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Abstract

In this paper, we show that the minimal solution of a backward differential
equation gives a probabilistic representation of the minimal viscosity solution of an
integro-partial differential equation both with a singular terminal condition. Singu-
larity means that at the final time, the value of the solution can be equal to infinity.
Different types of regularity of this viscosity solution are investigated: Sobolev,
Hoélder or strong regularity.
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Introduction

The notion of backward stochastic differential equations (BSDEs) was first introduced

in [12] in the linear setting and in [38] for non linear equation. One particular interest
for the study of BSDE is the application to partial differential equations (PDEs). Indeed
as proved in the paper [37], BSDEs can be seen as generalization of the Feynman-Kac
formula for non linear PDEs. Since then a large literature has been developped on this

topic (see in particular the books [19], [47], [17], [39] and the references therein).

In this context the considered PDEs are semi-linear, i.e. of the following form:

%(t,x) + Lu(t,z) + f(t,z,u(t,x), Vu(t,z)o(t,z)) =0



where u : [0, 7] x R? — R is the unknown function, b and o are given functions' defined on
R? and with values respectively in R and R%*?. £ is a second-order differential operator

defined by
(2) Lo = (Vu)b+ %Trace((DZu)cra*).

The notations V and D? are respectively the gradient and the Hessian matrix w.r.t. .
Moreover the solution u should satisfy the terminal condition u(7', z) = g(z). When f is
equal to zero, the Feynman-Kac formula states that the solution u is given by:

V(t,x) € [0,T] x R, u(t,r) = E(g(X5"),

where X" is the solution of a (forward) stochastic differential equation (SDE): for any
0<t<s<TandzeR?

(3) X§’$:x+/ b(Xﬁ’x)dTJr/ o (XH")dW,.
¢ t

W is a d-dimensional Brownian motion. In general, the probabilistic representation of
the solution w is given by a couple of two SDEs, the forward SDE (3) and a backward
equation: for any 0 < ¢ < s < 7T and x € R?

T T
o Vit =gk + [ s iz [ zeaw,

The main result of [37] can be summarized by the equality:
u(t,x) = Y.

Roughly speaking, if we can solve the system (3) and (4), then Y} is a deterministic
function and is a (weak) solution of (1). This is a method of characteristics to solve the
parabolic PDE. The converse assertion can be proved provided we can apply [t0’s formula.
If the solution u is enough regular, then It6’s formula gives: Y* = wu(s, X1*). See for
example [9] for more details. The extension to quasi-linear PDEs (when the functions b
and o depend on u and Vu) or to fully non linear PDEs has been already developped (see
among other [32] and [48]).

Here we are interesting in another development of the theory: the case of Poisson
random noise. In [5], Barles et al. show that we can add in the system (3)—(4) a Poisson
random measure

/ S
Xto = x+/ b(Xﬁ’”“‘)dw/ (XET)dW, +/ /ﬁX” fi(de, dr)
t

T
O\ v = oy [y g o - [z,

/ /U” p(de, dr).
\

'p and o can also depend on time with straightforward modifications in the proofs.
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Here ji(de, ds) = pu(de,ds) — A(de)ds is the martingale measure related to p, A being the
characteristic measure of p. And if we can find a solution (X"* Y%* Z%* U%") to this
problem, then again u(t, z) = ¥;"* will be a weak solution of a integro-partial differential
equation (IPDE):

(6) %u(t, x)+ Lu(t,x) +I(t,x,u) + f(t, z,u, (Vu)o, B(t,z,u)) =0

where L is given by (2) and Z and B are two integro-differential operators?:
Tit..0) = [ e+ Bla.e)) = 6(a) = (Te)(w)Bl, Ao

B(t,z,0) :léww+ﬁmx£»—wmwumnw@

The term - is related to the generator f which is supposed to have the special form:

flt,x,y, z,u) = f (t,:p,y,z,/Eu(e)y(x,e))\(de)) .

In [5], weak solution means viscosity solution. Since this paper, several authors have
weaken the assumptions of [5]. The books [47] (Section 8.17) and [17] (Chapter 4) give a
nice review of these results (and several references on this topic). Let us mention that in
[34] the authors obtain a similar result, but for Sobolev-type solution of the IPDE (6).

Among all semi-linear PDEs like (1), a particular form has been widely studied:

(7) %(t, x) + Lu(t,x) —u(t, z)|u(t,z)|? = 0.

Baras & Pierre [3], Marcus & Veron [33] (and many other papers) have given existence
and uniqueness results for this PDE. In [33] it is shown that every positive solution of (7)
possesses a uniquely determined final trace g which can be represented by a couple (S, )
where S is a closed subset of R? and j a non negative Radon measure on R = R?\ S.
The final trace can also be represented by a positive, outer regular Borel measure v, and
v is not necessary locally bounded. The two representations are related by:

v(A) =0 ifANS #0

VA C R™, A Borel, { W(A) = n(A) fACR.

The set § is the set of singular final points of v and it corresponds to a “blow-up” set of
u. From the probabilistic point of view Dynkin & Kuznetsov [18] and Le Gall [31] have
proved similary results for the PDE (7) in the case 0 < ¢ < 1: they use the theory of
superprocesses.

Now if we want to represent u using a FBSDE, we have to deal with a singular terminal
condition ¢ in (5), which means that P(§ = +00) > 0. This singular case has been studied
first in [41] and recently it was used to solve a stochastic control problem for portfolio

2Again 8 and « can be time-depend, the results would not be changed.
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liquidation (see [2] or [23]). In [28] we enlarge the known results on this subject in several
directions: more general generator f (than f(y) = —y|y|?) and almost no assumption on
the filtration F (instead of the Brownian-Poisson filtration). Finally in [41] we established
a link between the solution Y of the BSDE with singular terminal condition and the
viscosity solution u of the PDE (7).

In this paper we generalize the results of [41] and using our recent papers [28] we want
to study of the related IPDE (6) when the terminal condition u(7',.) = ¢ is singular in
the sense that ¢ takes values in Ry U {400} and the set

S={zeR? g(x)=+oo}

is a non empty closed subset of R%. Again in the non singular case, if the terminal function
g is of linear growth, the relation u(t, z) = Y;*" is also obtained in [5]. Moreover several
papers have studied the existence and the uniqueness of the solution of such IPDE (see
among others [1], [8], [10] or [25]). To our best knowledges the study of (6) with a
singularity at time 7T is completely new. There is no probabilistic representation of
such IPDE using superprocesses and no deterministic works on this topic. In the PhD
thesis of Piozin, we have studied the case when f(t,y,z,u) = f(y) = —y|y|?. Hence the
aim of the paper is to prove that this minimal solution Y of the singular BSDE is the
probabilistic representation of the minimal positive viscosity solution u of the IPDE for
general function f with a singular terminal condition.

One applied motivation for this study is developed in [24] and [28]. Indeed the optimal
solution of a stochastic control problem with constraint is the minimal solution of the
FBSDE (5). The value function v and the optimal state can be computed directly with Y’
(Z and U are not involved here). In other words v will be the minimal viscosity solution
of a IPDE with singular terminal condition.

The paper is organized as follows. In the first part we describe the mathematical
setting. Since we are interesting in singular terminal condition, the generator f of the
BSDE has to satisfy special conditions, in particular C8. When y becomes large, the
function y — f(t,z,y, z,u) — f(t,x,y,0,0) decreases at least like —y|y|?. We recall the
precise result concerning the link between (5) and (6) when the terminal condition is non
singular. From the system (5) we get a continuous viscosity solution of the equation (6).

In the second section, we show that the minimal solution Y of the BSDE provides
the minimal viscosity solution u for the IPDE (see Theorem 3 in Section 2). In details
we show that Y;"* = u(t, x) is a (discontinuous) viscosity solution of (6) on any interval
0,7 —¢] for € > 0 with liminf; ,7 u(t,z) > g(z). Here we mainly use a stability result on
viscosity solutions: roughly speaking an increasing sequence of viscosity solutions is itself
a viscosity solution. Extra assumptions (denoted by (D)) are supposed to prove that
u(t, x) converges to g(z) as t goes to T. Then we prove minimality of this solution, which
requires a comparison result for viscosity solution for IPDE adapted for our setting.

The last part is devoted to study the regularity of this minimal solution on [0, T—¢] x R¢
for € > 0. Indeed the minimal viscosity solution constructed before is the increasing limit
of continuous functions. Hence it is lower semicontinuous, but the continuity is an open



question. Therefore we give several conditions on the coefficients of the forward SDE and
on the Lévy measure A in order to obtain:

e Sobolev-type regularity: u and Vu are in some IL? weighted space (Proposition 3).
Only the coefficients of the forward SDE are supposed to be regular.

e Holder regularity of u (Proposition 4). We will impose some conditions on A, but
no additional regularity condition on the parameters.

e Classical regularity: u is of class C12? on [0,T) x R? (Proposition 5). The matrix
diffusion o is supposed to be uniformly elliptic and A is not too singular on 0.

Of course we do not claim that we are exhaustive. Our conditions are quite classical and
widely used. But different sets of assumptions could be also used to obtain similar results.

1 Setting and known results

We consider a filtered probability space (Q, F,P,F = (F;);>0). We assume that this
set supports a d-dimensional Brownian motion W and a Poisson random measure p with
intensity A(de)dt on the space E C R? \ {0}. The filtration F is generated by W and p.
We will denote £ the Borelian o-field of E and i is the compensated measure: for any
A € &€ such that A\(A) < +oo, then 1([0,t] x A) = u([0,t] x A) —tA(A) is a martingale.
The measure A is o-finite on (F, &) satisfying

/(1 A leP)A(de) < +oo.
E
In this paper for a given T' > 0, we denote:
e P: the predictable o-field on Q x [0,7] and
P=PRE.

e OnQ = 0x [0 T|x E, a function that is P- measurable, is called predictable. Gy (1)
is the set of P-measurable functions 1 on Q such that for any t > 0 a.s.

/0 /E<WS<€)|2 A vs(e)])A(de) < +o0.

e D (resp. D(0,T)): the set of all predictable processes on R, (resp. on [0,7]).
L7 (W) is the subspace of D such that for any ¢ > 0 a.s.

loc

t
/ | Z,|?ds < +oo0.
0

We refer to [26] for details on random measures and stochastic integrals. On R?, |.| denotes
the Euclidean norm and R**? is identified with the space of real matrices with d rows
and d’ columns. If z € R™?  we have |z|? = trace(zz*).

Now to define the solution of our BSDE; let us introduce the following spaces for p > 1.
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e DP(0,T) is the space of all adapted cadlag processes X such that

E < sup \Xt\p> < +00.

t€[0,T]
For simplicity, X. = sup,eo 1 [ Xi|-

e HP(0,T) is the subspace of all processes X € D(0,T) such that

T p/2
([ e
0

e L0(0,T)=1L5(Q2 x (0,T) x E): the set of processes 1) € Gioe(pt) such that

(ATLJwA@PAu@mQMQ

LA(E) = LP(E,\;R™): the set of measurable functions ¢ : E — R™ such that

E < 400.

E < +o0.

Il = [ 1w(PA@e) < +o0

o §7(0,T) =Dr(0,T) x H?(0,T) x L2(0,T).

Concerning function spaces, in the sequel I1,,,(0, 7") will denoted the space of functions
¢ :10,T] x RT — R¥ of polynomial growth, i.e. for some non negative constants § and C

W(t.x) € 0.T) X RY, [6(t, )| < O+ |z]").
For a continuous function ¢ : [0,7] x R? — R and « € [0,1), we define
[0llc = sup  [o(t,z)],

(t,2)€[0,T] xRd
6]l = sup [9(t, ) — ¢(s,9)|
(ta)£(sy), lo—yl<t [t = 8[*% + [z —y|

For k € N, C*?F = C*2k([0, T x RY) is the subset of continuous functions ¢ : [0, 7] x R? —
R whose partial derivatives of order less than or equal to £ w.r.t. ¢t and 2k w.r.t. x are
continuous on [0, 7] x R%. For a € [0, 1), the set HF+®/22k+a ig the subset of C*?* such
that [|0f@llo + (|25 ¢||la < +00. We denote CF,(R?) the set of C*-functions which grow at
most linearly at infinity and whose partial derivatives of order less than or equal to k are
bounded.



1.1  Our forward backward SDE, assumptions on the coefficients

First of all we consider the forward SDE: for any 0 < ¢ < s < T and any z € R?

® X ot [ WX / (XE2)dW, + / / BOXEE, )i de, dr).
t
Moreover for 0 < s < ¢, X' = z. The coefficients b : R? — R? ¢ : R? — R™* and

B RY x B — R? satisfy the following conditions.

A1l. b and o are Lipschitz continuous w.r.t. z, i.e. there exists a constant K, such that
for any x and y in R%:

[b(z) = b(y)| + lo () = o(y)| < Kyolz -yl

A2. jis Lipschitz continuous w.r.t. z uniformly in e, i.e. there exists a constant Kz such
that for all e € E, for any z and y in R%:

|6(x,¢) = By, e)] < Kpgle —y|(LAe]).
A3. b and o growth at most linearly:

[b(2)] + [ ()] < Cho(1 + [2]).

A4. 3 is bounded w.r.t. z and there exists a constant Cjs such that

B(z, €)] < Ca(LAle]).

Under these assumptions, the forward SDE (8) has a unique strong solution X** =
{Xbe + < s < T} (see [35] or [43]). Moreover for all (¢,z) € [0,T] x R and p > 2

©) E [ sup [X5% — x|p] < C(L+ [2P)(T ).

t<s<T
In Section 3, we will also assume that the next conditions hold.

Ab5. o and b are bounded: there exists a constant C s.t.

vz €RY, |b(@)| + |o(x)] < C

A6. oo* is uniformly elliptic, i.e. there exists Ag > 0 s.t. for all z € R%

Yy € R oo™ (z)y.y > Aoly|*.

The use of these two hypotheses will be precised when necessary.

Definition 1 (Assumptions (A) and (A+)) When Conditions A1, A2, A3 and A4
hold, f verifies Conditions (A). When the coefficients satisfy (A) with A5 and A6, f
satisfies Assumptions (A+).



The terminal condition ¢ of the BSDE will satisfy several assumptions, denoted by
Conditions (B).

B1. There exists a function g defined on R? with values in R, U {400} such that
& =g(X7").

We denote
S:={recR? st g(x)=o0}

the set of singularity points for the terminal condition induced by g. This set § is supposed
to be non empty and closed. We also denote by dS the boundary of S.

B2. Integrability condition:

Q(X%m)le\s(X%m) € L'(Q,Fr,P).

B3. Continuity condition: g is continuous from R to R, U {+o00}.

This last assertion implies that for any n € N*,  — g, () = g(z) A n is a continuous
function on R%.
Now we consider the BSDE: for any t < s < T

T T T
(10) Y — ¢ + / Flr, X5 Y50, 705 6 gy — / ZEqW, — / / Ut (e)fi(de, dr).
s s s E
The generator f of the BSDE (10) is a deterministic function f : [0, T] x R¢x RxR¥ x L3 —

R. The unknowns are (Y Z%* U"“*) such that
e Y% is progressively measurable and cadlag with values in R;
o Zb® e [2 (W), with values in R?;

o UM € Goe(p) with values in R.

The BSDE is called singular since the probability P(§ = +00) can be positive.

First the function f has the special structure for w in L3.

C1. There exists a function v from R? x E to R such that
ez = 1 (s, [ ulenton).
E

For simplicity we denote with the same function f the right and the left hand side. For
notational convenience we will denote f0 = fo4* = f(r X% 0,0,0).

C2. The process f%“ is non negative for any (¢, z) € [0, 7] x R%.



C3. The function y — f(t,z,y, z,u) is monotone: there exists y € R such that for any
te[0,T],z€RY ze R andu € R

(f(tv T, Y, %, u) - f(tv SL’,y/, z,u))(y - y/> < X(y - 3/)2'

C4. f is locally Lipschitz continuous w.r.t. y: for all R > 0, there exists Ly such that
for any y and ¢’ and any (¢, z, z, u)

lyl < R Y| < R=|f(t,z,y,2,u) — f(t,z,y,2z,u)| < Lgly — y|.
C5. f is Lispchitz in z, uniformly w.r.t. all parameters: there exists L > 0 such that for
any (t,x,y,u), z and 2"
|f(t7 "/L" y’ Z? u) - f(t7 "/L" y’ 2/7 u)| S L|Z - Z,|'
C6. The functionu € R — f(t,x,y, z,u) is Lipschitz and non decreasing for all (¢, z,y, z) €
0, 7] x RT x R x R*:

Vu <u', 0< f(t, oy, z,u)— f(t,z,y,z,u) < Lt —u).

C7. There exists a function ¢ € . such that for all (z,¢) € R x E

0 <~v(z,e) <V(e).

Since the terminal condition may be singular, to ensure that the solution component Y
attains the value oo on S at time 7" but is finite a.s. before time 7', we suppose that

C8. There exists a constant ¢ > 0 and a positive function a : [0, 7] x R? — R such that
for any y > 0

fr, X2y, 2,q) < —a(r, XPO)yly|*+ f(r, X270, 2,q).

p=1+ % is the Holder conjugate of 1 4+ q. Moreover, in order to derive the a priori
estimate, the following assumptions will hold.

C9. The function

(t,2) +|f(t, 2,0,0,0)|

a(t,z)/a
belongs to 11,,,(0, 7).
C10. There exists £ > 1 such that the function ¢ in C5 belongs to L with £ = ¢/(£—1).

Again to lighten the notations, a(r, X*) will be denoted a, or a%* if we do not need to
precise the variables t and x.

Since we want to work on the link with IPDE, in order to use the work of Barles et
al. [5], we need extra assumptions on the regularity of f w.r.t. ¢ and .

C11. The function ¢t — f(t,x,y, z,u) is continuous on [0, T7].
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Cl12. Forall R > 0,t € [0,T], || <R, |2/| <R, |y| < R, z € R*, u € R,

‘f(t,l’,y,Z,U) - f(t,l’/,y,Z,U)‘ < 7ﬂ113(|3j - SL’/Kl + |Z‘)),
where wg(s) — 0 when s\ 0.

C13. There exists C., > 0 such that for all (z,2') € (R9)? e € E,

(z,€) = y(2',e)] < Cylw — 2| (LA Je]?).

Definition 2 (Conditions (C)) If f satisfies all conditions C1 to C13, we say that f
verifies Conditions (C).

1.2 Comments on the hypotheses (C) and examples

The previous list is rather long. It is the union of the conditions of [5] and [28]. Let
us clarify several points. The condition C1 is classical (see [5], [17], [25], etc.)

The conditions C2 to C7 are assumed in [27] to ensure that if £ and f° are in LP for
some p > 1, the BSDE (10) has a unique solution in SP(0,7"). Indeed by C4, for every
n > 0 the function

sup |f(r, X5, 4,0,0) — 2| < nlL,

ly|<n

is bounded on [0, 7] and thus in L'(0, 7).

Lemma 1 Under Hypotheses C6 and C7, for all (t,x,y, z,u,v) € [0, T] x Rk x (1.3)2
there exists a progressively measurable process k = kH*¥=%Y . Q x R, x E — R such that

(1) f X2y zu) — f(r, X"y, 2,0) S/E(U(e)—v(e))Ki’x’y’z’“’”(e))\(de)

with P @ Leb ® A-a.e. for any (t,x,y, z,u,v), 0 < k;"V5"(e) and |kP™ 5" ()] < 9(e).

Proof. From Hypotheses C1 and C6, we have
f<r7 Xﬁ"’r? y7 27 u) - f<r7 Xﬁ"T’ y’ z? U)
—f ( X s [ u<e>v<x,e>A<de>) y ( X s [ v<e>v<x,e>A<de>)
E E

— [ (wte) — vl L= )\ de)
FE

= [ (we) ~ vlepmmrrronae),
FE

with

r—— f(r X0y, 2, [pule)y(z,e)X(de)) — f (r, X", y, 2, [ v(e)y(z, e)A(de))
' J(u(e) —v(e))v(z, e)A(de)

and
Htm,y,z,u,v<e) — Fatt,:1:,y,z,u,vf)/(aj7 6).

10



Since f is non decreasing and from C7, kL™¥*%?(e) > 0 and from the Lipschitz condition,

|k ()| < Lo(e).

r —

This achieves the proof. O
The previous lemma implies that f is Lipschitz continuous w.r.t. u uniformly in w, t,
y and z:

‘f<t7x7y7zau) - f(t7x7y7z7v>| S L”ﬁHLi”u - ,U”Li'

Hence we can apply Theorems 1 and 2, together with Proposition 2 in [27] and deduce
the existence and the uniqueness of the solution of the BSDE under suitable integrability
conditions on ¢ and f°. Moreover we can compare two solutions of the BSDE (10) with
different terminal conditions (see Theorem 4.1 and Assumption 4.1 in [44] or Proposition

4 in [27]).

Remark 1 By very classical arguments we can suppose w.l.o.q. that x =0 in C3.

The assumptions C8, C9 and C10 are used to deal with singular terminal condition
¢, that is when P(§ = 4+00) > 0.
Lemma 2 For anyn >0 and { >0

14

(12) E/OT(T —s)~ [( ! )Uq + (T — s)”l/qf;)] ds < +oo0.

qas

Proof. From integrability property (9) of X, C9 implies that a=/7 and f° belongs to
any L°((0,T) x Q) for any § > 1. Hence:

4

T 1 1/q
B[ | () e s
0

qas

T
<C(1+ |ZL‘|M)E/ (T — 5)""ds < 400
0

for any 0 < . O
This lemma implies in particular that there exists £ > 1 such that

T
/
0

and from C10, ¥ is in IL{\, where  is the Holder conjugate of £.

14

1 1/‘1
(7( X”)) + (T —r)HVafote ] gy < oo
qa(r, Xy

Remark 2 Assumptions C8 and C9 imply that the function a must be bounded.

Finally with Condition C11, we will deduce existence of a viscosity solution for the
IPDE as in [5], whereas C12 and C13 are assumed to ensure uniqueness of the viscosity
solution.

Now let us give two examples of generators f satisfying Conditions (C).

11



e Assume that y — f(y) is a non increasing function of class C*!, with f(0) > 0 and
such that for some constant a > 0 and any y > 0: f(y) — f(0) < —ayly|?. Then
(C) holds. In particular, f(y) = —y|y|? (for some ¢ > 0) is a classical example.

e In [28] the generator related to the optimal closure portfolio strategy is given by:

Yyl
flt,z,y,u) = “an(ta) + fO(t, x)

The parameter > 0 is the price impact parameter and f° > 0 is the risk measure
of the open position. Here a(t,z) = — and n and f° are continuous functions

1
. qn(t,x)q
of polynomial growth.

1.3 A first link with viscosity solution of a IPDE

First assume that (¢,z) € [0,7] x R? is fixed. Under Conditions C1 to C7, from
Theorems 1 or 2 in [27], there exists a unique solution for the truncated version of BSDE
(10), where the terminal condition ¢ is replaced by £ A n and where the generator f is
replaced by f,, for some n > 0:

The solution of this truncated BSDE will be denoted by (Y™h* Zmhx U™h%): for any
t<s<T

T
(13) Yy = §An+/ o, Y02 70t sty e —/ AL

—//UW fi(dr, de).

Moreover (Y™te znte (ynte) € §°(0,T) for any 6 > 1.

If (C) holds, we Work with almost the same setting as in [5]. The only difference is that
f is not Lipschitz continuous w.r.t. y. But for a fixed n, a straightforward consequence
of the comparison principle for BSDE implies that Y™"* is bounded by n(T + 1) (see
Proposition 4 in [27]). We can replace in the BSDE (13) our generator f, by j/; with
Stz y,2,0) = fult,2, Tu(y), 2,q) with To(y) = (n(T + 1)y)/(lyl v n(T" + 1)). From
Condition C4, f, is Lipschitz w.r.t. y.

We will use the notion of viscosity solution of the IPDE (6). The reason will be clearer
later. For a locally bounded function v in [0, 7] x RY, we define its upper (resp. lower)
semicontinuous envelope v* (resp. v,) by:

v*(t,z) = limsup v(s,y) (resp. v*(¢t,z) = liminf wv(s,y)).
(s,:y)=(t,z) (8,y) = (t:x)
For such equation (6) we introduce the notion of viscosity solution as in [1] (see also
Definition 3.1 in [5] or Definitions 1 and 2 in [8]). Since we do not assume the continuity

of the involved function u, we adapt the definition of discontinuous viscosity solution (see
Definition 4.1 and 5.1 in [25]).
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Definition 3 A locally bounded function v is
1. a viscosity subsolution of (6) if it is upper semicontinuous on [0,T) x R? and if
(T, z) < h(z), r € RY
and if for any ¢ € C?([0,T] x RY) wherever (t,x) € [0, T[xR? is a global mazimum
point of v — ¢,

—%(b(t, x) — LO(t,x) —L(t,x,0) — f(t,z,v,(Vo)o, B(t,z,¢)) < 0.

2. a viscosity supersolution of (6) if it is lower semicontinuous on [0,T) x R and

if
(T, x) > h(z), r € RY,

and if for any ¢ € C*([0,T] x RY) wherever (t,z) € [0, T[xR? is a global minimum
point of v — ¢,

—%gf)(t, x) — Lo(t,x) —L(t,z,0) — f(t,z,v,(Vo)o, B(t,z,¢)) > 0.

3. a viscosity solution of (6) if its upper envelope v* is a subsolution and if its lower
envelope v, is a supersolution of (6).

This definition is equivalent to Definition 4.1 in [25]. Note that if a comparison principle
holds for (6), then v, = v* and thus a viscosity solution is a continuous function. We can
also give another definition like Definition 5.1 in [25]. For any 6 > 0, the operators Z and
B will be split in two parts:

T'(t1,6) = /| 0 8. 0) = o1t 2) — (9) (1 2)3(e. @)
(1, 2,p,¢) = /| ol 8 €) = 60, ) i, YN,
B(t,2,6,0) = /| B0 8. 0) = oft A

+/ [w(t,x + B(z,e)) —v(t,x)]y(z, e)\(de).
le|>o

Definition 4 A locally bounded and upper (resp. lower) semicontinuous function v is a
viscosity sub (resp. super) solution of (6) if

v(T,z) < h(z) (resp. v(T,z) < h(z)), =z ¢cRY,
and if for any § > 0, for any ¢ € C*([0,T] x RY) wherever (t,z) € [0, T[xR? is a global
mazimum (resp. minimum) point of v — ¢ on [0, T] x B(zx, Rs),
—26(t2) ~ Lot ) ~ T (0,7, 6) ~ T (1,7, V6, 0)
—f(t,z,0,(Vo)a, B (t,z,¢,v)) <0 (resp. > 0).
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We refer to Remark 3.2 and Lemma 3.3 in [5], to condition (NLT), Proposition 1 and
Section 2.2 in [8] and to Appendix in [25] for the discussion (and the proof) on the
equivalence between Definitions 3 and 4.

From Theorem 3.4 and Theorem 3.5 in [5], we have directly the next result.

Proposition 1 Under conditions (A) on the coefficients of the SDE (8) and assumptions
(B) and (C) on the terminal condition and on the generator of the BSDE (10), the
function u,(t,x) = Y"" (t,2) € [0,T] x R?, is the unique bounded (by n(T + 1))
continuous viscosity solution of (6) with terminal condition g, and generator f,.

1.4 Known results on singular BSDE

In [28], we extend the result of [41] and [2] concerning BSDE with a singular terminal
condition, i.e. when P(§ = +00) > 0. Note that the special structure C1 of the generator
is useless here.

Theorem 1 (of [28]) Under Conditions C2 to C10, the sequence (Y™H*, Zmbx [Jmhe)
converges to (Y4, Zt= UY) on SY(t,r) for any t <r < T and

o Vi >0 a.s. foranyt<r<T.
o (Y= Ztz Ub%) belongs to SU(t,r) for anyt <r < T.

o forallt<s<s <T:

ﬁ@:Kﬁ+/mﬂnXﬁjﬁﬂﬁﬂUWMr—/ ZEdW, — /(/U” i(dr, de).

o (Yt Zbr U js a super-solution in the sense that: a.s.
(14) lim inf V" > ¢ = g(X57).
r—T

Definition 5 Any process (37, Z, U) satisfying the previous four items is called super-
solution of the BSDE (10) with singular terminal condition &.

A key point of the proof is the a priori estimate: for any n, a.s. for any t < s < T

Koy T 1\ e / ‘
n,t,r t,x L, 1+1 0
(15) Y»"" <Y* < m E /s (qar) + (T —r)yf | dr

where K1 4 is a non negative constant depending only on ¢, L and ¢ and this constant
is a non decreasing function of L and ¢} and a non increasing function of ¢.
In [28], we have also proved minimality of the constructed solution in the sense that if
(Y Z, U) is another non negative super-solution, then for all r € [t, T'], P-a.s. Y, > Yy
In [42], we studied the behaviour of this minimal solution Y** at time T". In particular
we gave sufficient conditions in order to obtain an equality in (14):

1/¢

lim inf V" = ¢ = g(X5%).

r—T
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From Lemma 2 and Proposition 2 in [42], there exist two constants C' and ¢ independent
of (n,t,x) such that the process (Z™"* U™h") satisfies:

T £/2
(16) E U (T — s)° (|zgw\2 + HUS’t’mHEg> dS} <O+ [al).
t

The constant p is given by:

2 1\ 2n
1 =-+2(1-=]+=.
a7) p=2+ ( E)w

In order to prove that lim ijpf Y; = &, we needed to control a term due to the covariance
t—

between the jumps of the SDE (8) and the jumps of the BSDE (10). Thus we made a link
between the singularity set S and the jumps of the forward process X. More precisely we
assume

Conditions (D).
D1. The boundary dS is compact and of class C?.

D2. For any z € S, any s € [0,T] and M-a.s.
x4+ B(s,z,e) €S.

Furthermore there exists a constant v > 0 such that if z € 9§, then for any
s € [0,T], d(x+ B(s,z,e),I') > v, M\as.

These assumptions mean in particular that if X,- € S, then X, € § a.s. Moreover if X, -
belongs to the boundary of S, and if there is a jump at time s, then X, is in the interior

of S.

Theorem 2 (Theorem 3 in [42]) Under Conditions (A)-(B)-(C)-(D), if p < 1 and
if € LY((0,T) x Q), the minimal supersolution Y* satisfies a.s.

liminf Y = &.

r—T

Again C1 is not involved in this result. The condition p < 1 is a balance between the
non linearity ¢ and the singularity of the generator f.

Remark 3 (On the coefficient p) From Lemma 2, Estimate (12) holds for any 0 <
n<1. Thenp <1 forl{ <2 and q > QZ—fZ. In other words if ¢ > 2, we can take { € (1,2)

such that ¢ > 20/(2 — £) and thus p < 1. The counterpart is that ¥ should be in L3 N I[f;
with ¢ = (/(¢ — 1). If the generator is f(y) = —y|y|?, then p < 1 if ¢ > 2, which was
supposed in [{1].

Therefore the minimal solution Y of the singular BSDE (10) is obtained as the in-

creasing limit of Y. And it is well known that viscosity solutions are stable by monotone
limit. That is the reason why we use this notion of weak solutions.
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2 Existence of a minimal viscosity solution with sin-
gular data

In [28] we have proved that for any t < s < T

hm Y'sn,t,m — Y;t,m
n—-+o00

and Y** also satisfies (15). As before we define the function u by:
u(t,z) = Y.

Therefore the sequence u,(t, z) converges to u(t,z). Since a and f° depend only on X%
using Condition C9 and Property (9), the a priori estimate (15) becomes: there exists
two constants K > 0 and J > 0 such that for all (¢,z) € [0,T] x R%:

K

(18) 0 < uy(t, o) <ult,o) < T — )

(14 |=°).

Since u,, is a continuous function, the function u is lower semi-continuous on [0, 7] x R4
and satisfies for all 2, € R%:

19 liminf w(t,x) > g(xp).
(19) Jmint u(t,2) > g(z0)

Definition 6 (Viscosity solution with singular data) A function u is a viscosity so-
lution of (6) with terminal data g if u is a viscosity solution on [0, T[xR® and satisfies:

lim  wu(t,z) = g(zg).
o (t,x) = g(xo)

The aim of this section is to prove the following result.
Theorem 3 Under conditions (A)-(B)-(C), u(t,z) = Y,*" is a viscosity solution of the
IPDE (6) on [0, T[xR%. Moreover u is the minimal viscosity solution among all non

negative solutions satisfying (19).
Finally if we add Conditions (D) and if p < 1, then

Iim  wu(t,z) = g(xg).
(t,x)—(T,x0) ( ) g( 0)

Note that we do not prove the continuity of u because of the lack of uniform convergence of
the approximating sequence u,. But we are also not able to show that u is discontinuous.

2.1 Viscosity solution

In order to prove that u is a viscosity solution, the main tool is the half-relaxed upper-
and lower-limit of the sequence of functions {u,}, i.e.

u(t,r) = limsup u,(t,2') and wu(t,z)= lim inf un (', 7).
W S (W /) ()

In our case, u = u < uw = u* because the sequence {u,} is non decreasing and w,, is
continuous for all n € N*. Note that u* also satisfies estimate (18).
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Lemma 3 The function u is a viscosity solution of (6) on [0, T[xR%.

Proof. First u = u, = u is lower semi-continuous on [0, T[xR¢. From the estimate
(18), for all € > 0, there exists a constant K. such that for every n € N* and all (¢,z) €
0,7 —¢] x RY,

(20) 0 <up(t,z) <ult,z) < K14 |z]°).

In other words u, and u belong to II,,(0,7 — ¢).

Since u,, is a supersolution of the IPDE (6), passing to the limit with a stability result
(see the proof of Theorem 4.1 in [25] or the results in [1], [8] or [10]), we can obtain that
u is a supersolution of (6) on [0, T'[xR%.

For convenience of the reader, let us give the main ideas (for details see the proof of
Theorem 4.1 in [25]). Let (¢,z) € [0,T[xR? and let ¢ be a function which belongs to
C2([0,T] x RY) N1I,, such that u — ¢ has a strict global minimum in (¢, z) on [0, 7] x R?
and we assume w.l.o.g. that u(t,x) = ¢(t,x). Now let 6 > 0 and (¢,,x,) be the global
minimum of w, — ¢ on [0,7] x B(x, Rs). Rs is a positive number such that Rs tends to
zero when § — 0. As in [25], one can prove that

lim(t,, z,) = (t,x), limu,(t,, ) = u(t, ).

The bound (20) is crucial here. Now since u,, is a viscosity supersolution, by Definition 4,

(21) _%Qb(tm xn) - £¢(tn, xn) - ZL(S(tna L gb) - 1.276(tn7 L,y ng, un)

—fn(tn, T, Un, (VO)o (L, 14), Bé(tnv Ty @, Up)) > 0.

By continuity of ¢ and of the coefficients of the SDE (8), we can pass to the limit as n
goes to 0o:

. 0 0
nl—1>r—£loo _a(b(tna xn) - L‘b(tna xn) - _a (t, .T}) - £¢<t7 SL’)
and
. 1,0 _ 710

Since u,, — ¢ > 0 attains his minimum at (¢,, z,)
T*(tp, T, Vb, )
- / [un(tnu Tn + B(xna 6)) - un@m xn) - V(b(tn, xn)ﬁ(:cn, 6)])\((16)
le|>d

- /|>5[¢(tn’ Tn + B(@n, €)) — ¢(tn, ¥0) — Vo(tn, 1,)B(xs, €)]A(de),
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and

Bé(tn, T, O, un))
_ /[FQJ¢Ktn,xn-+-5(xn,e))‘—¢%tn,xn)yy(rn7e)A(de>

+/ ity + B(@ns €)) — tn(ts )]y (0, )A(de)

le|>0

z/ (Gt 2 + B, €)) = S(tms )]y (s €)A\(de)
le|<5

+/ (6(tn, 0 + B2, ) — Bltns 20)ly(x; )A(de)
le|>0

and by Fatou’s lemma

lim inf I2’5(tn, Ty, VO, Uy) > I2’5(t, x, Vo, o)

n—-+o00

and
minf B% (tn, 2, ¢, uy)) > B(t, z, ¢).

n—-+o00

The function f(¢,z,y, z,u) is non decreasing w.r.t. u and continuous w.r.t. all variables:

HmAnf f(tn, Tns Un, (VO)0 (t, T ), BY (ty T, b, un)) > F(t, 2, u, (V@)o(t, x), B(t, z, d)).

n—-+o0o

Passing to the limit in (21) we obtain:

— o 0(t,x) = Lo(t,x) —TM(t,,9)
> I*(t, 2, Vo, ) + f(t,z,u, (Vo)a(t,z), B(t, z,9)).

Thus u is a supersolution of (6) on [0, T[xR%

By the same argument we can show that u* is a subsolution on [0, T[xR?. Let (¢,x) €
0,7) x R and ¢ € C12([0,T] x R?) N1, such that u* — ¢ has a strict global maximum
at (t,x) on [0,T] x R? with u*(t,x) = ¢(t,z). As in [25] there exists a subsequence ny,
such that

o (ty,,Tn,) is the global maximum of u,, — ¢ on [0,7] x B(z, Rs);
e as k goes to 00, (tn,, Tn,) — (t,2) and uy, (tn, , Tn,) — w*(t, x).

Now for k large, since u,, is a subsolution, we have again by Definition 4,

(22) _%(b(tnk’ xnk) - ‘C(b(tnk’ xnk) - Il’(s(tnk » Ty s ¢) - I2’5<tnk y Ty s V(bv U‘nk)

_fnk(tnk7 xnka unk7 (V¢)O(tnk> xnk)7 B(S(tnk7 xnka ¢7 unk)) S O
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Again since u,, — ¢ has a maximum at the point (¢,,,,,), we have
1'276 (tnka Ly, nga unk)
= /| é[unk (bngs Ty, + B(nys €)) = tiny (b, Tn) = VOt s Ty )5y, )] A(de)
e|>

= /| 5[¢<tnk7 T * B(xnk’ 6)) — Uny, (tnlmxnk) - v¢<tnk7 xnk)ﬁ(xnm €)])\<d€)

and
Bé(tnka Tny, s gb, unk)) S B(tnka Ty, gb))

By continuity and monotonicity w.r.t. ¢ of f, Lebesgue’s theorem and since wu(t,z) =

(t, )

0 olt,a) — Lolt,7) ~ T, 7, 0)
< I¥(t, 2,V ) + f(t,2,u, (Vo)o(t,x), B(t, 7, 9)).
Thus u* is a subsolution on [0, T[xR?. O

As for the singular BSDE (10), the main difficulty is to show that

lim sup U(t, ZL‘) < g(l‘o) = U(T, xO)'
(t,x)—(T,x0)

We will prove that u* is locally bounded on a neighbourhood of 7" on the open set R =
{g < +00}. Then, we deduce u* is a subsolution with relaxed terminal condition and we
apply this to demonstrate that u*(T,z) < g(z) if x € {g < 400}, which shows the wanted
inequality on wu.

Lemma 4 Assumptions (A)-(B)-(C)-(D) hold. For any ¢ > 0, if we define the closed
subset of R
I'e):={zeR: d(z,05) > ¢}

u* 18 a subsolution with relazed terminal condition:

_85:5 — Lu* — Tu" — f(t,x,u", Vu'o, B(t,z,u”)) =0, in [0,T) x T'(e);
min | == — Lu” = Tu" = f(t,2,u", V'o, Bt z,u”)); ' = g| <0, in {T} x T(e).

Proof. We make the same calculation as in [42], Section 3.4. Hence we only give here
the main steps.
Remember that S is the singular set of g, R = §¢ is open and for any € > 0 we define

Le):={zeR: d(z,05) > c}.

d(.,08) is the distance to the boundary dS. By the C* Urysohn lemma, there exists a
C* function v such that ¢ € [0,1], ¥ =1 on I'(¢) and ¢» = 0 on ['(¢/2)¢. In particular
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the support of 1 is included in R and since S is compact, 1) belongs to Cf°(R?). We
take v > 2(q¢ + 1)/q and we define

(23) ¢ =

Note that ¢ also takes its values in [0,1], ¢ = 1 on I'(¢) and ¢ = 0 on I'(¢/2)°. Moreover
again with (D), we can choose £y small enough such that for any 0 < € < ¢q:

(24) Y(Xe-) = 0= 9(X,) =0, = (X)) (Xs-).

(see Lemma 4 in [42] for the details).

Lemma 5 There exists a constant C independent of n and t such that
un(t, 2)p(x) < C(1+ |z]).

The proof of this lemma is postponed at the end of this section.

For any 0 < & < &g, u, is bounded on [0,7] x I'(¢) by C(1 + |z|°) uniformly w.r.t.
to n. Therefore, u* is bounded on [0,7] x I'(¢) by C(1 + |z[°). We know that u, is a
subsolution of the IPDE (6) restricted to [0, 7] x T'(¢), i.e. for (¢t,x) € [0, T[xT'(g)

B ou,,
ot

with the terminal condition

(t,x) — Luy(t,z) — Z(t,x,uy) — fult, z,upn, (Vuy)o(t,x), B(t, z,u,)) =0

un(T,x) = (g An)(z), x €T'(e).

From Lemma 3, u* is a subsolution of the IPDE (6) on [0, T[xI'(¢).
The behaviour at time 7" is an adaptation of Theorem 4.1 in [4] (see also section 4.4.5
in [4]). Since g is continuous (Hypothesis B3),
g(z) = g(z) = limsup(g A n)(z").

n—-+oo
! —a

Now assume that for ¢ € C*2([0,7] x R?) NI, such that u* — ¢ has a strict global
maximum on [0,7] x I'(¢) at (T,x) and suppose that u*(T,x) > g(x). There exists a

subsequence ny, such that (¢,,,z,,) is the global maximum of u,, — ¢ on [0, 7] x B(z, Rs)
and as k goes to 0o, (t,,,2,,) — (T, z) and u,, (t,,, xn,) — w*(7,z). This implies in
particular that ¢,, < T for any k large enough. If not, then up to a subsequence (still
denoted ny),

u*(t, ) = Hmsup uy, (tn, , Tn,) = Hmsup u,, (T, x,, ) = limsup(g A ng)(x,,) < g(z).
k k k
Since u,, is a subsolution, we still have (22) and passing though the limit we obtain

0
_agb(T? l‘) - Lgb(T? l‘) - IL(S(T’ z, gb)
<I(T,2,V6,0) + f(T,z,u", (Vo)o(T,x), B(T, z,¢)).
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Thus v* is a subsolution on [0, 7] x T'(¢). O
Now Theorem 4.7 in [4] (with straightforward modifications) shows that u* < g in
{T'} x I'(¢). In other words for any z, € R,

limsup u(t, x) < g(xg).
(t,z)—(T,x0)

With Inequality (19), we obtain the desired behaviour of u near terminal time 7. This
achieves the proof of Theorem 3 (except minimality).

Now we prove Lemma 5.
Proof. From assumptions (D), T is compact and of class C*, then there exists a constant
g0 > 0 such that for every y € R NI'(gp)¢, there exists a unique z € 9S such that
d(y,0S) = |ly — =|.

We use It6’s formula to the process Y™5*¢(X"%*) between ¢ and T' and we take the
expectation since (Y™, Z", U™, M™) belongs to S?(0,T), X is in H?(0,T), and ¢ and the
derivatives of ¢ are supposed to be bounded. Thus we obtain for z € R? and ¢ € [0, T):

T
(25)  wnlt,2)(x) = E[Y29(X5)] — E / Y [Lg(s, X0%) + I(s, X', 6)] ds
t
r T
V| [ ot e 2 v

—E / ng th) (th)Zntde:|

E / / (XY — Xﬁf))Uf’t’x(e))\(de)ds}.

From the Assumptions B1 and B2 on £ = g(X%m), we have for any n:
E(Y7""6(X7") < E(9(X7")¢(X7")) < +o0.
Now we decompose the quantity with the generator f, as follows:
T
(26 R e e T
t
T
=B | [ 60 X 2, 0,0) = 1200
t
T
v | [ o) (10 njas
t
T T
v | [ otz v | [ ooxeup )
t t

where (7 is a k-dimensional random vector defined by:

(f(S, X};mu Y;n,t,:v’ Z;L’t7ma O) B f<S7 Xﬁ,m’ Y;n,t,m’ 07 0))

§i7n — : 1 i,n,t,x
s Z;JL Zg T F#0
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and
u;z — f(S, X;,x’ }/Sn,t,m’ Z;L,t,l" U;L,t,x) _ f(S, X;,a:’ }/Sn,t,m’ Z;L,t,l" 0)

Now from Condition C5, || < K. Using Estimate (16), where p is given by (17), by
Holder inequality and since p < 1, there exists a constant C' such that for any n

@) B[ (TXEI00) + o) 204 < O+ Jaf)
The same estimate holds for U™"*. Indeed from Lemma 1:
) < [ dEee)
and again by Holder inequality and since p < 1,
29 & [ ([ 1663t o) + o) ds < O+ )

In (26), by Condition C9 and Property (9), since ¢ is bounded

(20) B[ [ oxenns nmas] < o+ ap)

Now we treat the two terms with the operators £ and Z. First

1/(g+1)

T T
o) | [ ot x| < o[ [ ats e
t t

To obtain this inequality, we use that v > 2(¢+1)/q in (23), Holder’s inequality, and the
existence of a constant C' such that

Lo= L") < Cyr~?
which can be found in [33]. The same inequality holds for Z:

1
+1

T T .
(31) E |:/ Y;i’t’ﬂz(saX?—wv gb)|ds:| <C |FE/ a(s,Xﬁ’x)gb(X;f)(st’t’x)q—'—lds:|
t t

To prove this estimate, we use Assumptions (D) and the properties (24).
Now we come to the conclusion. By Condition C8

T
(32) E [ [ o0 s, X0 v, 0,0) - f?’t’x)dS}

> | [ o0 ato, Xem) 0y s
0

The relations (27), (28), (29), (30), (31) and (32) hold. Thus, we have:
T
SB[ 60X (s, Y 200 U s
t T
+E/ VIO [LH(XEY) +I(s, X1, ¢)] ds < C(1+ |z]).
t
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The constant C' does not depend on n and t. In the left hand side, the second term
is controlled by the first one raised to a power strictly smaller than 1 using Holder’s
inequality (see (30) and (31)). Therefore, there exists a constant C:

T
E / XY o5, Y02, 2002 Um0 ds < O(1 + [a]?).
t

From (25) we deduce that there exists a constant C' independent of n and t such that
un(t, 2)¢(2) < C(1+ |z]°).

This achieves the proof of the lemma. O

2.2 Minimality of the solution

The aim here is to prove minimality of the viscosity solution obtained by approximation
among all non negative viscosity solutions (Theorem 3). We compare a viscosity solution
v (in the sense of Definition 6) with u,, for all integer n: for all (t,z) € [0,7T] x R,
un(t, ) < v.(t,r). We deduce that u < v, < v. Recall that g : R? — R¥ is continuous
from B3, which implies that g An : R? — R* is continuous.

To simplify the notation, we will denote I the following function on [0, 7] x R? x R x

R¢ x Sd x R2:
1
(3?)) F(t,x,u,p, X7 [7B) = —pb(ﬂf) o 5TI'&C€(X(O'O'*)(LE)) e f(t,x,u,pa(x),B).

Sy is the set of symmetric matrices of size d x d.

Proposition 2 u, < v,, where v is a non negative viscosity solution of the PDE (6).

Proof. This result seems to be a direct consequence of a well-known maximum principle
for viscosity solutions (see [4] or [16] when Z = 0, [5], [8] or [25] in general). But to
the best of our knowledge, this principle was not proved for solutions which can take the
value +o00. Recall that the terminal condition and the generator can be singular at time
T. Thus, following the proof of Proposition 4.1 in [25] or Theorem 3 in [8], we just give
here the main points.

The beginning of the proof is exactly the same as the proof of Proposition 23 in [41].
We fix ¢ > 0 and n > 1 and we define u,, . (¢, v) = u,(t, v) — 5. We will prove that u, . < v,
for every e, hence we deduce u,, < v,.

We suppose that there exists (s, 2) € [0, 7] x R? such that u, (s, z) —v.(s,2) > v >0
and we will find a contradiction. First of all, it is clear that s is not equal to 0 or T,
because u, (0, 2) = —oo and v,(T, z) > g(z) (by definition of a supersolution).

U, and —v, are bounded from above on [0, 7] x R? respectively by n(T + 1) and 0.
Thus, for (n,x) € (R*)?, if we define:

Ui
m<t7xuy) = un,€<t7x> - U*<t7 y) - §|.'L' - y‘2 - X (|.T‘2 + ‘y‘Q) )
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m has a supremum M, , on [0,7] x R? x R? and the penalization terms assure that the
supremum is attained at a point (£, 2,9) = (t,, Tyx, Yny)- By classical arguments we
prove that if x is sufficiently small

n(T +1) o 2n(T+1)

(34) v/2 < My, 2P+ 197 < and |2 — g ;

Moreover for 7 large enough, the time  satisfies 0 < ¢ < T (see [41] for the details).

For 7 large enough, we can apply Jensen-Ishii’s Lemma for non local operator estab-
lished by Barles and Imbert (Lemma 1 and Corollary 2 in [8]) with w, . subsolution, v,
supersolution and ¢(z,y) = 2|z — y|* + x (|z|* + |y[*) at the point (¢, #,§). For any § > 0
there exists ¢ > 0 and (a,p, X), (b,q,Y) such that

e a=0bp=V,0(Z,9) =& —9) +2x2, ¢ = =Vyo(&,9) = —n(§ — &) — 2x7

e X and Y are symmetric matrices of size d x d such that

()0( —OY)S”(_[[ _[[)+2X<é ?)+04(1)

e the non local operators become

e = It a, ¢c( ) + I (&, p, une(f, )
= ( oc(,.) + I (t, 9, ¢, vu(t, )
B™ = B(t,, ( 9)s tns(t, 7))
B = B(t,5,—0c(#,.), v,

e and finally

—a+ F(t,2 ung(f g}) VX, I, B™) < ——
The result holds for any 0 < ¢ < ¢ and the value ¢ > 0 depends on the coefficients of the
IPDE. The function ¢ is defined in the same way as in [8]. Proposition 3 in [8] shows

that we can replace ¢¢ in Z'° by ¢ up to some o(¢). We substract the two previous
inequalities:
(35) ﬁ +0(¢) < —F(t,&,unc(t,2),p, X, 1™, B"*) + F(t,9,v.(,9),q,Y,I*, B*).

Let us separate the local terms with the non local ones. For the first ones we have:

%Trace( ()X )—%Trace( “(9)Y)
+(0(2) = b(9)) -n(@ = §) + 2x (b(2).% + b(9).9)

24



As in [41], using A1 and A3, we prove that there exists a constant K independent of n
and y such that:

(36) (b(2) = 0(g)) n(@ — ) + 2x (b(%).% + b(9).9)
<K& = g7 + 20K (1 + 3+ [31),
and
(37)  Trace (oo™ (2)X) — Trace (co*(9)Y) < Kn|t — 9> + Kx(1 + 2> + |9]%).

Now we deal with the non local terms. First we control

We use the following inequality:
(83)  wnelf, @+ B2, ) — vl + Bl e) < m(l,2,7)
210+ Bl €) = — B )P+ x (17 + 8@, ) + |5+ A5, e)|?)
< mif,&,9) + 317 — 9 + x (&> + i)
+18(2,€) — B e)* + x (18(E ) + 18(5, ¢) )

(@ = §)(8(d.¢) = A5, ) + 2x (B(. ) + 5B, )
- un,a(fa :i‘) - 'U*(fa g) +p6(i‘7 6) - qﬁ(ga 6)
+318(E€) = B ) + X (1B ) + 8(7, ).

By construction, v, (t,4) < un,g(f, Z) and therefore by assumptions A2 and A4 on 3, there
exists K independent of  and x such that:

A ~ ~ A T] N R N N
(39) T30, une(h, ) — T(E 9, 0,0.(0.9)) < K (24— 912+ x(1+ Ji1 + 130)
Now

(4()) 11,5(5’:2,’@5(.’@)) _Il’é<£7'%7_¢<i7'

~—
~—
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by assumption A4. To finish we need to control
falts &, un e (F,2), po(2), B™) — f (£, 9, v.(t,9), g0 (), B).
Recall that we can replace ¢; by ¢ (up to some o¢(1)). We begin with
B™ =B = B(i,#,¢c(.,§), unc(t, &) = B (£, 5, = (&, ), va(L, §))
= [ 8+ 30009 6l )3 M)

le|>o
< [ el 5N e) =0 o+ BN )
Un,e(, j,e) —v(z,e)] Ade
+/|e>5 (t.2) [v(9,e) — (2, e)] A(de)

The last two integrals are almost the same:
[ 6+ 80,00.9) 6t ) 202 )
el<
=i tala=il) [ entende + (x+3) [ 1ol e
lel<5 27 Jiel<s

< K (24l +nla — 3+ x + 7) O0)

for some constant K depending only on § and . Then from Condition C13

(41) /|>5 tne(E,2) [1(3,€) = (&, €)] Mde) < une(t, 3)C5|a — ] (1A le*)A(de)

le|>d
< Kty (t,2)|2 — 9] < Kn(T +1)|2 — g).

The remaining term can be controlled as follows:



The first term on the right-hand side can be bounded as (41). For the second one, we use
inequality (38):

[ lnelld s 55,00 = 0" (0.3 + B0, )] 25 N (de)
</ 80 =050+ 5180.0) = 50, OF + X (8P + 183, 0)P) | 15 )
< K (= g2 + (1 + |2l + 13]))

Hence all these bounds give

B =B < 2n(T+ VK|a—jl+ K (31— 9 +x(1+ |2] + 1))

7) 0) = t(@9).

+2K (x(I#] + 19 +nlé — 31 + x + 2

We can now control the term

(42)  full, 2, une(t, ), po(2), B*) = f(E,§,v.(L,5),q0(9), B7)
[(f0 An) =[] + @updlE = 911+ [pil)) + Lipo (@) — qo(9)] + La(#, §)
w(@ = 9|(1+ [pa))) + LK (@ — gI* + x(1 + |2 + | ) + La(@,9)

We have used that the function f = f(¢,x,y, z,u) is Lipschitz continuous w.r.t. z (Condi-
tion C5), locally Lipschitz continuous w.r.t. = (Condition C12), is non increasing w.r.t.
y (Condition C3) and non decreasing w.r.t. u (Condition C6).

Finally plugging (36), (37), (39) and (40), (42) in (35) we obtain:

(43) 5+ 0(0) S wr (noxd9) O(0) +ws (& — 9% x(1+ [l + [g1*), & - 51)
where we have gathered in the w; terms, all terms multiplied by O(6). The wy term
contains all terms of the form | — ¢|?, x(1 + |2]* + [9]?) or | — §|. We let ¢ and § go
to zero and since ’
. . Tia  ~12 512 ~12 —
i tim (24— g1+ x (1l + [9°))

the inequality (43) leads to a contradiction taking x sufficiently small and 7 sufficiently
large. Hence u, . < v, and it is true for every € > 0, so the result is proved. U

3 Regularity of the minimal solution

The function u is the minimal non negative viscosity solution of the PDE (6). From
(18) we know that u is finite on [0, T[xR¢ and For € > 0, u is bounded on [0, T — ] x R?
by K(1+|z|®)e~1/9. We cannot expect regularity on [0, 7] x R%, but only on [0, T —e] x R¢
for any € > 0. In order to obtain a smoother solution u, some assumptions are imposed
on the coefficients. We distinguish three different conditions.
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e Sobolev regularity: the viscosity solution is a weak solution in the Sobolev sense
if the coefficients on the forward SDE (8) are smooth and if the linkage operator
x> 1+ f(z,e) is a C?-diffeomorphism. Under these assumptions, we can control
the stochastic flow of X** and then deduce the Sobolev regularity of u.

e Holder regularity: if the Lévy measure A verifies (E), then the viscosity solution is
locally Holder continuous. Remark that under the stronger condition A6, (E) is
unnecessary.

e Strong reqularity. u can be a classical solution provided (A+) holds, if the function
in C9 is bounded, and under different settings.

— If the measure A is finite and if f only depend on (¢, z,y), then using Vereten-
nikov’s result, u is in C12([0,T — ¢] x RY) for any ¢ > 0. Note that here no
regularity on b, o or f is required.

— Again if A is finite and if f(¢, x,0, z,u) is bounded with (¢, z) — f(t,z,y,2,u) €
H®/% uniformly w.r.t. (t,2), then we can use the technic developped in Ma
et al. [32].

— In the setting of Garroni and Menaldi [22], i.e. for some v < 2

(44) /(1 A le|)A(de) < +oo
E
and the linkage operator satisfies
(45) det(Idg + V. B(z,e)) > ¢1 > 0,

the existence of a Green function GG with suitable properties will ensure a
regularizing effect of the operator £ + Z.

Of course, none of these settings gives necessary conditions. For sure other sufficient
assumptions could be exhibited.

3.1 Sobolev regularity of the solution

The solution u is the increasing limit of u,. And on u, we can apply Theorem 1
of [34]. Indeed let us fix a continuous positive and integrable weight function p such
that 1/p is locally integrable. We define L2([0, T x R?) the Hilbert space of function
v:[0,7] x R — R such that

T
/ lv(t, z)]*p(x)drdt < +oo.
0o Jrd

We assume that

e The functions b, o, 3(.,e) are in C}(R?) for any e € E. Condition A4 holds also
for all derivatives of 3 of order less than or equal to 3.
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e For each e € E the linkage operator z — z + 3(z, e) is a C*-diffeomorphism.

These extra assumptions are used to control the stochastic flow generated by X (see
Proposition 2 in [34]).

Recall that we can replace in the BSDE (13) our generator f, by ﬁl where ]?n is
Lipschitz continuous w.r.t. y. Hence all assumptions of Theorem 1 in [34] are fulfilled:
u,(t, ) = Y/""" is the unique Sobolev solution of IPDE (6) in the space

Hr = {ve L2([0,T] xR, o"Vve L2([0,T] x RY)}.

The definition of Sobolev solution is given in Definition 1 in [34]. Moreover (¢*Vu)(t, x) =
7% In particular for any € > 0, and each function ¢ € C*=([0,7T]) x C=°(R?) (i.e. the
space of infinite differentiable functions in a neighborhood on [0, T] with compact support
in RY), for any t <T — ¢

/t _e(un(s, ), 0sb(8,2))ds + (un(t, ), d(t, ) — (un(T — €, 2), (T — €, z))
[t Aot s
:/t _5(f($,x,un(S,x),cr*Vun(S,x),B(S,x,un)),gb(s,x))ds

where (v,w) = [pou(z)v(z)de is the scalar product on L*(R?) and A* is the adjoint
operator of the operator £ + 7.

Moreover for any € > 0, on [0,7 — €], by the estimate (18), and from Inequality (16),
we deduce that u, and o0*Vu, are bounded from above by C(1 + |z|°) for some C' > 0
and 6 > 0. Hence if we choose the suitable weight p, u, and 0*Vu, are bounded in
H(0,T — ¢). Therefore the next result is proved.

Proposition 3 Under conditions (A)-(B)-(C), if the coefficients b, o and [ satisfy the
above conditions, then w € Hr_. and is a Sobolev solution of the IPDE (6) on [0,T — &]
for any e > 0.

Note that in the case f(y) = —y|y|?, the only hypotheses in order to have a Sobolev
solution are on the coefficients of the forward diffusion.

3.2 Lipschitz/Ho6lder regularity of the solution

Recently there have been several papers [6, 7, 13, 14, 15, 45, 46] (among many others)
dealing with C* estimates and regularity of the solution of the IPDE (6). Here we will
mainly use the paper written by Barles et al. [6, 7].

In our setting we defined F' by (33) and from Conditions (A) and (C) we can easily
check that F' is continuous and degenerate elliptic and (H0) and (H2) of [6] hold:

e fX>Y I>I' B>DB, F(t,z,u,p,X,I,B) < F(t,x,u,p,Y,I', B).
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e Foranyt € [0,7], v € RY, u, vin R, p € R, X € Sy and (I, B) € R?,
F(t,z,u,p, X,l,B) — F(t,z,v,p,X,l,B) > 0=0x (u—wv), when u > v.
e (I,B)~ F(.,I,B) is Lipschitz continuous, uniformly with respect to all the other
variables.

Since we are just interesting in a global regularity property, we add the strict ellipticity
condition (H) of [6]: there exist two non negative functions A; and A, defined on R?, a
positive constant Ag such that Aj(x) + Ay(z) > Ag > 0, and a modulus of continuity wpg
such that for any ¢ > 0,t € [0,7],u € R, z, y in RY, B € R,

e if XY in Sy satisfy the matrix inequality:
%(Iod Iod)g()()( —OY)§é<—ZZ ZZ)
with Z = Id — w? ® 2 for some unit vector 2 € R and w > 1,
e andif I' > I,
then
F(t,y,u,p,Y,I''B) — F(t,z,u,p, X, I, B) < Ay (z)(I = I')

|z —y|?
+ |z —y[(1+ |pl)

+Ag(z)Trace(X —Y) + wp (

As explained in the introduction of [6], the diffusion term gives the ellipticity in certain
directions whereas it is given by the non local term in the complementary directions.

In our setting, the existence of wp follows from our conditions (A) and C12 if we
assume that wpr in C12 does not depend on R (see Section 4.1 in [6]). Moreover F is
linear w.r.t. I. Hence with Ay(z) =1

F(t,z,u,p, X, I',B) — F(t,x,u,p, X, I, B) = A (x)(I — T").

Moreover 2A5(z) is the minimal eigenvalue of the matrix oo*(z). Thus Ag(z) > 0. There-
fore the strict ellipticity condition (H) is satisfied with Ag = 1.

Now when the strict ellipticity is involved by the non local terms, we need some
extra conditions on the Lévy measure A and on the coefficient 5 in the SDE (8). These
assumptions are denoted by (J1) to (J5) in [6]. In the following, B is the unit ball in E
and B. is the ball centered at zero with radius € > 0. Remember that X is a Lévy measure
on R%:

/(1 A le2)A(de) < +oc.
B
From (A), the next conditions hold already.

e From Condition A4, there exists a constant C) 5 such that for all z € R%:
/ |B(x, e)*A(de) +/ A(de) < C p.
B R4\ B
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o (partially). From A2 there exists a constant K such that for all e € B, and = and
y in R%:
Moreover from A4 for all (e,z) € E x R?

|8z, )| < Cglel.

e Assumption A2 implies that for all e € E, |e| > 1, and x and y in R%:
|6(x,¢) = By, e)| < Kple —y.

To verify all conditions of [6] we add these additional hypotheses.

E1. There exists ¢z > 0 such that for all (e,x) € E x RY, csle|] < |B(w,e)l.

E2. There exists 7 € (0,2) such that for every a € R? there exists 0 < < 1 and a
constant C > 0 such that the following holds for any x € R?

Ve >0, / |8(z, e)|2)\(de) > 5”7%524
Cn,g(a)

with Cy.-(a) = {e; [8(x,e)| < &, (1—n)|B(x,e)llal < |a.Bx,e)]}.

E3. There exists 7 € (0,2) such that for € > 0 small enough

A -7
/ le|A(de) < Cie for 7 # 1,
B\B. Cy|In(e)| for 7 =1.

We denote by (E) the three conditions E1, E2, E3. If (E) holds then Conditions (/1)
to (J5) of [6] are satisfied. Recall that our terminal condition g is continuous from R? to
R U {400} (Hypothesis B3). Now we state the main result of this part. This Proposition
is a modification of Corollary 7 of [6].

Proposition 4 Assume that Conditions (A)-(B)-(C)-(E) are satisfied. Moreover the
modulus of continuity in C12 does not depend on R.

o Assume that T > 1 and that for all M > 0, g is a Lipschitz continuous function on
the set Oy = {|g| < M}. Then for all e > 0, u is locally Lipschitz continuous on
RY, uniformly w.r.t. t € [0,T —¢]: for all M, there exists a constant Cyr. such that

The constant Cyr. depends only on e, on M on the dimension d, and on the con-
stants in Assumption (E).

o If 7 < 1, and if for some o« < T, g is a-Holder continuous function on the set
Ou = {lg| < M} for all M > 0, then u is locally a-Hélder continuous on R,
uniformly w.r.t. t € [0,T — ¢].
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Proof. For any n € N, u, is a continuous viscosity solution of (6) with terminal condition
gn. We know that this function is bounded on [0, 7] x R? by n(T + 1) and has a uniform
w.r.t. n upper bound given by (18). We can apply to w, the results of Corollary 7 in [6].

e Assume that 7 > 1. Our condition on ¢ implies that g, is Lipschitz on R¢. From
6], w, is Lipschitz continuous w.r.t. = on [0, 7], i.e. there exists a constant C,, such
that for all ¢ € [0, 7], all (z,y) € (R%)?,

The key point here is that the constant C), depends only on [|u,,||~, on the dimension
d, and on the constants in Assumption (E). From the upper bound (20), we deduce
that for any € > 0, on [0, T — €], u, is locally Lipschitz continuous w.r.t. = and the
Lipschitz constant Cys. does not depend on n. Thus by Arzela-Ascoli theorem, the
limit « is locally Lipschitz continuous with the same constants.

e If 7 <1, then u, is a-Holder continuous w.r.t. z on [0, 7], i.e. there exists a constant
C such that for all ¢ € [0,77, all (z,y) € (R?)?,

|Un(t,.§lf> - Un(t,y)‘ < C|I‘ - y|a'

And C depends on the norm of u,, which does not depend on n if we take ¢ in
(0,7 — €]. The conclusion follows immediately.

O

Remark 4 (On Condition (E)) If the matriz oo* is uniformly elliptic (see Condition
AG6), then the conclusion of the previous proposition still holds without Assumption (E)
and the reqularity of w depends on the regularity of g (no more on 7).

Indeed Condition (E) is crucial to have regularity estimates when the local second order
differential operator £ becomes degenerated. But if £ remains strictly elliptic, then
regularity of the solution can be derived directly without the help of the non local operator
7.

3.3 Strong regularity of the solution

Here we briefly explain how we can derive that this minimal viscosity solution is a
regular function on [0,7 — ¢] x R? under additional conditions. For results concerning
classical solutions of the IPDE (6), the book of Garroni and Menaldi [22] is an important
reference (see also references therein).

To have more regularity on the solution u we will assume that Conditions (A+) hold,
that is o and b are bounded and oo* is uniformly elliptic:

(A6) vy € R, oo (2)y.y > Aoly|*.

Recall that A6 implies Condition H of the previous section.

In this first lemma, we obtain a regularity result with a transformation of the non local
operator Z. This idea is used in [32] and [40]. This transformation requires the finiteness
of the measure A. But after we can use all results concerning (linear) PDE, especially the
ones contained in the reference book [30].
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Lemma 6 Under (A4) and (C), if the measure X\ is finite and if f depends only on
(t,x,v) with f(t,x,0) bounded uniformly w.r.t. (t,x), then for every bounded and contin-
uous function ¢, the Cauchy problem

(46) o+ Lv+I(t,x,v) + f(t,z,v) =0

with terminal condition v(T,.) = ¢, has a unique bounded classical solution v in the sense
that v € CY2([0,T) x RY) N C([0,T] x RY).

Here in fact no regularity assumption on the coefficients b, o and f(.,.,0) is required.
Only boundedness and A6 are important.

Proof. We will use the scheme done in [41] (Proposition 24), in Ma et al. [32]
(Theorem 1) and in Pham [40] (Proposition 5.3). For a given continuous and bounded
function ¢, the problem (46) has a unique bounded and continuous viscosity solution v
(just apply Theorem 3.4 and Theorem 3.5 in [5]). All regularity estimates come from the
book of Ladyzhenskaya et al. [30].

We consider the following Cauchy problem: on [0, 7] x R?

(47) Onw + Lw + f, =0,
with

e the differential operator L:

L= %Trace(D%aa*(x)) + b(z)Ve,

e the drift term b:

b(z) = b(z) — /E B(x,e)A(de).

e the generator f,:

folt,x) = f(t,x,v(t,x)) + / [v(x + B(x,e)) —v(x)]A(de).

E

First note that v is also the unique bounded viscosity solution of (47).

Then the assumptions A4, A5 and C4 imply that the drift term b and the function fo

are also bounded. Using the result of Veretennikov [49], Theorem 3.1, the problem (47)

has a unique solution w in the class C([0,7] x R%RT) N ﬂ Wpl’ic([O, T[xR%). Now we
p>1

define three processes for all s > ¢:

Yi’m:er/ g(u,yzm)dqu/ a(u,yzx)dBu,

t t

and
t,x t,x

Y, = w(s,yl;’x), and 7?1 = Vuw(s, X!)o(s, X.).

s
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We can apply the It6 formula to the function w (see [29], section 2.10). We have for all
s>t

—t,T —t,T T=0 —t, =0 —t,x
v, = szg—/ folr, X )dr—/ Z . dB,.

Since f, is bounded, it is well known (see [36]) that the function (¢,z) — ?ﬁ’x is a
continuous and bounded viscosity solution of (47). Therefore w = v and thus the viscosity
solution v belongs to (1., W;’ic([O, T[xRY).

Hence for all o < 1, v belongs to the space H?/>1*# (the set of functions which are
[/2-Holder-continuous in time and 1 + S-Hélder-continuous in space), and the Hélder
norm of v depends just on the L* bound of v. Thus f, is also Holder continuous, and
from the existence result of [30] (see section IV, theorems 5.1 and 10.1), v is a classical

solution of (47) and of (46). O

Lemma 7 Under (A4) and (C), if the measure X is finite, if f(t,z,0,z,u) is bounded,
and if (t,x) = f(t,2,y,z,u) is in H*>* uniformly w.r.t. (t,z), then for every bounded
and continuous function ¢, the Cauchy problem

(48) o+ Lv+Z(t,x,v) + f(t,z,v,Vvo(t,z), B(t,z,v)) =0

with terminal condition v(T,.) = ¢, has a unique bounded classical solution v in the sense
that v € C12([0,T) x R N C([0,T] x R?).

Proof. If the functions o, b, 3, f and v were of class C! with bounded derivatives
w.r.t. all parameters (z,y, z,u), then the conditions of [32] would be satisfied. Thus from
Theorem 1 in [32], if ¢ € H?***(R?) for some o > 0, then w € H'**/22+([0, T] x RY).
But we claim that we do not need these conditions if we relax the regularity condition on
the solution w.

Indeed the first key point in [32] is the transformation of (48):

(49) dyw + Lw + f(t, z,w, Vwo, B(t, z,w)) =0,

where £ is the same as in (47) and

flt,z, w, Vwo, B(t,z,w)) =
ft,z,w(t,z), Vw(t, z)o(t, x), B(t,z,w)) + / [w(x 4 B(x,e)) —w(x)|\(de).

E

The bounded viscosity solution v of (48) is also the unique viscosity solution of (49).
Moreover the bound on v depends on the Lipschitz constants of f and the bound on ¢.
A classical solution being a viscosity solution, by uniqueness of the viscosity solution, a
classical solution is bounded with the same bound. As already denoted, we can truncate
f w.r.t. y and assume that f is in fact Lipschitz w.r.t. y (from Condition C4).

Then we follow the same steps as in [32]. For a classical solution w the first estimate
is:

[Vwl| o + [[wl] grarz.e o, rjxrey < M
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where M and « € (0, 1) depend only on the bounds in A5, A6 and the Lipschitz constants
of the coefficients. Then (49) can be seen as a linear equation with Holder continuous
leading coefficients, all other coefficients being bounded. Hence LP estimates give that

||w,8tw,Vw,D2w||Lfoc <G,

where (), depends only on M and the bound on w. Thereby for all & < 1, w belongs to
the space HA/21*8 and the Hélder norm of w depends just on M and on the L* bound of
w. Again after this step, we can deduce the existence of a classical solution w by Schauder
estimate. 0

Now if f does not depend on z (or on Vv), a straightforward modification of the proof
shows the next result.

Lemma 8 The conclusion of the lemma 7 holds under the assumptions:
e f does not depend on z;
e ¢ is bounded Lipschitz continuous function;

e there exists a constant Cy g such that for all x € RY,
[ 1. e)r(de) < Ca
E

As an example if the measure A satisfies (44) with v = 1, then from Assumption A4 the
above condition holds.

Proof. Indeed the previous section 3.2 shows that v is also Lipschitz continuous. By
Condition A4, 3 is bounded uniformly w.r.t. € R%. Hence there exists a constant C
such that for all (t,7) € [0,T] x R¢,

/ ot 2+ Bz, ) — vlt, )| A(de) < Cu / 18(z, €)|A(de) < CrrChs
E E
Moreover with C7

/E\v(t,:c + B(x,e)) —v(t, z)|y(x, e)A\(de) < Cy /E 1B(z, e)|y(z, e)A(de) < CpCyClp,

in other words B(t,z,v) is a bounded function on [0,7] x R%. Thus b and f, are still
bounded functions. The rest of the proof does not change. OJ

The main drawback of the previous lemmas is the finiteness of the measure \. To
avoid this condition, we must use regularity results on IPDE. Some results can be found
in [11] (see Chapter 3, theorems 3.2 and 3.3), but with Condition (44) with v = 1. The
main reference (from our best knowledge) is the book of Garroni and Menaldi [22] (with
a short version [21] and the book [20] on Green functions for IPDE).

Lemma 9 Assume that
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o The measure A satisfies (44) for some v < 2.
e The function [ is differentiable w.r.t. x and (45) holds.

o f is Hélder-continuous w.r.t. (t,z) uniformly w.r.t. the other parameters, that is
there ezists o € (0,1) such that there exists a constant C' such that for all (y, z,u)

[ty zu) = f(t, 2y, 2, 0)] < O(t =12 + |z — 2'|*).

Then for any bounded and continuous function ¢, the Cauchy problem (48) has a unique
solution v in the set C([0, T] x RY) N HF/229([0, T') x RY) where § = o if v < 2 — v and
§€(0,2—aq)ify€[2—a,2). Moreover v is bounded on [0,T] x R%.

Proof. We follow the ideas developed in the proof of Theorem 4.2, Chapter VI (see
also Theorem 6.1, Chapter V) in [30]. For 0 < p < 1, we consider the family of linear
problems: on [0,7) x R?

(50) %v(t, x)+ Lo(t,z) +Z(t,x,v) + pf(t,z,w, (Vw)o, B(t,z,w)) =0
with terminal condition v(T,.) = ¢. This defines an operator ¥ which associates each
function w € H'T9/22+9([0, T) x R?) with a solution v of the linear problem (50): v =
U (w, p). Its fixed points for p = 1 are solutions of our initial problem.

Now let us recall some facts contained in [20, 21, 22]. First if w € H'+%/22%9 then for
every € > 0 there exists a constant C'(¢) such that

1B, 2, w)lls = el|Vwlls + Cle)|¢lls.

The next point concerns the existence and the uniqueness of the Green function. Under
(A+), there exists a unique Green function G associated with the parabolic second-order
integro-differential operator

oyu — Lu — Tu,

and G has the representation

G(xatayas) = GL($at>?/> 5) +/ dU/ Gﬁ($7t7€7u)Q(§auayaS)d€7
s R4

where G, is the Green function associated with the differential operator £. G and @)
belong to some Green Function Spaces (see Chapter VII, Definition 1.1 in [20]). The key
properties are inherited from the properties of G,. The Green function G, is studied
in Chapter IV, Sections 12 to 14 of [30]. The properties of the Green functions G, and
G imply regularizing property for the parabolic operator d,u — Lu — Zu. Namely, from
Theorem VIIL.2.1 of [20] and Theorem 3.2 of [21], if ¢ is a continuous and bounded
function, and f € H*/*>* then the function v defined by

v(t,z) = /Rd G(z,t,y,0)0(y)dy + /0 /Rd G(x,t,y,s)f(y,s)dyds = vy (t, ) + va(t, x)
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on (0, +00) x R? is in H'*+9/22+3((0, 7] x R?) for any 7 > 0, and solves the IPDE (50) with
f(t, z) in the right-hand side and the initial condition v(0,.) = ¢. Moreover the estimates
on v and its derivatives on [e,7] x R? only depend on ¢, on the bound on ¢ and on f.
More precisely, there exists a constant C' independent of ¢ such that:

146/2

€ V1| grrsrzzs (e r)xray < CllB]loo,

and
vl grvsrzes (o rxray < Cll fls-

These inequalities can be found in Theorem 3.2 of [21] and Section IV.14 of [30]. The
Green function G is involved in the constant C'. The time reversion will give the same
inequality on [0,7 — €] x R4, if ¢ is a terminal condition at time 7.

In searching for the fixed points of U we apply the Leray-Schauder principle (see [30]
for the details).

e U is equicontinuous in w and p and uniformly compact. This comes immedi-
atly from the previous inequality since w € H'*T%/22(]0,T) x RY) implies that
ft, z,w, (Vw)o, B(t, z,w)) is in HY/%°,

e The operator ¥(.,0) has a unique fixed point. Existence is implied by the existence
of the Green function (G, and uniqueness can be deduced from the uniqueness of the
solution of the BSDE.

e Since since VU (w, 0) takes all w into a single element, w — w — ¥(w, 0) invertible in
a neighborhood of the unique fixed point of ¥(.,0).

Hence for each p € [0, 1], there exists at least one fixed point v” for W. Using again the
regularizing result of [20], v* € H'*/22+9(]0, T) x RY). We just have to take p = 1 to
obtain v.

The continuity and the boundedness on the solution v comes from classical a priori
estimate on the BSDE (see [5]). O

Proposition 5 Under (A+), (B) and (C), we assume that the conditions of Lemmas
6, 7, 8 or 9 hold. Moreover the function in C9 is bounded. Then for all € > 0:

(51) u € CH2([0,T — ] x RGRT).

Proof. The proof of Proposition 2 shows that there is a unique continuous viscosity
solution in II,, of the Cauchy problem (48) (or (46)). Moreover, the Cauchy problem (48)
(or (46)) has a classical solution for every continuous bounded function ¢.
Recall that wu, is jointly continuous in (,z) and from (20), on [0,T — €] x R?, w,, is
bounded by:
0 < up(t,z) < K. (14 |2]°).

But if the function involved in C9 is bounded, then we can take 6 = 0. Thus, the problem
(46) with condition ¢ = u, (T —¢,.) has a bounded classical solution. Since every classical
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solution is a viscosity solution and since u,, is the unique bounded and continuous viscosity
solution of (46), we deduce that:

Vo >0, u, € CH*([0,T — §[xR%:RT).

From the construction of the classical solution wu,, we also know that the sequence
{u,} is locally bounded in H*'**([0,T — §/2] x R?). The bound is given by the L* norm
of u,, which is smaller than (T —§/4)~'/%. Therefore u is continuous on [T'—§/2] x R? and
if we consider the problem (46) with continuous terminal data w(7" — 9, .), with the same
argument as for u,,, we obtain that u is a classical solution, i.e. u € C%2([0, T—48]xR%; R*).
This achieves the proof. O]

If (D) is also satisfies, then u is continuous on [0, 7] x R
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