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Abstract: In this paper, we study the numerical solution of a parabolic complementarity problem
which is a widely used model in many fields, such as option pricing, risk measures, etc. Using a power
penalty method we represent the complementarity problem as a nonlinear parabolic partial differential
equation (PDE). Then, we use the trapezoidal rule as the time discretization, for which we have to solve
a nonlinear equation at each time step. We solve such a nonlinear equation by the fixed-point iteration
and in this methodology solving a tridiagonal linear system is the major computation. We present an
efficient backward substitution algorithm to handle this linear system. Numerical results are given to
illustrate the advantage of the proposed algorithm (compared to the built-in command backslash in
Matlab) in terms of CPU time.
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1. Introduction

We are interested in the following parabolic complementarity problem

&= 3 (a3 < gxn.
u(x,t) —u'(x, 1) <0, (L.1)
(2 - 2 (a(x)2) - g(x. 1)) - (ux.1) — u'(x, ) = 0,

where x € Q Cc R, ¢t € (0,7T) and a(x) > 0. The functions u#* and g are known and the initial and
boundary conditions for the unknown solution u is

u(x,t) =0 for (x,1) € 0Q x (0,T), u(x,0) = uy(x) for x € Q. (1.2)

This kind of dynamic problem arises in many real-world applications, such as engineering, stochas-
tic control, mechanics, economics, and risk measures (see, e.g., [1-8]). In general, it is impossible
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to obtain an analytical solution of (1.1) except for some special cases and hence we have to rely on
numerical methods in practice.

There are many numerical methods for the problem (1.1) and were studied by various authors. A
popular approach is to reformulate the problem as a parabolic PDE using the linear penalty term of
the form u [p — u*],, where ¢ > 1 is a constant, p denotes the solution to the penalized equation and
[a]; := max{a,0}. This method has been discussed in [2, 3,9-12]. It has been proved in [2] that the
solution of the penalized equation converges to the original one at a rate of O(,u‘%). In [10, 13, 14]
power penalty methods have been used for solving constrained optimization problems by using an
improved penalty term

plpe.n) — w0k =0, (1.3)

where k > 1 is a constant. (This includes the linear penalty k = 1 mentioned above as the special
case.) The authors proved in [10] that p converges to the exact solution u in a proper Sobolev norm
at a rate of O (,u‘g). However, the penalty term (1.3) has an unbounded derivative when p — u* — 07,
and therefore it needs to be smoothed locally [10]. In [11], the authors generalized the penalty term in
(1.3) to the form of

1
u([pCx, ) —u'(x, 0], + €)% =0, (1.4)
where 1 > € > 0 is a smoothing parameter. The authors proved that the penalized solution converges
. \71/2
to that of the original one at a rate of O ([,u‘k +€ (1 + uex )] )
The aim of this paper is to study the numerical solution of the following penalized equation

2 -2 (a@P)+u(p-ul, +ef =g+pel, (x.1)eQx(0.7T),

ot ox
p(x,1) =0, (x,1) € 0Q % (0, T), (1.5)
p(x,0) = up(x), xeQ.

In the following, we let f = g + ,ue%. We will first discretize (1.5) in space by using the centered
finite difference method [15]. This leads to large-scale nonlinear ordinary differential equations, for
which we use the trapezoidal rule [16, 17] for time discretization. Such a time discretization avoids
solving nonlinear equations, but at each time step, we have to handle a large-scale tridiagonal linear
system, which is the major computation. By looking for the structure of the coeflicient matrix we
propose a backward substitution algorithm for such a linear system. Numerically, we find that this
algorithm is more efficient than the widely used built-in command ‘backslash’ in Matlab in terms of
CPU time.

The rest of this paper is organized as follows. In Section 2 we recall some results concerning the
unique solvability of (1.5) and convergence of p to u. In Section 3 we present the space and time
discretization for (1.5). We present the backward substitution algorithm in Section 4 for solving the
large-scale tridiagonal linear system at each time step. Numerical results are given in Section 5 and we
conclude this paper in Section 6.

2. Some preliminary results

In this section, we recall some results for the penalized parabolic equation (1.5) at the continuous
level. To this end, we introduce some notations used in the following. With 1 < s < oo, we let
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1
L(Q) = {v : ( fQ v(x)|°® dx)k < 00} denote the space of all s-power integrable functions on Q. The

inner product on L*(Q) is denoted by (-, )q. We use || - ||lLsq) to denote the norm on L*(Q2) and H*(Q)
to denote the Sobolev space with norm || - |[;o. Let C*(Q) (respectively, C*(Q) ) be the function set
of which a function and its derivatives of up to order s are continuous on Q (respectively, Q ). Let
H{(€2) = {v € H(Q) : v(x) = 0, x € dQ}. For any Hilbert space H(L2), we use L*(0, T'; H(£2)) to denote
the space

L°0, T; H(Q)) = {v(:, 1) : v(-, 1) € H(Q) a.e. in (0, T); ||v(-, Ollx € L°(0, T)},

where 1 < k < oo and || - ||z denotes the natural norm on H(€2). The norm in this space is denoted by

1
T 5
IVIlzso.7:m0) = (f Iv(, DIl dt) )
0

We use H™!(Q) to denote the dual space of H'(Q) and use (-, -) to denote the duality pair between a
Hilbert space and its dual space.

By an integration by parts, it is clear that the variational problem corresponding to (1.5) is the
following problem: find p(r) € Hy(Q) such that for all v € Hy(Q) it holds

_9p()
ot

I Nlesco,r:my, 1-€.5

,v) + @0.p(,0) + ([0 = '], + OF v) = (£, @.1)

with the initial condition p(x,0) = ug(x) in Qand f = g + ,ue%.
Theorem 1. For a(x) > 0, problem (2.1) has a unique solution for fixed € > 0 and u > 1.

Proof. Clearly, problem (2.1) is equivalent to

(_ ap(t)
o1

, v) + (@)D, 00) + 1 (@ (p(1)) ,¥) = (f — p(@(0) + )F v).

where O.(w) = (¢(w) + €)F — (#(0) + €)t. Clearly,
D.(0) = ((0) + ©)F — ($(0) + ©)F =0,

and @.(w) is a monotonically increasing function of w because of the monotonicity of ([w — u*], + e)%
in w. This implies
(D(v) = De(w), v — w) > 0, Vv, w € H(Q). (2.22)

Since a(x) > 0, it holds
(a(x)Vv, Vv) = ao(Vv, Vv) = aol[Vvllo = ClIv]1, (2.2b)

where we have used the Poincare-Friedrich inequality, i.e., [[Vvllo > Clv[li(Yv € H{(Q)). By integration
by parts, we therefore have

((=0:(a(x)0,)) = (=0:(a(x)0:w)), v — w)

= (a(x)(0yv — 0w), 0, (v —w)) > 0, (2.2¢)
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which holds for any v, w € H(l)(Q). From (2.2a) and (2.2b) we have

HD(v) — 0(a(x)0,)) — (UD(W) — Ix(a(x)0w))) ,v —w) > 0. (2.2d)
Similarly, by using (2.2b) it holds
(D) = 0x(a(x)B, ), v) 2 CIVI} + 1 (Pe(v),v) = CIWL, (2.3)

because (O (v),v) = (D(v) — D(0),v—0) > 0.
From the definitions of ®, we have

(Dc(v),w) = f (v —ul, + ©)F wdx - f([—u*]+ +€)iwdx
Q Q

1/2
< [(f ([v—u'l, +e** dx) + Cl(t)l Iwllo
Q

1/2k
( f (v—ul, +e’ dx) + cm] Iwllo
Q

e (||[v — ], + el + cl(t)) ||W||0] < (Callo + C1(0)) IWlo,

<C

1
where we have used |[v||; < max {1, |[vllo} for k > 1. Here, C, € LL2(0, T) is a generic positive function
of t and C;, > 0 a generic constant independent of € and k. This gives

(D) = Dx(a(x)d ), w) < Wl (C1 () + CallVlly) , Vv, w € Hy(Q).
Dividing both sides of this inequality by |[w||; and taking the supremum with respect to w we obtain
@ e(v) = (a(x)0 V)1 () < C1(2) + ColVI1- (2.4)

Now, by using (2.2d), (2.3) and (2.4) the unique existence of the solution of (2.1) is guaranteed by
the theory established in [4, 18].

We now present the convergence of the approximate solution p of the penalized problem (1.5) to
that of the original problem (1.1).

Theorem 2. Let a(x) > 0 and ‘Z—Lt‘ € L*Y(Q). Then there exists a constant C > 0, independent of u, p
and u such that

1 . 1/2
||u - p”Lw(O,T;Lz(Q)) + ||l/£ - plle(O,T;Hé(Q)) < C /F + f(l,lek + 1) . (2.5)
where u, k and € are the parameters used in (1.5).
Proof. In the asymptotic sense (i.e., € — 0) it is clear that (1.5) is equivalent to
op 0 op 1
— - — — |+ —u'], +e)f =g. 2.6
5 I (a(x) ax) p(p-ul, +e)F =g (2.6)

(Here we have used f = g+ ,ue% ) In [3,11,12] it was proved that the solution of (2.6) and the solution
of the original problem (1.1) satisfy (2.5). Since

1
2
’

,ue% <e (,ue% + 1)

it is clear that the solution of (1.5) and the solution of the original problem (1.1) satisfy (2.5) as well.

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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3. Space and time discretizations

We now present space and time discretizations for the penalized equation (1.5). To this end, we
partition the computation domain €2 X [0, 7] by mesh sizes & and 7 and denote an arbitrary grid on this
domain by (jh,nt), where j =0,1,...,Jandn =0, 1,..., N. We first discretize the spatial derivative
by the centered finite difference formula

0 op
EC (G(X)a)

ajnpjr1(0—a;pit)  ajpj)—aj1pj-1(0)
h h
= +7
h /
3 aj1pj1(®) —2a;pi(t) + aj_1pj-1(0)

2 +rj,

X

where a; = a(x)), p(t) = p(x,0) (with [ = j—1,4,j+ 1), r; = O(h?) is the truncation error and
j=12,...,J—=1.For j=0and j = Jitholds p;(f) = 0 according to the boundary condition in (1.5).
Dropping this truncation error in the above formulas gives the approximations as

i3

Substituting this into (1.5) gives the semi-discrete system as

1P () =2a;p (1) + a1 pj-i (1)
X=X; - h2 .
J

PO +Ap@) +u([p() —w ()], + &) = f(1), 1€ (0, T), (3.1)
with initial value condition p(0) = u,, where
10) W (1, 1) flxn) e
po=| " L= | = | T e [ (3.20)
P WGty ) Feran e

The Matrix A is a tridiagonal matrix

>2611 —d)

—aj 2612 —aj
A=— ) (3.2b)

—aj3 2a;, -aj
—aj2 2a;-1|

We now introduce time discretization for (3.1). To match the second-order accuracy of the space
discretization, we need a second-order time discretization. To this end, we rewrite (3.1) as an integral
equation in the interval [t,, f,.1]

f " p(o)ds = f (0 - ap5) - (p5) - w )L, + 9 s,

1.e.,

Pltnet) — () = f (6 - 4p5) — (o5 - w ), + ) ) s, (3.3)

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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Let £(1) - Ap(t) — 1 ([p(t) = w* (D] + €)F = (q1(1). g2(0). .., -1 (1)) Then,

" gi(s)ds

Iy

- . In+1 ( )d
[ (9 =40 - ullp) - w o). + s - s

ﬁ;’z+l q]_l(s)ds

Let ¢(¢) be an arbitrary component of the vector function (g;(?), g2(?),...,q;-1(t))". The integral
ft’ :"” q(s)ds is the area of the trapezoid with a curved edge as shown in Figure 1 on the left. In general,
it is impossible to get the precise value of such an area. To get an approximation of this area we can
consider a regular trapezoid with the curved edge being replaced by a straight edge; see Figure 1 on
the right. Then, we have

In+1 t,) + p(t, t,) + pt,
f o(s)ds = P 2p( Do 1)+, = 28 2p( Do
In

where 1, = O(1?) denotes the approximation error [15, Chapter 2].

W Tq(t)

Figure 1. The trapezoidal rule lies in approximating the trapezoid with a curved edge by a

regular one. The area of the regular trapezoid is M(LIH —t,) = WT

Dropping the approximation error and letting p, = p(t,), we therefore obtain an approximation of
the right hand-side of (3.3):

[ (7= 4006 - u(lpt5) - o). + 0 s
~ T.fn - %(pn + pn+l) - % (([pn - u;]+ + 6)% + ([pn+1 - u:;+1]+ + 6)}() ’

where f, = w Substituting this into (3.3) gives the full discretization of the penalized equation
(1.5):
= TA Ly 3 . 3
Pust = Pu = Tfa = = (Pu+ Pust) = 7# (([Pn —u;), + €)' +([pa - “Z+1]+ + e)k),

where n = 0,1,...,N — 1. This is a nonlinear system due to the term

1
([Pn+1 - u2+1]+ + G)k :

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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To handle such a nonlinear system we propose a fixed-point iteration as follows. We can use New-
ton’s method to handle such a nonlinear problem [19], but in this case, we have to compute the Jacobian
matrix of the whole nonlinear term. First, we rewrite this system as

TA T .\ 1
Prni1 + 5 Pnv1 = U ([pn+1 - "n+1] + e)‘ +b,,
> 2 ’ 3.4
b - rd TA T/'t * % ( ’ )
n = Tfy + Pu — Tp"_T([p"_""LJrE) .
(The vector b,, is a known term.) Then, we solve p,,; via the following iterations
P s Tl Z T e ] ) by 1= 0,1, -
n+l 2 n+l 2 n+l n+l [ n» > Ly« bmax s (35)

— pllmax]
Pn+1 - P,H_l bl

where [ is the iteration index and /,,, is specified by the prescribed tolerance.
The following is the convergence analysis for the above fixed-point iteration.

Theorem 3. Let a(x) > 0 for x € Q, € > 0 and k > 1. Then the fixed-point iteration (3.5) converges to
the unique solution with a rate at least

T I
p = K - (3.6)
[2amaxh?* + (2 — 2 cos (hn))tlke ©
if p < 1, where ayx = maX,cq a(x).
Proof. From (3.5) we have
-1 1
+1] _ TH TA [ x r,
P =5 (Ix i 7) (22 =], +€)" + B
where b, = (I, + 2)~'b, and I, € RY""*U~D j5 an identity matrix. Let
i T 7A\™! =
Y = (lx—upl, +e) L Foy =2 (Ix i 7) Y(x) + by, 3.7)
Then, it is sufficient to study the contraction property of the function F(x), i.e.,
IF(x1) — F(x2)llo < pllx1 — X2l (3.8)

where p is the quantity that we need to look insight into. The analysis of p is given as follows. It holds

A—l
Fmrﬂm=%@+%)wm%nmL

which implies

T A\
nnm%wumus§“4+3) 1Y) - Yl (3.9)
From the structure of the matrix A (cf. (3.2b)) we have
TA T
I,+—=1.+-AD,,
2 2

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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where

[ 2

Electronic Research Archive

-1 | >a1
-1 2 -1 as
-1 2 -1 aj_n
-1 2 | aj-]

Let A(-) denote an arbitrary eigenvalue of the involved matrix. It it clear

TA T
/l(lx+—):l+—/lADa.
> 2( )

Since a(x) > 0 we know that D, is an invertible diagonal matrix with positive diagonal elements.

Hence, by a similarity transform it holds

AAD,) = A(DI(AD,)D, ) = A(D:AD),

+ 4

+1 . 1 41
where D,* = diag(a,*,a,’, ...

[
. 2'DXAD?z
min ——mM—

1 1
1 1 ZTDEADZZ
< AD2AD?) < max ———2~,
zeR/-1 7'z

7R/ 'z
1
By letting Z = D, z we have
1 1
Zz"D:AD:z 3 7ZTAZ
77z D'z

Since A is a symmetric positive definite matrix, from [20, Chapter 5] we have

/lmin(A) < zTAZ < /lmax(A), VZ € R]_l.
From [21,22] we know that the eigenvalues of the tridiagonal matrix A are given by

2 —2cos (%)

Ai(AN) = 7 ,j=12,...,J-1.
Since J = 7, it holds
2 —2cos (hn) 2 + 2 cos (hn)
/lmin(A) = T, /lmax(A) = T
This gives
2 - ZZcz)s(hyr) <5TAZ < 2+ 2;(235(h7r), Vi e R

Let apm,x = max,eq a(x) and a,;, = min,cq a(x). Then, it holds

277, VzeRITL

miu

Volume 31, Issue 2,

(3.10a)

1 1 1
,a,’,). The matrix D; AD, is a symmetric positive definite matrix and
thus it holds (see, e.g., [20, Chapter 5])

(3.10b)

(3.11)

(3.12a)

(3.12b)

1048-1064.
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Substituting (3.12a) and (3.12b) into (3.11) gives

2—2cos(hm)  Apin(A) - Z"D2AD?z - Amax(A) 2+ 2cos (hn)
hzamax B Amax h 4 T 4 B Amin - hzamin '

This together with (3.10a) and (3.10b) gives

A(Ix . ﬁ) . [1 . (2 = 2cos (hm))t - 2+ 2COS(h7T))T]. (3.13)

2amaxh2 ’ 2aminh2

This indicates that I, + % 1s an invertible matrix, since Ay, (Ix + %) > 0.

-1
We next estimate of the infinity-norm of the inverse matrix (Ix + %) . By the definition of the
infinity-norm of a square matrix, it holds

TA\™!
(5
2 (o8]

Since A (Ix -+ %) is invertible, the eigenvectors of this matrix consist of a complete basis of the space

R’/~!. Then, without loss of generality, we assume that z is an arbitrary normalized eigenvector (with
corresponding eigenvalue 1), i.e., (Ix + %) z = Az. Hence,

= max
2R ||z]lo=1

(I +TA)_l
x ) Z

(o)

TA\™!
L+—) z=2a"z
( 2)z ¢
This implies (cf. (3.13)).
TA\™! 2aminh? 20’
@+—J 4l = e , .
2 - 2aminh? + (2 + 2 cos (hm))t" 2amaxh* + (2 — 2 cos (hn))T

In summary, we have

TA
I, —j
( 3

We next explore the relationship between [|[Y(x;) — Y(x;)||w and ||x; — X1||c With Y(x) being the
function defined by (3.7). Since

-1

(3.14)

€ 2aminh2 Zamaxh2
2aminh? + (2 + 2 cos (hm))T” 2amaxh? + (2 — 2 cos (hm)T |

Y() = (00 = il + O (I = 5]y + O, (Do — 151+ 1)

it is sufficient to study the contraction property of y(x) := ([x]; + )t with x € R. We claim

1
ly(x1) = y()l £ —=1x1 — xal. (3.15)
ke®
We consider three cases as shown in Figure 2. For the case x; < 0 and x, < 0, it is clear that (3.15)
holds. For x; < 0 and x, > 0 (i.e., the middle case in Figure 2), it holds

X Xy — X Xy — X
2 <2k1_|2 1

kE+e)'T ~ k€T ke

y(x1) = y(x)l = y(x2) = y(0) = y'(§)x2 =

b

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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where & € (0, x,). It remains to consider x, > x; > 0 (cf. Figure 2 on the right). We have

X2 — X1 xz—x1_|x2—x1|

y(xD) = y(x2)l = y(x2) = y(x1) = Y (§)(x2 — x1) =

k=1

k(§+6)% ket - ke

In summary, for all the three cases shown in Figure 2 the estimate (3.15) holds. Hence,

1Y (x1) = Y(x2)|loo <

1% = X2|co. (3.16)

€k

y=([z]; +e)F y= (2], +e)t y=([z]s +e)7

Figure 2. The three cases for analyzing the contraction property of ([x], + 6)%.

Now, substituting (3.14) and (3.16) into (3.9) gives

TUA . H
IF (1) = Fx)lleo < E —lx = %l (3.17)
[2amaxh? + (2 — 2 cos (hm))T]ke *

This proves the desired result as stated by Theorem 3.
4. Backward substitution algorithm

In the implementation of (3.5) we have to solve a linear system

TA T
(+1] _ g0 gl ._ [ x
(I + 7)pn:1 - bEl]’ bEl] T 7 ([pn+l — U,

L + e)% +b,, “4.1)

for each iteration index [ > 0. This would be the major computation for solving the penalized equation
(1.5) and in this section, we propose an algorithm to handle this problem. (There are also many other
efficient algorithms can be used to solve such a banded linear system, such as the hybrid algorithm
in [23].)

To clearly describe our idea, we let

-

PELI] = (}’1,y2,---,y1—1)T, b,[f] = (bl»bz,---,bJ—I)T, Y= ﬁ’

an = Yar b = b,

YTt 2ya T 1+ 2ya;” (4.2)
a; - b:+vya, b

a Az b A T T T )

1 +2yaj-vyaja;, 1+ 2ya; —ya;a;.

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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Then, it holds

(1 +2ya)y, — yazy» = by,
—yaj + (1 +2ya))y; —yajyj =bj, j=2,3,...,J =2, (4.3)
—vaj-2y;2+ (1 +2ya;_1)y;-1 = by

From the first equation we have

vas b,

= + = a1y, + by. 4.4
1+27a1y2 T+ 270, ayz + b (4.4a)

Y1
Substituting this into the middle equation in (4.3) with j = 2 gives

—ya(@1y> + by) + (1 + 2yax)y, — yasys = b,

1.e., -
yas by + ya,b,

) = dyy; + bs.

= : +
1 +2ya, — ya,a, % 1 +2ya, — ya a,
In general we have

yj = —vaj1yj-1 + (1 +2ya;)y; —yaj1yj
= —yaj_1(Gj-1y; + bj1) + (1 + 2ya;)y; — ya1yj,

i.e.,

Yaj+1 bj +yaj-1bj
Y+

Yj = ajyjn +bj, (4.4b)

= —+ —
1 +27aj—yaj_1aj_1 1 +2)/aj—7aj_1aj_1

where j =2,3,...,J—2. In particular for j = J -1 wehave y, , = a;_,y;_1 + b;_,. This together with
the last equation in (4.3) gives

Vo2 = g2y + bya,
—yaj-2y;2 + (1 +2ya;-1)y;-1 = by
Substituting the first equation into the second one gives

by + 701—2BJ—2

Yi-1 = (4.4¢)

C 1+ 2ya; —yaydg

With y,_;, we can get y;_»,y,-3,...,y; via a backward substitution according to (4.4a) and (4.4b).
In summary, we can solve the linear system (4.1) as follows.

Algorithm 1 Backward Substitution Algorithm.

Initialization: Define {@;, b;}/_} according to (4.2).
Step 1 Compute y;_; according to (4.4c).

Step 2 Compute {y,_2,y;3,...,¥2,y1} according to (4.4b) and (4.4a).

Step 3 Let pEllLl] =YY"

Electronic Research Archive Volume 31, Issue 2, 1048—-1064.
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5. Numerical results

In this section, we present numerical results to study the proposed fixed-point iteration (3.5) and the
backward substitution algorithm in Section 4. We use the following data

Q=(0,1), 1€ (0,T) with T = 4, a(x) = min {o.8,max {0.2, sin(ﬂz—x)}}, 50)

u* = sin( V1x|0.5 — x|n), g =21 — x)sin2r(T — t)x).

For the penalty parameters, we use € = le — 4, k = 4 and several values of u. All numerical results
are implemented by Matlab R2017a installed in a desk computer with Mac OS and 2.7 GHz Intel Core
i5. The tolerance for the fixed-point iteration (3.5) is set to tol = %;’Tz}, which is sufficient to match
the discretization errors.

Leth =71 = ﬁ' Then, in Figure 3 we plot the profile of p(x, ) and u*(x, t) for two values of u:
u = 3 (top row) and u = 15 (bottom row). We see that the parameter u has a remarkable influence on
the solution p. In particular, for small u (e.g., u = 3) it does not hold p < u* for all (x,7) € QX% (0,T) as
we can see in the top-right subfigure. For large i, as we can see in the bottom-right subfigure, it holds

p < u* uniformly.

computed p (u = 3)

pand u* (p=3)

i
77// .
T
T
//’/’/////I/f%/

i
g
gl
i

i
N
“
Dl

i,

4 0
computed p (u = 15) pand u* (u=15)

Figure 3. With the data given by (5.1), the function #* and the computed solution p. Left: the
computed p; Right: putting the computed solution p and the constraint #* in a single panel.
Top: p = 3 (and in this case it does not hold p < u* for all (x,7) € Q% (0, T)); Bottom: u = 15
and it holds p < u* uniformly.

In Figure 4 we show the local details of the constraint #* and the computed solution p at two
different time points: ¢ = 2 (left) and ¢ = 4 (right). Here we consider three values of penalty parameter
w: uo= 3,7,15. The results in Figure 4 clearly indicate that as u grows the condition p < u* holds
uniformly on the space and time domains. This observation confirms the conclusion in [3, 10-12].
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Figure 4. Local details of the constraint «#* and the computed solution p at two different time
points: ¢ = 2 (left) and t = 4 (right).

In Figure 5 we show the measured iteration number of the fixed-point iteration (3.5) for three values
of the penalty parameter u. (Such an iteration number is the guantity L.« such that the infinity norm
of the residual arrives at the prescribed tolerance tolz%&’”.) We see that as u grows the required
iteration number of the fixed-point iteration (3.5) increases as well. This is an undesirable phenomenon
and needs further study.
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Figure 5. Iteration number of the fixed-point iteration (3.5) for three values of the penalty
parameter p.

Let

I

max It}
n=12,..N P’

where the subscript “fp” denotes fixed-point iteration and Itg is the iteration number for the n-th time
point. The quantity Itg™ is the maximal iteration number over all the N time points. In Figure 6 we
show Itg;ax as we refine the discretization mesh sizes 4 (and 7) from 276 to 27!!. Clearly, the results in
Figure 6 indicates that the convergence rate of the fixed-point iteration algorithm is robust with respect
to the mesh sizes. Such robustness is a very important property when high accuracy (i.e., & and 7

should be small) is pursued.
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Figure 6. Maximal iteration number of the fixed-point iteration algorithm (3.5) when we
refine i(= 1) from 27¢ to 2. The iteration number is robust in terms of the mesh sizes.

We next study the backward substitution algorithm proposed in Section 4. We will compare it with
the built-in command backslash in Matlab. Let p be the solution obtained by using the backward
substitution algorithm proposed in Section 4 and p;,, is the solution obtained by using the backslash
command in Matlab. These two linear solvers are used to handle the same linear system in (3.5)
for each fixed-point iteration. In Figure 7 we show the error between p and pj,, on the space and
time domains. We see that both linear solvers leads to the same numerical solution if we neglect the
roundoff error due to floating point operations. This implies that the backward substitution algorithm
indeed produces a reliable numerical solution.

n=15 n=T7 =3

Figure 7. The error between p and p;,, for different values of the penalty parameter p.

Using the two linear solvers for implementing the fixed-point iteration (3.5), we show in Figure 8
the measured CPU time for solving the penalized equation (1.5). Clearly, the computation using the
backward substitution algorithm needs much less CPU time and this indicates a great advantage for
using it in practice.
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Figure 8. Measured CPU time for computing the solution of the penalized equation (1.5) by
using two linear solvers, the backslash command in Matlab and the backward substitution
1

algorithm proposed in Section 4. From left to right: 4 = 3,7, 15. Here, h = 7 = 1.

6. Conclusions

We have made a numerical study of the parabolic complementarity problems. We first represent the
problem via a penalty method following the idea in [2, 3,9-12] and then we discretize the penalized
equation via a Crank-Nicolson method consisting of a centered finite difference formula for the space
derivative and a trapezoidal rule for time discretization. In each time step, we have to solve a nonlinear
system due to the penalty term and we proposed a fixed-point iteration to handle such a nonlinear
system. The major computation of the fixed-point iteration is to solve a tridiagonal linear problem,
for which we proposed a backward substitution algorithm, which is a direct linear solver (i.e., it is
not iterative). Extensive numerical results are given, which indicate how the discretization mesh sizes
and the penalty parameters affect the convergence rate of the fixed-point iteration. In terms of CPU
time, the numerical results also indicate an obvious advantage of the backward substitution algorithm
compared to the built-in command backslash in Matlab. This would be a very important advantage to
deal with large-scale nonlinear/linear systems, such as the one arising from discretizing the backward
stochastic differential equation (BSDE) [6, 8]. The research of BSDE in risk measure is a hot topic at
present, which provides a new direction for us to further study the relation between numerical method
for parabolic complementarity problem and risk measure. In the forthcoming study, we will further
discuss how to use numerical method proposed in this paper to handle risk measure.
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