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Reflected backward stochastic differential equation driven by
G-Brownian motion with an upper obstacle

Hanwu Li* Shige Peng’

Abstract

In this paper, we study the reflected backward stochastic differential equation driven by G-
Brownian motion (reflected G-BSDE for short) with an upper obstacle. The existence is proved
by approximation via penalization. By using a variant comparison theorem, we show that the
solution we constructed is the largest one.

Key words: G-expectation, reflected backward SDEs, upper obstacle
MSC-classification: 60H10, 60H30

1 Introduction

Linear backward stochastic differential equations (BSDEs for short) were initiated by Bismut [2].
Then Pardoux and Peng [25] studied the general nonlinear case. Roughly speaking, on a filtered
probability space (2, F, {F; }o<i<7,P) generated by a Brownian motion B, a solution to a BSDE is a
couple (Y, Z) of progressively measurable processes satisfying:

T T
Y, =§+/ f(s,Ys,Zs)ds—/ Z.dB,, 0 <t <T, P-a.s.,
t t

where the generator is progressively measurable and the terminal value ¢ is an Fp-measurable random
variable. Pardoux and Peng obtained the existence and uniqueness of the above equation when f is
uniformly Lipschitz and both f and £ are square integrable. Because it can be widely applied in
mathematical finance, stochastic control, stochastic differential games and probabilistic method for
partial differential equations, the BSDE theory has attracted considerable attention.

Reflected backward stochastic differential equations (RBSDEs for short) were firstly studied by
El Karoui, Kapoudjian, Pardoux, Peng and Quenez [6]. The solution Y of RBSDE is required to
be above a given continuous process S so that an additional non-decreasing process should be added
in the equation. This non-decreasing process should satisfy the Skorohod condition, which ensures
that it behaves in a minimal way, i.e., it only acts when Y reaches the obstacle S. This theory
provides a useful method for pricing American contingent claims, see [7]. It also gives a probabilistic
representation for the solution of an obstacle problem for nonlinear parabolic PDE, which establishes
the connection with variational equalities, see [I] and [6].

Motivated by probabilistic interpretation for fully nonlinear PDEs and applications in financial
markets in the uncertainty volatility model (UVM for short), Peng [26] 27] systemically established
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a time-consistent fully nonlinear expectation theory. As a typical case, Peng introduced the G-
expectation (see [30] and the reference therein). Under G-expectation framework, a new type of
Brownian motion {B;};>¢, called G-Brownian motion, was constructed. Different from the classical
case, its quadratic variation process (B) is not deterministic. The stochastic integrals with respect to
B and (B) were also established. Similar with the classical SDE theory, the existence and uniqueness
of solution of a stochastic differential equation driven by G-Brownian motion (G-SDE) can be proved
by the contracting mapping theorem. The challenging and fascinating problem of wellposedness for
BSDE driven by G-Brownian motion has been solved by Hu et al. [10]. In their paper, they showed
that there exists a unique triple (Y, Z, K) in proper Banach spaces satisfying the following equation:

T T T
Yt=§+/ f(s7YS,ZS)ds—|—/ g(s,YS,Zs)d(B)s—/ Z.dB, — (K7 — K)).
t t t

In the accompanying paper [11], the comparison theorem, nonlinear Feymann-Kac formula and Gir-
sanov transformation were established. We should point out that the equation above holds P-a.s. for
every probability measure P that belongs to a non-dominated class of mutually singular measures.
Therefore, the G-BSDE is highly related to the second order BSDEs (2BSDEs for short) developed by
Cheridito, Soner, Touzi and Victoir [3] and Soner, Touzi and Zhang [32]. It is worth pointing out that
the the terminal value £ and the generators (f,g) in G-BSDEs should be quasi-continuous in w and
in (t,w) repsectively. However, it does not mean that they are uniformly continuous. For example,
if ¢ is a Borel measurable function with polynomial growth, then the process {¢(B¢)}iejo, 7] satisfies
the quasi-continuous property (for more examples, we may refer to the paper [14]). The advantage
of studying BSDE in the G-framework is that the solution (Y, Z, K) is universally defined and the
processes have strong regularity property.

In the past two decades, a great deal of effort have been devoted to the study of various types of
RBSDEs. Cvitanic and Karaztas [4] and Hamadene and Lepeltier [9] generalized the results above to
the case of two reflecting obstacles and established the connection between this problem and Dynkin
games. Hamadene [§] and Lepeltier and Xu [I5] gave a generalized Skorohod condition and obtained
a wellposedness theory when the obstacle process has cadlag paths.

Recently, Li, Peng and Soumana Hima [I8] introduced the notion of reflected G-BSDE with a
lower obstacle. In order to make sure that the solution Y can be pushed upward so that it is above
the given continuous process S, called lower obstacle, a non-decreasing process L will be added in this
equation. Due to the appearance of the non-increasing G-martingale K in G-BSDE, if we expect the
solution to reflected G-BSDE with a lower obstacle is a 4-tuples of processes (Y, Z, K, L), the solution
is not unique (we may refer to Remark 3.7 in [I8]). To overcome this shortcoming, we need to put the
two processes K and L together as a non-decreasing process A, i.e., A = L — K. Since L is minimal
in the sense that it satisfies the Skorohod condition, for any ¢, we have

t t
- [(w-sada. = [ - sdK..
0 0

It follows from the fact Y > S that the process {— fg (Y — S5)dAs} is a non-increasing G-martingale.
Therefore, we will use the martingale condition instead of the Skorohod condition. Then, the unique-
ness can be derived from a priori estimates and we use the approximation via penalization to solve
the existence. More precisely, consider the following G-BSDEs parameterized by n = 1,2, - -,

T T
ve =g [ g yrznass [ ol vrzm).
t t

T
- / ZrdB, — (Kj — KP) + (L3 — L),
t



where L} = nfOt(YS" — Sg)~ds. We claim that the solution (Y, Z, A) of the reflected G-BSDE with
parameters (£, f,g,5) is the limit of (Y™, Z" L™ — K™). The proof of convergence in appropriate
spaces becomes delicate and challenging. The difficulty lies in the fact that the Fatou’s lemma cannot
be directly and automatically used in this sublinear expectation framework. Besides, any bounded
sequence in M, 2(07 T) is not weakly compact. It is worth mentioning that the uniformly continuous
property of the elements in S7,(0,7T) plays a key role in overcoming this problem (see Lemma 4.3 in
[18).

In the classical situation, the solution (Y, Z,L) of reflected BSDE with terminal value &, gen-
erator f and upper obstacle S corresponds to (—Y,—Z, —f/). Here (1772,12) is the solution of
reflected BSDE with data (—¢, f,—S5), where f(s,y,2) = —f(s,—y,—2). To obtain the existence
result for reflected G-BSDE with an upper obstacle, applying the penalization method, we need to
replace the non-decreasing process {L}} in the penalized G-BSDE by a non-increasing one
{Lr} = {—n fg (Y* — Ss)Tds} such that the solution can be pulled downward to be below the giv-
en continuous obstacle process. Since there will be a non-increasing G-martingale {K}'}, these two
cases are significantly different under the G-framework: {L} — K[’} is a non-decreasing process while
{E? — K}'} is a finite variation process. Due to the difficulity of the analysis caused by this finite
variation process, we need to put stronger assumptions on the parameters of reflected G-BSDE with
an upper obstacle. In the lower obstacle case, we prove the uniform bounded property of sequences
{Y"}, {L"}, {K™} simultaneously by using G-1t6’s formula and then get the uniform convergence of
{(Y™—S)~}. However, for the upper obstacle case, we will show the rate of convergence of {(Y™—S)*}
in order to derive the uniform bounded property for {L"} and { K"} respectively. Furthermore, the
solution to this problem by our construction is proved to be the largest one using a variant comparison
theorem.

Due to the connection of G-BSDEs and 2BSDEs, our problem is closely related to the reflected
2BSDE theory. To our best knowledge, Matoussi, Possamai and Zhou [2I] first consider reflected
BSDEs under a non-dominated family of probability measures Pj;. In this paper, they only consider
the lower obstacle case and the method cannot be applied to the upper obstacle case directly. Besides,
in the original version of [21], the minimal condition for the non-decreasing process of the solution turns
out to be wrong and it is corrected as a new one in [22] which relies on the solution of reflected BSDE
under each probability P € Pf; and a new process M generated by the parameters of the reflected
2BSDEs. In order to guarantee the existence of the solution, they need to put some restrictions
on the oscillations or the variations of the obstacle process (see Assumption 2.1 in [22]). Compared
with their results, [I8] proposed a so-called martingale condition which can be easliy derived from
the classical Skorohod condition. They obtained the existence result under the assumption about
the uniform continuity of the obstacle process, which implies Assumption 2.1 in [22]. Due to the
stronger regularity of the obstacle process, the solutions of reflected G-BSDEs also inherit stronger
regularity and all the processes of the solutions are defined universally. This result can also be applied
to the pricing problem of American options under Knightian uncertainty as well as the stochastic
representation for the obstacle problem of fully nonlinear partial differential equations (PDEs).

Now let us go back to the upper obstacle case. In the second order BSDE framework, Matoussi,
Piozin and Possamai [20] consider a more general problem, namely the doubly reflected 2BSDEs,
where the solution is required to stay between a lower obstacle L and an upper obstacle S. Intuitively,
this problem will reduce to the single upper obstacle case by setting L = —oo. As is pointed out in [21],
there will be a non-increasing process to pull the solution downwards and a non-decreasing process
due to the formulation of second order, which will end up with a finite variation process. In order to
derive the uniqueness result, [22] proposed the following conditions: the process which aims to pull the
solution downwards should satisfy the Skorohod condition while the finite variation process satisfies
the minimal condition similar to the lower obstacle case. Then, applying some a prior estimates
yields that the solution is unique. The proof of existence relies on the theory of regular conditional



probability distributions and the Doob-Meyer decomposition of reflected nonlinear supermartingales.
Roughly speaking, the solutions of reflected 2BSDEs are constructed by the essential supremum of
the solutions to classical reflected BSDEs under P over all P € Pj;. Since there are infinitely many
probabilities in Pj;, the calculation may turn into a tedious task. Besides, it is worth noting that
after the correction about the defintion of solutions (see Definition 3.1 in [22]), the proof of existence
given in [20] only holds for uniformly bounded terminal values. Fortunately, applying some recently
obtained results in [23] and [31], the regularity condition on the terminal value can be further relaxed.
Compared with their results, the definition of solutions to reflected G-BSDE with an upper obstacle is
more concise which has almost a one-to-one correspondence with the lower obstacle case except that
the third component of the solution is a finite variation process. The proof of existence and uniqueness
is simpler. Similar with the classical case, the existence can be derived by a penalization method.
With the help of the variant comparison theorem, we can show that the solution by our construction
is the maximal one, which implies that the solution is unique. In the G-framework, we need to assume
that the upper obstacle is a G-It6 process which is stronger than the condition in [20]. The advantage
is that the solutions can be defined universally. Although we do not indicate explicitly in this paper,
applying a similar method as in [I8], we can also establish a stochastic interpretation for the solution
of the obstacle problems for fully nonlinear PDEs.

The rest of paper is organized as follows. Section 2 is devoted to listing some notations and results
as preliminaries for the later proofs. In Section 3 we prove a variant comparison theorem for G-BSDEs.
The problem is formulated in detail in Section 4 and we present the technics of approximation via
penalization to prove the existence. Furthermore, we state that the solution by our construction is
the largest one using the variant comparison theorem.

2 Preliminaries

The main purpose of this section is to recall some basic notions and results of G-expectation, which
are needed in the sequel. The readers may refer to [10], [11], [28], [29], [30] for more details.

2.1 G-expectation

Definition 2.1 Let Q) be a given set and let H be a vector lattice of real valued functions defined
on Q, namely ¢ € H for each constant ¢ and |X| € H if X € H. H is considered as the space of
random variables. A sublinear expectation E on H is a functional E:H—-R satisfying the following
properties: for all X, Y € H, we have

(i) Monotonicity: If X > Y, then E[X] > E[Y];

(ii) Constant preserving: E[c] = ¢;
(iii) Sub-additivity: E[X + Y] < E[X] + E[Y];
(iv) Positive homogeneity: E]AX] = AE[X] for each A > 0.

Definition 2.2 Let X; and X3 be two n-dimensional random vectors defined respectively in sublinear
expectation spaces (1, H1,Eq1) and (Q2, H2,Ea). They are called identically distributed, denoted by

X, L X,, if By [p(X1)] = Ba[@(Xa)], for all ¢ € Criy,(R™), where Cri,(R™) is the space of real valued
Lipschitz continuous functions defined on R™.

Definition 2.3 In a sublinear expectation space (£2, ”H,E), a random vector Y = (Y1,---,Y,), Y; € H,
is said to be independent from another random vector X = (X1, -+, Xm), X; € H under E[-], denoted
it by Y LX, if for every test function ¢ € CrLip(R™ x R™) we have E[p(X,Y)] = E[E[p(z,Y)]s=x].



Definition 2.4 (G-normal distribution) A d-dimensional random vector X = (X1, -+, X4) in a sub-
linear expectation space (Q,H, IE) is called G-normally distributed if for each a,b > 0 we have

aX +bX L \/a2 + 52X,
where X is an independent copy of X, i.e., X X and X1X. Here, the letter G denotes the function
(%Ayzéﬁmm&xn:&-+R
where Sy denotes the collection of d x d symmetric matrices.

The function G(+) : S* — R is a monotonic and sublinear mapping on S?. In this paper, we suppose
that G is non-degenerate, i.e., there exists some g2 > 0 such that G(A) — G(B) > 1o2tr[A — B] for
any A > B.

Let Qr = Cu([0,T]; R?), the space of R%valued continuous functions on [0, 7] with wy = 0, be
endowed with the supremum norm, and B = (B%)%_, be the canonical process. Set

Lip(QT) = {<p(Bt1a T 7Btn) tn 2> 1ty € [O,T],(p S CLiI)(Rdxn)}'
Definition 2.5 For all random variable X € L;p(Qr) of the following form.:
(IO(Bt17Bt2 - Bt17 e aBt” - Bt",1>7 2 S CLip(Rdxn)v

the G-expectation is defined as

E[SD(Btl ’ Bt2 - Btlv T 7Bt’n, - Btn—l)] = E[@(\/Efla TV tn — tn—lfn)},

where &1, -+, &, are identically distributed d-dimensional G-normally distributed random wvectors in
a sublinear expectation space (0, H,E) such that &1 is independent of (§1,---,&) for each i =
Lo ,n—1. (Qp,Liy(Qr),E) is called a G-expectation space. The conditional G-expectation Ey,[],

i=1,--+,n, is defined as follows

Eti [@(BtUBtQ - Btu to 7Btn - Btn—l)] = @(BtuBb - Btu to 7Bt1‘, - Bti—l)’

where R
@(xla T 7xi) = E[‘P@Ha sy Ty Bti+1 - Bti; T aBt" - Bt,L,I)]-

Ift € (ti tiy1), the conditional G-expectation Ey[X] could be defined by reformulating X as

X =@(Bi,, By, — By, ,Bi — By, Bi, ., — By, , By, — Bi,_,), § € Crip(R>"FD),

i+1

Denote by Lg,(Qr) the completion of L;,(€2r) under the norm || .z, := (E[|€[P])Y/P for p > 1.
It is easy to check that the conditional G-expectation is a continuous mapping on L;,(€2r) endowed
with the norm || - [z, and thus can be extended to L?.(Q7). Denis et al. [5] proved the following
representation theorem of G-expectation on L (Qr).

Theorem 2.6 ([5, 12]) There exists a weakly compact set P C My (Qr), the set of all probability
measures on (Qr, B(Qr)), such that

E[¢] = sup Epl¢] for all € € Lg(Qr).
Pep

P is called a set that represents E.



Let P be a weakly compact set that represents [E. For this P, we define capacity

c(A) := sup P(A), A € B(Qr).
PeP
A set A C B(Qr) is polar if ¢(A) = 0. A property holds “quasi-surely” (q.s.) if it holds outside a
polar set. In the following, we do not distinguish two random variables X and Y if X =Y q.s..

For £ € L;,(Qr), let £(§) = IAE[Supte[O!T] E,[¢]], where [ is the G-expectation. For convenience, we
call £ G-evaluation. For p > 1 and & € L;(Qr), define ||¢][,.e = [E(|¢[P)]/P and denote by L (Q7r)
the completion of Li,(€2r) under || - ||,,e. We shall give an estimate between the two norms || - ||z,
and [ - [[p.e-

Theorem 2.7 ([33]) For any a > 1 and § > 0, LE™(Qr) C LE(Qr). More precisely, for any

1<y <p:=(a+0)/a, v<2, we have

« * « é
€15 <7 {IENG s + 1417 Cp5 €1FDTY, VE € Lip(Qr).

Late
where Cg /. = Py iRy = v/(v = 1).

Similar with the classical case, the G-martingale (-sub, -supermartingale) is one of the fundamental
concepts under G-expectation framework.

Definition 2.8 The process {M;}icjo,1) is called a G-martingale (-sub, -supermartingale), if for any
t€[0,T], My € LL(Q:) and B [M;] = M,, (>,<), for any 0 < s <t <T.

2.2 (G-Ito calculus

For simplicity, we only give the definition of G-It6’s integral with respect to 1-dimensional G-Brownian
motion and its quadratic variation. However, our results in the following sections still hold for the
multidimensional case unless otherwise stated.

Definition 2.9 Let M2(0,T) be the collection of processes in the following form: for a given partition
{th t 7tN} =TT Of [O,T],

N—

(W) = D &), 4,00, (2.1)

0

[ay

<

where & € Lip(Q,), i = 0,1,2,- - N — 1. For each p > 1 and n € MZ(0,T) let Il ez, ==
(B[S |ns|2ds)P/ 2317, nllarz = (B[ I Ins|Pds)' /P and denote by HY(0,T), ME(O,T) the com-
pletion of MZ(0,T) under the norm || - lzzs || - lagz, respectively.

Definition 2.10 For each n € M2(0,T) of the form (2.1), we define the linear mappings I,L :
M2(0,T) — L%(Qr) as the following:

N-1

T
1= [ nd = Y 6B - B,

=0

T N—-1
Ly = / ned(B)y = 3 &((B)i,,, — (Bl,).

j=0

Then I,L can be continuously extended to HZ,(0,T) and ME(0,T) respectively.



By Proposition 2.10 in [19] and classical Burkholder-Davis-Gundy inequality, we have the following
estimate for G-1td’s integral.
Proposition 2.11 ([11]) Ifn € HE(0,T) witha > 1 andp € (0, ], then we get sup,c(; 1 | [} nsdBslP €
L () and

u

T T
aPepliy|( / ns|ds)P/?) < Byl sup | | nedBslP) < aPCyli|( / [ns|ds)?/].
t uelt,T] Jt t

Let S2(0,7) = {h(t, Biynts---sBioat) @ttty € [0,T],h € Cyrip(R")}. For p > 1 and
n € S&(0,T), set nllsz, = {IAE[supte[O,T] In¢|P]}*/P. Denote by S%(0,T) the completion of S2(0,T)
under the norm || - [[gz,.

We consider the following type of G-BSDEs:

T

T T
nzgflf@nzmuﬁlg@nzwwg—lzm&—u@—m» (2.2)

where
ftw,y,2),9(t,w,y,2) : [0,T] x Qr x Rx R = R,

satisfy the following properties:
(H1’) There exists some 3 > 1 such that for any y, z, f(,-,y,2),9(, ", y,2) € M£(07T),

(H2) There exists some L > 0 such that
|f(t,y,z) - f(tay/azlﬂ + |g(t7y72) - g(tvylvzl)‘ < L(|y - y/| + IZ - zll)

For simplicity, we denote by &%(0,T") the collection of process (Y, Z, K) such that ¥ € S&(0,T),
Z € H3(0,T), K is a non-increasing G-martingale with Ky = 0 and K1 € L&(Qr).

Definition 2.12 Let & € Lg(QT) and f, g satisfies (H1’) and (H2) for some 8 > 1. A triplet of
processes (Y, Z, K) is called a solution of equation (2.2)) if for some 1 < a < B the following properties
hold:

(a) (Y,Z,K) e 64(0,T);
(b) th = f + ftT f(s7Y:sw Zs)ds + ftTg<Sv Ysa Zs)d<B>s - LT stBs - (KT - Kt)

Theorem 2.13 ([10]) Assume that £ € Lg(QT) and f,g satisfy (H1’) and (H2) for some B > 1.
Then equation (2.2) has a unique solution (Y, Z,K). Moreover, for any 1 < o < 8, we have Z €
Hg(O,T), Kr e L%(QT) and

T
|mPSC&mw+/’uwmmw+m@amwwL
t

where the constant C' depends on o, T, o and L.

Theorem 2.14 ([I1]) Let (Y}, ZL, K})i<r, 1 = 1,2, be the solutions of the following G-BSDEs:
T T
=¢! +/ fH(s. Y, Zh)ds +/ g'(s,Y{, Z)d(B)s + Vi — V] —/ ZLdB, — (K7 — K}),
t t
where {V'}o<i<T are RCLL processes such that]l::[supte[oyT] [VHP] < oo, f!, ¢ satisfy (H1’) and (H2),

¢e Lg(QT) wz’fhﬂ >21. IfFEY > &2 1 > f2, g > g2, fori,j=1,--- ,d, V;} =V} is a non-decreasing
process, then Y- > Y,”.



3 A variant comparison theorem

In this section, we introduce a variant comparison theorem for solutions to G-BSDEs. First, we state
some basic properties as preliminaries.

Lemma 3.1 Let X; € S&(0,T), where o > 1. Set X' = Z?z_ol XipIpgn en, ) (t), where ¢} = L

n’
i=0,---,n, 1/Ja+1/a* = 1. Suppose that K is a G-submartingale with finite variation satisfying
Ky =0 and E[|[Var(K)|**] < oo, where Var(K) is the total variation of K on [0,T], then

. t
E[ sup | [ (XI — X )dK|] — 0.
te[o,7] Jo

Proof. It is easy to check that

t
sup | | (X7 — X )dK,| < sup |X7 — Xy|[Var(K)|.
tel0, 7] Jo t€[0,T)

By applying Lemma 3.2 in [I0], we have
. t
E[ sup [ [ (X = Xo)dK[] < || sup |[X]" = Xyfl[rg [[Var(K)l| e+ — 0.
te[0,T] Jo t€[0,T]

Lemma 3.2 Let X; € S&(0,T), where a > 1, 1/a+1/a* = 1. Suppose that K7 is a G-submartingale
with finite variation satisfying K} = 0 and E[|Var(K7)|**] < oo, j = 1,2, then

t t
/deK;+/ X, dK?,
0 0

is a G-submartingale.

Proof. It suffices to prove that the process [J(X?)*dK! + [/(X")"dK? is a G-submartingale, where
X" is the same as Lemma Then for any t € [t},t}, ),

BolXp (K, = Ki) + Xy (K | — K7
= XER((KY, | — Kb+ XpR((KR, | — K2
> inn(Kt1 - Kin) + X;?(Kf - Ki).

From this we have the desired result. m
In order to obtain the variant comparison theorem, we need to construct an auxiliary extended

G-expectation space (Qr, Lg(QT),Eé) with Q7 = Cy([0, T],R?) and

. 1
G(A) = 3 2?1272 tr [A [11) UL] ],A € s

Let {(By, B;)} be the canonical process in the extended space.

Remark 3.3 It is easy to check that (B,B)t = t. In particular, if 0> = &2, we can further get
B, =7 %B,.



Lemma 3.4 Consider the following bounded processes {a:}, {b:}, {c:} and {d;} € Mg(O,T), where
B> 1. Assume that K is a G-submartingale with E[|Var(K)|?] < oo and Ko. Then we have

N T T
K < (X)) 'EY XKy —/ as K Xyds — / cs K Xd(B)s),
t t
where X is the solution of the following G-SDE:
t t t t ~

X =1 +/ asXeds +/ cs Xsd(B)q +/ dsXdBy +/ by X.dBs.

0 0 0 0

Proof. Since the G-SDE is linear, we may solve it explicitly and get that

t t ~
X, = exp(/ (as — bsds)ds+/ csd(B),)EPER,

0 0

where £F = exp(folt dsdBs—3 j;)t d2d(B),), EB = exp(fot bsdBs — 4 fg b2d(B),). Consider the following

equation
T T T
Y, =&+ / fsds +/ 9sd(B)s — / ZsdBs — (K7 — K3), (3.1)
t t t

where fs = asYs + bsZs + ms, gs = ¢sYs +ds Zs + ns, {ms}, {n:} € Mg(O,T). Then applying G-Ito’s
formula to X,;Y;, we derive that

T T T
XtY,H—/ (X5Z5+dSXSYS)dBS+/ bSXSYSdBS+/ X, dK,
t t t
T T
=XT§—|—/ msXsds+/ nsXsd(B)s.

t t

From Lemma we have I@? [ ftT XsdK,] > 0. Taking IE? conditional expectations on both sides of
the above equality, it follows that

~ T T
Y, < (Xt)‘IEf[XT§+/ msXsds—i—/ nsXsd(B),).
t t

Consider a special case of Equation ((3.1)
T T
Y; =Kr +/ (asYs + bsZs — asK)ds +/ (esYs +dsZs — cs Ks)d(B)s
t t

T
- / Z,dB, — (K7 — K).
t

It is easy to check that Y; = Ky, Z; = 0 is the solution of the above equation. Applying the analysis
above, we have

- T T
K, =Y; < (X)) 'ES [ XKy —/ aSKSXSds—/ cs K X d(B),]. (3.2)
t t
| ]

Remark 3.5 It is important to note that there may not exist a pair of processes (Y, Z) satisfying E-
quation (3.1) for a given G-submartingale K with finite variation. Especially, if K is a non-increasing
G-martingale, then the two sides of the Equation (3.2]) are equal.



Theorem 3.6 Assume that & € Lg(QT), fisgi satisfy (H1’) and (H2) in Section 2 with 8 > 1,
i =1,2. Let (Y2 Z2,K?) be the solution of G-BSDE with generators fa,g> and terminal value €2,
(Y.L, Z}) satisfy the following equation

T T T
i€t / fi(s, Y2, Z)ds + / (s, Y2, Z1)d(B), - / 71dB, — (K} — K}),
t t

t

where K' is a G-submartingale with finite variation satisfying E[|Var(K")|?] < co and Ko = 0. If
&< i< fo, 1 < go, then Y} < Y2

Proof. Let Y;f = Yt2 - Y;flv Zt = Zt2 - Ztlv fs = f2(3aY527Z§) - f1(87Ysl7Zsl)v gs = 92(37Y52’Z§) -
g1(s, Y2, Z1), € = €2 — €. Then we have

T T T
YV, + K} =4+ K-+ / fods + / Gsd(B)s — / Zy B, — (K2 — K?). (3.3)
t t

t

For each fixed € > 0, by the proof of Theorem 3.6 in [I1], we can get
fs = aiyA—s + biZs +ms — miags = ciffs + diZs +ns — niu
where |m¢| < 4Le, [nS| < 4Le, ms = fo(s, Y}, ZY) — fi(s, Y}, ZY) > 0, ns = ¢a(s, Y1, Z1)) —
g1(s, Y} Z) >0, ¢ € MZ(0,T) and |¢°| < L for ¢ = a, b, ¢, d.
Recalling (3.2)), we can solve (3.3) to get
A . . T T
i+ ke =(60) OG- K + [ - 0K Xeds + [ (3 - ERDXEA(B).
t t
A~ T T
>0 BOLG R+ [ (-mi - KD Xids+ [ (ong - GKDXZA(B).)
t t
. T T
>(067) B - [ atKiXads - [ GRIXZaB))
t t
A T T
- (7)BO( [ miXids+ [ nixza(B).
t t
T T
>k} - aLe()) BT XElas+ [ X))
t t
where m§ = m, —mg, n§ = ns —n, {X7 }iepo, 1) is the solution of the following equation
t t t t R
Xe=1 +/ asXds +/ EXEd(B)s +/ dEXEdB, +/ bEXEdB,.
0 0 0 0

Then by letting € — 0, we can derive the desired result. m

4 Reflected G-BSDE with an upper obstacle

El Karoui, Kapoudjian, Pardoux, Peng and Quenez [6] introduced the reflected BSDE with a lower
obstacle. An additional non-decreasing process should be added in this equation to keep the solution
above the given obstacle. Substituting the non-increasing process for an non-decreasing one, we can
use the same method to deal with the reflected BSDE with an upper obstacle. However, under the
G-framework, due to the appearance of the non-increasing G-martingale in the penalized G-BSDEs,
these two cases are significantly different. Now we reformulate this problems as follows.
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We are given these parameters: the generators f and g, the obstacle process {Si}¢cjo,7] and the
terminal value £, where f and g are maps

flt,w,y, 2),9(t,w,y,2) : [0,T] x Qr x R* = R.

The following assumptions will be needed throughout this section. There exists some g > 2 such
that

(Al) for any y, z, f(7 Y, Z)) g(a Y, Z) € Mg(ovT) and E[SuptE[O,T](|f(t707 0)|5 + Ig(ta Oa 0)|5)] < 00
(A2) |f(t7waya Z) - f(taway/a Z/)| + |g(tawaya Z) _g(t7way/7 Zl)| S L(‘y_ y/| + ‘Z_ Z/|) for some L > 07
(A3) {Si}icior) € S2(0,T) is of the following form

St:So—i-/O b(s)ds—i—/0 l(s)d<B>s+/O o(s)dBs, (4.1)

where {b(t)}+ep0,17, {1(t)}ieo, ) belong to Mg(O,T) and {o(t)}+ejo, 7 belongs to Hg(O,T). Fur-
thermore, ]E[supte[O,T]{|b(t)|ﬁ + 1|8 + e @®)[P}] < oo;
(A4) € e LL(Qr) and € < Sp, g.s..

Remark 4.1 Compared with the reflected G-BSDE with a lower obstacle (see [18]), the conditions
(A1)-(A4) on the parameters are more restrictive. For simplicity, assume that the time horizon is
[0,1] and consider the generator f defined as the following:

1(#)

(o)
f(t) = Znﬁf( IS
n=1
It is easy to check that f € Mg(O, 1) while sup;epo 1) |f(#)|? = oo. Hence, f satisfies the condition (H1)
in [18] but does not satisfy the condition (A1) in this paper. The requirment that S is a G-Ité process

is to ensure that we can derive the convergence property for the penalized G-BSDEs (see Remark
below).

Then we can introduce our reflected G-BSDE with an upper obstacle. A triple of processes (Y, Z, A)
is called a solution of reflected G-BSDE if for some 2 < o < 8 the following properties are satisfied:

() (V,Z,A) €S%(0,T) and ¥; < S;, 0 < t < T
() Yi =&+ [ f(s.Ye, Z)ds + [} g(s.Ye, Z)d(B) — [ Z,dB, + (A — Av);
(iii) {- fJ(Ss — Y;)dAs}iepo, is a non-increasing G-martingale.

Here we denote by S&(0,T) the collection of process (Y, Z, A) such that Y € S&(0,T), Z € H&(0,T),
A € 52(0,T) is a continuous process with finite variation satisfying Ag = 0 and —A is a G-
submartingale.

For notational simplification, in this paper we only consider the case ¢ = 0 and [ = 0. But the
results still hold for the other cases.

Theorem 4.2 Under the above assumptions, in particular (A1)-(A4), the reflected G-BSDE with

parameters (&, f,S) has a mazimal solution (Y,Z,A), which means that, if (Y',Z', A’) is another
solution, then Yy > Y/, for all t € [0,T].

11



The proof will be divided into a sequence of lemmas. For f, {Si}icjo,r) and & satisfy (A1)-(A4)
with 5 > 2. We now consider the following family of G-BSDEs parameterized by n = 1,2, .. ..

T T T
Y =¢ -|-/ f(s, Y, Z0)ds — n/ (Y™ — S,)Tds — / Z'dBs — (K} — K[). (4.2)
t t ¢

Now let L} = —n f(f(Ys" — Ss)Tds. Then {L}},c[o,7] is a non-increasing process. We can rewrite

G-BSDE (4.2) as
T T
V=g [ g yrznds— [ 2z - e - K+ (L - L), (13)
t t
Lemma 4.3 There exists a constant C independent of n, such that for 2 < a < 8, we have

E[ sup |Y;"|*] < C.
te[0,T)

Proof. For simplicity, first we consider the case where S = 0. For the case that S is a G-Ito process,
we may refer to Remark For any r > 0, set Y; = (Y")2. Applying Itd’s formula to ﬁame” yields
that

T T
ﬁa/Qert_’_/ Tersf/sa/2d8+/ %ersf/sa/Q—l(Z;L)Qd<B>s
t t
o [T T ~
_ ‘§|aerT+a(17§)/ 67”5}/(904/272(st)2(zg)2d<B>8+/ aersifsa/QflifsndLZ
t t
T N T B
+/ OCGTISYYSCE/Q_lYYSnf(S,YVSn,Z;L)dS—/ aeTsYSOc/Q—l(}/Snzglst_i_}/SndK;L)
t t
le’ T ~
<l va(l= ) [ Tz B,
t

T
+ / Qe V2 (s Y 20| ds — (M — My),
t

where M, = fot ae’"sf{f‘/zfl(YS"Z?st + (Y*)TdK?") is a G-martingale. In the last inequality, we use
the fact that —y(y)™ < 0 for any y € R. From the assumption of f and the Young inequality, we have

T ~ a—1
| e VT s v zplas

¢

T ~ a—1
< [ aen VT 17(5,0,0) + LYY+ LiZ} | ds

t

T T

1 -

S/ €m|f<87070)‘ad8+ Ot(a4 )/ ersYSa/2—1(Z;z)2d<B>s

t t

aL2 T ~

-1 L+ ———— TSy /2.
+ (a +o +Q2(a_1))/t e rgyrras

Setting r = a + oL + #Lil), we can get

T
Yo 2ert 4+ My — M, < [¢[*e'T + / e"*| f(5,0,0)[ds,
t

12



Taking conditional expectations on both sides, we have
A T
Y < CE e + [ 1f(s.0.0)ds).
t

By T}}eorem we can conclude that for 2 < « < 3, there exists a constant C' independent of n such
that Elsup,cor Y'Y < C. =

Remark 4.4 For the case when the obstacle process S is given as (4.1), let )N/t" =YY" -5 and
ZP = Z} — o(t). We can rewrite (4.2)) as the following:

T
T =g Sp+ [ (T 45020 4 0(5) + bs)lds
t

T _ T _
— n/ (Y Tds — / Z'dBs — (Kp — K}').
¢

t

Using the same method as the proof of Lemmal[].3, we get that
~ . T
71" < CRill€ = o1+ [ 1f(5,Sus0(5) + b(s)*ds]
t

Thus, we conclude that, for 2 < «a < [, there exists a constant C independent of n such that

I['E[SUPtE[O,T] i) < C.

Compared with Lemma 4.3 in [18], the following result is sharper. More importantly, this lemma
allows us to establish uniform estimates on the sequence (K™, L™) and then to obtain the convergence
of (Y™). We apply a nonlinear Girsanov transformation approach to prove this result. First, we
consider the following G-BSDE driven by 1-dimensional G-Brownian motion:

T T
YtL:§+/ L|ZsL|ds—/ Z7dBs — (Kz — K{).
t t

For each € € Lg(QT) with 5 > 2, we define
Erlg] =Y.
By Theorem 5.1 in [I1], EF[] is a consistent sublinear expectation.

Lemma 4.5 There exists a constant C independent of n such that for 2 < a < (3,
. C
E[ sup [(V]" = S)T*] < —.
te[0,7] ¢ ne

Proof. Set Y,* = Y* — S;, Z}' = Z' — o(t), we can rewrite G-BSDE (£.2) as

_ T T _ T B
Vr—e- S+ / [F(5. Y7, 27) + b(s)]ds — / (V) ds — / ZrdB, — (Kj — Kp).  (44)

For each given ¢ > 0, we can choose a Lipschitz continuous function h(-) such that Ij_. 4(z) <
h(z) < I1_c 2¢)(x). Thus we have

(s, Y Z0) = f(s, Y], 0) = (f(s, Y], Z7) — f(s, Y, 0)M(Z]) + a3 Z = my™ +aT" 2,
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where
e A =RZI(f(s, Y, Z0) = f(s, Y, 00)(Z2)7h, if Z2 # 05
o, otherwise .

It is easy to check that a®™ € MZ(0,T), |aS"

< L and |m%™| < 2Le. Then we can get
F(s, Y Z0) = f(5,Y,0) + a2 Z0 +mS™ = f(5,Y",0) +aS"0(s) + a5 Z0 + mSm.

Now we consider the following G-BSDE:
T T
Y =¢ +/ as"Ze"ds — / Z"dBs — (K7" — K;™).
t t

For each ¢ € Lg(QT) with 8 > 2, we define
B[] =Y

Set BS™ = By — fot as"ds. By Theorem 5.2 in [II], {B{™} is a G-Brownian motion under E"[].
Moreover, by Theorem we have ES"[¢] < EF[¢], V¢ € Lg(QT). We can rewrite G-BSDE (4.4)) as
the following

T T T
Y =¢— Sy +/ o (s)ds — / n(Y™) rds — / ZMdB™ME — (K3 — K7),
¢ ¢ ¢
where 5" (s) = f(s,Y",0) +mS™ + aS"c(s) + b(s). Applying G-Tto’s formula to e ™Y}, we get

T T
ﬁn +/ €n(t_s)dK;L :(§ _ ST)en(t—T) +/ nen(t—s) [Y/Sn _ (Y/Sn)-&-]ds
t

t

T T .
+ / en(tfs)fs,n(s)ds o / en(tfs) Z;LdB?n
t t
T T )
S/ e"(t_s)|f€’"(s)|ds —/ e”(t_s)Z;LdBj’”.
t t

Note that ES"[K7] = K" for any 0 < s < t < T by Theorem 5.1 in [I1]. Taking E{"" conditional
expectation on both sides, we have

T T
< / e"(t*S)\fa’”(S)ldS]éEf[/ =) 1o (s) ds]
t t
B T
<EE| / =) sup [ (u,0,0)] + LY | + [mS™| + Lio(w)] + [b(u)[]ds]
t w€[0,T]

<CBE sup [1£(w,0,0)] + Y| + |o(u)] + [b(w)]] + <.

n u€[0,T]

By Theorem [2.13] for 2 < « < 3, it follows that

(V) Sn%(f[*lﬂ SI[EPT][IJ‘WO’O)I + Y+ o ()] + [b(u)]] + )

C -
<—Ef sup [[f(u,0,0)] + Y| + [o(w)] + [b(u)] +€]].
n u€[0,T]

Then applying Lemma [£.3] and Theorem letting € — oo, we get the desired result. m
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Remark 4.6 It is worth pointing out that the uniform convergence property of {(Y;* —S¢)*} (V" —
Si)7}) is of wital importance in proving the existence of solutions to the reflected G-BSDE with an
upper (lower) obstalce. It is easy to see that conditions on the parameters of reflected G-BSDE with
an upper obstacle ((A1)-(A4)) is more restrictive than the ones of the lower obstacle case ((H1)-(H3),
(H4) or (H4’), see [18]). If the parameters of reflected G-BSDE with a lower obstacle also satisfy
(A1)-(A4), we may use the same technique, i.e., the Girsanov transformation, to prove Lemma 4.3 in
[18]. More specificly, we may obtain the convergence rate of {(Y;* — S¢)~}. However, for the general
case, this method does not work since we need the decomposition of the obstacle to apply the G-It6
formula.

Lemma 4.7 There exists a constant C independent of n, such that for 2 < a < 3,
T T
BILF" =Bl (v7 - S)*ds) < €, BIKEF] <€, B([ 120Pas)t <.
0 0

Proof. The first estimate can be derived easily from Lemma Applying G-1t&’s formula to |Y;*|?,
we have

T T
Y+ / 21 2d(BY, =IéP + / 2V (s, Y, Z7)ds

T T
— / Y ZdB, — / 2Y'dAY,
0 0
where A} = L} — K}'. Consequently
T . T
([ 1zzpami) <clige+| [ vese vz
0 0
T T
[ vrzzapge | [ avraay).
0 0
By Proposition and simple calculation, we obtain

T
E[(/ |2 Pds) %] <C{E[ sup [Y;*[°] + (B[ sup [Y{"|*)Y2[(B[ K7[°])"/?
0 t€[0,T te[0,T] (4.5)

+ (BILE D2 + (1@[(/0 |/(5,0,0)|ds)°])*/?]}.

On the other hand,

T T
Ki=¢-Y+ / fls, Y, Z)ds — / ZYdBs + L.
0 0

An easy computation shows that

R R R . T . T .
B2 < C{E[ sup IK"\Q]HE[IL%I“]HE[(/ \f(s,O,O)Ids)“]HE[(/ Z72ds) 3], (46)
te[0,T] 0 0

Combining inequalities (4.5)) and (4.6]), we can easily see the desired results. m

Remark 4.8 Set A} = LY — K}'. Then {A} }1cp0,1 is a process with finite variation. Moreover, it is
easy to check that {—A} }iepo,1) i a G-submartingale. We denote by Var(A™) the total variation for
A"™ on [0, T]. Then there exists a constant C independent of n, such that for 2 < a < f8

E[|Var(A™)|°] < C{ELH|*] + E[IKF|*)} < C.
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We now show that the sequences (Y™)5,, (Z27)52, and (A™)$2, are convergent.

Lemma 4.9 For m,n € N, set Y; = Y=Y, Zy = zZy — Z7" and A, = A} — A7, Then for any
2 < a< B, we have

lim E[ sup [V;|*]=0, lim 113:[(/ 1Z,?ds)3] =0, lim K[ sup |A,]*]=0. (4.7)

m,n— o0 tE[O,T] m,n— oo m,n—oQ tE[O,T]

Proof. The convergence property for (Y")22 ; can be proved in a similar way as the proof of Lemma
4.4 in [I8]. For reader s convenience, we give a brief proof here. Without loss of generality, we may

assume S = 0 in (4.2)). Set L, = Ly — L, Kt K} — K", ft = fit,Y", Z}) — f(t,Y,)", Z") and
t t t t

a/2,

|Yt|2 By applymg Ito’s formula to Y, , where r is a constant to be determined later, we

get

s T - T, .
)/toz/ ert+/ TGTSY;Q/QdS-i-/ gersna/2fl(zs)2d<3>s
t t

T T
:a(l _ %)/ BTSYSQ/Q_Q(ﬁ)2(25)2d<B>S+/ aersf/sa/Q—lf/;dis

t t

T T
+/ aersY;a/Qflffsfsds _/ aersffsa/271(f/sZASst +Y/sdf{s) (48)
t t

T — ~ ~ T —_a—1 .
Sa(l- ) [ VPP B + [ ac VT | ds
t t
T B T B
- / e VP (Y )Tl — / ae" YN Y ALY — (My — My),
t t

where M; = fot ae’“‘sl_/f/zfl(fstAsst + ( ) TdK™ + ( 5) dK!). By Lemma 3.4 in [10], {M;} is a
G-martingale. Applying the assumption on f and the Hoélder inequality, we obtain

T T T
_a—1 ~ _ —1 _ N
[ e v s < 1 / ey ras ¢ WY [ eeverizpap).,
t t

where L = oL + Let 7 = 1 + L. The above analysis shows that

0'2(a 1)°
Yta/2ert + (MT _ Mt) < _/ aersysozﬁfl(ysn)erL:@ _/ aersysa/Qfl(Ysm)+dLZ.
t t
Taking conditional expectation on both sides of the above inequality, we conclude that
A~ A T — T —
Tl <CBil- [ Ter eyt - [ ey
t ¢
T T
<Cln B |7 O s+ [T v )
0 0
By Lemma [£.3}[47 Theorem [2.7) and the Holder inequality, we have for any 2 < a < 3,

lim K[ sup [V —Y"[*]=0.

n,m—0o0 tG[O T]

Choosing o =2 and r = 0 in (4.8)), we get

T T T T T
|Yo|2+/ |ZS|2d<B>S:/ 2fgfsds—/ deSJr/ 2}7Sd1is—/ 2V, Z,dB,.
0 0 0 0 0
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Observe that
T A T . . R T . T .
/ 2stsds§2L/ (\YS|2+|YS||ZS|)ds§(2L+L2/e)/ |Ys|2ds+e/ 12, 2ds,
0 0 0 0

where € < g2. The above two equations yield that

T . T N T . . T . . T A
/ |ZS\2ds§C(/ |Ys|2dsf/ stKs+/ stLS—/ Y,Z,dBy).
0 0 0 0 0

By Lemma [4.3] Lemma [£.7 Proposition [2.11] and the Hélder inequality, we derive that

T
IE[(/ ARE ]<C’{E[ sup |Yt| + sup |Yt| (AR 2] —HE / Y2szs)%}}
0 te[0,T te[0,T)

<C{E[ sup |V;|°]+ (B[ sup |V;|°])%}
te[0,T] te[0,T]

C’zA o 1’* T 512\ &
+ B swp [Vl + SB[ 12,3,
0

te[0,T)

where A" = || + |LF| + | K}| + | K7, Tt follows that

n,m— oo

T

lim IE[(/ |Z" — Z™2ds) 2] = 0.
0

From Proposition and the assumption of f, we have

T t
Bl sup 47 — 477 < CE[ sup 9" + / Flds)y + sup | [ ZedB.J)
te[0,T] telo,T 0 tel0,7] Jo

T
< C{E[ sup %]+ EI( | |Z.Pds)2)) >0,
te(0,T) 0

Using the convergence property of (Y™)22 ; and (Z™)2

n=1»

it is easy to check that

lim E[ sup |A} — A7*|¢] =0.

n,Mm—oo tG[O T]

=
We now turn to the proof of Theorem

Proof. According to Lemma [4.9] for any 2 < a < f, there exists a triple (Y, Z, A) € S&(0,T), such

that

T
E[ sup |Y* —Yi|*] =0, E[(/ |Z — Z,?ds) %] — 0, B[ sup |A" — A;]%] = 0, as n — oo.
t€[0,T] 0 te[0,T]

We then show that (Y, Z, A) is a solution of the reflected G-BSDE with an upper obstacle. The fact
that Y is below the obstacle process S can be derived easily from Lemma Besides, since —A"
is a G-submartingale and A™ converges to A uniformly, —A is also a G-submartingale. It remains to

check that {— fg(Ss —Y,)dAs}iepo,) is a non-increasing G-martingale. Set
~ t
Kr ::/ (Ss — Y3)dK™.
0
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Since S — Y is a nonnegative process in S&(0,T"), by Lemma 3.4 in [10], K" is a non-increasing
G-martingale. Note that

¢
sup | —/ (Ss — Ys)dAs — K[|
0

te[0,T]
t t t
< sup {| [ Yida, - / YodA?| + | / (Y, — Y)dAT|
t€[0,T) 0 0 0

t t
+| / (Y, — Y7)AK?| + | / (S, — YM)dLT|)
0 0

< sup (| [ Fraear - a0+ | [ 0= Vrar - a0

te[0,T]
+ sup |V, = Y|[[Var(A™)| + | K2 + sup (Y]* — S)*|Ly],
t€[0,T) t€[0,T]

where )N/tm = Z:’LB Y?Ll[tf”,tlll)(t) and " = %, 1 =0,1,--- ,m. Recalling Lemma by a
similar analysis as in the proof of Theorem 5.1 in [I8], we have

t
lim B[ sup | —/ (Ss — Y,)dA, — K1) < C(B] sup |V, — V)2
n=o0 40,7 0 t€[0,T

Applying Lemma 3.2 in [I0] and letting m — oo, it follows that
t
lim E[ sup | —/ (Ss = Yy)dAs — K'|] =0,
n—oo tE[O,T] 0

which implies that {— fot (Ss — Ys)dA,} is a non-increasing G-martingale.

In the following, we prove that the solution constructed by the penalization procedure is the largest
one. Suppose that (Y, Z’, A") is the solution of the reflected G-BSDE with parameters (&, f,S) and
Y/ < S, 0<t<T, we have

T T
_§—|-/ f(s, Y1, Z!) ds—/ n()/s’—Ss)+ds—/ Z'dBs + (A — A}).
¢ ¢

Comparing with G-BSDE and applying Theorem we can easily check that for all n € N,
Y/ <Y/ Letting n — oo, we conclude that Y/ <Y:. =m
Remark 4.10 The assumption (A3) and (A4) on S and & can be weakened in the following sense:

(AB) There exist {£" }nen C Lg(QT) and sequence {S™}nen of G-Ité processes

¢ ¢ ¢
Si =S5y +/ b"(s)ds +/ ["(s)d(B)s +/ o™ (s)dBs,
0 0 0

with {b™(t)}, {I™(¢)} belong to Mg(O,T) and {o™(t)} belong to Hg(O,T) for all m € N. Fur-
thermore, supneNE[Supte[oﬂ{|b”(t)|ﬁ +I"@®)P + o™ ()P} < oo, € < SB and £ — ¢,
SUPieo, 1] |51 — S| — 0 both quasi-surely and in Lg(QT) asn — 0o.

Under (A1), (A2) and (A5), we need to consider the following family of G-BSDEs parameterized

byn=1,2,....
T T T
yr =gt / f(s, Y2, Z0)ds —n / (Y7 — S)tds / Z0dB, — (K7 — K).
t t t

Similar analysis as above, the reflected G-BSDE with parameters (€, f,S) has at least one solution.

18



Remark 4.11 If we further assume that the process A satisfies the following condition:

(iv) A=A} — A2, t €[0,T), where A € S&(0,T), i = 1,2, —A' is a non-increasing G-martingale,
A2 is a non-decreasing process such that fOT(SS —Y,)dA%2 = 0.

Then the solution satisfying (i), (i) and (w) of the reflected G-BSDE with parameters (€, f,S) is
unique.

Assume that (Y, Z, A) and (Y, Z A) are solutions of the reflected G-BSDE satisfying (i), (i) and
(v). Let Y, =Y, =Yy, Zy = Zy — Zs, fo = f(t, Y2, Z0) — f(4, Y0, Z), Ay = Ay — Ay, For any r,e > 0,
applying Ité’s formula to Y,2 e = (|Vy|2 + e4) 2 e, where eq = (1 — a/2) T, we get

T T
}7;04/267%_’_/ Tersl_/sa/QdS_i_/ %e7'sl7sa/2—1(23)2d<3>3
t t
o (T . . T - .
:O‘(l_g)/ ersﬂo‘/z’z(l(g)Q(Zs)Qd(B>s+/ aersifsa/Zflifsfst
t t
T ~ o T ~ o
+/ ae”YSa/Q_lY;dAS—/ e Yy, 7,dB,.
t t
From the assumption of f, we have

T _ o T a1 .
/ ae”Yso‘/?_lefsdsg/ ae™Y, T L(|Ys| + | Z|)ds
t t

a’L T oa a(a -1) [ A
<(aL - - Y2 h Sells TSYOL/Q—l 7 2 B)..
_(Oé +Q2(OZ—1))/ ds 4 /t e I ( s) d< >s

By condition (i), it is easy to check that
T — A ~
/ Ozers}fsa/271)/3dAs

t
T B . B T B . B

:/ aersyvsu/Z—lyvsd(A; _ Ai) +/ aersy'sa/2—ly'sd(A§ _ A?)
t t
T T

S/ aersya/2 1( ) dAl / aersya/2 1( )erAl
t t

Let My = [} ae™ V7Y, 2, aB, — [Laers Y PTN Y T dAL - [T aers VPN (V) P AL, Then it is a

G-martingale. Let r = aL + y T 1, we have

02(a 1
Y 2ert 4 (My — My) < 0.

Taking conditional expectations on both sides, it follows that Y = Y. By applying Ité’s formula to
(Y, = Y;)%(= 0) on [0,T] and taking expectations, we get

T
o / (Z, — Z.)2d(B).] =0,

which implies Z = Z. Then it is easy to check that A = A.
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5 Application to optimal stopping problem under volatility
uncertainty

Recall that, in the classical case, the solution of reflected BSDE can be represented as the value
function of an optimal stopping problem (see [6]). In fact, [I8] establishes a similar relation for
the reflected G-BSDE with a lower obstacle (see also [I6]). Since the G-expectation is an upper
expectation induced by a non-dominated family of probability measures P € P, the corresponding
optimal stopping problem is essentially a “sup, supp” problem, where 7 represents a stopping time. It
is natural to conjecture that the solution of reflected G-BSDE with an upper obstacle coincides with
the value function of an optimal stopping problem. Furthermore, this problem can be interpreted as
an “inf, supp” problem, which is more complicated than the cases studied before.

To begin with, let us first introduce some spaces and random times appropriate for the optimal
stopping problem under G-expectation framework. For more details, we may refer to the papers [13].

Consider a G-expectation space (Qr, L (Q7), E). Define the following spaces:

L%(Q7) := {X : Qp — [~00,00] and X is B(Qr)-measurable},
LP(Qr) := {X € L°(Qp) : K[| X|?] < oo} for p > 1,
LE (Qr) == {X e LY(Qr) : 3{X,,} € LL(Q7) such that X,, | X,q.s.}.

Definition 5.1 ([I3]) A random time 7 : Q — [0,T] is called a *-stopping time if I{; >4 € L& ()
for each t € [0,T7.

Example 5.2 ([13]) A typical example of the x-stopping time is the first exist time for a right con-
tinuous process. More precisely, let X = {X;}iepo,1) be a 1-dimensional right continuous process such
that X, € LE(Qy) for any t € [0,T). Then T defined below is a *-stopping time

T=inf{t>0: X, ¢ F} AT,
where F' C R is a fixed closed set.

Theorem 5.3 ([13]) For any & € LE(Qr) with p > 1, let My = B.[€] for any t € [0,T] and let o, T
be two x-stopping times with 0 < o <7 <T. Then, we have M, = E, [M,].

Let 79,7 be the collection of all random times 7 such that there exists a sequence of *-stopping
times {7, }nen such that 7, converges to 7, q.s.

Lemma 5.4 Suppose that X € S%(0,T) is a G-martingale, where p > 1. Then, for any T € To,r, we
have E[X,] = X,.

Proof. By Theorem for any s-stopping time 7, we have E[X,] = Xy. Recall that, for any
X € 52,(0,T) with p > 1, we have the following uniform continuity property (see [17])

limE[ sup sup |X; — X,|P] =0,
€20 “4e[0,7] s€[t,t+e]

where X := X for any s > T. The desired result follows easily from the uniform continuity property.
]

Proposition 5.5 Suppose that Assumptions (A1)-(A4) hold. Let (Y, Z, A) be the mazimal solution
to reflected G-BSDE with parameters (&, f,S). Then, we have

Yy = inf E[/ f(S, Ys, ZS)dS + gI{T:T} + STI{T<T}]'
0

T€To, T
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Proof. First, by the result in [19], for any 7 € Ty 1, we have

E[/ Z,dB,] = 0.

0

Let (Y™, Z™, A™) be the approximation sequence for (Y, Z, A), where A = L™ — K™ and (Y™, Z", K™)
is the solution to the penalized G-BSDE (4.2]). We first show that

T€To, T

Yy < inf E[/ f(s,Ys, Zs)ds + €Iy + Selrery).
0
In fact, noting that L™ < 0 for any n € N, it is easy to check that

YOZ/ f(SaYSaZs)dS_/ ZydBs + Y, + A,
0 0

< / f(S, Ys, Zs)dS - / ZsdBgs + fl{T:T} + S.,—I{.,.<T} + A, — A:_L - K_T_L
0 0
Putting K7 to the left-hand side and taking expectations, by Lemma [5.4] we obtain that
Yo SB[ f(5.YosZ)ds + €Iy + S:lirey] + Bl A, - AZ],
0
Letting n go to infinity, it follows that, for any 7 € 7y 7,
Yo SB[ f(s.YauZ)ds + €Iy + Srlirery)
0
It remains to prove the reverse inequality. Set
D=inf{te[0,T): St =Y:} AT.
It suffices to show that D € Ty r and
D
Yo = E[/ f(s,Ys, Z3)ds + Elp—ry + Splip<ry}]-
0
In fact, for any m € N, let
1
D™ :mf{t € [O,T] S5 -V < E}/\T

By Example 5.2, D™ is a #-stopping time. Clearly, D™ converges to D, q.s. Therefore, D € To .
Applying the comparison theorem yields that Y™ < Y™, with ny < ngy. It follows that

Yr—-S=y"-Y+Y-S<Y -5
By simple calculation, for any n € N, we have
D D
L) = n/ (Y7 — S.)*ds < n/ (Vs — So)*ds = 0,
0 0
Note that

D D
Yy = / f(S,}/s,Zs)dS — / ZydBs +Yp + Ap
0 0

D D
:/ f(s,YS,Zs)ds—/ ZsdBs + I p=ry + Splip<ry + Ap — A — Kp.
0 0

Putting K7, to the left-hand side and then taking expectations, finally, letting n — oo, we get the
desired result. The proof is complete. =
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Remark 5.6 FEspecially, if Y is the mazimal solution to reflected G-BSDE with parameters (St,0,S),
by Proposition and Theorem (2.0, we have

Yo = inf E[S,]= inf Ep[S.].
0= b Bl Y e el

For a more general setting of the optimal stopping problem under adverse nonlinear expectations, we
may refer to the paper [2]]].
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