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Abstract

We study zero-sum stochastic games between a singular controller and a stopper when
the (state-dependent) diffusion matrix of the underlying controlled diffusion process is
degenerate. In particular, we show the existence of a value for the game and determine
an optimal strategy for the stopper. The degeneracy of the dynamics prevents the
use of analytical methods based on solution in Sobolev spaces of suitable variational
problems. Therefore we adopt a probabilistic approach based on a perturbation of
the underlying diffusion modulated by a parameter y > 0. For each y > 0 the
approximating game is non-degenerate and admits a value u” and an optimal strategy
) for the stopper. Letting y — 0 we prove convergence of u? to a function v, which
identifies the value of the original game. We also construct explicitly optimal stopping
times 6. for u”, related but not equal to 7}, which converge almost surely to an
optimal stopping time 6, for the game with degenerate dynamics.
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1 Introduction

We consider stochastic zero-sum games between a singular controller and a stopper
in a degenerate diffusive set-up. The underlying controlled dynamics is described
by a stochastic differential equation (SDE) in R? which is linearly affected by a
singular control (i.e., controls with paths that are singular with respect to the Lebesgue
measure). Differently from existing results, the state-dependent diffusion coefficient
matrix o (x) of the SDE is not assumed to be uniformly elliptic. That means that for
any x € R? there may be { € R?, ¢ # 0, such that (0o " (x)¢, ¢)g = 0, where o' ' is
the transpose of o and (-, -)¢ is the scalar product in R¥.

In [1], we started a systematic study of zero-sum singular-controller vs. stopper
games in a diffusive set-up. Our approach in [1] is based on a mixture of probabilistic
methods and partial differential equations (PDE), which crucially relies on the assump-
tion of uniform ellipticity of the diffusion coefficient. However, numerous irreversible
(partially reversible) investment models for a single agent require more flexibility. For
example, works by Zervos et al. [2-4], Guo and Tomecek [5], Federico et al. [6, 7],
Ferrari [8], De Angelis et al. [9—11] consider a controlled process X which is fully
degenerate in the direction of the controlled coordinate (i.e., there is no diffusion in
the control direction). It is therefore natural to consider similar set-ups in the context
of stochastic games.

Removing the assumption of uniform ellipticity from the specification of the diffu-
sion matrix makes an application of the PDE methods from [1] no longer viable. The
value function of the game in [1] is obtained as a solution of a suitable (nonlinear)
variational problem. The latter is solved by approximation via a family of penalised
(semilinear) PDEs and employing compactness arguments in Sobolev spaces. Several
bounds in Sobolev norms for the solutions of the penalised problems are required
to guarantee compactness. Without uniform ellipticity such bounds can no longer be
guaranteed (see, e.g., the proofs of [1, Prop. 4.9, Prop. 5.1, Lem. 5.8]).

In this paper, we obtain that the value of the game, v : [0, T] x RY — R, exists
and we find an optimal stopping time 6, for the stopper. The latter is of a form slightly
different to the one obtained in [1] and commonly encountered in optimal stopping
problems and stopping games (see the discussion following Theorem 3 below): it is
in the form of a hitting time for the pair given by the controlled process and its left
limit.

The methodology of our paper is based on an approximation of the game with
games in which the controlled dynamics is non-degenerate. The perturbation to the
original (degenerate) dynamics is modulated by a parameter y > 0 which vanishes
in the limit of the approximation procedure. For each y, we use results from [1] to
guarantee the existence of a value u? : [0, T] x R? — R for the associated game with
non-degenerate dynamics X" and of an optimal stopping time 7/ . Letting y — 0 we
obtain the convergence u” — v uniformly in compact subsets of [0, 7] x R?. We
also obtain convergence of explicitly constructed optimal stopping times 6 for u?,
related but not equal to 7., to the optimal stopping time 6, in the original game. We
do not obtain a characterisation of v in terms of a variational inequality because of the
degeneracy of the diffusion coefficient. However, our approach enables us to allow a
broader class of payoff functions than the ones considered in [1]. The expected payoff
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of the game depends on functions f, g, &, that represent the cost of exerting control,
the terminal payoff and the running payoff, respectively. In [1], these functions must
be continuously differentiable in time and space, with Holder-continuous derivatives
on [0, T] x R4 (this is required for the PDE methods to work). Here instead we only
impose that f, g, h be continuous and satisfy mild growth conditions in the spatial
variable. Existence of the value v and of an optimal stopping time 6, under such weaker
regularity conditions on f, g, h can be obtained thanks to another approximation
procedure, nested in the one required to deal with the degenerate dynamics.

The overall philosophy of this paper is close in spirit to the one in Bovo et al. [12]. In
that paper we consider zero-sum stochastic games between a singular controller and a
stopper, under a constraint on the directions of the controls (i.e., the controller can only
control dy < d of the d coordinates of the process). Differently from our setup, the
approximation in [12] concerns the space of admissible controls while the diffusion
coefficient matrix is uniformly elliptic. It is also worth noticing that in [12, Ass. 2.1(1)]
additional restrictions are required on the structure of the diffusion coefficient matrix.
Similar conditions are considered in our Assumption 1(i.a), but we then show that they
can be dropped when f, g, h are sufficiently smooth (see Corollary 20).

The literature on stochastic games between singular controllers and stoppers is still
in its early stages. For zero-sum games the field was initiated by Hernandez-Hernandez
etal. [13], [14] for problems with infinite-time horizon and one-dimensional controlled
dynamics. In those papers, it is possible to construct explicit solutions in particular
examples using an educated guess on the structure of the optimal controls of the two
players. The method is enabled by the one-dimensional state-space, which leads to
the study of ordinary differential equations (ODEs), rather than PDEs, and it does
not extend to higher dimensional settings. Similar methods based on guess-and-verify
approach have also been used by Ekstrom et al. [15] in a nonzero-sum singular-
controller vs. stopper game with asymmetric information. We initiated the study of
singular-controller vs. stopper zero-sum games in general diffusive setup in [1] and
then considered the problem with constrained control directions in [12]. The present
paper continues that strand of the literature with the analysis of a degenerate diffusive
setting. A broader literature review on stochastic games with classical controls and
stopping times is provided in the introductions of [12] and [1].

The paper is organised as follows. At the end of this introduction we provide some
basic notation adopted throughout the paper. In Sect. 2 we introduce the game in the
degenerate diffusive set-up. We then state the main assumptions and the main results
of the paper (Theorem 3). In Sect. 3 we introduce the approximating games with non-
degenerate dynamics and smooth payoff functions. In Sect.4 we prove convergence
of the approximating games to the original one and, in particular, we show existence
of the value and of an optimal stopping strategy for the original game. In Sect. 5
we present some refinements and extensions of Theorem 3 under different sets of
assumptions.
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1.1 Notation

In what follows, d,d’ € Nand T € (0, 00). The Euclidean norm in R4 is denoted
by | - |4 and the scalar product by (-, -). Given a matrix M € R?*?" with entries M;;,
i=1,...d,j=1,...d,its norm is given by

d d T
M=} D M2) "
i=1 j=1

For a square matrix M € R*d we write tr(M )= Z?:l M;; for its trace. Notice that

M| gxq = (tr(MMT))l/z, where M T is the transpose of M.
The state space in our problem will be

RYH =10, T] x RY.

For a smooth function f : RdH — R, we denote its partial derivatives by 8, [0 f,
Oyx; fri,j=1,...d. The spat1a1 gradient is defined as V f = (0, f, ... 9dx, f), and
D? f denotes the spatlal Hessian matrix with entries dy,, f fori, j = 1, ...d.

For an open set D C Rg“;l, let C gosp(D) be the space of real-valued functions on
D with compact support in the spatial coordinates (not in time) and infinitely many
continuous derivatives. For p € [1,00), W, 12 P (Rd+l) denotes the Sobolev space
{f el (R d+1 c fewh2r), YO C Rg?, O open, bounded} (see [16, Sec.
2.2])

2 Setting and Main Results

Our model has a finite horizon T € (0, 0c0). Let (2, F, P) be a complete probability
space, F = (F)sep0,1] a right-continuous filtration completed by the P-null sets and
(Wy)sepo,r1 a F-adapted, d’-dimensional Brownian motion. There are two players
engaged in a game. Player 1 (the stopper) chooses a stopping time with respect to
the filtration ' at which the game is terminated. Player 2 (the controller) chooses
a singular control pair (n, v), where (n;);¢[0,7] 1S F-progressively measurable, R4-
valued, such that |n;|; = 1 for all ¢+ € [0, T'], P-a.s., and (v;);¢[0,77] is real-valued,
non-decreasing, cadlag with vp_ = 0, P-a.s. Such control pair modulates the dynamics
of the underlying d-dimensional diffusion (X ;[n’v])telo,T] given by

t t
X = xll g / b(X!")ds + / o (X aw, + / nydvg, (1)
0 0 [0,7]

where b : RY - R? and o : RY — R? x R? are Lipschitz continuous func-
tions. Notice that for P-a.e. w, the map s — nz(w) is Borel-measurable on [0, T']
and s — vs(w) defines a measure on [0, T]; thus the Lebesgue-Stieltjes integral
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f[o’[] ny(w)dv, (w) is well-defined for all ¢ € [0, T] for P-a.e. w. The value X([)'E”]
denotes the initial state of the process before a possible shift via controls, i.e.,
X([)"’V] = X([)"_’V] + ngAvg. We do not make any assumptions about the relationship
between the dimension d of the state process and the dimension d’ of the driving noise.
This points to a distinguishing feature of our framework in which the uncontrolled
dynamics of the state process can be degenerate in the sense clarified below.

We denote by X[¢1:01 the uncontrolled process, where e; is the unit vector in R?
with 1 in the first entry. Its infinitesimal generator reads

1
(Lo)) = Sir (a() D)) + (b(x). Vo)), @)

with a(x):=(co ")(x). The operator L is degenerate at a point x if there exists ¢ € R4
(¢ # 0) such that (¢, a(x)¢) = 0.
We formally introduce the class of admissible controls for Player 2 as

(ns)se[0, T —1] 18 progressively measurable, RY — valued,
with |ng|lg = 1,Vs € [0, T —¢], P-a.s,;
A= 1 (n,v) | (vs)se[0,7 1) is F-adapted, real valued, non-decreasing , tel0,T].

and right-continuous with vp_ = 0, P-a.s., and

ElJvr—|*] < 00

Here, ¢ has the meaning of the time at which the game starts but, since the uncontrolled
diffusion is time-homogeneous, it is convenient to consider a game that starts at time
0 with time-horizon equal to T — ¢. Admissible controls for Player 1 are F-stopping
times from the class

Ti:={t : tis F-stopping time, T € [0, T —¢]}, t€[0,T].

Under our assumptions on the coefficients b, o, for any admissible (n,v) € A,,
there is a unique F-adapted solution to (1) on [0, T —1], see, e.g., [17, Thm. 2.5.7]. We
indicate the initial point of (X E”’”]) se[0,T—¢] by a subscript in the probability measure
and in the expectation:

Pe( ) =P(- [Xg"" =x) and B[ - ]=E[- [x§""=x]

This is only a notation as the probability space does not change. Notice also that the
process X" need not be Markovian for arbitrary (1, v).

We study a class of 2-player zero-sum games (ZSGs) between a stopper and a
(singular) controller. The stopper is a maximiser and she picks T € 7;. The controller
is a minimiser and she chooses a pair (1, v) € A;. Given continuous functions g,  :
Rg}l — [0,00) and f : [0, T] — (0, 00), a fixed discount rate r > 0 and (¢, x) €

Rg}l, the game’s expected payoff reads
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T
Toln, v, 7) = B e g7, X0+ / e h(t+s, X" ds
0
3)
—i—/ e " ft+s) dvs].
[0,7]

For (z,x) € Rg}l, we define the lower and upper value of the game, respectively,

by

v(t,x):=sup inf J;x(m,v,7v) and v(t,x):= inf sup Ji,(n,v,7). (4)
t€7; (n,v)eA; (n,v)eA; teT;

Then v(t, x) < v(t, x) and if the equality holds we say that the game admits a value:
v(t, x):=v(t, x) =v(t, x). (®)]

The study of the above game and the variational characterisation of the value v
are hampered by the possible degeneracy of £. The PDE arguments from [1] rest
on the assumption of non-degeneracy of the underlying state process. Indeed, one
cannot expect the value to be a strong solution (i.e., in the Sobolev class W,Zl {;g’p ) to the
variational problem in [1] associated to the game above. Specific technical difficulties
arise, in particular, in obtaining L”-bounds for the Hessian matrix of v. Nevertheless,
in this paper we recover the existence of a value and the characterisation of an optimal
strategy for the stopper under quite general assumptions allowing for the degeneracy
of the dynamics of the state process.

We divide our assumptions into two groups. The first one concerns the dynamics
of the state process and the second one the payoff functional J; .

Assumption 1 (Controlled SDE) The functions b and ¢ are continuously differentiable
on RY and Lipschitz with constant Dy, i.e.,

Ib(x) — bW + 0(x) — 0 (Mlaxar < Dilx — ylg,  forallx,y e R (6)

At least one of the following two conditions holds:

(i.a) 0jj(x) =0;j(xj))fori=1,...d,j=1,.. .d
(i.b) There exists D> > 0 such that

lo(X))axar < Da(1 + |x|d)%, for all x € RY. @)

Notice that (6) implies that there exists D3 such that
1b()]d + o (laxar < D3(1 + |x]q), forallx € RY. (@)
Conditions (i.a) or (i.b) enable a delicate argument in Lemma 10, which establishes
an L'-bound on the controlled process X"-*1, uniformly in a sufficiently rich class of

admissible controls. This class of controls consists of those (n, v) € A; for which the
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first moment of vr_; is bounded linearly in x (cf. Lemma 4). A classical L2-bound of
X":v] would involve the second moment of v, which we cannot control.

Assumption 2 (Functions f,g,h) The functions f : [0,T] — (0,00), g, h
Rg}l — [0, 0o) are continuous on their respective domains. Moreover, the following
hold:

(i) The function f is non-increasing;
(i) There exist constants K; € (0, o0) and 8 € [0, 1) such that

0<g(t.x)+h(t,x) < Ki(l+x[)). x eRIL: ©)

(iii) The function g is Lipschitz in the spatial coordinates with a constant bounded by
f.Thatis, [Vg(t, x)|g < f(t) forae. (t,x) € R§H.

The next theorem is the main result of the paper. It establishes the existence of the
value of the game and its properties, alongside the optimality of a stopping time for
Player 1.

Theorem 3 Under Assumptions 1 and 2, the game described above admits a value v
(i.e., (5) holds) with the following properties:

. . . d+1
(1) v is continuous on RO,T R

@{i) v, x)| <c(l+ |x|g)f0r,3 € (0, 1) from Assumption 2(ii) and some ¢ > 0,

(iii) v is Lipschitz continuous in space with constant bounded by f, i.e., |Vv(t, x)|q <
f(@) fora.e. (t,x) € Rg"’}l.

For any given (t,x) € Rg}l and any admissible control (n,v) € A;, let 0, =

0.(t, x; n,v) € T; be defined as 6,.=t, A oy, where Px—a.s.1

te=inf{s > 0: v(t +s, Xy = gt +s, XE”’”])},

[n,v] [n,v] (10)
oy:=inf {s >0:v(t+s, X)) =g+, X )}.

Then, 0, is optimal for the stopper in the sense that

v(t,x) = inf  Jpx(n, v, 04(t, x50, ), (1,x) e RAL.
(n,v)eA, ’

The above theorem asserts that the value v is continuous as a function of all its argu-
ments and it is Lipschitz continuous in the spatial variable. The bound by f of the norm
of the spatial gradient of v reflects the cost of action for the controller and is natural
in singular control problems: a larger norm of Vv is prevented by the possibility of
the controller to exert an immediate shift at a cost f.

We identify an optimal strategy of the stopper, 6, in terms of hitting times of
the process (¢ + 5, X\"")sej0.7—1 and of its left limits. The form of the strategy is
unusual. One would expect the stopper to act according to 7, akin to the classical

I Notice that 64 € [0, T — ¢], P-a.s. since v(T,x) =v(T, x) = g(T, x) due to Assumption 2(iii).
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optimal stopping literature and in agreement with [1, Thm. 3.3]. It turns out that , is
insufficient to guarantee optimality and the stopper needs to monitor the left limits of
the state process too. We first note that as long as the controller acts continuously, the
stopping times 7, and o, coincide. This suggests that under the current assumptions
we cannot assert that it is suboptimal for the controller to shift the process exactly at
o and, as a result, delay .

The underlying idea of the proof of Theorem 3 is to approximate the upper and lower
value of our game by values of games with non-degenerate dynamics and smooth,
compactly supported payoff functions. Those games are studied with PDE meth-
ods developed in [1]. A sequence of delicate limiting arguments are then employed
to remove the random perturbation which brings in the non-degeneracy and, subse-
quently, to relax assumptions on the payoff functions. Details are presented in Sects. 3,
4.1In Sect. 5 we further show how to relax assumptions on the payoff functions beyond
Assumption 2 and assumptions on the diffusion coefficient beyond Assumption 1(i.a)
and (i.b). In particular, we can allow for more general growth conditions on the payoff
functions at the cost of imposing higher smoothness thereof.

Before turning our attention to technical arguments, we remark that with no loss
of generality we can restrict Player 2’s admissible controls to those with bounded
expectation (linearly in x). The proofis similar to [12, Lem. 3.1] and therefore omitted.

Lemma4 There is a constant K> > 0 such that for any (t, x) € Rg? we have

y(t’x) - lnf Sup \Z,X(na V, T),
(n,v)e A% reT;

1,x

v(t,x) =sup inf J;x(n,v, 1),
reT; (n,v)e A"

where Aff;’::{(n, v) € A; @ Exlvr—/] < Ko(1 4+ |x|q)}. The constant K depends on
D3in(8), K1in(9), T, d and f(T).

Notice that the original class of admissible controls 4, does not depend on x,
whereas Afﬁt does.

3 Approximating Games With a Perturbed Controlled Dynamics

In this section, we introduce a family of ZSGs with non-degenerate dynamics which
will be shown in Sect. 4 to approximate the game in our paper. We will first prove
Theorem 3 under stronger assumptions on the payoff functions. These conditions
will be relaxed in Sect.4.3. Unless stated otherwise, we will now proceed under the
following conditions.

Assumption 5 The functions f : [0, T] — (0, 00), g, h : Rg}l — [0, 00) are such
that

(i) g h e COLREE:
(i) f € C*([0, T]) and non-increasing;
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(ifi) 1Vg(t, x)la < (1) forall (1, x) € RIE!,

Since g, h are smooth and compactly supported, there is a constant K € (0, oo) such
that

(iv) f, g and h are bounded and, forall0 <s <t <T andx,y € RY,
lg(t, x) = g(s, M|+ |h(t,x) —h(s, NI < K(x —yla+ (¢ —9); (A1)
d+1
(v) forall (z, x) € R{
(h+0g+Lg —rg)t,x) = —K.

Therefore, Assumption 1 together with Assumption 5 imply [1, Assumptions 3.1 and
3.2] except for the non-degeneracy of the diffusion coefficient o. To address the latter
issue, we fix y € (0, 1) and, given (n, v) € A;, we consider a perturbed dynamics of
the state process:

X" =b(X) ds o (X )AW, + ydW +ngdvy,(12)

where (WS) s>0 1s a d-dimensional Brownian motion independent from the Brownian
motion (W;),>0. We denote by \7,’; the payoff J; , defined in (3) with X [#,v] replaced
by Xvly e,

T

T, v, 0 =B e gt 4+ 7, X1 4 f e h(t + 5, X" ds
0

+/ e_”f(t—i—s)dux].
[0,7]

We say that the game with expected payoff jtyx admits a value if

w’(t,x)=sup inf J' (n,v,7)= inf sup J (v, 7).  (13)
teT; (n,v)eA, (n,v)eA, teT;

With the addition of the perturbation term deT’s in the state dynamics, the
associated differential operator LY becomes (LY ¢)(x) = %tr (ay (x)D2<p(x)) +
(b(x), Vo(x)), where a, (x) = a(x) + y21y, with Iy denoting the d-dimensional
identity matrix (cf. (2) for the original dynamics). The operator £V is uniformly
non-degenerate:

(¢, a,(0)C) = (£, a()C) +y2IC13 = v2el3,

forall x, ¢ € R?. Thus, under Assumptions 1 and 5, the game with payoff J,’fx satisfies
all assumptions of [1, Thm. 3.3]. We reproduce below its main assertions.
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Theorem 6 The game with payoff ,,7le admits a value (i.e., (13) holds). The value

function u" is the maximal solution in the class Wzl(;f’p (Rg“}l), for arbitrary p €
[1, 00), of the variational inequality

min{max{atu +LYu—ru+h,g— u}, f - |Vu|d} =

0,
. (14)
max {mm {8,14 + LY —ru+h, f— |Vu|d}, g— u} =0,
withu(T, x) = g(T, x) and growth condition |u(t, x)| < c(1 + |x|q), for a suitable
c>0.

For any given (t, x) € Rg}l and any admissible control (n, v) € A;, the stopping
time defined under Py as

) =1}, x;n, v):=inf {s >0: u’(t+s, XE”’U]’V) =gt +s, XE”’V]’V)} (15)

is optimal for the stopper.

Thanks to the boundedness and positivity of f, g, &, the value function of the game
u? is bounded. Indeed, it is non-negative and the upper bound follows by taking a
sub-optimal control (n, v) = (e, 0) with e; = (1,0, ...0) € R?.

As in Lemma 4, using the same arguments of proof as in [12, Lem. 3.1], we can
restrict our attention to a subset of admissible controls which is the same for any
y € (0, 1). The latter property is important when we study the behaviour of the game
asy — 0.

Lemma?7 Forany (t,x) € RSJ}I, we have

u’(t,x) = inf  sup ..7,),/)6(71, v,7) = sup inf \Z’fx(n, v, T),
()eA? ceT; reT; (nv)e AT

where Atof;t:z{(n, V) € A Exlvr—] < Ka(1+ |x|d)} and the constant K» > 0 can
be chosen the same here and in Lemma 4, i.e., Ko = K>(d, D3, K1, T, f(T)) with
D5 from (8) and K from (9), and independent from y .

Having established the properties of the approximating game with the payoff j,)’/x,
we turn our attention to the convergence of the functions u” to the value of the original
game (cf. (5)) when welet y — 0, and to the limiting behaviour of the optimal stopping
times. It turns out that the limit of the family (r) )y>0 as y — 0 may not be optimal
for the stopper in the original game, see the discussion following Theorem 3. Instead,
we construct a family of stopping times, (91’ )y >0, as follows. For y > 0, we define

0r .=t} rnol,
where, P,-a.s.,
of =0l (t,x;n,v)y:=inf{s >0: u’(t +s, XET)]’V) =gt +s, X["‘U]’V)}.

§—
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The following lemma demonstrates that the stopping time 6 = 6. (¢, x; n, v) is also
optimal for the stopper in the game with value u” .

Lemma 8 Forany (t,x) € RO T, we have
u’(t,x) = 1nf jlx(n v,6)(t, x;n, v)) (16)
(n,v)eA
hence 0] is optimal for the stopper in the game with value uY .

Notice that the stopping time 6] is of feedback form, i.e., it depends on the dynamics
of the state process and, via this dynamics, on the initial point (¢, x) and on the control
(n, v) applied by the controller.

The proof of Lemma 8 is similar to the proof of [12, Lem. 3.5] and there-
fore it is omitted. We only provide an intuitive justification. Note that o < 124

only if the controller shifts the state process in a discontinuous way at ;) and
u (t + o), XU MYy S et + ), X[" "17) By the continuity of u” and g, we have

u’ (t + o) X " L J/) =gt +o), X[" i y) which implies

w? (¢ 4ol XY — w4 o XU
> gt +ol X)) — g+l XM

T

d 9
where the last inequality follows from Assumption 5(iii). We rewrite it as

w (¢ + ol XY < fa 4+ o)X - XY+ o XU,

Comparing with the functional 7", and recalling that u” is the value function, this
means that the controller who is a minimiser made a mistake of exerting a jump control
at o) : the jump increases the value of the game, hence it is against the controller’s
own interest. It would have been strictly better to control continuously at this trme in
which case we would have o)/ = 7 and the payoff would be equal to 7" (n, v, o).

This shows that stopping at 6] gives at least the value u” (¢, x). However, for a specific

choice of (n, v) such that o) < 7} with a positive probability, we have
u’(t,x) < JV v, 00) < 7Y (v, 1)),

We can also conclude that in equilibrium (if it exists), the controller never shifts the

state process discontinuously at oY, in which case 7} = o) =0/.

4 Convergence of the Approximating Games

In this section we first study the limit as y — 0 and then we relax the additional
regularity conditions of Assumption 5.
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4.1 Properties of the Perturbed Process

We start from examination of properties of the perturbed process X!"-V1¥ and its
convergence to the unperturbed process X*1asy — 0, forany fixed pair (1, v) € A;.

Proposition9 Fix (¢, x) € Rd+l and p € [1, c0). For any (n,v) € A;, we have

B sup X - xR < ey, a7)
s€[0,T—t]

where K3 = K3(D1,d, T, p) > 0 with D from Assumption 1.

Proof We start by proving the result for p > 2. Take (n, v) € A; and let X [7.v] and

X917 be the processes from (1) and (12), respectively. Let ¥ = x!h7 _ xlnvl,
We have that for all s € [0, T — ¢]

N N
v/ = f (b M) = bXh) dr 4y Wy + / (o X"y — o (x1)) aw,
0 0

Using the inequality (35_; ;)" < k?~' (5, 1y17), taking the supremum first
and then the expectation, we get

A
Ex[ sup |YV|”] <37-1E, [ sup ()/ (b(X£"’”]”’)—b(XL”’“]))dr)p—i-IyWﬂg
A€[0,s] 2€[0,s] 0 d
p
o

The first term on the right-hand side of (18) is bounded from above using Holder’s
inequality and the Lipschitz property of b (see (6))

A
+] [eaim ) —ocxih)

A
/ (b7 = bxinh) ar ]

Ex[ sup
1€[0,5]

<E /|b(X”” b(X"“)|ddr)]

<Ex T”’I/ XMy — px | dr]
0

S
§T”_1Df’Ex[/ sup [v7[1ar].
0 A€g[0,r]

The second term of the right-hand side of (18) is bounded from above using the Doob’s
maximal inequality applied to the submartingale (|W;|4):>0

e sup [y Waly] < v2 ) B[ | Wr 5] = w1y,
rel0,s]
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with k1 = k1(d, p, T). The last term on the right-hand side of (18) is bounded from
above using [17, Cor. 2.5.11] and Lipschitz continuity of o

A p
[ (0 (X7 — g (x[m0]y) dW,’ ]
0 d

Ex [ sup
1€[0,s]

)
< b [ oo™ — o], o]
0

N
<KDY Ex[/ sup |Y{|5dr],
0 2€[0,r]

4 2
where ko = ko (T, p) = 2¥(p - I)ITTg_1 and D comes from (6).
We insert the above three bounds into (18) and change the order of integration:

s
Ex[ sup |YAV|5] < 31’_1<D{’(T‘”_1 +/<2)f Ex[ sup |ka|5] dr +K1)/p>.
21€[0,s] 0 1e[0,r]
This allows us to apply Gronwall’s lemma and obtain the estimate

B[ sup X[ - X = sup [V [)] = Kavrs sel0.T -1
r€[0,s] 1€[0,s]

with K3 = K3(D1, d, p, T) independent of (n, v) € A;.
Now, take p € [1, 2). By Jensen’s inequality we get

p/2
6. sup |xP —xr] < (e[ sup I = Xt 2))
1€[0,5] 1€[0,5]

< (v?K3(D1,d,2,1))""?
= y"K3(D1.d, 2, T)""”,
with K3(D1.d, p,T) = K3(D1.d. 2, T)""2. o
Under our assumptions we can guarantee an L '-bound on the controlled dynamics,
uniformly over the class of admissible controls. That will be useful later on when

relaxing Assumption 5.

Lemma 10 Under Assumption 1, there exists a constant K4 > 0 such that for arbitrary
(t,x) e Rg}l, (n,v) € A,”g and a stopping time t € 1;

E X7 ] < Ka(l + Ixla), ¥ €10, D). (19)

The constant K4 depends on d, D1, D3, Ko, T, f(T) and, in the case of Assump-
tion 1(i.b), also on D;.
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Proof The proofis slightly different, depending on whether condition (i.a) or condition
(i.b) in Assumption 1 hold. Under condition (i.a), we can use an argument analogous
to the one in [12, Cor. 3.9]. We first notice that

e, [ x| <[t oo e fjxieon .

We bound the first term using [12, Lem. 3.8] (with dy = d; here we need condition
(i.a)) as follows

Ec[|xUvby — X0y ] <k Eclvr—] < (1 + Ixla).

for some constant ¢ > 0, where k = k(d, D1, T) is independent from y € (0, 1) and
the last inequality follows from the definition of Aff;l in Lemma 7. For the uncontrolled
dynamics X[¢1-017 standard SDE estimates (e.g., [17, Cor. 2.5.12]) yield

E | X107 ] < el + [x]a).

for some constant ¢ = c¢(d, D1, D3, T) > 0 independent from y € (0, 1). This
completes the proof of (19).

Assume now that condition (i.b) in Assumption 1 holds. To shorten the notation,
we will write X? for X":"17 From the dynamics of X” we have

B sup 1X]1d]
Ar€[0,s]

)

(20)

A A A
5Ex[ sup (’/b(X}’)dr’ +‘/a(x,y)dwr +|yW,\|d+’/ nydv,
] 0 d 0 d 0

r€[0,s

We estimate each term individually. Thanks to linear growth of the drift, the first term
on the right-hand side of (20) can be bounded as follows

A s
/ b(X}’)dr‘ ]5 EX[D3/ (1+ sup |XVla) d)v]
0 d 0

rel0,A]

N
< D3(T+ Ex[/ sup |X}/|ddk]).
0 re[0,A]

Ex [ sup
1€[0,s]

For the second term on the right-hand side of (20) we use Jensen’s inequality and
Doob’s maximal inequality, taking advantage of the square-root growth of the diffusion
coefficient, to obtain
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2
[ s | [Cocxtram] ]
ref0,s1' Jo d
A v 294 s y 294
<] sw | [ oxDaw,| |" <26 ]| [ cxraw,| ]
ref0,s1' Jo d 0 d

1

=zEx[/Os|a(x,V)|flxddr]2 <21 +Ex[/os|c7(X}’)|jxddr]>
=2(1+ DT+ Ex[/osreSE(l)p” x7],02])).

where the third inequality uses /x < 1 + x and the final one is due to (i.b) in
Assumption 1. For the third term on the right-hand side of (20), denoting by W/ the
Jj-th coordinate of the Brownian motion W we have

Ex[ sup ])/W;L] ]fdyE[ sup IWA|] §dyE[1+ sup (W;})z]

0<A<s 0<A<s 0<A<s

1)
<dy(1 +4E[(WH?]) = dy (1 +4s),

where we use |x| < 1 + x? for the second inequality and Doob’s maximal inequality

for martingales for the third inequality. Finally, by the definition of Aap "in Lemma 7
we have a bound for the last term on the right-hand side of (20):

S
n,dv,
0 d

We combine the above five bounds to obtain

Ex[ sup

] < Ec[vs] < Ko(1 + [x]a).
r€[0,s]

N
e sup 1x/1a] zer(1 41t +ex [ B[ sup X1,
re[0,s] 0 re[0,1]

for some constants ¢y, c; > 0 depending on T, Dy, D,,d and K;,. By Gronwall’s
lemma and setting s = T — ¢, we get

Ex[ sup IX;:Id] < K4(1 + |x]0),
r€[0,T—t]

for a suitable K4 > 0, which concludes the proof. O

4.2 Convergenceasy — 0

Assumptions 1 and 5 hold throughout this section.

Theorem 11 The pointwise limit u:=1lim, o u? exists on Rg"} Moreover, u coin-
cides with the value of the game with payoff (3), i.e., u = v = v = v. Furthermore,
there exists C > O such that
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u? (t,x) —v(t,x)| < Cy forall (t,x) € RS (22)
Proof Let u” be the value of the game from Theorem 6 and set

w:=liminfu¥ and u:=limsupu?.
y—0 y—0

We are going to show that
u(t,x) <v(r,x) and u(r,x) =v(r, x)

for all (¢, x) € Rg}l, sothatuy = u = v = v = v as claimed.

Let us first prove that u > v. Fix (¢, x) € Rgﬁ}l and n > 0. Let (n, v) € A; be an
n-optimal control for u? (¢, x), in the sense that u? (z, x) > SUP,cT, jﬁfx (n,v,0)—n;
bear in mind that (n, v) depends on y. Then, v(z, x) < SUPyeT; Jix(n,v,0) and we
can pick a stopping time 7 € 7; such that SUPg e Tix(m,v,0) < T x(n,v,7) + 15
bear in mind that 7 depends on (n, v) and 7. Recall that the processes X["*1¥ and
X["v1 are solutions of (12) and (1), respectively. Then

W (t,x) = 0(t,x) = J (v, 1) = Trx(n,v, 1) = 21

[n,

= Ex[e (g0 + 7. XM — g 47, X))

T
+/ e+, XM < e s, XU) ds] 2
0

[n,v] [n,v] r—t [n,v] [n,v]
> —KE[[xP"Y - X |d+/0 XY — xlm) a2
> _K(+ T)Ex[ sup [ xIlY X£"’”1|d] — 2, (23)
s€[0,T—t]

where K > 0 is the Lipschitz constant from (11). By Proposition 9 we have the
following bound:

u¥(t,x) —v(t,x) > —K(l+T)Kzy — 2. (24)

Taking liminf as y — 0 on both sides, we get u(¢, x) — v(¢, x) > —2n. Recalling
that n > 0 is arbitrary, we conclude that u (¢, x) > v(t, x) as claimed.

The proof of the inequality # < v follows similar lines. Fix (¢,x) € Rg:'}l
and n > 0. Let t € 7; be an n-optimal stopping time for u”, in the sense
that u?(t,x) < inf(, )eq, jt’fx(n, v, 7) + n and (n,v) € Afﬁf be such that

inf vyed, Trx(m' V', 1) = Jpx(n, v, 7) — n. Since u? (t,x) < J/ (n,v,7) + 1
and (¢, x) > J; x(n, v, T) — 1, we can repeat the estimates above and obtain

u’(t,x) —v(t,x) < K(1+T)K3zy + 2. (25)

Taking lim sup as y | O and thanks to the arbitrariness of n we get u(t, x) < v(z, x).
Similarly, inequalities (24) and (25) imply (22). O
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Remark 1 The rate of convergence of uY to v is linear in y and uniform over Rg?. In
particular, v is continuous.

As for u?, the boundedness and positivity of f, g, h imply that the value function
of the game v is bounded. Notice that the variational inequality (14) implies a bound
on the gradient of u?: |Vu?|; < f for y > 0. This, together with the above remark,
yields the next corollary.

Corollary 12 The value function v is is bounded on RBH}I and it is Lipschitz in the
spatial coordinates with constant bounded by f, i.e., |Vv(t,x)|g < f(t) for a.e.
(t,x) € Rg?l. In particular, since f is non-increasing in time, we have that v is

Lipschitz in space with constant f(0).

We turn our attention to the optimality of the stopping time 6, = 7, A 04, where
7, and o are defined in (10). Recall that these stopping times are hitting times of the
underlying process so they depend on the control (n, v). We emphasise that we work
under Assumption 5.
Lemma 13 Recall 6] as in Lemma 8 and fix (t,x) € Rg}l. For any (n,v) € A,
there is a sequence (Yi)ren, converging to zero as k — oo and possibly depending
on (n, v), for which

liminf 02 (¢, x; n, v) > 0,(¢, x;n,v), P, —a.s.
k—o00

Proof Fix (¢, x) € Rg}l and take (n, v) € A;. Thanks to Proposition 9 there exists a
sequence (yx) C (0, 1) such that

lim  sup  [xVVPE x| =0, Py —aus. 26)

k—00 5[0, T —1]

Let us denote

Zy=@w—g)t+s X",
ZK = — g)(t +5, X!y and
28 = @ =)t +5, X",

Notice that the stopping time 6} admits an equivalent representation as the first time
that either 257 or Z’Y‘ is equal to 0, i.e., ) = inf{s > 0 : min{fo, Z’Y‘} = 0}.

For w € 2 such that 6,(w) = 0 the claim in the lemma is trivial. Let v € Q2 be
such that 0, (w) > 0. Take arbitrary § < 0, (w). Then, by the definition of t, and o
we have

min{Z;(w), Z;_(w)} > 0 for alls € [0, &].
As a result of Remark 1, v — g is continuous, so the process s +— Z; is right-

continuous with left-limits. Hence, the mapping s +— min{Z;(w), Z;— (w)} is lower
semi-continuous and there exists A5, > 0 such that
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inf min{Zs(w)s Zs—(a))} = )\6,w~
0<s<$

Uniform convergence of u” to v (Theorem 11) yields

lim sup (1Z(w) — Zy(@)| + 1ZF_(0) — Z;—(0)]) =

k— 00 0<s<$

Moreover, Lipschitz continuity of ¥ and g (recall that [Vu"|; < f(0) and |Vg|s <
£(0)) and the convergence (26) give

lim sup (1ZX() — ZX ()| + 125 (0) — ZF_(w)))

k— 00 0<s<$

<2/(0) lim sup (IXV 7 (@) — XN @) g + X" @) — XN ) a)

k—000<s<s

=0.

Hence, for all sufficiently large & (so all small enough yx) we have

8,

~ A
0;1}28 min{Z; (w), Z _(w)} > -

which implies

lim inf 6/ (w) > 8.
k— 00

By the arbitrariness of §, we conclude that lim inf;_, 5 0 () > 0, (w). O

An adaptation to our setting of arguments from [12, Thm. 4.4] allows us to prove
the optimality of the stopping time 6.
Theorem 14 Forany (t, x) € Rg';l, we have

v(t,x) = mf J,x(n v, 0,(t, x; n, v))
(n,v)eA

hence 0, is optimal for the stopper in the game with value v.

Proof We fix (n,v) € A; arbitrarily but independent of y. By standard verification
arguments for u? (see the first part of the proof of [12, Thm. 4.4] replacing f and X "-"]
therein with ¥ and X"V}7 | respectively) and the optimality of 6 = 6. (¢, x; n, v)
for the stopper we have

W (1, %) < Ex[e @Y (14 01 n o, X )

(9 Oy
+/ et + 5, X ds
0

+/ _”f(t—i—s)dv]
[0.6] A8y)
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Recall that |u” —v| (¢, x) < Cy by Theorem 11 and v is Lipschitz in the space variable
with constant f(0), by Corollary 12. By assumption, 4 is Lipschitz with the constant
K, see (11). Using those properties in the above estimate for u?, we obtain

W (t,x) < Cy+(f(0)+TK)Ex[ sup |X£"’”]’V—XA£’”’]|[I]
s€[0,T—t]

07 AOs
+E e @0 (40 A6, XU )+/ e h(t 45, XU)ds
0

0 NO—

n / e F(t+s) dvs]. 27
10,6 A6.)

We now let (yx) be the sequence converging to zero from Lemma 13 so that
lim inf_s o0 0% A 64 = 6. In combination with an obvious bound lim sup;_, ., 6% A
0, < 0y, this yields the limit limg_, o 9}:" A 0, = 6. Since the mappings

s XE'EU] and s > e " f(t +u)dy,
[0,5)

are left-continuous Py-a.s. and GI" A 0, converges to 0, from below (although not
strictly from below), we can conclude that for a.e. w € Q2

lim x"Y = xll

k=00 OxkAG— O —

and

k— o0

lim / e " f(t+ s)dvy = f e " f(t + s)dvy.
[0,67% AB,) [0.64)

The boundedness of g, #, f and v (cf. Corollary 12), and E;[vr_;] < oo allow us to
use the dominated convergence theorem in (27) to obtain

O
v(t, x) < E, [e—“"*u(r + 6, ngf])Jr/ et + 5, Xds
0 (28)
+/ e " f(t+5s) dvs],
[0,6)

where we also used Proposition 9 to see that the second term of (27) converges to 0.
On the event {0, < T,} it holds

ot + 0, X = g (0 + 00 XU < (1 + 00 X))+ £+ 00) Ave,,

since [Vg(t+s,)|qd < f(¢t+5).On the event {0, > 7.}, the bound |[Vv(t +5, -)|q4 <
f(t+s) yields

v(t + O, Xéi'f]) < v(t + Ty, Xg:’”]) + f(t+ 1) Avg,
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=g(t + 7, ng’v]) + f(t + 1) Avy,.
Substituting the above bounds in the right-hand side of (28) yields
U(t, x) S \71,)((”1 v, 9*)'

By the arbitrariness of (n, v) € A; we deduce optimality of 6,. O

4.3 Relaxing Assumption 5 into Assumption 2

Despite a different setting of the game, the arguments from Section 4.2 in [12] can be
repeated verbatim. We will only provide main ideas and refer the reader to detailed
proofs in the aforementioned paper. The d-dimensional open ball centred in 0 with
radius k is denoted by Bi. We approximate functions f, g, h (satisfying Assumption 2)
with smooth bounded functions f,{;’k, g,’,.,’k and h{;,’k for j, k,m € N. The index m
corresponds to the truncation of the function values by m (i.e., f;, = fAm, gm = gAm,
hm = h A m;recall that f, g, h are non-negative), the index j corresponds to the
mollification by convolution with a suitable mollifier ¢, and the index k refers to the
support (the functions are forced to be zero outside By by multiplication with a cut-off
function). The approximating functions are such that ( f,{;’k, g%{k, h,{{k) — (f,g,h)
uniformly over compact subsets of ]R‘Oij;l, as j — 00, k — oo and m — o0 in this

order. For each treble ( f,f;’k, g,f,’k, hf;,’k) we define an approximating game which has
J.k
a value vy,” by Theorem 11.
When passing to the limit in v,]n’k as j — 0o, k — oo and m — oo in this order,
we use two main ingredients: the strict sub-linear growth of g and 4 and the estimates
from Lemma 4 and Lemma 10. In particular, we use that for any (n, v) € Afﬁf and

any stopping time 6 € 7;

_ Ka(l+Ixla)

1
Pe(Xy™" ¢ B < ZE[IX) ] < = (29)
Set
Voo = lim sup lim sup lim sup v,’,.,'k, and

m—>00  k—>o00 j—>00

:= lim inf lim inf lim inf v}

v
- m—0o0 k—oo j—>00

o¢]

Proposition 15 Let Assumptions 1 and 2 hold. For any (t, x) € Rg}l we have
EOO(t’ -x) = i()O(t7 -x) = Q(ts x) = v(tv -x)’

hence the value v of the game (5) exists. Moreover, v,Jn’k converge to v uniformly on
compact subsets of]RgJ}I and |Vu(t, x)|qg < f(t) forae. (t,x) € Rg?.
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The proof is analogous to the one of [12, Lem. 4.7], with d = dj therein. We
emphasise that the strict sublinear growth of g, i (cf. (9)) is needed in this proof.
Finally, the gradient bound can be deduced by the fact that Iva g < f for all

Lk, m.

g It remains to prove the optimality of 6, under Assumptions 1 and 2. The nature
of arguments is similar as in the proof of Lemma 13 and Theorem 14 with details to
be found in [12, Lem. 4.10]. The reasoning goes along the following lines. For any
treble j, k, m the stopping time 0™ = k™ A g ik 1s 0pt1mal for the stopper
in the game vm (c.f. (10) with v and g replaced by vm and gm , respectively).
Similarly as in Lemma 13, using uniform convergence of vmk to v, we show that for
any (f,x) € Rg}] and (n,v) € A;

lim inf lim inf lim infej’k’m(t, x;n,v) > 0.0, x;n,v), Py—a.s.
m—00 k—o0 j—00

Arguments as in Theorem 14 lead to the conclusion stated formally in the next
proposition.

Proposition 16 Let Assumptions 1 and 2 hold. For any (t, x) € Rg}], we have

v(t,x) = 1an j,x(n v, 0.(t, x; n, v))

(n,v)eA;
hence 0, = 0,(t, x; n, v) is optimal for the stopper in the game with value v.

We emphasise that the dependence of 6, on ¢, x, n, v is only through the dynamics of
the process X!"-"1, i.e., the stopper does not need to know the controls applied by the
controller in order to execute their strategy.

We now have all the ingredients needed to prove Theorem 3.

Proof of Theorem 3 The existence of the value function v and the gradient bound fol-
low from Proposition 15. The continuity of v is guaranteed by the continuity of the
approximating functions v,f{k and their uniform convergence on compact sets. Opti-
mality of the stopping time 6, is shown in Proposition 16. The sub-linear growth of v
is easily deduced upon observing that v > 0 and

T
v(t, x) < sup Ex[e_”g(t-i—r, X£€1’°1)+/ e_”h(t+s,X£“"’0])ds]
teT; 0

< K11+ T)Ex[(l + sup |X£e"o]|5)] < c(l + |x|5),

0<s<T—t

for a suitable ¢ > 0, where the second inequality is due to (9) and the final one is due
to standard estimates for uncontrolled SDEs (e.g., [17, Cor. 2.5.12]). O
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5 Relaxation of Growth Conditionsongand h

So far, we studied the properties of the game under Assumption 2 on the payoff
functions g, & and the cost f. The main requirement was the continuity and the strict
sub-linear growth of g and & (see (9)), the latter being instrumental in our arguments
to pass to the limit in the approximation procedure used in Proposition 15.

In this section we obtain an analogue of Theorem 3 under different assumptions on
g and h. Imposing more smoothness, we can allow for g to have a linear growth and / to
have a quadratic growth. In order to state new assumptions, we recall the Holder space
Cg(’)l,’“(Rg}l) of functions which along with their first-order spatial derivatives are

a-Holder continuous on any compact subset of Rg‘;l . Analogously, we also introduce

the space C L}(ﬁ’a (Rg}l) C Cg(’)i’“ (Rg}l) of functions whose time derivative and the

second order spatial derivatives are also a-Holder continuous (for details see [1, Sec.
2] and [18, Ch. 3, Sec. 2]).
Throughout this section we make the following assumption.

Assumption 17 The functions f : [0, T] — (0, 00), g, h : Rg}l — [0, 0o) are such
that

(i) g € Cp® (R and h € Cpol* (R ) for some o € (0, 1);

Loc
(ii) f is non-increasing, positive and f is continuously differentiable on [0, T'];
(iii) forall (£, x) € R§Y

IVg(t, x)la = f(1). (30)

Moreover, there is K5 > 0 such that the following hold

(iv) forall (1, x) € RY Y
h(t, x) < Ks(1+|x[3); 31)
(v) there exists 8 € (0, 1) such that

Ih(t,x) = h(t, Y)| < Ks(1+ 1xla + [yl0)P1x — yla,
forallr € [0, T]and x, y € Rd; 32)

(vi) forall0 <s <t < T and x eRg’fT‘
g(t,x) —g(s,x) < Ks(t —s) and h(t,x) —h(s,x) < Ks(t —s);  (33)
e d+1
(vii) forall (¢, x) € RO’T
(h+0;g+Lg—rg)t,x) > —Ks.
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Notice that the continuity of g and (30) imply
0=<g@ x) < Ks(l+|xla),

where there is no loss of generality in assuming the same constant K5 as in the rest
of Assumption 17. We also notice that (iv) is redundant because it is implied by (v).
Nevertheless, we leave it as stated for clarity of exposition below (in particular, it
allows us to draw clear parallels to results in [1]). Condition (vii) ensures that there is
no region in the state space to which the controller (minimiser) could push the process
in order to obtain arbitrarily large (negative) running gains.

Notice that Assumptions 1 and 17 imply [1, Ass. 3.1 and 3.2] and so Theorem 6
holds with the growth bound for the value function replaced by (see also [1, Thm.
3.3D

0<u(t,x) <c+[x)), (@.x) eRGY

for some ¢ > 0. Due to relaxed growth conditions on g, A, the linear growth estimates
from previous sections are replaced by quadratic growth. Indeed, Lemma 7 holds with
APP! therein replaced with

APl={(n,v) € A, 1 Exvr—] < Ko(1+ |x[))} (34)

due to (31) (cf. the proof of [12, Lem. 3.1]). This amended definition of .A?,If means
that Lemma 10 is valid with condition (19) replaced by

E[IXVM ] < Ka(l+ X7, 1€ (35)

Lemma 8 and Proposition 9 hold without changes.

Theorem 18 The pointwise limit u:=1lim, .o u? exists on Rg"‘}l. Moreover, u coin-
cides with the value of the game with payoff (3), i.e., u = v = v = v, and there exists
C > 0 such that

u? (¢, x) —v(t, x)| < CA+ |x[)Py forall (1, x) e RGY.

Proof The proof is similar to the one of Theorem 11; we mainly emphasise differences
arising from the relaxed growth and Lipschitz assumptions. Let u? be the value of the
game from Theorem 6. Put u:=liminf, .o u” and u:=limsup,, _,, u”.

Fix (r,x) € Rg?l. We first show that u > . Let (n,v) € A,Dﬁt be an -

optimal control for u? (¢, x), where AZ’Z is defined in (34). Notice that v(¢, x) <
SUP, T, Ji.x(n,v,0). Take T € 7, such that SUPseT, Tix(m,v,0) < T x(n,v,7)+n
(notice that T depends on (n, v) and 7). Using (32), instead of the second inequality
in (23) we get
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u’(t,x) — v, x)

> — FOE[|x1y —xtm| ] — 2y 56

T—t
=] [ ] ) s

We bound the first term using Proposition 9 and the second term with Holder’s
inequality:

u” (t,x) —o(t, x)
= —f(OK3y —2n
I [n,vly ol 1\° [n.vly ol AT\ P
~Ks | (B[t x5 L] 1) (B[ = x| 7)) s

> — f(0)K3y — 25— KsT (1 + 2K4(1 + [x12) K1 7Py,

where for the second inequality, we applied (35) for the first factor and Proposition 9
for the second factor under the integral. In conclusion, there is ¢ > 0 such that

W' (t,x) —o(t,x) = —c(1+ x|HPy =20, (t.x) e RGH.

Taking the liminf as y | 0 we get
u(t,x) —o(t, x) = =2, (37)

and, by the arbitrariness of 1, we conclude that u? (¢, x) > v(t, x).
By following analogous arguments as above, we show that there is ¢ > 0 such that

W (t,x) —v(t,x) <c(L+x[pPy + 20, (1, x) e REE (38)

Taking lim sup as y | 0 and, thanks to the arbitrariness of n, we get u(t, x) < v(z, x).

Since u < u and v < v, the inequalitiesu <vandu >vimplyu =u=v=v =
v, i.e., v is the value of the game. The arbitrariness of 1 in (37) and (38) demonstrates
the validity of the estimate on the difference u? — v in the statement of the theorem. O

The remaining results of Sect. 4.2, i.e., Corollary 12, Lemma 13 and Theorem 14,
still hold. We only point out that (27) in the proof of Theorem 14 takes the following
form
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67 A0,
u (t,x) < E [e—’(9fA9*>v(z SN )+/ e h(t + s, X" Vds
0

0) NGy —
+ / e " f(t+s) dvs]
[0.6] A6y)
+CE(1 41X, 12Ty (39)
+ f(O)EX[ sup  |xImhy xgn’”1|d]
s€l0,T—t]

6) N6
+ Ex[/o e+ 5, X < e+ s, XD ds |,
with the last term bounded as in the proof of Theorem 18 by
KsT(1+2Ks(1 + 1x %) K3 Py.
Denoting T = 93: A Oy, we also note that

E[(1+ [X"2)P] < Ex[1 4+ 1XI2] < 14 E[|ximT — xlen02]
+E[|xE 0]
<1+EW2_]+c(+x3),

for some constant ¢ > 0, where the last inequality follows from standard growth
estimates for uncontrolled SDEs with Lipschitz coefficients (compare to the proof of
Lemma 10). In order to conclude as in Theorem 14, it remains to recall that E[v%_ J<

oo by the definition of .4, and that (n, v) € .A?ff is fixed arbitrarily but independently
of y.

The above changes do not affect arguments in the proof of Theorem 14, so its
conclusions still hold. The following theorem summarises the findings of this section.

Theorem 19 The assertions of Theorem 3 hold under Assumptions 1 and 17 with the
growth bound on v replaced by 0 < v(t, x) < c(1 + |x|621), for some ¢ > 0.

Notice that conditions (i.a) and (i.b) from Assumption 1 are needed to establish the
bound (35). We recall that it is not possible to bound the second moment of X E”’”]’V
without controlling E, [vf] and the form of the functional 7; , (n, v, T) allows us only
to bound E, [vr_;] as in (34) (cf. proof of [12, Lem. 3.1]). We use (35) in the proof of
Theorem 18 due to the form of the non-uniform Lipschitz property (32) of h. If & is
Lipschitz continuous (say with constant Ks), the second term on the right-hand side
of the inequality in (36) simplifies to — K5y . Then the arguments of the proof follow
without the need for (35) and result in the bound

lu” (¢, x) —v(t,x)| < Cy
for some constant C > 0.
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The bound (35) is also used to bound the last term on the right-hand side of (39),
but, similarly as above, Lipschitz property of & changes the bound to ¢y for some
constant ¢ > 0. We also note that the proof of Proposition 9 uses only the Lipschitz
property of .

Corollary 20 Under Assumption 17, if h is Lipschitz continuous then Assumption 1
without conditions (i.a) and (i.b) is sufficient in order to prove the assertions of Theorem
19.
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