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We study the strong approximation of a Backward SDE with finite stopping time horizon, namely the
first exit time of a forward SDE from a cylindrical domain. We use the Euler scheme approach of [4, 29].
When the domain is piecewise smooth and under a non-characteristic boundary condition, we show that
the associated strong error is at most of order h1¢ where h denotes the time step and ¢ is any positive
parameter. This rate corresponds to the strong exit time approximation. It is improved to h%~¢ when
the exit time can be exactly simulated or for a weaker form of the approximation error. Importantly,

these results are obtained without uniform ellipticity condition.

Keywords: Discrete-time approximation, backward SDEs, first boundary value problem.
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1. Introduction

Let T > 0 be a finite time horizon and (€2, F,P) be a stochastic basis supporting a d-dimensional
Brownian motion W. We assume that the filtration F = (F,),<r generated by W satisfies the
usual assumptions and that Fpr = F.

Let (X,Y, Z) be the solution of the decoupled Brownian Forward-Backward SDE

X, Xo +/Otb(XS)ds+/Ota(Xs)dWS (1.1)

T T
Vi = g X+ [ L f (X YaZyds - [ zaw, tepr. ()
t t

where 7 is the first exit time of (¢, X});<7 from a cylindrical domain D = [0,T) x O for some
open piecewise smooth connected set @ C R?, and b, o, f and g satisfy the usual Lipschitz
continuity assumption.

This kind of systems appears in many applications. In particular, it is well known that it is

related to the solution of the semi-linear Cauchy Dirichlet problem

—Lu— f(,u,Duc)=0 on D , u=g on 9,D, (1.3)
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where £ is the (parabolic) Dynkin operator associated to X, i.e. for ¢ € C12
1
L) == 0ptp + (b, D) + 5% [aD*y] | a:=o00",

and 9,D := ([0,T) x d0) U ({T'} x O) is the parabolic boundary of D. More precisely, if the
solution u of (1.3) is smooth enough, then Y = u(-, X) and Z = Duo(-, X ). Thus, in the regular
frame, solving (1.2) is essentially equivalent to solving (1.3).

In this paper, we study an Euler scheme type approximation of (1.1)-(1.2) similar to the one
introduced in [4, 29], see also [2, 3, 24]. We first consider the Euler scheme approximation X
of X on some grid 7 := {t; = ih, i < n} with modulus h := T/n, n € N*. The exit time 7 is
approximated by the first discrete exit time 7 of (¢;, X, )t,ex from D. Then, the backward Euler
scheme of (Y, Z) is defined for i =n—1,...,0 as

thi =E [Y/ti+1 | ‘7:751] + 1«7 h f(Xti7}7ti’ th) ) Zti =h"'E [}775 (Wt - Wtz) | ftl} )

i+1 i+1

with the terminal condition Y7 = ¢(7, X>) . Here, g is a suitable extension of the boundary
condition on the whole space [0, 7] x R%.
The main purpose of this paper is to provide bounds for the (square of the) discrete time

approximation error up to a stopping time 6 < T P — a.s. defined as

Err(h)] ;== maxE | sup 1,<g|Y; — Y, |?
<n te[ti,tiy1]

+E

0
/0 |Zt—z¢<t>|2dt] , (1.4)

where ¢(t) :=sup{s € 7 : s < t}.

We are interested in two important cases: § = T and § = 7 A 7. The quantity Err(h)r coincides
with the usual strong approximation error computed up to 7. The term Err(h), A7 should be
more considered as a weak approximation error, since the length of the random time interval
[0,7 A 7] cannot be controlled sharply in pratice. It essentially provides a bound for Yy — Yp,
or equivalently in terms of (1.3), u(0, Xo) — Yo. Let us mention that a precise analysis of the
weak error has been carried out by Gobet and Labart in [14] in the uniformly elliptic case with
O =R

Asin [4], [23] and [29], who also considered the limit case O = R? (i.e. 7 = T'), the approximation

error can be naturally related to the error due to the approximation of X by X¢, and the

T A~
/O 120 — Zogo|12dt

regularity of the solution (Y, Z) of (1.2) through the quantities:

R(Y )52 := max[E

! sup  |V; — Yy, |?
<n

teE[ti,tiv1]

and R(Z)j.:=E

where

R tit1
7y = hlE U Zyds | ]—"ti] for i <n. (1.5)

t;
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In the case f = 0, Y is a martingale and Y;, is the best L? approximation of Y; on the time
interval [t;,t;11] by an F;,-measurable random variable. In this case, Doob’s inequalities imply
v [V = V2] = E[Vas, = Yal?] 2 ¢ E [supiep, p,,,) 1Y = V3,2, for some
universal constant ¢ > 0.

Moreover, the definition (1.5) implies that Z¢ is the best approximation in L?([0,T] x Q,dt ®
dP) of Z by a process which is constant on each time interval [t;,t;11). Thus, R(Z)}. <
E[Jy 120~ Zogw1%dt]

This justifies why R(Y)%. and R(Z)}. should play a crucial role in the convergence rate of
Err(h) to 0 as h — 0.

Bounds for similar quantities have previously been studied in [4, 29] in the case O = R? and

that E [supt6 [k,

in [2, 24] in the case of reflected BSDEs. All these articles use a Malliavin calculus approach to
derive a particular representation of Z. Due to the exit time, these techniques fail in our setting.
We propose a different approach that relies on mixed analytic/probabilistic arguments. Namely,
we first adapt some barrier techniques from the PDE literature, see e.g. Chapter 14 in [11] and
Section 6.2 below, to provide a bound for the modulus of continuity of u on the boundary,
and then some stochastic flows and martingale arguments to obtain an interior control on this
modulus. Under the standing assumptions of Section 2, it allows to derive that R(Y)Z, +
R(Z)}. = O(h) and that u is 1/2-Hélder in time and Lipschitz continuous in space.

To derive our final error bound on Err(h)g, we additionally have to take into consideration the
error coming from the approximation of 7 by 7. We show that E[|7 — 7|] = O(hz~¢) for all
¢ > 0. Combined with the previous controls on R(Y)%. and R(Z)7,., this allows us to show
that Err(h)p = O(hi~<). Exploiting an additional control on a weaker form of error on 7 — 7,
we also derive that Err(h),nz = O(hZ7¢). As a matter of facts, the global error is driven by
the approximation error of the exit time which propagates backward thanks to the Lipschitz

continuity of u.

Importantly, we do not assume specific non degeneracies of the diffusion coeflicient but only a
uniform non characteristic boundary condition and uniform ellipticity close to the corners, recall
that O is piecewise smooth. Using the transformation proposed in [19], these results could be
extended to drivers with quadratic growth (for a bounded boundary condition g). Also, without
major difficulties, our results could be extended to time dependent domains and coefficients (b,
o and f) under natural assumptions on the time regularity. We restrict here to the homogeneous

cylindrical case for simplicity.

We note that the numerical implementation of the above scheme requires the approximation
of the involved conditional expectations. It can be performed by non-parametric regression
techniques, see e.g. [15] and [22], or a quantization approach, see e.g. [1] and [7, 8]. In both cases,
the additional error is analyzed in the above papers and can be extended to our framework. We
note that the Malliavin approach of [4] cannot be directly applied here due to the presence of
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the exit time. Concerning a direct computable algorithm, we mention the work of Milstein and
Tretyakov [25] who use a simple random walk approximation of the Brownian motion. However,
their results require strong smoothness assumptions on the solution of (1.3) as well as a uniform

ellipticity condition.

The rest of the paper is organized as follows. We start with some notations and assumptions in
Section 2. Our main results are presented in Section 3. In Section 4, we provide a first bound
on the error: it involves the error due to the discrete time approximation of 7 by 7 and the
regularity of the solution (Y, Z) of (1.2). The discrete approximation of 7 is specifically studied
in Section 5. Eventually, Section 6 is devoted to the analysis of the regularity of (1.3) and (1.2)

under our current assumptions.

2. Notations and assumptions

Any element z € RY, d > 1, will be identified to a line vector with i-th component z* and
Euclidean norm ||z||. The scalar product on R? is denoted by (z,y). The open ball of center x and
radius r is denoted by B(x,r), B(w,r) is its closure. Given a non-empty set A C RY, we similarly
denote by B(A,r) and B(A,r) the sets {x € R? : d(z,A) < r} and {z € R? : d(z, A) < r}
where d(z, A) stands for the Euclidean distance of = to A. For a (m x d)-dimensional matrix M,
we denote M* its transpose and we write M € M? if m = d. For a smooth function f(¢,z), Df
and D?f stand for its gradient (as a line vector) and Hessian matrix with respect to its second
component. If it depends on some extra components, we denote by 0 f(t, x,y, 2), O f (¢, z,y, 2),

etc... its partial gradients.

2.1. Euler scheme approximation of BSDEs
From now on, we assume that the coefficients of (1.1)-(1.2) satisfy:
(HL): There is a constant L > 0 such that for all (t,z,y,z,t',2',y,2') € ([0,T] x R x R x R%)%:

‘ < L H(tuxuyaz)_(tlvxlvylazl)” ’
| < L1+ |(y2)) -

H(b7 g,9, f)(tu z,Y, Z) - (bu 0,9, f)(tlu xlu ylu ZI)
[(b,0,9, F)(t, %y, 2)
Under this assumption, it is well known, see e.g. [27, 28], that we have existence and uniqueness

of a solution (X,Y,Z) in 8% x 82 x H?2, where we denote by S? the set of real valued adapted

1
continuous processes ¢ satisfying ||€|ls2 := E [suptST I&?]? < oo, and by H? the set of

progressively measurable R%valued processes ¢ for which ||(||32 = E| fOT ¢|2dt]? < oo .
As usual, we shall approximate the solution of (1.1) by its Euler scheme X associated to a grid

mi={t;=ih,i<n}, h:=T/n, neN*,
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defined by

t t
X, = X0+/ b(X¢(S))dS+/ O'(X¢(S))dws ,t>0, (2.1)
0 0

where we recall that ¢(s) := argmax{t;, i <n : ¢; <s} fors>0.
Regarding the approximation of (1.2), we adapt the approach of [29] and [4]. First, we approx-
imate the exit time 7 by the first exit time of the Euler Scheme (¢, X;)¢e, from D on the grid

i
Ti=inf{ter : X, ¢ O}AT .

Remark 2.1. Note that one could also approximate 7 by 7 := inf{t € [0,T] : X; ¢ O} AT,
the first exit time of the “continuous version” of the Euler scheme (¢, Xt)te[O,T]a as it is done
for linear problems, i.e. f is independent of (Y, Z), see e.g. [13]. However, in the case where O
is not a half-space, this requires additional local approximations of the boundary by tangent

hyperplanes and will not allow to improve our strong approximation error, compare Corollaire
2.3.2. in [12] with Theorem 3.1 below.

Then, we define the discrete time process (Y, Z) on 7 by
Vi, = E[Yi, | Fu]+li<r b f(Xe,, Ve, Z1,) (2.2)
Zy, = hWE[Yi,, W — W) | F] Li<n, (2.3)
with the terminal condition
Yr = g(7,X7). (24)
Observe that Y, 14,57 = g(7, X7)1;,>7 and that Z;, 14,5 = 0.
One easily checks that (Y;,,Z;,) € L? for all i < n under (HL). It then follows from the

martingale representation theorem that we can find Z € H2 such that

_ _ tiv1

Vi, —E[Yi,, | F] = / ZsdWy forall i <n. (2.5)
ti

This allows us to consider a continuous time extension of Y in S? defined on [0, 7] by

T T
Y, = g(7_’, 7—)4—/ 1.7 f(X¢(S),Y¢(S),Z¢(S))dS—/ ZdWs . (26)
t t

Remark 2.2. Observe that Z = 0 on |7, T] and Z = 0 on |7, T]. For later use, also notice that
the Itd isometry and (2.5) imply

i

_ tit1 _
Z., = h'E [/ Zyds | ]-'tl} Li<n. (2.7)
ti
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2.2. Assumptions on O, o and g
Our main result holds under some additional assumptions on O, ¢ and g. Without loss of
generality, we can specify them in terms of the constant L which appears in (HL).

We first assume that the domain O is a finite intersection of smooth domains with compact

boundaries:

(D1): We have O := 2, O° where m € N* and O is a C? domain of R? for each 1 < ¢ < m.
Moreover, O has a compact boundary, sup{||z| : = € 0*} < L, for each 1 < ¢ < m.

It follows from Appendix 14.6 in [11] that there is a function d which coincides with the algebraic
distance to O, in particular O := {z € R? : d(z) > 0} , and is C? outside of a neighborhood
B(C, L) of the set of corners

C:= ) 00 NoO*.
1#£k=1

We also assume that the domain satisfies a uniform exterior sphere condition as well as a uniform

truncated interior cone condition:

(D2): For all z € 9O, there is y(z) € O°, r(z) € [L~1, L] and 6(z) € B(0,1) such that

B(y(z),r(z)) N O = {x} and {2’ € B(z,L™") : (' —2,6(x)) > (1 - L Y2’ -z} cO.

In view of (D1), these last assumptions are actually automatically satisfied outside a neighbor-

hood of the set of corners, see e.g. Appendix 14.6 in [11].

In order to ensure that the associated first boundary value problem is well posed in the (uncon-

strained) viscosity sense, we shall also assume that

a = 00

satisfies a non-characteristic boundary condition outside the set of corners C and a uniform

ellipticity condition on a neighborhood of C:

(C): We have
inf{n(z)a(z)n(z)* : © €00\ B(C,L™ ")} > L™" where n(z) := Dd(z) ,
and
inf{¢a(x)¢* : €€ 0B(0,1), 2€ONBC, L Y} >L"'.

In particular, it guarantees that the process X is non-adherent to the boundary.
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Observe that n coincides with the inner normal unit on 9O outside the set of corners. By abuse

of notations, we write n(x) for Dd(z), whenever this quantity is well defined, even if z ¢ 9O.
Importantly, we do not assume that ¢ is non degenerate in the whole domain.
We finally assume that g is smooth enough:

(Hg): g € CV2([0,T] x R?) and [|Q,gl| + || Dgll + [ D*gll < L on [0,T] x R?.

Clearly, this smoothness assumption could be imposed only on a neighborhood of 9O. Since it
is compact and Y depends on g only on 0O, we can always construct a suitable extension of g
on R? which satisfies the above condition. Actually, one could only assume that g is Lipschitz
in (¢,x) and has a Lipschitz continuous derivative in . With this slightly weaker condition, all
our arguments would go through after possibly replacing g by a sequence of regularized versions
and then passing to the limit, see Section 6.4 for similar kind of arguments.

3. Main results

We first provide a general control on the quantities in (1.4) in terms of R(Y)%., R(Z),. and
|7 — 7|. Let us mention that this type of result is now rather standard when O = R9, see e.g.

[1], and requires only the Lipschitz continuity assumptions of (HL).

Proposition 3.1.  Assume that (HL) and (Hg) hold. Then, there exist Cr, > 0 and a positive
random variable &1, satisfying E[(§1)P] < CY for all p > 2 such that

Err(h)2 < Cf (h +R(Y)%: + R(Z)f + E {gm — 7|+ 1rer /T |ZS|2dsD (3.1)

and

Bre(h)2; < B} < Co (b4 ROG + R(Z)fe) +E [E [erlr — 7] | Fronr)?]
T 2
1,.E U |ZS||ds|}"T} ] . (3.2)

where T4 is the next time after T in the grid w: 74 :=inf{t e 7 : 7 <t} .

+ CLE

The proof will be provided in Section 4 below. Note that we shall control Err(h)?,- through
2

the slightly stronger term Err(h)7, -, see (3.2). This will allow us to work with stopping times

with values in the grid 7 which will be technically easier, see Remark 4.2 below.

2 _. it remains to control the

In order to provide a convergence rate for Err(h)% and Err(h)7, Az

quantities R(Y)%., R(Z)}. and the terms involving the difference between 7 and 7.
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The error due to the approximation of 7 by 7 is controlled by the following estimate that extends
to the non uniformly elliptic case previous results obtained in [12], see its Corollaire 2.3.2. The

proof of this Theorem is provided in Section 5 below.

Theorem 3.1. Assume that b and o satisfy (HL) and that (D1) and (C) hold. Then, for
e € (0,1) and each positive random variable & satisfying E[(£)P] < CF for all p > 1, there is
C7 > 0 such that

E[E[lr -7 Fradd?] < Cin' ™,
In particular, for each e € (0,1/2), there is C§ > 0 such that
Ellr—7l] < Cir'/*=.

In [12], the last bound is derived under a uniform ellipticity condition on ¢ and cannot be ex-
ploited in our setting, recall that we only assume (C). Up to the € term, it can not be improved.
Indeed, in the special case of a uniformly elliptic diffusion in a smooth bounded domain, it has
been shown in [16] that E[r — 7] = Ch? + o(h2) for some C' > 0, see Theorem 2.3 of this
reference.

Our next result concerns the regularity of (Y, Z) and is an extension to our framework of similar

results obtained in [23], [4], [3] and [2] in different contexts.
Theorem 3.2. Let the conditions (HL), (D1), (D2), (C) and (Hg) hold. Then,
R(Y)s: +R(Z)f. < CLh. (3.3)

Moreover, for all stopping times 6,9 satisfying 0 <9 <T P — a.s., one has

B| s [V-Yl*| < EEZW0-0P], p21. (3.4
0<s<9
and
9
E / ||ZS||pdS | ]:9‘| < E[fil'l?—ﬂ |'7:9] ,p=1,2, (35)
0

where £ is a positive random variable which satisfies E[|7 7] < oo, for all ¢ > 1.
In addition, the unique continuous viscosity solution u of (1.3), in the class of continuous solu-
tions with polynomial growth, is uniformly 1/2-Hélder continuous in time and Lipschitz contin-

uous in space, i.e.

lu(t,z) — u(t',z')| < C1 (|t_t'|%+||x_x/|\) for all (t,z) and ({,2')eD.  (3.6)
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The proof is provided in Section 6 below. The bound (3.5) can be interpreted as a weak bound
on the gradient, whenever it is well defined, of the viscosity solution of (1.3). It implies that Y is
1/2-Holder continuous in L? norm. This result is rather standard under our Lipschitz continuity
assumption in the case where © = R?, i.e. 7 = T, but seems to be new in our context and under
our assumptions. The bound R(Z)}.. < Cr h can be seen as a weak regularity result on this
gradient. It would be straightforward if one could show that Duo is uniformly 1/2-Holder in

time and Lipschitz in space, which is not true in general.

Combining the above estimates, we finally obtain our main result which provides an upper
bound for the convergence rate of Err(h)? (and thus for Err(h)2,-) and Err(h)3..

T+ N\T TNAT

Theorem 3.3. Let the conditions (HL), (D1), (D2), (C) and (Hg) hold. Then, for each
e €(0,3), there is C5 > 0 such that

Err(h)? .. < CSh'™°  and Err(h)2 < C5 h3 7.

T AT
This extends the results of [2, 3, 29] who obtained similar bounds in different contexts.

Remark 3.1. When 7 can be exactly simulated, we can replace 7 by 7 in the scheme (2.2)-
(2.3). In this case, the two last terms in the right hand-sides of (3.1) and (3.2) cancel and we
retrieve the convergence rate of the case O = R?, see e.g. [1].

Remark 3.2. Note that the Lipschitz continuity assumption with respect to the x variable on
g and f is only used to control at the right order the error term coming from the approximation
of X by X in g and f. If one is only interested in the convergence of Err(h)r this assumption

can be weakened. Indeed, if we only assume that

(HL’;): b, o satisfy (HL), sup{|f(-,v,2)|, (y,2) € R x R} and g have polynomial growth, and
f(z,-) is uniformly Lipschitz continuous, uniformly in = € R,

a weak version of (3.1) can still be established up to an obvious modification of the proof of

Proposition 4.2 below. Namely, there exists C' > 0 and a positive random variable & satisfying

E[(£)P] < C7 for all p > 2 for which
T T
fr-1l+ [ Loer [ 12Pds
0 T

T
|g(T7 X‘r) - 9(77—7 _7’—)|2 + /0 |f(XS7 Y, Zs) - f(X¢(s)7 Ys, Zs)|2d5‘| . (3'7)

T
Err(h)% < C(h—i—E / Y, — Yy °ds| + R(Z)} +E
0

+ CE

The terms E UOT |Ys — Y¢(s)|2ds} and R(Z)7,. are easily seen to go 0 with h, see e.g. the proof

of Proposition 2.1 in [3] for details. As for the other terms in the first line, it suffices to appeal to
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Theorem 3.1 which implies that E [{|7 — 7|] — 0 and that 7 — 7 in probability under (D1) and
(C). Note that the last assertion implies that E [IOT | f; ||Zs||2d8j| —0and X; — X; — 0
in probability. Hence, under the additional continuity assumption

(HL’,): g and f(-,y,2) are continuous, uniformly in (y,z) € R x R9,

we deduce that the two last terms in the second line go to 0 as well.

4. Euler scheme approximation error: Proof of

Proposition 3.1

In this section, we provide the proof of Proposition 3.1. We first recall some standard controls
on X, (Y, Z) and X which holds under (HL).

From now on, C] denotes a generic constant whose value may change from line to line but which
depends only on Xy, L and some extra parameter n (we simply write C, if it depends only on X
and L). Similarly, ] denotes a generic non-negative random variable such that E[|£] [P] < C]P

for all p > 1 (we simply write £, if it does not depend on the extra parameter 7).

Proposition 4.1. Let (HL) hold. Fiz p > 2. Let 9 be a stopping time with values in [0,T].
Then

P
2

T
E | sup ||Yt|p+</ ||Zt|2dt> | Fo| < CLOL+Xa]?)
te[d,T] 9

and

El sup (|| X||” + [ Xe[|7) IH] < &

te[9,T)

Moreover,

sup (1 X — X, [IP + || Xe — X4, ||P)

te(ti,tit]

max E +E < CPh%

i<n

sup || X; — X7
te[0,T]
P {supHXt —X¢(t)|\ > r] <Cpr~*h ,r>0,
t<T

and, if 0 is a stopping time with values in [0,T] such that 9 < 6 <9+ h P — a.s., then

E[[|Xo— Xo|” + | Xo — Xo|P | Fo] < €Lh%.
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Remark 4.1. For later use, observe that the Lipschitz continuity assumptions (HL) ensure
that

2

T
E | sup |[|Vil|” + / | Z:||?dt | Fos| < oo forallp>2.
te[9,7) 9

In order to avoid the repetition of similar arguments depending whether we consider Err(h)3
with 8 =T or # = 7, AT, we first state an abstract version of Proposition 3.1 for some stopping

time 6 with values in 7.

Proposition 4.2. Assume that b,o and f satisfy (HL). Then, for all stopping time 6 with
values in m, we have

ATNAO

Err(h)3 < Cp (h +E[|Ys - Yo?] + R(V)E: + R(2)52 +E

(FVT)NO
[ (€L+1~7-<7-||Z5H2) d5‘|> .

Let us first make the following Remark which will be of important use below.

Remark 4.2. Let ¥ < 6 P — a.s. be two stopping times with values in # and H be some
adapted process in S2. Then, recalling that t;,1 —t; = h, it follows from (2.7) and Jensen’s

tiy1 2
E [hl / Zydu | fti] ds
t,

7

inequality that

6
/19H¢(s)||Z¢(s)|2d51 = > E

tita1
E / 119Sh<9 Hti
t

7

Lita tiv1
{/ Ly<t,<o Htihfl/ ||Zu|2duds]
t; t;

<n g

6
/ H¢<s>||zs|2ds] .

By definition of Z, see (1.5), the same inequality holds with (Z, Z) or (Z — Z,Z — Z) in place
of (Z,Z). This remark will allow us to control ||Z — Zg|| through ||Z — Z|| and || Z — Z,||, see
(4.3) below, which is a key argument in the proof of Proposition 4.2. Observe that the above

2

< E

inequality does not apply if ¥ and 6 do not take values in 7. This explains why it is easier to
2 . instead of Err(h)?2

work with 74 instead of 7, i.e. work on Err(h)um =y

Proof of Proposition 4.2. We adapt the arguments used in the proof of Theorem 3.1 in [4] to
our setting. By applying It6’s Lemma to (Y —Y)2 on [t A0, t;41 A O] for ¢ € [t;,t;41] and i < n,
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we first deduce from (1.2) and (2.6) that

A?_’t = E

i+1

B ti+1/\0 ~
Yino — Yinel? +/ 1Zs — ZS||2dS]
tAO

_ ti+1/\0 _ _
= E |:|}/ti+l/\9 - }/ti+1/\9|2} +E 2/ (}/S - }/S) (]-S<‘rf(65) - ]-S<‘T'f(@¢(s))) d5‘| )
t

NG

where the martingale terms cancel thanks to Proposition 4.1 and Remark 4.1, and where © :=
(X,Y,Z) and © := (X,Y,Z). Using the inequality 2ab < a? + b%, we then deduce that, for
a > 0 to be chosen later on,

ti+1/\0 _
/ Y, — V. ds
t

NG

A9 < E[|Ki+l/\0_ﬁi+l/\9|2} +ak

titip1 —

tit1 NO

NO tAf

tir1n0 B
+ 227'E l/t 17 (f(es) - f(@¢(s)))2 ds + / lrcser (f(GS))Q d.;|

NO

tig1AB
+ 2a7'E l/t Lrcser (f(04))? ds] .

Recall from Remark 2.2 that Z = 0 on |7, T]. Since Y; = g(7, X) on {t > 7}, we then deduce
from (HL) and Proposition 4.1 that

AG

_ tip1 N0 _
ttit1 < E [|§/;5¢+1/\9 - Y;51'+1A9|2} +ak /t |Y; - Y;|2d8

NG

B B tip1 A0
+ Cpa 'E|h|Yine — Yinel? +/

tAO

Y, — Y¢(S)|2ds]

1 fh? AR, Z 2
+ Cpa 'E /t , (h + ||Zs - Z¢(S)|| + ||Z¢(S) - Z¢(S)|| ) ds
A

ti+1/\0
+ OL Oé_l]E / (gL]'T/\‘T'SSST\/‘T' + 1f§5<7||ZS||2)dS . (41)
tAO

It then follows from Gronwall’s Lemma that

E [|Yt/\9 - Yme|2] < (I+CfhE [|Yti+1/\9 - meﬂﬂ
B tip1 A0
+ (CpLa '+ C¢hE |h|Yiyne — Yiinol? +/

tAf

Yy — Yys) |2ds]

ti+1/\0 R R _
+ (CL a4 Ct h)E /t (h + ||Zs — Z¢(s)||2 + ||Z¢(s) — Z¢(S)||2) d.;|

NG

+ (Cra '4+C¢hE

tir1 N0
/ (ELlinrcscrvr + Locser |Zs|D)ds| . (4.2)
t

NG
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Plugging (4.2) in (4.1) applied with ¢ = ¢;, using Remark 4.2, taking o > 0 large enough,
depending on the constants C,, and h small leads to

Atei7ti+1 < (1 +CL h)E [lY;fHﬂ\@ - 17;€¢-+1/\‘9|2]
ti+1/\9 R
+ CLE / (h+ Y = Yoo + 11 Zs — Z¢(s)||2) ds
t; \O

tir1 /0
+ CLE / (§L17/\7’-§s§7—v%+1'F§s<'r||ZS||2)dS :
t

N0

This implies that

AG

0
/ 12, — Z4| s
0

< Cr (E[lYs — Y] + A+ R(Y)E + R(2)7)

I&&;{E [1Ye,n0 — YtiAGm +E

(4
+ CrLE|& |%/\9—T/\9|+/ 1T§5<T||Zs||2ds] )
0

We conclude the proof by using Remark 4.2 again to obtain

0 0 T
B| [ 12.- z¢<s>||2] < o (E | 12s0 = Zoo Pas| +E | [ 12, Z¢<s>|2dsD
0 ~ T A
< Cp |E / 1Zs — Z||?ds| +E / | Zs — Zys)lIds (4.3)
0 0
which implies the required result, by the definition of Err(h)Z in (1.4). O

The above result implies the first estimate of Proposition 3.1.

Proof of (3.1) of Proposition 3.1. It suffices to apply Proposition 4.2 for § =T and observe
that the Lipschitz continuity of g implies that

TVT

NT

TVT
Ellotr. X0 - o(r. K] < CuB|lr=7P 41X =%l [ otxgas s [ oxame]
TNT T

where |7 — 7|> < T|r — 7|, E[|| X7 — Xz||?] < CLh by Proposition 4.1, and

E [| / T x)ds + / TWa(Xs)dwF] < Efeglr—7|

TNT TANT

by Doob’s inequality, (HL) and Proposition 4.1 again. O

In order to prove (3.2) of Proposition 3.1, we need the following easy Lemma.
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Lemma 4.1. Let (HL) hold. Then,

ma (|17, ) <€ and |Vlls + 11 Zgllre + 1 Zlle < C (4.4)

Proof. The first bound follows from the same arguments as in the proof of Lemma 3.3 in [4],
after noticing that the boundedness assumption on b and o can be relaxed for our result. Since,
by (2.6),

Y;f =E [E'H»l | ]:t} + 1ti<‘7'(ti+1 - t)f(Xtm Y;fm th)

on [t;, ti+1], combining Jensen’s inequality with (HL), the first inequality of (4.4) and Proposi-
tion 4.1 imply that
supE [[V3?] < 2maxE (Ve 7] + 207 max [f(X:,, V1, Z4,)%] < Cy. (4.5)
t<T i<n i<n
Applying It6’s Lemma to Y2, using the inequality ab < a? + b? for a,b € R, (HL), (4.5) and
Proposition 4.1 then leads to

E [Yﬁ\?} +E |:/t/\ |ZS||2dS:| = E |:g(7-7 _‘7')2 + /t/\* 2375.][()2@5(5)7 S_/qb(s)v qu(s))ds]

< Cp <1+a+a_1+a_1IE [/t ||Z¢(S)|2ds}) ,
AT

for all a > 0. By Remark 4.2, this shows that

E[/ |Z¢(S)|2ds] §E[/ |ZS|2dS} < (g <1+a+a1+a1E [/ |ZS|2ds}) .
0 0 0

Thus, taking « large enough, but depending only on L, and recalling Remark 2.2 leads to the
required bound for ||Z|s2 and || Zy||2. The bound on ||Y]s2 is then easily deduced from its
dynamics, Burkholder-Davis-Gundy’s inequality, (HL), (4.5) and Proposition 4.1. O

Proof of (3.2) of Proposition 3.1. Applying Proposition 4.2 to 6 := 74 A 7 and recalling
Remark 2.2 leads to

Err(h)? < Cp (h+E[[Yrar = Yo as Pl + R(E: + R(2)72) -

THNT
T 2
177<7-E |:/ ||Z5||d5 | fT:| ‘|> .
4.6

(4.6)

It remains to show that

E [|YT+/\77 _YT+A77'|2} S CL <h+]E |:E [§L|T—7_'| | .7:7-+/\7’-}2j| +]E
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Since f is L-Lipschitz continuous under (HL), we can find an R?valued adapted process x
which is bounded by L and satisfies

F(Xos)s Yors)s Zots)) = F (Xos): Yos): 0) + (Xo(s)s Zos)) (4.7)

on [0,T7]. Set

t
Ht =& (/ 1T+§S<TX¢(S)dWS) , t S T,
0

where £ stands for the usual Doléans-Dade exponential martingale, and define Q ~ P by
dQ/dP = Hyp. It follows from Girsanov’s theorem that

WQ =W - / 17+§S<FX¢(s)d5
0

is a Q-Brownian motion. Now, observe that, by (4.7) and (2.6),

Y, = g(T,XT)Jr/ f(XS,YS,ZS)ds—/ Z,dW2 (4.8)
tAT tAT

F

(f (Xo(s)s Yos): Zos)) — Lo <s{Xo(s): Zs>) ds — / Z,dW2 (4.9)

tAT

7

Y, = g(f,XfH/

tAT

In view of (4.7), (4.8), (4.9), it then suffices to show that

E[E® [g(, X7) — 9(r. X2) | Frons)’| S Co (R+E[E[ealr =71 | Frond]?]), (410)
_ 2
TS - _ 2

E |1, -E® / F( X5y, Yos), 0)ds | ]—'u] <E [IE &L (|7 = 7| + ) | Fronz] } , (4.11)
T

- _ o

E |1, -E? / (Xo(s)» Zos) — Zs)ds | -7:7'+‘| <Cph, (4.12)

T

< (h +E [E [enlr — 7| | fmfﬂ)

. 2
1,o.E [/ |Zs|ds|}}} ] .

(4.13)

- 2
E llT<T+EQ [/ f(stYS’ZS)dS | ‘7:7]

+CLE

We start with the first term. By using (HL), applying It6’s Lemma to (g(¢, X;));>0 between 7
and 7, using Proposition 4.1, the bound on x as well as standard estimates (recall (Hg) and
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Proposition 4.1), we easily check that on {ry > 7} C {r > 7}
[E® [g(r, X)) —g(7. %) | F£]| < Cp || X7 - X
|50 [ et Da) + £9) (X005 |

Cr || Xz = X7| +El&L |7+ — 7] | F5] -

IN

Similarly, on {71 < 7},
B [g(ry, X)) —9(F Xe) [ Fr ]| < Cp || Xey = X[+ E[én Iry =71 [ Fr]
We then conclude the proof of (4.10) by appealing to (HL) and Proposition 4.1 to obtain
E[|1Xr, = Xo, "+ X5 = X [*] + E[lg(rs, Xe) — 9 XF] < Cr,

recall that 0 <7 — 7 < h.

The second term (4.11) is controlled by appealing to (HL), Lemma 4.1 and Proposition 4.1,
recall that 7 — 7 < h. Concerning the third term (4.12), we observe that {ry < s} = {7 <
@(s)} € Fy(s) and that {7 > s} = {T > ¢(s)} € Fys). It then follows from (2.7) that, on

{T+ < 77—}7

E? [/ (Xo(s)» Zos) — Zs)ds | ‘7:7-+/\7-‘|

T+

=K l/ H5<X¢(s)72¢(s) — Zs>d5 | .7:7-+
T+

T o(s)+h B _
=K / H¢(S) Xo(s) > hil/ Zydu — Zs ) ds | Fr.
T+ é(s)

/ (Hs — Hy(s)) <X¢(s) s Zp(s) — Zs> ds | fu]

+

+E

and, since 7 and 74 take values in 7,

g ¢(s)+h _ }
/ Hys) { Xo(s) » hfl/ Zydu — Zg Yds = 0.
T+ &(s)

On the other hand, the Cauchy-Schwartz inequality and the boundedness of x imply that

E

/ (HS — H¢(S)) <X¢>(s) y Z¢(S) - ZS> ds | fT+AT‘|

T+

1 1
2 2

< (Cp

E l/ 1 Zoiey — Zsl%ds | }'TMT]

+

E [ = Hyo2as | f]
T+

1

2

< Eph3

E l/ ”Zb(s) - ZS|‘2d5 | -7'-7-+/\7-‘|
T



Strong Approzimations of BSDEs in a domain 17

Recalling Lemma 4.1 and combining the above inequalities leads to (4.12).
The last term (4.13) is easily controlled by using (HL), Remark 2.2, and Proposition 4.1. O

5. Exit time approximation error: Proof of Theorem 3.1

In this section, we provide the proof of Theorem 3.1. We start with a partial argument which
essentially allows to reduce to the case where m = 1, i.e. O has no corners, by working separately
on the exit times of the different domains O:

=inf{ter : Is<tst. Xy, ¢ OIAT  and 7 i=inf{ten : Xy ¢ O}AT .
We shall prove below the following Proposition.

Proposition 5.1. Assume that (HL), (D1) and (C) hold. Then, for each e > 0,
2
E [IE [|Tﬁ -7 | fTW@} ] < CihtTf, Y1<t<m. (5.1)

It implies the statements of Theorem 3.1.

Proof of Theorem 3.1. Since 7 = miny<, Tf_ and T = ming<p, 7¢, we have
m
E [y =7 | Frons] < E |78 = 7 | Frepre| (1 1
+ THAT = + Ti/\Tf ‘r+:‘ri<7’ F=rl<T)
=1

which combined with (5.1) leads to
E[E[lr—7l| Frad’] < cinte, (5.2)

since |74 — 7| < h. This leads to the second assertion of Theorem 3.1. On the other hand, given
a positive random variable § satisfying E [¢P] < C7 for all p > 1, we deduce from Holder’s
inequality that

2(1—¢)

_ 2 R _ 2(1—
E[¢lr =71 Frone” € GE[lr=717F | Frone| < &T*E[r—7]| Frpnr] 7

and
E {fE[ﬁ |7 —7| | -7:-,—+A-F}2} < CEE[E [|7—_%| |-7:7—+/\7’-]2}175

In view of (5.2), this leads to the first assertion of Theorem 3.1, after possibly changing e. O

The rest of this section is devoted to the proof of (5.1) for some fixed £. We first provide an
a-priori control on the difference between Tf_ and 7°. We use the standard idea that consists in
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introducing a test function on which we can apply It6’s Lemma between Ti and 7¢ so that the
Lebesgue integral term provides an upper bound for the difference between these two times, see
e.g. Lemma 3.1 Chapter 3 in [9] for an application to the construction of upper bounds for the

moments of the first exit time of a uniformly elliptic diffusion from a bounded domain.
To this end, we introduce the family of test functions
Fg::df/”y ,1<0<m,

for some v > 0 to be fixed below. Here, d; is a C?(R?) function which coincides with the
algebraic distance to 9O on a neighborhood of O* and such that

O :={zecR? : dy(z) >0} and 90':={xecR? : dy(x)=0}.

The existence of such a map is guaranteed by the smoothness assumption (D1), see e.g. [11].
Observe that, after possibly changing L and considering a suitable extension of d, outside of a

neighbourhood of the compact boundary dO¢, we can assume that
dell + | Déel| + | D?de| < L onR?. (5.3)
Observe that

LF, = %[(2<b,ne>+ﬂ[aDzdeDdHTﬁf[a(m)*wH (5-4)

where ny := Dd; coincides with the unit inward normal for z € 9O¥, recall (D1).
In view of (HL), (D1), (5.3) and (C), there is some Cp, > 0 such that, for each 1 < ¢ <m,

1
LF; > —(=Cpde +ng a(ng)*) > 1 and ng a(ng)* > L71/2 on  B(dO,r) (5.5)
Y
if we choose > 0 and v > 0 small enough, but depending only on L. For later use, also observe
that, after possibly changing r, one can actually choose it such that

ne(z) a(y)ne(z)* > L71/2  forall x,y € B(OO'r) st. ||z —y| <r . (5.6)

We now fix r,y > 0 such that (5.5) and (5.6) hold and define the sets

Ay = {X,€B0O ), Vse [t ]}, Bei= {[de(X0)] < hz =1}

Az = {XS S B(@Oe,r) , Vse [Tf_ﬂ_’e]} s Bg = {|d[(X.7_z)| < héin} s

for some 7 € (0,1/4) to be chosen later on. Observe that A, (resp. Ay) is well defined on
{76 <78} (resp. {7f < 7}).

We can now provide our first control on |7£ — 7¢|. Recall that &5 (&, if it does not depend on
some extra parameter €) denotes a positive random variable whose value may change from line
to line but satisfies E [|£5 |P] < C7? for all p > 1.
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Lemma 5.1. Assume that (HL) and (D1) hold. Then, for each ¢ € (0,1),

E(Irf =7 | Frnee] < € {p+ (T =7)3PUAN B | Fol ™ Lty

1 T = e €
(= [ Bt | 7] Lgarn |
for each 1 <0 < m.

Proof. 1. We first work on the event {7{ > 7¢}. It follows from (5.5) and It6’s Lemma that

T+
E [T_l;_ 7t | .7'—712] < E lA[ﬂB[/: EFZ(XS)CZS | Fire

4

+ (T =7 P[(A; N By)® | Fre]

IN
=

¢ ¢
T+ T+
14,08, </£ ['Ff(Xs)dS + /z DF@(XS)U(XS)dVV;) | .7:7-’-"|

12
T+
- E|lans, [ﬁ DFy(Xs)o(Xs)dW |-7:7-@]

+ (T — 7_'6) P [(Ag n Bz)c | .7:71@]
< B[ (X)) — di (X)) Lans, | Frl

+ E

4
T+
l(AgﬂBg)c [[ DFg(XS)O'(XS)dWS | .7:.,—1‘|
+ (T -7 P[(AeN By) | Fxe]

where, by Holder’s and Burkholder-Davis-Gundy’s inequality, the Lipschitz continuity of o and
DFy (see (HL) and (5.3)) and Proposition 4.1,

4
T+
E ll(AzﬂBZ)C/ DFg(XS)O'(XS)dWS | .7:.,_[‘| S gi (T — fl)%P[(Ag ﬂBg)c | .7:.,:[]1_5
FL
for all € € (0,1). We now recall that |d€(Xri)| < h2 ™" on By, which implies

E[(@3(X,() = 2(Xe)Lanm, | Fre| SB[ )a0m, | Fre] < 072

In view of the above inequalities, this provides the required estimate on the event set {Tﬁ > 7t
since n < 1/4.
2. We now work on the event {rf < 7‘}. By Proposition 4.1,

.
14,5, /
L

E LYo Fy(X,) — L5 Fy(X,)

ds | ffi] <& h?
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with the notation £YFy := 9,F; + (b(y), DFy) + 3 Tr [a(y)D?F}] , so that LY Fy(X,) = LF(X,).
Arguing as above, it follows that, on {7 > Tﬁ},

E[fé—ﬂi |.7:,,.5J

IN

€0 h¥ 97 E (@3 (Xr0) = dB(X )L, | Fr]

+ E

7t
1(Aemée)c /e DF@(XS)U(X¢(S))dWS | ]:Ti‘|
T+

+ (=8P [(AN By | Fo

1—¢

IN

€Lt 4T R 4 € (T - )PP (A0 Bo)* | 7o

It remains to control the different terms that appear in the upper bound of Lemma 5.1.

For notational convenience, we now introduce the sets (recall that 0 < n < 1/4)

Epi={dy(X..)<h? "} and E,:= {de(X2) < B2}
Remark 5.1. Observe that
PIE; N <)) < B[E{N{ <T)] < P[{d(X) ~ de(Xo) = hE} 0 (7 < TY]

since d¢(X-¢) < 0 on {7 < T}. Using (5.3), Tchebychev’s inequality and Proposition 4.1, we
then deduce that, for each € € (0, 1), there is C§ > 0 such that

PE;n{r'<7i}] < Cihl=.

Similarly, if 7¢ denotes the first exit time of (¢, X;);>0 from [0,7) x Of, we have

hE} N {7t < T}

N —

P[E§n{7* > 14} RE O {de(X ) <

N
=
[ —

—~—
U

~
~—

|
QU

~
s
~
v

—_

+ P{{dz(xﬁ)_dg(x#) “hEmyn{rl < T}

IN
N

Ci h'=®

where the last inequality follows from Tchebychev’s inequality, Proposition 4.1 and the fact
that 7¢ — 7¢ < h. Note that the term dg(XTi) — d¢(X,¢) could be controlled by Bernstein
type inequalities in order to avoid the explosion of the constant with €. However, to the best
of our knowledge, such inequalities are not available in the existing literature for the term
dy (XTi ) — d[(XTi ) and Tchebychev’s inequality remains the most natural tool to apply here.
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Combining the above Remark with the next two technical Lemmas allows to control the right
hand-side terms in the upper bound of Lemma 5.1. Thus, the statement of Proposition 5.1 is a
direct consequence of Lemma 5.1 combined with Remark 5.1, Lemma 5.2 and Lemma 5.3 below,

applied for n small enough.
Lemma 5.2. Assume that (HL), (D1) and (C) hold. Then, for each ¢ € (0,1),
c AC 1_ —
P[A] | ol Lpingresrny + P46 | Fot| 1gngricry < € BP0 ¥ e<m . (5.7)

Lemma 5.3. Assume that (HL), (D1) and (C) hold. Then, for each ¢ € (0,1),

. . pz—m—e)
PlAeN Bf | Frellg,a(resrey +P {Az NBj | de La,ngrt <rty <L T vi<m.
AT —T NTL
(5.8)

Proof of Lemma 5.2. 1. We first prove the bound for the first term. Let V be defined by
Vi i= d¢(Xzeyy) for ¢ > 0 and let ¥Y be the first time when V reaches y € R. Using A =
A5 N ({9° > 97U {00 < 97}), we deduce that on {r{ > 7} N E,

PlA | Fre] < P[°>0" | Fre] + P

{ sup |de(xs>|zr}m{#<T}|fTe] ,

SE[TZ,Ti]

where, by (5.3), Tchebychev’s inequality and Proposition 4.1, on {7 > 7} c {7 > 7},

IN

P { sup [|de(X,)| >r}n{r" <T}| ffe]

SG[TE,Ti]

r_2El sup |dg(XS)—dg(XTz)|2|sz]

SG[TZ,Ti]

IN

§Lh7

recall that Ti — 7% < h. It remains to provide a suitable bound for P [190 > 9" | .7:.,—_/5]. From now

on, we assume, without loss of generality, that

2h2 < (5.9)

Set ¥ := 9° A Y. Thanks to (C) and (HL), we can define Q ~ P by the density

H=C oy (— /O 15,100 (nga)(Xs)((ngan}‘)(Xs))_lﬁdg(Xs)dWs> :

Let
(FE49)A-
W= W+ 10 )15, / (neo)* (Xo) (nean)(Xs)) "L Lde(Xs)ds

7t
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be the Brownian motion associated to Q by Girsanov’s Theorem. We have

#rtng
Vine = Vo +/ ne(Xs)o(Xs)dW?  on Ej .

e

Set

—0

T+t
M= [ e )0 Kangresan) s

By the Dambis-Dubins-Schwarz theorem, see Theorem 4.6 Chapter 3 in [18], there exists a one

dimensional Q-Brownian motion Z such that
Ving = Vo + Za,., on Egn{rl >7y ={Vy<hi L >7.
This implies that
Q>0 | Fu] < hEr  on E n{rl>7'},

see e.g. Exercise 8.13 Chapter 2.8 in [18]. We conclude by using Holder’s inequality and (5.3).
2. The bound for the second term in (5.7) is derived similarly. We now write

‘/t = dl(XTi-i-t)’ t>0.

As above, we denote by ¥ the first time when V reaches y € R and observe that, by (5.9),

P[Aﬂ};ﬂ < P[q?‘h7”>19r|}}4+ﬁ” sup [de(Xs) = du(Xz)| > hETT | Fpe

se[7¢,7t+h]

n

1_
where 7¢ := TJ{ +97"* " and, by (5.3), Tchebychev’s inequality and Proposition 4.1,

P| sup [de(X.)—de(Xpe)| > B2 | Fre| < €D D
SE[FL,FO4h] *

—n

In order to bound the term P [19_"%

enough,

v fTi , we observe that (5.6) imply that, for A small

[ne(Xs)o(Xoe)l > L72/V2 on Egn{s e [r, 0} n{| Xs — Xpo)l <7},

where 0° := inf{t > 7{ : X; ¢ B(0O*,r)} AT. Moreover, it follows from Proposition 4.1 that
P {sup [ Xs — Xyl > r] < Cprth.
s<T

Up to obvious modifications, this allows us to reproduce the arguments of Step 1 on the event
set Eg. O
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Proof of Lemma 5.3. We only prove the bound for the first term. The second one can be
derived from similar arguments (see step 2 in the proof of Lemma 5.2). We use the notations of
the proof of Lemma 5.2. We first observe that, on E; N {7¢ > 7},

PlAcNB§ | Fre] < P[AN{° > (T -7} | Fre]

+ P

{Te < T} N sup |dg(Xs) — dz(XTe” > h%7n| | .7:7.2‘|

SE[T[,Ti]

IN

P |:Agﬂ{ min _ Z, > —h%_n} | _7—‘75} +&h

tel0,T—7¢]

where the second inequality follows from Tchebychev’s inequality, (HL) and Proposition 4.1,
recall that Ti — 7% < h. Using Hélder’s inequality, we then observe that

1-¢
PlAn{ min  Zy, >-h3) | Fu| < & Q|AN{ min  Zy, >-hiT}|F;
¢ {te[(r)flTHif’-’] A s Te} = aQ [ ‘ {te[(IJr.,lTHiff] A ARG
Since, by (5.6),
Ap e > (T=792L)" onA,n{W° > T -)n{F <} cAn{z' <l =T},
we deduce from Chapter 2 of [18] that, on E, N {7 < 7},
Q|A4,n{ min Zx, > —h2 "} | fﬂ} < { min Zy > —hE | Fre
te[0,T—7] te[0,(T—7¢)(2L) 1]
< Cp(T—7)"%pe",
We conclude by combining the above estimates. O

6. Regularity of the BSDE and the related PDE

6.1. Interpretation in terms of parabolic semilinear PDEs with
Dirichlet boundary conditions

In this section, we denote by X%® the solution of (1.1) with initial condition = € O at time
t < T. We also denote by 75% the first exit time of (s, X’*)s>; from O x [0,7) and write
(Yhe Zt%) for the solution of (1.2) with (X*® 74%) in place of (X, 7).

As usual the deterministic function (t, ) € D — u(t,z) := Y;** can be related to the semilinear

parabolic equation

{ 0 = —Lu(t,x) — f(z,u(t,x), Du(t,x)o(z)) , (t,z) € O x[0,T), 6.1)

U|8PD = 9.
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where we recall that £ denotes the Dynkin operator associated to the diffusion X, Ly =
Oup + (b, D) + 1Tr [aD*p] with a := oo*, and 8,D := ([0,T) x 00) U ({T} x O) is the
parabolic boundary of D.

Proposition 6.1. Let (HL), (D1), (D2), (C) and (Hg) hold. Then the function u has
linear growth and is the unique continuous viscosity solution of (6.1) in the class of continuous

solutions with polynomial growth.

A similar result is proved in [6] but in the elliptic case. For the sake of completeness, we provide
a slightly different complete proof of the viscosity property in the Appendix, where the standard

associated comparison result leading to uniqueness is also stated.

6.2. Boundary modulus of continuity

Adapting some barrier techniques for PDEs, we first prove the following bound for the modulus

of continuity on the boundary.

Proposition 6.2. Let (HL), (D1), (D2), (C) and (Hg) hold. Then, there is Cr, > 0 such
that for all (tg,xo) € [0,T) x 00,

lim |U(t0,y) _u(thI0)|

< (p. (62)
y€O0, y—ao ly — ol

In particular, if the gradient of w exists at (to,xo), it is uniformly bounded.

Proof. Let (tg, wo) € [0,T) x 0O and A := [ty,T) x N, where N' C O is an open set and x¢ € ON.
We only show that, for all y € N,

U(to, y) - u(th IO)
lly — ol

<C. (6.3)
The lower bound is obtained similarly. By (ID2), there is € > 0 and a family (e;);c[1,4) such that
xo +ce; € N for all i € [1,d] and span(e;, i € [1,d]) = R%. Thus, (6.2) implies the statement
concerning the gradient, whenever it is well defined. We now prove (6.3).

1. Assume that there exists a smooth function v : A — R with first derivative bounded by Cfr,
such that

(a) ¥ > wuon 9pA = ([to, T) x ON)U ({T} x N).
(b) L(t,z) + f(z,¥(t,z), DY(t,x)o(x)) <0 for (¢, z) € A.
(C) U)(to,xo) = u(to,Io) = g(to,xo).
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Using Proposition 6.1 and a standard maximum principle, see Lemma A.2 in the Appendix, we
then derive that u < 1) on A. In view of (c) this yields

Y(to,y) — p(to, zo)
lly — ol

u(to,y) — u(to, o)

<Cr ,YyeN\{x}.
||y_x0|| =~ v Yy \{0}

<

2. Tt remains to construct a smooth function satisfying (a), (b) and (c). Recall that the spatial
boundary 0O is compact. Since u is continuous on D, see Proposition 6.1, the compactness
assumption (D1) ensures the uniform boundedness of u in a neighborhood of [0, T] x 0O.

We specify the construction of the barrier function only for zo € dO\B(C,L™"). Indeed, for
zo € B(C,L™1), assumption (C) ensures that the diffusion coefficient is uniformly elliptic in a
neighborhood of xy. The expression of the barriers below can then be simplified. Namely, we do

not need the additional localization with the cone, i.e. we can take k = 0 in (6.6) below.

Let y := y(x0) be the point of O¢ associated to xg by the exterior sphere property, see (D2). Set
r:=1(x) = ||y(z0) — zo||. Recall that, by assumption, B := B(y,r) satisfies BN O = {0} .
It follows from (HL) and (C) that

(a(x)n(zg),n(x0)) > L™'/2 ontheset D;:={zxecO:|z—z| <nr} (6.4)

for some 77, > 0 small enough, but depending only on L.

For z € O, we now set
dp(x) :=d(z,0B) = |lz —y|| -
so that dg € C%(O) with

I (z -y (z-y)

r—y B B
|z —yll |z —yl*

ER

Ddp(x) , D*dp(x) (6.5)

where I; denotes the identity matrix of M¢. We now introduce a cone
K:={zeR: (z—y,n(w)) = cos(d)||z —y|}, 6 € [0,7/2]
and
'DQZZ{LL'EOZdB(,T)Sé} , 60>0,

where § < dp small enough to ensure Dy C D;. We finally set N := ONK N Dy and define the

barrier function by

0(t.0) = 9(t.0) + da(p(@) 2 = 2) + nlo = pnfan)) (1= LI (g

for (t,z) € [to, T] x N, where ¢(z) := § + dp(x) . for some (a,x) € (0,00)? to be chosen later

on.



26 B. Bouchard and S. Menozzi

00

Figure 1. Domain for the barrier

2.b. Since xo — y € span(n(xo)), ¥ (to, xo) = ulto, zo0) = g(to, zo), so that (c) is satisfied.
2.c. Recall from the beginning of Step 2. that

M := sup [u(t, )| v sup lg(t,z)] < o0 (6.7)
(t,z)€[to,T)x D1 (t,z)€[to,T]x D1

On 00 NON, ¥(t,x) > g(t,z). On Dy NON, (t,z) > —M + 4a(2'/? — 1)§1/2 . Thus, for

M
¥ Z 501 )51/ (6:8)
one has (t,z) > u(t,z) for (t,z) € [to,T] x 9D NON.
On 9K NN, we have
Y(t,x) > —M + kcos(0)]|z — y||(1 — cos(9)) > —M + krcos(0)(1 — cos(h)) .
Hence, for
2M (6.9)

>

~ rcos(0)(1 —cos(6))’
we obtain that ¥ (t, z) > u(t,z) Y(t,x) € [to,T] x K NAN. This concludes the proof of (a).
2.d. It remains to show that 1 satisfies (b). Set

Ia) = o~ o) (1 22000 )

=yl

and observe that, for some C < (7,

IDT ()| < €, DI ()] < C/r (6.10)
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uniformly in z € A. Define,

O(t,z) = Ly(t,x)+ f(z, (¢, ), DY(t,z)o(x))

< Cl+M+ag0x_1/2—|—/£1+r_1 —g<ax x—y, i >g0:17_3/2
( AN TR N PR VAR

Ca _
+ T‘P(x) 1/

< CU+M4r+r7") = ()2 (<a(x) ”;f - ZH , ”i - z”> —C(+ T_l)go(:v)> ,

recall (Hg), (6.5), (6.7) and (6.10). For a suitable angle of the cone 6, we shall show below that
we can find C' > 0 such that C~! < Oy, and

T—y z-y . _
, >C ,VzeN. 6.11
<“(I>|x—yn ||x—y|> . (6.12)

Recalling that o(z) < 26 for € N C Dy, we get
O(t,z) < O(M + k(1 +7r71)) — %w(x)*/? (é —20(1+ r*l)s) .

(M+k(1+r1)—Ca27357 2,

For § := (1/4)C(C(1+r~1))"'AdL, > 0, we then have O(t,z) < C
6.8), (6.9) and so that ©(t,x) < 0.

It is then clear that («, k) can be chosen in order to satisfy (
This shows (b).

It remains to prove (6.11). This is done by suitably choosing the angle of the cone K. Let
Z € 0B(0,1) be such that Z 4+ y € K. Introduce the basis (n(zo), (nj(20))ie1,a—1]) Where
(ni(20))ie[1,da—1] is an orthonormal basis of {n(zo)}* for the euclidean scalar product. Let
(Bi)iefo,a—1] denote the coefficients of Z in this basis, i.e. Z = Bon(xo) + Ef:_ll Bini-(zo) . One
has, for all z € NV,

d—1
(a()2,2) = Bilalz)n(xo), n(xo)) + 2ZﬁOﬁi<a($)n($0)anﬂ$0)>
d—1 d—1 -
+ (a(2) Y Binit (o), > Bini(w0))
=1 i=1
d—1
> fila()n(zo),n(xo)) + 2 BoBilalx)n(xe), ni (zo)) -
=1

Since Z +y € K and ||Z|| = 1, we must have 3y > cosf, by definition of K, and therefore
|B:| < sin(f) for all ¢ € [1,d — 1]. Hence, (6.4) and the above equation leads to
—1

(a()Z,Z) > cos2(9)LT —2(d — 1)sin() sup ||a(z)| , Yz € N.
zeN

This yields (6.11) with C' = % for 6 small enough. O
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6.3. Representation and weak regularity of the gradient in the regular
uniformly elliptic case

In the section, we strengthen the initial assumptions and work under:

(D’): O is a C? bounded domain satisfying (D1) and (D2) for the constant L.
(C?): a is uniformly elliptic with ellipticity constant L1,

(H): the coefficients b, o, f and g satisfy (Hg)-(HL) and are uniformly C?(D).

From now on, given a matrix M, we denote by M7 its j-th column, viewed as a column vector.

Proposition 6.3 (Representation of the gradient). Let the conditions (D’), (C’) and
(H’) hold. Then, u € C°(D) N C*%(D), Du € C°(D) and for all (t,z) € D

ta

Du(t,z) = E | Du(t"*, X572 )VXEEVEE + / D f(OLHYV XLV s (6.12)
t

where VX% is the first variation process of X% :
d S . . S
VXP =10+ / Do 3 (XLP)VXL2dW) + / Db(XL*)€VXEdv s >t
=t t

and V® s defined by

S s 1 s
vimsm e ([ ausieiryio+ [ a.s@aw, -3 [(loeia) o2t
t t .
with O = ()(157567 yte, Zt’:”).

Proof. The result is obvious for (¢,x) € D. We then assume from now on that (¢,z) € D. We
derive from Theorems 12.16 and 12.10 in [21] and the definition of Holder spaces at p. 46 of this
reference that Du € C°(D). Let us consider the systems of differential equations obtained by
formally differentiating the PDE (6.1) w.r.t. (2");eq1,qp- For i = 1,...,d, we have

; 1 ) . 1 )
0 = O +(b+0"D,.f(O)+ EDmia.Z, Dv*) + iTr [aD*v'] (6.13)

+  (Duib’ + Dy f(O) + (D f(O), Dyic™)) v' + Dy f(©) + Y B
ki
d
where hi* = (wabk + <sz(®), szO'k>) D ru+ Z Dzialewkmzu
1=1
and O(t,x) = (z,u(t, z), Duo(t, z)).
Given n large enough, set O, := {z + B(0,n™!), x € O} C O, T,, := T —n~! > 0 and
D, :=[0,T,) x O,. Note that by construction O,, satisfies a uniform exterior sphere property
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(with radius 1/2n). Then, the PDE (6.13) on D,, with the boundary condition D,:u on 0, D,, =
([0, T,) x 00,)U({T},} x O,,) admits a unique C°(D,,)NCY2(D,,) solution v? , see Theorem 12.22
in [21]. Using the maximum principle, we can then identify D,:u and v}, on D,, by considering
the PDE satisfied by e ! (u(-, z+ee;)—u(-, z))—v! (-, z) on D,,. Here, ¢; is the i-th canonical basis
vector of RY, see e.g. Theorem 10 Chapter 3 in [10]. In particular, Du € C°(D,,)NC2?(D,,). By a
usual localization argument, we then deduce from It6’s Lemma applied to Du(-, X*®)V X oy he,
with (¢,z) € D, that

Du(t,z) = E|Du(r,, XL )VXLEVE® 4+ / 0o [ (OL7) VXV ds
t

where 7, := inf{s € [t,T}] : (s,X.%) ¢ D,}. Observe that lim, 7, = 7 P — a.s. by continuity
of X. We then derive the statement of the Proposition by sending n — oo, using the a-priori
smoothness of u, Du € C°(D), and the dominated convergence theorem. O

Remark 6.1. Note that the various localizations in the previous proof are needed because we
do not assume any compatibility condition on the parabolic boundary, i.e. Lg+ f(-,g,0Dg) =0
on 9,D. Otherwise, Theorem 12.14 in [21] would give u € C12(D) which would allow to avoid

the introduction of the subdomains O,,.

Observe that, by Proposition 6.2 and the continuity of Du stated in Proposition 6.3, we have
| Du(r%*, X:fm)H < O The representation (6.12) and standard estimates then give || Dul| ., p <
CrL.

Corollary 6.1. Let (D’), (C’) and (H’) hold. Then, ||Dul|,, p < CL.
We can now prove Theorem 3.2 under the conditions (D”), (C?) and (H’).
Corollary 6.2. Theorem 3.2 holds under the conditions (D’), (C’) and (H’).

Proof. 1. Proof of (3.4) and (3.5). Recalling that v € C%2(D) N CY(D), see Proposition
6.3, we deduce from a standard verification argument that Z = Du(-, X)o(X). Set (VX,V) :=
(VXX 170:X0) and observe that (VX5Xt, VEXt) = (VX VX, 1, V.V, 1) for s > ¢, by the flow
property. Thus, by Proposition 6.3,

Z,=E [DU(T, X )VX.V, +/ 0o f (0,) VX, Vids | .7-}} o(X) (VX V)™t L t<rt. (6.14)
t

It then follows from Proposition 6.2 (boundedness of the gradient of u), (HL) and stan-
dard estimates that sup,, ||Z:|| < &z. This readily implies (3.5), i.e. E [f;g 1Zs||Pds | .7-'9} <
E[&7 ]9 — 6] | Fol, p = 1,2. By Burkholder-Davis-Gundy’s inequality, (HL) and Proposition
4.1, this also yields E {suptew] Y; — Y9|2P] <E[E [9—0/7), p>1
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2. Proof of (3.6). By the same arguments as above, we first obtain that |u(t,z) — u(t,2")| <
Cplz — 2'|. Moreover, for t <t' < T,

u(t,x) —u(t',z) = Y —u(t' ) =Y, =Y vult’, X7) —u(t' x) .

The Lipschitz continuity of « in space (Corollary 6.1) and standard estimates on SDEs imply
that [E[u(t’, X;;")— u(t',z)]| < Cp|t —'|2. On the other hand, E [|Y,*" — Y/*[?] < Cr(t' — 1),
by the above estimate.

3. Proof of (3.3). The bound on R(Y")%. follows from (3.4). Using (6.14) and exactly the same

arguments as in the proof of Proposition 4.5 in [3], see also [23], we deduce that

t;
i

n—1 41
ZEU |Zt—Zti||2dt} <Cph,
i=0 t

which implies 37" E [ :_”1 |2, — Zy, Hth} < Cp h since Z is the best approximation of Z in

L2(Q2 x [0,T]) by an element of H? which is constant on each time interval [t;, ¢;11). O

6.4. Regularization procedure: proof of Theorem 3.2 in the general
case

Step 1. Truncation of the domain: We first prove that Theorem 3.2 holds under the condi-
tions (D1), (D2), (C?) and (H’).

Let ¢ be a C* density function with compact support on R%. Given £ > 0, we define A, :=
e~ dp(e 1) x(dAd.-1)t where d.—1 denotes the algebraic distance to dB(Xp,e~!) and x denotes
the convolution. Set O, := {x € R? : A.(z) > 0} and D. := [0,T) x O.. It follows from the
compact boundary assumption that 00 C O, for € small enough. Note that O, is bounded,
even if O is not. Let (Y¢,Z%) be defined as in (1.2) with O, in place of O and 7¢ be the first
exit time of (-, X) from D.. Observe that, by continuity of X, 7¢ — 7 P — a.s. Since, by (Hg),
(HL) and Theorem 1.5 in [26],

€

TVT
IY = Ye[l52 + 12 - 2%} < CLE Ig(T,Xr)—g(TE,XTs)IQﬂL/ [(Xs, Y5, Z)2ds
TATE
TVTE
< CLE/ L+ X2 + [V + 1 Z,12)ds |
TATE

we deduce from Proposition 4.1 and a dominated convergence argument that [|Y —Y*||%, +[|Z —
Z¢||3,2 — 0. Since the domain O, satisfies (D?), we can apply Corollary 6.2 to (Y¢, Z¢). Recalling
that the associated constants depend only on L and are uniform in &, we thus obtain the required
controls on (Y, Z). Let u® be the solution of (6.1) associated to D.. The above stability result,
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applied to general initial conditions, implies that u® — wu pointwise on D. Corollary 6.2 thus
implies that u satisfies (3.6).

Step 2. Regularization of the coefficients: We now prove that Theorem 3.2 holds under
the conditions (D1), (D2), (C), (HL) and (Hg).
For € > 0, define b., 0. and f. by

(be, 0, fo) (2,9, 2) := (b,0, f) x e 2 (e (x, y, 2))

where ¢ is a C™ density function with compact support on R% x R x R?. Let us consider the
FBSDE

X;=a+ [ bo(XE)ds + [) 0-(XE)dW, + VEW,

. . I (6.15)
YE = g5, XE) + [] L fo(XE,YE, Z8)ds — [] . ZEdW, — [T ZEdW,

where (W,);>0 is an additional d-dimensional Brownian motion independent of W and
T :=inf{s >0:(s,X:) & D} .

This system satisfies the conditions of Step 1. Therefore, the estimates of Theorem 3.2 can be
applied to (Y€, Z). Note that the associated constant depends only on L and are uniform in e.
Moreover, it follows from (HL) and Theorem 1.5 in [20] that

|V = Y|3 4+ |1Z - Z°|3. < CLE

T
lg(r, X2) — g(r°, XS + / X, — X¢|2ds
0

=

/ (17 (Xa Yo, Z2)| + | fo(XE. Ya, Z2)))2ds

NTE

+ E +Le.

Clearly, X — X in 82. Since f and g are Lipschitz continuous, f and f. have linear growth and
(X, X¢,Y, Z) is bounded in 82 x §% x §% x H?2, it suffices to check that 7¢ — 7 in probability
to obtain the required controls on (Y, Z). This is implied by the non-characteristic boundary
condition of (C), see e.g. the proof of Proposition 3 in [17]. The control (3.6) is obtained by
arguing as above. O

Appendix: Proof of Proposition 6.1

In the following, we use the notations

uw*(t,r) = limsup wu(s,y), u«(t,z) = liminf u(s,y) , (t,z) € D.
(s,y)€D—(t,x) (s,y)eD—(t,x)

The statement of Proposition 6.1 is a direct consequence of Lemmas A.1 and A.2 below.
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Lemma A.1. Let the conditions of Proposition 6.1 hold. Then, the function u has linear
growth and u* (resp. u.) is a viscosity subsolution (resp. supersolution) of (6.1) with the terminal

conditions u* < g (resp. u. > g) on 9,D.

Proof. 1. The linear growth property property is an immediate consequence of Proposition 4.1.
2. It remains to prove that u* and u. are respectively sub- and supersolution of (6.1) with the
boundary conditions v* < g and u, > g on d,D. We concentrate on the supersolution property,
the subsolution property would be derived similarly. The proof is standard, as usual we argue by
contradiction. Let (to,z9) € [0,T] x O and ¢ € Cf be such that 0 = min, ,)cp(u. — @)(t, ) =
(ux — ¢)(to, o) where the minimum is assumed, w.l.o.g., to be strict on D. Assume that

(=Lp(to, w0) — f(xo, p(to, x0), Deo(to, 20))) Litg,xe)en + (¢ — 9)(to, T0)1(1g,20)c0,0 = =20 <0 .
Recall from (D2) that if zp € 0O then we can find an open ball By C O° such that BynO =
{xo}. If 19 € OO, we denote by dp, the algebraic distance to By. On D, we set

- d(x

ot,x) = ¢t,2) = (VT —t)liy=r — d(z) (1 - %) 1.0c00\B(C,L-1)

d
—dBo('r) <1 - BO(:I;)
n
for some > 0. Observe that (o, 7o) is still a strict minimum of (u. —@) on V,,N D for some open
neighborhood V;, of (to,zo) on which (dg, V d) < n/2 if 2o € 00. Without loss of generality, we

can then assume that

> 1,,co0nB(C,L-1) >

u>ue > @+ (¢ on OV, \ D, (A.16)
while
p<p<g—C on V,N,D, if (ty,z0) € 8,D . (A.17)

Moreover, observe that for F equal to d or dg,, D(F(1—F/n)) = DF(1—2n~'F) and D?*(F(1—
F/n)) =1 —-2n"'F)D?F — 2n~'DF*DF where |DF|| = 1. Thus, (C) implies that, for n and

V,, small enough,
— L@~ f(,¢,D@o) < —( <0 on V,ND. (A.18)

Let (tn,zn)n be a sequence in D NV, such that (t,,2n, u(tn, zn)) — (to, o, u«(to,xo)). Let
(X™, Y™, Z™) be the solution of (1.1)-(1.2) associated to the initial conditions (¢,, z,,) and define
0, as the first exit time of DNV, by (-, X™). By applying Ité’s Lemma on ¢ and using (A.17),
(A.18), (A.16) and the identity u = g on 9,D, we get

O
Bltmtn) = —xtu(Bn X5 )+ / (F(X, 3(s, XT), Dgo(s, X)) — nu)ds
tn

O
- Dgo(s, X1)dWs |

tn



Strong Approzimations of BSDEs in a domain 33

where Y is a bounded random variable satisfying x > ¢ P—a.s. and 7 is an adapted process in L?
such that n > ¢ dt x dP-a.e. Following the standard argument of the proof of Theorem 1.6 in [26],
we deduce that @(t,,, z,) < Yti”m" —Ce T = wu(ty,, ,) —Ce I, Since G(tn, xn) —u(tn, xn) — 0,

this leads to a contradiction. O

We now state a comparison theorem for the PDE (6.1). The proof is quite standard, see e.g. [5],

but we give it for the sake of completeness.

Lemma A.2. Let the conditions of Proposition 6.1 hold. Fiz ty € [0,T) and N C O an
open set. Let U (resp. V') be an upper-semicontinuous subsolution (resp. lower-semicontinuous
supersolution) with polynomial growth of (6.1) on A := [to,T) x N such that V> U on 9,A :=
([to, T) x ONYU ({T} x N). Then, V > U on A.

Proof. Fix p > 0 and observe U and V defined by U(t,z) = U(t, z)e”* and V(t,z) = V (t, z)er*

are sub- and supersolution of
0 = pp(t, o) — LY(t,x) — e’ f(x, e Plap(t, ), e P D(t, x)o(x)) , (t,x) € [to,T) x N .(A.19)
As usual we argue by contradiction and assume that sup(w)eA(U(t, x) — V(t,z)) > 0. Define
Bt ) = e " (1 + [l2]*) | (tx) € A

for p € N* such that (|U(¢,z)| + |V (t,2)|)/(1 + ||z||?) is bounded on A, and x > 0 to be chosen
later on. For all £ > 0 small enough, we can then find (¢.,z.) € A such that

(tSL;Ie)A(U(t, z) = V(t,z) — 26(t,x)) = (U(te, ) — V(te, ) — 2eB(te, ) > 0. (A.20)

Clearly, (t.,z.) ¢ 9pA since U < V on 9,A. For n € N*, let (t,, Zn,yn) € [to,T] x N? be a
maximum point of
(U(t,z) = V(t,y) —e(Bt,z) + B(t,y) — (It — t=” + llz — zc]|* + nllz — yl*) .
It is easy to check, see e.g. Proposition 3.7 in [5], that
Uty @) =Vt yn) — (U=V)(te,z2) and |t, —to|>+||@n —zo||* + 020 —ya|> — 0. (A.21)

Since (te,z.) € A, we can assume that (¢,,z,) € A for all n € N*, after possibly passing to
a subsequence. It then follows from Ishii’s Lemma, Theorem 8.3 in [5], that we can find real

coeflicients a,,, b, and symmetric matrices X,, and ), such that

(anvpann) € 7;/[7(tnaxn) and (bnv%uyn) S ﬁﬁfv(tnvyn)v
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see [5] for the standard notations 75;5/ and 75;[, where
P = 20(xy — yn) F 4(xn — 2|20 — 2o||2 FDB(tny Tn) 5 G = 20T — Yn) — EDB(tns Yn)

and

X, O

Qp—by = 2(tn—ts)+5 (atﬁ(tmxn) + atﬁ(tm yn)) ) ( ) < An+n_3(An)2 (A-22>

with

where I, is the identity matrix of M. Since U and V are sub- and supersolution of (A.19), it
follows that

p (Ut 2) = V(b)) < = b (). ) — (b)) + 5T a(ea) % — aly) V]
+ (f(xm Ul(tn,zn), eipt"png(xn)) = f(Yn, V(tn, yn), eipt"QnU(yn))) e

We then deduce from (HL), (A.22), (A.21), and standard computations that

P (U(tn, $n) - V(tn, yn)) S L (U(tna xn) - V(tna yn)) + 2e (‘Cﬁ(t&xa) + L”U(‘T‘E)Dﬁ") + On(l) .

Taking p > 2L and « large enough so that £3 + L|joDJ|| < —%exp(—xT) on A, which is
possible thanks to (HL), we finally obtain

50 (0t 22) = Vb)) < —wexp(—rT)e +o0u(1)

which contradicts (A.20) for n large enough, recall (A.21).
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