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Abstract

Coupled forward-backward stochastic differential equations (FBSDEs) are closely related
to financially important issues such as optimal investment. However, it is well known

that obtaining solutions is challenging, even when employing numerical methods. In

this paper, we propose new methods that combine an algorithm recently developed for
coupled FBSDEs and an asymptotic expansion approach to those FBSDEs as control
variates for learning of the neural networks. The proposed method is demonstrated to
perform better than the original algorithm in numerical examples, including one with a
financial implication. The results show that the proposed method exhibits not only faster
convergence but also greater stability in computation.

Introduction

Over the past few decades, there has been a notable increase in interest in backward stochas-
tic differential equations (BSDEs) among both practitioners and academic researchers. It is
well known that solving BSDE:s is closely related to stochastic control problem such as portfo-
lio optimization in finance. In contrast to traditional forward stochastic differential equations
(FSDEs), these are stochastic equations with boundary conditions at a future time point T'> 0.
Let (Q, F, {Ft}1>0, P) be a filtered probability space satisfying usual conditions. BSDEs are
then typically formulated as

dYt = —f(t, Yt, Zt,w)dt+ thWz; Yr=V (1)

where V is a Fr-mesurable R™-valued random variable, f: [0, 00) X R” X R"™¥ x Q — R™ and
w is a d-dimensional Wiener process, or in its integral form,

we use for computation are available on Github: T T
https:/qithub.com/Makot0922/Python-Code Yp=V+ [ fs, Yoo Zoy ) s - ft Zdw;. 2)
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A pair of (Y,Z), R"-valued and R"™*“-valued stochastic processes respectively, is called a
solution to the BSDE (1) or (2).

A forward-backward stochastic differential equation (FBSDE) is an equation in which V
and/or f, which are often called the “driver” of Y, depend on X, a solution of another FSDEs,
asin

Xy

t t
X0+f b(s,XS,w)ds+f o(s, X, w)dws, (3)
0 0

Y,

T T
g(XT,co)+ft f(s,XS,YS,ZS,w)ds—/: Zsdw; (4)

where Xy € R”, b: [0,00) XR"xQ — R", 5: [0,00) XR"XQ — R™4; g: R"xQ — R satisfies
V= g(XT, CO).
Moreover, if the functions b and/or o depend on the solution (Y,Z) to the BSDE (2), as in

t t
X, = X+ / b(s, Xe, Yo, Zo, 0)ds + f (5, Xe, Yo, Zs,0)dws, (5)
0 0

Y,

T T
o(Xr,w) + f (5, Xoy Yoy Zoy0) s — f Zodw,, )
t t

the system consisting of these two equations is called a coupled FBSDE. Although the func-
tions b,f,g and o may contain dependence on the sample path w beyond their dependence
through X,Y and Z, we suppress w henceforth for notational simplicity. One of sufficient
conditions for the existence of the solution to this FBSDE is provided in Ji et al. [1].

The (coupled) FBSDE:s often arise in financial problems such as pricing derivatives, esti-
mating the size of credit valuation adjustments (CVAs) and funding valuation adjustments
(FVAs), and deriving optimal investments. Consequently, the solution of FBSDE:s is of great
importance. However, with few exceptions, FBSDEs are not analytically tractable, particularly
in coupled cases. Therefore, efficient numerical computation of these equations is a highly
desirable objective.

In recent times, a multitude of machine learning methodologies have been employed to
investigate this subject area. In particular, following the seminal works of E et al. [2] and
Han et al. [3], numerous subsequent studies have used deep neural networks to construct
numerical solutions with Monte Carlo simulations, which are referred to as “deep solvers” for
BSDEs. Among these, [1] develops three algorithms using deep solvers to construct numeri-
cal solutions to fully-coupled FBSDEs and demonstrates the effectiveness of their techniques
in several numerical experiments.

Additionally, numerous efforts have been made to enhance the efficacy of deep solvers,
which includes the implementation of a methodology known as “asymptotic expansions”
in FBSDEs. Asymptotic expansion approaches in finance first emerged in pricing aver-
age options (Yoshida [4], Kunitomo and Takahashi [5]) and have since been applied to
a broad class of financial issues, including; derivative evaluation under stochastic inter-
est rates (Kunitomo and Takahashi [6], Takahashi and Matsushima [7], Antonov and
Misirpashaev [8], Takahashi et al. [9], Shiraya et al. [10]); pricing barrier options (Shi-
raya et al. [11], Shiraya et al. [12], Kato et al. [13]); optimal portfolio problems (Taka-
hashi and Yoshida [14], Naito and Takehara [15,16]); construction of control variates
for Monte Carlo simulations (Takahashi and Yoshida [17], Takahashi and Takehara
[18]) and so on. For the mathematical validity of this approach, see Yoshida [4,19] and
Kunitomo and Takahashi [20].
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This methodology has also been applied to the field of FBSDEs: For instance, see Fujii et al.
[21], Fujii and Takahashi [22-25] and Takahashi and Yamada [26,27]. For the combination
of this methodology and the deep solvers applied to to uncoupled FBSDEs, Fujii et al. [28]
employs the asymptotic expansions around linear drivers as control variates in conjunction
with the deep solvers. Takahashi et al. [29] also employs asymptotic expansions as control
variates, providing rigorous error bounds. In [15,16], the optimal investment in complete and
incomplete markets is considered, respectively. Rather than deriving the expansion of the cor-
responding FBSDE directly, a known result of the asymptotic expansion of the optimal port-
folio presented by [14] is employed as a control variate. For other works applying the asymp-
totic expansion methods with deep solvers to FSDEs and/or BSDEs, see Naito and Yamada
[30], Iguchi et al. [31] and Takahashi and Yamada [32] and so on. Nevertheless, to the best of
our knowledge, the application of the asymptotic expansion approach to deep solvers for cou-
pled FBSDE:s is none. Accordingly, this paper proposes an improvement in the efficiency of
the algorithm proposed by [1] through the use of the asymptotic expansion of coupled FBS-
DE:s as control variates. The proposed technique is demonstrated to outperform the original
algorithm in several numerical examples, including one pertaining to optimal investment
strategies in incomplete markets.

The organization of this paper is as follows. The second section describes relationship
between stochastic control problems with prior knowledge and FBSDEs. The third section
then derives the asymptotic expansion of the target coupled FBSDE and the fourth section
proposes a new algorithm which applies the expansion as control variates to the original algo-
rithm by [1]. The subsequent section presents a series of numerical examples that illustrate
the efficacy of the proposed technique. Finally, concluding remarks are stated. Some elements
omitted in this paper due to space limitation are found in our full version [33].

Stochastic control with prior knowledge and FBSDE

In this section, we introduce a stochastic control problem with prior knowledge related to
solving the coupled FBSDE (5)-(6), following arguments similar to those in [1]. First, let
L? denote the space of all F;-adapted square-integrable processes, and let i = {it} 0,172 =
{2:} (0,17 be elements of this space. We consider the following control problem:

A s A ~ T A ~
inf B[y g0 )P o [ v - (s P @)

u,ze€L?

where X*#*%% and Y**%* satisfy the following FSDEs

~ ~ t ~ ~
Xphet = Xo+/ b(s, X% i + g, 25 + 25 )ds
0
t A ~
+f o (s, X2, 0 + ug, 25 + 25 ) dws, (8)
0
o t . o t
VR = (o) - [ X Y s z)ds s [@rz)de. ©)

Here we know the concrete processes i and Z in advance, which can be interpreted as prior
knowledge for u and z, respectively.

Proposition 1. Assume that the FBSDE (5)-(6) has a solution (X,Y,Z). Then, u* = {u} = Y; -
i }refo,r) and z° = {z] 1= Z; - 21 }e[0,17 S0lve the control problem (7).
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Proof : Substituting & + u* = Yand 2 + z* = Z, the processes X* *? % and Y* %¢ Z satisfy

Xu*,ﬁ,z* 2
t

t * A * A t * A * A
Xo + / b(s, X¥ ™ %, Y, Zs)ds + / o(s, X! " <Y, Z)dws,
0 0

* Ak t * oA Kk oA * oAk oA t
v Yoo [ x v zds s [ zaw,

Clearly, X*" %22 = X and Y**%"% = Y satisfy these equation with Y%*% = Y; = g(X7) =
g(X%™***). This implies the optimality of u* and z* since the infimum in (7) is achieved at
zero. o

Next, we define the sub-problem with neural networks as

T
nf E[[1 - gOe= P [ (s )P (10)
where N is the space of all controls represented by some neural network. Then, by the Uni-
versal Approximation Theorem of deep neural networks (e.g. Calin [34, Theorem 9.5.3]), we
can always find network architectures capable of approximating (1*,z*) in Proposition 1 with
€-precision.

We also analyze the approximation error when the neural networks are insufficiently
trained. For example, assuming Lipschitz continuity of the functions f,b and o, the L*-error
between the optimally controlled process Yy = Y”%*"A"Z* “and Y’}"A"Z’é with a suboptimal control
(u,2) can be evaluated via Gronwall’s inequality as

iz 2 J01,2,2)2
B[ vy - vyhep ]

* T * A * A * A Kk A * T *
E ((uo Fio) - [l s [ +25)dws)

2

T . . T
_((u0+a0)_ f fs, X122 Yot 545 ds 4 / (z5+%s)dws)
0 0

IA

(el -1+ [ (Bl -]+ Bl -2 1) ) (an

where C> 0 is some constant dependent on the Lipschitz coefficients and T.

We reformulate the notation to explicitly emphasize the dependence on prior knowledge,
denoting the optimal controls as u* (i) and z* (). Correspondingly, the suboptimal controls
are expressed as u(i, 2) and z(il, 2), reflecting their joint dependence on both prior compo-
nents through the control problem (10).

Then, from (11) we observe the followings: First, when the prior knowledge i and
2 closely approximate the true solution Y and Z, the optimal control u* (&) = Y- and
z*(2) = Z-% are small. Second, consider two distinct prior pairs (i, ) and (i1, 2,)
where the former provides superior approximation to (Y, Z) compared to the latter. To
illustrate our primary motivation for using approximations based on an asymptotic
expansion as prior knowledge, for instance, let #1; and 2, be the estimates obtained via
the asymptotic expansion for Y and Z. In contrast, we set i1, and 2, to zero, which cor-
responds to the original algorithm in [1]. In such cases, under identical training proce-
dures the errors for suboptimal controls |} (i1;) — us(#11,21)| and |2} (21) - z,(11,21)| tend
to be substantially smaller than their counterparts |u} (&) - us(#12,22)| = |Y - u5(0,0)|
and |2} (22) - z(i2, 22)| = |Z - 25(0,0)|, particularly during initial training phases due
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to the typical random parameter initialization, which accelerates the convergence

of the algorithm as observed in Numerical Example Section. Moreover, providing
prior knowledge for either Y or Z alone may prove insufficient, as evidenced in Exam-
ple 2 of that section, due to the simultaneous dependence of the controls # and z on i
and Z.

The asymptotic expansion for coupled FBSDEs

Motivated by [22], in this section we apply the asymptotic expansion approach, which

is a general approximation scheme to solutions to SDEs, to the coupled FBSDE (5) and
(6). First, to apply this approach we consider the following FBSDE instead of the original
equations.

t t
X5 X0+/; b(s,Xf,er,er)dSJrefO o(s, XS, YE, Z5)dws, (12)

T T
o= g05)+ [ feXieiezds- [ Zaw, (13)
t t
with an parameter € € (0,1]. If € = 1 the equations above coincide with the original ones.

Then, we approximate the solution (X¢, Y¢, Z¢) to these FBSDE with their formal Taylor
expansions with respect to € as

AE] AE] g
X6~ XABL ye o ARl 7€ o AR (14)

for I <1 where

) " I " 1 e

AE,l . _ n AEl . _ AE,l ._ n
XpEL=y X, v, =Y Yy, Zf= E,Zt—,,
n=0 h. n=0 h: n=0 n.

and forn >1
9" X; oYy
X? = limXS, XPi= L, Y0=limYS, YPi= L
€lo 9e" |._, €lo 9e" |._p
o"Z;
7 = limZ, Z}=—*| .
€lo de" |

In particular, we have the following concrete expression for the leading two terms, that is,
the €”- and €'- order ones.

Proposition 2. First, the €’-order terms are give by

X?:X0+f0tb°(s)ds, Y?:g(X(})+fo)(s)ds (15)

where b°(t) = b(£,X°,0,0) and £(t) == f(£,X?,0,0), and Z? = 0.

Next, the €'-order terms are given by

to t
X - 5(;1( [ b+ [ Xsoo(s)dws), (16)
0 0
Y] = E(tT)+A(tT)X], (17)
Zb = (Zhie Zhe=0i(tT)oN(t), 1<i<m, 1<k<d (18)
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where X, := exp (- [, Vib(t,X?,0,0)ds), b(t) := V,b(t,X?,0,0)Y? and o°(t) := o(£, X?, Y?,0).
E(t,T),A(t, T) are certain deterministic functions whose definition is given in Section A of
[33], and Ai(t, T) is i-th row of A(t, T) and o) is k-th column of °. V. and V., are differential
operators with respect to each element of x and y, whose concrete definitions are also given in

[33].
Proof: See [33]. O

Obviously, the leading terms (X?, Y?) are both deterministic processes as b°(t) and f°(t)
are deterministic vector-valued functions, and the first-order terms (X}, Y} ) follow Gaus-
sian distributions as X;, b(t),a°(t), E(t, T) and A(t, T) are all deterministic matrix-valued
functions. In contrast, for the approximation of Z;, Z0 is actually zero and Z! is determin-
istic. We emphasize that, despite this simple structure, these asymptotic expansions serve
as effective prior knowledge for the algorithm of [1], as confirmed in Numerical Example
Section.

Remark 1. In principle, the terms in higher-order expansion can be computed straightfor-
wardly as the €'-order terms. For example, €*-order terms (X2, Y7, Z%) satisfy the following
equations:

X = [0 t(dxbo(s)Xf +0:6°(s)(X1)? + 2B (s) (Y7)? + 28,b° () Y} +20.b°(s5) Zq
+zaxayb°(s)xgyg)ds+z fo {(3,0°(s)X! +3,0°(s)Y')dw, (19)
T
- [ (aronapay Pz a3 v 07

DAL Jise DO+ O [ Zaw, 0

where 0¢ = a%for te{xyz}, 52[70(5) = agb(s,X?,0,0), agf’(s) = 5gf(s,X§),0, 0)

and 8:0°(s) := 8¢ (s, X2, Y?,0). Here we assume that n=m = d = 1 to avoid compli-
cated notation. Thanks to the decoupled structure of (X7, Y;), namely X* depends only
on X1, Y1, Z1,Z°,Y" but not on Y?, this system can be solved easily. However, when the
dimension of the system n,m and d increases, as in Example 1 in Numerical Examples
Section, the computational burden grows substantially, making implementation challeng-
ing even at the second order. This is why we focus on the low-order expansions for control

variates.

Remark 2. Instead of using the equations (12)-(13), it seems natural to start from redefining
the original FBSDE (5)-(6) as

ke

X+ fotb(s,X’f,Yf,Zf)ds+ef0ta(s,Xf,Yf,Zf)dws, (1)

%
|

T T
g5+ [ A X5V Z)ds- [ Zdw, (22)
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With this reformulation, the leading term X?,Y? and Z) satisfy the following FBSDE:

X = X+ fotb(s,Xf,Yso,Z?)ds, (23)

Vo= g0+ [ S XA~ [ Zdw, (24)

Obviously Z° = 0 satisfies these equations, and X° and Y? are given as the solution to the
coupled equations as

el

X0+/tb(s,X3,Y?,0)ds, (25)
0

T
¥o- g+ [ X0 26)

which usually presents greater computational complexity compared to the decoupled equations
(15). Furthermore, the €' -order terms satisfy

x = [ {(Vab(s, X2, Y2,0)X! + V,b(s, X% Y0,0)Y! + V.b(s, X%, ¥°,0)Z])ds
‘ fo "0 (s) dws, (27)
Ve [ (TR V0K £ V(s XYL 00T+ Vof(s X0, 10,0)2)ds

T
V. g(X)Xs- [ Ziaw, (28)

where Z} = (Z}) s s Zh g s Zay o oves Zagooes Zigy oo s Zhyg ) |- This coupled system often requires
much more computational efforts, while it admits the solution (X',Y',Z") so that X} and Y} are
jointly Gaussian distributed and Z! is deterministic as well as that in Proposition 2. Although
there are several ways to introduce perturbations as in (21)-(22), which may provide more pre-
cise approximations in the same orders of expansions, our focus is on computational feasibility
in many concrete examples as possible including high dimensional problems.

The asymptotic expansion as control variates

In this section the asymptotic expansion derived in the previous section is combined with
the algorithm of [1]. Although we develop the algorithms with combination of all the three
algorithms of [1] and our asymptotic expansion, here the one for Algorithm 2 of [1] with
the asymptotic expansion is displayed and the others are left in [33]. We note that the use of
our asymptotic expansion as controls with Algorithm 1 and 3 in [1] is also quite effective, as
shown in [33].

In particular, the asymptotic expansions Y25 and ZAE! are used as control variates for the
neural networks with replacement of ¢! by y x YAP! + ¢! and ¢? by y x ZAE! + $2. With set-
ting ¥ = 1 you obtain the proposed algorithm, while with setting y = 0 its original version is
recovered, though it is also found in [1] and [33]. As discussed in the first section, this algo-
rithm can approximate the solution with any precision when the neural networks are deep
enough. Furthermore, if the approximate processes (Y45, ZAE1) are sufficiently close to the
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true process (Y,Z), we can expect remainders should be small and thus be easier to learn. The
detailed algorithm is given as below.

Algorithm 1 Algo. 2 in [1] (feedback control based on X) +
the asymptotic expansion.

Input: The Wiener process Awy, initial parameters 8°, learning rate n,
binary parameter y €{0,1}; the functions b,f,0,¢ are given in (5)-(6);
Output: X7 and the process (Y7 )o<i<n-

1: for k=1 to maxstep do

2 for m=1 to M do

3: L”’:O;

4 Xkrrm_XO,

5. Ykﬂm ){XYAEI+¢(X elkl),

6: for i=0 to N-1 do

7 kﬂm XxYAEl+¢(Xk7Zm elkl)

g Zkﬂmf)(XZAEl+¢(Xkﬂm ezk 1)’

9: XM = XPO b (b, XSO w2 AL 0 (1 XY, ", 2 ) Awy ;
10: Yk,jf"“ = Y’;”’” — f(ts, XEO Y ZEP M) AL + 2 Awy,
1 —L7 e D[

12: end for

13: L7 = L7 4 | YR g(xkmm|?

14: end for

15:  Lossg = ﬁzxﬂ L";

16: 65 =651 - yVLoss
17: end for

In the algorithm, Y*™" and 1*™ are realization of Y™ and 4" on the m-th path respec-
tively. Further, VLoss is computed by

VLoss =3 3,0, [(Y5™" - g(XFTm) (VY™ - (X5T") VX))
+ R T (R -l T (VYT - Vi) | (29)

tiy1 Wi

This algorithm can be combined with methods such as El Mouatasim et al. [35] for even
greater efficiency.

Following the recommendation by [1], we use one n-dim input layer, two hidden (n + 10)-
dim layers for both networks ¢' and ¢?, and a m-dim output layer for ¢' anda (m X d)-dim
output layer for ¢

In this algorithm, the entire processes YA%! = { VAR, and ZAB! = {ZAE!) <1 are
both used as the control variates for Y and Z respectively, where the two neural networks
are applied to estimate the difference between those two approximation and corresponding
true processes. Note that Y4B is stochastic even when I = 1, while in the other algorithms
proposed in [33] employ only ZAE! as deterministic controls. Y} can be directly obtained
with an explicit expression with respect to (X}'),<; and (Y7, Z').<;-1 such as (17), while there
is an alternative way given in [33]. The difference between the computation above and its
alternative seems to be very small as shown there.

Numerical examples

In this section, we confirm the effectiveness of the proposed method by several numerical
examples for coupled FBSDEs. Due to space limitations, some of them are omitted and left in
[33]. Unless otherwise stated, the parameters for the neural network are set to be as follows: A
batch size is 256; a learning rate is 0.005; a number of discretization for the partition 7 is 25.
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Batch normalization is applied to each layer, and the Adam optimizer is employed. The net-
works are implemented using Python pytorch, and the code is publicly available on Github
[36].

Coupled FBSDEs which do not contain Z in the forward equation for X

First, in this subsection we apply the proposed method to the FBSDE where the coefficients
for X depend only on Y but not on Z. Concretely, the following FBSDE is considered.

Example 1.

t t
X, X0+f b(s,XS,YS)ds+f (s, Xs, Ys)dws,
0 0

T T
0+ [ fsxvaz)ds- [ Zldw,

Y;

where Xy =0 € R? and
Isin®(y+x;); i=j,
0; i#j,
d d d
f(t,x,y,z) = 21:1 zi— i(l + %) Zi:l xiz - T; Zi:l xi(xi+1 + t)
d .
—% Yo (i1 + ) sin* (y + x;),

d
8(x) = é imi X2 (xie1 + T), Xgp1:=2x1.

bi(t,x,y) = S cos?(y+ xi), 0ij(tx,y) = {

This can be found in [1] and the exact solution is explicitly given by Y, = % Z?zl X5 i(Xpinn +
t).

Figs 1 and 2 depict the comparison among the original method, the proposed method
and the method using the asymptotic expansion alone, indicated as “original”, “with AE” and
“only AE”, respectively, for T = 0.1 and d = 100. The results for the other algorithms are found
in [33] as well as they are in the other examples below. We generate ten independent sets of
paths with different random seeds, and average the results as conducted in [1]. The compar-
ison is presented in terms of the computational time. In order to facilitate comparison, the
computational time is standardized such that the time required for the original method to
compute 10,000 iterations is set to one. These path generation and standardization in compu-
tational time are maintained for all subsequent figures. Note that for the method “only AE”
the estimates for Y and Z are computed immediately using the explicit formulas, while the
loss function is determined as the average of the values obtained over the batches employed
during neural network training.

In both of the loss function and the error for Yy, the proposed method with the asymptotic
expansions as control variates, demonstrates a notable enhancement in performance rela-
tive to the original method even with taking computational time into consideration. Notably,
the use of the asymptotic expansions not only enhances the accuracy of the estimates dur-
ing the initial learning steps but also throughout the entire learning process, that is, the lev-
els to which the loss function or the error converge. Additionally, it is observed that the pro-
posed method exhibits slight fluctuations in its results, yet these are less significant as the
order of magnitude of the error is smaller than that of the original method. In comparison to
the method using the asymptotic expansion alone, the proposed method, which employs the
expansion as control variates, significantly outperforms in both the size of the error for Y, and
the value of the loss function.
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Fig 1. Results for Example 1 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and the proposed method (indicated as “with AE”). The value of the loss function is plotted
against computational time on the horizontal axis: d = 100.
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Fig 2. Results for Example 1 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and the proposed method (indicated as “with AE”). The error for the value of Yy is plotted
against computational time on the horizontal axis: d = 100.

https://doi.org/10.1371/journal.pone.0321778.9002

Coupled FBSDEs which contains Z in the equation for X

In this subsection, we confirm how the proposed method works in the case where the coeffi-
cients for X depend both on Y and Z. It is well known that obtaining a good numerical solu-
tion for such FBSDEs is significantly more challenging than for ones in which X depends only
onY.
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First, we see the following one-dimensional example found in [1] as with the previous one.

Example 2.

t t
X, Xo + [ b(s, X, Y5, Zs)ds + / o(s, X, Ys, Zs)dws,
0 0

T T
Y, g(Xr) + [ (s, X, Y5, Z5)ds - / Zsdw;
t t

where Xy = 1 and

b(t,x,y,2) = -1 sin(t + x) cos(t + x) ()* + 2),
o(t,x,y,2) = %cos(t+x)(ysin(t+x) +z+1),

g(x) =sin(T +x), f(t,x,y,2) =yz-cos(t+x).

In this case we have the exact solution Y; =sin(t + X;),Z; =cos?(t + X;)and Yy =sinl~
0.84147. Following [1], we conduct comparison of the estimates obtained by applying the
slightly modified asymptotic expansion to the original algorithm with those obtained by the
original algorithm itself, in this example.

Figs 3 and 4 depict the comparison of the original and proposed algorithms and the
method using the asymptotic expansion alone. Here, we compare the result when only the
asymptotic expansions of Y and {Y;} ¢ are employed as control variates, denoted as “with
Y0&Y,” with the result when the expansion of Z is solely used, denoted as “with Z;” and with
the result when all the expansions are used in conjunction, denoted as “with AE” While
incorporating the asymptotic expansions of either Y or Z individually as control variates
yields only marginal convergence improvement, their combined implementation (denoted
“with AE”) achieves substantially superior performance relative to the original method. In
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Fig 3. Results for Example 2 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and several versions of the proposed method (indicated as “YO&Y”, “with Z” and “with AE”).
The value of the loss function is plotted against computational time on the horizontal axis: d = 1.

https://doi.org/10.1371/journal.pone.0321778.9003
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Fig 4. Results for Example 2 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and several versions of the proposed method (indicated as “Y0&Y”, “with Z” and “with AE”).
The error for the value of Yy is plotted against computational time on the horizontal axis: d = 1.

https://doi.org/10.1371/journal.pone.0321778.9004

contrast, when compared to the method using the expansion alone, the error for Yy is slightly
larger, which is due to a particular feature of this example. In fact, in this example the ’-order
terms of the expansion are given as

X;

t
X0+f 0ds=Xp =1, (30)
0

Y0 sin(T+1)+/tT(—cos(s+1))ds=sin(t+1), (31)
and hence Y} = sin(1), which perfectly matches the true solution Yj = sin(1). Although
including the “correction term” Y} introduces some error, the performance of the method
using the expansion alone is still better than that of the proposed method. However, even in
such cases, the value of the loss function achieved by the proposed method is much smaller
than that of the method using the expansion alone.

For high-dimensional cases, [1] provides Example 4 in Section 5.4. However, we do not
use this example, since it is easily shown by Ito’s Lemma that any choice of Z with some reg-
ularity conditions satisfies this equation, and applying our asymptotic expansion finds one of
the exact solutions.

Next, we see another example found in Horst et al. [37] for coupled FBSDEs with Z in
the coefficient for X with d = 6. This example is closely related to one of the most important
problems in finance, namely portfolio optimization in incomplete markets.

Example 3. For the forward SDE;s for 6, € R% and H,, X, € R, we have

t t
6, = 60+/ ,ue(s,es)ds+f aa(s,65)dw™, (32)
0 0
t t
H, = H0+f ,uH(s,Hs)ds+f on((s, Hy)dw?, (33)
0 0
t t
X, = Xo+—— JA X(Z% +6,)T0uds + —— [ x@veyTawt G
1-y Jo I-y Jo
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where g : [0, T] X R = R¥, uy(s,h):[0,T] X R—>R,05:[0,T] X RN - RI* gy
[0,T] x R—=R%andw" = (T, wOT) = (wy,..., Way> Wy 41> - » Wy +d, ) 15 Orthogonal (dy +
d,)-dimensional Wiener process.

Then, the backward SDE is given by

: ] T T
Yoo —(1-7)n 1+ 2GR H) _1[ Lzt of -1z |ds- [ Zlaw,
XT 2 Jt 1—}/ t

where Z]t := (Z1 4oy Zay 1) s Zt i= (Zigs o> Zaty s Zay o105 woe > Zaly 1o ) | and HE R,

This fully-coupled FBSDE appears in solving the portfolio optimization problem such as

[ (XF +min(Hr, H))Y ]
supE
n 14

where

t 1
X;T =X+ f X?ﬂ:dss, 77:i,t = 17(21‘)[ + @,-,t) (35)
0 -7

fori=1,...,d; and the market securities S are driven by w* and the other risk from w® is
unhedgable. In contrast to the previous two examples, to our best knowledge, the exact solu-
tion to this FBSDE system is hard to obtain, while its existence is guaranteed by [37,Theorem
5.9].

Especially, we set

(£.0) =x(6,-0)), o (t.0)=1 O TP
to.i(t,0) =x(6; - 6;), U@),](t,e) { 0, i%]
,L{H(t,h) = ,aHh, O'H(S,h) = 51-1]’1

with d; = 1(i.e. w© = Wwg,+1) and x, 5,6y > 0, 0;, iy € R. Thus, 0 is Gaussian and Hr is lognor-
mal.
Moreover, instead of expanding (33) and (34) directly, we expand their log-transformation;

t 52 t
hy h0+[(,aH——H)ds+[ Grdw?,
0 2 0
t

1 1
—Z*r+6)'6,-———— 7" + 6, |d
x0+f0 (l—y( s T ) 2(1_y)2| s T+ |) S

t
+Lf (2 +6,)Tdw?
1-y Jo

Xt

where h; :=In H; and x; := In X;. The idea behind this transformation is that the original pro-
cesses Hy, X, seem to follow lognormal-like distributions in our setting, whereas their first-
order expansions are normally distributed. It is confirmed in several numerical examples that
this transformation slightly improves the performance of the proposed method, which are
available upon request.

Figs 5 and 6 presents a comparison of the results for Algorithm 1 in Example 3. The
parameters are set to be as follows; y = 0.5,6;¢ = 8,=0.2,6,=0.1,%=0.695 Hy = 1, iy =
0.005,5y =0.1; d; =5 and T = 1. In this example the exact solution is not available anymore.
Moreover, in practice, the value of Y (and the maximum expected utility achieved with the
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Fig 5. Results for Example 3 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and the proposed method (indicated as “with AE”). The value of the loss function is plotted
against computational time on the horizontal axis: d; + d, =5+ 1.

https://doi.org/10.1371/journal.pone.0321778.9005
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Fig 6. Results for Example 3 by the original method (indicated as “original”), the asymptotic expansion (indi-
cated as “only AE”) and the proposed method (indicated as “with AE”). The value of the expected utility achieved
with the estimated portfolio is plotted against computational time on the horizontal axis: dy + d> =5 + 1.

https://doi.org/10.1371/journal.pone.0321778.9006

true optimal portfolio) is often of secondary interest. Instead, the focus is on which portfolio
offers the greatest expected utility compared to other portfolios. In this sense, the expected
utility achieved with the portfolio obtained from the numerical solution of Z via (35) is

PLOS ONE | https://doi.org/10.1371/journal.pone.0321778 May 28, 2025 14/17



https://doi.org/10.1371/journal.pone.0321778.g005
https://doi.org/10.1371/journal.pone.0321778.g006
https://doi.org/10.1371/journal.pone.0321778

PLOS ONE Asymptotic expansions as control variates for deep solvers to fully-coupled FBSDEs

estimated by the out-of-sample-path average (using 10° paths for this computation) and we
replace the result for Y, by that for this criterion.

As seen in the figures, the proposed method not only resulted in a notable improvement
in the value of the loss function, but also in the expected utility compeared to the original
method and the method using the expansion alone. Furthermore, the use of the asymp-
totic expansions as the prior knowledge significantly improves the stability of the computa-
tion in the following sense. In the original version of Algorithm 1, [1] proposes the random
selection of the initial value for the learning process for Y. Nevertheless, if the aforemen-
tioned approach is employed, whereby the initial value is generated from a range of [-2,2]
as proposed in [1], it is observed that 90 out of 100 trials fails to update the neural network
within the first 100 learning steps. This phenomenon is observed consistently across a range
of parameter settings, which are not reported here for brevity. In contrast, when Y45 is used
as the input, the computation is successful in updating the network without exceptions. This
stability in computation is noteworthy.

In summary, in all the examples presented in this section, the proposed method improves
the efficiency of the algorithm by [1] and the method using the asymptotic expansion alone.

Concluding remarks

In this paper, we proposed the new method which combines the algorithm proposed by [1]
for coupled FBSDEs and the asymptotic expansions of those FBSDE:s as the control variates
for learning of the neural networks. In the examples including ones with high dimensional-
ity or the financially important implication, it is numerically confirmed that our proposed
method performed better than the original algorithm. This improvement was not only for the
values of the loss functions or the errors, but for the stability of the algorithm.

For future research, we refer to the followings: First, we try to give a rigorous error bound
which was not done in this paper. Second, we can incorporate higher-order terms than one in
the asymptotic expansions. From the fact that the level to which the values of the loss function
and the error for Y, converge was improved in Algorithm 1 with the stochastic control vari-
ate YAB! it is expected that the use of these higher-order random variables as additional con-
trol variates will further improve the efficiency of the proposed method. Finally, we are inter-
ested in other examples with financial implication such as general equilibrium in incorporate
markets.
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