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Abstract

This paper deals with a constrained investment problem for a defined contribution (DC)
pension fund where retirees are allowed to defer the purchase of the annuity at some future time
after retirement.

This problem has already been treated in the unconstrained case in a number of papers.
The aim of this work is to deal with the more realistic case when constraints on the investment
strategies and on the state variable are present. Due to the difficulty of the task, we consider
the basic model of [Gerrard, Haberman & Vigna, 2004], where interim consumption and annu-
itization time are fixed. The main goal is to find the optimal portfolio choice to be adopted by
the retiree from retirement to annuitization time in a Black and Scholes financial market. We
define and study the problem at two different complexity levels. In the first level (problem P1),
we only require no short-selling. In the second level (problem P2), we add a constraint on the
state variable, by imposing that the final fund cannot be lower than a certain guaranteed safety
level. This implies, in particular, no ruin.

The mathematical problem is naturally formulated as a stochastic control problem with
constraints on the control and the state variable, and is approached by the dynamic program-
ming method. We give a general result of existence and uniqueness of regular solutions for
the Hamilton-Jacobi-Bellman equation and, in a special case, we explicitly compute the value
function for the problem and give the optimal strategy in feedback form.

A numerical application of the special case — when explicit solutions are available — ends
the paper and shows the extent of applicability of the model to a DC pension fund in the
decumulation phase.
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1 Introduction

In countries where immediate annuitization is the only option available to retiring members of de-
fined contribution (DC) pension schemes, members who retire at a time of low bond yield rates have
to accept a pension lower than the one available with higher bond yields (so-called annuity risk).
In many countries, including Argentina, Australia, Brazil, Canada, Chile, Denmark, El Salvador,
Japan, Peru, UK, US, the retiree is allowed to defer annuitization at some time after retirement,
withdraw periodic income from the fund, and invest the rest of it in the period between retirement
and annuitization. This allows the retiree to postpone the decision to purchase an annuity until a
more propitious time. This flexibility is usually referred as “programmed withdrawal (option)”.!
For a detailed survey on the several forms of benefits provided by the programmed withdrawals
option, we refer the interested reader to [Antolin, Pugh & Stewart, 2008]. There are often limits
imposed on both the consumption and on how long the annuity purchase can be deferred. On

1Other equivalent expressions are: phased withdrawal, scheduled withdrawal, allocated annuities, allocated pen-
sions, allocated income streams, and income drawdown.



the other hand, there is virtually unlimited freedom to invest the fund in a broad range of assets.
While this option allows the retiree to aim to a final annuity higher than that purchasable at
retirement, the evident drawback consists in the possibility of ruin, i.e. exhausting the fund
while still alive. The three degrees of freedom of the retiree (amount of consumption, investment
allocation, and time of annuitization), together with the important issue of ruin possibility,
have been investigated in the actuarial and financial literature in many papers. Among others,
[Albrecht & Maurer, 2002, [Blake, Cairns & Dowd, 2003], [Gerrard, Haberman & Vigna, 2004],
[Gerrard, Haberman & Vigna, 2006], [Gerrard, Hgjgaard & Vigna, 2010], [Milevsky, 2001],
[Milevsky, Moore & Young, 2006], and [Milevsky & Young, 2007].

In this paper, we consider the position of a representative participant of a defined contribution
pension fund who retires and compulsorily has to purchase an annuity within a certain period
of time after retirement. In the interim the accumulated capital is dynamically allocated while
the pensioner withdraws periodic amounts of money to provide for daily life, in accordance with
restrictions imposed by the scheme’s rules or by legislation. In particular, we assume that an
individual who retires acquires control of the fund at her disposal, which is invested in a market
that consists of a risky and a riskless asset. The value of the risky asset is assumed to follow a
geometric Brownian motion model. The retiree is given only one degree of freedom, namely the
investment allocation. The income withdrawn from the fund in the unit time is assumed to be
fixed and the retiree is obliged to annuitize at a fixed future time.

This kind of problem is naturally formulated as a stochastic optimal control problem, once the
utility or loss function is selected. In the presence of a quadratic loss function, this problem has
been considered in [Gerrard, Haberman & Vigna, 2004], [Gerrard, Haberman & Vigna, 2006], and
in [Gerrard, Hgjgaard & Vigna, 2010]. In the first work, the control variable is the investment
strategy, in the second one the control variables are the investment and the consumption policies,
while in the last paper the retiree is allowed to choose the annuitization time, together with the
investment-consumption policies. We notice that in all these papers the controls are unrestricted
and, apart in [Gerrard, Hgjgaard & Vigna, 2010], the no-ruin constraint is absent. This can be
explained by the considerable greater difficulty of the task, whenever constraints are added into
the model. For this reason, in this paper we select the simplest of the above mentioned models,
i.e. the model in [Gerrard, Haberman & Vigna, 2004], and add constraints on both the control and
the state variable. In particular, we study what happens to the optimal investment strategy when
a short-selling constraint and a final capital requirement are added to the basic model. Ongoing
research aims at characterizing the optimal policy in the presence of the borrowing constraint.
Furthermore, the extension to a model allowing for the three possible choices outlined, as well as
restrictions on the controls, is in the agenda for future research. To the best of our knowledge, this
is the first paper that deals with restrictions on the investment strategy together with the final
capital requirement in the decumulation phase of a DC pension scheme.

From the methodological point of view, we tackle the problem by the dynamic programming ap-
proach, studying the associated Hamilton-Jacobi-Bellman (HJB) equation. The main issue with
respect to the previous literature is the addition of the state constraints coming from the final cap-
ital requirement (see problem (P2) below). Indeed, while in [Gerrard, Haberman & Vigna, 2004]
explicit solutions of the associated HJB equations are always found, the addition of a state con-
straint in our problem imposes suitable boundary conditions that make much more difficult (maybe
impossible) to find explicit solutions of the associated HJB equation. Then, to use the machin-
ery of the dynamic programming in its whole power, we need to prove existence and uniqueness
of regular solutions of the HJB equation (as this is the departure point to prove existence of
optimal feedback strategies and to perform a numerical application of them). In this case the



regularity of solutions of the HJB equation is difficult to study since this is a fully nonlinear,
degenerate parabolic equation. Similar equations have been studied in the autonomous case in
[Di Giacinto, Federico & Gozzi, 2010] and [Zariphopoulou; 1994] finding regularity results, but we
did not find results useful for this time-dependent case in the literature. Thus, we have used an ad
hoc procedure to transform the equation into a “dual” one which turns out to be semilinear, and
so more treatable. This allows us to prove a regularity result for the general problem and to find
explicit solutions in a special but still realistic case.? We stress the fact that this regularity result
may allow to prove the existence of optimal feedback strategies through a verification theorem. We
did not do it for brevity in the general case, concentrating on the case when explicit solutions can
be found (see Section 4.5 and 5).

The remainder of the paper is organized as follows. In Section 2, we introduce the model and
list three problems to be solved, according to their difficulty. Namely, the problem of short-selling
constraint (P1), the problem of short-selling constraint plus final capital requirement (P2), the
problem of short-selling and borrowing constraints plus final capital requirement (P3). In Section
3, we tackle problem (P1) and solve it via the dynamic programming approach, proving various
results about the value function, and providing both value function and optimal feedback policies
in closed-form. Section 4 represents the theoretical core of the paper. Therein, we consider problem
(P2), pass to the dual problem and use the viscosity approach to characterize the value function
and to prove the regularity of the solution, which in general cannot be found in closed-form. In
Section 5, we consider as a particular case the problem (P2) without the running cost, find the
solution in closed-form, and show a numerical application that highlights the potential applicability
to a DC pension plan. Section 6 concludes and outlines further research.

2 The model

In this section, we outline the model and describe the problem faced by the member of a pension
scheme. In Subsection 2.1, we describe the financial market and define three different constrained
optimization problems, ordered by complexity level. In Subsection 2.2, we specify the preferences
of the individual, i.e. her loss function.

2.1 The financial market and three different constrained problems

In our model, we consider the position of an individual who chooses the income drawdown option at
retirement. We assume that final annuitization is compulsory at a certain age. Thus, the individual
withdraws a certain fixed income until she achieves the age when the purchase of the annuity is
compulsory. Without loss of generality, we assume that the individual retires at time s = 0 and that
compulsory annuitization occurs at time s = 1. Bequests motives are absent and the only reason
for taking programmed withdrawals is the hope of being better off than immediate annuitization
when ultimate annuitization takes place. The fund is invested in two assets: a riskless asset with
constant instantaneous rate of return r > 0, and a risky asset whose price follows a geometric
Brownian motion with constant volatility o > 0 and drift u := r + o3, where 8 > 0 is the so-called
Sharpe ratio or risk premium. The pensioner withdraws a fixed amount by > 0 in the unit of time.

2This procedure has been used, e.g., in [Elie & Touzi, 2008], [Gao, 2008], [CGerrard, Hgjgaard & Vigna, 2010],
[Milevsky, Moore & Young, 2006], [Milevsky & Young, 2007], [Schwartz & Tebaldi, 2006], and
[Xiao , Zhai & Qin, 2007], but only to find explicit solutions and not to study the regularity of the solution
of the HJB equation from a theoretical point of view.



Therefore, according to [Merton, 1969] the state equation that describes the dynamics of the fund

wealth X () is the following

dX(s)=[(r+ (u—1)0(s))X(s) — bolds + c0(s) X (s)dB(s), se€[0,T], (1)
X(O) = 2o,

where zp > 0 is the fund wealth at the retirement date s = 0, B(+) is a standard Brownian motion on
a filtered probability space (Q, F,F = (FP)i>0, P) and 6(-) is the investment strategy representing
the share of portfolio invested in the risky asset.3

The dynamics of the wealth can be rewritten using a different control variable, namely the amount
of money m(-) invested in the risky asset. In this case, the equation describing the dynamics of the
fund wealth is

(2)

{dX(s) = [rX(s)+ (u—r)7(s) — bo] ds + om(s)dB(s), s€[0,T],
X(O) = X.

The two control variables 6(-) and 7 (-) are linked by the relationship

Differently from the classical pure investment problem, we notice that the constraint X () > 0 is
not automatically satisfied due to the outflow term by > 0 in the state equation (1) or (2). In such
a situation, the no short-selling constraint in term of 6(-) should be written as

{ 6(-) >0, if X(-)>0,
6(-) <0, if X(-) <0,

depending also on the current sign of the state variable. On the contrary, when the control variable
is 7(+), the no short-selling constraint can be written more easily as

7(-) > 0.

For this reason, we choose to treat the problem using the representation with 7(-) and (2), rather
than 6(-) and (1). We remark that the representation with 0(-) and (1) would be more suitable in
the case of no short-selling and no borrowing constraints (problem (P3) below): in this case the
bilateral constraints on the investment strategy become simply 6(-) € [0, 1].

Almost all works present in the literature considering optimization problems in DC pension schemes
have been solved without constraints on the control variables and the state variable. It is worth
noticing that to the best of our knowledge only [Di Giacinto, Federico & Gozzi, 2010] solve a con-
strained portfolio selection problem in a DC pension scheme. This is due to the mathematical
difficulty of the problem with constraints and justifies the choice of simplifying assumptions in this
setup, such as the fixed consumption rate and the fixed annuitization time. We intend to relax these
assumptions in future work. Given the hard mathematical tractability of this kind of problem, we
here present three different constrained problems ordered by increasing complexity level.

(P1) No short-selling: the problem is written in terms of the amount of money invested in the
risky asset, 7(-), and the set of admissible strategies is

{m(-) =0}

3F is the Brownian filtration augmented with the P-null sets, so it satisfies the usual conditions.




(P2) No short-selling and final capital requirement: the problem is written in terms of the amount
of money invested in the risky asset, 7(+), and the set of admissible strategies is

{m(:)>0: X(T) > S as.},
where S > 0.

(P3) No short-selling, no borrowing and final capital requirement: the problem is written in terms
of the share of portfolio invested in the risky asset, 6(-), and the set of admissible strategies
is

{0<6(-)<1 : X(T)> S as.},

where S > 0.

Let us notice that in problems (P2) and (P3) the final capital requirement X(7) > S > 0 a. s.
implies in particular no ruin, i.e. X(-) > 0 (see Proposition 4.1-(5)). In this paper, we will address
(P1) and (P2), leaving (P3) for further research.

2.2 The loss function

The preferences of the pensioner are described by the loss function
L(s, ) := (F(s) — ), (3)

where the target function F'(-), i.e. the target that the agent wishes to track at any time s € [0, T,
is given by

b b

F(s):= =+ <F - 0> eI,

r r
The quantity F' € (0,bo/r) is the target fund desired at terminal time 7" and can be chosen
arbitrarily. Typically, the final target F' as well as the fixed consumption rate by will depend on the
initial wealth zy or on the replacement ratio achievable with it. The quantity F' is also associated
to the risk profile of the member: a high F is associated to a less risk averse retiree, and vice versa.

The choice of a quadratic loss function is motivated by the fact that, expectedly, it has been shown
to produce an optimal portfolio that is mean-variance efficient (see [Hgjgaard & Vigna, 2007]).
Indeed, there is no other portfolio that provides a (strictly) higher expected value with the same
variance, and no other portfolio that provides a (strictly) lower variance with the same mean.

Furthermore, this choice of the target function has several advantages.

Firstly, its interpretation is pretty clear. Should the fund hit F(s) at time s < T, the pensioner
would be able to consume by from s to T by investing the whole portfolio in the riskless asset, and
achieve the desired target F' at time T' of compulsory annuitization. Clearly, in this case the loss
function computed on the state trajectory corresponding to this riskless strategy would be 0 at any
time s <t < T. As a matter of fact, it will be shown that if the fund is equal to the target, the
optimal strategy is the null one.

Secondly, the possibility that deviations above the target can produce unreasonable positive loss is
prevented. In fact, [Gerrard, Haberman & Vigna, 2004] show that the optimal fund never reaches
the target, provided that at initial time s = 0 the fund z¢ is lower than the target F'(0).



Thirdly, it can be shown that, by choosing a loss function that does not penalize deviations above

the target, such as
= [ (F(s)—x)?, ifx<F(s),
Lls,z) = { 0, if 2> F(s),

the optimal policy in the region of interest (i.e. below the target level) is equal to that found with
the loss function (3). This desirable feature occurs both in problem (P1) and in problem (P2) (see
Remark 3.13 and Remark 4.5).

The general optimization problem consists in minimizing over the set of admissible strategies the
functional

E [/T ke P L(s, X (s))ds + e PTL(T, X(T))| , (4)
0

where p is the individual discount factor, x > 0 is a weighting constant which measures the
importance of the running cost in the period before annuitization relative to the final cost at
time T'.

3 Dynamic Programming for (P1)

In this section, we solve the problem (P1) using the dynamic programming approach and calculate
explicitly the value function and the optimal feedback strategy. In order to do this, we define the
problem for generic initial data (t,z) € [0,7] x R*. As specified above, the control strategy here
is represented by the amount of money 7(-) invested in the risky asset, so we consider the state
equation

{dX(s) = [rX(s) + (u—r)7(s) — bo] ds + om(s)dB(s), s € [t,T], )

X(t) ==,

where z € RT. Let us define the filtration F* := (F})cp 1), where F is the o-algebra generated by
(B(u) — B(t))uelt,s) augmented with the P-null sets, and the set of admissible strategies

Maq(t) := {n(-) € L*(Q x [t,T);RT) | n(-) is Fl-prog. meas.}.

For any =(-) € Il.q(t) equation (5) admits a unique strong solution on (2, F,P) (see
[Karatzas & Shreve, 1998], Section 5.6.C), and we denote it by X (-;¢,2,7(+)).

We are interested in solving the following optimization problem: for given (¢,z) € [0,T] x RT,
T
minimize J(t,z;7(:)) :=E {/ ke P L(s, X (s;t,x,7(-)))ds + e PTL(T, X (T;t,z,7(-)))
t

over the set of admissible strategies m(-) € II,4(t).

3.1 Properties of the value function

The value function for the problem is defined as

V(t,z):= inf J(t,x;7w(-)), (t,x)€[0,T]xR.

m(-)EMaa(t)

Clearly, we have V(t,z) > 0 for every (¢t,z) € [0,7] x R. We now prove some properties of the
value function.



Lemma 3.1. Lett € [0,7] and x = F(t). Then X(s;t,x,0) = F(s) for all s € [t,T]. Moreover,
V(t,x) = 0 and the optimal strategy is 7(-) = 0.

Proof. Let t € [0,7], z € R, and set X(-) := X(+;¢,2,0). The dynamics of X (-) are given by

dX(s) = (rX(s)—bo)ds, se€ltT],
X(t) = .

The dynamics of the target F'(-) after ¢ is given by

dF(s) = (rF(s) —bo)ds, s¢€[t,T],
F(t) = F(t).
Therefore X (-) and F(-) solve the same initial value problem (IVP), so they coincide.

Moreover, since we have J(¢,2;0) = 0 and V(-,-) > 0, we get that 7(-) = 0 is optimal for the initial
(t,z) and V(t,z) = 0. O

Lemma 3.1 suggests that the graph of F'(-) works as a barrier for the problem, so that we are led
to separate the space [0, 7] x R in the two regions

Uy :={(t,x) | t€]0,T], = < F(t)}, Uy :={(t,x) |t €0, T], = > F(t)}. (6)
Notice that
U1UU2=[07T] X R, UlﬂUQZ{(t,F(t)) | t e [O,T]}.
Let us define

Maa(t,2)={m() €Maa(t) | X (s5t,2, () € Ur}, T34(t, ) ={m (") €Maa(t) | X (s5t,2,w() €Ua}. (T)

Lemma 3.2. Let (t,z) € [0,T] x R, w(-) € Iq(t). Set X(-) := X(;t,z,7(-)) and define the
stopping time
Ti=inf{s >t ]| X(s)=F(s)}

with the convention inf @ = T.

Define the strategy

0, ifs>T.

Then J(t,z;77(+)) < J(t,x;m(-)). Furthermore, the value function admits the representation

inf J(t,x;m(-)), on Uy,
n(-)elll ,(t,x) ( ()) !

Vit z) = inf J(t,z;7(-)), on Us.
W(~)€Hid(t,z)
Proof. It follows straightly from Lemma 3.1. U

Definition 3.3. Let (t,x) € [0,T] x R, § > 0; a strategy 7°(-) € Taq(t) is called 5-optimal if
J(t, ;70 () < V(t,z) + 6.

Proposition 3.4. Let t € [0,T]. The function R — R™, z +— V(t,x) is convex.



Proof. Step 1. In this step we will prove that x — V (¢, z) is convex on (—oo, F(t)]. Let us suppose
x,y < F(t). Let 6 > 0 and let 7d(-), 772(-) two controls d-optimal for z,y respectively, i.e.

J(tamo () S V(La) +6,  J(tyimy() < V(ty) + 6.

Set X (s) := X (s;t,z,7(-)), Y(5) := X(s;t,y,ﬂz(-)). Without loss of generality, thanks to Lemma
3.2, we can suppose X (s),Y (s) < F(s) for all s € [t,T]. We want to prove that, for all v € [0, 1],

V(t,’yl’ + (1 - ’Y)y) < ’yV(t,.’IJ) + (1 - V)V(ty)

Fix v € [0,1] and set Z(s) := 7X(s) + (1 — )Y (s); of course Z(s) < F(s), for all s € [t,T]. We
have

VW (t,z) + (1 =)V (t,y) + 38 =3Itz 7)) + (1 — ) It y; 7o)

T
_E { /t ke P (F(s) — X (s))2ds + epT(F(T)—X(T))Q]
T 8
L (1-E [ e ts) - v (o) s + e—PT<F<T>—Y<T>>2} ¥
T
>E [/t ke P (F(s) — Z(s))%ds + e“’T(F(T)—Z(T))Q}

where the last inequality follows by convexity of & s (F(s) — £)2. The dynamics of Z(-) is
dZ(s) = vdX(s) + (1 —v)dY (s)
=7 [rX(s) + (o —r)mo(s) — bo} ds+ (1 —7) [rY(s) + (n— 7‘)772(5) - bo} ds
+ oy (s)dB(s) + (1 = y)omy (s)dB(s)
= [rZ(s) + (= 1) (omi(s) + (1= )75(5)) = bo | ds + o (y78(s) + (1 = 7)mh(s) ) dB(s).

Thus, if we define 7,(-) := 7#2(-)4—(1—7)7@(-) € M,q(t), we have Z(s) = X (s;t,ye+(1—7)y, 72(+)).
Therefore we obtain

T
B| [ ke (B ) - 2P s+ ED) - Z0P) 2 Vieaa A=) )

Comparing (8) with (9) we get the claim in this case by the arbitrariness of J.
Step 2. We can argue exactly as in Step 1 and conclude that z +— V (¢, z) is convex on [F(t), +00).

Step 3. We can notice that V (¢, -) is non-negative and that, thanks to Lemma 3.1, V (¢, F(t)) = 0, so
that F'(t) is a minimum for V (¢, -). Thus, the global convexity of V (¢, -) follows from the convexity
on the two half lines (—oo, F'(t)], [F(t),+00) and from the fact that it has a minimum in F(¢). O

Proposition 3.5. The value function V is continuous on [0,T] x R.

Proof. See [Yong & Zhou, 1999], Chapter 4, Proposition 3.1. O

Proposition 3.6. Let t € [0,T); the function x — V(t,z) is nonincreasing on (—oo, F'(t)] and
nondecreasing on [F(t),+00).

Proof. V(t,-) is convex and admits a minimum at x = F(¢), hence the claim. O



3.2 The HJB equation

As usual in the context of optimal control problems with finite horizon, the value function is
associated to a nonlinear parabolic PDE with terminal boundary condition, which is the so-called
Hamilton-Jacobi-Bellman (HJB) equation. We are going to define this equation. To this aim, let
us define the Hamiltonian current-value

Hep : R%2x[0,+00) — R,
(p, P;m) — %O'ZPW2 + ofBpr.
and the Hamiltonian
H: R? — RU{—o0},
(p, P) +—— inf Hey(p, P;m).
>0

Given (p, P) € Rx (0, +00), the function 7 +— He, (p, P; 7) has a unique minimum point on [0, +00)
given by

= —f—]ﬂ V0, (10)
so in this case the Hamiltonian can be written as
g
Hp,P)=q —ap 'P<D
0, if p>0.

The HJB equation is

{vt(t,x) + (re — bo)vg(t, ) + ke PHF(t) — 2)% + H (vi(t,7), v20(t, ) = 0, on [0, 7] x R, (11)

v(T,z) = e PT(F -T)? x €R.

Suppose that the value function is regular on the regions U; and Uy defined by (6). Inspired by
the previous section, which gives information on the signs of V,, V., on the regions U; and Us, we
can split the HJB equation (11) in these two regions. Thus, V' should satisfy the equation

202(t,
ke PHF (t)—x)2 vyt x)—i—(rw—bo)vx(t,x)—m =0, on U1\{(¢t, F(t))|t €[0,T]}, (12)
ke PLF(t) — x)? + vi(t, z) + (rz — bo)vx(t, z) = 0, on U2\{(t, F(t)) |t € [0,T]},
with boundary conditions
v(t, F(t)) =0, te[0,T7,
v (t, F(t)) =0, te[0,T], (13)
(T, z) =e P (F(T) —z)?, z€R.

Definition 3.7. A function v is called a classical solution of (12)-(13) if

e v e CHI[0,T] x R;R) n CH2(([0,T] x R)\{(t, F(¢)) | t € [0, T]}; R),

e v satisfies pointwise in classical sense (12) (the derivatives with respect to the time variable
att =0 and t =T have to be intended respectively as right and left derivative),

e v satisfies the boundary conditions (13).

10



We look for an explicit classical solution of (12)-(13).

Lemma 3.8.
(1) Let vi(t,x) = e PLAL(t)(F(t) — )2, where Ay(-) is the unique solution of

A1) = (p+ B2 —20) Ai(t) — r,
A(T) =1,

i.e., setting ay == p + 3% — 2r,

Then:

(a) v1, <0 on Uy,
(b) vi,, >0 on Uy;

(c) vy solves

ke PHF(t) — )2+ v (t, 2)+ (rz — bo)vs(t, ) — M =0, on [0,T] xR
{ t\ly 0)Vx\Yy 2Uxx(t7f1:) — Y y ) (14)
v(T,z) = e P (F(T) —x)?, z€R.

(2) Let va(t,x) = e Pt Ag(t)(F(t) — )2, where As(-) is the unique solution of

Hy(t) = (p— 2r) As(t) — ,
A2 (T) = 1>

i.e., setting ag := p — 2r,

Then:

(a) vo, >0 on Us;
(b) va,, >0 on Us;

(c) vy solves

{Hept(F(t) —z)? +u(t,z) + (ro — bo)vy(t,z) =0, on [0,T] xR, (15)

v(T,z) =e P (F(T) —z)?, zcR.
(3) Fort e [0,T], we have:

(a) vi(t, F(t)) = va(t, F(t)) = 0;
(b) w1, (¢, F(t)) = va, (¢, F(t)) = 0;
(¢) v, (t, F(t)) = va, (¢, F(t)) = 0;
(d) vi,, (8, F(t)) # v2,, (L, F(t)).
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Proof. First of all notice that, regardless of the signs of a1, ag, the functions A;(-), A2(-) are strictly
positive on [0, T]. Now let us consider, for A(-) € C1([0, T]; R), the function

v(t,z) = e PLA(t)(F(t) — ).

We have, using also that F'(t) = rF(t) — by,

vi(t, ) = —pe PA(E)(F(t) — 2)? + e A/ (t)(F(t) — 2)° + 2 PP A(t) (F(t) — ) (rF(t) — bo),
ve(t,x) = —2e PPA(t)(F(t) — ),
Ve (t, 1) = 2 PLA(t)
Taking A(-) = A1(+) and A(-) = Az(-), the claims follow by simple computations. O

Proposition 3.9. Define on [0,T] x R the function

| out ), if(t,x) e U,
v(t,z) == { valt.z) if (t.x) € Us, (16)

where vy, ve are the functions defined in Lemma 3.8. Then v is a classical solution of (12)-(13) in
the sense of Definition 3.7.

Proof. It follows from Lemma 3.8. O

3.3 The Verification Theorem and the optimal feedback strategy

The aim of this subsection is to prove a Verification Theorem stating that the function v defined
in (16) is actually the value function and moreover giving an optimal feedback strategy for the
problem.

Lemma 3.10 (Fundamental identity).

(1) Let (t,x) € Uy, let v1 be the function defined in Lemma 3.8-(1), and let w(-) > 0 be a strategy
such that X (-;t,z,7(-)) € Uy, then

vi(t,z) = J(t,z;7(+))

+E [/tT (H(mz(s,x(s)),mm(s,X(s))) — Hew (v1, (8, X (8)), v1,, (5, X (5)); 7(5)) ) ds] ,

(2) Let (t,x) € Ua, let vy be the function defined in Lemma 3.8-(2), and let w(-) > 0 be a strategy
such that X (-;t,x,m(-)) € Uy; then

va(t, ) = J(t, x5 7m(:))

+E [/tT (H(mz(s,x(s)),mm(s,x(s))) — Hew (02, (5, X(5)), v, (5, X (s)); 7(s)) ) ds] _

Proof. (1) Let v; be the function defined in Lemma 3.8-(1); by the same lemma v; solves (14) on
U;. Since vy, <0,v1,, > 0 on U, we have

2,,2
Mo (1) o, (60) = =5 200, (o) € U
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so that vy solves the original HJB equation (11) on Uj.

Let us take 7(-) € Il 4(t) such that the corresponding state trajectory X(-) := X(:¢,z,7(-))
remains in U; and apply Dynkin’s formula to X () with the function v;. We obtain

T
(T, X(T)) — wn(t,) = E[ [ (11X 06 + 0X05) = b (5. X))
+ Hew (v1, (5, X(5)), 01, (5, X (5))3 w(s))) ds} :
hence
T
vi(t,z) = E[G—PT(F — X(T))2 — /t <vlt(s,X(s)) + (rX(s) —bp) v1,(s, X(s))
+ Hew (v1, (5, X (8)), v1,, (5, X (5)); 77(5))) ds} :

Taking into account the assumption on 7(-) and the fact that, as we have shown, v; solves the
original HJB equation (11) on U;, we can write

T
vi(t,x) = E[e_pT(F — X(T)) + /t ke P3(F(s) — X (s))%ds

+ /t ' (H(vlz(s,X(s)),vlm(s,X(s))) = Hev (01, (5, X(5)), v1,., (5, X (s))m(s)))dS]
= J(t,x;7())
+E [ /t ' (H(v1, (5. X(5)), 01, (5, X (5)) - ’Hcv(vlz(s,X(s)),vlm(s,X(s));w(s))>ds] .
(2) Let vy be the function defined in Lemma 3.8-(2); by the same lemma vy solves (15) on Us.
Since vg, > 0,vs,, > 0 on Uy, we get
H(va, (t,2), v, (t,2)) =0, (t,2) € Us,

so that vy solves the original HJB equation (11) on Us. The proof follows the same line of the proof
of the previous statement. O

Taking into account (10) and Lemma 3.8, we can write the feedback map as

_BoLto) if (t,z) € Uy,

(t,x) — G(t,z) = owvy,, (t,x)’ (17)
0, if (t,z) € Us.
Since by Lemma 3.8 we have
U1 (t,l')
F(t)—x= = U 18
( ) ! lem (t’ x) ’ o b ( )

the feedback map (17) becomes

(t,z) — G(t,x) := {

13



The corresponding closed loop equation is

{dX(s) =[rX(s)+oBG(X(s)) —bo)ds +cG(X(s))dB(s), se€ltT], (19)

X(t) ==
The solution of the above equation has a desirable feature that is stated in the following lemma.
Lemma 3.11 (Closed loop equation). For every (t,z) € [0,T] x R, there exists a unique F'-
progressively measurable process Xg(-;t,x) € L*(Q x [t, T);R) solution of (19). Moreover
(1) if (t,x) € Uy, then (s, Xq(s;t,x)), s € [t,T], lives in Uy;
(2) if (t,x) € Uy, then Xq(-;t,x) is deterministic and (s, Xa(s;t,x)), s € [t,T], lives in Us.
Proof. The proof of the existence and uniqueness of X¢(+;t, ) is due to the Lipschitz continuity

of the map G and it is standard (see, e.g., [Karatzas & Shreve, 1991], Chapter 5, Theorems 2.5 and
2.9). Let us prove the second part of the statement.

(1) Let (¢,z) € Uy. Consider the process Q(-) solution of

dQ(s) = (r — 62) Q(s)ds — pQ(s)dB(s), se€[t,T],
Q(t) = F(t) — x.
Q(+) is a geometric Brownian motion with non-negative starting point, so that it has to be non-

negative for every s € [t,7]. Consider now the process X (s) = F(s) —Q(s), s € [t,T] . We have
X(s) < F(s) for every s € [0,7] and it is straightforward to see that X solves (19). By uniqueness

it must be Xg(s;t,2) = X(s) < F(s) for every s € [t,T] and the claim is proved.
(2) Let (t,z) € Us. The deterministic process X(s) = X(s;t,z,0) is a solution to (19) and

(s,X(s)) € Uy for every s € [t,T]. By uniqueness it must be Xg(s;t,z) = X(s) > F(t) for every
s € [t,T] and the claim is proved. O

By the previous lemma and by Lipschitz continuity of G, the feedback strategy ng() defined by
¢’ (s) = G(s, X (s3t, 7)) (20)
is admissible, that is Wth() € Myy(t).

Theorem 3.12 (Verification Theorem and Optimal Feedback). Let (t,z) € [0,T] x R and let v be
the function defined in (16). Then V (t,x) = v(t,z). Moreover, the control () € Il,4(t) is optimal
for the initial (t,z) if and only if

w(s) = G(s,X(s;t,z,7(-)), P-a.s.Vse][t,T]. (21)
In particular, the feedback strategy Wth() defined in (20) is the unique optimal strategy.

Proof. Let (t,z) € Uy and n(-) € Il ;(¢) (see (7)) and set X(-) := X (-;¢,x,m(-)). Thus, we can
apply Lemma 3.10 to the process X(-) with v; obtaining

T
Ul(t’x) = J(t,w;ﬂ'(')) +E|:/t <H(U1I(S,X(S)),’U1zm (S7X(8)))

(01,5, X(6). 01, (5. X6 0) )| < Tt im0 (22)
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Taking into account Lemma 3.2, this shows that vi(¢,z) < V (¢, ).

Now consider X(‘;t,w,ﬂ'tc’f(')) = X¢(+;t,z). From Lemma 3.11-(1) we have (s, Xg(s;t,z)) € U for
every s € [t,T], so we can apply the fundamental identity to Xg(-) with v;. Taking into account
Lemma 3.8 and (18), we see that the feedback map m(;*(-) minimizes, at any time t € [s,T], the
current value Hamiltonian. Thus, we get in this case vy (t,2) = J(t, ;74 (+)), which shows that

vi(t,x) =V(t,x) = J(t, ;75" ().

The fact that an optimal strategy must satisfy (21) is consequence of V' = v; and of (22).

Finally, the uniqueness of the optimal strategy is consequence of the characterization (21) and of
the uniqueness of solutions to the closed loop equation stated in Lemma 3.11-(1).

If (t,z) € Uy, we argue exactly in the same way with vg, obtaining the claim also in this case. [

Remark 3.13. If we replace the loss function (3) in the optimization problem with

~ s) — )2 if © s
boa={ 7 IR @

basically the answer to the problem is the same. Indeed, the argument used in Lemma 3.2 would
show that in this case the value function V would be the same on Uy and the optimal feedback
strategy would still be given by (20) starting from (t,x) € Uy. Instead, we would have V = 0 on
Us: starting from (t,x) € Ua, every strategy keeping the state in Uy would be optimal (in particular
the strategy m(-) = 0). In this case we would loose the uniqueness of the optimal feedback strategy.
From the point of view of applications, the analysis of the problem in the region Us is not interesting
for it is unrealistic, especially in the absence of bequest motives (as in the current paper). From
the analysis performed above, it is obvious that with the quadratic loss function (3) the optimal
wealth cannot exceed the target, and therefore the undesirable event of paying a loss due to excess of
wealth cannot happen. However, this different formulation of the problem might be more appealing
to financial advisors of pension funds. In fact, a model based on a loss function such as (23)
can be immediately understood and accepted by any pensioner, without entering the mathematical
technicalities of the model.

Remark 3.14. It turns out that starting from (t,x) € Uy the optimal strategy is equal to that
found in the unconstrained case of [Gerrard, Haberman & Vigna, 2004]. Instead, if we start from
(t,z) € Ua, the optimal feedback strategy in our case is the null one, while in the unconstrained case
18 negative, so not admissible in our setting. Basically, this is due to the fact that, since the loss
function is positive above the target, the optimal strategy without constraints pushes the pensioner
to throw away wealth, meaning short-selling, which here is not allowed.

4 Dynamic Programming for (P2)

In this section, we approach the problem (P2) rigorously. Here, we require the no short-selling
constraint on the strategy and, moreover, the capital requirement X (7') > S almost surely, where
0 < S < F. It turns out that this constraint implies the “no-ruin” constraint, i.e. X (¢) > 0 almost
surely for every t € [0, 7.

The contents of this section are divided in five subsections, as follows. In Subsection 4.1, the set
of admissible strategies is studied. In Subsection 4.2, the results of Subsection 4.1 are used to
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reduce the problem (P2) on a bounded domain. In Subsection 4.3, the problem on the bounded
domain is reduced to a problem in a rectangle, through a change of variable. In Subsection 4.4, the
properties (monotonicity, convexity, continuity) of the value function H introduced in Subsection
4.3 are studied. Subsection 4.5 is the central one. Here the HJB equation is studied: using the
theory of viscosity solutions and a suitable dual transformation, it is shown that the value function
is the unique regular solution of it.

4.1 The set of admissible strategies

As before, given t € [0,T], let us define the filtration F* := (F!)secp 1, where F is the o-algebra

S

generated by (B(u) — B(t))ue[t,s) and completed by the P-null sets. Consider the equation

dX(s) = [rX(s)+ (u—7r)m(s) — bo]l ds + om(s)dB(s), s € [t,T],
X(t) ==,

where z € R and 7(-) € L?(Q x [t,T];R) is progressively measurable with respect to Ft. This
equation admits a unique strong solution on (2, F, P) (see again [Karatzas & Shreve, 1998], Section
5.6.C) that we denote by X (+; s, 2z, 7(+)). Let us define the set of the admissible strategies, depending
on the initial (¢,z), by

Hgd(t,:c) = {77() € LQ(Q x [t,T];R) | m(-) prog. meas. w.r.t. F', 7n(-) >0, X(T;t,z,7(-)) > S}.
Let us set

S(s) = — — ( - s) e (=3, (24)

for any s € [0,7]. The function S represents a sort of safety level for the wealth. Should the
fund hit this barrier at time s, the null strategy (i.e. 7(-) = 0) from s to T" would guarantee the
fulfillment of the capital requirement. Moreover, it will be shown that the null strategy is indeed
the only admissible one for x = S(t), and therefore the optimal one.

Proposition 4.1. Let t € [0,T], x € R. Then

(1) TI0,(t,z) # 0 if and only if 0 € 1V ,(¢t, ). This happens if and only if x > S(t).
(2) If x = S(t), then I1°,(¢t,z) = {0} and X (s;t,x,0) = S(s) on [t,T].
(3) Let x> S(t). Then, 7(-) € I, (¢, x) if and only if

m(s) = 7(s) L j1<s<rys
where

T:=inf{s € [t,T] | X(s;t,z,n(-)) = S(s)}
with the convention that inf ) = T.
(4) If x > S(t), then 112 (s, z) 2 {0}.
(5) The state constraint X(T') > S is equivalent to

X(t) > S(t), P-a.s.Vte[0,T].
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Proof. (1) Clearly, if 0 € II9,(¢,x), then II%,(t,z) # 0. Conversely, suppose that II9,(¢,z) #

0 and let w(-) € II2,(t,x). This means that X(T;t,z,m(-)) > S almost surely; therefore
~ - ~ 2
E[X(T;t,z,7(-))] > S, where E denotes the expectation under the probability P = e BBIN-5T . p

given by the Girsanov transformation. Writing the dynamics of X (;;t,z,m(+)) under P and taking
the expectations under E, we see that

X(T;t,z,0) =E[X(T;t,z,7(-)] > S,

hence 0 € 112, (¢, z). This proves the first part of the claim.

For the second part, notice that the state equation yields

X(sit,2,0)= 2 - ( - x> e}

T T

so that from the expression of S(-) in (24) we obtain the claim.

(2) If x = S(t), by the state equation and (24) we have X (s;t,z,0) = S(s) on [t,T]; therefore
0 € 12, (t, ). On the other hand, taking a strategy =(-) € II? (¢, z) and arguing as before, one can
see that in this case

S = X(T;t,z,0) = E[X(T;t,z,7(-)] > S.

Since 7(-) is admissible, we have X (T;¢,z,m(-)) > S. Thus, it must be X(T;t,z,7(-)) = S.
Therefore Var[ X (T';t,z,7(-))] = 0 and this happens if and only if 7(-) = 0.

(3) This is obvious, given the previous item.

(4) Let = > S(t). Define the strategy

(s) = 1, ifseltT],
T o, ifselrnT),

where

T:=inf{s € [t,T] | X(s;t,x,1) = S(s)}.

Then, by the previous item, 77 (-) € II%,(t, z). Moreover, since x > S(t), we have 7 > t. Therefore
7(-) is not identically null, so the claim.

(5) The claim reduces to show that, for every n(-) € IV (¢, z), we have X (s) > S(s) almost surely
for any s € [t,T]. This follows by items (2) and (3). O

4.2 The optimization problem and its reduction on a bounded domain

We are interested in the following optimization problem: for given (¢,z) € [0,7] x R*,
T
minimize J(t,z;7(-)):=E [/Ke_pS(F(s) —X(s;t,z,7w(-))? ds+e PT(F(T)= X (T;t,z,7(-)% (25)
t
over the set of admissible strategies 7(-) € I, (z, t).

We denote the value function by W, i.e.

W(t,x):= inf  J(t,x;7w()), te€[0,T], x €R,
W(~)€H2d(t,z)
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with the agreement that inf () = +oo. Clearly we have W > V', where V is the value function of
the state unconstrained problem (P1). Due to Proposition 4.1, W is finite (and non-negative) on
the set

D={(t,z) e [0,T] xR |z > S(t)}.

Moreover, we can restrict the problem to a bounded domain (that is more suitable for the viscosity
solutions approach). Indeed, consider the set

C:={(t,z) € [0,T] xR | S(t) <z < F(t)} C D.

Since the optimal strategy 7(-) = 0 of the (state) unconstrained problem starting from a point of
the set (t,z) € D\C satisfies X(s;t,2,0) > F(s) > S(s), we have W =V on this set, where V is
the value function of the (state) unconstrained problem studied in the previous section. In other
words, the state constrained problem is already solved on the region D\ C keeping the strategy
m(-) = 0.

Remark 4.2. From the practical point of view, differently from problem (P1), this problem is
meaningless for initial data (t,z) € U1\C, because in this region there are no admissible strategies.
This has an immediate consequence in the application of the model. In particular, the subjective
choice of the guaranteed final fund S cannot be too high. In fact, it must be

G < per@-t) _ b0 (er(T—t) B 1)
- T
so that (t,x) € C (see also Remark 5.6).

For the points belonging to C we have the following representation for the value function W.

Proposition 4.3. Let (t,z) € C and consider the set
Maalt,2) = {n() € T0(t,2) | S(s) < X(sit,,7() < Fls), s € [1,T]} € Moy (t,2).
Then we have

W(t,x) = inf J(t, x;m()).
(t,2) m(-)EMga(t,x) ( )

Proof. It follows from Lemma 3.2 and Proposition 4.1-(5). O

Proposition 4.3 says that on the set C the original problem is equivalent to the problem with state
constraint

S(s) < X(s) < F(s), s €[t,T).
The analogue of Proposition 4.1 is the following.

Proposition 4.4. Let (t,x) € C. Then

(1) 0 € Iyy(t, x).

(2) If x = S(t) (respectively, v = F(t)), then l,q4(t,x) = {0} and X (s;t,z,0) = S(s) (respectively
X(s;t,z,0) = F(s)) on [t,T].
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(3) 7() € Muq(t, x) if and only if
TF(S) = W(S)I{t§s<7}v

where
T:=inf{s € [t,T] | X(s;t,z,m(")) € {S(s),F(s)}}

with the convention that inf(@ = T.

(4) If S(t) <z < F(t), then I4(s,z) 2 {0}.

Proof. The claims can be obtained exactly as in the proof of Proposition 4.1. O

Notice that, rephrasing the problem in these new terms, both the lateral boundaries
OpC ={(t,2) € [0,T| xR [z = F(t)}, 05C:={(t,z) €[0,T] xR |z=S()}

are absorbing for the problem, in the sense that if © = S(t) (respectively, x = F(t)), then the only
admissible strategy is 7(-) = 0 and X(s;t,2,0) = S(s) for s € [t,T] (respectively, X (s;t,x,0) =
F(s) for s € [t,T).
Remark 4.5. As in (P1), a relevant consequence of Proposition 4.3 is that if we replace the loss
function (3) with

Flo.a) = { (F() =), ifz < F(s),

Lis,2) = { 0, if &> F(s),

we have the same value function W on C and, starting from (t,x) € C, we have the same optimal
feedback strategy. Same comments as in Remark 3.13 apply.

4.3 Reducing the problem to a rectangle

Here we introduce a transformation in order to work with a simpler stochastic control problem.
The domain C will be transformed into a rectangle and our value function W will be related to the
value function H of this new control problem.

Let us consider the diffeomorphism £ : [0,7] x [S, F] — C,

(t,2) — (t,2) = L(t, 2) = (t, La(t, 2)) = (t,ze—r@—t) L ho (1 e—r(T—t))) |

r

Remark 4.6. The relationship between x and z given by x = L1(t, z) is clear: z is the fund that one
would have at time T with the riskless strategy from t onwards. In other words, z = X (T;t,x,0).
In particular, F(t) = L1(t, F') and S(t) = L1(t, S).

Let (¢t,x) € C and 7(-) € Iy4(t, z). By application of Ito’s formula to the process
Z(s) = [La(t, )] (X(s;toz, (), s € [t,7], (26)

we see that Z solves

{dZ(s) = e"T=9) (1 — r)m(s)dt + om(s)dB(s)], s € [t,T],
Z(t) = z:= [La(t, )] (@)

19



For (t,2) € [0,T] x [S, F] define
aq(t, 2) ={n(") € L2(Qx [t, T];R) | 7(-) is prog. meas. w.r.t.F!, S < Z(s;t,z,7(:)) < F, s € [t, T}

Due to (26), we have uq(t, z) = aq(t, L1(t, 2)).

Consider the objective functional

3 T
J(t,z7m() =E Ut k(s)(F — Z(s))*ds +n(T)(F — Z(T))*| , (28)

where 7(s) := e P*=2"(I'=5) and Z(.) := Z(-;t, z,7(-)) follows the dynamics (27). Then consider the
associated optimization problem: for given (t z) € 10,7 x [S, F],

minimize J(t, z;7(-)) over w(-) € Maq(t, 2). (29)
As usual, define the value function for this problem as

H(t,z):= inf  J(t,z;7(), te€0,T], z €[S, F] (30)
m(-)EMqq(t,2)

We can easily see that
H(t,z) =W(t, Li(t, 2)). (31)

It follows that all the analysis that will be done for the problem (29) and for its associated value
function H can be suitably rephrased for the problem (25) and for its associated value function
W. Therefore, from now on within this section, we will study the problem (29) and the associated
value function H, which is simpler. The advantage is that the lateral boundaries are now

[0,T) x {S}, [0,T) x {F}.

They are absorbing for this new problem, in the sense that if z = S (respectively, z = F), then the
only admissible strategy is 7(-) = 0 and Z(s;¢,5,0) = S for all s € [t, T (respectively, Z(s;t, F,0) =
F for all s € [t,T7).

4.4 Properties of the value function

Here we prove some first qualitative properties of H.

Proposition 4.7. Let t € [0,T]. The function [S,F] — RY, 2 — H(t, z) is convexr and nonin-
creasing. In particular it has minimum at F'.

Proof. It follows the line of the proofs of Proposition 3.4 and Proposition 3.6. g

Proposition 4.8. The value function H is continuous on [0,T] x [S, F].

Proof. The proof is in the Appendix. O

We are ready to present the Dynamic Programming Principle, which is the first step to study the
HJB equation.
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Theorem 4.9 (Dynamic Programming Principle). The value function H satisfies the dynamic
programming equation, i.e. for every t € [0,T], z € [S,F], and T € [t,T] stopping time (possibly
depending on 7(-)), the following functional equation holds true

H(t,z) = inf E [/TFN](S)(F — Z (sit,z, () ?ds + H (1, Z (15t 2,7(-))) | - (32)
() €llaq(t,2) t

Proof. We do not provide a precise proof here for brevity. [Yong & Zhou, 1999], Chapter 4,
Theorem 3.3, provides a proof when the value function is known to be continuous. Such theorem
is stated and proved under assumptions that are other than ours. In particular, there are no state
constraints and 7 is deterministic and independent of 7(-). Nevertheless, the proof may be easily
adapted to our case. For the proof in a more general case, when 7 is a stopping time possibly
depending on the control, see [Krylov, 1980], Chapter 3. O

Concerning the behaviour of H at the lateral boundaries we have the following.

Proposition 4.10.

(1) We have
H(t,F)=0,Vtel0,T). (33)
(2) We have
H(t,S) = ¢(t) + n(T)(F — S)2, ¥t € [0,T), (34)
where
T
w(t) = [ wn(s)(F = 5. (3)

(8) For every t € [0,T) the function z — H(t,z) is differentiable at F~ and
H.(t,F) =0, Yt € [0,7T), (36)

where the derivative is intended as left derivative.

Proof. The first two claims are simple consequences of the absorbing property of the boundaries
[0,T) x {S}, [0,T) x {F} for the control problem related to H.

We show the last claim for H. The existence of the left derivative of z — H (¢, z) at F' is guaranteed
by the convexity of such function. Moreover, since H(t,F') = 0 and H(t,z) > 0 for z € [S, F), it
must be H,(t, F') < 0. On the other hand, taking the control 0 € II,4(¢, z), we see that

H(t,F)— H(t,z2)
F—z

T _
>—(F=2) [ rals)ds—n(T)(F -2) =5 o,

hence the claim. OJ

We will use the result above to provide the appropriate boundary conditions for the related HJB
equation in the next subsection.
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4.5 The HJB equation: existence, uniqueness and regularity

In this subsection we study the HJB equation for the value function H. Apart from some linear
terms that have been discarded in the transformation of Subsection 4.3 above, this equation is
the same as the one of Section 3.2 in the interior of [0,7] x [S, F]. The difference, due to the
presence of the state constraint, is that the domain is smaller in space and that suitable boundary
conditions must be imposed. These facts, as usual, make the HJB equation much more diffi-
cult to treat. In particular, we are not able to find explicit solutions when x # 0. Then we
prove existence and uniqueness of regular solutions, as this provides a solid basis for the study
of optimal strategies through the smooth verification theorem (see [Yong & Zhou, 1999], Chap-
ter 5, Section 4.1). However, studying the regularity is difficult since the equation is degener-
ate, fully nonlinear, non-autonomous; so, to our knowledge, the approaches of the literature to
similar problems (see, e.g., [Choulli, Taksar & Zhou, 2003], [Di Giacinto, Federico & Gozzi, 2010],
[Duffie, Fleming, Soner & Zariphopoulou, 1997], [Zariphopoulou; 1994]) do not work.? For this rea-
son, we provide existence and uniqueness of regular solutions using an ad hoc method described as
follows.

(a) We prove existence and uniqueness of viscosity solutions with appropriate (mixed) boundary
conditions (Subsection 4.5.1, Proposition 4.13).

(b) Through a dual approach, we associate to the boundary value problem (BVP) of point (a)
another BVP for a semilinear PDE (beginning of Subsection 4.5.2).

(¢c) We prove that existence of regular solutions to the BVP of point (a) is equivalent, under
additional hypotheses on the solutions, to the existence of regular solutions of the BVP of
point (b) (Proposition 4.18).

(d) We prove the existence and uniqueness of the regular solution (satisfying the additional
hypotheses required at point (c¢)) of the BVP of point (b) (Theorem 4.19).

(e) We conclude by previous points (c)-(d) the regularity of the (unique) viscosity solution of
point (a) (Corollary 4.20) plus the fact that it satisfies the additional hypotheses of point (c).

The current value Hamiltonian is

Hew: [0,T) x R?2 x [0, +00) — R,
(t,p, P;m) — %eQT(T—t)JQPWQ + e T Bpr
and the Hamiltonian is

H: [0,T)xR*? — RU {-oc},
(t.p, P) 7 inf Heo(t,p, P;m).

Given (t,p, P) € [0,T) xR x (0, +00), the function 7 — He,(t, p, P; ) has a unique minimum point
on [0, +00) given by

™ (t,p, P) = <—5126_T(T_t)> V0, (37)

4In particular, the fact that the problem is not autonomous makes impossible to use the arguments of these papers.

"We stress the fact that the boundary conditions we use to state the BVPs at points (a) and (b) are the minimal
ones to get existence and uniqueness of solutions to such BVPs. Indeed, such solutions will satisfy ez post also other
boundary conditions.
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hence in this case the Hamiltonian can be written as

B
H(t,p,P)={ ~op> 1P<0 (38)
0, if p>0.

If P <0 the Hamiltonian is

—o0, ifp<0,
H(t’p’P):{o it p> 0.

We recall that in the Hamiltonian p is the formal argument where to insert H, and P is the formal
argument where to insert H,, (if these derivatives exist). Therefore, due to Proposition 4.7, only
negative values of p and positive values of P are consistent with H,, H,,. Nevertheless, we allow
the formal arguments p, P of H to range in the whole R?, because a wider domain is needed to use
the theory of viscosity solutions.

The Hamiltonian does not depend on ¢ (so we suppress it as argument of H) and the HJB equation
reads as
hi(t, 2) + k() (F — 2)* + H(h,(t, 2), hoz(t,2)) =0,  (t,2) €[0,T) x (S, F). (39)

We consider as boundary conditions, following the ones found in Proposition 4.10,

h.(t,F)=0, te€[0,T),

h(t,S) = ¥(t) + n(T)(F - 8)*, t € [0,T), (40)

BT, 2) = n(T)(F — 2)2, = € [, F)
Remark 4.11. In (40) we consider mized (Dirichelet-Neumann) conditions as lateral boundary
conditions. They correspond to (34)-(36) and will be suitable to characterize the function H as
unique viscosity solution of the HJB equation. However, also the more natural couple of Dirichlet
lateral boundary conditions corresponding to (33)-(34) would be suitable to this aim. The reason of

our choice is that the proof of the equivalence explained at point (c) above (i.e. Proposition 4.18)
becomes easier.

4.5.1 Existence and uniqueness of viscosity solutions

In this subsection we study the HJB equation by the viscosity approach and we characterize the
value function H as unique viscosity solution of (39) satisfying (40) in classical sense.

Definition 4.12.

e A function h € C(]0,T] x [S,F;R) is called a viscosity subsolution of (39), if for every
(tar, z2ar) €10, T)x (S, F) and ¢ € CY2([0,T) % (S, F); R) such that h— has a local mazimum
at (tar, zar), we have

—eu(tars zar) — wn(tan) (F — zu0)? = Hgz(tar, 200), 22t 2a)) < 0.
e A function h € C([0,T] x [S,F];R) is called a viscosity supersolution of (39), if for every
(tm, 2m) € [0,T) x (S, F) and p € CY2([0,T) x (S, F); R) such that h— has a local minimum

at (tm, zm), we have

—@t(tm, 2m) — k0 (tm) (F — Zm)2 — H(pz(tms 2m)s zz(tm, 2m)) > 0.
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o A function h € C([0,T] xS, F|;R) is called a viscosity solution of (39) if it is both a viscosity
subsolution and a viscosity supersolution of (39).

Proposition 4.13. The value function H is the unique viscosity solution of (39) satisfying (40)
in classical sense.

Proof. (Uniqueness) The theory of comparison (providing uniqueness) for viscosity solutions
of parabolic equations usually concerns either with Dirichlet-type boundary conditions (see, e.g.,
Theorem V.8.1 in [Fleming & Soner, 1993]) or with Neumann-type boundary conditions (see, e.g.,
Theorem 3.1 in [Barles, 1999]). Instead we have mixed-type boundary conditions (i.e. a Dirichlet-
type boundary condition at [0,7) x {S} and a Neumann-type boundary condition at [0,7") X
{F}). Therefore we cannot apply directly the known theory. However, since we have two different
boundary conditions on two unconnected parts of the boundary, the proof can be done as follows:

e where Dirichlet condition holds, we apply the argument of [Fleming & Soner, 1993];

e where Neumann condition holds, we apply the argument of [Barles, 1999].

(Existence) The boundary conditions follow from Proposition 4.10. The subsolution and super-
solution properties are a straightforward modifications, e.g., of [Fleming & Soner, 1993], Section
V.3, and are proved in the Appendix, for the reader’s convenience. ]

4.5.2 Regularity of the solution by means of the dual problem

In this subsection we prove the regularity of the solution H of (39)-(40) along the lines specified
above. Let us start with the definition of classical solution.

Definition 4.14. A function h is called a classical solution of (39)-(40) if

o he C([0,T] x [S, F;R) N C¥([0,T) x (S, F[;R) N CH*([0,T) x (S, F); R);
o h satisfies pointwise in classical sense (39) on [0,T) x (S, F);
o h satisfies (in classical sense) the boundary Dirichlet-Neumann conditions (40).

Remark 4.15. Every classical solution of (39)-(40) is also a viscosity solution of (39)-(40). Con-
versely, every wiscosity solution of (39)-(40) which is of class C12([0,T) x (S, F);R) is also a
classical solution. See, e.g., [Crandall, Ishii & Lions, 1992] for these statements.

Now we associate to the fully nonlinear PDE (39) a semilinear PDE, by means of a dual trans-
formation of the variables that has been already used in the case of HJB equations coming from
optimal portfolio allocation problems (for which the nonlinearity in the equation takes the form
02 /vgs). We refer, e.g., to [Elie & Touzi, 2008] and [Schwartz & Tebaldi, 2006] in a lifetime con-
sumption and investment problem, to [Gao, 2008] and [Xiao , Zhai & Qin, 2007] in the accumu-
lation phase of a pension fund, to [Milevsky, Moore & Young, 2006], [Milevsky & Young, 2007]
and [Gerrard, Hgjgaard & Vigna, 2010] in the decumulation phase of a pension fund. We stress
that, differently from our case, in all these papers the resulting PDE is linear (apart from
[Schwartz & Tebaldi, 2006] where it is quasi-linear) and is treated finding explicit solutions. In
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our case, the resulting PDE is just semilinear and we are not able to find explicit solutions, so we
are led to study the regularity of its solutions.®

Suppose that the unique viscosity solution H of (39)-(40) is such that H € CY2([0,T) x (S, F); R).
As value function of the stochastic control problem (29), we see that H satisfies for every ¢ € [0,T)

(i) H(t,2) >0, Vz € (S,F); (i) H(t,F)=0; (iii) H.(t, F) = 0. (41)

In particular, property (i) above comes from (31) and from the fact that W >V > 0 on the set
{(t,z) € [0,T) xR | S(t) < x < F(t)}; properties (ii)-(iii) follow from Proposition 4.10. Due to
(41) and to the convexity of z — H (t, z), it must be also

H,(t,z) <0, Vze (S, F). (42)
Moreover, suppose that for every ¢t € [0, 7))
H,,(t,z) >0, Vz € (S, F) (43)

and that
hlIgHZ(t’ z) = —o0, YVt €[0,T). (44)

Let us notice that assumption (43) above (that is related to the strict convexity of the value
function) is classical in this kind of optimization problems, while assumption (44) is not standard.
The intuition behind it is that the marginal loss when the fund approaches the safety level is huge.
This is clear if one thinks to the main idea of this paper. The retiree takes the income drawdown
option in order to be better off than immediate annuitization, and therefore she aims at reaching
the target. Her worst scenario is (and has to be) falling into the safety level.

From (42) and taking into account the structure (38) for the Hamiltonian, we see that H satisfies
in classical sense

_ BPRi(t, )

hi(t, 2) + kn(t)(F — 2)* 2N (t, 2)

=0, Y(t,2) € [0,T) x (S, F). (45)

Due to (41)-(iii), (43) and (44), for every (¢,y) € [0,T") x [0,400), there exists a unique minimizer
g(t,y) € (S, F] of the function [S, F| — R™, z +— H(t, z)+zy. It is characterized by the relationship

H.(t,g(t,y)) = —y, V(t,y) € [0,T) x [0, +00). (46)

Let us look at the behaviour of g for fixed ¢ € [0,T"). Since H(t,-) is twice differentiable on (S, F'),
from (46) we see that g(¢,-) is differentiable on (0, +00). By considering (41)-(iii), (43), and (44)
we obtain

(i) g(t,y) € (S, F), ¥y € (0,400); (i) gy(t, ) <0, Vy € (0,+00). (47)

At the boundaries, taking into account (41)-(iii) and (44), we have
1) g(t,0)=F; (i) lm g(t,y) =S5 (48)
y—+o0
When ¢t = T, the unique minimizer ¢(7,y) € [S, F] of

[S,F] — R, z— H(T,z)+ zy

5The next section will provide the explicit solution in the special case when & = 0.
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is explicitly computable, since H(T),-) is known. Indeed,
9(T,y) = (F— y) VS
2n(T)
We now write a BVP for the function g and then in Proposition 4.18 we show the equivalence
between this problem and the original one for H. The BVP for g is
ﬂ2
gi(t,y) = 26n(0)(F = 9(t9)gy (t:9) + Bygy(t,y) + -y gy (t:9) = 0, on [0,T) x (0, 400), (49)

with boundary conditions
g(t,0)=F, te|0,T);

g(T,y) = (F - 2773(JT)> VS, ye|0,+00).

(50)

Remark 4.16. The two boundary conditions (50) refer directly to the first and the third of the
boundary conditions (40), while the second one of (40) has not a corresponding condition in (50).
This lack of symmetry in the representation of the problem is due to the fact that, while the three
boundary conditions (40) are all needed to prove that H is the unique viscosity solution of the
problem (39)-(40), only the two boundary conditions (50) are necessary to prove that g is a classical
solution of (49)-(50). To be clear, in formulating the BVPs for H and g, we have taken the minimal
boundary conditions to characterize the solution. Indeed, H and g both satisfy other properties that
are needed to prove the equivalence of the two formulations, shown in Proposition 4.18. We put
them out the BV Ps to preserve the minimality of the boundary conditions.

To go deeper, we may ask what is the equivalent of the second condition of (40) in terms of g. To
this aim we notice that the feedback map formally defining the optimal feedback strategy has the
structure H,/H,, (despite some constants, see (37)). Due to (46) and (57), it can be rewritten
in terms of g assuming the structure yg,. Supposing such map continuous, the boundary condition
that should be considered the equivalent one of h(t,S) = ¥(t) + n(T)(F — S)?, t € [0,T), is

I t,y) = 0. 1
A ygy(ty) =0 (51)

Indeed, imposing that the value function H on the border [0, T) x {S} must be ¥(t) +n(T)(F — S)?
is equivalent to imposing the null strategy on that border. Then the second condition of (40) is
equivalent to (51) by the assumed continuity of the feedback map. In fact, in order to prove the
equivalence between these BVPs we need (52), which implies (51).

Definition 4.17. A function g € C([0,T] x [0,+00);R) N CY2([0,T) x [0, +cc);R) is called a
classical solution of (49)-(50) if it satisfies pointwise in classical sense (49) on [0,T") x (0,400)
and the Dirichlet conditions (50).

Proposition 4.18. Suppose that the unique viscosity solution H of (39)-(40) belongs to the class
C13([0,T) x (S, F);R) (so, by Remark 4.15, it is also the unique classical solution of (39)-(40))
and satisfies (43)-(44). Let g be defined as above. Then g is a classical solution of (49)-(50).
Moreover, g satisfies (47) and (48)-(ii).

Conversely, let g € C([0,T] x [0, +00);R) N CL2([0,T) x (0,+00);R) be a classical solution of
(49)-(50) satisfying (47), (48)-(ii). Suppose

y2g,(t,y) it uniformly in t € [0,T), (52)
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[g(t, )]~ integrable at ST, ¥t € [0,T), (53)
and let
ht,2) = 00) + n(T)F = 9 = [ g€ (62) € 0.1 x [S,F)
h(T,z) =n(T)(F —2)%, z¢€][S,F),

(54)

where 1(t) is defined in (35). Then h € C([0,T] x [S, F]) N C%L([0,T) x (S, F];R) N C13([0,T) x
(S, F);R), it is a classical solution of (39)-(40) and satisfies (43)-(44). In particular, by Remark
4.15 and Proposition /.13, h is the unique viscosity solution of (39)-(40), therefore h = H.

Proof. Let H be the unique viscosity solution of (39)-(40), suppose that H belongs to the class
C13(0,T) x (S, F);R), and that it satisfies (43)-(44). Due to (42), we know that H satisfies (45).
Deriving this equation with respect to z we have

n @22}[2(15, 2)H,,(t,2)? — H*H,..(t, 2)

HtZ(t7 Z) = 2’177(15)(}71 - Z) 2 sz(t 2)2 ’

(t,2) € [0,T) x (S, F). (55)

Let g be defined as above. Since H € CY3([0,T) x (S, F);R), we have that g € CL2([0,T) x
(0,400);R). Deriving (46) with respect to ¢, with respect to y, and twice with respect to y we
obtain

th(tag(t’y)) +sz(tag(tvy))gt(tvy) =0, (56)
sz(tag(t’y))gy(t’y) = _1’ (57)
szz(tv g(ta y))gz(tv y) + sz(tv g(tv ?/))gyy(ta y) =0. (58)

Plugging (56), (57), and (58) into (55) we get (49). The boundary conditions (50) together with
the required properties (47) and (48)-(ii) have already been proved in the construction of g above.

Conversely, let g € C([0,T] x [0, +00); R) N C12(]0, T) x (0, 4+00); R) be a classical solution of (49)-
(50) satisfying (47), (48)-(ii), (52), (53). First of all we note that, due to (47), (48)-(ii) and (50),
the function [g(t,-)] ™! is well defined on (S, F] for every t € [0,T). Let h be defined by (54). We
clearly have

h e C([0,T] x [S,F]) N C%L([0,T) x (S, F];R) n CY3([0,T) x (S, F);R).

Moreover, from (50), (53) and (54) we obtain (40). Deriving (54) with respect to z and tak-
ing into account that, by (47) and (48)-(ii), if 2z — ST then [g(t,-)] !(z) — +oo, we obtain
(44). Furthermore, (43) follows from (57) and from the fact that, due to (47)(i)-(48), we have
g(t, (0,400)) = (S, F) for every t € [0,T), and that (47)-(ii) holds true.

Computing h, by using the definition (54) of h, we see that h satisfies (46) with h in place of H.
Therefore, arguing as in the first part of the present proof, we get that h satisfies (56)-(57)-(58)
with h in place of H. Setting z = g(t,y), using backward the argument of the first part of this
proof, and taking into account that g(¢, (0,+00)) = (S, F) for every t € [0,T), we get that h solves
(55) in [0,T) x (S, F). Integrating (55) with respect to z we see that

2 /Bth(ta Z)

he(t, z) + kn(t)(F — z) 2h.(t, 2)

=C(t). (t,2)€[0,T)x (S, F).

It remains to show that C'(¢) = 0. Since C(t) does not depend on z, it can be expressed as

ﬁth(tv ZO)

C(t) = ht(tv ZO) + ’in(t)(F n ZO)2 B 2 hzz(tv ZO) 7
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for every zp € (S, F). In particular C(¢) is continuous. Integrating (59) over the time variable in
the interval [t,T] we have

T - T ,32 T hg(s,zo)
/t C(s)ds = (T, ) — h(t, ) + /t n(s)(F — z0)?ds — /t e o)

Taking zp | S in (60) and by using (35) we get

T 2 T 12
. p / hZ(s, 20)
= — lim — ————"ds. 1
/t C(s)ds Z(I)Il% 5 /. hzz(s,zo)ds (61)

Given (s,y0) € [0,T) x (0, +00), set 2o(s) = g(s,yo). By (46) and (57) we have

hZ (s, 20(s))
hx(s,z0(s))

Due to (47), (48)-(ii), and (52), if yo — oo then zy(s) — ST. Moreover, this convergence is
uniform with respect to s € [0,7"). Indeed, by (52) we have for some ¢y > 0

= _3/(2)911(37 yO)

gy (s,90) < y‘; V(s y0) € [0,T) x [1, +00). (62)

This implies that we can write

+oo
g(s,y0) — S :/ gy(s,6)dE, Y(s,y0) € [0,T) x [1,400).

Yo

Taking the supremum over s € [0,7") and using (62), we get for every yo € [1, +00)

+oo C ——+00
sup Jg(s) =S| [ sup oy (s. €l < 2V (63)
s€[0,T) y s€[0,T) Yo

Since zo(s) = g(s,yo), we see that (63) shows that zo(s) — ST uniformly with respect to s € [0,T).
So we have
T h2(s, %) T h(s, 20(5)) g
li 2l ds = i T ds = — i 5 ds = 0.
Zérl% (s, 20) s yo—lfiloo (s, 20(5) s yogiloo ; Yo9y(s,yo)ds =0
Plugging the result above in (61), by arbitrariness of ¢t € [0,7") and by continuity of C(-), we get
C(t) =0, concluding the proof. O

By virtue of Proposition 4.18 above, in order to conclude the argument showing the C'? interior
regularity of H (hence of W, due to (31)), we must prove that there exists a function g satisfying
the assumptions of the second part of such proposition. This is provided by the following result.

Theorem 4.19. There exists a unique g € C([0,T]x [0, +00); R)NCL-2(]0, T) x (0, +0); R) classical
solution of (49)-(50) and it satisfies (47), (48)-(ii), (52), and (53).

Proof. We show the claim for the equation

-9t + G(t, 9,9, 9y, Gyy) = 0;

g(t,0)=F, t€[0,T); ¢(T,y) = <F (64)

Y

- 277(T)> VS, y€l0,400);
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2

G(t,y,9,p,P) =26n(t)(F — (g A F)V S))- (p A0) — B2yp — %yQP, 9,p, PR

Then, due to (47), the claim will hold for our equation. We note that in this way G satisfies
the standard assumptions of the theory of viscosity solutions (see [Crandall, Ishii & Lions, 1992]),
i.e. it is degenerate and proper. We will use this theory.

We set
O =1[0,T] x [0, +00), 0,0 = ([0,T) x {0}) U ({T'} x [0, +00)).

By BLSC(0O), BUSC(O) we denote respectively the space of lower semicontinuous functions and
the space of upper semicontinuous functions on @. The definition of viscosity sub and supersolution
of (49) we use is the standard one and we do not give it ([Crandall, Ishii & Lions, 1992], Section
8).

Step 1: comparison for the equation. We observe that our equation satisfies a comparison principle
in the class of bounded functions, i.e.

u € BUSC(O) bounded viscosity subsolution of (64),
v € BLSC(O) bounded viscosity supersolution of (64), = wu<wvon O.
u < v on 0,0,

We refer, e.g., to Theorem 8.2 of [Crandall, Ishii & Lions, 1992], Section 8: the proof can be adapted
quite easily (due to the requirement of boundedness) to the case of our unbounded domain (0, 400).
In particular a viscosity solution, if it exists, must be unique.

Step 2: subsolution and supersolution. In order to get a continuous bounded viscosity solution of
(64) by Perron’s method, it is enough to exhibit a bounded viscosity subsolution and a bounded
viscosity supersolution satisfying the Dirichlet boundary conditions of such equation (see the next
item). So in this item we provide them. The key point is that we have an explicit solution g% of
(64) when k = 0, which satisfies all the statements of our theorem (see formula (76) in the next
section). Then it is straightforward to check that g := g% is a (classical, thus viscosity) bounded
subsolution also for the case x > 0. B

From (78) we can see that ¢°(¢,y) > F — %eﬁzTy for every [0,7") x [0,400). Notice that gg(t, y) <0
for every [0,T) x [0,400). Setting Cy := ke(®* T we can see that the function

1— 700(Tft)
g= q° <T — %,e—%@—ﬂy , if k>0,
= 0

go(tyy)7 if k=0,

is a (classical, thus viscosity) bounded supersolution. Both g, g satisfy the boundary conditions of
(64), so we have concluded this step. We note that the comparison principle yields g < g over O.

Step 3: existence by Perron’s method. Due to Step 1 and Step 2, we have existence of a (unique)
bounded viscosity solution g of (64) by Perron’s method (see [Crandall, Ishii & Lions, 1992], Section
4; the argument is adaptable to the parabolic case). Such a solution, gyisc, will be such that
S < g < gvise <g< Fover Oand S < g < gyise over [0,T) x [0+ o0).

Step 4: interior CY? regularity. Our equation is a semilinear parabolic equation, which is uni-
formly parabolic when restricted to the compact sets contained in the interior part of the domain.
Therefore, a localization procedure and the use of the classical theory of parabolic equations yield
the interior C'%? regularity of the solution.
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Let 0 < a < b < 400, let gyise the unique viscosity solution of (64) provided by the previous item,
and consider the equation

—Gt + G(t7 Y, g)gyu gyy) = 07
g(tv a) - gViSC<t7 a/)a 9<t7 b) = gViSC(ta b)7 t e [07 T)7 g(T7 y) = gViSC(T7 y)? y e [O’ +OO)

By comparison, also this equation admits a unique viscosity solution, which is still gyisc. On the
other hand, Theorem 12.22 in [Lieberman, 1996] (using, e.g., the assumptions of Theorem 12.14 of
the same book for the parabolic operator) yields the existence of a solution of the same equation,
which is C%? in [0,T) x (a,b). This solution is also a viscosity solution of the equation, hence
must coincide with gyisc. This shows that gyise belongs to the class C%2([0,T) x (a,b); R). By the
arbitrariness of a,b, we get gyise € CY2([0,T) x (0,+00);R). Therefore g := gyisc is the unique
classical solution of (49)-(50).

Step 5: convexity. Let g € CL2([0,T) x (0,+00); R) be the classical solution of (49)-(50) found in
the previous step. We want to prove that y — g¢(t,y) is convex for all ¢ € [0,T]. There is some
literature on the convexity preserving property of second-order nonlinear equations (in particular,
we refer to [Korevaar, 1983] and [Giga, Goto, Ishii & Sato, 1991], dealing with the parabolic case;
the first one is working in a classical context, the second one in a viscosity context). However, our
equation is not covered by these references, so we give the proof following mainly the arguments of
Theorem 1.6 in [Korevaar, 1983].

The key is to prove a maximum principle for the so called concavity function, i.e.

_|_
Cltnnn) =20 (1.5 ) = glt.n) ~gltom), ¢ € 0.7] oo € 0,+0)
It is clear that if
sup  C(t,y0,41) <0 (65)
[0,T]x[0,400)2

we would have the claim. Suppose by contradiction that (65) is false, i.e.

sup C(t,yo,y1) > 0. (66)
[0,T]%x[0,400)2

We note that, since g < g < g, we have lim SUPy2 1,2 4o C(t,y0,y1) < 0 and this holds uniformly on
t € [0, T] because it holds for g°. Therefore, the supremum in (66) must be attained at some point
(t,90,791) € [0,T] x [0, +00)%. However, since g(T,-) is convex, we must actually have (Z, 4o, J1) €
[0,T) x [0, 4+00)%. Moreover, since C(,0,0) = 0, it must be either gy > 0 or §; > 0. First of all,
suppose that one of them is 0, for example that gjo = 0. Then ¢; > 0 and the first and second order
conditions for the maximum yield (note that it can be # = 0)

> o > . o |1 ~ 91 .~
2gt (ta 2> - gt(tvyl) S Oa gy <t7 2) = gy (ta yl) ) y% |:29yy (tv 2) - gyy (t7y1):| S 0. (67)
2

Using (67) and the fact that (64) is satisfied by g at (£, 91), (f, y—l) we arrive to the inequality

(29 (f, y21> — F —g(t, g)ﬁ) -(an0) >0, wherea:=g, (f, y21> = gy(t, 91). (68)
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If we were able to say that a < 0, then the above inequality would represent a contradiction of
(66). Unfortunately, we do not have at this stage any information on g,, so we are not able to get
directly this contradiction. However, defining the function

g (ty) =e =T Ng(t,y), >0,
we see that it solves

-9, +G <t7y, STt ge, GE(T_t)QZ, GE(T_t)QZy) +e9°(t,y) = 0.

Arguing as above with this function and this equation we would get, in place of (68), the inequality

<298 <t7 21> - F - ge(t7y1)> ’ [(CL A 0) - 5)} > 07 where a:= g; (ta 21) = 9;(@91)

Then .
(295 <f, y;) — F —g°(t, 391)> <0, Ve > 0.

Taking the limit for € — 0, by uniform convergence,

contradicting (66). The same argument leads to a contradiction if we assume 7; = 0.

It remains to show that also the case o > 0,71 > 0 leads to a contradiction. The argument is the
same as the one before, it is just needed to work with the couple (yo,y1). Due to the fact that in
this case (£, o, 91) is an interior (with respect to the space variables yg,y;) maximum for C, we see
that

~ ~ ~ Yo+
a = gy(t,90) = gy(t,91) = gy <t, 5 ) : (69)
and
1 ~ G0+ G . 1 ~ Jo+ 71
§gyy <t7 9 ) - gyy(tayo) igyy <t7 5
D}y 0 C (& G0, 1) = <0. (70)
(o) 1 ~ Yo+ U1 1 ~ Yo+ U1 ;o
igyy t, 9 §gyy t, 9 _gyy(t7?/0)
Applying (70) to the vector (o, §1) we get
. N N .
. P . . Yo+ 41 > Yo+ 11
i) = i)+ (P52 ) g (250 <o @

At (7?7 :’-}0)7 (tA

L U1)s (f, %) equation (64) holds for g. This fact, together with (69), (71) and the
fact that Ci(, 9o

J0,71) < 0, yields (a is defined in (69))

(@n0) 20 (£ 25 ) — o) - gld.in)] >0

Again, the problem to get the contradiction is that we do not have any information on g,. But
using again the approximation procedure shown above, we can conclude.

Step 6: monotonicity and other qualitative properties.
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e Properties (47)-(i) and (48). We notice that (47)-(i) and (48) hold for g, g. Since g < g < g
they also hold true for g.

e Property (47)-(ii). The convexity property and the fact that g < g force to have (47)-(ii).
This can be proved by contradiction. Indeed, suppose that for some ¢ € [0,7T) the function
y — g(t,y) is not strictly decreasing. By convexity we would have the existence of some
g € [0, +00) such that g(t,y) > g(t,gy) > S for all y > y. This fact would contradict the fact
that limy—. o0 g(t,y) = S.

e Property (53). This property is a consequence of g < g. Indeed, due to the explicit expression
of g(t,-) — S, we see that it is integrable over [0, +00) for every ¢t € [0,T). Therefore, also
g(t,-) — S is integrable over [0, 4+00). Passing to the inverse function we obtain (53).

e Property (52). Due to the convexity of g and to (47)-(ii), we have

y(g(t,2y) — g(t.y)) < y?gy(t.y) <0, V¢t € [0,T), Yy > 0.

Now we observe that 0 < g(t,y) < g(t,y) < co/y? for some co > 0 independent of t € [0,T).
Then from the inequality above

—2—0 < 42g,(t,y) <0, Yy >0, Vt € [0,T).
Hence we get (52), concluding the proof. O

As corollary of Proposition 4.18 and Theorem 4.19 we get the following.

Corollary 4.20. The value function H defined in (30) is of class C*3 in [0,T) x (S, F) and it is
the unique classical solution of (39)-(40). Moreover it satisfies (41)-(42)-(43)-(44).

Proof. The fact that H is of class C13 in [0, T) x (S, F), is the unique classical solution of (39)-(40)
and that it satisfies (43)-(44) follows from Proposition 4.18 and Theorem 4.19. It satisfies (41) and
(42) by Proposition 4.10 and because of its regularity and convexity. O

At this point it would be natural to try to prove the existence of optimal feedbacks for our problem.
For brevity we limit ourselves to perform this study only in the case k = 0, when explicit solutions
are available. This will be done in the next section.

5 A special case of (P2): solution of the problem without running
cost

In this section, we focus on a special case of the problem (P2) and find a closed-form solution for
it. Here we eliminate the running cost in the objective functional (4) by setting £ = 0. Clearly, our
choice is mainly due to the mathematical tractability of the problem and the need of explicit solu-
tions. However, we observe that the main assumption of this paper is that the retiree enters retire-
ment at time £ = 0 and takes the income drawdown option until compulsory annuitization at time
t = T, with no action in the intervening period. Therefore, the desire of closeness to a target fund
over time, although perfectly reasonable, does not seem to be strictly necessary and can be dropped
without rendering the problem unrealistic or less interesting. In fact, we notice that finding optimal
strategies that avoid ruin a priori is of great interest in itself, given that a substantial stream of liter-
ature addresses the relevant issue of avoiding ruin or minimizing its probability in income drawdown
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problems. See, among others, [Albrecht & Maurer, 2002], [Gerrard, Hgjgaard & Vigna, 2010],
[Milevsky, Moore & Young, 2006], and [Milevsky & Robinson, 2000]. Notice that, similarly to this
paper, also [Gerrard, Hgjgaard & Vigna, 2010] find optimal strategies that avoid short-selling and
ruin. However, in their model the flexibility of choosing a guaranteed final fund S > 0 and the
guarantee of a positive income by from retirement to final annuitization are missing. Up to our
knowledge, this is the first model in the literature on income drawdown option that allows the
pensioner to choose a minimum guaranteed level of wealth at the time of ultimate annuitization.

Summarizing, we are interested in solving the following problem: for given (¢,z) € C,

minimize J(t,z;7(-) =E [e "1 (F — X(T))?|] over () € Muqlt, ). (72)

The problem rewritten in terms of Z as in Section 4 becomes: for given (¢, z) € [0,7] x [S, F],
minimize J(t, z,7(-)) =E [n(T)(F — Z(T))*] =n(T)E [(F — Z(T))?] over 7(-) € Iua(t,2), (73)

where n(T) = e=?T. Tt is clear that we could assume without loss of generality p = 0. However, we
note that in the proof of Theorem 4.19 we have used the explicit solution of the case x = 0 also
when p > 0 (more precisely, we have used the estimate (78) below). Therefore, to be consistent,
here we cannot assume that p = 0. We will assume p = 0 only in the numerical application in
Subsection 5.2.

In the case k = 0, (49)-(50) read as
2 B,
9t(ty) + B9y (t,y) + 5y gyy(ty) = 0, on [0,T) x (0, +00), (74)
and
g(t,O):F, tE[O,T];

g(T,y) = (F — 277?T)) VS, ye€|0,+00).

As known, the classical solution of (74)-(75) is given by the Kolmogorov probabilistic representation

9(t,y) =E[g(T,Y(T;t,9))], (t,y) € [0,T] x [0, +00),

(75)

where Y (+;t,y) is the solution of
dY (s) = B?Y (s)ds + BY (s)dB(s), s € [t,T],
Y(t) =y.
Since the law of Y(T';¢,y) is known (it is the log-normal law), we can explicitly compute g.

Proposition 5.1. The unique classical solution of (74)-(75) is the function

g(t> y) = (F—S)(I)(k(t, y))_%eﬁz(Tit)q)(k(ta y)_/@\/ T_t)+‘97 (tv y) € [O> T)X[Ov +OO)>
(76)
9(T,y)= (F— 277‘7(JT)> VS,
where
B2
—log Y ) — (T —1)
]{f(t, y) — <277(T)<F — S)) 2

OVT —t
and where ® is the cumulative distribution function of a standard mormal random wvariable, i.e.

P
O(z) = = [T e T dE.
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Proof. It can be proved by direct computations. O

We notice that the function g defined in (76) corresponds to the function ¢° in the proof
of Theorem 4.19.

The expression of g is related to the price function pput(t,y) of a European put option with strike
price 2n(T)(F — S), in a Black-Scholes market where the spot rate of the riskless asset is 32, the
volatility of the risky asset is 3, and the risk-premium is 0. Indeed,

G (1—0) (S, F), iftelo,T)
(& 5 3 1 S 9 )

(77)

As known, pput(t,-) is convex, so we see that also g¢(t,-) is convex. Moreover, (77) or direct
computations show that g, is bounded. More precisely, 0 > g, (t,-) > lim,_,o+ gy(,y) and

2(T—t

0> li ty) =—

5.1 The optimal feedback strategy

In this section, we study the optimal feedback strategy for the problem (72). Due to (37), Corollary
4.20, and Proposition 4.18, the optimal feedback map associated to the value function H is

H.(t,2) -
G(t,2) = ‘fH(ft)> ", (82) € 0.7) x (S F),

0, (t,2) €0,T) x {S, F}.

(79)

It is more suitable to rewrite it in terms of the solution g provided by (76). Using (56), (57), and
(58), it reads as

G(t2) = 2 T (gt )] (2) gy (1100 )7@)) . on 0.7) x (5. F)

o

Then, taking into account (52) or the explicit expression (76), we see that G is continuous and
bounded on [0,T") x [S, F].

Let y* = [g(t,-)]~!(2), let Y* (-;t,5*) be the solution of

dY*(s) = —pBY™*(s)dB(s), se€[t,T], (80)
Y*<t) = y*7
and consider the process
Z (st 2) = g (s, Y (s3t,97)). (81)

We notice that by definition of Z*(-;t,2), by definition of Y* (:;¢,y*) in (80), and since g(t,-) €
(S, F) on (0,+00) for every t € [0,T) we have

Z*(s;t,y*) € (S, F), Vs € [t,T]. (82)
Ito’s formula and the fact that g solves (74) yield that Z*(;t, z) solves the closed loop equation

associated with the map G, i.e.

{dZ(s) — =) [(u— )G(s, Z(s))ds + 0G(s, Z(s))dB(s)], s> 1 )

Z(t) = z € (S, F),
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on the interval [¢,7T]. Furthermore, equation (83) admits the solution Z(-) = F (respectively,
Z(-) = 8) if z = F (respectively, if z = S). So we also set Z*(-;¢,5) = S and Z*(-;t,F) = F. Then
the feedback strategy
N G(s,Z*(s;t,2)), se€lt,T),

ma() ={ g F Ik R 84
is square integrable since GG is bounded and so admissible. We now show that it is indeed the
unique optimal strategy starting from (t,~ z). To prove the uniqueness, first we need to prove that
the functional (28) is strictly convex on II,4(¢, z). This is the result of the following proposition.
Proposition 5.2. Let (t,z) € [0,T)x[S, F]. Then the functional I4(t, z) — R, 7(-) — J(t, z;7(-))
1s strictly conve.

Proof. Let (t,z) € [0,T) x [S, F] and take m(-), ma(-) € Iaq(t,2). Further, for A € (0,1) let
71',\() m1(:) + (1 = N)m2(-). Defining Z1(-) = Z(-;t,z,m(-)), Za2(-) := Z(:t,2,m2(+)), and

Z\(-) = )\Zl( )+ (1= N)Za(+) we see that Z)(+) := Z(+;t,2,mA(+)). Therefore, due to the convexity
of z +— (F — 2)%, we have

Jt,5m()) = B[(F ~ Zy(T)P] < XE [(F ~ Zu(T))?] + (1~ NE[(F ~ Z(T))’]
= M (t,z;m () + (1= N)J (L, z;m2(+)).
Moreover, by linearity of the state equation we have Z; # Zs when m; # my and by the strict
convexity of z — (F — z)? the above inequality is strict; so the claim is proved. O

Theorem 5.3. Let (t,2) € [0,T) x [S, F]. Then the strategy 77 ,(-) defined by (84) is the unique
optimal strategy for the problem (73).

Proof. Let (¢,z) € [S, F]. We notice that
Z"(s) = Z(s;t, 2,75 (),

r s,z

where Z*(-) is defined by (81) and Z(-;, 2,77 ,(-)) is the solution of the state equation under the
control 7 _(+). Indeed, both of them solve the state equation under the control 7 (-).”

As we have observed, the admissibility of 7/ ,(-) is consequence of the boundedness of G. Moreover,
(i) when (t,2) € [0,T) x (S, F) then Z*(s) € (S, F) for all s € [t,T), since Y*(s) € (0, +00);
[0,

(ii) when (¢,2) € [0,T) x {S} (respectively (¢,2) € [0,T) x {F}) then Z*(s) = S for all s € [t,T]
(respectively Z*(s) = F for all s € [t,T]) and 7}, = 0.

t,z —

The fact that 7} ,(-) is optimal in the case (ii) is obvious, since 77 ,(-) = 0 is the only admissible
strategy in this case; the fact that it is optimal in the case (i) follows (arguing as we have done
for the problem (P1)) from the fact that H is a classical solution of the HJB equation (39) on
[0,T) x (S, F) and that in this case the trajectory remains in the interior region.

The uniqueness of the optimal strategy straightly follows from the strict convexity of J (t,z;-)
proved in Proposition 5.2. O

Remark 5.4. The uniqueness of the optimal strategy yields the uniqueness of solutions for the
closed loop equation (83). Indeed, suppose to have another solution Z of the closed loop equation.
Applying the Dynamic Programming Principle with the stopping time

:jnf{se [t.T] | Z(s) € {SvF}}’S

"Note that this does not prove uniqueness of solutions for the closed loop equation (83); in the next remark, we
argue to show it as consequence of the uniqueness of the optimal strategy.
8With the agreement that inf () = 7.
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and using again the fact that H is a smooth solution of the HJB equation (39) in [0,T) x (S, F),
we can see that the strategy

N | G(s,Z(s)), selt,T),
mi,z(s) = { 0, s=T,

is optimal for the problem. By uniqueness of optimal strategies it must be Ty, = m; ., hence also
Z = Z*, where Z* is defined in (81). This shows what we have claimed.

We finally provide a regularity result for the feedback map.

Proposition 5.5. The map G defined in (79) is not Lipschitz continuous with respect to z. How-
ever, for every ty € [0,T) and a € (0,1) G is a-Hdélder continuous with respect to z uniformly in
t e [O, to].

Proof. The proof is in the Appendix. O

The previous result would be suitable to study directly the closed loop equation, proving existence
and uniqueness of a strong solution, which we have proved in Subsection 4.6 by means of the process
Y™ defined in (80). In this case, we would use the theory treated in [Yamada & Watanabe, 1971]
to prove pathwise uniqueness and then existence of strong solutions. For a similar approach see,
e.g., [Di Giacinto, Federico & Gozzi, 2010].

5.2 Numerical application

In this subsection we show a numerical application of the model presented so far. We con-
sider the position of a male retiree aged 60 with initial wealth o = 100. Consistently with
[Gerrard, Haberman & Vigna, 2004], we set T = 15. The market parameters are r = 0.03, u =
0.08, 0 = 0.15, implying a Sharpe ratio equal to § = 0.33. The amount withdrawn in the unit time,
bo, is set equal to the pension rate purchasable at retirement, using Italian projected mortality
tables (RG48). Thus, we set by = 6.22. This choice is consistent with previous literature on the
topic.

The choice of the final target F' and the final guarantee S are evidently subjective and depend
on the member’s risk aversion. High risk aversion will lead to a high guarantee and a low level of
the target, while a high target and a low guarantee will be driven by low risk aversion. We have
tested three levels of risk aversion. Thus, high risk aversion is associated to terminal safety level
S = %b(]a75 and final target equal to F' = 1.5bgavs, where ars is the actuarial value of a unitary
lifetime annuity issued to an individual aged 75; medium risk aversion is associated to terminal
safety level S = %bga% and final target equal to F' = 1.75bgars; low risk aversion is associated to
terminal safety level equal to S = 0 and final target equal to F' = 2bgays. These values are reported
in Table 1 below.

The interpretation of these choices is immediate. With high and medium risk aversion, the minimum
pension rate guaranteed is, respectively, two third and half of the annuity rate that was possible to
have on immediate annuitization at retirement, by; the targeted wealth is sufficient to fund a final
pension that amounts to, respectively, 1.5 and 1.75 of bg. With low risk aversion, ruin is always
avoided but in the worst scenario no money is left for annuitization at age 75; on the other hand,
the targeted pension pursued is twice bg.
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S F

High risk aversion %boam 1.5bpa75

Medium risk aversion %boa75 1.75bgars

Low risk aversion 0 2bgars

Table 1: Terminal safety level S and final target F' for different risk profiles.

Remark 5.6. It is worth mentioning that even the most risk averse individual has some restrictions
in choosing the minimum income guaranteed. Indeed, it is clear from the formulation of the problem?
that the value of S has to satisfy S < zy = xpe’l — b7°(e7"T —1). The most risk averse choice would
be S = zy, but in this case the only admissible strategy would be w(-) = 0, i.e. the whole fund wealth
must be invested in the riskless asset (see Proposition (4.1)), and one would end up after 15 years
with an annuity lower than that purchasable at retirement.'% This choice makes little sense in a
realistic framework, given that here the bequest motive is disregarded and the individual takes the
income drawdown option only in the hope of being able to buy a better annuity than by. For this
reason, we here consider only cases where S < zg, which in this particular example translates into
S < 0.70bg ars.

We have carried out 1000 Monte Carlo simulations for the behaviour of the risky asset, with
discretization step equal to one week. In order to do so, we have simulated the process Y* given
by equation (80) with starting point

Y*(0) = y* =1[g(0,-)] " (20)

and inserting the corresponding values of S, F' and 2y as above. With each risk aversion we have
generated the same 1000 scenarios, by applying in each case the same stream of pseudo random
numbers.

For each risk aversion choice, we report the following results:

e Evolution of the fund under optimal control during the 15 years time, by showing a graph
with mean and standard deviation and a graph with some percentiles.

e Behaviour of the optimal investment strategy over the 15 years time, by showing a graph with
some percentiles. Notice that we report the optimal share of portfolio invested in the risky
asset 6*(-), rather than the optimal amount 7*(-). This is standard, and is done in order to
facilitate comparisons between different situations.

e Distribution of the final annuity that can be bought with the final fund at age 75 and com-
parison with the annuity purchasable at retirement. The conversion of the final fund into
annuity has been done with the same basis as above.

Figures 14 report results for high risk aversion, Figures 5—8 those for medium risk aversion, Figures
9-12 those for low risk aversion. In particular, Figures 1, 5, and 9 report, over 15 years time, the

9Recall that, due to Proposition 4.1, in the region U;\C there are no admissible strategies (see Remark 4.2).
0This is clear, considering that the investment in an insurance product benefits from mortality credits, that
enhance the riskless rate.
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mean and dispersion of the fund trajectories, while Figures 2, 6, and 10 report their percentiles.
Figures 3, 7, and 11 report some percentiles of the distribution of the optimal investment allocation
0*(-) over 15 years. Finally, Figures 4, 8, and 12 report the distribution of the final annuity upon
annuitization at time 7.

OPTIMAL WEALTH AMOUNT OPTIMAL WEALTH AMOUNT
150 T T 150 T T

WEALTH AMOUNT
WEALTH AMOUNT

— F() — 5°perc.
-0, 25° perc.
o __ 50° perc.
ho ___ 75° perc
T Tx X __ 95° perc.
— S0 « Py a
. ‘ ‘ . ‘ ‘
0 5 10 15 0 5 10 15
TIME TIME
Figure 1: High risk aversion. Figure 2: High risk aversion.
OPTIMAL INVESTMENT STRATEGY FINAL ANNUITY
6 T T 500 T T
— 5°perc.
—— 25° perc.
— 50° perc. 450
—— 75° perc.
5| — 95° perc. 1
400
350
o |
g
’g 6 300
8 3r b @ 250
" o
< ['q
E * 200
o
G ol 4
150
W 100
50
o = - ,
0 5 10 15 0 2 4 6 8 10 12 14
TIME ANNUITY SIZE
Figure 3: High risk aversion. Figure 4: High risk aversion.
OPTIMAL WEALTH AMOUNT OPTIMAL WEALTH AMOUNT
150 T T 150 T T

WEALTH AMOUNT
WEALTH AMOUNT

0 L L 0 L L
0 5 10 15 0 5 10 15
TIME TIME

Figure 5: Medium risk aversion. Figure 6: Medium risk aversion.

38



OPTIMAL PROPORTION

WEALTH AMOUNT

OPTIMAL INVESTMENT STRATEGY

5° perc.

25° perc.
50° perc.
75° perc.
95° perc.

150

OPTIMAL PROPORTION

TIME

Figure 7: Medium risk aversion.

OPTIMAL WEALTH AMOUNT
T T

5 10 15
TIME

Figure 9: Low risk aversion.

OPTIMAL INVESTMENT STRATEGY

T
5° perc.

25° perc. \ \
50° perc. “W} \
75° perc. ( ‘y‘)!
95° perc. i

TIME

Figure 11: Low risk aversion.

39

FINAL ANNUITY
500 T T

450 -

350

FREQUENCY
N W
a <3
=) 3
T T

N
=3
3

150

100

50

6 8
ANNUITY SIZE

Figure 8: Medium risk aversion.

OPTIMAL WEALTH AMOUNT

WEALTH AMOUNT

TIME

Figure 10: Low risk aversion.

FINAL ANNUITY
500 T T

450

400

350

FREQUENCY
N W
a S
=) S}

N
o
S}

150

100

50

6 8
ANNUITY SIZE

Figure 12: Low risk aversion.



From the graphs we can make the following comments:

e The wealth trajectories lie strictly!! between the two barriers S(t) and F(t) for t < T. In
fact, due to (81) and (82), the two bottom and upper absorbing barriers cannot be reached
before time 7.

e Due to our choice of S and F, when the risk aversion decreases, the boundaries for the
wealth process become larger. Also the simulated wealth process results to be more spread
out around the mean. This is due to the intuitive fact that the optimal strategies are more
aggressive (see next item) and the range of final outcomes increases, both in the positive and
in the negative direction.

e Inspection of Figures 3, 7, and 11 shows that when the risk aversion decreases, the optimal
strategies become riskier. In fact, with high risk aversion the 95" percentile of 6*(-) stays
below 2 even immediately prior to time 7', whereas with low risk aversion it lies between 5
and 6 close to T. On the other hand, clearly, all strategies are bounded away from O.

e Comparing Figures 4, 8, and 12 it is immediate to see that the distribution of the final
annuity becomes more and more spread when the risk aversion decreases. Moreover, with
high risk aversion one can observe a considerable concentration around the guaranteed income
%bo = 4.15. In fact, in almost 50% of the cases, the fund approaches S(t) and stays close to
it until 7" (this can be noticed also by thorough inspection of Figure 2). On the contrary, the
distribution of final annuity looks very favourable in the case of low risk aversion, where in
most of the cases the annuity lies between 9 and 12, and unfavourable scenarios leading to
final income equal to 0 happen in ca 5% of the cases.

e We observe that the standard deviation of the investment allocation increases over time,
especially towards time 7. This can be observed in Figures 3, 7, and 11. The optimal share
of portfolio becomes very variable in the 2-3 years before time 7. This feature makes this
case substantially different from the (state) unconstrained one, where the higher variability
of the investment strategy is experienced in the first years after retirement. This interesting
difference is evidently due to the inclusion of the absorbing lower barrier S(¢). The explanation
can be the following. When time approaches T the risk of collapsing onto the safety level
reduces remarkably, and many pensioners may be willing to take more risk than in previous
years when the risk of locking their position into the safety level is more important.

One should not forget that the real goal of the pensioner who opts for phased withdrawals is to
be better off than immediate annuitization when final annuitization takes place. Thus, it is of
greatest interest to provide her with detailed information regarding the distribution of the final
annuity achieved. To some extent, this has been already shown in Figures 4, 8, and 12. However,
the histograms cannot report relevant information that are of immediate use for the member who
has to choose a risk profile. In particular, for the member’s decision making it is relevant the
comparison between the final annuity achievable by taking income drawdown option and by, the
pension rate purchasable at retirement. Table 2 reports useful statistics of the distribution of the
final annuity achieved at age 75, for each risk aversion. The first nine line report mean, standard

"Looking at the graphs reporting the percentiles of the trajectories, however, it seems that in some cases the fund
touches the bottom target S(t). This is due to the approximation error made by the machine, that is unavoidable.
In fact, for not too low values of z, ®(z) is so close to 0 that it cannot be distinguished from it. The result is that
in the practical applications for not too high values of y* one has ® (k(¢,y*)) = ® (k (t,y*) — BVT — t) = 0, which
implies g(t,y*) = S, meaning that the fund is on the safety level S(¢) — that is theoretically impossible.
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deviation, min, max and some percentiles of the distribution of the final annuity. Lines 10 and
11 report, respectively, the guaranteed income S/a7s and the targeted income F/azs (as chosen in
Table 1), while the last line reports the probability (i.e. the frequency over 1000 scenarios) that
the final annuity is higher than by.

HIGH MEDIUM LOW
RISK AVERSION RISK AVERSION RISK AVERSION

mean 5.70 7.44 9.40
st.dev. 1.74 2.73 3.38
min 4.15 3.11 0.00
5th perc. 4.15 3.11 0.00
25th perc. 4.15 4.87 8.45
50th perc. 4.75 8.41 10.80
75th perc. 7.33 9.80 11.72
95th perc. 8.71 10.55 12.21
max 9.29 10.86 12.42
guaranteed income S/ars 4.15 3.11 0
targeted income F'/ars 9.33 10.89 12.44
prob(final annuity > by) 39.20% 68.80% 84.10%

Table 2: Distribution of final annuity at age 75 when the annuity on immediate annuitization is
by = 6.22.

The following comments can be made:!?

e The mean of the final annuity is 5.70, 7.44, 9.40 with high, medium and low risk aversion,
respectively. The probability of being able to afford a final annuity higher than by = 6.22 is
39.20%, 68.80% and 84.10% with high, medium and low risk aversion, respectively.

e This shows that if the risk aversion is too high,!? the price for having a high guarantee on the
final income is that the chances of reaching the desired annuity reduce dramatically. In fact,
in 60% of the cases the individual ends up with a final annuity lower than by and, even worse,
in almost 50% of the cases the individual receives exactly the guaranteed income, that is only
two third of by. This is likely to be an undesirable result for the pensioner and it seems to
indicate that if the member’s risk aversion is too high, it is not convenient to take the income
drawdown option. This feature was already observed by [Gerrard, Haberman & Vigna, 2006].

e On the other hand, with medium and low risk aversion the chances of being better off with
annuitization at time 7" are almost 70% and 85%, respectively. This is an encouraging result,

12Notice that, due to the approximation error made by the machine (see previous footnote) the values indicated
by the minimum and by the first low percentiles coincide with the guaranteed income.
13Observe, in fact, that the value of S = 0.67 bg a7s is chosen to be very close to the upper boundary zo = 0.70 b ars.
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given that from retirement to 1" the pensioner has withdrawn the prescribed rate of by and
that she was also guaranteed with a minimum lifetime income at retirement, or at worst
against ruin.

e The low risk aversion profile could turn out to be particularly attractive to a member whose
global post-retirement income was not heavily affected by the second pillar provision. In fact:

— the chances of exceeding the immediate annuitization income by are extremely high

(84%);

— in 750 cases out of 1000 the member ends up with an annuity higher than 8.45, that is
well above by = 6.22;

in about 50 cases out of 1000 the final annuity is null (see also Figure 12);

ruin never occurs.

e (learly, the price to pay for having a favourable distribution of final income is to take more
risk, which translates into more aggressive investment policies. This is highlighted by Fig.11,
that reports the optimal investment strategies for low risk aversion. In more than 25% of
the cases, the optimal strategy consists in borrowing considerable amounts of money to be
invested in the risky asset. This kind of strategy is evidently not feasible in the presence of
real world constraints. Hence, the importance and the need of approaching problem (P3) in
future research.

6 Conclusions and further research

In this paper, we have considered the investment allocation problem for a member of a DC pen-
sion scheme, in the decumulation phase. The main novelty with respect to the previous literature
on the topic is the addition of constraints on both the control and the state variable. Start-
ing from the basic unconstrained model of [Gerrard, Haberman & Vigna, 2004, where interim
consumption and annuitization time are fixed, we have defined and analyzed two kind of prob-
lems. In the first problem (P1), we have considered constraints on the control variable only.
This problem can be solved in closed-form and turns out to be a generalization of the results in
[Gerrard, Haberman & Vigna, 2004]. In the second problem (P2), which is completely new in this
kind of literature and is the real core of the paper, we have added a constraint on the state vari-
able. Namely, the wealth process must lie between two barriers: the bottom one representing a
natural safety level for the fund, and the upper one representing a sort of target to be pursued.
In particular, the presence of the bottom safety level implies that the undesirable event of ruin
is avoided. The problem (P2) has been studied in its general formulation through the dynamic
programming approach and the associated HJB equation. The value function has been shown to
be the unique regular solution of the associated HJB equation, which is the departure point to find
optimal strategies in feedback form. In a special, though not unrealistic, formulation of problem
(P2) — namely, without the running cost — we have found both the value function and the optimal
feedback strategy in closed-form. A numerical application of the special case, aimed at showing
the impact of the model on retiree’s choices, ends the paper.

From the methodological point of view the main novelty of the paper is the proof of the regularity of
the value function of problem (P2) as a solution of the associated HJB equation. The known theory
could not be applied to this equation due its features (it is degenerate parabolic and fully nonlinear).
Therefore, we had to proceed with an ad hoc method using a suitable dual transformation of the
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original problem. Such a dual transformation has already been used in some papers (quoted in
Subsection 4.5), but only when the resulting dual equation is linear, so it is approached finding
explicit solutions. Here, the transformed equation is semilinear and degenerate at the boundary, so
explicit solutions do not seem to be available. We have studied such equation through the viscosity
approach, proving a suitable regularity result and providing a precise link between its solution and
the value function of the original problem. To our knowledge, this is the first time that this dual
transformation is used to prove regularity of solutions of the original HJB equation just through
a theoretical argument and without looking for explicit solutions. Also for this reason we think
that our method should work for more general classes of equations, so we expect that it could be
extended to other cases, like e.g. problem (P3).

We would like to remark also the practical relevance of the analysis of the special case with no
running cost. In fact, the model is quite flexible for it allows for subjective choices regarding
both the safety and the target levels. These choices are typically driven by the risk profile of the
pensioner. In particular, the less risk-averse pensioner can aim to a high target such as double
the annuity, while still keeping the guarantee of avoiding ruin; the most risk-averse individual can
aim to a lower target, while still guaranteeing a minimum income level upon final annuitization.
This considerable flexibility allows the representation of the preferences and needs of most retirees.
Moreover, the availability of closed-form expressions for the optimal policy makes this model quite
useful for practical purposes. Indeed, supported by encouraging results of the numerical application
performed, we believe that this model could be the starting point for a powerful decision-making
tool in the decumulation phase of a DC pension plan. To the best of our knowledge, this is the first
model in the literature on this topic that allows the pensioner to choose a minimum guaranteed
level of wealth at the time of ultimate annuitization.

Due to the difficulty of the task, we have not analyzed the more important problem of short-selling
and borrowing constraints plus final capital requirement (problem P3). This problem could be
tackled at theoretical level again with the viscosity approach coupled with the dual transformation.
The search for explicit solutions, at least in some special case, seems to be very challenging and is
in the agenda for future research.
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Appendix

Proof of Proposition 4.8

We split the proof in several steps.

Step 1. Here we show that the function [0,7] — R, t — H(t, z)+fg x1(s)(F—z)?ds is nondecreasing
for every z € [S, F|. Let t € [0, T, ¢ € (t,T] and let » € [S, F|. Let € > 0 and let 7, (-) € Maq(t', 2)
be an e-optimal strategy for (¢, z). Define 7 (+) € IL,4(t, 2) as

(s) = 0, if s € [t, 1],
TYIE rs(s), ifset,T).
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We have Z(s;t,z,75(+)) = z for s € [t, 1], so

t ¢
H(t,z) < J(t,z;7 () :/t kn(s)(F —2)2ds+ J(t', 2,75 (-)) < /t kn(s)(F —2)2ds+ H(t', z) —e.

Therefore, by the arbitrariness of £ we get

H(t, z) +/0 kn(s)(F — 2)%ds < H(t, 2) +/O kn(s)(F — z)?ds,

i.e. the claim of this step.

Step 2. Here we show that the function ¢ — H(t, z) is continuous for every z € [S, F]. As usual in
stochastic control problems with state constraints the continuity with respect to the time variable
is the most difficult step. Fix ¢t € [0,T), let t' € (t,T], set ¢ =t/ — ¢ and take a generic control
m¢(+) € Maq(t, z). By Theorem 2.10, Chapter 1 of [Yong & Zhou, 1999], we can map in a natural
way the strategy m;(-) € aq(t, 2) in a strategy belonging to IL,q(#', z). Indeed, there exists a process
¢ on the space (C[t, T}, B(C[t, T])), adapted with respect to the filtration (Bs(C[t, T)) e[ 7, where
Bs(CIt,T]) is the o-algebra on C[t,T] induced by the projection

7: C[t,T) — (C[t, s], B(C[t, s]))

¢() —<O)lit.s)
such that
m(s) = (s, B'(), se€t,T],
where B!(-) = B(:) — B(t). Then we can consider the strategy

mu(s) = (s —t' +¢,B"(-), selt,T],
where BY (-) = B(-) — B(t'). We have my(-) € 4q(t, z) and
Z(sit,z,m( ) 2 Z(s+ et z,m0(), Vset, T —e).

Call Z(+) := Z(s;t, z,m(+)) and Zy () := Z(-;t', 2,7y (+)). We have

T T
E /t kn(s)(F — Zt(s))2ds] —E /t/ ﬁn(s)(F—Zt/(s))st]
T 0
— ]E[/ ﬂn(s)(F—Zt(s))2ds] =20, (85)
T—e
and

[E[(F = Z(T))?] = E[(F — Zu(T))*]| = [E[(F — Z(T))?] - E[(F - Z/(T —))*]| =2 0. (86)

Arguing with é-optimal controls, the convergences (85)-(86) show that H(-, z) is upper semicon-
tinuous on the right, hence by Step 1, right-continuous. A similar argument (mapping a strategy
7y (-) € Maq(t, 2) into a strategy m:(-) € Maq(t, 2)) proves also the left-continuity, hence the claim
of this step.

Step 3. Here we prove that H is continuous on the sets [0,7] x [S + ¢, F|] for any ¢ > 0. First
of all notice that, since H(t,-) is convex and admits minimum at F, it is Lipschitz continuous on

46



[S+e, F] for every t € [0,T]. Let us give an estimate of the Lipschitz constant uniform on ¢ € [0, 7.
As said, H(t,-) is convex (so that the incremental ratios are increasing) and nonincreasing (so that
the incremental ratios are negative); thus, if we set

H(t, S +¢)— H(t,S)

Mt,a = c )

we get that M, . is good as Lipschitz constant for H(t,-) in the interval [S + ¢, F]. By Step 2 there
exists

M, := max M;,,
t€[0,17]

so M. is the Lipschitz constant uniform on ¢t € [0, 7] we were looking for. Uniform (with respect to
t) Lipschitz continuity with respect to z and continuity with respect to ¢ (Step 2) yield the claim
of this step.

Step 4. Here we prove that the function [S,F] — [0,+00), z — H(t,z) is continuous at S* for
every t € [0,T]. Since H(t,-) is nonincreasing, it suffices to prove the claim on a sequence z, — S*.
Since the boundary is absorbing, we proceed with estimates on the state equation. Let D be the
density of P with respect to the probability measure P given by Girsanov’s transformation, which
belongs to LP(Q,P), for any p € [1,+00). For any 7(-) € Haq(t, S + #), s € [t,T], by Holder’s and
Markov’s inequalities we have

PAZ (st hor) =52 3 =Bt ) o]
|:]l Z(s;t,5+12777(‘)>_s>11L}D:|
~ 3 %
<(E D2 i < [ {Z 85,5+ m())5>711}]>

(1
= (E[p ]) ( {2(s:t,5+ L.7()) = S > 1})
gn%(fa[p?]) (E[Z(sit, 5+ % ())—s])é.

N

SincefE[Z (s;t,S-i—%, ())] S+ Q,We have

P{Z (s;t,S+ H,7())—-S>1} <

Moreover, we notice that E {( (s t,5+ 2 3, T ()) — 5)2] <

A
C)
|
nn
e

Thus, again by Hélder’s
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inequality, we can write

EK(stS+#,(»—Sﬂ:E{%Z@Mﬂémwﬂ%i}( (s;t, S+ 25,7 0)—sﬂ

(s,t,SJr =5 ,m(: ) n} 8 71,5+ n712’7r()) - S):|

“Ef1y,
SB[ Mausro) o) (S R3]
<= 1 [ s t, S—l-ng, ())_S)2FE |:]1{Z<s;t,s+nlzvﬂ'(‘)>s>rlb}:|2
§i+w—$@ﬂ%ﬂa

n

Observing that the previous inequality is uniform on 7 (-) € Iaq(t, S + %) and taking into account
the Lipschitz continuity of z — (F — 2)?, we have that (87) yields

|H (t,5 + %) — H(t,5)| < C(n) = 0asn — .
Then the claim of this step follows.
Step 5. It remains only to prove the continuity at the boundary [0,7] x {S}. By Step 4 we have
H(t,S+¢)1 H(t,S), Vte[0,T], whene — 0.
e—0

By Dini’s Lemma we get that H(-,S +¢) — H(-,S) uniformly. This convergence is enough to
obtain the claim. O

Proof of Proposition 4.13

Subsolution. This proof is standard. Let ¢ € CH2([0,T) x (S, F);R) and let (tar,zar) € [0,T) x
(S, F) be such that (tar, zpr) is a local maximum point for H — ¢. We can assume without loss of
generality that

H(tar, zpr) = ot 2ar) and H(t,z) < o(t,z), Y(t,z) € [0,T) x (S, F). (88)
Let 7 € [0,400), set Z (+) := Z (+;tamr, 2m, ), and let us define
=inf{t >ty | (t,Z(t)) ¢ [0,T) x (S, F)}

with the convention inf() = T. Of course 7™ is a stopping time and by continuity of trajectories
7™ > tpr almost surely. By (88) we have, for any t € [tp, 77],

H(t,Z () — H (tm,zm) <@ (8, Z(t) — ¢ (tar, 20m) -

Let h € (tar, T] and set 7j7 := 77 A h; by Dynamic Programming Principle (32) we get, for any
7 € [0, +00),

0<E [ [ RnteF — 2 @2+ 117 267 — H (0 ZMﬂ
" (89)

[ wnoF = 2 @)%+ ot 2007) - so(tM,zm] |

tyv

s
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Applying Dynkin’s formula to the function ¢ (¢, ) with the process Z (-), we obtain

Ele(m, Z(75)) — ¢ (tar; 2]

& [[" [t 200 + 0= 1020000, 20) + 505 20 st0.20))] ]

and hence by (89) we have

e

0< E[ / k [(F — Z()dt + ou(t, X (8)) + (1 — 1)) Z (o (t Z(1))

- %UQWQZ(t)Q(pZZ(t, Z(t))} dt} :

Thus, for any 7 € [0, +00), we get
0<E [/;h [kn(t)(F = Z (£))%dt + ¢i(t, X () + Hew (0 (t, X (1)), pra(t, X (8));7)] dt] 7

and we can write for any 7 € [0, +00)

h
[ B @) [ = 200+ 108, X(0) + sl (8, 20). (0,200 )] ]

0<E
<E|;

Now, passing to the limit for h — tjs, by the continuity properties of ¢ and H,,, and by dominated
convergence we have

—ou(tar, 2ar) — k() (F — 2a1)* — Heo (92 (tar, 201), 02z (tars 2ar); ) < 0.

From the arbitrariness of m we obtain that H is a subsolution on [0,T) x (S, F).

Supersolution. Let ¢ € CY2([0,T) x (S, F);R) and (tm, zm) € [0,T) x (S, F) be such that (t;,, zm)
is a local minimum point for H — ¢. We can assume without loss of generality that

H(tm, zm) = ¢(tm, 2m) and H(s,z) > ¢(t,2), Y(t,z) € [0,T) x (S, F). (90)
We must prove that

—@t(tm, 2m) — £n(tm) (F — Zm)2 = H (2(tm, 2m), P2z (tms 2m)) 2 0.

Let us suppose by contradiction that this relation is false. Then there exists v > 0 such that

2

—@t(tm, 2t,,) — 60t (F' = 2m)” = H (02 (tm, 2m), 02z(tm, 2m)) < —v <0.

Setting
(ﬁ(tv Z) = (p(t7 Z) - ‘Z - Zm|33
we have
_(ﬁt(tma Zt) - ﬁn(tm) - H (sz(trm Zm)v @zz(tmv Zm)) < —-v <0,

and from (90) we get

H(tm, 2m) = P(tm, 2m) and  H(s,z) > @(t,2) + |z — 2|3, V(t,2) €[0,T) x (S, F). (91)
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By continuity of @y, @, 9z and H, there exists € > 0 such that if
(t,2) € B :=[tm,tm +€) X (zm —&,2m +¢) C[0,T) x (S, F),

we have for every 7 € [0, +00)

2 2 it 2) — Rn(O)(F = 2) = H (Bt 2), 622 8, 2)) .

> —pi(t, z) — n(t)(F — 2)2 = Hew (82(8,2), P22(t, 2)5m)

Let us consider any admissible control strategy 7(+) € yq(tm, 2m) and let Z(s) := Z(8; tym, Tm, 7(+))-
Define the stopping time 77 := inf {¢ > t,,, | (¢, Z (t)) ¢ B} with the convention inf () = T; of course,
by continuity of trajectories, 7™ > t,, almost surely. Now, we can apply (92) to Z (¢) for red any
t € [tm, "] getting

—g > —u(t, Z(t)) — wn(t)(F — Z(1))? = Hew (22(t, Z(1)), @22(t, Z (1)) m(1)) - (93)

Integrating (93) on [t,,, 7™] and taking the expectations we obtain

—g]E[TTr —tm] > —E

| [t Xm0y (P20 (.8 200, et 200070 dt] .

Applying Dynkin’s formula to the function ¢(¢, z) with the process X (-) on [t,, 7"] we have

™

P(tm, zm) —El@(t", Z(17))] < —%E [T" —tm] + E [/; e PHF — Z(t))? dt] ,
and from (91) we get

H(ty,zm) —E[H(T", Z(1™))]

™

< —gE 7™ —t] —E[|Z(77) — 2] + E [/t; k() (F — Z(t))Zdt] - (94)

Now notice that
ve

—) V(=3 i=-6<0;

—SE[" —tn] —E[|Z(7) —2nl’] < (-5

hence from (94) we obtain

™

H(tm,zm) < —0+E [/; n(t)(F — Z(t)*dt + H(t™, Z(t™))| .

The arbitrariness of 7(-) € Hyq(tm, 2m) in the argument leads to contradict the dynamic program-
ming principle (32), so we have proved that W is a supersolution on [0,7) x (S, F). O

Proof of Proposition 5.5

We prove the claim in several steps.
Step 1. First of all we notice that it is equivalent to prove the claim for the function

M@@:—%WHWQ@:MnWw@%Q@@NA@y (t,2) € [0.T) x [S, F.
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Step 2. Since M € CH2([0,t] x (S, F);R) to € [0,T), it follows that M is Lipschitz continuous on
every compact set contained in [0,%p] x (S, F'). This implies, in particular, that M is a- Holder,
a € (0,1), on every compact set contained in [0, tg] x (S, F).
Step 3. Here we prove that M(t,-) is continuous on [S, F'] (therefore on R) for every ¢ € [0, o).
Thanks to Step 2 and to the definition of M(t,-) on (—oo, SJU[F, 4+00), we need to prove the claim
only at the endpoint S from the right and at the endpoint F' from the left. This is equivalent to
prove that for every ¢ € [0, to]

lim M(t,z) =0, lim M(t, z) =0,

z—St z—F~
ie.

li t =0 li t =0.

i ygy(ty) =0, fimn, yay(t,y)

The limits above are true by straightforward computations.

Step 4. Here we prove that M(t,-) is Lipschitz continuous on [F' — ¢, F], for some & > 0, uniformly
with respect to ¢ € [0, ¢p]. To this aim, it suffices to show that M, (s, -) is bounded on [0, to] X [F'—¢, F]|
for some € > 0. We have

lg(t, )17 (2) - gyy (¢ [9(t, )] (2))
gy (& [9(t,)]71(2)) '

Therefore we study the limit for 2 — F~ of M,(t,-), or equivalently

M,(t,z) =1+

/
w YGyy( ,y).
y—0t  gy(t,y)

Straightforward computations show that

YGyy(t,y)

—0
y—0+ gy(t,y)

uniformly in ¢ € [0, to], which is enough to get the claim of this step.

Step 5. Here we prove that, for every o € (0,1), the map M(t,-) is a-Hdélder continuous on
[S,S + €], for some € > 0, uniformly with respect to t € [0, t9], but not Lipschitz continuous (which
corresponds to consider o = 1 in the following computations). The argument below holds uniformly
with respect to t € [0,to], so here we suppress without loss of generality ¢ as argument. Also we
assume without loss of generality S = 0.

We must show that M, (2)- 21~ is bounded on [0, ¢] for some ¢ > 0. Therefore, we are led to study
the limit for 2 — 07 of M,(2) - 217%, or equivalently

o Yg(Y) 1w
lim gy .
y—+too gy (y) ( )

We call
hy) := h(t,y) == k(t,y) — BVT — t.
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By computation of g, and g,, we have

?/gyygl—a:
Gy

_E20) B _FEO 2 h() 2 ,70) 2
P S 0 [ k() - T 000 ()

k2(-)

e~ + P T0=15 _1g o (T — 1) T-0+T g (h(-))

-«

<

(95)

On the other hand, after some algebra, it can be shown that

_ % k2()

e 2 =Koye 2, (96)

where K > 0 is some constant that does not depend on y. Therefore, after plugging (96) into (95)
20)

h
and simplifying by e 2, we get

FK,  FROKL | h()  g(T—t) , 1 62(T—t>+pTM V) ¥ (T (. }17&
ygyygl—a: [ Yy yBVT +[3\/ i¢ tac¢ Fo(k(-) -3¢ ®(h(-)) (o7)
9y |: FK1+ B2(T—t) _ 16 /27'( —t€B2Tt+PT¢ ()) }LQ():|
where K| = K% In order to show that M (t,-) is not Lipschitz, we need to compute the limit of
(97) for y — 400 in the case @ = 1. To this end, notice that
PN L ¢))
T A UIC)) T, Wiyle” = =— lim ——— =0
2 - 2 - -
VTR IR VTR ri (e VT V2Th(Y)
where in the first equality we have used de L’Hopital rule. Then
i Y9w _ 21 im [FKl _ FR()K h(-) B(T—1) _i_}eﬁQ(Tft)erT C
y—too gy, eI yotoo | y y28VT —t  BVT —t 2

This shows that M(t,-) is not Lipschitz.

In order to show that M(t,-) is a-Holder for « € (0, 1), we need to compute the limit of (97) for
y — 400. Observe that

lim [Fok() - L TDam(n] " =0
Yy——+00 2 e
and
i [FEL FROE, h()  ga-o n Lga-owr| _ gy M) @
y—too |y y2BVT —t BT —t 2 ]yt ﬁ\/;
Then it suffices to show the boundness of the limit
11—«
lim () [FO(k() — 2™ T (n())] (98)
y——+o0 2
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to get the claim. The limit (98) is indeed 0. To show it, let us call A := ;1. Clearly, A € (1, +00).
Then

lim h(") [F(I)(k(-)) - %652<T—t>q>(h(.))r_“ _

Yy—+00

= i (=T + 2P = 307 —0) =ty [FaGee) - e 0 Da0i)] " -

= lim_(~Iny) [Fa(i() - e T 0n(n()] " = 09)

= tim_ [t (Fa(k() - LT Dam())] T =

-«

T <yEEloo Fo(k())(Iny)* - Tm yeﬂZ(T_t)Q(h(-))(lny)A> e (L1 - L),

where
Ly:= lim Fe(k(-))(Iny)*
Y——+00

and

Ly:= lim ZePTDH(n(-))(Iny)*.
y——+oo 2

Since it can be easily shown that
i 2FREC)
y——+0o0 yeﬁ (T*t)Q)(h())

one can see that the relationship between the two limits is

0 < Ly < Lo. (100)
This allows us to compute only the limit Lo. Observing that

ny <y = (lny)* <y,

we have
@ (h()) Wy)e "
< : . A < : A+1 i — : 7 — . —
0< ygglm y@(h(-))(Iny)* < yETwy ®(h(-)) yETOO y—OFD) yETOO V2 (—A— L)y—-2
1
A1 A+1 K 2K +28%(T—t) (A1) \ 262(T—1)
— Ky lim L =Ky lim Y — =2 lim ¥ 1 ,
y—too 20 YT Ry (elnyP-2Kany)zpTr—y K \poes yny

where in the second equality we have used de L’Hopital rule and where K;, for i = 2,3,4, are
constants depending at most on ¢, and Ko > 0, K3 > 0.

For av < 1 we have A < +o00, implying that for y — +o0
2K, +28%(T —t)(A+1) —Iny — —o0.
This is enough to show that
lim 1@ (h(-) = 0.

y—-+oo
Thus, due to (100) and (99), we have
l-a
lim h() [FO(k()) ~ Se™Ta(n())] "~ =0,
y—+00 2

hence the claim. O
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