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Abstract

Draw-down time for a stochastic process is the first passage time of a draw-down level
that depends on the previous maximum of the process. In this paper we study the
draw-down-related Parisian ruin problem for spectrally negative Lévy risk processes.
Intuitively, a draw-down Parisian ruin occurs when the surplus process has continuously
stayed below the dynamic draw-down level for a fixed amount of time. We introduce
the draw-down Parisian ruin time and solve the corresponding two-sided exit problems
via excursion theory. We also find an expression for the potential measure for the pro-
cess killed at the draw-down Parisian time. As applications, we obtain new results for
spectrally negative Lévy risk processes with dividend barrier and with Parisian ruin.
Keywords: Spectrally negative Lévy process; reflected process; Parisian ruin; draw-down
time; draw-down Parisian ruin; potential measure; excursion theory; risk process
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1. Introduction

The concept of Parisian stopping time was first proposed in [5] for option pricing in
mathematical finance. The papers [13] and [12] later introduced Parisian ruin time for lin-
ear Brownian motion and the Cramér—Lundberg risk processes to model the ruin problem
with implementation delay, where expressions for the Parisian ruin probability were provided.
Intuitively, for a risk process, the Parisian ruin time is the first time when the surplus process
has stayed below level 0 continuously for a time period of a predetermined duration r.

The Parisian ruin problem has since been studied extensively under the framework of spec-
trally negative Lévy processes. By considering spectrally negative Lévy processes of bounded
and unbounded variation, [9] found the respective expressions for the Parisian ruin proba-
bility. The authors of [21] revisited the Parisian ruin probability and provided an expression
which is considerably simpler than that of [9], and unifies the results for spectrally negative
Lévy processes of bounded and of unbounded variation. In [20], the result of [21] was further
extended to refracted Lévy processes. The Parisian-ruin-related dividend optimization prob-
lem was investigated in [10], where the barrier dividend strategy turned out to be the optimal
strategy. Work on a variant of the above model in which the duration r is random can be found
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Draw-down Parisian ruin 1165

in [17], [2], and [14]. Recent work concerning the Parisian ruin with an ultimate bankruptcy
level can be found in [8], [11], and [6].

Results on Parisian ruin are often expressed using the scale functions and the marginal
density for the spectrally negative Lévy process. The approaches in the previous literature on
Parisian ruin for Lévy risk processes typically involve arguments concerning fluctuation iden-
tities if the underlying Lévy process has sample paths of bounded variation. Approximation
and limiting arguments are further needed to handle the case of unbounded variation.

More recently, in [22] a novel approach is adopted by connecting the desired Parisian ruin
fluctuation quantity with the solution to the Kolmogorov forward equation for a spectrally
negative Lévy process to find the joint Laplace transform of the Parisian ruin time and the
Parisian ruin position, as well as an expression for the g-potential measure of the process killed
at the Parisian ruin time.

Since Parisian ruin is defined using excursions of the underlying process, one would expect
excursion theory to play a role in its investigation. But we are not aware of any previous studies
of Parisian ruin problems via excursion theory.

A general draw-down time for a stochastic process is a downward first passage time of
a dynamic level that depends on the previous supremum of the process. It generalizes the
classical ruin time of first passage from a fixed level and helps to understand the path-dependent
relative downward fluctuations from the previous supremum for the underlying process.

The draw-down time was first studied for diffusions in [18]. Some early work on draw-
down time for spectrally negative Lévy processes can be found in [24]. In [1], draw-down
exit problems were studied for taxed spectrally negative Lévy processes using both excursion
theory and an approximation approach. More recent fluctuation results concerning the draw-
down times for spectrally negative Lévy processes such as the associated joint distribution, the
potential measure, and creeping behaviors were obtained in [19] via excursion theory. Many
ruin-time-related results for spectrally negative Lévy risk processes can be generalized to the
associated draw-down time setting, and at the same time, the obtained expressions are in terms
of scale functions that remain semi-explicit. We refer to [27] for recent work on draw-down
reflected spectrally negative Lévy processes.

In the study of ruin problems with implementation delay in actuarial risk theory, it is inter-
esting to take into consideration the historical performance of the surplus process and adjust
the delay accordingly. Given the previous results on both the Parisian ruin probability and the
draw-down time, it comes naturally to introduce the general draw-down feature to the Parisian
ruin problem for spectrally negative Lévy risk processes. In this way the Parisian ruins can be
associated to the previous historical high of the process, which makes it possible to pose more
elaborate Parisian ruin problems and leads to better understanding of fluctuation behaviors
for Parisian ruin. In this paper we are going to implement this idea and generalize the known
results on Parisian ruin time to those concerning the general draw-down Parisian ruin time.

We recently noticed that the two-sided exit problem involving the draw-down Parisian
ruin time was studied in [26] for the classical draw-down process using fluctuation theory;
the author investigated only the classical draw-down rather than the general draw-down. We
remark that the solution to the two-sided exit problem in [26] can be recovered from one of our
results; see Remark 4.2 concerning the general draw-down.

More precisely, for spectrally negative Lévy risk processes we find solutions to the two-
sided exit problems associated to the draw-down Parisian ruin times. We also find an expression
for the potential measure associated to the draw-down Parisian ruin time. In addition, we obtain
recursive expressions for moments of accumulated time-discounted increments of the running
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supremum up to the draw-down Parisian ruin time. As applications, we recover a previous
result and obtain new results on Parisian ruin for a spectrally negative Lévy risk process with
a constant dividend barrier.

To prove the main results, we adopt the excursion theory approach, which we find very
handy for draw-down fluctuation arguments for spectrally negative Lévy processes. To this
end, we first identify the associated exit quantity under the excursion measure for the excursion
process of a reflected spectrally negative Lévy process from its running supremum. Since the
draw-down-related quantities can be expressed using the excursion process, the desired results
then follow from compensation formulas. A similar approach can be found in [19]. To the best
of our knowledge, this paper represents the first attempt at applying excursion theory to the
study of Parisian ruin problems.

The rest of the paper is arranged as follows. After the introduction in Section 1, in Section 2
we briefly review the spectrally negative Lévy process, the associated scale functions, the
draw-down time, and several draw-down fluctuation results. Section 3 introduces the excursion
process of the spectrally negative Lévy process reflected from its previous supremum, together
with results on the excursion measure related to the Parisian ruin time. The main results and
proofs are contained in Section 4. In Section 5, we apply the main results to spectrally negative
Lévy processes with Parisian ruin and dividend barrier, thereby recovering previously known
results and obtaining new results.

2. Preliminaries on spectrally negative Lévy processes and Parisian ruin problems

We first briefly introduce spectrally negative Lévy processes, the associated scale functions,
and some fluctuation identities. Write X = {X(¢); t > 0}, defined on a probability space with
probability laws {IP; x € (— 00, 00)} and natural filtration {F;; t > 0}, for a spectrally negative
Lévy process that is not a purely increasing linear drift or the negative of a subordinator. Denote
its running supremum process by

X(1):= sup X(s), t>0.

O<s<t

The Laplace exponent of X is given by

1
Y0 =InE,(?XO) = yo + Z0%7 - /(0 (1= = xl.(0) v(d,
,00

where the Lévy measure v satisfies [, ., (1 Ax?) v(dx) < co. Itis known that /(9) is finite for
0 € [0, 00), and it is strictly convex and infinitely differentiable. As in [3], the g-scale functions
{(W@; g > 0} of X are defined as follows. For each ¢ > 0, W) : [0, o) — [0, 00) is the unique
strictly increasing and continuous function with Laplace transform

oo
/ e W@ (x)dx = é, for 0 > @,
0 V() —q
where @, is the largest solution of the equation ¥(6) = g. Further define W@ (x) =0 forx <0,
and write W for the 0-scale function W®. Note that W9 (0 4) = 0 if and only if the process X
has sample paths of unbounded variation.
Forp,p+¢>0,y>0, and x € (— 00, 00), define two more scale functions as

X
WD (x) = WP(x) + ¢ / WD (x — w)WP (w)dw
y

https://doi.org/10.1017/apr.2020.36 Published online by Cambridge University Press


https://doi.org/10.1017/apr.2020.36

Draw-down Parisian ruin 1167

and .
ZPx) =1+p / WP (w)dw.
0

For any x € R and ¢ > 0, define an exponential change of measure for the spectrally negative
Lévy process by

X

dP,

D
dPY | _ epxo—o—yo,

Fi

Furthermore, note that under the probability measures P, the process X remains a spectrally

negative Lévy process. From now on we denote by Wg’) and Wy the g-scale function and
0-scale function, respectively, under the measure IP)’?.

For the process X, define its first up-crossing time and down-crossing time of level
a e (— oo, )by

thi=inf{t>0:X()>a} and 7, :=inf{r>0:X(1) <a},

respectively. It can be found in [16] that

W(q)(x)
—qt, I A 04 _
Ex(e l{r,j'<ro }) W(‘i)(a)’ X € (— 00, al. (D
In addition, it follows from [28] that
W@ (x) WOx+y) 4

=&, and lim =e 7, (2)

y—oo  W@(y)

A function & : (— 00, 00) — (— 00, 00) is called a draw-down function if £(x) < x for all the
values of x that are of concern. Define the &-draw-down time ¢ of X as

T = inf{t > 0: X(t) < £(X(1))},

witll the convention that inf ¢} := co. We call & X (t¢)) the associated draw-down level. By [19],
for £(z) := z — &(z) we have

“W9'E(2)
x WOEQ)

For » > 0 the Parisian ruin time is defined by

Ex(e_qffl{rqu}) =exp {— dz} , x€(—o0,al 3)

kr=1inf{t > r:t — g, > r} with inf := o0,

where
g =sup{0 <s<t:X(s) >0} with sup@:=0.

Given the draw-down function &, we define the £-draw-down Parisian ruin time of X as
/{f =inf{t>r: t—g? > r} with inf @ := oo,

where )
gf =sup{0<s <r:X(s)>&X(s))} with sup@:=0.
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From [21] and [10], we have
Jo° Wx+ 2zZP(X(r) € d2)

Pi(k, < 00) =1 —E(X(1)) , XE(—00,00),

Jo7 ZP(X(r) € dz)
and
(q)
_ £ (x)
E(e %, ):—, xe (=00, al, (4)
X {td <kr} egq)(a)
where

o0
€9 (x):= / e~ Pt WD (x4 ) P (X(r) € dz)
0 r

- f W<4>(x+z)§1P>(X(r)edz).
0

Note that E(rq) can be treated as a scale function associated to the Parisian ruin.
Write £, := ¢\ for simplicity. Then
E (X(1
(X(1)) 0,00).

P (ier =1- r
(r < 00) TP (X(n) e d)

For b € (0, 00), let
D(t) = (X(t)—b) VO, >0, 5)

denote the accumulated amount of dividends paid until time ¢ of the barrier strategy with barrier
at level b.

In this paper, we are interested in the following fluctuation quantities related to the draw-
down Parisian ruin time:

(i) The draw-down Parisian-ruin-time-related two-sided exit problem
B (e 1

{‘L’;<Kf/\1’n}>’ X e (_ o0, OO), aec [xa OO),

where 7 is another draw-down function such that n(z) < £(z) < zforall z <a.

(i) The joint Laplace transform involving the draw-down Parisian ruin time, the position of
X at the draw-down Parisian ruin time, and its running supremum until the draw-down
Parisian ruin time:

_alf— £ _
Ex<e g(xf r)exx(/cr)w(x)r(p(x(/cf))l{,{f«;}), x€(—00,al, ae(— oo, 00),

where ¢ : (— 00, 00) — (— 00, 00) is an arbitrary bounded measurable function.

(iii) The potential measure of X involving the draw-down Parisian ruin time,
o
f e 1DE(fX(0), X(1)it <kf ATS)dt, x€(—00,al, ae(— o0, 00),
0
where f is an arbitrary bounded bivariate function which is differentiable with respect

to the first argument.

https://doi.org/10.1017/apr.2020.36 Published online by Cambridge University Press


https://doi.org/10.1017/apr.2020.36

Draw-down Parisian ruin 1169

(iv) The kth moment of the following integral involving D, which can be interpreted as
the accumulated amount of time-discounted dividends up to the draw-down Parisian
ruin time:

Vi b)=E(IDs]),  xe(=o00,00), be (0, 00),

with

&
Kr

Dy = D¢ j = / e 9 dD(t).
0—

Further let Vi (x) := VE (x; x), x € (—00,00).Foré(x)=(x—>b)Vv0withb> 0, Dy can
be interpreted as the accumulated discounted dividends paid according to the barrier
dividend strategy with barrier at level b until the draw-down Parisian ruin time.

We assume the differentiability of E(rq) whenever needed. In fact, by (2) and the definition of
ES"), ES") inherits the same differentiability as W%, It is known that, when X has sample paths of
unbounded variation, or when X has sample paths of bounded variation and the Lévy measure
has no atoms, the scale function W@ (and hence qu)) is continuously differentiable over (0, co)
(resp. (— 00, 00)). Moreover, if X has a nontrivial Gaussian component, then W@ (and hence
qu)) is twice continuously differentiable over (0, co) (resp. (— 0o, 00)). The interested reader
is referred to [4] and [15] for more detailed discussions on the smoothness of scale functions.

3. Excursion process and Parisian-ruin-related quantities under excursion measure

In this section, we briefly recall basic concepts in excursion theory for the reflected process
{X() — X(1); t > 0}, and we refer to [3] for more details. We also obtain new Parisian-ruin-
related results on the excursion measure.

For x € (— 00, 00), the process {L(f) := X(t) — x, t > 0} is a local time at O for the Markov
process {X(t) — X(¢); t > 0} under P,. The corresponding inverse local time is defined as

L () =1inf{s > 0: L(s) > t} = sup{s > 0: L(s) < t}.

Further, let L=}t —) == li£n L~1(s). Define a Poisson point process {(t, ;); t > 0} by
st

g() =X )= XL\t =) +s),  seO, L' ()—-L' -] (©6)

whenever the lifetime of ¢; is strictly positive, i.e. L'O-L'¢—)>0. If L7'(¢)—
L~ '(t—)=0, define & := Y with Y being an additional isolated point. It is known that ¢ is
a Poisson point process taking values in the space of excursion paths with characteristic mea-
sure n if {X(r) — X(f); t > 0} is recurrent; otherwise, {¢;; < L(c0)} is a Poisson point process
stopped at the first excursion of infinite lifetime. Here, n is a o-finite measure on the space &£
of excursions, i.e. the space £ of cadlag functions f satisfying

f:(0,2)— (0,00) forsome ¢ € (0,00] and f(¢) € (0, c0) if ¢ < 00,

where ¢ = ¢(f) denotes the excursion length or lifetime; see Definition 6.13 of [16] for the
definition of £. Denote by &( - ), or ¢ for short, a generic excursion belonging to the space
& of canonical excursions. The excursion height of a canonical excursion ¢ is denoted by
&= sup &(?).

1€[0,¢]
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With a little abuse of notation, for a € (0, o) and ¢ € [0, ¢], let

inf{se[0,¢]:s<t,e(w)>aforallwels, ]} if e()>a,
a .
8 (8) =
t otherwise;

and
#e) sup{s€[0,¢]:s>t, e(w)y>aforallwel[t,s)} if e(t)>a,
g) =
! t otherwise.
Write ¢(e) :=d}(¢) — gf(¢) for the length of the maximum time interval (containing ¢)
when the canonical excursion ¢ stays above the level a. Further define

af () :=inf{g¥(e): t €0, ¢1, ¢(e) > 1},

with the convention that inf ¢ := ¢. Intuitively, of (¢) is the starting time of the first time
interval of length more than r when the excursion path stays continuously above level a.

The following result gives the excursion measure of the event that there exists a time interval
with length at least r during which either the excursion process continuously stays above level
z > 0, or there is an excursion with height strictly greater than z 4 y for some y > 0.

Proposition 3.1. For any z, y € (0, 00), we have

W (@0, n+ X'y, n)
W@, )+ x(zy. )’
where the derivative of x is with respect to the first argument, and the Laplace transforms of

¢(y, r)and x(x,y, r) (in r) are given, respectively, by

[ xtwrnar=> (er’_e)(X+y) W(x)z<9><y))
0

(N

n(ef(e)<torg>z+y)=

9 woy)  woy)
and
o —0r _ Z(e)()’)
/0 e Py, r)dr—iew(e)(y).

Proof. It follows from Theorem 1 of [11] that

- x(x, y, 1)
1 =Py (kr AT, =E X)) { W —_— 8
v (kr A T2, < 00) (())( () + ¢(y’r)) (8)
for any fixed positive y. By the strong Markov property, for a > x we have
IP’X(K, A r:}, < oo) = IPX(‘L';_ <Ky A ‘L':y < oo) + IPX(K,« A t:y < ‘L';_)
= ]P’x(ra'|r <Ky A r:y) ]P’a(/cr A r:y < oo) +1— Px(t;' <KrA r:y),
which together with (8) implies
1—Pue, AT, <00
Px(t;' <Kk, A r:y) = x( j )
1 —Pa(icr A T, < 00)
W)y, r)+ x(x, y, 1)
= ©))

- W@y, r) + x(a,y, )’
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Because {(t, &;); t > 0} defined via (6) is a Poisson point process with intensity measure d¢ x dn,

we have
Pu(r <kr A r:y) = Ex< l_[ 1 (o, (en=C(er). §,§x+t+y}>
t<a—x
a—x
:exp(—/ n(of (&) <¢org>x+1+y) dt)
0
a
=exp (—/ n(ogf(e) <t org>w+y) dw), (10)
X
where €; denotes the excursion height of ;. Combining (9) and (10) yields (7). ]

We next prove a version of Proposition 3.1 for y = co.
Corollary 3.1. For any x € (0, 00), we have

e
£,(x) .

n(aj(s) < g) =

Proof. By definition we have

o W(e’fe)(x +y)
—0r _
/0 € (W(x)¢(yv r)+X(-xv yv }")) df"— QW(G)(y) (11)
The definition of W\"" % (x 4 y) together with (2) yields
(6,—0)
Wy 1 *
lim Y ()C +)’) _ e(l)gx - / W(W) ef<1>gw dw
ytoo  OWO(y) o Jo
o0
= / W(x + w) e~ %" dw, (12)
0
which coincides with the Laplace transform (in r) of £,(x) as follows:
o o0 o z
/ e 0, (x)dr= / e / W(x +2)2P (X(r) e dz) dr
0 0 0 r
o0 o
= / et / W(x +2)P(r," € dr)dz
0 0
o +
= f W(x + 2)E(e % )dz
0
o0
_ f Wr + w) e du, (13)
0

where we have used Kendall’s identity,
P (X(r)edy) dr=P(r} edrdz. 77> 0.
- .

By (11), (12), (13), and the continuity of Laplace transforms, we have

}}'II‘IOIL W)@y, ) + x(x,y, 1) = £,(x).
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In fact, the same arguments as above lead to

lim (W @)@y, r) + x'(x, y, 1) = €,.(%).
ytoo
Therefore,
n(ot;r(s) < {) = l%m n(ot;r(s) <lore >x+y)
yToo
— lim W @)e(y, )+ x'(x, y, 1) _ £,(x)
yToo W(x)¢(yv r)+X(-xv )’7 r) Zr(x)’
which is the desired result. (]

Remark 3.1. Applying Corollary 3.1 and a property of Poisson random measure, we have for
x < a that

Py (Ta—i_ < Kr) =P, (a;__:,.;(st) ={(en), t<a-— )C)

- —x G040
e et o)<l _ o f T D _ 6
Lr(a)

Then (4) can be recovered via a change of measure.

Denote by €, the excursion (away from 0) for the reflected process {X(s) — X(s); s > 0}
starting at time g in the time scale for X, i.e. g= L' (t—) < L™'(¢) for some t > 0 and € =6
In addition, denote by ¢, := ¢ (¢;) and €, := &, its lifetime and its excursion height, respectively,
and write o (¢,) := o} (¢/); see Section IV.4 of [3]. The following result gives the joint Laplace
transform involving e, under the excursion measure.

Proposition 3.2. For any g, A € [0, 00) and a, r € (0, 00), we have

—qa (e) JA(a—e(af (e)+r)) =y (n
n(e qerf () g (a—e(er (e)+7)) =¥/ ( >r1{%+(€)<§}>

4" () A a [ A ' A
= <e =) -9 (e af WD (z)e~ Zdz+/ AN fgq)(a)ds)>
£ (a) 0 0

— M+ (Y () —g) (Ae“ / WD()e *dz 4+ W'P(a)
0

+ /O s £§4>’(a)ds>. (14)
Proof. Given g, A >0, r, a > 0, and a > x, by Theorem 3.1 in [22] we have
E, (efq(xrmexxm)fwwrl{mj})
=M — (YW —¢q) <e“ fo ) WD (z)e *dz + /0 v E(Sq)(x)ds)

4w
4 (a)

+ / Lo z§q>(a)ds)>. (15)
0
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By (4) and the compensation formula (see for example Corollary 4.11 of [3] or Theorem 4.4
of [16]), one gets

E, (efq(xrmexxwr)fwwrl{mj})

+

— —q8 —qa L( )(GA’)

=E | D e ] Lot en=cn xiL=a® T
8 h<g

A x+L(g)—eq a;L( e+ ) )= (r
x € ( ( ¢ )) {05:+L(g)(€8)<5g}

o0 +
_ —qw gt 1 (©)
=E, / " [T Nt g en= 2001z / e Tt
0 h<w €

M+ —e( ety @+r) ) =v
X e ( 5( +L(w) )) l{av:rL(w)(S)<§} n(de) dL(W))

a—x
— —qL™' (v
- Ex /O © l—[ l{a;_L(h)(eh): n}
h<L=1(w-)

x /g e*qa;;w(e)e)v(X+W*€(°‘;r+w(€)+’))*W()»)rl{a;rw(gkg} n(de) dw)

“ —ar T —aoT Aw— + + —U(n
:/x Ex(e qty 1{T1T<Kr}) n(e qaw(S)e (W é(()lw(g) r)) Y( )rl{a$(5)<§'}) dw

¢ Z(rq)(x) —qoi} (&) A (w—e(a (€)+1)) =y (W)r
= n(e wit)e w 1{a$(5)<§}) dw,
X

6" w)

where ehgh < g) denotes the excursion (away from 0) with left endpoint /z for the reflected
process {X(7) — X(#); t > 0}, and ¢, and €, denote its lifetime and excursion height, respectively.
Note that by (15),

(q)
E7Q) (et e) h(a—e(od ) Hr)) —p (Wr
0D(q) n<e ¢ Y 16 })
(@) (@) a r
69 ¢
_ @b ga) <exa_(w()\)_q) <eka / WO (e d; + / e Vs g§q>(a)ds>>
(@) 0 0
£ (a)
(@) a
¢
T O e oy — g (2 f WD (e dz + W?(a)
E(q)(a) 0
(
.
+ f e Vs e§q>’(a)ds)>.
0
We thus obtain (14). 0
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The following result gives an expression for the potential measure of the excursion process
until time " + r under the excursion measure.

Proposition 3.3. For any g, A € [0, 00), a, r € (0, 00) and any bounded differentiable function
f, we have

¢
W((I)(O +) eqrf(a) + n(/ e*q(l*r)f(a — S(t) )l{aj(8)>tr}dt>
0

_ 7@

=@ ( / eI, (f(X(s))ds — / W — 2E; (f(X(r))dz
(@) \Jo 0

- / 'E (f(X(r—s)) e@(a)ds)
0

- / I IE (f/(a+ X(s)))ds + / WD (a — )R, (f(X(r))dz
0 0

+ W0 +) B, (FX()) + / E (f(X(r — ) £9(a)ds. (16)
0

Proof. Let e, be an exponentially distributed random variable with mean 1/¢ independent
of X. For ¢, . >0 and r, b > 0 with x < a, we have

/ e R fX(0);t <kr ATS)dt
0

a

kAT t
=E, /0 e_q(’_r)f(X(t))d(/o I{X(s)=)’((s)}d5>

1
+ ;Ex (eqrf(x(eq)) l{eq <K,m;f}1{X(eq)<5((eq)})

= h1(x) + ho(x). (17)
Note that

t
fo L=z ds = W20 +) X()

and that X(r) = X(¢) implies r = L' (L(r)) almost surely. Thus, the function /1 (x) can be further
expressed as follows:

_ -1 _
WD +) ]Ex(/o R 0) ’)f(x+L(f))1{x+L(z)ga, Ll(L(z))<K,}dL(f))

a—x
— W(q)(o HE, </ e—‘I(L—l (w)—r)f(x + W)l{L—I (w)</<,}dW>
0

a
= WO edr /O E ( e ](W)l{rl(w><x,})f(x+W)dW

a—x
= WD +)e?" / E, (e*fifxﬁw]{rt <Kr})f(x + w)dw
0 X+w
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a
= WO +) e / B Lt iy ) fO0)0

X

2D
= WD +) e / (q)(x) Fw)dw, (18)
o

where (4) is used in the final equality.

To further develop /2 (x), note that X(e,) < X (eg) if and only if there is an excursion with left
endpoint g such that ¢, € (g, g + ¢¢). Hence, by the compensation formula and the memoryless
property of the exponential random variable, /7(x) can be rewritten as

1
— qr
Ex (Z € 1_[ 1{0[:+L(h)(€h): &y X+L(g)<a}

q g h<g

X f(x + L(g) — € (E‘I - g) )l{a;;L(g)(eg)>eq—g—r, O<eq—g<;‘g}>

1
— —q(g=r)
- qu (Z © l—[ l{a;_L(h)(eh): Sns x+L(g)<a}

8 h<g

X f(x + L(g) - eg(eq))l{a:+L(g)(eg)>eq—r, eq<§g})

1
= - e~ qw=r)
B qu (f l—[ x+L(h)(€h): ¢, x+L(w)<a}

h<w

X /gf(x + L(w) — s(eq) )I{O‘QL(W)(S)”F’* eq<§}n( de) dL(w))

1

a _ +_
zaEx(/ eI fgf(w—s(eq) Mg o1y r. gy ) dw)
X

a ¢
= / E, (e CS <K,}) ( /0 e 1TIF (w — e(h) )1{a$(8)>,r}dz> dw
X

a p@) ¢
- / ;2)(@)”( /O e 1 If (w —&(0) )1{a$<s>>zr}d’> dw. (19)
x 47 (w

It follows from (17), (18), and (19) that

/ - e 1R (FX(0); 1 <k ATS) dr
0

(q)( )
= WO +)e? f o fowdw
X Er w)
a 654)(x) Is gt—n
+ /x T n( fo e f(w — &) )l{amg)ﬁ_r}dt) dw. (20)

https://doi.org/10.1017/apr.2020.36 Published online by Cambridge University Press


https://doi.org/10.1017/apr.2020.36

1176 W. WANG AND X. ZHOU

Meanwhile, by Theorem 4.4 of [22] we know that
o
fo e 1R (FX(); 1 <kr ATS) dr
r X
- / I, (f(X(5)))ds — / W (x — . (FX(r))dz
0 0

— / 'E (fX(r — 5))) €D (x)ds
0

qu)(x) r a
@ ( / e VEq (FX(s))ds — / W@~ 2)E; (f(X(r)dz
£, (a) \Jo 0
— / rIE( FX(r—9)) e§q>(a)ds>. (1)
0
Combining (20) and (21), we obtain (16). U

Remark 3.2. For any b € (— 00, 00), if we replace f(x) with f(x, b) in Proposition 3.3, by
similar arguments we have

¢
WP +) e f(a, b) + n( fo e 1" f(a— (1), b)l{a;(8)>,_,}dt>

_ 4@
0@

( f ' e IE, (f(X(s), b))ds — f ’ W9 (a — 2)E, (f(X(r), b))dz
0 0
- f 'E (f(X(r—s), b)) e@(a)ds)

0

- f B (%f (a+X(s), b>) ds+ / "W a = HE, (FX, b))z
0 0

+ W0 ) E, (FX(r), b)) + f E (f(X(r — s), b)) egw(a)ds). (22)
0
Remark 3.3. Letting f(x) := e**~¥®" in Proposition 3.3, we have

¢
n( f DMy dt) WD ) eV r
0

(qy ra (1 _ o= (WR)—gr
_ £ (a) <e (1 e ) o /fl W(q)(z)ef)‘zdz _ /’e,w(x)s Zg‘f)(a)ds)
(D(a) v —q 0 0
e (1 _ e—(w(k)—q)r)
N Y\ —q
+ / " vs €D (a)ds.
0

a
+ he™ / WD (e dz + W' (a)
0
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4. Main results

In this section we present several results concerning the draw-down Parisian ruin. The first
result below solves a draw-down Parisian-ruin-based two-sided exit problem. It generalizes
Theorem 1 of [11].

Theorem 4.1. Given any a, let 1 be another draw-down function such that n(z) < £(z) < z for
z<a. For any x € (— 00, a), we have

Ey (e—qff l{fa+ it Arn})
—exp (_ @ WD EW)Pg, (EW) — n(w), 1) + x D' (EW), Ew) — n(w), 1) dw)
x WOEWND,, (EW) —n(w), )+ x DEW), Ew) — n(w), r) ’
where the Laplace transforms of ¢®q (v, r) and xD(x, y, r) = e®e* Xo, (x, y, ) with respect to
r are given, respectively, by

oo
/ e Y Dx,y, ndr
0

) WO+a)(y) WO+a)(y)

! (W;9+q,—0)(x+y) - W(‘f)(x)e‘b"y (1 +60 fg e®qWW(0+q)(W)dw)) 23)
and

e (146 [ e—%ww(@ﬂ)(w)dw). 24

OWEHD(y) ’ o

(0.¢]
/ eferqbq)q (y,r)dr=
0
here, y € (0, 00), the derivative of x© is taken on the first argument, and qbd,q and Xog play the
roles of ¢ and x for the process (X, ]P;Dq).

Proof. By (7) and an argument similar to that of (10) we have

Pz < K& A )

:Ex< [T 1 <et>=z<e,>,asﬁ<x+r>})

(<a—x E(x+1)

exp (_ / n(of,, (&) < ¢ orF = Ew)+ () — n(w)) dw)

—exp - ¢ W EWNPEW) —nw), 1)+ X EW), Ew) — n(w), 1) dw 25)
x WEWNPEW) —n(w), )+ x EW), Ew) — n(w), 1) ’

where 7(w) :=w — n(w). By (25) together with a change of measure, one has
B (e 1

{rf<KfArn})

— b, (1) p®
=e Y@ IP (o <if A Ty)

a
_ D (a—x) _ + = 7
=e 4 exp < /x g, (O‘E(W)(S) <forg> n(w)) dw)
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W&>,, Gy, g GO0 =m0+ x(’bq Ew).Ew) —n(w),r) »
Wapg GO0 gy , (E00) = 100).) + g, EO).E00) = (w).1)

—®ya—x)— [}
=¢c

o WO BB, €00 =000+ x D' Eon).E00 = n0.1)
¥ WDENEg,, 00— 1000+ ) DEW.E0) = now).r)

’

where
Wo, (00 =e" P W), xq vy, =" "5 D(x,y, 1),

. . @
and ng, represents the excursion measure under the new probability measure P, . (|
We next provide a version of Theorem 4.1 for n = —oo.

Corollary 4.1. For x € (— 00, a), we have

- G
Ex(e qt, 1{1’;—<Kf}) =exp (-/x m dw ). (26)

Proof. By definition we have

X
WOTE =D (x4 y) = WD (x 4 y) — 0 / WO yWEOHD (x + y — w) dw,
0
which together with (2) yields

0+q.—0

. W)(v +a )(x+y)
m  ———
ytoo  @WEFD(y)

— o Potgx (é _ /x W(‘I)(w) e~ Po+gw dw)
0

— o Potg¥ (é _ /oo W(‘I)(w) e Po+a" dy + /oo W(‘I)(w) e~ Po+qw dw)
0 X

o0
= / WD (x + w) e~ Po+a" dw. 27
0
This coincides with the Laplace transform (in r) of e’qrﬁ(rq)(x) as follows:
o o o z
/ e e 10D (x)dr = / e~ OFar / WD (x +2)=P (X(r) € dz) dr
0 0 0 r
o o
= f e O Far f W (x + 2)P(r;" € dr)dz
0 0
o +
=/ WD (x+ B OT0% )dz
0

oo
= f WD (x 4 w) e~ Po+a" dy, (28)
0
where we have used Kendall’s identity,

P (X()eds) dr=P(r} edrdz,  z,r>0.
.
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From (23) and (24) one knows that

w4 y)

g (29)

o0
f e (W@, 07 + XD, y, 1) dr = =
0
Combining (27), (28), and (29), one can conclude that
lim (W09, (0, 1)+ X D0, y.1) =7 60).
ytoo !
By the same arguments, we have
lim (W', (1) + x93, 1)) =6 o),
ytoo !
Hence, we have

WD EW)py, (c+EW). 1)+ xVEW). c+EW). 1 67 Ew))
am‘ww@mm¢¢@+smorw+ﬂw@m0c+éwow CEPEw)

It then follows easily from Theorem 4.1 that
- ""uJr — |1 a
Ex(e ! 1{T;<K,§}) - g?g} By (e " l{ra <k AT C})
“EVED)
=exXp|— (4)7 dw .
x 47(Ew)
which is the desired result. ]
Remark 4.1. Letting £ =0 in (26), one recovers (18) of [10]:

a qu)/ qu)
E, (e %a 1{r o }) =exp (—/ (q)(w) dw | = (q)(x)‘
x4 (w) £ (a)
Letting £(x) = kx — d with k € (— 00, 1) and d € (0, 00) in (26), we have
1
(q) %
V(1 —k d
E, (e gt l{r <K$}>= i )(( )x + d)
‘o 6P((1 = kya+d)

By (26), one can also obtain the draw-down Parisian ruin probability

* 0EQ)
Py (k2 =1- —/ .
(k7 <) em<x @@Z)
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The following result presents the joint Laplace transform involving the draw-down Parisian
ruin time, the position of X at the draw-down Parisian ruin time, and its running supremum
until the draw-down Parisian ruin time. It generalizes Theorem 3.1 in [22].

Theorem 4.2. For any g, A € [0, 00), x € (— 00, 0), a>x and any bounded measurable
function ¢: (— 00, 00) > (— 00, 00), we have

—q(f— £ .=
Ex(e 4<K r)eAX(Kr) v (x) ¢(X(K§))1{Kf<r,j'}>

a w @ & (@) = _
_ / 00 () exp (_ / fr(q) (E(z)) dz) [ér(q) (E(W)) (exs(w) — W) —
x x 47(EQ) G (EW)

_ E(w) r =
» (exs(w) / WD (e *dz + / e Vs qu)(é(w))ds>>
0 O

_ - Ew)
— 2™ 4 (Y (h) — ) (Aekg(w) / WD(2)e dz
0

+ WDEW)) + f e Vs qu)’(g(w))ds)} dw. (30)
0
Proof. By (26) and the compensation formula, we have

&
- (eq(K,r) X (kf)— VIR UGN 6 })

+
—qo (€g)
= e E(+L(2))
(0 0)= 0 L) Za)

(Z e~ %p(x + L(g)) H 1

e)» <x+L(g)7eg (o:+

FaerLie) 8 Hr)) V@

1, +
(O 1 €8V <4} )

Tt
D% et Ly

=u«:x</ e " p(x + L(w)) ]_[ 1
0 w

(en)= gy, x+L(w)<a) / ¢
e &

E (x+L(h))

+
ex(”L(W)75(“§(x+L(w>>(€)+’))7‘”(”1 +
o s Lo

a—x
=E e 0L (x4 w 1
X( fo octw [ Lar o

h<L=1(w-)

(©)<t) n(de) dL(w))

X/eqot:(X+W)(6)e)»<x+wve(as(ﬁ_w)(e)Jrr))W(A)rl{a
P .

E(x+w)
4 — a7t
= /x e(W)E, <e at 1{T$<K§}>

y (&) A(w s(oﬁ' (€)+r))*¢()»)r
x n(e % o) 1{0[;( (©=<t) dw

(6)<¢) n(de) dw)
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a , w eEf])’ =y
=/ MMy (w) exp (— / # dz)
x x 47(6(2)

+ < +
—qaf (&) r(Ewm—eled (@)+r))-v0r
x n(e Ewn e ( ( Ew) )) l{a;W)(8)<§}) dw,

which together with (14) yields (30). O

Remark 4.2. By Theorem 4.2, for any ¢ € [0, 00), x € (— 00, 00), and a € [x, 00) we have

Ex(e‘f@’)l : )
{kr <74}
) v 0 D(E () 6 Ew)) _ =
= f exp (- f e dz) e (z<4>(§(w))+q f z§q>(g(w))ds)
x v GP(E) 6P EW)) 0

—q (W“f’@(w)) + / ' zgffy@w»ds)} dw.
0

Letting a 1 oo and then choosing E(w) =wVy—awith) <y —x <a < 0o gives

. <e_q(Kf_r)1{Kf <oo}>

Yoy _E(q) _ r
:/ 9 M(Z(q)(w—y—i-a)—i-q/ zgff><w—y+a>ds> dw
v W 6P w—y+a) 0

)y 00 w (@) (g r
L a—yta = / @) | @ (Z‘q>(a)+q / Zéq)(wds)
6(a) y ) 67 (@) 0

—q (W(‘f)(a) + /r £§61)/(a)ds>j| dw
0

(@) , w=y

_Zr _

= M (Z(q)(w—y—i—a)—i-q/ Z@(W—y—i—a)ds)

6w —y+a) 0 -

(9) (q) r -

G x—y+a) | 47 (a) /

+ @ . @ (Z(q)(a) +4q / qu)(a)ds> —q (W(q)(a) + / ¢ (a)ds)

£ (a) £ (a) 0 0

(@) r
r 25 _
=ZDx—y+a)+gq / (D(x —y+ayds — 617()2 v yta) <W(q)(a) + / qu)/(a)ds),
0 6" (a) 0

which recovers Theorem 2.1 of [26]. It can then be checked via a change of measure that
Proposition 2.3 of [26] can also be recovered from our Theorem 4.2.

The following result gives the potential measure of X involving the draw-down Parisian ruin
time. It generalizes Theorem 4.4 in [22].
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Theorem 4.3. For any g, A > 0, r > 0, a > x and any bounded bivariate function f(x,y) that is

differentiable with respect to x, we have

/ - e 1E(fX(0), X(1)it <kf AT[)dt
0

a w @) F (@) & r
x x 6PE@) 6P Ew) \Jo

Ew)
B / WDEW) — DE (f(z+ EW) + X(r), w))dz
0
— /o E (fEW) +X(r — 5), w)) égq)@(W))dS>
B /r eq(r—S)E (if(w +X(S), W)) ds
0 ox
§(w) —
+ / W(q)'(g(w) —2E (f(z+&Ww) + X(r), w))dz
0

+ WDOH)E (f(w+ X(r), w)) + f r E(f(EW) 4+ X(r —s), w))z§q>’(§(w))ds] dw.
0

Proof. For g, A > 0 and r > 0 with a > x, we have

/ " R, (FX0, Xyt <k A T) o
0

Kf/\r;' _ 4
—E, (/o e 1FX (1), X (1) d </o l{X(s):X(s)}ds>>

1 _
_ qr
+ q Ex (e f(X(eq)’ X(eq)) I{X(eq)<)_((eq), €q<Kf/\‘L’a+})

=1L+ Lkx). (31)

Note that .
/o Lix(s=x(s)yds = W@ +)X(1)

and that X(t) = X(?) implies t = L~Y(L(r)) almost surely. The function /1 (x) can be rewritten as
> -1
W0 +) Ey ( f e~ 1 EO (4 L), x + L(1))
0

Xt 2a, 11 @) <k }dL(t))

a=x
:W(q)(0+)Ex(f0 e gL~ (w) r)f(x+w,x+w)1{Ll(w)<,(f}dw)
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a—x
-1
:W(q)(O +) eqr/O Ex(e qL (W)I{L—l(w)«f})f(x_'_W’x+w)dw
a e _
= WD 4) e / e AP FEW) + EW), Ew) + E(w))dw, (32)
X

where (4) is used in the last equality. Using the compensation formula, the function /5(x) can
be rewritten as

1
_ qr
g h<g

E(x+L(h)

E(x+L(g))

X f(x + L(g) — €g (eq - g)’ X+ L(g))l{a+ (eg)>eq—g—r, O<eq—g<;‘g})

1
__ —q(g—r)
8 h<g

E(x+L(h)

x flx+L(g) — €g(eq)a X+ L(g))l{Q§X+L(g))(€g)>eq_r, 6q<§g})

1 [ee]

= —q(w=r)

= p E, (/() € 1_[ l{ag(X+L(h))(eh): &n x+L(w)<a}
h<w

X /g S+ Lw) — e(eq), x+ L(W))l{“ixmw»
1

a
—q( :'—_ ) —
qu(fx i r1{IW+<K5}fgf(w e(eq),w)l{a;m(g)ﬂq_heqq}n(de)dw>
G ¥ 07 E ()
= exp | — sz
x x 67(E@)

¢ _ _
x n( fo e 1 E W) — e (1) + Ew), s<w>+s<w))1{ag(w)(€)>,r}dr) dw.  (33)

e

Combining (31), (32), (33), and (22) leads to the desired result. [l
We have the following version of Theorem 4.3 when f is independent of y.

Corollary 4.2. For any g, > >0, r>0, a>x and any bounded differentiable function f,
we have

o0
/ e 1DE(fX();t <ki ATt de
0

a w 2@ & @) = r
. v 6PE®R) 6P EwW)) \Jo
E(w)
- WDEW) — 2E (f(z+EW) + X(r)))dz
0
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- /0 E (f(Ew)+X(r —s))) egf»@(w»ds)

r E(w) _
- / dIE (f'(w+ X(s5)))ds + / WD Ew) — 2 (f(z+ E(w) + X(r)))dz
0 0

+ W0 E (fw+ X)) + / E (f(E(w)+ X(r —5))) zgffy(E(w»ds)} dw.
0

The following result gives the Laplace transform of the potential measure of X killed upon
up-crossing a (> x) or draw-down Parisian ruin.

Corollary 4.3. For any g, A > 0, r > 0, and a > x, we have

i
E, / e~ 4= AXO=Y (M1 44
0

B /a e)»S(W) exp [ /w qu)/(g(z)) dz 554)’(§(W)) <e)»§(w) (1 _ e*(‘p()»)*fi)r)
x « 0PEQ) 6P Ew)) () —q

_ Ew) " =
_ Em) / WD(g)e " dz — / e VO Zg‘f)(é(W))dS)
0 0

L EW) (1 — e~Wk=ar)
Y(d) —q

+ WDEMW)) + / e e@’@(w))ds} dw.
0

- E(w)
+ 2eM ) / WD (z)e *dz
0

Proof. Letting f(x) := ¢**~¥ )" in Theorem 4.3, or using the compensation formula together
with Remark 3.3, one can get the desired result. (|

Recall the definition of V,f (x; b) at the end of Section 2. The following result generalizes
(20) in [10] and Propositions 1 and 2 in [25].

Theorem 4.4. For any g >0 and k > 1, we have
(kq)! (=
o Ly w
V,f (x; b) =/ kVi—1(2) exp (— f #dw)dz, xe(—o0,b],
b x Ay (‘i: (W))

where

> S0 (E )
Vk(.x) :/ kafl(Z) exp | — / (kq)i_dw dZ, X € (— oo, OO),
x x Ay (é (W))

with Vo (x) = 1.

Proof. For € > 0 and any integer n > 1, we have

(A "
E, (( f " ep (s)ds) 1. <K5}> = o(e) (34)
0 b+e r
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and

Kk "
Ep ((/ ~dD (s)) <ot ) =o(e). (35)
0 b+

Actually, X (l’b e) b + € implies D(s) <€ for all s € [0, l’b+ |. Hence, the left-hand side of
(34) is less than

ot n
"E, / e e %*ds
0 {‘[;:_6 <Ky }
€" +
<—|Ey|1 —Ep [e Tel
< (51| =2 [ )
b+e Y & b+e E(q)/ P
_< exp —/ de — exp —/ de =0(e€).
q b L (Ew) b 07 (Ew)
which gives (34). By integration by parts, the left-hand side of (35) can be rewritten as
& n
£ e
Ep |:<e_qK’D(Kf)+q/0 e ¥D (s)ds) I{Kf<r,,++ }j|
£ < !
<Ep|[ee +e/ ge ¥ds 1{K$<r;; )
0 ’ €
b+e Z/
= ”(1—exp(—/b % )):o(e),

which gives (35). By (35), one has

=

=

Vi(b) =T ([Db]k 1. <K§}) +o(e).

Thte

Using the strong Markov property and the binomial theorem, one can rewrite the term

Ep ([Db]k 1{ b ) as

T, +€<K,}
k Tb_tr i Kf k—i
ci “e=®dD (s / e dD (s)| 1
o[ erwo) ([ ewo) n

k ot i —i
Y c ( /0 " e asdD (s)) (4. }( ‘ﬂbie)k Vieilb+€)
i=0

Thte
k

=) CiVi_i(b+e)E P eagp ekl
i Vi—i(b + €)Ep e (s) (e <)
0 e

i=0
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k i
. N+ s+
= E C]l(Vki(b+6)Eb|:e_(k_l)qrb+f E Clele e
, =

i=0
e ~&D (s)d i_j1
X q/o e (s)ds {rb1€<xf}

k i
=) CiVi-ilb+€) ) CleE, [e—q<’<—'+f>fb+eq’f
j=0

i=0

o+ i—j

" e BD (5)ds | 1 (36)
X ) € s)das {T;:;E<Kr$} s

where the identity

I i
E, ( / e 45dD (s)> Fo+
ot bte

b+e

it i
=E, </+ e_qsd(()_((s)—(b—i-é))v())) .7'};;6

b+e
— ¢ U Vibte), =0,
is used for the first equality in (36). By (34) and (35), one can keep only those summands with
j=i=1lorj=i=01n (36), and then

Vi(b) =V (b+€) Ep [e_qubll{ + s}}

Tpe <Kr

T kViet (b+€)Ep [ee’“ﬂbie 1 (e
b

&
+e <Kr }

} +o(€)

rre g1 (& )
=(Vk(b+e)+keVi_1 (b+e))exp|— (k)i_dw +o(e),
b LT (Ew)

which can be rearranged as

_ b+€ (kq)r (£
Oz(vk b+ =Vi®) v o +6)) oxp [~ / LT Ew),,
€ b 0 (Ew)

bte 0 (Ew)
—1 — ——=d
+ exp ( b 0@ E) w

+ Vi (b) +o(1). (37)

€

Letting € — 0 in (37) we get

G (Em))

0=V} (b) +kVi—1 (b) — Vg (b) ———=-"2
¢ %)

(38)
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By the standard method of variation of constants, one can obtain the solution of (38) with
boundary conditions Vi (00) =0 and Vp(x) =1 as

o0 Z eg_k(I)/ £
Vi (b)=/ kVi—1(z) exp (‘/ wdv»dz.
b b6 (Ew)

For x € (—o0, b] and k > 1, we have

s k
V]f (x; ) =Ey </+ e ¥ d (X(S) - b)) 1{'[;—<Kf}
T

b

_ +
:E&eM%lmQ60Vﬂm

b pka)y (z 00 z pkq)y (=
=exp (—f Wﬂdw)/ kVi—1(z) exp (—/ de)dz
) b b4 (Ew))

The proof is complete. O

Remark 4.3. In the above proof, we borrow a binomial argument from [25]. But our arguments
related to the Parisian draw-down time are more involved because we need to keep track of the
running supremum process of X. In addition, we employ a differential equation argument.

Remark 4.4. For k = 1 we present an alternative, more transparent argument. Given a > b, by
(26) we have

o
Vi(b)=E, ( /0 1{L(z)<L(ra+ At )}eiqt dL(t))

o L= (y

:/O Ep (e 4 0)1{y<L(‘[a+):a—b, y<L(K§)}) dy
a—b _

:/O Ep (e_q O)I{L—'(y)«cf}) dv
a +

[ E ).
a <07 Ew)

= / exp (‘ / wa> dz. <
b b £, (E(w))

5. Application of draw-down Parisian ruin results to a spectrally negative Lévy process
reflected at its past supremum

Recall the dividend process D defined in (5). Let the corresponding risk process with
dividends deducted according to the barrier strategy with barrier level b be defined as

Y(@): =X — D(t), t>0.
For fixed b € (0, 00), if we choose the general draw-down function & such that

§@)=&@)=@E—-b)Vv0, ze(—o00,00),
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then we have

Kf =inf{t > rit — g? >r}, where g? =sup{0<s<t:Y(s)>0};

ie., K;E = Kf” degenerates to the classical Parisian ruin time for the risk process Y. In addition,

by the definition of 7z we have
g, =1inf{r > 0: Y(r) < 0},

which is the ruin time for the risk process Y.
The following result gives the potential measure of ¥ upon the up-crossing time of level a
or the Parisian ruin time of Y.

Corollary 5.1. For be(0,0), £ =&, q, . >0, r>0, a>x, and bounded differentiable
function f, we have

o0
/ e IE(F (Y(0))st <k AT))dr
0

6w ([ w
= [— ( f " E (f(w+ X(s))ds — / WD (w — )E (f(z + X(r)))dz
69wy \Jo 0
w=aAb
- / E (f(X(r—s))) qu)(W)ds):|

0 =X
(@) 8w, () r

e(,q)/(x) (1 e T b)) [zr( )(b) ( f eI (F(b+ X(s)))ds

47 (b) qu b) 0

b r
- / Wb — )E (f(z4 X(r))dz — / E (f(X(r—5))) zgw(b)ds)
0 0
r b
- / e IE (f'(b+ X(5)))ds + / W (b — 2)E (f(z + X(r)))dz
0 0
+ WDOH)E (fF(b+X(r) + / E (f(X(r —5))) £§‘”’<b>ds} 15, 00)(@).
0

Proof. Replacing & and f(x,y) respectively with &, and f(x — (y — b) Vv 0) in Theorem 4.3
yields

o
/ efq(tfr)IEx(f Y();t < be A t;r) dr
0

a w @) (q) r
:/ exp _/ w dz w (/ =R (fw A b+ X(s)))ds
f 9% ADb) (P Ab) \Jo
wAb
[ WO b 28 (1 + XMz
0

— / r E (f(X(r —s))) £9(w A b)ds)
0
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r wAb
- f 1T (' (w A b+ X(s)ds + f W' (w A b —2)E (fz+X(r))dz
0 0

+ W0 H)E (f(wAb+X(r)) + / ' E (f(X(r — 5))) £9(w A b)ds] dw
0

a _ )@ r W
_ / K ) ( / ITIE (f(w + X(5)))ds — / WD (w — DE (f(z + X(r))dz
x 0w | 6w \Jo 0

— / 'E (f(X(r —5))) egw(w)ds)} dw 11z, p1(@)
0

b @ r w
+ f B RS ( / eI IE (f(w + X(s)))ds — / WD (w — E (f(z+ X(r)))dz
o 0w | ¢ \Jo 0

— / 'E (f(X(r —5))) ZE@(w)ds)} dw 1(p,00)(@)
0

(97
60 [ e [eﬁq)’(b)

49w < f -9 b+ X(s)))d
Dy Iy D Uy e (f( (s)))ds

b r
_ / Wb — O (f(z+ X(m))dz — / E (fX(r —5))) Ei‘”(b)ds)
0 0

r b
- / K (f/(b+ X(s)))ds + / WD'(b—2)E (f(z+X(r)dz
0 0
+ WO+ E (fF(b+ X)) + / E (f(X(r—s))) egq”(b)ds} 1(p,00)(@),
0

which gives the desired result. O
The following result gives the joint Laplace transform involving the Parisian ruin time of Y.

Corollary 5.2. For g, A € [0, 00), a € (— 00, 00), and x € (— 00, a), we have

£ (9)
E, (eq(Kr” ”)e”("fb)l 5 +}) — eV [_M (eMV — (W) —q)

{kr” <74 654)(W)

w r
X <e“” / WD (z)e *dz + / e Vs qu)(w)ds))}
0 0
w=x

@ 40, (@)
TAs (a—b) £, (b
+e¢@>rﬁ(1_e e )lw,oo)(a)[ ; ()(e“’—(vfm—q)

w=aAb

47" (b) 4P b)

b r
x <e“’ / WD (z)e *dz + / e Vs z§q>(b)ds>>
0 0

b r
3 00— ) (3 [ WO WO+ [ s ) |
0 0
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Proof. Letting £(w) = & (w) and @(w) = e *0W+V 7 in Theorem 4.2 and using a similar
argument as the proof of Corollary 5.1, one arrives at the desired result. 0

The following result, on the kth moment of the discounted total dividends paid according
to the barrier strategy with barrier b until the Parisian ruin time for Y, is a direct consequence
of Theorem 4.4. In particular, the corresponding result with k= 1 recovers the identity (20)
in [10].

Corollary 5.3. For b € (0, 00), £ =&, ¢ >0, and k > 1, we have

0 @ 1 60 ®)

&b
VvV’ (x; b) =k! . , x € (—o0, b],
k
G by iy 67 0)
and
b kVi_1(2) K ()
Vi (0)=£%9 (x) / T4t H o . x € (=00, b,
x 4(2) 677 (b) 1 6 (b)
with Vo (x) = 1. In particular, for k =1 we have
(9)
Ly
Vb (x: b)= ()/(x), xe (=00, bl.
6" (b)

Proof. For x € (— 00, b], we have

b 2 g% ()
Vi (x) = / kVi—1(2) exp (— / r(k)idw>dz
o x4 (w)

b pkq)y ) (kq)
L w e b
+ exp —/ r(k)i()dw / kVi—1(z) exp —/ r(kf()dw dz
x 47 (w) b b L7 (b)
k—1

:Eﬁk") ) (/b kafl(z)dZ_i_ k! l_[ Zgiq) ) )

G0 by i 67 )

The proof is thus complete. O
Let -
b
Dz, = f e~ dD(1),
0

represent the present value of the accumulated dividends paid until the time of ruin for Y. In
addition, for each k > 1, we introduce the kth moment of Dféb as

Uk(x; b) == ]EX([Dfs,, ]k>

The following result recovers Propositions 1 and 2 in [25].
Corollary 5.4. For b € (0, 0), ¢ >0, and k > 1, we have

Wk () ko wia) (b)

. — 7
Ui(x; b) =k! WD () | | WD (b’
=

x € (—o0, b].
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In particular, when k =1 we have
W(q)( x)

Ui(x; b):W(T’(b)’

x e (—o0,b].

Proof. Note that 7, = ling) K;":b with probability 1. Note from (26) that

b @ (@)
V4 V4
E(e™1 , 4 )=exp(- L (x), x€ (=00, (40)
() <) v £9w) 62(b)

b play a pqy
L £ (b
Ex<e_qfu+l v & ):exp —/ r_(w) dw | exp —/ r )dw
(e <ir”) x4 (w) b 67(b)

= e Yo . xe(—o0,bl,ac(bh o00).  (41)

and

By (40) together with (1), we have
(@)
14
m i Ex(e%fl . g )
r—0 E(rq)(b) r—0 {r, <K/}

(@)
_ —qtt _ —qrt _W (x) B

By (3) we have

. a W(fj)/(,s;_:b(w))
Ex(e qt, 1{t;<,§b}) =exp <— /x WD(Ep(w)) dw)

w@ w9 b
_VTW 6@ e(—o0o.bliacboo).  (43)
W@ (b)

Combining (41), (42), and (43), we arrive at
67 w'p)

= . 44
ri‘}) E(rq)( b) W@ (b) (44)
The desired results follow from a combination of (42), (44), and Corollary 5.3. O

If we choose & such that & = 0, then the draw-down Parisian ruin time Kf of X degenerates to
the Parisian ruin time «, of X. The following result gives a generalized version of the potential
measure for the process X killed upon up-crossing level a (> x) or the Parisian ruin time of X.

Corollary 5.5. For £ =0, ¢, . >0, r > 0, a > x, and bounded bivariate function f(x,y) which
is differentiable with respect to x, we have

/ " eI (X0, X)) < Ky A1) dr
0

a p@ (q) -
:/ f(rq)((x)) |:ir(q)((w)) </0 =9 (f(w 4+ X(s), w))ds
X r w r w

_/ W(q)(w—z)E (f(z+ X(r), w))dz
0
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- / ' E (f(X(r —s), w)) zg‘D(w)ds)
0

- / g (aiﬂw +X(s), w)) ds+ / "W (40— DE (2 + X(r), w)dz
0 X 0

+ W(q)(() HE (fw+ X(), w)) + /r E (f(X(r—s),w)) zgq)/(w)ds)} dw.
0

Proof. This is a direct consequence of Theorem 4.3. O

The following result gives the solution for the kth moment of the accumulated discounted
dividend payout until the Parisian ruin time &, for X.

Corollary 5.6. For £ =0, ¢ >0, and k > 1, we have

V,f (x; b) = ggkfi) ) / kVi—1(2)
b

——dz, x € (—o0, b],
8 ()

where
© kVi—1(2)
Vi (x) = ggkq) () / Wdz, x € (— 00, 00),
x4 (@)
with Vo (x) = 1.

Proof. The desired result is a direct application of Theorem 4.4, letting £ = 0. O

6. Examples

To illustrate how to apply the main results in Section 4 to obtain expressions or numerical

values for quantities related to the draw-down Parisian ruin, we compute in this section the

functions ES"), %@, and ¢<1>,, for two examples of spectrally negative Lévy processes: the drifted

Brownian motion and the Cramér—Lundberg risk model with exponential claims.

6.1. Small claims: Brownian motion

If X(r) = ut + o B(¢) is a Brownian motion with drift u € (— 00, 0o) and volatility o €
(0, 00), then

W(q)(x) — 21 [e(war(Sq)x _ ef(w+8,,)x]’
q

with 8, := 0 =2,/u? +2go? and w := p/o%. Hence,

pA (—wH8)0% = —p+ (w80 =/ u? 4 2q0>

g(rq)(x):/ W (x +2)=P (X(r) € d2)
0 r

and

1 1 o _ =un?
— [e(—w+5q)(x+z) _ e—(w+5q)(x+z)] ze” 202r dz
028,41 27702
q 2wocr Jo
1 1 ] (zﬂ/.r—(—w+z§,1)Uzr)2+p.2r27(p.+(7w+8q)02)2r2
=S T e(7W+8‘I)X/ 167 202r dz
0847 V2ma2r 0
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oo (= pur+w+3g)0 22 122 —(u—(w+3g)0 2?2
_ e~ (whdg)x / ze 202, dz
0

1 1 o0 _ (@=a/ ;/.2+2q02r)2 —2q62r2
<e(w+8,,)x / ze
0

= —2 _ 202r dZ
0°8qr 252y
(z+4/ ;/.2+2q02r)2 —2q62r2
- dz)

o
o Ovdgx f o -
0

_ Sl R o Jr ,%r Ry /2 +2qgo2\/r
—<-|¢ —¢€ +/ -+ 2q0-r. -_
o=y 27 o

2 2
_ e—<w+sq>x<0_ﬁe—%r _ Sy zq(,w(—wz +2902¢7>>}
V2 o

where N is the cumulative distribution function of a standard normal random variable.

Notice that to compute the draw-down Parisian ruin probability (see Remark 4.1), we only
need the expression for £, := ZSO). To find the Laplace transform associated to the two-sided
exit solution (26), the kth moment of dividends (see Theorem 4.4), or the potential measure of
X (see Theorem 4.3) involving the draw-down Parisian ruin time, we also need the expression
for E(rq). If we want to compute the probability density of the draw-down Parisian ruin time, we

must first use the expression for qu) to compute the right-hand side of (30), then numerically
invert it using the algorithms in [7] or the method of Fourier series expansion proposed by
[23], which has been proven to be an efficient method for the numerical inversion of Laplace
transforms. Furthermore, if we want to compute the Laplace transform associated to the gen-
eralized two-sided exit solution (see Theorem 4.1), we need to numerically compute x @ and
¢, via the algorithms of Laplace inversion in [7] or [23]. To this end, we need to compute the
right-hand sides of (23) and (24). In fact, one has &, =§, — w and

x+y
/ W(q)(x +y— Z)W(9+q)(z)dz
y

x+y
_— ! / [ IR0 o= 0rthahy—a] [ Wiz _ g~ g
0%8480+4 Jy
e W+y) eBotq=)0+) _ o(otg—00)y o= (otqT)(Hy) _ o—(org+y)y
_ 3q(x+y)
= e’d +
o (Sq89+q 89+q — 5(1 69+(1 + 5(1

6(59+q+5q)(x+)’) _ 6(59+q+8q)y e_(59+q_5q)(x+y) — e_(59+q_5q)}')>

+ e—Sq(X-l-y) (_ —
86+q + 84 80+g — 94
e*W(x‘Fy) (689+q(x+y) _ 650+q)’+‘sqx 6*89+q(x+y) — 6*89+qy+5qx

T 44
o (Sq89+q 59+q — (Sq 59+q + (Sq
659+q(x+}') — 689+q}'_5qx 6_89+q(x+)’) — 6_59+q)’_5qx>

86+q + 84 86+q — 8¢
—w(x+y) /12 2 89-+qy+8gx —8g1gy+84x
_° ( K- +2q0 (ese+q(x+y> _ e—se+q<x+y)> e e TmeTH
0'48(159+q 0 69+(1 — 5(1 69+(1 + 5(1
e80+qy—084x  a—8914y—84x )

+ +
59+q + 5,1 59+q — 5,1
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which implies

W)(,”q’*e)(x +y)

x+y

=W D(x+y) -6 / WD (x +y — w)WO D (w)dw
y

W) [ B0y —? —894qy—0

1 <e(w+89+q)(x+y) B e(w+89+q)(x+y)) B § e~y (e 0+qY—0qX @ —00+qY—0gX

= -
0'259+q 50+q + 8(1 89+(1 — 8(1

2 2 864qy+dgx —8g4qy+Igx
L YW H20 <ese+q<x+y> _ ese+q<x+y>> e r e T )

0 801q — 8y So+q+ 5

0'48(159+q

One also finds that

146 /y ef<1>qu(9+q)(Z)dZ =14+ o /y eW—=38¢)z [e(7¥V+80+q)Z _ e*(vv+89-¢-q)z]dZ
0 028644 Jo

=1+

) <e(89+q8q)y —1 e Gotgtdy _ 1 )
0'289+q 89+q - 8q 59+q + (Sq
2] (6(80+q8q)y 6(80+q+8q)y>

0250+q

+
S94g—085  O91q+04

which implies

y
WD (x)ePe (1 +6 / e_‘DqWW(e"’q)(w)dw)
0

So1q—W)y —(8g+g+W)y
_ L[e(—w—kéq)x _ e—(w+8q)x] <e( 0+q— W)Y N e Go+q w)))
0'48q59+q 89+q - 5q 50+q + 5q

1 -4
— 0 e*W(Xer) [e(sqx _ efaqx] e%0+qY 4 e %+qY
048,68 1) -4 1) +46
q90+q 0+q q 0+q q

0 efw(ery) <689+qy+8qx ezSg_quﬂqu N 6789+qy+8qx 689+qy8qx)
S0+9— 98¢  S0+q— 94 89+q + 94 89+q + 84

08,8044
Therefore, the right-hand side of (23) becomes

e
W(9+4)(x +y)— (e5e+q(x+y) — e 00+q( ) _ oBo+qy—dqx L 6—59+qy—5qx)

0280+q

0 W(0+q)(y)

ef(erqu)x
(eée+qyfwy _ ef&mqyfwy)
0280+ 1 _
q — _e (W+364)x
! (e(_w'+59+q)y — e_(W+89+q)y) 6
o 250+q

0

which together with (23) yields

XD, y, ry=e " xe(—00,00), ye(0,00), re(0,00).
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In addition, the right-hand side of (24) can be re-expressed as

1 e(ﬁngq—W)y + ;e_(‘SGJrq‘FW)y
80-4+q — 84 89-+g 1 84
eEWHdo1q)y _ o—(w+80+¢)y

which can be numerically inverted (to get qbq)q) using the algorithms in [7] or the method of
Fourier series expansion in [23].

6.2. Big claims: the Cramér-Lundberg risk model

Let X(f) =ct — Z;Vg{ C, be a linear drift with ¢ > 0 minus a compound Poisson process
with jump intensity n and independent, identically exponentially distributed jump sizes (C,,);> |
with mean 1/«. Then

W(q)(x) —c! (A+eq+(11)x _ A*eff(fI)x)’

with
@ g @ * q+n—act/(g+n—acP +4cqa
=~ and ¢7(q):= _
7@ —q (9 2%
One can verify that
+( )( ) 00 anr m+1
- Aget (Dtrenar (q+(q)+a>
09 (x)y=e™" (A el @ter) _ 4 od (q)(x+cr)> +
r (x) + + o Z ———

L(m+2, crigt(g) + a))j| A_e? @ten=nr

x&ﬂ%m+meW®+“»_ 9 () +a

cr

m+1
00 onr
(@t -
X mX:;) % [crl" (m+ 1, cr(q (q)+oz)) _

I'm+2, cr(g”(q) + a))]
g (@) +a ’

where I'(B, x) = fg e "wP~ldw is the gamma function. The Laplace transforms of x? and
qbd)q in r, i.e. the right-hand sides of (23) and (24), can also be derived accordingly. The
corresponding computations are omitted because they are fairly lengthy.
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