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Abstract: We establish a generalization of the Noether theorem for stochastic optimal control prob-
lems. Exploiting the tools of jet bundles and contact geometry, we prove that from any (contact)
symmetry of the Hamilton-Jacobi-Bellman equation associated with an optimal control problem it
is possible to build a related local martingale. Moreover, we provide an application of the theoreti-
cal results to Merton’s optimal portfolio problem, showing that this model admits infinitely many
conserved quantities in the form of local martingales.
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1. Introduction

The concept of symmetry of ordinary or partial differential equations (ODEs and PDEs)
was introduced by Sophus Lie at the end of the 19th century with the aim of extending
the Galois theory from polynomial to differential equations. Actually, all the theory of Lie
groups and algebras was developed by Lie himself as well as the principal tools for facing
the problem of symmetries of differential equations (see [1] for an historical introduction to
the subject and [2,3] for some modern presentations).

One of the most important applications of the study of symmetries in physical systems
was provided by Emmy Noether. She understood that when an equation comes from a
variational problem, such as in Lagrangian mechanics, general relativity or, more generally,
field theory, it is possible to relate each symmetry of the equation to a conserved quantity,
i.e., a function of the state of the system that does not change during the evolution of the
dynamics, and conversely, to each conserved quantity it is possible to associate a symmetry
of the motion. The simplest examples are, in Newtonian and Lagrangian mechanics, the
conservation of energy, which is related to the invariance with respect to time translation,
and the conservation of angular momentum, which is correlated to the invariance with
respect to rotations. The classical Noether theorem (see, e.g., [2,4] for an exposition of
the subject) has found many generalizations in deterministic optimal control theory (see,
e.g., [5,6] and also [7-9] on the related problem of commuting Hamiltonians and Hamilton—
Jacobi multi-time equations).

The development of a Lie symmetry analysis for stochastic differential equations
(SDEs) and general random systems is relatively recent (see, e.g., [10-20] for some recent
developments in the non-variational case). For stochastic systems arising from a variational
framework, it is certainly interesting to study the relation between their symmetries and
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functionals that are conserved by their flow, and, in particular, to establish stochastic
generalizations of the Noether theorem.

The problem of finding some kinds of conservation laws for SDEs was discussed
in various papers (see [21-30]). We could summarize three different approaches to this
problem. The first one was considered by Misawa in [26,27,31], where the author studied
the case in which some Markovian functions of solutions of SDEs are exactly conserved
during time evolution.

The second approach was adopted by Zambrini and co-authors in a number of works.
They put themselves in the framework of Euclidean quantum mechanics, which repre-
sents a geometrically consistent stochastic deformation of classical mechanics where a
Gaussian noise is added to a classical system. This setting has a close connection with
optimal transport and optimal control (see, e.g., [32] for an introduction to the topic). More
precisely, in [29], a generalization of the Noether theorem has been proved: to any one-
parameter symmetry of a variational problem it is possible to associate a martingale that
is independent both from the initial and final condition of the system. This first step was
quite important since it stressed that the suitable generalization of conserved quantities in
a stochastic setting is not a function that remains constant during the time evolution of a
stochastic system, but a function that is constant in mean. Another remarkable advance in
the study of variational symmetries was achieved in [24,25,30], where it was noted that the
symmetries of the Hamilton-Jacobi—Bellman (HJB) equation of the considered variational
problem are the correct objects to be associated to the aforementioned martingales and the
contact geometry is a good framework in which a stochastic version of the Noether theorem
can be formulated. Indeed, to each Lie point symmetry of the HJB equation it is possible
to associate a martingale for the evolution of the system. It is worth also mentioning the
papers [21,28], where a suitable notion of integrable system, i.e., a system with a number of
martingales and symmetries equal to the number of the dimension, is discussed.

The third approach was proposed by Baez and Fong in [22] (see also [23]). The authors
showed a method to build martingales applying the action of symmetries to solution to
backward Kolmogorov equation, that can be interpreted as a linear version of HJB equation
obtained when the control and the objective function are trivial.

In our paper, we generalize at least along two directions the approach proposed by
Zambrini and co-authors, as listed above. First, we work in a different optimal control
setting that can be seen as a generalization of the variational framework described in their
articles. Second, we do not only restrict to Lie point symmetries but we take advantage of
the general notion of contact symmetry, namely a transformation preserving the contact
structure of the jet space (see Section 3).

We prove here a Noether theorem (Theorem 12) that relates to any contact symmetry
of the HJB equation associated with an optimal control problem, a martingale that is given
by the generator of the contact symmetry. More precisely, if we consider the generator
Q(t, x, u, uy) of a contact symmetry (which is a regular function defined on the jet space
Jt (R",R), i.e., a map depending on a function u and on its first derivatives uy), a regular
solution U(t, x) to the HJB equation and the solution X; to the optimal control problem,
then the process Oy = Q(t, Xy, U(t, X¢), VU(t, X¢)), obtained by composing the generator
) with the function U and the process X, is a local martingale.

Furthermore, we generalize the Noether theorem also to the case where the coeffi-
cients and the Lagrangian of the control problem are random. Indeed, we establish that
the Noether theorem holds also in the case of stochastic HJB equation, introduced in [33]
by Peng to study the optimal control problem with stochastic final condition or stochas-
tic Lagrangian, provided that we restrict ourselves to a subset of Lie point symmetries
(Theorem 13 and Corollary 1).

Finally, the present paper provides an application of our theory to a non-trivial
interesting problem arising in mathematical finance, that is, Merton’s optimal portfolio
problem. First proposed by Merton in [34], this model finds nowadays many different
applications and generalizations (see [35] for a review of the original problem and various
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generalizations and [36-39] for some more recent works on the subject). A particular form
of the Noether theorem for this problem can be found in [40]. We show here that the HJB
equation of this optimal control system admits infinitely many contact symmetries. It is
important to notice that the contact symmetry generalization is essential in this specific
problem, since, when we restrict to Lie point symmetries as it is done in the aforementioned
literature, the equation admits only a finite number of infinitesimal invariants. The presence
of infinitely many contact symmetries yields the possibility to construct infinitely many
martingales whose means are preserved by the evolution of the system. Moreover, we
also point out that, when the final condition is random or the coefficients of the evolution
of the stock are general adapted processes, our stochastic generalization of the Noether
theorem (Corollary 1) allows us to construct some non-trivial martingales for this classical
mathematical model. We think that the presence of these martingales could be related to
the existence of many explicit solutions for Merton’s problem, and therefore we expect that
the methods presented here can be used to build other explicit solutions for it. We plan to
study in a future work the financial consequences of the conservation laws individuated in
this paper.

Since the stochastic and geometrical frameworks are not so commonly put together,
we also provide a concise introduction to both these subjects.

Plan of the Paper

The paper is organized as follows. Section 2 introduces stochastic optimal con-
trol problems both in the deterministic and stochastic case, presenting also the HJB
equation, and it is useful also to fix the notations that we adopt throughout the paper.
Contact symmetries and their properties in the PDEs setting are discussed in Section 3.
Section 4 contains the main theoretical results of the paper, namely the Noether theorems
for deterministic and stochastic HJB equations. The application of such results to Merton’s
optimal portfolio problem is given in Section 5.

2. A Brief Survey on Stochastic Optimal Control

We give here an overview of some results about stochastic control problems, referring
the interested reader to [41-44] for further investigations on such results, though more
precise references will be given throughout the section. The main aim of this section is to
introduce the topics we will deal with and to give the tools from the stochastic optimal
control theory that we will use later on in the paper.

2.1. Deterministic Optimal Control and Lagrange Mechanics

We start recalling some notions about deterministic optimal control and, in particu-
lar, we focus on Lagrangian-type optimal control problems, i.e., problems arising from
Lagrangian formulation of classical mechanics. More precisely, we consider a system of
controlled ODEs of the form

dXi = aldt, 1)

where X = (X1,...,X"): [to, T] — R"is in C!([ty, T],R"), to, T € R, with ty < T, are the
initial time and the final time horizon, respectively, and a = (a!,...,a") € C([to, T],R") is
the control function. We want to maximize the following objective functional

_ T to,x to,x
J(to, x, &) L(X"", as) ds + g(X7P). )

fo

where Xfo’x is the solution to the ODE (1) such that ng'x =x e R"
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We suppose that there exists only one smooth function A: R” x R” — R" such that

i (x,p)pi + L(x, A(x, p)) = SUP{ZLI pi+L(x, a)} (x,p) € R" x R",

acR"

and also that, for any x € R", the map A(x,-) = (A'(x,-),..., A"(x,-)) is smoothly
invertible in all its variables as a function from R” into itself. Define then the PDE

ur— H(x,uy) = uy — (i Al(x, 1) u,i + L(x, A(x, ux))> =0, 3)

i=1

where 1y = (1,1,...,uyn). Equation (3) is usually referred to as Hamilton-Jacobi equation
in the context of Lagrangian mechanics or Hamilton-Jacobi-Bellman equation in the context
of optimal control theory.

We state now the deterministic version of the so-called verification theorem.

Theorem 1. Let U(t,x) € C!([tp, T] x R",R) be a solution to Hamilton—Jacobi Equation (3).
Then the optimal control problem (1) with objective functional (2) admits a unique solution, for any
x € R", given, foreveryi =1,...,n,by

= Al(X;, VU(t, X)),  foreveryt € [to, T).
Proof. See, e.g., Theorem 4.4 in [41]. O

Remark 1. It is important to note that, in the deterministic case and when U € C?([ty, T] x R",R),
i.e., U is differentiable one time with respect to time t and two times with respect to space x € R", the
function t — ay is C1([to, T],R™) and it satisfies the Euler-Lagrange equations

dt (8 L(Xt, Dét)) — axiL(Xt,DCt) = 0, (4)

wherei=1,...,n.

2.2. Classical Stochastic Optimal Control Problem

An optimal control problem consists of maximizing an objective functional, depending
on the state of a dynamical system, on which we can act through a control process.

Let K be a (convex) subset of R? and fix a final time T > 0. Denote by W an
m-dimensional Brownian motion on a filtered probability space (Q, F, (F)s>0, P), where
(Ft)e>0 is the natural filtration generated by W. We assume that the state of the system is
modeled by the following stochastic differential equation (SDE)

Q)

dX; = }l(t,Xt,lXt)dt—i-O’(t,Xt,Dct) dW;, tp<t<T,
Xto =X,

where ji: Ry x R" x R? = R" and ¢: Ry x R" x RY — R™"*™ are measurable functions
that are also Lipschitz-continuous on the set K, i.e., there exists a constant C > 0, such that,
foreveryt e Ry, x,y e R", a €K,

u(t,x,a) = u(t,y,a)| + [lo(t, x,a) —o(t,y,a)| < Clx —yl, (6)

where ||o||? = tr(c*0). 4 }
We will also use the notation y = (p');—1,. , and ¢ = (0})i=1,.n,¢=1,.,m-
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The control process & = (), appearing in (5), is a K-valued progressively measurable
process with respect to the filtration (F;);>0. We denote by K the set of control processes «
such that

T
E[/o (18,0, 00) >+ (8,0, a0) |[7) dt | < +oo. @)
We call Xfo'x, t € [to, T] the solution to the SDE (5).

Remark 2. Conditions (6) and (7) imply that, for any initial condition (tp,x) € [0, T) x R" and
forall a € IC, there exists a unique strong solution Xf'to to the SDE (5) (see, e.g., Theorem 2.2 in
Chapter 4 of [45]).

LetL: Ry x R” x R? — Rand g: R" — R be two measurable functions, such that g
satisfies the quadratic growth condition |g(x)| < C(1 + |x|?), for every x € R", for some
constant C independent of x.

For (to,x) € [0,T) x R", we denote by K (fo, x) the subset of controls in I such that

T
]E[/ \L(t,XfO"‘,atﬂdt] < +o0.
fo

We consider an objective function of the following form
T to,x to,x
J(to,x,0) = EU L(s, X%, arg) ds + g (X0 )}.
to
We are now in position to introduce the stochastic optimal control problem.
Definition 1. Fixed (to,x) € [0,T) x R", the stochastic optimal control problem consists of

maximizing the objective function [ (to, x,a) over all & € K (to, x) subject to the SDE (5). The
associated value function is then defined as

T
U(tg,x) = max E[/ L(t, Xfofx,“t) dt +g(X¥)’x) .
NGKL(to,x) to

Given an initial condition (to,x) € [0, T) x R", we call a* € KCp (to, x) an optimal control if
J(to, x,a™) = Ul(tg, x).

We call Hamilton—Jacobi-Bellman equation (HJB) the PDE

or(t, x) +sup{Lip(t,x) +L(t,x,a)} =0, (tx)€ [t,T)xR", ®
ack 8
(T, x) = g(x), x € R,

where L? is the Kolmogorov operator associated with Equation (5), namely, for ¢ € C2(R"),

n

1900 = 5 3 (0@ () + L (v a9 (x),  (hxa) € Ry xR XK,

I,j:l =1

with 77’7 defined, for every i,j € {1,...,n}, as

ni(t,x,a) = (oo ")t x,a) = Y ot x,u)aé(t, x,a), (t,x,a) € Ry xR" x K.
=1
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We also write, for x € R", p € R" and g € R"*",

1 Lo .
H(t,x,p,q) = Sup{z Y 1t x,a)g” + ) p'(tx,a)p' + Lt x,“)}'
aek (4 ij=1 i=1

so that the HJB Equation (8) can be written also in the following way

{Bt(p(t,x) + H(t,x, Vo, D?) =0, (tx)E€ [ty,T) x R", @)

o(T,x) = g(x), x € R™.
We state here the classical verification theorem.

Theorem 2. Let ¢ € CY2([0,T) x R™) N C°([0, T] x R") be a solution to the H]B Equation (9)
for tg = 0, satisfying the following quadratic growth, for some constant C,

lp(t,x)| <C(A+|x*),  forall (t,x) €[0,T] x R". (10)

Suppose that there exists a measurable function A*(t,x), (t,x) € [0, T) x R", taking values
in K, such that

(i)  We have

0=0¢p(t,x)+ H(t,x, Vo, qu)) =orp(t,x) + C?*(t’x)q)(t,x) + L(t,x, A*(t,x)),

(ii) The SDE
dXs = u(s, Xs, A*(s, Xs))ds + (s, Xs, A*(s, Xs)) dWs,
with initial condition X; = x, admits a unique solution X,
(iii) The process A*(s, Xy), s € [t, T| lies in K (¢, x).
Then
o(t,x) = U(t,x), (t,x) € [0,T] x R",

and A*(-, X*) is an optimal control for the stochastic optimal control problem in Definition 1.

Proof. See, e.g., Theorem 3.5.2 in [42]. Some other references for the verification theorem
are also Theorem 4.1 in [41], Theorem 5.7 in [43], and Theorem 4.1 in [44]. O

Remark 3. The quadratic growth condition (10) is used in Theorem 2 only to guarantee that the
local martingale part of the semi-martingale decomposition of ¢(t, X;), namely, by It6 formula,

nom ot
Y Y [ ols X A5, X0)00(5, X)WL, a
i=1/(=1

is in L' and a martingale (and not only a local martingale). This means that the statement of
Theorem 2 holds assuming only that (11) is a L' martingale, i.e., without condition (10).

2.3. Stochastic Hamilton—Jacobi—Bellman Equation

The present section generalizes the aforementioned Hamilton—Jacobi-Bellman equa-
tion to its stochastic counterpart. Let us first recall the Ito—Kunita formula.

Theorem 3 (Ito—Kunita formula). Let F(t,x), (t,x) € [0, T] x R" be a random field that is
continuous in (t, x) almost surely, such that

(i)  Foreveryt € [0,T], F(t,-) isa C>-map from R" into R, P-a.s.,
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(i)  Foreach x € R", F(-, x) is a continuous semi-martingale P-a.s., and it satisfies

mooet )
F(t,x) = F(0,x) + Z/o fl(s,x)dY],  forevery (t,x) € [0,T] x R", as.,
j=1

where Y!, j=1,...,m,are m continuous semi-martingales, fj (s,x), x € R", s € [0,T), are
random fields that are continuous in (s, x) and satisfy the following properties:

(a) Foreverys € [0,T), fi(s,-) isa C>-map from R" to R, P-a.s.,

(b) Forevery x € R", fi(-,x) is an adapted process.

Let X; = (X}, ..., XI") be continuous semi-martingales. Then we have, for t € [0, T],
m £ . n t .
F(t X;) = F(0, Xo) + 2/0 Fi(s, Xs)dY] + 2/0 94, F (5, X) dX!
j=1 i=1

n t )
y / By, F(s, Xs) d[ X1, XH],,
ik=1"0

FE Y [ 9af( X0 v X, +

j=1i=1

where [-, )5 stands for the quadratic variation of semi-martingales. Furthermore, if F € C3 and
fle C3, P-a.s., then we have, fori =1,...,n,

moot , ,
0,iF(t,x) = 0,:F(0,x) + 2/ 0.if/(s,x)dYl,  forevery (t,x) € [0,T] x R", P-as.
=170

Proof. See, e.g., the article [46] or the book [47], both by H. Kunita. [

Sticking, where possible, with the notation introduced in Section 2.2, we consider a
stochastic optimal control problem where also the functions L, g, , and ¢ are random. More
precisely, they depend also on w € Q) in a predictable way, namely, L(t, x,a, ), g(x, ), u(t, x,-),
and o (t, x, -) are Fy-measurable, for any (t,x,a) € Ry x R" x K. In order to distinguish them
from the functions in the previous section and recall that the following are stochastic terms, we
write also

L5(t,x,a) = L(t,x,a,-), g7 (x) = g(x,-).

We want then to maximize the objective functional

E|:/T Ls<t,Xt,tXt) dt +gS<XT) , (12)

to

where X solves the SDE

{dXt = }l(t,Xt,tXt,(U) di’—i—(T(t,Xt,DCt,aJ) dW;, hh<t<T, (13)

Xto = X.

and a € K.
Let us introduce, in a completely analogous way as in the previous section, the
value function

U(t,x,w) = max E

T
/ LS(s, Xs, a5) ds + ¢5(X7)
IXGICL t

7.

From now on, we may omit the explicit dependence on w € Q) of the functions.
Then, for any fixed x, U(t, x) is an F-adapted process but, a priori, it is not of bounded
variation. We can anyway expect that it is a continuous semi-martingale, and therefore, by
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the representation theorem for semi-martingales and martingales (see, e.g., Section IV.31
and Section IV.36 in [48]), that it can be written as follows,

T
U(t x) = Tr(x) — Ti(x) —/t Yo(x)dWs,, xeR,0<t<T,
where, for every x € R", T'4(x) and Y;(x) are F¢-adapted processes and I'¢(x) is of bounded
variations. In this case, if I';(x) and Y;(x) are almost surely continuous in (t, x), T'+(x) is
differentiable with respect to f, and both of them are sufficiently smooth with respect to x,
then the pair (U, Y) should satisfy a stochastic Hamilton—Jacobi—Bellman equation (SHJB).

More precisely, we say that (¢, ¥) solves the SHJB related with the optimal control
problem (12) and (13) if (¢, ¥) satisfies the following backward stochastic partial differen-
tial equation

doi(x) + H5(r,x, V¢, D%, V¥) dt = ZW xX)dW!, (t,x) €[t T) x R",

(14)
(PT(x) = g(x)r x € R",
where
Hs(t/ xr uXI uXX/ l/Jx) = H(t/ x/ MX/ uxX/ ¢X/w) == Sup Hs(t/ xr uXI uxx/ a/ l/Jx)/
ackK
and
n n m
Hs(t,x,ux,uxx,a,lpx Z‘ul (t,x,a,w) Z Z t X, q,w Ué(t X,8,W) Ui

i=1

+ii(7/(txawlp + L5(t,x,a),

with ¢, = (¢ﬁi)i:1,...,n,€:1,...,m € R™™™ . See, e.g., Section 3.1 in [33] for more details about
the derivation of Equation (14) and Section 4 in the same reference for results concerning
the well-posedness of such an equation.

We state here the verification theorem, which tells us that a sufficiently smooth solution
of the SHJB equation coincides with the value function v.

Theorem 4. Let (¢,¥) be a smooth solution of the SH]B Equation (14) with ty = 0 and assume
that the following conditions hold:
(i)  Foreacht € [0,T], x — (@¢(x), ¥¢(x)) is a C?>-map from R" into R x R™, P-a.s.,
(i) Foreachx € R", t +— (¢¢(x), ¥i(x))and t — (Vi (x), D>@i(x), V¥ (x)) are continuous
Fi-adapted processes.
Suppose further that there exists a predictable admissible control A*(t, x, w) such that

H%(t,x,V,D*¢,V¥) = H5(t,x, Vo, D*p, A*(t,x,w), VY),

and that it is regular enough so that the SDE (13) is well-posed with solution X. Then (¢,¥) =
(V,Y) and moreover, for any initial data (0, x) with x € R", A*(t, X}, w) maximizes the objective
function U.

Proof. See Section 3.2in [33]. O
Remark 4. Under suitable reqularity conditions on p, o, L°, and g5, it is possible to prove that the

SHJB Equation (14) admits a unique solution satisfying the hypotheses of Theorem 4. A rigorous
proof of this fact can be found in Section 4 of [33]. For further developments on SHJB equations and
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the related stochastic optimal control problems we refer the reader to, e.g., [49-52], as well as the
already mentioned paper by Peng [33].

3. Solutions of PDEs via Contact Symmetries

In this section, we recall some basic facts concerning the theory of symmetries on
which our results are based, referring to [2,3,53-55] for a complete treatment of these topics.
We start with a formal introduction on jet spaces (for an extended introduction to the
subject see, e.g., [56,57]), and then proceed with contact symmetries and their applications
in solving PDEs. Despite the fact that these results are well-known, we insert here a small
survey for the ease of the reader, as well as we introduce the notation that will be adopted
in the rest of the paper.

3.1. Jet Spaces and Jet Bundles

The jet space is a generalization of the notion of tangent bundle of a manifold. Let M
and N be two open subsets of R and R", respectively, and consider a smooth function
f: M — N. Take a standard coordinate system x = (x!,...,x™) in M and let u =
(ul,...,u") = f(x) € N. We can then consider the k-th prolongation u®) = pr®) f(x), that
is defined by the relations u; o= 0,if(x), ui iy = Oyiyl fi(x),..., up to order k. For example,

if m = 2and n = 1, then pr® f(x!,x?) is given by

(1510, W25 a0, U2, U2 2) = (f5000f, 02 f50,00 f, 00,0 f, 02,2 f) (xll xz)'

The k-th prolongation can also be looked at as the Taylor polynomial of degree k for
f at the point x. The space whose coordinates represent the independent variables, the
dependent variables and the derivatives of the dependent variables up to order k is called
the k-th order jet space of the underlying space N x M, and we denote it by J*(M, N). It is
a smooth vector bundle on M with projection 7ty _1: J¥(M, N) — M given by

70 —1 (%, U, Uy, Uy, . ..) = X.

More explicitly, J*(M,N) = M x N x N1y X - -+ x N, where Ny;, is the space of
i-th order derivatives of u with respect to x. It is clear that N(;) C R" with

m+i—1
n;i = i .

To any function f € CK(M, N), where C¥(M, N) is the infinite-dimensional Fréchet
space of k times differentiable functions on M taking values in N, we associate a continuous
section of the bundle (J*(M, N), M, 7t 1) in the following way

f e D)%) = (x,u = f(x),ux = V(x),1xx = D*f(x),..., Df (x)),

where D' f(x) is the vector collecting all the i-th order derivatives of f with respect to x.
In this setting, a differential equation is a sub-manifold Ag C J¥(M, N). For example, in
the scalar case N = R, we usually consider Ag as the null set of some regular functions,
ie, Ag = {E(x,u,tty, tixy,...) =0,i € {1,...,p}}.

Definition 2. Consider a (finite) set E': J(M,N) — R, fori = 1,...,p where p € Nand p > 0,
of smooth functions defining a sub-manifold Ag = {E'(x,u, 1y, tixy,...) = 0,i € {1,...,p}} of
JK(M, N). We say that a smooth function f: M — N is a solution to the equation & (represented
by the sub-manifold Ag) if, for any x € M, we have D¥f(x) € Ag. The set of all solutions to
equation € will be denoted by S¢.



Mathematics 2021, 9, 953

10 of 34

For instance, in the previous case where N =Rand Ag = {E!(x,u,1y,...) = 0,i €
{1,...,p}}, f is asolution to equation £ if E'(x, f(x), Vf(x),...) =0, foreveryi=1,...,p,
x € M.

Remark 5. For technical reasons, it is usually not possible to consider generic equations & (cor-
responding to generic sub-manifold Ag C J(M,N)). In the following, we always consider
non-degenerate systems of differential equations in the sense of Definition 2.70 in [2]. This condition

assures that, for each fixed xo € M and each set of derivatives (u°,ud,uY,,...), there exists a solu-

tion to the equation defined in a neighborhood of xo with the prescribed derivatives (u°,ul,u?,,...)
at the point xq. Since the precise formulation of this condition is quite technical and the evolution
equations considered in Section 4 always satisfy such an assumption, we refer to Section 2.6 of [2]

for complete details.

3.2. Contact Transformations

We want to introduce a class of transformations induced by diffeomorphisms of
J¥(M, N). For simplicity, we consider the case k = 2, M C R" and N = R. Consider a
diffeomorphism ®: J2(M, N) — J?(M, N) given by the following relations

il = ¢Xl (x/ u/ uXI uxx)/

ﬁ ¢)u(x/ ul uX/ uxx)/

u_;
Ui = (OReY (xr u/”xr”xx)/

X

u
i = D (X, U, Uy, tyy).

Hereafter, we use the notation ®* = (<I>x1, cee ,@"n), Pl = (P"s1, ..., P"") and

Py = (qjuxixj”i,‘:l,...,n'
We now aim] to define a transformation Fg on the space of smooth functions induced
by the map ® on the jet space. Let U € C*°(M, N) and consider the map Cyyo: M — M
given by
Cuo(x) = ®*(x,U(x), VU(x), D*U(x)).
Let Fo C C®(M, N) be the subset of smooth functions U € C*(M, N) such that Cy; ¢
is a diffeomorphism from M into itself.

Definition 3. We say that the diffeomorphism ® generates the (nonlinear) operator Fg on the
space of functions Fe, if there is a map Fg: Fo — C®(M, N) such that
Fo (U)(x) = ®"(Cpyjo(x), U(Cyy (%)), VU(Cpyj(x)), D2U(Cpyp (1)),
0,iFp(U)(x) = " (Ca,lcp(x), U(C&}q)(x)), VU(C&}(P(x)), DZU(C&}q)(x))),
A ixi Foo (U) (x) = "5t (C (), U(Cylp (%)), VU(Cfy (%)), D*U(Cy (%))

Not every diffeomorphism ®: J2(M, N) — J*(M, N) generates an operator Fg on the
space of functions Fg. For example, consider M = R and the map ®*(x, u, uy, tixy) = AX,
D (x, U, Uy, Uyy) = U, P (X, 1, Uy, Uxy) = Uy, and O (x, 1, Uy, Uyy) = Uxy, Where A > 0.
In this case, for any U € C*(M, N), the map Cy; ¢ is given by Cy; ¢ (x) = Ax and, thus, it

does not depend on U and it is always a diffeomorphism from R into itself, since A # 0.
This implies that Fp = C*(M, N) and also that, if the map Fg exists, then it must satisfy

Fo(U) = U(A 1),
for any U € C*(M, N). On the other hand, we have

O Fo(U) = AU (A 1x) #
# U (A1) = " (C g (%), U(C (%)), VU(C (%)), D*U(Cpy (%))
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This simple counterexample shows that a diffeomorphism ®: J2(M, N) — J>(M, N)
must satisfy some additional conditions in order to generate an operator Fg. For this reason,
we introduce the following definition.

Definition 4. A diffeomorphism ®: J*(M,N) — J?(M, N) is said to be a contact transformation
if it generates a (nonlinear) operator Fg in the sense of Definition 3.

It is possible to give a nice geometric characterization of the set of contact transforma-
tions. From now on, we write A!J" (M, N) for the vector space of 1-forms on J"(M, N). In
particular, consider the following 1-forms,

i dx!, (15)

n
x =du —

i=1

n
Ky =dug — Yy dy.
j=1

We denote by € C A'J2(M, N) the contact structure, also called Cartan distribution
in [56], which is generated by
¢ =span{x, ki, i=1,..n}.
Theorem 5. A diffeomorphism ®: J>(M,N) — J*>(M, N) is a contact transformation in the
sense of Definition 4 if and only if it preserves the contact structure €, that is,

P*(e) =,
where ®* is the pull-back of differential forms on J*>(M, N) induced by ®.

Proof. See, e.g., Chapter 2 in [56], Section 4 in [53], Chapter 21 in [3], and the refer-
ences therein. [

Remark 6. The contact transformation ® is uniquely determined by its action on J'(M, N). In
particular, ®*, ®*, and ®*x depend only on (x, u, uy) and they do not depend on uyy (see, e.g.,
Chapter 2 in [56]).

Remark 7. In contact geometry, a contact structure on a (2n + 1)-dimensional manifold M is a 1-form
¢, which is maximally non-integrable, namely, ¢ A (d{)" # 0, and the contact transformations are the
diffeomorphisms ¥ of M such that ¥*({) = f - {, for some f € C®(M,R) (see, e.g., [58,59] for an
introduction to the subject and [60] for an historical overview). This definition is satisfied by J* (M, R)
with the 1-form { = « defined in (15).

In the study of the geometry of jet spaces (see, e.g., Chapter 6 of [57]), the term “contact
structure” is often used to express the set of forms €. This custom is due to the fact that, as explained
in Remark 6, the contact transformations are extensions of diffeomorphisms on J'(M,N), i.e.,
the set of transformations considered here is in one-to-one correspondence with the one usually
considered in contact geometry.

In the following, we will not consider just a single contact transformation but one-
parameter groups of contact transformations ®,, which means that ®.: R x J>(M,N) —
J*(M,N) is C®, ®, is a contact transformation for each A € R, ®¢(x,u, iy, tixy) =
(x, 1, Uy, Uyy), and, for each A1, A; € R,

Dy, 0Dy, =Dy, 1,
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In general, a one-parameter group of diffeomorphisms ®y ,, where A € R, is generated
by a vector field Y € TJ?(M, N), i.e., belonging to the tangent bundle of J?(M, N), which
in local coordinates has the expression

n .
Y=Y Y¥ (5, 1, U, )i -+ Y (3, U, U, ) Dy
i=1

(16)
—|—2Yugz X, U e, U )y s+ Z Y"xixd (x, U, ty, tyy )0y ny
i=1 ij=1 o
by the following relations
a)\(bY/\(x U, Uy, uxx) sz o ®/\(xl U, Uy, Mxx)/
a/\q)y/\(xr U, Uy, uxx) =Y"o q)A(x/ u, uxruxx)r
aAq> . (x/ u, Uy, uxx) =Y"% o CD/\(X/ U, Uy, uxx)/
NP X"](x Uy U, Uy ) = Y o @) (x, 1, Uy, Uxx), (17)

for any A € R and (x,u,uy, uxx) € ]Z(M, N). It is useful to introduce the following
natural notion.

Definition 5. A vector field Y (of the form (16)) on J*(M, N) is called an infinitesimal contact
transformation if it generates (through Equation (17)) a one-parameter group of diffeomorphisms
D, of contact transformations.

The following theorem characterizes all the infinitesimal contact transformations
on J>(M,N).

Theorem 6. A vector field Y on J*(M, N) is an infinitesimal contact transformation (in the sense
of Definition 5) if and only if there exists a unique smooth map Q: J'(M,N) — R such that
Y = Yq, where Yq, is a vector field on ]2(M, N) defined as

n n n
Yo=—) 0,00, + (Q -y ux,-auxl.Q> du+ Y (0, + 1,194 Q)
i=1 i=1 i=1

n
+ Z (axixfn + 10y QL+ Uy ki kQ + 1,19, ()
i,jk,t=1 ¥

+ uxiuxjauuQ + uxiux]-xkauuxkﬂ +u

(18)
042

xix/

+ ux"xkaxfurk O+ 1’l;vc"xk1’lea”4,ck”Q + ux"xkux/xfa“xk“x/ Q) a”xixj :

Proof. The proof can be found in Chapter 21 of [3] and references therein. [

Remark 8. We say that a vector field of the form Yq satisfying the hypotheses of Theorem 6 is the
infinitesimal contact transformation generated by the (contact generating) function (). Under this
terminology, Theorem 5 gQuarantees that any infinitesimal contact transformation is generated in a
unique way by some smooth function Q: J'(M,N) — R.

There is a special subset of vector fields of the type (18) arising from coordinate
transformations involving only the dependent and independent variables (x, u).
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Definition 6. We say that YO0, 158 (projected) Lie point transformation if it is a contact
transformation of the form

n

YO = Zf’ Oy +8(x, u)du + Y Y™ (3, 1, 1x)0u, + ZY“x'xi(x,u,ux,uxx)auxw, (19)
i=1 ij=1 )
where fi € C®(M,R), ¢ € C®(J%M,N),R), Y € C*®(JYM,N),R) and
Y'id € C®(J?(M,N),R).

Remark 9. It is simple to see that a Lie point transformation Yo, 1o CaN be reduced to a standard

vector field Y = ¥; f(x)0,i + g(x, u)dy on J°(R",R), i.e., Y is the generator of a one-parameter
group of transformations involving only the dependent and independent variables (x, u).

Remark 10. Another important property of Lie point transformations is the following. Denoting
by Prie,f,g,1, where A € R, the one-parameter group generated by the Lie point transformation
YO 500 W€ have that, for any A € R, the domain Fo,, . of the nonlinear operator Fyp,, .,
generated by P, f ¢ 1 is the whole C* (M, N) = .Fq;ue/f,q,/\.

For what follows, we introduce the (formal) operators D,;: C®(J*(M,N)) —
C®(J*1(M, N)) given by

n n

Dy =0y + Uiy + Y ux,-xjauxj +...+ ) ulemxjfxia”,(jlmxjg +... (20)

=1 12 Zjp=1

In a similar way, we write D,;,;(-) = D,i(D,;(-)), D,iyiy () = D,i(D,;(Dye(+))), etc.

X

We can characterize more precisely the general form of Lie point transformations.

Theorem 7. The vector field Yo, og 150 (projected) Lie point transformation if and only if it is
generated by a function of the form

O .6 (%, 1, 10x) = g(x,u) = ) f1 (W), (21)

M-

namely, Yo .. ‘e has the following expression

QLlegf T Zfl axl +g X, M a + 21 ( )uxf +Dxi(g))a”xj
2
; k
i kZ Doy (f u"k = D ()t +Dxixf(g))a“xixi’
i,jk=1

Proof. The theorem is a direct application of Theorem 6 to vector fields of the form (19). O
If n = 1, and the coordinate system of J°(R,R) is given by (x, u), some examples of
Lie point transformations are:

U The dilation of independent variable x, i.e., Y = x9, (see the notation in Remark 9),

related to the generator function () = —xu, and generating the one parameter group
defined by

@ (x,u) = eMx D (x,u) =u
21

O (x,u,11y) = e My DY (X, U Uy, Uyy) = € Mgy
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e The dilation of dependent variable u, namely, Y = ud, related to the generator
function () = u and generating the one parameter group defined by

D) (x,u) =x @Y (x,u) = e'u

O (x, u, ux) = ey QN (x, 11, Uy, Uyy) = € thyy.
We conclude this section providing the definition of symmetry of a differential equation.

Definition 7. A contact transformation ®: J>(M,N) — J?>(M, N) is a (contact) symmetry of
the differential equation £ if, for any solution U € C®(M, N) N Fg to the equation &, also Fo (U )
is a solution to £, where Fg and Fg are the operator generated by the contact transformation ®
and the domain of Fg, respectively (see Definition 3).

We say that an (infinitesimal) contact transformation Yq is an (infinitesimal contact) sym-
metry of the differential equation £ if the one-parameter group ®y,, \ generated by Yq is a set of
symmetries of the equation £.

Remark 11. With an abuse of language, we say that the function Q € C®(J*(M,N),R) is a
contact symmetry of the equation & if the corresponding contact vector field Yq is a symmetry of £.

Remark 12. If Y is a Lie point transformation and it is a contact symmetry of the equation &, then
we say that Y is a Lie point symmetry of the equation E.

It is possible to give a completely geometric characterization of the contact symmetries
of a differential equation &.

Theorem 8 (Determining equations). A contact transformation ® is a symmetry of the equa-
tion € represented by the sub-manifold Ag C J2(M, N) of the form

Ag = {Ei(x, Uy, Uxye) =0,i€{1,...,p}},
where p € N, p > 0and E' € C®°(J*(M, N),R), if and only if
O(Ag) = Ag.

The infinitesimal contact transformation Yq is a symmetry of the non-degenerate differential
equation & (see Remark 5 for the definition of non-degenerate differential equation) if and only if

Y (E (x, 1, uy, uxx))|ag =0, (22)
wherei=1,...,p.

Proof. The proof is given in Theorem 2.27 and Theorem 2.71 in [2] for the case of Lie
point symmetries that are diffeomorphisms of ]k(M, N), for k > 0. Since the contact
transformations are diffeomorphism of ]h (M, N), forany h > 1 (see, e.g., Chapter 21 of [3]),
the case of contact transformations can be proved using the same methods. [

3.3. Symmetries and Classical Noether Theorem

Let us discuss here the classical Noether theorem in the Lagrangian mechanics setting
described in Section 2.1. Heuristically, the Noether theorem says that to any infinitesimal
transformation leaving invariant the optimal control problem, namely Equation (1) and the
Lagrangian L, a constant of motion is associated.
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~ More precisely, let Y™ be a vector field in R"” x R" transforming the variables x' and
a' of Equation (1) and the Lagrangian L. We suppose that Y** is “projected” with respect
to the variables x’, that is,

- é(fi(x)axi —|—gi(x,a)8ai). (23)

If we want the projected vector field (23) to be a symmetry of Equation (1), then we
need that

n . .
a) = Z&x,-f’(x)a]. (24)
j=1
If we also require that L is invariant with respect to the flow of Y*#, then we must have
n
Y (L =Y fi(x)3uL(x,a) + 2 9, f(x)a1d i L(x,a) = 0. (25)
i=1 ij=1

So we say that Y** is a symmetry of the optimal control problem of Section 2.1 if and
only if conditions (24) and (25) hold.

Theorem 9 (Noether theorem). Let Y** be a symmetry of the Lagrangian L according with
Equation (25). Then, supposing the existence of a C! optimal control a;, we have that

n

Y FH(Xe)9uL(Xe, ar) (26)

i=1
is constant with respect to time t € [to, T).

Proof. Let us compute the derivative with respect to time of (26), then, by Euler-Lagrange
Equation (4), we have

i(ifi(Xt)auiL(Xt,at)> = i ax/‘fi(Xt)aa,‘ (Xt,l)ét i dg 8 L(Xt,oct))
i=1 ij=1 =1
= .i[*’xff%xt)«{aaﬂxt,m) + FH (X @ L(Xs, )],
ij=

which is zero as a consequence of Equation (25). O

It is possible to give an equivalent formulation of Theorem 9 using the Lie point
symmetries of Hamilton-Jacobi equation.

Theorem 10 (Noether theorem, Hamilton-Jacobi version). Let Q(x, uy) = Y1y f'(x)u,: be
a contact symmetry of the Hamilton—Jacobi Equation (3). Then, if U € C12([ty, T] x R",R) isa
solution to Equation (3), we have that

(X, VU(X)) = Y (X2, U(X), @)

i=1

where X is the solution to Equation (1) with ai = A'(X;, VU(X})) (see Section 2 for the definition
of the map A), is constant with respect to time t € [ty, T|.

Lemma 1. Yq is a contact symmetry of the Hamilton—Jacobi Equation (3) if and only if

y (0,00 H — 9, ,09,H) = 0. (28)
i=1
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Proof. Itis a consequence of Equation (18) and Definition 7. See, e.g., Section21.2in [3]. O

Proof of Theorem 10. See the proof of Theorem 12 below, where the statement is proven
in the general stochastic case. [J

Remark 13. The two formulations of the Noether theorem given by Theorems 9 and 10 are equiv-
alent in the sense that Y™ = Y'; 1 (f'(x)0,i + 0, f*(x,a)ald ) is a symmetry of the optimal
control problem if and only if () is a contact symmetry of the related Hamilton—]acobi equation,
namely, Equation (28) holds. Furthermore, if we choose the optimal control a} to be equal to
AY(Xy, VU(X¢)), then the two conserved quantities (26) and (27) are equal.

4. Noether Theorem for Stochastic Optimal Control
4.1. The Case of Deterministic H[B Equation

Considering M = Ry x R" and denoting the first variable by t and the other indepen-
dent variables by x', fori =1, ..., n, for the Hamilton—Jacobi-Bellman equation we have
that Ag is described by the equation

1 noo.
uy + r&alz({z ,-]Z:l n(t,x,a)u i+ 1; W (t,x,a)u + L(t, x,a)} =0. (29)

Equation (29) is a special kind of evolution equation since it has the form
uf +H<t/xrurux/ux,x) = 0/ (30)

for some smooth function H € C?(R x J2(R",R)), where uy = (uy,,...,uyx,), and
Uyy = (ux,‘x,')i,jzl,m,n. In this case, it is convenient to choose a generating function of
the form

Q(t, x,u, uy). (31)

Remark 14. It is important to notice that, for a generic contact symmetry on J>(M,R) = J>(R4 x
R",R), the generating function has the form

Q(t, x, u, up, uy), (32)

depending also on the variable u;, which represents the time derivative. Choosing a generating
function of the form (31) instead of the form (32) means to consider contact transformations
that do not change the time variable t. The main reason is that the time variable in stochastic
equations plays a peculiar role and cannot be changed in the same way as the spacial variable x.
Nevertheless, in [24,25,29] also a special kind of time change has been considered corresponding to
the generating function

Q = f(t)ur + Opie g, (X, 1, 1x), (33)

where f € C*(Ry,R), and Qe £, (t, X, u, ux) is the generator of a Lie point transformation, see
Equation (21) (see also Remark 15 for a further discussion of this point).

Theorem 11. Consider an evolution PDE of the form (30). An infinitesimal contact transformation
generated by the function Q) of the form (31) is a contact symmetry for Equation (30) if and only if

n
90— Ho,Q+ ) (D03 H+D

Od,, ;H ~ Dy Hd, Q) =0, (34)
i,j:l xlx X'

xix

where D,; are defined in Equation (20) and D.;.;- = D,i(D,;(-)).

Proof. The statement follows directly from Theorems 6 and 8 (in particular
Equations (18) and (22)). O
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Let us introduce
Or = Q(t, Xp, U(t, Xy), VU(L, X¢)),

where X; is a solution to Equation (5) with respect to an optimal control Aj.
Assumption 1. There exists at least one measurable function A(t, x, ux, uxy) such that
A(t, x, Uy, tlyy) € argmax H(t, X, iy, Uxy, -),

where

n
H(t,x, Uy, iy, a) = Zy (t,x,a)ui+ = Z Z (t,x,a (7[ (t,x,a)u; + L(t,x,a).
i=1 z; 1=

As a consequence of Assumption 1, we can choose the process
ar = A(t, Xy, VU(t, X;), D*U(t, X}))

to be the optimal control provided that the solution U to Equation (9) is at least C2.
The next result is our first stochastic generalization of Noether theorem.

Theorem 12. Let Assumption 1 hold true. Suppose that the solution U to Equation (9) is continu-
ously differentiable with respect to time and C? with respect to x. If Q) is a contact symmetry of
Equation (9), then O is a local martingale.

Remark 15. The works [24,25,29] present a Noether theorem involving a time change and a Lie
point transformation with a generator of the form (33) for an optimal control system with affine
type control and an objective function with quadratic dependence from the control. More precisely,
they proved that, if C) of the form (33) is a symmetry of the H]B equation, then the process

A

O = (t X3, U(t,Xt),atU(t,Xt),VU(f,Xt))

35
= —f(OH(t, VU(t, X;), D2U(t, X1)) + O g 6 (1, Xe, U(t, X2), VU(E, Xi)), )

is a local martingale. The presence of some time invariance was essential in the papers [21,28]
for extending the concept of integrable systems to the stochastic framework. We expect that the
martingality of the process (35) holds also in the general setting presented here. Since it is not
completely clear what the role of time change is in our setting and if the conservation of (35) holds
for more general time changes, we prefer to postpone this analysis to some later works.

From now on we take H as in Section 2.2, namely,

H(t, x, Uy, thyy) = sup H(t, X, thy, Uxy, ).
aeK

In order to prove Theorem 12, we anticipate the following result.
Lemma 2. We have that

Jd, H= yi(t, x, A(t, x, Uy, Uxy)),

x!

1 .
Qu H = 5 20 0h(tx, Alt, %03, 1) 0 (8, AL X, 1)

wd i=1

Proof. In the case where i, 0, and A are C! in all their variables, the result follows from
the fact that
0, H(t, x, tx, Uxx, A(t, X, Uix, Uxy)) = 0.
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The general case is a consequence of Assumption 1 and the envelope theorem. For the
latter we refer the reader to, e.g., [61,62]. O

Proof of Theorem 12. We compute the differential of O; using It6 formula, to get

dO; = dQ(t, Xt, U(f, Xt), VU(t, Xt))
= atQ(t, X, U(i’, Xt), VU(t, Xt)) dt + auQ(i’, X, U(t, Xt), VU(t, Xt>) dU(t, Xt)

n .
+ Y 0.Q(t, Xe, U(t, Xp), VU(t, X)) dX}
i=1
n
+ ) 0u, QL X, Ut Xi), VU(E X1)) dO U (E Xi)
i=1
1 & o
+ 2 Y 0,y Q Xp, U(t, Xe), VU(E Xp)) d[XT, X

254

+ %E)WQ(t, Xp, Ut X1), VU(t, X2)) d[U(-, X.), U(-, X.)];
4 ;]Z 3, Q(t, X, U(t, X), VU(t, X)) d[U(-, X.), XI];
+ = Zauu (t, Xe, U(t, Xp), VU(t, Xp)) d[0,U (-, X.), U(-, X))

n

Z auriij(f, X3, U(t, Xt), VU(t, Xt)) d[ain(y X.), X]}t

1
2,4

+1 2 Auu QU Xp, U(t, Xp), VU(E X1)) d[0,:U (-, X.), 0, U (-, X.)]p-
1] 1

Since U € C%3([0, T] x R",R), we also have
n . . .
dU(t, X¢) = 0U(t, Xp) dt + Y_ 0. U(t, X¢) dX} + Z 9, U(t, X¢) d[X', X]s, (36)
i=1 1] 1

doU(t, X;) = 0, ,U(t Xy) dt + Za”,u (t, Xt)dX]—i— Z DUt X)) d[X], XK, (37)
j=1 ]k 1

Exploiting Equations (36) and (37), the fact that X; is solution to (5), and the relations

m

d[X%, X, = Y ob(t, X, ar)ob(t, X, ) dt,

/=1
nom . .
dlu(-, X.), X" =Y. Y 0,U(t, Xe)op(t, Xe, )0} (¢, Xy, ) dt,
j=10=1
n m . .
du(, X),u(, X)) =Y. Y o,U(t, X0)ouU(t, Xe)o)(t, Xp, )0y (t, X, ar) dt,
ij=1¢=1
m .
d[U( ),ain( )] = Z aij(t, Xt)axixk U(t, Xt)O'é(f, Xt,ﬂét)O';f(t, Xi, (Xt) dt,

axzx/‘U(i’, Xt)ax;ka(t, Xt)(fé(i', Xt, Dét)O’é(t, Xt, Dét) dt,

= ‘TIM= \
M= T

,\..
<
Il
—_
~
Il
—_
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we obtain

dO; =

n .
S (X ) (ax,o 0,0+ uxixkauvka) (t, X;, U(t, X;), VU(E, X;), D2U(t, Xy )) dt
ik=1 ’

n mo .
+ E ' Z Z(J’é(t, Xt,lXt)U’é(t, Xt,txt) (ax,-,xjﬂ—i—ux,-ax;’uﬂ—i—ux,-xkax' Q+Mxia Q

Uk xu

+ ux,'uxjauuﬂ + uxiuxjxkauuxkﬂ + uxixjauQ + uxixka kQ + Mxixkuxjauxkuﬂ

xf u
X!

F it 1O g, Q ux,-x]-xkauxkn) (t, Xp, U(t, X;), VU(t, X¢), D*U(t, X;), D3U(t, X;)) dt
n
+ <atu WO+ Y 0,3, O+ atQ) (t, Xi, U(t, X3), VU(t, X;), D*U(t, X;)) dt + dM;,
i=1

where M; is a local martingale. Using the explicit definition of D, it is simple to note that

n
DxiQ = axiQ + uxiau() 4+ 2 uxixkauxk Q,
k=1

Dxifo :axixj0+uxj8xiu0+uxia 9,0

xqu + uxiuxfa””Q Uiy

i
+ Z (uxkaaxfttxkﬂ + Mxil’lexkauu,{kQ + uxixkaxfuj\,kQ
k1=1

+ uxixkux/'auxkuQ + foxkuxszauxkux, Q+ uxixjxkauxk Q)/
and we have
#U = —H(t,x,VU,D*U) and 9,.U=—(DuH)(tx, VU, D*U,DU).

Using Lemma 2, the fact that we can choose a; = A(t, X;, VU(t, X;), D*U(t, X;)), and
the determining Equation (34), we obtain

m n . i
Z 2 op(t, Xe, ar) ‘Ué(t,Xt,txt)
(D) (t, X, U(t, Xp), VU(E, Xy), D2U(t, X;), D3U(t, X;)) dt

(
n
+Y (—Haun ~DyHd, O+ atQ) (t, X, U(t, Xp), VU(E X;), DU(t, X3)) dt + dM;

n
= Y (D0, H+ Dy 00y, H — H3,Q — Dy HY, O+ 9:0)

xixl
ij=1
(t, X, U(t, X;), VU(t, X;), D*U(t, X¢), DU (t, X;)) dt + dM;
= thr

which concludes the proof. [
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4.2. The Case of Stochastic H]B Equation

We face the problem of stochastic HJB equation, that is, we consider, as we did in
Section 2.3,

n .
Hs(tr xr MXI uxx; ﬂ, wx) = Z ]’ll(tl x/ ar w)uxi
i=1

1 n m
+2 Z Z(T (t,x,a,w U[(t X, 0,0 )1y (38)
ij=1¢=1
n m
+Y Y ol txawtp + L5(t, x, ).
i=10=1

and
HS(t, X, thy, iy, Pr) = sup H(t, X, Uy, tixy, 4, Pr ).
acK

In this case,

dU;(x) = —H3(t,x, VU, D*U, VY) dt + Z\Pf x) dWy. (39)
(=1

Though some ideas concerning symmetries for SPDEs are discussed, e.g., in [63,64],
a general theory has not been developed yet. For this reason, we extend the notion of
infinitesimal symmetry introduced in Definition 7 in the following way. Hereafter, we
consider the probability space (W, F,P) where W = C°(R, R™) is the canonical space for
the Brownian motion W, F; is the natural filtration generated by W;, and P is the Wiener
measure on W.

Definition 8. Let Q: Ry x JY(R",R) x W — R be a predictable reqular random field on
Ry x J1(R",R), which is C' with respect to the time t and C? in all other variables. We say that
Yq is a contact symmetry for Equation (39) when we have

n
00~ H%9,0+ ) (D09, H® + D,

00, , H® —D,H%, I.Q) = 0.
l,]:l pagee X

xixl

Assumption 2. There exists at least one measurable function AS(t, X, 1y, iy, Py ) such that
AS (tl X, Ux, Uxx, 4’2() S arg max HS (tr X, Ux, Uxx, ", l)bx)r
where H is defined by Equation (38).

Lemma 3. We have that

aux,.HS :‘ui(tr X, As(t/ X, Uy, Uxx, lpx)/w)r
12 . .
auﬂ»xj HS == E Z U}(tl x/ As(x/ uX/ uXXI lpx)/w) O—é(t/ x/ As(t/ x/ uXI uxx/ lpx)/w)/
(=1

81l]g’_HS = aé(t, X, As(t, X, Uy, Uxx, Py ), W).

Proof. The proof is similar to the one of Lemma 2. [

The following result represents our second stochastic generalization of the Noether
theorem.
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Theorem 13. Let Assumption 2 hold true. Suppose that the solution (U,¥) to Equation (39) is
continuously differentiable with respect to time and C3 with respect to x almost surely. If Qis a
contact symmetry of Equation (9), then

Or =Q(t, X¢, U(t, Xt), VU(t, X))

/ Z Z(auun((‘ﬂ )2 +2ux10/‘1’/) 9, Qaﬂ’e u ;20 Ué‘l’ﬁj
i,j=1{= (40)
+8xu Q(Té‘l’z + duu (‘I’g ‘Pf +c7[ux1‘l’£ —l—(Te x,‘I’”)

O QY + ol ¥+ o ¥ )) (s, X, U(s, Xs), VU(s, Xs)) ds
is a local martingale.

Proof. Since the proof is similar to the one of Theorem 12, we report here only some steps
of the proof. By Theorem 3, we have

du(t, X¢) = — H5(t, Xy, VU(t, X;), D?U(t, X;), V¥ (X;)) dt

- Z‘Pf (X¢) dW/ + Z Zax,‘lfﬁ Xp) d[W', X7,

=1 (=1i=1 (41)

- Zaxlu (t, X;)dX + = Z 9.y U(t, Xe) d[X, X,
i= z] 1

and
doU(t, X;) = —kaHS(t X, VU(t, X;), D*U(X;, t), V¥ (X;)) dt

+ 2 0¥ (X;) AW/ + 2 2 .k FH(Xy) d[WE, X1
= i=1¢= (42)

+ Zaxixku(t, X;) dXi + Z 9,k U(t, Xe) d[X, X1
i=1 ,] 1

Adopting the usual notation for O; = Q(t, X, U(t, X¢), VU(t, X¢)) and

ay = AS(t, Xy, VU(t, X;), D?U(t, X;), V¥:(X})), we have
n
Z t Xt,oq a iQ(f,Xt, U(f,Xt),VU(t,Xt))dt
=1
41
2

nom
Z Z t Xt,DCt (Tp(t Xt,txt)a Q(i’ Xt, U(t,Xt),VU(t,Xt))dt

xixi

n . n
+0,QdU(t, X;) + Eam,Q d[Uu, U]+ Y 9, Qd[X, U] + Y 9, Q2 daU(t Xi)

i=1 i=1
1 n n
+§Zauxiuxj0da U, 0,,U] + Euu Qd[Uu,o, u+Za QXma U]
i,j=1 j=1 i,i=1

+0:Q2df + th
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Plugging in Equations (41) and (42), and exploiting Theorem 3 in order to compute
the quadratic variations, we get

dO; =

M=

Il
A

. n
‘u’(t, Xi, 0({) <BX,Q + uxiau() + 2 llxz'xkauxk Q) (t, Xi, U(t, Xt), Vll(t, Xt), Dzu(i’, Xt)) dt
k=1

1

1 o .
+§ Z ZU}(t,Xt,ucf)Ué(t,Xt,at (Z a”,o+ux,ax,uo+ux,xkaxlu Q+u,0,,0
ij=10=1 ki=1

+uxiux/au,uﬂ+uxiux/xkauuxk0+u 'au0+uxixka

xix]

QO+ Mxixkuxjauxkuﬂ

xj”xk
R ERYTRNE VI O S TR Q) (t, X;, U(t, Xy), VU(t, X;), D?U(t, X;), D3U(t, X;)) dt

— 0,008, Xy, U(t, Xy), VU(t, X)) HS (8, Xy, U(t, X), VU(E, Xp), DU (8, X;), V¥ (X)) dt
nom .

+ BWQ(t Xp, Ut Xy), VU(E Xy)) ZZ( )2+20,, u(t,x)a;(x,a)‘lff(x))(t,xt,zxt)dt
=1/=1

+
=

M= I ®
T

9,1, Q(t, Xy, U(t, Xp), VU(t, X¢))ob(Xe, a0) ¥ (X¢) dt

9y QD H )(t,Xt,U(t,Xt),VU(t,Xt),Dzu(t,Xt),V‘Ft(Xt))dt

1= 0= L
-
~
Il
_

=

1

+

A, Qwfo, ¥l + aunag\lfﬁi) (t, X;, U(t, X3), VU(t, X3), ap) dt

3

+

(90 OO ¥ED ¥ + 00 ¥ + 0l 9,%) ) (1 X, UL X), VUL Xi), o) dt

I
Il
-
o~
Il
-

7

+
M:
™=

(axlu Qol¥ )(t Xp, Ut Xy), VU(E Xy ), o) dt

i
Il
-
o~
Il
-

,

+
-
™=

-
Il
-
~
Il
=

(am,xj QYD ¥, + ohud ¥, + olu -‘ff)) (t, Xp, U(t, X4), VU(t Xy), ) dt

xix/

+
Q.
=

Notice that, by Definition 8, we have
n
0= 9OH" + Y (3, ODHS — 8y HDQ — 3y o HSD,1,i0),
ij=1

which, by Lemma 3, is equivalent to

n
0uOH® + Y (9, QD H® =3y HD,uO = By HOD,,,0) =
ij=1

n m
= ¥ Y (00, 00u00%, + ¥,

X x z) + ath(UéTii)> .
i,j=1/¢=1
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Then we obtain
do; =
1 n m
S0uut, Xi, U(t, X2), VU X1) ) Z( +2ux,aﬂt)(t,xt,u(t,xt),vu(t,xt))dt
i=1/0=1
nom - nm
+Y ) (ax umﬂ)(t, X;, U(t, X:), VU, X)) de+ Y Y (auﬂ.u Qx
i=1 /=1 ij=1(=1 *
X (D W00 L + o0 ¥ + Uéux,-axi‘Ff)) (t, X, U(t, X)), VU(t, X}), ap) dt
n m
+Y 2( 3, 09,070, ¥/ + 0,0, Q0j0, ¥ )(t,Xt,U(t,Xt),VU(t,Xt),oct)dt
i,j=10=1
Yy 2( QYD ¥ + 0fiuyid ¥ + o ¥E) ) (1 X5, Ut X), VUL Xe), ) dt
ij=14=
+ dM;.

Following then the same steps as in the proof of Theorem 12 we get the result. [

Corollary 1. Suppose that Q) is a Lie point symmetry of the form
Q(t, x,u,uy) = cu+g(t,x) — katx Uk,

where ¢ € R and fX,g: R"™1 — R are smooth functions such that, for j = 1,...,n and
{=1,...,m

n . .
Z (fkaxkgé - ;@(axkf]) =0.
=1
Then O = Q(t, X¢, VU(t, X)) is a local martingale.

Proof. Under the previous conditions, we have

n . . .
Y- (~0u,;00,10%) + 0, Q0 = 94,00} = 0.
j=1 '

The thesis follows from Theorem 13. [

5. Merton’s Optimal Portfolio Problem

In this section, we propose a symmetry analysis of Merton’s problem of optimal
portfolio selection (see the original paper [34,35] for a review on the subject). Let us
consider a set of controls a; = (c(t), y(t)) and a controlled diffusion dynamics described
by the SDE

dXi = ((v())(u(t) —r) + 1) X — c(t)) At + Xy (£)o () AW, (43)

where X is the wealth process controlled by the proportion (t) € [0, 1] invested in the risky
asset at time ¢ and by the consumption c(t) € [0, +o0) per unit time at time . Moreover, r is
the constant interest rate, and u(t), o (t) > 0 are continuous functions such thato(t) > € > 0
(or in the case of Section 5.2 are general continuous predictable stochastic processes). Fixing
some finite time horizon T > 0, the problem of choosing optimal portfolio selection consists
of maximizing the objective functional

E [/tT L(t,ar) ds + g(X7) |,
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where
L(t,a) = e PV (c(t)).
Here, p € (0, +c0) is the discount rate, V is a strictly concave utility function that is

assumed to be differentiable with V'(z) > 0 for z > 0, and g is a given function.
Let us remark that the set K introduced in Section 2.2 here has the form

K = [0,400) x [0,1].

5.1. Markovian Case

The maximization problem introduced above is a particular case of the general one
studied in Section 2.2. The associated value function is

U(t,x) = maxE
xelp

/tT L(s,a5)ds + g(Xt)

Xt = x] ,
while the HJB equation becomes

2 _
atu+(£?éK{H(t,x,Vu,D u, (C/'Y))} =0,

with
1
H(t, x,ux, uxy, (¢, 7)) = exp(—pt)V(c) + ux(y(u(t) —r) +1)x —uxc+ Euxxa(t)z’yzxz.
The optimal value (c*,7*) of (¢, ) is given by the solutions to the system

dcH = exp(—pt)V'(c) —uy =0,
O H = (u(t) — r)xuy + urxo?(t)x*y = 0,

that is
c*(t) = (V') (ux exp(pt)), (44)
(1) = —7”; (utjxa;():)‘x. (45)

The corresponding functional H takes the form

7 (1))

H(t, x, thy, thyy) = H(t, X, thy, txx, (¢*(£), 7"
= exp(—pt)V(c* (1)) + ux (7" (t) (u(t) — 1) +1)x

1
— uyc™(t) + Euxxaz(t)'y*(t)zxz

= exp(—pt)V((V’)*l(ux exp(pt))) — <(y(t)—r)ux(y(t) —r) +r> XUy

Xy 02 (1)

= 1 £ — )2 326
— 1y (V) (uay exp(pt)) + zuxxa2wxz

= exp(-pt)V (V') H(uexplpn) (L0 (o) <) 1)

22
— ux (V') Nuyexp(pt)) + ;%

So we study the following PDE

2
= 2O Wy =0, (46)
2 Uyy
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with
K(t, x,uy) =hy(tuy) + rxuy, 47)
(u(t) —1r)?
o(t) = —5—1-,
(t) 200
where

hy(tuz) = exp(—pH)V (V') (ux exp(pt)) ) — ux(V') ™" (1z exp(pt)).

We are looking for the symmetry generated by the generating function Q(t, x, u, uy).
Hereafter, we assume that the function hy defined above is a smooth function in a suitable
open subset of R?.

Theorem 14. The function Q) generates a contact symmetry of Equation (46) if and only if it
admits one of the following forms

2
O =—u+ Gz(l’, Mx),
Q3 = exp(rt)xuy + G3(t, ux),
04 = G4(i’, le),

0O = exp(—r(r _ 1)t> [u . u; — xM;Jrl} + Gl(t/ ux)/

where Gy, Gy, G3, G4: Ry x R — R are smooth functions satisfying the PDEs

2exp (4(1’2_1”) uhhy 4 8(H)u20y,4,G1 +20:G1 = 0, (48)
2ux0y, hy — 2y + 6(£)u30u,u, G2 +20:Gy = 0, (49)

2 exp (rt)uxdu, hy + 2xrexp(rt)uy + 6(£)u20y,u,G3 +20:G3 = 0, (50)
8(#)139u4u, Ga + 20:Gy = 0. (51)

Finally, Theorems 12 and 14 allow us to obtain the explicit forms of the local martin-
gales of Merton’s model.

Corollary 2. Let U(t,x) be a classical solution to Equation (46) and let X; be the solution to
Equation (43) with (vy, ¢) satisfying the equalities (44) and (45). Then, the processes

Ol,t = exp<_7’(7’;1)t> [U(t, Xt)axU(t, Xt)r — aXU(t, Xt)r+1] + G1(i’, axLI(t, Xt)),

Oop = U(t, Xt) + Go(t, 0, U(t, Xt)),
O3 = exp(rt)XtaxU(t, Xt) + G3(f, BXU(t, Xt)),
Oy = Gy(t,0,U(t, Xy)),

are local martingales.

Proof of Theorem 14. The generating function () is a (contact) symmetry of the PDE if and
only if the following set of determining equations holds

gugauxuxn + 130, 9, K+ 0,0 -9, K—9,0-K—09,, Q-9 K+3Q0=0, (52

5uiauux0 + (Suxauxxﬂ - (saxQ — 0, (53)

6 )
Euiamn + 0120+ 590 = 0. (54)
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We can differentiate Equation (53) with respect to u and Equation (54) with respect to
1y, and equate the term 9y, () to obtain

(40, Q2 + 311, x Q) U2 4 (D xx QY + 701 Q) 1t + 20, Q2 = 0. (55)

Differentiating Equation (53) with respect to x, we can get an expression of 9, () in
terms of 9;,xx(2 and dxx (). Replacing now the obtained expression in Equation (55) yields

U0y Y+ 0,2 = 0. (56)
If we differentiate Equation (53) with respect to u and use Equation (56), then we have
0ux(2 = 0. (57)
Inserting Equation (57) in Equation (56), we get
duu (2 =0,
from which, thanks to Equations (54) and (57), we obtain
0xx Q2 = 0.
This means that () is a function of the form
Qt, x,u,ux) = fr(t, ux)u+ fo(t,ux)x + f3(t, uy). (58)

If we replace expression (58) inside the determining Equations (52)—(54), we have that
f1, f2, and f3 have to satisfy the following set of equations
U3, f1 +20f1 =0, (
U0y u, fo +20ifr — 2for =0, (
—2uyf1 - 0u, K — 2f - 0u, K+ 2f1 - K+ 6u20yu, f5 + 203 = 0, (61)
u2dy, fi + uxdu, fo — fo = 0. (

Solving Equation (62) with respect to f,, we obtain that

fo = —uxfi + g1(t)ux. (63)

Replacing the expression (63) in Equation (60) and using Equation (59), we have
the equation
—2u29y, fi + 2uxdigy + 2rux fi — 2rgiuy =0,
from which we get that
b(t b(t
fi= oty + "0 ur - 2, (64

r

where b(t) = 9:g1 — rg1. Replacing Equation (64) in Equation (59), we obtain
/
Hr—1) {d(t) + b(t)] + Z(d’(t) AU i”) o,

r

01181 — 1981 =0,

giving

b(t) =cp, d(t)=dy exp(2
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for some arbitrary constants d1, d3, and ds. Therefore, we have

fi=d exp(r(r2 Ut)u; — @

r
By (63), we obtain

fo=—dq exp(_r(rz_l)t>u§+1 + dz exp(rt)uy.

Inserting the previous expression of f1, f2, and f3 in (61), we get that () is a con-

tact symmetry of Equation (46) if and only if it is a linear combination of the following
expressions

0O = exp(—r(r_l)t) [u . u; — xu?‘l] + Gl(t, Mx), di=1,d, =d3 =0,

2
Qo = —u+ Gyt uy), dy = —r,dy =d3 =0,
Q3 = exp(rt)xuy + G3(t, uy), dz3 =1,d1 =dr, =0,
Oy = G4(t, Mx), di=dy=d3=0,

where G1, Gy, G3, and G4 are smooth solutions to the PDEs satisfying Equations (48)—(51). O

Equations (48)—(51) can be solved explicitly for some special form of K(¢, x, u ). Taking,
in particular, the following two expressions

Ky =hy +rxuy, hy = —exp(—pt)[log(ux)+ pt+1],

and

-1 6 '

derived by taking the isoelastic utility functions, also known as constant relative risk
aversion utilities (see [65]) defined as

09—
Ky = hy + rxuy, th—EXp<9pt >u£19 !

V(z) = log(z) and V(z) = 6, 6 (0,1),

S

respectively. If we denote by Q! = exp(—@) [u-uf, — xul™Y) + Gl(t,uyx) and by

03 = exp (—@) [ - uf, — xul "] + G3(t,uy) the symmetries of the Equation (46) when

K = K and K = K;, respectively, we have that G} solves the equation

Ty (t, 1) 4 0(£)u2dy, 4, Gt +20;GL = 0, (65)
where
T1(tux) =2exp (—W) [1—2ul, — log(uy)ul, — ptul]. (66)
Making the ansatz

Gi(t ux) = pr(£)u + (1)1 Jog i) + ¢3(1),
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we have that G{ solves (65) if and only if ¢y, ¢, ¢35 solve the following ODEs

o1 =2exp (-T2~ pr) @24 p1) (0~ 1~ 80) 7 — 2092~ 0192

s =2exp (U gt ) (0t 1)
Ps :2exp<r(r ; Dt _ pt).

In the same way G? solves

To(t, 1) + 120y, 4, G3 +20;G? = 0, (67)
where ] . 01
To(t, uy) = 2ul™? exp(—r(r; )t 3 f 1t> {1 - 2;@}
With the ansatz
2 % 93%4’?’71
Gl(tl ux) = 471(t)”x + ¢2(t)ux 7

Equation (67) holds if and only if ¢, ¢, and ¢3 solve the following ODEs
;o _r(r=1)t 0 IOYa 6
‘PleXP( 2 to-1t) 2 \e=1)\a=r Yo

L -1 1 9 9
¢, =49exp(—r(r 5 )t + 961t> —5(t)<9_1+r> <9_1 +r—1>¢2.

If we denote by Q) = —u + G3(t,uy) and by Q% = —u + G3(t, uy) the symmetries of
the Equation (46) when K = K; and K = Kj, respectively, then we get that G, i = 1,2,
solve (49) with h1 and hy given by (65) and (66).
With the ansatz

G (t,ux) = 1(t) + P2 (t) log (ux),
The function G% solves (49) (with i = h;) if and only if ¢; and ¢, solve the follow-
ing ODEs
/ o(t)
$1(t) =—=2(t) —exp(—pt) —exp(—pt)(pt +1)
P () = — exp(—pt).
With the ansatz ,
Gt ) = pr(Duf T,
the function G% solves (49) (with i = hy) if and only if ¢ solves the following ODE

R L 1 P
P1(t) = *m% - HeXP<9_1 )

If we denote by OO} = exp(rt)xuy + G (t,ux) and by Q3 = exp(rt)xuy + G3(t, uy) the
symmetries of the Equation (46) when K = Kj and K = Kj, respectively, then Gé, i=1,2,
solve (50) with 11 and hy given above, respectively.

With the ansatz

G3(t1ux) = g1(t) + ¢2(t) log(ux),
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the function G} solves (49) (with h = I;) if and only if ¢ and ¢, solve the following ODEs

M gatt) — exp((r — 0)1),

=
e
~—~
~
=
I

With the ansatz ]
-1

Gg(t, ux) = ¢1(Huy
The function G% solves (50) (with h = hy) if and only if ¢; solves the following ODE

() = z(z(t_)i)qul +eXp(<r+ 6ﬁ1>t)

5.2. Non-Markovian Case

We consider here the case where () and o(t) are predictable continuous stochastic
processes with respect to the filtration generated by 7, that is, the problem now fits in the
more general model treated in Section 2.3. This case is relevant, for example, when we are
considering stochastic volatility models (see, e.g., [36,38,66] for stochastic volatility models
and [39] for the non-Markovian Merton problem of the form approached here). We assume
also that g(x,w) is a F; random field. In this case, the value function is a random field
depending on the time t and the variable x of the form

T
U(tx) =E [/ L(s,ar) ds +g(XT,w)‘]:t N{X = x}].
t
The random field U satisfies the following backward stochastic PDE

du(t,x) + sup H5(t,x, VU(t,x), D?U(t,x), V¥(t,x),(c,7)) dt = ¥(t,x) dW;, (68)
(c,y)EK

where

HS (t, %, Uy, txx, P, (c,77)) =

1
=exp(—pt)V(c) + (y(u(t) — r) 4+ r)xuy — cuy + x0(t)yPx + Euxxa(t)2'yzx2.
The optimal value of the function (c, ) is given by the solution to the system
cH = exp(—pt)V'(c) —uy =0,
O H = (u(t) — r)xtiy + x0(H)hy + tirx0?(t)x>y = 0,
which means that
o _ () = rux £ o(H)ips

= Xy (t)2 ! (69)

while c* is given by Equation (44). This implies that

((u(t) = rux +o(t)px)?
20 ()2 1xy

Hs(t/x/ MXI uxxrll)x) = +K(t1xrux)r

where K(t, x,uy) is given by Equation (47). In the following, we write

_ (u(t) —r)?
o°(t) = RO

where we recall that here y and ¢ are generic predictable continuous stochastic processes.
So we consider a generator function oN (t,u,uy, w), depending explicitly on w.
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Theorem 15. The generator function Q5 (t,u, uy, w) is a symmetry of Equation (68) in the sense
of Definition 8 if and only if QS has one of the following forms

0 = exp (=5 a1 G,
QZ =—u-+ GZ(t/ ux)/

QO3 = exp(rt)xuy + G3(t, uy),

04 == G4(t/ Mx)/

where G7, G5, G : Ry x R x Q — Rare smooth predictable random fields satisfying the following
random PDEs

-1
2exp (1,(1/2)15) ulhy + (SS(t)uiauxux Gy +20:G1 =0, (70)
21,0y hy — 2hy + 6% (£)u2dy,u, G + 20:Gy = 0, (71)
2exp(rt)uydy, hy + 6% (H)u20y,4,Gs +20;G3 = 0, (72)
85 (1) u2dy,u, G4 + 20:Gy = 0. (73)
Proof. Since
s 55(t)
H (tl X, Ux, Uxx, 0) e + K(t, X, ux),
Uy

which is formally equal to H defined in Section 5.1, the theorem can be easily proven using
the same argument exploited in the proof of Theorem 14. [

Remark 16. The symmetries Q)Y of Theorem 15 depend on w € W since the functions G; solve
the random Equations (70)~(73) (where the random dependence is given by 65 (t)).

Corollary 3. Let (U(t,x),¥(t,x)) be a classical solution to Equation (68) and let X; be the
solution to Equation (43) with (v, c) satisfying equalities (44) and (69). Then, the processes

~ 1’(1’ — 1)t 7 r+1

Ol,t = EXp —# [U(t, Xt)BXU(t, Xt) — aXU(t, Xt) ]

+ Gy (t,0xU(t, X)) — (1, U, VU, VY),
0o =U(t, Xp) + Go(t,0:U(t, Xy)) — L(t, U, VU, VY),
O3 = exp(rt) Xpo, U (t, X¢) + Ga(t,0,U(t, X¢)) — I3(t, U, VU, VYY),
Oy = Gy(t,0xU(t, Xi)) — L4(t, U, VU, VY),

are local martingales. Here, Iy, Iy, I3, and 14 are the integral expressions associated with Oy, Oy,
Oz,t, and Oy, respectively, by the relation given in Equation (40).

Proof. The first statement follows from Theorems 13 and 15. [

In the particular case where r = 0, V(z) = z%/6 (where 6 € (0,1)) or without the
consumption V(z) = 0, ¢ = 0, we can obtain the following stronger result.

Corollary 4. Suppose that r = 0 and V (z) = 2% /6. Then, we have that
1
O = *U(t, Xt) — gXtaxU(t, Xt)
is a local martingale. Furthermore, if V. = 0 (and we consider ¢ = 0) we have that, for any

c1,0 €R,
O, = c U(t, X¢) + ca X0 U(t, X1)
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is a local martingale.

Proof. If V(z) = 2% /0 we have

20 —1
hy (t,uyx) = —exp(—pt)uy 5

This implies that (% — 1)8uxhv — hy = 0. So, using Equations (71) and (72), we
get that

1 1
Qs =0y — 503 = —U— éxux + G5(t,ux),

where Gs(t, uy) is any solution to the equation
8% (£) 39y, Gs +20;Gs = 0, (74)

is a symmetry of the Equation (68). A particular solution to Equation (74) is G5 = O,
in which case ()5 has the form Qs = —u — xu,/60; however, —u — xu, /60 satisfies the
hypotheses of Corollary 1, from which we get the thesis. The second part of the corollary
can be proven in a similar way. O

As already mentioned in the introduction, the construction of the martingales obtained
in Corollaries 2 and 4 could be deeply connected to the well-known explicit solutions of
Merton’s optimal portfolio problem (see, e.g., [35] for a review and [36,37] for recent
developments on the explicit solutions of Merton’s problem). The investigation of the link
between these two notions will be the subject of a future paper.

6. Conclusions

We proposed a generalization of the Noether theorem to a generic stochastic optimal
control problem exploiting the tools of contact geometry and contact transformations.
The results are formulated in Theorems 12 and 13 and Corollary 1, and they establish a
relation between any contact symmetry of the HJB equation associated with an optimal
control problem and a martingale given by the generator of the contact symmetry. For
the case of deterministic coefficients and Lagrangian, we considered a generating function
Q(t, x, u, uy) of a contact symmetry of the associated HJB equation and we showed that
the process Q(t, X¢, U(t, X;), VU(t, Xt)), where U(t, x) is the solution to the HJB equation
and X; is the solution to the stochastic optimal control problem, is a local martingale. Also,
we proved an analogous result for a stochastic optimal control problem with stochastic
coefficients and Lagrangian.

As we pointed out in the introduction, our results can be seen as a generalization
of some previous works by Zambrini et al. (see, [24,25,30]) in two directions: first we
considered a wider class of transformations, and second we extended the mentioned result
to the case of stochastic backward HJB equations.

We applied our results to Merton’s portfolio problem, building some martingales
related to its solution(s). We considered both the Markovian and the non-Markovian case.

Interesting future developments of this work can be the investigation of the case where
the solutions of H]B equations are viscosity solutions (and not classical), so that there is
not enough regularity to apply Itd’s formula, and the study of symmetries of stochastic
backward equations based on the HJB equations exploited in the present paper. Finally,
giving a financial meaning to the martingales we built in the case of Merton’s problem
could be another interesting line of research.
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The following abbreviations are used in this manuscript:

HJB Hamilton-Jacobi-Bellman

ODE  Ordinary differential equations
SDE  Stochastic differential equations
PDE  Partial differential equations
P-a.s. P-almost surely
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