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CONTROLLED REFLECTED SDES AND NEUMANN PROBLEM
FOR BACKWARD SPDES

BY ERHAN BAYRAKTAR! AND JINNIAO QIU?
University of Michigan and University of Calgary

We solve the optimal control problem of a one-dimensional reflected
stochastic differential equation, whose coefficients can be path dependent.
The value function of this problem is characterized by a backward stochastic
partial differential equation (BSPDE) with Neumann boundary conditions.
We prove the existence and uniqueness of a sufficiently regular solution for
this BSPDE, which is then used to construct the optimal feedback control. In
fact, we prove a more general result: the existence and uniqueness of strong
solution for the Neumann problem for general nonlinear BSPDEs, which
might be of interest even out of the current context.

1. Introduction. Let 7 € (0,00) and (2,.%,P) be a probability space
equipped with a filtration {j,}OSZST which satisfies the usual conditions. The
filtration .% is generated by two independent m-dimensional Brownian motions
W and B. We denote by {.#;};>0 the filtration generated by W, together with all
IP null sets. The predictable o -algebra on € x [0, +00) corresponding to {.%#;};>0
and {ﬂ_}},zo is denoted &, respectively, P.

In this paper, we consider the following stochastic optimal control problem:

T T T
(L.1) ngnE[/ o+ [ gxodL+ [ gf<xz>dU,+G(XT>]
0 0 0

subject to
dX; = Bi(X;,0,) dt +0,(Xy) dW; + 0,(X;) d By
+dL[—dUl, ZG[O, T],
(12) XOZX, LOZUOZO,
0<X;,<b as;
T T
/ X, dL, :/ (b—X,)dUs; =0 as.,
0 0
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where L and U are two nondecreasing processes. The real-valued process
(X1)tefo,17 1s the state process. Its drift is governed by the control 6. We some-

times write Xf’x;(g for 0 <s <t < T toindicate the dependence of the state process
on the control 0, the initial time s and initial state x € R. The set of admissible
controls consists of all .%;-adapted processes 6 such that the reflected stochastic
differential equation (SDE) (1.2) admits a unique solution and 6; € ® a.s for each
t € [0, T] with set ® C R".

Classical stochastic control problems (see, e.g., [10, 11, 18]) have been gen-
eralized more recently to handle the path dependent case [7, 25, 26]. We will in
addition consider the problem of controlling reflected path dependent SDEs. The
analysis of such control problems is motivated by the drift rate controlled queue-
ing problem in [1], where the control problem is of ergodic/stationary type and is
concerned with minimizing the long-run average cost under the Markovian frame-
work. In contrast to that set-up, the coefficients in (1.1) and (1.2) are allowed to be
random, and thus can be non-Markovian; more precisely, we assume:

(A0) The coefficients 8, 0,0, f, g are & ® B(R) ® B(R")-measurable and G is
Fr & B(R)-measurable.

We would also note that, as stated in [1], because the reflecting barriers are not
discretionary and only the drift rate is controlled, the control problem does not fall
in the spectrum of “singular” stochastic control. To the best of our knowledge, ours
is the first analysis of the controlled reflected SDEs with random coefficients.

Let us denote the dynamic version of the cost by

T T
Ji(Xp: 0) = E[/t Fi(Xs, 00 ds +/, os(X,)dL,

(1.3) i
+/t 8s(Xy)dUs + G(XT)‘JO?,],

and denote

(1.4) u(x)2 esseian,(X,; 0) .

In view of Peng’s seminal work [27] on non-Markovian stochastic optimal control,
the dynamic programming principle suggests that the value function u is the first
component of the pair (u, ¥) satisfying formally the following Neumann problem
for backward stochastic partial differential equation (BSPDE):

1
duy(x) = [5(}at<x)|2 16, P) D2y (x) + 0 D (x)

+ H, (x, Du,(x))] dt — Y (x) dWy,
(t,x)€[0,T] x [0, b];
Du,(0) = g,(0), Du;(b) = g (b);
ur(x)=G(x), xel0,b],

(1.5)
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with Hamiltonian function

(1.6) H (x, Duy(x)) = egseglf{ﬂz(x, 0)Du;(x) + f;(x,0)},

for (¢,x) € [0, T] x [0, b].

First, the self-contained proofs for the existence and uniqueness of strong solu-
tion are given for the Neumann problem of general nonlinear BSPDEs.? Then the
existence and uniqueness of strong solution to (1.5) follows immediately. However,
to verify that the obtained solution is the value function and to derive the optimal
feedback control for problem (1.1)—(1.2), we need to make sense of the composi-
tion of the solution of (1.5) and the controlled state process X, and this requires
improved regularity of u. Inspired by the smoothing properties of the leading op-
erators of BSPDEs (see [28]), we assume that ¢ satisfies the super-parabolicity
condition:

(A1) There exists constant &, s.t. |5;(x)|?> >k > 0 a.s., V(r,x) € [0, T] x R.

By (A0), the randomness of all the coefficients for each fixed time and state is only
subject to the sub-filtration {.%;},>0 generated by Wiener process W, which allows
our set-up to go beyond the classical Markovian framework and furthermore, to-
gether with (A1), ensures the super-parabolicity, and thus smoothing property of
the involved differential operator in BSPDE (1.5); refer to [28] for more detailed
discussions.* Then we take spatial derivatives on both sides of (1.5). The resulting
Dirichlet problem admits a unique strong solution (see [6]), which yields additional
regularity of Du. Finally, the generalized It6—Kunita—Wentzell formula, applicable
to the sufficiently regular random field u;(x), allows us to finish the verification.
The nonlinear BSPDE like (1.5) is called stochastic Hamilton—Jacobi—Bellman
(HJB) equation, which was first introduced by Peng [27] for controlled SDEs with-
out reflection. For the utility maximization with habit formation, a specific fully
nonlinear stochastic HIB equation was formulated by Englezos and Karatzas [8]
and the value function was verified to be its classical solution. The study of lin-
ear BSPDE:s, on the other hand, dates back to about 30 years ago (see Bensous-
san [2] and Pardoux [24]). They arise in many applications of probability theory
and stochastic processes, for instance in the nonlinear filtering and stochastic con-
trol theory for processes with incomplete information, as an adjoint equation of

31t is worth noting that, unlike Dirichlet problems for BSPDEs (see [29]) or Neumann problems
for deterministic PDEs (see [19]), [td’s formula for the square norm is not well defined for the weak
solutions of the Neumann problems for BSPDEs with a nontrivial coefficient o and this makes the
existing methods for weak solutions inapplicable here (Remark 3.2).

“4In fact, according to the investigations of [28], the randomness subject to sub-filtration {.%;};>¢
may damage the regularity of solutions, while the terms associated with Wiener process B, seen as
the Markovian part, serve to restore the smoothing property. A sufficiently regular solution is needed
for the verification theorem as well as for the construction of the optimal control. Therefore, we
introduce two independent Wiener processes W and B and assume the super-parabolicity (Al).
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the Duncan—Mortensen—Zakai filtering equation (for instance, see [2, 13, 14, 36]).
The representation relationship between forward-backward stochastic differential
equations and BSPDE:s yields the stochastic Feynman—Kac formula (see [13, 22,
31]). In addition, as the obstacle problems of BSPDEs, the reflected BSPDE arises
as the HJB equation for the optimal stopping problems (see [3, 23, 32]).

The linear and semilinear BSPDEs have been extensively studied; we refer to
[6, 13, 21, 22, 34] among many others. For the weak solutions and associated local
behavior analysis for general quasi-linear BSPDEs, see [29, 30], and we refer to
[12] for BSPDEs with singular terminal conditions. However, the existing litera-
ture is mainly about the BSPDEs in the whole space and Dirichlet problem, and
not on the Neumann problem, though some partial results could be concluded from
the semigroup method of BSPDEs [14, 35] for the cases when o = 0.

The remainder of this paper is organized as follows. In Section 2, we summarize
the main assumptions and results. The existence and uniqueness of strong solution
for the Neumann problem of general nonlinear BSPDE:s is established in Section 3,
where we first give the a priori estimates of strong solutions for linear equations
and then use the continuity method to prove the well-posedness for the general
nonlinear cases. In Section 4, we complete the proof of the main theorem. Finally,
the Appendix recalls an It6 formula for the square norms of solutions of SPDEs
and provides the sketched proof for a generalized [t6—Kunita—Wentzell formula.

2. Preliminaries and main result.

2.1. Notation and definition of solutions to BSPDEs. In this paper, we use
the following notation. D and D? denote the first-order and second-order spa-
tial partial derivative operators, respectively; the other partial derivatives are de-
noted by . For a Banach space V, the space L?(Q2, .%r; V) is the set of all V-
valued .#r-measurable and square-integrable random variables, and we denote by
S;([O, T1; V), p €[1, 00), the set of all the V-valued and &7-measurable cadlag
processes (X;):e[o,7] such that

1X1Z o710, = E sup I1X:11y < oo.
By E;(O, T;V), we denote the class of V-valued &?-measurable processes
(#41)teq0,7) such that

T
P P .
u =F u dt < 00, e[1, 00);
lullcog 0,7y = esssup  Jluglly <00, p=o0.

(w,1)eRx[0,T]

In a similar way, we define S ;([O, T];V) and K;(O, T; V). For the two spaces
Sﬁ%;([O, T]; V) and E%;(O, T; V), we omit the subscript for simplicity, especially
when there is no confusion on the filtration and adaptedness.
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Fork e Nt and p € [1,00), H k-p ([0, b)) is the Sobolev space of all real-valued
functions ¢ whose up-to kth order derivatives belong to L” ([0, b]), equipped with
the usual Sobolev norm [[@|| g7x.» (j0,57)- BY H(I;’p([O, b)), we denote the space of all
the trace-zero functions in H*? ([0, b]). For k =0, H*? ([0, b]) £ L? ([0, b]). For
simplicity, by u = (u1, ..., u;) € H? ([0, b]), we mean uy, ..., u; € H? ([0, b))
and ||u||g,(,1,([07b]> = le:l llu; ||gk’,,([0’b]). We use || - || and (-, -) to denote the
norm and the inner product in the usual Hilbert spaces L2([0, b]), and if there
is no confusion, we shall also use (-, -) to denote the duality between Hilbert space
H*2([0, b)) and their dual spaces.

Throughout this paper, we shall use C to denote a constant whose value may
vary from line to line and we set for k =1, 2,

H=35%(0,T; L*([0,b])) N L% (0, T; H([0, b])) x L£%(0, T; L*([0, b])),
H* = 8Z(0, T; H*2([0, b])) N L2(0, T; H*12([0, b]))
x L%(0, T; H*([0, b)),

and they are complete spaces equipped respectively with the norms

[, )3,

= [lu]] + el

2 2 + 1|3
§%(0,T;L([0,b])) £%(0,T; H'2([0,b])) L% (0,T;L2([0,b)))’

for (u, ) e H,
| e 9

2

— 2 2
- ”M ”S%(O,T;H“([O,b])) + ”M ||£2§(0,T;Hk+1’2([0,b])) + ” w ||£2§(0’T;Hk,2([0’b]))9

for (u, ) € H-.

Finally, we introduce the notion of solutions to BSPDEs with general nonlinear
coefficients which are not restricted to the forms of BSPDE (1.5).

DEFINITION 2.1. Let G € L*(Q2, Zr; L*([0, b])) and F be a random func-
tion such that for any x, x!, x2eRand any z, L e R™,

F.(-,x,xl,xz,z,zl) :Qx[0,T] x[0,b] > R

is Z ® B([0, b])-measurable. A pair of processes (u, ) is a weak solution to the
BSPDE

—du,(y) = F,(y, u, Du, D*u, , DY) dt — ¥, (y) dW,,

(t,y) €10, T] x [0, D];

Du,(0) = g:(0), Du(b) = g:(b);

ur(y)=G(y), yel0,0],

2.1
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if (u, ) € H with the traces of Du(¢,-) coinciding with g,(0) and g;(b) at the
boundary, and (u, 1) satisfies BSPDE (2.1) in the weak sense, that is, for any
@ € C((0, b)),

(¢, F.(-,u, Du, D*u, ¥, D¥)) € L5(0, T; R)

and

T
(o, u;) = {p, G) +/ (@, Fy(-,u, Du, D*u, ¥, Dyr))ds
2.2) !

T
—f (0, s dW,) as.tel0,T].
1

The above (u, ) is called a strong solution if we have improved regularity

(u,¥) e H'.

It is easy to see that in BSPDE (1.5) we have a particular case of nonlinear term
F with

Fi(y,u, Du, D*u, ¥, DY)

1
= (o [* +16: ) ) D2ur () + 0 (1) DY () + Hi (v Dty (7))

2.2. Assumptions and main result. For the well-posedness of BSPDE (1.5),
we use the following assumptions.

(A2) The functions o, ¢ and their spatial partial derivatives Do, D& are & ®
P (R)-measurable and essentially bounded by a positive constant K > 0.
And the functions B, f and the spatial partial derivative DS are & ®
ZR) @ A(R")-measurable with S.(0, 0) € ﬁ?g,(o, T;R) and |DB;(x,0)| <
A as. forany (¢,x,0) € [0, T] x R x R".

(A%) )

G e LX(Q, Zr; H¥(0,b])), DG — gr € L*(Q, Zr; Hy (10, b)),

and together with another function G, the pair (g, G) belongs to H! and sat-
isfies BSPDE —dg; = %, dt — G; dW; in the weak sense (see Definition 2.1)
with & € £%:(0, T; L*([0, b])).

(ii) For any v € S%(0,T; H'“2([0,b])) N £L%(0, T; H*%([0, b])), we
have that H.(-, v), (DH).(-, v) € £%(0, T; L*([0, b])), and there exists a
nonnegative constant Ko such that for any vy, vy € R, there holds almost
surely

|H; (x, v1) — H; (x, v2)| < Kolvi —va2| forall (7, x) € [0, T] x [0.B].



NEUMANN PROBLEM FOR BACKWARD SPDES 2825

(iii) There exists a & Q B(R) @ A (R)-measurable ®-valued function
IT such that H, (x, y) = B (x, IT; (x, y))y + fi (x, I1;(x, y)), that is,

Mi(x, y) € argessinf{f; (x, )y + fi (x, 0)},

and for each v € S5(0, T; H'2([0, b1)) N £L%(0, T; H*2([0, b)), the re-
flected SDE (1.2) associated with drift coefficient 8;(X;, I1,(X;, v;)) has a
unique solution.

Now, we state the main theorem, whose proof requires some preparations which
will be carried out subsequently.

THEOREM 2.1. Let assumptions (A0), (Al), (A2) and (A*) hold with
0:(0) = 0:(b) =0 a.s. for any t € [0, T]. BSPDE (1.5) admits a unique strong
solution (u, ). For this strong solution, we have further (u, ) € H2. Moreover,
u turns out to be the value function of the stochastic control problem (1.1), and the
optimal control 0* and state process X* are given by 6* =T1,(X], Du;(X})) and

+st —dUt,
0<X'<b as;

T T
/ X;“st:/ (b—X)dUy=0 as.
0 0

The conditions (A0), (A1) and (A2) are considered as standing assumptions
throughout this paper and they are standard to guarantee the adaptedness and
super-parabolicity of BSPDE (1.5) and the well-posedness of the controlled re-
flected SDEs (see [20], Theorem 3.1 and Remark 3.3).

In assumption (i) of (A*), to have (u, ¥) € H2, the requirements on G is stan-
dard (see L”-theory of BSPDE of [5]); in view of the Skorohod conditions of
RSDE (1.2), one has

T T T T
/0 g (X dLy = /0 ¢ (0)dL, and /0 g5(X,) dU; = /0 2:(b)dU,

so only the traces g;(0) and g4 (b) of g are involved in the control problem. In fact,
assumption (i) of (A*) allows g,(0) and gs(b) to be any processes that, together
with another two processes (¢°, ¢?), satisfy BSDEs of the following form:

T T
2:(0) = DG(0) +/ 2ds —/ (0 dw,:
t t

T T
gt(b)zDG(b)—l—/ gfds—f cbaws,
t t



2826 E. BAYRAKTAR AND J. QIU

with g0, g% € £2(0, T; R), and we can construct (not uniquely) the time-space
random function g;(x) in different ways. For instance, starting with (g;(0), g;(b)),
one can construct linearly

(81(b) — 8:(0))x
b b

&r(x)=g/(0)+ (t,x) €[0,T] x [0, b],

which then satisfies assumption (i) of (A*) with

=b _ =0
%(x)=§?+w and
b_ 40
gz(x)ZQO—I-w, (t,x) €[0,T] x [0, D].

In this paper, we adopt assumption (i) of (A*) for the convenience of discussions.

By (ii) of (A*), we assume the Lipchitz continuity of Hamiltonian function
H, (x, v) with respect to v, which implies d,HL (-, v) € L*(2 x [0, T] x [0, b])
for any v € RY. This excludes the control problems of linear-quadratic type. The
quadratic case definitely needs more efforts, for which we need to deal with not
only the quadratic growth but also the improved regularity in Theorem 2.1, so we
would postpone the discussions on quadratic cases to a future work.

In (iii) of (A*), IT is the minimizer function of H;(x, v) (see (1.6)) and for
each u € S%(0, T; H*2([0, b])) N L% (0, T; H*2([0, b])), the composite function
B (x, s (x, Dus(x))) may not be Lipchitz continuous with respect to x. The fol-
lowing example contains such a case but still the reflected SDE (1.2) has a unique
strong solution.

EXAMPLE 2.1. Let d =n =1, ® = [—1,0] and B,(x,0) = 6, while
fi(x,0) = p|6] + hy(x) with 4 € R* and h € £%(H'([0, b])). Suppose o and

o satisfy the assumptions in Theorem 2.1. Assume g;(x) = % as in [1]. Let

G(x) = 2. Then

H (x, Duy) = essinf {0 Duy(x) + 0]+ he (0} = —(Dur (x) — ) " + b ()
and

I1, (-xa Dut(x)) = _l{Du,(x)>,u}-

It is easy to check that (A0) — (A2) and (i) and (ii) of (A*) hold. Obviously, the
drift 8 = I, as a step function, is not necessarily Lipchitz continuous with respect
to x foreach u € 827 0, T; H>2([0,b]))N Ezﬁz (0, T; H*2([0, b])). In our case, the
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resulting reflected SDE reads
dX:=—1pu,x)>pydt + o1(X))dW; +6,(X;)dB; +dL, — dUy,

1[0, T];
(2.4) Xo=ux; Lo=Uy=0;
0<X;,<b as;

T T
f XtdL,:/ (b—X)dU; =0 as.
In fact, given u 682 0, T; H>2([0, b]))ﬂﬁ (0, T; H32([0, b])), X is the unique
solution to the reﬂected SDE

dX%=06,dW, +&,dB2 +dL, —dU,, 1€[0,T];
X8:x; Lo=Uy=0;
2.5) 0< X? <b as.;

T T
f x%drL, :/ (b—X2dU;=0 as.,
0 0

where BY is a Wiener process under the equivalent probability measure Q with

dQ

P _CXP</ Lpu,x)>u) |Gr(Xt)| d By

- 5/0 1{Du[<xf)>u}|5r(Xr>|_2dS>,

and analogous to [15], Propositions 3.6 & 3.10, Girsanov theorem implies the
unique existence of the weak solution for reflected SDE (2.4). In order to get the
unique existence of (strong) solution, by analogy to [15], Corollary 3.23, it remains
to prove the uniqueness of (strong) solution (also called pathwise uniqueness) to
reflected SDE (2.4). Suppose (X', L', U and (X?, L?, U?) are two (strong) so-
lutions of (2.4) (on the same probability space). Simple calculations give

xd - x2y
= fot(l{Dm(X%)m} — Lipu, x> lix1>x2) ds
" /ol Lixgox (L = dL5) = /Ol 1ix1- x2)(dUg — dU)
. fot iy x2y (05 (Xg) — 05(X7)) AW,
[ g 6001 - ()

t t
2
=f0 Npuy(x2)> 1) = Ypu,(xh=p) Lixt = x2 ds —/O Lixio dL;
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! 1 ! 1 2
[t dUl + [ e (o (X)) — o (x2) W,

t
+ [ 1 xn (6:(X)) = 3(X2) d B,
where Skorohod conditions indicate relations
t 1t t t
1 1 2 2
/0 Lixisx2ydL; =/0 Lio> x2ydL; =0=/0 Lix1>p dUs =/0 Lixi>x2ydUs.
Therefore,
X! v x?
2 1 2\ +
= Xt + (Xz - Xt)

t
=X —/0 Lipu,(x2)>p) 45
t
+ /0 Mpugxdr=pa) = Lpugxhy=p) Lixt=x) 4
t t
2 2 1 2
+L; —/0 Lix1.qydLy —/0 Lix2 4y dUg = U;

+ [ (00(X5) + Loy (0 (X5) = 03 (X7))) AW

o fot 1D (120 45 +f0t dL, - /Ot dv,
+f0t os (X1 v X2)dw, + /Ot 5s(X! v X?)dBs,
with dLy = 1(x1.0)dL? and dUs = 1;x2_ dU] + dU?2. Noticing
0< (X, VX)) yiqdLi < X7 dL] =0
and
0<(b—X VX)) (12 dU/} +dU})
<(b-X})au!'+(b—X7)dU} =0,

we see that (X! v X2, I:, U) is also a (strong) solution. Hence, X! and X' v X2
have the same probability law and this is only true if X! and X' v X? are in-
distinguishable, that is, the pathwise uniqueness holds. This finally indicates that
reflected SDE (2.4) has a unique (strong) solution. Therefore, the assumption (iii)
of (A*) is satisfied and Theorem 2.1 applies.
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3. Existence and uniqueness of a strong solution for general nonlinear
BSPDEs. In this section, we shall establish the existence and uniqueness of
strong solution for the Neumann problem for general nonlinear BSPDEs, which
might be of interest even out of the current context. For simplicity, we only con-
sider the 1-dimensional case, though there would be no essential difficulty for
multi-dimensional extensions.

Consider the following Neumann problem:

1
—du;(x) = [E(br(x)lz + 161 (0)|?) D%y (x) + 00 D (x)

3.1 + Ty (x, u, Du, D*u, v, DW)]dt—wt(x)dW,,

Du;(0) =0, Du;(b) =0;
ur(x)=G(x), xe€l0,b].

The following assumption is restricted to this section.

(A3) For any (u,y) € H>2([0,b]) x H'2([0,b]), T.(-,u, Du, D*u, , DY) €
L2 0, T, Lz([O, b))), and there exist nonnegative constants u and L such
that for any (u;, ¥;) € H>2([0, b]) x H"2([0, b]), i = 1, 2, there holds

T (-, ur, Duy, D*uy, W1, DY1) — s (-, ua, Dua, D*uz, 2, DY)
<u(| Dy —un) | + | D@ — ¥2)])
+ L(llur —uall gr2qopyy + 11 — 2l 2qo.pp) @S-
for any r € [0, T'].

REMARK 3.1. Assumption (A3) holds for the following semi-linear func-
tional:

T, (x,u, Du, D*u, ¥, DY) = o, Duy (x) + ¢y (x) + v + by (x, u, Du, )

with bounded coefficients «, ¢, ¥ and a certain Lipchitz continuous (Ww.r.t.
(u, Du, v)) function 4. In particular, letting assumptions (A0) — (A2) and (A*)
hold, the Hamiltonian function H; (x, Du;(x)) in BSPDE (1.5) satisfies assump-
tion (A3). More examples can be constructed in a similar way to [5], Remark 5.1.
It is worth noting that Assumption (.43) allows I to be fully nonlinear with a small
dependence on D?u and Dv.

The existence and uniqueness of strong solution to BSPDE (3.1) is summarized
below.

THEOREM 3.1. Let G € L*(Q, Zr; H"2([0,b])) and assumptions (A0),
(A1), (A2) and (A3) hold. There exists a positive constant |1y depending on k,
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L, K and T, such that when 0 < u < uo, BSPDE (3.1) admits a unique strong
solution (u, V) satisfying

0
32 @Yy = CUIGH 2@, 2012061 + 1T | 2200.7: 220051
where T0 £ I'.(-,0,0,0,0,0) and the constant C depends on u, L, x, K and T .

For the proof of Theorem 3.1, we shall first establish a priori estimates for some
linear equations in Section 3.1 and then use the method of continuity to complete
the proof in Section 3.2. The readers may turn to Section 4 for the proof of Theo-
rem 2.1 for the main result of this work.

3.1. The a priori estimates. For each A € [0, 1], we consider the following
linear BSPDE:

A
g (x) = [5(|at<x)|2 16, () P) D2y (x) + A0y (6) DY ()

1_
. + T)LDzu,(x) + ht(x)j| dt — Y (x) dWr,
(3:3) (t,x) €[0,T] x [0, b];

Du,(0) =0, Du,(b) = 0;
ur(x)=G(x), xe€][O0,b].

PROPOSITION 3.1. Let (A0), (Al) and (A2) hold and
h e £*(0, T; L*([0, b])), G e L*(Q, Zr; H'2([0, b))).

Suppose (u, V) is a strong solution of Neumann problem (3.3). Then the strong
solution is unique and it satisfies

|, ) |2,

T 1
< {161 .5y gy + E| [ s |+ Ll + el Dy P ds .
Ve > 0,

and

e v 3

T
2
= C2{”G”L%Q,%;HLZ([o,bJ)) + E[/O

(ke )| + 4, D% ]
2 2
< G612 77 mr2qo.omy T 1022, 0,722 0,600 )

where the constants C1, C and C3 depend only on k, K and T and are indepen-
dent of A €10, 1].



NEUMANN PROBLEM FOR BACKWARD SPDES 2831

PROOF. Step 1. Applying 1t6’s formula (see Lemma A.1) to the square norm
yields

T
||ut||2+jt Y5112 ds — |G|I*

T
:/; (g, M[(1051 + 155|?) D%y + 20, D] + (1 — 2) DPuy + 2hy) ds

T
— 2/ (us, vsdWs) as.
t
for any ¢ € [0, T']. In view of the Neumann boundary condition, we have
T T
[ s 0= HDud == =2 [ 1w ds
t t

and

T
/t (us» (|Us|2 + |5s|2)D2us>ds

T T
_ —ft (Dug, (|05 |2 + 16,1%) Dus)ds ‘/, (us D(los |2 + 15, 1%), Dus)ds

(by (A2))
T 2 - 2 C T 2 T 2
s—/t (Duy, (|05 + 15| )Dus>ds+gft s ds+81[ | Duy |2 ds

(by (AD))

T 2 c T 2 T 2
s—fc/ | Dus| ds+8—/ lus | ds+slf IDusl>ds, 1> 0.
t 1Jt t

Using the Schwartz inequality, we further have

T K2 T 5 T )
6o [ (. 20 DY) ds < [ wdPds e [ 1Dy P ds. e >0
t t t
In addition, we have

ZE[ sup

relt,T] }

T 1/2
(by BDG inequality) < CE[(/ ||us||2||1ﬁs||2ds> ]
t

[ v aw,

] < 4E[ sup
telt,T]

/TT<us, Wy dW,)

Notice A € [0, 1] and

=125 50
— - —>0.
2 =173
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Incorporating the above estimates and letting &1 = 7, we arrive at

T
SE[ sup fuyl?]+ (1 = ) E[lu, 1] + Ef (19512 + I Dug %) ds
selt,T] t

T 1
< CE[HGM2 + (1 + g)umﬁ T (s, 5)| + 21l DYy I ds

+5(ftT ”“S”z||ws||2ds>1/2]

T 1
< CE[HGM2 + (1 + g)umﬁ (s, us)| + 21l DYy 12 ds

T 2 8 2
+8 [ 1wslPds |+ SE[ sup ),
t

selt,T]

with é € {0, 1}. Applying the Gronwall inequality successively for the cases § =0
and § = 1, we obtain

T
E[ sup lusP]+E [ (105 IP + 1Dus ) ds
se(t,T] t

(3.5) §CE[||G||2+[T|(hS,u5)|ds

1 T 2 T 2
+—/ s dS+82f 1Dy |2 ds |,
&2 Jt t

with the constant C depending only on «, K and T'.

Step 2. Taking the spatial derivatives on both sides of BSPDE (3.3), one can
easily check that (v, ¥)2(Du, D) is a weak solution of the following Dirichlet
problem:?

A
—dv,(x) = [§(|G,(x)|2 + 16, (x)[}) D?v; (x) + Aoy (x) DY, (x)

A 2 = 2
+ ED(’O’,()C)‘ + |64 (x)|") Dv; (x) + A Doy (x) W (x)
(3.6) 1—x
F D0+ th(X)] dt — W, (x)dW;:
v;(0) =0, v (b) =0;
vr(x) = DG (x).

5In view of Definition 2.1, a strong solution satisfies the associated BSPDE in the weak/
distributional sense as a Sobolev space-valued random function. In fact, it always makes sense to
differentiate a function in Sobolev space as the derivative can be well defined in the distributional
sense; in particular, for the strong solution (u, ¥), we have (u, ¥) € 1 according to Definition 2.1,
then it follows that (Du, Dyr) € H. Therefore, we take spatial derivatives and write the resulting
equation in a straightforward way.
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Applying again Itd’s formula (Lemma A.1 in Appendix A) to the square norm
yields

T
||vt||2+ft W2 ds — | DG

T
:'/t <USa )\'[(|O—s|2 + |5s|2)D2Us +20,DW, + D(|Us|2 + |5—s|2)Dvs
+ 2D W] 4 (1 — &) D?u)ds

T T
+2/ (vS,DhS)ds—Z/ (v, U, dW,)  as. Ve e[0,T].
t t

In view of the zero-Dirichlet condition, one has

T T
f (05, (1 = 2)D?v) = —(1 —x)/ | Dvs |2 ds,
t t

T
/ (USs (|(7s|2 + |5s|2)D2Us + 20DV + D(|0s|2 + |6s|2)Dvs
1t
+2Do W) ds
T
(3.7) =_f, (D, (Jog]? + 155 |%) Dvg + 20, %) ds
ro._ 2 2 1 T 2
(3.8) < —/ (Il65 Dvs|I” — e3llos Dug||) ds + —/ s~ ds
t 14+e3 s
(by (A1) and (A2))

2 T 2 1 T 2
(3.9) 5_(K_83K)/ llos Dug| ds+—/ W, [2ds, &3>0,
t 14+e3J;
and
T T
/(vs,Dhs)ds:—/ (Dvs, hy)ds.
t t

Taking e3 = 5} and in a similar way to Step I, we get

T
E[ sup [0l +E [ (IDusI? + 19, 1) ds
selt,T] t

T
ECE[||DG||2+/ |<hs,Dvs>|ds},
t
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that is,

T
E[ sup ||Dus||2]+Ef (| Dus])? + DY) ds
selt,T] t

T
§CE[||DG||2+/ |(hS,D2us)|ds},
t

which, together with (3.5), implies

T
E[ SEJ—P | ”MS”%II.Z([O h])] + E,/t (HMS”%IZZ([O b)) + ||Ws ”%1,2([0 b])) dS
selt, T ’ ’ ’

T
< CE[HGM%,M([O,,,D + f (s us)] + [{hs, D?u)]) ds

1 r 2 r 2
+—/ s ds+ez/ 1DV, ds |,
&2 Jt t

with C depending only on «x, K and T.
Noticing that

T T /2
f, (|(hs. us)| + (s, D?us)l) ds < / (gnhan + 282||us||§,2,2([0,,,])> ds

and letting &2 be small enough, one obtains for any ¢ € [0, T'],

T
E[ SEJP ] ”uS”%]l,Z([O b]):l + E[ (HMS”?.IZQ([O b]) + ”ws”%]lZ([O b]))ds
selt, T ’ ’ ’

T
(3.10) sCE[nGni,l,z([o,b]ﬁ /t (|<hs,us>|+|<hs,D2us)|)ds]

T
< CE[I1G oo + [ IhlPds ]

with the constants Cs depending on x, K and 7. The uniqueness follows as an
immediate consequence of the estimates and the linearity of the concerned BSPDE.
O

When Ao =0, estimate (3.4) is not needed and we have the following.

COROLLARY 3.1. Let (A0), (A1) and (A2) hold with Ao =0, and h €
£%:(0, T; L2([0, b)), G € L*(2, Fr; L*([0, b])). Suppose (u, V) is a weak solu-
tion of the Neumann problem (3.3). Then the weak solution is unique and it holds
that

T
2
” (Lt, v/)”y_[ S Cl { ”G”iZ(Q,y\T;Lz([O,b])) + E|:/0 |<ht7 Mt)}dtj“

2 2
= Co{lIGI 20,77 12q0.60) + 10022, 0.7 220,00 )

where the constants C1 and Cy depend only on x, K and T .
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REMARK 3.2. When o is not vanishing, for a weak solution (u«, ¥), the esti-
mate (3.4) makes no sense. In fact, the term ftT (ug, 205 Drg) ds is not well defined.
Even when we apply the integration-by-parts formula, the function i has no in-
trinsic meaning on the boundary, nor does the term uo v, because they are just
restrictions to the boundary of L2 ([0, b]) functions. Thus, for the Neumann prob-
lems like (1.5) and (3.3), It6’s formula for the square norm is not applicable to the
weak solutions when o is not vanishing, and this makes the existing methods for
weak solutions inapplicable here.

REMARK 3.3. If we explore in more detail the calculations from (3.7) through
(3.9), we may see how the assumptions (.40) and (A1), respectively, on adapt-
edness and super-parabolicity contribute to the gradient estimates ((3.10) for in-
stance), and thus the improved regularity of solutions that is in demand to apply
the It6—Kunita—Wentzell formula of Lemma 4.1 for the verification in the proof
of Theorem 2.1. In particular, if there is only one Wiener process W in the orig-
inal control problem (see (1.1) and (1.2)) and we assume all the coefficients are
adapted to the filtration .# generated by W, then the control problem turns out to
be equivalent to the case when ¢ = 0 and this will make calculations (3.7)—(3.9)
and the gradient estimates in (3.10) invalid. In this sense, it also explains why we
have two Wiener processes W and B and use the coefficients associated with B to
construct the super-parabolicity.

3.2. Existence and uniqueness of a strong solution (proof of Theorem 3.1).
First, we consider the following Neumann problem with Laplacian operator:

—duy(x) = [D?u, (x) + b (x)] dt — ¥, (x) dW,,
(t,x) e€[0,T] x [0, b];

Du,(0) =0, Du;(b) =0;

ur(x)=G(x), xel0,b].

3.11)

PROPOSITION 3.2. Let
hel%(0,T;L*([0,b])) and G e L*(, Zr; H"*([0,b])).

BSPDE (3.11) admits a unique strong solution (u, ).

PROOF. The uniqueness of strong solution follows directly from Proposi-
tion 3.1. We need only to prove the existence. Step I. Suppose further h €
£%(0, T; H2([0, b])) and DG € L*(2, Zr; Hy ([0, b])). By the theory on the
Neumann problem of deterministic parabolic PDEs (see [19], Theorem 7.20), there
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exists a unique strong solution i to PDE:

—0;lt; (x) = Dzﬁt(x) +hi(x), (t,x)€[0,T] x [0, b];
(3.12) Di;(0) =0, Diu;(b) =0;
ur(x)=G(x), xe€]0,b],

such that 72, Dii, D*ii, 8,4t € L>(2, %r; L*([0, T] x [0, b])). Taking conditional
expectations in Hilbert spaces (see [4]), set

u, = E[u;|.%,] as., foreachre[0,T],

which admits a version in §% (0, T; L%([0, b)) N £%(0, T; H*2([0, b)) that to-
gether with ¥ € £2(0, T; L2([0, b)) satisfies L*([0, b])-valued BSDE:

—du;(x) = [D?u;(x) + hy(x)] dt — ¥, (x) dWy;

(3.13)
ur(x)=G(x), xe]0,b].

In view of the definition of u, u satisfies the zero-Neumann boundary condition.
By Definition 2.1 and Corollary 3.1, it is easy to check that (u, ¥) is the weak
solution to BSPDE (3.11).

Step 2. We now prove that the constructed weak solution (u, V) is in fact the
unique strong solution of BSPDE (3.11). In a similar way to Step 1, it is easy to
check that Dui would be the strong solution of Dirichlet problem:

—0; 0 (x) = sz),(x) + Dh;(x), (t,x)el0,T]x]0,b];
(3.14) 0,(0) =0, 0, (b) =0;
or(x) = DG(x), x€]0,b],

and (Du, D) satisfies L?([0, b])-valued BSDE (3.13) associated to the coeffi-
cients (Dh, DG). In particular, we have

(Du, DY) € 8%(0, T; L*([0, b1)) x £%(0, T: L2([0, b))

and thus (u,) is the strong solution to BSPDE (3.11). For general & €
£%(0,T; L*([0,b])) and G € LX(Q, Zr; H"2([0,b])), we may choose a se-
quence

{(R",G™)}ems € L£5(0, T HY2([0,b1)) x LA(Q, Fr: H([0, b))

with {DG"},ent+ C LX(Q, Fr; Hol’z([O, b])) such that (h", G") converges to
(h, G) in £2;(0, T; L*([0, b])) x L*(Q2, Fr; H'2([0, b)). For each (", G"), we
get the corresponding strong solution (1", "). Then the estimates in Proposi-
tion 3.1 yield the convergence of (1", ") as well as the existence of strong solu-
tion. [J
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Now, we may use the continuity method to prove Theorem 3.1.

PROOF OF THEOREM 3.1. Step I. Foreach h € ,C 70,7, L?([0,b])) and 1 €
[0, 1], consider the following BSPDE:

1
duy (x) = {x[iﬂm(x){z 1600 %) Dus ()
+ 01 (x) DY, (x) + Ty (x, u, Du, D*u, ¥, Dlﬂ)i|

(3.15) + (1= 2) D% (x) +ht<x)}dz () dW,,

(t,x) e[0,T] x [0, b];
Du,;(0) =0, Du;(b) =0;
ur(x)=Gkx), xel0,b].

Note that BSPDE (3.1) corresponds to the special case when A =1 and h = 0.
We will generalize the a priori estimates from the linear case of Proposition 3.1 to
nonlinear equation (3.15). Suppose (u, i) is a strong solution of BSPDE (3.15).
Applying Proposition 3.1 to each ¢ € [0, T'] (see also estimates (3.5) and (3.10)),
we have by (A3)

T
E[ sup flu,|?]+ Ef 19512 + || Dus ) ds
selt,T] t

T
§CE[||G||2+/ (ks + AT (-, u, Du, D*u, ¥, DY), us)| ds
t
1 /T T
+—/ ||us||2ds+e/ ||Dws||2ds}
E Jt t
r 2
SCE[IIGII2+8/ (Ihs]? + |Ts (- . Du, D*u, . DY)
(3.16) t
2 3 T 2
HIDU IR ds+2 [ ) ds}
sclE[an2

T
+sf (TS + s 1 Al 1+ 1 Dae I+ 1 1) s

+ = / s | ds+f 1+ 1 2) | DY 1% + e4?| D?us |* ds}



2838 E. BAYRAKTAR AND J. QIU

and
EL:[‘;’I’T] ””S”Hlvzqo,b])] +E/, (s 322 0,07) + 15 N 5p120.67)) 45
2 r )
= CE|:”G||H1*2([0,b]) +/t. }(h_; +)\.F3(, u, DM, D u, w, D’(ﬁ), I,{s>| ds
T
+ / Wls +)\FS(" u, Du, Dz”v v, DW), D2”5)| dsj|
(3.17)

< CE[ 16120
1 T
+(1+—>/ (||r§?}|2+||hs||2+||us||2+||Dus||2+||ws||2)ds}
+/ (1 + &) | D2us | + (14 + €) [ DY, 2] ds

with Cs depending on «, K, L and T'. Letting ¢ < we have by (3.16),

1
2C1+1°
2 T 2 2
E[ sup s ]+ E [ (10517 + 1Dus ) ds
t

selt,T]

< CzE[l|G||2
(3.18)

T 2
+ [ (||F?<|2+ sl + = s
+e(1+ 1) IDYs P + 2| D2us ||2) ds}

with C» independent of (e, ). From (3.18) and (3.17), it follows that, there exists
o depending on k, K, L and T such that when u < ug, letting & be small enough
and using Gronwall inequality yield

Gy ¥ [
(3.19) < C(IG I 2. 7r: 11205

0
+r ||529(0,T;L2([o,b])) + ||h||5§(o,T;L2([0,b])))’

with the constant C depending on u, L, x, K and T'.
Step 2. Suppose (u1, 1) and (u2, ) are two strong solutions of BSPDE
(3.15). Then the pair (du,8v) = (u; — ua, Y1 — Yo) satisfies the following
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BSPDE:
— 1 2 - 2 2
—ddur () = A 5 (|0t ()] + |01 () [) D761 (x) + 01 () DS (x)
+ F;(x, uy, Duy, Dzul, ¥, le)
(3.20) — T (x. u2, Duz, D?uz, o, Dlﬁz)}

+(1— A)Dzéu,(x)} dt — 8y (x) dWy;

Déu;(0) =0, Déu,(b) =0;
Sur(x)=0.

Recalling (A3), we have
“Fl(" ui, Dul’ Dzulv I/II’ le) - Ft('» uz, Duz, Dzuz, wz, D'(//z) ||
< u(|D*(u1 —up)| + | D1 — ¥2)|)

+ L(””l - u2||H1,2([0’b]) + Y1 — 1ﬁ2||L2([(),b])),

a.s. for any ¢ € [0,T]. In a similar way to Step I, applying 1t6’s formula
(Lemma A.1 in Appendix A) to square norms of (du,§yr), one gets estimates
(3.16), (3.17) and (3.18), and further (3.19) but with (G, I'°, h) being replaced by
zero values. This indicates the uniqueness of strong solution to BSPDE (3.15) as
well as to BSPDE (3.1).

Step 3. First, notice that the a priori estimate (3.19) holds with the constant C
being independent of A € [0, 1]. When A = 0, Proposition 3.2 implies that BSPDE
(3.15) admits a unique strong solution (u, ¥). Noticing that when A = 1, BSPDE
(3.15) coincides with (3.1), we then expect to extend the well-posedness of BSPDE
(3.15) through the interval [0, 1] starting from A = 0.

Assume that for some A = Ao, BSPDE (3.15), satisfying assumptions (A0) —
(A3), admits a unique strong solution (u, V), which is true when 1o = 0 (by
Proposition 3.2 as above). Then, for each (i, 1}) € H!, the following BSPDE:

() = 0] 3 lor )+ 1610 )P (0 + 0,0 Dy )
+ Ty (x, u, Du, D*u, Dw)}
+ (O — /\O)B(|a,(x)\2 + |6:(x)|?) D2ty (x) + 07 (x) DY (x)
+ Ty (x, i, Dit, D%it, 4, DY) — Dzﬁ,(x)]
+(1— xo)Dzut(x)} dt — Y (x) dW;,

(t,x) e [0, T] x [0, b];
Du,(0) =0, Du;(b) =0;
ur(x)=Gx), xe€lO0,b],




2840 E. BAYRAKTAR AND J. QIU

is a special case of BSDPE (3.15) with A = Ag and
_ 1 2 _ 2 2w v
hi(x) = (A — 20) §(|Uz(x)| + |61 (x)|7) Dt (x) + 07 (x) DY (x)
+ Iy (x, 12, Dit, D%, v, DY) — Dzﬁt(x)},

and it has a unique strong solution (u, ¥), and we can define the solution map as
follows:

Moy M —HL L) e ).
Then for any (u;, ¥;) € H! i=1,2,in a similar way to Step 2, we have
|1 — w2, Y1 — 92| 4
<l hol| (10 + 15 ) DG — 1) — DG — i)
+ oD@ — V) + T.(-, iy, Dity, D%y, Y1, D)

£%(0,T;L2([0,b)))
< Cx = ol Gty — dia, Y1 — ¥2) |41,

where the constant C does not depend on (X, Ag). If | — Xg| < % My, is

a contraction mapping and it has a unique fixed point (u,v) € H! which
is a strong solution of BSPDE (3.15). In this way, if BSPDE (3.15) has a
strong solution for Ao, so does it for any A satisfying |A — Ag| < 1/C. In fi-
nite steps starting from A = 0, we can reach A = 1, which together with the
estimate (3.19) and the uniqueness obtained in Step 2 completes the proof.

O

4. Proof of Theorem 2.1. We introduce an [t6—Kunita—Wentzell formula for
the composition of random fields and stochastic differential systems.

LEMMA 4.1. Let
t t t t
@) Xy=x+ [ gar+ [dac+ [p.aw.+ [ 5as. 0<i=T,
0 0 0 0
with (&, p, p) € %(0, T:R) x %(0, T:R?) x @2(0, T;RY) and A being a ;-

adapted continuous bounded variation process satisfying Ag = 0. Suppose 0 <
X; <ba.s.and

t t
ut(X)=Mo(X)+/O qr(X)dr+/0 Vr(x)dW,  for (t,x) €[0,T] x [0, b],
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holds in the weak sense with (u, q, V) in
(8%(0, T; H*2([0, b])) N L2(0, T; H>2([0, b]))) x £(0, T; H"*([0, b))

x L£2(0, T; H*2([0, b])).
Then, for each x € [0, b], it holds almost surely that, for all t € [0, T],
u (X7) — uo(x)

= /Ol [q, (X%%) + & Du, (X2%)
4.2) + %(Ipl2 +1p1°) D?u, (X2%) + pr,(XE’X)] dr
4 [ Dur(x0%)a, + [ e (X0%) + Dur (X)) Wy
+ /Ot Du, (X)) dB;.

By Sobolev’s embedding theorem, H™2(R) is continuously embedded into
continuous function space C”~!. Thus, equation (4.2) makes sense for each
x € [0, b] and in this way, Lemma 4.1 is similar to the first formula of Kunita [17],
pp- 118-119, if we replace the bounded domain [0, ] by the whole real line R.
To eliminate the affects of the boundary of the bounded domain, we extend the
Sobolev spaces to the whole line, and the sketch of the proof is provided in the
Appendix. We would note that in Lemma 4.1, we consider the one-dimensional
case for simplicity and that there is no essential difficulty in extending it to multi-
dimensional cases.

A result on the Dirichlet problem of BSPDE:s is introduced below, whose proof
is the same to that of [6], Theorem 3.1, under our assumptions.

LEMMA 4.2. Consider the following Dirichlet problem of BSPDE:

1 2 - 2 2
vy (x) = [5(|at| +16,12) D?u; (x) + 0, DY (x) +ht<x)} di
(43) - wt(-x)dWh (ts x) € [O’ T] X [0’ b]a

w0 =0,  v(b)=0;

vr(x) =G(x), x€l0,0],
with G € L2, Fr; Hy > ([0, b])) and h € L2(0, T; L*([0, b])). Under assump-
tions (A0), (A1) and (A2) with 0;(0) = o;(b) =0 a.s. for any t € [0, T], BSPDE
(4.3) admits a unique weak solution (v, V) which is also the unique strong solution
with
@4 [, W] = UG 2@ 7 11 2q10.61) + 1l 2200.7:22(10.67)))
with the constant Cs depending on k, K and T .
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PROOF OF THEOREM 2.1. We first reduce the Neumann problem (1.5) to the
case with zero Neumann boundary condition. In view of assumption (i) of (A*)
and Definition 2.1, setting

~ ~ X
@9 900 = [ (61.%.G)(¥)dy for cach (t,) € [0.T1 x [0. b1
we have (g, G) is the strong solution of the following BSPDE:

—dg(x) = B(mz +161%)D*g(x) + o Dy (x) + ﬁ(x)] dt
— Y () dW,, (t,x)€[0,T] x [0, b];

D (0)=g(0),  Dg(b)=gb);

r=[eroidy. xep.b)

4.5)

with f € £2(0, T; H'2([0, b])) being defined

~ 1 ~ ~
fi(x) = —5(|a|2 +161%)D?8,(x) — o Dy, (x) + % (x).

Thus, the existence and uniqueness of strong solution (u, ¥) to BSPDE (1.5) is
equivalent to that of the strong solution (i, ) = (u — g, ¥ — G) to the following
BSPDE:

1 -
—dity (x) = [5(""2 4162 D%, (x) + 0 DYy (x)

+ H; (x, Dit;(x) + Dg; (x)) — f,(x)] dt
— ¥ (x)dW,, (t,x)€[0,T]x[0,b];
Du,(0) =0, Du,(b) =0;
iir(x) =G(x) — gr(x), xel0,b].

(4.6)

By Theorem 3.1, BSPDE (4.6) has a unique strong solution (i, v/). Taking
derivatives, one can easily check that

(v,£) 2 (Dii, DY) = (Du — D§, Dy — DG) = (Du — g, DY — G)

is a weak solution of the following Dirichlet problem:

1
du(x) = [5('“'2 416 P) D, (x) + 0 Dy (x) + F:(x)} dr
(47) - é‘[(x)th, (t’ -x) € [Oa T] X [07 b]’
v;(0) =0, v (b) =0;
v (x) =DG(x) —gr(x), x€l0,b],
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with
F;(x) = =D f;(x) + (Doo’ + D&o')Dii;(x) + Do Dy, (x)
+ (DH); (x, Dit; (x) + g (x))
+ (0 H), (x, Diy (x) + g(x)) (D% (x) + Dgy (x)).

By assumption (ii) of (A*), one has F € £2(0, T; L*([0, b])). Then one can
conclude from Lemma 4.2 that (v, ¢) turns out to be a strong solution. Thus,
(Dii, DY) = (v, ¢) € H! and, moreover, (Du, DY) = (Dii + g, DV + G) € H!.
Hence, (u, ) € H>. This regularity and assumption (iii) of (A*) indicate the ad-
missibility of the control 6, = I1; (X}, u,(X})). For each admissible control 6,
applying the generalized Ito—Kunita—Wentzell formula to u,(X>**?) indicates that
for each x € [0, b], there holds almost surely

u (X))

T _

_ EU essinf{B, (X5, 6) Du, (X050) + f(X04°, 5)}’%]
t 0e®

4.8)

T _
+E[= [ (X0 6Dy (30 r + G (X3 | 7
0
0,x:0 T - =
< E[G(XT’X’ )+ / £ (X950 6,) dr‘%], Vi [0, T].
t
Thus, for any admissible control 9, it holds almost surely,

(4.9) u (X000 < 1, (X202 0),  vrelo,T).

On the other hand, in a similar way to (4.8), for each x € [0, b],
T _
@10)  uy(X7) = E[G(x;) + [ ne dr‘,j@t] = J(X"0%)
t

holds for all ¢ € [0, T] with probability 1. Hence, in view of relations (4.9) and
(4.10), u;(x) coincides with the value function and the optimal control is given by
0F =11, (X}, Du,(X})) with the optimal state process X satisfying RSDE (2.3).
We complete the proof. [J

REMARK 4.1. It is worth noting that when the dimension is bigger than one,
simply taking derivatives does not arrive at a Dirichlet problem for the gradients.
In other words, the method used in the above proof cannot be directly extended to
multi-dimensional cases.
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APPENDIX A: AN ITO FORMULA FOR THE SQUARE NORM OF
SOLUTIONS OF SPDES

Let (V, || - |lv) be a real reflexive and separable Banach space, and H a real
separable Hilbert space. With a little notational confusion, the inner product and
norm in H is denoted by (-, -) and || - ||, respectively. Assume that V is densely and
continuously imbedded in H. Thus, the dual space H' is also continuously imbed-
ded in V'’ which is the dual space of V. Simply, we denote the above framework
by

Ves HXH V.

We denote by || - ||« the norm in V’. The dual product between V and V' is denoted
by (-, )y..v. (V, H, V') is called a Gelfand triple.

The It6 formula plays a crucial role in the theory of SPDEs (see [16, 33] for in-
stance). In the following, we introduce a backward version; see [30], Theorem 3.2,
for the proof for general cases.

LEMMA A.l. Let € € L*(Q, Zr,H), F € £L>0,T;V') and (u,V¥) €
L2(0,T; V) x £L2(0,T; L(RY, H)) with (LR?, H), || - |1, (-, )1) being the space
of Hilbert-Schmidt operators from R? to H. Assume that the following backward
SDE:

T T
(A1) w=t+ [ Fds— [ yaw, rew.7]
t t
holds in the weak sense, that is, for any ¢ € V, it holds almost surely that
T T
) =&0)+ [ (Fdhvyds= [ (@ vnawa. 1€10.7)

Then we assert that u € S*(0, T; H) and the following Ito formula holds almost
surely:

T
llue 1> = |1 +/ (2(Fy, us)yr.y — 1¥sl3) ds
(A.2) !

T
—f Qs s dWy), tel0.T].
t

REMARK A.1. InLemma A.1, suppose additionally § € LZ(Q, Fr, H), Fe
£20,T; V"), (i, ¥) € £L2(0, T; V) x L*(0, T; L(R?, H)) and

T T
(A3) a,=s+f Fsds—/ JodW,, 1€[0,T],
t t
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holds in the weak sense. Then ii € S2(0, T; H), and applying the parallelogram
rule yields that the following holds almost surely:

(ur, i) ss+/ (For i)y v + (Fostig) vy — (W, 9)) ds
(A4)

T ~
—/ (g, Ys dWs) — / (ug, s dWs) vt el0,T].
t t

APPENDIX B: PROOF OF LEMMA 4.1

SKETCH OF THE PROOF OF LEMMA 4.1. The Sobolev space theory allows us
to extend H*2([0, b]) to HX2(R) for integers k > 1. In particular, when k =1, 2,
the bounded linear extension operator can be constructed (as in [9], pp. 254-257)
as follows: for each ¢ € H“2([0, b)) or ¢ € H>2([0, b)),

Z(x) if x € [0, b];
a y(x)[—3§(—x) + 4((—x/2)] if x e [-b,0];
Erx) 2 . !
y(x)[—3§(2b—x) +4§((2b—x)/2)] if x € [b, 2b];
0 if x € (—o0, —b) U (2b, 00),

where y € C°(R) satisfying y(x) =1 for x € [0, b] while y(x) =0 for x €
(=00, —=b/2]1 U [3b/2,00). £ is called an extension of ¢ to R. Then it is easy
to check that

Eur (x) = Euo(x) + /0 £qr(x)dr
(B.1) ,
+/ EY,(x)dW, for (t,x)€[0,T] xR,
0

holds in the weak sense.
Define

1
Ge21 i : L -1
(B.2) d)(x):[ce voiflxf =1 withE::(/ eledx> ,
~1

0 otherwise;

and for/ e N, set ¢;(x) =[l¢p(Ix), x € R. Itd’s formula yields that, for each y € R,
$1(X7" —y)

t t
= — Do (X — y)p, dW; Doy (X%~ — y)p, dB,
¢1(x y)+/0 &1(X," —y)p +/0 &1 X" —y)p
1 , 1 ) ,
+ fo [chz(x;’x — V)& + 5(|pr|2 +1pr17) Dy (3 — y)} dr

t
+/ Dei(x)* —y)dA,, tels,T].
0
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In view of (B.1), we have by It6’s formula of Remark A.1,
[ o = nEuay = [ 16 = »Euotdy
- /0 /R DEu (i (X — y)dyda,
= [ [[peu s + a0+ 300 +12) D, ()
+ 0 DEw, () | (XL* = y)dydr
+/ / &1 (X2 — ¥)(pr DEU, () + ¥ (v)) dy d W,

+ / / &1(XO — )5, DEuy(v) dy dBy,

a.s. for all ¢+ € [0, T]. We note that as X** € S;;(O, T; [0, b]), all the above in-
tegrals on R are taken on a compact set for almost every w € 2, and thus make
sense. Since the sequence of convolutions indexed by / approximates to the iden-
tity and 0 < X; < b as,, letting [ — oo and recalling that Eu;(x) = u;(x) for
(t,x) € [0, T] x [0, b], we obtain that for each x € [0, b], it holds almost surely
that, for all t € [0, T],

ut(X?’x)
= ug(x) + jo t [qr(XS’X) + & Dup (X2¥) + %umz + 16, 17) D?ur (X2
+ p,Dwr(Xg’x)} ar+ | " Duy (X0%)dA,
+ /Ot(wr(X?*) + Du, (X)) pr) AW, + /O t Du,(X}™)pr dB,. 0
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