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Abstract

In this paper, we study a first extension of the theory of mild solutions for Hamilton—
Jacobi—Bellman (HJB) equations in Hilbert spaces to the case where the domain is not
the whole space. More precisely, we consider a half-space as domain, and a semilinear
HIJB equation. Our main goal is to establish the existence and the uniqueness of
solutions to such HJB equations, which are continuously differentiable in the space
variable. We also provide an application of our results to an exit-time optimal control
problem, and we show that the corresponding value function is the unique solution
to a semilinear HIB equation, possessing sufficient regularity to express the optimal
control in feedback form. Finally, we give an illustrative example.
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1 Introduction

A typical and nontrivial feature of optimal control problems in real applications (both
in the deterministic case and in the stochastic case) is the fact that the state variable
must satisfy suitable constraints, i.e., to belong to a given subset D of its state space
H . In some settings, as in the case of state constrained problems (see, e.g., [1], Chapter
IV), one restricts the set of admissible control strategies and considers only those that
keep the state inside the given subset D. In some other settings, as in exit-time optimal
control problems (see, e.g., [8], Chapter 8), one does not operate such restriction but
terminates the control actions (and, thus, stops the optimization problem) once the
state goes out of D.

In both cases, standard arguments involving the dynamic programming principle
provide a Hamilton—Jacobi—Bellman (HIB) equation associated with the optimal con-
trol problem, which is a partial differential equation (PDE) in the domain D, satisfying
suitable boundary conditions. Such type of HIB equations has been studied in many
papers in the finite-dimensional case, finding theorems on existence and uniqueness
of viscosity solutions (see, e.g., [24, 25]) and, in some cases, results on their regularity
(see, e.g., [9], Section 9). In the infinite-dimensional case, the theory of existence and
uniqueness of viscosity solutions of HIB equations in domains has been studied as
well, both in the deterministic case (see, e.g., [18], Chapter 4) and in the stochastic
case (see, e.g., [16], Chapter 3).

However, in general, solutions to HIB equations in the viscosity sense are not reg-
ular enough to find the optimal strategies of a control problem. In other words, if one
wants to find optimal strategies it is fundamental to establish results on the regular-
ity of solutions to such HJB equations, showing that they are, at least, continuously
differentiable in the state variable. To the best of our knowledge, these results seem
to be completely missing in the literature in a stochastic framework, except for some
cases where explicit solutions can be found (see, e.g., [2—4, 10, 14, 16], Section 4.10
and [17]).

The aim of this paper is twofold: we want to establish, first, a result on the existence
and the uniqueness of regular solutions (i.e., continuously differentiable in the state
variable) of second-order infinite-dimensional semilinear HIB equations in domains;
then, we want to prove a verification theorem for the associated exit-time stochastic
optimal control problem, using the aforementioned existence and uniqueness result.
To do so, we extend to the case of domains the theory of mild solutions for second-
order semilinear HIB equations in Hilbert spaces (for a summary on this theory, see,
e.g., [16], Chapter 4). As a starting point for future research, in this paper we consider
the domain D to be a half-space.
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1.1 Methodology and Main Results

The starting point of our paper are global gradient estimates up to the boundary for
solutions to second-order linear PDEs in special half-spaces of Hilbert spaces, see
Priola [21] and Chapter 5 in Priola [19]. We also mention [23] for related finite-
dimensional Dirichlet problems. We point out that in general domains of Hilbert spaces
local regularity results are obtained in [13] and [26] (see also [11], Chapter 8). On the
other hand, global gradient estimates for Ornstein—Uhlenbeck Dirichlet semigroups
can fail even in a half space of R? (see an example in [27]). Using suitable extension
operators from the half-space to the whole Hilbert space, we define a family of opera-
tors on the set of bounded measurable functions on the half-space. We show that this
family is a semigroup of contractions, which coincides with the semigroup defined
in [11], Chapter 8, providing the so-called generalized solution to these second-order
linear PDEs. We also prove some regularizing properties of this semigroup.

Next, we turn our attention to establishing existence and uniqueness of mild solu-
tions (i.e., solutions in integral form) of semilinear HIB equations in the half-space.
This result, given in Theorem 3.3, extends analogous ones provided in [16], Chapter
4, which were proved in the whole Hilbert space case.

As stated previously, we need more regular solutions to be able to find optimal
strategies. Thus, in Theorem 4.4 we show that mild solutions are indeed strong solu-
tions, in the sense they can be approximated by classical solutions. More precisely,
we rely on the concept of K-convergence, see Definition 4.1.

These results can be profitably applied to study a family of stochastic optimal
control problems with exit time, and they permit us to prove a verification theorem
(see Theorem 5.9). This is a sufficient condition of optimality, which allows us to
write the optimal control in feedback form, when a solution to the so-called closed-
loop equation (5.12) can be found.

1.2 Plan of the Paper

The plan of the paper is the following.

e Section?2 contains some important preliminary material on second-order linear
PDEs, which are needed to prove our main results. It is divided in four subsections:

— Sect.2.1, where we recall some basic notation used in this paper;

Sect.2.2, where we present some results on second-order linear PDESs in half-
spaces;

Sect.2.3, where we define some function spaces needed in the main results;
Sect. 2.4, where we prove a regularization result for the semigroup associated
to linear PDEs in half-spaces.

e In Sect. 3, we establish our first main result, namely Theorem 3.3 on the existence
and uniqueness of mild solution for HIB equation (3.1).

e In Sect.4, we prove our second main result, i.e., Theorem 4.4, which shows that
the mild solution of HJB equation (3.1) is also a /C-strong solution, that is, it can
be approximated by classical solutions.
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e In Sect. 5, we establish our third main result, namely the Verification Theorem 5.9,
providing a sufficient condition of optimality for the optimal control problem (5.4).

2 Preliminaries
2.1 Notation and Basic Spaces

In this section, we collect the main notations and conventions used in this research
article.

Throughout the paper, the set N denotes the set of natural integers N := {1,2, ...},
and the symbol R denotes the set of real numbers, equipped with the usual Euclidean
norm |-|r. We set Ry := (0, 400). The symbol 14 denotes the indicator function of
aset A.

If X, Y are two Banach spaces, the symbols B, (X; Y), Cp(X; Y), UCy(X; Y) indi-
cate the sets of Y -valued bounded Borel measurable, continuous, uniformly continuous
functions on X, respectively. In what follows, we will just write measurable instead of
Borel measurable. We denote by ||-[lB, (x:v) (resp., lI-llc,x;v)- lI-lluc,(x:v)) the usual
sup-norm, making B, (X; Y) (resp., Cp(X; Y), UC,(X; Y)) Banach spaces. If Y = R,
we will simply write B, (X), Cp(X), UC,(X). The symbol UC}’(X) denotes the set
of all real-valued functions on X, that are uniformly continuous and bounded on X
together with their first-order Fréchet derivatives.

Throughout the paper, H is a real separable Hilbert space, with inner product (-, -)
and associated norm |-|. The symbol L(H) denotes the Banach space of all linear and
bounded operators from H into itself, endowed with the supremum norm |||l £¢m),
and £1(H) indicates the subset of £(H) consisting of all positive and self-adjoint
operators. £1(H) indicates the set of all trace class (or nuclear) operators from H
into itself and ET(H) =LiI(H)NLY(H). IfT € £L1(H), we define

TeT =) (Tex. ex),

keN

where {ey }ren is a complete orthonormal system for H. The symbol N (x, B) denotes
the Gaussian measure on H with mean x € H and covariance operator B € ET (H).
The Gaussian measure on R with mean ;& € R and variance o2 > 0 is indicated by
Ni(u, o?).

If f:[0,400) x H — R is a differentiable function, f; denotes the derivative
of f(t, x) with respect to 7, and D f, D? f denote the first- and second-order Fréchet
derivatives of f (¢, x) with respect to x, respectively.

From this point onward, let {y, ex}r>2 be a fixed orthonormal basis of H. We
consider the open half-space of H generated by y, namely,

Hy:={xeH: (x,y) >0},
and we also define the sets
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H_:={xeH:(x,y) <0},
oHy :={xe H: (x,y) =0}.

We will always identify any elementx € H with the sequence of Fourier coefficients
(xr)ken With respect to {y, ex}x>2, where x1 := (x, ¥) and x; := (x, ex), for k > 2.
It is important to recall that this identification defines an isometry between H and {5,
the Hilbert space of real-valued, square-summable sequences.

We will also consider the sub-space H' of H generated by the system {eg}x>2. As
above, we identify any element x" € H’ with the sequence of Fourier coefficients
(xp)k=2, which will be still denoted by x’. To be precise, we should identify x" with
the sequence (0, xé, xé, ...) but, for the sake of brevity, we will omit the leading zero.
This notation allows us to identify any element x € H with the pair (x|, x") € Rx H’,
and hence, we will write (x1, x) in place of x whenever necessary. Notice, also, that
we have an isometry between d H; and H'.

Finally, we introduce the function spaces Bo(H, ), Co(H, ), UCo(H,) indicate,
respectively, the sets of bounded measurable, bounded continuous, bounded uniformly
continuous functions of H that vanish on d H, . It is easy to prove that all these three
spaces, endowed with the supremum norm, are Banach spaces. Other spaces, such as
By (Hy), can be defined similarly. We also recall that UCy, (H_+) = UCp(Hy).

2.2 The Linear Problem on the Half Space
In this section, we will study the following equation on the closed half-space H,

v (t, x) = LT[ OD?v(t, x)] + (A*Du(z, x), x), x € Hy,t>0,
U(O,x) = ¢('x)7 X € H+, (2.1)
v(t, x) =0, X €0Hy, t >0,

where Q € ET(H ) is a positive, self-adjoint, trace class operator in H, A is a linear
operator on H (whose adjoint is denoted by A*) and ¢ € By, (H) is a given function.
We will work under the following hypothesis, that will stand from now on.

Hypothesis 2.1 (i) A: D(A) € H — H is the generator of a Cy-semigroup
{etA}tzo,'
(ii) There exists a € R such that Ay = oy and A*y = ay;
(iii) There exists A € Ry such that Qy = Ly;
(iv) The semigroup {e' A},zo commutes with the operator Q;
(v) Forallt > 0, the operator Q; defined below is of trace class

t
0, ::/ e e’ ds; (2.2)
0

(vi) There exists 0 < y < 1 such that the operator fé sTVeSAQesA ds is of trace
class for any t > 0;
(vii) Forallt > 0, Ime' C ImQ,l/z.
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Remark 2.2 (i) It may be possible to weaken the assumptions on A and Q as in [20,
22].
(i) Since the operator Q;, defined in (2.2), is self-adjoint and nonnegative for all
t > 0, point (v) of Hypothesis 2.1 implies that Q; € LT (H), forallt > 0.
(iii) As aconsequence of the closed graph theorem, Hypothesis 2.1-(vii) implies that

the operator] Q,_I/Ze“‘ is bounded for all # > 0 (see, e.g., [16], (4.59)).
We will need also the following hypothesis.
Hypothesis 2.3 Let T > 0. There exists C = Ct > 0 and § € (0, 1) such that

—1/2 _
10712 sy < €178, 1> 0.

It is useful to recall that in the case where the linear HIB (2.1) is formulated in the
whole space H, namely

v (t, x) = %Tr[QDzv(t,x)] + (A*Dvu(t, x),x), x € H, t > 0, 2.3)

v(0, x) = ¢(x), x€H, '

with ¢ € By (H), the mild solution of (2.3) is v(z, x) = T;¢(x), where {T;};>0 is the
semigroup associated with a specific Ornstein—Uhlenbeck process X . More precisely,
considering a complete filtered probability space (2, F, (F;)r>0, IP), supporting a Q-
Wiener process W = (W (t));>0 (for a precise definition see, e.g., [12], Definition 4.2),
X solves the SDE

[ dX(t) = AX(1)dt +dW (1), >0, o

X(0) = x.
Under Hypothesis 2.1, SDE (2.4) admits a unique mild solution, denoted by

{X(t; x)}s>0, to emphasize its dependence on the initial condition x € H, given
by

t
X(t; x) :=ex +f =4 qw(s), > 0.
0

Thanks to Hypothesis 2.1-(vi), X has continuous trajectories (see, e.g., [16], Theo-
rem 1.152). Moreover, the semigroup {7;};>0 has the explicit expression (cf. [16],
(4.50))

T f(x) == E[f (X x)] = /H FOIYN (™ x, 00Wy), f €By(H). (2.5)

In the literature (see, for instance, [11], Chapter 8), the generalized solution to (2.1)
is defined by:

v(t, x) = Mip(x) == E[p(X(1; X)) (r,=n)], >0, x € Hy, (2.6)

1 Qt_l/2 is the pseudoinverse of Qtl/z. For a definition see, e.g., [16], Definition B.1.
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where
T, :=inf{t > 0: X(¢;x) € H_}.

The purpose of this section is to show that it is possible to define a semigroup { P;};>0
that allows us to provide the mild solution to (2.1). We will also show that {P;};>0
coincides with {M,};>¢ (called restricted semigroup in [11], Chapter 8) on a suitable
space. Moreover, we will prove some regularizing properties. The idea (cf. [20-23])
is to define suitable extension operators, so that it is possible to exploit the semigroup
{T;}i>0, given in (2.5).

For any n € B,(Hy) and x € H (identified with (x1, x') € R x H’), we set

] nGaxh, x>0,
Enx) = { —n(=x1,x"), x; <O. @D

By abuse of notation, we can adopt the same symbol to denote the following extension
operator, defined for any n € B,(H4) and x € H,

n(xi,x), x>0,
Enx) =140, x1 =0, (2.8)
—n(—x1,x"), x1 < 0.

Clearly, En € By (H), in both cases.
We need to define a suitable counterpart in H’ of the semigroup {e/4},>0. This can
be easily done thanks to the following lemma.

Lemma 2.4 For eacht > 0, the operator &' leaves d H, invariant.

Proof Fix t > 0. By Hypothesis 2.1-(ii) y is an eigenvector of A*, with eigenvalue «.
Therefore, we get that, for all x € 0H,

x, 3) = (x, e F) = e¥(x,5) =0,
whence the claim.

Using the isometry between d Hy and H ', here denoted by y: dH; — H’, we can
define the family of operators S(t): H' — H’, given by

Sx =y <e“‘(o, x/)) . X eH, t>0.

It is immediate to prove that each of the operators S (1), t = 0, is linear and bounded.
We also have the following result, whose proof is omitted because it is a standard
consequence of the invariance property proved in Lemma 2.4.

Lemma 2.5 The family of operators {S'(t)}tzo is a semigroup on H'.
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Thanks to Hypothesis 2.1-(iii), also the operator Q leaves d H., invariant. Therefore,
we can define the operator Q := H' — H’ as:

Ox' =y (Q(O,x’)), x' e H.

Finally, we define
~ l ~ ~ o~
0; ::/ S(s)0S*(s)ds, t>0.
0

Thanks to the isometry y and recalling that Q € £1+(H ), it is easy to show that also
Q € ET(H ). Moreover, considering in addition to Hypothesis 2.1-(vi), we have that
O € L] (H),forallt > 0.

Remark 2.6 By Hypothesis 2.1-(ii)-(iii), we get

t
05 = / eA0e yds = g(1)y, 1> 0,
0

where

t
A
g(t) == A/ 2 ds = — (2 —1), t>0.
0 20[

We deduce that, for any x € H, x = (x1, x’), the Gaussian measure A (e’4x, Q;) can
be split as follows:

NEx, Q1) = Ni(e¥x1, g) @ N(S(1)x', 01, >0,

where the Gaussian measure on H’ is still denoted by N

The following lemma provides some useful formulas (cf. [23] for the finite-
dimensional case).

Lemma 2.7 Let us define, forallt > 0,60 € R, and & € Ry,

ot £\2 o 2
W—Q}_exp{_w”_ (2.9)

o K
C.0.8:= =5 [exp{ 250 25()

Let {T;}>0 be the semigroup givenin (2.5). Then, foranyn € By(Hy) andany x € H,

T, En(x) =/

H'

[ /R G(t,x1,&)nE, y) ds}N(Smx’, 0ndy). (2.10)
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Proof Letn € By(H,) and x = (x1, x") € H, where x; € Rand x’ € H'. Then,
T,En(x) = /H En(y) N(e"x, 0)(dy)
= /H + N1, y) N x, 0 (dy) — /H G, YIN @ x, 00)(dy)
= f , ( /O ) M, g(l))(dé)> NS@x', 0y
- /H ( /_ 000 n(=€,y) Ni(e*x1, g(t))(ds)) NES@)x', 01)(dy)

+o00 " N
= / / (/0 n(é,y/)M(e‘”m,g(t))(dS)) NS0, 00)(dy)

+00 . »
—/H (/0 (@, y" Nl(—e"’m,g(t))(d&)) N(S®x', 0)(dy")

:/ U 1 [exp{_(eatxl—s>2}_exp{_(emxﬁs)z}]n@ y/)dg]x
m LR, V2mg () 2¢(1) 2g(1) ’

x NS)x', 91)(dy)). .

We introduce, next, a family of operators on By, (H.).

Definition 2.8 Forany € B, (H,)andany x € H,, we define the family of operators
{Pthi>0 as

Pin(x) := RTiEn(x), t=0,

where Rf is the restriction of f € By (H) to H_+

Remark 2.9 Using the extension defined in (2.8), we immediately see that the family
{Ps}r>0 1s uniquely defined on functions n € B, (H.). To see this, it is enough to recall
that

N(Eex, 0)(0Hy) =0, t>0,x€eH.

Note that for this reason, while in (2.8) we choose to extend 7 to be null on d H4, one
can opt for an arbitrarily different measurable extension on the boundary of H; and
still obtain a well-defined family {P;};>0 on By (H). It is also worth remembering
that, in any case, P, is a function defined on H_+, forall ¢+ > 0.

Proposition 2.10 The family of operators { P;}i>0 is a semigroup of contractions on
By (H;). Moreover,

(i) P,(By(Hy)) C UCo(Hy) and P,(By(Hy)) € UCo(Hy), forallt > 0.
(ii) For every f € Co(Hy) and x € Hy, the map t — P; f(x), defined on [0, +00)
with real values, is continuous.
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Proof We prove, first, the semigroup property for {P;};>0. Applying the definition of
the restriction R, the fact that G, defined in (2.9), is awdd function in the second
argument, and using (2.10), we get that, for all n € By (H.),

ERT,En(x)=T,En(x), xe€ H, t>0. (2.11)
From this equality, we obtain that, for all 7, s > 0,
P Psn = Pi(RTyEn) = RT,E(RTyEn) = RT,TsEn = RTi s En = Prysn,

i.e., the semigroup property. The fact that {P:};>¢ is a semigroup of contractions
is easily deduced, as {7;};>0 is also a semigroup of contractions, operator E is an
isometry, and ”Rf”B;,(ﬁ) < Il flIBy(H), for all f € B,(H). Now we can prove the
other statements.

(i) Let f € Bb(H_+) (the proof in the case where f € B, (H) is identical). Then,
recalling that Ef € By(H) and that T;: By(H) — UC,(H), for all + > 0, we
get P, f € UCb(H_+), for all + > 0. Now, consider z = (0, z’) € dH,. Then, by
Lemma 2.7, since G(¢,0,&) =0, forall # > O and all £ € R, we get

TEf(z) = f [/R G(t,o,§>f<s,y’>ds}/v(§(r>z’,Q»(dy’)=o,
+

’

whence P; f(z) = 0. Therefore, P; f € UCO(H_+), for all r > 0.

(i) If x € Hy, the continuity in ¢ of P; f(x) follows from the continuity of 7; f (x).
If x € dH, it suffices to observe that P; f(x) = 0, for all # > 0, since f(x) =0
and thanks to point (i). O

We are now ready to show the following important result on semigroups { P;};>0
and {M t } t>0-

Proposition 2.11 On By,(H.y), the identity P, = M, holds true for any t > 0.

Proof First, we set a useful notation. For any x = (x{, x’) € Hy, where x; € Ry and
x’" € H', we can write the solution X (¢, x) to SDE (2.4) as

X, x) := (X', x1), X' (1, x)),

where X ! (¢, x1) is a stochastic process with values in R while X’ (¢, x') is a stochastic
process with values in H'. Therefore,

T, =inf{t > 0: X(t,x) € H_} = inf{r > 0: X'(#,x1) =0} =: 1.
Let f € By (H4). Then, using the tower property, we get

M f(x) =E[f (X, x)iz, 5] = ELf(X'(r, x1), X'(z, ANz, 1]
—F []E [f(Xl(t,xl), X' (1, X)Lz | X/(t,x/)]].
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Noting that X L(¢, x1) and X'(z, x') are independent (see [12], Proposition 2.12), we
have

@y -)? @y +8)?
M, f(x)=E / e MU ) pede |y = X0 )
' 0 V2rg(®) ’ ’
_ (em)rl _5)2 -~ (emxl +§)2
[ | se.naz [N G0 Goan
= 9 y 'x 9 y
a | Jo 2w g(t) '
= P, f(x). 0

2.3 Some Useful Function Spaces

In this section, we introduce some further function spaces, which will be needed in
the sequel. Let 7 > 0 and set

Bo([0, 71 x Hy) :={f € Bp([0, T]1 x Hy) s.t. f(t,x) =0, Vt € [0, T], x € dH,},
Co([0,T) x Hy) :=={f € Cp([0, T] x Hy)s.t. f(t,x) =0, Vt € [0,T], x € dH,}.

These are Banach spaces when endowed with the supremum norm and, clearly, the
latter is a subspace of the former.

Next, for § € (0, 1) as in Hypothesis 2.3, &’ denoting H, H_+, or Hy, and Y
indicating either H or R, define

Bps((0, T1 x X; YY) :={f:(0,T] x X — Y measurable, s.t. f € Bp([t,T] x X;))
Vi € (0,T) and {(r, x) — 1° f(r,x)} € Bp((0, T] x X; V)},
Cps((0,TIx X;Y):={f:(0,T] x X - Y measurable, s.t. f € Cp([t,T] x X;))
Vt € (0, T) and {(z, x) — t‘sf(t, x)} € Cp((0, T] x X; V)}.
The latter is a subspace of the former space. If ) = R, we will simply denote them

by By, 5((0, T] x X) and Cp, 5((0, T'] x X). We endow them with the following norm,
making them Banach spaces:

IflB,, i=  sup  £21f(t,0)]y.
(t,x)e(0,T1xX

If f € Cps((0, T] x X5 Y), we will write || flc, ;- We also introduce
Bg:;([O, T] x H7+) = {f € Bo([0, T] x H7+) s.t. there exists D f € By s((0, T] x Hy; H)},
Cps((0. T1x Hy) := {f € Co([0. T] x Hy) s.. there exists Df € Cp5((0, T1 x Hys H)}.

Also in this case, the latter is a subspace of the former space. We endow them with
the norm:

||f||132:{; = f g, qo,71xm7) + IPSIBYs (0.7 1% H s H) -
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2.4 Regularization Property of P,

In this section, we show the regularization property of the semigroup {P;};>0, intro-
duced in Definition 2.8, and we provide some joint time-space regularity properties
of this semigroup that will be particularly useful in the next sections.

We recall that, under Hypotheses 2.1 and 2.3, the semigroup {7} },>0 satisfies

C
IDT; flluc, ) < t—5||f||Bb(H), feBy(H), te(,T], (2.12)

for some positive constant C = Cr independent of f (see, e.g., [11], Chapter 6).

Proposition 2.12 Let f € By(Hy). Then, P, f € UCé(H_+) and there exists C > 0
independent of f such that

C
IDPf Ol = S l1f By

forallx € Hy andallt € (0, T].

Proof Let f € By(Hy). Then, Ef € B,(H) and using (2.12)

C
IDTEf lluc,H) < t—8||Ef||B;,(H)-

Recalling that P; = RT;E, we have

C C
IDP; flluc,Hy) < IDTEf|luc,H) < t_(;”Ef”Bb(H) < l_5||f||Bb(H+)~

O
Proposition 2.13 Let T > 0 and define the sets
Ip:={(s,8):0<s <t <T}, I :i={(s,):0<s <t <T}.
Suppose that Hypotheses 2.1 and 2.3 are satisfied, for some § € (0, 1). Then,
(i) Foreveryn € Bb(H_+), the function n(},: [0, T] x H_+ — R, defined as
n(},(t,x) = Pin(x), (t,x) €[0,T] x Hy, (2.13)

belongs to By ([0, T] x H_+) NCp((0,T] x H_+) and satisfies n% (t,x) =0, for
all (t,x) € (0, T1 x 0Hy. . L
(ii) Forevery Y € By 5((0, T] x Hy), the function 1/}2: Iy x Hy — R, defined as

Yo, s, %) i= Pr_s[¥ (s, )1(x), (t,s,x)€ Iy x Hy,
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is measurable and the function® w% 1[0, T] x Hy — R, defined as
t —
Y (2, x) :=/ Prs[¥ (s, )](x)ds, (z,x) €[0,T]x Hy,

0

belongs to Cy([0, ﬂx H_+).
(iii) For every n € By(Hy.), the function n}p: (0, T] x Hy — H, defined as

n};(t,x) =DPFnl(x), (,x)e (0, T]x Hy,

belongs to Cp, s((0, T] x H+;£). )
(iv) Forevery Y € By, 5((0, T] x H), the function 1#}3: I x Hy — H, defined as

Up(t,s.) = DP[Y(s. )](), (t,5.0) € I x Hy,
is measurable and the function W}, :(0,T] x HL — H, defined as

t

Yp(t, x) I=/0 DP_s[¥ (s, )](x)ds, (t,x) € (0,T] x Hy,

belongs to Cp, 5((0, T] x Hy; H).

Proof We recall, first, the definition of semigroup { P, };>¢. For any f € B,(H),
P f(x) = RL,Ef(x), x € Hy,

where E: B;,(H_+) — Bp(H) is the extension operator defined in (2.7), R is the
restriction to the half-plane H, and T} is the semigroup defined in (2.5). Recall, also,
that P, f € UCo(H, ), for all t > 0, by Proposition 2.10-(i).

To prove the properties listed above, we use the fact that semigroup {7;};>¢ verifies
the assumptions of Proposition 4.50 and Proposition 4.51 in [16].

(i) Take n € B, (H,) and consider its extension En € B;,(H). Combining Proposi-
tion 4.50-(i) and Proposition 4.51-(i) of [16], we have that (¢, x) — T;En(x) €
By([0,T] x H) N Cp((0, T] x H). Therefore, since n%(l, x) = RT,En(x) =
T,En(x), for all (t,x) € [0, T] x Hy, we get that n% € B,([0, T] x Hy) N
Cp((0, T] x H_+). Moreover, by Proposition 2.10-(i), we have that n(}, (t,x) =0,
forall0 <t <Tandx € 0H,.

(i1) Fix ¢ € By s((0, T] x H_+) and consider, for all # > 0, the extension Ey (¢, -) €
B, (H). Since

vt xi,x"), x>0,

—y(t, —x1,x"), x1 <0, (t,x) =, x1,x) € 0, T] x H,

Ey(t,x) = {
(2.14)

2 Defined to be 0 for r = 0, by continuity.
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(iii)

(iv)

we immediately deduce that (7, x) — Ev(t,x) € By((0, T] x H). Therefore,
applying [16], Proposition 4.50-(ii), we get that the map

t,s,x) > Ti—[E¥ (s, )](x), (t,5,x) €lpx H,
is measurable, and hence, noting that
YR(t,5,x) = RT,;[EY (s, )](x) = T, [EY (s, )](x), (t,5.x) € Io x Hy,

we get that 1}% is measurable. Next, combining Proposition 4.50-(ii) and Propo-
sition 4.51-(ii) of [16], we have that the map (¢, x) +— fot Ti—s[E¥ (s, -](x)ds
belongs to B, ([0, T] x H) N Cy((0, T] x H), and hence, observing that

t
WO x) = /0 RT,y[Er(s. -100) ds

t
=[ Ty [EY (s, 1000 ds, (1, x) € [0, T] x Fx,
0

we get that B, ([0, 7] x Hy) N Cy((0, T x H,). We are, thus, left to show that
wg(t, x) =0, forall (¢, x) € [0, T] x d Hy. This is obvious for ¢t = 0. Fixt > 0
and note that, by Proposition 2.10-(i), Pr—s[¥ (s, )](x) = 0, forall0 < s < ¢
and all x € d H,.. Therefore,

t
Yp(t, x) :/ Py (s, )1(x)ds =0, (z,x) €[0,T] x dH,
0

whence the claim.

Take n € Bb(H_+) and consider its extension En € B,(H). By [16], Propo-
sition 4.51-(iii), applied with G = I, U = H, and yg(t) = t~%, we have
that (t, x) — DT;En(x) € Cp5((0, T] x H; H). Therefore, since n}p(t,x) =
DRT,En(x) = DT, En(x), for all (¢, x) € (0, T] x H,, we get the claim.
Arguing as in the proof of point (ii), the claim follows applying Proposition
4.50-(iv) and Proposition 4.51-(iv) of [16], with G = I, U = H, yg(t) =
n(t) =1t79. o

Remark 2.14 Using the extension defined in (2.8), it is immediate to show that the same
results of Proposition 2.13 hold if one considers functions n € B, (Hy) in points (i)
and (iii) and functions ¥ € By, s((0, T] x H) in points (ii) and (iv), respectively.

Remark 2.15 Recall that the semigroup { P };>0 is uniquely defined on By (H;) (see
Remark 2.14). Therefore, a consequence of Proposition 2.13-(i) is that, if n € By (H),
then the function 1%, appearing in (2.13) belongs to Bo ([0, T1x H;)NCp ((0, T1x Hy).
Moreover, if n € Co(H,.), then 17(1)3 € Co([0, T] x Hy).
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3 Mild Solutions of HJB Equations

The purpose of this section is to establish the existence and the uniqueness of the mild
solution (see Definition 3.2) to the following HIB equation:

v (t, x) = %Tr[QDzv(t, x)] + (A*Dv(t, x), x)

+ F(t,x,v(t, x), Dv(z, x)), x€Hy, 10Tl 3.1
v(0, x) = ¢ (x), x e Hy,
v(t,x) =0, xe€dHy, te€[0,T],

where T > 0 is a given time horizon (which will be fixed from now on), F' and ¢ are
given measurable functions. We introduce the following assumption.

Hypothesis 3.1 The measurable functions F: [0,T] x Hy x R x H — R and
¢: Hy — R verify, for given constants L, L' > 0, the following:

(i) Foranyt € [0,T], x € Hy, y1,y2 € R, and z1, z2 € H, it results
|[F(t, x, y1,21) — F(t,x, y2, 22)Ir < L(Iy1 — y2lr + |21 — 22D)-

(ii) Foranyt € [0,T], x € Hy,y € R, and z € H, we have
|F(t,x,y,2)lr < L'(1+|ylr + |z).

(iii) ¢ € Bp(Hy).

Definition 3.2 A functionu: [0, T]x H; — Risamildsolution to HIB equation (3.1)
if

(i) There exists n & (0, 1) such that u € By} ([0, T1 x H).
(ii) Forallr € [0, T] and all x € H, the following equality holds

t
u(t,x) = Pz¢()€)+/ P _g[F(s, -, u(s,-),Du(s, -)](x)ds. (3.2)
0

The following theorem establishes existence and uniqueness of the mild solution
to (3.1), in the sense of Definition 3.2.

Theorem 3.3 Let § € (0, 1) be such that Hypotheses 2.1, 2.3 and 3.1 are satisfied.
Then, Eq. (3.1) has a mild solution u € Bg:;([O, T] x Hy), which is unique in this

space. Moreover, u is continuous in (0, T] x H_+ and Du is continuous in (0, T] x H;.
Finally, if ¢ € Cp(H), u is also continuous in [0, T] x Hy.

Proof We use the contraction mapping principle on a suitable space to establish the
claim. We consider the space % := B ([0, T]x Hy) xBp 5((0, T]x Hy; H) endowed
with the product norm given by the sum of the norms of the factor spaces. To ease
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notations, we will denote the norm of By ([0, T] x H_+) (which is the sup-norm) by

- liBg-
Let us define the operator T = (Y1, Y3) as

t
T] [M, v](tv-x) = Pl¢(-x) +/(\) Pt—S[F(Sv K M(S, ')’ U(Sa ))](.X) dS,

(t,x) €[0,T] x Hy;
t

Tolu, v](, x) := DP:¢(X)+/ DPis[F(s, -, uls, ), v(s, -)](x)ds,
0

(t,x) € (0, T] x H+.

To begin with, we need to ensure that the Y is well defined as a map from % into
itself. Let (1, v) € 4 and consider, first, the function Y [u, v]. This is the sum of two
functions belonging to Bo([0, T'] x H; ). Indeed, on the one hand, by Proposition 2.13-
(i) and Remark 2.15, P,¢p(x) € Bo([0, T] x H,). On the other hand, we readily see
that the function

(s, x):= F(s,x,u(s,x),v(s,x)), (s,x)e (0, T] x Hy, (3.3)

is Borel measurable on (0, 7] x Hy, that (s, x) — s‘sw(s, x) is bounded on (0, T'] x
H, and that, for all (s, x) € (0, T] x H,

|F (s, x,u(s, x), v(s, )R < L'(1+ [u(s, x)|r + [v(s, X))
< L'(1+ |lulls, + s °[lvll, ,)- G4

This implies that v € By s((0, T] x H4), and hence, by Proposition 2.13-(ii), the
map

t t
(I,X)H/O Pz—s[lﬂ(s,-)](X)dS=/0 Prs[F(s, - u(s, ), v(s, ))](x)ds

is measurable and belongs to By ([0, T'] x H_+).

Next, considering the function Y3[u, v] we see that the first term belongs to
B, s((0, T] x Hy; H), thanks to Proposition 2.12, and that the second term is mea-
surable, as a consequence of Proposition 2.13-(iv) (use the same i above to apply this
result). We are left to prove that this latter term belongs to B, 5((0, T] x Hy; H), a
fact that is justified by the following estimate, holding for all (¢, x) € (0, T] x Hy,
where we use once more Proposition 2.12 and (3.4):

t8

t
/ DPy[F(s. - u(s, ), v(s, D](x) ds
0

R

t
< L/Cﬁ/ (t — )70 + lullp, +s°lvlls,,) ds
0
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t t
5L/C(1+||u||B,,)t5f (t—s)_‘sds+L/Ct5||v||Bb'8v/ s70(r —5)7%ds
0 0

< LC 1t pulgyT + R0
=1-3 “1By T2 —25)

1-6
”v”B;,,(;T < 400,

where I is the gamma function.

We proceed, next, to show that Y is a contraction on 4. To this end, it is convenient
to use an equivalent norm on 4, given by the sum of the equivalent norms ||| 5,8, and
I-lg,B,.5 on Bo ([0, T'] x H,) and on By.s((0, T] x Hy; H), respectively, defined by:

Ifllgso :=  sup e PIf(t, )R,
(t,x)€[0,T1xHy
IfllgBys = sup e PP, x),

(t,x)€(0,T1x Hy

where B > 0 is a constant to be fixed later in the proof.

We want, now, to find a suitable § > 0 such that the map T = (Y1, Y2) is a
contraction on (%, ||-[lg,By + II-llg.B, ;). We start with an estimate on Y. Taking any
(1, v1), (u2,v2) € A and using that {P;};>0 is a semigroup of contractions (cf.
Proposition 2.10) and Hypothesis 3.1-(i), we have that, for all (¢, x) € [0, T] x Hy,

[Ci[ur, vi](t, x) — Yiluz, 2], X)|r

t
/(; P s[F(s, -, ui(s, ), vi(s, ) — F(s, -, ua(s, ), va(s, -))](x) ds
R
t
S /(; ”F(S, Yy MI(S, ')7 Ul(S, )) - F(S7 i MZ(S7 ')7 Uz(sv ))”Bh(Hiﬁ») dS

1
< L/O (lui(s, -) = uals, By + s °va(s, -) = vas, I, ;) ds.

Now, multiplying and dividing by e?* in the integrals appearing in the last line, we get

[T1[uy, v1]1(t, x) — Yiluz, v2](, x)Ir

t
<L / (P llur — uallg By + 5P lvi — v2llgB,,) ds
0

t t
< L(lu1 — uallgng + 01 — v2llg5,,) [(/0 o ds) v (/0 oS ds)].

Clearly | Y[u1, v1](t, x) — Y1[uz, v2]1(t, x)|r = 0 on [0, T] x d Hy, therefore,

i, vi] = Yiluz, v2llige = sup {e P [ur, vil(t, -) — Tiluz, v21(2, )y }
t€[0,T]

< LCi(B) [llur — uzllg.B, + lvi — v2llg.By;] -
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where

t t
Ci1(B) := sup {e_’gt |:</ ePs ds) v </ s 0P ds>:|}
1€[0,T] 0 0
_e B
— Sup {(l—et) \VJ </[ S_(Se_'B([_S) ds)}
1€[0,T] B 0

1 t
< -V sup /‘s*‘se*ﬂ(t*s)ds.
r€0,71J0

An immediate application of [16], Proposition 4.21-(iv) entails that C;(8) — 0, as
B — +oo.

We provide, next, an estimate on Y. Considering any (uy, vy), (u2,v2) € A

and using Proposition 2.12 and Hypothesis 3.1-(i), we have that, for all (¢, x) €
[0,T] x Hy,

[Volur, vi](t, x) — Valuz, v21(, x)|r

t
/(‘) DPI*S[F(Sa K ul(s7 ')7 V] (S’ )) - F(Sv ) MZ(Sy ‘)a UZ(S, ))](x) ds
R

t
= C/ (t - s)78||F(S7 ) ul(sa ')9 V1 (S, )) - F(S7 * M2(S, ')1 U2(S1 ))”Bb(m) ds
0
t
< Lc/ (t =) (lur (s, ) = uals, gy +5 7" fJur(s, ) = v2(s, )g,,) ds.
0
Now, multiplying and dividing by e?* in the integrals appearing in the last line, we get

[Voluy, vil(t, x) — Yaoluz, v21(t, X)|r

t
<LC f (6 — )7 (e lus — uallpp + 5705 o1 — vallpm,,) ds
0

< LC(llur —u2llp.By + lvi — v2ll.B,5)

t t
X [(/ (t —s) %P ds) Vv (/ (t —s5) 05 0P ds>i| .
0 0

Therefore,
1T2[ur, vi] — Yaluz, v21llg.B,.
= sup {e P alur, v11(t, ) — Taluz, v21(2, )i, }
1€[0,T]
< C2(B)LC [llur — u2llg.By + llvr — v2llp.By ;] -
where

t !
Co(B) :== sup {<t5/ (t —5) % PU=D ds) v (15/ (t —s) 050 PUm®) ds)} .
1€(0,T) 0 0
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Applying [16], Proposition 4.21-(iv) and (v), we get that C(8) — 0, as B — +o00.
By the reasoning above, there exists Sy > 0 such that for 8 > By we have
1Ty [ur, vil — Yiluz, v2lllg.Be + 1 T2lur, vil — Valuz, v21llp,B,.

< = [lur —u2llg.By + llvr — v2llg.B, 5] -

N =

which entails that Y is a contraction and, therefore, that it has a unique fixed point.

The first component of Y provides the unique mild solution of (3.1). Indeed, by
Proposition 2.12 and Proposition 2.13, we get that, for every (u, v) € 2, the function
Y'1[u, v] is Fréchet differentiable and (Y [u, v](z, x), h) = (DY[u, v](t, x), h), for
any (t,x) € (0, T] x Hy and any i € H. Therefore, denoting by (u, v) € 4 the fixed
point of Y, which satisfies Y[u, v] = (u, v), we immediately obtain the following
facts: v(¢, x) = Di(t, x), forall (¢, x) € (0, T] x Hy; it belongs to Bo([0, T x H,);
u is Fréchet differentiable, with Du € By s((0, T] x Hy; H), which implies that
it € By 5(10, T x Hy); i verifies (3.2). Hence, by Definition 3.2, i is a mild solution
to (3.1).

Furthermore, uniqueness easily follows noting that any other solution u* €
B‘,j:;([o, T] x H,) must be equal to the first component of the fixed point of Y in
A, i.e., it must hold that u™ = u.

The continuity of the solution and of its derivative follows exactly with the same
argument of [16], Theorem 4.149-(ii), exploiting the definition of semigroup {P;};>0
and that semigroup {7;};>0 has a regularizing effect for ¢ > 0.

To deduce the last assertion, we proceed as follows. Let (¢, x), (t9, xo0) € [0, T'] x
H and assume, without loss of generality, that #y < ¢. Then, recalling (3.3), we have
that

t
lu(t, x) — u(to, x0)| < |Prp(x) — Py (x)| + | Py (x) — Pryp(x0)| +/ [Pr—s¥ (s, x)|ds
[l
10 fp ’
+/0 [Pr—s¥ (s, x) — Pry—s¥(s, x)|ds +/0 [ Pry—s ¥ (s, x) — Pry—s ¥ (s, x0)| ds.

The result follows from the continuity of ¢ and of semigroup { P, };>0 with respectto 7,
from Proposition 2.10, and from an application of the dominated convergence theorem.

4 Strong Solutions of HJB Equations

In applications to optimal control, it is useful to know that mild solutions to an
HIJB equation can be approximated by regular solutions, where by regular we mean
smooth enough to apply the Itd or the Dynkin formulas. Solutions constructed by this
approximating procedure are called strong solutions (see Definition 4.3 for a precise
statement).

The idea is to approximate mild solutions to (3.1) with classical solutions in
UC%(H ). However, it is well known that UCl%(H ) is not dense in UC,(H), when
dim(H) = 400 (since unit balls are not compact in this case). As a consequence, we
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cannot hope for uniform convergence and we need to resort to a different concept of
convergence.

We follow the approach of [16], Section 4.5 and introduce /C-convergence (cf. [16],
Definition B.56 and Definition 4.131).

Definition 4.1 Let X denote H, H_+, or Hi. A sequence (f;;)neNn C Bp(X) is said to
be IC-convergent to [ € Bp(X), and we will write f = IC — lim,— o0 fi, if:

(1) sup,enllfnllB,x) < 00;
(i1) limy— oo SUp, x| fu(x) — f(x)| = 0, for any compact set K C X

Similarly, a sequence (f,)nen C Bp([0, T] x X) is said to be K-convergent to
f € Byp([0, T] x X) and we will write f = IC — lim,—, o0 f3, if:

(1) sup,enllfallBy0.71xx) < 00
(i1) 1im,— 00 SUP(; x)e[0.77xk | fn(t, X) — f (2, x)| = O, for any compact set K C X

Finally, for § € (0, 1), we say that a sequence { f,}nen C Bps((0,T] x X) K-
convergesto f € By s((0, T]x X), and we write f = K—lim,— oo f5 in By s ((0, T'] %
X), if:

(@) supenll fullBy s0.71xx) < 400;
(i) limp— o0 SUP(; vyefyx K 8] fu(t, x)— £ (1, x)| = 0, forall compactsets Iy C (0, T']
and K C X.

To give the definition of classical solution, we need to introduce the space
UC, " (Hy) :={f € UCj(Hy): A'Df € UCy(Hy; H), D* f € UC,(Hys L1(H))}.
In this space, we introduce the norm

”f||UC§~A(H+) = | flluc,ayy + IDflluc, a5y + IA*D f lluc, (v, 1)
+ sup [D* £ ()l 2, -

X€H+

D_eﬁnition 4.2 Let g be a given Borel measurable function. A function u: [0, T'] x
H, — Ris a classical solution to

v (t, x) = %Tr[QDzv(t, x)] + (x, A*Dv(z, x))

+ F(t,x,v(t,x),Dv(t,x)) + g(t,x), xe€ Hy,te€ (0, T], 4.1)
v(0, x) = ¢ (x), x € Hy,
v(t,x) =0, x €dHy, t €[0,T],

if:
() u(-,x) € C'([0, T, forall x € Hy;

(ii) u(r,) € UC;™(Hy), for any ¢ € [0, T, and sup,(o 7 llu(r, Mucagm,) <
+00;
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(iii) u € Co([0, T] x Hy);
(iv) Du, A*Du € Cp([0, T] x Hy; H) and D*u € Cy([0, T] x Hy; L1(H));
(v) u satisfies (4.1) for all (¢,x) € [0, T] x Hy.

We are now ready to introduce the concept of strong solution mentioned at the
beginning of this section. Recall that the aim is to show that mild solutions to (3.1)
can be approximated, in the sense of K-convergence, by classical solutions. Solutions
to (3.1) constructed by this approximating procedure are called /C-strong solutions.

Definition 4.3 We say that a function u: [0, T] x H, — R is a K-strong solution
to (3.1) if:

(i) There exists n & (0. 1) such that u € B’} ([0, T x Hy);

(ii) There exist three sequences {un}nen C Co([0,T] X Hy), {$n}uen C
UC; ™ (Hy) N Co(H7), and {gu}nery C Bps((0, T1 x Hy) such that:

(a) Forevery n € N, u,, is a classical solution (in the sense of Definition 4.2) to

v (t,x) = %Tr[QDzv(t,x)] + (x, A*Dv(t, x))

+ F(t,x,v(t,x), Dv(t,x)) + g,(t,x), xe€ Hy, t€(0,T], 4.2)
U(O,X) = ¢n(x)7 X € H+,
v(t, x) =0, x€dH,, te[0,T];

(b) Tt holds

K—lim, 0oy = ¢, in By(H4),
K—lim,o08n =0,  inBps((0, T] x Hy),
K—lim,_ ol = u, in By ([0, T] x Hy),
K—lim,_, ooDu, = Du, in By 5((0, T] x Hy; H).

Theorem 4.4 Let § € (0, 1) be such that Hypotheses 2.1, 2.3 and 3.1 are satisfied. Let
u be the mild solution to (3.1) and define

ft,x):=F(,x,u(t,x),Du(t,x)), (t,x)e 0, T]x Hy. “4.3)

Suppose that ¢ € C,(H) and that f is continuous on (0, T] x H.
Then, the function u is a K KC-strong solution to (3.1), which is unique among all
solutions in By 3 ([0, T1 x H).

Proof We note, first, that u is continuous both in [0, 7] x Hy and in (0, T'] x H_+,
thanks to Theorem 3.3, and that f is bounded, thanks to Hypothesis 3.1-(ii).

To prove the theorem, we need to provide the sequence {u, },cn of classical solu-
tions to (4.2) that approximate the mild solution u to (3.1). To do so, we construct
approximating sequences { f;, },en and {¢, }nen for f and ¢, respectively.

Let us fix an orthonormal basis £ C D(A*) of H (this can always be done, as
D(A*) is dense). Since y € D(A™), we can choose € so that y € £. We denote by w;,
Jj > 2, the other elements of £. Recall that we can identify any element x € H with

@ Springer



Journal of Optimization Theory and Applications (2023) 198:710-744 731

the sequence of Fourier coefficients (xx)reny With respect to the orthonormal basis .
Let us denote, for each n € N, the orthogonal projection P, onto Span{y, wa, ..., wy,}
(clearly, P; denotes the projection onto Span{y}) and let us define the maps I[1,,: H —
R*and Q,,: R* — H as

n
IM,x := (x1,...,xp), On(x1, ..., xp) :=x1y + ijwj.
j=2

Note that P, = Q, o I1,. Let us also consider, for each n € N, a family of C*
symmetric mollifiers n}: R* — R, k € N, with support in the ball centered at the
origin with radius %

We approximate ¢, first. Since the behavior of ¢ on d H; is not known, we do not
directly define regularizing convolutions for ¢, but rather for some approximations of

this function. First, we extend ¢ to be equal to O for all x € d H,.. Then we define, for
each h € N, the functions

o) = Pnxr.x) = g1 )y (). x € Hy,

where, for any ¢ > 0, x. € C®°(R) is a function taking values in [0, 1], such that
xe(2) = 0,if z < g, and x.(z) = 1, if z > 2e. We define, for all x € H and for each
h € N, the following regularizing convolutions of the functions E én, where E is the
extension operator introduced in (2.7),

Y (x) = /R E¢n(Qn2)n} (Myx — 2)dz = /R E@n(Pux — Qu2)n} (2) dz.
We immediately obtain that, for all k, h,n € N,

1 By < IE@nllsycy < 1By (a,) < +oo. 4.4)

Moreover, we can easily show that v, vanishes on d H,. Indeed, for all x € 9 H
and recalling that we chose the mollifiers to be symmetric, we have that

V() = /% E¢n(Pyx — 0, 2)n} (z) dz
n
:/ / E¢n (Z(Xj —Zj)w; —zd)n,’j(zl, o zn)dzy - -dzy
Rr—1 JR j:2
O ~
:/ / Gn (=21, X2 =22, s X — Z) ML (205 -+ o5 Zn) d21 - - - dzy
Rr=1 J _00

+o00
—/ ./ On (21, %2 =22, Xy — Z0) Mg (215 -, Z0) dzy - - dzy
Ri-1 Jo

+o00
:/ 1/ ¢h(Zl’x2_12a~--7xn_Zn)nZ(Zla---,Zn)dzl"'dZn
R=1JO
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+o00
—[ 1 On (21, X2 =22, oo, X — 2) M (21, - -, Zp) dzp - - -dz, =0,
Ri-1 Jo

4.5)

Let us define, for all &, n € N, the functions &, ,(x) = Eah(an). Clearly, lﬂ;:’h
and &, , can be also seen as functions depending on n real variables. Therefore, by
standard facts on convolutions (see, e.g., [15]), we have that, for all k,h,n € N,
‘/flzl,h € C°(IR") and that, for any &, n € N, the sequence {wg’h}keN converges to &, ,
uniformly on compact subsets of R”. Next, for each i, n € N, we take k(h,n) € N

such that
1

sup |¢]l:(h,n),h(x) — &) < =
xeH n

|x|<n

and we set ¥y, , 1= wl?(h,n),h' We have that, for any compact set K C Hy,any h € N,
and any n > sup, g |x/,

Sup | ¥p . (x) — Edp(x)| < Sup|Wn.n(x) — &rn(x)] + sup|&n.(x) — Egp(x)|

xekK xekK xekK

1 ~
< — +sup|épn(x) — dp(x)l,
n xekK

where we used the fact that Eah x) = ¢~>h (x), for all x € H;. From this estimate,

observing that the set {P,x: x € K, n GNN} C H is relatively compact (cf. [16],
Lemma B.77) and using the continuity of ¢, and (4.4), we get that, for each i € N,

K—lim,oo¥nn = p,  inBy(Hy).

Finally, taking the diagonal sequence

¢n(x) 1= Yp,n(x), X € H_+, n €N,
we easily have that
K—lim, 0oy = ¢, in By(H4),
and, applying (4.5), we get that ¢,, € Co(H,), foralln € N.

We now turn our attention to the approximation of f, which may not belong to
Co((0, T] x Hy), due to the singularity at + = 0 and the fact that the behavior of f
on d H is not known. For this reason, also in this case we define, first, regularizing
convolutions for some approximations of f. First, we extend f to be equal to O for

all (¢, x) € (0, T] x d H;. We start approximating f in space, by defining, for each
h € N, the functions

S, x) = fult,x1, ) = £ xn D)y (), () € 0.T1x Hy.
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Next, we approximate in time by defining, first, the following extensions, for each
heNandx € Hy,

3 | e x), ifO<t<T,
Satt:x) = {fh(T,X), ifr>T,

and then by introducing, for each /i € N, the approximations

Jult.x) = xy (OF,(.x). (1.x) € R x Hy.

Note thzg, foreach h i\l , fn 1s continuous on LO, T]x H_+ and vanishes on dH,,and
hence, f, € Co(R x H). This entails that E f, € C,(R x H) (where E fj, is defined
as in (2.14)), which allows us to define, for each & € N, a sequence { fj, »}nen such
that

K=1lim, oo frn = Efp, inBy(R x H).

Such a sequence can be constructed proceeding in a similar way as in the first part
of this proof, by choosing for each n a suitable family of C*> mollifiers (see also the
proof of [16], Lemma B.78). In particular, this sequence can be chosen so that

~ 1
sup | fun(t, x) — E fn(t, Pyx)| < —. (4.6)
(t,x)eRxH n
[tl+|x|<n

We consider, next, the diagonal sequence { fj »}nen. Using again the fact E¢p = ¢
on H,, we have that, for any compact subsets Iy C (0,7], K C H;, and any

n > sup; verxk il + x|}

sup 22| fn(t, x) — (2, %)]

(t,x)elyx K

< sup  Clfunlt,x) — Efy(t,x)|+  sup  ClEf(t,x) — f(t,x)]
(t,x)elpx K (t,x)elpx K

= sup  Olfunt,x) = fut, 0+ sup O f(x) — f(, 0] (47)
(t,x)elpx K (t,x)elpx K

Observe that, by construction, the sequence {ﬁ, }nen KC-convergesto f onBy 5((0, T']x
H). Indeed, thanks to the definition of fj,, fh converges to f uniformly on compact
subsets of (0, 7] x H4,as h — +00. Therefore, the last term in the second line of (4.7)
converges to 0. To deal with the first term, instead, we note that, if n is large enough,
then f,(¢,x) = f(t,x), for all (z,x) € Ip x K. Therefore, applying also (4.6), we
have that
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sup 1) fun(t,x) — fu(t, %)

(t,x)elyx K
< sup Ol fun(t,x) — fult, Pax)| 4+ sup 2] fu(t, Pax) — fult, X)|
(t,x)elpx K (t,x)elpx K
S
sup t ~
<= 4+ sup A1f, Pax) — £, 3))
n (t,x)elyx K

and, thus, noting that the set {(¢, P,x): t € Iy, x € K, n € N} C R x H is relatively
compact (cf. [16], Lemma B.77) and using the continuity of f, we get that

K_limn%oofn,n = f, in Bb,é((O» T] x H+)~

From now on, let us simply denote the diagonal sequence { f;; »}nen by { fn}nen.
Let us define, next, the approximating sequence {u,},cn as follows:

t
n (1, x) == Pu(x) + /0 Pl fuls. 91000 ds, (1, x) € [0, T] x Hy.

We note, first, that u, (0, x) = ¢, (x), for all x € H,, and that, as a consequence of
Proposition 2.13 (i)-(ii) (see also Remark 2.15), u;,, € Co([0, T] x H_+), and hence,
point (iii) of Definition 4.2 is verified. Arguing as in the proof of [16], Theorem 4.135,
we deduce that, for each n € N, ¢, € UCZ’A(HJr) and that, for each t € (0, T'],

fa(t, ) € UC; ™ (H). Therefore, by [16], Proposition B.91, we deduce that points (ii)
and (iv) of Definition 4.2 are satisfied.

Next, following the same reasoning of Step 2 of the proof of [16], Theorem 4.135,
we get that also points (i) and (v) of Definition 4.2 are verified, by choosing g, (¢, x) :=
F(t,x,u,(t,x), Du,(t,x)) — fu(t, x). Hence, u, is a classical solution to (4.2), for
alln e N.

We are left to check the convergences of the three sequences {u,},eN, {¢n}neN,
{gn}nen and that u is the unique C-strong solution to (3.1). This can be done exactly
in the same way as in Step 3 of the proof of [16], Theorem 4.135.

5 Application to a Control Problem with Exit Time

In this section, we discuss an exit-time optimal control problem. In particular, we
study the associated HIB equation and we provide a verification theorem and a result
concerning optimal feedback controls.

Fix T > 0, a real separable Hilbert space E, and a complete and separable metric
space U, representing the control space.

We consider a fixed complete filtered probability space (2, F, F := (Fs)sef0,771. P),
where filtration F satisfies the usual assumptions, supporting a cylindrical Wiener
process W = (W (s))sef0,7] on E. We introduce also the following set of admissible
controls

Ugg = {u:[0,T] x Q@ = U s.t. u = (u(s))seqo,7] is F-progressively measurable}.
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For any fixed t € [0, T') and any u € U4, we consider the SDE

5.1)

dX(s) = [AX(s) + b(s, X(s), u(s))]ds + JOAW(s), s € [t, T,
X(t)=x € H.

The following assumption will stand from now on.

Hypothesis 5.1 (i) A and Q satisfy Hypotheses 2.1 and 2.3, for some § € (0, 1);
(i) b € Bp([0, T] x H x U; H), is continuous in (t, x) uniformly with respect to u,
and satisfies

sup |b(s’x1’ M) - b(sa-xQ.a M)| 5 Lbl'x] - -lev V-xla X2 € H. (52)
s,u€l0,TIxU

Under these assumptions (see, e.g., [16], Theorem 1.152), forany s € [0, T),x € H,
and u € Uy, SDE (5.1) admits a unique mild solution X = (X(s; ¢, x, w))sepz, 7] (in
the sense of [16], Definition 1.119) in the class of processes

Ho(t, T; H) :={Y: [t, T] x Q — H progr. meas., s.t. sup E|Y(S)|2 < +00}.
selt,T]

Moreover, X has continuous trajectories and verifies, for some constant C > 0,

E| sup [X(s)*| <C+ |x).
selt,T]

In what follows, we will denote this solution by (X (s))se[s, 7], When no confusion
can arise.

The aim of the optimal control problem is to drive the dynamics of the state process
X, by choosing a control u € U,y to minimize the cost functional J: [0, T] x H_+ X
Uzq — R defined, forall € [0, T], x € Hy,u € Uy, as

T At
J(t,x,u) :=E |:f (s, X(s;t,x,w),u(s))ds + 17 (X (T; ¢, x, u))i| ,
1
(5.3)
where 7 := inf{s > ¢: X(s;¢,x,u) € H_}.
The following assumption will be in force in the remainder of the paper.

Hypothesis 5.2 (i) The running cost function £: [0, T1x Hy x U — R is measurable
and bounded on [0, T1x Hy x U. Moreover, it is continuous in (t, x) € [0, T]x Hy,
uniformly with respect tou € U.

(i) ¢ € Cp(Hy).

The value function of the optimal control problem is:

V(t,x)= inf J(¢,x,u), (t,x) € [0,T] x Hy. 5.4)

ueuad
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Remark 5.3 Clearly, t is an F-stopping time and depends on 7, x, and the control u.
However, we will omit this dependence to ease notations.

We can associate to the exit-time optimal control problem introduced above an HIB
equation, that the value function V is expected to satisfy.
To start, let us introduce the current value Hamiltonian

Fev(t, x, p,u) :==(p,b(t, x,u)) + €(t, x, u),
(t,x,p,u) €[0,T] x HL x H x U, (5.5)

and the Hamiltonian

F(t,x, p) = in{/ Fey(t,x,p,u), (t,x,p)e[0,TI1x Hy xH. (5.6
ue
The HIB equation associated with the optimal control problem (5.4) is:

v, x) + %Tr[QDzv(t, x)] + (A*Du(t, x), x)

+ F(t,x, Do(r, x)) =0, x€Hy te[0.T), (57
(T, x) = ¢(x), x € Hy,
v(t, x) =0, X €dH., 1 €[0,TI.

Remark 5.4 Note that, while Eq. (3.1) corresponds to an initial value problem, here
Eq. (5.7) is associated with a terminal value problem, which is a more natural formu-
lation for an optimal control problem. It is clear that all the results in Sects. 3 and 4 can
still be applied, simply by reversing time. To be more precise, we give the following
definition.

Definition 5.5 A function v: [0, T] x Hy — R is a mild solution (resp. KC-strong
solution) to the HIB equation (5.7) if the function z(¢, x) := v(T —t,x), (t,x) €
[0, T] x H_+ is a mild solution (resp. KC-strong solution) to (3.1) in the sense of
Definition 3.2 (resp. Definition 4.3).

We want now to verify that the HIB equation (5.7) has a unique mild and /C-strong
solution. To do so, we need to check that the Hamiltonian F verifies appropriate
assumptions.

Proposition 5.6 Under Hypothesis 5.2-(i), the Hamiltonian F is a measurable function
and satisfies Hypothesis 3.1-(i)-(ii). Moreover, F is continuous on [0, T] x Hy x H.

Proof Since Fcy is clearly a measurable function and U is separable, it follows that
F is a measurable function, too. L
To check Hypothesis 3.1-(i), let (¢, x) € [0, T] x H+ and p;, p» € H. Then,

|F(t,x, p1) — F(t,x, p2)| < sup{{b(t, x,u), p1 — p2)} < |bleclp1 — p2I.
uel
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Finally, to check Hypothesis 3.1-(ii), let (t, x) € [0, T] x H, and p € H. Then,
[F(t, x, p)| < |bloolpl + |€]o.

To establish the continuity of F consider (f,x, p) € [0,T] x Hy x H and a
sequence (t,, Xn, pn) — (t, x, p). Then,

|F(tws Xn, pn) — F(t, x, p)| < |bllcc|pn — P+

+ Sup{|<b(tn’xna M), p) - <b(tvx’ u)’ p) +E(tnv-xl17 M) - K(t’-x? M)|},
uel

and hence the left-hand side tends to 0, since b and £ are continuous in (#, x), uniformly
with respecttou € U.

Theorem 5.7 Equation (5.7) has a unique mild and IC-strong solution in the sense of
Definition 5.5.

Proof First of all, we observe that, thanks to Assumption 5.2-(ii), the terminal cost ¢
satisfies 3.1-(iii). Moreover, by Proposition 5.6, the Hamiltonian F satisfies 3.1-(i)-(ii).
Finally, QO and A verify Hypotheses 2.1 and 2.3, thanks to Hypothesis 5.1.

Therefore, we can apply Theorem 3.3 and conclude that Eq. (5.7) has a unique mild
solution in the sense of Definition 5.5.

Finally, since ¢ € C,(H4) by Hypothesis 5.2-(ii) and F' is continuous on [0, T'] x
H , x H thanks to Proposition 5.6, we can apply Theorem 4.4 to deduce that Eq. (5.7)
has a unique /C-strong solution in the sense of Definition 5.5.

Our next aim is to establish a verification theorem. To do so, we need to show that
the following fundamental identity holds.

Lemma 5.8 Suppose that Hypotheses 5.1 and 5.2 hold. Let v be the unique mild and
IC-strong solution to (5.7). Then, for everyt € [0, T], x € Hy, and a € Uy, it holds
that

v(t,x) = J(t,x,u)

TAt
—E/ [Fey (s, X(s), Du(s, X(s),u(s))) — F (s, X(s), Dv(s, X(s)))]ds,
t
(5.8)

where X = (X (s; t, x,W))se[s, 1] IS the mild solution to (5.1).

Proof Let z(t,x) :=v(T —t,x), (t,x) € [0, T] x H_+, so that, according to Defini-
tion 5.5,z € B%([O, T] x H_+) is the unique /C-strong solution to (3.1), in the sense
of Definition 4.3.

Therefore, there exist three sequences {z,}nen C Cp([0, T1 x Hy), {@n}nen C
UCi’A(H_Q, and {gn}nen C Bps((0, T] x Hy), such that, for everyn € N, z, is a
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classical solution to (4.2), in the sense of Definition 4.2. Moreover, we have that

K—lim,_ 0o¢p = ¢, in By (Hy),

K—lim, 008y =0, inBps((0,T] x Hy),
K—-limys0zn =2z,  inBp([0,T] x Hy),
K—lim, Dz, = Dz, in By 5((0, T]1 x Hy; H).

It is clear that (5.8) holds for any ¢ € [0, T'], whenever x € d H,. Indeed, in this
case T = t, P-a.s., and both the left- and the right-hand sides of (5.8) are equal to O.
Therefore, we can restrict our attention to the case where (¢, x) € [0, T] x H.

We show, first, that (5.8) holds for the functions v, (¢, x) := z,(T —t, x), (t,x) €
[0, T] x Hy. It is clear that, for all n € N, v, and z, enjoy the same regularity
properties, as listed in Definition 4.2, and that v,, satisfies

orvu(t, x) + %Tr[QDZU,,(t, x)] + (x, A*Duv, (¢, x))

+ F(tv-xv Un(tv-x)vDUn(tvx)) +gn(t7x) - 07 X € H—‘rv t S [Ov T)v
Un(T,.X') = ¢n(x)a X € H+,
vn(t, x) =0, x€dH, t €[0,T],

where 9; denotes the time derivative. It is also clear that
K—lim, - cov, = v, inB, ([0, T] x Hy),
K—1lim,,_, 5oDv, = Du, in By s([0, T) x Hy; H),

where?

Bys([0, T) x Hy; H)
= {f:[0,T) x Hi — H, st. f(T —-,-) € Bys((0, T] x Hy; H)}.

Thanks to these facts and to Hypothesis 5.1, we can apply the Dynkin formula
of [16], Equation (1.109) to the process (v, (s, X (5)))seps,7- For € > 0, let us define
the stopping time 7, := (t — ¢) V t. Then,

Elv, (T A te, X(T A )] = v (£, x)
T Ate
+ E/ [3rvn (s, X () + (X(5), A" Duy (s, X(5))) + (Dup(s, X(s)), b(s, X(5), u(s)))] ds
t
T Ate 1
+ IE/ ETr[QDzun(x, X(s))]ds
t

T Ate
= IEf (D, (s, X(s)), b(s, X(s), u(s)))ds
t

T Ate
—E/ [F(s, X(s), Dup(s, X(5))) + gn(s, X(5))] ds. 5.9
t

3 For more details on this function space, see ([16], Definition 4.24).
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Clearly, on {T < 1.} we have that T A 7, = T, whence X(T A1) = X(T) € Hy,
and vy (T A 7, X(T A 7)) = 0o (T, X(T)) = ¢(X(T)).
Therefore, we have, P-a.s.,

Elv, (T Ate, X(T AN te))] = E[d7 <, v0 (T A te, X(T A 1) + E[d751, 0, (76, X(26))]
= IE[1T<'i:5¢n (X(TH+ E[szrs v (T, X(76))].

Taking into account this equality, adding J (¢, x, u) on both sides of (5.9), and rear-
ranging the terms, we get

T AT
vn(t, x) = J (1, x,u) + E[17 < {¢,(X(T)) — ¢(X(T))}] + IE/ gn(s, X(s))ds
t
T AT,
- ]E/ [Fev (s, X(5), Dua(s, X(5)), u(s)) — F(s, X(5), Dva(s, X(s)))] ds
t

+ ]E[ITZTg U (T, X(Te))].

Using the [C-convergences previously recalled and the dominated convergence theo-
rem, we can take the limit as n — +o0 in the last equality to get

v(t,x) =J(, x,u) + E[l7>, v(te, X(1))].

TATe
- ]E/ [Fev (s, X(s5), Du(s, X(s)), u(s)) — F(s, X(s), Du(s, X(5)))] ds.
t

To conclude, it suffices to observe that t, — t, P-a.s., as ¢ — 0, and that X(7) €
dHy,andhence E[17>,v(t, X(7))] = 0. Therefore, using the monotone convergence
theorem and the dominated convergence theorem, we get the claim taking the limit as
& — 0 in the last equality.

We can now state a verification theorem. Its proof is standard and a straightforward
consequence of Lemma 5.8; therefore, we omit it (for more details, see, e.g., [16],
Theorem 2.36).

Theorem 5.9 Suppose that Hypotheses 5.1 and 5.2 hold. Let v be the mild and IC-strong
solution of (5.7). Then,

v(t,x) < V(t,x), Y(t,x)el0,T]x Hy.

Suppose, moreover, that w* € U,y is such that, for fixed (t, x) € [0, T] x H_+ the
pair (X*,u*), where X* := (X (s; t, x, 0*))scs, 1], Verifies

u*(s) e argmi[rjl Fcov (s, X*(s), Dv(s, X*(5)), u), (5.10)

for almost every s € [t, T and P-a.s. Then, the pair (X*, u*) is optimal at (t, x) and
v(t,x) = V(t,x).
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We conclude our paper with a final result concerning optimal feedback controls,
which is a corollary of Theorem 5.9.

Let v be the unique mild and KC-strong solution to (5.7), and let us define the
set-valued function

D, x) = argmilrjl Fey(t,x,Du(t,x),u), (t,x)e (0, T)x Hy. (5.11)
ue

Function @ is the feedback map for our optimal control problem, and the associated
closed-loop equation is the stochastic differential inclusion
dX(s) € [AX(s) + b(s, X(5), (s, X(5))]ds + VO AW(s), s € [1, T],
X(t)=x € H.

Here is our final result. Its proof is omitted, since it is a direct consequence of
Theorem 5.9 (for more details, see, e.g., [16], Corollary 2.38).

Corollary 5.10 Fix (t,x) € [0, T) x H_+ and let v be the unique mild and K-strong
solution to (5.7). Suppose that Hypotheses 5.1 and 5.2 hold and assume that, on
[t,T) x H_+, the feedback map ®, defined in (5.11), admits a measurable selection
¢;: [t, T) x Hy — U such that the closed-loop equation

{dX(s) =[AX(s) + b(s, X(5), p: (s, X(s))]ds + /O dW(s), s € [t, T1,
X)) =x,

(5.12)

has a mild solution (in the sense of [16], Definition 1.119), denoted by Xy, =
(X, (55 1, %))s5els,1]- Definealsong, := (g, (s))sefr, 71, whereug, (s) = ¢y (s, X, (5)).

If ug, € Uyq, then the pair (uy,, Xg,) is optimal at (¢, x) and v(t, x) = V(t, x).
Moreover; if ®(t, x) is always a singleton* and the mild solution of (5.12) is unique,
then wy, is the unique optimal control.

Example 5.11 We consider here a simplified version of the spatial economic growth
problem of [6] in a stochastic and finite-time horizon setting (see also [5], [7], and
[17]). We provide this example as a motivation for our paper and for future research
in exit-time optimal control problems and optimal control problems with state space
constraints, as explained in the Introduction. Indeed, as we will see in a moment, our
example is related to both kind of dynamic optimization problems, and it is formulated
in a slightly more general setting than the one of Sect.5. This will give us the chance
to point out possible future developments of our research. In the following, we denote
by S! the unit circle, and we set H := LZ(SI), that is, we consider H to be the set of
square-integrable functions on S'.

We present, first, a finite-time horizon version of the model studied in [6], which
is formulated in a deterministic setting. In this paper, the state variable is the capital
stock k(z, &) and the control variable, which is assumed to be non-negative, is the

4 This happens, e.g., when b is linear and ¢ is quadratic and strictly convex.
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consumption flow c(, £); both variables depend on time ¢ € [0, T], where T > 0
is a fixed time horizon, and on the spatial position & € S!. Given suitable bounded
measurable data A: S! — Ry, ko: St — Ry, and t € [0, T], we consider the state
equation

32
dk(s, &) = [@k(&f) + A)k(s, §) — C(S,é)} ds, (s.§) € (1, T] x S', (5.13)
k(t,§) =ko(§), £eSh

We call k-K0-¢ the unique solution to such state equation. We require the state to satisfy
the constraint k(s, -) € Hy, forall s € [¢, T], where

2
H, = {k e L(ShH: f k(E)y(€) dE > 0} , (5.14)
0

and y is a strictly positive eigenvector (unique up to a multiplication by a scalar,
as explained in [7], Section 4) associated with the operator L: D(L) C L2(Sl) —
L2(S!), defined as

32
[LkI(§) = @k@) +A@®KE), xeSh

The objective functional to be maximized in this finite-time horizon setting is:

T 2
Jolt, koj ©) = / / Uo(s, K40 (5, £), (s, £))ds, 1 € [0, T],
t 0

where Up: [0, T] x R x R4 — R is a suitable running gain function and controls ¢
are chosen in the set

AL (1 ko) == {c € L'((t, TT; LA™ [0, +00))): k"*0(s, ) € Hy, foraa.s € (1, T]},
where the dependence of this set on (¢, ko) € [0, T] x Hy, is due to the fact that the
solution to (5.13) depends on this pair.

If we assume that Uy (s, k, ¢) > 0 everywhere and that Uy(s, k, 0) = O for all
s € [0, T], k € R, then the state constrained problem above is equivalent to an exit-

time problem from the half-plane H, defined in (5.14). To see this equivalence, let us
define the objective functional associated with the exit-time problem:

TNt
J (2, ko; ©) 2=/ Uo(s, k(s,§),c(s,8))ds, te€[0,T],
t
where controls ¢ are chosen in the set Ll]oc ((t, T1; L2 (SI; [0, +oo))) and
T :=Iinf{s € (¢, T]s.t. k(s,-) € 0H+}.

Letus fix t € [0, T] and k9 € H4+. On the one hand, if ¢ € AaDd (t, ko), then a fortiori
c is admissible for the exit-time problem and t > T. Therefore, the functionals Jy
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and J coincide for all ¢ € Afd (t, ko), and hence, the value of the state-constrained
optimal control problem is not greater than the value of the exit-time problem. On the
other hand, let us consider an arbitrary control ¢ € L}OC ((t, T1; L3S [0, ~|—oo))) and
the constant control equal to zero, denoted by 0, which verifies 0 € .Afd(t, ko). Let T
be the first time at which the solution to (5.13) with control ¢ reaches the boundary of

H_ and let ¢ be the following control, for s € (¢, T,

. Je@s),ifs <T AT,
C(S)'—{o, ifs >t AT.

Then, ¢ € AaDd (t, ko), and it is also admissible for the exit-time problem. Using the
assumptions on Uy, we can immediately show that the functionals Jy and J coincide
with this control and hence that the value of the exit-time problem is not greater
than the value of the constrained optimal control problem. Thus, the two optimization
problems are equivalent.

The exit-time optimal control problem can be formulated in an infinite-dimensional
stochastic setting as follows. We call the state variable X (s) := k(s, -) and the con-
trol variable u(s) := c(s, -). We consider a cylindrical Wiener process W, as in the
beginning of this section, Q € ET(H ), and we suppose that X satisfies

{dX(s) = [LX(s) — u(s)lds + VO dW(s), s € [t, T}, .15

X(1) = x e L3(SH.

Equation (5.15) is precisely of the form given in (5.1). We preferred to denote by L
(instead of A) the operator associated with the linear part of this SDE to maintain the
standard notation of datum A in (5.13), which is related to the economic interpretation
of this model (see, e.g., [6] for more details). It is possible to verify that L generates a
Co-semigroup and that it is self-adjoint, so that Hypoteses 2.1-(i)-(ii) are verified. We
also suppose that Q verifies all other points of Hypothesis 2.1. The possibly nonlinear
term b appearing in the drift of SDE (5.15) is simply given by b(s, x, u) = —u. The
set of admissible controls is, for given M > 0,

Agd(t, X) = {u e LY@, T1 x L2(S1; [0, 400))): u is progressively measurable,
u(s, w)(€) < M forall (s, &, w) € [t,T] x S' x ,

X" (s) e Hy, foraa.s € (¢t,T], P—a.s.}.

Note that we choose bounded controls so that Hypothesis 5.1-(ii) is verified.
Next, we consider the functional

TAT
Ji(t, x; u) ::E[/ E(s,X(s),u(s))dsi| , (5.16)
t

where t is the first exit time from the half plane H, defined in (5.14) and, for any
s € [0,T], k: S' = R, ¢: S' — R, (provided that the integral below is well-
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defined),

27
U(s, k,c) 2=/0 Uo(s, k(§), c(§)) ds.

We assume that Uy is such that Hypothesis 5.2-(i) is verified. Hence, under the above
setting our main results (in particular Theorems 3.3, 4.4, Theorem 5.9) apply.

We conclude our example with an important note. We must be clear on the fact that
the original problem studied in the economic literature (see, e.g., [6] and [17]) considers
an infinite time horizon setting, unbounded controls and functions Uy representing
utility functions of the Constant Elasticity of Substitution-type, i.e.,

1—0o

Uo(c) = f ~. witho > 1.

Although it seems possible to extend our result to an infinite time horizon setting and
to the case of unbounded controls, dealing with utility functions Uy of such type seems
quite difficult at the moment. All such extensions will be the subject of future research.
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