J. Appl. Math. & Informatics Vol. 28(2010), No. 5 - 6, pp. 1305-1814
Website: http://www.kcam.biz

REFLECTED BSDE DRIVEN BY A LEVY PROCESS WITH
STOCHASTIC LIPSCHITZ COEFFICIENT'

WEN LU

ABSTRACT. In this paper, we deal with a class of one-dimensional reflected
backward stochastic differential equations driven by a Brownian motion
and the martingales of Teugels associated with an independent Lévy pro-
cess having a stochastic Lipschitz coefficient. We derive the existence and
uniqueness of solutions for these equations via Snell envelope and the fixed
point theorem.
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1. Introduction

El Karoui et al. [1] introduced the notion of one barrier reflected BSDE
(RBSDE in short), which is actually a backward equation but the solution is
forced to stay above a given obstacle. More precisely, a solution of such an
equation is a triple of processes (Y, Z, K) such that

T T
Kt:f‘i‘/ f(S,Ys,Zs)dS-FKT—Kt—/ ZsdBs, Y >S5,
t t

where the obstacle S is a given stochastic process. The increasing process K
is introduced to pushes the process Y upwards with minimal energy so that
it may remain above the obstacle S, i.e. fOT(Yt — S;)dK; = 0. This type of
BSDEs is motivated by pricing American options (see e.g. [2]) and studying the
mixed game problems(see e.g. [3], [4]). The existence and uniqueness theorem
of solution of RBSDE in [1] was proved under the Lipschitz assumption on the
coefficient.
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Recently, Nualart and Schoutens [5] gave a martingale representation theo-
rem associated to a Lévy process. Furthermore, they showed the existence and
uniqueness of solutions to BSDEs driven by Teugels martingales associated with
a Lévy process with moments of all orders in [6]. Following this way, Bahlali
et al. [7] established the existence and uniqueness of solution for BSDEs driven
by a Brownian motion and the martingales of Teugels associated with an inde-
pendent Lévy process, having a Lipschitz or a locally Lipschitz coefficient. As
a natural extension, Ren and Hu [8] showed the same result for the RBSDEs
driven by Lévy processes with Lipschitz coefficient.

However, the Lipschitz condition is too restrictive to be assumed in many
applications. Due to this limitation, many papers have devoted to relax the
Lipschitz condition (see e.g. [9], [10] and the references therein). El Karoui
and Huang [11] considered BSDEs driven by a general cadlag martingale with
stochastic Lipschitz coefficient, they established a general result of existence and
uniqueness by strengthening the integrability conditions on the coefficient and
the terminal condition. Later, under the same assumptions on the coefficient,
Bender and Kohlmann [12] showed the same result for BSDEs driven only by
a Brownian motion. Motivated by the above works, the purpose of the present
paper is to consider a class of one-dimensional RBSDEs driven by Lévy processes
with stochastic Lipschitz coefficient. We try to get the existence and uniqueness
of solutions for those RBSDEs by means of the Snell envelope and the fixed
point theorem.

The rest of the paper is organized as follows. In Section 2, we introduce some
preliminaries including some spaces. Section 3 is devoted to prove the existence
and uniqueness of solutions to RBSDEs with stochastic Lipschitz coefficient.

2. Preliminaries

Let T > 0 be a given real number. We first introduce the following two
mutually independent processes:

e {B;:1€0,T]}: astandard Brownian motion in R;
e A R-valued Lévy process of the form L; = bt + ¢, corresponding to a
standard Lévy measure v satisfying the following conditions:

(i) [r(1Ay*)r(dy) < oo,
(i) i MYy (dy) < oo, for every € > 0 and for some \ > 0.

We denote by (2, F, P) a complete probability space and F; the filtration
generated by the Brownian motion B and the Lévy process defined above, i.e.

Fi=0{Bs,0<s<t}Vo{L;,0<s<t}VN,

where N is the set of all P-null subsets. The Euclidean norm of a vector y € R"
will be defined by |y|.
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Let (at)¢>0 be a nonnegative F;-adapted process, define
t
A(t) = / a*(s)ds, 0<t<T.
0

For 8 > 0, let’s introduce the following spaces:

e L?(B,a) the space of Fr-measurable random variables ¢ such that

E[eP4De’] < co.

e S?(B,a) the space of F-progressively measurable processes
{t¢ : t € [0,T]} such that
E[e*4T) sup [1[*] < oo,
0<t<T
e H?(B,a) the space of predictable processes {1 : t € [0,T]} such that
T
E/ eBA(t)|@[1t|2dt < 0.
0
e [2: the space of real valued sequences x = (%p)n>1 such that
oo
||37H2 = fo < 00.
i=1
e H?(B,a;1?) the corresponding space of [>-valued processes

{t¢ : t € [0,T]} such that
T 0o T 4
E/ eﬁA(t)||1/1tH2dt _ ZE/ €ﬁA(t)|'l/)t(l)|2dt < 0.
0 i=1 0

Let (H (i))izl denote the Teugels martingales associated with a Lévy process
{L:: t €[0,T]}. More precisely

Ht(i) _ Ci,th(i) + ci7i_1y;:(i71) 4 +Cth(l)’

where V") = L) — E[L] = LY —tE[L{"] for all i > 1 and L{” are so called
power-jump processes, i.e., Lgl) =L, and Ll(f) =Y gcsci(ALy)  for i > 2. It was
shown in Nualart and Schoutens [6] that the coefficient c¢;; correspond to the
orthonormalization of the polynomials 1,z,x2,... with respect to the measure

p(dx) = a?v(dx) 4+ 0280 (dz):
Gio1=cigx' HCi i T4 g
We set
pi(2) = 2qi1(2) = i’ + e ™ 4 e

The martingale (H(®);>; can be chosen to be pairwise strongly orthonormal
martingales.

The following result is the general martingale representation theorem which
due to Bahlali et al. [7].
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Proposition 1. Let {M; : t € [0,T]} be an Fi-adapted square integrable mar-
tingale. Then, there exist Z € H*(3,a) and U € H?(B,a;1?) such that

t 0ot
M, = E[M,] + / Z, B+ / UDaH®.

0 = Jo

In this paper, we consider the following RBSDE:

Yo =&+ [ f(s,Yer, Zo,Us)ds + Kr — K,
— [P ZaB, -2, [TUPdHY, 0 <t < T, (1)
Y, > 8, VO <t <Tas. and [ (Yo — S, )dK; = 0,as.

where the coefficient f : Qx [0, 7] x R x R?x R — R is progressively measurable.
For 8 > 0, we make the following assumptions:

(H1) VYt € [0,T7, (yi, zi,u;) € R x R x [2,i = 1,2, there are three nonnegative
Fi-adapted processes u(t), v(t) and n(t) such that

|f (g1, 21,u1) = FE Y2, 22, u2)| < p(®)lyr — wol + ()21 — 22[ + () lur —wall;  (2)

(H2) e > 0 such that a(t) := p(t) +2(t) + n*(t) > €

@3) vt € [0,7), LE200) ¢ 25 4.

We refer to (H1) as the stochastic Lipschitz condition on the coefficient f.
Furthermore, we assume:
(H4) The terminal value £ € L?(3,a);
(H5) The obstacle {S;,0 < t < T} is a rell(right continuous with left lim-
its) progressively measurable real-valued process satisfying Sy < £ a.s. and
E[supge;<r 2#4®(S;7)?] < 0o , where S;" = max{S;,0}. Moreover, we assume
that its jumping times are inaccessible stopping times.

We now present the definition of the solutions for RBSDE (1).
Definition 1. Let 8 > 0 and a a nonnegative F;-adapted process. A solution for
RBSDE (1) is a triple (Y, Z, U, K) satisfying (1) such that (Y, Z,U) € S%(3,a) x
H?(B,a) x H?(B,a;1?) and K is continuous and increasing such that Ko = 0
and E|Kr|?* < .

3. Main results
3.1. A priori estimate
We first give a priori estimate of the solutions of RBSDE (1).

Lemma 1. Let 8 > 0 large enough and assume (H1)-(H5) hold, let
(Y, Zy, Kt )o<i<r be a solution of RBSDE (1) with data (&, f,S). Then there
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exists a constant Cg > 0 depending only on 8 such that

T
E | sup M4O)y? +/ P (@ (9)|Yal? + | Zs” + | UL)1%)ds + |KT|2]
0<t<T 0
< C4E e/ﬁA(T>|§‘2+/ GBACs >|f(52700)|d8+ sup €2PA0(5)2 |
0 a*(s) 0<t<T

Proof. Applying Ité’s formula to e?4()|Y;|2, we have

AV, 4 8 / JeBAG) Y, 2ds + / PO (1 Z, + |U.|?)ds

T
= PAD g2 12 / PAOY, (s, Y, Z,, U)ds +2 / YA,
t

t

T o0 T
-2 / P40y, Z,dB, -2 / PAY UDqH @
t )

_ Z Z/ AWOYig ([Hm’ HO, — (HO, H<j>>s>

=1 j=1

BAT) g2 4 B BAG) 8 [T saslf(5,0,0,0)?
< PAM g2 4 / a?(s)|Ys)?ds +ﬁ/t e T 2k) ds

8 T
+B/ eﬂA(s)(a2(3)|Ys\2+|Zs|2+HUS||2)ds+2/ PAG) Y, dK,
t t

T o0 T
-2 / PAY, 7, dB, — 22 / PAY U ag®
t ‘

_ Z Z/ AOGOYHq ([Hu), HO, — (HO, H(j>>s) .

=1 j=1
Consequently,
A o, B 8 [T, As 2
AWy —&-(5—5)/ a?(s)eP A |y, 2 ds
¢

T
. %) / A (2, + U, |?)ds
t

8 0,0,0 T
SeBA(T)‘§|2+7/ ,BA(s)|f s, ! )I? ds +2/ PAS G K,
B Ji a?(s) t

T
-2 / PAB)Y, Z.dB, —22 / PALY U qH @
t .

—ZZ/ AWGOYOq ([HW,H(J’)}S—<H<i>,HU>>S),

=1 j=1
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where we have used the stochastic Lipschitz property of f and the facts that
dK, = Ijy,—s,1dK, and (H®D HY), = §;;t.

For a sufficient large 8 > 0, taking expectation on both sides of inequality
(3), we get

T T
BP0, + / ) 62 () Y Pds + / A (2 4 [ULP)ds]

t t

T
SCBE[eBA(T)|§|2+/ BA(&)|f(s 0,0,0)? ds +2/ PAC g AR,
t

t a2(8)0 0,0 (4)
SCBE[eﬁA(T)|§|2+/t BA(s)|f(5a2(s) )I? ds

1
+ 2 sup MAO(S1)? 4 o(Kr - K0,

0<t<T

where cg > 0 is a constant depending only on 3 and 6 > 0 is a constant.
On the other hand, from the equation

Kp—K; =Y, —&— /st;,Zs,U)ds+/ Z,dB, +Z/ UWdH®

and the stochastic Lipschitz property of f, we have
Bl|Kr — K[’

T
<5 BV + ¢ + / (1242 + [U,]2)ds
t
T
+|/ f(5, Yol Z,,U,)ds]?]
t

T
< SB[V + ¢ + / (2.2 + [T ])ds
t

T
+/ efﬂA(s)GZ(s)ds/ A (8.5, Z, Uy as]
t t

a?(s)

<SE[V €+ 1+ 6>/T BAG)(|Z,[2 + |U, |?)ds
>~ t 6

ﬁA(s|f8000|2 5)2 2
ﬁ/ (s) d+ﬁ/ )| Ys|“ds].

Combining this with (4), choosing § > 0 small enough, we derive that there
exists a constant kg > 0 depending only on 3 such that

. 0,0,0
E[|Kr — Ki|*] < kgE[?*™¢)? +/ Cn )%ds + sup M52,
t 0<t<T

We then get the desired result by combining It6’s formula and Burkholder-
Davis-Gundy’s inequality. The proof is complete. O
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3.2. Existence and uniqueness of solution

We first consider the special case that is the coefficient does not depend on
(Y, Z), ie. f(w,t,y,z) = g(w,t). We have the following result.

Theorem 1. Let 5 > 0 large enough and (a(t))i>0 a nonnegative Fy-adapted
process. Assume that % € H*(B,a) and (H4)-(H5) hold. Then RBSDE (1) with
data (€,9,5) has a solution.

Proof. For 0 <t < T, we define

¥, = esssup B / 9(8)ds + Sylyery + ELppery | Fi,
0

v>t

where v is an F;-stopping time. The process 17,5 is called the Snell envelope of
the process which is inside esssup.

By assumptions of the theorem, it is easy to see that ¢ € L?(0,a), S;" €
S2(0,a) and (fot lg(s)|ds)o<t<T € L?(0,a). Consequently, by Doob-Meyer de-
composition theorem in Dellacherie and Meyer [13], there exists a continuous
increasing process (K;)o<t<r which satisfies E[|Kr|?] < oo (Ko = 0) and a
martingale M; € S%(0,a) such that

Vi e[0,T], Y= M, —K,.
By Proposition 1, there exists Z; € H?(0,a) and U, € H?(0, a;1?) such that
t 0t
M, = My + / ZdB + Y / UDAHD, vt e [0,T).
0 — Jo
Let
B t
Y=Y, —/ f(s)ds, Vtel0,T].
0

According to Theorem 3.1 of Ren and Hu [8], we derive that (Y, Z,U, K) verifies

T T o LT
Y, =¢ +/ g(s)ds + Ky — K, — / Z,dB, — Z/ UDAdH®

t t = Jt

and
T
vt e [0,T],Y; > Sy, / (Y= — S;_)dK; = 0.
0

By Lemma 1, (Y3, Zy, Uy, Ki)o<i<r is a solution of RBSDE (1). O

Furthermore, we have the following uniqueness result.

Proposition 2. With the same assumptions of Theorem 1, the RBSDE (1) with
data (£, 9,5) has at most one solution.
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Proof. Let (Y, Z,U,K) and (Y',Z’,U’, K') be two solutions of the RBSDE (1).
Let

AY=Y-Y AZ=7Z-7Z',AK=K—-K', AU=U-U".

For 0 <t < T, we have

T < T
AY, = AKp — AK, — / AZdB, =) / AUDAHD.
t = Ji
Applying Itd’s formula to e?4()|AY;|?, we obtain

T T
_E[PAO|AY 2] = —2 B / PADAY,A(AK)] + E / ¢PAS) | AZ, 2ds]
t

t

T
+ E[/ ¢BAG) || AT, [2ds]
t

Noting that [ e?A©)AY,d(AK,) < 0, it follows that AY; = AZ, = AU, = 0
and thus AK; =0,0<t<T a.s. O

We can now state and prove our main result.

Theorem 2. Assume (H1)-(H5) hold for a sufficient large 8. Then RBSDE (1)
with data (&, f,S) has a unique solution.

Proof. Let H(B,a) = $3(8,a) x H*(8,a) x L*(8,a). Given (y,2,u) € H(8, a),
consider the following RBSDE:

T T 0 T
Yt:§+/ f(s,ys,zs,us)derKT—Kt—/ stBs—Z/ uPdar® . (6)
t t i1 Jt

By the stochastic Lipschitz assumption on f, we have

|f(tayt7ztaut)‘2 2 2 2 2 |f(t)07070)‘2
LN AL AN g~ sl
a2(t) < 6[a”(B)|ye]” + [2e]” + [Juel|"] + a2(t)

it follows from (H3) and Theorem 1 that the RBSDE (6) has a unique solution.
Define a mapping ® from H (S, a) to itself. Let (v, z’,u’) be another element
in H(B,a), set
(Y) Z7 U) = @(y7 Z’ u)7 (Y/7Z/’ U/) = ¢(y/’ Z/)u/)7
where (Y, Z,U, K) (resp. (Y',Z',U’, K")) is the unique solution of the RBSDE
(6) associated with data (&, f(¢, y, 2, ur), S) (vesp. (&, f(t, 1, 21, uy), S)).
Let

AY =Y Y, AZ=2-2', AU=U-U', AK =K —K'
Ay=y—y, DAz=z-2, Au=u-—1u
and

Afs = f(svymZS?uS) - f(Saqu?Zgauls)
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For 0 <t < T, we have
T T 0 T ) )
AY, = / Afuds + AKp — AK, — / AZdB, - / AUDAHD.
t ¢ i=1"1

Applying Itd’s formula to e#AM|AY;|?, using (H1) and the facts
dKS = I[YS:SS]sz and dK; = I[YS’:SS]ngv we get

T T
e5A<f>|Ay;|2+ﬂ/ a(s)zeﬂA(s)|AYs\2ds+/ PAO(|AZ? + | AU )ds
t

t

T T T
<2 / PAIAY,Af ds + 2 / PAIAYA(AK,) — 2 / P IAY,AZ,dB,
t

t t

00 T
- QZ/ PAIAY,AUPAHD — (Np — Ny)
1=1 t

T T
<2 / PAOAY, A f ds — 2 / PAIAY,AZ,dB,
t

t

o T
-2 Z/ PAIAY,AUPAHD — (Np — Ny)
i=1 71

T T
S 6 S
<’ / a(s)?e |aY, s + 2 / e#4C)|(a()? | Aga? + [Azsf? + | Au]?)ds
t

t

T e T
- 2/ PAIAY,AZ,dB, — 2 Z/ PAONY AUDAHY — (Np — Ny),
t i=1 t

where {Ny, 0 <t < T} is a martingale given by

oo o0 t
N, = Z Z/O eBA(S)AUS(’)AUb(,J)d([H(Z)H(J)}S _ <H(1)H(J)>s)_

i=1 j=1

It follows that

E

T
/ P40 (a(s)?|AYL]? + |AZ|? + |AUs||2)d31
t

12 6
—+5)E
B2 B
For g > 0 large enough, one can easily to check that ® is a contraction mapping
with the norm

<(

T
/ P4 (a(s)2|Ags[? + [ Az + ||Aus||2>ds] .
t

I(Y,Z,U)|5 = E

T
| v + 1z + ||U5||2>ds] .
0

Thus, ¢ has a unique fixed point which is the unique solution of RBSDE (1).
The theorem is proved. O
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Remark 1. When the coefficient f satisfy the standard Lipschitz condition,
one can easily to check that assumptions (H3)-(H5) are equivalent to:
(H3") For all (y, z) € R x R?, the process f(-,-,y, ) is progressively measurable
and such that V¢ € [0, 7], f(t,0,0) € H?(0,a);
(H4’) The terminal condition & € L?(0, a);
(H5’) The obstacle S satisfying E[supg<;<7(S;)?] < co and Sy > € a.s.

As a result, Theorem 2 covers the result in Ren and Hu [8] in the case of
standard setting.
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