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Abstract

We establish existence of nearly-optimal controls, conditions for existence of an
optimal control and a saddle-point for respectively a control problem and zero-sum dif-
ferential game associated with payoff functionals of mean-field type, under dynamics
driven by weak solutions of stochastic differential equations of mean-field type.
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1 Introduction

In this work we investigate existence of an optimal control and a saddle-point for
a zero-sum game associated with a payoff functional of mean-field type, under a
dynamics driven by the weak solution of a stochastic differential equation (SDE) also
of mean-field type. The obtained results extend in a natural way those obtained in [17]
for standard payoffs associated with standard diffusion processes.

Given a control process u := (u;);<7 with values in some compact metric space
U, the controlled SDE of mean-field type we consider in this paper is of the following
functional form:

dx; = f(t,x, P ox; udt + o (1, x)dWE", xo=xeR?, (1.1)
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i.e. f depends on the whole path x_ and P" ox;” Vand o depends on x_ (this feature can
be improved substantially, see Remark 3.2), the marginal probability distribution of
x; under the probability measure P*, and where W*" is a standard Brownian motion
under P*.

The payoff functional J(u), u € U, associated with the controlled SDE is of the
form

T
J(u) = E" |:/0 h(l,x_, P oxt_l,ut>dt+g<xT, P ox;l)],

where E* denotes the expectation w.r.t. P*.
As an example, the functions f, g and & can have the following forms

f(t x, E*l1(x)], u), g(x, E¥[@2(x7)]) and h(t, x., E*[@3(x,)], u)

where ¢;, i = 1, 2, 3, are bounded Borel-measurable functions.
Taking 7 = 0 and g(x, y) = ¢ (x)? — y2, the cost functional reduces to the variance,
J () = E'[@2(x7)*]) = (E“[92(xp)])* = Varpalga(xr)].

While controlling a strong solution of an SDE means controlling the process x*
defined on a given probability space (€2, F, IF, P) on which a Brownian motion W
is defined exists and [ is its natural filtration, controlling a weak solution of an SDE
boils down to controlling the Girsanov density process L" := d P"/dP of P" w.r.t.
a reference probability measure P on 2 such that (€2, IP) carries a Brownian motion
W and such that the coordinates process x; is the unique solution of the following
stochastic differential equation:

dx; =o(t,x)dW;, x¢=X.

Integrating by parts, the payoff functional can be expressed in terms of L as follows

T
J(M)=]E|:/ Lth (t,xv,P”oxtfl,u[>dt+Ll%g (xT,Puoijl):|,
0

where [E denotes the expectation w.r.t. P. For this reason, we do not include a control
parameter in the diffusion term o.

In the first part of this paper we establish conditions for existence of an optimal
control associated with J(u): find a stochastic process u* with values in U such that

Jw*) = 212151 J(u).

Optimal control of SDEs of mean-field type is also known as McKean—Vlasov type
optimal control or simply optimal control of nonlinear diffusion; see e.g. the recent
books [3] and [5] and the references therein.

The recent paper by Carmona and Lacker [6] discusses a similar problem but in the
so-called mean-field game setting (where they further consider the marginal laws of
the control process, i.e., P o u, 1) which has the following structure (cf. [6]):
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(1) Fix a probability measure p on the path space and a flow v : # — v, of measures
on the control space;

(2) Standard optimization: With p and v frozen, solve the standard optimal control
problem:

{infu E" [foTh(t,x_,,u, v,u,)dt—i—g(xT,/L)], (12)

dx; = f(t,x, w,u)dt + o, x)dWr", xog=xeR?,

i.e. find an optimal control u, inject it into the dynamics of (1.2), and find the
law @, (1, v) of the optimally controlled state process and the flow &, (i, v) of
marginal laws of the optimal control process;

(3) Matching: Find a fixed point u = &, (u, v), v = ®,(u, v).

To perform the matching step (3), the authors of [6] are led to impose more or less
stringent assumptions which in turn narrow the scope of the applicability of their
framework. This is mainly due to the fact that the functional which is supposed to
provide the optimal control is rather irregular. Overall, to show existence of a fixed
point is not an easy task and cannot work in broader frameworks. For an in-depth
comparison between the mean-field games approach and optimal control of strong
solutions of SDEs of mean-field type see [3], [7], and the references therein. In the
recent paper [1] the authors derive a non-linear Feynman—Kac representation for the
value function associated with an optimal control related to such SDEs. However they
do not address the problem of existence of optimal or even e-optimal controls.

In this paper we use another approach which in a way addresses the full control
problem where the marginal law changes with the control process and is not frozen as in
the mean-field game approach. Our strategy goes as follows: By a fixed point argument
we first show that for any admissible control u there exists a unique probability P*
under which the SDE

dx; = f(t,x, P" oxfl, u;)dt +c7(t,x.)thPu, xo=x € R4,

has a weak solution, where W* “ is a Brownian motion under P". Moreover, the
mapping which to u associates P" is continuous. Therefore, the mean-field terms
which appear in the drift of the above equation and in the payoff functional J(u)
are treated as continuous functions of u. Using this point of view, which avoids the
irregularity issues encountered in [6], we suggest conditions for existence of an optimal
control using backward stochastic differential equations (BSDEs) in a similar fashion
to the standard control problems, i.e. without mean-field terms. Indeed, if (Y*, Z*) is
the solution of the BSDESs associated with the driver (Hamiltonian) H (¢, x_, z, u) :=
h(t,x,P"o x,_l, u;)) +z- G’l(t,x_)f(t, x,P"%o x,_l, u;) and the terminal value
glxr, P%o x}l), we have Y} = J(u). Moreover, the unique solution (Y*, Z*) of the
BSDE associated with

H*(t,x,z) :=essinf H(t,x,z,u), g*(x) :=essinf g(xr, P" ox;l)
ueld ueld
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satisfies, under appropriate assumptions, Y*(z) = ess iLIIlf Y“(¢). In particular if g
ue

does not depend on the mean-field term this equality holds. The use of the essential
infimum over the whole set of admissible controls ¢/ instead of the infimum of the
Hamiltonian H over the set U of actions (as is the case for the standard control problem,
as discussed, e.g. in [17]) is simply due to the fact that the mean-field coupling P*ox,” !
involves the whole path of the control u over [0, ¢] and not only u,. This nonlocal
feature of the dependence of H on the control does not seem covered by the powerful
Benes’ type ‘progressively’ measurable selection, frequently used in standard control
problems. Thus, if there exists u* € U such that H*(¢,x,z) = H(t, x, z, u™) and
g*(x) =gy, P o x?l), then u™* is an optimal control for J (1). We don’t know of
any suitable measurable selection theorem that would guarantee existence of u*. At
the end of this section, by using Ekeland’s variational principle, we show the existence
of a near-optimal control. Finally, we suggest some particular cases where an optimal
control exists.

The zero-sum game we consider is between two players with controls # and v
valued in some compact metric spaces U and V, respectively. The dynamics and the
payoff function associated with the game are both of mean-field type and are given by

dx; = f(t,xi, P ox !y, Ut)dt +o(t,x)dWF"™", xo=xeRY (13)

and

T
J(u,v) := E*? [/0 h(t,xi, pev oxt‘l, Uy, v,)dt +g<xr, pv ox;l)i| ,

where P*" o x; Uis the marginal probability distribution of x; under the probability
measure P%V, WP’ is a standard Brownian motion under P*¥ and E*-¥ denotes the
expectation w.r.t. P*V,

In the zero-sum game, the first player (with control #) wants to minimize the payoff
J (u, v) while the second player (with control v) wants to maximize it. The zero-sum
game boils down to investigating the existence of a saddle point for the game, i.e. to
show existence of a pair (u*, v*) of controls such that

JW*,v) < J*, v*) < J(u,v*),

for each (u, v) with valuesin U x V.

This framework of games is symmetric in the sense that two players are allowed
to use arbitrary adapted controls. Its introduction goes back to the eighties (see e.g.
[8,9,16,17]). Moreover, these controls are somehow of feedback form since, in the
canonical space, for any control (u;)o<;<7 (resp. (v;)o<;<7) there exists a measurable
function u (resp. v) such that u; = u(t, x.) (resp. v; = v(z, x.)). This framework is not
the same as the one, e.g. in [4,15], where the zero-sum game is formulated so that the
first player uses controls while the second one strategies which in a way are responses,
making the game nonsymmetric.
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By using the same approach as in the control framework, we show that the game
has a saddle-point. The recent paper by Li and Min [21] deals with the same zero-
sum game for weak solutions of SDEs of the form (1.1), where they apply a similar
‘matching argument’ approach as [6]. However, due to the irregularity of the func-
tional which provides the fixed point, they could only show existence of a so-called
generalized saddle-point, i.e. of a pair of controls (u*, v*) which satisfies (see, for
instance, Theorem 5.6 in [21])

JW*,v) — Cyr(v,v™) < JW*,v*) < J(u, v*) + Cyr(u, u*),

where V¥ (u, ) := (IE[fOT d*(uy.ii)dsDV* and C is a positive constant depending
only on f and A.

Instead of the Wasserstein metric which is by now standard in the literature dealing
with mean-field models, because it is designed to guarantee weak convergence of
probability measures and convergence of finite moments, in this paper we have chosen
to use the total variation as a metric between two probability measures, although it
does not guarantee existence of finite moments, simply due to its relationship to the
Hellinger distance thanks to the celebrated Csiszar—Kullback—Pinsker inequality (see
the bound (4.22), Theorem V.4.21 in [19]) which gives a simple and direct proof of
existence of a unique probability P* (resp. P*'V) under which the SDE (1.1) (resp.
(1.3)) has a weak solution.

The paper is organized as follows. In Sect. 3, we account for existence and unique-
ness of the weak solution of the SDE of mean-field type. In Sect. 4, we provide
conditions for existence of an optimal control and prove existence of nearly-optimal
controls. Finally, in Sect. 5, we investigate existence of a saddle point for a two-persons
Zero-sum game.

2 Preliminaries

Let Q := C([0, TT; Rd) be the space of R4-valued continuous functions on [0, T
endowed with the metric of uniform convergence on [0, T']; |w|; := supg<s<; |Wsl,
for 0 <t < T.Denote by F the Borel o-field over 2. Givent € [0, T'] andw € €, let
x (¢, w) be the position in R? of w at time 7. Denote by .7-",0 =o(xs, s <t),0<t<
T, the filtration generated by x. Below, C denotes a generic positive constant which
may change from one line to another.

Let o be a function from [0, 7] x €2 into R?*4 such that

(Al) ois f?-progressively measurable ;
(A2) There exists a constant C > 0 such that

(a) Foreveryt € [0, T]and w, w € 2, |o(t,w) —o(t,w)| < Clw — w|;.

(b) o is invertible and its inverse o ! satisfies |0~ (r, w)| < C(1 + |lw|¢), for
some constant o > 0.

(c) Foreveryt € [0,T]and w € Q, |o (¢, w)| < C(1 + |w],).
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Let IP be a probability measure on €2 such that (2, IP) carries a Brownian motion
(Wi)o<i<t and such that the coordinates process (x;)o<;<r is the unique solution of
the following stochastic differential equation:

dx; = o (t,x)dW;, xozxeRd. 2.1

Such a triplet (P, W, x) exists due to Proposition 4.6 in [20, p. 315] since o satisfies
(A2). Moreover, for every p > 2,

Ep[|x|}] < Cp. (2.2)

where C), depends only on p, T, the initial value x and the linear growth constant of
o (see [20, p. 306]). Again, since o satisfies (A2), ]—',0 is the same as o {Wy, s < t}, for
anyt < T,sincedW; = o~ 1(t, x))dx,. We denote by F := (F)o<:<7 the completion
of (F?),<7 with the P-null sets of .

Let P(R?) denote the set of probability measures on R¢ and P, (R?) the subset of
measures v with finite second moment:

fRd Y Pv(dy) < + 0.

For 11, v € P(RY), the total variation distance is defined by the formula

d(pn,v) =2 sup |u(B) —v(B)|. (2.3)
BeB(R4)

Furthermore, let P(€2) be the space of probability measures P on £ and P,(2), p >
1, be the subspace of probability measures such that

1P, i=/ lwly P(dw) = Ep[|x|7] < + o0,
Q

where |x[; := Suppy< < %5, 0 <1 < T.
Define on F the total variation metric

d(P, Q) := 2§u§_|P(A) — Q(A)|, P,0eP(Q). (2.4)

Similarly, on the filtration I, we define the total variation metric between two proba-
bility measures P and Q as

Dy(P,Q):=2sup [P(A)—Q(A)], 0=<t=T. (2.5)
AeF;
It satisfies
Dg(P, Q) < Di(P,Q), 0=<s=t. (2.6)
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For P, Q € P(2) with time marginals P, := P o xt_l and Q; ;= Qo xl_l, the total
variation distance between P, and Q; satisfies

d(Pt, Q;) < Di(P,Q), 0<t=<T. 2.7
Indeed, we have

d(Pr, Q1) = 25upgcpmdy | Pi(B) — O1(B)]
= 25Upgeprd) [P (B) — Q(x; ' (B))]|
< 2supcr |P(A) — Q(A)| = Di(P, Q).

Endowed with the total variation metric D7 on (2, Fr), P(R2) is a complete metric
space. For the sake of completeness, a proof is displayed in the Appendix. Moreover,
by the Portmanteau Theorem, D carries out the usual topology of weak convergence.

3 Diffusion Process of Mean-Field Type

Hereafter, a process 6 from [0, 7] x 2 into a measurable space is said to be pro-
gressively measurable if it is progressively measurable w.r.t. IF. Let S% be the set of
[F-progressively measurable continuous processes (§;);<r such that E[sup, .7 ¢ |2] <
oo and finally let H% be the set of [F-progressively measurable processes (6;);<7 such

that E[ [} [65%ds] < oc.
Let b be a measurable function from [0, T] x © x P(RY) into R? such that

(A3) For every Q € P(f2), the process ((b(t,x, Q o xt_l)),ST is progressively
measurable.
(A4) Foreveryt € [0, T],w € Qand i, v € P(RY),
|b(t’ w, /’L) - b(l, w, V)l S Cd(l‘l’v U)'
(AS) Foreveryr € [0, T], w € Qand u € P(R?),
1@, w, W) < C(1+ |w|y).
Next, for Q € P(R), let P be the measure on (2, F) defined by

dP? :=L%4P (3.1)

with .
L :=¢ <f o s, x)b(s, x., O ox‘Y_l)dWs> , 0<r<T, (3.2)

0
where, for any (F, P)-continuous local martingale M = (M,)o<;<1, £ (M) denotes the

Doleans exponential, i.e., £(M) := (exp M; — %(M},)Ogsr. Thanks to assumptions
(A2) and (AS), P2 is a probability measure on (2, F). A proof of this fact follows
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the same lines of the proof of Proposition A.1 in [12]. Hence, in view of Girsanov’s
theorem, the process (W,Q, 0 <t < T) defined by

t
we =W, —/ o (s, x)b(s,x, Qox Nds, 0<t<T,
0

is an (I, PQ)-Brownian motion. Furthermore, under P2,
dx; =b(t,x, Q oxt_l)dt +o(t, x_)dWlQ, Xp=XE€ RY. 3.3)

Now, in view of (A2) and (AS5), the Holder and Burkholder—Davis—Gundy inequalities
yield, for every p > 2,

T
1P2I5 = Epo [Ix8] < C, (1 + Epo [/0 |x|fdt:|) .

where the constant Cj, depends only on p, T, x and the linear growth constants of b
and o. By Gronwall’s inequality, we obtain

Epollx|7]1 < Cp < +o0. (3.4)

Next, we will show that there is QO such that PO = 0, i.e., Q is a fixed point.
Moreover, Q has a finite moment of any order p > 2.

Theorem 3.1 The map

D :P(Q) — P(Q)
0+ ®(Q):= P2 drP2:=L%P

admits a unique fixed point. .
Moreover, for every p > 2, the fixed point, denoted Q, belongs to P,(2), i.e.

EpllxIf] < Cp < +o0, (3.5)

where the constant Cp, depends only on p, T, x and the linear growth constants of b
ando.

Proof We show the contraction property of the map @ in the complete metric space
P(2), endowed with the total variation distance D7. To this end, given Q, @ € P(R),
we use an estimate of the total variation distance D7 (®(Q), ¢(§)) in terms of a
version of the Hellinger process associated with the coordinate process x under the
probability measures ® (Q) and <I>(§), respectively. Indeed, since by (3.3),

under ®(Q), dx;, = b(t,x, Q,)dt + o (t, x_)dWQ, xo=x € R4,
under CD(@), dx; =b(t, x, Q,)dt +o(t, x_)dWQ, xo=x € R4,
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in view of Theorem IV.1.33 in [19], a version of the associated Hellinger process is

1 (7 ~ .
Ty ;:§/0 Ab(Q, 0) a7 ' Ab(Q, Q)dr, (3.6)

where

Ab(Q, Q) :=b(t,x., Q;) — b(t, x., O)

and a;, := (o0 ")(r, x) and MT denotes the transpose of the matrix M. We may use
the estimate (4.22) of Theorem V.4.21 in [19], to obtain

Dr(®(Q), ®(0)) < 4/Eao) [T7]. (3.7)

By (A2), (A4) and (3.4), we have

Eao) [Abi(Q. O)'a; ' Abi(0, 0] = €d*(Q1, 01 = CD}(0. D),

which together with (3.7) yield

T
D2(®(Q), (D)) < cfo D2(Q. D). (3.8)

Iterating this inequality, we obtain, for every N > 0,

T (7 _ /N-1 R NN
%DIZ(Q, Q)dt <

pi@"N(Q), oV (Q)) < cV A D(0. 0),

where ®" denotes the N-fold composition of the map ®. Hence, for N large enough,
oV is a contraction which entails that ¢ admits a unique fixed point.
Let Q be such a fixed point for the map &. Thus, under Q,

dx; = b(t, x, 0))dt +o(t, x )dW2, xo=x e R,

where Q, = Q ox; ' In view of assumptions (A2) and (AS), the Holder and
Burkholder-Davis—Gundy inequalities yield

T
10115 = Eg [IxI5] < C, (1 1k, [/ |x|§’d;D |
0
By Gronwall’s inequality, we obtain (3.5), i.e.
Epllx|7] < Cp < +oo.
O
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Remark 3.2 The dependence of the drift b with respect to the law of x; under Q,i.e., Qo
X; ! can be relaxed substantially since we can replace this latter by Qo¢ (¢, x)~! where
¢ (t, x) is an adapted process. For example one can choose ¢ (¢, x) = supy<,; xs. The
main point is that the inequality (2.7) holds for a general adapted process ¢ (¢, x). O

4 Optimal Control of the Diffusion Process of Mean-Field Type
Let (U, §) be a compact metric space with its Borel o-field B(U) and U the set of
F-progressively measurable processes # = (u;);<r with values in U. We call U the
set of admissible controls.

Next let f and & be two measurable function from [0, 7] x Q x P(R?) x U into

R4 and R, respectively, and g be a measurable functions from R4 x P(RY) into R
such that

(B1) For any u € U and Q € P(L2), the processes (f(t,x,Q o xt_l,u,)), and
(h(t, x, Qoxt_l, uy)); are progressively measurable. Moreover, g(xr, Qox;l)
is Fr-measurable.

(B2) Foreveryt € [0, T], w € Q,u,v € U and uu, v € P(RY),

(2, w, p,u) — @@, w,v,v)| < Cd(u,v) + 8u, v)).

for ¢ € {f, h}.
Forevery w € Qand p, v € P(Rd),

lg(w, u) — g(w, v)| < Cd(p, v).
(B3) Foreveryt € [0, T],w e Q,nue PR andu € U,

(B4) h and g are uniformly bounded.

For u € U, let P" be the probability measure on (€2, F) which is a fixed point of
®" defined in the same way as in Theorem (3.1) except that the drift term b(-) depends
moreover on u but this does not rise a major issue. Thus we have

dP" := L%.dP, 4.1)
where
LY =& (/ o N, x) f(s,x, P ox;!, us)dWs> , 0<1<T. (4.2)
0
By Girsanov’s theorem, the process (W}, 0 <t < T') defined by

t
Wi =W, —/0 o Ns.x)f(s,x, Plox; ug)ds, 0<t<T,
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is an (I, P*)-Brownian motion. Moreover, under P“,
dx; = f(t,x, P ox  up)dt + o (t, x)dW!", xo=xeR% (4.3)
Let E" denote the expectation w.r.t. P*. In view of (3.5), we have, for every u € U,
Vp =2, Pl = E"[lxr]"] < C < oo, (4.4)
where the constant C depends only on 7', x and the linear growth constants of f and

0.
We also have the following estimate of the total variation between P* and P".

Lemma 4.1 For every u,v € U, it holds that

T
D3 (P", P') < CE" [/O 8% (uy, vt)dt] ) (4.5)

In particular, the function u +— P" from U into P(RQ) is Lipschitz continuous: for
everyu,v € U,
Dr(P*, P") < C8(u, v). (4.6)

Proof Using a similar estimate as (3.7), we have

Dr(P", P¥) < 4 |Eu [ﬁ;’”], 4.7)

where I” is the following version of the Hellinger process associated with P* and PV:

1

T
fri=g /O A fiu, v) a7 A fi(u, v,

where
Aﬁ(l/l, U) = f(tv-x.v Pu O_X[_l’l,tt) - f(tv-x" PU oxt_lv U[).
Using (A2) and (B2), we obtain

Afi,v) a7 A S, v) < CA+ XY@ P o x7Y, PYox, ) + 8% (uy, vr)
< C(1+ |x?*)(DX(P", PY) + 8 (us, vp)).

Hence, in view of (4.7), Gronwall’s inequality yields
T
D2(P", P¥) < CE" [/0 8% (uy, vt)dt] )
Inequality (4.6) follows from (4.5) by lettingu; =u € U and v; = v € U.
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The cost functional J (1), u € U, associated with the controlled SDE (4.3) is

T
J(u) = E" [/ h(t,x., P" oxt_l, u;)dt + g(xg, P" ox;l)i| , 4.8)
0

where h and g satisfy (B1)—(B4) above.
Any u* € U satisfying
J(u*) = min J () 4.9)
ueld

is called optimal control. The corresponding optimal dynamics is given by the proba-
bility measure P* on (€2, F) defined by

dP*=¢ </ o N, x) f(s,x, P*ox;!, uj)dWx> dP, (4.10)
0

under which

dx; = f(t,x, P*ox "\ u)dt +o(t,x)dW", xo=xeR (4.11)
We want to find such an optimal control and characterize the optimal cost functional
J (™).

For (t, w, u, z,u) € [0, T] x Q x P(Rd) x R4 x U we introduce the Hamiltonian
associated with the optimal control problem (4.3) and (4.8)

H(t,w, u,z,u) :=h(t,w, u,u) +2z- afl(t, w) f(t, w, u, u). 4.12)

The function H enjoys the following properties.

Lemma 4.2 Assume that (Al), (A2), (BI) and (B2) hold. Then, the function H satisfies

|H(t, w, pw, p,u) — H(t,w,v, p,v)] < CA+ [w|iNA+ |pDd (i, v) + 8(u, v)).
4.13)

Assume further that (B3) holds. Then H satisfies the (stochastic) Lipschitz condition
\H (6w, s, z,uw) — Htw, g, 2 w)] < CA+ Jwl Pz — 2], (4.14)

Proof Inequality (4.13) is a consequence of (A2) and (B2). Assume further that (B3)
is satisfied. Then (4.14) is also satisfied since f and o ~! are of polynomial growth in
w. ]

Next, we show that the payoff functional J(u), u € U, can be expressed in terms of
solutions of linear BSDEs.
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Proposition 4.3 Assume that (Al), (A2), (B1), (B2), (B3) and (B4) are satisfied. Then,

foreveryu € U, there exists a unique F-progressively measurable process (Y, Z") €
S% X H:‘} such that

{ —dY! = H(t,x, P ox; ', Z", u;)dt — Z"dW,, 0<1<T, 4.15)

Yy =g(xT,P”ox;1). '

Moreover, Y = J(u).

Proof The mapping p — H(t,x, P* o xt_l, p, uy) satisfies (4.14) and H(t, x, P" o
x,_l, 0,u;) = h(t,x,u;) and g(x7, P* o x;l) are bounded, then by Theorem I-3 in
[17], the BSDE (4.15) has a unique solution. Note that the proof in [16,17] is made for
o = 0. However it can be generalized without any difficulty to the case when o > 0.
The most important thing is that the moment of any order of (x;);<7 exist under PP.

It remains to show that Yé’ = J(u). Indeed, in terms of the (F, P*)-Brownian
motion

t
W/=W, —/0 U_l(s,x.)f(s,xd p" oxs_l, ug)ds, 0<t<T,

the process (Y*, Z") satisfies

T T
Yt"zg(xT,P“ox;l)—l—f h(s,x,,P”oxs_l,us)ds—/ ZidwW)!, 0<t<T.
t t

Therefore,
T
Y =E" |:f h(s,x, P" oxs_l, ug)ds + g(xr, P* ox;l)|.7-",] P"-as.
t

In particular, since Fg contains only the P-null sets of 2 and, P* and P are equivalent,
then

T
Yy = E" [/ h(s,x,, P* ox;I, ug)ds + g(xr, P" ox}l):| = J(u).
0

4.1 Existence of Optimal Controls

In the remaining part of this section we want to find u* € U such that u* =
argmin, ¢z J(#). A way to find such an optimal control is to proceed as in Proposi-
tion 4.3 and introduce a BSDE whose solution Y™ satisfies Yj' = inf,, ¢y J (1) = YO”*.
By the comparison theorem for BSDEs, the problem can be reduced to minimizing
the corresponding Hamiltonian and the terminal value g w.r.t. the control u. Since in
the Hamiltonian H (¢, x , P* o xfl , Z, uy) the marginal law P* o xfl of x; under P“
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depends on the whole path of u over [0, ¢] and not only on u,, we should minimize
H w.r.t. the whole set U/ of admissible stochastic controls. Therefore, we should take
the essential infimum of the Hamiltonian over I/, instead of the minimum over U.
Thus, for the associated BSDE to make sense, we should show that it exists and is
progressively measurable. This is shown in the next proposition.

Let L denote the o-algebra of progressively measurable sets on [0, 7] x 2. For
(t,x,z,u) € [0, T] x © x R? x U, set

H(t,x,z,u):= H(t,x, P ox; ', z,up). (4.16)

Note that since H is linear in z and, for every fixed z and u, H (-, -, z, u) a progressively
measurable process, itisan L x B (Rd)-random variable.
Next we have:

Proposition 4.4 Foranyz € RY, there exists an L-measurable process H*(-, -, z) such
that,
H*(t,x,z7) =ess in{{ H(t,x,z,u), dP xdt-a.e. 4.17)
ue

Moreover, H* is stochastic Lipschitz continuous in z, i.e., for every 7,7 € RY,
|H*(t,x,2) — H*(t, x,2)| < C(1 + |x]}T)|z — /| (4.18)

Proof Forn > 0 let z, € Q¢ the d-cube of rational numbers. Then, since (¢, @)
H(t, w, z;,, u) is L-measurable, its essential infimum w.r.t. u € U is well defined, i.e.
there exists a L-measurable r.v. H" such that

H"(t,x,z,) =essinf H(t, x., 2, u). (4.19)
ueld

Moreover, there exists a countable set 7, of U such that

H'(t, X, 23) = inf H(t,x, 2, u), dPx di-ae. (4.20)
ueJn

Finally note that the process (¢, w) — inf H(t, w, z,, 1) is L-measurable.
uedn

Next, set N = UnzO N,,, where

Nn = {(t»w) : Hn(tv w, Zn) 75 lnf H(t,a),Zn, l/l)}
ueJ,

Then obviously dP ® dt(N) = 0.
We now define H* as follows: for (t, w) € N, H* = 0 and for (¢, ) € N€ (the
complement of N) we set:
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1£§ H(t, X, 2, 1) if z=2,€Q,

* _ u n

H(t,x.,2) = lin‘} inf,c7 H(t,x,z,, u) otherwise. 42D
7,€Q4—z

The last limit exists due to the fact that, for n # m, we have

|inf H(ta-x.vznvu)_ lnf H(tﬂxazmau)|

ueJy ueJm
= |Hn(t1x.s Z}’l) - Hm(tsx.9 Zm)l
= |essinf H(t, x, z,, u) —essinf H(t, x, z;,, u)|
ueld ueld

<essinflo !, x) (6, x, P ox ' un)llzn = 2l
Uue
< CA+ 12l Dlzn = 2.
Furthermore, the last inequality implies that the limit does not depend on the sequence
(zn)n=0 of Q? which converges to z. Finally note that H*(z, x_, z) is L ® B(R%)-
measurable and is Lipschitz-continuous in z with the stochastic Lipschitz constant

C(1+ [x[7 ).
It remains to show that, for every z € Rd,

H*(t,x.,z7) =ess ig{lf H(t,x,z,u), dP xdt-a.e. (4.22)
UE

If z € Q4, the equality follows from the definitions (4.19) and (4.21). Assume z ¢ Q¢
and let z,, € Q¢ such that z, — z. Then

H*(t,x.,z,) = ess ig{lf H(t,x,z,,u), dP xdt-ae. (4.23)
UE

But, H*(¢t,x,z,) = inf H(t,x,z,,u) —, H*(,x,z) and essinf H (¢, x_, z,,, u)
ueJ, ueld

—>, €ess ig{lf H (¢, x, z, u) which finishes the proof. O
Uue
Consider further the Fr-measurable random variable

g*(x) :=ess inf g(xr, P oxs") (4.24)
ueld
and let (Y*, Z*) € S% X HQT be the solution of the following BSDE

T T
Yy =g*(x,)+/ H*(s,x,,Z;‘)ds—/ Z¥dW,, t <T. (4.25)
t

t

The existence of the pair (Y*, Z*) follows from the boundedness of g* and £, the
measurability of H* and (4.18) (see [17] for more details).
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The next proposition displays a comparison result between the solutions Y* and
Y*, u € U of the BSDEs (4.25) and (4.15), respectively.

Proposition 4.5 (Comparison) For every t € [0, T'], we have
Y <Y/, P-as, ucl. (4.26)
Proof For any t < T, we have:
Y — Y= g*(x) — gy, PUoxg ) — [1(ZE — Z0aw,

+ [T {H* (s, x., Z¥) — H(s, x, Z*, u)}ds
+ftT{H(s, x,Z¥u)—H(s,x,ZY, u)lds.

Since, g*(x.) — g(x7, P ox;') < Oand H*(s,x., Z¥) — H(t, x,, Z¥,u) < 0, then,
performing a change of probability measure and taking conditional expectation w.r.t.
Fi, we obtain ¥;* < Y/, P-as., Yu el. O

Proposition 4.6 (¢-optimality) Assume that for any ¢ > 0 there exists u® € U such
that P-a.s.,

H*(t,x,Z})>H(t,x,Zf,u®) —e, 0<t<T,
. P 4.27)
g"(x) = glxr, P" oxy ') —e.
Then,
Y =essinf ¥/, 0<r<T. (4.28)
ueld

Proof Let (Y?, Z%) € S% X ’H2T be the solution the following BSDE

T T
Y: = g(xr, P ox;1)+/ H(s,x, Z¢, uf)ds —/ ZEdWy.
t t
Once more the existence of (Y, Z¢) follows from ([17], Theorem 1.3). We then have
. T
Y —YF=g"(x)— glxr, P* ox}l) - / (Z7 — Z5Hd W
t
T
+ / {H*(S,x.,Z:)—H(S,x.,Z:,us)}dS
t
T
+ / {H(s,x,Z;,u) — H(s, x, Z;, u®)}ds.
t

Since g*(x) — g(xr, P ox;') > —e and H*(s,x, Z*) — H(t,x, Z}, u®) > —e¢,
then, once more, performing a change of probability measure and taking conditional
expectation w.r.t. F;, we obtain Y;* > Yt“‘E — &(T + 1). This entails that, in view of
(4.26), forevery 0 <t < T, Y =ess izfllf Y. O
ue
In next theorem, we characterize the set of optimal controls associated with (4.9)
under the dynamics (4.3).
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Theorem 4.7 (Existence of optimal control) If there exists u* € U such that

H*(t,x,Z;)=H(, x, P oxfl, Zr,uf), dPxdt-ae, 0<t<T,
g*(x) =glxr, Pv Ox;l), dP-a.s.
(4.29)
Then,
Y/=Y' =essinf ¥}, 0<t<T. (4.30)
ueld

In particular, Y = inf, ¢y J(u) = J(u™).

Proof Under (4.29), for any t < T we have

T T
Y -/ :/ (Zi -7 )dWX—i—/ (H(s, x., P" oxs_l,Z;‘,u:f)
t t

—H(s,x, P* oxs_l, Z?*, u)ds

N

T T
=/ (Zj—Z;‘*)dWS—l—/ (ZF — 7" Yo (s, x)
t t

f(s, x, P oxs_l, uy)ds.
Making now a change of probability and taking expectation leads to E[Y, F =Y, t“*] =0,
Vi < T where E is the expectation under the new probability P which is equivalent
toP. As Y/ < Y,”*, P-a.s. and then P-a.s., we obtain, in taking into account of (4.26),
Y* = Y*" which means, once more by (4.26), that #™ is an optimal control. O

Remark 4.8 As is the case for any optimality criteria for systems, obviously check-
ing the sufficient condition (4.29) is quite hard simply because there are no general
conditions which guarantee existence of essential minima for systems. One should
rather solve the problem in particular cases. In the special case where the marginal
law P* o xfl only depends on (u;, x|[0,1]) at each time ¢ € [0, T'], we may minimize
H and g over the action set U, instead of using the essential infimum, and use Bene§
selection theorem [2] to find two measurable functions u} from [0, T') x Q x R4 into
U and u; from R¢ into U such that

H*(t,x,z2) = ing H(t, x, P" oxt_l, z,u) = H(t, x, P"1 oxl_l, z,ui(t, x,2))
ue
(4.31)
and
g"(x) := inf glxr, P'o xph) = gler, P2 oxph). (4.32)

Combining (4.31) and (4.32), it is easily seen that the progressively measurable func-
tion u™ defined by
ujt,x,z), t<T,

uy(xr), t=T, (4.33)

ut,x,z) = {
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satisfies
H*(t,x,2) = H(t,x, P ox]!, 2, and g*(x)=g(xr, P ox;'). (434)

m}

We are going now to deal with the case when the terminal payoff g does not depend
on the mean-field term. To begin with let us show the following result:

Proposition 4.9 Let 0 be an L-measurable process with values in R%. We then have;

H*(t,x.,60,) =essinf H(t, x,0;,u), dP x dt-a.e.
ueld

Proof First note that for any z € Rlandu e U, H* (t,x,z) < H@t,x,z,u), dP x
dt-a.e. and then, for any u € U,

H*(t,x,6,) < H(t,x,60;,u), dP x dt-a.e.

Next let @ be a L-measurable process such that & (¢, w) < H(t, x, 6, u) for any
u € U. Assume first that 6 is uniformly bounded. Then there exists a sequence of
LL-processes (8"),>0 such that for any n > 0, 6" takes its values in (@d, is piecewise
constant and verifies [|0" —0|oc := sup; ) 10/ (@) — O (w)| — O asn — oo (fore.g.

ifd = 1, one can take 6,, = Zl"z; "2_—,111{9_1([& s +nlyg>y) and the generalization
zl‘l 9 2/1 -

to the case when d > 2 is straightforward). On the other hand by the definition of H

in (4.16) we have

|H(t, x, 0, u) — H(t, x., 6], 1)] < C(L+ [[x[[[7)[0" = 6]|oo.

Now let € > 0 and ng such that for any n > nyg, ||6" — 6]|cc < €. Then for n > ng and
u € U we have,
D(t,w) < H(t,x., 0" u) +eC(1 + [|lx[7*)

which implies that
k 14+«
1kt w) < 1t {H (1. x., 2k w) + eC(1 + x|} +)

where B,’l‘ is a subset of [0, T'] x €2 on which 6, is constant and equals to zﬁ € (@d.
Therefore

Lgr®(t, ) < 1gelinf, e 7e H(t, x, 2k, 1) + €C(1+ |1x]/7)
= g {H*(t, x., 2) + €C(1 + [|x ]/ 7))
= el H* (1, x, 6]") + €C(1+ |Ix[; ¥},

where [J¥ is the countable subset of ¢/ defined in (4.20) and associated with z£.
Summing now over k to obtain

(t, w) < H*(t, x.,6;) + 2¢C(1 + [|x[|1T%) (4.35)
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since H™ is stochastic Lipschitz w.r.t. z (see (4.18)) and then
|H*(t,x.,6,) — H*(t, x.,0/)| < eC(I + ||x[; %)

for n > ng. Send now ¢ to 0 in (4.35) to obtain that ® (¢, w) < H*(¢, x, 6;) which
means

H*(t,x.,6;) = ess iblllf H(t,x,0;,u), dP x dt-a.e.
UE

I_f 6 is not bounded, one can find a sequence of bounded L-processes 6, )n>0 such that
6, —>n 0, dP x dt-ae.
Therefore we have

H*(t,x,0,()) = ess ig}f H(t, x,0,1),u), dP x dt-a.e. (4.36)
ue

But the stochastic Lipschitz property of H* and the linearity of H w.r.t. z imply
H*(t,x,6,@) —, H*(t,x,0(t)) and essibl{lfH(t,x_,On(t),u) -, essigllf
ue ue

H(t, x., 0, u). We then obtain the desired result by taking the limit in (4.36). O

Proposition 4.10 If g does not depend on the mean-field term then

Yy = essinf J(u).
ueld

Proof Recall that Z* is defined in (4.25). Then by the previous result and the properties
of essinf (see [11, p. 229]), there exists a countable subset ¢/ of U such that

H*(t,x,Z})=inf H(t,x,Z], u)
ueld

Therefore for any € > 0 there exists u¢ € U such that H*(r, x , zZ5H =
H(t,x,, Z}, u®)—e. Thus (4.27) is satisfied since g does not depend on the mean-field
term. Finally the result follows from Proposition 4.6. O

4.2 Existence of Nearly-Optimal Controls

As noted above, the sufficient condition (4.29) is quite hard to verify in concrete
situations, which makes Theorem (4.7) less useful for showing existence of optimal
controls. Nevertheless, near-optimal controls enjoy many useful and desirable proper-
ties that optimal controls do not have. In fact, thanks to Ekeland’s variational principle
[14], that we will use below, under very mild conditions on the control set ¢/ and the
payoff functional J, near-optimal controls always exist while optimal controls may
not exist or are difficult to establish. Moreover, there are many candidates for near-
optimal controls which makes it possible to select among them appropriate ones that
are easier to implement and handle both analytically and numerically.
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For later use we introduce the Ekeland metric dr on the space U of admissible
controls defined as follows. For u, v € U,

deg(u,v) = ﬁ{(w, 1) e 2 x[0,T], 6(us(w), vi(w)) > 0}, 4.37)

where d P = dP x dt is the product measure of IP and the Lebesgue measure on [0, T'].
On the other hand let us consider the following assumption on o which will replace

(A2)-(b),(c).
Assumption (A6) o (¢, x.) and o 1 (¢, x.) are bounded.

Lemma4.11 (i) dg is a distance. Moreover, (U, dg) is a complete metric space.
(ii) Let (u"), andu be inU. If dg(u™, u) — 0 then E[fOT 52(u?, u;)dt] — 0.

Proof For a proof of

(i) See [10]. The proof of completeness of (U, dr) needs only completeness of the
metric space (U, §).

(i) Let(u™), andu beinl{. Then, by definition of the distance dg, since dg (u", u) —
0 then 8(u}, u,) converges to 0, dP x dt-a.e. Now, since the set U is compact, it
is totally bounded, i.e. for every ¢ > 0, there exists an integer p, > 1 and points
Y15 .-+, Yp, inU suchthatU C Ufs:l B(yj, ), where B(x, ¢) denotes the closed
ball with center x and radius ¢. In particular, by the triangle inequality, for every
n > 1and (t, w), 6(u} (), u;(w)) < 2pee. Thus, by dominated convergence,

ELfy 8, ur)dr] — 0. O
Proposition 4.12 Assume (Al), (A2)-(a),(A6) and (B1)—(B4). Let (u"),, and u be in
U. If dg(u”", u) — 0 then D%(P“n, P") — 0. Moreover, for every t € [0, T], L,"n

converges to LY in LY(P).

Proof In view of Lemma 4.11, we have E[fOT 8% (u;, ut)dt] — 0. Therefore the

sequence ( fOT 82 (uy, uy)dt),>o converges in probability w.r.t I’ to 0 and by compact-
ness of U it is bounded. On the other hand since L% is integrable then the sequence

(LY fOT 8% (uy, ul)dt),>o converges also in probability w.r.t to [P to 0. Next by the uni-

form boundedness of (fOT 8%(us, u)dt)n=0, the sequence (LY fOT 82 (uy, ul)dt) =0 is
uniformly integrable. Finally as we have

T T
Eu [f 82(M[,M;l)dt} ZE[L?‘\/‘ 82(“[7“?)dt}
0 0

then

T
E" [/ 82 (uy, u?)dt] —, 0.
0

Now to conclude it is enough to use the inequality (4.5).
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To prove the last statement, set M, := f()l a’l(s, x)f(s,x,P" ox;l, ug)dWs. In
view of (B2), we have

t
ELIM;" — M}'"] = E[fo o~ s x)(f (s P oy ud)

N

—f(s,x,P"o xs_l, us))|2ds]

T
< C(D;(P"", P”)—i—E[/ 52(u';,u,)dt],

0
which converge to zero as n — +00.
Furthermore, setting f (¢, x , u) := f(¢t,x, P* oxt_l, uy), we have (taking into account
of (A6))
. t
B[ 1)~ a1 = CE[ [ 176
0

=[G, x| f (s, x, u)+1f(s,x, u)l)dS]

< (e [ 176maa = seonar]) (6 [ ety

s xwds])

< (e [ 176maa - soonr]) B[ [ a i)

which converges to zero as n — + oo. Therefore, L'f” converges to L} in probability
w.r.t P. But, by Theorem 2.2 in [18], under (A6), (L;‘" ), is uniformly integrable. Thus,
LY converges to L in L' (P) when n — + oo. o

Proposition 4.13 For any ¢ > O, there exists a control u® € U such that

Jw®) < in{{](u) +e. (4.38)

u® is called near or g-optimal for the payoff functional J.

Proof The result follows from Ekeland’s variational principle, provided that we prove
that the payoff function J, as a mapping from the complete metric space (U, dg) to R,
is lower bounded and lower-semincontinuous. Since f and g are assumed uniformly
bounded, J is obviously bounded. We now show continuity of J: J(u") converges to
J(u) when dg (u", u) — 0.

Integrating by parts, we obtain

T
Jw) =E [/ L'h(t,x, P o x; ' u,)dt + L% g(xr, P ox?l)i| .
0
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Now by the boundedness of & we have the inequality
L G, xu") = Lk, x,w)] < CILY = L+ L Th(t, x.u") = ht, x., w)]

and (B3) together with the boundedness of %, by Proposition (4.12), E[ fOT L}’" h(t, x,
p oxt_l, u})dt] converges to E[fOT Lih(t,x, P" oxt_l, u)dtlasdg(u", u) - 0. A
similar argument yields convergence of ]E[L’}” g(xr, P o Xp 1)] to E[L}g(xT, P*o
x7 )] when dg (u", u) — 0. o

Finally below we provide examples where an optimal control exists. Actually
assume that:

(i) Thedrift f does not depend on the mean field term P"ox,” !and the set f@, ¢, U)
is convex for any fixed (¢, ¢) € [0, T'] x Q. Additionally for simplicity assume
thato = 1.

(i1) The instantaneous (resp. terminal) payoff has the following form:

h(t,x,u) =Tt x, E"[Y1(x)]) (resp. g(xr, P* o x7") = O (xr, E“[ya(xr)])

where:

(a) the functions v;, i = 1, 2, are bounded ;
(b) the mapping a € RY — (T'(¢, £,a),®(n,a) is continuous ({ € Cand n € RY).

Then an optimal control exists. Indeed let (u,),>0 be a sequence of I/ such that
inf J(u) = lim J(u,).
ueld n—o0
As the set of densities {L, u € U} is weakly compact for the topology o (L', L>)

(see e.g. [2, p- 470]), then there exist u* € U and a subsequence {LL;"’{ , k > 0} which
converges weakly to L’f. Butforanyt < T,

E' [y (x1)] = ]E[L%jk Y1 (x)] = ]E[LL}*%(X:)] = E"" [y (x,)] and
E" [y (x7)] = E[L;* Yo (x7)] = E[LY Y2 (x7)] = E¥ [Y2(x7)].

Using now boundedness and continuity of I', ® and finally dominated convergence
theorem to obtain that:

limy oo fy T(s. x., E¥* [y (x)ds + O (xr, E" [Yr2(x7)])

7 L " (4.39)
= Jo TG, x, E" [Y1(x)Dds + O (xr, E [Y2(x7)])

in L? for any p > 1. Next

T
J(up) =E [L?"k { /0 T(s, x., E [y (x)Dds + O (xr, E"m [wzm)nﬂ
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and by Theorem 2.2 in [18], there exists pp > 1 such that E[(L;"")I’O] is bounded
by a constant which does not depend on k. Therefore by the weak convergence of
(L;"k)kzo and (4.39) we have that limy_, o J(u,,) = J(u*) which implies that
J(u*) = inf, ¢y J (1) and then u™ is optimal.

As a final remark, this example can be formalized and generalized substantially. O

5 The Zero-Sum Game Problem
In this section we consider a symmetric two-players zero-sum game. Let U/ (resp. V)
be the set of admissible U -valued (resp. V-valued) controls for the first (resp. second)
player, where (U, 1) and (V, §7) are compact metric spaces.
For (u, v), (u,v) € U x V, we set

8((u, v), (i, V) := 81 (u, u) + 62(v, V). (5.1
The distance § defines a metric on the compact space U x V.

Let f and & be two measurable functions from [0, 7] x € x P(Rd ) x U x V into R4
and R, respectively, and g be a measurable function from RY x P(Rd) into R such that

(Cl1) For any (u,v) € U x V and Q € P(RQ), the processes (f(t,x,Q o
x[l, u;,vy)); and (h(t,x, Q o xfl, ur, v;)); are progressively measurable.
Moreover, g(xr1, Q o xp 1) is Fr-measurable.

(C2) Foreveryt € [0, T], w € , (u,v), (u,v) € U x Vand u,v € P[RY),

lp(t, w, w,u, v) — @, w, v, u, V)| < Cd(u, v) +8((u, v), (u, V),
for ¢ € {f, h}. Forevery w € Q and u, v € P(RY),
|g(w7 ,LL) - g(w’ U)' S Cd(l‘l” \)).
(C3) Foreveryt € [0,T], w € Q, € P(RY) and (u,v) e U x V,
|f(t’ w, M’ u, U)| S C(l + |w|T)'

(C4) h and g are uniformly bounded.
For (u, v) e U x V, let P*? be the probability measure on (€2, F) defined by

dP"“Y = L4 dP, (5.2)

where
LY =& (/ o (s, x) f(s, x, P”’“oxsl,us,vs)dWs>, 0<tr<T. (53)
0

The proof of existence of P*:? follows the same lines as the one of P* definedin (4.1)-
(4.2). Hence, by Girsanov’s theorem, the process (W,"", 0 <t < T) defined by
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t
Wil = W, —/ 0_1(s,x4)f(s,x4, pwv oxx_l, ug,vg)ds, 0<r<T,
0

is an (IF, P*-Y)-Brownian motion. Moreover, under P*V,
dx; = f(t,x, P’ ox; u, v)dt + o (1, x)dW"’, xo=xeRI  (54)

Let E*V denote the expectation w.r.t. P*V.
The payoff functional J(u, v), (u,v) € U x V, associated with the controlled SDE
5.4)is

T
J(u,v) = E"? |:/0 h(t,x., P*Y oxt_l, u, v)dt + g(xp, P*Y ox?l):| . (5.5

The zero-sum game we consider is between two players, where the first player (with
control u) wants to minimize the payoff (5.5), while the second player (with control
v) wants to maximize it. The zero-sum game boils down to showing existence of a
saddle-point for the game, i.e. to show existence of a pair (u*, v*) of controls such
that

JW*,v) < JW*, v*) < J(u, v (5.6)

foreach (u,v) e x V.
The corresponding dynamics is given by the probability measure P* on (2, F) defined
by

dP* =¢&r </O o N, x) f(s,x, P*oxt ut, v;‘)dWS> dP (5.7
under which
dx; = f(t,x, P*o x;l, uy, v)de + o1, x)th"*’”*, xo=x € R4, (5.8)

For (u,v) e d x Vandz € R?, we introduce the Hamiltonian associated with the
game (5.4)—(5.5):

H(t,x,z,u,v) i=z-0 (t,x)ft,x, P“"ox; " up, vp)

+h(t,x, P ox; s, vp). (5.9)
Next, set
(i) H(t,x,z):=-esssupessinf H(t,x,z,u,v),
ey ueld
(i) H(t, x,,z) := essinfess sup H(t,x,z,u,v),
ueld ey
(iii) g(x)) := esssupessinf g(xr, P*? ox}l),
- vey  ueU
(iv) g(x)) :=essinfesssup g(x7, P*“V o x;l).
ueld vey
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As in Proposition 4.4, H, H, g and g exist. On the other hand following a similar

proof as the one leading to (4.18), H (¢, x_, z) and H(t, x_, z) are stochastic Lipschitz
continuous in z with the Lipschitz constant C (1 + |x| ,H'“). o
Let (Y, Z) be the solution of the BSDE associated with (H, g) and (Y, Z) the solution

of the BSDE associated with (ﬁ, 2).

Definition 5.1 (Isaacs’ condition) We say that the Isaacs’ condition holds for the game
if

H(t,x,2)=H(t,x,2), zeR 0<1<T,

g(x) = g(x),

Applying the comparison theorem for BSDEs and then uniqueness of the solution, we
obtain the following

Proposition 5.2 For every t € [0, T, it holds that Y, < Y., P-a.s. Moreover, if the
Issac’s condition holds, then

Y, =Y, =Y, P-as, 0<t<T. (5.10)

In the next theorem, we formulate conditions for which the zero-sum game has a
value. For (u,v) e U x V, let (Y*V, Z"Y) € S% X HQT be the solution of the BSDE

{ —dY/"' = H(t,x,Z"" u,v)ydt — Z;""dw,, 0<t<T, 5.11)

it =gler, PV oxp ),
Theorem 5.3 (Existence of a value of the zero-sum game) Assume that, for every

te[0,T],
H(t,x,Z)=H(t,x,Z,). (5.12)

If there exists (u*, v*) € U x V such that, for every 0 <t < T,

H(t,x,2Z,) =essinf H(t,x, Z,,u,v*) =esssup H(t, x, Z,,u*,v), (5.13)
ueld vey

and

g(x) =g(x) =essinf g(xr, P*"" ox;') =esssup glar, P*"Voxsl). (5.14)
- ueld ey

Then, P-a.s. foranyt < T,

Y; = essinfesssup¥,”’ = esssupess %/I{lf Y. (5.15)

ueld ey vey  UE€

Moreover, the pair (u*, v*) is a saddle-point for the game.
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Proof First note that we can replace in (5.12) Z by Z and the result still holds. So
assume that H(t,x, Z,) = H, x, Z,). Then by the uniqueness of the solution of
the BSDEs associated with (H, g) and (H, g) we have (Y, Z) = Y, 2).

On the other hand, by (5.13)-(5.14) one can easily check that the pair (u*, v*)
satisfies a saddle-point property for H and g as well, i.e.,

H(t,x,Z,,u*,v) <H(t,x,Z,)=H({t,x,Z,,u",v*) <H(t,x,Z,,u,v*),t<T
and

glxr, P"Voxy!) < g(x) =8(x) = glxr, P oxz') < glar, PV oxzh).
The previous equalities and the uniqueness of the solutions of the BSDEs imply that
Y, =Y, =YY,

Now let (u, v) € U x V and, (f/\“, 2"), (Y”, 2”) be the solutions of the following
BSDEs:

—d?t“ =esssup H(t, x, /Z\;‘, u,v)dt — /Z\t”dW,, 0<r<T,

veV
- _ 5.16
Yy  =esssupg(xr, P*Y ole), (310
veV
—dY? =essinf H(t,x, Z', u, v)dt — Z'dW,, 0<rt<T,
- ueld . (5.17)
Yy =essinf g(xr, PV oxy ).
ueld
Then by comparison we have
Vs y and Vo< v (5.18)
But Y" satisfies the following BSDE:
—dz"* =esssup H(¢, x, 2}’*, u*,v)dt — /Z\;‘*dW,, 0<t<T,
., veV . 5.19
Yy = esssup g(xr, P* ’”ox;I). ( )
veV

Taking into account of (5.13)—(5.14) and since the solution of the previous BSDE is
unique, we obtain that

* ok

Y, = qu = Y.
Moreover, (5.18) implies that ¥* " > ¥"** for any v € V. But in the same way we
have also ¥, = ¥V = ¥?" < ¥V, P-as., for any u € U. Therefore,

* ok *

Ytu o Ytu v Ytu,v )
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Thus, (u*, v*) is a saddle-point of the game and Y, = Y,”*’U* is the value of the game,
i.e., it satisfies: P-a.s. forany r < T,

u* v* . u,v . u,v
Y, =Y, = essinfesssupl,”” =esssupessinf ¥, .
ueld ey vey  ueld

O

Final remark Assumptions (B4) and (C4) on the boundedness of the functions g and &
can be substantially weakened by using subtle arguments on existence and uniqueness
of solutions of one dimensional BSDEs which are by now well known in the BSDEs
literature.

Appendix

For the sake of completeness, we display a poof of the fact that the set of probability
measures P (£2) endowed with the total variation metric Dy defined on (€2, F7) by

Dy (P, Q) :=2 sup |P(A) — Q(A)] (5.20)
AeFr

is complete. Indeed, let (Q,),>0 be a Cauchy sequence for Dr. Then , for each set
A € Fr,the sequence (Q,(A))x>0 is a Cauchy sequence in R and thus is a convergent
sequence. By the Vitali-Hahn-Saks-Nikodym Theorem, the set-function Q defined on
(2, Fr) by

0(A) = lim Qu(4), AeFr,

is indeed a probability measure.
We will now show that D7 (Q,, Q) — 0. Given ¢ > 0, there exists an integer ng
such that if m, n > ng and A € Fr, such that

|0n(A) — Om(A)] <&
Sending m to infinity, we obtain
|0n(A) — Q(A)| < &.
Now taking the supremum over all A € Fr, we finally get that Dr(Q,, Q) — 0, as

n — oQ.
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