VOLTERRA-PERRON PRICING OF THE OPTION MANIFOLD

J. VIDAL LLAURADO

ABSTRACT. Public option surfaces can be calibrated without determining the latent risk-neutral
Q-coordinates that move non-public stress claims. This paper treats the option manifold as
the public image of a latent Volterra—Perron stress state and formulates recovery as a quotient
problem. At date t, the canonical state is

E? = (09,69, p(,?, 69,497 w?)v
with a directed Volterra contagion operator, a rough maturity-scaling state, a Perron spectral
triple, and a synchronized stress coordinate. A residual-density selector is appended only after
recovery. Public calibration does not fix this selected pricing coordinate.

The governing theorem identifies the public-observable quotient. A Volterra—Perron source
state is locally recoverable, up to canonical scale, sign, basis, and Perron-normalization gauges,
exactly when its source quotient embeds into that public quotient. Stable recovery is positivity
of the quotient observability modulus. Without source-family restrictions, public-equivalent
density families preserve the full public option manifold while moving latent-stress claims.
With a gauge-normalized Volterra source chart, a simple well-conditioned Perron eigenvalue,
nondegenerate carrier Gram matrix, maturity-response rank, and spanning index/single-name
synchronization responses, the canonical risk-neutral state is locally and stably recovered.

Recovery leaves pricing and hedging completion as separate conditions. Residual price
intervals collapse only at public payoff-module completion; otherwise the public-annihilator fiber
remains. On recovered state paths, discounted option price functionals satisfy martingale drift
restrictions, phase transitions add drift and covariance charges, and selected prices admit native
sensitivities to Perron stress, spectral radius, carrier direction, roughness, directed Volterra
kernels, and the residual selector. The synchronization relative-value identity decomposes index
option value relative to a carrier-replicated single-name book into synchronized-stress premium,
residual compression charge, and tradeable basis error. A finite Bachelier—Volterra—Perron
benchmark gives a closed option formula, a recovered-state pricing equation, explicit native
Greeks, and a finite public hedge residual.

1. INTRODUCTION

Modern option pricing has become increasingly good at fitting the public surface. Dynamic
surface models describe the surface itself [1]; rough volatility explains the fractional short-maturity
signature in skews and realized volatility paths [2, 3|; affine Volterra and rough Heston models
give tractable non-Markovian pricing equations [4, 5, 6]; and neural or surrogate calibration maps
interpolate option prices at scales unavailable to early parametric models [7]. These advances
improve the public fit. They do not settle which latent risk-neutral coordinates the surface has
identified.

The distinction is sharp on an index/single-name option manifold. Single-name surfaces
determine marginal pricing laws. They do not determine directed covariance routes, carrier
absorption, or synchronized index stress. Index and basket options add joint information, but
only through the public response coordinates admitted by the carrier design. In incomplete
markets, exact calibration of that public manifold still need not price a claim with nonzero
loading on a latent stress direction; unspanned risk appears inside the option manifold itself
[8, 9, 10].
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The companion compression papers isolate the same obstruction from the pricing side. Risk-
neutral compression identifies finite Q-compressions of latent Perron stress from public option
data [11]. Residual pricing shows that public option prices can fix Cg(L%) while leaving the full
latent loading L()Qé movable along a public-annihilator fiber [12]. The present paper supplies the
risk-neutral option-manifold geometry that generates those compressions. The option surface is
a measurement of a latent Volterra—Perron state, not the state itself.

At date ¢, the public object is an option manifold M;? ' containing admitted index, sector,
carrier, and single-name option prices. The latent source state is

59_( f)tvptvetvetth)
Here G9 is a directed Volterra contagion operator, 551& records rough maturity scaling, (pt , €4 ,KQ)
is the Perron spectral triple of the screened synchronization operator, and w;@ is the synchronized
latent stress coordinate. A selected pricing state @9 = (E?,Ht) appends a residual density
selector inside the public-equivalent family. Public prices are generated by the adapted response
map
Py : OF — MP"

The finite Volterra source chart gives this notation a specified representation: rough kernels
produce integrated covariance routes, basket and carrier prices observe finite linear functionals
of those routes, and residual selectors are bounded post-recovery pricing rules built from the
recovered canonical coordinates.

Calibration is therefore not a single inverse. The public fit maps a state to observed quote
coordinates. Source recovery asks whether the gauge quotient of the Volterra—Perron source
state embeds into the public-observable quotient. Residual selection chooses a point in a public-
equivalent pricing fiber. Tradeable completion projects terminal payoffs onto the admitted
instrument span. These four maps may collapse in a complete finite model, but they are distinct
on the option manifold considered here.

The central statement is the Volterra—Perron option-manifold equivalence theorem. Public
option prices identify exactly the public quotient f{be. A source family &, is locally recoverable
only through the induced map

St/ ~vg— :{pub
In a differentiable source chart the infinitesimal object is the quotient observability operator

@9 = D(R;0)(ug) on the gauge quotient.

Recovery holds when this operator has no source kernel and a positive inverse modulus. In
the block chart, the condition decomposes into rough maturity, directed-Volterra, carrier, and
Perron synchronization blocks. Single-name vanilla surfaces identify marginal laws; they do not
identify these joint blocks by themselves.

Pointwise inverses are then assembled through time. Uniform recovery windows give H;-
adapted recovered processes

29 = T, (MY

and pathwise stability under quote perturbations. The same modulus controls regularized
finite panels and gives lower bounds: no reconstruction rule using the same quote data can
beat the inverse-modulus scale. Ill-conditioning at carrier-thin, Perron-gap, maturity-rank, or
public-completion seams is an information limit, not a defect of a particular numerical inverse.

No-arbitrage enters twice. Static public manifolds must satisfy the convex-order restrictions
implied by discounted martingales. After recovery, option prices written as functionals of the
canonical state must have discounted local-martingale dynamics. In a finite recovered chart this
gives

1
0 ®q + DOy[B] + 5 Tr(*D?*®,%) — 1@, = 0

for each admitted option coordinate. Smooth phase allocations add transition drift and covariance
terms because the phase weights themselves move with the recovered Q-state.
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Residual non-identification remains after state recovery. A dynamic public-equivalent density
family preserves every admitted public option payoff at date ¢ and across maturities S > ¢ while
moving a latent-stress claim whenever that claim has nonzero loading on the public-annihilator
fiber. A selector 6;, measurable with respect to public and recovered coordinates, selects a price
inside the residual interval. This gives the dynamic form of the residual-pricing geometry of [12],
with no second calibration of the public surface.

The recovered quotient also carries model-native sensitivities and a relative-value identity.
Native Greeks differentiate selected prices with respect to Perron stress, spectral radius, carrier
direction, roughness, directed Volterra kernels, and the residual selector. The synchronization
identity decomposes the value of an index option relative to a carrier-replicated single-name
book into synchronized-stress premium, residual compression charge, and basis error. The finite
Bachelier—Volterra—Perron benchmark closes these objects in a tractable chart with a closed
option formula, recovered-state pricing equation, explicit Greeks, and a finite hedge residual. Its
role is the quotient-theory chart; universal smile modelling is outside the claim.

Organization. Section 2 defines the dynamic option manifold and information structure.
Section 3 introduces the risk-neutral Volterra—Perron state and its gauge equivalence. Section 4
gives a Volterra—Perron source chart. Section 5 defines risk-neutral market phases and transition
surfaces. Section 6 defines the public-observable quotient and proves the public non-identification
and public-completion results. Section 7 develops risk-neutral observability, vanilla insufficiency,
the minimal option-manifold hierarchy, and finite-quote stability. Section 8 gives the quotient
recovery, finite-panel, inverse-modulus, and regularized reconstruction theorems. Section 9 turns
pointwise recovery into an adapted recovered state process. Section 10 derives the martingale-
consistency drift restrictions for recovered risk-neutral state dynamics. Section 11 gives the
canonical finite Bachelier—Volterra—Perron benchmark with its formula, pricing equation, Greeks,
and hedge residual. Section 12 verifies the recovery conditions in a reduced Gaussian—Volterra
class. Sections 13-15 develop residual kernel selection, native Greeks, public-neutral hedging, and
the synchronization relative-value identity. Section 16 gives one equivalent-martingale-measure
specialization, and Section 17 records reduced examples.

2. DYNAMIC OPTION MANIFOLDS

Fix a filtered probability space
(Q, F, (Ft)t>0,Q)
supporting all risk-neutral objects. Conditional-expectation and martingale conventions follow
[13]. The public market information is (H;):>0, the latent stress information is (Kt)>0, and

He €Ky C F.

The tradeable public span S; € L?(Q,H,) is the closed Hilbert span generated by publicly
tradeable instruments available at date ¢. It may be finite dimensional in applications; the
projection statements require only closedness. This span is a public-feature projection space,
not the full dynamic self-financing gain space. Section 15 separates recoverability, tradeability,
and hedgeability when terminal payoffs and dynamic strategies enter.

Let .
B; = exp</ T ds)
0

be the money-market account. Unless an undiscounted payoff is explicitly displayed, all payoff
variables in Sections 2-15 are understood in date-t money-market units:

Thus X, below denotes Xa, and public prices are conditional expectations of discounted payoffs.
Section 16 writes the discount factor explicitly again when the underlying cash dynamics are
introduced.
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Definition 2.1 (Public option manifold). Let Z; be the date-t list of underliers, strikes, maturities,
and option types admitted to the public surface. A public option manifold is the H;-measurable
element

M = (Ci(a) g, € s
where C¢(a) is the arbitrage-free risk-neutral price of payoff X, and )} is the corresponding
finite- or infinite-dimensional quote space.

Definition 2.2 (Quote-space norm). The quote space ); is equipped with a fixed norm. For a
finite panel this may be a weighted Euclidean norm, for example bid—ask or reliability weighted.
For a continuum maturity and moneyness manifold it is a weighted C*, Sobolev, or Banach-
supremum norm on the admitted coordinate domain. Dynamic stability statements use a
deterministic ambient quote space, or a Banach bundle with uniformly equivalent local norms,
over the recovery window.

Definition 2.3 (Observable response coordinates). Write a quote coordinate as
a = (U,T,m, ”)X)v

where u is an admitted index, sector, or single-name underlier, 7 > 0 is maturity, m is the
moneyness coordinate, k records call, put, variance, or surface-functional type, and x € {B, N}
records the pricing chart. Here B denotes the Black, or lognormal-forward, chart and N denotes
the Bachelier, or normal-forward, chart. In the Black chart one may take m® = log(K/F,1);
in the normal chart one may take mN =K — Fy i1, or its deterministically rescaled version.
For variance and surface-functional coordinates, x records the convention in which the reported
total variance is expressed. For a latent state ©, the observable response map is

Rt(g)(ua T, M, K, X) = Cte (Ua T, m, R, X)'

The option manifold My " is the realized public value of this response map on the admitted
coordinate set. Continuous maturity /moneyness manifolds and finite quoted panels are treated
as two observation regimes for the same map.

Assumption 2.4 (Arbitrage-free public manifold). For each ¢, the model works under a selected
equivalent martingale measure Q on the public payoff span, so the prices Ci(a) are represented
by Q-conditional expectations. Equivalently, the public manifold is a no-arbitrage price system
on its admitted public payoff family, and Q is a selected representative of the equivalent pricing
class [14, 15, 16, 17]. Residual selectors introduced below are conditional density changes around
this representative that preserve the admitted public prices.

Definition 2.5 (Public no-arbitrage cone). For a finite public payoff panel, write X =
(X1,..., X)) and let

A= {p eRM:h.-X >0Q-as. and h- X > 0 with positive probability imply A -p > O}

be the strict no-arbitrage cone of public prices. Its tangent cone at a price vector pg € A; is
denoted T, As.

Proposition 2.6 (No-arbitrage tangent condition). Let F': U — RM be a finite-panel option
response map whose image lies in the no-arbitrage cone Ay, and let pg = F(ug). Then every
source tangent direction that is visible in public quotes satisfies

DF(Uo)h € TpoAt.

If po is in the relative interior of A¢, this imposes no first-order inequality. At the boundary
of the cone, it removes source directions whose first-order public response would create a static
arbitrage at first order.

Proof. For every sufficiently small s > 0 with ug + sh € U, the response F(ug + sh) lies in A;.
Therefore
F(ug+ sh) — po

S
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is a tangent direction to A at pg. If pg lies in the relative interior of the cone, the tangent cone
is the linear span of A; — pg, so no additional first-order inequality is imposed. At a boundary
point, the tangent cone is a proper cone and excludes first-order responses that point outside
the public no-arbitrage region. O

Definition 2.7 (Conditional convex order). Let p; 7, and p; 7, be conditional laws, given Hs,
of a discounted underlying vector at maturities 77 < T5. Write
M. T, Sex Ty

if, for every convex function ¢ for which both conditional expectations are finite,

[ e@) e, (dn) < [ o) . da)
pathwise, conditionally on H;.

Theorem 2.8 (Calendar convex-order restriction). If the discounted underlying vector is a
Q-martingale and 7 denotes its conditional law given Hy, then, for t <Ti < Ts,

Mt Ty Sex [Ty -
For a scalar underlying this implies the usual calendar inequalities for call prices,
Ci(K,To) = Cy(K, Th),

after the common-forward convention is imposed. For a vector underlying, every linear projection
must satisfy the corresponding one-dimensional convex-order restriction.

Proof. For convex ¢, Jensen’s inequality and the martingale property give

EQ[QO(STQ) ’ fTJ > @(EQ[STz ’ ‘FTI]) = SO(STJ'
Taking conditional expectation given H; gives the convex-order statement. The scalar call form
follows from the representation of convex functions by affine functions and positive mixtures of
calls. Linear projections of vector martingales are martingales, so the same argument applies to
every projection. O

Corollary 2.9 (Dynamic falsifiability before source fitting). A multi-maturity public option
manifold that violates conditional convex order cannot be generated by any equivalent martingale
measure, regardless of the Volterra—Perron source family. Conversely, a source-family fit that
matches maturity slices separately but violates the convex-order monotonicity across maturities
is dynamically inadmissible.

Proof. The conditional convex-order inequalities of Theorem 2.8 are necessary for every equivalent
martingale measure generating the discounted underlier. They are imposed on the public manifold
before any Volterra—Perron source family is chosen. A violation therefore rules out the manifold
at the martingale level. A fit that matches separate maturity slices but breaks those inequalities
produces the same obstruction, now inside the fitted source family. O

Definition 2.10 (Latent loading and public compression). For X € L?(Q, Fr), define the latent
loading at date ¢ by
Lip(X) = EYX | K],
and its public compression by
O3, Lz (X) 1= B LI (X) | ).
The tradeable public projection is C’gX , the orthogonal projection of X onto &; in L?(Q).

Proposition 2.11 (Compression factorization of public prices). If an option payoff X, is priced
at date t by conditional expectation under Q, then its public price depends on the latent loading
only through its public compression:

Ci(a) = BX, | He) = O, Ly (Xa)-
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Proof. The latent loading is L?T(a) (X,) = EQ[X, | K. Since H; C Ky, the tower property gives
EQ(X, | He] = EU[E[X, | K] | Hi] = O3, Ly o) (Xa).
Thus the public price is the public compression of the latent loading. O

The full-basket and multi-date results identify the information frontier of ideal complete claim
families. They do not assert that listed-option datasets contain such manifolds. Empirical panels
usually provide finite, noisy submanifolds. Later sections therefore keep finite-panel stability,
source-family restrictions, and residual selection separate from full state recovery.

Definition 2.12 (Full terminal basket manifold). Fix ¢t < T, and let Sy = (Sk,...,S¥) € RY

be the terminal underlier vector. The full nonnegative basket-call manifold at (¢,7") is

Cy(w, K;T) := EQ &(wTST - K)*"
B

Ht}, weRY, K >o.

If signed spread baskets are admitted, w may range over RY and K over R.

Theorem 2.13 (Static basket-law recovery). Assume the conditional pricing law of St is
supported on Rﬂy, and assume the public discount factor P(t,T) is known at date t, equivalently
the zero-coupon payoff at maturity T is included in the admitted public span. Write

By
Dyr = —
t,T BT ’
The full nonnegative basket-call manifold, augmented by this public discount coordinate, deter-
mines the T-forward conditional pricing law

T (0 A) = E%[Dyr1qgecay | Hil(w)

’ P(t,T)(w)
up to Q-null sets. Consequently it determines the date-t price of every bounded Borel Euro-
pean payoff f(St) by integration against MET' If Dy 1 is Hi-measurable, for evample under
deterministic discounting conditional on H;, then MET coincides with the raw conditional law

LaWQ(ST | Ht) .

Proof. The public discount coordinate supplies P(t,T). After division by P(t,T), each fixed
w gives the full call surface of the T-forward pricing distribution of w'Sy. The Breeden—
Litzenberger distributional derivative recovers the law of each nonnegative scalar projection
under ,uET [18]. Consequently the manifold determines, pathwise in the conditioning variable,
the T-forward conditional Laplace transform

L@ = [ e uln(dn). ¢ Ry,

N
RY

P(t,T) := EQ[Dy 1 | Hi.

since & = sw for some s > 0 and w € Rf . The multivariate Laplace transform on the positive
orthant uniquely determines a probability law on Rf . Prices of bounded European payoffs then
follow from

B Dy (S1) | H] = P(.T) [ () ().
(]

Corollary 2.14 (Terminal-law maximality). Single-name vanilla surfaces recover only the
one-dimensional T-forward pricing marginals of Sp. A finite family of basket surfaces recovers
only the pricing laws of finitely many projections w) St. The full terminal basket manifold is
mazximal for terminal European payoffs at date T'. Path-law information lies outside that terminal
object. Knowing the terminal pricing law for each T does not by itself identify lead-lag structure,
directed Volterra kernels, quadratic covariation paths, or the joint pricing law of (Sty,...,St,,)
across future dates.
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Proof. Theorem 2.13 identifies the full terminal pricing law from the full basket manifold.
Restricting the manifold to single-name vanillas leaves only coordinate marginals; restricting it
to finitely many baskets leaves only finitely many projection laws. None of these terminal objects
specifies a coupling across future dates. Directed kernels, lead-lag effects, quadratic-covariation
paths, and multi-date pricing laws are functions of that missing coupling, and therefore require
the multi-date manifold of Theorem 2.16 or additional source restrictions. U

Definition 2.15 (Multi-date linear option manifold). Fix ¢t < s1 < -+ < s, < T4. Let X be a
vector of tradeable state coordinates, such as log-prices, forward returns, or centered variance
factors. The multi-date linear option manifold is

i) (a, K) i= EC

By
Bs

m +
(Z o X, — K) Hel,
k=1

for all admitted o = (ay,. .., ) € R™ and strikes K € R.

m

Theorem 2.16 (Finite-dimensional path-law recovery). For a fized grid s1 < -+ < Sm,, assume
the public discount factor P(t, sy,) is known, or that the zero-coupon payoff at s,, is included in
the admitted public span. The full multi-date linear option manifold determines the s.,-forward
conditional pricing law of
(Xsyyeooy Xs,)-

If these manifolds are observed for every finite grid in [t,Ty], and the recovered conditional
pricing laws are projectively consistent and tight on the chosen path space, they determine the
conditional path pricing law of (XS)se[t,T*]' If all involved discount factors are Hi-measurable,
the same statements hold for the raw Q-conditional laws.

Proof. After normalization by the public discount factor P(t, s,,), each a-slice gives a full call
surface in K and therefore the s,,-forward pricing law of the scalar projection ), a;—X s.- The
Cramer-Wold theorem recovers the joint pricing law on R™V. Projective consistency across
grids and tightness then give the conditional path pricing law by Kolmogorov extension, with
the usual path-space regularity condition when continuous or cadlag paths are imposed. Public
discounting reduces this to raw conditional-law recovery. U

Corollary 2.17 (Gaussian—Volterra covariance recovery). Suppose X is conditionally Gaussian
given H; and admits the Volterra representation

S
st/ K(s,r)dW,, t<r<s<T,,
t

with a square-integrable causal kernel K (s,r). The multi-date manifold recovers the conditional
covariance kernel

sAu
[(s,u) = Cov®(Xy, X, | Hy) :/ K(s,r)K (u,r)" dr.
t

The kernel K is identified up to orthogonal driver gauge. If a causal lower-triangular Volterra
gauge with positive diagonal is imposed, the kernel is uniquely identified by the operator Cholesky
factorization of I

Proof. Theorem 2.16 recovers the conditional finite-dimensional laws of the process on every
grid. For a conditionally Gaussian process, these laws are determined by their conditional
means and covariance matrices; in the centered Volterra representation the mean is zero and the
covariances are the displayed values of I'. Two causal square-integrable kernels with the same
covariance operator differ by an orthogonal transformation of the driving noise on the driver
space. Imposing the causal lower-triangular gauge with positive diagonal selects the operator
Cholesky factor and removes this driver gauge. (]

Theorem 2.18 (Numeraire invariance of local recovery). Let N be a strictly positive traded
numeraire and let QN be the associated equivalent measure. Suppose the money-market response
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map Ry and the N-numeraire response map Riv are related by a bounded invertible H¢-measurable
linear transformation
RN = TR,

of the quote space. Then

D(R} o 4)(uo) = TyD(Ry 0 9)(uo).
Local injectivity, quotient rank, finite-panel information rank, and overidentifying normal-space
restrictions are invariant under the numeraire change. Inverse constants change only by the
operator norms of Ty and Tt_l.

Proof. The change-of-numeraire identity gives equality of arbitrage-free prices after the public
linear quote transformation 7;. Since T} is invertible, it neither creates nor removes null directions
of the response derivative on the quotient tangent space. Left inverses transform by composition
with T;l, giving the norm statement. U

3. THE RISK-NEUTRAL VOLTERRA—PERRON STATE

The state is introduced at the quotient level. Gaussian—Volterra assumptions enter later as
one source family verifying the required response ranks.

Definition 3.1 (Risk-neutral Volterra—Perron state). The risk-neutral Volterra—Perron state at
date ¢ is
59 = (G?, 57)97 097 697 697 w;@%
where:
(1) G? is a directed Volterra operator on a Hilbert space Uy;
(2) 59 is a rough maturity-scaling coordinate;
(3) (p2, e2,¢2) is a right-left Perron spectral triple for a screened positive synchronization
operator A2, normalized by (2(e2) = 1;
(4) wé@ € L?(Q, K;) is a centered synchronized latent stress coordinate;
A selected pricing state is
oL = (22,4,),
where 6, is a residual-density selector used to price latent residual claims after the state has
been recovered or imposed.

Definition 3.2 (Perron spectral projector). Let A be a screened positive synchronization
operator with simple Perron eigenvalue p4, right Perron vector e, and left Perron functional
¢4, normalized by £4(e4) = 1. The Perron spectral projector is

II4 := €A®€A, HAx:eAEA(x).

The canonical Perron coordinate is (pa,I14). The triple (pa,ea,f4) is retained for computations,
but the projector is the normalization-free coordinate of the Perron mode.

Proposition 3.3 (Gauge invariance of the Perron projector). The projector Ily = eq @ {4 is
invartant under reciprocal normalization changes

eq > cey, fA*—)C_IEA, c> 0.
If A is conjugated by an admissible hidden-basis change S, so that A= SAS™L, then
;= STaS™"

Thus (pa,Il4) is the natural quotient coordinate of the Perron synchronization mode.

Proof. Reciprocal scaling gives (cea) ® (c7'44) = e4 ® £4. Under conjugacy, Ses and £45~1
satisfy

SAS™!(Sea) = paSea,  (LaSTN)SAST' = pa(£aS7H),
and (£4571)(Ses) = 1. The rank-one projector is therefore transported by STI4S5~!. O



VOLTERRA-PERRON PRICING 9

Definition 3.4 (Option pricing map). Let X; be an admissible state space for @9. The option
pricing map is an adapted map

Byt X — Vi, 02 s MOP,

The map is public because ‘Bt(GP) is ‘H¢-measurable even when @9 contains K;-measurable
latent components.

Definition 3.5 (Conditional public response). When a source state contains latent K;-measurable
coordinates, the public response map is a conditional response. If p;(0) € L1(Q, Ky; ;) denotes
the latent quote response generated before public compression, the public option manifold is

T1(0) == E?[Pu(0) | My -

If the recovered state coordinates are already represented by H:-measurable canonical pa-
rameters, this convention reduces to the ordinary deterministic response chart. All public-
indistinguishability and recovery statements below are statements about this H;-measurable
response, not about direct observation of hidden sample-path coordinates.

Remark 3.6. The recovery theorems identify the canonical class of 59 When the selector 6;
enters only through public-annihilating residual directions, admitted public option quotes leave it
unidentified. A post-recovery rule must fix it, or an augmented manifold must add residual-price
instruments.

Definition 3.7 (Calibration ledger). At date ¢, a finite option-manifold calibration separates
four maps:

public fit: y; = P(O),
source recovery: y; — [29] € Xy,
residual selection: [Z2] - 6,

and
tradeable completion: X +— Ilg, X.

The first is quote calibration in the public option panel. The second is source recovery on the
canonical quotient. The third chooses a public-equivalent residual price inside the remaining
envelope. The fourth is projection onto the finite public instrument span.

Remark 3.8 (Calibration, recovery, selection, and hedging). In a complete Black—Scholes-style
finite model these four maps may collapse into one fitted parameter vector and one hedge. In
the Volterra—Perron option manifold they are logically separate. A surface can be well calibrated
without source recovery; a source can be recovered without identifying the residual selector; and
a selected residual price can remain outside the tradeable span. The recovery theorems below
concern the second map.

Definition 3.9 (Gauge equivalence). Two states ©, O € X, are gauge equivalent, written © ~ C:),
if they differ only by transformations that leave all latent loadings and all option-manifold
prices unchanged, namely sign conventions for one-dimensional latent coordinates, bounded
invertible basis changes in hidden factor coordinates, common rescalings absorbed by the Perron
normalization £(e) = 1, and relabelings of unobserved driver bases. The canonical state space is
the quotient

%t = xt/Ng .

Remark 3.10. The quotient is essential. Perron eigenvectors, Volterra driver bases, and one-
dimensional stress coordinates have unavoidable normalization choices. Recovery of the latent
state can only mean recovery of the equivalence class [59] € Xi.

Remark 3.11. The coordinate w(t@ is latent in parametrization but recoverable only through its
loading, conditional moment, or canonical horizon lift encoded by the option manifold. The
recovery statements do not assert observation of an arbitrary future sample-path realization.
When a terminal stress payoff is needed, w;@T denotes the horizon-lifted synchronized stress
direction generated by the recovered source chart.
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Assumption 3.12 (Local gauge slice). Near a reference state =, the gauge transformations
form a C' local group G; acting on the source chart, and the public response map is constant on
Gi-orbits. The orbit tangent

By := Tz, (G, - o)
is closed and admits a closed complement E., so £ = E, @ E.. A gauge-normalized chart is a
local slice U. C E. meeting each nearby orbit once. The quotient tangent space is identified
with E..

Remark 3.13 (Local gauge fixing). Assumption 3.12 is intentionally local. It gives a cross-section
near the recovered state used in the inverse-function and stability arguments. It does not assert
the existence of a global, singularity-free section of the full orbit space X;/G;. Global stabilizers,
orientation changes, eigenvector normalization seams, or nontrivial orbit topology may force an
atlas of slices rather than a single canonical representative. All recovery statements below are
therefore local or patched through the recovery atlas of Section 9; the quotient state is global
only up to the declared gauge equivalence.

Definition 3.14 (Gauge-normalized source chart). A source chart is gauge-normalized near =
if each state is represented by canonical coordinates

U= (UYJ,UG,UP,UQ,UP) < Eﬁ @ EG @ Ep @ Ee @ EP,

corresponding to
(YJQ7 GQ) an eQa €Q7 PQ)7
with the following conventions:

(1) £2(?) = 1, €V lies in a fixed positive cone, and the remaining Perron normalization is
absorbed into PY;

(2) the latent stress coordinate P is centered and has a fixed sign convention against a nonzero
reference functional;

(3) hidden Volterra driver bases are represented in a fixed orthonormal or triangular gauge.

The block u. should be read as the normalized Perron-projector block: the left functional ¢2 is
induced by the screened operator and the normalization /2(e?) = 1 inside the chosen slice. A
redundant chart may include an explicit u, coordinate, but the quotient tangent then removes
the normalization direction and returns the same canonical block. The corresponding quotient
tangent space is the direct sum of these gauge-normalized coordinate blocks.

4. A VOLTERRA-PERRON SOURCE CHART

The recovery theorems are stated for general source charts. This section fixes a finite Volterra—
Perron chart in which the response ranks can be read block by block. Rough maturity scaling
carries Volterra source geometry; basket and carrier responses carry covariance routes; the
screened route matrix carries the Perron synchronization coordinate. Residual selectors are
added only afterward as public-equivalent pricing extensions, unless public completion or residual
instruments make them observable.

Definition 4.1 (Volterra route kernels). Fix N underliers and a maximum maturity 7 > 0.
Conditional on H;, let

BR, = (BY s By
be a risk-neutral Gaussian driver vector with conditionally independent standard components.
A nontrivial instantaneous driver covariance can be included as an additional gauge-normalized
matrix coordinate; the displayed route formula fixes the independent-driver gauge. The centered
latent forward-variance stress of name ¢ over future time s € [0, 7] is represented by

N S
Yl(%(s) = Z/o Kg’t(s —r) dB;%H.
=1
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The route from source j to target ¢ has kernel
Q HS -1 . k _
K” () = aijp it 2 exp(—Pijex) [ 1+ Z Cij ke tT" | O<z<T,
k=1

where HJ . €(0,1), Bijr > 0, and the polynomial modulation is bounded away from zero on the

recovery neighborhood. The directed Volterra operator G? is the matrix of off-diagonal route
coordinates

G5 = (@ijts His y Bijits Cij 15 - - - 5 Cig Koot i # ]

The observable covariance routes generated by these kernels are explicit. For 7 < 7, define
v (7

i (r) = Cov® (/ ds/ s)ds Ht)
Z/ ([ K8 =ryas) ([ K3 (s —ryas) ar

Lemma 4.2 (Analytic leading power of a route covariance). Suppose the q-source routes entering
targets i and j satisfy, as x | 0,

Q _1 Q _1
Kpp (2) = aigea™at™2 (14 0(@)),  Kjy,(2) = ajgea’e 72 (14 O(x)),
(1) has the short-

Equivalently,

with nonzero amplitudes. Then the corresponding route contribution to |7A

ij,t
maturity expansion
(0),Q H® +H9Y 42
Vi (1) = Agjge 770t et (14 O(7),
where o
iq,t%jg,t
Aijqi =

(Higy +3)(Hig + 3)(Hig  + HY  +2)
up to the displayed normalization of the leading kernel amplitudes.

Proof. For 0 < r < 7, integrate the leading kernel expansion in the variable s — r:
Q 41
[ Kt =1 ds = S =0t 1+ O - ),
iq,t + 2
. ) . . HE +H® +1
The same expression holds for the j-route. Their product has leading power (7 — r) iat™ Tigt ™,
Hence
H +HY +2
/T(T — T)H%ﬁHEz»tH dr = A
0 HY ot T HY jat T 2’

1

and the displayed coefficient follows after multiplying by the two one-step integration constants.
O

Roughness and directed-route coefficients therefore enter the public manifold through analytic
maturity powers and logarithmic derivatives. The finite dictionary gives a sufficient response
family for exact finite-dimensional recovery. The lemma supplies the local invariant used when
the full covariance route is not assumed to lie exactly in a finite power-exponential span.

Definition 4.3 (Rough power-exponential dictionary). On a maturity interval (0,7), a finite
Volterra response dictionary consists of functions of the form

ae_BTp(T)’ a > 71, ﬁ 2 07

where p is a polynomial of degree at most K. Dictionary atoms are grouped by their pairs (o, 3).
A dictionary used for identification is taken in reduced form. After expanding each polynomial,
the scalar atoms

{rotke=PeT . (0 < k < degpy}
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are pairwise distinct and linearly independent on every open subinterval. A convenient sufficient
check is that, within each fixed 3, no two exponents created by the admitted polynomial shifts
coincide. This removes notational duplicates such as 7¢7 and 71,

Theorem 4.4 (Power-exponential route identifiability). Let
m
flr) = ZTO“*e_ﬁ‘prg(T), 0<7<T,
=1

where the pairs (ay, B¢) are distinct, each py is a polynomial of known maximum degree, and the
expanded scalar atoms form a reduced dictionary in the sense of Definition 4.3. If f vanishes
on a nonempty open interval, then every expanded scalar coefficient is zero; equivalently every
reduced dictionary coefficient vanishes. Hence the coefficient vector of a finite Volterra response
dictionary is identified by the continuum maturity response. There is also a nonzero analytic
finite-panel determinant whose nmonvanishing identifies the same coefficient vector, and the
deficient panels form a zero set with empty interior.

Proof. Expand each polynomial and collect the response in scalar atoms 77 e %7, These atoms
are real analytic on (0,00). If the response vanishes on a nonempty open subinterval, the
identity theorem gives vanishing on the whole positive half-line. Among the remaining nonzero
coefficients, choose the smallest exponential rate 3,. Multiplying by e®7 and letting 7 — 0o
removes all larger-rate groups exponentially. Inside the S,-group, distinct powers are separated
by dividing successively by the largest remaining power of 7. Its coefficient must be zero; iteration
eliminates the group. Repeating over the finite list of exponential rates eliminates all expanded
scalar coefficients. Thus the continuum maturity response is injective on the reduced coefficient
space.

It remains to pass from the continuum response to a finite panel. Let E be the finite coefficient
space and let ¢; : E — R be evaluation at maturity 7. If no finite family of evaluations
separated E, the span of {¢; : 7 € I} in E* would be a proper subspace. A nonzero vector in its
annihilator would generate a nonzero dictionary combination vanishing on all of I, contradicting
the continuum injectivity. Thus some finite panel is injective. A full-rank square minor of the
associated collocation matrix is nonzero at that panel. Since the entries are analytic in the
maturity coordinates, this minor is a nonzero analytic determinant, and deficient panels lie in
its zero set, which has empty interior. O

Option-manifold recovery of a route coordinate is not high-frequency market admissibility.
The power-exponential chart may recover smooth or semi-smooth option-route coordinates on
the public surface. Rough market admissibility is the smaller source-screened class with local
high-frequency normalization and H;; < 1/2. Recovered option routes enter the rough market
Perron layer only after that additional admissibility condition is imposed.

Corollary 4.5 (Rough exponent as a short-maturity invariant). If a route response has leading
form
f(r) :ATQG_BT(1+01T+O(T2))a A#£0,

then )
=
and ) a
s-a=-im (T -0).

Thus the rough exponent is an observable short-maturity invariant whenever the leading route is
separated.

Proof. Since A # 0, the response has fixed sign for all sufficiently small positive maturities. On
that interval,
log |f(7)| =log|A| + alogT — BT + c17 + O(7?).
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Differentiation gives

:%—5+q+0h%
and the two limits follow. O

Definition 4.6 (Surface coordinates generated by covariance routes). Fix a pricing chart
x € {B,N}. Let F; ;1 be the public forward of name i to T'=t + 7, and let an index or basket
u have holdings w" = (w},...,w};) and forward F,, ;7 = >, wj'F; ;7. The route covariance
matrix V;@(T) is written in normalized forward-return coordinates. The chart-specific exposure
vector is

u
w;i'F ¢ m

B N
a P (t,T) = , ;" (¢, T) == wl'F; ¢ 7.

Fu,t,T
For a single name these formulas are read with the corresponding unit holding. The local
chart-specific total-variance coordinate is

TVY, (1) = TVEY (7 —%E:cﬂxtfm ’Xuqnm%(>
1,j=1

In the Black chart TV is dimensionless lognormal-forward total variance, while in the Bachelier
chart TVY is normal-forward total variance in squared cash-forward units. The corresponding
level coordinates are

VLY (1) =/ TVg,(7)/7, NVLY, (1) =/ TV, (1) /7.

The local moneyness expansion of the surface in chart y is
1
U (1o mX) = TV 4 (7) + SKWy , (1)mX + *CURVﬁ,t(T)(mX)Q +0((m¥)%),

where the downside-skew and curvature coordinates are finite linear functionals of {V; Ay t( T)}ig
for example

SKWY,,(7) +Zb§fﬁv Wi(7).

For a call or put coordinate a = (u, 7, mX, K, x), the local pricing map is obtained by substituting
’Uff’t(’l', mX) in the corresponding no-arbitrage one-period price chart:

CP(a) = BY(Dyr, Fuyr, KX(m¥), v, (r,mY))
The construction is a local response chart around an arbitrage-free public surface. It does
not assert a global parametrization of every strike and maturity. The recovery neighborhood
is chosen inside the admitted no-arbitrage chart, so positivity, monotonicity, convexity, and
calendar constraints remain valid on the finite or continuum panel under consideration. The
two total-variance coordinates are chart-specific objects. A lognormal total variance and a
normal-forward variance are not numerically interchangeable without an additional conversion

model. The rank statements below use only the local price chart and its nonzero variance vega.

Definition 4.7 (Black and Bachelier price charts). Let D > 0 be a discount factor, ' > 0 a
forward, K a strike, and v > 0 a total-variance coordinate in the chosen chart. These are the
Bachelier normal-forward and Black—Scholes—-Merton lognormal-forward charts [19, 20, 21]. Let
@y and g denote the standard normal distribution function and density. In the Black chart,

log(F/K)
+ - f
—
BE(D, F,K,v) = D(F®(dy) — K®o(d-)), BR(D,F,K,v) = D(K®¢(—d_) — F®y(—d)).
In the Bachelier chart,

dy =
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BN(D, F,K,v) = D((F — K)®o(d) + vv ¢o(d)),
Bg(DaFa K?”) = D((K - F)q)O(_d) + \E(PO(d))
Both charts satisfy put—call parity
BX(D, F, K,v) — BY(D, F,K,v) = D(F — K).
Lemma 4.8 (Variance vegas). In the Black chart,
DF
8,BB = 9,BB = M'
2\/v
In the Bachelier chart,
Dy (d)
2\/v

9,BY = 9,B} =

Proof. In the Black chart,
log(F/K) 1 1
hd_ = Opdy — ——.
i tap Ol =0y

Oydy = — NG
The density identity

Foo(dy) = Kego(d-)
cancels the di-terms generated by differentiating the two distribution functions. The remaining

Black contribution is
DFpo(dy)

2y/v
In the Bachelier chart, d = (F' — K)/+/v. The derivatives of (F — K)®y(d) and \/vpp(d) cancel

except for ¢o(d)/(24/v). Put prices have the same variance derivative by put—call parity, since
D(F — K) does not depend on v. O

Theorem 4.9 (Pricing-chart rank invariance). Let u +— v(u) € RM be a finite vector of
chart-specific total-variance coordinates, and suppose public discount factors, forwards, strikes,
maturities, and option types are fized. Let

Cr(u) = BX (D, Fy, Ky vr(u)) r=1,..., M.
If the variance vegas w, := 0,BX"(D;, Fy., K;, v, (ug)) satisfy 0 < w < |w,| < w < 0o at ug, then
DC(ug) = W Dv(ug), W = diag(wi, ..., war).

Consequently DC(ug) and Dv(ug) have the same rank, the same kernel, and comparable nonzero
singular values with constants depending only on w and w.

Proof. The chain rule and Lemma 4.8 give the diagonal factorization. Multiplying by an invertible
diagonal matrix preserves rank and kernel. The singular-value comparison follows from

w [[Do(up)h] < [[DC(uo)h| < @ |[Do(uo)h]-
O

Lemma 4.10 (Parity projection and no-arbitrage residuals). For fized public D, F, K, the
call-put parity row
C—P-DF—-K)=0

s a static public no-arbitrage restriction, not an independent Volterra—Perron source response.
Recovery ranks may therefore be computed after projecting quoted call-put pairs onto the parity-
consistent subspace. The orthogonal distance to that subspace, in the quote norm of Definition 2.2,
s a quote-quality or no-arbitrage-cleaning statistic rather than evidence for a latent residual
kernel.

Proof. The identity is deterministic once D, F, K are fixed. It does not depend on the latent
source chart, hence its differential annihilates all source directions. Projecting away the parity
row removes a redundant public coordinate and leaves the source-response rank unchanged.
A parity violation is therefore a violation of the admitted public price cone, not a new latent
pricing direction. O
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Definition 4.11 (Screened synchronization and carrier response). Fix a synchronization maturity
Tx. Let Bé@ denote the signed directed Volterra route matrix in the chosen source chart. Its
entries are the active directed route coefficients whose public covariance-route images are Vl%( ).
The screened risk-neutral synchronization matrix is the positive option-manifold image

AR = ,(BY).

On the active screened stratum, ®; is the differentiable map with off-diagonal entries
., (Vige(r))

+ = Giji :

V() + (V3 (1) +¢)

and AQt = 0. Here ¢;;; > 0 is a source-screening weight and € > 0 is fixed. The normalization

A i # J,

by the diagonal variance terms makes A? a dimensionless screened one-step synchronization
operator; Perron critical surfaces therefore refer to this normalized object rather than to an
arbitrary scale of option variance. Passing from Bé@ to AP loses sign information and retains
the positive synchronization geometry observed on the option manifold. Here the screened
synchronization operator is the finite matrix A? € Rf *N on the active underlier set. Infinite-
dimensional Krein—Rutman variants would require compact strong positivity assumptions and
are not used here. If AQ is irreducible with simple Perron root, then

AQet = P;Qe?a gQAt = Py E E;@(e?) =L
Given carrier portfolios b',...,b" € RV, their synchromzation response vectors are
bebgﬂvj?t k=1,....r

and the carrier Gram matrix on a maturlty grid T is

Car Jkl — Z Ck

TET
Carrier absorption is nondegenerate when 'cap = Kearl.

Lemma 4.12 (Screened-edge derivative). On an active screened stratum where met( Tx) >0
and q;; ¢ is differentiable, write

VJ
= qij 7~ D,
Z]

Gij Aij [ Vi oVjj Vij
54y = L sy, A,
7Dy Y2 <Vu‘+6+ij+6 +Dij 4

If qi; is fized, the last term is absent. The fized-sign margin in Proposition 4.16 is exactly the
condition that keeps this derivative away from the kink of the positive-part screening map.

A Dij i= \/ (Vi +€)(Vij + ).

Then

Proof. On the active stratum the positive-part map has derivative one, so A;; = qijVijDi;l.
Differentiating this quotient gives

(5Aij = g; 5Vzg + gl:j 5%] Az632] .
Since
5Dij . 1 oVi; (5VJ]
Dij _<Vii+€ ij-l-&“)
the displayed formula follows. O

Definition 4.13 (Interval screened matrix). Suppose finite-panel recovery or bid—ask uncertainty
gives elementwise bounds on the nonnegative screened synchronization matrix,

Lij< Ay <Uj,  L,U>0.
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The compatible matrix set is
A[L,U]:={A>0:L <A <U elementwise}.

Perron—Frobenius terminology and matrix perturbation conventions are used in their finite-
dimensional sense [22, 23].

Theorem 4.14 (Certified Perron phase bounds). For every A € A[L,U],
p(L) < p(A) < p(U),

where p(-) denotes spectral radius. For any strictly positive vector x,

min (Lx)s <p(A) < max(ix)z.

[3 .’L'Z' 7 xi
Consequently, if p(U) < perit, the recovered state is certified below the synchronization threshold
for every admissible screened matriz; if p(L) > perit, it is certified above the threshold. Otherwise

the phase label is not identified at the available quote precision.

Proof. Elementwise order gives L < A < U. Monotonicity of the Perron root for nonnegative
matrices therefore yields p(L) < p(A) < p(U). For any strictly positive x, the Collatz—Wielandt
inequalities give

Lzx); Uz);
min £ < p(L),  p(U) < max Wa):
7 .’,I,‘Z' (3 .Z‘i
and hence the displayed bound for every compatible A. The phase certification is the direct
comparison of these bounds with peyit. O

Definition 4.15 (Bounded residual selector). Let R!,..., R™ be bounded residual directions
satisfying
EQ[R" | H;] =0, E9[R"X,|H]=0 forevery admitted public payoff X,.

For recovered state coordinates
2t = wé@,log 99759a ZE%G%@% )
i’j

define .
Ors = Org tanh(neos +mz) D 10ndl IRl < 1.
r=1

The associated public-equivalent density family is

m
Zlg =14 0 R
r=1
This form keeps positivity and public equivalence explicit while allowing residual prices to depend
on recovered Perron stress, spectral radius, roughness, and directed-route pressure. The rule
operates after state recovery; it becomes a public-response coordinate only when augmented
residual instruments are admitted.

Proposition 4.16 (Functional-form rank criterion). In the source chart of Definitions 4.1-4.15,
suppose:

(1) the maturity-response atoms used for recovery form a reduced, linearly independent power—
exponential dictionary after the chosen gauge normalizations;

(2) the corresponding route amplitudes A;jq; are nonzero;

(3) the active screened edges satisfy a fized-sign margin

Ve (1) > v, >0

i7,t
on the recovery neighborhood, while inactive edges have fized screening weight q;j+ = 0;
(4) the index and carrier weight systems separate the cross-covariance routes entering {VZ;Qt},
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(5) the screened synchronization matriz has a simple Perron root and the carrier Gram matriz
has a positive lower bound.

Then the public observable response derivative for the canonical state is block triangular with
full-rank diagonal blocks. Consequently the block-rank observability criterion and the conditional
recovery theorem apply. If an augmented manifold also contains residual-price instruments, the
same criterion applies to the additional selector block; for a purely public option manifold the
selector block is zero.

Proof. The route kernels generate analytic maturity functions in a reduced power—exponential
dictionary. These atoms are linearly independent on any open maturity interval, and on a
sufficiently resolving finite panel by Theorem 8.16. The nonzero route amplitudes make the
directed Volterra block visible. The fixed-sign margin keeps the positive-part screening map
differentiable on the active stratum and fixes inactive edges outside the quotient tangent space.
The index and carrier weight conditions make the linear map from cross-covariance routes
to index/carrier responses injective on the admitted source coordinates. The simple, well-
conditioned Perron eigenvalue gives differentiable recovery of the spectral triple, while the carrier
Gram lower bound gives a bounded inverse for carrier absorption coordinates.

After gauge directions have been removed, any public kernel must lie in one of the diagonal
blocks or in a selector coordinate not captured by the pure public response. The stated rank
conditions exclude the diagonal-block kernels. Public-annihilating residual selectors remain
outside the pure public response derivative unless residual instruments are appended. The block
operator is therefore triangular with full-rank diagonal blocks, and Theorem 8.13 applies. [

Theorem 4.17 (Standard-model recovery mechanism). In the source chart of this section,
suppose the rank conditions of Proposition 4.16 hold on a recovery meighborhood. Then the
admitted option manifold locally recovers the canonical source state

(5@27 GQ, pQ, eQ (Q, p@)
up to gauge. The inverse is assembled in four conceptual blocks:
maturity scaling = H< and the Volterra source dictionary,
basket/carrier polarization —> G@ and the active covariance routes,

screened synchronization = (p@, €2, (2, PQ),
residual completion or selector choice = 6 only outside the pure public response.

Consequently the pure public option manifold can recover the Volterra—Perron source state on this
stratum. Residual-selector recovery requires public completion, augmented residual instruments,
or a separate canonical selector rule.

Proof. The maturity and route blocks are injective by the analytic dictionary and carrier-
separation conditions in Proposition 4.16. On the simple-Perron stratum, the screened synchro-
nization block has a differentiable spectral chart whose derivative is controlled by the reduced
resolvent; the carrier Gram lower bound gives a bounded inverse for the carrier absorption
coordinates. Hence the quotient derivative has the block-triangular full-rank form of Defini-
tion 8.12. Theorem 8.13 gives a bounded left inverse, and the Volterra—Perron option-manifold
equivalence theorem gives local recovery of the canonical source state. Because the residual
selector lies outside the pure public response block, it is recovered only under the additional
residual-completion alternatives stated in the theorem. O

5. RISK-NEUTRAL MARKET PHASES AND TRANSITION SURFACES

The market-phase theory of [24] is imposed here on the recovered risk-neutral quotient. Phases
are not exogenous regimes. They are functions of the recovered option-manifold state, recording
whether public prices represent local risk, synchronized carrier-absorbed risk, residual stress, or
synchronized risk without an adequate carrier span.
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Definition 5.1 (Risk-neutral phase coordinates). In the source chart of Section 4, use the

Perron spectral radius p? and define the remaining phase coordinates

Kz:ar = Amin(rcar,t%
1/2

2
Uil 1/2
R = W(Zwﬂjﬂt = (07Gl0) ", (Gl = EURTR | M),
r=1

and
D9 = Z E;th Qijt Qijt e%.
i,J
Here p(t@ measures synchronized spectral amplification, K;*" measures carrier absorption, Rf
measures residual-kernel pressure with the full conditional residual Gram matrix, and D;@
measures directed Perron-weighted route pressure.

Remark 5.2. For smooth phase weights, the recovery neighborhood is chosen so that the smallest
carrier Gram eigenvalue is simple and R? > 0, or else the smooth scores below are read with the
regularized substitutes log det(Tcar ¢ + £I) and 6, GF0;. The hard phase labels only require the
continuous nonnegative coordinates.

Definition 5.3 (Hard phase regions). Fix public thresholds
p« >0, K, >0, R, > 0.
The recovered state is in the local phase if
p? < Px, Rf < R,.
It is in the synchronized-carrier phase if
pl>pe, K >K,  R)<R,.

It is in the residual-stress phase if

pe > pe R{>R..

It is in the carrier-thin phase if
pg > Pas K < K.

When regions overlap, residual-stress and carrier-thin labels take precedence because they mark
failure of public carrier absorption or enlargement of the residual price envelope.

The thresholds in Definition 5.3 are not fitted trading cutoffs. They are coordinate surfaces on
the recovered Q-state. The spectral surface separates local and synchronized option geometry;
the carrier surface separates synchronized risk absorbed by the admitted carrier span from
synchronized risk that remains thinly spanned; the residual surface marks expansion of public-
equivalent price freedom.

The intrinsic phase atlas precedes any positive finite-resolution band. Its quotient seams
are the surfaces where an observability or pricing mechanism changes type: normalized Perron
amplification crosses its critical level, the Perron spectral gap collapses, the carrier Gram lower
bound reaches zero, a maturity or route-rank determinant vanishes, or the residual price envelope
collapses. Positive constants (ps, K, R,) thicken these seams into certificate regions for finite
panels. Changing the bands changes the resolution of the certificate, not the underlying quotient
stratification.

Theorem 5.4 (Risk-neutral phase stratification). On a recovery stratum, the phase labels in
Definition 5.3 are gauge-invariant functions of the recovered source quotient. Their transition
surfaces are quotient-invariant rank, gap, Gram, and residual-width surfaces:

pQ = Px, )\min(rcar) = K*, RH = R,.

If the recovered state process is adapted and continuous, phase changes can occur only by hitting
one of these surfaces. Thus local, synchronized-carrier, residual-stress, and carrier-thin phases
are not additional latent regimes; they are strata of the recovered risk-neutral option quotient.
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Proof. The coordinates p@, I'car, and RY are defined from the canonical recovered state and the
selected residual rule, so they are invariant under the gauge normalizations used in the source
quotient. The phase regions are inverse images of Borel subsets of these quotient coordinates. If
the recovered state is adapted and continuous, the phase coordinates are adapted and continuous.
A path cannot move between open phase regions without crossing the boundary surface that
separates them. O

Remark 5.5 (Spectral-gap seams). The surface Ap = 0, where the Perron spectral gap closes,
should be read as a spectral discriminant seam rather than as an ordinary smooth phase boundary.
On finite self-adjoint or symmetry-reduced subfamilies such seams may appear as familiar
eigenvalue-intersection loci; in non-self-adjoint directed Perron operators their codimension
depends on the admitted source family, positivity constraints, and whether the crossing is an
eigenvalue collision or a dominance exchange in modulus. The theory uses only the invariant
fact that the reduced resolvent and the differential of the Perron projector lose uniform bounds
as Ap | 0, and may also lose bounds when non-normal conditioning degenerates; no universal
codimension assignment is required. Thus a path hitting this seam exits the smooth recovered
phase chart and must be continued, if possible, in another chart of the recovery atlas.

Definition 5.6 (Smooth phase weights). For differentiable pricing, replace the hard phase labels
by smooth weights. Define scores

sp:pg—p*, sk = Ki*" — K, sR:Rg—R*7 SD:D;@—D*,
and

Mloc = —Sp — SR, Msyn = Sp + SK — SR+ NDSD;
Myes = Sp + SR+ NDSD; Mthin = Sp — SK-

Here D, is a directed-pressure reference level and np > 0 controls how strongly directed route
pressure tilts synchronized and residual phases. For a sharpness parameter p > 0, set

exp(pma¢)
Zue{loc,syn,res,thin} exp(pmmt) ’
The vector 7y is the smooth risk-neutral phase allocation induced by the recovered Volterra—
Perron state.

Tyt = v € {loc, syn, res, thin}.

)

Definition 5.7 (Phase-weighted residual selector). For each v € {loc,syn, res, thin}, let
Zls =14 0/ R"
T

be a positive public-equivalent density family, indexed by maturity S > ¢t. The phase-weighted
family is

tT,rS = Zﬂ'y}tzgs.
v
The corresponding selected price is
17 (X) := EQZ7 1 X | Hy.

Proposition 5.8 (Phase transitions are adapted). Suppose the recovered state process E?,
together with the selected residual-density rule 0y, is Hi-adapted and the phase coordinates in
Definition 5.1 are continuous functions of the canonical state. Then the hard phase label is

Hi-adapted, and the first hitting times of the phase transition surfaces
{Pt=p, (K=K}, {R" =R}

are (Hy)-stopping times. If the recovered state is continuous, phase changes occur only by hitting
one of these transition surfaces.
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Proof. The phase coordinates are adapted as continuous functions of the adapted recovered
state. The hard phase regions are Borel sets in the canonical state chart, so the phase label is
adapted. The transition surfaces are closed level sets of adapted continuous processes. Their first
hitting times are therefore stopping times. If the recovered state path is continuous, the phase
label cannot move from one open region to another without crossing the boundary separating
them. U

Proposition 5.9 (No-arbitrage preservation under phase weighting). If each Zy . in Definition 5.7
is positive and public-equivalent,
EQ[Z s | 1] =1, S >t
and
EQ[zY tr(a)Xa | He] = EQ[X, | He for every admitted public payoff Xa,

and the weights 7, are nonnegative, Hi-measurable, and sum to one, then
Zis =) muiZis
14

is positive and public-equivalent. Hence phase-weighted residual pricing preserves all public
option prices while allowing the latent residual charge to vary with the recovered market phase.

Proof. Positivity follows from positivity of the kernels and nonnegativity of the weights. Since
the weights are Ht—measurable

tS|Ht ZWVtE Zs|7‘lt]zz7ﬂ/,t=1-
v

For any admitted public payoff X,
B2 Z] oy Xa | He] = ZWwE 12} 10y Xa | Hi] = E9[X, | He).

Thus the kernel is public-equivalent. Pubhc payoff prices are unchanged, while residual payoffs can
receive phase-dependent charges through their covariance with the selected residual directions. [

Remark 5.10 (Datewise preservation versus process consistency). Proposition 5.9 is a datewise
preservation result. It says that, at a fixed date and horizon, convex phase weighting preserves
the admitted public payoff prices. It does not by itself produce a single density process whose
horizon ratios generate all the Z7¢ consistently across ¢ and S. Dynamic no-arbitrage requires
the stronger process-consistent kernel of Definition 10.10 and the martingale restrictions of
Section 10. Thus phase weighting is a public residual-selection rule until it is embedded in a
martingale density process.

Proposition 5.11 (Semimartingale phase dynamics). Suppose the finite-dimensional recovered
chart Uy satisfies the semimartingale dynamics in Assumption 10.3, and suppose the score maps

U+ m,(U), v € {loc,syn, res, thin},

are C? on the recovery neighborhood. Then the smooth phase weights Tyt are Hi-semimartingales.
Their drift and diffusion coefficients are given by Ité’s formula applied to the softmax map in
Definition 5.6.

Proof. The recovered chart is an H;-semimartingale. The score vector is a C? function of that
chart, and the softmax map is C*°. The composition is therefore an H;-semimartingale, with
coefficients given by It6’s formula. O

Definition 5.12 (Phase value functions). Let U; be a finite-dimensional recovered state chart
that is Markov for the selected claim family under the phase kernels below. For a claim X and
phase v € {loc, syn, res, thin}, define a regular conditional version

O, (t,u; X) =EUZ/ X | Uy =u],  Or(t,u; X) Zwu Lt u; X).
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The phase transition charge relative to a reference phase vy is

Q:B?(t,u;X) = O (t,u; X) — Vo (t,u; X) Zﬂ'y O, (t,u; X) — (I)I,O(t,u;X)).

Definition 5.13 (Transition Greeks). Let £ be one of the phase scores s,, sk, sg. The pure
allocation transition Greek of X in the ¢-direction is

TaHOCX Z 87TV t Ut, )

Using the softmax weights of Definition 5.6,

TguocX _ pz Tt (agmy’t — Zwu,tagmu,t> D, (t, U X).
v 1

The full transition Greek adds the direct state sensitivity
‘IéX = SgHOCX + Z Tyt 85(131,(15, Ut; X)a
12

whenever the displayed derivatives exist.

Theorem 5.14 (Phase-weighted risk-neutral pricing equation). Suppose the recovered chart
satisfies

dU, = b(t, Uy) dt + 2(t, Uy) dW 2
on a recovery neighborhood, and define

Af = Df[b] + %Tr(z*D%fz) :

Let the phase weights m, and phase value functions ®, be CY2. If the discounted phase-weighted
selected price is a local Q-martingale, then

(at + ./4 - ’I“t)(I)ﬂ-(t, Ut, X) =0.
FEquivalently,
0=> MmO+ A=r)® +> (0 + A, + > _ (S*Dm,), S*DD,),

evaluated at (t,U;). The last two sums are the transition drift and transition covariance charges
generated by phase weights that move with the recovered Q-state.

t
Proof. The first display is [t6’s formula applied to e~ Jors ds(hr(t, U; X) and the local martingale
condition. For the expanded form, use
o => ma,
14

and apply the product rule to (9; + A)(m,®,). The second-order cross term is
(¥*Dm,,X*D®,),
which gives the displayed transition covariance charge. U

Corollary 5.15 (Phase charges vanish only under frozen or balanced phases). If every phase
value function separately satisfies

(81& + A - Tt)q)u = 07
then the phase-weighted selected price is arbitrage-free only if
> @, (0 + A)m, + > (S D, S*D®,) = 0.
In particular, changing risk-neutral phase weights are priced objects unless their drift and diffusion
effects are exactly balanced by phase-value spreads.

Proof. Substitute the separate phase pricing equations into Theorem 5.14. The remaining terms
must vanish for the phase-weighted discounted price to be a local martingale. O
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6. PUBLIC NON-IDENTIFICATION

Public compression gives the first obstruction. Full latent recovery requires a source-family
restriction before the public quotient can be inverted.

Definition 6.1 (Public indistinguishability). Fix date ¢ and an admitted option-pricing map
Pr:Xe =V O MPY(O).
Two latent states are public-indistinguishable, written
© ~pubt O,

if P4 (0) = P(O’) on every admitted public option coordinate at date ¢. The public-observable
state space is the quotient
b
:{?u = %t/Npub,t,

. . . . b b
with canonical projection 7P : X; — XP.

Theorem 6.2 (Maximality of the public-observable quotient). Let Z : X, — Z be any state

functional. The following are equivalent.

(1) Z is identified by the public option manifold, in the sense that there is a map ¢ : P (Xy) — 2
such that Z = o ;.
(2) Z is constant on public-indistinguishability classes.

(8) Z factors through the quotient, in the sense that there is a map Z : %be — Z such that
Z=27o0 qub.

Consequently, %fub is the largest latent object identifiable from the admitted public option manifold
without additional source-family restrictions.

Proof. If Z = ( o PB4, equal public manifolds imply equal Z-values, so Z is constant on public-
indistinguishability classes. Conversely, if Z is constant on those classes, define
Z([Olpw) = Z(0).

The definition is independent of the representative exactly because the classes are the fibers of
PB:. It also defines a map on the public image by

((P:(©)) == Z(0),

again well defined on each fiber. Thus Z = Z o 7P"" = ¢ oB;. Every identified functional factors

through X7 Ub, which is the maximal public-observable quotient. U
Corollary 6.3 (Source-family recovery as quotient embedding). Let &; C X; be a gauge-

normalized Volterra—Perron source family, and let &;/~ be its gauge quotient. Local recovery
from the public manifold is equivalent to local injectivity of

St/ g X", [Blg > [Olpuw.
Thus the source-family rank conditions are exactly the conditions under which the canonical

source quotient embeds into the public-observable quotient.

Proof. By Theorem 6.2, the public manifold identifies exactly the public quotient .’{lt[mb. A
recovery map on the source family must therefore invert the induced map from the gauge
quotient &;/ ~, into this public quotient. Local recovery is local injectivity of that induced
map, and stable local recovery is the same statement with a positive inverse modulus. The
source-family rank conditions are the differential certificate for this quotient embedding. (|

Definition 6.4 (Dynamic public-equivalent density family). At date ¢, a positive density family
Zi. = (Z18)s>t,  Zus € LY@, Ks),
is public-equivalent if, for every S > t,
EUZs | He =1
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and, for every admitted public payoff X, with maturity 7'(a),
EQ[Zt,T(a)Xa ‘ Ht] = EQ[Xa \ Ht]'
It prices a claim X € LY(Q, Fr) by
7 (X) := EQ[Z, 7 X | Hy.
Lemma 6.5 (Public preservation). If Z; . is public-equivalent and Y € L*°(Q,H;), then, for
every S > t,
EQ[Z; sY | Hi] =Y.
Consequently the density family preserves every date-t public payoff test.
Proof. The public-equivalence normalization is E?[Z; ¢ | H;] = 1. Since Y is H;-measurable,
EQ[ZsY | Hi) = YEQ[Z, s | Hi] =Y.
Multiplication by a date-t public test therefore does not leave the public equivalence class. [

Lemma 6.6 (Residual annihilators generate public-equivalent density families). Let R €
L>(Q, K) satisfy
EQ[R | H,] = 0, EQ[RX, | H] =0 for every admitted public payoff X,.
If In| < ||RH;01, then the density family
Zls =1+nR, S >t
is positive and public-equivalent.

Proof. The bound |n| < | R||2 gives 14+nR > 1—|n|||R||,, > 0 almost surely. The normalization
condition gives
E°[Z]s | Hi =1+ nEC[R | Hy] = 1.
For every admitted payoff X,, the annihilator condition gives
ECZ) p oy Xa | He] = B2[Xo | He) + nEC[RX, | Hy] = E2[X, | Hi).
The density family is positive and public-equivalent. O

Theorem 6.7 (Public non-identification of latent stress). Fixt < T. Suppose there is a bounded
R € L>®(Q,K;) such that

(A) IEQ[R | Hi] =0 and EQ[RXa | Hie] =0 for every admitted public payoff Xq,

but
EULE(X)R | Hi] #0
on a set of positive probability for some latent-stress claim X. Then, for sufficiently small
nonzero n, the density family
preserves the public option manifold at date t but changes the selected price of X :
7" (X) = E9X | Hy] + nEQLEH(X)R | Hy).
Thus public calibration alone cannot recover the latent stress price.

Proof. Choose || < |R||'. Lemma 6.6 shows that Z{ is public-equivalent and therefore
preserves the public option manifold. For the latent claim,

E9(Z) X | M) = E9[X | Hy] + nEC[X R | Hy].
Since R € L*>®(Q, K;), the tower property gives
EQXR | H] = EUEYX | KR | He) = EYLEI(X)R | Hy).

The last term is nonzero on a set of positive probability by assumption, so the selected price is
moved while all public prices are fixed. U
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Corollary 6.8 (No universal recovery from public compression). If the residual space L*(Q, ;) ©
L?*(Q,H;) contains a bounded direction correlated with a latent-stress loading, then no procedure
using only the public option manifold can identify all latent-stress prices without additional
source-family restrictions.

Proof. Theorem 6.7 constructs two positive public-equivalent density families with the same
value of every admitted public payoff and different conditional prices for the latent claim. A

reconstruction rule whose input is only M?pt has the same input under both families. It therefore
cannot identify both selected latent-stress prices. O

Corollary 6.9 (Exact residual obstruction). Fiz the admitted public payoff family at date t,
and write

Lo :=E9[X, | K, Ly :=EQ[X | K.
Let

L2(Q.K4)

n
Ptpub = {770 + anLaj 1n < 00, aj € It7 770777j € LOO(QaHt)} C LQ(Q? Kt)

j=1
be the closed conditional public-loading module generated by the date-t public payoffs. Assume
bounded elements are dense in (Pfub)L. A latent claim X has a public-equivalent residual price

degree of freedom at date t if and only if
(I-C2

In that case there is a bounded residual direction R preserving all admitted public prices and
changing the selected price of X.

Proof. Orthogonality to the conditional module is equivalent to the conditional annihilator
equations:

Re (PP «— EYUYR|M] =0 EQRL,|H]=0 foreverya€c .
The equivalence follows by testing R against Y (1o + >_; 7jLq;) with bounded H;-measurable
coefficients and using the defining property of conditional expectation. Since R is K;-measurable,
EQ[RX, | H¢) = ER[RL, | Hi], so these are exactly the public-equivalence annihilator equations.
If (I — C’gpub)L x = 0, then Lx belongs to the conditional public-loading module, and every
t

public-annihilating residual direction has EQ[Lx R | H#;] = 0. Public-equivalent tilts cannot
change the price of X.
If the projection is nonzero, set
Ro=(I - C2u)Lx.
t
Then Ry € (PP'")L and EQ[Lx Ry | He] = EQ[R2 | H,] is nonzero on the event where the
residual projection is nonzero. By the density assumption, choose a bounded residual direction
R e (P ub)J— sufficiently close to Ry in conditional L? to preserve a nonzero conditional pairing
with Lx. Lemma 6.6 then generates positive public-equivalent density families that leave the
public manifold fixed and move the price of X. O

Definition 6.10 (Public payoff-module completion). For a fixed horizon 7', define the closed
conditional public payoff module

pub Q 0o LQ(Q»]Ct) 2
Ay’ = span{Y’ Lt’T(a)(Xa) Y € L®(Q,Hy), a €Ly, T(a) =T} C LY(Q, Ky).

The admitted public manifold is complete for the date-t latent loading class Ly C L*(Q, K;) if
»Ct,T - .Az l;wb.

Theorem 6.11 (Public completion and residual collapse). Fiz t < T, and let Ly 7 C L*(Q, K})
be the latent loading class whose claims are to be priced. The following are equivalent.
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(1) The public manifold is complete for Ly .
(2) Every L € Ly has zero orthogonal residual relative to Af"}b.
(3) No public-equivalent density perturbation generated by a bounded public-annihilating residual

direction can change the price of any claim with loading in Ly 1.

When these conditions hold, residual price intervals collapse to singletons on Lyr. If they fail
and bounded annihilating residual directions are dense in the orthogonal complement, every
nonzero loading residual generates a genuine residual pricing fiber.

Proof. The first two statements are the Hilbert projection decomposition of each loading L € L;

into its component in Afl}b and its orthogonal residual. If every residual component is zero, then

every public-annihilating direction R € (Ag‘i}b)L has zero conditional pairing with every such

loading. Lemma 6.6 therefore cannot move the selected price of any claim in the class.
Conversely, if some loading has a nonzero orthogonal residual, the density assumption supplies
a bounded annihilating direction with nonzero conditional pairing against that residual. The
positive densities generated by Lemma 6.6 preserve all admitted public prices and move the
claim price. The image of this one-dimensional tilt is a nontrivial residual pricing fiber, and it
collapses exactly when the projection residual is zero. O

Corollary 6.12 (Selector redundancy at public completion). On a publicly complete latent
loading class, the residual selector 0y is redundant. Outside public completion, the selector chooses
a point in the unspanned pricing fiber left by the public payoff module.

Proof. Theorem 6.11 identifies public completion with vanishing residual projection for every
loading in the claim class. In that case all public-annihilating density tilts have zero conditional
pairing with those loadings, so the selected residual term is fixed and the selector carries no
pricing degree of freedom. If completion fails, the orthogonal residual projection is nonzero for
some loading; Lemma 6.6 then gives public-equivalent tilts that move the corresponding price.
The selector chooses one element of that residual fiber. (]

Theorem 6.13 (Option-manifold impossibility theorem). Fiz date t and an arbitrage-free
admitted public option family. The following obstructions are sharp.

(1) Without source-family restrictions, the public manifold identifies only %be. No calibration
or estimator using only the admitted public coordinates can distinguish two latent states in
the same public equivalence class.

(2) Single-name vanilla surfaces identify marginal risk-neutral laws, not joint covariance routes,
directed Volterra contagion, or Perron synchronization. Distinct couplings of the same
marginals may have the same single-name surfaces and different index or latent-stress prices.

(3) If the finite basket or carrier design has a nontrivial null direction on the active covariance-
route subspace, then option prices on that finite panel cannot separate perturbations in that
null direction while they remain inside the covariance cone.

(4) If the Perron reduced-resolvent norm diverges, in particular along gap-closing seams, the
Perron projector is not uniformly Lipschitz as a function of the public response; any recovery
map for e, (2, or PR has an inverse modulus that diverges along such strata.

(5) If the maturity dictionary has a nontrivial null combination on the observed maturities,
distinct Volterra source geometries produce the same maturity panel.

(6) If the public payoff module is incomplete for a claim class, public-equivalent residual density
families preserve every admitted public option price while assigning different prices to some
latent-stress claims in that class.

Thus every positive recovery statement requires the corresponding rank, gap, source-family, or
public-completion hypothesis. The failures are mathematical obstructions in the option manifold,
not deficiencies of a particular numerical procedure.

Proof. The first statement is Theorem 6.2. For the second, fixed single-name marginal laws
do not determine a joint coupling; distinct couplings with the same marginals can change
cross-covariances and hence index or latent-stress prices. The third is the nullspace argument
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used in the covariance-recovery and elliptope results of Theorems 7.11 and 7.12. The fourth
follows from the reduced-resolvent formula for a simple isolated eigenvalue, because the derivative
of the Perron projector is controlled by that resolvent. The fifth is rank failure of the finite
maturity response matrix. The sixth is Theorem 6.11 together with Lemma 6.6. Each obstruction
therefore leaves either a kernel in the public response, an unbounded inverse modulus, or a
nontrivial residual pricing fiber. ]

7. RISK-NEUTRAL OBSERVABILITY OF THE OPTION MANIFOLD

Recovery requires more than public calibration. The option manifold must separate canonical
coordinates after gauge directions have been removed. This section gives the infinitesimal and
finite-panel verification for Theorem 8.22. Observability is the derivative-level form of quotient
embedding; the smallest quotient singular value is the local conditioning scale for source-chart
recovery from public option data.

Definition 7.1 (Risk-neutral observability operator). Let ¢ : U C E — X be a gauge-
normalized source chart and let
F = Rt o 1/) U — yt
be the observable option-response map. The risk-neutral observability operator at ug is
O := DF(ug) : E — Y.
Its canonical version is the induced quotient operator
0. :E=E/E, - RanDF(u),  Op[h] = DF(ug)h.
The state is locally observable at wug if @;Q has a bounded left inverse on its range.

Definition 7.2 (Single-name and joint option manifolds). The single-name vanilla manifold is
the restriction of /\/l:;’pt to payoffs depending on one underlier at a time. The joint index/carrier
manifold adds index, basket, variance, or carrier-spread option coordinates whose payoffs depend
on at least two underliers through the same maturity window.

Theorem 7.3 (Vanilla insufficiency for joint stress). Suppose two risk-neutral Volterra—Perron
states have the same conditional marginal law for each single underlier over all maturities in the
admitted vanilla family, but have different conditional cross-variation response

)

for some i #£ j and some maturity . Then their single-name vanilla manifolds agree, but
a nondegenerate index or basket variance response differs. Consequently, single-name vanilla
surfaces alone do not recover the directed Volterra contagion operator, the Perron synchronization
state, or synchronized latent stress.

Q t+1 t+7
Cov (/t Vi(s) ds, | Vj(s)ds

Proof. A single-name vanilla payoff is a Borel function of one terminal underlier. Its date-t
price is determined by the corresponding conditional marginal law. Equal conditional marginal
laws therefore imply identical single-name vanilla surfaces. An index or basket variance claim
contains cross terms of the form
t+71 t+1
2w;wj COVQ( Vi(s) ds, Vi(s)ds Ht> ,
t ¢

for nonzero weights w;w;. If this cross response differs and the basket denominator is nonde-
generate, the joint option response differs. The directed Volterra and Perron synchronization
coordinates enter exactly through these joint responses, so they are not identified by marginal
vanilla prices alone. U

Proposition 7.4 (Basket design observability). Let £ be the active set of unordered cross-pairs
(i,7) used in recovery. For each admitted basket or index u, define the cross-variance response

Bu(7) = TVu(r) = TVO (1) = D (@) Vid (1) =2 3 wiwiVid (7).

i (i,5)€€
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Let the basket design matriz be

Then, for each maturity T, the active cross-route vector
Ve(r) = (‘/i(%t(T))(@j)eg
is identified from the joint basket responses B(T) if and only if
rank Wg = |&].
When this rank condition holds,
16Ve (T)]| < owmin(We) ™ [[6B(7)] -

Proof. The displayed variance decomposition gives the linear system

B(1) = WeVe(r).

The vector Vg(7) is identifiable exactly when this linear map is injective on the active cross-route
coordinates, which is equivalent to full column rank. If W¢ has full column rank, its Moore—
Penrose left inverse has norm oy, (We) ™!, which gives the displayed stability estimate. O

Definition 7.5 (Dual recovery certificate). Let F : U C R? — R™ be a finite quote response
map with full-column-rank Jacobian

J = DF(up).
A dual recovery certificate for latent coordinate k is a vector a; € R™ satisfying
a;J = e,l—,
where e, is the kth coordinate vector in R?. A matrix A € R¥*™ with AJ = I; is a full dual
certificate.

Theorem 7.6 (Quote portfolios recover infinitesimal coordinates). Let F: U C R? — R™ be
C?, and suppose J = DF(ug) has full column rank. If A is any left inverse of J, then, for u
near ug,
A(F(u) = F(ug)) = u—uo + OJ|lu — uo|*).
Equivalently,
up, = uo k= aj, (F(u) = F(ug)) + O([lu = uo|*).

If quote noise has covariance matriz X, the linear certificate variance for coordinate k is a;—Eyak.
When X, is positive definite, the minimum-variance linear unbiased certificate is the kth row of

Ay = (J'8, )T

Proof. Taylor expansion gives F(u) — F(ug) = J(u — ug) + O(]Ju — up||*). Multiplication by A
and the identity AJ = I; give the coordinate recovery expansion. A certificate ai applies the
linear quote functional azéy, so its noise variance is agEyak. Minimizing this variance subject
to the unbiasedness constraint AJ = I gives the normal equations AEy_ LJ = 1, and therefore

the generalized least-squares left inverse (J 2, Ln-tg TE; L O

Corollary 7.7 (Functional certificate in infinite quote spaces). Let DF (ug) : E — Y have
a bounded left inverse L : Y — E. For every continuous coordinate functional ¢ € E*, the
composition
ap:=fLoLeY™

satisfies

ag(DF (ug)h) = £(h).
Thus every recovered infinitesimal latent coordinate has a dual quote functional that extracts it
from the first-order option-manifold response.
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Proof. The identity is the definition of a left inverse. If LDF'(ug) = Ig, then for every h € E,
ay(DF(ug)h) = L(LDF(ug)h) = £(h).
Continuity follows from ¢ € E* and boundedness of L. O

Corollary 7.8 (One index identifies one synchronization aggregate). If the active unordered
edge set satisfies |E| > 1 and the only joint coordinate is one index or basket u, then We has one
row. It cannot identify the full edge vector Ve (7). It identifies only the aggregate

2 Z w“w“‘/l';@t (7).
(i.5)€€

Full cross-route recovery therefore requires additional carrier baskets, sector or index panels, a
smaller active edge set, or source-family restrictions that reduce the effective dimension.

Proof. With one basket, W¢ has a single row, so its rank is at most one. When |£| > 1, the
map from the active edge vector to public basket variance has a nontrivial kernel. The only
identified cross term is the displayed row action of Wg on Vg (7). Separating the remaining edge
coordinates requires more independent rows or a source restriction that lowers the quotient
dimension. O

Corollary 7.9 (Generic basket designs). Suppose r > |E| basket weight vectors are drawn from
a distribution with density on an open subset of RY, and suppose the design class contains one
choice of weights for which Wg has rank |E|. Then

rank We = |€|
with probability one.

Proof. Some |€| x |€| minor determinant is then a nonzero polynomial in the basket weights.
The zero set of a nonzero polynomial has Lebesgue measure zero, and a distribution with density
assigns that set probability zero. U

Definition 7.10 (Variance-strip covariance matrix). Fix a maturity window 7, and let X;(7) be
the centered integrated return, variance, or volatility factor whose basket variance is observed.
The variance-strip covariance matrix is

O(r) = (Cij()ij=1s  Cij(r) = Cov¥(Xi(r), X;(7) | Ho).
For a basket weight w € R, the model-free quadratic basket response is
V(1) = w ' C(T)w

Theorem 7.11 (Quadratic basket manifold and covariance recovery). For a fized T, knowledge
of Vi (1) for all w € RY is equivalent to knowledge of the full symmetric covariance matriz C(T).
In particular,

1

Cij(r) = 5 (Vecre, (1) = Ve (7) = Vi (7).
A finite family of basket weights wy, . .., w,, identifies C(T) on a target subspace V C SN if and
only if the linear functionals
Cr—>Tr(Cwaw;—), a=1,...,m,

separate points of V.

Proof. The map C +— w' Cw = Tr(Cww") is linear in the symmetric matrix C. Polarization
gives the displayed identity. The finite-weight statement is exactly injectivity of this linear
observation map on V. O

Theorem 7.12 (Elliptope feasibility and Perron uncertainty). Suppose the single-name variance
levels Cii (1) > 0 are known, and set

Cij(7)

Rij(T) =
Cii(7)Cj5(7)
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A candidate cross-covariance matrix is statically feasible only if
R(T) = 0, Rii(1) = 1.
If only a finite basket family is observed, the model-free feasible set is
Cr :={C > 0:diag(C) = v, Tr(Cwew,}) =Vy,, a=1,...,m}.
For any screened Perron matriz A(C') constructed from C, the model-free spectral-radius uncer-
tainty interval is

[ p7] = | dnf p(A(C)),CsugT p(A(C))

A Perron phase classification from the finite basket panel is model-free certified only when this
interval lies entirely on one side of the phase threshold.

Proof. Positive semidefiniteness and unit diagonal are necessary for any correlation matrix
and sufficient for a centered Gaussian vector with that correlation matrix. The finite basket
constraints are affine in C, so the feasible set is an affine slice of the positive semidefinite
cone. If the panel is feasible, the constraints diag(C') = v with positive variance levels make
this slice closed and bounded, hence compact. The map C — p(A(C)) is continuous for the
screened Perron matrices considered here, so the infimum and supremum are attained on C;.
If the displayed spectral interval crosses a phase threshold, two statically feasible covariance
completions imply different phase labels. O

Definition 7.13 (Direction-resolving response block). Let Gj.; denote the ordered Volterra
route from source j to target ¢, and let £ be an active ordered edge set. A public observation
block is direction-resolving on £ if the derivative of its response map with respect to the ordered
route coordinates,
¢

Jdir : (5Gi<_j)(z’,j)e§ — 5M§p y
is injective after quotienting by driver-basis gauge.
Theorem 7.14 (Symmetric covariance does not identify arbitrary direction). Suppose the
admitted public response depends on ordered routes only through symmetric combinations

Sij = Vij(Gicj, Gji) = Vi (Gjis Giey)

after the remaining source coordinates are fived. Then any tangent direction satisfying
for every active unordered pair lies in the kernel of the public observability operator. In particular,
if locally S;; = Gij + Gji, the anti-symmetric perturbation

0Gi—; = H, 0Gji = —H
is invisible to a symmetric covariance manifold.

Proof. If the public response factors through the symmetric map S = (.S;;), then its derivative
factors as DF o DS. Any tangent vector in Ker DS is therefore in the kernel of the public
response derivative. In the additive example, DS[H, —H| = H — H = 0, so the anti-symmetric
perturbation lies in that kernel. O

Theorem 7.15 (Sufficient orientation separation). Suppose that, after gauge normalization and
after imposing all symmetric covariance constraints, each ordered route response on the active
set admits the analytic representation

dij
Ric (1) = Y Yijafija(7),  TEI,
g=1

where the family { fijq : (i,4,q) € 5} is linearly independent on the admitted maturity interval
I. Then an open maturity interval identifies the ordered route coefficients 7;jq4. A generic finite
analytic maturity panel with sufficiently many points identifies the same coefficients.
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Proof. The derivative of the response with respect to v;j4 is the analytic function f;;,. If a quotient
tangent vector is annihilated on the open interval I, the corresponding linear combination of the
functions f;;, vanishes on I. Linear independence forces all tangent coefficients to be zero, so the
continuum derivative is injective. The finite-panel conclusion follows from Corollary 8.17. [

Definition 7.16 (Conditional basket cumulant tensor). For a return vector A; X := Xy — X,
suppose the conditional moment generating function is finite near the origin. Define

ki(z,7T) = logEQ[ezTATX | Hy.
The order-n conditional cumulant tensor is

K" (7)), =0

iyt Oz ke (0, 7).
A full signed basket smile for 2" A; X determines (2, 7) near zero and hence all finite cumulant

tensors whose moments exist.

Proposition 7.17 (Skew-tensor orientation test). In a Volterra leverage source family, suppose
an ordered edge 7 — i contributes to the short-maturity third cumulant through

3 o o
KD (7)i = A7 4 0(7%9), i 0,
while the reverse edge contributes to
K (7)1 = Ajeeim™ = + o(r%1).
If the pairs (cij, Aij) and (aj—i, Aji) are separated by the source-family gauge, then the

observed short-maturity skew tensor identifies the orientation of the edge. If the third cumulant
vanishes by symmetry, the same statement holds with the first nonzero mized cumulant tensor.

Proof. The short-maturity power and leading coefficient are recovered from the cumulant response
by the same leading-jet argument as Corollary 4.5. Separation of the two ordered leading pairs
assigns the observed mixed cumulant to one orientation rather than the other. If the third
cumulant is zero, the first nonzero mixed cumulant supplies the leading jet. ([

Theorem 7.18 (Minimal option-manifold hierarchy). In a gauge-normalized source family with
block tangent decomposition -

EStr = Eﬁ S¥ EG S¥ Esyn:
the following hierarchy holds locally.

(1) Single-name vanilla term structures can identify marginal maturity-scaling directions in
Eg, but leave Eq ® Egyn unobserved unless cross-kernel coordinates are fized by the source
family.

(2) Adding nondegenerate index or basket option responses creates a synchronization observation
block for Egyn.

(8) Adding a nondegenerate carrier span with Gram lower bound Keay > 0 separates carrier-
replicated single-name variation from the synchronized index component.

(4) An open maturity interval, or a finite analytic maturity panel with full rank, upgrades
synchronization curves into recovery of rough maturity and Volterra source coordinates.

(5) Residual-selector coordinates lie outside the purely public source tangent space. They remain
unobserved unless residual price instruments are included or a selector restriction is imposed.

Thus full canonical recovery requires a joint index/single-name/carrier/maturity manifold beyond
calibrated marginal surfaces.

Proof. Each statement follows by restricting the observability operator d? to the indicated
public subsystem. Marginal vanilla payoffs differentiate only marginal law and maturity-scaling
directions, so the joint blocks remain in the kernel. Index and basket responses contain cross
terms and therefore generate a synchronization block. Carrier Gram nondegeneracy makes the
carrier projection invertible on the admitted carrier coordinates, separating replicated single-
name variation from common synchronization. The finite-panel assertion is the analytic rank
argument later formalized in Theorem 8.16. Finally, residual selectors change prices only along
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public-equivalent residual directions; absent residual instruments or a selector restriction, those
directions remain outside the public observation map. O

Definition 7.19 (Finite-quote observation error). A noisy finite quote panel is
Yt =yt + &, ye = M,

where 4, lies in a recovery neighborhood and e; € )} is a quote, smoothing, or finite-panel
perturbation measured in the quote-space norm.

Theorem 7.20 (Finite-quote stability and observability breakdown). Suppose y; and y; remain
in the same local recovery neighborhood and gy € Wy N Fy(V;), so that the local inverse is defined.
Let R
=T, =P =Tw.
Then R
distg, (Z2,22) < 2|1 L] llatly, -
In finite-dimensional panels, if
Bt ‘= Omin (@9) > 07

then ||Ls|| < B; . Hence recovery becomes ill-conditioned when B; | 0. In the Volterra—Perron
chart this can occur through collapse of the Perron gap or reduced-resolvent conditioning, carrier
Gram lower bound, maturity-response rank, directed-route rank, synchronization rank, or, in an
augmented residual-instrument manifold, residual-selector rank.

Proof. The first estimate is the local inverse estimate from Theorem 8.4 applied to y; and y: + &;.
In a finite-dimensional panel, the Moore—Penrose left inverse of the quotient observability matrix

has operator norm amin(@g)*l on the observed range. The block decomposition then identifies
the ways in which this singular value can vanish. Rank loss in a diagonal block, divergence
of the Perron reduced-resolvent constant, collapse of the carrier Gram bound, or loss of a
residual-selector rank block removes a bounded left inverse and forces the local recovery constant
to diverge. O

Remark 7.21. If a noisy quote vector does not lie on the model image, the inverse Z; is not
defined. In that case the regularized finite-panel estimator of Definition 8.19 is the appropriate
reconstruction object.

Definition 7.22 (Bid-ask quote set). For a finite panel, let YU € RM be lower and upper
executable quote vectors. Let A denote the finite set of static-arbitrage linear inequalities used
to filter the panel. The arbitrage-filtered quote set is

Qi={yeR":y <y<y, Ay>0}
For a finite-panel response map Fy : U — RM | the set of model states compatible with the quote

set is
Zt(Qt) = {U elU: FT(U) S Qt}

Theorem 7.23 (Set-valued recovery under bid—ask uncertainty). Suppose F; has a Lipschitz
inverse on the chosen recovery neighborhood with constant C.. Then

diam(Z;(Qy)) < C; diam(Q; N Fr(U)).
If the whole bid—ask box has quote-space diameter at most o, then
diam (Z;(Qy)) < Crdy.
For any selected claim price II(X;u) that is Lipschitz in the recovered state with constant Lx,
diam{II(X;u) : u € Zy(Qy) } < LxCréy,

plus the residual-envelope width if residual selectors are allowed to vary.
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Proof. For any u,v € Z;(Qy), both Fr(u) and F;(v) belong to Q; N F;(U). The inverse estimate
gives

[u—2| < C-[[Fr(u) = Fr(v)] -
Taking the supremum over compatible states gives the diameter bound. If the whole filtered
bid—ask box has diameter at most J;, the same estimate gives the second bound. Applying the
Lipschitz property of II(X;u) to the recovered-state set gives the price-diameter bound; any free
selector coordinate adds its residual-envelope width separately. O

8. LATENT-STATE RECOVERY FROM RICH OPTION MANIFOLDS

Restricted source families can restore recovery despite global non-identification. Public
compression alone is insufficient; observability supplies the additional condition. A resolving
option manifold contains enough cross-sectional and maturity variation to recover the source
quotient inside the specified family.

Assumption 8.1 (Gauge-normalized source family). There is a Banach manifold X5 of
admissible Volterra—Perron states and a gauge-normalized local chart

Y:UCE— X" E=FEy®E;®E,®E.® Ep.

The local gauge-slice condition in Assumption 3.12 holds. Thus gauge-equivalent infinitesimal
directions form a closed subspace E; C E, and the canonical tangent space is identified with the
slice E, ~ E/E, =: E. The chart represents the coordinates

(99,69, p%, 2,2, P9
using the normalizations of Definition 3.14.

Assumption 8.2 (Observable response rank). At the reference state Zg = 1 (ug), the observable
response map

F:=Riop:U — Y
is continuously Fréchet differentiable. Its derivative annihilates gauge directions and induces
DF(ug) : E — Ran DF(ug) C V.
This induced derivative has a bounded left inverse Lo : Ran DF(ug) — E:
Lo DF (up) =1dj .
Equivalently, with B := || Lo,

Ihll 5 < B |[DF(uo)h| hek.

A
Assumption 8.3 (Rank and conditioning). The reference state satisfies the following lower-
bound conditions.

(1) The screened synchronization operator has a simple Perron eigenvalue with spectral gap
~vp > 0 and finite reduced-resolvent constant kp := H(A;Q — plrI )red
chart.

(2) The admitted carrier coordinates have Gram matrix I'c,; satisfying (x, Tcar®) > Kear ||ac|\2
for some Keqr > 0.

(3) The rough maturity-response block has full rank either on an open maturity interval or on
a finite analytic maturity panel.

(4) The directed Volterra source-family block and the index/single-name synchronization block
have full rank after quotienting by gauge.

(5) Any residual selector used for pricing is either fixed by a post-recovery rule or observed
only through an augmented residual-instrument block, not through the pure public option
response.

’ in the chosen Perron
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Theorem 8.4 (Local identification of the canonical Volterra—Perron source quotient). Under
Assumptions 8.1-8.3, there are neighborhoods V.C U of ug and W C Y, of F(uy) such that the
public option manifold identifies the canonical source state locally:
F(u)=F(v), uw,veV = P(u) ~g P(v).
FEquivalently, the quotient map ~
F:V/E, - WnEFWV)
has a continuous local inverse on its image. After shrinking V', the inverse obeys a local Lipschitz

estimate
[u] = vl g < 2| Loll [|1F'(u) = F(v)lly,,  wveW

Proof. Because DF'(ug) annihilates gauge directions and the response is constant on local
gauge orbits, F' descends locally to a differentiable map F on the quotient chart. Quotient
representatives are again denoted by u,v. Set
J := DF(up).
By the bounded-below form of Assumption 8.2,
bl < Bl JRly,,  heE.

Continuity of DF gives a convex neighborhood V' on which

1
_ < —.
EY) — 2B
For u,v € V, the fundamental theorem of calculus in the Banach chart gives

HDF(Z) B JHL(

_ _ 1 _ _
F(u) — F(v) = J(u—v) + R(u,v), R(u,v) := /0 (DF(v+ s(u—wv)) — DF(ug))(u — v) ds.
The neighborhood choice implies

[R(u, v)lly, <

1
=58 ||U—U||E-

Therefore
lu—vlz < BlJ(u—0)ly,

< B|[F(u) = F@)|, +BIR(w vy,

<B Hﬁ(u) - F(U)Hyt + % lu— |5

This gives the displayed Lipschitz estimate and hence local injectivity on the quotient. If
F(u) = F(v), then [u] = [v], so ¢(u) ~4 ¢(v). The same estimate gives continuity of the inverse
on F(V). O

Remark 8.5. The theorem is conditional and compatible with the non-identification theorem.
Recovery becomes possible only after restricting the latent state to a source family whose option
responses are locally complete. Public-annihilating residual selectors remain unidentified from
the same public quotes.

Theorem 8.6 (Stability of recovered states). Suppose Assumptions 8.1-8.3 hold and let
B := HL()H < oQ.
Then, after shrinking the recovery neighborhood if necessary, there are constants C' > 0 and

§ > 0 such that whenever two option manifolds y1,y2 € W N F (V) satisfy |ly1 — yally, < 9, their
recovered canonical states satisfy

dist g (F~(51), P~ (12)) < C o — wally, -

One may take C = 2B on a sufficiently small neighborhood. In the Volterra—Perron chart, B is
finite only while the Perron reduced-resolvent constant kp remains bounded, the carrier Gram
lower bound Kcay remains bounded away from zero, and the diagonal response-block singular
values remain bounded away from zero.
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Proof. The first estimate is the Lipschitz inverse bound proved in Theorem 8.4. The Perron
contribution is controlled by the reduced resolvent of the simple eigenvalue; it can blow up as
the spectral gap closes or as non-normal conditioning degenerates. The dependence on Kcay
follows because the carrier coordinates are recovered by inverting the carrier Gram matrix. The
remaining diagonal response blocks enter through the norm of the block left inverse. (]

Definition 8.7 (Observation modulus). Let F': U C E — Y be a quotient response map on a
recovery chart. For r > 0, define

wp(r) == inf{||F(u) — F(v)|ly : u,v € U, |[u—v| g >r}.

For a finite linear panel F(u) = F(ug) + J(u — up) with full column-rank derivative, wp(r) =
7 omin(J) locally.

Theorem 8.8 (No reconstruction beats the inverse modulus). Suppose only a perturbed quote
vector Y is observed, with deterministic error bound

1y — F(u)lly <e.
Let u(y) be any reconstruction rule. If there exist u,v € U such that
lu—vlp=r,  [[F(u) = F@)ly <2,

then, for at least one admissible observation ¥,

N N r
max{[[a(y) — ullp, [@(G) - vllz} = 5-
Consequently, if wp(r) < 2e, the worst-case recovery error at quote-error level € is at least r/2.
Proof. In a normed linear quote space take y = (F(u) + F'(v))/2. The bound || F(u) — F(v)|y <
2e makes 7 admissible for both latent states. The same observed quote vector is therefore
compatible with v and with v. If one output u(y) were within r/2 of both states, the triangle
inequality would give ||u — v||5 < r, contradicting the separation condition. Hence at least one
of the two errors is at least r/2. (]

Corollary 8.9 (Sharp local recovery scale). For a finite panel with least quotient singular value
B > 0, deterministic quote uncertainty € implies an unavoidable local recovery scale of order
€

E.
Thus, as B | 0, recovery instability is an information-theoretic limit for every procedure using
the same quote data.

Proof. On the quotient tangent space, the least singular value 8 gives the smallest first-order
quote displacement per unit latent displacement. Taking a unit singular direction associated
with (3, two nearby latent states separated by order /8 produce quote vectors separated by
order ¢, up to higher-order terms. The local minimax lower bound in Theorem 8.8 then gives the
same scale, while the inverse estimate from the bounded left inverse gives the matching upper
order. O

Corollary 8.10 (Recovery and residual freedom are complementary). In a locally complete
source family, the public option manifold recovers the canonical Volterra—Perron state. QOutside
such a family, public-equivalent residual density families remain available and the residual price
interval of [12] is the correct pricing object.

Proof. The first statement is Theorem 8.4. The second is Theorem 6.7. They apply to different
information sets, namely a restricted source family with full response rank and an unrestricted
residual kernel class. O
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8.1. Block recovery and finite maturity panels. The quotient inverse theorem separates
recovery into response blocks. In the option manifold, these blocks have financial content.
Marginal single-name term structures carry rough maturity geometry; index-versus-carrier
spreads carry synchronization. A residual charge becomes a recoverable coordinate only in an
augmented manifold containing residual instruments.

Definition 8.11 (Observable block response). The observable response map is block-adapted if,
after a local linear recombination of public quote coordinates, its response space decomposes into

yt = yH @yG @ysyn-

The blocks are interpreted as maturity-scaling responses, directed cross-kernel responses, and
index-versus-carrier synchronization responses. An augmented residual-instrument manifold may
append an additional block )y.

Definition 8.12 (Block source chart). A source chart is block triangular if its quotient tangent
space decomposes as

E:EY)@EG’@ESyna Esyn = Ep@Ee@EPv

the observable response is block-adapted, so that the derivative of the pricing map has the block
form
Jg 0 0
W(UO) = * JG 0
* *  Jgyn
The blocks correspond respectively to rough maturity scaling, directed Volterra/cross-kernel
geometry, and Perron synchronization.

Theorem 8.13 (Block-rank observability criterion). Suppose the source chart is block triangular
and each diagonal block Jy, Jg, Jeyn has a bounded left inverse on its range. Then DF(ug) has
a bounded left inverse on its range. Consequently the conditional recovery theorem applies to
the canonical state. If an augmented residual-instrument block is present and its diagonal block
Jy also has a bounded left inverse, the same triangular argument recovers the selected residual
coordinate as part of the augmented state.

Proof. Write a tangent vector as h = (hy, ha, heyn). Given the response y = DF (ug)h, recover
hg from the first block by applying the left inverse of Jg. Subtract the known contribution of
hg from the second block and recover hg by the left inverse of Jg. Continue recursively through
the synchronization block. The finite number of bounded operations gives a bounded left inverse
for the full triangular derivative. Theorem 8.4 then gives local recovery. U

Theorem 8.14 (Triangular block inverse bound). Let

C21 J2 ... 0
J = . . . .
Oml CmQ to Jm

act between finite products of normed block spaces. Suppose each diagonal block has a bounded
left inverse L; with || Li|| < b;, and set ¢;j := ||Cyj]| for j < i. Define

B; =1y, B;=1b; 1+Zciij , 1=2,...,m.
i<t

Then J has a bounded left inverse on its range, and one may choose it so that

m 1/2
EAE (; Bz)

under product norms. In the Volterra—Perron chart, the b;’s are controlled by the inverse rough-
maturity rank, directed-route rank, Perron reduced-resolvent conditioning, carrier Gram lower
bound, synchronization rank, and any augmented residual-selector rank.
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Proof. Given y = Jh, solve recursively. First hy = L1y1, so |[hi]| < b1 ||y]|. For i > 2,

hi = Li (yl — chjhj> .

j<i
Thus

[1il] < bi (IIyH + i thll) :
J<i

The displayed recursion gives [|h;|| < B; ||y||. Summing over blocks gives the claimed operator
norm bound. O

Definition 8.15 (Finite maturity observation operator). Let I C (0,00) be an open maturity
interval and let

R@ I — R™
be a vector of option-response functions generated by a state ©. For a finite maturity set
7= (7,...,7%) C I, define

OT(G) = (R@(Tl), Ce ,R@(Tk)) € Rmk.

Theorem 8.16 (Finite panels recover analytic source charts). Assume the source chart is finite
dimensional after quotienting by gauge, and for each state the response function T — Reg(T) is
real analytic on I. If the continuum response map

©— {Ro(r): 71}

has full local rank at ©g, then there exists a finite maturity set T C I such that the finite
observation operator O has full local rank at ©y. Hence a finite index/single-name maturity
panel locally recovers the canonical source state.

Proof. Let d be the dimension of the quotient source chart. Full rank of the continuum response
means that the d derivative functions

T — DReg,(T)[vj], j=1,....d,

are linearly independent for some basis vy, ..., v, of the quotient tangent space. Let (g, )n>1 be
a countable dense subset of I. If every finite maturity evaluation were rank deficient, then for

each n there would be a vector a(™ € R?, Ha(")H =1, such that

oV DRy (@i)lo] =0, k=1,....n.

d
=1

J

By compactness of the unit sphere, pass to a subsequence a(™) — a with ||a|| = 1. For each
fixed k, the preceding display holds for all sufficiently large £, hence
d
> a;DRey(qr)[vs] = 0.
j=1

The analytic function

d
T Z a;DRe, (7)[vj]
j=1
therefore vanishes on a dense subset of I, and hence identically. This contradicts linear indepen-
dence. Therefore some finite maturity set has full rank. The finite-dimensional inverse function
theorem gives local recovery from that finite panel. O

Corollary 8.17 (Generic finite analytic panels). Under the assumptions of Theorem 8.16, there
exist k and a dx d minor of the finite-panel Jacobian whose determinant is a nonzero real-analytic
function of (t1,...,m;) € I*. Hence the set of k-point maturity panels with deficient local rank
isk contained in the zero set of a monzero real-analytic function and has Lebesque measure zero in
I,
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Proof. The proof of Theorem 8.16 gives at least one finite panel whose Jacobian has rank d.
Therefore some d x d minor is nonzero at that panel. The entries of the finite-panel Jacobian
are analytic in the maturity coordinates, so this minor is a nonzero analytic function. The zero
set of a nonzero real-analytic function has Lebesgue measure zero. U

Corollary 8.18 (Finite-panel observability determinant). For a fized finite panel T, let J. be
the quotient finite-panel Jacobian at the reference state. If the quotient chart has dimension d
and J; has at least d quote rows, define

D¢(7) = det(J:J;).
Then D¢(1) > 0 is equivalent to local finite-panel observability. When this holds,

d—1
177 < omin( o)™t = Do) "2 [ 05( ),
j=1

where o1(J;) > -+ > 04(J;) > 0 are the singular values. Loss of recovery is therefore visible as
the finite-panel observability determinant approaching zero.

Proof. The quotient finite-panel map is locally observable exactly when its Jacobian has rank d.
This is equivalent to J*J. being positive definite, hence to D¢(7) > 0. If 09 > -+ > 04 > 0 are
the singular values, then

d
Di(r) = [[ o(J)%
j=1

The Moore-Penrose left inverse has norm o4(J;)~!, which gives the displayed identity after
solving the determinant formula for 051. Thus determinant collapse is exactly singular-value
collapse in the quotient chart. O

Definition 8.19 (Regularized finite-panel reconstruction). Let F, : U € E — RM be a
finite-panel observation map on the gauge quotient, and let

@\’T = FT(UO) +éer
be a finite quote vector with smoothing or observation error e;. For a compact recovery
neighborhood K C U, a reference point up, € K, and a regularization level o > 0, define

o € argmin,e g { | Fr(u) = Gr[far + orl|u = upell } -

The recovered risk-neutral state is égT = 1 (Uq,r), with the gauge normalizations fixed by the
chart.

Theorem 8.20 (Regularized finite-panel recovery). Suppose F; is continuous on the compact
recovery neighborhood K and has a local inverse on K with Lipschitz constant C:
|u—2llg < Cr[|Fr(u) = Fr(v)|lga u,v € K.
Let ug € K, let U, be any minimizer from Definition 8.19, and set
Tpr i= [[up — uerE-

Then, whenever the minimizer remains in the same recovery neighborhood,

Jar = ol < Cr (ler s + /el + a7y ) < Cr @lleclpos + vari).

If the finite-panel observability matriz has least quotient singular value B > 0, then C; may be
chosen proportional to 371 on a sufficiently small neighborhood. Thus finite-panel recovery is
stable only to the extent that quote error, smoothing error, reqularization bias, and observability
conditioning are controlled.
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Proof. A minimizer exists because K is compact and the objective in Definition 8.19 is continuous
on K. By optimality of @, -,

1Fr (far) = Grll” + @ Tasr — wpel* < [P (u0) = Goll* + o luo — upe® = |- |* + ar,.
Therefore
[ Fr(Ua,r) — ¥rl| < ||57H2 + 0”“31«-
The triangle inequality gives

1Er (@) — Fr(uo) | < y/ller|® + ard + Jler]| -

Applying the local inverse estimate yields the first displayed bound. The second follows from
Va? +b? < a+b. The singular-value statement is the finite-dimensional inverse bound for the
quotient observability matrix. O

Corollary 8.21 (Sieve consistency of recovered source states). Consider a sequence of finite
panels 7, recovery neighborhoods K, , and source charts whose approximation error to the target
canonical state is a,. If
Cr, (ler, | + vVan rprn) + an — 0,

then the reconstructed states converge to the target canonical risk-neutral state in quotient
distance. In particular, when Cr, 1oy s bounded, a convenient sufficient reqularization schedule
18 )
o ro, el

Qn,
The middle condition is the quotient-space analogue of the classical discrepancy scaling. The
penalty vanishes asymptotically, but not so quickly that the reconstruction can spend the noise
envelope as source motion.

— 0, C, ller, || — 0, an — 0.

Proof. Apply Theorem 8.20 inside each finite source chart and add the chart approximation
error a, by the triangle inequality. O

Theorem 8.22 (Volterra—Perron option-manifold equivalence theorem). Fiz date t, an arbitrage-
free public option manifold, an ambient latent state space X;, and a gauge-normalized Volterra—
Perron source family &, C Xy. Let

Ft : Gt/'\’g—> .’{be

be the public response on the source gauge quotient. Around a reference source state, the following
three statements are equivalent.

(1) The canonical Q-state is locally and stably recoverable from the public option manifold, up to
the stated scale, sign, latent-basis, and Perron-normalization gauge conventions: the public
response has a locally Lipschitz inverse on the model image of the recovery stratum.

(2) The source quotient embeds locally and regularly into the public-observable quotient: Fy is a
C' local embedding on the recovery stratum, its image is a local embedded submanifold of
:{EUb, and its inverse on the image is locally Lipschitz in the quote norm.

(8) The quotient observability operator has no source kernel and has positive local modulus:

Ker DF; = {0}, my = IIhiIII;;f=1 HDFth’

>0
Az

on the recovery stratum.

In the block-triangular source chart, these equivalent conditions are verified by a full-rank
diagonal-block certificate. The maturity/source-response block, directed covariance-route block,
and indez/carrier synchronization block each have a bounded left inverse on their quotient domains.
Thus maturity scaling separates rough source geometry, carrier and basket responses separate
active Volterra routes, and synchronization responses separate the simple Perron coordinate.
When these equivalent conditions hold, the local inverse satisfies

distg (Fy ' (y1), By (32)) < Cglys — golly,
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for mearby public manifolds in the model image. For a finite panel with least quotient singular
value By > 0, deterministic recovery error is at most order £/, under quote error €, and no
reconstruction rule can improve this order uniformly.

The residual statement is separate from state recovery. For a latent loading class Ly T, selected
residual prices collapse to singletons if and only if the admitted public payoff module is complete
for that class:

Loz C AP,
Outside public completion, the remaining unidentified directions are exactly the public-annihilator
restdual pricing fibers generated by public-equivalent density families. Thus recovery of the
Volterra—Perron state does not by itself imply residual-free pricing, tradeability, or hedgeability
of every latent-stress claim. Dynamic admissibility further requires the static calendar convex-
order restrictions and, in a recovered semimartingale chart, the martingale drift restrictions for
admitted option coordinates.

Proof. The public option manifold identifies exactly %?mo by Theorem 6.2. A recovery rule on
the source family must therefore invert the induced map from &;/~y into this public quotient.
Local stable recovery is exactly local Lipschitz invertibility of that induced map on the model
image, which is the embedded-stratum statement.

In a recovery chart, a bounded left inverse of the quotient derivative gives the local inverse
estimate of Theorem 8.4. In finite dimension this is equivalent to a positive least quotient
singular value; in the Banach chart it is the bounded-below hypothesis used there. Conversely, a
C' local embedding with locally Lipschitz inverse has no quotient-source kernel and has positive
local modulus on the recovery stratum. Singular analytic identifiability with zero derivative
belongs to a seam and is treated separately by Theorem 8.27.

The block-rank condition is the triangular verification mechanism proved in Theorem 8.13. It
constructs a bounded left inverse by solving successively for the maturity, directed-route, and
synchronization coordinates. If a diagonal response block ceases to be bounded below and the
lower blocks do not supply an independent response for that lost quotient direction, the public
map has either a kernel or a vanishing inverse modulus along that direction. The finite-panel
singular values record this obstruction in the block chart.

The stability estimate is Theorem 8.6; the finite-panel upper bound is Theorem 8.20; and the
matching lower bound is Theorem 8.8. The residual clause is Theorem 6.11. Its proof identifies
residual-free pricing with membership of the claim loading in the public payoff module and
identifies non-uniqueness with the public-annihilator directions of Lemma 6.6. The dynamic
admissibility clause combines Theorem 2.8 with the recovered-state martingale restriction proved
later in Theorem 10.4. O

Remark 8.23 (What the equivalence does not say). The theorem separates recoverability, residual-
free pricing, and tradeable hedgeability:

recoverability # residual-free pricing # tradeable hedgeability.

The option manifold may recover the state while non-public claims still lie in residual pricing
fibers. Conversely, a public claim can be priced or hedged without recovering the full Volterra—
Perron state. This distinction is part of the mathematical-finance content of the theory rather
than a limitation of the recovery theorem.

8.2. Failure modes. The equivalence theorem also classifies non-identification. Failures can
occur at the public no-arbitrage layer, the source quotient, the carrier span, the Perron mode,
the maturity dictionary, the residual payoff module, or the dynamic martingale layer.

Definition 8.24 (Failure certificates). For a finite option panel and a fixed source chart, the
failure certificate vector is the collection
Q:t = <5arb7 50)(7 rank W87 )\minFcara AP; Rp, O'minJmata mg, dlm/\[g}lﬂby width It(X)) .

Here d,,1, is distance to the static no-arbitrage cone, §.x is a convex-order violation across
maturities, We¢ is the basket design matrix, I'cay is the carrier Gram matrix, Ap is the Perron
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spectral gap, kp is the reduced-resolvent norm for the simple Perron eigenvalue, and Jya¢ is the
maturity-response Jacobian,

mo= it 0%
IRl z=1 Ve

is the quotient observability modulus, ./\/trj;b is the public annihilator, and Z;(X) is the residual
price interval for X.

Theorem 8.25 (Failure-mode theorem). Consider a finite-dimensional Volterra—Perron source
chart satisfying the gauge-slice, smoothness, and no-arbitrage assumptions above. Stable dynamic
selected pricing from the public option panel can fail only through one or more of the following
local mechanisms:

(1) the quote vector violates static no-arbitrage or calendar convez-order admissibility;

(2) the public response is not locally injective on the source gauge quotient, equivalently the
observability modulus vanishes;

(3) basket or carrier design leaves a nontrivial covariance or synchronization fiber, visible
through rank loss in We or degeneracy of Ucar;

(4) the Perron reduced-resolvent norm diverges, in particular through spectral-gap collapse or
non-normal conditioning, so the dominant synchronization mode is no longer a smooth
coordinate;

(5) the maturity-response dictionary loses rank, so rough or Volterra source coordinates cannot
be separated by the admitted maturity panel;

(6) the public payoff module is incomplete for the target claim, so the residual price fiber has
nonzero width;

(7) the recovered finite-dimensional state violates the martingale drift restrictions for admitted
option coordinates.

Conversely, away from these failure strata, and under correct source-family specification, the
equivalence theorem gives local gauge-class recovery, stability controlled by m; L residual-free
pricing for publicly completed claims, and dynamically admissible recovered prices subject to the
martingale equations.

Proof. Static and dynamic no-arbitrage are necessary before any risk-neutral interpretation exists.
Local source recovery is equivalent to local injectivity of the response on the gauge quotient; in
finite dimension, stable recovery requires positive quotient singular value. Basket and carrier
rank failures produce explicit kernels in the joint-observation block. Perron reduced-resolvent
blow-up invalidates differentiable spectral coordinates; spectral-gap collapse is one mechanism,
and non-normal conditioning is another. Maturity-rank collapse creates kernel directions in
the Volterra dictionary. Public payoff incompletion is the existence of a public-annihilating
residual direction that moves the target claim. The martingale condition is the dynamic no-
arbitrage restriction after recovery. These mechanisms are the local ways in which one clause of
Theorem 8.22 can fail. O

Definition 8.26 (Singularly regular observation map). Let F : U € R? — RM be an analytic
finite-panel response map on a gauge slice. The map is m-regular at ug on a closed cone C C R?
if there are ¢ > 0 and r > 0 such that, for all u,v € ug + C with ||u — ugl|, [|[v — ug|| <,

1 (uw) = Fu)| = ¢flu—of™.

The case m = 1 is ordinary Lipschitz recovery. The case m > 1 is singular but still identifiable
on the cone.

Theorem 8.27 (Holder recovery across analytic seams). If F' is m-regular at ug on the gauge-
normalized cone C, then F' is locally injective on that cone and its inverse satisfies

lu—vl <™ | F(u) ~ F(o)]'/™.
Consequently, let y = F(u), let ||y — y|| <9, and let a reconstruction @ € ug + C satisfy
|1F (@) — gl = o(9).
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Then the local recovery bound
Ha—uH < C_l/m(sl/m _|_0(51/m)
holds on the same local cone.

Proof. If F(u) = F(v) for two points in the cone, the defining inequality forces v = v. Thus F
is locally injective on that cone. The same inequality rearranges to the displayed inverse bound.
For the noisy estimate,

[1F (@) = F(u)|| < [|1F@) =yl + Iy — yll = 0 + o(9).
Applying the inverse bound gives
@~ ull < ™8+ 0(8) /™ = 7M™ 4 o).
A nonzero projection residual would enter through the first term in the preceding triangle
inequality. O

Definition 8.28 (Pseudo-true recovered state). Let F : U € R? — RM be a finite-panel
response map and let y € RM be an arbitrage-free quote vector, not necessarily in F (U). For a
positive definite weight W, a pseudo-true recovered state is

ul € argmin, ey (y — F(u)'W(y — F(u).
The model residual is 7 := y — F(u').

Theorem 8.29 (Misspecified projection and normal equations). Assume F is C2, ul is an
interior minimizer, and J' := DF(u") has full column rank. Then

(JHTwrt = 0.
If
M
(INTWIT =3 (Wrh),D?*F,(u")
a=1

is positive definite, then ul is a strict local projection. Small quote perturbations move uf
differentiably with derivative
M -1
dut = |(JNYTWTT => (Wi, D?*F,(ul)|  (J)TW dy.
a=1

When rt = 0, this reduces to the Gauss—Newton inverse.

Proof. For
Qusy) = (y — F(u) "W (y — F(u)),
the first variation is
DuQ(u; y)[h] = —2hT DF(u) "W (y — F(u)).

At an interior minimizer this gives the normal equation (JT)TWrT = 0. The Hessian in the
state variable is the displayed positive-definite matrix up to the common factor two, so the
second-order condition gives a strict local projection. Applying the implicit-function theorem to
the normal equation DF (u)' W (y — F(u)) = 0 and differentiating with respect to y gives the
stated sensitivity formula. O

Definition 8.30 (Weighted finite-panel estimator). Let F' : RY — RM be the finite-panel
response map on a gauge slice. Observed quotes satisfy

Y, = F(ug) +n Y2, e, = N(0,Q),
where 2 is positive definite on the quote coordinates. For a positive definite weight W, define
Uy, € argmin, . (Y, — F(u)) W (Y, — F(u)).
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Theorem 8.31 (Asymptotic covariance of recovered states). Assume F is C?, J := DF(ug) has
full column rank, ug is an interior point of the gauge slice, and the estimator in Definition 8.30
1s locally consistent. Then

Vil —ug) = N (0, (JTW)TLITWaw I (Tw )T
The efficient weight is W = Q™. giving covariance
T(up) L= (JTQ7Ly)~L.
This is the local Cramér—Rao lower bound for linear functionals in the Gaussian quote experiment

generated by the same panel.

Proof. The first-order condition is
DF(u,) "W (Y, — F(@,)) = 0.
Local consistency and the expansion Y,, = F'(ug) + n~12¢, give
J"We, — J"WJVn(, —uo) + o0,(1) = 0.
Thus
V(T —ug) = (JTWI) LT T We, + 0,(1),
and the stated covariance follows from &, = N (0, ). Minimizing this Loewner covariance over

positive definite weights gives the generalized least-squares weight W = Q~!, hence the inverse
Fisher information of the local Gaussian shift experiment. U

Corollary 8.32 (Quote-design criterion). For a candidate finite quote panel with Jacobian Jp
and quote-noise covariance 2p, the local information matriz is
Ip = JpQp"Ip.

A panel is locally well designed for recovery if Amin(Zp) is bounded away from zero. For a scalar
functional g(u), the local asymptotic variance is

Vg(uo) ' Zp'Valuo).

Thus the theory identifies which strikes, maturities, carriers, and baskets improve recovery of
Perron stress, roughness, or directed-route coefficients.

Proof. Theorem 8.31 gives asymptotic covariance (J;Q;l Jp)~1 for the efficiently weighted local
recovery estimator. Hence Apin(Zp) > 0 is the finite-panel information condition, and a lower
bound on this eigenvalue prevents loss of quotient directions. The scalar-functional variance
follows from the delta method applied to g. O

9. ADAPTED RECOVERY OF THE RISK-NEUTRAL STATE PROCESS

Dynamic observability follows the recovered-state construction of [25]. The preceding theorems
are pointwise in t. A dynamic pricing model also requires the recovered state to be adapted
through time. Pointwise inverses assemble into an observable Q-state process only under
measurable charts and uniform quotient conditioning.

Definition 9.1 (Local recovery operator). On a recovery neighborhood at date ¢, define
L WinF(V) = X Tily) = F, ' (y),
where F; = R; o ¢;. The recovered canonical state is
29 = It(M?pt).

Assumption 9.2 (Uniform recovery window). On a time interval [0, Tp], there are H;-measurable
recovery events 2;°° on which the realized option manifold remains in local recovery neighborhoods
and the realized response maps satisfy the rank conditions with deterministic lower bounds. On
these events the recovery charts can be chosen so that:

(1) (t,y) — Zi(y) is Borel measurable;
(2) the inverse response norms satisfy sup,<q, || L¢]| < 0o;
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(3) the Perron gaps, Perron reduced-resolvent constants, and carrier Gram lower bounds satisfy

inf t) >0 t) < inf t) > 0;

Jnf vp(t) >0, sup kp(t) < oo, nf Kear (t) > 0;

(4) the diagonal maturity, directed-Volterra, and synchronization response blocks have uniformly
bounded left inverses; augmented residual-instrument blocks, when used, satisfy the same
condition.

Theorem 9.3 (Adapted dynamic recovery). Suppose Assumption 9.2 holds. Then the recovered
canonical state process

B = TL(MP)
is Hi-measurable on Q¢ for every t. If the public option manifold is (H)-adapted, then (E;Q)tho
s an adapted canonical Volterra—Perron state process.

Proof. The public option manifold /\/l?pt is an H;-measurable quote object. Assumption 9.2 gives
a Borel recovery map on the recovery event at date ¢t. The composition It(/\/lfpt) is therefore
‘Hi-measurable on 25°°. The argument is pointwise in ¢, and the adaptedness statement follows
for the recovered process on the interval. O

Theorem 9.4 (Pathwise stability of recovered states). Under Assumption 9.2, there is a constant
Cy > 0 such that for any two public option-manifold paths M, M remaining in the same recovery
neighborhoods,

sup distg, (It(Mt),It(Mt)) < Cs sup HMt - Mt‘
t<Tp t<Tp

Ve
If t — I, is locally continuous and t — ./\/l?pt is cadlag in the quote-space topology, then t — é(t@

is cadlag in the canonical state topology.

Proof. Pointwise stability gives a Lipschitz constant controlled by the inverse response norm,
Perron reduced-resolvent bound, carrier Gram lower bound, and diagonal response-block inverse
norms. The uniform recovery-window assumption bounds these quantities on [0, 7p]; taking the
supremum over t gives the displayed estimate. The cadlag statement follows by composing a
cadlag option-manifold path with locally continuous recovery maps. O

Definition 9.5 (Recovery atlas). A recovery atlas is a family of gauge-normalized charts
(U, Fo, Zo)ac A such that

Fo:Uy — Wy
is locally injective on the canonical quotient, Z, is its inverse on the model image, and on
overlaps the inverses agree up to the prescribed gauge transition:

Iﬁ(y) :gaﬁ(Ia(y))v yeFa(Ua)ﬁFﬂ(Uﬁ)'

The atlas is uniformly observable on a region O if all local inverse constants are bounded there
by a common constant.

Theorem 9.6 (Patching local recovery). Let ./\/lffpt be an adapted option-manifold path taking
values in the image of a uniformly observable recovery atlas on a region O. Suppose the chart
transitions are Borel. Then the local recovered states patch into a well-defined adapted canonical
state process on the stopping interval [0, Tioss), where

Toss = inf{t : MP" & O or an observability boundary is hit}.
The observability boundary may include
'YP(t) =0, )\min(rcar,t) =0, gt(T) =0,

as well as active-edge transitions V;; = 0 for screened routes whose stratum is being held fized.

Proof. On each chart domain, adaptedness follows from the local inverse theorem. On overlaps,
gauge-compatible transition maps identify the same canonical state. The first exit time from the
observable region is a stopping time when the boundary functions are adapted and the recovery
region is measurable. Uniform inverse bounds give pathwise stability before exit. O
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Remark 9.7. The dynamic recovery theorem is an adapted inverse-map result, with no observation-
noise filtering model. Statistical filtering would require an additional observation-error model
for finite quotes, bid—ask frictions, and microstructure smoothing. The map constructed here is
the quotient inverse that such a filter would approximate.

Definition 9.8 (Recovered pricing semigroup). Let Uy denote a finite-dimensional recovered
quotient state on a recovery window. For a payoff class D and maturity increment 7 > 0, define

B f(Uisr) /Ht}-
t+7

Prirf(Ur) =E%| o
The option manifold prices a core D if these values are observable or statically spanned for every
f € D and all sufficiently small 7.

Theorem 9.9 (Generator identification from short maturities). Assume U is Markov under Q
on the recovery window, and let A; be its risk-neutral generator on a core D. If the recovered
option manifold identifies Piyir f(Up) for every f € D and all sufficiently small 7 > 0, then

AF(U)) — o f(U3) = lim Lt/ U) = J(T)

710 T

for every f € D for which the limit exists. If
dU, = b(t,Uy) dt + 2(t, Uy) dW2

is an Ito diffusion, then prices of coordinate functions and their quadratic products identify first
the discounted generator

Ly f(Ug) := lim Briirf(Ur) = f(Ur)

710 T

= Atf(Ut) - th(Ut),

and hence the drift and covariance coefficients by
bi(t,Uy) = Lyu;(Uyp) + reui (Uy),
and
aij(t,Up) = Li(uui)(Up) + reus(Up)ug (Uy) — wi(Uy)bi(t, Up) — ui(Ug)bi(t, Uy), a=%x".

Proof. On the core D, the recovered short-maturity prices identify the discounted pricing
semigroup to first order:

Prprr f(U) = f(U) + 7(ALf(Ur) — ref (Ut)) + o(7).
The displayed limit is therefore the generator of the discounted semigroup, so the option manifold
identifies Ly = A; —r; on the core, and adding back r; f recovers A; f. For the diffusion statement,
apply
T 1 2
Aif =b0'Vf+ §Tr(aV )
to f(u) = u; and f(u) = u;uj, then replace A; by Ly + r; in the identified quantities. O

Remark 9.10 (Ideal generator recovery). Theorem 9.9 is an ideal short-maturity result. It requires
the public manifold, or an admitted static span of it, to price the coordinate functions and
quadratic products in the chosen core. Ordinary listed vanillas do not automatically contain
these state claims. When the core is only approximated by a finite quote panel, the finite
state-law experiment below should be read as an adapted propagation and innovation diagnostic,
not as exact identification of the infinitesimal generator.

Definition 9.11 (Finite adapted state-law experiment). Let 0 = tg < t; < --- < t,, < T be
observation dates inside a recovery window, and let

U = ég S R?
be a gauge-normalized recovered coordinate vector in a fixed chart. Write Ay = tr411 — tx,
AUy, = Ugy1 — Uy, and G, = Hy, Vo (Up, ..., Ug). A finite adapted state-law experiment specifies,
for each k, a coefficient estimate
b,; (u) = ax + Bru
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and positive semidefinite innovation matrix A,;, both Gi-measurable and estimated only from
transitions (Uj, Uj4+1) with j < k. The one-step state-law innovation is

€kr1 = Unr — Up — Apby (Uy),
and the persistence innovation is 52 41 = AU.

Definition 9.12 (Phase-local diffusion and Gaussian seam energy). Let ¢ = ¢(Uy) be any
hard or smooth phase label generated by the quotient phase coordinates of Section 5. Let ﬁ%bb
be a shrunk covariance estimate of the scaled past innovations

Ej+1

VA
and let Aﬁ be the analogous estimate restricted to past indices j < k with ¢; = ¢, whenever
¢ _ Aglob
k k

J <k,

enough such observations exist. Otherwise set A and record that the phase-local
covariance was not separately identified. With ridge parameter 1, > 0, define the global and
phase-local Gaussian seam energies

1 /¢ T T [ €kr1
gglob _ 1 < k+1) Jglob 7 ( + ) ’
17 g\ AL ( % +77k> N

1 e\ (70 IS
¢ == ( ) A I ( ) .
k+1 d \/Kk ( kT Tk ) m

The same definitions with 52 41 give the corresponding persistence seam energies.

and

Proposition 9.13 (Adaptedness of finite state-law diagnostics). In the finite adapted state-law
experiment, the fitted drift 8,:, global covariance A%bb, phase-local covariance fik, ridge ng, and
forecast R

U + Agby, (Uk)
are Gr-measurable. Therefore the one-step propagation error, innovation scale, and seam energies
are prequential diagnostics: they evaluate the realized next recovered state against an object
formed before Uy41 is observed.

Proof. All coefficient estimates and covariance estimates are functions only of Gi-measurable
past transitions and of the current recovered state Ux. The phase label ¢, is a measurable
function of Uy. Hence the fitted drift, covariance matrices, ridge, and forecast are Gip-measurable.
The diagnostics are then obtained by comparing these known-at-t; objects with Ugy1. O

Theorem 9.14 (Finite state-law consistency). Suppose on a recovery window the recovered state
satisfies the Ité diffusion

dU, = b(t,Uy) dt + S(t, Uy) dW 2, A, Up) = S, U)S(EU) T,

with locally Lipschitz coefficients. Let hj, = maxj<;, A; — 0, and let the regression and covariance
estimators in Definition 9.11 be consistent local estimators of b(ty, Uy, ) and A(ty,Uy,) on the
chosen chart or phase stratum. Then

T = 20 Un) Zis +o0(1), Zia ~ N(O,T)
conditionally to first order, and the seam energy in Definition 9.12 is a finite-information
innovation statistic for the recovered Q-state. If the local affine drift is misspecified, the same
statistic remains an adapted propagation-reserve diagnostic, not a source-transition estimator
for the true law.

Proof. The Euler expansion of the It6 diffusion gives
Utk+1 - Utk = b(tkv Utk)Ak‘ + Z(tk’ Utk)(WtIH»l - Wtk) + OQ( V Ak)

under the stated regularity. Consistency of the drift estimator makes the fitted drift error
lower order after multiplication by Aj. Consistency of the covariance estimator gives the
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displayed covariance-normalized innovation statistic. Without correct local specification, the
same construction is still prequential by Proposition 9.13; it is then a reserve or fragility measure
rather than a recovered transition kernel. O

Remark 9.15 (Role of the Gaussian seam metric). The seam energy is the dynamic analogue of
the finite Gaussian source-family tests used in the recovery layer. Raw Euclidean propagation
errors depend on the chosen coordinate scale. The covariance-normalized innovation measures
the error in the finite information metric of the recovered chart. Phase-local versions replace a
pooled covariance by the covariance of comparable past quotient states; they do not create a
new phase by thresholding future errors.

Remark 9.16 (Pricing dynamics versus observed state dynamics). The consistency statement
above is a Q-dynamics statement. A calendar time series of option-implied recovered states
is usually observed under the statistical data-generating measure, even though each state is
a risk-neutral object recovered from option prices. Such a time series therefore estimates
observation-measure dynamics of Q-implied coordinates unless an additional change-of-measure
or state-space transfer map is imposed. The finite prequential diagnostics remain valid as
adapted stability, propagation, and fragility diagnostics for the observed option manifold; they
are not direct estimates of the risk-neutral pricing generator without that extra transfer map.

10. MARTINGALE CONSISTENCY OF RECOVERED RISK-NEUTRAL DYNAMICS

Recovery turns the option manifold into a canonical state process. Risk-neutral pricing
imposes a separate condition. Once public prices are written as functionals of the recovered
state, their discounted dynamics must be local martingales. The resulting drift equations are
the dynamic no-arbitrage restrictions on the Volterra—Perron coordinates.

Definition 10.1 (Recovered price functional). In this section a denotes a fixed calendar contract,
such as (u, K, T, k), rather than a rolling fixed-7 surface point. Let a € Z; be an admitted option
coordinate. On a recovery neighborhood, define

D,(t,0) := C* whenever © = T;(M™).

Equivalently, ®, is the a-coordinate of the observable response map expressed in canonical
recovered-state coordinates.

Remark 10.2. If the same restriction is written in rolling surface coordinates (u, 7, m, k, x), the
generator must include the roll of 7 = T — t and, when m is defined relative to a stochastic
forward, the It6 generator of m. In the simplest fixed strike parametrization this adds the
familiar convective term —0, to the surface PDE.

Assumption 10.3 (Finite-dimensional semimartingale chart). On a recovery window, the
canonical quotient state admits local coordinates U; € R? and has risk-neutral semimartingale
dynamics

AU, = by dt + Sy dW2,
where by € R?, 3; € R¥9, and the recovered price functionals ®,(t,u) are C12 in (t,u) on the
coordinate neighborhood.

Theorem 10.4 (Recovered-state martingale restriction). Suppose Assumption 10.3 holds and,
for every admitted public option coordinate a, the discounted price process

e fO Is dsq)a(t, Ut)
s a local Q-martingale. Then, along the recovered state path,
1
Or®a(t, Uy) + Da(t, U [br] + 5 Tr(S;D*®a(t, Un)E0) — ri®alt, Us) = 0

for every admitted option coordinate a, up to indistinguishability.
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t

Proof. Apply It6’s formula to e Jors dsq)a(t, U;). The finite-variation drift is the discount factor
times

1
O01®o + DO, [by] + 3 Tr(X;D?®, %) — 7P,
A local martingale has zero finite-variation drift. This gives the displayed restriction. O

Corollary 10.5 (Dynamic no-arbitrage closure). Conversely, suppose the drift restriction in
Theorem 10.4 holds for all admitted coordinates and the stochastic integrals are well defined.
Then the generated discounted public option price coordinates are local Q-martingales. Hence
the recovered state dynamics define a dynamically arbitrage-free public option manifold on the
admitted payoff span, subject to the usual true-martingale integrability conditions.

Proof. The same It6 calculation shows that the finite-variation part of each discounted coordinate
vanishes. The remaining term is a stochastic integral and hence a local martingale. A positive
linear conditional-expectation representation on the admitted span gives local no-arbitrage; true
martingale integrability upgrades local prices to genuine conditional-expectation prices. U

Definition 10.6 (Recovered Musiela option surface). Let U; be a finite-dimensional recovered
state chart. For underlier u, define the discounted rolling surface coordinate in pricing chart
x € {B,N} by
CUX(t, Uy, 7,mX) := By '\CMT =t + 7, K = KX(F*, mX)),
where 7 > 0 is time to maturity,
KB(F,m) = Fe™, KN(F,m) = F +m.
For a fixed calendar contract (u, K,T), set
n=T—t,  mP=1log(K/F"), m)=K—F"
Thus the Black roll is written in log-moneyness, whereas the normal-forward roll is written in

cash-forward moneyness. A standardized normal coordinate (K — F{*)/y/v} (7) may be used

instead, but then the generator also contains the roll of the normal variance scale. Let L7 ,x
denote the generator of the joint state (U, m}).

Theorem 10.7 (Surface roll restriction). Suppose the discounted calendar-contract price
B 'OHM(K,T) = C*X(t, Uy, 74, mY)

is a local Q-martingale and the joint state (Uy, m)) has generator Lymx. Then, along the
recovered state path,

0iC"X — 0:.CX + Ly mxC"X = 0.
In undiscounted coordinates the right-hand side is r:C*X. If mX is held fized as a surface coordi-
nate rather than induced by a fixed calendar strike, the generator must be changed accordingly;
an additional chart-specific moneyness-roll term enters.

Proof. Apply 1t&’s formula to C¥X(t,U;, T — t,m}). The deterministic roll of 7; contributes
—9;C"X, while the joint diffusion and drift of (U, m{) contribute Ly ,xC*X. The finite-variation
part of a discounted local martingale must vanish. O

Definition 10.8 (Dynamically admissible residual selector). A residual selector 6 is dynamically
admissible on a recovery window if the selected price functionals

O (¢, Uy) = I} (X)

for the selected latent-stress claims satisfy the same discounted local-martingale drift restriction
as public option coordinates, whenever they are included in the priced claim family.

Proposition 10.9 (Residual selectors are constrained but not eliminated). Dynamic martingale
consistency constrains the drift of selected residual price functionals, while a separate comple-
tion condition is needed to collapse the residual interval to a single selector. If two positive
public-equivalent selector density families generate selected price functionals satisfying the drift
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restriction and agree on public option coordinates, they remain observationally equivalent on the
public manifold while assigning different prices to residual latent-stress claims.

Proof. Agreement on public option coordinates follows from public equivalence. The martingale
restriction says that each selected discounted price process has zero drift. This gives dynamic
consistency for an already selected extension. Completeness of the tradeable span requires a
separate condition. If the two selector density families differ on a residual direction correlated
with the latent claim, the public non-identification calculation gives different selected prices for
that claim while preserving all public prices. O

Definition 10.10 (Process-consistent public-equivalent kernel). A horizon-wise public-equivalent
family Z; 7 is process-consistent if there is a positive Q-martingale density process D? = (DY) 5305
DY =1, such that

D

DY’

It is dynamically public-equivalent on the admitted manifold if, for every date ¢t and every
admitted public payoff X, with maturity T'(a) > ¢,

DO
EQl T(Qa) Xa
Dt

0  _
Zir =

’Ht] =EQ[X, | M.

Theorem 10.11 (Martingale residual densities preserve public prices). Let D? be a positive
martingale density process satisfying the dynamic public-equivalence identities in Definition 10.10.
Then D defines a dynamically public-equivalent extension of the public option manifold. For
any latent claim X whose discounted payoff has nonzero conditional covariance with D% / Df ,

D@
EQ [Dgx ‘ Ht] £ EQ[X | Hy,
t

the density process changes the selected residual price without changing admitted public option
prices.

Proof. The first statement is the defining preservation identity applied at every date and maturity.
For a latent claim, the price change is

D€
]E@Kg —~ 1) X
Dt

Because the density ratio has conditional mean one, this term is the conditional covariance
of the payoff with D% /D?. Nonzero conditional covariance is therefore exactly the condition
that the selected residual price differs from the baseline conditional price on a set of positive
probability. O

Remark 10.12. The drift restriction is the option-manifold analogue of an HJM restriction. The
state may be parametrized by Volterra kernels, Perron spectral coordinates, rough maturity
coordinates, and residual selectors, but once these coordinates generate public option prices
under Q, their joint drift and diffusion cannot be chosen independently.

11. CANONICAL FINITE BENCHMARK MODEL

The preceding sections establish when a risk-neutral Volterra—Perron source state is recoverable
and which residual prices remain undetermined. The finite benchmark fixes a closed chart: the
recovered state is a finite vector, the option formula is explicit, the no-arbitrage equation is a
state PDE, native Greeks are derivatives of the same state, and hedge incompleteness has a
computable residual.

The benchmark uses Bachelier coordinates. The Bachelier choice is a normal-forward nor-
malization rather than an economic restriction on the theory. It avoids basket-lognormal
approximations and makes the synchronization covariance object exact. Lognormal, displaced, or
stochastic-volatility variants can be built on the same recovered state, but the finite benchmark
is the smallest closed model in which the Volterra—Perron quotient becomes a pricing equation.
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Definition 11.1 (Finite Bachelier—Volterra—Perron state). Fix N underliers, a maturity horizon
7, and an active set of carrier baskets B = {w!, ... ,wM } C RY | including single names, indices,
and any admitted carrier portfolios. A finite Bachelier—Volterra—Perron state at date t consists
of
U = (Fy, ve, ¢, G, pryer, by, @, 0)
where F; € RY is the vector of forward levels, v; € (0,00)" is a diagonal idiosyncratic variance
scale, $; € (—1/2,00)? is the finite rough maturity-scaling vector, Gy is the finite directed route
matrix, (p¢, e, 4;) is the Perron spectral triple with ¢;(e;) = 1, @y is the synchronized stress
coordinate, and 6; is an admissible residual selector. The usual rough-volatility benchmark takes
$qt € (0,1/2], but the finite normal-forward covariance formula only requires 2§, + 1 > 0 for
variance growth at the origin.
For 0 < 7 < 7, the conditional covariance matrix of forward changes is

Q
Ty(1;Up) = Dy(T) + Z T%q’tHBq,thT,t + ag(T; Ut)ctctT + (73 604),
q=1
where
Dy(1) = 7 diag(1y), ¢t = diag(y/14) et
_ _ WeH
aw(T;U) = py exp(wt)T%tH, N = M, wg > 0,
Zq wq
and the matrices B, ; = By(G}) are fixed differentiable functions of the directed route coordinates.
The residual block is required to be symmetric and small enough that

Ly(m;U) = 0, Di(ro;U) —Ti(m3U) =0 (0< 71 <72 <7)

on the admitted maturity interval. Equivalently, in a smooth maturity chart 0, T'4(7; Uy) »= 0. The
first condition gives slice-wise covariance positivity; the second is the normal-forward calendar
condition induced by convex order. The residual-free benchmark is obtained by setting I'}** = 0.

Remark 11.2 (Gauge and positivity). The gauge is fixed by e; in the positive cone and ¢;(e;) = 1;
the scalar size of the Perron mode is carried by exp(w;)p:. This keeps the covariance contribution
positive while preserving a centered stress coordinate w;. Residual selectors do not have to
be positive semidefinite term by term; they must keep the total covariance matrix positive
semidefinite on the admitted panel. This is the finite counterpart of the residual-envelope
positivity condition.

Remark 11.3 (Covariance-projected residual selectors). The residual term I'}*(7;6;) is a finite
normal-forward specialization of the general residual-kernel selector. It represents only the part
of the selected residual pricing rule that can be expressed as an admissible covariance correction
in a Bachelier chart. General public-equivalent density selectors may also change higher moments,
tail charges, or non-Gaussian residual prices without admitting a covariance-only representation.
Thus the finite benchmark is a closed pricing model for the covariance-projected branch of the
theory, not a replacement for the full residual-density envelope.

Definition 11.4 (Benchmark option coordinates). For a basket w € B, define
FY=w'F, V2 (r;Up) = w' Ty(r; Up)w.

Let P(t,T) > 0 be the public zero-coupon price and let QT denote the T-forward measure on
the admitted payoff span. The vector F; is the date-t vector of T-forward levels for the contract
maturity under consideration; the maturity argument is suppressed only to lighten notation. Let
® and ¢ denote the standard normal distribution and density, and put

FY - K
dY(K,T) = U .
\/V;w(T — t; Ut)
For k =1 for a call and kK = —1 for a put, the finite benchmark price is

Cr(w, K, T3 Uy) = P(4T) |k(FY — K)®(sd?) + [V (T — 1 U) w(d%”)] ,
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with the intrinsic-value convention when V;* = 0. If discounting is deterministic or H;-measurable,
this is equivalently the money-market formula with P(t,T) = EQ[B;/Br | H,].

Theorem 11.5 (Canonical finite pricing formula). Suppose that, conditional on Hy under the
T-forward measure QT , every admitted basket forward satisfies

Ff — FY ~ N0, V(T —t;Uy))

jointly across the basket family, with covariance induced by I'y(T — t;U;). Then the price in
Definition 11.4 is the arbitrage-free date-t price of the Bachelier call or put on w' Fp. The full
finite option panel is the map

?n ‘U —> (Cf(w, K, T, Ut))(w,K,T,n)eL'

If the Jacobian of this map on the gauge-normalized source quotient has full column rank, the
finite panel locally recovers the benchmark state modulo the fixed gauge.

Proof. The conditional Bachelier formula is the expectation of (k(w' Fr — K)), under a one-
dimensional normal law with mean F{ and variance V;* under Q”, multiplied by P(t,T).
Joint Gaussianity ensures that all basket prices come from one positive T-forward conditional
law for the admitted forward vector, so the finite panel is arbitrage-free on the basket payoff
span. The recovery statement is the finite-dimensional inverse-function theorem applied to the
gauge-normalized response map. U

Theorem 11.6 (Recovered-state pricing equation in the finite benchmark). Assume the bench-
mark state Uy € R? is Markov under Q on a recovery window,

dU, = bo(t,Uy) dt + X9t Uy) dW2, a2 =329,
and let V (t,u) be the selected price of a calendar claim written in benchmark coordinates. Then
dynamic no-arbitrage requires

OV (£, 1) + b2(t, ) TV V (£ 1) + %Tr(a(@(t, WDVt u)) =V (£ u) = 0

on the recovery window, with terminal condition given by the claim payoff. The second-order
term is the native state-volatility charge; it is the finite benchmark form of quotient gamma
pricing.

Proof. This is Theorem 10.4 in the finite Markov chart. Applying It6’s formula to the discounted

t
selected price e~ Jors 4V (¢,Uy;), and setting its finite-variation drift equal to zero, gives the

displayed equation. O

Proposition 11.7 (Closed native Greeks in the Bachelier benchmark). Let z be any differentiable
coordinate of the finite state Uy. For an admitted basket option with V- =V,*(1;Uy) > 0, F = F*,
and d = (F — K)/VV,

o(d)
9,C% = P(t,T) |k®(kd) 0.F + ~L o,V | .
H (t,T) |k®(kd) Wi

In particular, for the Perron stress coordinate,
Vi (1) = am(T; Up) (w ' ) + w ' 05T (13 6,)w,
for the Perron spectral radius coordinate,
9,V () = exp(w)r* ™ (w ) + wl G,L3 (70w,
and, for a roughness coordinate 4 appearing in a route term TzﬁqHBqB;—,
04, V" (1) = 2log() T%qH(wTBq)(BJw) + Oy, 0 (T; Ut)(w—rct)2 + wTﬁﬁqueS(T; 01 )w.

Directed-route, carrier, eigenvector, and residual-selector Greeks are obtained by the same formula
with 9,V = w' (9,T))w.
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Proof. Differentiate the Bachelier formula. The terms containing 0.d cancel, leaving OpC' =
P(t,T)k®(kd) and dyC = P(t,T)p(d)/(2v/V). The displayed native Greek formulas are the
corresponding derivatives of the finite covariance matrix in Definition 11.1. The zero-coupon
factor is treated as public and not differentiated in this native state chart; if a rate factor is
included as a state coordinate, its bond-price derivative adds a separate term. O

Definition 11.8 (Finite public hedge residual). Let y = $Bi*(U;) € RM be the finite quote
vector and J = DyBin(U,) its quotient Jacobian. Let gx € (R%)* be the native Greek row of
a claim X. A finite public hedge for X is a vector h € R™ of quote-coordinate holdings. Its
first-order native exposure is h'.J. The minimum weighted first-order hedge residual is

Ry (X) = inf

heRM

T
ax Wil
where W, is a positive definite state-coordinate risk weight.

Theorem 11.9 (Finite hedge formula and incompleteness certificate). Let J and gx be as in
Definition 11.8. If J has full column rank, then R?edge(X) = 0, and the minimum quote-norm
hedge solving J"h = g)T( 18

W= JJT ) gk
If the admitted quote span is restricted to a submatriz Ji., then

hedge —1/2
Rhedee(x) = H(I—H WP

Ran(wgl/zJ;))

Thus the finite benchmark separates recovered hedgeable claims (R = 0), recovered unhedgeable
claims (R > 0), and unrecovered claims when J is rank deficient on the quotient.

Proof. The full-rank case is the adjoint Greek equation from Definition 14.7 with W = I. The
minimum Euclidean-norm solution is the displayed Moore—Penrose solution. With a restricted
tradeable quote span, the best hedge is the orthogonal projection of the weighted native Greek
onto the weighted row space generated by the tradeable Jacobian. The residual norm is exactly
the distance to that row space. O

Remark 11.10 (What the finite benchmark does and does not solve). The benchmark is the
finite analogue of a canonical pricing equation. It makes no claim that the full listed-option
manifold is Gaussian or Bachelier. It gives a closed reference model in which the Volterra—Perron
state, option formula, state PDE, native Greeks, and public hedge residual are all explicit.
Smile completion, jump tails, and liquidity effects are outside this finite reference model. The
mathematical role of the benchmark is to show that the quotient geometry can be compressed
into a tractable no-arbitrage model without losing the residual and carrier distinctions that drive
the general theory.

12. GAUSSIAN—VOLTERRA SOURCE-FAMILY RECOVERY

The Gaussian—Volterra branch is a source-family verification of the quotient recovery theorem.
The reduced form keeps the rank mechanism visible: temporal singular profiles, scalar seams,
and a common Perron-aligned option channel supply the response blocks. Companion A supplies
the primitive singular-value and scalar-seam estimates [26].

Assumption 12.1 (Gaussian—Volterra recovery family). The risk-neutral latent volatility
system is Gaussian conditional on H;. Its directed Volterra kernels have nonvanishing diagonal
amplitudes and belong to a finite source chart whose coordinates determine:

(1) the leading singular-value profile of each temporal Volterra route;

(2) the centered quadratic seam coefficient;

(3) the common Perron-aligned option channel;

(4) the index/single-name synchronization response matrix over an open maturity interval.

The chart is gauge-normalized by fixing driver basis, Perron normalization, and common-channel
sign as in Definition 3.14.
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Assumption 12.2 (Gaussian response rank). The Gaussian response blocks listed below have
full rank after quotienting by gauge:

(1) the temporal singular-value profile block that identifies rough maturity scaling;

(2) the Volterra route block generated by cross-kernel singular coefficients;

(3) the common-channel index/carrier response matrix;

(4) in an augmented residual-instrument manifold, the residual-selector response on the admitted
residual-direction chart.

The leading singular-value coefficients in the temporal routes are nonzero, and the seam defect
is lower order uniformly on the maturity interval.

Theorem 12.3 (Reduced Gaussian—Volterra recovery). Under Assumptions 12.1 and 12.2, and
assuming a simple well-conditioned Perron eigenvalue and nondegenerate carrier Gram matrix,
the Gaussian—Volterra option manifold locally recovers the canonical risk-neutral Volterra—Perron
state. If the residual-selector rank block is supplied only by augmented residual instruments, the
selector is recovered only in that augmented manifold; otherwise it remains a selected pricing
extension.

Proof. The Gaussian source-family assumptions provide the chart U of Assumption 8.1. The
leading singular-value profile and scalar seam identify the temporal and common-channel
coordinates in the chart up to the gauge conventions. The Volterra route block identifies
the directed cross-kernel coordinates, while the common-channel matrix identifies the Perron
synchronization coordinates. The response-rank assumption gives bounded left inverses for the
diagonal blocks in Definition 8.12. Finite dimensionality of the source chart turns injectivity of
these blocks into bounded inversion on their ranges. A simple Perron eigenvalue with bounded
reduced resolvent makes the Perron eigenvalue and eigenvectors differentiable functions of the
screened operator through the simple-isolated-eigenvalue perturbation formulas. The carrier
Gram condition prevents collapse of the carrier coordinates. Hence the block-rank observability
criterion applies, and Theorem 8.4 gives canonical recovery. O

Remark 12.4. The Gaussian companion analysis is used as a verification layer, not as a separate
economic claim. Its role is to justify that primitive Gaussian—Volterra kernels produce the
singular-value seam and common-channel option response required by the recovery theorem.

13. RESIDUAL KERNEL SELECTION

Source recovery leaves residual pricing in place. The recovered state fixes the canonical
coordinates available to a selector; it does not complete the public payoff module or enlarge the
tradeable span.

Definition 13.1 (Conditional entropy residual constraint set). Fix a date ¢ and horizon T'. Let
Lo=1, Ll,...,LmGLOO(Q,Kt)
be the latent loadings of the admitted public payoff constraints, and let g1, ...,q, € L*=(Q, ;)
be residual scores whose exposure is to be selected. For a bounded H;measurable target vector
n € L>®(Q, Hy; RP), define
EQZL; | H) =EQ[L; | Hy, j=0,...,m
Z =<Z>0: J J ’ L
() { E%Zgy, | Hel =k, k=1,....p
The conditional entropy of Z is
Hy(Z) :=E[Zlog Z | Hy].
Theorem 13.2 (Entropy-minimal residual density). Assume Zi(n) is nonempty, satisfies a
conditional Slater condition, and has the required conditional exponential moments. Then there
1S a unique minimaizer
Z{(n) = argmingcz, (,y Hi(2).
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It has conditional exponential form

m p
Zr(n) =exp| ap + Z a;L; + Z Yedk |
j=1 k=1

where the multipliers are Hy-measurable and chosen to satisfy the constraints. The selected price
(X)) = B2 [Z; () X | M)

1s linear, positive, public-equivalent on the admitted public constraints, and differentiable in 7
wherever the conditional covariance matrix of the active constraints is nonsingular.

Proof. Conditional relative entropy is strictly convex on positive densities, and the moment
constraints form a convex affine set. The conditional Slater condition gives the supporting
Lagrange multipliers and excludes boundary minimizers. Minimizing the conditional Lagrangian
pointwise in the conditional problem yields the exponential density displayed above; strict
convexity gives uniqueness. Differentiability in 7 follows from the conditional implicit-function
theorem applied to the moment equations, whose Jacobian is the conditional covariance matrix
of the active constraints under the tilted density. ([

Remark 13.3 (Residual envelopes and canonical selectors). The residual envelope is the admissible
price interval. A linear basis selector chooses one point in that interval. The entropy-minimal
selector supplies a canonical no-arbitrage choice once public-equivalence constraints and residual
target exposures are fixed.

Definition 13.4 (Terminal tradeable payoff span). For a horizon T' > t, let Stp’ ¥ C L*(Q, Fr) be
the closed subspace of discounted terminal payoffs generated by admissible public self-financing
strategies and by the listed or idealized public instruments admitted for trading between ¢ and
T. Orthogonal hedgeability statements are taken relative to this terminal payoff span.

Proposition 13.5 (Recovery does not imply tradeable completion). Fix T' > t. Suppose the
option manifold recovers the canonical state 39. If (S)f%y)L contains a nonzero residual direction
correlated with a claim X, and this direction can be chosen to annihilate the admitted public
payoff span, then recovering =2 does not make X tradeably replicable from Sg;y. Residual kernel

selection remains a pricing input.

Proof. Recovery makes the canonical coordinates measurable functions of the option manifold.
It does not change the terminal tradeable payoff span SE 7. If the orthogonal residual of X
relative to this span is nonzero, the Hilbert projection theorem leaves a strict residual norm
after the best tradeable projection. If the residual direction also annihilates the admitted public
payoff span, Lemma 6.6 constructs public-equivalent density families that price that direction
without changing public prices. A selector is therefore still needed. O

Definition 13.6 (Dynamic residual selector). Let
Rir={R'...,R™} C L®(Q,Ky)
be a finite horizon-specific family of bounded date-t residual directions satisfying
EQ[R" | H,] =0, r=1,...,m,
EQ[R"X, | H] =0 for every admitted public payoff X, and every r.

A dynamic residual selector is an H; V a(E?)—measurable vector
Or = (014, 0my)

such that .
1+ 6,4R" > 0.

r=1
The associated density family is horizon-wise; it need not be a dynamically consistent density
process unless the martingale consistency conditions in Section 10 are imposed.
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Definition 13.7 (Dynamic option-manifold selected residual price). For X € L?(Q, Fr), define

m
I)(X) = E9X | He] + > 0ry BR[LE(X)R" | Hy.
r=1
This is the linear price induced by the selected density
m
ng =1+ ZGMRT.
r=1
Definition 13.8 (Residual price envelope). For a conditionally bounded residual family 9,1
and admissible radius 0;(R) || R||, < 1, define the upper residual envelope by
(X) := EQ[X | Hi] + esssup. nEQ[LgT(X)R | Hel,
ReR 1, [n|<0:(R)
whenever the conditional essential supremum is finite. The lower envelope is defined by the

corresponding essential infimum.

Theorem 13.9 (Selected prices lie in the residual envelope). Suppose Ry = {R,..., R™} C
N1 is conditionally bounded in L™ and the selector satisfies

m
ZHMR’"H < 1.
r=1

[e.9]

160,4] < ét(RT);

Then Hf(X) lies inside the public-equivalent residual price envelope generated by the density
families fo =14+nR, |n| <0(R), R € Ry, provided the selected aggregate residual Y, 0, R"
is admitted by the envelope family.

Proof. For each R, the density family Zgg% = 1 + nR is positive and public-equivalent by
Lemma 6.6. Its conditional price of X is

EC[X | He] + HEQ[LST(X)R | Hel.
The selected price is the conditional expectation under the single positive density family

1+ 0, R.

If the selected aggregate residual belongs to the admissible envelope family, this linear price is
one member of the support family over which the envelope takes the essential supremum and
infimum. Hence it lies between the lower and upper residual envelopes. O

Definition 13.10 (Residual Gram coordinates). For a finite residual basis R = (R!,..., R™)T,
define the conditional residual Gram matrix and payoff-residual vector by

G =EYRRT | Hi], g = ECLE(X)R | Hyl.
For a selector vector #;, the selected residual price can be written
7 (X) = E¥[X | H] + 6, g7",
provided the selected density is positive and public-equivalent.

Theorem 13.11 (Ellipsoidal residual envelope). Assume G is positive definite on the active
restdual span. For the conditional selector budget

0y (p) = 1{0:0"GJ*0 < pi},
the unconstrained linear residual support function is

sup 0767 = pi/ ()T (GR) 1 g
6€09(p)

The corresponding lower endpoint is obtained by changing the sign. If the selector budget is
intersected with the positivity domain of the selected densities, the same formula remains an
upper bound, and equality holds whenever the Cauchy—Schwarz optimizer lies in that positivity
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domain. In particular, equality holds for every claim in the active residual span under the
small-ball condition

pt\/esssup RT(GF)-'R < 1.
Therefore, inside the unconstrained ellipsoidal selector class, and inside the constrained class
whenever the preceding positivity condition applies,

Y(X) € ES[X | i) + piy/ (97) T (GR) 19X

Proof. This is Cauchy—Schwarz in the conditional inner product (a,b) = a' GFb:
69 =(0,(GF)g), < (67GI'O)/*(g"(GF) )"V,

Equality is achieved in the direction (Gf)~1g{¥, unless restricted by the positivity domain.
Intersecting with the positivity domain can only reduce the support function. The small-ball
condition implies 14 6T R > 0 almost surely for every G0 < p?, again by Cauchy-Schwarz,
and hence the unconstrained optimizer is admissible. The lower endpoint follows by the opposite
direction. O

Corollary 13.12 (Box residual envelope). For the unconstrained box selector budget |6, < 6,,

m
sup 01 gX = O.lg7 ],
|6 <0 r=1

and the lower endpoint is obtained by changing the sign. If the box is intersected with the
positivity domain of the selected densities, the same expression is an upper bound and equality
holds when the coordinatewise sign optimizer is positive.

Proof. The support function of the box [],[—6,,6,] in direction g is the sum of the coordinate

support functions,
m

m
Z sup. Hrgt)’(r = Z@Agt{i].
r=110r|<0r r=1

The lower endpoint is the support function in direction —g;¥. Intersecting the box with the
positivity domain only removes admissible selectors, so the expression remains an upper bound
and is attained whenever the coordinatewise sign optimizer lies in that domain. O

Proposition 13.13 (Adaptedness of selected prices). If 59, Rir, and 0; are Hy V 0(59)—
measurable and the recovered canonical state is H¢-measurable through the option manifold, then
Y(X) is Hy-measurable.

Proof. The public price is Hs-measurable. Under recovery, the canonical coordinates entering
0; are measurable functions of prt, hence H;-measurable. Conditional pairings with residual
directions are conditional expectations given H;, hence H;-measurable. The finite selected sum
is therefore H;-measurable under the stated finiteness assumption. O

14. NATIVE STRESS GREEKS

Classical option Greeks differentiate prices with respect to public surface coordinates or
underlying price variables. Volterra—Perron Greeks differentiate selected prices with respect to
recovered quotient coordinates. Once the source quotient is recovered, the primary sensitivity
is a cotangent vector on that quotient. Public quote Greeks are adjoint representations of the
same object, not separate primitives.

Definition 14.1 (Native stress Greeks). Let I1Y(X; ©) be the selected price at state ©. If the
indicated directional derivatives exist, define

AnX = DIY(X;0)[6w],  A,X := DI’ (X;0)[5p],
Ao, X = DIY(X;0)[0e;],  AgX := DIIY(X;0)[65)],
Ag, X = DII)(X;0)[0G;;],  A¢X = DII}(X;©)[50].
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These are, respectively, Perron-stress, spectral-radius, Perron-eigenvector, roughness, directed-
contagion, and residual-selector Greeks. If carrier weights are separate state coordinates, their
derivatives define additional carrier-weight Greeks.

Assumption 14.2 (Differentiable selected pricing). In a neighborhood of the recovered state,
the map

0~ I/(X;0)
is Fréchet differentiable on a chart transverse to gauge directions. The residual selector is
differentiable in the same chart.

Theorem 14.3 (Existence and gauge invariance of native Greeks). Under Assumption 14.2,
native stress Greeks exist as continuous linear functionals on the canonical quotient tangent
space. If two chart perturbations differ by a gauge direction, they have the same native Greek.

Proof. Fréchet differentiability gives a continuous linear derivative on the chart tangent space.
The selected price is a function of the gauge class of the state. Gauge transformations leave latent
loadings, public option prices, and selected residual prices unchanged. Hence the derivative
vanishes on gauge directions and factors through the quotient tangent space. The quotient
functional is the native Greek. (]

Theorem 14.4 (Recovered-manifold Greek). Suppose the recovery theorem holds in a C*
embedded quotient chart, for instance because the quotient source chart is finite dimensional with
full column rank or because DF has closed complemented range and locally constant split rank.
Suppose also that Hf(X; ©) is differentiable in the canonical state. On the recovery neighborhood,
the selected price can be written as a function of the public option manifold,

70 0 —1

I (X5 y) =1L (X;F (y)) :
Its first derivative is

DyIIY(X;y) = Doll}(X;0) 0 DyF~'(y),  ©=F'(y).

Thus a public surface perturbation has a latent-stress decomposition through the recovered Volterra—
Perron coordinates.
Proof. The local inverse F~! is differentiable by the recovery theorem and the inverse function
theorem. The displayed identity is the chain rule applied to the composition TT{ o F'~1. O

Definition 14.5 (Counterfactual Volterra—Perron shock). At a recovered state 39, a counter-
factual Volterra—Perron shock is a quotient tangent vector

heTo (1) ~y)
that satisfies the linearized no-arbitrage tangent conditions of the public option manifold. Its
first-order public surface displacement is

onM™ = DP((E7))h,
and its selected latent-price displacement for claim X is
B, (X) := DIl (X; Z2)[h].

Canonical examples are Perron-amplification shocks, carrier-thinning shocks, roughness shocks,
directed-route shocks, and residual-selector shocks.

Proposition 14.6 (Gauge-invariant stress calculus). If the public pricing map and selected
latent price are well defined on the quotient state, then both maps

h— DR(Eh,  h DY (X;ED) (1]

are independent of the representative chosen for 59. Before quotienting, both derivatives vanish
on pure gauge directions.
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Proof. Maps defined on a quotient are constant on gauge orbits. Their derivatives annihilate
tangent vectors to those orbits and descend to the quotient tangent space. The two displayed
derivatives are exactly the descended derivatives. U

Definition 14.7 (Adjoint quote Greek). Let F, : U C R? — RM be a finite-panel observation
map with full column-rank Jacobian J = DF;(u). Let px := D,I1Y(X;u) € (R?)* be a native
Greek row vector, and let W = 0 be the finite-panel quote metric. A quote-space adjoint Greek
is any quote covector ¢x € RM satisfying
I ax =px.
The minimum W-norm adjoint Greek, where ||q||Z, = ¢" Wy, is
*, W — — —

. =WIITW) T pk.

Theorem 14.8 (Quote perturbation representation). For any quote perturbation éy € Ran J,
_ * W

Dy (1] o F; ) [5y] = (g% ) "oy.

If 6y = Jou, then this equals pxdu.

Proof. The formula for q;k(’W is the Lagrange multiplier solution of minimizing ¢ W¢q subject to
JTg = p)T(. Hence JTq}’W = p)T(. For tangent perturbations dy = Jou,

w W W
(g% ) oy = (¢5") " Jou= (J gy ) du = pxdu.
This is exactly the native-state derivative of the selected price. (]

Corollary 14.9 (Native and public Greeks are adjoint images). Under the recovery hypotheses
of Theorem 8.22, every differentiable selected claim price has a canonical native Greek on the
source quotient. On any finite full-rank public panel with quote metric W, its minimum W -norm
public quote Greek is the adjoint solution

&V =wIITwL) Tk
Thus Black—Scholes Greeks and Greeks computed in public quote coordinates are adjoint images

of quotient sensitivities to roughness, directed routes, Perron amplification, carrier absorption,
phase transition scores, and residual selection.

Proof. The native Greek is the quotient derivative from Theorem 14.3. On a recovered finite
panel, J maps quotient source perturbations to public quote perturbations. The weighted adjoint
equation is exactly the representation identity in Theorem 14.8. (]

Remark 14.10 (Finite Greek suites). In a finite implementation one may report a named suite of
native Greek directions by choosing source-chart tangents for Perron stress, spectral amplification,
rough maturity scaling, directed routes, carrier weights, phase scores, and residual-selector shifts.
The weighted adjoint equation then turns each declared tangent into a quote-space functional
and records any component outside the admitted quote tangent. Such a suite is a certificate-layer
object. It measures how the finite option panel represents selected quotient sensitivities, without
changing the quotient recovery theorem.

Theorem 14.11 (First-order overidentifying restrictions). Let F, : R — RM be a finite-panel
source response with M > d and full column-rank Jacobian J = DF;(ug). Let

Tyo := Ran J, Ny = Ker J T, yo = Fr(up).
If a perturbed quote panel y. = yo + eh + o(g) remains on the model image to first order, then
n'h=0 for every n € Ny,.

Equivalently, (I — Pr)h = 0, where Pr is Euclidean projection onto Ty,. Thus a finite panel
with more quote coordinates than source coordinates imposes M — d first-order normal-space
restrictions at a full-rank point.
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Proof. If y. = Fr(ug + v + o(¢)), then
h = Jv € Ran J.
Membership in Ran.J is equivalent to orthogonality to Ker J ', and also to (I — Pr)h =0. O

Proposition 14.12 (Perron spectral Greek). Suppose the screened synchronization operator AQ
has a simple Perron eigenvalue p@ with normalized left and right eigenvectors (2(eQ) = 1. For a
bounded operator perturbation 6A,

6pR = R(5A Q).

Consequently, any selected price differentiable in p@ has spectral sensitivity

DITY[6 A] = 9,11 (2(5 A Q) + eigenvector and residual-selector terms.

Proof. Differentiate Ae = pe and apply the normalized left eigenfunctional £:
L(6Ae) + L(Ade) = dpl(e) + pl(de).

Since /A = pl and £(e) = 1, the ¢(de) terms cancel and dp = £(0Ae). Differentiating the selected
price through the spectral chart and applying the chain rule gives the second display. U

Proposition 14.13 (Perron eigenvector derivatives). Let Ae = pe, LA = pl, and {(e) = 1, with
p simple and isolated. Let S be the reduced resolvent of A — pI on the complement of ef. For a
perturbation 0 A preserving the chosen normalization,

de=—S(6A —dpl)e, 0 = —L(6A—0pI)S.

Consequently,

[opl < |1l llell IOA[, — lloell + [|6€]] < Crp [[0Al,
where kp :=||S|| is the reduced-resolvent norm and C' depends only on the local normalization.
On a finite-dimensional Perron stratum with uniformly bounded eigenprojection conditioning,
kp < C'[vp; without such conditioning, kp is the correct stability constant.

Proof. Differentiating Ae = pe gives
(A—pl)de = —(6A — dopl)e.

The normalization fixes the component of de in the Perron direction. Inverting A — pl on
the complement of el gives the displayed formula for de. The left-eigenvector identity follows
in the same way from differentiating ¢A = p¢ and imposing 6¢(e) + ¢(de) = 0. The norm
bound is controlled by the reduced-resolvent norm xp = ||.S||; the gap estimate is a conditioned
finite-dimensional corollary, not the primitive constant. O

15. SYNCHRONIZATION RELATIVE VALUE AND PUBLIC-NEUTRAL HEDGING

Let I be an index with weights w;. The index variance decomposition separates single-name
variance from synchronized covariance. In recovered coordinates, the same split becomes a
selected pricing identity.

Definition 15.1 (Recoverability, tradeability, and hedgeability). Fix ¢ < T. The state is
recoverable when the public response is locally invertible on the Volterra—Perron source quotient.
A claim is tradeable if its payoff lies in the admitted listed or idealized public instrument span
at horizon T'. A claim is hedgeable if its centered payoff lies in the closed gain space generated
by admissible self-financing strategies between t and T

Theorem 15.2 (Recovery does not imply tradeable hedgeability). Assume the option manifold

recovers the canonical state 59 Then the following hold.

(1) recovery of 59 does not imply that a Perron stress claim or residual-stress claim belongs to
the tradeable public span;

(2) residual-kernel selection can price latent-stress claims while leaving them unspanned by
tradeable instruments;



VOLTERRA-PERRON PRICING 59

(3) a public-neutral book can have zero exposure to selected public surface directions and nonzero
exposure to a recovered synchronization direction, but this exposure is hedgeable only under
an additional traded-spanning assumption.

Consequently,
recoverability # tradeability # hedgeability.

The first is a quotient-inversion property, the second is an instrument-spanning property, and
the third is a dynamic gain-space property.

Proof. The recovery theorem identifies a canonical source coordinate from public option prices.
It does not enlarge the closed terminal payoff span generated by tradeable instruments, nor does
it alter the dynamic gain space of self-financing strategies. If a latent-stress payoff has a nonzero
orthogonal component relative to the terminal tradeable span, the Hilbert projection theorem
leaves a strictly positive hedge residual after the best tradeable projection. Residual selectors
change prices through public-annihilating directions, but public equivalence only preserves
admitted public prices; it does not construct a gain representation. Recoverability is therefore
quotient inversion, tradeability is payoff-spanning, and hedgeability is membership in the dynamic
gain space. U

Remark 15.3 (Carrier resolution). In finite option manifolds, tradeability also depends on the
resolution of the admitted carrier span. A coarse underlier carrier library, an index/sector carrier
library, a single-name option-coordinate carrier library, and a regularized coordinate book need
not span the same synchronization directions. Carrier absorption is a finite-span property of the
chosen public instrument system, not a consequence of latent-state recoverability alone.

Definition 15.4 (Carrier-replicated value). For an index option or variance claim Xy, let
Xcar be the carrier-replicated single-name claim formed from the admitted carrier weights and
matching maturity coordinates. Let w;@T be the horizon-lifted synchronized stress direction. In
the scalar case define 7

EQ[(XI - Xcar)ng | He]

EQ|(wr)? | Hi]

with the convention that the coefficient is zero if the conditional denominator vanishes. For
a multidimensional stress subspace, replace the scalar ratio by the corresponding conditional
Gram inverse. The tradeable basis error is

Bt(XI) = X7 — Xear — Xsynv:a

so the synchronized component is canonical once the carrier book and stress subspace are fixed.

Q

Xsync = Wi T

Definition 15.5 (Synchronization premium and residual charge). The synchronization premium
is
SynPrem, (X7) := EQ[Xgyne | Hil-
The residual compression charge selected by 6 is
ResChargef(XI) = Hf(XSynC) —EQ [Xsyne | Hel-

Remark 15.6 (Public shadow versus pure residual synchronization). The stress direction ng is

centered by convention, but it need not be orthogonal to H;. Its public compression may therefore
carry a nonzero synchronization premium. If one chooses instead the purely public-residual
stress direction
wir — E%wiy | i),

then the public synchronization premium of that residual component vanishes and the selected
price contribution appears through the residual charge. The identity below allows both conven-
tions; it separates the public shadow of synchronized stress from the residual public-equivalent
pricing selection.
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Theorem 15.7 (No-arbitrage synchronization relative-value identity). Suppose the selected price
on the span of {Xr, Xcar, Xsync, Bt(X1)} is induced by a fized positive public-equivalent density
family Zg.. Then the selected valuation is a no-arbitrage extension of the public option manifold
on this span. For every square-integrable index claim Xi with decomposition
XI - Xcar + Xsync + Bt(XI>7
the selected price satisfies
Y(X7) — 1¢(Xcar) = SynPrem, (X;) + ResCharge? (X7) + I1Y(B;(X7)).

Proof. Because Zg . is positive and public-equivalent, conditional expectation under the horizon
component Zf 7 is a positive linear extension of the public price system and preserves all date-t
public option i)rices. The extension is therefore arbitrage-free on the finite span under considera-
tion. Applying this linear functional to X7 = Xcar + Xeyne + B(X1) gives the decomposition of
Hf (X71). Subtracting Hf (Xcar) leaves the selected price of Xgyne and the basis term. Splitting
Hf (Xsyne) into its public conditional expectation and selected residual increment gives SynPrem,
and ResCharge!. (]

Definition 15.8 (Model public-neutral book). Let HP™ C L2(Q, #;) be the finite public surface
span used for neutrality. A listed or idealized book Y; € L?(Q) is model public-neutral if

o Y, =0.

b
HPY
It is synchronization-exposed if

<K”w9>m(@> 70

after projecting w;@ into the claim horizon.

Theorem 15.9 (Public-neutral residual hedge). Let X; be an indez claim and let

By =Yy +Vy
be a nonempty closed affine class of books satisfying the public-neutrality constraint, with Vi a
closed linear subspace of L?(Q). Then the minimum-residual book

Y/ = argminy¢p, | Xsyne = Yy g

exists and is unique. The residual

Xsync - Y;j*
1s orthogonal to feasible public-neutral perturbations of the book. If additional exposure caps

make By closed and convex rather than affine, the projection still exists and is unique, and the
orthogonality condition is replaced by the usual variational inequality.

Proof. The Hilbert projection theorem gives a unique metric projection of Xy, onto the
nonempty closed affine subspace B;. For an affine feasible class, first-order optimality is exactly
Xeyne — Y L V.

For a closed convex feasible class, the same projection theorem gives existence and uniqueness,

and first-order optimality becomes the variational inequality

(Xopne =YY = V) 12y <0, Y E€B,
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16. EQUIVALENT-MARTINGALE-MEASURE SPECIALIZATION

The preceding theory works with adapted arbitrage-free option manifolds. This section records
one equivalent-martingale-measure specialization in a continuous-time risk-neutral stock-volatility
system.

Assumption 16.1 (Reduced risk-neutral stock-volatility system). For i =1,..., N, under Q,

ds;(t o
S( =7y dt +\/Vi(t) AW,

where V;(t) = xi(Yi(t)) for a locally Lipschitz map x; : R — [0,00), such as an exponential or
softplus transform. The stress factor vector satisfies the Volterra equation

Yi(t) = yd(t —i—Z/KQt—s ) dBY(s +Z/G 0 (Y;(s)) ds.

J#i
The kernels are square-integrable on compact horizons, the functions ¢; are Lipschitz with

linear growth, and Y admits a weak solution with EQ [/ V;(t) dt < co. The Brownian vectors
(WQ, BQ) have a specified joint covariance; in the reduced examples below this covariance is
fixed as part of the source chart.

Theorem 16.2 (Risk-neutral option manifold under an EMM). Under Assumption 16.1,
discounted asset prices are local Q-martingales. If they are true martingales on [0,T], then
FEuropean option prices

form an arbitrage-free public option manifold. The directed Volterra kernel G2 and the screened
Perron operator derived from it define a Volterra—Perron state in the sense of Definition 3.1.

T(a)
Cila) = EQ|e Je T redsx,

Proof. The discounted stock dynamics have zero drift under Q, so discounted prices are local
martingales. Under the true-martingale assumption, conditional-expectation pricing gives an
arbitrage-free price system on the admitted European payoff span. Square-integrability of the
kernels and the weak solution assumptions place the directed Volterra operator in the Hilbert
space setting used throughout the analysis. Screening and Perron projection then produce the
spectral triple whenever the positive screened operator has a simple Perron eigenvalue. O

Assumption 16.3 (Reduced normal-forward Volterra system). For each underlier ¢ and maturity
T, let Fy(s,T), 0 < s < T, be the T-forward price under the T-forward measure Q7. On the
pricing window,

m
dFy(s,T) = on(s,T,Ys) dWl(s), 0<s<T,

a=1
where the normal-forward volatility coefficients are locally square-integrable and adapted. Their
latent stress state is generated by the same directed Volterra source family as in Assumption 16.1,
possibly after replacing the positive variance transform by a normal-volatility transform. The
money-market account is strictly positive and the discount curve is public. In the finite
benchmark, the normal covariance is

T
/ SN(s, T, V) XN (s, T,Ys) T ds = Ty(T — t; Uy)
t

after conditioning on H; and freezing the recovered state at date ¢, or exactly when the displayed
integrated covariance is H;-measurable.

Proposition 16.4 (Normal-forward option manifold under an EMM). Under Assumption 16.3,
a T-settled Furopean payoff Xt has the arbitrage-free representation

Ci(Xr) = P(t, T)EY [X7 | Hy] .
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If a one-period conditional Gaussian approximation is used in the recovered state chart, the local
price coordinates are Bachelier coordinates with normal total variance

N AT) = Var® (F (T, T) — Fu(t,T) | He),

u,t

and the response ranks are the chart-invariant ranks of Theorem 4.9.

Proof. The forward dynamics have zero drift under Q7 so forward prices are local martingales in
the T-numeraire. The change-of-numeraire formula gives C; = P(t, T)EQ" [ X1 | H,] for admitted
T-settled claims under the usual true-martingale integrability condition. Conditional Gaussian
one-period coordinates reduce these prices to Definition 4.7 in the normal chart. The rank
statement follows because the Bachelier chart has strictly positive variance vega away from zero
normal variance. (]

17. REDUCED EXAMPLES

17.1. Two-name Gaussian Volterra recovery. Consider two names with Gaussian variance-
stress factors

Vl(t):/OtKl(t—s)dBl(s), Vg(t):/OtKg(t—s)ng(s)+7/0tG21(t—s)dBl(s).

The positive variance entering the stock model may be a transform of these factors as in
Assumption 16.1. The cross-kernel coefficient «y is latent. A single marginal surface for name 2
contains the law of V5 after public compression, but it does not identify whether the additional
variance comes from an idiosyncratic route, a directed route from name 1, or a public-equivalent
residual tilt. This is the non-identification theorem in its smallest form.

Now impose a Gaussian—Volterra source family in which the singular profile of G2; is known
up to the scalar coefficient and the common-channel sign convention is fixed. Let

t+7 t+7
")

Rus(r) i= Cov®( [ Vi) ds, [ Vals) s
13 t
be the cross-maturity response extracted from the index/single-name quadratic option block. In
the source family,

Ry9 (T) =7 QQI(T) + rlow(T)y
where g¢21 is the leading Volterra singular-profile response and 7)oy, is lower order uniformly on
the maturity interval. If g2; is not identically zero, the map +v — Rjs has nonzero derivative
in the quotient chart. An open maturity interval, or a finite analytic maturity panel as in
Theorem 8.16, therefore recovers v up to the fixed gauge convention. Public compression alone
fails; source-family maturity structure supplies the required rank.

17.2. Index plus carrier manifold. Let an index have weights w;. The implied index total
variance can be written in the schematic form

vpP(r) = 3wl (r) + Dy (7)) pigh (1),
7

where D,, is the public synchronization denominator. If the carrier surface span is nondegenerate,
with Gram matrix Icar = Kear, the observed family

7 (VF"P(7), P (7))

P2
over an open maturity interval identifies the implied synchronization curve ,oi;;gc(r). A Volterra—
Perron source family then represents that curve as the public image of (p@,e?, ¢Q, PQ). The
carrier Gram lower bound is what prevents the single-name side from becoming an ill-conditioned
explanation of the index response.
The remaining price difference between the index claim and its carrier-replicated single-name

claim decomposes as
(X)) — I%(Xcar) = SynPrem, (X;) + ResCharge? (X;) + I1¢(B,(X7)).
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The first term is the public synchronized-stress premium read from the option manifold. The
second is the selected residual compression charge attached to unspanned latent stress. The third
is the tradeable basis error left by the carrier span. Thus the same manifold that recovers the
canonical synchronization state also tells the model where recovery stops and pricing selection
begins.

17.3. Three-name carrier-rank example. For N = 3, write the active unordered edge vector
as
T

Ve(r) = (Vl(%,t(T)v Vl(%,t(T)v VQ(%,t(T)) :

One broad index with weights w = (wy, w2, ws) encodes only
By (1) = 2wiwa Vi3 (1) + 2wiws Vi3 (1) + 2waws Vo3, (7),
which is one equation for three cross routes. Adding three pair carriers with weights
b2 = (1,1,0), b3 = (1,0,1), b3 =(0,1,1)

gives a basket design matrix proportional to the identity on the three active pairs. The three
cross routes are then identified at each maturity. Carrier rank is the algebraic condition that
separates synchronization routes rather than only their weighted aggregate.

17.4. Directed-route seam example. With two names, suppose the ordered routes enter a
public cross response as

Rio(7) = 1e2f(7) + 201 f (7).
Then only the sum 1, 9 + 72,1 is identified. If instead

Ri2(7) = miafia(T) + voe1 for (1),

and fi2 and fo1 are linearly independent analytic maturity functions, an open interval or a
generic two-point panel separates the two directions. This is the smallest illustration of the
direction-resolving block in Theorem 7.15.

17.5. Residual-envelope calculation. Let R', R? be conditionally orthonormal residual direc-
tions, so GI* = I, and suppose

g = (g1,92)"
Under the ellipsoidal residual budget 62 + 62 < p?, Theorem 13.11 gives

[E@[X | 1] — p\/ g3 + 93, EUX | Hyl + p\/gF + 93] :

Under the box budget |6;| < 6;, Corollary 13.12 gives
[ECLX | #Hy] — B1lg1| — Balga], EULX | He) + O1lgn| + O]l

The residual compression charge is the support function of the admissible selector set evaluated
at the payoff-residual vector. The calculation is a pricing-fiber computation, not a recovery
claim.

18. CONCLUSION

The option manifold identifies a quotient, not the full latent risk-neutral state. The governing

map is

public option prices ~ X", state recovery = &/ ~g— xPub,
Stable recovery is positivity of the quotient observability modulus. Residual prices collapse to
singletons exactly at public payoff-module completion. Dynamic admissibility adds convex-order
and recovered martingale drift restrictions. Recovery, completion, and hedgeability remain
separate.

The same quotient records the failure modes. Marginal surfaces leave synchronization un-
resolved. Finite basket panels leave elliptope uncertainty unless their design spans the active
covariance routes. Carrier Gram collapse makes public-neutral dispersion unstable. Perron
reduced-resolvent blow-up, including gap collapse, makes the dominant stress mode non-smooth.
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Maturity-rank collapse prevents Volterra source identification. Public payoff incompletion leaves
residual pricing fibers. Convex-order or martingale-drift failure rules out a dynamically admissi-
ble risk-neutral model. These are local non-identification mechanisms in the option manifold,
not estimation artifacts.

Once recovered and paired with an admissible residual selector, the state supports selected
prices beyond the public surface. Native Greeks measure sensitivity to Perron stress, spectral ra-
dius, carrier direction, roughness, directed contagion, and residual selection. The synchronization
relative-value identity expresses the gap between index options and carrier-replicated single-name
options as synchronized-stress premium, residual compression charge, and basis error. The finite
Bachelier—Volterra—Perron benchmark gives a minimal pricing equation for this geometry: a
recovered finite state, a closed option formula, native state Greeks, and a computable public
hedge residual. The benchmark is the finite chart in which the quotient recovery theory becomes
a tractable no-arbitrage pricing object, rather than a full option-manifold model.
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