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Abstract: In this paper, a stochastic linear-quadratic (LQ, for short) optimal control problem with
jumps in an infinite horizon is studied, where the state system is a controlled linear stochastic
differential equation containing affine term driven by a one-dimensional Brownian motion and a
Poisson stochastic martingale measure, and the cost functional with respect to the state process and
control process is quadratic and contains cross terms. Firstly, in order to ensure the well-posedness
of our stochastic optimal control of infinite horizon with jumps, the L2-stabilizability of our control
system with jump is introduced. Secondly, it is proved that the L?-stabilizability of our control system
with jump is equivalent to the non-emptiness of the admissible control set for all initial state and
is also equivalent to the existence of a positive solution to some integral algebraic Riccati equation
(ARE, for short). Thirdly, the equivalence of the open-loop and closed-loop solvability of our infinite
horizon optimal control problem with jumps is systematically studied. The corresponding equivalence
is established by the existence of a stabilizing solution of the associated generalized algebraic Riccati
equation, which is different from the finite horizon case. Moreover, any open-loop optimal control for
the initial state x admiting a closed-loop representation is obatined.
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1. Introduction

LQ optimal control is an important branch of control theory. The state equation of the control
system is a linear equation, the performance index is a quadratic index and the optimal control can
be given in the form of linear feedback. Getting the feedback form of optimal control is the most
basic issue of LQ optimal control problems. The research on LQ optimal control problems has a
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long history. It can be traced back to the works of Bellman-Glicksberg-Gross [1] in 1958, and they
first attempted to solve deterministic LQ optimal control problem. In 1960, Kalman [10] solved the
deterministic LQ optimal control problem in the form of linear state feedback, and introduced Riccati
equation into the control theory. The above-mentioned works were concerned with deterministic
cases, i.e., the state equation is a linear ordinary differential equation (ODE, for short), and all the
involved functions are deterministic. Compared with LQ optimal control problems, the control system
of stochastic LQ optimal control probelms is stochastic. In 1962, Kushner [11] first study a stochastic
LQ optimal control probelm driven by Brownian motion with stochastic differential equation of Ito-
type by dynamic programming. In 1968, Wonham [21,22] first extended the deterministic LQ optimal
control problem to a stochastic LQ optimal control problem that contained Riccati differential equation,
followed by several researchers (see, for example, Davis [27] and Bensoussan [28]). Kohlmann and
Zhou [29] discussed the relationship between a stochastic control problem and a backward stochastic
differential equation (BSDE, for short). Based on [29], Lim and Zhou [12] firstly solved a general LQ
optimal control problem of BSDE and gave an explicit form of optimal control. Li, Sun and Yong [17]
studied the open-loop and closed-loop solvability of stochastic LQ optimal control.

In classical optimal control problems, the termination time is a real number. But among many
dynamic optimization problems in economics, the termination time of the optimal control problem
might be infinite. We call the mentioned case the optimal control problems with infinite horizon.
In 1974, Halkin [6] introduced the necessary conditions for optimal control problems with infinite
horizon. In 2000, Rami, Zhou, and Moore [15] discussed well-posedness and attainability of indefinite
stochastic linear-quadratic control problems over an infinite time horizon. In 2003, Wu and Li [23]
studied an infinite horizon LQ problem with unbounded controls in a Hilbert space. In 2005, Guatteri
and Tessitore [3] studied the backward stochastic Riccati equation in infinite dimensions, and in
2008, Guatteri and Tessitore [4] studied LQ optimal control problems with stochastic coeflicients
over an infinite horizon. In 2009, Guatteri and Masiero [5] discussed ergodic optimal quadratic
control problems for an affine equation with stochastic coefficients over an infinite horizon. Then,
Hu [7] studied the optimal quadratic control for an affine equation driven by Lévy processes over
an infinite horizon in 2013. In 2015, Huang, Li and Yong [9] discussed a LQ optimal control
problem for mean-field stochastic differential equations over an infinite horizon. In 2016, Sun-Li-
Yong [17] put forward the concepts of open-loop and closed-loop solvabilities, and it was shown
that the closed-loop solvability is equivalent to the existence of a regular solution of the Riccati
equation. Different from finite-horizon, Sun-Yong [18] found that for infinite-horizon LQ optimal
control problems, both the open-loop and closed-loop solvabilities are equivalent to the existence of a
static stabilizing solution to the associated generalized ARE. Also, every open-loop optimal control
admits a closed-loop representation.

In fact, many random phenomena presented discontinuous motion characteristics with jumps.
Therefore, the Poisson jump process which describes such discontinuous random phenomena came
into. The following are the research status of the system with jumps. In [2], Boel Varaiya et al.
discussed the optimal control problem of processes with jumps for the first time. In 1994, Tang and
Li [20] first proved the necessary condition of stochastic optimal control with jumps and first discussed
the BSDE with a Poisson process. In 1997, Situ [16] made a further research on the solutions of
BSDE with jumps. In 2003, Wu and Wang [24] studied the stochastic LQ optimal control problem
with state equation driven by Brownian motion and Poisson jump process, and obtained the existence
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and uniqueness result of solutions of the deterministic Riccati equation. In 2008, Hu and @ksendal [8]
discussed the partial information linear quadratic control for jump diffusions. Then in 2009, Oksendal
and Sulem [14] studied the maximum principles for optimal control of forward-backward stochastic
differential equations with jumps. In 2014, Meng [13] discussed the existence and uniqueness of
solutions to the backward stochastic Riccati equation with jumps. In 2018, Li-Wu-Yu [30] studied the
stochastic LQ optimal control problem with Poisson processes under the indefinite case.

Different from the research on the optimal control problem of the jump diffusion system mentioned
above, in this paper we will generalize the results of the infinite horizon stochastic LQ problem of Sun-
Yong [18] to the jump diffusion system and our goal is to establish the corresponding stability theory
and the optimal state feedback representing of the optimal control for jump diffusion system. Firstly, we
introduce the concept of L?-stabilizability of a jump-diffusion system over an infinite horizon, and find
that the existence of the admissible control set is equivalent to the L2-stabilizability of a jump-diffusion
system over an infinite horizon. Secondly, we introduce the definition of the ARE of a jump-diffusion
system over an infinite horizon and prove the equivalent among the existence of the admissible control
set, the L?-stabilizability of the system and the positive solvalibity of the ARE. Thirdly, we give the
concepts of the open-loop and closed-loop solvability of the stochastic LQ optimal control problem
with jumps over an infinite horizon. We then introduce the concept of the stabilizing solution of the
associated generalized ARE and find that both the open-loop and closed-loop solvability of the problem
are equivalent to the existence of a stabilizing solution of the associated generalized ARE, which is
different from the finite horizon case. Finally, we find that any open-loop optimal control for the initial
state x admits a closed-loop representation. In addition, Our results are generalizations of a recently
published paper, Sun and Yong [18], on the similar topic to jump diffusion systems. The state equation
in our case is a stochastic differential equation driven by a one-dimensional standard Brownian motion
and a Poisson stochastic martingale measure, which is more general. It is well-known that processes
arising by Poisson random measures play an increasing role in modeling stochastic dynamical systems.
And it helps us deal with unexpected situations in financial problems, so it is necessary to use a jump
system to characterize.

The paper is organized as follows. In Section 2, we introduce some basic notions and lemmas
used throughout this paper. In Section 3, we state the problem. Section 4 aims to give the definition
of L?-stable and L2-stabilizable, further we describe the structure of admissible control set and prove
the equivalence of the non-emptiness of the admissible control set, the L2-stabilizability of the control
system and the existence of a positive solution to an algebraic Riccati equation. In Section 5, we
introduce the notions of open-loop and closed-loop solvabilities as well as the algebraic Riccati
equation, and finally we state the main result of the paper.

2. Preliminaries

Throughout this paper, we let (2, ¥, {F}=0, P) be a complete probability space on which a one-
dimensional standard Brownian motion W = {W(t);t > 0} is defined. Denote by ¥ the ¥,-predictable
o-field on [0, c0) X Q and by B(A) the Borel o-algebra of any topological space A. Let (Z, B(Z),v)
be a measurable space with »(Z) < co and np : Q X D, — Z be an ¥,-adapted stationary Poisson point
process with characteristic measure v, where D, is a countable subset of (0, c0). Then the counting
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measure induced by 7 is
u((0,1] x A) :=#{s € D;s < t,n(s) € A}, for t>0,A € B(Z).

And fi(dt,df) = u(dt,d6) — dtv(d6) is a compensated Poisson random martingle measure which is
assumed to be independent of the Brownian motion W. In the following, we introduce the basic
notations used throughout this paper.

2.1. Notations

e H: The Hilbert space with norm || - ||x.

R": The n-dimensional Euclidean space.

R™™: The space of all (n X m) matrices.

(a,B): The inner product in R", Va, 8 € R".

la] = V{a, @): The norm of @, Ya € R".

MT: The transpose of matrix M.

M': The Moore-Penrose pseudoinverse of a matrix M.

(M, N) = tr(MTN): The inner product in R, YM, N € R™™",

M| = tr(M™M): The norm of M, VM € R™"™.

Z(M): The range of a matrix or an operator M.

S" € R™": The set of all (n X n) symmetric matrices.

St € 8™ The set of all (n X n) non-negative definite symmetric matrices.

F = {F:}»0: The natural filtration. In other words, the flow of information generated by all market
noises.

o (Q,F,P): A complete probability space.

o (Q,7,F, P): The complete filtered probability space.

e (([0, );R): The space of all continuous functions ¢ : [0, c0) — R.

e LZ(H): The space of all H-valued and F-progressively measurable processes g(-) satisfying g :
[0, 00) X Q — H and

Ef llg(®lEdr < co.
0

o X,:[0, 00): The space of all ¥,-adapted and cadlag processes g(-) satisfying g : [0, c0) x Q — H and

& sup llg(oIR) < o

0<t<T

for every T > 0.
e X[0, o0): The space of all ¥,-adapted and cadlag processes g(-) satisfying g € X),.[0, c0) and

EfHWMW<m
0

e [**(Z;H): The space of all H-valued measurable function » = {r(f), 8 € Z} defined on the
measurable space (Z, B(E); v) satisfying

f||r(9)||%[v(d9) < o0,
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L{;z([O, o) X Z;H): The space of all L“*(H)-valued and ¥, - predictable processes r =
{r(t,w, 0), (t,w,0) € [0, c0) X Q x Z} satisfying

Ef Ir(s, HEds < .
0

2.2. Pseudoinverse

We recall some properties of the reference [19].

Lemma 2.1. For any M € R™", there exists a unique matrix M’ € R™"™ such that
MMM =M, MM =MM', MMM =M, MM =MM.
In addition, if M € S", then M" € S", MM"™ = M'M, and M > 0 if and only if MT > 0.
Lemma 2.2. Let L € R™* and N € R™™. The matrix equation NX=L has a solution if and only if
H(L) € Z(N), 2.1
in which case the general solution is given by
X=N'L+{-N'NY, (2.2)

while Y € R™* s arbitrary.
The matrix M" above is called the Moore-Penrose pseudoinverse of M.

Remark 2.1. (i) Clearly, condition (2.1) is equivalent to NNTL = L.
(ii) By Lemma 2.2, if N € §", and NX = L, then XTNX = LT N'L.

Lemma 2.3. (Extended Schur’s lemma) Let L € R™™, M € S", and N € S™. The following conditions
are equivalent:
(i) M —LNTL™ >0, N >0, and Z(L") C Z(N);

(ii)(% ]l\})ZO.

3. Formulation of problem

Now we consider a controlled linear stochastic system on the infinite horizon [0, o), the state
equation is as follows:

dX(t) = [AX(t) + Bu(t) + b(t)]dt + [CX(t) + Du(t) + o(t)|dW(r)
+ f[E(Q)X(t—) + F(O)u(t) + h(t,0))a(dt,dd), te [0, ), (3.1
X0)=x¢€ f&”,

AIMS Mathematics Volume 8, Issue 2, 4042-4078.



4047

and the quadratic cost functional is given by:
J(x;u) =B fo [<QX(I), X () + 2(S X(0), u(1)) + (Ru(?), u(r))

+ 2(q(1), X(1)) + 2{p(1), u(t))]dt (3.2)

“[/(2 ST\ X\ [ X® q@® \ [ X@®
=[S % )0 ) D=2l ) (o e

where A,C € R™; E € L"*(Z;R™); B,D,ec R™"; F ¢ L">(Z;R™); Q€ S"; S €¢ R™; R ¢
S™ are given constant matrices, and b(-),o(:),q(:) € L%(R");h(-, ) € LIVF’Z([O, ) X Z;R"); p(v) €
LIZF(R’") are given vector-valued 7,-measurable processes. In the above, u(-) € LH%(R’”) is called the
control process, x, which belongs to R" is called the initial state, and the X(-) = X(-; x,u(:)) € R",
which is the solution of SDE (3.1) is called the state process corresponding to the initial state x and
the control u(-).

Different from the finite case, the solution X(-) = X(-; x, u(-)) of (3.1) might not always be square-

integrable for (x,u(-)) € R" X LIZF(R’”) over an infinite time horizon. To make sure the cost functional
J(x; u) is well defined, we introduce:

U = {u e 2R™|E f X (t; x, w)dt < oo}, xeR™
0

The element u € 7 is called an admissible control associated with x, and the linear quadratic optimal
control problem over an infinite time horizon now can be stated as follows.

Problem 3.1. For any given initial state x € R", find an admissible control u* € % such that

J(x;u') = inﬁ/f/ J(x;u) = V(x). (3.3)

u* € 9 is called an open-loop optimal control of Problem (SLQ), for the initial state x if it
satisfies (3.3), and the corresponding state process X*(-) = X(-; x, u*) is called an optimal state process.
The function V(-) is called the value function of Problem (SLQ)... A special case when b, o, h,q,p = 0,
we use (SLQ)?,, J°(x; u), and V°(x) to denote the Problem, the cost functional, and the value function
corresponding to Problem 3.1.

The following assumptions on the coefficients will be in force throughout this paper.

Assumption 3.1. The coeflicients of the state equation satisfy the following: A,C € R™"; B,D € R™"
are given constant matrices; E(-) € L**(Z;R™"); F(-) € L**(Z;R™™) are given deterministic matrix-
valued function, b(-), o(-) € L%(R”); h(-,-) € LIVFiz([O, o) X Z; R") are given vector-valued ¥,-measurable
processes.

Assumption 3.2. The coefficients of the cost functional satisfy the following: Q € S*; § € R"™"; R €
S™ are given constant matrices, g(-) € L%(R"), p() € L%(Rm) are given vector-valued ¥,-measurable
processes.

Assumption 3.3. For all 6 € Z, there exists a constant 4 > 0 such that

1+ E®) > AL
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As we mentioned before, admissible controls might not exist. To solve this question, the concept of
stability is introduced as follows. Let us consider the following uncontrolled linear system:

dX(t) = AX(t)dt + CX(t)dW(r) + fE(Q)X(t—)ﬁ(dt, do), t>0,
z

and we use [A, C, E] to denote this system.

Definition 3.1. System [A, C, E] is said to be L?-stable if for any initial state x € R", its solution X(-; x)
satisfies

E f 1X(t; x)|*dt < 00, ¥xeR",
0

i.e., X(-; x) € X|[0, o).
Consider the following BSDE over an infinite horizon [0,00):
dY(t) = -[ATY () + CTZ(t) + f E©O)Tr(t, 0)v(dO) + p(0)]dt + Z(H)dW (1) + f r(t,0)i(dt,do), (3.4)
Z Z

where Assumption 3.1 holds, and {¢(7); 0 < t < oo} is a given F-progressively measurable, R"-valued
process. We call the solution (Y (-), Z(-), (-, -)) the adjoint processes corresponding to X(-).

Definition 3.2. If (Y(-), Z("), r(-, -)) € X]O, oo)xL%(R")xL];fz([O, o0) X Z; R") satisfies the integral version
of (3.4):

Y(t) = Y(0) - f [ATY(s) + CTZ(s) + fE(@)Tr(s, OV(dO) + ¢(s))ds
0 z (3.5)

+fZ(s)dW(s)+ffr(s,@)ﬂ(ds,dé’), t>0, a.s,
0 0 Jz

then we call it an L?-stable adapted solution of (3.4).

Lemma 3.2. Let Assumptions 3.1-3.3 be satisfied. Suppose that [A,C,E] is L*-stable, then for any
pEe L%(R”), Eq (3.4) admits a unique L*-stable adapted solution (Y,Z,r).

The proof is similar to proof of Theorem A.2.2. of [19].

Lemma 3.3. Under Assumptions 3.1-3.3, the strong solution X(-) of the SDE (3.1) with u(-) = 0 has
the explicit expression:

X)) = AOA0) ' x

+ A®) f As)™! [b(s)—CO'(s)— f EO)[I + E©)]"h(s, O)v(db)|ds
0 V4
1 (3.6)
+ A7) f AGs) Lo (s)dW(s)
0
+A0{fLfA@—YWI+EwH”M&€mw&d®,
0 V4
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where A(-) is the unique solution of the following matrix-valued SDE:

dA(t) = AN(@)dt + CA(H)dW () + fE(Q)A(t—)ﬁ(dt, do), t>0, 3.7)
z .

A0) =1,

and A(t)™! exists, satisfying

dA(D) ™ = A@D)7!

~A+C*+ f E*O)I + E(Q)]‘lv(de)] dt
V4

-~ A 'Caw(t) - f A-)"'E@)[I + EO)] fu(dt, d6), (3-8)
zZ

AO) ! =1,

The proof is similar to the proof of Theorem 6.14 of [26] .
4. Admissible control sets and stabilizability

4.1. Stability
Regarding L>-stability of the system [A, C, E] the following result holds:

Theorem 4.1. Let Assumptions 3.1-3.3 be satisfied. The system [A,C,E] is L*-stable if and only if
there exists a K € S' such that

KA+A"K + CTKC + f E6)"KE(©)v(d6) < 0. 4.1
V4

In this case, the Lyapunov equation

KA+A'K+C'KC + fE(O)TKE(H)V(dH) +¥=0
z

admits a unique solution K € S" for any ¥ € S", which is given by

K= E[ fo ) A(t)T‘PA(t)dt],

where A is the solution of (3.7).

Proof. Necessity. Consider the following linear ODE on [0,c0) for any fixed ¥ € S™:

{ D(f) = D(HA + ATD(1) + CTO(1)C + fz E@O)"OMEO)v(dO) + Vs 4.2)

o) = 0.
It is clear that (4.2) is uniquely solvable on [0,c0). And to the solution ®(t), we define a function
(I)T(S) = (D(T - S), s € [O’ T]’
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which is a solution of the following equation

{ D(5) + Or(5)A + ATD(5) + CTOL()C + [ EO) D()E@)V(dO) + ¥ = 0;
®.(1) = 0

on the interval [0,7] for any fixed 7 > 0. Clearly, we have X(s) = A(s)x, and X(-) is the solution of
[A, C, E] with initial state x. Applying Itd’s formula to s — (D.(5)X(s), X(s)), we have

—(@-(0)x, x) =E[(P(1)X(7), X(7)) — (D-(0)x, )]

=E fT (D, + D A+ATD, + CTO,C + fE(@)T(DTE(G)v(dQ))X, X)(s)ds
0 z
=— ]EfT(TX(s),X(s))ds
0

__ xT[E j; ' A(s)T‘PA(s)ds]x.

Thus,

DO(r) = 9,(0) = EfT A(s)"PA(s)ds, T>0.
0

Since the system [A, C, E] is L*-stable, it is easy to check that
lim ®&(7) = Ef A(s)TPA(s)ds = K.
TH00 0

Because ®() is the solution to (4.2), we have for any ¢ > 0,

Ot + 1) — (1) :( f " (I)(s)ds)A + AT( f " d)(s)ds) ; CT( f " d)(s)ds)C

r+1
+ f E(H)T( f cD(s)ds)E(e)v(de) L,
VA t
Letting t — oo, we have
KA+AK +CTKC + f EO)TKE@)(df) + ¥ = 0.
VA

What’s more, (4.1) holds when we take ¥ = I, and the corresponding K € S’}.
Sufficiency. Now we suppose that X(-) = X(:; x) is a solution of [A, C, E] with initial state x, and
suppose K € S satisfies (4.1). Applying It6’s formula to s — (KX(s), X(s)), we have for any 7 > 0,

E(KX(1), X(1)) — (Kx, x) = Ef <
0

KA+ATK + CTKC + f E(H)TKE(H)v(dH)] X(s), X(s)>ds.
V4

Let A > 0 be the smallest eigenvalue of —(KA + ATK + CTKC + fz E(0)"KE(0)v(df)). We get that

AE f IX(s)Pds < —E f <
0 0

=(Kx, x) — E(KX(1), X(1))
<(Kx,x), Vt>0,

KA+ATK + CTKC + f E(@)TKE(G)v(dH)] X(s).X(s)>ds
V4

which implies the L2-stability of [A, C, E]. O
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With regard to the nonhomogeneous system:

dX(1) = [AX(t) + ¢(1)|dt + [CX(1) + p(1)|dW(z) + f[E(H)X(t—) + w(t,0)|u(dt,de), t>0, (4.3)

V4

we have the following result.

Proposition 4.2. Let Assumptions 3.1-3.3 hold. If [A,C,E] is L*>-stable, then the solution X(-) =
X5 x,0,p,w) of (4.3) is in X[0, o) for any ¢, p € LIZF(R"), w E LIVF’Z([O, 00) X Z; R™), and any initial state
x € R". Moreover, there exists a positive constant M, which is independent of x, ¢, p and w, such that

E f X(1)Pdt < M{|x|2 +E f [|<,0(t)|2 + )P + f (. 9)|2v(d0)]dt}.
0 0 V4
Proof. Since [A, C, E] is L?-stable, there exists a K € S such that
KA+ATK + CTKC + f EO)KE@)do) +1, =0
Z

because of Theorem 4.1. Applying It6’s formula to s — (KX(s), X(s)), we have
E(KX(1), X(1)) — (Kx, x)

5 [ [((xasars e+ [ morE@maD)ro.x0)
0 Z
+ 2<K90(s) + CTKp(s) + f E@®)"Kw(s, O)v(dh), X(s)>
VA
K ’ K ,9 , ,0 do)|d
+ (Kp(s).p() + f (Kets. 01, 5.0 s
:Ef [—IX(s)|2+2<Ks0(s)+CTKp(s)+fE(g)TKa)(s,@)v(dg),X(s)>
0 Z

+ <Kp(s),p(s)> + f<Ka)(s, 0), w(s, 9)>v(d9)]ds
z
for all > 0. We define
x(5) =K¢(s) + CTKp(s) + fE(Q)TKw(s, 0)v(do),
z

v(s) =<Kp(s),p(s)> + L<Kw(s, 0), w(s, 9)>v(d0); s> 0.

According to Cauchy-Schwarz inequality, we obtain

ABIX (1) <B(KX(r), X(1))

<(Kx,x)+E f [ — X + 20¢(5), X(5)) + y(s)]ds
0
<(Kx,x)+E f [— %lX(s)Iz +2l(s)P + y(s)]ds
0
—(Kx, x) + f [ - %ElX(s)lz + 2B () + Ey(s)]ds,
0
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where the A > 0 is the smallest eigenvalue of K. Finally, by Gronwall’s inequality, we get that

!
AEIX(DP < (Kx, x)e™ @V 4 f e_(w1(’_‘Y)[2ELV(S)|2+E)/(S) ds.
0

In summary, the conclusion of the integrability of E|X(#)|* over [0, 00) can be obtained together with
Young’s inequality. O

4.2. Stabilizability

According to Proposition 4.2, the admissible control set %/ is nonempty (actually it equals to
LZ(R™) for all x € R if the system [A,C, E] is L*-stable. Now we introduce the concept of
stabilizability to characterize the admissible control set. Denote by [A, C, E; B, D, F] the following
controlled linear system:

dX(t) = [AX(t) + Bu(t)]dt + [CX(t) + Du(t)1dW(t) + f[E(H)X(t—) + F(O)u(n)la(dt,db), t>0.

z

Definition 4.1. [A,C, E; B, D, F] is said to be L-stabilizability if there exists a matrix ® € R™"
such that [A + B®,C + DO, E + F®] is L*-stable, and we call ® a stabilizer of [A,C, E; B, D, F].
7 = J[A,C, E; B, D, F] is the set of all stabilizers of [A, C, E; B, D, F].

Proposition 4.3. Let the Assumptions 3.1-3.3 be satisfied. Suppose that ® € J[A,C,E;B,D,F].
Then for any x € R",
U = {DXp(-;x,v) +v:ve LZRM),

where X¢(-; x,v) is the solution to the SDE
dXo(1) = [(A + BO)Xo(1) + Bv(t) + b(1)]d1
+ [(C + DO)Xy (1) + DW(t) + (D)W (D)
+ f [(E(G) + F(H)d))Xq,(t) + FOW() + ht, 0)| adt, do), 1 € [0, 00),
Xa(0) = x € R".

4.4)

Proof. Since ® € J[A,C,E;B, D, F], the system [A + BD, C + D®, E + F®] is L>-stable. Let X(-) =
Xo(; x,v) be the corresponding solution to (4.4) and let v € LIZF(R’"). By Proposition 4.2, Xq € X[0, 00).
We set

u=0Xy +ve LR,

and let X € X,,.[0, o0) be the solution of
dX(t) = [AX(®) + Bu(t) + b()]dt + [CX(t) + Du(t) + o(t)]dW(z)
+ f[E(H)X(t—) + F(O)u(t) + h(t,0)]a(dt, d), t e [0,o0), 4.5)
X0)=xe€ f&"

Then we have X = X4 € X[0, 00). For the proof the reader is referred to Theorem 1.19 in [31]. And
henceu € % .
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On the flip side, let X € X[0, c0) be the corresponding solution to (4.5) and suppose that u € % .
Then we denote the control v by
v2u—®X e LAR™).

Again by the uniqueness of solutions, the solution Xg of (4.4) coincides with X, and we get that u
admits a representation of the form ®Xq(-; x, v) + v. m|

The above result shows that the L>-stabilizability is sufficient for the existence of an admissible
control and gives an explicit description of the admissible control set. The following we will show a
further result that the L*-stabilizability is not only sufficient, but also necessary, for the non-emptiness
of % for all x € R". We define

L(K) = KA+ATK + CTKC + [, E@)TKEO)¥(df) + Q,
M(K) = B'K + DTKC + [, F(O)TKE(©)v(d6) + S, (4.6)
N(K) =R+ DKD + [, F(O)TKF(6)¥(df),

for K € S". We first present the following lemma.

Lemma 4.4. Let Assumptions 3.1-3.3 hold. Suppose that for each T > 0, the following differential
Riccati equation

Kr(s) + L(K7(s5)) = M(K7(5)"N(K7(5)) "' M(K7(s)) = 0, @7
Kr(T) =G '
admits a solution Ky € C([0, T];S"), which satisfies
N(Kr(s)) >0, Vsel0,T].
Then the following algebraic Riccati equation:
L(K) — M(K)" N(K) " M(K) = 0 (4.8)
has a solution K if Kr(0) converges to K as T — oo and N(K) is invertible.
Proof. We denote
KI(S) = KT](TI - S), 0 <s=< T],
Kz(S) = KTZ(TZ - S), 0<s< Tz
for any fixed 7 and T, which satisfy O < Ty < T, < co. Then we define
D;(s) = N(Ki(5)) M(Ki(s)), i=1,2.
It is easy to conclude that both K; and K, are solutions of the following equatiion:
3(s) — LE(5) + ME()TN(Z(5) ' M(Z(s)) = 0,
(0) = G 4.9)

on the interval [0,7]. Thus, for any s € [0, 7], it follows that
Ki(s) = Kx(s)
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because of the uniqueness of solutions to ODEs, and the difference A = K; — K, satisfies A(0) = 0. To
interpret it, we get that

A=A +ATA+C"AC + f E(6) " AE(9)v(d6)
Z

—[AB+CTAD + f E(0)T AF(0)v(d6)]®,

Z

+®J[DAD + f F(6)" AF(9)v(d6)|®,
VA

— ®I[BTA+ DTAC + f F(O)TAE@)W(dS)], s €[0,Ty].
V4

By assumption, ®@; and @, are continuous and hence bounded. Thus, for some positive constant M
which is independent of A, we have

AG)] < f
0

AA +ATA + CTAC + fE(Q)TAE(H)V(dH)

z

—[AB+CTAD + f E(0)TAF(0)v(d6)]®;

V4

+®I[DTAD + f F(0)TAF()»(d6)]|®,
zZ

—®I[BTA+DTAC + f F(O)TAE©)¥(d6))|d:s

V4

t
SMflA(s)lds, vVt € [0, T].
0

Then we get A(s) = 0 for all s € [0, T] by Gronwall’s inequality. Thus, the function X : [0, c0) — §"
can be defined by

2(s) = Kp(T - ), 0<s<T
Assume N(K) is invertible, since we define

O(s) 2 L(Z(s)) — M(E(5)" N(Z(5)) " M(Z(s)),
Ou = LK) - M(K)TN(K)'M(K),

it is easy to get that lim,_,., O(s) = O if X(T) = K7(0) converges to K as T — oo. On the other side,
we get that

T+1
ST +1)-XT) = f O(dt, VT >0
T
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on the whole interval [0,00) since X satisfies (4.9). Thus, we have

T+1
f O.dt
T

T+1
f [O(1) + O, — O(1)] dt
T

T+1 T+1
s‘ f O(1)dt f [0, — @(t)]dt'
T T

T+1
<IE(T +1)-X(T)| + f O — O(1)|dt.
T

O] =

+

Letting T — oo, the desired result can be proved. O

Theorem 4.5. Under Assumptions 3.1-3.3, the following statements are equivalent:

(i) % + @ forall x € R";

(ii) 7 [A,C,E;B,D,F] + @;

(iii)The following algebraic Riccati equation (ARE, for short) admits a positive solution K € S':

KA+A'K + C"KC + fE(H)TKE(H)v(dH) +1
z

—[KB+C"KD + f EO)KFOWv(d)][I + D'KD (4.10)
V4

+ fF(H)TKF(G)V(dQ)]_l[BTK +D'KC + fF(Q)TKE(H)V(dH)] = 0.
z z
We define

M«—[/+D"KD+ f FO)TKF©O)v(do)]™
z 4.11)

[B'K + D"KC + f F(0)TKE©)V(dh)).
V4

If the above are satisfied and K is a positive solution of (4.10), then we have Il € 7 [A,C, E; B, D, F).

Proof. The implication (ii) = (i) has been proved in Proposition 4.3. Then we show the implication
(ii1) = (11). We assume K € S’} is a solution of (4.10) and II has the expression (4.11), then we have

K(A + BID)+(A + BI)"K + (C + DIT)"K(C + DII)

+ f [E®) + FOI]"K[E®) + FOTIv(do) = -1 -TI'TI < 0.
Z

Thus, I1 is a stabilizer of [A, C, E; B, D, F] according to Theorem 4.1 and Definition 4.1.

We next show that (i) = (ii1). Yet the general, we may assume b = o = 0. Now take a series of
ui € % (e;), i = 1,...,n, and define U = (uy, ..., u,) while ey, ..., e, is the standard basis for R". Then, we
have Ux € 7 for all x € R” because of the linearity of the state equation. Consider the following cost
functional

Jxu)=E f wuX(r)xF +|U(0)x*1dt,
0
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while X € L]%(R"X”) solves the following matrix SDE:

dX(t) = [AX(®®) + BUD)]dt + [CX(®) + DUB]dW(t)
+ [IE@X®) + F(O)U()adt, do), t € [0, o),
X(0) = I,.

We have for any x € R”,

inf J(x; u) <B f i |20 + 100 |ar
e 0 4.12)

:<(E fo T XOTE® + U@T U(t)]dt)x, x>.

Now for a fixed but arbitrary 7 > 0, let us consider the optimal control problem in the finite time
horizon [0,7] with state equation

dX7(t) = [AX7(t) + Bu(t)]dt + [CX7(t) + Du()]dW (1)
+ fz [E(H)XT(t) + F(H)u(t)]ﬁ(dt, do), te€]0,T],
X7(0) = x,

and cost functional

T
Emw=Ef[WNW+MWML
0

According to Proposition 4.2 of the reference [25], the differential Riccati equation:

K () + Kr(H)A + ATKr(t) + CTKr()C + fE(H)TKT(t)E(Q)v(dH) +1
z

— [K+()B + CTKr(1)D + f E®)Kr(OFO)W(dO)|[I + D" Kr(H)D
V4

+ f F(0)"K+(1)F(0)v(d0)] ' [B"K1(t) + D" K+(1)C

+ fF(G)TKT(t)E(Q)v(dQ)] =0, te[0,T],
KT(T) :ZO

admits a unique solution K7 € C([0, T']; S}) such that

(Kr(O)x,x) = inf  Jr(x;u), VxeR™
ueL%(0,T;R™)

Because of the restriction u|jo 7 of u to [0,7] belongs to Z[0,T] = LIZF(O, T;R™) for any u € %, we
have
(Kr(0)x, x) < jT(x§ uljo.ry) < f(X; u), Yuev.

And along with (4.12), it implies that
(K7(0)x, x) < (Px,x), VYxeR", (4.13)
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where ¥ = fooo [X(®)TX() + U@®TU()]dt. On the flip side, the restriction ulyory of u € L2(0,T;R™)
also belongs to L2(0, T"; R™) for any fixed 7 > T > 0. Thus, we have

(Kr(0)x, xy < Jr(x;ulor) < Jr(xw),  Vu € L3O, T R™),
which in turn gives
(K7(0)x, x) < (K7.(0)x,x), VYxeR" (4.14)
Combining (4.13) and (4.14), since Ky € C([0, T]; S"), it is easy to get that

0<Kr(0)<Kr(0)<¥Y, VO<TC< T’ < 0.

Thus, it follows that K7(0) converges increasingly to some K € S” as T co. By Lemma 4.4, the limit
matrix K is a solution of the ARE (4.10). O

5. Solvability and the algebraic Riccati equation

According to Theorem 4.5, we have proved that %7 # @ for all x € R” is equivalent to
JIA,C,E; B,D, F] # @. Thus, it is reasonable to give the following assumption:

(A) System [A, C, E; B, D, F] is L*-stabilizable, i.e., 7[A,C,E;B,D, F| # @.

Definition 5.1. For an initial state x € R", an element u* € % is called an open-loop optimal control
of (SLQ) if
Jx;u") < J(x;u), Yuew.

Problem (SLQ)., is said to be (uniquely) open-loop solvable at x if an open-loop optimal control
(uniquely) exists for x. If it is (uniquely) open-loop solvable at all x € R”, Problem (SLQ)., is said to
be (uniquely) open-loop solvable.

Definition 5.2. A pair (®*,v*) € J[A,C,E; B,D, F] x LXR™) is called a closed-loop optimal strategy
of Problem (SLQ)., if
J; O X" +v") < J(x; DX +v)

forall (x,®,v) e R"XJ[A,C,E;B,D, F]x L%(R’”), where X* and X are the closed-loop state processes
corresponding to (x, ®*,v*) and (x, @, v), respectively. Problem (SLQ)., is said to be (uniquely) closed-
loop solvable if a closed-loop optimal strategy (uniquely) exists. The outcome

uzto0X +v

of a closed-loop strategy (®,v) is called a closed-loop control for the initial state x, where X is the
closed-loop state process corresponding to :

dX(t) = [(A + B®)X(r) + Bv(t) + b(t)]dt

+ [(C + D®)X(t) + Dv(t) + o(t)|dW ()

+ [(E(@) + F(O)®)X (1) + F(O)v(t) + h(t,0) |a(dt,do), >0,
X0) = x.Z
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Remark 5.1. From Proposition 4.3, %/ is composed of closed-loop controls for all x when (A) holds.
In Definition 5.2, the outcome u* = ®*X* +v* of a closed-loop optimal strategy (®*, v*) is an open-loop
optimal control for the initial state X*(0), which implies that closed-loop solvability is sufficient to
open-loop solvability.

According to the definition of the open-loop and closed-loop solvabilities in [17], it is easy to get
that for finite horizon cases, closed-loop solvability implies open-loop solvability, whereas open-loop
solvability does not necessarily imply closed-loop solvability. However, when it comes to infinite
horizon, the open-loop and closed-loop solvabilities are equivalent, and both are equivalent to the
existence of a stabilizing solution to a generalized algebraic Riccati equation which we will prove
later.

Definition 5.3. Let Assumptions 3.1-3.3 be satisfied. The following constrained a generalized
algebraic Riccati equation (ARE)

L(K) - M(K)"N(K) M(K) = 0,
AZ(M(K)) € Z(N(K)), (G.D
N(K) > 0.

If there exists a ® € R™" such that the matrix
O 2 -NEK)MEK)+[I-NEK'NK)O (5.2)

is a stabilizer of [A, C, E; B, D, F], then the solution K € S" of (5.1) is said to be stabilizing.

Remark 5.2. Because of the properties of the Moore-Penrose pseudoinverse (see Lemma 2.2 and
Remark 2.1), one has

NE)D = —M(K), MEK) ® = -D"NK)D = - M(K)"NEK)' M(K)
if K is a solution (not necessarily stabilizing) to the ARE (5.1) and @ is defined by (5.2).

5.1. A study of Problem (SLQ)P,

In order to solve Problem (SLQ).,, we first discuss Problem (SLQ)Y, in this section. Assume that
the nonhomogeneous terms b, o, h, g, and p are all zero, and we assume that the system [A, C, E] is
L2-stable (i.e., 0 € J[A,C, E; B, D, F]) for the sake of simplicify.

Proposition 5.1. Let Assumptions 3.1-3.3 hold. Suppose that [A,C, E] is L*>-stable. Then there exist
a bounded self-adjoint linear operator H, : LIZF(R’") — LIZF(R’"), a bounded linear operator H; : R" —
LZ(R™), a matrix Hy € S", and it € LZ(R™), X € R", g € R such that for any (x,u) € R" x LZ(R™),

J(x;u) = (Hyu,uy + 2 (Hyx,u) + (Hox, x) + 2 u, ity + 2{x, X) + g.
In particular, in the case of Problem (SLQ)° (i.e.,b, o, h,q,p = 0),
J(x;u) = (Hou, uy + 2 (Hy x, u) + (Hox, x) ,
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where
H, = MSQMO +2SMy+ R,
H, = ME;QLO + S Ly,
Hy = LyQLo,
iw=M;ONy+ Myg+ SNy + p,
X = Lyq + LyON,,
g = (ONy, Ny) +2(q, No),
and
Lo(r) = A(2),
!
My(t) = A(t)f A(s)™! [B -CD- fE(G)(I + E(Q))_lF(Q)v(dQ)] ds
0 z

+A(t)f A(s)"' DdW, +A(t)f fF(H)(I+E(0))_1/Tt(ds do),

No(t) = A(t)f A(s)” lb C(T—fE(O)(I+E(9)) 'hs, H)V(de)] ds

+A(t)f A(s) LodW, +A(t)f fh(s oI + E@9))” ,u(ds do).

Proposition 5.2. Under Assumptions 3.1-3.3, if [A,C,E] is L*-stable, then we have the following
conclusion:
(i) Problem (SLQ)., is open-loop solvable at x if and only if H, > 0 (i.e.,H, is a positive operator) and
H\x + it € Z(H>). In this instance, u* is an open-loop optimal control for the initial state x if and only
if

qu* +Hix+0= 0.
(ii) If Problem (SLQ)., is open-loop solvable, then so is Problem (SLQ)",.
(iii) If Problem (SLQ)Y, is open-loop solvable, then there exists a U* € LZ(R™") such that for any
x € R", U*x is an open-loop optimal control of Problem (SLQ)’, for the initial state x.

Proof. (i) By definition, a process u* € L2(R™) is an open-loop optimal control for the initial state x if
and only if
Ju' +yw) = J(x;u') >0, VYwe L%;(Rm), Yy e R. (5.3)

According to Proposition 5.1, we have

Ju® +yw) = (Hy(u" +yw),u” + yw) + 2{Hx,u” + yw)
+ (Hox, x) + 2u" + yw, ity + 2{(x, X) + g
= J(x;u®) + v* (How, w) + 2y (Hou™ + Hyx + i1, w) .

Thus, (5.3) is equivalent to
Y (Hyw,wy + 2y (Hou* + Hyx + ii,w) > 0, VYw € LZ(R™), Vy€R,
which in turn is equivalent to

(Hyw,w) >0, Vw € LAZR™) and Hyu" + Hyx + ii = 0.
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So (1) is proved.

For conclusion (ii), since Problem (SLQ)., is open-loop solvable, it is easy to get that H, > 0 and
H\x + &t € Z(H,) for all x € R" according to (i). Then we take x = 0, it is tempting to conclude that
it € #(H,), and hence H\x € #(H,) for all x € R". Finally, we obtain the open-loop solvability of
Problem (SLQ)?, by using (i) again.

For conclusion (iii), assume ey, ..., e, is the standard basis for R". It is easy to get that U* =
(u,...,u;) has the desired properties since u; ia an open-loop optimal control of Problem (SLQ)2,
for the initial state e;. O

5.1.1. A finite horizon approach

Let A be the solution of (3.7), and the matrix
G= Ef A" QA(1)dt
0

is well-defined if [A,C,E] is L2-stable. Thus, we can consider the following LQ problem over the finite
time horizon [0, T'] for any T > 0.
Problem (SLQ)(}. On the finite time horizon [0, 7], we assume X7(¢) is a solution of the state equation:

dX7(t) = [AX7(?) + Bu(t)ldt + [CXr () + Du(t)1dW(z)
+ f[E(G)XT(t) + F(O)u(t)]a(dt, d6), (5.4)
Xr(0) = x,Z

then for any given x € R”, find a u* € %[0, T such that the cost functional

T
o QO ST\ Xr(®\ [ Xr(®
JT(X,M)—E{<GXT(T)’XT(T)>+L <( S R )( u(f) )’( u(t) )>dt}

is minimized over %[0, T].

Proposition 5.3. Let Assumptions 3.1-3.3 be satisfied. If [A,C,E] is L*-stable, since we use Vo(x) to
denote the value function of Problem (SLQ)%., and use V°(x) to denote the value function of Problem
(SLQ)C,, it is easy to get the following conclusions:
(i) Forany x e R" and u € 710, T,
Jr(xu) = J°(xue),
where u, € LIZF(R’") is the zero-extension of u:

u,(t) =u(t) iftel0,T]; u,(t)=0 ifte(T, o).

(ii) If there exists a € > 0 such that
(Hyv,v) > glp|’, Vv e LAR™, (5.5)
then ;
J2O0; u) > eE j(: lu(H)*dt, Yue w%|0,T]. (5.6)

(iii) limy e VO(x) = VO(x) for all x € R".
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Proof. (i) Let X7 be the solution of (5.4) and X be the solution of

dX(t) = [AX(t) + Bu,(t)]dt + [CX(t) + Du,(t)|dW(¢)
+ f[E(G)X(t) + F(O)u.(1))a(dt,dd), t=>0,
z
X(0) = x,
for a fixed x € R” and an arbitrary u € %[0, T]. Thus, we have that

v X0, te[0,T],
= ADNT) ' Xp(T), te(T,oo).

Noting that for t > T, A()A(T)"! and A(¢ — T) have the same distribution and are independent of F7,
we have

E <(E f‘” AT QA(t)dt) Xr(T), XT(T)>
0

E<(Ef [A( = T)]" QIA( - T)]dt) XT(T)’XT(T)>
T

E <(E f [A(I)A(T)_l]TQ[A(I)A(T)_I]dt) Xr(T), XT(T)>
T

E f (QAMAT) " X7(T), AOAT) ' X (T)) dt
T

E f ) (0X(1), X(1)) dt.
T

It follows that

Jcu) = E{ <(E f ) A(t)TQA(t)dt) XT(T),XT(T)>
T
QO ST\ Xr(0) Xr(t)
*fo <( s R )( u(t )( u(t )>‘”} 57
00 T
_ Q0 ST X X
=5{ [ oxmas [ 5% (o) o))l

= J'(x;u,).

(i1) Taking x = 0 in (5.7), we obtain
J20; 1) = J°0; u,) = (Hat,, 1)

00 T
> ¢E f lu.()?dt = €E f lu(o)|*dt,
0 0

which proves (ii).
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Finally let us prove (ii1). According to (5.7), it is easy to obtain
VO(x) < S0 u) = J0(x;u), Vue #[0,T].
Let V2(x) be the infimum of J9(x; u) over u € %[0, T], thus
VO(x) < Vi(x), VT >0. (5.8)

On the flip side, when V°(x) > —oo, for any given ¢ > 0, we can find a u¢ € LZ(R™) such that

00 0o ST X5(1) X¢(1) o . o
Eﬁ <( S R )( us (1) )( us (1) )>‘”‘J(’C’”)SV(’C)+9 (5.9)

where X¢ is the solution of
dXe(t) = [AX®(¢) + Bus(¢)]dt + [CX*(t) + Du®(t)|dW (1)
+ f [E@)X°(2) + F(O)u*(H))ia(dt,dF), t >0,
X5(0) = x.Z

Since by Proposition 4.2 X* € X[0, 00), it is easy to get that for large T > 0,

“/f O ST X5(1) X5(1)
([ GRARRAY LEEE

Now we use u§ to be the restriction of u¢ to [0, T'], thus we have

[E(GX(T), X*(T)) | +

J(x;us) = Jp(x; u5) — E(GXS(T), X°(T))
/[0 ST Xs(1) Xs(1)
-5 [ <(S i )(M ),(M )>dt (5.10)
> V2(x) —g.
Since we combine (5.9) and (5.10), it is not hard to get that for large 7 > 0,
Vo(x) < VO(x) + 2.

To summarize, we have that V?(x) — VO(x)as T — oo. The case when V°(x) = —co can also be proved
by a similar method. O

Proposition 5.2(i) implies that if [A,C,E] is L-stable and the operator H, is uniformly positive, then
Problem (SLQ)?, is uniquely open-loop solvable and the unique optimal control is given by

W' =—H,"H;x.
And if we substitute the optimal control « into the cost functional, it is easy to get
0 _ * ry—1 n
VO(x) = ((Ho — HiHy'Hy)x,x), x€R".
Notice that Hy — H;H;'H, is a matrix.
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Theorem 5.4. Let Assumptions 3.1-3.3 hold. If [A,C,E] is L*-stable and (5.5) holds for some & > 0,
then we have the following conclusions
(i) the matrix K = Hy — H{H;'H, solves the ARE

LK) = M(K)"N(K)"" M(K) = 0,
N(K) > 0;
(ii) the matrix ® 2 —N(K)"' M(K) is a stabilizer of [A,C,E; B,D,F];
(iii) the unique open-loop optimal control of Problem (SLQ)Y, for the initial state x is given by
u (1) = PXo(t; x), 1 € [0, 00),

where Xo(+; x) is the solution to the following equation:

{ dXo(t) = (A + BO)Xe(t)dt + (C + DO)Xo(t)dW (1) + f[E(Q) + F(O)D] Xo(t)ia(dt, db), t € [0, o),
z
Xp(0) = x.

Proof. By Proposition 5.3(i1), (5.6) holds. According to Proposition 4.2 of [25], it is easy to get that
for any 7' > 0, the differential Riccati equation

Kr(t) + LIKr(1)) = M(Kr(0)" N(Kr(0)" M(K7(1) =0, 1€ [0,T1],
Kr(T)=G

admits a unique solution K7 € C([0, T']; S") such that
N(Kp() = el, Yte[0,T]; Vo(x)=(Kr(O)x,x), VYxeR"
From Proposition 5.3(iii), we see that
Th_r)rolo Kr(0)=K, N(K)>O0.

Thus the conclusion (i) can be proved by Lemma 4.4.

Then we will prove the conclusions (ii) and (iii). Firstly, we fix an x € R" and let (X7}, u}) be the
corresponding optimal pair of Problem (SLQ)%. Applying It6’s formula to ¢t — (KX*(¢), X3(¢)) and
noting that lim,_,., (KX (1), X;(¢)) = 0, we have

—(Kx,x)=E f ) {2 (K[AX:(1) + Bu’(1)], X:(1))
0
+ (K[CX (1) + Du ()], CX(t) + Dui (1))

+ f (K[E@)X(1) + F@Ou“(D)], EO)X(1) + F(e)u;(t»v(de)}dt
VA

-F f ) { <[KA LATK+CTKC + f E6)" KE@)W(dO)X:(0), X;:(t)>
0

z

+2 <[BTK +D'KC + fF(Q)TKE(H)v(dH)]X;(t), uj‘c(t)>

VA

+ <[DTKD + f F(6)" KFO)(dO)li’(0), u;';(z)> }dt.

z
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On the flip side, we have
(Kx,xy = J'(x;u’) = E f [(QXj;,Xj;) +2(SX:,u’) + (Ru’, u;>]dz.
0
Adding the last two equations yields

0=F f ) '<£(K)X;,X;> + 2(MK)X, uy) + (N(Kuy, u) ]dt
0 |

e [ MO N MO, X3 + 2 MUK ) + N R, ) e
0 L

E f T [(@T NGRODXE, XY = 2 (NCODX, 1) + (NCK it i) ]dt
0 |
_E f INCOLEE) - DX, (1) — DX(0)) d.
0

Since N(K) =R+ D"KD + fz F(0)"KF(0)v(d) > 0, it is easy to get that
u () = DX (1), te]0,00),
and hence X is the solution of
dX;(t) = (A + BO)X(t)dt + (C + D)X (1)dW(t)
+ f[E(H) + F(O)DIX (1)i(dt, db), t € [0, 00),
X;0) = x.z
Since X € X[0, c0) and x is arbitrary, it is not hard to get that @ is a stabilizer of [A, C, E; B, D, F], and

the rest of the proof is clear. O

5.1.2. Open-loop and closed-loop solvability

As we have proved in Proposition 5.2, the condition H, > 0 is merely necessary for the existence
of an open-loop optimal control, and according to Theorem 5.4, the uniform positivity condition (5.5)
is only sufficient. In order to find the connection between the above, let us consider the following cost

functional for ¢ > O:
0/ \ & “/IfOo ST X(1) X(1)
Jf(x’”)‘Efo <( S R+l )( u(t) )( u(t) )>dt

= J'(x;u) + 6E f lu(t)Pdt
0
=((Hy +sDu,uy + 2(Hx,u) + (Hyx.x) .
Now we denote by Problem (SLQ)YS the problem of minimizing Jg(x; u) subject to the state equation

dX(t) = [AX(¢) + Bu(t)ldt + [CX(¢) + Du(t)]dW(¢)

+ f[E(H)X(t) + F(O)u(t)la(dt,do), te [0,),
X(0) = x, g
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and by Vg (x) the corresponding value function. Since we assume H, > 0, and then the operator H, + ¢/
is uniformly positive for all ¢ > 0, it is easy to apply Theorem 5.4 to Problem (SLQ)%. Thus we will
obtain a characterization for the value function V°(x) of Problem (SLQ)", while ¢ — 0.

Theorem 5.5. Let Assumptions 3.1-3.3 be satisfied. If [A,C,E] is L*-stable, and Problem (SLQ)", is
open-loop solvable, then the generalized ARE (5.1) admits a stabilizing solution K € S". Moreover,
VO(x) = (Kx, x) for all x € R".

Proof. According to Proposition 5.2, the open-loop solvability of Problem (SLQ)?, implies H, > 0.
Thus, for any ¢ > 0, the ARE:

{ LK) — M(K)TIN(K) + I M(K;) = 0, (5.11)

N(K)+¢I>0

admits a unique solution K. € S" such that V?(x) = (Kx, x) for all x € R" according to Theorem 5.4.
Then we define a stabilizer of [A,C,E; B,D,F]:

O, £ ~[N(K,) + I MK,). (5.12)

Thus, it follows that the unique open-loop optimal control u.(-; x) of Problem (SLQ)%s for the initial
state x is given by
u t; x) = OJI()x, =0,

since Il is a solution of the matrix SDE:

dT1.(7) = (A + BO)I(Ddt + (C + DO (1)dW(r)
+ f LE(O) + FO)D I (n)fi(dt,df), 1> 0,
M,(0) = I.

Then we denote U* € LIZF(R’"X”) to be a process which is defined in Proposition 5.2(iii). According to
the definition of the value function, it is easy to get that for any x € R" and ¢ > 0,

VO(x) +gE f ) | I (Dx1*dt < JO(x; DI (t)x) + GE f ) | IT.(t)x|*dt
0 0
= J2(x; DJI(H)x) = V2(x) = (Kex, x) < J2(x; U*x) (5.13)

=V'(x) +6E f \U*()xdt.
0
Equation (5.13) implies that for any x € R” and ¢ > 0,

VO(x) < (Kox, x) < VO(x) + GE f ) \U*(t)x[*dt, (5.14)
0

0<E f |0 I1.(t)x[*dt < E f |U*(£)x|*dt. (5.15)
0 0
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From (5.14)) we see that K = lim¢_,o K exists and VO(x) = (Kx, x) for all x € R".
From (5.15) we see that the family of positive semi-definite matrices:

0., =E f ()" @ O (1)dt, ¢ >0
0

is bounded, and the system [A + B®.,C + DO E + FO®.] is L*-stable for @, is a stabilizer of
[A,C,E; B, D, F]. According to Theorem 4.1, we have

O (A + BD.) + (A + BCD§)T®§ +(C + D<D§)T®§(C +DD,)
+ f[E(G) + F(G)CI)g]T O, [E®) + F(O)D] v(db) + CD;(I)g =0.
Z
It follows that

0<OID, < —[O.A+BOD) +(A+BD) O], V¢>0.

The above, together with the boundedness of {®.} __,, shows that

>0
D) <J(A+]D]), VYs>0, (5.16)

for some constant J > 0. Noting that (5.16) implies the boundedness of {®_} ~0» We may choose a
sequence {¢x}.; C (0, c0) with limy_,. ¢x = 0 such that ® = lim;_,, P, exists. Observe that

NEKID = lim[N(Ky,) + il 1, = = lim M(K,,) = ~M(K).
Thus, we have by Lemma 2.2 that
HZ(M(K)) € Z(N(K)), (5.17)
® = -NK) MK) + [I - N(K)'N(K)]O, (5.18)
for some ® € R"™". Notice that by (5.12), M(K,)" = —(DZ [N(K;) + ¢I]. Thus (5.11) can be written as

L(K,) - (I); IN(K) +¢ID, =0,
N(K,) + ¢l > 0.

Now let k — oo along {¢;};-,, then ¢, — O in the above. Thus we have

LK) - DTN(K)D = 0,
N(K) >0,

which, together with (5.17) and (5.18), implies that K solves the generalized ARE (5.1). Following we
will show that K is a stabilizing solution, and we need only to show ® € .7 [A,C, E; B, D, F]. To prove
it, we define IT as a solution of the matrix SDE:

dll(t) = (A + BO)II(#)dt + (C + DO)II(1)dW (1)
+ f[E(Q) + F(O)Q] II(0)i(dt, db), t=0,

V4
T(0) = 1.
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Since @, — ® as k — oo, we get I, (r) — II(7), a.s.for all # > 0. By Fatou’s lemma and (5.15), we get
that

E f |DII(7)x>dr < lim inf E f |®,, T1, (H)x|*dt
0 - 0

<E f \U*(H)xl*dt < o0, VxR
0
This implies ®I1 € LZ(R™"). Thus, by Proposition 4.2, it is easy to get that II € LZ(R™™").
Consequently, ® € J[A,C,E; B, D, F]. O

According to Theorem 5.5, if [A, C, E] is L*-stable, then the existence of a stabilizing solution to the
generalized ARE is necessary for the open-loop solvability of Problem (SLQ)",. Later we will show
that the converse is also true.

Proposition 5.6. Let Assumptions 3.1-3.3 hold. Suppose that the generalized ARE (5.1) admits a
stabilizing solution K € S". Then Problem (SLQ)", is closed-loop solvable.

Proof. Let X(-) = X(+; x, u) be the solution of the following equation:

dX(t) = [AX(¢) + Bu(t)ldt + [CX(¥) + Du(1)]dW(¢)

+ f[E(H)X(t) + F(O)u(t)a(dt, do), te€ [0, 0),
X(0) = x, ‘

for arbitrary fixed initial state x and admissible control u € % . Applying It6’s formula to ¢ +—
(KX(1), X(1)), it is easy to get that

—(Kx.x)=F f ) [<(KA +ATK + CTKC + f E(Q)TKE(G)v(dG))X(t), X(t)>
0 V4

+2 <(BTK +DTKC + f F(H)TKE(H)v(dH))X(t), u(t)>

z

+<(DT1<D+ f F(@)TKF(@)v(de))u(t), u(t)> ]dt.
VA

Thus, we have

Ofve _ S LK) ME)T N[ X(@) X(1)
J(x;u) (Kx,x)—E[) <( ME)  NK) )( u(t) ),( u(t) )>dt.

By the extended Schur’s lemma (Lemma 2.3), we obtain

LK) ME)T o
M) N(K) |~

Thus,
P u) > (Kx,xy, Yue. (5.19)
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On the flip side, we can choose a ® € R™" such that the matrix
D" 2 ~N(K)'MK) + [I - N(K)' N(K)]®
is a stabilizer of [A, C, E; B, D, F] since K is stabilizing. By Remark 5.2,
NEK)D* = —M(K), MEK) ®* = —(®")" N(K)D* = —M(K)" N(K)' M(K).
Thus, for any x* € R”,
LK) MK)T x* x*
M(K) N(K) O x* |7\ O*x*
= ([L(K) + 2M(K)"®* + (O")" N(K)D*]x", x*)
= ([L(K) - M(K)"N(K) M(K)1x", x") = 0.

(5.20)

Following we will show that (®*,0) is a closed-loop optimal strategy of Problem (SLQ)",. Firstly, let
X* be the closed-loop state process corresponding to (x, ®*, 0):

dX*(t) = (A + BO")X*()dt + (C + DO")X*(1)dW(t)
+ f [E©) + F(OQ']X ()ii(dt,db), 1€ [0, 00),
Z
X*(0) = x.
Then, applying It6’s formula to t — (KX*(¢), X*(¢)) and using (5.20), we obtain

JO(x; ®*X*) — (Kx, x)
_Ef‘” LK) MK)T X*(1) X0 N —o
7 Jo WME) N(K) o X*(1) )7\ O X*(2) e

Combining the last equation with (5.19), the conclusion is proved. O

Remark 5.3. According to the proof of Proposition 5.6, it is clear that if K is a stabilizing solution to
the generalized ARE (5.1), then V°(x) = (Kx, x) for all x € R".

Combining Remark 5.1, Theorem 5.5, and Proposition 5.6, we have the following result.

Theorem 5.7. Let Assumptions 3.1-3.3 be satisfied. Suppose that [A.C,E] is L*-stable. Then the
following statements are equivalent:

(i) Problem (SLQ)", is open-loop solvable;

(ii) Problem (SLQ), is closed-loop solvable;

(iii) The generalized ARE (5.1) admits a unique stabilizing solution.

5.1.3. Nonhomogeneous problems

Following we will focus our attention to Problem (SLQ)., and show a result that is similar to
Theorem 5.7.
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Denote by Q a stabilizer of [A, C, E; B, D, F], and define
A=A+BQ, C=C+DQ, E=E+FQ,
S=S+RQ, 0=0+5S"Q+Q7S +Q"RQ, (5.21)
qg=q+Qp.
Then we use X(-; x, v) to denote the solution of the following state equation
dX(t) = [AX(1) + Bv(t) + b(t)]dt
+ [CX(t) + Dv(t) + o (H)]dW(t)
+ f [E@)X() + FO)Wv() + h(0))a(dt,dd), t >0,
. z
X0)=x

(5.22)

with regard to x and v. And we have the cost functional

JOov) 210 QX +v)

B f‘” [< Q ST X X(t) >
— S R J\QX®+v(®) )\ QX(@®) +v()

q(t) X() (5.23)
+2<(p<r>)’(m2<r>+v<r>)>]d’

= S % OO A0 e

It is easy to find that [A, C, E] is L*-stable. And we denote by (SLQ)., the problem of minimizing (5.23)
subject to (5.22). According to Proposition 4.3, we have the following obvious conclusions about
Problem (SLQ)...

Proposition 5.8. Under Assumptions 3.1-3.3, let Q be a stabilizer of [A,C,E; B,D,F]. Then
(i) Problem (SLQ).. is open-loop solvable at x € R" if and only if Problem (SLQ).. is so. In this case,
Vv* is an open-loop optimal control of Problem (SLQ)., if and only if u* £ v* + QX(-; x,v*) is an open
-loop optimal control of Problem (SLQ).,
(ii) Problem (SLQ)., is closed-loop solvable if and only if Problem (SLQ)., is so. In this case, (Q*,v*)
is a closed-loop optimal strategy of Problem (SLQ)., if and only if (Q* + Q,v*) is a closed-loop optimal
strategy of Problem (SLQ ).

Following we will show the main result of this section.

Theorem 5.9. Under Assumptions 3.1-3.3 and (A), we have the following equivalent statements:
(i) Problem (SLQ) is open-loop solvable;

(ii) Problem (SLQ)., is closed-loop solvable;

(iii) The generalized ARE (5.1) admits a stabilizing solution K € S", and the BSDE

dn = —{ [A = BN(K)' M(K)]"n + [C = DN(K) M(K)]" (&1 + Kor)
4 f [E6) — FONK) M(K)]" [£, + Kh(t, )] v(df) — M(K)TN(K)'p (5.24)
VA

+ Kb + q}dt + 4dW(t) + f{zﬂ(dt, dg), t>0,
V4
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admits an L*-stable adapted solution (1, (,, {») such that

@(t) = B'n(t) + DT[5i(1) + Ko(0)] + fF(H)T[éz(t) + Kh(1, )]v(d0) + p(t) € Z(N(K)),
V4

(5.25)
ae. t€[0,00), a.s.
In the above case, all closed-loop optimal strategies (O*,v*) are given by
Q" = -N(K)' M(K) + [I - N(K)'N(K)]®, (5.26)
v = -N(K) '@+ [ - NK)NK)w, '

where ® € R™" and w € L%(Rm) are arbitrary. And it turns out that ®* € [A,C,E;B,D, F). Then
every open-loop optimal control u* for the initial state x admits a closed-loop representation:

u'(t) = O°X(#) +v'(r), tel0,0), (5.27)

where (O*,v*) is a closed-loop optimal strategy of Problem (SLQ)., and X* is the corresponding closed-
loop state process. Moreover,

V(x) = (Kx, x) + 2E (n(0), x)

+E f oo[(KO',0'>+ f (Kh(t, 0), h(t, 0)) v(dO) + 2 (n, b) + 2 (L1, o)
0 V4

+2<52, f ht, 9)v(d9)>—<N(K)Tw, @) ]dt.
V4

Proof. Since Remark 5.1 holds, it is obvious that the implication (ii) = (i) follows.

To prove the implication (i) = (iii), we will consider Problem (SLQ)., firstly. According to
Proposition 5.8(i), it is open-loop solvable. Since the system [A, C, E] is L?-stable, it is easy to get
that by Proposition 5.2 and Theorem 5.5, the ARE

KA+A"K +C"KC + f E@t,0)TKE(t,0)v(d) + O
VA

—|KB+C"KD + f E(t,0)"KF(t,0)v(d0) + ST
| V4 R

z

1 f
X|R+ D"KD + fF(t, 0)"KF(t, H)V(dé)]

=0, (5.28)

x|BTK + DTKC + f F(t,0)"KE(t,0)v(d0) + S
4

Z|B"K + D'KC + fF(t, O)TKE(r,0)v(do) + S | C

z

Z|R+ D'KD + fF(t, 0 KF(t, G)V(da)] ,
z

N(K) =R+ D'KD + f F(t,0)"KF(t,0)v(dd) > 0
Z

admits a (unique) stabilizing solution K € S". Choose a I' € R™" such that

o = —NK)|[BTK+ DTKC + f FOTKE@V(d0) + § |+ 11 - NGO NGO
Z
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is a stabilizer of [A, C,E;B,D, F]. According to Remark 5.2 and (5.21),

NE)(Q +Q) = - [BTK +D"KC + f FO)TKE@®)WV(dO) + S | + N(K)Q

V4

(5.29)
= — [BTK +D'KC + fF(Q)TKE(G)v(dG) +S

VA

= -M(K).

It follows that Z(M(K)) € Z(N(K)). Substituting (5.21) into the first equation of (5.28) gives
0 =L(K) + M(K)"Q + Q" M(K) = M(K)" N(K)' M(K)
— M(K)"N(K)'N(K)Q — Q" N(K)N(K)" M(K)
=L(K) - M(K)"N(K)' M(K) + M(K)"[I = N(K)"N(K)]1Q
+ Q[ - NIKON(K) IM(K)
=L(K) - M(K)"N(K)' M(K) — (Q* + Q)T N(K)[I - N(K)'N(K)|Q
— Q[ - NN K IN(K)(Q" + Q)
=L(K) = M(K)TN(K) M(K).
Therefore, K solves the ARE (5.1). Since Q" + Q is a stabilizer of [A,C, E; B, D, F1], it is easy to get
that K is stabilizing according to (5.29) and Lemma 2.2.
Now choose ® € R"™" such that the matrix
O 2 -NEK)MK)+[I-NK)INK)O
is a stabilizer of [A, C, E; B, D, F'], and think over the following BSDE on [0,c0):
dn(t) =—|(A + B®) '+ (C+ DD)'({, + Ko) + f(E(G) + F(6)D)"
z

(5.30)
- (& + Kh(t,0)v(d6) + D p + Kb + q]dt +0dW(E) + f Lji(dt, db).
zZ

Since [A + B®,C + DD, E + F®] is L*-stable, it is not hard to get the conclusion that (5.30) admits
a unique L’-stable adapted solution (1,;,{,) by Lemma 3.2. Now we let X(-) = X(-;x,u) be the
corresponding state process for fixed but arbitrary x and u € % . Applying 1t6’s formula to ¢ +—
(KX(t), X(1)), then it follows that

—(Kx,x)=E f ) [<(KA +ATK+CTKC + f E(G)TKE(H)v(dH)) X, X>
0

z

+2 <(BTK +D'KC + fF(H)TKE(H)V(dQ)) X, u>

z

+<(DTKD+ f F(H)TKF(G)V(dé’)) u, M>
VA

+2 <CTKcr + Kb+ f EO)"Kh(t, 0)v(d6), X>

z

+2 <DTK0' + fF(G)TKh(t, 0)v(de), u>

V4

+(Ko,o) + f(Kh(t, 0), h(t, 0)) v(d@)] dt.
z

AIMS Mathematics Volume 8, Issue 2, 4042-4078.



4072

Applying 1t6’s formula to # — (n(r), X(¢)) yields

E (n(0), x) = E f ) [<q>T (BTn +D'l,+D Ko +p + f FO)T (& + Kh(t, 9))v(d9)) , X>
0 Z

+ <CTK0- +Kb+q+ fE(G)TKh(t, 0)v(d6),X>

z

— <BT77 +D" + fF(Q)T{ZV(dH), u>
z

—(n,by = {1, 0) - <§2, f h(t, 9)v(d9)>] dr.

z
Denote w(t) = B'n(t) + DT[{(t) + Ko(1)] + fz F(t,0)T [ (1) + Kh(t,0)]v(dO) + p(t), then we have

J(x;u) — (Kx, x) — 2E (n(0), x)

= ]Efoo |:<£(K)X,X> + 2<M(K)X, l/l> + <N(K)u, l/l> _ 2<@TW,X> " 2<w, Lt> + <K0', 0‘>
0

+2(n,b)+2{(,,0)+ f(Kh(t, 0), h(t, 0)) v(dO) + 2 <§2, fh(t, 9)v(d9)> ]dt (5.31)
z z :

= ]Ef‘x’ [(N(K)(u— OX),u — OX) + 2(w,u — OX) + (Ko, o) +2{(n,b) +2{{,0)
0
+ f(Kh(t, 0), h(t,0)) v(d6) + 2<{2,fh(t, 0)v(d0)> ]dt,
z Z

Now we assume that u* is an open-loop optimal control of Problem (SLQ)., for the initial state x, and
Xo(; x,v) is a solution to the following SDE:

dXo(1) = [(A + B®)Xo(t) + Bu(r) + b(1)]dt

+ [(C + D®)Xo (1) + Dv(1) + o()]dW (1)

+ f [(EB) + F(O)D)Xo (1) + Fv(t) + h(t, 0))i(dt, d6), 1 € [0, o),
Xo(0) = x € .

By Proposition 4.3, we have the conclusion that any admissible control with respect to the initial state
x 1s of the form

DXp(; x,v) +v, veLAR™.

Thus u* = ®X¢(-; x,v*) + v* for some v* € LIZF(R’”). Then we have

J(x; O X (- x, V) +v*) = J(x;u')

5 m (5.32)
< J(x PXo(5x,v) +v), Vv e Ly(R™).

Since we take u = ®X4(-; x, V) + v, it is easy to get that
XCix,u") = Xo(5x,v), X x,u) = Xo(-; x,v),

AIMS Mathematics Volume 8, Issue 2, 4042-4078.



4073

thus, according to (5.31) and (5.32), it follows that for any v € LI%(R’"),

E f“’ [N(KW* vy + 2{(w,v*)] dt
0
= J(x;u") — (Kx, x) — 2E (n(0), x)

-E foo (Ko,o) + f(Kh(t, 0), h(t,0)) v(dO) + 2{n,b) + 2,1, 0) + 2 <{2, fh(t, 9)v(dt9)> dt
0 z |

I z
< J(x;u) — (Kx, x) — 2E(n(0), x)

- ]Efoo (Ko, o) + f(Kh(t, 0), h(t,0)) v(d6) + 2{n, b) + 24,1, 0) + 2<{2, fh(t, 0)v(d9)> dt
o | z z |

=E fw [IN(K)Wv,v) + 2{(w,v)]dt.
0

The above inequality implies that v* is a minimizer of the functional

Hyv)=E f"o [(IN(KWw,v) +2(w,v)]dt, ve L]%(Rm).
0

Thus, it follows that
NEWV +w@=0, a.e.t>0, a.s.

By Lemma 2.2, we have

w € Z(N(K)), and
{ v = —N(K)'@ + [I = N(K)'N(K)| 9 for some @ € L2 (R™).

Observing that
[qf + M(K)"NK) ] o=-07 [1 - N(K)N(K)*] NEK)W* =0,
we obtain

(A+BD) n+ (C+DD) (5 +Ko)+ | [EW©) + FOP" [& + Kh(t,0)] v(d) + ®Tp + Kb + g

S

z

=ATp+C' (L1 + Ko) + fvE(G)T [ + Kh(t,0)] v(dO) + Kb+ g + O
z

=ATp+C' (51 + Ko) + fE(@)T [, + Kh(t,0)] v(d6) + Kb + g — M(K)"N(K)' @
V4
= [4- BN M(K)| 0+ [€ = DN(KY MK)| (&1 + Kor)

+ f |E®) - F(@)N(K)TM(K)]T (&> + Kh(t, )] v(d6) — M(K)TN(K)'p + Kb + q.
z
Thus, it follows that (1,{,{,) is an L*-stable adapted solution of the BSDE (5.24). And from
Remark 2.1, we have

(w,v') = —(N(KW' v = — <N(K)Tw, w>.
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Therefore, since we replace u by u* = ®Xe(+; x,v*) + v* in (5.31), it is not hard to get that

Vix) = J(x;u”)
= (Kx, x) + 2E (n(0), x)

+Ef
0

+E f‘x’ N(KW' v + 2{(w,v*)] dt
0
= (Kx, x) + 2E (n(0), x)

+E foo (Ko, o) + f(Kh(t, 0), h(t,0)) v(dO) + 2<(n,b) + 2({1,0) + 2 <{2, fh(t, 9)v(d0)>] dt
0 z

VA
_ i
E I) <N(K) w, w) dt.

V4

(Ko, o) + f(Kh(t, 0),h(t,0))v(dO) +2{(n,b) +2{{,,0) +2 <§2, fh(t, 9)v(d9)>] dt
z

Finally, to prove the implication (iii)=(ii), we firstly take an arbitrary (x,u)e R" X % and let X(-) =
X(+; x, u) be the corresponding state process. According to (5.31), we have

J(x;u) = (Kx, x) + 2E (n(0), x)
+E f ) [(KO', o) + f (Kh(t.0), h(t, 0)) v(d6)
0 V4
20 by +2{0, o)+ 2 <§2, f ht. 9)v(d9)> ]dt (5.33)
Z
+E f ) [(L(K)X, X + 2 (ME)X. 1)
0

+ (NGO ) +2 (0,1 + N(KY M(K)X) ]dt.

Let (®*, v*) be defined by (5.26). Then by Lemma 2.2 and Remark 2.1, we have

MEK) = -N(K)D*, LK) = MK)"NEK) MK) = (D) N(K)D*,
@ =-NEK)W, NENK) MK)=-NK)D.

Then we substitute the above into (5.33) and complete the square, it follows that

J(x;u) = (Kx, x) + 2E (n(0), x)

+E f w[<1<a,<r>+ f (Kh(t, 0), h(t, 0)) v(d6) + 2 (0, b) + 2{Z1, o)
0 V4
(5.34)
+2<gz, f h. 6)v(d9)>—<N(K)v*,v*) dt

z

+ Ef INK)Y(u— DX —v),u— DX —v")dt.
0
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Thus, owing to N(K) > 0 and ®@* is a stabilizer of [A, C, E; B, D, F1], it is not hard to get that
J(x;u) = (Kx, x) + 2E(n(0), x)
+E f | (koo + f (Kh(t, 0), ht, 0)) v(d6) + 2 (n,b) + 21, )
0 z (5.35)
+ 2<{2, fh(t, 0)v(d0)> —(N(K)W",v") |dt
V4
=Jx; X" +v), VxeR", Yue,

which shows that (®*, v*) is a closed-loop optimal strategy of Problem (SLQ),.
Finally, assume that (®, V) is an another closed-loop optimal strategy, and X is the solution of the
following closed-loop system

dX(t) = [(A + B®)X(1) + Bv(¢) + b(1)]dt
+ [(C + DD)X(2) + DV(t) + o () ]dW (?)

+ f[(E(G) + F(O)D)X (1) + F(O)¥(1) + h(t, 0)i(dt,db), t € [0, o),
X(0) = x € &,
Since we denote by it = ®X + v the outcome of (®, V), it is obvious that
X(t; x,11) = X(®), t>0.
Now (5.34) and (5.35) imply that
V(x) = J(x;u1) = (Kx, x) + 2E (1(0), x)

0 V4 V4
—(N(KW*,v") ]dt
+E f (N - @°X = v, it — DX = V") dt
0
=V((x)+E f IN(K)2(OX + v — ®*X — v)|dt,
0
from which we have that
N(K)H (DX + - DX —v) =0, VxeR"
Multiplying the above by N (K )2, we obtain

NEK)D - D)X + N(K)¥—v) =0, VxeR". (5.36)

Since ®, ®*, 7, and v* are independent of x, and (5.36) holds for all x € R”, it is easy to get that for any
x € R", the solution X, of

dXo(t) = (A + BO)X,(1)dt + (C + DD)Xo(t)dW (1)
+ f[E(H) + F(0)®]Xo(n)a(dt, db), 1 € [0,00),

V4
Xo(0) = x,
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satisfies N(K)(CT) — O X, = 0. It follows that N(K)(dv) — @) = 0 and hence N(K)(¥ —v*) = 0. Now
we have
NE)D = N(K)D* = —M(K), NEK)Y=NEKW = -.

According to Lemma 2.2, (®, %) must be of the form (5.26). Since we denote X the corresponding
optimal state process, if i is an open-loop optimal control for the initial state x, it is not hard to get that

N - DX —v) =0,

1.e.,
N(K)i = N(K)D*X + N(K)W' = -MK)X - w.

According to Lemma 2.2, there exists aw € LI%(R’") such that
it = -NEK) MEX - NK)' @ + [1 — N(K)} N(K)] w
= [~-NE)MEK) + [I - N(K)'N(K)| 0} X
~ NK) '@ + [1 ~ N(K)} N(K)] (w — OX),
where ® € R™" satisfies
~N(K)'MK) +|I - N(K) N(K)|© € T[A,C,E; B, D, F],

which shows that # has the closed-loop representation (5.27). O
6. Conclusions

This paper mainly studies a kind of stochastic LQ optimal control problem with jumps in an infinite
horizon. Firstly, we prove that the L?-stabilizability of our control system is equivalent to the non-
emptiness of the admissible control set for all initial state and is also equivalent to the existence of a
positive solution to some integral ARE. Then we conclude the equivalence of the open-loop and closed-
loop solvability and the existence of a stabilizing solution of the associated generalized ARE. Finally,
we explore that any open-loop optimal control for the initial state admits a closed-loop representation,
and the representation is obtained.
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