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Abstract: In this paper, we consider the two-player state and control path-dependent stochastic
zero-sum differential game. In our problem setup, the state process, which is controlled by the
players, is dependent on (current and past) paths of state and control processes of the players.
Furthermore, the running cost of the objective functional depends on both state and control paths
of the players. We use the notion of non-anticipative strategies to define lower and upper value
functionals of the game, where unlike the existing literature, these value functions are dependent
on the initial states and control paths of the players. In the first main result of this paper, we prove
that the (lower and upper) value functionals satisfy the dynamic programming principle (DPP),
for which unlike the existing literature, the Skorohod metric is necessary to maintain the separability
of cadlag (state and control) spaces. We introduce the lower and upper Hamilton-Jacobi-Isaacs
(HJI) equations from the DPP, which correspond to the state and control path-dependent nonlinear
second-order partial differential equations. In the second main result of this paper, we show that
by using the functional It6 calculus, the lower and upper value functionals are viscosity solutions
of (lower and upper) state and control path-dependent HJI equations, where the notion of viscosity
solutions is defined on a compact x-Holder space to use several important estimates and to guarantee
the existence of minimum and maximum points between the (lower and upper) value functionals
and the test functions. Based on these two main results, we also show that the Isaacs condition
and the uniqueness of viscosity solutions imply the existence of the game value. Finally, we prove
the uniqueness of classical solutions for the (state path-dependent) HJI equations in the state path-
dependent case, where its proof requires establishing an equivalent classical solution structure as
well as an appropriate contradiction argument.

Keywords: stochastic zero-sum differential games; state and control path-dependent partial differential
equations; functional Itd calculus; viscosity solutions; dynamic programming principles

MSC: 491.12; 491.25; 91A25

1. Introduction

Since the seminal papers by Friedman [1] and Fleming and Souganidis [2], the study of
two-player stochastic zero-sum differential games (SZSDGs) and non-zero-sum stochastic
differential games (SDGs) has grown rapidly in various aspects; see [3—-15] and the refer-
ences therein. Specifically, Friedman in [1] considered SDGs with classical (or smooth)
solutions of the associated partial differential equation (PDE) from dynamic programming
to prove the existence of the Nash equilibrium and the game value. Fleming and Souganidis
in [2] studied SZSDGs in the Markovian framework with non-anticipative strategies. They
proved that the lower and upper value functions are unique viscosity solutions (in the
sense of [16]) for lower and upper Hamilton—Jacobi-Isaacs (HJI) equations obtained from
dynamic programming, which are nonlinear second-order partial differential equations
(PDEs). They also showed the existence of the game value under the Isaacs condition.
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Later, the results of [2] were extended by Buckdahn and Li in [7], who defined the objective
functional by the backward stochastic differential equation (BSDE). They used the backward
semi-group associated with the BSDE introduced in [17] to obtain the generalized results
of [2]. The weak formulation of SZSDGs and SDGs with random coefficients was considered
in [10,11], where the existence of the open-loop type saddle point (Nash) equilibrium as well
as the game value was established. Note also that SZSDGs and non-zero-sum stochastic
differential games (SDGs) have been studied in several different directions, including the
minimax solution approach [18], the characterization of multiple Nash equilibriums [19],
the choice of the associated probability measure [20], the optimal contracting problem [21],
the risk-sensitive SZSDG [22], the SZSDG with delay [23], and the SZSDG on the probability
space [24]. Regarding some other recent processes and applications of SDGs, see [25,26]
and the references therein.

Recently, state path-dependent SZSDGs have been studied extensively in the literature,
considering a general class of SZSDGs including SZSDGs with delay in the state variable.
This extends the results in [2,7] to the non-Markovian framework. Unlike [2,7], for the path-
dependent or non-Markovian case, the associated (lower and upper) HJI equations obtained
from dynamic programming are the so-called (state) path-dependent PDEs (PPDEs) defined
on a space of continuous functions, which is an infinite dimensional Banach space. Hence,
the approach for the Hilbert space in [27,28] cannot be applied to show the existence (and
uniqueness) of viscosity solutions. In [29,30], state path-dependent SZSDGs in a weak
formulation were studied, where the players were restricted to observe the state feedback
information. The existence of viscosity solutions for state path-dependent HJI equations
was shown in [29,30] in the sense of [31-33], which involved a nonlinear expectation in the
corresponding semi-jets. For the uniqueness, [29] imposed the assumption on the maximum
dimension of the state space (n < 2) and the nondegeneracy condition of the diffusion
coefficient (see Section 6 of [29] and Remark 3.7 of [30]). Note that [30] did not prove the
uniqueness of viscosity solutions. As mentioned in [30] (p. 10), the major motivation of
SZSDGs in a weak formulation is to study the existence of the saddle point equilibrium;
however, it requires more stringent assumptions on the coefficients than SZSDGs in a strong
formulation. Zhang in [34] studied path-dependent SZSDGs in strong formulations, where
the existence of the game value and the approximated saddle point equilibrium, both under
the Isaacs condition, were established via the approximating techniques of the (lower and
upper) state path-dependent HJI equations. (Note that [34] did not consider the existence
and uniqueness of the (classical or viscosity) solutions of the state path-dependent HJI
equations).

In this paper, we consider the two-player state and control path-dependent stochastic
zero-sum differential game. In our problem setup, the state process, which is controlled
by the players, is dependent on the (current and past) paths of state and control processes
of the players. Furthermore, the running cost of the objective functional depends on both
the state and control paths of the players. The problem formulation and the results of
this paper can be viewed as nontrivial generalizations of those in the existing literature
mentioned above to the state and control path-dependent SZSDG. A detailed statement
on the main contributions of this paper is given below. Moreover, in Examples 1-3 of
Section 3, motivating and practical applications of the SZSDG of this paper are discussed,
where Examples 1-3 can be solved by the main results of this paper.

Note that our paper can be viewed as a generalization of [34] to the state and control
path-dependent case, and of [35] to the two-player SZSDG framework. In particular,
reference [34] studied the SZSDG for the state (not state and control) path-dependent
problem, where the state process and the associated objective functional are dependent on
the state path only. In fact, unlike our paper, reference [34] did not consider the viscosity
solution property of the state path-dependent H]I equations. Moreover, in [35], the state and
control path-dependent stochastic control problem and (non-zero-sum) differential games
were considered, where, differently from our paper, the existence of classical (smooth)
solutions of the corresponding state and control path-dependent Hamilton-Jacobi-Bellman
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(HJB) equation was assumed to establish the verification theorem. Note also that SZSDGs
with weak formulation in [29,30] did not consider the control path-dependent case. We
mention that our paper considers the DPP and the viscosity solution analysis for the state
and control path-dependent SZSDG, which have not been studied in the existing literature.

The main contributions of this paper and comparisons with the existing literature are

as follows:

)

(i)

The first main objective of this paper was to obtain the dynamic programming princi-
ple (DPP) for the value functionals (see Theorem 1). Specifically, by using the notion
of non-anticipative strategies, the lower and upper value functionals are defined,
whereby these are functions of the initial state and control paths of the players. By
using the semigroup operator associated with the BSDE objective functional, we
prove that the (lower and upper) value functionals satisfy the dynamic programming
principle (DPP, see Theorem 1), which is the recursive-type value iteration algorithm.
Regarding a comparison with the existing literature, we note that the proof of the
DPP in Theorem 1 has to be different from that of the problem dependent on the state
path only in [34], of the problem for the one-player control case in [35], and of the
classical Markovian (the path-independent) case (e.g., [2,7]). Specifically, unlike the
existing literature mentioned above, in the proof of the DPP, we were not able to use
the supremum norm for a cadlag path due to the lack of separability of cadlag spaces
(state and control paths) Section 15 of [36]. Hence, we adopted the Skorohod metric (see
Section 12 of [36] (pp. 12,13)) to maintain the separability of cadlag spaces (state and
control paths). This is the essential step to obtain inequalities between the (lower and
upper) value functionals and the DPP in Theorem 1, which has not been considered in
the existing literature. We also note that the DPP in Theorem 1 leads to the continuity
of the (lower and upper) value functionals in their arguments (see Proposition 1),
which has not been studied in the existing literature.

The second main objective was to prove that the (lower and upper) value functionals
are viscosity solutions of the associated lower and upper state and control path-
dependent Hamilton-Jacobi-Isaacs (PHJI) equations (see Theorem 2). Specifically, the
lower and upper state and control PHJI equations from the dynamic programming
principle (DPP) in Theorem 1 are a class of state and control path-dependent nonlinear
second-order partial differential equations (PPDEs), whose structures are fundamen-
tally different from those of path-independent PDEs or state path-dependent HJI
equations in [29-33,37-39]. In particular, differently from the existing literature, the
time derivative term also depends on the control path of the players, which is in-
cluded in sup, .y inf,cy of the lower PHJI equation and inf, cy sup, .y of the upper
PHJI equation (see (32) and (33)). We applied the functional It6 calculus introduced
in [40-42] to prove that the lower and upper value functionals are viscosity solutions
of the (lower and upper) PHJI equations (see Theorem 2), where the notion of viscosity
solutions is defined on a compact x-Holder space similar to [39] (see Definition 7).
Specifically, in Definition 7, the notion of viscosity solutions is defined on a compact
set C*/#o, where x € (0, %) and yu, o > 0, providing the precise estimates between
the initial state path and its perturbed one (see Lemma 6). This initial state path
perturbation is essential to prevent starting the DPP at the boundary of C*#/#0 (see
Remark 6 of [39]). In addition, the compactness of C*##0 guarantees the existence
of minimum and maximum points between the (lower and upper) value functionals
and the test functions (see (34) and (49)). Then using the functional It6 calculus and
the dynamic programming principle in Theorem 1, we show that the (lower and
upper) value functionals are viscosity solutions of the corresponding PHJI equations
(see Theorem 2). In our definition of viscosity solutions, the predictable dependence
condition for test functions is essential to handle the control path-dependent nature
of the problem; a similar condition was also introduced in [35,40]. As for the compar-
ison with the existing literature, we note that [34,35] did not consider the viscosity
solution analysis of the corresponding HJI (or HJB) equations. Our technique to
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prove Theorem 2 can be viewed as an extension of that of Theorem 4.3 of [39], in
which Theorem 4.3 of [39] considered only the one-player state (not state and con-
trol) path-dependent control problem. We should mention that this extension is not
straightforward, since our paper considers the two-player SZSDG framework, where
our SZSDG is the state and control path-dependent problem and the players interact
with each other via non-anticipative strategies. Hence, the techniques in the existing
literature (e.g., [34,35,39]) cannot be used directly to prove Theorem 2.

(iii) The third main objective of this paper was to show the existence of the game value
using Theorems 1 and 2 (see Theorem 3). In particular, we show that if the state and
control path-dependent Isaacs condition and the uniqueness of viscosity solutions
hold, then the game admits a value, i.e., the lower and upper value functionals
coincide (see Theorem 3). We should mention that the proof of Theorem 3 is simpler
than that for the problem dependent on the state path only in [34], where unlike [34],
the proof of Theorem 3 does not need the approximating technique of the (lower and
upper) PHJI equations to the state-dependent (not path-dependent) HJI equations.

(iv) Inthe last main objective of this paper, we provide the uniqueness of classical solutions
for the (lower and upper) state path-dependent HJI equations (see Proposition 2). The
general uniqueness of viscosity solutions in our paper will be investigated in a future
research study. In Proposition 2, under an additional assumption (see Assumption 3),
we prove the comparison principle of classical sub- and super-solutions of the lower
and upper state path-dependent HJI equations, further implying the uniqueness
of classical solutions (for the state path-dependent case). We note that the proof
of Proposition 2 requires establishing an equivalent classical solution structure as
well as an appropriate contradiction argument, which have not been studied in the
existing literature.

The paper is organized as follows. In Section 2, we provide notation and preliminary
results of the functional It6 calculus introduced in [35,40—42]. The problem formulation
is given in Section 3. Note that some potential practical applications of the SZSDG of
this paper are also discussed in Section 3 (see Examples 1-3). In Section 4, we show the
dynamic programming principle and then prove the continuity of the (lower and upper)
value functionals. In Section 5, we introduce the lower and upper PHJI equations and
prove that the value functionals are viscosity solutions of the corresponding PHJI equations.
We conclude this paper in Section 6, where several potential future research problems are
also discussed.

2. Notation and Preliminaries

The n-dimensional Euclidean space is denoted by R", and the transpose of a vec-
tor x € R" by x'. The inner product of x,y € R" is denoted by (x,y) := x'y, and

the Euclidean norm of x € R" by |x| := <x,x>%. Let Tr(X) be the trace operator of a
square matrix X € R"*". Let 1 be the indicator function. Let S” be the set of n x n
symmetric matrices.

We introduce the calculus of the path-dependent functionals in [40-42]; see also
[31,35,39]. We follow the notations in [35,42]. For a fixed T > O and t € [0, T], let A} :=
C(]0, ], R") be the set of R"-valued continuous functions on [0, ], and A} := D([0,t],R")
the set of R"-valued cadlag functions on [0, t]. Let AF := C([0,], E) and AF := D([0,t], E)
for E C R™ Let A{™™ 1= A} X A", A" := Uycjo A}, and A i= Uycio A} X A}, For
any functions in A", the capital letter stands for the path and the lowercase letter will denote
the value of the function at a specific time. Specifically, A € A%, a; stands for the value of
Aatt e [0,T],and for t € [0, T|, we denote A; := {a,, r € [0,t]} € A} by the path of the
corresponding function up to time t € [0, T]. A similar notation is applied to A”. Note that
A" C An.



Mathematics 2022, 10, 1766 5o0f 32

For A € A" and ¢ > 0, we introduce the following notations:

a; ifs e [0,t I a ifs € {0, ¢t
Al = 1% Hs€0D g e s 0h
a; ifs € [t,t+ 6t ar+h ifs=t

Note that A, 5 is the flat extension, and Ai‘ is the vertical extension of the path A. The
metric on A" is defined for A;, By € A" witht,t’ € [0,T] and t < #/,

deo(At, By) := |t = [ + || Ayt — Bleo

Note that || - || is the norm on A} defined by ||Bt||c := SUP,c[o

b,|, by which
d(Apy_tBy) = | Ayt — Byleo = SuP{SuPre[O,t} |ar — br|/5upre[t,t'] |a; — b|} is the metric
induced by || - ||co-

Note that (A", dw) is a complete metric space, and (A%, || - ||«) is a Banach space. The
same results hold for (A", dw) and (A, || - ||es). Unfortunately, A is not separable under
the metric d. Therefore, we introduce the Skorohod metric Section 12 of [36] (pp. 12,13)
defined by d°(A;, B) := infcr, max{supre[olt] |e(r) = 7|, | At — B,y [l } with Tt being the
class of strictly increasing and continuous mappings : of [0, ¢] onto itself such that (0) = 0
and ((t) = t, allowing a deformation on the time scale to define a distance between A and
B. We define the metric dl,(A¢, By) := |t — /| +d°(A;y_4, By). As shown in Section 12
of [36], d° is a metric and so is d%,. Then A? is separable under d° Theorem 12.2 of [36]. We
can easily see that 4° < d, which implies dl, < de.

Definition 1. A functional is any function f : A" — R. The functional f is said to be continuous
at Ay € A", if for each € > 0, there exists § > 0 such that for each A;, e A", des (At, Ag/) <0
implies | f(As) — f(A})| < e. The continuity under de implies the continuity under dy,. Let
C(A™) be the set of real-valued continuous functionals for every path Ay € A" under de. The set
C(A™) is defined similarly.

Next, we introduce the concept of time and space derivatives of the functional f.

Definition 2. (i)  Let f : A" — R be the functional. The time derivative (or horizontal deriva-
tive) of f at Ay is defined by 0;f(As) := limg o w. If the limit exists for all
At € A", a functional d;f : A" — R is called the time derivative of f.

(i)  The space derivative (equivalently, vertical derivative) of f at A; is defined by 9 f (A) :=

[0Lf(Ay) -+ 9Uf(At)], wherefore;, i =1,...,n, being a coordinate unit vector of R",
) (h[’l-) R
0 f(Ap) = limy, o w. If the limit exists forall Ay € A"andi =1,...,n,a
functional 9y f : A" — R™ is called the space derivative of f. Note that the second-order space
derivative (Hessian) dxx f can be defined in a similar way, where dxx f : A" — S",

Remark 1. If a functional f is differentiable in the sense of Definition 2 and depends only on a
function (not its path), i.e., f(Ar) = f(t, at), then the notion of derivatives in Definition 2 is
equivalent to those for the classical ones.

From Definition 2, let C¥!/(A") be the set of functionals such that for f € C*(A"), f is
k times the differentiable and ! times the space differentiable in A" where all its derivatives
are continuous in the sense of Definition 1. The set C*/(A™) is defined similarly. We mention
that these sets are well defined in view of Definition 2.4 and Remark 2 of [39] (see also
Theorem 2.4 of [31] and [40-42]).

Definition 3. Let Ay € A". Forany x € (0,1], A is an xk-Holder continuous path if the following
limit exists: [A]lx := supy— < < ||as":ra‘;‘ < oo, where we call [A¢]| the x-Holder modulus of Ay.

The «-Holder space is defined by C*(A") := {A; € A" : [A¢]x < oo}. The x-Holder space with
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i > 0is defined by C**(A") := {A; € A" : [Ai]x < p}. The x-Holder space with y > 0 and
uo > 0is defined by
CoHo(A") = {Ar € A = [Adlx <, [[At]leo < po}-

We can easily see that C*(A") C A”". The space C*"#0(A") holds the following
topological property Proposition 1 of [39]:

Lemma 1. For x € (0,1], C**#0(A") is a compact subset of (A", doo).

Definition 4. Let f : A" — R be the functional. For x € (0,1], f is Holder continuous if the
following limit exists: [flan = SUP 4, a1 cpn a, 27 W. Assume that f € C12(A").
[y ’ t oo [l

We define | f|x,an == SUP 4,epn |f(AD)| + [flan and
[flaman := |flian +10:flan +[0xflian + [0xxflian- @
The set of functionals such that (1) is finite is denoted by Cp* (A").

Let (QQ, F,P) be a complete probability space satisfying the usual condition [43]. Let B
be the standard p-dimensional Brownian motion defined on (Q, F,P). Let F = {F}, 0 <
t < T} be the standard natural filtration generated by the Brownian motion B augmented
by all the P-null sets of F. Let ,62(0, Fi,R™) be the set of R"-valued F;-measurable
random vectors such that g € £2(Q), F, R") satisfies E[|g]?] < co. Let L([t, T],R") be
the set of R"-valued F-adapted stochastic processes such that ¢ € LZ([t, T], R") satisfies

E[/, tT |g(s)|?ds] < oo. Let Cp([t, T], R") be the set of R"-valued continuous and F-adapted
stochastic processes such that g € Cr(t, T], R") satisfies E[sup,c(; 71 |(s) 2] < co.

Let x € AT be the n-dimensional F-adapted stochastic process, which is defined on
(O, F,P). Note that x can be viewed as a mapping from Q) to A% By using the notation, for
t€[0,T), X¢ := {xr, r € [0,t]} € A} is the path of x up to time t € [0, T|, and x; is the value
of X at time t € [0, T]. We can see that for any functional f € C(A"), {f(X;), t € [0,T]} is
an F-adapted stochastic process. We now state the functional It6 formula in [40—42].

Lemma 2. Suppose that x is continuous semi-martingale, and f € CY2(A"™). Then for any
t € [0, T], f holds the following result:

£X0) = f(Xo) + | (X, )dr + | 0uf (%), + 4 A D (X)), Pt

3. Problem Formulation

This section provides the precise problem formulation of state and control path-
dependent SZSDGs. The state and control path-dependent problem was first introduced
in [35] to solve the stochastic control problem and (non-zero-sum) differential game.
On the other hand, we study the (state and control path-dependent) problem in the
SZSDG framework.

Let U be the set of U-valued F-progressively measurable and cadlag processes, where
U C R™, which is the set of control processes for Player 1. The set of control processes
for Player 2, V, is defined similarly with V C R’. It is assumed that U and V are compact
metric spaces with the standard Euclidean norm. The precise definitions of ¢/ and V are
given later.

The state and control path-dependent stochastic differential equation (SDE) is
given by
dxl ALY — p(xEAY 11 v)ds + o(XEAYNY U, Vi)dB, s € (8, T) 2
Xy = A e A,
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where XPAPUY .= [yt ALYV ¢ Rr 4 ¢ [0,5]} € A" is the whole path of the controlled
state process from time 0 to s, and Us := {u, € U, r € [0,s]; u € U} € AV c A" and
Vi:={v, €V, r€[0,s]; v e V} € AY C Al are paths of the control processes of Players 1
and 2, respectively. In (2), A; € A} is the initial condition that is a continuous path starting
from time t = 0. Let A := A" and A := AU x AV.

The state and control path-dependent backward stochastic differential equation (BSDE)
is given by

{dyé,A[;u,V — _Z(Xé,At;U,V, yé,At;LI,V, qé,At U 174 us, ‘/S)ds _'_ qt A[ Ll VdBS, s e [t, T) (3)
t,ApUV t, AUV
yT ! = m(XT ! )/

where the pair (y747"Y, gtV € R x R1*7 is the solution of the BSDE. Note that the
BSDE in (3) is coupled with the (forward) SDE in (2). Below, the BSDE in (3) is used to
define the objective functional of Players 1 and 2.

Remark 2. Note that (3) is a class of backward stochastic differential equations (BSDEs), in which
the solution is defined by (y*A¢0V, ALY € Cp([t, T], R") x LZ([t, T|, R1*F) (see Lemma 3
below). While the first component of its solution (y*Av"V) coincides with the standard solution
concept of SDEs, its second component (z444WV) is required due to the structure of the BSDE
[44-46]. Specifically, the second component is essential to make the first component of the solution to
the BSDE being an F-adapted stochastic process via the martingale representation theorem [44—46].

We introduce the following assumption:

Assumption 1. In (2), the coefficients f : A x A — R" and o : A x A — R" P are bounded.
Furthermore, the running and terminal costs in (3), I : A x R x R>P x A — Rand m :
At — R, respectively, are bounded. There exists a constant L > 0 such that for s; € [0, T| and
(XlT, Us, Vi, vi, qi) € At X AT xR xRX>P,i=1,2, the following conditions hold:

F UL, V) = FX, U, V2)] < L{deo (XL, X2) + doo( UL, UR) + deol(V2, V2))

|0—(Xsl]/ ug]/ Vl ) - U(XSZQ’ uszzf Vz )| < L( (X;ll/ Xz ) + d (usl]’ u2 ) + d (‘/51]’ Vz ))

(X3, y,q1, U, Vi) = 1(XE, y2,92, U, V)|

< L(deo(X5,, X3,) + doo (U, US,) + deo (Vi V) + [yt = 2| + a1 — 2)

|m(Xt) —m(XE)| < LIXT — XF|oo-

Based on [34,39,44,45], we have the following result (see Lemmas 3.1 and 3.2 of [39]
and Lemma 2.3 of [34]):

Lemma 3. Suppose that Assumption 1 holds. Then, the following hold:

(i) Fort€[0,T), As € Ayand (U, V) € A, the SDE in (2) and the BSDE in (3) admit unique
strong solutions, X445V with B[|| X542 F] < oo and (yhAsUY, 2tARUY) ¢
Cr([t, T, R™) x LE([t, T],RY*P), respectively.

(i) For,t €[0,T), ty,ts € [t, T withty > t, Al € Ay, and (U, V1) € A, i = 1,2, there exists
a constant C > 0, dependent on the szschztz constant L in Assumption 1, such that

tAUV

E[Ixz IR R] < c+llatiz)

t,ALUL V!
(XY = A nlB]F] < CO+ AL (2~ h)

{”XtA ut, vt XtAtLI V2 H |]_.t}

< Claf - Ao+ CE[ [ I} - URIE + [V} - VIR ar| 7).
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(iii) For,t € [0,T), t1,t € [t, T with ty > t;, Al € Ay, and (U, Vi) € A, i = 1,2, there exists

a constant C > 0, dependent on the Lipschitz constant L in Assumption 1, such that

tALUL VL T paLutvt
B sup [y P4 [T g Y Par ) < o+ ad2)
se(t,T) t
tl,Al ,ulrvl tl,Al ’ulrvl
E[ sup |y~ PIA] < c+ AR (2 - )
Se[tl,tz]
AL ULV t,A2,U?,v?
B[ sup |34 A )
se(t,T)

T
< C||Al - A2, + CEM (! = 2% + |} = V12 dr| 7).

(iv)  Suppose that IV) and 1) are coefficients of the BSDE in (3) satisfying Assumption 1, and

where y is the first component of the BSDE in (3). Note that J(T, A; U, V) =y

m(X%A“ u’V). For the SZSDG of this paper, Player 1 minimizes the objective functional in (4)

7, 4® € £2(Q, Fr,R) are the corresponding terminal conditions. Let (y™V),qV)) and
(y@, g@) be solutions of the BSDE in (3) with (IV), V) and (12),y2), respectively (note
that y(Tl) =W and ygg) = 1@). 15V > 4@ and 1V > 12, then yV >y as., for
se[tT].

The objective functional of Players 1 and 2 is given by

J(t, AU, V) =yt WUV peo,T), )

tLAGUYV
7 =

by choosing U, while Player 2 maximizes the same objective functional in (4) by selecting
V. Hence, our problem can be regarded as the two-player state and control path-dependent
SZSDG due to the inherent dependency of state and control (past and current) paths of the
players on the SDE in (2) and the objective functional in (4).

Remark 3. (i)  The motivation of using the BSDE-type objective functional in (3) and (4) is

(i1)

closely related to the recursive-type differential game, where the “recursive” means that
the objective functional itself includes the dynamic structure. In fact, by the recursive-
type stochastic differential game, we are able to consider the general dynamic structure
of the objective functional. For example, the wealth process of investors in mathematical
finance, the utility maximization model in economics, and the (continuous-time) principal—
agent problem in economics can be formulated using the framework of recursive-type BSDE
objective functionals, which describe the general dynamic behavior of the investors (agents);
see [44,47-50] and the references therein.

Note that by (4), the objective functional of the SZSDG depends on the state and control
path of the players. Then in Definitions 5 and 6, the notions of admissible controls and
non-anticipative strategies for Players 1 and 2 are defined to formulate the state and control
path-dependent SZSDG of this paper. In particular, by the notion of admissible controls in
Definition 5, it is possible to combine the past control path with the current control process of
the players via (5). Then the notion of non-anticipative strategies in Definition 6 is applied to
define the lower and upper value functionals in (7) and (8).

Remark 4. When [ in (3) is independent of y and q, (4) becomes

T
Jit, AU, V) = E| /t HXPAY, U, Vs + m (XY )| 7.

The admissible control of Players 1 and 2 is defined as follows:
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Definition 5. For t € [0, T|, the admissible control for Player 1 (respectively, Player 2) is defined
such that u := {u, € U, r € [t,T|} (respectively, v :== {v, € V, v € [t,T]}) is a U-valued
(respectively, V-valued) F-progressively measurable and cadlag process in L% ([t, T], U) (respectively,
L%([t, T],V)). The set of admissible controls of Player 1 (respectively, Player 2) is denoted by Ut, T|
(respectively, V[t, T]). We identify two admissible control processes of Player 1 (respectively, Player
2) u and i in U[t, T| (respectively, v and 7 in V[t, T|) and write u = i (respectively, v = ) on
[t, T], if P(u=1diaein[t, T]) =1 (respectively, P(v = Ga.ein [t, T|) = 1).

Given the definition of the admissible controls for Players 1 and 2 in Definition 5, we
introduce the concept of non-anticipative strategies for Players 1 and 2.

Definition 6. For t € [0, T}, a non-anticipative strategy for Player 1 (respectively, Player 2) is a
mapping « : V[t, T| — U[t, T| (respectively, B : V[t, T| — U[t, T]) such that for any F-stopping
time T : Q — [t,T] and any u',u?> € U with u' = u? on [t, T| (respectively, v',v* € V with
ol = 02 on [t, 1)), it holds that a(u') = «(u?) on [t, T] (respectively, B(u') = B(u?) on [t, T]).
The set of admissible strategies for Player 1 (respectively, Player 2) is denoted by A[t, T| (respectively,
Blt, T)).

The following notation captures control path-dependent SZSDGs: for t € [0, T),

zs, ifs €10,¢)
us, ifs €t T],

ws, ifs € [0,t)

5
vs, ifs €[t T, ©)

(Zt @u)ls] == { (Wr®0)[s] := {

where Z; := {z,, r € [0,]} € AY, u € U[t, T], W; := {w,, r € [0,t]} € AY,and v € V[t, T].
Note that (Z; ® u) € U[0, T] and (W; ® v) € V[0, T].

With the help of the notation in (5), the objective functional of (4) that includes the path
of the control of Players 1 and 2 can be written as follows:

](t/ At/ Zt ®u, Wt ® 7)) = yi'Af;Zt(@u,Wt@U. (6)

Then for (t, A;) € [0, T] x A; and (Z;, W;) € Ay, the lower value functional of (6) for
the state and control path-dependent SZSDG can be defined by

L(Ag Zi, Wy) = essinf esssup J(t, Ay; Zi @ a(Wy @ v), Wy @ 0) ?)
ac Alt,T] vEVLT]

= essinf esssup J(t, Ay; Zt @ a(v), Wy ® v),
ac At T] vEV[tT]

where the last equality follows from (5). Moreover, for (¢, A¢) € [0, T] x Ay and (Z;, W;) €
A4, the upper value functional of (6) is defined by

U(Ag; Zt, Wy) = esssup essinf J(t, Ay Zr @ u, Wy @ B(Z; @ u)) (8)
BEBIL,T] uel|[t,T)

= esssup essinf J(t, Ay, Z; @ u, Wy @ B(u)).
peB[t,T) weU[tT]

Note that ]L(AT,' ZT, WT) = U(AT; Zr, WT) = Wl(AT)
We state some remarks on various formulations of (path-dependent) SZSDGs.

Remark 5. (1)  One might formulate SZSDGs with control against control, in which the players
can select admissible controls individually. Although this formulation is quite similar to
stochastic optimal control and, therefore, can define the saddle point equilibrium, the dynamic
programming principle cannot be established and the value of the game may fail to exist; see
Appendix E of [29] and Example 2.1 of [30]. Note that under this formulation, the necessary
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t,x;uo

dys =
b X0
Yr =

condition for the existence of the saddle point equilibrium in terms of the (stochastic) maximum
principle was studied in [13].

(2)  The notion of non-anticipative strategies in Definition 6 is used in various zero-sum differential
games; see [2—7,12,15,34]. This is the strong formulation with a strategy against the control.
Under this formulation, it is possible to establish the dynamic programming principle, to
show the existence of viscosity solutions of Hamilton—Jacobi-Isaacs (H]JI) equations, and to
identify the existence of the game value under the Isaacs condition. We also note that instead
of the strong formulation with the strateQy against the control, one can use the notion of the
non-anticipative strategy with delay, which is still asymmetric information between the
players that allows showing the existence of the (approximated) saddle point equilibrium and
the game value [6,8,34].

(3)  Instead of the strong formulation with the strategy against the control, SZSDGs can be consid-
ered in weak formulation [10,11,29,30,51]. Note that in [29,30], the players are restricted to
observing the state feedback information. Since the information is symmetric, it is convenient
to define the saddle point equilibrium and show the existence of the game value. The dynamic
programming principle can also be obtained. Note that the notion of viscosity solutions of
the HJI equation requires the nonlinear expectation and some additional assumptions are
required to show the existence and uniqueness of viscosity solutions in the sense of [31-33];
see Remark 3.7 of [30] (p. 10) and Section 6 of [29].

The next remark is on the (lower and upper) value functionals.

Remark 6. We can see that the value functionals in (7) and (8) depend on the initial paths of both the
state and control of the players. Consider the situation when the path-dependence is only in the state
variable,i.e.,f:AxeV—)R”,U:A><U><V—>R”XP,andl:AXRXR“PXUXV%
R. Then, the value functionals can be written independent of Z and W:

L(A¢) = essinf esssup J(t, A;; a(v),v)
a€A[LT] He [t T)

U(A;) = esssup essinf J(t, Ay u, B(u)).
peBt,T) wEUT]

This is a special case of the SZSDG in this paper, which was studied in [34]. In addition, for
the state and control path-independent case, i.e., the SZSDG in the Markovian formulation, the
value functionals are reduced by

L(t,x) = essinf esssup J(t, x;a(v),v)
acAlt,T] veV[tT]

U(t, x) = esssup essinf J(t,x;u, B(u)),
‘BGB[t,T] uel[t,T)

for any initial state x € R™ and t € [0, T|; see [2,7] and the references therein.
Below, we discuss some motivating and practical examples of the SZSDG in this paper.

Example 1. (i)  As mentioned in [35], one main example of the SZSDG considered in this paper
is the delay problem with delay r > 0. In particular, the SDE with delay is given by

dal A = [fl(xé’f;“'v) + fo(us, ts—y, vs, vs—r) | ds + o(xb")dBs, s € (t,T]
t,x;u,0 = = . (9)
xMY =%, us = ilg, vs = Ts, S € [t —1,1],
The objective functional with delay is as follows:
- [ll (x;/f}ll,?)’ yérf;u/vr qé,f;u,v) + lZ(MS/ us—rr US/ vs—r)] dS + qé,f;ll,UdBS, s € [t/ T) (10)
t,x;u,
m(xTX u U).
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Notice that there are two players in (9) and (10). While xX2™"" = %, s € [t —r,] is the initial
path of the state process, us = ils and vy = Ts, s € [t — 1, t] are the initial paths of the control
of the players. In addition, we observe that the objective functional in (10) also depends on the
state and control paths of the players. Then this example can be viewed as the SZSDG with
delay due to the presence of the delay in (9) and (10). Equivalently, since both the SDE in (9)
and the objective functional in (10) are dependent on the state and control paths of the players,
the SZSDG with delay can be formulated by the state and control path-dependent SZSDG
studied in this paper.

(i)  Regarding the SZSDG with delay mentioned in (i), we are able to consider the following
simplified problem:

{dxé’x?”’” = z(ll)us —i—fz(lz)us_r +f2(21)vs —i—fz(zz)vs_,] ds + o(s)dBs, s € (t,T]

xg =X, Us =1, Vs =705, S € [t—1,1],

where fz(ij ), i,j = 1,2, are deterministic constants. Moreover, the objective functional is given by

. [l(l) t,%;u,0 + 1(2)y§,x;u,v + 1(3)q§,3€;u,v

dyé,f;u,v _ ) xk ] 1
+l§11)us +l£12)us_r +l£21)vs +l§22)vs—r] dS-f—qé’X;u'vst, = [f, T)
txXu0 t,x;u,0
Yr =m(xp""),

where l§k) ,k=1,2,3, and lé” ), i = 1,2, are deterministic constants. Note that the above
simplified case holds Assumption 1. Then we are able to apply the main results of this paper to
solve the above state and control path-dependent SZSDG.

(iii) Stochastic control problems and differential games with delay can be solved by infinite-
dimensional approaches [52-54]. (Note that [53,54] considered the one-player stochastic
control problem with delay. Of course, it is interesting to study the approach of [53,54] in
the SZSDG framework). However, their approaches are applicable only to the delay-type
problem and cannot be used to solve the general path-dependent problem. There are various
applications of stochastic differential games and optimal control with delay in mathematical
finance, economics, science, and engineering; see [55—61] and the references therein.

Example 2. Based on Example 4.5 of [39] and [62], the SZSDG of this paper can be converted
into the stochastic zero-sum differential game with random coefficients, in which the coefficients
of (2) and (3) are random. In fact, the purpose of allowing for random coefficients in stochastic
control problems and their applications is to be able to have general modeling frameworks and to
capture random parameter variations due to imprecisions, such as inaccurate modeling, environment
changes, random disturbances, and high sensitivity of dynamical systems. The reader is referred
to [63—-67] and the references therein for applications of stochastic control with random coefficients
in diverse fields, such as mathematical finance, economics, science, and engineering. Specifically,
optimizing of FitzHugh—Nagumo communication networks was considered in [66,67], where their
problems can be generalized to the state and control path-dependent recursive-type SZSDG studied
in this paper. Moreover, various mathematical finance problems with random coefficients were
considered in [63,64,68], which can be studied in different aspects using the approach of this paper.

Example 3. Another application of the SZSDG in this paper is the two-player optimal consumption
game in a delayed and path-dependent financial market, which can be regarded as a generalization
of [69-71]. In particular, assume that u € U[t, T is the consumption rate of the investor, whereas
v € VI[t, T| corresponds to the worst-case situation of the financial market. Then the investor’s
wealth process with delay subject to non-risky and risky assets can be described by
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dory ™ = [f1(s)x™ St fo(s) P+ f3(5) P + falus, us—r) + f5(vs, vs—)]ds

o(s)dBs, s € (t,T] (11)
XM = R, ug = ils, vs = Ts, S € [t—r1,t],
where py™" == [° 0 M xi P dr with A > 0and py™" = xI5! indicate the sliding average and the

instantaneous delay, respectively. The objective functional for the two players is the path-dependent
terminal wealth given by (with v > 0and p > 0),

Xt,x;ll,V ¥
J(txU,V) =E[eﬂ”( = )

4. Dynamic Programming Principle

This section establishes the dynamic programming principle for the lower and upper
value functionals.

In view of Assumption 1, and the estimates in Lemma 3 and (5), the following result
holds:

Lemma 4. Suppose that Assumption 1 holds. For any t € [0,T], AL € Asand (ZI,Wi) € A,
i = 1,2, there exists a constant C > 0 such that the following estimates hold: for G := L, U,

|G( Al/ZtrWt )| < C1+ [ At]lw)
G(AL 24, W) — G(AF; 2, WE)| < C(I AL = Aflloo + 11ZF = ZE oo + W] — WE||co)-

Remark 7. Lemma 4 implies that the (lower and upper) value functionals are continuous with
respect to d, where d is the metric induced by || - ||e. Since d° < d (see Section 2), in view of
Definition 1, we can easily see that the (lower and upper) value functionals are continuous with
respect to d°.

Before stating the dynamic programming principle of the lower and upper value
functionals, we introduce the backward semigroup associated with the BSDE in (3). For any
sctt+T|witht € [t,T—t)and b € L2(Q, Fi1r,R), we define

Hért+T/At}u/V[b] — gé/tJrT,At?urVI seftt+T], (12)
where i is the first component of the pair (75" ALV gyt Apl, V) that is the solution of

the following BSDE:
t+1
JUHTARLY o / J(XEARLY ght+ T ALY b+ T ALY Ly, dy
S
t+1
— / q“ﬁ’HT'A“U/VdBr, se€[tt+T].
S

Note that (12) can be regarded as a truncated BSDE in terms of the terminal time t + T
and the terminal condition. The superscripts ¢ and f + T indicate the initial and terminal
times, respectively. By definition, we have

J(t, A Z @ u, Wy @ v) (13)

_ Htrt+T/At;Zf®u,Wf®U t,ApZiQu, Wi Qv
0t .]/ t+1

= L AR ¢ XM (2 )i, (W @ 0)14)|
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Now, we state the dynamic programming principle of the lower and upper value
functionals in (7) and (8).

Theorem 1. Suppose that Assumption 1 holds. Then for any t,t +7 € [0, T] witht < t+ T,
and for any Ay € Ay and (Zy, Wy) € Ay, the lower and upper value functionals in (7) and (8),
respectively, satisfy the following dynamic programming principles:

L(A; Zy, Wy) = essinf esssup Hztf'HT,At;Zt@a(v)IWt@U "
a€ALIHT] yey it 41

LALZ W,
(LA ONE (2, @ w(0) e, (Wi 0 0)147)
U(At; Zt,W;) = esssup  essinf Hi’tH’At;Z’@”’W@ﬁ(”)
BEBItt+1] ucUtt+1]

UL, (20 @ e, (Wi © Bl0)) ) |-

(15)

Proof. We prove (14) only, as the proof for (15) is similar to that for (14).
Let us define

. LT, ApZ, W
L' (A¢; Zt, Wy) := essinf esssup IT}/ oA e
a€ALIHT] ye Vit 41

[L(Xff{;ztm(v)'wtm; (Zt @ a(v))tr7, (W ® v)t+T)} .

Below, we show L(At,' Zt, Wt) 2 L,(At,' Zt, Wt) and L(At,' Zt, Wt) S L/(At,' Zt, Wt)
We modify the proof of [34] to the state and control path-dependent case.

Part (i): L(At,' Z, Wt) < ]L/(At; Zs, Wt)

We first show that given A; € As and (Z;, Wy) € A4, for any € > 0, there exists
af € Alt, T, such that

L(Ay Zy, Wy) > esssup J(t, A Z @ a°(v), Wy ® v) — €. (16)
veV[t,T]

In view of Theorem A.3 of [72], there exists {ay } with oy € A[t, T], such that

lim esssup J(t, Ay; Zt @ ax(v), W @ v) N\ L(As; Zt, We). (17)
k=00 4e it T]

Let Yy := {L(Ay Zi, Wi) > J(t, A Zs @ ag(v), Wy ® v) — €}, k > 1. To make the
disjoint partition of Q with {Y}, let Y1 := Yy and Yy := Y; \ {U/Z]Y;} fori > 2. Let
af =3y 1 Al € Alt, T]. Then, in view of the uniqueness of the solution to the BSDE
and (17), we have

L(At; Zt, Wy) = Z Ty, esssup J(t, At; Zt @ ax(v), Wy ® v) (18)
k=1 veV[t,T]

> Y 1y, (J(t A Zi ® 6% (0), Wy ® 0) — €)
=
=J(t, A Zi @ af(v), Wy @ v) — €,

which shows (16). In fact, to show the first equality in (18), for any k > 1,
leta := Ty ap + ]lYf“l(c:’ where ay, ac,(c: € Alt, T], in which a; and leg correspond to Yj

and Y, respectively. Based on this construction, we have
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esssup J(t, Ay; Zt @ &(v), Wy @ v)
veV|(t,T]

<y, esssup J(t, A;; Zt @ ar(v), Wi ® v) + Lyc esssup J(t, A; Zt @ oc,g(v), Wi ®wo). (19)
0EV[t,T] K 0eV[t,T)

On the other hand, from Theorem A.3 of [72], there exists {v;} and {ov{} with
v, vlC € V|[t, T], such that

limsup J(t, A; Z} @ ax(v)), Z? @ v) = esssup J (t, A; Zt @ ay(v), Z? @ v)
[—o0 veV[4T]

limsup J(t, Ay; Z} @ ay(vF), Z2 @ v) = esssup J (t, Ay Z} @ ab (v), Z2 @ v).
l—00 veV[t,T]

Hence, we have

esssup J(t, Ay; Zt @ &(v), Wy @ v)

veV[t,T]
> hmsup{]lyk i’ A Zi ® Dék(Ul) Wi ® U) + ﬂycj(t A2y ® Dék(vl ) Wi ® Z))}
[—o0
= 1y, esssup J(t, At; Zt @ ay(v), Wy @ v) + Lyc esssup J(t, A, Zy @ al (v), Wy @v). (20)
veV[t,T] K 0ev[t,T)

Then, (19) and (20) imply (18); hence, (16) holds.

Given A; € Ay, let ‘T’f‘HT = {Apyr € Apyr ¢ Gr =ap, Vr € [0,1]}. Then V¥ is the set of
continuous functions, which together with the metric d induced by the norm || - ||oo, implies
that ¥ is a complete separable metric space. Recall that d° is the Skorohod metric for A;
(see the notation in Section 2). In view of Theorem 12.2 of [36], A;is a complete separable

metric space, and from [73], ‘-I’ft’f{’wt = ‘I’f g X Ay is a complete separable metric space

with the metric d := d + d°. Hence, there exists a countable dense subset, denoted by
{¥x} [74], and for any (As4r, Zt, Wt) € ‘I’A”Z“W’ and € > 0, there exist (Af, ., ZK, W) € ¥,

k > 1, such that dA((AHT, Zi, Wy), ( - Zf, Wk)) < €. For (A’erT, Zf, Wtk) € ¥, we define
the set of neighborhood of ¥y by

¥} o= {(Apie, Ze, W) € WY d((Arye, Ze, Wh), (Afyo, ZE, WE)) < €}

In view of this construction, Uy ¥} = ‘I’tAf JFZ{ ™t and by a slight abuse of notation,

with ¥} := ¥] and ¥} := ¥} \ {Uk ¥}, k > 2, wesstill have U | ¥} = w2 where

tE4+T
{¥}.} is the disjoint partition of ‘I’f}f +ZT”W*.

For any (A¢, Zi, W) € Ay x Ay, o/ € A[t,t+ 1] and v/ € V[t t + 7], with the above
construction, together with Lemma 4 and Remark 7, for each € > 0, there exists a constant

C > 0, such that

L(X:frt;Z@“ (") Wrev (Zi @ (0))ise, (W @0 )iir) (21)

tLARZia! (V1) Wi @0
- Z:]l( LAGZ R (WY 7 e (X CEOME (7, @ ! (0)) i, (Wr @0 ) i)
k= t+T k

oo

ak 7k Ak
Z XAt Zi@a! (v)), Wy 0! Z,,Wt)e‘l’,’(]L(AtJrT; (Zt ® “/(U,))t+'n (Wt &® vl)t+T) —Ce.

_ H—T
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Note that (16) implies that there exists &} € A[t 4 T, T|, such that for k > 1,

L(Alt(JrTl' (Zi( ® “/(U,))HT/ (Wtk ® U/)t+T)

> sup J(t+ AR (ZE© (0, (WE @ 0)ise) — €.
veV[t+1,T|

Hence, from (21), for any " € V[t + 7, T], we have

L(Afsei (Z¥ @&/ (V) t4o, (W @) 140) 22)
> 3 ) , , ik .7k (0 x7k " .
= kzzl ]].(X;f;,zt®a/(v )W @o ,Zt,Wt)E‘Pij(t + T, At+T’ (Zt ® [LoX (U ))t+1’/ (Wt X v )t+T) Ce
. 1o /
=J(t+T, X:fft'z@a ()W S (Zr @ (0")) e, (We @ 0")110) — Ce,

where &/ (v") ==Y 2, 1 7 ° (") and v” € V[t + 1, T).
( ) Zk,1 (Xif'g/nga,(v/)/thv//Zt/W[)EIY],( k( ) [ ]

Let us define

"o, / 7
Ug = ]lse[t,t+T} Us + ]lse(t+T,T]vs

", "

&g = ]lse[t,t-&-r]“g(vl) + ]lse(t-i-T,T]‘xs (Z)//).

Note that v € V[t, T] and & € A[t, T]. In view of (5), we have

(Wr @0")]s]

]lse[t,t+ﬂ (Wf ® Z)/) [S] + ]lSE(H-T,T] (Wt ® U//) [S]
(Ze@a” (v"))]s] = 1

el (Ze @& (V) [s] + Lsg (p2,1 (Ze @ 0" (1)) [5],

where it can be verified that W; @ 0" € V[0, T].
Then from the comparison principle in (iv) of Lemma 3, (12), and (13), we have

tA+T,ApZion (01), W0 t,AuZioa’ (V)W @v' | 1o /
11 L(X/4q (Ze@a (V') b1, (We @0 )141)
> Hi,t+T/A[}Zt®0{’(U,),W[®'Ul

. ! / /
[](t + 71, X:’f;’zt@a (@) Wizo (Zr® tx”(v”))t+r, (W ® U//)t+T>:| —Ce

=J(t, A (Zr @ " (0""))t4r, (Wt @ 0" 41) — Ce.

The arbitrariness of v"/ and a”, together with the definition of IT and (13), yield

essinf esssup H:’tH'A”Zt@{X(U)'Wt@U [L(Xifé;Ztm@)'W@U} (Zt @ a(v)) 10, Wy @ v)t+r)}
a€[tt+1] vEV[t t+T]

> essinfesssup J(t, Ay; (Zt @ a(0) )1, (Wt ® 0)41) — Ce.
€[t T] pey|t,T]

By letting € | 0, we have the desired result.

Part (lZ) L(At,' Zt, Wt) 2 ]L/(At; Zt, Wt)

We first note that for any fixed &’ € A[t, T] with v € V[t, T}, its restriction to [t, t + T]
is still non-anticipative independent of any special choice of v € V[t + 7, T], i.e., /| Li+7] €
Alt, t+ ] forv € V[t, t + 7], due to the non-anticipative property of a’. Recall the definition
of I; then with the restriction of &’ to [t, t + ], we have

L' (At; Zi, W)
< esssup 1y T OAHEN O (AN (7,0 0! (0) 1, (Wr 9 0)1ir)].
veV[tt+1]

Furthermore, similar to (17), there exists {v; }, with v, € V[t, t + 1], such that
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klglc;lo Hi,t-‘r'r,At;Zt@(x’(vk)/Wr®Uk {L(Xff’;;Zt@a’(vk)/Wt@Uk/_ (Zt ® a/(vk))t+'£'/ (Wt ® Uk)t+r)] (23)
= esssup HE’HT'AHZ@M(U)'W@U [L(X:fé;Z@a’(v),Wt@o; (Zi @a(0)) 47, (W ® U)t-w)} .
veV[tt+1]
Then by using (23) and the approach of (16), for each € > 0, there exists v eVt t+1],
such that
L'(Ag; Zt, Wr) (24)
< QA MEN T (AT EONET (7, @ 0 (0)) e, (W @0 )i10)| + €.

Similar to the argument and the notation introduced in (21) and (22), there exists
vy € V[t+1,T], k > 1, such that

,A,’Z !/ /,W /
L(Xpaee @OWe (7, @ o (o)) 1o, (Wr @ 0)r7)

[ee]
t,ApZ 0’ (0), Wi @0’

= 2 ]I(Xf,At;ZfX‘a/(v’),Wt@v’ z Wt)e‘f/l‘(XHTt 1’ (v1) Wy v (Zi @ “,(0/))t+r, (W ® 0/)t+r)

k=1 t+1 14ty k

o0
<) (AL W g o] (t+7, Ao (ZF @ & (0]) e, (W @ 0] )i10) + Ce
k=1 t+T [anidd k

AnZ (o')W, ’
=J(t+T, X;Jﬂt r@a (0'), Wy @v . (Zt ® ‘Xll[t+r,T] (U//))t-«-r, (Wt ® UH)H—T) 1 Ce,

where v (=Y . 1 7 ol (o) e oY,
Zk*] (X:f-ﬁ,tha (v ),thv ,Zt,Wt)E‘Y;( k

Let us define

"no._ / 1
U5 = ]lse[t,tJrT] Us + ]lse(tJrT,T] Us

a5(0") = Lseft @5 (0) + Lo @5 (07).

Note that 0" € V[t, T| and &’ € A[t, T]. Then, from (5),

(Wr ©0")s]
(Zi o (@"))]s)

]lSE[t,H-T] (Wf ® U/) [S] + ]lse(t+T,T] (W @ UH) [S]
Lseptrir) (Ze @ & (V) [8] + Lsg pz,1 (Ze @ &' (7)) [s],

where W; ® 0" € V[0, T]. From (iv) of Lemma 3, (12), and (13), we have

L' (Ag; Zi, Wr)

< H;,t+T,At;Zt®1x’(v’),Wt®v’

. 1 (o /
e+, XA N (20 ol (), (We @) e1) ] o+ Ce
=J(t, Ay Z; @ o' (0""), Wy ® 0"") + Ce.

/11

The arbitrariness of v’ and the definition of IT imply,

L' (At Zi, W) < sup J(t, A Zi @ &' (v), Wy @ v) + Ce,
veV|t,T]

and by taking ess inf with respect to « € A[t, T] and then € | 0, we have the desired result.
Hence, parts (i) and (ii) show the dynamic programming principle of the lower value
functional L. in (14). This completes the proof of the theorem. [
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From Lemma 4, the (lower and upper) value functionals are continuous with respect
to the initial state and control paths. We next state the continuity of the (lower and upper)
value functionals in t € [0, T].

Lemma 5. Suppose that Assumption 1 holds. Then, the lower and upper value functionals are
continuous in t. In particular, there exists a constant C > 0, such that for any (At, Zt, Wr) €
A1 x Arand ty,t, € [0, T] with t' := max{t1,t,}, (G := L, 1)

IG(At; Zt,, Wry) — G(Aty; Zty, Wiy )| < C(1+ || Apleo) |11 — 2] /2

Proof. We prove the case for the lower value functional only, since the proof for the upper
value functional is similar. Without loss of generality, for any ty = t,t, = t + 7 € [0, T] with
t < t+ T, we need to prove
— C(1+ || Arsrlloo) T2 (25)
< L(As; Zt, Wr) = L(Apir; Ziy o, Weir) < C(1+ || Appeloo) T2

In view of the dynamic programming principle (14) in Theorem 1 and (16), for any
€ > 0, there exists o€ € A[t, t + 7], such that for any v € V[t t + 7|,

L(Ag Zi, Wy)
> 1y AR RIS L (g A O (2, 0 (0)) e, (W @ 0)140) | — e
The definition of IT implies
L(At; Zt, Wr) — L(Apgr; Zegr, Wer) > LD + L) —16) —¢, (26)

where

L) o= oy oS O ME I (AR W (7, 60 (0) ), (Wi @ 0) 11 |

- H:'H_T'Af;z@a (©)Wgo |:]L(At+'r; (Zt @ af(0))t41, (W @ U)t+r)]
L@ = [ oA OWE (A (7@ 06 (0))r, (W @ U)tﬂ)}

— H:'HT'AHZ@“S(U)'W@U |:L(At+'f; Ziit, Wt+r)]

L® = H:/tH'A“Ztme(v)'Wt@U -]L(At+T} Zitr, Wt+T)} —L(Atst; Ztro, Wryo).

Note that L) > —|LO)| fori =1,2,3.
Now, Lemmas 3 and 4, the definition of I1, and Jensen’s inequality imply that there
exists a constant C > 0, such that
LD < CE[|L(xp 7 DM (7, @ 0 (0)) e, (W @ 0)10) 27)
2 1/2
— L(At1; (Zt @ 6°(0) ) t41, (Wi @ 0)141) | ‘]:t}

t,ApZi@ac (v), Wi ®v

1/2
i — AullLF] T < c+ AT 2

< CE|[|x
Moreover, from the definition of IT, L(3) is equivalent to

t+7 R .
L(3) _ E[/ Z(Xf.,At,Zf(@DCG(U),Wf@U yt,t+T,A[,Zt®0(€(U),Wt®U
t

rJr 7

q;,t+T,At;Zt®ae(U)/Wt®v, (Zt X ad (Z)))r/ (Wt ® U)r)di’}ft} .
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Then Holder inequality, Assumption 1 and Lemma 3 imply that

r

|L(3)| < CTl/z]E [/tJrT [1 + ||Xf’A“Zt®“e(v)’Wt®U||§o + |yt,t+r,At;Z[®rxe(v),W[®v|2
t

. € 1/2
+ |y AN R 4 BT < COH Al T2 @8)

Furthermore, in view of the definitions of the lower value functional in (7) and the
objective functional in (6), we have

L(At+r} Ziyz, Wt+r)

= essinf esssup J(t+ T, Arir; Zitr @ a(v), Wipr ® 0)
ac Alt+1,T] vEV[t+7,T]

L(Ats; (Zt @ 2(0) )47, (We @ 0)147)

= essinf esssup J(t+ 7T, Arpr; Zi @ a(v), Wy ®@0).
%EA[t-’rT,T] 'UEV[t—FT,T]

From (iii) of Lemmas 3, Lemma 4, (5), and the definition of I'T, we have

] 1/2 29

L] < CE[’L(AH-T; (Zt @ a(0)) 147, (Wt ® 0)t47) — L(Atgr; Zisr, Wt+T)|2|-7:t
T
< CE[ [ [I(Zrr @ a(0), — (Z @ (o)l
T
) 1/2
+ | (Wisr ® ), — (We @ 0), 1] dr|ft} = 0.
By substituting (27)—(29) into (26),
]L(At; Zt, Wt) - ]L(AtJrT} Zitr, Wt+r) > _C(l + ||At+T||oo)Tl/2 — €.

Hence, the arbitrariness of € implies the first inequality part in (25). The second
inequality part in (25) can be shown in a similar way. We complete the proof. O

Based on Lemmas 4 and 5, the (lower and upper) value functionals satisfy the following
continuity result:

Proposition 1. Suppose that Assumption 1 holds. Then there exists a constant C > 0, such that
for ty,ty € [t, T| with t; < tp and any A}],A%Z € Aand (Z;, Wy,) € Ai=1,2(G:=L,U)

(G(AL; Ziy, Wiy) = G(AL; Zip, Wiy)| < C(J1 AL = A loo + (14 |4} o) 12 — 11 [/2).

5. State and Control Path-Dependent Hamilton—Jacobi-Isaacs Equations and
Viscosity Solutions

In this section, we introduce the lower and upper state and control path-dependent
Hamilton-Jacobi-Isaacs (PHJI) equations that are path-dependent nonlinear second-order
PDEs (PPDEs). We show that the (lower and upper) value functionals are viscosity solutions
of the corresponding PHJI equations.

The Hamiltonian, 7 : A x A x R x R" x §" — R, is defined by

H(AL ZE,WEy, p, P) = (f(AL ZE,WE), p) + H(Awy, (p, o (A, ZE, WE)), ZE, WE) - (30)

4 %Tr(PU(At, Z¢, W)Yo (A, 22, WP)),
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where

, if 0,t , if 0,t
Z4s) =4 sf[ ) Wels] =4 Si[ ) (31)
u ifs=t, v ifs =+t.

With (30), we introduce the lower PHJI equation

H7 (At/ Zt/ Wt/ (at}]—‘ulvr H-‘/ axﬂ-‘/ axx]L) (At/ Zt/ Wt))
= Supvev lnquU{at]L(Atl Z;/l/ th) + H(At, Z;:l/ thr (]L/ aX]L/ axxL) (At/ Zt/ Wt))} = 0/

X (32)
c [O, T), (At, Z, Wt) eAXA
L(Ar; Zr,Wr) = m(Ar), (Ar,Z1,Wr) € AT % Ar,
and the upper PHJI equation
H+ (At/ Zf/ Wf/ (atUu’vr U/ axU/ aXXU) (Af/ Zf/ Wf))
= inf,cy supvev{atlU(At; Zy WYY+ H(A 21, WE, (U, 0:U, 04 U) (Ag; Zs, Wt))} =0, (33)

te [0/ T)/ (At/Zt/Wt) € A X A
U(Ar; Zr,Wr) = m(Ar), (Ar,Zr,Wr) € At x Ar.

Remark 8. (1) In (32), o;IL""(As; Zy, Wy) = 0{L(As; Z}', W}*). From Section 2, the time
derivative of L in (A, Zy, Wy) (if it exists) can be written as follows:

L(A; 512 W, —L(Ag; Ze, W,
AL (Ag; 71, WH) = }Silf(} (Atst; Zt st t,fstt) (At; Zt, Wi)
t

7

where (Z}', W) is induced due to the definition of @ in (5) (see also [35]). Moreover, the space
derivative of I with respect to Ay is given by

AL(As; Zt, Wy) = [0IL(Ag; Zi, Wy) -+ O"L(As; Zi, Wi)] ' (if it exists), where

he;) )
O L(Ag; Zt, Wy) = lim ]L<A§ i )’Zt’ Wi) — L(At; Z, Wi)
X ’ 7 hio h X

Note that the definitions in (5), L(Ag; Zy, W) = L(Ag; Zt(hei),Wt) and L(Ag; Zy, W) =
L(Ag Z, Wt(hei)) imply that L satisfies the predictable dependence condition in the sense
of [40]; hence, the space derivative of L with respect to the control of the players is zero; see
Remark 4 of [40] and Remark 2.3 of [35]. The same argument applies to (33).

(2)  If there is a functional in CY*(A; A) in the sense of Definition 2, which solves (32), then
it is a classical solution of (32). Moreover, similar to [31,37], the classical sub-solution
(respectively, super-solution) is defined if the “=0" in (32) is replaced by “>0" (respectively,
“<0”). When there is a classical solution of (32), it means that it is both classical sub- and
super-solutions. The same argument can be applied to the upper PHJI equation in (33).

Remark 9. For the state path-dependence case (see Remark 6), (32) and (33) are reduced to the
state path-dependent HJI equations in (53) and (54). In addition, in the Markovian formulation (see
Remark 6), the (lower and upper) PH]I equations are equivalent to those in Sections 4.1 and 4.2

of [7]

We fix x € (0, %) in the x-Holder modulus. The notion of the viscosity solution is given
as follows, which was first introduced in [39] for the state path-dependent case.

Definition 7. (i) A real-valued functional I € C(A; A) is said to be a viscosity sub-solution
of the lower PHJI equation in (32) if for (Ar,Zr,Wr) € At x At and p,uy > 0,
L(AT; Zr, Wr) < m(Ar) and for all test functions ¢ € Ci*(A; A) satisfying the predictable
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dependence in the sense of [40], ie., ¢(AyZi, Wy) = ¢(AyZi—,Wi—) and
0= (L — (P) (At,' Zt, Wt) = supAsecx,p,yO (IL — (P)(As, Zt, Wt), where At S CK’V’VO, the
following inequality holds:

IminfH™ (At, Zt, Wt, (8t4>”'”, (P, ax47/ axx(P) (At/' Zt/ Wl‘)) > 0.

H—o0

(ii) A real-valued functional I € C(A; A) is said to be a viscosity super-solution of the lower
PHJI equation in (32) if for (Ar, Zr,Wr) € At x At and y,ug > 0, L(Ar; Z1, Wr) >
m(Ar) and for all test functions ¢ € Cr*(A; A) satisfying the predictable dependence in
the sense of [40], i.e., p(Ap; Zt, Wy) = ¢p(Ap; Zi—, Wi—) and 0 = (L — ¢p) (As; Zt, Wy) =
inf 4 ccxmmo (L — @) (As; Zt, Wy), where Ay € Cribo, the following inequality holds:

limsup H™ (A, Zt, Wi, (019", ¢, 0x, 0xxP) (Ar; Zt, Wr)) < 0.

H—00

(i) A real-valued functional . € C(A; A) is said to be a viscosity solution if it is both a viscosity
sub-solution and super-solution of (32).

(iv) The viscosity sub-solution, super-solution, and solution of the upper PH]I equation in (33) are
defined in similar ways.

Remark 10. (1)  In Definition 7, in view of Remark 8, 9:p"* (As; Zi, Wy) := 0rp(A; Z, W}).
For the Markovian case, Definition 7 is equivalent to that of the classical one in [7,16,45].
Moreover, we can easily check that if the viscosity solution of (32) further belongs to Ci2(A;A),
satisfying the predictable dependence, then it is also the classical solution of (32). The same
argument applies to (33). This implies that when the (lower and upper) value functionals are
in CY2(A; A), they are classical solutions of the (lower and upper) PHJI equations.

(2)  The definition of viscosity solutions in Definition 7 is different from that in [31-33], which
was applied to SZSDGs in weak formulation in [29,30]. In particular, in [31-33], a nonlinear
expectation was included in the corresponding semi-jets, which is closely related to a certain
class of BSDEs via the Feynman—Kac formula. It is interesting to investigate the relationship
(or equivalence) between Definition 7 and the definition in [31-33]. As noted in Section 1
and Remark 3.7 of [30] (p. 10), the general uniqueness in the sense of [31-33] has not
been completely solved, and the SZSDG in the weak formulation requires more stringent
assumptions on the coefficients than the SZSDG in a strong formulation. Since we considered
the SZSDG in the strong formulation, we modified the notion of viscosity solutions in [39],
which was applied to the state path-dependent (one-player) stochastic control problem in
the strong formulation. A similar definition was also introduced in [62] to study a class of
stochastic H]B equations (in the strong formulation). Recently, [38] studied the uniqueness of
the viscosity solution for the (one-player) stochastic control problem in the strong formulation
under the notion similar to that for the finite-dimensional (Markovian) case of [16], where [38]
requires several assumptions different from those of this paper.

Remark 11. This remark will be used in the proof of Theorem 2 given below. The condition of the
predictable dependence for the test function ¢ in Definition 7 is introduced due to the control path-
dependent nature of the SZSDG with (5). Specifically, from the predictable dependence of ¢ with
respect to the control of the players in the sense of [40], i.e., ¢(As; Zt, Wy) = ¢p(Ap; Zi—, Wy ), and
the definition in (31) and (5), it holds that ¢(A; Zs, Wy) = (Ar; 2", Wy) and ¢(Ay; Zs, Wy) =
O(As Zs, Wt(hei)) (see also (1) of Remark 8). Therefore, the (space) derivative of ¢ with respect to the
control of the players is zero, i.e., 0y = 0, 0yyp = 0, 9y = 0 and dyp¢ = 0. Similar discussions
can be found in Remark 4 of [40] and Remark 2.3 of [35]. We should also mention that for the state
path-dependent case (see Remarks 6 and 9), the predictable dependence condition is not needed.

We state the main result of this section.
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Theorem 2. Suppose that Assumption 1 holds. Then the lower value functional in (7) is the
viscosity solution of the lower PHJI equation in (32). The upper value functional in (8) is the
viscosity solution of the upper PHJI equation in (33).

Before proving the theorem, for y > 0,¢e € (0, ), r € [0,t], and Ay € C*H0, let Af be
the perturbed version of A; defined by

T\t (o) (- ) gy — ] > (g —€)r — ],

|ay—ar|’

. {ar, if o, —ar| < (p—e)lr —t[*

Note that Af := {af, r € [0,t]}. The perturbation is essential to prove Theorem 2; see
Remark 6 of [39].
We state the following lemma, whose proof is given in Lemma 5.1 of [39].

Lemma 6. Let p, 119 > 0. Assume that [At]x < p, ||Atll < mo, ie., Ay € C¥H0, and
€ € (0, 2p]. Then we have

(@) ||Af = Adlleo < 2p0€(p — €) 7" < dpoep™.

(i) [AS]e < p.

(iii) There exists a constant C > 0, independent of u, such that for any d with g(% —«) > land

+T < T, P([XVAAS WO s ) < crta—red,

The proof of Theorem 2 is given as follows.

Proof of Theorem 2. We first prove that the lower value functional in (7) is the viscosity
super-solution of the lower PHJI equation in (32). Note that in view of Lemmas 4 and 5, it
is clear that I € C(A; A). Furthermore, from (7), we have L(Ar; Zr, Wr) > m(Ar).

From the definition of the viscosity super-solution in (ii) of Definition 7 and Lemma 1,
for ¢ € CY*(A;A), u > 1and o > 0,

0= (]L — 4)) (At,' Y Wt) = inf (]L - 4)) (AS; Zt, Wt), (34)
AgeCHHH0

where A; € C##o. By definition of C*##0, let 6 := py — || Atljeo > 0.

Forany e € (0,1 A %>' in view of (i) and (ii) in Lemma 6, we have || A — A¢|lc <
dppep—! < g. Consider the following [F-stopping time:

t,AS;Z1@0(v), Wi Qv

LATZE @ WSO S Ninf{r > £ ¢ ||XE oo > 10}

¢ i=inf{r >t : [X;

t,AS;Zi@u(v), Wi Qv

By definition, for any s < ¢¢, X; € CK#Ho and for a small T with
t+1<T,
t,A%;Za(0), Wi ® t,A8,Z;0u(0), Wi ®
(&€ <t 7} (DX OME Y sy o (XEFEEOME > ).

Hence, from (iii) of Lemma 6, we have

P([[Xffj}zt(g“(v)rwt@v]]K > ]’l) S CTd(%iK)eid/

and by (ii) of Lemma 3 and the Markov inequality,

t,A¢;Z;@u(v), Wi Qv t,A¢;Z;@ua(v), Wi Qv - )
P X7 M > o) < (XN - Al > 2)

< C(1+pu§)T3/088.
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This implies that
P(E <t+1) < Cria e 4 C(1+ u8)r3/85 | Oast | 0. (35)
Now, from the dynamic programming principle in (14) of Theorem 1,

L(Af, Zt, Wt) —¢(Af;Zt, Wt) (36)
= essinf esssup H:’HT’Af;Zt@a(v)'W’@v
acAltt+1] veV[tt+1]

AfZ Wi -
LA O (2, @ 0(0)) e, (Wh @ 0)100) | — G(AE Z2, W),
Note also that

]L(Af;Zt,Wt)
. tt+T,A%Ziu,W, t,A¢;Z;@u,W;

> esssup essinf II, +T,ALZi®u t®”[L(Xt+Tf ren '®v;(Zt®u)t+r,(Wt®v)t+T)]
vEVHE+T] uel [t,t+1]

Then similar to (24), for any €' > 0, there exists u e u [t,t + 7], such that for any
veVt+T],

]L(Af, Zt, Wt) (37)
A€-7 ¢ AE;Z E/, /
> HE'HT' LW Wiy [L(X:+zt~ e Wt@v; (Zt @ U )pyr, W ® U)t-«—r)} —é't,

where in view of the definition of I, IT in the above expression can be rewritten as (super-
script t 4 T is omitted)

_ /
t,AS;Z;@uf Wi Qo
dys tr&t t

— ! - ! - !
LA Zi@ue W@ LASZi@us Wi@v  HASZi@u WiQu '
= —I(X Yt 5" NZi@u)s, (Wr ®v)s)ds

Ae. ¢
_‘_qérAt/Zf@u rwf®UdBS, se [t,t+ T)

— ! — /
t,AS;Zi@uc Wi ®v t,AS;Zi@uc Wi ®v /
Yire = L(X;.} S (Zr@u )iy, (Wr ®0)t41)-

(38)
On the other hand, by using the functional Itd formula in Lemma 2, we have

p(XLTHIE NI (7 @ u ), (W @ 0)s) (39)

t,Af;Z[(}QLﬁ,,WﬂXw
T 7 (

— S !
= $(AS; 2, Wr) + /t F(X Zi @ u),, (Wy ®0),)dr

S Ae. ¢ Ae. ¢ ,
_/ I(Xi,A,,Zt®u ,wt®v’¢(X£,At,Zf®u ,Wt®v; (Zi @ u),, (W @0),),
t
LA ¢, /
(@xp(X, AN (7 00, (W @ 0),),

A€. e 12 /
PATAE NG (7 @0 ), (W @ 0),)), (Z @ u )y, (Wr @ 0),)dr

o(X
S Ae. ¢ ,
+ [y ATz, o), (W0 0)),

o(XEAAEEINE (7ol (W @ v),))dBy,
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where
1
F(An 2}, WY) = 39(AG ZE, W) + 5 T (aqu;(At; Zi, W)oo | (Ay, ZY, Wf))

+ <ax¢(Atl Zt/ Wt)/f(Atl Z?r th)>
+ (A, (A Ze, Wi), (Oxp( A Ze, We), 0 (A, Zi, W), Zi, WE).

Here, we used the fact that the (space) derivative of ¢ with respect to the control of the

players is zero as stated in Remark 11.

Let
je. ¢ je. ¢
t,At,Zg®u ,Wf®v' (Zt ® ue)s’ (Wt ® U)s) . yé,At,Zg@)u Wi ®v (40)

A€. ¢ ®
y_é,At,Zt®u Wo — (P<Xs :
and
_LASZi0u Wi® t,ASZi0u W, /
g et Y = (Gep(X e e, (Zt@us )y, (W ®0),), (41)
AS'Z 6/ / AE.Z e/
O_(X}i;, £ 1Qu ,Wt®U, (Zt ®M€ )r, (Wt ®U),)> _ é, tr 1Qu ,Wt®v‘
From (38) and (39),
dy_é,Af;Zt(@ue JWi®o (42)
= F(XLAAEE NS (7o, (Wr @ )s)ds
_ _t,Af;Zf®u€,,W,®v>] ds + qé,Af;Zt@)ue’,Wt@vst

— !
_t,AS;Zi@u€ ,WiQu
+ [_Hs]/s ! - <Hs/ qs

where |H| < C and |H| < C due to Assumption 1. We have from (40),
_LASZioue Wi tASZ,0u¢ Wi '
PO R = ‘P(XHTt e (Zt @u )iy, (We @ 0)p11)

t+1
t,Af;Zt®u€/,Wt®v .

- L(XtJrT ’
Notice that (42) is a linear BSDE; hence, by using Lemma 2 and Proposition 4.1.2

(Zt @ u ) psr, (Wi @ ) 4z).

of [44], its explicit unique solution can be written as follows:

_:,Af;Zt®u€ Wi o (43)
_tA8,7,0u€ W, b+ tAS; Zou W, /
= B[y e e, /t O (AN (7,0 u),, (W @ 0), ) dr| F],
where @ is the scalar-valued state transition process given by d®, = ®,H,dr + ®,H,dB;,
re (tt+ 1], with® =1, ie, ®, = exp (ftr HydB; + [/ [Hs — %|HS|2]ds>.
From (36) and (37), together with (43) and the predictable dependence of ¢,
L(AS; Zt, Wy) — ¢(AS; Zt, W) + €'t (44)
Ae. ¢ t+T Ae. ¢ ’
> B[ et [ oy (2o u),, (Wi @ o)) | 7

t+T ,
=E[[ F(A (Ziou), (W g 0))drF] + L0 +10 4 L0,
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where

t+T A€. ¢ ’
L®.—F [/ F(XEAHEE N (7 o0y, (W @ ),)dr
t

t+1 _ /
_/t F(At, (Zr @ uf )r,(Wt®U)r)dr|f'f}

t+T
LO) = ]E[ ®,F(X
t

i,At;Zt®u ,W,®v, (Zt 2 Me/)r, (Wt ® v),)dr

t+1 je. ¢ /
B /t F(X;E,At/Zt@u ,Wt®v, (Zt ® e )r/ (Wt ® Z))r)di"ft} .

In view of (ii) in Lemma 3 and the fact that ® is the linear SDE, we have

E[||x[ A4 Mer _ ge 12| 7] < Ct, B[ sup |®, —1]2|F] < Cr.

reltt+1]

Furthermore, due to the property of ¢ € Ci*(A; A) and Assumption 1, for t1, t € [t, T]
and Atl’AtZ € A,
(AL Z,W) — ¢(AZ;Z,W)| < Cd5, (A}, A})
|F(AL,Z, W) —F(A}, Z,W)| < Cd%, (A, A).

tys

Then, from the definition of the viscosity super-solution (ii) in Definition 7, Lemmas 4
and 5, and the property of ¢, we have
L(AF; Ze, Wi) — @(AF; Zt, Wr)
=L(Ay Ze, Wr) — ¢p(As; Ze, W) + L(AS; Ze, Wy) — L(Ag; Zi, Wi)
+ (AL Ze, We) — ¢(AF; Zt, We)
< CllAf = Atlloo + ClIAF — At|l& < C(dpoen™ ). (45)

Note that by (40), (45), Holder inequality, Lemma 3 and (35),

A€E. ¢ ’
LD < P(E° < t+)E[[p(x T M (2 o u) e

NI—

t,AE;Z gl,W / 2
— ]L(XHTt (e t®v} (Zt @ U )pyr, Wi ® v)t+T)| ®%+T|Ft}

<C(1+pud) (T%(%_K)e_% + ;i) (T% + T2 + C(4poen™")2). (46)
From (ii) of Lemma 3, we also have
IL?| <E [/tt+T|F(A§, (Zi @ u )y, (W @ 0),) — F(A, (Ze @ 1)y, (Wi @ D)) |dr|ft}
B[ [ E N, (7,00, (Wi o))
— F(A,(Z @ u )y, (W @ 0),) |dr{]—}]

t,Af;Zf(X)uG,,Wt(X)v
T

< CTE[as,(x A5)|Fi| + Crds (A5, Ay)

< CT'*3 + Cr(4poen™ )", (47)
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and

t+1 3
ILO)| < C]E[/ (@, —1)dr| 7] < CTE[ sup |® —1||F] <Cri. @)
t

reltt+1]

Hence, by substituting (45)—(48) into (44), we have

3
(4”06”71)K% +C+ ) (P96 4 S5 ) (h 473+ Cldpoen ™))
4 Coh 4 Clapoe e+ Ceb e

1 t+71 B ,
}E[/t F(Ay, (Zr@u® ), (W ® v)?)dr|ft}-

Y]

Let T = y‘g. Then the arbitrariness of v and €’, and the definition of F imply that

0 > limsup H™ (A, Zt, Wy, (019", ¢, 0xp, 0xxP) (Ar; Zi, Wi)).

H—0

This shows that (7) is the viscosity super-solution of (32).
Next, we prove that (7) is the viscosity sub-solution of the lower PHJI equation in (32).
From (i) in Definition 7 and Lemma 1, for ¢ € C,}’Z(A; f\), M, Ho >0,

0= (]L—4))(At;Zt, Wt) = Sup (]L*(/))(AS;Z,}, Wt), (49)
AsCHH0

where A; € Co##o. This implies that L(As; Z;, Wy) = ¢(As; Zy, W), and for Ay # Ay,
O(As; Zi, W) > L(Ag; Zi, We). X
From Lemmas 4 and 5, L. € C(A;A), and due to the definition of the lower value
functional, L(AT; Zr, Wr) < m(Ar). Then it is necessary to prove that
lim inf H™ (Atr Ztr Wtr (at(Pu,vr (P/ ax(P; axx(P) (Atl Zt/ Wt)) Z 0.

HU—r00

Now, suppose that this is not true, i.e., there exists a finite ¢ > 0, such that for some
6 >0,

H™ (Ati Zt/ Wt/ (at(pu'v; 47/ ax¢/ axx¢)(At/ Zt/ Wt)) S -0 < O/

where by definition of F, sup, v inf,cy F(Ay, Z!, W) < —8 < 0. Note that V and U are
compact; hence, there exists a measurable function v : V — U, such that for any v € V with
lr—t| < 1o,

F(A, 2], WE) < 6. (50)

On the other hand, from (14) of Theorem 1, we have

. LT, AS Zi@a(v), W @0
essinf esssup II, Zu () Wi

aEA[LHT] ye [t 1)

LAS;Z, W T
LA M (2, @ 0(0)) e, (W @ )10 | = LOAS; Zi, Wh) = 0.
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By defining vs(v) := v(vs(w)) for (s,w) € [t,T] x Q), we have v € A[t,t + 7] and
Z; @ v € A[0, T]. This, together with the definition of IT and the comparison principle in
(iv) of Lemma 3, implies

t,ASZi®7(v), Wi®o |

. JASZ W
:tJrT 1287 (0) Wi [¢(Xt+r H(Ze @y (0)) o, (Wi ® U)HT)]

esssup II
veV[Ht+T]

— gb(Af, Zt, Wt) Z 0
For each €’ > 0, similar to (24), we can choose v € V[t, t + 7], such that

tt+1,A%;7Z "W R0 t,A¢;Z N, W @0’
i +1,A5,Zi@9(0"), Wy @0 [‘P(XH; 1®7(0"), Wi ®@v (2 ®’Y(U,))t+rr (W, ®0/)t+r)]

— (P(Af, Zt, Wt) Z —GIT.

Note (40) and (41). Then, similar to (43), by Lemma 2, we have

t+T

1 tAS; 2@y (0)) Wy @v!
;E[ . @rF(X;/ /(

Zt ® ’Y(v,))r/ (Wt ® U,)r)dr‘]:t:| 2 —€,.

With the same technique as in the super-solution case and the definition of 7, by letting
T } 0, the arbitrariness of €’ and (50) imply that 0 < F(A,, z) (U), wP) < 7%9. This induces
6 < 0, which leads to a contradiction. Hence, (7) is the viscosity sub-solution of the lower
PHJI equation in (32).

The proof for the upper value functional U being a viscosity solution to the upper
PHJI equation in (33) is similar. We complete the proof of the theorem. O

We now discuss the existence of the game value of the SZSDG under the Isaacs
condition. Specifically, we introduce the state and control path-dependent Isaacs condition: for
(A, Zi, Wy, 7,y,p,P) € Ax A X Rx R x R" x §",

H(At/ Zt/ Wt/ v, y/ p/ P) =H" (At/ Zt/ Wt/ v, y/ P; P) = H+ (At/ Zt/ Wt/ v, y/ p/ P) (51)
Then the existence of the game value can be stated as follows:

Theorem 3. Suppose that Assumptions 1 and the uniqueness of the viscosity solutions of (32) and

(33) hold. Under the Isaacs condition in (51), the game has a value, i.e., L(A;) = U(A¢) =: G(Ay),

where G is the unique viscosity solution of the following PHJI equation:
H(At, Zt, Wt, (atGu’U; G/ axGr axxG) (At; Ztr Wt)) (52)
G(AT,' Zr, WT) = m(AT), (AT/ ZT, WT) € At X AT'

Proof. In view of Theorem 2 and the uniqueness assumption, the lower value functional
L and the upper value functional U are the unique viscosity solutions of (32) and (33),
respectively. Then, the Isaacs condition in (51) implies L(A;) = U(A¢) =: G(A;), which is
the unique solution to the PHJI equation in (52). We complete the proof. [

Before concluding the paper, we will discuss the state path-dependent case, which
is a special case of the SZSDG in this paper and was studied in [34]. (As mentioned in
Section 1, [34] considered the existence of the game value and the approximated saddle
point equilibrium, both under the Isaacs condition, but did not study the existence and
uniqueness of (viscosity or classical) solutions of state path-dependent HJI equations).
Specifically, as stated in Remarks 6 and 9, we need to assume that

Assumption2. f: AXxUxV =R, e: AxUxV 3R>, 1 AXRxR>P xUxV —
R.
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Remark 12. With Assumption 2, (51) becomes the state path-dependent Isaacs condition in
Section 3.2 of [34]. Hence, Theorem 3 is reduced to Theorem 3.1 of [34] when Assumption 2
holds.

Under Assumption 2, the lower and upper PHJI equations in (32) and (33) are reduced
to the state path-dependent HJI equations (see Remark 9):

atL(At) +sup,cy inf,cy /H(At, u,o, (]L, d, L, axx]L)(At)) =0,
te[0,T), Are A (53)
L(AT) = m(AT), AT S AT,

and

atU(At) + il’lfueU Sup,cy H(At, u,v, (U, 2,0, axxU)(At)) =0,
te[0,T), AreA (54)
U(Ar) = m(Ar), Ar € Ar.

Assumption 3. Let H(At,y,p,P) := sup,,cy inf,eu H(At, u,v,y, p, P) and 7:l(At, y,p,P):=
inf,cy sup, oy H(At, u,0,y, p, P). Forany (A, p) € A xR, y1,y2 € Rand Py, P, € S" with
y1 >y and Py < Py,

H(ALy1,p.P1) < H(ALY2, 0, P2), H(ALy, p, P1) < (AL ya, p, D).
We state the uniqueness of classical solutions of (53) and (54).

Proposition 2. Assume that Assumptions 1, 2, and 3 holds. Suppose that 1Ly and 1L, are classical
sub- and super-solutions of the lower PHJI equation in (53), respectively. Then we have Ly (A;) <
Lo (A¢) for Ay € A. The same result holds for the upper PHJI equation in (54). Consequently, there
is a unique classical solution to (53) and (54).

Proof. LetL;(A;) := L (As) — %, where § > 0. Then we can easily see that LL is a classical
sub-solution of the following PDE (see (2) of Remark 8):

0Ly (Ar) + FL(As, (L, 0xLy, 02xL1) (Ar)) > t%, te0,T), Ar€ A
Li(Ar) = m(Ar) — &, At € Ar.

Since L; < L, follows from L; < L, in the limit & | 0, it suffices to prove the theorem
with the following additional assumption:

at]Ll(At) + 7:[(At/ (]Lll axLlraxxLl)(At)) Z v > 0/

where v := t% and lim;_, L1 (A¢) = —oco uniformly on [0, T).

Assume that this is not true; that is, there exists A;, € A with t € [0, T], such that
k' :=1q(A}) —Ly(A}) > 0. In view of Lemma 1, there exists A; € C**#0 with f € [0, T]
such that Ly (A7) — La(Af) = sup g, ccrnm L1(Ar) — La(Ar) > k' Then from Lemma 9
of [37], we have at(Ll - Lz)(A[) < O, ax (Ll - ]Lz)(A[) = 0 and axx (Ll - ]LZ)(A{) < 0.
This, together with Assumption 3 and the fact that L, is the classical super-solution,
implies that
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which induces a contradiction. Hence, L1 (A;) < L,(A;) for A; € A. Suppose that I, and L.
are classical solutions of (53). Then we have L <L and L > L, which implies L := L=1I.
Hence, the uniqueness follows. This completes the proof. [

6. Conclusions

We considered the two-player state and control path-dependent stochastic zero-sum
differential game (SZSDG), where the state process and objective functionals of the players
are dependent on (current and past) paths of state and control processes. The notion of
non-anticipative strategies has been used to define lower and upper value functionals of
the SZSDG, which are dependent on the initial state and control path of the players. We
have shown that the (lower and upper) value functionals satisfy the dynamic program-
ming principle (DPP), where the Skorohod metric is necessary in the proof to maintain the
separability of the cadlag (state and control) spaces. Then we have shown that the lower
and upper value functionals are viscosity solutions of (lower and upper) state and control
path-dependent HJI equations, where the notion of viscosity solutions is defined on a
compact x-Holder space to use several important estimates and to guarantee the existence
of minimum and maximum points between the (lower and upper) value functionals and
the test functions. These two results, together with the Isaacs condition and the uniqueness
of viscosity solutions, imply the existence of the game value. Finally, we have shown the
uniqueness of classical solutions for the (state path-dependent) HJI equations in the state
path-dependent case.

Some model limitations based on the results of this paper can be stated as follows. First,
we need to develop numerical techniques to solve the state and control path-dependent
(lower and upper) HJI equations in (32) and (33), which lead to the characterization of
the value of the SZSDG in this paper via Theorems 2 and 3. Unfortunately, until now,
there have been no notable results on this topic. We may extend (finite-difference and
learning-based) numerical techniques of state-dependent problems in [71,75,76] to the state
and control path-dependent case studied in this paper. However, this extension is not
trivial, as our (lower and upper) state and control path-dependent HJI equations and their
time derivatives are dependent on the control paths of the players (see Remark 8), and
their control paths are coupled with each other through the inf and sup operations (see
(32) and (33)). Hence, we have to develop a new direction for numerical techniques to
solve our (lower and upper) state and control path-dependent HJI equations. This is one
of our primary research topics; we hope to present some notable results in an upcoming
paper. Another limitation involved studying a class of state and control path-dependent
non-zero-sum differential games. In this case, it was not possible to use the notion of
non-anticipative strategies directly, and we needed a technique in [6] to convert the original
SZSDG into the equivalent game form.

There are several interesting potential future research problems.

First, one important problem is the uniqueness of the viscosity solutions of the (lower
and upper) PHJI equations in (32) and (33). As mentioned in Section 1, the uniqueness has
not been shown even in the case of (strong and weak formulation) state path-dependent
SZSDGs [29,30,34].

Second, we may study the existence of the (approximated) saddle point equilibrium
using the notion of non-anticipative strategies with delay as mentioned in (2) of Remark 5.
For the state-dependent case (with Assumption 2), this was shown in Theorem 4.13
of [34] under the Isaacs condition, where the key step involves approximating the PHJI
equation in (53) and (54) to the state-dependent (not state path-dependent) HJI equations.
Note that there is a unique viscosity solution of the approximated (lower and upper)
state-dependent HJI equations in view of Theorem 5.3 of [7]. Then, the existence of the (ap-
proximated) saddle point equilibrium can be shown using the property of non-anticipative
strategies with delay Lemma 2.4 of [6]. We speculate that the approach of Theorem 4.13
of [34] can be applied to the state and control path-dependent SZSDG of this paper.
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Third, we can consider the problem in a weak formulation. As noted in (3) of Remark 5,
one major feature of this formulation is the symmetric feedback information between the
players, which is convenient to show the existence of the saddle point equilibrium and the
game value.

Forth, the forward-backward stochastic differential equation given in (2) and (3) is not
fully coupled in the sense that the BSDE in (3) is not included in the (forward) SDE in (2).
This can be extended to the fully-coupled FBSDE, where (2) is also dependent on (3). This
can be viewed as a generalization of [77], where the major challenge is the case when the
diffusion term of (2) depends on the second component of the solution of the BSDE, since
the associated PHJI equation should require an additional algebraic equation.

Finally, we may study applications of the state and control path-dependent SZSDG
of this paper, where some motivating and practical examples are given in Examples 1-3.
Note that Examples 1-3 can be treated by the main results of this paper. In fact, by
Theorems 2 and 3, the optimal game value of Examples 1-3 can be obtained by solving
the corresponding state and control path-dependent (lower and upper) HJI equations.
However, as mentioned above, numerical techniques to solve the state and control path-
dependent (lower and upper) HJI equations have to be studied, which is our primary
research topic. The numerical techniques for solving (32) and (33) lead to studying vari-
ous applications (see Examples 1-3) of the (state and control) path-dependent SZSDG in
this paper.
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