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1. Introduction

This paper investigates a class of variational inequality problems under the parabolic Kirchhoff
operator framework, which originated from the early exercise provision of financial contracts.
Specifically, we consider the problem given by

max{Lu,uy —u} = 0in Qr,
u(-,0) = upinQ, (D
u=uygindQ x 0,7),

where the degenerate parabolic Kirchhoff operator satisfies:

Lu = — (1 + lull} ) X div(|Vael” Vur). )

Here, Q represents a connected, bounded open region on RY, and dQ denotes its boundary. T is a
positive constant, while Q7 = QX (0,T), p > 2, and || - ||»() are norms on the space L”(€2). The initial
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value u satisfies:
up € C(Q) N Wy (Q).

1.1. Financial background

The issue discussed here is quite common in financial contracts with attached early exercise
provisions [1]. Let S, be the price of a certain stock, and ¢ represent the value of a call option contract
linked to the stock’s underlying risky asset. If this call option contract is equipped with an early
exercise provision, then its value at time 7 satisfies

{ max{Lg,(S — K), — ¢} =0inR, X (0,7T),

#(-,T)=(S —K),inR,. (3)

Here Ly = 0,¢ + %825' 20ss¢ + rSds¢ — re, r represents the risk-free interest rate prevailing in the
market. Numerous studies have shown that when trading costs exist, the volatility of the risky asset is
often related to the sign of div(|Vu|P~!Vu) [2]. This serves as the first motivation for our investigation of
this type of variational inequality problem. Additionally, in the field of option pricing, ds ¢ is referred
to as the sensitivity of the option contract’s value to changes in the price of the risky asset [3]. It
is important to note that stocks are considered risky assets, and their prices, represented by S,, often
fluctuate stochastically with market information. As investors, it is natural to desire a lower sensitivity,
or at least one within a certain controllable range. This serves as the reason for studying the estimation
of the infinite norm of solution gradients in this variational inequality problem, and it is the second
motivation of this paper. Finally, there is evidence to suggest that holding ds ¢ shares of the risky asset
can effectively match one unit of currency, resulting in a risk-free portfolio [4]. Although this approach
requires constant adjustments to the allocation of risky asset shares, it has become an important method
for financial practitioners and scholars to construct risk-free investment portfolios. This serves as the
third motivation for our investigation of such problems.

1.2. Relevant research developments

The existence of solutions is the cornerstone of research on problems like the variational
inequality (1), and there is a relatively large body of literature available. Reference [S] analyzes a
class of variational hemivariational inequality problems under the framework of nonlinear evolution
operators. By establishing the existence and uniqueness of solutions through the existence of solutions
for discretized stationary problems and the convergence of semi-discrete schemes, the paper provides
insights into the existence of solutions for variational hemivariational inequality problems. Inspired
by fuzzy fractional damping variational inequality problems, reference [6] investigates a class of
fuzzy fractional damping variational inequality problems. The existence of solutions for fractional
differential variational inequalities is established by introducing mappings and constraint sets, as
well as analyzing the continuous dependence of solutions on time. In Banach spaces, reference [7]
studies a coupled inequality system composed of a variational-hemivariational inequality and a
quasi-hemivariational inequality. By employing topological methods and analyzing the continuous
dependence of the maximum operator on parameters, the study obtains results on the existence of
solutions for the coupled system.

The estimate of space gradients of solutions to variational inequality problems has been explored
in several studies. For instance, reference [8] presents a unified approach to investigate the Besov
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regularity and optimal estimates of double obstacle variational inequality problems on cylindrical
domains, yielding certain results on space gradient estimation. There is also a significant body
of literature on gradient estimation in the field of equation problems with structures similar to the
operator (2). In reference [9], a discussion is conducted on initial-boundary value problems composed
of a combination of local and non-local terms in degenerate parabolic operators. The study obtains
nonlinear Calderén—-Zygmund-type estimates on the space gradient, which improve upon the L,
estimate for the space gradient. Reference [10] focuses on obtaining maximal modulus estimates
for the ratio between the space gradient of the solution and the solution itself, as well as Hamilton-
type space gradient estimation. Similarly, in reference [11], a Souplet—-Zhang type space gradient
estimation is developed for a nonlinear parabolic equation involving the Witten Laplacian. Compared
to reference [10], a more favorable upper bound is obtained for the ratio between the space gradient of
the solution and the solution itself. Furthermore, there are additional energy estimates concerning
solutions to degenerate parabolic initial-boundary value problems. Interested readers can refer to
references [12-15] for further information, as they provide detailed discussions on these topics.

The study of energy estimates for solutions typically relies on energy inequalities derived from
weak solutions [16-18]. These inequalities involve energy functionals of the solutions on both
sides, which facilitates the construction of recursive inequalities for the energy functionals, allowing
for the derivation of energy estimates for the solutions through the properties of the recursive
sequences [17,19]. Unfortunately, this approach is not suitable for analyzing energy estimates of the
gradients of the solutions, as the energy norm of the solutions gradient only appears on the right-
hand side of the energy inequality. This absence prevents the formation of recursive inequalities for
the energy functionals associated with the gradient, making it impossible to obtain energy estimates
for the gradients. Furthermore, the order of the energy norm on the left-hand side of the recursive
inequality generated by the solutions is too high, which limits our ability to apply Sobolev inequalities
for amplification. Consequently, this would only yield results that estimate lower-order norms using
higher-order energy norms [20], which are generally not valuable for research. This paper proposes to
establish a dedicated energy inequality specifically for the gradients of the solutions, aiming to derive
energy estimates for these gradients, which serves as a primary motivation for this study.

This study focuses on the estimation of the space gradient’s infinity norm for solutions to variational
inequality problems under the framework of parabolic Kirchhoff operators. First, by utilizing the time
smoothing operator, we establish energy inequalities for the solution and the gradient of the solution.
Second, with the aid of these energy inequalities, we construct a sequence that converges to zero, thus
proving an upper bound on the space gradient of the solution in the infinity norm. The contributions of
this study are as follows: 1) We construct specialized energy inequalities for the space gradient, which
lead to improved estimation results; 2) By employing the Caffarelli-Kohn—Nirenberg inequality, we
construct a convergent sequence for the space gradient of the solution. By proving its convergence to
zero, we obtain an estimation of the infinity norm of the space gradient for solutions to the variational
inequality.
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2. Preliminaries

In this section, we introduce some formula symbols and present accompanying useful results. We
define the time smoothing operator u;, for u, which satisfies:

uh(x,t):% f exp{s;lt Wu(x, H)ds. @)
0

Additionally, we cite the following results without proof, which can be found in references [16,21].
Lemma 2.1. For any u € L7(Q), we have

Oy = E(M = up), |lupllr@) < llunllzr@)s
and the operator u;, converges to u in the L”() norm, i.e.,
”I/th - l/l”Lp(Q) — 0Qash — 0.

Lemma 2.2. If u* converges to u in the L”(Q) norm, then ”]Z converges to u;, in the LP(Q) norm.
Furthermore, we have

k k
10,1}, — Oyunllry — O, IVuy, — Vupllr@) — Oash — 0.

In order to facilitate the estimation of the infinite upper bound of the gradient of the distinguished
solution, we make use of the Caffarelli-Kohn—Nirenberg inequality. In reference [17], specific
parameters are assigned, leading to the following results.

Lemma 2.3. There exists a non-negative constant Cc_g_y, Which only depend on # and p, such that

ya
f WP+ dxdt < Ce_x_n ( f IVvlpdxdt) (esssup f IVvlqu) .
Qr Qr te(0,T) Q

Lemma 2.4. Suppose a sequence {X,,,n =0, 1,2, -} satisfies: X,,;; < Cb”X,i*“, where C, b, and « are
non-negative constants. If Xy < C ~lap=1/a’ then

X, —» 0asn — co.

Lemma 2.5. If a sequence {X,,n = 0,1,2,---} satisfies X,;; < Cb”X,lﬁ“, where C, b, and « are
non-negative constants, @ € (0, 1), then we have

3. Energy inequality

In this section, we analyze the energy inequality of the solution u and its gradient Vu for the
variational inequality (1). We first examine the energy inequality of u. However, before that, we
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present a result regarding the overall boundedness of the variational inequality (1), which can be found
in reference [18]
u< |u0|oo in Qr, Vu e L‘D(QT) (5)

Here, |1yl denotes the supremum of u, over the domain €, which is defined as follows:

|u0|oo = sup M()(.X').
xeQ

By utilizing the set of maximal monotone maps specified in [18], namely
G = {ulu(x) = 0, x > O;u(x) € [-M,,0], x=0},

we present the following weak solution, where M, is a positive constant.

Definition 3.1. A pair (&, &) is considered a generalized solution to the variational inequality (1)
if (u,&) fulfills the condition expressed in u € L*(0,T, W'’ (Q)), du € L*(0,T,L*Q)), and
¢ € G for any (x, 1) € Qr,

(a) u(x, 1) > up(x), u(x,0) = up(x) for any (x, 1) € Qr,

(b) for every test function ¢ € C '(Q7)and t € [0, T], the equality

ff ou-¢+(1+ ||u|Iﬁp(g))IVul”_2VuV(pdxdt = ff & - pdxdt
Q Q

3.1. Energy inequality for u

holds.

Given & > 1, let us choose a test function ¢ = u"™y(x)"*'n(t), where ¢ € C*(Q) and n € C=((0,T)),
and they also satisfy:
0<y<1inQ,0<np<1in(0,7). (6)

Note that, by utilizing the norm convergence result of Lemma 2.2 for L”, and with the aid of Holder’s
inequality and (6), it is straightforward to obtain the following as 4 — 0,

f Ouppdx — f Ougdx, @)

Q Q
f (IVulP>Vu), Vodx — f IVulP2VuVedx, 8)

Q 0
[l )72, T0 = [ 1 ) g V9T ©)

Q 0

Therefore, when £ is sufficiently small, we have
ff Ouppdxdr + ff 1+ ||u||Z,(Q))(|Vu|l"2vu)hv¢dxdt <0. (10)
Qx(t1,12) QX(t1,12)

We begin by analyzing f fo L) Oup¢pdxdt. Through the process of integration by parts, it is evident
that we can obtain:

fjs‘)x 1ot )atuhgbdxdt fox(t ) 6t”h”m¢/(x)m+177(t)dxdt

11
f j;x(t 0) O (U™ — uj) )l,l/(x)"’+ln(t)dxdt+ f fgx(t t)auhu ()™ n(r)dxdt. an
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Note that d,u, = “5*, combined with the fact that ¥ is an increasing function with respect to u, we

can conclude that
Oup(u™ —u)') > 0.

Take note of ¢ € C*(Q), n € C*((0,T)), and in conjunction with Lemma 2.2, we can deduce
ff Ou(u™ — uﬁ)gﬁ(x)’"”n(t)dxdt N\, +0ash — 0. (12)
Qx(11,12)

Next, let us analyze f fg 8,u;;’+1¢/(x)’”+ln(t)dxdt. By performing integration by parts, we can obtain

fj;)x 1. 12) a’uzlﬂl/’(x)mHU(l)dxdt

13
= ey o s = [ f ™ anodxdr, 4
By utilizing Lemmas 2.1 and 2.2, combined with the result (5), we have
f u(x, 1) ()" (t)dx — f u(x, )"y (x)" 'n(tr)dxash — 0, (14)
Q Q

f f W (e o m(t)dxdt — f f u" ()" o m(t)dxdras h — 0. (15)
QX(t1,12) Qx(t1,12)

For ease of description, let us define

I, =
0 m+ 1

1
f U, 1) Yy () dx — —— f f W (™ ().
Q m+ 1 Qx(t1,1)

Consequently, we have
lim 1, = I. (16)

h—0

Now, let us analyze L, = f fo _ (1+ ||u||Z, |VulP~2VuV¢dxdt. From (9), it is easy to derive

(Q))

b= f f (1 + 1l 0 )(IVul” 2 Vaa), Vddxdt — Lo ash — 0. an
Qx(t1,12)

Please note that from (6), we can obtain 0 < y(x) < 1, which in turn leads to ¥(x)™' < y(x)". By
utilizing the integration by parts, we can deduce:

Lo = [ oy U Ml o)IVul? > VuV (™ (x)"™ ()daxds
<[ Joari O g ™ [V ulP (0™ p(r)dxd
+m A1) [ [ (Ul o )" ()" n(0) VP~ [Vi(x)|dxds (18)
<[ oy (U Tl )™ IVulP ()" (1) dxds
+m A1) [ [ (U Il o )" ()" n(0)Vul? ™ [Vi(x)ldoxdr.

p

By selecting the parameters % and %, and utilizing the weighted Holder’s inequality and Young’s

inequality, we can obtain:

T oy (L Nl ™) ) V™ V0l e
< 2 [ fon (U ] o ™ () (D) VP dxd (19)
-1
Y (U Dl g ey () Vg (0P doxd,
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By combining Eqs (17)—-(19) and simplifying, we obtain the following result.
Theorem 3.1. Let u be a solution to the variational inequality (1). For any given t,1, € (0,7), m > 0,
and p > 2, if t; < 1, holds, then there exists a non-negative constant C that depends only on m and p,
such that
Joy uCx, 1)y (x)™  n(1)dx
< S+ 1P mt e [l ) () () Vi ()P ded (20)
[ Sy (U 117 0™ )™ @ ()l doede,
and
[ o o W IV UPY (0 () dxdt
<O+ DPm? [ o QU Nl o) )u?™ " ) (O Vi (ol dxds @D
+-;E§;S~fj;thh)(l4—HuHZ«QQum+1¢(XY"+Waﬂﬂfﬂdxdﬁ

3.2. Energy inequality for Vu
We examine the energy inequality regarding the gradient Vu. For ease of discussion, let us define:

O(p, 6) = O(p, 0l(xo, 10)) = Op X Zg = {x|lx = xo| < p} X (1o — 6, 10), (22)

where (xy, fy) 1s a point located within the interior of Q7. Furthermore, let us set an undetermined
constant ¢ € (0, 1) such that

1- 1-
2n0-p,9n =00+ g

Pn=0p+ T 0,0, = O(0,,6,) = 0, X Ey,. (23)
It is worth noting that Oy = O(p, ), O, = O(op, c8). Additionally, we need the following cylindrical
region:

On = O(ﬁn, én) = G)ﬁn X Eé,l, (24)
where

1 ~ 1
pn = E(pn +pn+l)’ Hn = E(en + 0n+1)' (25)

Clearly, within these cylindrical regions,
0,1 €0, CcO,. (26)

Building upon the foundations of O, and O,, we provide more detailed definitions for  and . We
assume that i, is a truncation factor on ®,, , satisfying not only the conditions regarding i as stated
in (7), but also ¢, on the boundary of ®, ., being 0, as well as

n+1

n+2

wn(x) = lln ®pn’ |an| S m.

27)

Furthermore, let us assume that 7, is a truncation function on =

..;» which not only satisfies (7), but
also n, at ty — 6, being 0, as well as

n+2

n zlaavns .
M) = TinZy, Vil < 7=

(28)
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From (1), we know that when Lu < 0, then u = uy. According to the assumption of uy, it is clear that
Vu € L*({(x, )lu = uo}). (29)
Next, we analyze the case of Lu = 0 on Q7. Let v = |Vu|, and set

¢ =ply-— kn+1)l:1 X l//ZUﬁ,é'n = I{(x,t)eO,,Ivzk,m}a (30)

and k, = k— zi,,k, where k is a non-negative undetermined constant. Multiply both sides of VLu = 0 by
¢ and integrate over O,, we have

f f 0,Vupdxdr + f f (1 + [ull?, ) X div(r" Vi) Vipdxdr = 0. (31)
On on

Regarding f fo 0,Vupdxdt, applying the fundamental principle of differential expansion, we can

obtain:

ffon 0,Vu x odxdt = p f fOn O — ko))" ! Xyl dxdr 32)
= [, 0= kuet) xyimpidx = p [ Jo = knet)” X @00 g dxdr.

Next, let us analyze the second term on the left-hand side of (31), using the fundamental principle of
differential expansion. It is easy to observe that
[ Jo, 4+ Nl )iV Vi) Veod xd
= p(p =17 [ [, (1 lull] )V 21 AuP(v = ko)L X yimdxde (33)
+(p = DP? [ fo (1 + Nl v 2Aul(v = k)2 ™ Vg dixde,

Please take note that if =’ in (31) is changed to ’>’, it would not be conducive to constructing an
energy inequality, which in turn hinders our search for a lower bound for

f (1 [l o V721 AUP (v = K772 X yldxd.
Op
Furthermore, due to the fact that forany n = 1,2,3,---, we have

1
v>ko= Ek in {(x,1) € O,|v > ky41}, (34)

it follows that )
J o, QU Nl g )vP 21 AuP(v = k)27 X i deds

-2 1y

> p(8) [ fo, (U Dt o I = k)2 Au x gt dxd (35)
-2 1

=18 [ L, (U Nl o IV = )27 X gl dxdr.

Be aware that (v — k,); < von {(x,?) € O,|v > k,1}, thus resulting in

(p= 1P |[ fo, (1 + v 21AuP v = ko)™t X 2™ 1V,

: Lo (36)
< (p =P [ fo, (Ul o )v3P 21V = k)2 X 0 1193, .
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We aim to construct an upper bound for
1
ff (1 + [full7 )V 2Y(y = k)2 X g IVl dds,
On

in terms of f fo (1 + ||lull? (Q))|V(V k ) P2 x Whnhdxdz, so that we can subsequently apply the Holder
and Young mequahtles to obtain:

(p=1p* [ fo 1+ IIMIIPP(Q))v%P‘ﬂV(v—kn) | X gl |V, |dxdt
<4 1)2( ) ffo (1 + [lull7 P(Q))lv(v - kn)+ |2 X Yhmhdxde (37)
ST I o, U+ Nl g 9?7~ x WE |V, Pl dxdt.

By combining formulas (31)—(33) and (35)—(37), we obtain the following result.
Theorem 3.2. Assuming v = |Vu|, foranyn = 1,2,3,---, we have

sup [, (v = kuet)? x gy + (Y [ 90— )P x ik dxdr

t E._.gn

< Pffo (1 + el )V = ki) X i "10,m,|dxdt (38)
TR J fo (1 + [lal], o)v*P* x W2V, Prbdxdt.

4. Infinite norm estimation of |Vu|

This section examines the infinite norm estimation of the spatial gradients of solutions near the
point (xy, #p). By utilizing Theorem 3.2, it is straightforward to obtain

sup f® 0 ket x Wi+ G ([ [0~ k)Y x yldxds

I E._.gn

< P (,.)9 = fo (1 + ) V7 X wnnn iy, >0dxdt (39)
22n+4

3p—4 p=2_p

Now, we simplify the recursive relation in (39) in order to utilize Lemma 2.1, defining

X, = ff (v — k)" dxdr.
On

Note that when /(,4,,,),>0 = 1, we have v > k.1 and (v — ky41), > 2n—"+1, thus resulting in

2(n+1)p
Lot ). >0dxdt < (v = k)P dxdt = 2" VPEPX, (40)
On n+1)4+ kp On

Lemma 4.1. Foranyn = 1,2,3,---, we can obtain:

ff vp1<v_kn+l)+>0dxdt22"”+1ff (v — k)" dxde.
Oﬂ Oﬂ

AIMS Mathematics Volume 9, Issue 12, 35949-35963.




35958

Proof: Note that {(x, 1)|(v — k,+1), > 0} C O,, hence, resulting in

f (v — k)" dxdr > f f v = k) Ly—kyr), s0dxdr. 41)
(0 0O,

By further utilizing k,, = k11 %, as well as v > k41 on {(x, 1)|(v — k,+1), > 0} C O,, we can obtain:

2n+1 2 p
f f (v — k,)ydxdr > f f v”( ST 1) Lty >0dxdr. (42)
n n +

Finally, to simplify the result, amplifying 2"*! — 1 to 2"*!, we can obtain:

1
f f (v = ky)fdxds > Jopr f f VP, >0dxdr.
()n ()"

Next, we seek the upper bound of X,,.; in order to establish a recursive relation with X,, in (39).
Note that O, D O, and ¢, = 1in O,,, thus by using the Holder’s inequality, we have

Xoor < [ Jo 100 = ko) 2? X 9r,, Pl xdt

+ N+ % (43)
< (f fon |(V - kn+1)ﬁ/2 X l//nf]nlzN 2d df) : (f fOn I(V_kn+])+>0dXdl) 2.
By combining the aforementioned estimation results with (40), it is straightforward to obtain:
X1 < (v = ks)?? X g, PPdxdt
=l o (44)

< (f J(‘)” (v — kn+l)i/2 Xy,n, |2N+ dx dl‘)N+24"pk PN+2X N+2

Due to the high exponent of f fo (v — k,,+1)f/ % ;[/nrynlzNT+2 dxdt, it becomes challenging to control it
using the norms in the above results. Therefore, we employ the Caffarelli-Kohn—Nirenberge inequality
to reduce the order of the norms, resulting in

J Jo, 10 = )2 5, PN doxdt
(45)
< Cck-nN (f J;),, VO = k) %, r)nlzdxdt) (ess supf(a (v = ks % wnnn|2dx) ,

€=,

By further utilizing (39), it is evident that

ess supf v —ky1)’ X y,n,dx < H, (46)
tEEEn ()n
1 2p* [k 2-p
V(v — k)2 x dxdt < (—) x H, 47
J [ wo=wote <o, (- 172 7
where a,
= (f = S o, QU+ 1lull ) X VP T, ), s0doxd

22n+4

S 1 5 [ o, (U Il ) X VPP~ 50dxdr.
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By substituting (46) and (47) into (45), we obtain an estimation for f fo (v — k,m)f/ 2% {pnnn|2NT+2dxdt,
denoted as:

/2 o N+2 2p2 k 2P 1+2
f (v = ki)Y X @, |7V dxdt < Co_gy 2(—) H'v, (48)
o, (p—-D7\2
By further utilizing the Holder’s inequality, we can obtain:
J Jo, (U Mlell o )V~ i), s0dovd )
.t N+l
< (o, 1 Nt W2 X252 e )™ ([ (1 Il VP Tt >0kt ) ™2

Using the energy inequality (Lemma 3.1), we obtain:

—2)(N+2 —2)(N+2
f[) a+ ””Hip(g))v(p INFD+Pqxdr < C‘ﬁ (1+ ||u||€p(Q))L UPDN+Dp g qr
n =6 Pn

Furthermore, from (6), we can derive
f (1 + [l VP~ Tt 0dxds < C(p, lutglea)2" 1 X, ¥5 (50)
By utilizing Lemma 4. IQ;nd (50), we have
S, 100 = ke 5 g, P diedt
< C(Ce_gn, P, ps O, 9)(5)2"’(2np+1x,, + C(p, |u0|m)znp+lxn%)”%. Gb
Combining (44) and (51), we obtain:
Xt < (Cotons Pops 0 6, lutolo )k ¥24"X, 52,
By further restricting k > 1, we have
Xt € (Comkns o5 00, ol )4 X, 72,
Finally, by applying Lemmas 2.4 and 2.5, we can obtain:
Xo < (Comk-ns P> s 0 0, luol) 247712, (52)

It is worth noting that in the above equation, we can choose o = 0.5 , thereby obtaining the main result
of this paper.
Theorem 4.1. For any O(p, #) C Qp, there exist non-negative constants that depend only on p, p, 6,
and |uo|w, such that the solution u of the variational inequality (1) satisfies:

Vu € L*(O(p, 6)).

Note that Q7 is a bounded and open set on R,,;, and we can find a finite number of points (let us
assume there are m points)

(x1, 1), (x2,12), -+, (Xs b)
on Q7 to construct the set
O(p, bl(x1,11)), O(p, Ol(x2,12)), -+, O(p, Ol(Xp, tn))-

In this case, we have U, O(p,6|(x;,1;)) O Qr, and on each O(p, 6|(x;,1;)), we also have Vu €
L= (O(p, 0)). Therefore, by the finite open cover theorem, there exist non-negative constants that depend
only on p, N, T, dim(£2), and ||, such that the solution u of the variational inequality (1) satisfies

Vu e L¥(Qr).
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5. An example from option pricing

We continue to examine the valuation of call options with early exercise features, as detailed in
Model (3). This is commonly referred to as American options in the literature [1-4]. In financial
scenarios, to mitigate significant losses, option issuers typically impose barrier clauses on top of
Model (3). When the price of the stock underlying the American option exceeds (S, S,), the option
becomes void. At this point, the value of the American option is given by:

max{L¢, (S — K). — ¢} = 0in(S,52) X (0, T),
¢(-,T)=(S = K)+in(S4,52), (53)
¢(S1-,0=¢(S2-,1)=0in(0,7),

where Lo = 0,¢ + %e2S 2055¢ + rSds¢ — ré, S, and S, represent the lower and upper price limits of
the stock as specified in the option agreement, and 0 < S| < §,. In contrast, if the option does not
include early exercise features, we refer to it as a European option, and its value is given by:

LO=0in(5,52) x(0,7),
O(-,T) =(S - K)+in(S1,S>2), (54)
DS -,)=D(S,-,0)=0in(0,7).

By applying the transformation x = In S and r = T—t, and letting M¢ = 8.¢—16°0.,¢+(r—161)0,p+r¢,
the valuation models for the American option and the European option, represented by (53) and (54),
can be rewritten as:

max{M¢,(e* — K); —¢} =0in(InS,InS,) x (0, T),

¢, T)=(e"-—K),in(InS;,InS>), (55)
¢(nS;-,0)=¢(UnS,-,1) =0in(0,7),

and
M® =0in(InS,InS,) x (0, 7),
O(-,0) = (¢' = K)+in(InS4,1nS>), (56)
O(UnS,-,0)=¢(InS,-,1) =0in(0,7),

respectively.

Next, we will use the American option model (55) and the European option model (56) to verify
the results of Theorem 4.1. Compared to European options, American options include early exercise
features, allowing investors greater flexibility in hedging strategies. This means that when stock prices
fluctuate, American options tend to exhibit greater stability than European options [1,2], as expressed
by
0 0
ax' |~ lax

On the other hand, by choosing v = (%(D and taking the partial derivatives with respect to x on both
sides of the three equations in (56), we obtain S S 2.

¢ < | Za|. (57)

Mv =0in(InS,InS») x (0,7),
v(-,0) = e lsgin(InS,InS>»), (58)
v(InS;-,8) =v(InS,-,1) =0in (0, 7).
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Note that MS, =rS, >0,v(-,0) < S,in(InS,InS>), and
v(InS;-,)=v(InS,-,))=0<8,1in(0, 7).

By the comparison principle, we can conclude thaty < S,in(InS,InS,) X (0, 7). Furthermore, by
applying the comparison principle again, we can derive v > =S, in(InS;,InS,) X (0, T'), leading to

<S,. (59)

0
<|—d
- ‘8)6

9
8x¢

Clearly, this result is consistent with the conclusion of Theorem 4.1.
6. Conclusions and discussions

This paper investigates the variational inequality initial-boundary value problem for a class of
degenerate parabolic Kirchhoff operators, denoted as:

Lu = 8 — (1 + |[ull], ) X div(|Vul”"'Vu).

First, by utilizing the time smoothing operator u,(x,t) = % fot exp{%}u(x, t)ds, the C*(Q)-
continuity of functions ¢, and the C*((0, T'))-continuity of function n, as well as the Holder’s inequality,
the energy inequality for the solution u is obtained. Next, based on ¢ and 1, we construct the spatial
truncation function ¢, and the temporal truncation function 7,, and analyze the energy inequality for
the spatial gradient Vu of the solution. Finally, by utilizing the Caffarelli-Kohn—Nirenberg inequality
(Lemma 2.3), the result of a convergent sequence of sets (Lemmas 2.4 and 2.5), and combining the
results of the two energy inequalities, we obtain the boundedness of the infinity norm of the spatial
gradient Vu of the solution.

Throughout the completion of this paper, there are some important notes that readers should pay
attention to:

1) The construction method adopted in analyzing the energy inequality of the solution’s gradient in this
paper is quite stringent, and it is no longer feasible to extend the parabolic operator to more complex
scenarios, such as degenerate parabolic nonlinear operators, as shown in Eq (30).

2) When analyzing the energy inequality of the solution’s gradient, it is required that p must be greater
than or equal to 2; otherwise, Eqs (33), (35), and (36) are not valid.
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