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In this paper, we study a class of stochastic differential equations with additive noise that contains a frac-
tional Brownian motion (fBM) and a Poisson point process of class (QL). The differential equation of this
kind is motivated by the reserve processes in a general insurance model, in which the long term dependence
between the claim payment and the past history of liability becomes the main focus. We establish some
new fractional calculus on the fractional Wiener—Poisson space, from which we define the weak solution of
the SDE and prove its existence and uniqueness. Using an extended form of Krylov-type estimate for the
combined noise of fBM and compound Poisson, we prove the existence of the strong solution, along the
lines of Gyongy and Pardoux (Probab. Theory Related Fields 94 (1993) 413—425). Our result in particular
extends the one by Mishura and Nualart (Statist. Probab. Lett. 70 (2004) 253-261).
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1. Introduction

In this paper, we are interested in the following stochastic differential equation (SDE):
t
X,=x+/ b(s,Xs)ds +oBH —L,,  t€[0,T], (1.1)
0

where B = {B,H 1t > 0} is a fractional Brownian motion with Hurst parameter H € (0, 1),
defined on a given filtered probability space (2, F, P; ), with F = {F; : # > 0} being a filtration
that satisfies the usual hypotheses (cf., e.g., [17]); and L = {L; :t > 0} is a Poisson point process
of class (QL), independent of B¥. More precisely, we assume that L takes the form

'
L,:/ /f(s,x)Np(ds,dx), t>0, (1.2)
0 JR

where f is a deterministic function, and p is a stationary Poisson point process whose counting
measure N, is a Poisson random measure with Lévy measure v (see Section 2 for more details).

1350-7265 © 2015 ISI/BS


http://www.bernoulli-society.org/index.php/publications/bernoulli-journal/bernoulli-journal
http://dx.doi.org/10.3150/13-BEJ568
mailto:lhbai@nankai.edu.cn
mailto:jinma@usc.edu

304 L. Bai and J. Ma

One of the motivations for our study is to consider a general reserve process of an insurance
company, perturbed by an additive noise that has long term dependency. A commonly seen per-
turbed reserve (or surplus) model is of the following form:

U=x+cl+p)t+eW, — L, tel0,T]. (1.3)

Here x > 0 denotes the initial surplus, ¢ > 0 is the premium rate, p > 0 is the “safety” (or ex-
pense) loading, ¢ > 0 is the perturbation parameter, W = {W; :¢ > 0} is a Brownian motion,
which represents an additional uncertainty coming from either the aggregated claims or the pre-
mium income, L; denotes cumulated claims up to time ¢, and finally, T > 0 is a fixed time hori-
zon. We refer the reader to the well-referred book [19], Chapter 13, and the references therein
for more explanations of such models.

In this paper, we are particularly interested in the case where the diffusion perturbation term
possesses long-range dependence. Such a phenomenon has been noted in insurance models based
on the observations that the claims often display long memories due to extreme weather, natural
disasters, and also noted in casualty insurance such as automobile third-party liability (cf. e.g.,
[3,5-7,10,13,14] and references therein). A reasonable refinement that reflects the long memory
but also retains the original features of the aggregated claims is to assume that the Brownian
motion W in (1.3) is replaced by a fractional Brownian motion B!, for a certain Hurst parameter
H € (0, 1). In fact, if we assume further that in addition to the premium income, the company
also receives interest of its reserves at time with interest rate r > 0, and that the safety loading p
also depends on the current reserve value, one can argue that the reserve process X should satisfy
an SDE of the form of (1.1) with

b(t,x)=rx +C(1 + ,o(t,x)), (t,x)e[0,T] x R.

The main purpose of this paper is to find the minimum conditions on the function b under
which the SDE (1.1) is well posed, in both weak and strong sense. In the case when L =0, the
SDE (1.1) becomes one driven by an (additive) fBM and the similar issues were investigated
by Nualart and Ouknine [16] and Hu, Nualart and Song [9]. One of the main results is that,
unlike the ordinary differential equation case, the well-posedness of the SDE can be established
under only some integrability conditions, and in particular, no Lipschitz continuity is required
for uniqueness. The main idea is to use a Krylov-type estimate to obtain a comparison theorem,
whence the pathwise uniqueness. Such a scheme was utilized by Gyongy and Pardoux [8] when
studying the quasi-linear SPDEs, and has been a frequently used tool to treat the SDEs with non-
Lipschitz coefficients, as an alternative to the well-known Yamada—Watanabe theorem. In fact,
this method is even more crucial in the current case, as the usual Yamada—Watanabe theorem
type of argument does not seem to work due to the lack of independent increment property of an
fBM.

The main difficulty in the study of SDE (1.1), however, is the presence of the jumps. In the
case when H > 1/2, Mishura and Nualart [15] studied the existence of weak solution of SDE
(1.1) with L =0, and the coefficient b is allowed to have finitely many discontinuities in its
spatial variable x. By a simple transformation (e.g., setting X = X — L), our result in a sense
extends their result to a more general case in which b possesses countably many discontinuities
in x. More importantly, we remove the extra assumption that H < (1 + \/5) /4 in [15] when the
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number of jumps is finite. To our best knowledge, the fractional calculus applying to SDE driven
by both fBM and Poisson point process is new.

The rest of the paper is organized as follows. In Section 2, we review briefly the basics on
fBM and some fractional calculus that is needed in this paper. In Section 3, we prove a Girsanov
theorem and in Section 4 we apply it to study the existence of the weak solution. In Section 5,
we address the uniqueness issue, in both weak and strong forms, and in Section 6 we study the
existence of the strong solution.

2. Preliminaries

In this section, we review some of the basic concepts in fractional calculus and introduce the
notion of (canonical) fractional Wiener—Poisson spaces which will be the basis of our study.
Throughout this paper, we denote E (also Ej, ...) for a generic Euclidean space, whose inner
products and norms will be denoted as the same ones (-, -) and | - |, respectively; and denote || - ||
to be the norm of a generic Banach space. Let i/ C E be a measurable subset. We shall denote by
LP(U;E1), 0 < p < o0, the space of all Ej-valued measurable function ¢ (-) defined on U such
that fu |¢(t)|P dt < oo (p =0 means merely measurable). For each n € N, C"(U/; E{) denotes
all the E;-valued, nth continuously differentiable functions on I/, with the usual sup-norm.

2.1. Fractional calculus

We begin with a brief review of the deterministic fractional calculus. We refer to the book Samko,
Kilbas and Marichev [20] for an exhaustive survey on the subject. We first recall some basic
definitions.

Let —0o <a <b < o0, and ¢ € L'([a, b]). The integrals

1 X

(I£49)0) = 7o G f(;))l_a dt, x>a, .1)
b

(I ¢)(x) = — 0 4 x<h, 2.2)

@) Jy (t—x)l

are called fractional integrals of order a, where I'(-) is the Gamma-function and « € [0, 00).
Both /7, and I are the so-called Riemann—Liouville fractional integrals, and they are of-
ten called “left” and “right” fractional integrals, respectively. We shall denote the image of
LP([a, b]) under the fractional integration operator I3, (resp. I;" ) by 17, (L?([a, b])) (resp.
Iy _(LP([a, b]))). Moreover, in what follows we shall often use left-fractional integration, which
has the following properties:

L1212 0]0) = 1557 6] 0,

ayB ,—a—Bra B a 1B at+p 2:3)
11y, t Io,tPe() = I Ly o) =1, "e(), a>0,8>0.

We note that (2.3) holds for a.e. x € [a, b]. If ¢ € C([a, b]), then (2.3) holds for all x € [a, b].
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The (Riemann-Liouville) fractional derivatives are defined, naturally, as the inverse operator
of the fractional integration. To wit, for any function f € LO([a, b)), we define

I R W a0
(D"*f)(x)_ru—a) ) Goned @H
. 1 od S
Do =g @ ), tone @5)

whenever they exist. We call Dy, f (resp. Dj_ f) the left (resp. right) fractional derivative of

order a,0 < a < 1. We note that if £(r) € C'([a, b]), then it is easy to verify that (see [20], page
224)

dt 2 D2, f. (2.6)

o« o f(x) o T L) = f()
Dot f = + 1"(1—01)/

rd—oa)(x—a) (x —t)l+e

The derivative DY, f is called Marchaud fractional derivative. We should note that the right-hand
side of (2.6) is not only well-defined for differentiable functions, but for example, for function
f(x) that is 8-Holder continuous, with 8 > «. For more general functions, the fractional Mar-
chaud derivative (2.6) should be understood as (cf. [20])

@ f2 lim D, . f. 2.7)

where the limit is in the space L?, and

s ) W g
(D4 fl0) = T —a)(x —a) F(l—a) / (x —p)lte

dr. (2.8)

We collect some of the important properties of the fractional integral and derivative in the
follow theorem. The proofs can be found in [20].

Theorem 2.1.
(1) Forany ¢ € L([a,b]) and 0 < « < 1, it holds that

Da+1a - hm Da+ 3 a+(p Da+1a+90 ®- 2.9)

(i) Forany f € 1% (L'([a,b])) and o > 0, it holds that
19.D% f=12D% f=f. (2.10)

(iii) Let v € LP([0,b]), b >0, 1 < p < o0o. Then W has the representation ¥ (x) =
I&rx“f(x), a.e. x € [0,b], for some f € LP([0,b]), @« >0, and p(1 + n) > 1 if and
only if Y takes one of the following two forms:

(@) ¥(x)=x"[I5, gl(x),ae x€l0,b], g € LP([0, b]);
(®) ¥ (x) =x""*[I, x*g11(x), a.e. x €[0, D], g1 € LP([0,]), p(1 +¢) > 1.
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2.2. Fractional Wiener-Poisson space

We recall that a stochastic process BH = {BZH ,t € [0, T]}, defined on a filtered probability space
(R, F,P; F = {F:}s>0), is called an F-fractional Brownian motion (fBM) with Hurst parameter
He(,1)if

(i) BY is a Gaussian process with continuous paths and B’ = 0;
(i) for each ¢ >0, BY is F;-measurable and EBH =0, for each ¢ > 0;
(iii) for all s, ¢ > 0, it holds that

E(BIBM)=Ru(t,s) = S(t*" + 5" — |t —s|*1). (2.11)

It follows from (2.11) that E|BH — BH|?> = |t — s|?#, that is, BY has stationary incre-
ments. Furthermore, by Kolmogorov’s continuity criterion, BtH has o-Hoélder continuous paths
for all @ < H. In particular, if H = 1/2, then B¥ becomes a standard Brownian motion; and
if H =1, then {Bll; t > 0} has the same law as {£¢; ¢t > 0}, where £ is an N (0, 1) random vari-
able.

In what follows, we shall consider the canonical space with respect to an fBM or the
fractional Wiener space. Let Q! = Cq([0, T']), the space of all continuous functions, null at
zero, and endowed with the usual sup-norm. Let ]—",1 = g{lw(- ANt)|w € Ql}, >0, F! 2 .7-'},

F!' = {F}! t€[0,T]} and PB" is the probability measure on (Q!, F!) under which the canoni-
cal process

B 2w(@), (tw)el0,T]x Q'

is an fBM of Hurst parameter H.
For any H € (0, 1), we define

tAS
RH(t,s)zf Ky(t,r)Kgy(s,r)dr, (2.12)
0

where K is the square integrable kernel given by

1\ 11 1 t
Kut,s)2T(H+=) G—-)""2F(H—= ——H H+=-,1-2), (.13
2 22 2 s

and F(a, b, c, 7) is the Gaussian hypergeometric function:
) pk)

F((l,b,C,Z)ZZWZ s

a,beR, |zl <1,c£0,—1,...,

where a®, b® | ¢® are the Pochhammer symbol for the rising factorial: x© =1, x® =
[ (x+k)
'x) -
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Now, let & be the set of all step functions on [0, 7], and let J# be the so-called Reproducing
Kernel Hilbert space, defined as the closure of & with respect to the scalar product

(1[0’[],1[(),3])(%02RH(I,S), s, te [0, T]. (2.14)

For any H € (0, 1), we define a linear operator Ky :Lz([O, T — LZ([O, T]) by
t
A
(Kw f1(1) =/0 Kp(t,s)f(s)ds, feL*(0,T1), te[0,T]. (2.15)
Also, for any f € L9([0, T]) and B > 0, we shall denote

P02 ey,  relo.Tl, 2.16)

and Ia ﬁ(L”([O T ={f¢€ L0, T]): [[f]]ﬁ el +(L1’([0, T1))}. Then we have the following
result (cf e.g., [2], Theorem 2.1, or [20], Theorem 10.4).

Theorem 2.2. For each H € (0, 1), the operator Ky is an isomorphism between L2([O, T1) and
HH/z(LZ([O T1)). Furthermore, it holds that

IZHI[Il/z H[[f]]H—l/Z]]l/Z_H’ H<1/2,

Ky f= 172 H-1/2
A A WA el [ S V)

(2.17)

From (2.17) it is easy to check that the inverse operator K 1;1 on an absolutely continuous
function / satisfies

I[Il/z Hl[h/]ll/Z—H]IH—l/Z’
"y if ' € L'([0,T]),and H < 1/2,

_ 2.18
H I[DH l/ZI[h,]]1/27H]]H71/27 (2.18)

it n' e 1y ALY (0, 1)) N LY ([0, TT), and H > 1/2,

where 1’ is the derivative of & (cf., e.g., [20], Theorem 10.6, and [16]).
Next, let K7, be the adjoint of Ky on L2([O, T1]), thatis, forany f € &, g € L2([0, T,

T T
fo (K5 ] di = /0 FOIK gl dr.

Then, it can be shown by Fubini and integration by parts that for any f € &,

T
[KZf](t)=KH(T,t)¢(t)+/ (f(s)— f(t)) (s nds,  t€[0,T].
t

In particular, for ¢, ¥ € &, we have (see, e.g., [1])

<K[’fl§07 K?]w>L2((0’T)) = <§0v w)H
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Consequently, the operator K}, is an isometry between the Hilbert spaces ¢ and L%([0, TY).
Furthermore, it can be shown that the process W = {W;, t € [0, T']} defined by

W, =B ((K3) ™ (o.m) (2.19)

is a Wiener process, and the process B! has an integral representation of the form
t
B =/ Ky(t,s)dWs, 1[0, T]. (2.20)
0

We now turn our attention to the Poisson part. We first consider a Poisson random mea-
sure N(-,-) on [0, T] x R, defined on a given probability space (€2, F, P), with mean measure
N(dt, dx) = drv(dx), where v is the Lévy measure, a o -finite measure on R* 2 R\ {0} satisfying
the standard integrability condition:

f (1 A 1x?)v(dx) < +oo.
R*

In this paper, we shall be interested in a Poisson point process of class (QL), namely a
point process whose counting measure, defined by Nz ((0,¢] x A) =#{s € (0,¢]: AL; € A} =
ZO<S<[ 1iar,ea), t >0, A € Z(R*), has a deterministic and continuous compensator (cf. [11]).
In light of the representation theorem [11], Theorem II-7.4, we shall assume without loss of
generality that the process L takes the following form:

t
L,:// f (s, x)N(ds, dx), t>0, 2.21)
0 JR*

where f € L'(dr x dv) is a deterministic function. Then, the counting measure Ny (dt, dx) can
be written as

t
NL((0,1] x A) =f0 fR 14(f (s, 0))N(ds, dx), (2.22)

and its compensator is therefore N 1(df,dx) = ENp(df,dx) = f(t,x)dtv(dx). Clearly, if
f(s,x) = g(x), then L is a stationary Poisson point process. In particular, if we assume that
g(x) =x and v(dx) = AF (dx), where F (-) is a probability measure on R, then L is a compound
Poisson process with jump intensity A and jump size distribution F'.

Throughout this paper, we shall assume that

T -
E{/ |L|?dr +eﬂ|L|T} < 00, VB >0, (2.23)
0

A =~ A
where |L|; =) g <, |ALs|and |L|; =} o, (|ALs| Vv 1), 1 €0, T].

Remark 2.1. We note that (2.23) contains in particular the compound Poisson case. Indeed, if
L, = ZlNz’l U;, where N is a standard Poisson process with intensity A > 0, and {U;} are i.i.d.
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. . . . . A
random variables with finite moment generating function My, (t) = E{e! |Ul'} < o0, Vt > 0.
Then we can easily calculate that

T -
E{f |L|?dr +eﬂ'L'T}
0

AEIULND?T? | AE{UIHT? O £ o AT)*
_ GE| 31|) n {I 21| } +ZE{eﬁZi:1(\U,|\/l)|NT:k}( k') e (204

k=0

_ QE|U T N AE{|U, P)T? L HTEAIML ) _
3 2

Q.

We can also consider the canonical space for a given Poisson point process of class (QL). Let
Q2 =D([0, T1), the space of all real-valued, cadlag (right-continuous with left limit) functions,
endowed with the Skorohod topology, and let .7-"t2 £ o{w(-At)|w e 522}, t >0, F? 2 ]:%, F2 =
{.7-",2, t €[0,T]}. Let PL be the law of the process L on D([0, T]). Then, the coordinate process,
by a slight abuse of notations,

Li(w) = o(t), (t,w) €10, T] x Q2,

is a Poisson point process, defined on (QZ, F2, IP’L), whose compensated counting measure is
]VL (dt,dz) = E[NL(df,dz)] = f(t, z)v(dz) dt, where v is a Lévy measure and (2.23) holds.

Combining the discussions above, we now consider two canonical spaces Q! F, pB" :F
and (92,]-'2,]P’L; ]Fz), where Q! = C(0,T] and Q2 = D([0, T]). We define the fractional
Wiener—Poisson space to simply be the product space:

efo'x@:  FEFeF:
) (2.25)
PEPB  @PL,  REF@FL  tel0.T]

We write the element of Q as w = (a)1 , a)z) € Q. Then, the two marginal coordinate processes
defined by

BH (w) 200, Li(w) 2 020), (t,) x [0, T] x Q, (2.26)

will be the fractional Brownian motion and Poisson point process, respectively, with the given
laws. Note that under our assumptions B and L are always independent (cf., e.g., [11], Theorem
I1-6.3). Also, we can assume without loss of generality that the filtration [ is right continuous,
and is augmented by all the P-null sets so that it satisfies the usual hypotheses.

To end this section, we recall that if X" is a metric space, X is a X'-valued Gaussian random
variable, and g(-) is a seminorm on X, such that and P(g(X) < co) > 0. Then it follows from
the Fernique Theorem (cf. [4]) that there exists ¢ > 0 such that ]E[exp(AgZ(X )] < oo, for all
0 < A < ¢. Itis then easy to see that for all 0 < p < 2, one has

Elexp(rg”(X))] <00, VA >0. (2.27)
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This fact is useful in our analysis, similar to, for example, [16].

3. The problem

In this paper, we are interested in the following stochastic differential equation with additive
noise:

t
Xt=x+/ b(s, Xs)ds + BH — L,, 1[0, T), (3.1
0

where b is a Borel function on [0, 7] x R, B is an fBM with Hurst parameter H € (0, 1)
and L is a Poisson point process of class (QL), both defined on some filtered probability space
(2, F,P; F). We assume that B and L are both F-adapted, and they are independent. We often

H
consider the filtration generated by (B, L), denoted by FB"L — {]-',(B Ly > 0} where
(B,L) A H )
Fi =o{(By".Ls):0<s <1}, 1>0, (3.2)

and we assume that FB":L) ig augmented by all the P-null sets so that it satisfies the usual
hypotheses. As usual, we have the following definitions of solutions to the SDE (3.1).

Definition 3.1. Let (2, F,P) be a complete probability space on which are defined an fBM BH
H € (0, 1), and a Poisson point process L, independent of B® and of class (QL). A process X
defined on (2, F,P) is called a strong solution to (3.1) if

(1) Xis IF(BH’L)—adapted;
(ii) X satisfies (3.1), P-almost surely.

Definition 3.2. A seven-tuple (2, F, P,F, X, BH | L) is called a weak solution to (3.1) if

(1) (R, F, P;F) is a filtered probability space;
(i) BY is an F-fBM, and L is an F-Poisson point process of class (QL);
(iii) (X, B, L) satisfies (3.1), P-almost surely.

For simplicity, we often say that (X, B L) (or simply X) is a weak solution to (3.1) without
specifying the associated probability space (€2, F, P; F) when the context is clear. It is readily
seen from (3.1) that if (X, B¥, L) is a weak solution, then F(8 .0 C FX. The well-known exam-
ple of Tanaka indicates that the converse is not necessarily true, even in the case when H =1/2
and L =0.

Throughout this paper, we shall make use of the following standing assumptions:

Assumption 3.1. The function b:[0, T] x R + R satisfies the following assumptions for H €
(0,1/2) and H € (1/2, 1), respectively:
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(i) If H < 1/2, then for some 0 < p <1 and K > 0, it holds that
|b@t,x)| < K(1+1x]°), Y(t,x) €[0,T] x R. (3.3)

(i) If H > 1/2, then b is Holder-y continuous in t and Holder-« in x, where y > H — 1/2,
and 1 — # <o < 1. That is, for some K > 0,

|b(t,x) —b(s,y)| < K(lx —y|* + 1t —s]"), Y(t,x), (s,y) €[0, T] x R. (3.4)

Remark 3.1. (1) We note that in the case when H < 1/2 we do not require any regularity on
the coefficient b. To discuss the well-posedness under such a weak condition on the coefficient,
is only possible due to the presence of the “noises” B and L (see also [16] for the case when
L =0), and it is quite different from the theory of ordinary differential equations, for example.
(2) Compared to [16], we require that b grows only sub-linearly in the case H < 1/2. This is
due to the possible infinite jumps of L. In fact, Remark 4.1 below shows that the problem could
be ill-posed if p > 1/2. Such a constraint can be removed when L has only finitely many jumps.

We end this section by making the following observation. Denote X=X+L,and

bt x,0) =b(t,x — Li(@),  (t,x,0)€[0,T] xR x Q.
Then the SDE (3.1) becomes

t
X,=x+/ b(s, Xs)ds + B, 1[0, T]. (3.5)
0

Thus the problem is reduced to the case studied by [16], except that the coefficient b is now
random. However, if we consider the problem on the canonical Wiener—Poisson space in which
(B,H (), L; (@) = (@' (1), @*(1)), t € [0, T1, then we can formally consider the SDE (3.5) as

one on (Ql,}"l,]P’BH):

t
Xt=x+/ b (s, X,)ds + B,  te[0.T], (3.6)
0

where b“)z(t, X) = b(t,x — &*(1)) = b(t, x, w?), for each fixed »? € Q2. In other words, we
can apply the result of [16] to obtain the well-posedness for each w? € Q2, provided that the
coefficient b““‘2 satisfies the assumptions in [16]. We should note, however, that such a seemingly
simple argument is actually rather difficult to implement, especially for the weak solution case,
due to some subtle measurability issues caused by the lack of regularity of b in the case H < 1/2,
and the discontinuity of the paths of L (whence binthe temporal variable ¢), in the case H > 1/2.

4. Existence of a weak solution (H < 1/2)

In this section, we shall validate the argument presented at the end of the last section, in the case
H < 1/2. Namely, we shall prove that the SDE (3.5) possesses a weak solution, along the lines
of the arguments of [16].
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Recall from Assumption 3.1 that in the case H < 1/2 the function b satisfies (3.3). Consider
the canonical Wiener—Poisson space (2, F, P), where P = P8 "® P, with a given Hurst pa-
rameter H € (0,1/2), a Lévy measure v(dz), and a deterministic function f:[0, 7] x R+ R so
that NL(dt dz) = E[NL(dt dz)] = f(t, z)v(dz) dr satisfies (2.23). Let (B, L) be the canonical

process. Define u, —b(t, B —L;+x) and

v,é—Kg,l(/O.b(r,BrH—L,—}—x)dr)(t)=K§1(/(‘)‘u,dr>(t), tel0,T], (4.1)

where K [;1 is defined by (2.18). We have the following lemma.
Lemma4.1. Assume H < 1/2 and (3.3) is in force with O < p < 1/2. Then the process v defined
by (4.1) enjoys the following properties:

(1) Plve L*(0,TD} = 1;
(2) v satisfies the Novikov condition:

Lo,
E{exp(E/ [vy] dt)} < 0. “4.2)
0

Furthermore, if L has only finitely many jumps, then the results hold under (3.3) for any p €
O, 1].

Proof. (1) In what follows, we denote C > 0 to be a generic constant depending only on the
coefficient b, the constants in Assumption 3.1, and the Hurst parameter H; and is allowed to
vary from line to line. Since H < 1/2, and (3.3) holds, some simple computation, together with
assumption (2.23), shows that

T T T
E/ |u,|2dt=IEf |b(r,Bﬁ—L,+x)yzds§CE/ (1+ B — L, +x|)*di
0 0 0
2 r 2 r
C[(1+|x|)T+E/ |BH| dt+]E/ |L|,2dt]
0 0

T2H+1 T
=C (1+|x|)2T+ +E/ IL)?dr | < 0.
2H +1 0 !

Therefore, fOT |u,|2ds < 00, P-a.s. Since H < 1/2, I[u]]l/z_H belongs to LZ([O, T1), P-a.s.
1,27 u)'/>~" € L9([0, T1), P-as., for some
[u]'/?>~H € L*([0, T]), P-a.s. Let N C Q be

the exceptional P- null set. Then for any w ¢ N, we can apply Theorem 2.1(iii)(a) to find
h® e L%([0, T) such that

as well. Thus, applying [20], Theorem 5.3,

g = % + > 2. In particular, Il/2

(1) [ g2 " (w)](t) = 1/241[11/2 Hy h)(o), w¢N.
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Now recall from (2.18) we see that this implies that for each w ¢ N, it holds that

K (/(; ur(w) dr) = I(}f_Hh‘”.

Thus, applying [20], Theorem 5.3, again we have K;,l (fd u,(-)dr) € L1([0, T]), P-a.s., for some
q= % = % > 2. In particular, (1) holds.
(2) Using the Assumption 3.3 again we have, P-almost surely,

— 1/2—H —
sl = [s" 7212 1 2 ()|

— csH-172

S
/ (s — r)_l/z_Hrl/z_Hb(r, BrH - L, +x) dr
0
<cT V2 (14 x)P + | BY| 2 +1LI7).

A .
where || BH || o = SUPg<s<T |BSH |. Note that L and B¥ are independent we have

o )

(4.3)
< TR exp(CT 2 | B ) il )
Note that 2p < 1 by (3.3) in Assumption 3.1, we have
E{eCT272H|L|§fJ} SIE{eCTziZH(lLlT‘l'l)} < 00, (44)

thanks to (2.23). Note that p < 1/2 also guarantees that E{exp(CT2>~2# || BH||28)} < oo for all
T >0 with X =C([0,T]), X = BY, and g() =1 - lloo in (2.27). This, together with (4.3) and
(4.4), proves (4.2).

Finally, note that if L has only finitely many jumps, then AL, = 0 for all but finitely many
t € [0, T]. Thus (4.4) holds for all p € (0, 1]. This proof is now complete. O

Remark 4.1. We note that unlike the finite jump case (see also [16] for the continuous case)
where we only assume 0 < p < 1, in general it is necessary to assume p < 1/2 to guarantee

2
the finiteness of E{e'L‘Tp}. In fact, if p > 1/2, then even in the simplest standard Poisson case
L; = N; we have

0 n
2 2 A
Ee™N1) =Ze" —e *,
n!
n=0
2 n .
If we denote a, =¢€" pﬁ—!, then Ina, =n%* +nlni —Inn!. Since Inn! < nlnn, and

nlnn
im ————=
n—o0o n~P +nlni

s
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a simple calculation then shows that

lim Ina, = lim {n* +nlni —Inn!}

n—0o0o n—>0oo
Inn!
= li 2p InAfil — ———— ¢ = .
nglgo{n +nin }{ nzf’—l-nln)L} oo

That is, a, — 400, and consequently EeVr” = oo,

We can now construct a weak solution to (3.1), in the case H < 1/2, as follows. Define

t

~ A
B;":B{’—f
0

t
b(s,BY — L +x)ds =B/ +/ ugds,  te€[0,T]. 4.5)
0

Using the representation (2.20), we can write

t t t t
B,H=B,H+f usds=/ KH(r,s>dwx+/ u‘vds=/ Ky (t,s)dW,,
0 0 0 0

where

t . t
W,:W,+/ (K,;‘(/ usds>(r)> dr:W,—i—/ vy dr. (4.6)
0 0 0

By Lemma 4.1, the process v satisfies the Novikov condition (4.2). Thus, if we define a new
probability measure P on the canonical fractional Wiener—Poisson space (€2, F) by

dp r 1T
2 exp —/ vy dW, — —/ vidst, 4.7)
dpP 0 2 Jo

then, under P s W is an F-Brownian motion, and B! is an F-fractional Brownian motion with
Hurst parameter H (cf. Decreusefond and Ustunel [2]).

Furthermore, since BY and L are independent, we can easily check, by following the argu-
ments of Brownian case (cf., e.g., [21], Theorem 124, [11], Theorem II-6.3) that L, is still a
Poisson point process of class (QL) with same parameters, and is independent of B . We now
define X; =x + BtH — L, t €[0, T]. Then, it follows from (4.5) that

t
éﬁ:(x,—x+Lt)—f b(t,X,)ds,  te[0,T]. 4.8)
0

In other words, (L2, F, IF), F, X, EH, L) is a weak solution of (3.1). That is, we have proved the
following theorem.

Theorem 4.1. Assume H < 1/2 and that the assumptions of Lemma 4.1 are in force. Then for
any T > 0, the SDE (3.1) has at least one weak solution on [0, T].
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5. Existence of a weak solution (H > 1/2)

In this section, we study the existence of the weak solution in the case when H > 1/2. We note
that even though the coefficient b is Holder continuous in both variables by Assumption 3.1(ii)
(3.4), the coefficient b of the reduced SDE (3.5) will have discontinuity on the variable ¢, thus
the Assumption 3.1(ii) is no longer valid for b, and therefore the results of [16] cannot be applied
directly. We shall, however, using the same scheme as in the last section to prove the existence
of the weak solution, although the arguments is much more involved.

We begin with some preparations. Let (2, F, P, ) be the canonical fractional Wiener—Poisson
space, and let (BH , L) be the canonical process. For fixed x € R, consider again the process

ur(w) = —b(t, B (0) — Li(w) +x) = =b(t,0' (1) —? () +x),  (t,0) €[0,T] x R,

and define v, (0) = K ;' (fyur (@) dr) (@), (t,w) € [0, T] x , where K};' is given by (2.18) in
the case H > 1/2. As in the previous section, we shall again argue that Lemma 4.1 holds. The
main difference between our case and [16], however, is that the paths of u are discontinuous
despite the Assumption 3.1(ii), thus the fractional calculus will need to be modified.

We first note that, by the Fubini theorem,

Ploe (0.7} = [ ]P’BH{/OTIUS(wI,wz)Fds < oo}pL(dw2).

QZ
Thus to show P{v € L2([0, T1)} =1, it suffices to show that, for PL-ae., w? € Q2, it holds that

T
]P’BH{/ v (") [ ds < oo} =1,
0

113

where vf)z (wh) 2 vs (0!, w?) is the “w?-section” of v;. But in light of (2.18), we need first show

that, for PL-ae. ® € Q% u®” e 177/>V27 " (L1 (0, T1) N L' ([0, T]), PB" -ass., where
u? (@1) 2 up(01,0%) = = (1, B (1), (t,0') €10, T] x Q! 5.1)
and
b, ) 2 bty — 0O +x), 1,y €[0,T] xR, (5.2)

Since we are considering only the canonical process L(w) = L(w?) = ?, which is a Pois-
son process under PX and thus does not have fixed time jumps (i.e., PX{AL; # 0} =0, V¢ > 0).
We can, modulo a PL-null set, assume without of generality that w? is piecewise constant, and
jumps at 0 < o (@?) <--- < O’NT(wz)(a)z) < T, where N;(w?) denotes the number of jumps
of L(w?) up to time ¢ > 0. For notational convenience in what follows, we shall also denote
oo(w?) =0, ONy (0?)+ l(a)z) = T, although they do not represent jump times. Then by Assump-

tion 3.1(ii) we see that ¢ — pe’ (t, BtH ) is u-Holder continuous on every interval (o;, 0j41),
i=0,1,..., NT(a)Z), with u = H — % + & for some ¢ > 0. Thus, by virtue of Theorem 6.5
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in [20], u“)2 H 1/2(L2(<7,,a,+1)) P87 a. s., foralli =0,. NT(a)z). It then follows from

Theorem 13.11 of [20] that u® e IH 1/Z(Lz([O, T)), pB” -a.s. Therefore, there exists a P8

null set N C Q' so that for any ! ¢ N, we can apply Theorem 2.1(iii)(a) or Lemma 3.2 in [20]
to find a function h“’l""2 € L2([0, T1), such that:

[ ] (1 ") =12 Hu (o) = 1 P2 e ), e o, T,

H-1/2,12—H H-1/2

That is, u® E 1 (L1 ([0, TD), lP’BH-a.s. On the other hand, since u® e 1 (LZ[O,
T1]) implies u® ’ e L2([O, T1), thanks to Theorem 5.3 of [20], we conclude that (2.18) holds with
h() = fyurdr,PB" as. Thatis, v, = K (fyur dr)(0), t € [0, T], belongs to L2([0, T]), PB" -
a.s. Note that the argument is valid for PL-a.e. w? € Q%, we obtain that P{v € L%([0, T])} = 1.
We now prove an analogue of Lemma 4.1 for the case H > 1/2.

Lemma 5.1. Assume that H > 1/2, and that Assumption 3.1(ii) holds with 1 — 57 <a < 1 —
Then the conclusion of Lemma 4.1 remains valid.
Furthermore, if L has only finitely many jumps, then the constraint « < 1 — H can be removed.

Proof. We have already argued that the process v, = K;l (fd u,dr)(t),t €0, T], satisfies P{v €
L2([0, T])} = 1 in the beginning of this section. We shall show that the process v also satisfies
the Novikov condition (4.2), whence part (2) of Lemma 4.1.

To this end, first note that on the canonical space Q2 = D([0, T]), and under the probability PL,
the canonical process L(w) = w? is a Poisson point process of class (QL). Now, for fixed T > 0,
denote Qz {w?: Nr(w?) =n} forn=0,1,...; and for »*> € Q2, again denote 0 < o (w?) <

- <oy (a)z) < T be the jump times of L(w?), and og(w?) =0, On+1 (0?)=T. Finally, denote
Sk(a)z) 2 Zle ALy, (a)z), k=1,2,...,and So(a)z) = 0. In what follows, we often suppress the
variable w? when the context is clear.

Now recall from (2.18) that, for H > 1/2,

vf’zzK;Il(/O u;uzdr)(;)zt”‘/ZD(ﬁ‘W[[uwz]]‘/z”(t), te[0,7].  (53)

We shall calculate DH 1/2[[ wz]]l/z_H for w? € Q,%, for eachn =0,1,2,.... To see this, fix
neN,and let w? € Q% For notational simplicity, in what follows we denote

W M) = —b(t, B (0') = Si_i(0?) +x), (b)) el0,TI1x QL k>1, (5.4)
so that ut = Zl'% o, kl[ak L@).0 () @)y 1 €10, T], P!-a:s. Then, for ¢ € [0, o1(0?)), by

definition (2.7) and (2.8) with p =2 we have

H l/2|[ ]Il/2 H
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1 [[uwz‘l]]l/27H(t)

= 5.5
ra/2—H) tH-1/2 (5-5)
H— 1/2 [[ua) 1]]1/2 H(l) [[uw 1]]1/2 H(V)
I'G/2—H) (t —r)H+1/2
A
=d().
Similarly, for ak_l(a)z) <t< ak(a)z) with 1 <k <n+1, we have
H 1/2[[ ]]1/2 H
_ 1 [[uw ]]1/2_H([)
T I'(3/2—-H) H-12
H=1/2 [ 1270 -] o)
dr
I'G/2—H) Jy (t —r)a+1/2 (5.6)
1 [[uwz,k]]I/Z—H(t) ’
 T'(3/2—H) tH=1/2
N H—1/2 k—1 /“71' [[uwz,k]]I/ZfH(t) Tu ? l]]1/2 H(V)
F(3/2_H) i=1 gi—1 ( r)H+]/2
H—1/2 /t [[sz,k]ll/Z—H(t) I[uw k]]l/Z H(r) CD ®.
TG/2—H) Jo_, (t — 12 g
Consequently, we obtain the following formula:
n+1
DT L P 0 =Y @k iy @, 1€10.T).Plas. (5.7)
k=1

That is,

n+1
2

_ H—-1/2 2q1/2—H _
v =12 DI P L ) P ) = 2N 001, o) <tzo @i @): (58)
i=l1

where ®;’s are defined by (5.5) and (5.6). We now estimate each term in (5.8). Note that for
t € [ox—1, o) we have
H— 1/2 k—1 /Gi I[uw2,k]]l/2—H(t)

TG/2-H) (—nmrn &

Oi—1

i=1

= ! ! _ W kL2 H
- a/2 - H){(I—O'k_l)H_l/2 tH—1/2}|]:u ]] )-
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It then follows from (5.6) that, for ¢ € [o}—_1, 0%),

2
_ _ 1 [uw ’k]]1/27H(t)
H—-1/2 _ H-1)2
: Pelt) =1 {F(3/2—H) (H=1/2
H_il/zk—l o [[uwz,k]]l/ZfH(t) [u w? 1]]1/2 H(r)
rG3/2—H) = Jo_, (= AT

H-1/2 /t [ V2= H (1) — [ue™ k)12~ H(r)
r3/2—H)J, (= r)HH1]2

k—1

tHfl/Z[[uwz,k]ll/ZfH(t)

—CH _CcHH-12 /
1 (t —op_)H-12 2 Z .

k—1 . 2 . B
+CH[H_1/ZZ % u® ,z]]1/2 H(t) [uw 1]]1/2 H(r)
2 o (t —r)A+1/2

o [[uw l]]1/2 H([)

) HHI2 dr

i—1

i=1v%-1
2 2
t I[uw ,k]]l/Z—H(t) _ I[ua) ,k]]l/Z—H(r)

L 4k k
(t_r)H_,’_l/z dr—A (t)+B (t)v

|

Ok—1

HA 1 HA H-1)2 H
where C{ _W,CZ = TG=H )_(H—1/2)C , and

H—1/2f, 0% k71/2—H k—1 u@il/2—H
ko D ~HT [®"1 (n cliH-172 1 ()
AN = O — Z | (t—r)H+1/2 dr, (5.9
i=1"Y0i—
o w2, 1/2—H 2, 1/2—H
k H H-1/2 (w1 (t) (w1 (”)
B2 cf z [m .
(5.10)

tue ,k]]l/Z—H(t) [u 2k]]1/2 H(r)
(t — r)H+l/2

ceprn [

Ok—1

It is readily seen that (suppressing o = (', @?)’s)

-1
k _ H H . 1 1
A 0| = |cf' Y b(r. B — iy +x)[(t o B2 _O-i)H—1/2i|

i=1

b(t, B! — Si_1 +x)
CH
e (t —op_1)H-1/2

k—1
1 1
et St 8 s - ) e - ]
i=1
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LcH (b(t, B — Sx_1 +x) —b(t, B +x)
1 (t—Uk_1)H71/2

k=1
1 1
ciy b(t, B B
+ 12( z+x)|:(t_o,i_l)H—l/2 (t—oi)H—1/2:|
(5.11)
n b, B +x)

bt — o172

+C

<cf 1nslflsxk|b(” Bf! — Si_1+x) = b(r. B! +x)]
k—1 1 1 i| 1

% _
;[(t —op)H=12 (¢t — oy )H-1/2 * (t — o) H=1/2

+ I 2 b (e, BE +x)|
< Ct— o) 7HILIG 4+ 2 H (160, )| + 17 + | BH L),

where C is a generic constant depending on H, «, and K, thanks to Assumption 3.1. On the
other hand, we write BX(1) = —C (B} (t) + B5 (1)), where

. . 1/2k—1 Y oi 41/2=H _ ,1/2-H
Bf(t) =1 Z[b(t,B, — H+x)/(r TS
i=1

i—1

+/“f b(t, B = Si1 ) = b, B = Si1+%) 15y dr]
0;

. (t — r)l/2+H

H-1/2 H e e
(e B = S x) | e

Ok—1

+tH1/2/’ b(t, BH — Si_y +x) —lbz(r, BH — 5, +0) ipn o
Ok—1 (t —I") / +H

and

% b(r,BY —Si_1+x)—b(r,BY —S;_; ) 2-n g,
(t — )2t H

k—1
By (1) =¢""12%"
i=1

4 H12 /t b(r, B! — S;_1 +x) —1172(77 B — S ) p2-n g,
Ok—1 (t —}’) / +H

Oi—1
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H=1/2
o

Then, it is easy to see that, for each fixed 0 <& < H — (recall Assumption 3.1(ii)), and

BBl
denoting G2 SUP)<f <y <T W, we have

H—-1/2 | 1/2—H
|B2(t)|<t / Z/ — r)1/2+Hr/ dr
Oj—1

1 B _ B |ot
H-1)2 |B; r 1/2—H
+1t /Ukl —(t—r)1/2+Hr dr (5.12)

t |BH _ BH|O(
:tH—l/Z/ (tl )1/2r+Hrl/2fH dr < Ct\/2—H+a(H—¢) o
0 —r

Furthermore, by the same argument as in (5.11) we also have

|Bf(1)| = t"~1/? max |b( B — Si_i +x)|

1<i<k
k=l o L1/2-H _ 1/2-H t p1/2=H _41/2-H
X [; /ﬂil (¢ _r)1/2+H dr+/ﬂk1 (t _r)1/2+H dr:|
+KtH—1/2|:]§ /Gi = A1/2-H dr+/[ [t —r]” A/2-H dri|
o, ([_r)1/2+H _ (t _r)1/2+H

1/2=H _ ;1/2-H

_ “r
<[|p©. )|+ K (21" +|B|* + L))" ‘/2/0 oy 61

! —rl
H=1/2 i 1/2—H
+Kt A (t—r)1/2+Hr dr
< PO+ W1+ BI " Ly ] H 1 re1H)
SCtl/z—H[|b(0,x)|+|t|V+”BH“ZOjL'L'OTZ]'

Combining (5.12) and (5.13), we have for any ¢ € [0, T],
|BE0)| < ' H7 b0, )| + 17 + | B |+ |LIG + *H 9G] (5.14)

Now, combining (5.11) and (5.14), and denoting E,[-] = E[-|N7 = n], we have

1 T
]E{exp{i/. vz(t)dt”
0

o n
= Z E, {exp{
n=0

Ok
/ 102 (1) dr (5.15)
Ok—1

N | —

k=1
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1 T
+ 5/ tZH—lcb,%H(t)dt} }P(NT =n)
On

0 n+l .5
:Z]En{exp{CZf ' (1A% ()| + |Bk(t)|)2dt}}P(NT =n).
n=0 k=1

Ok—1
By (5.11) and (5.14) and using the fact
+1 _2-2H +1 2—2H
2ic % =< (ZLI x,-) , x; >0,

n+1 n+1

we have
n+1

> [" (o« po) e
k=1

Ok—1

n+l .o

scy [ -0 LR
k=1"* -1
T
+ c/ 1721 (620, )| + 1112 + | BT |2 4 22 G2 s
0
n+1 (516)
<CY (ox =o)L
k=1
T
+ c/ 172 (020, 3)| + 1012 + || BH |2+ 2= G2 de
0
<Co+ DL 4 1+ | BT 2 + 6*].
Putting (5.16) into (5.15), we obtain
E{el/zfoT vz(t)dt}
(5.17)

<Efexp{C[1+|B" | + G} Efexp{cVr + 17 1L ).

By the same argument as Lemma 4.1, it is easy to prove that E{eC“BH \|§g+62“} < 00.
2H— 2a . . ..
We need to show that E{e€N7+D TLIE } < oco. Note that « < 1 — H in Assumption 3.1(ii)

implies that 2H — 1 + 2« < 1, and recall L from (2.23), we have

Nr 2H—1+20
Eexp{C(N7 + D**7"L|3*} < ]Eexp{C(Z(lALgil V1) + 1) }
i=1

(5.18)

Nt
< ]Eexp{C(Z |AI:,,,.| + 1)} < Q.
i=1
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T
Therefore, we can show that ]E{el/zfo ”2(’)d’} < 00.
Finally, note that if L has only finitely many jumps, then |A L, | = O for all but finitely many
i’s. Thus, (5.18) always holds for any « > 0. The proof is complete. (]

Remark 5.1. We observe that 1 — ﬁ <o <1— H implies H < 4 This is again due to the
presence of possible infinite number of jumps. We note that a similar constraint H < M was
also placed in [15], where only finitely many jumps were considered. But in that case We need
only 1 — 1 < a < 1, thus our result is still much stronger than that of [15].

We have the following analogues of Theorem 4.1.

Theorem 5.1. Assume H > 1/2 and that the assumptions in Lemma 5.1 are in force. Then the
SDE (3.1) has at least one weak solution on [0, T].

6. Uniqueness in law and pathwise uniqueness
In this section, we study the uniqueness of the weak solution. We shall first show that the weak
solutions to (3.1) are unique in law. The argument is very similar to that of [16], we describe it
briefly.

Let (X, B, L) be a weak solutions of (3.1), defined on some probability space (2, F, P; F),
with the existence interval [0, T']. Let W be the F-Brownian motion such that

B,H=/OZ Ky(t,s)dW,,  t€[0,T]. (6.1)

Define
v =Ky (/0 b(r, Xr)dr) (1), 1el0,T], (6.2)
and let us assume that v satisfies the assumption (1) and (2) in Lemma 4.1. Then applying the

Girsanov theorem we see that the process W, W, + fo vgds, t € [0, T], is an F-Brownian
motion under the new probability measure P, defined by

—d~—€ ( )—A —/T d —1/T| | di (6.3)
=&r(X) =ex W — = . .
P oo exp A v dW; — 2 A vy

Thus B} = Jo K (t,5)dWy, t € [0, T1, is an fBM under P, and it holds that
t t - -
X, + L, —x=/ b(s,XS)ds—i—B,I":f Ky(t,s)dWy=BH,  tel0,T].
0 0

Since under the Girsanov transformation the process L remains a Poisson point process with the
same parameters, and is automatically independent of the Brownian motion W under P (cf. [11],
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Theorem II-6.3), we can then write X as the independent sum of B and —L:
X,=x+BI-L,, tel0,T]

Since the argument above can be applied to any weak solution, we have essentially proved the
following weak uniqueness result.

Theorem 6.1. Suppose that the assumptions of Lemma 4.1 (resp. Lemma 5.1) for H < 1/2 (resp.
H > 1/2) are in force. Then two weak solutions of SDE (3.1) must have the same law, over their
common existence interval [0, T].

Proof. We need only to show that the adapted process v defined by (6.2) satisfies (1) and (2)
in Lemma 4.1. In what follows we let C > 0 denote a generic constant depending only on the

constants H, K, o, y in Assumption 3.1 and T > 0, and is allowed to vary from line to line. In
the case H < %, denoting u = b(-, X.), for any ¢ € [0, T'] we have

t t t
E/ |u,|2dr:Ef |b(r,Xr)|2dr§CIE/ (1+1X,1%)dr
0 0 0

t r
§CE/ [1+|x|2+'/ b(s, X,)ds
0 0
t r ) 5 l2H+1 T 5
EC{]E/O r/o lug|”ds dr + (1 + |x] )t+2H+1+E/0 |L|Tdr}

t r
SCL{(1+|x|2)+/ ]E/ |us|2dsdr},
0 0

where Cy, > 0 depends on C and L, thanks to (2.23). Thus by Growall’s inequality, we obtain

2
+|BH) + |L,|2} dr

T T
E/ |u3|2dS=]E/ ‘b(sts)‘zdsSCL(1+|x|2)eCLT<oo.
0 0

Then, by the same argument as Lemma 4.1, we can check that v = K ,;1 ( fo u, dr) satisfies (1) of
Lemma 4.1. Furthermore, similarly to the proof Lemma 4.1 we can obtain that

logl < CLTV2H (14 1X115%),

where || X || oo 2 supg<s<7 | Xs|. Applying Grownall’s inequality again it is easy to show that
IXlloo < (Ix] + [ BT || + CLT + |LIr)eT, (6.4)

which then leads to (2) of Lemma 4.1.
We now assume H > % Following the same argument of Lemma 5.1, it suffices to show

that between two jump times of L, the process u = b(-, X.) € I,gjllf(Lz([ak_l, 0x))), P-almost
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surely. But note that between two jumps we have, by Assumption 3.1,

|b(t7Xt) _b(S,Xs)i
<c{lt—sl” +1X; — X,1*}

§C{|t—s|”+

t
/ b(u, X,)du

o
#1877}

§C{|t—s|y+

t
/ (|60, )| + lul” + X, — x|*) du

o
+ 18!~ 5!}
<C{lt =s” + (|pO, )|+ T + X% + x|*)|t — s|* + | B} — B|*}.

Since y > H — % ando > 1 — ﬁ > H — %, we see that between jumps the paths t — b(t, X;)
are Holder continuous of order H — % + ¢ for some ¢ > 0. By the same argument as in Section 4,
it can be checked that P{v € L2([0, T])} = 1. Using the estimates

b, X»)| < C(|bO,x)| + 17 +1X, —x|%)

and | X |loo < C(1 + |x| + |B¥ oo + |L|7), we deduce that, forany 0<r <t <T,

t
/ |us| ds
-

In particular, we have

t
‘/ || ds
0

o

< C(|0, )| + 17 + x| + IXI1%)" ¢t — ). (6.5)

o

< C(|b0,x)| + 17 + |x|* + [ X[1%)“t*

<C(1+[bO.x)|+ 1t +1xI* + (Ix| + | B | + ILI7))* T (6.6)
< C[1+ b, x)|" + 1% + x|+ | BT|2 +ILI%].

Furthermore, one can also check that, by applying (6.5) and (6.6), respectively,

|A¥@®)| < Cf max
1<i<

t t
) b(t,BtH +[ ugds — S;_1 +x> —b(t,B,H—}—/ usds+x)‘
0 0
k—1
1 1 1
* Z[(f —o)H-12 _Gil)Hl/2i| * (t —ox—)H=1/2

i=1
t
b(t,BtH—i—/ uSds—i—x)
0

< C{(t — o )FHILS (6.7)

Tt
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)l

+ o B 4 2 4 1l + (6O, 0 + 1) +1LIF])

<C{t =o' P HLIG + o P BH | 4 P (1 x|+ [0, 0)| + 1217) )

t
+t1/2—H(|b<0,x)|+|r|V+IIB”||ZO+‘/ s ds
0

<c{@t—on"*HILIF

and

|Bllc(t)| < max 1/2-H | gyv+1/2-H
<i

t
b(t,BtH-i-/ uxds—Si1+x) t
<i<k 0

t
< Ct1/2H{|b(0,x)| e+ | B + L1 + V ug ds
0

} (6.8)

< Ct'2HL 4 x| 4 6O, x)| + ILI§ + | BH |2 + 1117},

H H |«
k H-1/2 |} us dS‘HB =B 1w
|By(0)| <1 / —12+H r dr

< H-172 ! |fr us ds| PU2=H g 4 (H=1/2 tlBtH_BrHlarl/Z—Hdr
— 0 (t—r)1/2+H 0 (t—r)1/2+H

< tM712C (14 |b(0, )| + x| + IX %) (6.9)

t— )ot 1/2—H
/ t )1/2+H dr+Ct1/27H+0((H7é‘)GD(
—r

<1214 b0, 0)| + xI? + | BT |5, + ILIF) + Ci! /2 HHet=a o
<tHPHC 4 x|+ [bO, 0| + | BT [, + LI} + i 2o HAFetH = Ge

We can follow the same arguments of Lemma 5.1 to show that v also satisfies the Novikov
condition (4.2), proving the theorem. ]

Next, we show that the pathwise uniqueness holds for solutions to (3.1). The proof is more or
less standard, see [18] or [21], we provide a sketch for completeness.

Theorem 6.2. Suppose that Assumption 3.1 holds. Then two weak solutions of SDE (3.1) defined
on the same filtered probability space with the same driving fBM B" and Poisson point process
L must coincide almost surely on their common existence interval.

Proof. Let X! and X? be two weak solutions defined on the same filtered probability space with

the same driving BH and L. Define YT = X'vXx2 andyY™ = X! A X2. One shows that both
Y+ and Y~ both satisfy (3.1). In fact, note that X' — X? involves only Lebesgue integral, the
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occupation density formula yields that the local time of X! — X2 at 0 is identically zero. Thus,
by Tanaka’s formula,

(¢! = X3 = [[ (600 1) = bls. X))tz
Then, note that Y+ = X? 4+ (X! — X?)*, we have
Yr=x+ /Ot b(s.X7)ds+ B — L, + /Ot(b(s, X{) = b(s, X3)) 1x1 _x2-0y ds
=x+ /Ot b(s, X;) Ix1_x2-0y ds + /Ot b(s, X3)Ix1_x2<0yds + B! — L,
:x+/0tb(s, Y;)ds+B7 - L,.

Similarly one shows that Y, satisfies SDE (3.1) as well. We claim that

IP’{ sup (Y7 —¥,") :o} —1. (6.10)

0<t<T

Indeed, if ]P’{supofth(Y,+ —Y,7) > 0} > 0, then there exists a rational number r and ¢ > 0 such
that P(Y;” > r > ¥;7) > 0. Since {¥," > r} = (¥, > r}U{¥," > r > Y7}, we have

P(Y[" > r) = P(Yt_ > r) ~|—IP’(Yt+ >r > Yt_) > P(Yt_ > r).

This contradicts with the fact that ¥, and ¥,” have the same law, thanks to Theorem 6.1. Thus,
(6.10) holds, and consequently, X l=x2 Pas., proving the theorem. O

7. Existence of strong solutions

Having proved the existence of the weak solution and pathwise uniqueness, it is rather tempting
to invoke the well-known Yamada—Watanabe Theorem to conclude the existence of the strong
solution. However, there seem to be some fundamental difficulties in the proof of such a result,
mainly because of the lack of the independent increment property for an fBM, which is crucial
in the proof. It is also well known that, unlike an ODE, in the case of stochastic differential equa-
tions, the existence of the strong solution could be argued with assumptions on the coefficients
being much weaker than Lipschitz, due to the presence of the “noise”. We note that the argument
in this section is quite similar to [8] and [16], with some necessary adjustments for the presence
of the jumps.

We begin by observing that the SDE (3.1) can be solved pathwisely, as an ODE, when the
coefficient b is regular enough (e.g., continuous in (¢, x), and uniformly Lipschitz in x). Second,
we claim that, under Assumption 3.1 it suffices to prove the existence of the strong solution when
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the coefficient b is uniformly bounded. Indeed, if we consider the following family of SDEs:
t
Xt=x+/ br(s, X;)ds + B! — L, te[0,T],R >0, (7.1)
0

where bg is the truncated version of b: br(t,x) = b(t,(x AR) vV (—R)), (t,x) € [0,T] x R,
then for each R, bp is bounded, hence (7.1) has a strong solution, denoted by X R defined on
[0, T'], and we can now assume that they all live on a common probability space. Now note that
for Ry < Ry, one has bg, = bg, whenever |x| < R, thus by the pathwise uniqueness, it is easy

A
to see that X,Rl = tRz, for t € [0, g, ], P-a.s., where 7g = inf{r > 0: |XtR| > R} A T. Therefore,

we can almost surely extend the solution to [0, T), where t = limg_, o Tr. Furthermore, it was
shown (see, e.g., (6.4)) that X will never explode on [0, t). Consequently, we must have 7 =T,
P-a.s.

We now give our main result of this section.

Theorem 7.1. Assume that b(t, x) satisfies Assumption 3.1. Then there exists a unique strong
solution SDE (3.1).

The proof of Theorem 7.1 follows an argument by Gyongy and Pardoux [8], using the so-
called Krylov estimate (cf. [12]). We note that by the argument preceding the theorem we need
only consider the case when the coefficient b is bounded. The following lemma is thus crucial.
Lemma 7.1. Suppose that the coefficient b satisfies Assumption 3.1 and is uniformly bounded by

a constant C > 0. Suppose also that X is a strong solution to SDE (3.1). Then, there exist § > 1
and ¢ > 1+ H such that for any measurable nonnegative function g :[0, T] x R+ R, it holds

that
T T 1/B¢
E/ g(r,X,)dth(/ /gﬁf(z,x)dxdt> , (7.2)
0 0 R

where M is a constant defined by

ME JUCBEla (7.3)
in which
T 1/2 1/2-¢' )2 1+(1—=¢'YH
A= A (27) T
F2 {Eexp{2a2/ vfdr}} , J= : — (7.4)
0 V(1 4+ —¢)H)
LU R RIS I
anda—l—ﬁ—l,;—i—{,_l

Proof. Let (Q, F,P;F) be a filtered probability space on which are defined a fBM B! a Pois-
son point process L of class (QL) and independent of B, and X is the strong solution to the
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corresponding SDE (3.1). Let W be an F-Brownian motion such that B = fo Kpy(t,s)dWs.
Recall from (6.2) the process v = K, ( fo b(r, X,)dr), and define a new measure P by

dP r 1 (7 Ay
ﬁzexp{—/o Utth_E./O vfdr}:ZT. (1.5)

Then, in hght of Lemmas 4.1 and 5.1, we know that P is a probability measure under which
W, W, + fo v, dr is a Brownian motion, BH fo Kpg(t,s) dW is a fBM, and L remains a
Poisson point process with same parameters and is independent of B Hence, under P, X, =
x + B! — L, has the density function:

1 _ N2 /9,2H
pi(y) = fR Tt oz, (7.6)

where f7 (, -) is the density function of L;.
Now, applying Holder’s inequality we have

T T Vel (T 1/8
]E/ g(t, Xp)dr = {ZT/ g(t, X,)dt} {E[Z4]} /"‘{E/ gﬂ(t,Xt)dt} , (17
0 0 0

where 1/a 4+ 1/ = 1. Rewriting v, as v, = K;l(fdb(r, B,H — L, +x)dr)(¢), we can follow

~ T
the same argument as the proof of Lemmas 4.1 and 5.1 to get, Fe2e Jo vidt ~ o, Therefore,
exp{2« fot vy AWy — 202 fot vs2 ds} is a P-martingale, and consequently, applying Holder’s inequal-
ity we obtain

T T
E[Z}] =Eexp a/ v dW; —i—%/ v,zdt}
0 0
. T .o [T
=[Eexp a/ vtth——/ vtzdt}
2
0 0
. T . T o T
=Eexp a/ vy AW, —ozz/ vfdt—i— (cxz— —)/ vtzdt} (7.8)
0 0 2)Jo
. T . T 1/2 T 172
< <Eexp{2a/ vtdWl—Zozz/ vfdt}) (Eexp{(2a —a)f v}dz}>
0 0 0
5 T 1/2
< <Eexp{2a2/ vfdt}) < 00.
0

On the other hand, applying Holder’s inequality with 1/¢ + 1/¢' =1, ¢ > H + 1 yields

T T
E f P, X dt = / f P, y)pi(y)dydr
0 0 R

, (1.9)
< e ||L§([0,T]><R)”p'(')“LC'([O,T]xR)'
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Now, by the generalized Minkowski inequality (cf., e.g., [20], (1.33)), we have

/ p §/
A.Q[p’()’)]y dy:/ﬂg{/ﬂ{{ﬁe(yﬂx)zmz fL(l,z)dz} dy
¢y N
< {/ [/ <ﬁe_(y+z—x)2/2t2HfL(t,Z)) dy] dz} (7.10)
RL/R T
= —(}'+Z—x)2/2[211 ¢ /¢! ¢
fL(t 2) th dy dzp .

The direct calculation gives

1 2 2H C/ ’ - /
—(y+z—x)2/2t _ 1/2=¢"/2(+1\~1/2 . (1-¢"H
f e dy =(2n) ({ ) t .
R(VZMH >

Plugging this into (7.10), we obtain

;-/
/ e —1/2 et
/[pt<y>]§ dy = @m)!/2=52(g) 71240 “H(/ fL(r,z>dz)
R R
_ (zn)1/2—§//2(C/)—1/2t(1—a’)H_
Since ¢ > H + 1, this leads to that

1
”P()HU(OT]xR) J /§ (7.11)
where J is defined by (7.4). Finally, noting that lg? ||L§([0 TIxR) = llgll ez [0, 71xR)» the estimate
(7.2) then follows from (7.7), (7.8), (7.9), and (7.11). O

Proof of Theorem 7.1. Since the proof is more or less standard, we only give a sketch for the
completeness. We refer to [12], [8] and/or [16] for more details.

We need only prove the existence. We assume that the coefficient b is bounded (by C > 0) and
satisfies Assumption 3.1. Let {,, (-, -)}7° | be a sequence of the mollifiers of b, so that all b,,’s are
smooth, have the same bound C, and satisfy Assumption 3.1 with the same parameters.

Next, for n < k we define l;,,,k S /\];:n bj and 5,, 2 /\ —n bj. Then clearly, each b,,  1s con-
tinuous, and uniformly Lipschitz in x, uniformly with respect to t. Furthermore, it holds that

l;n’k¢l;,,, as k — oo, 5,,Tb, asn — 00,

for almost all x. Now for fixed n, k, consider SDE

t
X,:x+/ bu (s, Xs)ds +BF — L, 1> 0. (7.12)
0
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As a pathwise ODE, (7.12) has a unique strong solution X" and comparison theorem holds, that
is, {X"*} decrease with k. Furthermore, since bn k'S are umformly bounded by C, the solutlons

X"* are pathwisely uniformly bounded, uniformly in n and k. Thus X 7 2 limy_ o0 X ‘ K exists,
forall ¢t € [OL T1], P-a.s. Since b,’s are still Lipschitz, the standard stability result of ODE then
implies that X" solves

t
X,:x+/ bu(s, Xs)ds + B — L,, 1[0, T).
0

Furthermore, the Dominated Convergence theorem leads to that the estimate (7.2) holds for all
X"’s, for any bounded measurable function g.

Next, since Xk < X™k forn <m <k, we see that Xn increases as n increases, thus X"
converges, P-almost surely, to some process X. The main task remaining is to show that X
solves SDE (3.1), as b is no longer Lipschitz. In other words, we shall prove that

T
lim IE/ |Ba (2, X) — b(t, X;)| dt =0. (7.13)
0

n—oo

To see this, we first note that
T ~
E/ |bn (2, X}') — b(t, X)|ds < I} + 1Y, (7.14)
0
where

T
]i’ 2 supE/ ’bk(t,X;') —bk(T,Xt)|dt’
k 0
(7.15)
A r ~
I =IE/ |bu (1, X;) = b(t, X;)| dr.
0

Let « : R — R be a smooth truncation function satisfying 0 < x(z) < 1 for every z, x(z) = 0 for
|z] = 1 and x(0) = 1. Then by Bounded Convergence theorem one has

T
lim E/ (1— (X, /R))dt =0. (7.16)

R— o0

Now for any R > 0, we apply Lemma 7.1 with ¢ = 2 and note that both b, and b are bounded
by C to get

T
I =E/ Kk (X1/R)|b(t, X;) — b(t, X)|dt
0

T
+]E/ (1 — k(X /R))|bu(t, X;) — b(t, X,)| dt (7.17)
0

T rR _ ) 1/2 T
§M</ / |b(t,x) = b(t, x)| dxdt) +2CIE/ (1—k(X;/R))dt
0 J-R 0
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First letting n — oo and then letting R — oo, we get lim, . I =0.

To show that lim,—, o 1 1” = 0, we first note that by (7.16), for any ¢ > 0, there exists Ry > 0
such that

T
E/ |1 —k(X;:/Ro)|dr <e&. (7.18)
0

Second, since {b,} converge to b almost everywhere, the Bounded Convergence theorem then

shows that I;n converges to b in L2 2 L2([0, T] x [— Ry, Rol), hence {bn, b}yn>1 is a compact

T,Ry —
set in LZT’ Ro- Thus, we can find finitely many bounded smooth function Hji, ..., Hy such that for
each k, there is a H;, so that
T Ry _ ) 1/2
(/ / |bic(t, x) — Hiy (1, %) drdt) <e. (7.19)
0 —Ry

Now, we write
T ~ ~
I :sup]E/ |bi (2, X}') — bi(t, X;)| dt <supIi(n, k) + L (n) + sup I3(k),
k 0 k k

where

T ~
Ii(n, k) :E/ |bic(t, X}') — Hiy (¢, X7')| dr;

0

N T
L(n) = ZE/O |Hj(t, X)) — Hj(t, X)| dt;
j=1

T
13(k)=IE/O |bi(t, X¢) — H (1, X)) dt.

It is obvious that lim,,—, o, I2(n) = 0. Furthermore, since the estimate (7.2) holds with 8¢ =2
for all X™’s, similar to (7.17) we have

T Ry _ ) 1/2 T
I (n, k) SM(/ f |br (1, x) — H;, (1, x)| dxdt> +C1E/ (1—K(Xt<n>/R0))dz,
0 J—Rg 0

where C; is a constant depending on C and max;<;<y || H;||co. Hence, by (7.18), (7.19), and the
Dominated Convergence theorem again we have

T
lim sup I (n, k) < Ma—i—ClIE/ (l —K(Xt/Ro))dl <M+ Cye.
n—oo ]( 0

Similarly, we have sup, I3(k) < (M + Cy)e. Letting ¢ — 0 we obtain lim;_, If’ = 0. The proof
is now complete. ]
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