AIMS Mathematics, 10(1): 1645-1674.
DOI: 10.3934/math.2025076
ATMS Mathematics Received: 25 August 2024

Revised: 20 December 2024

Accepted: 25 December 2024
https://www.aimspress.com/journal/Math Published: 23 January 2025

Research article

Bang-bang control for uncertain random continuous-time switched systems

Yang Chang, Guangyang Liu and Hongyan Yan*
School of Science, Nanjing Forestry University, Nanjing 210037, China
* Correspondence: Email: yanhy @njfu.edu.cn.

Abstract: In this paper, optimal control problems concerning uncertain random continuous-time
switched system were studied. First, by applying Belleman’s principle of optimality and chance
theory, an optimality equation was derived. It’s an extension of the equation of optimality from
uncertain environment to uncertain random environment. Then, the optimality equation was employed
to get bang-bang control for the control problems with the linear performances. Second, a two-stage
algorithm was applied to implement optimal control. A genetic algorithm and Brent algorithm were
used in the second stage in order to search the optimal switching instants in the numerical example.
Finally, as an application of our theoretical results, an optimal cash holding problem was discussed
and a corresponding optimal cash holding level was provided.
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1. Introduction

A switched system is a type of hybrid system that consists of a group of discrete-time subsystems
or continuous-time subsystems and a switching rule. The switching rule orchestrates the switching
sequence between different subsystems to achieve the expected performance. This class of systems
has been successfully used to model different practical systems such as manufacturing systems [1],
communications systems [2], aerospace systems [3], power systems [4], and economics systems [5].
Optimal control for switched systems is not only to seek the optimal continuous input, but also to
find the optimal switching rule to optimize a certain performance. Complexity is increased due to
analyzing the switching in the interior of the system. Since the 1980s, lots of contributions [6—11] have
been focused on the switched systems. For example, a Riccati recursion was used to solve the optimal
control problems of nonlinear switched systems [9]. In reference [10], a novel perturbation observer
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with a nested parameter adaptive law was designed to study the optimal control problem for a class of
switched continuous-time nonlinear systems.

All of these studies on switched systems are concerned with deterministic models. However,
indeterminacy is more likely to appear in realistic switched systems. The indeterminacy is classified
as objective indeterminacy and subjective indeterminacy according to whether the sample data is
large enough. When the sample data is enough, the indeterminacy is characterized as objective
indeterminacy. We define it as a random variable or a stochastic process because large amounts of
historical data help to estimate probability distribution. In stochastic environments, optimal control
problems have been widely studied [12-19]. For example, Patrinos et al. [15] studied constrained
stochastic optimal control problems for Markovian switched systems and developed appropriate
notions of invariance and stability for such systems . Reference [16] provided necessary conditions
of optimality, in the form of a maximum principle, for optimal control problems of switched
systems. A quadratic optimal control problem for discrete-time switched linear stochastic systems with
nonautonomous subsystems perturbed by Gaussian random noises was proposed in reference [17].
A deterministic switching sequence and a continuous feedback law were implemented to minimize
the expectation of a finite-horizon quadratic cost function. Fan et al. [18] solved the problem of
stochastically weakly locally exponential stability of switched stochastic systems with the state-
dependent delay. Ding and Zhu [19] proposed a novel intermittent static output feedback control
method to solve switched positive systems with stochastic interval delay.

The other is characterized as subjective indeterminacy when the sample data is not sufficient to
estimate their distributions. Subjective indeterminacy is regarded as an uncertain variable or an
uncertain process [20]. Uncertainty theory [20,21] was found by Liu and developed into an important
mathematical tool for dealing with subjective uncertainty. With the development of uncertainty theory,
Zhu [22] studied optimal control problems with subjective indeterminacy. Later, numbers of works
on optimal control problems have been made in uncertain environment, such as uncertain bang-bang
control problems [23], uncertain optimal control problems with jump [24], and uncertain differential
game problems [25].

However, in practice, the system may be affected not only by randomness but also by uncertainty.
Obviously, the complex system cannot be dealed with simply by probability theory or uncertainty
theory. Chance theory [26] was introduced to model complicated systems including the above
two indeterminacy. After that, Liu [27] studied uncertain stochastic programming and proposed
its mathematical properties. Then, some researchers conducted important studies in this field. For
example, Chen and Zhu [28] presented the linear quadratic optimal control issue in uncertain random
environments. The mean-square stability based on uncertain time-delayed stochastic systems driven by
G-Brownian motions was investigated [29]. Gao and Zhang [30] defined the state of each component as
an uncertain random variable and analyzed the importance of each component in a multistate uncertain
stochastic output system. Uncertain random discrete-time noncausal systems and optimal control
problems were investigated under the framework of chance theory with chance expectation [31],
and in the field of engineering, reference [32] considered the human-machine system as an uncertain
stochastic system and established an evaluation method of operator’s simple emergency-stop action.
The linear and nonlinear event-triggered extended state observers based on uncertain stochastic systems
were designed in [33].

The main contribution of this paper is to study the optimal control problems with uncertain random
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continuous-time switched systems. In terms of theory, first, compared with the random switched
system [17] and uncertain switched system [23], it is the first time to use both the random differential
equation and uncertain differential equation to describe uncertain random switched system. Second,
in order to solve the optimal control problem of the uncertain random switched system, based on
chance theory and the dynamic method, this paper first proposes the equation of optimality for this
system which is different from random environment [17] or uncertain environment [23]. If the
dynamic system degenerates into a stochastic dynamic system or an uncertain dynamic system, the
equation of optimality is consistent with that in a random environment (Hamilton-Jacobi-Bellman
equation) or an uncertain environment (an equation of optimality presented in [23]). So, it is an
extension of the equation of optimality from uncertain environment to uncertain random environment.
Third, the equation of optimality is employed to obtain bang-bang control for a kind of problem. In
order to implement optimal control, the Brent algorithm and genetic algorithm are applied and the
results are compared. Finally, an optimal cash holding model under uncertain random environment is
established, which is closely related to the real economic scenario, and the uncertainty and randomness
are considered in the cash holding model for enterprise’s cash holding problems, such as the fluctuation
of the economic cycle, the change of the market interest rate, and the transaction cost. By adding these
practical factors into the model, the model is more practical.

The organization of this paper is as follows. In Section 2, some basic concepts and theorems are
reviewed. Section 3 introduces an optimal control model for uncertain random switched systems and
provides the associated equation of optimality. In Section 4, a bang-bang control model is formulated
and its value function and optimal control strategy are derived analytically. The genetic algorithm and
Brent algorithm are used to solve a numerical example in Section 5. Finally, a cash holding problem is
analyzed by applying the above model and an optimal solution is obtained.

Throughout this paper, A” denotes the transpose of a matrix A and #r[A] is trace. Pr(-), M(-), Ch(-)
represent probability measure, uncertain measure, and chance measure, respectively. Ep, denotes the
expected value of a random variable in the sense of probability measure, E, denotes the expected value
of an uncertain variable in the sense of uncertain measure, and E¢; denotes the expected value of an
uncertain random variable in the sense of chance measure. O(¢) represents the high-order infinitesimal
of t. The [a, B]" implies the Cartesian product [a,B8]" = [, B8] X [@,B] X - -+ X [a, B].

2. Preliminaries

In this section, several fundamental concepts in uncertainty theory [20,21], chance theory [26,27],
and switched systems [6, 8] are recalled.

2.1. Uncertain variables

Probability theory is a branch of mathematics concerned with the analysis of frequency and is used
to study the behavior of random phenomena. Uncertainty theory [20,21] is a branch of mathematics
considered with the analysis of belief degree and it is used to study uncertain phenomena.

Definition 2.1. (Liu [21]) Let I" be a nonempty set and L be a o— algebra over I'. Each element A; € L
is referred to an event. A set function M defined on the o— algebra L is called an uncertain measure

if it satisfies (i) M{T} = 1; (i) M{A} + M{A®) = 1 for any A € £; (iii) M{ U Ai} < 3 M{A;) for every
i=1 i=1
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countable sequence of events A; € L.
Then, the triplet (I', L, M) is called an uncertainty space. Let (I'y, Ly, M) be uncertain spaces for
k=1,2,---. Then, the product uncertainty measure M is an uncertain measure defined on the product

o-algebra L X L, X -+ satisfying M{ I Ak} = A\ Mi{Ay), where Ay are arbitrary events from L
k=1 k=1
fork=1,2,---, respectively.

Remark 2.1. The difference between probability theory and uncertainty theory does not lie in whether
the measures are additive or not, but how the product measures are defined. The product probability

.
measure is the multiplication of the probability measures of the individual events, i.e., Pr{ Il Ak} =
k=1

.
[1 Pr(Ay), while the product uncertain measure is the minimum of the uncertain measures of the
k=1

individual events as above.

An uncertain variable ¢ is a measurable function from an uncertain space (I', £, M) to the real
numbers set R, and an uncertain vector is a measurable function from an uncertainty space to R".

Definition 2.2. (Liu [21]) The uncertainty distribution ® : R — [0, 1] of an uncertain variable ¢ is
defined by
O(x) = M{¢ < x},

forany x € R.

Definition 2.3. (Liu [21]) Let T be a totally ordered set (e.g., time) and let (I', L, M) be an uncertainty
space. An uncertain process is a function X,(y) from T X (I', L, M) to the set of real numbers such that
{X, € B} is an event for any Borel set B of real numbers at each time t.

The above definition says X, is an uncertain process if, and only if, it is an uncertain variable at
each time t.

Definition 2.4. (Liu [21]) An uncertain process X, is said to have stationary increments if its increments
are identically distributed uncertain variables whenever the time intervals have the same length, i.e.,
for any given t > 0, the increments X,,, — X are identically distributed uncertain variables for all
s > 0. An uncertain process is said to be a stationary independent increment process if it has not only
stationary increments but also independent increments.

Definition 2.5. (Liu [21]) Let C, be an indeterminate process if the following three conditions
are satisfied:

(i) Co = 0 and nearly all sample paths are Lipschitz continuous;

(ii) C, has stationary and independent increments;

(iii) The uncertainty distribution of each increment C,,, — Cy is a normal uncertainty variable with
expectation 0 and variance %, and the uncertainty distribution is

D(x) = (1 + exp(%))_l, X€R.

We call the uncertain process C, the canonical Liu process.
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Definition 2.6. (Liu [21]) Let C, be a canonical Liu process, g, and g, be given real functions, then
dX; = g,(X;,8)ds + g,(X,, s)dC 2.1

is called a differential equation driven by a canonical Liu process. Its solution satisfies the Eq (2.1)
and is an uncertain process.

2.2. Uncertain random variables

In a complicated system, there may be both uncertainty and randomness. The chance theory
proposed by Liu [26] can deal with this uncertain random phenomenon. The chance space consists of
uncertain space and probability space, described by (I', £, M) X (Q, A, Pr) = (I' X Q, L X A, M X Pr).
The chance measure is denoted by Ch(-) as follows.

Definition 2.7. (Liu [26]) Assuming that there is a chance space (I', L, M) X (Q, A, Pr), chance
measure defining event ¢ € L X A is

I
Ch{9} = f Priw € QM{y € T'|(y, w) € ¥} = z}dz.
0
Chance measure satisfies properties of normality, self-duality, and monotonicity which were
certified in [26].

Definition 2.8. (Liu [26]) Let 9 be a measurable function from the chance space (I'; L, M)x(Q, A, Pr)
to the set R of real numbers. For Borel set B, the set

{# € B} = {(v,w) € I, Q)[(y, w) € B}

is an event, then the ¥ is an uncertain random variable.

Definition 2.9. (Liu [26]) Suppose that O is an uncertain random variable in the chance space
(T, L, M) X (Q, A, Pr), then the function

D(z) =Ch{t <z}

is said to be the chance distribution of ¥ for any real number z € R.

Definition 2.10. (Liu [26]) Let © be an uncertain random variable. If at least one of the following two
integrals exists, then

+00 0
Ecil9] = f Ch{v > z}dz - f Ch{t < z}dz
0 _

(o)

is thought to be the expected value of the uncertain random variable .

Lemma 2.1. (Chen [45]) Let n = (1,12, - J]n])T be a random vector where 1,1, ,n,, are
independent and identically distribution normal random variables with expected value 0 and variance
t2(t > 0), and let @ = (0,,6,- - , 60,,) be an uncertain vector where 6,,0,,--- ,6,, are independent and
identically distribution normal uncertain variables with expected value 0 and variance t*. Then, for
any real vectors ay € R™, a, € R™ and matrices By € R"" B, € R™™ B3 € R"™ we have

Eplaln+n" Byl = tr(B)Y, Ec,[al6 + 6" B, + " B:6] = o(?).
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2.3. Switched systems

Definition 2.11. (Switched system [8]) Switched systems consisting of several subsystems can be
described as

(1) = fio(x@,u(®), 1), f:R'XR"XR — R,
ity e I={1,2,---, M).

In order to control a switched system, one needs to choose not only a continuous input but also a
switching sequence.

Definition 2.12. A switching sequence in t € [ty, ;] regulates the sequence of active subsystems and is
defined as
o= ((IO’ iO)’ (lla i])a ) (tK’ iK))’

where 0 < K <oo,tg<t) <thp <---<tg <tpandir€l fork=0,1,--- K.

Note here (#, i;) indicates that at instant 7, the system switches from subsystem i;_; to subsystem
ir. That is, during the time interval [#, tx41) ([tk, t7] if kK = K), subsystem i; is active.

Since many practical problems only involve optimizations in which a prespecified sequence of
active subsystem (iy, i1, - - - , i) is given (for example, in the speeding up of an automobile power train
which only requires switchings from gear 1-4), we concentrate on such problems. The switching
instants tflfi , and optimal control u*(¢) are what we need to find out. So, optimal control for switched
systems is not only to seek the optimal continuous input, but also to find the optimal switching rule to
optimize a certain performance.

3. Problem formulation

3.1. Uncertain random continuous-time switched systems

Let us consider the following uncertain random continuous-time switched system:

dX; = p(X;,us, v, 8)ds + Q,(Xs, ug, v, 8)dCy
dy, = p;.(XS, U, vs,8)ds + Q,( X, us, v, s)dW,
s€lti_,t],i=1,2,---  K+1

Xo =x0, Yo =y,

(3.1

where (i) X; € R™, Y, € R™ are the state vectors of the system at time s with the initial conditions
Xo = x0, Yy =y, (i) g € Uy € R™ and vy € V; C R™ are the control vectors; (iii) The p, :
R™ x R™ x R"™ X [t;_1, t;] > R™ and p;. R™ X R"™ X R™ X [t;_1,t;] = R™ are given vector-valued
functions, and @, : R™ X R™ X R™ X [t;_1, ¢;] = R™P and Q, : R™ X R™ X R™ X [t;_y, ;] = R™*P

are matrix-valued functions. (iv) C; = (C4,Cy, - - - ,Cs,,l)T, where Cy1,Cy, -+, Cy,, are independent
Liu processes, and Wy = (W, W, - -+ ,WSPZ)T, where Wy, W, -+, Wy, are independent standard
Wiener processes. (V) till.’il are the switching instants and ¢; < t,.1(i = 1,2,--- ,K), tp = O,txy1 = T

represent the initial and terminal instants, respectively.
For the control vectors u; and v,, dX; is defined by an uncertain differential equation, and
dY, is defined by a random differential equation. Subjective uncertainty is described by the
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uncertain differential equation driven by the Liu process, while objective randomness is described
by the random differential equation driven by the normal Wiener process. When both random and
uncertain phenomena exist in a control system, we can describe such uncertain random phenomena
by system (3.1).

Remark 3.1. X, Y, cannot be combined into one state vector. The reasons are described as follows.
Note that the stochastic differential equation and uncertain differential equation are derived from the
stochastic integral equation and uncertain integral equation, respectively.

The stochastic integral equation is determined by the Ito integral of the stochastic process with
respect to the standard Wiener process. The Ito integral is introduced as follows: Let Y, be a stochastic
process and let W, be a standard Wiener process. For any partition of closed interval [a,b] with
a=1t,ty, - ,tyy1 = b, the mesh is written as A = max 11<ig1k |t;s1 — ti|. Then, the Ito integral of Y, with

respect to W, is

b k
fa Y, dW, = lii%Zl Y,(W,., — W,) (3.2)

provided that the limit exists in the mean square and is finite.

The uncertain integral of an uncertain process with respect to the Liu process is introduced as
follows. Let X, be an uncertain process and C, be a Liu process. For any partition of closed interval
[a,b] witha = 1,15, -+ ,tie1 = b, the mesh is written as A = max llimk |ti.1 — t;|. Then, the uncertain

<i<

integral of X, with respect to C, is

b k
fa X,dC, = lim Z; X,(C., —C,) (3.3)

provided that the limit exists almost surely and is finite.

Note that the Ito integral is an integral of the stochastic process concerning the standard Wiener
process, and the corresponding limit exists in the mean square. However, the uncertain integral of the
uncertain process concerning the Liu process requires the uncertain process to be integrable and the
corresponding limit exists almost surely. For the uncertain stochastic integral introduced as follows,

b b k k
L Ytth + L XtdCI = lli[(l) [ Z]l Yti(WtHl - th.) + Z Xti(CtHl - Cti)]’ (3.4)

i=1

where the symbols have the same mean as that in Egs (3.2) and (3.3). Up to now, there is no
convergence to make the corresponding limit exist. So, we can’t combine them into one equation
of state.
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3.2. Optimal control model

Based on an uncertain random switched system (3.1), an optimal control model is provided as

JX0,y0,0) =  min _ Eqlf) f(Xy, Yy, 8)ds +SXr, Yr,T)]

uselU,,veVy,s€[0,T]
subject to :
dX, = p,l-(Xs, ug, v, s)ds+ 0, (X, us, v, 5)dC, (3.5)
dY,; = p,(Xy,us, v, 8)ds + Q) (X, us, vy, 8)dW,
selti_,t],i=1,2,--- ,K+1
Xo =x0, Yo =Y.

In the above model, the terminal-reward function is §: R™ X R™ x [0,7] — R, and f is the objective
function: R™ xXR™ xXR™ xR™ x[0,T] — R. The f and § are twice differentiable functions. J(xo, y,,0)
is the expected optimal value in time interval [0, 7] with initial conditions Xy = x(,Yy = Y,. The
goal of such a problem requires finding not only the optimal control values u7, v; but also the optimal
switching instants tflfi , in order to make the value function J(xo, yo, 0) optimal.

Use J(x,y,t) to denote the optimal value in [z, 7] with the condition that at time t we are in states

X;=xY, =y,

Jaey,n=  min _ Eqlf f(X, Y, ugv,.5)ds +SXr, Y7, T)]

u,elU;v,eVy,s€(t,T]
subject to :
dX; = p}.(Xs,us,vs,s)ds +0,(X,u,,v,,8)dC, (3.6)
dY,=p.(Ysusvs,s)ds + Q, (Y, u,, vy, s)dW
selt_,t],i=1,2,--- ,K+1
X, =xY, =Y.

Remark 3.2. There are not only close relations but also essential differences among the uncertain
optimal control problem, stochastic optimal control problem, and uncertain stochastic optimal control
problem. The differences bring difficulties to the study of the uncertain stochastic optimal control
problem. The first difficulty is how to describe an uncertain random dynamic including both objective
randomness and human uncertainty and applying to the switched systems. The second difficulty is how
to solve such kind of optimal control problem.

In order to deal with the difficulties, both stochastic differential equations and uncertain differential
equations are used to describe an uncertain stochastic dynamic switched system. Inspired by previous
research results on the stochastic optimal control problem and uncertain optimal control problem, the
dynamic programming method and chance theory are adopted to solve the optimal control problem
of the uncertain random switched system. Then, we deduced the equation of optimality to solve the
optimal control problem.

Theorem 3.1. (Equation of optimality): Let J(x,y,t) be twice differentiable on R™ X R™ X [t;_1, ;).
Then, we have

_Jt(x,y’ t) :u elglivnev {f(XT9 YT9ut’ vta T) + va(x’ya I)Tpi(x, ul" vta t)

+v,J(x, 3,07 p;(y, us, v;, 1)
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1
+ Etr[Qz(Yta Uu;, vy, t)Tvny(xa y» t)QQ(Yh U;, vy, t)]}9 (37)

where J(x,y,t) is the partial derivative of function J(x,y,t) in t, Vv, J(x,y,t) and v,J(x,y,t) are the
gradients of function J(x,y,t) in x and y, respectively, and v,J(x,y, 1) is the Hessian matrix of function
J(x,y,t)iny.

The proof of Theorem 3.1 is presented in the Appendix. The equation of optimality (3.7) is a useful
tool for solving optimal control problems in continuous-time uncertain random switched systems.
Furthermore, it provides an important condition for the existence of an extremum. If a solution to
the equation exists, then the solution to the Eq (3.5) can be obtained by solving the optimal Eq (3.7).

Remark 3.3. If the dynamic system of model (3.5) degenerates into a stochastic dynamic system or an
uncertain dynamic system, the equation of optimality is consistent with that in a random environment
(HJB equation) or an uncertain environment (an equation of optimality presented in [23]). So, it is an
extension of the equation of optimality from uncertain environment or random environment to uncertain
random environment.

4. Bang-bang control model for uncertain random switched systems

If the optimal control takes a value on its constraint boundary, it is called bang-bang control. Bang-
bang control is an important integrated control method in engineering field [34] and servo systems [35],
which has the characteristics of real-time control, fast response speed, and strong robustness. Bang-
bang control was first studied in the 1950s arising from the time optimal control of deterministic
systems [36], and then extended to various systems such as the time optimal control problem of
distributed parameter systems [37].

The study for bang-bang control of stochastic systems or uncertain systems has been around for a
long time and can be found in [38,39]. With the development of chance theory, we would like to further
investigate bang-bang control in uncertain random environment on the basis of the above studies.

Bang-bang control problems with a linear objective function subject to a linear uncertain random
switched system as follows are studied.

J(Xo, yo, 0) = min ECh[ [P X, +WLY, + W,

us€lar,b11" v€laz,br1"2,5€[0,T]
+Wiv)ds + ol X7 + @l Yr]
subject to
dX, = (Hi,X, + Piug + Py, + kids + (Q, X, + Ry, + Ry, + 11,)dC, 4.1)
dY, = (H;.SYS + P;.Sus + i’;svs + k;s)ds +(0,, Y, + Ryu + Row, + Ly)dW,
sE[tio,t),i=1,2,--- , K+1
Xo=x0,Yy =y

where the W, ¥, Y, Wy, Hig, Py, P ki, @, R1, R\, L H, P, P, k., Q,,, Ry, Roy, I are
functions of time s with the suitable number of dimensions, and ¢, € R™,¢p,, € R™ are
constant vectors.

In order to implement the optimal control of model (4.1), we break it down into two stages. Stage(a)

is an uncertain random optimal control problem under a given switching sequence. In this stage,
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J(x0, y0, 0) is written as J(xo, yo, 0,1, -+ ,tx) because t;,--- , tx are fixed. Stage(b) is an optimization
problem by obtaining switching instants #/|X,. Applying optimality equation to stage(a), we have the
following conclusion.

Theorem 4.1. Assume J(x,y,t) is a twice diﬁer_entiable function on R™ X R™ X [t;_1,t;) (I =
1,2,---,K + 1), the optimal control inputs u'”* = (u(’)*(t) (’)*(t) uﬁl’l)*(t))T and v =
(v(’)*(t) v(’)*(t), - V(D) of model (4.1) (11, - -+ , tx are fixed) are the bang-bang control provided as
-1, lf(‘I’3t +q; (t)P,, +r; (t)P”)e > 0,
u*(H) =14 1, if(WYs +q" )Py +r! (HP),). <O, (4.2)
undetermined, i f(‘I’3, +q; TP, + r; (I)P,t)e =0,

-1, if(PL + q" ()P, + rT(OP,); > 0,
W =141, if(PL + q" )P, + r'(OP,); <0, (4.3)
undetermined, lf(‘l’4t +q; TP, + r; (t)Pl,)f =

where (‘I‘3t + qT(t)P,, + rT(t)Pl,)e is the eth element ofvector ‘1’3, + qT(t)P,, + rT(t)Plt, (‘I’4, + qT(t)P,,
rl.T(t)Pl-,)f is the fth element of vector ‘I’4t + ql.T(t)P,-, + rl.T(t)Pi,, fore=1,2,--- ,n,f=1,2,--- ,np,i=
1,2,--- ,K + 1, and functions q,(t) € R™ and r(t) € R™ satisfy the following equations:

dq] (1) r
dt _lIllt qi (t)Hil’ (4‘4)
gk+1(T) =@ and qi(t;)) = g (t;)  fori <K,
drl(r) o
T ¥, —ri (OH,, (4.5)

rk+1(T) =@y and ri(t;) =ri(t) fori<K.

The optimal value is

J(x()’yo’ Oa tla e ’tK) = ql(O)TxO + rl(O)TyO
K+1

+ Z f [g] ()ki + ] )k, + (¥5, + g ()P + 1] ()P u” (4.6)

+ (T + g (5)Pyy + 1T ()P, v " 1ds.
Proof. With the application of the equation of optimality (3.7), when ¢ € [t, T], we get
—J(x,y,0) = min (Wlx+¥hy+Viu + ¥,

u€lay,br]" vi€laz,br]™

T -
+ Vy J(x,y,8) (Hg1,X + Pryy ity + Pioy v, + ki)
T ’ U ~, 7’
+ VyJ(x, .0 (Hygyy Y+ Py o+ Py 0o + kg )
= T
tr[(Q2tx + thu, + Rz,V, + l2t)

vny(x, Y, t)(szy + Rou, + RZtvt + L)} 4.7)
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Since

J X7, Yr,T) = S01TTXT + ‘PzTTYT,
we assume J(x,y.1) = gk, (0% + Fl Oy + Wk (@) (¢ € [ TD) and gy (T) = @yparea(T) =
@or, Wi (T) = 0, so

dgy,, () dri () dwg(f)
J Ly, 1) = +1 K+1 +
(x.3,1) a g YT T4

Vx‘](xay, t) = qK+1(t)’ Vy-](x,y, t) = rK+1(t), vyy-](x,y, t) = O' (4'8)

2

Substituting Eq (4.8) into Eq (4.7), it holds that

_ (dq17;+1(t)x n drIT{H(t)y + dCUK+1(l))
dt dt dt
= min Wix+¥y+WYiu +¥,v,

we[- 111" ye[~1,1]7
+ q,T<+1(t)(HK+1,tx + Pgou; + i)K+l,tvt + kii1y)
+ i (O i,y + Py i+ Py i+ ki)
= (‘Pth + qIT{H(t)HKH,t)x + (‘I’gt + rIT{+l(t)H,K+l,t)y
+ q17;+1(t)k1(+171 + r£+1(t)kll(+l,t
+ min {(¥3, + gi, (OPxo1, + rl];'+1(t)P,I(+l,t)ut}

uc[-1,11"1
+ min (¥ + g (0P, + rka 0P v 4.9)
We make
s = min {5+ g OPros+ i (OP Ju,
Ska= | min (¥, + g (0Pt + i 0Py i)
Let ™ = @ (0),ul™ @), -, ul" )" and v"* = *(0),v9* (1), -+ , v\ (£))" be the solution of the

preceding equations, (], + qTP + ! P,), be the eth element of vector ‘I‘gt +q Py + 1P, (V) +

ql.tPi, + rizPit)f be the fth element of vector ‘I’Z, + ql.TtP,, + r”P”, fore=1,2,---,n, f=1,2,--- ,ny,
the optimal control inputs can be obtained when ¢ € [#g, T'].

-1, lf(‘P + 4K+1(I)PK+1t + rK+1(t)PK+1 e >0,
uk iy =4 1, if (V) + g (DPkar + T (DPyy e <0, (4.10)
undetermined, if(Wh + e, (DPki1, + rt (OP,, De=0,
-1, if(‘I’Z, + ‘I/T<+1(t)PK+1,t + "1T<+1(t)i)1<+1,z)f >0,
K+1)* . ~ ~'
VE‘ =11, if (W, + g (DPrpr, + r£+](t)PK+l,t)f <0, (4.11)

undetermined, — if (Wi, + qy. (DPxir, + rg (OPx, )r =0,
fore=1,2,--- ,n,f=1,2,--+ ,ny, and

ka1 = (W3, + @iy (OPxor s + Tl (P Juy )

b
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S'}(+1(l‘) = {(‘I’i + q£+l(t)I~)K+l,[ + rIT(+1(t)I~)K+1,,)V§K+1)*}

Comparing both sides of Eq (4.9), we deduce the following equations
qx.1 (1), rg1(T), wg+1(T) should be satisfied as

g, (@)
— o =Yl - g OHk,

9x (D) = Q7.

dry. (1) ,
I;—l‘ - _‘I’g’ - r17;+1(t)HK+1,t’
rg+1(T) = @or.
dwi+1 (1) , ,
{ I;;l = —q17;+1(t)k1<+1,, - "1T<+1(t)k1<+1,z = Gk+1() = Sy (D),
wg+1(T) = 0.
Integrate —d“”;*tl(’) fromzto T, € [tg, T], and we obtain

T
(D) = f @y (Dkiars + P (DK sy, + S01(8) + Sy (D)L
t

Furthermore,

T
J(x,y,1) = q£+1(t)x + r[7;+1(t)y + f (qIT{+1(t)kK+1,t + r£+1(t)kl(+1,z + 6k1(D) + gx (D)dt,
t

where

(4.12)

(4.13)

(4.14)

where qg,,(f) and rg.(7) satisfy the Riccati differential equation and boundary conditions (4.12)

and (4.13).
When t € [1;_, t;) for i < K, we assume

J(x,y,0) = q (Ox + rl )y + wi(?),

q;(t) = q;. (), ri(t;) = ria(6), wi(t) = Wi (8).

By the same methods as the above steps, we get
J(x.y.1) = g ()x + r{ )y

1i
+ f (q] ki + I (DK, + 6,(t) + c;(D)dt + w1 (1), 1€ [ti1, 1),
t

where ¢q,, r;, w; satisfy
dq! (1)
dt
q,(t) = q;,(1).

=-¥, - ¢/ OH,,

(4.15)

(4.16)
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d"T(f) T
- = -, - r OH,, (4.17)
ri(t;) = riq(5).
dwi(t) _ T T " A — ~
dt q; Ok — r; (Dk; — ci(t) — (D), (4.18)

w(t;) = w1 (8).
Hence, the optimal value of model (4.1) (where ¢, - - - , ¢ are fixed) is
J(xo’y()’ Oa tla ) tK) = q](O)TxO + r](O)TyO
K+1

+ Z f lg] (kis + 1] ($)kis + (W5, + ¢] (5)Piy + 1] ()P u” (4.19)

+ (WL + gl ()P + 7] (s)P”)v(’)*]ds

The theorem is proved.

The Bellman optimality principle can be reduced to a basic recursive relationship, which
continuously transfers the decision-making process and transforms a multistep optimal control problem
into a series of one-step optimal control problems. In uncertain random continuous-time switched
systems, the dynamic process of the system can still be decomposed into some single problems to
optimize despite the uncertainty and randomness. By applying equation of optimalitity to get the
optimal control and optimal value of the model, we divide it into K time periods for optimization(see
it in the proof of Theorem 4.1). Riccati differential equations should be solved at each time period one
by one and backward.

Suppose that there are only two switched subsystems, then the optimal control model is
presented below:
J(X0,y,0,6) = min ECh[ [T O¥T X, + WLY + ¥,

ug€lay,bil",
vs€laz,br1"2,5€[0,T]

+Wi.vds + ol Xr + @l Yr]
subject to

~ ~ 4.20
dX; = (Hi X, + Pisus+ Piyvs + ki)ds + (0, X + Risug + Ry + 11,)dC ( )
dY, = (H, Y, + P, u,+ Py, + k,)ds + (Q,,Y, + Ryt + Rygv + L )dW,
s € [ty 1),i=1,2
X() = X0, Y() =Yo
According to Theorem 4.1, we rewrite the cost function J(xy, y,,0, ¢;) in the following form as
J(x0,¥0,0,11) = ,(0)" x0 + r1(0) y,
f [q] (kiy + 1] (K, + (5, + g ()P, + 1] ()P pul”
+ (PL + g7 (s)Py, + rT ()P, " ]ds 4.21)

T
+ f (42 (5)kay + PL()ky, + (WL, + qb (5)Pag + 1L (5) P, u'®”
1
+ (P + gL (s)Py + 1) (s)PZS)v(Z)*]
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Denote J(t) = J(xo, ¥0,0, 7). The next step is to minimize the objective function J(t,), where t, is
the switching instant between two subsystems.

The above problem can be reformulated as minimizing a single-variable real function subject to
constraint bounds, which can be addressed through nonderivative optimization techniques such as
stochastic search, golden sectioning, or genetic algorithms.

Brent algorithm effectively integrates the strengths of golden section search and parabolic
interpolation [40]. By incorporating parabolic interpolation into the golden section method for
selecting the optimization iteration step size, Brent algorithm intelligently constrains the magnitude
of the step size and ensures that the new interval contains the optimal solution.

Genetic algorithm serves as an optimization approach that imitates the biological evolution
process, frequently employed to tackle intricate search and optimization challenges. This algorithm
explores optimal solutions within the solution space by emulating fundamental principles of biological
evolution, including genetic variation, mutation, and fitness.

Therefore, Brent algorithm and genetic algorithm are employed to solve the optimization problem
in Stage(b). The performance is illustrated by the numerical example in the next section.

5. Numerical example
Considering the following optimal control problem for uncertain random switched system:

J(x0,¥0,0,¢)) =
subject to
dX; = (Hi X, + Pisus + Piy, + ki)ds + 1,dC; 5.1)
dY,=(H, Y, + P, u,+ P, v, + k. )ds + L,,dW,

s € [tisg,1),i=1,2

Xo=x0,Yy =y,

1
min E Y X +WIY)ds+o! X7+l Y
ue[~1,11w,€l-1,1],5€[0,1] Ch[fo( 1 Xs W2, Yy Pudr T tr

where the states X, = (X, X»,)", Y = (Y1, Y2,)" with initial conditions Xo = xo = (3,3)", Yy =y, =

(1,5)". The Wi, = ¥ao, = (1, D', Iy = (5, 9)" by = (1, 9", 1y = (1,2), 0y = (2,2)".
The first switching subsystem:

R IHESEIESH

’ Ol / O ~/ _1 ’
Hls:[o 0] Pls:[l] Pls:[ 0] kls:[

The second switching subsystem:

w2 3] e[ 4] #e]1] o2

’ 00 ’
H2:l2 0] PZSZ[

Stage(a): Fix #; and formulate J(¢;) according to Theorem 4.1.

N = =
| S

N ==
| S
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Denote g;(s) = (i (5), gin(s)", ri(s) = (r(s), ra(s))", and we know ¢>(1) = ¢, = (1,2)", (1) =
@, = (2,2)". It follows from Eqs (4.4) and (4.5) that

d T
L = W — gl Hy, = (=1 - ga(s), 1)

ds
1 (5.2)
q(1) = ( ) ),
DO @I T H, = (=1 = 2rn(s),~ 1)
53
(1) = ( ; ) (5.3)

which has the solution
(5) = 055> —4s+4.5
QZ - 3 —5 )

s2—Ts+8 (54)
ra(s) = [ 3_
Hence,
u?* = 5gn{0.75s* — 3.75s + 2.5}, 5.5
V" = sen{2s? — 165 + 20}. '

It also follows from Eqgs (4.4) and (4.5) that

T N
W) — T _ gl ()H)s = (=1, -1 = 2g11(s))

ds
0.5 — 41, +4.5 (5.6)
q1(t) = g2(ty) = [ ! 3_ tll ],

drl (s)
dt

= Wy, — rl (9)H}, = (=1,=1 = ry1(s))

=Tt +8 (5.7)
ri(t) = ran) = [ AR
-0
and the solutions are
(s) = —s+0.5s7 — 351 +4.5
DS = 5% — s(s7 — 651+ 10) + 57 = 757 + 951 + 3
A (5.8)
ri(s) = —s+ 57— 65 +8
! 0.55> — (s> — 651 +9) + 5 — 655 + 85, +3 |
Hence,
U = 5gn{—0.552 + 25 — 3.3}
(x _ 2 (5.9
vy = sgn{s” —5.76s + 1.336}.
According to the above results, we get
J(t) = q,(0)"x0 + r1(0) y,
11
+ f (g7 (ki + T ()k,, + (YL, + g (5)Pys + 1 ()P, )sgn{—0.55* + 25 — 3.3}
0
+ (YL 4+ qT ()P + rlT(s)IS,ls)sgn{s2 —5.76s + 1.336}]ds (5.10)

T
+ f (42 ()kay + P ()ky, + (YL, + g1 (5)Pay + 1L (5)P,,)sgn{0.755> — 3.75s + 2.5}
1
+ (‘I’ZS + qg(s)f’zS + rzT(s)f’,ZS)sgn{Zs2 — 165 + 20}]ds.

AIMS Mathematics Volume 10, Issue 1, 1645-1674.



1660

Stage (b): Find the optimal switching instant ;.

Through the Brent algorithm, we choose the termination condition fo/ < 0.01 and obtain the optimal
switching moment ¢; = 0.606. The optimal cost is —13.807. Through the genetic algorithm, we
initialize the population size to 100, the probability of intersection to 0.8, the probability of mutation
to 0.3, the number of iterations to 100, and find the optimal switching moment #; = 0.604. The optimal
cost is —13.807, too. The optimization process of the two methods is shown in Figures 1 and 2.

Optimization Process Min |
-133

-11.0 -~ Total Loss Function
@ Optimization Steps

-134

-135

-136

-13.7

-138

0.0 02 04 06 08 10 T T T T T T
t 0 20 40 60 80 100

Figure 1. Optimal results with the Figure 2. Optimal results with the
Brent algorithm. genetic algorithm.

From the results in Figures 1 and 2, we can see that there is no difference between the results of the
Brent algorithm and genetic algorithm in solving this problem. According to the Egs (5.5) and (5.9),
we can get the optimal control inputs:

1, if s€[0,0.6)o0r[0.79,1),
u, =4-1, if s€[0.6,0.79), (5.11)

undetermined, if s=0.60rs=0.790rs=1,

-1, if s€[0,0.24)0r (0.6,1),
vi=+¢ 1, if s€[0.24,0.6), (5.12)

undetermined, if s=0240rs=0.60rs=1.

The optimal control inputs «; and v; are shown in Figures 3 and 4. From the figures, we can see
that the optimal switching moment is 0.6, and there are two switching functions in each of the two
switching subsystems that control the positive and negative of u and v, respectively, where u changes
at 0.79 and v at 0.24.
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U \
2 2
1 1
0 0
-1 -1
-2 T T T T -2 T T T T
0 06 0.79 1 0 024 06 1
Figure 3. Optimal control input u;. Figure 4. Optimal control input v;.

Next, we derive the trajectory equations for X, = (X, X5,)", Y, = (Y},, Y2,)" associated with the
optimal control inputs u; and v}. It follows from Eq (5.1) that:

~1.55* +0.55 + 0.5 + f C.dt + 0.5C;, if s5€[0,0.24),
0

0.55% — 0.465 + 0.62 + 0.5C, + f Cdt, if 5€[0.24,0.6),

X, = 06 " (5.13)
0.524 + f C.dt +0.5C,, if s€[0.6,0.79),
0
0.6
25 +2.104 + f Cidt —0.5Cy79 +Cs, if s€[0.79,1],
0
~1.55+ 0.5+ 0.5C;, if se[0,0.24),
0.55 +0.02 + 0.5C;, if s€[0.24,0.6),
0.6 s
2.524s + f Cdts +0.5 f Cdt +0.5C;
0 0
0.6
Xos =1 —1.1944-1.1 f Cdt, if s€[0.6,0.79), (5.14)
0

0.6 S
—s% +2.104s + f C,dts —0.5Cy79s + 2C, + f C,dt
0 0

0.79 0.6
—0.2385 - 0.5f Cidt —1.105Cy 79 — 1.1 f Cdt, if s€[0.79,1],
0 0

where

y 3
CS ~ N(O, S), f Cldt ~ N(O’ Esz)’
0
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0.75s* + 1.75s + 1 + 0.5f Wdt + W, if s€[0,0.24),
0

0.75s* = 0.25s + 1.48 + W, + 0.5 f Wdt, if s€[0.24,0.6),
0

Y, = 0.6 (5.15)
—-1.755s +2.65 +0.5 W.dt + W, if s€][0.6,0.79),
0
0.6
0.75s + 0.675 + 0.5 W.dt + W, if s€[0.79,1],
0
1.5s + 0.5 +0.5W,, if s€]0,0.6),
0.6 s 0.6
Yy, = —1.755*> + 5.85 + W.dts + 0.5W, + 2f Wdt—1.45-2.6 Wdt, if s5€]0.6,0.79),
s = 0 0 0
0.6 0.6 s
0.75s> + 1.85s + W.dts +0.11 - 2.6 W.dt + 0.5W, + 2f Wdt, if s€][0.79,1],
0 0 0
(5.16)
where

: 1
W, ~ N(O, S),f Widt ~ N(O, §S3)-
0

The distributions of variables Ci, [ Cidt, W, [ W,dt are  ®(x), Da(x), D3(x), Dy(x),
respectively, where

O(x) = (1 + exp(%))_l,d)z(x) = (1 + exp(;f;;;))_l,

1 * 2 3 * 91
Ds(x) = N f exp( - ﬁ), DOyu(x) = N f exp( - F)
TS J -0 TS~ —00

We may get the sample points by ®({,) = @, Dy(n,) = @, DP3(ks) = @, DPy(vy) = @. The sample
trajectories X, = (Xi,, Xo,)7, Y, = (Y, Ya,)T can be given by

~1.5s* + 055+ 0.5 +n,+0.5, if s€[0,0.24),
v 0.55> — 0.465 + 0.62 + 0.5, + 15, if s€[0.24,0.6), 507
7Y 0.524 + 106 + 0.5¢,, if se[0.6,0.79), '

—25 +2.104 + 196 — 0.50070 + £, if s€[0.79,1],

—1.55+ 0.5+ 0.5¢,, if se[0,0.24),
0.5s5 + 0.02 + 0.5¢,, if s€[0.24,0.6),
X, = 2.5245 + 1ges + 0.5n, + 0.5 | (5.18)
—1.1944 — 1.170, if 5€[0.6,0.79),
—52 +2.1045 + no.5 — 0.500708 + 245 + 175
—0.2385 — 0.510.70 — 1.1058079 — 11006, if s€[0.79,1],
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0.755* + 1.755 + 1 + 0.5v, + «;, if s€[0,0.24),
0.755* —0.25s5 + 1.48 + k, + 0.5v,, if s€[0.24,0.6),

Yig= . (5.19)
—1.755 + 2.65 + 0.5vp¢ + K4, if s¢€[0.6,0.79),
0.75s + 0.675 + 0.5vy ¢ + ks, if s€][0.79,1],
1.5s + 0.5 + 0.5«,, if s5€[0,0.6),
Yo, = —1.755> + 5.85 + voe5 + 0.5k, + 2v, — 1.45 = 2.6vp6, if s€[0.6,0.79), (5.20)

0.755% + 1.855 + vpes + 0.11 — 2.6vp6 + 0.5k, + 2v,, if se€[0.79,1].

When assuming @ as 0.1, we obtain the trajectories of X, = (X, Xa,)! and Y, = (Y,, Yo,)! in
Figures 5 and 6.

States x15 and x2s States y;s and y»s

Figure 5. Optimal state trajectory X; Figure 6. Optimal state trajectory Y,
with @ = 0.1. with @ = 0.1.

When assuming @ as 0.9, we obtain the trajectories of X, = (X,, Xo,)" and Y, = (Y,, Yo,)" as in
Figures 7 and 8.

States x5 and x»s States y;s and y»s

Figure 7. Optimal state trajectory X; Figure 8. Optimal state trajectory Y,
with @ = 0.9. with @ = 0.9.

By comparing Figure 5 with Figure 7, it can be concluded that the states of X, and X, show
opposite trends over time. It means that when «a takes different values, Cy or ( fos C,dt) has more
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influence on the trajectories of X = (Xy,, X»,)7. Comparing Figure 6 with Figure 8, it can be seen that
the trajectories of Y, and Y, over time are much higher when « is taken 0.9 than when « is taken 0.1.
It shows that when « takes different values, W, or ( fos W,dt) has more influence on the trajectories of
Y, = (Yi,, Y2)". In conclusion, uncertainty and randomness have effects on X, and Y, respectively.
Therefore, it is necessary to consider both uncertainty and randomness in a system.

6. Cash holding problem with a safe area constraint

The cash holding problems have always been an important topic in the management of corporate
liquid assets. For enterprises, cash requirements are often highly volatile and unpredictable. However,
based on historical experience and actual needs, control ranges determining the upper and lower limits
of cash holdings can be calculated by companies. Miller and Orr [41] consider a cash inventory model
in a random model. Reference [42] examines the cash holding problem in an uncertain environment.
According to reference [43], the economic environment can be categorized into high volatility period
and low volatility period, and different economic environments have an impact on the interest rates of
both securities and cash. In addition, in the process of securities trading, we often need to consider
the impact of transaction costs. Reference [44] discusses the three components of transaction costs:
explicit cost, implicit cost, and the cost of missed trading opportunities. It is also pointed out that
different kinds of market mechanisms and economic environments also affect the transaction costs in
a country’s capital market. Therefore, in this section, we will model an uncertain random switched
system described by uncertain differential equations and stochastic differential equations affected
by two economic environments, which, unlike general models, not only incorporates two switched
subsystems, but also has to satisfy the constraint of cash in the safe area. Bellman’s principle of
optimality provides an effective framework that enables us to consider the optimal choice at each
decision stage in this dynamically changing uncertain stochastic environment to achieve the optimal
objective (e.g., maximizing the cash holding) over the entire time horizon. Based on this model, we can
predict in advance the optimal switching moment in different economic environments that maximize
the objective function, so that people can adjust their cash holding strategy if expectations are not met.

We denote the lower limit on cash holdings as L and the upper limit as H. When the cash holding
level exceeds the upper limit H, cash is used to purchase securities to reduce the level of cash holdings.
In contrast, when the level of cash holdings is below the lower limit L, securities are sold for cash to
increase the cash holdings level. If the cash holding level stays within the range [L, H], then we do not
need to change and keep the current cash level. When s € [1,_1,1;] (i = 1,2), let X; and Y| denote the
firm’s cash assets and risky assets at time s, respectively, with initial conditions X, = xo and Y, = y,.
;(s) denotes the interest rate on cash in the ith economic environment, and f;(s) denotes the interest
rate on securities in the ith economic environment. /; denotes the sale price of the security, and when
h is negative it denotes the purchased price of the security with —H, < hy < H|,H; > 0, H, > 0. The
[1,dW, 1s the fluctuation of cash balance and the /,,dC, is the fluctuation of securities balance. The 0;
denotes the transaction cost of the security in the ith economic environment. Thus, the cash holding
problem is to find the optimal switching moment that maximizes X + Y, over a finite time range [0, T']
as well as the optimal cash holding level. The optimal cash holding problem for an uncertain random
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switched system in a finite time range of [0, 7'] is proposed below.

J(x0,¥0,0,81) = min  Ec¢y[-Xr - Y7]

—H><hs<H,
sub ject to
dX; = ()X + hy — Oilhl)ds + 1,,dW, (6.1)
dY = (f1;(s)Ys — hy)ds + L, dC;

Xo = x0, Y0 =y0
NS [ti—]?ti)’i = 172'

Because |A,| is an absolute value function of the control input, we can rewrite the |4, as the difference
between two nonnegative variables

hy =vy—u,, vi >0, u, >0, (6.2)

where u; denotes the fraction of cash transformed to risky assets at time s, and v, denotes the fraction
of risky assets transformed to cash assets at time s. In order to make A, = v, when u; is strictly positive,
and hy = —u, when v is nonnegative, we also apply the quadratic constraint as

usvs =0, (6.3)

so that one of u; and v; must be 0. The reason is that cash holdings cannot be both greater than H and
less than L, which means u; and v, cannot occur simultaneously. Based on Eqs (6.2) and (6.3), we may
rewrite |h,| as

|| = ug + vy. (6.4)

Thus, the following is an optimal control problem for a linear uncertain random switched system:

J(x0,¥0,0, 1) = OSMSS;ITZI}OT;‘)SsHl Ecy[-X7 - Y7]
sub ject to
dX; = ()X, + (1 = 0)vy — (1 + O)uy)ds + 1,,dW, (6.5)

dYs = (ﬁi(S)Ys -V, + Lts)dS + lstCs
s € [ti_l,ti),i =1,2.

According to Eq (6.3), we can solve Eq (6.5) into two cases.

Case 1. For X(s) > H(s € [t;_1,4],i = 1,2), we need to convert cash into risk assets at this time. At
time s, the transformed cash holdings are X(s) —u(s)—6;u(s). The level of cash holdings must be within
the safety area [L, H], therefore, X(lng <u, < XFT)(;L We note that U = [X(l‘ngiH , Xff(;L]. The optimal
cash holding problem for uncertain random switched systems in the time range of [0, 7] is proposed as

J(x0,0,0,8) = ﬂ}liﬂ Ecy[-X7 - Y7]

subject to

dX, = (u(s)Xs — uy — Qug)ds + 11, dW; (6.6)
dY, = (f;(s)Ys + uy)ds + b, dC,

sE[tiq,t),i=1,2

uel,
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where t) = 0,, = T. By comparing (6.6) with (5.1), ¢;7 = ¢or = —1 and ¥y = ¥,, = 0 can be

obtained. The first switched subsystem: Hy, = ui(s), P1;, = =1 — 01, H,, = jii(s), P}, = 1. The second

switched subsystem: Hy, = po(s), Pos = =1 — 65, H, = fin(s), Py, = 1. All other values are 0.
According to Eq (4.2), we can get

T 1
a OP; + 1] (O], =(1 + )exp( f pisi (s Jexp| f pi(s)ds)

T " (6.7)
_exp(f ﬂi+1(s)ds)€xp(f ,&i(s)ds).
1 t
Then, the optimal control is provided as
H-X@) T ti T i
=2, ifexp( f st (5)ds Jexp( f fi(s)ds) < (1 + 6exp( f pis1(5)ds Jexp( f pi(5)ds),
N , \ [ 68

L_I i((etl) ifexp( jl:Tﬂm(S)dS)exp( j;ti ﬂi(S)dS) > (1 +9i)€xp( j;T/Jm(s)ds)exp( j;tiu,-(s)ds),

Furthermore, the optimal cash holding is

T T

H, if(1+ )exp( f pis1 () Jexp( f t[u,-<s>ds)>exp( f i1 (s exp f l‘ﬁ,(s)ds),

X(t) - (1 +6)ul™ = , ,

L if(1+6)exp( f pis1 () Jexp( f pi(s)ds) < exp( f s (5)ds Jexp( f i(s)ds).
’ ’ (6.9)
Moreover, for t = 0 with the initial conditions X, = x( and ¥, = yy, by Theorem 4.1, the cost function

is written as

J(x0,¥0,0, 1) = _exP( [T ,uz(s)ds)exp( j:l ,u](s)ds)xo - exp([

1 1

¥ fo ) |1+ aexn( f Tm(s)ds)exp( f tlm(S)dS)

1

_exp( fTﬁz(s)ds)exp( ftlﬁl(s)ds)]ugl)*dt

1

+ fT [(1 + Hz)exp( fT ,uz(s)ds) - exp( fT ﬂz(s)ds)]uf)*dt.

T

ﬂz(s)ds)exp( £t1ﬁ1(s)dS)YO

(6.10)

Then the optimization algorithm is used to solve the optimal switching moment #; for function
J(x0,¥0,0, t1), where #; is the optimal switching moment in different economic environments that
maximizes the objective function.

Function (6.9) indicates that in the ith economic environment, if the expected value of 1 + 6; units
cash assets is greater than the expected value of 1 unit risky assets, then the optimal cash holding is H.
Otherwise, the optimal cash holding level is L.

Case 2. For X(s) < L(s € [t;-1,4],1 = 1,2), we need to transform risky assets into cash assets at this
time. At time s, the transformed cash holdings are X(s) + v; — 6,v,. The number of cash holdings must
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be within the safety area [L, H], therefore, Ll_fg(,s) <y, < H%;(Z) We note that V = [LI_LQ”, H%‘;”]. The
optimal control model is provided as

J(x0,¥0,0,¢;) = n&in Ecyl-X7r - Y7]

subject to

dXx = (/Ji(s)Xs +t Vs — 0,~vs)ds + llSdWY
dY, = (;(s)Yy —vyds + L, dC|
s€tint)i=1,2

vevy,

6.11)

where ty = 0,¢, = T. By comparing (6.11) with (5.1), ¢;7 = ¢or = —1 and ¥;; = ¥,, = 0 can be

obtained. The first switched subsystem: H; = u;(s), P,=1- 91,H1S = ,al(s),f?'ls = —1. The second

switched subsystem: Hy; = (), Py, =1-06,, H2S = [i2(s), 13'2s = —1. All other values are 0.
According to Eq (4.3), we can get

, T t
g OB, +rT(OP, = - (1 - Gexp( f pist()ds e f pi(s)ds)

T " (6.12)
+€XP( f /?ti+1(S)dS)exp( f ,a,-(s)ds).
t; 1
Then, the optimal control is provided as
X)) - H T i T .
ét) = ifexp(f ﬂi+1(S)ds)exp(f ﬂi(S)ds)<(l —Gi)exp(f ,u,-+1(s)ds)exp(f ,u,-(s)ds),
(i) i = " : A )
Vi = r (6.13)

et ifen( [ a(oxds)ess | f(s)ds) > (1 - 0peap [ maasfess( [ " (s)ds).

Furthermore, the optimal cash holding is

T

o H, if(l—ei)exp( f, ,Ui+1(S)ds)exp( fr ) ,ui(s)ds)>exp( LTﬁfH(S)dS)MP( I ' ,ﬂi(s)ds),

X0+ (1 =6)v, r

i T 1
L if (1 = pexp| f pis1()ds exp f pi(s)ds) < exp f it (5)ds e f Fi(s)ds).
’ ' (6.14)
Similarly, in Case 2, for t = 0 with the initial conditions Xy, = xy and Y = y,, by Theorem 4.1, the

cost function is written as

J(x0,0.0. 1) = —exp( f, T K z(s)ds)exp ( foﬁ K I(S)ds)xo mep (ff

1 1

+ fo - - ae f aods)exs f (syds)
T f
+exp([ ﬂ2(s)ds)exp([ ,al(s)ds)]ugl)*dt

1

+ fT [ —(1- Hz)exp( fT ,Ltz(s)ds) + exp( fT ﬁz(s)ds)]u?)*dt,

T

pa(syds exp( fo ) (s

(6.15)
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and the optimal switching moment #; can be found by the optimization algorithm to maximize the
objective function so that we can adjust our cash holding strategy if expectations are not met.

Equation (6.14) indicates that in the ith economy environment, if the expected value of 1 — 6; units
cash assets is greater than the expected value of 1 unit risky assets, then the optimal cash holding is H.
In contrast, the optimal cash holding level is L.

7. Conclusions

In this paper, the optimal control problem of uncertain random continuous-time switched systems
is presented. In order to solve this problem, the optimality equation is generalized to uncertain random
switched systems. Using the optimality equation, we obtain the analytical solution and optimal bang-
bang control for a kind of control problem when the corresponding performances are linear. The two-
stage algorithm is applied to implement optimal control. Then, a numerical example is provided to
illustrate the effectiveness of the proposed method. Finally, the optimal control model and optimality
equation for uncertain stochastic switching systems are applied to derive the optimal cash holdings
under different economic cycles. In order to consider the influence of some external extreme events or
noises on switched systems, in future studies, expected value models and optimistic value models of
the optimal control problem for uncertain switched systems with jump will be studied.
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Appendix

The proof of Theorem 3.1.

Proof. For any At with t + At € [t,_1,t;), denote X, = X+ AX,, Y, s = y+AY,. By using Taylor series
expansion, we have

J(x + AX,,y + AY, t + A?)
= J(x,y,0) + Vo J(x,y, 02X, + V,J(x, 3, 1) AY, + Ji(x,y, )AL
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1 1
+ 5A)(,Tvxxj(x, y,DAX, + EAYtTvny(x, y,0)AY,
+ Ve Ji(x,y, 0T AX At + ¥, 0 (x,y, 0" AY At
+ AX] Yy J(x,y,)AY, + o(A).
Denote
AX; = pi(x,u, v, DAL + Q] (x,up, v, 0)0C,,
AY, = p.(y,uy, v, DAL + Qs (y, 1y, v, AW,
Then, the expansion (.1) may be rewritten as
J(x + AX,y + AY , t + Al)
= J(x, 3,0 + V. J(x, 3,0 [p(x, u,, v, DAL+ Qy (X, Uy, v,, )AC]
+v,J(x,y, t)T[p;-(y, u, v, At
+O,(y,u, v, ) AW, ] + J(x,y, ) At
1
+ E[pl-(x, v, )AL+ Q(x,u;, vy, t)ACt]TvxxJ(x,y, 1)

[pi(x,up, vy, )AL + Ql(x, u, v, )AC,]
1 ’
+ E[p,.(y, u, v, DAL+ Qs (y,u, v, DAW, v, J(x, 3, 1)

[Py, s, v, DAL + Qo (s, vy, ) AW,]

+ Vo (2,3, 0 [p(x, up, v, )AL + @, (x, 1y, v,, ) AC, | At

+V,Ji(x, 3, DT [Py, s, vi, DAL + Q5 (¥, u;, v, VAW, A

+ [, wg, vy, )t + Q(x, 1, v, OACY Vo J(xX, 3, D[Py, s, V1, DAL
+Q,(y, u;, v, AW, + o(Al).

Since

a(VxJ(x, ,t)) a(vxj(x, ,t))
ACTQ, (x,u,, v, 1) - Y.0) _ ( u y

vy J(x,y,0)  (0(V,J(x,y,1))
AWITQZ(y’ut’vt’t)T - at ( 2 (9t

pi(x,u, v, ) Vi J(x, 3,00, (x,u,, v, )AC,

= ACtTQl(x, U, v, ' Ve J(x, Y, Opi (X, u;,v,, 1),
Py, v D' 93, (8,3, D@, (v, 1 v AW,

= AWITQZ(y, u;,v;, t)TVny(x,y, t)p;.(y, u;, v, 1),

T
) Ql(x’ ut’ vt’ t)ACt’

T
) QZ(y’ ul, vl‘7 l)AWl?

we have
J(x + AX,,y + AY 1)
= J(x,y,0) + Ve J(x, 3, 1) pi(x,u,, v, 1)At
+ V,J (6,3, 0 Py, us, v, )AL+ J (X, y, £)At

(1
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+ [V, J(x,y, t)TQl(x, u;,v;, H)At
+ p(x,uy, v, t)TvxxJ(x,y, N0, (x,u;, v, )AL
+ vat(xa ya t)TQI (x’ ut9 vt’ t)At

1,
+ Epi(y, u;,v;, t)TVyx](x,y, t)TQl(x, u,,v;, HAt]AC,

1
+ EAC,TQl(x, w, v, 1) Vi J(x,y, 1)
: Q](x’ ul, vl‘a I)ACZ + [vy-](x’ y’ t)TQZ(y, ut’ vl, t)
+ p;(y, u;,v;, t)Tvny(x,y, N0,(y,u, v, )AL
1
+ 5PV 0V J (X, 3, DQ5(y, s, v, DAL

+ V,J,(x, 3, ) Qy(y, us, vi, t) A] AW,
1
+ EAW[TQQ(,Y’ U, vy, Z‘)TVny(x, Yy, Z‘)Qz(y’ u, v, )aw,
+ AC[TQl(xv ul, vl" I)Tvxy‘](xa y’ Z‘)Q2(.y’ ul, vl" t)AWl‘
+ o(AD).

Denote

T T
a, =V, J(x,y,1) Q(x,u, v, )ALt + p(x, U, v, 1) Vi J(X,y, )0, (X, U, v, )AL

! 1(0(v,J(x,y, 1)
b T3,y 05, v s+ 5( 20D

T
) Ql(x9 ut’ vt, I)At
1,
+3 Py, v, 1) v, J(x, 3, ) Q(x,u,,v,, DAL,

1
Bl = EQl(xa ut’ vta t)TvxxJ(x’ ya t)Q](x’ uta vt9 t)’
a2 = vyJ(xs y9 t)TQZ(y’ u;, vt, t) + P;(y, u;, vt’ t)Tvny(x’ y9 f)Qz()’, u;, vt9 t)At

1 1(0(v,J(x,y, D))\
+ Epi(x’ ut’ V[, I)Tvxy'](x$y, t)Qz(yaut’ vt, I)At + E(yT) Q2(y’ ul‘avt’ t)

+ %Vyj,(x, 9.07Q,(y,u, v, )AL,
By = 050,07, 35,3, 003,01, 2,0,
By = 30106, T (5,3, 00503, v 1) + 501, v 1 T35, 3, Qa3 01
Then, we can simplify Eq (.1) as

J(x + AX,y + AY,,t + Al)
=J(x,y,0)+ V. J(x,y, t)Tp,-(x, u, v, HAt + vy,J(x,y, t)Tp;.(y, u, v, At
+ J(x,y,t)At
+a,AC, + AC! B1AC, + ay AW, + AW BoAW, + ACT B3aW, + o(At).
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It follows from the principle of optimality in [45] that

J(x,y,1)
= min {f(x,y,u,v, At +J(x,y,0) + v, J(x,y, 0" p.(x,u,, v, H)At

u,cU,; v,€V,
+v,J(x, 3,07 p.(y, u;, v;, OAL + J(x, y, )0t + Ecyla aC, + ACT By AC,
+ ay AW, + AW BoAW, + ACT B;aW,] + o(at)). (.2)

By principle of optimality in [45] and Lemma 2.1, it holds that

Ecplai AC, + ACT B\ AC, + a; AW, + AW! ByAW, + ACT B3aAW,]
= EylaxaW, + aAW! ByaAW,] + Ecpla,aC, + ACT B{AC, + ACT B3aW ],
= tr(By)At + o(Al).
So, Eq (.2) may be simply expressed as
J(x,y,1)
= llqjqin , Uy, v, DAL+ J(x,y,0) + V, J(x, 3,07 pi(x,u,v,, t)At
u el vV,
+ v, J(x, 3,07 p.(y, us, vi, DAL + J (X, y, )AL
1
+ 5n~(Q2(y, U, v, 1)V, J(x,y, DQ5(y, Uy, vi, )AL + 0(AL)}.
The equation subtracts J(x, y, t) at the same time, and we can get
—Jix,y,)At = min  {f(x,y,, U, v, AL+ VI (x, Y, t)Tp,-(x,ut,vt, 1AL

u,cU,;v,eV;

+ v, J(x,y, t)Tp;.(y, u, v, At + J(x,y, t)At

1
+ Etr(Qz(y, u,, v, t)Tvny(x,y, NO,(y,u;, v, 1)At + o(AL)). (.3)
Both sides of Eq (.3) are divided by Af at the same time and make At — 0, thus, we can obtain the
conclusion. The theorem is proved. O
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