ~ B
n=

Hence, we can assume that ¢ has a form &, = > ;_, axCe, n = 1,..., N,
with some non-random ay, ..., a,. Then,
t
2
G(¢) t:I{I,%%N Z;(kts as) (a) [1.47]

Thus, we are searching for the minimum of functional F'(a) over a € RY.

1.8.2. lterative minimization of the squared distance using alternating
minimization method

Now reduce the problem of finding the minimum of the convex functional
F(a) to the problem of finding the minimum of biconvex functional of two
vectors. In order to introduce a functional of two vectors, denote

t N
F(a,b) = Jmax <Z(a8 —kts)® + Z (as — bs)2)7

o s=1 s=t+1
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(Here, by convention, ZiV:NH(aS —bs)2=0.)
For fixed a, min F'(a, b) is reached at point b = a, i.e.

F(a) = F(a,a) = brél]]i@rll\f F(a,b). [1.48]

DEFINITION 1.2.— Let Z be a non-empty bounded set in RY . Chebyshev center
of the set Z is the point a € RN where the minimum of sup,cy |la — z| is
reached:

a = argminsup |ja — z|| [1.49]
a€RN z€Z

The minimum in [1.49] is reached because the criterion function
Q(a) = sup[la — 2|
2€Z

is continuous on RY and tends to +oo as ||a| — oo. It is reached at a unique
point, according to the next lemma.

LEMMA 1.15.— Square criterion function

Q(a) = sup [la — 2|
z€Z

is strongly convex.

PROOF.— To prove convexity, note that for every z € RV, a; € RY, a9 € RV,
and ¢ € (0,1)

Itar + (1 — t)ag — 2||2 = 2 |jar||® + 2t(1 — t) a] ay + (1 — t)? ||az|?

—2ta; z —2(1 —t)ay z + || 2|

This equality can be obtained easily by representing the square norm as
the inner product of a vector by itself (||z]|> = z"z) and using linearity and
symmetry of the inner product. Indeed,

||tCL1 + (1 — t)ag — 2,’”2 = (ta1 + (]. — t)ag — z)T(tal + (]. — t)a2 — Z)
=t%a] a; +t(1 —t)a] ay — taj z
+ (1 —t)tag a, + (1 —t)%ag ay — (1 — t)ag 2

—tzlar—(1—t)z"ay+ 2"z
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= (t—t(1—1t)a a; +t(1 —t)a ay — ta] 2
+t(1 —t)aga; + (1 —t) —t(1 —t))ag ay — (1 — t)ay 2
—tzlar—(1—t)zTag +(t+(1—1)z 2
=taa; —t(1 —t)a] a; +t(1 —t)a] ay — ta] z
+t(1—t)aga, + (1 —t)ag ayg — t(1 —t)ag ayg — (1 — t)ag z
—tzlar—(1—t)z ay +tz" 2+ (1—-1t)z 2
= ta;—al - tairz —tzla;+tz' 2
+(1=thagay—(1—t)agz— (1 —t)z ag+ (1 —t)z" 2
—t(1 —t)aj ay +t(1 —t)a] ay +t(1 —t)ag a; —t(1 — t)ay a,
=t(ay — 2)" (ay — 2)
+ (1 —t)(ag — 2) " (ag — 2)
—t(1 —t)(a1 —as) " (a1 — az)
=tllar—z|* + (1 =) laz — 2| = t(1 = t) [la1 — az]|*. O

If, in addition to assumptions a; € RY, as € RY and ¢t € (0,1), the
inequality a1 # ao holds true, then
Q(tar + (1 —t) az) < tQ(ar) + (1 = 1)Q(az) — t(1 — t)]|a1 — az|?
<tQ(a1) + (1 = t)Q(az).

Thus, the square criterion function Q(a) is indeed strongly convex.

COROLLARY 1.6.— As a consequence, square criterion function Q(a) cannot
reach its minimum at more than one point.

REMARK 1.8.— Lemma 1.15 can be generalized for any Hilbert space. Namely,
for H the Hilbert space, for any fixed element z € H, the functional Q(a) =
la — z||? is strictly convex. The proof is exactly the same if only the notation
a'bis used instead of the standard notation of the scalar product in #.
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For fixed b, min F'(a,b) is reached at point a being the Chebyshev center of
the N-point set {k1(b), ka(b),...,kn(b)}, where

ki Ent

: ko
Ky kns
@+1 :

: kn,N—1
by knn

Due to [1.48], the problem of minimization of F(a) is equivalent to the
problem of minimization of F'(a,b):

min F(a) = min min F(a,b).
a€RN a€RN beRN
If the minimum of F(a) is reached at point a = a., then the minimum of
F(a,b) is reached at point a = b = a,. If the minimum of F'(a,b) is reached at
point @ = a, b = by, then the minimum of F(a) is reached at point a = a..
In what follows, min F' will mean a common minimum of functions F'(a) and

F(a,b).

Summarize the properties of the functions F'(a) and F(a,b) in the following
proposition.

ProprosITION 1.1.—

1) For a fived a € RY, the minimum minycgn F(a,b) = F(a) is reached at
point b = a.

2) For a fived b € RN, the minimum min,cg~y F(a,b) is reached at point a
being the Chebyshev center of the points ki (b), ka(b), ..., kn (D).

3) The minimal values of the functions F(a,b) and F(a) coincide. We denote
their common value by min F':

min F := min F(a,b) = min F(a).
a,beRN a€RN

Now, we are in position to find the minimum of F'(a,b) by the procedure
that is called an alternating minimization. Namely, let a(?) € RN be the initial
approximation. In our case we take ky, as a(?). Then, the minimum of F(a(%), b)
is reached at point b = a(?), and we minimize F(a,a(?)) with respect to a:

oV = argmin F(a,a?).
a€RN
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Again, the minimum of F(a("),b) is reached at point b = a(!). Define the
sequence {a(™ n > 1} iteratively:

a™ = argmin F(a,a™™ ), n>1. [1.51]
a€RN

Then, we have that the criterion function is non-increasing;:

F(a®,a®) > F(a®,a®) > F(a,aW)

> F(a®,aM) > F(a®,a®) > ..., [1.52]
and since F(a®, a®) = F(a®),
F(a®) > FaW) > Fa®)> ..., [1.53]

According to the following theorem, the sequence {F(a®), &k > 0}
converges to min F'.

THEOREM 1.10.— Let

min ki < ago) < ,nax kis foralls,1<s<N. [1.54]

t=s,..., =s,...,

Then, the sequence {a™, n > 1} defined by [1.51] has the following
properties:

1) lim F(a™) = min F.

n—oo

2) If the minimal value of F(a) is reached at the unique point a. (i.e. the
equality F(a) = min F' holds true if and only if a = a. ), then

lim o™ = 1
n— oo

PROOF.— 1) Introduce a following rectangle H C RV:

H:{aERN|V5:1,...,N: min ks < ag < InaXthS}

t=s,..., t=s,...,

= | min ky;, max ks | X min ki, max ko
= =1,..,N t=2,...,N t=2,....N

t=1,..., =1,..., =2,..., =2,...,

X ... x [min(ky_1,n-1,kn,N=1), max(kn_1,N-1, kN N—-1)]

X {kNN}' [155]
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Denote by d the length of the diagonal of the rectangle H, so that

N 2
42 = Z (1 max kij — minN kij> . [1.56]

=7,y i=J,...,

Condition [1.54] means that a(?) € H. By induction, a(™ € H for all n.
Indeed, if a(®~1) € H, then k;(a("")) € H for all t = 1,..., N, where k;(b)
is defined in [1.50]. The Chebyshev center of a set lies in the convex hull of
the set. Thus, a(™ lies in the convex hull of k;(a®~Y), i = 1,..., N, whence
a™ € H.

The minimal value mingeg F'(a) is reached because F(a) is a continuous
function and H is a non-empty closed bounded set. Denote by a, € H the
point where the minimal value mingeg F'(a) is reached. It holds that for all
a€RN

F(a) > F(nearest(H,a)) > F(ax), [1.57]

whence F(a,) = min,cgn F'(a). Here, nearest(H, a) is the point of H nearest
to a; the coordinates of nearest(H, a) equal

min ks, if as < ming—g
N

..... N ktsv
t=s,...;

as, if mint:s,_“,N ks < as
(nearest(H,a))s =
< maxi=s . N ks,
max ki, if ag > max—; . N Kkis.
t=s,...,

Due to inequality [1.57], the minimal value of F(a) on RY is reached at a.,
namely

inF = F(a,) = min F(a) = min F(a,b). 1.58
min (as) nin (a) o (a,b) [1.58]

Since ™ € H and a, € H, we have ||a™ — a,| < d for all n > 0. For all
a € H and b € H, the inequality F(a) < F(a,b) < d? holds true.

The case d = 0 is trivial: in this case, the set H consists of only one point,
a™ = a(® and F(a(™) = 0 for all n; therefore, the statement of this theorem
holds true. Hence, in the rest of the proof assume that d > 0.

Define the following pseudonorms on R¥:

t 1/2 N 1/2
||x||t=(zx§) and ||$||Lt=<2$§) -

s=1 s=t+1
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For ¢t = N we have that ||z||y = ||z| and ||z|| Ly = 0. With this notation,
lzl|Z + |z)|3, = |=||* forallt=1,...,N and x € RV,

Fla)= max o~ kel?, 11.50]

F(a,b) = max (o =kl + o~ bl2,).

In what follows, we are going to use inequalities
la — kio||? < F(a) for all a € RV,
la—b||3; < F(a,b) <d* forallac Handbc H.
Now we are going to construct an upper bound for F(a(™), and it will be
inequality [1.62].

Denote for fixed n

(VF@r) - F(a,)) VFa)

o <\/F(a(n—1)) _ \/F(a*)>2 + a2
Then,
@ — (VFaOD) - \/F(a.) ) v/Flaz)
l1—a, = .

(VEG@ )~ VF@)) +a

Taking into account the relations 0 < F(a,) < F(a("_l)) < d?, we obtain
the inequality 0 < o, < 1.

The next auxiliary result also will be applied to obtain [1.62]. Namely, we
construct the upper bound for F((1 — a,,)a™ ™Y + aya., a® V). In order to
do this, note that for every t =1,..., N,

(1 = an)a™ Y + ana, — kie|s
<(1—ayp) Ha(n_l) — kiolli + an ||ax — Kiell¢

< (1 —ap)\/F(a®™ D) + an/F(as)
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_ d?\/F(a(n—1)
(VE@o D) - VF@)) +a

and
11— an)a™ ™V + apa, — a" V| 1 = ay law —a™ V|| 1y < ayd
d(VEF@r) - /Fla)) VFa )
= 2 .
(VF@=D) = Fla)) +a
Hence,

(1= )™ + . = kil + (1 = an)a™ ) + ana, — a3,

d4F(CL("_1)) +d? (\/F(a(”*l)) . \/F(a*))2 F(a(n—l))

((maw”) ~VF@)) + d2>2

_ d?F(a""V) [1.60]

= (\/F(a("fl))* \/F(a*))2+d2.

Take the maximum over ¢ = 1,..., N in the left-hand side of [1.60], apply
equation [1.59], and obtain

d?F(a=Y)
<\/F(a("—1)) — \/F(a*))z + d?

F((1 - a)a™ Y + aya., a"™V) <

Now we continue with the upper bound for F(a(™). Recall that F(a) =
miny, F(a,b) and F(a™, a™Y) = min, F(a,a™ V). Therefore, the following
inequality holds true:

F(a™) < Fa™,a™ ) < F((1 - ay)a™ " + apa,, oY)
2 (n—1)
< d*F(a ) i
(VF@1) = Fla)) +a

< F(a™D). [1.61]
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The sequence {F(a(™), n > 0} is decreasing and bounded, more exactly,
0 < F(a™) < F(a"). Hence, it converges to a finite limit. From
inequality [1.61], we finally obtain the desired upper bound:
dQF(a(nfl))

(VE@D) — /Fa) +

F(a™) < [1.62]

Take the limit in [1.62] as n — oco:

d? lim, o0 F(a™
lim F(a(")) < Mhn (™) 5 .
e (\/hmn%o Fla™) — \/F(a*)) + a2
Therefore,
( lim F(a™) — \/F(a. ) hm F(a™) <0,
n—roo

whence either \/limn_,OO F(a™) — \/F(a*) =0, or lim, e F(a(")) <0.

If /im0 F(a™) — \/F(a,) = 0, then lim,, 0o F(a™) = F(a,). Since
F(a,) = min, F(a) > 0, the inequality 0 < F(a.) < lim, o F(a'™) holds
true, and if lim,, o F((a(™) < 0, then F(a,) = lim, o F(a™) = 0. Thus, the
equality lim,, o F(a™) = F(a,) holds true in either case. The first statement
of the theorem is proved.

2) Let us draw the reader’s attention to the fact that for the second
statement of the theorem, we have an additional condition, namely it is
assumed that the function F'(a) reaches its minimum at the unique point as.
In the proof of the first part, we established that F'(a) reaches its minimum in
H. Thus, a, € H. Fix ¢ > 0 and prove that [|a™ — a.|| < € for n large
enough. Denote

H.={aeH:|a™ —a,|| > €}

The set H. ¢ H C RY is closed and bounded. Recall that «(™ € H for all
n. If H, = (), then ||a(™ — a,| < € for all n. If H, # ), then the function F(a),

as a continuous function on a non-empty compact set, reaches its minimum on
H,, and

min F(a) > min F = F(a,) = lim F(a™),

a€H, n— 00
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since a, ¢ He and F(a) reaches its minimal value min F' at the unique point,
which necessarily must coincide with a..

Therefore,

min F(a) > F(a™)

a€H,
for n large enough, whence
W ¢gH, a™eH\H, |a™ —a.|<e
for n large enough.

We proved that for any € > 0, ng exists such that for n > ng the inequality
|a{™ — a.|| < € holds true. Then a(™ — a,. The second statement of this
theorem is proved. O

REMARK 1.9.— Generally speaking, condition [1.54] in Theorem 1.10 can be
omitted. In order to prove Theorem 1.10 without condition [1.54], we can
dismiss definitions [1.55] and [1.56] and define H and d as follows. Let H be
the axis-aligned minimum bounding box that contains the points a(®),
k1(a9), ka(a®), ..., and ky(a?). In other words, we extend H in such a
way that a(®) € H. Then, let d be the length of the diagonal of H. With these
definitions, and without condition [1.54], the further proof remains correct.

REMARK 1.10.~ 1) Theorem 1.10 is valid for arbitrary matrix K = (kss)fe_ ;.
The fact that K is a factor of the Cholesky decomposition of the covariance
matrix X, is not used in the proof.

2) In Theorem 1.5, we proved that continuous-time functional f(a), a €
L»([0,1]), has a unique minimum. We have not proved a similar result for

discrete-time functional F(a), a € RV,

REMARK 1.11.— From inequality [1.62], we obtain the following bound:

2 2 a(nfl) o a(n)
(VFta ) - Vi) < T,
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IN
!
—~
=
2
S~—

[1.63]

Finally, it follows from [1.63] that
0 < F(a™™V) - F(a,)

< Qd\/F(a*)(F(a(””) — F(aM))  d*(F(a""V) — F(a™))

F(a™) * Fla)

d*(F(a"=Y) — F(a™))
F(am)

< 2dy/F(at=) — F(a™) +

Using inequalities F'(a(?)) < d? and [1.62], we can construct the following
bounds. If F(a,) = 0, then 0 < F(a(™) < d?/(n + 1). Otherwise, if F(a,) > 0,
then

1.8.3. Implementation of the alternating minimization algorithm

We approximate the vector that minimizes the functional F'(a) as follows. As
the initial approximation, we take the bottom row of the matrix K, i.e. a(9) =
kne. Then we iteratively perform minimization in [1.51] using the Chebyshev
center algorithm, which is presented in Appendix 2. We stop iterations [1.51]
when both conditions become true: the upper bound [1.63] is lower than the
threshold and the distance ||a(®~") — a(™|| is less than the threshold. Finally,
we take a(™ as an approximation of the point of minimum.

The convergence of the algorithm is demonstrated in the following
experiment. We took H = 0.6 and N = 1000. We performed 10 iterations of
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the algorithm and obtained 10 approximations a(™, n =1,...,10 of the point
a, in which the function F(a) reaches minimum, taking a0 = kne as the
initial approximation. In Table 1.1 we present the following items: values of

criterion function at a(™,
which

inequality

[1.63],

n =
serves as

1,...,10,
the guaranteed upper

the

F(a™) — min F, and distances between some a(™)’s.

right-hand

bound for

n| Ry | UPPEROUR e g ) — g0
for F(a<")) — min F

0 [0.015646356 378.0 — 7.154 x 1072
1 10.006397266 62.89 7.495 x 1072 | 1.943 x 1072
2 [0.005156821 2.006 1.915 x 1072 | 3.958 x 10~*
3 10.005117567 2.426 x 1073 3.961 x 107% | 1.286 x 10~°
4 (0.005117560 1.956 x 10~© 1.284 x 107¢ | 1.479 x 107°
5 [0.005117560 — 1.477 x 107° [2.022 x 10712
6 [0.005117560 7.377 x 1078 2.019 x 1072 |6.353 x 1074
7 10.005117560 — 5.969 x 10714 [5.938 x 10714
8 [0.005117560 1.594 x 1077 6.227 x 1071% 6.527 x 10~
9 (0.005117560 1.413 x 1077 6.261 x 1071* 6.735 x 10714
10{0.005117560 — 6.735 x 10714 0

Table 1.1. lterative minimization of the function F(a): the value of criterion function
F(a™), the upper bound for F(a™) — min F' obtained from inequality [1.63], the
distances between consecutive approximation to the point of minimum and between
each approximation and the last approximation

We can observe that the inequality F(a(®)) < F(a®), which should hold
true theoretically, actually does not hold true due to rounding errors. The upper
bound for F(a(™) — min F is very loose for n < 4, and does not make sense
for those values n that do not meet the inequality F(a(®*) < F(a(™). The
approximations a(™) of the minimum point a, seem to converge up to machine
precision.

1.8.4. Computation of the minimizing function

Table 1.2 gives the minimum values of the functional F(a) for various H
and N. We tried N = 100, N = 200 and N = 1000 to see if the difference of
N can explain the discrepancy between our results and those of [SHK 14]. The
results in [SHK 14| for N = 200 are close to our results for N = 100.
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N H .51 .55 .6 .65 7 .75 .8 .85 9 .95
100 [min F'(a)|.00005 (.0013].0051(.0112].0200(.0320|.0482|.0704 |.1022
200 | min F'(a)|.00005|.0013(.0051|.0113{.0201.0321|.0483(.0706|.1025
1000 | min F'(a) [.00006 | .0013{.0051|.0113|.0202.0322].0485(.0708|.1027

.99

.15111.2190
.1515(.2193
.15181.2196

Table 1.2. Values of min F for various H from 0.51 to 0.99
and for N = 100, N = 200, and N = 1000

Figure 1.2 shows the values of min F' for H from 0.51 to 0.99 with a step
0.010, and also for H = 0.501,0.995 and 0.999, for N = 1000.

minF
0.15 0.20 0.25
I I

0.10

0.05
|

0.00
|

0.5 0.6 0.7 0.8 0.9

Figure 1.2. Values of min F' for H from 0.501 to 0.999
with step 0.010 and for H = 0.501,0.995 and 0.999

As a by-product, the Chebyshev center algorithm computes weights w; in
the linear combination

N
a = E U}tkt.,
=1

which can be used to obtain the distribution of the random variable &,
introduced in Lemma 1.12. Our numerical experiment shows that the random
variable £, is concentrated in the interval (¢1,¢}) and at point 1; thus
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&, = [t1,ti] U {1}. The support of ¢, and P[¢§, = 1] for
H = 0.51,0.52,...,0.99 are shown on Figure 1.3. For instance, for H = 0.6
the random variable &, is concentrated in the interval (0.8,0.868) and at
point 1, with

P[¢, € (0.8,0.868)] = 0.693, [1.64]

and P[¢, = 1] = 0.307. For H = 0.75, the random variable &, is concentrated
in (0.080,0.868) and at 1, with

P[¢, € (0.080,0.868)] = 0.583, [1.65]

and P[¢, = 1] = 0.417. For H = 0.9, &, is concentrated in (0.035,0.208) and at
1, with

P[¢, € (0.035,0.208)] = 0.52, [1.66]

and P[¢, = 1] = 0.48. The distribution function of the continuous part of the
distribution of &, is shown on Figures 1.6, 1.7 and 1.8 for H = 0.6, H = 0.75
and H = 0.9, respectively.

We numerically evaluate the minimizing function for some H < 0.5, namely
for H = 0.1 and H = 0.4, see Figures 1.4 and 1.5. The plots suggest that for
0 < H < 1/2 the minimizing function a(s) is equal to E[z(&,, s) | & > 3], (ie.
Theorem 1.7 holds true), where the random variable &, satisfies the following
properties:

1) the support of &, is an interval [t1, 1] for some ¢; € (0,1);

2) the distribution of &, is absolutely continuous. Particularly, P(§, = 1) =
0;

3) the probability density function (pdf) pe, = pe, (t),t € [0, 1] of &, satisfies
the relation lim; ,1_ pe, (t) = +o0.

However, this is an observation rather than a theoretically proven statement.

Figures 1.4-1.8 contain graphs of the minimizing vector (thick solid line)
and the scaled squared distance R(t) = >.°_, (ks — as)? (thin solid line) for
H =0.1,04,0.6,0.75,0.9 and N = 1000. The key point of the whole theory
we have constructed is that we consider the minimizing function a = a(t) as
a result of successive constructions of the vector that minimizes the functional
F = F(a), defined by equality [1.47]. As a result of the plotting, the minimizing
function a(t) varies slightly on the interval where R(t) reaches its maximum,

and decreases outside the interval.
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Figure 1.3. Graph of P[¢, = 1] and the support of the random
variable &, for H from 0.51 to 0.99 with step 0.010. (H,T) is the
point from the shaded area that is the support of &,
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a(t), g_a(t), and pdf_xi(t)
Il

Figure 1.4. The minimizing function a(t) (thick solid line),
the scaled square distance g.(t) (thin solid line),
and the pdf of ¢, (dashed line) for H = 0.1

a(t), g_a(t), and pdf_xi(t)

/

Figure 1.5. The minimizing function a(t), the scaled
square distance ¢, (t), and the pdf of &, for H = 0.4
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a(t), g_a(t), and pdf_xi(t)

T T T T T
0.0 0.2 0.4 0.6 0.8

Figure 1.6. The minimizing function a(t), the scaled square
distance g.(t), and the pdf of £, for H = 0.6. Percentage

a(t), g_a(t), and pdf_xi(t)

corresponds to equality [1.64]

Figure 1.7. The minimizing function a(t), the scaled square

distance, and the pdf of &, for H = 0.75. Percentage
corresponds to equality [1.65]
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a(t), g_a(t), and pdf_xi(t)

0.0 0.2 0.4 0.6 0.8 1.0
Figure 1.8. The minimizing function a(tB, the scaled distance g.(t), and
the pdf of ¢, for H = 0.9. Percentage corresponds to equality [1.66]

1.9. Exercises

EXERCISE 1.1.— Let 2 : [0,1]> — R be a function such that
¢
sup / 2(t,5)% ds < 0.
te[0,1] Jo

(Here we do not assume that z is the Molchan kernel of {Bm.) For a € Lo([0, 1])
define functions

2

wlt) = ([ )= =t)?as) . ve 167

f(a) = sup ga(t). [1.68]
t€(0,1]

Prove the following statements:

1) The functional f reaches its minimal value on Ly(]0, 1]).
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2) Suppose that for every function a € L2([0,1]) where f(a) reaches
minimum, g,(1) = f(a). Then the functional f reaches minimum at
“essentially” unique point, i.e. if f(a1) = f(az) = min f, then the functions
a; and ag are equal a.e. on [0, 1].

EXERCISE 1.2.— Consider the Riemann—Liouville process

1 t
RA(t) = 7/ (t —s)P~1dw,
I'(8) Jo
for g > % In this representation, which is similar to [1.4], the kernel is equal
to

_1 o \B-1
st ) = AT )T <,
0, if t > s.

Prove the following statements:

1

5, 18 continuous in

1) The Riemann-Liouville process, considered for g >
the mean-square sense, i.e.

lim E(R"(ty) — R (t1))* = 0.

to—t

2) The functional f(a) that is constructed in [1.67]-[1.68] for this z(t,s),
reaches its minimal value at “essentially” unique point.

EXERCISE 1.3.— Give an example of such a lower-triangular N x N matrix K
(with entries ks, 1 <t < N, 1< s < N) that the functional

t
F(a) = — ks)?
(a) = max Eﬁl(as kes)

reaches its minimum at multiple points.






