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Abstract

This thesis is concerned with an infinite horizon optimal control problem for a pure
jump Markov process with noise-free partial observation. We are given a pair of sto-
chastic processes, named unobserved or signal process and observed or data process.
The signal process is a continuous-time pure jump Markov process, taking values in
a complete and separable metric space, whose controlled rate transition measure is
known. The observed process takes values in another complete and separable metric
space and is of noise-free type. With this we mean that its values at each time ¢ are
given as a function of the corresponding values at time ¢ of the unobserved process. We
assume that this function is a deterministic and, without loss of generality, surjective
map between the state spaces of the signal and data processes. The aim is to control the
dynamics of the unobserved process, i.e. its controlled rate transition measure, through
a control process, taking values in the set of Borel probability measures on a compact
metric space, named set of control actions. We take as admissible controls for our pro-
blem all the processes of this kind that are also predictable with respect to the natural
filtration of the data process. The control process is chosen in this class to minimize a
discounted cost functional on infinite time horizon. The infimum of this cost functional
among all admissible controls is the value function.

In order to study the value function a preliminary step is required. We need to re-
cast our optimal control problem with partial observation into a problem with complete
observation. This is done studying the filtering process, a measure-valued stochastic
process providing at each time ¢ the conditional law of the unobserved process given
the available observations up to time ¢ (represented by the natural filtration of the data
process at time t). We show that the filtering process satisfies an explicit stochastic dif-
ferential equation and we characterize it as a Piecewise Deterministic Markov Process,
in the sense of Davis.

To treat the filtering process as a state variable, we study a separated optimal control
problem. We introduce it as a discrete-time one and we show that it is equivalent to the
original one, i.e. their respective value functions are linked by an explicit formula. We
also show that admissible controls of the original problem and admissible policies of
the separated one have a specific structure and there is a precise relationship between
them.

Next, we characterize the value function of the separated control problem (hence,
indirectly, the value function of the original control problem) as the unique fixed point
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of a contraction mapping, acting from the space of bounded continuous function on
the state space of the filtering process into itself. Therefore, we prove that the value
function is bounded and continuous.

The special case of a signal process given by a finite-state Markov chain is also
studied. In this setting, we show that the value function of the separated control problem
is uniformly continuous on the state space of the filtering process and that it is the
unique constrained viscosity solution (in the sense of Soner) of a Hamilton-Jacobi-
Bellman equation. We also prove that an optimal ordinary control exists, i.e. a control
process taking values in the set of control actions, and that this process is a piecewise
open-loop control in the sense of Vermes.

KEYWORDS: stochastic optimal control; nonlinear filtering.



Sommario

La presente tesi tratta un problema di controllo ottimo su orizzonte temporale infinito
per un processo di puro salto Markoviano e con osservazione parziale di tipo noise-
free. E definita una coppia di processi stocastici, detti processo non osservato o segnale
e processo osservato o dei dati. Il segnale ¢ un processo di puro salto Markoviano a
tempo continuo, a valori in uno spazio metrico completo e separabile, di cui & no-
ta la misura controllata dei tassi di transizione. Il processo osservato prende valori in
un ulteriore spazio metrico completo e separabile ed ¢ di tipo noise-free. Con questa
espressione si intende che i suoi valori a ogni tempo ¢ sono funzione dei corrispondenti
valori al tempo ¢ del processo non osservato. Si fa I’ipotesi che tale funzione sia un’ap-
plicazione deterministica e, senza perdita di generalita, suriettiva tra gli spazi di stato
dei processi non osservato e osservato. L’obiettivo ¢ controllare la dinamica del pro-
cesso non osservato, ossia la sua misura controllata dei tassi di transizione, attraverso
un processo di controllo, il quale prende valori nell’insieme delle misure di probabi-
lita di Borel su uno spazio metrico compatto, detto spazio delle azioni di controllo. I
controlli ammissibili per il nostro problema sono i processi appena descritti che siano
anche prevedibili rispetto alla filtrazione naturale del processo osservato. Il processo di
controllo ¢ scelto in questa classe al fine di minimizzare un funzionale costo con fattore
di sconto su orizzonte temporale infinito. L’estremo inferiore di tale funzionale costo
tra tutti i controlli ammissibili ¢ la funzione valore.

Per studiare la funzione valore & necessario un passo preliminare. I problema di
controllo ottimo a osservazione parziale deve essere espresso come problema a os-
servazione completa. Cid ¢ possibile grazie allo studio del processo di filtraggio, un
processo a valori in misure che fornisce a ogni istante ¢ la legge condizionale del pro-
cesso non osservato data I’osservazione disponibile fino al tempo ¢ (rappresentata dalla
filtrazione naturale del processo osservato al tempo t). Si dimostra che il processo di
filtraggio soddisfa un’equazione differenziale stocastica esplicita e si caratterizza tale
processo come Piecewise Deterministic Markov Process, nel senso di Davis.

Allo scopo di trattare il processo di filtraggio come variabile di stato, si studia un
problema di controllo separato. Questo ¢ definito come problema a tempo discreto e si
mostra che ¢ equivalente a quello originario, nel senso che le rispettive funzioni valore
sono legate da una formula esplicita. Si dimostra, inoltre, che i controlli ammissibili
per il problema originario e le strategie ammissibili di quello separato hanno una ben
precisa struttura ed esiste una specifica relazione tra di essi.
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Si caratterizza, quindi, la funzione valore del problema di controllo separato (dun-
que, indirettamente, la funzione valore del problema originario) come unico punto fisso
di un operatore di contrazione, il quale agisce dallo spazio delle funzioni continue e li-
mitate sullo spazio di stato del processo di filtraggio in sé. Di conseguenza, si dimostra
che la funzione valore ¢ continua e limitata.

Si studia anche il caso di un processo non osservato dato da una catena di Markov a
stati finiti. In questo contesto, si mostra che la funzione valore del problema di controllo
separato ¢ uniformemente continua sullo spazio di stato del processo di filtraggio e che
¢ I'unica soluzione viscosa vincolata (nel senso di Soner) di un’equazione di Hamilton-
Jacobi-Bellman. Si dimostra, inoltre, che esiste un controllo ottimo ordinario, ossia un
processo di controllo che prende valori nell’insieme delle azioni di controllo, e che tale
processo € un piecewise open-loop control nel senso di Vermes.

PAROLE CHIAVE: stochastic optimal control; nonlinear filtering.
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Notation and Abbreviations

Sets
e N:={1,2,...} —the set of natural integers.
e Ny :=NU{0}.
o N:=NU/{oo}.
e Ny := Ny U {c0}.

R?, d € N — the d-dimensional Euclidean space.

N — the collection of null sets in a specified probability space.

Spaces

In what follows, E/ denotes a metric space.
e B(FE) - the Borel o-algebra on E.
e By (F) — the space of real-valued bounded Borel-measurable functions on E.
e C(FE) — the space of real-valued continuous functions on E.
e Cy(FE) — the space of bounded and continuous real-valued functions on E.

e CH(E), k € N — the space of k-times continuously differentiable real-valued
functions on F.

e M(E) - the space of finite signed Borel measures on (E, B(E)).
o M (E) - the space of finite Borel measures on (E, B(E)).

e P(E) - the space of Borel probability measures on (E, B(E)).
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Functions, measures and integrals

e 1. — the indicator function of a set C.

e 1 — the constant function equal to 1.

e 0, — the Dirac probability measure concentrated at a € E.

e supp(u) — the support of a measure ;1 € M(E).

e |u| — the total variation measure corresponding to u € M(E).

e 1 < v — indicates that the measure 4 € M(FE) is absolutely continuous with
respect to the measure v € M(E).

e y o f —the image measure of € M(E) by the measurable function f.

o fu(C) = [ f(x)du(z), C € B(E)- fuis the finite signed Borel measure on
(E,B(E)) with density f € B,(E) with respect to y € M(E).

o u(f) = [, f(z)du(z) - the integral of a measurable function f: E — R with
respect to a measure u € M(E).

o u(f;-) = [, f(x,) p(dz) — the integral of a real-valued measurable function
f of two variables with respect to the first one and against a measure f.

Operations on sets

e AV B —the smallest o—algebra generated by the union A U B.
e int(C) — the interior of a set C.

e cl(C) — the closure of a set C.

e ¢6(C') — the closed convex hull of a set C'.

e |C| - the cardinality of a set C.

Norms and pairings

e |||, — the supremum norm.
e ||| — the total variation norm.

e (-, -) —the duality pairing between a Banach space and its topological dual.

Miscellanea

e sAt:=min{s,t}, with s,t € R.
e sVt :=max{s,t}, withs,t € R.

e D — the gradient symbol.



Abbreviations

a.e., a.s. — almost everywhere, almost surely.

BSDE - Backward Stochastic Differential Equation.
cadlag — right-continuous with left-limits.

HJB — Hamilton-Jacobi-Bellman.

MPP — Marked Point Process.

ODE - Ordinary Differential Equation.

PDMP (or PDP) — Piecewise Deterministic (Markov) Process.

RCM - Random Counting Measure.

SDE - Stochastic Differential Equation.
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Introduction

This thesis deals with an infinite horizon optimal control problem for a continuous-time
homogeneous pure jump Markov process with partial and noise-free observation.

Optimal control problems have been widely studied in the literature and their ana-
lysis continues nowadays with various ramifications. Starting from the celebrated bra-
chistochrone problem, solved by J. Bernoulli in 1696, optimal control problems have
been formulated in various forms (e. g. Lagrange, Bolza and Mayer problems) and with
different purposes in mind. Initially, they were studied in a deterministic setting in the
context of calculus of variations and in connection with problems coming from mecha-
nics, optics and geometry. After World War II, new problems coming for instance from
aerospace sciences, industrial control, financial and economic models, gave a renewed
impulse to the study of optimal control problems, also in the stochastic case. The fun-
damental result provided by Bellman in his Dynamic Programming Principle, gave the
optimal control branch its own raison d’étre and its own tools, putting these problem
in a different perspective from the one of the calculus of variations.

As we said in the opening statement, this thesis studies a stochastic optimal control
problem. However, the reader should never lose contact with the deterministic counter-
part of these problems (on this subject see e. g. [37] and [23]). Our problem, as we will
later see, shares some similarities with deterministic ones. In some cases, for instance
in Section 3.4, we will use typical results of this kind of problems.

Stochastic optimal control problems have been widely studied in recent years, both
from a methodological and a modeling point of view. There are mainly two philoso-
phies to tackle these problems: the first one is represented by Bellman’s Dynamic Pro-
gramming Principle, leading to the study of Hamilton-Jacobi-Bellman equations (or
HIB for short). These are nonlinear partial differential equations, or integro-differential
equations as it will be in our case, satisfied by the value function associated to an op-
timal control problem. Since, in general, one cannot expect the value function to be
smooth enough (i. e. continuously differentiable as many times as needed) in order to
be a classical solution to the HIB equation, existence and uniqueness results for solu-
tions to these equations are formulated in the viscosity sense. We recall that viscosity
solutions were introduced by M.G. Crandall and P.-L. Lions (see e. g. [28, 8] and [38]
for connections with optimal control problems). The second philosophy is the appro-
ach provided by Pontryagin’s maximum principle and Backward Stochastic Differential
Equations (or BSDE:s for short). These equations, introduced in the general framework
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by E. Pardoux and S. Peng in their seminal paper [52] and studied earlier in the linear
case by J.-M. Bismut and A. Bensoussan (see [14, 9]), provide a different approach
to characterize the value function of the optimal control problem, also in cases where
HIJB techniques fail. In this thesis we will adopt the first philosophy. For detailed ex-
positions on stochastic optimal control problems, the reader is referred to [13, 41] for
the discrete-time case (the first book treats also the deterministic setting), [65, 53, 24]
for the continuous-time case (the second book provides also a great deal of financial
applications), [10] for optimal control problems with partial observation and, finally,
[48, 35] for the infinite dimensional case.

We analyze a model described by a triple (X, Y, u) = (X, Y}, uw;)¢>0 of stochastic
processes, defined in some suitable probability space. This triple is composed by the
unobserved or signal process X, the observed process Y and the control process u.
The main feature of the model analyzed in this thesis is the noise-free observation.
With this terminology we mean that no external source of randomness is acting on
the observed process. We can say, in other words, that the noise on the observation is
degenerate. This situation has been studied in very specific settings, also under various
assumptions on the processes X and Y. For instance, in the context of an unobserved
diffusion process, research papers as [18, 29, 46, 60] partially deal with this feature and
analyze the filtering problem, i. e. the probabilistic estimation of the unobserved state
of X atatime ¢t > 0 given the observations available up to time ¢ through the process
Y (we will later discuss in full detail this problem, being it a fundamental point of
this thesis). The case of an unobserved diffusion process is treated also in [44], that
is devoted entirely to non-linear filtering with noise-free observation (therein called
perfect observation). We also mention the chapter discussing singular filtering in the
book by Xiong [64, Ch. 11]. The case of an unobserved process given by a pure-jump
R%—valued Markov process is studied in [19, 20, 21, 22], where the authors consider
counting observations. These models, that cannot be analyzed with well established
results, have received a sporadic treatment in the literature, despite their potential and
useful connection with applications, such as queuing systems (see e.g. [3, 17]) and
inventory models (see e. g. [11]). We point out that our problem is connected to Hidden
Markov Models (see [34] for a comprehensive exposition on this subject).

We now discuss some aspects of our control problem and anticipate some results.
We warn the reader that all the results stated in the Introduction are given without proof
and not provided with all the precise definitions needed. This is done on purpose, in
order to convey a global idea of the original results contained in this thesis, that will be
discussed and proved in full detail in the following Chapters.

We study an optimal control problem for the triple (X, Y, u) introduced above in
the following setting. The unobserved process X is a continuous-time homogeneous
pure jump Markov process, taking values in a complete and separable metric space 1.
We are given its rate transition measure. This kernel, denoted by A, along with the
initial distribution determines the law of the process X. In other words, its sojourn
times and its post jump locations are random variables whose law can be expressed in
terms of A. The case of I being a finite set is also studied in this thesis (see Chapter
3). The process X reduces to a continuous-time homogeneous Markov chain, whose
rate transition matrix A is given. This matrix is sometimes called Q-matrix (see e. g.
[51]). Such a setting may be more familiar to the reader and we invite she/he to keep in
mind this situation also when considering the general case of a pure jump unobserved
process.

The observed process Y takes its values in another complete and separable metric
space O and will be of noise-free type in the following sense. We are given a measura-



Introduction 3

ble function h: I — O and the observed process satisfies the equality
Yi(w) = h(Xt(w)), t>0

for each w in the sample space on which our processes are defined. Of course, we ex-
clude from our analysis two cases where the problem is not of true partial observation
nature, i.e. when h is one-to-one or constant. In the first case we would obtain a pro-
blem with complete observation, while in the second one the observation would give
no information about the unobserved process X. We point out that these assumptions
on the function i do not affect the results presented in this thesis. All of them remain
valid even if we take h to be one-to-one or constant. Without loss of generality, we
may take & to be surjective. The function h generates a partition of the set I through
its level sets h~!(y) as y varies in the set O. This means that if at a time ¢ > 0 the
controller observes the state Y; = y, for some y € O, then she/he immediately knows
that X; € h~!(y), almost surely. In other words, she/he knows (almost surely) to
which level set of the function h the random variable X; belongs, but she/he does not
know which is the actual state occupied by the unobserved process at time ¢. Another
point of view, equivalent to this one, is to see the observation as the set-valued process
(A7 (Y2)) 15

The control process u takes values in the space of Borel probability measures on
the set of control actions U. We assume that U is a compact metric space. Thus, the
process u represents the action of a relaxed control. The reason for this formulation is
just a technical one and related to the so called Young fopology, that is used to gain an
important compactness property (see e. g. [32]), as we shall later explain in full detail.
We will also see that we are able to recover ordinary controls, i.e. control processes
taking values in the set U, thanks to some approximation argument. This is important
since relaxed controls are not easily implementable in practice and have little meaning
in applications.

Control processes are required to be in the class U, of predictable processes with
respect to the natural filtration generated by the observed process. Such a choice, that
is quite standard in the literature, is motivated by two aspects: first of all, it is obvious
that a controller has the opportunity to choose her/his actions based on quantities that
are actually observable, hence on the observed process Y in our case; second, it is not
to be a priori excluded a dependency of a control action taken at some time ¢ > 0 on
the past trajectory of the observed process up to time ¢.

The aim of our control problem is to drive the dynamics of the unobserved process
X by manipulating its controlled rate transition measure. Such a control will be exerted
by the control process u in order to minimize, for each possible initial law p of X, the
cost functional

J(p,u) = E} UOOO e’ﬁt/Uf(Xt,u)ut(du)dt :

Here f is the cost function, that we take to be bounded and uniformly continuous, and
[ is a positive discount factor. The expectation is taken under a specific probability
measure P}, depending on the initial law 1 of the unobserved process X and on the
chosen control process u. Our control problem is, thus, formulated in a weak sense.
The infimum among all possible controls in the class U, earlier introduced is the
value function V (). The study of various properties of the value function is a central
topic of this thesis.
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Solving control problems with partial observation requires a two step procedure.
The first step consists in providing a probabilistic estimate of the state of the unobser-
ved process. This is done in Chapter 2 and, to simplify matters, we study this subject in
the uncontrolled case. We are given the pair of unobserved/observed processes (X,Y),
with Y of noise-free type as explained above, defined in a complete probability space
(Q, F,P). The estimate that we are looking for is provided by the filtering process
m = (m)t>0. This is a measure-valued process representing the conditional law at
each time ¢ > 0 of the random variable X, given the o-algebra ). Here (););>0 de-
notes the natural completed filtration of the process Y. Otherwise said, the filtering
process satisfies

mi9) = [ plo)m(da) = Blp(X,) | ). 30, Pas
for all bounded and measurable functions : I — R. The filtering process is a key tool
to solve our control problem since it allows us to transform it from a partial information
one to a complete information one, called the separated problem, as we will explain
later. Given its central role in this thesis, it is fundamental to characterize it and study
its properties.

The first result that we obtain is an explicit stochastic evolution equation satisfied,
for each ¢: I — R bounded and measurable, by the real-valued process ().

Theorem. Let ¢: I — R be a bounded and measurable function and define, for each
fixed y € O, the linear operator A, as

Ayp(a) = / [o(2) — p(@)] A, dz) — /I Loos (e (2)p(2)A(z, d2).

I

Let us denote by 1: I — R the function identically equal to 1.
The process () satisfies for all t > 0 and P-a.s. the following equation

mi() = Hy, [u)()

//Ays,go (2) 7w, <dx>ds—/0ws /Ays,l (2) 7 (d) ds

+ Z{ W,")](w)—ﬂm—(@)}

o<, <t

where y is the initial law of X, (T,)nen are the jump times of the process Y and
Hy, y € O, A, are suitably defined operators acting on finite measures on I, introdu-
ced in Section 2.1 and Section 2.2 respectively.

From the equation for the process 7 () we can derive the equation satisfied by the
measure-valued filtering process 7.

Theorem. For each fixed y € O let By the operator defined for all finite signed Borel
measures v on I as

Byr(dz) = L1y (2) /1 A, d2) v(d) — A(=)v(d2)

where \(z) == A(z,I). The filtering process m = (7)¢>0 satisfies for all t > 0 and
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P-a.s. the following SDE

d
&m By, — m By,me(I), t € [Tn,Tnt1), n € Noy
mo = Hy, [1]

T, = Hy, [A(r )], neN
where p is the initial law of X, (Tp)nen are the jump times of the process Y and
A, Hy, y € O, are suitably defined operators acting on finite measures on 1.

A peculiarity of the filtering process is that it takes values on a proper subset of the
set of Borel probability measures on I. This subset, denoted by A, is called effective
simplex and is the disjoint union of all the families A, of probability measures con-
centrated on the level sets h~1(y), as y varies in the set O. This feature is due to the
fact, noticed earlier, that if at some time ¢ > 0 we observe the value Y; = y for some
y € O, then we know that, P-a.s., X; € h~'(y). This implies that the filtering process
at time ¢ must be a random probability measure on [ that is P—a.s. concentrated on the
level set A1 (y). Expressing this fact with our notation, in this situation we have that,
P-as.,m € Ay C A..

At least heuristically, the equation satisfied by the filtering process indicates that
7 is a Piecewise Deterministic Markov Process, or PDMP for short. This class of pro-
cesses, introduced by M.H.A. Davis (see e. g. the monograph [32]), has been widely
studied in the literature, also in connection with optimal control problems, and has im-
portant applications. The reason is that such class of processes mostly covers models
that are not of diffusive type. In fact, their behavior (as the name suggests) is determi-
nistic between some random jump times. In this time window they follow a determinis-
tic flow, associated to a vector field, satisfying an ordinary differential equation (ODE).
The occurrence of a random jump time, governed by a rate function, makes the process
restart after this random time in a new position, determined by a transition probability.
The distribution of a PDMP is, thus, completely characterized by the characteristic
triple, formed by the flow (or, equivalently, the vector field), the rate function and the
transition probability.

Our intuition is confirmed by the following theorem, that characterizes the filtering
process as a PDP and provides its characteristic triple.

Theorem. For each fixed y € O let By the operator defined for all finite signed Borel
measures v on I as

Byu(dz) = Ln-10y(2) /1 M, d2) v(dz) — A(2)w(d2)

where \(z) = A(z, I).

For every initial law v € A, of the unobserved process X, the filtering process is a
Piecewise Deterministic Process with starting point v and with respect to the following
characteristic triple (F,r, R)

F(v) = Byv—vByvI),
r(v):

R(v,D) = /O 1p(Hu[A(W)]) p(v,dv), v e A, DeB(A.)

€A,

v
—Byv(I /)\xh Jv(dz), veA,.
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where A is a suitably defined operator acting on finite measures on I and p is a transi-
tion probability defined for all v € A, and all Borel subsets B of O as

1 - v(dx ifr(v
p(v, B) = @/IA(W’ (B\ {y})) v(dz), ifr(v)>0
Qy(B), l'fT(I/) :0

where (qy)yco is a family of probability measures, each concentrated on the level set
h=1(y), y € O, whose exact values are irrelevant.

As said earlier, the importance of characterizing the filtering process resides in the
fact that it allows to transform our optimal control problem with partial observation
into a complete observation one, where the state variable is the filtering process in
place of the unobserved process X . This follows from an easy computation performed
on the cost functional J and involving nothing more than conditional expectations and
Fubini-Tonelli theorem. However, proving the equivalence between the problem with
partial observation and the one with complete observation is not an easy task. In fact,
to solve our optimal control problem we need to reformulate it as a control problem
with complete observation for a PDP, called the separated problem, for various reasons
that will be thoroughly discussed. More specifically, the separated problem will be a
discrete-time one related to a specific Markov decision model formulated in terms of a
PDP. The reduction of PDP optimal control problems to discrete-time Markov decision
processes is exploited e. g. in [1, 26, 30, 32]. This reformulation produces the separated
control problem that we prove to be equivalent to the original one and that allows to
study its value function. The equivalence between the original and the separated control
problems can be summarized by the explicit equality linking the corresponding value
functions, denoted respectively by V' and v.

Theorem. For all initial laws p of the unobserved process X we have that

Vip) = /O o(H, ) jro b~ (dy)

where 11 0 h™1 is the image measure defined as yu o h™'(B) = p(h="(B)) for all
Borel subsets B of O and Hy, y € O, are suitably defined operators acting on finite
measures on 1.

This equality allows to study the value function v of the separated control problem
to provide an indirect characterization of the value function V' of the original control
problem, that we are not able to analyze directly.

It is worth noticing that there is a significant difference between the approach to
PDP optimal control problems presented in [32] and ours. In the book by Davis the
class of control processes is represented by piecewise open-loop controls, a class of
processes introduced by D. Vermes in [61] depending only on the time elapsed since
the last jump and the position at the last jump time of the PDP. In our separated control
problem, instead, we are forced to use a more general class of control policies depen-
ding on the past history of jump times and jump positions of the PDP. In fact, as we
shall later see, it is only looking at this larger class that we can find a correspondence
between controls for the original problem with partial observation, i. e. in the class U4,
and policies for the separated PDP control problem. In this sense, an approach closer
to ours can be traced in [27]. However, in that paper the authors consider an optimal
control problem for a PDP (with complete observation), where the control parameter
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acts only on the jump intensity and on the transition measure of the process but not on
its deterministic flow.

The value function is characterized as the unique fixed point of a contraction map-
ping. This operator, denoted by G, is defined for all real-valued bounded and continuous
functions w on A, as

oo

Guw(v) = inf e LG (), X (1), a(t), w) dt, v € A,
@ 0

where the infimum is taken in the set A := {a: [0,4+00) — U, measurable} of all
possible ordinary controls, instead of relaxed ones, and L is a real-valued function
depending on all the quantities relevant to the separated control problem, i. e. the cha-
racteristic triple of the PDP, the cost function f and the control function @ € A. The
functions ¢, x5 and L are introduced in Sections 3.1 and 3.2 in the Markov chain
setting and in Sections 4.1 and 4.2 in the jump Markov process case.

The operator G can be associated with a deterministic optimal control problem
connected with the stochastic one. It is the problem that an agent must solve to optimize
the dynamics of the PDP given by the filtering process between two consecutive jump
times, i.e. when the filtering process moves along the deterministic flow of the PDP.
We stress once more that in this deterministic problem the agent optimizes among all
ordinary control functions, not relaxed ones.

We will prove that the operator G maps the space of real-valued bounded and con-
tinuous functions on the effective simplex into itself and we will show the following
result.

Theorem. Under suitable assumptions on the cost function f and the rate transition
measure \ of the unobserved process X, the value function v of the separated optimal
control problem is the unique fixed point of the operator G in the space of real-valued
bounded and continuous functions on A..

Our value function v is, thus, bounded and continuous.

We can provide a further characterization of this value function in the case where
the set I, the state space of the unobserved process, is a finite set. In this case, covered in
Chapter 3, the unobserved process X is a continuous-time homogeneous Markov chain,
whose controlled rate transition matrix A is given. The space of probability measures on
I can be identified with the canonical simplex on RI!|, where |I| denotes the cardinality
of the set /. Hence, the effective simplex A, is a proper subset of this canonical simplex
and it is a compact set. The filtering process can be viewed as a vector-valued process
and, in particular, is regarded as a row vector. Also the cost function f is seen as a
(column) vector-valued function f defined on the space of control actions U.

Before anticipating this characterization, we point out that this setting has been
analyzed in two other works. The filtering problem for a continous-time Markov chain
has been studied in [25]. In that paper, filtering equations are computed, the filtering
process is characterized as a PDP and its local characteristics are written down expli-
citly. There the authors consider an application of those results to an optimal stopping
problem.

An optimal control problem is, instead, studied in [63]. This PhD thesis analyzes a
more general model than ours: alongside the processes X and Y with values in finite
spaces, a further finite-state jump process appears, called environmental, influencing
both the unobserved and the observed processes. Our function h is encoded in the
specification of an information structure, i. €. a partition of the state space I. Although
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in some specific situations our problem can be described in the setting of [63], there
are some differences, both at level of definitions and of techniques adopted. In our
thesis, for instance, the initial state X of the unobserved process is a random variable
with law p, not just a pre-specified deterministic state; this is a common feature of
Markov chains models but it induces some non-trivial complications as we shall see,
in particular in connection with the value function v of the separated control problem.
In addition, as we anticipated earlier, we prove the equivalence between the original
problem and the separated one and we provide a detailed description of the structure of
admissible controls in both problems: this is required to make the results in [63] fully
rigorous.

Moreover, alongside the characterization of the value function v as unique fixed
point of the contraction mapping G mentioned earlier, we are able to prove the follo-
wing result.

Theorem. Under suitable assumptions on the cost function f and the rate transition
measure \ of the unobserved process X, the value function v of the separated opti-
mal control problem is the unique constrained viscosity solution of the following HJB
equation

H(v,Dv(v),v) + pv(v) =0, veA,

where the hamiltonian function H is defined for all v € A, all vectors b € Rl and
all bounded and continuous functions w: A, — R as

H(v,b,w) == sup{F(u, wb — vE(u) — (v, u) /

uelU Ae

[w(p) — w()] R(v,u: dp>}.

The concept of constrained viscosity solution was introduced by H.M. Soner in
[58, 59]. This result allows to avoid using generalized gradient methods, as in [63],
which require locally Lipschitz continuity of v and additional assumptions on the data
of the problem. It is our opinion that the viscosity solutions approach deserves a de-
tailed exposition, since this concept is extensively adopted in the literature to solve
HIJB equations associated to stochastic optimal control problems (see e.g. [8, 38]).
Considering in particular PDP optimal control problems, this approach can be found
in [31, 33]. We also mention, as recalled at the beginning of the Introduction, that a
characterization of the value function v via BSDEs may be studied (in the PDP optimal
control setting see e. g. [5, 6]).

The last result that we anticipate here, remaining in the Markov chain setting, is the
existence of an optimal ordinary control.

Theorem. For each initial law p of the unobserved process X there exists an optimal
ordinary control W* € Uyq, i. e. an admissible control process (u})i>0 € Uyq such
that, for each time t > 0, u} depends on the last jump time and position of the process
Y prior to time t, takes values in the set U, and minimizes the cost functional J.

We notice that this optimal control corresponds to a piecewise open-loop control
in the sense of Vermes. Thus, in some sense this result closes the circle, ensuring the
existence of control processes that are standard in PDP optimal control problems.

The thesis is organized as follows. In order to make it as self-contained as possible,
the first Chapter is devoted to recall some results on Marked Point Processes (Section
1.1) and Piecewise Deterministic Markov Processes (Section 1.2).

Marked Point Processes are a useful tool to describe the control problem discussed
above and play a central role in Chapter 2, where we obtain the explicit filtering equa-
tions anticipated earlier (Section 2.1) and we prove the characterization of the filtering
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process as a PDP (Section 2.2). In Section 2.3 we introduce the notation adopted in the
Markov chain case, studied in Chapter 3, and in Section 2.4 we provide some remarks
on the role of the function A in the filtering problem.

In Section 3.1 we introduce the setting of the optimal control problem and we prove
a useful property concerning the transition kernel associated to the filtering process. In
Section 3.2 we define the separated optimal control problem for the filtering process
and we prove its equivalence with the original one. In Section 3.3 we prove the two
characterizations of the value function associated to the separated control problem, as
the unique fixed point of the contraction mapping G mentioned earlier and as the unique
constrained viscosity solution of the HJB equation stated above. Finally, in Section 3.4
we prove the existence of an ordinary optimal control for our problem and in Section
3.5 we provide an example where we are able to solve explicitly our optimal control
problem.

In Chapter 4, the final one, the optimal control problem for a continuous-time ho-
mogeneous pure jump Markov process is studied. The steps are almost the same of
Chapter 3. In Section 4.1 the optimal control problem is introduced and its equivalence
with the separated optimal control problem for the filtering process is proved in Section
4.2. The characterization of the value function associated to the separated control pro-
blem as the unique fixed point of the contraction mapping G is studied in Section 4.3.
In Section 4.4 we make some comments on the rdle of the function & in the control
problem.

We point out that all the proofs contained in this thesis are original. Results stated
without proof are either generalizations (or slight modifications) of other proofs contai-
ned in this work or can be found elsewhere in the literature. In this case, we explicitly
indicate references for the interested reader.



CHAPTER 1

Preliminaries

This Chapter is devoted to a synthetic and brief review of the main concepts regarding
marked point processes and piecewise deterministic processes. The reader will encoun-
ter these kind of processes in the following Chapters and we will use various results,
stated in this Chapter without proof in order to make this thesis as self contained as
possible. For the reader’s convenience, we will point out the precise reference of the
presented results.

1.1 Marked point processes

In this Section we introduce marked point processes, or MPP for short. These processes
have been deeply studied and characterized in the past years. The main references on
this topic are [43, 17, 47, 42] and the interested reader is invited to consult them for
detailed expositions on the subject. Here we present a summary of the main results on
MPPs that we are going to use in the next Chapters. We mostly follow the discussions
in [43] and [17] and we provide the precise reference to the results shown, for sake of
clarity.

1.1.1 General results on marked point processes

Marked point processes are countable collections of couples of random variables, de-
noted by (7}, &, )nen and defined on some probability space (2, 7, P). The random
variables T;,: 2 — (0, +00], n € N satisfy

T, < Thi1, P-ass., n € N.
Tw <4oo=T, <T,41, P-a.s., n € N.

They represent the time of occurrence of some random phenomenon. The collection
(T))nen is called simple point process, or just point process. The random variables
& 0 = E,n € N, take their values in a measurable space (E,£), called the
mark space, and represent a quantity related to each random time 7},. We denote by
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Too(w) = limy, 00 Tn(w), w € § the accumulation or explosion point of the MPP. If
Too = +00, P-a.s., the MPP is said to be non-explosive. Notice that the accumulation
point may be finite and, in that case, there is no point after 7.

A marked point process can be equivalently described via a random counting mea-
sure, or RCM for short. This is a random measure on ((0, +00) x E, B((0, +00)) ®€)
defined as

p(w, dt dz) == Za (Ta)ne) (dtdx)]lTn(w)<+oo, weN

where d,, denotes the Dirac probability measure concentrated on the point a. With the
expression random measure on some measurable space (A4,.A) we mean a transition
kernel from (€2, F) to (A, .A). We will base our analysis of MPPs on their correspon-
ding RCMs.

Another quantity associated to MPPs is the counting process N; = u((O,t] X
E ) , t > 0, that counts the number of jumps occurred up to time ¢. We can also define a
family of counting processes parameterized by measurable sets in the o-algebra &, i. e.
consider the processes

Ni(A) = p((0,t] x A), t>0, A€E. (1.1.1)

Notice that, in the case of a simple point process, the counting process N = (N;);>0
completely describes it and there is no need to consider its associated RCM.
For the rest of this Chapter, the following assumption will be in force.

Assumption 1.1.1. The mark space E is a Borel subset of a compact metric space
(a.k.a. Lusin space). The o-algebra £ is the Borel o-algebraon E, i.e. £ = B(F).

We will sometimes consider an extra point A that we add to the mark space E,
defining Ea := E U {A} with its Borel o-algebra Ea := B(EA).

To study MPPs we will adopt a dynamic point of view and treat them as continuous
time stochastic processes through their RCMs. From now on, we are given a filtration
F = (Fi)t=0 on (2, F,P), i.e. an increasing sequence of sub-o-algebras of F. We
assume that the usual conditions of Dellacherie are satisfied, meaning that the proba-
bility space (€2, F,P) is complete and all the o-algebras of F are augmented with the
collection A of all P-null sets of F.

A marked point process (T}, &, )nen is said to be F-adapted if the sequence of
((0,+00] x E)-valued random variables (7T, &, )nen is such that for all n € N

1. T, is a F—stopping time and T}, < T),41, P-a.s.
2. &, is Fr,—measurable.
3. T, < 4oothenT, < T,11, P-as.

Clearly, we can always consider a marked point process (T,, &, )nen as adapted to its
natural completed filtration, that we denote by G := (G;);>0, Where

Gr=0(pu((0,s] xA): 0<s<t, AcE) VN, t>0. (1.1.2)
It is possible to give an extremely careful description of the filtration G.

Theorem 1.1.1 ([17, Appendix A2, Th. T30]). Let (T}, &n)nen be an E-marked point
process defined on (2, F). We have that
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1. Gr, =o(T1,61,- ., T, 6n) VN, n €N
2. ng’ :U(Tlvgla"'aTn—lafn—laTn)\/N,HEN.
3. Gr, =o(T1,§ ...)VN.

Let P(F) be the o-algebra on € x [0, +00) generated by the maps (w, t) — Y;(w)
that are J;-measurable in w and left-continuous in ¢. We recall that a real-valued
process X = (X});>0 is called F—predictable if the map (¢t,w) — X;(w) is P(F)-
measurable. An important characterization of predictable processes is given in the fol-
lowing Theorem. First, we need to introduce the following assumption concerning the
structure of the filtration F.

Assumption 1.1.2 ([43, (A.1)]). We have that forallt > 0, 7y = Fo V Gy = o(Fp U
Gt), where G = (G;)¢>0 is the natural completed filtration of the MPP (T,, &y, )nen
introduced in (1.1.2).

Theorem 1.1.2 ([17, Appendix A2, Th. T34] and [43, Lemma 3.3]). Let Tp(w) =
0,w € Q and let Assumption 1.1.2 be in force. In order for the process X = (Xy)i>0
to be F—predictable it is necessary and sufficient that X is Fo—measurable and it
admits the representation

Xi(w) = Z Tt 0) L, ()<t ir () FF O (6 W) Lt ()<t oo > 0, w € Q
n&eNp

where for each n € Ny the mapping (t,w) — " (t,w) is Fr, ® B([0,400))-
measurable.

Remark 1.1.1. Thanks to Theorem 1.1.1 it is possible to write the functions f () ne
Ny of Theorem 1.1.2 as

o fO(t,w) = fo(t, Xo(w)), t >0, w e Q.
i f(n)(taw) = fn(thO(w)v e >Tn(w)a£n(w))’ t>0,we,neN
o [O)(t,w) = foo(t, Xo(w), Ty (w), &1 (@), ...), £ > 0, w € Q.

where the functions f,,, n € Ny are suitably defined deterministic functions.

In what follows we also consider stochastic or random fields on FE, i.e. stochastic
processes depending on an additional parameter z € E. Similarly to stochastic pro-
cesses, a random field Z = (Zt (x))@o’meE is said to be F—predictable if the map
(t,w,x) — Zi(w, z) is P(F) @ E-measurable.

The concept of predictability can be extended to random measures thanks to the
following definition.

Definition 1.1.1 ([43]). A random measure 1 on (E, &) is said to be F—predictable if
for all nonnegative F-predictable random fields Z = (Z;(x)),-, , . We have that the

real-valued process
([ znasiw)
(0,t]x E t>0

=

is F—predictable.
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Dual predictable projection of a RCM

Let (T, & )nen be a F—adapted marked point process with associated random counting
measure u. One of the main results concerning marked point processes is the existence
of the dual predictable projection of the associated random counting measure.

Theorem 1.1.3 ([43, Th. 2.1]). There exists one and only one (up to a modification
on a P-null set) F—predictable random measure v such that for each nonnegative F—

predictable random field Z = (Zt(:v))t>0 wcp We have:

E/ Zy(z) p(dtdx) = E/ Zy(x) v(dt dx).
(0,400)xX E (0,+00)x E

The F—predictable random measure v is called the F—dual predictable projection of u.

Proposition 1.1.4 ([43, Prop. 2.3]). One can choose a version of v satisfying identi-

cally

v({t} xE) <1, t>0 (1.13)
V([Tw, +00) x E) = 0.

Theorem 1.1.3 is of fundamental importance because it paves the way for a mar-
tingale description of a MPP. In particular, we have the following result.

Proposition 1.1.5 ([43, (2.4), (2.5) and (2.6)]). The F—dual predictable projection v of
1 is characterized by any of these equivalent facts.

1. v satisfies (1.1.3) and for each A € & the process (V((O,t] X A))t>0 is the
F—dual predictable projection of (11((0,t] x A))t>0.

2. v satisfies (1.1.3) and
(a) forall A € € the process (v((0,t] x A))t>0 is F—predictable,
(b) forall A € & and all F—stopping times T it holds
E[v((0,T] x A)] =E[p((0,T] x A)].
3. v satisfies (1.1.3) and
(a) forall A € € the process (v((0,t] x A))t>0 is F—predictable,
(b) forall A € £ and all n € N the process
(v((0,t AT,] x A) = p((0,t AT,] < A)) o,

=

is a uniformly integrable F—martingale. If P(T, = +00) = 1 one can
replace (3b) by

(b’) forall A € & the process

(v((0,8] x A) = u((0,1] x 4)) 5,

is a F—local martingale.

The following result allows to give a complete description of a marked point pro-
cess in terms of its local characteristics, by disintegrating the dual predictable pro-
jection v as specified below (here Assumption 1.1.1 is fundamental).
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Theorem 1.1.6 ([17, Ch. VIII, Th. T14]). There exists

1. a unique (up to P-indistinguishability) right-continuous F—predictable increa-
sing process A = (Ay)i>0 with Ag =0,

2. a transition measure ®,(w, dz) from ((0,400) x Q,P(F)) into (E, &), such
that, for alln € N

E / Zy(z) p(dsdz) = E / Z.(2) @4 (dz) dA,
0, T,]xE (0,T,]xXE

for all nonnegative F—predictable random fields Z = (Zt (x))t>0 I

The pair (A, ®,(dz)) gives the (P, F)-local characteristics of the MPP (T, &n)nen.

The following result gives an important characterization of the probability kernel

Theorem 1.1.7 ([17, Ch. VIII, Th. T16]). Let (T}, &, )nen be a F—adapted marked
point process, with F—local characteristics (A7 @t(dm)). Under Assumption 1.1.2, the
transition probability ®,(dx) satisfies for alln € N

Op,(A) =Pt € A| Fr], P-as. on{T, < +oo}.

It is possible in some cases to give an explicit form for the dual predictable pro-
jection v. Let us define the sojourn times (.S, ), en by

Tn - Trb— , on Tn— < 400
S, = { voon T ; (1.1.4)

+00, on {T,_1 = oo}

Let us denote by G, (w,dt dz), n € Ny a regular version of the conditional law of
(Sn+1,&n+1) given Fr, and let H,, (w, dt) := G, (w,dt X Ea), be the conditional law
of S,,+1 given Fr, . We point out that thanks to Assumption 1.1.1 the regular versions
of these conditional laws always exist.

Proposition 1.1.8 ([43, Prop. 3.1]). Under Assumption 1.1.2 the following formula
defines a version of the F—dual predictable projection of i (which satisfies (1.1.3)).

Gn(dt — T, dz)
dtdx) = 1 .
l/( l') Z H ([t — Tn7 +OO]) Tn<t§Tn+1

neNp "

Another important question regarding dual predictable projections concerns the
opposite question answered by Theorem 1.1.3. Suppose that we have a predictable
random measure v: under which conditions it is possible to construct a probability
measure P on a suitably defined measurable sample space such that v is the dual pre-
dictable projection of u?

Assumption 1.1.3 ([43, (A.2)]). We have that Q = Q' x Q" where

e ) is the canonical space for MPPs, i.e. the set of all possible marked point
processes (T, &) Jnen.

e (27, F") is an arbitrary measurable space.
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Moreover, we are given a MPP (T,,, &, )nen such that
(T, &n) (W', ") = (T, )W), w= (', w")€Q,neN
and a filtration F = (F;);>0 such that
Fo =109} F", Fr=FoV G
where (G;);>o is the natural completed filtration of y defined in (1.1.2).

We denote by F, := \/t>0 JFi. We have the following important result.

Theorem 1.1.9 ([43, Th. 3.6]). Let Assumption 1.1.3 be in force. Let Py be a probabi-
lity measure on (2, Fo) and v a predictable random measure satisfying (1.1.3). Then
there exists a unique probability measure P on (0, F,) whose restriction to Jy is Py
and for which v is the predictable projection of .

Martingale representation theorem

As it is known, martingale representation theorems are ubiquitous and fundamental
in stochastic processes analysis. As everyone expects, such a theorem exists also for
marked point processes. Its importance is never to be underestimated and in our case it
will be central to solve the stochastic filtering problem in Chapter 2.

Let (2, F,P) be a fixed probability space and let (T},, &, )nen @ F-adapted marked
point process defined on it, with associated random counting measure y. We have the
following two results.

Proposition 1.1.10 ([43, Prop. 5.3]). Let Z = (Zt(a:))t>0 wep be a real-valued F—
predictable random field satisfying
/ |Zs(z)|v(dsdz) < +o0, t>0,P-as. on{t < T}
(0,t]x E
Let X = (Xy)i>0 be a right-continuous F—adapted process, such that
X =Xy —|—/ Zs(x) [p(dsdz) — v(dsdz)], ¢ >0, P-a.s. on {t < Ts}.
(0,t]xE
Then there exists a sequence (S, )nen of F—stopping times increasing P—a.s. towards

Too, for which (Xias, )e>o is a uniformly integrable martingale for each n € N.

Theorem 1.1.11 ([43, Th. 5.4]). Let Assumption 1.1.2 be in force and let X = (X¢)i>0
be a right-continuous F—adapted process. Then there exists a sequence (Sy,)nen of F—
stopping times increasing P—a.s. towards Tw,, for which (Xias, )i>o0 is a uniformly
integrable martingale for each n € N, if and only if there exists a real-valued F—
predictable random field Z = (Zt(z))tzo, v p Satisfying

/ |Zs(x)| v(dsdx) < 400, t >0, P-a.s. on {t < T}
(0,t]xE

X: =X, —|—/ Zs(z) [p(dsdz) — v(dsdz)], ¢ >0, P-as. on{t <Tx}.
(0,t]xE
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1.1.2 Stochastic intensities

Important examples of marked point processes are those admitting a stochastic inten-
sity.

Let us start discussing the case of a F—adapted simple point process (T, )nen defi-
ned on (2, F,P). For sake of simplicity, we assume that it is P-a.s. non-explosive. We
denote by N = (INy):>0 its associated counting process.

Definition 1.1.2 ([17, Ch. I, Def. D7]). Let A = (\;):>0 be a F—progressive nonnega-
tive process such that forall ¢t > 0

t
/ Asds < 400  P-a.s.
0

If for all nonnegative F—predictable processes Z = (Z;);>o the equality

]E/ stNs:E/ Z\s ds
0 0

is verified, then we say that N admits the F-stochastic intensity A.

The stochastic intensity may fail to exist. However, we know from Theorem 1.1.3
that the dual predictable projection always does. In the case of a simple point process
this can be identified with an increasing right-continuous F—predictable process A =
(A¢)e>o0 with Ag = 0 (cfr. Theorem 1.1.6). In particular, we are granted the existence
of a stochastic intensity if the measure dA is absolutely continuous with respect to
the Lebesgue measure on ((0, 4+00), B((0,+00))), in the sense that there exists a F—
predictable nonnegative process A = ()= such that

t
Ay = / Asds, t>=0, P-as.
0

We now present some explicit examples of stochastic intensities.

Example 1.1.1 (Homogeneous Poisson Process). Let (T}, )nen be a F—adapted point
process, with associated counting process N = (IN¢);>0, and let A > 0.
If forall 0 < s < tand all u € R it holds

B[ | 7] = exp{A(t — s)(e ~ 1)}, (115

then NV is called a F—homogeneous Poisson process with intensity A. In other words,
its stochastic intensity is the deterministic constant process equal to \.

Condition (1.1.5) implies that for all 0 < s < ¢ the increments N; — N, are P—
independent of F given Fy. Moreover, it leads to the usual formula

k
P(N; — Ny =k | F.) = e”“ﬂw, k € N.

A simple calculation using formula (1.1.5) shows that EN; = At. This allows us
to interpret the intensity of the process N as the expected number of “events” that
occur per unit time and identifying it with A. This reasoning can be further generali-
zed in order to consider a wider class of processes that are still related to the Poisson
distribution, as shown in the following example.
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Example 1.1.2 (Conditional Poisson Process). Let (T},),en be a F-adapted point pro-
cess, with associated counting process N = (IV;)¢>0, and let A = (A¢)¢>0 be a nonne-
gative F—progressive process.

Suppose that the following conditions hold:

e )\; is Fp—measurable, forall t > 0,

. fot Asds < 400, P-as., forallt > 0,
o E[etu(Ne=N:) | 7] = exp{(ei“ -1) f; Ar dr}, P-as., forall 0 < s < t.

Then N is called a F-conditional Poisson process, or F—-Cox process, with stochas-
tic intensity A.

Allowing stochastic intensities to be F—progressive processes has the effect that
uniqueness (modulo indistinguishability) is lost. However, it is always possible to find
a F—predictable version of the stochastic intensity, so that uniqueness is restored, as the
following Theorem shows.

Theorem 1.1.12 ([17, Ch. I, Th. T12 and T13]). Let (T},)nen be a F-adapted point
process, with associated counting process N = (Ny);>o. Suppose that it admits a F—
stochastic intensity A = (A\¢)1>0. Then a F—predictable version of X exists. Moreover,

i\ = (j\t)t20 and X\ = (\)¢>0 are two F—predictable intensities of N, then

~ ~

At(w) = M (w) P(dw)dNy(w)-a.e. (1.1.6)
In particular, P-a.s.,
Ar, = A, on{T, <}, neN, (1.1.7a)
M(w) = A(w)  A(w)dt—and A(w)dt-ace., w e, (1.1.7b)
A, >0 on{T, <o}, neN. (1.1.7¢)

Let us know discuss the existence of a stochastic intensity for a marked point pro-
cess.

Definition 1.1.3 ([17, Ch. VIIL, Def. D2]). Let (T,,&,)nen be a F—adapted marked
point process, with associated random counting measure j. Suppose that for each
A € &, the counting process (Nt(A)) />0 defined in (1.1.1) admits the F—predictable
intensity (A\;(A)), . where \; (w, dz) is a transition measure from (2 x [0, 4+-00), F®

B([0,+00))) into (E, ). We say that ;¢ admits the F-intensity kernel X (dz).

Also in this case, intensity kernels may fail to exist. Again, by Theorem 1.1.3 we
know that the F—dual predictable projection v of y always exists and we are granted the
existence of the F—intensity kernel whenever v is absolutely continuous with respect
to the Lebesgue measure on ((0,400), B((0,+00))). This means that there exists a
transition measure A, (w, dz) from (€2 x [0, +00), F @ B([0,+00))) into (E, £) such
that (A;(A))¢>0 is a F—predictable nonnegative process for all A € £ and

t
y((O,t] X A) :/ As(A)ds, t>0, Ae&, P-as.
0
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We recall that, since Assumption 1.1.1 is in force, the F—dual predictable projection
v of p is a random measure that can always be disintegrated to produce the F—local
characteristics of the MPP (T}, &, )nen. When a stochastic kernel exists, we obtain
that the F—local characteristics can be expressed as in the following definition.

Definition 1.1.4 ([17, Ch. VIII, Def. D5]). Let (T, &, )nen be a F—adapted marked
point process, with associated random counting measure p. Suppose that it admits the
F-intensity kernel A;(dx). Then we have that

)\t(dx) = Atq)t(d.lf), t> 0, P-a.s.

where A = (\¢);>0 is a nonnegative F—predictable process and ®;(w, dz) is a transition
probability from (€2 x [0, +00), F @ B([0,+00))) into (E,&). The pair (A, ®;(dx))
gives the F—local characteristics of p.

Under some conditions, we are able to obtain an explicit form of the F-local charac-
teristics ()\, P, (dx)) of a marked point process, similarly to what we saw in Proposition
1.1.8.

Theorem 1.1.13 ([17, Ch. VIII, Th. T7]). Let Assumption 1.1.2 be in force and let
(T, &n)nen be a F—adapted marked point process, with associated random counting
measure [i. Suppose that, for each n € Ny, there exists a regular conditional distribu-
tion of (Sn+1,&n+1) given Fr,, of the form

B(Spi1 € A, s € C | Fr,) = / g (s5,C)ds, A€ B([0,+0)), C €&
A

where (Sy, )nen are the sojourn times defined in (1.1.4) and, for each n € Ny, g("‘H)
is a finite kernel from (€2 x [0, 00), Fr,, @ B([0,+00))) into (E, ), that is to say:

L (w,8) = ¢V (w,s,C) is Fr, ® B([0, +00))-measurable, for all C € &,

2. forall (w,s) € Q2 x [0,00), C+s g"V(w,s,C) is a finite measure on (E, ).
Then . admits the F—local characteristics ()\, @t(dx)) defined by (set Ty = 0)

g(n+1)(t _ Tn7 C’)

M(C) = — ,te (Th, Thi1], n €N (1.1.8a)
) 1— [T gt (s, E) ds ( ) ’
A =M(E), t>0 (1.1.8b)
A (C)
P, (C) = , t>0,Cef. 1.1.8

1.1.3 Filtering with marked point process observation

Stochastic filtering techniques address the issue of estimating the state at time ¢ of a
given dynamical stochastic system, based on the available information at the same time
t. Historically and in the context of second-order stationary processes, two approaches
have mainly been used:

e Frequency spectra analysis (Kolmogorov-Wiener).

e Time-domain analysis (Kalman).
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Since we adopted a dynamical approach so far to describe and study marked point
processes, we will use tools that are based on Kalman’s innovations theory.

The basic datum of a filtering problem is a pair of stochastic processes: a state
process and an observed process. The former is also said unobserved or signal process;
we are interested in the estimation of its state or, more generally, of the state of a
process that depends on it. To estimate its state we will use the information provided
by the latter process, i. e. the observed one.

Having in mind this setting, we will proceed along this path:

1. Find the innovating representation of the state process and then project this re-
presentation on the natural filtration of the observed process.

2. Search for filtering formulas, expressed in terms of the innovations gain and of
the innovating part, using the representation of martingales with respect to the
observed filtration.

3. Use martingale calculus to identify the innovations gain.

The Innovating Structure of the Filter

Let X = (X¢)iz0 and Y = (Y3)>0 be two (E,E) valued processes and let Z =
(Zt)i=0o = (p(Xt))t=0 be a real-valued process, with p: £ — R a measurable
function. We assume that X is the unobserved process, Y is the observed process and
Z as the process that we aim to filter.

Let X = (X})¢>0 and Y = ())1>0 be the natural completed filtrations of the
processes X and Y respectively. With F = (F;);>0, where F; = &3, V Yy, t > 0, we
denote the global filtration.

In the sequel we suppose that the process Z satisfies the equation

t
Zt:Z0+/fsds+Mt, P-as., t >0 (1.1.9)
0

where

1. (ft)t>0 is a F—progressive process such that
t
/ |fs]ds < 400 P-as., t >0,
0

2. (My;)¢>0 is a zero mean F—local martingale.

Equation (1.1.9) is called the semi-martingale representation of Z. In most cases of
practical interest, the existence of this representation can be directly exhibited as shown
in the following examples.

Example 1.1.3 (Signal corrupted by a white noise'). Let X be the real-valued process
t
Xt:XOJr/ Spdu+W,, t20
0

where

!For a background in stochastic processes driven by Wiener-processes, see [45].
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o (S})i>0 is a F—adapted process such that
t
/ |Suldu < 400 P-as., t >0
0

o (W.)i>0 is a F-Wiener process.

Let ¢: R — R be a twice continuously differentiable function and let Z; =
©(X4), t = 0. Then, an application of Ito’s formula yields

t 1 t
Zt:ZO+/ (Su@’(Xu)—&—an”(Xu)) du+/ ¢(X)dW,, t>0 (1.1.10)
0 0

where the last term in the sum is an Ito’s integral. Formula (1.1.10) is a representation
for the process X of type (1.1.9) with

1
fe = S’ (Xy) + 580”(Xt)7 t=0

t
Mt:/ ¢ (X,)dW,, t>0.
0

Example 1.1.4 (Markov processes with a generator). Let X be a E-valued homogene-
ous F-Markov process with infinitesimal generator £ of domain D(L). Then applying
Dynkin’s formula we obtain that for any ¢ € D(L) it holds

¢
P = (Xo) + [ Lo(X)ds +Ms, 30 (LLID
0
where (M;)¢>0 is a F—martingale. The representation (1.1.11) is clearly of the form
(1.1.9) and will be used in Chapter 2.

As previously stated, the first step in the innovations method consists in projecting
the semi-martingale representation given in (1.1.9) on the observed filtration Y. This is
the content of the following Theorem.

Theorem 1.1.14 (Projection of the State [17, Ch. IV, Th. T1]). Let Z = (Z;)¢>0 be an
integrable real-valued process with semi-martingale representation given by

t
Zt:ZO+/ fsds+ My, =0
0

where

(@) (ft)i>o0 is a F—progressive process such that
t
]E{/ |fs|ds] <400, t=0
0

(ii) (My)i>0 is a zero mean F—martingale.
Then .
E[Z, | V] = E[Z, | y0]+/ feds+ DM, t>0 (1.1.12)
0

where
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o (My)i>0 is a zero mean Y-martingale,

o ( ft)@o is a Y—progressive process defined by

t t
E[/ Csfsds} :E[/ Csfsds}, t>0 (1.1.13)
0 0

for all nonnegative bounded Y-progressive processes (Cy)i>0.

Remark 1.1.2. It can be shown that a process (f;)i>o satisfying (1.1.13) always ex-
ists (see e. g. [17, Remark (), p. 88]). A more concrete version of it can be obtained
whenever we are granted the existence of a version of the conditional expectation of f;
given ); such that the mapping (w,t) — E[f: | Vi](w) is Y—progressively measura-
ble, for all £ > 0. Then the process (f; (w))t>0 = (E[f: | yt}(w))m clearly satisfies
(1.1.13), as an application of the Fubini-Tonelli theorem shows.

Filtering Equations

We now assume that the observed process Y is a F—adapted EF—marked point process
(T}, &1 ) nen, with associated random counting measure . Until the end of this dis-
cussion, Assumption 1.1.2 will be in force and we suppose that p admits the F-local
characteristics (\, ®;(dz)) and the Y-local characteristics (), ;(dz)). For technical
reasons, Dellacherie’s usual conditions stated in Section 1.1.1 are assumed to hold for
the probability space (€2, F,P) and for all the filtrations here specified.

Let Z = (Z;)+>0 be a real-valued process satisfying the conditions stated in Theo-
rem 1.1.14. We add the following hypothesis.

Assumption 1.1.4. The semi-martingale representation of 7 is such that

(H1) M; = MI+Mg¢,t > 0, where (M{);> is a F-martingale of integrable variation
over finite intervals and (M;)¢>0 is a continuous F-martingale.

(H2) (Z, — M{)i>0 is a bounded process.

‘We are now in a position to state the main result of this Subsection. In fact, recalling
the Martingale Representation Theorem 1.1.11, we can express in a more precise way
the Y-martingale (M;);>o that figures in (1.1.12).

Theorem 1.1.15 (Filtering Theorem [17, Ch. VIII, Th. T9]). Let the conditions stated
in Theorem 1.1.14 and Assumption 1.1.4 hold. Then for all t > 0 and P-a.s.

¢
2= EIZ0 | 9] =Bl | 90)+ [ fuds+
0
—|—/ Ky(z)[p(dsdz) — Ae®,(dz) ds|. (1.1.14)
(0,t]xE

The random field (K,(z))
essentially uniquely by

+0.0c p 18 Y-predictable and is defined P(dw) p(dt da)—

Ki(z) = U} (z) — U (z) + Vi(2), t=>0,z€E. (1.1.15)
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The Y—predictable random fields (\Iji(x))po.xe}z" i = 1,2,3, are P(dw) p(dt dz)-
essentially uniquely defined by the following equalities, holding for all t > 0 and all

bounded Y-predictable random fields (Cy(z)) 5006 F

E:/Ot/Exp;(x)cs(x) Xs(dx)ds: :E:/Ot/EZSCS(:r) )\S(dx)ds]
E:/Ot/E\p’;’(m)cs(x)Xs(dx)ds: —E:/Ot/EZSCS(x)S\S(dx)ds], (1.1.16)

]E: /0 t /E U3 (2)C4(z) A (dz) dS: :E_ /(O’t]XE[ZSZS_]C’S(:p) u(dsdx)}

Remark 1.1.3. The existence of the random fields (W} (x)) i =1,2,3 and, in

1
t>0,z€E’

turn, of the random field (Kt(a:)) is granted since they are Radon-Nikodym

derivatives. In fact:

t>0, z€E’

1. The map (w,t,x) — ¥} (w,z) is the Radon-Nikodym derivative of the measure
p1(dw dt dzr) with respect to the measure 3 (dw dt dz), where

pi (dw dt dz) = P(dw) Zs (w) M (w, dz) dt,
3 (dw dt dz) = P(dw) A (w, dz) dt.

Both measures are defined on (Q x (0,00) x E,P(Y) ® £). The first one is
a signed measure, is o-finite since Z is bounded and is absolutely continuous
with respect to the second one. Moreover, being a Radon-Nikodym derivative,

the random field (¥} (z)) +>0. e 18 Y—predictable.

2. The map (w,t,7) + V?(w, x) is the Radon-Nikodym derivative of the measure
p3(dw dt dzr) with respect to the measure 3 (dw dt da), where

13 (dw dt dz) = P(dw) Ze(w) A (w, dz) dt,
p2(dw dt dz) = P(dw) Ay (w, dz) dt.

Similar considerations to the ones made for the random field (\I/% (z))
apply to this process.

t>0, 2€E

3. The map (w, ¢, z) — V3 (w, x) is the Radon-Nikodym derivative of the measure
w3 (dw dt dr) with respect to the measure 3 (dw dt da), where

13 (dw dt dz) = P(dw) dZ;(w) p(dt dz),
13 (dw dt dz) = P(dw) A (w, dz) dt.

Both measures are defined on (€2 x (0, 00) x E, P(Y) ®E). The first one is a sig-
ned measure, is o-finite since Z, hence (| Z; — Z;_|)+>0 is bounded and is absolu-
tely continuous with respect to the second one, because on the space of definition
of these measures, P(dw) A (w, dz) dt = P(dw) pu(dt dz). The Y-predictability
of the random field (\I/f’(x)) comes from the same arguments applied to
the previous points.

t>0,2€E

Remark 1.1.4. We end this Subsection with a consideration very useful when applying
the filtering formula given in (1.1.14). The random field (V7(z)),., .. 15 P-as.

equal to the process (Zt_ )t>0. This can be easily obtain using the Fubini-Tonelli The-
orem in the second relation of (1.1.16).
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1.2 Piecewise Deterministic Markov Processes

In this Section we discuss piecewise deterministic Markov processes, or PDMP for
short. These processes have been introduced by M.H.A. Davis and we will refer to the
monograph [32] to present some general facts about them. The interested reader may
also consult [42]. PDMPs have received a lot of attention in the literature, since they
can efficiently describe a wide range of non-diffusive stochastic models. They have
also been studied in connection with optimal control problems, starting from the work
by D. Vermes [61], in which the author introduces the concept of piecewise open-loop
control.

Here we give a synthetic introduction to PDMPs, limiting our statements only to
those that will be referred to in the next Chapters. We also simplify the setting of [32],
for sake of clarity.

1.2.1 Construction of a PDMP

As the name suggests, piecewise deterministic Markov processes are Markovian pro-
cesses that evolve deterministically between some random jump times.

To start constructing a PDMP, we specify first the state space. Let £° be an open
subset of R, d € N. We are given a locally Lipschitz continuous vector field F': £ —
E°, determining a flow ¢(t, ), where ¢t > 0 is the time variable and x € EY is the
starting point of the PDMP. We will often write ¢(t, x) = ¢, (¢).

Let us denote by OE° := cl E° \ E° the boundary of E° and define

to(x) == inf{t > 0: ¢,(t) € OE°}, =z € E°

under the usual convention inf () := +oo. It can be shown (see [32, Lemma 27.1])
that ¢, : E° — [0, +00] is a Borel-measurable function. We also make the following
assumption, that excludes the possibility of "explosions" of the flow.

Assumption 1.2.1. Denote by ¢ (x) the explosion time of the flow ¢,.(t), © € E. We
assume that if ¢, (z) = +o0, then oo (z) = 400.

Next, define the following two sets
OFEY = {2 € OE": 2 = ¢, (+t), forsome z € E® and t > 0}.

The set 91 E° (resp. 9~ EP) is the set of points of the boundary of E° that can be
reached forwards (resp. backwards) by the flow, starting from some point z € E°.

Finally, we set E := E° U (0~ E° \ 9T E°) and, to ease the notation, I'* = 9T E°.
The set E is the state space of our PDMP. We denote by £ = B(F) its Borel o-
algebra. It is worth noticing that the measurable space (E, &) is a Borel-space, i.e. a
Borel subset of a complete metric space (cfr. [13]). The set I'* represents the boundary
of our PDMP.

Remark 1.2.1. Choosing a state space for a PDMP as the one above is not the only
available option. It is possible to choose E as a closed subset of R?, d € N (as did,
e.g.,in [39]), as a differentiable manifold (as said in [32, Par. 24]) or even an infinite
dimensional set (as in [55]). We will see such different settings also in the following
Chapters.

The vector field F' determines the behavior of the PDMP between two consecutive
jump times. The distribution of jump times is governed by a jump rate functionr: E —



Chapter 1. Preliminaries 24

[0, +00). This is a measurable function and we assume that for each = € E there exists
g(x) > 0 such that the following integrability condition holds

e(x)
/0 r(¢s(t)) dt < 4o0.

The post-jump location of the PDMP is given by a transition probability R: EUI'™* —
P(E), such that

1. foreach A € £ the map © — R(x, A) is measurable,
2. R(x,{z})=0.

Notice that this transition probability prescribes also jumps from the boundary I'* of
our PDMP. The functions in the triple (F,r, R) give the local characteristics of the
PDMP.

We are now ready to explicitly construct a PDMP, that we indicate by X (w) =
(X, (w))t>0, w € 0. Let (2, F,P) be the probability space defined as follows.

o Q:=[0,1]".
o F = A®N where A is the Lebesgue o-algebra on [0, 1].
e P := \®N where ) is the Lebesgue measure on ([0, 1], .A).

This is the canonical space for a countable sequence of independent random variables
uniformly distributed on [0, 1], that we denote by (U, )nen-

Let us fix a starting point x € E and define the survivor function of the first jump
time 73 of the PDMP as

G(t,2) = Lice, i exp{— /0 ' (60(9)) ds}, "

We set its generalized inverse as ¢(u, x) = inf{t > 0: G(t,z) < u} (again, under
the assumption inf () := +o00) and define the random variables S;(w) = T} (w) =
Y(Uy (w), x). It is clear that, by definition, P(T7 > t) = G(¢,x), t > 0. To define the
post-jump location of the PDMP after the first jump time 77, let ¥: [0, 1] x EUT™* — E
be a measurable function such that A({u € [0,1]: ¥(u,z) € A}) = R(z,A), z €
EUT*, A € &, where we recall that X is the Lebesgue measure on ([0, 1],.A). It can
be shown that such a function exists (see [32, Par. 24]).

The sample path X (w), w € £, of our PDMP up the first jump time 77 is defined
as follows

WV

0.

_ga(t), t=0,if Ti(w) = 400
Xi(w) = {qﬁx(t), t €0, Ty (w)), if T1(w) < 400

If w € Qis such that T} (w) < +oo we set X, ()(w) = V(Ua(w), ¢z (T1(w))).
Notice that, given the definition of the transition probability R, we have that our PDMP
immediately jumps away from the boundary I'* into E whenever the flow reaches I'*.

Now our PDMP restarts from the post-jump location following the same recipe.
With this we mean that, for those w € € such that T} (w) < 400 we define Sy (w) =
V(Us(w), X7, (w)(w)) and Tp(w) := T1(w) 4 S2(w). Then, the sample path X (w) of
our PDMP up the second jump time T5(w) is given by

X ( ) - ¢XT1(W)(‘*’) (t - Tl(w))v t 2 Tl(w)7 if Tz(w) = 400
W) = Tl(w)>

DX r (o (@) (t— , € [T (w), Ta(w)), if Th(w) < +oo
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and the post-jump location after 75 (w), if T>(w) < +o00, is specified by X, () (w) =
T (Us(w), PX o, () (@) (T2(w) — T1(w))). And so on.

Notice that with this construction we implicitly defined a map from {2 into the set
of all possible marked point processes with mark space E, i.e.

Q3w {Tl(w)7§1(w)7 s 7T]§—1(w)7fl}—1(w)7Tl§(w)}
where k = k(w) := min{k € N: Tj(w) = +oo} and &,(w) = X7, ()(w), N3 n <

k. Therefore, we can always associate a MPP to a PDMP that, together with the flow,
completely specifies it.

On the MPP associated to our PDMP we make the following assumption.

Assumption 1.2.2. Let N = (NV;):>o denote the counting process associated to a
PDMP, i.e.
Nt(w) = Z ]]-T,,L(w)éta t>0,we.
neN
We assume that for every starting point x € E of the PDMP we have that EN; < 400
forall ¢ > 0. In other words, we require that the simple point process (7}, ), en is P-a.s.
non-explosive (cfr. Subsection 1.1.1).

Although this assumption is usually satisfied in applications, it is difficult to provide
general conditions under which it holds. This is due to the complicated interaction
between the three components (F, r, R) of the local characteristics of a PDMP and the
geometry of the boundary, as the following simple example shows.

Example 1.2.1 ([32, Example 24.5]). Let us define
E=1[0,1) x [0,2], T™={1} x[0,2],
F= (130)7 r= Ov R((%,’U)H‘l) = 5(1—y/2,y/2)(A)7 (£C7y) € .

Notice that the flow, starting from any point z = (x,y) € E is equal to ¢,(t) =
(x + t,y). Suppose that the PDMP starts from z = (0, 1). Then we have that T} =
1, T, =1+ 3, T3 =1+ 2, hence Toe = limy 00 T = 2.

This example shows that explosion of the MPP associated to a PDMP is possi-
ble even when the jump rate function r is null, if the sequence (t* (XTn))n N is not
bounded away from zero.

A pair of useful condition guaranteeing that Assumption 1.2.2 is satisfied is given
in the following Proposition.

Proposition 1.2.1 ([32, Prop. 24.6]). Suppose that for all x € E, r(x) < ¢ for some
real constant ¢ > 0. Then Assumption 1.2.2 holds if at least one of the following facts
is satisfied.

1. There are no "active" boundaries, i. e. t,(x) = oo forall x € E.

2. Forsomee > 0, R(x,A:) = 1 forall x € T*, where A, == {z € E: t,(z) >
e}.

As a final comment to this Subsection, let us specify that to identify a process as
a PDMP it is not necessary to trace step by step the construction previously shown.
As we said earlier, a PDMP is completely determined by the flow and the law of its
associated MPP, which in turn is given by the jump rate function and the transition
probability. Hence, whatever (2, F, P) is the probability space on which X is defined,
one just need to prove that
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e X is a (strong) Markov process on (2, F,IP) with respect to some filtration
(F)t>o0-

e X has cadlag paths, jumping at some random times (7}, ),en and satisfying for
alln € Ny (set Ty = 0)

Xt = ¢x,, (t=Tn), te€ [T, Thir), P-as. on {7, < +oo}.

P(Tyy1—T, >t T, <+oco| Fr,)

t
=171, <00 exp{—/ r(dxy, (5)) ds}, t>0.
0

P(X7,,, € A, Thi1 < 400 | Fr,.,)
- ]lTn,+1<+ooR(¢XT” (Tn—i-l - Tn); A)a A S £.

1.2.2 The strong Markov property

A fundamental property regarding stochastic processes is undoubtedly the strong Mar-
kov property. In this brief Subsection we will state a result confirming that the Piece-
wise Deterministic Process constructed in Subsection 1.2.1 satisfies it. However, to do
so we need to see our process as defined on a suitable canonical space. We warn the
reader that such a procedure will be extensively used in Chapters 3 and 4.

Let Q@ = {@w: [0,+00) — E, cadlag} denote the canonical space for E-valued
piecewise deterministic processes. We define the coordinate mapping X;(w) = w(t),
forw € Q, t > 0.

Let (F7):>0 denote the natural filtration of our PDP, i. e.

FPi=0(Xs,0<s<t), F°i=0(X,5>0).

Let X be the PDP constructed on (€2, 7, P) in Subsection 1.2.1. Under Assumption
1.2.2, such a construction defines for each starting point x € E a measurable mapping
¥z Q — Q such that X, (¢, (w)) = Xi(w). We denote by P, == Poy, !,z € E
the image measure of P under 1,. This provides a family of measures (f’z)ze E on
(Q, F°) and our PDP can be also thought of as a Markov family defined on €, i.e. as
(€, F°, (F)iz0, (Xi)iz0, (Pe)zer)- _

For any probability measure @ on (E, &) indicate by P the following probability
measure on (2, F°)

Po(4) ::/Ef’w(A)Q(da:)7 Aecé.

Finally, let 7€ be the PQ-completion of F° (we still denote by 15Q the measure
naturally extended to this new o-algebra) and, indicating by Z @ the family of sets in
F@ with zero Pg-probability, define

F=0o(FFUZ®), F = m FL. t>o.
QEP(E)

(Ft)e>0 is called the natural completed filtration of X . It satisfies the following impor-
tant property.
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Theorem 1.2.2 ([32, Th. 25.3]). The natural completed filtration (F)i>o of X is right
continuous, i. e. for any t > 0 we have that

]:—t = ]:—t+ = m ]:-tJre-

e>0

We are now ready to state the main result of this Subsection. For any bounded
and measurable function ¢: E — R, define Ptgo(x)_ = E,p(X}), where E, denotes

expectation with respect to the probability measure P,.

Theorem 1.2.3 ([32, Th. 25.5]). The process X is a homogeneous strong Markov pro-
cess, i.e. for any x € E, any (Fy)i>o—stopping time T and any bounded measurable
function ¢: E — R we have that

Ez [SO(XT+5)]]-T<+00 | ]_:T] = PSQO(XT)ILT<+OO, S 2 0, Pz—a.s.



CHAPTER 2

The filtering problem

In this Chapter we study the filtering problem connected to the optimal control problem
with partial observation that we intend to analyze in Chapters 3 and 4. To simplify
matters, in this Chapter we introduce the setting and prove the results of the filtering
problem in the uncontrolled case. We will see in the next Chapters that, thanks to some
measurability properties of controls, we will be able to reproduce these results also in
the controlled case (and exactly in the same way).

We briefly recall some basic aspects of stochastic filtering. Let us fix two complete
and separable metric spaces I and O equipped with their respective Borel o-algebras
7 and O. The basic datum of a stochastic filtering problem consists in a couple of sto-
chastic processes (X,Y") = (X, Y:):>0, defined on some complete probability space
(Q, F, P). The process X, called unobserved or signal process, takes values in the
set I, while the process Y, called observed or data process takes values in the set O.
The aim is to find a P(I)-valued process m = (m;);>0 such that for all ¢ > 0 and all
¢ € By(I)

/1 o(2)m(dz) = E[p(X,) | V], P-as. 2.0.1)
where (););>0 is the natural completed filtration of the observed process Y. That is,
we are looking for a probabilistic estimate of the unobserved state (or of a measurable
function of it) given the observation provided by Y. For sake of brevity we will often
write

m(e) = [ plamlda).

The key tool used in this Chapter is given by Marked Point Processes. Thanks to
these processes, whose main properties are recalled in Section 1.1, we are able to use
known results on filtering with point process observations and to deduce in Section 2.1
the filtering equation, i.e. the evolution equation satisfied by the filtering process 7.
With this result at our disposal, in Section 2.2 we characterize the filtering process as
a Piecewise Deterministic Markov Process (see Section 1.2 for a recap on PDMPs), a
fact that will be fundamental to study the optimal control problem in Chapters 3 and
4. In Section 2.3 we introduce the notation and recall the main results (already known
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from [25]) on the filtering problem for a Markov chain with noise-free observation.
Finally, in Section 2.4 we provide some remarks on the role of the function h in the
filtering problem.

Setting of the filtering problem

We now introduce the setting of the filtering problem discussed in this thesis. Let us
fix a complete probability space (£2, F, IP). The I-valued unobserved process defined
on this space is a continuous time homogeneous pure jump Markov process. We are
given the law p of X. We can equivalently describe it (see e. g. [47]) by recording its
jump times and jump locations, i.e. by defining for all n € Ny the random variables
Tp: Q — [0,4+00] and &, : Q@ — I, where for eachn € N

To(w) =0 Th(w) =inf{t > T, _1(w): Xi(w) # X1, ()W)} (2.0.2)
fo(w) = Xo(w) &n(w) = X1, () (W). (2.0.3)

We denote by X = (X});>0 the natural completed filtration associated to the unob-
served process, where X; = o(X,: 0 < s < t) VAN foreach ¢t > 0 and N is the
collection of P—null sets in F. Its dynamics are described by a rate transition measure
A, i.e. a transition kernel from (7, Z) into itself such that for all n € Ny and all ¢t > 0

A A
B(Tis — To > b, nsr € A | ¥p) = 2o nenne poas 204
To have a more synthetic notation it is convenient to define the jump rate function
A: I — [0, +00) as
Az) = ANz, I), zel.

We point out that no confusion shall arise from the notation A used both for the tran-
sition measure and the jump rate function. It will always be clear from the context to
which object we will be referring to.

The following assumption will be in force throughout this section and ensures some
important facts about the process X that we will recall later on.

Assumption 2.0.1. The jump rate function X satisfies

sup A(z) < +o0. (2.0.5)
zel

Remark 2.0.1. It should be noted that the definition of rate transition measure given
in (2.0.4) implies that A(z, {x}) = 0 for all z € I. This is evident by looking at the
definition of the jump times appearing in (2.0.2).

We assume that the O-valued observed process is a function of the signal process
via a given measurable function h: I — O, i.e. it satisfies

Yi(w) = h(X;(w)), weQ, t=0. (2.0.6)

This means that in our setting the observation is noise-free: the only source of rand-
omness is represented by the unobserved process and no exogenous noise is acting on
the observation. Of course, we exclude the cases where the function h is one to one
or constant, being the first case trivial and the second one of no interest in the context
of a filtering problem. We will provide some remarks on these special cases in Section
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2.4. We assume, without loss of generality, that this function is surjective. It is straig-
htforward to notice that also in this case we can equivalently describe the process Y
by defining for all n € Ny the random variables 7,,: Q@ — [0, +o0] and 7,,: Q@ — O,
where for eachn € N

To(w) =0 Tp(w) =inf{t > 7, 1 (w): YVi(w) #Y;, ()W)} (2.0.7)
no(w) =Yo(w) Mu(w) =Y ) (w). (2.0.8)

We denote by Y := (J}):>0 the natural completed filtration associated to the observed
process, where ), == o(Ys: 0 < s < ¢) VN for each ¢ > 0. Finally, we define the
explosion points of the processes X and Y as the random variables

Too(w) = ILm T, (w) Too (W) = le Tn(w). (2.0.9)

2.1 The filtering equation

To tackle the noise-free filtering problem described previously, we will adopt an inno-
vations approach (see Subsection 1.1.3 for more details), basing our analysis on the fact
that we can represent (X,Y") as a pair of Marked Point Processes (or MPPs for short).
These processes are countable collections of pairs of random variables, describing the
occurrence of some random phenomena by recording the time of these events and a
related mark. The main features of MPPs are recalled in Section 1.1 and in this Section
we will use some results contained therein.

It is immediate to see that the pairs (7}, &, )nen and (7o, M )nen are MPPs. Mo-
reover, thanks to Assumption 2.0.1 they are P-a.s. non-explosive, i.e. we have that
P-a.s.

Too(w) = 400 Too (W) = +00. 2.1.1)

Together with the initial conditions £, = X and 19 = Y, they describe completely the
unobserved process X and the observed process Y respectively, so when speaking of
the signal or data process we can equivalently use the jump process formulation or the
MPP one. A third useful description of these two processes is possible. Let us define
the following random counting measures (or RCMs for short)

n(w,dtdz) =Y 5(Tn(w)7£n @) (dtd2) 1z, ()< too}, W EQ (2.1.2)
neN

m(w,dtdy) = 5(Tn ) (o) (dtdy)Lis, w)<too}, wEQ (2.1.3)
neN

where, for any arbitrary point a in some measurable space, J, denotes the Dirac proba-
bility measure concentrated at a. For each fixed w € €, n is a measure on ((0, +00) x
I,B((0,+00)) ® Z) and is associated to the unobserved process X, while mn is a mea-
sure on ((0, +00) x O, B((0, +00)) ® O) and is associated to the observed process Y.
Random counting measures are particularly useful in connection with their dual pre-
dictable projections (see e. g. [43, Th. 2.1] for more details), also called compensators.

It is a known fact that the X—compensator of the RCM n is given by the predictable
random measure A\(X;_ (w), dz) dt, since it is associated to a pure jump process with
known rate transition measure. We will denote by 7 the corresponding compensated
random measure, 1. €.

(w,dtdz) = n(w,dtdz) — M(X;—(w), dz) dt. (2.1.4)
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It is important to recall that for all A € Z the compensated process 72((0,¢] x A) is a
X-martingale.

A preliminary step to the solution of our filtering problem consists in computing
the X— and Y-compensators of the RCM m.

Lemma 2.1.1. The X- and Y-dual predictable projections of the random counting
measure m are respectively given by the predictable random measures pi(w,dy) dt
and iy (w,dy) dt, where forall B € O andt > 0

fie(w, B) == A(X;—(w), b (B\ {Yi—(w)})) (2.1.5)
(w0, B) = /IA(Q;, BB Y (@)) 7o (w: da) 2.16)

and T = (7 )¢>0 IS the filtering process defined in (2.0.1).
Proof. Let B € O and t > 0 be fixed. Then we can write
m(w, (0,8] x B) = Y Lyy.zv. . v.en (W)
0<s<t

= > Iixeeni(va e xoen—1 ()} (@)

0<s<t

/ Lp-1(B\{v,_ (o)} (2) n(w,ds dz).
(0,t]xI

The field (]lh—l(B\{y'Si(w)})(Z>)S€(0 g, zel is bounded and X—predictable and un-
der Assumption 2.0.1 we have that

E / lh—l(B\{YS,})(Z) )\(XS,,dZ) ds=E / )\(XS,, hil(B\{Y—S,})) ds < o0.
(0,¢]xI (0,¢]

Therefore, by Proposition 1.1.10

/ ]]-h—l(B\{Ys,})(Z) ﬁ(ds dZ) = m((O,t] XB) — / )\()(S,7 h_l(B\{YS,})) ds
(0,t]xI 0,¢]

is a X—local martingale. The first part of the claim follows from number 3 of Proposi-
tion 1.1.5 by noticing that

( [t as) - ( A B ) ds)m

=

is a X—predictable process for all B € O.
What we have just shown is that for all X—predictable and non-negative random
fields C' = (C¢(%))t>0, zer it holds

]E/ Cs(z)m(dsdz) = ]E/ Cs(2)ps(dz) ds.
(0,400)xI (0,400)x T

To prove the second part of the claim we have to show that the same kind equality
holds for all Y—predictable and non-negative random fields C', with [ replacing i on
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the right hand side. Let a Y—predictable and non-negative random field C be fixed and
write

E/(MOO)XIC( 2)s(dz) ds = E /HOO / DLy (DA (Xoe, dz) ds
_ /0 +C)@)]E:[IEUC( Vo1 (v, e (2)A(Xs, d2) |y5” ds

/o +00) // 2)Ln-1(v,_ye(2)A(z, dz) ms(dz) ds

= E/ //Cs(z)]lh—l(ys_)c(z)/\(,r’ dz) ﬂs_(dx) ds
(0,400) JIJI

=k / Cy (=) (dz) ds
(0,400)x I

where the passages from the first to the second and from the third to the fourth line are
justified by repeatedly using the Fubini-Tonelli theorem and the fact that X, = X
and 7y = m,_, ds—a.e., while the passage from the second to the third line is due to
the freezing lemma.

Now, thanks to number 1 of Proposition 1.1.5 it suffices to take Cs(z) = Cs15(z),
for any fixed B € O, with (C)¢>0 a Y-predictable process. Then we get that

E/ Csm(ds x B) = E/ Csiis(B)ds
(0,+00) (0,400)

holds for all Y—predictable processes (C)¢>0., 1. e. ( Csfis(B) ds> is the Y—
(0] >0
dual predictable projection of m((O, t] x B) for all B € O. The claim follows, being

clearly fi;(w,dy) dt a Y—predictable random measure. O

Remark 2.1.1. To be more precise we should have defined the X— and Y—compensators
of the RCM m as

. Bydt =1 (DMK (@), BB\ {Yi-(@)}) dt
i Bt =1, ) [ Mo b B i ))) e o)

so that the two random measures would have satisfied (1.1.3). However, these measures
coincide P-a.s. with the corresponding ones defined in (2.1.5)—(2.1.6), since the MPP
(Tns M )nen is P-a.s. non-explosive, thanks to Assumption 2.0.1. For this reason we
will adopt the simpler notation of (2.1.5)—(2.1.6).

Another important step to solve the filtering problem is to represent the process to
be filtered (in this case ¢(X;), for some ¢ € By (1)) as a semimartingale and then use
a martingale representation theorem to obtain an expression for the filtering process
().

Let us fix ¢ € By(I). A semimartingale representation for ¢ (X) is easily obtained
by using Dynkin’s formula (cfr. Example 1.1.4)
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where L is the infinitesimal generator associated to the process X, i.e.

£he) = [[16) = F@]Aw d2), ] € Byl @.18)

I
and (M,);>0 is a X—martingale whose expression is given by

M, = / [(2) — p(X,-)]A(dsdz), ¢=0. (2.1.9)
0,¢]x T

In order to get the expression for the filtering process provided in the next Proposi-
tion, some assumptions have to be checked and this is done in the following Lemma.

Lemma 2.1.2. Let ¢ € By(I) be fixed. The next properties hold true:

1. The process (Lga(Xt)) is X—progressive and for all t > 0

t>0

ds < oo.

¢
B [ |eox)

0
2. The X—martingale (My)>o is such that for all t > 0

)
(07t]

3. The process ((p(Xt))t>0 is bounded.

dM,| < oo.

Proof. Claim 1. Clearly enough, the process (L¢(X;)),. , is X—adapted and cadlag,
since X is. Hence it is X—progressive. Moreover we have the following estimate, thanks
to Assumption 2.0.1, holding for all ¢ > 0.

E /0 t ds =T /0 t /I [0(2) — 9(X)]A(Xs, d2)
<E41ﬁﬂmM&~m+[ngmemﬂw

ds

Lo(Xs)

¢
< 2sup |p(2)] ]E/ AMX,) ds < 2tsup[|(2)|A(2)] < 4oo.
zel 0 zel

Claim 2. From (2.1.9) we have dM; = [;[p(2) — ¢(X;—)]7(dtdz) for all ¢ > 0,

hence
t
E / ‘dMS _E /
(0,t] 0

<EAﬂ/w@W®®>

I
From the definition of the compensated measure 7 given in (2.1.4) we get that
/ /cp(z)ﬁ(dt dz) /go(z) [n(dtdz) — M(X,—,dz) dt]
0,811 I
<[ [lemaas) + [ e 2 a
(0,8) J1 I

/ [p(2) — p(Xs-)]A(ds dz)

I

(2.1.10)
+

[ exntasaz

I

< sup|<p(z)‘ [n(dt x I) + A(X;—) dt]
zel (0,¢]

< sup|<p(z)‘ [n((0,8] x I) 4+ sup A(2)] < 400, P-as.
zel zel
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thanks to the fact that n is P—a.s. non-explosive. A similar estimate is obtained analo-
gously for the second summand of (2.1.10), whence the claim.
Claim 3. It is obvious, thanks to the boundedness of the function ¢. O

Proposition 2.1.3. Let ¢ € By(I) be fixed. Then for all t > 0 we have that P—a.s.

m(o) =mo(o)+ [ [ Lot m (@) as+ /. t]xo{w,y) () s

2.1.11)

where m(dsdy) = m(dsdy) — fis(dy)ds, (V¢(y)) is the Y—predictable

random field defined as

t>0,y€0

P (w; dv)
fit(w; do)
and Y (w, dv) is the Y—predictable random measure given by

// ]lh 1(B\{Y,_ (w)})( ))\(LC, dz)m,(w; d{L‘), BeO.

Proof. Thanks to Lemma 2.1.2 we can apply Theorem 1.1.15 and we can write

Vi (w,y) = (v) (2.1.12)

t
m(so):Wo(so)Jr/ feds+1ny, t>0, P-as.,
0

where (f;);>0 is a Y—progressive version of (E[Lo(Xy) | yt])m (see Remark 1.1.2)
and (17 )¢>0 is the Y-martingale given by

= [ (W) - €)W ildsdy), £ 0
(0,t]xO

with the Y-predictable fields (Vi (y))
equalities

// y) fis(dy) ds = E // Xs) ps(dy) ds (2.1.13)
//C ) U2 (y) fis(dy)ds = E //C fis(dy) ds (2.1.14)

/ Culy) 3(y) fin(dly) ds = E / Cul) [p(Xs) — (XY m(ds dy)
(0,t]xO 0,t]x0O
(2.1.15)

>0, yEO’ = 1,2, 3 defined by the following

holding for all ¢ > 0 and all non-negative Y—predictable fields (Cy(y)), o

It is clear that f, = J; Lo(x)m(dx), t > 0, as a straightforward computation
shows. It is also immediate to notice that ¥7(y) = m;— (), t > 0 (see Remark 1.1.4).

We now proceed to compute U3(y), ¢t > 0,y € O. We will see that it is not
necessary to compute the term W} (y). Let us elaborate the right hand side of (2.1.15)

E / Ca(y) [P(Xa) — 9(Xa )] m(ds dy)
0,t]xO
—E / Co(h(2)) [(2) — 9(Xs_)] Ln-r(y,_ye(2) n(ds dz)
~E / / Culh(2)) [9(2) — o(Xa)] Tnor v ye(2) M(Xoe, d2) ds
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where the former passage is justified by the same reasoning as in the beginning of the
proof of Lemma 2.1.1 and the latter one is due to the fact that A(X_, dz) ds is the
X—compensator of n(ds dz) and that the integrand is a X—predictable process.

It is easy to check that the term

IE/O /IC’S(h(z)) O(Xs—) L1y, _ye(2) M(Xs—, d2)ds

leads to the expression of the process (\I/t1 (y)) 120.4€0’ obtainable by elaborating the

right hand side of (2.1.13). Hence defining ¥;(w,y) = ¥} (w,y) + ¥3(w,y), w €
Q,t > 0,y € O, we are left to characterize the following equality, holding for all
¢ > 0 and all non-negative Y-predictable random fields (C(y))

//c ) fio(dy) ds =

/ /C 2) Lpigy, ye(2) MXo—, dz)ds. (2.1.16)

t>0,ye0”’

Applying the freezing lemma and the Fubini-Tonelli theorem to the right hand side
of (2.1.16) and noticing that Xy = X;_ and 7, = w,_, ds—a.e., we get that

/ /C’ 2) Lp-1(y,_)e(2) M(Xs—, dz)ds

—IE/ //c ) Los v,y (2) Az, d2) m_(dz) ds
—IE/ /C’ )s(dy)ds = E //C y) fis(dy) ds.

Therefore, if we define the random field (\I/t(y))t>0 Jeo A8in (2.1.12) we get (2.1.11).

The random field (\Ilt(y))t>0 Jeo is well defined since for all £ > 0 and all w € 2 we

have that ¢, (w; dy) < fiz(w; dy), as it is straightforward to verify. Its Y—predictability
follows from an easy generalization of [15, Exercise 6.10.72]. O

Before stating an explicit equation for the filtering process 7 (), we need to define
an operator, denoted by H. The notation adopted is due to [25], where the authors
discuss the case of a signal process X given by a finite-state Markov chain. The aim is
to characterize, for each n € N, the probability measure 7, , i.e. the filtering process
evaluated at each jump time 7,, of the observed process Y (we will use H also to
characterize the initial value 7). This will be done by identifying 7 as a probability
measure obtained via this operator and depending on the position Y, of the observed
process at the n-th jump time and on a specific random measure. This measure will be
determined by the values 7., _ and Y, _ and by the rate transition measure \.

Let us introduce some more notation. Let M(I), M (I), P(I) be the sets of (re-
spectively) finite signed, finite, probability Borel measures on (/,Z). For all signed
measures 1 € M(I) let o h™! denote the image measure of x by h, i.e. the signed
measure on (O, O) defined as

poh ' (B) = up(h~'(B)), BeO.
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In addition, for all ¢ € By(I) let pu be the (signed) measure on (I, 7Z) defined as

o(A) = /A o(z)u(dz), AeT.

In what follows, for fixed p € My (I) and ¢ € By(I), we will need to consider
the Radon-Nikodym derivative of the signed measure ¢pu o h~! with respect to the
measure poh 1. Itis clear that this derivative is well defined, being the former measure
absolutely continuous with respect to the latter.

Remark 2.1.2. The operator H presents strong analogies with the regular version of
a conditional probability. Consider (I,7) =: (€2, F) as the measurable sample space;
take P € P(I) and define the sub-o-algebra h=1(O) =: G. Then what we will denote
by Hy,(z)[P] (in this example, we should write Hp,(.)[P]) corresponds to a regular
version of the conditional distribution P given G, i.e. a function (P | G): F x  —
[0, 1] such that

e themapw — (P | G)(F,w) isaversion of P(F | G) forall F € F

e the function F' — (P | G)(F,w) is a probability measure on (2, F) for all
w e

However, in the definition of the operator H we do not use as "parameter" space (i. e.
the sample space) the set I, but the state space O of the observed process. Moreover,
the operator H acts on the larger space M (I).

Let us begin the construction of the operator H with the following Lemma.

Lemma 2.1.4. Suppose that I is a compact metric space and fix i € M (I). For
each ¢ € C(I) take a version (i. e. any function in the equivalence class) of the Radon-
Nikodym derivative of o o h™' with respect to y o h™! and define, for fixed y € O,
the functional L,: C(I) — Ras

Lo = 2t pec.

Ify € supp(u o h™') there exists a unique probability measure p, on (I, T) such that

L) = [ eGa). pec
Remark 2.1.3. The hypothesis that the point y belongs to the support of the measure
woh~1 ensures that the functional L is not zero on the whole space By, (1) (for instance,
it takes value 1 on the function ¢ = 1, as will be proved). To see what happens if this
is not the case, consider the example below.

Example 2.1.1. Let 4 € M (I), O = [0,1] and apointy € O, y ¢ supp(po h™1).
Take (A, )neny C O to be the sequence of open intervals given by

A, = (y—%,y—&-%)ﬂO, n € N.

By definition of support and set inclusion, we have that there exists a natural number
n € N such that g o h™1(A,) = 0 for all n > 7. Since pu o h~1 is absolutely
continuous with respect to 1o h 1, we also have that oo h=!(A,) = 0foralln > n
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and for all ¢ € By([I). Therefore, thanks to [15, Theorem 5.8.8.] and under the usual
convention 2 := 0 we have that

0
ppoh!(dv) . ppohT!(Ap)
= l =
ponta) Y A oA,
and we obtain L(p) = 0 for all ¢ € By(1).

Proof of Lemma 2.1.4. Fix u € M (I) and y € O such that y is in the support of
pwoh~1. Let C denote a countable dense subset of the set C(I) of continuous functions
on I, containing the constant function equal to 1 (denoted by 1) and such that C is a
vector space over Q. The result will follow from an application of a slight modification
of the Riesz Representation Theorem to the functional L, (see [56, Par. 88] for further
details). What we need to prove is that (remember: y € supp (o h™1)):

1. L, is alinear functional on C (as a vector space over Q).
2. Ly(¢) < L,(¢), whenever p < 9, p, ¢ € C.
3. Ly,(1) =1.

Claim 1. Let «, 8 € Q and ¢, ¢ € C be fixed and let us define

(ap + B)p o h™*(dv)
proh~1(dv)

g(v) = (v), veOo.

By definition of Radon-Nikodym derivative we have that for all B € O
/Bg(v) poh~Hdv) = (ap + By)uo h™(B) = appo h™'(B) + oo h™" (B).

ht(d hi(d
aig;fil(d(v)v) and g := % we get that g = g1 + g2

except on a (p o h™1)—null measure set C. On this set we may redefine, for instance,
g1(v) == g(v) and g2(v) = 0, v € C to have that g = g1 + g2 for all v € O, whence
Ly(op + i) = aLy(p) + BLy(1)).
Claim 2. By linearity, this is equivalent to prove that L, (¢) > 0, forall p € C, ¢ > 0.
It is immediate to see that, for all ¢ > 0, we have that pu o 1 e M (I), hence
g = % > 0, 4 o h™'-ae.. Redefining g to be zero on the p o h~'—null
measure set C' € O where this does not happen, we get that L, () > 0.
Claim 3. If {y} is an atom for 1 then the result is obvious. Otherwise, we can consider
1 to be atomless, without loss of generality.

Consider first the case O = [0, 1]. Define (A, )nen C O to be the sequence of open
intervals given by

Therefore, setting g; =

1 1
Ay = (yf—,y+—> NO, neN.
n n
Then, by definition of support, we have that for alln € N
poh ' (A,) =pu(h ' (A4,)) > 0.
Therefore, thanks to [15, Theorem 5.8.8.] we have that

W= ()

proh~!(dv)
o h=1(dv)
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The case of O being a complete and separable metric space is treated by reducing
it to the previous case. This is possible since we are taking the o-algebra O on O as
the Borel one, hence we know that O is countably generated and countably separated.
Then, by [15, Theorem 6.5.5.], there exists a measurable function ¢: O — [0, 1] such
that

O={yYB):Be B([0,1])}

and, by [15, Theorem 6.5.7.], we know that this function is injective.
We are now in a position to apply the Riesz Representation Theorem to the functi-
onal L, and say that there exists a unique probability measure p, on (I,Z) such that

L(p) = / () py(dz), peC.

We get the same equality for all ¢ € C(I) by uniform convergence. O

Proposition 2.1.5. Let i € M (I) be fixed. Then there exists a probability measure
py on (I, ) such that for all ¢ € By(I) and po h™'~almost all y € O it holds

ppoh~t(dv)
m(y) = /IQD(Z) py(dz).

Moreover the set
A={z€1I: pyp,)(G) =1g(2), VG € H}, H:=h""(0)
is such that pu(A°) = 0 and

py(h™'(y) =1, poh '-ae

Proof. The scheme followed in this proof is the same used to prove the existence of
a regular version of a conditional probability (see e. g. [56, Th. 89.1]). To start, let us
prove the first claim in the case where [ is a compact metric space. From Lemma 2.1.4
we know that there exists a unique probability measure p,, on (I,7) such that

ppoh”(dv) /

2 (y) = y (d2), e C{

o h-i(dy) W) = [ ) ey(d2), e e Cl)

for all y € supp(u o h™1). Clearly the set supp(u o h™1)¢ has y o h~!-measure zero
and on this set we can define p, = v, where v, is an arbitrary but fixed probability
measure on (I, Z), such that v, (h=*(y)) = 1. Then, we get that for x o h~'-almost
ally € O

ppoh~t(dv) .
m(y) */ISD(Z)Py(dZ)a v e C(I).

By a monotone class argument, the same equality holds for all ¢ € By(I).

To show that the second assertion holds, let us notice, first, that the o-algebra H
is countably generated. In fact, since O is a complete and separable metric space, its
Borel o-algebra O can be written as O = o(Cy, Cy, . . . ), for some countable collection
C = (C;);en of subsets of O. By a standard fact from measure theory (see e.g. [15,
Corollary 1.2.9]) we have that

H=h"Y(0)=h"(e(C) = o(h"}(C))
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hence the collection h~1(C) = (h=!(C1),h™*(C5),...) forms a countable class ge-
nerating H.

Now, let K be the 7-system formed by all finite intersections of sets in h~1(C)
(notice that () = H) and define

Al = {Z cl: ph(z)(K) = ]].K(Z), VK € IC}

Fix K € K. By definition of Radon-Nikodym derivative we have that for all B € O

[ e n(ds) = Lo h ' (B) = [ [ 1) py(@2)no b (dy) =
h=1(B) BJI

/B py(K) poh™!(dy) = / Piz) (K) p(dz)

h=1(B)

therefore pj(.)(K) = 1x(z), p—a.e. on H. This equality holds for all K € K and
since this is a countable collection of sets, we get that p(A§) = 0.

Next, for fixed z € Ay, let D := {G € H: pp()(G) = 1g(z)}. Obviously I € D
and it is immediate to see that for any A, B € D with A C B

Pr(z)(B\ A) = pr2y(B) = priz)(A) = 1p(2) — La(z) = 1p\a(2).

In addition, for any sequence (A, )neny C D, A, T A

ph(z)(A) = nlggo ph(z)(An) = lim Ly, (Z) = ]]-A(Z)

n—oo

Hence, D is a d-system, clearly containing the 7-system /C. Therefore, by Dynkin’s
m — A theorem we get that 0(K) = H C D. This implies that the equality

Pr()(G) = 1g(z), forallG e H

holds for all z € Ay, hence p(A°) = 0.
Finally, fix y € O. Clearly h~!(y) € H and from the previous discussion we have
that for y—almost all z € 1

1, ifzeh (y)

onie) (B () = Loy () = {0 ifz¢ hl(y)

Notice, also, that

py(h™(y)), ifzeh™(y)
po(h™(y)), ifz¢h ' (y)

for some v € O, v # y. Therefore, p,(h~!(y)) = 1 for o h~!-almost all y € O.

To prove the claim in the case where [ is a complete and separable metric space,
it suffices to remember (see e. g. [4, Theorem A.7]) that [ is homeomorfic to a Borel
subset of some compact metric space J (in particular, I € B(J)). After extending the
measure p to (J,B(J)) in the usual way, one can apply the result just shown to the
measure space (J, B(J), y1), considering H := o (h™(0)) C B(J). To conclude, it
is enough to set p,, for each y € O, to be the restriction to h~*(O) of the probability
measure found with the above procedure. O

Pr(z) (K () = {

Following these results, we can give the definition of the operator H.
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Definition 2.1.1 (Operator H). For each y € O the operator H,: M (I) — P(I) is
given by

vy, ify ¢ supp(poh™t)
where p,, is the unique probability measure on (7, Z) satisfying
ppoh!(dy)

o h=1(dy)

and v, is an arbitrary probability measure on (I,Z), such that v, (R (y)) = 1.

py, ify €supp(uoh™t)
Hylp] = {

(y) = /I o(2) py(d2), o € By(I)

Remark 2.1.4. A more explicit definition of the operator H can be obtained whenever
this operator acts on a measure p € M (I) such that p o h=! is discrete. It is clear
that in this case we have that

pn(h”'(y) 1
H,[1](p) = - [ e, yeo
’ p(h= W) w(hH W) Snmrw)
under the usual assumption % := 0. Otherwise said, the probability measure H,[u] is
1
H,[1)(dz) = ——— 1,1, (2) u(d2), y € O.
! u(h () "

As an example of such a setting, see [25], where both the state spaces I and O of the
unobserved and observed processes are assumed to be finite sets.

This simplification can be interpreted in a Bayesian setting, by looking at this sim-
ple dominated model. We can view (I,Z) as the parameter space and (O, O) as the
data one. If we fix a prior distribution p on (I,7) of our unknown parameter X, such
that u o h~! is discrete, then we can interpret ;1 o h ™! as the likelihood, i.e. the law
on (O, O) of the datum Y given X and, finally, we can see Hy [u] as the posterior
distribution of X given Y.

Unfortunately, this setting cannot be generalized to encompass the range of possible
cases covered by our model and, as it is known, the Bayesian framework fails in a non-
dominated setting.

We are now ready to state the final version of the filtering equation, giving the
dynamics of the process 7(p).

Theorem 2.1.6 (Filtering equation). Let ¢ € By(I) be fixed. Let us define, for each
fixed y € O, the linear operator A, : By(I) — By(I) as

Ayo(@) = Lo(z) — /th v (D)@, dz), el 2.1.17)

and let us denote by 1: I — R the function identically equal to 1.
The process () satisfies for all t > 0 and P-a.s. the following equation

mi(p) = Hy, [1)()

//.AY o) T (dx)ds—/ows /Ay 1(2) 75— (dz) ds

+ ¥ e bl - m-0))

o< <t

(2.1.18)
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or, in differential form

d
&Wt(sﬂ) = Wt(AYT,LSO) - 7Tt(<P)7Tt(AYm1)7 te [Tn77—n+1)7 n € Ny (2.1.19)
T, (0) = Hy, [1a](¢), n € Ny
where the (random) measures i, on (I,T) are given by
p(dz), n=0
tn(dz) = (2.1.20)

]lhq(ym_)c(z)/)\(a:,dz) 7 —(dz), neN’
’ I

Proof. To prove this theorem it suffices to elaborate the terms appearing in (2.1.11). We
show that the integral form (2.1.18) holds true. The differential form (2.1.19) follows
immediately.
Let us start by computing 7o(p) = E[p(Xp) | Yp]. By definition of conditional
expectation the equality
E[Zmo ()] = E[Z¢(Xo)]

holds for all bounded and o (Yj) measurable random variables Z. Otherwise said, we
have that

E[g(Yo) f(Yo)] = E[g(Y0)¥(Xo)]

for all bounded and measurable functions g: O — R, where f: O — R is a measurable
function such that f(Yy) = m(¢), P-a.s. (notice that 7y(yp) is o(Yy) measurable).
Then we can write

Elg(Yo) f(Yo)] = / o(h(@) £ (h()) pda) = /O 9(0)f(y) o b= (dy)

I
on one hand. On the other hand

Elg(Yo)e(Xo)] =/g(h(:v))so(w)u(dw) Z/Og(y) pp o h (dy).

I

Therefore
/Og(y)f(y) poh™'(dy) = /Og(y) opoh™"(dy)
for all bounded and measurable functions g: O — R, whence

_ppohTl(dy) _
o) = 2o B W) = [ o) () = (), w0

and finally 7o (¢) = f(Yo) = Hy,[p](¢), P-as..
Let us now analyze the term

[ {nw =@ masa - g as
(0,t]xO
appearing in (2.1.11).

From the definition of the field (\I/t (y)) £0,4€0 given in (2.1.12) and recalling that
L1 =0, we easily get that P-a.s.

/ot /o{‘l’s(w - Ws—(@} fis(dy) ds

_ /0 t /I { /I Lot gy, e (2)0(2)A(@, d2) — me_ () Ay, 1() |7y (dz) ds.
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Therefore P-a.s.

/t//jsﬁ(x)ws_(dx)ds—/(o t]xo{%(y)_”s‘(@}ﬂs(dy) ds
//Ay p(z) s (dx)ds—/om /Ay () mo_ () ds.

We are left to elaborate the term
[ fnw-n@pnasan = 3 {w.0n) =m0}
(0,¢]x0 0<Tn <t

Let us recall that the Y—predictable random field (\I/t (y)) £50, €0 satisfies

//C %@mr-//c ) fis(dy) ds

for all non-negative Y—predictable random fields (C’t (y)) £20,ycO" A simple computa-
tion involving just the Fubini-Tonelli theorem shows that we can rewrite the previous
equation as

//C’ Yovioh Hdy)ds = //C’ Yve o h™ (dy)ds
0 0

where the Y—predictable random measure v;(w; dz) dt is given by

ve(dz) dt = 1j-1(y,_ye(2) /I Az, dz) m— (da) dt.
Therefore, we have that
Uy (w,y) = Hyry(w)](¢), w(w)oh (dy)dtP(dw)-a.e
or, equivalently
Vi(w,y) = Hy[(W)](p),  m(w,dtdy) P(dw)-a.e
whence we deduce that ¥ (Y7, ) = Hy, [un](@), P-as, foralln € N. O

The differential form (2.1.19) of the filtering equation gives an important insight on
the structure of the filtering process 7(¢). In fact, in each time interval [7,,, T,+1), n €
Ny, the filtering process satisfies P-a.s. a deterministic differential equation (observe
that since Y; = Y, forall t € [7,, T, +1), the operator Ay, is defined and fixed at each
jump time 7,,). This will be a crucial fact in the characterization of 7 as a PDP.

The final and most important Theorem of this Section shows that, starting from the
filtering equation (2.1.18) we can obtain an explicit equation for the measure-valued
filtering process . It provides the evolution equation satisfied by the filtering process
7 on the space P(I).

Theorem 2.1.7. For each fixed y € O let B, : M(I) — M(I) be the operator

Byv(dz) = ]lh_l(y)(z)/l)\(x7dz) v(dz) — AMz)v(dz), veM(I). (2.1.21)



Chapter 2. The filtering problem 43

The filtering process m = (7 )¢>0 satisfies for all t > 0 and P-a.s. the following SDE

d
&m By, my — m By,mi(I), € [Tn,Tns1), n € Ny

w7, = Hy, [un], n€Ng

(2.1.22)

where the random measures p.,, n € Ng were defined in (2.1.20).

Proof. Let us notice first that from (2.1.19) we have that for all n € Ny and P-a.s.

7, () = /Iga(z) Hy, [pn](dz), P-as., o€ By(I).

Since we also have that 70 (¢) = [, ¢(2) 7., (dz), P-a.s., we get
Tr, = Han [Mn]a P-as., n € No.

We need to prove that the filtering process satisfies for each n € Ny the ODE

%m By, ms — w1 By,me(I), t € [Tn,Tnt1), P-as.
It suffices to show that for each fixed y € O the operator B, is the restriction to M ([)
of the adjoint Aj of the operator A, introduced in Theorem 2.1.6. To see this, we have
to recall that the dual space By(I)* of By(I) is isometrically isomorfic to the space
ba(I) of bounded finitely additive regular measures defined on the algebra generated
by open sets in I. Notice that ./\/l( ) C ba([).

Denote by (p,v) = [, ¢(z)v(dz) the duality pairing between ¢ € By(I) and
v € By(I)* and ﬁx n e NO Then (2 1. 19) can be written as

<<)077.rf/> = <AYt<)077rt> - <(,O,Trt><A}Q1,7Tt>7 te [Tan7l+1)a P-as..
The claim follows if we are able to show that
<§077'Tt> = <§0,A§/ﬁﬂ't — ﬂ_tA;/tﬂ—t(I)% t e [’Tn, Tn+1)7 P-a.s.

This fact follows from a repeated application of the Fubini-Tonelli theorem in the
following chain of equalities, holding for all v € M(I) and ¢ € By(1).

Ayp,v / Lop(@) v(dz) — /1 /I Lo (e (=) A d2) v(de) =

/1 (p(z){]lhl(y)(z) /I A, d2) v(dz) — A\(z) y(dz)} = (p, Byv).

So, clearly B, = A} | p(1)- =

2.2 The filtering process

In this Section we want to investigate the properties of the filtering process 7. The core
of this Section will be devoted to prove that this is a Piecewise Deterministic Markov
Process, or PDMP for short. This class of processes, whose study has been started by
by M.H.A. Davis (see [32] or [42]), has gained a lot of attention in applications, since
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it provides a framework to describe a vast range of phenomena whose behavior does
not fit any diffusive model.

The main feature of PDMPs is that their dynamic, as the name suggests, is determi-
nistic in specific time intervals, given by the occurrence of random jumps. In this time
window the evolution of the process is governed by a flow, determined by a vector field,
satisfying an ODE. The distribution of the time passing between two consecutive jump
times is given by an exponential-like law. The position of the process after a jump, i. e.
its post jump location, is provided by another specified probability measure. In Section
1.2 the reader can find a synthetic summary of the main results concerning PDMPs.

It is clear that, in our situation, the filtering process m appears to be a PDMP. The
main task is to identify the characteristic triple that uniquely determines a PDMP, com-
posed by the flow, the distribution of sojourn times and the law of the post jump loca-
tions.

Let us start by studying the flow. In particular, we are concerned with the well-
posedness of the initial value problem described by equation (2.1.22) between two
consecutive jump times. From now on we consider the set M(I) endowed with the
total variation norm, indicated by ||-|| ., := |-[(I) (where || denotes the total variation
measure). It is worth to recall that this norm is equivalent to the one defined as M(I) >
o+ sup 47 |1(A)|. In particular, from the Hahn decomposition of signed measures,
we have that

Iy < 2sup [1(A)] < 2Apllgy. e M. @2.1)
€

We define, for each fixed y € O, the set A, as the family of probability measures on

(I,T) concentrated on h=1(y), i.e.

Ay ={veP):v(h ' (y)°) =0}, yeO. (2.2.2)

This is a closed subset of M(I) since it can be written as the intersection of closed
sets P(I) and M, (I), where M, (I) == {u € M(I): u(h~(y)) = 1}. In particular,
My (I) is closed since the functional p — (h~*(y)) is continuous on M () for all
y € 0.

Let us define, for each fixed y € O the vector field Fy,: M(I) — M(I)

F,(v) =By —vByw(I), ve M), yecO (2.2.3)

where B, is the operator defined in (2.1.21). We already know that the solution to the

following ODE

d
&Zt:Fy(Zt), t>0

20 = P PEAm

(2.2.4)

exists for each fixed y € O (for instance, consider the fact that the filtering process
m satisfies it P-a.s. in the time interval [0, 71) when y = Y;). We want to investigate
whether the solution to that equation is unique. In the following Lemma we prove that
for each y € O the operator B, is linear and continuous. This fact will be used in
Proposition 2.2.2 to prove the local Lipschitz continuity of the vector field F},.

Lemma 2.2.1. Under Assumption 2.0.1, for each fixedy € O the operator B, is linear
and continuous on M(I).
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Proof. Fix y € O. Linearity is obvious. To prove continuity, fix A € Z and p,v €
M(I). Then, we get

|Byv(A) — By
) (2

/]lh Iy

//\ v AN () v — u)(da)

A)
2) / Az, d2) [ — pl(da) - /A A@) v — )(de)

#| [ @b - )

< / (2) | — pl(dz) < 2sup A@) v — el
I xel

Since this equality holds for all A € Z we easily get
[1Byv = Bypllpy <2 Sup 1Byv(A) = Byu(A)| < 4821; M)y = pllpy

whence the continuity of the operator ,,. O

Proposition 2.2.2. Under Assumption 2.0.1, for each fixed y € O, the map F, is
locally Lipschitz continuous on M(I).

Proof. Fixy € O and u,v € M(I). Then, recalling (2.2.1) and the result of Lemma
2.2.1, we have that

”Fy(l’) - Fy(N)HTV = ”ByV - VByV(I) = Byp+ NByU(I)HT\/
< By (v = Wy + 1By(Dy — plllpy + [v[Byr (1) — Byu(D)]ll 7y
<A@ =l + 1Bl = iy + 9l [BD) = By

N

(4+ ||MHTv) Slél?)\(x)HV - MHTV + ||V||TVHBy(V - M)HTV

< @+ ullpy +4lvlipy) SléII)/\(l’)HV = pllry

whence the result. Notice that the term [B, ()| = | [; A(w, A~ (y)°) p(dz)| is easily
majorized by |||y Sup,er A(2). O

Remark 2.2.1. Tt is worth noting that from the previous computations we deduce that
the field F), is Lipschitz continuous on P(I).

Theorem 2.2.3. Under Assumption 2.0.1, for each fixed y € O the ODE (2.2.4) admits
a unique global solution z € C* ([0, +00); A,).

Proof. Fix y € O. The claim follows from [50, Th. 4]. To apply it we have to verify
the following assumptions (we point out in square brackets the reference to the corre-
sponding hypotheses of the cited work. We invite the interested reader to consult it for
further details).

1. F), is continuous from A, into M (I) [Condition C1].

1
2. lim — inf Hu +eFy(p) — v||py = 0forall p € A, [Condition C2].

e—=0t € veA

3. Forall K > 0 there exists Cx > 0 such that for all u € A, with |||, < K it
holds that || Fy (1) |1 < Ck [(i) of Theorem 4].
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4. {(u—v,Fy(p) — Fy(v))+ < C|lp — 1/||2TV for all pn,v € A, and some C > 0

[(3.11)]
where for all u, v € M(I) we define (u,v); =  sup  ®wv. The set M(I)* is the
PeM(I)*
op=lplzy

topological dual space of M(T).
Claim 1. In Proposition 2.2.2 we proved that the vector field F,, is locally Lipschitz
continuous on M (7). In Remark 2.2.1 we also noted that it is Lipschitz continuous on
P(I), hence we easily deduce its continuity on A,,.
Claim 2. Fix u € A,,. To get the claim, it suffices to prove that for ¢ > 0 small enough
A+ eFy(n) € Ay

We prove, first that p + eF,(u) € M4(I) for e > 0 small enough. For all fixed
A € T we have that

[+ eFy(w)](A) = p(A) + eFy(u; A) = (A)+€[B #(A) = u(A)B, (f)]

=u(A +€[//\xAﬂh p(dx) /)\
) [ M ) u(dx)]

Recalling that Assumption 2.0.1 is in force, we have the obvious estimate

[ M () < sup M@hld) < sup Ao 4).

z€A xzel

Hence, taking € < [sup A(x)] ™! we get
xzel

i+ R 0] (4) > 2| [ A AN ) )
+u(4) [ Mah™ ) n(da)| > .

Now it remains to prove that p + €F,(u) is a probability measure and that is
concentrated on 2~ 1(y). This can be easily shown, since it is immediately seen that
[+ eF,(1)](I) =1 and we have that

[+ eFy (W] (A ) = (k™ (y)) + eFy (1 k1 (y)

=1 +5[/hl(y) /IA(x,dz) p(dz) — /hl(y) A(z) pu(dz)
_/h1(y)/IA(a:,dz)u(dx)+/1A(z) u(dz)} -

thanks to the equality [, - L A = [;A ), implied by the fact that
BE Dy
Claim 3. Fix ¢ € A,. The claim is easily proved thanks to the following estimate,
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holding for all A € 7.
|Fy(p; A)| = |Byp(A) — p(A)By (1)

[ @ Anh @) o) - [ M@ n(a)

I A

< 3sup A(x).
zel

 u(A) / A, b (y)°) ()

From this inequality, it follows that || F, ()| < 6sup,c; A(z), whence the result.
Claim 4. Fix p,v € A, and take ® € M(I)* such that ®(p — v) = || — v||py =
[|®||,, where |||, denotes the norm in the dual space M (I)*. Thanks to Proposition
2.2.2 (see also Remark 2.2.1) we have that

O(Fy(p) — Fy(v) < @I, [1Fy (1) = Fy(v)llpy < 9sup M@= vy

Since this estimate holds for all required ®, we get the result taking the supremum. [J

Remark 2.2.2. In what follows, we will denote the solution z by ¢, ,(-), to stress the
dependence on y € O and p € A,. By standard results on ODEs, (t,p) — ¢y ,(t)
is continuous for each y € O and it enjoys the flow property, i.e. ¢, ¢ (s,0)(t) =
¢y, p(t+ s), for t,s > 0. The function y — ¢, .(-) is called the flow associated with
the vector field Fy, on A,. To simplify the notation, it is convenient to define the set
A, = Uy€ o Ay, named the effective simplex to preserve the terminology used in [25].
Notice that the union is disjoint, as is immediate to prove from the definition given
in (2.2.2). In this way we can define a global flow ¢ on A, setting ¢,(t) = ¢, ,(¢), if
p € Ay Forallfixedt > 0, p — ¢,(¢) is a function mapping A, into itself and leaving
each set A, invariant. Finally, we can associate to the global flow a global vector field
F: A, — A, defined as

F(v) =F,(v) =By —vByw(), vea,. (2.2.5)

The effective simplex bears this name because of its relationship with the canonical
simplex on euclidean spaces. In fact, if we consider the state spaces I and O of the sig-
nal and observed processes as finite sets (we will do so in Chapter 3), then the effective
simplex is made of pairwise disjoint faces of the canonical simplex on RI!!, where |I|
denotes the cardinality of the set I. The shape of these faces (points, segments, triang-
les, tetrahedra, etc ... ) depends on the function /. The evolution of the filtering process
takes place only on parts of the boundary of the canonical simplex.

Before moving on to prove the characterization of the filtering process as a PDMP,
let us precise that, as far as topology is concerned, the effective simplex will be regarded
as a topological space (A, 7. ) under the relative topology 7. This is defined as

Te = {Ae NnNU, U e TT\/}

where 77y is the topology on M () induced by the total variation norm. In this way,
we can also consider the effective simplex as a measurable space, endowing it with the
Borel o-algebra B(A.).

In order to prove that the filtering process is a PDMP, it is convenient to put our-
selves in a canonical setting for our filtering problem with respect to the unobserved
process X. This construction will have a fundamental role in studying the optimal con-
trol problem, as done in Chapters 3 and 4.
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Let us define € as the set

Q= {w = (i07t17i1,t2,i2,...):

ig € I,ip € I,t, € (0,+00],t, < 400 = t,, < tp1,n € N}
For each n € N we introduce the following random variables
TO(W) = 0; Tn(w) = tn; Too(w) = n1LH;0T7L(w); §o(w) = ip; gn(w) =ip

and we define the random measure on ((0, +o00) x I, B((0,+o00)) ® )

n(w,dtdz) = Z 5(Tn(w))£n(w)) (dtdz)l{r, <400} (W), weQ
neN

with associated natural filtration A} = o (n((0,¢] x A)), 0 < s < t, A € 7). Finally,
let us specify the o-algebras

X8 = o(€o); XE = (X2 UN,); X° = o—(U Xt>.

>0

The unobserved process X is defined as

X (w) — fn(w)’ te [Tn(w)zTn+1(w>), n e No, Tn(w) < 400
T e € [Tao(w) +50), Toe(w) < +00

where i, € I is an arbitrary state, that is irrelevant to specify. Next, we define the
observed process Y and its natural filtration ()y)¢>0 as

Yi(w) = h(X;(w)), t =0, w € O Ve =0(Y;, 0<s<t),t>0.

It is clear that we can equivalently describe this process (as is the case for X) via a
MPP (1, Tn)nen together with the initial condition ny = h(&y) = Yj. Accordingly,
the g-algebras of the natural filtration of Y are the smallest o-algebras generated by
the union of o (7)) and the o-algebras of the natural filtration of the MPP (n,,, 7, ) nen.

Remark 2.2.3. Notice that here we constructed the unobserved process X starting from
its MPP counterpart (7,,, &, )nen, Whereas at the beginning of this Chapter we were
given a pure jump Markov process and we associated its corresponding MPP. We could
have done the same also here and the subsequent results would have remained the same.
However, it is preferable to use this construction because this definition of the space (2
is the most natural to the MPP setting, upon which we heavily rely in all of this thesis.

Next, for every o € P(I) let P, be the unique probability measure on (€2, X°) such
that X is a (X'°, P,,)-Markov process with state space I, initial law ;¢ and generator L,
defined in (2.1.8). This means that for all A € 7, all s,¢ > O and all f € B,(I) it holds

P.(Xo € A) =pu(A), P,-as.
Eu[f(Xirs) | X7] = e f(Xy), Pu-as.
It follows from Assumption 2.0.1 and by standard arguments that the point process n
is P,,-a.s. non-explosive, i. e. that T, = +o00, P-ass..

To conclude the previous construction, for a fixed probability measure p on I we
define
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e X* the P,-completion of X° (P, is extended to A in the natural way).
e Z# the family of elements of A'# with zero P, — probability.
o Vl'=0()p,ZH), fort > 0.

(Vi) e=0 is called the natural completed filtration of Y.

In this canonical framework for the unobserved process X we can consider, for
each fixed p € P(I), the process 7w = (m}');>¢ defined as the trajectory-wise unique
solution to the SDE (2.1.22). This means that for each w € () we define 7" (w) to be
the unique solution to
%Wf(w) = Fy, () (7' (w)), t€ [m(w), Tnt1(w)), n € Ny

o (w) = Hy, () 1] (2.2.6)

(w) = Hy, ., [A(7"_ (w))],neN

T‘-Tn (w) n(w) [

where A: A, — M (I) is the function given by
Alv) = ]lhfl(y)c(z)/)\(a:,dz) v(dz), veA, (2.2.7)
I

and the quantity 7 -, (w) is defined as

T () (W) = t_}liyr&})i m(w), on{w € Q: 7 (w) < +oo}
Thanks to Theorem 2.2.3, Equation (2.2.6) uniquely determines a (Y7 );>o—adapted
cadlag and A.—valued process. By Theorem 2.1.7, we deduce that it is a modification
of the filtering process, i.e. for all ¢ > 0 and all A € 7 it holds

' (A) =P (X, € A|Y), P,-as.

Since the filtering process is (V}');>o—adapted and the filtration (Y}');>0 is right-
continuous, we can choose (and we will, whenever needed) a (V! )i>o0—progressive
version of the filtering process itself.

We are now ready to state the Markov property for the filtering process m# with
respect to the natural completed filtration of the observed process Y, for each fixed
w € P(I). This is the content of Proposition 2.2.5, preceded by the useful technical
Lemma 2.2.4. We omit their proof, being slight generalizations of [25, Proposition 3.3
and Proposition 3.4].

Lemma 2.2.4. For fixedt > 0, let us denote by X*° the future trajectory of the process
X starting at time t. For all p € P(I), t > 0and C € X*, it holds

P (X eC V) =Pu(C), Py-as

Proposition 2.2.5. For fixed t > 0 consider the transition kernel p; from (Ae, B (Ae))
into itself given by

p(v,D) =P,(ny € D), veA., DeB(A,).
Then (pi)i>0 is a Markov transition function on (Ae, B(Ae)). Moreover; for every
fixed i € P(I), the process " in the probability space (Q, X*,P,,) is a A.—valued

Markov process with respect to (Y!') >0, having transition function (p;)i>o. Otherwise

said, the following equality holds, for all s,t > 0 and all D € B(A.
Pl—t(ﬂ—ﬁrs € D | yt#) = ps(ﬂ-#?D)v PH—CZ.S.
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Having proved the Markov property for the filtering process 7#, we can show that
it is a PDMP by introducing the following three quantities that will be proved to form
its characteristic triple.

1. The vector field F is the global vector field defined in Equation (2.2.5), i.e.

F)=Byw—-vByw(), veA,. (2.2.8)
The global flow ¢ previously introduced is associated to this vector field (see
Remark 2.2.2).
2. The jump rate functionr: A, — [0, +00) is defined by
r(v) = —-Byv(I) = /)\(m,h_l(y)c) v(dz), veA,. (2.2.9)
I

3. The transition probability R from (A, B(A.)) into itself is defined by
R(v,D) = / JID(HU [A(V)]) p(v,dv), veA, DeB(A,) (22.10)
o

where p is a transition probability from (A, B(A.)) into (O, O) defined for all
veAyandall B € O as

! -t if r(v
7 A B ) i), i) > 0
ay(B), ifr(v)=0

p(v,B) = (2.2.11)

where (g,)yco is a family of probability measures, each concentrated on the
level set h=1(y), y € O, whose exact values are irrelevant.

Since for any given v € A, the probability p(v,-) is concentrated on the set

O\ {y}, the probability R(v, -) is concentrated on A, \ A,, as we expected to
be, given the structure of the filtering process.

Remark 2.2.4. Note that if r(v) > 0 then r(v) p(v,dy) = A(p) o h=1(dy).

In the following Proposition, which will be needed to characterize the filtering pro-
cess as a PDMP, we show that the law of the observed process Y can be expressed
via the filtering process itself. It is clear that since the process Y is piecewise constant,
its law is uniquely determined by the finite dimensional distributions of the process
{Yy,71,Y:,,...}. These in turn are completely characterized by the law of Y;, which
is obvious, and by the following distributions

Pu(Tng1 — o > t, 7 < +o0 | Y2 ), t>0,n€Ny
Pu(Yr, ., € B, Tuy1 < 400 | VE ), B € O, neN.

Proposition 2.2.6. For all fixed n € P(I) the distributions of the sojourn times and
the post jump locations of the observed process Y are given by the following equalities,
holding P,—a.s. forallt > 0, B € O and alln € Ny

t
Pu(Tag1 —Tn > t, 7y < o0 | YE ) = exp{—/ T((b,,gn (s)) ds}]17n<+oo
0
(2.2.12)

Pu(an,+1 S B, Tn+1 < 400 | yfn) = P((bwﬂn (Tn__H - Tn)7 B) ]]'Tn,+1 <+o0o-
(2.2.13)
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Proof. Letus fix n € Ny. To start, we will look for an expression for the joint distribu-
tion of the jump times and post jump locations of the process Y, i.e. forall 7' > 0 and
all B € O the quantity

Purn1 <T,Y;, ., €B|YE), on{r, <+4oo}.
Notice, first, that for all fixed T" > 0 and B € O we can write
Zr(B) = 1., <rly,  en = m((0,T ATpi1] x B) =m((0,T A7,] x B)

where m is the random counting measure associated to Y and defined in (2.1.3). To see
this, it suffices to observe that

m((0,T A7) x B) =Y 1,,<rly, cb.
k=1

Clearly, (Z7(B))r>0 is a (V})r=0—adapted point process and, thanks to Lemma 2.1.1,
a straightforward computation (using once more the obvious facts Y, = Yy and 7, =
s, ds—a.e.) shows that its (J})r>o—compensator is given by

TATn+1

¢r(B) = /I)\(:c, K H(B\{Y,_})) mt_(dz)ds

TNATy
T
— [ s [ Mo B (YD) w2 () d,
0 1

Moreover, since for all £ € N the stopped process

(m@ranixm)= [ [ o) e anas)

T30

is a uniformly integrable ()})r>o-martingale (cfr. number 3 of Proposition 1.1.5),
the compensated process (Z7(B) — (7(B))r>o is a uniformly integrable (V5)r>0-
martingale. Hence by applying Doob’s optional sampling theorem we get that for all
T=0

Eu[Zr(B) | Y] = Euler | V2], Py-as.

or otherwise written

Pu(Tn-‘rl g T; YT eB | yﬁn) -

n+1

A Locenn M7 B v o) ds

yﬁn] , Py-as.

Noting that for 7, < s < 7,11 we have that Y, = Y, and m, = ¢r» (s — 7,) we can
write the previous equation as

Pu(7n+1 <T,Y; . ,€B | yﬁn) =

T
E/"' [ 0 /] 1T7L<S<TIL+1A(x7 h_l(B\{YTn})) ¢7T¢n (S_Tn; dx) ds

yfn} , Pas.
(2.2.14)
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Now let t > 0 be fixed. Since the random variable ¢ + 7,, is YT’: —measurable, we
immediately get from (2.2.14)

Pu(Tng1—ma <t, Y, €B|YE) =

t+7n
E, [/ / ]lr,,gs<7n+1>\(l’, KB\ {an})) Grett (s — Tp; dz) ds | ygn} -
0 T

t
Eu |:A z ]lrn+1—7—n>s>\($, hil(B \ {an})) ¢7T¢n (8; dx) ds | yfn:| , Pu_a_s.
(2.2.15)

We need to exchange the conditional expectation and the time integral appearing in the
last line of (2.2.15). Let us consider a regular version G™ of the conditional distribution
Pu(Tny1 — Tn € -, Y7, € - | V), which always exists in our setting. Define the
function g": © x [0, 4+00) — [0, 1] as

9" (w,t) = G"(w, (t, 0], 0).
Clearly g™ enjoys the following properties
o g"(w,t) =Py (Thy1 — T >t | V), Py-as.
o g"is (V¥ ® B([0,400)))-measurable.
e Forall w € Q the map ¢t — ¢"(w, t) is non-increasing and right-continuous.

Applying the Fubini-Tonelli theorem to the last line of (2.2.15) we get

PM(Tn+1 — Tn < t7 YT7L+1

/g"(s)/A(a:,hfl(B\{Ym}))qsﬁ"(s; dz)ds, P,-as. (2.2.16)
0 I

We are now ready to use Proposition 1.1.8 (or, equivalently, Theorem 1.1.13) and obtain
that ¢" satisfies

€ B| Y )=G((0,4,B)

t
gh(t) =1 7/0 g”(s)/{)\(:c,hfl(YTn)c) Gru (s3dz)ds, t € (0,Tns1 — Tal-

This equality implies that on (0, 7,41 — 7] the function g™ is absolutely continuous
for each w € ) and solves w-by-w the following ODE

d — c
agn(t) — _gn(t)//\(x7h 1(Ym) )¢w¢n (t; dx), t € (0,7nt1 — Tn)
I
gn(O) =1
whose solution is clearly g,,(t) = exp{— fot Ji M@, h 1 (Y7,)6) dre (s da) ds} for
t € (0,741 — 7). Therefore we get (2.2.12).

Finally, (2.2.13) follows from an immediate application of both Theorem 1.1.13
and Theorem 1.1.7. In fact, we have that on {7,,11 < +o0}

P/_L(YTn+1 €EB | yvlfn) =

_ 1 —1 C— . _
- o e =) /I)\(x,h (B\{Y7,})) bne (1541 —Tn; dz),  P-as.

whence the desired equality. Notice that the fraction is well defined since, by Theorem
1.1.12,r(¢ﬂ¢n (Togr — Tn)) > 00n {741 < +o0}. O
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We are now ready to prove the main Theorem of this Section, that is the characte-
rization of the filtering process as a PDMP.

Theorem 2.2.7. For every v € A, the filtering process ¥ = (n{ )1>0 defined on the
probability space (Q, X", P,) and taking values in A, is a Piecewise Deterministic
Markov Process with respect to the filtration (Y} )i>o and the triple (F,r, R) defined
in (2.2.8)—(2.2.10) and with starting point v.

More specifically, we have that ™ is a (Y} )i>o—Markov process and the following
equalities hold P ,—a.s.

= ¢’T¥n (t—7n), tE[Tn,Tn+1), n € Ny (2.2.17)

Po(Thy1 —Tn >t Tn < 00 | V) ) =

t
1, <100 exp{—/ r(gbﬁn (s)) ds}, t>0,neNy (2.2.18)
o ,

P, (x

7—n+ 1

€D, Ty <400 |V )=
Tnd

1

Ly, <tooR(Ory (101 —7a); D), DeB(A.),n €Ny (2.2.19)

where, for each n € Ny, ¢rv is the flow starting from 77 and determined by the
vector field F.

Proof. Fix v € A, hence v € A, for some y € O. Itis clear that P, (Yo = y) = 1
and that H,[v] = v. Hence P, (7§ = v) = 1, i.e. the filtering process 7" starts from
v. The ()} )i>0—Markov property for the process 7" has already been proved in Pro-
position 2.2.5. The deterministic dynamic between consecutive jump times expressed
by (2.2.17) easily follows from (2.2.6). Moreover (2.2.18) coincides with (2.2.12).

It remains to prove (2.2.19). From (2.2.6) we have that on {7, < +00} and for
all D € B(A.)

P(THGD vy ):P (HYTH[A(”Z— )] €D yVnH)

n+1 n+1

Observing that A(77 ) = A(prv (Trq — ™)) isa Y?_ —measurable random

n+1

variable (with values on A.), an easy application of the freezing lemma to the last
displayed equation entails that

Pu( T € D yVn+l) /]lD( [ (¢7r” (7, r;rl_Tn))])P(qu:n (Tnjrl_Tn)vdv)

hence the desired result. O

Remark 2.2.5. In PDMP literature it is common to require that R is a Feller kernel, i. e.
that for all w € Cp(A.) the map p — fAe w(p) R(p; dp) is bounded and continuous
on A.. In our situation this fact may fail, since it may happen that the function r is null
on some non-empty subset of A.. However, we are able to show the following weaker
form of the Feller property of R.

Proposition 2.2.8. Let Assumption 2.0.1 hold. Then fOr every bounded and continu-
ous function w: A, — R the function p — r(p f A, R(p; dp) is bounded and
continuous on /..
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To prove this Proposition we will use the following Lemma.

Lemma 2.2.9. Suppose that (jin)nen C My (I) is a sequence converging in total
variation to a measure j € M (I), i.e. ||ptn, — pl|7, — 0. Then, the sequence of
P(I)-valued functions on O given by (Hy[{n])nen converges in measure yuo h™" to
Hylul, ie

li_>m poh ' ({y € O: ||Hylpn] — Hy[W]|lpy > 6}) =0, forall§ > 0.

Proof. Fix 6 > 0 and a sequence (tn)nen C M (1) such that ||z, — gy, — 0 for
some p € M (I). Let us define the following sets

Cp={ye0: jungy[un](A) — Hy[u](A)| >4}, neN
€
Co* = {y € O: |Hy[u,)(A) — Hy[u)(A)| > 6}, neN, Al
We immediately notice that, since ||z, — g/, — 0, we have

lpn o™ —poh™ | —=0

n—oo

|Lapin o™t —Lqpoh™|| —— 0, forall AcZ.
n—oo

Recalling Definition 2.1.1 and thanks to [15, Exercise 3.10.36], we deduce that for
all A € T we have that lim g o h='(C5* N supp(p o h™')) = 0, whence 1 o
n— oo
h=1(C%4) —— 0, being supp(uz o h™1) a set of full 1 o h~!—measure.
n—roo
Given (2.2.1), to prove our claim it suffices to show that g o h=1(C%) —— 0 for
n—oo

all § > 0. To start, let us recall that since [ is a separable metric space, there exists a
countable base U = (U;);en for its topology. Let us define the set of all possible finite
or countable unions of sets in 4, i.e.

B={B=|JU;,U;eU,jeJ |J <INJ}.
jeJ
Notice that 5 is a countable class.
We want to prove first that

sup | Hy (1] (A) — Hy ) (A)| = sup| Hy[1)(F) — Hy[u)(F)|  (22.20)
A€eT BeB

It is clear that the term on the left is greater or equal to the one on the right. To
prove the reverse inequality, fix y € O and € > 0. Thanks to the fact that for all y € O
each of the measures Hy[1,,], n € Nand H,[p] is regular, we have that for each A € 7
there exist open sets F'°, F° € Z, n € N and closed sets G°, G5, € Z, n € N such
that G° C A C F*, G5, C A C F; foralln € Nand

Hylpn](Fy) — &
Hy[p(F7) — ¢

Moreover, there exist at most countable index sets IS and I¢ such that FZ = | J U;

iers Vi
and F° = J U;,where U; € U, 1 € I, I°. Thanks to this, we have that Therefore,

Hylpn)(A) < Hylpn)(GF) + €
Hy[u](A) < Hy[p)(G7) +e.

NN

iele
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we get that
Hy[pn)(A) = Hyp)(A) < Hy[un](G3) + & — Hy[1)(F7)

< H ()~ () + = < (U 0) - (U 06) + ¢

i€lg i€l

< sup H, [1n)(B) — Hy[p)(B) + €.

Similarly, exchanging the roles of Hy[u,](A) and H,[u](A) we get

Hy[p)(A) — Hy[pn](A) < sup Hylpn](B) — Hy[p)(B) + ¢
whence

|Hy[,un](A) - Hy[,u](A)| < ;Lé% Hy[ﬂn](B) - Hy[ﬂKB) +e.

Taking the supremum with respect to all A € Z in the Lh.s. and then letting ¢ — 0
we get the desired inequality and from (2.2.20) we deduce that

Ch={yeo: ilé2_|Hy[Nn](A) — Hy[ul(A)] > d}.

Now, let y € C?. Then, by definition of supremum, we have that there exists some
B € B such that |Hy[un](B) — Hy[u](B)| > 6, hence y € U o8B = U OB

BeB ieN
B;eB

(recall that B is a countable class). Therefore, for all n € N

poh N (Cl) < 3 poh H(CHP)

ieN
whence
limsup g o h~1(C%) < limsup Z po h=HCoB)
< limsuppoh™H(CHP) =" lim poh™(CHP) =0
and our claim is, thus, proved. ]

Proof of Proposition 2.2.8. Fix w: A, — R bounded and continuous and p € A,
hence p € A, for some y € O. Let (p,,)nen be a sequence such that ||p,, — p||, — 0
as n — oo. Notice that we can assume, without loss of generality that p,, € A, for all
n € N.

We consider first the case where r(p) > 0. It is easy to show that the function
p — r(p) is continuous on A, hence r(p,) > 0 apart from a finite number of indices
n € N. We want to prove that

— 0. (2.2.21)

n—oo

(o) /A W) R(pn: dp) — r(p) /A w(p)R(p; dp)

e e
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Recalling Remark 2.2.4, from (2.2.21) we obtain

o) [ W R(pus a8 =) [ iR dp)\

e e

= | [ U A DAp) 0 h o) = [ (i A A o h ()

o

N

[ w80 [A) 017 00)  Agp) 07 a0
o

+ /O [ (H [A(pn)]) = w (Hu[A(p)]) [A(p) 0 5~ (dv).
(2.2.22)
The first summand of the last line of (2.2.22) can be easily estimated thanks to the
boundedness of w and Assumption 2.0.1 by

[ w8 ) [ o 1 00) - Alp) o174 a0
< sup [w(p)] () 017" = AGp) 0y
<2 sup [w(p)| sup M@ 1on — ol

pEA, zel

Hence it vanishes as n — oco.
As for the second summand of the last line of (2.2.22) notice that

1A(o0) = APy < 2500 M) o = pllry 2 0

thanks again to Assumption 2.0.1. Thanks to Lemma 2.2.9, taking also into account
that w is continuous, the sequence (w (H, [A(pn)]))neN converges to w(H, [A(p)]) in
A(p) o h~!-measure. Applying the dominated convergence theorem (since A(p) o h~!
is a finite measure, we can replace almost everywhere convergence of the sequence
(w (H, [A(pn)]))neN with convergence in measure, see e. g. [15, Th. 2.8.5]) we get
that

[ 180D = o (@D [AG) 01 (d0) =0

n— oo

as desired.

We conclude the proof considering the case (p) = 0. By continuity of the function
r, we have that r(p,,) — 0asn — oo. Incase r(p,,) = 0 eventually, the claim is trivial.
So, let us consider the case r(p,,) # 0 for all n big enough. We have to prove that

— 0. (2.2.23)

n—oo

7(pn) /A w(p)R(pn; dp)

e

Notice that 0 = 7(p) = —Byp(I) = A(p) o h=1(O), hence by boundedness of w
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and Assumption 2.0.1 we get

o) [ IR dp>\= [ (A Ap) o 1 )

< sup |w(p)[A(pn) 0 h™1(0) = sup |w(p)|[A(pn) o h~1(O) = Alp) o h™'(O)]

PEA. pEA,
< sup [w(p)| [A(pn) o h™" = A(p) o h™Hlpy,
pEA.
< 2 sup [w(p)| sup A(@) [[pn — pll7y
pEA, xzel
whence (2.2.23). O

At this point, many properties of the filtering process may be deduced from the fact
that it is a PDMP, thanks to the widespread study of this class of processes. However,
in the following Chapters we will need nothing more than what we have already proved
about the PDMP nature of the filtering process.

To end this Section we introduce a canonical version of the filtering process. This
construction is useful for various applications, e. g. optimal stopping and optimal swit-
ching. In Chapter 3 and 4 we will adopt a slightly different construction, to take into
account the setting of the optimal control problem. Let us introduce the following ob-
jects.

o Q= {w:[0,+00) = A, c4dldg} denotes the canonical space for A, — valued
PDMPs. We define 74 (w) = w(t), forw € , ¢ > 0, and

To(w) =0,
To(@) = inf{t > 7,1 (@) s.t. 7 (@) # T- (W)}, neN,
Too(@) = lim 7, (@).
e The family of o-algebras (F?)¢o given by
F=0(fs,0<s<t), F°=o0(7s,s5=0),
is the natural filtration of the process T = (¢ )¢>0.

e Forevery v € A, we denote by P,, the probability measure on (2, F°) such that
the process 7 is a PDMP, starting from the point v and with characteristic triple
(F,r, R). We this, we mean that P,,—a.s.

T = ¢z, (t—Tn), tE[Tn,Tny1), n € Np. (2.2.24)

Py (Tag1 — Tn > t, T < +o00 | F2 ) =

t
17, <too exp{—/ r(d);r?n (t)) ds}, t>0,neNy (2225
0

P, (77,,, €D, Tny1 < 400 | ]:';,H) =

Lroi<tooR(0r, Ty —Ta); D), D€ B(A.), n €Ny (2.2.26)

where, for each n € Ny, ¢z, is the flow starting from 77, and determined by
the vector field F'. We recall that this probability measure always exists by the
canonical construction of a PDMP (see Section 1.2).
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e For every @ € P(A.) we define a probability Pg on (2, F°) by Po(C) =
/ A, Pu(C) Q(dv) for C € J°. This means that @ is the initial distribution of 7
under Pg,.

e Let F9 be the f_’Q-completion of F°. We still denote by P_’Q the measure natu-
rally extended to this new o-algebra. Let Z9 be the family of sets in F@ with
zero P g-probability and define

Fel=o(FUz?), F= () F’ t=o
QEP(Ae)

(Fi)=o is called the natural completed filtration of 7. By Theorem 1.2.2 it is
right-continuous.

The PDMP (Q, F, (F;)t>0, (Tt)i>0, (Pu)vea, ) constructed as above admits the cha-
racteristic triple (¥, r, R).

The following Proposition, that we will revisit later in Chapters 3 and 4, provides
for each initial distribution p of the unobserved process X the law of the filtering
process 7 under P ,. Its proof will be omitted, since it is a slight generalization of [25,
Prop. 5.6.].

Proposition 2.2.10. For every yu € P(I) the law of T = (m}')>0 is Pg where Q is
the Borel probability measure on A, defined as

Q=poh™ oH ™', H(y):= Hylul.

Moreover, ) is concentrated on the set U {Hy[p]}
yeO

Remark 2.2.6. The set Uyco{Hy[p]} is the image of the map 7 defined in Proposition
2.2.10. This map is clearly a bijection, with inverse given for all p € A, by H~1(p) =
projy(p) = y, whenever p € A,. This shows also that 7{ and its inverse are both
measurable, hence Uyco{Hy[1]} € B(A.).

2.3 The Markov chain case

In this brief Section we introduce the notation that will be used in Chapter 3, where
we assume that the state space I of the unobserved process is a finite set. The notation
adopted is almost the same used in [25]. The purpose of this Section is to get the reader
acquainted with this setting and also to give the chance to revisit the results obtained so
far in this Chapter in a simpler situation, before tackling the optimal control problem
studied in the next Chapters. Since any result that we are going to show is an adaptation
of the corresponding ones earlier obtained, we will state them without proof.

Let the set I be finite. We put ourselves in the canonical framework described in
Section 2.2. In particular, the definitions of the function &, the unobserved and observed
processes X and Y remain unchanged. Notice that the state space O of the observed
process is a finite set, too, and since we are considering h as a surjective function its
cardinality is no greater than that of the set I. As done in the general case, for any fixed
probability distribution £ on I we can find a probability measure P, on (2, X'°) such
that the unobserved process X is a finite-state (X'°, P, )-Markov chain, with initial
distribution ¢ and known rate transition matrix A = (\;;); jer. This is a real square
matrix such that
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1. Xjj > 0foralli,jel,i#j.
2. Zje[ )‘ij =0foralli € I.
It is common to define \; = —\;; = > jer A;; for each i € I. Analogously to

JF#i
Assumption 2.0.1, we require that \; < +oo forall i € .
The filtering process is defined for all 7 € I as

P.(Xe=1i|Y), t=0.
Its state space P(I) can be naturally identified with the canonical simplex on RI’I, i.e.

1]
A= {peRM:p(i)>0,Vi=1,...,[I,Y p(i) = 1}.
i=1

However, as we already know, the actual values of 7 lie in the so called effective simplex
A, = UycoA,, where for each y € O the set A, is the family of probability measures
concentrated on h~!(y). The effective simplex is a proper subset of A (unless the
function h is constant) and it is compact in the present finite dimensional setting.

We identify probability measures (or, more generally, finite measures) on / with
row vectors on R, We will also denote by 1 h—1(y) the column vector

1 i = 1, i€h(y)
R 0, otherwise

with subscript ¢ indicating the i-th component of a vector.

Before discussing the filtering equation, let us observe that the definition of the
operator H is greatly simplified in this setting (see also Remark 2.1.4). In fact, we can
write it as

0, ifi ¢ h=1(y),
Hylu)(i) = { ™=, ifi€h7 (), plaag) £0. @31
Vy, if u]lha(y) = 07

where vy, is an arbitrary probability measure concentrated on 2! (y) whose exact va-
lues are irrelevant.

The analogue of Equation (2.1.22) satisfied by the filtering process can be deduced
immediately from (2.1.19) considering the test functions ¢ = 14, ¢ € I. To further
simplify the notation, let us introduce the revisited version of the vector field F': A, —

— 1 ; 1 71
() = {[VAL WAL @)vy TERTW) A yeo. @32

0, otherwise

Before introducing the filtering equation, we need to be sure that the ODE governed
by the vector field F' admits a unique solution.

Proposition 2.3.1 ([25, Prop. 2.1]). Foreveryy € O, p € A, the differential equation

d
&z(t) =F(z(t)) t=0

z(0) =p

has a unique global solution z: [0, +oc0) — RI|. Moreover () € A, for all t > 0.

(2.3.3)
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The filtering equation can be stated as follows.

Theorem 2.3.2 ([25, Th. 2.2]). For all w € ) define 7o(w) = 0 and for fixed p € A
the stochastic process T = (1} )10 as the unique solution of the following system of
ODE s

&ﬂ-f(w) = F(ﬂ-f(w))’ te [Tn(w)an-‘rl(W)), n e NO
7 (w) = Hyy (w1l (2.3.4)

7 (w) = Hy,, () [ng (w)A], n € N.

where F' is the vector field defined in (2.3.2).
Then, 7" is (V!')1>0 - adapted and is a modification of the filtering process, i. e.

(i) =Pu( Xy =i | V), Pu-as,t>0,iel.

To end this Section, we discuss the characterization of the filtering process 7 as a
PDMP. The characteristic triple (F,r, R) is given by the vector field F' introduced in
(2.3.2) and by

e The jump rate function 7: A, — [0, +00) defined as

r(p) = —pAly-1yy, pEA,. (2.3.5)

e The transition probability R from (A., B(A.)) into itself given for all D €
B(A) by

R(p;D) =Y 1p(Hu[pAl) q(p,v), pe€A, (2.3.6)
veO

with
PALp-1(y) .
PRIRTIO) g L i pAT gy £ O
q(p,v) = —pATy-1(y) vy R W) ., PEA
qy(’U), if pA]].h—l(y) = O

and where for each y € O we denote by ¢, = (g, (v))veo a probability measure
concentrated on O \ {y} whose exact values are irrelevant.

The following Theorem is the counterpart of Theorem 2.2.7 and characterizes the
filtering process as a PDMP.

Theorem 2.3.3 ([25, Th. 5.4]). For every v € A, the filtering process ©° = (7} )i>0
defined on the probability space (0, X, P,) and taking values in A, is a controlled
Piecewise Deterministic Markov Process with respect to the triple (F, r, R) defined in
(2.3.2), (2.3.5), (2.3.6) and with starting point v.

More specifically, we have that P,,—a.s.

T = ¢ny (t—=Tn), t € [Tn,Tut1), n €Ng (2.3.7)

Py(Thy1 —Tn >t, Tn < 400 | V) ) =

t
1, <too exp{—/ r((bﬂgn (s)) ds}7 t>0,neNy (2.3.8)
0
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P,(n2 €D, Thy1 < 400 yj_ )=

Tnt1 n41
]lTn,+1<+ooR(¢7an (7'n_+1 —Tn)i D)a D e B(A:),neNy (2.3.9)

where, for each n € No, ¢rv is the flow starting from w and determined by the
vector field F.

2.4 Some remarks on the observed process

In this brief Section we highlight what happens to the results proved in this Chapter
if we allow the function h, providing the observed process as in (2.0.6), to be one-
to-one or constant. We recall that these cases were excluded from our analysis since
the control problem arising from them is not of true partial observation nature and the
filtering problem is, in some sense, trivial. However, the assumption that & is neither
one-to-one nor constant is not used in any of the proofs contained in this Chapter and,
in fact, the reader may check that they still hold even in these cases, leading to the
results shown below.

The case where & is one-to-one is associated to a control problem with complete
observation. The state spaces of the processes X and Y are isomorphic and the filtering
problem is trivial, in the sense that the filtering process possesses piecewise constant
trajectories and takes values in the subset of P(I) given by Dirac probability measures.
In fact, the o-algebras &; and ); coincide for all ¢ > 0, up to P-null sets. Therefore,
we get that for all ¢ € By (1)

() = Elp(Xe) | V] = Elp(Xe) | ] = o(Xy), t >0, P-as.

whence 7 (dz) = dx,(dz), t > 0, P-a.s.. Notice that the operator H, given in Defini-
tion 2.1.1, reduces to Hy[u] = &y, y € O, for all pp € P(I).

The filtering process 7 is still a PDMP although, more specifically, is a pure jump
process. Its state space A, i.e. the effective simplex, can be identified with the state
space I of the unobserved process X via Dirac probability measures

A, ={6:xel} « I

Its local characteristics are given for all v € A, and all D € B(A,) by

Fv)=0 r(v) = r(0z) = A(x) R(v,D) = R(0,,D) =

where A € B(I) is the unique Borel set corresponding to D € B(A.) and A is the rate
transition measure of the process X.

The case where h is constant is associated to a control problem with no information.
The state space of the observed process Y reduces to a single point and the filtering pro-
blem is trivial, in the sense that the filtering process becomes a deterministic function
of the time variable, taking values in P(I). In fact, the o-algebras ); coincide with the
trivial o-algebra for all ¢ > 0. Therefore, we get that for all p € By (1)

m(p) =Elp(Xy) | Vi) = Elp(Xy)], t>0.

The filtering process 7 coincides with the law of the unobserved process X, its state
space is A, = P(I) and it satisfies the following evolution equation

d
Sr=c t>0
at it (2.4.1)

WOZMGP(I)
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where L£* is the adjoint operator associated to the infinitesimal generator £ of the unob-
served process X, defined in (2.1.8). Since L is linear and bounded, the unique solution
to (2.4.1) is given by m; = e*“" i, t > 0, where (e*£"),_ is the strongly continuous
semigroup associated to £*. Notice that if we assume that the process X takes values
on R”™ and its law admits density with respect to the Lebesgue measure, then (2.4.1)
can be rewritten as a PIDE for the density process of X, called the Fokker-Planck
equation. Sometimes, also evolution equations as (2.4.1) in the space P(I) are called
Fokker-Planck equations.



CHAPTER 3

Optimal control: the finite dimensional case

In this Chapter we specialize the setting of Chapter 2 to the case where the unobserved
process X = (X;);>o is a continuous-time homogeneous Markov chain and we study
an optimal control problem on infinite time horizon with partial observation.

The aim of our control problem is to optimize the dynamics of the Markov chain X
through the actions described by another stochastic process u = ()0, with values
in the set of Borel probability measures P(U') on a measurable space (U, i), the space
of control actions. Thus, control actions are specified by relaxed controls. This process
is chosen in a well defined class and is called control process. At any time the chosen
control action shall be based on the information provided by the observed process Y =
(Y2)t>0. that will be of noise-free type as in the previous Chapter. The choice of the
control process is done following a performance criterion that, in our setting, is the
minimization of a discounted cost functional.

Throughout this Chapter we will assume that 7 and O are finite sets and that U
is a compact metric space equipped with its Borel o-algebra U. Therefore P(U) is
a compact metric space, too. As in Chapter 2, we are given a function h: I — O
that gives the values of the observed process Y as a deterministic transformation of
the values assumed by the unobserved process X. We consider this function to be
surjective, without loss of generality. We remind that, in general, h can be constant
or one-to-one, but we will exclude these cases in what follows. In the next Chapter,
precisely in Section 4.4, we will make some comments on the réle of the function A in
the control problem.

We start our analysis in Section 3.1 by formulating our optimal control problem
with partial observation in a canonical setting for the Markov chain X. We will see
that, thanks to the filtering process (introduced in the uncontrolled case in Chapter 2),
we are able to rewrite this control problem in an equivalent one with complete ob-
servation, where the new state variable is the filtering process itself, in place of the
unobserved Markov chain X. However, we will need to reformulate our control pro-
blem, introducing a separated discrete-time control problem for the filtering process,
seen as a PDP.

The separated control problem will be formulated in Section 3.2 in a canonical
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setting for the PDP given by the filtering process. We will prove that the original and
the separated control problem are linked in various ways, culminating with a formula
providing an equality involving the value function V' of the original control problem
and the value function v of the separated control problem.

At this point, as is common in the study of optimal control problems, we want to
characterize the original value function V. To do so, it is convenient to focus on the
value function v of the separated control problem. This is done in Section 3.3, where
we obtain, first, that v is the unique fixed point of a certain contraction mapping and,
second, that is the unique constrained viscosity solution (in Soner’s sense, see [59]) of
a Hamilton-Jacobi-Bellman integro-differential equation.

In Section 3.4 we provide an existence result of an ordinary optimal control. This
is of great importance since from the preceding results we are sure only about the
existence of a relaxed optimal control. Finally, in Section 3.5 we provide an example
where we are able to solve explicitly our optimal control problem.

3.1 The Markov chain optimal control problem

The setting that we will adopt in this Section is fairly similar to that introduced in
Section 2.3 and we advise the reader to give at least a quick glance to its contents, in
order to get acquainted with the notation used here. Nonetheless, we provide here all
the definitions and the results needed for our optimal control problem, since they must
be modified with respect to Section 2.3 to take into account the control process.

The aim of this Section is to provide a canonical framework for a continuous time
homogeneous Markov chain described by an initial law and a controlled rate transition
matrix on I, sometimes called Q-matrix (see e. g. [51]). By this we mean that for each
fixed u € U we have a real square matrix A(u) = (A\;;(w)); jer such that

1. \jj(u) > 0foralld,j € I,i#j.
2. > erNij(u) =0foralli € I.
It is quite common to write for each ¢ € [
/\i(u) = _>\ii (u) = Z >\'L'j (U)
JeI
J#i
On these matrix coefficients we introduce the following assumption

Assumption 3.1.1. For each ¢,j € I the map u — A;;(u) is continuous (hence boun-
ded and uniformly continuous). In particular, we have that

sup \;(u) < 400, i€l
uelU

We are going now to build the probability space on which the processes X, Y, u
are defined. The construction is very similar to that shown in Section 2.2. Let us define
Q) as the set

Q= {w = (io,tl,il,tg,ig,. . )
io € I,in € I,t, € (0,+00],ty < 400 = t,, < tpt1,n € N},
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For each n € N we introduce the following random variables
Tn(w) = tn; Too(w) = lim Tn(w); fo(w) = ip; gn(w) =1ip
and we define the random measure on ((0, +oc] x I, B((0,+oc]) @ T)

n(w,dt dz) Za (dtdz)IL{Tn<+Oo}(w), weN
neN

with associated natural filtration V; = o (n((0,¢] x {i}), 0 < s < ¢, i € I). Finally,
let us specify the o-algebras

=o(&); X = o(Xy UN); XO:U(U Xt).

The unobserved process X is defined as

Eo(w), te[0,Ti(w))
Xi(w) =< & (w), te[ n(W), Thg1(w)), n €N, T, (w) < +00
oo € [Too(w), +00), Too(w) < +00

where i, € I is an arbitrary state, that is irrelevant to specify. Next, we define the
observed process Y and its natural filtration ()y)¢>0 as

Yi(w) = h(Xi(w)), t 20, w € O Ve =0(Y;, 0<s<t),t>0.

As we already pointed out in Section 2.2, we notice that we can equivalently describe
this process via a MPP (7,,, 7, )nen With initial condition 19 = h(§p) = Yp. Each o-
algebra V7, t > 0 is the smallest o-algebra generated by the union of o (1) and the
o-algebra at time ¢ of the natural filtration of the MPP (1,,, 7, ) nen-

As said at the beginning of this Chapter, we need to consider control processes u
that are based on the information brought by the observed process Y. More precisely,
we will choose controls in the class of admissible controls, defined as the set

Upg = {u: Q x [0, +00) = PU), (V7)o —predictable}. 3.1.1)

Remark 3.1.1. It must be pointed out that considering P (U) — valued processes (the
so called relaxed controls), instead of ordinary U — valued processes, has considerable
technical benefits that will be fully clear in Section 3.2. At this stage such a choice
has almost no impact on the problem itself (except for a slightly more complicated no-
tation), being both U and P(U) compact metric spaces. It is important to notice that
any ordinary control is included in this formulation by considering its corresponding
process in U, 4 whose value at each time ¢ > 0 and w € € is given by a probability me-
asure concentrated at a single point in U. Ordinary controls are far easier to understand
and implement and we will later mention some technical results enabling us to use such
controls to prove the main results of this Chapter. As a final note on this subject, we
recall that the existence of an ordinary optimal control will be proved in Section 3.4.

Thanks to the peculiar structure of the natural filtration of ¥ we have a precise
characterization of the class U, 4 (see Theorem 1.1.2 and Remark 1.1.1 following it). A
control process u € U,q is completely determined by a sequence of Borel-measurable
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functions (un),cf,» With u,: [0, +00) x O x ((0,+00) x O)n — P(U) for each
n € Np and we can write

up(w) = up(t, Yo(w))1(0 < t < 7y (w))+
D un(t, Yo(w), 1i(w), Yo, (@), -, T (w), Yo, (0)) 170 (@) < t < T (w))+
n=1

Uoo (t, Yo (w), 71 (w), Yo, (W), ... )L(t > Too (w)), (3.1.2)

where 7o (w) = limy,—, 00 T (w). This kind of decomposition of a control process u €
U, q will be of fundamental importance throughout this Chapter and we will frequently
switch between the notation (u¢)s>0 and (uy),,cf,- To simplify the notation, we will
often use the more compact writing ., (+) instead of u,, (-, Yo(w), ..., 7 (w), Y7, (w)),
for all n € Ny.

The dynamics of the unobserved process will be specified by the initial distribution
1, a probability measure on I, and by the following random measure depending on u

1(t < To(w)) /U)\Xt_(w)i(u) up(w;du)de, ifi # Xp—(w)

0, ifi = X;—(w)
(3.1.3)
for any w € Q and u € U,4. For sake of simplicity, we will drop w in what follows.
Now set P as the probability measure on (Q, Xy ) such that Xg = &g has law
w. It is easy to see that the previously described setting is equivalent to that provided
in Assumption 1.1.3. In fact, one can show that the random measure " is (X);>0—
predictable and satisfies (1.1.3), i.e.

Lovr({th xI) <1,

v (w; dt x {i}) =

2. v*([Teo, +00) x I) = 0.

Therefore, by Theorem 1.1.9, there exists a unique probability measure P); on (Q, X °),
such that Pjj|xe = Po and " is the (PE, Xto)—predictable projection of n. Once
specified the control u € U, 4 and consequently the probability measure P}, it follows
from Assumption 3.1.1 and by standard arguments that the point process n is P);-a.s.
non-explosive, i.e. that T, = +o0, PL‘—a.s.. For this reason we will drop the term
1(t < Tw) appearing in (3.1.3) and, since also 7o, = +00 Pz-a.s., we will avoid
specifying the function u., in (3.1.2).

Finally, we define for each probability measure ; on I and u € U, the completions
of the natural filtrations of the processes X and Y as follows.

e X% is the Pjj-completion of X'° (P} is extended to X*" in the natural way).
e Z/%js the family of elements of X" with zero P}; — probability.
o VI = g(Yp, ZHM), fort > 0.

(Vi) >0 is called the natural completed filtration of Y.

As we anticipated earlier, we choose control actions in order to minimize, for all
possible choices of the initial distribution y of the process X, the following cost functi-
onal

J(u,u)_E;;UO e’ﬁt/Uf(Xt,u)ut(du)dt (3.1.4)
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where f is called cost function and 5 > 0 is a fixed constant called discount factor. In
other words, we want to characterize the value function

V(p)= inf J . 3.1.5
() = inf J(pu) (3.1.5)

We make the following Assumption on the cost function f, ensuring that the functi-
onal J is well defined (and also bounded).

Assumption 3.1.2. The function f: I x U — R is continuous. Since U is compact
and [ finite, f is uniformly continuous and it holds that

sup |f(i,u)|] < Cf, (3.1.6)
(t,u)eIxU

for some constant C'y > 0.

Since I is a finite set, we will denote by f(u) the column vector whose components
are the values f(i,u) as i varies in the set I, for each fixed u € U.

We can transform the problem formulated above into a complete observation pro-
blem by means of the filtering process. In what follows we state some results on this
process that in the uncontrolled case were already obtained in [25] and previously re-
called in Section 2.3. Hence, they can be deduced in the present controlled setting as
slight generalizations of those results or, alternatively, as generalizations of the corre-
sponding statements obtained in Chapter 2. That considered, we will present these facts
without proof.

The filtering process is defined for all 7 € I as

PY (X, =i | Y1), ¢ 0,

It takes values on the set P(I) of probability measures on I which, being I a finite set,
can be naturally identified with the canonical simplex on R/l i.e.

1]
A={peR": p(i)>0,Vi=1,..., |I|,Y p(i)=1}.
i=1

As we already know the actual values of the filtering process lie in the so called effective
simplex A., defined as A, = UycoAy; for each y € O, A, indicates the set of
probability measures concentrated on h~!(y). It is important to point out that in the
present setting we have also compactness of the effective simplex. Moreover, it is a
proper subset of A unless the function A is constant.

It is worth noticing that the filtering process is a (Vi"");>0 — adapted process and
since (V}"")¢>o is right continuous we can choose a (Vi""");>( — progressive version.
We will assume this whenever needed.

As did in Section 2.3, we will identify probability measures (or, more generally,
finite measures) on I with row vectors on RHI.

Let us now define on the effective simplex the vector field F': A, x U — A, as

o . o -1
Fy(viu) {[VA(U)]J AL JERTW) L A o wen
0, otherwise

(3.1.7)
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We recall that subscript j denotes the j-th component of a vector and 1,-1(,) is the

column vector
L, ieh(y)
110 = s €O0.
[ (y)] {O, otherwise Y

It is clear that the map u — F'(v, u) is measurable for all v € A.. Moreover, Assump-
tion 3.1.1 implies that F' is Lipschitz continuous in v uniformly in w, i. e. there exists a
constant L > 0 such that

sup |F(v,u) — F(p,u)| < Lplv —p|, forallv,pe A,,ye€O. (3.1.8)
uelU

Therefore, a generalization of Proposition 2.3.1 or Theorem 2.2.3 provides us with the
following result.

Proposition 3.1.1. For everyy € O, p € Ay and all measurable m: [0, +00) —
P(U), the differential equation

d
&z(t)—/UF(Z(t),U)m(tvdu)’ t20 (3.1.9)
p

2(0) =
has a unique global solution z: [0, +00) — RI|. Moreover z(t) € A, for all t > 0.

We will write ¢ (t) instead of z(t) to stress the dependence of the solution to
(3.1.9) on p and on the measurable function m. To ease up the notation a little, we also
define ¢7'(t) = ¢;',(t) if p € Ay to denote the global flow associated to the vector
field F'.

As we already know, the filtering process solves a SDE, the filtering equation.
This SDE can be written pathwise as a system of ODEs, that specify the deterministic
behavior of the filtering process between two consecutive jump times of the process Y';
its post-jump locations and its initial value are determined by the operator H, i.e. the
collection of functions H,: R — R, as y varies in O, mapping row vectors into
row vectors and defined for each y € O as

0, ifi ¢ h=(y),
Hy[p)(i) = M’Zfﬂ)(y)a ifi € h™'(y), plp-1(y #0, (3.1.10)
Vy, if ,u]lhq(y) = 0,

where v, is an arbitrary probability measure supported on ™! (y) whose exact values
are irrelevant. Whenever the process Y jumps, say to y € O, the filtering process jumps
to a specific state prescribed by the function H,,. This state belongs to the subset A, of
the effective simplex, necessarily different from the subset of A, to which the pre-jump
state belonged.

We are now ready to state the filtering equation, which extends to the case of con-
trolled process X the corresponding Theorem 2.3.2 and Theorem 2.1.6.

Theorem 3.1.2 (Filtering equation). For all w € Q define 7o(w) = 0 and for fixed u €

U,q the stochastic process T = (m}"")i>0 as the unique solution of the following
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system of ODEs

d

dt

7o (w) = Hyy )[4,

N w) = Hy, ., [ﬂ-“’u (w)/UA(u) u,-(widu)|, n €N

— it (w):/UF(ﬂ'ff’ (W), w) ur(w;du), te€ [m(w), Tn1(w)), n € Ny

T (W)
(3.1.11)
where I is the vector field defined in (3.1.7).
Then, " is (V7 )¢>0 - adapted and is a modification of the filtering process, i. e.

T (i) = PY(X, =i | YY), Pleas, t>0,i€l.

Remark 3.1.2. Thanks to the structure of admissible controls shown in (3.1.2) we can
write (3.1.11) as

Th" = Hy

Tn ™

|: Mu/ A(u)un 1( Yo,...7Tn_1,Y7-7171;du) ,neN.
U

Also in the controlled case, we can clearly characterize the process 7 as a Piecewise
Deterministic Process (PDP), generalizing the corresponding Theorem 2.3.3 and The-
orem 2.2.7. Its characteristic triple (F,r, R) is given by the controlled vector field F'
defined in (3.1.7), a controlled jump rate function 7: A, xU — [0, +00) and a control-

led stochastic kernel R, i.e. a probability transition kernel from (A, x U, B(A.) @ U)
to (A¢, B(A.)). We define the functions in this triple as

A A 1,1 i ) -1

Fj(v,u) = AWl = AL @)y, T ERT) vedN,yeO.

0, otherwise
T‘(p, ) = _pA( )]lhfl(y% pe A
R(p,u; D) = Z]lD (W)]) a(p,u,b), peA,

beO

pA(u)Ly-1(p)

—]l , if pA(u)lp-1¢,) #0

qy(b), ipr(u)Ilh—l(y) = 0

(3.1.12)

where for each y € O we denote by g, = (¢,(b))sco a probability measure concen-
trated on O \ {y} whose exact values are irrelevant. It is important to notice that under
Assumption 3.1.1 r is Lipschitz continuous uniformly in w, i.e.

sup |r(p,u) — (9, u)| < Ly|p—19|, forallp,d €A, yeO, (3.1.13)
uelU

with Lipschitz constant given by L, = >, _;sup,cy Ai(u). We also have that for
some C. >0

sup  |r(p,u)| < C. (3.1.14)
(pyu)EAXU
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Theorem 3.1.3. For every v € A, and all u € Uy,q the filtering process % =
(") t>0 defined on the probability space (2, X°,P2) and taking values in A, is a
controlled Piecewise Deterministic Process with respect to the triple (F,r, R) defined
in (3.1.12) and with starting point v.

More specifically, we have that P5—a.s.

T = @ttt — ), on{Th <400}, t € [Tn, Tny1), n € Ny (3.1.15)

Po(Tni1 — T > 1, Ty < +00 | V1) =

]l.rn<+ooexp{ // un(+‘Fn S)7u)un(s+7'n;du)ds}, t>0 (3.1.16)

Py (ml" EDTn+1<+oo\y )=

T 1
nt Tnt1

]lTn+l<+OO /U R(¢:2;§;+Tn)(77:+1 - Tn)au§ D) un(Tn_-}-l ;du)a D e B(Ae)
(3.1.17)

where, for each n € N, ¢13,u is the flow starting from w>" and determined by the

controlled vector field I’ under the action of the control functlon Un (s Yo, ooy Tn, Yo, ).

Remark 3.1.3. We already pointed out in Section 2.2 the importance of characterizing
the filtering process as a PDP. Concerning the situation described in this Chapter, an
additional advantage of this characterization comes from the available works in the
literature regarding optimal control problems involving PDPs. In these problems it is
customary to define the class of admissible controls as piecewise open-loop controls.
These control functions, first studied by Vermes in [61], depend at any time ¢t > 0 on
the position of the PDP at the last jump-time prior to ¢ and on the time elapsed since
the last jump.

In (3.1.1) we specified a different class of admissible controls, more suited to our
problem and imposed by the fact that we are dealing with partial observation, hence
equations (3.1.15), (3.1.16) and (3.1.17) are changed with respect to the standard for-
mulation with piecewise open-loop controls. Another element in contrast with the usual
definition of a PDP is the absence in our model of a boundary, since this will be enough
for our purposes.

A common assumption in PDP optimal control problems is that the transition mea-
sure R is a Feller kernel. This fails to happen in our situation but, nonetheless, a weaker
form of this property holds and it is stated in the following Proposition.

Proposition 3.1.4. Let Assumption 3.1.1 hold. Then for every bounded and continuous
function w: A, — R the function p — r(p,u) [ AL R(p, u;dp) is continuous on
A, uniformly inu € U.

Proof. Fix p € A, i.e.p € A, for some a € O, and u € U. Let (p)nen be a
sequence such that p,, — p as n — +oc0. Without loss of generality we can assume
that p, € A, foralln € N.

Let us consider, first, the case where r(p, u) > 0. It is easy to see that the function
p — r(p,u) is continuous on A, uniformly in v € U, therefore r(p,,u) > 0 apart
from a finite number of indices n € N. We want to prove that

7(pn, u) /A

w(p)R(pn, u; dp) — r(p, u)/ w(p)R(p,u;dp)|— 0, asn — 400,
AE‘.

e
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uniformly with respecttou € U, i.e.

S Y {wllead el —wH[pA )i pA (u)

a#b€O ich~1(a) jeh—1(b)

— 0, (3.1.18)

as n — oo uniformly inu € U.
Let B = {b € O,b # a, suchthat ) > pidij(u) > 0} and By =
i€h~1(a) jeh—1(b)
B¢\ {a}. Clearly, reasoning as before, we have that > pPA(uw) >0,
i€h~1(a) jER1(b)
apart from a finite number of indices n € N, for each b € B. We have also that

> > pPAij(u) — 0 forall b € By uniformly in u. Then from equation
i€h~1(a) jeh—1(b)
(3.1.18) we can get the estimate

> > Z {w(H[pa A o7 = w(Ho[pA"])pi pAis (u)

beBich—1(a) jeh—1(b)
T3 > wElp AN ()
bEBo ich—1(a) jeh—1(b)

<Cy Z’w(Hb[PnA"]) — w(Hy[pA"])| + |B|Ca sup [w(p)| Z i = pil
beB PEA. ich—1(a)

s A D DD VRN DRV L

beEBoieh—1(a) jeh—1(b)

(3.1.19)

where Cp = max;ep—1(q) SUP,ery Ai(u) is finite thanks to Assumption 3.1.1.

It is clear that the second and the third summand of the last inequality tend to O,
as n goes to infinity, uniformly in «. The difficult task is to show that this is the case
also for the first summand. Since the function w is continuous on A, there exists a
modulus of continuity 7,, such that

> |w(Hy[pnA") — w(Hp[pA")] <D nul| HolpnA"] = Ho[pA™]]).  (3.1.20)
beB beB

Therefore we can fix b € B and concentrate ourselves on the term ’Hb [onAY] —
Hy[pA*]|. We need to show that

|HolpnA"] — Hy[pAY]

2 pikij(u) 2 pi(u)
3 e _ ke 3.121)
jeh—1(b) Z PrAk () > > PR Aki(uw)
keh—1(a) I€h—1 (b) keh—1(a) LEh—1 (b)

tends to 0 as n — +oo uniformly in w. Notice that defining
1
(2 2 ww@)( = 5 )

keh—1(a) leh—1(b) k€h—1(a) leh—1(b)

K =
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we can rewrite | Hy[p, A"] — Hy[pA"]| as

| Hy[pnAY] — Hy[pAY]

|
KZ‘Z{z Z Zpk)‘kl

jER=1(b) ich—1(a) keh—1(a) leh=1(b)

) Y Y pdw(u }‘ (3.1.22)

keh t(a)leh=1(b)

Let Ag = {i € h™!(a) such that p; = 0} and A = h~'(a) \ Ao. It is obvious

that > >oopAki(u) = >0 Y. prAki(w). Using such a decomposition
keh—1(a) Ich—1(b) kEA lh—1(b)

of the set h~!(a) the sums appearing in (3.1.22) can be estimated in the following way

S5 w5

jeh=1(b)lich—1(a) keh=1(a) leh=1(b)

- p:-L/\ij (u) Z Z ,Ok)\kl(u) } ‘

keh—1(a) leh—1(b)
Z Zpi i ( Z Z Pk>\kl
JERTL(D)

i€A keh—1(a)leh—1
= D Y Y prdu(w)

i€h~1(a) k€Aleh—1(b)

<2 Mool Yo Mgw) Do Y pidlu

icA jER=1(b) keh=1(a) leh=1(b)

+2> 3 D PR () Ak (u).

1€A k€A j,leh—1(b)

Therefore we obtain

|Hy[pn A"] — Hy[pAY]|
;‘lpifpﬂ > Aiglu) X X X peRA (W) Ak (w)
2

jeh—1(b) | o EAREA jIER1 ()
> 2 pidij(u) > pipg 2 Aij(w)A(u)
€A jeh—1(b) iCAkeA Jleh-1(b)
(3.1.23)

We are left to prove that the two terms appearing in (3.1.23) tend to zero uniformly
in u. It suffices to rewrite them in a suitable way, exploiting the properties granted by
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the decomposition h~!(a) = A U Ay. As for the first summand:

Yol =il Y Aij(u)
€A

JERTL(D)
> > pidi(u)
1€A jER—1(b)
lpi =Pl > Aii(w) pi X Aw()
3 jer=1(b) j€h1(b <Z|pz 2
icA pi Y )‘ij(u) > > p»‘w() i€A

jER—1(b) i€A jEh—1(b)

<1VueU

uniformly in u € U. Finally, for the second summand ':

22 2 ARG (W) Ak (w)

i€A k€A jleh—1(b)

> 2 pirk > Aig(wAa(u)

i€AkeA Jleh—1(b)
pipe 2o Aij(w)Ag(u) pipy Do Aij(w)Ap(u)

Z Z j,l€h—1(b) 3, leh—1(b)
icAkea, Pipy o Nig(wAk(w) Yo D0 pip X Aij(u) A (w)

FlER—1(b) i€AkEA FlER—1(b)

<1VueU

Pr - -
< Z Z — — 0 uniformly in u € U.
icA ke, P

Combining the result just obtained with equations (3.1.19) and (3.1.20) we get the
claim in the case r(p, u) > 0.

The case 7(p, u) = 0 is much less cumbersome to analyze. Without loss of genera-
lity we can assume that the sequence r(p,,u) # 0 starting from some index n on (the
case in which the sequence is equal to 0 eventually is trivial). We have to prove that

pnt) [ w@RGuudp)= | 3wl S o

e a#beO i€h=1(a) jeh—1(b)

tends to zero, as n tends to infinity, uniformly with respect to « € U. Thanks to the
boundedness of the function w we immediately get

D wHpah™]) > > piAy

a#beO i€h=!(a) j€eR=1(b)
\Sup lw(p Z Z Z PPN (). (3.1.24)
pEA a#be0 ich—1(a) jeh—1(b)

The properties of the matrix coefficients A;;(u) ensure that

0="> > sdslat D, > Zﬂw

i€h=1(a) jeh~1(a) a#beO ich~1(a) jeh—1(

r(p,u)=0 >0, Vb#a

Provided that > Agj(u)Api(u) # Oforalli € Aandall k € Ag. If this is not the case for
jleh—1(b)
some indices , k, one can just exclude these indices from the sum appearing in the numerator of this term.
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Therefore the terms > pidij(u) are equal to zero for all b # a and
i€h—1(a) jeh—1(b)
since pl! Z )\”(u) = pi Z AZJ( u) = O0foralli € h™!(a) and all b # a
JER™ jER—
uniformly in u we get the desired result from equation (3.1.24). O

We can now turn our attention back to the optimal control problem. We recall that
the aim is to minimize the cost functional J defined in (3.1.4), i.e. to study the value
function V' defined in (3.1.5). Since the control processes u are ()y);>o — predictable
and we know that the filtering process 7" provides us with the conditional law of X}
given VI, for all ¢ > 0, it is easy to show that

J(ju) = E [ /0 T et /U £(u) y (du) dt} (3.1.25)

Evidently, this form of the functional J has the advantage of depending on com-
pletely observable processes, namely /" and u (which in turn depend on Y'), so that
we have turned the optimal control problem for the Markov chain X into an optimal
control problem for the PDP 7#". Moreover, we can write J in a way that allows us
to interpret our problem as a discrete-time control problem. Exploiting the structure of
admissible controls u = (uy)nen, € Uaaq and recalling that for each n € Ny, u,, is
yﬁn—measurable, it is easy to see that

Tn+1
=E" {Z/ e"Btwf’“/ £(u) uy, (t;du) dt}
Tn U
Tn+1—Tn
=E! [Z e / e i, () / £(w) wn (¢ + 7 5 dur) dt}
n=0 0 U

+oo Tn4+1—Tn
_ Z EE [EE [eﬁfn/o e*5t¢:z§;+77‘)(t)/lj f(wWu,(t + 7, 5 du) dt | yﬁ;“”

™n

T 777'n

=E;! [Z e B / —mxuz( +rn)(t) un JrTn)( )/ £(u) wn (t + 7 5 dur) dt]
U

=E, {Z e‘BTng(W’Ttlu’ Un (- + 70, Yo, 71, Yoy oo Ty YT))}
(3.1.26)

where the function g (that will be defined precisely in Section 3.2) represents the double

integral appearing in the fourth line and X“"( )

in (3.1.16).

Unfortunately, the reformulated problem does not fit in the framework of a classical
discrete-time optimal control problem (see e. g. [13]) for various reasons. For instance,
the problem should be based only on the discrete-time process given by the pairs of
jump times and jump locations of the filtering process 7" (notice that in (3.1.26)
also the process Y appears) which, in turn, should not depend on the initial law of the
process X and on the control trajectory u. Moreover, the class of admissible controls
Uaq 1s not adequate for a discrete-time problem, since its policies should be functions
depending at each time step exclusively on the past trajectory of a discrete-time process
(in this case, the one based on the filtering process, as explained above). It is immediate

is the survival distribution appearing
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to see that this is not the case for (3.1.26), since each of the functions u,, depends on a
continuous-time variable and on the positions of the process Y.

We will solve these issues by reformulating our original control problem into a
discrete-time one based on the filtering process, introducing also a new class of controls
strongly related to the family U, 4.

3.2 The separated optimal control problem

In this Section we will reformulate the original optimal control problem into a discrete-
time one based on the filtering process. This reformulation will fall in the framework
of [13] (from which we will borrow some terminology), a fact that enables us to use
known results to study the value function V' defined in (3.1.5). We will prove that the
original control problem and the separated one are deeply connected. In particular, we
will show that the value function V' can be indirectly characterized by its counterpart
in the separated problem, that will be analyzed in detail in the next section.
Let us introduce the action space

M = {m: [0,+0c0) — P(U), measurable} 3.2.1)

whose elements are relaxed controls. It is known that this space endowed with the
Young topology is compact (see e. g. [32]). As already pointed out in Remark 3.1.1, the
set of ordinary controls

A ={a: [0,400) = U, measurable}

can be identified as a subset of M via the function ¢ — 5a(t), « € A, where 6§, denotes
the Dirac probability measure concentrated at the point u € U. As proved in [67,
Lemma 1], this set becomes a Borel space when endowed with the coarsest o-algebra
such that the maps

+oo
@ /0 et (t, alt)) dt

are measurable for all ¢: [0,400) x U — R, bounded and measurable. This is a
fundamental fact to be used in the sequel. Finally, we define the class of admissible
policies A,q for the separated optimal control problem as

Aaa = {a = (an)peq,, an: Ae x ((0,+00) x Ae)” — M measurable Vn € Np}.
(3.2.2)
We are now ready to introduce the separated PDP optimal control problem. Since
this separated control problem uses the filtering process as a state variable, we need to
put ourselves in a canonical framework for this process. Notice that the construction is
similar to that given at the end of Section 2.2. We define the following objects.

o O ={w:[0,+00) = A, c4dldg} denotes the canonical space for A, — valued
PDPs. We define 7:(w) = w(t), forw € Q,t > 0, and

TO( 07

Tn(@0) = inf{t > 7,1 (@) s.t. T (W) # T (W)}, meN,

Too(@) = lim 7, ().

€l
Il
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e The family of o-algebras (F7);>¢ given by
F =0(Ts,0<s<t), F°=0(rss20),
is the natural filtration of the process T = (7¢)¢>0.

e Forevery v € A, and all a € A,4 we denote by P2 the probability measure
on (€2, F°) such that the process 7 is a PDP, starting from the point v and with
characteristic triple (F,r, R). We this, we mean that P2-a.s.

T = @3 (t—Tn), on{7, <+oo}, t € [Tn, Tnt1), R €Ng.  (3.2.3)

P2(Tpy1 —Tn > t, T < 400 | F2) =

t
]1;n<+ooexp{—/ /r(¢?{:n(t),u)an(s;du)ds}, t>0. (3.24)
o Ju

P3(77,,, €D, Tny1 < +oo | F2_ ) =
n+1

]l?n+1 <400 / R(Qb??;n (7_—n_+1 - 7_—71)7 U, D) (2% (7_-774_1 - 7_-n ;dU), De B(Ae)
U
(3.2.5)

where we simplified the notation by indicating a,, = a, (7o, ..., 7n, 77, ) and,
for each n € Ny, we denoted by ¢3" the flow starting from 7-, and deter-
mined by the controlled vector field F under the action of the relaxed control
an (70, - - - Tn, T, ). We recall that the probability measure P2 always exists by
the canonical construction of a PDP (see Section 1.2).

e Forevery Q € P(A.) and every a € A, we define a probability 1522 on (Q, F°)
by P3(C) = [, P2(C)Q(dv) for C € F°. This means that Q is the initial
distribution of 7 under 1522.

e Let 792 be the f’%—completion of F°. We still denote by 1522 the measure na-

turally extended to this new o-algebra. Let Z@2 pe the family of sets in F@2
with zero P¢,-probability and define

FPR=o(FpUZ9), F= (] F** t=o0

QEP(AL)
acAqq

(Ft)t0 is called the natural completed filtration of 7. By a slight generalization
of Theorem 1.2.2 it is right-continuous.
The PDP (2, F, (Ft)¢>0, (Tt )30, (Pﬁ)igﬁzd) constructed as above admits the charac-
teristic triple (F, r, I?). For sake of brevity, let us introduce the function x}", depending
onp € A, and m € M, given by

X (t) :exp{—/ot/Ur(qs;l(s),u)m(s;du)ds}, £>0. (3.2.6)
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In this way, we can write (3.2.4) as
P2(Toq1 — Tn >t | F2 ) =X (t), t>0,on {7, <-+oo}.
It is worth noticing that " solves the ODE

%z(t) = —z(t)/Ur(gZ):)"(t),u) m(t;du), t>=0

z(0) =1

(3.2.7)

We define the observed process Y on € as follows. Let us introduce the (obviously
measurable) function projy: A, — O given by

projy(p) =y, ifpe A,, forsomey € O
and set
projy (7o(w)), te [0,71(w))
Yi(@) = < projy (7iz, ) (@), t € [Fn(@), Tas1(@)), n €N, Tp(@) < +o00
Ooos t € [Too (@), +00), Too (@) < +00

where 0., € O is an arbitrary state, that is irrelevant to specify. In fact, it is easy to
prove by standard arguments that under Assumption 3.1.1 for each fixed v € A, and
a € A,q we have that 7., = 400, f’ﬁ—a.s., i.e. also in this framework the observed
process is P2—a.s. non explosive.

Next, let us define the counterpart of the functional .J, appearing in (3.1.25), as
follows. Let g: A, x M — R be the discrete-time one-stage cost function defined as

+oo
g(v,m) = /O =Bl ()™ (1) /U F(u) m(t ; du) dt. (32.8)

Foreach v € A, and a € A,q the cost functional .J of the separated problem is defined
in analogy with the last line of (3.1.26) as

+oo
J(v,a) =E2 {Z e P g7z an(Trys - ooy Ty wfn))] : (3.2.9)

n=0

Finally, we define the value function of the separated problem as

v(v) = aér}lf , J(v,a). (3.2.10)

It is now fundamental to establish a connection between the cost functionals given
in (3.1.25) and (3.2.9). This link will be given by constructing corresponding admissi-
ble controls in U, and admissible policies in A,4.

Theorem 3.2.1. Fix i € A and let Q € P(A.) the Borel probability measure on A,
concentrated at points Hy ] € A., as y varies in the set O, defined as

QD) =Y ™ (y)om, (D), D€ B(A.). (3.2.11)

yeO
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For all p € A and all u € Uyq there exists an admissible policy a € Ayq such
that the laws of ™" under P; and of w under P are the same. Moreover, for such an
admissible policy

u) = > u(h () J (Hylpl,a). (3.2.12)

yeo

Viceversa, forall u € A and all a = (an)nen € Aad there exists an admissible control
u € Uyq such that the same conclusions hold.

Proof. Let us prove the first part of the theorem. Let u € U,4 be fixed and for all
n € Ny let us define the functions a,, : A, X ((O, +00) X Ae)n — M as

an(yﬂv <5 8n, Vn)(t ; du) = Un (t + 5n7prOjY(V0)’ <5 8n, pI‘ij(l/n) adu)

for all possible sequences (v;)7—, C A, and (s;)7-; C (0, 4+00).

Thanks to the fact that projy is Borel-measurable and that M is a Borel space,
we can apply [67, Lemma 3(i)] and it follows that each function a,, is measurable.
Therefore we have that a = (ay,)nen, € Aad-

The laws of 7/ under P}; and 7 under 155 are determined respectively by the
finite-dimensional distributions of the stochastic processes {m{"", 71, @™, ...} and
{70, T1,Try,- ..} and by the flows associated to the controlled vector fields F*™ and
F3. These laws, in turn, can be expressed via the initial distributions of 7r0’u and 7o
and the conditional distributions of the sojourn times and post-jump locations, i. e. for
t > 0and D € B(A,) the quantities

Po(Tn = Tno1 >t Tnoy < +o0 | g™, Ty, T ) (3.2.13)
P%(ﬁl — Tne1 >ty Tn1 < 400 | Ty« oy Tne1, T7,_1); (3.2.14)
Ph(rl" e D, 7, < +o0o | mo T ) (3.2.15)
P (77, € D, T < +00 | o, ..., W7,y Tn)- (3.2.16)

We will now prove that under the two different probability measures P); and f’% the

distributions (3.2.13) - (3.2.16) along with the initial laws of ﬂ(‘)‘ " and 7( are equal.
Initial distribution. Fix D € B(A.). Then

PU(n4™ € D) = PY(Hy,[u =Y PU(Hylul € D,Yy =)
yeO
*ZP“ Y()—y(SH [H ZM 5H [u](D):Q(D)a
y€O yeO

since the events { H,[u1] € D} are either of probability zero or one with respect to P};
for all y € O. On the other side

B3 (7 € D) = /A Pa(7o € D) Q(dv) = 3 julh ()P, 1y (7o € D)

yeO

= ulh™ ())dm, (D) = Q(D).

yeO

Sojourn times. Let us analyze, first, the conditional law (3.2.13). Notice that since we
are considering (3.2.13) on the set 7,1 < +o0, 7" is well defined and the law of
Tp — Tp—1 18 not trivial. Fix pg,...,pp_1 € A, where for each 7 = 0,. — 1,
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pi € Ay, for some by # by # -+ F bp—1 € O;fixalso 0 < 51 < -+ < §p1 < +00.
Since a trajectory of the observed process Y uniquely determines a trajectory of the
filtering process 7" and viceversa, we can immediately deduce that, up to P};-null
sets

v =o(my, . Tae, ) and yf;l =o(mg", .Y ).
From this fact and (3.1.16) we can write for ¢ > 0
Pu( —Tpo1>t, Tnor < +00 | 7" = Doy Tno1 = 81, Tt =pn-1)
=Xy~ e —exp{ / / bpr- (s )un_l(s—i—sn_l;du) ds}.
The function w,—1 = wn—1(- + Spn—1, bo, - - -, Sn—1, bn—1) can be clearly expressed
as
unfl(' + Sn—1, pron(p0)7 ceey Sn—1, pron(pnfl))'
Therefore, if we compare the previous computation with
Pa (_ —Tn—1>t, Tp—1 < +00 ‘ TO = POy -+ Tn—1 :Sn—lyﬁ'ﬂz,,l :pn—l)

=X (t) _exp{ / / o1 (s )an,l(po, cee snhpnl)(s;du)ds},

we get the desired result, by definition of a.

Post-jump locations. Continuing with the notation previously introduced (where we
add only a new value s,, such that 0 < 51 < -+ < s, < +00), we can write (3.2.15)
as

u ,u a __ s — —
PL(rl" € D, 7, < +oo | 7" = po, .., TN = Do, T = S)

:/ R( ’Z«::ll(s; - Snfl)vu;D) unfl(s:y,a bOv ceey Sn—1, bnfl ;du)~
U
On the other hand, we know from (3.2.4)

152)(7?7',,, S D7 Tn < 00 | 0 = Do, - 77?7',,_1 :pn—la%n = Sn)

:/ R(¢9 (s — sn—1)su3 D) an—1(pos - -, Sn—1, Pn—1)(s, — sn—1;du).
U

Hence again by definition of a we get the equality of the conditional laws (3.2.15) and
3.2.16.

It remains to prove (3.2.12). Fix u € A and ue€ U, q with corresponding a € A,q4
defined as above. Let us define the function ®: Q) — R as

“+oo
w) = Z e P @ g (T () @)y an (..o s Tn (@), T (2 (@)

= Z @) g (T (@) (@), n (- + T (@), - -+, T (@), Projy (T, () (@))).-

n=0

Thanks to Assumptions 3.1.1 and 3.1.2 this function is bounded. Since for each n € Ny
the functions a,, (equivalently w,,) are measurable it is also F-measurable.
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Now, take w = 7% (w), w € Q. It is clear that for all £ > 0 we have 7;(w) =
o(t) = m""(w) and also, by definition of the jump times (7,,)nen,, that 7, (@) =
Tn (W), P}l-a.s.. Then, we get that P}j-a.s.

—+oo
B0 (w) = 3 e PO (w) (- + (W)
n=0

+oo
=Y e g (rt (@) tn (- + T (W), - Ta(w), Yo () (@),
n=0

hence, comparing this result with (3.1.26) we obtain

J(,u,u):/Q@(vr““(w))Pl‘j(dw):/Q@(@)Pg(d@)
=> u(h‘l(y))/ B(@)PY 1(d@) = > p(h™ ()T (Hy ], a),
yeo a2 yeo

by definition of the functional .J.

To prove the second part of the theorem, fix € A and a = (ap)nen € Aqq- Let
us start by defining, for each possible sequence bg, b1, - € O and s1,--- € (0, +00)
the following quantities by recursion for all n € N

po = po(bo) = Hy, [1]
Pn = pn(b07 S1y-++ySn, bn) =

Hy, |¢pr=1 (s, — 571_1)/ AW an—1(s;, —sp—1;dw)|, ifsy <---<syp
U
0, otherwise

Here sy = 0 and p € A, is an arbitrarily chosen value.
For all n € Ny we define the functions u,,: [0,+00) x O x ((0,+00) x 0)" —
P(U) as

yeees S, t—sp;du), ift> sy,
Ut B, b ) = § O P0r oS P)(E TS, LS o
u, ift < sy,

where u € U is some fixed value that is irrelevant to specify. Thanks to the fact that
each of the functions (bg, . . ., $n, by) > Dy, is Borel-measurable and that M is a Borel
space, we can use [67, Lemma 3(ii)] to conclude that all the functions w,, are Borel-
measurable and therefore u = (U, )nen, € Uad-

Similarly to what we did in the proof of the first part of the theorem, we need to
characterize the laws of 7" under PE and 7 under P"é. First of all, let us notice that
we do not need to prove again that the initial distributions of the two processes are
equal since they do not depend on the controls u and a. Therefore, we need only to
compare the conditional distributions

g

(Tn — Tn—1 > t7 Tn—1 < +OO | YO? ... 7Tn717YTn71);
(7_-n - 7_-n—1 > t7 7_-n—1 < 400 ‘ YO7 e 77_'n—1aY77'n71);
(

g

7u .
Tt e D, 1y <400 | Yo, .., Yo 1 Ta);

vl
QP = QP ™ ¢

avl]

(77, €D, T < 400 | Yo,..., Y5 | 7n),

n
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where ¢ > 0 and D € B(A.). This can be done in the same way as in the first part
of the proof, this time using the definition of the control u € U,q and the obvious fact
that, up to Pg)-null sets we have

:O—(YOM-wi—n—l,YFﬂ_l) and ./_:.— :O'(YQ,...,Y;”_l,’fn).

‘F?n -1 Tn

Finally, to prove (3.2.12) it suffices to define ®: Q — R as

+oo

@)=Y e Og(7n () @), un (- + T, Yo (@), ..., Tn(@), Vo, () (@)
n=0
and notice that p,, (Y, ..., 7n, Yz, ) = 7, , so that we can write

+oo
(@) =Y e Og(7r () (@), an(7o(@), ..., (@), T, (@) (@)
n=0

The desired equality follows from the same reasoning as in the first part of the proof.
O

Remark 3.2.1. The proof of this theorem provides us with an explicit way to construct
an admissible policy a given an admissible control u and viceversa. The case that most
concerns us is to build an admissible control u when a is a stationary admissible policy.
A policy a € A, is said to be stationary if it is of the form a = (ag, a, a, ... ), where
ap: A — Mand a: (0,+00) x A, — M. The function ag depends on the starting
point of the filtering process while at each discrete time step the function a depends
on the last jump time and jump location of the filtering process. In other words, this
kind of admissible policy represents a piecewise open-loop control. Notice that here
dependency on jump times (and not only on the time elapsed since the last one) must
be taken into account. This is a generalization of the original definition by Vermes (cfr.

[61]).

Having identified the original problem with the discrete-time PDP problem, we can
concentrate our analysis on the latter one. What we are aiming at is to prove that v is
the unique fixed point of the operator 7 : By(A.) — By(A.) defined forall v € A, as

Tw() = inf /O h /U e PEL(E (), ™ (£), 1, w) m(t; du) dt

meM

:iMl[mLeB%mUPT@ﬂW+

meM

r@0 (0w [ wERE O, wdp) | mltide) di G217
A first result in this direction is provided by the following lemma. In what follows we
equip the space B, (A.) with the usual sup-norm, denote by ||-|| . In this way By (A.)
becomes a Banach space.

Lemma 3.2.2. Under Assumptions 3.1.1 and 3.1.2 the operator T is a contraction
mapping on the space By(A,).
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Proof. Fix wy, wy € Byp(A.). For each v € A, we have that

‘Tw1( — Tws(v < sup ), Xt (), u,wy)

— L(¢7M(t), X0 (1), u, wa)] m(t; du) de|.  (3.2.18)

Observe that forallm € M, v e U andt > 0

| L@ (8), x5 (8), ws wn) = LY (), )" (8), w, wa) | < Jlwn —wa| x5 (O (7" (1), w)

whence

[ ] e 0o 0w~ £ @2 0w (s )
C
_ —Bt.m m . _ o r
< sl / ) [ ()0 ms ) e < for—n o
(3.2.19)

The last inequality comes from the following estimate, that can be obtained integrating
by parts and recalling that x" satisfies (3.2.7)

o C,
e—ﬁt m (o™ — 1 _ —ﬁt m T
/0 Xy(t)/U (6 (8), u) m(t; du) dt = 1 ﬁ/ s 5o

where C). is the constant appearing in (3.1.14). Since the estimate obtained in (3.2.19)
does not depend on m € M we can take the supremum on the Lh.s. with respect to
m € M and obtain from (3.2.18)

C
Twi(v) — Tws(v)| < ||lwg —w — _ veA.. 3.2.20
‘ 1( ) 2( )’ H 1 2“005+CT ( )
Finally, taking the supremum with respect to v € A, on the Lh.s. of (3.2.20) we get
the result. O

At this point, we just need to show that v is a fixed point of 7. To do so, we need
to build a Markov Decision Process (or MDP) so that we can resort to results con-
nected with the so called lower semicontinuous model of [13], that ensure the existence
of an optimal non-randomized stationary (Borel-)measurable policy a € A4, in the
same sense given in Remark 3.2.1 above. For sake of clarity, we briefly sketch here the
construction of the MDP and recall what is meant by a lower semicontinuous model.

Let Z = (Z,)nen, the discrete-time process defined on (2, F°) as

Zy = Tzy, Zyp = (T AT, Tr lrycr +01l557), k€N

where ¢ is a cemetery point outside A, and 7 is an exponential random variable, in-
dependent of all the random variables 7, Tz, , . . ., with rate parameter 3, the discount
factor of our control problem. The state space of the process (Z,,, n)nen, is given by

S = {(20,0) ZoéA}U{Zk, , 2 € (0,400) x A, U{d}}.
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The reason for considering in this definition the value of the current discrete-time step,
is that in this way we are able to obtain a stationary MDP. Otherwise we should consider
a non-stationary MDP (to use the terminology of [13]), i.e. a model with parameters
(state space, action space, cost function, etc...) that can change at each time step.

As control space we choose the set M introduced in (3.2.1) and, forallt > 0, D €
B(Ae), m € M, we set as one-stage cost function g and transition kernel ¢

B g(p,m), ifzp=peAcorzp=_(s,p) € (0,+00) x A, k€N
g((zkak)vm) =

0, if k € N, with z;, = (s,6), s >0
(3.2.21)
(j({(zk-O-lvk + 1): Zk+1 € (O7t] X D} | (Zkak)vm) =
t
/ q(o,D | p,m)do, ifk =0, withzg = p € A,
0
ts 3.2.22
Tiss e*ﬁs/ q(o,D | p,m)do, ifk €N, with ( )
0
zi = (s,p) € (0,+00) x A,
{(2k+1,k+ 1)2 Zk+1 E ,t] X {5}} | (zk,k),m) =
/56 Boym( if k=0, withzg =p € A,

t—s
Tiss [1 —e P8 pehs / 567[30)(;”'(0') da] , ifk e N, with
0

2z, = (5,p) € (0,+00) x A,
(3.2.23)

where the function g is given in (3.2.8) and we define for all t > 0, D € B(A.),
veA,andm e M

4(t, D | vm) = e~ (1) /U PG (), W RS (), s D) mt du).  (3.2.24)

The so called k-th originating cost associated with the MDP, denoted for each k €
Ny by Ja(zk, k), is the cost functional for the optimal control problem starting at the
k-th stage from (2, k) € S with control policy a € A,4. A simple calculation shows
that we can write it as follows

J(v,a), ifz = = (t,v), keN
Tule k) o= TR Tz = vor s = (1) (3225)
0, if k € N, with 2, = (¢, 9)
The optimal cost at (zi, k) € S, k € Ny is given by
T (26, k) = inf  Tal(zs, k). (3.2.26)
acAqq

Notice that v(v) = J*(zx, k), whenever zyp = v or 2z, = (¢,v), k € N. From [13,
Prop. 10.1] we know that each of the k-th originating optimal costs satisfies

J* (2, k) = inf { ((zk, k), m) —|—/ T (zk41,k+1) qg(dzg41 | zk,m)}
meM (0,+00)x A,
(3.2.27)
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and is a lower semianalytic function. Hence, given the previous discussion, we deduce
that the value function v is lower semianalytic and satisfies the optimality equation 2

o=t [T [ esno|arotws

PO O.) [ o)ROT (). dp) | i) . (3228
Ae
As we anticipated earlier, to deduce that v is the unique fixed point of the operator
T we use results connected to the so called lower semicontinuous model of [13]. In our
context, given the construction of the MDP above, this means that

a. The control space M is compact.
b. The transition kernel ¢ is continuous on S x M.
c. The cost function g is lower semicontinuous and bounded below on S x M.

From the discussion at the beginning of this Section, we know that M is compact
under the Young topology. The other points are proved in the following Lemma.

Lemma 3.2.3. Under Assumptions 3.1.1 and 3.1.2 we have the following results.
1. The transition kernel q defined in (3.2.22) and (3.2.23) is continuous on S x M.
2. The cost function g defined in (3.2.21) is bounded and continuous on S x M.

Proof. To start, let us observe that the maps (v,m) — ¢7* and (v,m) — X are
continuous from A, x M into C([0, T]; A.) and C([0, T]; R) respectively, for all T’ >
0. This follows from an application of Warga’s Theorem (see [62, Proof of Th. V.6.1,
p- 325]. The interested reader may also look at [32, Th. 44.11]).

Claim 1. It is clear that continuity of the transition kernel § on S x M is implied by
continuity on A, x M of the kernel ¢(¢,dp | v, m) dt, as in (3.2.24). By definition we
have to check that for all functions w € Cb([O, +00) x Ae) the map

“+o00
A X M > (v,m) — / / w(t,p)q(t,dp | v,m)dt (3.2.29)
0 A,

is continuous (clearly, we consider the product topology). Fix w € Cy, ([0, +00) X Ae).
Continuity with respect to the v variable is easy to show, thanks to Proposition 3.1.4
and the fact, noticed at the beginning of the proof, that ¢])* and X' are continuous in v.

It remains to show continuity with respect to the m variable. Letus fix v € A,,m €
M and consider a sequence (m,,),cn converging to m with respect to the Young to-

2Observe that the integral with respect to the measure R appearing in (3.2.28) is well defined, being the
integral of a lower semianalytic function against a Borel probability measure (see [13] for more details).



Chapter 3. Optimal control: the finite dimensional case 85

pology. We have that

+oo oo
[ [ wenaeapivmpa- [ ] w(t,p>q<t,dp|u,m>dt]
0 Ae 0 JANS
+oo
< / =P [ (1) — X (1)
0

X dt

/ w(t,p) / PO (£), w) R(ST™ (1), us dp) m (£ du)
Ae U

+oo
+ / P (t) /
0 U

@ (0),u) / w(t, YR (), u; dp) m (1 du)

e

—+oo
[ e
0

x /U O (t), w) / wlt, p) R (1), s dp) [ (1 du) — m(t; du)]

’ (3.2.30)
We want to show that all of the three terms appearing in (3.2.30) tend to zero as
n — co. We can estimate the first summand by

F( (1), u) / wt, p)R(G™ (), u: dp)

Ae

dt

+

+oo .
/0 et xmn () — X (8)|

X

/ wit, p) / P (), ) RS (), s dp) (£ dus)|
Ae U

—+oo
<C swp |w(tp) / P (£) — A (6)]d —— 0
>0, pEA, 0 n—oo

where C,. is the constant given in (3.1.14). The conclusion is justified by an application
of Lebesgue’s dominated convergence theorem, that is possible thanks to the continuity
of x" with respect to m and the obvious fact e =[x () — x(t)| < 27"

As for the second summand

+oo
efﬁt m
/0 () /U
(@ (1), ) / w(t, pY RG] (1), s dp) m (8 )

A
“+o0o
< / e Pt sup
0 uelU

(@ (t), u) / w(t, )RS (), u; dp)

e

dt

FO (1), ) / wt, )RS (), u; dp)

Ae

~rlor o) [t pREEO. a0
since the supremum converges to zero, as n — oo, thanks to Proposition 3.1.4, the
continuity properties of ¢, recalled at the beginning of the proof and the fact that the
integrand is bounded by 2 Cre P! sup,5 ,en. |w(t,p) I

Finally, to get the same conclusion for the third summand let us notice that the map

[0, +00) x U 3 (t,u) = e_BtXL"(t)T(W(t%U)/ w(t, p) (4" (1), u; dp)

e
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is measurable in ¢, continuous in « and such that

x{r@r 0. 0) [t RO, uidp) dt < +oc

Ae

(continuity with respect to the u variable can be obtained following a reasoning similar
to that of the proof of Proposition 3.1.4). Hence, we get our result by definition of
Young topology.

Claim 2. Let us notice, first, the obvious fact that the properties we want to prove
about the function g follow from the analogous properties of the function g defined in
(3.2.8). It is clear that the function g is bounded thanks to Assumption 3.1.2. Keeping
in mind the continuity properties of ¢* and x}' recalled at the beginning of the proof,
continuity of g with respect to the v variable is easy to show. As for continuity with
respect to control functions, fix v € A., m € M and consider a sequence (my,)neN
converging to m with respect to the Young topology. We have that

“+o0
lg(v,mn) — g(v,m)| < Cf/o e P (t) — Xt (t)|dt

+oo
e / B g () — o (1)

+oo
e PIN™ (1) o™ (1) (u) [ (t; du) — m(t; du)] dt

where (' is the constant appearing in (3.1.6). Proceeding similarly to previous claim
we get the result. U

Since the hypotheses of the lower semicontinuous model of [13] are verified, we
are able to state (details on the proof can be found in e. g. [13, Corollary 9.17.2]) the
following standard result on the existence of an optimal policy and regularity of the va-
lue function. Notice that we can apply it since our MDP can be equivalently formulated
in the so called positive case, being the cost function g bounded, hence positive up to
the addition of a suitable constant.

Proposition 3.2.4. Under Assumptions 3.1.1 and 3.1.2 there exists an optimal policy
a* € Agq, i e. a policy such that

v(v) = J(v,a*), forallv € A,.

Moreover, this policy is stationary, the value function v is lower semicontinuous and it
is the unique fixed point of the operator T .

Remark 3.2.2. Tt is worth noticing that Assumption 3.1.1 reveals its fundamental role
in the course of the proof of Proposition 3.2.4. In fact, it ensures the continuity of the
function u — 7(p, u fA R(p,u;dp) forall p € A, and all w € Cy(A,), which
is crucial to guarantee contlnulty of ¢ with respect to m € M. However all the other
results shown so far remain true even if we weaken Assumption 3.1.1 and just ask that
the maps u — A;;(u) are measurable for all ¢, j € I and that sup,,c;; A;(u) < +oo for
allz € I.

Relaxed controls are difficult to interpret and implement in practice. Fortunately,
we are able to show from Proposition 3.2.4 that v is also the unique fixed point of the
operator G: By(A.) — By(A,) given by

Guw(v) = ir61£l h e PLL(% (1), x2(1), a(t), w) dt, veE A, (3.2.31)
€A Jo
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where the infimum is taken among all possible ordinary controls instead of relaxed
ones. It can be proved, similarly to Lemma 3.2.2, that under Assumptions 3.1.1 and
3.1.2 G is a contraction.

Theorem 3.2.5. Under Assumptions 3.1.1 and 3.1.2 v is the unique fixed point of the
operator G.

Proof. Ttis clear thatv = Tv < Gv, so we just need to prove the reverse inequality. We
previously saw that there exists a stationary optimal policy a* for the discrete time con-
trol problem. By [13, Corollary 9.12.1] this implies that the infimum in (3.2.17) is attai-
ned for each v € A, by some m* € M, with m* = m*(v), and since the set A of ordi-
nary controls is dense in M with respect to the Young topology (see e. g. [57, V, Th. 7]),
we can construct a sequence (v, )nen C A such that o, — m* as n — co. Moreover
we have that the function J (v, m) = [~ [;; e PLL(7"(t), X2 (t), u, v) m(t; du) dt
is continuous in m for all v € A, (the computations are similar to those of Lemma
??). Hence we get that for each fixed v € A,

T, an) = J(v,m*) = To(v) =v(v).
Noticing that Gv(v) < J (v, a,,) for all n € N, we get the result. O

We can finally provide the link between the two value functions V' and v.

Theorem 3.2.6. For all i1 € A we have that

Vi)=Y p(h" (y))o(Hylpl). (3.2.32)

yeO

Proof. Recall that we know from Theorem 3.2.1 that for all x € A

J(ww) = > u(h™ () J(Hylp), a)

yeO

where u € U,q and a € A4 are corresponding admissible controls and admissible
policies.

Let now pu € A be fixed. It is obvious that V(u) > 3, o p(h= (y))v(Hy[p]). In
fact, since J(H,[u],a) > v(H,[u]) foralla € A, and all y € O, we get that for all
u € Uyg

T(psw) =Y p(h™ () o(Hy[u))
yeo
and we get the desired inequality by taking the infimum on the left hand side with
respect to all u € U, 4.

The reverse inequality is easily obtained by taking an optimal policy a* € A,q
(whose existence is guaranteed by Proposition 3.2.4) and considering its corresponding
admissible control u* € U,4. From Theorem 3.2.1 we immediately get that

V(i) < J(uout) = p(h™ ) I (Hylul,a") = D (b~ (@)o(Hy[u]). O

y€eo yeO

Theorem 3.2.6 gives us a way to go back and forth between the original control
problem and the separated one. Moreover, we easily deduce that an admissible control
u € U,y is optimal if and only if its corresponding admissible policy a € A,q is. In
the next Section we will focus our attention on the analysis of the value function v, that
will indirectly give informations about the original value function V.
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3.3 Characterization of the value function

We will characterize the PDP value function v in two ways: first we will study a fixed
point problem related to the operator G. We already know that v is the unique fixed
point of G as an operator acting on the space of bounded Borel-measurable functions on
A, into itself. What we will prove is that it is the unique fixed point of G as an operator
acting on the space of continuous functions into itself. Once gained the continuity of
v on A, hence its uniform continuity and boundedness, we will prove that it is also a
constrained viscosity solution of a HIB equation.

3.3.1 The fixed point problem

Let us denote by C(A.) the space of continuous functions on A, equipped with the
usual sup norm. We recall that, since A, is a compact subset of RHI , 1t coincides with
the space of bounded and uniformly continuous functions on A..

To prove continuity of v we need to show that G maps the space C(A.) into itself
and that v is its unique fixed point in that space (recall that we already established that G
is a contraction). We shall also need a version of the Dynamic Programming Principle
suited to this problem, that we are going to prove.

Proposition 3.3.1 (Dynamic Programming Principle). For all functions w € By(A,)
and all T > 0 the function Gw satisfies the following identity

T
Guiw) = int { [ e L0301 0,00 w)de -+ TETIG0(6ET) |
(3.3.1)

Remark 3.3.1. It is worth noticing that taking w = v we get the standard statement of
the Dynamic Programming Principle.

Proof. LetT > 0, w € Bp(A.) and v € A, be fixed and let us define w(v) the right
hand side of (3.3.1).

We will show first that Gw(v) < @(v). Choose an arbitrary o € A and define
p = ¢%(T). For some fixed ¢ > 0, let «° € A be such that, in accordance with
(3.2.31)

Gu(p)+e> [ LG (0GB Owd 632
0
Next, define the function &: [0, 4+00) — U as
a(t) = a(t)Ljp,r)(t) + o (t = T)L(7,4.00)(1)-

It is clearly measurable, i.e. & € A, and it is straightforward to notice that

T
Gu(v) < / e BUL(62 (1), X2 (1), alt), w) dt

+ [T LG 00, a0, w)

T

Thanks to the flow property of ¢ we have that the equality ¢& () = ¢§E (t — T) holds,
for all t > T . Moreover, it can be easily shown that x&(t) = x2(T)x% (t — T), for
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t > T'. With this in mind and performing a simple change of variables, we get that

/ e FL(#5 (1), g (1), a(t), w) dt =

T

e PT\e(T) / N e PPL(5 (1), X5 (1), a5 (1), w) dt.

Therefore, we have from (3.3.2) that for all ¢ > 0

T
Gu(v) < / eI (1), X2 (1), a(t), w) dt + e PN (T) [Gu(p) + €]

Since « is arbitrary, we can take the limit as ¢ — 07 and then the infimum on the set
A to get that Gw(v) < w(v). The reverse inequality is easily obtained with similar
computations. O

We provide now an estimate that will be fundamental in proving the next Proposi-
tion.

Lemma 3.3.2. Let T > 0 and w € C(A.) be fixed and define for all v € A, and all
a€cA

T
jTyw(l/,a):/ e PLL(o2 (1), X2 (1), au(t), w) dt. (3.3.3)
0

Then, under Assumptions 3.1.1 and 3.1.2, there exist constants C, K1, Ko > 0 and a
modulus of continuity 1 3 such that for all o € A

| T (v, @) = Tr.w(p, )| < Kilv = p| + Kon(Clv = p|). (3.3.4)

Proof. Leta € Aand v € A, be fixed. It is clear that v € A, for some a € O. Let us
consider a sequence (Vg ) ke such that vy, — v as k — 400. Without loss of generality
we can take (Vg )reny C A,.

First of all, we need an estimate for the term

|L(¢3(t)a Xg(t)v Oé(t), ’LU) - L((bg (t)a X?(t)v Oé(t), ’LU)|
Thanks to the linearity of L in the second argument, it is easy to get that for all ¢ € [0, T
|L(¢§(t)7 XS(t)a a(t)7 ’LU) - L((bg(t)v X?(t)a a(t)7 ’LU)|

<D (1) = xg ()] |7 (OF (a(t)) +T(¢3(t)7a(t))/ w(p)R(ﬁ(t),Oé(t);dp)‘

Ae

. x§<t>] [¢s<t>f<a<t>> r(03(0.a0) [ w)REEO), a<t>;dp>]

B {(pg(t)f(a(t))+T(¢§(t)’0‘(t))/ w(p)R(¢;’(t),a(t);dp)H.

A
The first summand can be estimated observing that Assumptions 3.1.1, 3.1.2 entail
that

62 (O (a(t)) + (62 (1), (1)) /

[ w(p)R(ass(t),a(t);dp)\ <K,

3i.e. a continuous, nondecreasing, subadditive function n: [0, +00) — [0, 4+00) such that n(t) — 0 as
£10.
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where K > 0 is a constant depending on Cy and C,. defined in (3.1.6) and (3.1.14)
and on supyca . |w(?)|. Moreover, by repeatedly applying Gronwall’s Lemma, it can
be shown that for all ¢ € [0, 7]

« « LT -
XS (1) = x5 ()] < E(eLFT — et Ty — pl

where L is the constant defined in (3.1.8).

As for the second summand, notice that x%(¢) < 1. In addition, Assumption 3.1.2
and Proposition 3.1.4 imply that there exists a modulus of continuity 7: [0, +00) —
[0, 4+00) such that

sup
uelU

vi(u) 4+ r(v,u) /A w(p)R(v, u; dp) — pf (u)

~ (o) [ w(p)R(pvu;dm\ < (v — ).

e

So we have that for all ¢ € [0, T]

' [qbs(t)f(a(t)) (03l [

Ae

w(p)sz(t),a(t);dp)}

- [¢3<t)f<a<t>> +res0.a0) [ w(p)R(assu),a(t);dp)H

<n(leg () — o5 (O < (v — pler ™),

where the last inequality follows from the fact that 7 is non decreasing and Gronwall’s
Lemma again.
Collecting all the computations made so far and defining C' = e“#7 we get

[L(67 (1), x5 (1), (t), w) — L(g5 (1), x5 (1), a(t), w)| <

Ly
TF(eLFT = De" v = pl +0(Clv — o).

We are now in a position to prove our claim. It suffices to notice that

| T (v,0) = T (py )|

T
<[ e L<¢3<t>,x3<t>,a<t>,w>—L<¢g<t>,xg<t>,a<t>,w>\dt

e " —1TLy  p.r L,T
<——|— (e =De " |lv—p|+nClv—p|)| B3.5)
B Lp
and define K| = "‘75;_1 £z (elrT —1)ebrT and Ky = "‘75;_1 O

Proposition 3.3.3. Under Assumptions 3.1.1 and 3.1.2, for each function w € C(A.)
we have that Gw € C(A.).

Remark 3.3.2. In the literature we could only find [58, Theorem 3.3] as a result similar
to this one. However, it is not directly applicable to our case. Therefore we provide a
complete proof of this Proposition, adapting whenever necessary the arguments of the
cited work.
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Proof. To start, let us pick v, p € A,, a € O, such that for some § > 0 |v — p| < 4.
Lete > 0,7 > 0 be arbitrarily fixed and choose a® € A such that

T
Gu(p) +e> /O ePIL(y (1), Xy (1), % (1), w) dt + e PTxg ™ (T)Guw(gy (1))
(3.3.6)
according to the Dynamic Programming Principle. We immediately get from (3.3.6)
Guw(v) — Gu(p) < TIrw(v,a®) — Irw(p, o) +¢
+e PTG (DGw (@) (1) — xp (T)Guw(ey (T))]
< |jT,w(V7 ae) - jT,w (P» OZE)|
+e TG (T) = X (T)] sup |Gu(¥)]
VEA,

+ e T|Gu (¢S (T)) — Guw(¢s (T))| + ¢

where Jr,,, was defined in (3.3.3) and supyen, ’gw(ﬁ)‘ < 400 since w is bounded
and G maps bounded functions into bounded functions.

We need to provide an estimate for the terms appearing in the last lines of the
previous equation. We know from Lemma 3.3.2 that

|\7T,w(ya 046) - JT,w(% ae)‘ g K15 + K277(05)

where C, K1, Ko > 0, n is a modulus of continuity and it is worth remarking that the
estimate is independent of a°. In particular, C' = eZ*T, Applying Gronwall’s Lemma
one is able to obtain (see the proof of Lemma 3.3.2 for more details)

X2 (T) = xp (D] < 320,
As for the term |G (¢3 ™ (T)) — Gw(¢S (T))|, let us define for r > 0

¢(r)= sup |Gu(v) — Gu(p)|
v,pEA.
o<

and set ¢(0) = lim, o ((r). Since |¢5" (T) — ¢S (T')| < €4, we get that
|Gu(y (1)) = Gu(ey (T)] < ¢(C9).

Summarizing all the results obtained so far, we get that foralle > O and all v, p €
Ay, a € 0, with v — p| <4,

Guw(v) — Guw(p) < K10 + Kon(Co) + e PT sup |Qw(19)|%6 + e PT¢(CO) +e.
YEA, 2

Thus, as e — 07 and defining Ko = K1 + ¢ T supycn, |Qw(19)]%,

((8) < Kob + Kan(C3) + e PT¢(CF). (3.3.7)

Now it is left to prove that ¢ is a modulus of continuity for the function Gw and to

do so it suffices to show that ((0) = 0. Let us choose § = C% for some n € N. Since

C = elrT > 1, proving that ¢(0) = 0 is equivalent to verify that lim,, s y o ((C%) =
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0, by definition of ¢ in 0. Assuming, without loss of generality, that Ce=#7 # 1 and
iterating the inequality shown in (3.3.7) we get

n—1 n—1
. Ky BTN 1 8T
¢(0) < ”Er_ir_loo [C’Q" Z(Ce ATy 4 Kgn(a) Z(e ﬂT)J +e nﬁTC(l):|
=0 =0
. Ky 1 BinﬁT K> 1 —npBT
<nEIJIrloo[l—C'e—/BT {W_ cn }_Fl—e_ﬂTn(E)[l_e } _07
hence the desired result. O]

We are now ready to state the first characterization of the value function v.

Theorem 3.3.4. Under Assumptions 3.1.1 and 3.1.2 we have that v is the unique fixed
point of the operator G in the space of continuous functions on ..

Proof. The result follows by combining the fact that v is the unique fixed point of G
in the space B, (A, ), the fact that the operator G: Cy(A.) — Cp(A.) is a contraction
mapping and, finally, Proposition 3.3.3. O

3.3.2 The HJB equation

Now we move to the second characterization of the value function v of the separated
problem in the sense of viscosity solutions. Using standard arguments of control theory,
the Dynamic Programming Principle stated in Proposition 3.3.1 admits a local version
in the form the following Hamilton-Jacobi-Bellman equation

H(v,Dv(v),v) + Bv(r) =0, veA,. (3.3.8)

The function H: A, x Rl x C(A,) — R is called the hamiltonian and is defined as

H(b,w) = supd =Pl u)b = v8(w) = ) [ [w(s) = 0] RO: s )}

uelU Ae
(3.3.9)

The aim of this subsection to characterize the value function v as the unique con-
strained viscosity solution of the HIB equation (3.3.8). This concept has been develo-
ped by H. M. Soner. In [58] it is used to characterize the value function of a determinis-
tic optimal control problem with state space constraint; in [59] the author extends this
definition to study the solution to an integro-differential HIB, associated to an optimal
control problem of a PDP with state space constraint.

This approach is particularly well suited to our problem, not only because of the si-
milarities between our situation and the one studied in [59], but also because of the fact
that the state space constraint is embedded in our formulation. In fact, the trajectories of
the PDP 7 lie in the effective simplex A, and may as well take values on the boundary
of A.. Despite these similarities we will not able to apply directly results of [59] to our
problem. Some assumptions are not satisfied in our case, e. g. the hypothesis stated in
(1.3) of that paper, and the proof of the main theorem relies on a slightly different (and
somewhat more classical) version of the Dynamic Programming Principle. We will,
then, provide a full proof of the following Theorem 3.3.6 adapting the arguments given
in [59, Th. 1.1] as needed.

First, let us recall the definition of constrained viscosity solution. In what follows,
whenever K is a subset of A., we will denote by K its relative closure and by int K
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its relative interior. It is understood that all statements referring to topological pro-
perties are with respect to the relative topology of A, as a subset of R/l (the latter
one equipped with the standard euclidean topology). The set C!(K') will be the set of
continuously differentiable real functions on K.

Definition 3.3.1. A uniformly continuous and bounded function w: K — R is called
a

e viscosity subsolution of H(v,Dw(v),w) + fw(v) = 0 on K if

H{(p,Dp(p), w) + Buw(p) <0

whenever 1) € C'(N,) and (w — 1) has a global maximum, relative to K, at
p € K, where N, is a neighborhood of p.

e viscosity supersolution of H(v, Dw(v),w) + pw(v) = 0 on K if

H(p,Dy(p),w) + Bw(p) =0

whenever ¢y € C'(N,) and (w — v) has a global minimum, relative to K, at
p € K, where N, is a neighborhood of p.

e constrained viscosity solution of H(v, Dw(v),w) + fw(v) = 0 on K if itis a

subsolution on K and a supersolution on K.

Remark 3.3.3. The fact that w is a viscosity supersolution on the closed set K of
(3.3.8) automatically imposes a boundary condition. For more details, see the Remark
following [58, Definition 2.1]

Before stating the main Theorem, we need the following lemma. We omit its proof
for the reader’s convenience. It can be found in [59, Lemma 2.1] (see also Remark 2.1
therein).

Lemma 3.3.5. Let Assumption 3.1.1 hold. A function w € C(A.) is a viscosity subso-
lution on int A, (resp. supersolution on A.) of H (v, Dw(v),w) + pw(v) = 0 if and
only if

H(p,D(p), ) + Puw(p) < (resp. =)0,

whenever ) € C1(N,) N Cy(A.) and (v — 1) has a global maximum relative to A, at
p € int A, (resp. minimum at p € A.), where N, is a neighborhood of p.

Theorem 3.3.6. Under Assumptions 3.1.1 and 3.1.2, the value function v of the sepa-
rated problem is the unique constrained viscosity solution of (3.3.8).

Proof. Uniqueness follows easily from the very same argument given in [59, Th. 1.1].
In fact, the hypothesis labelled as (A1) is satisfied in our framework by each connected
component of A, and other hypotheses are invoked only to show that the functions

filv,u) = vE(u)+r(v,u) /A [w;(p)—w;i (V)| R(v,u;dp), v €A, ,ueU,i=12,

are uniformly continuous in v, uniformly with respect to u (here w1, wy are two arbi-
trary constrained viscosity solutions of (3.3.8) ). This is true in our setting because of
Assumption 3.1.2 and Proposition 3.1.4. Therefore, one can follow the same reasoning
to show uniqueness of the solution.
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Let us now show that v is a viscosity subsolution on int A, of (3.3.8). It is easy
to see that in Lemma 3.3.5 we can substitute ¢» € C1(N,) N Cy(A.) by ¢ € CH(A,)
(see also [59, Remark 2.1]). So, let us fix v € C(A.) and p € int A, such that
(v—=1)(p) = max,ea, {(v—1)(v)} = 0. Since v < ¥, from the DPP we get that for
alac A

T
v(p) = ¥(p) < / e PLL(5 (1), X (8), (), ) dt + e~ T x5 (T) (55 (T)).-
’ (3.3.10)
Differentiating e~ x % (t)1(¢% (t)) we have

d(e™ P XG0 (65(1)) = e x5 (1)
{=pv(05 (1) — r(5 (1), at) (5 (1) + Fep (1), a(t))Dip(¢5 () fdt.  (3.3.11)

Integrating (3.3.11) in [0, 7] and substituting the result in (3.3.10) we obtain
T
[ e sueso) - Feso.amues o)

—¢§(t)f(a(t))—r(¢;“(t),a(t))/ [w(p)—@/}(qﬁ;*(t))]R(qﬁﬁ(t),a(t);dp)}dt <0.
' (3.3.12)

By means of Assumption 3.1.2, Proposition 3.1.4 and the properties of the flow ¢ﬁ(-),
we are able to obtain from the previous inequality the estimate

7 || {0 - Fiaipu

— pE(a(t) - r(p a(t)) / [4(p) - (p)] R(p, a(t); dp>}dt < I(T)

Ae
where h is a continuous function such that ~2(0) = 0. Now, let ty = %, where
Crp = sup  F(v,u), so that on [0,%y) the flow never reaches the boundary of

(v u)EA XU
A.. For each fixed u € U it is clearly possible to pick a control « € A such that
a(T) = u, for all T < t¢. Using this strategy in the last inequality we get that for all
T e€[0,tp)andallu € U

Bi(p) — F(p,u)D(p) — pf(u) — r(p, u)/ [¥(p) — ()| R(p,u; dp) < h(T).

AC

Taking the limit as 7' — 07 and the supremum with respect to all u € U we obtain the
subsolution property.

Let us now show that v is a viscosity supersolution on A, of (3.3.8). Let ¢y €
CY(A) and p € A, such that (v —1)(p) = min,ea, {(v—1)(v)} = 0. Since v > 1),
from the DPP we get that for all 7" > 0

T
o) =00) > it { [P L0 0,0l 0) a4 TG DT
(3.3.13)
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For each n € N consider T' = 1/n and pick a control o™ € A such that

n2

v+ o3> [ g () (0. a(t), ) dt+eﬁ/"><;‘,‘<i>¢(¢;’f(i>>-

With similar computations as before we are able to obtain
1/n
o [{pe0) - Foan @Dt
0
- ot (1)) = rlp.a”(0) |

[ (600~ 00 Ripa" s f > h G314

where h,, — 0 as n — +o0. Let us define the following quantities

1/n
F,=n F(p,a™(t))dt
0

1/n
Ko=n [ {pfm”(t» +r(pan() [ [60) = (o)) Rlp.0" ) dp>} at

and the set C(p) := {(F(p,u), pf (u)+7(p,u) [ [¥(p)—¢(p)] R(p,u;dp)),u € U}.
Notice that (F,, K,,) € coC(p) for all n € N and ¢o C(p) is compact since C(p) is
bounded. Hence there is a subsequence, still denoted by (F),, K,,) that converges to
some (F, K') € c0 C(p). Therefore, taking the limit as n goes to infinity in (3.3.14) we
get

Bi(p) — F-Dip(p) — K >0
so that

Buv(p)+  sup  {—F -Dy(p) - K} >0.
(F,K)eco C(p)

Finally, noticing that

sup  {—F-Dy(p) — K} = H(p,Dy(p), 1)
(F,K)eco C(p)

we get the desired supersolution property for v. [

3.4 Existence of an ordinary optimal control

We want now to prove that under some additional assumptions there exists an optimal
ordinary control u* € U, such that the minimum in (3.1.5) is achieved. Thanks to
Theorem 3.2.1 this optimal control exists if and only if there exists an optimal policy
a* = (agp,a1,...) € Auq such that for all n € N the functions a,, take values in the
set A of ordinary controls. Since we already established the existence of a stationary
optimal policy made of relaxed controls, we want to find an analogous policy made of
ordinary controls.

First, we need to find a* € A such that for each fixed v € A, the functional
T(v,a) = / LG (), alt), ) dt, a€ A (B4
0

reaches its infimum (the function v appearing as the last argument of the function L
is the value function of the separated problem characterized in the previous section).
If this is the case, then an optimal stationary policy a* € A, is granted by standard
results in discrete-time control theory, as stated in Theorem 3.4.2.
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Theorem 3.4.1. Let Assumptions 3.1.1 and 3.1.2 hold and suppose that for each p €
A, and s € |0,1] the set

C(p,s) ={(f,g9,1) € A. x [0,1] x Rs.z.
f=F(p,u),g=—r(p,u)s,l = L(p,s,u,v),u € U}

is convex.
Then for each fixed v € A. there exists o € A such that the infimum of the
functional J appearing in (3.4.1) is achieved.

Proof. Fix v € A, and let us write (3.4.1) in a lighter way, suppressing the explicit
mention of the value function v and the dependence on the control o and v of the
functions ¢ and x . We will then write

J(a) = /OOO e PLL(o(1), x(t), a(t))dt, «a € A.

Let a, € A, n € N be a minimizing sequence for J (i.e. J(ay,) — inf, J(«)
as n — +00) and let (¢, Xn)nen be the corresponding trajectories of the flow and
the survival distribution of the first jump time of the PDP. For each n € N, ¢,, €
C([0,4+00); A¢) and x,, € C([0,400); [0, 1]). It can be easily checked that both se-
quences (¢ )nen and (xn)nen are uniformly bounded and equicontinuous on each
compact subset of [0,400), hence by Ascoli-Arzela theorem we get that there ex-
ist p € C([0,+0); A¢) and x € C([0, +00); [0, 1]) such that, up to a subsequence,
¢n — ¢ and X, — x uniformly on each compact subset of [0, +00).

Let us now define forall ¢ > 0

o [,(t) = F(¢n(t), an(t)),
o Gu(t) = —1(dn(t), an(t))xn(t),
o Ln(t) = L(dn(t), Xn(t), an(t)).

Denoting by Lé the weighted L' space (with weight given by the discount factor
B), it can be easily shown that, for each n € N, F,, € L}j,([O7 +0); A,), G, €
L}J)([O,+oo);]R), L, € Lé([O,Jroo);R) and that the sequences (F),)nen, (Gn)nen
and (L, )nen are uniformly bounded and uniformly integrable. Hence there exist Fe
L5 ([0, +00); Ae), CA?AE Ls([0, —J—oo);]R) andAlA/ € L5([0,+00); R) such that, up to a
subsequence, F,, — F, G, — G and L,, — L weakly in L}j.

By Mazur’s Theorem (see e.g. [16, Corollary 3.8, p. 61], or [66, Theorem 2, p.
120]), there exist sequences, still denoted by (F),)nen, (Gn)nen and (L, )nen, that
are convex combinations of the elements of the original ones, such that F;,, — F,
G, = Gand L, — L strongly in L}j and also, again up to a subsequence, a.e. in
[0, +00). Thanks to the hypotheses we have that the functions F', L and —r(p, u)s are
continuous on the compact set A, x [0, 1] x U and it can be proved that the sets C(p, s)
are closed for each p € A, and s € [0, 1] (see e. g. [23, 8.5.vi, p. 296]). Therefore, for
almost all ¢ > 0 the triple (F'(t), G(t), L(t)) belongs to the set C(¢(t), x(t)) and we
can apply standard measurable selection theorems (see e. g. [23, 8.2.ii, p. 277], or [48,
Corollary 2.26, p. 102]) to obtain a measurable function a* such that

o F(t) = F((t),0*(1)),
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o G(t) = —r(d(1), a*(t)x(1),
o L(t) = L(&(1), x(1), a* (1)) + (1),

where z is a non-negative function defined on [0, +00).

Now it remains to prove that a* is optimal for the functional 7. Let (-, ), where
n € Nand k > n, be the system of non-negative numbers of Mazur’s Theorem, such
that for each n € N

K, K,
Z Yen = 17 L(¢(t), X(t)v O‘* (t)) = lim z ’YkmL(qsk (t)a Xk (t>7 (697 (t))
k=n k=n

n—-+o0o

(3.4.2)

First of all, let us notice that z has to be zero a.e. in [0, +00). If this were not the case,
we would reach a contradiction (arguing as in the following lines) with the fact that
(an)nen is @ minimizing sequence for 7. Since the function L is bounded by some
constant K > 0 and obviously the function Ke=#* € L1(]0,+c0)), we can apply
Fatou’s Lemma to obtain

g = / T e L((), X (1), 0 (1)

o]
n—-+oo 0

Ky
< liminf > " / e P L (t), xk(t), ok (t)) (3.4.3)
k=n

K,
= lim inf Z Yind (o) = inf J ().
k=n

n—-+oo

The claim follows since clearly inf, J (o) < J(a*). O
Remark 3.4.1. Convexity of the sets C'(p, s) is guaranteed, for instance, when

e U C Ris aclosed interval.

e Matrix coefficients \;;(u) are linear in u, for all 4, j € I, 4 # j.

e The functions u — f(i,u) are convex for each i € I .

We are now ready to state the main result of this Section. To be fully precise its
proof would require to formulate the entire control problem in a broader setting. This
should be done to allow for more general control policies, namely universally measu-
rable ones. However, this formulation does not pose any particular problem (the inte-
rested reader may consult [13]) and it is irrelevant to the results of this thesis. Therefore,
we will omit all unnecessary technical details.

Theorem 3.4.2. For each initial law 1w € A there exists an optimal ordinary stationary
policy a* € Ayq (with corresponding optimal ordinary control u* € Uyy), i.e. an
admissible policy with values in the set of ordinary controls A such that

V() = J(pu*) = p(h () J(Hylu),a*) = Y p(h™ (y))v(Hyu).

yeO yeO
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Proof. Let i € A be fixed. Thanks to Theorem 3.4.1, to the fact that the function 7
appearing in (3.4.1) is measurable and to the fact that A, and A are Borel spaces, stan-
dard selection theorems (see e. g. [13, Prop. 7.50]) ensure that there exists a universally
measurable selector a*: A, — A such that forall v € A,

v(v) =J (v,a*(v)) = o{relt;l J (v, a).

Let @ be the probability measure on A, defined in (3.2.11) and let us define the optimal
strategy a* = (a“,a",...). Thanks to [68, Th. 3.1] we can conclude that there exists
a stationary policy a* € A4 such that

J(-,a*) = J(-,a*) Q —as.

Since @ is concentrated at points { H, [¢]},co we get that for all y € O

v(Hylp)) = J(Hylp),a") = J(Hy[p], a")

and the claim follows immediately. O

3.5 A numerical example

In this Section we provide an explicit and rather simple example of optimal control
problem with noise-free partial observation of a Markov chain. We are able to provide
the value function and to write down the ordinary optimal control, whose existence was
established in Section 3.4.

Let us fix [ := {1,2,3} and O = {a,b} as the state spaces of the unobserved
Markov chain X and of the observed process Y respectively. We recall that to solve
the optimal control problem we first put ourselves in a canonical framework for the
Markov chain X. Therefore, all the following processes are defined as in Section 3.1.
In this example, we assume that the observed process satisfies Y; = h(X}), t > 0, with

function h: I — O given by
Cifi=1,2
h(i) = {“ ! .

b, ifi=3

Hence, we have a perfect observation whenever Y; = b for some ¢ > 0, i. e. if this is the
case we know that X; = 3 almost surely. On the contrary, we face uncertainty about
the true state of the Markov chain X at some time ¢ > 0 if we have Y; = a.

Next, we define the space of control actions U, the controlled rate transition matrix
A(u) associated to the Markov chain X and the cost function f: I x U — R of our
optimal control problem. We choose them as specified in Remark 3.4.1, in order to be
sure about the existence of an optimal control.

—2u  u U u? +1
Alw)=1] 0 —u u f(u) = |u?+1 ueU:=][0,1].
U 0 —u u?

We recall that, since the set [ is finite, we identify the function f with the vector-valued
function f.

From the data of our problem given above, we can specify the state space A, (called
the effective simplex) of the filtering process and explicitly compute its local characte-
ristics, defined in (3.1.12).
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The effective simplex A, is given by A, = A, UA, C R3, where A, =
P({1,2}) = {(p,1 —p,0),p € [0,1]} and Ay = P({3}) = {(0,0,1)}. We will
identify probability measures v € A, with vectors of the form (p,1 — p,0) € R? for
some p € [0, 1]. The local characteristics of the filtering process, that is a PDP, are
given, for all u € [0, 1], by

Flou) = [—up up O], if (p,1 —p,0)=veA,
’ 0 0 0], if (0,0,1) =v e A,

rv,u)=u, veA,

5[001](dp)’ if (pv 1 - D 0) =veE Aa

R(v,u,dp) = .
(v, u, dp) {5[1001(@), if(0,0,1) = v € Ay

Notice that, in this case, the ODE (3.1.9). hence the filtering equation, admits an explicit
solution, given, for all relaxed controls m € M, by

\
o

)

(1) = [p(t) 1—p(t) O]7 if (p,1—p,0)=veA,
Yoo 1], if (0,0,1) =v e,

with p(t) = p eXp{— fot Sy um(s; du) ds}7 t>0.

Having written the local characteristics of the filtering process, we can provide the
explicit form of the operator G, defined in (3.2.31), and of the HIB equation (3.3.8)
satisfied by the value function v of the separated optimal control problem, defined in
(3.2.10).

First of all, let us notice that we can identify any function w: A, — R with the
pair (i, wp), where @: [0, 1] — R and w;, € R. In fact,

( ) U)(p,lfp,()) = @(p), if(palfpvo):VEAa
w(v) = .
w(O, 0, 1) =! Wy, if (O, 0, 1) =V E Ab

Thanks to this identification, for any function w € B, (A.), we can write the operator

g as

+o0 t
ing ¢~ Jo oo ds [a(t)® + a(t)w, + 1] dt, ifv €A,
ac
Guw(v) = O+OO .
inf / e Jo PN 2 L aya)] b, ifve Ay

agA Jg
(3.5.1)
where A is the set of ordinary controls, i.e. A := {a: [0,+0c0) — U, measurable}.
The HJB equation is given by

sup {—u2 + 2pud’ (p) — ufvp — f)(p)]} + po(p) =0, ifvel,
u€l0,1]

sup {—u? — u[0(1) — vp]} + Bvp = 0, ifvedl,
u€[0,1]

(3.5.2)

We now search for an explicit solution of the fixed point problem and the HIB
equation. Notice that, since the cost function f is non-negative, we have that v > 0.
Moreover, in (3.5.1) there is no dependence on the parameter p € [0, 1] defining all
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probability measures v € A,. This suggests that the value function v of the separated
problem, satisfying v = Gv, should be a constant function.
For v € A, the fixed point relationship v = Gv takes the form

+oo t
vp = inf / = JolBHal)ds [a(t)? + a(t)d(1)] dt. (3.5.3)
@ 0

It is clear that, since v, > 0, if we choose the constant control «(t) = 0, t > 0, we
achieve the minimum in (3.5.3), with value v, = 0. Substituting this into (3.5.2) we get

sup {—u? + 2upd’(p) + ud(p)} + Bo(p) =0, ifve A,
u€0,1]

sup {—u® —ud(l)} =0, ifved,
u€[0,1]

(3.54)

After some computations, we obtain that the second equality in (3.5.4) is satisfied for all
possible values of (1), while the ODE appearing as first equality admits the constant
solution 9(p) = 2(\/ B82+1— [3), p € [0, 1]. Hence, we have that the value function
of the separated problem is given by

o(v) = 2(ﬁ/52+ _5), ifvel, (355)
0, ifved, o

The value function V' of the optimal control problem with noise-free partial observation
for the Markov chain X, defined in (3.1.5), is given for all u € P(I) by

2(vVB2+1=B) (1 +q2), ifq1+q#0
0, ifg1 +q2=0
(3.5.6)

V() =V(g, g2, 1 —q1 — q2) = {

where 1= (q1,¢2,1 — q1 — g2) for some g1, 2 € [0,1], g1 + g2 < 1.

At this point, we can also provide an explicit optimal policy a* € A,q4, with cor-
responding optimal control u* € U,q4. It is clear that if Yy = b the optimal policy a*
is composed by the single constant optimal control () = 0, ¢ > 0,i.e. a* = af.
In fact, given the structure of the controlled rate transition matrix, applying this policy
means that the Markov chain X remains in the state 3 forever and we sustain no cost,
since f(3,0) = 0. If, instead, Y, = a the optimal policy is given by a* = (a}, af),
where o € A solves

—+o0
0

2(VFT1-5) :/ e BN L y1g 35)

Notice that this characterization comes from the fixed point equation v = Gv. The
optimal policy «;, whose existence is granted by Theorem 3.4.1, guarantees that we
achieve the minimum cost up to the first jump time of the Markov chain X into the
state 3. This jump time is finite almost surely, as can be easily checked. Therefore,
when X jumps into the state 3, i. e. the observed process takes value b, we can choose
the optimal control o and stop the motion of the Markov chain in that state at zero
cost.

Searching for constant solutions to (3.5.7) we are able to obtain that the optimal

control a is given by % (t) == /B2 +1— 3, t > 0.



cHAPTER 4

Optimal control: the infinite dimensional case

In this Chapter we return to the setting of Chapter 2, i. e. the case where the unobserved
process X = (X;);>0 is a continuous-time pure jump Markov process and we study an
optimal control problem on infinite time horizon with partial observation in the same
setting of Chapter 3.

We recall that the aim of our control problem is to optimize the dynamics of the
unobserved process X through the actions described by a control process u = (ut)¢>0,
with values in the set of Borel probability measures P(U) on a measurable space
(U,U), the space of control actions. A priori, we are selecting control actions specified
by relaxed controls. We anticipate that, while we are able to guarantee the existence
of a (relaxed) optimal control, we can not provide the existence of an ordinary optimal
control. The control process is chosen in a specific class of admissible controls. At any
time the chosen control action shall be based on the information provided by the obser-
ved process Y = (Y;):>0, that will be of noise-free type as in the previous Chapters.
The choice of the control process is done following a performance criterion that, also
in this Chapter, is the minimization of a discounted cost functional.

Throughout this Chapter we will assume that I and O are complete and separa-
ble metric spaces, equipped with their respective Borel o-algebras Z := B(I) and
O = B(0). The set U is a compact metric space equipped with its Borel o-algebra
U = B(U). This assumption entails that P(U) is a compact metric space, too. As
in the previous Chapters, we are given a function h: I — O that gives the values of
the observed process Y as a deterministic transformation of the values assumed by the
unobserved process X . We consider this function to be surjective, without loss of gene-
rality. We remind that, in general, h can be constant or one-to-one, but we will exclude
these cases in what follows.

Our analysis will follow essentially the same steps of Chapter 3. In Section 4.1 we
formulate our optimal control problem with partial observation in a canonical setting
for the pure jump Markov process X. Thanks to the filtering process we are able to
rewrite this control problem in an equivalent one with complete observation, where
the new state variable is the filtering process itself, in place of the unobserved process
X. Also in this case, we will need to reformulate our control problem, introducing a
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separated discrete-time control problem for the filtering process.

The separated control problem will be formulated in Section 4.2 in a canonical
setting for the PDP given by the filtering process. We will prove that the original and
the separated control problem are linked in such a way, that we are able to write down
a formula providing an equality involving the value function V' of the original control
problem and the value function v of the separated control problem.

The original value function V' is indirectly characterized by studying the value
function v of the separated control problem. This is done in Section 4.3, where we
obtain that v is the unique fixed point of a certain contraction mapping. Contrary to
what we proved in Section 3.3, we are not able to characterize v as a viscosity solu-
tion to some Hamilton-Jacobi-Bellman equation, since this equation would be defined
in an infinite dimensional space (consider that the effective simplex A, introduced in
Remark 2.2.2 is a subset of the a priori infinite dimensional metric space M(I)). The
study of HIB equations in infinite dimensional spaces is a recent subject in the litera-
ture, but still limited to some particular cases. For an up-to-date reference to this kind
of equations, studied in connection with stochastic optimal control problems, see [35].
In the context of control problems with partial observation, see also [7, 40, 49].

Finally, in Section 4.4 we make some comments on the role of the function h in the
control problem.

4.1 The jump Markov process optimal control problem

We will shortly introduce the setting under which we will formulate the optimal control
problem for the unobserved pure jump Markov process. The construction is almost
identical to that provided in Section 3.1 for the Markov chain optimal control problem.
We will return to the notation adopted in Chapter 2.

The aim of this Section is to provide a canonical framework for a continuous time
pure jump Markov process described by an initial law and a controlled rate transition
measure on I. By this we mean that we have a transition measure \ from (I X U, ZQU)
into (I, Z) such that

AMz,u, {z}) =0, zel,uecl.

To simplify the notation it is convenient to define the controlled jump rate function
A I xU — [0,+00) as

AMz,u) = Mz,u,I), zel,uel.

It will always be clear from the context if A refers to the rate transition measure or the
jump rate function.
We introduce the following Assumption.

Assumption 4.1.1.

1. Foreach z € I, A € Z the map u — A(z,u, A) is continuous on U (hence
bounded and uniformly continuous on U).

2. sup  A(z,u) < +oo.
(z,u)eIXU

We are now ready to build the probability space on which the processes X, Y, u
are defined. As recalled at the beginning of this Chapter, the construction is almost
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identical to that provided in Section 3.1. Let us define €2 as the set

Q = {w = (i07t17i1,t2,i2,...):
ig € I,inp € I,t, € (0,+00],t, < 400 = t,, < tpy1,n € N}

For each n € N we introduce the following random variables
To(w) =0; To(w) =tn; Tw(w)= lim Tp(w); &o(w) =do; &n(w)=in
and we define the random measure on ((0, +00) x I, B((0,+o00)) ® )

n(w,dtdz) 2(5 (T@) (dtdz)l{Tn<+m}(w), we
neN () «)

with associated natural filtration V; = o(n((0,¢] x A), 0 < s < t, A € 7). Finally,
let us specify the o-algebras

X8 = o(&); X2 = o(X UNL); X° = a(U Xt>.

>0

The unobserved process X is defined as

Xo(w) = &(w), t€ [Th(w),Thi1(w)), n € Ny, T (w) < +00
! ivoy 1€ [Tho(w), +00), Too(w) < +00

where i, € I is an arbitrary state, that is irrelevant to specify. Next, we define the
observed process Y and its natural filtration ()y)¢>0 as

Yi(w) = h(Xi(w)), t 20, w e Ve =0(Y;, 0<s<t), t>0.

As we already pointed out in Section 2.2, we can equivalently describe this process
via a MPP (7, 7, )nen together with the initial condition 9 = h(&y) = Y,. Each
o-algebra Yy, t > 0 is the smallest o-algebra generated by the union of o (79) and the
o-algebra at time ¢ of the natural filtration of the MPP (1,,, 7, ) nen-

The control processes u that we want to consider are based on the information
coming from the observed process Y. We will pick them in the following class of
admissible controls

Upa = {u; Q % [0, +00) = PU), (V)es0 —predictable}. @.1.1)

Concerning the choice of P(I) as target space for control processes, i. e. the choice of
relaxed controls, see Remark 3.1.1.

In Section 3.1 we noticed that predictable processes with respect to the natural
filtration of a point process admit a precise description (see Theorem 1.1.2 and Remark
1.1.1). Thus, control processes in the class /4 can be characterized by a sequence of
Borel-measurable functions (uy,),,cx,» With u, : [0,400) x O x ((0,400) x O)" —
P(U) for each n € Ny, so that we can write

ur(w) = uo(t, Yo(w))L(0 < < 71 (w))+

n(t,Yo(w), 1 (w), Yo (W), ..., Ta(w), Yr, (W) 1(T(w) <t < Tpg1(w))+

HM8

Uoo (T, Yo (w), 71 (w), Yo, (), ... )1(t > Too(w)), (4.1.2)
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where 7o (w) = limy,— 00 T (w), w € 2. Also in this Chapter, the reader must always
remember this kind of decomposition, since it will be of fundamental importance in the
analysis of the optimal control problem. Moreover, we will frequently switch between
the notation (u)s>0 and (un ), 5, and, to simplify matters, we will often use the more
compact writing uy,(+) instead of u,, (-, Yo(w), ..., 7n(w), Y:, (w)), n € Np.

The dynamics of the unobserved process will be specified by the initial distribution
1, a probability measure on I, and by the following random measure depending on the
chosen control process u € Uyq.

v (w; dtdz) = ]lt<Tx(w)/ A X (w),u,dz) ug(w;du) dt (4.1.3)
U

for any w € Q and u € U, 4. For sake of simplicity, we will drop w in what follows.

Now set P as the probability measure on (Q, XOO) such that Xy = & has law
w. It is easy to see that the previously described setting is equivalent to that provided
in Assumption 1.1.3. In fact, one can show that the random measure v is (X;°)¢>0—
predictable and satisfies (1.1.3), i.e.

Lovr({th x1I) <1,
2. v*([Teo, +00) X I) = 0.

Therefore, by Theorem 1.1.9, there exists a unique probability measure P); on (Q, X °),
such that P} xo = P and v" is the (PE7 Xto)—predictable projection of n. Once speci-
fied the control u € U, and consequently the probability measure PE, it follows from
the second part of Assumption 4.1.1 that the point process n is P};-a.s. non-explosive,
i.e. that T = 400, P}j-a.s. . For this reason we will drop the term 1,7 appearing
in (3.1.3) and, since also 7o, = +00 Pl‘j-a.s., we will avoid specifying the function .,
in (3.1.2).

Finally, we define for each probability measure ; on I and u € U, 4 the completions
of the natural filtrations of the processes X and Y as follows.

o XHUisthe P,‘j-completion of X° (PE is extended to X'#" in the natural way).
e ZI-Mis the family of elements of X'** with zero P}; — probability.
o VI =g (Y, ZHWM), fort > 0.

(Vi) >0 is called the natural completed filtration of Y.

As we anticipated at the beginning of this Chapter, we choose control actions in
order to minimize, for all possible choices of the initial distribution y of the process X,
the following cost functional

J(p,u) = E} UOOO e’ﬁt/Uf(Xt,u) ug (du) dt (4.1.4)

where f is called cost function and 8 > 0 is a fixed constant called discount factor. In
other words, we want to characterize the value function

V(p)= inf J(u,u). (4.1.5)

u€l,q

We make the following assumption on the cost function f, ensuring that the functi-
onal J is well defined (and also bounded).
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Assumption 4.1.2. The function f: I x U — R is bounded and uniformly continuous.
In particular, for some constant C'y > 0 it holds that

sup |f(z,u)| < Cy, (4.1.6)
(z,u)eIxU

We can transform the problem formulated above into a complete observation pro-
blem by means of the filtering process. Similarly to what we did in Section 3.1 we pro-
vide without proof some results concerning this process. They can be obtained as slight
generalizations of the corresponding statements that the reader can found in Chapter 2.

The filtering process is defined as the P (I)-valued process given by

PHX, € A| YY), t20,Ael.

As we already know, the true image set of this process is the so called effective simplex
A., defined as

Ac=J A, Ay={vePd):v(h'(y)) =0}, ycO 4.1.7)
yeO

It is a proper subset of P(I) unless the function % is constant. Moreover, the sets A,
are clearly pairwise disjoint. We recall that the effective simplex can be regarded as a
topological space (A, 7.) under the relative topology 7. induced on A, by the total
variation norm, with which we endow the space M(I).

It is worth noticing that the filtering process is a (V}""):>0 — adapted process and
since (YV}"")¢>0 is right continuous we can choose a (V}""");>o — progressive version.
We will assume this whenever needed.

We want to state an explicit equation satisfied by the filtering process. To do so, let
us define for each y € O the map F,: M(I) x U — M(I) as

Fy(v,u) =Byjv —vByv(Il), veM(I),uelU (4.1.8)

Yy
where the controlled operator B, is defined for all y € O and u € U by
Byv(dz) = 110 (2) /1 ANz, u,dz) v(de) — Mz, u)v(dz), veM(I). (4.1.9)

It is clear that, for each fixed y € O, the map u — Fy(u, u) is measurable for
all v € M(I). Moreover, we can provide the following generalization of Proposition
2.2.2, concerning the Lipschitz continuity of F,.

Proposition 4.1.1. Under Assumption 4.1.1, for each fixedy € O the map F, is locally
Lipschitz continuous in v uniformly in u, i. e. there exists a constant Ly > 0 such that

sugHF(V, u) — F(p,u)||py < Lellv—pllpy, forallv,p e M(I). (4.1.10)
ue

Thanks to this, we can generalize Theorem 2.2.3 to get the following result.

Theorem 4.1.2. Forally € O, p € A, and all measurable m: [0,4+o00) — P(U),
the ODE

(iz(t):/UFy(z(t),u)m(t;du), £>0

2(0) =p

4.1.11)
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admits a unique global solution z: [0, +00) — M(I). Moreover z(t) € A, forallt >
0 and, if z1 and 23 are solutions to (4.1.11) with z1(0) = p1 € Ay, 22(0) = p2 € A,
we have that the estimate

121(8) = z2(®)ll 7y < llor = p2llpye™™*, >0 (4.1.12)
holds for all measurable m: [0,400) — P(U).

Remark 4.1.1. Similarly to what we did following Remark 2.2.2, in the remainder of
this Chapter we will denote the solution z by ¢;’jp(-), to stress the dependence on p €
A, and the measurable function m. By standard results on ODE, (¢, p) — ¢;",(t) is

continuous for each y € O and it enjoys the flow property, i.e. gb?y"qw(g ) (t) = ¢y, (t+
B (s, ;

s), for t, s > 0. The function y +— ¢;".(-) is called the controlled flow associated with
the vector field F, on A, and the control function m. To simplify the notation, it is
convenient to define a global controlled flow ¢™ on A, setting ¢ (t) = ¢;',(t), if
p € Ay. In this way, for all fixed control functions m and ¢t > 0, p +— ¢;'(t) is a
function A, — A, leaving each set A, invariant. Finally, we can associate to the
global flow a global controlled vector field F': A, x U — A, defined as

F(v,u) = F,(v,u) = Byjv —vByv(Il), veA,uel. (4.1.13)

We are now ready to state the filtering equation, which can be deduced from Theo-
rem 2.1.6.

Theorem 4.1.3 (Filtering equation). For all w € Q define To(w) = 0 and for fixed u €
Uya the stochastic process T = (m}"")>0 as the unique solution of the following
system of ODEs
d
awt“’“(w) = / F(r""(w),u) ug(w;du), t€ [m(w), Tni1(w)), n € Ny
U

76 (W) = Hyy(w)l1]

(@) = Hy, ) [M(T2 ) @)t () @))], n €N
(4.1.14)
where I is the vector field defined in (4.1.8), H is the operator given in Definition

2.1.1, A: Ay x P(U) — My (1) is defined as

A(v,u) = ]Lh_l(y)c(z)/l/U)\(:mu, dz)u(du)v(dz), v e Ay, uePU)

(4.1.15)
and the quantity 7T:_L ’,u(w) (w) is defined as
" (w)= lim 7"%(w), on{weQ: 7, (w) < +oo}.
Tn (w) t—7 (W)~

Then, "™ is (V7 )i>o—adapted and is a modification of the filtering process, i. e.
M (A) =Pi(X; € A| YY), Ph-as,t>0,AcT.

Remark 4.1.2. Thanks to the structure of admissible controls shown in (4.1.2) we can
write (4.1.14) as

d
—mt = / F(m"™" w) u, (6, Yo, ..., Tn, Yo, 5du), ¢ € [Tn, Tnt1), n € Ny
U

[A(F:i%u7un—1(7-n_a }/Oa te aTn—17YTnfl))}’ neN
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We can characterize the filtering process as a Piecewise Deterministic Process
(PDP). Its characteristic triple (F, r, R) is given by the controlled vector field F' defined
in (4.1.13), a controlled jump rate function r: A, x U — [0, +00) and a controlled
stochastic kernel R, i.e. a probability transition kernel from (A, x U, B(A.) ® U) to
(A¢, B(A.)). We define the functions in this triple as

F(v,u) = F,(v,u) = Bjv —vByv(I), velA,uelU

r(v,u) = —=Byv(l) = /1/\(Jc,u, Wl (y))v(de), veA,uel

R(v,u, D) = / 1p(Hu[A(v,u)]) p(v,dv), veA,, DeB(A.), uclU
© (4.1.16)

where p is a transition probability from (A, x U, B(A.) @ U) into (O, ©) defined for
alve Ay, ucUandall B € O as

1 1 .
o B) = o /I)\(x,u,h (B\{y})) v(dz), ifr(v,u)>0 “4.117)
qy(B), ifr(v,u) =0

where (gy)yco is a family of probability measures, each concentrated on the level set
h=1(y), y € O, whose exact values are irrelevant.

Since for any given v € A, and u € U the probability p(v, u, -) is concentrated on
the set O \ {y}, the probability R(v, u, -) is concentrated on A, \ A,,.

It is important to notice that under Assumption 4.1.1 r is Lipschitz continuous
uniformly in u, i.e.

sup [r(p,u) — (9, u)| < Lp||p =V py, forallp,de A, ycO, (4.1.18)
uelU

for some constant L, > 0. We also have that for some C,. > 0

sup  |r(p,u)| < C. (4.1.19)
(pyu)EAXU

We can now state the characterization of the filtering process as a PDP. This is a
generalization of Theorem 2.2.7. However, notice that we lose the Markov property
with respect to the natural filtration of the observed process, a loss due to the structure
of admissible controls.

Theorem 4.1.4. For every v € A, and all u € U,q the filtering process m" =
(m{"")i=0 defined on the probability space (2, X°,PY) and taking values in A, is a
controlled Piecewise Deterministic Process with respect to the triple (F,r, R) defined
in (4.1.16) and with starting point v.

More specifically, we have that for all n € Ny and P} —a.s.

ﬂ'twu = Z;’fLu (t — Tn)7 on {7-71, < +OO}7 te [Tn’ T”‘H) (4.1.20)

Po(Tni1 —Ta >t Ty < +00 | V1) =

¢
]1m<+ooexp{—/ /r( uL‘,(l;+T")(s),u)un(s+Tn;du)ds}, t>0 (4.1.21)
o Ju

Ty,
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PY(n2" € D, Tn+1<+oo\y )=

(Lo
o Tn+1

]17'n+1<+00/ R(gﬁ:;(“—km)(ﬂ;rl - Tn)au; D) un( Tn+1 ’du) D e B(Ae)
U
(4.1.22)

Un

where, for each n € Ny, ¢ Do is the flow starting from w>" and determined by the

controlled vector field F under the action of the control functlon Un (s Yo, ooy Tn, Yo, ).

Remark 4.1.3. We point out once more (cfr. Remark 3.1.3) that equations (4.1.20)—
(4.1.22) are changed with respect to the standard formulation with piecewise open-
loop controls. This is necessary because of the chosen type of control processes, i.e.
the class U, 4. Another difference with respect to the usual definition of a PDP is the
absence in our model of a boundary behavior of the PDP, i.e. the specification of a
transition kernel giving the post-jump position of the process in case it touches the
boundary.

Clearly enough, also in the infinite dimensional setting we do not have that the
transition measure R is a Feller kernel. Analogously to what we did in Proposition
3.1.4, we can state a weaker form of this property.

Proposition 4.1.5. Let Assumption 4.1.1 hold. Then for every bounded and continuous
Sunction w: A, — R and u € U the function p — r(p,u fA R(p,u;dp) is
bounded and continuous on A..

Proposition 4.1.5 establishes continuity of the map therein considered for each fixed
control parameter u € U, but this is not enough for our purposes. In the following
Sections we will invoke whenever needed the following condition.

Assumption 4.1 3 For every bounded and continuous function w: A, — R the map
p—=r(p,u fA R(p, u;dp) is continuous on A, uniformly in v € U.

Remark 4.1.4. Tt is important to notice that Assumption 4.1.3 is satisfied in some si-
tuations, e. g. in the Markov chain setting studied in Chapter 3, as Proposition 3.1.4
shows. It can be proved that it holds also in the case where the rate transition mea-
sure A is absolutely continuous with respect to some fixed measure on (I, Z) and the
resulting transition density is uniformly bounded from above and bounded away from
Zero.

To conclude this Section, we make some concluding remarks on the cost functional
J defined in (4.1.4). Let us fix some more notation, first. Let us consider a measurable
space (F, &) and for each v € P(I) and all ¢: I x E — R bounded and measurable,
let us denote by v(y; -): E — R the following function

g 0= [ el evida), eek.

Since the control processes u are (Jy):>o — predictable and we know that the
filtering process m" provides us with the conditional law of X; given Y!"", for all
t > 0, an easy application of the Fubini-Tonelli Theorem and of the freezing lemma

shows that
= EY [ / e Pt / w) g (du) dt | (4.1.23)

In this way, our control problem depends on completely observable quantities, since
the new state process 7" and the control process u depend on the observed process
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Y. The optimal control problem for the pure jump Markov process X becomes an
optimal control problem for the PDP 7#". As we did at the end of Section 3.1, we
can exploit the structure of admissible controls u = (up, )nen, € Uaq to rewrite J as a
discrete-time cost functional.

Tn+1
=E! [Z/ / TN (f5 W) wy (£ du) dt]
= EE |:Z e‘ﬂ"’n/ —5txuz( +7—,,) / ¢Uﬁ(u+ﬂw) f, u, t) Un(t+Tn ;du) dt
n=0 0

“+o0
= EE |:Z efﬁ"'ng(ﬂfrf’;’“7un(~ —+ 7’7“)/077'17 Y-,—l, ceeyThy, Y-,—n)):|

n=0
(4.1.24)

where the function g (that will be defined precisely in Section 4.2) represents the dou-

un( +Tn)

ble integral appearing in the second line and X is the survival distribution

appearing in (4.1.21).

The reformulated problem does not fit in the framework of a classical discrete-
time optimal control problem (see e. g. [13]) for the same reasons already expressed at
the end of Section 3.1. The problem should be based only on the discrete-time process
given by the pairs of jump times and jump locations of the filtering process 7*" (notice
that in (4.1.24) also the process Y appears) which, in turn, should not depend on the
initial law of the process X and on the control trajectory u. Moreover, the class of
admissible controls U/, is not adequate for a discrete-time problem, since its policies
should be functions depending at each time step exclusively on the past trajectory of a
discrete-time process (in this case, the one based on the filtering process, as explained
above). It is immediate to see that this is not the case for (4.1.24), since each of the
functions u,, depends on a continuous-time variable and on the positions of the process
Y.

The solution to these issues is represented by a separated discrete-time control pro-
blem based on the filtering process and related to the present one.

4.2 The separated optimal control problem

In this Section we will reformulate the original optimal control problem into a discrete-
time one based on the filtering process. Also in the infinite dimensional setting of this
Chapter, such a reformulation will fall in the framework of [13]. Therefore, we will be
able to use the same results used in Section 3.2 to study the value function V' defined
in (4.1.5). We will prove the equivalence between the original control problem and the
separated one. In particular, we will show that the value function V' can be indirectly
characterized by its counterpart in the separated problem, that will be studied in the
next Section.

Analogously to what we did in Section 3.2, we choose as action space the space of
relaxed controls

M ={m: [0,4+00) = P(U), measurable}. 4.2.1)

We recall that M is compact under the Young topology (see e.g. [32]). The set of
ordinary controls

A ={a: [0,400) — U, measurable} (4.2.2)
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can be identified as a subset of M via the function ¢ 5a(t), « € A, where §,, denotes
the Dirac probability measure concentrated at the point v € U. We recall that, thanks
to [67, Lemma 1], A is a Borel space when endowed with the coarsest o-algebra such
that the maps

+oo
ow—>/0 e Pt aft)) dt

are measurable for all ¢: [0,4+00) x U — R, bounded and measurable. The class of
admissible policies A,q for the discrete-time optimal control problem is given by

Aga = {a = (an)peq,> an: Ae x ((0,+00) x Ae)n — M measurable Vn € Ny }.
(4.2.3)
We introduce now the separated optimal control problem. In this problem the state
to be controlled is represented by the filtering process, therefore we put ourselves in a
canonical framework for this process. The construction is exactly the same provided in
Section 3.2 and we repeat it here for the reader’s convenience.

o O ={w:[0,+00) = A, c4dldg} denotes the canonical space for A, — valued
PDPs. We define 7;(w) = w(t), forw € Q, ¢ > 0, and
To(w) =0,
Tn(@) = inf{t > 7,_1(@) s.t. 1 (@) # m- (W)}, mneEN,

Too(@) = nl;rr;o Tn(@).

e The family of o-algebras (7)o given by
F =0(7,0<s<t), F°=0(fs5=0),
is the natural filtration of the process T = (7 )¢>0.

e For every v € A, and all a € A,q we denote by P2 the probability measure
on (€2, F°) such that the process 7 is a PDP, starting from the point v and with
characteristic triple (F, r, R). With this, we mean that for all n € Ny and P2—a.s.

T = @30 (t—Tn), on{7, < +oo}, t € [Tn, Tnt1). 4.2.4)

P2(Taq1 — T > t, T < 400 | F2 ) =

t
117”<+00exp{_ / / r(gbfr";n(t),u)an(s;du)ds}, 130, (42.5)
0 U

15?/(7?‘7'714_1 € Dv Tpt1 < +00 | ./—:.;_ ) =

n+1
]]-‘Fn+1 <400 / R(d)?'rzn (7__n_+1 - 7__71)7 u; D) Qp (7_—71_+1 —Tn ;du)a D e B(Ae)
U
(4.2.6)
where we simplified the notation by indicating a,, = a, (7o, ..., Tn, 77, ) and,

for each n € Ny, we denoted by ¢3" the flow starting from 7, and deter-
mined by the controlled vector field Funder the action of the relaxed control
an (70, ..., Tn, Tz, ). We recall that the probability measure P2 always exists by
the canonical construction of a PDP (see Section 1.2).
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e Forevery Q € P(A.) and every a € A,q we define a probability 15?@‘ on (Q, F°)
by P%(C’) = [, Pa(C)Q(dv) for C € F°. This means that @ is the initial
distribution of 7 under 15%.

e Let 792 be the f’%—completion of F°. We still denote by 1522 the measure na-

turally extended to this new o-algebra. Let Z@2 be the family of sets in F@2
with zero P,-probability and define

FPR=o(FRUZ9®), F= (] F** t=o0.

QEP(AL)
acAq.q

(ﬁt)t>() is called the natural completed filtration of 7. By a slight generalization
of Theorem 1.2.2 it is right-continuous.

The PDP (Q, F, (Fi)t>0, (Tt)t>0, (Pﬁ)igﬁ:d) constructed as above admits the con-

trolled characteristic triple (F, r, R) defined in (4.1.16). To simplify the notation, let us
introduce the function xj", depending on p € A, and m € M, given by

t
X, (t) = exp{/ / (¢, (s),u) m(s;du) ds}, t>0. (4.2.7)
o Ju
In this way, we can write (3.2.4) as
P2(Toq1 — Tn >t | F2 ) =X (t), t>0,on{7, <-+oo}.
Notice that x" solves the ODE

%Z(t) = fz(t)/Ur(gbzl(t),u) m(t;du), t>=0

z(0)=1

(4.2.8)

The observed process Y can be defined on (2 as follows. Let us introduce the mea-
surable function projy: A, — O given by

projy(p) =y, ifpe Ay, forsomey € O

and set
i projy (7o (@)), te[0,71(w))
Yi(@) = ¢ projy (s, (@) (@)), t € [7(@), Fug1(@)), n €N, 7y (@) < +00 ,
0o t € [Too (@), +00), Too (@) < +00

where 0, € O is an arbitrary state, that is irrelevant to specify, since under Assumption
4.1.1 for each fixed v € A, and a € A,q we have that 7o, = +o0, Pﬁ—a.s.. In other
words, the observed process is f’,‘j—a.s. non explosive.

Next, we define the cost functional associated to the separated optimal control pro-
blem. Let us recall that, in the end, we want this problem to be equivalent to the original
optimal control problem for the unobserved process X. Consequently we define the
new cost functional .J in analogy to the form of the original cost functional J shown
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in (4.1.23). To this purpose, let us introduce the discrete-time one-stage cost function
g: Ae X M — Ras

+o00
o) = [ etz [ e meaan @29

We define the cost functional J as

—+oo
J(v,a) = B2 [Z efﬁmg(ﬁﬂ,an(fr%, e ,Tn,’]T,,—n)):|, veDA,, ac Ay
n=0

(4.2.10)
Finally, we define the value function of the separated problem as

= inf J(v,a). 42.11
v(v) b (v,a) ( )
As we anticipated earlier, we need to establish a connection between the cost functi-
onals J and J, respectively given in (4.1.23) and (4.2.10). In a similar manner to The-
orem 3.2.1, this link will be given by constructing corresponding admissible controls
in U,4 and admissible policies in Aq.

Theorem 4.2.1. Fix p € P(I) and let Q € P(A.) the Borel probability measure on
A concentrated on the set |, c o{Hy[ul}, defined as

Q:=pohto”H ', H(y) = H,lu (4.2.12)

Forall p € P(I) and all u € Uy,q there exists an admissible policy a € Aqq such
that the laws of '™ under P}, and of ™ under P¢) are the same. Moreover, for such an
admissible policy

T = [ @) = [ A aypen ). @213

o

Viceversa, for all p € P(I) and all a = (ap)nen € Aqg there exists an admissible
control u € U,q such that the same conclusions hold.

Proof. Let us start from the first part of the theorem. Given an admissible control u €
U,q we are able to construct a corresponding admissible policy in the same way as
did in the proof of Theorem 3.2.1. Let us define the functions a,,: A, x ((0, +00) X

Ae)n — M as

n(V0y + -y Sns V) (B dU) = uy (t + Spn, Projy (vo), - - Sn, Projy (V) ;du)

for all possible sequences (v;)_, C A, and (s;)7; C (0, 400).

Thanks to the fact that projy is Borel-measurable and that M is a Borel space,
we can apply [67, Lemma 3(i)] and it follows that each function a,, is measurable.
Therefore we have that a = (ap)nen, € Aad-

The laws of 7" under P}; and 7 under PaQ are determined respectively by the
finite-dimensional distributions of the stochastic processes {mf"", 71, 7", ...} and
{70, T1,7r ;. } and by the flows associated to the controlled vector fields F** and

F2. These laws, in turn, can be expressed via the initial distributions of ﬂg " and 7
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and the conditional distributions of the sojourn times and post-jump locations, i. e. for
t >0,D e B(A.) and n € N the quantities

PU(Tn — Tn—1 > t, Tno1 < +00 | T T, TN ) (4.2.14)
P (Tn — Tno1 > t, Tae1 < 400 | Fo, .oy Tae1, 5,y )i (4.2.15)
PR (ak" e D, 7, < +oo | my™, ., Y T (4.2.16)
P (77, € D, T < +00 | o, ..., W7y, Tn)- (4.2.17)

It suffices to prove that under the two different probability measures P}; and 1322 the
initial laws of 7" and 7 are equal, since the proof of equivalence between (4.2.14)—
(4.2.15) and (4.2.16)—(4.2.17) is identical to that provided in the proof of Theorem
3.2.1. This is immediate, as for fixed D € B(A.) we have that

PY(rl" € D) = Pl (Hy,[u] € D) =Ph (Yo €e H™(D)) =
Py (Xo € N (HTH(D))) = u(h™H(HTH(D))) = Q(D)

while P3 (g € D) = Q(D), by definition of Pg,.
We are left to prove (4.2.13). Fix u € P(I) and u_ € U,q with corresponding
a € A,q defined as above. Let us define the function ®: Q — R as

“+o0
@) =Y e Og(7r () (@), an(. .., Tn(@), Br, () (@)

n=0
+oo o

=3 e @ (7r 0)(@), tn(- + (@), ., (@), Projy (7r,, (@) (@))).
n=0

Thanks to Assumptions 4.1.1 and 4.1.2 this function is bounded. Since for eachn € N
the functions a,, (equivalently ,,) are measurable it is also F-measurable.

Now, take @ = 7*"(w), w € Q. It is clear that for all ¢ > 0 we have T(w) =
w(t) = m""(w) and also, by definition of the jump times (7, )nen,, that 7,(w) =
Tn(w), P}l-a.s.. Then, we get that P}j-a.s.

+oo
() = 30 P Og (T (), un(- + 7))
n=0

+oo
= Z eiﬁ‘rn(w)g(ﬁif(lw) (w)7 un( + Tn(w)a <oy Tn (w)v Y‘Fn(w) (w))),
n=0

hence, comparing this result with (4.1.24) and applying the Fubini-Tonelli Theorem we
obtain

J(lhu)Z/Qq)(?r“’“(w))PE(dw):/

Q

@(@)Pg(d@):/@(@)/A P2(dw) Q(dv)

Q €

:/Ae{/gtb(w)P‘;(dw)}Q(du) :/Ae J(v,a) Q(dv)

by definition of the functional .J.
To prove the second part of the theorem, fix ;1 € P(I) and a = (an)nen € Aqa-
Also in this case, the construction of a corresponding admissible control is analogous
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to that given in the proof of Theorem 3.2.1. We define, for each possible sequence
bo,b1,--- € O and s1,--- € (0,4+00) the following quantities by recursion for all
n €N

po = po(bo) = Hy, [1]
Pn = pn(b07 S1y-+-ySn, bn) =

H;, gz:(s; - 571_1)/ A)an—1(s;, — sp_1;du)|, ifs; <---<sp,
U
0, otherwise

Here s = 0 and p € A, is an arbitrarily chosen value.
For all n € Ny we define the functions u,, : [0, +00) x O x ((0,+00) x O)" —
P(U) as

Un(t, b0y« oy Spy by 5 dut) = {an(po, s moPa)(t = 8n 3 du), %ft > o

u, ift < sp,
where u € U is some fixed value that is irrelevant to specify. Thanks to the fact that
each of the functions (by, . .., Sn, b, ) — py, is Borel-measurable and that M is a Borel
space, we can use [67, Lemma 3(ii)] to conclude that all the functions w,, are Borel-
measurable and therefore u = (uy, )nen, € Uad-

Now the proof follows the same steps of the first part. Equality between the laws
of w#-" under P); and 7 under PF, is established by proving equivalence between the
initial distributions of the two processes (that have not changed from the first part of
the proof) and of the conditional distributions

Po(Tn —Tno1 > ¢, o1 < +00 | Yy, ... yTn—1, Yr,_1);
P (T — Tne1 > 1, Tue1 < 400 | Yo, ..., Tue1, Y5, )
PE(?T./;”LU €D, <40 |Yy,..., Yo, Tn);
P (77, € D, T < +00 | Yo,..., Yz, Tn),

wheret > 0, D € B(A.) andn € N. )
Finally, to prove (4.2.13) it suffices to define ®: {2 — R as

+oo
@) =Y e Og(7n () @), un (- + T, Yo(@), .., Tn(@), Vo, () (@)
n=0

and notice that p,, (Y, ..., 7n, Yz, ) = 7, , so that we can write

+oo
(@) =Y _ e Og(7: () (@), an(7o(@), ..., (@), T, (@) (@)
n=0

The desired equality follows from the same reasoning as in the first part of the proof.
O

Remark 4.2.1. Tt is clear that both the classes U, and A4 are strictly larger than the
corresponding classes of piecewise open-loop controls that are standard in PDP optimal
control problems. See Remark 3.2.1 for more details on this.
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We can focus now on the analysis of the auxiliary PDP optimal control problem.
What we are aiming at is to prove that its value function v is the unique fixed point of
the operator T : By(A.) — Bp(A), defined for all v € A, as

Twoo::;g;[;uée-“Lwyu»xTuxuﬂwnuudwdt

= inf /00/ 67ﬁtx£n(t) [Qﬁn(f, u,t)+
o Ju

meM

H@ (00 [ RGO, wdp) | mitidi) de @219
A
The operator T is a contraction under Assumptions 4.1.1 and 4.1.2, as it can be shown
analogously to Lemma 3.2.2. Therefore, we just need to show that v is a fixed point
of 7. We will invoke results from [13]. In fact, our problem is an instance of a lower
semicontinuous model. The next results follow the same reasoning of Section 3.2 and
are stated without proof, being almost identical.

Proposition 4.2.2. Under Assumptions 4.1.1, 4.1.2 and 4.1.3 there exists an optimal
policy a* € Agyq, i. e. a policy such that

v(v) =J(v,a*), forallve A,.

Moreover, this policy is stationary, the value function v is lower semicontinuous and it
is the unique fixed point of the operator T .

We get rid of relaxed controls, thanks to the following theorem.

Theorem 4.2.3. Let us define the operator G : By(A.) — By(A) as

Guw(v) = irég /OO e PEL(o% (1), x2(t), a(t), w)dt, v e A, (4.2.19)
a€A Jo

where the infimum is taken among all possible ordinary controls in the set A, defined
in (4.2.2).

Under Assumptions 4.1.1, 4.1.2 and 4.1.3 the operator G is a contraction and v is
its unique fixed point.

The final statement of this Section gives an equality between the two value functi-
ons V' and v. This proves the equivalence of the original control problem for the unob-
served process X and the auxiliary control problem for the filtering process 7.

Theorem 4.2.4. Under Assumptions 4.1.1, 4.1.2 and 4.1.3, for all y € P(I) we have
that

V() = [ o, ) o 1 @), (42.20)

In the next Section we will characterize the value function v (and, indirectly, the
original value function V).

4.3 Characterization of the value function

In this Section we will prove that the value function v of the separated problem is
continuous, characterizing it as the unique fixed point of the operator G in the space of
bounded and continuous functions on A..
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Let us denote by Cp(A.) the space of bounded continuous functions on A, equip-
ped with the usual sup norm. To prove continuity of v we need to show that G maps
the space Cj(A,) into itself and that v is its unique fixed point in that space (recall that
we already established that G is a contraction). The following version of the Dynamic
Programming Principle is an important piece to get continuity of v. We omit its proof
since it is identical to that of Proposition 3.3.1.

Proposition 4.3.1 (Dynamic Programming Principle). For all functions w € By(A,)
and all T > 0 the function Gw satisfies the following identity

) = jut { [ 0000wt + NG )
(4.3.1)
The following Lemma is a key tool to be used in the proof of the next Proposition.
Lemma 4.3.2. Let T > 0 and w € Cy(A.) be fixed and define
T
TIrw(v,a) = /0 e PIL(¢2 (1), X2 (1), a(t),w)dt, vE A, acA (432

Then, under Assumptions 4.1.1,4.1.2 and 4.1.3, the map v — Jrp ., (v, ) is continuous
on A, uniformly with respect to o € A.

Proof. Lete > 0, v € Aand v,p € A, be fixed. First of all, we need to estimate the
quantity

|L(65 (1), x5 (1), at), w) — L(g5 (), x5 (), e(t), w)|
We have that for all ¢t > 0

L6 (0), X3 (1), alt), w) — (G2 (0, x3(0),a(t), )|
< ) = X3 O|63 (7 ale).0) 4 7(62(0,0l0) [ wIRG0. a0 )
SOl a0 65 a0
e (0.0(0) [ wl) R0, 0(0):dp)

e

+x; ()

— (62 (1), a(t)) /

w(p)R(qsﬁ(t),a(t);dp)\.
Ae

Thanks to Assumptions 4.1.1, 4.1.2 the first summand satisfies

62(f: a(t), ) + r(#3(t), alt)) /

[ wr(0.a) dp>] < K.

where K > 0 is a constant depending on C'y and C. defined in (4.1.6) and (4.1.19) and
on supyea, |w(?)|. Furthermore, a repeated application of (4.1.12) and of Gronwall’s
Lemma shows that for all t > 0

L,

(e = )T = pllpy

PEIOEPHOIES

where Ly and L, are the constants defined in (4.1.10) and (4.1.18) respectively.
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As for the second summand, observe that x%(¢) < 1. Thanks to Assumption 4.1.2,
we can apply (4.1.12) to obtain

|05 (f3 a(t). t) — 5 (fs alt), )] < Cre™ v — plig .

Finally, by Assumption 4.1.3 we can find J such that the third summand can be
estimated as

F62 (1), a(t)) / w(p)R(6 (1), a(t); dp)

A

€
(65 0.a) [ wEREO.a:dp)| < 5
AE‘. B
as soon as g5 (t) — @5 (t)[|y, < 1 for some 1 > 0, i.e. — applying again (4.1.12)
—as soon as ||V — pllpy < —rkr. Here K = " =1 is a constant introduced for
convenience, as will be clear later. Notice that 7 depends on £, § and 7', but not on .

Collecting all the computations made so far we get

[L(65 (1), x5 (1), a(t), w) — L(g5 (1), x5 (1), a(t), w)| <

PO (T 1)K+ Cpet Ty = ply +
We are now in a position to prove our claim. It suffices to notice that
| T 10 (v, @) = T (p, )|
T
< [ e pesoas.a0.0 - Hepo.x 0,000
< S L O 0+ Gy = gy + 5 -
= Cllv = pllpy + 5

where we defined C' := Kp [f—;eC"T(eLFT —1)(K + CyelrT))]. Notice, again, that
C is a constant depending on the functions F, r, f, w and on the constants 5, T but
not on € A. We conclude observing that, thanks to (4.3.3), we have ‘jT,w(V, ) —
Tr,w(p, )| < £ as soon as we take ||V — pl|py, < min{—Lr, 55} = § (recall that n
depends on ¢, 3, T). O

The following Proposition establishes a fundamental fact: the operator G maps
bounded and continuous functions into bounded and continuous functions. Thanks to
this Proposition we are able to prove that the value function v is the unique fixed point
of G in the space Cp(A.).

Proposition 4.3.3. Under Assumptions 4.1.1, 4.1.2 and 4.1.3, for each function w €
Cu(Ae) we have that Gw € Cyp(A,).

Proof. Let us choose vy, pg € A, such that for some § > 0 small enough ||vy —
pollpy < 0.Lete > 0,T > 0 be arbitrarily fixed and choose af € A such that

T
Guipo+ > [ e L0 0.05(0). w) b+ TGHT)Gu(65HT))
(4.3.4)
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according to the Dynamic Programming Principle, where K3 > 0 is a constant that we
will fix later. From (4.3.4) we easily get

Gu(vo) = Gu(po) < Trw (0, 05) = Trou(po: af) + 17—
B
+e T ()G < (1)) — Xpd (T)Gw(gpe (T)]

< | I w(v0, 05) = T w(po, )|
+e |58 (T) —xpé’(T | sup [Gu(¥),
YEA,

TGw (g0 (T)) — Guw(eps (T))] +R

where Jr,,, was defined in (4.3.2) and supyea, ’gw(ﬁ)‘ < 400 since w is bounded
and G maps bounded functions into bounded functions.

We need to provide an estimate for the terms appearing in the last lines of the
previous equation. We know from Lemma 4.3.2 that for a suitably chosen § we have

€
| T (0, 0§) — Tr,w(po, 0f)| < 1Ky

Recall that this fact is independent of a. From the proof of Lemma 4.3.2 we know that
xvs (T) = X (T)| < K6

for a specific constant K depending on the functions F, r, f and 7" but not on ag.
Taking into account what we have obtained so far, we get

Gu(ve) — Guw(po) < Kde T sup |Gu(®)]
YEA,

TGuw(eug (1)) = Guw(¢pg (T))] +E

Now, let v; = ¢20(T), p1 = ¢20 (T). Notice that ||y — p; |y < eErT6, thanks
to (4.1.12). Choose o € A such that

Guw(p:) +7>/ e L(Gp (1), X51 (1), @5 (1), w) dt+ePTXGH(T)Guw (g (T))

(4.3.5)
according to the Dynamic Programming Principle. We can apply the same estimates as
above to Gw(v1) — Gw(py) and obtain

Gw(vg) — Gw(pg) < (Ig{ + K6e T sup ’gw ‘) (1+ e PT)

2K YEA,
e T [Gu(gel(T)) — Gu(si (T))].

Proceeding in this way, for all n € N we can pick a sequence of control functions
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ag, ..., o5 € Asuch that

Gw(vg) — Gw(po) < (2;{5 + Koe PT ﬁseuf ’Qw(ﬁ)‘) Ze‘kBT
e k=0

+ e~ (VAT [Gu(g57 (T)) — Gu(@3re(T))]

e 1 — e—(n+1)BT
< | = + Ko™ T | )| ————
(aiy + 007" sup 9000 5
+ 2e~(HDET gup |Gw (V)|
eA,
where vy, = SZ‘:II (T), pr = zZ“jf (T) with k = 1,...,n. It is clear that we obtain

the same estimate reversing the roles of 1y and pg, hence for all n € N we get

|Gw(1p) — Gw(po)|

€
< | — + K&e AT sup |Guw (9 )
<2K/3 196&‘ ( )|

1— e—(n-‘rl),BT
R ——— PR G L sup |Gw(¥)|.
1—e AT ﬂeAJ ®)]

(4.3.6)

Now, let us choose N € N such that 2~ NV sup,, \ |Gw(d)| < £, fix K5 =

1—e— (N+1)BT

¢ 57— and take & such that Kée =T supyc o |Gw(9)| K3 < . From (4.3.6) we
get that |Gw(vy) — Gw(po)| < € and, being ¢ arbitrary, we conclude. O

Theorem 4.3.4. Under Assumptions 4.1.1, 4.1.2 and 4.1.3 the value function v of the
separated problem is the unique fixed point of the operator G in the space of bounded
and continuous functions on A..

Proof. As in the proof of the corresponding Theorem 3.3.4, we just need to put together
the following facts: v is the unique fixed point of G in the space By(A.); the operator
G: Cp(Ae) — Cyp(A,) is a contraction mapping; Proposition 4.3.3. O

4.4 Some comments on the observed process

In this brief Section we highlight what happens to the results proved in this Chapter and,
consequently, in Chapter 3 if we allow the function h, providing the observed process,
to be one-to-one or constant. We recall that these cases were excluded from our analysis
since the control problem arising from them is not of true partial observation nature.
However, the assumption that A is neither one-to-one nor constant is not used in any of
the proofs contained in Chapters 3 and 4 and, in fact, the reader may check that they
still hold even in these cases, leading to the results shown below.

The case where & is one-to-one is associated to a control problem with complete
observation. As explained in Section 2.4, both the observed process Y and the filtering
process can be identified with the pure-jump Markov process X . Therefore, our control
problem falls in the framework of optimal control problems for continuous-time pure-
jump processes, that have been treated, for instance, in [54, 68].

The case where h is constant is associated to a control problem with no information,
in particular a deterministic one. The class of admissible controls {/,4 given in (4.1.1)
can be identified with the set of relaxed controls M, introduced in (4.2.1). In fact, our
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admissible controls have to be predictable with respect to the natural filtration ()7 )¢>0
of the process Y, but since the o—algebras )7 coincide with the trivial one for all ¢ > 0,
we have that an admissible control is just a relaxed control.

As said in Section 2.4, the filtering process 7" coincides with the law of the
unobserved process X under the probability measure P2, for all 4 € P(I) and u €
U,q. Moreover, it satisfies the following evolution equation

pu _ ek i
Fr A Lym™, t20
Tt =

4.4.1)

where (L} ), ey is the family of controlled adjoint operators associated to the family of
controlled infinitesimal generators (L, ),y of the process X. In particular, the adjoint
operator L} is defined by

Liv(dz) = /)\(x,u,dz) v(dz) — Az, u)v(dz), veP),ueclU
I
where ) is the controlled rate transition measure of the process X.

Thanks to (4.4.1), for all 4 € P(I) and u € U,y we can write the cost functional,
introduced in (4.1.4), as

J(juu) = E [ /0 T st /U F(X010) g (du) dt

_ /O st /U /1 1) 759 (d) g (du) dt
_ /O st /U FOr™ ) g (du) dt

where f(v,u) = J; f(@,u)v(dz), v € P(I), u € U. Hence, our optimal control
problem can be reformulated as a deterministic optimal control problem.

If we assume that the process X takes values on R™ and that its law admits den-
sity with respect to the Lebesgue measure, then (4.4.1) can be rewritten as a PIDE
for the density process, called the controlled Fokker-Planck equation. Sometimes, also
evolution equations as (4.4.1) in the space P(I) are called Fokker-Planck equations.
Optimal control problems for Fokker-Planck equations have been studied in the lite-
rature, usually for probability density functions of diffusion processes. However, the
focus of those researches is mainly targeted to ensure the existence of an optimal cont-
rol or to find optimality conditions (see e. g. [2, 36]). Optimal control of Fokker-Planck
equations has also been studied in connection to mean-field games, for instance in [12].

As a final remark, we notice that in the case of constant h, no characterization of
the value function is possible through a fixed point argument.
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Optimal control problems with partial observation are still the subject of intense in-
vestigation in the literature. As pointed out in the Introduction, various techniques are
today available to solve these problems and the search for new methods is still ongoing.
In addition, a wide range of applications offers new impulses to analyze this kind of
problems and poses interesting questions. For instance, one may think of problems in
finance concerning portfolio optimization or risk minimization where latent unobser-
vable variables may influence the price processes of the traded assets. In economics,
optimal control problems with delay, due e. g. for a change in taxation or the effect of
a new law, may be of partial observation nature due to unobserved factors that influ-
ence macroeconomic variables. In engineering, dynamical systems that are not fully
observable or are affected by unknown stochastic parameters are common.

This thesis aims to deal with this kind of optimal control problems in a specific
situation, that of an unobserved process of pure-jump type and a noise-free observation.
The purpose is to fill, albeit in part, a void in the analysis of this kind of models and
to promote further investigations on noise-free problems. It is not so infrequent to deal
with models where the observation is truly of noise-free type or the noise affecting
it may be considered negligible with respect to the randomness of the whole system
under investigation. In this case, the opportunity to treat such a model as a noise-free
one may result in a simplification of the analysis. We point out the possible advantages
of our noise-free model by recapitulating the main results of this thesis.

In Chapter 2 we provided an explicit filtering equation and characterized the filte-
ring process as a Piecewise Deterministic Markov Process. Such an explicit result is
not always obtainable in filtering problems. Moreover, the fairly simple structure of
the filtering equation gives the opportunity to numerically approximate its solution or,
in some cases, to have an explicit closed formula for it. Characterizing the filtering
process as a PDMP has the important consequence that many results on this class of
processes are readily usable, e. g. the structure of its extended generator, or formulas to
compute distributions or expectations of functionals of a PDMP.

In Chapter 3 we studied an infinite-horizon optimal control problem with fixed dis-
count factor for a continuous-time homogeneous Markov chain. We provided an expli-
cit structure of admissible controls, something that only on very specific situations can
be obtained, and we investigated the discrete-time structure of the control problem. We
also showed that the value function is the unique fixed point of a suitable contraction
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mapping. Again, this is extremely useful from a computational point of view, since the
optimization algorithm can be loosely stated as follows: one minimizes the cost functi-
onal of the associated deterministic optimal control problem (the one solved between
two consecutive jump times) for every possible initial state of the filtering process and
then one optimizes the cost functional of the discrete-time stochastic problem, choo-
sing controls based at each time step on past and present jump times and positions of
the filtering process. Moreover, the characterization of the value function as the uni-
que constrained viscosity solution of an integro-differential Hamilton Jacobi Bellman
equation puts these results into the general framework for optimal control problem that
we can find in the literature. We also showed that under suitable assumptions a piece-
wise open-loop optimal control exists, hence we are able to implement in real-world
applications our control strategies.

In Chapter 4 we studied an optimal control problem in the same setting as in Chap-
ter 3 for a continuous-time pure jump Markov process. We showed that also in this more
complicated situation the same conclusions of Chapter 3 hold, apart from the charac-
terization of the value function as unique solution of a HIB equation. Even though the
problem analyzed in Chapter 4 is an infinite-dimensional one, we are able to express
the optimal control problem as a discrete-time one, with all the connected advantages
of this approach already pointed out.

The implications of our results from a computational point of view are not to be
underestimated, especially if we think about applications. In finance or engineering,
for instance, it is essential to write down algorithms enabling to compute the value
function or even provide optimal controls.

It is clear that analyses of optimal control problems with partial noise-free obser-
vation can be (and, in our opinion, should be) broadened to a wider range of models.
As examples we can think of

e A signal process given by a PDMP, a diffusion process or a Lévy process.

e Optimal control problems with a different kind of noise-free observation, e. g.
the running maximum of a real-valued signal process.

e Optimal switching problems where, for instance, the observation process solves
an ODE governed by coefficients that randomly commute according to an unob-
served Markov chain. In this situation, the controller wants to govern the dyna-
mic of the Markov chain so that the system switches between different regimes
in an optimal way with respect to some criterion.

e Jump Markov linear systems, that are physical systems described by a stochas-
tic linear dynamic model whose behavior is governed by an underlying jump
Markov process.

At this point it should be plain that optimal control problems with partial noise-free
observation represent a subject worth to be studied. Applications are possible in a wide
range of fields, such as economics, finance and engineering, and various models can
be described. In turn, these models can be more general than the present one, that can
represent a starting point, say a reference, for future studies. From a mathematical point
of view, challenges presented by noise-free models are undoubtedly intriguing.
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