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We consider the problem of robustly maximizing the growth rate of in-
vestor wealth in the presence of model uncertainty. Possible models are all
those under which the assets’ region E and instantaneous covariation ¢ are
known, and where the assets are stable with an exogenously given limiting
density p, in that their occupancy time measures converge to a law governed
by p. This latter assumption is motivated by the observed stability of ranked
relative market capitalizations for equity markets. We seek to identify the ro-
bust optimal growth rate, as well as a trading strategy which achieves this rate
in all models. Under minimal assumptions upon (E, ¢, p), which in particu-
lar allow for an arbitrary number of assets, we identify the robust growth rate
with the Donsker—Varadhan rate function from occupancy time large devia-
tions theory. We also explicitly obtain the optimal trading strategy. We apply
our results to the case of drift uncertainty for ranked relative market capital-
izations. Here, assuming regularity under symmetrization for the covariance
and limiting density of the ranked capitalizations, we explicitly identify the
robust optimal trading strategy.

Introduction. In this work, we identify portfolios which maximize long-term growth rate
of investor wealth in the presence of model uncertainty. Optimal portfolios are robust, as they
achieve the largest possible uniform growth across all models. In our earlier work [20], beliefs
ranged across models where assets have common state space and common instantaneous
covariance; hence, model uncertainty was tantamount to lack of knowledge regarding the
assets’ drift. Presently, we obtain optimal portfolios when, in addition to the state space and
covariance structure, assets are “stable” in that their occupancy time measures converge to a
known, exogenously given, probability density.

Our work is motivated by the remarkable temporal stability of the ranked relative market
capitalizations for equities in the United States. This stability was a primary factor behind
the development of stochastic portfolio theory in [14, 15] and, as numerous subsequent ar-
ticles have shown, it can be achieved by modelling market capitalizations via interacting
diffusions, where interactions occur though the ranks. For example, [21] considers Brownian
particle systems with rank-dependent drifts, and proves ergodicity with limiting exponen-
tial distribution, for the process of spacings between ranked particles. Extending the spacing
analysis, [18] proves stability of the ranked relative capitalizations, as well as long horizon
growth estimates for a large class of wealth processes. Additionally, [18] identifies the sta-
ble limiting density via its Laplace transform, with explicit results for a number of particular
models, including the Atlas model of [14].

It is natural to ask if an investor may use stability to her advantage when seeking portfolios
which maximize the growth of wealth. Furthermore, as it is notoriously difficult to estimate
asset drifts, can one essentially only use stability and covariance in order to derive optimal
policies? To this last point, it is worthwhile mentioning that, while accurate estimates of the
drift (at least for Markovian diffusive models) are possible given the covariance and limiting
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density in one dimension, this fails spectacularly as the dimension increases. Indeed, even
in two dimensions, there are uncountable families of Markovian diffusion models with com-
mon covariance and stable limiting distribution, and where by choosing particular models
(drifts) within the family, arbitrarily large growth rates are possible: see Example 2.2 below.
Therefore, should robust optimal policies be obtained using only stability and covariance,
they enforce efficient investment in the face of severe informational loss, when compared to
explicitly knowing the assets’ drift.

Broadly speaking, there are two approaches to obtaining growth optimal policies in the
face of model uncertainty. The first extends the notion of Cover’s “universal” portfolio in [1],
to construct portfolios which are growth optimal in a path-wise, model-free environment. The
second seeks to construct growth optimal portfolios that are “functionally generated” in the
sense of [14], producing optimal policies which are functions of the underlying price pro-
cess, and thus easily implemented using observations of the current state. Universal portfolio
constructions in relative capitalization models are given in the recent articles [5, 26] (in fact,
each of these treat functionally generated portfolios as well), while the functionally generated
approach, aside from being pioneered in [12-15], has been applied to long horizon problems
in [4, 18, 20].

In this work, we follow the functionally generated approach. As in [20], we assume the
“price” process X of the traded assets takes values in an arbitrary region E C R, and has both
instantaneous covariance rate ¢(X) and limiting density p. More precisely, fix the region E,
covariance function c : £ — Si . (the set of positive definite matrices) and probability den-
sity p : E — (0, 00). On the canonical space of E-valued continuous functions, we consider
the class IT of all probability measures P under which:

e X is a semi-martingale with covariation [, c(X;)dt.
e The laws of {X;; t > O} are tight.
e limy_, o (1/7) fOT h(X,)du = [ h(y)p(y)dy almost surely for all 2 with ht e LY(E, D).

Wealth processes V7 = &£( Jo ¥, dX;) are defined for predictable strategies ¥ in the class
® ensuring X -integrability under every [P € I1. For a given ¥ € ® and P € I1 we denote by
G(V?,P) the growth rate of V¥ in P-probability

1
G(V?,P):= sup{y eR: lim }P’[—log vy > y:| = 1},
Ttoo | T

and we seek to identify both the optimal robust growth rate

A= inf G(V7,P),
e

and a strategy % € © which achieves A robustly across all P € T1. Our main result, Theo-
rem 1.8 proves that

0.1) r=1(p),

where [ is the Donsker—Varadhan rate function associated to the second-order linear oper-
ator L¢ = (1/2) Tr(D?c¢) on E. Introduced in the series of papers [7-9] on ergodic Markov
processes, the rate function / governs large deviations for the occupancy time measures.
Presently, we do not assume L€ is ergodic (if L¢ were ergodic, A = 0 as shown in Exam-
ple 2.4), but rather use the explicit form

Lu

Mp()dy |ueCHE), u>0,

02) I(p)= —inf{/E (LC;)+ c Ll(p)}.

u
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A heuristic argument in Section 1.2 leads one to expect A = I (p), provided there exists a
function z such that the E-valued diffusion

(0.3) dX; = (cVlogi)(X,)dt + o (X;)dW,

is ergodic with limiting density p (here o is a square root of ¢). However, as innocuous as
this statement might seem, proving such a # exists for general (multi-dimensional) domains
E, covariation functions ¢ and densities p is a challenging task which takes up the bulk of
the paper. Interestingly, essentially the only & (up to a multiplicative constant) which can
possibly lead to ergodicity is the optimizer of the right hand side of (0.2). Furthermore, i
cannot lead to ergodicity without a priori assuming that there exists at least one symmetric
diffusion X® whose law is in IT for any starting point x € E: see Remark 1.6 below. This
follows from the remarkable results in [23], Chapter 6, on necessary and sufficient conditions
for multi-dimensional diffusions to be transient or recurrent.

Provided X® is ergodic, Theorem 1.8 shows that, under mild integrability assumptions
(see Assumption 1.5), not only does (0.1) hold, but also there exists an optimizer to the right
hand side of (0.2) such that (0.3) is ergodic, and the functionally generated trading strategy
9 =(V log #)(X.) is robust growth optimal, achieving growth rate A under all models in IT.

In Section 1.4 we reinforce the importance of the ergodicity of X, by proving that with-
out it, the robust growth optimal problem is in effect ill-posed. More precisely, if X is not
ergodic, then, at least in one dimension, either I1 = @ (there exist no measures in our robust
class) or A = oo (infinite robust growth). Section 1.5 provides a general outline for estab-
lishing continuity (of the robust growth rate, optimal trading strategy and function i) with
respect to the model parameters. A special case concludes, motivated from stochastic port-
folio theory, where the covariance matrix and region are known, and one wants to study the
effects of a small deviation in the limiting density.

Section 2 contains important and clarifying examples. First, we show that, under a “gra-
dient” condition (which always holds in the one-dimensional case), & is a simple function of
¢, p and the diffusion driven by 7 is simply X %. In the second example, we construct a fam-
ily of diffusions with common covariance and stable distribution, and show arbitrarily large
growth rates are possible if one specifies to particular drifts within the family, in contrast to
the (single) robust growth rate. The third example shows infinite robust growth is possible,
and the fourth connects robust growth with explosion and ergodicity of the drift-less process
dX; = o(X;)dW;. Indeed, strictly positive robust growth is possible for essentially all den-
sities p should this diffusion explode, but if the diffusion is ergodic then robust growth is not
possible.

Section 3 specifies to when X represents relative market capitalizations. Here there are
two subtleties. First, trading in the assets is equivalent to trading in both the market portfolio
and the relative capitalizations. Thus, by restricting trading to the relative capitalizations we
are both assuming portfolios are fully invested in the market, and obtaining a wealth pro-
cess which is not absolute, but rather relative to the market portfolio. As such, the robust
maximization problem is to find an investment strategy in the ranked capitalizations which
robustly maximizes the growth rate with respect to the market. Second, the observed phe-
nomena is stability of the ranked relative capitalizations, not of the relative capitalizations
themselves. However, trading does not happen in the ranked capitalizations, rather in the rel-
ative capitalizations and the market portfolio. Therefore, even though the natural inputs to
the problem are the triple (Ai‘i, K,q), where Ai}l is the ordered unit simplex (the ranked
relative capitalizations® state space), k a covariation function, and ¢ a density on Ai‘i; one
must work on the unit simplex Ai‘l (the relative capitalizations’ state space), and use a co-
variation function ¢ and density p defined on this region. To obtain ¢ and p on Ai‘l, we
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appropriately symmetrize (x, q). In order to apply the abstract theory, we ask in Assump-
tion 3.3 that such symmetrization preserves regularity in (¢, p). However, as reinforced in
Remark 3.4, we do not require that all models have limiting stable distribution p, where all
rankings are equally likely; our only stability assumption is on the ranked process.

Under Assumption 3.3, Proposition 3.6 identifies the robust growth rate, as well as optimal
strategy in the rank-based set-up. It also proves that optimal portfolios are functions solely
of the ranked relative capitalizations, as one would expect. The section then closes with a
useful result stating that one can start with an arbitrary pair («x,g) on A’i,}l, which might
not satisfy Assumption 3.3 (cf. [18, 21]), and then create a related pair WhiEh satisﬁes As-
sumption 3.3 by only modifying (k, g) arbitrarily close near the boundary 0 A +_< Thus, our
results allow for general covariances and densities on an arbitrary open subsets of Aj’_ <1 The
price of the modification is that optimal policies are combinations of the equally weighted
and market portfolios near where relative capitalizations cross ranks. However, an advantage
of this modification is that it rules out sudden portfolio changes on capitalization crossings,
which in practice would be infeasible over a long horizon, due to transactions costs.

The paper is organized as follows: Section 1 outlines the model, heuristic arguments and
main result in the abstract setting. Section 2 contain examples, while Section 3 specifies to
the rank-based case. Appendix A contains the lengthy proof of the main abstract result, while
Appendix B deals with proofs related to the rank-based model.

1. Problem set-up and main result.

1.1. The problem. There are three inputs to the problem: a region E C R¢ where the
underlying stochastic process X takes values; an instantaneous covariance function ¢ : E
81 4 for X; and a “limiting” probability density p for X. We make the following standing
assumptions on (E, c, p).

ASSUMPTION 1.1. For some fixed constant y € (0, 1]:

() E=U2, E,, where for each n, E, is open, connected, bounded and has C?7? bound-
ary. Furthermore, E, C E,+1 and E| is simply connected.
2, d
(2) ceCoY(E,S9,).
(3) peC*7(E,(0,00)) and [ p=1.

As in [20], we work on the canonical space of continuous functions 2 = C([0, c0), E)
equipped with its Borel sigma-algebra F, where the topology is the one consistent with uni-
form convergence on compact subsets of [0, 00). The coordinate mapping process is denoted
by X, and F is the right-continuous enlargement of the natural filtration generated by X.
Allowable models are probability measures on (€2, F) in the set I1 as below.

DEFINITION 1.2. [T is the class of probability measures P on (€2, F) such that:

(1) X is a P-semimartingale with covariation process [X, X] = [, c(X;)dt, P-a.s.

(2) For all Borel measurable functions  on E with [z h™p < 0o

hm —/ h(X,)dt_/ hp; P-as.

(3) The laws of {X;; t > 0} under PP are tight.

1Throughout, all integrals over E or its subsets are with respect to Lebesgue measure.
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Although condition (2) of Definition 1.2 above can be interpreted as p being a limiting
density for X under [P € II, we stress that we do not ask for any Markovian or stationary
structure from the probabilities in IT. In fact, while condition (1) of Definition 1.2 implies
that the instantaneous covariation is a function of the current state of X, the drift of X under
P € I1 can be quite general, as long as the tenets of Definition 1.2 are satisfied. For example,
[T may contain laws such where X is a semi-martingale with finite variation component
singular (in time) to Lebesgue measure.

We think of X as an underlying process related to tradeable entities. For example, X may
be the stochastic logarithm of the discounted stock price in a local stochastic volatility model
[10], where the drift is unknown and the local volatility a function of X. Here, it is natural
to take E = R9, and identify a proportion of wealth trading strategy which, robustly, yields
the largest discounted growth rate. Alternatively, and this is the primary example we have in
mind, we can let X denote the relative market capitalizations for a group of stocks, in a model
with unknown drift, but stable ranked capitalization curve. Here, £ = Ai‘l and Section 3
considers the robust growth optimization problem in detail.

In terms of trading, we use the following strategies.

DEFINITION 1.3. @ is the class of predictable process that are X -integrable with respect
to every P € I1, where I is from Definition 1.2.

For a process ¢ € ® and measure P € I1, we set

(1.1) Vo :=5<f0' ﬁ,’dxt),

where, for any continuous semi-martingale M, E(M). = exp(M. — (1/2)[M, M].) is the
stochastic exponential (cf. [24], Chapter I1.8). Note that the version of Y may also de-
pend on P € II, but we do not explicitly mention this dependency above, as it will be clear
in each case which probability in IT is considered. As discussed in detail in Section 3, the
interpretation is that V¥ is the wealth process generated starting from unit initial capital, and

investing a proportion 19} X ; of current wealth in X’ at time 7 > 0, foralli =1, ..., d.
For ¢ € ® and P € I1, define
1
(1.2) G(V?,P) :=sup{yeR: lim P[—logVﬁZy}:l}.
Ttoo LT

As such, G(V?,P) is the long-run growth rate (in probability) of the wealth generated by
following the strategy 1%, when security prices evolve according to the probability measure P.

REMARK 1.4. In [20] we defined G(V?, P) by the formulas

P-liminf ¢y :=ess supix is F measurable : lim P[¢r > x] = 1],
T—o00 P T1oo

1
G(V?,P):= sup{y eR: P—liminf(—log V?) >y, IP’—a.s.}.
T—oo \T

However, as [20], Lemma 1.3, showed, the above definition coincides with the simpler (1.2),
and this is what we use here. It should be noted that we are looking for the supremum of those
y for which the limit in (1.2) exists (and is equal to one), just as in the alternate definition
where we take the essential supremum over those y where the limit exists.

Our goal is to compute

(1.3) A= sup inf G(V”,P),
veoPell

and obtain a robust maximizing strategy D e o.
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1.2. Heuristics. We first provide a heuristic argument for how the optimal strategy and
robust growth rate are obtained. To this end, set

1 h 1
1.4 LC:==Y ¢V, = =Tr(eD?).
(1.4) 5 Z} ij =5 TH(cD?)
Note that L€ is the second order operator associated to the driftless diffusion with covariance
function c. Furthermore, while a solution to the generalized martingale problem (cf. [23],

Chapter 1) for LC on E exists by Assumption 1.1, the solution may be exploding. Next,
consider the class of functions

N
D::{ueCz(E)‘u>O,/<L ”) p<oo}.
E

u

With this notation, and since p is fixed throughout, we define

. Lu
I :=— inf
ueDJE U

p;

which is essentially the Donsker—Varadhan rate function from occupancy time large devia-
tions (LDP) theory evaluated at p.2 Now, let u € D, and set 9% = (Vlogu)(X.), which is a
process belonging in ® due to its path-continuity. 1t6’s formula implies for all P € IT that

1 <u(XT)> 1 T Lu
T u(Xo) TJo u

1 g
(1.5) ?log(VT )= (X;)dt.
Note that the function u “generates” the portfolio ¥* and wealth process V7", and hence
is closely related to the functionally generated portfolios from stochastic portfolio theory,
described in [14]. Thus, under Assumption 1.1, we conclude G(Vﬂu,]P’) =— [p(Lu/u)p.
As this holds for all u € D and P € IT, by (1.3) we obtain

DU LCM
(1.6) A > sup inf G(V ,]P’):sup{—/ p}:],
uep Pell ueD E U

For the upper bound, let o denote the unique positive definite symmetric square root of c,
and assume that for some # € D and X € E, the diffusion with dynamics

(1.7) dX; = (cViogi)(X,)dt + o (X,)dW,,

is ergodic with invariant density p. This implies the probability measure PP induced by the
law of X is in I1. The wealth process V¥ obtained by #. = (Vlogu)(X.) is in © and is
growth-optimal for the model PP. Therefore, (1.3) gives

. . LEh Le
Afsqu(Vﬁ,IP):G(Vﬁ,IP’)z—/ A”pfsup{—/ up}:].
E E

Be® u ueD u

Note that, if the discussion of this paragraph is valid, then a posteriori ii has to be a minimizer
of Do ur> [p(L°u/u)p. We also regard IP as a “worst-case” model, in the sense that the
maximal growth achievable under Pelis A

From the above discussion, we conjecture that A = I. As I < A follows from (1.6),
the difficulty is in establishing existence of a minimizer & € D of the mapping D > u +>
Jg (L u/u)p, and showing that the corresponding diffusion in (1.7) is ergodic with invariant
measure p.

Zwe say “essentially” because the domain D slightly differs from that used to prove occupancy time LDP in,
for example, [6], Chapter 4.
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1.3. The main result. 1In order to carry out the plan outlined in Section 1.2, we must make
additional assumptions on how (E, ¢, p) interact. To simplify the presentation, set

(1.8) ¢:=Vlogp+c 'div(c) wherediv(c) =Y ;. i=1,....d.
J

ASSUMPTION 1.5. The following hold:

(i) [gtctp < oo.
(ii) [p(V - (pcO))T < oo.
(iii) For the symmetric second order linear operator

R 1 1 ’ 1 2 1 !

a (nonexplosive) solution to the Martingale problem for L on E exists.

REMARK 1.6. Recall that o denotes the unique positive definite symmetric square root
of ¢. The diffusion X® associated to L® has dynamics

(1.9) dxk = %(cﬁ)(X,R)dt +o(xFyaw,.

For any Brownian motion W (on some probability space), Assumptions 1.1, 1.5(iii) imply
that there exists a unique strong solution for any initial condition X (If € E. Furthermore, as
formally p is a candidate invariant density for X ¥, Assumption 1.5(iii) also implies the seem-
ingly stronger result that X ® is ergodic with invariant density p: see [23], Corollary 4.9.4. As
for verification of Assumption 1.5(iii), the most common way to identify if a diffusion does
not explode is to use Lyapunov functions: see [25], Chapter 10, and [23], Chapter 6.7, for
sufficient conditions in the multi-dimensional case, and [23], Theorem 5.1.5, for necessary
and sufficient conditions in one dimension.

Therefore, given (1.7), under Assumption 1.5(iii) we see that (1.9) is a worst case model
if and only if ¢~ !div(c) is a gradient, in which case X& = X. Absent this, X® is not X.
However, there is still a very good reason why we enforce Assumption 1.5(iii). As shown
in [23], Theorem 6.6.2(ii), if Assumption 1.5(iii) fails, then there are no time-homogeneous
diffusions whose laws are in I'1. Therefore, a fortiori, the candidate for the “worst case” model
of (1.7) will not belong to I'1, making it impossible to prove Theorem 1.8 that follows. In fact,
if Assumption 1.5(iii) fails to hold, it is not clear whether the class IT contains any elements
whatsoever, and even if it did, it is also not clear if the robust problem is well-posed. To
reinforce these points, Proposition 1.9 below will have more to reveal for the one-dimensional
case.

REMARK 1.7. Neither of conditions (i) and (iii) in Assumption 1.5 implies the other.
That (i) does not imply (iii) follows by letting £ = (0, 1), and p(x) = c(x) = 1. To show that
(iii) does not imply (i), let E = (0, 00), and p(x) = Be B% c(x) = sz for B, & > 0. Then,

/Ecﬁp / B&%xe™ x(;—B)2=oo,

but X® has dynamics dXtR = (1/2)(£? — BXtR) dt + &,/ XK dw, and hence is nonexplosive
from the well-known properties of the CIR process.

What follows is our main result, the proof of which is in Appendix A.
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THEOREM 1.8. Let Assumptions 1.1 and 1.5 hold. Then, there exists a unique (up to a
multiplicative constant) i € D such that

. ) Lu
(1.10) u= argmm/ p-
ueD JE U
Furthermore, it holds that
1
(1.11) A:I:E/(Vlogﬁ)/c(Vlogﬁ)p,
E
and the trading strategy
(1.12) P = (Vlogi)(X.) € ©

is such that G(V?,P) = A, for all P € T1.

1.4. On Assumption 1.5(iii). We elaborate here on the importance of Assumption 1.5(iii),
already hinted in Remark 1.6, by investigating deeper the one-dimensional case.

PROPOSITION 1.9.  Assume thatd =1 and E = («, B) for —o0 <a < § < 0. Let (¢, p)
satisfy Assumption 1.1 and Assumptions 1.5() and (ii). Then, if Assumption 1.5(iii) fails, it
either holds that T1 = @ or A = oo.

In words, the conclusion of Proposition 1.9 is that, absent Assumption 1.5(iii), either there
are no models in the robust class, or infinite robust growth is possible.

PROOF. Assume that IT # @. Let xg € («, ). From [23], Theorem 5.1.1, Assump-
tion 1.5(iii) failing is equivalent to either [;° 1/(pc) < oo or . A1 /(pc) < 0o. We shall only

X0
consider the case where fo’? 1/(pc) < oo as the other cases are similar. To this end, from (1.5)
with u = ,/pc, it follows that

Lu 1o 1 (pe)’
w P2V T i ape

and hence Assumption 1.5(ii) implies (Lu/u)™ € LY(E, p) so that u € D. Next, from (1.6),
it is clear that if (Lu/u)~ ¢ L'(E, p) then A = oo. If (Lu/u)~ € L'(E, p), which, along
with Assumption 1.5(ii), implies that (L¢u/u) € L'(E, p), for € > 0 consider the function

|
ve(x):=‘/8+/ e’ x € (a, B).

A straightforward calculation shows that
L¢(uve) _ Lu n LRy, _ Lu B 1 c
UVe u Ve u 8 (po)? (e + [ (pe)~H?
It thus follows that (L€ (uve)/(uve))™ € L'(E, p) so that uv, € D. Furthermore,

B L¢(uve) B Lu 1 B 1
—/ p= _/ p+ _/ X )
o UVe « U 8Ja pcle+ [ (po)~h)

o
x=p
=)

__/ﬁLC“ +l<_;

I S Ny
BLu 1 | 1

S e
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Thus, we see from (1.6) and (Lu/u) € L' (E, p) that

A > ( //3 Lu 1 1 + 1 )
my| — — = — ]| =00,
_Sl,o o u p 88+f(>'[8(pc)*1 88

concluding the proof. [J

1.5. Sensitivity with respect to inputs. The proof of Theorem 1.8 shows i = exp(qAS /2),
where ¢ : E — R is the unique (up to an additive constant) function satisfying

S

(1.13) ¢ = argmin/ (Vo —0)c(Vop — 0)p.

C2(E) E
The above quadratic variational problem is more convenient (in terms of theoretical properties
such as existence/uniqueness/regularity) to solve® than identifying & via the right hand side
of (1.10). It also allows one to establish continuity with respect to the problem inputs, as we
now explain.

First (cf. Section 2.1 below), if ¢! div(c) is a gradient of some function H € C LY(E,R)
then (1.8) trivially implies <]3 =log(p) + H and continuity (with respect to (p, H)) of q3, V(]Ab
and A = (1/8) [ V¢'cVp can easily be checked.

Absent the gradient case, one may establish continuity using the following simple argu-
ment. Fix E and fori = 1,2 let (E, ¢;, p;) satisfy Assumptions 1.1, 1.5 and denote by <]3i, the
corresponding optimizer of (1.13). Assume furthermore that [ Vq% c,~V($ iDi < 00.4 This, in

conjunction with the respective optimality of bi implies (cf. Remark A.6 below)
0= [ (Vdi — )i (¥4, = Voo
Using this, straightforward calculations yield the upper bound

fE (Vo1 — Véa) 1 (V1 — Vo) pi
(1.14) < / (51 — 4+ (&Cl_lcz - 1)(V¢32 - Z2))
E D1

p2 _ ~
X € <€1 — 4+ <Ecl ley — 1>(V¢2 —@))Pl-

To see how (1.14) may be used to establish continuity, consider the following special case,
motivated from stochastic portfolio theory, where the covariance matrix is fixed, and one
wishes to account for deviations in the limiting density. Fix a triple (E, ¢, p) which satisfy
Assumptions 1.1, 1.5, and take a sequence of functions {v,} such that

T —_— . 1 / —
nll)ngojgg]vn(x)\_o, nli)rgO/Eanchnp_O,

and such that, for each n, with p,, = pe™ thp triple (E, ¢, pn) also satisfies Assumptions 1.1
and 1.5. Here, (1.14) and the optimality of ¢, imply

/E (Vo — V) c(Vd — V) p

< 2/ Vv, cVu,p + 4sup((e” — 1)2€2|U”|)</ cep +/ VU,/ICVUnp>.
E E E E

31In fact, one solves the variational problem over W]}(’)%(E ) the set of weakly differentiable functions ¢ with ¢,
V¢ locally square integrable, and then proves regularity of the minimizer.
4Throughout, {i, j} ={1,2}or {2, 1}, and {i} = {1} or {2}.
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Therefore, 1im, o [ (V$ — V) c(Vp — V) p = 0, which along with lim,,_, o [ £/,¢ X
Lypn = [ €'clp implies continuity in the worst case growth rate. Last, for more general
models, from (1.14) one sees the relevant quantities to control are [ (€ — £,) c({ —£,)p and
SupE((PC)ilpncn - D).

2. Examples.

2.1. One-dimensional and “gradient” cases. As mentioned above, assume ¢ satisfies
the special condition ¢ Vdiv(c) = VH, for some function H € C''¥(E,R). Note this al-
ways holds in the one-dimensional case with H = log(c). Here, ¢ = log(p) + H and hence

it =,/ pe!. Furthermore, ergodicity under the candidate worst-case model holds directly by
Assumption 1.5(iii), since in this case the reversing diffusion of Assumption 1.5(iii) is in
fact the worst-case model. Expanding on the one dimensional case where E = («, B) for
—00 <a < f <00, we have u = /¢, and using [23], Theorem 5.1.5, it follows that As-
sumptions 1.1 and 1.5 hold provided

o [P(Pe)?/pe < oo;
e for some xg € E we have limy o [7°(pc)™! = 0o = limyyg f;‘o(pc)_l;

o [P(pe)t <o0.

Therefore, the great difficultly in establishing Theorem 1.8 lies in treating the multi-
dimensional setting, absent the highly particular case when ¢~! div(c) is a gradient.

2.2. A multi-dimensional example: Langevin diffusion. Consider the case where E = R?,
c €S9, is constant and p = e~ for a smooth function V such that [z e~" = 1. We assume
that |V V| is of linear growth, parts (i), (i1) of Assumption 1.5 hold (part (iii) holds in view of
the assumed linear growth) and

2.1) lim |VIe=V|VV'v|dS =0,

ntoo JyB,
where B, is the open ball of radius n, v is an outward normal unit vector and dS denotes
surface measure. Here, XX is the Langevin diffusion dX,R = —(1/2)CVV(X,R) dt +odW;.
As this setting falls into the gradient case of Example 2.1, Theorem 1.8 implies 7 = ¢~"/2,
the robust strategy is 9. = —VV(X.)/2 and

=t [ wVevve .
8 JR?

Now, let B be any antisymmetric matrix (B + B’ = 0) and consider the diffusion with dy-
namics dX; = (—(1/2)c + B)VV (X;)dt 4+ o dW;. Due to the linear growth assumption, X
is nonexplosive and simple calculation shows that, should X be ergodic, p is the invariant
density. Thus, as mentioned in Remark 1.6, X is in fact ergodic with invariant density p for
all antisymmetric B. This demonstrates that, for d > 2, the class of time homogenous diffu-
sions whose law is in IT is uncountably large. Next, for the nonrobust model with B fixed,
the growth optimal portfolio is 9B = (—1 /2 + ¢ 'B)VV(X.). Straightforward calculations
using (2.1) show the long run growth rate for this portfolio is

1
AB =+ 5 /d VV'B' ¢ 'BVVe™.
R

As V cannot be identically constant, this growth rate can be made arbitrarily large varying
over B. However, the robust growth rate of A is achievable in every model, via the portfolio ¢.
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2.3. Cox—Ingersoll-Ross model under uncertainty: Infinite robust growth. lLet E =
(0,00) and c(x) = Szx, x € (0,00), where £ > 0. For A > 1and B > 0, set

px) = B—AxA_le_Bx; A = /-oo yA~le™v ay.
I'(A) 0

Assumptions 1.1 and 1.5 hold, and a straightforward calculation using # = ,/pc (cf. Sec-
tion 2.1) shows that A = A(A, B) = SZAB/(S(A —1)). In [20] we considered a wider class of
models, where E and ¢ are known, but no assumption is made regarding a limiting density p
(not even whether such a density exists). In this example, as limg o A(A, B) = 0, there is no
possibility to achieve strictly positive growth in the setting of [20]. However, once a density
p (i.e., a choice of A, B) is specified, strictly positive growth is possible.

In fact, we now show infinite robust growth is possible when A = 1, in which case p(x) =
Be 8% x > 0. From Remark 1.7, we know Assumption 1.5(i) does not hold. However, As-
sumption 1.5(iii) does hold, and this implies that IT # & (cf. [22] for verification of item
(3) with unbounded functions). The candidate optimal trading strategy is 0" = (Vu/u)(X.)
for u = ,/pc which specifies here to u(x) =§ VBx exp(—Bx/2), x > 0. A calculation shows
that L¢u/u = —(1/8)£%(1/x +2B — Bx), implying (Lu/u)* € L'(E, p) and hence u € D.
But, it is clear (Lu/u)™ ¢ LY(E, p) and hence (1.5) implies that G(Vﬁu, P) = oo for all
IP € IT, and hence A = o0.

2.4. Explosion, ergodicity and robust growth. 1If the diffusion with dynamics dX; =

o (X;) dW;, associated to L€ from (1.4), explodes in finite time, then robust growth is achiev-

able for all densities p such that Assumptions 1.1, 1.5 hold. Indeed, it follows from [19],
Lemma 3.5, and [17], Lemma 33, that for all such p

Cl/l c

0 < — inf p <—inf

ueDJE u ueDJE u

u
p=1=A.

Here, D C D contains those u € C 2(E ), u > 0 such that L u/u is bounded from above.

Note also that, if the diffusion with dynamics d X; = o (X;) d W; is positive recurrent with
invariant density p then positive robust growth is not possible. Indeed, we may take & = 1 in
(1.7), and as such, the trading strategy 9 =Vii /i = 0 achieves maximal growth under PeTl.
No trading trivially leads to G( 148 I@’) = 0; hence, A = 0. For example, this situation occurs
when E =R, ¢ is any positive smooth function such that [p(1/c) =1 and p = 1/c (cf. [23],
Chapter 5).

3. An application in ranked-based models.

3.1. Relative market capitalizations. To motivate the results of this section, start with a

collection S = (S%;i =1, ..., d) of processes representing market capitalizations of d stocks,
and set M = Zf: 1 S as the total capitalization. With X' :=§'/M,i =1, ...,d, the process
X =(X';i=1,...,d) denotes relative market capitalizations. We assume that no stock cap-

italization vanishes, so that X takes values in the open simplex

d
min x’>0,2xl:1 .

3.1 A4 — R4
G- " {xe 'izl """ d i1

As already noted in the Introduction, wealth from investment (as well as growth rates) will
not be absolute, but rather relative to market capitalization. In fact, investment is defined with
respect to the relative capitalizations X, and not with respect to the original prices S, through
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the usual change-of-numéraire technique. As direct calculations show, for any d-dimensional
predictable process 7w with Zle =1,

dU, 4 .dSi dU/M), & ,dX!
— = — Y = T —.
; Y (U/M), 27 Xi

i=l

To wit, if a strategy of portfolio weights 7 = (7i;i=1,...,d) is fully invested in stocks,
the same strategy applied to the relative capitalizations results in wealth relative to the total
market capitalization. Note also that, as the vector-valued process X is degenerate (the sum
of its components equals one), there is no loss of generality in assuming the strategies
resulting in (1.1) are such that szzl X'9' = 1, where to connect with the above, we have
set 9 =’/ X". Indeed, for any predictable strategy ¥, if one defines a strategy 7 via n' =
94+ (1 - Y9_ X/9/)fori=1,....d, then we have ¢ X'y’ =1, and

d d d d d

Y onidXxi=> "9 dX; + (1 — Zij?,J> Y dxi=>"vldx],

i=1 i=1 j=l1 i=1 i=1
implying that V¥ = V7,

3.2. Ranked capitalizations. As has been observed in [14], Chapter 5, empirical time-
series data suggest that the capital distribution curve (i.e., the log-log plot of ranked relative
capitalizations versus rank, in decreasing order) is stable for U.S. equities. This leads to the
introduction of so-called ranked based models for financial markets. Here, we shall not go
into the details of ranked based models; for a thorough treatment, see [14], Chapters 4, 5.
Rather, we introduce assumptions on the ranked capitalizations, as opposed to the actual
capitalizations, and consider questions of robust growth.

Define the ordered simplex

(3.2) AT h={xeat | xl <x? < <29

For x € Ai‘l, we write x0 = (x@, ..., x@D) for the correspondlng ordered point in AL T <,
also, fori =1,...,d, let r(x’) denote the rank of x! among x!, ..., x4, with ties resolved in
lexicographic order.

As aforementioned, it is natural to assume the vector X0 = (X@;; =1, ..., d) of ranked
relative capitalizations, which takes values in Ai}l, is stable in the long run. Thus, we
shall take as inputs a pair (k,g) where Ai < sS4 4, and g : Ai < (0,00) with

f Al g = 1. Similar to Definition 1.2, we consider the class of measures IT< on C([0, 00),
Ai 1) equipped with the Borel o-algebra F, such that for P e I1<:
(1) X is a P-semimartingale and, fori =1,...,dand j=1,...,d:

(3.3) (x|, x/] = / DD (x0Var P,
0

or all Borel measurable functions 7 on A% - with [,4s—1 hTg < oo, it holds that
(2) For all Borel ble functions 4 on A4 with fye—1 b+ it holds th
S B
lim —/ h(X;")dt =/ hq; TP-as.
Ttoo T Jo adl

(3) The laws of {X;; ¢ > 0} under P are tight, where compact sets are those compactly
contained within A‘fr_l
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REMARK 3.1. We pause here to discuss two issues arising from the degeneracy of
A‘fr_l. First, note that we can identify A‘fl with a region E C R9~! which satisfies As-
sumption 1.1(1), by replacing x¢ with 1 —x! — ... — x?~1. However, since Ai‘l is a flat
(d — 1)-dimensional manifold, and for ease of notation, we will not work with E, preferring
to work directly with Ai‘l .

Second, in view of the (d — 1)-dimensionality of Ai‘l, one has to appropriately under-
stand our assumption that « (x0) € S‘i 4 for x0 e Ai‘sl. In fact, 'k (x0)z > £(x0)7'z for

some Borel function £ : Ai_fl (0, 00) need not hold on the whole of R?, but rather on the
(d — 1)-dimensional subspace

e

which (up to an affine translation) is tangent to every point x € A‘_ifl . Despite the clear abuse
of notation, we prefer to write k (x) € Si{ ., understanding that it need only hold on the tangent

space to Ai_l.
REMARK 3.2. Regarding (3.3) above, it may seem more natural to require
(3.4) [x0, x0] = f K (xD)dt.
0

Indeed, as can be deduced from [3], Theorem 2.3, (3.4) implies X has instantaneous covari-
ations

d[ X', X', _ Kr(x;')r(xtj)
dt

when X0 is in the interior of Ai}l. However, without additional assumptions (e.g., almost
surely zero Lebesgue measure for ranks coinciding), one cannot assume that «x is nonde-
generate, or even recover (d[X, X],;/dt;t > 0) from « on the boundary of A‘i}l For this
reason, we define I1< using (3.3) rather than (3.4). Morally, we regard the two definitions as
equivalent.

(x0): i=1.....d.j=1,....d,1>0,

3.3. Growth in rank-based models. In accordance to Definition 1.3, let ®< be the class
of predictable processes ¥ that are X-integrable with respect to every P’ € [1<. The growth
rate G(V?,P) for 9 € O< is defined as in (1.2), and we set
(3.5) A<:= sup inf G(Vﬁ, P).

9e0 Pell<

We wish to use the results of Section 1 in the current setting. Of course, one really invests
in the relative capitalizations X, and not in its ranked counterpart X 0. therefore, a transfor-
mation of the inputs (k, g) from Ai;l to (c, p) in Ai‘l is in order. Additionally, we must
ensure that (¢, p) satisfy the regularity and integrability requirements of Assumptions 1.1 and
1.5.

In view of (3.3), we first naturally extend « from Aflh_fl to Af’[l by defining

(3.6) c(x) = {Cij(x)}?,,-:l; ¢ (x) = Kr(x")ru-f)(xo); xe Al !
The extension of g from Ai’_il to Ai_l is performed in a “symmetric” way, by defining

1
e 0y. d—1
(3.7) p(x):= d!q(x )y xeA{T.

We make the following assumption (see Remark 3.1 regarding part (2) of Assumption 1.1).
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ASSUMPTION 3.3.  The pair (k, ¢) is such that, with E = A%~ ¢ as in (3.6) and p as in
(3.7), Assumptions 1.1 and 1.5 are satisfied.

REMARK 3.4. We stress that the passage from (k, g) to (c, p) is made only in order to
use the results from Section 1 under the validity of Assumption 3.3. In particular, we do not
require that models have limiting stable distribution p for X, where all rankings are equally
likely, each with probability 1/d!. Note, however, that the worst-case model will have this
structure.

REMARK 3.5. Consider the model of [21]_ and [18], Section 3, where the market capital-

izations S = (S!, ..., §9y are given by St = e where dei = 2?21 ly,-_Y(_/) 6;dt+o thi).

t—*t
In other words, the ith log capitalization is driven by its own Brownian motion, but the drift
depends upon its relative rank amongst all the log capitalizations. With X/ = §7/(S! 4 ... +

s4 ) as the relative capitalization, Ito’s formula implies d[X LX), =c(X ,)ij dt where
¢ (x) = o2x'x7 (8;; — x" — x/ 4+ x'x).
Calculation verifies (3.6) with
KPCI(X()) — UZX(p)x(q)((;pq —xP _x@ 4 (x())/x()).

Now, c is locally elliptic (it can only degenerate when Zflzl x; = 1—see Remark 3.1), and
smoothness is evident. Therefore, « satisfies Assumption 3.3. However, the invariant mea-
sure g of [18] does not satisfy Assumption 3.3 as the associated p is not smooth on the
rank-switching boundaries. Indeed, in the two-dimensional case, one may identify Ai}]
with (0, 1/2), and in this region ¢ is the distribution of 1/(1 + e¥) where Y is exponen-
tially distributed with some parameter A > 0. This implies ¢ (x) = Ax*~'(1 — x)™*~!, and
since §(1/2) = 1612 # 0 it follows that p is not differentiable at x = 1/2. However, as 1/2
is the only problematic point, we may smooth p at 1/2 (cf. Proposition 3.8 below) to apply
our results.

Under the force of Assumption 3.3 on (k, g), build (¢, p) as in (3.6) and (3.7), respectively,
as well as I1, ® according to Definitions 1.2 and 1.3. It is immediate that

Thus, we always have
(3.8) A<= sup inf G(V?,P)<sup inf G(V’,P)=A7.
T peo Pells peo Pell

From Theorem 1.8, we know that for # solving (1.10) and ? defined in (1.12), we have (1.11)
holding for all P € I1. The following result, the proof of which can be found in Appendix B,
implies that the portfolio generating function & is permutation invariant, giving also that

PROPOSITION 3.6.  For the pair (k, q), let Assumption 3.3 hold. For the associated (c, p)
constructed above, let i be as in (1.10), from Theorem 1.8. Then, ii(x) = i(x0) for all x €
Ai_l. Furthermore,

1 1
(3.9 Afz—/ - q(Vlogﬁ)/K(Vlogﬁ):—/ - p(Vlogit) c(Viogii) = A,
2 /a4l PN

and the trading strategy B =(V logit)(X.) € ©< is such that
(3.10) G(V? P)=2r-. VPell..
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REMARK 3.7. The importance of & being a function of the ranked weights is that it
implies the optimal strategy is rank-generated, in the sense of [14], Section 4.2. Because u
is permutation-invariant and twice continuously differentiable, the local time terms in [14],
Theorem 4.2.1, vanish. In effect, we have {Xi = Xf} - {z§i = z§j} foralli=1,...,d and
j=1,...,d in our result, which is a desirable feature. Indeed, if optimal positions were
different when the ranks of two stocks are the same, then, upon collisions of ranked market
capitalizations, one would need to change large positions with very high frequency. Not only
is this practically infeasible, it also would lead to unsustainable transaction costs (which,
admittedly, we do not model here).

We close this section with an important observation. It is not hard to see that Assump-
tion 3.3 only concerns (k,g) near 8A‘j:<l. However, and especially in view of X% being
nonexplosive in Assumption 1.5(iii), it is natural to wonder if there is ever a way to mod-
ify an arbitrary (x, g) near 8Ai’_<1 so that Assumption 3.3 holds. To this end we have the
following result. N

PROPOSITION 3.8. Let k : Aflk < S++ and q : Ai < > (0,00) be such that for all
open subsets V C Aff_ < we have k € Yo YV, $4 4,)andq € Cl7(V, (0, 00)). Then, for any
open subset V C Ad < there are (kv, qv) such that:

(1) qv is strictly positive in A+,_§ with fAi—l qgv(x)dx =1;
(i) k =ky,q=qy onV,; -
(iii) («v, qv) satisfy Assumption 3.3.

In fact, (ky, gv) in Proposition 3.8 admit explicit formulas in (B.13). Upon inspection of
Lemma B.1, the modified pair (xv, gy ) i 1s such that, for some constant K > 0, the optimizer
u(x) (]_[d xH)X for x0 lying near AL~ T < This leads to an optlmal strategy 9 such that

=K/X i+ (1—Kd),i=1,...,d, when X¥ is near BAi <- Qualitatively, the investor
holds a combination of the market and equally weighted portfolios. This, of course, is entirely
consistent with the set inclusion {X/ = X/} C {19’ 191} fori, j=1,...,d of Remark 3.7.

APPENDIX A: PROOF OF THEOREM 1.8

We first provide a brief road-map on how Theorem 1.8 is proved, starting with the varia-
tional problem (1.10). Consider when u = ¢(1/2¢ for ¢ € CX(E). Clearly, u € D, and from
(1.5) we deduce that for all IP € I1

u 1
G(V",P) = _§/ (V§'cV +2Tr(cD>p))p.
E
As ¢ € C°(E), integration-by-parts yields
u 1 V
G(VV',P) = _gf (v¢’cv¢> — 2v¢’c(—p +c¢7! div(c)>>p
E p
1 , 1 ,
=5 [ eetw— 5 [ Vo —eyes—op,
8JE 8JE
where £ is from (1.8). Thus, we conjecture that 2 in (1.10) is found by solving
(A1) inf [ (V§—€/e(Vp— 0.
E

and setting i = e!/?? if a minimizer exists. Of course, since we actually need the minimizer,
we cannot take the infimum over C°(E). Instead we use Wﬁ(’)%(E), the space of weakly
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differentiable functions ¢ so that ¢2, |V¢|? are locally integrable. The first result we shall
provide, Lemma A.1 in Section A.1, identifies a unique (up to an additive constant) minimizer

qAS € Wﬁ(’)ZC(E ), which is in fact twice continuously differentiable with Holder second-order
derivative.

Given a minimizer <13, the first order condition for optimality in the minimization problem
of (A.1) suggests that

(A.2) V- (pe(Vp —0) =

This is indeed shown to hold in Lemma A.1. Therefore, [23], Corollary 4.9.4, implies that, if
X from (1.7) does not explode, it cannot be transient. Thus, [23], Theorem 2.8.1, implies X is
recurrent, hence ergodic with invariant measure p in light of (A.2) and [ p < oc. Therefore,

the second result, Lemma A.2 in Section A.2, will establish the fact that X from (1.7) does
not explode.

Given the previous two auxiliary results, Section A.3 will conclude the proof of Theo-
rem 1.8.

A.1. The variational problem. We first consider the minimization problem in (A.1) and
obtain the following result.

LEMMA A.1. Let Assumption 1.1 and Assumption 1.5(i) hold, and recall £ from (1.8).

Then, there exists a unique (up to an additive constant) qb € WEO%(E ) which solves

(A.3) inf / (Vo —0)c(Vp — £)p.

peW o (E)JE

Furthermore, ¢ € C2V'(E) for some 0 <y’ <y and satisfies the second order linear elliptic
equation

(A.4) V.- (pc(Vp —£)=0; xeckE.
PrROOF. To make the notation cleaner set
(A.5) J(¢p) = /E(V¢ —0'c(Vop — O)p,

so that (A.3) becomes J = 1nf¢€W1 2(E) J(¢). Note that Assumption 1.5(1) gives J <oco.In

what follows K will be a constant which changes from line to line. Also, where appropriate,
K, will be a constant which depends only upon E,, and the model coefficients on E,,.

Let {@m}men C W:2(E) be such that limy,jo0 J (¢m) = J. Assumption 1.5(i) and the
Cauchy—Schwarz inequality then imply

sup [ Ve1,cVgup < K.
m JE
and hence for all n
sup/ V¢, cVoup <K.
m JE,
Next, since p > ¢, > 0and ¢ > A, > 0 on E,, we have that

(A.6) supf Vo, Vom < K,.
m Ep

—yindnn,

Denote by
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as ¢, less its average over E,. From the classical Poincaré inequality [11], Chapter 5.8, and
(A.6) it follows that

sup/ (Vyn) V) <K

The Rellich—Kondrachov theorem [11], Chapter 5.7, and the fact that V" is norm bounded
in L2(E,,R%) imply the existence of " € WL2(E,) such that for some subsequence m(n):

g[/zl(n) — n"  strongly in L2(En),
Vmm — V0" weakly in L*(E,,RY).
Thus, by [2], Theorem 13.1.1, which shows that

(A7) L*(E,,RY) 5 v / (v—20)c(v—20)p,
E,
is weakly lower-semicontinuous it follows that

(A.8) /;5 (V" — &) c(Vn" —€)p < liminf | (Vg —€)'c(Vdm — ) p.

m(n)—oo JE,

Now, fix n < n’. There exists a common subsequence m(n, n’) such that

¢m(n,n/) _ﬁf ¢m(n,n/) - 77"; S'Lz(En)» W'Wl’z(En)»

Bty — ﬁ Sy = 13 S-L2(Epe)s w- W2 (Ep)

(we have used “s” and “w” to denote strong and weak convergence). We now claim that
V" =Vn" ae.in E,. Indeed, we have for all v € L2(E,: R?) that

/ (V" =Vn")v=lim / (Vommn'y = Vmmn) v =0,
" m(n,n")—oc0 JE,

upon which the result follows by taking v = V" — Vn”’. Thus, since E, is connected we
know [11], Chapter 5, that for some constant C(n, n’)

n"/ =n"+C(n,n'); ae.inkE,,
(A.9) /
V" =Vn";, ae.inkE,.

Now, using the double-subsequence trick we can find a single subsequence (which we will
label m) such that the above convergences holds for all n € N. For this subsequence (and the
resultant n") define (for a.e. x € E) v by

(A.10) v(x):=Vy"(x); xe€E;;n=12,....
Note that v is well defined: indeed we have
V@) = V') =Vnl) =5 xeE,
V@) = V) =Vt =5 xe b,

Next, define (for a.e. x € E) n by

n—1

(A.11) n) =1"() =Y Clk,k+1); xeEpn=1.2,....
k=1
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Again, n is well defined. This follows because for any n =1,2,... and ¢ =0,1,2,... we
have on E,, that

n+q—1 n+q—1
") — Y Clk+ D=0t +Chh+g—Ln+q)— Y Clk+1),
k=1 k=1
n+q—2
=" @) - Y Clkk+1),
k=1

n—1

=n"(x)— Y Clk.k+1).
k=1

We now claim that n € Wﬁ(’)%(E). First Vi = v. To see this, let § € C2°(E) and choose n so

that 0 € C°(E,).Fori e1,...,d write D' as the derivative with respect to x;. We have
. . n_l .
/nD19=/ nD’Q:/ n”—ZC(k,k+1) D'o
E E, E, =1

=— D"n”ez—/ v'o.
El‘l n

Given that Vi) = v the fact that n € W]f(’)%(E ) is immediate. From (A.8) we thus have for each
n that

[ (Vi — 0)c(Vi — 0)p < liminf f (Vo — 0/ c(Vm — ),
E, m—oo JEp

< liminf/E(V¢m — 0 c(Vou—Op=1J.

m— 00

Taking n 1 oo and using the monotone convergence theorem we see that
| n-o/econ-op=i.
E

and hence ¢ := 1 minimizes J over W]f(’)%(E). The uniqueness up to an additive constant
follows by the strict convexity of (V¢ — £)'c¢(V¢ — €)p in V.

We now turn to the regularity for $ which essentially is a standard argument and hence just
a broad overview is given. Let 6 € Ccl(En) C WLlc’)%(E). By varying J at ¢3 =4 ¢6 and taking
e | 0 we see that

(A.12) 0= / Vo'c(V —0)p.
Ey

It thus follows [16], Chapter 8, page 178, that u =  is a weak solution of the PDE

V.-(pcVu — pcl) =0; xekE,,
(A.13) .
u=¢; xedkE,.

Here, the boundary condition is interpreted to mean that u — qAS € W(} ’2(E »). Under the given
regularity and ellipticity assumptions in E, it follows by [16], Theorem 8.22, that u = b is
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locally Holder continuous in E,, for some exponent 0 < ¥’ < y. Next, consider the problem
of finding classical solutions to the same PDE but in E,_1: that is,

V.-(pcVu —pct)=0; xekE,_1;
u :qAS; x€dE,_1.

Since ¢3 is Holder continuous in E,_; it follows from [16], Theorem 6.13, that there is a
unique solution u € CZ*”/(En_l) N C(E,_1) to the above PDE. But, this means that u is a
weak solution to the above PDE as well. By the uniqueness of weak solutions (which also
holds in the current set—see [16], Theorem 8.3, and the fact that @ is also a weak solution in
E, _1) it follows that g?) =u a.e.in E,_;. Since we already know qAS is Holder continuous, this
in fact proves that qAS € C*Y(E,_1) and solves the differential expression in (A.4) in E,_1.
Since this works for any n the result follows. [l

A.2. An ergodic diffusion. Having established existence of minimizer $ we now con-
sider the diffusion as in (1.7) with & = ¢{1/2?: that is,

A Vit 4 A A 1 _~ & A
(A.14) dX; = CTM(X,)dl +o(X)dW, = ECV¢)(Xt)dt +o(X;)dW;.
u

Our goal is to show X is ergodic with invariant measure p. More precisely, we let P =
(P*)xek denote the solution to the generalized martingale problem for the second order linear
operator L associated to X on E: that is,

r 1 2 1 27
(A.15) L= zTr(cD )+ §V¢> cV.
We then have the following which proves P*eMforallx € E.

LEMMA A.2. Let Assumption 1.1 and Assumptions 1.5(1) and (iii) hold. Let ¢ be as in
Lemma A.1. Set P as the solution to the generalized martmgale problem for the operator L
in (A.15). Then P solves the martingale problem for L and in fact, Pr e [1forallx € E.

The rest of this subsection is devoted to the proof of Lemma A.2. We retain the notation
of (1.8), (A.5). Since ¢ € C%? (E) and solves (A.4) it follows that

V. (pecvés)) = %v (cVp + pdiv(c)),

and hence p is an invariant density for X. Since [ p =1 it will follow that P* € IT for all
x € E if it can be shown that X is recurrent in E; see [23], Theorem 4.9.5. To this end, we
use the results of [23], Section 6.6, which provide necessary and sufficient conditions for X
to be recurrent in the current setup.

We first state a consequence of Assumption 1.5(iii). Denote by E, — E1 := E,, \ Ef and
LR the second order linear elliptic operator associated to the diffusion X® from Assump-
tion 1.5(iii): that is, in divergence form

/
(A.16) LR = lv (V) + l@ Ava
2 2 p
Since XX is assumed ergodic with invariant density p and reversing by construction, it fol-
lows from [23], Theorem 6.4.1, that

1
(A.17) lim — (Vu,) cVu,p =0,
ntoo 2 E,—E;
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where u,, € C2’7’(E,1 — E1) is the unique (strictly positive in E,, — E1) solution to
(A.18) LR*u=0, xeE,—E;; u=1, x€dE; u=0, x€ciE,.
In fact, one has

(A.19) un(x) =PXtg, < 7,1,

where {Pf }xeE is the solution to the Martingale problem for L% on E and Tg, is the first
hitting time to 3 E;. Note that this implies 0 < u® < 1. To show that X is recurrent we use the
following result, as can be found in [23], Theorem 6.6.1.

THEOREM A.3. Let Assumptions 1.1—1.5() hold and let ¢? be as in Lemma A.1. Let L
be operator associated to X in (A.14). For each n define the convex sets

A, ={ge wb2(E, — E1):g=./pondE;,g=00ndE,,

dist(x, dE,) " 'g(x) € L¥(E, — ED};

1.2 2 1
B, = {heW “(E,—Ei g ):hzilog(p) on aEl}.

Now, define

W := inf sup l/ . g2<E - %(V(fb —c! div(c)))/c<E - %(V(fb —c! div(c)))
n— L]

8€An heB, 8 8
1
2 JE,~E,

2 Lo~ ' L
g\ Vh — E(Vqﬁ — ¢ div(e)) ) ¢ VR — E(Vqﬁ — ¢ div(c)) ).
Then, L is recurrent if and only if lim, s f, = 0.

REMARK A.4. Above, W-2(E, —E|, gz) is the space of weakly differentiable functions
h satisfying

f g2 (h* + Vh'Vh) < cc.
n—E1

Also, the boundary conditions are interpreted to hold in the trace sense. Lastly, as shown right
above [23], Theorem 6.6.1, u, takes the simpler form

1 Up_
— Vv, cVuy,,

(A.20) Un = =
2 JE,~E; Vn

where v,, solves Lv=0in E, — E| with v=0 on dE, and v = 1 on 9E; and, with L
denoting the formal adjoint to L, where 9, solves Lo =0 on E, — E1 with o =0 on 9 E,, and
1 on 0E. Thus, if {]f”x }xeE denotes the solution to the generalized Martingale problem for L
on E then v, (x) = px [te, < tE,] where Tg;, is the first hitting time of 9 E;. As solutions to the
generalized martingale problem remain in a cemetery state upon explosion, vy, (x) 1 Voo (x) =
P> [te, < oc]. Furthermore, since one can show v, is locally uniformly bounded from below,
the convergence of v, to v is such that if w,, — 0 then vs, = 1, and [23], Theorems 2.8.1,
2.8.2, imply L is recurrent, hence positive recurrent because p is an invariant probability
density. If u,, - 0 then we cannot conclude vy, = 1, and in fact (this is the difficult part in
proving Theorem A.3) L is transient.
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PROOF OF LEMMA A.2. (A.20) implies u, > 0 and hence liminfy, ;o0 1y, > 0. Assume
by way of contradiction that limsup,, o, 4n > 0. Thus, for some sub-sequence (still labelled
n) and for some § > 0 we have w, > § for all n. Taking g := u,,/p (which by the global
Schauder estimates for u,, is in A,,: see [23], Theorem 3.2.8) one obtains

1 AV, Vi, \'
§< uﬁ(w - (717 +c7! div(c)> -2 ”")

8 JE,~E Up

X C<V($ — <% +c7! div(c)) — Zvuun>p

n

_ L. 2oy Lios o1y )( L )
ZhIeHLI;n - un<Vh 2(V¢ ¢ div(c)) ) ¢| VR 2(V¢> ¢ div(e)) )p

1 . Vin\ [~ v
= uﬁ(w)—e-z ””)c<v¢—z—2 ””)p
8 E,—E; Un Up
Ling 2<Vh I(VqS ~diiv( )))/ <Vh I(VqS ~div( )))
— — 1 u - = —c iv(c c - = —c iv(c s
2 heBy JE,—E, 2 2 P

where we have used the definition of £ in (A'S); Next, for i € B, define ¢ :=log(p) + q3 —2h.
Under the given regularity assumptions on p, ¢ we have by the linearity of the trace operator
that

heB, & ¢eB, :={pecW'(E,—E, pu):¢=¢dondE;)}.

The change of variables & = (1/2)(log(p) + (]3 — ¢) and simple algebra in the previous in-
equality gives

inf u2(Vo —0)c(Vp — £)p
¢€B, JE,—E,
5/ u2(ve—e—-2 c(Vp—t—2 p—83.
n_El ”n M}’l

Since qs € WLI(’JZC(E) and, according to Lemma A.1 satisfies [ quB/chAS < 00, by (A.17) we
know that

. N Vu,\’ A Vu, A , A
lim u\Vop —£ -2 c|lVp—£ -2 p:/ (Vo —£8)c(Vop — ) p.
E,—E; u E—E;

ntoo Up n

Thus, for n large enough we have

inf u2(Vep— 0)'c(Vp — £)p < / (Vo — €)' c(Vp — £)p — 48.
¢€B), JE,—E; E—E

Now, by Assumption 1.5(i) it follows that | E,—E, {'clp < oo. Thus, as shown in [23],

Theorem 6.5.1, page 264, there exists an a.e. unique (up to an additive constant) solution

¢n € WH2(E, — Eq, puﬁ) to the minimization problem above. Indeed, to connect with the

proof therein take g = u,/p, f = qAﬁ, ¢=1on0dE; and ¢ =0 on dE, and lastly a = c,

b = £. Therefore, we have

[ @@ -0 —0p< [ (V- 0/cvh-0p—45.

E,—E; E-E;

Next, extend u, to all of E,, by setting u, = 1 on Ej. It is well known (see [2], Proposi-
tion 5.1.1) that since u,, = 1 on dE; that this extension is in W2(E,) (in fact, it is con-
tinuous, though not continuously differentiable because of the Hopf maximum principle).
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Similarly, for ¢ € B;, we have ¢ = $ on dE; and hence we may extend ¢ to E, by setting
¢ = é in E, and it still holds that £ € W12(E,,, pu,%). This gives for n large enough, say
n > No(6) that

(A.21) fE u2(Vepy — 0)c(Vepy — O)p < /E (Vo —0)c(Vp— O)p —48 = J (§) — 43,

where we recall the definition of J in (A.5). We now use (A.21) to derive a contradiction to
Lemma A.1. To do this, fix an integer m. Since Lu, = 0, Harnack’s inequality, u,, < 1 (which
follows by the probabilistic representation for u, in (A.19)) and u,(x) =1 on E| yields the
existence of a constant ¢, > 0 so that u, (x)*> > ¢,, on E,, for all n > m + 1.°> We thus have
forn > No(8) v (m + 1) that

J(@) — 45> fE (Ve — 0 (Vb — O)p

> fE (Vg — ) c(Vy — O)p
(A.22) "
> om /E (Vo — ) c(Vey — O)p

> em fE (Vo — 0) (Ve — ©),

where c;, has changed to the last line, taking into account that p, ¢ > ¢, > 0 on E,,. Thus,
from the Cauchy—Schwarz inequality we have

sup V¢,V < K.
n>No(8)V(m+1) Y En
Copying the argument below (A.6) in Lemma A.1 (note the roles of m and n have reversed)
there exists a function n”* € WL2(E,,) so that, for some subsequence n(m)

bn —72 ¢n— 0" s-L*(Ep):
Vo — V™ w-L*(En; RY).

Furthermore, if m < m’ then by taking a common subsequence n’”/ =n" + C(m,m’) and
Vn’"/ = V™ almost everywhere in E,,. In fact, there exists a single subsequence labelled n
such that the convergence holds for all m on this subsequence and we can construct a function
ne Wﬁ(’)zc(E), exactly as in Lemma A.1, so that Vi = V™ on E,, for each m.

Now, come back to (A.21). For the common subsequence {¢,},en Where all the conver-
gences take place, for each m we have for n > m that (similar to (A.22))

(A23) J(¢) — 48> / U2 (Ve — ) c(Vepy — ) p zglfu,% /E (Vo — ) c(Vepu — O p.

We now claim that for each m
A24 lim infu? = 1.
(2 fim it
First of all, for x € E; we have u, (x) = 1 by cgnstruction. Second, in E,, — E; we have, since
LRu, =0,u,=10ndE,and u, <1 on E, — Ey, from the global Schauder estimates [23],

5 Technically, Harnack’s inequality holds in E;; — E» where u, is smooth. The extension to all of Ej;, follows
since by the extension, u, = 1 on E; and since uy, is larger in E; — Ej than in E,, — E», as the probabilistic
representation shows.
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Theorem 3.2.8, there is a constant K, so that sup,,-, luxll2,y E, < K, where |- |2, E,
is the C%7 Holder norm on E,. Now, assume there is some subsequence (still labelled n)
so that hmnToo infg,, u =1 — ¢ for some ¢ > 0. By the Schauder estimates, {u,},cN is pre-
compact in the || - ||2,y, E,, horm and there is a further subsequence (still labelled ) and a
function uq € Cz’V(Em) so that |lu, — usll2,y,E, — 0. But, from Assumption 1.5(iii) and
[23], Theorem 6.4.1, we a priori know that u, (x) — 1 so that us(x) = 1. But this gives

0= hm sup|un(x) —1|=
En‘l

which contradicts the fact that lim;, 4 infg,, u,(x) =1 — &. Thus, (A.24) holds.
Now, come back to (A.23). In view of (A.24) and the lower-semicontinuity of the operator
in (A.7) (with n there-in equal to m here) it follows that

J(@) —45 = liminfinf /E (V4y = 0/e(Ve, = Dp
Vo™ — ) (V™ — ¢
= (V" 0"~ 0)p
- /E (Vi — €)c(Vn — O)p.

Taking m 1 oo yields

J@) — 45> f (Vi — 0/c(Vi— O p,

contradicting Lemma A.1. Thus, it cannot be that lim SUP,;poo Un > 0 and hence limy, 400 py =
0, proving the recurrence of X. O

A.3. Proof of Theorem 1.8. Before proving Theorem 1.8 we state one equality and
prove one technical fact. For the equality, let ¢ be from Lemma A.1. In light of (A.4) we
obtain

<

LTH(eD%) + LV ev
=-—Tr(c - c
U 4 8

1 1. 1.
(A.25) = —V.(pcl) — ~V'cl +-VP'cV
4p 4 8

1 1. . 1
= — V- (pct)+ = (V$ — ) c(Vd — ) — —'cL.
4p 8 8

As for the technical fact, we have
LEMMA A.5. Let Assumptions 1.1-1.5(iii) hold. Then [V - (pct) =
PROOF OF LEMMA A.5. If V- (pcf) =0 for all x € E then clearly the result holds.

Else, let qAS be from Lemmas A.1, A.2 and note that (A.2) and [, V - (pct) # 0 imply qs is not

identically constant, and hence [, pVd'cVp > 0. Recalling X® from Assumption 1.5(iii)
and using (A.25):

1. 1 1 (T _.
FOX) = 2B + 57 [ Vdet(xfdr

1 T 27 R
/Vd)a dW,+ﬁ/0 TH(cD?$) (X dt
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1. 1 (71 1 T .
=—o(X§) + — A ;V-(pcﬂ)(XtR)dt—F?fO V¢ o (XF)aw,

1o, p 1 (T1 R
=—¢(Xg) + = A ;V-(pcf)(Xt)dt

I vd'a(xFydw, >
JEveevoxRydr)

Since (V- (pcl))™ e L'(E,leb), I5 pV(]B’cV(ﬁ > 0, the Dambis—Dubins—Schwarz theorem
and strong law for Brownian motion imply almost surely:

hm ¢XT fV (pch).

If the right hand side above were not zero, it would contradict the positive recurrence of XX,
g

PROOF OF THEOREM 1.8. From (1.6) we see that

. Lu Lcu
(A.26) A>1=—inf p>—/ —P.
ueDJE U E

For now, assume i = e/ ¢ € D. By Lemma A.2, the diffusion X from (1.7) is ergodic, and
hence the associated P € 1. As V7 enjoys the numéraire property under P, we know

Lcn Lu
As—/ p <—inf p=1,
E i ueDJE U

which in conjunction with (A.26) establishes the first equality in (1.11), provided that it € D.
To show this latter fact, recall (A.25). Since (V - (pcf))™ e L'(E,leb), Lemma A.1 implies
(L¢0/i)T € LY(E, p), and hence @i € D.

It remains to prove the second equality in (1.11) as well as that G(V?,P) = A for all
P € T1. From (A.25) and Lemma A.5 we see that

La 1 . 1,
(A.27) /Eﬁp=§/E(V¢—5)C(V¢—Z)p—ngﬁcﬁp.

Next, if V- (pcl) =0 for X € E then q‘) is constant and clearly, (A.27) implies the second
equahty in (1.11). Else, qu is not identically 0, and [ qu CV¢ p > 0. Continuing, note that

for X asin (A.14) we have, using (A.25)
~ A ~ A~ 1 /T . ~ A r o, ~
B(Kr) =B (Ko) + 5 / Ve eVH(R,)di + f Vé'o(R,)dW,
0 0
1 rT ~ o~
+5 /0 Tr(cD*¢)(X,) dt
~ A~ 1 T . ~ A r o, ~
—d(Ro)+ = / V' eVH(R,)di + fo Vé'o (R dW,
+5 / ( V- (pct) — vé’cz)(f(,)dt

= $(Xo)
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Tl oo b, 1 1 5
+/ V¢ cVp— —lct+—(Vd—0)c(Vdp — &) + —V - (pct) ) (Xy) du
0o \4 4 4 2p

T ~ ~A
+/ Vo (X)dw,.
0

So, we see by the Strong law for Brownian motion, the Dambis—Dubins—Schwarz theorem
and the given assumptions, we have almost surely

lim S (Rr) =+ [ (V§'eVh— el +(V§— 0Yc(vVh — ¢ LV (et
lim Z0(X1) = 7 [ (V6'eV6— et + (V9 0/c(¥d—0)p+5 [ V-(pet)

1 i 2 / 2 / 2
= Z/E(qu Vo —Ll'cl + (Vo —0)c(Vp — 0)p,

where the last inequality follows by Lemma A.5. Now, if the right hand side above was not
zero it would violate the positive recurrence of X. This gives

(A.28) /E V¢ 'cVhp = fE tclp — fE (Vo —0)c(Vdp —0)p

which, in view of (A.27), establishes the second equality in (1.11).
REMARK A.6. Note that (A.28) implies [, V¢'cVop = [& V¢'ctp.

The last thing to show is G(Vé, P) = A for all P € I1. To this end, by It6’s formula and
(A.25) we know

14 1 1, 1,
—logV; = =logVo + —=o(X7) — —=¢(X
Flog Vi = log Vo + - d(X7) — 2-h(Xo)

1 7 . R
~ 57 /0 2TH(CD?*}) + V¢'cV)(X,)dt

(A.29) ,

1 ] ~ 1 R 1 1

= logVo+ 37(Xr) = 278 (Xo) = o |~V (pet) (X s
1 (T, 1 T . / .

+ﬁ/0 ZCE(Xt)dt—ﬁ‘/(; (Vo —0)c(Vp — 0)(X;)dt.

Taking T 1 oo gives

2 1 1 1 o o
¢ N . - / _ Y _
G(V?,P)= 4‘/;:_V (pct) + 8/;9£ clp S/E(qu 0)c(Vep—£)p

T S B
:§/Eﬂcﬂp—§/E(V¢—5)c(V¢—€)P
:)\‘,

where the second equality came from Lemma A.5, and the third from (1.11), (A.28). This
finishes the proof. [

APPENDIX B: PROOFS FROM SECTION 3

We keep all notation from Section 3. Additionally, we denote 7 as the set of all per-
mutations t of {1,...,d}. Fort € T, and x € Ai’r_l, we define x; € Ai‘l by xi = x(t'),
i=1,...,d.
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B.1. Proof of Proposition 3.6. In the course of the proof, we shall use the sets
R, :={xe Ai‘l | x; € Ai,_gl}’ teT.
Note that the {R; | T € 7} may not be disjoint, but their topological interiors are.

We first show that i from (1.10) is permutation invariant. To this end, recall that & =
exp(¢/2), where ¢ solves the variational problem in Lemma A.1, and recall the functional
J(¢) from (A.5). For a given T € T and function ¢, write ¢ (x) := ¢ (x;), x € Afl[l. We
claim that
(B.1) J(@)=J(¢p:) VTeT.

Admitting (B.1), that H(x) = d(x;) (and hence ii(x) = ii(x;)) forall T € T is easy to show.
Indeed, as the functional J(¢) is evidently convex, we see that

1 1
J(a ;@) = g L I60=1 @),

where the last equality follows by (B.1). Thus, if $ is a minimizer then so is (1/d!) >, @,
and by Lemma A.1 we can write

~ 1 ~
p=—> ¢ +c
d! =

for some constant c. But, as the right hand side above is permutation invariant, so is the left
hand side. It remains to prove (B.1), which will follow by straight-forward computations, and
which uses the following identities for T € T:

Fx)=g0G) = 0 f(x)=0-1;H8(xr);

(B.2)
p(x) = p(xo),
and
i (x) = cf”(“f”(f)(x,);
(B.3)

ajcij (x) — 8.[71(1.)61-*1 (l.)‘L’71 (J)(x‘[)
Showing (B.2) is straight-forward. As for the first equality in (B.3), we have
T OTTHD () = CEETTONEEETION (1 0)
= k"D (5.0y
= ¢ (x).

The second equality in (B.3) follows from the first as well as (B.2). Now, plugging in for £
from (1.8) we have

J(¢) — / plct = / pVe'cVp —2 / Vp'eVep —2 / pVe'div(c)
Al At A4t Al

=A(9) +B(9) + C(¢).
We handle the three terms separately and repeatedly use (B.2), (B.3). Also, we will omit the
summation symbols. As for A, assume x € R; so that x0 = x;. Then

/M,l P03 (¢r) (x)cY (x)0; () (x) dx
B4 Zf P e 0T D), ¢ () di
A%

= [ PO D) dy.
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where to get the last equality we let y = x; and noted that dy = dx; and set a = ' (i),
b =t~1(j). This shows A(¢;) = A(¢). As for B:

/Ad_l 8 (P)()c ()3 () (x) dx

T
B.5) = [ derapGeae O D00 g d

+

= [ 0PI A () dy.
A+
Thus, B(¢;) = B(¢). Lastly, for C:
[ PR @@ () dx
A+
_ A OLa))
(B.6) = [ PO @ ()0 (xe) dx
= [ POIABDIB ) dy.
A+

Thus, C(¢;) = C(¢) and hence (B.1) holds.

The third (last) equality in (3.9) holds in view of Theorem 1.8. Next, we show the second
equality in (3.9). To do so, we will prove three equalities, analogous to (B.4), (B.5) and (B.6),
which all follow by construction of p, c, since ¢ (x) = ¢ (x;), and (B.2), (B.3). Proceeding,
let T € 7 and x € R,. We first have

8 () (1) (x) = B 11y d (ke )e™ DT D (e)d 1y (o)
(B.7) = Dap (xo )k (x2) pep ()
= 8a¢(x())/c“b (x())abqﬁ(x()).
Next, we have

d;jp(x)
p(x)

3 (x) (c"f (x) +d;c (x)>

fl(j)P(xr)

SR 0 RN
=8r,(i)¢(xt)(cr @)t (J)(-xr) o +3r71(j)cf (i)t (J)(Xr))

B.8
®5 9 p (xc)

p(xz)

= aaqﬁ(xt)(cab(xt) + 3bC“b(xr)>

0
= Baqj(xo)(lc“b(xo)% + Bbic”b(x())),

where the last equality holds because c(x;) = «(x;) =« (x0) and p(x;) = (1/d)q(x;) =
(1/d")g(x") in R;. Last, define

\%
(B.9) e<(x0):= (7q + ! div(/c))(xo); xVend L.
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We then have

jc;-j x)+ aijcij(x)

1 . o ap() _dip(x)
—ai zl — 1] J +2 8
() PO ) == ()

:Cz—l(i)r—l(j)(xt)3r*1(i)rl(j)l7(xr)
p(xe)
0.—1yp(xz) o1,
H%a pe O D)
T

I

=1y
(B.10) +8,_1(,-),—1(j)ct @ (j)(xr)

ab P (X7) 4 28ap(xr)

ab ab
() () pc™” (xg) + 0apc™ (x7)

0
= ¢ (x;)

dabq (x9) 3aq (x0)
_ aby.0\Y%bq aq ab(.0 ab(.0
=k (x") 2 (0) Oy Ak’ (xV) + daprc®” (x")

1
— a(,.0
_q(x())aa(q/cff) (x )

Since (B.7), (B.8), (B.10) hold for x € R, for any 7 € T, they in fact hold for all x € A4™!,
Thus, from (B.7) we obtain

1
/Ai_l(pV(])/cV(l))(x) = E/Ai_l(qufxv(p)(xo) :/Ad_l(qqu/KV(l))(x()),

+.=

which is the second equality in (3.9).
Continuing, we show (3.10). Let P € I1<. Itd’s formula, (3.3) and (3.6) give

1 sl a(X7) 1 (T 1 X —_—
—log(VZ) = —1 ( >_ — » 92 (X " XX (x 0y g1

L (ﬁ(XT)> LT L
—1o - = )
T %\axy) 1) @

From (A.25) and 2 = ¢(1/29 we obtain
T

L log(V) = - d(X1) — —=$(Xo) — = [ -V (peO)(Xy)di
T 2T 2T 4T Jo p
- % /OT V@' cV(X,)dt + % fOT Vé/(c% + diV(C)>(Xt)df
= %éa(xw - %é(xw = % OT év (qrt<)(XD) dr
- % /OT Vo'kVH(X)dr + % /OT V&(K% + div(K)>(Xro) di

T

= Lo - x| LV (e (x0)ar
ST D ar 4T 0 q qre<)\ A

—L/T(vé—w/x(vé—e )(X<>)dr+i/Te’ l< (X)) dt
8T Jo = = 8T Jo "= =100
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where the second to last equality follows from (B.4), (B.5), (B.6). These equalities, in con-
junction with the integrability assumptions of Assumption 1.5, and P € I1< allow us to de-
duce

. 1 1 A A
VIR =g [V @t g [ (99— t2e(Vh — ta) ()

1
b [ (Crteq)(x0)
+.=

1 1 PR
=Z/ V- (gt () - ¢ AiTSl(V<z>//<V<zﬁq)(xO)
41 f (V8 ¥+ 3v(0) ()
1 q—T4

1 ~ n
f Ve (pet)@ — ¢ [, (F8eVhp)@

d*l
! V' (cV di
+3 fAi_l( ¢'(cVp + pdivie))(x)
_! \Y% 1 ! Vo — ) c(Vp — ¢
_ZfAi—l (Pet) — g [, (V6= 0/e(Vé —Op))
1 /
+§/Ai‘1(£ clp)(x)

1 A N
= ngdil(Vdchq)p)(x).

Above, the third equality holds again because of (B.7), (B.8), (B.10). The fifth inequality
follows because of Lemma A.5 and (A.28) in the proof of Theorem 1.8. This, and the fact we

have already proved the second and third equalities in (3.9), yields (3.10) since u = e/ 29 .
It remains to prove that A< = X, which will establish all the equalities in (3.9). Recall that
A< < A holds from (3.8). Furthermore, using (3.10) and the last equality in (3.9),

3 1 va\' (Vi
A< > inf G(Vﬁ,IF’):— (Tu> c(#)p:k.
= 7 Pell 2JAN u u
Thus, A = A< and the proof is finished.
B.2. Proof of Proposition 3.8. We start with the construction of a particular matrix val-

ued function which works well with Assumption 3.3. To state the following auxiliary result,
define

(B.11) f::max{xl,...,xd}, £:=min{x1,...,xd}; xeA‘fr_l.

LEMMA B.1. Let A, B,C € R be such that (1) C >0, (2) B<A <2B and 3) A+
C>2.Forxe A -1 define the matrix 6 via

0% (x) 1= 1;—; ((xi)" [TH¢

=1

"‘II#J( : )

(B.12)
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Then:

(1) Forany t € T, we have 0% 07 () (x,) = 01 (x).
(2) For every £ € R¢ we have

d

E'0(x)E > k(x)E'E; k(x) = <l_[(xl)c)(1 — 72B=4) min{1, x4},

=1

(3) 6 is smooth in Ai_l and the diffusion

dX,= %div(@)(X,)dt +VO(X)dW,,

does not explode to d A .
@) [p, IV - (div(9))] < 0.
(5) [a, div(6)6~!div(0) < oo.
(6) 61 div(9) = VH where H(x) = (A + C)log([T x)).

PROOF. We tackle each point below.
(1) We have

d
=1

d
+ iy (xf(r”(i))Bxf(r‘l(j))B 1‘[xt<l)A+C—B>

=1
d d
L (R (O A GO (U
I=1 =1
=0" (x).
(2) We have

d d d
s/eoc)s:ZS(z) T + Y 0 )P )P TTRH?

= =1 i,j=1,i#j =1

= Zsm ( P TT6E — ﬁ(x’)A+C‘B)

=1 =1

N (ﬁ (xl)AJrCB) (Zd: £0) (xi)B)2

/=1

d d
> gé(z) < T = ()28 H(xl)A+C—B>
= (ﬁ(xl)c) ;é‘(i)z(x")A (1 — (x)?BA H(XI)A—B),

Since A > B we have [T{_, (x))4~8 < 1. Since 2B — A > 0 we have (x))26~4 <¥28-4 < .
Last, we have (x/)4 > min{1, x*}. Putting these together gives the claim.
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(3) We have

6] = 1i=j<(A +O)(x) A H(xl)c>

I

+1igj (( WA+ O )T (xl)’””)-
I,
Thus, we see that

dive)’ =07
j

—(A+ C)((xi)A+C—1 l—[(xz)c + ()4 Z(xj)A+C—1 I (xz)A+C—B)
I J#i I#i,j
:xiYi,
where
_ (A+C)(xi)A+C—2<l—[(xl)C +xiz(xj)A+C—l I (xl)A+C—B>‘
i J# I#i, j
Since C > 0 and A + C > 2 we see that
0<Y;<d(A+C).
In a similar manner we have

6 (x) = (x')* 22,

19

Zi :_( )(A+C 2)/21_[(.X1)C/2.
1#i
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Again, the given hypotheses yield that 0 < Z; < 1. Now, let X (t) be a local solution (i.e., up
to first exit time t of some set compactly contained within A4 T 1 to the above SDE. We have

that for ¢+ < 7 that

1 -
dX; (i) = 5 X:()Yi(Xy)dt + X (1) Zi(X;) d By,

for a Brownian motion B. Now, since Y; and Z; are bounded on Ay itis clear that X (i) does

not hit zero for any i. This gives the result.
(4) We have from (3) above that

3; (Z 97) —(A+ C)((A +C = D)
J

i
+ (A4 C)(xh)A+C! Z(xj)A-l-C—l I (xl)A+C—B)'
J# I#i, j
Since A+ C >2,C >0and A > B we see that

ZG”

from which the result follows.
(5) Write T = 8~ div(9) so that div(0) = 0t. Plugging in for 0, div(6) we see that

div(®)’ = (A + C)((xl')’”‘:‘1 [T + @)Y @) T (xl)A+C_B);
I#i J#i I#i,j

(91_) _ A+C1—[ A+CZ A+C 1—[ l)A+C—B€j‘
I#i JF#i I#, j

|V - (div(9))| = <(A+C)dA+C—1)+(d—-1)(A+0)),
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From here, it is clear that 7/ = (A + C) /xi. Therefore, we have

div(0)'6~" div(0)

=1'ct

=(A+ C)Z(Z(x")’HCQ n(xl)c + Z(xi)A+C71 (xj)AJrCfl l—[ (xz)A+CB>
i I#i i#] I#i,]

<d*(A+0),

and hence the result holds. . . .
(6) We just showed that (6*% div(9)) =1t'=(A+C)/x' fori =1,...,d. Thus, the result
follows since V([; xhi=1/xt. O

We are now in position to give the proof of Proposition 3.8.

PROOF OF PROPOSITION 3.8.  Assume that V' is an open subset of Ai‘l such that V C
W with W open and W C Ai_sl. As such dist(V, BA‘L_SI) > § > 0 and we may find a C*®
function x on AT} with0 < x <1, x =1 on V and x(x) = 0 if dist(x, 0A% L) < §/3, for
example. For 6 as in Lemma B.1 we then set

iy (x) == x () (x) + (I — x(x))6(x);

(B.13) 1= Jpa-1x9
qv(x) = x(x)gx) + (1 — x (x)) ———=—.
fAf’Eé(l - X)

Now, create cy, py as in (3.6), (3.7) respectively. By construction of 6 in Lemma B.1, we
see that for any x € A‘jfl such that x (x0) = 1, with the 7 such that x0 = x;:

Ci/j(X) — Qr(xi)r(xf)(x()) _ er—l(i)r_l(j)(xr> _ 91] (x),

where the last equality follows from Lemma B.1. Thus, we see that ¢ is smooth in Ai‘l.
The rest of the conditions in Assumptions 1.1, 1.5 readily follow from Lemma B.1 as g, is
constant near the boundary of aAifil. (]

Funding. S. Robertson is supported in part by the National Science Foundation under
Grant number DMS-1613159.
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