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We consider a stochastic recursive optimal control problem in which the control variable has two
components: the regular control and the impulse control. The control variable does not enter the
diffusion coefficient, and the domain of the regular controls is not necessarily convex. We establish
necessary optimality conditions, of the Pontryagin maximum principle type, for this stochastic
optimal control problem. Sufficient optimality conditions are also given. The optimal control is
obtained for an example of linear quadratic optimization problem to illustrate the applications of
the theoretical results.

1. Introduction

The nonlinear backward stochastic differential equations (BSDEs for short) were first intro-
duced by Pardoux and Peng [1]. Independently, Duffie and Epstein [2] introduced BSDEs
under economic background. In [2], they presented a stochastic recursive utility which is an
extension of the standard additive utility with the instantaneous utility depending not only
on the instantaneous consumption rate but also on the future utility. Actually, it corresponds
to the solution of a particular BSDE whose generator does not depend on the variable z. And
then, El Karoui et al. [3] gave the formulation of recursive utilities from the BSDE point of
view. The problem that the cost function of the control system is described by the solution
of BSDE is called the stochastic recursive optimal control problem. In this case, the control
systems become forward-backward stochastic differential equations (FBSDEs).
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One fundamental research direction for optimal control problem is to establish the nec-
essary optimality conditions—Pontryagin maximum principle. Stochastic maximum prin-
ciple for forward, backward, and forward-backward systems has been studied by many
authors, including Peng [4, 5], Tang and Li [6], Wang and Yu [7], Wu [8], and Xu [9] for
full information and Huang et al. [10], Wang and Wu [11], Wang and Yu [12], and Wu [13]
for partial information case. However, in these papers, there are only regular controls in the
control systems and impulse controls are not included.

Stochastic impulse control problems have received considerable research attention
in recent years due to wide applicability in a number of different areas, especially in
mathematical finance; see, for example, [14-17]. In most cases, the optimal impulse control
problem was studied through dynamic programming principle. It was shown in particular
that the value function is a solution of some quasi-variational inequalities.

The first result in stochastic maximum principle for singular control problem was
obtained by Cadenillas and Haussmann [18], in which linear dynamics, convex cost criterion,
and convex state constraint are assumed. Bahlali and Chala [19] generalized [18] to the
nonlinear dynamics case with a convex state constraint. Bahlali and Mezerdi [20] considered
a stochastic singular control problem in which the control system is governed by a stochastic
differential equation where the regular control enters the diffusion coefficient and the control
domain is not necessarily convex. The stochastic maximum principle was obtained with the
approach developed by Peng [4]. Dufour and Miller [21] studied a stochastic singular control
problem in which the admissible control is of bounded variation. It is worth pointing out that
the control systems in these works are stochastic differential equations with singular control,
and few examples are given to illustrate the theoretical results. Wu and Zhang [22] were the
first to study stochastic optimal control problems of forward-backward systems involving
impulse controls, and they obtained both the maximum principle and sufficient optimality
conditions for the optimal control problem.

In this paper, we continue to study stochastic optimal control problem involving
impulse controls, in which the control system is described by a forward-backward stochastic
differential equation and the control variable consists of regular control and impulse control.
Different from [22], it is assumed in this paper that the domain of the regular controls is
not necessarily convex and the control variable does not enter the diffusion coefficient. Thus
the result of this paper and that of [22] do not contain each other. We obtain the stochastic
maximum principle by using a spike variation on the regular part of the control and a convex
perturbation on the impulsive one. Sufficient optimality conditions are also obtained which
can help to find the optimal control in applications.

The rest of this paper is organized as follows. In Section 2 we give some preliminary
results and the formulation of our stochastic optimal control problem. In Section 3 we obtain
the maximum principle for our stochastic optimal control problem. Sufficient optimality
conditions for the optimal control problem is established in Section 4, and an example of
linear quadratic optimization problem is also given to illustrate the applications of our
theoretical results.

2. Formulation of the Stochastic Optimal Control Problem

Firstly we introduce some notations. Let (2, , P) be a probability space and E the expectation
with respect to P. Let T be a finite time horizon and %, the natural filtration of a d-dimensional
standard Brownian motion {B;,0 < t < T} augmented by the P-null sets of . For n € N and
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p > 1, denote by SP(R") the set of n-dimensional adapted processes {¢;,0 < t < T} such
that E[supOStST|<pt|p ] < o0, and denote by H? (R") the set of n-dimensional adapted processes

(45,0 < t < T} such that E[([ |gs[2dt)”"] < co.

Let U be a nonempty subset of RF and K a nonempty convex subset of R". Let {7;}
be a given sequence of increasing ¥;-stopping times such that 7; T +oo0 as i — oo. We denote
by O the class of right continuous processes 7(-) = 351 il[,1(-) such that each 7; is an
¥r-measurable random variable. It is worth noting that the assumption 7; T +oco implies
that at most finitely many impulses may occur on [0, T]. Denote by % the class of adapted
processes v : [0,T] x Q — U such that E[sup0<t<T|vt|3] < oo, and denote by X the class of

K-valued impulse processes 7(-) € O such that E[(X;5, |11i|)3] < oo. We call o := U x K the

admissible control set. In what follows, for a continuous function I(-), the integration IOT I(t)dn;
is understood as follows:

T
[ 1= 3 1w e

0<;<T
Given 7(-) € 9 and x € R", we consider the following SDE with impulses:

dXt = b(t, Xt)dt + G(t, Xt)dBt + Cthlt, Xo =X, (22)
where b : [0,T] xQxR* — R", 0 : [0,T] x QxR"* — R™4 and C : [0,T] — R™™" are
measurable mappings. Similar to [22, Proposition 2.1], we have the following.

Proposition 2.1. Let C be continuous and b, o uniformly Lipschitz in x. Assume that b(-,0) €
HP(R™), o(,0) € HP(R™4), and E[(X;5; I1:])] < oo for some p > 2. Then SDE (2.2) admits a
unique solution X (-) € SP(R").

For 7(-) € D, let us consider the following BSDE with impulses:

dYt = —f(t, Yt/ Zt)dt + thBt - Dthlt, YT = g, (23)
where { € Fr, f : [0,T] x Q x R" x R™4 — R”™ and D : [0,T] — R™" are measurable
mappings. Similar to [22, Proposition 2.2], we have the following.

Proposition 2.2. Let D be continuous and f Lipschitz in (y,z). Assume that E|[f < oo,
E[(Zis1 miD)F] < oo, and f(-,0,0) € HP(R™) for some p > 2. Then BSDE (2.3) admits a unique
solution (Y (), Z(-)) € SP(R™) x HP (R"™4).

The control system of our stochastic optimal control problem is subject to the following
FBSDE:

dx = b(t, X, th) dt+o (t, xf’")ﬂlBt + Cedny,
Ay = (1,5, g7 22, 00)dt + =B, - Did, @4

X/ n v _ R
x," =a€R”, Yr —g<xT >,
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where b : [0, T] xR"xU — R",0:[0,T]xR" — R™4, f:[0,T] xR"xR"™ x R™4 x U — R™,
g : R" — R™ are measurable mappings, and C : [0,T] — R™", D : [0,T] — R"™" are
continuous functions. The objective is to minimize the following cost functional over the class
A:

J((),1()) =E [4) (x;"1> + Y@gﬂi) + J‘OT h<t, x), y:”",vt>dt + Zl(’ri,ni)], (2.5)

i>1

where g : R" - R,y :R"” — R, h: [0, T]xR"xR”"xU — R,and!: [0,T] x R* — R are
measurable mappings.
In what follows we assume the following.

(H1) b, o, f, g are continuous, and they are continuously differentiable in (x, y, z), with
derivatives continuous and uniformly bounded. Moreover, assume that b and f
have linear growth in (x, y, z, v).

(H2) ¢, v, h, | are continuous, and they are continuously differentiable in (x,y, 77), with
derivatives continuous and bounded by c(1 +|x|), ¢(1 +|y|), c(1 + x|+ |y| + |v]), and
c(1 +1|7|), respectively. Moreover, we assume |h(t,0,0,v)| < c(1 + |v®) for any (t,v).

From Propositions 2.1 and 2.2, it follows that FBSDE (2.4) admits a unique solution
(x21(-), yo1(-), z°1(-)) € S*(R™) x S3(R™) x H}(R™) for any (v(-),n(-)) € 4, and the
functional | is well defined.

3. Stochastic Maximum Principle for the Optimal Control Problem

Let (u(-),¢() = Xis1éilir1(-)) € o be an optimal control and (x5 (-), y™4 (), z*4(-)) the
corresponding trajectory. We introduce the spike variation with respect to u(-) as follows:

up = (3.1)

. v, ifr<t<T+e,
u;, otherwise,

where 7 € [0,T) is an arbitrarily fixed time, ¢ > 0 is a sufficiently small constant, and v is
an arbitrary U-valued ¥.-measurable random variable such that ]E|v|3 < oo. Let 5(-) € O be
such that ¢(-) + 77(-) € K. Then it is easy to check that ¢°(-) := &(-) + en(-), 0 < € < 11is also an
element of K. Let us denote by (x°(:), y°(-), z°(+)) the trajectory associated with (u°(-),&%(-)).

For convenience, denote ¢(t) = ¢(t, xf’é,yf";, z’f’g, u), p(uf) = ¢(t, xf’é, yf’é, zf’g, uf) for ¢ =

b,o, f,h,by,0x, fx, fy, fz, hx, hy. In what follows, we use c to denote a positive constant which
can be different from line to line.
Let us introduce the following FBSDE (called the variational equation):

dx! = [bx(t)x} +b(uf) - b(t)]dt + oy (H)x}dB, + eCydn,

dy} = -[fOxt + £, Oy} + f(021 + f(u5) - f(t)]dt + z}dB, — eDydy, (3.2)

1
Xy

0, yr=g:(xr)xt.
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By Propositions 2.1 and 2.2, FBSDE (3.2) admits a unique solution (x!(-),y'(-),z!(-)) €

SS(R") x SS(R"’) x H3(Rde).
Similar to [9, Lemma 1], we can easily obtain the following.

Lemma 3.1. We have

3/2
3 3 T
supE|xt1| +sup]E|yt1| +E[<J‘O |z}|2dt> ] < cé.

0<t<T 0<t<T

We proceed to give the following lemma.

Lemma 3.2. The following estimations hold:

2
supIE[ X6 —xt - xtl' ] < C.e,
0<t<T
€ g 1 2 2

supE||y; —y, —yt| < Cee’,
0<t<T

T 2
E f -zt -] at| <c.e,

0

where C, — O0ase — 0.

Proof. 1t is easy to check that

¢
x5 — x;"é -x} = jo [C;E <3ch€ — X xé) + A‘g]ds

o [ [psae - a2 - xt) +
where

1

Af = fo [bx<s, x4 4 Ax;,ug) - bx(s)]dxx;,
1

B: = fo [ox <s, x4 4 )»xé) - c)'x(s)]d)tx;,

Ct = J‘l b, <s, x4 xl 4 A(xg — X" - xl),ui)d)t,
0

1
D: = f O'X<S, x4 x4 A(xg — X xé))d)t.
0

(3.3)

(3.4)

(3.5)

(3.6)

(3.7)

(3.8)
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Since by, 0y are uniformly bounded, we have sup,_, 1 (|C5|+|Dg|) < c. Hence, if we can obtain

t t 2
supEU Atds +f B;dBS] < C.é, (3.9)
0

0<t<T 0

then the estimation (3.4) can be obtained from Gronwall’s lemma and (3.7). Let us take the
A? term for example. By the definition of #° and Holder’s inequality, we have

t 2 T 2
supE [f Agds:I <2E [J ds]
0<t<T 0 0

ree| p1 2 (3.10)
+2E [’[ J [bx (s, x4 Axi,v) - bx(s)]d)tx; ds]
T 0

=21 +2I1I.

f: [bx <s, x4 xl, us> - bx(s)] dix!

From Holder’s inequality, Lemma 3.1, and the dominated convergence theorem, it follows

that
2
ds }

{ T
I<TE j
0
j: [bx (s, x4 Axl, us> - bx(s)]d)t

o f

§T5/3{supE

0<s<T

fl [bx <s, x4 Axl, us> - bx(s)]d)tx;
0
3 2/3
RE
025 (
AL
0

Since b, is uniformly bounded, by Lemma 3.1 we get

1

Xs

61 1/3
] } ds
(3.11)
6 1/3
J}

x! Jj [bx (s, x4 )Lx;,us> - bx(S)]d.)L

< C.e%

T+e 1 2
1 < gf E [ f [bx(s, x4 4 )Lxg,v) - bx(s)]dxxg ] ds
T 0 (3.12)
2
<ce’supE|xl| <cet.
0<s<T

2
Thus we obtain sup,, ST]E[fé Afds] < C.£2. In the same way we can get

t 2
supEU Bgst] < C.e2. (3.13)

0<t<T 0

Hence, the estimation (3.4) is proved.
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Now we prove (3.5) and (3.6). Set

Xe=xt-aff-xl,  Yo=yi-wtoyl Zi=zi-a-dl
I = <S, x4l 4 )LXj,yS”"§ +yl+AYE, 2% 4zl + J\Zj,tti), (3.14)

AE = <s, XAl Ayl 2 40z, ui)

It is easy to obtain

v = 5(0) - g () - (i)t - [ z2am,

t

T
+ j <E§"Ex; +EXyl + Eg”gz;>ds (3.15)
t

T
+ f <F;'£X§ I F§’£Z§>ds,
t

where
1 1
B = [ (D -fold, B = [ [R09 - fe),
0 0
1 1
B - reo-rela,  Fe- [ ama, (.16)
0 0
1 1
Re- [ pmoa, B[ fama
0 0
We have

g(x5) - (o) - ge(x1)
= [5(f) - (x4 k)| + [s (o + 21) - 8 () - e (o) et (3.17)

= f: Qx <x¥’é +xp + AX;)dAX; + f: [gx <x§f’§ + )wc%) - g <x;’§>]d)tx} = I+1II

Since g, is uniformly bounded, it follows from (3.4) that E|I |2 < cI[-E|X§|2 < C.€2. Since gy
is continuous and uniformly bounded, from Lemma 3.1 and the dominated convergence

theorem it follows that
6 1/3
] } <C.e’  (3.18)

2/3
2 1 3
EIII < { supE|x]| E
0<t<T

[ ({8 + 1) - ge(28))atd

0
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Consequently,
2
E“ 2(x5) - g(x1*) - & ()t | ] < 2E|I + 2B|IT[? < C.é2 (3.19)

From Lemma 3.1 and the dominated convergence theorem, it follows that

T 2
supE[ j (Evxl+ EXyl+ Ei'gz;)ds] < Cee (3.20)

0<t<T t

Since f, fy, and f, are uniformly bounded, we have

|F2£

|F35

<c 3.21
0<t<T ] ( )

Similar to the proof of Lemma 1 in [9] for the BSDE part, we can obtain (3.5) and (3.6) with
the iterative method. O

We are now ready to state the variational inequality.

Lemma 3.3. The following variational inequality holds:

E I:(i)x <x¥'§> x% +Yy <y6"‘§>yé + Ezllg(Ti, éi)ﬂijl
i>

. (3.22)
E{f [hx(t)x} + hy Oy} +h(u) - h(t)]dt} > o(e).
0
Proof. From the optimality of (u(-),¢(:)), we have
J@ (), &) = J(u(),4(:)) 2 0. (3.23)
From Lemmas 3.1 and 3.2, it follows that
E[o(xh) - d(xp + 21)] =oto) o)

elo(s5t o) 0] =2l (522 <ot

Hence,

E[p(xp) - (x1%)] = E[pe (%) ch] + o(e). (3.25)
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Similarly we get

Elyvs) - v(v*)] = B[y (v5*)v] + ote),

(3.26)
E [Zl(Ti,éi +en;) - > (T, éi)] =¢eE [Zlg(Ti,éi)m] +0(e),
i>1 i>1 i>1
while
T
]E{f [h(t, x5, e, uf) —h(t)]dt}
0
T
= E{f [h(t, X, yEus) - h(t, x4 by 4 y},uf)]dt}
0
(3.27)

+ ]E{J‘OT [h(t, X4l g+ y},uf) - h(uf)]dt}

T T
+ E{j [h(uf) - h(t)]dt} =1+11+ E{j [h(uf) - h(t)]dt}.
0 0
Since hy, hy, h. have linear growth, it follows from Lemma 3.2 and Hoélder’s inequality that
T A1
I- E{ f f [ (T XE + hy (IT5) Y] d)udt} - o(e). (3.28)
0Jo
By Lemma 3.1 and the dominated convergence theorem, we have

T A1
II=E j f [ (A9 +hy(Af)y}]dmt}
070

T
=4 L [hx(uf)xt1 + hy(uf)ytl]dt} +0(g)

T
- E/ f [(hx(uf) —he(8))x] + (hy (u) - hy(t))ytl]dt}
0 (3.29)

+ ]E{J‘T [t + hy(t)ytl]dt} +0(e)
0

- E{f [(hx(t, 0) = he(£))x} + (hy (8, 0) =y (£)) y}]dt}

T

+ E{IT [hx(t)xl + hy(t)yl]dt} +o(e),
0
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where ¢(t,v) = ¢(t, xf’g, yf ,g, v), ¢ = hy, hy. It follows from Holder’s inequality that

T+e 1/2 T 2 v
Hs{Ef |hx<t,v>—hx(t>|2dt} {]Ef |XE|dt}
0

T

2

2

+ {]E f |l (t,0) =y () |2dt}1/2 {]E JJ |y} |2dt}1/ (3.30)
0

T

T
+ IE{J‘ [hx(t)x} + hy(t)y}]dt} +o(e).
0
Using Lemma 3.1 again, we get
T
1< E{j [hx(t)x} + hy(t)y}]dt} +o(e). (3.31)
0
Consequently,

T T
E{fo [h(t, x5, yf,uf) - h(t)]dt} = E{L [hx(t)xt1 + hy(t)yt1 +h(u;) - h(t)]dt} +o(e).
(3.32)

The variational inequality follows from (3.25)—(3.32). O

Now we introduce the following FBSDE (called the adjoint equation):

dp: = [f; B)pe - h;(t)]dt + f2(DpdBy,
dgr = [f1(Op - by()qe — o3 (ke — Wy ()] dt + kidB, (333)

po=-1s(vi*),  ar=-g (i )pr+ gi(xi):

It is easy to check that the adjoint equation admits a unique solution (p(-),q(-),k()) €
53(Rm) x 53(R") x H3(Rmxd)_
We are now in a position to state the stochastic maximum principle.

Theorem 3.4. Let (u(:),&(-)) be an optimal control, (x“*(-),y"“*(:),z"¢(-)) the corresponding
trajectory, and (p(-),q(-), k(-)) the solution of the adjoint equation. Then for any v € U and n(-) € X
it holds that

H(t, x:},{’gl y?’ér z:{,g/ o, Pt/ qt/ kt) - H<t/ x;}l’gl y?’g, Z:"g, Ui, pt, qt, kt> Z 0, a.e.,a.s., (334)

E{Z [(L(7i, &) + 47,Cr, = p7. D=) (1 — &) } >0, (3.35)

i>1
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where H : [0,T] x R" x R™ x R™4 x U x R™ x R" x R™4 — R is defined by

H(t,x,y,z,v,p,q,k) =—(p, f(t,x,y,2,0)) +(q,b(t,x,v))

3.36
+(k,o(t,x)) +h(t,x,y,0). (3.36)
Proof. Applying Itd’s formula to (pt, y; ) + (q:, x} ), by Lemma 3.3 we derive
T
E{f [H (t, Xy 2 g p kt> - H<f/ Ayt 2w py 4, kt)]dt}
0
(3.37)

+ EE{Z [(lé(Ti/ gl) + q;,-CTi - p;,-DTi)Tli] } 2 O(E)r

i>1

where 71(-) € D satisfies ¢(-) + 77(-) € K. Dividing (3.37) by ¢ and letting € go to 0, we obtain

]E [H <T/ leél y?lg, erél 'U, PT/ qT/ kT) - H <T/ leél ]/glgr erél u‘t‘/ PT/ qT/ kT)]

(3.38)
+ E{Z [(Ie (73, &) + q5.Cx, — p3.Dr, )i } >0, aeT€[0T]

i>1

By choosing v = u; in (3.38) we obtain the conclusion (3.35). If we choose 7(-) = 0, then for
v € ¥, satisfying E|v|’ < co we have

E[H(T, X y?";, 240, Pr, e, kT> - H<T, X y;”é, 24, Ur, Pr, G, kT>] > 0. (3.39)

Now let us set v; = vl +u;15 forany v € U and A € ¥,. Then it is obvious that v; € ¥, and
El”(JT|3 < oo. So from (3.39) it follows that, for any A € ¥+,

]E{ILA [H (T, X, y;”é, 24 v, Pr, e, kT> - H(T, X, yZ’é, 24, Ur, Pr, G, kT>] } >0. (3.40)

Hence,

IE{ [H(T, x?’g,yg’é, 20, Pr, e, kT> - H(T, x?’g,y;"g, 24, Uz, Pz, G, k'r)] | 77} >0, Vvel.
(3.41)

Since the quantity inside the conditional expectation is ¥,-measurable, the conclusion (3.34)
can be obtained easily. O

Similar to [22, Corollary 3.1], by Theorem 3.4 we can easily obtain the following.
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Corollary 3.5. Assume K = R". Then for the optimal control (u(-),¢(-)) it holds that

H<t, x;*'é, y;‘@, z't‘,é, O, P, qt, kt) - H<t, x;‘@, yrlél z?’g, U, Pt, Gi, kt> >0, Yvel ae., as.,

Li(7;,4) + ;. Cr, —p3 D, =0, i2>1, as.
(3.42)

Remark 3.6. We can still obtain the stochastic maximum principle if the assumptions are
relaxed in the following way.

(i) The regular control process v(-) and the impulse control process 7(-) are assumed
to satisfy E[supy,.r|vil’] < oo and E[ X, |1:"] < oo for some p € (2,3).

(ii) The assumption |h(t,0,0,v)| < c(1 + lo*) in Hypothesis (H2) can be weakened as
|h(¢,0,0,0)| < c(1+ o).

(iii) In the spike variation setting, the random variable v is assumed to satisfy E|v|’ < oo.

In fact, under these new assumptions both the solutions of the control system (2.4)

and the variational equation (3.2) belong to SP(R") x SP(R™) x HP (R™*?). The conclusion of
Lemma 3.1 becomes

p p T 2 P2
supIE|xt1| + sup]E|yt1| +I[~E[<J‘0 |zt1| dt> ] < ceP. (3.43)

0<t<T 0<t<T

And Lemmas 3.2 and 3.3 still hold true.

4. Sufficient Optimality Conditions for Optimal Controls

We still denote by (x¥(-), y?"I(-), z°"(-)) the trajectory corresponding to (v(-),7(-)) € 4. Let
us first introduce an additional assumption.

(H3) The control domain U is a convex body in R¥. The maps b, f, and h are locally
Lipschitz in the regular control variable v.

Theorem 4.1. Let (H1)-(H3) hold. Assume that the functions ¢, y, 1 — I(t,n) and (x,y,z,v) —
H(t,x,y,z,v,p,q,k) are convex. Moreover, y;" has the following particular form: y;'" = Kay + ¢
for K € R™" and § € L3(Q, Fr, P;R™). Let (p**, "¢, k"*) be the solution of the adjoint equation
associated with (u,¢) € 4. Then (u, ¢) is an optimal control of the stochastic optimal control problem
if it satisfies (3.34) and (3.35).

Proof. Set T=J((), n(-)) — J(u(-),&(-)). Since ¢, y, n — I(t, 77) are convex, we have

$") =9 () 2 0 (x5) (" - o7).
y(vo") - v(w*) 2 v (we*) (v " - ), (41)

St m) = Dmi, &) = D [le(7i, &) (i - &)

i>1 i>1 i>1
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Thus,
om0 (4) (57 5) o0 () (7429
o[ (o) (ot att w)] 02)
+]E{§1[l§(7i/§i)(ni_§i)]}‘
Set #”“(t) = H(t, xt ,yt th ,vt,pt ,qt é,kug) Then by Itd’s formula applied to
(@, (" =) + (P, (" - yi')), we get 2 2+ ©, where

== E{Z [(lé(Tir gl) + q:gCTi - p::',‘DTi) (Tll - 51)] }’

i>1

o= E{f [JZ”’Y £) — HUE(E) — Je“é(t)( xfé) (4.3)
— () (yf"? - y;"§> — LA () (zf"l - z;"‘i)] dt}.

From (3.35) we have = > 0. By (3.34) and [23, Lemma 2.3-(iii); Chapter 3], we have 0 €
duH“4(t). By [23, Lemma 2.4; Chapter 3], we further conclude that

(1), Sy (), HEA (1), 0) € Dyl (1), (4.4)
Then, by [23, Lemma 2.3-(v); Chapter 3] and the convexity of H(¢, ., .,.,.,p, q, k), we obtain

HONE) = LA () > ) (5] =)+ O (v -y )+ R0 (- =), (45)

from which it follows immediately that © > 0. Thus we obtain ] > 0 and the proof is complete.
O

We now give an example of linear quadratic optimal control problem involving
impulse controls to illustrate the application of our theoretical results.

Example 4.2. For simplicity, assume that the variables and coefficients are scalar-valued. Let
us take U = {-1,1} and K = R. There are only two values -1 and 1 in U which is a usual
case in practice and represents only two control states: “on” and “off”. For (v(-),7(:)) € 4,
the controlled system is subject to the following linear FBSDE:

dxt = (Axt + B’Ut)dt + CxtdBt + HdTlt,
dyt = _(Dxt + Eyt + FZt + G’Ut)dt + thBt - Rdﬂt, (46)

X0 = 4, yr = 8Xr,
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and the cost functional is given by

T
J(0(), () = %]E [Wx% +YYE + j (fo + Ny? + Qvf)dt + Lqu]. 4.7)

0 i>1

The coefficients are deterministic constants such that W,y, M,N > 0 and Q,L > 0. By
Propositions 2.1 and 2.2 we know that the control system admits a unique solution
(x("),y(),z(-)) € S*(R) x S*(R) x H3(R) for any (v,7) € 4. And the functional J is well
defined from & into R.

Let (u(),¢(-) = Xis1&iln,11(-)) € o be an optimal control and (x(-), y(-),z(})) the
corresponding trajectory. Then the following adjoint equation

dp; = (Eps — Ny;)dt + Fp,dB,
dg: = (Dp; — Aq: — Ck; — Mx;)dt + k,dB,, (4.8)
Po = =YYo, qr = -gpr + Wxr

admits a unique solution (p(),4(-),k(-)) € S*(R) x S*(R) x H*(R). The Hamiltonian H is
given by

H(t,x,y,z,v,p,q9,k) =-p(Dx + Ey + Fz + Gv) + q(Ax + Bv)

(4.9)
+kCx + %(Mﬁ + Ny* + sz>.

Then by Corollary 3.5 we obtain

1 1
(-Gpt + Bgy)v + Esz > (-Gp: + Bgy)uy + EQutz, Yoel, ae.,as., (4.10)

L&+ Hgr, —Rpr, =0, i>1, as.. (4.11)

From (4.10) we get

1 if - Bg; >
2 = { ;i Gpr ~Bar 20, (4.12)
-1, otherwise.
From (4.11) we obtain that
& =LY (Rp, - Hgy), i>1, as. (4.13)

Hence, if (u,¢) € o is an optimal control of this linear quadratic control problem, then it
satisfies (4.12) and (4.13).

We can prove that (u(-),¢(-)) obtained in (4.12) and (4.13) is indeed an optimal control
of this linear quadratic optimization problem. Note that Theorem 4.1 does not hold now since
U is not convex in this example. In what follows, we use the same notations as those in the



Abstract and Applied Analysis 15

proof of Theorem 4.1. In fact, as in the proof of Theorem 4.1, we can still derive J(v(-), 7(:)) —
J(u(-),¢(-)) > 2+0©. On the one hand, it follows from (4.13) that Z = 0. On the other hand, we
have

T
CE E{J 2oy = H (6,2, y ", 2w, prt g ) + (I)t]dt}, (4.14)
0

where

o =H (t, Xyt 2w, pt, g ke ’§> — (1)

(4.15)
— S () <xf’" - x;"‘;) - JZ;’g‘(t) <yf’" - yf’§> 0 <zf’7Z - z;"‘;).
From (4.12) and the definition of H, it is easy to get
Lt = H(tx ",y 2w, p) ) k)
(4.16)

1 1
= [(—GPt + Bar)ve + EQUf] - [(—Gpt +Bag)u; + EQuf] > 0.

Since M, N > 0, H is convex in (x,y, z), and thus @; > 0, so we obtain © > 0. Consequently,
it follows that J(v(-),n(-)) = J(u(-),¢(-)) > 0 and the optimality of (u(-),¢(-)) is proved.

Remark 4.3. For the classical linear quadratic optimal control problem, one can usually obtain
an optimal control in a linear state feedback form by virtue of the so-called Riccati equation,
and along this line the solvability of the Riccati equation leads to that of the linear quadratic
problem. However, it is difficult to obtain a state feedback optimal control in terms of the
Riccati equation in Example 4.2 mainly due to the particular form of the regular control
domain and the appearance of the impulse control in the control system.
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