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Abstract

The goal of this paper is to derive a formula for the finite dimensional joint characteristic
function (the Fourier transform of the finite dimensional distribution) of the coupled process
{(Wi, L) : t € [0,00)}, where {W; : t € [0,00)} is a d-dimensional Brownian motion and
{L{ :t €]0,00)} is the generalized d-dimensional Lévy’s stochastic area process associated to
a d x d matrix A. Here A need not be skew-symmetric, and in our computation we allow A to
vary. The problem finally reduces to the solution of a recursive system of symmetric matrix
Riccati equations and a system of independent first order linear matrix ODEs. As an example,
the two dimensional Lévy’s stochastic area process is studied in detail.

1 Introduction

The Lévy’s stochastic area process {L; : t € [0,400)} associated with a two dimensional Brownian
motion {(Wt(l), Wt(Q)) :t € ]0,4+00)} was introduced by P. Lévy in [10] defined as

t
L= /0 WOaw® — w@aw D), ¢ > 0.
The geometric meaning of the process L; is the algebraic area enclosed by the two dimensional
Brownian path up to time ¢ and the segment of the origin O and the point (Wt(l), Wt(Q)). By
using stochastic Fourier expansion of Brownian motions, Lévy derived the conditional characteristic
function of L; with respect to W; as

= osimh(tA/2) P | 2 2 2 )|
It follows that the characteristic function of L; is given by

1
cosh(\t/2)

E[exp(i)\Lt) |Wt = iL‘]

Elexp(iALy)] =

and the joint characteristic function of the coupled process {(Wy, Ly) : t > 0} can be computed
explicitly.
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To compute the finite dimensional joint characteristic function of the coupled process is harder
than the one-dimensional marginal one, since it involves complicated correlations among different
time spots; although the process is Markovian, it is still nontrivial to derive the transition density
explicitly.

In T. Hida’s paper [5], he considered the problem from a different and a more general perspec-
tive, under the framework of Wiener-It6’s chaos decomposition. He studied the law of quadratic
functionals of Brownian motion on the canonical Wiener space W, which are elements in the sec-
ond order chaos component. The classical Lévy’s stochastic area process is a special case in his
general setting. The main idea of his approach is to use the celebrated Wiener-1t6’s chaos de-
composition theorem to construct a one-to-one correspondance between such quadratic functionals
and symmetric Hilbert-Schmidt operators on the Cameron-Martin subspace H of W. By a formal
computation, he found out that for any quadratic functional F' on W, if B is the corresponding
symmetric Hilbert-Schmidt operator on H, then the characteristic function (Fourier transform) of
F is given by

o

/W ei)\F(w)lu(dw) _ H(l o 2i)\)\n)_1/2€_i>\>\n,

n=1

where {),, : n > 1} is the family of eigenvalues of B with multiplicity. He also pointed out that the
right hand side of the above identity is equal to

(det o(1 — 2iAB))~1/2,

where dety denotes the regularized Fredholm determinant. By studying the special example of
Lévy’s stochastic area process and computing the eigenvalues of the corresponding operator, he
recovered Lévy’s formula.

After Hida’s important work, different methods of computing the regularized Fredholm deter-
minant in order to study the laws of a wider class of quadratic Wiener functionals were developed
by several Japanese mathematicians: N. Ikeda, S. Manabe, S. Kusuoka, K. Hara, etc.. The funda-
mental ideas in their works can be summerized as two approaches: to compute the spectrum of the
corresponding Hilbert-Schmidt operator directly, or to reduce the infinite dimensional case to the
finite dimensional one by posing additional assumptions on the operator. The first approach was
developed in Tkeda and Manabe’s paper [7], in which they computed the spectrum of a variety of
quadratic Wiener functionals in order to study the asymptotic behavior of stochastic oscillatory in-
tegrals on the Wiener space. The second approach was developed from different aspects based on a
fundamental decomposition assumption proposed by Ikeda, Kusuoka and Manabe. They restricted
themselves to the study of operators which could be divided into an operator of finite dimensional
range and an operator of Volterra’s type, in order to reduce the case to a finite dimensional one
in a certain sense. In Ikeda, Kusuoka and Manabe’s paper [6], based on such decomposition, the
computation of the regularized determinant is reduced to the computation of a finite dimensional
determinant, in which algebraic methods and differential equations methods can be applied. Later
in [§] they developed a general method to compute the law of the corresponding type of quadratic
Wiener functionls by using the Cameron-Martin transformation along critical paths. In the mean-
while, they put forward another idea for the computation by relating the problem to the Van
Vleck-Pauli formula in quantum mechanics and derived a formula for the law of a certain class of
quadratic Wiener functionals by using physical approach. In the paper [3] of Hara and Ikeda, they



further developed the ideas in [§] by relating the problem to the study of dynamics on Grassman-
nians. Due to the fact that the determinant is expressed by the solutions of the Jacobi equation
with Van Vleck-Pauli’s formula, they showed that the determinant could be computed in terms of
Pliichker coordinates of Grassmannian manifolds.

From the works on computing the regularized determinant, one can see that the computation is
very involved, even reduced to the finite dimensional case. In the series of works mentioned based
on Hida’s formula, they considered the marginal law of the two dimensional Lévy’s stochastic area
process and recovered Lévy’s formula.

It should be pointed out that after Lévy’s original work, several mathematicians proposed
different methods to compute the marginal characteristic function of the two dimensional Lévy’s
stochastic area process directly. In particular, B. Gaveau [2] studied the marginal distribution of
the process (inversion of the characteristic function). In the present paper, we are going to study
the finite dimensional joint characteristic funtion of the d-dimensional generalized Lévy’s stochastic
area processes from a different angle of view by computing the multi-dimensional Fourier transform
directly. Our work is based on the idea of K. Helmes and A. Schwane in their paper [4] for the
computation of the marginal characteristic function of the d-dimensional Brownian motion together
with the general d-dimensional Lévy’s stochastic area processes.

Let {W, :t € ]0,00)} be a d-dimensional Brownian motion, and let so(d) be the space of d x d
skew-symmetric matrices, where d > 2. Fix A € so(d), the process

t
LA ::/(AWs,dWs>, te[0,50),
0

is called the general d-dimensional Lévy’s stochastic area process associated to A. In Helmes
and Schwane’s paper [4], they derived a formula for the marginal characteristic funcion of the
coupled process {(W;, L{!) : t € [0,00)}, based on the Cameron-Martin-Girsanov’s transformation
theorem and It6’s formula. In our paper, we are going to further exploit this method to establish
the finite dimensional joint characteristic function (the Fourier transform of the finite dimensional
distribution) of the coupled process in a more general setting. We will see that it reduces to the
solution of a recursive system of symmetric matrix Riccati equations and a system of independent
first order linear matrix ODEs.

Since the computation is quite lengthy, we first present the main result in our paper and the
main idea for the proof. All details and technical steps are left to section 2. As an example, we
study the two dimensional Lévy’s stochastic area process in detail.

Assume that {W;, F; : t > 0} is a d-dimensional Brownian motion on some probability space
(Q, F,P). For any A being a real d X d matrix (not necessarily skew-symmetric), we define the
generalized Lévy’s stochastic area process {L{ : t > 0} associated to A as

t
LA ::/ (AW, dW,), t>0.
0

Fix 0=ty <ti1 <ty <---<t, <oo,n =1 Assume that Ay,---, A, are real d x d matrices. For
Vs Y € RY Ay, - A, € R, we are going to compute the following functional:
n n
. : Ay
f(/ylv e 7/7n;A17 o 7ATL) =K [exp (ZM/WW Wtk> + ZZAkLtkk>] :
k=1 k=1



where i = v/—1. Notice that the matrix can vary on different time spots.

Throughout this paper, 0 < t; < --- < t, < oo and Ay,---, A, € M%R) will be fixed. The
notation * will denote the transpose operator. We should point out that even for complex matrices,
* is simply the transpose without taking conjugate. For z = (z1,--- ,27) € C", we use (z)? to denote
Z;—L:l(zj )2 which is the holomorphic extension of the real case. Tr will be denoted as the trace
operator.

Our main result is the following.

Theorem 1.1 The functional f(yy, - v, A1, , Ay) is determined by
n 1 [t
f(/ylv"' 7/7n;A17"' 7ATL) = HeXp{i/ T?"(KiAj,...,iAn(S))dS
j=1 0
1 b *—1 * 2
) (H,'Aj,...,iAn(S)Hz'Aj,m,iAn(tj)Mj> ds}.

ti—1

Here {K;a;,... in,(t) 1t €[0,t],5 = 1,--- ,n} is defined as the solution of the recursive system of n
symmetric matriz Riccati equations (starting from j =mn to j =1):

d

EKAjv '7An(t) = CZ'Ajv"'viAn(t)_ ihj, ZA" Z KZAT’ 1tn )
r=j+1
+Z(iArAr)) —( Z Kin, e inn (t)
r=j r=j+1

+ ) A AD)Kin e in, () = Ky, (),

te [07tj]7
Kipj o ing (tj) = 0,

where
Ciny o ing(t) = AJATA; Z K, ina () + Y (iA A7) A;
r=j+1 r=j+1
FAT (Y Kineana () + D (iMA))], € [0,8],
r=j+1 r=j+1

Moreover, {Hip;.... in, () = t € [0,t5],5 = 1,--- ,n} is the solution of the system of n independent
linear matriz ODFEs:

d n n ‘
%Hmj,...,mn(t) = (ZKiAT,~~~,iA7L(t)+Z(ZATAT’))HZ'AJ-,---,iAn(t)y

te [07tj]7
Hip, - in, (0) = Id,



and {j; :j =1,--- ,n} is defined recursively as

= Ty
*—1 *
M= Y+ HiAjH,...,iAn(tj) A1 ihn (B g1
j=n—1,.. 1.

The subscripts of K and H are used to indicate the dependence on A. We do not wish to
address the existence and uniqueness of the preceeding maxtrix differential system of Riccati type.
Under our context, there is a unique solution to the system appearing in Theorem [Tl for details,
the reader may consult [9], [13], [14] and etc.

Now we are going to briefly express the main idea of the proof in an informal way.

The fundamental tool of the proof is Girsanov’s transformation. However, it fits for real-valued
processes only. Hence we focus on the real case first, that is, consider the functinal

9(717 s Yo )\17 T 7An) = E[GXP{Z Z</7k7 Wtk> + Z )‘kLZtk}]
k=1 k=1

first for small Aq,---, A, € R, and then try to complexify the result by standard arguments in
complex analysis.

Our idea of computing the functional g is to eliminate the stochastic integrals one by one,
starting from the largest time interval [0, ¢,], by using the Girsanov’s transformation theorem, and
try to track the original Brownian motion along each time of transformation in order to handle the
W. When applying change of measure, a stochastic integral (with respect to a proper Brownian
motion) is transformed to one-half of its quadratic variation, which is a Lebesgue integral almost
surely. To handle this term, we introduce a symmetric matrix Riccati equation to split it into three
terms, which will be transformed to a deterministic one by change of measure again and applying
1t6’s formula for a suitable process. Recursively, we will be able to cancel out all of the n stochastic
integrals in g, and obtain a recursive system of symmetric matrix Riccati equations. To handle the
W term, we need to track the change of W along every time of transformation. From Girsanov’s
theorem, we will see that the diffusion form of W under each transformation is actually invariant
(it is always Gaussian by solving a linear SDE), which will enable us to do the computation easily.
This procedure will lead us to a system of independent first order linear matrix ODEs.

Our interest in looking for an (as far as possible) explicit formula for the joint law of Brownian
motion together with its Lévy area is motivated by the recent progress in the understanding of the
solutions of Itd’s stochastic differential equations revealed recently in T. Lyons’ work [12], in which
it has been demonstrated that a large class of Wiener functionals (including It6 solutions to SDEs)
are continuous with respect to Brownian sample paths and their Lévy areas equipped with the law
of Brownian motion together with the Lévy area process. For details about these developments,
see T. Lyons [12], T. Lyons and Z. Qian [I1], P.K. Friz and N.B. Victoir [I].

2 Proof of the Main Result

Now we are going to work out the idea in section 1. The procedure is to handle the real case first
and then use complexification.

The following technical lemma is important (see also [4]), which gives us finiteness in the real
case.



Lemma 2.1 There exists a number ¢ > 0, such that

Sup{E[eXp{Z /\kLi’c}] tAj€(—¢crc),j=1,2,--- ,n} < oo.
k=1

Proof. It suffices to consider the case when n = 1. By Cauchy-Schwarz’s inequality, we have
¢
Elexp(MLY = Elexp() [ (AW, dW.))
0

t t t
_ E[exp{/\/ (AWs,dWs>—/\2/ |AWS|2ds}+>\2/ AW, [2ds}]

N

E!/2[ eXp{2)\/ (AW, dW) ]

E!2[exp{2)2 / AW, [2ds)].
0

Notice that the first term inside the expectation [ on the right hand side is a local martingle, the
finiteness of E[exp{AL{'}] will follow immediately once we show that

t
Efexp{A2 / AW, [2ds}] < oo
0
when A is small enough. By Jensen’s inequality, it remains to show that

sup Elexp{\?|AW,[*}] < oo
s€[0,t]

when A is small enough, which is obvious by simple calculation based on Gaussian random variables.

|
Now consider small Aq,--- A, € R as in lemma 1, v,--- ,7, € R, and the functional
A
g(le?’” 7’Yn;)‘17"' 7)‘ exp{z ’quwtk +Z)\kLtkk}
k=1

defined in section one. The following proposition gives the formula of g.
Proposition 2.2 The function g(7y1, - yYn; M, 5 An) 18 determined by
g( 17" 7’Yn;)‘17"' 7)\n)
n

1 [t 1
ooty [ Trocn(oDds =5 [ L O, Ggds),

tj—1

Here {Ky; ... »,(t) : t € [0,4;],5 = 1,2,--- ,n} is defined recursively (starting from j = n) by the
symmetric matriz Riccati equation

d n n
N0 = Oxe (1) = Ky 1, (0 > KAT,---,An(t)JrZ()\rAr))

r=7+1
r=j7+1 r=j
t € (0,1,

Kyjan(tj) =0,



where

n

Cojrpa ()1 = —NATA; Z Ky pa )+ Y (AMAD)A;
r=j+1 r=j+1
FA(D D Knp, B+ D (WA, e [0,t)]
r=j7+1 r=j+1
is also defined recursively starting from j = n. Moreover, {Hy, ... 5, (t) : t € [0,2;],5 = 1,2,

is the solution of the system of n independent first order lmear matmx ODFEs

d n n
() = O K na &)+ D (VAN Hy, v, EE[0,8],
r=j r=j
Hy, .., (0) = Id,
j: 1727"' > 1,
and {,uj :7=1,2,--- ,n} is defined recursively by

Mn = /}/TH
L= oy + HYE (t;)H3 (ti1); =12 n—1
Hjo- e G, 1) s 32y .

J+1

Proof. We divide our proof into two steps.
(1) Step one.
Consider first that v; = ---~,, = 0, and write

(A, Ap) = E[exp{z ML

- exp{Z/\k/ (AxWs, dW)}].

By changing the original probability measure P on the largest time interval [0,%,], we have

tn
AL, An) = exp{Z)\k/ (AW, dW,) +>\/ (A Wy, dW,)
)\2 tn )\2 tn
—rn ]AnWS\stJr—”/ |A,, W,|?ds}]
2 Jo 2 Jo

2 rin
- exp{ZAk [y + 2 [ g,

where E,, denotes the expectation under the probability measure

2

tn tn
dP, := exp{\, / (A, W, dW,) —% / | A, W, |2ds}dP.
0 0



Notice that {W; : t € [0,¢,]} may not be a Brownian motion under the new measure P,. However,
by the Girsanov’s theorem, under P, the process

t
W =W, — )\n/ A, Wids, te€0,t,],
0
is a Brownian motion, and the original process {W; : t € [0,t,]} satisfies the following SDE:

AW, = A AnWidt + dW™ |t € [0, t,].

In order to eliminate the integral over [0,%,], let Cp(t) :== —A2A* A, (t € [0,t,]) and introduce the
following matrix Riccati equation:

%KA (£) = Cult) = MalEn, () An + ALK, (8)] — K2 (1), te€[0,t],
KAn(tn) = 0.

From now on, to simplify our notation, we will use K, to denote K}, , and later we will also
use K to denote Ky, .. »,, j = 1,---,n—1 to omit the indication on the dependence on A. By
symmetricity of the equation, the unique solution {K,(t) : t € [0,t,]} is symmetric. Hence, by
substitution, we have

1 tn
A, An) = exp{Z/\k/ (AW, dWs) = o | WS Cn(s)Wads}]
0
1 [t d
= exp{ZAk/ (ARWa, dWs) — o | WS K (s)Wads
0
tn
5 [ W) A An) + A AL K ()] Wiads
0
1 tn 9
D) | K (s)Ws|“ds}]
0
1 [t d
- exp{Z/\k/ (ApWey dWs) = 5 | WS Kn(s)Wads
0

tn 1 tn
- [ W AW s = 5 [ s)W s
0 0



By changing of measure again,

1 [t
exp{z /\k/ (AW, dW) — Wr— d K, (s)Wsds

B, A) 2] Wi

- / RUNCLAWHTATAS / " K () W, AW
0 0

1 [t d
= exp{ZAk/ (ARWs, dWy) — o ) W= Kn(s)Wads

tn
—/ (K (s)Wg, \nApWe)ds
0

_ / i (K (s)Wy, dW, — Ay A, Wids)}]
0

1 [t
— exp{Z/\k/ (ARWs, dWy) — 5 i W;j n(8)Wds

—/0 Ko ()W, AW,

where IE;L denotes the expectation under the probability measure

1

tn
dpP, == eXp{/ (s)Ws, dW )y — 3

tn
/ |, ()W, [2ds}dP,.
0
Under /PS;L, the process
— ¢
W = w™ - / Ko(s)Wids, t€[0,,]
0

is a Brownian motion, and the original process {W; : t € [0,t,]} satisfies the following SDE:

AW, = (Ko (£) + AA)Widt + AWt € [0,1,].

It should be pointed out that under 13;, the quadratic variation process of the semi-martingale

—_—

{W :t €]0,t,]} is actually the same as that of the Browinian motion {Wt(") 1t €10,t,]}. Now let
F(t,w) : [0,t,] x R? — R be defined as

F(t,w) == w* K, (t)w
by applying It6’s formula to the process {F'(t,W;) : t € [0,t,]}, we have

tn tn .
W:(jSKn(S)Wst + 2/ (Kn(s)Ws, dW) +/ Tr(K(s))ds = 0,
0 0 ;

where Tr denotes the trace operator. Therefore, we arrive at

BOM,L - 3 ) = expo /tnTr §))ds} - By eXp{Z/\k/ (ApWs, AW,



Now we proceed a similar argument over the second largest time interval [0, t,,—1]. The difference
here is that {W; : t € [0,t,-1]} is not a Brownian motion under the probability measure P,.
However, still by changing of measure, we have

B, ,An)exp{—l/o" Tr(K,(s))ds}

tn—1
exp{z )\k/ AkWS,dW>+)\n_1/ (A1 Wy, dWs)}]
0

tn—1
exp{z " / (AR W, dIV) + Ans / (A AW, (Kon(5) + A A )W) ds
0

tnfl - )\2 tn—1
+)\n_1/ (Ap_ W, dWi™) — "T—l/ | Ay W] 2ds
0 0

)\%_1 tn—1 9
+ ot / Ay Wi ds})]
0

tn—1
=E,—1 eXp{Z )\k/ AkWs,dW>+/\n_1/ (Ap_1 W, (Kp(s) + A\Ap)Ws)ds
0

tn,
)‘n—l !
2 Jo

| A1 W |%ds}).

Here E,,_1 is the expectation under the probability measure

—— 2

tn—1 (TL) )\ 1 tn—1 —
dP,_1 := exp{An_1 / (Ap_ 1 W, dWs™y — % / |Ap_1W,|2ds}dP,.
0 0
Under P,_1, the process
. — t
Wt(n_ ) = Wt(n) — /\n—l/ A, 1 Wyds, te€ [O,tn_l]
0

is a Brownian motion, and the process {W; : t € [0,¢,_1]} satisfies the following SDE:

(n—1)

dWy = (Kn(t) + AnAn + A1 An—1)Widt + aw, S [O, tn—l]'

Let
Cp-1(t) :== A2 AN A — M [(Kn(f) + M AR) Ay
+A;_(Kn(t)+MAy)], te€0,th—1],
and introduce the following matrix Riccati equation:

d

ZEuo1(t) = Cuma(t) = Kt ()(Kat) + MaAn + Ano1Ano)

—(Kn(t) + M AL+ A1 AL K1 (1) — K24 (1), t €0, tn_1],
Kn—l(tn—l) = O,

10



we have

WA, - ,An)exp{—l/O”Tr( (5))ds)

1 [tn—1
B, 1exp{z e / (AW W) — 2 [ WG () Wads)
0
1 [t d
=E,_ 1exp{2)\k/ (ARWs, dWy) — o WS < Kn1(s)Wads
0 0

tn 1
_ / (K1 ()W, (Kon(5) + A + A1 A1) Wa)ds
0

1 tn—1 5
3] KW Pas)

1 [itn—1
E,_1] exp{z /\k/ (AW, dWy) — 3 W:j _1(s)Wsds
0

tn 1
_ / (K1 ()W, (Bon(5) + A + Ayt A1) WVa)ds
0

- /ot (K1 (5)We, dW ")}

1 (=t d
B 1exp{ZAk / (AW, diV) = o [ W S () Wids
0

_ /0 . 1<Kn_1<s>ws,dws>}].

Here we have changed the probability measure from P,_1 to

o tn—1 tn—1
AP = expl / (K1 ()W, dW (=D — % / Ky (5)Wa2ds}dPy 1.
0 0

By applying It6’s formula to the process {W;K,,_1(t)W; : t € [0,t,—1]} and noticing that the
quadratic variation process of the semi-martingale {W; : ¢ € [0,¢,-1]} is the same as that of a
Brownian motion, we again have

th—1 tn—1 tn—1
W*dd () Wids + 2/ (K1 ()W, dIV) +/ Tr(K, 1 (s))ds = 0.
0 0 0

Therefore, we arrive at
1 [t
B+ ) exp{—= / Tr(K,(s))ds)
0

explt / o (s))ds} - By exp{z /\k/k TRUA AN

11



Now the recursion is quite obvious from the key observation that when applying transformation of
probability measures, the original process {W; }(over the proper time interval) is always a diffusion
of the same kind, namely, it satisfies an SDE of the form

AW, = Q(t)W,dt + dB,,

where {B;} is a Brownian motion under the corresponding probability measure. To be more precise,
after j steps, we will have a system of j matrix Riccati equations defined recursively,

Co(t) = —=XNA%A,, tecl0,t,],
diK (t) = Cult) = AlEn(t)An + ALK, (1) — K2(t), € (0,4,
Kn(tn) =0;
Cn-1(1) = _A%—lAZ—lAn—l = A1 [(Kn(t) + AnAf) An—1 + A5 (K ()
+AnAn)], t e [0t 1],
LKno1(t) = Cpoa(t) = Koot (1) (Kn(t) + MAp + A—1A4n_1)

—(En(t) + A Ay + M1 Ay ) K1 (t) — K2y (), t€[0,t,-1],
Kn—l(tn—l) = 0;

Crjt1(t) = =it An i An i = e[0T, K ()
+ Z?:n—j+2()‘7‘Ai))An —j+1 + An j+1(2?:n—j+2 KT(t)
+ 3 i A))] € [0, tn— 1],

%Kn—j"‘l(t) = bn— j+1(t) — K- j+1(t)(2r n—j+2 Ko (t )+ Zr n— ]—1—1()‘ A ))
_(Zr =n—j+2 ( )+ Zr =n— j—‘,—l()‘ A*))Kn—]+1(t) ng—j-i-l(t)?
te [O,tn—j-l-l],

Kn_jt1(th—jy1) =0,

and we will arrive at

h()‘b"' 7)‘71)
tr n—j ty
St 3 / Tr(K,(5))ds} - B gsalexp{S )\k/ (AW, AW,
r=n—j+1 k=1 0

Here under the probability measure P,_j1, {W; : t € [0,t,—;41]} satisfies the SDE

n n

W= 3 KO+ Y (AWt +dW Y e [0, j4),
r=n—j+1 r=n—j+1

12



where {Wt("_j it e [0,tp—j+1]} is a Brownian motion under P,_;;. By carrying out a similar
argument, that is, by changing measures and applying 1t6’s formula, we will obtain

h(A1, -+, A exp{—— Z /tT Tr(K,(s))ds}

rn]—l—l
n—j—1

:exp{%/onj Tr(Kn_;(s))ds}En;[exp] Z )\k/o AW, AW,

where {K,,_;(t) : t € [0,t,—;]} is the solution of the matrix Riccati equation

K i) = Gy~ Ky Y K+ Y (MA)

r=n—j+1 r=n—j
S OKM)+ Y (AN Kn () — K2 (D),
r=n—j+1 r=n—j
te [O,tn_j],

Ky j(tn—j) = 0,

in which
Cn—j(t) = _/\31 ]A;kz ]An—j _)‘n—j[( Z Kr(t) + Z ()\TA;))An_
r=n—j+1 r=n—j+1

AL D KB+ Y (WA, tE [0 tg].

r=n—j+1 r=n—j+1

By induction on j, the proof of the case where v; = --- =, = 0 is now complete.

(2) Step two.

Now we consider the case with v,,--- ,7, € R. In step one, the ultimate goal of applying those
transformations of probability measures is to eliminate the stochastic integrals one by one, starting
from the largest time interval. After each transformation, the distribution of Wi, (k =1,--- ,n) is
changed. In order to work out the case involving v, - ,7,,, we need to track the original process
{Wy : t € [0,t,]} after each transformation. The main difficulty comes from the fact that if we
apply a transformation on [0, tx], the distribution of {W;} over [ty, t,,] is hard to compute. However,
by using the crucial observation that the diffusion form of {W,} is invariant, w can factor out the
term over [tg, t,].

Let’s formulate the idea in detail. By using the same notation as in step one, we have

9(717' o 77n;)‘17)‘n)

=Enlexp{d_ iy We)} - Aal,
k=1

where

tn
A, :=exp{= / Tr(K,(s))ds + Z /\k/ (AW, dWy) }.

13



Under P,, the process {W; : t € [0,,]} is a diffusion of the form

—

AW, = (Kn(t) + My Ap)Wedt +dW™, € [0,t,)].
Let {H),(t) : t € [0,t,]} be the solution of the following linear matrix ODE

d

EHAn(t) = (Kn(t) + AndAn)H), (1), t€[0,tn],

H, (0) = Id.
Then by the explicit solution of linear SDE, we have
t —_~—
W, = H,\n(t)/ Hy Hs)dWi™,  te[0,t,].
0

Hence

9V Vi AL An)

_ n—1 tn s
:En[exp{z (Ve W) + (v, Ha, (tn)/o H;nl(s)dWS”)>} <Ay
k=1
_ n-1 tn1 -e
B fexp{ > (v Wae) + (s o, () /0 H (s)aw™)
k=1

tn e~

il Ha(t) [ HyH ()W)} - A

tn—1
Notice that the stochastic integral ftt:q H ;nl(s)dWSgn) is independent of the rest since the integrand
is deterministic, we have

9(717' o 77n;)‘17)‘n)

tn —~

=I’E;[exp{z'<vn,mn<tn>t H3 (s)dW™)}):

n—1

E[exp{z i<’7kv Wtk> + i<H;;1(tn—1)H3\kn (tn)7m th71>} : An]
k=1
n—2

=Ry - E;L[eXp{Z (Vs Wtk> + (Hn—1: Wi o)} Ayl
k=1

where
tn ——

Ry = Enlexp{i(yn, Hy(ta) [ Hy(s)dWi™),

tn—1

Bp—1 = Yp—1 Tt H;;I(tn—l)HS\kn (tn)/yn

Now we can see that the random term over [t,_1t,] is factored out.

14



Similarly, by applying transformations as in step one, we further have

g(’ylv"' 7/7n;>\17"' 7An)

n—2
:Rn : En—l[exp{z i<7k7 Wtk> + <:un—17 th71>} ' An—l]v
k=1
where
n— 1 1 tn
Apy: = expls / (5))ds + 5 / Tr(K(s))ds
0

+ZAk/ (AW, dW) 1.
By a similar argument, let {Hy, | ,(t) : t € [0,¢,_1]} be the solution of the equation

Sn(®) = (Ka(t) + Knea (8) 4 AnAn + Anc1 A1) Ha, o (0,
t e [07 tn—l]v
H>\n717>\7l (0) = Id’

we obtain that

9(717"' 77n;)\17"' 7)\n)

n—3
=Ry Ry - B a[exp{ > iy, Wi) + i{n_o, Wi, )} - A,
k=1
where
Bt = ESlespliltnoss Hanos) [ HEL W)
n—2
Bp_2 = Yn— 2+H* 1 (n 2)HY, a, (1)1

Finally, by a simple induction argument, we arrive at

9(717"' 7/7n;>\17"' 7)\n) = H 5 eXp{ / T'r' dS})

j=1
Here
—~ tj s
R] = E] [exp{z(lu], H)‘j,“' An (t]) H)le, An (S)dWS(])}]7 j = 17 27 e, N,
ti—1
{H, .-, (t) : t € [0,¢;]} is the solution of the equation

d n n

—Hy o (t) = QK1)+ > (NA)Hy a1, te(0,4],
r=j r=j

Hy, 0 (0) = Id,

15



and {u; : j =1,2,--- ,n} is defined recursively by

Hn = Tn
1 .
pyo= H* et ( j)H;\kj+1,~~~7>\n(tj+1)ﬂj+17 i=12,---,n—1.
It remains to compute Rj (j =1,2,--- ,n) explicitly, which is easy since everything here is Gaussian.

Namely, we have

R, = Ej[exp{z(H;j’,,,7>\n(tj),uj, H;Jl,)\ (s)dw§")}]

y\n
ti—1

—~ i T
= Blexpli [ (HL 0 (H, o, ()i, V)

ti—1

1[4
= ewl3 [ L O, tPds)

ti—1

Therefore, the proof is now complete and we have

9(717"' 7'771;)‘17’” 7)\71)
< 1 (% 1 2
:H Xp{ / TT ds - 5/15 |H;\k;...7)\7L(S)H;j7...7)\n(tj),u]-| dS}
j=1 j—1

|
From the proof of the above proposition, we can see that the computation of

Elexp{>_ i(ve. Wo,) + 3 MeLi*}]
k=1 k=1

for small A1, --- , A, € R reduces to the solution of a recursive system of symmetric matrix Riccati
equations and the solution of a system of independent first order linear matrix ODEs. If v, =

- =1, = 0, then we don’t need the ODE system at all. Now we are going to complexify our case
before.

Lemma 2.3 Fiz vy, ---,7, € R. Then when c is small enough, the function

¢(217 o 7271) = E[GXP{Z Z(Vk? Wtk> + Z ZkLak}]
k=1 k=1

is holomorphic in the domain D. := {(z1,--- ,zn) € C" : Re(z;) € (—¢,¢),j =1,2,--- ,n} of C".
Moreover, the function

YA, ) s = exp{= Tr(K

- / CHL L VS, () Pds)

defined on R™ can be extended holomorphically toC™. Such an extension is unique, and when
restricted to D,

¢(Z17"' ,Zn) :¢(217"' ,Zn).
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Proof. By lemma 1, when c is small enough, ¢(z1,- -+ , 2zy,) is well defined on D... The continuity
of ¢(z1, -+ ,zy) follows easily from uniform integrability. Moreover, since the function

(21, 2 zn) = exp{D>_ iy, Wi, ) + > 2Lk}
k=1 k=1

is holomorphic on C" for every w € 2, by Fubini’s theorem and Morera’s theorem, ¢(z1,--- ,2y,) is
holomorphic in D..

On the other hand, it is obvious that the recursive system of matrix Riccati equations and the
system of independent matrix ODEs defined in proposition 2 depend analytically on Aq,--- , A, € R

and extend naturally to the case where Ay, --- , A\, € C. Consequently, when (Aq,--- , \y,) is replaced
by (21, , 2zn) € C", the two systems determine solutions depending holomorphically on 21, - - | z,,.
It follows that ¥(A1,- -+, \;,) possesses a unique holomorphic extension to C".

Finally, since ¢and 1 coincide in the set {(A,---,A\p) € R" : \j € (—¢,¢),j =1,2,--- ,n}, by
the identity theorem, they coincide in D.. m

With the preparations above, the proof of our main result on the formula for the joint char-
acteristic function f(yy,--- ,v,; A1, ,A,) defined in section one now follows easily. In fact, the
result follows immediately from proposition 2 and lemma 3 with the observation that the set

iMoo L iAy) A ER G =1,2,-- .n
J

is contained in D..

3 An Example: the Two Dimensional Lévy’s Stochastic Area Pro-
cess

In this section, we are going to apply our result to study the two dimensional Lévy’s stochastic
area process, first introduced by Lévy in [I0]. Namely, we consider the case where d = 2 and

0 -1
(0,
The Lévy’s stochastic area process is given by

t
@=/M@M¥LW9mth>0
0

We try to derive an explicit formula for the finite dimensional joint characteristic function of the
coupled process {(Wy, L) : t > 0}.

Throughout this section, 0 =ty < t; < --- < t,, will be fixed.

In section 2, the computation of the finite dimensional joint characteristic function of the coupled
process {(Wy, L{) : t > 0} reduces to the solution of a recursive system of symmetric Riccati
equations and a system of independent first order linear matrix ODEs. In the case here, we will
see that the Riccati system is actually real and scalar, and the linear system is explicitly solvable.
In fact, we have:
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Proposition 3.1 For the two dimensional Lévy’s stochastic area process {L; : t > 0}, by using the
same notation as in theorem 1 with the assumption

A== A, = 4,

the solution matrices of the Riccati system are real diagonal matrices with identical diagonal entries,
and the Riccati system essentially reduces to a system of real scalar Riccati equations recursively
defined from j =n to j =1 by

d n n
—hing e ina () = (AT 285 D 0 A) =20 D s it (8)Kin - ina ()
r=j7+1 r=j+1
_kzzAj,---,iAn(t)v te [Ovth
Kinjina(t) = 0.
Moreover, the linear system in theorem 1 is explicitly solvable, namely, for j =1,2,--- | n,

t n n
Hin, o in, (t) = oxpf / (3 Kinoina () + (3 A A)ds), ¢ € 0,1,
0 r=j r=j

Proof. We first consider the Riccati system. For j = n,

AZ 0
G = (5 2 )0 el

and the Riccati equation is defined by

’ A, 0 : 0 —1
EKiA7L (t) = ( 0 A% > — ZAn . (Kz’An (t) ( 1 0 >
0 1 )
+ ( 10 ) Kin, () — Kip, (), tel0,t,],

By uniqueness, it is easy to see that the solution of the above equation is given by a matrix of the

form
K= (P50 ) e

where {kip, (t) : t € [0,%,]} solves the real scalar Riccati equation

Shinat) = MK, te it

ki, (tn) = 0.
For j =n — 1, by easy computation we have

A2 12, 1A, 0
Conrama()= (M50 4 )e tell
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It follows from uniqueness and the case j = n that K;a, , A, (t) is also a diagonal matrix of the

form "
Kinn_1,in, (¢ 0
Ki Znt = noten ) t€07tn— )
An_1,iA ( ) < 0 kiAnfl,iAn(t) > [ l]
where {kin,_, ir,(t) :t € [0,t,—1]} solves the real scalar Riccati equation
d 2
Sphinnina o (8) = (A + 28n-1An) = 2kin, (O)kir, - a0, (1)
_k‘)zzAnfl,iAn (t)v te [O’tn—l]v
Kiryrirg (tn-1) = 0.

The rest of the argument follows from recursion easily (the crucial observation is that Cia;,... ia,, (t)
is always a real diagonal matrix with identical diagonal entries).

The second part of the proposition follows immediately from the fact that for j = 1,2,--- ,n, if
we denote ®;(t) as the coefficient matrix of the j—th linear ODE of the independent system, then

D;i(s)®;(t) = 2;(H)®;(s), s,t€[0,¢].

]
Now we are going to study the finite dimensional joint characteristic function

f(’Yl?"' 77n;A17”’ 7An)

of {(Wy, Ly) : t > 0}. To simplify our notation, we use {kj, H; : j = 1,--- ,n} to denote the solution
{kin; o ihn> Hing e in, 2§ = 1,--+ ,n} in proposition 5. Assume first that (nondegeneracy)

Aj+- A, #0. j=1,--,n.

We first study the process {L; : t > 0}. A crucial observation is that for j = 1,--- ,n, by adding
together from the j—th equation to the n—th equation in the scalar Riccati system in proposition
5, we obtain a neat scalar Riccati equation without linear terms:

SO k) = (A - (k0P te)
r=j r=j r=j

in which the unique solution is determined by the terminal data at ¢ = t;. Let
n n
cj = ZAT’ sj(t) := Zk;j(t)’ tel0,t],j=1,--,n,
T—j r—j

then it is not hard to derive that

o, Cisinh(e (¢ — t)) + 55(t5) cosh(c;(t — t5))
7 cjcosh(cj(t —t;)) + s;(t;) sinh(c;(t —t;))

le [Ovt]]7] = 17 , 1,

5;(t)
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where {s;(t;)}7_; is defined recursively by

sn(tn) = 0,

oG sinh(c;(tj—1 —tj)) + s;j(t;) cosh(cj(tj—1 —t;))
7 ¢jcosh(cj(tj—1 — t;)) + s;(t;) sinh(c; (tj—1 — t;))’

j=2,3, n.

sj—1(tj—1) =

Now apply theorem 1, we have

Elexp{) _iAcLy,}]

k=1

n 1 t
:exp{]zz:l 5/0 Tr(Kin; - in, (8))ds}
:exp{;/o kj(s)ds}

=exp{ v sj(u)du}
p ;/t“

T %
j[[l ¢j cosh(c;(tj—1 — ;) + s5(t;) sinh(c; (1 — 17))”

()

which seems, to our best knowledge, not appear in literatures, though it should follow from the
Markov property and Lévy’s formula.
It should be pointed out that the nondegeneracy assumption on {A; : j = 1,--- ,n} is not
important. In fact, if for some j,
¢ = 0,

and assume that {s;41(¢) : t € [0,¢;11]} has been solved, then {s;(t) : t € [0,¢;]} can be sovled as

55(t) = s;(t;) _ sj11(t)

1 + 55(t)(t — t5) 1 +Sj+1(tj)(t—tj)’ t€[0,5].

It is easy to see that {s;(t) : t € [0,t;]} is actually the limit of the nondegenerate case as ¢; — 0.
Moreover, the corresponding term in the product (%) can be written as

1
14 s(tj)(tj—1 —t;)

which is also the limit of the nondegenerate case. Therefore, we still use the same notation even in
degenerate cases.

Now consider the coupled process {(W, L;) : t > 0}. By proposition 5 and the above computa-
tion, for j = 1,--- ,n, we can solve the linear system explicitly to obtain

(1) :exp{< ne )}, te (0.1,
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where

aj(t): = /Osj(u)du

cj cosh(c;(t —tj)) + s;(t;) sinh(c;(t —t;))

= 1
" ¢cj cosh(cjt;) — s;(t;) sinh(c;t;) ’

t e [0, tj].

Here the formula for {a;(t) : t € [0,t;]} works in the degenerate case where ¢; = 0 as well.
Finally, by theorem 1, we can write down the finite dimensional joint characteristic function of
the coupled process {(Wy, Ly) : t > 0}. Namely, we have

Theorem 3.2 For the coupled process {(Wy, Ly) : t > 0}, the finite dimensional joint characteristic
function f(717 T A17 e 7An) is given by

n

s
Sy, 7A77A — J . .
fon e M) = | e e e = o)
1 b *—1 * 2
exp{—§ 5 1<Hj (8)H; (t;)p;)"ds},
7
where {cj,sj(t;), Hj : j =1,--- ,n} is defined previously in this section, and {p; : j =1,--- ,n} is
defined recursively in terms of {’yj, H;:j=1,---,n} as in theorem 1.
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