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INTEGRO-DIFFERENTIAL EQUATIONS OF FRACTIONAL
ORDER WITH NONLOCAL FRACTIONAL BOUNDARY
CONDITIONS ASSOCIATED WITH FINANCIAL ASSET MODEL

BASHIR AHMAD, SOTIRIS K. NTOUYAS

ABSTRACT. In this article, we discuss the existence of solutions for a boundary-
value problem of integro-differential equations of fractional order with nonlocal
fractional boundary conditions by means of some standard tools of fixed point
theory. Our problem describes a more general form of fractional stochastic
dynamic model for financial asset. An illustrative example is also presented.

1. FORMULATION AND BASIC RESULT

Fractional calculus, regarded as a branch of mathematical analysis dealing with
derivatives and integrals of arbitrary order, has been extensively developed and ap-
plied to a variety of problems appearing in sciences and engineering. It is worthwhile
to mention that this branch of mathematics has played a crucial role in exploring
various characteristics of engineering materials such as viscoelastic polymers, foams,
gels; and animal tissues, and their engineering and scientific applications. For a re-
cent detailed survey of the activities involving fractional calculus, we refer a recent
paper by Machado, Kiryakova and Mainardi [I6]. Some recent work on the topic
can be found in [, 2} 3] 4] [5] [6] [7, 9] 10} 13}, 14}, [17] and references therein.

The underlying dynamics of equity prices following a jump process or a Levy
process provide a basis for modeling of financial assets. The CGMY, KoBoL and
FMLS are examples of some interesting financial models involving the dynamics of
stock prices. In [8], it is shown that the prices of financial derivatives are expressible
in terms of fractional derivative.

In [TI5], the author described the dynamics of a financial asset by the fractional
stochastic differential equation of order p (representing the dynamical memory
effects in the market stochastic evolution) with fractional boundary conditions. In
the present paper, we study a more general model associated with financial asset.
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Precisely, we consider the following problem:

—Dx(t) = Af(t,z(t)) + BIPg(t,z(t)), (n—1)<a<n,tel0,1],

U
D°z(0) =0, D*lz(0)=0,..., D**=Dg0)=0, D%z(1)= DPx(s)ds,

(1.1)
where 0 < 6 <1, a—8>n, 0< 8 <1,0<n<1, DO denotes the Riemann-
Lioville fractional derivative of order (-), f,g are given continuous function, and
A, B are real constants.

We remark that the problem also arises in real estate asset securitization
modeling [I§].
By the substitution z(t) = I%y(t) = D~“y(t), the problem takes the form

_Da_éy(t) = Af(t,[‘sy(t)) + BIgg(t,IJy(t)), te [Ov 1}7
M@ZO,yﬂD:0w~wmﬂnm=0,yﬂ)Z%ﬁM$%~

Lemma 1.1. For any h € C(0,1) N L(0,1), the unique solution of the linear frac-
tional boundary-value problem

—DUy() = A1), e 0,1,

(1.2)

n 1.3
MWZO,yWD=0w~wm”N®=0,yﬂ)z[lﬂ@%y (5)
o(0) = =120 + D (1) - 1 i)

where IC)(-) denotes Riemann-Liouville integral.

Proof. 1t is well known that the solutions of fractional differential equation in (1.1)
can be written as

y(t) = —IOh(t) + 1t 07 4 ept® 072 f gt 0B et (1.4)

where ¢q,c2,...,¢, € R are arbitrary constants [I2]. Using the given boundary
conditions, we find that ¢ =0, ¢ =0,...,¢, =0 and
a—9
= 0 (1) - 1) ).
o= g (1R (n)
Substituting these values in (1.1)) yields
(a — §)to—o-1

y(t) = —1°°h(t) + (1272n(1) = 127" h() ).

a—§—nod
This completes the proof. (I
Thus, the solution of the linear variant of the problem (|1.1)) can be written as

z(t) = I’y(t)

a— (a B 6)ta_6_1 a— a—06+1
_ 16[_ 1°=3h(t) + m([ Sp(1) — [o%+ h(n))]
o — t(t—g)oL
= —I“h(t) + o S _(6 — Zl_é (Ia—5h(1) — Ia—“lh(n)) /0 [kl i F((S)) s* 01
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= —I°h(t) + — 5 _(0‘6 — ;?a_é (1270 n(1) = 1775+ n(n) )

a—1 p1
X {1;(76)/0 (1- V)‘s*lya*‘s*ldz/},

where we have used the substitution s = vt in the integral of the last term. Using
the relation for Beta function B(-,-):

B(B+1,0) = /0 (1 —w)*  ufdu= ?iz)i(gii;,

we obtain

[(a—d+ 1)t

x(t) = —Ih(t) + (@ — 0 — 7o) (a)

(1@*%(1) - 1&*5“/1(77)). (1.5)

The solution of the original nonlinear problem can be obtained by replacing
h with the right hand side of the fractional equation of in .

Let C = C([0,1],R) denote the Banach space of all continuous functions from
[0,1] — R endowed with the norm defined by ||z|| = sup{|z(¢)|,t € [0, 1]}

In relation to problem , we define an operator U : C — C as

(Uz)(t

)

A D g [ t=s

= —a [ e paas = B [ S gtsao)is
_S)afzsfl

[0 N
+Qt [A/O Wf(s,x(s))ds—&—B/o mg(s,x(s))ds

n (77 _ s)a—é n (77 _ S)a76+,6
- A/O ﬁf(s,x(s))ds — B/o T g(s,x(s))ds},

IMNa—0+1 (a=06+3+1)
where
B MNa—d+1) as
O T
For the sake of convenience, we set
te 3 1 na—5+1
Q= Al =—— to—t
seloy] {| '[r(aﬂ) +1Q (F(a—5—|—1) + F(a—5—|—2))}
taJrﬁ 1 na7(5+5+1
Bl|=——— to-t .
+ |[F(a+ﬁ—|—1)+|Q| (F(a—(5+6—|—1)+F(a—5+ﬁ+2))]}

(1.6)

1.1. Existence results via Banach’s fixed point theorem.

Theorem 1.2. Assume that f,g:[0,1] xR — R are continuous functions satisfying
the condition:

(Al) |f(t,l‘) _f(tay)| S Ll‘.’If—y|, |g(t,$) _g(t7y)| S L2|l‘_y‘7 fOT allt € [O’ 1]7
Ly, Ly >0, X,y € R.
Then the boundary-value problem (1.1) has a unique solution if L < 1/Q, where
L =max{Ly, Ly} and Q is given by (1.6))
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Proof. Let us define M = max{Mj, Ms}, where My, M are finite numbers given by
supsefoq) |f (¢, 0)| = Mu, supyepoqy 19(t, 0)| = Ma. Selecting 7 > S we show that
UB, C By, where B, = {z € C : ||z|| < r}. Using that |f(s,z(s)) < |f(s,z(s)) —
£(5.0) [ +1£(5,0)] < Lyr+My, g(s,2(5))| < lg(s, 2(5))—g(5, 0l +g(s, 0)[ < Lor-+Ms
for x € B, and , it can easily be shown that

[(Uz)|l
to w1 1 na 5+1
< (Lr+ M) sup {‘A|[r(a+ oy el (F(a—5+1) * F(a—6+2))}
tat+B o1 1 7704*5+5+1
+|B|[r(a+5+1) A (r(a—5+5+1) + r(a—5+ﬁ+2)>”
= (Lr+ M)Q <,
which implies that 4B, C B,.. Now, for z,y € C we obtain
Uz — Uyl
< sup {|4 / U5 s, (s)) — f(s,0(5))lds
te[0,1]
(t —s)oth-1
1] [ )~ (o)
—5—1
Qi Al / 75)|f<s,:c<s>>—f<s,y<s>>|ds

1 _ S a 5+8—-1
w1 [ O T 9(5.2(5)) — g5 ()l ds

Al [ F s (s Fsae)lds

w18 [ () - gt (o))

—6+p+1)
e a—1 1 770676+1
=L s {|A| [F(a Ty Hlel (F(a —5+1) Tla—s+ z)ﬂ
taJrﬁ a1 1 770475+ﬁ+1
+|B|[F(a+ﬁ+1) el (F(a—6+ﬁ+1) * F(a—5+ﬁ+2))”
X [lz =y
= Lz —yl|.

By the given assumption, L < 1/Q. Therefore U is a contraction. Thus, the
conclusion of the theorem follows by the contraction mapping principle (Banach
fixed point theorem). O

Now we present another variant of existence-uniqueness result. This result is
based on the Hoélder’s inequality.

Theorem 1.3. Suppose that the continuous functions f and g satisfy the following
assumptions:
(HL) [f(t,2) = f(t,y)| < m(t)|z —yl, lg(t,2) = g(t,y)| < n(t)|z —yl, fort € [0, 1],
z,y €R, and m,n € L7 ([0,1],RT), v € (0,0 — 6 — n).
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(H2) |All|m]||Z1 + |Bl||n||Z2 < 1, where

2= ﬁ(;:z)m + r(an 5) (2 :17)177

|Q| 1- v 1=y a—6+1—v
+F(a—5+1)(a—5+1—7> ’

— 1- Q| - -
ZQ:F(al—I-ﬁ)<cHl-ﬁ—V) 7+F(a—5+5)(0¢_(15+ﬂ_7) 7

|Q‘ ( 1—~ )177,’704—64-5-&-1—7
MNa—0+8+)\a—0+p+1—7 ’

and ||p]] = (fol |u(s)|%ds)'y, w=m,n. Then the boundary value problem (1.1|) has
a unique solution.

Proof. For x,y € R and for each t € [0, 1], by Holder inequality, we have
U — Uyll

< sup {|4 / ﬂm(s)\x(s)—y(sws

te[0,1]

a B 1
1B / () las) — y(s)lds

a+ﬁ
sl [ U miets) - otsas
wim [ 1”{:2)1 (9)le(s) — y(s)lds
Al [Tl - uslds
18] [ S ) lats) — )]

\AlllmH 1= oo | Bl[|n]| L= N7 ahpe
< sup (AN te v
te[O,l]{ I'«) (a—*y) F(a—i—ﬁ)(a—l—ﬁ—y)

+|Q‘{|A|”m|‘( 1—7 )1*74_ |B|||n]] ( 1—~ )1,7

Pla—d)\a—d—7y Tla—d+B)\a—d+p5—7
|All|ml| ( 11—~y )1—777&,5“,7
MNa—-d+1)\a—-6+1-—7
1Bl 11—~y 1= 4 B41—ny B
+F(a—5+ﬂ+1)(a—§+ﬂ+l—7> K HH”” yl

<l (G20 ety ()

(o |—Q6|+ 1) (a —351?—7)1_7]”:”*9”

_ 1- Q - -
+|B|Hnll[r(a1+ﬂ)(aigzy) 7+F(a15|+/3)(a_(1;+g_7) 7
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Q| ( 1—7 )1—7 b Bt 1y
"Ta-s1p+0\a—s+8+1-7/) " lz =yl
= [|Al[lm[|Z1 + |B|[|n| Z2]||x — y||.

In view of condition (H2), it follows that I/ is a contraction mapping. Hence,
Banach’s fixed point theorem applies and U has a unique fixed point which is the
unique solution of problem (1.1}). This completes the proof. O

1.2. Existence result via Leray-Schauder Alternative.

Lemma 1.4 (Nonlinear alternative for single valued maps [I1]). Let E be a Banach
space, C' a closed, convex subset of E, U an open subset of C' and 0 € U. Suppose
that F : U — C is a continuous, compact (that is, F(U) is a relatively compact
subset of C') map. Then either

(i) F has a fived point in U, or

(i) there is a uw € AU (the boundary of U in C) and X € (0,1) with u = A\F(u).
Theorem 1.5. Assume that f,g:[0,1] xR — R are continuous functions. Assume
that:

(A3) There exist functions p1,p2 € L'([0,1],RT), and nondecreasing functions
1,9 : RT — RY such that

[f (& 2)] < pr@)ulll), gt 2)] < pa(t)ga((l]),

for all (t,z) € [0,1] x R.
(A4) There exists a constant M > 0 such that

M

|[A[A 191 (M) |lp1l|r + | BlA192(M)||p2]| L - b
where
_ 1 ] Q|
A= Tlat1) T(a-6+1) T(a-6+2)
_ 1 Q| Q|
M= T T T Tla—s+A+1)  Tla—s+712)

Then the boundary-value problem (1.1) has at least one solution on [0,1].
Proof. Consider the operator U : C — C with x = Ux, where

(U)(t)

=T vas B [T s
= [ s — B [ S (st

o 1 (1 _ s)ocftsfl 1 (1 o S)aféJrBfl
+Qt1pAIw_®ﬂ&Mm@+BANaﬂHﬂ)
_ S)a—5+6

" (g s) "G
—A/O mf(s,x(s))ds—B/o F(a75+ﬂ+1)g(s7x(8))d8]

We show that F' maps bounded sets into bounded sets in C([0, 1], R). For a positive
number 7, let B, = {z € C([0,1],R) : ||z|| < r} be a bounded set in C([0,1],R).
Then

|(U) (D)

9(s,x(s))ds
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a+3—
<1l [ L o aihas 181 [ oyt yas
1_5 a—0—1
Qi 1Al / el
a 6+p—1
wim [ O T pa(s)alllelhas
1l [ S e (el
_ a 5+
181 [ el
! Q) Q)
<Al {7 + 55T =57 )
1 Q| Q|
+ ‘B|¢2(T)Hp2||L1{F(a+/B+1) TTa—o+8+1) F(a75+ﬂ+2)}'
Consequently
etz
Q) Q|
= |A|w1(r)”plu“{r(a+ 0 " Ta-0+1) Ta-o+ 2)}

1 Ql Q|
+ ‘B|w2(r)Hp2||Ll{F(a+6+1) TTa—o+5+1) I‘(a75+ﬂ+2)}'

Next we show that F' maps bounded sets into equicontinuous sets of C'([0, 1], R).
Let t1,t9 € [0, 1] with t; < t3 and © € B,, where B, is a bounded set of C([0, 1], R).
Then we obtain

@)t~ U0
R A CR R G I

ﬂ — s a—1 s. x(s s
bl [ st
B[ e .
)y (T gl ()
|B| 2 le' —1
i, (2 st

1 s a—0—1
+1QII(t2)* ™ = ()] |A|/0 (1F(a)_5)|f(8,$(5))|d3

_ a 5+6— 1
wim [ & a_ﬂﬁ (s, 2(5))lds
—5)® 6+
+|A|/ _5“ (s, 2(s) |ds+|B|/ a_§+ﬁ+1)|g(5,x(s))\ds]

HF / [(t2 = 5)°7" = (t1 = 5)* 7 Ipa(s)9a(r)ds




8 B. AHMAD, S. K. NTOUYAS EJDE-2013/60

+ |i'/ (b2 — 5)°pu (5 (r)ds

L(a) /i,
iy =9 = (ot
gy | = it

1 _ g)a—d-1
1l — [l [ S s

— )2~ 0+p-1
w18 [ G ot
_ a o+p8

[ 5+1pﬂ)%(c$+ﬂﬂ/ I sy |

Obviously the rlght hand side of the above inequality tends to zero independently
of x € B, as to —t; — 0. As U satisfies the above assumptions, therefore it follows
by the Arzeld-Ascoli theorem that U : C([0,1],R) — C([0,1],R) is completely
continuous.

The result will follow from the Leray-Schauder nonlinear alternative (Lemma
11.4) once we have proved the boundendness of the set of all solutions to equations
x = Nz for X € [0,1].

Let x be a solution. Then, for ¢ € [0, 1], and using the computations in proving
that U is bounded, we have

|z (t)]

= O] < 1A (Dol { s + T * )
+ 1Bl { 5 + o)
2 P (a+5+1) "Ta—0+8+1) T(a—o0+8+2)J

Consequently,

]
<1
[AlA (2D llpa e + [ BIAa (<)) Ip2ll L
In view of (A4), there exists M such that ||z|| # M. Let us set

U={zeC(0,1,X) : |z < M}.

Note that the operator U : U — C([0,1],R) is continuous and completely con-
tinuous. From the choice of U, there is no « € 9U such that = = MA(z) for
some A € (0,1). Consequently, by the nonlinear alternative of Leray-Schauder type
(Lemma [1.4)), we deduce that I/ has a fixed point 2 € U which is a solution of the
problem (1.1)). This completes the proof. (I

Example. Consider a boundary-value problem of integro-differential equations of
fractional order with nonlocal fractional boundary conditions given by

—D°2g(t) = Af(t, x(t)) + BI®g(t,z(t)), te [0,1],

n 1.7
DY*z(0) =0, D**z(0) =0, D1/4x(1):/ DY4z(s)ds, (1)
0
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where n =3, A=B =1, 8=3/4,n=2/3, f(t,z) = 3lz|2+]zl) +4t, g(t,z) =

8(1+]x))
%tan_1 x 4 sin® t. With the given data, we find that
Mla—d+1)
= = 1.037485
R O IOy ’
and
to B 1 na75+1
Q= All =—— o1
selo] {‘ |[F(a+ el (F(a— S+ 1) T(a— 5+2))]
ta+,6’ 1 ,]70475+ﬁ+1
Bll— tafl
+ |[F(a+ﬁ+1)+|Q| (F(a—6+ﬁ+1)+F(a—6+ﬁ+2))”
= 1.043555,
and Ly = 3/4, Ly = 1/2 as | f(t,x) = f(t,y)| < §la—yl, [9(t,2) = g(t,y)| < 3lz—y.

Clearly L = max{Li,Lo} = 3/4 and L < 1/Q. Thus all the assumptions of
Theorem [T.2] are satisfied. Hence, by the conclusion of Theorem the problem
(1.7) has a unique solution.
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