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Abstract We show that if a random variable is the final value of an adapted log-Holder con-
tinuous process, then it can be represented as a stochastic integral with respect to a fractional
Brownian motion with adapted integrand. In order to establish this representation result, we
extend the definition of the fractional integral.
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1 Introduction

This paper can be considered as a continuation of the research started in [5, 4, 7-9].
Namely, we are interested in representations of a random variable in the form of a
stochastic integral

1
s=/0 ¥ (s)dBH (s) (1)

with respect to a fractional Brownian motion with Hurst parameter H > 1/2; the
integrand v is assumed to be adapted to the natural filtration generated by B on the
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interval [0, 1]. The motivation comes from financial mathematics, where capitals of
self-financing strategies are given by stochastic integrals with respect to asset pricing
processes.

The main representation results reported in [5, 4, 7-9] involve the following as-
sumption about &: it is the value at 1 of an adapted Holder-continuous process. More-
over, it was shown in [4] (see Remark 2.5) that such an assumption is unavoidable in
the methods used in the cited papers.

In this paper, we generalize the existing results by showing the existence of rep-
resentation (1) under a weaker assumption that & is the value at 1 of an adapted
log-Holder continuous process. In order to establish such a representation, we extend
the definition of the fractional integral introduced in [10].

The paper is organized as follows. Section 2 gives all necessary prerequisites
about the fractional Brownian motion and the definition of the extended fractional
integral. In Section 3, we prove the main representation result. The Appendix contains
auxiliary results concerning the extended fractional integral.

2 Preliminaries

2.1 General conventions

Let (2, F,F = {Fi}ie0.17, P) be a standard stochastic basis. The adaptedness of
processes will be understood with respect to the filtration F.

Throughout the paper, the symbol C will mean a generic constant, the value of
which may change from line to line. When the dependence on some parameter(s)
is important, this will be indicated by superscripts. A finite random variable of no
importance will be denoted by C(w).

2.2 Fractional Brownian motion

Our main object of interest in this paper is a fractional Brownian motion (fBm) with
Hurst index H € (1/2,1) on (£2, F, P), that is, an [F-adapted centered Gaussian
process BH = {BH (t)}s=0 with the covariance function

Ru(t,s) = E[BY(1)BY (5)] = %(rz” + 52— | —s?H).

By the Kolmogorov—Chentsov theorem, B has a continuous modification, so in
what follows, we assume that B¥ is continuous. Moreover, we will need the follow-
ing statement on the uniform modulus of continuity of BH (see, e. g., [3]).

Theorem 1. For an fBm B, we have
|B (1) — B" (5)|

sup < 00 almost surely.
rsefo.1 1t — s log(t — 5)|'/2

2.3 Small deviations of sum of squared increments of fractional Brownian motion

First, we state a small deviation estimate for sum of squares of Gaussian random
variables (see, e.g., [2]).
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Lemma 1. Let {§;}i=1... n be jointly Gaussian centered random variables. Then for
all x such that 0 < x < Z?:] E[Sl?], we have

) (x — 7, E[£2])
PIY &2 (_ CEy )
{Zﬁ = x} =T )

i=1

We will also need the following asymptotics of the covariance of a fractional
Brownian motion. Its proof is given in the Appendix.

Lemma 2. Let H € (1/2,1). Set ABf = BH (i +1) — B (i) fori =0, . -1
Then the following relation holds as n — oo:

i n, H e (1/2,3/4),
> (E[ABIAB!)’ ~ Cpy {nlogn, H=3/4,
i,j=0 n*f=2  He3/4,1).

Lemmas | and 2 imply the following small deviation estimate for the sum of
squares of fBm increments.

Lemma 3. Let B = {BH},>0 be an fBm with Hurst index H > 1/2, n > 2, and let
n—1 be as before. For all « € (0, 1), we have

,,,,,

n—1
P {Z(AB{’f < an} < exp{—Cu(l — a)’r(m)},
k=0

where
n, He (1/2,3/4),
r(n) = yn/logn, H =3/4,
n*=* o H e (3/4,1).

2.4  Extended fractional integral

To integrate with respect to a fractional Brownian motion, we use the fractional inte-
gral introduced in [10], but the definition is modified according to our purposes. For
functions f, g: [a,b] — R and « € (0, 1), define the fractional Riemann-Liouville
derivatives (in Weyl form)

o _ 1 (x) fo) - fw,
(Da+ )(x) - F(l _ a) ((x _ a)a / u)aJrl )’
1w e g) B g(x) — g(u)
(D,="8) @) = s ((b o= Ta )f e d“)~

Then the fractional integral fab f(x)dg(x) can be defined as

b b
/ f(X)dg(X)=6’”“/ (D2, f)(x) (D)% gp—) (x)dx, 2)



222 T. Shalaiko, G. Shevchenko

provided that the last integral is finite. However, in order to have good properties of
this integral (independence of «, additivity), we need to assume more than just the
finiteness of the integral; see the Appendix for details.

Now we turn to the integration with respect to a fractional Brownian motion. We
will restrict our exposition to the interval [0, 1], which suffices for our purposes. Fix a
number o € (1 — H, 1/2). Note that from Theorem 1 it is easy to derive the following
estimate:

IDI=BI (x)| < C@)|1 — x|+ [1og(1 — x)|'"2.

For some > 1/2, define the weight
p(x) = (1 —x)¥+ 1 log1 —x)|".

Let a function f: [0, 1] — R be such that D8‘+f e L! ([0, 11, p); this will be our
class of admissible integrands. Then the extended fractional integral

1 ) 1
/O F)dBH (x) = ™ /0 (Dg, f) @) (D] =*BfL) (x)dx 3)

is well defined (see the Appendix). In particular, it is possible to take f with Dy, f €
L0, 1], and for such integrands, the definition agrees with the definition of the frac-
tional integral given in [10]; see Remark on p. 340.

Furthermore, it is shown in the Appendix that if f satisfies the above assumption
for a different value of «, the value of the extended fractional integral will be the
same. The following estimate is obvious:

1
’/0 f)dBH (x)| < C(w)HD(O)l+fHL1([O,1],p)'

For each r € (0, 1), we will define the integral fé f(x)dBH (x) by a similar
formula understanding it in the sense of [10] since Dg‘ |\ f € L0, 1], D,l__“ Btli €
L*°[0, t]. Under the additional assumption that D, f € L, 1], p), we can define
the integral ftl f (x)dBH (x) similarly to (3), and the additivity holds:

1 t 1
/ F)dBY (x) = / FGOdBY (x) + / FO)dBY (x).
0 0 t

Note that the additivity

t s t
/ F)dBH (x) = / F)dBH (x) + / F)dBH (x)
0 0 s

for s < t follows from the results of [10].

Finally, it is worth to add that for f € CY[0, 1] withy > 1— H, the extended frac-
tional integral is well defined since the derivative Dy, f is bounded for any o < y,
and thus we can take & € (1 — H, y) in the definition. The value of the integral agrees
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with the so-called Young integral, which is given by a limit of integral sums. An im-
portant example is f(x) = g(B (x)) where g is Lipschitz continuous. In this case,
the following change-of-variable formula holds:

b
l/gwﬂmmwszcw—Gmx

where G(x) = f(;‘ g(y)dy. The formula appears to be valid (with the integral de-
fined in the sense of [10]) even for functions % of locally bounded variation; see [1].
However, Lipschitz continuity (even continuous differentiability) will suffice for our
purposes.

3 Main result

In this section, for a given Jj-measurable random variable &, we construct an F-
adapted process ¥ = {/(¢)}:¢[0,17 such that (1) holds almost surely under the follow-
ing “log-Holder” assumption on &.

Assumption 1. There exists an [F-adapted process {Z(?)};¢[0,1] such that Z(1) = &
and, for some a > 1,

1Z(1) = Z()] = C(w)|log(1 —n)|™* “@

forall ¢ € [0, 1).

Remark 1. Obviously, the process Z satisfies
1Z() = 20| = C@)(1 =1 ®)

for any b > 0. So (4) is weaker than (5), which is the assumption made in [5].

In [5], the following example of a random variable not satisfying (5) was given.
Assume that F = {F; = o(BH,s € [0, 1])}1c(0.1], and let § = fll/zg(t)dW,, where
g() = (1 — )~ 12 log(1 — 1)|~!, and W is a Wiener process such that its natural
filtration coincides with . Using the same argument as in [5], it is possible to show
that £ does not satisfy (4) as well. However, if we take the same construction with
gt) =1 — t)_1/2| log(1 — t)|_d, d > 1, then the corresponding random variable
satisfies (4), but not (5).

Next, we state a helpful lemma from [5], used in our construction of .

Lemma 4. There exists an F-adapted process ¢ on [0, 1] such that for any t > 0,
D8‘+¢ e L'0, 1], so that the integral fot ¢ (s)dBH (s) is defined as the fractional
integral, and

t
lim [ ¢(s)dBY(s) = +o0

t—1-Jo
almost surely.

We can now proceed with the main result.



224 T. Shalaiko, G. Shevchenko

Theorem 2. Let & satisfy Assumption 1. Then there exists an F-adapted process =
[V (t)}ie10,1] such that (1) holds with the integral defined in the extended fractional
sense.

Proof. The proof is divided into three parts.
Construction of . Let k € (2,2%). Putt, =1 —e¢
th4+1 — ty. It is easy to see that

_"n/a, n>1,andlet A, =

(1 - tn) =< CAn~ (6)

Denote for brevity &, = Z(t,). Then, by Assumption 1, |§, — &| < C(w)x ™", so that
|&, — &| < 27" for all n large enough, say, for n > N (w). In particular, we have

|&n — En1] <2712 (@)

foralln > N(w) + 1.

The integrand v is constructed in an inductive way between the points {#,, n > 1}.
Set first (1) = 0, ¢t € [0, #1]. Assuming that 1 (¢) is defined on [0, t,,), let V(¢) =
fé ¥ (s)dB H(s), ¢t € [0, t,]. The construction of the integrand [#,, t,+1) depends on
whether V (¢,) = &,_ or not.

Case 1. V(t;,) # &,—1. In this case, thanks to Lemma 4, there exists an adapted
process {¢(t),t € [ty, t,+1]} such that ft:d)(s)dBH(s) — 400 ast — tp1—.
Define the stopping time

t
T =inf{z > 1, :/ (5)ABH (5) > |8, — V,,1|}
In
and the process

V() = ¢@)sign(&n — V()i (1), 1 € [tns tug).

It is obvious that ft:”“ I/I(S)dBH(S) =&, —V(ty) and V(t,41) =&,
Case 1. V(t,) = &,—1. We consider the uniform partition s, y = t, + ké,, k =

1,...,nof [t,, th+1] with mesh §,, = A,n—! and auxiliary function
n—1

o) =an »_(B™(t) = B (50.0) s, 450 s0) (1)
k=0

with a,, = 2_"+38n_ 2Hp =1 Notice that by the change-of-variable formula,

n—1

In 1 _
/ " (B (1) = an Y (B (susr1) — B (s0.0)) 8)
1,

n k=0

Define the stopping time

t
on = inf{t R / ¢(s)dB (s) > &, —En—1|} At
I
and set

Y(t) = Sign(‘i:n - énfl)a(t)ﬂ[tn,an](t)a t € [ty, thy1).
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The construction approaches £. Our aim now is to prove that V (¢,) = §,_1 for
all n large enough. By construction it suffices to show that Case II happens for all n
large enough. Equivalently, we need to show that o;,, < #,,41 for all n large enough. In
view of (8), the latter inequality holds if

n—1

an (B (sn 1) — B (50,00)> > 160 — uct .

k=0

Thus, in view of the Borell-Cantelli lemma and inequality (7), it suffices to verify the
convergence of the series

n—1
>P {an > (B (snk1) = B (sn.10)” < 2‘"”}
k=1

n>1

or, equivalently, that

n—1
P {Z (5,7 (B, - BI))* < ”/2} =%

n>1 k=1

The latter follows from Lemma 3 through the self-similarity and stationarity of incre-
ments of an fBm. Thus, for all n large enough, say, for n > Na(w), V(t,) = &,—1.
Integrability of /. It is easy to see that  is integrable w.r.t. B on any inter-

val [0, #y]. It remains to verify that the integral f[}\l W(s)dBH (s) is well defined and
vanishes as N — oo (note that we did not establish the continuity of the integral as a
function of the upper limit). For some © > 1/2 (which will be specified later), define

p(x) = (1 =0 log(1 —x)|".

Clearly, it suffices to show that ||D1N+W||L1([t,v,1],p) — 0, N —> oco.Let N > Np(w).
Write

/ (D% v) <s>|p<s>ds—2 / (D) ®)| s

In+1
oy e oea s [ 05wl

n=N In

where we have used (6) and the fact that p is decreasing in a left neighborhood of 1.
Now we estimate

In+1 In+1 [ (s)] § [V (s) — ¥ (u)l
[ |( [N+‘¢/)(S)‘ds <\/l~ ((S _tN)a +\/f;\/ |S _u|1+(x du)ds

n n

I s
< C(@)a, AL [1og(s,)|"* + / +1/ Mduds,

u|l+a

where we have used Theorem 1 to estimate .
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Consider the second term. It equals

! W) -yl
‘/;nk 1(/ / ‘/;nk l) |s_u|]+(x deS_ ]1+]2+I3

Start with /7, observing that ¥ vanishes on (oy,, t;,+1]:

k=1

f’f' YOI+ vl o

Iny1
ne TR
t |s _ u|1+°‘

j=N"“t-1

Tnt1
< C(w)a,,a,7|1og5n|1/2/ (s — 1) " %ds
In

n—l1 In+1
+ Y a8l 1og5,-|1/2/ (s —tj+1)""ds
j=N K

n—1
< C() (anA,i“Bf [log 8,/ + ) " a;6| logsn”zAi“)-
j=N

Proceed with the second term:

Sn,k Snk—1
I, < C(w)a,8|logs, |1/2Z/ / Is — u| """ %duds

Sn,k—1

< C(w)a8|10g8,|'? Zf (s — Suk—1)""ds

Sn,k—1

< C(w)annsH 1% 10g 8, = C(w)a, A,877%1og 5,]"/2.

Finally, assuming that o, € [sy.1—1, Sn.1), We have

3<C(w)Z/

Sn,k—1

W) — ¥ )l ¥ (s) — Y @)
+/Snl 1/‘;’1/ 1 Is_u|1+01 d d +'/0\'n ~/SAn[ 1 |S_u|1+0t duds

< C(w)ay, Z/ (s — sna—) % og(s — spu—)|'*ds

Snk—1

— 8172
/ (s u) [log(s — u)| du ds
Snk—1

u)H—oz

Sn,l On 1
+C 5H151/2/ / — dud
(w)a, s, |log 8, ) e uds
< C(w)apnsH 1= 10g 8, 2n81 7 = C(w)a, A8 | 10g 8,2,

Gathering all estimates, we get

/ !D?;H(wxs)\p(s)ds<C(w)2(an 28r 110g 8,1'/? log A, |

n=N
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n—1
+an AT 1og 8,1 | log Au " + Af [Tog Anl* Y~ a8t 1og5j|‘/2).
j=N

Consider the second sum. After changing the order of summation, we get

oo n—l1 oo
D0 ajsflogs;|'* Al log Ayl = Za, > Alilog A,l*
n=N j=N n=j+1
oo o
< C Z a HA7|10g A]|}L Z eKJ/ﬂ—K /,L(n Jj)/a
j=N n=j+1
oo
<C Z a;sf At |log A ;|
j=N
oo o .
<C Z aj8/HA7| lOg A]|M Z e—K(Vl*/)’l/“K”,(n—j)/a
j=N n=j+1

e

Il
4

<C D a;js] A log ;"
J

Consequently, noting that Af sH < Al +“8,f’ ~%, we have

o0
/ DE, (1)®)|p(s)ds < C@) Y an Al T8 log 8,12 log A"
n=N

2—nn—1A’{l‘I+a8n—H—a| lOg 8n|#+1/2

3
I
=

2—nnH+Ot—1(| log An|ﬂ+1/2 + nu+l/2)

A
it

n

< Z 27nnH+a71(C + K(,u+l/2)n/a + n/,l,+1/2)‘
n=N
Now, in order for the last series to converge, it is sufficient that (u + 1/2)/a <
log2/logk or, equivalently, © < alog2/logk — 1/2. Since alog2/logx > 1 by
our choice, it is possible to take some u > 1/2 satisfying this requirement, thus
finishing the proof. O

A Appendix. Properties of the extended fractional integral

In this section, we establish important properties of the extended fractional integral
defined by (2). We will restrict ourselves to the case [a, b] = [0, 1]. Assume that
the function g: [0, 1] — R satisfies the following regularity requirement: there exist
A € (0, 1) and v > 0 such that

|g() =8| = Clx — y[*|log|x — yI|’ ©)
forall x, y € [0, 1]. We first state some properties of g that follow from this regularity.
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Lemma 5. Let g: [0, 1] — R satisfy (9). Then for any B € (0, 1),

(D g1-)(x) — (DF_g1-) )| < Cplx — y*P|loglx — yl|"

forall x,y € [0, 1].

The proof is similar to that of Lemma 13.1 in [6] and thus omitted.
Now, for some i > v, define

p(x) =1 —x*Fllogl — )|, xe]o0,1]. (10)

Lemma 6. Ler g: [0, 1] — R satisfy (9), and v € C*®[—1,0] — R be a positive
Sfunction with f?l ¥ (x)dx = 1. Define Yy (x) = N (Nx),

(x+1/N)Al
gN(x) = (g1- * ¥N)(x) = / g1-Myn(x —y)dy, N=1
X
Then forany u > v, B € (0,A), x € [0, 1], and all N > 1 large enough, we have
|(DY_gn)(x) — (DF_g1-) ()| < Cplog )" #p(x). (1

Proof. Note that Df_gN = 1[0,1](Df_g1_) * Y. For brevity, set h(x) =
(D’ls_gl_)(x), x € [0, 1]. First, suppose that x € [0, | — 1/N]. Thanks to Lemma 5,

x+1/N
(P gn)) — (DP_gi-)w)| < € f Ih(x) — h()| Ny (NG — y))dy

0
< c/l Ih(x — y/N) — h() | (n)dy

0
< CgNP* f ] IyI* P (N —log|yl) v (»)dy
< CNP7*(log N)" < Clog N)"#p(x),

where the last inequality holds for all N large enough since p(x) is decreasing for x
close to 1.
Now consider the case x € [1 — 1/N, 1]. Using Lemma (5), we have

[(Df_gn) @) — (D _g1-) )| < [(Df_gn) )| + |(D}_g1-) ()]

1
s/ Ny (N — ) |h(1) — h(y)|dy + |h(1) — h(x)|

< Cl1 = x*Pllog(1 = 0)|" < Cp)|log(1 — x)["™*
< Cp(x)(log N)' "

sincex > 1 —1/N and v < p. This finishes the proof. O
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Theorem 3. Let g: [0, 1] — R satisfy (9), o € (1 — A, 1), and let p be given by
(10) with B = 1 — a. Assume further that f: [0,1] — R is such that Dy, f €

LY([0, 11, p). Then the extended fractional integral

1 ' 1
/0 f(x)dg(x)=e’”“/0( )0 (D] "%g1-) (x)dx

is well defined. Moreover, if f and g satisfy the above assumptions for different «,
the value of the integral is preserved. Additionally, if D, f € L([t, 11, p) for some
t € (0, 1), then

1 t 1
fo FGOdg(x) = /O FEOdg(x) + f FOdg (o),
t

where the first integral is understood in the sense of [10] (Dg, f € L0, 1],
D,l__ag;_ € L™[0, t]), and the second in the above sense.

Proof. From Lemma 5 we have
[(DZ%g) )| < C(1 =) log(l — x)|" < Cp(x),

whence the finiteness of the integral follows. Defining gy, N > 1, as in Lemma 6,
we have

. 1
e fo (DS_f) () (D{Z%g1-) (x)dx

1

=7 fim [ (D f) @) (D1~ gn) (x)dx (12)

in view of the dominated convergence theorem.
Since gy € C*[0, 1] — R, it follows from the properties of fractional integrals
and derivatives (see [6, 10]) that (D}:”‘gN)(x) = (I{_gj)(x), where

*17'[0(

I ()

(I h) (x) = / (v = 0 h()dy

is the right-sided fractional Riemann-Liouville integral of order «. Note that
1 pl :
fo f (D £)(0)|(y — )% |ghy )]y dx
X

1 1
< CN/O |(DY_f) )| —x)%dx < CN/O |(DY_f) @) |p(x)dx < oo

thanks to our assumptions.
Hence, by the Fubini theorem,

. 1
e /0 (DY_f)(x) (D] ~gn) (x)dx
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1 1 ory et /
F(oz)/o 0 (v =) (DI_f) (x)dx gy (»)dy

1
/0 (18, D, £) gy (dy,

where { .
(1§, 1) (x) = m/ (x — ) h(y)dy

is the left-sided fractional Riemann-Liouville integral of order a. Note that Dy, f* €

L'[0, ] for any ¢ € (0, 1), so by [6, Theorem 2.4], for almost all y € [0, ], we have
(5. DG, f)(y) = f (). Therefore, this equality holds for almost all y € [0, 1], and

ezna/(; (D‘f‘_f)(x)(Dll:agN)(X)dx:/O f(y)gﬁv()’)dy.

Taking into account (12), we get that, indeed, the extended fractional integral fol f(s)
does not depend on «.

Concerning additivity, under the assumption D7, f € L'([t, 1], p), repeating the
previous argument, we get

1 1
/ f(x)dg(x) = lim f Fgy(dy.
t 00 Jt

On the other hand, from the proof of [10, Theorem 2.5] we have

t t
/ f(x)dg(x) = lim / FOgy(dy.
0 N—oo Jo

Therefore,

t 1 1 1
fo FGOdg ) + f F@dgx) = Jim /0 FO)ey Gy = /O Fdg (o),
t — Q0

as required. O

B Appendix. Proof of Lemma 2
Proof. We have E[ABiHABjH] = pu (i — j|) with

1
pr(m) = E((m + D 4 m — 112 —2m?H), m>o0.
It is easy to see that
pu(m) ~ HQRH — Hm*"72, m — 0. (13)

The double sum in the question can be transformed as follows:

n—1 n—
st = S (E[aBEABI = 3 pu(li — j) = Im =i — j|
i,j=0 i,j=0
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= (n = Iml) s (Jm1)°.

Let H € (1/2,3/4). Then

H n—1
i _
n
m

<1 - %)pﬂ(wm)z.

In view of (13), the series Z;‘f_ oo PH (M |)2 converges, so by the dominated conver-
gence theorem,

=1-

SH +o00 )
— - pu(lm))”,  n— oo.
m=—0oQ
Now let H € [3/4,1). Define a, = nlogn if H = 3/4, a, = n**"2if H €
(3/4, 1). Applying the Stolz—Césaro theorem, we have

. SsH _SH - sk . 1 - 2
lim 2% = lim 2~ = lim —— Z pu(Im])”,
n—oo an n—>oo an+1 —_ an n—>oo an_;’_l —_ an ——n

provided that the latter limit exists. Using the Stolz—Cesaro theorem once more, we
have

n 2
lim — > pu(m)? =2 lim P )

b
=0 dpyr —dn T n—>00 api1 + ap—1 — 2a,

provided that the latter limit exists. It is easy to see that

N 5 n~',  H=3/4,

a an—1 — 2y ™~

rH T T T @l — ) @H = 3ttt Hoe (3/4.1),

as n — oo. Thus, we get the required statement thanks to (13). O
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