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CEMRACS 2017: NUMERICAL PROBABILISTIC APPROACH TO MFG
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CHASSAGNEUX?®, FRANCOIS DELARUE? AND RENE CARMONA®

Abstract. This project investigates numerical methods for solving fully coupled forward-backward
stochastic differential equations (FBSDEs) of McKean-Vlasov type. Having numerical solvers for such
mean field FBSDEs is of interest because of the potential application of these equations to optimization
problems over a large population, say for instance mean field games (MFG) and optimal mean field
control problems. Theory for this kind of problems has met with great success since the early works
on mean field games by Lasry and Lions, see [29], and by Huang, Caines, and Malhamé, see [26].
Generally speaking, the purpose is to understand the continuum limit of optimizers or of equilibria
(say in Nash sense) as the number of underlying players tends to infinity. When approached from the
probabilistic viewpoint, solutions to these control problems (or games) can be described by coupled
mean field FBSDEs, meaning that the coefficients depend upon the own marginal laws of the solution.
In this note, we detail two methods for solving such FBSDEs which we implement and apply to five
benchmark problems. The first method uses a tree structure to represent the pathwise laws of the
solution, whereas the second method uses a grid discretization to represent the time marginal laws of
the solutions. Both are based on a Picard scheme; importantly, we combine each of them with a generic
continuation method that permits to extend the time horizon (or equivalently the coupling strength
between the two equations) for which the Picard iteration converges.

1. INTRODUCTION

In this project, we examine numerical methods for solving forward backward stochastic differential
equations (FBSDEs) of McKean-Vlasov type. We are particularly interested in equations of this type as they
can be used to represent, from the probabilistic viewpoint, solutions to mean field games or, more generally, to
mean field stochastic control problems.

Mean field games were developed independently and at about the same time by Lasry and Lions [29], and
Huang, Caines, and Malhamé [26]. The goal of this theory is to understand the limit as N — oo of the
Nash equilibria for an N player stochastic dynamic game with mean field interaction, meaning that players
interact with one another through their collective state. Equivalently, mean field games must be regarded as
the continuum limit of games with a large number of symmetric players, each of them having a small effect
on the dynamics of the whole group. The applications of mean field games are numerous, and spread across
many disciplines, including social science (congestion [3,21,28]), cyber attacks [14]), biology (flocking [30, 31],
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jet lag [13]), and economics (systemic risk [12], production of exhaustible resources [15,25]), just to name a few.
As explained in [9, 10], solutions to mean field games can be characterized through a coupled system of two
forward and backward stochastic differential equations of mean field type, like those we address in this note.
The forward equation provides the dynamics of one typical player in the population at equilibrium. Generally
speaking, the backward equation accounts for the optimality condition in the definition of an equilibrium and
the McKean-Vlasov structure is precisely here to stress the fact that the player in hand is representative of the
others. As exemplified in [11], other forms of equilibria can be addressed by means of this kind of equations.
This includes optimal mean field control problems, which can be regarded as the continuum limit of a control
problem involving a large number of symmetric players obeying a central planner. Below, we mostly focus on
examples arising in the theory of mean field games.

Whilst deterministic numerical methods, based upon finite differences or variational approaches, are also
conceivable for handling mean field games, see [1,2,4,7] and [5,24,27], we here focus on the approach based on
FBSDEs. In this regard, we implement (and compare) two different algorithms. The first algorithm, which is
based on the paper of Chassagneux, Crisan, and Delarue [17], relies on a tree structure to represent the pathwise
law of the solution. The second algorithm, and main contribution of this report, takes the algorithm presented in
the paper of Delarue and Menozzi [20] for solving FBSDEs and extends it to the mean field framework in hand.
In this algorithm, a grid structure is used to represent the marginal laws of the solution. The serious issue that
we are facing in this note is that both methods are based upon a Picard scheme, the first method involving a
global Picard scheme upon the whole process and the second one involving a Picard scheme on the sole marginal
laws of the process. It is indeed a well-known fact that, because of the strong coupling between the forward
and backward equations, Picard schemes for FBSDEs may just converge in small time, even in the classical case
without mean field interaction. For sure, this limitation should persist in the mean field setting for the global
Picard method; as exemplified below, it turns out that it persists as well when the Picard scheme is applied
to the marginal laws. One of our main contribution in this report is to apply the time continuation approach
presented in [17] to the grid algorithm and to compare the results with the tree algorithm for which the time
continuation approach was originally designed in [17]. In brief, the time continuation permits to extend, by a
continuation argument, the time interval on which the Picard scheme converges. We illustrate both algorithms
on a handful of example problems.

Section 2 provides a review of Nash equilibria in NV player stochastic differential games, and their continuum
mean field game counterparts. We review two probabilistic approaches to formulate the solutions of mean
field games and provide the general FBSDE system which we would like to solve. In Section 3, we describe
the algorithms that we implement in the report. Some benchmark examples and the corresponding numerical
results are presented in Section 4. We conclude in Section 5.

2. OVERVIEW OF MEAN FIELD GAMES AND FBSDESs

The purpose of this section is to introduce the theoretical material that is needed for our numerical analysis.
The objective is purely pedagogical and the text does not contain any new result.

2.1. N Player Stochastic Differential Games

We start with the description of the prototype of a finite player game in the theory of mean field games. We
consider N € Z* players indexed by i € {1,..., N}. The dynamic game occurs over a fixed time horizon [0, 7]
for some T > 0. We have N independent m-dimensional Brownian motions (W} )o<¢<7 which are supported
by a filtered probability space (2, F,F = (F;)o<t<7,P). Each player chooses its control o’ = (ai)o<i<r from
the set A defined as the set of square integrable F adapted processes with values in a given set A (typically A
is a closed convex subset of a Euclidean space). Each player i has a state X* which evolves according to the
stochastic differential equation:

dth = bl(ta thv ﬂta at)dt + Ui<t7 XtZa ﬂt7 at)dWZ’
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where i; denotes the empirical distribution of the players’ states: fi; = % Z;'V:o §xi € P2(RY). Here Po(RY) is
t

the space of probability measures with a finite second moment, which we equip with the 2-Wasserstein distance,

denoted by Wy. For u,v € P(RY), we call I'(u1,v) the set of all the joint laws with marginals p and v. Then,

the 2-Wasserstein distance is defined by:
1/2
inf z — y|?dy(z, .
(Lt [ 1o vPartan)

The drift and volatility functions, b’ and o, respectively, are deterministic functions (b?,0?) : [0,7] x R? x
Po(R?) x A — R4 x R4X™. Most of the time, they are assumed to be bounded in time and to be Lipschitz
continuous with respect to all the arguments, the Lipschitz property in the measure argument being understood

W2(,u7 V)

with respect to Wy. This ensures that, for a given a = (a?,--- ,aV), the state dynamics (X!,---, XV) are
well defined.
Given a tuple of controls a = (a?,...a!V), we associate with player i a cost objective which we take to be of

the form:

T
J'(a)=E l/ fot, Xy, e, a)dt + g* (X, fir)
0

Thus each player considers a deterministic running cost f* : [0, 7] X R? X P3(R?) x A — R, and deterministic
terminal cost g' : RY x Po(R?) — R. Of course, each of them wishes to minimize its own cost by tuning its
own control in the most relevant way. Note that we only allow the interaction of the players through their
empirical measure, as this will be needed in our formulation of the continuum limit. Still, extensions exist, in
which players also interact through the controls, see Subsection 2.2.3.

The players are in a Nash equilibrium if each player is no better off for switching their strategy when they
consider the other players’ strategies to be fixed. More precisely, the set of strategies « is a Nash equilibrium if

Jie) < J(at, ..., a0 oY) Va e AVie {1,...,N}.

2.2. Mean Field Games

For games where N is large, the problem quickly becomes of an intractable complexity. Thus we turn
to the continuum limit by considering the limit as IV tends to infinity. In order for this limit to make sense, we
require the players to be symmetric. Precisely, we require b = b*, 0 = ¢, f = f', and g = g* Vi € {1,...,N}.
As the number of players increase, the impact of each player on the empirical distribution decreases, and we
expect to have a propagation of chaos such that the players become asymptotically independent of each other.
This is the rationale for passing to the limit: Asymptotically, the influence of one player on the group should
be null and the statistical structure of the whole should be pretty simple.

We wish to formulate the analogue of a Nash equilibrium when there is a continuum of players. To this
end, we consider the states and actions of the other players to be fixed, and consider the best response for a
representative player (as we expect equilibria to inherit the symmetric structure of the game). Thus, the first
step is to solve an optimization problem. The next step is to find a fixed point, providing an analogue of a Nash
equilibrium for the mean field game.

We again have a filtered probability space (Q,F,F = (Fi)o<i<r,P) where the filtration supports an m-
dimensional Brownian motion W = (W;)o<;<7 and an initial condition ¢ € L?(Q, Fo, P; R?).

The strategy for solving the asymptotic game is the following:

(1) For a fixed deterministic flow of probability measures u = (u)o<t<r € C([0,T], P2(R?)), solve the
standard stochastic control problem:

T
Hég Jﬂ(a) =K [ f(taXtav,utvat)dt +g(Xta7/J’T) ’ (1)
o 0



ESAIM: PROCEEDINGS AND SURVEYS 87

subject to

dXta = b<t7 Xtav Ht, at>dt + U(t? Xféa Mt at)th
Xo =¢.

(2) Find a fixed point, pu, such that £(X7) = p, forall 0 <¢ <T.

This strategy can be tackled from either the PDE viewpoint (leading to a coupled Hamilton-Jacobi-Bellman
and Kolmogorov /Fokker-Plank equations, known as the MFG system in the literature) [26,29] or the probabilistic
viewpoint [9,10], which is the focus of this project. Within the probabilistic viewpoint, there are two approaches,
both of which are formulated with FBSDEs. See Chapters 3 and 4 of the manuscript of Carmona and Delarue [10]
for reference on the two probabilistic approaches.

For simplicity, from now on we assume m, the dimension of the Brownian motion matches d, the dimension
of the state variable. We also assume the diffusion coefficient, o, is a constant matrix o € R4*X¢. For both
approaches, we will utilize the Hamiltonian deriving from the aforementioned stochastic control problem (1).
In fact, since we assume that the drift is uncontrolled, we can just write the reduced Hamiltonian:

H(t, @, p,0,y) = bt z, p,0) -y + f(t, 2, 1, 0),
for t € [0,T], z € R% p € Py(R?), a € A, and an adjoint variable y € R?. Then, a key object in order to
formulate the solution to (1) is (whenever it exists):

a(t,z, p,y) = arg inf H(t, x, p, ,y).
acA
We will provide below explicit examples for &(t, z, i, y). We now give a brief introduction to the two probabilistic
approaches.

2.2.1. Weak approach

In the first probabilistic approach, which we will refer to as the weak approach, the optimization problem
is solved using a backward SDE for the probabilistic representation of the value function. For a fixed flow of
measures i = (t)o<i<t, let V' : [0,T] x R — R denote the value function:

T
V(t,.]?) = inf E l/ f(87XsaMsaas)d8 +g(XT7/’LT) ‘ Xi=ux
t

(as)i<s<T€A

The strategy is to evaluate the value function along the solution of the state process (X;)o<i<7, namely we
let Y; = V(t,X;). The weak formulation of the stochastic control problem underpinning V says that, under
suitable assumptions that are exemplified below, the pair (X;,Y;)o<i<7 has to solve the following FBSDE:

dXy = b (t, Xy, e, & (¢, Xo, e, 07 Zy)) dt + odW,

XO = 5) (2)
dYy = —f (t, Xo, pe, & (8, Xo, e, 01 Z4)) dt + ZpdW,
YT = g(XTu:uT)7

where we assume o to be invertible. For instance, we take the following set of assumptions from Chapter 3 of
the manuscript by Carmona and Delarue [10]: We may assume that the set A for the values of the controls
is a bounded closed convex subset of a Euclidean space, the deterministic functions b, f, and g are defined on
[0, 7] x R? x Py(R%) x A, [0,T] X R? x P2(R?) x A, and R? X Py(RY), respectively, and there exists a constant
Co > 1 such that:
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e Forany t € [0,7], z, 2’ € RY, o, o/ € A and pu € Po(R?) :

|(ba f)(t,IZT/,ILL, O/) - (b7 f)(taxnuva)‘ + |0(ta x,) - U(ta $)|+
+1g(@', 1) — g(z, )| < Col(z,a) — (', ).

e The functions b, f, 0 and g are bounded by Cj.
e There exists a function

@ :[0,T] X R X Po(RY) X R 3 (t, 2, 4, y) — &t , 1, y)

which is Cy-Lipschitz continuous in (x, %) such that, for each (¢, x, u,y) € [0, 7] x R x Py(R?) x R,
G(t, x, u,y) is the unique minimizer of the Hamiltonian H (¢, z, u, y, o).

Under this set of assumptions, it is shown in Chapter 3 of the manuscript by Carmona and Delarue [10] that
a flow of measures 1 = (pt)o<i<7 is a mean field game equilibrium if and only if 4, = £(X;),Vt € [0,T], where
(X,Y, Z) is a solution of the weak approach FBSDE system in Equation (2), in which case (2) becomes

dX; =0b(t, Xy, L(Xe), 6 (¢, Xe, L(Xy), 071 Zy)) dt + odW,
Xo=¢,

dYy = —f (t, X4, L(Xy), & (t, Xo, L(Xy), 07 Z4)) dt + Z,dW,
Yr = g(Xr, L(XT)),

3)

where we use the generic notation £(-) for the law of a random variable. This approach is developed further in
the papers and manuscript of Carmona and Delarue [9,10].

2.2.2. Pontryagin approach

The second probabilistic approach, which we will refer to as the Pontryagin approach, is based on the
Pontryagin stochastic maximum principle. In this formulation, the optimization problem is solved using a
backward SDE for the probabilistic representation of the spatial derivative of the value function V. Formally,
the strategy is thus to evaluate the process (X¢)o<i<r along V,V. Hence we let V; = V,V (¢, X;), which makes
sense when V.V is well-defined. In fact the Pontryagin system may be formulated without any further reference
to the regularity of V', the Pontryagin formulation having the following general form:

dX; =b(t, X, pe, & (t, Xgy py, Yz)) dt + odW,
Xo =¢,
dYy = — [Vb((t, X¢, pe, & (¢, Xo, e, Y2))) - Vs (4)
+ Vo f (8 Xos e, & (8, X, p, Ye))|dt + ZedWy
Yr =Va.g9(Xr, pr),

where we assume b, f and g to be differentiable with respect to x. We may use the following set of assumptions
taken from Chapter 3 of the manuscript by Carmona and Delarue [10] to guarantee that the Pontryagin system
is both a necessary and a sufficient condition of optimality: We assume the coefficients b, f, and g are defined
on [0,7] x R x Py(RY) x A, [0,T] x R? x Py(R?) x A, and R? x Py(R?), respectively. We also assume that
they satisfy:

e The drift b is an affine function of (x, «) of the form:

b(ta iy Oé) = bO(ta M) + bl (t)l‘ + b2(t)a7



ESAIM: PROCEEDINGS AND SURVEYS 89

where by : [0,7] X P2(RY) > (t, 1) = bo(t,p), by : [0,T] >t = by(t) and by : [0,T] > t > by(t) are
R?, R4%?4 and R¥*X? valued, respectively, and are measurable and bounded on bounded subsets of their
respective domains.

e There exist two constants C; > 0 and Cy > 1 such that the function RY X A 3 (z, )  f(t,z,u,a) € R
is once continuously differentiable with Lipschitz-continuous derivatives (so that f(t,-,u,-) is C%!), the
Lipschitz constant in z and « being bounded by C5 (so that it is uniform in ¢ and p). Moreover, it
satisfies the following strong form of convexity:

f(tax/aluvo/) - f(t,.I‘,/.L,OZ) - (l‘ - xlva - Oé/) ’ 8(w,a)f(t7x7/*"va) 2 01‘06/ - Oé|2.

The notation 9, o) f stands for the gradient in the joint variables (z,«). Finally, f, 0,f and 0, f are
locally bounded over [0,7] x R? x Py(R9) x A.

e The function R? X Py(R?) > (z,u) + g(z,u) is locally bounded. Moreover, for any p € Pa(R9),
the function R > 2 ~ g(x, i) is once continuously differentiable and convex, and has a Cs-Lipschitz
continuous first order derivative.

Under these assumptions, it is shown in Chapter 3 of the manuscript by Carmona and Delarue [10] that a
flow of measures p = (u¢)o<i<r is @ mean field game equilibrium if and only if i, = £(X),Vt € [0,T], where
(X,Y, Z) is a solution of the Pontryagin approach FBSDE system in Equation (4), in which case (4) becomes

dX, = b(t, Xo, £(X0), & (t, Xy, £(X,), V) dt + odW,

Xo =&,

dYy = —[Vab((t, Xy, L(Xy),
+ Vo f (8, X, LX), (2,

Yr = Vag(Xr, L(X7)).

(t, X¢, L(X1),Y7))) - Yy (5)
Xi, L(Xy),Yy))|dt + ZdW,

a(t
t

This approach is also developed further in the papers and manuscript of Carmona and Delarue [9,10].

2.2.3. Mean Field Games of Control

In many applications, individuals may interact through their controls, instead of their states. One
example is an application of trade crowding which was tackled with a mean field game approach in the paper of
Cardaliaguet and Lehalle [8]. There is also a model for price impact in the book of Carmona and Delarue which
we take as one of our example problems in Section 4.4.2. Mean field games where players interact through the
law of their controls is sometimes referred to as extended mean field games [23], see also Chapter 4 in [10]. We
are interested in testing our numerical methods on a certain class of mean field games of control: those in which
the interaction is through the marginal distributions, £(X;) and L(cy). To design our algorithms to handle
such a general framework of mean field interaction, we study numerical methods for solving a general FBSDE
system which includes the two approaches detailed above, as well as this class of mean field games of control.

2.3. General System

We can address both probabilistic formulations for mean field games and a class of mean field games of
control simultaneously by considering the following general FBSDE system. We now take the dimension of the
state space to be d = 1 since, for simplicity, our algorithms will be just applied to this case. Let [X] = L(X)
denote the law of a process X. With an abuse of notation, let [X,Y, Z] := (L(X), L(Y), L(Z)) denote the laws
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of the individual processes (and not their joint law). The general system is the following:

dX,; = B(t, X, Y:, Zy, [ X4, Vi, Zy))dt + odW,
Xo = ¢ € L*(Q, Fo, B R),

dY; = —F(t, X4, Yy, Zs, [ Xe, Yi, Z4))dt + Z;dW,
Yr = G(Xrp, [X7])-

(6)

The assumption that the coefficients depend, at most, upon the marginal laws £(X;), £(Y;) and £(Z;) of the
triple (X¢, Y%, Z;) (and not upon the full joint law) is tailor made to the applications we have mind: As explained
in the previous paragraph, we want to handle games in which players interact with one another through the law
of the control. In order to guess the impact this may have on the FBSDE representation, it is worth recalling
that, in the problem (1), the optimal control may be represented in a quite generic way through the function
& with the adjoint variable y therein taken as the gradient of the value function. Under the weak formulation
approach, this turns the FBSDE system (3) into an FBSDE system depending on the marginal laws of Z, as Z;
is known to have the representation Z; = V,V (¢, X;)o. Under the Pontryagin approach, it turns the FBSDE
system (5) into an FBSDE system depending upon the marginal laws of Y. Hence our choice to handle systems
of the form (6). Still the reader should observe that, in order to handle the more general case when the players
interact through the joint law of the state and of the control, it is necessary to address systems of the same
type as (6) but with the convention that [X,Y:, Z;] is understood as the joint law of the triple (X%, Y:, Z;); as
we just mentioned, we do not address this level of generality in the report.

In (6), the diffusion process X is coupled to the diffusion process (Y, Z) through the functions B and F,
representing the drift of the forward process and the driver of the backward process, respectively. The functions
B and F are assumed to be Lipschitz in each of their arguments on ([0, 7], R3, (P2(R))?) and G Lipschitz on
(R, P2(R)), namely, for (z,y,z,2',y',2) € R® and (u,v, \, i, v/, ') € (P2(R))®, we have:

|B(t' 2"y, 2" ', v/, \) — B(t,x,y, 2, 4, v, \)| < KB(|t' —t+ 2 — 2|+ [y -yl + |2 — 2]
+ Wa (i, ) + Wa (v, v) + Wa (N, X))
|F(t, 2"y, 2" ) VN — Ft,z,y, 2, v, N)| < KF(|t/ —t+ |2 — 2|+ |y -yl + |2 — 2]
+ Wai', 1) + Wa (V' v) + Wa (X, N))
G/, ) — Gla )] < Ka(|o! ] + Wl ).

The goal of this project is to study numerical methods for solving this general FBSDE system. At some
point in the report, we will relax the Lipschitz condition of F' in the variables z and A\ and address an FBSDE
with a quadratic driver F', see our examples in Section 4.

3. ALGORITHMS

We implement two algorithms for numerically solving the FBSDE system in Equation (6). In the first
algorithm, we represent paths of the stochastic processes (X, Y, Z) using a tree structure, where branches of the
tree represent quantization of the Brownian motion. In the second algorithm, we no longer represent the paths
of the process, but the marginal laws of the process. In this case, the law of the process is discretized on a fixed
temporal and spatial grid.

In both cases, the representation serves as a basis for a Picard scheme for approaching the solution. For the
first algorithm, the Picard scheme is implemented in the form of a global Picard scheme on the whole process;
for the second one, iterations are just performed on the marginal laws of the process. Although Picard’s method
sounds very natural, this strategy suffers, whatever the algorithm, from a serious drawback as Picard iterations
for forward backward systems are only expected to converge in small time. Basically, the value of T" for which
the algorithm will converge depends on the coupling strength of the system; we make this fact clear for the global
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method by showing how T depends on the Lipschitz coefficients K, Kr and Kg. In any case, bifurcations
can be observed when T is increased, or equivalently, when the coupling strength between the two equations is
increased. For our convenience (since it can be costly to increase T'), we will fix T" and explore the convergence
of the algorithms as we vary the coupling strength. This is one first step in our report: Compare how the two
algorithms suffer from the coupling strength between the forward and backward equations.

The second key feature of our report is to use, for both algorithms, a continuation in time, which allows us
to extend the value of the coupling parameter for which the algorithms converge.

In the following sections, we detail our Picard approaches for the two algorithms and the continuation in
time method.

3.1. Global Picard Iteration on a Small Time Interval

The main difficulty in numerically solving the FBSDE system is the fact that, not only the forward
component X = (X;)o<i<7 and backward component (Y, Z) = (Y3, Z;)o<t<r are coupled, but also they run in
opposite directions. Thus, neither equation can be solved independently of the other, seemingly requiring us to
manage both time directions simultaneously. Several strategies are conceivable to sort out this issue. A first
one is to make use of the decoupling field of the system in order to work with one time direction instead of two
(roughly speaking, the decoupling field is the value function V in the weak approach and its derivative V,V
in the Pontryagin one). We will investigate this method for our second algorithm; its implementation is indeed
pretty subtle in the mean field setting and it leads to the aforementioned Picard method on the marginal laws.
For our first algorithm, however, we limit ourselves to a brute force approach. To decouple the equations, we
propose a global Picard iteration scheme, whose definition is as follows. For the initial and terminal data of the
problem (£ and G), we want to define a mapping ®¢ ¢ that will take the j — 1 Picard iterate and produce the
j Picard iterate:

e (XITLYIT Zi7 (X vyt 20y e (XY 29 (X0 Y 7).
We define the decoupled Picard scheme ®¢ ¢ as the following:
(1) First, solve

dXtJ = B(tan_la Ytj_17 th_lv [th_l’ iftj_lv Zt]_l])dt + Gth
X(% = 5 € L2(Qaf07]P);R)a

for X7 which gives us [X7].
(2) Next, solve

Y} = —F(t, XY/~ 2170 (X0 Y) 7 Z) 7 )de + Z]aw,
Yi = G, [X7)),
for Y7 and Z7 which gives us [Y7] and [Z7].
(3) Return (X7,Y7, 727 (X7 YI, Z7]).
After initializing (X°, Y, Z° [X°, Y Z°]), we can define a sequence by:
(X7,Y7, 27, [X7,Y7, Z7)) = ®¢ o(XI1, Y1 2771 [ X1 yI=t Zi7 ).
If the sequence (X7,Y7, 27, [ X7 Y3 Z9]);_;, . converges to some (X,Y, Z,[X,Y, Z]), then:
(X,Y, Z,[X,Y, Z]) = o c(X,Y, Z,[X,Y, Z]),

and thus, (X,Y, Z) is a solution to the original FBSDE system in Equation (6).
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Picard schemes such as this one are only guaranteed to converge for a small time horizon, T, depending
on the Lipschitz coefficients of the functions B, F' and G (and in fact not only the convergence of the Picard
sequence but also the solvability of the equation may fail on an arbitrary time interval). We illustrate this idea
through the following example (the reader may find the general case in [19]): Let the driver function F' = 0 and
define the common Lipschitz coefficient K = max(Kpg, K¢). The FBSDE system becomes:

dX, = B(Y})dt + odW;, Xo =€ € R
d}/t = thWta YT = G(XT) [XT])

We write the equation above in the integral form and take the expectation conditional to the filtration F; in
the backward equation:

t
Xt:§+/ B(Y,)ds + oW,
0

T
Y, = G(XT, [XT]) - / ZsdWs, ie., Y= E(G(XT7 [XT])‘]:t)

Instead of one single X, let us now consider two (initial) processes denoted by X and X. After one Picard
iteration, we arrive at X’ and X’. The Picard iteration is given by:

Y, = E(G(Xr, [X1])|F)

t
X =¢ +/ B(Y,)ds + oW,
0

and similarly for X’. From the forward component, we have the following estimate for the difference between
X’ and X':

2 t t
X X2 < g/ |1\2ds/ B(Y.) — B(Y,)[ds
0 0

/0 (B(Y.) - B(Y.))ds

t
StK2~/ |V, VuPds < TK®-T sup [V; — Vi
0 0<t<T

The second inequality is Cauchy-Schwarz inequality and in the third inequality we used the fact that B is
Lipschitz with coefficient K. By taking the supremum over [0, 7] and then the expectation, we get:

E | sup X{—X{P} STQKQE[ sup \Yt—ﬁﬂ

0<t<T 0<t<T
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Then we write for the backward component:

E [ sup |7 W] —E [ sup [E(G(Xr, [Xr]) - G(Zr, [XT1>|&>|2]
0<t<T 0<t<T

=E l( sup |E(G(Xr,[X7]) — G(Xr, [XT])|ft)|) ]

0<t<T

< 4E[|G(Xr, [X7]) — G(Xr, [Xr))]

< 4[5 (15 = ol + a1, 1))

IN

8K’E {|XT — Xo? + Wa([ X7, [X7))?]

< 16K2E[| X7 — XTF] .
In the first inequality, we used Doob’s martingale inequality for the martingale term E(G (X1, [X7])—G (X1, [X1]))|F)o<i<T)
and in the last inequality, we used the fact that Wy ([X7], [X7])? < E[| X7 — X7|?].

Combining the inequalities above for both the forward and backward components, we obtain the following
estimate:

E| sup |X]— Xj|?| < 16T*°K'E[|Xr — X7[?] < 16T2K4E[ sup | X; — Xi|?].
0<t<T 0<t<T

Finally, when 167°K* < 1, ie. T < 1/(4K?), the mapping ®¢ ¢ realizes a contraction on the forward
component and the Picard iteration defined above will converge to the fixed point, providing a solution to the
original FBSDE. Thus, we have illustrated that Picard schemes are only expected to converge in small time or
for small coupling (i.e. smaller Lipschitz coefficients).

Keeping in mind that we eventually want to describe numerical schemes, we define a solver picard, that will
implement a finite number, J, € Z", of Picard iterations. Thus, we define:

e picard(&,G):
(1) Initialize X; =¢,Y; =0, and Z; = 0,V¢ € [0, 7).
(2) For1<j<J,
(X,Y,Z, [X7Y>Z]) :¢£,G(X7Y7Z7 [X,Y,Z])
(3) Return (X,Y, Z,[X,Y, Z]).

3.2. Continuation in Time of the Global Method for Arbitrary Interval/Coupling

Of course, we would like the mapping ®¢ ¢ to realize a contraction to make sure that the Picard iteration
converges. As we just explained, this is the case when the forward and backward processes have a small enough
coupling strength or for small time horizon T. But in practice, this is not always the case: It may happen that
the FBSDE system is uniquely solvable, but that we are unable to prove that the Picard sequence converges. In
order to overcome this issue, we follow the approach introduced in Chassagneux, Crisan, Delarue [17]. Basically,
the idea is to divide the time interval into smaller intervals, called levels, and to apply a Picard solver recursively
between the levels.

To define the levels, we fix a time mesh: {0 = Ty < T4,...,Tk,...Tn,—1 < Tn, = T}. We would like to
use the picard solver introduced in the previous section to apply the Picard iteration on a given level. Notice
that for an arbitrary level [Tk, Tk+1], we do not know the initial condition for X7, or the terminal condition for
Y7, ... Thus, our current approximation of these values will be inputs to the picard solver in place of £ and G.
We would also like to modify the solver picard to also take the current estimate of (X, [X]) so that we don’t
have to start from scratch every time we wish to use picard. Thus, we define for level k:
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o picard[k](X,Yr,,,):

(1) Initialize Y; =0, and Z; = 0,Vt € [Tk, Tk+1)-
(2) For1<j<J,
(XaK27 [va’ Z]) = (I))(T,€73/T,CJrl (Xa Y, Z, [X’Ya ZD)

(3) Return (X,Y, Z,[X,Y, Z]),
where X = (Xi)1,<i<m, +1> and similarly for Y and Z and their laws. Note that ® Xy, Yry is the same as
@, ¢ defined earlier except the time horizon is [T}, Ty41] instead of [0, T] and the initial and terminal conditions
are given by X7, and Y7, instead of § and G, respectively. In particular, notice that we no longer consider
the terminal condition in the form of a mapping (like &), but in the form of a random variable (like Y7, ).
Implicitly, this requires to store, from one step to another, the full random variable Y7, , ; hence our choice
below to use a tree.

Now that we have a solver picard which will implement the Picard iteration for a given level, next, we want

to define a global solver to apply a continuation in time. The global solver, called solver, is recursively defined
as follows for some J, € Z™. For a given level k, define:

o solver[k](Xn,, [X1,]) :

(1) Initialize X; = X7,, Y; =0, and Z; =0, V¢t € [Tk, Tht1]-
(2) For1 <j<J

(a) (YTk+1’ [YTk+1]) :Sower[k + 1KXT19+17 [XTJC+1D

(b) (X,Y,Z,[X,Y, Z]) =picard[k](X, YTk+1)
(3) Return (Yg, [Y7,])-

As before, it is important to notice that the entry X, in solver is a random variable; [ X1, ] is its law. Having the
two in our notations is a bit redundant, but we feel it is more transparent for the reader. The break condition
of the recursion is given by the terminal condition:

SOZ'UGT[NA(XTNW [XTNE]) = (YTNZ’ [YTN,ZD = (G(XTNZ7 [XTNZ])7 E(G(XTNZ ) [XTNZ])))

The goal of the continuation in time is for a Picard iteration scheme to converge even for large coupling
parameters or large time horizon. We will see in Section 4 that the continuation in time successfully achieves
this goal for our benchmark examples. We refer to [17] for its theoretical analysis.

Thus far, we have described our Picard approach and a continuation in time method. Now we need to provide
a scheme for discretizing the Picard iteration mapping ®¢ . In this report, we implement a tree algorithm; we
also give a variant of it, in the form of a grid algorithm. For both algorithms, we consider the uniform time
mesh with time step h = T/N; > 0 with Ny < Ny € Z* and t; = ih,i = 0,..., N;. For convenience, we will
assume the coarse time mesh used to define the levels, {0 =Ty < T1,...,Tk,... Tn,—1 < Tn, = T}, is a subset
of the fine time mesh {0 =ty < t1,...,tn,_, <tn, =T}

3.3. Tree Algorithm for the Global Method

The first implementation of the Picard iteration, ®¢ g, is the tree algorithm presented in Chassagneux,
Crisan, Delarue [17]. We now provide a brief presentation of this algorithm.

3.3.1. Time Discretization

Our first step in developing a discretization for the Picard iteration ®¢ ¢ is to discretize the problem in
the time domain. We use the decoupled scheme derived in Chassagneux, Crisan, Delarue [17], and repeated
below for convenience. As noted above, we consider the uniform time mesh with time step h = T/N; > 0 with
Ng < Nt € ZJF and ti = Zh,Z = 0, ...,Nt.

Step 1) in defining ®¢ ¢ requires solving the forward equation for X7. We use the classical Euler scheme:

Xj = XgL + hB(tla Xiji_la }/;62_17 Zg,-_lv [Xgi_lv Y;fj_17 Zgl_l]) + gAWi7 Xg = €

tit1 i
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Note that when we calculate Xt] ., the value of th and its law are known and could be substituted for ngl
and its law in the drift function, B and the scheme becomes:

Xj

Lo = XL A h B XY 2T X YT 2T Ao AW, X =€

Step 2) in defining ®¢ ¢ requires solving the backward equation for Y7 and Z7. We derive the discrete-time
scheme to approximate the backward component, see e.g. [6]. The Y7 component at time ¢; in the backward
scheme is obtained by taking the expectation conditional to F;,, denoted as E;,, of the backward equation
between t; and t;41. Let AW; = Wy, , — Wy, denote the forward Brownian increment between t; and ;4.
The driver function F' is approximated by its value at time ¢; and we use the fact that F' at t; and Z;, are
Fi,-measurable, and E;, (AW;) = Ey, (Wy,,, — Wy,) = 0:

. . tit1 . ) . . . . tivi
V=Y, [ R 2 g e [ Ziaw,
ti ti
~ }/tz+1 + h F(tl7 X;fji’ Y;]il_l’ Zgi_17 [Xgi’y;z_17 Zgi_l]) - ZgLAW'L
Vi =By (Y{,,) +h Fto X1, Y7 207 (XY Z77)

Y = G(XF}, [X7)).

As for the Z7 component, we multiply the approximation of Ytj by the Brownian increment AW;, taking the

conditional expectation E;,, and using E((AW;)?) = h. By noticing that our scheme will never make use of Z3,,
we can simply set the terminal condition for the Z/ component to 0.

2 (AW % Y] AW, + (Y + b Pt X4, Y7, 207 (X0, Y0, 2 ) AW,

Z] = h7'Ey, (Y, AW;), Z3 = 0.
Putting this together, the time-discretized decoupled forward-backward scheme for Picard iteration of our

general FBSDE system (6) is the following:

X} =X +h B, X,V 27 XY 2] + oW,

tit1
X3 =¢,
Y;EJ, = ]Eti, (Y;&]H_l) +h F(tia Xgiayvtj,gila th,il, [Xgivy;{jila Zg:l})

v = G(X} [X3)
Zgb = h_l]Eti (Yj

iAW)
Z5 = 0.

Other variants of this forward-backward scheme are possible. For example, in the forward scheme we could
change j to j — 1 and ¢; to ¢; 1 on the right hand side. It is easy to observe that the forward-backward system
is decoupled because of lagged Picard indices j — 1 and j. Thus, given (X7~ YJi=1 Zi=1 [Xi=1 yi=1 7zi=1])
where X771 = (Xf;l)ogis N,, and similarly for Y and Z, we can solve the backward scheme autonomously and
then the forward scheme to obtain (X7,Y7, Z7 [X7,Y7, Z7]). We have not fully provided a discrete scheme for
¢ ¢ yet, however, because for a given ¢;, we have not discretized (Xy,,Y3,, Z;,). This is the goal of the next
section.
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3.3.2. Spatial Discretization via Tree Structure

The forward-backward decoupled scheme (7) above looks quite simple and explicit. However, it still
presents some difficulties for the numerical computation. Firstly, it is difficult to compute the conditional
expectation in the backward scheme. Secondly, it is non trivial to compute the law of X;, , forward in time.
Even if there was no drift, the computation would involve the convolution of the law of X;, and a Gaussian law
of the Brownian increment. Ultimately, we will need a spatial dicretization.

The approach of this algorithm is to approximate the Brownian increments using a simple binomial approxi-
mation: AW; = ++/h with probability 1/2. This gives rise to a binomial tree for the forward scheme. Each node
on the tree at depth ¢ represents a value of X,, and has two children nodes representing the two possible values
of Xy, , (the “up 1" and the “down |" value), conditioned on the value of X;,. The two values are computed as
follows:

X)) =X} +h B, X],Y], Z] [X],Y{,Z]]) £ oV (8)

i+1

Suppose that we use M points z1, ...,zps for the approximation of the law £ of the forward process at the
initial time, i.e. [Xo] =& = 2211 P8z, (-). Then we have M parallel binomial trees at each Picard iteration.
For Picard iterate j and time ¢;, the number of nodes at depth i is M x 2! with values of (Xfﬂ”f, Zi) saved
on the nodes of the tree at depth ¢. The marginal law of each process at time ¢; can be determined by looking
at all the values on the nodes at depth i. The backward scheme can be easily computed on the binomial tree.
At the last time step, 7' = ty,, we have Y. = G(X7,[X7]) for each of the M x 2™ nodes. The conditional
expectation in the backward scheme at t; is simply the average of the “up" and “down" branches at t;11.

To initialize the j = 0 Picard iterate as in the definition of the solver picard, we want to set X;, = &, Vi €
{0,..., N;}. This amounts to taking each initial value x; and initializing its entire tree to this value, meaning
that Xtoi = xy, for all nodes at depth ¢ and for all 7 € {1,..., N;} of the k-th binomial tree. We then begin the
Picard iteration by applying the mapping ®¢ ¢ as detailed above. Using the binomial tree and approximation
of Brownian increments, the forward-backward decoupled scheme becomes fully implementable.

3.4. Picard Iteration on the Marginal Laws: a Grid Algorithm

The complexity of the tree algorithm is exponential with respect to the number of time steps V¢, since
the size of the binomial tree is of order 2V:. The exponential complexity becomes problematic and makes
continuation in time much slower when we deal with large time horizons. In order to reduce the size of the tree,
a natural idea is to make some “recombination” of the binomial tree. But since the drift function B depends
on the value of the process, the two branches “up-down” and “down-up” from the same node at time ¢; will
not coincide at time t;, 2, in general. Instead of recombination, we may fix a spatial grid of a controllable size
that the binomial tree can be projected onto, in order to avoid exponential complexity. This will be the first
ingredient of our grid algorithm, which is the main novelty in our report.

Inspired by the paper of Delarue and Menozzi [20], where the authors used a spatial grid for the approximation
of FBSDEs without mean-field interaction, we make an intensive use of the notion of decoupling field, which is
the second key ingredient of our strategy. Indeed, using the representation result in Proposition 2.2 in [16], we
know that there exist deterministic feedback functions (u,v) : [0,7] X R X P2(R) — R with u a solution to a
nonlinear PDE (on the space of measures) such that for a solution (X,Y, Z) to the general FBSDE system in
Equation (6):

Yrt = U(t, Xt, [Xt]) and Zt = ’U(t7Xt, [Xt])

Generally speaking, u is called the decoupling field of (6). Here comes the main observation: the time marginals
of the solution to the general FBSDE system in Equation (6), ([X¢,Y;, Z])o<i<T, can be equivalently charac-
terized by (p, u(t,-), v(t,))o<i<r where [X;] = py. As in [20], our strategy is to approximate (u,v) instead of
(X,Y, Z), but this is not so easy as v and v are defined on a space of infinite dimension (because the mean field
component lives in P(R)). In order to overcome this difficulty, we propose to freeze the mean field argument in
(u,v). This permits to regard u and v as functions of a finite-dimensional variable and is to thus approximate
both along the underlying spatial grid. Once an approximation of w and v has been computed for the given
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proxy of the marginal laws, we can update the value of this proxy by using a Picard method. Hence the name
of this subsection. So, as opposed to the tree algorithm, we will no longer keep track of the pathwise laws of
the processes. Instead, we will only compute the marginal laws at each time step of the time mesh by means of
a Picard iteration.

3.4.1. Picard Iteration without Grid

We first give the inputs and outputs of our new Picard mapping without any grid approximation:
Vg, : (] w7 ()07 Dogeer = (i wl (1), 07 (8 )ose<r

with M%_ll = ,u% = [¢]. Denoting below ¢fr as the push-forward measure of the measure v by the function ¢,
\IJ[E],G((ufl,uJ_l(t, 9,097t ))o<e<T) is defined by:
(1) Solve the following SDE for X7:

dXtJ = B(t’ Xga ujil(m Xg)v vjil(tﬂ th)a :u{il’ (U‘jil(tv ')a vjil(ta '))ﬁlu‘{il)dt + Uth
X] =¢ e L*(Q, Fo, P;R).

Set pd = [X7].
(2) Next, let D/ = {(t,) € [0,T] X R | x € supp(u)} C [0,T] x R denote the support of (u7)o<i<r. Find
(w9, v7)(-,+) : DI — R? through (u’,v7)(t, X7) := (Y{, Z]) by solving:

dYy = —F(t, X],Y?, Z], pl, (W= (8, ), 071 (t, ) dpd )t + Z] dW
Y] =G(X7. 7).

(3) Return ((:ugauj (t7 ')7 v/ (t’ '))OStST)'

Given Vg g, we can go through the construction of the global Picard method and define similar routines
picard and solver for our new Picard approach by replacing formally ®¢ ¢ by Vi . The various inputs and
outputs in the new routines should be clear. The next step to make the whole algorithm entirely tractable is
to show how to compute y, u?, and v/ explicitly in the mapping W . Similar to ®¢ ¢, this mapping will
be defined explicitly for a discretized scheme on a temporal and spatial grid in the next two sections. As in
the tree algorithm, we consider the uniform time mesh with time step h = T/N; > 0 with N, < N; € Z* and
t; =1ih,i=0,..., Ny.

3.4.2. Grid Approzimation of Forward Component and its Law

We begin by fixing a spatial discretization grid. This grid could in principle be defined differently for
each time step t;, but for simplicity, we consider a homogeneous grid I" fixed for all time steps t;, ¢ € {0, ..., Ny}
with constant spatial step size Ax. Let II be the projection function on the grid

P={ax=a1+(k—-1)Azx, k=1,...,N,}.
Precisely, II is given by
M(z) =y if ¢ € [xp — Ax/2, 2, + Az/2) and I(z)=a; fz <z, H(z) =2y, if x> 2N, .

The initial law £ of the forward process is approximated as £ ~ puo(-) on the grid I" with N, points. Recall
that in the tree algorithm, we cannot choose M, the number of points for the approximation of the initial law, to
be too large as we will need M parallel binomial trees. Because the tree algorithm has exponential complexity,
we are able to choose N, to be much larger than M, and in turn, the approximation of the initial law is more
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accurate in the grid algorithm than in the tree algorlthm We can initialize the Picard iterate (uZ7 u;, 9 Jo<i<N,
similarly as in the tree algorithm, by letting 1Y = pg and (u,v?) = (0,0), for all i < Nj.
We follow the definition of Step 1) for W o, but we use the Euler scheme for the forward process between
ti and ti+1:
XJ

tit1

=X +h BX], (ul ™ol il (T 0l T + o AW (9)
Suppose the j Picard iterate at time ¢; is given by ,ui with ,uo = lo:

N, N,
= Plide(), Pl >0VEe{l,..,N} and Y pl, =1.
=1 =1

The law of Xt] in the Euler scheme of the forward process is y/. Then we would like to define i/ 41 as the law of
XtJiJr | in the Euler scheme above, but the quantity XtJH , may not belong to the grid. Instead of using formula
(9), the natural idea is then to replace it by its projection on the grid T*:

XJ

tiy1 —

[X7) = 4] () and () = [XJLH]

— J J Jj—1 J J Ld 1w Jj—1 o
(X7, + b BOX, (ud ™)), ol ™l ™) + AW o

The law of thi+1 is the convolution of ,ug with transition density ¢’ (t;,t;41; Tk, T,) With z3, 2, two points of the
grid I and k,n € {1, ..., N, }. The transition probability is equal to the conditional probability that the process
X7 starting at time ¢; from point xj, arrives at time ¢,;1 at the point z,,, i.e.

qj(ti;ti+1§ Ty Tp) = ]P’(XJ

tiv1 =

xn\XtJ = ).

The discretized law ,ug 41 is then written as:

N,
/J’g—i-l(.) = (N”L *q (t17t1+1 Z 7,+1 n mn
4 N, N. '
Piin = Z(pfk x q’ (ti,ti+1;$k,ﬂ?n)) = (pl L X P(XT = Tl XY = xk)).
k=1 k=1

It is worth noticing that if we did not take the projection when computing thiH in the scheme (10), then its law

would be given by convolution of the law ,uz with the Gaussian transition density ¢ (t;,t;11; %, y) associated
to the Fuler scheme. The transition densities ¢ and ¢ have the following relation:

P(X], 1 = = 20| X7, = 2x) = ¢ (tis tisr1; Tp, Tn) = / @ (tis i1 or, y)dy.
B(xn,Az/2)

In fact, for a more tractable implementation of the forward scheme, we use the binomial approximation for
the Brownian increments (8) introduced in the previous section. Note that quantization with more points can
be easily applied. In this binomial case, with (1)/(]) representing the “up” and “down” branches, respectively,
the transition probabilities on the grid can be easily computed:

]P’(XJ

tiv1

1 ; . ,
= 5 (10X, (1) = 2l X, = @) + (X, () = 2alX], = ).

= 2, | X, = ap)

Then we can write ,ug 41 by computing the probabilities:
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Plon =3 55 (MXE,, (1) = 2al X, = 20) + 1(XE,,, () = w0l XY, = o)
k=1
At Picard iteration j > 1, the forward scheme finally gives the flow of measures (ug )f\i‘o at discrete time steps
(ti)fvzto of the discretized law defined on the grid I'. Thus, we have described an implementation of Step 1) in
the definition of the Picard mapping V¢ ¢. In the next section, we detail the implementation of the backward
components in Step 2).

3.4.3. Grid for the approzimation of the backward component
Given the current Picard iterates (17, ul ™' (-),v!7"(})), i = 0,--- , N;, we would like to detail Step 2) in

K3 L) .
the definition of W ¢. Since we have a discrete spatial grid I', we wish to compute the values of u!(z) and
v} (z) for z € T'. By replacing Y] and ZJ with their respective feedback functions in the backward component in
Equation (7), for z € T we have ‘the followmg backward scheme starting, for ¢« < N; — 1, with terminal condition

at time T = ty,, (uNt vN) (G,0):

wl(@) =B (ulay (X7, i) + e PO ud X ), 0] (XD ), il (ud ™ol ) | X, = )

ol (@) =B (ulyy (X,,) - AW/ | X, = ).

The variable X7

tig1 ) .
with starting point Xt,; = x. Notice that by construction of the forward scheme, Xng €I and supp(p ) =T

with law [X7

bir = ,ug 41 is given by the forward scheme presented in the previous section

S0 uZH() has been calculated and saved at time ¢;41.
We have a more explicit scheme in the case of binomial approximation of the Brownian increments, which is

used for the numerical results for our examples, with thiﬂ (1) and Xg ., ({) as defined in the forward scheme,

always conditional to Xg =z and given uz at time t;:

(@) = 5 (X8, () + ey (XF, L (1)) + e PGl ™ (@), )l G ),
: =12, . .
vl(0) = T (wly (X, (1) =l (XF,, (1) -

We have now described a scheme for Step 2) in the definition of W . Putting this together with the
previous section, we have described a fully implementable scheme for Wi . Note that we can use this Picard
iteration mapping to define the analogue of the solvers picard and solver. Importantly, we can also apply the
continuation in time method to the grid algorithm as well. In the next section, we apply these two methods,
the tree and grid algorithms, to five example problems.

4. EXAMPLES

We have collected five example problems to test the algorithms presented in Section 3.

4.1. Linear Example

The first example is a linear model which comes directly from Chassagneux, Crisan, Delarue [17], in
which they implemented the tree algorithm. The system of interest is the following:
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dX, = —pE (Y;) dt + odW,

Xo = w0
dY; = —aYidt + Z,dW,
Yr = Xrp.

For this problem, the solution is known explicitly:

IoeaT

14 2(eoT —1)

For the numerical results, we let p = 0.1, a = 0.25, 0 =1, T =1, and 29 = 2. We vary h, the time step
size, and for the grid algorithm, we use Ax = h2. Figure 1 shows the log error between the numerical and true
solution values of Yy as a function of log number of time steps for the tree and grid algorithm with one level (i.e.
without using continuation in time). The left figure (tree algorithm) repeats the results in [17] and as expected,
it decreases linearly. On the other hand, we also observe a negative trend in the rate of convergence for the grid
algorithm. Thus, both algorithms appear to converge to the true solution.

Yo
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FIGURE 1. Linear Example: Convergence of the algorithms with one level as the number of
time steps increases.

4.2. Trigonometric Drivers Example

The second example also comes directly from Chassagneux, Crisan, Delarue [17]. The system of interest
is the following:

dX; = pcos (Y;) dt + odW;
XO = X
Y: = E; (sin(X7))

For the numerical results, we let 0 = 1, T =1, g = 0, h = 1/6 for the tree algorithm and h = 1/12 and
Az = h? for the grid algorithm. For this problem, we observe a bifurcation when using the tree algorithm as we
increase the coupling parameter, p. Figure 2 shows the values of Yy from the last 5 Picard iterations. Starting
at about p = 3.5, the tree algorithm without continuation in time bifurcates. If the continuation in time method
is used for the tree algorithm with two levels, there is no bifurcation for the range of values of p showed in the
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plot. Note that the results from the tree algorithm repeat those in [17]. The grid algorithm performs quite
well in the sense that even with only one level, the algorithm converges for all of the values of p in the plot. In
particular, it avoids the exponential growth of the data structure characterizing the tree algorithm. Note that
even though both the tree method with two levels and the grid method with one level converge, they produce
different values for Yy for larger values of p. We believe this is because the tree algorithm is less accurate since
the time step is larger.
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FIGURE 2. Trigonometric Drivers Example: Bifurcations in the values of Y, appear as the
coupling parameter, p, increases. The tree algorithm with one level is shown in blue circles and
with two levels is shown in red squares. The grid algorithm with one level is shown in black
asterisks.

For values of p for which the tree algorithm bifurcates, we were interested in the effect of changing ¢ on the
convergence. Figure 3 shows the last 5 values of Yy from the Picard iteration as o varies for p = 5. Surprisingly,
the value of ¢ plays no role in the bifurcation for this value of p. To see if ¢ would play a role when p is closer to
the bifurcation point, we have analogous plots when p = 3.5 and p = 4 (see Figure 4). In these plots, however,
it is clear that o does affect the bifurcation. Understanding the role of o on the bifurcation is an open question.
It is interesting to note that even though the tree algorithm does not bifurcate for p = 3.5 when o = 1, we
still observe a bifurcation when we fix p = 3.5 and vary o. This suggests that we check if the grid algorithm
bifurcates as we vary o for a fixed value of p where there is no bifurcation when ¢ = 1, such as p = 5. Figure 5
shows that the grid algorithm does not bifurcate as we change o for fixed p = 5.

4.3. Mixed Model

The third example also comes directly from Chassagneux, Crisan, Delarue [17]. The system of interest
is the following;:

dX, = —pYidt + odW,

Xo =g

dY; = arctan (E(Xy)) dt + Z;dW;
Yr = arctan (X7) .

For the numerical results, we let 0 = 1, T =1, g = 2, h = 1/6 for the tree algorithm and h = 1/12 and
Az = h? for the grid algorithm. We also observe a bifurcation for this problem as we increase the coupling
parameter, p. Figure 6 shows the values of Y from the last 5 Picard iterations. Starting at about p = 1.5, the
tree algorithm without continuation in time bifurcates. If the continuation in time method is used for the tree
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F1GURE 3. Trigonometric Drivers Example: Tree algorithm with one level for p = 5. Changing
o has no effect on the bifurcation.
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FIGURE 4. Trigonometric Drivers Example: Tree algorithm with one level for p = 3.5 and
p = 4. Changing o produces unexplained results.
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FI1GURE 5. Trigonometric Drivers Example: Grid algorithm with one level for p = 5. There is
no bifurcation as we vary o.
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algorithm with two levels, the bifurcation point is pushed back to about p = 3, and pushed back further when
using three levels to about p = 5. Note that these results for the tree algorithm repeat those in [17]. The grid
algorithm performs quite well again in the sense that it converges for all of the values of p shown, even when
using only one level. Further, its major attractivness is the lower complexity compared to the tree algorithm.
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F1GURE 6. Mixed Model: Bifurcations in the values of Y appear as the coupling parameter,
p, increases. The tree algorithm with one, two, and three levels is shown in blue circles, red
squares, and green triangles, respectively. The grid algorithm with one level is shown in black
asterisks.

As in the trigonometric drivers example, we can also investigate the effect of changing o for a value of p where
the tree algorithm without continuation in time bifurcates. For p = 2, Figure 7 shows that the tree algorithm
converges for large enough values of o.
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F1GURE 7. Mixed Model: Tree algorithm with one level for p = 2. The algorithm converges
for large enough values of o.

Since we have observed that the tree algorithm converges for small value of p and large values of o, this
suggests trying a continuation in p and/or o, instead of the continuation in time. Instead of implementing a
full continuation method, we used a simpler method of incrementing the parameter of interest.

The incrementation in p is performed by starting the algorithm with a small value of p and letting it converge.
Then p is increased by some fixed Ap, and the algorithm is initialized with the solution from the previous value
of p. Figure 8 shows the results from the incrementation in p. The incrementation in p only increases the
bifurcation point by a small amount.
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The incrementation in o is similar, except for each value of p, we start the algorithm with a sufficiently large
value of o such that it will converge. Then o is decreased by a fixed Aco. Figure 9 shows the results from the
incrementation in o. The incrementation in ¢ also only increases the bifurcation point by a small amount.
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F1GURE 8. Mixed Model: Tree algorithm with one level. Without continuation or incrementa-
tion is shown in black. Incrementation in p with Ap = 0.1, 0.01, and 0.001 are shown in blue
circles, red squares, and green triangles, respectively.
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FIGURE 9. Mixed Model: Tree algorithm with one level. Without continuation or incremen-
tation is shown in black asterisks. Incrementation in o with Ao =1, 0.5, and 0.1 are shown in
blue circles, red squares, and green triangles, respectively.

If we take the previous example but change the drift and driver functions to also be in terms of the mean of
the processes, then we have the following system, which we will refer to as the mixed model of means:

dX; = —pE(Y:)dt + odW;
Xo=20=2

dY; = arctan (E(X})) dt + Z,dW;
Yr = arctan (E(X7)) .

For the last example, we noticed that increasing o allows the tree algorithm to converge. We are thus
interested to see if replacing the dynamics with the mean of the process will remove the effect of changing o
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on the convergence. We use the same values of the parameters as before. Figure 10 shows the bifurcation with
one level of the tree algorithm (i.e. without using continuation in time). The effect of changing o is shown in
Figure 11. Our prediction is confirmed: ¢ no longer affects the convergence when the dynamics are replaced
with the mean of the process.

F1GURE 10. Mixed Model of Means: Bifurcation for the tree algorithm with one level.
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FiGURE 11. Mixed Model of Means: Tree algorithm with one level with p = 3. Changing o
has no affect on the bifurcation.

4.4. Examples: Linear Quadratic Mean Field Games
The last two examples belong to the family of linear quadratic (LQ) games. In these models, the dynamics
of the state are linear in the sense that the drift is defined by an affine function:

b(t,x,a) = Ay + Bra + Bs.

Furthermore, the running and the terminal cost are quadratic in the state and control variables. For the sake
of simplicity, we choose not to include the cross terms, so that we define f and g as follows:

1 1
flt,z,a) = §Ptx2 + §Qtoz2

1
g(x) = 55952.
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The FBSDE system derived by approaching the LQ mean field games via the weak approach becomes:

dXt = [Atx + Bta + /Bt] dt + Jth7 XO = f

1 Z, 1B2Z72 1
dYy = | — =P, X} + (A X =+ - L dt+dWy,  Yr = -SXF.
t gt t+(t t+5t)g+2Qt02 +aWy, Yt 9P AT

(11)

We present two examples of linear quadratic games: a problem of flocking, and a price impact model of a
trader.

Remark 1. We observe that the driver of the BSDE is quadratic in Zy, which makes it seldom solvable. On the
other hand, it is possible to obtain explicit solutions for LQ models. If we were to numerically solve equation (11),
we might observe blow up from the quadratic terms in the backward equation and consequently the algorithm to
not converge. Luckily, we do not observe such blowup in the examples we consider. But if blowup does occur, one

could consider adapting the method presented by Chassagneux and Richou in [18] to numerically approzimate a
quadratic BSDE.

4.4.1. Flocking Problem

The next example problem models flocking. As in the paper of Nourian, Caines, and Malhamé [31], we
consider the spatially homogeneous case where the state, X;, represents the velocity of a representative player,
or bird. Each bird controls its velocity through the process:

dXt = Oétdt + O'th,

where the control is chosen to minimize:

J(a) =E VOT (;af + 50~ m)?) dt] .

over « € A. Above, we let ji; denote the mean of the distribution p; (of the velocities of the birds) at time
t. The running cost consists of two components. The first term encourages the birds to minimize their kinetic
energy by not choosing a large control. The second term encourages the birds to align their velocities with the
mean velocity of the group.

This model falls into the class of linear quadratic games. Assume that the initial condition is given by a
constant, Xo = xg. It can be shown that the solution is Gaussian with mean and variance:

E(Xt) = X9

¢ t
Var(X;) = 02/ exp (—2/ nudu> ds,
0 s

2VAT—1) _ 1
"=V AT T

where:

Using the weak formulation, the FBSDE system of interest is the following:
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Z
dX; = —ZLdt + odW,
g
X() =X
zZ} P 2
Yr=0.

If we use the Pontryagin formulation, the FBSDE system becomes:

dXt = 7}/1»dt + O'th

Xo =g
dYy = —p (X — E(Xy)) dt + Z;dWy
Yy =0.

The numerical results are presented for p =1, 0 =1, T =1, 29 = 0, h = 1/20 for the tree algorithm and
h =1/130 and Ax = h? for the grid algorithm. Figure 12(a) shows the results for the grid algorithm for both
the weak and Pontryagin approaches. The plot shows the weights of the distribution £(X7). The results are
similar between both approaches and coincide with the true solution.

We can look at the convergence rate by calculating the 2-Wasserstein distance between the numerical results
and the true solution as we change the number of time steps. Since our state space is in one dimension, we can
calculate the Wasserstein distance explicitly using the representation provided by Prokhorov [32]:

Wy (s ) = ( / E ) - F,:l(u)pdu) "

where F,(z) = u([0,z]), denotes the cumulative distribution function. Figure 12(b) presents the convergence
rate of the grid algorithm in terms of the 2-Wasserstein distance calculated between the true solution and
numerical results with respect to the number of time steps. As expected, the 2-Wasserstein distance decreases
towards 0 as we increase the number of time steps, for both the Pontryagin and weak approaches.

The results for the tree algorithm are shown in Figure 13 for the weak and Pontryagin approaches. As with
the grid algorithm, the weak and Pontryagin solutions are similar to each other and coincide with the true
solution.

4.4.2. Trader Problem

The last example shows an application of mean field games to finance, such as the trader congestion
model in the paper of Cardaliaguet and Lehalle, [8]. We focus on the Price Impact Model presented in the
book of Carmona and Delarue in [10]. The interest for this kind of model is motivated by their use in optimal
execution problems for high frequency trading. Furthermore, it represents an instance of extended mean field
game, also known as mean field game of controls, in which the representative agent interacts with the law of
the control instead of the law of their state. The problem consists in a group of traders who have to buy or
sell a large amount of shares in a given interval of time [0,7]. If they trade too fast, they will suffer from
market impact. On the other hand, if they trade too slow, they will be affected by a large risk penalization.
Approaching this problem as a mean field game, the inventory of the representative trader is modeled by a
stochastic process (X¢)o<i<7 such that

dXt = Oétdt + O'th, te [O,T],
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where a; corresponds to the trading rate. The price of the asset (S;)o<i<7 is influenced by the trading strategies
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FIGURE 12. Flocking Problem: (a) Distribution pr of the players’ states at time T for the grid
algorithm with one level. Pontryagin is in blue circles, weak is in red squares, true solution
is shown in black asterisks. (b) 2-Wasserstein distance between true solution and numerical
solution for grid algorithm with one level as we increase the number of time steps, plotted as a
log-log plot. Pontryagin approach is in blue circles and weak approach is in red squares.
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FiGURE 13. Flocking Problem: Distribution pur of the players’ states at time 7" for the tree
algorithm with one level. Pontryagin is shown in blue circles, weak is shown in red squares,
and true solution is shown in black asterisks.

of all the traders trough the law of the controls (6, = L(a:))o<t<r as follows:

where v and o are constants and the Brownian motion W is independent from W. The amount of cash held

s, = 7</ ad@t(a)>dt +oodW?, tel0,T],
R

by the trader at time ¢ is denoted by the process (K¢)o<i<r. The dynamic of K is modeled by

where the function a — ¢, (@) is a non-negative convex function satisfying ¢, (0) = 0, representing the cost for
trading at rate a. The wealth V; of the trader at time ¢ is defined as the sum of the cash held by the trader

th = —[atSt =+ ca(at)]dt,
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and the value of the inventory with respect to the price S;:
Vi = Ky + X.5:.

Applying the self-financing condition of Black-Scholes’ theory, the changes over time of the wealth V' are given
by the equation:

dVy = dKy + X¢dS; + Sid Xy

12
= |: — Cq (O[t) + ’)/Xt / ad@t(a)} dt + O'Stth + O'QXtthO. ( )
R

We assume that the trader is subject to a running liquidation constraint modeled by a function cx of the shares
they hold, and to a terminal liquidation constraint at maturity 7" represented by a scalar function g. Thus, the
cost function is defined by:

J(a) = E[/OT cx (Xp)dt + g(Xr) — VT]

Applying Equation (12), it follows that

J(a) = E{/OT f(t,Xtagtvat)dt"’_g(XT)}»

where the running cost is defined by

flt,z,0,a) =co(a) + ex(x) — Wx/RadG(a),

for 0 <t<T,z€R? §ecP(A) and a € A = R. We assume that the functions cy and g are quadratic and
that the function ¢, is strongly convex in the sense that its second derivative is bounded away from 0. Such
a particular case is known as the Almgren-Chriss linear price impact model. Thus, the control is chosen to

minimize:
T
/ C—aat2+c—XXf—7Xt/ad9t(a) dt + 2 x2|
, \2 2 . 2

over a € A. To summarize, the running cost consists of three components. The first term represents the cost
for trading at rate . The second term takes into consideration the running liquidation constraint in order
to penalize unwanted inventories. The third term defines the actual price impact. Finally, the terminal cost
represents the terminal liquidation constraint.

As for the flocking example, this model falls in the class of linear quadratic games. Assume that the initial
condition is given by a constant, Xg = xg. The solution is Gaussian with mean and variance defined as:

J(o) =E

t Ms

E(X,) = xge” Jo cads
t
Var(X;) = 02/ e~ o Jomrdr g
0

where:

 —C(elTIT ) ) e (6t 5T 5y
= (6-e0" =) T=0) — 5+) — ¢, B(e® =0 )T—1) 1)

Vex/ca

_ Cav/ex[Ca — g — (cav/Cx/[Ca + Cq)
N = —Car/Cx/Ca T

Cavex /o — g+ (cav/Cx/ca + cq)

o2 (T—1t)
o2 (T—1t)
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for t € [0, T], where B = 1/c,, C = cx,0* = —D + VR, with D = —v/(2¢,) and R = D? + BC.
Using the weak approach yields the following FBSDEs system:

127
dX, = ——2Ldt + cdW,, Xo =z
Cq O
E[Z 1 (Z,\? X2
dy, = — Cle+lMXt+— 2L\ dt+ ZdWy,  Yp =, =L
2 Co O 2co \ O 2

Alternatively, the FBSDE system obtained via the Pontryagin approach is:

1
dX; = ——Ydt + odW;, Xg=x9

(0%

dy, = — <cXXt + :IE[Y}]) dt + 2 dWy,  Yr = cgXr.

(63

The numerical results focus on the effect of the continuation method for the grid algorithm. In contrast with
the previous examples, we show that the grid algorithm is also affected by bifurcation. Figure 14 shows the last
five Picard iterations of Yy for the Pontryagin approach when the number of levels ranges from 1 to 3. Fixing
the parameters o = 1, 0 = 0.7, 1/co = 1.5, ¢, = 0.3, v = 2, T =1, h = 1/12, Az = h? and increasing the
coupling parameter, cx, we observe that the bifurcation effect can be corrected by increasing the number of
levels. In fact, Figure 14 shows that the true value of Y, matches the value computed numerically when using
three levels.
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FIGURE 14. Trader Problem: Bifurcations in the values of Y; depending on the coupling
parameter cy for different number of levels in the grid algorithm. One, two, and three levels
are shown in blue circles, red squares, and green triangles, respectively. The true value of Yj is
shown in black asterisks.

Furthermore, Figure 15(a) compares the distribution £(X7) obtained by the Pontryagin and the weak ap-
proaches using the grid algorithm with parameters g =1, 0 = 0.7, 1/co =03, ¢, =03 v =2, cx =2, T =1,
h = 1/130 and Az = h%. The two approaches produce similar results that coincide with the true solution.

Figure 15(b) presents the convergence rate in terms of the 2-Wasserstein distance calculated between the
true solution and numerical results with respect to the number of time steps. We again make use of the explicit
representation of the Wasserstein distance [32]. The numerical solution is obtained using the grid algorithm
with parameters o =1, 0 = 0.7, 1/c4 = 0.3, ¢4 =03,y =2,¢cx =2, T =1, and Az = h2. As expected, the
2-Wasserstein distance decreases towards 0 as we increase the number of time steps.
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FIGURE 15. Trader Problem: (a) Distribution pg of the players’ states at time T for the grid
algorithm with one level. Pontryagin is shown in blue circles, weak is shown in red squares,
and the true solution is shown in black asterisks. (b) 2-Wasserstein distance between true
solution and numerical solution for grid algorithm with one level as we increase the number of
time steps, plotted as a log-log plot. Pontryagin approach is shown in blue circles and weak
approach is shown in red squares.
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The last plot, Figure 16, shows the error from the true solution of the control at time 0, g, as we increase the
number of time steps. This value is given by ag = —Y/cx for the Pontryagin approach and oy = —Zy/(cx0)
for the weak approach. The true value is given by ag = —fjoxg/cx. As for the 2-Wasserstein distance, the error

in the control decreases towards 0.
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FIGURE 16. Trader Problem: Error in the control at time 0, «g, as we increase the number of
time steps, plotted as a log-log plot.

5. CONCLUSION

In conclusion, we have provided two algorithms for numerically solving FBSDEs of McKean-Vlasov type,
which can be used to formulate the solutions to mean field game problems. The first algorithm is based on a
pathwise tree structure. The second algorithm is based on a marginal grid structure. We have also proposed
various refinements to the algorithms, including a continuation in time, and incrementation of a coupling
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parameter or the diffusion coefficient. The different numerical methods were illustrated on five benchmark
examples.

The tree algorithm’s main advantage is that we do not need to project the values of X; onto a discretized
spatial grid, which potentially makes the algorithm more accurate. However, a significant disadvantage of the
tree algorithm is the exponential growth of the data structure as the number of time steps is increased. This
exponential growth is made worse yet if a higher order of quantization were to be used for approximating the
Brownian increments.

The grid algorithm’s main advantage is it avoids the exponential growth of the data structure. A higher
order of quantization may be used without drastically changing the algorithm’s complexity. A disadvantage of
the grid algorithm is its sensitivity to the spatial step size with respect to the time step size. For the algorithm
to be stable, the two step sizes need to be well adjusted to each other.

For both the tree and grid algorithms, we have observed that the continuation in time is able to extend the
range of values of the coupling parameters for which the algorithms will converge. The incrementation methods
proposed in Subsection 4.3, however, were not very successful at avoiding the bifurcations.

This report has touched on many things that could be explored deeper. First of all, the extension of the grid
algorithm in [20] to the mean field setting has not been studied from a theoretical standpoint. It is an open
question to determine if this algorithm converges (meaning that the error decreases as the grid size decreases).
The effect of the continuation in time or incrementation of the coupling parameter and/or diffusion coefficient
has also yet to be studied. The numerical results also raised questions on the influence of the diffusion coefficient
in the bifurcations.
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