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We establish a Krylov-type estimate and an It6—Krylov change of
variable formula for the solutions of one-dimensional quadratic backward
stochastic differential equations (QBSDEs) with a measurable generator and
an arbitrary terminal datum. This allows us to prove various existence and
uniqueness results for some classes of QBSDEs with a square integrable ter-
minal condition and sometimes a merely measurable generator. It turns out
that neither the existence of exponential moments of the terminal datum nor
the continuity of the generator are necessary to the existence and/or unique-
ness of solutions. We also establish a comparison theorem for solutions of a
particular class of QBSDEs with measurable generator. As a byproduct, we
obtain the existence of viscosity solutions for a particular class of quadratic
partial differential equations (QPDEs) with a square integrable terminal da-
tum.

1. Introduction. Let (W;)o<;<r be a d-dimensional Brownian motion de-
fined on a complete probability space (€2, F,P). We denote by (F;)o</<7) the
natural filtration of W augmented with P-negligible sets. Let H (¢, w, y,z) be a
real valued F;-progressively measurable process defined on [0, 7] x 2 x R x R¢,
Let & be an Fr-measurable R-valued random variable.

In this paper, the one-dimensional BSDE under consideration is

T T
Yt=$+f H(s,Ys,Zs)ds—/ Z,dW,, 0<t<T.
t t

This equation will be labeled eq(&, H). The data & and H are respectively called
the terminal condition and the coefficient or the generator.
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A BSDE is called quadratic if its generator has at most a quadratic growth in
the z variable.

For given real numbers a and b, we set a A b := min(a, b), a V b := max(a, b),
a” :=max(0, —a) and a* := max(0, a). For p > 0, we denote: IL,{Z)C(R) := the
space of (classes) of functions u defined on R which are p-integrable on bounded

set of R.

W}%JOC := the Sobolev space of (classes) of functions u# defined on R such that
both u and its generalized derivatives u’ and u” belong to ]sz)c (R).

C := the space of continuous and F;-adapted processes.
S? := the space of continuous, F;-adapted processes ¢ such that

E sup |<p,|2 < 0Q.
0<t<T

M? .= the space of F;-adapted processes ¢ satisfying EfOT lps|?>ds < +o0.
L? := the space of F;-adapted processes ¢ satisfying fOT lps|>ds < +ooP-a.s.

DEFRINITION 1.1. A solution of eq(§, H) is a process (Y, Z) which belongs to
C(R) x L2(R?) such that fOT |H(s,Ys, Zs)|ds < oo P-a.s. and satisfies eq(&, H)
foreacht € [0, T].

The BSDEs with linear coefficient were studied in [10] and extended to the
Lipschitz case in [25]. The first results on the existence of solutions to QBSDEs
were obtained independently in [19] and in [12] by two different methods. The
approach developed in [19] is based on the monotone stability and consists to find
bounded solutions. Later, many authors have extended the result of [19] in different
directions; see, for example, [8, 9, 11, 15, 16, 23, 26]. In [11], the existence of
solutions was proved, in the case where the exponential moments of the terminal
datum are finite, by using a localization procedure. In [26], a fixed-point method
is developed to directly show the existence and uniqueness of a bounded solution
when the terminal datum is bounded and the generator satisfies the (so-called)
Lipschitz—quadratic condition. The BMO theory plays a key role in [26]. Recently,
a monotone stability result for quadratic semimartingales was established in [9]
then applied to derive the existence of solutions in the framework of exponential
integrability of the terminal data. More precisely, the following stability result is
established in [9]: If a sequence of quadratic semimartingales is a Cauchy sequence
with respect to the a.s. uniform convergence, then its limit is again a quadratic
semimartingale. Moreover, strong convergence results hold for the martingale parts
and the finite variation parts of the semimartingale decomposition. As application,
they prove existence of solutions to their quadratic BSDEs. Generalized stochastic
QBSDEs were studied in [16] under more or less similar exponential integrability
assumptions on the terminal datum.
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It should be noted that all the previous papers were developed in the frame-
work of continuous generators and bounded terminal data or at least having finite
exponential moments. It is natural to ask the following questions:

1. Are there quadratic BSDEs that have solutions without assuming the exis-
tence of exponential moments of the terminal datum? In the affirmative, in which
space?

2. Are there quadratic BSDEs with measurable but not necessarily continuous
generator that have solutions without assuming the existence of exponential mo-
ments of the terminal datum? In the affirmative, in which space?

Let us start with a simple example which gives a positive answer to question 1.
This example is covered by the present work and, to the best of our knowledge, is
not covered by previous papers.

EXAMPLE 1.1. Assume that:

(H1) & is square integrable.
Let f : R +—— R be a given continuous function with compact support, and set
M = SUPyeRr | f(y)|. The BSDE eq(&, f(y)|z|2) is then of quadratic growth since

| f)Iz]*> < M|z]?. Let

x y
u(x)::/(; exp<2/0 f(t)dt) dy.

If (Y, Z) is a solution to eq(&, f(y) 1z|2), then Itd’s formula applied to u(Y;) shows
that

T
u(Y,) = u(®) —/ W' (Yy)Zy dW,.
t
If we set Y, := u(Y;) and Z, = u'(Y))Z;, then (17, Z) solves the BSDE
) T _
¥, = u() —/ ZydW,.
t

Since both « and its inverse are C? functions which are globally Lipschitz and one
to one from R onto R, we then deduce thateq(§, f(y)|z |2) admits a solution (resp.,
a unique solution) if and only if eq(u(§),0) admits a solution (resp., a unique
solution). But, eq(u(£), 0) has a unique solution in S? x M? whenever u(£) is
square integrable. Since u# and its inverse are globally Lipschitz, it follows that
u(&) is square integrable if and only if & is square integrable. Therefore, even
when all the exponential moments are infinite eq(§, f(y)|z 12) has a unique solution
in S? x M? whenever & is square integrable. Note that, since the sign of f is
not constant, our example also shows that the convexity of the generator is not
necessary to uniqueness. Assume now that & is merely JFr-measurable but not
necessarily integrable. Then, thanks to Dudley’s representation theorem [13], one
can show by using the above transformation u that, eq(§, f(y) |z|2) has at least one
solution (Y, Z) which belongs to C x £2.
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The present paper is a development and a continuation of our announced results
[4, 5]. We do not aim to generalize the previous papers on QBSDEs. Our goal is
to give another approach which allows us to establish the existence of solutions, in
the space S? x M?, for a large class of QBSDEs with a square integrable terminal
datum and sometimes a measurable generator. It turns out that neither the existence
of exponential moments of the terminal datum nor the continuity of the generator
are necessary to the existence and/or uniqueness of solutions. Krylov’s inequality
and It6—Krylov’s formula, which we establish here for solutions of QBSDEs, play
an important role in the proofs. To be more precise, let us consider the following
assumptions:

(H2) There exist an JF;-adapted positive stochastic process 7 satisfying
E fOT nsds < oo and a locally integrable positive function f such that for a.e.
(t, w) and every (y, 2),

|H(t,y,2)| <n+ flzl*.

(H3) The function f, defined in assumption (H2), belongs to L.! (R).

In the first part, we use the occupation time formula to show that if assumption
(H2) holds, then for any solution (Y, Z) of eq(&, H), the time spent by Y in a
Lebesgue negligible set is negligible with respect to the measure |Z,|? dt; that is,
the following Krylov estimate holds for any positive measurable function :

T At 2
(1.1) IE/O V(YD) Zs|7ds < CY Lt —r.R))>

where tp is the first exit time of Y from the interval [—R, R] and C is a constant
depending on T, ||&||y.1 ) and ”f”Ll([—R,R])-

This inequality allows us to show that for any solution (Y, Z) of eq(§, H) and
any function ¢ in le,loc (R) the following change of variable formula holds:

! / 1 ! /7 2
(1.2) oY) = p(Yo) + fo o) dYs + /0 ¢ (Y,)|Z, |2 ds.

This formula is usually called the [t6—Krylov formula.

Inequality (1.1) as well as formula (1.2) are interesting in their own and can
have potential applications in BSDEs, since they are established here with mini-
mal conditions on the data & and H. Note that, although inequality (1.1) may be
established by adapting the method developed by Krylov, which is based on partial
differential equations [20] (see also [1, 7, 21, 24]), the proof we give here is purely
probabilistic and very simple.

As first applications of formulas (1.1) and (1.2), we establish the existence
of solutions in S? x M? for the two classes of QBSDEs, eq(£, f(y)|z|?) and
eq(&, a + by + cz + f(y)|z|?), by merely assuming that f is globally integrable,
& is square integrable and a, b, ¢ are arbitrary real numbers. It should be noted
that, when f is not continuous, the function u(x) := f(;c exp(2 foy f(t)dt)dy is not
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of class C2, and hence the classical Itd formula cannot be applied. Nevertheless,
when f belongs to L!(R), then the function u belongs to the space le,loc (R), and
hence formula (1.2) can be applied to u. This enables us to derive the existence of
a minimal and a maximal solution for eq(§, ® ), with

(1.3) <I>f(y,z):=a+b|yl+6|z|+f(y)|z|2,

where a, b and ¢ are some nonnegative constants. We also prove a comparison
theorem for BSDEs of type eq(&, f(y)|z|?) whenever we can compare their termi-
nal data and a.e. their generators. We then deduce the uniqueness of solutions for
eq(&, f()|z|?) when £ is square integrable and f belongs to ! (R), that is, even
when f is merely defined a.e. The following example illustrates this fact.

EXAMPLE 1.2. The BSDE with data (&, H) admits a unique solution in 8% x
M? when £ is square integrable and H is one of the following generators:

Hi(y,z):=sin(y)|z|*if y € [-7, Z1and Hi(y, z) := 0 otherwise,

Hy (5, 2) := (a5} (y) — Lie.ay(0))]z|? for a given a < b and ¢ < d,

H3(y,z) := mlzl2 if y 0 and H3(y, z) := 1 otherwise.

It is worth noting that the generator H3(y, z) is neither continuous nor locally
bounded and eq(£, H3) has a unique solution in S? x M? whenever £ is square
integrable. Note also that the generators H; and H; are not convex and the unique-
ness of solution holds in S? x M? for eq(£, Hy) and eq(&, H»). This gives a posi-
tive answer to question 2.

In the second part, we deal with eq(&, H) when & is square integrable, H is
continuous and satisfies

(1.4) |H(s, y,2)| < ®f(y,2),

where f is a positive and globally integrable function on R. Hence, f cannot be a
constant.

Our approach consists then to use the extremal solutions of eq(—§~, —®f) and
eq¢t, @ r) as barriers between which we establish the existence of a solution to
eq(&, H). This approach allows us to control more precisely the integrability we
impose to the terminal datum. It turns out that there is a balance to be maintained
between the integrability of £ and the integrability of f. That is, when f is glob-
ally integrable then, less integrability is required for £. And when f is locally
integrable, then more integrability is required to £. We mention that, in contrast to
the most previous papers, our result also covers the BSDEs with linear growth (by
putting f = 0). It therefore provides a unified treatment for quadratic BSDEs and
those of linear growth, keeping & square integrable in both cases.

The idea behind the proof is: when |H (s, v, z)| < F (s, v, z), then the solvabil-
ity of eq(&, H) is reduced to the solvability of eq(¢, F)). The method consists to
deduce the solvability of a BSDE (without barriers) from that of a suitable QBSDE
with two reflecting barriers, see for instance the references [6, 17, 18] for QBSDEs
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with two reflecting barriers. The barriers we consider are defined by one solution
of eq(—&~, —® ) and one solution of eq(§*, ®s). For this approach, neither a
priori estimates nor approximation are needed.

In the third part, we give an application to quadratic partial differential equa-
tions (QPDEs). We first assume that f is continuous. We then prove the existence
of a viscosity solution for a class of nondivergence form semilinear PDEs with
quadratic nonlinearity of type f (u)|Vu|?. This is done with an unbounded termi-
nal datum. It surprisingly turns out that there is a gap between the BSDEs driven
by a generator of type f (y)|z|2 and their associated semilinear PDEs (see Re-
mark 5.2, Section 5). Note that the class of quadratic PDEs under study in this
paper can be used as a simplified model in some incomplete financial markets;
see, for example, [14].

The paper is organized as follows. In Section 2, Krylov’s estimate and Ito6—
Krylov’s formula are proved for solutions of QBSDEs. In Section 3, the solvability
of eq(&, f(y)|z|?) and eq(&, a + by + cz + f(¥)|z|?) are established in S* x M?
in the case where f is globally integrable but merely defined a.e. In the same
section, a comparison theorem and the uniqueness of solution are established for
eq(&, f(y) |z|2). In Section 4, the solvability of eq(&¢, H) is established in S% x M?
when the generator H is continuous and dominated by ® ¢, with f globally inte-
grable but not necessarily continuous. In Section 5, the existence of a viscosity
solution is proved for quadratic PDEs (QPDEs) associated to the Markovian ver-
sion of eq(&, f(y)|z|?). In the Appendix, we give some auxiliary results which are
used throughout the paper.

2. Krylov’s estimates and It6—Krylov’s formula in BSDEs. Krylov’s es-
timate as well as [t6—Krylov’s formula are established here for one-dimensional
BSDEs with a merely measurable generator and an Fr-measurable terminal da-
tum. Moreover, they are valid although the martingale part of ¥ can degenerate.
Actually, the martingale part of ¥ can degenerate with respect to the Lebesgue
measure but remains nondegenerate with respect to the measure | Z;|*> dt. Note that
the Krylov estimate we state in the next proposition can be established by using
Krylov’s method [20] (see also [1, 7, 21, 24]), which is based on partial differential
equations. The proof we give here is probabilistic and more simple. It is based on
the occupation time formula.

2.1. Krylov’s estimates in BSDEs.

PROPOSITION 2.1 (Local estimate). Assume (H2) holds. Let (Y, Z) be a so-
lution to eq(&, H). Let R > |Yy|. Then there exists a positive constant C depending
onT, R, |InllLiqo.m1xe) and || f L1 (=g, Rry) Such that for any nonnegative measur-
able function

T ATR 5
E /0 V(YD ZoPds < ClIY i gD

where T ;= inf{t > 0:|Y;| > R}.
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PROOF. We put 7 :=Tg A Ty A Ty, Where 7y :=inf{r > 0, fé |Zs|2ds > N)
and 7, :=inf{r > 0, fé |H(s,Ys, Zs)|ds = M}. Let a be a real number such that
a < R and L%(Y) be the local time of Y at the level a. By Tanaka’s formula, we

have
INT

1
Yirr—a) =FYo—a)~ +/ Ly, <aydYs + = Lt/\‘[(Y)
INAT
—(Yo—a) — /0 Ly, <o) H (s, Yy, Zy) ds

IAT 1
+ /0 Ly, <o) ZsdWs + ~ LfM(Y)
Since the map y — (y —a)~ is Lipschitz, it follows that

1 tAT
L (V) = [Yine = Yol + /O Ly, <) H (s, Yy, Z;) ds
2.1) tAT
= /0 Ly, <a) Zs AWy,

Passing to expectation, we get
(2.2) supE[L{,,(Y)] <4R+2M.
a
Since —R < Y;nr < R for each ¢, then Support(L*(Y.A7)) C [—R, R]. Therefore,
using inequality (2.1), assumption (H2) and the occupation time formula, we ob-

tain

1 AT
5 ,A,<Y>_|Y1M—Yo|+f nsds+f Ly, <a) f (Y5 d{Y)s
INT
- /0 Ly, <a) Zs W,
— [Yore — Yol + f nsds + / FOOLE L (Y) dx

IAT
—/0 1y, <a)Zs dW;.

Taking expectation, it holds that

—E[LfM<Y)]<E|Ym Yol + E f ns ds + f | £ CO[E[LE . (¥)] dx < oo,

Thanks to inequality (2.2) and Gronwall’s lemma, we deduce that

8L, (0] = 2[EFine ~ 1ol B [ neas]en(2 [ 7l

< [4R + ZIEfO s dS} exp(21 fllLr - &, k1)
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Passing successively to the limit on N and M (keeping in mind that 7 := tp ATy A
73,) then using Beppo-Levi’s theorem, we get

T
(2.3) E[LlaMR (V)] < [4R + ZE/O Ns ds] exp(2||f||L1([_R’R])).

Now, let i be an arbitrary positive function. We use the previous inequality and
the time occupation formula to show that

TAtR )
E/O W (¥)|Zs 2 ds
T ATR
—E fo U (Yo diY)s
R
<E [ p@L}, (V) da

T
< |:4R +2E‘/(.) Ns ds] eXP(2||f||]]_,1([_R,R]))||¢||]Ll([_R,R])-

Proposition 2.1 is proved. [l
Arguing as previously, one can establish the following global estimate.

PROPOSITION 2.2 (Global estimate). Assume that (H2) and (H3) are satis-
fied. Let (Y, Z) be a solution of eq(§, H) such that E(sup, 7 |Y;|) is finite. Then
there exists a positive constant C depending on T, ”n“]Ll([O_,T]xQ)’ I fllLt ) and
E(sup, -7 |Y;|) such that, for any nonnegative measurable function r,

T
E [ vz Pds < Cl I,

2.2. An It6—Krylov change of variable formula in BSDEs. In this subsection,
we shall establish an It6—Krylov change of variable formula for the solutions of one
dimensional BSDEs. This will allow us to treat some QBSDEs with measurable
generator. Let us give a summarized explanation on Ito—Krylov’s formula. The
1t6 change of variable formula expresses that the image of a semimartingale, by a
C?-class function, is a semimartingale. In the case where

t '
X, = X0+/ o(s,a))dWs+f b(s,w)ds
0 0

is an Itd0 semimartingale, the so-called It6—Krylov formula (established by
N. V. Krylov) expresses that if oo™ is uniformly elliptic, then It6’s formula also
remains valid when u merely belongs to WZ,]OC with p strictly larger than the di-
mension of the process X. The [t6—Krylov formula was extended in [1] and [7] to
continuous semimartingales X; := Xo + M; + V; with a nondegenerate martingale
part and some additional conditions. The nondegeneracy means that the matrix of
the increasing processes (M, M/) is uniformly elliptic.
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THEOREM 2.1. Assume that (H2) is satisfied. Let (Y, Z) be a solution of
eq(&, H). Then, for any function u belonging to the space le,loc (R), we have

! / 1 ! " 2
2.4 M(Yz):u(Y0)+/0 u (Ys)dYerE/O u (Ys)|Zs|“ds.

Let us note that the functions of le,loc (R) have a representant which belongs
to C1(R). This representant will be considered from now on.

PROOF OF THEOREM 2.1. For R > |Yp|, let T :=inf{t > 0: |Y;| > R}. Since
Tg tends to infinity as R tends to infinity, it is then enough to establish formula
(2.4) for u(Y;nzy). Using Proposition 2.1, the term [y ™ u” (Y;)| Z|* ds is well
defined. Let u,, be a sequence of C2-class functions satisfying:

(i) u, converges uniformly to u in the interval [—R, R],
(ii) u,, converges uniformly to « in the interval [—R, R],
(iii) u// converges in L' ([—R, R]) to u”.

Note that the sequence (u,) can be obtained via a classical regularization by con-
volution. We use It0’s formula to show that

IATR INTR

1
o) = a0+ [ o dve+ 5 [ w1z,
Passing to the limit (on n) in the previous identity then using the above properties
(i), (ii), (iii) and Proposition 2.1, we get

INTR , 1 INTR P 2
uWipe) =u@o)+ [ Wy avo+ 3 [T oIz s,
Indeed, the limit for the left-hand side term, as well as those of the first and the sec-
ond right-hand side terms can be obtained by using properties (i) and (ii). The limit
for the third right-hand side term follows from property (iii) and Proposition 2.1.
O

3. QBSDEs with L2 terminal data and measurable generators. In this sec-
tion, we deal with eq(&, f (y)|z|2) and eq(§, ® y) where the function f is assumed
merely integrable but not necessarily continuous. We then prove the existence,
uniqueness and a comparison of solutions for eq(§, f (y)|z|2) as well as, the exis-
tence of solutions for eq(&, ® r). We also prove the existence of a minimal and a
maximal for eq(§, ® ).

3.1. eq(&, f(y)|z|>) with f integrable onR. The following proposition allows
us to see that neither the existence of exponential moments of £ nor the continuity
of the generator are needed to the unique solvability of eq(§, f(y) 1z|2).



2386 K. BAHLALI, M. EDDAHBI AND Y. OUKNINE

PROPOSITION 3.1. Assume that € is square integrable and f is globally inte-
grable on R. Then eq(&, f(y)|z|2) has a unique solution (Y, Z) which belongs to
S% x M2,

PROOF. Let u be the function defined in Lemma A.1 (in the Appendix). Since
& is square integrable then u(£) is square integrable also. Therefore, eq(u(£), 0)
has a unique solution in % x M?2. Since u~! belongs to Wf’loc (R), we then apply

Theorem 2.1 to u~! and the solution of eq(u(&), 0) to get the desired result. [J

The following proposition allows us to compare the solutions for QBSDEs of
type eq(€, f(y)|z|?). The novelty is that the comparison of solutions holds when-
ever we can compare the generators a.e. in the y-variable. Both the generators can
be non-Lipschitz.

PROPOSITION 3.2 (Comparison). Let &1, & be Fr-measurable and satisfy
assumption (H1). Let fi, f> be two elements of L' (R). Let (Y1, Z/1), (Y 2, 712)
be respectively the solution of eq(&1, f1(y)|z|?) and eq(&, f>(y)|z|?). Assume that
&1 <& a.s.and fi < f> a.e. Then Y,f1 < Y,f2 forall t P-a.s.

PROOF. According to Proposition 3.1, the solutions (YN, zMyand (Y 2, 2/2)
belong to S? x M?. For a given function 4, we put

up(x) = /Ox exp(Z/Oyh(t)dt> dy.

The idea consists to suitably use Theorem 2.1 to the function u f, (Y{z). This gives
a0 = () + [ ) av 3 [ vyl )
p) T / f f 12
= (V) + My — M, — [ (5P (v 2P ds

2/ ”fl Yf2 |Zf2| ds,
where (Mt)o<,<T is a martingale.
Since u (x) 2f2(x)u’fz(x) 0, u” (x) —2f1 ()c)u’f1 (x) =0 and u’fl x) >0,
then ' 4
T
2
un () =g () + Mr = = [y ()R = 7)) 2P ds.
Since the term ;" u', (Y[ £2(¥{?) — fi(¥{*)112{?? ds is positive, then

g (Y )>uf1(Y]{2)_(MT—Mt)-
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Passing to conditional expectation then using the fact that u y, is an increasing
function and & > &, we get

up (V) = Eluy, (V) /7]
=E[us, &)/ F]
> Eluy, (61)/F]

= uy, (¥/).

Taking u}ll in both sides, we get Y2 > ¥/!. Proposition 3.2 is proved. [

COROLLARY 3.1 (Uniqueness). Let & satisfies (H1). Let f1, f» be two in-
tegrable functions. Let (Y11, Z/), (Y12, Z12) respectively denote arbitrary solu-

tions of eq(§, f1(»)1z?) and eq(&, L()|z|?). If fi = fr-a.e., then (Y/1,Z]1) =
(Y12, 712) in the space S* x M?.

REMARK 3.1. Proposition 3.2 and Corollary 3.1 will be used (in PDEs part)
in order to show the existence of a gap in the classical relation between the BSDEs
and their corresponding PDEs.

3.2. eq(§, ), with f integrable on R.

PROPOSITION 3.3. Assume that (H1) is satisfied. Assume moreover that f
is globally integrable on R, but not necessarily continuous. Then, eq(§, ® r) has
a minimal and a maximal solution which belong to S* x M?. In particular, all
solutions are in S? x M?.

_ PROOF. Let u be the function defined in Lemma A.I(I) in the Appendix. Let
E:=u)and G(3,7) := (a +blu"'@)u'[u""(¥)] + c|z|. Consider the BSDE:

_ _ T _ T _
3.1 Yt=$—|—/ G(Ys,Zs)ds—/ ZsdW;.
t t

Using Assumption (H1) and Lemma A.1(I), we show that & is square integrable
and G is continuous and of linear growth. Hence, according to [22], the BSDE
(3.1) has a minimal and a maximal solutions in S? x M?2. Since u~! belongs
to le,loc (R), then applying Theorem 2.1 to u~!(Y¥;), we deduce that eq(&, ® 1)
has a solution. Since u is a strictly increasing function, the minimality and the
maximality of solutions are preserved between eq(§, ® ¢) and the BSDE (3.1).
We shall show that all solutions of eq(§, ®¢) lie in 82 x M2. Let (Y, Z) be an
arbitrary solution to eq(&, H). Let (Y™, Z™) and (Y™, ZM) be respectively the
minimal and the maximal solution to this BSDE. Since ¥" and Y™ belong to S2,
so does for Y. Thanks to Lemma A.1(I), it follows that ¥ := u(Y) also belongs

to S2. Since (Y, Z) := (u(Y), Zu'(Y)) is a solution of eq(é, G) and G is at most
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of linear growth, then standard arguments of BSDEs allow to show that Z belongs
to M?. Using inequalities (A.3) in the Appendix, we show that Z belongs to M?2.
O

4. eq(§, H) with |H| < ®; and f integrable and locally bounded.
Throughout this section, the following assumptions will be in force:

(H4) For a.e. (s, w), H is continuous in (y, z).
(HS) There exists a locally bounded function f which is moreover positive and
globally integrable on R such that for every s, y, z, |[H(s, y,2)| < ® ¢ (y, 2).

THEOREM 4.1. Assume that (H1), (H4) and (HS) are satisfied. Then
eq(&, H) has at least one solution (Y, Z) in 8% x M? such that YL <y <YU.

The approach we give here shows that the solvability of eq(¢, H) is reduced
to the solvability of eq(§, @ ¢). It then allows us to control more precisely the
integrability of the terminal datum. Note that neither a priori estimates nor the
approximation of the solution will be used. Moreover, the comparison theorem
will not be used. Technically, the idea of the proof consists to deduce the solvability
of eq(¢, H) from the solvability of a suitable reflected BSDE with two reflecting
barriers.

PROOF. Let (Y, ZL) be the minimal solution of eq(—=&§~,—Py) and
(YY, ZY) be the maximal solution of eq¢t, @ £). We know by Proposition 3.3
that YZ and YV exist and belong to 82, Since YL <0 < YY, we consider the
reflected BSDE with Y~ and YV as barriers:

T T
Q) Y,=s+/ H(s,Ys,zs>ds—/ Z, dW,
t t

T T
+f dKS'F—/ dK foreacht < T,
t t

(i) foreveryr<T,YF<vy,<vY,

T T
(i) / (Y, —YF)VdK, =/ vV —v)dK =0, as.,

0 0
(iv) Ki =K, =0,
K, K~ are continuous and nondecreasing,

(v) dKT1dK~.

“4.1)

Since f is locally bounded, then it can be majorized by a piecewise constant func-
tion which we denote /. Therefore, using a suitable linear interpolation, one can
construct a continuous function g such that g > i > f. Therefore, according to
Theorem 3.2 of [17] (see Theorem A.1 in the Appendix), with

n=a+b(|Y ]+ VY] +
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and

Cr=1+sup sup g(a¥YF+ (1 —-a)rl),

S<t ael0,1]

the previous reflected BSDE has a solution (Y, Z, K+, K~) such that (Y, Z) be-
longs to C x £2. In order to show that (Y, Z) is a solution to our nonreflected
eq(&, H), it is enough to prove that dKT =dK~ = 0. Since (Y'Y, ZY) is a solu-
tion to eq(&, ® r), then Tanaka’s formula shows that

t
YV —v)" =y -vo)* +/0 Lyvoy,y[H(s, Ys, Zs) — @YY, zY%)]ds

t t
+/0 1{YSU>YY}(sz+_dKS_)+‘/O 1{Y3U>YS}(Z§]_ZS)dWS

+L9(yY —v),
where L?(YU — Y) denotes the right local time at time ¢ and level O of the semi-
martingale (YY — 7).
Identifying the terms of (YU — Y,)* with those of (YV — ¥;), we show
that (Z, — ZS(,])I{YSU:YS} =0 for ae. (s,w). Since [} I{YSU:YS}dK;— =0 and
H(s,y,z) < ®r(y, z), we deduce that

t
0<Lo(YY —v) +f0 Lyv_y (@ (YW, Z0) = H(s, Yy, Z5)] ds

t
:_/0 Lyv=y,dK; =0.

It follows that fot I{YA_U:YX} dK; =0, which implies that K~ = 0. Arguing sym-
metrically, one can show that dK+ = 0.

We now prove that (¥, Z) belongs to S* x M?. Since both YV and Y’ be-
long to S2, so does for Y. It remains to prove that Z belongs to M?2. Let v
be the function defined in Lemma A.1(II). For N > 0, let iy := inf{t > 0 :
1Yol + J§ 1V (Y1 Zs|>ds > N} A T. Set sgn(x) = 1 if x > 0 and sgn(x) = —1
if x < 0. Since the map x — v(|x]) belongs to WIZ,IOC(R)’ then thanks to Theo-
rem 2.1, we have for any ¢ € [0, T'],

INTN
o(1Y0) = v([¥iney ) + [ sen (i (V) HGs. Yoo Zo)ds
INTN ] . 2 INTN ,
= [ SvnnizRas = [ senrov ()2, aw.
Assumption (HS) and Lemma A.1(I) allow to show that for any N > 0,

%E/OWN |Zs1? ds < v(|Yo)) —I—E/()T[(a + bIY, )0 (Ys]) + 42 (0 (1Ys])) ] ds.

The proof is completed by using Lemma A.1(II) and Fatou’s lemma. [J
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REMARK 4.1. In [11], the authors considered the case |H(¢,y,z)| < a +
bly| + %lzlz, where y is some strictly positive constant and e has some p-
moment, p > 0. This situation is not covered by the present paper since the con-
stants are not globally integrable. However, the results of [11] can be obtained by
the method we developed in Theorem 4.1. For instance, when y = 1, the solvabil-
ity of eq(&, H) is reduced to that of eq(§, a + b|y| + %|z|2). Using an exponential
transformation, one can see that the solvability of eq(§, a + b|y| + %|z|2) is equiv-
alent to that of eq(ef ,alyl + bly||In|yl||). According to [2], this last logarithmic
BSDE admits a solution whenever ¢4 has finite p-moment for some p > 0. Details
are given in [2] and [3].

COROLLARY 4.1 (BMO property). Assume that the terminal condition & is
bounded and the generator H satisfies (H1), (H4) and (HS). Then eq(¢, H) has
a solution (Y, Z) such that Y is bounded and [y Z; d Wy is a BMO martingale, that
is, there exists a positive constant C such that for any JF;-stopping time 1 < T we

have
T
E(/ |zs|2ds/f,> <C.
T

PROOF. Let Y% be the minimal solution of eq(—&7,—Py) and Y U be the
maximal solution of eq(§ ", ® £)- According to Theorem 4.1, eq(§, H) has a solu-
tion (Y, Z) in 8% x M? which satisfies foreach t < T, YtL <Y< YtU. Therefore,
foreveryt <T,

4.2) Y, < v/ +]v7].

Let u be the function defined in Lemma A.1. According to the proof of Propo-
sition 3.3, the processes Y'! := u(Y’) and Y? := u(YY) satisfy BSDEs whose
generators are continuous and of linear growth. Since £ is bounded, then u (&)
is bounded. Therefore, standard arguments of BSDEs allow to show that ¥! and
Y2 are bounded. It follows that u(Y) is bounded, and hence Y is bounded. Let v
be the function defined in Lemma A.1(I). Since the map x — v(|x|) belongs to
W12,10c (R), then Theorem 2.1 shows that for any F;-stopping time 7 <7,

Tri
v(|YT|)=v(|Yf|)+/T [Ev”(|Ys|)|zs|2—sgn(Ys)v/(|Ys|)H<s,Ys,zo]ds

T
+ / Sgn(Ys)U,“ Ys |)Zs dWs.
T

Since Y is bounded and Z belongs to M?, it follows that the stochastic integral in
the right-hand side term of previous equality is a square integrable JF;-martingale.
Passing to conditional expectation then arguing as in the proof of Theorem 4.1 and



QUADRATIC BSDE WITH L2-TERMINAL DATA 2391

using Lemma A.1-(II), one can show that there exists a positive constant K; such

that
E(/f |ZS|2ds/J-“,)
<Ky + E(/TT[(a + 01 (1Y) + 42w (1%41))] ds/f,)

T
< Kj +E</ [(a +bK1)Ky +4C2K1]ds/ff>
0
<K+ K,T.
Corollary 4.1 is proved. [J
5. Application to quadratic partial differential equations. Let o, b be mea-

surable functions defined on R? with values in R?*? and R respectively. Let
a := oo™ and define the operator L by

d 32 d 9
L:= ij bi(x)—.
,-,-Zzl 40w, T L Mg

Let g be a measurable function from R? to R. Consider the following semilinear
PDE:

W : d
51 gy @O =Lo60) 4+ f©60)|Vave 0, on[0,7) xR,
u(T, x) = g(x).
Assumptions:

(H6) o, b are uniformly Lipschitz.
(H7) o, b are of linear growth and f is continuous and integrable.
(H8) The terminal condition g is continuous and with polynomial growth.

THEOREM 5.1. Assume (H6), (H7) and (H8) hold. Then v(t, x) := Y,t’x isa
viscosity solution of PDE (5.1).

REMARK 5.1. The conclusion of Theorem 5.1 remains valid when assump-

tion (H6) is replaced by: the martingale problem is well posed for a := %oa*
and b.

To prove the existence of viscosity solution, we will follow the idea of [19].
To this end, we need the following touching property. This allows us to avoid the

comparison theorem. The proof of the touching property can be found for instance
in [19].
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LEMMA 5.1. Let (&)o<:<T be a continuous adapted process such that
d& = B(t)dt +a(t) dWy,

where B and « are continuous adapted processes such that B, |a|?* are integrable.
If& >0 a.s. for all t, then for all t,

l{gt:()}()l(l‘) =0 a.s.,

l{gt:()}ﬂ(l) >0 a.s.

PROOF OF THEOREM 5.1.  We first prove the continuity of v(z,x) := ¥/,
Let u be the transformation defined in Lemma A.1 (Appendix). Let (Y Ix Z’ X)
be the unique solution of eq(u(g(X Y, 0) in 82 x M2, Thanks to assumption
(H6), it follows that the map (t,x) — Y is continuous. Using Lemma A.1, we
deduce that v(z, x) := Y 1s continuous in (¢, x). We now show that v is a viscos-
ity subsolutlon of PDE (5.1). We denote (X, Yy, Zy) := (XL, YI*, Z1¥). Since

v(t,x) =Y, then the Markov property of X and the uniqueness of Y show that
for every s e [t, T1,
(5.2) v(s, X5) =Y

Let ¢ € C!? and (7, x) be a local maximum of v — ¢ which we suppose global and
equal to 0O, that is,

o, x)=v(,x) and ¢, x)>v(E,X) for each (7, X).
This and equality (5.2) imply that
(5.3) ¢(s, Xs) = ¥s.

By It6’s formula, we have
o(s, X5) = (2, X,)+/ ( +L¢>(r X )dr-l—/ oV (r, X,)dW,.
Since Y satisfies the BSDE
Y, =Y, + /I FOOIZ P dr — /t Z, dW,,

then using inequality (5.3) and the touching property, we show that for each s,

¢
Lig (s, x0)=Y;) (8_s + L¢) (5, X5) + f(YDIZs* =0 a.s.,
and

Lipis.x)=1,) |07 Vit (s, Xs) — Zs| =0 as.

For s = ¢, the second equation gives Z; = o V¢ (¢, X;) := o V¢ (¢, x). And the
first inequality gives the desired result. [J
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REMARK 5.2. Corollary 3.1 shows that eq(£, f1(y)|z|?) and eq(&, f>(y)|z|?)
generate the same solution when f; = f> a.e. Thereby, for a square integrable &
and f € LY(R), eq(§, f(y)|z|2) has a unique solution in S?% x M?; however, the
meaning of the following PDE:

%(s,x) =Lv(s,x)+ f(v(s,x))|va(s,x)}2, on[0,T) x Rd,
v(T, x) =g(x)

is not clear since f is defined merely a.e.

Indeed, if we denote by Ny the negligible set of all real numbers y for which
f is not defined, then the quantity f(v(s,x)) in the previous PDE could not
have sense when v(s, x) belongs to N'y. The gap stays in the fact that the BSDE
(g(X %x), f) |z|2) has a unique solution while its associated PDE is not well de-
fined. We think that, in this case, the associated PDE to eq(£, f(y)|z|?) would have
the form

E;))—ls)(s, x) = Lv(s,x) + f(v(s, x))|Vyv(s, x)}z, on[0,7T) x RY,

v(T, x) =g(x),
Vu(t,x) =0 if v(r, x) € Ny.

APPENDIX: SOME AUXILIARY RESULTS

The following lemma is used in order to eliminate the quadratic term from
eq(€, f(»)zI?) and eq(§, a + bly| + clzl + f (D)2l

LEMMA A.1. (I) Let f € LY(R) but not necessarily continuous. Then the
function

x y
(A.1) u(x) ::/O exp(2/0 f(t)dt) dy

satisfies the differential equation %u” (x) — f(x)u'(x) =0 a.e. on R, and has the
following properties:

() u is a quasi-isometry, that is there exist two positive constants m and M
such that, forany x,y € R,

m|x —y| < fu(x) —u(y)| < Mlx — yl.

(i) u is a one to one function from R onto R. Both u and its inverse function u™"

belong to le,loc (R). If moreover f is continuous, then both u and u~" belongs to
C:(R).
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K(y):= /Oy exp(—2/0x fr) dr) dx.

x y
(A.2) v(x) ::/O K(y)exp(Z/O f(t)dt> dy

() Set

Then the function

satisfies the differential equation %v”(x) — f(x)v'(x) = % a.e. on R and has the
following properties:

(jj) v and v’ are positive on R, and v belongs to le 1oc (R).
Moreover:
(iv) The map x —> v(|x|) belongs to Wi, (R).
(v) There exist two strictly positive constants c1 and c» such that for every
x € R, v(|x]) < c1lx]* and v/ (|x|) < calx].
PROOF. (I) Clearly, u and its inverse u~! are continuous, one to one, strictly
increasing functions and we have %u”(x) — f(x)u'(x) =0a.e.onR.

Since u'(x) :==exp(2 [ f(t)dt), then

(A3) for Every x € R, exp(—2||f||]L1(R)) < ’M/(X)} < eXp(2||f||]L1(R))

This shows that u is a quasi-isometry.

We shall prove (jj). Using the quasi-isometry property of u, one can show that
both u and u~! belong to C'. Since the second generalized derivative u” satis-
fies u”(x) =2 f (x)u’(x) for a.e. x, we get that u” belongs to ILIIOC (R). Therefore,
u belongs to WIZ,IOC(R)' Using again assertion (j), we prove that u~! belongs to

le,loc (R)

(IT) Obviously v and v’ are positive on R and v satisfies the differential equa-
tion %v”(x) — f)V(x) = % a.e. on R. Since f is globally integrable on R, one
can easily check that v belongs to le,loc(R). This proves assertions (jjj), from
which we deduce assertion (jv).

We shall prove assertion (v). Since K (y) < yexp(2| flly1 (R)) for each y > 0
and exp(2 foy f@)dr) <exp2|| fllL1(w))s it follows that for every x € R, v(|x]) <
c1]x|?. We show that v'(|x|) < ca2|x| by similar computations. Lemma A.1 is
proved. [

The following result on two barriers reflected QBSDEs was obtained by Essaky
and Hassani in [17]. It establishes the existence of solutions for reflected QBSDEs
without assuming any integrability condition on the terminal datum. Of course,
these solutions are not square integrable but merely belong to C x £2.
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THEOREM A.1 ([17], Theorem 3.2). Let L and U be continuous processes
and & be a Fr-measurable random variable. Assume that:

(1) Foreveryt€[0,T], L; < Uys.

(2) Lt <§ <Ur.

(3) There exists a continuous semimartingale which passes between the barri-
ers Land U.

(4) The generator h is continuous in (y, z) and satisfies for every (s, ®), every
y € [Ly(®), Us(w)] and every z € R?

|h(s, w, y,2)| < ns(@) + Cs (@) |z]%,

where 11 and C are two F;-adapted processes such that E fOT nsds < oo and C is
continuous.
Then the following RBSDE has a minimal and a maximal solution:

T T
O Y=g+ [ hev.zds— [ zeaw,
t t
T T
+/ dK; —/ dK;  forallt <T,
t t
(A.4) (i) Vi<T, L <Y =U,

T T
Gi) [ - LodKS = [ W - Y)dK =0 as.
0 0
@iv) K(;F =K, =0, K™, K~ are continuous nondecreasing,
(v) dKtL1ldK~—.
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