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A KINETIC MODEL ON PORTFOLIO IN FINANCE*

JIAHANG CHEf

Abstract. In this paper a multi-dimensional simplified kinetic model (following the ideas of one-
dimensional model by Cordier, Pareschi, Toscani [S. Cordier, L. Pareschi, and G. Toscani, J. Stat.
Phys., 120, 253-277, 2005]) which uses Mossin’s expression for portfolio [J. Mossin, Econometrica:
Journal of the Econometric Society, 768-783, 1966] is established to describe the time evolution of
the portfolio distribution for several risky assets in the market. The existence and uniqueness of
L'-solutions of the model and the L'-weak compactness of the time-scaled solutions are proved.
Furthermore, the limit of the time-scaled solutions is proved to satisfy a weak form of the multi-
dimensional Fokker-Planck equation under some assumptions on the parameters in the trading rule.
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1. Introduction

Econophysics is an interdisciplinary field involving economics and physics, which
was developed two decades ago. It has received a lot of attention recently, in particular
on its applications to the financial markets. Several models were investigated by means
of the basic ideas and tools from statistical physics, which offer a new way to the
research of complicated economic systems (see, e.g.,[2, 4, 6, 7, 10]). In these models,
the agents and their transactions in the market can be identified with molecules and
molecular interactions in physics respectively. The main reason is that the economic
systems, which consist of a large number of agents, are analogue to the physical
systems composed of many particles.

Since the inverse power law was demonstrated by V.Pareto [21] more than one
century ago, there have been a lot of papers on the wealth distribution verifying his
conclusion. The model proposed by Dragulescu and Yakovenko [10], in which money
is considered to be a conserved quantity, showed that the stationary distribution
admits an exponential Boltzmann-Gibbs function. Another model was established
by Chakraborti and Chakrabarti [5], where the saving propensity ensures that all the
individuals don’t spend up their money and plays an important role in the trading rule.
Recently, Cordier, Pareschi and Toscani [9] derived a one-dimensional Boltzmann-like
equation for a simple market economy with a somewhat different trading rule in which
the random variable was introduced as an ingredient to characterize the rate of market
returns. They also proved that the asymptotic limit of the time-scaled distribution
obeys a one-dimensional Fokker-Planck equation. Later on, based on the Levy-Levy-
Solomon model, a detailed model characterizing the portfolio! between stock and
bond was derived by Cordier, Pareschi, Piatecki [8]. Other models can also be found
for instance in [12, 13, 14, 20]. The readers can get more information on the research
of econophysics from the review paper [25] in 2009 given by Yakovenko and Rosser.

Generally speaking, individuals or firms combine alternative investments into
proper portfolios in order to reduce the total risk. Therefore, it is necessary to es-
tablish a multi-dimensional kinetic model to characterize the time evolution of the
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portfolio distribution. Following the ideas in [9] and using the vector-expression of
portfolio as in [18], we will establish a multi-dimensional model which might be help-
ful to describe the time evolution of the portfolio distribution in the financial market.
Similar to the one-dimensional case, the random variable, whose variance measures
the risk of transactions, is an essential factor in the trading rule of our model. Also,
the characteristic functions are introduced in the Boltzmann-type equation of our
model. These functions are used to guarantee that the debt is not allowed in the
transaction, which is different from the molecular interactions in physics because the
molecular interactions are unconditional in physics. Additionally, in the discussion of
our multi-dimensional model, the trade is limited within the same kind of investment.
In stock exchange, for example, one sells stocks of a company while another buys the
stocks of the same company. This restriction is reasonable in view of this example,
since the exchange among various kinds of stocks happens rarely.

It is very helpful for investors to know as thoroughly as possible the large time
tendency of the investment in the financial market. For this purpose, one needs to
study large time behavior of the portfolio distribution. Matthes and Toscani [17]
studied a type of kinetic model which conserves the first moment; they derived a
criterion which guarantees the existence of nontrivial stationary state. Our kinetic
model has less symmetric structure and only conserves the zeroth moment. Therefore,
it is difficult to obtain the nontrivial stationary state directly even in the sense of
weak convergence, which is quite different from the classical Boltzmann equation and
the case in [17]. As mentioned above, a feasible way to deal with the convergence
problem has been given by [8, 9] for the one-dimensional model. We show that this
also works for the multi-dimensional model. However it should be noted that here
the time evolution of distribution in the multi-dimensional model is not simply a sum
of those in one-dimensional models but depends on the relations between every two
risky assets. It is well known that the covariance, which is often used to describe the
relations between two risky assets in the economy, is usually not zero because risky
asset prices are inevitably influenced by certain common factors. The appearance of
correlation coefficients in multi-dimensional Fokker-Planck equation that we finally
obtain shows the reason why we study the multi-dimensional model.

The rest of the paper is organized as follows: in Section 2 we first set up our
multi-dimensional model by applying kinetic theory, and then prove the existence
and uniqueness of mild solutions, and some related properties. Despite the fact that
it can be more technical and involved, the existence and uniqueness should not be as
big a problem for the present model as it is for the one-dimensional case in [9]. Here
we will only present the main steps of the proof and omit some details. In Section
3 we prove some estimates which are crucial to the proof of the main theorem. In
Section 4 we prove our main theorem.

2. A multi-dimensional kinetic model for portfolio and main properties

Using the same expression as Mossin in [18], we denote by w = (wy, - ,w,,)T and
Wy = W1k, , Wiy )T the m-asset (or m-stock ) portfolios of two arbitrary individuals.
We assume that the ith component of each portfolio represents the holdings of the
portfolio in asset i, which is analogous to the ith component of the velocity in physics.
By virtue of this, the transaction is analogous to the collision.

Let n=(n1,",7m) ", 1. = (N1, -+ ,7mx)T be two random vectors representing the
rates of market returns. Their variances measure the risk (such as price fluctuation)
according to Markowitz theory. Denote x= (21, -+, Zm)T, Xu = (T14, -, Tm«) T as the
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outcomes of i and n,, respectively, i.e.

x=x(n)=(z1(n), >'rm(77))T7

X :X*(T]*) = (xl*(n*)v sy Lmk (TI*))T
Let us denote by w,w, the portfolios of two arbitrary individuals before the trade,

and by w’,w/, the generated portfolios after the trade. Following the ideas in [9], we
shall have the interaction rule

wi = (1—r)w; +1iwis + w05, (2.1)
Wy = (1 =7 Wis +1iw; + Tiswie, 1<i<m, (2.2
where 0 <7; <1. To see the dependence of W/, w’, on w,w,,r=(r1,---,7,)7 clearly,
we rewrite (2.1)-(2.2) as
w' =D(x,r)w+D(r)w., w,=D(x.,r)w.+D(r)w, (2.3)
with D(x,r), D(r) being
D(x,r)=diag{l—r14+z1, -, 1—rp+xy}, D(r)=diag{ri, -, rm} (2.4)

Throughout this paper, we assume:
en=(n1,,nm)" and N, = (N1, - ,Nmx)" are two random variable vectors with
the same distribution. Denote the joint density function by p:= p, for simplicity.

)T

e p(x) is obtained from a given random vector ¢ = (C1,--+,(n) 7, iee.
1 T Tm
37y Im ) = T 2.5
plarem) =g (2o 22 (25)

[[o

i=1

where po(x) is the joint density function of ¢ and satisfies

po(x) =po(—x%), /mx?po(x)dx:l. (2.6)

Thus it is easily seen that
/ x;p(x)dx =0, / z2p(x)dx =02 (2.7)

Let f(w,t) be the distribution of agents with the portfolio w = (wy, -+, w,,)T at
the time ¢t>0. By the methods of the kinetic theory in [3], the time evolution of
f(w,t) can be described as follows:

of Lo /
E(W’t):/m /Rmlem [B((,w’,w*)ﬁ(wyw*))mf( w,t) f('w.,t)
))f(w,t)f(w*,t)} dxdx,dw,. (2.8)

((ww.)—(w' w,
Here 'w,w, are pre-trading portfolios which generate w,w, after the trade, respec-
tively. Applying the trading rule, we see that w= D(x,r)('w)+ D(r)('w,) and that
Wi =D(x,,r)('wi)+D(r)('w). In (2.8), |J| is the absolute value of Jacobian from
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w,w, to 'w,’w,. More precisely, |J|=|D(x,r)||D(x.,r)|—|D(r)|?> for any (x,x.).

The kernels are given by

=p(x)p() [ [ L {wiz0y Lwr. 201 L0y 1w, 503

((’w,’w*)ﬁ(w,w*)) Pl

=p(x)p(x) [ [ 1w =03 1w 203 L w03 s, 503

((w,w*)ﬁ(w’,w;)) Pl

where 1.5} is the characteristic function of the set {->0}. Define

1 / li
QT (f,f)(w,t) :/m /memB((’W7’W*)—>(W7W*)) 7|J| fUw,t) f('w,,t)dxdx,dw,,
(2.9)

QENO= [ [ Bl ) VDOV .. (210)

If Q*(f,f)(w,t) are finite, then the decomposition
QU ) (w,t)=Q*(f, /)(w,t) —Q~ (f, f)(w.,1)

o 2)1/27 we introduce a subclass of L!(R™)

is meaningful. Letting |w|=(}1" w;

L@ = {7 | SR SRl [ (fl(+ ) dw <o), 520,

RrRm

DEFINITION 2.1 (mild solution). Given an initial datum 0 < fo € L*(R™), we say
that f is a (global) mild solution of Equation (2.8) on R™ x[0,00) with f|i—o= fo(w)
if f is nonnegative and satisfies the following:

(1) f is measurable on R™ x [0,00), and f € L>(]0,00); L' (R™)).

(Q)I(;Qi(f7f)(w,7')d7'< 00, and

F(w,t) = fo(w)+ / QUf.f)(w,r)r, (2.11)

where w eR™\Z, t €[0,00), and Z is a null set independent of t.

THEOREM 2.2. Suppose 0< fo € L*(R™). Then there exists a unique mild solution f
of (2.8) with conserved zeroth moment, such that f € C([0,00), L*(R™)), f|i=t, = fo-

Furthermore, assume that fo € LL(R™) for some s >2. If B(|(;]®) <oo (1<i<m),
then

/m |W\Sf(w,t)dW§eCt/m |wl|® fo(w)dw, ¢>0, (2.12)

where ¢ is a constant depending only on oy, r;, s, and E(|(;|*).

REMARK 2.3. We remark that the mild solution f should actually be written as f;
to indicate the dependence on the parameter r= (71, --,7,,)7. For simplicity, we will
write f(w,t) instead of f,(w,t).
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REMARK 2.4. Since debt is not permitted, we shall define fo(w)=0 for w¢ R
Moreover, from (2.11) we can clearly see that

f(w,t)=0, Vw R, Vtel0,00).

REMARK 2.5. In this paper, ¢(m,s) only stands for a constant depending on m and
s. It may be different from line to line. So does ¢(m).

Proof of the Theorem 2.2.

Part 1: Existence and uniqueness.

Proof. The proof of the existence and uniqueness of the solution is similar to that
of the spatially homogeneous Boltzmann equation with bounded kernel (see [1] and
[15]). First we prove that there exists § >0 depending on || fo|| L1 such that the solution
exists on R™ x [0,0]. Then we extend the solution to R™ x [0,00) by the conservation
of the total number of agents (i.e. conservation of zeroth moment).

For 6 >0, let Bs be a set of functions f(w,t) satisfying

(i) f(w,t) is measurable on R™ x [0,4] and f(-,¢) € L*(R™) for all ¢ € [0,4];

(ii) for any t€[0,6], w— f(w,t) is measurable on R™;

(iid) [1flls <2l foll v with [|flls:= sup [[f()]L1-

t€[0,d]

It is easy to check that (Bs,||-—-||s) is a complete metric space. Moreover, we have
for all f,g€B;s that

| @ Iowaw <l il (213)

L JeUr o0 —Qsllahw.n|aw sl I gl (214

Define the operator

Tt =hw)+ [ QUILIDwrn feBa telal (219
Then we have
IT(lsi= s 1Tl < folls +815o1300 (216)
and
1T ~T(@) s <8l oll s 1 — glod. (247)

Choose § small enough such that 0<é < W. Thus 7 is a contractive mapping
L
from B into itself. This implies that 7 has a unique fixed point f €y, i.e.

f(W»t):fo(W)Jr/O QUSLIfD(w,T)dr,  weR™Z;, t€[0,d], (2.18)

where Z; € R™ is a null set depending on ¢, such that

t
/0 Q= (f11f)(w,r)dr <co, weER™Z,.
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Now we focus on proving the nonnegativity of f(w,t). Denote (f(w,t))T=
max{ f(w,t),0}. Then Yw € R™\Z;,

(—f(w,)* < / Q (L)W, )L oy <oy (2.19)

This combined with the fact (—f(w,t))" =|f|1{(w,<o} shows that
t
) e < [ [ QUL i oy

<l folls / (= f () lpdr, t€[0,) (2.20)

Thus, by the Gronwall inequality, ||(—f(-,¢))||z1 =0 for all t€[0,5]. Equivalently,
vt€[0,9], f(w,t)>0 for a.e. weR™. Furthermore, f can be modified by redefining
the functions on a null set such that it satisfies (2.11). In fact, let f(w,t)=|T(f)(w,t)].
Then for all w € R™, f is nonnegative, continuous with respect to ¢ € [0,8], and satisfies
| f =T (f)|ls =0. Meanwhile, the continuity of f in ¢ implies that Z; can be modified
with a null set independent of ¢, which is denoted by Z. Then f is a local mild solution
on R™ x [0,4]. In the following, denote f by f for simplicity.

It is clear that the L'-norm of the solution is preserved: |f(-,8)|r:=|follz:-
Since § depends only on || fol|r:, we can extend the solution to an arbitrary time.
Indeed, applying the above argument and replacing the initial datum fy by f(-,9), we
can repeat the procedure up to time 26, and so on. Then the extended function f is
a unique solution and belongs to C'([0,00), L*(R™)) with || £(-,#)||z1 =/ fol r1-

Part 2: Proof of (2.12). Suppose fo€ LL(R™) (s>2). By the density scaling
and the zeroth moment conservation, we may assume the initial datum to be normal-
ized: [ fo(w)dw=1. Let @,(w)= (1+|w|2)f/2:min{(1+\w|2)5/2,n}. Then we
get

t t
/ ar [ Q () (w,r)n(w)dw < / | fonllidr (2.21)
0 R™ 0

and

/ ar [ QD wr)en(w)dw

/ dT/mx]Rm/mx]Rm )p(x:)on (W) f(wW,T) f(Wy,T)dxdx dw.dw.  (2.22)

It is easily seen that when a;,b; >0,

l m
aq Sa27b1§b2:>a1/\b1 §a2/\b2, (Zaz)/\(ZbJ)SZZ(a,/\b]) (223)
o1 — ° —

Moreover, if a>1, b>0, then (a-b)An<a(bAn) . These inequalities together with
(w))? < 4(w? + w2, +ziw?)

imply that

m

(W) < c(m,5) [0 (W) + (W) + D (Jail" +1)pn(w)] (2.24)

i=1
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Substituting this inequality into (2.22), we get

tT + W, T w)dw <c(m,s mU.s %) +m t nllpidr.
) [ @ e waw <ems) (ot Bl +m+2) [ Fenlind
(2.25)

From this and (2.21), by the Gronwall inequality we obtain the bound
1 Ct)enllr < fo

>0, (2.26)

m
where C is a constant independent of n: C'=c(m,s) (Z ol E(¢G)%) +m+2> +1. Let-
i=1

=
ting n— oo, we see that fe€ L ([0,00); LL(R™)). Therefore, multiplying both sides
of (2.11) by |w|® and integrating with respect to w on R™, we obtain

[ty

- / [w[* fo(w)dw + / / / ()90 [T L0y T . 503
m xRm mx]Rm -

i=1

17H]l{w;20}]1{w4*20})f( ) f(w, ) (IW)° = [w'|*) dxdx,.dwdw..dr

+f t / . L p0nx) ) o) (] . e

::/ [w|® fo(w)dw + A1 + As. (2.27)
]Rm

(i) ('The case of s=2). By (2.1)-(2.2), one easily sees that

1- Hll{w/>o}]1{w' >0} SZ]l{mi<’r’7',71}+Z]]'{zi*<7"i*1}‘ (2.28)
i=1 i=1
Since
/ [ AsnnGopt)dxdx, [ (). dw.dw
0 R™ xR™ RTXRT
S/ / (x4) il dxdx*/ |w|2f(w,7) f(W,,T)dw,.dw
0 me (1—mr;)? R xR
Ui 2
<l [ / wl (e )dw, (2.29)

it follows from the distribution of n, i, that

i s /dT/ w2 f (w,7)dw (2.30)

In the following we will denote

|r|—1r<nax {ri}. (2.31)
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By (2.1)-(2.5), a simple calculation shows that

2 N2 [ 2
Ay <c(m) <|r|+|r +;_loi>/0 dT/Rm|w\ f(w,7)dw. (2.32)
Let

:i <|r|—|—| \2+Za ) (2.33)

z:l

Combining (2.30) and (2.32), we get (2.12) using Gronwall inequality.
(ii) (The case of s>2). The same argument as that in (2.29) shows that

Si =) /dT/MIW\ fw,7)d (2.34)

Since

Viwl[*=slw[*?w, H:(w)=s(s—2)|w[* ‘ww’ +s|w[* I,

it follows by Taylor’s formula that

W[ —[wl]* = (V|w|",w' —w) +

-2
5(32 )|\X/’|si4<wl—W,V~V>2—|—§|V~V|572‘W/—W‘2,
(2.35)
where w=w+60(w'—w), € (0,1), and (-,-) denotes the inner product in R™. Sub-

stituting the identity (2.35) into A2 and splitting the integration As into two parts
A21 +A22, we get

t
Aoy — / dr / / p(x)p(x2)
0 xR JR™ XR™

x s|w|* 2w, w —w) f(w,T)f(w,,T)dxdx,dwdw,

t
§s|r|/ dT/ \w|* 2w, w,) f(W,T) f (W, 7)dwdw,. (2.36)
0 xR
Moreover, by the Cauchy-Schwarz inequality and Hélder’s inequality we have
[ w2 waw) flwr) v e,
R!YL XR"’YL

<[l dw [ s < [l ndw, (237

m
R

which gives

¢
A21§s|r\/ dT/ |w|® f(w,7)dw. (2.38)
0 m
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Using the Cauchy-Schwarz inequality and Holder’s inequality again, we have

t
Agy = / dr / f(w,7)f (W, 7)dwdw. / p(x)p(x4)
0 T)(RT R‘VﬂxR?n
—2
(S o w o Sl e —w) a

<D ar L T [ e

X p(x*)\v~v|s_2|w’ —W|2dXdX*

t
o [ar [ o T T, L o)

X (|W’ —wl|*+|w’ —W|2|w|572)dxdx*

m

<c(m, s) [r|2+\r\s+20 +ZUSE G /dr/ wl* f(w,r)dw.  (2.39)

Hence
< (sl [+ e+ 3o+ 3ot [ [ s
- - (2.40)
Let
m 2
:Z —n) 5 sfrl+c(m,s)[[r]* +]rf* +Za +ZO’SE 1GiI*)].- (2.41)

=1

Combining (2.34) and (2.40), we get (2.12) for any s> 2 by using Gronwall inequality
) 0

If the assumption on the initial datum is strengthened, the following result can
be obtained.

THEOREM 2.6. Suppose that fo€ L*(R™)NL3(R™). Then the unique mild solution
f of (2.8) belongs to C([0,00), L' (R™)) and satisfies

t
1 !/
2wt =2 (w) +2 / [ B L (O
% f("w.,7)f(w,T)— B ( F2(w,7) f(W*,T)} dxdx.dw.dr,

(2.42)

(w,w.) = (w',w))

where w eR™\ Z, t€[0,00), and Z is a null set independent of t.

Proof. The proof is essentially the same as that for the previous one. First we
shall prove that there exists e >0 depending on || fo||: such that the statement holds
on R™ x [0,e]. Let M. be a set of functions f(w,t) satisfying:

(i) f(w,t) is measurable on R™ x [0,¢];

(ii) for any t€[0,e], w f(w,t) is measurable on R™;
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(iii) [|flle == sup [[f(0)llr <2l follLr, sup £ (D)2 <2[| follze-
te[0,e] te[0,e]

We observe that (M.,||-—-||c) is a complete metric space. Let T be the same

operator as that in (2.15):

T(f)(wt) = / QUL (w.r)dr, fem., te(0e).

Then for all f,g€ M., the same argument as that for Theorem 2.2 shows that

1T <ol +8lfollre, 1T =T @l <8llfoller[lf —glle.

Now we estimate ||7(f)(-,t)||pz. Let v € L (R™)L*(R™). By the Holder in-

equality we have

| @ Uty <41l ol

Moreover, using a change of variables, we obtain

| @ s (w)aw

:/ / p(x)p(%:) [ [ 1 w011 s, 201 w0, 501 1w, >0}
R™ xR™ JR™ xXR™

i=1

X P(W)|f(w,t)|| f (W, t)|dw.dwdxdx,
g Loeeodx [l

’f wl*—(l—T1+:c1)w1 L W= (=1 T ) Wi, ¢
b

1 ’ ’ Tm,
<Alfollzlifollz

V Hz 1Tz

As a consequence of (2.43)-(2.44), we have

)’dw*dw

11l 2

m _% t
(T <l foll2ll¥ll2 +4 1+<Hn> /0||fo||L1||foHL2II1/JHL2dT'

i=1

Thus

sup [T(f)(0)llz <l follr2+4 | 1+ (H”) [ follzr [ follz2e-

0<t<e Pt}

(2.43)

(2.44)

(2.45)

(2.46)

Choosing e=0= & _ VITE e Il follzr (< 1/8] follrr) with ¢ given in Theorem 2.2, we

WH)

see that 7 is a contractive mapping from 9. into itself. Thus by the same argument
as that in Theorem 2.2, there exists a local unique mild solution f of (2.8) such that
(2.42) holds on R™ x [0,e]. Moreover, since € depends only on || fo| z1, f can also be

inductively extended to be the unique mild solution of (2.8) satisfying (2.42).

a
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3. Time scaled solutions and some estimates

It is quite difficult to study the large time behavior of f since f conserves only
the zeroth moment. However, a feasible method dealing with the problem has been
used previously for the one-dimensional model in [8] and [9]. The analysis, which is
similar to the quasi-elastic limit of granular gas [23], is to some extent analogous to
that for the approximation of the Boltzmann equation by the Landau equation when
grazing collision is taken into consideration [24]. This section is devoted to proving
several lemmas which are needed to establish the main theorem in the next section.

Recall that |r|= 1121?1}1{7”1‘}- If we set ¢ =|r|t, a new probability density g.(w,t') =
K3

gr(W, |r|t) = f(w,t) is then introduced. It is clear that g(w,0)= f(w,0) and

/m gr(w,t')dw = f(w,t)dw= fo(w)dw.

R™ Rm™

Furthermore, fixing ¢ and taking o2 = \;7;, we obtain from (2.12) that

/|w|sg,r(w,t')dw§exp(ct’/|r|)/]R |w|®g(w,0)dw, (3.1)

where ¢ is the constant given in (2.33) for s=2 and in (2.41) for s>2. The explicit
formulas of ¢ show that ¢/|r| is bounded above with a constant independent of r. This
gives the boundedness of [, |W|*gr(w,t")dw for any fixed ¢'.

REMARK 3.1. By the density scaling and the zeroth moment conservation, we may
assume [p,, f(w,0)dw =1, which implies [;,, gr(W,t")dw =1. Additionally, in Section
3 and Section 4 we simply write g,(w,t) instead of g.(w,t’) for convenience.

With these preparations, we turn to the proof of our result. It is easy to prove
the following lemma by an argument similar to that for (2.12).

LEMMA 3.2. Given g(-,0) € LL(R™) and positive constants \; (1<i<m), we suppose
that 02 = \;r; and (2.5)-(2.6) hold. Then

lim
|r|—0+

wgr (W, t)dw — wg(w,0)dw|=0, Vt>0. (3.2)
Rnl Rm

Proof.  Without loss of generality, we may assume 0< |r|< % We obtain the
following equation immediately from (2.11) and the definition of g,:

G (W,1) = g(w,0) + = / Q(grrge) (W,T)dT, V120, (3.3)
|I'| 0

Multiplying the equation by w; and integrating with respect to w on R™, by (2.6)
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and (2.28) we compute

[ wigetwtaw= [ wiglw.0)dw
m R'rn

- t Lo gt

(1 - H ]l{w;zo}ﬂ{w;*zo}) (—l‘i’wi)deW*dXdX*dT‘

j=1
1/t
g—/ dT/ wigr(w,T)gr(w*,T)dew*/ p(x)
Il Jo xR R™ xR™
il [ ST r, 1+ D Teary ] dxdxe. (34)

j=1 j=1

Taking o7 =\;7; and using the Hélder inequality, under the assumption (2.5) we
obtain

1 t
—/ dT/ wigr(w,T)gr(w*,T)dwdw*/ 2| L g, <r;—13P(X) p(X ) dxdX.
vl Jo xR R™ xR™

1 t
v | dr [ vt )aw [ e, o, pG0dx < L, (3.5)
‘1"|(1_7'j) 0 R™
where

Lj: 72\/ﬁ/ / |w|%ge (W T)dw>2/]R lyilly;lpo(y)dydr.

m 1X{uJ€R1\yJ £r }

(3.6)

Note that [p,, 27po(x)dx=1 by the assumption (2.6). Thus L; =0 as |r[—0". In
addition, using the Holder inequality again, we obtain

1/t
7/ dr/ wigr(w,T)gr(w*,T)dwdw*/ Lo ar,—1y
Irl Jo xR R™ xR™

X |xi| p(x) p(xy ) dxdx, < Ljy, (3.7)
where
K 3
Lj*::4ai)\j/ (/R |w\2gr(w,7)dw) dr. (3.8)
0 m
These estimates together with (3.1) prove the lemma. 0

In order to prove the L'-weak compactness of {gy(+,)}r+ in the next section, we
need an L2-estimate of g,(-,t), which we prove in the following lemma.
LEMMA 3.3. Suppose 0< g(-,0) € L*>(R™)NLY(R™) and E(|¢;|*1?) <o (1<i<m).
Let |r| be given in (2.31). Assume that

li 0, 1<i< 3.9
|r\§5+|r| —h == (3.9
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and (2.5)~(2.6) hold. Then for all 0<|r|<3

/gf(w,t)dwgeat/ g*(w,0)dw, >0, (3.10)

where the constant a depends only on \;, E(|¢;|*™?), and the dimension m.

Proof. By Theorem 2.6, the equation

2 t
[ atwnaw=[ @oawsZ [ )
R™ R™ |1'\ 0 JR™xR™ JR™ xR™

X (H]l{wi>O}]1{w7;*>0}]l{w;>0}]l{w;*>O}> (9e(W,7)gr (W, T)

i=1
X gr(W',7) — g2 (W,T) gr (W, 7)) dxdx, dw,dwdr (3.11)

holds for every 0 <|r|< 3. Define a decomposition R?™ =€ [ JQp with Q; ={(x,x,) €
R2™ | ;| < (1=74)/2, |wi| < (1—174) /2,1 <i<m} and Qy =R?™\Q;. Since

e (3, 7)ge (W' 7) < 5 (63w, 7) + g2 (w',7)

and

gr (W, T)ge (W, 7) < = (g2 (Wa, T) + g2 (W', 7)),

1
2
it follows that
2 [t -
—// / p()p(x) | [T 1 wi201 L fwse 201 L gur 03 L gur, >0
Ir[ Jo Jrmxrm Jrm xmm i1
X (ge(W,7)ge (W, T)ge (W', 7) — g2 (W, 7) g (W, 7)) dxdx..dw. dwdT
1/t 1
S—// /p(X)p(X*) [Tt w0 L0y L >0y L gwr, >0)
Il Jo Jrmxrm Ja, paley ’
X (gr(w*,T)gf(w’,T) — ge(Wa,T)gE (w,7))dxdx.dw.dwdr
1 1
+—// /p(X)p(X*) [0 w200 L w201 L gwrz03 L quwr, >0
[t Jo Jrmsrm Ja, il ‘ ¢
x g (w,7) (g5 (Ws,7) + g2 (W', 7)) dxdx.dw.dwdr
=1+ 1. (3.12)

Notice that for any x,x, € Qy, if w,w, € R then w',w/, € R". Thus, by a change of

variables (since 1—r; +x; > 1_2” when |z;| < 15%), we have
Ilg—/ dT/ p(x)p(x*)dxdx*/ Gr (W, 7)ge (W, 7)dw.dw
|I'| Q1 H 7"1"‘1'2) R XRT?
/ dT/ x*)dxdx*/ 92 (W, 7)ge(Wa, 7)dW.dw
|r| 2 R XRT

t
Si/ dT/ gz (w,7)dw %71 p(x) p(x4)dxdx,. (3.13)
el Jo R 2\ [T =ritz)

i=1
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Using (2.6) and the identity
m
H 1+a;) —l—i—Zal Z a;, @i, + Z ailaiQais—i—--wl—Hai,
i=1 1<i1<ia<m 1<i1 <ia<ig<m i=1

we compute

1 1

L o 1| peonlxdxdx,
Il G [TA=ri+a:)
i=1

- o p(xp(x.)dxdx.

7% L1 H(l—’l‘i-i-.l‘i) ﬁ(l—n—l‘i)

i=1 i=1

S%ﬂ’tm o [f[l (17 13"1-) +£_[1 (1+ 1?”) Qiljl ( _2m)}ﬂ(x)ﬂ(x*)dxdx*
SC(m)i(AL/\iH). (3.14)

i=1

Substituting this into (3.13), we obtain

I < c(m)Z(ll)\,- +1)/0 dT/m g2 (w,7)dw. (3.15)

On the other hand, for every element in Qg there exists at least one component,
denoted by x;, (or ;- ) such that |24, | > 1 (or |@igs| > - —2). We only estimate

7‘7,0

I, for the case where . The other case is exactly the same because of the
same distribution of  and n,. Moreover, we suppose |r|/r, <c(gi) for each k since
ri/|r| = qx(>0) is considered. Here c(gx) is a constant depending only on gi. Taking
o? = \;r;, we obtain an estimate by an analysis similar to that in (2.29):

1 t
r|/ dT/ gf(w*,T)dw*/ p(x)dx
0 m Qo
1 t
+T/ dT/ gf(w*,T)dw*/ p(x)dx
o] TT re " o
k=1

m t
<P+ EG P [Teta)] [Car [ gwmaw. (310)
k:1 0 m

which gives

m m m ¢
Izg[ZAi+ZA?+1E(|Q|2’”+2)HC(qk)}/ dT/ ¢2(w,7)dw. (3.17)
i=1 i=1 k=1 0 "

Finally, combining the estimates for Ij,Io with (3.11)-(3.12) and using
m m

the Gronwall inequality, we prove (3.10) with a:c(m)<z4)\i+1)+2)\i+
i=1

i=1

SOATFE(IC P2 T elar). D

=1 k=1

3
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4. Asymptotic limit of the multi-dimensional model
Throughout this section, we always assume that (2.5)-(2.6), (3.9) hold and
E(|¢;|*™*2) < 0o (1<i<m). Here recall that |r|= 1rga<xl{ri}.

THEOREM 4.1. Assume that 0<g(-,0) € L>(R™)NLI(R™) and that \; <oo(1<i<
m) are positive constants such that o? =X\;r;. Let {g-(W,t)}» be a family of time-
scaled mild solutions of (2.8) with the same initial datum g(w,0)= f(w,0). Then
V [rn|—=0" (n—o0), there ewists a subsequence {gr, (W,t)}72, of {gr, (W,1)}22,
and a function 0 < g(w,t) € C([0,00), LY (RT)), such that 9, (W,t) converges weakly
to g(w,t) as k—o0o. Moreover, g(w,t) is a weak solution of the following Fokker-
Planck equation with the initial datum g(w,0):

dg(w,t) = 0
(a ;QZ aw w; — S ZZH” qu])‘ )‘ (9 8 [wiwjg(wvt)]a

i=1j5=1
(4.1)

where ¢; >0 is given by (3.9), S;= [, wig(w,0)dw is the initial amount of money
invested in asset ¢, and x;; is the correlation coefficient between the rate of return for
asset ¢ and asset j.

REMARK 4.2. For two assets, ¢ and j, recall that the covariance of the rates of return
is defined as: 0;; =FE{[n; — E(n;)|[n; — E(n;)]}, and that the correlation coefficient is

obtained by standardizing the covariance: k;; = :’; .
03

REMARK 4.3. The assumption of g(-,0) € L?(R™) (together with the assumption that
E(|¢;|*™2) < 00) is only used to prove the L'-weak compactness of {gy(W,t)}r+. Even
though the condition of g(-,0) € L2(R™) is very strong, it can provide some symmetries
to get the cancellation property in the estimate for I;, as one can see in (3.13).
Of course if one only wants to get the limit equation in a distributional sense, the
assumption of g(-,0) € L?(R™)N L3 (R™) can be weakened to that of g(-,0) € L (R™).

Proof of the Theorem 4.1.

Proof.  Let ¢(w) be a test function which belongs to C°(RY,). Then the
equation

[ elwgetw.tyds

:/m (w)g(w,0)dw = |r|//mem/mem

X p (H]l{w1>0}11{w“>0}> {1— <H]l{w’>0}]1{w’ >o}> }gr(W 7)gr (W, T)

=1

<o) ptw i dwaw.ar / Lo S 000050

x (Hﬂ{w»oﬂ{wi»o}) [w(w’)—w<w>}gr<w,r>gr<w*,r>dxdx*dwdw*df (4.2)

i=1
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holds by (3.3). Recall Taylor’s formula

P = W) =(Vipw’ )+ 3 35 =) — ;) 5

im1 =1 8'1018’[0]
1o Po(w)  9*p(w)
50 D (wh—w(wf—wy) (5" S, o Wj), (4.3)

where w=w+60(w’'—w), 0€(0,1). Inserting this expansion into (4.2), the Equation
(4.2) becomes

[ elwge(w.tyw

/mcp(w)g(w,o)deril/Ot/RMXRm /]Rmem p(x)p(x4)

X gr(WaT)gr(W*7T) (H]l{wi>0}]l{wi*>0}> [<V<Pawl _W>

i=1

+ L ii(w'— —w;) (W —w )M} dxdx,dwdw.dT+Rq(r)+Ra(r), (4.4)
2 i=1j=1 ' ! 7 0w 0w, ’

where

R1(r)=ﬁ/o /mem /mXRmp(X)P(X*) (H]l{wi>o}]1{w”>0}> Gr(W,T)gr (W, T)

=1

I e (W)  p(w
X5 DD (wh—wi) () —wy) ( awf(‘()wi - awféwj )dxdx*dwdw*dT, (4.5)
i=1j=1

1/t m
Rat= g [0 (I b
() Irl Jo Jrmxrm Jrmxmm (x)p(x:) E {wi20} H{wi. 20}
X (1_Hﬂ{w§>0}1{w;*>0}> [@(W’)-@(W)}

i=1
X gr (W, T)gr (W, 7)dxdx  dwdw,dT. (4.6)

Next, we divide the proof into three steps. Let us estimate successively each of
the two terms Rq(r), Ra(r).

Step 1: Proof of Ry(r)—0 as |r|—0". Without loss of generality, we may
assume that 0<|r|<1/2. Now we introduce some notation. Since ¢ is compactly
supported, there exists N >0 such that supp ¢ C[~N,N]™. We split R! into two
disjoint sets R! = KoUK, where Ko=[—N,N] and K; =R!\ Ky. Then for each w; €
R!, either w; € Ky or w; € K. This decomposition of R! leads to a natural partition
of R™

Rm:(KOUKl)m:UQu, Qui=K, 1y x K2y %+ Ky, (4.7)
pel’

where I'={p|p:{1,2,...,m} —{0,1}}. For each (x,w,), define

(W) (x,w) (x,w) . (x,w)
@ =Ky X By e X By el
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with
- Ko, if u(i)=0,
gl - Ko ! (i) (4.8)
pie {wi e Ky | \wi| §2N+27‘z\w1*\+2|x1||w,|}, if /,L(’L) =1.
For any 4,7, let
Dy ={nel|p(@)=0 & u(j)=0}, I={nel|u@)=0& u(j)=1}.
Since supp ¢ C [-N,N]™, we see for each (x w,) that
Po(w)  9?p(w (W) 9%
(W) 0%( )‘]1 M ) ‘ e (W), (4.9)
awkwl awkwl awkwl awkwl Qp

where W is the vector given in (4.3): w=w+6(w'—w), 6€(0,1). Recall that aAb=
min{a,b}. Then the mean value theorem gives that

PP oo ($ - 1] i )

8wkwl

where ||¢||3:= sup |DPy| and B=(B1,P2, - ,Bm) is a multi-index with |3|= " B;.
1B<3 i=1
Then by (2. 23) (4.5), and (4.9)-(4.10) we have

Ra(r) ”“””3/ /grw*, aaw [ ptx)
m RMXRTTL

cotegaxax, [ w2 S Ol ardeP)
Uper@u ™" ij=1
m m
423 (P wiP Ardw?) + > (il Pwi P A |wj]?)
i,j=1 i,j=1
m m
+ 3 (PP Arflws )+ Y (rlwa® Ala | |w; )
i,j=1 i,i=1
m m
3 (il Al P )+ D7 (P AL 2l 2) | dw
i,j=1 i,5=1
=S1+Jo+ I3+ Iy +JI5+Jg+ J7. (4.11)

As mentioned before, we have

/ ge(W,t)dw = f(w,0)dw

R’"L
This leads to
t
Jl,JQ,Jg,J4Sc(m)|\g0||3|r|/dT/ wW2ge(w,)dw =0 (Jr]—0%).  (412)
O ]R")’Z

(i) The estimate for Js. For any 4,7, let

t
JLJ':M/ dT/ X) p(X4 dxdx*/ I
5 |I‘| 0 RmXRmp( ) + H fror. 20}

xgr(w*,T)dw*/ (rf’|wi*|3/\|mj\2|wj\2)gr(w,r)dw. (4.13)
Uyer @™
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To prove J5— 0, it suffices to show that Jo =0 as |r| =0T since Js is a finite sum
of Jz7. By (2.6) we have

2 2
49 < o(m) sl / dr / gl (e )dxdx, / ICINE

{3 wix P <] [2|w;|?}

t
c(m
Xgr(W,T)gr(W*,T)deW*+)I!||SD||3/ d’T’/ |a7j|2p(x)
0 R™ xR™

2
Wi
xp(x*)dxdx*/ | : :2

{2 wie 2> 52w |2} [0 107 ge (g (w2, T)dwdw.
T Wi | >]2 5|7 |wy vk

2 (1 >
§c(m)|\cp||3|r|aj3/0 d7'/]R . |W. 2| W|3 e (W, ) ge (W, 7)dWdw,. (4.14)
m R

From (3.1), we see that r— [5,, [W|>gx(W,t)dw is bounded for any ¢. Then, using the
Hélder inequality, one sees that the right-hand side of the inequality (4.14) converges
to zero as |r| = 0%. Thus J;7 —0 (Jr| - 07), and this proves that J5 — 0.

(ii) The estimate for Js. Similarly, let

o5 _cmligls / i [ (
g = p(x,)dxdx, H]I{wkgo}
|r| - R

xgr(w*,r)dw*/ _ ( ?|wi|3/\|:cj|2|wj|2)gr(w,7')dw. (4.15)
Uper Q%

It is enough to prove J&7 —0 as |r| = 0. Split J¢7 into two parts Jéjl —l—Jéé,

t
T :M/ dT/ (%) p(x dxdx*/ Ty
o | o Jrmxpm G - H {wr. >0}

X gr (W, 7)dw, . (T?|wi\3/\ \;cj|2|wj|2)gr(w,7)dw (4.16)
Uuerfurij e

and

o3
o
I

c(m)ll¢lls /t / /
—— [ dr p(x)p(x,)dxdx., ||11w*
x| 0 R™ xR™ (e m {ws. 20}

X gy (W, T)d W, ) (r?|wi|3/\ |xj|2|wj‘2)gr(wn')dw. (4.17)
Usgwior;) @

It is easily seen that

Jg1 <cm)|ellslrPN*t =0 (|r]—07). (4.18)
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Next we estimate J6 %

J SM/ dT/ p(x)dx/ (Wi, T)
|z 0 Rm=2x {Jz;|<L, |z;]<i}

X [87«?(431\73+43r§|wi*|3)A4|xj|2(42N2+42r§|wj*|2)} dw,

t
Pl [y | px)dx [ el )l
| 0 JRm-2x(®2\{|a:|<1, |z;]<1))
=iJe21+ Iz o)

By the second inequality in (2.23), the estimate for Jé:éyl can be obtained by the same
argument as that in (4.14):

.. 2 t
Tgha <elm)elaN°lePe clmllels(el* N3 +lo) [ar [ jwgn o r)dw,
(4.20)

which gives Jéé@ —0 (|r| = 0T). By the assumptions of 02 =\;r; and (2.5), we get

c(m)||<p||3/ ‘l‘|2 1 0 (1"1 xm)dx
el Jem @<, wii<ih T [ N0 Om

k=1

<c(m)|ollsh; /
7 Jrm—2x (Rz\{|y@|s !

, 1
o lvil<q; /x5

Note that [g.. y7po(y)dy=1. Thus, Jé’,'iQ — 0. This together with (4.18) and (4.20)
shows that Js—0 as |r| = 0%,

(iii) The estimate for .J7. Let

t m
Ji7j:M/ dT/ PIxX)p(Xx dxdx*/ 1y,
7 |I‘| 0 R™ xR™ ( ) + H fron-20)

X gy (W, 7)dW, /

UMeFQELx’W*)

}) y:po(y)dy. (4.21)

(sl Al *w; *) ge (W, m)dw. - (4.22)

To prove J7 =0, we only need to prove that J7 ' 0 as |r|—0". Similarly, we split
J into J7 —|—J7’

t
J7 :M/ dT/ x) p(x. dxdx*/ Ty
o |I" 0 RmX]Rmp( ) R H {wr.>0}

X gr(w*,T)dw*/

U/-berij QLX’W*)

(P lwiP A w; ) ge(w,T)dw — (4.23)
and

J;',JQ’_ ||<PH3/ / p(x dxdx*/ H]l{wkpo}
’ |I‘| mem +

xgr(w*m)dw*/

Uner;;) @

(|m1|3|wz|3 A |xj|2|wj |2)gr(w,7)dw. (4.24)

(¢, W)
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Taking 02 = \;7;, by (2.5) we have

t 3
m)lells / dr / (VIEINE 03P N3 A [ 2N2) po () dy (4.25)

Recalling a Ab=min{a,b}, one easily sees that
3
(VIE[AZ i PN AN Ly [P N?) po(y) < A3 N2[y; % po(y)-

Since [p.. 47 po(y)dy =1 and A2N3\/ r|po(y)|yil> =0 as [r| — 0T, it follows from the
Lebesgue dominated convergence theorem [19] that J771 —0 as |r| = 0T. It remains
to show that J;JQ —0 as |r| = 0". Using the method as in (4.19), we get

t
el [y, | px [ gelww..r)
‘I'l 0 Rm=2x{z;,x; ER! | |z;|<%, |z;|<%} Rm

x [8|9:i|3(43N3+437’?|w,;*|3)/\4|:17j\2(42N2+42rj2|wj*|2)}dw*

t
—|—/ dT/ |xj|2p(x)dx/ |w\2gr(w,7)dw).
0 Rm =2 (R2\{z;,z; €R | |z:|<f, |zj|<%}) R™
(4.26)

By the same argument as that for the estimates for J27, J6 2.2) JH, we get J;% —0
as |r| —07. N

Therefore we obtain that J; —0 as [r|—0T by the estimates of J;{ and J3}
Summing up all the above estimates in (i)-(iii) and combining (4.11)-(4. 12) we con-
clude that Ry(r) =0 as |r| —07.

Step 2: Proof of Ry(r)—0 as |r|—0". By (2.23), (2.28), (4.6), and (4.9)-
(4.10), we have

2
e <22k [ar [ Zﬂ{w_l}+Zﬂ{xﬁ<u—1ﬂ<>
(3t ) A1 ]ntw. ).
=1

(4.27)

Xp(x*)dxdx*/ gr(w*,T)dw*/

U;LEF Q(x SW)

m
+

For any fixed 7,7, we get

1 t
7/ dT/ L, <r—130(X)
x| Jo R™ xR™

xp(x*)dxdx*/ Gr(Wa, T )dw*/ G (W, 7) (|zi]|wi| A1) dw

Uper Q™
< 0 [ el Al )i

| pdx [ gu(w..)
r[(L—7;)* Jo Rm=1x{z;eR! | |z;|<%} Rm
2

x(
b | " / 2 2 p(x)dx (4.28)
- T ] . :
[e[(1—=7;)% Jo R™=1x{z;€R! | |z;|>3} !

—|—47’i|a:i||xj|2|wi*| Alxj \Z)dw*
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The same argument as that for the previous estimates in (4.21) and (4.25) shows
that all the integrals on the right-hand side of (4.28) converge to zero as |r|—07.

Moreover, by (2.5) we have

1/t
|I‘|/0 dT/RmX]lel{xj*<rj—l}p(x)
xp(x*)dxdx*/ gr(W*,T)dW*/

(3¢, W)
R+ Uuel“ Q“

40; 2 rt 1
< ”J/ (/ [wige (w, 7)dw) " dr. (4.29)
0 m

|

e (W, ) (J2s][wi] A1) dw

Finally grouping the estimates in Step 2, we conclude that R(r) — 0 as |r| — 0% under
the assumption of 01.2 =\;T;.

Step 3: Proof of L'-weak compactness of {g.(,t)}:. We only need to
verify the Dunford-Pettis compactness criterion [11] for weak compactness in L. It
follows by Lemma 3.3 and the Holder inequality that

sup /gr(w,t)dw—>0 as m(E)—0 (VO<T<0). (4.30)
Ir|<3.tel0,T]/E
And the inequality (3.1) implies that
sup / gr(W,t)dw =0 (R— +00). (4.31)
o<|r|<3 tef0, 7]/ |w|>R

Moreover, using the fact that [p,, gr(W,t)dw= [, f(w,0)dw, it follows that
{gr(W,t)}r ¢ is L'-weakly compact.
Just as in [16], let

M= [ olwige, (witldw, 9ECE(RY) (1.32)

Recall that |r|= 111<1a<)<1{m}. For any sequence {|r,|} =0 (n— 00), applying the diag-

onal procedure we obtain a subsequence, still denoted by {n}, such that A[y](¥):=
lim A,[p](t) exists for all o€ C2°(RY,) and all t€ Q. Here Q. is the set of non-
n—00

negative rational numbers. So it remains to prove that this limit also exists for all
t€[0,00). Actually, we only need to prove the following

sup |An[o](t1) —An[p](t2)|] =0 as |t1 —t2| —0. (4.33)

lrn|<3

Under the assumptions (2.28), (4.2)-(4.3), taking o2 = \;r; we have

[ ottt [ twan(w v

Rm

m t2 3
Szg)\i||90||3|t2—t1|—|—2||<,0H3’/ (/ |w\2gr(w,T)dw)2dT(
i=1 B R

to
/ / [wlge(w,)dwdr|
tl m

<be Yoot — t| (4.34)

+C(m)||30||3(1+z>\i)
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for every peC°(RY,) and arbitrary ¢y, to. Here ¢ Viy =max{t;,t2} and b is a

constant depending only on A;, m,and me |w|?g(w,0)dw. In addition, it is shown

that ¢/|r| is bounded by a constant independent of r under the assumption of

o?=\r; by the formula (2.33). Then (4.33) follows from (4.34). Therefore, we

have Alp](t) ::%in%/\[go](f) for all peC(RY,) and all t€[0,00). Moreover, since
—

C(RY,) is dense in C.(R7), it follows that lim A, [¢](t) =A[)](t) holds for all
n—00

Y €C.(RT) and all t€[0,00). Then the Riesz representation theorem [22] and L'-
weak compactness of {gr(w,t)};; ensure that there exists g€ L'(R7") such that

AY)(t) = [om ¥(W)g(w,t)dw, ie.

m [ p(w)ge, (w.t)dw= | d(w)g(w.t)dw, VipeCL(R}), Vie[0,+0).

n—0o0 Jrpm R™

Combining the conclusions of Rq(r),Ra(r) with Lemma 3.2, and taking now the
weak limit in (4.2) as n— oo, we find

o(w) dew+//m W, T) i (S; wlﬁ

ow;

/ _p(w)g(w,t)dw =

Rm

#3330 | dwar (4.39

11_]1

for all t>0 and all ¢ € C°(RZ,). Here S;= [, wig(w,0)dw, ¢; >0 is given in (3.9)
and k;; is the correlation coefficient between the rate of return for asset ¢ and asset
j. Taking the derivative with respect to ¢ in (4.35), we obtain

d _ o 0p(w)
it Jp SWIO00w = [ g(wt) |3 aSi—) =50

0%
+ - ZZHU qlqj)\)\wzwj6 éwj dw. (4.36)

11_]1

Moreover, it is easily seen that

¥ yw(w,t)g(w,t)dw
:/ (%f(w t>>9(W,t)dw
/m (w.t) [Zqz (S; —w;) 3808(:;; 1)

D*p(w,t
+- ZZ/@” Qi g Nidjwiw; £ (aw) dw,
g

Zl]l

Ve Cr(RT, x[0,00)). (4.37)
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In fact, for any tg € [0,00), we have for ¢t >0 with ¢ £ty that

_1 o(w,t)g(w,t)dw — o(w,tg)g(w,to)dw
t—1to m m

=AY} t%wwwdf)mdw o oo

[Zqz (S; —w;) plw to ZZHi] IRy )\ JW W 88 (‘guio)}dwdf

1=1j5=1
d¢ dp(w, to)
— (875 (w, t0)>g(w,t0)dw+/mg w,tg) [;ql (S; —w;)———= B,
m m 8 (W to)
+ ;;Kl” QIQJA A WiWj ——(— ow 8wj ]dW (t—>to) (438)

This gives the weak form of the Fokker-Planck equation

0 ,t m o 1 m m 8

%:Zqi%[(wi—&)g(W,ﬂ] ZZ“” \/Wa w0 [wiwjg(w,t)]
i=1 ! i=1j=1

with the initial datum g(w,0). 0

REMARK 4.4. The uniqueness of weak solutions g(w,t) of the Fokker-Planck Equation
(4.1) is unknown. The main reason is that the complicated structure of the kernels of
the model, such as characteristic functions, forces us to use the smooth test function
space C2°(R7,) rather than L?(R™). Additionally, from our proof of Lemma 3.3 one
can see that it is very hard to replace the L? condition with the L' condition when
proving the L'-weak compactness of {g,(w,t)}; for the same reason.

5. Conclusion

From J.Mossin [18], we know that portfolios can be denoted by vectors. Following
the ideas in [9], we set up a multi-dimensional model by the theories and methods
in [3]. The model might be helpful to describe the time evolution of the portfolio
distribution in a financial market. The main result, Theorem 4.1, which is obtained
in a suitable way, demonstrates that the mild solution is approximated by a weak
solution of the multi-dimensional Fokker-Planck equation at large times.

Moreover, further research about the portfolio distribution might give us guidance
in investments and other related fields.

Acknowledgement. I am grateful to Professor Xuguang Lu for his encourage-
ment and helpful discussions.
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