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In this paper, we define a notion of second-order backward stochastic
differential equations with jumps (2BSDEIJs for short), which generalizes the
continuous case considered by Soner, Touzi and Zhang [Probab. Theory Re-
lated Fields 153 (2012) 149-190]. However, on the contrary to their formula-
tion, where they can define pathwise the density of quadratic variation of the
canonical process, in our setting, the compensator of the jump measure asso-
ciated to the jumps of the canonical process, which is the counterpart of the
density in the continuous case, depends on the underlying probability mea-
sures. Then in our formulation of 2BSDEJs, the generator of the 2BSDEIJs de-
pends also on the underlying probability measures through the compensator.
But the solution to the 2BSDEJs can still be defined universally. Moreover,
we obtain a representation of the Y component of a solution of a 2BSDEJ
as a supremum of solutions of standard backward SDEs with jumps, which
ensures the uniqueness of the solution.

1. Introduction. Motivated by duality methods and maximum principles for
optimal stochastic control, Bismut [7] studied a linear backward stochastic differ-
ential equation (BSDE). In their seminal paper [30], Pardoux and Peng generalized
such equations to the nonlinear Lipschitz case and proved existence and unique-
ness results in a Brownian framework. Since then, a lot of attention has been given
to BSDEs and their applications, not only in stochastic control, but also in theoret-
ical economics, stochastic differential games and financial mathematics.

Given a filtered probability space (2, F, {F;}o<i<T,P) generated by an
R?-valued Brownian motion B, solving a BSDE with generator f and terminal
condition & consists of finding a pair of progressively measurable processes (Y, Z)
such that

T T
(1.1 Y,=.§—|—/ fs(Ys,Zs)ds—/ ZsdBy, P-as.,t €[0, T].
t t

The process Y thus defined is a possible generalization of the conditional expec-
tation of &, since when f is the null function, we have Y, = E]IP[S ], and in this case,
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Z is the process appearing in the (F;)-martingale representation of (E?[S]) r>0-In
the case of a filtered probability space generated by both a Brownian motion B and
a Poisson random measure p with compensator v, the martingale representation
for (E?[é]) >0 becomes

P P t t
B =E7 61+ [ ZoaBo+ [ @G- v@xds),  Pas.

where v is a predictable function.

This leads to the following natural generalization of equation (1.1) to the case
with jumps. We will say that (Y, Z,U) is a solution to the BSDE with jumps
(BSDEJ in the sequel) with generator f and terminal condition £ if for all ¢ €
[0, T'], we have P-a.s.

T T
Y, =s+/ Fi (Y, Zs, Uy) ds —/ Z,dB,
t t

T
—f/ Us (1) (1 — v)(dx, ds).
t JRA\{0}

Tang and Li [37] were the first to prove existence and uniqueness of a solution
for (1.2) in the case where f is Lipschitz in (y, z, #). Our aim in this paper is to
generalize (1.2) to the second order, as introduced recently by Soner, Touzi and
Zhang [36]. Their key idea in the definition of the second-order BSDEs (2BSDEs)
is that the equation defining the solution has to hold P-almost surely, for every P
in a class of nondominated probability measures. They then manage to prove a
uniqueness result using a representation of the solution of a 2BSDE as an essential
supremum of solutions of standard BSDEs. This representation finds its origin in
the deep link that 2BSDEs share with stochastic control theory and PDE:s. In order
to shed more light on this aspect, let us give the intuition behind this representation
in the continuous case.

Suppose that we want to study the following fully nonlinear PDE:

(1.2)

ou 2
(1.3) T h(t, x,u(t,x), Du(t, x), D°u(t, x)) =0, u(T, x) = g(x).

If the function y +— h(t,x,r, p,y) is assumed to be convex, then it is equal
to its double Fenchel-Legendre transform, and if we denote its Fenchel-Legendre
transform by f, we have

1
(1.4) h(t,r,p,v)= sup{iay — f@, x,r p, a)}.
a>0

From (1.4), we expect, at least formally, that the solution u of (1.3) is going to
verify

u(t,x) =supu(t, x),
a>0
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where u“ is defined as the solution of the following semi-linear PDE:

u? 1
;t — EaDzu”(t,x) + f(t,x,u(t,x), Du(t,x),a) =0,

(1.5)
u®(T, x) = g(x).

Since u? is linked to a classical BSDE, the 2BSDE associated to u# should cor-
respond (in some sense) to the supremum of the family of BSDEs indexed by a.
Furthermore, changing the process a can be achieved by changing the probability
measure under which the BSDE is written. We also emphasize that the generator of
the BSDEs depends explicitly on a, which is actually the density of the quadratic
variation of the martingale driving the BSDE.

For the sake of clarity, we will now briefly outline the main differences and
difficulties due on the one hand to second-order framework and on the other hand
to our jump setting.

(i) We remind the reader that our aim is to introduce an equation similar
to (1.2). But as shown above in the continuous case, the generator f will have
to depend on the density of [ B, B]¢, the pathwise continuous part of the quadratic
variation [B, B] of the canonical process B, but since we are in a jump setting,
it will also have to depend on the compensator of the random jump measure up
associated to B. Exactly as in the continuous case, we can always give a path-
wise definition of the density of [B, B]¢, which gives us directly an aggregator.
However, it is generally impossible to find an aggregator for the compensator of
the jump measure; see Section 2.3 for more details. This forces us to consider in
our jump setting 2BSDEs whose generator depends explicitly on the underlying
probability measure. This is an important difference with the framework consid-
ered in [36]. However, in spite of this, the solution to the 2BSDEJs is still-defined
independently of the probability measures considered.

(i1) A second major difference with (1.2) in the second-order case, is, as we
recalled earlier, that the BSDE has to hold P-almost surely for every probability
measure [P lying in a wide family of probability measures. Under each P, [B, B]¢
and up have, respectively, a prescribed density and a prescribed jump measure
compensator. This is why we can intuitively understand the 2BSDEJ (3.3) as a
BSDEJ with model uncertainty, where the uncertainty affects both the quadratic
variation and the jump measure of the process driving the equation.

(iii) The last major difference with (1.2) in the second-order case is the presence
of an additional nondecreasing process K in the equation. To have an intuition
for K, one has to have in mind representation (4.1) that we prove in Theorem 4.1,
stating that the Y part of a solution of a 2BSDEIJ is an essential supremum of
solutions of standard BSDEJs. The process K maintains Y above any solution
y¥ of a BSDEJ, with given quadratic variation and jump measure under P. The
process K is then formally analogous to the nondecreasing process appearing in
reflected BSDEs (as defined in [15], e.g.).
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There are many other possible approaches in the literature to handle volatility
and/or jump measure uncertainty in stochastic models [1, 6, 11, 12]. Among them,
Peng [31] introduced a notion of Brownian motion with uncertain variance struc-
ture, called G-Brownian motion. This process is defined without making reference
to a given probability measure. It refers instead to the G-Gaussian law, defined by
a partial differential equation; see [32] for a detailed exposition and references. We
also would like to mention the very recent works by Neufeld and Nutz [25, 26],
which appeared during the revision of this paper, which provide an elegant and
very important extension to the work of Peng, by allowing a very general type of
uncertainties for the whole triplet of characteristics of a given Lévy process, very
in much in the spirit of the approach we follow in this paper. We emphasize that
their approach is very general, which is why they have to deal with delicate mea-
surability issues, and that, roughly speaking, their results could be used to define
the solution to a 2BSDEJ with a generator equal to 0, without having to impose
any continuity assumptions on the terminal condition.

Finally, recall that Pardoux and Peng [30] proved that if the randomness in f and
& is induced by the current value of a state process defined by a forward stochastic
differential equation, the solution to the BSDE (1.1) could be linked to the solution
of a semilinear PDE by means of a generalized Feynman—Kac formula. Similarly,
Soner, Touzi and Zhang [36] showed that 2BSDEs generalized the point of view
of Pardoux and Peng, in the sense that they are connected to the larger class of
fully nonlinear PDE:s. In this context, the 2BSDEIJs are the natural candidates for a
probabilistic solution of fully nonlinear integro-differential equations. This is the
purpose of our accompanying paper [21].

The rest of this paper is organized as follows. In Section 2, we introduce the set
of probability measures on the Skorohod space DD that we will work with. Using
the notion of martingale problems on D, we construct probability measures under
which the canonical process has given characteristics. In Section 3, we define the
notion of 2BSDEJs and show how it is linked to standard BSDEJs. Section 4 is de-
voted to our uniqueness result and some a priori estimates. The Appendix is dedi-
cated to the proof of some important technical results needed throughout the paper.

2. Preliminaries.

2.1. A primer on 2BSDEJs and main difficulties. Before giving all notation in
detail and a precise definition of 2BSDEJs, we would like to start by presenting
the main object of interest in this paper, as well as the main difficulties we need to
address in our framework.

First, as mentioned in the Introduction, we shall consider the following
2BSDE]J, for0 <t < T and P-a.s.:

T _ T
Yt:%'-i“/‘ FSP(YS7ZS9 Us)ds—/ stBS]‘P)’C
t t

T
- [ [ viorh@x, s+ KF - K.
t E
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for every P € Py;, which is a family, not necessarily dominated, of local martingale
probability measures. These different probability measures represent the model
uncertainty. BY-¢ and ,&E denote, respectively, the continuous local martingale part
and the compensated jump measure associated to the purely discontinuous local
martingale part of the canonical process B under any local martingale measure P.
We reiterate that in contrast to (1.2), we have to add a nondecreasing process KT
to account for the fact that solutions to 2BSDEJs have to be understood as suprema
of families of classical BSDEJs.

Let us now highlight the new difficulties in our framework compared to the con-
tinuous 2BSDEs as considered in [36]. While a crucial issue in their definition of
the 2BSDEs is the aggregation of the quadratic variation of the canonical process
B under a wide family of probability measures, here, in general, the aggregation of
the jump compensators associated to B is not possible; see Section 2.3 for more de-
tails. This is the reason why the generator FP and the compensated jump measure
i above depend explicitly on the probability measure, through the jump compen-
sator defined under each P. This is an important difference which may lead one to
think that it might not be possible to define the solution (Y, Z, U) of a 2BSDEJ in
a universal way (i.e., to say so that it does not depend explicitly on the measure P).
This would be very unfortunate from the point of view of applications, since, if
we look, for instance, at classical problems of portfolio optimization in finance,
the process Z is usually related to the corresponding optimal investment strategy.
Therefore, in a context of uncertainty, one will definitely need an optimal strategy
which works for every possible model, that is to say for every measure P. Nonethe-
less, we prove that the solution of a 2BSDEJ, (Y, Z, U), can still be constructed in
such a way that it is defined for all w, independently of probability measures; we
refer the reader to our companion paper [21] for more details.

Another crucial point in the definition of 2BSDEs in [36], is that they work un-
der a set of measure corresponding to the so-called strong formulation of stochas-
tic control. Roughly speaking, this corresponds to considering the laws under the
Wiener measure of stochastic integrals with respect to the canonical process B,
with the constraint that these integrands have to take values in the space of sym-
metric definite positive matrices. Such a choice has several extremely important
advantages: first of all, it allows them to define their measures through a unique
reference measure (i.e., the Wiener measure), and even more importantly, they
showed that all the measures thus constructed satisfy the martingale representation
property and the Blumenthal 0-1 law, which are known to be fundamental proper-
ties for the wellposedness of classical BSDEs (which, as recalled in the Introduc-
tion are a kind of nonlinear martingales). Therefore, in our framework, we have to
be able to retrieve the strong formulation. However, there is no longer any clear
choice for a reference measure as soon as jumps are added into the mix. This will
therefore lead us to consider a whole family of reference measures, which makes
in turn the problem more complicated. Moreover, even though the only assump-
tion needed in [36] to retrieve the martingale representation property is that the
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admissible volatilities are symmetric definite positive (and therefore invertible), in
a framework with jumps, we need to consider special jumps compensators with
some restrictions, but which still are flexible enough to be able to model as many
types of jJump measure uncertainty as possible. Overcoming these main difficulties
is the most important contribution of this paper.

2.2. The stochastic basis. We first introduce the notations used in the paper.
Let Q :=D([0, T1, RY) be the space of cadlag paths defined on [0, T'] with values
in R¢ and such that w(0) = 0, equipped with the Skorohod topology, so that it is a
complete, separable metric space; see [5], for instance.

We denote B the canonical process, FF := {F;}o<;<r the filtration generated
by B, FT := {F;'}o</<r the right limit of F and for any PP, 7}” =F" VNE(F
where

NE©G) = {E € @, there exists E € G such that E C E and P(E) = 0}.

We then define as in [36] a local martingale measure P as a probability measure
such that B is a [P-local martingale. We then associate to the jumps of B a counting
measure /g, which is a random measure on R™ x E equipped with its Borel
o-field BARY) x B(E) (where E :=R?\ {0}), defined pathwise by

(2.1) nwp(A,[0,1]):= Y  lapeay Vi=0,YAeB(E).

O<s<t

We recall that (see, e.g., Theorem 1.4.18 in [19]) under any local martingale
measure P, we can decompose B uniquely into the sum of a continuous local mar-
tingale, denoted by B, and a purely discontinuous local martingale, denoted by
BT4_We emphasize that such a decomposition depends on the underlying proba-
bility measure. Then we define Py as the set of all local martingale measures P,
such that P-a.s.:

(i) The quadratic variation of BY¢ is absolutely continuous with respect to the
Lebesgue measure dt, and its density takes values in S;O, which is the space of all
d x d real valued positive definite matrices.

(i) The compensator )L,P(dx, dt) of the jump measure pp exists under P and
can be decomposed, for some F-predictable random measure v” on E, as follows:

A (dx, dt) = vE (dx)dr.

We will denote by i (dx, dt) the corresponding compensated measure, and for
simplicity, we will often call v¥ the compensator of the jump measure associated
to B.

REMARK 2.1. Inthis paper, we always assume that under the probability mea-
sures that we consider, the canonical process is a local martingale, whose quadratic
variation and jump compensator change depending on the measure considered.
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Formally, it means that we do not consider drift uncertainty. Hence, the reader may
wonder why we do not consider more generally probability measures under which
the canonical process is a semimartingale with a triplet of characteristics which
can all vary. In a nutshell, the framework considered here is completely sufficient
for us in order to give wellposedness results for 2BSDEs with jumps, and we did
not want to make our presentation confusing. However, we emphasize that all the
above results can be easily extended to the more general case of drift, volatility
and jump uncertainty. For related results, the reader may consult [29], and the very
recent preprint [25].

In this discontinuous setting, we will say that a probability measure P € Py
satisfies the martingale representation property if for any (FP, P)-local martingale

M, there exists a unique Fp—predictable processes H and a unique Fp—predictable
function U such that (H,U) € leoc P) x leoc () (these spaces are defined later in
Section 3.2) and

t t
M,=M0+/ HsdBF~C+f/Us(x)ﬁﬂg(dx,ds), P-a.s.
0 0JE

We now follow [35] and_introduce the so-called universal filtration. For this we
let P be a given subset of Py and define the following:

DEFINITION 2.1. A property is said to hold P-quasi-surely (P-q.s. for short),
if it holds P-a.s. for all P € P.

2.3. Aggregation (or the absence of it). In this section, we discuss issues re-
lated to aggregation of the quadratic variation of the canonical process B and the
absence of aggregation of the jump compensators associated to the jumps of B.

Let P C Pw be a set of nonnecessarily dominated probability measures, and
let {X” P € P} be a family of random variables indexed by 7. One can think,
for example, of the stochastic integrals X],P =® fé H dB;, where {H;,t >0} isa
predictable process.

DEFINITION 2.2.  An aggregator of the family {XF,P € P} is ar.v. X such
that

><)

= XP, P-a.s., for every P € P.

Bichteler [4], Karandikar [20], and more recently Nutz [28] all showed in dif-
ferent contexts and under different assumptions, that it is possible to find an ag-
gregator for the Itd stochastic integrals ) fot H dBy. A direct consequence of this
result is the possibility to define the quadratic variation process {[B, B];, t > 0}
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pathwise.? Indeed, using Itd’s formula, we can write for any local martingale mea-
sure P,

t
[B, Bl, = |B:|* — 2/0 B,- dB, P-a.s.,

and the aggregation of the stochastic integrals automatically yields the aggregation
of the bracket {[B, B];,t > 0}.

Next, since [ B, B] has finite variation, we can define its path-by-path continuous
part [B, B]¢ (by subtracting the sum of the jumps) and finally the corresponding
density

. . —I[B,Bl; —[B,Bl;_,

a; :=lim
el0 &

Notice that since for any local martingale measure P,
[B, BI* = (B™), P-a.s.,

then & coincides with the density of quadratic variation of B¥¢, P-a.s. Therefore
a takes values in S;O, dt x dP-a.e., and

. d(B"e

a; = u, P-a.s.

dt

More generally than the above examples, Soner, Touzi and Zhang [35], moti-
vated by the study of stochastic target problems under volatility uncertainty, ob-
tained an aggregation result for a family of probability measures corresponding to
the laws of some continuous martingales on the canonical space Q = C(R™, R4 ),
under a separability assumption on the quadratic variations (see their Defini-
tion 4.8) and under an additional consistency condition (which is usually only
necessary) for the family to aggregate. A related result, not limited to the case
of volatility uncertainty was then obtained by Cohen [9]. In our setting, this natu-
rally leads to the question of whether it is possible or not to find an aggregator for
the family of jump compensators v".

However, unlike with the quadratic variation which can be either obtained
through the Doob—Meyer decomposition of the local submartingale (B) or through
the use of Itd’s formula, the predictable compensator can only be obtained thanks
to the Doob—Meyer decomposition of the nondecreasing process [ B, B]. Itis there-
fore obvious that this compensator depends explicitly on the underlying probability
measure, and it is not clear at all whether an aggregator always exists or not.

This actually goes deeper, and in any reasonable setting of jump uncertainty, it
is actually not possible to define such an aggregator, as showed in the following
simple examples.

3The following construction was proposed to us by Marcel Nutz, whom we thank warmly. It is
also used in a more general context in the recent preprint [25], where the absence of aggregation in a
jump setting is also made clear. We urge the reader to consult their very interesting results.
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EXAMPLE 2.1. Consider two probability measures P; and [P, such that un-
der IP; the canonical process B is a Lévy process with characteristics (0, 1, A18(1})
where the intensity of jumps A is a constant, and under P, the canonical process
B is a Lévy process with characteristics (0, 1, A28(1)) where A3 is a constant dif-
ferent from A (it is a classical result that these probabilities are uniquely defined
on the Skorohod space D). Since only the jump intensities are different, from the
classical theory of change of measures, we know that Py and IP; are actually equiv-
alent, so their null-sets are the same, and we cannot find an aggregator which is
simultaneously equal to A1 and A, on the same support of P; and P;.

EXAMPLE 2.2. Even in the case of pure jump martingale measures, we can
still have a simple counterexample. Actually, we consider probability measures
such that the canonical process B is a pure jump local martingale. Under Py, B is
a Lévy process with characteristics (0, 0, 28{1} +48;_1}), and under >, B is a Lévy
process with characteristics (0, 0, 36{1) + 56{—1}). Then IP; and [P, are equivalent,
and they are both martingale measures.

Therefore, we will not try to aggregate the family of compensators of jump
measure in our formulation of 2BSDEJs. We emphasize that this feature is also
shared by the drift, which can obviously be changed by using Girsanov’s theorem.
Hence, among the three elements of the characteristic triplet of a semimartingale,
as defined in [19], for instance, the quadratic variation plays a peculiar role, in the
sense that this is the only one which can be aggregated when uncertainty about this
triplet is considered.

Notwithstanding this unavoidable fact, as proved in the following sections, the
solution to the 2BSDEJs, which is our object of interest, can still be aggregated.
To begin, we will use in the following subsection the notion of martingale problem
for semimartingales with general characteristics (as defined in the book by Jacod
and Shiryaev [19] to which we refer), in order to construct a probability measure
under which the canonical process has a given quadratic variation and a given jump
measure.

2.4. Characterization by martingale problems. In this section, we extend the
connection between diffusion processes and probability measures established in
[35] thanks to weak solutions of SDEs, to our general jump case with the more
general notion of martingale problems.

Let A\ be the set of F-predictable random measures v on B(E) satisfying

t
/ f (1 A |x*)vs(w, dx)ds < 400 and
2.2) voE
/ / xvg(w,dx)ds < +o00 forall w € 2,
0 Jx|>1
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and let D be the set of F-predictable processes « taking values in Sjo with

T
/ las ()| dt < +o0  forallw e Q.
0

We define a martingale problem as follows:

DEFINITION 2.3. For F-stopping times 7] < 13, for (a, v) € D x N and for
a probability measure P; on F7,, we say that [P is a solution of the martingale
problem (P1, 11, 72, @, v) if:

(i) P=P; on F7,.

(i) The canonical process B on [7], 72] is a semimartingale under P with char-

acteristics
(—// x1|x|>1vs(dx)ds,/'asds,vs(dx)ds).
11 JE 71

REMARK 2.2. We refer to Theorem I1.2.21 in [19] for the fact that P is a
solution of the martingale problem (P, 71, 72, @, v) if and only if the following
properties hold:

(i) P:Pl on ./Tfl.
(i1) The processes M, J and Q defined below are P-local martingales on
[z1, 2]

t
Mt = Bl‘ — Z llABs|>1ABS +/ /;XI|X‘>1vs(dx)dsv 71 <t < 72,
T

T1<s<t

t t
Jr = Mt2 — / ogds — / / xzvs(dx) ds, 71 <t <19,
T 1 JE

0= [ sonstr.an - [ [ stoman s,

71 <1 <1,VgeCT(R),

where C*(R") is a discriminating family of bounded Borel functions; see Re-
mark I1.2.20 in [19] for more details.

We say that the martingale problem associated to (¢, v) has a unique solution
if, for every stopping times 71, T2 and for every probability measure Py, the mar-
tingale problem (P, 71, 12, o, v) has a unique solution.

Let now Ay be the set of (o, v) € D x A, such that there exists a solution to
the martingale problem (P, 0, 400, a, v), where PV is such that PY(By = 0) = 1.

We also denote by Ay the set of («, v) € Aw such that there exists a unique
solution to the martingale problem (PY, 0, +00, «, v). We denote P¢ this unique
solution and finally set

Pw = {P%, (o, v) € Aw}.
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REMARK 2.3. We take here as an initial condition that By = 0. There is ac-
tually no loss of generality, since at the end of the day, the probability measures
under which we are going to work will all satisfy the Blumenthal 0-1 law. Hence,
Bo will have to be a constant, and we choose 0 for simplicity.

2.5. The strong formulation. We now face the following problem. As re-
minded in the Introduction, the predictable martingale representation property is a
crucial ingredient for the whole BSDE theory, as well as the Blumenthal 0-1 law.
Hence the set Py defined above is far too large for our purpose. In this section,
we will concentrate on a subset of Py which will only contain probability mea-
sures that do satisfy the predictable representation property and the Blumenthal
0-1 law. For this purpose, let us first consider any so-called Lévy measure, that
is to say any deterministic (i.e., which does not depend on w) measure F € N.
It is a well-known result that for any such measure F, (I4, F) € Ay, and that
the corresponding unique solution Py g := IP’%I satisfies the predictable martingale
representation property as well as the Blumenthal 0—1 law. Let us then define

Adet :={(14, F), F € N and F is deterministic}.

We would like to use this set as a base to build a class of probability measures
under which the canonical process has, formally, the following dynamics:

(2.3) dB; =al/?dw; +/ Bs (x)(u(dx, ds) — F(dx)ds),
E

for some given processes o and B, and where W is a Brownian motion and p is a
Poisson random measure with compensator F. This can usually be done by con-
sidering the law under Py r of a well chosen stochastic process; see (2.4) below.
There are then two questions one should ask:

(i) How large can one choose the corresponding family of compensators F
while ensuring that the predictable martingale representation property and the Blu-
menthal 0-1 law hold?

(i) Since, on a fundamental level, the notion of a 2BSDEJ that we want to de-
fine corresponds to a stochastic control problem where the objective function is a
family of BSDEJs indexed by the family of probability measures considered, the
chosen class of controls (i.e., here the family of compensators F') has to be rich
enough for the dynamic programming property to hold. In particular, the family
of compensators has to be stable by concatenation and bifurcation; see, for in-
stance, [8].

Since the family Aq4e is clearly not stable by concatenation and bifurcation (re-
call that the compensators in Age¢ are deterministic), it has to be enlarged, but in
such a way that we do not lose either the predictable martingale representation
property or the Blumenthal 0—1 law. Such a result can be achieved by a classical
construction, detailed in Section A.1, by considering the so-called separable class
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of coefficients generated by Aget (see Definition A.2), which we denote /Tdet. We
also designate by Pz the set of measures corresponding to this separable class of
coefficients. Then, in virtue of Proposition A.1, all the measures in P 3, do satisfy
the predictable martingale representation property and the Blumenthal 0-1 law.

For simplicity, we let V designate the measure F € A such that (I;, F) € .Zdet.
Moreover, we will still denote Py r := ]P’?, forany F € V.

Let us now detail what kind of processes « and 8 we can choose in (2.3). For «,
we can basically take any process in D. For 8 however, the situation is a bit more
complicated, since the admissible 8 will necessarily have to depend on the measure
F €V chosen. First of all, we introduce the following set R of F-predictable
functions g : E — R such that for Lebesgue almost every s € [0, T],

1Bs|(w, x) < C(1Alx]), Fy(dx)-a.e., for every w € ,
and for every w € Q,

X > Bs(w, x) is strictly monotone on the support of the law of A B under Py r.

We will then denote by ,BS(_I)(a), -) the corresponding inverse function. While
the first condition is common, since it implies in particular that for every 8 € RF,
we have

T
[ [ 18P @xds <40, Poras.,
0 JE

the second one may seem surprising. Nonetheless, it is a natural condition in our
context, since, as we will see, it will be linked to problems of stochastic flow
inversion for SDEs with jumps; see below for more details.
Next, for each F' € V and for each (o, 8) € D x Rp, we define
. —1
P5P =P o (X*F) 7,

where

t
x&F ;=/ o2 dB; "
0
(2.4) t
+ fo fE Bs(x¥) (s (dx, ds) — Fy(dx)ds),  Pop-as.

We then define

Ps:= | J (P}’ (@ B eDxRp}.
Fey

REMARK 2.4. Let us discuss a bit the kind of measures that are in the set Ps.
First of all, there are almost no restrictions (except mild integrability conditions)
on the admissible «. This means that basically, our framework covers all types of
volatility uncertainty. However, when it comes to the jump compensators which
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are allowed, the situation is more complicated. Indeed, according to a result of Ja-
cod (see [18], Theorem 14.53, page 471), if we take one measure F' € Age; which
is nonatomic and with infinite mass, then every v € N can be written as the image
of F by some F-predictable function 8. Therefore, it would appear that there was
no need for us to consider more than one F'. However, the strong formulation that
we consider is tailor-made so that we can recover the predictable martingale repre-
sentation property, and as we will see below, this puts restrictions on the possible
B we can consider (namely they have to be invertible). Hence considering only one
F could seriously limit the range of compensators we can reach. This is the reason
why we chose to consider a whole family of measures F'. However, it is a difficult
problem to know how large the set of compensators we consider is when compared
to V. Nonetheless, from the point of view of applications, we think that it does not
induce any important restrictions, since the set V by itself contains already more
than all the possible compensators of additive processes.

Notice then that « is the density of the quadratic variation of the continuous part
of X*# and
Po, 7, _
dB, """ = a2 axe,
under Py r. Moreover, the compensator of the measure associated to the jumps of
X%P is the measure v+ (dx) dr where

v,F’ﬁ(a), A) = /E lﬁ,(w,x)eAFt(w’ dx) for any A € B(E),

that is to say the image of the measure F' by . Besides, we have AX?’ﬁ =
Bs(ABg) under Py .

Before pursuing, we would like to be able to define for any P € Py and any
F €V aprocess LPF whose law under P is the same as the law of B under Po.F.
If F were deterministic, then this would amount to constructing an additive process
which would be the sum of P-Brownian motion and a pure jump P-martingale
with compensator F, which is classical result. When F' € V), it is indeed random,
but it has the special structure (A.1). Hence, the previous construction can easily
be carried out recursively in this case. If in addition, the probability measure P =:

IP’O;;"3 is actually in P, then we can instead define

o, B B ) wF
L7 = w s [ BV s ds) = v dn)ds)
(2.5)
P?ﬁ—a.s.,

@B . .
where WFF isa IP’O}"B Brownian motion defined by

p%h : P e
F . ~A—1/2 F
W, ,_/Oas /2 d By ,
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and where we remind the reader that since the law of B under IP’(;”S is the same as

o.p
the law of X%# under Py r, the support of the law of the jumps of LFr - under
Poli’ﬁ is the image by B of the support of the law of the jumps of B under Py r, so

that ,B(*l)_is indeed well-defined in the above expression.
Then, Py is a subset of Py, and we have by definition for any F € V,

wf b
the Pofp’ﬂ—distribution of (B, a, vEFT PR ’F)
(2.6)
= the P, p-distribution of (X*#, &, vF*f, B).

Let us note immediately that the above implies that B has the following character-
istics under IP’O}"B :

a/(B) =, (L7 F(B)) and
2.7)

per o f
v " (B.,dx)=v]P(LFFF(B),dx), P% -as.

Now we want to recover the predictable martingale representation property. One
possible solution would be to have a characterization of P in terms of completed
filtrations, exactly as in Lemma 8.1 of [35] in the continuous case. Roughly speak-
ing, their result uses crucially a fact, which translated in our notation, reads

F_BPO,F - WPO,F

When there are no jump terms, this result is actually trivial, as soon as the matrix
o is invertible (notice that also in our case, the reverse inclusion is immediate).
However in our setting, because the jumps of X%# and B are related by

AX%P = B (ABy), Po. F-a.s.,

even though we know that X*# and B jump at the same times, if the function
B is not invertible on the support of the law of the jumps of B under Py r, we
cannot identify the size of a jump of B by only observing a jump of X*#. This is
a well-known problem in the literature of SDEs in a jump setting; see, for exam-
ple, Fujiwara and Kunita [16] or Protter [33]. This is exactly the reason why we
assumed that the invertibility of the maps 8 € RF.

We then have the following characterization of Ps, which is similar to
Lemma 8.1 in [35]:

_ —P _p
LEMMA 2.1. Psg={PePy,3F e V,FL"" =FB }.

PROOF. First of all, let IP’(;”S € Ps. Then by definition, we have

F_BPO’F _ }FX“'ﬁPO‘F

o, f
o, B ]P)F _Paﬂﬂ

Now we can use (2.6) to obtain that FL'F * =FB *
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— P —p
Conversely, let P € Py be such that there exists some F € V and FL"" =F5 .

Then, there exists some measurable function ¢ such that B. = ¢(LFF), P-a.s.
Now notice that by definition, the law of ¢(B.) under Py r is the same as
the law of ;(LP’F ) under IP; that is, this is the same as the law of B under P.
Therefore, since B is a (P, F)-local martingale by definition, £(B.) is a (Po, , [F)-
local martingale. However, since, as recalled above, Py ¢ has the predictable mar-
tingale representation property, there exist a FP()’F—predictable process o and a

For -predictable function 8 such that

t i t
¢(B), = /0 a2 apfore 4 /0 /E By () (s (dx, ds) — Fy(dx)ds),

IPO, F-a.s.
Notice also that we can always take a Py r version of o and B which is

F-predictable. Then, we actually have ¢(B.) = X O}’ﬁ . Fix now any measurable and
bounded function ¢, and we have

EF[o(B)] =E [p(¢ (LDF)] =B 7 [p(¢(B))]
= EPor [p(x*P)] = EF¥ [p(B)
which means that P = P?ﬂ . O

As an immediate consequence, we deduce the following, since for any F € V,

——P
we have the martingale representation property for any (FL"" IP)-local martin-

gale, and the Blumenthal 0—1 law holds for the filtration FLEF

LEMMA 2.2.  Every probability measure in Py satisfies the predictable mar-
tingale representation property and the Blumenthal 0-1 law.

PROOF. Fix some ]P’Olé”5 € Ps. Let us start with the predictable martingale rep-
resentation property. We start by denoting for simplicity,
— P

I = FL]P%/S’F '
B AL . _ . R

Let Mbea (IF © ,IPg")-local martingale; then it is also a (""", P.")-local mar-
tingale. Then by the standard predictable martingale representation theorem, we
know that there exist a unique pair (H,U) of o -predictable process and func-
tion such that, ]P’O;J’g -a.s.

t ]Pavﬂ
M,=M()+/ HydWg *
0

o a,
[ 0@ s (@xids) = F(LFE (B, dx) ds).
0JE L' F F
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Define
H:=a"'"?H and U(x):=U(B"Px)).
Then, using (2.7) and (2.5), we obtain directly that

t o, B t o, B
M=o+ [ HaB [ Ui esnds) = v @ ds),
0 0JE

PP as.

The Blumenthal 0-1 law can then be directly deduced; see the proof of
Lemma 8.2 in [35] for details. O

3. Preliminaries on 2BSDE]s.

3.1. The nonlinear generator. In this subsection we will introduce the function
which will serve as the generator of our 2BSDEJ. Let us define the following
spaces for p > 1:

L? := (&, Fr-measurable, s.t. & € LP(v), for every v e N'}.
We then consider a map
H/(w,y,z,u,y,0):[0,T] xQxRxRYxIL*x Dy x Dy —> R,

where D; C R?*? is a given subset containing 0 and D, C L' is the domain of H
in the variable v.
Define the following conjugate of H with respect to y and v by

Ff(wvyvzvuaavv)
3.1)

= sup {lTr(ay)—l-/ v(e)v(de) —H,(a),y,z,u,y,ﬁ)},
{y,v}eDx Dy E
foraeS;%and v e N,

In the remainder of this paper, we formulate the needed hypothesis for the gen-
erator directly on the function F, and the BSDEs we consider also include the case
where F does not take the form (3.1). Nonetheless, this particular form allows us to
retrieve easily the framework of the standard BSDEs or of the G-stochastic analy-
sis on the one hand (see Sections 3.4 and 3.5), and to establish the link with the as-
sociated PDEs on the other hand. In the latter cases, H is evaluated at v(-) = Av(-),
where A is the following nonlocal operator, defined for any C' function v on R¢
with bounded gradient, and y € R by:

(Av)(@, y)(e) :=v(t,e+y) —v(t,y) — Lje<pe.(VU)(7, y)
foree Eandt €0, T].

The assumptions on v ensure that (Av)(¢, ¥)(-) is an element of L.
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The operator A applied to v will not appear again in the paper, but this particular
nonlocal form comes from the intuition that the 2BSDEJs is an essential supremum
of standard BSDEIJs. Indeed, solutions to Markovian BSDEJs provide viscosity
solutions to some parabolic partial integro-differential equations with similar non-
local operators; see [2] for more details.

We define for any P € Py

(3.2) Ep(y, zou):=Fi(y,z,u,a, v?) and EP’O = EP(O, 0,0).

We denote by DIF, (y.z.10) the domain of F in a and by D%{ (.2.10) the domain of

F in v, for a fixed (¢, , y, z, u). As in [36] we fix a constant « € (1, 2] and restrict
the probability measures in Py, C Pg.

DEFINITION 3.1.  P% consists of all P € Pg such that:

@) BPLfy [ 1x|2vf (dx) di] < +o00;
(i) a¥ <a <a®, dt x dP-as. for some a,a" € S7° and

T _ 2/k
EP[(/ |FtP’O|K dt) ] < +00.
0

REMARK 3.1. The above conditions assumed on the probability measures in
Py; ensure that under any P € Py, the canonical process B is actually a true cadlag
martingale. This will be important when we will define standard BSDEJs under
each of these probability measures.

We now state our assumptions on the function ' which will be our main interest
in the sequel.

. : 1 1 2
ASSUMPTION 3.1. (i) The domains DFt(y,z,u) = DF, and DF;(y,z,u)
are independent of (w, y, z, u).
(i) For fixed (y, z, a, v), F is F-progressively measurable in D}p[ X D%,.
(iii) The following uniform Lipschitz-type property holds. For all (y, y’, z,Z/, u,
t? a’ v? a))’

.
_DFt

|Fi(w.y,z,u.a,v) — Fi(w,y .7 u,a,v)| <C(ly —y'| +|a'"*(z = 2)|).
(iv) For all (r, w, y, z,u', u?, a, v), there exist two processes y and y’ such that

/ 51’2u(x)yt/(x)v(dx) < Fi(w,y,z, ul,a, v) — F(w,, 2, u?,a, V)
E

< f 5120 (x) s (1) (),
E

where 812y :=u' —u?and ci(1 A |x])) <y (x) <cr(1 A |x|) with =1 +8 < ¢; <
0,c2>0,and ¢} (1 A x]) < ¥/(x) <ch(1 Alx]) with =1 +8 < ¢} <0, ¢, >0, for

some & > 0.
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(v) F is uniformly continuous in w for the Skorohod topology, that is to say that
there exists some modulus of continuity p such that for all (z, w, &', y, z,u, a, v),

|Fi(w,y,z,u,a,v) — F (o, y,z,u,a,v)| < p(ds(w.nr, @),

where dg is the Skorohod metric and where w.»;(s) := w(s A 1).

REMARK 3.2. Assumptions (i) and (ii) are classic in the second-order frame-
work; see [36]. Lipschitz assumption (iii) is standard in the BSDE theory due to the
paper [30]. Hypothesis (iv) allows us to have a comparison theorem in the frame-
work with jumps; it was introduced in [34] and is also present in [2] in the form
of an equality. The last hypothesis (v) of uniform continuity in  is also proper to
the second-order framework; it is linked to our intensive use of regular conditional
probability distributions in [21] to construct our solutions in a pathwise manner,
thus avoiding complex issues related to negligible sets. Moreover, we emphasize
that unlike [36], we consider here the Skorohod topology instead of the topology
induced by the uniform norm. This is linked to the fact that we need our space 2 to
be separable. Furthermore, notice that if we restrict ourselves to the Wiener space
as in [36], we recover their assumption since the topologies induced by the uniform
norm and the Skorohod metric are then equivalent. Nonetheless, this property will
only be useful for us in our accompanying paper [21].

REMARK 3.3. (i) For x| < k2, applying Holder’s inequality gives us

2/ T 2/
EP[(/ |F]P0 K1 d[) i| < CEP[(/ |FtP,O|K2 dt) j|’
0

where C is a constant. Then it is clear that Py, is decreasing in «.

(ii) Assumption 3.1, together with the fact that EP’O < 400, P-a.s. for every
IP € Pj;, implies that a; € DIIV, and v}P IS D%t dt x P-as., for all P € Py;.

3.2. The spaces and norms. We now define as in [36], the spaces and norms
which will be needed for the formulation of the 2BSDEJs.
For p>1, LZK denotes the space of all F7-measurable scalar r.v. £ with

€117 p = sup E[IE17] < +oo.
PePy

HPH’ * denotes the space of all F+—predictable R%-valued processes Z with
p/2
PePy,

]D)Z’K denotes the space of all F*-progressively measurable R-valued processes
Y with

Pj;-q.s. cadlag paths, and ||Y||Dp,c ‘= sup EP[ sup |Y,|p] < +00.
PePy 0<t<T
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J ‘Z,’K denotes the space of all F*-predictable functions U with

P P T 2P P/
||U||JZK = Psup E |:(/0 /E|Ut(x)| v, (dx)dt) i| < +o00.
ePy

For each £ € L};,", P e P}, and 7 € [0, T1, denote

E,H’P[é]: f:sssup[P IEEP/[";‘],
P'ePs, (t+,P)

where
P (tT,P):={P e P}, :P =Pon F;}.
Then we define for each p > «,
L = {§ € LY gl pe < +oo),
where

€07 e = sup EF [esssup®(B/"F[1g)<])”/*].
H PEP;I 0<t<T

REMARK 3.4. Except for L%, the definitions of the previous spaces are clas-
sic, but the second-order framework induces the presence of an essential supremum
over our family of probability measures. As for IL%;“, it appears naturally in the a
priori estimates; we refer to [36] for more details.

Finally, we denote by UC,(£2) the collection of all bounded and uniformly con-
tinuous maps & : 2 — R with respect to the Skorohod distance dg, and we let

EZ’K := the closure of UC,(€2) under the norm || - ”LZ’K

forevery 1 <k < p.

REMARK 3.5. In our accompanying paper [21], we will prove existence for
2BSDEIJs for terminal conditions belonging to the space ,Ci’,'(. We therefore think
that it is important to give a few examples of terminal conditions belonging to it.
First of all, with applications of 2BSDEJs to fully nonlinear PIDEs, we at least
would like functions of the form f(Br) to be in E%f . But it is a well-known
result that the application w — B;(w) is continuous for the Skorohod topology for
Lebesgue almost every ¢ € [0, T'], including + = 0 and ¢+ = T. Hence, it is easy
to see that for a Lipschitz function f, f(B;) € Ei’,’c for a.e. ¢ € [0, T'], including
t =0and t = T. We also refer the reader to our accompanying paper [21] for more
explanations and intuitions about this problem. Finally we would like to mention
that the recent results of [25, 26], which appeared during the revision of this paper,
could be used to obtain existence of a solution when F = 0, but with a terminal
condition £ € L%{"‘. It is a very interesting and difficult problem to see whether
their approach could be extended to general generators F'.
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For a given probability measure IP € P}, the spaces L” (P), D? (P), H? (P) and
J? (P) correspond to the above spaces when the set of probability measures is only
the singleton {IP}. Finally, we have H{;C (P) denotes the space of all F*-predictable
R?-valued processes Z with

p/2
(/ la,*z,? dt) < 400, P-a.s.

J{Z)C (P) denotes the space of all F*-predictable functions U with

T 2 p p/2
(/0 /E|Ut(x)| v (dx)dt) < 400, P-a.s.

3.3. Formulation. We shall consider the following 2BSDEJ, for 0 <¢ < T and
P-q.s.:

T _ T
Yt=§+/ EF(YS,ZS,US)ds—/ ZydBFe
(3.3) ’ '

T
—f /EUs(x)ﬁIg(dx,dsHK?—K}P’.
t

DEFINITION 3.2. We say (Y,Z,U) € ]D%f X H%}K X J%}K is a solution to
2BSDEJ (3.3) if:

o Y7 =£&,Pj-qs.
e Forall Pe Py and 0 <t < T, the process K P defined below is predictable and
has nondecreasing paths [P-a.s.

t t
KtPZZ YO_Yt_/ FSP(YSaZs,Us)dS'i'/‘ ZSdBiP,C
0 0
(3.4) .
+ [ vy . ds).

e The family {K*, P e Py} satisfies the minimum condition

3.5 KP = essinf’ EP K 0<t<T,P-as., VP e P%.
(3-3) L PePyt.P) (k7] - H

Moreover if the family {K¥ P e Py} can be aggregated into a universal pro-
cess K, we call (Y, Z, U, K) a solution of the 2BSDEJ (3.3).

Following [36], in addition to Assumption 3.1, we will always assume the fol-
lowing:

ASSUMPTION 3.2. (i) P}, is not empty.
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(ii) The process F satisfies the following integrability condition:

T _ 2/k
(3.6) qbff ‘= sup Ep[esssupP(Efl’P[/ |FP0|« dsD ] < 400.
PePy, 0<t<T 0

3.4. Connection with standard BSDEJs. Let us assume that H is linear in y
and 7, in the following sense:

1
I N I /E (e (de) — f,(y. 2 u),

where v* € . We then have the following result:

LEMMA 3.1. If H is of the form (3.7), then DIF, = {14}, D%t = {v*} and
Fiw,y,z,u,a,v)=F(w,y,z,u,1d,v*)= fi(y,z,u).

PrROOF. First notice that
Hl’(a),yazvua y»’l\]’)

1 T
= s {ETr(ay>+ / / ’6<e)vs<w>(ds,de>—6zd<a)—8v*<v>}
(a,v)eS;OXN 0 JE
— fily,z,u),

where §4 denotes the characteristic function of a subset A in the convex analysis
sense.
By definition of F', we get

Fi(w,y,z,u,a,v) = fi(y,z,u) + H™(a,v),
where H** is the double Fenchel-Legendre transform of the function
(a,v) = d1a(a) +5v+(v),

which is convex and lower-semicontinuous.
This then implies that

Ft(a)vyvz9uaav V) :ﬁ(y’zvu)+81d(a) +8U*(v)9
which is the desired result. [

If we further assume that EPv* [fOT | £:(0,0,0)|?dt] < +oo, then Py = {Py+}
and the minimum condition on K = KFv* implies that 0 = EP v*[ K], which
means that K =0, P,«-a.s., and the 2BSDEJ is reduced to a classical BSDEJ.

3.5. Connection with G-expectations and G-Lévy processes.

3.5.1. Reminder on G-Lévy processes. In their recent paper, Hu and Peng [17]
introduced a new class of processes with independent and stationary increments,
called G-Lévy processes. These processes are defined intrinsically, that is, without
making reference to any probability measure.
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Let be a given set, and let H be a linear space of real valued functions de-
fined on €, containing the constants and such that |X| € H if X € H. A sublinear
expectation is a functional E:H — R which is monotone increasing, constant pre-
serving, sub-additive and positively homogeneous. We refer to Definition 1.1 of
[32] for more details. The triple (2, , E) is called a sublinear expectation space.

DEFINITION 3.3. A d-dimensional cadlag process {X;,7 > 0} defined on a
sublinear expectation space (&, , E) is called a G- -Lévy process if:

(i) Xp=0.
(i) X has independent increments: Vs, t > 0, the random variable (X;;5 — X;)
is independent from (X;,, ..., X;,), foreachn e Nand 0 <#t; <--- <t, <t. The

notion of independence used here corresponds to Definition 3.10 in [32].

(iii) X has stationary increments: Vs, t > 0, the distribution of (X;;; — X;) does
not depend on ¢. The notion of distribution used here corresponds to the definition
given in Section 3 of [32].

(iv) Foreach t > 0, there exists a decomposition X; = X{ + X d where (X7, t>
0} is a continuous process and {X td, t > 0} is a pure jump process.

v) (X7, X ;’) is a 2d-dimensional process satisfying conditions (i), (ii) and (iii)
of this definition and

lim IE(\XC| )=0, E(x¢)<Ct,t=0

t—0t t

for a real constant C.

In [17], Hu and Peng proved the following Lévy—Khintchine representation for
G-Lévy processes:

THEOREM 3.1 (Hu and Peng [17]). Let {X;,t > 0} be a G-Lévy process.
Then for each Lipschitz and bounded function ¢, the function u defined by
u(t,x) = ]E((p x + X;]) is the unique viscosity solution of the following partial
integro-differential equation:

du(t,x) — sup {fE[u(t,x +2) —u(t, x)|v(dz)

(b,a,v)eU
1
+ (Du(t, x), b) + > Tr[ Du(t, x)aaT]} =0,
where U is a subset of R x RI*4 x M; satisfying

sup {/ lzlv(dz) + |b| +Tr[aaT]} < +00,
(b,a,v)eU R4
and where M; denotes the set of positive Radon measures on E.

Notice that Hu and Peng study the case of G-Lévy processes with a discontinu-
ous part that is of finite variation.
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3.5.2. A connection with a particular 2BSDEJ. In our framework, we know
that B is a purely discontinuous semimartingale of finite variation under Py r if

T
/ / [x|Fs(dx)ds < +00, Py F-a.s.
0 Jix|<1

We give a function H below, which is the natural candidate to retrieve the example
of G-Lévy processes in our context. This link will be made clear in our accompa-
nying paper [21].

Let N be any subset of V that is convex and closed for the weak topology on
ME. We define

Hl(a)a V’ :[j)

1 re .
= sup {5 Tr(ay) —i—f / v(e)vs(de)ds — 814 ,ar1(a) — 6J\7(v)}.
(a,v)eSjoxN 0 JE

Since [a1, ay] and N are closed convex spaces, F;(w, a, v) is the double Fenchel—
Legendre transform in (a, v) of the convex and lower semi-continuous function
(a,v) = 8q;,ar1(a) + 857(v) and then

Fl(a)v a, ])) = a[al,az](a) + (S/P\H/'(V)

In [21], we prove that the 2BSDEIJs are connected to a class of fully nonlin-
ear partial integro-differential equations. With this particular function H and its
transform F', the PIDE we find is the one given in Theorem 3.1. If moreover
Hi(w, y, V) = Hy(w, ) is independent of y, and N = {Ad(1), A1 <A < Az} (which
is convex and closed and where §y1) is a Dirac mass at the point 1), then F; is in-
dependent of a, and we obtain a 2BSDEJ giving a representation of the G-Poisson
process.

4. Uniqueness result. In this section, we address the question of uniqueness
of a solution to a 2BSDEJ. We follow the intuition provided in the Introduction
and write the solution to a 2BSDEJ as a supremum in some sense of solutions to
classical BSDEIs.

4.1. Representation of the solution. We have the following, which is similar
to Theorem 4.4 of [36]:

THEOREM 4.1. Let Assumptions 3.1 and 3.2 hold. Assume & € Li’,’c and that
(Y, Z,U) is a solution to the 2BSDEJ (3.3). Then, for any P € Py, and 0 < t; <
n=<T,

(4.1) Y, = esssupt »F(1,Y,),  Pas.,
P'ePs . P)
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where, for any P € Py, F'-stopping time ©, and F; -measurable random vari-
able & € L2(P), (y]P(r, &), Pz, &)) denotes the solution to the following standard
BSDEJon0<t<rt

T __ T
y?=$+ft FEOE, 28 ubyds —/t 2L dBP¢
“4.2) .
—/ /M;P(x),lllg(dx,ds), P-a.s.
t JE

Consequently, the 2BSDEJ (3.3) has at most one solution in }D%}K X H%’[K X J %}K.

REMARK 4.1. We first emphasize that existence and uniqueness results for
the standard BSDEJs (4.2) are not given directly by the existing literature, since
the compensator of the counting measure associated to the jumps of B is not de-
terministic. However, since all the probability measures we consider satisfy the
martingale representation property and the Blumenthal 0-1 law, it is clear that
we can straightforwardly generalize the proof of existence and uniqueness of Tang
and Li [37]; see also [3] and [10] for related results. Furthermore, the usual a priori
estimates and comparison theorems will also hold.

Before giving the proof of the above theorem, we first state the following lemma
which is a generalization of the usual comparison theorem proved by Royer; see
Theorem 2.5 in [34]. Its proof is a straightforward generalization so we omit it.

LEMMA 4.1. Let P € Py;. We consider two generators f Uand f? satisfying
Assumption Heomp in [34] (which is a consequence of our more restrictive assump-

tions). Given two nondecreasing processes k' and k*, let &' and £* be two terminal
conditions for the following BSDEJs fori =1, 2,

. . r .. . . T .
=g+ [ fonda)ds - [ s,

T, . . .
—/ / ui,(x)ﬁp(dx,ds) + k7 — Ky, P-a.s.
t JE

Denote by (y',z',u') and (y*,z%,u?) the respective solutions. If &' < &2,
k' — k% is nonincreasing and f'(t,y!, z},ul) < f2@t,y}, 2}, ul), then vt €
[0, T],Y! <Y2

PROOF OF THEOREM 4.1. The proof follows the lines of the proof of Theo-
rem 4.4 in [36]. First of all, if representation (4.1) holds, then Y is uniquely defined.
Moreover, since we have that

dlY, B = Z,d|B, B =4, Z,dt,  PY-qs.,

Z is also uniquely defined.
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Then, since for any P € P, B only has P-totally inaccessible jump times, we
know that B and K¥ never jump at the same time, P-a.s. We deduce that
4.3) AlY, Bl; = U (AB;) AB 1A, 0, Pfl—q.s.
We can then define
U (x) := Up(5)1ag,=x-

Then U is actually equal to U, dt x v}P (dx), for any P € P}, . Using this version
instead, and still denoting it U for simplicity, we deduce that U is uniquely defined
by (4.3). Then the uniqueness of the process K is immediate. Let us now proceed
with the proof of (4.1):

(i) Fix0<t; <t, <T and P € P};. For any ePl’i,(tf',IP’) and 1] <t <1,
we have

tzA , 1) ,
Y, =Y, +/ FP(v,, Z,, Uy)ds —/ Z,dBF<
t t

) / / /
—/ /EUs(x)ﬁ]g(dx,ds)—i-Kg ~K;, Puas
t

With Assumption 3.1, we can apply the above Lemma 4.1 under P’ to obtain
that ¥, > yE (t2,Y1,), P'-as. Since P’ =P on ]-',Jlr, we get ¥, > yE) (12, Y1), P-as.
and thus

P P
Y, > esssup Vi, (12, Ys,), P-a.s.
PePs @ P)

(i) We now prove the reverse inequality. Fix P € Py;. We will show in (iii)
below that

Cl = esssup” E]IIT,[(K}; — K}T/)z] < 400, P-a.s.
P'ePy; (i)

For every P’ € P§; (t1, P), denote
Y =Y -y .y, 82:=7Z-7"@.Y, and
SU :=U —u" (12, Y.

By the Lipschitz Assumption 3.1(iii), there exist two bounded processes A and
n such that for all t; <t <1,

5]
¥ = [ (8%, +nidl2) ds
t
tz ~m/ / / ~/ ! ! /
+ [CEOFE u) - FE O ) ds

15} " %) / / /
—f (SZSdBfD’C—f /SUs(x)ﬁ%(dx,ds)+K£ —KY,  P-as.
t t JE
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Define for t| <t < t; the following processes:
/ 4 ~~ / ! T
NE = [ natasP e+ [ [ o s
1 Hnh JE
and

/ t /
M? :=exp</ ksds)S(NP),,
131

where £(N ]P/), denotes the Doléans—Dade exponential martingale of NtP "

By the boundedness of A and 1 and the assumption on y in Assumption 3.1(iv),
we know that M has moments (positive or negative) of any order; see [23] for the
positive moments and Lemma A.6 in the Appendix for the negative ones. Thus we
have for p > 1,

(4.4) E,]P;/[ sup (MF)? + sup (M}P/)_p] <Cp, P'-a.s.

11=<t<t N=t=<t

Then, by Itd’s formula, we obtain
d(MF 5Y;)
=M d©Y) +8Y,—dM! +d[MY,5Y),

= MIIP)_,|:(—)\,t8Yt - ﬁt&tl/zfszt - ﬁzp/ ()’;P/v ZzP/v Ur) + ﬁrp’()’?» Z?» ”]tp/))d[
+62,dB5° +/E(5U,(x) + y,(x)su,(x))ﬁﬂ;"c(dx,dz)]
+5Y,_ MY (/\, dt +na, 2 dBY ¢ + fE yt(x)ﬁﬂg(dx,dt)>
+M (nt&}/ 257, dt + /E Y (x)8U, (x)vF (dx)dt) - M" akY.
Thus, by Assumption 3.1(iv), we have

15 / , 15} , ,
8Yy < —f MY (52, 4 sYnsa;1?)dBY <+ | ME_dKT
n

n
n / /
—/ M?_/E(SUS(x)+8Ysys(x)+ys(x)8Us(x))ﬁ[§ (dx,ds).

By taking conditional expectation, we obtain

/ i} / /
(4.5) 8Y, <Ej [ /t MY akF ]

1
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Applying the Holder inequality, we can now write

oY, <E; [ sup (MP)(K;, —K[)]

n=<t=<n

/ A / \3/27\2/3
< (EF[ sup (M7)’]) " (B (K - K3

n=t<n
1/3 / ! 1\ 1/3
<c(c'PEF[KE - kF)'P, Pas.

Taking the essential infimum on both sides completes the proof.
(ii1) It remains to show that the estimate for CE> holds. But by definition, and
the Lipschitz assumption on F, we clearly have

2
sup IEZP[(K};P — K}T) ]

(4.6) 2 2 2 2,k
< C(IIYIIDz,K TIZIge + U2k + b ) < 400,
H H H

since the last term on the right-hand side is finite thanks to the integrability as-
sumed on £ and F. We then use the definition of the essential supremum (see
Neveu [27], e.g.) to have the following equality:

4.7 esssup’ K} [( - K,EIN) ]_supIEt1 (K. — KE)”)Z], P-a.s.
P'ePy (1 P)

for some sequence (IP,),>1 C Py (tfr ,P). Moreover, in Lemma A.3 of the Ap-
pendix, it is proved that the set Py, (tfr , P) is upward directed which means that for
any P, P, € P}, (tlJr , P), there exists P € 77,’({(t1Jr , P) such that

P, P, P,

/ / ) P 2 P
IEE’ [(K}f —K}f) ] =max(E, '[(K;,' — K,,") ] E;2[(K.,?

P)\2
th Kt] ) ]}
Hence, by using a subsequence if necessary, we can rewrite (4.7) as

! / n 2
esssup” EL [(KE —K,Hf) ]— lim TIEtl [( g Kg}:) ] P-a.s.
P'ePs (17 P)

With (4.6), we can then complete the proof exactly as in the proof of Theo-
rem 4.4 in [36]. [

Finally, the comparison theorem below follows easily from the classical one for
BSDEIJs (see, e.g., Theorem 2.5 in [34]) and the representation (4.1).

THEOREM 4.2. Let (Y,Z,U) and (Y',Z’, U ) be the solutions of 2BSDEJs
with terminal conditions & and &/, genemtors F and F', respectively (with the
corresponding function H and H'), and let (Y*, 2, u®) and (y'*, z'¥, u'®) the so-
lutions of the associated BSDEJs. Assume that they both verify our Assumptions
3.1 and 3.2 and that we have:
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o Py CPys
o £ <&/, ’PHqs
o EP(yF 2F uPy < FP(yF, 2% uP), P-as. ,forall P e Py;.

Then'Y <Y', P}-q.s.

4.2. A priori estimates. We conclude this section by showing some a priori
estimates which will be useful to obtain the existence of a solution in [21].

THEOREM 4.3. Let Assumptions 3.1 and 3.2 hold. Assume & € L%}K
and (Y,Z,U) € Di’,’( X H%}K X J%}K is a solution to the 2BSDEJ (3.3). Let
{ (yp, ZF, up)}[@epfl be the solutions of the corresponding BSDEJs (4.2). Then there
exists a constant C, such that

I+ 1Z 150 + 10N + sup EF[[KT] < Ce(lEN . +05").
i PePy H

2 2 2,
]PS‘;)PK {HJ’PHW(P) + HZPHHZ(P) + ””PHJZ(P)} = CK(||5||&}K + o).
SFH

PROOF. As in the proof of the representation formula in Theorem 4.1, the
Lipschitz Assumption 3.1(iii) implies that there exist two bounded processes A
and n such that for all ¢, and P-a.s.,

—§+/ Asyy a2l + FF(0,0,ut))ds

—/ z?f’dBE’vC—/ / uf (O % dx, ds).
t t E

Define the following processes:

T T
NF ::f nsas—l/de}”’w/ nys(x)ﬁ%(dx,ds)
t t
and
T
M; = exp(/ As ds)E(NIP)t,
t

where £(NT), denotes the Doleans—Dade exponential martingale of N, . P Then by
applying Itd’s formula to M}P y; , we obtain

R T
y;P:EItP)[M?f —i—/t M;PFSP(O, 0, uIsP)ds —/t /ISM?y;(x)uISP(x)v;P)(dx)ds]

Finally with Assumption 3.1(iv), the Holder inequality and the inequality (4.4),
we conclude that there exists a constant C, depending only on k, T and the Lips-
chitz constant of F', such that for all P,

(4.8) |y,|<cKEP[|S|K+/ |FO ds] "
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This immediately provides the estimate for y*. Now by definition of our norms,
we get from (4.8) and representation formula (4.1) that

4.9) 1Y 1300 < Ce(E 1720 + 05°).
H H

Now apply Itd’s formula to |Y|> under each P € Py . We get as usual for every
€>0

T T
~1/2
|Y0|2+/0 la;’ Ztlzdt+/0 /E|Ut(x)|2v?(dx)dz
T ~p T P
=P +2 [ VFF( 2 Upde+2 [ ¥, dK]

0 0

o [ vz asPe — [ [ (0.0 427U, co)iE dx. d

Rl A A E(’ ()74 2Y,-U; (x)) L g (dx, dt)

T -~
52/ V|ER (Y, Z,, Up|di +2 sup VKD
0 0<t<T

T T
— 2/0 Y,thB}P’C —/0 /E(|Ut(x)|2 +2Yt7Ut(x))ﬁ%(dx,dt).
By our assumptions on F, we have

\FF (Y., 2, Up)|
1/2 =P.0 2 172
<c(mi+ a2+ FF+ ([ o Pian) ).
With the usual inequality 2ab < %az + eb?, Ve > 0, we obtain

T T
EP[/ |&t1/22t|2dt+f /}Ut(x)|2uf”(dx)dz]

<CEP[|5| +/ Y| <|FP0|+|Y;|+{(11/2

(f U, )2 (dx)) >dt}

Z|

(4.10)

T
w7 [ 1147
0
P c 2 T po,\°
C ||$||L2.K+E 14+ —) sup |Y¢|"+ / |Ft’ |dt)
H & /) 0<i<T 0

T
+€EP|:/ |A1/2Z,|2dt+/0 fE|Ut(x)|2vf"(dx)dz+|K¥|2].
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Then by definition of our 2BSDEJ, we easily have

Pr| P2 P 2 2 4 Al1/2,5 12
EF[|KY 7] < CoEP| 112 + sup (Vi[> + [ |2, dt
0<t<T 0

+ /OT/E|Ut(x)|2v}”(dx)dt + (/OT|1?,P’°| dt)z],

for some constant Cp, independent of €. Now set € := (2(1 + Co))~! and plug
(4.11) into (4.10). One then gets

p[ [T a2, 2 T b
E [/0 )z, dt+/0 /EU, ()] (dx)dt]

2

<CEP||E> 4+ sup |1,[? " IFFo

< p Y |"+ |F; | dt) |
0<r<T 0

4.11)

From this and the estimate for ¥, we immediately obtain
2 2,
1Z 0z + 1T e < C(IISIIM}K +¢5")-

Then the estimate for KT follows from (4.11). The estimates for z* and u® can
be proved similarly. [J

THEOREM 4.4. Let Assumptions 3.1 and 3.2 hold. Fori =1, 2, let us consider
the solutions (Y', Z',U', K]P*") of the 2BSDEJ (3.3) with terminal condition &'.
Then, there exists a constant C,. depending only on k, T and the Lipschitz constant
of F such that

! = Ve = Gl = €135,

0<r<

Zl _ ZZ 2 4+ su EIP’ su KIP’,] _ KIP’,Z 2 + Ul _ U2 2 .
| ”Hi Pe?% [ PT| t t |] ” ”Jﬁl
1 2 1 2 2.\1/2
< Gl = 202 (16 |z + 16202+ (63,

PROOF. As in the previous theorem, we can obtain that there exists a constant
C\ depending only on «, T and the Lipschitz constant of F, such that for all PP,

P P 1
(4.12) it =2 < CEF[E! - 87,
Now by definition, we get from (4.12) and representation formula (4.1) that

(4.13) |y —Y2||§)%1,K < C.|8! —52||§%K.
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Applying Itd’s formula to |Y! — Y2|?, under each P € Py, leads to

EPU a2} —Zz)}zdt—i-/T/|U1(x)—U2(x)|2vP(dx)dt}
t o JE t t t
T
= e — )| [ v - v2la(k - k7|
+CEP[/ v = 21w - ¥+ a2} - 2)

1/2
+ ( /E Ul x) — Uf(x)|2v}”(dx)dz) )dz}
<C(lg" = 1520 + 17" = Y[ 320)

+ E“"[/ ja;"%( Zl—Z?)|2dr+/0TfE|U}<x)—U?<x>|2vip’<dx>dr}

+CY =¥ o <EP [i([{?”’)ﬂ) 1/2.

i=1

The estimates for (Z! — Z2) and (U' — U?) are now obvious from the above
inequality and the estimates of Theorem 4.3. Finally the estimate for the difference
of the nondecreasing processes is obvious by definition. [

APPENDIX

A.1. Generating and separable class of coefficients. We introduce the fol-
lowing notions inspired by [35]:

DEFINITION A.1. Ap C Aw is a generating class of coefficients if Ay is sta-
ble for the concatenation operation; that is, if (a,v), (b, B) € Ao x Ay, then for
eachr,

(alio, + b1 +00), V10,1 + Blir +00)) € Ao

Notice that unlike [35], we do not impose their so-called “constant disagree-
ment time property,” as it is only useful for them to obtain their aggregation result,
which, as mentioned before, is an hopeless goal in our framework.

DEFINITION A.2. We say that A is a separable class of coefficients generated
by Ay if Ag is a generating class of coefficients and if A consists of all processes
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a and random measures v of the form
—+00 400

a (@)= Y a" (@)1 g ()5, )50 @) ),

n=0i=1
“+00 400

V(@) = Z Z vf’i(w)lg;; ()11, (), Fup1 (@) ()

n=0i=1

(A.1)

where for each i and for each n, (a™,v™") C Ay, 7, and 7, are F-stopping times
with 79 = 0, such that:

(1) T < ty+1 on {1, < 400} and T, < T4+ on {T, < +00}.
(i1) inf{n >0, 1, = +oo} +inf{n >0, T,, = +00} < oc0.
(iii) 7, and 7, take countably many values in some fixed /o C [0, T'] which is
countable and dense in [0, T'].
(iii) Foreachn, (E!');>1 C F, and (E,-n)izl C F3, form a partition of 2.

REMARK A.l1. If we refine the subdivisions, we can always take a common
sequence of stopping times (7,),>0 and common sets (E}');>1,,>0 for a and for v.
This will be used throughout this section.

The form for a and v in Definition A.2 is directly inspired by the so-called
property of stability by concatenation and by bifurcation in the theory of stochastic
control. As shown, for instance, in [13, 14] or [8] (see Remark 3.1), this property
of control processes is tailor-made to be able to retrieve the dynamic programming
principle, and is somehow the minimal stability property that must be verified. In
our case, 2BSDEIJs can be seen formally as a weak version of a stochastic control
problem for which the controls are a and v, and we will see below that the set
of probably measures we will consider will have this stability property. This will
be important for us in Proposition 4.2 of our accompanying paper [21], where we
recover the dynamic programming principle.

The following proposition generalizes Proposition 4.11 of [35] and shows that a
separable class of coefficients inherits the “good” properties of its generating class.

PROPOSITION A.l. Let A be a separable class of coefficients generated
by Ag. Then:

1) If Ao C Aw, then A C Aw. 3
_ (i) A-quasi-surely is equivalent to Ao-quasi-surely, where for any A C Aw,
A-g.s. means P-a.s. for every P € {P{, («, v) € A}.

(iii) Ifevery P e {PS, («, v) € Ao} satisfies the martingale representation prop-
erty, then every P € {P¢, (o, v) € A} also satisfies the martingale representation
property.

(iv) Ifevery P e {PS, (o, v) € Ao} satisfies the Blumenthal 0-1 law, then every
probability measure P € {P%, («, v) € A} also satisfies the Blumenthal 0—1 law.
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As in [35], to prove this result, we need the following two lemmas. The first one
is a straightforward generalization of Lemma 4.12 in [35], so we omit the proof.
The second one is analogous to Lemma 4.13 in [35].

LEMMA A.1. Let A be a separable class of coefficients generated by Ay. For
any (a,v) € A, and any F-stopping time t € T, there exist T € T with T > T,
a sequence (a",v"),>1 C Ag and a partition (E,)p>1 C Fr of Q such that T > t
on {t < 400} and
(A2) a/(w)= Zaf (0)1g,(w) and v(w) = Z v (w)1E, (w), t<T.

n>1 n>1

Finally, if a and v take the form (A.1) and t > 1, then we can choose T > T4 1.
PROOF. We refer to the proof of Lemma 4.12 in [35]. [

LEMMA A.2. Let 11,70 € T be two stopping times such that t) < 1o, and
(a, vi)izl C Aw and let {E;,i > 1} C Fr, be a partition of Q. Finally let PO
be a probability measure on F,, and let {IP’i,i > 1} be a sequence of proba-
bility measures such that for each i, P! is a solution of the martingale problem
(PO, 71, T, at, vh). Define

P(E):=) P(ENE;)) forallE €Ty,

i>1
a; ::Za;IEi and v :Z";IE," t €11, 2]
i>1 i>1

Then P is a solution of the martingale problem (IP’O, T1, T2, A, V).

PROOF. By definition, P = P" on Fr,. In view of Remark 2.2, it is enough
to prove that M, J and Q are P-local martingales on [, 72]. By localizing if
necessary, we may assume as usual that all these processes are actually bounded.
For any stopping times 71 < R < § < 1, and any bounded Fg-measurable random
variable 1, we have

EP[(Ms — Mp)n] = Y EF [(Ms — Mg)nlg,]

i>1
=Y E¥[E" [(Ms — Mg)|Fr]nlEg]
i>1
=0.
Thus M is a P-local martingale on [11, 72]. We can prove similarly that J and

Q are also P-local martingales on [7q, 72]. [

PROOF OF PROPOSITION A.1. The proof follows closely the proof of Propo-
sition 4.11 in [35], and we provide it for the convenience of the reader.
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(i) We take (a,v) € A. Let us prove that (a,v) € Aw. We fix two stopping
times 61, 6> in 7. We define a sequence (7,),>0 as follows:

To:=0; and T,:= (1, V6O A0by, n>1.

To prove that the martingale problem (]P’O, 01,62, a, v) has a unique solution, we
prove by induction on #n that the martingale problem (]P’O, 70, Tn, @, v) has a unique
solution.

Step 1 of the induction. Let n = 1, and let us first construct a solution to the
martingale problem (P, %y, 71, a, v). For this purpose, we apply Lemma A.1 with
T =17 and T = 7|, which leads to a; = Y ;> al1g, and v; = ;2 v} 1, for all
t < 71, where (a',v') € Ay and {E;,i > 1} C J%, forms a partition of €2. For
i > 1, let P% be the unique solution of the martingale problem (IP’O, 70, T1, Ai, Vi)
and define

PO4(E) =) PY(ENE;)  forall E € F5.

i>1

Then Lemma A.2 tells us that P%¢ solves the martingale problem (P, 7y, 71,
a,v). Now let P be an arbitrary solution of the martingale problem (P, %, 71,
a,v), and let us prove that P = P02 We first define

P(E):=P(ENE)+P"(ENEf) VEeF;.
Using Lemma A.2, and the facts that at = alg, + at 1E§ and Vi = vig, + i 1E§,
we conclude that P’ solves the martingale problem (PY, %y, 71, a’, v'). Since this

problem has a unique solution, we thus have P! = P%/ on F%,. This implies that
for each i > 1 and for each E € F3, PI(ENE;) =P%(ENE;),and finally

POE)=Y POENE)=Y P(ENE)=P(E) VEecF;.

i>1 i>1

Step 2 of the induction. We assume that the martingale problem (IP’O, 70, Tn,
a, v) has a unique solution denoted by P". Using the same reasoning as above, we
see that the martingale problem (P", 7,,, 7,41, @, v) has a unique solution, denoted
by P"*1. Then the processes M, J and Q defined in Remark 2.2 are P"*!-local
martingales on [7,, T,+1], and since P+ coincides with P* on Fz, M, J and
Q are also P"*!1-local martingales on [7g, T,]. Hence P+ solves the martingale
problem (P°, Ty, 7,41, a, v). We suppose now that IP is another arbitrary solution to
the martingale problem (P, %), 7,1, a, v). By the induction assumption, P" = P
on F3, . Then IP solves the martingale problem (P", 7,,, 7,41, a, v), and by unique-
ness P =P+ on F%,.,- The induction is now complete.

Note that Fy, = \/,,~; F5,. Indeed, since inf{n > 1, 7, = +00} < 400, then
inf{n > 1, %, = 62} < 4+00. This allows us to define P*(E) :=P"(E) for E € F3,
and to extend it uniquely to F4,. Now using again Remark 2.2, we conclude that
P solves (IP’O, 01, 62, a, v) and is unique.
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(i) We now prove that A-quasi-surely is equivalent to .4g-quasi-surely.

We take (a,v) € A and we apply Lemma A.1 with 7 = 400 to write a; =
>l aglEi and v; = ) ;5 vflEi for all r > 0, where (a’, V') € Ag and {E;,i >
1} C F forms a partition of 2. Take a set E such that P?}(E) = 0 for every
(a,v) € Ap, then

PYE)=Y PUENE)=Y PL(ENE;)=0.
i>1 i>1

(iii) By (i), since A C Aw, for any (a, v) € A, the corresponding martingale
problem has a unique solution, which is therefore an extremal point in the set of
solutions. Hence, we can apply Theorem I11.4.29 in [19] to obtain immediately the
predictable representation property.

(iv) Take (a,v) € A of the form (A.1), in which we can take 7o = 0 without
loss of generality. P¢ is the law on [0, 71] of a semimartingale with characteristics

t t
(—/ fx1|x|>1ﬁs(dx)ds,/ dgds, f)s(dx)ds),
0 JE 0

. c— O,l . N e O,l .
a,._Za lE(,) and v,._Zv 1E6’

i>1 i>1

where

where {EJ,i > 1} C Fy is a partition of Q. Since Jy is trivial, the partition is only
composed of 2 and &, and then

as :=a§)’1 and v, = v?’l.
Then for E € Fy+, PS(E) = IP’%’(E) = 0, because IF"‘:j satisfies the Blumenthal
0-1 law by hypothesis. [
A.2. The measures Pof;ﬂ .

LEMMA A.3. Fix an arbitrary measure P = IP(;’ﬂ in Py;. The set P ¢, P
is upward directed,, that is, for each Py := IP)O}'l’ﬁ' and Py 1= IP’OI%’ﬂZ in P+, P),
there exists P' € Py, (tT,P) such that Vu > t,

A3)  EJ[(Ky —K[)"]=max{E,[(K; - K, ") LEC[(Ky> - K.2)]).
PROOF. We define the following F;+-measurable sets:
Er = {o e :EP[(K]? - KP2))(@) < EP[(KE' - KP) )},
and E; := Q\ E|. Then for all A € Fr, we define the probability measure P’ by
P'(A):=Pi(ANE)) +P2(ANEy).
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By definition, P’ satisfies (A.3). Let us prove now that P’ € PI’({(tJF, P). As in the
proof of claim (4.17) in [36], for s € [0, T'], we define the processes «*, 8* and the
measure F'* as follows:

o5 () := ag(w) o, (5)
+ (@ (@)1 xepep,) (@) + 07 (@) yase ) (@) 11,710,
Bi (@, x) := Bs(w, x)1j0,1)(s)
+ (B (@, ) xap e, (@) + B (@, X)xap e gy (@) r.71(5),
F} (@) = Fy(@)1j0,(5)

+ (F (@) xasep,) (@) + FH @) yape gy (@), 11(5),

where X% is defined in (2.4).

First of all, we clearly have F* € ), since this set is stable by concatenation and
bifurcation by definition. We can therefore define the probability measure Py z+.*
Moreover, we have

2 1 2

O<ana' re?<a*<avalva?,

where o, @, o, @' are the lower and upper bounds of the processes « and o’ . Next,
we have to check that 8* € Rp=. It is clear that for every w € , F*(dx)-a.e.,

|,3:<|(60, x) < (C10§s<t + (Cl lxa,ﬂeEl (w) + C21Xa,ﬁeE2(0)))1t§s§T)(1 A |x|)
< C*(l A |x|),

since F* coincides with F before 7 and with either F! or F? after 1.

The strict monotony of x — B (w, x) for Lebesgue almost every s € [0, T']
and Py g+-a.e. w € Q2 follows similarly from the corresponding properties of B, B!
and B2 and the fact that the support of the law of the jumps of B at time s under
Py, F+ coincides with the support of the same law under Py ¢ for s < ¢ and under
either Py g1 or Py g2 fors > 1.

We can check similarly that

T * %
/ / xvsF B (dx,ds) < +00
0 J{x|>1)

and

T * %k
EPU / lx2vfA (dx)ds} < 4o0.
0 JE

4The attentive reader may have remarked that F* is not defined for every w, but only for those such
that their path up to time ¢ is in the support of P restricted to Fi+. This may appear as a problem,
however, since we know that the measure P%"+#" has to agree with P on F;+, we actually only need
to solve the martingale problem in the definition of Py p+ starting from time ¢.
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Therefore, we have proved that IPO;;’/S e Ps. Moreover, using the same argu-
ments as in the step 3 of the proof of Lemma A.3 in [21], we can easily show that

P = ]P";i’ﬂ . Finally, we compute
/ T -~/
E" [/ |EF ’O}st}
0
t T _
7| 1770 as |+ B7 | [ |FR 0P s |
t

+EP2[/T|fP2’O|2ds1 ]
] s Ey

P T’\]PO2 P TA]P’ 02
<E [/ 70| ds]HE IU |FF10) dlel]
0 0

T _ 2
+EP2U | EP2.0) dlez].
0
< +00.

Since by construction P’ coincides with P on F;+, we have indeed shown that
P ePy@t,P). O

A.3. L"-integrability of exponential martingales.

LEMMA A.4. Let$ > 0andn € N*. Then there exists a constant Cy, s depend-
ing only on & and n such that

(14+x)"—14nx <C,sx>  forallx e [—1+8,+00).

PROOF. The inequality is clear for x large enough; let us say x > M for
some M > 0. Then a simple Taylor expansion shows that this also holds in a
neighborhood of 0, that is to say for x € [—¢, €] for some ¢ > 0. Finally, for
x € (—1446,—¢e)U (e, M), it is clear that we can choose C large enough such
that the inequality also holds. [

Mémin [24] and then Lépingle and Mémin [23] proved some useful multiplica-
tive decompositions of exponential semimartingales. We give here one of these
representations that we will use in the proof of Lemma A.S.

PROPOSITION A.2 (Proposition II.1 of [22]). Let N be a local martingale and
let A be a predictable process with finite variation such that AA # —1. We assume
No = Ag = 0. Then there exists a local martingale N with No = 0 and such that

E(N + A) = E(N)EA).
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LEMMA A.5. Let A > 0 and M be a local martingale with bounded jumps,
such that AM > —148, for afixed 8 > 0. Let V=" be the predictable compensator

of

{W;A => [0+ AM)™ — 14+ rAM,],t > 0}.

sS<t

We have:
() E*M)=EN"*+ A™*) where
AL +1
A_AZQ(MC, MC)T+V_A,’ N—X:_)\‘MT_i_W—)L_V—)»

(i1) There exist a local martingale N~ such that

ETMM) =E(NTHE(AT).

PROOF. First note that thanks to Lemma A.4, for A > 0, (14+x)"* — 14 Ax <
Cx?, and thus W is integrable. We set

1
T, =inf{t >0:EM), < —} and M = M;,r,.
n

Then M" and £(M") are local martingales, £(M") > % and EM™), = EM), if
t < T,. The assumption AM > —1 shows that 7}, tends to infinity when n tends to
infinity. For each n > 1, we apply It6’s formula to a C> function f,, that coincides
with x = on [,ll, +00),

0, =1 = [[ €770 -as(or),

+2EED [ e (),

£ Y[EH M), — E7H (M) 4 2T (M), AEH (") ]

S<t
t
=1 +/ E(M"),_dXY,
0 s

where

A+ 1)

X} = —AM] + 7

(M), (M™) ), + D[+ AM)™ — 1+ 1AM],

s<t
and then £~*(M") = £(X™). Let us define the nontruncated counterpart X of X":
A(A+1)

X =—AM+ T(MC, M)+ W,
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On the interval [0, 7},[, we have X = X and £ *(M) = £(X), now letting n tend
to infinity, we obtain that £ ~(M) and £(X) coincide on [0, +o00[, which is the
point (i) of the lemma.

We want to use Proposition A.2 to prove the point (ii), so we need to show that
AA > —1. We set

S=inf{r >0: AA* < —1}.

It is a predictable stopping time. Using this, and the fact that M and (W= — V%)
are local martingales, we have

AAG" =E[AAGH Fs-] =E[AX 5| Fs-1=E[(1 + AMs) " Fs-],
and since {S < +oo} € Fy-,
0> E[L{s<+o00)(1 + AAG")] = E[1{5<to0) (1 + AMg)™*].
Then AMg < —1 on {S < 400}, which means that S = +o00 and AA > —1 a.s.

The proof is now complete. [J

We are finally in a position to state the lemma on L” integrability of exponential
martingales for a negative exponent r.

LEMMA A.6. Let A > 0andlet M be a local martingale with bounded jumps,
such that AM > —1 46, for a fixed § > 0, and (M, M), is bounded dt x P-a.s.
Then

EF[E(M)[*] <400 dt x P-as.
PROOF. Letn > 1 be an integer. We will denote (i) = upy — vy the compen-
sated jump measure of M. Thanks to Lemma A.5, we write the decomposition
EM) =ENERn(n + DM, M)+ V"),

where N " is a local martingale, and V" is defined as V ~*. Using Lemma A 4,
we have the inequality

t
V,‘”g//cxva(dx,ds),
0JE

and using the previous representation we obtain

EM) " < E(K’_")tc‘:(%n(n + (M€, M")+/O'/Ecx2vM(dx,ds))

t

< 5(1’\77”)t exp((%n(n +1)+ C)(M, M),)

<CE(NT) since (M, M), is bounded.

t
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Let us prove now that the jumps of N~ are strictly bigger than — 1. We compute

~_, AN™" - _
AN™" = TTAAT where A" is defined as in Lemma A.6
1+ AM)™"
:(I:Tzn_b—l since —1 <AM <Band AV™" > —1.

This implies that £ (N isa positive supermartingale which equals 1 at t = 0.
We deduce

E[E(M);"] < CE[E(N™™),] < C.

We have the desired integrability for negative integers. We extend the property to
any negative real number by Holder’s inequality. [
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