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Abstract

In dynamical systems with a large number of agents, competitive, and cooperative phenomena
occur in a broad range of designed and natural settings. Such as communications, environ-
mental, biological, transportation, trading, and energy systems, and they underlie much
economic and financial behavior. Analysis of such systems is intractable using the classical
finite N-players game theoretic methods is often intractable. The mean-field games (MFG)
framework was developed to study these large systems, modeling them as a continuum of
rational agents that interact in a non-cooperative way.

In this thesis, we address some theoretical aspects and propose a definition of relaxed
solution for MFG that allows establishing uniqueness under minimal regularity hypothesis.
We also propose a price impact model, that is a modification of the Merton’s portfolio problem
where we consider that assets’ transactions influence their prices.

We also study numerical methods for continuous time finite-state MFG that satisfy a
monotonicity condition, and for time-dependent first-order nonlocal MFG. MFG is determined
by a system of differential equations with initial and terminal boundary conditions. These
non-standard conditions make the numerical approximation of MFG difficult. Using the
monotonicity condition, we build a flow that is a contraction and whose fixed points solve
both for stationary and time-dependent MFG.

We also develop Fourier approximation methods for the solutions of first-order nonlocal
mean-field games systems. Using Fourier expansion techniques, we approximate a given
MFG system by a simpler one that is equivalent to a convex optimization problem over a
finite-dimensional subspace of continuous curves. We solve this problem using a variant of a
primal-dual hybrid gradient method.

Finally, we introduce a price-formation model where a large number of small players can
store and trade electricity. Our model is a constrained MFG where the price is a Lagrange
multiplier for the supply versus demand balance condition. We establish the existence of a
unique solution using a fixed-point argument. Then, we study linear-quadratic models that
hold specific solutions, and we find that the dynamic price depends linearly on the instant
aggregated consumption.

Keywords: Mean-field games, dynamical systems, optimal control, numerical methods,

partial differential equations, stochastic differential equations






Resumo

Em sistemas dinamicos com um numero elevado de agentes, frequente-
mente fenémenos competitivos e cooperativos ocorrem quer em condi¢Ges
naturais quer devido a configuragdes projectadas. Sao disto exemplo sis-
temas de comunicagdes, fendmenos ambientais, biolégicos, de transporte,
comércio e energia. E estes sistemas tém por base muitos comportamentos
econdémicos e financeiros.

A andlise de sistemas com elevado nimero de agentes, utilizando os
métodos tedricos classicos, como teoria de jogos de N-jogadores, é muitas
vezes intratével. A teoria de jogos de campo-médio (JCM) foi desenvolvida
para estudar esses sistemas dinamicos, modelando-os como um continuum
de agentes racionais que interagem de forma nao cooperativa.

Na primeira parte da tese, abordamos alguns aspectos tedricos e propo-
mos uma defini¢do de solugao relaxada para JCM, que permite estabelecer
unicidade de solugbes com hipétese de regularidade minimas. Também
propomos um modelo de variagdes do preco de activos financeiros, que é
uma modificagdo do problema do portfélio da Merton, onde consideramos
que as transacgoes dos activos influenciam as suas cotagoes.

Na segunda parte da tese, estudamos métodos numéricos para os JCM
com numero estados finitos que variam continuamente no tempo e que
satisfazem uma condicdo de monotonicidade. Também desenvolvemosO
métodos numéricos para JCM de primeira ordem dependente do tempo e
com operadores nao locais. Os JCP séo determinados por um sistema de
equacoes diferenciais com condigbes de fronteira inicial e terminal. Estas
condigoes de fronteira ndo usuais dificultam a aproximacado numérica do
JCM por métodos classicos existentes na literatura. Portanto, impoe-se a
construcao de novos métodos numéricos que sejam adaptados a esta classe
de problemas. Neste trabalho, usando a condi¢cdo de monotonicidade dos
JCP, construimos um fluxo que provamos ser uma contracgdo e cujos
pontos fixos sdo solugdo tanto de JCP estacionarios como dependentes do
tempo.

Também desenvolvemos métodos numéricos para JCP com operadores
nao locais, utilizando para isso métodos de aproximagao de Fourier para
as solugbes de sistemas de primeira ordem de JCP ndo-locais. Usando
técnicas de expansdo de Fourier, aproximamos o sistema de JCP por um
sistema mais simples que é equivalente a um problema de optimizagao
convexa sobre um subespago de dimensao finita de curvas continuas. Re-
solvemos este problema de optimizagdo usando uma variante do método
de gradiente hibrido primal-dual.

Na terceira parte da tese, introduzimos um modelo dindmico de formacgéao
de pregos em que um grande nimero utilizadores pode armazenar e comer-
cializar electricidade a partir de baterias conectadas a rede de distribuigcao
eléctrica. O modelo que propomos é um JCP com restri¢gdes onde o prego
é um multiplicador de Lagrange para a condi¢do de balango da procura
versus oferta. Utilizando um argumento de ponto fixo, provamos também
a existéncia de uma solugdo tnica. Por fim, estudamos modelos lineares
com custo quadréatico, em que obtemos solugoes explicitas e descobrimos
que o prego (dinAnmico no tempo) depende linearmente do consumo agre-
gado de energia instantaneo.



Palavras—Chave: Jogos de campo—médio, sistemas dinamicos, controlo 6ptimo,
métodos numéricos, equagoes diferenciais parciais, equacoes diferenciais ordinérias,
equagoes diferenciais estocasticas
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Chapter 1

Introduction

In this work we study different aspects of the mean-field games (MFG) framework, namely,
the theory behind it, in Part I, numerical methods, in Part II, and applications, in Part III.

The mean-field games setting models a large number of identical rational agents that
interact in a non-cooperative way. These agents seek to minimize their cost (or maximize a
reward function) using statistical information on the distribution of the whole population.
This setting can be formulated as a differential game between a large number of players and
the aim is to find a Nash equilibrium where a generic player cannot unilaterally improve his
position.

These models were introduced in the engineering community by [117, 114] and in the
mathematical community by [131-134]. These games were modeled as a coupled system of
partial differential equations (PDE) that comprises a Hamilton—Jacobi and a Fokker—Planck
equation.

In a differential game with a small number of players, the contribution of each player
determines the state of the system. Therefore, instabilities and intractable mathematical
problems arise when we are looking for feedback-form Nash equilibria. Trying to extend this
methods for a large number of players either using particle or agent-based models frequently
lead to intractable problems from the analytical point of view. Moreover, they often do not
provide insight on the qualitative properties of the models.

For a large number of players, the contribution of each individual player to the overall
state of the system is small and no single player can change the evolution of the system by
itself. Therefore the macroscopic state of the system is determined by the average behavior
of the population. The MFG framework corresponds to a major paradigm change in the
analysis of N-players differential games, see [24]. In contrast with the previous existing
methods, the system of PDE in MFG is amenable to analytical tools and suitable to address
a wide range of applications and to provide quantitative and qualitative insight. Using these
models we want to find the optimal strategy of each player as well as to determine the value

function and characterize the evolution of the density of the population. In these models the



2 Introduction

information about the population state is encoded in a probability measure, m. Given the
density of players m, each agent solves an optimal control problem. This problem determines
a value function, V', and the optimal action to be performed. This gives rise to a coupled
system of PDE (Hamilton—Jacobi and a Fokker—Planck equation) for which the couple m
and wu is a solution.

This thesis is organized in three different parts. We now detail some background,
motivation and a brief discussion of the contribution in each part.

Part I: In the first part, of this work, we address the theoretical aspects of the mean-field
games framework. This part is based on the paper [99].

The literature on mean field games and its applications is grew fast in the recent years,
for a survey see [137] and reference therein, as well as the excellent lecture notes [53], and
the books [32] and [85].

The first results on MFG using PDE methods were established by [131, 132] and later
described in [140]. Later Gomes and his collaborators have also considered the discrete
time, finite state problem [88], and the continuous-time finite-state problem [89], [80]. Such
problems have also been addressed in [108] and [110]. Various applications and additional
models have been worked out in detail in [107], [22], [97], [107], [97], [128], [142], [152], [159],
[165], [166], [75], [111]. Problems motivated by applications with mixed populations or with
a major player were studied in [112, 113]. Mean field games have also been analyzed using
backwards-forwards stochastic differential equations, see, for instance [149], and [64, 63, 66, 65].
Linear quadratic problems have been considered from distinct points of view, for instance, in
[114], [19], [115], [149], [23], [34], and [138].

The rigorous derivation of mean-field models was considered in some models in the original
papers by Lions and Lasry. Further developments, using the theory of nonlinear Markov
processes were obtained in [125], [123], and [122] (see also the monograph [124]), and using
PDE methods in [22]. For finite state problems, the N player problem was studied in [89]
where a convergence result was established. For earlier works in the context of statistical
physics and interacting particle systems see [162].

In Part I we address reduced mean-field models and mean-field games in master form,
which are discussed, respectively, in Chapter 2 and Chapter 3.

In Chapter 2, we start by discussing the derivation of reduced MFG. The reduced form of
MFG was first studied by and Huang Malhamé and Caines, [117, 114], in the engineering
community and Lions and Lasry, [131-134], in the mathematical community. Later, it was
made clear that this formulation is actually a particular case of MFG where agents are
also coupled through common Brownian noise. In the general setting we have a infinite
dimensional PDE, the Master equation, that we will address in Chapter 3. The reduced mean
field games can be seen as the equations of characteristics of the Master equation.

Reduced mean-field models can be formulated as systems of a Hamilton-Jacobi-Bellman

equation coupled with a Fokker—Planck or transport equation. We start by discussing the



derivation of those models. Then we discuss various existence results both for first and
second order equations as well as for problems with local dependence on the measure. Then
we address uniqueness questions and propose a definition of relaxed solution that allows
to establish uniqueness under minimal regularity hypothesis. A special class of mean-field
games can be regarded as the Euler-Lagrange equation of suitable functionals. This section
ends with a brief overview of the random variables point of view and some applications to
extended mean-field games models. These extended models arise in problems where the costs
incurred by the agents depend not only on the distribution of the other agents but also on
their actions.

Then in Chapter 3 we continue the discussion on mean-field games by considering mean-
field games in master form. These were introduced by Lions in [140]. Such master form is
particularly useful for the study of problems where agents share a common noise. We present
various of these models as well as an application to price formation problems.

The main contributions of this first part is the theory of relaxed solutions and its
applications to uniqueness and stability of mean-field games, some of the extended models
and the price formation model discussed at the end of the paper.

Part II: In the second part, we address some numerical aspects of mean-field games.
This part is based on the papers [105] and [155].

The MFG system consists of two coupled equations, one is backward in time (Hamilton—
Jacobi equation) and the other is forward in time (Fokker-Planck), and satisfy terminal-initial
boundary conditions. This combined with a fully coupling of the system is the main source
of difficulties in the numerical simulation of time-dependent MFG.

Numerical methods for MFG problems were first studied by Achdou and Capuzzo-Dolceta
in [6]. Several improvements and developments followed in [1] and [10].

There is also a growing interest in numerical methods for these problems [130], [6], [3], [52],
[10]. For a survey of numerical methods see [1]. In [4], the authors proposed a discretization
of the Hamilton—Jacobi equation via a monotone scheme and the adjoint of the linearization
of that equation is used to discretize the Fokker—Planck equation. These equations were
solved using Newton’s method. In alternative to Newton’s method we can use monotonicity
properties. This was done in [12] for the stationary case. And we extend this approach for
the time-dependent case for finite-state MFGs in the Chapter 4, where we use projection
operators to preserve the boundary conditions.

In Chapter 5 we address first-order nonlocal MFG problems. In this setting the Hamilton—
Jacobi and the Fokker-Planck equations are coupled through a nonlocal coupling in the
Hamilton-Jacobi equation, of the kernel convolution type. The nonlocal MFG models problems
where each individual agent takes into account not only the density of players in the same
sate but also the density of players in neighboring states. We used Fourier expansion methods
from [153] to approximate the nonlocal operator, and developed a primal-dual hybrid gradient

based numerical method.
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The main contributions are the numerical method for time-dependent finite-state MFG
that satisfy a monotonicity condition. And another numerical method for nonlocal MFG.

Part III: On the third part, we address some applications of MFG models to price
formation, namely in electricity markets. This part is based on the paper [100].

Applications of mean-field games are several. From economic models, algorithmic trading
in finance, socio-economic models (opinion dynamics), biology and engineering problems.

Applications of MFG on economic models are several, a good reference is [104]. Different
models in MFG have been used to study exploration of non-renewable resources, for example,
oil ([137]) and minerals ([9]). To model inequality [84], economic equilibrium [130], and
growth theory [136].

In mathematical finance, MFG models were used in high-frequency [129] and algorithmic
[67] trading. And, also price formation [48, 47, 145, 42, 41, 87].

Regarding applications in engineering, MFG models were used to study energy markets
and for the management of the power-grid, see [18, 118-120, 146]. Other applications include
risk-sensitive or robust control, [76, 77, 165, 166], adaptive control ([121, 151]), massive
communications in 5G networks [36], among others ([115, 163, 164]).

MFG models for crowd and population dynamics were investigated by [74, 43—45], for
traffic by [46, 69], and and to related problems on networks and graphs in [28, 50, 51, 111].

Many authors studied socio-economic problems such as opinion dynamics ([27, 160, 161,
35]) and consensus ([38, 150, 152, 158, 152]), paradigm shifts ([37, 102]), social choice and
dynamics ([116, 26]), and corruption ([126, 127]).

The main contributions of this part is the price formation model and the proof of existence
of solutions to the first and second order MFG model with constraints, and uniqueness in the
second order case. Also we solved explicitly the linear-quadratic models of the price-formation
MFG formulation, and our results suggest that a price determined by a supply versus demand

condition may help stabilize the oscillations of the price.



Part 1

Mean Field Games Theory






Chapter 2

Reduced mean-field models

In this chapter we consider reduced mean-field models. The reasons we start discussing
the reduced form of MFG are twofold. The first is the fact that it is a simpler and better
understood problem and appeared first in the literature. The second reason is that the main
results presented in this work regard the reduced formulation.

The models originally studied by Lasry and Lions [131-134] which consist in a system
of a Hamilton-Jacobi type equation and an associated transport or Fokker-Planck equation.
We present the derivation of such models and discuss various methods to prove existence
and uniqueness of solutions. Stationary models are then briefly discussed. These are quite
interesting in their own right but also, under appropriate conditions, encode the long-time
asymptotic for mean-field games, as shown in [59, 60] (see also [88] and [89] for discrete
models). Following [92], we consider also stationary extended models in which the cost for a
reference player depends not only in the other players distribution but also on their actions.
Then we look at certain variational structures that some of these problems enjoy, and the
connections between mean-field models and other now classical problems such as optimal
transport and Aubry-Mather theory. We then describe the random variables point of view.
This formulation is very close to the one in [117] (although many of the problems considered
in this survey are deterministic), but the presentation here reflects also the ideas and methods
from the lectures of P. L. Lions in Collége de France [140]. We will show that mean-field
games can be set up as a system of Hamilton-Jacobi equation coupled with an ODE in a
space of random variables. In this part we discuss only deterministic control problems. This
allows us to avoid using backwards stochastic differential equations (see for instance [149],
and [64, 63]) and therefore keeping the presentation elementary. Mean-field models with
correlations and the master equation will be considered in section 3. The random variable
point of view makes it easy to consider models where the costs incurred by players depend
not only on the distribution of other players but also on their actions. Such models were first

studied in [103] and are also briefly considered here.



8 Reduced mean-field models

2.1 Derivation of reduced models

Let U C R™ be a convex closed set. As it is usual in stochastic optimal control problems
(see [83], for instance), we consider a vector field f : RY x U — R? and a diffusion matrix
c:RIxU — Mf{m, where /\/lﬁéxm is the set of d x m real matrices. We suppose that both

f and o are globally Lipschitz in the first coordinate, that is, for all v € U

|[f(z,0) = f(y,v)]; |o(z,v) = o(y,v)] < Clo =y,

where the constant C' is independent of the control variable v and z,y € R%. We also assume

the following growth condition
[f(z,0)]; |o(z, v)| < O+ [z] + |v]).

Let (2, F, P) be a probability space, where (2 is a set, F a o-algebra on Q and P a probability
measure. Let W; be a Brownian motion on 2 and F; the associated filtration. Fix an initial
time ¢o € [0,7]. Let B, be the Borel o-algebra on [to,7]. A control process v : [to,T] xQ — U
is called {F, }-progressively measurable if the map (s,w) — v(s,w) from [tg,r] x Q into U
is B, x {F,}-measurable. We denote by U the set of all progressively measurable control
processes.

We consider a population of agents where each agent is allowed to choose a progressively
measurable control v € Y. This control determines the agent’s dynamics through the
stochastic differential equation (SDE)

dx = f(x,v)dt + o(x,v)dW;. (2.1.1)

We will assume that each agent dynamics’ is driven by an independent Brownian motion in
(2.1.1).

Let P(R?) be the set of Borel probability measures in R?. Let 6 : [tg, T] — P(R?) be,
for each time ¢, a probability distribution of agents in R?. Assume for the moment that the
trajectory of each agent is determined by an independent copy of (2.1.1) where the control v

is given as a (non-time homogeneous) feedback Markovian control, that is
v(t) = v(x,t),

for some function v : R% x [tg, T] — U. Thus each agent of this population will follow the
diffusion
dx = f(x,v(x,t))dt + o(x,v(x,t))dW;. (2.1.2)



2.1 Derivation of reduced models 9

Because the Brownian motion driving each agent is independent from the remaining ones,

the population distribution will evolve according to the following Fokker-Planck equation
0, + div(b(x, t)0) = 02 (ai;(w,1)0),

where .
1
b(l‘a t) = f(xv U(LB7 t))? Q5 = 5 Z O-i/c(xv ’U(fl?, t))O'Jk(CC, U(CC, t))a
k=1
and the initial condition 6(x,t) is given.
We consider a Lagrangian L : R x U x P(RY) — R, and a terminal cost ¥ : R? x P(RY) —
R. Suppose L, and ¥ are continuous, bounded by below, and satisfy the following quadratic

growth condition
|L(z,v,0)] < C(L+ |z + o), [¥(z,0)] < C(1+ 2],

for positive constants C' independent of (x,v,#). Assume further, if U is unbounded, that

. L(z,v,0)
lim —————~ — 0.
[o]=oo ||

Fix an agent, which knows the strategy v used by the other players and whose objective

is to find a progressively measurable control v which minimizes the following cost functional
T
T tiv) = E [ L(x,v,0)ds + 0(x(T),6(T).
t
From the point of view of this agent, its value function is

V(z,t) = ‘111615 J(x,t;v).

It is well known, see Appendix A, that V is then a viscosity solution to the Hamilton-Jacobi
equation

~V;+ H(x,D,V,D?,V,0) =0, (2.1.3)

where H : R x R? x ME*? x P(R?) — R is given by

1
H(w.p,M.0) = sup | ~f(w,0) - p ~ 50(w,0)" (w,0) : M ~ Lz.0.6)]
velU

and : is the trace that is defined as

d
A:B= Z AijBija

i,j=1
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for square matrices A, B € M%Xd. Furthermore, V satisfies the terminal condition

V(z,T) = ¢(z,0(T)).

Suppose that V' is a smooth enough solution to (2.1.3), and that H is differentiable.
Assume further that there exists a function ¥ : R? x [¢, 7] — U such that

1
H(z,D,V,D?.V,0) = —f(z,0) - D,V — 0@, 0)ol (z,0) : D2,V — L(z,0,0).

If, for all 2 € R? and m € P(RY), H(x,-,-,m) is smooth enough, then a simple argument
shows that

1
f(x,0) = —=DyH(zx,D,V,D2,V,0), ia(ag, 0)o ! (z,0) = =Dy H(x, D, V, D2, V,0),

and that the control ¥ is optimal.
We assume now that all players have access to the same information and therefore will use

the same strategy v in (2.1.2). This gives rise to the second order mean-field games system

~Vi + H(z, DV, D?V,0) =0 (2.1.4)
0, — div(D,HO) — d;j(Dag,, HO) = 0, -
coupled with the initial-terminal conditions
V(,T) = b(z,6(7)) o
0(.%', 0) = 90.

The boundary conditions in this problem are non-standard in the sense that part of the
unknowns are subject to initial conditions and the rest of them are subject to terminal
conditions. Therefore existence of solutions is not obvious and requires some justification.
This will be discussed in section 2.2 for three model problems.

In addition to the initial-terminal conditions it is also interesting from the point of view
of applications to consider the planning problem, see [3], and [156]. In this problem we are
given two probability measures 0y and 6; and one looks for a pair (V, 6) solving (2.1.4) under
the boundary conditions

0(x,0) = b, O(x,T) = 6. (2.1.6)

In [156] the existence of weak solutions for the planning problem for the second order case
was established.
At this stage the key points to address are existence and uniqueness for solutions to

(2.1.4). This will be done in the following sections.
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2.2 Existence of solutions

We now discuss the existence of solutions for the initial-terminal value problem for mean-field
games. Rather than considering the most general problem, we consider three model cases. The
first two concern first and second order Hamilton-Jacobi equations with smooth dependence
on the measure. The third case concerns local dependence on the measure.

We will follow closely in the first two parts of this section the lecture notes by P.
Cardaliaguet [54]. As such, we will not detail the more technical arguments that can be
found in that reference. The case of local potentials will be addressed by establishing various

a-priori estimates, using the techniques in [131, 132, 98, 96, 95].

2.2.1 First order case

Here we look into the case where the dynamics of the players are deterministic. Therefore,

given by an ordinary differential equation (ODE)

x = f(x,v).

In this case we obtain the first order mean-field games system:

~Vi+ H(z,D,V,0) =0 inR?x[0,7T) (2.2.1)
0, — div(D,HO) = 0 in R? x (0,7, -
with initial-terminal condition
Ve, T) =y(z,0(-,T
(@.T) = 0(a,6( 7)) .
0(z,0) = Op(z).
We will study the particular case where the Hamiltonian is given by
1
H(z,D,V,0) = §\D$V(:c,t)\2 — F(z,0(t)), (2.2.3)

where F' is a (nonlocal) operator on probability measures. A solution to (2.2.1) is a pair (V, 6),
where where V' is a bounded locally Lipschitz continuous solution to the Hamilton-Jacobi
equation and 6 is a weak solution to the transport equation. We denote by Pl(Rd) the set of
Borel probability measures in R¢ with finite first moments endowed with the 1—Wasserstein
distance. We recall (see [167]) that the 1— Wasserstein distance between two probability

measures #1 and 0, is defined as

d1(017‘92) = inf d‘w_y‘dﬂ(:ﬁ’y)’

T JRIXR
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where the infimum is taken over the set II(y,63) of all probability measures 7 in R? x R¢

whose first marginal is 6; and the second marginal is 3. We define the norm || - |2 as

lolle> = sup (lg(e)| + Dag(a)| + DEg(@)])
S

for any g € C%(R).

Theorem 1. Suppose that F', and ¢ in (2.2.2) are continuous on R? x Py (R?), 6, is absolutely
continuous with respect to the Lebesgue measure, and that there exists a constant C' > 0
such that

1EC, 0z, 19 (, )2 < C,
uniformly for § € P;. Then the system (2.2.1), for the Hamiltonian (2.2.3), and under

initial-terminal conditions (2.2.2) admits a solution.

Proof. We outline in what follows the proof by a fixed point argument from [140], as detailed
in [54].

Semiconcavity estimates We recall that a function 1) : R¢ — R is semiconcave if there
exists a constant C such that ¢ — C|z|? is a concave function. The first step on the fixed

point argument consists in proving that the solution to the equation
—Vi+ H(x,D,V,0) =0, (2.2.4)

for a fixed 0 : [0,T] — P; is semiconcave in z, with semiconcavity modulus uniform in 6.

This follows from standard viscosity solution techniques, see for instance [20].

Optimal trajectory synthesis Though viscosity solutions may fail to be differentiable,
by semiconcavity they are differentiable almost everywhere. Furthermore, if z € R? is a point
of differentiability of V' (x,0) then the trajectory

x=—DyH(x,w,0)
p = DIH(Xawae)a

with
x(0) = z, w(0) = D,V (x,0),

is an optimal trajectory for the optimal control associated with (2.2.4), and V is differentiable
at (x(t),t), with w(t) = D,V (x(t),t), for 0 <t < T.
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Transport equation As in [54], we can define, using a measurable selection argument a

flow ®(x,t, s) satisfying
Oy(z,t,5) = —DpH(P(z,t,5), D,V (®(x,t,5),0), O(x,t,t) = . (2.2.5)

Furthermore & satisfies the following properties

1.
B, t,5') — B, t,5)| < Cls — s

|ﬂ§‘ - y‘ < C‘(I)(Jl,t,s) - q)(yut7 S)|

We then define ((t) = ®(-,0,¢)86p. It is not hard to check that ¢ : [0,7] — Py is

continuous and it is a weak solution to
0i¢ — div(DpH (z, D, V,0)() = 0.

Additionally, since 6 is absolutely continuous, so is { due to the properties of the flow. The
key issue is uniqueness. If the vector field b(z,t) = —D,H (z, D,V,0) were Lipschitz in the =
variable, the uniqueness of solution of the conservative transport equation would follow by
standard methods. Unfortunately the above vector field may be discontinuous. Consequently,
to establish uniqueness one needs to use a approach due to Ambrosio [14], [15], as explained
in detail in [54].

Stability and fized point argument The last step of the proof consists in a fixed point
argument which depends on the following stability result: for m € C([0,T],P1) denote by
U[m] the solution to

—Vi+ H(z,D,V,m) =0

with V(z,T) = U(x,m(T")). Denote by ®[m] the flow induced by U[m] through (2.2.5), and
©[m] = ®[m|46p. Then by stability of viscosity solutions if m,, — m then U[m,] — U[m|. By
the semiconcavity estimates, we have almost everywhere convergence of D,U[m,,] to D,U[m].
In addition, ©[m,,] is (uniformly) absolutely continuous and so any sublimit will be absolutely
continuous. But then lim,_,. ©[m,] is a solution to the transport equation for D,U|[m)]
and by uniqueness ©[m] = lim,_,o, O[my]. This then shows that the map m — O[m] is
continuous. It is also easy to see that it is compact since the properties of the flow imply
Lipschitz continuity of ©[m] as a map from [0, 7] — P;. Therefore this map admits a fixed

point to which corresponds a solution to (2.2.1), as claimed. O
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2.2.2 Second order case

Now we consider the second order reduced mean field model (2.1.4) with initial-terminal
conditions (2.1.5). In order to simplify the presentation, and to focus in the main arguments,

we assume that the Hamiltonian has the following structure
1
H(z,D,V,D2V,0) = —AV + 5\Dm2 — F(x,0).

We assume further

A) F and v are uniformly bounded over R¢ x Py, and also Lipschitz continuous,

B) 6y is absolutely continuous with a continuous density function with finite second

moment:

/]Rd 2|20 (x)dz < +o0.

Once more we follow the argument proposed in [140] and detailed in [54] to prove the existence

of solutions for the mean-field equations.

Theorem 2. Assume that conditions A) and B) hold. Then the reduced mean field game
~V; = AV + |D,V|? = F(2,0(t)) R?x[0,T)
0y — A — div(D,V0) =0 R? x (0,T]

with initial-terminal conditions

{V(ﬂc,T) = U(z,0(T))
0(x,0) = Op(z),

has a solution (V,0).

Proof. The proof, as in the previous section is based upon a fixed point argument, of which

we outline the main steps.

Fokker-Planck equation The first step consists in studying weak solutions, § € L'([0, 1], Py),
of the Fokker-Planck equation

{et — A9 —div(Bf) =0
(2.2.6)

0(x,0) = Oy (z),

where B : R? x [0,7T] — R? is a vector field assumed to be continuous, bounded, and uniformly

Lipschitz continuous in z. To do so, consider the stochastic differential equation

dx = B(x, t)dt + /2dW;,
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where W, is a d-dimensional Brownian motion. Suppose further that £(xg) = 6y. Then it is
well known that 6(t) = L(x) is a weak solution to the Fokker-Planck equation (2.2.6).
Furthermore, there exists a constant depending only on the terminal time T, Cy = Cy(T)
such that
dy (8(1),6(5)) < Co (Il flloo + llolloo) [£ = ]2 (2:2.7)

Indeed, let s < ¢, and consider the random variables x;, x; with law L£(x;) = 6(¢), and
L(xs) = 0(s). Using the definition of the Kantorovitch-Rubinstein distance, and observing
that the joint law v € TI(6(t),0(s)) we have

@ (00),6(5)) < [

R4 x

|z —yldy(z,y) = Ellx¢ — x|
Rd
Since both xy, x, satisfy (2.1.1), with the same initial condition, we get

t t
nyt—xs\gE[/ 1F(r, ) |dr + / o (%7, 7)dW;
S S

| < KQ o+ ol 7=

Additionally, elementary computations show that there exists a constant Cy = Cy(T") such
that

[ taPaste.) < 5 ([ laPdso(o) + 112 + o). (2:25)

The idea in [54] is to consider the set K given by
d t
K= {m e C%([0,T],P) : SupM < Cy, sup /d |z|2dm(t, z) < C’o} ,
R

sAt [t—s|2 t€[0,7]

for Cy large enough. This set is a convex compact subset of C°([0, 7], P), which is essential

to apply a fixed point argument.

Second-order Hamilton-Jacobi equation The second step consists in looking at the

Hamilton-Jacobi equation

—Vi+ —AV + 3D, V|* = F(z,m(t)) R?x[0,T)
V(z, T) = Y(z,m(T)) R,
where m is a given density measure in . Since F and W satisfy A. and B., and m €

C°([0,T7],K), using the Cole-Hopf transform is is possible to show that the Hamilton Jacobi

equation has unique solution V' with D,V Lipschitz.



16 Reduced mean-field models

Fixed point argument For the last step of the argument, define the map

T:K—=K

m— 6 ="T(m),

where I is the convex, compact set defined before. Note that 6 solves the Fokker-Planck
equation and is continuous. Since V € C2+3 we have uniqueness of solutions for the
Fokker-Planck equation and also 6 € C2+3. From (2.2.7) and (2.2.8) we conclude that 6 € K.

We now prove that Y is continuous. Take a sequence (6,) in K convergent to §. Then
using the local uniformly convergence of ¥, and F' we obtain that (V},) is also uniformly
convergent, say, to V. Using interior regularity estimates we prove that (D,V},) is locally
uniformly Holder continuous so it converges local uniformly to D,V . Further we have that
(0,,) converges to 6. So now we have all the results we need to state and prove the existence
result.

Use the above defined map T, between the convex set K and apply the Schauder fixed
point theorem. The solution to the reduced mean field game is precisely the fixed point
(V,0). O

2.2.3 A-priori estimates methods

We will address a different dependence of the mean-field game on the measure 6. Rather
than a smoothing one, we consider a local dependence on the measure. Again, to simplify

the presentation we consider the following equation

Vi 4+ 122VE — AV 4+ g(6
S 9(0) (2.2.9)
0, — div(D, V) = A6,
under initial-terminal data

periodic boundary conditions in the spatial variable, that is 2 € T¢, and g() = G’(6), where
G is a convex increasing function. We should note that for quadratic Hamiltonians such
as (2.2.9) smooth solutions are known to exist, see [59]. However the proof depends on the
Hopf-Cole transformation and does not generalize in any obvious way for Hamiltonians which
satisfy, for instance, quadratic-type growth conditions. The techniques present here can be
generalized easily, and so more general Hamiltonians can be studied with similar techniques,

as well as somewhat more general dependence on the measure of the form g(z,0).
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Lasry-Lions estimates One can easily obtain the following estimate, see [132, 133], by
multiplying the first equation in (2.2.9) by 6 and the second equation by V', subtracting these
two and integrating by parts:

T 2
/ / DVE ) L o) < c (2.2.11)
0o Jra 2

This estimate is related with the optimality of certain mean-field games as described in
section 2.5.

In the case g > 0 one can obtain the additional estimate
T
/ / |D,V|*dzdt < C. (2.2.12)
0o Jrd

By combining the estimates (2.2.11) and (2.2.12), Lions and Lasry in [132, 133] obtained
existence of weak solutions for various mean-field games, see also the papers [157] and [58].

In [93, 94] the following estimate for mean-field games, also in the case g > 0 was obtained
T
| [Lg@per+pvie<c. (22.13)
o JT

which extends a similar estimate for the stationary case in [78], as well as in [98], for second
order problems (a similar estimate was also obtained by P. L. Lions). This result can be
established by applying the Laplacian operator to the first equation of (2.2.9) and integrating
with respect to 6.

Fokker-Planck equation The previous estimates were obtained by looking at the first
equation, the Hamilton-Jacobi equation, in (2.2.9). However, the second equation also
has regularizing properties. By combining the previous results with iterative methods for
parabolic equations Gomes and his co-authors obtained in [93, 94] the following result, which

only depends on g > 0:

Theorem 3. § € L>((0,7),L"(T%)), for all 0 < r < 2, where 2* = 2 is the Sobolev

conjugated exponent to 2.

The proof of this theorem uses an iterative procedure. First we know a-priori that
0 € L>=((0,T), L"), since the Fokker-Planck equation conserves mass. The idea is to construct
a sequence /3, such that at each step one has § € L>((0,T), L'*#»). One first obtains the
identity

s dx+6+1/ /d\Deﬁ+ 2dz dt
T T

= [ 0" @ 0o+ 5 /O [ div(DV)6" dadt (2.2.14)
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The last term can be controlled by

/ AV < C / / (AV)%0 46 / / 62+ gt
0 Td 0 Td 0 Td

The first term in the right hand side can be estimated by the inequality (2.2.13) and the
second one is handled by using a combination of Sobolev inequalities and Holder inequality.
This allows to establish an estimate for the L>((0,T), L'*#n+1) norm of # in terms of the
L>®((0,T), L**5») norm of 6. For the details we refer the reader to [93, 94].

Regularity for Hamilton-Jacobi equation From the integrability properties for 6, we
can now look back at the Hamilton-Jacobi equation. We consider the reference case g(6) = 0.
For quadratic Hamiltonians the existence of smooth solutions was established in [59]. The
proof in that paper relies on the Hopf-Cole transformation and depends strongly on the
specific quadratic form of the Hamiltonian and does not extend (except perhaps in very
specific perturbation regimes) to general Hamiltonians. For Hamiltonians with sub-quadratic
growth P.L. Lions, established in [141], the following result:

Theorem 4. Consider the Hamiltonian
J
H(p,z) = (1+[p|*)? +V(z)

with 1 <y <2 Ifa< 325 or 1 <y <1+ g7 and a > 0, then DV, D2,V € LP([0,T] x T%)
for any p, and 6 € L*°([0,T7], LP).

Once this regularity is obtained then further regularity results can also be established by
bootstrapping and standard methods. In [93] this result was improved in the subquadratic
case and, through a completely different proof, in [94] the authors were also able to study

also the superquadratic case. In particular the following result was proved in those papers:
Theorem 5. Consider the Hamiltonian
H(p,z) = (1+[p|*)? + V(@).

Then if 1 + ﬁ < v < 2 there exists a4 > % and for 2 <y < 3 for o, g = WQ—W the

solutions of the corresponding mean-field game
—Vi+ H(xz,DV) = 6%+ AV, 0, — div(D,HO) = AS,

for o < av g, with smooth initial-terminal data and 6(z,0) bounded away from zero satisfy
D,V,D2,V € LP([0,T] x T¢) for any p, and 6 € L>=([0,T], LP).

As remarked previously, from this regularity it follows the existence of smooth solutions.
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2.3 Uniqueness by the Lions-Lasry monotonicity method

We now address the uniqueness of classical solutions for the initial-terminal value problem
for mean-field games. We start by reviewing the Lions-Lasry monotonicity method. Then we

present a definition of weak solution which allows for an improved uniqueness result.

2.3.1 Monotonicity method

We discuss here uniqueness for classical solutions in the second order case (the first order case
is just a special case of the second order case) using the technique by Lions and Lasry. This
proof yields uniqueness for classical solutions. In the next section we show how to modify
the proof so that one can prove uniqueness for viscosity solutions without any regularity
hypothesis on the solutions. We consider mean-field games in R?, but the argument extends

to the periodic case without any difficulty.

Theorem 6. Consider a smooth Hamiltonian of the form H(z,p, M,0) = Hy(x,p, M) —
F(x,0), where F : R? x P(R%) — R. Assume further that Hy is jointly convex in p and M,
that [ is strictly monotone in 6, that is, if 61,0 € Py, 01 # 65 then

/T/d (F(z,61) — F(z,02))(61 — 62)(z) > 0, (2.3.1)
0 R

and

/Rd ((z,01) — Y(x,02)) (61 — 02) >0, V1,02 € Pr. (2.3.2)

Then the initial-terminal value problem for the mean-field game given by

0; — div(DyHo) — 035(D,; Hob) = 0,
together with conditions (2.1.5), has at most a classical solution (V,0).

Proof. We now follow the Lions-Lasry’s strategy to prove uniqueness. Suppose, by contradic-

tion that there exist two solutions, (V4,6;), and (V3,603) of the above mean-field game. We

T r d
/0 /]1@%(‘/1_‘/2)(91—92):0.

In fact, for the uniqueness proof it suffice to have > 0 in the previous expression. The

have

expression for the left hand side can be obtained by considering the equations for V = V; — Va

and 6 = 6; — 6, and multiply them by 6 and V, respectively. After subtracting the later from
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the former, rearranging various terms we obtain

0= /Rd V(x,0)00(z) — (¥(x,01(T)) — (2, 02(T))) O(x, T) (2.3.4)

T —_
_/0 /R (DyHo(w, D2V, D2,VA)01 — DyHo(w, DyVa, D2,V2)05) YV

T
[ [ (=Dar, Holw, DaVA, D2,VA)0: + Das, Holw, Dy Vi, D2,V2)6) G2V
0 R4
T _ T _
[ (Fow, DV, D2,VA) — How, DaVe, D,V2)) 6+ [ [ (F(2,02) ~ F(2,61))0
0 Rd 0 Rd

where we have assumed enough regularity and decay to integrate by parts. Using the condition

(2.3.2), and the convexity of Hy, which implies

/OT /Rd (Ho(w, D, Vs, D2, Vo) = Ho(x, DuVi, D3,Vi) = DypHo(, Dy Vi, D2,Vi)(VVa = VVA)
—Dag, Ho(w, DoVi, D2,VA)(03Va — 93V1)) 01
* /OT /Rd (Ho(w, D Vi, D2, Vi) = Ho(x, Dy Va, D3, Va) — DypHo(w, Dy Vo, D2,Va)(VVi = VV3)
—Dyy, Ho(x, Dy Va, D2, Vo) (0751 — afjx/?))% > 0,
we conclude that .
/0 /Rd (F(x,01) — F(z,602)) (61 — 62)(z) <0,

which contradicts (2.3.1). This yields #; = #3. Then uniqueness for viscosity solutions implies

V1 = Vs, therefore the solution is unique. O

In the local case one can also use a similar argument to obtain uniqueness. As discussed
in P.L. Lions course [140], as described in [109], take H(z,p, 2) : R? x R x R — R. Then

uniqueness for the mean-field game

-V, — AV + H(x,D,V,0) =0
6; — A0 — div(D,H6) =0
holds if the H satisfies

2 1 2
[szpH 2DH |

32D2,H —D.H

for any (z,p, z) € R? x R? x RT.

2.3.2 Relaxed solutions and uniqueness

We now introduce a notion of relaxed solutions for mean-field games that allows to prove

uniqueness under minimal regularity assumptions. To simplify the discussion we consider
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first order mean-field games. Let H : R? x R? x P;(R%) — R be a continuous function. Let
L(z,-,0) be the Legendre transform of H(x,-,0), for all z € R? and 6 € P;(R?), which to
simplify we assume bounded by below.

A relaxed solution for the mean-field game

{—ut + H(z,Du,0) =0 (2.3.5)

0, — div(D,H6) = 0.

is a triplet (u,6,J) where u: R x [0,T] — R, 6 € C([0,T], P(R?)) and J is a vector valued
measure in [0,7] x R? absolutely continuous with respect to 6, satisfying the following

properties:
1. u € C(RY) is a viscosity solution of —u; 4+ H(x, Du, ) = 0;
2. for 0 <t < T, u(-t) € L'(d(-,1));

3. as a distribution
0, + div(J) = 0;

4. since J is absolutely continuous with respect to 6 denote by v(x,t) its Radon-Nykodym

derivative. Then we require
T
/u(x,O)dQ(m,O) 2/ L(x,v(a:,t),@)d0+/ u(z, T)d6(z, T).
0 Rd R4

Any classical solution to the mean-field game is in fact a relaxed solution, for J = —D,H§.
Also we observe that (under very mild standard assumptions) from the optimal control
representation for viscosity solutions of Hamilton-Jacobi equations, for any pair (9, J ) with
0 € C([0,T],P(R%)) .J absolutely continuous with respect to 6 such that J = #0 we have

- T - -
/ w(z, 0)d0(x,0) < /0 [ L, 5(a,0),0)d0 + /R u(, T, T). (2.3.6)

Indeed, under mild standard regularity hypothesis it is possible to build a sequence of C*

functions, such that 4™ — w uniformly, and
—uy + H(z,Dyu",0) < o(1),
as n — oo. Then
—up — 0Du" < o(1) — H(x, Dyu™,0) — —0D,u™ < o(1) + L(x,0,0).

Integrating and passing to the limit we obtain (2.3.6).
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One advantage of this notion of relaxed solution is that uniqueness can be proved without

any regularity or differentiability assumptions on wu.
Theorem 7. Suppose L satisfies
T ~ ~ .
/ ) L(x,v(x,t),0)d0 + L(xz,v(x,t),0)d0 — L(z,v(x,t),0)d0 — L(x,v(x,t),0)dd < 0,
o JrR
(2.3.7)

whenever (0, .J) # (0, .J), where J = vf and J = 3.
Then the initial-terminal value problem for (2.3.5) has at most one relaxed solution.

Proof. Let (u,6,.J) and (@,6,.J) be relaxed solutions to (2.3.5). Then
T
/u@ﬂMWLO%:/ /AM%M%QﬁM9+/ w(z, T)do(z, T),
0 Jrd R4

- T I -
/a@ﬁMM%O%:A R#&%M@ﬂﬁMG+AQM@TMﬂLT%

~ T ~ -
/ﬁ(m,O)dG(m,O) §/0 /Rd L(z,0(x,t),0)dl + s (x, T)d0(x,T),

and T i
/@@mw@mgé WL@M%W@M+Aﬂ@ﬂM@I)

Adding the last two inequalities and subtracting the first two equalities yields:
T - - o
0< / /d L(J,', 17(.%', t): 0)9 + L(.%‘, ’U(.%', t)v 0)0 - L(.’B, ’U(Z‘, t)v 0)0 - L(IB, 17(:6', t)v 0)07
0 JR
which contradicts (2.3.7) unless (6,J) = (8,J). Then u = @ by uniqueness for viscosity
solutions. O

An example where the previous theorem applies is the separated case

2
L= ’2' +9(0),

where g is a monotone function (not necessarily local) in the sense that

[ (90 = g(8))(6 = 5) > 0.

if 6 0.
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2.4 Stationary problems

In addition to the terminal-initial value or planning problems discussed in the previous
section, stationary problems play an important role in many applications. The stationary
problem corresponding to (2.1.4) consists in finding a triplet (u,6, H), where u : R? — R,
0 € P(RY) and H € R which solves

H(Dyu,x,0) = Au+ H (2.4.1)
—div(D,H0) — A6 = 0.
The constant H is called the effective Hamiltonian as it arises in related problems in
homogenization theory, see [33], as well as in Aubry-Mather theory.
There are three natural questions that arise immediately when considering (2.4.1). First,
of course, is existence (and regularity) of solutions, secondly uniqueness of the constant H
and of solutions, and finally to what extend one can expect time-dependent mean-field games
to converge to stationary solutions.
Concerning existence, one can use similar proofs to the ones in the time dependent case.
In particular it is possible to prove suitable a-priori bounds for (2.4.1), see [131], [98, 96], for
instance. In certain cases uniqueness can be established by monotonicity methods using a
procedure similar to the one in Section 2.3. An important class of stationary mean-field games
admits a variational formulation. In those cases (2.4.1) is the Euler-Lagrange of a (possibly
non-coercive) convex functional. For these variational cases, once existence is established,
uniqueness follows by standard convexity arguments in the calculus of variations see [98] for
instance. We will discuss some variational structures for mean-field games in Section 2.5.
The last question, the trend to equilibrium, will be addressed in what follows. We end this

section by presenting some results on extended mean-field games.

2.4.1 Trend to equilibrium

A natural question in the initial-terminal value problem the following: suppose one is given
an initial probability measure m” (x,0) = mqg(x) and a terminal cost u’ (x,T) = ug(x) and
then lets T — oo - is it true that m” (x,t) and u” (z,t) converge to a stationary solution?
In some sense this would mean that by taking an initial probability distribution far in the
past and a terminal cost far in the future, the present behaves like an equilibrium. The first
positive answer to this problem in discrete state and time was given in [88] and then further
extended to the continuous time setting in [89]. The key idea in these papers is to adapt
the uniqueness proof by monotonicity to extract the convergence result. A similar idea was
also independently used in [59] and in [60] where the authors studied the continuous time
problem both for local coupling and non-local coupling. More recently, the first order case

was addressed in [55]. Further results on the finite state problem were established in [80]
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using I' convergence through a different set of ideas. For Hamilton-Jacobi equations, a new
class of ideas using the adjoint method is discussed in [49].

The long time convergence results in [59] hold for fairly general Hamiltonians as long as
smooth enough solutions are known to exist. In particular the results apply to the following

mean-field game:

{_ut — Au+ 3| Dul? = F(z,6) (2.4.2)

0y — A8 — div(6Du) =0,

coupled with initial-terminal conditions

{9@:,0) = 0o(2)
u(z, T) = up(x),

as well as periodic boundary conditions in the spatial variable, that is z € T?. Let (u”,67)
be a solution of (2.4.2) satisfying, the above, initial-terminal conditions. The existence and
uniqueness of solution (u”,67) of (2.4.2) was already discussed in sections 2.2.2 and 2.3. In
order to state the convergence results in [59] we need to consider the following stationary

problem (in fact in [59] more general initial-terminal conditions are considered):

{H_Au+§|Du\2:F(m,9) 243

—Af — div(Du) =0
where u and m satisfy the normalization conditions:

de ?,_LdZL' = O
de édl’ =1.

We denote by (Hu,0) the solution to the above problem.

A convergence result In the above mentioned paper, the convergence is proved assuming
the following conditions:
Al. F:RYx R = R, is C', and Z? — periodic in the space variable 2 and increasing in m,

A2. ug : R4 - R is Z%periodic and of class C?,

Also, for convenience, one considers a rescaled version of (2.4.2), v7(x,t) = v(z,Tt, and
07 (x,t) = O(x, Tt), which satisfies:

1, T T, 111, T2 T
—zv; — Avt + < |Dvt |* = F(x,0
{ e 2|07 (,67) (2.4.4)

LoT — A6 — div(§T DuT) = 0,
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with 67 (z,0) = 6p(z), v (2, 1) = up(x).
Provided the above conditions hold, the convergence results obtained in [59] are the

following:
Theorem 8. Let (v7,07) be a solution to (2.4.4). Then
B1. v7(t,-)/T converges uniformly in L'(T¢) to (1 —¢)H, for t € [0, 1],
B2. vT converges uniformly to @ in L2((0,1) x T%), where @ = (1 — t)H,
B3. vl — [ravT(t,y)dy converges to u in L2((0,1) x T%),
B4. 67 — 6 in LP((0,1) x T?) for p < d%f provided d > 2, and for p < 2 if d = 2,
B5. F(-,07) = F(-,0) and F(-,67)87 — F(-,0)0 both in L'((0,1) x T%).

The proof of this theorem relies on the following: first by applying the same technique as

in the uniqueness proof one obtains the following identity:

1

1 9T+é ) ) ) . ) )
/0 /Td 9 |DUTfDu|2+(F(m,QT)fF(x,Q))(QTfQ)dxdt — — [/Ed(vT . u)(@T — ) 0‘

The second key step consists in obtaining estimates to show that the right hand side is in
fact controlled and therefore implies convergence. The proof presented in that paper uses

the specific form of the Hamiltonian through the use of the Hopf-Cole transform to obtain

various estimates.

Convergence rate The convergence rate’s result proved in [59] assumes, in addition to

conditions A1.-A.2, the following one:

A3. The growth rate of F' is bounded by below. Let s > t, so there is a v > 0 such that
F(z,s) — F(z,t) > y(s —t), VxeT%

Let C' > 0 be a constant, and define @’ (x,t) = v’ (2,t) — [paul (z,t), where uT is a
solution to (2.4.2).

Theorem 9. Under the assumptions A1.-A.3 then for V¢ € (0,7), the following holds:

- _ c —_o(T— _
HUT(t) — UHLl(Td) S T_¢ (e C(T t) +e Ct) ’

_ C B - B
167(6) = Ollzrrey < 5 (7900 + 7).

and for all t € (0,7 — 1)




26 Reduced mean-field models

where (H,1,0) is a solution to the associated ergodic problem (2.4.3).

2.4.2 Extended stationary models

In many applications it is important to consider mean-field games where the running cost or
the dynamics of the players depend not only on the distribution of players but also on their
actions. This leads to the class of extended mean-field games considered in [103] and [92]. In
this section we describe briefly the stationary models and refer the reader to [92] for details
and additional results.

We denote by x(T%) the set of continuous vector fields on T¢, and by P the set of

absolutely continuous probability measures in T?. Let
H: T x R? x Po(T%) x x(T¢) — R.
Then one can consider the system:

—Au(z) + H(z, Du(x),0,V) = H
—Af(x) + div(V(x)f(x)) =0 (2.4.5)
V(z) = —DpH (z, Du(z),0,V).

The unknowns for this problems are u: T¢ — R, identified with a Z%periodic function on R?
whenever convenient, a probability measure m € P(T?), the effective Hamiltonian H € R and
the effective velocity field V' € x(T%). Among the problems considered in [92] the following

example was investigated:
H(z,p,0,V) = h(z,p) + dp- /d Vdo — g(9) (2.4.6)
T

where h is a coercive and satisfies quadratic growth-type conditions and g : Rt — R is
either g(z) = 2 or g(z) = In z (other possible functions can also be handled with similar
methods but these two are representative of the main techniques and difficulties). In the

above reference, the authors proved:

Theorem 10. The system (2.4.5) where H is given by (2.4.6) admits a unique classical
solution, for § small enough, for ¢ = In'm in any dimension, and for g(z) = 2°, if d < 4 for

any exponent « and if d > 5 for a < ﬁ.

The proof of this theorem, which rather is lengthy depends upon establishing careful

a-priori estimates for the solutions and applying a continuation argument.
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2.5 Potential mean-field models

Certain mean-field games admit variational formulations which allows the use of duality
and calculus of variations techniques in their study. Some of these structures were already
discussed in the papers [131-134], and used to study the planning problem in [3] or the
long-time behavior in [55]. Also, existence of weak solutions for first order problems was
addressed by variational methods in [58]. These will be addressed in section 2.5.1 and consist
in optimization problems in the space of measures whose optimality conditions are equivalent
to mean-field games. Another related class of variational structures, which are written in
terms of integral variational problems, was discovered in the study of the stochastic Evans-
Aronsson problem in [98] (see also [86]). These will be discussed in section 2.5.2 together
with some applications and extensions. Then, in section 2.5.3, we investigate, through duality,
the connection between these problems defined through multiple integrals and optimization
problems in the space of measures.

Rather than developing here a complete theory we present several examples and applica-
tions. More general problems can be handled by adapting the ideas outlined in the present
paper. Throughout this section we will work on the periodic setting, that is the state space is
T<, the d-dimensional torus, identified with [0, 1}d. The main reason is to avoid problems that
could arise by computing integral functionals on non-compact domains. By similar methods,

one can consider boundary value problems of various types.

2.5.1 Optimal control in the space of measures

We discuss in this section a class of planning problems for mean-field games which can be
seen as optimal control problems in the space of measures.

Let F : P(T%) — R be a convex function. Suppose that F is differentiable with gradient
with respect to the L? inner product VF(p). We will work in the setting of section 2.1 under
the following simplifying assumptions U = R?, f(x,v) = v, and L : T? x R? — R. Consider
the problem of minimizing over all (smooth enough) vector fields b : T¢ x [0, 7] — R? and

measures p in T¢ x [0, 7] the functional

/T/dF(p) + Lz, b(z, 1)p (2.5.1)
0 T

under the constraint
pt + div(bp) = Ap, (2.5.2)

with p(x,0) = 0y and p(x,T) = 6.
In order to study this problem and obtain optimality conditions we will introduce the

dual problem through the minimax principle. Our discussion will be mostly informal as
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our main objective in this section is to obtain optimality conditions. However, a rigorous
discussion of duality in this setting can be found in [3].

Let ¢ : T¢ x [0,T] — R be a smooth function that will act as the Lagrange multiplier for
(2.5.2). The problem of minimizing (2.5.1) under the constraint (2.5.2) is equivalent to

T
min maX/ F(p)+ L(x,b(x,t)p — ¢(pr + div(bp) — Ap). (2.5.3)
bp ¢ Jo Jrd

By definition, the dual problem is the variational problem obtained by switching the minimum
with the maximum. In general, the value for the dual problem is a lower bound for the
original problem. In many cases, it is possible to show that their values coincide using the

Legendre-Fenchel-Rockafellar theorem, see [3]. Note that the dual problem is simply

masain [ [ F(o) + L, b, 0)p — olp. +divlbp) — Ap).
¢  bp Jo Jrd

By integrating by parts and performing the minimization over the vector fields b we obtain

that the dual problem is simply

T
maxmin [ [ Flp)+ (86 = H@.Doo) + o) p+ [ 00,0000~ [ o101, (254)

where

H(z,p) = Sélﬂ@ [—v-p— L(z,v)].

Proposition 1. Let (V,6) be a solution to
“V, — AV + H(z, D,V) = VF(6)
0y — A0 — div(D,H (2, D, V)0) =0

satisfying 0(x,0) = 6y, 6(z,T') = 6. Then V is optimal for (2.5.4), (p,b) = (0, —DpH (z, D, V))
is optimal for (2.5.1). Furthermore there is no duality gap, that is, the value of the primal

agrees with the one of the dual.

Proof. Denote by P the value in (2.5.3), and @ the value of (2.5.4). We always have P > Q.
Clearly, by choosing ¢ =V in (2.5.4) we obtain the following lower bound:

T
Q> mpin/o [ F(0)+ (AV — H(z, Do) + Vi) p+ /T V(,0)80 — /T Ve, T)6,

T
:mpm/o [ F() —VF(G)p—i—/Td V(:U,O)Go—/Td Ve, T)6r.
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By convexity we have therefore

Q+ /Td V2, T)f) — /Td V(x,0)00 > /OT [ Flo) = VF@O)p > /OT [ F(0)-TF(0).

Choosing in (2.5.1) p =6 and b = —D,H (x, D, V'), which by definition satisfy (2.5.2) we
have the following upper bound:

p< /OT [ F(0)+ Lz, ~D,H(a, D:V))6.
Using the identity
L(z,~DyH(z, D,V)) — DoV - DyH(z, D,V) = —H(z, D, V),
we have that
p< /OT [ F(0)+ (V= H(2,D.V) + AV) 0+ (<Vi = AV + D, H(w, DsV)D:V) .

From this we get

P—l—/TdV(a:,T)Hl —/Td V(w,0)0) < /OT [ F)-vFOp.

that is P < @). This shows that there is no duality gap and the optimality of (f, —D, H (x, Dyu))
and u. O

It is important to observe, however, that not every mean-field game will have such a
variational structure. Additionally, it is also not true, in general, that variational problems
which involve general costs L(z,b, p) rather than a sum of a linear functional in p and a

nonlinear function of p have optimality conditions equivalent to mean-field games.

2.5.2 Calculus of variations with convex non-linear integrands

We consider now a class of variational problems than gives rise to mean-field games through
the minimization of functionals defined by multiple integrals. The discussion here is based
upon the ideas first developed in [98], [96], and [86]. The connection by duality theory
between these problems and the ones considered in the previous section will be discussed in
section 2.5.3.

In this setting it is more convenient to start in a somewhat more general setting which
includes various important examples, such as initial-terminal, planning and stationary
problems. Let W be a compact set, in most examples either W = T% x [0,T] or W = Te.
Consider a nonlinear operator denoted by N : C>®°(W) — C°°(W). Important examples of
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such operators are
N(V) = =Vi+ H(z,D,V) — AV, (2.5.5)

with W = T¢ x [0, 7] and
N(V)=H(z,D,V)— AV, (2.5.6)

for W = T¢. To simplify we will assume H smooth. Note that many other variations,
including first order (simply by omitting the Laplacian), general fully non-linear elliptic
operators or even non-local operators can also be considered by the same methods. We will
assume N to be differentiable with respect to u, that is, for any v € C.(W) the following

directional derivative exists and defines a linear operator £, : C°(W) — C>®(W)

%N’(u + ev) . = Ly,v.

The linear operators corresponding to examples (2.5.5), and (2.5.6) are
Lyv = —v+ DyH(x,D;V)Dyv — Av,

and
Lyv = DpH(x,D,V)Dyv — Av.

Let G : R — R be a convex increasing function. Consider the integral functional
/ GN(V))dz. (2.5.7)
w

Let V' be a minimizer of (2.5.7). Then, assuming enough regularity, an elementary computa-

tion shows that the Euler-Lagrange equation in weak form is
/ G'N (V) Lyvdz =0, for all ve C(W).
w

If we define
0=G'N(V)),

the above Euler-Lagrange equation can be written in strong form as

{N(V) =(@)7'(0) 055)

20 =0,

where L3, is the adjoint of Ly with respect to the L? inner product.
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For illustration purposes, we consider now some possible choices of G and N. First set
G(z) = 2% and W = [0,T] x T in (2.5.7). Then, for a # 1, (2.5.8) is simply

1

~Vi+ H(z, D,V) = AV = (£)*7
0, — div(D,H (x, D,V)0) — A6 = 0.

Consider also the case G(z) = €*, then (2.5.8) becomes

—Vi+ H(x,D,V)— AV =1né
0, — div(DpH (z, D V)8) — Af = 0.

This variational interpretation of mean-field games is quite remarkable as it shows that
various problems which have been researched intensely in the last few years are closely related

to mean-field games. Take for instance
N((V)=|DV|, G(z) = 2P.

The Euler-Lagrange equation for this functional is simply the p-Laplace equation.

Also certain mean-field games have surprising regularizing properties. Take for instance

_ |DV|?

N(V) =15

+ W(z), G(z) = €.
This corresponds to the mean-field game

DVE L W(z) = n6
— div(DV6) = 0.

Though in general first order equations have only Lipschitz or semiconcave solutions, this
mean-field game in fact has smooth classical solutions. This was proved in the periodic
setting in [78]. In [98] the second order case, which is associated with the non-coercive,

convex functional

9

2
o~ AVHEE 1w (2)
Td

was also studied and shown to admit smooth solutions which are minimizers of the above
functional. For further results, see also [92].
In certain applications, it may be necessary to modify the structure of the mean-field

game equations. For instance, there may be a source f of agents, or they may die at a rate ~.
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In this case it is natural to consider equations of the form

VWV + H(z,DV) = Au+1n0
v0 — div(D,H (x, DV)0) = A + f(x).

The previous equation is also a Euler-Lagrange equation of the functional

/e'yVJrH(ac,DV)fAV _ V.

Various other modifications can also be considered to study optimal switching and obstacle
type problems, see [91]. Mean-field games with a non-linear Fokker-Planck equation were

considered in [97].

2.5.3 Duality revisited

We now apply duality theory to the problems discussed in the previous section. We will work
a specific example but it should be clear how to apply these ideas in different settings.

Consider the problem

min /T G(=q() + H(p(x), x)),

where C is the set of smooth functions (¢, p,q), ¢ : T = R, p: T — R? and ¢ : T¢ — R,

which satisfy the constraints
p=Dz0, q=Ag¢.

We introduce two Lagrange multipliers J : T — R% and 6 : T* — R. Proceeding as before,

we look at the functional
|, G+ Hp.a) + I(p = D.0) + (g — 20)
The Euler-Lagrange equation for the previous functional can be written as
0 =G'(—q+ H(p,x)), J=0D,H(p,x), (2.5.9)

and
div(J) — A6 = 0. (2.5.10)

Now note that if # and J are given by (2.5.9) then

G(—q+ H(p,x)) + Jp+0q = inf [G(—q+ H(p,x)) + Jp+0q] = Z(J,0).
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That is objective functional of dual problem is then

Z(J,0)dx,
Td

together with the constraint (2.5.10).

2.6 Random variables point of view

We discuss in this section the random variables point of view for deterministic mean-field
games. This allows us, in the first order case, to reformulate (2.1.4) as a system of a Hamilton-
Jacobi equation and a ordinary differential equation in a space of random variables. This
formulation is very close to the one originally considered in [117, 114]. The presentation
here reflects also ideas discussed by P. L. Lions in [140]. The random variables point of view
is also convenient to the study extended mean-field games, where the costs incurred by a
player depend not only on the positions of the other players but also on their actions. A
further application of this framework is the stochastic case where the players have a common
noise. The latter problem will be briefly discussed in section 3. See also the recent papers
[149, 64, 63, 66, 65] where these problems are addressed using backward-forward stochastic
differential equations. This is approach is also natural to address the limit as the number
of players N tends to infinity using the interaction particle framework. Such limit is a

fundamental problem also in statistical physics, see for instance [162] and references therein.

2.6.1 Random variables

Let (2, F, P) be a probability space, where ) is a non-empty set, F a o-algebra on {2 and P
a probability measure. As usual in probability theory we denote integration with respect to

P by the expected value, that is, for any P-integrable real valued function ¢ we set
Fp= / pdP.
Q

A R% valued random variable X is a measurable map X : Q — R%. For definiteness, we will
consider random variables which are LP integrable. The law of a R? valued random variable
is the probability measure £(X) in R¢ defined by

[, de(x) = Bo(x),

for any bounded continuous function ¢ : R? — R. We say that a function ¥ : LP(Q) — R
depends only on the law of a random variable if for any pair of random variables X, Y € LP(Q)
such that £(X) = L(Y) we have U(X) = ¥(Y).
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Let 1 : P(RY) — R, 1(#). We define a function, 7 : LP(Q;R?) — R which depends only

on the law of the argument, by

This allows us to identify functions in P(Q2) with functions in LP(§2) which depend only on
the law.

2.6.2 Dynamics

We regard the set €2 as the collection of all players. We will consider a time dependent family
of random variables X : Q x [t,T] — R% If w € Q, we interpret X(w) as the position of the
player w at time s. For the moment we suppose we are given a vector field determined by a
function

B:RYx LP(Q) x [t,T] — RY,

depending only on the law on the second coordinate. We suppose the players in 2 follow the
deterministic trajectory
Xs(w) = B(XS(("))7 XS’ 5)'

We observe that for our purposes it is important to distinguish between the dependence of B
on the position of a player w at X;(w) and the law of the random variable Xs. We consider

now a reference player, which has a dynamic

X = f(XaV)a

where f is as in Section 2.1, and v : [t,T] — U is the control of this reference player. As
before, we denote by U the set of bounded controls on [¢,T] with values in U.

In this new setting, the Lagrangian is a function L : R? x LP(Q) x U — R, that we denote
by L(x, X,v), which in the second coordinate depends only on the law. An example of such
a Lagrangian is of?

L(z, X,v) = 2 _ EW(x, X),

where W : R? x RP(Q) — R is, for instance, a bounded Lipschitz function. The terminal
cost is given by a function 1 : R? x LP(2) — R which depends only on the law of the second
coordinate.

The objective of the reference player is to minimize

V(z,t) = TL(X,XS,V)dS—Fw(X(T),XT).

inf
veu Jt



2.7 Extended mean-field models 35

As before, for (z, X,p) € R? x LP(Q) x R?, the Hamiltonian is given by

H(x, X,p) = sup[=f(z,v) -p = L{z, X, v)}.

The Hamiltonian H : R% x LP(Q) x RY — R, depends only on the law of the second coordinate.
Then, from standard viscosity solution methods, V' is the unique viscosity solution of the

Hamilton-Jacobi equation
—Vi(z,t) + H(z, Xy, D,V (z,t)) =0

with the terminal condition V(x,T) = ¥ (x,X7). As before, the optimal feedback strategy

for the reference player yields the dynamics
x =—DpH(x,Xy, D,V (x,1)).

We assume at this stage that each of the players is faced with the same optimization

problem. Thus they all have a similar strategy and consequently
B(z,X,t) = —DyH(z, X, D,V (x,t)).

Hence, for w € Q
XS(W) = —DpH(Xs(w), X, DV (X5 (w), 5)).
Therefore the mean-field equations can be written as

{—Vt + H(z,X,D,V) =0
X,(w) = —DpH (Xs(w), X5, D,V (Xs(w), 5)),

with the initial-terminal condition

V(z,T) = ¢(z, Xr)
Xo = Xo.

2.7 Extended mean-field models

We now consider extended mean-field models. These differ from the ones discussed in the
previous section because the cost function depends not only on the state of the other players,
but also on their strategies. Here, as before, we will formulate the problem using the random

variables point of view as in [103].
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2.7.1 Model set up

We consider the same set up as in the previous subsection, except that the Lagrangian
now depends also on the other players actions. More precisely we consider a Lagrangian
L:RYx R4 x LI(Q) x LI() — R. We further assume that the L(z, v, X, Z) depends only on
the joint law of (X, Z) € L1(Q) x L1(2). The players positions are determined by a random
variable X, and its velocities by the random variable Z.

We consider a reference player and assume as before that the dynamics of the re-
maining players is described by a differentiable trajectory X : [t,T] — L9(Q), X (w) =
B(X;(w), Xs, s), with B fixed for now and known by the reference player. This player, which

we assume to be at time ¢ in the state 2 € R?, faces the following optimal control problem:

T
V(x,t) = 11615 L(x,v,Xs, B)ds + VY (x(T),X(T)).
vel Ji

The Hamiltonian H : R? x LI(Q) x R? x LI(Q) — R, is given by

H(x,X,p,Z) =sup[—f(z,v) -p— L(z,X,v,Z)],
vel
and depends only on the joint law of (X, Z) € L1(Q) x L4(£2). Assuming enough regularity
on the value function, V' is the unique viscosity solution of the following Hamilton-Jacobi
equation
~Vi(z,t) + H(z, Xy, D,V (2,t),X) = 0.
As before, all players act rationally, therefore follow optimal trajectories. Then the dynamics,

for all players w € (), is
X(w) = —DpyH(Xs(w), Xs, DoV (Xs(w), 5), Xs).

Henceforth the mean-field equations are

X (w) = =DpH (X, (w), Xy, DV (Xo(w), ), X,), :
with the following initial-terminal condition
Viz,T) =vy(x, X(T
(.T) = (a, X(T) 012
X (0) = Xp.
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2.7.2 Existence

Following [103], we address now existence and uniqueness of solutions of the extended mean-
field games, (2.7.1) with initial-terminal conditions (2.7.2). Consider that the following
conditions, for 1 < ¢ < oo and a Lipschitz bounded function v, hold

1. For all z € RY X, Z € L4(Q), the Lagrangian L(z,v, X, Z) is strictly convex in v and

satisfies the coercivity condition

. L(z,v,X,7)
lim ———————= — o0,
o] o0 vl
uniformly in z.

2. L(z,v,X,Z) > —coE[| X|7 + | Z]|? + 1].

3. For all X,Z € L9(f) there exists a continuous function vg : L4(Q) x L9(2) — R? such
that L(z,v0(X,2),X,Z) < ;.

4. |DyL|,|D2,|L < (caL + ¢3)E[|X|? + | Z|? + 1], and |D,L|,|D2 ,L|,|D2,| < coL + cs.
5. D.H is Lipschitz in R? x R% x L4(Q) x L(R), where H = L*.

6. For any X,Y,P € L4(Q) the equation Z = —D,H(X,P,Y,Z) can be solved with
respect to Z as
Z=G(X,PY),

where G : L9(2) x L1(Q2) x L9(2) — L9(S?) is a Lipschitz map.
7. The Hamiltonian H is continuous with respect to X, Z, and locally uniformly in x, p.

8. For any R > 0 there exists a constant C(R) such that
|H(z,p, X, Z) = H(y,q, Y, W)| < C(R)(|z —y| + [p—q| + E[X = Y]+ E[Z = W]),

for [, [y, Ipl; gl (| XTlg 1Y llg, [1Z]lg, [Wlg < R.

Theorem 11. Let the above conditions on L and v hold. Suppose Xy has an absolutely
continuous law. Then there exists a solution (V,X) € R? x CY1([0,T] x LI(Q)) of the
extended mean field game (2.7.1) with initial-terminal condition (2.7.2). Furthermore V is a

semiconcave and Lipschitz continuous function.

Proof. The proof in [103] uses a fixed point argument that we sketch now, and is divided

into the following main steps.
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Expanded dynamics Let u be a Lipschitz function. Using the assumption 6. we consider
the following system of ODEs in L4(Q2),

XS(W) = G(Ps(w), Xs(w), Xs)
Ps(w) = DxH(Ps(W)7Xs(W)aXSa Xs) (273)
XO = Xo, PO = Dxu(Xo)

By the assumptions on the Lagrangian L, and on the terminal cost ¥, the value function w is
Lipschitz continuous. Therefore by the Rademacher’s theorem D,u exists almost everwhere.
Furthermore since £(X() is supposed to be absolutely continuous P, is well defined. By
standard arguments the Lipschitz condition on G and D, H implies uniqueness of solutions
(X, P) for the above system (2.7.3).

Optimal control problem Given a solution to (2.7.3), we consider the following optimal

control problem,
~ T .
V(z,t) = inf / L(x, %, Xy, X,)ds + b (x(T), X7) (2.7.4)
X Jt

where the take the infimum over all absolutely continuous trajectories x(s) with x(t) = «.

Lemma 2.7.1. The value function V(:U,t) is Lipschitz continuous and semi-concave. There-

fore the following conditions hold
1. VS(T—t)er + U)o Ve eRLOLSELST.
2. |V(z+y,t)—V(z,t) <cgly] Va,y,e RL0<t<T.
3. Vz+yt)— V(e —y,t)—2a(x,t) < crly)? Va,y e RLO<t<T.

With constants cg, cy depending only on L, ¢ and T.

Fixed point We consider the following map, for a Lipschitz function u we associate a
trajectory X by solving (2.7.3). Then, we compute the solution V to (2.7.4). Denote by ¥

the map ¥(u)(z) =V (z,0).

Lemma 2.7.2. Let A be the set of functions u € C°(R?) with |u| < cs, Lip(u) < cg, and
semi-concave with constant c;. Then the mapping ¥ is a continuous and compact mapping
from A into itself.

Once this lemma is established the existence of fixed point of ¥ follows from Browder’s
fixed point theorem. Then the argument ends by proving that this fixed point satisfies the
mean-field equations (2.7.1). O
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2.7.3 Uniqueness

We now address the uniqueness of solutions to extended mean-field games (2.7.1). The key
technique to prove uniqueness is based upon the Lions-Lasry monotonicity method. In the
setting of random variables these monotonicity conditions can be formulated either in terms
of the Hamiltonian, as in the original Lions-Lasry argument, or in terms of the Lagrangian

(as considered before in section 2.3.2). We discuss both approaches here following [103].

Lasry-Lions monotonicity argument Recall that to prove uniqueness of the mean field
game (2.1.4) the strategy is the following: suppose (V, ) and (V,6) are solutions satisfying

(2.1.5). Then uniqueness, as explained in section 2.3, follows from considering the quantity

< o -me-a, (2.7.5)

which together with appropriate monotonicity assumptions on H and the terminal condition
yields a contradiction.

The analog idea in the random variable setting is the following: suppose that (V, X), and
(V, X) solve the extended mean-field equations (2.7.1) with initial-terminal condition (2.7.2).
Then (2.7.5), in this setting, becomes

LB [VX1) VX0 + V(K0 - V(K ).

In order to illustrate this technique we give a simple example which is also presented in [103].

Let the following conditions hold:
1. The Hamiltonian is given by

where Hy is convex in p, and 8 > 0.

2. The following monotonicity condition holds true
E|F(X,X) - F(X,X)+ F(X,X) - F(X,X)| <0,
for X # X.

3. The terminal condition v satisfies

E [$(X, X) = (X, X) + 9(X, X) = %(X, X)] > 0.

Then we have the following result:
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Theorem 12. Let the Hamiltonian in (2.7.1) be given by 1. above. Assume further that the
conditions 2. and 3. hold. Then uniqueness of (classical) solutions to the extended mean-field
game (2.7.1) with initial-terminal condition (2.7.2) holds.

Proof. Suppose that (V,X) and (V,X) are two distinct solutions of (2.7.1) satisfying the

initial-terminal condition (2.7.2). By using the various assumptions we obtain

%E (V=) 6+ (V= V)(X.1)] <o. (2.7.6)

However, by routine computations and using the monotonicity hypothesis we obtain the
opposite inequality. Therefore (2.7.6) must be a contradiction, henceforth proving the

uniqueness result. ]

A Lagrangian approach We present now a uniqueness result in terms of monotonicity
conditions for the Lagrangian, as presented in [103]. Suppose that the Lagrangian function

satisfy the following monotonicity condition
E [L(X, Z,X,Z2)-L(X,Z,X,2)+ L(X,Z,X,Z)- L(X,Z, X, Z)} > 0, (2.7.7)

provided that X # X or Z # Z, where X, X,Z,Z € L1(Q).

Remark 2.7.3. As shown in [103], provided that L is strictly convex the above monotonicity

condition is equivalent to the following differential one
E|Z"D};LZ + X"DIXLX + ZT D3 LY + YT D2,LZ] > 0,

where the the Lagrangian is evaluated at an arbitrary point (X1, Z1, Xo, Z2) € (L9(Q))%.

We suppose further that the terminal cost function satisfies
E [$(X, X) = (X, X) + 9(X, X) = (X, X)| > 0. (2.7.8)

Theorem 13. Assume that (2.7.7) and (2.7.8) hold, then there exists a unique solution to
(2.7.1).

Proof. Suppose that (X,V) and (X, V) are two solutions of (2.7.1). Henceforth, for a.e.
w € Q we have that X, and X are minimizers of optimal control problems for which the

value functions are, respectively, given by

V(X(0),0) = OT L(X(s),X(s), X (s), X(s))ds + (X(T), X(T)), (2.7.9)

and
T . .

V(X(0),0) = i L(X(s), X(s), X (s), X (s))ds + (X (T), X (T)). (2.7.10)



2.7 Extended mean-field models 41

Furthermore we have

V(X(0),0) < OT L(X(s), X (s), X(s), X (8))ds + (X (T), X(T)), (2.7.11)
V(X(0),0) < OT L(X(s), X(s), X (), X (s))ds + (X (T), X (T)). (2.7.12)

Combining the previous inequalities we easily obtain a contradiction to our assumptions
(2.7.7) and (2.7.8). This implies that X = X. The identity V = V then follows from the

uniqueness of viscosity solutions. ]






Chapter 3
Mean-field models in master form

In this section we discuss a more general formulation for mean-field games, called the master
equation. These ideas were introduced by Lions in [140]. Here we focus particularly in the
random variables point of view and address both the deterministic and stochastic correlated

cases, where the players are subject to a common Brownian motion.

3.1 Deterministic models

We now consider deterministic mean-field games and we derive the master form setting. To
do so, we will use the notation and hypotheses from section 2.6.

We start by looking at the optimal control problem
T
Ve, X, t) = iI‘}f / L(v(s),x(s),Xs)ds + ¢ (x(T), X7) |, (3.1.1)
¢
where x is the trajectory of a player which starts at time ¢ at point x(¢) = x, and is controlled

by x = f(x,v), and X4(w) is the trajectory of the population of the players which move
along a vector field B : R? x L9(Q; R?) x [0, 7] — L(Q;RY),

34
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X,

as previously. The key difference here is that we are considering the value function as a
function of both x and X. Then it, at least formally, that the value function V for (3.1.1)
is a viscosity solution of the equation (see for instance [90, 154], where infinite dimensional
optimal control in the space of random variables are considered and the viscosity solution

property is established rigorously for related problems).

—Vi(z, X,t) — DxV (2, X,t) - B(X,X,t) + H(z, X, D,V (x,X,t)) =0, (3.1.2)
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where H is as before, and DxV denotes the Frechét derivative with respect to the random
variable X.

Furthermore, if V' is a smooth enough solution to (3.1.2) then any optimal control
v for (3.1.1) satisfies f(z,v(z,X,t)) = —DpH(z,X,D,V(z,X,t)). Since we assume all
players act rationally they will all follow the optimal flow. This then yields B(z, X,t) =
—D,H(z,X, D,V (x,X,t)). Thus we arrive to the equation

—Vi(x, X,t)+DxV (2, X,t)-DyH(X, X, D, V(X, X, t))+H(z, X, D,V (z, X,t)) = 0, (3.1.3)

with terminal condition V(x, X, T) = ¢ (z, X). Equation (3.1.3) is called the master equation.
Though a general theory for this class of equations is still lacking, it is possible to establish

some basic a-priori estimates for this equation. Namely, suppose we assume
1. 9 is bounded and is Lipschitz in z:

‘w(l‘l,X)—’gb($2,X)| §C|IE1—I‘2|, VCL‘l,l'QERd.

2. There exist constants ¢y, c; > 0 such that L(v,z, X) > —cp and L(0,z, X) < ¢; for all
z,v € RY, X € L2(Q;RY).

3. L is twice differentiable in z, v and we have the following bounds
D, L{v,@, X)), D2, L{v, @, X)), |D2,L (v, 2, X)|,|D2, L(v, 2, X)| < C.
for all z,v € R?, X € L2(Q;RY).
We have then the following result from [103]:

Theorem 14. Assume that 1-3 hold. Then the function V defined in (3.1.1) for a fixed

vector field B is finite, bounded, Lipschitz and semiconcave in x:

1.
V(z,Y,t)| <C, Va,heRYY e L2(Q;RY).
2.
\V(z+h,Y,t) = V(z,Y,t)] <Clh|, Va,h € RLY € L2 RY).
3.

V(z+hY,t)+V(x—hY,t)—2V(x,Y,t) < Clh|?, Va,heRLY e L2(Q;RY).
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3.2 Correlations

One important applications of master form framework concerns the case where agentsare
subject to a common noise such as being driven by a common Brownian Motion. Let
(Qx QF x F',P x ) be a probability space, where ) is the events space, ' is the set of
all players, F x F’ the product o-algebra on Q x €', and P, and P’ probability measures. As
in Subsection 2.6.2 we consider a LP (€ x {')-integrable, time dependent family of random
variables X : Q x Q' x [0, T] — R?%. We interpret X;(w,w’) as the w realization of the position
of player w’ at time t. Let W; : [0, 7] x Q — R? be a Brownian motion. In order to simplify
the notation we may write, in the sequel, X, or X(w’) instead of X;(w,w’). Given a vector

field B : R? x LP(€Y) — R?, and supposing the players follow the random trajectories
dX(w') = B(X(w'), X)dt + o(X(w'),v)dW;, Vo' €, (3.2.1)

where W; is a Brownian motion, and ¢ is as defined in the Subsection 2.1. As before, we

consider a reference player with dynamics given by

dx = f(x,v)dt + o(x,v)dW;. (3.2.2)
We now consider the Lagrangian L : RY x R™ x LP(€)') — R, along with a terminal cost
Y RY x LP(€Y) — R. Each player aims to minimize

T
V(z,X,t) = in{{E [/ L(x,v,X)ds + ¢(x7, X7)| ,
vE t

where the expectation is taken with respect to the probability measure P in 2. We define the
Hamiltonian H : R? x LP(€Y) x R? — R as

H(z,p,X) =sup[-f(z,v) - p— L(z,v, X)].
vel
We we now define certain directional derivatives of functions of random variables. These
are the directional derivatives along constant directions on R? and play an important role in
problems with correlations. Let e; be the i-th standard coordinate unit vector in R%. We
define the directional first derivative operator as
. Ve, X +ee;t)—Vix, X, t
0;V(x, X,t) = lim ( i!) ( ),

e—0 £

and the second derivative operator as

2

d
2 _
5i V(l’,X,t) = @V(ZB,X + 5€i,t)
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Assuming the Dynamic Programming Principle, that V € C%%1(R¢ x R? x [0,T]), and that

o is a constant scalar, we find that V satisfies the following PDE,
o2 &
_V;f(x>X7t) +H (vaUUV(an: t)vX) - B(X(w/),X)DXV(.Z‘,X, t) - 3 Zé‘fv(vaa t)
i
d 0_2
—0*> 6Dy, V(z, X 1) — 7AIV(;[:, X,t) =0,
i

with a terminal condition V (x7, X7,T) = ¢(x7, X7). Now we assume that all players are
rational, which means that when faced with the problem of minimizing their cost functions,
all they will use the same optimal strategy. Therefore the feedback strategy followed by the
players is

B(Xy(w"),Xy) = —=DpH (X¢(w'), DxV (Xy(w'), Xi, ), Xy) -

So the dynamics of the players will be given by
dXs(w') = —DPH (Xt(w’), D)(V(Xt(wl), Xy, t), Xt) dt + odW;.
Consequently, the mean-field equations are given by

~Vi+ H(2, D,V, X) = B(X,X)DxV — % 52 (63V +26,D,,V + D2, V) = 0
B(z,X) = —DyH (x,D,V(z, X, 1), X),

(3.2.3)

where the value function V' is evaluated at (z, X,t). Furthermore we have the following

terminal condition
Ve, X, T) = ¢(x, X).

The first equation in (3.2.3) is called Master Equation. As before, a solution of (3.2.3) is
understood to be a viscosity solution of the first equation, with B fixed, coupled with the
second equation, which determines B. Again this is a fixed point problem rather than a
single PDE. As in the deterministic case one can prove various partial a-priori regularity
results as in Theorem 14 (see [103]).

3.3 Extended models

In this section we discuss an extended version of the mean-field games with correlations. Here
we look at the case where the Lagrangian depends not only on the state of other players but
also on the actions they take. We then present a price-formation model using this set up.
As before we suppose that the players follow the dynamics given by (3.2.1). And we
consider a reference player which follows (3.2.2) and aims to minimizing a cost function. In this
extended setting we suppose that the Lagrangian function, L : R x R™ x LP(Q) x LP(Q) — R,
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depends also on the actions taken by the other players. Therefore the value function for the

reference player is given by
T
V(z,X,t)=inf E [/ L(x,v,X, B)ds + ¢(x1, X7)|,
v t

where, as before, 1 : R x LP(€)) — R is a terminal cost, and the expectation is taken with
respect to the probability measure P in Q. The Hamiltonian, H : RIxR™ x LP(Q)x LP() — R
is now given by

H(x,p,X,Z) =sup|[—f(z,v) - p— L(z,v, X, Z)].
vel

Note that both the Lagrangian and the Hamiltonian are functions depending only on the
joint law of X, Z € LP(Q).

By standard arguments, the value function V is a viscosity solution of the following PDE

—Vi(z,X,t) + H (z, D,V (z, X, 1), X, B(X, X,t)) — DxV(z, X,t) - B(X, X, t)

2 2 3.3.1)
g ) 2 g . (
-5 % 2V (2, X,1) — o E@- 0iDaV (@, X, 1) = T AV (2, X, 1) = 0.

Provided V is smooth enough, and for a fixed B, then the optimal control v* satisfies
f(zx,v*) = —-D,H(z,D,V(z,X,t), X, B).

By our assumptions of indistinguishability and rationality of players, every player w’ € @/

will follow the optimal flow given by
B(X(w"),X,t) = —D,H (X(«'), X, D,V (X (u'), X, 1), X, B(X (), X, 1)) .
So plugging the previous optimal flow in the equation (3.3.1), we obtain the Master equation
—Vi(z, X, t)+ H (x, D,V (z,X,1t), X, B(x, X,t))
— DxV(z,X,t)- DpH (x, D,V (xz,X,t), X, B(z, X,t))
o? o?
-5 S5 V(x, X t) —0®> 6Dy Vi(x, X, t) — 7AIV(gc, X,t) =0,
i i

where V satisfies the terminal condition V(x, X,T) = ¢(z, X), where DxV is the Fréchet
derivative of V and 6;V and 62V are defined as previously in section 3.2.

3.3.1 A price impact model

As an application of the extended formulation we present a modified Merton’s portfolio

problem where we consider that assets’ transactions influence their prices. We formulate the
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problem for a large number of traders, each one aiming to maximize it’s own reward function,
while taking the point of view of a reference player. This formulation fits in the previously
considered master form of mean-field games. We will continue using the random variables

point of view.

Merton’s portfolio problem We consider a financial market with two assets, a risk-free

asset, bond By, and a risky asset, stock S;. The dynamics of these variables is given by

dBt = TBtdt
dSt = MStdt + O'Stth,

where W; is the Brownian motion, r € (0,00) is the interest rate, u € R the drift, and ¢ € R
the volatility of the stock.

The Merton’s problem is to decide what portion of the wealth should be allocated to
bonds or stocks, in order to maximize a given reward function. We now consider the Merton’s
problem for a large number of players. We formulate the problem using the mean-field models
in master form discussed in the previous sections. The various players states and actions are
encoded by random variables X, Y, C,L: Q x Q' x [0,7] — R. At time ¢ the players have an
amount of money X(¢) invested in bonds, and an amount Y (¢) in stocks. The players are
allowed to consume their wealth, which amounts to withdraw a C(¢) amount from the money
invested in bonds. They also can re-allocate their investments by selling a money amount
L(t) of stocks in order to buy bonds. As before we also consider a reference player which
allocates an amount x(¢) of his wealth in bonds, and y(¢) in stocks, at a given moment ¢.
This player is allowed to consume an amount ¢(¢) > 0 and to change the amount investing
in stocks by selling an amount 1(¢) (either positive or negative) of stocks in order to buying

bonds.

Dynamics of the reference player The reference player has the following dynamics

dx = rxdt+ 1dt — ol E'[L]dt — cdt
dy = pydt+ oydW; — ldt.

where 7, u € R are, respectively, the interest rate and the drift values as before, and o > 0 is
an impact factor of the selling/buying process, and the expectation E’ is taken with respect

to the probability measure P’ in €/, that is

E'(Z) = o Z(w,)dP' ().

The term —alFE’[L]dt encodes the price impact cause by a non-equilibrium situation when the

sellers are not matched by buyers. In the case, when 1(¢) > 0, if the expected value of other
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players’ actions is also positive E[L’] > 0 this means that as a whole there are more shares
being sold than bought. Therefore it this will adversely affect a player trying to sell. So a
player sells what before was valued as a 1(¢) amount, and gets instead 1(¢) — al(¢t) E’[L].. In
the case where a player w’ € Q' acts in an opposite direction as the the population of players’
average, the impact on the wealth is positive. So, for instance if the player buys 1(t) < 0
amount worth of stocks and while the players on average are selling the stock E’[L] > 0, then
there will be a positive impact price on the wealth, since —1(¢) E'[L(¢)] > 0. Note that, one
should have in principle E’[L] = 0. In this model this is not imposed as a constraint but it is

natural to expect, as a — 0o, this constraint to be asymptotically satisfied.

Dynamics of the mean-field We assume all players have the same dynamics. Therefore

the mean-field variables X and Y satisfy

dX =rXdt+ Ldt — oLE'[L)dt — Cdt
dY = pYdt+ oYdW, — Ldt,

where we assume for now that L and C are known and given in feedback form
L=0(X,Y,X,Y), C=II(X,Y,X,Y).

Optimization problem for the reference player In order to simplify the expressions
that follow we set up some notation first: we write z = (x,y), Z = (X,Y), m = (1,¢), and
M = (L, C). Each player aims to maximize its reward function, which from the point of view

of a reference player amounts to:

V(2 Z) = max E UOOO e L (2, m, 2, M)dt| (2. Z) (0) = (20, %0) (3.3.2)

l,c
where the controls (1, ¢) are taken in LP(Q, R) x LP(Q,R{), and £ : RIxRIx LP(Q) x LP(Q) —
R.

Master equation We define define the Hamiltonian function as

H(Z7p7q7Z7M) = inf [—(7’$+l— OélE,[L] - C) i (/’Ly - Z(Z7Z)) : q—ﬁ(z,p,q,Z,M)] P

l,c

where z = (z,y), and Z = (X,Y). Now assuming enough regularity, on the value function

(3.3.2), such that we can use the It6’s formula, and such that the dynamic programming
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principle applies we have that V satisfies the following PDE:

BV (2, Z) + H(z, D,V (2,2),D,V(2,2),Z,L(Z, Z),C(Z, Z)) (3.3.3)
—(rX + L(Z,2) — al(Z, 2)E'|[L(Z, Z)] — C(Z, Z))DxV (2, Z)
— (WY — L(Z,2))DyV (2, Z)
- %cﬁ (y*Dy,V (2, Z) + Y252V (2, Z) + y6: D,V (2, Z)) = 0.

So, provided V is a smooth enough solution to the previous equation, then an optimal control

pair (c,1) satisfies

re+1(z,Z) —al(z, Z)E'[L(z,Z)] — ¢(2,Z) = —DpH(2,D,V,D,V, Z,L,C)
py — Uz, 2) = —-DyH(2,D,V,D,V,Z,L,C).

Furthermore we assume that all players are indistinguishable and act rationally henceforth

playing optimal strategies. Then this tells us that

re+0(z,2)(1 — aF'[0(z,2)]) — 1I(z, Z)

= —DpH(2,D,V(z,Z,t),D,V(2,2,t), Z,0(2, Z), (2, Z))
ny — O(z, 2)

= —DyH(z,D,V(z,7Z,t),D,V(2,Z,t),Z,0(2,2),11(2, Z)),

(3.3.4)

Plugging this controls into the above PDE gives rise to the master equation

BV (2,2) + H(2,D.V (2, 2), DyV (2, 2), 2, L(2,Z),C(2, 7))
+ D,H(Z,DxV,DyV,Z,0,)DxV (2, Z) + D,H(Z, DxV, DyV, Z,0,11) Dy V (2, Z)

1
- 502 (y*Dy, V (2, Z) + Y252V (2, Z) + y6; D,V (2, Z)) = 0. (3.3.5)

Open questions This price formation model illustrates various of the open questions on
this area of research. First, it is not clear at all the existence or regularity of solutions. The
natural definition of solution is the following: for fixed controls for the mean-field, (in the
price formation model © and II) the function V' is a viscosity solution of the Hamilton-Jacobi
equation (in this case (3.3.3)), then the controls for the mean-field are determined by the
optimality conditions (such as (3.3.4)). This is thus a fixed point problem. In order to study
it new techniques to understand the regularity of viscosity solutions of Hamilton-Jacobi
equations in infinite dimensions must be developed. Uniqueness, as far as we know is also
open, though it may be possible to adapt some of monotonicity techniques developed by
Lions in [140] to this setting. From the application point of view it would be extremely

important to develop effective numerical methods. It is clear at this stage that any naive
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attempt to address this would suffer from the curse of dimensionality problem and therefore
new ideas are necessary to address this class of problems. Finally, singular perturbation
problems such as the one that arises by sending o — oo are important, natural, and should
certainly be investigated in depth.






Part 11

Numerical methods for MFG






Chapter 4

Monotone numerics

The mean-field game (MFG) framework [114, 117, 131, 132] models systems with many
rational players (see the surveys [95] and [99]). In finite-state MFGs, players switch between
a finite number of states (see [88] for discrete-time and [25, 80, 89, 110], and [108] for
continuous-time problems). Finite-state MFGs have applications in socio-economic problems,
for example, in paradigm-shift and consumer choice models [37, 101, 102] or in corruption
models [126]. They also arise in the approximation of continuous-state MFGs [1, 6, 12]. The
MFG framework is a major paradigm change in the analysis of N-agent games. MFGs are an
alternative approach to particle or agent-based models, which frequently are intractable from
the analytical and numerical point of view and often provide no insight on the qualitative
properties of the models. Finite-state MFGs are amenable to analytical tools and flexible
enough to address a wide range of applications and to provide quantitative and qualitative
information. However, in many cases of interest, they have no simple closed-form solution.
Hence, the development of numerical methods is critical to applications of MFGs. Finite-state
MFGs comprise systems of ordinary differential equations with initial-terminal boundary
conditions. Because of these conditions, the numerical computation of solutions is challenging.
Often, MFGs satisfy a monotonicity condition that was first used in [131] and [132] to
study the uniqueness of solutions. Besides the uniqueness of solutions, monotonicity implies
the long-time convergence of MFGs (see [80] and [89] for finite-state models and [59] and
[60] for continuous-state models). Moreover, monotonicity conditions were used in [81] to
prove the existence of solutions to MFGs and in [12] to construct numerical methods for
stationary MFGs. Here, we consider MFGs that satisfy a monotonicity condition and develop
a numerical method to compute their solutions. For stationary problems, our method is a
modification of the one in [12]. Our main advance here is how we handle initial-terminal
boundary conditions, to which the methods from [12] cannot be applied directly.

We consider MFGs in which each player can be at a state in Iy = {1,...,d},d € N, d > 1,
the players’ state space. Let S¢ = {0 € (RJ)?: 24, 8 =1} be the probability simplex in I.

For a time horizon, T' > 0, the macroscopic description of the game is determined by a path
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0 :[0,7] — S that gives the probability distribution of the players in I;. All players seek
to minimize an identical cost. Each coordinate, u’(t), of the value function, u : [0,7] — R,
is the minimum cost for a typical player at state ¢ € I; at time 0 < ¢t < T. Finally, at the
initial time, the players are distributed according to the probability vector 6y € S and, at
the terminal time, are charged a cost uy € R? that depends on their state.

In the framework presented in [88], finite-state MFGs have a Hamiltonian, h : R? x S¢ x
I; — R, and a switching rate, o] : R? x 84 x I; — R:{, given by
. Oh(Az,0,1)

a.:

: S (4.0.1)

where A; : R4 — R? is the difference operator
(Au) =u! —u'.

We suppose that h and o* satisfy the assumptions discussed in Section 4.1. Given the

Hamiltonian and the switching rate, we assemble the following system of differential equations:

ul = —h(Asu, 0,1)

. . (4.0.2)
0 = >2; 7 a; (Aju, b, j),
which, together with initial-terminal data
0(0) = g and u(T) = ur, (4.0.3)

with 6y € S and 4y € R?, determines the MFG.

Solving (4.0.2) under the non-standard boundary condition (4.0.3) is a fundamental
issue in time-dependent MFGs. There are several ways to address this issue, although prior
approaches are not completely satisfactory. First, we can solve (4.0.2) using initial conditions
0(0) = Oy and u(0) = ug and then solve for ug such that u(T) = ur. However, this requires
solving (4.0.2) multiple times, which is computationally expensive. A more fundamental
difficulty arises in the numerical approximation of continuous-state MFGs by finite-state
MFGs. There, the Hamilton-Jacobi equation is a backward parabolic equation whose initial-
value problem is ill-posed. Thus, a possible way to solve (4.0.2) is to use a Newton-like
iteration. This idea was developed in [1, 10] and used to solve a finite-difference scheme for a
continuous-state MFG. However, Newton’s method involves inverting large matrices, whereas
it is convenient to have algorithms that do not require matrix inversions. A second approach
is to use a fixed-point iteration as in [62, 61]. Unfortunately, this iteration is not guaranteed
to converge. A third approach (see [101, 102]) is to solve the master equation, which is a
partial differential equation whose characteristics are given by (4.0.2). To approximate the

master equation, we can use a finite-difference method constructed by solving an N-player
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problem. Unfortunately, even for a modest number of states, this approach is computationally
expensive.

Our approach to the numerical solution of (4.0.2) relies on the monotonicity of the
operator, A : R? x R® — R? x R?, given by

Al f ] - l A, 0,8) 1 . (4.0.4)
U — Zj 0o (Aju,,7)

More precisely, we assume that A is monotone (see Assumption 2) in the sense that

URRHIREHIE

for all 0,0 € S% and u, & € R?%. Building upon the ideas in [12] for stationary problems (also
see the approaches for stationary problems in [147, 39, 148, 8]), we introduce the flow

[951:—‘4[9]. (4.0.5)

Up to the normalization of 6, the foregoing flow is a contraction provided that § € S¢.

2]

In Section 4.2, we construct a discrete version of (4.0.5) that preserves probabilities; that is,

Moreover, its fixed points solve

it preserves both the total mass of 6 and its non-negativity.

The time-dependent case is substantially more delicate. Our method to approximate
its solutions is our main contribution. The operator associated with the time-dependent
problem, A : H'(0,T;R% x RY) — L2(0,T;S?% x R%), is

A l b 1 - [ ~uc F h(Aqu, 6,3) ] . (4.0.6)
U 0; — Zj o (Aju,6,7)

Under the initial-terminal condition in (4.0.3), A is a monotone operator. Thus, the flow

l b ] =—A l b ] (4.0.7)

for (6,u) € L?(0, T;R? x R?) is formally a contraction. Unfortunately, even if this flow is well
defined, the preceding system neither preserves probabilities nor such boundary conditions
(4.0.3). Thus, in Section 4.3, we modify (4.0.7) in a way that it becomes a contraction in

H' and preserves the boundary conditions. Finally, we discretize this modified flow and
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build a numerical algorithm to approximate solutions of (4.0.2)-(4.0.3). Unlike Newton-based
methods, our algorithm does not need the inversion of large matrices and scales linearly
with the number of states. This is particularly relevant for finite-state MFGs that arise from
the discretization of continuous-state MFGs. We illustrate our results in a paradigm-shift

problem introduced in [37] and studied from a numerical perspective in [102].

4.1 Framework and main assumptions

Following [89], we present the standard finite-state MFG framework and describe our main
assumptions. Then, we discuss a paradigm-shift problem from [37] that we use to illustrate

our methods.

4.1.1 Standard setting for finite-state MFGs

Finite-state MFGs model systems with many identical players who act rationally and non-
cooperatively. These players switch between states in I; in seeking to minimize a cost. Here,
the macroscopic state of the game is a probability vector # € S that gives the players’
distribution in I;. A typical player controls the switching rate, a;(¢), from its state, i € I,
to a new state, j € I5. Given the players’ distribution, 0(r), at time r, each player chooses a

non-anticipating control, «, that minimizes the cost
. T .
Wi(t;0) = B, / e(iy, 0(r), a(r))dr + T (0(T))| . (4.1.1)
t

In the preceding expression, ¢ : Iy x S% x (Rg)d — R is a running cost, ¥ € R? is the terminal
cost, and i, is a Markov process in I; with switching rate «. The Hamiltonian, h, is the

generalized Legendre transform of ¢(i,6,-):

h(A;z,0,i) = min {c(i,0, 1) + p- Az}
pe(RS)4

The first equation in (4.0.2) determines the value function, u, for (4.1.1). The optimal
switching rate from state i to state j # ¢ is given by a;(Aiu, 0,i), where

aj(2,0,1) = argminue(RJ)d{c(i, O, 1) + p- Az} (4.1.2)

Moreover, at points of differentiability of h, we have (4.0.1). The rationality of the players
implies that each of them chooses the optimal switching rate, a*. Hence, 6 evolves according

to the second equation in (4.0.2).
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4.1.2 Main assumptions

Because we work with the Hamiltonian, A, rather than the running cost, ¢, it is convenient
to state our assumptions in terms of the former. For the relation between assumptions on h
and ¢, see [89].

We begin by stating a mild assumption that ensures the existence of solutions for (4.0.2).

Assumption 1. The Hamiltonian h(z,0,1%) is locally Lipschitz in (z,6) and differentiable in
z. The map z +— h(z,0,1) is concave for each (6,7). The function a*(z,0,7) given by (4.0.1)
is locally Lipschitz.

Under Assumption 1, there exists a solution to (4.0.2)-(4.0.3) (see [89]). This solution
may not be unique as the examples in [101] and [102] show. Monotonicity conditions are
commonly used in MFGs to prove the uniqueness of solutions. For finite-state MFGs, the
appropriate monotonicity condition is stated in the next Assumption. Before proceeding, we
define ||v[|y = infyer [Jv + A1].

Assumption 2. There exists v > 0 such that the Hamiltonian, h, satisfies the following

monotonicity property:
0 (h(2,0) —h(2,0)) + 8- (h(2,0) — h(z,0)) < —[6 - 0]|*.

Moreover, for each M > 0, there exist constants, 7;, such that on the set ||w||, 2|y < M, h

satisfies the following concavity property:
h(z,0,i) — h(w,0,i) — a*(w,0,1) - Ai(z — w) < —]|As(z — w)||*

Under the preceding assumptions, (4.0.2)-(4.0.3) has a unique solution (see [89]). Here,
the previous condition is essential to the convergence of our numerical methods, for both

stationary problems in Section 4.2 and for the general time-dependent case in Section 4.3.

Remark 1. As shown in [89], Assumption 2 implies the inequality
d ~ . ~
Zu — ") 293 (Aju,8,7) Zﬁja*(Ajﬂ,H,j)
i=1 j
d . ~ ~ ~
+ (07— 0%) (=h(Aiu, 0,4) + k + h(Asii, 0,7) — k)
i=1
< (6 - 0)* - Z% (0" + 09)[1(Au — Aga) |2

=1

for any u,@ € R?%, 0,0 € S, and k, k € R.



60 Monotone numerics

4.1.3 Solutions and weak solutions

Because the operator, A, in (4.0.6) is monotone, we have a natural concept of weak solutions
for (4.0.2)-(4.0.3). These weak solutions were considered for continuous-state MFGs in
[12] and [81]. We say that (u,6) € L?((0,7),R?) x L?((0,T),S%) is a weak solution of
(4.0.2)-(4.0.3) if for all (@,0) € H'((0,T),R%) x H'((0,T),S%) satisfying (4.0.3), we have

el lat])=e

Any solution of (4.0.2)-(4.0.3) is a weak solution, and any sufficiently regular weak solution

=g

with 8 > 0 is a solution.
Now, we turn our attention to the stationary problem. We recall (see [89]) that a
stationary solution of (4.0.2) is a triplet, (6,4, k) € S x R? x R, satisfying

h(Aiu,0,i) =k
- _ (4.1.3)
>0 al(Aju,0,5) =0
for i =1,...,d. As discussed in [89], the existence of solutions to (4.1.3) holds under an

additional contractivity assumption. In general, as for continuous-state MFGs, solutions for
(4.1.3) may not exist. Thus, we need to consider weak solutions. For a finite-state MFG, a
weak solution of (4.1.3) is a triplet, (@, 0, k) € R? x S¢ x R, that satisfies

{h(A,ﬂ, 0,i) >k
(4.1.4)

for i =1,...,d, with equality in the first equation for all indices, %, such that 6% > 0.

4.1.4 Potential MFGs

In a potential MFG, the Hamiltonian takes the form

h(Viu,0,7) = h(Viu,i) + f(6,1),

where b : RéxI; - R, f : R4xI; — Rand f is the gradient of a convex function, F : R* — R;
that is, f(0,-) = VoF (). We define H : R x RY — R as

d
H(u,0) = > 0'h(Viu,i) + F(0). (4.1.5)

i=1
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Then, (4.0.2) can be written in Hamiltonian form as

uy = —DgH (u,0)
0, = D,H(u,0).

In particular, H is conserved as follows:

d

In Section 4.3.7, we use this last property as an additional test for our numerical method.

4.1.5 A case study — the paradigm-shift problem

A paradigm shift is a change in a fundamental assumption within a scientific theory. Scientists
can simultaneous work in the context of multiple competing theories or problems. Their choice
of theoretical grounding is made to maximize recognition (citations, awards, or prizes) and
scientific activity (conferences or collaborations, for example). The paradigm-shift problem
was formulated as a two-state MFG in [37]. Subsequently, it was studied numerically in
[102] and [101] using an N-player approximation and PDE methods. Here, we present the
stationary and time-dependent versions of this problem. Later, we use these versions to
validate our numerical methods.

We consider the running cost, ¢ : I; x S x (RJ)? — R, given by
12

c(i,0, ) = f(i,0) + co(i, u), where co(i, p) = B Z,u?
J#i

The functions f = f(i,0) are productivity functions with constant elasticity of substitution,

given by

{f(lﬁ) = (a1 (8")" + (1 — a1)(6%)")
£(2,0) = (a2(6M)" + (1 — a2)(62)")

S 3=
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For illustration, we examine the case where a; = 1, ag = 0, and r = 1 in the productivity
functions above. In this case, f = VyF(6) with

(91)2 4 (92>2 .

F(0) = .

Moreover, the game is potential with

H(w,0) = — (=)0 — 2 ((? —u)?) 6 4 F(6).

Furthermore, (0,4, k) is a stationary solution if it solves

01 1 1 ,2y+H\2 — k
{ 2 i((uz ul) )2 (4.1.6)
0 — L((u? — ul))? = k,
and
0 (ut — )T+ 02w —u)t =0
( ) ( ) (4.1.7)
O (u! —u?)t — 0?(u? —uh)T = 0.
Since #' + 02 = 1, and using the symmetry of (4.1.6)-(4.1.7), we conclude that
_ 11 1
u = — = — . 4.1.
(0, a,k) ((2,2>,(p,p),2), pER (4.1.8)
The time-dependent paradigm-shift problem is determined by
L gl g Loyl — u2)H)2
{u; 2 i((u2 ul) )2 (4.1.9)
up = —0°+ 5((u® —u')")%,
and
91:791 172++92 2 1\+
! (u” =) (w” = u) (4.1.10)
02 = 0L (u! — u2)* — 02(u? — ul)",

together with initial-terminal conditions
6°(0) = 6y, and u'(T) = ulr

for i = 1,2, 0y € S?, and ur € R2.

4.2 Stationary problems

To approximate the solutions of (4.1.3), we introduce a flow closely related to (4.0.5). This

flow is the analog for finite-state problems of the one considered in [12]. The monotonicity
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in Assumption 2 gives the contraction property. Then, we construct a numerical algorithm
using a Euler step combined with a projection step to ensure that 6 remains a probability.

Finally, we test our algorithm in the paradigm-shift model.

4.2.1 Monotone approximation

To preserve the mass of 6, we introduce the following modification of (4.0.5):

{ug — ¥ 0003 (Aju, 0, 5) (12)

0L = —h(Aju,0,i) + k(s),

where k : Rf — R is such that 3%, #7(s) = 1 for every s > 0. For this condition to hold, we
need Y4, 0% = 0. Therefore,

&M—‘

Xd: (Aju,0,1) (4.2.2)

Proposition 2. Suppose that Assumptions 1-2 hold. Let (u, ) and (@, 6) solve (4.2.1)-(4.2.2).
Assume that 32, 0°(0) = 3, 6*(0) = 1 and that 6(s),f(s) > 0. Then,

d 3 -
- (H(u — @)+ |16 - en?)
(6 = 6)(s)|* — Z% (0" +09)(s)]I (Aiu — Aga)(s)]|.
Proof. We begin with the identity

d i ~1 A )
0 (u — @) 4 (0"~ 0')?]

N

i E&

d
Z ul — %) (u' — %) + (6" — 69)(0" — 6°),.

Using (4.2.1) in the previous equality, we obtain

M&

di [(’LLZ . ﬂi)2 + (01 . 51)2}

N

-
I

I
M& =

@
Il
—

(Zeﬂ (Aju,0,5) = > 67 a* (A, 0,
J

o=
—
SN——

+
VR

@
Il
—

(6" — 67 (—h(Aiu, 0,9) + k + h(Ait, 0,1) — ’Nf)

16 = 8)(s)II* - Z%HW@Z ()lI(Asu — Aga)(s)],
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by Remark 1. O

4.2.2 Numerical algorithm

Let A be given by (4.0.4). Due to the monotonicity, for small u, the Euler map,

al]=[0]-m(l]

is a contraction, provided that # is nonnegative; that is, the case when 6 is a probability
vector. However, F, may not keep ¢ non-negative and, in general, E,, also does not preserve

the mass. Thus, we introduce the following projection operator on S x R%:

L=
where w(6); = (6" + £)T and € is such that
Zw(@)i =1.

Clearly, P is a contraction because it is a projection on a convex set. Finally, to approximate

weak solutions of (4.1.3), that is solutions (4.1.4), we consider the iterative map

l b1 ] — PE, l bn ] . (4.2.3)

Un+1 Up,

We have the following result:

Proposition 3. Let (0, @, k) solve (4.1.4). Then, (0, ) is a fixed point for (4.2.3). Moreover,
for any fixed point of (4.2.3), there exists k such that (6,1, k) solves (4.1.4).
Finally, if ;2 is small enough and (4.1.4) has a weak solution, (6, u, k), with > 0, then

the iterates in (4.2.3) are bounded and converge to (8, @). Moreover, the solution is unique.

Proof. Clearly, a solution of (4.1.4) is a fixed point for (4.2.3). Conversely, let (6,u) be a
fixed point for (4.2.3). Then,

Hence,

Additionally, we have
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for some &. Thus, for k = %,
h(A;u, 0,i) > k,

with equality when 6% > 0.
If 41 is small enough, E, is a contraction because A is a monotone Lipschitz map. Thus,
if there is a solution of (4.1.4), the iterates in (4.2.3) are bounded. Then, the convergence

follows from the monotonicity of £, and the strict contraction given by 6 > 0. O

Remark 2. Concerning the convergence rate and the choice of the parameter p in the
preceding theorem, we observe the following. The operator A is locally Lipschitz. Thus,
given bound on the initial conditions, we can assume the Lipschitz constant to be a number,
L > 0. By selecting

2
O<pu<—
K IR

we get that £, is a contraction and we may assume that the initial bound on data is preserved
(for example, by looking at the norm of the difference between the iterates and a given
stationary solution). If there is a strictly positive stationary solution, the convergence is

exponential because, for v and @ with mean 0, we have

d
O =) () + D70+ 0") ()l (Agu — Aga)(s)|* =
i=1
CY [ —a')? + (07— 82
i=1
The constant, however, depends on the lower bounds on the stationary solution and thus, we

do not have a direct estimate on the rate of convergence.

4.2.3 Numerical examples

To illustrate our algorithm, we consider the paradigm-shift problem. The monotone flow in
(4.2.1) is

ul =~ (! — u2)*t + 022 — ul)t 2.4
u? = 0t (ut —u?)t — 02(u? — uh)*t,
and
01 — _91 1 1 _ ,2\+)\2 k
{ b= (=) ) 125)
02 = —0% + L((u* — u') )2 + k(s).

According to (4.2.2),



66 Monotone numerics
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(a) Convergence of 6" (b) Convergence of u'.

Fig. 4.1 Evolution of # and u with the monotone flow, for s € [0,8]. The quantities
corresponding to the state 1 and 2 are depicted in blue and orange, respectively.
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0.5
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03l
0.2}

0.1r-

. .
s s L Lo 2 4 6 8

(a) Evolution of & (b) Contraction of the norm.

Fig. 4.2 Evolution of k and contraction of the norm, [|(6,u) — (8, @)]|.

Now, we present the numerical results for this model using the iterative method in (4.2.3).
We set s € [0, 8] and discretize this interval into N = 300 subintervals. First, we consider the

following initial conditions:
ug =4, ud =2 and 05 = 0.8, 62 = 0.2.

The convergence towards the stationary solution is illustrated in Figures 4.1a and 4.1b for

and u. The behavior of £ is shown in Figure 4.2a. In Figure 4.2b, we illustrate the contraction

)= L)

where (0, ) is the stationary solution in (4.1.8). Next, we consider the case in which the

of the norm

i

I

iterates of F, do not preserve positivity. In Figure 4.3, we compare the evolution of 6 by
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o 10,
1oL 08
08
06
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04f
04f
02t 0.2t
s s s .
2 4 6 8 : : ' ' = s
0 2 4 6 8

(a) Non positivity of the distribution using E,,. (b) Convergence using (4.2.3) while preserving the
positivity of 6.

Fig. 4.3 Comparison between the iterates of £, and PE, for 0} = 0.8, 3 = 0.2, u} = 5, and
u3 = 2. The quantities corresponding to the state 1 and 2 are depicted in blue and orange,
respectively.

20

L L
2 4 6 8

(a) Contraction of the norm.

Fig. 4.4 Evolution of the norm, ||(6,u) — (6, u)||, using the projection method.

iterating F,, without the projection and using (4.2.3). In the first case, # may not remain
positive, although, in this example, convergence holds. In Figure 4.3, we plot the evolution
through (4.2.3) of 6 towards the analytical solution §! = 62 = 0.5. As expected from its
construction, # is always non-negative and a probability. The contraction of the norm is

similar to the previous case, see Figure 4.4.

4.3 Initial-terminal value problems

The initial-terminal conditions in (4.0.3) are the key difficulty in the design of numerical
methods for the time-dependent MFG, (4.0.2). Here, we extend the strategy from the previous
section to handle initial-terminal conditions. We start with an arbitrary pair of functions,
(u(t,0),0(t,0)), that satisfies (4.0.3) and build a family (u(t, s),0(¢,s)), s > 0, that converges
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to a solution of (4.0.2)-(4.0.3) as s — oo, while preserving the boundary conditions for all
s> 0.

4.3.1 Representation of functionals in H'

We begin by discussing the representation of linear functionals in H'. Consider the Hilbert
space, H: = {¢ € H'([0,T],R?%) : ¢(T) = 0}. For 6,u € H'([0,T],R%), we consider the

variational problem

min/o { (161> + 9% ( Zeﬂ (Aju 9;))] dt. (4.3.1)

1
peHL

A minimizer, ¢ € H%, of the preceding functional represents the linear functional

T
77»—>—/0 17-( 203 Au@j))dt

for n € H}, as an inner product in H}; that is,

/OT(n-¢+7'7-<i>>dt:—/0T77-( Zeﬁ Auaj)) dt

for ¢, € H*. The last identity is simply the weak form of the Euler-Lagrange equation for
(4.3.1),
—¢+¢_—9t+29ﬂ (Aju,0,5), (4.3.2)

whose boundary conditions are ¢(T") = 0 and $(0) = 0. For 6,u € H'([0,T],R%), we define

B0, u,t) = b(t). (4.3.3)

Next, let Hf = {¢p € H*([0,T],R%) : ¢(0) = 0}. For 6,u € H([0,T],R?), we consider the

variational problem

min /T B(W+ 10[2) + 1 - (s + h(Agu, 6,4))] dt. (4.3.4)

YeH} Jo
The Euler-Lagrange equation for the preceding problem is

— 41 = —uy — h(Aju, 0,4), (4.3.5)
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with the boundary conditions ¥(0) = 0 and (T) = 0. Moreover, if ¢ € H} minimizes the

functional in (4.3.4), we have

T . T
[ (v d)de= [ e (—u = n(Du,0.0) de
0 0
for n, € H}. For 6,u € H'([0,T],R?), we define
U0, u,t) =(t). (4.3.6)

4.3.2 Solutions of the Euler-Lagrange equations

To find ¢ and 1, we need to solve Euler-Lagrange equations, (4.3.2) and (4.3.5).

The homogeneous solutions for (4.3.2) are given by

t —t
On, =€, Qp, =€ .

In order to compute the general solution
o(t) = yi(t)e’ +ya(t)e ™.

using the variation of parameters formula, we need to calculate the Wronskian that is given
by

Since it is non-zero we have

zMﬂ=Q+;A%”(Mﬂ—XﬁW%N%MﬂﬁMJOdn

and
1

t .
ya(t) = Co — 5/0 e’ ((9,:(7“) — Zﬁj(r)a*(Aju(r),H(r),j)) dr.
J
Hence the solution is

t

—t
% e f(r)dr + Ce' + Coe ™,
0

et ot
o) =5 [ e fdr -
0
where the function f is given by

f(r)=0,(r)— Z Hj(r)a*(Aju(r), 0(r), 7).
J
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We now compute the constants C7 and Cy, using the boundary conditions ¢(O) = 0, and
é(T) = 0. From the first condition we get

0=d0)|_, = [3¢ [ e 0ar+ 350+ et [ epyar— 1 p)
R M DAy A 2 2° o 2
+ Clet — Cge_t‘
t=0
- C'1 - 027
which gives
Ci = Co. (4.3.7)

From the second boundary condition we have

0=o¢(T) =y (T)el +yo(T)e T

=l (Cl + ;/OT e_rf(r)dr> +e T (Cg — ;/OT erf(r)dr> .

We obtain using the above and (4.3.7),

1 T r— —r
C) = )/0 (er=T —eT=") f(r)dr-.

2(eT + e T
Therefore, the solution of (4.3.2) is given by

o(t) = % (/Ot(et_r — "N f(r)dr + ere /OT(eT_T - eT_r)f(r)dr> . (4.3.8)

el +e T
Similarly the general solution of (4.3.5) is given by

V(t) = z1(t)e! + zo(t)e ™,

where ‘1
21(t) = Dy —l—/ —e "g(r)dr,
0 2
and
tq
z9(t) = Dy — —e"g(r)dr,
0o 2

where the function g is given by
g(r) = u(r) + h(Aju(r),0(r), ).

From (0) = 0 we have
Di+Dy=0 < Dj=-D,.
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Taking the derivative of ¥ (t) we get

D(t) = 21 (t)et + 21 (t)el + zo(t)e™ — zo(t)e™

1 1
= ge_tg(t)et + z1(t)e! — §etg(t)e_t — z(t)e™t

1 t
= Dyet — Dye b + 3 / (e + e Hg(r)dr.
0

From the terminal condition 4(T") = 0 we obtain
1 T
Diel — Dye T + 3 / (eI + e Tg(rydr =0,
0

using D1 = —Dy we get

1

T
Dy = — T—r r—T d
' 2(eT+e—T)/o (€7 e alrydr

Therefore the solution to the Euler-Lagrange equation (4.3.5) is given by

1

¢(t)_et_et/T(T—r+ T_T)()d Jr/t(t—r r—t)()d (439)
_Q(eT—I—e*T)o e e g(r)ar 206 e g(r)ar. L.

4.3.3 Monotone deformation flow

Next, we introduce the monotone deformation flow,

{ug(t, s) = (0, 5), ul-, ), 1) (4.3.10)

eé(ta 3) = \I’Z(Q(, 5)?“('7 S),t),

where ® and ¥ are given in (4.3.3) and (4.3.6). As we show in the next proposition, for
smooth enough solutions, the previous flow is a contraction in H'. Moreover, if (0, u) solve
(4.0.2)-(4.0.3), we have

®(0,u,t) =¥(0,u,t) =0.

Hence, solutions of (4.0.2)-(4.0.3) are fixed points for (4.3.10).
Before stating the contraction property, we recall that the H'-norm of a pair of functions

is given by
2 T 2 .12 2 <12
Iosmlp = [ (1o + 10 + I + 1P at
for v,m : [0,T] — R

Proposition 4. Let (u,6) and (@,0) be C? solutions of (4.3.10). Suppose that 6,6 > 0.

Then,
d .
ZlI(w, 0) = (@ 0)lI7n <0,
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with strict inequality if (u,0) # (@, 0).
Proof. We have
/OT (= @)%+ (u— @) + (0 - 0)* + (0 0)7] dt
T
- /0 [ — ) — i) + (u — @) (u — @)ss] dt

* /oT (0= 0)(0 = 0)s + (0 0)4(0 — O] dt.

Using (4.3.10), the term in the right-hand side of the previous equality becomes

4 7 ~
/0 [(u —u)(p— )+ (u—1u)(o— ¢)t} dt

[ [0-0w- 9+ @b -Da
T ~ T
= [ (w—a)(¢—d)dt+ [(w—1a)(®— )|,

T - .
—[;w—exw—¢Mﬁ,

where we used integration by parts in the last equality. Because u(T) = a(T"), 6(0)
$¢(0) = ¢4(0), 1y (T) = ¢(T), and using (4.3.2) and (4.3.5), we obtain

;i/T(u—ﬂ)Q—F(u—ﬂ)Q (0 —0)2+ (0 —06)?
/ (Z 07 o “(Aju, 6, 7) Zéa*(A]ﬂ, é,j))
T
—/ (0 ) (n(Aiu,0.9) — h(A1,0.7))
0

T
g/o 10 = D)@ ~ Z%ewez (O)I(Agu — Aga) (1) *dt,

due to Remark 1.

(4.3.11)
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4.3.4 Monotone discretization

To build our numerical method, we begin by discretizing (4.3.10). We look for a time-

A[e 1 _ [ ~0; + f(u,0) ]
u —uy — h(u, @)

discretization of

that preserves monotonicity, where f(u,f) = >, éja*(Ajﬂ, 6,5).

With Hamilton-Jacobi equations, implicit schemes have good stability properties. Because
the Hamilton-Jacobi equation in (4.3.10) is a terminal value problem, we discretize it using
an explicit forward-in-time scheme (hence, implicit backward-in-time scheme). Then, to keep
the adjoint structure of A at the discrete level, we are then required to choose an implicit
discretization forward in time for the first component of A. Usually, implicit schemes have
the disadvantage of requiring the numerical solution of non-linear equations at each time step.
Here, we discretize the operator, A, globally, and we never need to solve implicit equations.

More concretely, we split [0, 7] into N intervals of length 6t = % The vectors 6, € S¢
and u, € R? 0 <n < N approximate 6 and v at time % We set My = (8¢ x R)N*! and
define

Y , (4.3.12)
u —Lgt h(ut,, 07

nr’n

gi
AN[G] :[ & +f( Ui 15 0541) + Ko

where

d
(561 4
= _72 ( n+179721+1)>

and 60¢, = 6! | — 0%,. Next, we show that AV is a monotone operator in the convex subset of
vectors in M that satisfy the initial-terminal conditions in (4.0.3). We denote by (-, -), the
duality pairing in (8¢ x RY)N+1, More precisely, for (6, u), (0,4) € (S x RN+

[} E])-reoee

Proposition 5. A" is monotone in the convex subset My of all (6, u) € (S% x RY)N+1 such

that 6y = 0y and uy = . Moreover, we have the inequality

el )]

< <7H9 O)(®)II* ~ Z% 9’+9’)(t)H(Az'u—Aiﬂ)(t)|!2>-

n=1 i=1
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Proof. We begin by computing

Ll

N—1 ~ -
. 5 _un—l-l — Unp . Un+1 — Un -
_ [(en 3,) ( UL, ) + T en)>

<

~ Hn - en
+ (Uns1 — Un+1)( - HT + f(Uny1,0ng1) + kn

én - én ~ N 7
+ = - f(un—l-b 97L+1) - kn)] .

With the sums developed and the indices relabeled, the preceding expression becomes

N-1 ~ ~
Z [(gn - én) <_un+15tun - h(um en) + Gl — On + h(ﬂm én))
n=1

~ U — U UL — U -
+(90—90) <— 15t O—h(u0,90)+ 15t O—f—h(lm,@o))]

= Hn - gnfl én - énfl ~
+ ( n*~n) ( +f( naen)+ *f( men)>
nz::l [u " ot B 5t B

+ (uy —an) (9]\[_55]\/_1 + f(un,0n) + % - f(ﬂN,éN)> ]

The second and last lines above are zero since 6y = éo = 0y and uy = Ay = ur. Using
Remark 1, we obtain

IRRHIRRG!

1 d
< (—vll(e —O)(O)7 = D6 + 6 () (A — Aiﬂ)(t)HZ)

i=1

™

=g
=g

- ] Un+1 — an—l—l N Up — Up

_Ni(u —ﬂ) en_én_enfl_énfl
e 5t St '
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We now show that the last two lines add to zero. Let a, = 6, — 9~n and b, = u, — Up.

Accordingly, we have

1 N-1 1 N-1
- < n bn - bn " bn n — Un—
5t 2 an(bn+1 ) =5 nz::l (an — an—1)
1 1 N-—1 1 N-2
= _E(bNaN —bar) + = 2 bnt1(an+1 — an) — 5 nZ:O bn+1(a@nt1 — an)

1
= a(blao —byan-1) =0,

where we summed the first term by parts and relabeled the index, n, in the last term of the
first line. The last equality follows from the assumption in the statements, ag = 6y — G =0

ande:uN—ﬂN:(). L]

Using the techniques in [12], we prove the convergence of the solutions of the discretized
problem as §t — 0. As usual, we discretize the time interval, [0, 7], into N + 1 equispaced

points.

Proposition 6. Let (", u") € My be a solution of

o] -1

satisfying the initial-terminal conditions in (4.0.3). Suppose that u" is uniformly bounded.
Consider the step functions " and 6V taking the values #Y* € R and Y € S in [%, ol
with 0 < n < N, for ¢ € I, respectively. Then, extracting a subsequence if necessary,
aNt — 7' and OV — 0 weakly-* in L™ for i € I;. Furthermore, (i, ) is a weak solution of

(4.0.2).

Proof. Because u” is bounded by hypothesis and 6V is bounded since it is a probability
measure, the weak-* convergence in L™ is immediate. Hence, there exist u* € L°>([0,7]) and
0" € L°>°([0,T]) as claimed.

Let @', 0" € C*°([0,TY)), with §° > 0 for all i € Iy, and 3_;c;, 6° = 1. Suppose further that
@', 0 satisfy the boundary conditions in (4.0.3). Let @Y = @ (2T), 0 = 0 (XT) be the

vectors whose components are @’ and 0N respectively. By the monotonicity of AN, we

n

o (e [a] []-[])
o3[

and taking the limit N — oo gives the result. O

have
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4.3.5 Monotone discretization for the H! projections

Next, we discuss the representation of linear functionals for the discrete problem. For that,
proceeding as in Section 4.3.1, we compute the optimality conditions of the discretized
versions of (4.3.1) and (4.3.4).

Fix (u,0) € My and consider the following discrete analog to (4.3.1):

min Gt i % <¢i - (M;tl)Z) + 6n <59§’tl - f(un,en)) :

1
¢EH n=1

where 0g, = gni1 — gn, and H: = {¢ = (do,...,0n) € RHNFD 45 = 0}. The

corresponding optimality conditions (the discrete Euler-Lagrange equation) is

5(5¢n—1) _ 6071 1
T T

+ f(un, 0n), (4.3.13)

forn=1,...,N — 1, coupled with the boundary conditions ¢ = 0 and ¢1 = ¢y.

A minimizer of the problem above represents the following discrete linear functional

—énn- (22— b)) o1

as an inner product in H%

N

Z <77n - POt + %5%—1 -5¢n—1> = i:: (M)n L f(un,en)> dt.

n=1

For (0,,,u,) € My, we define
D0, up) = on. (4.3.14)

We now examine a second discrete variational problem corresponding to (4.3.4). For

(u,0) € My, we consider

min dt Z ( (5:';;”) ) + Un (6:;; + h(un,Qn)) ;

YeH;
where H} = {1 = (¢, ...,%n) € (RN 1 4y = 0.
The discrete Euler-Lagrange equation is
3(0n—1) Ounp
_ Y = =2 (g, O, 4.3.1
T v = = = b, ) (43.15)

forn=1,...,N — 1, together with the conditions 9 = 0 and ¥ = Yn_1.
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From the Euler-Lagrange equation, we obtain the following representation formula in the
Hilbert space {1 € H!({0,...,N}) : 1o = 0}:

N-1 N Su
S (4 dn- 005t = S (=25 = hlun,,)) .
n=0 0

Finally, we define
(O, un) = tn, (4.3.16)

for (u,6) € Mn.

Proposition 7. Let ® and ¥ be given by (4.3.14) and (4.3.16). Consider the following

operator:
QAV]:[@]. (4.3.17)

Let M?\‘}’ET be the set of all (f,u) € My that satisfy the initial condition 6y = 6 and the
terminal condition uy = up. Then, ()4 is monotone with respect to the discrete H}V inner
product corresponding to the norm

N-1
1, )3 = D2 Il + [6mal® + [vn] + [0 . (4.3.18)

n=0

Proof. Let (u,0) € ./\/l?\?’aT and (@,0) € M?\?’QT. Let ¢, ¢ and v, be given by (4.3.14) and
(4.3.16). We begin by computing

=0
1 N1 0,, 0, Opi1—0, ~
ot ( T ) (81 — 61D)
n=0
1 N—-1 Up4+1 — Un Upt1 — Up _
+ ot ( ot o 5t > (0¢n — dn)- (4.3.19)
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Reorganizing, we see that the previous two lines are equal to
6t =3 Z “ 1 — Ons1) — (O — én)} (0t — 0t)
+ {(uns1 = Gingr) = (un = @n)] (565 - 5&,1)] . (4.3.20)
Using the notation

an =0p — O, by = 0hy — 0,  Cn = Up — Upn, and dp, = 6 — O,

we write (4.3.20) multiplied by (0t)?

N-1 N-2
Z bpoay + dpdc, = by_16any—1 + dy_10cN—1 + Z bpoay + dydcy,
n=0 n=0

=by_10any_1 +dn_10cN_1
N—2

+an_1by—1 — agby — Z an10by
n=0
N—2

+en_1dn—1 — codp — Z Cn+15dn, (4.3.21)
n=0

where we used summation by parts in the last equality. Because ¥y = ¥n_1, we have
by_1 = 0. Moreover, since 6y = 6, we have ag = 0, and ¢1 = ¢o implies that dy = 0. Thus,

we further have

dy_10cn—1 =dny—1 (un — N — (UN—1 — UN-1))
= —dn_1(un—1 —UNn_1)

= —cNn—1dN—1,

where we used the terminal condition uy = ay. According to these identities, (4.3.21)

becomes
N-1 N-2
Z bpda, + dpoc, = — Z An+10by + Cpy10dy,.
n=0 n=0

Therefore, (4.3.20) can be written as

Nj :2 0n+1 9n+1 2 2 =2 Up+1 — un_H 9 9
& (0 (8%n = 8%n) = 3 G (6260 — 6%6n) (4.3.22)
n=0 n=0
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Shifting the index n + 1 into n in (4.3.22), we obtain

N-1 ~

= é Up — Un
Z (51/)71 1_51/)71 1) - (5¢n 1—5¢n 1)

n=1 (

Using the Euler-Lagrange equations (4.3.13) and (4.3.15) in the preceding expression yields

=

-1

(60 = 0u) (thn + P (g, 00) = = P (. ))

ot

I MM HM

( +9n_0nl_f(unaen)_(gn_erl_e?ll—i_f(ﬂn’én))

Finally, plugging the previous result into (4.3.19), we obtain

~ Unp+1 — ﬂn—l—l Up — Up IO
(0 — ) ( = 0 ot ) — en))

Op — 0  Op_1 —0,_ R
(Un - ’an) ( 5t - - 5t - - f(um 97’&) + f(un, 0"))

N-1
<> Al =) - Z% O, + 03| (Aiun — Ayt ||
n=1 =1
by using Remark 1 and arguing as at the end of Subsection 4.3.4. 0

4.3.6 Projection algorithm

As shown in Section 4.2, the monotone flow may not keep 6 positive. Thus, to preserve
probabilities and prevent 6 from taking negative values, we define a projection operator

through the following optimization problem. Given (n,w) € My, we solve

—d Y
{mlnA;L S (mh = A)? (4.3.23)

SEN =1, M\, >0

for n € {0,...,N}. Then, we set

ola] -]

for 0 < n < N. We note that if 7, is a probability, then A\, = n,. Moreover, P is a

contraction.
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Now, we introduce the following iterative scheme:
wi11 = P lwr — vQalwg]], (4.3.24)

where wi, = (0, ug), Q4 is defined in (4.3.17), and v > 0 is the step size.

Proposition 8. For small enough v, the map (4.3.24) is a contraction. Moreover, if there

exists a solution (6, @) of

Lo ,N‘ (4.3.25)
— BT (i, 05) = 0

n»vn

i L
{_ "+$t + f(U41,0511) =0

satisfying the initial-terminal conditions 6y = 0 and @™ = ar, the iterates of (4.3.24) satisfy

N-1 d
Y WO = On i)+ D 7O + O ) [(Aitin g, — i 1) | — 0,
n=1 i=1

as k — oo.

Proof. The operator E, is a contraction because Q4 is a monotone Lipschitz map (see

Proposition 7). The convergence in the statement follows from the series

oo N-—1 d

SO A Onge = Ong) 1P+ D700 g, + 0L ) (Ain g — At 1)1,
k=1 n=1 =1

being convergent. O

Proposition 9. Let (6,u) € My solve

U 0|’
with uy = 2 and 0y = 0y. Then, (0,4) is a fixed point of (4.3.24).
Conversely, let (A7) € My be a fixed point of (4.3.24) with § > 0. Then, there exists a
solution to (4.3.25), (A, ), with § = 6 and 4 given by
o,

" _ (A, 6, 4.3.2
50 (Aa,6,1) (4.3.26)

with uy = ur.

Proof. The first claim of the proposition follows immediately from the definition of Q4. To
prove the second part, let (8, 4) € My be a fixed point of (4.3.24). For all n € {0,...,N}
and ¢ € I, we have

il = il + vy (lin, On).
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Therefore, ¢y, (iin,0,) = 0. Hence, from (4.3.13), we conclude that

N 50~n—1

St + f(tn,0n) = 0.

Furthermore, for 8/, = X/, where A} solves (4.3.23), we have
0i, = P [0}, — viu(iin, 0,)]
~. ~ +
= (0; — VY (U, Op) + Uﬁn>

for some k,, > 0. If éﬁl > 0, Yy (U, én) = kp. Otherwise, @Dn(ﬂn,én) > K.
If 6 > 0, using the fact that 1 solves (4.3.15), we gather
ot

: 1 5@j 1

ST 7“:7 AINTL ) — Ai~n7 7..

ot d—lz 6t d— Zh( iUn: 0,7) = h(Aitln, 0, 0)
el J#i

Now, we define u as in the statement of the proposition. A simple computation gives

iy » _ »
o, 0wy, Oty U

ot 5t 5t ot

Hence, Aju, = Aj;i,. Consequently,

Thus, (0,u) solves (4.0.2). O

Remark 3. The convergence of solutions of (4.3.25) to weak solutions of (4.0.2) follows

from the Minty’s method and the monotonicity of the operator A as shown in Proposition 6.

4.3.7 Numerical examples

Finally, we present numerical simulations for the time-dependent paradigm-shift problem. As
explained before, we discretize the time variable, ¢ € [0, 7], into N intervals of length §t = %
We then have N equations for each state. Because d = 2, this system consists of 4N evolving
equations according to (4.3.24).

To compute approximate solutions to (4.1.9)-(4.1.10), we use the projection algorithm,
(4.3.24), with N = 400. We first consider a case in which the analytical solution can be

computed explicitly. We choose §! = 02 = % Thus, from (4.1.9), it follows that u! = u? are

affine functions of ¢ with u; = u? — % Our results are depicted in Figures 4.5, 4.6, and 4.7.
In Figure 4.5, for t € [0,T], T = 8, we plot the initial guess (s = 0) for # and u, and the
analytical solution. In Figure 4.6, we see the evolution of the density of players and the value

functions for s € [0,20]. The final results, s = 20, are shown in Figure 4.7. Finally, in Figure
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(a) Initial condition (-, 0) versus exact solution. (b) Initial condition u(-,0) versus exact solution.

Fig. 4.5 The blue lines correspond to the initial values (s = 0) for state 1, (9, u!): the orange
lines correspond to the initial values for state 2, (#2,u?); the green lines correspond to the
analytical solution #' = 62 and u! = u? for ¢ € [0, 8].

4.8, we show the evolution of the H' norm of the difference between the analytical, (i, 5),

and computed, (u, #), solutions. The norm ||(@, 8) — (u, ‘9)"125(1([0 T])(s) is computed as
N-1 2 . . .. . - . L. ..
S 300t ([ — w2+ [ — a2+ |05~ 032 + 165 — 632 (s)
j=0 i=1

for s > 0, where v§ = v'(t;, s) and &t is the size of the time-discretization step.

The paradigm-shift problem is a potential MFG with the Hamiltonian corresponding to

014063

ﬁ@mﬂz—;W—MﬁﬂaMF@ :

in (4.1.5). Thus, as a final test to our numerical method, we investigate the evolution of the
Hamiltonian. In this case, as expected, the Hamiltonian converges to a constant (see Figure
4.9).

In the preceding example, while iterating (4.3.24), f remains away from 0. In the next
example, we consider a problem in which, without the projection P in (4.3.24), positivity is
not preserved. We set N = 400 and choose initial conditions as in Figure 4.10. In Figure
4.11, we show the evolution by (4.3.24) for s € [0,20]. In Figure 4.12, we see the final result
for s = 20. Finally, in Figure 4.13, we show the evolution of the H' norm of the difference
(@, 0) — (u,9)||%{1([07T])(s) for s € [0,20].

In Figure 4.14, we plot the evolution of the Hamiltonian determined using the projection

method. Again, we obtain the numerical conservation of the Hamiltonian.
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: 1,2
(a) Distribution of players 6 (¢, s). (b) Difference (u' — u)(t, 5).

Fig. 4.6 Evolution, along parameter s € [0, 20], of the density of distribution of players, (-, s),
and the difference of the value functions for both sates, (u! —u?)(-, s).
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(a) Final distribution 6(-, 20). (b) Final value function u(-,20).

Fig. 4.7 Final value of u(-, s) and (-, s) for s = 20. Note that the quantities for both states
superpose.
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H' - norm

0 . L L ! N
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Fig. 4.8 Evolution, with the parameter s, of the H'-norm of the difference between the
computed solution (u,0)(+,s) and the analytical solution for the unconstrained probability
case.
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(a) Initial condition (-, s = 0). (b) Initial condition u(-,s = 0).

Fig. 4.10 The blue lines correspond to the initial values (s = 0) for state 1, (8, u'); the
orange lines correspond to the initial values for state 2, (62, u?).
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(a) Distribution of players §*. (b) Value functions u! and u?.

Fig. 4.11 Evolution of u(-, s) and 6(-, s), for s € [0,20]. The quantities for state 1 and 2 are
depicted in blue and orange, respectively.

0 2 4 6 s ! 2 4 6 5
(a) Distribution of players 6(-, 20). (b) Value functions u(-, 20).

Fig. 4.12 Final value of u(-, s) and distribution 6(-, s), at s = 20. The quantities for state 1
are depicted in blue and for state 2 in orange.
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351

30
25
20
15
10

5

0 h L 1 L s
0 5 10 15 20

Fig. 4.13 Evolution, with respect to the parameter s, of the H'-norm of the difference of the
solution (u, #)(-,s) and the solution obtained at s = 20: ||(u, 8)(-,s) — (u,0)(-,20)| z1.
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Fig. 4.14 Evolution of the Hamiltonian with the s-dynamics that preserves the probability
and the positivity of the distribution of players.

4.4 Conclusions

As the examples in the preceding sections illustrate, we have developed an effective method
for the numerical approximation of monotonic finite-state MFGs. As observed previously,
[10, 1, 6, 3], monotonicity properties are essential for the construction of effective numerical
methods to solve MFGs and were used explicitly in [12]. Here, in contrast with earlier
approaches, we do not use a Newton-type iteration as in [1, 6] nor do we require the solution
of the master equation as in [101, 102]. While for d = 2, the master equation can be handled
numerically as in the preceding references, this approach becomes numerically prohibitive
when there is a large number of states. The master equation determines the value function
U(#,i,t), where § € S?. A direct approach to the master equation requires a grid in S?, or
equivalently in a subset of R%~!. However, when d is moderately large, a direct approach
requires the storage of an extremely large number of points. With our approach, we only need
2d values for each time step. The key contribution of this chapter is the projection method
that makes addressing the initial-terminal value problem possible. This was an open problem
since the introduction of monotonicity-based methods in [12]. Our methods can be applied
to discretizing continuous-state MFGs, and we foresee additional extensions. The first one
concerns the planning problem considered in [3]. A second extension regards boundary value
problems, which are natural in many applications of MFGs. Finally, our methods may be
improved by using higher-order integrators in time, provided that monotonicity is preserved.

These matters will be the subject of future research.



Chapter 5

Nonlocal mean-field games

Here, we discuss numerical methods for mean-field games systems with nonlocal dependence

on the measure (distribution of the players).

5.1 Introduction

We start by introducing the Fourier approximation techniques for first-order nonlocal MFG

models. More precisely, we consider the system

—Owu + H(z,Vu) = Flz,m|,
oym — div (mV,H (z, Vu)) = 0, (z,t) € T¢ x [0,1], (5.1.1)
u(z,1) = U(z), m(z,0) = M(x), =€ T

Here, u : T% x [0,1] — R and m : T x [0,1] — R, are the unknown functions. Furthermore,
H € C?*(T? x RY) is the Hamiltonian, and F : T? x P(T%) — R is a nonlocal coupling
term between the Hamilton-Jacobi and Fokker-Planck equations. Next, U € C2?(T%) and
M € L>®(T%) N P(T?) (with a slight abuse of notation we identify the absolutely continuous
measures with their densities) are terminal-initial conditions for u and m, respectively.

In (5.1.1), w is the value function of a generic agent from a continuum population of
players, whereas m represents the density of this population. Each agent aims at solving the

optimization problem

w(z,t) = inf / L )+ F(y(s),m(-8)ds + U(r(1),  (5.1.2)

yeH([t,1]),y(t)==

where U is a terminal cost function and L is the Legendre transform of H; that is,

L(z,v) = sup—v - p — H(z,p), (x,v) € T? x RY.
p
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Since the contribution of a generic agent is small, its actions on the population distribution
can be neglected. We assume that m is fixed, but unknown, in (5.1.2). Consequently, u must
solve a Hamilton-Jacobi equation; that is, the first PDE in (5.1.1) with terminal data U.

Furthermore, given u, the optimal trajectories of agents are determined by

Y(s) = =VpH(v(5), Vu(y(s), ).

Therefore, m, being the population density, must satisfy the Fokker-Planck equation; that is,
the second PDE in (5.1.1) with initial data M, the population density at time ¢ = 0.

The existence, uniqueness and stability theories for (5.1.1) are well understood [135, 57, 56].
Here, we are specifically interested in approximation methods for the solutions of (5.1.1) that
can be useful for numerical solution and modeling purposes.

Currently, there are number of efficient approximation methods for solutions of MFG
systems. We refer to [2, 5, 11, 7] for finite-difference schemes, [29, 16, 31, 30, 40] for
convex optimization techniques and [13, 106] for monotone flows. Although general, the
aforementioned methods are particularly advantageous when F' in (5.1.1) depends locally
on m. The reason is that the local coupling F' yield analytic pointwise formulas for infinite-
dimensional operators involved in the algorithms. On the other hand, the nonlocal coupling
case, F', do not yield such formulas. Hence, we are interested in developing approximation
methods that specifically suit nonlocal coupling case, F'.

Our approach is based on a Fourier approximation of F' and is inspired by the methods
in [153]. Here, we use the classical trigonometric polynomials as an approximation basis.
Nevertheless, our method is flexible and allows more general bases. For instance, one may
consider (5.1.1) on different domains and boundary conditions and choose a basis accordingly.

Additionally, our approach yields a mesh-free numerical approximation of v and m. More
precisely, we directly recover the optimal trajectories of the agents rather than the values
of v and m on a given mesh. In particular, our methods may blend well with recently
developed ideas for fast and curse-of-the-dimensionality-resistant solution approach for first-
order Hamilton-Jacobi equations [70, 139]. Hence, our techniques may lead to numerical
schemes for nonlocal MFG that are efficient in high dimensions.

To avoid technicalities, we consider a linear nonlocal coupling, F'. More precisely, we
assume that

F(z,m) = /]1"1 K(z,y)m(y,t)dy, = € T¢, m € P(T?),
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where the kernel is twice differentiable K € C?(T¢ x T%). Thus, for this particular coupling,

we deal with the following system

—Opu + H($, V’LL) = f'ﬂ‘d K(:E7 y)m(y7 t)d:%
Oym — div(mV,H (x,Vu)) = 0, (z,t) € T4 x [0,1], (5.1.3)
m(z,0) = M(z), u(z,1) =U(x), r € T

Our basic idea is to show that when K is a generalized polynomial in a given basis, then
(5.1.3) is equivalent to a fixed point problem, in a space of continuous curves, that has good
structural properties. In particular, when K is symmetric and positive semi-definite, (5.1.3)
is equivalent to a convex optimization problem in the space of continuous curves.

Furthermore, we discuss how to construct generalized polynomial kernels that approximate
a given K. Additionally, we observe that for translation invariant K the approximating
kernels have a particularly simple structure. Consequently, for such K the aforementioned
optimization problem is much simpler to solve.

This chapter is organized as follows. In Section 5.2, we present standing assumptions
and some preliminary results. In Section 5.3, we prove the equivalence of (5.1.3) to a fixed
point problem over the space of continuous curves when K is a generalized polynomial. Next,
in Section 5.4, we discuss approximation methods for a general kernel. In Section 5.5, we
construct a discretization for the optimization problem from Section 5.3 and devise a variant
of a primal dual hybrid gradient algorithm for the discrete problem. Finally, in Section 5.6,

we study several numerical examples.

5.2 Assumptions and preliminary results

We denote by T¢ the d-dimensional flat torus. Furthermore, throughout the chapter, we
assume that H € C?(T? x R?), and

1
ol <V2, H(z,p) < Cly, ¥(z,p) € T? x RY,

~C(1+ |p|*) <V H(z,p) - p, Y(z,p) € T¢ x RY,

(5.2.1)

for some constant C' > 0. We denote by P(T?) the space of Borel probability measures on
the d-dimensional torus, T¢. Next, we assume that M € L>(T9) N P(T?) is an essentially
bounded probability measure, U € C%(T¢) a twice continuously differentiable function,
K € C*(T? x T%) a twice differentiable kernel, and

| M| oo (rays 1Ullc2(ray, 1Kl c2(raxmay < C, (5.2.2)
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bounded by some constant C' > 0. Additionally, we suppose that the kernel K is positive

semi-definite; that is,
[, K@) i@ f@)dady > 0, vf € LT, (5.2.3)
Td x T
The kernel K is symmetric if
K(z,y) = K(y,x), Vz,y € T (5.2.4)

We equip P(T%) with the Monge-Kantorovich distance that is given by

e = ms s = sup { [ 6(a)male) — mi(@))do st oy <1} (5.2.5)

Now, we introduce the definition of the generalized differential from non-smooth analysis.
Let v be a real-valued function defined on an open set 2 € R%. For any = € R?, the Fréchet

super-differential and sub-differential of v at x are given by the sets

Vou(x) = {p € R?: liminf uly) —u(@) = (py = ) > O} ,

y—a ly — |
y— ly — |

respectively. If a function v is differentiable at a point z € R? then the above sets are

singletons and coincide
Vou(z) = V v(x) = Vu(z).

In the rest of this section, we present some preliminary results and formulas. For the
optimal control and related Hamilton-Jacobi equations theory we refer to [82, 21]. We begin
by the defining a solution for (5.1.3).

Definition 5.2.1. A pair (u,m) is a solution of (5.1.3) if u € W1°°(T? x [0, 1]) is a viscosity

solution of

~Ou+ H(w,Vu) = [qa K(z,y)m(y, t)dy, (x,t) € T? x [0,1]), (5.2.6)
u(z,1) =U(x), r€TY, o
and m € L>®(T? x [0,1])) N C ([O, 1]; P(Td)> is a distributional solution of
om — div(mV,H (z,Vu)) =0, (z,t) € T? x [0, 1], (5.2.7)
m(z,0) = M(x), x € T o

The following theorem asserts that (5.1.3) is well-posed.
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Theorem 5.2.2.  {) Under assumptions (5.2.1) and (5.2.2), system (5.1.3) admits a so-

lution (u,m). Moreover, there exists a constant C1(C) > 0 such that

Vists Nullwise, [[mllz= < Ci, (5.2.8)
for any solution (u,m). Additionally, if K is positive semi-definite, i.e. (5.2.3) holds,
then (u,m) is unique.

it) Solutions of (5.1.3) are stable with respect to variations of U, M and K in respective
norms. Particularly, suppose that {K,}22, C C%(T? x T9) is such that

lim [|K = K| c2paxray =0, (5.2.9)

and {(ur,m,)}>2, are solutions of (5.1.3) corresponding to kernel K,. Then, the
sequence {(ur,m;)}2, is precompact in C(T¢ x [0,1]) x C ([O, 1];77("J1‘d)) with all
accumulation points being solutions of (5.1.3). Consequently, if (5.2.3) holds then

lim u,(x,t) = u(z,t), uniformly in (z,t) € T¢ x [0, 1],
e (5.2.10)
lim ||m,.(-,t) — m(-,t)||prx = 0, uniformly in t € [0, 1],

7—00

where (u,m) is the unique solution of (5.1.3).
Proof. See [135, 57, 56]. O

Next, consider an arbitrary basis of smooth functions

= {p1, P2, , ¢} C C*(TY). (5.2.11)

For a = (a1,as2,--- ,a,) € C([0,1];R") we denote by u, the viscosity solution of

—Owu(x,t) + H(z,Vu(z,t)) = ;Zlai(t)gbi(x), (z,t) € T¢ x [0,1]

(2

(5.2.12)
u(z,1) = U(z), z € T4

From the optimal control theory, we have that

yEH([t,1])y(t)=2

ugle,t) = inf / <L<v<s>,w<s>>+iai<s>¢i<v<s>>>ds+U<w<1>>, (5.2.13)
=1

for all (z,t) € T? x [0, 1], where ~ is an differentiable trajectory in (¢, 1] starting at y(t) = z,
and

L(x,v) = sup —v-p— H(x,p). (5.2.14)
pERL
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Moreover, for all (x,t) € T? x [0, 1] there exists 7+ € C?([t, 1]; T?) such that

ua(x, t) - /tl (L (PYar,t,a( 7z t, a + Z az (bz 7w t,a ))) ds + U('Yz,t,a(l))y (5215)

and satisfies the Euler-Lagrange equation:

d .
%V’UL (’Ym,t,a(s)a ’Yx,t,a(s))
, (5.2.16)
:vl‘L ('Yx,t7a(5)7;Yx,t,a(5)) + Z ai(t)v¢i(7x,t7a(5))a s € [t’ 1]'
=1
Additionally, we have
—Vo L (2,9,t,a(t) €EVy ua(z,1),
~V,L (’Yﬂc,t,a(s)f'}/m,t,a(s)) =V, Ua( Vet a(s),s), s € (t7 1]7 (5‘2‘17)

;}’z,t,a(s) :VpH(’Y:c,t,a(S% vxua(Vx,t,a(S)a 3))7 s € (t7 1]

In fact, this previous equation is also sufficient for (5.2.15) to hold. For lighter notation, we
denote vz,0,a by Vz,a-

In general, u, is not everywhere differentiable. Nevertheless, u, is semiconcave and hence
Vtug(z,t) # 0 for all (z,t), and VTu,(z,t) = {Vus(z,t)} for a.e. (x,t). In fact, points
(x,t) where u, is not differentiable are precisely those for which (5.2.13) admits multiple
minimizers. Thus, at points z € T¢ where uq(z,0) is not differentiable we choose 7, 4 in such
a way that the map (z,t) — 73 4(t) is Borel measurable.

Furthermore, we denote by m, the distributional solution of

(5.2.18)

oym — div (mV,H (z, Vug,)) =0, (z,t) € T¢ x [0,1],
m(z,0) = M(z), x € T?

One can show that m, is given by the push-forward of the measure M by the map ~. ,(t)
ma('7 t) = 7',a(t)ﬁMa (5219)

where the above push-forward is a measure defined by 7.4 (t)§M (A) = M (v} (t)(A)), for any
Borel set A C R%.
We equip C([0,1];R") with the L® norm

lalloo = max sup [a;(t)].
v telo1
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Then, one has that
lim ||mg, (-, t) — mqa(-,t)||amrx = 0, uniformly in ¢ € [0, 1], (5.2.20)

n—oo

if li_>m |lan — al|oo = 0. For a detailed discussion on m, see Chapter 4 in [57].
n—oo

Finally, we denote by
Gla) = / o, 0)M(a)de, a € C([0,1:R"), (5.2.21)
T

the averaged value function at initial time ¢ = 0.

Our first theorem addresses the properties of G.

Theorem 5.2.3. The functional a — G(a) is concave and everywhere Fréchet differentiable.

Moreover,
04,G = /d di(x)mg(x,)dx, 1 <i<r. (5.2.22)
T

Proof. We denote by
- </ os(2)mala, -)dm)r L ae ([0, 1:R).
Td i=1
We prove that for every a € C([0, 1];R")
0> G(B) — Gla) — (b—a) - p(a) > o ([Ib— allse).
We have that
G(b) = G(a) — (b—a) - p(a)

-/, [/01 (L('Ya:b bt +Zb ()i (Va0 (t )dt—i—U(%b( ))] M(z)dz
_/Td [/01 (L (Va,a(t), Yoot +Zal )b (Var,a(t ))) dt+U(%,a(1))1 M(x)de

ool
- 1221/0 (bi(t) — a;(t))dt /]I‘d oi(x)mg(z, t)dx.

From (5.2.19) we have that

i(2)maz, £)dz — / i (Yoa() M (2)dz, t €[0,1], 1<i<r
Td Td



94 Nonlocal mean-field games

Using the previous identify in the above equation we get

GO) = Gla) ~ 0= a) pla) = [ M@z [ L0ald),30(0) ~ L Qaalt) i) di

1T
/ M dx/ Zb ¢z 'be ) ¢z(’7xa( )))dt

/ M 'Ya:b U(’Vx,a(l))) dx.

By definition, we have that

/meb )+ 3 bilt)n (e ()t + U (1)

=1

S/0 L (’Y:r:,a(t), ;Y:L‘,a(t)) + Z bi(t)(;si('}/x,a(t))dt + U(’Yx,a(l)), Vz € Td.
=1

Hence,
G(b) — G(a) — (b—a) - p(a) <0, Ya,b € C([0,1]; T).

This previous inequality yields the concavity of G. On the other hand, we have that

G) - Gla) ~ (=) pla) = [ M@z [ L0alt),300(0) ~ L Qaalt) i) di
+ [, Ma)ds / zaz (6i(a (1)) — @i (ma(t)))dt
+/ M(2) (U(as(1) = Ulyaa(1))) do
s [ M@ / i ) = i) (6:(0) — Dirmal))t

Therefore, again by the definition of 7s.q and 7,4, we have that

G(b) - G(a) - (b - @) - p(a)

Z/ dx/ Z _az ¢z(7x b( )) ¢i('7x,a(t)))dt
CaslM(@)dz = [ 6(a(t) M(2)dz | di

— |16 — al|oo ;/0 ‘/ﬂ‘d ¢i(x)myp(x, t)de — /W di(x)mg(z, t)dx
= el S Lip(60) [ mate )= maC Dl

IIb—alloo

dt

Hence, by (5.2.20) the proof is complete. O
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5.3 The optimization problem

In this section, we assume that K is a generalized polynomial in the basis ®; that is,

z,y) = Z kijoi(x)o;(y), x,y € T¢, (5.3.1)
ij=1

where K = (k;;)i ;=1 € M, (R) is a matrix of coefficients. For such K, (5.1.3) takes form

—Opu+ H(z, Vu) = mz( ) S Kig fpa 63 (y)m(y, t)dy,

—_

J
oym — div(mV,H (z,Vu)) =0, (x,t) € T¢ x [0, 1], (5.3.2)
m(:L',O) :M($)> ( ) (33), X ETd.
Our main result is the following theorem.

Theorem 5.3.1. i) A pair (u, m) is a solution of (5.3.2) if and only if (u,m) = (ugx, Mg*)
for some a* € C ([0,1];R") such that

a* =Ko,G(a"). (5.3.3)

it) If K is positive-definite then (5.3.3) is equivalent to finding a 0 of a monotone operator
a— K ta—0,G(a), a€ C(]0,1];R").

i1) Additionally, if K is symmetric, (5.3.3) is equivalent to the convex optimization problem
nt 2 (Ka,a) - Gla)
in — a,a) — G(a

aC([0,1];R") 2 ’

_ (K1 _
aeC(l[gfi} 72 <K a,a) /Td ug(x,0) M (z)dz.

(5.3.4)

Proof. Ttems i) and i) follow immediately from ¢) by the concavity of G. Thus, we just
prove i).
By Theorem 5.2.2 the system (5.3.2) admits a solution (u,m). We define a* as

ka/ ®i(y t)dy, t €[0,1]. (5.3.5)

Then a* € C'([0,1];R"), and by the definition of u, and m, we have that (u,m) = (uq=, Mq*).
Hence, by Theorem 5.2.3, we have that

0q;,G(a™) = ” di(x)m(x, )de, 1 <i<r.
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Consequently, from (5.3.5) we obtain

a;k = Z k:ij&ajG(a*).
J=1

O]

Remark 5.3.2. The optimization problem (5.3.4) is equivalent to the optimal control of
Hamilton-Jacobi PDE pointed out in [135] (equation (59) in Section 2.6). One can think of

(5.3.4) as the aforementioned problem written in Fourier coordinates.

5.4 Approximating the kernel

In this section, we show that we can construct suitable approximations for an arbitrary K.

We begin by a the following lemma.

Lemma 5.4.1. Suppose that K is given by (5.3.1). Then K is positive semi-definite if and

only if K = (kij);; —y is positive semi-definite.

Proof. Fix an arbitrary vector (§;)i_; € R". Then there exists a unique vector (\;);_; € R"
such that

&' = jil)\j /ﬂ‘d (ﬁ,(%)(%(l’)d%, 1 S ) S r,

because {¢;} are linearly independent. Therefore, for
F=2 X%
j=1

we have that
& = /d f(@)pi(x)dx, 1 <i <.
T
Hence,

Lo K@i @ dedy = 3 ks

1,j=1

that yields the proof. O

Now, we now choose a trigonometric basis:
bolz) = 2™ 1T o 74 (5.4.1)
For o = (a1, 09, -+ , 0g) € Z%, we denote by

’(X’ = (‘OQ’; ’(XQ" e 7‘0411‘)7
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and for a,r € Z¢
a<r &< «a; <rj, 1<j<d.

For r1,rq € Ng we denote by
Ky (2,y) = Z Kaﬁeﬂw(a-a:—i-ﬁy), T,y € Tda
o] <r1,|BI<r2

the rectangular partial Fourier sum of K, where

A

Rog= |, K(z,y)e” 2™ @e 59 dady, o, 8 € 2.

Furthermore, for r1,79 € Ng we denote by

1

Ky (2,y), x,y € T¢
d r1T9 ) ) ) 3
[ (U +71) (T4 725) < Th1<r

Sir (T,y) =

the rectangular Fejér average of K.
Remark 5.4.2. If K is real valued then K, ., and ¥,,,, are real valued for any r1,rs € N4.

Proposition 5.4.3. If K is positive semi-definite (symmetric) then, K., and ¥, are also
positive semi-definite (symmetric) for all r € Ng. Moreover,

lim ||2TT‘ - KHCZ(TdXTd) = O, (542)
(e 9]

min; 7;—
Additionally, if K € C3(T? x T?) then

. lim HK’F’!‘ - KHCQ(TdXTd) =0. (543)

ming; r;—>00
Proof. The convergence properties (5.4.2), (5.4.3) are classical results in Fourier analysis.
Thus, we will just prove that K,, and 3,, are positive semi-definite (symmetric). For that,

we use the representation formulas
Ky (z,y) :/ K(z,w)Dyp(z — 2,y — w)dzdw,
Td x Td

Yer(z,y) = /de'ﬂ‘d K(z,w)Fpp(z — z,y — w)dzdw, x,y € Td,

where D,,. and F,., are, respectively, the 2d-dimensional rectangular Dirichlet and Fejér
kernels. A crucial feature of D, and F,, is that they are symmetric and decompose into

lower dimensional kernels:

Dyy(z,w) = Dp(2)Dy(w), Fpp(z,w) = Fp(2)Fy(w), z,w e T¢,
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where D, and F,. are the corresponding d-dimensional kernels. In particular, K,,, X, are

symmetric if K is such. Furthermore, for an arbitrary f € L>(T¢) we have that

Lo Ko@) )dody
Td x T4

= K(Za ’LU)dZd’U) f(x)f(y)D'rT(w 2 w)dxdy
TdxTd TdxTd

— [, KGwdzdw [ @) @)D~ 2Dy ~ wddy
Td x T4 Td x T4

= K(z,w)fr(z) fr(w)dzdw > 0.
Td x T4

Thus, K, is positive semi-definite if K is such. The proof for ¥, is identical. ]

Remark 5.4.4. By Proposition 5.4.3, kernels K., %, are positive semi-definite. Therefore,
their coefficients matrices with respect to basis {cos(2wa - z),sin(27ra - )} are also positive
semi-definite by Lemma 5.4.1. Nevertheless, to take full advantage of Theorem 5.3.1 one
would need these matrices to be positive definite (invertible). To solve this problem one can
add a regularization term, €I, where I is the identity matrix of the suitable dimension and
€ > 0 is a small constant. However, as discussed below, this regularization is not necessary

for translation invariant kernels.

Suppose that
K(l‘,y) = "7(53 - y)v T,y € Tda

where 7 is a periodic function. Then, we have

K(z,y)cos(2ra - y)dy = /d n(z —y) cos(2mra - y)dy
T

Td
= [ nty) cos@ra (z ~ y))dy
T (5.4.4)
= cos(2ma - ) /d n(y) cos(2ma - y)dy
T
+ sin(27ra - x) /d n(y) sin(2ma - y)dy.
T
Similarly, we obtain that
/d K(z,y)sin(2ra - y)dy = /d n(z —y) sin(2ra - y)dy
T T
= [ n(y)sin@ra- (z —y))dy
T (5.4.5)

=sin(27a - x) /Td n(y) cos(2ma - y)dy

—cos(2mac - x) /11‘d n(y) sin(2ra - y)dy.
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Therefore, we have that

) K(z,y)cos(2ma - ) cos(2ma - y)dxdy = /d n(y) cos(2ma - y)dy,
T T

) K(z,y)sin(2ra - x) cos(2ma - y)dxdy = /d n(y) sin(2ra - y)dy,
T T

) K(z,y)cos(2ma - x) sin(2mav - y)dedy = — /d n(y) sin(2ra - y)dy,
T T

) K(z,y)sin(2ra - x) sin(2ra - y)dedy = /d n(y) cos(2ra - y)dy.
T T

Hence, the coefficients matrices of partial Fourier sums (and their linear combinations) of K

consist of 2 x 2 blocks that correspond to expansion terms with a frequency o € Z%; that is,

| Jran(y)cos2ra-y)dy  Jran(y)sin(2ma - y)dy

a= ( . ) ) (5.4.6)
— Jran(y) sin(2ra - y)dy  [ran(y) cos(2ma - y)dy

Thus, the coefficient matrix will be degenerate if det(A,) = 0 for some «. But we have that

det(A,) = </11‘d n(y) cos(2ma - y)dy)2 + (/W n(y) sin(2re - y)dy)Q.

Hence, det(A,) = 0 if and only if A, = 0 or, equivalently, there are no expansion terms
with frequency a. But then, we can simply remove these terms in our basis and obtain a
non-degenerate matrix.

Moreover, to invert the coefficients matrix one just has to invert the 2 x 2 blocks.

Additionally, if K is symmetric; that is, n(y) = n(—y), we have that
) n(y)sin(2ma - y)dy = 0, Yo € Z°.
T

Hence, the coefficient matrices are simply diagonal. Therefore, we have proved the following

proposition.

Proposition 5.4.5. If K is translation invariant then all partial Fourier sums of K and
their linear combinations, such as K. and 3., contain only cos(2wa-x) cos(2ma-y), cos(2ma-
x)sin(2mac - y), sin(2mac - ) cos(2ma - y), sin(2ra - ) sin(27wa - y) expansion terms. Therefore,
coefficient matrices of such approximations with respect to trigonometric basis consist of 2 x 2
blocks that are multiples of A, in (5.4.6). If, additionally, K is symmetric these coefficient

matrices are diagonal.

Remark 5.4.6. In general, if {¢1,¢2, -+, ¢y, -} is an orthonormal basis consisting of

eigenfunctions of Hilbert-Schmidt integral operator f(-) — [ra K(-,y)f(y)dy; that is,

[, K@ 9)éa(y)dz = adala). 2 €T, a €N,
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for some {\,} C R. Then, one has that

bas = [, K (2,)00(2)és () dady = Xsda.
Consequently, for arbitrary I C N x N we have that

Ki(z,y) = Y kapta(@)osy) = D Aaba(®)daly).

(anB)EI (a,a)e[

Therefore, all partial Fourier sums of K in basis {¢«(2)¢s(y)} contain only terms ¢o(2)da(y)
and yield diagonal coefficient matrices consisting of corresponding eigenvalues of the Hilbert-
Schmidt integral operator.

In general, it is not easy to calculate the eigenfunctions of a given Hilbert-Schmidt integral
operator. Nevertheless, as we saw above, for translation invariant symmetric periodic K

these eigenfunctions are precisely the trigonometric functions.

5.5 A numerical method

In this section we propose a numerical method to solve (5.1.3) for a symmetric and positive
semi-definite K. We assume that an approximation K, of the form (5.3.1) is already
constructed with a symmetric and positive definite kernel K. Thus, we devise an algorithm
for the solution of (5.3.2).

By Theorem 5.3.1 we have that (5.3.2) is equivalent to (5.3.4). We rewrite latter as

inf S 5.5.1
accbayzn 5@ (5:5.1)
where )
S(a) = §<Ja, a) — G(a),

and J = K. Therefore, in what follows, we present a suitable discretization of (5.3.4).

5.5.1 Discretization of u,

We start with the discretization of u,. For that, we discretize the representation formula

(5.2.13), that we can rewrite as

1
uq(x,0) = i{llf/o Lo(x(s),u(s), s)ds + U(x(1)), (5.5.2)
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where x satisfies the following controlled ODE

x(s) =u(s), se€|0,1
(s) = u(s). s€0.1] 553
x(0) ==z
We choose a uniform discretization of the time interval:
O0=s9<s1<89<...<sy=1,
with a step size hy = %, hence s; = ih; = %, with i = 0,..., N. We denote the values of x
and u at time s; by x(s;) = x;, u(s;) = u;. Using a backward Euler discretization of (5.5.3)
we have
wj= L e N
hy

Discretizing the integral (5.5.2) with a right point quadrature rule and using the above

discretization we get

{ ual(,0) = infpeyy he D Lo (00 250 00) + U)o

subject to:  xg = =z,
where

Lo(x,u,s) = L(z,u) + i ar(s)di(x), (z,u,s) € T¢x R x [0,1].
k=1

5.5.2 Discretization of G

We start by discretizing the initial measure M using a convex combination of Dirac §

distributions. Denoting the discretized measure by [M], we have

Q
[M] = Z Cady,
a=1

or, in the distributional sense,
Q
[ o) = 3 catilya), ¥ € CT, (55.5)
Td

a=1

for some {yo}?_; € T? and {c, > 0}<_, such that 9, ¢q = 1, where 1 is a test function.

Then, G is discretized as follows

Q
[Gl(a) = ca [Ua](ya,0). (5.5.6)
a=1
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5.5.3 Discretization of S

Now, we discretize the operator S in (5.5.1). We first discretize ag-s by taking their values

at times s;, that we denote by:

[a]k‘ = (CLk(SO),' o 7a’k‘(5N)) = (akJO,' o 7ak‘N)7 k= 1)27' T
Recall that

1
Fa.a) = 3 Ju [as)as)ds
0
We discretize this previous quadratic form by a simple right point quadrature rule.
r N
[((Ja,a) =he > I agia
ki=1  i=1
So the discretization of .S is

h
= Z Jklzam% (a)

k=1 =1

Q
Z Jklzakzalz Y ca [ta](ya: 0)
a=1

k=1 i=1

(5.5.7)

where we used (5.5.6). Therefore, the discretization of (5.5.1) is

inf [S)(a) = inf  sup Z%QpMzmzz%(m7swﬂ

{ani} {a’“}{fb‘w Ta0=Ya } 2 ki=1  i=1 a=11i=1
— Z ZZ Coﬂlﬁfﬁk xaz Z caU xaN
a=11i=1k=1

(5.5.8)

5.5.4 Primal-dual hybrid-gradient method

Now, we specify the Lagrangian to be quadratic and devise a primal-dual hybrid-gradient

algorithm [68] to solve (5.5.1). More precisely, we assume that

_ i d g
L(z,u) = 5 (x,u) € T® x R?,
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and therefore (5.5.8) becomes

inf [S](a) = inf sup

Z JklZamazz ZZ a\xa,— ot 1)‘

{an:} {an:} {Zai * Ta0=Ya} 2 k=1 i=1 a=1i=1 t (559)
— hy Z Z Z Caakz¢k -Ton Z coU xaN
a=1i=1k=1

Now, we describe the algorithm. For each iteration time v > 0 we have three groups of
variables: a” = {af, 11;’,]1'V=1,1v ¥ ={z% }a =100 and 2”7 = {zaz}a =10+ Furthermore, we the
proximal step parameters, \,w > 0, for variables a and x, respectively. Additionally, we take
0<0<1.

Step 1. Given a”,z", 2z the first step of the algorithm is to solve the proximal problem

ZZ - Za 17 |2
N SE T SUI o) pitte: e Tl
{aki} 2

k=1 i=1 a=1i=1
1 r N
*htzzzcaakzqsk Zai) ZCO& >+ﬁzzakl ak;) 7
a=1i=1k=1 k=1i=1

that is equivalent to

it 1 Z Jki Zamah —ht Z Z Z Catki®k(20;) Z Z agi — af;)?

{ai} El=1  i=1 a=1i=1 k=1 k 1i=1

Thus, we obtain the following update of the a-variable.

a’lllj_l al; + My Za 1 Ca¢1(ZV~)
as as; + Ah Z caP2(z

2o = Od 1)L et 2{as) , 1<i<N. (5.5.10)
G;ﬂljl am + Ahy Z =1 Ca¢r( )

Remark 5.5.1. Note that although the number of variables {aki}Z’,{zV:m is r x N, the
calculations of {ay;} for different i-s are mutually independent. Therefore, the only complexity
is in the inversion of an r X r matrix AoJ + Id, that can be computed beforehand and used
throughout the scheme. Moreover, as seen in Section 5.4, translation invariant symmetric

kernels yield diagonal matrices that extremely simplify the calculations.
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Step 2. Given a”*!, 2¥, 2¥ we update z-variable by solving the proximal problem

Q N |Tai — K
. 1
it > = “(’ St ZZZ%“ '6(2a)
{xar xao—ya a=1i=1 a=11=1 k=1
Q L e n
+ ZCQU(SUQN 7“ ZZ Tai 71’0{7;’2'
a=1 a=1li=1

Solving this previous problem may be a costly operation. Hence, we just perform a one step

gradient descent. Therefore, we obtain

wce wcC
szJlrl = :CZI - hta (xal ya) - hta (xal - l‘a2 — wealy Z GZ v¢k $a1)

v+l _ v WCq WCq

Toi = Toi — ht ——(Tai — %@—1)) - Tt(xaz - xa(i+1))a
(5.5.11)
— weqhy Z aZHng)k (Tai), 1<i<N-1,
,
we
a:”jrvl =zl — ha (TaN — Ta(n-1)) —wWca VU (Tan) — weahi Z aZ;\r,lV(ﬁk(maN).
t k=1
Step 3. In the final step we update the z-variable by
2 =gttt g — k), 1<a<Q, 1<i<N. (5.5.12)

Remark 5.5.2. Note that the updates for {z,;}, {zqi} variables are mutually independent
for different a-s. Therefore, our a-updates are parallel in time, and z, z-updates are parallel

in space.

Remark 5.5.3. Strictly speaking, one cannot simply apply the primal-dual hybrid gradient
method to (5.5.9) because the coupling between a and z is not bilinear, and there is no
concavity in z. Nevertheless, our calculations always yield solid results. Therefore, there is a
natural problem of rigorously understanding the convergence properties of the aforementioned

algorithm. We plan to address this problem in our future work.

5.6 Numerical examples

In this section, we present several numerical experiments. We first look into one-dimensional
case, in Section 5.6.1, and after we consider the two-dimensional case, in Section 5.6.2.

For our calculations, we choose the periodic Gaussian kernel that is given by

d

Kg(w.y) = [] Ko @iy, 2,y € T, (5.6.1)
=1
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where

M 00 (@—y—k)?
Kl (wy)=———— Y e 2% 2yeT, (5.6.2)

\/ 271'(%)2 k=—0c0

and o, u > 0 are given parameters. Here, ¢ models how spread is the kernel. The smaller o the
more weight agents assign to their immediate neighbors — this translates into crowd-aversion
in the close neighborhood only. Furthermore, p is the total weight of the agents. Therefore, p
measures how sensitive is a generic agent to the total population, the bigger the more averse
is the agent to others. As we observe in the numerical experiments, for smaller o and larger
p the more separated are the agents. This phenomenon was also observed in [17].

Throughout the section we denote by
1, if k=1,
dr(x) = ¢ V2cosm(k — 1), if k is odd, and k > 0, (5.6.3)

V2sinmka, if k is even, x € T.

Therefore, we have
{b1, b2, b3, - } = {1,V2sin 27z, V2 cos 2m, - - - }.

5.6.1 Omne-dimensional examples

For all simulations we use the same initial-terminal conditions

1
M(m):6+§sin2wx, U(m):1+sin(4wx+g), z €T,

that are depicted in Figure 5.1. We also use the same time and space discretization for all one

M(x)
2.0 U(x)

0.0 P Sy N S 4 I I I
0.0 0.2 04 0.6 0.8 1.0 0.2 0.4 0.6 0.8 1.0

(a) Initial distribution of agents, M (x). (b) Terminal cost function, U(x).

Fig. 5.1 Initial-terminal conditions.

dimensional experiments, and the same parameters for the numerical scheme. We discretize
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the time interval using a step size At = % For the discretization of M we use

M
O = M) g

BRCEENRS S TR

We choose N = 20, Q = 50 and use eight basis functions, r = 8. Additionally, we set the

numerical scheme parameters to A = 3, w = % and 0 = 1.

Remark 5.6.1. For the standard primal-dual hybrid gradient method, we must have wA < %,
where A is the norm of the bilinear-form matrix. As we mentioned in Remark 5.5.3, here we
do not have a bilinear coupling between a and x. Thus, we estimate A by an upper bound

on the (l3,12) Lipschitz norm of the mapping

Q
Fri(z) =ht Y cadp(@ai), 1<1<r, 1<i<N.
a=1
More precisely, we have that
8 2
F;
Lip(F)? = sup sup ki wg;
{205} menm Y 31‘ 8j

2
= sup sup ht%V(bk (gi)wgi
{zp;} Hw/3J||2<1 ki B

<h? sup  sup Z(ZC%||V¢I€($M)||%'ZM§Z’)
B

{zg;} llwg;ll2<1 g ;

§h? sup ZLlp gbk (Z c% . Zw?ﬁ)
8 B

llwg;ll2<1 ki
—h2 sup ZLlp oK) Zc%Zw%l
lwg;ll2<1 " 8.

=h; > Lip(¢)* ) ¢
k B

Thus, we take

= hi > Lip(¢x)*
k=1

i
o

The trigonometric expansion of K, ; . 1s given by

s (7rna)2
K;’M(m,y) =pu (1 +2 Z ez cos2mn(r — y)) , z,y €T, (5.6.4)

n=1
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KL (a,y) = 3 pe 3D g @)n(y), 2,y e, (5.6.5)
k=1

in our notation. Therefore, for a given r, the matrices K, J are given by

K =diag (ue_%(’m[%])z);:l ’
J =diag (M—leé(m[g]f);:l (5.6.6)

K1¢zu(X, y) K117.u(x: Y)

05 05

(a) Gaussian kernel, K§ o 5(2,y). (b) Gaussian kernel, K{ 5 1 5(, ).
K'oulx, y)

K's,u(x, 0)

//. 0=0.8{1=0.5 .\\

-0.2 0.2 04

' X

(¢) Gaussian kernel, K§g o5(z,y). (d) Comparison of kernels on K} u(2,0).

Fig. 5.2 Plots of the three Gaussian kernels in (a)-(c), and a comparison of their sections in

(d).
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In Figure 5.2 we plot the Gaussian kernels we used, for r = 8 and different values of u
and o. We see the influence of these values in Figure 5.3. In the first column of Figure 5.3
we compare the results regarding different values of 1 and o.

Comparing the first and the second columns of Figure 5.3, we see that the trajectories of
the agents in the first column are closer than in the second one. This is due to the fact that
@ = 0.5 in the first kernel and p = 1.5 in the second one, hence the second kernel (higher
value of u) penalizes higher density of agents more than the former. Therefore, the agents
spread out more before the final time when they converge to the points of low-cost near
minima of the terminal cost function, U, see Figure 5.1 (b).

In the last column the value of o = 0.8 is higher, this means that agents are indifferent to
the distances between them — they take into account the total mass. Hence, they minimize
the travel distances from initial positions to low-cost locations of U ignoring the population
density. In fact, in this case K} , ~ u, and therefore [ K ,(x,y)m(y,t)dy ~ p. Thus, in
this case (5.1.3) approximates a decoupled system of Hamilton-Jacobi and Fokker-Planck
equations. The optimal trajectories of the decoupled system are straight lines by Hopf-Lax
formula. As we can see in Figure 5.3 (d), this fact is consistent with the straight-line

trajectories that we obtain.
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K'a,(x, 0)
6

K'o,(x, 0)
6

Ko(x, 0)
6

02

(d) Trajectories, x(t, yq)-

_mxy

m(x,1)

U

(e) Deunsity, m(x,t).

m(x,1)

)

m(x,1)

U(x)

(f) M(x) — blue, m(z,1) —

green, U(x) — orange.

Fig. 5.3 Simulations using Gaussian kernels with different parameters, for each column,
(o, 1) € {(0.2,0.5),(0.2,1.5),(0.8,0.5)}. In the first row, we show a section of each kernel. In

the second row, we plot the trajectories of the agents, {x(¢,y,)}

dQ:b at time ¢ € [0,1] and

initial positions {ya}g:1 C T. In the third row, we plot the time evolution of the distribution
of players, m(t,z). Each plot of the last row displays the initial-terminal conditions, M (z)
and U(x), and the final distribution, m(z, 1).
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5.6.2 Two-dimensional examples

Here, we consider the case of two-dimensional state space. The initial distribution of players

and the terminal cost function are given by

1 1
M(z1,29) =1+ 5 cos (m 427 (21 — x2)) + 5 sin (g + 27 (21 + m)) ,

3 1
U(zxy,z2) =3 + 5 (cos (6mx1) 4 cos (27mx3)), (21, 29) € T?,

that are depicted in Figure 5.4.

(a) Initial distribution of agents, M (x1, z3). (b) Terminal cost function, U(z1,x2).

Fig. 5.4 Initial-terminal conditions.

The corresponding expansion of the kernel is given by

Kg,u(wl, T2; Y1, Y2)

2 2

=k§f:1u2e_ : <[5] | })¢k<x1>¢k<yl>¢k/<x2>¢k/<y2> 56

2

- i /ﬂe_%og] +[’;} )qﬁk,k/(i’hl’2)¢k,k'(y1,y2)a

k. k=1

where
ki (T1,22) = ¢p (1) P (22), 1,22 €T, kK € N. (5.6.8)

Thus, for a fixed r we take as a basis functions the set:

{011,012, P1r-1, 021, , 202, -, Or—1,1} = {W¥1,%2, - - ﬂ/ir(r;l)}-
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Therefore, we take all functions ¢y, 5 such that k£ + %" < r and order them in the lexicographic

order. The corresponding matrices will be of size # X @

K =diag | p2e ,

ks (5.6.9)

J =diag [ % ,

k+k'<r

where the order is again lexicographic.
To compare the results, we use the same time and space discretization in our 2—dimensional
experiments, as well as the same parameters for the numerical scheme. We discretize the

time using a step size At = % For the discretization of M we use

« o M (Yoor) ,
yaalz(—,—>, Caal = , 1<a,a0 <Q.
R+1'Q+1 3% 51 M(ys)

We choose N = 20, Q = 20 and use eight basis functions, r = 8. Furthermore, we set the
numerical scheme parameters to A =1, w = % and 0 = 1.

In Figure 5.5, we plot the Gaussian kernels used in the simulations, with different values
of 4 and o. We see that the bigger pu is the higher the peak of the kernel, see (a) and (b)
in Figure 5.5. This means that each agent in (a) is more adverse of being in crowded areas
than agents is (b), u = 0.75 and p = 0.5 respectively. For higher values of o we see that the
kernel becomes flat, compare (b) with (c) in Figure 5.5, for 0 = 0.1 and o = 1 respectively.

As before, this means that the agents penalize others independent of mutual distances.

K25, 4(x1, X2, 0, 0) K6, 4(x1, X2, 0, 0) K4, 4(x1, X2, 0, 0)

(a) K§,170'75(a:1,x2;0,0). (b) K§.170‘5(x1,x2;0,0). (c) K%,o.s(xlax%oao)-
Fig. 5.5 Plots of the Gaussian kernels for (o, 1) € {(0.1,0.75), (0.1,0.5), (1,0.5) }.
In Figure 5.6, we compare the simulation results using the same initial-terminal conditions,

see Figure 5.4, but different kernel functions (plotted in the first row of Figure 5.6). In the

last row of Figure 5.6 we have the final distribution of agents.
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We see that for larger values of p, left column compared with the middle one, the agents’
concentration near low-cost regions of terminal cost, U, is less dense. We also see that when o
is bigger the the agents become more indifferent to the density of the crowd, and concentrate
more densely near low-cost values of U — see the right column in Figure 6 (f).

As in the 1-dimensional case, looking to the projected trajectories in the 2-dimensional
plane we observe that for flat kernel agents follow straight lines from the initial positions to

closest low-cost regions of the terminal cost function.
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K2o,x1, x2,0,0) Kea,x1, 2, 0,0) Kea,,/x1, 2, 0,0)

05 05

(¢) K7 ¢5(x1,22;0,0).

(e) Projected trajectories.

_ mx1)

1000

(f) Final density, m(x,1).

Fig. 5.6 Simulations using Gaussian kernels with different parameters for each column,
(o, 1) € {(0.1,0.75), (0.1,0.5), (1,0.5) }. In the first row we show a section of each kernel. In
the second row we show the trajectories of the agents, {x(t, yaa/)}g’ w—1» t €[0,1], with initial
positions {yaa'}ga/:1 € T?. In the third row, we plot the 2D projection of the trajectories.
And in the last row, we plot the final distribution of the agents, m(x, 1).
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Mean-field dynamic price model






Chapter 6

Dynamic price formation model

6.1 Introduction

The mean-field game (MFG) framework [114, 117, 131, 132] models systems with many
rational players (see, e.g., the surveys [95] and [99]). Here, we are interested in the price
formation in electricity markets. In our model, a large number of agents owns storage devices
that can be charged and later supply the grid with electricity. Agents seek to maximize
profit by trading electricity at a price w(t), which is set by a supply versus demand balance
condition.

With the advent of electric cars, a large number of network-connected batteries are already
available, and their number is only likely to increase. Moreover, energy can be stored as
heat or cold, using space or water heaters and air-conditioning units [119, 120, 118]. With
new small network-capable devices, appliances can be connected to the grid and use smart
algorithms to control their energy usage. These algorithms can balance supply and demand
and, thus, are particularly relevant when combined with solar and wind energy production,
where power demand seldom matches production.

Price formation models were some of the first MFG models [133]. This line of research
was pursued by several authors, see [48, 47, 145, 42, 41, 87] and the monograph [104]. Some
of these models are formulated as free boundary problems [48, 47]; others as a load control
problem [144, 143]. For example, using mean-field control and MFG, the load-control problem
through switching on and off space heaters was studied in [119, 120, 118]. Previous authors
addressed the price issue by assuming that the demand is a given function of the price [137]
or that the price is a given function of the demand, see [72], [71], and [73]. In particular, in
these references, the authors use a price function to study mean-field equilibrium in electricity
markets in a setting that is similar to ours.

Here, we pursue a different approach: often, in economic models, prices of goods and
services are determined by the balance between supply and demand rather than by a given

function of the supply. Therefore, the price as a function of the supply or demand is not
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known a priori and a key unknown in the problem. This observation motivated the approach
in [87], where price arises from supply versus demand constraints. However, that model is
more complex than the one discussed here and was only studied from a numerical perspective.
Thus, mathematical issues such as the existence and uniqueness of a price, the well-posedness
of the model, and the convergence of numerical methods were left unanswered and are settled
here.

Our model comprises three quantities of interest: a price w € C([0,77]), a value function
u € C(R x [0,7T]), and a path describing the statistical distribution of the agents, m €
C([0,T],P), where P is the set of probability measures in R with bounded first moment,
endowed with the 1-Wasserstein distance. These quantities are determined by the following

problem.

Problem 1 (Price-formation model). Given € > 0, a Hamiltonian, H : RxR — R, H € C*,
an energy production rate Q : [0,7] — R, Q € C*([0,T]), a terminal cost u : R — R,
u € C*°(R) and an initial probability distribution m € P N C(R), find u : R x [0,T] — R,
m € C([0,T],P), and w : [0,7] — R solving

—uy + H(z,w(t) + ug) = €ugy
my — (DpH(wi(t) + uz)m)x = Mgy (6'1'1)
Jo DpH (z,@(t) + uz)dm = —Q(t),

and satisfying the initial-terminal conditions

(6.1.2)
m(z,0) = m(x).

{m%ﬂ—mm

In the previous problem, x € R represents the state of a typical agent; that is, the energy
stored by the agent. The function u(z,t) is the value function for an agent whose charge is
x at time t. The Hamiltonian, H : R x R — R is determined by the optimization problem
that each agent seeks to solve, as described in Section 6.2. We require u to be a viscosity of
the first equation in (6.1.1). However, if € > 0, parabolic regularity theory gives additional
regularity for u. For each t € [0,T], m determines the distribution of the energy storage of
the agents. Here, we assume that m is a weak solution of the second equation in (6.1.1); that
is, for every 1 € C2(R x [0, T]), we have

/T/ (wt + szpH(l’, w + ugc) — E¢xx) mdaxdt
0 R

:Awanm@ﬂm—éw@mm@m.
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The parameter e corresponds to random fluctuation in the storage of the agents. Finally,
the spot price, w(t), is selected so that the total energy used balances the supply, Q(¢), the
condition imposed by the last equation in (6.1.1).

In the current model, agents have a time horizon T' > 0, and, at time 7', they incur in
the terminal cost u(z) that depends on their state at the terminal time. For example, agents
may prefer to have the batteries fully charged at the end of the day. Moreover, the initial
distribution of agents, m, is known. These two facts are encoded in the initial-terminal
boundary conditions, (6.1.2). This model can easily be modified to address periodic in time
boundary conditions and the infinite horizon discounted problem.

First, in Section 6.2, we present a derivation of our model and examine some of its
mathematical properties. Then, after a brief discussion of the main assumptions, in Section

6.3, we prove our main result given by the following theorem.

Theorem 15. Suppose that Assumptions 3-7 (see Section 6.3) hold. Then, there exists
a solution (u,m,w) of Problem 1 where u is a viscosity solution of the first equation,
Lipschitz and semiconcave in x, and differentiable almost everywhere with respect to m,
m € C([0,T],P), and w is Lipschitz continuous. Moreover, if € > 0 this solution is unique.
If ¢ = 0 and Assumption 8 holds, then there is a unique solution (u, m,w). Moreover, u

is differentiable in z for every x, and u,, and m are bounded.

Remark 4. In the case € > 0, the regularity of the solutions can be improved using parabolic

regularity.

There are two main contributions on this chapter. First, is the existence part of the
preceding theorem which is proved in Section 6.4 using a fixed-point argument. The key
step is establishing an ordinary differential equation satisfied by the price, w. Using this
equation, we obtain Lipschitz bounds and then apply Schauder’s fixed-point theorem. To
prove the uniqueness part of the theorem, we use the monotonicity method. This is achieved
in Section 6.5 where we identify a new monotonicity structure for mean-field games with
constraints. Finally, we discuss linear-quadratic models, that can be solved explicitly and
compare our model with the ones in [73]. Our results suggest that a price determined by a
supply versus demand condition may help stabilize the oscillations of the price in particular

in peak-demand situations.

6.2 A mean-field model for price formation

Here, we present the derivation of our price model. To simplify the discussion, we examine the
deterministic case, ¢ = 0. We consider an electricity grid connecting consumers to producers
of energy. In our model, each consumer has a storage device connected to the network, for

example, an electric car battery. We assume that all devices are similar. Consumers trade
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electricity, charging the batteries when the price is low and selling electricity to the market
when the price is high. A typical consumer has a battery whose charge at time ¢t € [0, 7]
is x(¢). This charge changes according to an energy flow rate, the control variable selected
by each consumer, which is a bounded measurable function of « : [0,7] — A, where A C R.
Positive values of « correspond to buying energy from the grid, and negative values to selling

to the grid. Accordingly, each consumer charge, x, changes according to the dynamics:
x(t) = aft).

Each consumer seeks to select o to minimize its cost, thus maximizing profit. This cost is
determined by a terminal cost and by the integral of the running cost, {(«, x,t), where a(t)
is the energy traded with the electricity grid at time ¢, and ¢ depends in time through w(t),

the spot electricity price and is of the form
U, x,t) = Lo, ) + w(t)a(t). (6.2.1)

In the preceding expression, the term w(t)a(t) is the instantaneous cost corresponding to a
charging current «(t). The current (or more precisely power), « is measured in Watt, W,

—1. The function £, accounts for non-linear effects of the current

and the price, w, in $Wts
usage, for example, battery wear and tear, and for state preferences. For example, we often
take

lo(a,z,t) = gaQ(t) + V(x), (6.2.2)

where ¢ is a constant that accounts for the battery’s wear off, typically given in $W 2571,

and V(x) is a potential that takes into account battery constraints and charge preferences.
The singular case where

0 fo<z<1

Vi(z) =

400 otherwise,
corresponds to the case where the battery charges satisfies 0 < x < 1. To avoid singularities,
we work with smooth potentials growing as * — +o0; this behaviour correspond to a penalty
on the battery charge rather than a hard constraint. The nonlinear term, §a2 (t), models
battery wear and tear, which is large in high-current regimes. The particular quadratic form
in (6.2.2) simplifies the mathematical treatment. However, it can be replaced by a convex
function of o without any major change in the discussion.

Each consumer minimizes the functional
T
J(z,t,a) = / l(a(s),x(t),t)ds +u(x(T)), (6.2.3)
t

where u is the terminal cost and o € Ay, where A; is the set of bounded measurable functions
a:[t,T] — A.
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The value function, u, is the infimum of J over all controls in A; that is,

u(z,t) = inf J(z,t, ).

acA;

The Hamiltonian, H, for the preceding control problem is

H(z,p) = 21612 (—pa — ly(z,a)) .

For example, for ¢y as in (6.2.2), we have
P
H == .
() =L + V()

From standard optimal control theory, u is a viscosity solution (see [20]) of the Hamilton-

Jacobi equation

{_ut + H(z,w(t) +uy) =0 (6.2.4)

u(z,T) = u(x).

For 4y as in (6.2.2), the prior equation becomes

—uy + %(ux + w(t))? = V(z) = 0.

Finally, at points of differentiability of u, the optimal control is given by
a*(t) = —DpH(xz,w(t) + up(x(t),1)).

The associated transport equation is the adjoint of the linearized Hamilton-Jacobi equation:

{mt - (DpH(xa Ug + w(t))m)x =0, (625)

m(x,0) = m(z),

where m is the initial distribution of the agents.

Taking ¢y as in (6.2.2), the transport equation above becomes
mg — E(m(w +ug))y = 0.

Finally, we fix an energy production function Q(t) and require that the production

balances demand. Mathematically, this constraint corresponds to the identity

/ o (t)ym(z, t)dx = Q(t);
R
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that is,
/]R DyH (x,ug + w(t))m(z, t)de = —Q(t). (6.2.6)

This foregoing equality is the balance equation that forces the consumed energy to match the
production; this constraint determines the price, w(t).

Combining (6.2.4), (6.2.5) and (6.2.6), we obtain (6.1.1) with e = 0 and the initial-terminal
conditions (6.1.2).

Now, we consider the case where the agents are subject to independent random consump-
tion. In this case € > 0. Let (2, F, P) be a probability space, where 2 is a sample space,
F a o-algebra on Q and P a probability measure. Let W; be a Brownian motion on §2 and
{Fi}+>0 the associated filtration. In this case, we model the agent’s motion by the stochastic

differential equation

dx(t) = a(t)dt + V2edW;,

where the control, «, is a bounded progressively measurable real-valued process. Following
the previous steps and using standard arguments in stochastic optimal control, we arrive
again at (6.1.1).

6.3 Main Assumptions

We begin by discussing our main assumptions. First, we suppose that H is the Legendre
transform of a Lagrangian that is the sum of an “energy flow cost", ¢o(«), and a “charge

preference cost", V(x), as follows:

Assumption 3. The Hamiltonian H is the Legendre transform of a convex Lagrangian:

H(xz,p) = sgg —pa — ly(a) = V(z), (6.3.1)

where ¢y € C?(R) is a uniformly convex function and V € C?(R) is bounded from below.
Remark 5. The preceding hypothesis implies that the map p — H(z,p) is (strictly) convex.
Moreover, the Hamiltonian in (6.3.1) can be written as
H(z,p) = Ho(p) — V(z). (6.3.2)
Thus,
D2, H(z,p) =0
for all x,p € R.

To obtain a fixed point, we need several a priori estimates. These depend on convexity
and regularity properties of the data. The following two assumptions lay out our requirements

on the potential, V.
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Assumption 4. The potential V in (6.3.1) and the terminal data u are globally Lipschitz.

Assumption 5. The potential V' in (6.3.1) and the terminal data u satisfy

for some positive constant C.

Next, we state an additional regularity for the initial-terminal data that is used to prove

second-order estimates.

Assumption 6. There exists a constant, C' > 0, such that

The next two assumptions are used to ensure the solvability of the demand-supply relation;

that is, given Q that we can determine a suitable price.

Assumption 7. There exists 8 > 0 such that
2
D, H(z,p) >0
for all z,p € R. In addition, there exists C' > 0 such that

3
D,

| < C.

Remark 6. Using (6.3.2) in Remark 5, the preceding assumption combined with Assumption
3 implies that the function p — D, H (p, z) is strictly increasing and

lim DpH(p,fL‘) = —00 lim DpH(p, 1»') = +Ooa

p——00 p—+00
uniformly in x.

Remark 7. The uniform convexity of g in Assumption 3 gives an upper bound for Dng .

Thus, Assumption 3 and 7 imply
]szH(ac,p)\ <C

for all x,p € R.

The following hypothesis gives regularity and uniqueness of solutions in the first-order

case.

Assumption 8. The potential, V', and the terminal cost, u, are convex.
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6.4 Existence of a solution

Here, we establish the existence of a solution for the price model, (6.1.1), using a fixed-point

argument on w. In the following two propositions, we examine the Hamilton-Jacobi equation

{—u,ﬂ—H(m,w—Fux) = €Uy, (6.4.1)

u(z, T) = u(x).

First, using Assumption 4, we prove the Lipschitz continuity of u. Next, using Assumption
5, we obtain the semiconcavity of u. The proofs follow standard arguments in optimal
control theory. However, we present them here to make it evident that the Lipschitz and

semiconcavity constants are uniform in w and €, both essential points in our argument.

Proposition 10. Consider the setting of Problem 1 and suppose that Assumptions 3 and
4 hold. Let u solve (6.4.1). Then, u(x,t) is locally bounded and the map x — wu(x,t) is

Lipschitz for 0 < ¢ <T'. Moreover, the Lipschitz bound on u does not depend on w nor on e.

Proof. The proof follows from the representation of u as a solution to a stochastic control
problem (or deterministic if e = 0). We fix a filtered probability space (2, F, P) that supports

a one-dimensional Brownian motion W;. Then,
T
w(x,t) = inf E / to(e) + wa + V(x)ds + a(x(T)) | ,
t

where the infimum is taken over bounded progressively measurable controls « : [t,7] — R

and x solves the stochastic differential equation
dx = adt + V2edW;.

To prove local boundedness, we use the sub-optimal control o = 0 to get an upper bound,
and the fact that V is bounded by below to obtain the lower bound. We observe, however,
that the lower bound depends on bounds on w.

Then, we fix an optimal control, a*, for (x,t); that is,
T
u(z,t) =F / lo(a™) + wa™ + V(x")ds + u(x(T)")| .
t
Then, for any h € R, we have

u(z + h,t) < E

/tT lo(0) + wa* + V(x* + h)ds + a(x(T)* + h)] ,

from which the Lipschitz bound follows. Note that this Lipschitz bound does not depend on

w, only on T and on the Lipschitz estimates for V and . 0
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Proposition 11. Consider the setting of Problem 1 and suppose that Assumptions 3 and 5
hold. Then, x — u(x,t) is semiconcave with a semiconcavity constant that does not depend

on € nor on w.

Proof. As before, we fix an optimal control o* for (z,t); that is,
T
u(z,t)=F / lo(a™) + wa™ + V(x*)ds + u(x(T)")| .
t
Then, for any h € R, we have

u(lxr+ht)<FE l/tT lo(a®) + wa* + V(x* £ h)ds + u(x(T)* £ h)

Therefore,
u(z + h,t) — 2u(z,t) + u(zx — h,t) < Ch2.

Note that C' does not depend on w, only on T" and on the semiconcavity estimates for V' and

u. O
We have the following stability properties for the solutions of (6.4.1).

Proposition 12. Consider the setting of Problem 1 and suppose that Assumptions 3-5 hold.
Suppose that w, — @ uniformly on [0,7T], then v — u locally uniformly and u? — u,

almost everywhere.

Proof. The local uniform convergence of u™ follows from the stability of viscosity solutions.

Because u" is semiconcave and converges uniformly to u, u} — u, almost everywhere. [

Now, we examine the Fokker-Planck equation.

{mt — div(mDyH (z,@ + ug)) = eAm, (6.4.2)

m(z,0) = m(x).

Let P denote the set of probability measures on R with finite second-moment and endowed

with the 1-Wasserstein distance.

Proposition 13. Consider the setting of Problem 1 with € > 0 and suppose that Assumptions
3-4 hold. Then, (6.4.2) has a solution m € C([0,T], P). Moreover,

dy(m(t), m(t + h)) < Ch'/2, (6.4.3)

In addition, if Assumptions 5 and 6 hold, for any sequence w, — w uniformly on [0, T

and corresponding solutions u,, of (6.4.1) and m,, of (6.4.2), we have m,, — m in C([0,T], P1).
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Proof. The existence of a solution in C([0,7],P;) and the estimate in (6.4.3) were proven
in [54]. We note that, for e < €p, the constant C' can be chosen to depend only on ¢,
on the problem data, and on ||w| . Thus, by the Ascoli-Arzela theorem, we have that
my, — m in C([0,T],P1) for some m € C([0,T],P1). Because € > 0, m,, — m in, for example,
L?*(R x [0,T]). Moreover, (6.4.2) has a unique solution. Thus, it suffices to check that m
solves (6.4.2). Because ul — wu,, almost everywhere, by semiconcavity, we have for any
b€ C2R x [0,7])

T T
/ / Yo DyH (2, w" + u"ym dzdt — / / VoD, H (x, @ + ug)mdadt,
0 R 0 R

which gives that m is a weak solution of (6.4.2). O
Next, we prove an estimate for solutions of the system comprising (6.4.1) and (6.4.2).

Proposition 14. Consider the setting of Problem 1 with € > 0 and suppose that Assumptions
3 and 6 hold. Let (u,m) solve 6.4.1 and 6.4.2. Then

T
/ / D> Hu?,mdzdt < C (6.4.4)
0 R

Proof. We begin by differentiating (6.4.1) twice with respect to z, multiply by m, and
integrate by parts using (6.4.2). O

Remark 8. Formally, the previous estimates hold for ¢ = 0. However, the above proof
requires that v is three times differentiable, which is not usually the case. Nevertheless, the

estimate in (6.4.4) is uniform in e.

Finally, we consider the price-supply relation. Due to Remark 6 and to the Lipschitz

continuity of u given by Proposition 10, there exists a unique ¥g such that
/ Dy H(x, 9 + uz(, 0))indz = —Q(0). (6.4.5)
R

Moreover, ¢ is bounded by a constant that depends only on the problem data.

Next, we differentiate
/ D,H(z,w + uz)mdx = —Q(t)
R
in time to get the identity

= /R D2 Hmdz + /R | D2, Hugm + DyHmy| dv = ~Q. (6.4.6)
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Differentiating (6.4.1) in x and substituting (6.4.2) both quantities on the second term of
the left hand side of (6.4.6), we get the following identity

/]R D2 Hugm + DyHmy = /R D2 H (—eAuy + DyHugy + Do H)m

+ /R DyH (cAm + (mDyH),) .

If Assumption 3 holds, we have by Remark 5 that D?cpH = 0. Hence,

/R D2 Hugm + DyHmy = /R D2, HD,Hm + €D}, Hu’,m. (6.4.7)
Accordingly, we have the identity
- 2 _ : 2 3 2
= /R D2 Hm=-Q— /R (D2, HD,H + €Dy, Hu, ) m. (6.4.8)

Thus, given w, we solve (6.4.1) and (6.4.2) and define the following ordinary differential

equation

_Q_fR Dng(a:,w—&-uz)DzH(z,w-‘ruI)m—‘reDgW

Ji DipH (@, +ua)m (6.4.9)

H(x,m+ug)uZ,m

D =

9(0) = o,
where ¥ is determined by (6.4.5). Then, (u, m, @) solves (6.1.1) if w solves (6.4.9).

Proposition 15. Consider the setting of Problem 1 with € > 0 and suppose that Assumptions
3-7 hold. Suppose that @w™ — w uniformly in C([0,T]). Let u™, m™, and 9" be the solutions
to (6.4.1), (6.4.2), and 6.4.9 with w replaced by w™. Then, ¥" converges to ¢, uniformly in
C([0,T]), where ¥ solves (6.4.9). Moreover, there exists a constant C' that depends only on
the problem data but not on @ such that [[J||y1,00(0,77) < C-

Proof. The bound in W1°°([0,T7]) for ¥ is a consequence of Remark 6 and of the bounds in
Assumption 7, in Remark 7, and in Proposition 14.

According to Proposition 12, the uniform convergence of w, — w gives the convergence of
uy — Uy, almost everywhere. In addition, Proposition 13 gives the convergence m, — m in
C(]0,T],P). Because Dng is bounded from below by Assumption 7, we have the convergence
of the right-hand side of (6.4.9) as follows, for any ¢ € C([0,T]),

T . T .
/ YU,ds — / Yidds.
0 0
Also, because the family ¥, is equicontinuous, any subsequence has a further convergent

subsequence that must converge to ¢. Thus, ¥"* — ¢, uniformly. O

With the preceding estimates, we can now prove a fixed-point result and show the existence

of a solution for ¢ > 0.
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Proof of Theorem 15 - part 1, existence for ¢ > 0. We begin by addressing the case ¢ > 0.
According to Proposition 15, the map w — ¢ determined by (6.4.1), (6.4.2), and (6.4.9) is
continuous in C([0,T]), bounded, and compact due to the W'* bound for . Thus, by
Schauder’s fixed-point theorem, it has a fixed point.

Now, we examine the case e = 0. The key difficulty is the continuity of the map w — m
in the case e = 0. To overcome this difficulty, we use the vanishing viscosity method and the
techniques in [79].

Let (u, m¢, w) solve (6.1.1) with € > 0. By the above, we have that @w€® is uniformly
bounded. Moreover, by Proposition 10, u¢ is uniformly locally bounded and Lipschitz.
Therefore, as € — 0, extracting a subsequence if necessary, w® — w and u® — u where u is a
viscosity solution of (6.4.1).

Now, we introduce a phase-space measure u¢ as follows

/ / U(z,p, t)du(x,p,t / /wxwﬁ—i-u;,t)med:cdt

for all ¢ € Cp(R x R x [0,T7]). Because m® € C([0,T],R) with a modulus of continuity that

is uniform in €, as € — 0, we have pu¢ — u; that is

o v = [ v

Moreover, due to the strict convexity of the Hamiltonian, arguing as in [79], we have

/ " [ = DyH(wp)Davidn
0 R2
:/qp(%T)m(m,T)dx—/¢(x,0)m(az)d:v.
R R

Next, we fix > 0 and consider a standard mollifier 5. We define

v’ =15 %,
as the convolution.

We note that ‘DQUJ‘ < 5%. Then, using the uniform convexity of the Hamiltonian, we get

fvf + s * |ug — vf?|2 + H(z,w +vg) < O(9).

é

Therefore, w = v° — u€ satisfies

—w + DpH (2, @ + ul)wy — €Wy

€

+n5 * |ug — u§|2 +7]w—|—vg — @ —us]?2 < O0(5) —1—0(52).
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Integrating with respect to m¢, we conclude that

€

AR [ P

T
| s % e = 082 45l 08— plPdi < 0(6) + O
0

Next, we let € — 0, to get

T
| s s = o2+ 2l 4 = pldys < 0.

Finally, by letting § — 0, we conclude that m-almost every point is a point of approximate
continuity of u,. Therefore, v:‘z — u, almost everywhere. Hence, p = w + u, p-almost

everywhere. Therefore, we obtain

/OT /R2 (¢ — DpH (z, @ + ugz) Dytp) du
— /OT /R (Y1 — DpH (x,w + ug)Dytp) mdxdt
= /Rw(x,T)m(x,T)dx — /}Rw(x,())m(x)dm,

which gives that m solves (6.4.2) with e = 0.
Note also, that the preceding reasoning implies that u is differentiable almost everywhere

with respect to m. O

Finally, we record two additional results for (6.1.1). The first is an energy estimate that

is similar to other results in MFG.

Proposition 16. Let (u,m,w) be the solution of Problem 1 constructed in Theorem 15.
Suppose that there exists C' > 0 such that

1

Then,
T
/ / H(z,w + ug)(mo + m)dzdt < C.
o Jr

Proof. We take the first equation in (6.1.1) and multiply it by m —m, and the second equation
by v — u. Adding the resulting expressions and integrating by parts results in the desired

estimate. 0

The last result in this section concerns the regularity of the solutions (6.4.1) in the case

where both the potential and terminal data are convex.

Proposition 17. Suppose that ¢ = 0, that Assumptions 3, 5, and 8 hold and let w be
a Lipschitz function. Then, the solution to (6.4.1) is differentiable in x for every x € R.

Moreover, u,, is bounded.
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Proof. Due to Assumption 8, we see that u(z,t) is convex in z by direct inspection of the
variational problem (6.2.3). By Proposition 11, u is semiconcave in z. This gives the bound

for u,, and the differentiability of w in x. O

The preceding proposition implies the regularity of the solutions of Problem 1, as stated

in the next Corollary.

Corollary 1. Suppose that Assumptions 3-8 hold and that e = 0. Then, there exists a
solution (u,m,w) of Problem 1 with u differentiable in = for every = and wu,, bounded.

Moreover, m is also bounded.

Proof. The result follows by combining Proposition 17 with the fact that the transport

equation with locally Lipschitz coefficients has a unique weak solution in L°°. O

Proof of Theorem 15 - part 2, additional reqularity for e = 0. Additional regularity for the

case where Assumption 8 holds and € = 0 follows from Corollary 1. O

6.5 Uniqueness

Now, we examine the uniqueness of solutions. We begin by observing that (6.1.1) can be
written as a monotone operator. As a consequence, we obtain a uniqueness result.
We set
Qr =R x [0,T7,

and
D =(C>=(927) N C([0,T],P)) x (C(Qr) N WH>=(Qr)) x C([0,T]),
Dy ={(m,u,@) € D s.t. m > 0},
Db ={(m,u,w) € D s.t. m(z,0) = m(x), u(z,T) =u(x)},
DY =D"n Dy,

Then, we define A : Di — D as

m m m
Alu| =A1 [u| +A2 |u
@ @ @
(6.5.1)
Ut + EUgy —H(z, Du+ w)
= |my — emgg | + | —divimDpH (2, + uz))

0 S mDpH (z,w + uz)dx + Q(t)
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Furthermore, for w = (m,u,w), W = (m,a,w) € D, we set

T
/ mm + ui) dedt + /wwdt
T

Then, A is a monotone operator if
- - ~ b
(Alw] — Alw],w —w) >0 forall w,we D].

Under the convexity of the map p — H(z,p), A is a monotone operator.
Proposition 18. Suppose the map p — H(x,p) is convex. Then A is a monotone operator.

Proof. Let w = (m,u,w), w = (m,4,w) € Db Then, integrating by parts, we obtain

(Arw] = A [@], w — @)
:/((u—ﬂ)t-l-eA(u—fL))(m—ﬁ"L)—f— /((m—ﬁ"L)t—eA(m—m))(u—ﬂ)

Qr Qr
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because u — % and m — m vanish at ¢t =0 and ¢t = T'. Furthermore, we have that

(Az[w] — Ag[w], w — )

_ /(H(x, g + @) — H(z, iy + @) (m — im)dedt
Qp

- / divimDpH (x,uy + @) — mDpH (z, 0, + @))(u — @)dzdt

Qp
T
n / (@ — &) / (mDyH (1, uy + ) — D, H(z, ity + 2))dadt
R
0

. /(H(x, Ug + @) — H(z, Gy + @) (m — m)dzdt

Qp

+ /(mDpH(a:, Uy + ) — MDyH (2, Uy + @))(uy — Ug)dxdt
Qr

+ /(mDpH(x, Uy +w) —mDyH (x, Uy +@))(w — w)dxdt
Qp

:/m<H(x,ﬂx+zﬁ) — H(z,uy + @) — (g + @ — uy —w)DpH(m,um—kw))dxdt

4 / m(H(g;, Uy + @) — H(x, iy + &) — (g + @ — ity — &) DyH (z, ity + fv))d:pdt

by the convexity of p — H(xz,p). Combining the previous inequalities, we conclude that

{Alw] — Alw], w — )
=(A1[w] — A1[@], w — ©) + (Az[w] — Az[@],w — @) > 0.

Now, we discuss the last part of the proof of Theorem 15.

Proof of Theorem 15 - part 3, uniqueness. Let (m,u,w) and (1, @, @) solve Problem 1. If
€ > 0 or if e = 0 and Assumption 8 holds, we have m and m are absolutely continuous with
respect to the Lebesgue measure. Thus, the computations in the proof of Proposition 18,

combined with the uniform convexity of H in Assumption 7, give

T
/ /]w—i—ux—z%—ﬁx]Z(m—i-m):O.
0 R
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Therefore, w + u, = @ + 1, almost everywhere. In both cases, this implies
Ut = ata

almost everywhere and, thus, © = %. Finally, the uniqueness of the Fokker-Planck equation,

for € > 0 or for the transport equation, when € = 0 and Assumption 8 holds, give m = m. O

6.6 Linear-quadratic models

Here, we consider linear-quadratic price models. First, we examine the case without a
potential and determine an explicit solution. Then, we introduce a quadratic potential that
accounts for charge level preferences. In this last case, we describe a procedure to solve
the problem, up to the inversion of Laplace transforms and solution of ordinary differential

equations.

6.6.1 State-independent quadratic cost

First, we consider the quadratic state-independent cost
c
(t,a) = 502 + aw(t), (6.6.1)

where c is a constant that accounts for the usage-depreciation of the battery. The correspond-
ing MFG is

g+ @O

my — L(m(w(t) + ug))z = 0 (6.6.2)
¢ Je(@(t) + ug)mde = —Q(t).

The stored energy by each agent follows optimal trajectories that solve the Euler Lagrange
equation:

cx+p=0.
Integrating the previous equation in time, we get

X@:%w—w@% (6.6.3)

where 6 is time independent. Next, by differentiating the Hamilton-Jacobi equation, we get

uCE$
— = 0.

_(um)t + (ua: + w) B
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Using the previous equation, taking into account the transport equation, and integrating by

parts, we have

d 1
/ uymdr = / Upt + UMy = / Uzt + —Ug (M + Uug)),
dt R R c
1
R

assuming that m has fast enough decay at infinity.

Thus, the supply vs demand balance condition becomes

Q) = —i/R(ux + @)mdz = % 0 - ),
where
0= —/ ugmdx (6.6.4)
R

is constant. From the above, we obtain the following linear price-supply relation
w =0 —cQ(t). (6.6.5)

Integrating (6.6.3) in time and taking into account the linear price-supply relation (6.6.5),

we gather
x(T') = x(t) + % /f(e —w(s))ds =z + ? (0 —0)+ /tT Q(s)ds. (6.6.6)

Accordingly, u is given by the optimization problem

T
u(x,t) :inf/
0 Jt

(o Dy k),

= /tT Q(s)ds

+cQ )

(60 — 0 +cQ(s))*
2c

+ %(9 -0+ cQ(s))(O — CQ(S))] ds

where

By setting p = 0 — O, we get

u(x,t) —1nf/

+a(x+’:(T—t)+K(t)).

+ - (,u‘i'CQ( N(O —cQ(s))| ds
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Thus, given O, we determine a function, u®, solving the preceding minimization problem.

For that, we expand the integral to get

—t
u®(x,t) = inf
1 c

1+ %(T —t)Ou+ /tT (@ — cQ;S)> Q(s)ds

ta(z+Br-n+ K@) |.
(o4 -0+ 50) |

Next, we take the derivative of the right-hand side of the prior identity with respect to u and
obtain the relation
u+uy (x(T)) = —6. (6.6.7)

If u is a convex function, the preceding equation has a unique solution, p(©) for each given
©. Thus, given ©, we obtain a solution, u® for the Hamilton-Jacobi equation. Finally, we

use the resulting expression for u® in (6.6.4) at ¢ = 0 to obtain the following condition for ©:
@:i/ﬁ@nmm@m. (6.6.8)
R

Solving the preceding equation, we obtain © and hence w using the price-supply relation,
(6.6.5).

As an example, we consider the terminal cost
- g 2
uly) =5 (=0

Solving(6.6.7), we obtain

’y(K(t)—i—a:—g“)—i-@.

= — 6.6.9
Iz = (6.6.9)
Accordingly, we have
Kt)+z—¢)%+ ER0@y(K({t) +2—()+© T Q2
2 (1 + 'ch_t) t 2
Therefore,

Kt +z—¢—THe

[

L+t

Uy (IB, t) =7
Using the previous expression for ¢ = 0 in (6.6.8), we obtain the following equation for ©

KO0 +z—-(¢(-Le
1+7%

0=—y
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where

Thus,
O =—(K(0)+z—C). (6.6.10)

Therefore, using (6.6.5), we obtain

w=—y(K(0)+z—-() —cQ.

Finally, we use the above results and conclude that each agent dynamics is

%=1 qQ
x(0) = =.

In alternative, using

c
we have
_ x@®)—x@)y
x(t) = 221 4+ Q
=" (6.6.11)
x(0) = =z,
where

x(t) :/Rxm(x,t)dx.

Averaging (6.6.11) with respect to m, we obtain

x(t) = Q(1), (6.6.12)

which is simply the conservation of energy. Thus, the trajectory of an individual agent can
be computed by combining (6.6.11) with (6.6.12) into the system
x(t) = S + Q)

x(t) = Q. C

The previous system is a closed system of ordinary differential equations that only involves
Q and the parameters of the problem. Surprisingly, it also does not depend on (. This is
due to the fact that the average of the position of the agents is determined by Q. Hence, the
only way agents can improve their value function is by getting close to each other. This is

seen in the mean-reverting structure in (6.6.11).
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6.6.2 Quadratic cost with potential

Now, we consider a running cost with a quadratic potential. This potential penalizes the
agents when the charge or stored energy deviates too much from a set point, k. This penalty

has the form of %(w — k)2, where 1 measures the strength of the penalty. Thus, we have

2
Uz, ) = c% + aw(t) + g(w — k)%

The corresponding MFG is

—uy 4 O )2 = 0

%f(w(t) +uz)m = —Q(2).
Differentiating the Hamilton-Jacobi equation, we conclude that
_(ux)t + (uz + w)“zz - 77(35 - "i) =0.
We define the following quantities

H:/uxmandE:/xm.
R R

Taking the time derivative on the first quantity and using the transport equation, we get

1= / Ut 4+ UL
R
= /(w + Uy )Ugzm — 77/ (x — /ﬁ;)m—k/ Uz (m(w + ug))s
—/w—l—uxumm /ummw—f—ux n/a:—ﬁ
Simplifying the preceding expression, we obtain
M= —n(Z — k).

Next, we take the transport equation, multiply it by x, and integrate by parts, to get

2= dt/xm /azmt / m(w + ug)),

— 7/ m(w + ug) + [2(m(w + ug)|q
R

—/uxm
R
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Thus, we conclude that

==—-w—IL

Therefore, we obtain the following averaged dynamics

{Ez—w—l‘[
I =—n(E - k).

Taking the time derivative of the second equation and using the first equation, we get
I — 9l = n(w + k).
The preceding equation has the following solution

t
M= —r+eVTCy 4+ e VItCy + \?/ (e‘/ﬁ(t’s) - e’\/ﬁ(t*‘s)) w(s)ds.
0

Moreover, at t = 0, we have

where
T = / xTm.
R

Thus, we need an additional constant to determine II(0). Given this constant, from the

constraint equation in (6.6.13), we get

@) (t) = —11 - Q(?)
_ PR VA I R (C Y/ d
= fo)(t) — 7/0 (e —e )wH(O)(S) s,

where friy(t) = K — eVt — e VM (Cy — Q(t), and C; and Cy are determined by the value
of II(0) and by the unknown value II(0).

The preceding equation is a Volterra integral equation of the second kind with a separable
kernel. In principle, we can solve this equation using Laplace’s transform. The previous

equation is of the form

@11(0)(t) = fr(o)(t) — Ak * (o)) (1), (6.6.14)

where

k(t) = —? (e\/ﬁt — e_\/ﬁt>

and (k * @) = [ k(t — s)w(s)ds denotes the convolution product of the kernel k with .
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Let £ denote the Laplace transform. Because £{(k * w)(t)} = L{k(t)}L{w=(t)}, applying
the Laplace transform to (6.6.14) yields

L{w(t)} = L{fu) ()} + AL{k()} L{w=(t)}.
Simplifying the above equation, we obtain

1 L fuo)(t
wn(o)(t)zﬁ 1{%}7

where £7! is the inverse Laplace transform.

Finally, we take the resulting expression for wry ) into the Hamilton-Jacobi equation,
solve it and obtain a function ur(g)(z,t). Then, the value Ily is determined implicitly by the
equation

11(0) = /R (urg(0) )z (. 0) o (6.6.15)

In the case of quadratic terminal data,
Y
U(l’,T) = 5(33 - C)27

we can reduce the solution of the Hamilton-Jacobi equation into solving ordinary differential

equations. For that, we look for a solution
u(z,t) = Oo(t) + 01(t)x + Oo(t) 2>

satisfying
w(z, T) = %(az — )2 = 0o(T) + 01(T)a + 0o(T) 2>

Then, the first equation in (6.6.13) becomes
(w(t) +61(t) +262(t)2)> 1

— (00 + 01 (t)x + 62(t)2?) + 90 - 5(3: — k)2 =0.

Thus, by matching powers of x, we obtain differential equations for 6;, 0 < ¢ < 2. The

resulting expression can be used in (6.6.15) to obtain the solution.

6.7 Real Data

In this section, we use real data of daily energy consumption in the UK, during a twenty-four
hour period. The data is available online at https://www.nationalgrid.com/uk/. In Figure
6.1, we plot the power supply oscillation Q (which is simply the negative of the demand)

normalized to have mean zero over 24 hours.


https://www.nationalgrid.com/uk/

140 Dynamic price formation model

Power supply oscillation, Q(t) (in MW)

5000 /
0 1 1 1 1 1 1
24

4 8 12 16 20

time (hours)

-5000

Fig. 6.1 Normalized electricity production Q.

We compare our price-formation model with the MFG model presented in [73]. In that
model, the energy price is a function of the aggregate consumption. In that case, the price
is not determined by a supply vs demand condition and, thus, there may be an energy
imbalance. Here, we consider the state-independent quadratic cost model from Section 6.6.1.
In our model, the price depends only on the constant that accounts for battery’s wear and
tear. This constant can be empirically estimated, but, here, we calibrate our model against
the model in [73] using a least squares approach. Let ¥ be the priced computed in [73].

O _

According to (6.6.5), the price given is w © — ¢Q. Thus, we estimate the value of ¢, by

solving the minimization problem
: c,© 2 . 2
=5 = O - — 6.7.1
Jain ||z lz = min ||© —cQ - 73, (6.7.1)
and, using N = 10° agents, we obtained ¢ = 0.00172$(kW)~2n~1.
The price given by our model is plotted in Figure 6.2. We predict smaller peak oscillations

and thus, our methods may help stabilize the market.

6.8 Conclusions and extensions

Here, we described a model for price formation in electricity markets, proved the well-
posedness of the problem, and developed methods to compute the solutions. Our model
has a minimal number of features and fits well real data. In addition, our model may have
stabilizing properties of the price at peak consumption.

Several extensions of our model are of interest. First, we can consider the case where the
supply Q(w,t) depends on price. Provided the supply increases with the price, which is a
natural assumption from the economic point of view, the solvability conditions are similar.
In particular, (6.4.8) becomes

0Q

. [0Q 2 2 3 2
- {873 N /R D2, Hmdx} ---/ D2, HD, Hm + €D}, Hu?,m| dz.
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Price ($/MWh)
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Fig. 6.2 Evolution of electricity price during a twenty-four hour period. In green, we plot the
energy’s price when no batteries are connected to the grid. In blue, we plot the price with
batteries connected to the grid and the price is given by the model in [73]. In yellow, we plot
the price corresponding to our model.

Thus, we obtain similar bounds for w if % > 0. Therefore, the existence theory follows a
similar argument. Moreover, if % > 0, the operator A in section (6.5) is monotone and,
therefore, uniqueness of solution holds.

In real applications, Q may depend on delayed prices. While this does not fit directly

into our framework, we can consider a Taylor expansion:

Qe (t — 7).1) 2Q(w (1), 1) — 70

2 [0Q(w(1),t) . . 0°Q(w(t),t) .
+5 Oow wt Ow? w0+

Thus, it is natural to look at the case where Q depends on the price and its derivatives.

Finally, a natural extension is the case where Q has random fluctuations. This is
particularly relevant if the energy production is subject to unpredictable changes - this is the
case of wind energy. For the case where Q is random, we need to use the master equation as
in [140].
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Appendix A

Viscosity solutions

In this appendix we present a brief introduction to viscosity solutions. We recall its definition

and present some main results in the viscosity solutions’ theory.

A.1 Definition

In this section we present the definition of viscosity solution for a particular equation, namely

the Initial Value Problem for the Hamilton-Jacobi Equation,

{&f(x )+ H(w, Du(w,1)) =0 (z,t) € R"x]0, T (A.1.1)

, T
z,0) =up(z) €R"?
where ug is any initial condition.

Definition A.1.1. Let u be a bounded, uniformly continuous function on R"x]0, T'[.

We call u a viscosity sub-solution of the initial value problem (A.1.1) if and only if:

o for each ¢ € C*(R" x (0,00)), if (z0,t0) € R™ x (0,00) is a local maximizing point of
u — ¢ then:

%(ﬂfoa to) + H(zo, Dé(z0, to)) < 0, (A.1.2)

and wviscosity super-solution if and only if:

o for each ¢ € C*°(R" x (0,00)), if (z9,%9) € R" x (0,00) is a local minimizing point of
u — ¢ then we have:

gf(xoa to) + H(zo, Dé(z0, to)) = 0. (A.1.3)

In the case u verifies (A.1.2) and (A.1.3) we say that u is a viscosity solution, provided that
the equality u(z,0) = ug(x) is satisfied, in both cases.
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A.2 Comparison Principle

Here we present a very useful result, for uniqueness and convergence results of homogenized

equations, and its proof. For this result we need to assume the following properties:
H(z,u(x,t),p) — H(z,v(z,t),p) > vr(u —v), ~vr >0 (A.2.1)
for all (z,t) € (2 x (0,7]), —~ R<u<v<Randp€ R"(Vocrctoo0)-
|H (2, u(x, 1), p) — H(y,u(z,t),p)| < mp (Jo —y[(1+|p[)) (A.2.2)

where mp(s) - 0as s —0,forall 2,y € Q, — R <u < Rand p € RY (Vogcreyoo).
Before we state the Comparison Principle, there are some remarks to be done. Since we have

defined the notion of viscosity solutions only for open intervals, we need the following result.

Lemma A.2.1. Ifu € C(Q x [0,T]) is a sub-solution (respective super-solution) of (A.1.1)

on Q x (0,T), then u is a sub-solution (respective super-solution) of

% + H(z, Du(w,1)) =0 (z,1) € (2 x (0,T]). (A.2.3)

Here note that we are now allowing that the maximum point may occur at t =T.

Proof. This lemma states that the boundary points (x,t) € (Q x {T'}) can be treated as

interior points. Let us suppose that u(z,t) is a sub-solution of the problem, then we must

have:

Vo € C?(2 x (0,T)) if (z0,T) is a local maximisation point of u — ¢, then we have:
99
a(m),T) + H(zo, Du(xo,T)) < 0.

Considering the function

oz, t) == qS(:E,t)%—ﬁ reQ, 0<t<T,

then for a sufficiently small € > 0, u — ¢ has a local maximum at the point (e, te) where
0<te<Tand (xt.) = (xo,T). Hence

99(zete) H(we, Dp(c,tc)) <0,
ot
and so )
¢(wevt ) + ¢ +H($67D¢§($5’t5)) < 0.
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Taking € — 0 we get
8¢($0, T)
ot

Which proves (A.2.3) to be a sub-solution, provided u — ¢ has a maximum at (z¢,7"). By

+ H([IJ(), D¢($0, T)) <0.

doing the correct changes in the inequalities occurring in this proof, we conclude the same

for super-solutions of (A.2.3) when u — ¢ as a minimum at (xo, 7). O
We can now state the main result in this section.

Theorem 16 (Comparison Principle). Let © be a bounded open subset of R". Assume that
u(z,t),v(x,t) € (2 x (0,T]) are sub and super-solutions of (A.1.1). Furthermore if u < v on
(092 x (0,T]) and the last properties hold, then u < v in Q x (0, T].

Proof. We want to prove that if u, v are, respectively, sub and super-solutions, on (2 x (0,77)
then M = Maxg, (o,7) (u(x,t) —v(x,t)) < 0. We suppose, by contradiction, that M > 0,
since u < v in 9N x (0,7] the maximum is not attained at the boundary, since u < v in
(02 x (0,T]). Since u and v are viscosity solutions, their first derivative may not exist at
some point, and so, we must rely on a technique called doubling of variables, in order to

prove the result. This technique is performed by introducing the following test function

lz—y?  Jt—sf?
¢€7W(x,yat, 5) = u(a:,t) - v(y’s) — = _ ’ 772 ’ .

This function resembles u — v when the penalization terms |x;2y|2 and |"EZ§“’ ® are close to zero.
This terms also impose that the maximization point (z,t,y,s) of 1., must be attained when
(x,t) = (y, s) for sufficiently small € and 7). Let us denote this maximum point of ¢, as M.
Taking into account the results of Lemma A.2.2, stated after the end of this proof, we may
proceed. For sufficiently small €, n then (x.,t,), (e, sy) € (€ % (0,T1]). Since (2, Ye, t, sp) is
a maximization point of 9 ,, then (z,t.) is a maximization point of

(z,t) — u(z,t) — d);n(a:,t)

where

[z —ye> | [t = syl
én(x,t) = v(Ye, Sp) + > el” | 77277

since u is a viscosity sub-solution of (A.1.1) and (z.,t,) € £ x (0,7] we get:

9ey
ot

t —
= 2(777728") + H(me,u(xe,t), 2

(e, tn) + H(ze, u(ze, tn)a Dﬂﬁ,n(xe? tn))

LTe — Ye
62

) <o (A.2.4)
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and in the same way (y., s,) is a maximization point of

(ya S) = _U(ya 5) + ¢z,n(y)

where | ’2 ‘ ‘2
Te—Y thn — s
¢2(y7 8)6777 = ’U/(ﬂfe, tn) - < 62 - U 772

hence (ye, ;) is a point of minimum of v — ¢?2, | since v is a viscosity super-solution of (A.1.1)

€,1)
and (ye, sy) € (2 x (0,7T]) and so:

04,
ot

—QW(_l) + H(yea O(Ye, 1), 2<x66_2y6)) = 0. (A.2.5)

(ys, Sn) + H(?Je: U(yev 577)7 D‘bén(ya Sn))

By subtracting (A.2.5) from (A.2.4) we get

(ze — ye) e — yel
H(xg,u(xe,tn), 266726) — H(ye, V(Ye, S), 2%) <0 (A.2.6)

We note that p := 2@, the gradients of the sub and super-viscosity solutions are equal,

and also ‘%l(xe,tn) = %’f(ye, sp), this last equality let us reduce the problem to the one

where we have only H(z,w, Dw) = 0.

By adding and subtracting H (2, v(ye, sy), pe) in (A.2.6) we get

H(xeuu($e7tn)7pe) - H(xe,v(ye,sn),pe) (A.2.7)
< H(ye, v(e, 8y),pe) — H(xe, V(Ye, Sny), Pe) (A.2.8)

Applying now, (A.2.1) to the term in the left and (A.2.2) to the one in the right side, we are
lead to

TR(U(@e,ty) = v(Ye; s7)) < m(|ze —ye| (1 +[p]))

and from this

|ze — el e = yel* | [ty — 50l
’YRMe,nﬁm(’xe—yJ—i‘zeege — YR : 26 + Qn

€ n
by taking € and 7 to 0 and using the lemma we get

YRM <0

which is a contradiction to our hypotheses, since yr > 0, so we may conclude that M < 0

which is what we want to prove. O
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In the proof above, we have used a result that we state, and refer to its proof now.
Lemma A.2.2. The following properties hold.
1. M, — M as (e,n) — (0,0)

2. If (e, Ye, ty, 5p) s a point of maximum of e, then we have:

|l’€ - ye|2

3 —0ase—0
€

|t77 - 577|2
772
U(l‘e,tr]> - U(yeas?]) — M as (61 77) — (070)

—0asn—0

3. (Te,Ye, by, 5y) € (2 x (0,T]) if € and 1 are sufficiently small.

Proof. See [20]. O
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