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ABSTRACT. In this paper, we study a time consistent solution for a defined contribution
pension plan under a mean-variance criterion with regime switching in a jump-diffusion
setup, during the accumulation phase. We consider a market consisting of a risk-free
asset and a geometric jump-diffusion risky asset process. Our solution allows the fund
manager to incorporate a clause which allows for the distribution of a member’s premiums
to his surviving dependents, should the member die before retirement. Applying the
extended Hamilton-Jacobi-Bellman (HJB) equation, we derive the explicit time consistent
equilibrium strategy and the value function. We then provide some numerical simulations
to illustrate our results.

1. INTRODUCTION

The investment allocation problem for pension funds is becoming a very important area
of research. One possible reason for this is the need to have sufficient funds at retirement,
for post retirement living expenses, taking into account the financial risks that accompany
fund members’ investments. There are two types of pension plans: a Defined Benefit (DB)
plan, where the benefits are known in advance and the contributions are adjusted in time
to ensure that the fund remains in balance and a Defined Contribution (DC) plan, where
the contributions are defined in advance and the benefits depend on the return of the fund,
with the investment risks taken by the plan members. For a thorough discussion on the
theory of pension funds see e.g. [1], [12] and references therein. Since most developed
and developing countries have moved or are moving from DB to DC plans, where the
employee is directly exposed to the financial risks, the study of optimization problems in
the context of pension funds is of particular interest. The solution of such problems will
help the pension fund members or the pension fund managers who act in their behalf, in
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the allocation of funds in different assets in order to achieve the best retirement savings,
even during periods of market fluctuations, jumps or lack of information.

Since the classical results on the mean-variance formulation for the portfolio allocation
problem proposed by Markowitz [22] in 1952, this approach has become an important tool
to study the pension fund asset allocation problem. Li et. al. [20] study a DC investment
problem under a constant elasticity of variance model with stochastic salary. Using the
extended dynamic programming principle, they obtain an explicit optimal strategy before
and after retirement. He and Liang [17] consider the optimal investment strategy for a DC
pension plan with mortality risks, allowing the return of the premium to protect the rights
of a member who die before retirement. Sun et. al. [25] study in a mean-variance frame-
work, a pre-commitment and equilibrium investment strategy for a DC pension pension
plan under a jump-diffusion model, with deterministic income and mortality risks.

Under the expected utility framework, Chen et. al. [8] consider a DC asset allocation
with loss aversion and minimum performance. Sun et. al. [26] consider a robust portfolio
choice for a DC pension plan with stochastic income and interest rate. Sun et. al. [25]
study a jump diffusion case of a DC investment plan with mortality risks. Other references
include [3], [13] and [15], [16].

In all the above references, the basic assumption is that the associated parameters follow
a Markovian structure, then applying the extended HJB-equation for solving the corre-
sponding problem. However, it is well known that real market may not be following a
Markovian one. For a non-markovian structure of the time-consistent for mean-variance
problem, one may consider more general approaches (the backward stochastic differential
equation (BSDE) approach or the semi-martingale method). For a BSDE approach, we
refer, for instance to Hu et. al. [18], [19], Sun and Guo [24], Yan and Wong [28]. For the
semi-martingale approach we refer to Czichowsky [11]. Note that the recent work by Sun
and Guo [24] consider a jump-diffusion model similar to our current work for the case of
not regime-switching.

Most of the above mentioned papers consider pension funds investment problems in
a diffusion setup; however, as is well known the real market contains some fluctuations,
discontinuities or sudden changes in the evolution of the price process. In order to charac-
terize the dynamics of such markets, we consider a jump-diffusion modeling setup, which
is a valuable extension of an existing work in a diffusion framework. Moreover, we assume
that the market is described with regime switching, which helps to reflect the economic
trends, such as political situations, natural catastrophes or change of law. For a market
with two regimes, one can consider Regime 1, as a market with a declining market index
(bear market) and a market in Regime 2, representing a growing market index (bull mar-
ket). We consider a financial market comprising a risk-free asset and a risky asset derived
by a jump-diffusion process with regime switching. To protect the rights of a member who
dies before retirement, we introduce a clause which allows his/her dependents to withdraw
his/her premiums. Moreover, we assume that the evolution of the income of the pension
members follows a regime switching jump-diffusion process.
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The aim of the fund manager is to maximize the pension fund size and minimize the
volatility of the accumulation. We then formulate the problem in a continuous time mean-
variance stochastic control setup with regime switching. Our main contribution is to con-
sider a jump-diffusion framework in the presence of regime switching and mortality risk. In
a discrete approach, Bian et. al. [4] study the pre-commitment and equilibrium strategies
for a DC pension plan with regime switching, return premium clause and deterministic
income salary. Our problem can also be related to the mean-variance asset-liability man-
agement with regime switching in [10], [27].

We then solve the problem via a time consistent dynamic programming principle and
solve the extended Hamilton-Jacobi-Bellman (HJB) system of equations as in [5]. This
is motivated by the fact that the preferences of an individual changes as times goes on.
Therefore the mean variance problem can be viewed as a game problem, where every time
t € [0,7] is a player who chooses a strategy m(t,z,/,j) at time ¢. This game theoretic
framework has been widely studied in the literature. See, for instance, [6], [21], [20], [25],
and references therein.

The rest of the paper is organized as follows: in Section 2, we introduce the DC pension
fund mean variance problem under study. In Section 3, we derive the system of extended
HJB equations for our regime switching mean variance problem with jumps. Section 3.1
provides the equilibrium strategies and the corresponding value functions for our DC prob-
lem. Finally, we give a numerical example to illustrate our results in Section 4.

2. THE MODEL FORMULATION

Let T > 0 be the investment horizon of a DC pension fund, with retirement date
denoted by ty + T and (2, F,{F:},P) a complete filtered probability space. We define on
(Q, F,{F:},P) a two dimensional Brownian motions {W(¢t), Wy(t), 0 < ¢ < T} and a one
dimensional Lévy measure v(-), with a Poisson random measure N(¢,-). The compensated
Poisson random measure is given by

N(dt,d¢) = N(dt,d¢) — v(d¢)dt .

Furthermore, consider on (2, F, {F;},P), a continuous time-homogeneous Markov chain
{a(t), t € [0, T]} with a finite state regime space S = {1,2,..., D} and a transition rate
matrix A = {a;;};jes with transition probability matrix (See [23], Theorem 2.1.1)

P(t) := (pi;(t))ijes

where

pi(t) == P(a(t) = j [ a(0) = 1)

d
S P(H) = AP(t), P(0)=1.

Let M;;(t) denote the counting process defined by

and

Mi; = ) Xas)=1} Xfals)=3} -

0<s<t
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where x4 denotes the indicator function of a set A. The process M;; gives the number
of jumps of the Markov process a from state ¢ to state j up to time ¢{. We introduce the
martingale process M;; given by

t
M;;(t) = M;;(t) — /0 @ijX{a(s—)=i}ds .

For simplicity, we assume throughout the paper that the three stochastic processes
W (t), Wi(t), N(t,-) and M(t) are independent.

We assume the existence of a financial market composed by two assets: a bank account,
and a risky asset. The bank account has price B(t) defined by

dB(t) = r(t,a(t))B(t)dt, (2.1)

where r(t,j) € R, for any j € S are the risk-free interest rates corresponding to different
market regimes. The risky asset S(t) is defined by the following geometric jump-diffusion
process

dS(t) = S(t—)[u(t at=))dt + o(t, a(t=))dW(t) + Avs(t,a(t—)>C)N(dt>dC)] , (22)

where, for every fixed j € S, u(t,j), o(t, ), vs(t, j, ) are deterministic continuous functions
on the interval ¢ € [0, 7], representing the appreciation rates, volatilities and jump rates
at different regimes, respectively. To ensure that the risky asset remains positive, we also
assume that vs(¢, 7, ) is bounded bellow by -1.

We suppose that a pension member has a stochastic income during the contribution
period driven by

aet) = E(t—)[ (t,a(t—))dt + o1(t, a(t—))dW (t) + oa(t, a(t—))dWi ()

4 / olt, alt—), QN (dt, d¢)| (2.3)

where k(t,j) are the expected growth rates of the income, while oy(t,j), o2(t,j) and
Ye(t, j,-) represent the volatilities and jump rates of the income at different regimes, re-
spectively. It is assumed that the parameters are also deterministic continuous functions.

Moreover, suppose that the pension member contributes an amount of ¢(t), at time ¢,
where § € (0,1) is the proportion of the salary contributed to the pension plan. Note that
this proportion of the salary is constant. We assume that the accumulation period of the
fund starts from age ty > 0 of the member, until the retirement age tqg + 7. In order to
protect the rights of the plan members who die before retirement, we adopt the withdrawal
of the premiums for the member who dies, as in He and Liang [17]. In our DC investment
problem, we assume that the employee is concerned about the accumulated amount at
the retirement time for consumption after retirement and not the consumption during the
accumulation period. For DC investment-consumption problem, we refer, for instance, to

[14].
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Let My be the number of members who are still alive in the pension at time ¢, with
age to + t. Then, the expected number of members who will die during the time interval
(t,t 4+ At) is MoPASt,, where PSt, is the probability that a person alive at the age to + t
will die in the following time period of length At.

Let Z(t) be the total accumulated premiums up to time t. Then, Z(¢) follows the
dynamics

dZ(t) = s((t)dt , (2.4)

with the initial condition Z(0) = zy (29 > 0). Note that in real practice, we can assume
zo = 0. Hence, the premium returned to the dependants or estate of a deceased member
from time ¢ to ¢ + At is Z(t)P5t,. After returning the premium, the difference between
the accumulation and the return is equally distributed to the surviving members. The
expected number of members who are alive at time ¢ + At is My(1 — Ptﬁfrt), which is a
deterministic function of time.

Based on He and Liang [17], we adopt the de Moivre mortality model, i.e., the deter-
ministic force of mortality Sy, (t) where 7 > 0 is the maximal age of the life

table. Then,

_ 1
- T—(to+t) ’

N t+ AL At
‘Pto—t&-t: l—exp{—/ BtO(U)dU}: m, OSAtST—tO—t

t 0
Suppose that the value amount invested in the risky asset at time ¢ is denoted by 7(t)
and X™(t) the corresponding wealth process of the pension plan member. Similar to [17],
[25] and [16], we adopt a return premium clause, when a pension member dies during the
accumulation phase. Thus, after deducting the expected return of the premiums for the
members who died during the time interval (¢,¢ + At), the total wealth of the pension

members is given by

A

Xo(t+a) = Mo(1- Pt ) |(X7(0) - (e B AY S(t+ At

ORI L +(5£(t)At]
+MoPt X (t) — eMoZ(t)PEL, .

We assume that ¢ is a parameter with values 0 or 1. If € = 0, the pension member obtains
nothing during the accumulation phase, while if ¢ = 1, the premiums are returned to
the member when he dies. Then, the total wealth is equally distributed to the surviving
members and each of them has the pension wealth of

X"(t+At) = H
—(XT(t) - w@))B(;%t)At) 4 n(t)ag%tf” S0t At

— B, (O AL[eZ(t) — X7 (t)] + o(At) .
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Dividing by At and taking the limit, when At — 0, we have the following wealth process
in continuous time:

dX"(t) = [X”(t—)(r(t,a(t—w+ﬁto(t))+(u(t,oz(t—))—r(t,a(t—>>>7r(t>+5€(t) (2:5)
—eﬁto(t)Z(t)}dt + ()t alt—))dW () + 7(t) /R vs(t, a(t—), Q)N (dt, d¢).

Definition 2.1. We define A as the set of measurable (deterministic) functions (¢, z, ¢, z, j) —
m(t,x,l,z,7) € R such that, for each (z,/, z, j), the closed-loop system (2.5) above, with
the initial condition (X7(0),¢(0), Z(0), «(0)) = (x,¢, z,j) has a unique strong solution.

We will then formulate the pension fund mean variance investment problem without
pre-commitment. In order to understand such kind of problems, we first define the pre-
commitment mean variance optimization problem. This problem can be described as the
maximization of the following functional:

J(0,2,7) = Eo 0. ;[ X™(T)] — @Varowz [X™(T)]
PR " T, 2, 2 »Ly6,2,] )
over all admissible strategies m € A.

As we can see in the above functional, we fix the initial point (0, X™(0)) and try to find
the control 7* which maximizes J(0, X™(0), ), that is, there is no update on the optimal
strategy m* and future dates (¢, X™(¢)). However, for the optimization problem without
pre-commitment, the DC investment manager updates the investment strategy at each
state (¢, X™(t)), i.e., the value function is given by

_ L0
2
Here, £(j) are the risk aversion coefficients under the market regimes j € S and E; , 4. ;[-],
Var; . 0. j[-] are the expectation and variance conditioned on the event [X(t) = z,((t) =
0, 7(0) = z,a(t) = j] respectively.
Assume that, for any (¢,z,¢,z,5) € [0,T] x R3 x S,

F(z,j)=x— %ﬁ and T'(z,j) = %f.

Sup{Et,x,é,z,j [(X™(T)]

V. [X’T(T)]} . (2.6)
TeA

We define the following functional
O(t,x, b, 2,5, m) = B g oz [F(XT(T), §)] 4+ LB p2 5 [XT(T)], 5) -
Then, the mean-variance optimization problem (2.6) becomes
sup ®(t, z, 0, 2,7, 7). (2.7)
TeA

Note that I" is a nonlinear function acting on the conditional expectation, which leads to a
time-inconsistent optimization problem in (2.7) as was pointed out by [5] and [6]. Therefore,
an optimal strategy at time ¢ does not guarantee the optimality of ® at subsequent moments
s > t. However, since the time horizon 7" of a pension fund is very long, the plan member’s
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preference may change over time, then it becomes very important to formulate the time-
consistent optimal investment problem for the DC pension fund. To that end, we follow
the game theoretic approach of our problem as in [5], [6] and define an equilibrium strategy
which is consistent with time change, i.e., the optimal strategy derived at time ¢ should
agree with the optimal strategy at time ¢ + ¢, € > 0.

Definition 2.2. For any fixed (¢,z,¢,2,7) € [0,T] x R* x S, a control law 7* is an
equilibrium control if for every admissible control 7 and € > 0, the collection of strategies

7, defined by

W(Swﬁz ')— 7T(S,$,€,z,j)7 fort<s<t+e
e\$, L, £,2,7) = ﬂ*(saxygaZ,j), fOft—{—eésST,

satisfies the property
lim inf q)(t7 x, 6) Zaj? 7T*> - (I)(tu z, éa Z7j7 7T€)

e—0 €

>0.

The above definition implies that the equilibrium control law 7* is time consistent, i.e.,
if all the players t + € < s < T', choose the strategy 7* as their optimal, it remains optimal
for the players t < s <t +e.

In order to ensure the existence of the equilibrium value function and the equilibrium
control strategy, it is sufficient to assume the uniform boundedness and non-degeneracy
conditions on the associated parameters:

(Aq) r(t,7), p(t, ), o(t, ), vs(t, j,-), k(t,J), o1(t, j) and (¢, j, -) are uniformly bounded
on [0,7], for each j € S. And the risk aversion coefficient £(j) is non-degenerate,
that is, there exists € > 0, such that £(j) > ¢, for any j € S.

In order to solve the optimization problem (2.7), we will apply the game theoretic frame-
work as in [5] for our mean-variance DC problem with regime switching and jumps problem.
For simplicity of notation, we denote (¢, j), u(t, 7),o(t, 7),vs(t, 7, ), k(t, 7), o1(t, 7), 02(t, 7),
Ye(t, 7,°), £(J) by 75, iy, 05, V85, Kjs 01, Oaj, Vej, &, rESPECtively.

Applying the Ito’s formula for Markov regime switching jump diffusion process (see [9],
Theorem 3.1.), for any ¢(t,z,0,2,7) € CH*?1([0,T] x R* x §), with 7 € A and z, ¢, z in
(2.5), (2.3) and (2.4), the infinitesimal generator operator is defined by

Lo,z 0,2, 7) (2.8)
= (bt(t’x?g?'z?j) + [I(T(t,j) + ﬁto(t» + (M(tnj) - T(taj))ﬂ-(t) + ol — gﬁto(t)z ¢x(t7x7£>zvj)

1
(1) le(t 0. 0,2, ) + 006 (1,2, €, 2, ) + 5 (07(8, ) + 03 (1) bl 2, £, 2, )

+%7T2(t)cr2(t,j)q5m(t, x, b, z,7) +m(t)lo(t,j)oi(t, ) oe(t, x, l, 2, j)

-+ Z ajoé(qs(tax)ev Z,Oé) _¢(t’x’€’z’j))

a€S,a#]



+/[R [¢(t,$ + 7T<t)73(t7]7C)7€(1 + ")/g(t,j, C))? Z?]) - ¢(t,x,€,z,j)

_W(t)rYS(taja C)Qba:(tumagv Z:J) - E’W(t’ja ()¢Z<t’x7€7 Z:]) V(dC) .

3. THE EXTENDED HJB SYSTEM

In this section, we derive the extended HJB system for our mean variance problem
with regime switching and the corresponding verification theorem. Our aim is to establish

explicitly the admissible equilibrium control for our problem according to Definition 2.2.

For more details we refer to [5], [27], [20], and references therein.

Theorem 3.1. Suppose that there exist functions U, ¢ : [0,T] x R¥ x S — R and 1 :
[0, 7] x R3 x 8 x [0,T] x S — R satisfying the following system of equations:

Sup{ﬁﬂ\y(t7xa€7zaj) - Eﬂ—w(tax7£7z7j7jl) + E”@/}j,(t,x,ﬁ,z,j) - EW(F © @)(twraE)Zaj)

meR
FMTp(t, 1, ¢, z,j)} —0, (3.1)

Lo (tx, b, 2,5) = 0, (3.2)
Lot z,0,2,5) =0,
V(T z,0,2,j) = x,

£0J") »

¢jl(T7x7éaz7j) = J:_Tx )

SO(T’:L‘7/€7Z7‘7‘) = I’)
where ¢j/(t7$7£7 Z?j) = ¢(t7x7€’ Z?j’ t?j)7 (F o 90)(757 x’ E? Z’j) = F(t’ SO(t7 x’ 67 Z’j)?]) =
#Qp(t7$?€7 Z?j)27 a’nd Mﬂ@(t7x7€7 z?]) = Fy(t7(p(t’x7€7z7j)7]) >< 'Cﬂ—gp(t7l'"€7 Z’j)) fO’r
any j' € S.
Then 7 is an equilibrium control law and ¥ is the corresponding value function. Fur-
thermore, 1 and ¢ have the following probabilistic representation:

V(t,2,0,2,5,5) = Eppe. j,[F(X™(T),5)]  and ot 2,0,2,7) = Eppe. ;[X™ (T)].
Proof. See Appendix. O
Note that from the probabilistic representation of ) and ¢, ¥ can clearly be written as
U(t, o, l,z,5) =0t x,0,2,7,5) +T(t, o(t,x,0,2,7),7) - (3.4)
Hence, the first equation in Theorem 3.1 is simplified to

Sup{ﬁw¢j,(t7$a€72aj) + Mﬂgp(tx’g’Z’j)} = O

TeR

Using the generator (2.8), the extended HJB system can be written as

SUE{"‘#{(@%& Z7j) + fjgp(tx7€7z7j)gpt(t7x7€7z7j) + [:C(TJ + 5150) + (/’L] - 7“]')71'
(IS



+6£ - gﬁtoz][wil@? SL’,£, Zv.j> + fj(p(tvx7€7 z,j)wx(t,x,ﬁ, Zaj)]
+I€j€[ é’j(tvxaazaj) + ijO(t,.Z’,E, Z7j)30€(t7x7£727j)]
+MW?](7§7$»€727]) + gjsp(tvxaga Z,])(,Dz(t,l',e, Z7j)]

1 i _ : .
+§0—32’7T2[ g;x(ta x7£> Z?]) + 5]50@7 Z, ga 27])9%1(75, Z, f, Zaj)]

1 i’ . . ,
+5(00 + 03 Lt 2, ) + Gt 2, 4,2, )pu(t, v, 6 2, )]

+Uj01j£7r[¢ilz(ta :E,é, Z,j) + gjcp(t?'rafv Z’j)¢$f(tv xv& Zv])]
+ Z aja[¢j'(t,x,€,z,a)—|—{ago(t,a:,é,z,a)gp(t,x,&z,a)]

a€S,a#j

- Z aja[@/)j,@,m,ﬂ,z,j)+fjg0(t,l‘,€,Z,j)go(t,l’,e,z,j)]

a€S,a#j
+/]R [¢j/(t7x + W75j<<)7£(1 + 74j(<))727j> - wj/@?‘r:ga Z:])
+£j¢(t?xagv Z,j)g@(t,fﬂ + WPYSj(C%g(l + 75j(<))7 Zaj) - (10(757 x?& Z>j>
—W’Ysj(C)[@/)il(t,$,€,Z,j) +§j¢(taxv€v ZJ)%(@%K Za])]
_E/Wj(C)W}g,(tx’Ev Za]) + gj(p(t, IE,E, Zvj)‘pé(t7xa€> Za])] V(dC)} =0, (35)

wg,(tﬂ,é, Za]) + [ZL'(T’]' + ﬁto) + (:u] - Tj)ﬂ_* + ol — Eﬂtoz]¢;l<t7$7€7 Za])
—i—ffjfwg/(t, x,l,2,7)+ 561&5(7&, x, bz, 7))+ %0?(%*)2 i/z(t, x,0,2,7)

1 -/ . . i ‘
—’_5(0%’ + O—gj)€2wz€(ta [IZ’,E, Z>]) + O_jo_ljgﬂ wie(tﬂ%ﬂ Za])

+ > @l (a2 a) = o (8, 2, )]

a€S,a#j

+/R [wj/(t’x + TF*’YSJ'(C)vg(l + ’VEJ'(C)%Z?]-) - ¢j,(t7$a€7zaj)

1 s (O (8,0, 2, §) — Ly (O] (t, 2,6, 2, 5) |v(dC) = 0, (3.6)

(pt(tv JI,E, 27]) + [l'(T] + /Bto) + (lu] - T’j)ﬂ'* + 5£ - 557503]%%(757%& Za])
1
+rilpe(t,x, 0, 2, §) + 0bp,(t, 2,0, 2, ) + 50?(7?*)2g0m(t,x,€, z,7)

1 . . .
+§(O-%] + o-gj)fzgpﬂ(t X, Ea Z’]) + O-jgljgﬂ- @xg(t, x, ga 27])

+ Z Clja[@(t,%g»z’a)—@(ta%&%j)]

a€S,a#j
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+/IR [g@(t,l’ + ’/T*")/SJ‘(C),€<1 + WZJ(C))ﬂ Za]) - Sp(thaga Za])

_W*’VSJ(C)QOLE@’ZE:&Z:].) _K'Wj(g)(pf(tvx7£7 Z7j) I/(dC) = 07 (37)
V(T x,0,2,7) = x— %xQ, (3.8)
oTy2,6,2,5) = x. (3.9

If the expression in the sup function (3.5) is concave in 7, i.e.,
Wt 62, ) + et 2, 2, )paalt, 7, L, 2, )]

_|_/RO[ 7t + s (0), 61+ 745(0)), 2, 7)

+€j90(t>x7€727j>90ﬂ'ﬂ’(tax + ﬂ"ij(C)7€(1 + foj(C)%Z?j)] V(dC) < 07 (310)

then the equilibrium control 7* solves the following equation

(15 = ) (62,0, 2, ) + &0t 2,6, 2, ) @alt, 2, £, 2, )] + 0500 [00 (¢, 2, £, 2, 5)
—i—@gp(t,x,ﬁ,z,j)gpﬂ(t,x,f,z,j)] + 0-32'71—*[ i/m(tvxvfazvj> + éj(p(tvxug’zuj)90$$(t7xagu Z:])]

+ / (07 (1 + 7950, 601+ 75(0)), 2,5)

—f—gng(t,fL’,E,Z,j)@w(t,ZL’—Fﬂ'*’ysj(C)?f(l +’Wj(§))7z7j>
s (O (8,2, 6,2, §) + Ep(t, 2,4, 2, ) pa(t, x, £, 2, )] | v(dC) = 0. (3.11)

In the following section, we derive the solution for the equilibrium control and the
corresponding value function.

3.1. Solution of the time-consistent mean-variance DC problem.

We attempt to solve the extended HJB system (3.5)-(3.9) and obtain the explicit equi-
librium control 7* € A. As in [27], we conjecture the solutions of the following form:
p(t,z,0,5) = bt j)x+c(t, )0+ h(t,j)z +elt, j), (3.12)
Vil f) = bt d)e et )0+ b D)z +elt) - D aw et @1y
+B(t,j)* + P(t,§)z* + 2C(t, j)xl 4+ 2R(t, j)zz + 2K(t, j)=(
F2M (¢, j)a + 2N ()L + 2H (1, 5)= + Q(t. )]
with the terminal conditions b(T,j) = A(T,j) = 1 and ¢(T,j) = h(t,j) = e(T,j) =
B(T,j) = C(T,j) = M(T,j) = N(T,j) = H(t,j) = P(T,j) = R(T,j) = K(T,j) =

Q(T,j) = 0. For the concavity condition (3.10) to be satisfied, we assume that A(t¢,7) > 0,
for all (¢,5) € [0,7] x S. For simplicity, we adopt the following notation b, ¢;, h;, €;,
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Aj7Bj7Pjan7MjaNjaHjaRjaKjandeforb(t j) ( )a ( ) (t ]) A( ,j),B(t,j),C(t,j),
M(t, j), N(t,5), H(t,7), P(t,j), B(t,j), K(t,j) and Q(t, j) respectively.

From the conjecture (3.12)-(3.13) and equation (3.11), we can easily see that the equi-
librium control law 7* is given by

Tl g) = (1j = r3) (05 — Aj) . (11; — 75)b;h;
A5(02+ foy 3dQ)) Ay (02 4 o, 30dC))
(g — 1) (bje; — Cj) = Cj <0j01j + Ja, ’Ysﬂejl/(d()) ,
A5 (02 + fo, 7(dC))
(kg — 5)(b; + & (bje; — M;))
§54; (07 + fo, ()

Based on (3.12), (3.13) and (3.14), the expressions (3.6)-(3.7) can be written as

(3.14)

+

Sl s (/“LJ - TJ>2<b2 — 4Aj) b2 2
_E [A] —+ Q(Tj + ﬂto)Aj 0_ T fR ”)/Sj dC) ( + 1> OCESZA#]A aja(Aa - AJ)} s

5. .
_EJ{quL (205 + 0% + /R vfjl/(dC)>Bj—l—26(Cj+Kj)

(/,Lj — rj)(bjcj — CJ) — Cj <Uj01j + fRO ’)/ijygjy(dC)>

+2 — -+/ A (dC))C
4502 + fi, (d0)) (= G 0)e
2
+[(Mj—7”j)(bjcj—CJ)Z—CJ(%ZU+fROVSﬂejV(dC)ﬂ LY s, BJ)}W
A5 (02 + fo, (d0)) acSari
_S[p g B R; + (g = 75)7bshg 2R + bk, )+ (P — P))| 22
[P, Aj(ofﬂmju(do)( MEOAPIES Al

(= 15) (07 — A;)C;
(02 + o, 7Em(dQ)
(k5 —75) [(Mj — 1) (bjc; — Cj) = Cj (Ujglj + Ja, VSJWJV(dC))] b;

+ /RO Vsﬂe]‘l/(d{’)>+ A (0]2 v ngV(dC)>

T4+ By) 4+ D ja(Ca— Cy) bal = & | By + (15 + Bu) Ry — 2B A,

a€S,a#j

_gj{C'j+(rj+5to+/<j)Cj+ ></Lj—7“j—|—0'j0'1j




(115 —5)(Ajbjhy + (R 4 bih;) (b5 — Aj))

+ Z aja(Ra—Rj)]a:z

Aj <U]2 + Jr, V57(dC )) ey
—fj{Kj K 1 20(Ry 4 P) — ey + S =T =1 4 0501)bhy
(07 + fo 2w(dQ))
. (1j — i) (R; + bjhy) [(Mj —1;)(bje; — Cj) = C (Ujglj + gy ’Ysﬂej’/(dC)>]
4503 + fo 7m(dQ))
+ D aje(Ka - Kj)}% - €j{MJ’ + (1 + Bro) M;
a€S,atj

(g —13)* (05 — Ay) (115 = 13)*(bj + &(bje; — Mj))
+ M; + b + ajo(My — M;) px
(e i) n (e tea) }

—ﬁj{Nj + 1Ny + 0(M; + Hy) + 05501,C5+ Y a;a(Na = Nj)
a€S,a#]

(ki — r3)(bj + &(bje; — M)
: M@ 4; (02 + fo, 1)) (“J’_Tﬂ*/ﬂ%ﬂ“%”(dO)Oj

(r; = 75)(bjc; — Cj) = Cj (Ujglj + Jg, 'VSj'YZjV(dO>
&4; (03 + f, m(d0))
(5 = riPbibi My (gt = 13)*(b + & (bse, = M))(R; +byhy)
4502 + Jo, 2(d0)) §4; (03 + foy 11(dQ))

+ Y aalHa - Hy)z

a€S,a#j

_%{Qj L= r;)?(b; + & (bje; — Mj))

+ (1 —r)(1+ §j€j)bj}€

=& [Hj — B M; +

(&M + (14 &jej)bs) + tja(Qa — Q;)
EFA; <02~ + Jr, V557 dC)) oze;o:z;éj }

_ b2 — A;b;
(MJ ) J i) + Z Ajo(bo — bj)i|x + [éj + K¢
A] (U +fRo VeV (d¢ > aES,a#j

(g — 1) (bje; — C5) = Cj (UJUU + Jz, VSJ'WJV(dCD
4; (‘7]2' + f]Ro 7§jy<d<)>

(g —13)*bjhy
+ Ajo(Ca — ¢;) |0+ |hj — B4, b; + + ajo(ha — hj) |z
aeszo;;éy J } [ o A'("f‘ + gy ngy(dC)) aeSZc;;éj j ’ ]

[b + (rj + By )b,

+6(bj + hj) +

(15 —75)b;
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(g —7r5)% (b5 + &;(be; — M;by)) + Z tjo(€a — ej)] =9

+ éj +
[ §iAj <UJ2' + fRO %%j’/(dg)) €S, atj

(1; — ;) (03 — Ajb;) .
J : J JQ Y Z aja(ba—bj)}l‘—f- |:Cj—|—/<;jcj
4; (Uj + f]RO VSjV(dC)> a€S,atj

(ki = 75)(bje; — C) = C (Uj"lj + Jr, VSJ’%V(dCD

[5j + (rj + B )bj +

+0(b; + hy) + (kg —75)b;
A5 (02 + fo, (d0))
. e 2h
+ Y ajalca - Cj)}“ [hj — &Bub; + Uy = vyl hy > tjalha - hj)]z
a€eS,a#j Aj (O-]Q + fRO 7§JV(dC>> a€S,af]
)22+ € (bRe; — Mb,
—i—[e'j—l— (g —15) (] &( €5 i05)) n Z e —ej)] —0,
&iA; (032 + Jay V?qu(dC)) €S 0]

where ¢ denotes the first derivative of y with respect to time ¢t. Due to the arbitrariness of
the variables x, ¢ and z, we deduce the following system of ordinary differential equations
(ODEs):

(M_rm(b?—Aj)(b? +1>+ Y @a(Aa—Ay) = 0; (3.15)

Aj + 2(7’]' + ﬁto)Aj +

0]2' + f]Ro f}/g«jl/(dg) ZJ €S, at]
Ro
(k; = 15)(bje; — C) = C <0j01j + Jay VSjoV(dC))
+2 ; ; (,Uj -7+ / ’}/Sj’y@jv(dC))Cj
A <Uj + fRO ’YSjV(dC)> Ro
2
[(Mj —1;)(bje; — C5) = Cj <Uj0'1j + Jr, VSﬂejV(dC)ﬂ
+ + Y aja(Ba—B;) = 0;
A; (‘732' + f]RO VZ‘jV(dO) a€S,at]
. V2R
By — 2By Ry 4 — o = ") bils (28 +bh5)+ 3 aialPu = P) = 0:(3.17)
A; (%2 + Jz ’Yﬁj’/(dC)> €S atj

. ) (0% — A)C,
Cj—i_(rj"‘ﬁto‘i‘l‘ij)cj'“‘ (Iu] ])(] ]) J
402 + Jiy 2(dC)

) (/Lj — 7+ 0501+ /RO VSjoV(dO>
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(1j = 15) [(Mj = 73)(bje; = C5) = Cj (Ujalj + Jr, VSjoV(dOﬂ b}
45(02 + Ji, 120(d0))
+HO( A+ R+ Y aja(Ca—Cy) = 0; (3.18)

a€S,a#j

. ) (Abih + (R; + bih) (% — A,
Rj + (v + Biy) Ry — B Aj + (15 — 13)(Ajbshs + (B + bihy) (b5 i)
A; (‘7]2'+f]12<0 ngy(d§)>

+ Y aja(Ra—R)) = 0; (3.19)

a€S,a#j

+

(1 — 1)y — i + 0015)bih; C;

Kj + KZKJ' -+ 2(5(RJ -+ P]) - gﬂtOCj +

Ay (02 + fy, 22,0(d0))
+(Mj — 15)(R; + bjhy) [(Mj —15)(bje; — C5) — Cj (Ujalj + gy 7Sj7€j”<dC))]
4503+ Jo, 730(d0))
+ Z ajo (Ko — Kj) = 0; (3.20)
a€S,a#j

(pj —15)% (b5 — Aj)

M; + (75 + Biy ) M; + M,
A5 (02 + fo, R(d0))
2

V2B 4 € (boes — M.
+(/“L] T]) (b] +€J(b]e] J))b3 + Z aja(Ma _ M]) _ 0 (321)

§iA; (%2 + Je, %%j’/(dC)) €S ot
N+ i N; + 6(M; + Hy) + 050u5C; + Y aja(Na — Ny)

a€S,a#]

+(uj —1;)(b; + &;(bje; — M;
&4; (02 + Jo, 1E0(d0))

(i — i) (bjc; — C5) = C (UJ'UU + g, 75j7@jy(d0>

o=+ f oo

+ A (sz e VéjV(dC)> (=) (1 +&eg)b; = 05 (3.22)

B ey M, r) oMy (k=) (b + & (byes — My))(R; + bjhy)
LT Ao o) §5A; (02 + fy, 72(d0))

+ Z ajo(Hy — H;) = 0; (3.23)

a€S,a#j
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0, + (kg = 13)(b; + &(be; — M)
24, (0?- + Jr véjV(dO)
+ Z aja(@a_Qj) =0;

a€eS,a#j

: c—1)2(b3 — Ajb;
bj—i-(?”j—i-ﬁto)bj—i- (NJ ]) (g J J)

(&M + (1 + &jej)by) (3.24)

+ D, jalba —b;) = 0; (3.25)
A, (032' + fRO 7%;’”@0) a€S,a#]

. - rV2h.h
h; —eBi,b; + (pj —15)°bh; + Z ajo(ha —h;) = 0; (3.26)
A <0-j2 + fRO VE’jV(dC)) a€S,atj
¢j + rjc; +6(b; + hj) + Z Ajo(Ca — €)) (3.27)
€S, a#j
(1 — 1) (bje; — Cj) = C (Ujau + Jay VSjwju(dg)>
+ N ; (j —75)bj = 0;
Aj (Uj + fRo ’YSjV(dC)>
—1;)2(b? + & (b2e; — M;b;
¢; (s =g 07 4 &by = Miby)) > ajalea —e;) = 0; (3.28)
§iAj (%2' + fRO %%j”(dC)) €S, atj

with the terminal conditions b(T,j) = A(T,j) = 1 and ¢(T,7) = h(T,j) = e(T,j) =
B(T,j) = C(T,j) = P(T,j) = M(T,j) = N(T,j) = K(T,j) = R(T,j) = H(T.j) =
Q(T,j) = 0. Note that although these equations (3.15)-(3.28) look very complicated, they
can be solved one by one following similar techniques as in [27]. First, from the fact that
Ajj = — D iza Gaj: the solutions of the equations (3.15) and (3.25) are given by

Aﬂw:em(glzw@>+@4gmg and @@)z@m([?m@)+@ﬂ$ﬂg,

for all j € S.
Moreover, the solution of the equation (3.26) is given by

P (1s(5) = 75(5))? i) ash
o p{/t [bj<s>(a§-<s>+fROv§j<s,<>u<do) Sl

Based on the equations (3.18) and (3.27), and the explicit solutions for A; and b; above,
we deduce that C;(t) = b;(t)c;(t) . Hence, the ODE (3.27) can be simplified to the following
first order linear system of ODEs.

¢ + [fsj (g = 1) )<Uj01j - /RO VSﬂejV(dC)ﬂCj + Y ajalca —¢5)

oF + f]RO VeV (dC aE€S . atj
1o(b; + hy) = 0.
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Therefore, its solution exists and is well studied in the literature. Similarly, from equa-
tions (3.21) and (3.28), we deduce that M;(t) = b;(t)e;(t). Then, the ODE (3.28) can be
simplified to the following first order linear system of ODEs:

. . o (1j —15)? _
€; + Z ajolea —€j) + - ; =0.
€S, atj & (Uj + fRO ’VSjV(dC)>

Finally, since the explicit solutions for ¢; and e; can be obtained, combining with the
solutions for A;, b; and h; obtained above, the equations (3.16), (3.17), (3.19), (3.20),
(3.22), (3.23) and (3.24) become the system of linear ODEs for B;, P;, R;, K;, N;, H; and
(; that can be solved explicitly.

Therefore, our main result is given by the following theorem.

Theorem 3.2. The equilibrium control for the mean-variance defined contribution opti-
mization problem (2.7) is given by

(i — )1+ &hyz) — 5]“4(0]'0” + Je, VSJ'WJ'V(dCDCj
& (02 + Joy y(d0))

and the corresponding equilibrium value function is given by

7 (t,x, b, 2,5) = x b(t,j) (3.29)

U(t,z, 0, 2,5,5') = bt j)o+c(t,j)0+ h(t,j)z+e(t,j) + % [(B(t,j) — A(t, )0
+P(t,§)2% + 2R(t,j)wz + 2K (t,7)20 + 2(N(t, ) — c(t, j)e(t, 7))¢
+2H(t,5)z + (Q(t, ) — *(t.9))]

where

b(t. 3) = exp /t r(s) + ra(s))ds)

P (15(s) = 15(5))? s (o)]ds)
o p{/t [bxs)(o;(s)+fRﬂv§j<s,c>u<d<>) At}

and c(t,j), e(t,j), B(t,j), N(t,7) and Q(t,j) satisfy the following system of first order
linear ODEFs.

T +(ﬁo—v§3<dc> (755 + /R r575(80) )|t

+ Y ajalelt,a) —e(t, ) + 6(b(t, ) + h(t, 5)) = 0;

a€S,a#j

c(T,j) = 0;

c(t, j) + [/-@j
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o . (= 15)°
é(t,j)+ ajale(t, o) —e(t,j)) + =0;
! ocESZ,a;éj ! & <f7]2- + fr, 7§jy<dC>>
e(T,j) = 0;
Bud)+ (24 o+ [ B00)BOS+ Y asa(Blte) - B(t.5)

a€S,a#]
0j01j + [, Vsi7ev(dC)

T2, et ) + K9 + =1 D)

<0j01j — i+ Tj)eQ(t,j) = 0;

B(T,j) = 0;
R(t.§) + (rj + Bu)R(t.5) — eBi, A(t, ) + wofz_:})b(gzlzfitc’)])

+ > aa(R(t,0) = R(t,j) = 0;

a€S,a#j
R(T.,j) = 0;
P(t,7) — 2B, R(t, §) + (1j — 1)*h(t, 5)
b(t, 1) (02 + Jr, 7 (dC)
+ 3 au(P(t.a) ~ P(t.5) = 0

a€S,a#]

P(T,j) = 0;

K(t,j) + kK (L, J) + 26(R(L, ) + P(t, 7)) — eBib(t, j)elt, j)

. _ (g =) (g — 1+ 0j015)h(E, j)e(t, )
+a682ﬂ¢j ajo(K(t,a) — K(t, 7)) + T o2 )

(15 = 1) (B(t ) + b(t (2, ) (5300 + fo, Asi7050(dC) el )
b(t,3) (0 + fo, 2(d0))

> <2R(t,j) + b(t,j)h@,j))

?

K(T,j) = 0;
N(t,j)+r Nt j)+ > aja(N(t,a) = N(t.4)) + 6(b(t, je(t, j) + H(t, 7))
a€S,a#j
togiob(t f)e(t,7) + SR pi =i+ | ysivgr(dd)
’ & (%2 + J, ’Vg*jV(dC)) ( /RO 7

(o3 [ s 1+ elt, ) )olt ) = 0;
N(T,j) = 0;
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Hj . 551& b(t j)e(t ]) + (:uj _ Tj)Qh(tvj)e(tvj) (:uj B Tj)Z(R(taj) + b<t7])h(t7]))

7+ S 8O bt ) (03 + fo, AldC) )
+ Y. ()~ H(t.j) = 0;
a€S,a#j
H(T,j) = 0;
S : (j —15)? ,
Q(t, j) + aja(Q(t, a) — Q(t, 5)) + (L4 2&e(t,5)) = 0;
2> & (02 + fo, 12,(d0) )
Q(T.j) = 0.

Remark. From the expression of the equilibrium control (3.29), we can see that it depends
on the force of mortality /3;, and the stochastic income ¢. This latter case can be com-
pared to the dependence of the control problem on the asset-liability management in [27].
Moreover, from (A;), the existence of finite c(t, 5), e(t,j), B(t,7), P(t,7), R(t,7), K(t,7),
N(t,7), H(t,7), and Q(t,7) can essentially be guaranteed by the uniform boundedness
condition on the coefficients.

4. NUMERICAL ILLUSTRATION

In this section, we provide some numerical simulations for the equilibrium control strat-
egy 7", to illustrate our main results. We assume that N(¢,-) is a Poisson process with
a intensity v; > 0, and all the market parameters are time-homogeneous, i.e., they only
depend on the regime switching. For simplicity, we assume the existence of two market
regimes S = {1, 2}, with Regime 1 corresponding to the economy in expansion and Regime
2, the economy in recession, respectively. We adopt the deterministic force of mortality
By, (t) = m, with the maximal age 7 = 100. Then, from Theorem 3.2,

(g —15) (A + &hy2) = §lojory +ysivev)ey 7= (o +1) ey
fj(a?- + ”ygju) T—(to+T) ’

™t x, b, z,5) =

where

10 = esp{ B [T D) ) (Lot DY
! o+ Sy T (to+s) T — (to+1)

and c(t, j) solves the following linear ODE:

dc, . (j —rj) .
a(m) + [’%’ - W(Uﬂu + VSWJ'VJ)] c(t, j)
j Vi
. T — (t(] + t) . Tft) .
+ ajo(c(t,a) —c(t, 7)) + §— 2 il +0h(t,j)) = 0;
aesz,c;yéj ’ T (to + T)

c(T,j) = 0;
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x10"7 x10"7

The equilibrium value function
The equilibrium value function

0 5 10 15 20 25 30 35 0 5 10 15 20 25 30 35

Time (t-years) Time (t-years)
FIGURE 1. The equilibrium FIGURE 2. The equilibrium
strategy for e = 1. strategy for ¢ = 0.
Let a11 = q1, a9 = @, a1 = —q1, as1 = —qo. We consider the following parameters

(some of them are adapted from [27]):

Regime j T Hj 0; Rj 01j Yi | Ve |V 5]' to T T ) q; 14
j=1 1006 0.2 ]0.13/0.09]0.03/0.1(0.1]1/0.6/]25|100|35{0.1|-0.4
Jj=2 10.0410.05] 0.3 0.03/0.07/0.2] 0 |2/0.5|25|100|35|0.1|—-0.6|8

oo

The Figures 1-2 show the effect of the market regimes on the equilibrium strategy for
e = 1, i.e., the premiums are returned to the member when he dies and € = 0 (the pension
member obtains nothing during the accumulation phase). We can see that in both cases,
the pension manager makes a more conservative investment by short selling the stock to
buy the risk free assets. This is because a time consistent pension investor, sacrifices the
current happiness to ensure a consistent return during the investment period. We can
see that in both cases, the amount dedicated to the stock, tends to stabilize to values
approaching zero, after five years. It is consistent with the actuarial practices and DC
pension funds regulations of many countries, where most of the pension investment models
tend to put all the wealth into the risk-free asset as time of work goes.

Acknowledgment. The first author would like to express a deep gratitude to the Uni-
versity of Pretoria ABSA Chair in Actuarial Science for financial support.

We wish to extend our gratitude to the Editor and two anonymous reviewers, whose
comments and suggestions have greatly improved this paper.

APPENDIX

Proof of the Theorem 35.1.
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To prove the theorem, we follow [5], Theorem 7.1. We divide the proof in two parts,
first we show that for the equilibrium control 7* € A, the value function ¥V (¢,z, ¢, 2z, j) =
O(t,x, 0, 2z, j,7) and ¢ and ¢ have the following probabilistic representation:

¢(tv vl z, Js ]/) = Etﬂ&,f,Z,j [F(XW* (T>’ ])] and @(t’ x, L, Zaj) - EEX,&ZJ [XW* (T)] .

In the second part, we prove that 7* € A is indeed the equilibrium control strategy.
Let h(t,z,l, z,7) € CH*2([0,T] x R? x §), then by Itd’s formula ([2], Lemma A1),

h(t, X7 (1), £(t), Z(t), )

= h(0,z,¢,2,7) ~|—/0 Lh(s, X™(s),0(s),Z(s),j)ds

N / ()25 (5, X7(5), €(5), Z(5), )W )

[ (706 X751, 051, 29,0005 (5, X7(5). 009, Z05).5)

+e(s)o—1%(s X7 (s), £(s), Z(s), '))dw<s)

/ Z h (5, X7(s), £(s), Z(s), ) —h(s,X’f(s),ﬁ(shZ(s)d))dea

aES,a#j
/ / s, X™(s) +m(s, X7 (s),4(s), Z(s),7)7s, (), ])

+h(s, X7(s), (s)(L + 01), Z(s), j) — 2h(s, X"(s), (s), Z(s), )N (ds, dC) ,

where Lh is given by (2.8). Since W, M and N are martingales, under the integrability
condition h € L%4(X™), we have that

h(t, X™(8), €(t), Z(s), a(t)) — h(0, 2, £, j) — /0 L7h(s, X7 (s), ((s), Z(s), a(s)ds

is a martingale. Thus, for ¥ = h, we have:

Eiwe.;[V(T,X(T),0T), Z(T), t)] (4.1)

— W(tw 67 0) + B / U LW (s X7 (). 0(5), Z(5). alt)ds]
t
In order to show that W(¢,z,¢, z,7) = ®(t,z,¢, z,j,7"), we use the ¥-equation (3.1) to
obtain:
L7t b, z,5) = LT (t,x, b, 2,5,5) — L™ (t, 2,0, 2,5)
+LT (Top)(t,z,l,2,5) — M™ o(t,z,0,2,7).
Then, from (3.2)-(3.2), The relation (4.1) becomes:
B, [Y(T, X(T),UT), Z(T), a(t)]
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T

— W0, ) 4 B[ [ (67005, X(9), 0060, 2(5),a(9). )

+L7 (T 0 9)(s, X (5), £(s), Z(s),a(s)) ) ds|.

Similarly,
T
Buases| [ £7005.X(9).005). 2(5). (). )ds]
t

= Et,z,&z,j [¢(T> X(T)v E(T)v Z(T)7 Oé(T), ],)} _¢(tv €, év Z,j,j/)

and

Eroen [ /t L7 (T o o) (s, X(5), £(s), Z(s), a(s))ds}
- Et,x,E,Z,j |:F(T> QD(T? X(T)’ €<T)7 Z(T)’ a(T))7 O[<t)i| _F(t7 @(tv z, 67 Z7.7)7]> .

Then, using the above relations, the boundary conditions and (3.4), we can easily con-
clude that

\D(t7$’€7zﬂj) = w(t?x7€7z7]7j/)—‘I_F(t?w(t?l‘?g?Z?])’])

= Eiar[F(X™ (T), a(T)] + Ey g 5[X™ (T)]
= O(t,z,l,z,5,7"). (4.2)

In order to show that 7* is indeed an equilibrium control strategy, we construct, for any
e > 0 and m € A, the control strategy 7. defined in Definition 2.2. For any s € [t,t + €| we
have: (See Lemma 2.2, [5])

Ot x, 0, 2,4, ) (4.3)
= B [Vt +e X[ 0 a)

ABnas 0t + € X7 £.2,0, )] = B0t + € X7y £, 2,0, )]
Ao [0+ ol 4 6 XG0, Z,0), )
T+ € B lplt + € X £, Z,0),0])
Moreover, for all 7 € A and (3.1), we have
L™ (t,x,0,2,5) — LY, m, 0, 2,5,t,§) + LT (¢, 2,0, 2,5) — LT o) (t, 1,4, 2,7)
+ M p(t,z,0,2,5) < 0.

Discretizing the above expression, we have

Et#ﬂ,&zyj [\I[(t + €, X7f7r+e’ E, Za O[)] - \I[(t xz, f’ Z?]) - {Et,x,é,z,j [¢(t + €, XtTr+€’ Ev Z7 aaj/)]
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—w(t, x, £7 Z,j7j,)}+Et,m,€,z,j[¢<t + €, XZrJreJ ga Z7 Oé,j,)] - Q/J(t, x, g? Z, j7 j/)
_Et7137f727j [F(t + €, Sp(t + €, Xt:-ga f, Za Oé), O{)] + F(ta So(t7 Z, g? Z, j)v])
+F(t + 67 Et7z7£727j [So(t + 67 XZF+E7 g’ Z7 a)’ a]) - P(t7 w(t’ x? g’ 27 ._7)7.]) S 0<€) .

Hence

U(t,x,l,z,7)

> Eiopo gV + 6 X500, Z,0)] = Bypps bt + 6 XTI 0, Z, s §)]
AEBuz 0t + 6, X0 0, Z,0,5)] = Bypu. [Tt + € 0t +6 X7 0, Z, ), )]
+I(t+ €, Erpp.jlot + 6, X, 0 Z, o), a]) + o(e) .

Therefore, from (4.2) and (4.3), we obtain

O(t,x, 0,2, j, ") — O(t,x, 0, z,j,m) > o(€) ,

that is,

lim inf (I)(t,I,E, 0T ) — q)(t7 l’,€7 2y ] 7Te)

e—0 €

>0,

which completes the proof.
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