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THE TIME TO RUIN IN SOME ADDITIVE RISK
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Abstract

The risk processes considered in this paper are generated by an underlying Markov process
with a regenerative structure and an independent sequence of independent and identically
distributed claims. Between the arrivals of claims the process increases at a rate which
is a nonnegative function of the present value of the Markov process. The intensity for
a claim to occur is another nonnegative function of the value of the Markov process.
The claim arrival times are the regeneration times for the Markov process. Two-sided
claims are allowed, but the distribution of the positive claims is assumed to have a Laplace
transform that is a rational function. The main results describe the joint Laplace transform
of the time at ruin and the deficit at ruin. The method used consists in finding partial
eigenfunctions for the generator of the joint process consisting of the Markov process
and the accumulated claims process, a joint process which is also Markov. These partial
eigenfunctions are then used to find a martingale that directly leads to an expression for
the desired Laplace transform. In the final section, three examples are given involving
different types of the underlying Markov process.
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1. Introduction

The class of risk processes X = (X;);>0 considered in this paper have the form

t Ni
Xo=x+ [ pas-3u, (L1
0 n=1

with ¥ some Markov process, N the counting process counting the number of claims incurred
over time, and claims U, that are independent and identically distributed (i.i.d.). Thus, the
random premium rate at time ¢ is 8(Y;) and it is assumed that the function 8 is greater than or
equal to 0. The precise form of the model is described in Section 2, but it is important already
at this stage to emphasise that X is constructed from Y and the accumulated claims process: in
the literature it is more standard to study models with random premium rates depending on the
value of the risk process,

t N
Xo=x+ [ pX)ds =3 U 1.2)
0 n=1
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i.e. X is determined as the solution to this stochastic differential equation. A survey of models
of this type can be found in [11]. There does not however appear to be many examples of
processes of the form (1.1) with Y nor determined exclusively by X, one exception being Wu
and Wei [13].

The present paper is a natural continuation of Jacobsen [5], [6]. The latter is particularly
relevant and the main reference for this paper, dealing with a model that includes the special
case of (1.1) when Y is a certain type of Markov chain on a finite state space. Our aim is to
determine the structure of the joint Laplace transform of the time to ruin and the deficit at ruin.

Model (1.2) with N a Poisson process and the claims i.i.d. is discussed in Chapter 7 of [2].
Jasiulewicz [9] considered model (1.2) with N a Cox process with a stochastic intensity process
given as a function of a finite state space Markov chain. Wu and Wei [13] also assumed N to be a
Cox process with the same kind of intensity process, but they considered X to be of the form (1.1)
with Y this intensity process. Ganesh et al. [4] studied a variation of (1.2) with the accumulated
claims process of Poisson shot noise form. Mgller [10] considered a general model of the form
(1.2) using a marked point process to describe the occurrence and size of claims.

A rather sophisticated model, somewhat related to (1.2) in the sense that X solves a stochastic
differential equation, is that considered by Paulsen and Gjessing [12]. The risk process X is
then Markov. Their paper is also relevant because in Theorem 2.1 therein they showed that,
e.g. the Laplace transform of the time to ruin may be found by determining what we refer to as
a ‘partial eigenfunction’ for the generator of X, the technique used in this paper as well as in
[5], [6], and [8]. By a ‘partial eigenfunction’ we mean a real-valued function that satisfies the
basic eigenfunction identity only on a subset of the set on which the function is defined. This
concept is different from that of ‘partial eigenfunction expansions’ encountered, e.g. in Fourier
analysis.

Most of the literature focuses on determining the probability of ruin within a given time
interval [0, T'], e.g. how it can be found (as a function of the initial state xo and T) by
solving functional equations of differential and/or integral type. Exact results are given in
[2, Corollary 7.1.8] for the case of exponential claims and Poisson arrivals. In [12] the authors
for some special cases of their model were able to find explicit forms of the ruin probability
and the Laplace transform of the time to ruin: some of their examples allow a distribution for
the claims that is not exponential but either a mixture of two exponentials or a convolution
of two exponentials. For model (1.2) with 8(x) = Bx, Jacobsen and Jensen [8] in particular
determined the Laplace transform of the time to X crossing below a low level [ (for the time to
ruin, / = 0) when assuming that the density of the claims distribution is a linear combination
of exponentials.

In order to get reasonably explicit results, it seems necessary that there is some Markov
structure: in [2, Chapter 7] and [12], the risk process itself is Markov, in both [9] and [13] X
need not be Markov, but (X, Y) is (with Y the intensity for the Cox process). For our model
of the form (1.1), it is certainly essential that (X, Y) is Markov. It is also important for us that
the distribution of the downward claims (we allow for two sided U,) is of a special form, viz.
with a Laplace transform that is a rational function.

The problem of determining the partial eigenfunctions for the (X, Y)-generator needed for
determining the Laplace transform of the time to ruin is not simple, but the structure of our
model allows us to separate the two variables x and y (see (3.25) below for the analytic form of
the partial eigenfunctions), reducing the problem to that of finding the solutions to a Cramér—
Lundberg-type equation (see (3.6) below) and solving a functional equation (see (3.5) below)
which does not involve (X, Y) but only what we shall call a generic Markov process Y° from
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which Y is obtained by imposing a regenerative structure that is essential for the analysis
presented below.

Our model is complicated in the sense that although (X, Y) is Markov, X itself in general
is not. It is simple in the sense that X is additive, i.e. to start the process at a new level xp, just
add the constant x| — x¢ on both sides of (1.1). By contrast, when X is Markov, model (1.2) is
simple in a Markovian sense, but complicated in the sense that typically it is not additive.

The discussion above has focused on models where the claims U, are i.i.d. Albrecher and
Boxma [1] discussed a model of the form (1.1) with 8(y) a constant ¢ > 0, but where the jumps
of N and the distribution of the claims are governed by a Markov chain on a finite state space.
It is quite possible that the ruin problem for this type of model can also be solved using partial
eigenfunctions; see the discussion in Remark 3.3 below where some of the difficulties that arise
are mentioned.

2. The model and the problem

The object of study in this paper is a time-homogeneous Markov process (X,Y) =
(Xt, Yi)r>0 with X real-valued and Y itself Markov with values in a state space (E, &) that we
shall assume is a Polish space E equipped with the Borel o -algebra &. One way of constructing
(X, Y) corresponding to an arbitrary initial state (Xg, Yo) = (xp, yo) € R x E is as follows.
Suppose that a generic time-homogeneous Markov process Y° = (Y°);>0 with state space E is
given, and assume that Y° is cadlag and strong Markov; suppose also that a probability measure
A, the reset distribution, on (E, &) and a continuous function A from E to Ry = [0, c0) are
given. Consider a sequence (Y ™),>, of i.i.d. copies of Y° with initial distribution A and a
copy YD of Y° with fixed initial state yo, independent of the sequence (Y "),,>>. Next, kill
the Y™ for n > 1 independently of each other at random times 7" where the conditional
distribution of T given Y™ is determined as

t
P(T™ > 1| Y™) = exp(—/ /\(Ys("))ds) @1
0
Define 1o = 0 and
5, =TV +... 4T forn>1,

and then construct the cadlag component Y of the desired process (X, Y) by gluing the killed
Y™ together:

(n)
=Y . n>1, 1,1 <t <1,

To finally construct the second component X of (X, Y), let the counting process N = (N;);>0

be given by
o
N =) 1=
n=1

with Np = 0 and introduce a sequence (U,),>1 of i.i.d. R-valued random variables with
distribution F', independent of Y and the 7, and satisfying

PWU, > 0) > 0. 2.2)

Finally, let 8: E — Rg be a given nonnegative, continuous function. Then define, correspond-
ing to the given initial state xo for X,

t
X =xo +/ B(Ys)ds — Uy, (2.3)
0
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where
Ny
Uy =) Up.
n=1

Thus, thinking of the t,, as the claim arrival times with U, the size of the nth claim, we see that the
claims arrive according to a delayed renewal process with interarrival times 7, — 7,1 = T'"

forn > 2 i.i.d. with
t

P(T™ > 1) =EA<exp<—/ A(Yf)ds)). (2.4)
0

Also, between claims, X increases at the rate 8(Yy). (Formally, one could allow for arbitrary
R-valued functions 8, but in the main result, Theorem 3.1 below, it is important that 8 > 0 in
order to allow only for ‘ruin by jump’.)

Notation. We write P and E for the probability measure and expectation when referring to the
space where all the random variables involved in the construction of (X, Y) are defined. When
referring to the generic process Y °, we write P and E. An index refers to how the process(es)
is started, either using a fixed initial state (such as yg or (xp, yo)) or using a distribution for the
initial random variable (Y5 or (Xo, Yp)). If no index is specified, it signifies that the probability
or expectation is the same for all initial distributions. Similarly, writing, e.g. P, signifies that
the probability in question is the same for all initial distributions of X and with Yy = y.

It was assumed above that the functions A and S are both greater than or equal to 0 and
continuous. We shall further assume for convenience that the nonnegative cadlag processes
A(Y°) and B(Y°) both have finite left limits everywhere, so that in particular, for all # > 0 and

ally € E,
t t
P, (/ A ds < oo) =P, </ B¥)ds < oo) =1. 2.5)
0 0

Then X defined by (2.3) is everywhere finite and all TW >0, Py, y-almost surely (Py y-a.s.)
for all x, y. In order that ruin be at all possible, it is necessary that TM < 00 can occur; hence,
we also assume that, for some y € E,

P, (/00 ATy ds > O) > 0, (2.6)
0

a condition satisfied for a particular y if A(y) > 0. As regards the total number of jumps, the
most interesting case is when N and X have infinitely many jumps as will happen if, e.g.

P, (/OOA(Y;’)ds = oo) =1 2.7)
0

for all y. We shall however not assume this, and so will allow for N and X to have only finitely
many jumps; cf. Example 3.1 below. Note that if all 7" are finite a.s., the fact that they are
ii.d. for n > 2 ensures that 7, 1 oo a.s., i.e. the infinitely many jumps will not accumulate in
finite time.

It is often assumed that a jump in N forces a jump in X, i.e. P(U,, # 0) = 1. However, this
assumption is not necessary here, so at this stage the distribution F of the U, is an arbitrary
probability on R subject to (2.2).

Three special choices of Y° should be mentioned. (i) Y° is a time-homogeneous Markov
chain on a finite state space; see [5] and [6] with the model in [5] allowing for one-sided jumps
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only, and the model in [6] being more general than (2.3) in the sense that § is allowed to be
negative and X may contain an additional Brownian term o (Y¥;) d B; so that ruin by creeping (X
may slide across 0 between jumps) is possible. (ii) ¥ © is atime-homogeneous (one-dimensional)
diffusion—this is the motivating example for this research; see the specific case in Example 4.3
below. (iii) Y° is purely deterministic in the sense that only the initial value ¥;j is random. This
is the simplest case where it is possible to use Theorem 3.1 below for explicit analytical results;
see Example 4.2 below.

Example 2.1. The same model for X may have many representations of the form (2.3). The
standard risk model with Poisson arrivals of claims and constant premium rate § may thus be
obtained by using any generic process Y °, taking B(y) = B and A(y) = A > 0 in the general
setup above. It should be noted that then in Theorem 3.1 below, the solutions to the critical
equations (3.5) and (3.6) do not depend on Y° (or Y) either: the unique bounded solution to
(3.5) is always the constant function

O =i

and (3.6) then reduces to
2.8)

R+(7/)<1 + 1 = py)L_(y) > =—puPs(y)

A A
yB—Xr—0 yB—A—06

A final comment on the structure of the model is that it is additive in the sense that, for any
xeR,ye E,andw € R, the P,y y-law of (X, Y) is the same as the P, ,-law of the process
(X +w,Y).

The analysis to be done below is in part based on applications of Itd’s formula. To facilitate
this, let Ayo denote the infinitesimal generator for Y° with a domain Dy- consisting of all
bounded and continuous functions g: £ — R such that Ay.g: E — R is bounded and
continuous with

t
Mf =g(¥?) —g(y) —/0 Ayeg(Yy)ds (2.9)

a true mean-zero martingale (under any P, using the filtration generated by Y °). The infinites-
imal generator Ay for Y then has the form

Ay g(y) = Ayog(y) +)\(y)/EA(dv)(g(v) —g()),

and, for the generator Ax y for (X, Y), we obtain the form
d
Axy f(x,y) = Aye f(x,)(y) + ﬂ(y)af(x, y)

+A(y>/RF<du)/EA(dv><f<x—u,v)—f<x,y)) 2.10)

for suitably smooth bounded functions f.

Remark 2.1. Suppose that g € Dy.. The martingale M$ is then uniformly bounded on any
finite interval [0, #9] and is therefore L?-bounded on any finite interval. Consequently, for the
quadratic variation of M#, it holds that Ey[M#]; < oo for all t and, therefore, the stochastic
integral fé Z°dM§, with Z° a uniformly bounded predictable process, also defines a true
martingale (L?-bounded on all finite intervals). This observation will be used below.
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In the first main result of the paper, Theorem 3.1, we determine the joint distribution of the
time T to ruin and the deficit Z at ruin, where

T =inf{r >0: X; <0}, Z=-X;,

with Z defined only on the set (t < 00). More precisely, we shall, for x > 0 and y € E, find
the joint Laplace transform

E, e 077%%, 6>0,¢>0. (2.11)
In the second main result, Theorem 3.2, we determine the marginal Laplace transform
Eyyle 5% 7 < ol >0, (2.12)

obtainable of course from (2.11) by letting 6 | 0. For ¢ = 0, (2.12) yields the probability of
ruin Py (t < 00).

As in [6], the main idea is to look for partial eigenfunctions h (depending on (6, ¢)) for
the generator Ay y (see (3.24) below), since then (2.11) is obtained immediately. The first
main result, Theorem 3.1, reduces the problem of finding 4 (x, y) to that of solving a functional
equation involving only the argument y and the generator Ay-; see (3.5). Essentially, it is the
regenerative structure of (X, Y) that allows us to replace the search for a function depending
on both x and y with the search for a function depending on y alone.

Only in exceptional cases is it possible to solve the functional equation (3.5) explicitly. Some
examples are presented in Section 4.

As already noted, we do not assume that (2.7) holds for all y. There is however a variation of
this that is important for understanding whether ruin is certain or not. Call (X, Y) A-jumping
if (2.7) holds for A-almost all y. Then, cf. (2.4), forn > 2,

Py (T™ = 00) =0

for all y, i.e. if 71 < o0, the risk process X will have infinitely many jumps on (0, c0).
Furthermore, the renewal structure implies that the increments

7™
Xy, — Xq, , = f BY™yds — U,
0

are i.i.d. for n > 2, and since we shall assume below that EU,, < oo, the expectation of these

increments,
M
£ =E4 [/ Br)ds — Ul],
0

is well defined with —oo < & < 00. Since, on (11 < ©0),
| — 1
- D Xy = Xy ) = ~(Xg, = Xz) > £ as,
k=2
it follows that if (X, Y) is A-jumping then, given that 71 < oo, if £ < 0, ruin is certain, i.e.

Pey(t <00 |11 <00) =1, x>0,y€ekE,
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or, since T > 11 always,

Py y(t <o0) =Py(11 <00) =1—-E, (exp(—/ AYY) ds)) (2.13)
0

with the ruin probability not depending on x.
If (X, Y) is A-jumping and £ > 0, ruin is not certain with, in particular,

lim P, (t <00) =0, yekE, (2.14)
X—>00

as is easily seen since X, — oo a.s.on (71 < 00), so [ := inf{X;: ¢t > 0} > —oo a.s., and
then (2.14) follows using the additivity of the model.

If (X,Y) is A-jumping, we call (X, Y) A-recurrent if §¢ < 0 and A-transient it § > 0. If
(X, Y) is not A-jumping, we have ]P’A(T(”) = o0) > 0 foreachn > 2, and since these T™ are
i.i.d., it follows that X has only finitely many jumps on (0, 00), so ruin is not certain. In this
case I > —oo a.s. and (2.14) is true.

3. The main results

For Theorem 3.1 below, we need the following structure on the distribution F of the claim
sizes U,,, which was also used in [6]: write

pu Fi(du), u >0,
(1 — py) F—(du), u=<0,

F(du) = {

with F, a probability measure on (0, co) and F_ a probability measure on (—oo, 0]. Assume
that 0 < py < 1 so that positive claims (negative jumps for X) are always possible. If py = 1,
only positive claims occur and F_ is irrelevant. Next, introduce the Laplace transforms

Li(v)=E[e™"Y | U, > 0] =/ e V" F, (du), v >0,
(0,00)

L_(v)=E[e"Y | U, <0] =/ e " F_(du), v <0.
(—00,0]
The definitions of L4 and L_ as integrals extend trivially to {v € C: Rev > 0} in the case of
Li andto C_ := {v € C: Rev < 0} in the case of L_. In particular,

L+ (2)] <1, Rez > 0. 3.1

The basic assumption we shall make concerns L, which is supposed to be a rational function:

Pi(v)
Ri(v)
Here Py and R, are polynomials with no common roots, and Ry is of degree m > 1,
conveniently standardised so that the leading term of degree m has coefficient 1. In particular,
P, is of degree less than m. Note that L has an analytic extension to all of C except for the
m roots p of R4, all of which satisfy Rep < 0.

The reader is reminded that the distributions on R with a Laplace transform of the form (3.2)
are the distributions with a Lebesgue density f(x) > 0, which is a finite linear combination of
terms x”e™"* with p > 0 an integer and u € C with Re u > 0.

If py < 1, we shall also need to suppose that L _ has a suitable analytic extension from C_,
an assumption most easily satisfied if F_ is light tailed, e.g. if L_ is also a rational function.

Li(v)=

(3.2)
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The main result of this paper is the following, valid only because 8 > 0; see Remark 3.2
below.

Theorem 3.1. (i) Suppose that, for every 0 > 0 and every y € C with Rey < 0, the function

o N
cyo(y) = —Ey/(; ATY) exp(/(; (B —A(Y;))—6) du) ds (3.3)
defined on E is continuous. Then

leyol <1, yeC_,yekE, (3.4)

and cy g belongs to the domain Dy- of the generator Ay and is the unique bounded solution
to the functional equation

YB(Y) = A(y) = 0)cy0(y) + Ayecy9(y) =A(y),  ye€E. (3.5

(ii) In addition to the continuity of the cy, g, suppose that L is given by (3.2) with Ry
a polynomial of degree m. If py < 1, suppose also that L_ is analytic in an open set
containing C_. Finally, suppose that, for each 0 > 0, the function y fE A(dv)cy g (v) for
y with Rey < 0 is analytic with an analytic extension to some open set D = D(0) 2 C_.
Then the Cramér—Lundberg equation

R+(V)(1 + —pU)L—()/)/EA(dv)Cy,e(v)> = _pUP+(V)/EA(dU)Cy,9(U) (3.6)

has precisely m 0-dependent solutions y1(0), ..., ym(0) € {z € C: Rez < 0} (counted with
multiplicity) and it furthermore holds for all 6 > 0 for which these m solutions are distinct that

e—0T—¢Z _ Li(2) Z?:l rkcyk(f)),e(y)eyk(g)x

Ey, , x>0,yekE, 3.7
- ZZL] 9k
forall ¢ > 0, where g and ry depend on 6 and ¢ with
Py (6
. '+ (7(0)) | 38)
e ©) = O [T 2k Vi (0) — yi (9))
e = PUk (3.9)

1+ (= pu)L_(n(6)) [ Adv)ey, 6),0(V)

Remark 3.1. The assumption that the functions ¢, ¢ be continuous is a genuine assumption on
the structure of the Markov process Y °, satisfied by the processes normally studied, e.g. most
diffusions, all Lévy processes, all Markov chains on a finite or countably infinite state space,
and, more generally, all Markov processes for which the transition operators map the space of
bounded continuous functions into itself.

Remark 3.2. Identity (3.7) is true only when assuming that 8 > 0. Without this assumption,
the function 4 determined by (3.25) below would still be a partial eigenfunction for the generator
Ax.y, but instead of (3.26) below we would now only have

h(x,y) = KEy y[e 7752 AT+ Ey e P[h(0, Yo); Adl, x>0, y€E, (3.10)

where Aj is the set where ruin occurs by a jump by X below 0, while A, is the set where ruin
occurs by continuity (creeping). If 8 > 0, of course, A = &, but if 8(y) < 0 is possible,
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the second term on the right-hand side of (3.10) cannot be ignored and much extra effort will
be required to identify the joint Laplace transform for 7 and Z. Theorem 1 of [6] essentially
corresponds to assuming that E is finite with Y° a Markov chain, and there the difficulty
of the second term is resolved by showing that there is exactly the right number of partial
eigenfunctions that allows one to set up a solvable system of linear equations in the unknowns

Eryle 7% Al and By ,[e ®"h(0,Yr): AcN(Yr =i)], i€ E,

where E is the set of states i € E allowing ruin by creeping, i.e. 8(i) < 0. In this paper, where
E may well be uncountable, this approach is just out of the question.

Example 3.1. Because of (2.6), A(y) = 0 is not allowed, but Theorem 3.1 in fact applies also
to this uninteresting case: ruin is impossible so, trivially, E, ye_ef =0foralld > 0,x >0,
and y € E in agreement with the observation that ¢, ¢(y) = 0 is now the unique bounded
solution to (3.5) so that (3.7) also gives Ex,ye’ef =0.

For the proof of Theorem 3.1, we shall need Lemmas 3.1 and 3.2 below.

Lemma 3.1. Let g belong to the domain Dy- of the generator Ayo, see (2.9), let ¢: Rp — R
be bounded with a continuous first derivative, and let W : (—00, 0) be bounded and measurable.
Define

h( {¢(x)g(y), x>0,yeck,
X,y) =
¥ (x), x<0,y€eE,

and assume that Ay yh(x,y) is bounded for x > 0 and y € E. Then, for all xo > 0 and
yo € E, it holds for all 6 > 0 that

Expyo€ "W (X1) = ¢(x0)g(30) + Exg.yo /0 e O (Ax yh(X;, Y5) —0h(Xy, Yy)) ds, (3.11)

while, for @ = 0, it holds for all t > 0O that

AL
Ex(),y()‘//(xr/\t) = ¢ (x0)g(yo) + ]Exo,yo /0 ’AX,Yh(XSv Yy)ds. (3.12)

Note. It is important that it is not required that # globally belongs to the domain of Ax y;
in particular, % is allowed to be discontinuous in x at x = 0. For the Lebesgue integral on
the right-hand side of (3.11), only Ax yh(Xs, Ys) for s < 7 is required, i.e. it suffices that
Ax yh(x,y) is well defined for x > 0 and y € E. Then we can just use (2.10), which, for A,

becomes ,
Ax yh(x,y) = ¢(x)Ayg(y) + B(¥)d (x)g(y) — A(y)d(x)g(y)
+A(y)/F(du)/ Adv)k(x, u, v),
E

where
k(x,u,v) = l(xzu) o(x —u)g(v) + 1(x<u) Y(x —u).
Proof of Lemma 3.1. The key step in the proof is to argue that, forall xo > 0, yo € E,t > 0,

andn > 1,
- —OT AT, AL
Ey,ype "N h( X aruars Yoaraar)

TAT AL
= $(0)200) + Exg 3o /0 e~ A% yh(X,. Vy) ds, (3.13)

where we write Ai’yh = Ax yh—0h. From (3.13),if6 > 0, (3.11) then follows by dominated
convergence, letting first # and then ¢ tend to co, where, for the latter convergence, it is essential
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that & > 0. For & = 0, (3.12) follows from (3.13) by just letting n — oco. Equation (3.13) is
shown by induction, with the induction step from n to n + 1 using the strong Markov property
for (X, Y) together with the fact that t is one of the 7, and that 7,4 is the time of the first jump
after 7, so that (3.13) for n = 1 can be used when conditioning on (X, ¥;)o<s<z,. For the start
of the induction, i.e. the proof of (3.13) for n = 1, the idea is to evaluate both expectations in
terms of Ey,-expectations involving Y ° only, as can be done by using the conditional distribution
of 71 given X (1), cf. (2.1) for n = 1, together with the fact that

S
XM = xo + f B Yy du
0
has the same distribution as xg + f(f B(Y;)du. By invoking decomposition (2.9), (3.13) for
n = 1 then follows in a straightforward manner.

The second lemma required for the proof of Theorem 3.1 is used implicitly in the proof of
Theorem 1 of [6]; the reader is referred to that proof for further details in the cursory proof of
the lemma given below.

Lemma 3.2. Let y — d(y) be a C-valued function, and suppose that the equation

Ry(y)d + (= py)L_(y)d(y)) = —pu P+(y)d(y) (3.14)
is solved by m distinct numbers y1, ..., ym € Cwith all Reyy < 0 and all |d(yx)| < 1. Then,
with

Ry (vi)

= 3.15
T A -0 [Tz Ok = i) G139

(L+ A = pr) L-(yd () (e = O [z vk — mi)” '
K——;ir(H(l— )d (i) L— (i) (3.17)

= pUL+(§) P k pPU Vi) L—(Yk .

1 < Py (vk)

= , 3.18
L0 2 h O Tloalr — 70 G19

it holds for all x > 0 that

m m
D ore > " rd(n) F(du)e" &= 4 g F(du)e*“ ™ =0. (3.19)
k=1 k=1 (—00,x] (x,00)

Proof. That (3.15) is the same as (3.16) and (3.18) is the same as (3.17) is immediate
from (3.14). (Formally, (3.16) is always well defined because py > 0, |[L_ ()| < 1, and
|[d(yx)| < 1. Expression (3.15) makes sense only if d(yx) # 0, although if d(yx) = O,
Ry (yx) = 0 also by (3.14).) Comparing (3.14) with the Cramér-Lundberg [6, Equation (30)],
it is seen that they are the same provided we take

diy)=a' Q' (y, 01,

where the right-hand side comes from [6]. But, then (3.15) and (3.17) match Equations (35)
and (42) of [6], and since (3.19) is the same as Equation (43) of [6], the lemma now follows by
copying the reasoning given in [6, pp. 977-978], since this reasoning does not depend on the
special form d(y) has in [6].
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Proof of Theorem 3.1. We use the shorthand notation ry for r(¥Y;) with r an arbitrary
measurable function r: (E, &) — (R, B).
(i) Because Rey < 0 and 6 > 0, we have

o s
ley oM < Ey/ As eXp(—/ (A +0) du) ds
0 0

<E, foo(ks +9)eXP<— fs()»u +9)du) ds
0 0

=1

That ¢, 9 € Dy~ and satisfies (3.5) is essentially a Feynman—Kac-type formula. By (2.9) we
need to show that the process (with ¢y, 9, = ¢y 9(Y))

t
M, = cpos— cpo(y) — fo (ks = (PBy — s — B)cy.5) ds (3.20)

is, forevery y € E, amean-zero Py-martingale (with respect to the filtration (?}y ° )s>0 generated
by Y°). The only problem is the martingale property where we show directly that, forO <t < T,

E,[M7r | FY' 1= M,.

Define
a(y) =yB(y) —A(y) — 0,

o0 N
cro(Y) = —Eyf/O As exp(/o audu> ds.

By the Markov property,

so that, for any y’ € E,

f"YO
Eyleyor | 7 1= Eyley 0,711,

where y’ is the value of Y, specified by the conditioning. But then, again using the Markov
property,

o0 N
Eylcy 0,7 | gz‘tY 1= _Ey’EY;,, / As exp(/ audu) ds
0 0

oo s
= —Ey/f As+T—t exp(f au+T_,du) ds
0 0
o0 N
=—E, f As exp(/ audu> ds.
S JT—t T—t

. T 0 v
}?Y ] =Ey /t (ksz + oty / t Ay exp(/ laudu) dv) ds,
§— §—

t
Ey[Mr | 7 1= —c,0(») —/ (As —agcy0.5)ds + Ey Iy 7, (3.21)
0

Similar calculations give

T
E, |:/ (As — ascy 0,5) ds
0

SO
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with

oo N T o] v
L= —f Ag exp</ ocudu> ds — / (As_, + o4 f Ay exp(/ audu) dv) ds.
T—t T—t t s—t s—t

Differentiating with respect to 7' (or using partial integration) shows that I; 7 does not depend

on T > t; hence,
o s
Lir=10,= —/ As eXp(/ Oludu) ds,
0 0

so By lyr = cy,g(y’) = ¢y,0,;- Referring to (3.20), we thus recognise the right-hand side of
(3.21) as M;.

That there is only the one bounded solution to (3.5) given by (3.3) is argued as follows. Let
6 > 0 and Rey < 0, and suppose that ¢, g € Dy- is a bounded solution to (3.5). Then

dCV’QJ = ‘AYOC)/,G,Z dt + th

with M a mean-zero martingale. But, also defining

'
Zi=cypp. exp(/ O ds), (3.22)
0

t t
dZ; = (aicy 0,0 + Ayecy.0.0) exp(/ o ds) dr + dM;] = i, exp(/ o ds) dr + dM ],
0 0

t
dM; = exp(/ o ds) dM,
0

is a new mean-zero martingale (a true martingale since | exp fot oy ds| < 1; see Remark 2.1).
For any y € E, we therefore have

we then have, because of (3.5),

where

t N
EyZ; =c,9(y) +E, / As exp(/ oy du) ds. (3.23)
0 0

Ast — oo, Re f(; ayds — —oo (because Reay; < —0 < 0), so ¢y, 9(y) is bounded, and
dominated convergence when taking expectations in (3.22) yields lim; , » EyZ; = 0 and (3.3)
follows.

(i1) As in [5] and [6], the idea is to look for a bounded partial eigenfunction for the generator
Ax.y of (X, Y). More precisely, for each 6 > 0, we shall find a C-valued function 4 such that

Ax.yh(x,y) =0h(x,y), x>0,yeE. (3.24)

Inspired by [6] and assuming that (3.6) has m distinct solutions y;(0), ..., ¥ (0), denoted by
¥k in the sequel, it is natural to look for £ of the form

m
FiCy, e,y x>0 y€eE,
h(x,y) = ,; kom0 () Y (3.25)
Keb*, x<0,y€ekE,

where ¢ > 0 and ¢y, ¢ is the bounded solution to (3.5) obtained for y = y. If this & satisfies
(3.24), Lemma 3.1 immediately gives

KEq e 7757 = h(x0, y0), %0 >0,y € E; (3.26)
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hence, (3.7) follows if we show that (3.24) holds with the r; given by (3.9) and K given by
(3.18). By straightforward computations, for x > 0 and y € E, using (2.10),

m

(Axy —ODh(x, y) =Y e [(mB() — My) = 0)cy 0 () + Arocy, 0 ()]
k=1

+20) Z Tk (/ A(dv)cy.0 (U)> / F(du)er =)
k=1 E (—00,x]

+1(NK / F(du)ef G,

(x,00)

The key observation and the raison d’€tre for (3.5) is that, because of (3.5), the sum in the first
line reduces to A(y) Y ;. re?*", and, with the ry given by (3.9), and K given by (3.17), it
follows from Lemma 3.2 with

d(y) =/EA(dv)Cy,e(v)

that & given by (3.25) is the desired partial eigenfunction since, by (3.4), |[d(y)| < 1.

It remains to show that (3.6) has exactly m solutions y with Rey < 0. But, it is fairly
easy to argue that (3.4) implies this: by assumption, L_(y) and d(y) are analytic functions
of y € D(0). Hence, by Rouché’s theorem from complex function theory we need only show
that, for sufficiently large S > 0, it holds for z € 9I"g that

IR+ (2)(1 — pu)L—_(2)d(z) + pu P+(2)d(2)| < |R+(2)I, (3.27)
where 01" denotes the boundary of the region
I's={z€eC:Rez <0, |z]<S}U{zeC:z=1iw, —S <w < S}

(Inequality (3.27) implies that the number of solutions to (3.6) with y inside I's is the same as
the number of roots for R inside I'g and this number is exactly m, the degree of R, if S is
sufficiently large. Also, Jg.o's = {z € C: Rez < 0}.)

Since P4 is a polynomial of degree less than m, we have | Py (z)| < |R+(z)| for sufficiently
large |z|. Furthermore, by (3.1), | P+(iw)| < |R4+(iw)| for w € R; hence, | P+(2)| < |R+(2)|
for z € dl'g if S is sufficiently large. Because py > O and |L_(z)| < 1 if Rez < 0, (3.27) now
follows using (3.4).

Remark 3.3. As mentioned at the end of the introduction, it may be possible to solve the ruin
problem for the Albrecher—Boxma model [1] using partial eigenfunctions. The risk process in
the model has the standard form

Ny
Xt:x0+ct—ZUn

n=1

with ¢ > 0 and U,, > 0. The occurrence and size of the jumps are determined from a Markov
chain J4 = (J,f)nzo in discrete time with finite state space H = {1, ..., M} and transition
probabilities (p;;);, jen together with a collection of given jump intensities (X;);cy and a given
family (F;);jen of distributions on (0, c0) in the following manner: with 161 =iy € H, let
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71 be exponential at rate A;, and, given 7; and Jld = i1, let Uy have distribution F;,; given 11,
Jld =i, and Uy, let T® =15 — 7 be exponential at rate A;, and, given in addition sz =iy,
let U, have distribution £, ; continue in the obvious manner.

Defining J; = J 1‘\1,,, the joint process (X, J) is a time-homogeneous Markov process with
generator of the form

Ax, g f(x, i) = C%f(x, D)+ A Z Pij/ )Fj(dS)(f(x =5, )= fx,0). (328

jeH o0

In [1] the authors were interested in determining the discounted penalty function at ruin (Gerber—
Shiu-type functional), which in our notation is the expectation

Eyile " w(X,—, Z); T < o]

for x > 0. The results discussed above correspond to the simple choice w(x,z) = e ¢z,
nevertheless it is of interest to ask whether, for this choice of w, a result similar to Theorem 3.1
can be obtained using partial eigenfunctions since they may well be more explicit in form than
those given [1]. Comparing generator (2.10) with (3.28), it is seen that the overlap corresponds
to (writing a; for A({;}))

Ax, g fx, i) = Cif(x, D)+ A Z aj / F(ds)(f(x —s, ) = f(x,0)),
dx jeH (0,00)

i.e. the special case of the Albrecher—Boxma model treated in this paper corresponds to taking
Y° completely deterministic (and not equivalent to J) with Y7 = Yy for all ¢, B(i) = c,
pij = aj,and F; = F, which is a very simple model.

In order to use partial eigenfunctions on the Albrecher—-Boxma model, it is necessary to at
least require that each F; has a rational Laplace transform. One may then try to look for a
partial eigenfunction % satisfying, for some finite index set K,

hix,i) = Z die’* (3.29)
keK

for x > 0 and all i € H with all Rey; < 0; cf. (3.25). The problems that arise consist in
determining the size of K (in many cases there is a natural guess) and how to find the d;; and
the yx. Finding an equation for the y, appears particularly challenging, it is not at all clear
which equation to use instead of the Cramér—Lundberg equation (3.6)! We do believe however
that, by restricting all F; to be distributions that are finite linear combinations of exponentials,
itis indeed possible to find partial eigenfunctions of the form (3.29), but it does appear essential
that Y ° is as simple as a finite state space Markov chain. These results will hopefully appear in
future work.

We shall now discuss how to find the marginal Laplace transform (2.12). For y withRey < 0,
define, in analogy with (3.3), taking 6 = O there,

cyo(y) = —Ey/O AYY) exp(/o (B — A(Y))) du) ds. (3.30)

Note that |c, 0(y)| < 1. The case y = 0 is particularly important:

co,0(y) =—1+E, exp(— /‘00 AYY) ds>. (3.3D)
0
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For the statement of the final result, we retain the assumptions from Theorem 3.1 concerning
L., Ry, and L_, and the functions ¢y, 9 when 6 > 0 and Rey < 0.

The reader is reminded of the concepts of A-jumping, A-recurrence, and A-transience
introduced at the end of Section 2.

Theorem 3.2. (i) Suppose that, for every y € C with Rey < 0, the function c, o defined by
(3.30) is continuous. Then cy ¢ is a bounded solution to the functional equation

(YB(Y) = A()cy,0(y) + Ayecyo0(y) =A(y),  y€E. (3.32)

Any bounded and continuous solution to this equation is uniquely determined at all y € E for

which (2.7) holds, i.e.
o0
P, </ ATy ds = oo) =1. (3.33)
0

(ii) Still assuming that the c,, o are continuous, the modified Cramér—Lundberg equation

R+(V)<1 + = puy)L_(y) /E A(dv)cy,O(v)) = —puP(y) fE A(dv)eyo(v)  (3.34)
has precisely m solutions y1(0), . .., ¥m(0) (counted with multiplicity) that satisfy the following
conditions:

e if (X,Y) is A-transient, Reyx(0) < 0 for 1 <k <m;

e if (X,Y) is A-recurrent, one of the solutions, y,,(0) say, equals 0 and Reyy(0) < O for
l1<k<m-—1;

e if (X,Y) is not A-jumping, Reyx(0) < 0for1 <k <m.

If these m solutions are distinct then, for all { > 0,

CL(©) Y5 rkey0).0(p)ere O

Eyyle % 1 < o0] x>0,y€kE, (3.35)

ZZ;] gk '
with
Py (7(0))
- , 3.36
"= 0 = O Tl 150 =y (0) (3-30)
re = Pudk (3.37)

14 (1= pu) L) [z A)ey0),0(0)°

For { = 0, corresponding to finding the ruin probability Py y(t < 00), (3.35) still holds if
(X, Y) is either A-transient or not A-jumping. If (X, Y) is A-recurrent then

o0
Py y(t <o0)=1—-E, exp<—/ AYY) ds), x>0,y€E. (3.38)
0
Remark 3.4. Note that the ruin probability (3.38) in the A-recurrent case is precisely
Py (71 < 00), as it should be; cf. the discussion at the end of Section 2.

Remark 3.5. For y = 0, (3.32) always has the solution cp 9 = —1, and, referring to (3.31),
we see that if, for some y, Py (fooo A(Y?)ds < 00) > 0 then (3.32) for y = 0 has at least two
linearly independent bounded and continuous solutions.
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Proof of Theorem 3.2. (i) Assume that, with Rey < 0, ¢, ¢ given by (3.30) is continuous.
A word-for-word copy of the proof that (M;) defined by (3.20) is a martingale shows that

t
M; =cy 0, —cyo(y) — / (As — (¥Bs — As)cy0.5) ds
0

is a martingale, so ¢, o € Dy- and satisfies (3.32).
Suppose conversely that ¢, o is a bounded and continuous solution to (3.32). Then, defining

(see (3.22))
t
Z =30 eXp</0 (VBs = s) dS)a

we find, exactly as in the proof of (3.23), that

13 s
EyZl =Ey,0(y)+Ey/(; As CXP(/O (vBu _)Lu)du> ds,

whence .
lim By Z; = &,000) = ¢,000),

so uniqueness at y holds precisely when the limit on the left-hand side is 0. But, if (3.33) holds,
this is true since then lim,_, o Z; = 0, Py-a.s.
(i1) We shall use the fact that
]EX,V[e_gz; T <oo]l= Ilim Ex_},e_ef_gz.
’ 6—0,6>0

Consider the solutions y1(0), ..., ¥ (0) to (3.6) for an arbitrary 8 > O with all Reyx(0) < 0 in
some order (e.g. increasing real part first, increasing imaginary part second). Pick an arbitrary
sequence 6, > 0 with 6, — 0. We claim that there is a subsequence n’ such that the limit

10, - ym (@) = Tim (y1(0n). - Yin (On') (3.39)

exists. To see this, find So > O such that | Py (y)| < %|R+(y)| for all y € C with |y| > So.
Rewriting (3.6) as

Ry(y) = (=puPi(y) — (1 = pu)Ry(y)L_(y)) /E A(dv)ey p(v),

it is immediately seen that, for || > So, the expression on the right-hand side is in absolute
value less than or equal to

pulPr)| + (1= pr) IRy ()] < (30 + (1 = pv)) IR+ (V] < |R1 ()],

and, consequently, any solution y (0) to (3.6) satisfies |y (0)| < So. In particular, all |y, (6,)| <
So and (3.39) follows by compactness. Obviously, Reyy (0) < O for all k.

Next, observe that, by dominated convergence, lim,/ ¢y, 4,6, (¥) = ¢y,0),0(y) for all y;
cf. (3.3) and (3.30). Using (3.7) with & = 6,/ and letting n’ — oo, for ¢ > 0 (!), we now
obtain (3.35) provided the y4(0) are distinct and with the relevant g and r¢ in (3.36) and (3.37)
obtained by taking limits in (3.8) and (3.9).

Note that, because of (3.35), we can conclude that the limit point (y1(0), ..., ¥, (0)) is
uniquely determined (up to permutations of the entries) since if not, different functions of
(x, y) yielding the same expectation would appear.
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Taking limits in (3.6) shows that all of the y,(0) are solutions to (3.34), an equation which
therefore has at least m solutions y (counted with multiplicity) with Rey < 0. We see directly
that y = 0 is a solution to (3.34) if and only if

/ A(dv)cpo(v) = —1, (3.40)
E

i.e.if and only if ¢g o(y) = —1, A-ass.

It was assumed above that { > 0. For ¢ = 0, we have L (¢{) = 1 and (3.35) is still valid
provided all y;(0) # 0, in which case (3.35) the yields the ruin probability P, (7 < o0). If,
however, { = 0 and one of the yx(0), e.g. ¥ (0) equals 0, because of the appearance of the
factor y4, (0) in the denominator, g,, is not defined by (3.36). In this case, before taking limits
on the right-hand side of (3.7), multiply both the numerator and denominator by y,,(6,/) and
then obtain the desired limit

_ PU
14+ 1 = py) [ A(dv)co,o(v)

where the last equality holds because of (3.40).

It remains to show that if 4 (0) # O then Rey,(0) < 0 and to argue that (3.34) has precisely
the solutions claimed in statement (ii).

The first claim is easy: we know that Rey, (0) < 0, so assume that y4(0) = iw for some
w € R\ 0. From (3.34), it follows that

Py y(t < 00) = 0,0(y) = —co,0(»), (3.41)

-1
puL4(@iw) + (1 = py)L_(iw)’

and, since w # 0, py > 0, and F; is not degenerate at 0, the absolute value of the denominator
on the right-hand side is less than 1. Since |ciy.0| < 1, we have reached a contradiction.

The second claim is more difficult. Suppose that all Rey,(0) < 0. Then (3.35) with ¢ =0
gives limy_, o Py y(t < 00) = 0 and (2.13) implies that (X, Y) is not A-recurrent, i.e. either
A-transient or not A-jumping. If one of the y4(0) equals O, using (3.41) and (2.13) we see that,
forx >0and y € E,

/ A(dv)ciy,0(v) =
E

Py y(t < 00) = —co,0(y) = Py(71 < 00),

which certainly fits with (X, Y) being A-recurrent. Since (2.14) also holds if (X, Y) is not
A-recurrent, we conclude that all Rey;(0) < 0 in the non-A-recurrent case and that in the
A-recurrent case m — 1 of the y,(0) have strictly negative real parts with the remaining y% (0)
equal to 0.

We finally need to argue that (3.34) has no solutions y with Rey < 0 other than the y4(0)
found for the A-transient, A-recurrent, and non- A-jumping cases. The latter is simple since the
argument involving Rouché’s theorem in the proof of Theorem 3.1 applies unchanged. To deal
with the A-jumping case, assume that (3.34), apart from the 4 (0), has an additional solution
ym+1 € C_, different from all the y,(0) with, necessarily, Rey,,+1 < 0. Assuming that the
solution 0 to (3.34) in the A-recurrent case is 4, (0), define

()717 MR J7m) - (Vl(o)» MR Vm—l(o)’ Vm-i—l)

Using Lemma 3.2 with d(y) = fE A(dv)cy o(v), it follows that (3.19) holds with ry = 7 and
K = K, where 7 and K are given by (3.16) and (3.18), respectively, when taking yx = .
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Defining, cf. (3.25),
m -
- Fkeyo(e™, x>0, y€E,
h(x,y) = ,; " (3.42)
Keb*, x<0,y€eeE,
using (3.19) and (3.32), we find that Ax,yﬁ(x, y) =0forx > 0and y € E, so, by (3.13),
from Lemma 3.1,

Exyh(Xears Yenr) = hix, y).

Letting t — oo gives
h(x,y) = Eyy[Kef* ;1 < 00 + lim E, y[A(X;, Y1); T = o0]. (3.43)
11— 00
Inthe A-transient case we have X; — ooon (71 < 00) and, therefore, by (3.42),h(X,, Y,) — 0,

Py.y-a.s. on (r1 < 00). In the A-recurrent case, on (z = o0o) we have 11 = 00, Py y-a.s.
Consequently, in both of these cases

lim By y[2(X;, Y,); T = o0]
t—0o0

= lim Ey[2(X, Y)); 11 = 0]
t—00

m

o0 t
= tlim E, exp(—/ AYY) ds) Z Frey oY) exp(]7k (x + / BY?) ds))
— 00 0 0

k=1
=0, (3.44)

where the last equality is argued below. For the non-A-jumping case, a modified argument
using the fact that X has only finitely many jumps shows that the limit of the last term in (3.43)
is still 0. Thus, in all cases, from (3.43) and using (3.42) for x > 0, it follows that

1 « ~
~z. S R
Ey yle $2. ¢ <o00] = z FrCy 087",
k=1

where the presence of the term involving e?”+!* contradicts the established result (3.35) and we
may therefore conclude that an extra solution y;,+1 to (3.34) with Rey,,+1 < 0 cannot exist.

We conclude by showing that (3.44) holds: ignoring the factor 7%, in absolute value the kth
term is less than or equal to

t
E, exp(—/o )L(Ys°)ds>|5,7k,o(Yt°)|. (3.45)

Writing y' = Y,° we have

5.0 < Ey’(l —exp(—/o A(Yf)ds)),

so, by the Markov property, the expression in (3.45) is less than or equal to

t o0
exp(—/ ATY) ds) <1 - exp(—/ ATY) ds)) — 0 ast— oo.
0 t
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4. Examples

We shall present three special cases of Theorem 3.1 corresponding to Y° a Markov chain
on a finite state space (Example 4.1), Y° completely deterministic (Example 4.2), and Y° a
Cox-Ingersoll-Ross diffusion (Example 4.3).

Example 4.1. Suppose that Y° is a homogeneous Markov chain on a finite state space E
equipped with the o-algebra E of all subsets of E. The model is the special case of that
considered in [6], see (4) therein, corresponding to taking all o; = 0 and all 8; > 0. Denoting
elements of E by i, j and writing g; instead of g(i) for function values, we have

(Areg)i = Y qij(gj — &)
JEE

where (g, ;) is the transition intensity matrix for Y°. In particular, g; := —¢g;; = Z{ i jiy i
and (3.5) becomes, writing g for the column vector of values g; of a function g,

Oy, 0)cy =4,

where Q(y, 6) is the matrix with entries

vBi —qi —Ai — 6, ifi =j,

qij(y,0) = e,
Y i%]s iti # j,

in agreement with Equation (25) of [6]. Also, f A(dv)cy (v) becomes

a" Q7 '\(y, 0L

hence, the Cramér—Lundberg equation (3.6) is the same as that given in Equation (30) of [6] and
itis easily seen that (3.7) is the same as Equation (34) from Theorem 1 of [6] when remembering
that in the setup in the present paper, ruin by creeping is impossible.

Example 4.2. One choice of Y° that makes it possible to solve (3.5) explicitly is when Y° is
R-valued and completely deterministic, i.e.

YP = ¢ (Yy),
with the ¢;: E — E (where E C R) forming a semigroup under composition:

P = id, @10 Pps = ¢I+S1 s,t>0.

Assuming that ¢t — ¢;(y) is differentiable for all y, we have, for g differentiable (or just
absolutely continuous),

Ayeg(y) =a(y)g' (y). 4.1)

where a(y) = D;¢s(y)|r=0. (Y° is a special and extreme example of a piecewise-deterministic
Markov process as introduced in [3]. See also [7, pp. 159-160 and Equation (7.58)] for a
discussion of the structure of composition semigroups and the form of the generator.)

A first and very simple particular case of this deterministic model for Y ° is when E = (0, 0c0)
and B(y), A(y), and a(y) are proportional, e.g. assume that a(y) > 0 for y > 0 (forcing
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t — ¢:(y) to be strictly increasing) with 8(y) = Ba(y) and A(y) = Aa(y), where § > 0 and
A > 0 are constants. Then (3.32) becomes (y8 — A)cy 0(y) + c;,o(y) = A, l.e.

cy0(y) = + Kexp—(yB —A)y.

vB—A

With Rey <0 and y > 0, the unique bounded solution is the constant

cy0(y) B
and it follows that the Cramér-Lundberg equation (3.34) is the same for all choices of the
function a and the reset distribution A. At first this may seem surprising since Theorem 3.2
now implies that the Py, y,-probability of ruin depends neither on a, A, nor y. That this is so
becomes clear however when one realises that the Py, y,-distribution of the random variable
X ray_ — xo is the exponential distribution with rate parameter A /8 for all a, A, and xo > O,
yo > 0! Thus, the ruin probability for X starting from xq is simply the probability that a random
walk xg — ZZ:I Uk in discrete time started from xq ever becomes less than O with the Uk ii.d.,
having the same distribution as Uy — Vi and the Vj i.i.d., independent of the U and exponential
at rate A/B. (That X;a)_ — xo is exponential may be seen as follows. For a given yp > 0,
introduce ® (1) = [ ¢5(yo) ds. Then X71)_ — xo = B (T ) and the Py, -distribution of 7
has density fra (f) given by

Fra(t) = Ay (yo)e @,

Thus, the Py, y,-distribution of X7, — xo (which, by the additivity of X, does not depend on
Xp) is given by

Py (Xyar — %0 € d2) = ~ fra <<I>_1 <5>>Dq>—1 <5> dz. 4.2)
’ B B B

But, from
o~/ z
/ ¢s(yo)ds = —,
0 B

we obtain, by differentiation with respect to z,

¢q>—l(z/,3)(y0)D¢_l<%) =1,

and, inserting thisinto (4.2), it follows that X ya1)_ — x¢ has the desired exponential distribution.)

We shall give a second example with Y° completely deterministic where the ¢, g have a
simple explicit form and where the Cramér—Lundberg equation (3.6) also has a simple form.
Suppose that ¥ ° is completely deterministic and greater than 0 with Y, = Ye* corresponding
to the generator

Ayog(y) = ayg' (v);
cf. (4.1). We assume that a # 0. Next we assume that A(y) = A > 0 and that

BY) = B1jr.00)(¥),
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where 8 > 0 and r > 0. Then (3.5) becomes

(VB 11r.00)(¥) = A = )¢y (v) +aye, (y) = 4,

which, if Rey < 0, has the following unique absolutely continuous and bounded solution for

y > 0:
A <y)()\,+0)/ll< A A )
——+ | = - , y=r,
a>0: cyo(y) = )‘+9)\ d O A+ =Py
- ) yzrv
r+60—By
A <
- T . A =7,
nto Y
A
a<0: cyo(y) = _A+9—ﬂy
y (A+6—By)/a A A
+| = - , yz=zr.
r A+0—By A+6

Assume from now on that the reset distribution is degenerate at r, A = ¢,. The Cramér—
Lundberg equation (3.6) is then particularly simple, viz.

R+(J/)<1 + (= pu)L_(y) , 4.3)

A
= — P _—
pU +(y)yﬂ—k—0

A
Vﬂ—k—f?)

—x —A
R+(V)(1 +(1 - Pu)L—(V)m> = —PUP+(V)m, (4.4)

using (4.3) for the case a > 0 and (4.4) for the case a < 0.

Ifa > 0, this is exactly the same as (2.8) from Example 2.1 with X the standard risk process
with Poisson A arrivals of claims and constant premium rate 3!

If a < 0, and we assume that F is exponential at rate u > 0 and F_ is exponential (on
(—00,0)) at rate v > 0, (4.4) reduces to a second-order equation in y which, for 8 > 0, has
one root less than 0 that should be used in (3.7) and one root greater than 0. For 6§ = 0, the
two solutions are y = 0 and y; = pyv — (1 — py)u, which does not depend on a, b, or r.
Thus, the ruin probability Py ,(z < oo) = 1 if and only if pyv — (1 — py)u > 0if and only
if EU,, > 0, while, if pyv — (1 — py)un < 0, we find, using (3.35), (3.36), and (3.37), that

pU

Pyt <00 =11 o/ =

cpL0(y)e’,
)

with
_17 )75”,

C ’0( ): A (A=By)/a A
i (O )
r— By r =By

Example 4.3. Suppose that Y° is a one-dimensional diffusion, i.e.

dy? = b(Y?)dt + o (Y?) dB;,
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on some open, half-open, or closed interval I from/tor, —oo <! < r < co. Then the domain
of the generator Ay- includes all bounded functions g that are twice continuously differentiable
on the interior of 7, int/, with

Ayeg(y) = b1 () + 357 (Mg" ()

bounded and that, if either [ € I or r € I, satisfy the boundary conditions pertaining to a
reflecting or absorbing boundary point. (The functions » and o must be compatible with 7 in
order for the diffusion to exist, e.g. in order for Y° never to hit / if [ ¢ I.)

In order to use Theorem 3.1, we must solve (see (3.5)) the second-order differential equation

YBY) = h(3) = O)cy.0(y) + b(IC, o) + 102 (ch () =4, yel, (@45

subject to the relevant boundary conditions. As a specific case, suppose that Y° is a Cox—
Ingersoll-Ross process on the open interval I = (0, 00), i.e.

dYy = (a + bY.)dt + o/ Y dB;,

where a € R, b € R, and o > 0 satisfying 2a > o2, which is the well-known necessary and
sufficient condition on (a, b, o) that insures that the diffusion stays inside I = (0, co) forever.
Assume also that A(y) = A > 0 (Poisson arrival of claims) and that 8(y) = By with 8 > 0.
Equation (4.5) then reduces to

(VB — 1 — 0)cy0 () + (a+by)c, o(y) + 2oyl 4(3») = & 4.6)

with no boundary conditions, an equation we now proceed to solve assuming that Rey < 0 and
6 > 0.
Define p+ = p+(y) as the roots of the equation y8 — bz + %0212 =0,i.e.

1
p+(y) = Og(b +./b> —2Byo?),

where /b2 — 2Byc? is the square root of b> — 28y a2 with strictly positive real part. Then
Repy > 0,Rep_ < 0, and Re(p_/p4+) < O . Furthermore, define 61 = §1.(y, 0) € C by

St A+04+b+(a—0cH)ps),

" 02(ps — po)

and, finally, define, for0 <r < 1,

—6_
Yyo(r) = (1 — ) <r - ”—‘) , 4.7)

o+

using the main branch of the complex logarithm function to define log(r — po—/p4). Then
Reé > —1, wherefore the integrals

1 _ 1
Wy p(1) = — / Yoy du,  Ty(r) = — / ury (u) du

converge absolutely and the function

1
y > Cpo(y) = / Yy0()e™"" dr
0
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solves the second-order differential equation
(YBY—A—6)ey6(0)+(a+by)E, g (N +102yE, o () = (4+6)Wy.6(0)+ap4 Ty 6(0), (4.8)
i.e. (4.6) is solved by

A
(A +0)¥, 4(0) + am%,g

1
CV,H(Y)z (0)/0 I;l’y,@(lfi)e_“'mrydu. “4.9)

We shall not here give the technical details for the proofs of all the claims made above, but
only indicate how one argues that ¢, solves (4.8). The left-hand side of (4.8) equals

1 1
(yBy — A — 9)/0 Yy oe " du — (a + by)/o prury o (w)e P+ du

1 : :
+50% /0 Py (e du,

which, using partial integration, may be written as

1
y[ (e "*du 4+ (A + 0)W,, 6(0) + ap4 ¥, 4(0),
0
where

@) = (vB —bpyu+ 507 pZu”) Yy 0() — (h+0)p4 W, () — ap ¥y 6 ().
We claim that ¢(u) = 0: by differentiation,

£'(u) = (yB — bpsu + 507 pLuP) ¥, o () = o+t +0 +b + (@ — o) pru)iry,o(u),

and the definition of yr, ¢ given in (4.7) fits precisely with the fact that ¢’ vanishes. Thus, ¢ is
constant, and since W, (1) = W,, (1) = 0, this constant equals

lim (v — bpru + 302 p2u )Py 0 (0) = lim 302 (psue = py) (P = p-)Ury,p () =0,

using the fact that p4 and p_ are the roots of y8 — bz + %0212 = 0 together with (4.7) and
Reé;+ > —1 for the last equality.
Equation (4.9) may be written as

o Ay g (w)e= P+ du
Jo O+ 0+ ap iy o () du’

cya(y) =

From (3.4) we know that |c, ¢(y)| < 1, an inequality that is obvious upon referring to the form
(4.7) of Y, g when y € R, y < 0, but which in the general case, y € C and Rey < 0, appears
surprisingly difficult to prove by analytic means!
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