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Abstract

This article is concerned with an optimal control problem derived by mean-field forward-backward stochastic differential
equation with noisy observation, where the drift coefficients of the state equation and the observation equation are linear with
respect to the state and its expectation. The control problem is different from the existing literature on optimal control for
mean-field stochastic systems, and has more applications in mathematical finance, e.g., asset-liability management problem
with recursive utility, systematic risk model. Using a backward separation method with a decomposition technique, two
optimality conditions along with two coupled forward-backward optimal filters are derived. Several linear-quadratic optimal
control problems for mean-field forward-backward stochastic differential equations are studied. Closed-form optimal solutions

are explicitly obtained in detailed situations.
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1 Introduction
1.1 Notation

We denote by T > 0 a fixed time horizon, by R™ the
m-dimensional Euclidean space, by | - | (resp. (-,-)) the
norm (resp. scalar product) in a Euclidean space, by A

(resp. A™!) the transposition (resp. reverse) of A, by
S™ the set of symmetric m x m matrices with real el-
ements, by f, the partial derivative of f with respect
to x, and by C' a positive constant, which can be dif-
ferent from line to line. Let (Q, . %, (%)o<i<r, P) be a
complete filtered probability space, on which are given
an .Z;-adapted standard Brownian motion (wy, @;) with

values in R"*" and a Gaussian random variable ¢ with
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mean fp and covariance matrix og. (w, @) is indepen-
dent of £&. If A € S™ is positive (semi) definite, we write
A > (>)0. If z : [0,T] - R™ is uniformly bounded,
we write x € Z*°(0,T;R™). If z : Q — R™ is an Fp-
measurable, square-integrable random variable, we write
e ZLZ(R™). Ifz:[0,T) x Q2 — R™ is an F-adapted,
square-integrable process, we write z € .22 (0,T; R™).
We also adopt similar notations for other processes, Eu-
clidean spaces and filtrations.

1.2 Motivation

Now consider an asset-liability management problem of
a firm. Let the dimension n = kK = r = 7 = 1. Denote
by [E the expectation with respect to IP, by v; the con-
trol strategy of the firm, by z7 the cash-balance, and
by I} the liability process. Norberg [35] described the
liability process by a Brownian motion with drift. The
model, however, is not just the one we want. In fact, it
is possible that the control strategy and the mean of the
cash-balance can influence the liability process, due to
the complexity of the financial market and the risk aver-
sion behavior of the firm. Such an example can be found
in Huang et al. [22], where the liability process depends
on a control strategy (for example, capital injection or
withdrawal) of the firm. Along this line, we proceed to
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improve the liability process here. Suppose that [? sat-
isfies a linear stochastic differential equation (SDE, in
short) of the form

—dly = (@ Exy + byvy + by)dt + cydwy.

Here a, b, b, ¢, a, f, g and h are deterministic and uni-
formly bounded. b; and ¢; denote the liability rate and
the volatility coefficient, respectively. Suppose that the
firm owns an initial investment £, and only invests in a
money account with the compounded interest rate a;.
Then the cash-balance of the firm is

t t s
:E? = efo asds <§ —/ e fo ardrdi:) .
0

It follows from Itd’s formula that

{ dz} = (@@} + @Ex) + byvg + by) dt + coduwy,

x5 =&

Note that, if by = 1, by = 0, a; = —ay; = const. and
c; = const., then the cash-balance equation is just the
systematic risk model of inter-bank borrowing and lend-
ing introduced in Carmona et al. [11]. Besides the sys-
tematic risk model, the equation can also be reduced
to an air conditioning control model in energy-efficient
buildings. See, e.g., Example 2 in Djehiche et al. [12] for
more details.

Due to the discreteness of account information, it is pos-
sible for the firm to partially observe the cash-balance
by the stock price

1
dsy = Sy Kft:cf + g+ 5hf) dt + htdu?t] ,
Sg=1.

Set Y;¥ = log S7. It holds that Y is governed by

d}/tv = (ftilf,g + gt) dt + htdﬁ)t,
Yy =0.

Suppose that the firm has triple performance objectives.
The first two ones are to minimize the total cost of v
over [0, 7] and to minimize the risk of z%. Assume that
the risk is measured by E [(2%. — E2%)?] . The third one
is to maximize the utility y; resulting from v. Without
loss of generality, define

fg.t‘| )

where G is Lipschitiz continuous with respect to (y, v),
and G(s,0,0) € Z%(0,T;R) for 0 < s < T. We empha-
size that the current utility y; depends not only on the

T
y, = E x%—i—/ G(s,y?,vs)ds
t

instantaneous control vy, but also on the future utility
and control (y¥,vs), t < s < T. This shows the differ-
ence between the utility y* and the standard additive
utility, and hence, y? is called as a stochastic differen-
tial recursive utility in Duffie and Epstein [13]. Then the
asset-liability management problem with recursive util-
ity is stated as follows.

Problem (AL). Find a o{Y?;0 < s < t}-adapted and
square-integrable process v; such that

J] ==K

T
5 / Byldt + H(zy — Exb)? — 2Nyl
0

is minimized. Here B > 0 and B! are deterministic
and uniformly bounded. H and N are non-negative con-
stants. yg is the value of y; at time 0.

Let us now turn to the recursive utility y; again. Ac-
cording to El Karoui et al. [14], y} admits the backward
stochastic differential equation (BSDE, in short)

{ _dy;) = G(tv yf; vt)dt — Z;wat — 2fdﬁ)t,

vo_ v
Yr = Ip-

With the BSDE, Problem (AL) can be rewritten as an
optimal control problem derived by forward-backward
stochastic differential equation (FBSDE, in short) with
noisy observation. It is possible to work out one more
asset-liability management problem. We omit the details
to limit the length of this article.

1.8 Problem statement

Motivated by the examples, we study an optimal control
problem for FBSDE with noisy observation. Consider a
controlled FBSDE

dx = (arx] + aExy 4+ b(t, vp)) dt + crdwy,
—dy; = (g + alBxy + Bryy + BiEyy + w2y
+ B2 + 52 + BZ + (t, vp))dt
— z{dw — 2] dy,
xg =&, yr = pry +p By,

where (zV,y", 2", 2") is the sate, v is the control, and
(w,w) is the Brownian motion. Since the mean of the
state influences the state equation, we call the equation
a mean-field FBSDE, or a McKean-Vlasov FBSDE. As-
sume that (z?,y?, z¥, 27) is partially observed through

{ d}/t’u = (ft.ff + f_‘t]E.If + g(t, ’Ut)) dt + htdd)t,
Yy =0.



The cost functional is

T
Jv] =E / 1(t,xf , Exy,v)dt + ¢(z7, Ext) + o(yg)
0

Here v, is required to be o{Y’;0 < s < t}-adapted and
to satisfy Esupg<;< |v:|> < +0. a, @, b, ¢, a, &, B3, B,
Y3, % 3, s By £ £+9, By L, & and o will be specified in
Section 2. Our problem is to select an admissible control
v to minimize J[v]. We denote the problem by Problem
(MFC), where “MF” and “C” are the capital initials of
“mean-field” and “control”, respectively.

To solve Problem (MFC), it is natural to use dynamic
programming and maximum principle. The dynamic
programming, however, does not hold even if the BSDE
and the observation equation are not present, mainly
due to the inclusion of the mean of the state, which
leads to the time inconsistency. We instead study the
maximum principle for optimality of Problem (MFC).

1.4 Briefly historical retrospect and contribution of this
paper

Mean-field theory provides an effective tool for inves-
tigating the collective behaviors arising from individu-
als’ mutual interactions in various different fields, say,
finance, game, engineering. Since the independent intro-
duction by Lasry and Lions [27] and Huang et al. [24,25],
the mean-field theory has attracted more and more at-
tention. Let us now briefly recall some latest develop-
ments which are related to Problem (MFC).

Although the study of mean-field SDE has a long history
with the pioneering works of Kac [26] and McKean [31],
mean-field type control is a rather new research direc-
tion. In 2001, Ahmed and Ding [1] used the Nisio nonlin-
ear operator semigroup to obtain an extended dynamic
programming. By dual techniques, maximum principles
for several mean-field SDEs with full information were
derived. See, e.g., Buckdahn et al. [7], Li [28], Hafayed
and Abbas [16], Shen et al. [37], Djehiche et al. [12].
Subsequently, Meyer-Brandis et al. [32], Hafayed et al.
[17,18] studied the partial information case, where noisy
observation and filtering are excluded. As applications
of the derived maximum principles, [32,41,20] solved
mean-variance problems with full and partial informa-
tion. Yong [43] studied a linear-quadratic (LQ, in short)
optimal control problem for mean-field SDE with full
information. Further, Yong [44] investigated the time-
inconsistency feature of the L(Q problem, and obtained
both open-loop and closed-loop equilibrium solutions.
Later, Huang et al. [21] extended the LQ problem to the
case of infinite horizon. For the discrete-time counter-
part of the LQ problem, please refer to Elliott et al. [15],
Ni et al. [33,34] and the references therein for more de-
tails. It is worth pointing out that the investigation of

mean-field type control is also partially inspired by the
interest in mean-field game. If we only focus on a sin-
gle decision maker, also called a representative agent,
mean-field game can be regarded as mean-field type con-
trol. Generally speaking, an exact Nash equilibrium for
mean-filed game with a large number of decision mak-
ers is rarely available except for special cases (see, e.g.,
Carmona et al. [11]). It is highly desirable to find a good
approximation of this Nash equilibrium. Please refer to
Carmona et al. [10], Tembine et al. [38], Bensoussan et
al. [4], etc. for more details on different types of approx-
imation equilibrium. See also Bensoussan et al. [6] for a
comprehensive study of a general L(Q mean field game.

Both mean-field type control and mean-field game lead
to mean-field FBSDE. Buckdahn et al. [8] studied the
well-posedness of a decoupled mean-field FBSDE using
a limit approach. Bensoussan et al. [5], Carmona and
Delarue [9] extended [8] to the fully coupled mean-field
FBSDE case in terms of a continuation method intro-
duced in Peng and Wu [36]. Mean-field FBSDE is a well-
defined dynamic system, it is very natural and appeal-
ing to study control and game problems for mean-field
FBSDEs as well as their applications. To our knowledge,
there is only a few literature on this topic. For example,
Li and Liu [29] studied an optimal control problem for
fully coupled mean-field FBSDE. Hafayed et al. [19] ob-
tained a maximum principle for mean-field FBSDE with
jump. Huang et al. [23] studied an LQ game with a lin-
ear mean-field BSDE system and a quadratic cost func-
tional. [19,23] also provided some applications in mean-
variance and recursive utility problems.

In this paper, we are interested in studying Problem
(MFC). Compared with the above literature, this prob-
lem has several new features as follows.

e The state (z¥,y", 2, 2Y) satisfies a mean-field FBSDE
rather than a mean-field SDE, and is only partially
observed by a noisy process. This endows Problem
(MFC) more practical meanings in reality.

e Unlike those control models solved in Bensoussan [3],
the classical separation principle does not work here,
mainly due to the fact that the mean square error of
filtering of BSDE depends on the control in general.

e The state equation involves the mean of the state, and
thus, Problem (MFC) can not be studied by trans-
forming it into a standard control problem for FB-
SDE. This feature can be supported by Example 2.2
in this paper.

There is a few papers related to Problem (MFC). Let
us make a brief comment on them. Wang et al. [42]
posted a partially observable mean-field type optimal
control problem for SDE. They used a backward sepa-
ration method and a probability transformation to de-
couple a circular dependence between the control and
the observation first, and then derived a necessary con-
dition for optimality. The result was further generalized



in Wang et al. [41] by the backward separation method
with an approximation technique. Later, Hu et al. [20]
studied an optimal control problem for mean-field SDE
with jump. Zhang [45] addressed the case with corre-
lated state and observation noises. We emphasize that
the approach applied in [20,41,42,45] is based on at least
one of the assumptions below.

The state satisfies an SDE rather than an FBSDE.
The drift term of the observation equation is uniformly
bounded with respect to the state and the control.
The control has no effect on the observation.

The control v satisfies IE supg<, < |v¢|¢ < +00, V¢ > 0.

Clearly, Problem (MFC) does not meet these assump-
tions. Another approach is desired to develop to address
Problem (MFC). In [40], Wang et al. studied an LQ con-
trol problem for classical FBSDE (i.e., the dynamics of
the FBSDE does not depend on the probability distri-
bution of the state). Inspired by Bensoussan [2], they
solved the LQ problem by combining a decomposition
technique with the backward separation method. Re-
cently, our further study on the approach provided in
Wang et al. [40] finds out the availability of the approach
to some nonlinear control problems with noisy observa-
tions, say, Problem (MFC). In this paper, we will show
how to use the approach to address Problem (MFC).
See also Wang et al. [39] for other developments about
partially observable optimal control for FBSDE.

The rest of this article is organized as follows. In Section
2, we carefully formulate Problem (MFC) first, and then
provide illustrative examples and preliminary results. In
Section 3, we obtain two optimality conditions and two
coupled forward-backward optimal filtering equations.
In Section 4, we study an LQ case of Problem (MFC)
and obtain a feedback representation of optimal control.
In Section 5, we explicitly solve an asset-liability man-
agement problem with noisy observation, and work out
an illustrative numerical example. Some concluding re-
marks and proofs of the preliminary results are given in
Section 6 and Appendix, respectively.

2 Problem formulation and preliminary

One difficulty to study Problem (MFC) is there is a cir-
cular dependence between the control v and the obser-
vation YV, which results in the unavailability of classical
variation. Here we will adopt a decomposition technique,
similar to those of [2,40], to overcome the difficulty. De-

fine (20,9, 2%, 2%) and Y by

d:v? = (atxto + dt]E,T?) dt + cidwsy,
—dy? = (at:v? + &tlE:v? + Bty? + BtIEy? + %Zto
3Bz + %7 + HEZY) dt
- Z?d’wt — E?duit,
0 _ v 0, =m0
zg =&, yp=pry+pExr,

(1)
and ~
d}fto = (ftilfg + ft]E.I?) dt + h,td’d)t,
0_ (2)
e =0,

where a, a € £>°(0,T;R"*"), ¢ € £*(0,T;R™"),
o, @ € L0, T;R™™"), 8, B € £>0,T; R™*™), f,
f e 2>0,T;R™"), h,h=t € £>(0,T;R™"), v =
(715"' 5’_}/7“)5 v = (:Yla"' a_T) :Y = (:Yla"' a;%:)a :Y =
(:Yla"'J’N}/f)a 202(3?7"'739 20:(2%""22)’ 7
Yis Vi 75 € L0, T; R™ ™) for j =1, ,r or 7, and
p, p € R™*™ are constant matrices. Here we use the
simplified notation v,z = Z;Zl thzjo-t. Similarly, it is

also applicable for the notations 7; 29, 34 [Ez?, % EZY, - - -.

Let v € .2%(0,T;R") be a control process. Define
(xv,l, yv,l, Zv,l, ,;:v.,l) and Yv,l by
.v,1 v,1 — v,1
&y = arxy + adBx, T 4+ b(t,vy),
—dyp" = (agap! + aBa)” + Byl + BEy)
ezt BT+ A E + ER
+ih(t,vp)) dt — 2 dwy — 20t day,

,1
T =&,

yr' =py +pEay’,
(3)
and ) ~
{}/tvd = ftxg.l + ftIEx;‘E).’1 + g(tvvt)a (4)

Yyt =0,

where g : [0, T] x R — R” satisfies ]EfOT lg(t,ve)|2dt <
+00,b: [0,T]xR* = R™ and ¢ : [0,T] x R* — R™ are
continuous and continuously differentiable with respect
to ¢ and v, respectively, b, € £°°(0,T; R™**) and ¢, €
20, T; R™ "), Since (1) and (3) are decoupled, it is
easy to see from Buckdahn et al. [8] that (1), (2), (3) and
(4) have unique solutions, respectively. Define

u=yl )
=304 5!

v __ .0 v,1
Ty =Ty + T4,
v __ 0 v,1
Zy =2 T2,
and
v o 0 v,1
YW=Y +Y, . (6)

It follows from It6’s formula that (z¥,y", 2%, 2¥) and Y



uniquely solve

dx} = (arz] + aExy 4 b(t, vy)) dt + crdwy,

—dy} = (uz} + Bz} + Buyf + BiEy; + nzf
3Bz + 37 + Y BE 4+ (t, ve)) di
— 2z dwy — 2 duy,
xy=¢& yr=pzp+pEay,

(7)

and

d}/tv — (ftx;l; + ft]E:p? —+ g(t,vt)) dt + htdlz)t, 8
(Nl ®)
respectively. Let ZY" = o{Y?;0 < s < t} and .7} =
o{Y2%;,0 < s < t}. Note that the first observable filtra-
tion depends on the control v. However, the second one
is not the case. We now give a definition of admissible
control. Let U be a nonempty convex subset of R”, and
let %2, be the collection of all .7; e —adapted processes
with Values in U such that ]Esup0<t<T [ue|* < 400.

Deﬁnitior}J 2.1. A control v is called admissible, if v €
%0, is ZY -adapted. The set of all admissible controls
is denoted by Zq.

With the definition, it follows from the equality (6) that
Proposition 2.1. For any v € Y, 3‘?” = 3‘?/0.

It implies that the control v has no effect on the obser-
vation Y, i.e., the circular dependence between v and
Y" is decoupled.

The cost functional is in the form of

T
Jv]=E / I(t,xy , Exy,v)dt
0

+é(z, Exg) + o(yo)]

9)

where [ : [0,T] x R"™" x U = R, ¢ : R"" = R
and ¢ : R™ — R are continuously differentiable with
respect to (z, Z,v), (z,Z) and y, respectively, and there
is a constant C' > 0 such that

¢(z,2)| < C(1+ |2 + |2]°),
¢z (2, )| + |¢z(2, )| < C(1 + |z] + [Z]),
i(t,2,2,0)] < C(L+ |z + 2> + [v]*),
I (t, 2, 2,v)] < C(L + [z + |Z] + [v]),
le(y)| < C(+[yl),
loy ()] < C(1+ |y?)

with x = z,Z,v. Then the optimal control problem for
mean-field FBSDE is restated as follows.

Problem (MFC). Find a u € %,q such that J[u] =
infyea,, J[v] subject to (7), (8) and (9). Any u satisfy-
ing the equality is called an optimal control of Problem
(MFC), and (z*,y", 2%, 2*) and J[u] are called the opti-
mal state and the optimal cost functional, respectively.

Note that the above decomposition technique is re-
stricted to special structures of state and observation
equations, say, the case that (7) and (8) are linear with
respect to (zv,y?, z¥, 2), the diffusion coefficient of (7)
is deterministic, and the drift coefficient of (8) is in-
dependent of (y 2%, 2Y). It is worth investigating the
availability of the techmque to decompose more general
state and observation equations in the future.

Next, let us show more new features of Problem (MFC)
by two simple examples. Roughly speaking, Example
2.1 tells us that Problem (MFC) is possibly applied to
solve a partially observable optimal control problem for
mean-field SDE with stochastic coefficients in certain
situations; Example 2.2 reveals that Problem (MFC) is
not a trivial extension to a partially observable optimal
control problem for FBSDE without mean-field term.

Example 2.1.Let oy =, =, =Bt =5 =% =0 in
Problem (MFC). Then (7) is reduced to

dx = (arx] + aBx) 4 b(t, vy)) dt + crdwy,
—dy; = (vez{ +WZ + V(t ve))dt — 27 dwy — Z diby,
zo=§, yp=pxyp+ pEry.
(10)
Solving the BSDE in (10), we get

yo =E

T
<nT,pI§r+ﬁlEI§r>+/0 <nt,1/f(t,vt)>dt] (11)

with
{ dng = venedwy + Fenediby,
no = I,
where I, is an m-dimensional vector with all compo-
nents being 1. Plugging (11) into (9), we have

T
/ It b, Ea?, v)dt + oo, Eal)
0

+ ¢ (E [(nr, pxp + pExT)

T
+/O <T]t,’l/)(t,1}t)>dt >‘| .

Then Problem (MFC) is reduced to minimize J[v] over
WU subject to (8) and the SDE in (10). It is worth not-
ing that we start with a control model with determin-
istic coefficients, but we end up with a control model
with stochastic coefficients. The interesting phenomena
is caused by the introduction of the BSDE in (10). Just
because of this, maybe it provides a potential method to

T =E




investigate a control problem for mean-field SDE with
stochastic coefficients under certain conditions, i.e., we
can change it into an equivalent control problem for
mean-field FBSDE with deterministic coefficients. The
details of how to make use of this potential method will
be shown in our future publications, because they be-
yond the scope of the present paper.

Example 2.2. Find a v € %4 such that

T
Tol =B [ (A}, o) + (AiEay, Eal)
0

+(Bivt, ve)) dt + (Hal., x5)
+(HEzy, Exy) + (Myg, y5)]

is minimized, subject to (7) and (8) with the assumption
b(t,v1) = byve+br, (t, vi) = Prvg + Pr, g(t,ve) = Gy +
G, where A, A € £>(0,T;8"), B € £*>(0,T;S*),
H,Hc S", M e S™ ABHM>0,A+AH}¥
H > 0, b e £2°0,T;R), b ¢ £~0,T;R"),
b€ Z%0,T;R™F), ¢ € £%0,T;R™), § €
200, T;R™*) and g € £°°(0,T;R"). For simplicity,
we denote the LQ problem by Example (MFLQ).

Taking expectations on both sides of (7) and (8), we have

. d . _
]EZZ?t = dt]Ext = (at + ELt)]Eari’ + bt]E’Ut + bt,

; d ~ v 2 v
—Eyy = dt]Eyt = (o¢ + &) Exy + (B¢ + i) Ey;
+ (v + ) Ez{ + (3¢ + %) EZ}

+ Y Evy + 9y,
Exg = po, Eyp = (p+ p) Ear,

and

. d _ B B
EYy = ZBY = (fi + f)Ea} + GiFvi + g,

EYy =0,
respectively. Then

d(z} —Ezy) = [at(:vf —Ex?) + by (v, — IEU,:)} dt
+ ctdwt,

[ (2} — Ex) + Be(yy — Eyy)
+vi(2) — Ez)) + (2 — EZ)
(v — lEvt)} dt

— zy dwy — Z{ diby,

- ]EIS = g — Mo,

— Eyp = p(zp — Exp),

—d(y; — Ey,)

d(Yy —EY) = [fi(z{ — Ex}) + gi(ve —

+ h,td'(Dt )

—EYy =0,
respectively. Let

P
/—\

Then

v
dx; =

]E’Ut)] dt

( ) (oatia)

(atxf + tit + Bt) dt + ctdwt,

—dy{ = (dtxi) + Bt}’f + Azl 4 N7 + Pive

Xy =

{

+1Zt) dt — 28 dw, — &30 didy,
X0, Yr = vag"a

dYg = (ftxg + gt)dt + htdd)t,
Y? = 0.

(13)



On the other hand, let

Ay 0 B 0
At: — ) Bt: )
0 A+ A 0 B;
H 0 M 0
H= ) M= .
0 H+H 0 M

By simple calculations, we get
E{(Az},z}) + (AEa}, Bay)} = E(Ax}, x7),
E{(Hzp, v7) + (HEoy, Ba)} = B(Hx7, x7),
E<Myg)}7 y8> = ]E<My87 y8>7 ]E<Bt’Ut, Ut> = E<Btvt7 Vt>'

Then the cost functional is rewritten as

T
Jv]=E /0 ((Asxy, x7) + (Beve, vi))dt

(14)
+(Hx7, x7) + (Myg,¥0)] -

Note that (14) together with (12) and (13) forms a
standard-looking L.QQ problem for FBSDE with noisy ob-
servation. However, the BSDE in (12) is not a standard
form due to the irreversibility of ¢. Moreover, the control
domain has to satisfy some extra constraint conditions
according to the form of the control v. This implies that
Example (MFLQ) cannot be reduced to a standard LQ
problem for FBSDE, hence it cannot be immediately
solved by the standard LQ theory for FBSDE.

In the end of this section, we give a preliminary result,
which shows that the desired optimality condition can
be derived by minimizing J[v] over U2,

Theorem 2.1.

inf J[']= inf J[v].
V' €Uad 'UGQ/;)d
The proof can be found in Appendix. O

3 Optimal solution of Problem (MFC)

For any v, v; € Uaa, let (x¥,y?, 2%, 27) and (x%, y", 2",
Z%7) be the solutions of (7) corresponding to v and v;,
7 =1,2,---. For simplicity, we set

(0)) = (t, 2, Bz, \y),  (E)) = (27, Ex}),
(Hi\) z(xg\,y;\,z;\,é,;\,Exg\,Eyg\,lEz{\,Ez?{\)

with A = v,u,vj, 7 =1,2,---.

3.1  Optimality conditions

According to Theorem 2.1 above, the optimality condi-
tions can be derived by minimizing J[v] over %, sub-
ject to (7) and (8). We remind reader again that these
results are different from the existing literature, mainly
due to some new features of Problem (MFC). For exam-
ple, the state is governed by a mean-field FBSDE, and
is partially observed via a noisy process.

Theorem 3.1. Assume that u is an optimal control for
Problem (MFC). Then the mean-field FBSDE

dky = (B, ki + B Eky) dt + (v ke + %, Eky) dw
+ (3 ke + 3/ Eky) diby,
—dp; = [a/ pi+ 1. (0}) + E (a/ p: + 1, (0})) — a/ kt

—O_é;r]Ekt:I dt — qtdwt — qtdlz)t,
ko= — o, U5),
pr = &y (5p) + Bz (E7) = p ke — p Bhr

(15)
has a unique solution (k,p,q,q) in the space L% (0,T;
R™TEXTEXTY uch that

E | H, (4,10 s ke, prs ae) (v = u)| 7| 20 (16)

for any v € U, where the Hamiltonian function H is
defined by

=(a:x + T + b(t,v),p) + (ct,q) + (¢, z, T, v)
— <Oét117 + O_[t.f + ﬂty + ﬂtﬂ + Ytz + :Ytg + :Ytg
+/§t§ + w(ta U)7 k> .

Proof. If u is an optimal control for Problem (MFC),
Theorem 2.1 implies that J{u] = inf,c40 J[v]. For any

v € UL, let (gvtev yutev putev Futev) he the solution
of (7) corresponding to u + ev, 0 < € < 1. Introduce a
variational equation

TY, = apry, + adBxy , + by(t, Ut) Vg,
—dyi'y = (O‘tff,t + alBxy , + Beyt's + Bt]Eylu,t
+ ”Ytzit + :Yt]EZ?,t + :Ytgit + ':Yt]Egit
Fthy (t, ug)ve) dt — 27 ydwy — 27 pdadyy,
ri9=0, yi'r=pzir+pEx}s,
which admits a unique solution (z¥,y}, 2}, %)) €

LL(0,T; RMH ™M HmxTy 1t follows from Taylor’s ex-
pansion, Holder’s inequality and the techniques applied



in Lemma A.1 (see Appendix) that

u+tev u
T —x
limE sup |~ L—a2y,] =0,
e=0  o<i<T € ’
and then,
2
u-+tev U
yt y U _
limE sup -y =0.
e=0  o<i<T € ’

Combining the limits with the optimality of u using the
first variation of J[v], we have

Oghmw

e—0 g
T
_E / (I (%), + 1T (O1)ELY, + 1] (0%)u,)dt
0

+E(¢; ( JEz 7+ ¢y (45)yi'o)-

(17)

Ep)ai s + bz (S

On the other hand, once (x*,y*, 2%, 2*) is determined
by (7), there is a unique solution (k, p, g, ), in the space
L2(0,T; R™THEmXrHnXT 146 (15). Using It6’s formula
to (z¥,p) + (v}, k) and inserting it into (17), we get

T
IE/ (pf bo(t,ur) — k) ¥o(t,ue) + 1, (OF)) vedt > 0.
0
Due to u € %2, and the arbitrariness of v;, we deduce

E [(p:bv(faut) — k[ o (t, ) + 1) (07)) (v — ut)‘ytyo}
= | Hy (4 0 s i, s a0 (v — )| 70 2 0,

forany v € U. Since u € %4, it follows from Proposition

2.1 that .#" = ﬂtYU. Then the result is derived. The
proof is complete. O

]Rn+m+mxr+m><r+n+m+m><r+m><r % U
(,Z) — &z, T) and y —
o(y) are conver. Assume that b(t,v)) = b, +
be, (t,v) = vy + 1/)t, where b € £>(0,T; RnXk)

b € Z°0,T;R"), ¢ € ZOO(OTRM) Y €
XOO(O,T;IRm). Let w € Uyq and

v) € 0, T]
(z,z,v) — It ,z,z,v0),

E |:H(ta I ug; K, p, Qt)|jtyu}
(18)

= ln[fJ]E |:H(t7H,tu‘7’U;ktvptvqt)|jtyuj| )
ve

where (xu’yu7 Zu, gu) c g}(O7T;Rn+m+mxr+mXF) is
the solution to (7) under the admissible control u, and

(k,p,q,q) € L%(0,T;R™THXr4XT) s the solution
0 (15). Then u is an optimal control of Problem (MFC).

Proof. For any v € %4, we write

with
L-E / 1(OY) — U(OY) dt, I = B [$(Z%) — 6(Z2)].
I - sﬁ(yo“)] .

By virtue of the convexity of ¢ and applying [t6’s formula
to (p,z¥ — z*), we have

I > E (pr,zf — @) + E{p kr + E(p " kr), 4 — o)

T
& [ (O} + EL(6}) - af k ~ B(a] k)
0 r )
xy —xy)dt + ]E/ <pt, be(vy — ut)> dt
+E (p"kr + E(p" kr), 24 — 2) . (20)

Similarly, applying It6’s formula to (k, 3 — y™) and the
convexity of ¢, we derive

I3 > —E(kr, p(a7 — 27) + pE(z} — 27))
T
—IE/ (kt, op(a} — ) + @ E(x] — x})
0
4y (v — ut)> dt. (21)

It is easy to see from (19), (20), (21) and the convexity
of [ that

>IE/

= ]E/ E [Hv(tangvut; kes pes qe) (v — ut)|jtyo} dt.
0

Ju]

t Ht s Ut K,y Dey Qt) (Ut - ut)dt

Further, using Theorem 2.1 and (18), we get

E |:H'U (ta H}‘:Lv Ut ktapta Qt) (vt - ut) “gztyu}

a u
:(%]E [ (taHtuaut;ktvptvqt)’jtY ] (v¢ —ug) > 0.

Then this implies the desired result. O
3.2 Optimal filters

The minimum condition (16) shows that we need to
analyze the optimal filters of (7) and (15) depend-



ing on ﬁtyv in order to compute wu. For this, for
any v € U, we denote by 7y = E [Ltyﬁtyv} with
by = xtovvay}f)v 25 % s yf(xf)—r and 5y = E [Ht|ytyu]
with k¢ = ke, pe, pe(z2) T, ke(2¥) T, G the optimal fil-
ters of ¢; and ky, respectively. Moreover, we denote by
Sy =E [(z) — &})(z} — &))" ] the mean square error of
i‘f, VE Upg.

Using Theorem 12.7 in Liptser and Shiryayev [30] and
Theorem 3.1 in Wang et al. [42], we derive (22) and (23),
respectively.

Theorem 3.3. For any v € %,q, the optimal filters
(27,97) and (kY ,pY) of the solutions (x¥,yy) and (kt, pt)
to (7) and (15) with respect to FY " and F) " satisfy

d3? = (aui? + aEx? + b(t, v)) dt
+ 3o fy () dy,
—dy; = (Oltif?? + Bz} + Begl + BilByy + vz
FHEZY + 5,50 + B + (L, ut)) dt
- E:dwt,
Iy =po, Yr=pip+pEap,

(22)

and
dk; = (ﬁ;kt + BtT]Ekt) dt + {:YtTift + ”:YtT]Ekt
+ (k@)™ =k @)T) £ (DT e,
—dp, = {ajﬁt +E [z;(@z)yz’””} — o ky — &, Bk,

+E (a/ p: + 13 (©})) } dt — Qtdwt,
ko= — %:,r (¥6),
pr =B [o] &) 7] + Eol (=4)
- kaT - ﬁTEkTa
(23)
respectively, where 3 is the unique solution of
Et — atEt Etat + Et.ft ( ) h ftEt
—¢e] =0, (24)
Yo = oo,
t —
w, :/ hit [dYY — (fodd + fEa?) ds] (25)
0

is a standard Brownian motion with value in R", and

Zo=Z+ (W @) =9 @)T) ST T,

Qt:§t+(pzf(/95\) — pe(2¢) )ft (hy D)7

We emphasize that (22) and (23) are two forward-
backward optimal filters. It shows that the difference
between Theorem 3.3 and the classical filtering litera-
ture, say, Bensoussan [2,3], Liptser and Shiryayev [30].

4 An LQ case of Problem (MFC)

We still adopt the notations and the assumptions intro-
duced in Sections 2 and 3 unless noted otherwise.

Problem (MFLQ). Minimize

1 T _
Jv] = E]E {/ [(Atxf,xf> + (A Exy, Exy)
0
—|— <Btvt; Ut> —|— 2<Dt$?, ’Ut> —|— 2<Dt]EZZ?§, Ut>
+2(Fy, a?) + 2(Fy, Ea?) + 2<Gt,vt>] dt
+ (Haty, o) + (HExy, Bat) + 2(L, a%)
+2(L, Exy) + (Mys,y5) + 2AN,u8) ) (26)

over %,q with the control domain U = IRk, subject to
the state equation

d(Eéj = (atxi’ + dt]E(E? + bt’Ut =+ Bt) dt —+ ctdwt,
—dyy = (Oét!E? + aBxy + By, + BBy + vz
3Bz + 712 + WEZ + v + ) dt

- zfdwt - 2;}61’(2),5,

6 =¢&, yr=prr +pErr,
(27)
and the observation equation
Ay = (fw) + filB} + gr) dt + hydiy,
v (28)
Yy =0,
where A, A € £>(0,T;S"), B € £°(0,T;S*),

T
HHeS”AHM>O B>0,A+AH+H>
D,D € £=0,T;R*™), F.F € £%(0,T;R"),
G ¢ 2*0,T;R"), L,L ¢ RN € R™ b
L0, T; R™*), b e 220, T;R"), ¢ € £°(0,T; R™*
@EX‘”(O,T;R’”),andgef"o(O,T,lRT).

Note that we do not assume the positive semidefiniteness
of A and H in Problem (MFLQ). Then (26) covers the
performance functional of Problem (AL) as a special
case.

Proposition 4.1. If u is an optimal control for Problem

"),



(MFLQ), then

A

+DE 17" ] + Dy +Gi)

where (k,p) is the solution of the adjoint equation

dky = (B ke + B Eky) dt + (v ke + 7, Eky) dw,
+ (% ke + 7/ Eky) diby,
—dp; = [a:pt - othkt + Az + DtTut + F}
+E (a/ p: — & ke + Ay + D wy + Fy)] dt
— qrdwy — qpdiby,
ko = — Myg — N,
pr=Ha + HEz% + L+ L —p kr — p Ekr,

(29)

together with the state equation

dzy = (arz} + @B} + by + by) dt + ceduwy,

—dy; = (owxf + By + Bryy' + BiEy; + vezy"
3Bz + 32 + BEZ 4 drue + ) dt
— zydwy — Zy'diy,
zg =&, ypr=prp+p Eag.

(30)

Proof. With the above data, the Hamiltonian function
is

= (@ + QT + b + be, p) + (e, ) — (@ + @ + By
B + N2+ NuZ +TE A+ NE v + G k)

+ % [<At33733> + (A2, Z) + (B, v) + 2(Dyx, v)
+2(Dy, ) + 2(Fy, 1) + 2(Fy, 2) + 2(Gy, v>} 7

where (k,p,q,q) is determined by (29) together with
(30). If u(-) is optimal, it follows from Theorem 3.1 that

w =~ B (TR [pd 5] — TR [l 5]

+D,E [;vﬂﬂv‘ty”} + D,Ez + ét) ,

where (2™, k, p) is the solution of (30) with (29). Then
the proof is complete. O

Note that one more explicit optimal control u strong de-
pends on a certain special structure of the state equa-
tion and the cost functional. Next, let us consider a par-
ticular case of Problem (MFLQ), i.e., let A = 0 and
Bt =Yt = ’_}/t = :Yt = :Yt = 0in (26) and (27), respec-
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tively. By Theorems 3.1, 3.2 and 3.3, an optimal feed-
back control is explicitly obtained. The procedure of how
to solve is decomposed into five steps below. Note that
such an optimal control will play a role in Problem (AL).
Please refer to Section 5 below for more details.

Step 1: A reduced LQ problem.

Integrating and taking expectations on both sides of the
BSDE in (27), we have

Ey; = E [x{ pz} + x; pEx,

T
4 / X (s + GLEa? + v, + ) ds
t

with . B
Xf _ €ft (ﬁT+ﬁT)dT, t<s<T.

Plugging the equality into (26), we derive an LQ problem
for mean-field SDE as follows.

Problem (MFLQ)'. Find a v € %,q to minimize

2

+ (Byvg, vi) + 2(Dyx?  vg) + 2({DEx? vy)
+2(Fy, 2¥) + 2(Fy, Ex?) + 2(Gy, vtﬂ dt
+ (Hxb, 2%) + (HEzY, Exb) 4+ 2(L, z4)
+2<E,]EI%>} + Jo

1 T _
Jv] = ;E {/ [(Azf,z)) + (AEaxy, Exy)
0

subject to
{ dxy = (ata:}’ + aExy + byvy + l_)t) dt + cydwy,
v
x5 =&

and (28) with

F=F+ (xbaw) N, F=F+(ba) N,
L=L+(xgp) N, L=L+(xgp) N,
T
G =G+ (xb) "N, Jo = N T xbabdt.
0

Step 2: Candidate optimal control.

The Hamiltonian function is

H(t,.’l],i’,’l};p, Q) = <at$ + dt:E + btv + Bt7p> + <ct7 q>
1 _
+ 5[<Atgc,gc> + (A:Z,T) + (B, v)

+2(Dyx,v) + 2(DyT,v) + 2{F}, )
+ 2<Ft, 1_7> + 2<Gt, 1}>],



where (p, q) is determined by the Hamiltonian system

dx? = (Cl,tilf,tu' + C_Lt]E.I? + btut + Bt) dt + ctdwt,
—dps = [a] pt + Az} + D) ws + F,
— qrdwy — Gediy,
xg =& pr=Hzp+HEx}p + L+ L.
(31)
If w is optimal, then it follows from Theorem 3.1 or
Proposition 4.1 that

w= =B (b[E |p) 7| + DB [ay]7) ]
+Dt]E{E? + Gt)

= — B! (b pt + Dyl + DiEay + Gy) . (32)

Step 3: Feedback representation of (32).

Inserting (32) into (31) and taking expectations, we get
a fully coupled forward-backward ordinary differential
equation (ODE, in short)

Ex} = [a;+a; —bB; " (Dy + Dy)] Ea
— b,B; b Ep, — b, B Gy + by,
. — —\NT _ * u
Bp = — [Ai+ A (D, + Dr) B (Di+ Dy)] Ea}
_ =\ T
— [(at +a;)" — (Di+Dy) B 163} Ep;
+(Ds+ Do) B Gy — Fy - F,
Ezy = o, Epr = (H + H)Ez4 + L+ L.

(33)
According to Theorem 2.6 in Peng and Wu [36], (33) has
a unique solution (Ex*, Ep) based on the assumption

(A1). There is a constant C' > 0 such that

Clyxn — [At + 4, — (D + D) By (Dy + Dt)} <0.

Hereinafter, I,,x» stands for an n X n unit matrix.

Noticing the terminal condition of (33), we set

for two deterministic and differentiable functions ® and
W such that &7 = H+ H and ¥V = L+ L. Applying the

11

chain rule for computing the derivative of (34), we have

Ep, = &, Ez! + & Ex¥ + U,
— {ét + @ [a¢ + @ — b B; ' (Dy + Dy)]
@b B; b ©,} Exy + Uy — &b, B, 'b U,
+ @, (b — b;B; 'Gy) .

Comparing it with the second equation in (33), we de-
duce a Ricatti equation

(i)t + (I)t [at + C_Lt — stt_l (Dt + Dt)]
+ [(at + C_Lt)T — (Dt + Dt)T Bflb:} Py

— OB @+ A + Ay (35)
— (Di+ D) B (Dy+ D) =0,
dr=H+H
and an ODE
. _ — \T _
U, + {(at + at)T — (Dt + Dt) B; 1b:
—®by By b | Wy + @ (b — 0By ' Gy) (36)

_(Dt—l—Dt)TBt_th-i-Ft—i-Ft:O,
Up=L+L.

Clearly, (35) admits a unique solution, and thus, (36)
also has a unique solution. Plugging (34) into the first
equation of (33), we derive

]EZZ?’# = [at + C_Lt — st;1 (Dt + Dt)

—b By ' @] Exy — b, By 'b U, (37)

which can be explicitly computed.

Using Theorem 3.3 to (31) with (32), we get the optimal
filtering equation

[(ar — b By ' Dy) & — by By b/ pe + 01,4] dt
+ Etf:(h;l)—rdwt’
—dp, = [(Ae — D/ B;'Dy) @ + (a] — D/ By b)) b

4044 dt — Q,db,
&y = po, pr=HiY%+ HExY + L+ L

au
dz; =

(38)
with

01 = (C_Lt - stlet) Ez' — b,B; ' G, + by,



02+ = (A — D/ B{'D; — D] B; ' D,
—D/ B; ' D) Ez} + (a, — D B, ') Ep
— (D¢ + Dt)T B;'G,+F, + F,

where ¥ and @ satisfy (24) and (25), and Ez* and Ep
solve (37) and (34), respectively. We assume that the
following condition holds.

(A2). There is a constant C' > 0 such that

D/ B 'D; — Ay — CIxn <0.

Then (38) has a unique solution (2", p, Q) in the space
Z2 . (0, T; R"*""*7) by using Theorem 2.6 in Peng
and Wu [36] again. Similarly, let

pe =T} + Ay (39)

for two deterministic and differentiable functions I" and
A suchthat I'r = H and Ar = HEz%} + L+ L. It follows
from Ito’s formula that

dpy = Tpildt + Tyda? 4 Ayt
_ { [1'} + Ty (ar — b By Dy) — rtstglbjrt} &
s (61,0 — 0By 10 Ar) + A dt
+ T f) (hy ) T dy.

Comparing it with the BSDE in (38), we derive

Ty + Ty (ar — b By D) + (o) — D B b)) Ty
— Ty By '/ Ty + A, — D/ B;D; = 0,
Ip=H
(40)
and

Ai+ (af = DB "o —Tbe B b)) Ay

+ 1401, 4+ 02, =0, (41)
Ar = HExY% + L+ L,

which have a unique solution, respectively. Substituting
(39) into (32), we get

Uy = —Bt_l [(thFt + Dt) .ftu + Dt]E.I? + thAt + Gt} 5
(42)
where Ea®, T, A and &* solve (37), (40), (41) and the
closed-loop system

diy = {[ar — b:B; " (Dy + b/ Ty)] &
—by By 'O Ay + 01} dt + S f, (b ) T dwy,

e (13)
43

respectively.

Step 4: (42) is the optimal control.

According to (25), w, is an %} -adapted standard
Brownian motion. Then it is easy to see from (43) that
i is ﬂtyo—adapted, and hence, u; given by (42) is 3‘?’0—
adapted. On the other hand, applying It6’s formula to
(z*,z*) with Burkholder-Davis-Gundy inequality, we
deduce

E sup |2¥]? < +oo0.
0<t<T

Then u € %, Next, we will prove that u; is also Z} -

adapted. If so, then u € %44, and consequently, u is
optimal via Theorem 3.2. In fact, using (25) again, (43)
can be rewritten as

diy = {[ar — b:B; " (Dy + b/ Ty)] &
—b By b Ay + 01} dt
+ 5oy (he ') Thit[AYY
— (e} + filBa} + g¢) dt] ,
Ty = o-
From the optimal filtering equation, it is easy to check

that 2} is ﬂtyu—adapted, so is uy. Then u € %,q. There-
fore, the claim holds.

Step 5: Optimal cost functional.

Since the solution ¥ of (24) is independent of v, the
optimal cost functional is rewritten as

T B 1 T
Ju] = Ji[u] "‘/ NTXB‘/)tdt + 5/ tr(A)dt
0 0
+ tT(HET)

with

2

+ (Byug, ug) + 2({D2¥ ug) + 2(DJExY  uy)
+ 2(Fy, 2}y + 2(Fy, Exy) + 2(Gy, uy)]dt

+ (H#%, #%) + (HEzY, Ex%) + 2(L, %)
+2(L, Ex})} .

1 4 -, AU A u u
D) = SE { / [(Ady, 2y) + (AExy, Eay)
0

(44)
Here &* solves (43), and ¢r(A) denotes the trace of the



matrix A. Using It6’s formula, we deduce

d(T,

Then

E

=200y By o) Ay + 214014, &) dt

@3ty = (D] ByDy — Ay — T4b By "0/ Ty) i}

+ (S (b Y) T TSf () Ty dt

+ (TS f (b ) T dwy, 27
<Ft$t’2tft ( )wat>

(He, 27)

=B / (D BiDy = Ay = Tiby By '/ Tv) i
0

—2Ftstt_1thAt + 21401 4, ftu> dt

T

+/ <EtftT(ht_1)T7FtEtftT(ht_l)T>dt
0

+ (Topo, po)-

Similarly, applying Itd’s formula to (A, £"), we get

E(HEzY + L + L, &%)

T
/ <At, 91715 — st;IthAt> dt + <A0, €0>
0

T
— ]E/ <Ft6‘17t + 6‘27,5, Li'tu>dt
0

Plugging (42), (45) and (46) into (44), we derive

J[u]

% {/OT ([eDi+ D) B'D - A,
—2a, Ty| Ex}, Ex}') dt — (HEzY, Ex})}
+ /T (D] B 'b/ T, —Twb, By ' Gy
—bethlbj Ay, Ex}') dt

T
+/ <bTPt7 (bTAt + Gy))dt
0

(45)

(46)

17 _
+ 5/ (Ay,2b, — 2b,B; "Gy — b By b/ Ay) dt
0

1 T
—5/ (Gy, B{'Gy)dt

0

1
+ §<Pouo, to) + (Ao, pio)

T
+s / (Sl ()T LS g ()T e
0

1 T
0 0
+tT(HET).

(47)
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We summarize the above deduction as follows.

Pr0p051t10n 4.2. Under the assumptions (A1), (A2),

M = 0, andﬁt =% =% =% = Y = 0, the opti-
mal feedback control and the optimal cost functional of
Problem (MFLQ) are explicitly given by (42) and (47),

respectively.

5 Solution to Problem (AL)

In this section, we are interested in explicitly comput-
ing Problem (AL) introduced in Section 1.2 with the as-
sumption that the generator

G(t,y,2) = By + v,
where § and ¥ are deterministic and uniformly bounded.
With the generator, Problem (AL) is a special case

of Problem (MFLQ). (33) is reduced to a decoupled
forward-backward ODE

Ez¥ = (a; + a;)Ez" — B 'b?Ep,
+ NBt_lbt’lbtefO Bads + Bt,
Ep; = — (a; + a:)Epy,
T Bt
Exg = po, Epr= —Nefo P

Solving it, we get
T T B
Ep, = —Nelo A1ttt (astasds (48)

and
t + _

Exy = uo ef (astas)ds —/ Bs_lbgefs (ar+ar)dTIEdeS
0

t . t )
" / (bs + NB b MT) oJ. tartanydr g
0

(49)
where Ep is determined by (48). (40) and (41) are rewrit-
ten as

Iy + 2a:Ty — B, 'b2T% = 0, (50)
I'r=H
and
{ A+ (ar — By '0iTy) Ay + T84 + 024 = 0, (51)
T
Ar = —HEz" — Nedo Pt

where

t —
911,5 = ELt]Ea:? + B;lbﬂ/}tNer Bsds + bt, 92715 = ELt]Ept,



with Ep and Ez be determined by (48) and (49). This
gives

A== (HE?U% + Nedo 55(15) oJi (@B s
T . B
+ / (]‘—‘Sel,s + 92)5)6«[; (aTiBT lbf‘rr)deS'
t

Then the optimal control strategy in a feedback form is

—Bt_l |:bt (Ft.ftu + At) — N?/)teff) ﬁ5d5:| .

Here T' and A solve (50) and (51). The filtered cash-
balance & satisfies a closed-loop system

di} = [(a; — By 'biTy) & — By 'biAs + 01, dt
+ X4 fehy L dy,

L5 = po
with X being governed by

Yy — 20,8 + h 2 f282 — 2 =0,
20 = 0.

The remaining part of this section is devoted to illustrat-
ing the above results via numerical computations. For
the sake of illustrations, let the time granularity for all
the market parameters be yearly. Suppose that the ini-
tial investment £ = 1, the discount rate a; = 0.03, the
liability rate by = 0.01, and the volatility rates c¢; = 0.04
and h; = 0.1. We further suppose that the market pa-
rameters a; = 003, Bt = 006, ft = 01, bt = 1/),5 = Bt =
N =1, and H = 0.01. With the data, it is easy to see
that

Ep, = — 00621

25
Ez? = 006! {1 +t+ 360.12(1 — 7012ty

1
+E(1 _ 6—0.0615):| ,
01+ = 0.03Ez¥ + %% 4 0.01,

0.06¢"-0601—1)
5+ e006(1-1)°

05+ = —0.03e%062—)
Iy
and

1
Ay = — (0.01Ez? +e0.06)eﬁ (0.03-T)ds

1 s
t
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Then the optimal control strategy of the firm is
Uy = —(th?? + At — 60.0315)7

where the optimal filtering of the cash-balance z* satis-
fies

U
{ dz}
U
Lo

with

[(0.03 = Ty) & — Ay + 01 4] dt + Sydity,
=1

_ 0.08(60'1t — 1)
= e0.1t _ 4 ’

T', A and 6; being determined above.

6 Concluding remarks

This article studies an optimal control problem for mean-
field FBSDE with noisy observation. Since mean-field
FBSDE and optimal filtering are considered, the control
problem has been basically unexplored so far. The con-
trol problem covers more models in reality, but causes
a trouble in solving the problem. The backward sepa-
ration method with the decomposition of the state and
the observation is further developed, and is introduced
to overcome the resulting difficulty. These results ob-
tained in this article improve the first author’s previous
works [39,40,41,42], and are helpful for studying mean-
field game for FBSDE and systematic risk model with
noisy observation. The details of how we study these
problems will be presented elsewhere.

Let us now make several remarks in order to close this
section. (1) In most optimal control problems for mean-
field stochastic systems, we assume that all coefficients of
the optimal control problems are deterministic. Other-
wise, there is an immediate difficulty to study the prob-
lems. One reason is that the key equality E(a;z:) =
a¢Ex; is no longer true if a; is also a stochastic pro-
cess. But some special cases with stochastic coefficients,
say, Example 2.1, can be solved by a simple reduction
method. Then it is natural to ask if the method is ap-
plicable for slightly more complicated cases. We hope
to answer it in the near future. (2) Similar to Exam-
ple 2.2, Problem (MFLQ) can also be reduced to an LQ
problem for non-standard FBSDE with control set con-
straint. This motivates us to investigate such a class of
LQ problems for non-standard FBSDEs in the future. In
return, it will be helpful to study LQ problems for mean-
field FBSDEs. (3) The solution of the BSDE in (7) is a
non-Gaussian process in general, and thus, the optimal
filter of the BSDE is infinite. Then it is highly desirable
to study the numerical approximation of the optimal fil-
ter and the optimal control in our future publications.
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Appendix

We present three lemmas first, and then give a proof of
Theorem 2.1.

Lemma A.1. For any v; € f;(O,T;Rk), ji=1,2,
there is a constant C > 0 such that

T
E sup |z}* —x1’2|2 < C’]E/ v ¢ —1)21t|2dt,
0<t<T 0
E sup |y —y2f
0<t<T
T
VB [ (=Pl - ) e
0
T
<C | E|z% — ;22+/ sup E|z? — 22 |%dt
0 0<s<t

T
—|—]E/ |1)17t — 027t|2dt
0

Proof. These two estimates can be derived by Itd’s
formula, Gronwall’s inequality and Burkholder-Davis-
Gundy inequality. We omit the proof for simplicity. O

Lemma A.2. For any v, vj € Uq (j =1,2,- -
fying v; — v in £%(0,T; R¥), it holds

) satis-

lim Jv;] =

Jj—+oo

Jv].

Proof. Using Taylor’s expansion, Holder’s inequality
and Lemma A.1, we deduce

T T
‘IE/O z(e;)dt—ua/o 1(OY)dt

T
SOE/ (14 12| + |af| + Elz| + Elz|
0

+vjel + [ve]) (|27 — 27| + |Ex,” — Eay|
+|Uj,t - ’Ut|) dt

<C IE/ Ry dt (\/IE sup |z,
0<t<T
\/ / |1)J t — Ut| dt — 0

— V|2
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as j — 400, where C' > 0 is a constant, and

N =14 |y + 2] P + Bl
+ B[z} + [vg]* + o

In a same way, we have

E¢(E7) = Eo(EL),  Eo(yy’) — Eo(yy)

with j — +o00. Then the proof is complete. O
Lemma A.3. %, is dense in %aod.

Proof. For any v € %, define a family of controls by

for 0 S t S 5j,
f(z 1ys, Vsds, for id; <t < (i+1)d;,

th:

where v € U, 4, j are natural numbers, 1 < ¢ < j — 1,
and §; = T'/j. Similar to Bensoussan [2], we can prove
that (i) v; € %uq for any j, and (ii) v; = v as j — 400
in fjﬂ,o (0,T;U). Then it implies the desired result. O

Proof of Theorem 2.1. From Definition 2.1, we have
Uaa C 22, and thus, inf,ecq,, J'] > inf,eq0 J[v].
On the other hand, since v; defined in the proof of
Lemma A.3 is an element of %4, then inf,cq, , J[v'] <
J[v;], and consequently, it follows from Lemma A.2 that

infyreq,, JV'] < limjio J[v;] = Jv]. Due to the ar-
bitrariness of v, then infyes,, J[v'] < inf,cq0 J[v].
Thus, the proof is complete. O
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