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Abstract

In this article we consider, under a Lévy process model for the stock price, the utility
optimization problem for an insider agent whose additional information is the final price of the
stock blurred with an additional independent noise which vanishes as the final time approaches.
Our main interest is establishing conditions under which the utility of the insider is finite.
Mathematically, the problem entails the study of a “progressive” enlargement of filtration with
respect to random measures. We study the jump structure of the process which leads to the
conclusion that in most cases the utility of the insider is finite and his optimal portfolio is
bounded. This can be explained financially by the high risks involved in models with jumps.
Keywords: Asymmetric markets, markets driven by Lévy processes, enlargement of filtrations.

1 Introduction

The problem of asymmetric markets in continuous time mathematical finance has been considered
since Karatzas-Pikovski [21]. They dealt with a financial market where the underlying follows
a geometric Brownian motion model. An insider is an agent that has additional information and
therefore his portfolio policies are adapted to a filtration which is bigger than the filtration generated
by the Wiener process. The additional information is characterized through a random variable. If
this random variable is the final price of the asset in some interval [0, 7] then the insider makes an
infinite amount of money and there is arbitrage in the model. This situation has been corroborated
in various other situations by various authors (see e.g. Imkeller [17], Amendiger et. al. [1], Imkeller
et. al. [18], Grorud and Pontier [13], Grorud [12]). Furthermore the optimal portfolio of the insider
is highly oscillating as it depends on the difference %ZV(S)
is the final time and s is the current time.

In the financial economics literature, equilibrium models with insiders have been considered by
Back [3] which are mathematically different from the ones previously described. Notably these
models lead to a market where lawful insiders obtain a finite optimal utility.

Corcuera et al. [5] introduced a framework to study the behavior of an insider for markets
driven by a Wiener process where the information held by the insider changes dynamically through
time. Indeed the signal (or information) that the insider receives is biased by the addition of
an independent, time deformed Wiener process that disappears at time 7. This incorporates an
additional realistic feature to the model as information that lawful insiders have is usually not perfect
and changes through time. In this case, the optimal portfolio strategy for the insider depends on

Wp — Wy + W/ (T — 1))
T—t+(T—-1t)~ ’

, where W is a Brownian motion, T'
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where W’ is a Wiener process independent of W. The authors proved that if the rate at which this
additional independent Wiener process disappears is slow enough (a < 1), then the market does not
allow for arbitrage and the optimal utility of the insider is finite in [0,7]. Nevertheless one has the
undesirable characteristic that limsup,_,, 7*(¢t) = +oco0 and liminf, ,7 7*(¢t) = —oco. That is, the
optimal portfolio for the insider oscillates from —oo to 400 due to the law of the iterated logarithm.

In this article, we consider a further extension of the setting considered in [5] that corrects this
feature. In fact, the present article is an extension of this problem where models of the asset prices
are given by Lévy processes and where additional information is given by the final value of the
underlying in the time interval [0, T]. This interest is based on two reasons. First, to consider recent
extensions of models with jumps for stock prices (e.g. variance gamma models, hyperbolic diffusions
etc.). Second, to try to find models where the insider optimal portfolio is bounded a.s. and finally to
show that these optimal portfolios lead to finite optimal utility without having to add any additional
noise. The possibility of such a result can be understood from a financial point of view as follows.
Stochastic models for stock prices with jumps incorporate higher risks than the geometric Brownian
motion because of the existence of non-predictable jumps. Therefore, these jumps have an effect
in the future evolution of the underlying and are not known by the insider even if he/she knows
the final value of the price of the stock. If the size of such a jump is not known, then the only
possibility for the insider is to take a non-risky position investing only a percentage between 0% to
100% of his/her wealth in the stock. Therefore the insider is obliged to take a conservative behavior
expressed through his/her trading behavior and this will lead to a finite utility after appropriate
moment conditions.

Our mathematical discussion starts in Section 2 by setting up the main conditions on the enlarged
filtration, the semimartingale representation of the driving process in the enlarged filtration and by
rewriting the value process in logarithmic form.

In Section 3 we prove that if the portfolio values are in a bounded set then under enough moment
conditions utilities have to be bounded. We also prove that if jumps are all positive or all negative
in some random interval determined by stopping times in the enlarged filtration then the utility is
infinite. Similarly, if in any interval there are always positive and negative jumps then the utility
is finite. In this article, we consider exclusively the case of the logarithmic utility function from
Section 4 although some comments on the power utility function appear in Appendix 7.1.

From Section 4 on, we specialize our study to the case that the stock price is driven by a Lévy
process Z with Lévy measure v, the extra information of the insider is given by the final price of
the stock in the time interval [0, T] perturbed by a noise Z’'(g(T — -)) where Z’ is independent of Z
with the same Lévy measure and g is an increasing continuous function with g(0) = 0.

First, we verify that the hypothesis HI given in Section 2 is verified. In order to do this we have
to enlarge the filtration further as to include all jump sizes and then project into the filtration of
the insider. Then we conclude the section with two examples which show that the behaviour of the
Lévy measure around zero is crucial in order to determine if the maximal logarithmic utility is finite
or not.

In Section 5, we start studying the case where there is Wiener component in the Lévy process. We
show that if g~! is an integrable function then the maximal logarithmic utility is finite. Otherwise
if ¢ = 0 then finite maximal logarithmic utility can be obtained if there are positive and negative
jumps in the Lévy process. Otherwise the maximal logarithmic utility is infinite.

In Section 6, we consider the case where there is no Wiener component in the Lévy process.
Although this case may be of restricted application, the results in this section help to understand
that the inner structure of the jumps (that is, the values in the support of the Lévy measure) in the
Lévy process play an important role in characterizing if the maximal logarithmic utility is finite or
not. First, we start in subsection 6.1 to study the particular example of a compound Poisson process
with positive jumps all of the same size and negative jumps all of the same size. In this particular
case, we find that one can characterize the optimal portfolio as the solution of a non-linear equation.
This equation can be solved explicitly in this particular case and a detailed analysis of the optimal
portfolio and its characteristics can be carried out. Furthermore we see that the determination
of finiteness of the logarithmic utility of the insider will be related to the following fundamental
algebraic property of the support of the underlying Lévy process: If the insider knows the final



value of the Lévy process can he/she deduce that the only way to get this final price is through a
sequence of positive or negative jumps? If not, then the utility will be finite and optimal portfolios
will be bounded. Otherwise, there are possibilities that the utility will be infinite and the arbitrage
opportunity is usually obtained by trading on the jumps that happen throughout the time interval.

In the general case of a pure jump Lévy process the equation characterizing the optimal equation
can not be solved in general and we have to study the properties of the possible solutions in other
ways. This is done in subsection 6.2 for the case that the Lévy process has positive and negative
jumps. In order to better understand the structure of the results we present the statements of the
results in subsection 6.2 and the proofs in subsection 6.3. We close the article with the case of Lévy
processes with only negative or positive jumps.

From the above arguments, it is clear that many results could be stated in the full generality of
Poisson random measures. Nevertheless, we have preferred to state them in the Lévy process case
to avoid further technicalities and because this setting is more common in recent financial models.

In this article we will use the notations Ry = (0,00), R_ = (—00,0), Ry, = (a,00) and R, =
(—o00,a). Foraset A C © and w € O, either I(A)(w), Ia(w) or I4 denote the indicator function
of the set A. A€ denotes the complement of the set A. For the value of a stochastic process X at
time ¢ € [0, T, we use the notation X (¢) or X;. #(A) stands for the cardinality of the set A. For a
measure v, we denote v4(-) = v(-NR;) and v_(-) = v(-NR_). B(R) denotes the collection of Borel
subsets of R. Constants may change from one line to the next although the same symbol may be
used.

2 Market model, hypotheses and the wealth process

In this section we give the general set-up for utility optimization of insider agents in a market driven
by a Lévy process. The study of utility optimization for markets with Lévy driven asset prices is
well known and there are a number of references on the subject. Just to mention some, see Kunita
[23], Framstad et al.[9], Corcuera et al. [6] or Goll and Kallsen [10], [11].

Let (Q, Fr, P) be a complete probability space with a right continuous increasing family of sub o-
fields 7 = (F¢)¢ejo,7) of Fr such that all of them contain all the P-null sets. We denote by N (dz, dt)
and v(dz)dt a stationary Poisson random measure on R x [0,7] adapted to this filtration and its
compensator, i.e., EN(A, B) = v(A)|B| for Borel sets A and B, where |- | denotes the Lebesgue
measure. For a Borel set A satisfying v(A) < oo, we define N (A4, [0,2]) = N(A4, [0,t]) — v(A)t, which
is a martingale. We assume that supp(v) # 0 and

/ lz| V 2%v(dr) < 0. (1)
R

In general, the Lévy measure v satisfies fR 1Az%v(dr) < co. The assumption (1) is slightly stronger.
Some of our results are valid under the assumption (1), while some others are valid under weaker
assumptions. We assume (1) in order to simplify the statements of our results but we retain the
following general definition of Lévy process so that the reader may easily realize which results can
be generalized. We also remark that v({0}) = 0.

Let Z be a Lévy process defined by

¢ ¢
Zy =Wy + / / xN(dz,ds) + / / xN(dz,ds).
0 Jiz|<1 0 Jz|>1

where ¢ > 0 and t € [0,T]. The stock price S is given by

51 svew (1 2)14.2). .

for b € R and Sy > 0. We define p:=b — f\r\<1 zv(dz). Note that |u] < oo due to (1).
For more information about Poisson random measures and related details and notation, we refer
the reader to Tkeda-Watanabe [14], Chapter II, Section 4 or Applebaum [2], Chapter II, Section 2.7.



The main objective of this article is to compute the optimal portfolio for the insider with infor-
mation characterized by a filtration G" = (G¢)¢ejo,r) satisfying the usual conditions and G’ O F' =
(Ft)tepo,r)- This insider is sometimes called the G’-investor. As a particular case, we will also ob-
tain results on the F-investor. Note that the reason for using the notation G’ is because we are
not considering the right end of the interval [0,7]. Throughout the article we use the following
assumption

Hypothesis I (HI): We assume that there exist a filtration H' = (Hq)icjo,ry) 2 G' satisfying the
usual conditions, such that the following is satisfied
(i) There exists an H'-adapted o-finite random measure Fy(-,w), t € [0,T), w € Q.  That is, for
all t € [0,T) and a.s. w € Q, A — F(A) is a o-finite measure on (R, B(R)). Furthermore, for
Ae By:={A € BR): E(F,(A) < oo forall t €[0,T)}, F.(A) is a jointly measurable H'-adapted
process with right and left limits.

(ii) For A € By, define M(A,[0,t]) := N(A,[0,¢t]) — fot Fs(A)ds, t € [0,T). Then M(A,[0,]) is
an H'-martingale.
(iii) fot f|:1;\§1 |z|Fs(dx)ds < 0o a.s. for all t €[0,T).

(iv) There exists an H'-adapted process {B(t);t € [0,T)} with fot |B(s)|?ds < oo a.s. forallt €[0,T)
and B.=W.— [, B(s)ds is an H'-martingale.

Note that under hypothesis HI, S is an H’-semimartingale. We also remark that the number of
discontinuities of the process F(A) is at most countable and therefore Lebesgue integrable. Now,
we briefly describe the allowed portfolio strategies for the G’-investor. For a general description of
portfolio strategies and their associated wealth processes, we refer the reader to part III of Cont-
Tankov [4].

Definition 1 We say that « is an admissible portfolio (1 € A= A(H',G")) if m is a G'-predictable
real valued process such that there exists a unique solution, V™ =V, to the wealth equation

t
s— Vi
v;f:1+/ Ts=Vsm s, (3)
, S

which satisfies that for all t € [0,T), V; > 0. Furthermore the following quantities are finite a.s.
for allt €10,T)
t
AT (1) ::/ |ms|? ds < o0 a.s.,
0

AT (1) ;:/0 /Ruogu +(e® — D)my)|Fy(da)ds < oo a.s.,
AL (t) == /0 /| \<1{10g(1 + (€% — 1)m,)}2Fy(dx)ds < o0 a.s.,

and

AL (t) = /0 /z|>1 [log(1 + (e® — 1)ms—)|N(dx,ds) < oo a.s.

Note that in order that a portfolio 7 € A under hypothesis HI, it is necessary that

P ( R (¢ - )m < —1))ds = o) —1
0

T—
P (/0 /R]I({:r 2 (e® = D7y < —1})N(dz,ds) = 0> =1

The above definition needs some financial interpretation. We briefly give an informal discussion.
Let 7° and 7! be two R-valued G’-predictable processes which represent the quantities (in shares)

and



invested in the bank account and the asset respectively where negative quantities are interpreted as
bank borrowing and short selling respectively. Without loss of generality, suppose that the interest
rate on the bank account is 0. Then the value process of the portfolio 7 = (7%, 7!) is defined as
Vi =l + n}S;. We say that 7 is self-financing if dV; = w/_dS; is satisfied.

Assume that the portfolio 7 is such that V; > 0 for all ¢ € [0,T) and let 7; := 7} S;/V; denote the
proportion of total wealth invested in the underlying asset S. Note that 7 is a process taking values
in R where values bigger than 1 are interpreted as borrowing from the bank and values smaller than
0 are interpreted as short selling.

Then we have that (1 —m;)V; represents the total amount of money invested in the bank account
and m;V; represents the total amount of money invested in stocks where these quantities may be
negative.

In the above definition we have called 7 the portfolio process rather than @ which will not be used
again. This procedure allows the reduction of the number of variables in the portfolio optimization
problem.

If the portfolio 7 is self-financing then we have that the equation describing the wealth process
is the one given by (3).

The reason why all the hypotheses are stated in [0,7) will be clear in Section 4. In short, this
is done to adapt to the case of insiders whose information is related to an event that is completely
revealed at time T'. Therefore the utility up to that time may explode which is related to the fact
that the above hypotheses are assumed on the interval [0, 7).

Next we prove the existence of an alternative expression for log(V'(t)) that will be easier to
handle. This is obtained after applying Itd’s formula (see for example, [20], Chapters I and II) In
order to apply this formula we need to use the integral assumptions made in the definition of the
set of admissible portfolios A. Its proof is left to the reader.

Lemma 2 For m € A we have that log(V;") = R™(t) = R(t), t € [0,T) where

R(t) = /Ot cwsst-l-/ot/Rlog(l—i—(egE — 1) 7,_) M(dw, ds)

# [ esonm - Gazhass [ [og(1+ (e - m) Ranas

This expression gives the semimartingale decomposition of the so-called “return process” R in
the filtration H’. This will be useful when calculating the utility.

In order to define the utility associated with admissible portfolios, we need to consider the
following sequence of localizing stopping times.

Tp, = inf{¢t; max{AT (t);i =1,...,4} > n}.

It is standard to prove that if m € A, then 7, — T as n — co.

The main objective of this article is to maximize u(t,m) = sup,, un(t,7) where u,(t,7) =
E[U(Viar, )], U(x) =log(z) and 7 € A and to determine whether the optimal logarithmic utility
is finite or infinite. Nevertheless many of the results can be expressed in a larger generality.

3 Finite and infinite utility

The goal of this section is to state under certain generality, conditions which ensure that the maximal
logarithmic utility is finite or infinite. In this section, the Lévy characteristics of the process Z are
not essential and only the support of the compensator Fs(dz) is used in order to characterize if
the maximal logarithmic utility is finite or infinite. Our first result states that if there exists the
possibility that the insider will view the price dynamics in a predictable random time interval as the
result of jumps of only positive or negative type, then there is a portfolio which uses this fact that
leads to a utility which may be as big as desired. Therefore the maximal utility will be infinite. This



basic principle appears recurrently in our proofs. The discussion on finite utility will appear in and
after Corollary 5.

For this, we need to introduce the following hypothesis HIIy for k£ =0, 1.
Hypothesis HII,: There exist G’-stopping times 0 < 7' < 72 < T and a G'-predictable non-
negative bounded process T2, s € [0,T) so that

E{/: /RTEH{(—l)kx < O}Fs(dac)ds} —0,

E[/ / TEI{(~1)%z > O}Fs(dx)ds} > 0.
1 JR

Proposition 3 Assume HI and ¢ = 0. Let U(z) = log(x) or U(z) = x* for a > 0. Then, we have
the following two results.

(1) Assume HIIg and that for every nonnegative constant 7, the portfolio m(s) = T, 1,)(s)YE
admissible with E[U(VF)] < co. If > 0 then the mazimal utility of the G'-investor is infinite.
(2) Similarly, assume HII; and that for every nonpositive constant portfolio 7, the portfolio m(s) =
Tl(r1,72)(s)YE is admissible with E[U (V)] < oo. If p < 0 then the mazimal utility of the G'-investor
is infinite.

8

Proof We will only do the proof of (1) as the proof of (2) is similar. First we remark that in

this case there are no negative jumps in the interval [r1,72]. In fact, j;sm-l [Ir_(2)YBM(dz,ds) =
tt/i\:l JIr ( 2)YBN(dx,ds) is an increasing martingale, therefore equal to zero for almost all w.

Note that, as ¢ = 0, the return process can be written as

tAT?
R™(t) :/ <7‘rTfuds+/ log(1 + (e* — D)aYE)M(dzx, ds)
t

AT R+
+/ log(1 + (e* — l)wa)Fs(da:)ds> > 0.
Ry

From here, it is clear that the return process R™ is increasing in @ and RY 1 oo as © 1 oo for
t € (71, 72] with positive probability. We have by It6’s formula that

u(T, )
= E [U (exp(R™(T)))]

— U+ E / " U (exp(R7(s))) exp(RT (5)) 7Y B s

/ / (14 (" = DATB) exp(R™(s))) —U(exp(R”(s))))Fs(da:)ds].

Note that each of the above integrands is non-negative. Letting 7 — oo then for T2 > 0, # > 0 and
U(z) = log(x) or U(x) = z* for a > 0 we have that as @ — oo then with positive probability

U ((1 + (e — l)ﬁTf) eXp(Rﬁ(s))) -U (exp(Rﬁ(s))) — 0.

Finally using the hypothesis HIIg, we obtain that u(T,7) — oo by Fatou’s lemma. O

It is clear (by straighforward application of the definition of FLVR, see [7]) that the above proof
also proves the existence of a free lunch with vanishing risk.

We now give conditions which ensure that bounded portfolios have finite logarithmic utility. We
introduce the following hypothesis :

Hypothesis HIII : If ¢ # 0, then we assume that E [fOT |ﬂ($)|d8:| < 00.



Proposition 4 Assume that HIII holds. Let U(z) = log(x) and m € A be an admissible portfolio
such that there exists a positive constant M with |7(s)| < M for almost all (s,w) € [0,T] x Q. Then
the logarithmic utility uw(t,7) < Cpr for allt < T and some positive constant Cpy.

Proof First note that for the G-stopping time o,, = inf {t; fot o<1 2| Fs(dz)ds > n} ;

TACh TNonp
I [/ / (| P (d)ds / / |z|N(dx,ds)] < 0.
0 l|<1 0 |z|<1

Taking monotone limits with respect to n 1 oo we have that

/OT /Ioclgl |w|Fs(dac)ds] = /OT /1:|§1 |z|v(dz)ds < oo.

Therefore, we also obtain that

=K

E

E

T
/ / |x|PFs(dz)ds| < oo for any p > 1.
0 |z|<1

In the following arguments we will use the inequalities
log(1+ (e* —1)y) < zy
for y € (—00,0]U[1,00) and 1+ (e® — 1)y > 0, and
[log(1 + (" = 1)y)| < || (4)

for y € [0,1] and 1+ (e* — 1)y > 0. To prove the first inequality it is enough to find an upper
bound to the function f(z) = 1+ (e* — 1)y — ™ and for the second, one uses the functions

filz) =1+ (¥ — 1)y — eVl for i = 1,2,
Using HI and Definition 1, we have that E Uot/\r” Jplog (1 + (e* — 1)m) M (de, ds)} = 0. There-
fore we bound the logarithmic utility, using Lemma 2, as follows,

2

un(t,m) = E UOW" ((u +eB(s))ms — %ﬁg)ds

" thAT"LA;{log<1+-<ez - ) Fi(do)ds| 5)

2

[ (e eptom, - S

—|-/|x>1(1:7rs) v \x|Fs(dx)ds+/

o<1

<E

(" — 1)773F3(dx)ds}] (6)

<OyFE

/Ot ((|M|+c|ﬁ(s)|)ds—|—/R|xFs(da:)ds)] < 00

for all t € [0, T] where C) is a positive constant depending on M. The above sequence of inequalities
follow from (4), |e* — 1| < c|z| for |z| < 1, the hypothesis HIII and (1). Finally one takes the
supremum with respect to n. O

We will frequently use this Proposition in order to prove that the maximal logarithmic utility
for the G’-investor is finite. In fact, if all admissible portfolios are bounded by a uniform bound M,
then as the utility is bounded by Cj; then the optimal logarithmic utility is bounded by Cj; and
therefore finite.



Corollary 5 Assume HIIL. Moreover, assume that there exists a constant a > 0 such that for all
s€[0,7)

E| [ {(-1)*z > a)}F,(dz) / Gs| >0 (7)
J /9]

a.s. for k = 0,1. Then the maximal logarithmic utility of the G'-investor is finite. That is,
SUPre A, B [log(VF)] < oo.

Proof Here is enough to note that under the above assumption (7), we have that any admissible
portfolio is bounded by a universal constant. In fact, for any = € A, we have that E [AT(t A 7,)] < 00
for all ¢ € [0,T) and assuming without loss of generality that for all s € [0,7) and any € > 0,

B {/R]I{a bes (—1)fa > a)}Fs(da:)/gs] >0,

we obtain that (1 —e%)~! <7, < (1 —e7%)~! for almost all (s,w). In fact, suppose by contradiction
that £ Uot s> (1—e %)t — r}ds} > 0 for some ¢ € [0,T) and consider for any sufficiently small
r>0

E VOW" Ir, > (1—e %) =7} /R llog(1+ (¢ — D)my)[I{a + & > —a > a} Fy(dz)ds
<B[ [ [ Dog( + (¢ — 1yra)|Fu(dr)ds| <.
0 R

On the other hand, on the set {m; > (1 —e™ %)™ —r}n{a+e>—z>a}
[log(1 + (" — 1)my)| = [log((1 —e™)r)

goes to infinity as 7 — 0. Therefore

tATn
E [/ rs>(1—e ) —r}lds| =0
0

which clearly goes to leads to a contradiction. Letting n — oo and r — 0, we obtain that m, <
(1 —e=®)~! for almost all (s,w). The other inequality is obtained in a similar fashion. Therefore
the result follows from Proposition 4. O

In particular, note that the above implies in particular that sup,¢ 4(g.gr) E [log(VF)] < co. We
will see later in Theorem 13 an extension of Corollary 5 when a is replaced by a stochastic process
(or even a function of time). An example where a depends on time and the logarithmic utility is
infinite for the case that Z is an additive process exists'. For more results of the above type for
power utility functions, see Appendix 7.1. Now we state the above results in the particular case of
the small investor.

Corollary 6 For the small investor, i.e. G = F, the following assertions hold.

a) Assume that ¢ = 0 and § # supp(v) C Ry. Then the mazimal logarithmic utility for the F-
investor is either infinite or finite according to p >0 or pu < 0.

b) Assume that ¢ = 0 and O # supp(v) C R_. Then the mazimal logarithmic utility for the F-
investor is either infinite or finite according to p <0 or 0 < pu < co.

c) If supp(vy) # 0 and supp(v_) # 0 then the mazimal logarithmic utility for the F-investor is
finite.

Proof Since Fy = v and HIII is trivially satisfied then ¢) follows from Corollary 5. Now, we prove
a). Note that any constant 7 is admissible, therefore, by Proposition 3 (1) the maximal logarithmic
utility is infinite if p > 0.

IPlease contact the authors if interested.



Now, assume that g < 0. Then the logarithmic utility for small investor is given by

wun(t,7) = E [/Own (mrsds + /R(log(l 4 (e - 1)775)1/(dx)ds)] .

We define the function f : [(1 — e®+ )™, 00) — [~00,00) by

fy) = py + Rlog(l + (e” = Dy)v(dz).

Then f is twice differentiable and we have

W =n+ [ v Q

() = —/]R (He;w__ll)y>21/(d$) <0

The last strict inequality comes from the assumption supp(v) # 0. Hence f’ is strictly decreasing.
Denote by a; = sup{supp(v4)}.
Note that the above integrals in (8) are well defined in the case that ay < oo and y € ((1 —

m’ <y~ ! for
|z| > 1 and y > 0. Therefore the domain of definition of f and its derivatives include ((1—e®+)~!, 00).
At the point y = (1 — e+)~! there are two possibilities. Either the function is —oo or it is finite.
Therefore, we interpret the domain of f as the domain of the extended function. A similar remark
applies to the derivatives.

Then the domain of f is given by (1 — e‘“r) 1<y < oo As pu <0, then limyreo f/(y) = 1 < 0.
Hence, f(y) has a maximum in [(1 — e®*+)~1 oc0), thh is independent of w. Hence the optimal
logarithmic utility is finite and equals max{f(y); (1 —e®)~! < y}. The proof of b) is similar to the
proof of a). O

e+)~1 00). In the case that a, = oo these integrals are also well defined as ‘

4 A larger filtration and finite utility with blurred informa-
tion

In this section, we proceed to show explicit situations where the results in the previous section apply.
In particular, we will consider the case where a perturbation of the final value of the stock price is the
additional information of the insider. We consider the maximization problem under the logarithmic
utility function.

Throughout this section we assume that Z’ is a Lévy process of the form

t t
Zy = W, +/ / xN'(dz,ds) +/ / xN'(dx,ds)
0 Jlz|<1 0 Jlz[>1

independent of Z, where N’ is a stationary Poisson random measure with compensator v(dz)ds,
N'(dz,ds) = N'(dx,ds) — v(dz)ds and W' is a Wiener process. Furthermore, we assume that W,
W', N and N’ are mutually independent.

The above setting still allows the application of our results to most of the jump type models such
as the variance gamma model among others. Hence to avoid cumbersome statements we have not
pursued the greatest generality in some of the results to follow.

From now on, the insider at time ¢ knows a perturbation of the value S(T) or more explicitly,
Z(T)+ Z'(g(T — s)); s < t. Therefore we define

Ge =TV o(Z(T)+ Z'(g(T —s));s <t)

where g is a positive continuous increasing function with g(0) = 0.



The filtration G is further enlarged using all the jump structure of the Poisson random measure
in Z(T)+ Z'(g(T — s)) in the following way,

H, = F,V o(W(T) + W (g(T —w));u < t)
V o(N(A,[0,T]) + N'(A, [0, (T — u)]); A € B(R),d(A,0) > 0,u < t).

Here, d(A, 0) is a distance between the set A and the origin 0. The reason for this further enlargement
is clear from the following Lemma where we verify that Hypothesis HI is satisfied. That is, we will
prove that Z is an H'-semimartingale and therefore by Stricker’s Theorem Z is a G’-semimartingale
and its semimartingale decomposition will be a projection of the corresponding one in #H'.

Lemma 7 Hypothesis HI is satisfied with

g, = W) — W) + W(g(T — 1))
b T—t+g(T—1) ’

M(dz,dt) = N(dz,dt) — Fy(dzx)dt,

T

N(dz,du) + fog(Tft) N'(dz, du) (10)
T—t+g(T—1) ’

Proof The verification of HI(iv) for W can be found in Corcuera et al. [5], Example 1 (see also
Remark 9 below). Although the result for Z’, which is not necessarily identical in law with Z, is
given in [22], we give the proof here in this simple case for the reader’s convenience.

F; clearly satisfies (i) and (iii) (see Remark 8 below). We only need to check (ii). Let s; = £ for
i=0,..,nand {A;}]_; with

A;NA;=0fori#j, and d(4;,0) >0for j=1,....n
and define
X = (X;)i=1 = (N(4;,(0,11))7=1,
Y = (Ys;)j—1 = (N'(A;,(0,9(T — s5)]) -

Let ¢(z1,...,2,) = H?:l e where §; € R for j = 1,...,n and i = \/=1. We have for
s<u<t<T,CeBR)with d(C,0) > 0 and any bounded Fs-measurable random variable A,

E[¢(X +Y)hN(C, (u,1])] (11)

= Elh, H exp {i0; (N(A4;, (0,u] U (t,T]) + Yy, + N(C°N A;, (u, 1)) }]

x E Zn:N(CﬁAj,(u,t])+N(CH(UZ:1Ak)C7(u,t])

j=1
x [ [ exp{it; N(C 1 Aj, (u, 1))}
j=1
Using the Lévy-Khintchine formula and its derivative we obtain

E[¢(X +Y)hN(C, (u,1])]

n

= (t—u) | DO A +1(CN (Ui A) | BB + V)

Jj=1

10



and similarly

E [(b(X + Y)hsN/(Cv [O?g(T - U)D]

J=1

= (T — ) (Z (0 N A;) +v(C N (Uz_lAk)C)) El¢(X +Y)hy].

Letting ¢ = T in (11) and adding the two previous equations, we have

E[(N(C, (u,T]) + N'(C, [0, g(T — w)])) ¢(X + Y)hs]

= (T —u+ g(T — u)) (Z e?u(C N Aj) +v(CN (uAj)C))) E[¢(X +Y)h].

=1
Hence we have

(u, T]) + N'(C,[0,9(T — u
T—u+g(T—u)

E[$(X + Y)hN(C, U N© )])dw(x + Y)hs} .

Therefore, we have that

E[N(C, (s, 1) /M) = / E

N(07 (u, T]) + N/(C7 [079(T — u)])
T—u+g(T—u) /Hsldu.

Finally this proves that

N(C,(u,T]) + N'(C,[0,9(T — w)])
(04 / —u+g(T u) .

is an H’ martingale for all C € B(R) O

Note that the measure Fs(dx) besides being a compensator also behaves like a jump measure on
F. This point is stressed in the following remarks.

Remark 8 For a given F-predictable process h, we have that for the positive increasing function g
with g(0) = 0, introduced at the beginning of Section 4 and any t € [0,T)

a) If B [fot Jz |h(, s)]| I/(dx)ds] < oo, then

E [/Ot/Rh(x,s)(Fs - y)(d:c)ds] —0
} <9F [At4|h(x,s)|u(dx>ds}.

and
|

b) IfE [fg Je |h(m,s)\21/(d:r)ds} < o0, then

h(z,s)(Fs — v)(dx)ds

E /Ot (/Rh(x,s)(Fs—u)(dm> ds| = [// Z‘f; 3 (dm)ds},
and
el[(f h@,s)wz))?dsl
_E /Ot{/RT_ff’gi);_s)y(dx)dH (/Rh(a:,s)y(dx)f}ds]. (12)

11



Remark 9 (8 in Lemma 7 satisfies HIII since

T
E / 18,|Pds
0

T
:C/ (T — 54 g(T — 5))P/%ds < oo
0

for0<p<2.

5 Logarithmic utility in the case ¢ # 0 (Lévy process with
non-zero Wiener component)

The next result is a general theorem which shows that the logarithmic utility is finite regardless of
the jump structure (i.e. supp(v)) if the speed at which the blurring noise dissapears is slow enough.

Theorem 10 Assume that ¢ # 0. If fOT g(T — s)~tds < oo, then the mazimal logarithmic utility
for the H'-investor is finite.

Proof As in Proposition 4, we define 7, = inf{t; max{A7(¢);7 = 1,...,4} > n}. Then, using the

inequality log(1 + (e® — 1)y) < (1 +y) for > 0 and y > —(e* — 1)~! and as in (5), we have that
for a H’'-adapted admissible portfolio 7 the following inequality is satisfied.

un(t,m) < E [/OMTn ((b—l— cB(s))ms — C;Wf)ds} —F /OMTn s /z|<l av(dzx)ds

tATH tATH
/ 715/ (e" —1)Fs(dz)ds| + £ [/ (1 +7TS)/ Z‘Fs(d(I})dS] = ul(t,7).
0 z€(—00,0)U(0,1] 0 xz>1

ul(t, ) is a value function for H’-adapted portfolios Which can be maximized explicitly for ¢ # 0.
In fact, the optimal portfolio for the utility function ul (¢,) satisfies

+F

[ = i ¢ - xv(dx
w = g{Oreso) - [ avan
+ /Le(oo oo (e — 1)Fy(dx) + /m>1 th(dx)}. (13)

Now to prove that the utility sup,, ul(¢,7°) is finite, we use the moment hypothesis in our

statement. In fact, replacing (13) in ul, we have
T
/ / xFs(dx)ds| . (14)
0 r>1

/ w0y

For the last term in (14), using Remark 8, we have that

el [

Note that E [fo 2als} < 0o by the assumption fo —8)7lds < oo. Note also that

| (fpian)s
/ 1ds/szxda: /m (d2)) * <o

12
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because of (12). These estimates guarantee the finiteness of the first term in (14). 0

In the case that foT g(T — s)~1ds = oo, both finite and infinite maximal utility can happen.
The following two theorems treat each case. The next theorem also contains the case ¢ = 0 but we
include it here.

Theorem 11 Define L(s) = Z(T) — Z(s) + Z'(g(T — s)). Assume that v # 0 and that for any
s € [0,T), L(s) has a strictly positive density in R then the optimal logarithmic utility of the G’-
investor is finite for any g.

As the proof of the above theorem is quite related with the notation and ideas of Section 6.2, we
give its proof in section 6.3.

Theorem 12 Suppose that ¢ # 0, g = 0. Furthermore assume that either
(1) supp(v—) =0 or

(2) supp(v) = 0.

Then the mazximal logarithmic utility of the G'-investor is infinite

Proof (1) Let A? ={w:0<pu+ % < n}. Define the following portfolio,

Z(T) — Z(s)
T) Tan

Ty =7 (M +
= (1 + cB(s) + &(5)) Las

with 0 < v < (¢? —I—A)_l, A= [pa*v(dz) > 0 and {(s) = % — ¢fB(s). Then 7™ is non-
negative and G’-adapted. Furthermore as there are no negative jumps and 0 < 77 < yn then 7" € A.

Furthermore, since fol av(dz) < oo, the utility (see (5)) can be written as

ult,7") = /Ot {E [(u + c(s))" — % (ﬂ)?] +E [/R log(1 + (e* — 1)77?)Fs(dx)] } ds.  (15)

Using the inequality log(1l + (e* — 1)y) < z(1+y) for =, y > 0 (see (4)), we have that for fixed
n,u(t, ) < oo for 0 <t < T. Also note that the last term in (15) is always positive.
Now we prove that limp limy, o0 u(t, 7™) = +00. In fact, note first that

t 02 2 2
supu(ty 1) 2 B | [ 504 B0 Turesiosor i+ 56N [66) - S5 (s 8(5) + ) ).
Now it is enough to note that

2
. C
lim(T' — s)E [(+ eB())*Turepz0p] = 5 > 0. (16)

The above follows as (3(s) is a Gaussian random variable with mean zero and variance (T — s)~ 1.

Next, we have that for any € > 0,

lsn( — )4+ Bl + ()| [€(5)] = 0 (17)

This follows using the independence of the Brownian motion and the jump part of the Lévy process
and an explicit calculation with Gaussian densities and Remark 8. Similarly,

2
h%l(T —s)E [(u +cB(s) + E(s)) } =c?+ A,
In conclusion, we get that there exists € > 0 so that

T 2 (1 — 214
liTDérlsup u(t, ") > C +/ e wds

= Q.
T—¢ 2 T*S

13



Hence the conclusion follows. The proof of (2) is similar. 0

In the next Theorem, we weaken the hypothesis of Corollary 5, to conclude that the insider’s
logarithmic utility is finite. In this extension, a is a bounded random process satisfying certain
moment properties. Although the result does not use the fact that ¢ # 0, we include it here.

Theorem 13 Assume that for some € € (0,1/2) and k = 0,1 and for any s € [0,T)

E UR]I{U)% > a,(T — 5)1/26}Fs(dx)/gs} >0 a.s. (18)

Here a is a bounded strictly positive G-predictable process satisfying sup¢o 1 E[as_(2+6)] < oo for
some § € (0,2¢(5 — €)~1). Then the optimal logarithmic utility of the G'-investor is finite for any
function g.
Proof As in Corollary 5, we have that for any admissible portfolio process

(1= e T <) < (1 e T (19)

for almost all (s,w). Therefore using the inequalities |1 — e"”\_l < Caz~!forz € (0,C1) (here C > 1
and e=“ — C~! > 0) and (e* —1)~! < 27! for > 0 and assuming without loss of generality that
as(T — 5)1/2*E < (1, we have that there exists a positive constant Cr such that

T T
E / |m(s)[*Tds| < Cp sup Ela;®9] / (T - s)(2+5)(67%)ds < 00 (20)
0 s€[0,T] 0
and
T T 1/p T 1/q
E / |ﬁs7r(s)|ds] < (E[/ |ﬁs|pds}> (E[/ st|qd8}>
0 0 0

for p = %7 g =2+ 0. We see that due to Remark 9 and (20), the above quantity is finite as p < 2.

To prove that the utility is finite we prove that each term in the expression (6) is finite. Consider for
example the last term in (6). This gives, after using Remark 8 and the inequality |e* —1] < (e—1)|z|
for |x| <1 that there exists a positive constant Cy such that

E[/OT /z|<1 (e“’—l)ﬁst(dx)ds]

T
g(e—l)/o E (aS(T—s)l/Q_e)_l/ || Fs(dx)

lz[<1

2
T T
<Co| sup E[a;?] / (T — 5)% ~'dsE / <(T - 8)5_61/ x|FS(dx)> ds
s€[0,T] 0 0 |z|<1

< o0

ds

1/2

where, 0 < € < e. The previous to the last term in (6) is treated using the inequality (zm,) V |z| <
|xms| + || and the first term is treated using (20). O

Note that if min{r(0,¢),v(—¢,0)} > 0 for all € > 0 then the condition (18) is satisfied (see the
proof of Theorem 17-1).

The results obtained in this section for the case of logarithmic utility for Lévy processes with
Wiener components are briefly summarized in the following table:

support of v g=0| g(s) =s* | small investor
supp(v) C R4 =00 | <00 < 00

supp(v) C R_ =00 | <00 < 00

supp(#) N Ry Z0

and <oo | <o < o0

supp(v) NR_ # 0

14



The last column corresponds to the optimal logarithmic utility of the small investor. The first two
results are obtained through an analysis of (6) in this particular case. The last result in the last
column is a particular case of Theorem 11. The previous two correspond to the optimal logarithmic
utility of the insider first without blurring (¢ = 0) and then with blurring. In this table one supposes
that there is a non-zero Wiener component in the Lévy process (i.e. ¢ # 0) and o < 1. The case of
Lévy processes with no Wiener component is summarized in a table at the end of Subsection 6.2.

6 Logarithmic utility in the case ¢ = 0 (Lévy process with no
Wiener component)

In this section, we assume that ¢ = 0. Before going into the main results of this section, we will
describe the illustrative example of a compound Poisson process with two types of jumps. In this
case the calculation is explicit and shows that the values of the possible jumps (the so called “effect
of the jumps structure”) is an important issue to determine if the logarithmic utility is finite or not.

6.1 The example of a stock price driven by a compound Poisson process

Let us suppose that we are given two independent compound Poisson processes Z and Z’ which
have only two types of jumps. One of size a; > 0 and the other of size a_ < 0.

Denote the intensity parameters for each type of jump by Ay > 0 and A_ > 0, respectively.
As before, recall that N and N’ denote the Poisson random measures associated with Z and Z’
respectively. So,

2= Y [ aNtahi zi= ¥ [ aN(a)a).

pe{+,—} pe{+,—}

Then the stock price model is S(t) = Spexp(bt + Z;). There is an insider in the market who
has information, at time ¢, about the final value of the stock in the form of Zp + Z{; (T—1) where
g:[0,T] = [0,9(T)] is a continuous strictly increasing function with ¢g(0) = 0.

Mathematically, this means that the insider has an additional information flow of the form
G =F:Vo(Z(T)+ Z'(9(T — s));s < t). Then we define, as before

He=FiVo(N({ap}, [0,T)) + Ny({ap}, [0, 9(T = s)]); s < t,p € {+,—}).

Note that G; C H;.

The goal of this example is to show that if the insider has information about the number of
jumps left to happen in the future of the stock price then he can create an arbitrage in the market.
Otherwise, the optimal utility is finite and the optimal portfolio is bounded. In this section we
provide sketch of the proofs and no detailed calculations?. Furthermore given that there is no
need for compensation of Z or Z’' the set-up is slightly different from other sections. The trivial
modification of replacing p in the previous results by b in the present model with ¢ = 0 (therefore
hypothesis HIII is not needed) yield the corresponding results for the model in this section.

We start with the following result which is satisfied when a,a”"" € Q.

Result 14 The filtration H satisfies hypothesis HI. Furthermore assume that there exists k1, ko € N
such that kyay + kea— = 0. Then the optimal logarithmic utility of the G'-investor is finite. In the
particular case when a_ = log (2 — e%+) with a4 € (0,log2), then the optimal portfolio is given by

er(S) Zfb > 07
T(s) =3 Fgp=()e =17t ifb=0,
y—(s) ifb<0

2Please contact the authors if interested on detailed calculations.
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where for p € {+,—}
Yp = GP(BﬂL(S)vB*(S)) )

T+y Tty 2 T—vy 1
Grley) = -5 +p\/< 2% > e —1) T e —1p2
T 9(T'—3s) arr
B, = By(s) = E ( J; N({ap};m;f; - z)v ({ap}, dw) / gs> .

Proof By Lemma 7 one has that Hypothesis HI is verified. That is, for

N({z}[0,4]) - / Fy({z})ds

is an H-martingale for x = a4, a_ where

T - w g(T—s) A7/ " u
Fu({a)) = J, N({ };l_);f(;(T_Sf;f({ ). du)

Next, we will prove that for any x € Nay + Na_ such that P(Z(T) = z) > 0, we have
Bi(s) >0and B_(s) >0 for all s € [0,T) a.s.

In fact, the above follows from two assertions. The first is that if P(Z(T) = z) > 0 then it means
that there exists ky,k— € N such that kyaq + k_a_ = z (in fact, due to the hypothesis there exists
an infinite number of such pairs of natural numbers). Clearly, for the same k, k_ we have that as
the support of simple Poisson random variables is NU {0} then

PZ(T)+ 29T ~9)=2)= [[ PO {ap},[0.7]) + N ({ap},0,9(T — s)]) = ky) > 0.
pe{+,—}
Actually, one also sees that the support of Z(T') and the support of Z(T) + Z'(g(T — s)) are the

same for all s € [0,T). The second assertion which has a similar proof, states that for all k£ < k, we
have

P (N ({ap}, (5,71 + N'({ap}, [0, 9(T = 5)]) = k; Z(T) + Z'(9(T — 5)) = x) > 0.
Therefore for all s € [0,T"), we have
E[N ({ap}, (s, T]) + N' ({ap},[0,9(T = s)])/ Z(T) + Z'(9(T - 5))] > 0.

Therefore, B, (s) > 0 and B_(s) > 0 for all s € [0,T) a.s.

Therefore by Corollary 5 (note that here ¢ = 0, therefore HIII is not required), the maximal
logarithmic utility of the G’-investor is finite.

Finally to characterize the optimal portfolio one considers the expression for R in Lemma 2,
which conveniently modified for our case leads to the study of the function

fs(m) =br + /Rlog(l + (e — 1) 7) E[Fs(dz)/Gs] .

Here
E[Fy(dx)/Gs] = B+ (s)da,y(dx) + B_(8)d(a_;(dz),

where dy,y(dx) denotes the point mass measure. Therefore

folmy=br+ Y log(L+ (" — 1)m) E[Fi({a,})/Gs]-

pe{+,—}
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This function f satisfies that lim,_, 4 e+ _1)-15 fs(m) = —o0, therefore the optimal portfolio value
is the solution of f!(m) = 0. Then the equation characterizing the optimal portfolio is

(e —1)
1+ (e+ —1)y

(1 —et)

b+ Bils) TH(—er)y

+ B_(s) =0. (21)
This equation reduces to a quadratic equation for b # 0 which has two solutions given by y4(s)
and y_(s). The restriction ﬁ >y > —eaflfl determines the optimal portfolio. The case b =0
follows directly as the optimal equation (21) becomes a linear equation in y. O

There are various conclusions that one can directly obtain from the above result. We briefly

summarize them here without giving all the details.

1. Note that the existence of a4 such that there exists ki, ko € N with kjar + ksa_ = 0 is
assured by the continuity of the function h(a) = —a~!log(2 — e?) for a € (0,log2).

2. The optimal logarithmic utility for the small trader is finite as the portfolio values are bounded
(which can be obtained from Proposition 4). The optimal logarithmic utility for the small
trader is given by

(o™ + Ay log(1+ (e — D)7*) + A_log(1 + (1 — e )7 ))T.
This result is the analogous result of the classical Merton problem.

3. The optimal portfolio proportion invested in stocks is constant as long as the values of (B4, B_)
lie on the line By = mB_ + ¢ for some given constants m and c that depend on a; and b.
That is, the value of the optimal portfolio is determined by the linear relation between expected
future positive and negative jumps. Furthermore, the portfolio value is an increasing function
of the slope m and decreasing or increasing in ¢ depending on the sign of b. We remark that
in the particular case that b = 0 then ¢ = 0.

4. In the classical Merton portfolio optimization problem the proportion of wealth invested in the
stock grows linearly with respect to the return parameter. In the jump case considered here,
the proportion of wealth invested in stocks is influenced by the effect of the risks represented
in the two limits 75 = (e — 1)~ and 7* = —(e®* — 1)~'. In fact, as the risks decrease
(ay — 0), the distance between these two constants increases. Also as the return parameter b
increases to oo the optimal portfolio proportion approaches the value 7} . Similar statement
is valid when b — —oc.

Furthermore note that if 6 = 0 then limp, 400 ™" = 7r; for p € {+,—}. That is, as the number
of jumps of one type increases and the other remains constant the optimal portfolio tends to
the opposite risk jump values. This is natural because that risk will tend to disappear when
most of the jumps become only positive or negative. For other values of b a similar conclusion
follows.

Note also that if By > B_ then the intersection of the Merton line with the 7 axis is positive
revealing again that there is less risk of negative jumps. .

5. The above analysis is valid as long as B4 (s) > 0 and B_(s) > 0. Otherwise, if B_(s) =0 as
noted in Proposition 3 the optimal utility is infinite if b > 0. The case where a4 a”" ¢ Q (that
is, the insider can count the jumps in order to know when to use his advantage optimally) is
related to this case and leads to infinite logarithmic utility and therefore generate arbitrage in
the model as it is shown in the proof of the next Result.

Result 15 Suppose that g(t) = 0 and that there is no ki, ko € N such that kray + koa_ = 0 then
the mazximal logarithmic utility of the G'-investor is infinite.
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Proof Let z be such that P(Z(T) = x) > 0. Then by the assumption aya"" ¢ Q, there is a
unique pair ki (x),k_(x) € N such that ki (z)as + k_(x)a— = z. Therefore if Z(T) = x, we have
for p € {+,—} that N({a,},[0,T]) = ky(x) and

B,(s) = kep () — Jj\f(_{ip}, [0, 5])

Now, we note that the hypotheses HIIg and HII; are satisfied. In fact, note that
T
ol / / I{N({a,},10.5)) = ky(Z(T)}{pz > 0}F,(da)ds] = 0.
o JR
T
B[ [ [ HNUa)0.9) = b (Z(0)}{pe < 0}, (do)ds] >0,
o JR

The first equality above is clear. As the jumps of one type are exhausted there are no jumps left and
therefore the expectation becomes zero. The second inequality follows because the event that once
after the jumps of one type are exhausted there still remains jumps of the other type has positive
probability.
Therefore no matter what is the sign of b by Proposition 3 it follows that the utility is infinite.
Alternatively, one can also repeat the proof of Proposition 3 using the portfolio

m(s) = al{N({a-},[0,5)) = k(Z(T))} — c2l{N({a1}, [0, 5)) = k1.(Z(T))}

with c1,c0 > 0. O

Remark 16 1. We recall that in the Wiener case considered in Corcuera et al. with g(t) = t*
played an important role in order to obtain finite logarithmic utility (if « < 1). In the case
that the price s driven by a Poisson process, it is clear that the extra noise N' does not play
the same role as in the Wiener case. Nevertheless, Theorem 10 also shows that there are cases
where this addition is still meaningful.

2. Studying the case where Z is a simple compound Poisson process of the type described above
shows why and how one needs to use a bigger filtration H' in hypothesis HI. First, by doing
so, one obtains an explicit expression for optimal portfolios. Second, the projection on the
smaller filtration G', is necessary in order to obtain finite utilities. In fact, one can prove that
the logarithmic utility of the H'-insider is infinite and leads to arbitrage in most cases. This
result follows because if the information flow of the insider is H', then this agent knows at any
time how many positive and negative jumps are left in the rest of the time interval.

3. Note that the support of the measure Fs(dx) and the support of the conditioned measure
E[Fs(dz)/Gs] do not necessarily lead to the same conclusions. In fact, the first is the set
{a4,a_} while in the proof of Result 15 we see that the support of the second may be concen-
trated in one of the two points ay or a_.

4. In this article we have decided to concentrate on the case where the information of the insider
s given by the final value of S. One can also do other examples such as the case of insider’s
filtrations with information about random times (see Kohatsu-Yamazato [22]).

In the next subsection we generalize these results to general Lévy processes satisfying (1).

6.2 General Lévy process without Wiener component

In this subsection we study the optimal logarithmic utility in the case where Z is composed of
positive and negative jumps without Wiener component (i.e. ¢ = 0). As various quantities repeat
throughout the calculations we need to introduce some notations to simplify expressions.
Definitions and Notations
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1. For a > 0 we define the measures v, (- ) v(-Nfa,00)) and v_,(+) := v(-N(—0o0, —a]). Similarly,
recall that we defined v () := v(- N (0,00)) and v_(-) := v(- N (=00, 0)), respectlvely

2. For p € {+,—}, Apa = Vpo(R) and A, = v,(R). Furthermore, we let A := Ay + A_.

3.
a*:=al Na®,
a’ == inf {supp (v4)},
a* := —sup {supp (v_)}.

We remark that a* > 0 implies that 0 ¢ supp (v) which further implies that A < oo.
4. We denote for A € B(R) (when they can be defined)

T g9(T'—t)
_ / N(A, ds) + / N'(A, ds)
t 0

where N’ is the Poisson random measure associated with the process Z'.

5. Let X(t) := [, @Ny(dxr). The process X is called the jump part of the process L(t) :=
Z(T) — Z( Y+ Z'(g(T —t)).

6. We denote the distribution of a random variable Y by PY. Let v™* denote the n-th convolution
of the measure v prov1ded that A < oo. Note that supp(PX(*)) = S where S := U2 supp(v"*)
if A < oo where 9% = = 040}

7. Set Sy =S8N (0,00) and S_ =S N (—00,0). Hence, S =S_ U {0} US,.
8. Define the following collection of Borel sets by
E,={Ae€BR):ACS,,Vn>1,0v"(A) =v,"(A),In > 1,v""(A) > 0}
for p e {+,-}.

Most of the above definitions have a clear meaning. We only comment that intuitively, F, is the
family of sets of points that can be reached only through a sequence of positive (p = +) or negative
(p = —) jumps. For example, E, is the family of all nonempty subsets of {na, : n=0,1,2,---} for
p € {+, —} in the setting of Section 6.1.

The following two theorems study when the logarithmic utility in the case ¢ = 0 is finite or
infinite. These results show that in this case, the existence of blurring noise (g # 0) does not affect
to the finiteness of the maximal logarithmic utility. Their proofs are given in subsection 6.3.

Theorem 17 Suppose that ¢ = 0, supp(vy) # 0, supp(v—) # 0 and 0 ¢ supp(v). Furthermore,
suppose that one of the following two conditions is satisfied.

1) There exists n > 2 such that v™*({0}) > 0 and either

(a) >0 and Ex =0 or

(b) p <0 and E_ =0 holds.

N pu=0,E, =E_ =0.

Then the mazimal logarithmic utility of the G'-investor is finite for any function g.

Theorem 18 Suppose that ¢ = 0 and A < co. Furthermore, suppose that one of the following two
conditions is satisfied.

1) Either >0 and By # 0 or pn <0 and E_ # ().

2) Assume that p # 0 and v™*({0}) =0 for alln > 2.

Then the mazimal logarithmic utility of the G'-investor is infinite for any function g.
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Remark 19 A. Some of the results introduced in this subsection and in Corollary 6 can be summa-
rized in table form. In this table, we only consider some of the pure jump cases with a < 1, ¢ = 0,

supp(vy) # 0 and supp(v_) # 0.

A L support condition insider | small investor
A < oo >0 | By #0 =00 < oo
0¢supp(v) | >0 | Ex =0, 3In>2,v"*({0}) >0 | <o < 00
A< oo <0 | E_#0 =00 < o0
0¢ supp(v) | <0 | E_=0,3n>2,0"({0}) >0 | <0 < o0
A< oo #0 | Vn>2v"({0})=0 =00 < 00
0¢supp(v) | =0 | EL =E_=0 < 00 < 00

Case ¢ =0, supp(vy) # 0 and supp(v_) # 0
B. All the results of this section about finite utility can also be directly generalized to the case
of power utility functions under enough moment conditions. To prove that the power utility is finite
one uses Holder’s inequality to obtain the result.

6.3 Proofs of Theorems in Subsection 6.2

For the proof of theorems 18 and 17, we start with a series of Lemmas that establish some estimates
on the number of jumps of the Lévy process given its value.

Lemma 20 Assume that A < co. For p € {+, =}, the following properties are satisfied

(1) if A€ Ey, and B is a Borel subset of A, then v"*(B) = v;*(B) for alln > 1,

(2) if A,B € E,, then AUB € E,,

(3) if {An} is an increasing sequence of sets in E,, then A= U2 Ay € E,,

(4) if E, # 0, then there exists A € E,, such that no Borel subset of A°NS, is contained in E,.

Proof It is enough to prove the statements for p = +. Note that v™*(A) = > (7)vk* xR (A)
for A € B(R).
To prove (1), let A € E;. Then

0=vk*« V(_nfk)*(A) > vk« V(_nfk)*(B)
forn>1and k=0,...,n — 1. That is, v"*(B) = v}*(B) for all n > 1.
To prove (2), let A, B € E, then v"*(ANB) =v*(ANB) for all n > 1 by (1) and
VA x l/(_n_k)*(A U B)
=i x V(_"_k)*(A) + k" % V(_n_k)*(B) — M x y(_n_k)*(A NB)=0
forn >1and k =0,...,n — 1. Furthermore, by definition of E,, there exist ni,no > 1 such that
v (A),v"**(B) > 0. Then, v"*(AU B),v"*(AUB) > 0. Hence AUB € E,,.
Proof of (3) Since v™*(Ay) = v}*(Ag) for all n > 1, v™*(A) = v}*(A) for all n > 1. For Ay,

there is n > 1 such that v™*(Ay) > 0. Then v™(A) > v™*(Ax) >0and A€ E.
To prove (4), define the probability measure

P/(O) _ i Vn*(c) 67)\
n=0

n!

for C € B(R) and set a = supcep, P'(C). As Ey # ¢ then a > 0. Choose By, Bs,--- € Ey
so that lim,,_,. P'(B,) = a. Define A, = Uy_ B and A = U2, A,,. Then A4, € E; by (2)
and A € E; by (3). By the inequality P'(B,) < P'(A,) < P'(A) < a, we have P'(A) = a.
Suppose that there exists B C A° N S, such that B € E,. Then, AU B € E, by (2). We have
P'(AUB) = P'(A)+ P'(B) > P'(A) = a. This contradicts the definition of a. The proof is finished.

O
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Lemma 21 Assume that A < oo and ¢c=0. For A€ E, s€[0,T),
P(Ns((0,00)) > 0,X(s—) € A) >0, (22)

P(N;s((=00,0)) > 0,X(s—) € A) =0. (23)
Furthermore, if a’ > 0, then
E[N(la},00))/X (s—) = 2] < % +1,
E[N((=0,0))/X(s—) =] =0

for PX6()_ga. € A, s € [0,T). Similar conclusions hold for E_. In particular, for A € E_ and
a* <0 we have

B [N,(~s0,at])/X(s-) = a] < 2 1
E[Ns((0,00))/X(s—) = 2] =0
for PXG=)gqa. x € A, s€[0,T).
Proof We fix s € [0,T') throughout the proof. We have that

P(Ny((0,00)) = n, X (s—) € A) = e XTHT=INT — 5 4 (T — 5))" n!

(24)
for n > 1. Since v™*(A4) > 0 for some n > 1,
P(N,((0,00)) > 0, X(s—) € A) > 0.
Similarly, as A € E, we also have that
P(N((—00,0)) > 0,X(s—) € A) = 0.
Let z € A and let B.(z) = (x — e,z +€) for 0 < € < 2. We have by (24) and Lemma 20 (1),

E [N(la%,0)) : X(s—) € AN Be()]

[ete

TH €, _\(T_s s o 2ZV(AN B (z
<[=——1e MT—s+9(T—s)) Z (T — s+ g(T —s)) (—'())

Oy n=1 n

T+ €

= 1P(X(s—) € AN B.(x)).

*
ay

Here [y] denotes the minimum integer which exceeds y. Since, by Lemma 20, the above inequality
holds for any € > 0 then

E [Ny([a%, 00))/ X (s—) = 2] < 7 +1

PXG6-)_as. for z € A. O

Proof of Theorem 18 First, we prove the theorem under 1) with 4 > 0and E, # 0. Let A € E.
In this case, we have, by (22) and (23) that

P(N,((0,00)) > 0, X(s—) € A) > 0

and
P(Ns((—O0,0)) > 07X(3_) € A) =0
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for all s € [0,T). For 0 < s <t <T,set 7! =sand 72 = t. Then,

" Nu((0,0))
E I(X(u—)e A
[/Tl (X(u=) € )T—u+g(T—u)du]>O’
- Nu((=00,0) 1 _
E[/T (X (u )eA)T_ung(T_u)du} =0.
Therefore the conclusion follows from Proposition 3 (1) with T2 = I(X(s—) € Note that

A).
aYBI(r! < s < 72) with © > 0 is admissible due to the inequality 1 < 1+ (e* — 1)7 < z7. The
proof under 1) with u < 0 and E_ # () is similar.
Now we suppose that v™*({0}) = 0 for all n > 2. That is, there is no combination of jumps that
generate the value 0 for X. Therefore

P(X(s—)=0) =P (Ns((0,00)) =0, Ns((—00,0)) =0, X (s—) =0) =exp (= AT — s+ g(T — 3))).

Define for ¢ > 0 the following portfolio 74 = cl(X(s—) = 0)sgn(u). Then © € A and therefore
from (5), u(t,m) = c|p fot P(X(s—) = 0)ds > 0 then taking ¢ — oo we obtain that the maximal
logarithmic utility of the G’-investor is infinite for any ¢ > 0. O

In order to prepare for the proof of Theorem 17, we need some preliminary lemmas. The first
one is a generalization of Lemma 21 under the stronger assumption a* > 0.

Lemma 22 Assume that ¢ =0, a* > 0.
(1) If for some p € {+,—} there exist a Borel set A C S, such that PX(5=)(A) > 0 and no Borel
proper subset of A belongs to E,, then

P(Ng([a*,00)) > 0, Ns((—o0, —a*]) > 0/X(s—) =xz) >0 (25)

for PXG6-) q.a. z € A.
(2) If there is n > 2 such that v™*({0}) > 0 then (25) holds for x = 0.

Proof (1) For any Borel set B C A satisfying PX~)(B) > 0, thereisn >2and 1 <k <n —1
such that v§* « v""¥*(B) > 0. Then

P(N4([a*,00)) > 0, Ng((—00, —a*]) > 0,X(s—) € B) > 0. (26)
Hence
P(Ns([a",00)) > 0, Ny((—00, —a"]) > 0/X(s—) =y) >0 (27)

for PX(57)_a.a. y € A. In fact, assume that there exists a Borel set C' C S, such that PX(=)(C) > 0
and
P(N([a", 00)) > 0, Ns((—00, —a’]) > 0/X(s—) = 2) = 0

for z € C. Then,
P(N4[a*,00)) > 0, Ng((—00, —a*]) > 0,X(s—) € C) =0.

By the definition of S, 0 ¢ C. As PX(=)(C) > 0 then C € E,. This contradicts the assumption.
(2) If v™*({0}) > 0, then exists 1 < k < n —1 such that v}’ A *({0}) > 0. Then we easily get

(25). O
Lemma 23 (1) Assume that p > 0. Let m be a solution of

“+E{/(Oo_a]1+e(ez_—11 (d2) [X (=) =a] =0

If m <0, then w satisfies




(2) Assume that u < 0. Let 7 be a solution of

u+E[/[ )1+e(ez_11 W(d2) [ X(s=) =] =0.

If m > 0, then w satisfies

E(N;((—00, —a’])| X (s—) =)

w(T —s+g(T - s))
Proof If 7 <0 and z < 0, then the inequality ﬁ < H(e;i_jl)ﬂ holds, and if 7 > 0 and z > 0, then
the inequality % > H_(e;i’_ll)ﬂ holds. By these inequalities we easily get the conclusions. O

Proof of Theorem 17
First, note that due to the conditions of the Theorem, we have that a* > 0. Next, define

< —

fs(yr):m+E[/1og(1+(e — 1)m)Fy(dz) /X }
We start proving the theorem under hypothesis 2). Since £, = E_ = (), (25) holds for all z €

St US_. Hence by Lemma 22, we have

E[Ny([a",00))/ X (s—)
E [NS(—OO, —a*])/X(s—)

>0, (28)

x
x] > 0.

Therefore for any 7 € A, we have that —(e® —1)"! < 7y < —(e™ —1)"! for X(s—) =z € S, US_.
Then, in this case any admissible portfolio is uniformly bounded (the bounds depend only on a*)
and hence -
sup/ Elfs(ms) : X(s—) € S US_]ds < o
e AJO
follows from the proof of Proposition 4 (note that as ¢ = 0 hypothesis HIII is not needed).
In order to finish the proof under hypothesis 2) we need to study the case when X(s—) = 0.
This case is subdivided into two cases.
In the first case, assume that there exists n > 2 such that v™*({0}) > 0, then (25) holds for x = 0
then portfolios are again bounded and the same previous argument applies.
In the second case, assume that v™*({0}) = 0 for all n > 1, then

E[N([a®,00))/ X (s—) = 0] = 0,
E[Ns(—00, —a™])/X(s—) = 0]

I
e

Since g = 0, then fo [fs(ms) : X(s—) = 0]ds = 0. In conclusion, in any of the above two comple-
mentary cases, we have that

T
sup/ E|[fs(ms) : X(s—) =0]ds < 0.
T€AJO

Hence the maximal logarithmic utility is finite under hypothesis 2).

Next, we prove the Theorem under hypothesis 1) — (a). Note that by Lemma 20(4), there exists
A € E_ such that B ¢ E_ for all Borel sets B C A°NS_. Here again, we separate the proof in two
complementary cases. E_ = () is the first case.

As E_ = (), therefore A = (). Again by Lemma 22, we have that (28) is satisfied for PX*7)-a.a.
x € 8 US_ U {0} as we are assuming that there exists n > 2 such that »™*({0}) > 0. Therefore
—(e = 1)t <y < (e —1)7! for X(s—) € S US_ U {0} for any 7 € A. Then, as in the
proof under 2), any admissible portfolio is uniformly bounded and hence

sup/ Efs(ms): X(s—) € St US_U{0}]ds < o0
T€AJO
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follows from Proposition 4.
Now, we consider the second case, E_ # (). Therefore, A # (). Then, by Lemma 21,

BIN.((-oe,~a")/X(s-) =l € (0.2 1] (20)
BIN([a*,00))/X (s—) = 2] = 0
for PX(*-)_a.s. x € A. Therefore we can rewrite f,(7) as
s(m) =ur+ FE log(1+ (e — 1)m)Fs(dz) / X (s
fulm) = + [/(oo,a*] og(1 + (¢* )/X(s-) = a]

for PX(s")-as. 2 € A. We now study some properties of f,(r). From (4) and as E [ [ |2|F,(dz)] =
[ |z|v(dz) < oo, we have that

lim w‘lE[/ ]log(l—l—(e — 1)) Fy(dz) /X } 0.
(—o0,—a*

T™—r— 00

Therefore as p1 > 0 then lim;_, o fs(7) = —o0.
We prove now that the derivative of fy(r) exists. In fact, for z < 0 and 7 < (e7%* — 1)7! we
1

have for sufficiently small h that
T+h z
< — / #du
[ )z 1+(e* = Du

<max{(1+ (e = 1)(m+h)) ", (14 (™ = 1)) '},

log(1+ (e — 1)(w + h)) — log(1 + (e — 1)7)
h

Therefore the differentiability of fs(7) follows from the dominated convergence theorem.
Now, the optimality equation f7(7) = 0 becomes

e*—1
»/(oo,a*] 1+ (ez _ 1)7T;k($) FS(dZ)/X(S) = I’] =0. (30)

Therefore the optimal value that maximizes f, exists. This value denoted by 7} is either (1 —
e~ )~ or is a solution of f!(7) = 0. We study the solution of the equation (30).
We remark that f(m) < pm for 0 <7 < (1 — e~ )L Next, if 7¥(2) < 0, then by Lemma 23

0A (1 _ BlNs((zoo, _a*])/TX(S_) — ﬂ) < 7i(z) <0

w+E

T —s+9(T —s))
for PX(s7)-a.s. x € A and consequently, using (29), we obtain 7% (x) > OA(1—h(z, s)) for X (s—) = =,
where h(z,s) = % Then, for z < 0 and X (s—) = z, we have

1<1+(ef = Dri(z) < (1 —mi(z)) <1Vh(z,s).

We have using that 7% < (1 — e~ )~! and (29),
T
| Pl (X)X ) € Ajas

/ / / w7_a*]10g(1 + (" — 1)7r’;(x))Fs(dz)/X(s_) .

+u(l—e )T

= /O [/A [log(1 v h(x, s))||p|h(z, s)P(X (s—) € da:)]ds +u(l—e )T, (31)

P(X(s) € dx)ds
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Since

— s s 8+gT—S " ok
P(X(s—) € dx) Ze AT-stg(r-5) (T n'( ) V™ (dx)

for z # 0 and X(s) has a second moment, the right-hand side of (31) is finite. Furthermore for
X(s—) € (A°NS_)U S, we apply Lemma 20(4) and an argument similar to the proof under
hypothesis (2) to give that for any admissible portfolio —(e® —1)~' < 7, < —(e=* — 1)~ for
X(s—) € (A°NS_)US,. This gives that the logarithmic utility for any admissible portfolio on the
set {(s,w); X(s—) € (A°NS_) US,} is uniformly bounded for all admissible portfolios. A similar

argument (also used in the proof under hypothesis 2)) applies for the case X (s—) = 0. Consequently
the maximal logarithmic utility

/0 1 (ws)ds]

u(t,m) = sugE
e

< Sup/ E[f,(m.): X (s—) 6A]ds+sup/ Efu(m.): X(s=) € (A°NS_) U S, ds
TeAJo TeAJO
T
+sup/ E[fs(ms); X(s—) =0]ds
e AJo

is uniformly bounded for m € A and therefore the proof finishes.

Next we prove the theorem under 1) — (b). As the proof has many common points with the
previous case 1)-(a), we briefly give the main points in the proof. We treat the case that E, # 0.
Let A€ E; with B ¢ E, forall BC A°NS;. For X(s—) € S_ U (A°NS4) U {0}, the argument is
the same as in 1) — (a) and hence

T
sup/ Elfs(ms): X(s—) € S_U(A°NS4)U{0}]ds < 0.
T€AJo

Note that 0 ¢ A. Using Lemmas 21 and 23, we have 7% < h(s,z) for PX(7)-as. x € A. Since
log(1+ (e — 1)x) < z+ (logz) V0,

log(1+ (e* —1)7}) < z+ (log(h(s,x))) V0

for z > 0, and as in the case 1) — (a) we have

[

) /OT [ /[a*,o@{x +log(h(z, s))Yulh(z, s)P(X (s—) € d:@}czs < .

P(X(s—) € dx)ds

/* )log(l + (e = D7) Fs(dz)/ X (s—) ==z

The rest of the proof is similar to the case 1.a). Hence the maximal logarithmic utility is finite. O

The proof of Theorems 11 use the notation in Subsection 6.2. For this reason, we give it here.
Proof of Theorem 11

Without loss of generality, we assume that there exists @ > 0 such that v_q(-) = v(-N(—o00, —a]) #
0. Suppose that PX(s=)(B) = P(L(s—) € B) > 0 for a Borel set B. Then, PX*=)(B — y) > 0 for
all y by the absolute continuity and V_gx PLET)(B) = [ PLET)(B —y)v_o(dy) > 0. Let Q; be the
distribution of L(s—) — [ __ (—00,— N (dx). We have

E (Ny((—00, —a]) : L(s—) € B) = ¢ A-e(T=sta(l'— S))Z *n*_Ql (B) (T —s+g(T —s))"

= (T —s+g(T— s))y_a « PEG=)(B)
> 0.
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Then
E (Ns((—o00,—al])/L(s—) =x) >0

for PL(s~)_a.a. x. In the same way,
E(Ng(Ja,))/L(s—) =z) > 0.

Therefore any admissible portfolio is in the interval (—(e® — 1)7! —(e™® — 1)71). Therefore the
conclusion follows from the proof of Proposition 4. This finishes the proof. O

Note that the previous proof applies as long as )5 has a strictly positive density in R. Other
conditions besides ¢ # 0 for this property to be satisfied can be found in [25], Chapter 5.
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7 Appendices

7.1 Appendix A: Power utility functions

Now, we briefly discuss the case of utility functions satisfying the inequality U(z) < Coz® 4 C; for
x > 0 and some positive constants Cy, C7 with 0 < o < 1. This class of utility functions is related
to the class of power utility. In fact, we have that

u(t,m) < CoE[V] + Cy = CoElexp(aR:)] + Ch.
As before we define the class of admissible portfolios for power utility functions

Definition 24 We say that w is an admissible portfolio (m € A ) if 7 is a G'-predictable real valued
process such that there exists a unique solution to the wealth equation (3) which satisfies that for all
t€[0,7), Vi > 0. Furthermore the following quantities are finite a.s. for allt € [0,T)

t
B (t) := /0 |ms|? ds < oo a.s.,

BI(t) := /0 /R|(1 + (e” — D)mg)® — 1| Fs(dx)ds < o0 a.s.,

Bi(t) := /0 /| |<1{(1 + (€% — 1)my)® — 1}2Fy(dr)ds < o0 a.s.

and
BI(t) = /0 /| O = ) )N ) < o0 @

Then we have the following Proposition.

Proposition 25 Let 7 € Ay for 1 > o' > « be an admissible portfolio such that there exists a
constant M > 1 with |w(s)] < M for almost all (s,w) € [0,T) x 2. Furthermore, assume that

exp {{cMa (1 - 3)_1 /OT 1B(s)lds + a (1 + g) (2‘; - 1) - /OT /lxgl |z| Fy(dz)ds
+ (Z — 1) - (2M)* /OT /le exp(a’z) V 1Fs(dx)ds}H < 0. (32)

Then u(t,m) < oo for allt <T.

E
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Proof In order to prove that the utility is finite we perform a change of measure. For this, we
introduce the processes

X, :cap/ot wsst+/Ot/R((1+(em C 1) m )P — 1) M(da, ds), (33)
t 2
Vo= [ (aatv-+ eaem. - Satag - ap)) as
+ % /Ot /R (14 (€% — 1) 1) — 1) Fy(dx)ds

t
- / / aqrrsv(de)ds
0 J|z|<1

for p7t 4+ ¢! =1 with p = %/ >1landgq=(1-— %)71. As in the proof of Proposition 4, we
introduce
Tn = inf{t; max{B;(t);i = 1,...,4} > n}.

Then using Holder’s inequality we have that

Elexp(aRins, )] < (B [EX)inr,]) """ (B [exp(Tinn)]) .

(34)
Here £(X) stands for the Doléans-Dade exponential of the process X. Note that since V™ > 0
a.s., the integrand of the second term of the right hand side of (33) is greater than —1 a.s. Hence
the Doleans-Dade exponential £(X) is a positive local martingale and therefore its expectation is
bounded by 1 in the first expectation on the right side of (34). For the second expectation, one uses
the hypothesis (32) together with the following inequalities

M 2
14+ —1Dy)*—1—ary < % (35)
for a € (0,1), |z|<1,1+(e* — 1)y >0 and |y| < M
1+ (" —1y)* -1 < (2M)" (e** V1) (36)

fora>0,|z[>1,1+(e*—1y>0and |y <M, M > 1.
To prove (35) one considers the function f(y) = (14 (e” —1)y)* then using the Taylor expansion
of order 2 together with the inequality |e” — 1 — x| < % for || <1 and f”(y) <0 we have

y oz
I+ —Dy)*—1—azy=ae"—1—2x)y +/ / 1 (w)dwdz
o Jo
aeM |z|?
< 5
To prove (36), we divide the analysis in cases. First, in the case > 1, we have that

(L+ (" = )™ < (1—y+"M)" < (2Me7)°.

Also for < —1 and —M < y < 0 we have that (1 + (e” — 1)y)® < (2M)“. The other case has
trivial bounds that are always smaller than (2M)% (e“® Vv 1). O

This proposition is the starting point to obtain similar results as the ones we have obtained for
logarithmic utility in this article. For example, using this result as a base one can easily extend
Corollaries 5 and 6.
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7.2 Appendix B: Lévy driving processes with only positive jumps without
Wiener part

In this case (¢ = 0, supp(v—) = ), according to the result in Corollary 6, the small investor has
finite maximal logarithmic utility if and only if 4 < 0. In contrast with this result, the insider’s
maximal logarithmic utility can be infinite even if 4 < 0. The following result treats a pure jump
case with g(T' — s) = (T — $)%, 0 < a < 1. The integrability assumption for v near 0 is slightly
stronger than flx\<1 |z|v(dz) < co. In this subsection we use the notation introduced in section 6.2.

Theorem 26 Assume that ¢ =0, p < 0, supp(v—) =0, supp(v4) = Ry and g(T — s) = (T — s)“.
Furthermore, assume that either

1) fol 2Pu(dr) < oo for some0 < B<1ifa=1 or

2) fol 2Pu(dr) < oo for B=a if a < 1.

Then the mazximal logarithmic utility of the G'-investor is infinite.

Proof Since supp(v—_) = 0, then E[N,((y, oo))/X( ) = y] = 0for y > 0. Hence as supp(vy) = Ry,
then for any admissible process we have that m, > —- if X(s—) =y > 0.

Define 74(y) = 2(T1)(T 2)7 for X(s—) =y >0, where vy = § — 1 > 0. Next, we note that as

‘;(ew ~ Dm(X(s ))‘ < >, Fu(dr) as

l\D\»—t

then 7. (X(-—)) € A.
Now, we estimate each of the terms that will appear later in the utility function. First, using that
0<e¥—1<2yforye[0,1] we have the following estimate

e’} 1 — s
/0 p () P(X (s-) € dy) > 11 / L P (s € dy)

ey —1
T
Iul / Lp(x(s-) € dy).

To estimate the above integral, we use

B[(X(s=)T'I(X(s—) < 1)]

(s

e ([ o) (f vaa0)

> (/ eXp{ 9/0 ;z:NS(das)}}de 1)
(L

exp | s+g(Ts))/01(ee“’1)1/(d;1:)}d01)
> (51r<51>{<T —s+oT-9) | Ctuan) - 1) .

Here, we have used the following inequality for 6 > 0

1 —0Qx 1 —0x
1-— 1—-
—/ %wﬁu(dx) > —/ (L)ﬁxﬁy(daj)
0 x 0 x

1
2795/ 2Pu(dx)
0

and [ e=9"d9 = B~1T(B~1). Hence, in any of the two cases 1) or 2), we have

/oT /O°° pms(y) P(X (s—) € dy)ds = oo
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11(/01 2N, (dz) > 1)]



On the other hand, we have £ 1 < Pyy L for 0 < x < y, which in turn implies

for 0 < = < y. Therefore

[ log(1 + (e” — 1)m, ) Fy(dz)/ X (s—) = y] P(X(s—) € dy)’

/ [ i PioF o)/ X(s-) =] POX(s-) € d)
= [Ty [T /X ) =] PO e a)
[T P e (@ oy
T—s+9g(T—s) T—-s+g(T-s)
Then
/ ' / log(1 + (€% — 1)my) Fy(da)| X (s—) yHP(X(s) € dy)ds
T

T—s)/T)
S/ T—S+g(T )ds<oo.

Hence putting these two estimates together, we obtain that

(T, 7) = /OTE[/MS] ds—i—/OTE [E [/OOO log(1 + (¢ — 1)7rS)FS(dac)/gs” ds

where the first term is infinite and the second is finite. Therefore the maximal logarithmic utility of
the G’-investor is infinite. O

Ifc =0, >0, supp(vy) # 0 and supp(v_) = 0, then by Proposition 3(1), G-maximal logarithmic
utility is infinite.

The idea of the previous proof can be extended in a variety of ways. For example, the proof of
the following theorem is exactly the symmetric of the previous proof.

Theorem 27 Assume that ¢ =0, p > 0, supp(v4) = 0, supp(v—) = R_ and g(T —s) = (T — s)“.
Furthermore, assume that either
1) ffl |z|Pv(dz) < oo for some 0 < B3 < 1 witha =1 or

2) fi)l |z|Pv(dz) < oo for B =a if a < 1.
Then the mazximal logarithmic utility of the G'-investor is infinite.
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