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Abstract In this paper a stochastic process involving two-sided jumps and a con-
tinuous downward drift is studied. In the context of ruin theory, the model can be
interpreted as the surplus process of a business enterprise which is subject to constant
expense rate over time along with random gains and losses. On the other hand, such
a stochastic process can also be viewed as a queueing system with instantaneous
work removals (or negative customers). The key quantity of our interest pertaining
to the above model is (a variant of) the Gerber—Shiu expected discounted penalty
function (Gerber and Shiu in N. Am. Actuar. J. 2(1):48-72, 1998) from ruin theory
context. With the distributions of the jump sizes and their inter-arrival times left arbi-
trary, the general structure of the Gerber—Shiu function is studied via an underlying
ladder height structure and the use of defective renewal equations. The components
involved in the defective renewal equations are explicitly identified when the upward
jumps follow a combination of exponentials. Applications of the Gerber—Shiu func-
tion are illustrated in finding (i) the Laplace transforms of the time of ruin, the time
of recovery and the duration of first negative surplus in the ruin context; (ii) the joint
Laplace transform of the busy period and the subsequent idle period in the queue-
ing context; and (iii) the expected total discounted reward for a continuous payment
stream payable during idle periods in a queue.
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1 Introduction and preliminaries

Stochastic processes involving two-sided jumps have received a great deal of at-
tention in recent years. Various first passage times, two-sided exit problems, over-
shoots/undershoots and some other related quantities have been studied under
different model assumptions. In particular, in a compound Poisson process with lin-
ear deterministic decrease between jumps, some one-sided and two-sided exit prob-
lems were considered by [44] when the upward and/or downward jumps belong to
certain classes of phase-type distributions. In the class of jump-diffusion models
where the jumps form a compound Poisson process, Kou and Wang [34], Asmussen
et al. [5] and Cai [17] studied models with double exponential jumps, phase-type
two-sided jumps and mixed-exponential two-sided jumps, respectively. In addition,
Breuer [14] studied a Markov additive process with positive jumps of phase-type,
while Breuer [16] derived a quintuple law for a Markov additive process with phase-
type two-sided jumps. Furthermore, for an Ornstein—Uhlenbeck process driven by a
Lévy process, various models with two-sided jumps have been studied, for example
by [11, 33, 43].

In the context of risk processes with two-sided jumps, various ruin-related quan-
tities have been studied mostly in the form of the Gerber—Shiu expected discounted
penalty function (or its variant) proposed by [31]. While downward jumps are in-
terpreted as random losses suffered by the company (typically claims in insurance
context), upward jumps can be regarded as random gains earned by the company
(for instance lump sum premium income in insurance context). Any continuous drift
represents deterministic income rate if positive and deterministic expense rate if neg-
ative. With regards to some recent literature, Jacobsen [32] studied the joint Laplace
transform of the time of ruin and the deficit at ruin for a class of Markov additive risk
processes where the downward jumps have rational Laplace transform, while Xing
et al. [51] considered the special case of a perturbed compound Poisson risk model
with phase-type downward jumps. Cai et al. [18] evaluated the Geber—Shiu function
(in which the penalty function only depends on the deficit at ruin) in the compound
Poisson risk model with two-sided exponential jumps, and applied it to the pricing of
a perpetual American put option. Until most recently Breuer [15] considered a gen-
eralization of the Gerber—Shiu function where the penalty function further involves
the minimum surplus level before ruin in a Markov additive risk process with phase-
type two-sided jumps. The particular case of the compound Poisson risk model in the
absence of the drift term has also been studied extensively by various authors. For
example, ruin probability results can be found in [10, 41, 48]. More generally, Labbé
and Sendova [36] extended the study by showing that the Gerber—Shiu function sat-
isfies a defective renewal equation and providing detailed analysis when the upward
jumps follow an Erlang(n) distribution, whereas Albrecher et al. [2] considered the
Gerber—Shiu function (where the penalty depends on the deficit only) by making as-
sumptions on either upward or downward jumps. We also refer interested readers
to [7-9] for the study of risk models in which the two-sided jumps follow discrete
distributions.

In queueing theory, stochastic processes with two-sided jumps can be interpreted
as queueing systems with ordinary customer (or workload) arrivals and instantaneous
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work removal causing the upward and downward jumps, respectively. The ideas of in-
stantaneous work removals first came from [27, 28] in which the arrival of a ‘negative
customer’ reduces the number of customers in the queue (if any) by 1. Various vari-
ants of such a removal policy, such as batch removals, have also been proposed. The
policy of individual customer removal was generalized to a random work removal
policy by [12] in which the arrival of a negative customer results in instantaneous
removal of a random amount of workload from the system. The quantities of interest
in the above-mentioned queueing system include, for example, the equilibrium queue
length (number of customers), the equilibrium workload and the Laplace transform
of the busy period. Interested readers are referred to [3] for a comprehensive review
regarding work removals in queueing networks.

In most of the work in the literature regarding stochastic processes with two-sided
jumps, the arrivals of jumps are governed by a Poisson process or more generally
a Markovian arrival process, which means that the times between jump arrivals are
exponentially or phase-type distributed. However, not much work has been done re-
garding processes in which the arrivals of jumps follow a general renewal process.
This motivates us to study models with general inter-arrival times. We remark that no-
table recent work allowing for such relaxation includes Labbé et al. [35] and Zhang
and Yang [52], where the authors studied the Gerber—Shiu function via defective re-
newal equations when the drift is positive. In this paper we study a variant of the
Gerber—Shiu function in ruin theory in cases where the drift is assumed to be nega-
tive. Unlike the aforementioned model with positive drift, in the present model the
system can possibly become empty due to the continuous drift component or a neg-
ative jump, and these cases need to be distinguished. Nonetheless, we shall see that
even if the distributions of the inter-arrival times and the two-sided jumps are left
arbitrary, defective renewal equations can still be exploited to study the Gerber—Shiu
function. Although in most part of the paper terminology in ruin theory context will
be used, queueing applications will also be discussed.

The model of interest in this paper is described as follows. The surplus process
of a business enterprise with initial surplus U(0) = u > 0 is denoted by {U(¢)};>0,
where

N(1)
Uy=u—ct+y Y, t>0. (1.1)
i=1
Here ¢ > 0 is the constant rate of expenses per unit time, {¥;}7° is the sequence of
jumps with Y; the size of the ith jump, and {N(#)};>¢ is a counting process defined
via {V;}72, with Vi being the time of the first jump and V; the time between the
(i — 1)th and the ith jumps for i =2,3,.... In addition, {V;}72, and {Y;}7°, are
assumed to be mutually independent i.i.d. (independent and identically distributed)
sequences distributed as the generic r.v.’s (random variables) V and Y, respectively.
We further assume that V is a positive continuous r.v. with density k(-) possessing
finite mean, while Y is continuous with density

p(Y)=q+p+(H{y >0} +q-p-_(—y)1{y <0},

with 1{-} being the indicator function. In the above expression, p(-) and p_(-) are
the densities of the generic positive r.v.’s Y and Y_ denoting upward and downward
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4 Queueing Syst (2011) 69:1-28

jumps, respectively, and therefore g4 and g_ represent the probabilities that Y is
positive and negative, respectively, with g + g— = 1. We always assume g_ > 0,
since the case g— = 0 has been studied by [20]. We also assume g4+ > O to avoid
monotonically decreasing sample paths. It is additionally assumed that both Y, and
Y_ have finite mean. The positive security loading condition is given by

E[Y]=q4E[Y,] —gq_E[Y_]> cE[V], (1.2)

which may or may not be assumed (see Remark 1). If (1.2) holds, then {U(¢)};>0
would approach infinity in the long run (see e.g. [45], Chap. 1). The time of ruin
pertaining to the risk process {U (¢)};>0 is given by Ty = inf{t > 0: U (r) <0}, with
Ty = o0 if U(t) > O for all + > 0. Note that U(Ty) = O if ruin is caused by the
continuous negative drift (called ‘creeping’), whereas U (Ty ) < 0 if ruin is caused by
downward jumps. Moreover, if U (0) = 0 then ruin occurs immediately by continuity
with Ty = 0. We remark that it will become clear that it is necessary to distinguish
between the two causes of ruin due to their different natures. The situation is like an
analog to risk models perturbed by Brownian motion (see for example [25]).

In cases where g_ = 0, downward jumps are absent in the process (1.1). Such a
model is appropriate for companies incurring expenses at a fixed rate while gains
(i.e. positive jumps) occur randomly in both time and amount. According to [6], for
example, these include pharmaceutical and petroleum companies, where each gain
can be regarded as the net present value of future income resulting from an invention
or discovery. Furthermore, Seal [47, p. 116] explained that such a process might also
be suitable for annuity or pension funds, where the insurance company pays annuities
and earns a portion of the reserves when a policyholder dies. More generally, with
negative jumps possible, (1.1) further allows for the modeling of any unexpected
random losses. These losses are evident in many business operations, and they can
be, for example, corrections of previous overstatement of gains, losses resulting from
defaults of contracts by counter-parties, and costs associated with a lawsuit against
the company. In particular, lawsuit may arise for a pharmaceutical company when
there are safety issues about its drugs, whereas petroleum companies could possibly
face a lawsuit due to oil spills.

The Gerber—Shiu function proposed by [31] not only unified but also generalized
the study of various ruin-related quantities. In the present model, the Gerber—Shiu
function for ruin occurring upon downward jumps is given by

ms,u,—(u)
=E[e v w(U(Ty)).

U(Ty)|) 1Ty < 00, U(Ty) <0}U©) =u], u=0,
(1.3)

where w(-, -) is the so-called penalty function satisfying some mild integrability con-
ditions, and é > 0 can either be viewed as a force of interest or a Laplace transform
argument. Here the r.v.’s U (T;) and |U (Ty)|, respectively, represent the surplus just
prior to ruin and the deficit at ruin which are both defined at (the neighborhood of)
the time of ruin. The Laplace transform of the time of ruin due to jumps can be re-
trieved from (1.3) by letting w(-, -) = 1. In contrast, for ruin occurring by continuity,

@ Springer



Queueing Syst (2011) 69:1-28 5
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Fig. 1 (a) Ruin of U(¢) due to jumps. (b) Ruin of U (¢) due to continuity

i

)

we follow the ideas in [20] to define a Gerber—Shiu type function as follows. We first
define the r.v.’s

N(Ty)+1

o= Y Vi (1.4)
i=1

and

N(Ty)
U(T5) =+ Y (Yi—eVi) = cVna+i

i=1

N(Ty)
u+ Y Y —cTp

i=1

. (15)

Clearly, T} is the time of the first jump after the time of ruin Ty, while |U (T};7)| is
the absolute value of the amount of shortfall immediately before the first jump after
ruin. Then we define the Gerber—Shiu type function for ruin occurring by continuity
as

ms,u,0) = E[e " T0w, (|JU(T37) ) 1Ty < 00, U(Ty) =0}JU©O) =u], u=>0,

(1.6)
where w,(-) satisfies some mild integrable conditions. Note that in contrast to the
usual Gerber—Shiu function (1.3), the quantities le and |U (Tl’;_)| are now defined
after the time of ruin. Moreover, if U(Ty) =0, then Ty =T} — |U (T[j*)| /c. There-
fore if we let wy(y) = e®/9)Y | then ms,y.0(u) reduces to the Laplace transform of the
time of ruin by continuity. Typical sample paths for ruin by jumps and by continuity
are given in Fig. 1.

In a GI/G/1 queue or in the theory of storage process like the dam theory, the
amount of workload in the queue or the amount of water in the dam is generally
non-negative. However, it is clear that the process {U(¢)};>0 can still be applied to
analyze the above queue, as long as 0 <t < Ty . Here an arrival of an upward (down-
ward) jump Y4 (Y_) represents the random amount of workload a positive (negative)
customer brings into (removes from) the system, while the constant negative drift
represents the continuous removal of workload by the server. The so-called busy pe-
riod of such a queue corresponds to the time of ruin Ty in the present model. See, for
example, [13, 44] for more detailed descriptions of related models.
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Remark I As far as the Gerber—Shiu functions (1.3) and (1.6) are concerned, we
only need to assume the positive security loading condition (1.2) when 6 = 0; i.e.
we do not require (1.2) to hold if 6 > 0. The reason is that either (1.2) or § =0 is
sufficient to ensure the strict inequality in (2.25) which in turn guarantees that the
Markov renewal equation (2.22) has a unique solution (see end of Sect. 2). Note that
in queueing systems it is usually assumed that the traffic intensity is less than 1, which
is actually the condition (1.2) with the inequality sign reversed. The above comments
mean that all the results in this paper relevant to the queueing context (see Sects. 4.2
and 4.3) hold true as long as § > 0.

Central to the analysis of the Gerber—Shiu functions (1.3) and (1.6) is the auxiliary
process {Z(t)};>o defined as follows. We assume that at time O the process {Z(?)};>0
is subject to a positive jump distributed as Y, after which it behaves like an indepen-
dent copy of {U (#)};>0. Mathematically, if the initial level of {Z(#)};,>0 is Z(07) =z,
then

_ d
{ZWN1Z(07) =2}, = {UDIUO) =z + Y4}
The time of ruin, surplus prior to ruin and deficit at ruin are similarly defined
as Tz =inf{t > 0: Z(t) <0}, Z(T;) and |Z(T7)|, respectively. Parallel to the
r.v.’s defined by (1.4) and (1.5) for {U()};>0, we also define (77|Z(07) = z) 4
_ _ d _
(THIU©O) =z+Yy) and (|1Z(T; )1 Z(07) =z) = (U(TH)IIU©0) =z + Y4) per-
taining to {Z(¢)};>0. Of course, if Z(Tz) =0 then 77 = T; — |Z(T;7)|/c. Analo-
gous to (1.3) and (1.6), the Gerber—Shiu functions of {Z(¢)};>0 for ruin by downward
jumps and by continuity are, respectively, given by

(1.7)

t>0"

ms,z.—(2) = E[eiaTZw(Z(TZ_),

Z(T2)|)1{Tz < 00, Z(Tz) < 0}1Z(07) =2]
(1.8)
=E[msy,—(z+Yy)], z2>0, (1.9)

and

ms.7.0(2) = E[e 2w, (|Z(T;7))1{Tz < 00, Z(T7) = 0}12(07) =2]  (1.10)
=E[msuoz+Yp)], z=0. (1.11)

For the remainder of the paper several operators will be used and they are intro-
duced as follows. First, the Dickson—-Hipp operator 7 (see [23]) is defined as, for any
integrable function f(-) on (0, co) and any complex number s with Re(s) > 0,

7;f<y>=f

o
eI f () dx = f e flxtydx, y=0.
y 0

A useful property of the Dickson—Hipp operator is given by Li and Garrido [38,
Sect. 3, Property 2] as, for any complex numbers s1 # 52,

Ty f) =T, f ()

To T, f) =TT f () =
52 — 851

y>0. (1.12)
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Secondly, the Laplace transform of a function f(-) is a special case of the Dickson—
Hipp operator and will be denoted by

~

Fis) = /O e f(¥)dx =T, £(0).

Finally, the convolution operator ‘x’ is defined such that for any functions fi(-) and
f2() on (07 OO),

y y
s () = /0 Fily =) fox) dx = /O Faly =) fi(xr) dx
=(f2*xf)y), y=0.

As a direct consequence of (1.12), the Laplace transform of the Dickson—Hipp oper-
ator of a convolution is given by, for s #r,

T (f1 * f2)(0) = T (f1 % f2)(0)

r—s

/o e T (fix L)) dx =TT (fi * 2)(0) =

_ i)~ fi) /o)

r—s

(1.13)

since the Laplace transform of a convolution is the product of individual Laplace
transforms.

The rest of the paper is organized as follows. In Sect. 2 the structural properties of
the Gerber—Shiu functions are studied via the use of both scalar and matrix defective
renewal equations, when the distributions of V, Y, and Y_ are all left arbitrary. The
case where the upward jump Y4 is assumed to be distributed as a combination of
exponentials is studied in Sect. 3, in which the components involved in the defective
renewal equations are explicitly identified. In Sect. 4 we illustrate some applications
of the Gerber—Shiu functions, which include (i) the Laplace transforms of the time of
ruin, the time of recovery and the duration of first negative surplus in the ruin context;
(ii) the joint Laplace transform of the busy period and the subsequent idle period in
the queueing context; and (iii) the expected total discounted reward for a continuous
payment stream payable during idle periods in a queue. Section 5 ends the paper with
some concluding remarks. Due to the large number of different but similar notations
used for the Gerber—Shiu functions and related quantities, Table 1 in the Appendix
provides a summary of these functions as well as their relationships.

2 Structural properties using defective renewal equations

2.1 Defective renewal equations satisfied by ms 7 o(u) and ms y,— (1)

For the process {U (t)};>0, we first analyze ms y o0(#) by conditioning on the time
and the amount of the first jump. With an initial surplus of U (0) = u, suppose a jump

arrives at some time ¢ < u/c, then there are two possibilities as follows.
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8 Queueing Syst (2011) 69:1-28

1. If the jump is known to be an upward jump (with probability g ), then {U(¢)};>0
essentially reverts to {Z(¢)};>o with initial level Z(07) =u — ct.

2. If the jump is a downward jump (with probability g_), then the size y of the
jump should be less than u — ct (otherwise ruin occurs by the jump rather than by
continuity), after which the process {U (¢)};>0 restarts itself at level u — ct — y.

On the other hand, if a jump arrives at some time ¢ > u/c, then ruin occurs by conti-
nuity with 7;;” =t and |U(T};”)| = ¢t — u. Combining the above observations, we
obtain

u

ms y,0(u) :f e [Q+ma,z,o(u —ct)
0
u—ct
+q- / ms.u,0 —ct—y)p_(y) dy}k(t) dt
0

+/ e tw,(ct — k(1) dt. 2.1

u

By defining

1 /x
b(x) = —k(—), x>0,
c \c

to be the density of ¢V, one can rewrite (2.1) using the convolution operator as

ms .0() =g ([e¢*b(®)] % p— % msy.0) ()
+‘I+([9_%'b(°)] *ma,z,o)(u) + a5, (). 2.2)

Here the notation ‘e’ is used to specify the argument being convolved in the convo-
lution, and as 4, (1) is defined as

osw, (1) = /OO e_%xb(x)w*(x —u)dx, u=>0. 2.3)

If we define the proper Esscher-transformed density

)
e <*b(x)
l(s(x) = W, X > 0, (24)

c
then (2.2) can be re-expressed as
~(§ ~( 8
ms,y,0(u) =q-b - (fsxms y,0)(u)+q+b B (s xms z.0)(u) +as w, (), (2.5)

where

s =Us*p)(y), y>0, (2.6)
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is a proper density. Since 0 < q,g(é /c) < q— < 1, one asserts that (2.5) is a defective
renewal equation satisfied by m; ¢,0(-). From, for example, [46, Sect. 3.5], (2.5) has
the solution

1
ms,y,ou) = ——=—5—(8s % ¥5,0) () + ys,0), u=0, 2.7
1- Cl—b(;)
where
~(38
ys.0(u) = 6]+b<z) (Is xms,z,0)(u) + a5 w, ), u=0, (2.8)
and gs(y) = —5:3 (y) is the compound geometric density associated with the com-

pound geometric tail

_ ~( S\ [ ~( 8\ =
Ga(y)=[1—qb<z)};[qb<;>] Fs (), y=0,

with F{"(y) =1 — F5'(y) = Jo /5 (x) dx being the c.d.f. (cumulative distribution
function) corresponding to the n-fold convolution of the density fs(-) with itself.
Note that G5(0) = g_b(5/c), and

[1—q-b()1g-b() fs(s)
1—q-b) fsts)

gs(s) = (2.9)

It is instructive to note that the solution (2.7) depends on mgs z 0(-) via the term
vs5.0(-) defined by (2.8). This can be made more transparent by expressing (2.7) as

~( 6 1
ms y,o(u) = 61+b<z) [m(&s xlgxms z.0) () + (s *ma,z,o)(u)} +s,0(u),
‘ (2.10)
where

Vs,0(u) = (gs * ag w,) W) + o5 w, @), u=>0, (2.11)

1—q-b(%)

is independent of ms, z o(:).
As for ms, . — (1), using similar arguments in obtaining (2.1), we arrive at

[
ma,U,f(M)=/ e l[4+m8,z,(”—0f)
0

u—ct
+q- /0 ms.y,—(u—ct —y)p_(y) dy]k(t)dt

+/Oze_8t|:q /OO w(u—ct,y—(u —ct))p(y)dyi|k(t)dt.

—ct

2.12)
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Like (2.5), equation (2.12) is equivalent to the defective renewal equation
~( 6
ms,uy,—(u) =q-b - (fs xms,u,—)(u)

~( 6
+ (I+b(z>(13 xms 7z )(U) +as ), u=>0, (2.13)

where
u
ots.w (1) =/ b g (u —x)dx, u>0, (2.14)
0
and

w,(u)=/ wu,y—u)p—(y)dy, u=>0.

u

The defective renewal equation (2.13) has solution
~(§ 1
msu,—(u) =q4b| = )| ———=5-(8s * s *ms,z, ) (u) + (Is % ms,z, ) (u)
¢)L1—=q-b(?)
+ 95— (), (2.15)

where

1
Vs, (u) = m(ga *og o)) +as @), u>0.

2.2 A matrix defective renewal equation

From (2.10) and (2.15), one observes that the quantities ms ¢7o(-) and ms gy, —(-) are
expressed in terms of ms z o0(-) and ms z _(-), respectively. This subsection aims at
exploiting additional structure via a matrix form of defective renewal equation. To
begin the analysis, we note that the representation (1.10) means that ms z ¢(z) is
the expectation of a discounted penalty, which can be equivalently represented as an
expectation of the penalty with respect to a ‘discounted density’. Mathematically, we
have

o
ms.20@ = [ wihs 2ot dy. 20, 2.16)
0
where hs, 7z 0(y|z) is the discounted density of |Z (T;7)| at y (discounted with respect
to T at rate §) for ruin by continuity, given an initial level of Z(07) = z. Interested

readers are referred, for example, to [30] for the notion of discounted densities.
Similarly, the representation (1.8) implies

oo oo
ms,z,—(2) =/ / w(x, y)hs,z —(x,ylz)dxdy, z=0, 2.17)
0 0

where hs 7z (x, y|z) is the discounted joint density of (Z(T,),|Z(Tz)]) at (x,y)
(discounted with respect to Tz at rate §) for ruin upon downward jumps, given an
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Z(£)
Restartsas UlE)
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e ol / T,
ot X ot
wzu? I
Z-Y e
Casge2(b) Case(c)

Fig. 2 Conditioning on first drop of Z(r)

initial level of Z(0™) = z. By further defining the discounted density of |Z(Tz)| such
that

o0
hs.z—(¥12) = /O hs.z_(x.yldx, v >0, 2.18)

one observes that if the penalty function takes on the simpler form w(x, y) = wz(y),
then the special case of ms,z —(z), namely ms z — 2(z), admits the representation

o0
ms 7. 2(2) = / W (hs.z.— (1) dy, 220, 2.19)
0

To analyze the quantity ms, z o(z) for ruin by continuity pertaining to the process
{Z(t)}:>0, we condition on the first ‘drop’” below the initial level Z(0™) = z, which
can be due to continuity or a downward jump. It is important to note that the amount
y of such a drop is governed by the discounted densities /s, z,0(y|0) and hs,z —(|0).
The possibilities are described as follows, which are also depicted in Fig. 2.

1. If the first drop is caused by a downward jump, then the amount of drop y should
be less than z (otherwise ruin occurs by the jump), after which the process reverts
to {U (t)};>0 with initial level U (0) =z — y.

2. If the first drop of amount y is caused by continuity, then there are three separate
cases.
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12 Queueing Syst (2011) 69:1-28

(a) The drop y is less than z, and if the subsequent jump is an upward one (with
probability g ), then {Z(¢)};>¢ restarts itself with initial level Z(07) =z — y.

(b) The drop y is less than z, and if the subsequent jump is a downward one (with
probability g_), then the jump x should be less than z — y (otherwise ruin
occurs by the jump), after which the process reverts to {U (¢)};>0 with starting
level z —y —x.

(c) The drop y is at least z, and the shortfall |Z (T;_)l equals y — z.

We then arrive at

V4 Z
ms,z,0(z) = / hs,z,—(y|0)ms yo0(z —y)dy +/ hs,z,0(y10)g+ms z,0(z — y)dy
0 0
z z—y
+ /0 h.2.0(y10) [q fo maaz—y — x)p(x)dx} dy

4 [ hs.zot 10wty - 2dy
= (hs,z,—(#]0) % ms,,0)(2) + g+ (hs,z,0(e]0) % ms z,0)(2)

1 g (hs.2.0(o10) % p_ % my.0) () + / 5,200 wa(y — 2)dy.
' (2.20)

Similarly, for the quantity ms z _(z) representing ruin by downward jumps, the
same arguments lead to

Z
ms.z,_(2) = /0 h5.2.00310)qsms.7— (2 — y)dy
Z =y
+ fo ha,z,o(y|0)[4— fo ma,U,_(z—y—xm_(x)dx]dy

+ /O hs,z.0(y10) [61—/ w(z—y,x—(z— y))p—(x)dX} dy

=y
Z
+ / hs.z.— (Y |Oyms.y.— (z — y)dy
0
o0 o0
+/ f hs.z— (6, ¥IOVw(x + 2, y — 2) dx dy
b4 0

= q+(hs,2,0(0]0) xms z,_)(2) + q—(hs,z,0(8]0) % p_ xms y ) (2)
+q—(hs,2.0(0]0) x 0_)(2) + (hs,z,—(#]0) xms y,—) ()

o0 o0
+f / hs,z.—(x,y|0)w(x +z,y —z)dxdy. (2.21)
b4 0

Combining the system consisting of (2.5), (2.13), (2.20) and (2.21), one can write

m; () = (rs xmy) () + Ts(), u=0, (2.22)
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where
ms.you) msy —(u)
m;(u) = s (2.23)
ms, zo(w) msz (u)
q-b() fs(u) a+b(%)ls(u)
rs(u) = ,
q—(hs,z,0(0|0) * p_)(u) + hs, 7z, —(u|0) qyhs z,0(ul0)
and
as,w, (1) o,y (1)
s = <fuoc hs, 2010 wa(y —w)dy g-(s,2,0(010) ¥ 0 )w) + [ [5% hs 2z, (x, IO)w(x +u, y —u)dx dy) .

Here the convolution operator has been extended to matrix quantities; i.e. for
i,j =12, the (, j)th element of (rs * ms)(u) is given by [(rs * ms)(u)l;; =
Zi:l f0” [rs(u — y)]ix[ms(y)]xj dy. Equation (2.22) is commonly known as a
Markov renewal equation. For its solution, see, for example, [22, Sect. 3a], and [4,
Sect. VII 4].

We would like to check whether the matrix fooo rs(y)dy is strictly sub-stochastic.
First we note that with 1 a two-dimensional column vector of ones,

00 b(%)
/ rs(y)dyl= ( . . ) . (2.24)
0 Jo hs.zol0)dy + [y hs,z.—(y10)dy

The representations (1.10) and (2.16) (at z = 0) with w4 (-) = 1 mean that

[ s zatsi0ray = E[eT1{ 72 < 00, 27 = 0}12(07) =]
< E[eT21{T; < 00, Z(T7) =0}1Z(07) = 0],

since Tz =T, — |Z(TZ*7)|/c < T; when Z(Tz) = 0. Similarly, (1.8) and (2.17)
(at z =0) under w(:, -) = 1 along with (2.18) imply that

o
/ hs,z,-(v10)dy = E[e™*T21{T; < 00, Z(T7) < 0}|Z(07) =0].
0
Combining the above two expressions leads to

o0 o0
/ hs.2.0(y10) dy +/ hs.z.—(310)dy < E[e T2 1{T7 < 00}|Z(07) =0] < 1,
0 0

(2.25)
where the last strict inequality holds when either § > 0 or the positive security
loading condition (1.2) holds. To see this, when § > 0, one has that
E[e%T21{T; < o0}|Z(07) =0] < 1, and the equality holds if and only if T is a
point mass at 0, which is not the case. On the other hand, if § = 0 and (1.2) holds, then
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E[e T2 1{T; < 00}|Z(07) =0] = Pr{Tz < 00| Z(0~) = 0} equals the ruin probabil-
ity of the process {U(#)|U(0) = Y4 };>0, which is clearly no larger than the ruin
probability of the process {U (t)|U (0) = Y'};>¢ via sample paths arguments. The lat-
ter ruin probability is in turn less than 1 under (1.2) by observing that the increments
of the process form an i.i.d. sequence distributed as Y — ¢V (see e.g. [45, Chap. 1]).

With (2.25), one asserts that fooo rs(y)dy is strictly sub-stochastic since the first
entry in (2.24) is 5(6 /c) < 1. Therefore, the Markov renewal equation (2.22) can be
viewed as a matrix form of a defective renewal equation. It arises in the context of
ruin theory in various (semi-)Markovian risk models (see [1, 21]). In addition, the
solution is known to be unique as well (see, for example, [42]). Interested readers are
also referred, for example, to [40, 42, 50] for two-sided bounds and asymptotics for
the solution of a matrix defective renewal equation.

It is instructive to note that the matrix defective renewal equation (2.22) and
hence its solution are characterized by the discounted densities hs 7 0(-|0) and
hs.z.—(-,-|0). In principle, once these densities are determined, a full characterization
of ms(u) is obtained. The densities As z,0(-|0) and hs z — (-, -|0) are usually deter-
mined via ms,z,0(0) and ms, z _(0), respectively (due to the relationships (2.16) and
(2.17)) upon additional distributional assumptions on V, Y, and/or Y_ along with
the use of (1.11) and (1.9) (all at z = 0). This will be illustrated in the next section.

3 Example: distributional assumption on upward jumps

In this entire section we assume that the generic r.v. Y representing the upward
jumps follows a combination of exponentials;

m
prN =) AjBie P, y>0, 3.1)
Jj=1

where Zr;'zl Aj=1and B8; >0 for j=1,2,...,m. The class of combinations of

exponentials is known to be dense in the set of distributions on R*. Interested readers
are referred to [24] for the fitting of this class of distributions.

3.1 Determination of 5,z 0(y]0)

Under the distributional assumption (3.1), using (1.11) followed by applications of
(2.10) and the Dickson—Hipp operator leads to

o
ms, 7.0(2) =f ms y,0(x)p+(x —z)dx
Zz

o0 ~( 6 1
= fz {4+b<;) [m(&s ®*lsxms z,0)(x) 4+ (Is * ma,z,o)(X)}

m
+ 295,0()6)} D AjBje P dx
j=1
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m

= 4+5(§> ;Ajﬂj [#_Z(:;_I)Tﬂ, (gs * s xms, 7,0)(2)
+ 7, (ls x ma,z,o)(Z)] +15,0(2), (3.2)
where
1n5,0(2) = iAjﬂj%j V5.0(2), z>0. (3.3)

j=1

Taking Laplace transforms on both sides of (3.2) and using (1.13) yields

S L B6)ls(9)iis.z.0(s) — 85 (B)Is (B)is.2.0(B))
xgz‘\]ﬁ/[l_qg(g) Bi—s

N Ts(s)its. 2.0(s) — Is(B))ts. z.0(B})

Py ]Jrﬁa,o(s)-
j

Upon rearrangements, the above equation reduces to

~( 8\~ - AjBj 1 ~ ~
{1 - Cl+b(;>la(5) > B—s |:1 . q,Z(g)ga(s) + 1:| }ms,z,o(S)

j=1

~f S\ < AiBi ~ - 1 - ~
= —q+b(—> > b la(ﬂj)ma,z,o(ﬂj)[mga(ﬂj) + 1} +15.0(5)

¢/ Bj—s

U
== (H ) 05,0(8) +15,0(5), (3.4)
Bj—s

j=1

where

~f 8\ & ~ N
05.0(s) = q+b(;> > AjBils(B)iis.z.0(B;)

j=1

1 m
——25( ')+1} (Br — )
X[l—q_b(g)ga Bj k:l;[?&j — S

is a polynomial in s of degree m — 1 expressed in terms of the unknown constants
mis, z,0(B;).
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In order to proceed, we further analyze the equation (in &)

Aj 1
1—q+b( )L«&)Z A [l_q 53 )ga(E)Jrl]:O, (35)

in connection to the left-hand side of (3.4). Using (2.4), (2.6) and (2.9), we have

1 q-b(®) f5(€) 1
——E) + 1= 00 1= - . 3.6)
—q-b( )g‘sg C1—qb) f5) 1—q-bE+4)p_(&)

Therefore, (3.5) is equivalent to

1_(“[’(“ )ZI [1—q B+ )5 (é)}
“ 8
& q+b(s+ )Z e_l_" b<s+ )p )

& ( )[q+ZAﬂ’ q_ii_@}:

& E[e?V VD=, (3.7)

since

~(. 8 — AjBj s
b(é + —) [cu > qﬁ(é)} = E[e"CTOV]p(=8)
c a Bj—§
_ E[e—SV—S(cV—Y)].

Here p(-) is the double-sided Laplace transform of the r.v. ¥ since Y can be positive
or negative. Define x1(6) = [1 — q_b(& +8/0)p— ()1 TTj=; (B — £) and xa(§) =
g+bE+8/c) i1 AiB T oy (Br —&). Also define the contour on the complex
plane which consists of the semi-circle of radius r running anti-clockwise from —ir
to ir plus part of the imaginary axis from —ir to ir. For § > 0, one can show that
|x1] > | x2| on the contour for r sufficiently large. By Rouché ’s Theorem, the number
of roots of x1(&) = x2(£) on the right-half of the complex plane must be the same
as that of x1(§) = 0. Since x1(§) = x2(§) is equivalent to (3.7), one concludes that
(3.5) has m roots with positive real parts when § > 0, which are denoted by {p;}"
and assumed to be distinct. The case for § = 0 is similar, but the only difference is
that one of these roots becomes 0 (see, for example, [39, Theorem 1]).

It is instructive to note that (3.4) is structurally identical to (4.4) in [20]. Thus, us-
ing the roots {0;}7 ;, one could obtain an expression for Q5 o(s) via Lagrange inter-
polating polynomials. Consequently, omitting the details, the Initial Value Theorem
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for Laplace transforms can be applied to 715,z o(s) to obtain

[ T B = i) }~
0=> . 0). 3.8
ms,7,0(0) iZI[Hkm:Lk#(pk — o 15.0(0i) +15,0(0) (3.8)

Note that the quantity 75 0(z) defined by (3.3) depends on the function s o(-).
By taking Laplace transforms on both sides of (2.11) along with the use of (3.6), we
arrive at

aé,w* (s)

1—q_b(s+p_(s)

F5.0(5) = [ —35(s) + 1}&5,% (s) =

1—g-b(%)
Using the above expression, 7s.¢(0) and 775,0(p;) can be rewritten, respectively, as

m

AjBjdsw, (B))

00)=>"A;BiPs50B) = — ey 3.9)
e ; Btsotfy ;1—q—b(ﬂj+§)p_(ﬂj)
and
s.0(00) = AjB;TpTp,95.0(0)
j=1
=Z ﬁao(ﬁz)—ﬂso(ﬂJ)]
_i Aj :3] |: aﬁw*(pl) _ EZBw*(,B]) i|
pril L—q-b(pi +HP-(0) 1 —q-b(B; +DP-(B))
(3.10)

Since the Laplace transform of (2.3) can be expressed as
o0 o 5
@, (5) = / “" / e OTOb(y + Xy (y)dy dx
0 0
oo
= / e Jw*(y)pr(y)dy,
0

substitution of (3.9) and (3.10) into (3.8) yields

sy T (B — o)
hs.z.0(y]0) = e Y [ ! }
i i {E [Tk=1 ki (o — pi)

i AjBj [ T 2b0)
X ~
pi L1—q-b(pi +2)p-(pi)
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T, 5b(y)
C1—q b+ %)ﬁ—(ﬁj)}
n ATy ab()
+j:1 1—q-b(B; + HP_(B;

)}, y >0, (3.11

owing to the representation (2.16) at z = 0. Using the identity (see, for example, [19])

2T ke (B — i)
im HZ;],](#,' (ox — pi)

=1, (3.12)

(3.11) reduces to

_oynn[ TR Be— pi) ]
h 0 = R
B,Z,()(Y| ) e ;[H?—l,k#i (,Ok — ,01)

7;)1‘+§b(y)
1—q-bloi + Hp-(pi

m

<3 AjBj [

o B

)i|, y>0, (3.13)

which is simply a linear combination of terms of the form e~©®/¢)y Tpi+8/cb ().
3.2 Determination of hs z _(x, y|0)

The determination of hs,z —(x, y|0) follows in an identical manner as in Sect. 3.1
and hence the details are omitted. Analogous to (3.8), one has

[T B — p0) ]~
—O=) —(pi) +15,—(0), 3.14
ms,z,—(0) [ T i 0k — PO ns,—(pi) + 15, (0) (3.14)

i=1

where
< AjBitis.w(B;)
—0)= ARt kb , (3.15)
" ; L= q-b(s; + Hp-(6))
and
-  AjB; [ as,w(pi) s, (B)) }
—(pi) = - =~ = - =~ = ;
Totp ;:3./'_,0[ 1—q-b(pi +)p-(pi) 1—q-bBj +)p_(B))

(3.16)
with a5, (-) given by (2.14). Thus,

o0 v s o0
s, (s) = f e / e—?“—”b(v—x)[q_ / w(x,y)p_<x+y)dy} dx dv
0 0 0

o0 o0 o0 5
:q_/ / w(x,y)p_(x+y)|:/ e”ev(”x)b(v—x)dv} dxdy
0 0 X
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:q_/ f w(x,y)p_(x—l—y)e_sxg(s—i—g) dxdy. (3.17)
0 0

Because of (2.17) at z = 0, combining (3.14)—(3.17) along with the use of (3.12) leads
to

0TI B —pi) ]
h — X, 0)=qg_p- + m
8.2~ y10) =g-p-(x y);[nk=1,k¢i(pk—pi)

Xi AjBj [ e_fixg(/?i‘f‘%)
Bj—pi L1 —q-b(pi +2)p_(pi)

i|, x,y>0.
j=1

Hence, (2.18) at z =0 gives

T B — o) }
hs.7.—(y10) = g [ |
e ! ; [ Tezi ki (ok — Pi)

m

AjB, [ b(pi + H T, p-(y) }
3 Bi = piL1—q_b(pi + $)p_(pi) ]

>0, (3.18)
j=1

which is a linear combination of 7,,, p_(y).

Remark 2 Although throughout we assume g_ > 0, the discounted densities given
by (3.13) and (3.18) hold true even g_— = 0. When ¢g_ = 0, (3.13) agrees with equa-
tion (4.12) of [20] (which can also be simplified using (3.12)), whereas (3.18) be-
comes 0 which is expected because ruin can only occur by continuity in the absence
of downward jumps.

4 Applications of the Gerber—Shiu functions

4.1 Laplace transforms of time of ruin, time of recovery and duration
of first negative surplus

In the ruin theory context, [26, 29] commented that the probability of ruin is ex-
tremely small for certain businesses. If ruin occurs, the business can usually obtain
funds to survive negative surplus for some time. This naturally leads to the study of
quantities such as the time of recovery and the duration of first negative surplus. We
shall separate the study of the present model with negative drift and its reflection (i.e.
with positive drift).

To aid our upcoming analysis, we define the reflection of the process {U (¢)};>0,
namely {X (¢)};>0, such that

N*(1)
X(t)y=x+ct— Y Y. >0, (4.1)
i=1
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where X (0) = x > 0 is the initial level, and {Y*}7°, and {N*(¢)};>0 are mutually
independent copies of {Y,-}j’i1 and {N (#)};>0, respectively. The time of ruin for the
process {X (¢)};>0 is Tx = inf{t > 0: X (¢) < 0}, and ruin can only occur by jumps
(but not by continuity). In the case of ruin, the deficit at ruin is given by | X (Tx)|. The
Gerber—Shiu function for which the penalty function depends on the deficit only is

defined by
ms x(x) = E[e ™ wy (| X (Tx)|)1{Tx <o0}|X(0)=x], x>0, 4.2)

with wy (-) satisfying some mild integrable conditions. The Laplace transform of Ty
can be retrieved from m;_x (x) by letting wx (-) = 1, and is denoted by

Ls x(x) = E[e?TX1{Tx <00}|X(0)=x], x>0, 4.3)

We remark that ms _x (x) is a special case of the usual Gerber—Shiu function studied
by [35], and will be regarded as a known quantity for the rest of the paper.

4.1.1 Present model with negative drift

Formally, in cases of ruin, the time of recovery pertaining to the surplus process
{U(t)}y=0 is defined by TR =inf{r > Ty : U(r) > 0}; i.e. T is the first time the
surplus becomes positive after ruin. The duration of first negative surplus is then
given by T(§ — Ty . Furthermore, the condition (1.2) is assumed to hold in order to
ensure recovery occurs almost surely given ruin occurs. We are then interested in the
quantities

_ _ R_
LE 5 o) =E[e”Tv=200 T T, < 00, U(Ty) =0}|UO) =u], u>0,
4.4)
and

LE oy @) = E[eTe=200-TO Ty < 00, U(Ty) <0}IUO) =u], u=0,

4.5)
for ruin occurring by continuity and by downward jumps, respectively. The above two
functions obviously contain the marginal Laplace transforms of the time of ruin Ty,
the time of recovery Tlf and the duration of first negative surplus Tllf — Ty, as well
as their joint Laplace transform, as special cases by suitable choices of §; and §5.

It is instructive to note that under the current assumption of (1.2), we have Ty < 0o
almost surely. If § > 0, it is known from [35] that Ls_x (x) is the tail of a compound
geometric distribution. In contrast, if § = 0, it is clear that Ly x(x) = 1.

First, to determine the quantity L fl ’ 82’U’0(u) for ruin by continuity, we condition

on (|U(T;7)|, Tj) and the subsequent jump Y (7;)+1. The time of ruin Ty is always
given by Ty = Tl’]" — U (Tl’;_)| /c. In contrast, we need to distinguish between the
following cases for the variable TLlf - Ty.

1. If Yy(ry)+1 is an upward jump greater than |U(T5_)|, then T§ -1y =
U T e

2. If YN (1)+1 is an upward jump less than or equal to |U(Tl’]‘_)|, then T(§ — Ty is dis-
tributed as an independent sum of |U(T57)|/c and (Tx|X (0) = |U(T[j*)| —Yy).
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3. If Yn(1)+1 1s a downward jump, then Tlﬁ — Ty is distributed as an independent
sum of |U(T£§_)|/c and (Tx|X (0) = |U(T{;_)I +Yo).

Therefore, similar to [20, Sect. 3.4], one concludes that L§l 50U o(u) can indeed be
retrieved from ms, y,0(u) with the choice of penalty function

y
wi(y) = €' )y{fh [P+(y) +/0 L, x(y — v)P+(v)dv}

+q_/0 L(sz,x(y—l—v)p_(v)dv}, y >0, 4.6)

where P (.) is the survival probability associated to the generic r.v. Y, .

Remark 3 If the upward jump Y4 has density (3.1) as in Sect. 3, then following the
ideas as in [35, 37, 49], for 8, > 0, Ls, x (-) is seen to be a linear combination of ex-
ponential terms. Hence, all quantities on the right-hand side of (4.6) can be explicitly
evaluated, and the choice of penalty function w,(-) is also a linear combination of
exponential terms.

As for the quantity L§l 5,.u,— () for ruin by jumps, by conditioning on the
pair (|U(Ty)l, Ty), one observes that TR — Ty 1is distributed as an independent

copy of (Tx|X () =|U(Ty))). Therefore La SoU.— (u) is simply a special case of
ms, u,—(u) with the choice of penalty funcnon w(x y)=Ls, x(y).

4.1.2 Insurance risk model with positive drift

From the discussion in Sect. 1, the process {X (¢)};>0 can serve as an insurance risk
model in which ¢ > 0 is the constant premium income per unit time, whereas Y
and Y_ are now interpreted as positive claim and negative claim (or lump sum gain),
respectively. For such a model, the positive security loading condition is opposite to
the model {U(t)};>0 and is given by

E[Y]=q+E[Y{]—q-E[Y_] <cE[V]. 4.7

The above condition is assumed to ensure ruin (i.e. Tx < o0) is not a certain
event for {X(¢)};>0. Given that ruin occurs, the time of recovery is defined by
T)f =inf{r > Tx : X(¢) > 0}, and the duration of first negative surplus is T)f —Tx.
The condition (4.7) guarantees recovery occurs almost surely given Ty < co. Note
that recovery can possibly occur due to positive drift (resulting in X (T)f ) =0) or
negative claims (resulting in X (T)f ) > 0), respectively, resulting in the quantities

L‘SRIygz’X’O(-x) — E[eiélTX?az(T}fiTX)l{TX < 00, X(T)?) = 0}|X(O) ZX], X ?408,)
and .

LE 5 (0 = E[e 20T Ty < o0, X(TF) > 0}IX(0) =x], x>0,
4.9)
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Due to the condition (4.7), we have to restrict 6o > 0 so that the results in
Sects. 2 and 3 are applicable. One sees that Lg»sz’x,o(x) and Léel,az,x,-i-(x)
are both special cases of ms, x(x) with the choices of penalty wx(y) =
E[e” 2TV I{U (Ty) = 0}|U (0) = y] and wx (y) = E[e~ 2"V I{U(Tyy) < 0}]U(0) = y],
respectively, which can in turn be retrieved from ms, y7,0(y) with w.(y) = e®2/0)y
and ms, y,—(y) with w(-,-) = 1. Here the indicator for the event {Ty < oo} is re-
moved since it occurs almost surely because of condition (4.7). Condition (4.7) also
guarantees that mgs, x(-) satisfies a defective renewal equation and the results of [35]

apply.
4.2 Joint Laplace transform of the first busy period and subsequent idle period

As mentioned in Sect. 1, in queueing systems or storage processes the amount of
workload is usually non-negative. Therefore, the process {U (f)};>0 has to be modi-
fied such that it is bounded below by 0 so as to retrieve the workload process. Denot-
ing the workload process by {U Q(t)},zo, we have

U2t)=U @) —min(0, U(1)), t>0. (4.10)

While the first busy period of {U Q(t)}tzo coincides with Ty, its subsequent
idle period is given by T/ — Ty where T} = inf{t > Ty : UC(t) > 0} =
inf{t > Ty : Yn() > 0}. See Fig. 3. In queueing systems, the condition (4.7) is as-
sumed so that the queue must become empty eventually. The joint Laplace transforms
for the pair (Ty, Té — Ty) with an initial workload of U2(0) = U(0) = u > 0 are
given by

Lg’az’u’o(u)zE[e*81TU*82(T(§*TU)]{U(TU):0}|U(O):u], u>0, 4.11)
and

LSQ,SZ,U,—(M) = E[e*SITUféz(Té*TU)1{U(TU) < O}|U(0) = u], u>0, (4.12)

1

u(n UQ(.']

* ]
Ty ?u ; [\
i Y f

[Ty

Ty

Fig. 3 (a) Risk process. (b) Workload process
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respectively, for termination of busy period by continuous workload removal and by
the arrival of a negative customer. We always assume §; > 0 at the expense of the
condition (4.7).

For Lg’ 5. U,o(“) which is due to continuity, one always has Ty =
TU* —|U (T;_)| /c. On the other hand, Tlﬂ — Ty is distributed as an independent
sum of |U(T;;7)|/c and a compound geometric r.v. with primary probability mass
function ¢" g4 forn =0, 1, ... and secondary density k(). Therefore, we arrive at

4+
1—q_k()’
4.13)

with the expectation term a special case of mgs, y,0(«) under the penalty function
Wi (y) = el@1=82)/cly

By a similar argument, one concludes that

T (2 T
LY 5 vo) = E[e 0TIy (Ty) = 0}|U (0) = u]

q+k(52)

Ly y_ ) =E[e T 1{U(Ty) <0}|U©) = uj ==~ K53

(4.14)

where the expectation term is simply ms, y —(u) with w(-,-) = 1.

Remark 4 For any subsequent pair of busy period and idle period, the busy period
starts with an upward jump distributed as Y, and therefore it is sufficient to con-
sider the process {Z(¢)|Z(0™) = 0},>¢. Hence, such joint Laplace transforms for the
termination of busy period by continuous workload removal and by the arrival of a
negative customer are simply

0 )
Ly 5,.20= E[L5, 5,.0.00+)]

= E[e 0T EDIZTN [ 7(T,) = 0}12(07) = 0]%,
(4.15)
and
Lan,az,z,f = E[Lﬁ,az,u,JYﬂ]
= E[e™"21{Z(T) <0}|12(07) = 0]%, (4.16)

respectively, with the expectation terms in the above two equations being the spe-
cial cases of ms, z,0(0) and ms, 7 —(0) with the corresponding choices of penalty
functions wy (y) = el®1 79/l and w(-, ) = 1.

4.3 Expected total discounted reward payable during idle periods

In this subsection, we consider the same queueing model {U Q(t)}tzo as in Sect. 4.2,
with the assumption of condition (4.7). We are interested in evaluating the expected
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total discounted value for a dollar payable continuously during the idle periods of
the queue, or equivalently, the expected total discounted reward earned by a server at
a rate of 1 whenever there is no work stored in the queue. With an initial workload
of U2(0) = U(0) = u > 0 and a force of interest of § > 0, such an expectation is
denoted by DR; 7 (1). Since the first payment stream is payable from time Ty to T,
its expected present value (at time 0), namely DR;U(u), is given by

I

TU
DR ;,(u) = E[/ e dy|U(0) = u]
Ty
= %{E[e*”mU(O) =u] — E[e*T0|U(0) =u])

1
=g{[ SOUO(M)+L80U )]

— L po +LE ]} uz0, (4.17)

where notations defined in (4.11) and (4.12) have been used. It is instructive to note
that the expected total discounted reward DRs (1) consists of the expected present
value DR(’;, v () plus the expected discounted reward from time Té onwards. Since

at time TJ the process restarts at level O with an upward jump distributed as Y, we
have

DR () = DR} (w) + E[e 701U (0) = u] DR,
= DR} ;) +[LEs y o) + LYy _)]DR} ;. u>0, (4.18)

where (4.11) and (4.12) are used again. In addition, DRS , is the expected present
value (at time U) of future reward satisfying

DR ; = E[DR; ;,(Y1)] + E[ s.6,0,0Y+) + La s.u.—(Y+)|DR; 7

1
=3 [(LaQo zoT Ls 0.2._) — (L(ga,z,o + Lga,z,—)]
+ (Lga,z,o + Lga,z,—)DR§,z

with the use of (4.15)—(4.17). Solving the above equation for DR; 7 yields

0 0
1 (L] 50,20 T Ly 502) ~ Lssz0tLssz)
) L= (L5 70+ Lis 2)

DR; 5=
leading to a complete characterization of DR; ¢ (1) via (4.18).

5 Concluding remark

This paper studies the Gerber—Shiu function in a stochastic model involving two-
sided jumps and a continuous downward drift. With arbitrary distributions of jump
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sizes and inter-arrival times, various general structures are exploited using defective
renewal equations. This is in contrary to most of the traditional analysis, in which
processes with stationary and independent increment or phase-type inter-arrival time
V are used. Although our solutions in Sect. 2 involve convolutions, in cases where
both V and Y_ are distributed as, for example, a combination of exponentials, these
convolutions can be explicitly evaluated due to the nice form of (3.13) and (3.18).

We also remark that in the process {U(t)};>0 defined by (1.1), the arrivals of
jumps, no matter positive or negative, are assumed to be generated by the same re-
newal process {N (#)};>0, and therefore the process {U (¢)};>o restarts after a jump.
An alternative model could have been proposed by assuming that the arrivals of up-
ward and downward jumps follow independent renewal processes {N4(#)};>0 and
{N_(t)};>0, respectively, resulting in

Ny (1) N_(1)

Uly=u—ct+ Y Yii— > Y i >0, (5.1)

i=1 i=1

where {Y, ;}7°, and {Y_;}?°, are independent i.i.d. sequences distributed as Y,
and Y_, respectively, both independent of {N(¢)};>0 and {N_(¢)};>0. Of course, if
{N()};>0in (1.1) is a Poisson process with rate A > 0, then (1.1) and (5.1) are equiv-
alent if {N,(#)};>0 and {N_(¢)};>0 are Poisson processes with rates Ag+ and Ag_,
respectively. In general, the process (5.1) does not restart after a jump, and therefore
the arguments used in this paper are not applicable.
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Appendix

Throughout the paper, a large number of notations are used for various Gerber—Shiu
type functions and their related quantities. This Appendix aims at providing a sum-
mary of their definitions as well as their relationships. As a general rule of thumb:

1. The letter ‘m’ represents Gerber—Shiu functions, whereas ‘L’ denotes (joint)
Laplace transforms of random times.

2. The subscripts ‘U’, ‘Z’ and ‘X’ are related to the processes (1.1), (1.7) and (4.1),
respectively.

3. The subscripts ‘—’ and ‘0’, respectively, correspond to ‘jumps’ and ‘continuity’
as the cause of ruin.
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Table 1 List of major notations

Notation Definition

mg y,—(u) GSF defined by (1.3) for ruin of {U (¢)};>( by jumps

ms. y,0(u) GSF defined by (1.6) for ruin of {U (¢)};>¢ by continuity

ms.z.—(2) GSF defined by (1.8) for ruin of {Z(#)};>0 by jumps; related to ms yy _(-) via
(1.9); can be represented as (2.17)

ms. 7.0(2) GSF defined by (1.10) for ruin of {Z(t)};>( by continuity; related to ms g7 o(-)
via (1.11); can be represented as (2.16)

mg (1) Matrix GSF containing above four elements; defined by (2.23) with solution
uniquely determined by the Markov renewal equation (2.22)

mgs z.—2(2) Special case of mg 7 _(z) under w(x, y) = w(y); can be represented as (2.19)

mgs x(x) GSF defined by (4.2) for ruin of {X (¢)};>0; known from [35]

Ls, x(x) LT of the time of ruin of {X (t)},>( defined by (4.3); special case of mg_x (x)
under wy () =1

L§1 ,Bz,U,O(”) Joint LT defined by (4.4) for ruin of {U (¢)};>¢ by jumps; special case of
mgl ,Uyo(u) under (4.6)

L§] ’52’U~_(u) Joint LT defined by (4.5) for ruin of {U (#)};>0 by continuity; special case of
mg, u,—(u) under w(x, y) = Lg, x(y)

L §] 5, X,O(x) Joint LT defined by (4.8) for recovery of {X (¢)};>0 by continuity; special case
of mg, x (x) under wy (y) = E[e~2T0 {U (Ty) = 0}|U (0) = y]

L§1 ,52,X,+(x) Joint LT defined by (4.9) for recovery of {X (¢)};>( by jumps; special case of
ms, x (x) under wx (y) = E[e =210 1{U (Tyy) < 0}|U(0) = y]

LéQl ,SQ,U,O(”) JoinF LT defined by (4.11) for terminatioq of busy period of {UQ (") }t>0 by
continuous workload removal; with solution (4.13)

Lg 80, Us— (u) Joi.nt LT defined 'by (4.12) for terminatiop of busy period of {UQ (H)}t>0 by
arrival of a negative customer; with solution (4.14)

Lg,sz’zp Given by (4.15) in relation to LSQ],SZ,U,O(')

LzSQl,zSz,Z,f Given by (4.16) in relation to LzSQI,az,U,f(')

4. The superscripts (for the L functions) ‘R’ and ‘Q’ denote functions for ‘recovery’
and ‘queues’ (see (4.10)), respectively.

In the following Table, ‘GSF’ and ‘LT’ are abbreviations for ‘Gerber—Shiu function’
and ‘Laplace transform’, respectively.
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