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Abstract

In this paper we study a family of nonlinear (conditional) expectations that can be
understood as a continuous semimartingale with uncertain local characteristics. Here,
the differential characteristics are prescribed by a set-valued function that depends
on time and path in a non-Markovian way. We provide a dynamic programming
principle for the nonlinear expectation and we link the corresponding value function
to a variational form of a nonlinear path-dependent partial differential equation. In
particular, we establish conditions that allow us to identify the value function as the
unique viscosity solution. Furthermore, we prove that the nonlinear expectation solves
a nonlinear martingale problem, which confirms our interpretation as a nonlinear
semimartingale.
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1 Introduction

In this paper we study a family of nonlinear (conditional) expectations which we
call nonlinear continuous semimartingale and which we consider as a continuous semi-
martingale with uncertain local characteristics. This line of research started with the
seminal work of Peng [35, 36] on the G-Brownian motion. In recent years, there have
been several extensions to construct larger classes of nonlinear (Markov) processes,
see [12, 18, 32, 33]. At this point we highlight the articles [11, 31, 34] which establish
general abstract measure theoretic concepts to construct nonlinear expectations. Next
to this approach, nonlinear Markov processes have also been constructed via nonlinear
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Nonlinear continuous semimartingales

semigroups, see [7, 17, 26, 27] and, in particular, [17, Chapter 4] for a comparison of
the methods.

This paper investigates nonlinear processes with non-Markovian dynamics. We define
a nonlinear expectation via

EW)(w):= sup EBEP[Y], (t,w)eR: x C(Ry;RY),
PeC(t,w)

where ¢: C(Ry;R?) — R is an upper semianalytic function and C(t,w) is a set of
probability measures on the Wiener space which give point mass to the path w till time ¢
and afterwards coincide with the law of a semimartingale with absolutely continuous
characteristics. In this paper we parameterize drift and quadratic variation by a compact
parameter space F and two functions b: F x Ry x C(Ry4;R?) — R?and a: F x Ry x
C(R4;R?) — $¢ such that

C(t,w) = {P €W (1): P(X =won [0,]) =1,

(A @ P)-ae. (dBY,/dN,dCT,,/dN) € O(- +1, X)},

where
O(t,w) == {(b(f,t,w),a(f t,w)): f € F},

and B2 (t) denotes the set of semimartingale laws after ¢ with absolutely continuous
characteristics. This framework includes nonlinear Lévy processes as introduced (with
jumps) in [32] and the class of nonlinear affine processes as studied in [12]. Furthermore,
our setting can also be used to model path-dependent dynamics such as stochastic delay
equations under parameter uncertainty.

For this nonlinear expectation we prove the dynamic programming principle (DPP),

i.e., we prove the tower property

for all finite stopping times 7 > ¢. To prove the DPP we use an abstract theorem from
[11]. The work lies in the verification of its prerequisites. To check them we extend
certain results from [31] on the measurability of the semimartingale property and the
behavior of the characteristics to a dynamic framework.

In a second step we identify two properties of £ which confirm our interpretation as
a nonlinear continuous semimartingale. First, we relate the value function

v(t,w) = E@W)(w) = sup EF[Y] (1.1)

to a path-dependent Kolmogorov type partial differential equation and, in the second
part, we show that £ solves a type of nonlinear martingale problem. Let us discuss our
contributions in more detail.

Under mere continuity and linear growth conditions on the drift b and the quadratic
variation a, and under the hypothesis that the set {(b(f,t,w), a(f,t,w)): f € F} is convex
for every (t,w) € Ry x C(R,,R%), we show that the value function v is a weak sense
viscosity solution, i.e., a path-dependent Crandall-Lions type viscosity solution without
regularity properties, to the following path-dependent partial differential equation
(PPDE):

v(t,w) + G(t,w,v) =0, for (t,w) € [0,T) x C(Ry;RY), (1.2)
o(T,w) = P(w), for w € C(R4; RY), '
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where
G(t,w,d) := sup {(ng(t,w), b(f,t,w)) + 5 tr [V2o(t,w)a(f, t,w)]: f € F} (1.3)

The proof for the viscosity property is split into two parts, i.e., we prove the sub- and
the supersolution property. The ideas of proof are based on applications of Berge’s
maximum theorem, Skorokhod’s existence theorem for stochastic differential equations
and Lebesgue’s differentiation theorem. In contrast to the proofs from [12, 32] for the
viscosity subsolution property in Lévy and continuous affine frameworks respectively,
we do not work with explicit moment estimates. This allows us to extend the class of test
functions in our framework to C*2 in comparison to the class C?? as used in [12, 32].

Further, we investigate when the value function is not only a weak sense viscosity
solution but has in addition some regularity properties. By virtue of the last term in (1.1)
and Berge’s maximum theorem, it is a natural idea to deduce regularity properties
of v from corresponding properties of the set-valued map (¢,w) — C(t,w). To the
best of our knowledge, the idea to deduce regularity properties of value functions
from related properties of set-valued maps traces back to the seminal paper [10] that
investigates a controlled diffusion framework. Due to the appearance of P2 (¢) and
(dBE,/dX\,dCE,/d\) in the definition of the set C(t,w), regularity properties of (¢,w)
C(t,w) seem at first glance to be difficult to verify. To get a more convenient condition,
we show that

v(t,w) = sup EF [w] = sup EF [w(w =) X)],
PeC(t,w) PeR(t,w)

where

Rit,w) = { P € Wm: Po Xg " = b,
(A ® P)-a.e. (dBF /AN, dCT JdN\) € O( + t,w & X)},

and
W w = wlig ) + (W(t) +w'(- =) —w'(0) L 00

This reformulation of the value function v explains that it suffices to investigate the
correspondence (t,w) — R(f,w) and it connects the two (seemingly closely related)
approaches from [11] and [34] for the construction of nonlinear expectations. We show
that (¢,w) — R(t,w) is upper hemicontinuous and compact-valued, which establishes
upper semicontinuity of v. This requires a profound analysis of the limiting behaviour
of semimartingale characteristics and hinges on the continuity of the correspondence
(t,w) — O(t,w). We also present a counterexample which explains that mere continuity
and linear growth of b and a are insufficient for lower hemicontinuity of (¢,w) — R(t,w).

Provided b and a are additionally locally Lipschitz continuous, we prove lower hemi-
continuity of (¢,w) — R(t,w). To this end, we combine arguments based on an implicit
function theorem, a strong existence property for stochastic differential equations with
random locally Lipschitz coefficients and Gronwall’s lemma. To the best of our knowl-
edge, this is the first result regarding lower hemicontinuity in a path-dependent setting
related to nonlinear stochastic processes.

Under a uniform Lipschitz continuity condition on the coefficients b and a and the
terminal function ¢, we also show that the value function v has a certain Lipschitz
property w.r.t. the function

d((t): (5,00) = (14 sup ()l + sup la)] )1t =%

+ sup |w(rAt)—a(rAs),
rel0,T]

for (t,w),(s,a) € [0,T] x C([0,T];R%). This observation allows us to invoke a novel
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uniqueness result from [43] that identifies v as the unique viscosity solution to the
PPDE (1.2) that is bounded and Lipschitz continuous w.r.t. d.

Next, we discuss the martingale problem related to £. In case the coefficients b and a
are compactly parameterized independently of each other, and under linear growth and
mere continuity assumptions, for suitable test functions ¢, we show that the process

t
6(Xy) - /0 G(s, X, ¢)ds, t€Ry,

is a local £-martingale. This seems to be a novel connection between nonlinear martin-
gale problems and nonlinear processes in a path-dependent setting. Our proof is based
on applications of a measurable maximum theorem and Skorokhod’s existence theorem.

This paper is structured as follows: in Section 2 we introduce our setting. In Section 3
we state the DPP and in Section 4 we discuss the relation of the correspondence R to
the PPDE (1.2). In Section 5 the nonlinear martingale problem is stated. The proofs for
our main results are given in the remaining sections. More precisely, the DPP is proved
in Section 6, the viscosity property is proved in Section 7, regularity of R and v are
established in Section 8 and the martingale problem is proved in Section 9. The Lévy
case with constant uncertainty set © allows for a simplified proof of the continuity of R.
We detail the argument in Appendix A.

2 The setting

Let d € IN be a fixed dimension and define {2 to be the space of continuous functions
R, — R? endowed with the local uniform topology. The Euclidean scalar product and
the corresponding Euclidean norm are denoted by (-,-) and || - ||. We write X for the
canonical process on 2, i.e., X;(w) = w(t) for w € Q and ¢t € R,. It is well-known that
F = B(Q) = o(X;,t > 0). We define F := (F;);>0 as the canonical filtration generated
by X, ie., Fi :== 0(Xs,s <) fort € Ry. Notice that we do not make the filtration F
right-continuous. The set of probability measures on (2, F) is denoted by B(Q2) and
endowed with the usual topology of convergence in distribution. Let F' be a metrizable
space and let b: F x Ry x @ — R%and a: F x Ry x Q — $¢ be Borel functions such that
(t,w) — b(f,t,w) and (t,w) — a(f,t,w) are predictable for every f € F. Here, Si denotes
the space of all real-valued symmetric positive semidefinite d x d matrices. We define
the correspondence, i.e., the set-valued mapping, ©: R, x Q — R? x Si by

O(t,w) := {(b(f,t,w),a(f,t,w)): fe F}
Standing Assumption 2.1. © has a measurable graph, i.e., the graph
gr®={(t,w,b,a) € Ry x 2 x RY x 8¢ : (b,a) € O(t,w)}
is Borel.

In Lemma 2.8 below we will see that this standing assumption holds once F' is
compact and b and a are continuous in the F variable.

We call an R¢-valued continuous process Y = (Y2)t>0 a (continuous) semimartingale
after a time t* € R if the process Y.y~ = (Y44 )i>0 is a d-dimensional semimartingale
for its natural right-continuous filtration. Notice that it comes without loss of generality
that we consider the right-continuous version of the filtration (see [31, Proposition 2.2]).
The law of a semimartingale after t* is said to be a semimartingale law after t* and
the set of them is denoted by Psem (¢*). Notice also that P € Peem (t*) if and only if the
coordinate process is a semimartingale after t*, see Lemma 6.4 below. For P € PBgem (t*)
we denote the semimartingale characteristics of the shifted coordinate process X.. ;- by
(BE,.,CE,.). Moreover, we set

202 () == {P € Poem(t*): P-as. (B ., CL) < N}, P, = PB2(0),
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where A\ denotes the Lebesgue measure. For w,w’ € Q and ¢t € R,, we define the
concatenation
w @ w' = wliy + (W(t) +w — W' ()L, 00).-

Finally, for (¢t,w) € Ry x Q, we define C(t,w) C P(2) by
C(t,w) = { P € P2 (t): P(X" =) = 1,
(A @ P)-ae. (dBY,/dN,dCE,/dN) € O(- +t,w @, X)},

where we use the standard notation X* := X .;.
To lighten our notation, let us further define, for two stopping times S and 7, the
stochastic interval

[S,T]:={(t,w) € Ry x Q: S(w) <t <T(w)}.

The stochastic intervals ]S, T[, [S,T], ]S, T] are defined accordingly. In particular, the
equality [0,o00] = Ry x © holds.

Standing Assumption 2.2. C(t,w) # @ for all (t,w) € [0, oo[.

In Lemma 2.10 below we will see that this standing assumption holds under continuity
and linear growth conditions on b and a.

Remark 2.3.

(i) The sets (C(t,w))tw)e[o,oo[ @re adapted in the following sense: for each ¢ € R, the
set C(t,w) depends only on the path of w up to time ¢.

(ii) Notice that
C(t.w) = { P € Peu(): P(X" =u') =1,
(A @ P)-a.e. (dB,/dN,dCT,/dN) € O(- +1, X)}.

We defined C(t,w) with the seemingly more complicated ingredient O(: + ¢, w ®; X),
instead of O(- + ¢, X), to prevent confusions about measurability. Namely, both
(dBE,/d\,dCE , /d\) and ©(-+t, w®, X) are measurable with respect to o(X,, s > t),
while O(- + ¢, X)) might also depend on X, s < ¢.

In the following we state and discuss some conditions needed to formulate our main
results.

Condition 2.4 (Linear Growth). For every T' > 0, there exists a constant C = Cp > 0
such that

b7 b2+t fal . )] < C(1+ sup s)]2)
s€[0,t]

forall f € F and (t,w) € [0,T7].

Condition 2.5 (Continuity in Control). For each (t,w) € [0,o0[, the maps f — b(f,t,w)
and f — a(f,t,w) are continuous.

Condition 2.6 (Joint Continuity). The functions (f,t,w) — b(f,t,w) and (f,t,w) —
a(f,t,w) are continuous.

Condition 2.7 (Convexity). For every (t,w) € [0,00], the set {(b(f,t,w),a(f,t,w)): f €
F} c RY x $% is convex.

Before we present our main results, let us shortly show that our standing assumptions
hold under some of the above conditions. We start with Standing Assumption 2.1.
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Lemma 2.8. If F' is a compact metrizable space and Condition 2.5 holds, then the
correspondence © has measurable graph, i.e., Standing Assumption 2.1 holds.

The previous lemma is a direct consequence of the following general observation.

Lemma 2.9. Let (X,G) be a measurable space, let F' be a compact metrizable space,
let E be a separable metrizable space, and finally let g: F' x ¥ — E be a Carathéodory
function, i.e., g is continuous in the first and measurable in the second variable. Then,
the correspondence ¢ defined by (o) := {g(f,0): f € F} has a measurable graph.

Proof. First, we show that ¢ is weakly measurable, that is, for every open set U C F the
lower inverse ¢! (U) := {0 € %: p(0) NU # @} is measurable. As F is compact, there
exists a countable dense subset {f,: n € N} C F. Since g is a Carathéodory function,
the functions {g,: n € N}, where g, (o) := g(f»,0), form a Castaing representation of
g(F,-) C E, i.e., a countable family of measurable functions such that

cl({gn(0): n € N}) = g(F, 0),
for every o € ¥. Thus, for each open subset U C E,
{o0eX:iplo)NU #@}={ceB: g(F,o)NU # 2} = U{gneU}eg.
nelN
Moreover, as ¢ is compact-valued, and in particular closed-valued, it follows from [1,

Theorem 18.6] that ¢ has measurable graph. O

Moreover, also our second standing assumption follows from some conditions above.

Lemma 2.10. If the Conditions 2.4 and 2.6 hold, then C(t,w) # & for all (t,w) € [0, o[,
i.e., Standing Assumption 2.2 holds.

Proof. This follows from Lemmata 7.1, 7.2 and 7.11 below. O

3 The dynamic programming principle

We now define a nonlinear expectation and prove the dynamic programming principle
(DPP), i.e., the tower property. Suppose that ¢: 2 — [—00, 0] is an upper semianalytic
function, i.e., {w € Q: ¥(w) > ¢} is analytic for every ¢ € R, and define the so-called
value function by

v(t,w) ;== sup Ep[zb], (t,w) € [0, o0[.
PeC(t,w)
For every finite stopping time 7, we set v(7, X) := v(7(X), X).

Theorem 3.1 (Dynamic Programming Principle). The value function v is upper semiana-
lytic. Moreover, for every pair (t,w) € [0, 00] and every stopping time 7 witht < 7 < oo,
we have

v(t,w) = sup EP[’U(T,X)}. (3.1)
PeC(t,w)

The value function can be interpreted as a nonlinear expectation £ given by
(W) (w) =v(t,w),  (tw)€[0,00].
The DPP in Theorem 3.1 provides the tower rule for £. Namely, (3.1) means that

E ()W) = &E(E-(¥))(w), t<T <00 (3.2)
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By its pathwise structure, the equality (3.2) also implies that

& (V) = & (E-(v)),

for all finite stopping times 7 > ¢. To prove Theorem 3.1 we use a general theorem
from [11]. The work lies in the verification of the prerequisites, which are (i) a measurable
graph property, (ii) a stability property for conditioning, and (iii) a stability property for
pasting. The proof is given in Section 6 below.

Example 3.2. In the following we mention some examples of stochastic models that
are covered by our framework. We stress that it includes many previously studied
frameworks but also some new ones which are of interest for future investigations.

(i) The case where O(t,w) = O is independent of time ¢ and path w corresponds to the
generalized G-Brownian motion as introduced in [37], cf. also [32] for a nonlinear
Lévy setting with jumps.

(ii) The situation where O(¢,w) = O(w(t)) depends on (¢, w) only through the value w(t)
corresponds to a Markovian setting that has, for instance, been studied in [5, 17].

(iii) The example where, for (f,t,w) € F x [0,00[ and r > 0,

t

b(f, 1) = bo(Fleo(t) + / bi(f sw(s)ds,  a(f.t.w) = ao(f),

(t—r)VvO

with Borel functions
bolF*}]R, bllFXR_F*)R, (IQSF%R_H

corresponds to a class of linear stochastic delay differential equations with pa-
rameter uncertainty (that is captured by the F-dependence of b and a). Control
problems for such a path-dependent setting were studied in [14]. From a modeling
perspective, natural assumptions such as sign-constraints and ellipticity can be
incorporated through the functions by, b; and ag, respectively. More references
involving control problems for delay equations can be found in [3]. Our framework
seems to be the first that captures stochastic delay equations from the perspective
of nonlinear stochastic processes.

Given the DPP, we proceed studying more properties of v and £. In the following
section we identify v as a viscosity solution to a certain nonlinear path-dependent partial
differential equation (PPDE) and, in Section 5, we identify £ as a solution to a nonlinear
martingale problem.

4 The nonlinear Kolmogorov equation

In the following we discuss the relation of the value function to a path-dependent
Kolmogorov type partial differential equation. This section is structured as follows. In
Section 4.1 we define the class of test functions for the concept of Crandall-Lions type
viscosity solutions in our path-dependent setting. The Kolmogorov type equation is
introduced in Section 4.2. Finally, we present our main results in Section 4.3.

4.1 The class of test functions

In the first part of this section we introduce the set of test functions for the concept
of Crandall-Lions type viscosity solutions in our path-dependent setting. The following
definitions are adapted from [3, 4]. Let T > 0 and t, € [0, 7). Further, let D(R; R?) be

EJP 28 (2023), paper 146. https://www.imstat.org/ejp
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the space of cadlag functions from R, into R?. We define A(tg) := [to, T] x D(Ry;R%)
and, on [0,7] x D(R4;R?), we further define the pseudometric d as

d((t,w), (s,w")) ==t —s|+ sup |w(rAt)—w'(rAs). (4.1)
rel0,T]

We denote the restriction of d to A(ty) again by d. For a map F': A(ty) — R we say that F’
admits a horizontal derivative at (t,w) € A(tg) with ¢t < T if

F(t+hw(-At)— F(t,w(-At))
RN\0 h

exists. At ¢t = T, the horizontal derivative is defined as

OF (T, w) == Jim, OF (h,w).

Further, we say that F' admits a vertical derivative at (t,w) € A(to) if

F(t,w+ hei]l[t,T]) — F(t,w)

O;F(t,w) ::;lg}) 5 , 1=1,2,...,d,
exist, where eq, ..., e, are the standard unit vectors in R?. Accordingly, the second

vertical derivatives ﬁij(t, w),i,j=1,...,d, at (t,w) € A(ty) are defined as
ijF(t,w) = 0;(0,;F)(t,w).

We write VF := (9, F,...,04F) for the vertical gradient and V*F := (9}, F); j-1,....a for
the vertical Hessian matrix.

Next, we denote by C12(A(ty); R) the set of functions F': A(ty) — R, continuous with
respect to d, such that

OF,VF,V?F

exist everywhere on A(ty) and are continuous with respect to d.
The set C12([tg, T]; R) consists of functions F': [ty,T] — R such that there exists a
function F' € C12(A(to); R) with

F(t,w) = F(t,w), (t,w) € [to, T].
In this case, we define, for (¢,w) € [to, 1],
OF (t,w) := OF (t,w), VF(t,w):=VF(t,w), VIF(t,w):=V2E(tw).

By [3, Lemma 2.1], the derivatives OF, VF, V2F are well-defined for F' € C*2([to, T]; R).
Finally, the set C;’j([[tm T]; R) consists of all F' € C12([to, T]; R) such that there exist
constants C, q > 0 with

|OF (t,w)| + |[VF(t,w)]| + tr [V2E(t,w)] < C(l + sup Jw(rA t)||q)
T'E[to,T]
for all (t,w) € [to,T].

Remark 4.1. Every map F: [0,7] x D(R;R9) that is continuous with respect to d is
non-anticipative, i.e., F(t,w) = F(t,w(- A t)) for all (t,w) € [0,T] x D(Ry;R%).
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4.2 The nonlinear Kolmogorov equation
For (t,w,¢) € [0,7] x C*%([0,T];R), we set

G(tw,6) = sup { (Vo (t, ), b(f. ) + 3 tr [V26(t,w)a(f,t,w)]: ] € F}.

One of our goals is the identification of the value function v as a so-called viscosity
solution to the nonlinear PPDE

{3v(t7w) + G(t,w,v) =0, for (t,w) e [0,TT], 4.2)

o(T,w) = P(w), forw € Q,

where 9: 0 — R is a bounded continuous function such that ¢ (w) = ¢¥(w(- AT)). For
notational convenience, we fix the terminal function ¢ from now on.

In contrast to the classical case, where the solution runs over time and space, we
consider viscosity solutions which run over time and path. Let us provide a precise
definition of a viscosity solution in our setting.

Definition 4.2 (Viscosity Solution over Time and Path). A function u: [0,7] — R is said
to be a weak sense viscosity subsolution to (4.2) if the following two properties hold:

(a) U(Tv ) <;
(b) for any (t,w) € [0,T] and ¢ € C2([t,T]; R) satistying

pol
0= (u—o)(t,w) =sup{(u—¢)(s,w): (s,0) € [t,T]},
we have d¢(t,w) + G(t,w, ) > 0.

Moreover, a function u: [0,7] — R is said to be a weak sense viscosity supersolution
to (4.2) if the following two properties hold:

@) u(T,-) >
(b) for any (t,w) € [0,T[ and ¢ € C'2([t, T]; R) satisfying

pol
0= (u—¢)(t,w) =inf{(u—¢)(s,w): (s,0) € [t. T]},
we have d¢(t,w) + G(t,w, ) < 0.

Further, u is called weak sense viscosity solution if it is a weak sense viscosity sub- and
supersolution. Finally, a continuous weak sense viscosity solution is called viscosity
solution.

4.3 Main results

Before we present our main results, we need a last bit of notation. For w,w’ € £ and
t € R4, we define the concatenation

w & w' =Wl + (W) +w'(- =) — ' (0) 1t 00),
and the set
R(t,w) := {P EPX, : PoX,! = Sus(t)s
B (4.3)
(A ® P)-a.e. (dBYJdN,dCT Jd\) € O(- + t,w &, X)}.
We are in the position to present the main results of this section. Let us start with the

viscosity solution part.
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Theorem 4.3. Assume that F is a compact metrizable space and that the Condi-
tions 2.4, 2.6 and 2.7 hold. Then, the value function v is a weak sense viscosity
solution to (4.2). If the correspondence (t,w) — R(t,w) is continuous (lower, upper
hemicontinuous),! then v is continuous (lower, upper semicontinuous).

For a first result regarding upper semicontinuity of v in a Markovian framework
beyond the Lévy case (albeit under uniform boundedness and global Lipschitz assump-
tions) we refer to [17, Lemma 4.42]. The thesis [17] contains no explicit conditions for
lower semicontinuity that appears to be related to martingale problems with possibly
non-regular coefficients, which are difficult to study, see also [17, Remark 4.43], [26,
Remark 3.4] and [27, Remark 5.4] for comments in this direction.

As shown in Theorem 4.3, (lower, upper) hemicontinuity of (¢,w) — R(t,w) provides
(lower, upper) semicontinuity of the value function (¢,w) — v(t,w). In the framework of
nonlinear Lévy processes from [32], reduced to our path-continuous setting, continuity
of R is rather straightforward to verify. That is, in case © C R¢ x S‘i is a convex and
compact set, the correspondence

R(t,w) = {P € P Po X5 = 6,4, (N ® P)-a.e. (dB”/d\,dCT /dN) € O},

is continuous. We present the details in Appendix A.

In the following, we present more general conditions for upper and lower hemicon-
tinuity of the correspondence (¢,w) — R(t,w) which lead to explicit conditions for the
continuity of the value function and thereby identify it as a viscosity solution to the
nonlinear PPDE (4.2).

Theorem 4.4 (Upper hemicontinuity of R). Assume that F' is a compact metrizable space
and that the Conditions 2.4, 2.6 and 2.7 hold. Then, the correspondence (t,w) — R(t,w)
is upper hemicontinuous with compact values.

The following example shows that the conditions from Theorem 4.4 are not sufficient

for lower hemicontinuity of (¢, w) — R(¢,w).
Example 4.5. Suppose that d = 1,a = 0 and that b(f,t,w) = b°(w(t)) for all (f,t,w) €
F x [0,00[, where b°: R — R is any bounded continuous function such that v°(x) =
sgn(z)+/|z| for |z| < 1 and which is continuously differentiable off (—1,1). According
to [41, Exercise 12.4.2], whenever w(t) # 0, the set R(t,w) is a singleton {P, } and
R\{0} > = — P, has a weak limit through (strictly) positive or (strictly) negative
values (that converge to zero) but these limits are different. To see that R is not lower
hemicontinuous, take (t*,w™) := (1/n,id) € [0,00[, with n € IN, and P := lim, »o P, €
R(0,id). Then, as lim, oo Pon(1/n) = liMp 00 P15 # P, we get from [1, Theorem 17.21]
that (t,w) — R(¢,w) is not lower hemicontinuous.

Next, we show that the correspondence (¢,w) — R(t,w) is lower hemicontinuous
in case we impose an additional local Lipschitz condition. For a matrix A, we denote
its transposed by A* and we denote by ||A|, the operator norm of A. Let & be the
predictable o-field on [0, ocof.

Condition 4.6 (Local Lipschitz continuity in the last variable uniformly in the first two).
There exists a dimension r € IN and a B(F) ® &-measurable function o: F x [0, c0] —
R%*" such that a = co*. Furthermore, for every T,M > 0, there exists a constant
C = Cp,p > 0 such that

16(f,t,w) = b(f,t, )| + llo(f;t,w) —o(f,t, )]lo < C P lw(s) — a(s)]

for allw,a € Q: sup,epg 4 |w(s)|| V [la(s)|| < M and (f,t) € F x [0,T].

lsee [1, Definition 17.2].
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The following theorem is seemingly the first result regarding lower hemicontinuity
and, together with Theorem 4.3, the first result on lower semicontinuity of the value
function in a path-dependent framework related to nonlinear stochastic processes.

Theorem 4.7 (Lower hemicontinuity of R). Assume that F' is a compact metrizable
space and that the Conditions 2.4, 2.6, 2.7 and 4.6 hold. Then, the correspondence
(t,w) — R(t,w) is lower hemicontinuous.

Example 4.8. An interesting situation is the case where d = 1 and

O(t,w) = [by(w), be(w)] x [ay(w), G (w)]
with predictable functions
b,b: [0,00[— R, a,a: [0,00] = Ry

such that
bt(w) < Et<w)7 Qt(“}) < at(w)’ (t’w) € [[0,00[[.

This situation is included in our setting. For instance, take F' := [0,1] x [0,1] and, for
((f17 f2)7t7w) € F x [[O7 OOIL

b((f1, f2),t,w) = by(w) + f1 - (be(w) — by (w)),
a((f1; f2), t,w) = @y (w) + fa - (@(w) — ay(w)).

In the following, we consider these choices of b and a. Evidently, the convexity assumption
given by Condition 2.7 is satisfied. Further, the linear growth Condition 2.4 holds once
the functions b, b, ¢ and @ satisfy itself linear growth conditions, i.e., in case for every
T > 0 there exists a constant C = Cr > 0 such that

) + Bul) + a0 + ()] < €1+ sup [w(o))

for all (t,w) € [0,T]. Similarly, the continuity Condition 2.6 is implied by (joint) continuity
of b,b, ¢ and @. Under these conditions, i.e., continuity and linear growth, Theorem 4.4
implies that the correspondence (t,w) — R(t,w) is upper hemicontinuous with compact
values, while Theorem 4.3 implies that the value function v is upper semicontinuous.
Moreover, if b and a satisfy the local Lipschitz condition given by Condition 4.6, then
Theorem 4.7 shows that the correspondence (t,w) — R(¢,w) is lower hemicontinuous.
In particular, the value function v is then continuous. For instance, the local Lipschitz
conditions hold in case for every T, M > 0 there exists a constant C' = Cr s > 0 such
that a;(w) > 1/C and

by (w) = by(@)] + [be(w) = be(a)| < C sup, w(s) — a(s)l,

|2, (W) = g, ()| + |ar(w) —@(a)| < C sup |w(s) = a(s)],

for all w, o € Q: sup o g |w(s)| V |a(s)| < M and t € [0,T].

Remark 4.9. Let us also comment on a result from the paper [33] that deals with a
regularity property of a value function V': [0,7] — R that is closely related to ours. Let
D: [0,T] — Si be a progressively measurable closed-valued correspondence and define,
for 6 > 0and D C S%, Int’ D := {x € D: Bs(z) C D}, where B;(z) denotes the ball
around x with radius §. Further, for (¢,w) € [0,T], let M(t,w) be the set of all P € P2  (¢)
such that P(X' = w') =1, (A ® P)-a.e. b7, =0, i.e., that are local martingale measures

EJP 28 (2023), paper 146. https://www.imstat.org/ejp
Page 11/40


https://doi.org/10.1214/23-EJP1037
https://imstat.org/journals-and-publications/electronic-journal-of-probability/

Nonlinear continuous semimartingales

after time ¢, and for that there exists a § = §(¢,w, P) > 0 such that (A® P)-a.e. a’}, € $4 |
and a”, € Int® D(- + ¢, X). The value function V from [33] is given by

V(t,w)= sup Ep[f],
PeM(tw)

where ¢: [0,7] — R is a bounded uniformly continuous input function. Our setting
covers the (in a certain sense) limiting case where 0(¢,w, P) = 0, cf. [33, Remark 3.7].
Corollary 3.6 from [33] shows that, for fixed ¢ € [0, 7], the map w — V(t,w) is lower
semicontinuous in case D satisfies the uniform continuity property as defined in [33,
Definition 3.2]. To compare this regularity result to our main theorems, we notice that
the special case D(t,w) = [a,(w), @:(w)] satisfies the hypothesis from [33, Corollary 3.6]
when the functions a and @ are uniformly continuous in the sense that for all € > 0 there
exists a § > 0 such that

w,a €8, sup |w(s)—a(s)|<d = sup |as(w) —as(a)|<e, a=a,a.
s€[0,T) s€[0,T]

In our setting, mere continuity of ¢ and @ imply upper semicontinuity of our value
function, see Example 4.8, while we require some local Lipschitz continuity for lower
semicontinuity.

In the following corollary we summarize our main observations concerning the
correspondence R and the value function v.

Corollary 4.10 (Continuity of R and the value function). Assume that F' is a compact
metrizable space and that the Conditions 2.4, 2.6, 2.7 and 4.6 hold. Then, the correspon-
dence (t,w) — R(t,w) is continuous and the value function [0,T] > (t,w) — v(t,w) is a
viscosity solution to (4.2).

It is a natural question whether the value function is the unique viscosity solution
to the nonlinear PPDE (4.2). Uniqueness results for certain Hamilton-Jacobi-Bellman
PPDEs were recently proved in [4, 43]. In the following we apply a theorem from [43] and
show that, under global Lipschitz conditions, our value function is the unique viscosity
solution among all solutions that satisfy a certain Lipschitz property that we explain now.
We define d = dr: [0,7] x [0,T] — R4 by

d((t,w), (5,0)) = (1+ sup ()]l + sup [la(r)])]t —s|*/2
r€l0,t] r€lo,s] (4.4)

+ sup |jw(rAt)—a(rAs).
rel0,T]

A function f: [0,7] — R is said to be d-Lipschitz continuous, if there exists a constant
L = Ly > 0 such that

‘f(t7w) - f(S,Oé)| < Ld((t7w)7 (5701))
for all (t,w),(s,«) € [0,7]. We remark that d-Lipschitz continuity entails continuity
on [0,T].

Condition 4.11 (Global Lipschitz continuity). There exists a dimension r € IN and a
B(F) ® &-measurable function o: F x [0, 00— R**" such that a = cc*. Moreover, there
exists a constant C = Cr > 0 such that

Hb(ﬁt,w) - b(f7t7a>|| + HO’(f,t,Ld) - U(f7t7a)||0 <C ’zl[lg)pt] HUJ(S) - a(s)H

forallw,a € Q and (f,t) € F x [0,T].
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Theorem 4.12. Assume that F is a compact metrizable space and that the Condi-
tions 2.4, 2.5, 2.7 and 4.11 hold. Furthermore, suppose that the terminal function v is
bounded and Lipschitz continuous, i.e., there exists a constant L. > 0 such that

[Y(w) = ()| < L sup [jw(s) —als)]|

s€[0,T]

for all w, « € Q2. Then, the value function is d-Lipschitz continuous.

Estimates similar to Theorem 4.12 are standard in stochastic optimal control, see,
e.dg., [43, Theorem 2.11] where a version of Theorem 4.12 for a path-dependent control
framework is given.

When it comes to mere continuity, Theorem 4.12 requires stronger regularity assump-
tion in the path variable than Corollary 4.10. In particular, also the input function v
has to be Lipschitz continuous in Theorem 4.12. Contrary to Corollary 4.10, Theo-
rem 4.12 shows that the value function is Lipschitz continuous in space for fixed, but
arbitrary, times with a uniform (in time) Lipschitz constant. We think this observation is
of independent interest.

We are in the position to present a uniqueness result for the value function.

Theorem 4.13. Assume that F' is a compact metrizable space and that the Condi-
tions 2.4, 2.6, 2.7 and 4.11 hold. Furthermore, suppose that the terminal function v is
bounded and Lipschitz continuous, i.e., there exists a constant L. > 0 such that
[Y(w) = ¢(a)| < L sup [w(s) —als)]|
s€[0,T]
forallw, o € ). Then, the value function v is the unique viscosity solution that is bounded
and d-Lipschitz continuous.

Proof. Thanks to the Theorems 4.3 and 4.12, the value function v is a viscosity solution
to (4.2) that is d-Lipschitz continuous. Hence, the uniqueness statement follows from
[43, Theorem 6.2]. O

Remark 4.14. Under more assumptions on the coefficients, our value function can be
identified as the unique viscosity solution in a class of uniformly continuous functions.
This follows from a uniqueness result that was established in the recent paper [4].

Remark 4.15.

(i) In the Markovian case where b(f,t,w) and a(f,t,w) depend on (¢,w) only through
the value w(¢), assumptions in the spirit of those from Theorem 4.13 imply that the
(point-dependent) value function is unique among all bounded viscosity solutions,
see [5] for a precise result in this direction.

(ii) Let us again comment on the situation from Example 4.8, i.e., the case where d = 1
and

O(t,w) = [by(w), be(w)] x [as(w), T (w)]
with predictable functions

b,b: [0,00[— R, a,a: [0,00] = Ry

such that -
by(w) < bi(w), ay(w) <a(w), (t,w) e [0,o00].

As explained in Example 4.8, this situation can be included in our framework with
F:=[0,1] x [0,1] and

b((f1, f2),t,w) = by(w) + f1 - (be(w) — b, (w),
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a((f1; f2): t,w) = @y (W) + f2 - (@ (w) — g, (w)),

for (f1, f2) € F and (t,w) € [0,00[. In this setting, Condition 4.11 holds in case
there exists a constant C' > 0 such that

1

‘b(t7w)|7 |B(t7w)| S Ca 6 S Q(t,u),a(t,W) S Oa

and

[b(t,w) = b(t, @) + [b(t, w) — bt a)| < C sup, w(s) — a(s)l,

la(t,w) — a(t, a)| + [a(t,w) —a(t, )| <C sup, jw(s) —a(s)];

forallt € [0,7] and w, « € Q.

5 The martingale problem

As a final main result, we show that £ solves a type of nonlinear martingale problem.
This result supports our interpretation of £ as a nonlinear continuous semimartingale.
We restrict our attention to the one-dimensional situation, i.e., we presume that d = 1.
Let M,., be the set of all ¢ € C%(R;R) such that ¢’, ¢" > 0. Furthermore, for n > 0, we
set

pn :=1inf{t > 0: | X;| > n}.

Definition 5.1. We say that £ solves the martingale problem associated to G if for all
n € N and ¢ € M,., the process

tApn
6(Xinp,) — / G(r, X, d)dr, tc Ry,
0

is an £-martingale, i.e.,

tApn

& (6(Xins,) — 6(Xans) ~ |

SA\pn

G(r, X, gb)dr) (w)=0, s<t, we.

Of course, the acronym icz stands for increasing and convex. Although this set of test
functions looks non-standard at first sight, it is perfectly fine in the linear setting, because
it is well-known to be measure-determining for the set of Borel probability measures on
R with finite first moment (cf. [30, Theorems 5.2, 5.3] and [8, Theorem 2.1]).

Theorem 5.2. Suppose that F = F, x I for two compact metrizable spaces F, and
Fy, that b(f,t,w) = b(fo,t,w) and a(f,t,w) = a(f1,t,w) for all (f,t,w) = (fo, f1,t,w) €
F x [0,00], and that the Conditions 2.4 and 2.6 hold. Then, £ solves the martingale
problem associated to G.

In [15] a related result for generalized G-Brownian motion was proved. Let us discuss
the relation of Theorem 5.2 and the approach from [15] in more detail. In [15] it is shown
that a generalized G-Brownian motion (see [37]) solves a nonlinear martingale problem
that is defined not only via test functions but also via a class of nonlinear test generators.
This approach uses the power of G-It6 calculus in a crucial manner. In our framework
we cannot rely on such a stochastic calculus. Instead, we only identify a suitable class of
test functions, namely IM,.,, for that we can prove a nonlinear martingale property. In
that sense our treatment of the martingale problem is certainly less complete than those
for the generalized G-Brownian motion from [15]. We think that Theorem 5.2 is a good
indicator for our interpretation of £ as a nonlinear continuous semimartingale.
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6 Proof of the dynamic programming principle: Theorem 3.1

The proof is based on an application of [11, Theorem 2.1], which provides three
abstract conditions on the correspondence C which imply the DPP. The work lies in the
verification of these conditions. For reader’s convenience, let us restate them. For a
probability measure P on (2, F), a kernel 2 3 w — @, € PB(N), and a finite stopping
time 7, we define the pasting measure

(P @, Q)(A) = / / 14(W @r () @) Qu(dw')P(dw), A€ F.

We are in the position to formulate the assumptions from [11, Theorem 2.1].

(i) Measurable graph condition: The set
{(t,w,P) € [0,00[ xP(Q): P eC(t,w)}

is analytic.

(ii) Stability under conditioning: For any ¢t € R, any stopping time 7 with ¢t < 7 < oo,
and any P € C(t,a) there exists a family {P(:|F;)(w): w € Q} of regular P-
conditional probabilities given F, such that P-a.s. P(:|F,) € C(r, X).

(iii) Stability under pasting: For any o € €, t € R, any stopping time 7 with ¢t < 7 < o,
any P € C(t,a) and any F,-measurable map 2 3> w — @, € P(QQ) the following
implication holds:

P-as. QelC(r,X) = P®:Qecl(ta).

Remark 6.1. To verify (ii) above, it is necessary to introduce the sets 2. (¢) for ¢t > 0.
Notice that for a finite stopping time 7 it is not necessarily true that P € ‘BIS implies

{P(|Fr)(w): w e Q} C P,,. Indeed, we only have the semimartingale property of X
after 7(w) under P(-|F;)(w). This forces us to study the correspondence ¢ — P25 (¢). To
see the issue, let P be the Wiener measure, i.e., the law of a one-dimensional Brownian
motion. Then, for any ¢ > 0 and P-a.a. w € Q, P(:|F)(w) & PB2,,. This follows simply
from the fact that P-a.a. w € ) are locally of infinite variation, which implies that the
stopped process X.,;, which coincides P(-|F;)(w)-a.s. with w(- A t), is no P(:|F;)(w)-

semimartingale for P-a.a. w € 2 (see [23, Proposition 1.4.28]).

In the following three sections we check these properties. In the fourth (and last)
section, we finalize the proof of Theorem 3.1.

Before we start our program let us shortly comment on our strategy of proof and relate
it to existing literature. Dynamic programming principles for nonlinear expectations
related to nonlinear Lévy processes, and more general Markovian semimartingales, have
been proved in [17, 32]. In contrast to our approach, which has also been used in [11]
for controlled martingale problems, the proofs in [17, 32] are based on an abstract
result from [34]. In general, the methodologies are different in the sense that the
uncertainty sets of measures in [17, 32] consist of laws of semimartingales that start at
zero, while time and path dependence persists in both the set © and the test function .
In our setting, however, the dependence on (¢,w) only enters via the set C(¢,w). This
construction seems to us closer to those of a classical linear conditional expectation.

Compared to [17, 32], the main difference in our setting is the time-dependence
t — P (¢) for which we have to prove new measurability and stability properties. While
this differs from [17, 32] on a technical level, we closely follow, however, their general
strategy of proof.
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6.1 Measurable graph condition

The proof of the measurable graph condition is split into several parts. Fort € R, we
define the usual shift 6;: Q — Q by 6,(w) = w(- +¢) for all w € Q. The next two lemmata
give some rather elementary observations.

Lemma 6.2. The map (t, P) — Po#, ' =: P, is continuous.
Proof. This follows from the continuity of (¢,w) — 6;(w) and [2, Theorem 8.10.61]. O

Lemma 6.3. Let Y = (Y;);>0 be an R¢-valued continuous process and set F) :=
o(Ys,s <t) fort € Ry. Then, Y ! (F,;) = FY, forall s € Ry.

Proof. First of all, it is clear that Y‘l(]-'s) = ]-'SY for all s € R;. Since F,4 C Fq4c for
all ¢ > 0, we obtain Y 1(F,;) C N.ogV ' (Feye) = FY.. Conversely, take A € F),.
By definition, A € Y ~'(F,;1,,) for every n € IN. Hence, for each n € N there exists
a set B, € Fyi1/n such that A = Y~!(B,). Define G := (), U;n>n Bm and notice
that G € F,;. Finally, as Y 1(G) = N,ew Upsn Y 1 (Bm) = A, we conclude that

A € Y~Y(Fs1). The proof is complete. O

The following lemma is a restatement of [21, Lemma 2.9 a)] for a path-continuous
setting.
Lemma 6.4. Let B* = (O*, F*, (F})i>0, P*) and B’ = (', F', (F])1>0, P’) be two filtered
probability spaces with right-continuous filtrations and the property that there is a map
¢: Q' — Q* such that ¢~ (F*) C F',P* = P'o¢p~ ! and ¢~ (F;}) = F| forallt € R. Then,
X* is a d-dimensional continuous semimartingale (local martingale) on B* if and only
if X' = X* o ¢ is a d-dimensional continuous semimartingale (local martingale) on B’.
Moreover, (B*,C*) are the characteristics of X* if and only if (B* o ¢, C* o ¢) are the
characteristics of X' = X* o ¢.

Lemma 6.5. We have

{(t,w,P): P € P (t), (N ® P)-a.e. (dBL,/dN,dCT,/d\) € O( + t,w ®; X)}
={(t,w,P): P, € P2, A ® Py)-a.e. (dB" /dN,dC™ Jd\) € O(- + t,w @; X)}.

Proof. Since (w R4 X) o060, =w®; X, the claim follows from Lemmata 6.3 and 6.4. O

Finally, we are in the position to prove the measurable graph condition.
Lemma 6.6. The set {(t,w, P) € [0,00] x*B(Q): P € C(t,w)} is Borel.

Proof. Notice that {(t,w, P) € [0,00[ x B(Q): P(X! = w') = 1} is Borel by [2, Theo-
rem 8.10.61]. Further, notice that
{(t.w,P): PP, (A® P)ae. (dBY/dN\,dC" /dN) € O( +t,w @ X)}

sem?’

={(t,w,P): P €PL,, A@P)((- +t,w & X,dB" /d\,dCT /d\) & gr©) = 0}.

By virtue of [31, Theorem 2.6] and [2, Theorem 8.10.61], this set is Borel. Consequently,
the lemma follows from Lemmata 6.2 and 6.5. O

6.2 Stability under conditioning

Next, we check stability under conditioning. Throughout this section, we fix (t*,w*) €
[0, co[, a stopping time 7 with t* < 7 < oo, and a probability measure P on (€2, ) such
that P(X = w* on [0,t*]) = 1. We denote by P(-|F,) a version of the regular conditional
P-probability given F,. The following three observations are simple but useful.
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Lemma 6.7. There exists a P-null set N € F. such that P(A|F;)(w) = 14(w) for all
AeFrandw¢ N.

Proof. Notice that 7, = 0(X;a-,t € Q) is countably generated (see [41, Lemma 1.3.3]).
Now, the claim is classical ([40, Theorem 9.2.1]). O

Lemma 6.8. Ifw — Q,, is a kernel from F into F such that Q,(w = X on [0,7(w)]) =1
for P-a.a. w € ), then Qu(w @) X = X) = 1 for P-a.a. w € Q. In particular, there
exists a P-null set N € F, such that P(w ®,(,) X = X|F;)(w) =1 forallw ¢ N.

Proof. The first claim is obvious and the second follows from the first and Lemma 6.7. O

Lemma 6.9. Take a predictable process H = (H;);>0,t € Ry andw € Q. Then, H.;4(w®;
X) is predictable for the (right-continuous) filtration generated by X ...

Proof. This follows from [20, Proposition 10.35 (d)]. O

The next lemma is a partial restatement of [41, Theorem 1.2.10].
Lemma 6.10. If M/ — M*'" is a P-martingale, then there exists a P-null set N such that,
forallw ¢ N, M — M™“) is a P(-|F,)(w)-martingale.

The following lemma should be compared to [32, Theorem 3.1].
Lemma 6.11. Suppose that P € P (t*) and denote the P-semimartingale characteris-
tics of X. ¢+ by (B.y¢+,C.14+). Then, there exists a P-null set N such that, forallw ¢ N,
X 4+ is a P(-|F;)(w)-semimartingale (for its right-continuous natural filtration) and
the corresponding P(-|F,)(w)-characteristics are given by

(Bgr(w) = Br) (W ®7w) X))y (Coprw) = Criw)) (W @) X).

Proof. For notational convenience, we prove the claim only for t* = 0. Define M :=
X —B—Xpand

Tp = 1inf{t > 0: ||M|| > n}, n>0.
The process M ™ is clearly bounded. Thus, by definition of the first characteristic, the

process M™ is a P-martingale. By Lemma 6.10, there exists a P-null set N, such that,
forallw ¢ N, M™ — M7 is a P(-|F,)(w)-martingale. As

EP [P(liminan < oo|f7)} —0,

n—oo

possibly making NNV a bit larger, we can w.l.o.g. assume that P(7,, — oco|F;)(w) = 1 for all
w ¢ N. Now, using Lemmata 6.7 and 6.8, possibly making N again a bit larger, we get
P(-|Fr)(w)-a.s.

X = XA = (M M) 1 ®, ) X) + (B™ — BT () (w @ X).

By the tower rule, (M7, — My ar(w)) (@ ®r() X) is @ P(-|F;)(w)-martingale for the

filtration generated by X . ;). Hence, for all w ¢ N, by virtue of Lemma 6.9, we deduce
that X. ;) is a P(:|F;)(w)-semimartingale (for its right-continuous canonical filtration),
and further we get the formula for the first characteristic. For the second characteristic,
notice that, forallw ¢ N, P(:|F;)(w)-a.s.
(X — X7 X — X7@)] = [X, X] — 2[X, XT)] 4+ [X7) X7
=C-C™@
= (C = C"W (W) (w ©r(w) X).

This observation yields the formula for the second characteristic. O
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We are in the position to deduce stability under conditioning. The following corollary
should be compared to [32, Corollary 3.2].

Corollary 6.12. If P € C(t*,w*), then P-a.s. P(:|F;) € C(7, X).
Proof. Let N be as in Lemma 6.7 and take w ¢ N. Then, P(7 = 7(w)|F;)(w) = 1 and
P(X™@) = "W F)(w) = P(XT = w™@|F)(w) = 1{XT =™ @ }(w) = 1.

Thanks to Lemma 6.11, for P-a.a. w € Q, P(-|F;)(w) € P2 (7(w)) and the Lebesgue

sem
densities of the characteristics of X (., are given by (b. . ;(.), .47 (w)) (W@~ () X), where

(b.44+,a.44+) are the Lebesgue densities of the characteristics of X.;;+ under P. Thus,
we get from Lemma 6.8, Fubini’s theorem, Lemma 6.7, the tower rule, and P € C(t*,w*)
that

i :O) EP [1{(br, a0) (@ ©r () X) € Ot @r () X)HF ] (@)dtP(d)

= [ B[00 ¢ 0 XN F )itPle)

7(w)

- [e] ] z)n{what) # O(t, X)}dt| 7 (w) P(dw)

_ /EP [/Oo 1{(be,00) & (1, X)}t] F, | () P(deo)
_ EP[/OO 1 (b, ar) & @(t,X)}dt] —0.
This observation completes the proof of P-a.s. P(-|F;) € C(r, X). O

6.3 Stability under pasting

In this section we check stability under pasting. The proof is split into several steps.
Throughout this section, we fix (t*,w*) € [0, oo[, a probability measure P on (9, F) such
that P(X = w* on [0,t*]) = 1, a stopping time 7 with ¢* < 7 < 0o, and an F,-measurable
map Q 3> w = Q, € P(N) such that Q,(w = X on [0,7(w)]) = 1 for P-a.a. w € Q.
For simplicity, we further set P := P ®, . The following corollary is an immediate
consequence of Lemma 6.8.

Corollary 6.13. P = EP[Q(")].
Lemma 6.14. P = P on F, and P-a.s. P(:|F,) = Q.

Proof. Take A € F. By hypothesis, Q. (w ®;) X =w on [0,7(w)]) = 1 for P-a.a. w € Q.
Hence, Galmarino’s test yields that

P(A) = / Qu(w € A)P(dw) = P(A).

This is the first claim. For the second claim, take G € F. Then, again by Galmarino’s
test, Lemma 6.8 and the first part,

PANG) = / Qulw € Aw @y ) X € G)P(dw) = /A Qu(G)P(dw) = EP[14Q(G)].

This yields P-a.s. P(G|F,;) = Q(G). Since F, is countably generated, a monotone class
argument completes the proof. O

The following two lemmata should be compared to [32, Proposition 4.2].
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Lemma 6.15. Let P € Pgen (t*). If P-a.5. Q € Psem (), then P € Pem (¥).

Proof. Let T' > t*, and take a sequence (H"),cz, of simple predictable processes on
[t*,T] such that H" — H° uniformly in time and w. Then, by Lemma 6.14, we get, for
everyi=1,2,...,d,

B T
EPH / (H" — H,)dX®| A 1}
.

TAT
<e”| / (H — H)dX{"
”

+ / 9|
The first term converges to zero since P € Pgeem(t*) and thanks to the Bichteler—
Dellacherie (BD) Theorem ([39, Theorem II1.43]). The second term converges to zero
by dominated convergence, the assumption that P-a.s. @ € Psem(7) and, by virtue of

Lemma 6.9, again the BD Theorem. Consequently, invoking the BD Theorem a third time
yields that P € Psem (t*). O

Al]

T
/ (H — Hy)(w @7y X)dXD| A 1} P(dw).

(w)AT

Lemma 6.16. Let P € B (t*). If P-a.s. Q € P, (1), then P € P _(+*).

sem

Proof. By Lemma 6.15, we already know that P € Peem(t*). Denote by B., ;- the first
characteristic of X ., ;- under P, and let

B = [ oudsv
;

be the Lebesgue decomposition of (the paths of) B. Since P € B (¢*) and P = P on F,

by Lemma 6.14, simply by the definition of the first characteristic, we get that B < A on
[0, 7]. Hence, by virtue of Corollary 6.13, it suffices to show that

D= {B.+T _ B, # - qSSds}

is a Q,,-null set for P-a.a. w € . Due to Lemmata 6.11 and 6.14, for P-a.a. w € Q, we
have Q., € Psem(7(w)) and the Q. -characteristics of the shifted process X (. are given
by (B--H—(w) — BT(M), O._,_T(w) — O.,-(w))(w ®r(w) X). As P-a.s. Q € P2 (1), Lemma 6.14 and
the uniqueness of the Lebesgue decomposition yield that for P-a.a. w € 2

7 (w)
Qu (B--‘r‘r(w) — Brw) # /( ) (bst) =0.

As Q. (T = 7(w)) = 1 for P-a.a. w € 2, P-a.s. Q(D) = 0. One may proceed similarly for
the other characteristic. O

Lemma 6.17. Let P € C(t*,w*). IfQ,, € C(7(w),w) for P-a.e. w € €, then P € C(t*,w*).

Proof. Lemma 6.16 implies P € P2 (¢*). Clearly, {X = w* on [0,t*]} € F, as 7 > t*.
Thus, Lemma 6.14 yields P(X = w* on [0,t*]) = P(X = w* on [0,t*]) = 1. Denote by
(b.1¢-,a.44) the Lebesgue densities of the characteristics of X., ;- under P. Since P = P
on F,, it suffices to show that

R:={(t,w) € [r,00[: (by(w),as(w)) ¢ O(t,w)}
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is a (\ ® P)-null set. By virtue of Lemmata 6.11 and 6.14, the assumption that Q,, €
C(7(w),w) for P-a.a. w € Q yields that P-a.s.

A @Q)((t,w') € [r,00[: (b(w), ar(w)) ¢ O(t,w")) = 0.

Finally, as Q. (7 = 7(w)) = 1 for P-a.a. w € , Corollary 6.13 and Fubini’s theorem yield
that

(A @ P)(R) = E” _/OO 1{(br, a1) ¢ O(t, X)}

ol :EQ [/Too 1{(by, ar) & G(t,X)}dtH

EP:/TOOQ((bt,at) # O(t, X)) dt| =o.

This completes the proof. O

6.4 Proof of Theorem 3.1

Lemma 6.6, Corollary 6.12 and Lemma 6.17 show that the prerequisites of [11,
Theorem 2.1] are fulfilled and this theorem then directly implies the DPP. O

7 A nonlinear Kolmogorov equation: proof of Theorem 4.3

In this section we prove that the value function is a weak sense viscosity solution to
the PPDE (4.2) and we discuss some of its regularity properties. By its very definition,
regularity of the value function is closely linked to the regularity of the correspondence
(t,w) — C(t,w). Due to the appearance of P2 () and (dBE,/d\,dCE,/dN) in the set
C(t,w), certain regularity properties of (¢,w) — C(¢,w) seem at first glance to be difficult
to verify. To get a more convenient condition, in Section 7.1, we show that

v(t,w)= sup EF[yY]= sup E7[Y(w @ X)].
PeC(t,w) PeR(t,w)

This reformulation of the value function v explains that it suffices to investigate the
correspondence (¢,w) — R(t,w) from (4.3). Thereby, we shift the main (¢,w) dependence
to the explicitly given correspondence ©, as the remaining parts from R(¢,w) only
depend on P = P (0) and (dBF/dN,dCT /dN). In the Sections 7.2 and 7.3, we
show that v is a viscosity sub- and supersolution to (4.2). The ideas of proof are
based on applications of Berge’s maximum theorem, Skorokhod’s existence theorem for
stochastic differential equations and Lebesgue’s differentiation theorem. In contrast to
the proofs from [12, 32] for the viscosity subsolution property in Lévy and continuous
affine frameworks respectively, we do not work with explicit moment estimates. This
allows us to extend the class of test functions to C'™? in comparison to the class C?? as
used in [12, 32]. Further, this extension also enables us to apply the uniqueness result
from [43] to deduce Theorem 4.13. Given the above mentioned results, the proof of
Theorem 4.3 is finalized in Section 7.4.

7.1 Some preparations

To execute the program outlined above, we require more notation. First, for ¢t € R4,
we define another shift operator v,: @ — Q by v (w) = w((- — ¢t)*) for all w € Q.
For P € P(Q), we denote P! := Po~;!. Moreover, for (t,w) € [0,00], we write
&w(W') ' =w @ w' and define

Q(t,w) i= {P € Peku(t): Po X7 = by,

(A ® P)-a.e. (dBF,/dN,dCE,/dN) € O(- + t,w @, X)}.

EJP 28 (2023), paper 146. https://www.imstat.org/ejp
Page 20/40


https://doi.org/10.1214/23-EJP1037
https://imstat.org/journals-and-publications/electronic-journal-of-probability/

Nonlinear continuous semimartingales

Further, recall the definition of R as given in (4.3).
Lemma 7.1. The equality R(t,w) = {P,: P € Q(t,w)} holds for every (t,w) € [0, o0][.

Proof. Lemma 6.5 shows the inclusion {P;: P € Q(t,w)} C R(t,w), as P, o X;' =
PoX;'= d.(t) for every P € Q(t,w). Conversely, given P € R(t,w), the measure P’
is contained in Q(t,w). To see this, note first that P* o X; ' = Po X; ' = 6,(). Second,
Pt e spac (t) since (PY); = P € B as 6; oy; = id. Finally, Lemma 6.4 together with

(w®¢ X)oy; = w ®; X implies that (A@ P*)-a.e. (dBE,/d\,dCE, /d\) € O(-+t,w®,X). O
Lemma 7.2. The equality C(t,w) = {Po g;j: P € Q(t,w)} holds for every (t,w) € [0, oc].

Proof. For any measure P € B(Q2), and every (¢t,w) € [0, o[, we have P(X = w on [0,t]) =
lif and only if P = Po§, L. Note that the canonical process X is a semimartingale
after time ¢ if and only if the process w ®; X is a semimartingale after time ¢. Thus,
Lemma 6.4 implies, together with the identity & ., 0 &, = &, that P € O(t,w) if and
only if P o 5;1) € Q(t,w). This completes the proof. O

Summarizing the above, we may conclude the following corollary, which provides,
for our framework, the connection between the approaches in [11] and [34] for the
construction of nonlinear expectations on path spaces.

Corollary 7.3. For every upper semianalytic function v : 2 — R, the equality

sup EP[¢] = sup EF[p(w @ X)]
PeC(t,w) PeR(t,w)

holds for every (t,w) € [0, oo].

Proof. Using Lemma 7.2 for the first, the identity §; ., = (w ®¢ X) o, for the second, and
Lemma 7.1 for the final equality, we obtain

sup EF[y] = sup EP[po&.]
PeC(t,w) PeQ(tw)

sup BT [ih(w @ X)],
PeQ(tw)

sup BT [p(w @ X)].
PeR(t,w)

The proof is complete. O

For N > 0, we call a set G C ) N-bounded if
sup {|lw(t)]|: w € G,t € [0, N]} < .
By the Arzela-Ascoli theorem, any relatively compact set G C Q is N-bounded for

every N > 0.

Lemma 7.4. Suppose that Condition 2.4 holds. For any N > 0, any N-bounded set
G C Q and any bounded set K C R?, the set

R = {Pe i PoXy' € {0y ae K},
]

te[0,N
weqG

(A ® P)-a.e. (dBF /d\,dCT [d\) € O(- +t,w &, X)}
is relatively compact in 3(Q2). Moreover, for everyp > 1,

sup EP[ sup || Xs||*P| < oo. (7.1)
PeR* s€[0,T]
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Proof. Thanks to Prohorov’s theorem, we need to show that R* is tight, which we do
by an application of Kolmogorov’s criterion ([25, Theorem 21.42]), i.e., we show the
following two conditions:

(a) the family {Po X, ': P € R*} is tight;
(b) for each T > 0 there are numbers C, «, 8 > 0 such that, for all s,¢ € [0,7T], we have

sup EF[||X, — X¢|*] < C|s —t|PH1.
PeR*

Part (a) follows easily from the fact that suppcr- E¥[|| Xol|]] < oo, which uses the bound-
edness of K. We now show (b). Fix 7" > 0,p > 1 and set

T, :=inf{t > 0: || X¢|| > n}, nel.

For a moment, take P € R* and let (b”,a”) be the Lebesgue densities of the semi-
martingale characteristics of X under P. Using the Burkholder-Davis-Gundy inequality,
Holder’s inequality and the linear growth assumption, i.e., Condition 2.4, for all ¢ € [0, 7],
we obtain that

B[ sup 1X.J7]

SE€[0,tNT,
t t
gc(1+T2p—1/ EP([65 ., \Qp]ds+Tp_1/ B[t [alz,]"]ds)
0 0

SC’(I—F/;EP[ sup ||X,.||2p}ds).

re[0,sATy,]

Here, the constant might depend on d,p,T, N,G and K but it is independent of n,t
and P. Finally, using Gronwall’s lemma and Fatou’s lemma, we conclude that (7.1)
holds. It remains to finish the proof for (b). Take 0 < s < t < T. Using again the
Burkholder-Davis-Gundy inequality, the linear growth assumption and (7.1), we get, for
every P € R*, that

EP[HXt - XSHﬂ < C((t — 3)3/ EP[||bf||4]dr + (t— s)/ EP[tr [aff]dr)
(=o' + =9 (1+B7| sup |1X:1"])
<C((t—s)*+(t—s)?),

where the constant C' > 0 is independent of s,t and P. Consequently, we conclude that
(b) holds with @ = 4 and 5 = 1. The proof is complete. O

We collect more technical observations. Recall that D(R; RY) denotes the space
of cadlag functions from R into R?. In the following we endow D (R ;R%) with the
Skorokhod J; topology, see [23, Section VI.1] or [16, Section XV.1] for details on this
topology. For w,a € 2 and t € R, we define the concatenation

w @)t = w]l[07t) + a]l[t,oo).

Notice that w®; € D(R;R?). Furthermore, recall that we endow Q with the local
uniform topology.

Lemma 7.5. The map Q x Q x (0,00) 3 (w, a,t) = w®; a € D(R;R?) is continuous.
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Proof. Take two sequences (w")nen, (@")new C 2 and two functions w, « € €2 such that
w" — w and " — «. Furthermore, take a sequence (t"),en C (0,00) and a time ¢ > 0
such that t" — t. We have to prove that w" @)tn o = w @t « in the Skorokhod J; topology.
For n € N, define

A(s) = B2y + (s +1" — )L >0, S € Ry
Evidently, A" is a strictly increasing continuous function such that A(0) = 0 and \"(s) —
oo as s — oo. Furthermore, for every N > 0, we have

sup [A\"(s) —s| < N|& — 1|+ [t" —¢ =0
s€[0,N]

as n — oo. Notice that
(W @ ™) (A (s)) = w"(tnTS)]l{Kt} +a(s+t" —t) 1>, s€Ry.
Thus, for every N > 0 and some 7' = Ty > 0 large enough, we have

sup_|(w" @ @™)(A"(s)) — (W ) (s)]|
s€[0,N]

< sup{[|w™(s) — w(s)[|: s € [0, N]} + sup{[|a”(s) — a(s)]: s € [0, N]}
+sup{||w”(2) — " (©)[|: z,0 € [0,T], |z —v| < N|§F - 1]}
+sup{[a”(z) — a"(v)[|: z,v € [0,T],]z —v| < [t" —t|}.

Thanks to the Arzela-Ascoli theorem, we conclude that all terms on the r.h.s. converge

to zero as n — oo, which implies that

sup || (w" @ @™)(A"(s)) = (WS¢ a)(s)[| = 0
s€[0,N]

as n — oo. Consequently, by virtue of [16, Theorem 15.10], w™ @tn a — w@ta in the
Skorokhod .J; topology. The proof is complete. O
In the following lemma we take care of the case t = 0.
Lemma 7.6. Let (w")nez, , (@")nez, C Qand (t"),en C Ry such thatw™ — w® o™ — o
and t" — 0. Furthermore, suppose that w°(0) = a°(0). Then,
W B ™ = al
locally uniformly.

Proof. For every T' > 0, we estimate

sup_[|(w" & a”)(s) — a’(s)|
s€[0,T

< sup [[w"(s) —a’(s)[Ljsceny + sup [la™(s) — a®(s)[[T{szeny
s€[0,T) s€[0,T)

< sup lo™ (5) = w™(0) + w™(0) = w(0) + a®(0) — a’(s)[| L {s<sny
s€|0,

+ sup [la"(s) —a’(s)]|
s€[0,T]

<sup{[[w"(s) — " (r)||: 5,7 € [0,T], |s — r| <"} + [|w™(0) — w®(0)]|
+ sup{HaO(s) — 040(7“)\\: s,r €10,T],|s —r| <t"}

+ sup [[a"(s) —a(s)].
s€[0,T]

By the Arzela-Ascoli theorem, the r.h.s. tends to zero as n — co. This completes the
proof. O
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Corollary 7.7. The maps
OXQAXRy 3 (w,0,t) »wer a € 9, AxOxRy 2 (w,at) »wdra €
are continuous.

Proof. We only prove that (w, a,t) — w®; « is continuous. The continuity of (w, o, ) —
w ®; a follows the same way. Let (w")nez,,(@")nez, C Q and (t")nez, C R4 be
sequences such that w” — w®, o™ — o and t* — t°. Furthermore, define

A=W () + o (- = t)T) = a™(0), ne”Zy.
For every T' > sup,, ¢z, ", we estimate

sup 17" (s) = ~°(s)
s€[0,T]

<™ (") = W ()] + sup, la” (s = £")F) = a®((s = ) )| + [la™ (0) — a®(0) ]

< sup{[|w”(s) = w" ()= 5,7 € [0, T, s — | < [t" = 7]} + [ (%) — (t°)]]
+sup{fla”(s) —a"(r)[|: s,r € [0,T],|s —r| < [t" = °]}

+ sup_[la”(s) —a®(s)]| + [[@™(0) — a"(0)].
s€[0,T]

By the Arzela-Ascoli theorem, the r.h.s. converges to zero as n — oo. Hence, we conclude
that y* — ~°. If t° > 0, then we can assume that ¢ > 0 for all » € N and Lemma 7.5
yields that

W R " = w" R A" = w® D40 70 = w® R (7.2)

in the Skorokhod J; topology. As w® @ o € Q, we get from [23, Proposition VI.1.17]
that the convergence is even locally uniformly. Finally, in case t° = 0, Lemma 7.6 yields
that (7.2) holds locally uniformly, because 7°(0) = w°(0). We conclude the continuity of
(W, o, t) = w @y a. O

For a,w € D(Ry;RY) and ¢t € R, we define
W a:=wlpy +al- =)l € D(R,;RY).
Lemma 7.8. Let (t,w) € [0,T) x D(R,;RY) and ¢ € C12([t, T] x D(R;;R?);R). Then,
((s,a) = F(s,0) := ¢(s + t,w ®; a)) € CH2([0,T — t] x D(Ry;RY); R),
with
OF (s,0) = Op(s + t,w D a),
VFE(s,a) =Vo(s+t,w @ a), (7.3)
V2F(s,a) = V2¢(s +t,w & a).
for all (s,a) € [0,T —t] x D(R4;RY).

Proof. For a € D(Ry;R?), 0 < s < T —tand h > 0 small enough, a short computation
shows that

F(h+s,a(-Ns))— F(s,a(-Ns))
=¢h+s+t,w® a(-Ns))—d(s+t,w®: al-Ns))
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=¢h+s+t,(w a)(-A(s+1)) —d(s+1t,(we a)(-A(s+1))),
and we conclude that F(s,a) = d¢(s + t,w ®; «). Furthermore, we get, for every
i=1,...,d, that
F(s,a+helgr_y) — F(s,a) = ¢(s +t,w @ (a+ heilgr_y)) — ¢(s +t,w @4 )
=¢(s+t, (W@ ) + heiligy 1)) — d(s +t,w @ ),

which implies VF(s, ) = Vé(s + t,w ®; «). In the same way, we derive the formula for
V2F. Similar to (4.1), for every (u,(), (s,a) € [0,T] x D(R;;R%), we define

dr((u, ), (s,@)) := |u—s|+ sup [[((rAu)—alrAs).
rel0,T]

For every (u,(), (s,a) € [0,T — t] x D(Ry;R%), we compute that

dT((u + ta w ®t C)a (8 + t7w @t Oé))
= |u—s[+ sup [|C((r —t) Au) —al(r —t) As)|[L>y
rel0,T]

S det((’uﬂ <)7 (87 O[))

Hence, the map
(s,0) = (s +t,w @ a) (7.4)

is (Lipschitz) continuous from ([0, 7 — ] x D(Ry;R?),dr—) into ([0, 7] x D(Ry;R?), dr).
We conclude that the claimed continuity properties of F,0F,VF, V2F .follow from con-
tinuity of (7.4) together with the assumed continuity properties of ¢, 0¢, Vo, V2¢. The
proof is complete. O

7.2 Subsolution property
In this section we prove that the value function is a weak sense viscosity subsolution
to the nonlinear PPDE (4.2).

Lemma 7.9. Assume that F' is a compact metrizable space and that the Conditions 2.4,
2.6 and 2.7 hold. The value function v is a weak sense viscosity subsolution to (4.2).

Proof. Notice that

v(T,w)= sup ET[Y] =yp(w),
PeC(T,w)

as P(X =won[0,7]) =1forall P € C(T,w). Thus, we only have to prove the subsolution
property. Take (t,w) € [0,T] and ¢ € C;;j([[t,T]]; R) satisfying

0= (v—9)(t,w) =sup{(v — ¢)(s,w'): (s,w') € [t, T]}.
Fix 0 < u < T —t. The DPP (Theorem 3.1) and Corollary 7.3 show that

0= sup Effo(u+t,X)—v(t,w)] < sup EP[p(u+t,X)— ot w)]
PeC(t,w) PeC(t,w)
P ~ (7.5)
= sup E[¢p(u+t,w® X)—o(t,w)].
PeR(t,w)
We fix P € R(t,w) and denote the Lebesgue densities of the P-characteristics of X
by (b*,a”). The pathwise Itd formula given by [3, Theorem 2.2] yields, together with

Lemma 7.8, that
Plu+t,w @ X) — o(t, X)

u _ 1 m N
:/ 0d(s +t,w ®tX)ds+§/ tr [V2o(s +t,w @ X)al'|ds
0 0

+ /u<V¢(s +tw @ X),dX,).
0
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By virtue of the linear growth condition, the polynomial growth of V¢ and the moment
bound from Lemma 7.4, the local martingale part of the stochastic integral above is a
true martingale and we get

P “ ey _ P “ > P
E {/0 (Vo(s+t,w &, X),dXS>] —E {/O (Vé(s +t,w & X), b >ds],
which implies that
EP [p(u+t,w @ X) — ¢(t,w)]
= EP ué tw @ X)d
[/0 B(s+t,w & X)ds (7.6)
+/ (Vo(s+t,w @y X), 0Py + Lt [V2o(s +t,w &, X)af])ds]
0

For (u,a) € [0,T — t], we set

O (u, ) :== 3¢(u+t,w R ) + sup{(ngS(u—i—t,w Rt @), b(f,u+t,w R a))
+ %tr [V2¢(u+t,w @t a)a(f,u+t,w Dy a)] : fe F}

From (7.5) and (7.6), we get that

1 u
0< —/ sup EF[&(s,X)]ds, u>0. (7.7)
U Jo PeR(t,w)

We investigate the right hand side when u \ 0.
Lemma 7.10.

l/ sup ET[6(s,X)]ds » sup EP[6(0,X)], u\0.
U Jo PeR(t,w) PeR(t,w)

Proof. By Lebesgue’s differentiation theorem, it suffices to prove that the function
8 > SUPpeR(t0) EP[&(s, X)] is continuous. By the compactness of R(t,w), which follows
from Theorem 4.4, and Berge’s maximum theorem ([1, Theorem 17.31]), continuity of
§ > SUPper(tw) BT [6(s, X)] is implied by the continuity of

R(t,w) x [0,T] 3 (P,s) — EF[&(s, X)].

Take a sequence (P",s"),cz, C R(t,w) x [0,7] such that (P",s") — (P s%). By Sko-
rokhod’s coupling theorem, on some probability space, there are random variables
(X")nez, with laws (P"),cz, such X" — X° almost surely. Due to the compactness
of F, the continuity assumptions on b and a and Corollary 7.7, we deduce from Berge’s
maximum theorem that & is continuous. Thus, we get a.s. &(s", X") — &(s°, X0).
Thanks to the linear growth conditions on b and a, the polynomial growth assumptions
on the derivatives of ¢, and Lemma 7.4, we notice that

sup E[|&(s", X™)|?] < C’(l—l— sup EP[ sup HXTHPD < 00,
nelN PeR(t,w) rel0,T

where p > 4 is a suitable power (which depends on the polynomial bounds of the
derivatives of ¢). This estimate shows that the sequence (&(s™, X™)),cn is uniformly
integrable and we conclude that

E[6(s",X")] = E[6(s°, X7)].

This is the claimed continuity and therefore, the proof is complete. O
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Finally, it follows from (7.7) and Lemma 7.10 that
0< sup ET[6(0,X)]
PeR(t,w)

= dp(t,w) + sup {{(Vo(t,w),b(f t,w)) + %tr [V2¢(t,w)a(f, t,w)|: feF}.

This completes the proof of the subsolution property. O

7.3 Supersolution property
The next lemma is the central tool for the proof of the supersolution property.

Lemma 7.11. Suppose that the Conditions 2.4 and 2.6 hold. For every (f,t,w) €
F x [0, 00], there exists a probability measure P € R(t,w) such that the P-characteristics
of X (for its right-continuous natural filtration) have Lebesgue densities (b(f, -+t,w ®@; X),
a(f, - +t,w®; X)).

Proof. Thanks to the Conditions 2.4 and 2.6, and Corollary 7.7, the functions (s, ) —
b(f,s+t,w @ a) and (s,a) — a(f,s +t,w ®; ) are continuous and of linear growth (in
the sense of (4) on p. 258 in [13]). Hence, the claim follows from [13, Theorem 4, p. 265]
and Lemma 6.4. O

Lemma 7.12. Suppose that the Conditions 2.4, 2.6 and 2.7 hold. The value function v is
a weak sense viscosity supersolution to (4.2).

Proof. Similar to the proof of Lemma 7.9, it suffices to prove the supersolution property.
Take (t,w) € [0,T[ and ¢ € C,7([t,T]; R) such that

0=(u—¢)(t,w) =inf{(u—¢)(s,w'): (s,0') € [t, T]}.
Theorem 3.1 and Corollary 7.3 show that

0= sup EP[o(u+t,X)—v(tw)]> sup EP[plu+t,w @ X)— ot w)]. (7.8)
PeC(t,w) PeR(t,w) '

Let us fix an f € F. By Lemma 7.11, there exists a probability measure P € R(t,w)
such that the P-characteristics of X have Lebesgue densities (b(f,- +t,w ®; X),a(f,  +
t,w ®¢ X)). As in the proof of Lemma 7.9, we get that

EP[¢(u+t,w @ X) — ¢(t,w)]

ZEﬁ[/ (0(s +t,w @ X) + (V(s + t,w @ X),b(f, s+ t,w @ X)))ds (7.9)
0
+/ %tr[v2¢(3+t,w®tX)a(f,s—&—t,w@tX)]ds]
0
For (u,a) € [0,T —t], we set

Ru,a) == 0p(u+t,w @ a) + (Vo(u + t,w @ @), b(f,u+t,w @y ))
+ 3tr [VPo(u+t,w ®¢ a)a(f,u+t,w @ @)].

With (7.8) and (7.9), we obtain that

021/ Eﬁ[ﬁ(s,X)]ds, u > 0.

uJo
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As s — EP[f(s, X)] is continuous (see the proof of Lemma 7.10), we conclude, with
u \ 0, that

0> /u ET[&(s, X)]ds — ET [8(0, X)]
0

= 0¢(t,w) + (Vo(t,w), b(f,t,w)) + 3 tr [VZ8(t,w)a(f,t,w)].

As f € F is arbitrary, taking the sup over all f € F' shows that v is a weak sense viscosity
supersolution. The proof is complete. O

7.4 Proof of Theorem 4.3

It follows from Lemmata 7.9 and 7.12 that v is a weak sense viscosity solution to
the PPDE (4.2). We now discuss its regularity properties. Recall that v is bounded and
continuous. Thanks to Corollary 7.7, the map

QxQx[0,T]3 (w,a,t) = h(w @ a)
is continuous. Thus, by [2, Theorem 8.10.61], the map
[0, 7] x B(Q) 3 (t,w, P) — B [p(w @ X)] (7.10)

is continuous, too. Furthermore, by Theorem 4.4, R is compact-valued. From Corol-
lary 7.3 we get that

v(t,w)= sup ET[Y(w & X)], (tw)e€[0,T].
PeR(t,w)
Hence, under the continuity hypothesis on R, the continuity (upper, lower semicon-
tinuity) of v follows from the continuity of (7.10) and Berge’s maximum theorem ([1,
Theorem 17.31, Lemmata 17.29, 17.30]). The proof is complete. O

8 The regularity of R and v: proofs of Theorems 4.4, 4.7 and 4.12

In the present section we prove the Theorems 4.4, 4.7 and 4.12. By a careful
refinement of some key arguments, Theorem 4.4 extends [5, Proposition 3.8] beyond
the Markovian case. Using the implicit function theorem, strong existence properties of
stochastic differential equations with random coefficients and Gronwall arguments, we
establish Theorem 4.7 that is seemingly the first result regarding lower hemicontinuity
of the correspondence (¢,w) — R(t,w) and thus the first result on lower semicontinuity
of the value function in a fully path-dependent framework related to nonlinear stochastic
processes. The proof for Theorem 4.12 on the uniform continuity of v with respect to the
metric d combines some observations made in the proof for the lower hemicontinuity
of R with an application of the DPP and a Gronwall argument, cf. also the proof of [42,
Lemma 3.6].

8.1 Proof of Theorem 4.4

To prove Theorem 4.4, we use the sequential characterization of upper hemicontinuity
as given by [1, Theorem 17.20]. Namely, by [1, Theorem 17.20], R is upper hemicon-
tinuous with compact values if and only if for all sequences (t",w"),en C [0, 00 and
(P")pen C PB(Q) such that (t",w") — (t,w) € [0,00[ and P™ € R(t",w"), the sequence
(P™)nen has an accumulation point in R(¢,w).

From now on, take (t",w")pen C [0,00] and (P")pen C PB(2) such that (t",w™) —
(t,w) € [0,00[ and P" € R(t",w"). Thanks to Lemma 7.4, the set |,y R(t",w") is
relatively compact. Hence, up to passing to a subsequence, we can assume that the
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sequence (P™),cn converges weakly to a limiting measure P. In the following we prove
that P € R(t,w). Clearly, as P o Xy ' — PoX; " and P"o Xy "' = G n(4n) — 0u(1), we have
PoX;'= = du(1)- Thus, we need to show that P € B¢ with differential characteristics
(A ® P)-a.e. in O(- + t,w @; X). The proof of this is split into four steps.

Before we start our program, we need a last bit of notation. For each n € IN, denote
the P"-characteristics of X by (B",C"). Set Q* := Q x Q x C(R4;R**?) and denote the
coordinate process on Q* by Y = (Y1) Y2 y(3)), Further, set 7* := o(Y;,s > 0) and
let F* = (F})s>0 be the right-continuous filtration generated by Y.

Step 1. First, we show that the family {P" o (X, B",C")~1: n € IN} is tight (when
seen as a sequence of probability measures on the measurable space (£2*, 7*)). Since
P™ — P, it suffices to prove tightness of {P" o (B",C")"!: n € IN}. We use Aldous’
tightness criterion ([23, Theorem VI.4.5]), i.e., we show the following two conditions:

(a) for every T,e > 0, there exists a K € R, such that

SupP”( sup [|BY||+ sup tr[C7] >K)
neN s€[0,T) s€[0,T7]

(b) for every T,e > 0,

lim lim sup sup {P" |Bf — Bé||+ |ICT — C&llo > 5)} =0,
N0 n—oo

where the sup is taken over all stopping times S, L < T such that S < L < S+ 4.

By Lemma 7.4, we have

sup Epn[ sup ||XS||2} < 0. (8.1)
neN s€[0,7T]

Using the linear growth assumption, we also obtain that P"-a.s.

sup ||B |+ sup tr[C7] <C(1+ sup || Xs|| )
s€[0,T s€[0,T] s€[0,T]

where the constant C > 0 is independent of n. By virtue of (8.1), this bound yields (a).
For (b), take two stopping times S, L. < T such that S < L < S + 6 for some 6 > 0. Then,
using again the linear growth assumptions, we get P"-a.s.

I1B5 = Byl + ICE = C5llo < CL =) (1+ sup |XI°) < o1+ sup |X°).
s€[0,T] s€[0,T
which yields (b) by virtue of (8.1). We conclude that {P" o (X, B",C")~!: n € IN} is tight.
Up to passing to a subsequence, from now on we assume that P" o (X, B",C")~! — Q
weakly.
Step 2. Next, we show that Y(?) and Y® are Q-a.s. locally absolutely continuous.
For M > 0 and w € (), define

pu(w) :=1inf{s > 0: ||w(s)|| > M} A M.
Furthermore, for w = (W™, w®) € Q x Q, we set

[w® (u A par(w)) — w@ (s A par(w))]

Car(w) ZZSUP{ :0§s<u}.

Similar to the proof of [5, Lemma 3.6], we obtain the existence of a dense set D C R
such that, for every M € D, the map (s is Q o (Y(V),Y?)~l.a.s. lower semicontinuous.
By the linear growth conditions and the definition of p,,, for every M € D, there exists
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a constant C = C(M) > 0 such that P"({(y(X,B") < C) =1foralln € N. As (y is
Qo (YW, Y?)-as. lower semicontinuous, [38, Example 17, p. 73] yields that

0 = liminf P"(Ca (X, B") > C) 2 Q(Cu (Y™, Y®) > C).
Further, as D is dense in R, we obtain that @)-a.s. Y@ js locally Lipschitz continuous,
i.e., in particular locally absolutely continuous. Similarly, we get that Y3 is Q-a.s. locally
Lipschitz and hence, locally absolutely continuous.

Step 3. Define the map ®: Q" — Q by ®(w™®,w®,w®) := WM, Clearly, Qo &' = P
and Y = X o ®. In this step, we prove that (A ® Q)-a.e. (dY® /d\,dY®) /d\) € O(- +
t,w @y X) o ®. By [5, Lemma 3.2] and the Conditions 2.6 and 2.7, the correspondence O
is continuous with compact and convex values. Furthermore, again by Condition 2.6, the
set O([s, s + 1],w?) is compact for every (s,w?®) € [0, oo[. Consequently, as in completely
metrizable locally convex spaces the closed convex hull of a compact set is itself compact
([1, Theorem 5.35]), we conclude that co ©([s, s+1],w°) is compact and, by [5, Lemma 3.4],
we get that

ﬂ 0 O([s,s+ 1/m],w’) C O(s,w°) (8.2)
meN

for all (s,w?) € [0, cc[. Here, co denotes the closure of the convex hull. By virtue of [9,
Corollary 8, p. 48], P™-a.s. for all s € R, we have

(B ym = B Clhaym — CF) €00 (dB" /X, dC™ [dN)([s, s +1/m)])

- (8.3)
CcoO([t" + 5,t" + s+ 1/m],w" @, X).

Thanks to Skorokhod’s coupling theorem, with a little abuse of notation, there exist
random variables
(xX°,B°,CY, (X', B!, C, (X%, B%,C?),...,

defined on some probability space (X, G, R), such that (X% B° C°) has distribution Q,
(X", B™,C") has distribution P" o (X, B",C")~! and R-a.s. (X", B",C") — (X%, B° C")
in the local uniform topology. Thanks to Condition 2.6, [5, Lemmata 3.2, 3.3] and [1,
Theorem 17.23], the correspondence (s,w®) — ©O([s, s + 1/m],w®) is continuous. Since,
for every (s,w?) € Ry x €, the set c0 O([s, s + 1/m],w’) is compact, we deduce from
[1, Theorem 17.35] that the correspondence (s,w?®) — ¢60O([s,s + 1/m],w?) is upper
hemicontinuous with compact values. Thus, (8.3), [1, Theorem 17.20] and Corollary 7.7
yield that, for allm € N, R-a.s. forall s € R

m(BLy ) — B CLy e — CF) €00 O([s + 1,5+ 1/m + 1], w @ XO).
Notice that (A ® R)-a.e.
(dB°/dX,dC°/dN) = lim m(BY,,,, — B’,C, ), — C°).
Now, with (8.2), we get that R-a.s. for A-a.a. s € R

(dB°/d\,dC°/d\)(s) € ﬂ W0 O(s+t,s+1/m+t],w® X°) CO(s+t,w® X).
meN

This shows that (A ® Q)-a.e. (dY?)/d\,dY®) /d\) € O(- + t,w @; X) o ®.

Step 4. In the final step of the proof, we show that P € 32 and we relate (Y (2, V)
to the P-semimartingale characteristics of the coordinate process. Thanks to [41,
Lemma 11.1.2], there exists a dense set D C R such that ps o ® is ()-a.s. continuous
for all M € D. Take some M € D. Since P" € B¢, it follows from the definition of the
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first characteristic that the process X.,,,, — B, ,,, is a local P"-F -martingale. Further-
more, by the definition of the stopping time p,; and the linear growth Condition 2.4, we
see that X .»,, — B'},,, is P"-a.s. bounded by a constant independent of n, which, in
particular, implies that it is a true P"-F_,-martingale. Now, it follows from [23, Propo-
sition IX.1.4] that Y(AlgMoq) — Y,(ngofb is a Q-F*-martingale. Recalling that Y? is Q-a.s.
locally absolutely continuous by Step 2, this means that YV is a Q-F*-semimartingale
with first characteristic Y(?). Similarly, we see that the second characteristic is given
by Y®). Finally, we need to relate these observations to the probability measure P and
the filtration F,. We denote by AP® 7' (F+) the dual predictable projection of a process A,
defined on (Q*, F*), to the filtration ®~!(F, ). Recall from [20, Lemma 10.42] that, for
every s € R, a random variable Z on (%, F*) is ®~!(F,, )-measurable if and only if
it is F*-measurable and Z(w™®,w® w®)) does not depend on (w® w®)). Thanks to
Stricker’s theorem (see, e.g., [21, Lemma 2.71), Y1) is a Q-®~'(F_ )-semimartingale. No-
tice that each pj; o @ is a ®~!(F )-stopping time and recall from Step 3 that (\ ® Q)-a.e.
(dY @ Jd\,dY®) /d\) € O(- + t,w &; X) o ®. Hence, by definition of p); and the linear
growth assumption, for every M € D and i,j = 1,...,d, we have

E€ [Var(Y(Q’i))pr] + E© [Var(y(&ij))pMO‘I’]
(3,i7)
]

pro® v (2:9)
e[ [T (|f
o A )

where Var(-) denotes the variation process. By virtue of this, we get from [20, Propo-
sition 9.24] that the Q-®~!(F,)-characteristics of Y1) are given by ((Y(®)p® ' (F+),
(Y®)P-27'(F4))  Hence, thanks to Lemma 6.4, the coordinate process X is a P-F,-
semimartingale whose characteristics (B, C") satisfy Q-a.s.

(BP7 CP> od = ((Y(Q))Pa‘?il(li#)’ (Y(3))p,<1>’1(F+)).

Consequently, we deduce from the Steps 2 and 3, and [16, Theorem 5.25], that P-a.s.
(BF,C*) < A\ and

(A ® P)((dBF /d\,dCT /dN) € O(- + t,w @ X))
=(AN®Qo® 1) ((dBF/d\,dCT JdN) ¢ O(- + t,w @ X))
=N ®Q)(EC[(dY®/d\,dY® /d\)| @ (Fy)_] € O( + t,w @ YV))) =0,
where we use [9, Corollary 8, p. 48] for the final equality. O

8.2 Proof of Theorem 4.7

To prove Theorem 4.7, we use the sequential characterization of lower hemicontinuity
as given by [1, Theorem 17.21]. Namely, we prove that for every sequence (t",w")nez, C
[0, 00[ such that (t",w") — (t°,w") and every P € R(t°,w"), there exists a sequence
P" ¢ R(t",w™), forn € IN, such that P* — P weakly. From now on, we fix (t",w" ez, C
[0, o[ such that (t*,w™) — (t*,w°) and P € R(t°,w").

Step 1: On the structure of P. Recall that & denotes the predictable o-field on [0, oo
and let (b7, a?) be the Lebesgue densities of the P-F-characteristics of the coordinate
process X.

Lemma 8.1. Assume that F' is a compact metrizable space and that Condition 2.5 holds.
Then, for every (t°,w°) € [0,00] and every P € R(t°,w"), there exists a predictable map
f =f(P): [0,00]— F such that, for (A ® P)-a.e. (t,w) € [0, 0],

(b7, a®)(t,w) = (b(f(t,w), t +1°,0° @ w), alf(t,w),t +°,0° By w)),

where (b”', a®’) denote the Lebesgue densities of the P-F-characteristics of the coordinate
process X.
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Proof. By virtue of [6, Theorem 97, p. 147], the maps (t,w) + b(f,t +t°, W’ @0 w) and
(t,w) — a(f,t + 1w’ @ w) are predictable for every f € F. Hence, by Lemma 2.9
and Condition 2.5, the correspondence (t,w) — ©*(t,w) := O(t + t°,w’ @0 w) has a
Z @ B(R) ® B(R,)-measurable graph and consequently,

G = {(Lw) € [0, oo : (btP(w),af(w)) € @(t+t07w0 ®y0 w)}
= {(t,w) € [0,00[: (t,w,b] (w),a] (w)) € grO*} € 2.

For some fixed, but arbitrary, f, € F, define

it w) = (b(fo, t + 19, w0 @0 w),alfo, t + 1%, w® 0 w)), if (t,w) & G,
’ (b (w), af (w)), if (t,w) € G.

As the function (f,t,w) — (b(f,t +t°,w° @ w),a(f,t+1°,w’ @ w)) is continuous in the
F and Z7-measurable in the [0, oo[ variable, we deduce from the measurable implicit
function theorem [1, Theorem 18.17] that the correspondence ~v: [0,00[ — F defined by

Y(t,w) = {f € F: (b(f,t+1°,w’ ®p w),a(f,t +1°,w’ ®p w)) =n(t,w)}

is #-measurable and that it admits a measurable selector, i.e., there exists a -
measurable function f: [0, co[ — F such that

m(t,w) = (b(f(t,w), t +1°,0° ©p w), a(f(t,w),t +°,0° @p w))

for all (t,w) € [0,00]. Since P € R(t,w), we have (\ @ P)-a.e. = = (b",al’). This
completes the proof. O

Let f = f(P) be as in Lemma 8.1. As Condition 4.6 is assumed in Theorem 4.7, we
have a decomposition a = co* for an R**"-valued function ¢. By a standard integral
representation result for continuous local martingales (see, e.g., [19, Theorem I1.7.1']),
possibly on an extension of the filtered probability space (2, F,F, P), there exists an
r-dimensional standard Brownian motion W such that P-a.s.

dX; = b(f(t, X),t + 1, w® @0 X)dt + o (f(t, X),t +t°,w® @0 X)dW;, Xo = w"(t%).

For simplicity, we ignore the standard extension in our notation.

Step 2: A candidate for the approximating sequence. By Condition 4.6, we obtain
from a short computation that, for every n € Z., T, M > 0 and every o’ € Q, there exists
a constant C > 0, that depends on 7', M, sup,,cz, t" and sup,,cz, Sup,con [|w™(s)|l, such
that

||b(f(t,a0),t + ", W Q¢ w) — b(f(t,ao),t + ", W R a)|] < C sup |w(s) —a(s)],
s€[0,t]
lo(F(t, ), t 4+ 1", W™ @ w) — o (f(t,a°), t + 1", W™ @ a)]lo < C sup |lw(s) — a(s)],
s€0,t]
(8.4)

for all w,a € Q: supy¢jg 4 [[w(s)]| V [la(s)|| < M and ¢t € [0,7]. Furthermore, we deduce
from Condition 2.4 that, for every T > 0, there exists a constant C' > 0, that depends on
T, sup,,cz, t" and sup,,cz, Supyejo ¢ [lw™(s)|, such that

Bt %), 4 87,7 G )]+ (i) 4 £7," B )0 < (14 sup o)),
se|0,

for all w,ao € Q and t € [0,7]. Hence, by a standard existence result for stochastic
differential equations with random locally Lipschitz coefficients of linear growth (see,
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e.g., [20, Theorem 14.30] or [22, Theorem 4.5]), for every n € IN, there exists a continuous
adapted process Y " such that P-a.s.

dY = b(§(t, X),t + 1", w" @ Y™)dt + o (f(t, X), t + 17", 0" @ Y)W, Y = W™ (t7).

Next, we show that the laws of {Y": n € IN} form a candidate for an approximation
sequence of P.

Lemma 8.2. Suppose that the Conditions 2.4 and 2.7 hold and take (t°,w") € [0,00[. On
some filtered probability space, let ( be an F-valued measurable process and letY be a
continuous semimartingale starting at w°(t°) those semimartingale characteristics are
absolutely continuous with densities (b(¢,- +t°,w® @0 Y), a(¢,- +1°,w® &40 Y)). Then,
the law of Y is an element of R(t°,w°).

Proof. Let P be the probability measure of the underlying filtered space and let @ :=
P oY~! be the law of Y. Further, denote the natural right-continuous filtration of ¥’
by (G¢)i>0. Thanks to Stricker’s theorem (see, e.g., [21, Lemma 2.7]), Y is a P-(G;)¢>0-
semimartingale. Furthermore, by virtue of Condition 2.4, we deduce from [20, Proposi-
tion 9.24] and [16, Theorem 5.25] that the (G,);>o-characteristics of Y are given by

(/ EP[b(C,t+ 10,00 By Y)|gt_]dt,/. EP [a(C,t + 9,00 By Y)|gt_]dt).
0

0

By Lemma 6.4, the coordinate process X is a Q-F-semimartingale and its characteristics
(B, C) are @Q-a.s. absolutely continuous and such that P-a.s. for M-a.a. ¢t € Ry

(4B, 4
dXN’ d\
Using the convexity assumption given by Condition 2.7 and [9, Corollary 8, p. 48], we
obtain that

(A @ Q)((dB/d\,dC/d\) & O(- + 7, w® @,0X))
- //]I{EP[(b(Q,t—i-to,wO B V),
a((t+12,0° @40 Y))|Gi—] € O(t +1°,w° @0 V) }d(A ® P)

)(6,Y) = BP[(b(G,t+12,6° B0 V), (.t + 1,00 Bpo ¥))[Ge .

=0.
This completes the proof. O

Thanks to Lemma 8.2, for every n € N, the law of Y” is an element of R(t",w").
Consequently, the laws of {Y™: n € IN} are candidates for an approximation sequence of
the measure P.

Step 3: ucp convergence of Y™ to X: In this step we prove that Y — X in the ucp
topology, i.e., uniformly on compact time sets in probability. Hereby, we use some ideas
we learned from the proof of [29, Theorem, p. 88]. Take T, ¢ > 0 and define
ot = 1nf{t > 0: [| X¢|| V |Y/*]] = m}, n,m > 0.

n

Thanks to the moment bound from Lemma 7.4, we obtain that
C
P <T) = P swp [ X VIV =m) <=,
s€[0,T] m

where the constant C > 0 is independent of n and m. Thus, we can take M = M. > 0
large enough such that

sup P(TM <T) <e. (8.5)
nelN
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Next, using the Burkholder-Davis—-Gundy inequality and Holder’s inequality, and (8.4),
we obtain, for every t € [0,7] and n € IN, that

EP[ sup X, -
SE[0,tATM]

< O (o) = w (¢
tATM _ _
+E"F [/ (I6(5(s, X), s +°,0w° @0 X) = b(§(s, X), s + 1", w" @ Y™)|1?
0

(s, X), 5 4+ 10,0 B0 X) = 0(i(s, X), 5+ 7,0 Gy Y™)[2)ds] )

C (1) = w "))
tATM

T EP[/ (16 (s, X), 5+ 1°,6° @p0 X) — b(f(s, X), 5 + ", ™ @pn X)|?
0

+[[b(f(s, X), 5 + 1", w" @ X) = b(f(s, X), s +1",0" @ Y|
+ [lo(§(s, X), 5 +t°, W @p X) — o(f(s, X), s + ", w" @ X)|?

(
+ o5, X), 5 4+ 70" Bon X) = 0(f(s, X), 5 4+ 17,07 @n Y™)|2)ds) )

C (1) = w "))
tATM

+ EP[/ (16((s, X), 5+ 1°,6° 0 X) — b(f(s, X), 5+ ", 0" @ X)|?
0

1o (s X), 5+ 10,00 B X) = 0(i(s, X), 5+ 7,07 B X)|2)ds]

+B°[ sw )X, - vP]).
SE[0,tATM]
Hence, from Gronwall’s lemma, we get, for all n € IN, that
EP[ suwp X, - ¥

SE[0,TATM)]

< O(Jle"(t") = w(t)P
TATY N N
+ EP[/ (”b(f(st)vs +t0;W0 X0 X) — b(f(S,X),S + tn,wn Rgn X)||2
0

(i, X), 54+ 10,0 B0 X) = o(i(s, X), 5+ 7,0 Gpn X)|2)ds] ),

where the constant C' > 0 is independent of n. Clearly, the first term on the r.h.s.
converges to zero as n — oo. The second term converges to zero by Condition 2.6,
Corollary 7.7 and the dominated convergence theorem, which can be applied thanks to
the linear growth Condition 2.4 and either the definition of the sequence (M), <, or
the uniform moment bound from Lemma 7.4. We conclude that

EP[ sup || Xy — YS”HQ} 5 0asn — oo. (8.6)
s€[0,TATM]

We are in the position to complete the proof for ucp convergence. Namely, using (8.5)
and (8.6), we get, for every § > 0, that

P( sup |IX, - V! 26) < P( sup [ X, = V| 26T > T) +e
s€[0,T] s€[0,T]

<5 EP[ sup ||XS—Y5"H2} +e—e
g Ss€[0,TATM]
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as n — oo. This proves that Y™ — X in the ucp topology. For continuous processes, ucp
convergence implies weak convergence. Hence, the proof of lower hemicontinuity is
complete. O

8.3 Proof of Theorem 4.12

Fix T > 0 and let v be a bounded Lipschitz continuous function. We fix w°,a® € Q and
t? € [0, T]. Take an arbitrary measure P € R(t’,w’). By Lemma 8.1 and some classical
representation result for continuous local martingales, there exists a predictable function
f = f(P): [0,00[ — F such that, possibly on an extension of the filtered probability space
(Q, F,F, P), there exists an r-dimensional standard Brownian motion W such that P-a.s.

dX; = b(j(t, X),t +t°,w® @0 X)dt + o (5(t, X),t +1°,w° @0 X)dW,;, Xo=w"(t").

Thanks to Condition 4.11, by a standard existence result for stochastic differential
equations with random locally Lipschitz coefficients of linear growth, there exists a
continuous adapted process Y such that P-a.s.

dY; = b(§(t, X),t +1°, " @0 Y)dt + o (§(t, X),t +1°,a° @0 Y)dW;, Yy = a°(20).

Using the Burkholder-Davis—-Gundy inequality, Holder’s inequality and the global Lips-
chitz part from Condition 4.11, we obtain that

B[ sup X, - Y|P
s€[0,T]

< C(Jllt?) - a(t®)
T
+1/ EP[|Ib(5(t, X),t +1°,0° @40 X) = b(§(t, X),t +t°, 0" @40 Y)|[*]ds
0
T
+/‘EWWﬁ@X%H%%wéwX%wﬁ@XLH%%JéwYmﬂ%)
0
T
< C( sup ||w0(s)—oz0(8)|\2—|—/ EP[ sup ||Xs—}/SH2}dS>.
s€[0,t0] 0 s€[0,t]

Now, Gronwall’s lemma yields that

E”[ sup X~ Y| <C sup [w(s) —a’(s)]1%,
s€[0,T] s€[0,t0]

and, by Jensen'’s inequality,

Eﬂswnx—nﬂgcswuw@—www (8.7)
s€[0,T] s€[0,t0]

Thanks to Lemma 8.2, we have Po Y1 € R(tY,a?). Thus, in case v(t°,w?) > v(t%,aY),
we get, from Corollary 7.3, the Lipschitz continuity of ¢) and (8.7), that

v(t%, w?) —v(t?,a”)
< s (BP0 Bo X) - (0 @ V)] + B [0(a® & Y)]) - v(t°,a”)
PeR(0,wO)

<c sw W) =)+ s BT sup |[X, = Yi]) +0(t%,a) = v(t°,a”)
s€[0,t0] PER(t0,w) s€[0,T]

<C sup ||w0(s)—a0(s)||.
s€[0,t9]
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By symmetry, this inequality yields that
[0(t%,0°) —o(t®, ") < C sup [w'(s) - a’(s)]. (8.8)

s€10,t0]
Next, let 0 < sy < tp. Using the DPP as given by Theorem 3.1 for the first line and (8.8)
for the third line, we obtain that

[0(s?,w%) —v(t®,w°)| = ‘ sup  EF[u(t% X)] - v(to,wo)‘
PeC(s%,w?)
< sup EP[|v(tO,X) — (%, w°)|]
PeC(s%,w0)
< s EP[ swp |1X, - w(s)]]
PeC(s%,w?) s€[0,9] (8.9)
= s B[ swp X, —uO(s)]]
PeC(s0,w0) 5€[$0,0]
<  sup EP[ sup ||Xs—w0(50)||]

PeC(s%,w9) s€[s9,t9]

+ sup w’(s) — w’(s%)].
s€[s9,t0]

Using Condition 2.4, it follows as in the solution to [24, Problem 3.3.15] that
sup  EP| sup ||X,—wO(s )||} <C(1—|— sup_ ||w (s )||)|t0—50|1/2. (8.10)
PeC(s%,w9) s€[s9,t9] s€0,s
Finally, using (8.8), (8.9) and (8.10), we obtain that
[o(t%,0°) — v(s°, a?)|

< o, w°) = v(s®, )| + |u(s°, w°) = v(s%, ")

<c[(1+ sup JwO(s)])1e” — 17
s€10,s0]

+osup W)~ (") + sup [w0(s) - a(s)]
s€[s9,t0] s€[0,s9]

C[(1+S:[‘glz [lw® (s )H)\to Ve

+ sup [w'(s) = %) +2 sup_ [w(s) — ()]
s€[s9,t0] s€[0,s9]

gc[(1+ sup ||w0(s)\|)\t0—50\1/2+ sup ||w0(sm°)—a0(sm°)||]
s€10,s9] s€[0,T]

< Cdr((t°,w%), (s, a%)).
The proof is complete. O

9 Proof of the nonlinear martingale problem: Theorem 5.2

In this section we work under the assumptions of Theorem 5.2, i.e., we assume that
d =1, that F' = Fy x F} for two compact metrizable spaces Fj and F}, that b depends on
F only through the F{, variable, that a depends on F' only through the F} variable, and
that the Conditions 2.4 and 2.6 hold.

Lemma 9.1. For every (t,w) € [0, o[, there exists a P € C(t,w) such that (A ® P)-a.e.
oo =sup {b(fo, +t.w® X): fo€ Fo},  af}, =sup{a(fr,- +twe, X): fi € A},
where (b L@ +t) denote the Lebesgue densities of the P-characteristics of X.,, (for its

right-continuous natural filtration).
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Proof. Thanks to the Conditions 2.4 and 2.6, Corollary 7.7 and Berge’s maximum theorem
([1, Theorem 17.31]), the functions

(s,a)»—>sup{b(f0,s+t,w®ta): fo GFO}, (s,a)Hsup{a(fl,s—&—t,w@ta): f1 eFl}

are continuous and of linear growth (in the sense of (4) on p. 258 in [13]). Hence, the
claim follows from [13, Theorem 4, p. 265] and Lemma 6.4. O

Proof of Theorem 5.2. Fixw € Q,n € N, ¢ € M;., and s,h > 0. Take P € C(s,w), denote
the Lebesgue densities of the P-characteristics of X.;; by (b_’is, aﬂs) and denote the
local P-martingale part of X.;, by M ,ﬁs. It6’s formula yields that

h s+h 1
O(Xen) = 00X = [0 pdaMl 4 [ (00D + 50" (X,)al ),
0 s

Hence, using the definition of p,, = inf{r > 0: | X,| > n} and Condition 2.4, the stopped
local martingale part is a true martingale and we obtain that

(st+h)Apn

EP ¢(X(s+h)/\pn) - ¢(X5Apn) - / G(T, X7 ¢)dr:|

SA\Pn

_ EP[/S(erh)Apn ((q&’(Xr)bf n %¢”(Xr)af) - G(r, X, ¢)>dr]

Apn
By definition of G, we clearly have
(s+h)Apn )
EP[/W" ((cb’(Xr)bf + §¢”(Xr)af> — G X, ¢)>dr} <o,

which implies
(s+h)Apn

& (6K rmn,) — 6(Xuns) ~ [

SA\pn

a(r, X, ¢)dr> (w) < 0.

Let us now prove the converse inequality. By Lemma 9.1, there exists a probability
measure P € C(s,w) such that (\ ® P)-a.e.

bzs zsup{b(f0,~+s,w ®s X): fo € Fo}, ais = sup {a(fl,-—i—s,w@S X): f1 € Fl}.

Now, as ¢', ¢” > 0, we get

g7 [ (00T + 2 00aT) - G x, 00

Apn

_ Eﬁ[ / e (G(r,w 2 X, ) — G(r, X, ¢))dr} —0,

Apn

which implies

(5+h)/\pn
& (0¥ anmnn) 0Xern) = [ Glr X 0)r)(w) 20,
SA\pn
The proof is complete. O
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A Continuity of R in the Lévy case

This appendix is dedicated to the fact that the correspondence (t,w) — R(t,w) is
continuous if the uncertainty set O(¢,w) = © is independent of (¢,w) and convex and
compact. This result is covered by our more general Theorems 4.4 and 4.7. The purpose
of this section is to explain a substantially simpler proof for this Lévy setting.

Proposition A.1. Let © C R? x Si be a convex and compact set. Then, the correspon-
dence

sem *

(t,w) = R(t,w) = {P € PXn: Po Xy " =6,4), (A® P)-ae. (dBY/d\,dCT /dN) € ©}
is continuous.
Proof. Define

PB(O) :={P e P,: Po X' € {6,: 2 € R}, (\® P)-a.e. (dB”/d\,dC" /d\) € ©}.

By Theorem 4.4 and [1, Theorems 15.8, 17.20], the set PB(O) is closed, cf. also [5,
Proposition 3.8] and [28, Proposition 4.4]. Furthermore, the function

Q% [0,00] 3 (W', t,w) = w(t) +w —w'(0) = w(t) ® w’
is continuous, and hence, by [2, Theorem 8.10.61], so is the map
[0, 00[ x P(2) 3 (t,w, P) = Po (w(t) @ X)) .

We claim that
R(t,w) = {Po(w(t)® X) ': P eP(O)}.

Indeed, Lemmata 6.3 and 6.4 show that the map P — P o (w(t) ®y X)~! leaves (0O)
invariant. We stress that this part of the argument is special for the Lévy case. Providing
an intuition, it corresponds to the fact that Lévy processes have an additive structure
in their initial values, i.e., if L* is a Lévy process with starting value z, then L* — x is a
Lévy process (with the same Lévy-Khinchine triplet) starting at zero.

Finally, we are in the position to prove that (¢,w) — R(t,w) is continuous. By virtue
of [1, Theorem 17.23], R is lower hemicontinuous, being the composition of the lower
hemicontinuous correspondence (¢,w) — ¢(t,w) := {(t,w)} xP(O) and the (single-valued)
continuous correspondence (t,w, P) — {P o (w(t) ®y X)~'}. Here, lower hemicontinuity
of ¢ follows from [1, Theorem 17.28]. We would like to point out that this part of
the argument hinges on the fact that © is constant. For the upper hemicontinuity of
R we need to argue separately. Let F' C B(Q2) be closed. We need to show that the
lower inverse R!(F) = {(t,w): R((t,w)) N F # @} is closed. Assume that (t",w"),en C
R!(F) converges to (t,w) € [0,00[. For each n € IN, there exists a probability measure
P" e R(t",w") N F. As {w"(t"): n € N} C R? is bounded, the set {P": n € IN} is
relatively compact by Lemma 7.4. Hence, passing to a subsequence if necessary, we
can assume that P" — P weakly for some P € cl(P(©) N F) =P(O)NF. As Po X, ' =
lim,,_,o P™ 0 XO_1 = limy, 00 O (tn) = Ou(r), We conclude that P € R(t,w) N F, which
implies (t,w) € RY(F). O
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