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Abstract

This work deals with backward stochastic differential equation (BSDE) with random
marked jumps, and their applications to default risk. We show that these BSDEs are
linked with Brownian BSDEs through the decomposition of processes with respect to
the progressive enlargement of filtrations. We prove that the equations have solutions if
the associated Brownian BSDEs have solutions. We also provide a uniqueness theorem
for BSDEs with jumps by giving a comparison theorem based on the comparison for
Brownian BSDEs. We give in particular some results for quadratic BSDEs. As appli-
cations, we study the pricing and the hedging of a European option in a market with
a single jump, and the utility maximization problem in an incomplete market with a
finite number of jumps.

Keywords: Backward SDE, quadratic BSDE, multiple random marked times, progressive
enlargement of filtrations, decomposition in the reference filtration, exponential utility.

MSC classification (2000): 60G57, 60J75, 91G10, 93E20.

1 Introduction

In recent years, credit risk has come out to be one of most fundamental financial risk. The
most extensively studied form of credit risk is the default risk. Many people, such as Bi-
elecki, Jarrow, Jeanblanc, Pham, Rutkowski ([3] 4, 17, I8, 21}, 29]) and many others, have
worked on this subject. In several papers (see for example Ankirchner et al. [1], Bielecki
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and Jeanblanc [5] and Lim and Quenez [24]), related to this topic, backward stochastic
differential equations (BSDEs) with jumps have appeared. Unfortunately, the results rel-
ative to these latter BSDEs are far from being as numerous as for Brownian BSDEs. In
particular, there is not any general result on the existence and the uniqueness of solution
to quadratic BSDEs, except Ankirchner et al. [I], in which the assumptions on the driver
are strong. In this paper, we study BSDEs with random marked jumps and apply the
obtained results to mathematical finance where these jumps can be interpreted as default
times. We give a general existence and uniqueness result for the solutions to these BSDEs,
in particular we enlarge the result given by [I] for quadratic BSDEs.

A standard approach of credit risk modeling is based on the powerful technique of
filtration enlargement, by making the distinction between the filtration F generated by the
Brownian motion, and its smallest extension G that turns default times into G-stopping
times. This kind of filtration enlargement has been referred to as progressive enlargement of
filtrations. This field is a traditional subject in probability theory initiated by fundamental
works of the French school in the 80s, see e.g. Jeulin [19], Jeulin and Yor [20], and Jacod
[16]. For an overview of applications of progressive enlargement of filtrations on credit risk,
we refer to the books of Duffie and Singleton [12], of Bielecki and Rutkowski [3], or the
lectures notes of Bielecki et al. [4].

The purpose of this paper is to combine results on Brownian BSDEs and results on
progressive enlargement of filtrations in view of providing existence and uniqueness of solu-
tions to BSDEs with random marked jumps. We consider a progressive enlargement with
multiple random times and associated marks. These marks can represent for example the
name of the firm which defaults or the jump sizes of asset values.

Our approach consists in using the recent results of Pham [29] on the decomposition of
predictable processes with respect to the progressive enlargement of filtrations to decompose
a BSDE with random marked jumps into a sequence of Brownian BSDEs. By combining
the solutions of Brownian BSDEs, we obtain a solution to the BSDE with random marked
times. This method allows to get a general existence theorem. In particular, we get an
existence result for quadratic BSDEs which is more general than the result of Ankirchner
et al [I]. This decomposition approach also allows to obtain a uniqueness theorem under
Assumption (H) i.e. any F-martingale remains a G-martingale. We first set a general
comparison theorem for BSDEs with jumps based on comparison theorems for Brownian
BSDESs. Using this theorem, we prove, in particular, the uniqueness for quadratic BSDEs
with a concave generator w.r.t. z.

We illustrate our methodology with two financial applications in default risk man-
agement: the pricing and the hedging of a European option, and the problem of utility
maximization in an incomplete market. A similar problem (without marks) has recently
been considered in Ankirchner et al. [I] and Lim and Quenez [24].

The paper is organized as follows. The next section presents the general framework
of progressive enlargement of filtrations with successive random times and marks, and
states the decomposition result for G-predictable and specific G-progressively measurable
processes. In Section 3, we use this decomposition to make a link between Brownian BSDEs
and BSDEs with random marked jumps. This allows to give a general existence result under



a density assumption. We then give two examples: quadratic BSDEs with marked jumps
for the first one, and linear BSDEs arising in the pricing and hedging problem of a European
option in a market with a single jump for the second one. In Section 4, we give a general
comparison theorem for BSDEs and we use this result to give a uniqueness theorem for
quadratic BSDEs. Finally, in Section 5, we apply our existence and uniqueness results to
solve the exponential utility maximization problem in an incomplete market with a finite
number of marked jumps.

2 Progressive enlargement of filtrations with successive ran-
dom times and marks
We fix a probability space (£2,G,P), and we start with a reference filtration F = (F})i>0

satisfying the usual conditiond] and generated by a d-dimensional Brownian motion W.
Throughout the sequel, we consider a finite sequence (74, (x)1<k<n, Where

— (Tk)1<k<n is a nondecreasing sequence of random times (i.e. nonnegative G-random
variables),

— (Ck)1<k<n is a sequence of random marks valued in some Borel subset £ of R™.
We denote by i the random measure associated with the sequence (73, Ck)1<k<n :
n
M([()?t]XB) = Zﬂ{TkSt,CkEB}7 t>0, BGB(E)
k=1

For each k = 1,...,n, we consider DF = (Df)tzo the smallest filtration for which
Tk 1s a stopping time and (, is D’ﬁk-measurable. DF is then given by Df =o(l,<s,5 <
t)Vo(Ckls, <s, s <t). The global information is then defined by the progressive enlargement
G = (Gt)t>0 of the initial filtration F where G is the smallest right-continuous filtration

containing F, and such that for each £k = 1,...,n, 7 is a G-stopping time, and ( is
G-, -measurable. G is given by G; = QNﬁ, where _C’;t =FV Dtl V.-V Dp for all t > 0.
We denote by Ay the set where the random k-tuple (71,...,7;) takes its values in
{mn < c0}:
AL = {(91,...,9k)€(R+)k ngﬁek}, 1<k<n.

We introduce some notations used throughout the paper:

— P(F) (resp. P(G)) is the o-algebra of F (resp. G)-predictable measurable subsets
of @ x Ry, i.e. the o-algebra generated by the left-continuous F (resp. G)-adapted
processes.

— PM(F) (resp. PM(G)) is the o-algebra of F (resp. G)-progressively measurable
subsets of €2 x R,..

! Fo contains the P-null sets and F is right continuous: F; = Fy4 := Ne>¢Fs.



— For k = 1,...,n, PM(F, Ay, EF) is the o-algebra generated by processes X from
Ry x Qx A x E¥ to R such that (X;(.))eqo, 18 Fs ® B([0,s]) @ B(Ag) ® B(E¥)-
measurable, for all s > 0.

— For 6 = (04,...,0,) € A, and e = (eq1,...,e,) € E™, we denote by
H(k) = (91,...,9k) and e(k) = (61,...,€k), 1§]{7§’I’L
We also denote by 7y for (1,...,7) and () for (¢1,...,C), forall k =1,...,n.

The following result provides the basic decomposition of predictable and progressive
processes with respect to this progressive enlargement of filtrations.

Lemma 2.1. (i) Any P(G)-measurable process X = (X)i>0 is represented as

n—1

Xi = X< + Y XF(r(y Gy Lrtzm i + X7 () Sy ) rct s (2.1)
k=1
for all t > 0, where X° is P(F)-measurable and X* is P(F) @ B(Ay) ®@ B(E¥)-
measurable for k=1,...,n.

(ii) Any cad-lag PM(G)-measurable process X = (X¢)i>0 of the form

t
X, = Jt—l—//US(e)u(de,ds), t>0,
0 JE

where J is P(G)-measurable and U is P(G) ® B(E)-measurable, is represented as

n—1

X = Xto]lt<71 + ZXf(T(k% C(k))]lTkSt<Tk+1 + th(T(n)a C(n))]lTnSt ’ (2’2)
k=1

for all t > 0, where X° is PM(F)-measurable and X* is PM(F, Ay, E*)-measurable
fork=1,...,n.

The proof of (i) is given in Pham [29] and is therefore omitted. The proof of (ii) is
based on similar arguments. Hence, we postpone it to the appendix.

Throughout the sequel, we will use the convention 79 = 0, 7,41 = 400, §p = 0 and
011 = +oo for any 6 € A,,, and XO(H(O), e)) = X9 to simplify the notation.

Remark 2.1. In the case where the studied process X depends on another parameter x
evolving in a Borelian subset X of R?, and if X is P(G) ® B(X'), then, decomposition (2.1I)
is still true but where X* is P(F) @ B(Ay,) @ B(E¥) @ B(X)-measurable. Indeed, it is obvious
for the processes generating P(G) ® B(X) of the form Xy(w,z) = Li(w)R(x), (t,w,x) €
Ry x Q x X, where L is P(G)-measurable and R is B(X)-measurable. Then, the result is
extended to any P(G) ® B(X)-measurable process by the monotone class theorem.



We now introduce a density assumption on the random times and their associated
marks by assuming that the distribution of (7y,...,7,(1,...,(,) is absolutely continuous
with respect to the Lebesgue measure df de on B(A,) @ B(E™). More precisely, we make
the following assumption.

(HD) There exists a positive P(F) @ B(A,) ® B(E"™)-measurable map v such that for any
t>0,

P[(Tl,... ,Tn,Cl,... ,Cn) S dee\}"t] = ’yt(el,... ,Hn,el,... ,en)d91 ... .dOpdeq ... dey, .

We then introduce some notation. Define the process v° by

W= B> tA) = [ Lasuedse,
ApxXE™

and the map +* a P(F) ® B(Aj) ® B(EF)-measurable process, k = 1,...,n — 1, by

75(917"'79167617”-7616)

_ / Lo, o001 Oner . en) By . dOpdegss . dey .
Anfk x En—k

We shall use the natural convention 4" = . We obtain that under (HD), the random
measure p admits a compensator absolutely continuous w.r.t. the Lebesgue measure. The
intensity A is given by the following proposition.

Proposition 2.1. Under (HD), the random measure i admits a compensator for the fil-
tration G given by A\i(e)dedt, where the intensity X is defined by

)\t(e) = Z )‘f(e7 T(k—1)» C(k—l))]lTk,1<t§Tk s (23)
k=1

with

YF(Ok—1),t, €(—1), €)

Y O—1), €—1))

A (e 01y 1) = , (Bg—1) b ey, €) € gy x Ry x B

The proof of Proposition [2.]]is based on similar arguments to those of [13]. We therefore
postpone it to the appendix.

We add an assumption on the intensity A which will be used in existence and uniqueness
results for quadratic BSDEs as well as for the utility maximization problem:

(HBI) The process (/ /\t(e)de) - is bounded on [0, ) .
E =

We now consider one dimensional BSDEs driven by W and the random measure p. To
define solutions, we need to introduce the following spaces, where a,b € Ry with a < b,
and T' < oo is the terminal time:



— S&Z[a,b] (resp. Sg°[a,b]) is the set of R-valued PM(G) (resp. PM(IF))-measurable
processes (Y;)ic[q,) essentially bounded:

[Y|[go0jqp) = esssup|¥y| < oo.
tela,b]

— L%[a,b] (vesp. LZ[a,b]) is the set of Re-valued P(G) (resp. P(F))-measurable pro-
cesses (Z)efa,p SUch that

120 20y = (E[/ab\ZthtD% < .

— L?(p) is the set of R-valued P(G) ® B(E)-measurable processes U such that

1

U2 = <IE[/OT/E|Us(e)|2,u(de,als)]>§ < 00.

We then consider BSDEs of the form: find a triple (Y, Z,U) € S[0,T] x L4[0,T] x L*(u)
such thatH

T T T
Y, = §+/ f(s,Ys,Zs,Us)ds—/ stWS—/ /Us(e)u(de,ds), 0<t<T, (24)
t t t JE
where

— £ is a Gp-measurable random variable of the form:

§ = Zé’k(T(k),C(k))ﬂTkgquH7 (2.5)

k=0

with ¢° is Fr-measurable and &F is Fr ® B(Ay) ® B(E*)-measurable for each k =
1,...,n,

— fis map from [0,7] x © x R x R? x Bor(E,R) to R which is a P(G) ® B(R) ®
B(RY) ® B(Bor(E,R))-B(R)-measurable map. Here, Bor(E,R) is the set of borelian
functions from E to R, and B(Bor(E,R)) is the borelian o-algebra on Bor(E,R) for
the pointwise convergence topology.

To ensure that BSDE (2.4)) is well posed, we have to check that the stochastic integral w.r.t.
W is well defined on L%[0,7] in our context.

Proposition 2.2. Under (HD), for any process Z € L%[0,T], the stochastic integral
T Z,dW is well defined.

Proof. Consider the initial progressive enlargement H of the filtration G. We recall that
H = (Ht¢)t>0 is given by

Hy = ‘B\/U(Tla"anvClv"'an)7 t>0.

2The symbol f; stands for the integral on the interval (s,t] for all s,¢ € Ry.
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We prove that the stochastic integral fOT ZsdWy is well defined for all P(H)-measurable
process Z such that EfOT |Zs|?ds < oo. Fix such a process Z.
From Theorem 2.1 in [16], we obtain that W is an H-semimartingale of the form

t
Wy = Mt+/ as(T(n)7C(n))d37 t>0,
0

where a is P(F) ® B(A,) ® B(E™)-measurable. Since M is a H-local continuous martingale
with quadratic variation (M, M), = (W, W), =t for t > 0, we get from Lévy’s characteri-
zation of Brownian motion (see e.g. Theorem 39 in [30]) that M is a H—Brownian motion.
Therefore the stochastic integral fOT ZsdM, is well defined and we now concentrate on the

T
term [ Zsas (7, ((n))ds.
From Lemma 1.8 in [I6] the process v(0, e) is an F-martingale. Since F is the filtration
generated by W we get from the representation theorem of Brownian martingales that

t
(0, = 70(0,e)+/Fs(9,e)dWs, 150
0

Still using Theorem 2.1 in [16] and since v(#, ) is continuous, we have

t
(v(8,e), W), = / vs(0,€e)as(0,e)ds, t>0
0
for all (0,e) € A, x E". Therefore we get
[s(0,e) = ~s(0,e)as(f,e), s>1

for all (6,e) € A, x E™. Since v(6,e) is an F-martingale, we obtain (see e.g. Theorem 62
Chapter 8 in [I1]) that

T
/ 17s(0,e)as(B,e)’ds < +oo, P—a.s. (2.6)
0
for all (0,e) € A, x E™. Consider the set A € Fr @ B(A,) ® B(E™) defined by
T
A = {(w,@,e) EQxA, xE" : / 1vs(8, €)as (8, e)|*ds = +o0 ,} :
0

Then, we have P(Q) = 0, where
Q = {we: (wWw),((w)eA}.
Indeed, we have from the density assumption (HD)
() = E[Li(w,r),(W)] = E[E[La(w,7(),¢w)|Fr]]
_ / E[HA(W,H, e)yr (0, e)]dede : (2.7)
A, X En
From the definition of A and (26), we have

ﬂA(.,H,e)WT(H,e) = 0, P-as.
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for all (A,e) € A, x E™. Therefore, we get from (Z1), P(Q) = 0 or equivalently

T
/ !73(7'1,...,7'n,(1,...,Cn)as(ﬁ,...,Tn,gl,...,Cn)FdS < 400, P-—as. (2.8)
0

From Corollary 1.11 we have ~(71,...,7n,C1,...,¢(y) > 0 for all ¢ > 0 P-a.s. Since

Y71,y Tn, 1y -+, ) 1S continuous we obtain
inf (1,070, Clye oy Cn) > 0, P—a.s. (2.9)
s€[0,7T7

Combining (2.8)) and ([2.9]), we get
T 2
/ ‘CLS(Tl,...,Tn,Cl,...,Cn)‘ ds < +oo, P-—a.s.
0

Since Z satisfies EfOT |Zs|?ds < oo, we obtain that

T
/ ‘Zsas(ﬁ,...,Tn,Cl,...,Cn)|ds < 400, P-—a.s.
0

Therefore fOT Zsas(T1y- oy Ty Cly- -+ Go)ds is well defined. O

3 Existence of a solution

In this section, we use the decompositions given by Lemma [2.1] to solve BSDEs with a finite
number of jumps. We use a similar approach to Ankirchner et al. [I]: one can explicitly
construct a solution by combining solutions of an associated recursive system of Brownian
BSDEs. But contrary to them, we suppose that there exist n random times and n random
marks. Our assumptions on the driver are also weaker. Through a simple example we first
show how our method to construct solutions to BSDEs with jumps works. We then give
a general existence theorem which links the studied BSDEs with jumps with a system of
recursive Brownian BSDEs. We finally illustrate our general result with concrete examples.

3.1 An introductory example

We begin by giving a simple example to illustrate the used method. We consider the
following equation involving only a single jump time 7 and a single mark (¢ valued in
E ={0,1}:

Yr = clper + M7, ()lrsr

3.1
—dY; = f(Up)dt—UdH;, 0<t<T, o

where H; = (H(0), H;(1)) with Hy(i) = 1,<4¢—; for t > 0 and i € E. Here c is a real
constant, and f and h are deterministic functions. To solve BSDE (B1l), we first solve a
recursive system of BSDEs:

Y(0,e) = h(B,e)+ f0,00(T —t), OANT <t<T,

T
v = c—|—/ f(Y(s,0) = Y2 Vi(s,1) = V)ds, 0<t<T.
t

8



Suppose that the recursive system of BSDEs admits for any (6,¢) € [0,7] x {0,1} a couple
of solution Y'(#, e) and Y. Define the process (Y,U) by

YV, = Yo + Y (1, Olizr, t€[0,T),
and
Ui(i) = (Y (t,3) — Y 4er , t€[0,T], i=0,1.
We then prove that the process (Y, U) is solution of BSDE ([B.1). By Itd’s formula, we have
v, = d(Y e + V(T oﬂm)

- d<Yt(1—Ht( /hsOdH

/hsldH + (H(0) + H(1)£(0,0)(T 1)) .
This can be written
AV, = —[(1— Hi(0) —~ HO)F(VAE0) — YO,V 6 1) — ¥0) + (HL(0) + Hi(1)) (0, 0)] e
L R(5,0) + (T — 1£(0,0) ~ Y2 H(0) + [h(t, 1) + (T — 1)(0,0) — YO dH,(1)
From the definition of U, we get
QY = —f(U)dt+ UydH, .

We also have Yr = clp<r +h(7,()1r>-, which shows that (Y, U) is solution of BSDE (B1]).

3.2 The existence theorem

To prove the existence of a solution to BSDE (2.4]), we introduce the decomposition of the
coefficients £ and f as given by (23] and Lemma [ZT]
From Lemma 2] (i) and Remark 1] we get the following decomposition for f

f(t7 Y, =, U) = Z fk(ta Y, 2, Uy T(k) s C(k))]l‘rkgt<‘rk+1 ) (32)
k=0

where 0 is P(F) ® B(R) ® B(RY) ® B(Bor(E,R))-measurable and f* is P(F) ® B(R) ®
B(R?%) @ B(Bor(E,R)) ® B(Ay) ® B(E*)-measurable for each k = 1,...,n

In the following theorem, we show how BSDEs driven by W and p are related to a
recursive system of Brownian BSDEs involving the coefficients ¢* and f* k=0,...,n

Theorem 3.1. Assume that for all (0,e) € A,, x E", the Brownian BSDE

T
Y/ (0,¢) = 5"(9,6)+/t 1" (5, Y2(6.€), Z220,¢),0,6,¢) ds

T
—/ Z0(0,e)dW, , O AT <t<T), (3.3)
t

9



admits a solution (Y™(0,¢€),2"(0,e)) € Sg°[0n, AT, T] x L&[0, AT, T), and that for each
k=0,...,n—1, the Brownian BSDE

T
YFOw), eq) = ék(9(k),€(k))+/ fk<8,Ysk(9(k),e(k))7Z?(H(k)&(k)),

t
YE Oy, s, 6005 -) — YOy € (k))ae(k),e(k))ds (3.4)

T
—/ Zf(@(k),e(k))dws, 0. NT <t<T,
t
admits a solution (Yk(H(k),e(k)), Zk(ﬁ(k),e(k))) € Sk AT, T) x LE[0x AT, T). Assume
moreover that each Y* (resp. Z¥) is PM(F) @ B(Ay) @ B(E¥)-measurable (resp. P(F) @
B(Ay) @ B(E¥)-measurable).

If all these solutions satisfy

sup_[|Y* (6,
(k0.e)

)s €(k) )”Soo[Ok/\TT] < 00, (35)

and

OLNT 9k AT
E[/ </ ’ZO 2d8+2/ ’Zk H(k )‘ dS)’YT(e e)dfde| < oo,
ApxE™ 0

then, under (HD), BSDE 24) admits a solution (Y, Z,U) € S[0,T] x L4[0,T] x L*(n)
given by

n
Vi = Yer, + > V(700 Cop) Im<tam »
k=1

Zy = Z{i<r + Y ZF(1(0), G Dy <tz (3.6)
k=1
n—1
Ut() = Uto(‘)]ltSTl + Z Utk(T(k)v C(k)a ‘)ﬂTk<tSTk+1 ’
k=1

with UF (), Sy ) = Y (001 Sy ) — YTy Cy) for each k=0,...,n — 1.
Proof. To alleviate notation, we shall often write £* and f*(¢,vy, z, u) instead of fk(H(k), (k)

and fk(t,y,z,u,e(k), e ), and Y/[(t, e) instead of Y;k(e(k_l),t, €(k—1),€)-
Step 1: We prove that for ¢ € [0,T], (Y, Z,U) defined by (3.0]) satisfies the equation

Y, = §+/ sts,Zs,U)ds—/t ZdWy — // w(de, ds) (3.7)

We make an induction on the number & of jumps in (¢, 7.

e Suppose that £ = 0. We distinguish two cases.

Case 1: there are n jumps before ¢t. We then have 7, <t and from (3.6) we get Y; = Y;".
Using BSDE ([B.3]), we can see that

T
Y, = &+ f”sY" 7.0 )ds—/ ZrdW, .
t

10



Since 7, < T, we have {" = ¢ from (Z3)). In the same way, we have Yy = Y, Z, = Z
and Us = 0 for all s € (¢,7] from (B.6). Using [B.2), we also get f"(s, Y, Z1 0) =
f(s,Ys, Zs,Ug) for all s € (¢t,T]. Moreover, since the predictable processes Z1. . and
Z™1,, <. are indistinguishable on {7,, < ¢}, we have from Theorem 12.23 of [14], ftT ZdWy =
ftT Z!dWs on {7, < t}. Hence, we get

Y, = §+/ sts,Zs,U)ds—/t Z.dW, — // u(de, ds)

on {1, <t}.

Case 2: there are i jumps before ¢ with i < n hence Y; = Y. Since there is no jump
after ¢, we have Y, = Y, Z, = Z, UZ() Yi+1( ) =Y & =¢ and fi(s, Y, Z1 UL =
f(s,Ys, Zs,Us) for all s € (¢,T], and ft [ Us(e)p(de, ds) = 0. Since the predictable pro-
cesses Z1r,< <7, and Z° ]ln<.Sn+1 are 1ndlst1ngulshable on {m <t} N{T < 7i+1}, we have
from Theorem 12.23 of [14], ftT ZdWy = ftT ZidWs on {7; <t} N{T < 7;11}. Combining

these equalities with ([B4]), we get

Y, - 5+/ sts,Zs,U)ds—/t Z.dW, — // i(de, ds) |

on {r; <t}N{T < 711}

e Suppose equation ([B.7]) holds true when there are k£ jumps in (¢, 7], and consider the case
where there are k + 1 jumps in (¢, 7.

Denote by i the number of jumps in [0, ] hence Y; = Y;!. Then, we have Z; = Z!, U(.) =
Yitl(s,.) = Y for all s € (t,7341], and Y5 = Y and f(s,Ys, Zs,Us) = fi(s, Y, Z8,UY) for
all s € (t,7i+1). Using (3.4), we have

Tit1 Tivl
Vi = Vi [ e vazagds - [ Ziaw,
t t

Ti+1

Tit1 T
- Y;:i / f(S Y, Zs, Us)ds _/ Z;ﬂn<s§n+1dWs
t

/ o / u(de, ds) .

Since the predictable processes Z1.,« <., and Z'1,,« <., , are indistinguishable on {r; <
t < Tit1 Y Tipkr1 <T < Tiggsa}, we get from Theorem 12.23 of [14], that ftT Z§17i<537i+1dW5 =
ftT Z'r, cs<r,,, dW;. Therefore, we get

1 Ti4+1 Ti4+1 Ti+1
Y, = Yitig / £(s, YS,ZS,U)ds—/ ZydW, — / / j(de,ds) , (3.8)
t t

on {1 <t <Tit1} N {Tisk+r1 <T < Tizk+2}. Using the induction assumption on (741,71,
we have

Y 1a(r) = (g+/j}(s,yg,zs,Us)d /ZdW // u(de ds) Alr)
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for all r € [0, 7], where

A= {(w, $) € Qx[0,T] : Tiy1(w) <8 < Tizo(w) and Tiqpr1(w) <T < Ti+k+2(w)} .

Thus, the processes Y1 4(.) and ({4—[?)"(8, Ys, Zs, Us)ds—fTstWs—foEUs(e)u(de, ds)) 1a(.)
are indistinguishable since they are cad-lag modifications of the other. In particular they
coincide at the stopping time 7,41 and we get from the definition of Y

T T
i+1
Y, = Vi = et [ f(s, Ve 2o U)ds — / Z,dW,
Tit+1 Tit+1
T
—/ /Us(e),u(de,ds) . (3.9)
Ti+1 E

Combining B8] and 33), we get (B7)).

Step 2: Notice that the process Y (resp. Z, U) is PM(G) (resp. P(G), P(G) @ B(E))-
measurable since each Y* (resp. Z¥) is PM(F) @ B(Ar) @ B(E¥) (resp. P(F) @ B(AL) ®
B(E*))-measurable.

Step 3: We now prove that the solution satisfies the integrability conditions. Suppose that
the processes Y*, k = 0,...,n, satisfy ([33). Define the constant M by

- k
M = (:};2) HY (e(k)7 e(k))HSw[Gk/\T,T} s

and consider the set A € Fr @ B(A, N[0,T]") ® B(E"™) defined by

— n n . k <
A {(w,H,e)GQX(Anﬂ[O,T] ) x E" Orgggnt;i%]lﬁ Okys el < M}-

Then, we have P(Q) = 1, where
@ = {wen: (@rl).dw)ea}.
Indeed, we have from the density assumption (HD)
PY) = E[Lae(w,7@),(w)| = E[E[Lae(w,7(w),cw)) | Fr]

/ IE[]I e (w,0,€)yr (6, e)]dede . (3.10)
(AnN[0,T]7)x E7

From the definition of M and A, we have
1 4e (.,H,e)vT(H,e) = 0, P-as.,
for all (0,e) € (A, N[0,T]") x E™. Therefore, we get from BI0), P(Q°) = 0. Then, by

definition of Y, we have

Vil < [V Lean + D Y (rry, Sy [ Lz
k=1

12



Since P(Q) = 1, we have
Y (. ¢t < M, 0<k<n, P-as. (3.11)
Therefore, we get from (B11])
il < (n+1)M, P-—a.s.,
for all t € [0,T]. Since Y is cad-lag, we get
[Ylsepr < (n+1)M.

In the same way, using (HD) and the tower property of conditional expectation, we get

9k+1/\T

T ) OLNT 0 k
E[/O \Z,] ds} _E[/AME” (/0 12°| ds—I—Z/ 1ZE Oy eqr)| ds)w(ﬁ e)dode] .

O NT

Thus, Z € L%[0,T] since the processes Zk k=0,...,n, satisfy

ONT 0 ) O+ 1/\T
E[/Aan" (/0 12°| ds+2/ ZE Oy, e ds)yT(H e)dede} < .

Finally, we check that U € L?(u). Using (HD), we have

U720 = Z/ . ]ng k)> (k) — Yelz_l(@(k—n,e(k_n)\z’YT(@,e)]d@de

< 22 <\|Yk(9(k), ety 3~y + 1Y (Ow-1), 6(k-1))||§m[ek,1AT,T])
< o0.
Hence, U € L?(p). O

Remark 3.1. From the construction of the solution of BSDE (24)), the jump component
U is bounded in the following sense

sup HU(G)HSOO[O,T} < 0.
ecll
In particular, the random variable esssup; ¢)cjo, 1) [Ut(€)| is bounded.

3.3 Application to quadratic BSDEs with jumps

We suppose that the random variable £ and the generator f satisfy the following conditions:

(HEQ1) The random variable £ is bounded: there exists a positive constant C' such that

k| < C, P—a.s.
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(HEQ2) The generator f is quadratic in z: there exists a constant C' such that
ftyzul < C(1rlul+ 1P + [ fu@nie)de)
E

for all (t,y,z,u) € [0,T] x R x R% x Bor(E,R).

: : ) : f _
) £ pr—
(HEQ3) For any R > 0, there exists a function mcy such that lim._,gmcp(e) = 0 and

’ft(ya z, (u(e) - y)eEE) - ft(y/a 2/7 (u(e) - y)eEE)‘ < mcé(&?) )

for all (£,3,/,% #,u) € [0,T] x [R? x [R? x Bor(E,R) s.t. |yl 2, 1y], 1+ < R
and |y —¢/| + |z — 2| <e.

Proposition 3.1. Under (HD), (HBI), (HEQ1), (HEQ?2) and (HEQ3), BSDE [24]) admits
a solution in S[0,T] x LA[0,T] x L*(u).

Proof. Step 1. Since ¢ is a bounded random variable, we can choose ¢* bounded for each
k=0,...,n. Indeed, let C be a positive constant such that |{| < C, P—a.s., then, we have

n
E ck
é. = 6 (T17"'7Tk7C17"'7Ck)]]-Tk§T<Tk+1 5
k=0

with gk(Tl,...,Tk,Cl,...,Ck) = (fk(Tl,...,Tk,Cl,...,Ck)/\C)\/(—C), for each k =0,...,n.

Step 2. Since f is quadratic in z, it is possible to choose the functions f*, k =0,...,n,
quadratic in z. Indeed, if C' is a positive constant such that |f(¢,y, z,u)] < C(1+ |y| +
1212+ [5; [u(e)|Ae(e)de), for all (t,y,2z,u) € [0,T] x R x R? x Bor(E,R), P—a.s. and f has
the following decomposition

f(t7 Y,z, u) = Z fk(tv Yy, z,u, T(k)) ((k))17k§t<7'k+1 ;
k=0

then, f satisfies the same decomposition with f* instead of f¥ where
Pty 200, e09) = LH( 0,200 e00) A (C(1+ 1yl + 22 + /E [u(e)|\i(e)de) )
Vi =-C 1+y—|—22+/ue)\ e)de) |,
(el +le?+ | Ju@lrede) )

for all (t,y,2,u) € [0,T] x R x R x Bor(E,R) and (f,e) € A, x E™.

Step 3. We now prove by a backward induction that there exists for each k =0,...,n—1
(resp. k = n), a solution (Y* Z*) to BSDE @B4) (resp. B3)) s.t. Y* is a PM(F) ®
B(AL) ® B(E®)-measurable process and Z* is a P(F) ® B(Ay) ® B(E*)-measurable process,
and

sup 1Y (01, €)) || 6o + 125 (Okys eqry)l < 0.
Oty ) Anx B (k)> €(k) Nl seo 9, AT, T) (k) €(R) N L2(g, AT T
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e Choosing " (0, e(n)) bounded as in Step 1, we get from (HEQ3) and Proposition
and Theorem 2.3 of [23] the existence of a solution (Y™ (0(,),¢e(m)), Z" (0(n), €(n))) to BSDE
B3).

We now check that we can choose Y™ (resp. Z™) as a PM(F) @ B(A,) ® B(E™)
(resp. P(F) ® B(A,,) ® B(E™))-measurable process. Indeed, we know (see [23]) that we can
construct the solution (Y, Z™) as limit of solutions to Lipschitz BSDEs. From Proposition
[C.1] we then get a P(F) @ B(A,,) ® B(E™)-measurable solution as limit of P(F) ® B(A,) ®
B(E™)-measurable processes. Hence, Y (resp. Z") is a PM(F) @ B(A,) @ B(E™) (resp.
P(F) @ B(A,) ® B(E™))-measurable process. Applying Proposition 2.1 of [23] to (Y™, Z"),
we get from (HEQ1) and (HEQ?2)

sup Y (0, €
(6,e)eApXE™

(n))Hgoo[gn/\TT + ”Zn( ) €(n) )”L2[9 AT, T < 0.
e Fix kK < mn —1 and suppose that the result holds true for k + 1: there exists (YkH, Z k+1)
such that

k+1
sup Y5 Oy, )l sy
(O(kt1) 56 (kt1)) EAp 1 X EFFL

HIZ5 Oy ) 2oy nrm < 0

Then, using (HBI), there exists a constant C' > 0 such that
‘fk<8,y,ZaYSkH(e(k),S,e(k), D= y)ﬁ(k),e(k))‘ <CA Ayl +21%) .

Choosing £k(9(k),e(k)) bounded as in Step 1, we get from (HEQ3) and Proposition (D.2))
and Theorem 2.3 of [23] the existence of a solution (Y*(0(, e(x)), Z* (O, er)))-

As for k = n, we can choose Y* (resp. Z*) as a PM(F) ® B(Ar) ® B(E¥) (resp.
P(F) @ B(Ay) @ B(EF))-measurable process.

Applying Proposition 2.1 of 23] to (Y* (04, e)): Z%(0k): €xy)), we get from (HEQI)
and (HEQ?2)

sup HYk(H(k) e

+ 12501y, €
(k) e(k)) EAR X EF (k)

(k))”L2[9k/\T,T] < .

(k))”Sw[Qk/\T,T]
Step 4. From Step 3, we can apply Theorem Bl We then get the existence of a solution
to BSDE (2.4). O

Remark 3.2. Our existence result is given for bounded terminal condition. It is based on
the result of Kobylanski for quadratic Brownian BSDEs in [23]. We notice that existence
results for quadratic BSDEs with unbounded terminal conditions have recently been proved
in Briand and Hu [6] and Delbaen et al. [9]. These works provide existence results for solu-
tions of Brownian quadratic BSDEs with exponentially integrable terminal conditions and
generators and conclude that the solution Y satisfies an exponential integrability condition.

Here, we cannot use these results in our approach. Indeed, consider the case of a single
jump with the generator f(t,y,z,u) = |z|>+|u|. The associated decomposed BSDE at rank
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0 is given by

T T
v, = 50+/ [\Zgy2+yY;(s)—Y£\]ds—/ Z2%aw,, tel0,T].
t t

Then to apply the results from [6] or [9], we require that the process (Y;!(s))sejo 1) satisfies
some exponential integrability condition. However, at rank 1, the decomposed BSDE is
given by

yl _ 1 /T 1 2 T 1
1) = @+ [ |70 ds—/ ZN0)aw. . telo.T], 0c[0.T],

and since ¢! satisfies an exponential integrability condition by assumption we know that
Y1(6) satisfies an exponential integrability condition for any @ € [0,7], but we have no

information about the process (Y, (s)) seo,7]- The difficulty here lies in understanding the

behavior of the “sectioned” process {Y!(f) : s = 0} and its study is left for further
research.

3.4 Application to the pricing of a European option in a market with a
jump

In this example, we assume that W is one dimensional (d = 1) and there is a single random
time 7 representing the time of occurrence of a shock in the prices on the market. We
denote by H the associated pure jump process:

We consider a financial market which consists of

— a non-risky asset S°, whose strictly positive price process is defined by
sy = rSPdt, 0<t<T, S)=1,
with r, > 0, for all ¢ € [0,T7],
— two risky assets with respective price processes S' and S? defined by
s} = St (bdt+ o dWy+ BdH,), 0<t<T, S}=sp,
and
dS? = SE(bdt+aGdW;), 0<t<T, S2=s2,

with o; > 0 and 6; > 0, and 3 > —1 (to ensure that the price process S! always
remains strictly positive).

We make the following assumption which ensures the existence of the processes S°, S*, and
S2:
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|

(HB) The coefficients r, b, b, o, &, 1 and = are bounded: there exists a constant C' s.t.

1
o

- 1 1
el + [bel + Bl + ol + ol + | —| +|=| < €, 0<t<T, P-aus.
t t

We assume that the coefficients 7, b, b, o and & have the following forms

re =10 s + 1 (T)lizr

b = 011<r + b (7)

by = b'1yr + B! (T)]lt>7'a
(1)
(7)1

oy =0 ﬂt<7—+017']l

— —0 1
or=0 lycr +0

for all t > 0.
The aim of this subsection is to provide an explicit price for any bounded Gpr-measurable
European option £ of the form

g = 60]]-T<T + gl(T)ﬂTST 5

where €0 is Fr-measurable and ¢! is Fr ® B(R)-measurable, together with a replicating

strategy 7 = (70, 7!, 72) (7} corresponds to the number of share of S held at time ¢). We

assume that this market model is free of arbitrage oppotunitity (a necessary and sufficient
condition to ensure it is e.g. given in Lemma 3.1.1 of [§]).

The value of a contingent claim is then given by the initial amount of a replicating
portfolio. Let 7 = (7%, 7!, 72) be a P(G)—measurable self-financing strategy. The wealth
process Y associated with this strategy satisfies

Y, = m8Y+nalSl 47282, 0<t<T. (3.12)
Since 7 is a self-financing strategy, we have
dY; = 70dSP +midS} +nidSE, 0<t<T.
Combining this last equation with ([312]), we get

aY, = (rY;+ (by — re)m Sf + (b — r)wiSE)dt
+(riorS) + 176 SE)dWy + m BSdH,, 0<t<T. (3.13)

Define the predictable processes Z and U by
Zy = 7Tt10't5t1 + 7Tt25't5t2 and U; = BStl, , 0<t<T. (3.14)
Then, [BI3]) can be written under the form

0y, = [y, =l (” —b_oulre = bt))Ut}dt + Z,dW; + UydH,, 0<t<T.
o B Bat
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Therefore, the problem of valuing and hedging of the contingent claim £ consists in solving
the following BSDE

-dY; = [T’ta—tl;t Zy + <7’t5bt _ Jt(g%—tgt))Ut — T‘th} dt
—Z4dW; — UydH, , 0<t<T, (3.15)
Yy = €.

The recursive system of Brownian BSDEs associated with (815 is then given by

{—dYJ(@) = ["O a0 - OYNO)|d -z, os<i<T. oo
vho) = €40).
and
7 g9 (r0
—ay? = [Pz (U5 - PR - YY) - 0t
—ZdW,,  0<t<T, (3.17)
v = .

Proposition 3.2. Under (HD) and (HB), BSDE BI3) admits a solution in Sg°[0,T] x
L2[0,T] x L2(n).

Proof. Using the same argument as in Step 1 of the proof of Proposition B.I, we can
assume w.l.o.g. that the coefficients of BSDEs (B.10) and (3I7) are bounded. Then, BSDE
(BI0) is a linear BSDE with bounded coefficients and a bounded terminal condition. From
Theorem 2.3 in [23], we get the existence of a solution (Y'1(6), Z(9)) in S°[0,T] x L2[0, T
o ([B14) for all 6 € [0, T]. Moreover, from Proposition 2.1 in [23], we have

sup ”Yl(e)”sw[o,T] < 0. (3.18)

0e[0,7)

Applying Proposition with X = [0,7T] and dp(0) = v9(0)df we can choose the solution
(Y1, Z1) as a P(F) ® B([0,T])—measurable process.

Estimate (3I8]) gives that BSDE [B.I7) is also a linear BSDE with bounded coefficients.
Applying Theorem 2.3 and Proposition 2.1 in [23] as previously, we get the existence of a
solution (Y9, Z%) in §g°[0, 7] x L2[0, T] to BIT). Applying Theorem Bl we get the result.

O

Since BSDEs (3106) and ([3I7) are linear, we have explicit formulae for the solutions.
For Y!(0), we get:

1
1 — - el L <t<
Y (0) rg(e)E[g (H)FT(G)‘E] , fstsT,
with T''(#) defined by
X B _
1 B T (9)—[) 1 0) — b 2 1 <t <
rHe) = eXp< 510) Wi ( T ) t r(e)t), 0 <t<T
For Y, we get :
0 1 070 i
Yy, = _OE[g Y+ cSFsds‘}}] , 0<t<T,
Iy t
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with T'° defined by

t 1 t t
o — exp(/ ddeS——/ ydsy2ds+/a8ds), 0<t<T,
0 2 Jo 0

where the parameters a, d and c¢ are given by

o 00 G030 — 50y
at:_r_< 3 B&° >’
A0 _ 30
di = —
t 5_0 9
PO 50 GO0 — B0,
c = — — Y, (t).
o= (=5 p R0

The price at time t of the European option ¢ is equal to Y if t < 7 and Y,}(7) if t > 7.

Once we know the processes Y and Z, a hedging strategy m = (70, 7!, 72) is given by (312

and (BI4).

Under no free lunch assumption, all the hedging portfolios have the same value, which
gives the uniqueness of the process Y. This leads to the uniqueness issue for the whole
solution (Y, Z,U).

4 Uniqueness

In this section, we provide a uniqueness result based on a comparison theorem. We first
provide a general comparison theorem which allows to compare solutions to the studied
BSDEs as soon as we can compare solutions to the associated system of recursive Brow-
nian BSDEs. We then illustrate our general result with a concrete example in a convex
framework.

4.1 The general comparison theorem

We consider two BSDEs with coefficients (f,£) and (f, &) such that

— ¢ (resp. §) is a bounded Gr-measurable random variable of the form

£ = ) g Sl <ren,

k=0

(resp.§ = ng(T(k)aC(k))]lTkST<Tk+1)7
k=0

where éo (resp. £°) is Fp-measurable and ék (resp. &%) is Fr ® B(Ay) ® B(EF)-
measurable for each k =1,... n,

— f (resp. f) is map from [0,7] x Q x R x R x Bor(E,R) to R which is a P(G) ®
B(R) ® B(R%) @ B(Bor(E,R))-B(R)-measurable map.
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We denote by (Y, Z,U) and (Y, Z,U) their respective solutions in S[0, 7] x L%[0, 7] x
L?(). We consider the decomposition (Xk)ogkgn (resp. (Yk)ogkgn, (Zk)ogkgm (Zk)ogkgn,
(Qk)ogkgn, (Uk)ogkgn Yof Y (vesp. Y, Z, Z, U, U) given by Lemma Il For ease of
notation, we shall write F¥(t,y, z) and F¥(t,y, z) instead of f(t,y, 2, XfH(T(k),t, Cikys ) —Y)
and f(t,y, z,YtkH(T(k),t, C(kys-) —y) for each k =0,...,n—1, and F"(t,y,2) and F(t,y,2)
instead of f(t,y,2,0) and f(t,y, z,0).

We shall make, throughout the sequel, the standing assumption known as (H)-hypothesis:

(HC) Any F-martingale remains a G-martingale.

Remark 4.1. Since W is an F—Brownian motion, we get under (HC) that it remains a
G—Brownian motion. Indeed, using (HC), we have that W is a G-local martingale with
quadratic variation (W, W), = t. Applying Lévy’s characterization of Brownian motion
(see e.g. Theorem 39 in [30]), we obtain that W remains a G-Brownian motion.

Definition 4.1. We say that a generator g : Q x [0,7] x R x R? — R satisfies a comparison
theorem for Brownian BSDEs if for any bounded G-stopping times vo > v, any generator
g Q2x[0,7] xR xR? = R and any G,,-measurable r.v. ¢ and ¢’ such that g < ¢’ and
¢ < (resp. g > ¢ and ¢ > ('), we have Y <Y’ (resp. Y > Y’ ) on [v1,vs]. Here, (Y, Z)
and (Y', Z') are solutions in S°[0, 7] x L%[0,T] to BSDEs with data (¢, g) and ({',¢'):

v2 v2
Y% = <+/ g(S,Y;,ZS)dS—/ stW37 141 §t§V27
t t
and
v2 v2
vy, = ( +/ q (s, Y. Z!)ds —/ Zaws, 1 <t<wvy.
t ¢

We can state the general comparison theorem.

Theorem 4.1. Suppose that § < €, P-a.s. Suppose moreover that for each k =0,...,n
Frt,y,2) < FFt,y,2), Y(ty,2)e€0,T]xRxRY P—as.,

and the generators F* or F¥ satisfy a comparison theorem for Brownian BSDEs. Then, if
U =U, =0 fort > 7,, we have under (HD) and (HC)
Y, <Y, 0<t<T, P-as.

Proof. The proof is performed in four steps. We first identify the BSDEs of which the terms
appearing in the decomposition of Y and Y are solutions in the filtration G. We then modify
Y* and Y* outside of [Tk, Tk+1) to get cad-lag processes for each k = 0,...,n. We then
compare the modified processes by killing their jumps. Finally, we retrieve a comparison
for the initial processes since the modification has happened outside of [1j, 7k11) (Where
they coincide with Y and Y).
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Step 1. Since (Y, Z,U) (resp. (Y, Z,U)) is solution to the BSDE with parameters (, f)
(resp. (£, f)), we obtain from the decomposition in the filtration F and Theorem 12.23 in
[14] that (Y™, Z™) (resp. (Y™, Z™)) is solution to

T
Y (T, Cmy) = §+/t F”(S,K"(T(n)yé“(n)),Z?(T(n)yﬁ(n))>d8

T
_/ Z;L(T(n)a C(n))dWs , T NT <t<T, (4.1)
t

T
(resp. Y3 (7(n), () = §+/t E" (S,X?(T(n)y Cn))s Z5 (T(n) s C(n))>d8
T
—/ Z?(T(n),C(n))dWS , Tn/\TStST) (4.2)
t
and (Y*, Z¥) (resp. (Y*, Z%)) is solution to
Ytk(T(k), Cry) = [YTiﬂ(T(kH), Cetr1)) = Uy (Grog) | Ly <1 + €Ly 570
A K
+/ F <S,YS (Tk)s Cr))» Zs (T(k)7C(k))>d3
t

Tk+1/\T _
—/ ZE(y, ) dWs . T AT <t < mg AT (4.3)
t

(resp. Y (T Cy) = (Y5 Py Cory) = Uy (Get)) Ly < + €y 5w
AT k k
+/ F <37K5(T(k)aC(k))7Zg(T(k)7C(k))>d3
t

Tk+1/\T
—/ ZE (), Co))AWs , Te AT <t < Ty AT ) (4.4)
t

for each £k =0,...,n — 1.

. . = ~k .
Step 2. We introduce a family of processes (Yk)ogkgn (resp. (Y )o<k<n). We define it
recursively by

?th - }/tn(’r(n)a C(n))]]-tZTn (resp‘ X? = X?(T(n% C(n))ﬂtZTn) ) 0 é t é T Y
and for k =0,...,n—1

Y/tk = Y/tk(T(k)v C(k)))ﬂTkSt<Tk+l + ﬁk+1]lt27k+1
~k ~k+1
(resp. Yy = Y{(ray, () hnecicn, + Y0 lisn,), 0<t<T.
These processes are cad-lag with jumps only at times 77, [ = 1,...,n. Notice also that yr

(resp. Y, ffk, zk) satisfies equation (L)) (resp. (@2)), [3), ().

Step 3. We prove by a backward induction that Y < Y™ on [1, AT, T] and Xk < Y* on
[Tk AT, 741 AT), for each k = 0,...,n— 1.

e Since § < £, F™ < F™ and F™ or F" satisfy a comparison theorem for Brownian
BSDEs, we immediately get from (4] and (4.2)

Y] < Y, mAT<t<T.
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e Fix k£ < n — 1 and suppose that zfﬂ < 2’”1 for t € [Tg41 AT, T2 AT). Denote
by pyl (resp. Pf) the predictable projection of v (resp. Xl) for [ = 0,...,n. Since the
random measure p admits an intensity absolutely continuous w.r.t. the Lebesgue measure
on (0,77, v (resp. Xl) has inaccessible jumps (see Chapter IV of [10]). We then have

pf/tl = YL (resp. pzi :zi_), 0<t<T.

From equations ([A3]) and (£4]), and the definition of Vg (resp. zl), we have for [ = k

Tk+1

Sk Skt : e A Skook
¢ o= Yl cr + 8 o +/t F (s,”Ys 2 (T(k»((k)))ds
T AT -
—/ Z (T S )AWs s Ty AT <t < Ty AT . (4.5)
t

ook pokl [y
(resp. PY, = PY_ 1, ,<r+&l, >r+ t F (8, XS,ZS(T(WC(M))CZS

Tk+1/\T
—/ ZE (s ) AW, T AT <t <71 AT) (4.6)
t

— k1 = k1 . . . .
Since YA+ > Y " we get PY)T1 > Py . This together with conditions on &, &, F*

and F* give the result.

Step 4. Since Y* (resp. zk) coincides with Y (resp. Y) on [r A T, 7x41 A T), we get the
result. O

Remark 4.2. Tt is possible to obtain Theorem 4.1 under weaker assumptions than (HC).
For instance, it is sufficient to assume that W is a G-semimartingale fo the form

W = M+/.a5ds,
0

with M a G-local martingale and a a G-adapted process satisfying

E[exp(—/oTades—%/OT\CLSPCZS)] = 1. (4.7)

Indeed, we first notice that (M;)ejo,r) is @ G-Brownian motion since it is a continuous G-
martingale with (M, M), =t for ¢ > 0. Then, from (£7]) we can apply Girsanov Theorem
and get that (W).cjo, is a (Q, G)-Brownian motion where Q is the probability measure
equivalent to P defined by

dQ T 1,
F ] = exp < —/0 asdM, — 5/0 las| ds) )
T

Therefore we can prove Theorem F1] under Q. Since Q is equivalent to P the conclusion
remains true under P.
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4.2 Uniqueness via comparison

In this form, the previous theorem is not usable since the condition on the generators of
the Brownian BSDEs is implicit: it involves the solution of the previous Brownian BSDEs
at each step. We give, throughout the sequel, an explicit example for which Theorem [4.1]
provides uniqueness. This example is based on a comparison theorem for quadratic BSDEs
given by Briand and Hu [7]. We first introduce the following assumptions.

(HUQ1) The function f(t,y,.,u) is concave for all (t,y,u) € [0,7] x R x Bor(E,R).
(HUQ2) There exists a constant L s.t.
|f(t,y, 2, (u(e) —y)eer) — F(t, Y, 2, (u(e) = ¥ )ecr)| < Lly—9|
for all (t,y,v, z,u) € [0,T] x [R]?> x R? x Bor(E,R).

(HUQ3) There exists a constant C' > 0 such that
ezl < C(re bl P + [ uee)de)

for all (t,y, z,u) € [0,T] x R x R? x Bor(E,R).
(HUQ4) f(t,.,u) = f(t,.,0) for all u € Bor(E,R) and all t € (1, AT, T].

Theorem 4.2. Under (HD), (HBI), (HC), (HUQ1), (HUQ2), (HUQ3) and (HUQ4),
BSDE ([2.4) admits at most one solution.

Proof. Let (Y, Z,U) and (Y, Z',U") be two solutions of (Z4)) in S&[0, 7] x LZ[0, T] x L*(u).
Define the process U (resp. U’) by

Ui(e) (resp. ﬁt/(e)) = Ugle)li<s, (resp. Uj(e)li<s,), (t,e)€[0,T]xE.

Then, U = U and U’ = U’ in L?(u). Therefore, from (HUQ4), (Y, Z,U) and (Y',Z',U")
are also solutions to (Z4) in S[0,T] x LZ[0,T] x L*(u).
We now prove by a backward induction on k =n,n —1,...,1,0 that

Vi< = Ylg<, tel[0,1],

o Suppose that k = n. Then, (Y1, <, Zi1r, <, (Up4Y-)1r,_ <i<r,) and (Y1, <, Z{1r, ¢, (Ul +
Y;)1,, ,<i<s,) are solution to

T T T
Y, = §]lTn<T+/ 1., <sf(s,Ys, Zs,0)ds —/ ZdW —/ / Us(e)u(de,ds), te€[0,T].
t t t JE

Using Remark ] and Theorem 5 in [7], we obtain that the generator 1, - f satisfies a
comparison theorem in the sense of Definition Il We can then apply Theorem [A.T] with

E(t7 y7 Z7 u) = F(t7 y7 Z7 u) = j”"7—77,<t¢f(2(:7 y7 Z7 0) Y (t7 y7 Z7 u) G [07 T] X R X Rd X BOT(E7 R) Y

and we get that Y1, < =Y'1, <.
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e Suppose that Y1, < = Y/]lTkJrlS-' We can then choose Y7 and Y/ appearing in the

decomposition of the processes Y and Y’ given by Lemma 2.7] (ii) such that

Y/ (0G),eq) = Y04y e)

for all (A,e) € A, x E™ and j = k+1,...,n. Therefore, we get that (Y1, <¢, Z¢1;, <4, (Ur+
Y- L )1r <) and (Y 1r<i, Z{1r <1, (U + Y- 14<s )1, <) are solution to

Y, = §ﬂTkST—|—/ F(s, YS,Z)ds—/ ZdWy — / / wu(de,ds) , te€][0,T],
t t

where the generator F' is defined by
t Y, 2 Z 17k<t<7'k+1 (t7 Y, Z) + ]]-Tn<tFn(t7 Y, Z) )

where

Fk(t7 Y, Z) = f (ta Y,z Y:sk+1(7_(k)v S, ((k)a ) — Y T(k)> C(k))

Fn(tvyvz) = f(t,y,Z,O)

for all (¢,y,2) € [0,7] x R x R, Using Remark E1] and Theorem 5 in [7], we obtain that
the generator I satisfies a comparison theorem in the sense of Definition .1l We can then
apply Theorem F.1l and we get that Y1, < =Y'1, <.

e Finally the result holds true for all K =0,...,n which gives Y = Y".

e We now prove that Z = Z’ and U = U’. Identifying the finite variation part and the
unbounded variation part of Y we get Z = Z’. Then, identifying the pure jump part of Y we
get U =U". Since U = U (vesp. U' =U" ) in L*(u), we finally get (Y, Z,U) = (Y', Z',U").

O

5 Exponential utility maximization in a jump market model

We consider a financial market model with a riskless bond assumed for simplicity equal to
one, and a risky asset subjects to some counterparty risks. We suppose that the Brownian
motion W is one dimensional (d = 1). The dynamic of the risky asset is affected by other
firms, the counterparties, which may default at some random times, inducing consequently
some jumps in the asset price. However, this asset still exists and can be traded after the
default of the counterparties. We keep the notation of previous sections.

Throughout the sequel, we suppose that (HD), (HBI) and (HC) are satisfied. We
consider that the price process S evolves according to the equation

t
St=50+/5 <bdu+audW +//3u dedu)), 0<t<T.
0

All processes b, o and 3 are assumed to be G-predictable. We introduce the following
assumptions on the coefficients appearing in the dynamic of S:
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(HS1) The processes b, o and (8 are uniformly bounded: there exists a constant C' s.t.

bt| + |oe| +[Be(e)] < C, 0<t<T,e€k, P-as.

(HS2) There exists a positive constant ¢, such that

o> ¢y, 0<t<T, P-—a.s.

(HS3) The process [ satisfies:

Bile)>—-1, 0<t<T, eecE, P-—as.

(HS4) The process ¢ defined by 9y = 2—tt, t € [0,7], is uniformly bounded: there exists a
constant C' such that

%] < C, 0<t<T, P—a.s.

We notice that (HS1) allows the process S to be well defined and (HS3) ensures it to be
positive.

A self-financing trading strategy is determined by its initial capital x € R and the
amount of money 7, invested in the stock, at time ¢ € [0, 7]. The wealth at time ¢ associated
with a strategy (x, ) is

¢ ¢ ¢
Xy o=z +/ msbsds +/ 0 dW +/ / msBs(e)u(de,ds) , 0<t<T.
0 0 0 JE

We consider a contingent claim, that is a random payoff at time 7' described by a G-
measurable random variable B. We suppose that B is bounded and satisfies

B = ZBR(T(k)aC(k))]lmgquH,
k=0

where B? is Fr-measurable and B* is Fr@B(Ay)®B(E*)-measurable for each k = 1,...,n.
Then, we define

V(z) = supE[—exp(—a(X;" - B))], (5.1)
TeA
the maximal expected utility that we can achieve by starting at time 0 with the initial
capital x, using some admissible strategy m € A (which is defined throughout the sequel)
on [0,7] and paying B at time T. « is a given positive constant which can be seen as a
coefficient of absolute risk aversion.
Finally, we introduce a compact subset C of R with 0 € C, which represents an eventual
constraint imposed to the trading strategies, that is, m(w) € C. We then define the space
A of admissible strategies.
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Definition 5.1. The set A of admissible strategies consists of all R-valued P(G)-measurable
processes ™ = (m;)o<t<7 Which satisfy EfOT |7Tt0't|2dt—|-Ef0T [ |meBe(e)| M (e)dedt < oo, and
m € C, dt ® dP — a.e., as well as the uniform integrability of the family

{ exp ( — aXf’“) : 7 stopping time valued in [0, T]} .

We first notice that the compactness of C implies the integrability conditions imposed
to the admissible strategies.

Lemma 5.1. Any P(G)-measurable process m valued in C satisfies m € A.

The proof is exactly the same as in [25]. We therefore omit it.

In order to characterize the value function V' (z) and an optimal strategy, we construct,
as in [I5] and [25], a family of stochastic processes (R(™)rc4 with the following properties:

(i) Rg) = —exp(—a(X7" — B)) for all T € A,
(ii) R(()ﬂ) = Ry is constant for all 7 € A,

(iii) R is a supermartingale for all 7 € A and there exists © € A such that R is a
martingale.

Given processes owning these properties we can compare the expected utilities of the strate-
gies m € Aand 7 € A by

E[ —exp (— a(X7" = B))] < Ro(z) = E[—exp(— a(Xéﬁ’fT - B))] = V(z),
whence 7 is the desired optimal strategy. To construct this family, we set

BT = —exp(-a(X[7-Y)), 0<t<T. meA,

where (Y, Z,U) is a solution of the BSDE

T T T
Y, - B+/ f(s,Zs,Us)ds—/ stWS—/ /Us(e)u(de,ds), 0<t<T. (52)
t t t E

We have to choose a function f for which R(™ is a supermartingale for all 7 € A, and
there exists a # € A such that R(®) is a martingale. We assume that there exists a triple
(Y, Z,U) solving a BSDE with jumps of the form (5.2]), with terminal condition B and with
a driver f to be determined. We first apply Ito’s formula to R(™ for any strategy m:

() () a? 2
th = Rt* [( — Oé(f(t, Zt, Ut) + 7Ttbt) + E(ﬂ'tO} — Zt) >dt — Oé(ﬂ'tO't — Zt)th

—I-/ (exp (— a(mBi(e) — Usle))) — 1),u(de,dt)} .
E
Thus, the process R(™ satisfies the following SDE:

dR\” = RVdM™ + RVdAY | 0<t<T,
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with M (™ a local martingale and A(™ a finite variation continuous process given by

th(W) = — Oz(ﬂ'tO't — Zt)th + /E (eXp ( - a(ﬂ't/@t(e) - Ut(e))) - 1)ﬂ(d67 dt) )
2

dAgW) = ( — oz(f(t, Zy, Up) + Wtbt) + O47(77150'15 - Zt)2

+ /E (exp (— a(mpBi(e) — Usle))) — 1))\t(e)de> dt .

It follows that R(™ has the multiplicative form
R™ = R{Ve(M™) exp (A7)

where &(M (™) denotes the Doleans-Dade exponential of the local martingale M (™). Since
exp(—a(mfBe(e) — Ur(e))) — 1 > —1, P — a.s., the Doleans-Dade exponential of the dis-
continuous part of M(™) is a positive local martingale and hence, a supermartingale. The
supermartingale condition in (iii) holds true, provided, for all 7 € A, the process exp(A(™)
is nondecreasing, this entails

o2
—a(f(t, Zy, Up) + 7Ttbt) + ?(TI'tO't — 7;)* +/ (exp ( - a(mﬂt(e) — Ut(e))) - 1))\t(e)de >0.
E

This condition holds true, if we define f as follows

Ftnu) = inf {%‘mjt - (z . &) ‘2 . /E exp(a(u(e) — mp;(e))) — 1)\t(e)de}

el « «

9
200’
recall that ¥, = b;/oy for t € [0, 7).

Theorem 5.1. Under (HD), (HBI), (HC), (HS1), (HS2), (HS3) and (HS4), the value
function of the optimization problem (31) is given by

—19tZ

V(z) = —exp(—a(z-Y))), (5.3)

where Yy is defined as the initial value of the unique solution (Y,Z,U) € Sg°[0,T] x
L%[0,T] x L*(p) of the BSDE

T T T
Y, — B+/ f(s,ZS,Us)ds—/ ZSdWS—/ /Us(e)u(de,ds), 0<t<T, (54)

t t t JE
with

2 _ _
ft,z,u) = inf{g‘ﬂat—(z—i—ﬁ)‘ +/ exp(afule) = hi(e))) 1)\t(e)de}
2 E

el o (%

9

200’
for all (t,z,u) € [0,T] x R x Bor(E,R). There exists an optimal trading strategy 7 € A
which satisfies

s e argmin{%‘ﬂat - (z N ﬁ) ‘2 N /E exp(a(u(e) — whi(e))) — 1)\t(e)de} (55)

—19tZ

el o (e}

for allt € [0,T7.
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Proof. Step 1. We first prove the existence of a solution to BSDE (5.4)). We first check
the measurability of the generator f. Notice that we have f(.,.,.,.) = inf cc F(m,.,.,.,.)
where F' is defined by

F(m,t,y,z,u) = %‘Wat — (z + 0t>‘ + /E exp(afule) = mhi(e))) = 1)\t(e)de

« «

for all (w,t,m,y,z,u) € QXx[0, T|xCxRxRx Bor(FE,R). From Fatou’s Lemma we have that
u— [pu(e)de is Ls.c. and hence measurable on Bor(E,Ry) := {u € Bor(E,R) : u(e) >

0, Vee E} Therefore F(m,.,.,.,.) is P(G) ® B(R) ® B(R) ® B(Bor(E,R))-measurable
for all 7 € C. Since F(.,t,y,z,u) is continuous for all (¢,y,z,u) we have f(.,.,.,.) =
infrecng F(m,.,.,.,.), and fis P(G) ® B(R) ® B(R) ® B(Bor(E,R))-measurable.

We now apply Theorem Bl Let o, 9% and 8%, k = 0,...,n, be the respective terms
appearing in the decomposition of o, ¥ and f given by Lemma 2.1l Using (HS1) and (HS4),
we can assume w.l.o.g. that these terms are uniformly bounded. Then, in the decomposition

of the generator f, we can choose the functions f*, k=0,...,n, as
n . 070, )\ |2 n EACROIS
f(t,z,u,0,e) = ;1&2{2%(% (0,e) — (Z+T>‘ }—ﬁt(e,e)z—T,

and

k
. I 5 (O €i)) \ |2
Rt 2w, 00y, ) = inf {E‘Wo-t Ok e)) — (Z e >‘

eXp(Oé(’U,(e/) - 7T/Bk(e k) €(k 76/))) -1

+/ t \Y(k)> ©(k) )\f-ﬁ-l(e/,e(k)’e(k))de/}

E o
19F Ok ) |2

9% _ AR R

t (O)s )z 5o ,
for k=0,...,n—1and (f,e) € A, x E".
Notice also that since B is bounded, we can choose B*, k = 0, ..., n, uniformly bounded.

We now prove by backward induction on k that the BSDEs (we shall omit the dependence

n (0,¢))
T
yr = iy [ sz ds—/ ZrAW,, G AT <t<T, (k=n) (5.6)
t
and
T
Y= B [ e ZE Y s - Y
t
T
—/ ZEW,, G AT <t<T, (k=0,....,n—1) (5.7)
t

admit a solution (Y%, Z¥) in S0 A T,T] x L[ A T,T] such that Y* (resp. Z*) is
PM(F) @ B(Ar) @ B(E¥) (resp. P(F) ® B(Ar) ® B(EF))-measurable with

sup HYk(e(k), e(k))HSw[Gk/\T,T} + ”Zk(e(k), e(k))HLZ[Gk/\T,T} < o0,
(B,e)EALXE™
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forall k =0,...,n.
e Since 0 € C, we have

AR a9
_9n, 7t <« n < = X
oz 0D < 0 < Sl

Therefore, we can apply Theorem 2.3 of [23], and we get that for any (0,e) € A,, x E",
there exists a solution (Y™(,¢), Z"(6,¢)) to BSDE (5.0) in Sg°[0, AT, T) x L2, AT, T).
Moreover, this solution is constructed as a limit of Lipschitz BSDEs (see [23]). Using
Proposition [C.I] we get that Y™ (resp. Z") is PM(F) @ B(A,) @ B(E™) (resp. P(F) ®
B(A,) ® B(E™))-measurable.

Then, using Proposition 2.1 of [23], we get the existence of a constant K such that

sup  [IY"*(0, €)llsecpg ar ) + 1270, )l L2jgar) = K-
(B,e)EA, XE™

e Suppose that BSDE (5.7)) admits a solution at rank £+ 1 ( & <n — 1) with

k+1
oS (Y5 Oy, €(h1) iy

HIZ5 Oy o)l o gz} < 0 (58)
We denote ¢g* the function defined by

9"ty 2, 00y, e0y) = 2 Y O tiewy, ) — v 0wy er))

for all (t,y,2) € [0,T] x R x R and (0,¢) € A, x E™. Since g has an exponential growth in
the variable y in the neighborhood of —oo, we can not directly apply our previous results.
We then prove via a comparison theorem that there exists a solution by introducing another
BSDE which admits a solution and whose generator coincides with ¢ in the domain where
the solution lives.

Let (Xk(H(k), e(k)),Zk(H(k), €(k))) be the solution in S0y AT, T] x LE[0 AT, T] to the
linear BSDE

T
Yi@wyrew) = B Owyewm) +/t 9" (s, Y%, Z5) Oy, eqry)ds
T
—/ ZE (O, er))dWs O NT <t<T,
¢

where

I (O k) e))

2a ’

gk(tvyvzve(k)ve(k)) = _0f(e(k)7e(k))z -
for all (t,y,2) € [0,T] x R x R. Since B* and ¥* are uniformly bounded, we have

Oy e(r)) EAR X K 85[0, AT, T)

Then, define the generator g by
gk(tv Y, =, 0(k)7 e(k)) = gk(t7 yVv Xf(e(k)v e(k))7 Zs 9(k)7 e(k)) )

29



for all (t,y,2) € [0,7] x R x R and (#,¢e) € A, x E™.
Moreover, since 0 € C, we get from (0.8) and ([5.9) the existence of a positive constant
C' such that

‘gk(t7y7z76(k)7e(k))‘ < C(l + ’2‘2) )

for all (¢t,y,2) € [0,7] x R x R and (0,¢) € A,, x E™. We can then apply Theorem 2.3 of
[23], and we obtain that the BSDE

T ~
YO ew) = B O ew) + / 3" (s, Y2, Z5) Oy eqry)ds
t
T
t

admits a solution (f/k(ﬁ(k),e(k)),Zk(H(k),e(k))) € Sk AT, T) x L0 A T,T]. Using
Proposition 2.1 of [23], we get

sup IY* Ok, el s lopnrr) < 00
(O(k),e(k))EAkxEk

Then, since §¥ > gk and since gk is Lipschitz continuous, we get from the comparison theo-
rem for BSDEs that Y* > Y*. Hence, (Y*, Z¥) is solution to BSDE (5.7). Notice then that
we can choose Y* (resp. ZF) as a PM(F) @ B(Ar) @ B(EF) (resp. P(F) ® B(Ay) @ B(E®))-
measurable process. Indeed, these processes are solutions to quadratic BSDEs and hence
can be written as the limit of solutions to Lipschitz BSDEs (see [23]). Using Proposition [C.1]
with X = Ay, x EF and dp(6, e) = v9(0, e)dfde we get that the solutions to Lipschitz BSDEs
are P(F)®@B(Ay) @ B(E*)—measurable and hence Y* (resp. Z¥) is PM(F)@B(A) @ B(EF)
(resp. P(F) ® B(Ar) ® B(E*))-measurable.

Step 2. We now prove the uniqueness of a solution to BSDE (5.4). Let (Y, Z!,U') and
(Y2,Z2,U?) be two solutions of BSDE (5.4)) in S°[0,T] x L&[0,T] x L2~(H); ‘

Applying an exponential change of variable, we obtain that (Y*,Z* U") defined for
1=1,2 by

Y/ = exp(aYy),
7 = iz,
bite) = Yi (explali(e)) — 1),
for all ¢ € [0,77, are solution in S[0,7] x L4[0,T] x L*(u) to the BSDE

T T T
Y; = exp(aB)+/ f(s,YS,ZS,US)ds—/ ZSdWS—/ /Us(e)u(de,ds),
¢ t t JE
where the generator f is defined by
~ 2

Ftzn) = it {Sirouly - amoie+ o)+ [ [ a(e) +1) - y]ne)de]}
meCc L 2 E
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We then notice that
o f satisfies (HUQ1) since it is an infimum of linear functions in the variable z,

o f satisfies (HUQ2). Indeed, from the definition of f we have
3 v / / : / « /
f(t,y,z,u(-) _y) —f(t,y,Z,U(-) _y) > ;gg{(y—y)(ﬁt+§ﬂ'0't)0éﬂ0t} - (y_y)/EAt(e)de )

for all (¢,z,u) € [0,7] x R x Bor(E,R) and y,y € R. Since C is compact, we get from
(HBI) the existence of a constant C' such that

f(t7y7z7u_y)_f(tvylvzvu_y/) > _C|y_y/|

Inverting y and y’ we get the result.

o f satisfies (HUQ3). Indeed, since 0 € C, we get from (HBI) the existence of a constant C
such that

fltyy,z,u) < C(]y\ + /E ]u(e)\)\t(e)de> ,  (tyy,z,u) € [0,T] x R xR x Bor(E,R) .

We get from (HBI), there exists a positive constant C' s.t.

B 2

ft,y,z,u) > inf {a—]ﬂatIQy —amo(z + 79ty)}
meC \ 2

+int { /E e~ u(e) + y)Ai(e)de ) — Oy

meC

Then, from (HS1), (HS2) and the compactness of C, we get

ftz) = ~C(1+lyl+ B+ [ @h(ede) . (650 €0.T) xR xR x Bor(E.R)

o f satisfies (HUQ4) since at time ¢ it is an integral of the variable u w.r.t. );, which
vanishes on the interval (7, c0).

Since f satisfies (HUQ1), (HUQ2), (HUQ3) and (HUQ4), we get from Theorem
that (Y1, Z',U") = (Y2,22,0?) in SF[0,T] x L[0,T] x L*(1). From the definition of
(Y1, Z, U for i = 1,2, we get (Y1, Z',UY) = (Y?2,22,U?) in SL[0,T] x L&[0,T] x L*(p).

Step 3. We check that M (™) is a BMO-martingale. Since C is compact, (HS1) holds and U
is bounded as the jump part of the bounded process Y, it suffices to prove that fo ZsdW
is a BMO-martingale.

Let M denote the upper bound of the uniformly bounded process Y. Applying Itd’s
formula to (Y — M)?2, we obtain for any stopping time 7 < T

T
E[/ \Z,|2ds

G| = E[(§-MP|g,] ~ ¥, - MP

+2E[/T(y; — M)f(s, Zs, Us)ds

G| .
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The definition of f yields
0z = [ Mede < f0.2.0).
for all t € [0,T]. Therefore, since (HBI) and (HS4) hold, we get

T
E[/ \Z,|2ds

QT] < C<1+E[/T\ZS+1yds

T

g |)

G| .

1 T
< 0+§E[/ |Z,[2ds

Hence, fo ZsdWyg is a BMO-martingale for £k =0,...,n.

Step 4. It remains to show that R(™ is a supermartingale for any m € A. Since m € A, the

process (M (“)) is a positive local martingale, because it is the Doleans-Dade exponential

of a local martingale whose the jumps are grower than —1. Hence, there exists a sequence

of stopping times (8, )nen satisfying lim, o0 6, = T, P — a.s., such that (M) 5 is a
™

positive martingale for each n € N. The process A™ is nondecreasing. Thus, Ry.5 =
Ro@(M™)y5, exp(A

t/\6n) is a supermartingale, i.e. for s <t

E[R}7, |0:) < B

SN0y °

For any set A € G, we have
E[R) 14] <E[R() 14] . (5.10)

tAOn
On the other hand, since
Rﬁ“’ =—exp(— (X" V),
we use both the uniform integrability of (exp(—aXj™™)) where § runs over the set of all
stopping times and the boundedness of Y to obtain the uniform integrability of
{R™ . 7 stopping time valued in [0,7]}.
Hence, the passage to the limit as n goes to oo in (BI0) is justified and it implies
E[RM1,4] <E[RM1,] .

We obtain the supermartingale property of R(™).

To complete the proof, we show that the strategy 7 defined by (5.5) is optimal. We first
notice that from Lemma [5.1] we have # € A. By definition of #, we have A® = 0 and
hence, Rfr) = Ry&(M™),. Since C is compact, (HS1) holds and U is bounded as jump
part of the bounded process Y, there exists a constant 6 > 0 s.t.

AMP = M M > 145,

s
Applying Kazamaki criterion to the BMO martingale M) (see [22]) we obtain that
&(M @) is a true martingale. As a result, we get

sup E(Rgr)) =Ry=V(x).
TeEA

Using that (Y, Z,U) is the unique solution of the BSDE (5.4]), we obtain the expression
(B3)) for the value function. O
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Remark 5.1. Concerning the existence and uniqueness of a solution to BSDE ([&.4]), we
notice that the compactness assumption on C is only need for the uniqueness. Indeed, in the
case where C is only a closed set, the generator of the BSDE still satisfies a quadratic growth
condition which allows to apply Kobylanski existence result. However, for the uniqueness
of the solution to BSDE (5.4]), we need C to be compact to get Lipschitz continuous de-
composed generators w.r.t. y. We notice that the existence result for a similar BSDE in
the case of Poisson jumps is proved by Morlais in [25] and [26] without any compactness
assumption on C.

Appendix

A Proof of Lemma 2.7] (ii)

We prove the decomposition for the progressively measurable processes X of the form
t
Xy = Jt+/ Us(e)u(de,ds), t>0,
0

where J is P(G)-measurable and U is P(G)®@B(E)-measurable. To prove the decomposition
([22]), it sufficies to prove it for the process J and the process V' defined by

t
Vi = / Us(e)u(de,ds) , t>0.
0

e Decomposition of the process J.
Since J is P(G)-measurable, we can write

Jo o= JMer, + Z TE Ty Sy <t »
k=1

for all ¢t > 0, where J° is P(F)-measurable, and J* is P(F) ® B(A) ® B(E*)-measurable,
for k =1,...,n. This leads to the following decomposition of J:

Jo = JMer, + Z TE (T Sy Lrp<t<mps s
k=1

where

T @wsew) = I Owyew) + (I Oy er-n) = I Ok k) Lizgy,

for k=1,...,n and (), e)) € A x E*. Since J* is P(F) ® B(Aj) ® B(E*)-measurable
for all k =0,...,n, we get that (JF)c(o.4 is Fs ® B([0, s]) ® B(Ay) ® B(EF)-measurable for
all s > 0.
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e Decomposition of the process V.
Since U is P(G) ® B(E)-measurable, we can write

Ui(.) = U Licr + > UF(ty Cys )tz »
k=1

for all t > 0, where U is P(F) ® B(E)-measurable, and U* is P(F)@ B(A) @ B(E*) @ B(E)-
measurable, for k = 1,...,n. This leads to the following decomposition of V:

Vi = ZUfk_l(T(k_UaC(k))]lmSt
k=1

= Z(ZUJ 1 T(J 1) J))ﬂTjSt>ﬂTkSt<Tk+1

3

= Vtk(T(k), Co) Lry<t<rry 5
k=1

where V¥ is defined by V? = 0 and
V (H(k e(k Z U] 1 ] 1) ))ﬂgjgt , t>0, (e(k),E(k)) € A x EF ,

for k=1,...,n. We now check that for all s > 0, (V;tk('))te[o,s] is Fs @ B([0, s]) ® B(Ag) ®
B(E*)-measurable. Since U’ is P(F) ® B(A;) ® B(E7)-measurable, we get that (U} (. ))te[o ]
is .7-" @ B([0,s]) ® B(A;) ® B(E?)-measurable. Therefore (t,0(;),e(;)) € [0,5] x Aj x B —

UGJ (6(] 1) e)) e;<t is Fs@B([0, s]) @ B(A;) @ B(E) for j = 0,...,n. From the definition
of V¥ we get that (V(.))iej0.6 18 Fs ® B([0, s]) @ B(Ag) ® B(EF)-measurable. O

B Proof of Proposition 2.7

We first give a lemma which is a generalization of a proposition in [I3]. Throughout the
sequel, we denote

£ (G) (0i-1y, 1) = / Lo,>B[G Oy, ew))| Fi] b - dbyde; ... dey,

Ap_jp1xEF—iHL

for any Foo ® B(Ag) ® B(E¥)-measurable function G and any integers i and k such that
1<i<k<n.

Lemma B.1. Fiz t,s € Ry such that t < s. Let X be a positive Fs @ B(A,) @ B(E™)-
measurable function on Q x A, x E™, then

EFTM (X ) (710y, ) .

E[X (), Cny)|Gi] L <t<rins —or i
[ (n) | t Z t<Tit1 51?‘ i+1, (’Yt)(T(i)yg(i))
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Proof. Let H be a positive and G;-measurable test random variable, which can be written

Z H C(z T <t<Tiq1 >

where H' is F; ® B(A;) ® B(E*)-measurable for i = 0,...,n. Using the joint density v;(0, €)
of (7,¢), we have on the one hand

E(Ln<t<r HX (7, )] = E| /( Jioa, by ey Hi (8, )€ (X)) o)
X T

On the other hand, we have

EXTIM (X ys) (40 C(i))]
Fitin
& (’Yt) (T(i) C(z’))

Ellr<icry

= E_]lTiSt<Ti (T(z C(z) Tin
' N &7 () (), Cw)

_ gIE‘ H—ln(X’ys) 0y, e(i))
- E/ d6syde i Hi (0, e

(0,)iNA; cpi) 0 (6 U) 5F2+1n(

= Ellr<icr  HX(7(m): ()] -

£ (X ) (7, Cm)}
(

5F’i+1’n(%)(9i  €(i))
7)) ew) R ]

|

We now prove Proposition 211 To this end, we prove that for any nonnegative P(G) ®
B(E)-measurable process U, any T > 0 and any t € [0,7], we have

/ / plde,ds)|6,] = E[/tT/EUs(e))\s(e)deds‘gt] , (B.1)

where ) is defined by (23]).
We first study the left hand side of (B.). From Lemma 2] and Remark 21} we can

write
Z ]]-Tk<tSTk+1 Utk(T(k)7 C(k)) 6) ) (t7 6) € [07 T] X E,

where U is a P(G) ® B(Ay) ® B(E**1)-measurable process for k = 0,...,n. Moreover,
since U is nonnegative, we can assume that U*, k = 0, ..., n, are nonnegative. Then, from
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Lemma [Bl we have:

/ / p(de, ds) ‘gt] = ZE[]ltquTUfk_l(T(k—l)aC(k))‘gt]
k=1

_ Zzﬂn<t<m15F b (ﬂt<9k<Tg;]ill(9(k—l)’e(k))'VT(eae))(T(i)ve(i))
k=1 i=0 E (n) () e)

_ Vf o g <]lt<ek+1§TUei€+1 (O €(k+1)) 70541 (6, 6)) (6)> €))
= & () (T, e0)

i<k

gIF,z'+1,k+1<

= 1 <i<r -
;;) T <t<Tiq1 EFi+1n (%) (T(i), e(i))
i<k

We now study the right hand side of (B.I)):

Vi<t <7Ug, Oy erany) 1o, (i), €(k+1))> (T4)» e())

n—1 T
/ / )dedS‘gt} = ZE[/t/EﬂTk<SSTk+1Usk(T(k)vC(k))/\l;—l—l(eﬂ_(k)vC(k‘))deds‘gt]
k=0

ghitln <£€TfE19k<5§9k+1 U (Okys )X, Oiry ey ) s (0, €)d€'d8> (

() CG))

- t
- E E 7’2<t<7'i+1
k=0 =0

EX () (7 i)

= E ]]-7'Z <t<Ti41

£F z+1k<ft [ 1y iUt (H(k),e(k)))\’;+1(€79(k)=e(k))’Yf(e(’f)’e(k))de/dS) (7(y> C(iy)

oyt & () (7> €(iy)

i<k

Z 1 gF H—lk(ﬁ fE ﬂgk<SUk(9( ) e(k))7§+1(9( ) S 6( ) )d€/d8>
- 7 <t<T; iin

im0 o 5?’ s (’Yt)(T(z')ae(i))

i<k

)

where the last equality comes from the definition of \¥. Hence, we get (B.J).

C DMeasurability of solutions to BSDEs depending on a pa-
rameter

C.1 Representation for Brownian martingale depending on a parameter

We consider X a Borelian subset of RP and p a finite measure on B(X). Let {{(x) : = € X'}
be a family of random variables such that the map £ : Q@x X — R is Fr@B(X)—measurable
and satisfies [, E[£(z)]?p(dz) < co. In the following result, we generalize the representa-
tion property as a stochastic integral w.r.t. W of square-integrable random variables to the
family {£{(z) : = € X}. The proof follows the same lines as for the classical It representa-
tion Theorem which can be found e.g. in [27]. For the sake of completeness we sketch the
proof.
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Theorem C.1. There exists a P(F)@B(X)-measurable map Z such that |, fOT E|Z,(x)|?dsp(dx)
< oo and

T
£(z) = E[g(x)H/o Z(2)dW,, P& p—ac. (1)

As for the standard representation theorem, we first need a lemma which provides a
dense subset of L?(Fr ® B(X),P ® p) generated by easy functions.

Lemma C.1. Random wvariables of the form

exp (/OT he(z)dW; — %/OT \ht(x)th) , (C.2)

where h is a bounded B([0,T]) ® B(X)—measurable map span a dense subset of L*(Fr @
B(X).P@p).

Sketch of the proof. Let A € L*(Fr ® B(X),P ® p) orthogonal to all functions of the
form (C2). Then, in particular, we have

Glai,...,apn) = /E[Aexp(alVth+'-~+anth)]dp = 0,
X

for all aq,...,ap, € Rand all ty,...,t, € [0,T]. Since G is identically equal to zero on R"
and is analytical it is also identically equal to 0 on C™. We then have for any B(X)® B(RP)—
measurable function ¢ such that ¢(x,.) € C°°(R™) with compact support for all z € X

/X E[Y $(x, Wi, ..., Wy, )ldp(a) =

/ q@(m,al, . ,an)E[A exp(a1 Wy, + -+ anth)]dp(:E)dal ..day, = 0,
R x X

where ¢3($, .) is the Fourier transform of ¢(x,.). Hence, A is equal to zero since it is
orthogonal to a dense subset of L?(Fr @ B(X)). O

Sketch of the proof of Theorem First suppose that £ has the following form:

(x) = exp </0T hi(x)dWy — % /OT |ht(x)|2dt> ,

with A a bounded B([0,T]) ® B(X)—measurable map. Then, applying It6’s formula to the
process exp (fo he(z)dWy — 5 5 \ht(az)lzdt), we get that & satisfies (CI)) where the process
Z is given by

Zi(x) = ht(x)exp</0th5(a:)dW8—%/{)tlhs(x)]2d3>, (t2) € [0,T] x X .

Now for any ¢ € L?(Fr ® B(X),P® p), there exists a sequence (£"),en such that each &"
satisfies

T
e'(z) = E[g"(2)] + /0 Z0()dW, . P& p—ae.
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and (£"),en converges to € in L2(Fr@B(X),PRdt®p) . Then, using Itd’s Isometry, we get
that the sequence (Z"),en is Cauchy and hence converges in L(P(F) ® B(X),P ® dt ® p)
to some Z. Using again the It6 Isometry, we get that (£"),en converges to E[¢(x)] +
fOT Zy(x)dWy in L*(Fr @ B(X),P ® p). Identifying the limits, we get the result. O

Corollary C.1. Let M be a P(F) ® B(X)—measurable map such that (My(x))o<i<T is
a martingale for all x € X and [, E|Mp(z)|*p(dx) < co. Then, there exists a P(F) @
B(X)—measurable map Z such that fOT J3 E|Zs(x)*p(dz)ds < oo and

t
My(z) = My(z)+ / Zs(x)dWs .
0
The proof is a direct consequence of Theorem as in [27] so we omit it.

C.2 BSDEs depending on a parameter

We now study the measurability of solutions to Brownian BSDEs whose data depend on
the parameter x € X. We consider

— a family {¢(z) : = € X'} of random variables such that the map £ : @ x X — R is
Fr ® B(X)—measurable and satisfies [, E|¢(z)[*p(dz) < oo,

— afamily {f(.,z) : z € X} of random maps such that the map f : Qx[0,T]xRxR%x
X — Ris P(F)@B(R)@B(RY)®@B(X)—measurable and satisfies fOT [+ Elf(5,0,0,)[*p(dz)ds <

Q.

We then consider the BSDEs depending on the parameter x € X

T T

Yi(z) = &(x) +/ f(s,Ys(x), Zs(x), x)ds —/ Zs(x)dWy , (t,z) €[0,T] x X .(C.3)
t t

Lemma C.2. Assume that the generator f does not depend on (y,z) i.e. f(t,y,z,x) =

f(t,x). Then, BSDE (CJ3) admits a solution (Y,Z) such that Y and Z are P(F) ®
B(X)—measurable.

Proof. Consider the family of martingales {M (z) : = € X}, where M is defined by

M(x) = E[é(x) +/0Tf(8,:17)ds‘]:t} , (t,x) €[0,T] x X

Then, from Corollary [C1] there exists a P(F) @ B(R?)—measurable map Z such that
fOT [+ E|Z(z)[*p(dz)ds < oo and

t
Mils) = My(e)+ [ Z0)W.. ()€ D.T]x X
0
We then easily check that the process Y defined by
t
Vi) = Mfo)- [ fsads. (o) e 0.7 X,
0
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is P(F) ® B(X)—measurable and that (Y, Z) satisfies (C.3)). O

We now consider the case where the generator f is Lipschitz continuous: there exists a
constant L such that

by ) — fy2oo)| < Ly—yl+]z =), (C.4)
for all (t,y,y', 2, 2') € [0,7] x [R]? x [R9]2.

Proposition C.1. Suppose that f satisfies (C4). Then, BSDE (C3) admits a P(F) @
B(X)—measurable solution (Y,Z) such that EfOT S (1Y (@) 2 + | Zs(2)]?) p(da)ds < oo.

Proof. Consider the sequence (Y, Z"),cn defined by (Y°, Z% = (0,0) and for n > 1

T T
Yt(z) = €2) +/ f(s, Y (x), Z2(x))ds —/ Z" (2)dw,, (t,z) € 0,T] x X .
t t
From Lemma [C2] we get that (Y™, Z2") is P(F) @ B(X)—measurable for all n € N.
Moreover, since f satisfies (C4), the sequence (Y™, Z"),cn converges (up to a subse-
quence) a.e. to (Y,Z) solution to (C3) (see [28]). Hence, the solution (Y,Z) is also
P(F) ® B(X)—measurable. O

D A regularity result for the decomposition

Proposition D.2. Let p > 1 and (fi(*))z)e0,r)xre be a P(G) @ B(RP)-measurable map.
Suppose that f;(.) is locally uniformly continuous (uniformly inw € Q). Then fF(., O (k) €k))
is locally uniformly continuous (uniformly in w € Q) for O <t and k =0,...,n.

Proof. For sake of clarity, we prove the result without marks, but the argument easily
extends to the case with marks. Fix k € {0,...,n} and for R > 0, denote by mc{2 the
modulus of continuity of f on Bgs(0, R). Then for any 6 > --- > 61 > 0and hy,...,h, >0

we have from the definition of mcé and (HD)

1 /
hy--- th [|ft($> ~ file )|]lﬁlgk{éz—hzﬁwﬁézdﬁw“}

: G
mcf(s);/l d01.../ ' d0k</%(9)d9k L...do )
RYVhy o hy, Gy J + n) >

k—hk

]:t} <

for z, 2" € Bre(0, R) s.t. |x — 2’| < e. Using the decomposition of f we have

1 /
hy--- th [|ft($> ~ fula )|ﬂﬂéék{ée—heéwééedéﬂzﬂ}

m| =

1 2 % kot
hl---hk/ del.../ék_hm (,00)) — f! (m,H(k))|</%(9,e)d9k+1...d9n>d0k.

61—h

Sending each hy to zero we get

(2, 00) — FE 00)] < meh(e) .
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