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Abstract

We introduce the forward integral with respect to a pure jump Lévy process and we prove an
It6 formula for this integral. Then we use Mallivin calculus to establish a relationship between the
forward integral and the Skorohod integral and we apply this to obtain an It6 formula for the Skorohod
integral.
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1 Introduction.

The original infinite dimensional calculus developed by Malliavin [M] was designed to study
the smoothness of the densities of the solutions of stochastic differential equations. Although
this technique was developed further by many researchers, this application remained the only
one known for several years. This situation changed in 1991, when Karatzas and Ocone [KO]
showed how the representation theorem that Ocone had formulated some years earlier in
terms of the Malliavin derivative could be used in finance. Now this theorem is often known
as the Clark-Haussmann-Ocone (CHO) formula. More precisely, the CHO theorem gives a
method of finding replicating portfolios in complete markets driven by Brownian motion. This
discovery led to an enormous increase in the interest in the Malliavin calculus both among
mathematicians and finance researchers and since then the theory has been generalized and
new applications have been found. In particular, Malliavin calculus for Brownian motion
has been applied to compute the greeks in finance, see e.g. [AQPU], [FLLLT] and [FLLL].
Moreover, anticipative stochastic caluclus for Brownian motion involving the forward integral
(beyond the semimartingale context) has been applied to give a general approach to optimal
portfolio and consumption problems for insiders in finance, see e.g. [BO1], [BO2] and [KS].
An extension of the Malliavin method to processes with discontinuous trajectories was
carried out in 1987 by Bichteler, Gravereaux and Jacod [BGJ]. However, their work is focused
on the original problem of the smoothness of the densities of the solutions of stochastic
differential equations, a question that does not deal with the other more recent aspects of
the Malliavin calculus. For related works on stochastic calculus for stochastic measures
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generated by a Poisson process on the real line see [DKW], [K1], [K2], [NV1], [Pil] and [Pi2],
for example.

Recently two types of Malliavin derivative operators ng) and D; ., have been introduced
for Lévy processes and the corresponding CHO representation theorems have been obtained.
See [L], [LSUV], [BDLOP], [DOP], and [@OP]. Although markets driven by Lévy processes
are not in general complete, the corresponding CHO theorem is still important for financial
applications. For example, it can be used to find explicitly the minimal variance portfolio
(see e.g. [BDLOP]) and to compute the greeks in certain jump diffucsion market models (see
e.g. [DJ]).

There has also been an increased interest in anticipative integration with respect to a
Lévy process and this is partly due to its application to insider trading in finance (see e.g.
[DMOP], [02] and [@S]). In Section 4 of this paper we introduce the forward integral with
respect to a pure jump Lévy process and we prove an It6 formula for such integrals (see
Theorem 4.7). Then we use a relation between forward integrals and Skorohod integrals (see
Lemma 4.4) to obtain an It formula for Skorohod integrals with respect to a pure jump Lévy
process (see Theorem 4.9).

Since Malliavin calculus plays a crucial role in our achievements, we give a review of the
main results of this theory in Section 3. Various versions of those results have already been
obtained and are known to the public. Nevertheless we think that it is of intrest to have a
unified approach based on white noise theory.

For completeness and convenience of the reader we recall the basic theory of white noise
for pure jump Lévy processes in Section 2.

2 Framework.

In this paper we deal with pure jump Lévy processes with no drift defined on a certain
probability space (£, F, P) and the time horizon Ry = [0,00). General information about
Lévy processes can be found in [Be], [P] and [Sa], for example. However we recall briefly our
framework. Cf. [DOP], [OP].

Let Q = §'(R) be the Schwartz space of tempered distributions equipped with its Borel o-
algebra F = B(Q). The space S’'(R) is the dual of the Schwartz space S(R) of test functions,
i.e. the rapidly decreasing smooth functions on R. We denote the action of w € Q = S'(R)
applied to f € S(R) by (w, f) = w(f). See [GV], for example.

Thanks to the Bochner-Milnos-Sazonov theorem, the white noise probability measure P
can be defined by the relation

/ N qP(w) = ele VU (@))do—ia fp f(@)dz. feSMR),
Q

where the real constant o and

Y(u) = /R (e —1— izl <y)v(dz)



are the elements of the exponent in the characteristic functional of a pure jump Lévy process
with the Lévy measure v(dz), z € R, which, we recall, is such that

(2.1) /Rl A Z2v(dz) < oco.

Assuming that
(2.2) M = / 22v(dz) < oo,
R

we can set o = [ z1y|;>137(dz) and then we obtain that

Ble.) =0 ad B[ =M [ fahde,  feS®).
Accordingly the pure jump Lévy process with no drift
U:U(Wat)7 WGQ,t€R+,

that we do consider here and in the sequel, is the cadlag modification of (w, X(O,t]>, w e Q,
t > 0, where

1, O0<x <t
(2.3) X(0,t] (z) = { 0, otherwise, rx eR,

with 7(w,0) := 0, w € Q. We remark that, for all ¢ € Ry, the values n(t) belong to
L?(P) := L?(Q, F, P).
The Lévy process 1 can be expressed by

(2.4) n(t) = /0 h /R 2N(dt,dz),  teR.,

where N(dt,dz) := N(dt,dz) — v(dz)dt is the compensated Poisson random measure associ-
ated with n - cf. [I1], for example. Recall that the Poisson process is the most important
representative among the pure jump Lévy processes and it corresponds to the specific case
in which the measure v is a point mass at 1.

Let Fi, t € R4, be the completed filtration generated by the Lévy process in (2.4). We
fix F = Feo.

Aiming to treat the Malliavin calculus by means of chaos expansions, we now recall the
required spaces and the corresponding complete orthonormal systems.

In the space L?(A\) = L?(R,B(R, ), \) of the square integrable functions on R equipped
with the Borel o-algebra and the standard Lebesgue measure A(dt), ¢t € R4, we consider the
complete orthonormal system &; (j = 1,2, ...) of the Laguerre functions of order 1/2, i.e.

(2.5) &(t) = (F(ﬁijl)m)me—ttl/‘*@/_i(t) Loy (),  tERy (j=1,2,..),

where I' is the Gamma functions and le-/ ? are the Laguerre polynomials of order 1/2 defined
by A
1

—t,1/271/2
e "t /°L; (t)_j!dtj

(7Y (i =0,1,..).



Cf. [T], for example.

In the space L?(v) := L?(R,B(R),v) of the square integrable functions on R equipped
with the Borel o-algebra and the Lévy measure v, we fix a complete orthonormal system
¥; (i = 1,2,...). In particular we can choose a complete system of polynomials as it was
suggested in [NS] and [DOP], provided that the moments of order grater than or equal to 2
of the measure v are finite.

To simplify the notation we call J the set of multi-indexes a = (a1, aa, ...) which have only
finitely many non-zero values. We denote Index (o) = max{n : ay, # 0} and |a| = ), o,
for v € J.

By 0 (k=1,2,...) we identify the product

(2.6) 0 (t, z) ==& (t)i(2), teRy,z€R,

where k = ~(i,7), and 7 : N x N — N is a bijective map. Note that any bijective map can
be applied, e.g. we could consider the so-called “Cantor diagonalization” of the Cartesian
product N x N. We set

k . 1, n==k o
(2.7) e*(n) = { 0 othorise (k=1,2,..).

Now, for any a € J with Index (o) = n and |a| = m we define the tensor product 6%* as
%> — (5?&1 R...Q8 5;?0["(@1,1'1), vy (tm,iﬂm))

= 51(t17$1) Teee” 51(ta13$a1) Teee 6n(tal+-~~+an—1+1?ma1+~~-+an—1+1) Teee 6n(tm7xm)v

with 5,‘?0 := 1. Then we denote 6 the symmetrization of the functions 5,‘?6“.
In the space L*(P) := L?(2,F, P) of the square integrable random variables we consider
the following complete orthogonal system K, (o € J):

(2.8) Ko =165, acJ,

where

o) to ~ ~
I (f) == m!/o /R.../O /Rf(tl,xl,...,tm,xm)N(dtl,d:cl)...N(dtm,da:m) (m=1,2,...)

for the symmetric function f € L?((A x v)™) (m = 1,2,...) and Io(f) := f for f € R. Cf.
[DOP] and [@P]. In particular K = I1(Jx). Note that HKQH%Q(P) =al=aolagl... (@€ J).
The following result is given in [DOP], see also [OP].

Theorem 2.1 (Chaos expansion I). Every F € L*(P) admits the unique representation
in the form

(29) F=Y ek,
acJ
where co, € R for all a € J, and co = EF. Moreover we have

1E)Z2(py = D cact
aeJ



If we consider the symmetric functions

(2.10) fm= D cd®  (m=1,2,.)

o lal=m

then we obtain

S eka=Y Y alm(@®) =3 Lu(fm)-

aced m=0 a: |a|=m m=0

The expansion here above is actually a result which was first proved in [I12]. We can state it
as follows.

Theorem 2.2 (Chaos expansion II). Every F € L?(P) admits the (unique) representation
e.9]
(2.11) F=> TIn(fm)
m=0
via the unique sequence of symmetric functions fp, € L2((/\ X V)m), m=0,1,....

For any formal expansion f =" . 7 calq we define the norm

I/

bp =Y al2N)F (k=0,1,..)
aeJ

where (2IN)*® = (2. 1)F21(2. 2)k22(2. 3)k23 . Now setting

(S)og =4S Ifllgp < oo}
we define ~
(S) = [ (S)ow
k=0
with the projective topology, and

(8)" = U(S)O,k

k=0

with the inductive topology. The space (S)* is the dual of (S) and the action of G =
Y onecs Gaka € (S)" applied to f =3 70Ky € (S) is

(G, f) = aabac!
acJ
Note that
(S) c L3(P) c (S)*.
We refer to [HKPS] and [Ho@UZ], for example, for the above definitions in the setting of the

Gaussian and Poissonian white noise. See also [PT], [BG], [HoQ] and references therein. For
the Lévy case, we refer to [DOP)].



Definition 2.3 The white noise N(t,z) of the Poisson random measure N (dt,dz) is defined
by the following formal expansion

(2.12) N = 3 &) - Koo

ij=1

It can be proved that the white noise takes values in (S)*, (A x v)-a.e. See [OP]. The
justification of the name “white noise” comes from the fact that, for any B € B(R) such that
its closure does not contain 0, we have

o0

I (X(Ovt]lB) = Z Coy i) K ertid)
ij=1

with ¢y = Jo [ &(s)0j(2)v(dz)ds - K a5 Cf. (2.8) and (2.10). Then

s =[ [ ( i 645105 (2) Koo ) v(d2)ds.

So formally we have N
2 N(dt,dz)
N(t,z) = )
(t,2) dtv(dz)
which is the analog of the Radon-Nikodym derivative in (S)*.

Definition 2.4 The white noise 7.7(t) for the Lévy process is defined by the following formal
expansion

(2.13) ) =Y &) K i,
=1

for a specific choice of the basis ¥;, i = 1,2, ..., in (2.6) - cf. [DOP].

The Lévy white noise takes values in (S)* for all t € Ri. Here the boundedness of the
Laguerre functions can be exploited, cf. [T].

Note that the Lévy white noise (2.13) is related to the white noise for the Poisson random
measure (2.12) by the following formula which involves Bochner integrals with respect to v:

(2.14) n(t) = /JR ZN(t, 2)v(dz).

Definition 2.5 The Wick product F ¢ G of two elements F' = Zaej agK, and G =
> pes bplp in (S)* is defined by

(2.15) FoG= Y aubsKeip.
a,BeT

The spaces (S) and (S)* are topological algebras with respect to the Wick product.



3 Some anticipative calculus formulae.

In this section we present some known formulae for the Malliavin calculus in the case of pure
jump Lévy processes. We will need these results in Section 4. These formulae generalize the
known results for the Malliavin calculus in the case of Brownian motion, cf. [NP], [M], [N],
[@] , for example. First we recall the Skorohod integration and the Malliavin type stochastic
derivative we are dealing with.

Let X(t,2),t € Ry, 2 € R, be a random field taking values in L?(P). Then, for all t € R
and z € R, Theorem 2.2 provides the chaos expansion via symmetric functions

o
X(t,z) = Z Iy (fm(t1, 21, o tm, Zms B, 2))
m=0

Let fm = fm(t1,21,...,tm+1,zm+1) be the symmetrization of fp,(t1, 21, ..., tm, 2m; t, 2) as a
function of the m + 1 variables (1, 21), ..., (tm+1, Zm+1) With t,,41 =t and 2,41 = 2.

The following concept was first introduced by Y. Kabanov - see [Kal] and [Ka2], for
example.

Definition 3.1 The random field X(t,z),t € Ry, z € R, is Skorohod integrable if
oo o(m+ 1)'||meL2( Ascpymetty < 00 Then its Skorohod integral with respect to N, i.e.

_ /R + /R X(t, 2)N (6t d),

is defined by
(3.1) I(X) = Z Im-i-l(fm)‘
m=0

The Skorohod integral is an element of LQ(P) and

(3.2) H/m/ X(t, )N (5t 42|

Moreover,

(3.3) E /]R /R X(t,2)N(6t,d=) = 0.

The Skorohod integral can be regarded as an extension of the It6 integral to anticipative
integrands. In fact, the following result can be proved. Cf. [NV2]. See also [BL], [DOP] and
[OP].

(o)
= (m+ D FnllF2 (aymey-
LQ m=0

Proposition 3.2 Let X(t,z), t € Ry, z € R, be a non-anticipative (adapted) integrand.
Then the Skorohod integral and the Ité integral coincide in L*(P), i.e.

/B+/Bx(t,z)ﬁ(5t,dz):/R+/IRX(t,z)N(dt,dz).



Another remarkable property of the Skorohod integral is given in connection to the Wick
product. See [OP] for the details and the proof. Before stating the result, we remind that a
random field Y taking values in (S)* is said to be (S)*-integrable whenever (Y, f) € L*(A xv)
for all f € (S).

Definition 3.3 For any (S)*-integrable random field Y (¢, z) the (S)*-integral is the unique
element in (S)* such that
+

34) /}R Y (t, 2)u(d=)dr, f) = /R /JR YVt ), f)u(d)dt, e (S).

R

Theorem 3.4 LetY(t,z),t € Ry, z € R, be Skorohod integrable and f; R ElY (t, 2)]v(dz)dt

< 00 for some 0 < a <b. ThenY o N is (S)*—integrable over [a,b]x IR and we obtain the
following relationship

(3.5) / ' /]R Yt 2)N(0t, dz) / ’ /R Y (1, 2) o N(t, 2)w(d2)dt.

Thanks to the relation (2.4), we can easily recognize the Skorohod integral with respect
to the very Lévy process n(t), t € Ry, as a particular case of the Skorohod integration
with respect to the compensated Poisson random measure N. See [DOP]. In fact, for the
integrands X (¢,2) = z- p(t): X(t,2) = 0 Im(z - f(t1, 21, ..., tm, Zm; t)), we have

(3.6) /0 h /R X(t, )N (0t dz) = /R o(1)0n(2).

Now we consider the definition of the Malliavin type derivative D; . for compensated
Poisson random measures which was initially given in [L]. Other definitions have also been
studied by several authors for the same case of pure jump Lévy processes, the particular case

of Poisson random processes and for the case of the general Lévy process with no drift, see
for instance [BC], [Pil], [Pi2], [NV1], [NV2], [NS], [LSUV], [DOP] and [BDLOP].

Definition 3.5 The space ID  is the set of all the elements F' € L?(P) admitting the chaos
expansion (2.11): F = E[F]+ > °_| I(fm), such that

00
”FH%DLQ = Z m - m! ”fm||%2(()\><y)m) < 0.

m=1

The Malliavin derivative Dy . is an operator defined on ID; 2 with values in the standard
L2-space L%(P x A\ x v) given by

(3.7) DiF =Y mlp 1(fm(-1,2)),

m=1

where fi,(-,t,2) = f(t1, 21, oy tm—1, Zm—1; t, 2).



Note that if F' € IDq 2, then

//th v(dz)dt| = ||F||p, ,-

The operator D . is proved to be closed and to coincide with a certain difference operator
defined in [Pil].

The above operator can be extended to the whole space (S)* thanks to the chaos expansion
(2.9).

Definition 3.6 For any F' = ) caKo € (S)* the Malliavin derivative Dy . F is defined
as

(3.8) Di.F = ca Y Ky i - &lt);(2).

aed =l

It can be proved that D, . F € (S)*, A x v-a.e., for all F' € (S§)*. Moreover it can also be
shown that if F' = lim, .o F}, in (S)*, then there exists a subsequence F;,, € (S)* such that
D . F = lim,,_,o0 Dy . Fy, in (S)*, A x v-a.e. See [OP].

We remark that in general the stochastic derivative D; ., being essentially a difference
operator, does not satisfy a “chain rule” as in the case of the Malliavin derivative for the
Brownian motion setting. Cf. [NP], [N], [@], for example. Nevertheless a “chain rule” can
still be formulated in terms of the Wick product.

Proposition 3.7 (Chain rule via Wick product). Let I’ € (5)* and let g(2) = >, o anz"
be an analytic function in the whole complex plane. Then >, -, a, F°" is convergent in (S)*.
Furthermore, for ¢g°(F) = >_ 5, a, F*°", the following Wick chain rule is valid

d

(39) Das () = (1£0) ()0 DuF.

Proof. The first statement can be derived following similar proofs as in Theorem 2.6.12 and

Theorem 2.8.1 in [HOUZ]. For what concerns the chain rule, it can be easily shown that it
holds for polynomials. Then the result follows by the closeness of D; , and the continuity of
the Wick product. =

Now we turn our attention more deeply to the calculus and we present some basic explicit
formulae. First of all we recall the following result proved in [BL]. See also [DJ] Theorem
2.6.

Theorem 3.8 (Duality formula). Let X(¢,2), t € R4,z € R, be Skorohod integrable
and F' € D 2. Then

(3.10) [/ /thDtZFu(dzdt] [//th (6t,dz) |



Corollary 3.9 (Closability of Skorohod integral). Suppose that X, (¢,z), t € Ry, z €
R, is a sequence of Skorohod integrable random fields and that the corresponding sequence

of integrals
w ~
= / / Xn(t,z)N(6t,dz), n=1,2,..
0 R

converges in L?(P). Moreover suppose that

lim X, =0 in L*(PxAxuv).

n—oo
Then we have
lim I(X,)=0 in L*P).

n—oo

Proof. By Theorem (3.8) we have that

(I(X)F) (Xn,th ) — 0, n — 0o,

L2(p) — L2(PxAxv)

for all F € Dy 5. Then we conclude that lim, . I(X,) = 0 weakly in L?(P). And since the
sequence I(X,), n = 1,2, ..., is convergent in L?(P), then the result follows. m

In view of Corollary 3.9 we can extend the definition of Skorohod integral as follows.

Definition 3.10 Let X,, n = 1,2, ..., be a sequence of Skorohod integrable random fields
such that
X=1lim X, in L*PxAxv).

n—oo

Then we define the Skorohod integral of X as

:/ /X(t,z)ﬁ(ét,dz hm/ /X (t,2)N(0t,dz) =: lim I(X,),
0 R n—oo n—oo

provided that this limit exists in L2(P).

The following result is Lemma 6.1 in [NV1] (there obtained in a more general setting).
Lemma 3.11 Let F,G € ID1 3 with G bounded. Then F -G € ID1 2 and we have
(3.11) Dy.(F-G)=F -Dy,G+G-D;.F+D,.F-D;.G  Axv-—a.c.

Proof. With the help of Lemma 9 in [L] the result can be verified for F' and G of the form

g(n(t1),...,n(tx)), where g is a smooth function with compact support. Then, by using a limit
argument the proof follows from the closedness of D; .. m

Remark 3.12 For an extension of this result to normal martingales, see for example Propo-
sition 1 in [Pr2] or Proposition 5 in [PSV].

The following result is Theorem 7.1 in [NV1] (there obtained in a more general setting).

10



Theorem 3.13 (Integration by parts). Let X(t,2), t € Ry,z € R, be a Skorohod
integrable stochastic process and F' € ID; 2 such that the product X(t,z) - (F + Dy .F),
t € Ry, z € R, is Skorohod integrable. Then

(3.12) F /0 b /R X(t,z)N(8t,dz)

:/OOO/]RX(t,z)(F+Dt,ZF)J\7(5t,dz)+/OOO/]RX(t,z)Dt,zFu(dz)dt.

Proof. Let G € ID; > be bounded. Then we obtain by Theorem 3.8 and Lemma 3.11

E [G /O h /B FX(t,z)N(ét,dz)] =E [ /0 b /R FX(t, Z)Dt,zay(dz)dt]

—FE [GF/OOO/RX(t,z)]\NI(cSt, dz)} —E [G/OOO/]RX(t,z)Dt,ZFu(dz)dt]

—E [G /0 b /R X(t,2)Dy; . FN(dt, dz)}

—FE [G <F/OOO/RX(t,z)J\7(5t, dz) —/OOO/RX(t,z)Dt,ZFu(dz)dt

_ /O - /R X, z)Dt,ZFN(at,dz)ﬂ.

The proof then follows by a density argument applied to G. m

Remark 3.14 Using the Poisson interpretation of Fock space, the formula (3.12) has been
shown to be an expression of the multiplication formula for Poisson stochastic integrals. See
[Ka2], [Su], Proposition 2 and Relation (6) of [Pr3], Definition 7 and Proposition 6 of [PW],
Proposition 2 of [PSV] and Proposition 1 of [Prl].

Formula (3.12) has been known for some time to quantum probabilitsts in identical or
close formulations. See Proposition 21.6 and Proposition 21.8 in [Pa], Proposition 18 in [B]
and Relation (5.6) in [A].

The following result is Theorem 4.2 in [NV1] (there obtained in a more general setting).

Theorem 3.15 (Fundamental theorem of calculus). Let X € L?(P x A x v). Assume
that X (s,y) € Dy for all (s,y), and D; X (s,y), s € Ry,y € R, for (t,2) A x v-a.e. is
Skorohod integrable and that

/OOO/R (/Ooo/]RDt,zX(s,y)N(és,dy)>2V(dz)dt] < 0.

Then [ [ X (s, y)ﬁ(és,dy) € Dy and

E

(313) Dy ( /0 h /R X(s,y)ﬁ(as,dy)> - /0 h /IR Dio X (5, y)N (85, dy) + X (1, 2).

11



Proof. First suppose that
X(Sa y) = In(fn(7 S, y))7

where f,(t1,21, ..., tn, 2n, $,y) is symmetric with respect to (t1,21), ..., (tn, 2n). By Definition
3.1 we have

(3.14) /0 h /R X (5, 9)N (35, dy) = Tnar ()

where -
fn(tl, Z1y ey tuy Zns it Zn+1)
- 1
Cn+1
is the symmetrization of f,, with respect to the variables (t1,21), ..., (tn, 2n); (tn+1, 2n+1) =
(s,y). Therefore we get

[fn(tn-O-lv Zn+1, b1, Zl) + ...+ fn(tn—Ha Zn+1, 5 tn, ZTL) + fn(tl, 21, '7tn+1> Zn-l-l)]

Dt’Z </ / X(S7y)j\7(657dy)> :In(fn(ta Z,',t1,21)+...+fn(t,2,',tn72n)+fn(‘,t,2)).
0 R
On the other hand we see that

(3.15) /7 Dy - X (s,y)N (35, dy)

0JIR

-/ °°/ 0 (fao 120 5,9) N (85, dy) = nLu (Fa( 1.2 )),

0JIR
where

fn(tly 21, --wtnflvtn*laty Zatna Zn) = [fn(t7 Z, ')tla Zl) + ...+ fn(t, Z, '7tn7 Zn)}

1
n
is the symmetrization of f,,(t1, 2n, ..., tn—1, 2n—1, t, 2, tn, 2n) With respect to (t1, 21), ..., (tn—1, 2n—1),
(tn, zn) = (s,y). A comparison of (3.14) and (3.15) yields formula (3.13).

Next consider the general case

X(s,9) = > Tn(ful: 5,9))-

n>0
Define m
Xm(S,y) = ZIn(fn(asvy))a m=1,2..
n=0
Then (3.13) holds for X,,. Since
00 . oo - 2
\ | [ pexuResa) - [ [ Dx(s.m86s.d)
0o JRr o JRr La(PxAxv)
5 112
- 3 ] e
Lao((Axv)ntl)

n>m+1

the proof follows by the closedness of D; .. m

The following result is Theorem 4.1 in [NV1] (there obtatined in a more general setting).
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Theorem 3.16 (The It6-Lévy-Skorohod isometry). Let X € L?(P x A x v) and DX €
L?(P x (A x v)?). Then the following isometry holds

< /O - /]R X(t,z)ﬁ(at,dz)>2]
=F [/OOO/JRXz(t,z)y(dz)dt] +FE [/Ooo/]R/OOO/]RDt,ZX(s,y)styX(t,z)y(dy)dsy(dz)dt .

Proof. Consider

(3.16)

X(t,2) =Y calt,z)Ka.

aeJ
Define
Si=) ol S2= D ayajalca, i)’

acJ aeJ,i,jeIN

and
Sy = Z (i) + Dal(ca, §i) (es: &) Lig et —erhny,
a,B€T ,i,7,k,leIN
(1,5)# (k1)

where (-,-) = (*,-)2(axy)- Note that by the assumption and Lemma 3.12 in [OP] the sums

above are convergent. First it follows that
(/ /thoNtz)(dz)dt)]

([ ey
— B ( / / (aejcatz ) (Z@ ()2 W,J)) V(dz)dt)]

2
= F ( Z (Ca,ﬁﬂﬁz) a+6V(”>) ]

acJ i,

= Yo (a+@U)ea, &) (e Exth) Lgpertn —ortony = S1+ Sa+ S,
0,B€T i gk lEN
(6,5)#(k,1)

since (o + €79l = (i) + Dl
Next, we have

o[ ][ [ (5 ) o]

_Z// (t,z)alv(dz)dt = S.

ael

13



Finally, we get

E[ /O - /R /O - /IR Di2 X (s, 9) Dy X (¢, 2)v(dy)dsv(dz)dt
= / / / / Ca 5, 9)Ek () 01(2) Qo K oy vey)

(O calt, 2)k ()01 (Y) i K g_ ) ) (dy ) dsv(dz)di
Biing

= > (Car &) (8, &) B,y O g crtiir— ey = S2 + Ss.
o,BET ik lEN

Combining the three steps of the proof the desired result follows. m

Remark 3.17 Formula (3.16) can also be obtained as a consequence of the Poisson interpre-
tation of Fock space. See Proposition 17 in [B] and Proposition 1 in [PW]. For an isometry
of this type which is not based on Fock space, see Proposition 3.3 in [Pr4].

4 Forward integrals and generalized It6 formulae.

In this section we introduce the forward integral with respect to the Poisson random measure
N. Then we prove an It6 formula for the corresponding forward processes and we apply
this to obtain an It6 formula for processes driven by Skorohod integrals. Here we can refer
o [NP], [RV] and [Hu@], for example, where these topics are developed for the Brownian
motion.

Definition 4.1 The forward integral

_/OT/Re(t, 2)N(d™t,dz)

with respect to the Poisson random measure N , of a caglad stochastic function 0(¢t, z), t €
R,z € R, with
0(t,z) :=0(w,t,z), w €,

zhm// (t,2)1y,, N(dt,dz)

if the limit exists in L? (P). Here Uy, m = 1,2, ..., is an increasing sequence of compact sets
U, C R\ {0} with v(Up,) < oo such that limy,—oc Uy = R\ {0}.

is defined as

Remark 4.2 Note that if G is a random variable then

(4.1) G//th (dt,dz) //G 0(t,z)N(d"t,dz),

a property that does not hold for the Skorohod integrals.
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Definition 4.3 In the sequel we let M denote the set of the stochastic functions 6(t, z),
t € Ry, z € R, such that

(i) O(w,t,2) = 01(w, t)02(w, t, z) where 0 (w,t) € Dy o is caglag and 6(w, t, z) is adapted and

such that
//Gztz (dz)dt| < o0,

(ii) Dy+ € = lim, 4+ Dy € exists in L*(P X A x v),
(iii) O(t, z) + Dy+ ,0(t, z) is Skorohod mtegrable

We let M 2 be the closure of the linear span of M with respect to the norm given by
10132, » = 10172 (psaxwy + 1D 200 2122 (P

We can now show the relation between the forward integral and the Skorohod integral.

Lemma 4.4 If 0 € My then its forward integral exists and

/ /9 (t,2)N(dt,dz) / /Dﬁz v(dz) dt+/ / (t,2)+Dys L0(t, 2)) N (6t, d2).

Proof. First consider the case when (w,t, z) = 01 (w, t)b2(w,t, z). Let us take a sequence of
partitions of [0, 7] of the form 0 = tff < ¢} <... <t} =T with |At| := max(t] —t}_;) — 0,
for n — oo, into account. By Theorem 3.13 we have

o _ i 3
F/ /G(t, 2)N (6t dz) :/ /FG(t,z)N(ét,dz)
t?—l R t?—l R
t i B
+ / / 0(t, ) Dy Fu(d=)dt + / / 0(t, ) Dy, FN(5t, d=).
t?—l R t?—l R

/ /Otz (d™t,dz) |A£1|Ii()291 o /t" /«92tz (dt,dz)
= 1 61( 0(t, 2)N (t,d
|Atl|rioz 1 /tn / 2(t:2) ?)

— im Z/t / [0,(£2 1) + Deo0y (¢ 1)]0a(t, 2) N (6t d)

|At|—0

Hence

1 Dy L0y (£7 ) - Oa(t, 2)v(dz)dt
+At1|n_1>02/t / t,01(t_1) - Oa(t, 2)v(dz)

// (t, 2)N(6t, dz) + //Dm (t, 2)v (dz)dt+/ /Dm (t, 2)N(5t, dz).

The proof is then completed by a limit argument in view of Definition 3.10 and Definition
43. =
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Corollary 4.5 If the forward integral exists in L?(P) then

T ~ T

(4.2) E/ /G(t, 2)N(d " t,dz) = E/ /Dﬁ L0(t, z)v(dz)dt.
o JR o JrR

Proof. This follows from (3.3) and Lemma 4.4. m

Definition 4.6 A forward process is a measurable stochastic function X (t) = X (t,w), t €
R4, w € ), that admits the representation

t ~ t
(4.3) X(t) ::c+/ /G(S,Z)N(d_s,dz) +/ a(s)ds,
0 JR 0
where x = X (0) is a constant. A shorthand notation for (4.3) is
(4.4) d-X(t) = / 0(t, z)N(d"t,dz) + a(t)dt; X(0) = =.
R

We call d~ X (t) the forward differential of X (t), t € Ry.

Theorem 4.7 (Ité6 formula for forward integrals). Let X(t), t € Ry, be a forward
process of the form (4.3) where 0(t,z), t € Ry, z € R, is locally bounded in z near z = 0
P x X\- a.e. and such that

T
/ / 0(t, 2)|*v(dz)dt < oo P —a.s.
0 R

Suppose also that |0(t,2)|, t € Ry, z € R, is forward integrable. For any function f € C*(R),
the forward differential of Y (t) = f(X(t)), t € Ry, is given by the following formula:

(4.5) d7Y () = f'(X(¢)a(t)dt
+/ (F(XE) +0(t,2) = (X)) = [/(X())0(t, 2))v(dz)dt
R

# [ (A0 000, 2) = F000) )Nt

Proof. The proof follows the same line of the one in the classical It6 formula (see [IW]
Chapter 2, Section 5). For simplicity we assume x = 0 and o« = 0. We can write

X (1) = /0 t /R 0(s, )1y, ()N (ds, dz) — /O t /R 0(s, )10 (2)(d2)ds.

We denote by 0 = 0¢g < 01 < ... the stopping times for which the jumps of the Lévy process
occur. Thus we obtain

FXn(®) = F(Xn(0) = > [f(Xm(oi A1) = f(Xn(os AtT))]

7
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+Z [f(Xm(os A7) = f(Xm(oim1 AL))] =2 T1(t) + Ta(t),
i F(Xm(o7))
_ mlo; ), o0i <t
f(Xm(Ui Nt )) = { f(Xm(t)), o; > t.

By the change of variable formula for finite variation processes, it follows that

——/ /f'(Xm(s))H(s,z)lUm(z)V(dz)ds.
0 JR

Ji(t) = Z [f(Xm) (i) = F(Xim)(07)] Loi<t,6(0s.m(00)) 20}

Moreover it is

/ / 7)+0(s,2)10,,(2)) = f(Xm)(s7)] N(ds, dz)
/ / T)+0(s,2)10,,(2)) — F(Xm)(s7)]N(d” s, dz)
/ / T)+0(s,2)10,,(2)) — f(Xm)(s7)]w(dz)ds.

By letting m — oo, formula (4.6) follows. m

In order to state an It6 formula for Skorohod integrals we need to combine Lemma 4.4 and
Theorem 4.7. To this end we go into the technical step of solving equations of the following
type: given a random variable G find the stochastic function F'(t, z), t € Ry, z € R, such that

(4.6) F(t,z) + Dyt ,F(t,2) =G,

for almost all (t,z) € Ry x R. For example, if G = g(n(T)), for some measurable function

g:R— R and
t ~
:/ /zN(dt,dz), te[0,T],
0o Jr

F(t,z) = g(n(T) — 2xp0,1)(1))
does the job. In fact, with this choice of F(t,z), t € Ry, z € R, we have

F(t,z) + D+ ,F(t,2) = g(n(T) — 2x01)) + 9(n(T)) — g(n(T) — 2xp0,1)) = G-

The above observation motivates the following definition.

then

Definition 4.8 The linear operator S is defined on the space of all Fp-measurable random
variables G as follows. If G = Hle gi (n(ti)), for some t; € [0,T], i =1,...,k, we define

k
(4.7) St,z(Hgi(n ) ) ng ti) — 2X[o,0)(1))-
=1
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Note that via this definition the solution of equation (4.6) can be written as F(t,z) =
StyzG, ie.

(4.8) Si.G + Dys ,(5,.G) = G.

Combining the above facts with Lemma 4.4 and Theorem 4.7, we obtain the following
result.

Theorem 4.9 (It6 formula for Skorohod integrals). Let

X(t) :/Ot/R'y(s,z)N@s,dz)-i—/ota(s)ds, telo,T],
or, in shorthand notation,
§X(t) = /R v(t,z)N(6t,dz) + a(t)dt,  t € [0,T).
Let f € C*(R) and let Y(t) = f(X(t)). Set
(4.9) 0(t,z) == Sy (t, 2)

for allt € [0,T], z € R, and assume § € My 2. Then

(4.10) §Y (t) = f’(X(t))a(t)dt+/ {f(X(f) +0(t,2)) — f(X(t))

R

)

+Dp 2 [ F(X () +0(t,2)) = F(X ()| | N (3¢, d2)
+/ {F(X@) +0(t,2)) — F(X() - £(X())b(t, 2)
R
FD L [F(XE) +6(8,2)) = F(XE)] = f (X () Dy 01 2) b(dz)
Remark 4.10 Note that if v and « are adapted, then 0(¢,z) = v(t,2), t € Ry, z € R, and

Dyr 20(t,2) = Dy o[ £ (X(E7) +0(2,2)) = F(X(17))].
Therefore Theorem 4.9 reduces to the classical adapted It6 formula.
Proof. For simplicity we assume « = 0. By (4.8) we have
0(t, z) + Dy 0(t, 2) = (1, 2).

Hence by Lemma 4.4 we have

X(t)—/ot/Ra(s,z)N(ds,dz)—/Ot/RDsma(s,z)y(dz)ds.
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We can therefore apply Theorem 4.7 and get

Y (t) —Y(0) :/Ot f/(X(s))(—/RDStZQ(s?z)y(dz))dS
/ / )+0(s,2) — f(X(s7)) — f,(X(S_))e(S,Z)}I/(dz)ds

// )+ 0(s,2)) = [(X(57)) pN(d s, d2)

_/0 /Rf’(X(s_))DSJF,ZH(s,z)u(dz)ds

+/ /{f(X( )4 0(s,2)) — f(X(s7)) - f’(X(s*))G(s,z)}V(dz)ds
/ /D5+ {F(X(s7)+0(s,2)) — f(X(s7)) fv(dz)dt
—I—/O A{f(X(s)+9(s,z))—f(X(s))+Ds+7z{f(X(s)—i—H(s,z)) —f(X(s*))}}N(és,dz)

/ / D) +0(s,2) = F(X(s7)) = 1 (X(57))0(s, 2)
+Dgr L [f(X(s7)+0(s,2)) — f(X(s7))] — f/(X(Si))DSvL,zQ(S,Z)}l/(dz)ds

/ L AT X6 +005.2) = F(XG) D o[ (X(7)+0(5.2) = F(X (7)) } ¥ 65.2).

This completes the proof. m

Remark 4.11 In [Prl] a different anticipative It6 formula is obtained, valid for polynomials

f.

Remark 4.12 The It6 formula can be extended to cover the mixed case, involving a combi-
nation of Gaussian and compensated Poisson random measures.
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