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Abstract

In a continuous-time fuzzy stochastic system, a stopping model with fuzzy stopping times is presented.
The optimal fuzzy stopping times are given under an assumption of regularity for stopping rules. Also, the
optimal fuzzy reward is characterized as a unique solution of an optimality equation under a differentiability
condition. An example in the Markov models is discussed.
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1. Introduction

Stopping problems for a sequence of ‘real-valued’ random variables were studied by many authors,
and their applications are well known in various fields, management science, finance, engineering,
etc. [7,9]. This paper discusses ‘optimal fuzzy stopping in a continuous-time fuzzy stochastic system’
defined by fuzzy random variables.

The fuzzy random variable, which is a ‘fuzzy-number-valued’ extension of real random variables,
was first studied by Puri and Ralescu [8] and has been discussed by many authors. By introduc-
ing fuzziness to stochastic processes in optimization/decision-making, we consider an optimal stop-
ping model with uncertainty of both randomness and fuzziness, which is a reasonable and natural
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extension of the original stochastic processes. In stochastic systems, the randomness is a notion of
uncertainty which implies whether something occurs or not with some probability, and, in this paper,
the fuzziness means an uncertainty like ambiguity where we cannot identify exact values because of
a lack of knowledge in systems. We, here, deal with them as different kinds of uncertainty.

Fuzzy stopping times are introduced by Kurano et al. [6] in discrete-time dynamic fuzzy systems
[5]. Kurano et al. [6] have investigated discrete-time one-step look ahead property of the fuzzy stop-
ping times since the dynamic fuzzy systems are non-stochastic Markov fuzzy systems. This paper
extends the definition of fuzzy stopping times to continuous-time and stochastic environments and
we discuss them in the general framework of continuous-time fuzzy stochastic systems. Recently, in
fuzzy stochastic systems defined by sequences of fuzzy random variables, Yoshida et al. [13] has
studied discrete-time stopping problems in comparison between ‘fuzzy stopping times’ and non-fuzzy
stopping times. The fuzzy stopping model is more favorite than the non-fuzzy one. This paper also
extends the definition of fuzzy stopping times in the discrete-time models [13] to the continuous-time
case, and presents a fuzzy stopping model in continuous-time ‘fuzzy stochastic systems’ which is con-
structed from fuzzy random variables. In Section 2, the definition of fuzzy random variables is given
and a continuous-time fuzzy stochastic system is formulated. Next, in Section 3, fuzzy stopping times
are introduced for continuous-time fuzzy stochastic systems, and a stopping model by fuzzy stopping
times is presented. In Section 4, in the associated stopping model for fuzzy stochastic systems, an
optimal fuzzy stopping time is constructed under a regularity assumption regarding stopping rules. In
Section 5, it is shown that the optimal fuzzy reward is a unique solution of an optimality equation
under a differentiability condition. Finally, in the last section, an example where an owner of an asset
finds an optimal timing to sell his own asset, is given to illustrate our idea in the Markov models.

2. Fuzzy stochastic systems

First, we introduce some notations of fuzzy numbers and fuzzy random variables. Let (2, .#,P)
be a probability space, where .# is a o-field and P is a non-atomic probability measure. Let R be
the set of all real numbers. A ‘fuzzy number’ is denoted by its membership function a: R+ [0, 1]
which is normal, upper-semicontinuous, fuzzy convex and has a compact support. Refer to Zadeh
[14] for the theory of fuzzy sets. # denotes the set of all fuzzy numbers. The a-cut of a fuzzy
number d(€ #) is given by

dy ={xeRla(x) = a} (x€(0,1]) and dap:=cl{x € R|a(x) > 0},
where cl denotes the closure of an interval. In this paper, we write the closed intervals by

arl for o €0,1].

a, = la,,

We use a metric do, on % defined by
0oo(d@,b) := sup 8(dy,b,) for a,be A, (2.1)
]

a€l0,1

where 0 is the Hausdorff metric on R. A fuzzy-number-valued map X : Q+— % is called a ‘fuzzy
random variable’ if

{(w,x) e QxR ])Z(w)(x) > ol e M xH forall o€ l0,1], (2.2)
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where 4 is the Borel g-field of R. We can find some equivalent conditions in general cases [8];
however, this paper adopts a simple characterization in the following lemma.

Lemma 2.1 (Wang and Zhang [11, Theorems 2.1 and 2.2]). For a map X :Qw— R, the following
(1) and (i1) are equivalent:

(i) X is a fuzzy random variable. N N
(i) The maps w—X, (w) and o X, (w) are measurable for all «€[0,1], where X,(w)=
[X, (@), X, ()] :={xeR[X(w)(x) =0}

Now we introduce expectations of fuzzy random variables to describe stopping models in fuzzy
stochastic systems. A fuzzy random variable X is called integrably bounded if w+— X, (w) and
w'—>)?j (w) are integrable for all «€[0, 1]. For an integrably bounded fuzzy random variable X, we
put closed intervals

EX), = [/Q)?a(a))dP(w), /Q)?:(a))dP(w)}, o € [0,1]. (2.3)

Then, the expectation E(X) of the fuzzy random variable X is defined by a fuzzy number [5, Lemma
3; 13]:

EX)(x):= sup min{x, lyg, (x)} for x €R, (2.4)
a€e[0,1]

where 1p is the indicator function of a set D.
Next, we formulate fuzzy stochastic systems. Let [0,00) be the time space, and let {X;};>o
be a process of integrably bounded fuzzy random variables such that E(sup,- X[ﬁ])<oo, where

)?:{)(a)) is the right-end of the O-cut of the fuzzy number X,(w) for 1>0. We assume that the
map ¢+— X,(w)(€ #) is continuous on [0,00) for almost all w€Q. {.#},>¢ is a family of non-
decreasing sub-o-fields of .# which is right continuous, i.e. .#, = (),.,., -4, for all t>0, and fuzzy
random variables X, are My-adapted, i.e. random variables )?r,_“ and era 0<r<t,a€[0,1]) are ;-
measurable. Also .#,, denotes the smallest o-ficld containing Ugoﬂt' Then ()E',,%J;;o is called
a continuous-time ‘fuzzy stochastic system’. A map 7:Q— [0,00] is said to be a ‘stopping time’ if

{we Q|t(w)<t} € M, for all t=0. (2.5)

Then we have the following lemma.

Lemma 2.2. Let t be a finite stopping time. Define

X (@) 1= Xyw)(w) for o€ Q. (2.6)
Then, X. is a fuzzy random variable.
Proof. Let a€[0,1]. The maps a)»—>)2',,j§(a)) are measurable for />0, and the maps t»—>)?£(-) are

right continuous and have left-hand limits almost surely. Since 7 is a stopping time, the maps

wH)?Tj(Ew),x(w) are measurable. Therefore the proof is completed from Lemma 2.1. O
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Here, X.(w), ®€Q, means a ‘fuzzy reward’ at a stopping time 7, and the fuzziness indicates
ill conditions where we have a lack of knowledge about them [6]. The optimal stopping problems
for fuzzy rewards in a discrete-time case have been discussed by Yoshida et al. [13]. This paper
discusses an optimal stopping problem regarding fuzzy rewards, using fuzzy stopping times, in the
next section.

3. A fuzzy stopping model

In this section, first we consider an evaluation of the fuzzy stochastic system ()?,,/%, )¢>0 Which
is defined in Section 2 at a classical finite stopping time t defined by (2.5). Next we introduce
a ‘fuzzy stopping time’ in accordance with the continuous-time fuzzy stochastic system, and we
discuss a stopping problem by using fuzzy stopping times. Let .# be the set of all bounded closed
sub-intervals of R and let g:.#+— R be a continuous c-additively homogeneous map, that is, ¢
satisfies the following (3.1) and (3.2):

g (Z cn> = glcn) (3.1)

n=0

for bounded closed intervals {c,};°, C.# such that ) ° c¢,€.# and
g(uc) = pg(c) (3.2)

for bounded closed intervals ¢ €.# and real numbers p >0, where the operation on closed intervals is
defined ordinary as Y20 ¢, =cl{> 2 x,|x,€c,,n=0,1,2,...} and uc:={ux|xec}. We call this
scalarization satisfying (3.1) and (3.2) a ‘linear ranking function’, and it is used for the evaluation
of fuzzy numbers [3]. For example, g([a,b])=41a + (1 — A)b for [a,b]€.#, where 1€][0,1], is
a linear ranking function, and then A is called a ‘pessimistic—optimistic index’ [10]. We introduce
an evaluation of the fuzzy random variable X, provided that 7 is a finite stopping time as follows:
Let w€ Q. From (2.6), the o-cut of the fuzzy number X,(w) is a closed interval )ﬁ(w),a(w), and the
expectation is given by the closed interval E()?w) from definition (2.3). Using the linear ranking
function g, we estimate it by g(E()Z'm)). Therefore, the evaluation of the fuzzy random variable X,
is given by the integral

l ~
Gu(0) = /0 G(E(R ) da (33)

This means an ‘evaluation of the fuzzy reward at a stopping time t’. Then we have the following
lemma regarding (3.3).

Lemma 3.1. For a finite stopping time <, it holds that
1 1 1
/ WER ) dr = [ Eo)da=E ( / g(Xf,a(-))da> — E(GY), (3.4)
0 0 0

Proof. The properties (3.1) and (3.2) of g imply g(E()E},a)):E(g()?f,a)). Therefore, by Fubini’s
theorem, we obtain (3.4). O
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Next we introduce fuzzy stopping times, which is a fuzzification of classical stopping times (2.5)
and is also a continuous-time extension of fuzzy stopping times in [13].

Definition 3.1. A map 7:[0,00)xQ+ [0, 1] is called a fuzzy stopping time if it satisfies the following
(1)—(iii):

(1) For each >0, the map w+— 7(¢, w) is .#,-measurable.
(i1) For almost all we €2, the map ¢+— (4, w) is non-increasing and right continuous and has left-
hand limits on [0, c0).
(iii) For almost all we Q, there exists 7, >0 such that 7(¢, ) =0 for all >1¢,.

Definition 3.1 is the similar idea to fuzzy stopping times given in dynamic fuzzy systems by
Kurano et al. [6]. Regarding the membership grade of fuzzy stopping times, 7(f,w)=0 means ‘to
stop at time ¢’ and 7(z, )=1 means ‘to continue at time ¢’, respectively. We have the following
lemma regarding the properties of fuzzy stopping times.

Lemma 3.2. (i) Let T be a fuzzy stopping time. Define a map 7, :Q+—[0,00) by
Ty(w) :=inf{t=0]7(t,w) < o}, weQ for ac(0,1], (3.5)
where the infimum of the empty set is understood to be +oco. Then, we have:

(a) {0 |1t ()<t} e, for t=0;
(b) T(w)<Ty(w) for almost all weQ if a=d;
(c) limypy Ty (@) =T,(w) for almost all weQ if a>0;
(d) To(w):=lim,| o T,(w)<oo for almost all weQ.
(ii) Let {1, }uep01) be maps 1,: Q2+ [0,00) satisfying the above (a), (b) and (d). Define a map
7:[0,00) x Q+—[0,1] by

(t,w) = sup min{a, 1z (w)} for t=0 and o € Q. (3.6)
2€[0,1]

Then T is a fuzzy stopping time.
Proof. For (i), (a), (b) and (d) are trivial from Definition 3.1. From (b), we have

hITn Ty(w)= inf inf{t = 0]%(t,w) < &} =inf{t = 0] F(t,w) < o} = T,(w),
o Tou ool <o

which implies (c). For (ii), it is sufficient to check Definition 3.1(ii) about (3.6) since (3.6) trivially
satisfies the other conditions of Definition 3.1. The map ¢+ (¢, ) is clearly non-increasing. Further
we have

lim #(¢', ) =1lim sup min{o, 1z - (0)}
]t 'l uef0,1]

= sup sup min{oc,l{fpﬂ}(w)}
t':t' >t a€[0,1]
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= sup sup min{a, 1z 5y (0)}
oa€l0,1] ¢/:t/ >t

= sup min{o, Iz . 3(®)}
o€[0,1]

= #(t,0).

Therefore the map ¢+— 7(¢,w) is right continuous and has left-hand limits from the monotonicity.
These complete the proof of this lemma. [

Now we consider the estimation of the fuzzy stochastic system stopped at a ‘fuzzy stopping time
7. Since it is difficult to define the fuzzy random variable stopped at fuzzy stopping times T in the
way of (2.6), we establish it by a-cut technique of fuzzy random variables and fuzzy stopping times.
A fuzzy stopping time 7 is called finite if To(w):= lim, o T4(@)<oo for almost all we€ Q. Let 7 be
a finite fuzzy stopping time. Then, from Lemma 3.2(i.a), 7, is a ‘classical bounded stopping time’
given by (3.5). Let we Q. )?fma(CO)::era(w),a(w) corresponds to the o-cut of the fuzzy stochastic
system {AN’,},ZO stopped at fuzzy stopping time 7. Therefore, by the evaluation method in (3.3), we
define a random variable

1
Giw):= /O 9 Xz (0))de, e Q. (3.7)

The expectation £(G:) is the evaluation of the fuzzy random variable X;, and it means an ‘evaluation
of the fuzzy reward at a fuzzy stopping time 7’. We note that if 7 is corresponding to a non-fuzzy
(classical) stopping time t, that is,

o) — {1 if 1 < t(w)

0 if t=zt(w),
it holds that E(G;)=E(G,). In this paper, we discuss the following problem.

Problem 1. Find a fuzzy stopping time 7% such that £(G:- )= E(G;) for all fuzzy stopping times 7.

In Problem 1, 7* is called an ‘optimal fuzzy stopping time’. Now, by Lemma 3.1, we have

1 1
E(G:) = E ( /O g()?fa,afc))da) - /0 E(g(X+.)) do (3.8)

for fuzzy stopping times 7. In order to analyze Problem 1, we need to discuss the following sub-
problem induced from (3.8).

Problem 2. Let a€[0,1]. Find a stopping time t* such that E(g()?rw))>E (g()zw)) for all stopping
times 7.

In Problem 2, t* is called an ‘a-optimal stopping time’.
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4. An optimal fuzzy stopping time

This section is devoted to a method to construct an optimal fuzzy stopping time. In order to
characterize o-optimal stopping times, we let

Uy := €ss sup E(g(X )| A,) for =0, (4.1)
7: stopping times, T > ¢
where ‘ess sup’ means the essential supremum [9]. Then U?* are right continuous with respect to
t=0 since X;, and .#, are right continuous with respect to >0 and g is continuous. We define
a stopping time g, : 2+—[0,00) by

o (w) = inf{r > 0| UX() = (X ()} (4.2)

for o€ Q and a€[0, 1], where the infimum of the empty set is understood to be +oc. The stopping
time (4.2) is a general form of the first hitting time of the optimal stopping region (see Example 6.1).
Then, Problem 2 is one of the classical stopping problems in continuous-time stochastic processes
and we can find the proof of the next Theorem 4.1 in [2] and [9, Theorem 3 in Section 3.3.3], but
we omit the proof because it is long.

Theorem 4.1. Let o€[0,1]. If oy is finite almost surely, then a; is o-optimal and E(Ug)=
E(9(Xoz,2))-

In order to construct an optimal fuzzy stopping time from the a-optimal stopping times {a; }.ec(0,17,
we need the following regularity condition.

Assumption A (Regularity). The map o— g, (®) is non-increasing for almost all we Q.

It depends on the form of the linear ranking function g in actual cases whether Assumption A is sat-
isfied or violated (see Section 6). Under Assumption A, we can define a map ¢*:[0,00) x Q— [0, 1]
by

G*(t, ) := sup min{o, 1. 3(w)} for t=0 and w € Q. (4.3)
2€[0,1]
Let w € Q. For a fuzzy stopping time ¢*(¢, @), we denote its o-cut in the form (3.5) by 6 (w).
Then we note that ¢, (w) and g, () are equal except at most countable many o€ (0, 1].

Theorem 4.2 (Optimal fuzzy stopping time). Suppose Assumption A holds. If P(G;<oo)=1, then

*

6* is an optimal fuzzy stopping time for Problem 1. Further it holds that

Gy(w)=min{t = 0|6*"(t,w) < a}, weQ forac(0,1] (4.4)

Proof. From Assumption A and Lemma 3.2, ¢* is a fuzzy stopping time. By (3.8), (4.1) and
Theorem 4.1, we have

1

E(G) < / sup  E(¢(X ) do = /0

0 7:stopping times

1 1

E(Ug)do = /0 E(¢(R ) do (4.5)
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for all fuzzy stopping times 7. Since 6, (w)# o, (w) holds only at most countable € (0, 1],

1 . 1 .
/ 90X o: () do = / G(K 52 () d
0 0

holds for almost all we Q. By Fubini’s theorem, we get

1 N 1 N
/ E(9(R 1)) dot = / E(¢(X ) de (4.6)
0 0

By (4.5) and (4.6), we obtain

E(G:) < /0

Therefore ¢* is optimal for Problem 1. Finally, (4.4) holds trivially from Lemma 3.2. O

1 1

B bt = [ EoWer.)dt =BG 4.7

The following result implies a comparison between the optimal values of the ‘classical’ stopping
model and the ‘fuzzy’ stopping model (Problem 1). Then we find that the fuzzy stopping model is
more better than the classical one. This fact has been explicitly shown in the discrete-time model
by [13].

Corollary 4.1. It holds that, under the same assumptions as Theorem 4.2,
E(Gr) < E(Gs), (4.8)

where 6* is the optimal fuzzy stopping time and t* is an optimal stopping time in the class of

classical stopping times.

Proof. For all stopping times 7, from (4.5) and (4.7) we have

1 - 1 .
E(GT)=E< /0 g(Xf,a)doc> < /O sup E(g(X 1)) dot = E(Gy-).

Therefore this corollary holds. [J

5. Optimality equations

In this section, we consider the optimality conditions for the optimal rewards {U*},>,. The opti-
mality characterization of optimal rewards has been studied by Shiryayev [9] in stochastic processes,
and it has also been discussed by Yoshida [12] in fuzzy deterministic systems. Now, in fuzzy stochas-
tic systems, we derive optimality conditions and optimality equations with a differential operator by
a similar idea on the basis of dynamic programming approach.

Theorem 5.1 (Optimality characterization). For «€[0,1] and t =0, the following (1)—(iii) hold:
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(i) For almost all we€Q, it holds that
UA(®) = g(X ().
(i1) For almost all weQ, holds that
UX(w) = E(U M) (), 7€ [t,oo).
(iii) For almost all w€Q satisfying U*(w)>g(X, (), there exists >0 such that
UX(w) = E(U M )(w), 1€ ][tt+e).
Proof. (i) We have U”= esssup,.., E(g()f'w)|./%,2 from deﬁnitig)n (4.1). Then particularly b~y con-
sidering the case of t=¢, it holds that U*>E(g(X..)|-#:)=g(X:.) almost surely since g(X,,) is

M-measurable. (ii) Let £,7 €[0,00) satisfy ¢ <r. From the definition of fuzzy conditional expectation
and the monotone convergence theorem, we have

TT=>r

EUi|4)) =E (ess supE(g()?T,a)\/mM)

= esssup E(E(g(X co)| )| M)

TT=>r

= esssup E(g()?m)|«/%t)

TT=>r

< esssup E(g(X.,)|4,)

TT>t
= U} almost surely. (5.1)

(iii) If Ut“(cu)>g()?,’x(a))) for some w, then there exists a real number ¢>0 and a real random
variable 7(w)>0 such that U%(w)>g(X, ,(®)) + n(w) for all ' €[t,7 + ¢) since the processes are

right continuous. So, by (i) and (ii) we obtain
UXw) = E(UM ) w) > E(9X )| M) (@) +1'(w)  for all ¥ € [t,t + é),

where 1'(w):=E(n- 1| .4,)(®)>0 and T :={o | UH')>g(X () + n(e)}. Tt follows

Ui) > esssup E(g(X ol (@) +1(0) > esssup E(g(X ool 4, (o).

Tt <t<t+e T <t<t+e

Thus by definition (4.1) and the relation ¢t <r <t + ¢ we get

Uta(w) = esssup E(g()?r,chﬂt)(w)

Tt >t
= max {ess sup E(g(X ). #,)(), esssup E(g()?r,ar//»(w)}

TT=r Tt <T<t+e

= ess sup E(g()f'm | M) (o).

TT=r
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Therefore we can replace the inequality in (5.1) with the quality: Namely for all »€[¢,¢+¢), it holds
that

U () = E(UZ|A, (o).
Therefore the proof of this theorem is completed. [T

In Theorem 5.1, (i) means g(X,,) is the lower bound of the optimal rewards U?*. Properties
(ii) and (iii) are called ‘supermartingale’ and ‘martingale’, respectively, in theory of stochastic
processes (see [9]), and (ii) means the optimal rewards {U*},>¢ have the supermartingale property
over all the time space [0,00). Moreover, (iii) means the optimal rewards preserve the martingale
property until the optimal stopping time o, defined by (4.2). In the rest of this section, we discuss
the optimality equations for the optimal reward process {U”},>o. Let L*([0,00)) be the space of
continuous functions u.:[0,00)— R satisfying [;*(u,)*dr<oo and lim,_u,=0. Let & be the
space of functions by

% :={u. € L*([0,00)) | u. is differentiable on [0,00) and du,/dt € L*([0,00))}.

Then we write Au, := —du,/dt. For t>=0, we put a bilinear form on ¥ x.% by
o0
(u.,v.) :/ uv,dr for u.,v. € £.
t

Then the following Lemma 5.1 is trivial and we can easily check Lemma 5.2 using the integration
by parts.

Lemma 5.1. For u.,v.,w.€ ¥, ueR and t >0, the following (1)—(iii) hold.

(1) <u-7 U->t = <U"u'>l’
(1) (u,v. +w.)={(u,v.) + (u,w),
(i) (u., po.) = p(u., v.);.

Lemma 5.2. For w.€ % and t>0, it holds that (Aw.,w.), = 3(w;)*=0.

For a stochastic process {Y},>0, we define the differential AY; by a stochastic process:

Yt(w) B YH—S((U)
N

AY(w) = liﬁ)l (5.2)

if the limit exists. The following theorem gives an optimality equation of the optimal fuzzy reward
process {U”},>¢ by Dirichlet form [1].

Assumption B. It holds that U*(w)€ ¥ and g()?.,“(w))eff for almost all €2 and all a€(0,1].

Theorem 5.2 (Optimality equation). Suppose Assumption B holds. Let a€(0,1]. The optimal re-
ward process {U"},>¢ is a unique solution satisfying the following three inequalities (5.3)—(5.5):
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For almost all o€ Q and all t =0,

Ul () 2 g(X u(0)); (5.3)
AUXw) = 0; (5.4)
(AU (@), UX (@) — g(X o(@))); = 0. (5.5)

Proof. (5.3) is trivial from Theorem 5.1(i). Let o €(0, 1]. For almost all € Q, from Theorem 5.1(ii)
and the bounded convergence theorem we have

Uy - U
E(AUta’eﬂt)((D):E (11?(;1 M
N N

«ﬂt> (w)

i U UL @)
510 S

Thus, since AU*(+) is (),.,, -#,-measurable and .#, = (..., #, by the right-continuity of {.#,},>o,
we obtain AU*(w)=0 for all a € (0,1]. Therefore (5.4) holds. Further, if U,“(a))>g()?tjm(co))
for some ¢, then from Theorem 5.1(iii) we have AU*(w)=0 in a similar proof to (5.4). This
implies (5.5) together with (5.3) and (5.4). Therefore U*(w) satisfies (5.3)—(5.5). Finally we prove
uniqueness of the solutions of (5.3)—(5.5). Let «¥ and v’ be solutions of (5.3)—(5.5). Then, since
v*>g(X (o)) and Au* >0, we have

(Au*,v* — g(X . 4(@))), = 0 for all > 0.
Therefore, since (Au’,u* — g()?.,a(w))), =0 by Lemma 5.1, we get

(Au*,u* — %), = (Au*, i), — (Au*, 07, < (Au’, g(X (@) — (Au*, g(X . ,(w))), = 0.
In the same way, we also obtain

(Av,vf —ul), < 0.
By Lemma 5.1, these two inequalities imply

(A’ —v")u’ — v, = (Au’ — Av'uf — v7), = (Aul,ul — o7y, + (AvF, 0" —u’), <0

for all 1>0. Together with Lemma 5.2, we get %(u;‘ —uf )2 =0 for all t>0. Thus u* = v*. Therefore,
(5.3)—(5.5) has a unique solution U*(w). O

6. An example in Markov case

In order to illustrate the results of the optimal stopping models in previous sections, we consider
an example where an owner finds an optimal timing to sell his own asset. Let {B,},>( be a one-
dimensional standard Brownian motion on (2, %, P), and put a stochastic process {#},>¢ as follows:
Wy is a positive constant and

W,:=Wo+B, t=0. (6.1)
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Let a stochastic process {a;};>¢ by a,:=7yW, for >0, where y is a constant satisfying 0<y<1.
Hence we give a fuzzy stochastic system by the following fuzzy random variables {W,},>:

W(@)(x) = L((x — W(w))/a(@)) (6.2)

for 120, w€Q and x€R, where the shape function is triangular type L(x):= max{1—|x|,0} for
x€R. Then their x-cuts are

W o) = [V (), W (@)] = [Wi(@) = (1 = 2)a (@), Wy(@) + (1 = 2)a ()], (6.3)

The random variable {W},>( means ‘the price process of his asset’ in a market and the fuzzy random
variable {I;},~( means ‘fuzzy values of the prices’ when he sells it through some communication
tools like Internet. Let a ‘discount factor’ » (r>0) and let a ‘maintenance cost’ ¢ (¢>0). We
consider a fuzzy stopping problem in a fuzzy stochastic system {X,},>, defined by

X(w):=e""W(w)—ct fort=0, o€ Q, (6.4)

The o-cuts of (6.4) are X, ,(w)=[e "W, (w) — ct,e™" W,f;(w) — ct]. Let a linear ranking function
g([a,b]) :=(2a+ b)/3 for a,bcR satisfying a <b, where the owner’s pessimistic-optimistic index is
taken as 4 =2/3 [10]. g satisfies properties (3.1) and (3.2), and we can easily check

9 X () = e (W(0) — (1 = a(w)/3) —ct, € Q (6.5)

for 0 €[0, 1]. Then e~”" means a ‘discount rate’ in the market. Let a stopping time &,(w):= inf{¢>0|
9(X;.(®))<0} for weQ, which means ‘the time of bankruptcy regarding the asset’. Taking into
account the bankruptcy in this example, we put (4.1) as

U/ = ess sup E(g()?min{r,éx}ﬂ) | M,) for t=0, o€ [0,1]. (6.6)

7: stopping times, T > ¢

Hence a stopping time 7 means ‘a time to sell the asset’, and he wants to find the optimal timing
to sell his asset before bankruptcy. From (6.6), the a-optimal stopping time (4.2) with bankruptcy
becomes

o, (w)=inf{z > 0| Unin{re,} (@) = g(Xmin{t,g““},m(w))}

=min{inf{t > 0| U} (w) = g()?t,a(w))}a Eu(w)}.

Next we check Assumption A. Let o, €[0,1] satisfy o <o and let w€ Q. Suppose g(X, ,(w))=
U¥ (w) for some t<&,(w). Since {e_’m'“{“f“}Wmin{,,éa}}@o is a non-negative supermartingale, by
the optional sampling theorem [4] we have

9 X (@) = e (W) = (1 = 2)a(w)/3) — ct
= e ""(Wi(w) — (1 = o a(w)/3) — ct —e™"(¢ — a)a(w)/3
= g(X i (0)) — 7" — @)ai(w)/3

= U () — e (o — a)yW()/3



Y. Yoshida et al. | Fuzzy Sets and Systems 139 (2003) 349-362 361
> E((X minecopr) | A)(@) = Ee™ ™™ 50! — o)y Woinoy/3 | #0)(0)
= E(Q(Xmin{r,éx},oc/) - e—rmin{r,éx}(a/ - OC)amin{r,ém}/3 ’ M) (o)
= E(9(X minfeey0) | A ) (@), almost all w € Q

for all bounded stopping times t such that 7>¢. It follows g()?,,l(a))):U,“(w). Therefore by
(4.2) we obtain g, (w)<ga, (w) for almost all we€Q, and Assumption A is fulfilled. We also have
E(sup0<,<oo)?:b) SE(Supy<,.oo(2e7"(Wy+B;) —ct)) <oo from [4, Chapter 3]. Setting f*(x):=x—
(1 —a)yx/3 (x=0)), we obtain the optimal value function

V*(y)=sup E(9(X minfeiro) | Wo = »)

=sup E(e”" ™ (W00 en) — emin{z, &} | Wo = y)

=0

for an initial price y (y>0) of the asset. This function satisfies the following optimality equation
(6.7)—(6.9) in Markov case [9]:

ez, (6.7)
1 d?

—id—sz“JrrV“ < ¢, (6.8)

— EdT/Z V*+rV* =c outside B*, (6.9)

where B*:={y€(0,00)| V*(y)=f*(»)}. Then, since the example is a Markov case, the a-optimal
stopping time o, (w) is reduced to

oy(w) = min{inf{t > 0| Wi (w) € B*}, &, }, (6.10)

which is the first hitting time of the stopping region B* by the stochastic process {#;},;>¢. Conditions
(6.7)—(6.9) are corresponding to (5.3)—(5.5) in Theorem 5.2. Hence, (6.7) means f“ is the lower
bound of the optimal value function V'*. Properties (6.8) and (6.9) are called ‘superharmonic’ and
‘harmonic’, respectively, in theory of Markov processes (see [9]). (6.8) means the optimal value
function V* is superharmonic over all the state space (0,00), and (6.9) means the optimal value
function is harmonic outside the stopping region B*. Clearly we have g, <oo since ¢ > 0. Therefore
the optimal fuzzy stopping time in Problem 1 is

6*(t, )= sup min{a, I ;- ()}
o€[0,1]

=sup{a € [0,1]| V*(W(w)) > f*(W(w)) and t < & (w)}

for >0 and weQ, where f*(x)=x — (1 — a)yx/3 (x=0) and the supremum of the empty set is
understood to be 0. This is the optimal timing to sell the asset.
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7. Concluding remarks

In this paper, we have considered the stopping problem by means of fuzzy stopping times in
a continuous-time fuzzy stochastic system, and the optimization is discussed through the scalarization
method with linear ranking functions. The optimal fuzzy stopping time is constructed from a family of
non-fuzzy stopping times which are characterized by the optimality equation at each grade a0, 1].

The fuzzy stopping time is one of the natural extensions of the classical stopping ones by fuzzifi-
cation. Since the fuzzy stopping time is a kind of vague decision by linguistically qualified statement,
we need to demonstrate the actual algorithm/procedure of stopping rules in real applications. For
further works, it is interesting for us to investigate the above problem in case studies of particu-
lar application models, for example, group decision making, sequential stopping games, the option
models in financial engineering and so on.
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