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Abstract. For forward-backward stochastic differential equations (FBSDEs, for short), under
certain conditions, one has the existence and uniqueness of an adapted L?-solution. A natural
question is whether such a uniquely existed adapted L2-solution is actually an adapted LP-
solution for some p > 2, under proper conditions? Such a result has its own interest in the
theory of FBSDEs and it also has some important applications in optimal stochastic control
theory of FBSDEs. This paper addresses such an issue in certain extent and poses some open
questions.

1. Introduction. Let (2, F,F,P) be a filtered complete probability space on which a
d-dimensional standard Brownian motion W(-) is defined with F = {F;};>0 being its
natural filtration augmented by all the P-null sets in F. Consider the following coupled
forward-backward stochastic differential equation (FBSDE, for short):

dX(t) =b(t, X(t),Y(t), Z(t))dt + o(t, X (t), Y (t), Z(t)) dW(¢t), te€][0,T],
dY (t) = —g(t, X(t), Y (t), Z(t))dt + Z(t) dW (t), t€[0,T], (1.1)
X(0) ==, Y(T) = h(X(T)).
In the above, we suppose
b:[0, T]xR"xR™xR™ 4 x Q—R", o :[0,T]xR"xR™xR™*¥xQ — R4

(1.2)
g: [0, T]xR"xR™xR™4xQ - R™, h:R"xQ—R™,
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are some suitable maps. We call {b, 0, g, h} the generator of FBSDE (1.1)). By an adapted
solution of (L.1)), we mean a triple (X (-),Y (), Z(+)) of F-adapted processes satisfying the
following in the usual It6’s sense:

X(t):x—i-/ob(s,X(s),Y(sLZ(s))ds—i—/OJ(s,X(s),Y(s),Z(s))dW(s), te[0,T),

T T
Y(t):h(X(T))+/ g(s,X(s),Y(s),Z(s))ds—/t Z(s)dW(s), te[0,T].  (13)

t

Under proper conditions, for any x € R, FBSDE (|1.1) admits a unique adapted solution
(X,Y, Z) such that

T
E[ sup |X(0)F + sup [V(1) +/ 2 dt] < K1+ [2f?), (1.4)
tc[0,T] te[0,T] 0

hereafter K > 0 stands for a generic constant which could be different from line to
line. We refer to the above (X,Y,Z) as an adapted L?-solution to FBSDE (1.1)), and
refer to the corresponding study as the L?-theory of FBSDEs. For relevant details, see,
for examples, [I6] 26, 28] and references cited therein. In some applications, especially
in the derivation of Pontryagin type maximum principle for stochastic optimal controls
with recursive utilities (see [26, [13] 14} [8, [9]), one would like to have adapted solution
(X,Y, Z) such that

T
B swp (X@P+ s ol + ([ 120Pa)" ] < k0. 09
te[0,T) te[0,T) 0

for some p > 2 (in particular, p > 4). We refer to such a triple (X,Y,Z) as an adapted
LP-solution to FBSDE 7 and refer to the relevant study as the LP-theory of FBSDEs.
The purpose of this paper is to revisit some known results and explore further conditions
under which the adapted L?-solution (X,Y,Z) to FBSDE is actually its adapted
LP-solution. Our goal is to summarize what are known, to explore further in some extent,
and to pose some challenging open questions. We will see from our presentation that
the problem under investigation is closely related to quite a few interesting aspects of
stochastic (partial) differential equations and stochastic optimal control theory.

The rest of the paper is organized as follows. In Section 2, we will look at the gen-
eral situation, for which, two results will be presented: When the generator is bounded,
then any adapted L?-solution (on any time duration) will be automatically an adapted
LP-solution for any p > 2; under proper conditions, adapted LP-solution will uniquely
exist in small time duration. Section 3 is concerned with the situation of sub-linear gener-
ators, for which any adapted L2-solution (on any time duration) will be automatically an
adapted LP-solution for some p > 2. In Section 4, we look at the so-called global decou-
pling which is a general version of the so-called four-step scheme (introduced in [I5], see
also [I6]). The case of linear FBSDEs are investigated in Section 5. This is closely related
to the linear-quadratic stochastic optimal control and Riccati equation (see [20] 19} [21]).
In Section 6, we look at the case that the terminal function h(-) is either bounded or very
weakly unbounded, allowing the generator of the backward equation having (diagonally)
quadratic growth. Finally, some conclusion remarks will be collected in Section 7.
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2. Some general considerations. In this section, we will make a general consideration
on FBSDE (1.1)). To begin with, let us introduce some spaces: Let H be a Euclidean space
(which could be R™, R™*4 etc.) whose norm is denoted by | - |. Let p,q > 1.

LE(Q; L0, T, H)) = {gp :[0,T] x @ — H| ¢(+) is F-progressively measurable,

IE(/OT |g0(s)|qu)p/q < oo},

LY(Q; C([0,T]; H)) = {cp :[0,T] x Q — H| () is F-adapted, t — ¢(t) is continuous,
E( sup |<,0(t)|p) < oo}.

t€(0,T]

We can similarly define Lg°(Q; L9(0, T; H)), LE(€; L*°(0,T; H)), and so on. For the case
p = ¢, we denote LE(0,T; H) = L;(; LP(0, T; H)). Further, in the case H = R, we omit H,
say, LE(Q; L(0,T)), for simplicity. We also define

HP[0,T) = L( C([0, THR™)) x LE(Q; L2(0, T;R™Y)),

MP[0,T] = Lg(Q; C([0, T R™)) x LE(2 C([0, TI; R™)) x Li(Q; L2(0, T; R™7)).
We will see that HP[0,T] and MP[0, T are the spaces to which (Y, Z) and (X,Y, Z) will
belong, respectively. Note that in the above definition, we may replace [0, 7] by any [a, b]

with0<a<b<T.
Before going further, let us present the following example.

EXAMPLE 2.1. Let a, b, c € R. Consider the following FBSDE on [0, T):
dX(t) = [aZ(t) + b dW (1),
dY (t) = Z(t) dW (¢), (2.1)
X(0) = x, Y(T) =cX(T).

Suppose (X,Y, Z) is an adapted solution. Then

Y(t) = eX(T) /t Z(s) dW (s)
T T
—erte /O [aZ(s) + b dW (s) — /t Z(s) AW (s)

t T
=cx+bcW(T) + ac/ Z(s)dW (s) + (ac — 1) / Z(s)dW (s), te[0,T].
0 t

Now, if

ac—1=0, be # 0, (2.2)
then the above Y is not F-adapted. Hence, in such a case, FBSDE ([2.1) does not admit
an F-adapted solution. On the other hand, if

ac—1=0, b=0, (2.3)
then (2.1) becomes the following:

W), (2.4)
Y(T) = X (T).



258 J. YONG
Therefore, for any Z € LE(Q; L?(0,T)), by defining
t t
X(t)==z +/ aZ(s)dW(s), Y(t)=cx +/ Z(s)dW (s), t e [0,T],
0 0

one infers that (X, Y, Z) is an adapted solution of FBSDE ([2.4)), which means that adapted
solutions are not unique.

Finally, if
ac—1#0, (2.5)

then from
V() = ez + o /0 [aZ(s) + b dW (s) + /t [(ac — 1)Z(s) + be] dW (s),

we see the following must be true:

be
2() = 1—ac’
so that
Xt)== —|—/0 [aZ(s) +b]dW(s) =z + 7 —bac W (t),

Y(t) :cx—f—c/o [aZ(s) +b]dW (s) = cx + : b

—ac

W (t).

Then (X,Y, Z) is the unique adapted solution of FBSDE ([2.1)), which is in MP|[0,T] for
any p > 1.

In the above,
o, =a, h, = ¢, hyo, = ac.
Thus, (2.1)) admits a unique adapted solution if and only if h,o. # 1, regardless the size
of the time horizon T, namely, no matter how small 7" > 0 is, one still needs condition
like hyo, # 1.

We now introduce the following basic assumption.

(HO) The maps

b:[0,T] x R x R™ x R™*?4 x Q — R",

0 :[0,T] x R™ x R™ x R™*% x  — R™ 4,
g:[0,T] x R™ x R™ x R™*4 x Q0 — R™*4,
h:R™xQ—R™,

are measurable such that
(t,w) — (b(t,x,y, z,w),0(t, z,y, z,w), g(t, z,y, z,w)) is F-progressively measurable,

for every (z,y,z) € R® x R™ x R™*4 and h(z,-) is Fp-measurable for each x € R™.
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Let us recall the Burkholder-Davis—Gundy’s inequalities: There are constants
0<K,< K, only depending on p > 0 such that
)

/t " Z(s) W (s)

T p/2
K E, (/ |Z(s)|? ds) < ]Et< sup
t re(t,T)

P
2(s)2ds)", (2.6)
for any Z € LE(Q; L2(0, T; R™*4)), where E,[ -] = E[- | F]. For
of constants K, and K, is (see [7], p. 285):

K, =(T+4v2)7Pp~ 0 K, = (2v6)prt

Also, it is known that K, =1, Ky = 4.
Now, we present the following first basic result.

> 1, one possible choice

THEOREM 2.2. Let (HO) hold and let
b(t,,y,2)| < Lyo(t), |o(t,2,y,2)| < Loo(t),
9062, 2 < Loo(t), |h(x)] < Lno,
for all (t,z,y,2) € [0,T] x R" x R™ x R™*?_ wjth
Lios Lo € TN LN O,T)),  Loo € LN TAO.T)),  Lno € I Q) (28)

for some p > 2. Let (X,Y,Z) € M?[0,T] be an adapted L?-solution to FBSDE (1.1)).
Then it is actually an adapted LP-solution of (1.1), and

(2.7)

P = p p g A
[V 2 o0y = B sup 1X(OP + sup VAP ( / Z(s)2ds) |

T

< KIE{|Q:|P + LY, +(/OT Lyo(s) ds)p+(/0T Loo(s)? ds)p/2—|—<A Lyo(s) ds)p] (2.9)

Proof. Suppose that (X,Y,Z) is an adapted L2-solution of (1.1]). From the FSDE

X(t)zx—i—/o b(s,X(s),Y(s),Z(s))ds+/0 o(s,X(s),Y(s),Z(s))dW(s), tel0,T],

we obtain

E[tes[%%] X ()F] < 3p711[<:[|x\p + (/OT Lyo(s) ds)p
+ tes[té%]’/ota(s,X(s),Y(s), Z(s)) dW (s) p}

e ([ s 5 o))

where K, > 0 is the constant appearing in the Burkholder-Davis-Gundy’s inequalities
(2.6). Next, from the BSDE

T T
Y(t) = h(X(T)) +/t 9(s,X(s),Y(s),Z(s))ds — /t Z(s)dW (s), t€[0,T],
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we have

Yt) = |E, [h(X(T)) n /tT g(s, X(5), Y (s), Z(s)) ds} \

|
T

gEt[h(X(T))|+/tT |g(s,X(s),Y(s),Z(s))\ds} < E, [Lh0+/ Lgo(s) ds]

0

Then, by Doob’s maximal inequality,

T
E[ sup [Y(£)]] <E{ sup |E, [Lho+/ L, (s)ds}
t€[0,T] te[0,T]

Ve () B (] L))
This yields (with use of (2.6))
T p/2
E(/O \Z(s)|2ds) <K tes[t(l)pT]}/ }
1512 | [ 2 [ Zoy o]

< 2”5;1}]5 sup ‘/ }
te[0,T)

T
znglﬂzL:ng ¥ (1)~ h(X(T) /t g(s, X(5), Y(s), Z(s)) ds

]

T p
<or. 3”‘1K;1]E[ sup. Y ()P + LE, + (/ Lyo(s) ds) ]
te[0,T 0

< KE[L3, + (/tT Lyo(s)ds)'].

Then combining the above, we obtain our conclusion. =

The above result shows that as long as the generator is bounded in the sense of (2.7))—
(2.8)), any adapted L2-solution of (1.1)) (on [0,7]) must also be an adapted LP-solution.

For general situations, we introduce the following hypothesis.
(H1) Let (HO) hold and for all ¢t € [0,T], z,2’ € R”, 3,5/ € R™, 2,2’ € R™*4,

Lyw (D) —a'| 4+ Loy () ly—y'| + Loz (t)|2 =2,
ox (D)2 —=2'| + Loy ()ly—y'| + Loz (t)]2—2'],

|b(t7$7y7z)_b(t ! y 2 <

<L

< Lga (D)l =" + Loy (D)]ly—y'| + Ly (1)]2 2],
<L

/

\G(t,x,y,z) 70‘(t ‘T ayv

)

Z')

(2.10)
lg(t, z,y,2z) — g(t, 2’y 2")
)
),

halr — 2’|

() — h(a’

for some processes Lyy (+), Loy (+), Loz (+); Loz (), Loy (+)s Loz (+), Lga (+), Lgy(+), Lg-(+), and a
random variable Lj,. Also, we set

|b(t70’0’0)| = bO(t)’ ‘0(t70’0a0)| = Go(t)v ‘g(t’05070)| ZQO(t)7 |h(0)| = ho. (211)
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Under (H1), one has for all (t,z,y,2) € [0,7] x R" x R™ x R™*4;
[b(t, 2, y, 2)| < bo(t) + Low (t)|2] + Loy ()]y| + Loz (1)]2],

2.9 2)] < 90(8) + Lo (D] + Loy Ol + L= ()], 212
|h(x)| < ho + Lpg|z|.
We have the following general result.
THEOREM 2.3. Let (H1) hold with
bo(-) € Li(€; L0, 7)), be( )s Loy () € LN0,T),  Lyo(-) € L*(0,T),
ao(-) € Li(Q; L*(0, 7)), o2 (:); Loy () € L*(0,T),  Loo(-) € L(0,T), (2.13)
g0() € Lg(Q; L0, 7)), go()s Lgy() € LY(0,T),  Lys() € L*(0,7), '
ho € L'z (), Ly, € (0,00),
and moreover,
F}/’”(p — 12K, 1/ 2 11) Lia|Loz()lso < 1. (2.14)

Then (1.1) admits a unique adapted Lp—solutzon (X,Y,Z) € MP[0,T], as long as T >0
is sufficiently small.

As we pointed out right after Example[2.I] unlike FSDEs or BSDEs, the time duration
T being sufficiently small does not even guarantee the existence and uniqueness of adapted
(L?-)solution. Hence, condition imposed in the above theorem should be acceptable.
Theorem is comparable with that in [23]. Note that by [28], when p = 2, condition

(2.14) can be replaced by
Lhe|Loz()lloo < 1. (2.15)

Also, from Example[2.T] we see that such a condition is very close to a necessary condition.

Proof. First of all, for any z(-) € LE(Q; C([0,T];R™)), by (2.13), the following hold:
Elh(z(T))[P < E(ho + L |z(T)|)" < 2P7'E(R] + LE_|2(T)|P) < oo,

and

E(/OT lg(t,2(1),0,0)] dt)” < E[/T(go(t) + Lye(®)l()]) dt]

0

< 21)—1E[(/0Tgo(t) dt)p + (/OT Lo (t)](t)] dt)p}

<2 [g( /OT golt)at)” + ( /OT Lgs (1) dt)pE(teSfépT] 2(0F7)] < oo.

Hence, making use of (2.13) again, by [2] (see also [6]), we may let (Y, Z) to be the unique
adapted solution to the following BSDE:

T T
Y (t) = h(z(T)) +/t g(s,x(s),Y(s), Z(s))ds — /t Z(s)dW (s), t €[0,T],
for which

E[ sup [Y () + (/OTZ(twdt)p/Q} < K]E[|h(x(T))|P+ (/OT |g(t,x(t)70,0)|dt)p}.

te[0,T)
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With such a pair (Y, Z), we set:

X(t) =+ / b(s,2(3)., Y (s), Z(s)) ds + / o(s,2(s), Y (s), Z(s)) AW (s),

€[0,7]. (2.16)
By 7onehas
E/T|bt0Y |dt "<E / t) + Ly (t) )|+Lbz()|Z(t)|)dtr
3P1 /bo +(/TLby ) tes%pTlY()Ip)
(/ Ly, (¢ /|Z \th p/ <oo,
/woy P a)” <E[[ (oot + Ly @F O]+ Lo 010)* @]
<K[E(/0To—o(t)2dt)p/2+(/0TL J(1)? dt) /QE(tES[l(lJE“] Y(P)

e OE( [ op )] <

Hence,
E[ sup [X()]] < KE[a? + (/OTb(s,O,Y(s),Z(s))|ds>p

t€[0,T)
/2
/ lo(s,0,Y(s) |2d8) ]<oo.

Through the above, we have defined a map z(-) — X, from LE(Q; C([0,T]; R™)) to itself.

Now, let ¢ = 1,2, z;(-) € LE(Q; C([0,T};R™)) be given and let (Y;, Z;) be the corre-
sponding adapted LP-solution to the following BSDE ([2] [6]):

T T
Yi(t) = h(z:(T)) +/t o(s, 2i(5), Yi(s), Zi(s)) ds —/t Zi(s) AW (s).
Also, let X;(-) be defined by

Xi(t)zx—k/o b(s,xi(s),}ﬁ(s),Zi(s))ds—|—/0 o(s,zi(s),Yi(s), Zi(s)) dW(s).

Let
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T
_ /t (Z1(s) — Zo(s)] AW (s) (2.18)
= ho®(T) + /t (92(5)Z(s) + g,(5)Y (5) + g (5)Z(5)) ds — /t Z(s) dW (s),

where
.
bo(s) = [b(s,x1(s)7Y1(s)7f;ffi))—bij(:;(;)%(s),Zz(S))] [21(5) =22(5)| L1ay () 200 ()}

which is R™*™-valued. All other coefficients b, (s),b.(s), and so on are defined similarly.
It follows that
P

PO = B naa(1) + /t T (009)3(6) + 9y ()P () + 02 () 2(s)) as||"

Consequently,

Et( sup |17(r)|p) < Et{ sup
relt,T) re(t,T)

E, | Lo [2(T)]

'}
< (25) = [owEm)+ [ N (Lon@EE + Loy (T () + L) 205} ]

Hence,

e s 7))

re(t,T)

< L{Et (LT + / (LynSFE + L) T (5] + Lyn (9] Z6)) w]}"

p—1

1{[Et(Lhz|x( )D ]1/p+ {Et(/tTLgI(S)EE(S)ds)p}
+[e (/ Plas)]"" + [Et(/tTLgxs)2<s>|ds)p]”p}.

T ~ o~
# [ RanEO + Loy (ST 0)]+ Los () 2] ds]

1/p
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T N /2 T

B[ 126)Pds)" < 5, s | [ 20w (s)
t relt,T]'Jt

/t " sy aw(s) - / " sy aw(s) "

' Z(s) dW(s)"’)

)

= K;lEt< sup
re(t,T)

< 2K sup
re(t,T]'Jr

~ T ~ ~ P
= 7 B sup [F() — ha(T) - [ (056 + 0,57 () + 9. ()2(5) |
< ngﬁat{ sup |V ()| + Lie|7(T))|

. re(t,T)
# [ Lol FEN + LT )]+ L2 ]
Thus,

[Et</tT|2(s)2ds>p/2T/p < QKgl/p{Et [TEE%] |§7(r)| + Ly |Z(T)|

T ~ ~ py1/p
4 [ @B+ LT () + L) 2] as] '}

<206, 7 [B( sup [P(r)lP)]"
re(t,T) r
+ (B (Lo (T + / (Lya(8)[F(3)] + Loy ()T (5)] + Lys(5)| Z(s)

: )ds)p] 1/1?}

LB Lnal2(T >|+/ <Lgx<s>\ff<s>\+Lgy<s>|?<s>|+ng<s>\2<5>|)d8]p}l/p

2 2p1
Kl/;v -1

2p—1 r’ -~
<2K; 1/p %{(thJr/ Lz (s) ds) [E¢( sup |x(r)|p)]1/p
t

p—= relt,T)

* (/tT y(s )ds)[ ( sup |f/( )|p>]1/p
+</tTL 2(s5)? s Et/ \Z(s)|2 d )p/2} /p}

Consequently,

p/2 1/p
[E.( sup [P(r)")] Y7 + / 1Z(s)[? ds
E[tT]

< (_1+2K_1/pp—1><th /t Ly ()dS)[Et( sup [#(r)[")] /"

relt,T)

+ (pl + 2K,V 2;7_11> [(/tTL J(s )ds) (/tT ng(s)st)l/Q}

" {[Et( sup |Y 1/p / | P/2 1/P
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When T — ¢ > 0 is small enough, one has

/2
[E/( sup_ [F(r)7)]"" + / Zs)Pds)"]
reft,T]

< 2K /P Lis Los
<p1+ 7 pl)(h+/t 0 (5) )

x {1 . <p_1 Y e 11) {(/tT Lgy(s) ds) v (/tT ng(S)st)l/z}}

x [Ei( sup |2(r))]"".
re(t,T]

-1

In particular, with ¢t = 0 and 7" > 0 small enough, we have

p/ 1/p
[IE( sup |Y 1/p /|Z )[* ds
rel0,T]

<< p1+2K‘1/P2§ 1>(Lhz /OTLgx(s)ds)
I = /OTLg,,<s>dS) v /OTng<s>2ds)”j}

x [E( sup |2(r)")]"".
re(0,T]

Also, from (2.17]), we have

-1

S 1/p T - -~ ~ py1/p
E( sup |X(0)P)]" <{1E[ / (Low (9)13(5)| + Loy ()| ()] + Lus(5)|Z(5)]) dis] }/

te[0,T]

1/p

{E[ s | / )+ oy (T () +0x()2()) aw ()]}

_ (/OT be(s)ds> B s )] + (/OT Ly (s) ds) E( sup [Y(1))]""

te[0,T] te[0,T]

+ (/OT Ly (s)? ds) 2 [E (/OT Z(s)[? ds)m] 1/p

T

LK ”{[E(/O Lw(s)2|§(s)|2ds)p/2} v

+ []E(/OT Lgy(s)ﬂ?(s)ﬁds)p/z] Y [E(/O ng(s)2\2(s)|2ds)p/2] 1/”}

<] /OT Lu(s)ds + K, ( /OT Lys(s)? ds)l/} [E( sup [5(6)")]""

te[0,T]

+ [/OT Lyy(s)ds + K “’(/O Loy(s)? ds)l/z} [E( sup |?(t)|p)]l/p

te[0,T]

T 1/2 1 p/2 1/p
+[(/ Li(s)2ds) "+ K| Lo () / 12(s)
0
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<| /OT Lyw(s) ds + K, ( /OT Lya(s)? d5)1/2] [E( sup [7(5)]")]"”

t€[0,T]
+ {[/OTLby<s)ds+K;/p(/o

" Ly(erds)”]

v ( / e as)" B Lo O]}
< {1s( g Py e [ o)) )
< {/OT me(s) s +K;/p</OT ng(s)g d5> 1/2
T T 1/2
Jr{[/o Liy(s )d5+K1/p(/0 Lay(s)zds) / }
v [(/OT Lbz(s)2d5)1/2 + 5L (oo | }
x (pfl 2K 1/p2;’_ f) (Lhm +/OT Lga(s) ds)
{1 - (p_ + 2K—1/p2;_ 11> {(/OT Lyy(s) ds) v (/OT Ly.(s)? ds)l/Q} }1}

< [E( sup [3(¢ )PP = (Ko o+ K(I)[E( sup. 2()P)] 7,

where
—1 2p — .
KOZK,/P( P a2l 1)Langz( loes  Jim K(T) = 0.

Hence, if (2.14) holds, then for 7" > 0 small enough, FBSDE admits an adapted
LP-solution on [0,7]. m

It is seen that even if assuming (2.14), we could still only obtain the adapted
LP-solution for the FBSDE ({1.1)) in some small time duration.

3. Sub-linear growth generators. We have seen that when the generator is uniformly
bounded in (z,y, 2), to get an adapted LP-solution from an adapted L2-solution is quite
easy. However, in Theorem we have to assume not only condition 7 but also the
time duration has to be small enough. In this section, we would like to look at the case
that the generator is sublinearly growing in (z,y, z). We will see that for such cases, we
will need neither restriction on the time duration 7', nor the condition . The basic
idea will be similar to the bounded generator case, but with more careful estimates.
To be more precise, let us introduce the following assumption.

(H2) Let (HO) hold. Let
[b(s, ,y, 2) = b(s, 2"y, 2)| < Luw(s)]z — 2],
|o(s, 2,9, 2) — 0(s,2",y,2))| < Loa(s)|z — 2], (3.1)
l9(s,2,y,2) — g(s,2,5',2')| < Lgy(s)ly —y'| + Lga(s)|z — 2|,
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for all s € [0,7], z,2' € R, y,y € R™, 2,2/ € R™*? and

1b(s, 0,9, 2)] < Leo(s) + Loy (s)|y|* + Lez(s)[2|*,
lo(s,0,y,2)| < Loo(s )+Ltfy(5)‘y|a + Lo (s)]2]%, (3.2)
l9(s,2,0,0)| < Lgo(s) + Lga(s)|z]*,  [h(2)] < Lno + Lna(s)|z(,

for all (s,z,y,2) € [0,T] x R® x R™ x R™*4 where a € (0,1) and for some 1 < p < %,

Lz (-), Lgy (-) € L1(0,T), Loz(+), Ly (") € L*(0,7T),

Luo (), Lgo(-) € LE(; L1(0, 7)), Lby< ) Lya () € L/ ®7P (0 L1(0,T)),
Ly.() € LP/ (=), L¥/(=)(0,T)), Leo(-) € LE(Q: L2(0,T)), (3.3)
Loy() € L2p/(2(2 ap))(Q L2( 7)), () € Lp/(l a)(Q 1,2/~ a)(o 7)),

Lo € L. (9), Ly, € LGP (q).

We see that the smaller the o > 0 is, the larger the p > 2 could be. Also, if all the
involved processes and random variables appearing in (3.3]) are bounded, then (3.3]) holds.
We have the following result.

THEOREM 3.1. Let (H2) hold. Let (X,Y,Z) € M?[0,T] be an adapted L*-solution to
FBSDE (1.1)). Then it must be an adapted LP-solution.

Proof. Let (X,Y,Z) € M?[0,T] be an adapted L2-solution to the FBSDE. Then X is a
strong solution to the FSDE (for given (Y, Z) € H?[0,T])

{ dX(t) =b(t, X(t),Y(t), Z(t)) dt + o(t, X (1), Y (t), Z(t)) dW (t), t € 0,77,
X(0) ==

: 2
Since 1 < p < £, we have

[E(/T |b(57O,Y(3)’Z(S))|d$>1‘7}1/p
<{ [/ (Lbo )+ Ly (s )|Y(S)|Q+Lbz(8)|Z(s)‘a> ds}p}l/p
< [E(/O Lio(s ) } v {E(/OTLby(s)IY(S)IadS>P}1/P+ [E(ATLbZ(S)Z(S)|ad8)p:|1/p
< [E(/OT Lio(s ) }1/17 + {EK/OT e dS)p<SeS[%I,)T] ‘Y(S”ap)} }w
+ {]EK/OT Ly.(s)?/ 37 ds) (2-a)p/2 </OT S ds) am} }w
B [E(/OT Lio(s) ds)’ | aLn [E(/OT (o)) 2 aoap

) B, o)

+ [5( /0 " Lo (s)/@) as) & g /0 "z as)""".
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Similarly, we have (with 1 <p < 2)

[E(/OT lo(5,0,Y(s), Z(s))|? ds)p/z}l/p

< {E[/OT (Loo(5) + Loy ()Y (5)|* + Loz (s)| Z(5)|%)* ds}pm}l/p

< [E(/OT Loo(s)? ds)”/z}l/z’ + [IE(/OT Loy(s)2]Y (s)[2° ds)p/z] 1/p
+ {IE(/OT Lo ()| Z(s)2 ds)p/j 1/p

< [E(/OT Lyo(s)? ds)”/z}l/p + {EK/OT Lo (5 d8>p/2(s:EéI’)T] |Y(s)|)ap} }1/p
+ {E (/OT Lo (s)?/ (17 ds)ﬂ—a)p/z (/OT o ds) am} .

T

< [e( £t as) " B [ Lentor ) )T ol s P

s€[0,T]

+ [E(/OT Los(s)/0-) as)" ] []E(/OT z@as)")™".

Consequently, we obtain
T P
B[ sup [X(O) < KE[Jal + ([ 6s.0.Y(s).Z(5)] ds)

t€[0,T]
/2
/|030Y |2ds> }<oo.

We now look at the BSDE (for given X € L2(Q; C([0,T];R™))). Note that
[E / l9(s, X (s),0, 0)|ds < {E[/OT(L o(s)JrLgm(s)\X(s)\o‘)dsr}
<[e( Ewtas)] 1/p+ (| tastoras)' ]
< []E(/O )p}l/p {EK/ )ds) ( es[t(l)pT] |X(5)|)04p}}1/17
< []E(/OTL )T“@ [E(/O Ly ds)i}%[ﬂz( sup |X(s)%)]*"”,

s€[0,T]

1/p 1/p

and

[E(VL(X( NP )]1/17 []E(Lh0+Lh X (T)| ) ]1/27

< [BL3,) " + [B(L5, X (@)17)]"? < [BL,) P + [BLE™] ™ [EIX(D)P

Hence, our conclusion follows. m

:|()L/2
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4. Global decoupling. In this section, we look at another approach, inspired by the
so-called Four-Step Scheme ([I5]). More precisely, suppose (X,Y, Z) is an adapted solu-
tion to FBSDE . We assume that the backward component Y admits the following
representation, in terms of the forward component X:

Y(t)=v(t, X(t), tel0,T], (4.1)
for some random field v(-,-). Let (v(-,-),q(-,")) satisfy the following:

vk(t,x):vk(T,z)—/t s:cds—/ Zqzksde()
tel0,T], 1<k<d, (4.2)
with p¥(-,-), ¢"*(-,-) being proper R-valued random fields. By It6-Ventzell’s formula,
T

VX (0) = X)) - [ X ()
+ ot ol (5, X () (00T (5, X(5), Y (5), Z(5))]
+ vk (s, X (5))b(s, X (5),Y (s), Z(s)) (4.3)
+tr [g5 (s, X (5))o (s, X (), Y(s), Z(5))] } ds

- /t 6" (s, X (5)) + v5(s, X(5))o (s, X (5), Y (s), Z(5))] dW (s)
Comparing with the BSDE

T T
Y(t) = h(X(T)) +/t 9(s,X(s),Y(s),Z(s))ds — /t Z(s)dW (s), (4.4)

we see that the following should be satisfied
Z(t) = q(t, X(t) + v (t, X (1)) o (t, X (1), v(t, X (1)), Z(1)),
Pr(E X (1) = —g" (8, X (1), v(t, X (1)), Z(1))

— gt [k (8 X () 00 ) X (1), 0(t, X(1), Z(1))]

— vy (t, X (£))b(¢, X (1), v(t, X (1)), Z(1))

—tr (g5 (8, X () (t, X (1), v(t, X (1)), Z(1))],
o(T, X(T)) = h(X(T)).

Hence, we obtain the following system of backward stochastic partial differential equations
(BSPDE, for short) coupled with an algebraic equation:

Uk(t,x):hk(x)—&—/t {gk(s,x,v( x),z )+2tr[ o(s,2) (00 ") (s,2,0(s,2), 2)]

+ 0¥ (s, 2)b(s, x,0(s, x), 2) + tr [q’;(s, z)o(s,z,v(s,z),2)] } ds

T (4.6)
_/t ¢"(s,2) dW (s), (t,z) € [0,T] x R", a.s
z=q(t,x) +v(t,x)o(t, z,v(t, x), 2), (t,x) € [0,T] x R™.
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Suppose the above BSPDE admits an adapted strong solution (v(-,-),q(-,-)) (with
enough regularity). As a consequence,

Z(t) =¢(t, X(¢)), te[0,T].
Then we consider the following FSDE:
dX (t) =b(t, X (t),v(t, X(t)),((t, X (1)) dt
+o(t, X(t),v(t, X(1)),C(t, X(t)) dW(t), te€0,T], (4.7)
X(0) = =.
When the above FSDE admits a (strong) solution X, then we define Y by and
determine Z by the first equation in , the triple (X, Y, Z) turns out to be an adapted
solution to . Consequently, if the solution X to is in LE(Q; C([0,T];R™)), then
by the usual arguments for BSDEs ([2] [6]), we obtain an adapted LP-solution (X,Y,Z)
to . We refer to the above procedure as the global decoupling, which is essentially
the random coefficient version of the so-called Four-Step Scheme introduced in [15] (see
[16], [17] also).
Let us make an observation. For convenience, let d = 1. Then in order the last equation
in to admit a unique solution z, we need that

det [I — vy (t,2)o-(t, x,v(t,x),2)] #0.
In particular, at ¢ = T, we need
det[I — hy(z)o. (T, z, h(z), 2)] # 0.
This is comparable with the solvability condition 1 — ac # 0 presented in Example
See also the comments at the end of Section 2.
Let us now look at some important special cases.
1. The random field o is independent of z. In this case, our FBSDE reads
dX(t) =b(t, X(t),Y (), Z(t))dt + o(t, X (t),Y () dW(t), te]0,T],
dY (t) = —g(t, X (t),Y (t), Z(t))dt + Z(t)dW (¢), t€][0,T], (4.8)
X(0) =, Y(T) = h(X(T)).
and the last equation in becomes
z=q(t,x) + v (t, x)o(t, z,v(t, x)). (4.9)
Consequently, the BSPDE in takes a simpler form:

T
vk(t,m) = hk(x) Jr/t {gk(s,x,v(s,:p),q(s,x) + vg(s,z)o(s, z,v(s,x)))

+ %tr [UI;I(S,x)(ao—r)(&x,v(s,m))]

+vf(s,x)b(s,%v(s,a:),q(&x)—i—vz(s,x)a(&x,v(s,m))) (4.10)
T
+tr [qi(s,x)a(s,x,v(s,x))]}ds —/t q" (s, ) dW (s),

(t,x) €10,T] x R", a.s.
Some relevant results can be found in [5] 22]. But, they are not enough to realize the
above global decoupling.
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2. Coefficients are deterministic and o is independent of z. In this case, BSPDE becomes
a system of parabolic PDEs:

vF(t,x) + %tr [v,l;l.(t, z)oo ! (t, z,v(t, x))] + oF(t, 2)b(t, z,v(t, )

+g"(t,z,v(t, x), v, (t, )0 (t, z,0(t, ) = 0, (4.11)
(t,z) € [0,T] xR", 1< k<n,
(T, z) = h(z), x € R™
For such a system, by [12] (see also [15]), we know that under proper conditions it admits
a unique classical solution v(-,-) € CH2([0, T] x R™), with v(-,-), vz (-, "), vzz (-, ) all being
bounded. Then (Y, Z) are bounded and hence X is in LP for any p > 1. This means that
the global decoupling which is now the four-step scheme can be realized.

The results presented above are mainly formal and far from satisfactory. We pose the
following open problem.

OPEN PROBLEM 1.

(a) Under what suitable (nontrivial) conditions, is BSPDE (4.6 well-posed with good
enough regularity?

(b) Find conditions under which BSPDE is well-posed with satisfied regularity.
(c) How can one realize the global decoupling when o is degenerate?

5. Linear FBSDEs and Riccati equation. In this section, we are going to look at
linear FBSDEs. Although they are special cases of general nonlinear FBSDEs, the general
theory does not cover such special cases.

Consider the following linear FBSDE on [0, T7:

dX (1) = [Ao(O)X (1) + Bolt Zco@ Ze(t) + b(t)| dt
d
+,;[ )+ Br(t +ZCM )Zi0) + on®O] W),
Ay (t) = — [ﬁ(t)X(t) +B)Y (1) + Z Co(t) Zu(t) + } dt + Z Z3(t) dWi(t
(=1
X(0)=z, Y(T)=HX(T)+h.

In the above, A (+), Bo(-) and so on, are called coefficients, and b(-), 0% (+), g(+), h are called
non-homogeneous terms. Here, we introduce the following assumption.

(H3) Let the coefficients satisfy:

Ap(-) € Lg° (0, T; R™ ™), 0<k<d,

Jg e(-), C’ke(')GL%’(O,T;R"jm),A 0<k<d, 1<0<d, (5.2)
A(-) € Lg2(0, T; R™ ™), B(+),Cy(-) € L(0, T;R™ ™), 1 < £ < d,

H e LE (R™"),
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and the non-homogeneous terms satisfy
b(:) € LE(Q; L*(0,T;R™), ox(-) € LE(Q L*(0,T;R™)), 1<k <d,
g() € LE(Q L0, T;R™)),  h e Lh (Q;R™).

Suppose that (X,Y, Z) is an adapted solution to (5.1)), and that

Y(t) = P(t)X (1) +n(t),

where P(-) satisfies

dP(t) t) dt + Z Ag(t) dWi (¢

with I'(:) and Ag(-) undetermined, and 7(-) satisfies

dn(t) = a(t) dt + ng ) AW (t
n(T) = h,
with a(-) and ((-) undetermined. Then (suppressing t)
R R d d
—[AX+BY+ZOka +g] dt +3° Zp dWy, = dY = d(PX + 1))

k=1 k=1
d

- [rx n P(AOX +BoY + Y ConZi + b)
k=1

A (AkX +BY + Zd: CreZi + 0k> n a] dt
(=1

+

o
a |l Q.
=

+ [P (AkX + BrY + i CreZo + Uk) + A X + Ck} dWy.
k=1 =1

Hence, one should have

d
Z, = PALX + PB(PX + 1) + PZ CreZo + Poy + A X + Ci
=1

d
= ZPCMZ(H- [P(Ak + BiP) + Ap) X + P(Ben+ ok) + G, 1 <k <d.
=1

Or, equivalently,

Zl PC11 P012 M Pcld Zl

Zg PC21 PCQQ M PCQd Z2
= . . . N

P(A1+B1P)+M]X+P(Bin+o1)+¢1

[
[P(A2+B2P)+A2]X+P(Ban+o2)+C2

Zq PCqy1  PCyq2 -+ PCaa Za [P(Aa+BaP)+Aa]|X+P(Ban+oa)+Ca
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Thus, we should have

—1
Z I-PCyy  —PCi2  +++ —PCiq [P(A1+B1P)+M]X+P(Binto1)+G
Zs —PCy1 I-PCsp - —PCaq [P(A24+B2 P)+A2] X+ P(Ban+o2)+C2
Za —PCn —PC4q2 -+ I-PCyq [P(Ag+BaP)+A4]X+P(Ban+oa)+Ca
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and assume the inverse exists. The existence of such an inverse is comparable with the
invertibility of the matrix I — hy(x)o.(s,,y,z) mentioned at the end of Section 2. Let

us write the above as

d
Zi(t) = Z Tre(t, P(t)) [{P(t) [Ag(t) + Be(t)P(t)] + Ae(t) } X (2)
/=1

+ PO[BO® +ou()] +G(1)],  1<k<d,

where
I — PC11 —POlz ce _Pcld -
—PCy I —PCy --- —Pc’zd
(Fké(tap))dxd = : : .. :
—PCypy —PCyqy -+ I —PCy

Then, comparing the drift terms, one has

0=AX + B(PX +1) +TX + PAyX + PBy(PX + 1)+ Pb+a+g

d d
+ Zak kaz(t,P){[P(Az + BeP) + M) X + P(Bm +04) + (4}
k=1 =1

d d
+ Z PCo Zl—‘ke(t, P){[P(A;+ BeP) 4+ M) X + P(Ben +04) + o}
k=1 =1

d
+ 7 A ALX + Bu(PX + )
k=1

d d
+ " Cre Y Toj(t, PY{[P(A;4+B; P) + M) X + P(Bjn + o) + G} + Uk}
=1 j=1

- [F+PAO+§P+PBOP+E
d R d
+ ) (Cr + PCoi) > _Twi(t, P)[P(A¢ + B P) + Ay
k=1 =1
d d

d
+ ZAk (Ak + B P + ZZngFﬂ(t,P) [P(Ag + ByP) + Ag]):|X

k=1 =1 j=1

(5.7)
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d d
+ [E +PBy+ > (Ci + PCoi) Y Tie(t, P)PBy
k=1 (=1

Ax(Br+ Xd: Clt Zd: Loj(t, PYPB; ) |

=1 j=1

+

d d d
[(Ck + PCok) Y Tre(t, P) + Ar > > CijTjult, P)} Ce
— =1 j=1
d R d
Z [(Ck + PCok)Fkg(t, P) + Z Akaijg(t, P) + Ag:| o+ Pb+a+g.
=1 j=1

+

M=~ M= I

+

;\N
Il
-

Hence, we seek an adapted solution (P(-), A(-)) to the following Riccati BSDE:

dP = — [PAO + BP + PB,P

d d
+ Z(Ck + PCoy) ZFM(t, pP) [P(Ag + ByP) + A[] +A
k=1 =1

+ZAk(Ak +BkP+ZZngFjg t P)[ (Ag +B[P) +Ag}):| dt (58)
=1 j=1
d
-I—ZAdek(t),
k=1
P(T) = H.

Then we look for an adapted solution (7(-),{(+)) to the following BSDE:

d d
= -{[B+ PR+ (O PG YTl PIPB,
k=1 (=1

—|—2d:Ak(Bk +zd:Cuzd:thj(tvP)PBf)}n

(=1 j=1 (59)

d d

d
> [(Ck + PCox)Te(t, P)P + Y~ ApCy;Tjo(t, P)P + Ak]UZ
k=1/{=1 j=1

d
-l-Z[Ck—I-PC()k ZFkltP —|—AkZZCkJ jgtp}
+2
d

+Pb+g}dt+2<kdwk,
k=1

n(T) = h.
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If the above Riccati BSDE admits an adapted solution (P(-), A(:)) and the above linear
BSDE admits an adapted solution (7(+),¢(+)), then we have the representation

Y =PX +n,
d d
7, = (Z Twe(t, P)[P(Ar + B P) + Ag})X + (Z Thelt, P)PBg)n
/=1 /=1
d d
+ Y Twelt, P)Poy+ Y Trelt, P)e
=1 =1
d d
=0, X + Upn+ > Twe(t,P)Poy+ > Thet, P)¢, 1<k <d.
(=1 =1

As a result, the forward equation in FBSDE (|1.1) can be written as
- [AOX + Bo(PX +1)

d
n ZC% ((DkX U+ Zrkz (t,P)Poy + 3 Tyt P)@) n b} dt
= = =1
d
+ Z {AkX + Br(PX + 1)
kzl d d
+ 3 oo (00X + Win+ > T4i(t, PYPoy + " Ti(t, )G ) + o] dWi
=1 j=1 j=1
d d
= [(Ao+ BoP + Y Cori ) X + (Bo + 3 Coriy )
; ; k=1 k=1
+ZZCQka[ (t, P)( PU@-FC@)—F[)} dt
k:l (=1 . .
+ Z [(Ak + BipP + Z Ckgfl)g)X + (Bk + Z Okg\I/g)’r]
k=1 =1 (=1

+
M=
M=

Cnggj(t, P)(P(Tj + Cj)ak] dW.

~
[

—
<
Il

—

Hence, if
d
A+ BiP+ Y Cyp®i € LEO, T;R™ ™), 0<i<d,
=1

d d d
(Bo +y COk\Ilk)n + 375 CorTrelt, P)(Pog + ¢o) +b € LE(Q L0, T;R™)),  (5.10)

k=1 k=1 /¢=1
d d d
(Bk + chg\p@)n + Z Criloj(t, P)(Poj + ;) + oy € LE(Q; L2(0, T3 R™)),
=1 =

-1
then X € LE(Q; C([0,T];R )) and thus, (X,Y, Z) is an adapted LP-solution of ([1.1]).
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Let us look at the case that all the coefficients are deterministic. In this case, P(-) is
deterministic and A(-) = 0. Then

Z I[-PCyy  —PCiy -+ —PCyg\ [P(Ai+BiP)X+P(Bin+o1)+G
Z2 7P021 I*PCQQ s 7P02d P(A2+BQP)X+P(BQT]+02)+C2
Zq —PCn —PCyy -+ I—PCyy P(Ad+BdP)X+P(Bd?7+Ud)+Cd

Riccati BSDE becomes the following terminal value problem of an ordinary differential
equation for a matrix-valued function:

P=— [PAO + BP + PB,yP

d d
+ Z(ék + PCo) Zrke(t, p) [P(Ag + ng)} + A\}, t € 0,7, (5.11)
k=1 =1
P(T)=H.

If this equation admits a solution P(-), it has to be Lipschitz continuous. Then the
following BSDE will admit a unique adapted solution (n(-),¢(-)) € HP[0,T:

d d
an = ~{[B + PBo+ 3 (i + PCox) Y Thelt, PYPBe|n
. kzdl =1
JFI;[(Ck JrPCok);Fkg(t,P)} Co (5.12)
d_d_ ;
+ Z Z [(Ck+PCOk)Fk£(ta P)P] o¢+ Pb+ g} dt + Z Ce AWy,
k=1 =1 P
n(T) = h,

provided holds. Consequently, holds and admits an adapted LP-solution
(X,Y,Z) € MP[0,T].

Now, let us look at a situation of linear FBSDE for which adapted LP-solution actually
uniquely exists.

Consider the following controlled linear FSDE:

dX (s) = [A(s)X(s) + B(s)u(s) + b(s)] ds
d
+ Y [Crl(s)X (s) + Di(s)u(s) + ow(s)] dWi(s), s € [t,T], (5.13)
k=1

X(t) ==,
with the cost functional

T
Itaiut) = B[ [ (1QG)X (), X(5) + 2ASE)X(5) ) + (Rls)us) )

+ 2(q(s), X(s)) + 2(p(s), u(s))) ds+ (HX(T),X(T)) +2(h, X(T))|. (5.14)

A standard linear-quadratic (LQ, for short) optimal control problem can be stated as
follows.
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ProBLEM (LQ). For any given (¢,z) € [0,7) x R", find a control u(-) € U[t,T] =
L2(0,T;R™), called an optimal open-loop control, such that

J(t,z;u()) = u(.)ierglf[t’T] J(t,z;u(t)) = V(t, x).

Suppose the following condition is satisfied:
T
Itz u() > 6]E/ ()2 ds,  Vu() € Ult, T, (5.15)
t
for some § > 0, then Problem (LQ) admits a unique optimal (open-loop) control u(-).
Note that (5.15]) is implied by the following standard condition for LQ problems:
H>0, Q()-S()'R()™'S()=0,  R()=>dl, (5.16)

for some 0 > 0. Now, let (5.15) hold. Then the uniform convexity of the functional
u(-) = J(t, z;u(-)) implies that Problem (LQ) admits a unique open-loop optimal control
a(-). Take any u(-) € U[t,T], and let X = X (-;¢,z,u(-)) and X = X (-;¢,z,u(-)), then

0 = lim J(t s u() +eu() — J(@t 2 ul))

e—0 3

T
=2E [/t ((Q(s)X (), X (s)) + (S(5)X (5), u(s)) + (S(s)X (s),u(s))

+(R(s)u(s), u(s)) + (a(s), X(s)) + (p(s), u(s))) ds

_ (5.17)
+ (HX(T), X(T)) + (h, X (T))]

=2 [ (@)% (s) + 5() ls) + a(2). X()

+ (R(s)i(s) + S(s) X (s) + pls),u(s))) ds + (HX(T) + b, X (T)) .
Now, let (Y, Z) be the adapted solution to the following linear BSDE:
d
4y (s) = ~[A() Y (5) + 3 Culs) Zils) + Qs)X (5)
k=1

d
+ S(S)Tﬂ(s) + q(s)} ds + Z Zu(s) dWi(s), s € [t,T), (5.18)
k=1

Y(T) = HX(T) + h.
Then by duality, (5.17) becomes

T d
E / (B(s)TY (5)+ 3 Di(s)T Zi(s) + S(5)X (5) + R(s)ii(s) + p(s), u(s)) ds = 0,
t k=1

for every u(-) € U[t,T]. Hence,
d
B(s) Y (s) + Y Di(s)" Zi(s) + S(5)X (5) + R(s)u(s) + p(s) = 0,

k=1
a.e. s € [t,T], as. (5.19)
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This is called a stationarity condition, which is also the Pontryagin type mazimum con-
dition. Consequently, we obtain the following optimality system (bars are dropped):

dX(s) = [A(s)X(s) + B(s)u(s) + b(s)] ds

d
+ 3 (Cr()X () + Dils)uls) + or(s)] dWi(s), s € [t, T,
k=1

d
4Y (s) = —[A(s) Y (5) + 3 Cils) Zi(s) + Qs)X(5) + S(5) Tu(s) + (s) | ds
k=1

d 5.20
+) Zi(s)dWi(s), s € [t,T], (5.20)
k=1

X(t) =, Y(T):HX(T) h,

)+ Z Dy(s )+ S(s)X (s) + R(s)u(s) + p(s) = 0,

a.e. s € [t,T], as

This is a coupled FBSDE with a special structure. Let us take a closer look at the above.
First, suppose
R(s) =41, s€[0,T], as

for some 0 > 0. Then from the stationary condition, one has

u(s) = —R(s) " [S(s)X(s) + B() Y (5) + ZDk $)+p(s)-

Thus, we end up with the following coupled FBSDE (s is suppressed):
d
dX = {(A ~BR'S)X = BRT'B'Y =Y BR™'D] Z, +b— BR_lp} ds
k=1

+ [(ck — DyR'S)X — DyR'BTY

x>
=

DyR™'D] Zy + oy, — Dkalp} AWy, (5.21)

Il
-

~1(Q-STR'S$)X + (AT —STR™'BT)Y

r—|(\

d d
+Z R'D])Z, - STR™ p—&—q} ds+ 3 Z,dWy, se[tT),
=1 k=1

X(t)==  Y(T)=HX(T)+h.

From what we have so far, the above coupled FBSDE admits a unique adapted L2-solution
(X,Y,Z) € M?[t,T]. We would like to claim that it is actually the adapted LP-solution
provided some reasonable conditions are satisfied. To see that, we let

Y = PX +1,
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where P is a deterministic differentiable symmetric matrix function and 7 is a stochastic

process satisfying (5.6). Then by ((5.20)),

d d
_ [ATY+ZC,ZZk+QX+STu+q] ds+ 3" ZydW;, = dY = d(PX +1)
k=1 k=1

d
= [PX + P(AX + Bu+b) + alds + Y _[P(CkX + Dyu + o%) + (k] dWy.
k=1

Then it should be true that
Zy, = P(CyX + Dyu + op) + Ck, 1<k<d.

Now, making use of the stationarity condition, we have

d
0=B"Y+> D/Zi+SX+Ru+p
k=1
d
=B (PX +1)+ Y D{[P(CkX + Dyu+ox) + (] + SX + Ru+p
k=1

d d d

— (R+Y_DIPDy)u+ (BTP+Y_ DIPC+S)X + BTn+ > D] (Poy+Gy) + p.
k=1 k=1 k=1

Hence,

d . d
w=—(R+YDIPD) (B"P+Y D[PCy+5)X
k=1 k=1

d 3 d
- (R +3 D,IPDk) ' (BTn +3° D] (Poi +G) + p)
k=1 k=1
d B d d
= _Ox - (R + ZD,IPDk) ' (BTn +3° DI+ DI Poy + p),
k=1 k=1 k=1

provided the inverse in the above exists. As in [19], we see that P(-) should satisfy the
Riccati equation

d
P+PA+ATP+> C/P(s)Cih +Q
k=1

d d _ d
- (PB+Z oAl PDk+ST) (R+ZD,;FPD;€) 1(BTP+ZD,IPck+s) —0, (5.22)
k=1 k=1 k=1
a.e. s € [0,T7,
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and (n,¢) should be the adapted solution to the following BSDE:
d d
dn = 7((A+B(:))TnJrZ(Ck+Dk(:))(k+Z(C’k+Dk@)P0k+(:)Tp+Pb+q> ds
k=1 k=1

d 5.23
+) GedWi(s), s €t (523)
k=1

n(T) = h.
As a matter of fact, by [20] 19, 2], we know that when (5.16]) holds, Problem (LQ) is

actually the so-called closed-loop solvable, which implies that the Riccati equation ([5.22)
admits a unique solution P(-) on [0, 7] such that

P() =0,
and BSDE ([5.23)) admits a unique adapted solution (7(-),¢(:)). The above implies

d
R()) + Z Di(-)"P(-)Dy(-) = o1
k=1

Hence, by the continuity of P(-), all the involved coefficients in BSDE ([5.23)) are bounded.
Consequently, as long as

b,ok,q € LE(Q; LY (0, T3R™)),  p€ LE(Q; LY (0,T;R™)), he L (R™), (5.24)
one has (n(-),{(-)) € HP[0,T]. On the other hand, we have the representation
Y =PX +n,
Zp = P(Cr — Dy©)X

d 3 d
+ Dy (R + ;D@TPDZ) ' (BTn + ;D}(@ + Poy) + p) + Poy + Cr,

with X being the solution to the following closed-loop system:
dX = [(A —BO)X

- B(R + zd:D}PDg)l (BTn + zd:DeT(Ce + Poy) + p) + b} dt
=1 =1

d
+ Z [(Ck —-DpO)X (5.25)
k=1
d 1 d
= Dy(R+ Y DIPD.)  (BTy+DJ G+ Poe) +p) + on] awi,
=1 =1
X(0)=x
Hence, provided the following, in addition to ((5.24]),
0 € LR(Q: L*(0, T3 R™ ), p e LE(Q: L*(0, T;R™)), (5.26)

we have X € LE(Q; C([0,T];R™). Then by looking at the BSDE in (5.21]), we see that
(X,Y, Z) is an adapted LP-solution to the FBSDE (j5.21]).
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Now, if the FBSDE is of form (5.1)) which is rewritten here (suppressing t):

d
dX = [AOX +BY + Y ConZ + bo] dt
k=1
d d
+ Z [AkX + BrY + Z CreZo + O-Ok:| dWr,
£ et (5.27)

R N d R d

4y = ~[AX + BY (1) + Y CoZi + go| dt + Y Zy AW,
k=1 k=1

X(0) =z, Y(T)=HX(T)+h,

then in order the above results to work, comparing with FBSDE ([5.21]), we see that the
coefficients should have the following representation:

Ag=A—BR™'S, By=—-BR'BT, Cor = —BR™'D],

Ay, =Cy — DyR™'S, By,=-D,R'BT, Cwe = —-DLR™'D/,
A=Q-STR'S, B=A"-STR'BT, C.=C]-STR'D],
bo=b—BR 'p,  oor=o0k— DR 'p, go=—S5"R p+q,

for some A, B, b, Cy, Dy, 0k, @, S, R, q, p. To meet the standard condition (5.16), it suffices
to let R
R=1I, S=0, A>0, p=0 H3>0.

Then the above becomes
Ay=A, By=-BB'", Co=-BD], by=h,

Ay =Cy, Bp=-DyB', Cp=-DyD/, oo =o0u,
A\:Qa EZATu ak:C];r7 9o = (4.
Hence, the general linear FBSDE (with deterministic coefficients) (5.27) becomes
d
dX = [AX - BBY =Y BD[ Z + b] dt
k=1

d
[C’kX ~DyB'Y =Y DyD] Z, + ak] AW,
=1 (5.28)

M=

+

~
Il
-

d d
k=1 k=1

X(0)=xz, Y(T)=HX(T)+h,

with
Q()=0, H=>0. (5.29)
According to the above, we see that this FBSDE has a unique adapted LP-solution
(X,Y,Z), as long as
o(-) € LR L*(0,T;R™*%)),  h e LE (R™).
Let us state such a result in the following theorem.

(5.30)
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THEOREM 5.1. Let (5.29)—(5.30) hold. Then the linear FBSDE (5.28)) admits a unique
adapted LP-solution (X,Y, 7).

Let us take a closer look at the linear FBSDE (|5.28]). For convenience, let d = 1. Then

(5.28) reads
dX =[AX - BB'Y —BD'Z +b|dt+ [CX - DB'Y — DD" Z + o] dW,
dY = —[QX +ATY + CTZ + q| dt + Z dW, (5.31)
X(0) ==, Y(T)=HX(T)+ h.
If we let 0 = (z,vy,2) and
—Qr—ATy—CTz
F)=|Az-BB'y—-BD"z |, Vo eR" x R™ x R™,
Cx—DB"y— DDz
then
(F(0),0) = —(Qz,z) —|B"Ty+D"2><0, VOcR"xR™ xR™,
giving the dissipation of the map 6 — F(6). This is the exactly the monotonicity condition
introduced in [I0] (see also [24] 18] [26]), where the existence and uniqueness of adapted
L2-solution of the FBSDE was established. Here, for the deterministic coefficient case,
we have shown that the adapted LP-solution uniquely exists.
Now, we pose the following open problem.

OPEN PROBLEM 2.

(a) Under what suitable conditions, does Riccati BSDE (j5.8) admit an adapted solution
(P(-),A(-)) so that BSDE admits an adapted solution (n(-),{(:)) € HP[0,T] and
holds?

(b) For the deterministic coefficient case, under what conditions, does admit a
solution P(-) on [0,T]?

(¢) How can the results of the FBSDE obtained from Problem (LQ) with deterministic
coefficients be extended to the random coefficients case?

6. Results via quadratic BSDEs. In this section, we consider a class of FBSDE (|1.1)
for which any adapted L2-solutions must be adapted LP-solutions for any p > 2. To begin
with, we introduce the following set:

T /2
Z[0,T] = {ZeLﬁ(Q;LQ(O,T;Rde)) | esssup sup [Et(/ |Z(s)|2ds>p ] < oo}.
we t€[0,T) t
Recall that for any Z € Z[0,T1], t — fg Z(s) dW (s) is called a BMO martingale. According
o [28], if

T
esssup sup E; [/ |Z(5)\2ds] < Co,
we  tel0,T] t

1

then for any ¢ € (0, &

[0,T7], one has

) and any 7 € T[0,T], the set of all F-stopping times valued in
r 1

E, [exp(s/ 12(5)? ds)] < <

T
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which implies
T p/2
E(/ |Z(s)\2ds) < 00, Vp>1.
Now, let us introduce the following assumption.
(H4) Themap g = (g',...,9™) : [0, T] x R* x R™ x R™*4 x () — R™ admits the following
representation: _ _ _ _
9'(tx,y,2) = go(t, @, 2") + 91(t, @y, 2), (6.1)
(with 1 <7< m)
lgé (¢, x, 2%)| < K|21]?, VY (t,z,2%) € [0,T] x R™ x RY,
lgb(t,z,2") — g (t, 2, 2)| < K(1 4 |2°] + |2])]2" — 2],
Y (t,z) € [0,T] x R, 2%, 2" ¢ R™*%,
lgi(t,x,y,2)| S K(1+|yl), V(tzy,2) €[0,T] x R" x R™ x R™*¢

‘gl(taxayzz) —gl(t,x,y,z)| X K(|y _Zj| + ‘Z_ 5|)a
V(t,x) € [0,T] x R", y,5 € R™, 2,z € R™*%,

Note that in the above, z +— ¢'(t, z,y, z) is quadratic in 2%, and bounded in 27, j # i.
Due to this, one refers to such a generator of BSDE as diagonally quadratic. Clearly, if
n (H1), the functions Ly, (), Lgy(+), Lgz(+) are bounded, then (H4) holds with gi(-) = 0.
Hence, the following result is a substantial extension of Theorem [2.2] in some sense.

THEOREM 6.1. Let (H4) hold, and let b : [0,T] x R® x R™ x R™*4 x ) — R" and
0 :[0,T] x R" x R™ x R™*? x Q — R™*? satisfy (H1) with the first two lines in (2.13).
Further, suppose

h() € LE, (G R"). (6.3)
Then any adapted L?-solution (X,Y,Z) of FBSDE must be an adapted LP-solution
for any p > 2.

Proof. Note that the first and the third conditions in (6.2) mean that g} and g¢i are
bounded in z. Thus, if (X, Y, Z) is an adapted L2-solution to (I.1]), then with this fixed X,
(Y, Z) is the unique adapted solution to the BSDE in (I.1)) and by [I1], we see that

T 5, \P/2
1Y |oc + || sup (/ |Z(s)| ds) H < o0. (6.4)
t€[0,T) T oo

Consequently, for any p > 2,
T p/2
E[ sup [V (6| + (/ \Z(s)|2ds) } < oo.
t€[0,T] 0
Hence, by the FSDE in (1.1]), we see that

E[ sup |[X(t)|"] < oo.
te[0,T]

This proves our conclusion. m

For the case m = 1, condition (6.3) can be relaxed. To see this, we introduce the
following assumption.
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(H5) Let (HO) hold, with m = 1, such that the first two lines in hold with the
first two lines in being true for some p > 2 and (x,y, z) — ¢(t, x,y, z) is continuous
satisfying

lg(t, x,y, 2)| < o+ Bly| +v/2|2|2, Y (t,x,y,2) € [0,T] x R" x R x R™4 (6.5)
for some «, 8, > 0. Further, Ly, =0, and

E[eM*] < o0, (6.6)

for some A > vefT.

Note that condition allows h(-) to be unbounded. We have the following result.

THEOREM 6.2. Let (H1) and (H5) hold. Suppose (X,Y, Z) is the unique adapted L?-solution
of (1.1)). Then it is an adapted LP-solution of (1.1)).

Again note that condition implies that © — g¢(¢,z,y, z) is bounded. Hence, by
making use of Theorem 2 in [3], similarly to the proof of Theorem we can prove
Theorem

Note that if (see (2.12]))

l9(t, 2y, 2)| < go(t) + Lga(t)[x] + Lgy (O)|y| + Lg=(t)[2],
Y (t,z,y,2) € [0,T] x R" x R x R (6.7)
with
l9o(@)] <@, Lga(t) =0, Lgy(t) < B, Lg:(t) <,  VE€[0,T], (6.8)
then, for any v > 0 (could be arbitrarily small),

l9(t,29,2)| < @t 2+ Blyl + g1af*
Hence, as long as there exists a A > 0 such that holds, we have Theorem (6.2 with
(H5) replaced by 7.

Relevant to the above results, we have the following open problem.

OPEN PROBLEM 3.
(a) What if the third condition in (6.2)) is weakened to

91(t 2.y, 2)| S K(L+ [yl +[2]), Y (t2,y,2) € [0,T] x R" x R x R™4 % Q7 (6.9)

(b) What if the BSDE is not diagonally quadratic?
(c) What if the terminal condition is not bounded for the case m > 1?7 Even for the case
m = 1, we still do not know if « +— h(z) could be linearly growing. Also, can Ly, (-) # 0

in ?

7. Conclusion. In this paper, we have investigated the problem of when an adapted
L2-solution of an FBSDE is an adapted LP-solution (for p > 2). We have explored several
important cases for which the answer is affirmative. We admit that the problem is far
from having a satisfactory answer. Therefore, we pose several open questions, and hope
interested audience will be get involved. We will continue the exploration in this direction
and will report some further results when they become available. To conclude the paper,
we would like to pose the following open problem which is the main motivation of the
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current paper, and the solution of which will have a significant impact on the theory of
FBSDEs and their applications.

OpPEN PROBLEM 4. For linear FBSDE (5.1) with (H3), i.e., all the coefficients are
bounded and random, if an adapted L2-solution (X,Y, Z) uniquely exists, is it an adapted
LP-solution for p > 47
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