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Abstract

The goal of this paper is to obtain probabilistic representation formulas that are
suitable for the numerical computation of the (possibly non-continuous) density
functions of infima of reserve processes commonly used in insurance. In particular
we show, using Monte Carlo simulations, that these representation formulas perform
better than standard finite difference methods. Our approach differs from Malliavin
probabilistic representation formulas which generally require more smoothness on
random variables and entail the continuity of their density functions.
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1 Introduction

In ruin theory, computational methods for finite-time ruin probabilities have
received considerable attention in the last decade. The reader is referred to
the books by Gerber [7], Grandell [8], Panjer and Willmot [13], Asmussen [1],
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and Kaas et al. [10] for general results on ruin-related issues.

Consider the classical compound Poisson risk model, in which the surplus
process (R.(t))i>o is defined as

Ro(t) =z + f(t) — S(t), t>0, (1.1)

where x > 0 is the amount of initial reserves and f(¢) is the premium income
received between time 0 and time ¢ > 0. Here, the aggregate claim amount up
to time ¢ is described by the compound Poisson process

N(t)

S(t) = > Wi,

where the claim amounts Wy, &k > 1, are non-negative independent, identically
distributed random variables, with S(¢) = 0 if N(¢) = 0. The number of claims
N(t) until ¢ > 0 is modeled by a homogeneous Poisson process (N (t)):>o with
intensity A > 0. We do not make any assumption on the claim amount distri-
bution, which are nevertheless assumed to be independent of the arrival times.

Given T some fixed time horizon, the ruin probability

(x, T)=TP ((él;ng R.(t) < 0)
in the classical Cramer-Lundberg risk model has been analyzed by many au-
thors, in particular by way of the Picard and Lefevre formula [14], discussed
by De Vylder [5] and Ignatov et al. [9], and compared to a Prabhu or Seal-type
formula by Rulliere and Loisel [18]. Further analysis and extensions have been
proposed more recently by Lefevre and Loisel [11].

Another important practical problem is to obtain numerical values for the
sensitivity
o

%(va)

of the finite-time ruin probability 1 (z, t) with respect to the initial reserve z, in
particular due to new solvency regulations in Europe. This problem is closely

0
related to that of density estimation since —a—w(x, T) is also the probability
x
density at —x < 0 of the infimum

Mo = inf{f(t) — S(t) : te[0,T]}.

In [17], Privault and Wei used the Malliavin calculus to compute the sensitivity



of the probability
P(R.(T) < 0)

that the terminal surplus is negative with respect to parameters such as the
initial reserve x or the interest rate of the model.

However the problem of computing the corresponding sensitivity for the finite-
time ruin probability ¢ (z, T') has not been covered in [17] because info<;<r R, (t)
does not satisfy the smoothness conditions imposed, see Remark 5.2 therein.

We proceed in two steps. First, in Sections 2 and 3 we review the main fea-
tures of the Malliavin calculus applied to density estimation, in relation to
the discontinuity of probability densities. In particular, in Section 3 we use
the Malliavin calculus on the Poisson space to show in Proposition 4 that the
infimum

inf R.(t)

0<t<T
admits a probability density under certain conditions. We also note that the
probability density of . ytliT R, (t) is not continuous, and that this infimum

actually fails to satisfy the second order Malliavin differentiability conditions
that would ensure the continuity of its density.

Second, in Section 4 we develop an alternative approach to the problem of
existence and smoothness of the density of . gtl<fT R, (t), based on a direct

integration by parts. In particular this technique yields, in Proposition 5 below,
an explicit probabilistic representation formulas suitable for the computation
of the sensitivity

o

e (x,T)
by numerical simulation. We also treat the case of jump-diffusion processes
(with an independent Brownian component that models investment of the
surplus into a risky asset), using the density of the Brownian bridge.

Finally in Section 5 we present several simulation examples (for unit valued,
exponential, and Pareto distributed claim amounts) that demonstrate the sta-
bility of our method compared to classical finite difference schemes. Our results
are general and operational for light- or heavy-tailed, discrete or continuous
claim amount distributions.

2 Malliavin calculus for density estimation

This section is a preparation for the next one where we apply the Malliavin
calculus on Poisson space to show that although the random variable

inf R, (1),

0<t<T



has an absolutely continuous law with respect to the Lebesgue measure, it
does not satisfy the stronger differentiability conditions that would lead to
the continuity of this density.

Our goal in particular is to determine more precisely the range of application

of these techniques to the suprema of compensated jump processes. Here we
work in an abstract setting before turning to the Poisson space in Section 3.

Existence of densities

Here we state conditional versions of classical results on the existence of prob-
ability densities, see e.g. § 3.1 of Nualart [12] or Corollary 5.2.3 of Bouleau
and Hirsch [3]. We work on a probability space (92, F,P).

Proposition 1 Let A € F such that P(A) > 0 and let F', G be two random
variables satisfying the relation

E[Gf(F)|A] =EArcf(F)|A,  feGR), (2.1)

where Ap ¢ is an integrable random variable depending on ' and G, and in-
dependent of f € C}(R).

Then:

i) If G is (strictly) positive a.s. on A then the law of F has a conditional
density ppja given A with respect to the Lebesgue measure.

i) If in addition G =1 a.s. on A then this density is given by

era(y) = E[Ap1ly<ry| Al y € R. (2.2)

Proof.
i) The bound
E[Gf'(F)|A] = E[f(F)ArclA] < Ifll<EllArcl | A, f €C(R),
extends to f’ = 1p for any bounded Borel subset B of R, to yield
E[G1p(F)|A] < m(B)E[[Apcl | Al,
where m(B) denotes the Lebesgue measure of B, hence the law of F' is
absolutely continuous with respect to the Lebesgue measure since G > 0

a.s. on A.
i) In the case G =1 a.s. on A we get
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In what follows, any relation of the form (2.2) will be termed an integration
by parts formula, and the random variable Ap s will be called a weight.
Continuity of densities

Proposition 1 ensures the existence of the density ¢4 but not its smoothness.
The next proposition provides a more precise statement.

Proposition 2 Assume that the hypotheses of Proposition 1 hold with G = 1
a.s. on A, and suppose in addition that Ay € LP(A) for some p > 1.

Then the conditional probability density pp 4 s continuous on R.
Proof. Use the bound

[ora(y) — eralz)] < ﬁHAF,lHLF(A)(E[l[z,y}(F)])l/q, y,2 €R, (2.3)
that follows from (2.2), with 1/p+1/¢ = 1. O

The integrability of Apq in LP(A) for p > 1 can be obtained under strong (sec-
ond order) differentiability conditions in the Malliavin sense as a consequence
of Corollary 2 and Proposition 3 below.

Non-continuous densities

In Section 4 we will replace (2.1) by an expression of the form

E[F(F)|A] = E | Y A,£(F)|A




where Z, Fj, A;, j > 1, are random variables, which also implies the existence
of a conditional density of F' given A as

A

Z
> Ajly<ry|Al- (2.4)

j=1

@F\A(y) =E

However, Relation (2.4) no longer ensures the continuity of ¢4 as the bound
(2.3) is no longer valid. Such expressions will be obtained in Section 4, Propo-
sition 5, for the infimum

3 Malliavin calculus on the Poisson space

In this section we consider the application of the Malliavin calculus on the
Poisson space to the infimum

inf R.(t).

0<t<T

In Corollaries 1 and 2 below we implement the results of Section 2. For this
we will use an unbounded linear derivation operator

D:L}Q) — L2(Q x R,)

admitting an adjoint
§: L*(QxRy) — L*(Q),

with respective domains Dom (D|A) C L*(Q) and Dom (§|A) C L*(Q x R.),
such that

E[(DF,u)|A] = E[Fé(u)|4], F € Dom (D|A), u € Dom (6]A), (3.1)

where (-,-) := (-, -) 2(jo,77) denotes the scalar product in L*([0, 7). A concrete
example of operator D will be given in Definition 2 below.

First, we treat the existence of densities in the next corollary of Proposition 1,
using the duality (3.1) between D and .

Corollary 1 Let F' € Dom (D|A) and w € Dom (0|A) such that
(DF,w) >0, a.s. on A. (3.2)

Then the law of F' has a conditional density ppja given A with respect to the
Lebesgue measure.



Proof. Letting G = (DF,w) we get
E[(DF,w)f'(F)|A] = E (DS (F),w)|A| =E [ f(F)s(w)|4]
hence it suffices to apply Proposition 1 with Apg = §(w). OJ

As a consequence, the existence of density of the random variable F' can be
obtained under first order Malliavin D-differentiability conditions, see below
for an implementation in the setting of jump processes.

Next we recall how the operators D and ¢ can be applied to the representation
and continuity of densities.

Corollary 2 Let F' € Dom (D|A) and w € L*(2 x R,) such that

(DF,w) >0, a.s.onA, and € Dom (0] A).

w
(DF,w)
Then:

i) if G 1is (strictly) positive a.s. on A then the law of F has a conditional
density ppja given A with respect to the Lebesgue measure.

i) if in addition G = 1 a.s. on A then this density is continuous and given
by (2.2), with the weight

Apg =0 <G<D;f’ w>> . (3.3)
Proof. Using the relation
rir =L pedm),
we get
E[Gf'(F)|A] = E [G%H _E [f(F)(S (waGw)> ‘A] ,

hence the existence of a conditional density follows from Proposition 1. The
continuity of ¢ 4 in the case G = 1 a.s. on A follows from Proposition 2 and
the fact that ¢ is L?*(2)-valued on Dom (§|A). O

In order to apply the above results to functionals of jump processes, we now
turn to a specific implementation of the Malliavin calculus on Poisson space,
cf. Carlen and Pardoux [4], Privault [15]. Here, (2, F,P) denotes the canonical



probability space of the Poisson process (N (t))¢cr, with intensity A > 0 whose
jumps are denoted by (7})r>1, with Ty = 0.

Definition 1 Given m € N we denote by S, the space of Poisson functionals
of the form
F=hTAT,..., T, AT) (3.4)

for some h € CY([0,T]") and n > m, with the boundary condition F = 0 on
{N(T) <m}, i.e.

h(ti, ..., tm1,T,...,T) =0, t1, . tm1 €10,T]. (3.5)

Every F' € §,, can be written as

F= Z 1{N(T):k}fk(T17 cee 7Tk)7 (36)
k=m

where fy € R and f; € C1([0, T]") satisfies

fu(Ty, ..., T) = h(Ty, ..., Top, T, ..., T), k>m, on {N(T) = k}.
(3.7)
Note that Condition (3.5) is void when m = 0.

Definition 2 Let D,F, t € R, denote the gradient of F' € S,,, defined as
D,F = — Z]‘[OTk MTyNT,...., T, NT),

for F € S, of the form (3.4), where Oxh denotes the partial derivative of h
with respect to its k-th variable.

For F' of the form (3.6) we have:

DtF— Z ]—{N(T n}zloTk 8kfn<T177T)

n=mV1

From now on we consider A of the form A = {N(T') > m} for some m € N,
and let Dom,, (D), Dom,, (§) respectively denote Dom (D|N(T) > m) and
Dom (§|N(T) > m). Similarly we will denote E[F|N(T') > m] by E,,[F] for
simplicity of notation.

Lemma 1 The operator D can be extended to its closed domain Dom,, (D)
and admits an adjoint 6 with domain Dom,, (§) such that

E.[(DF,u)] = E,[Fé(u)], F € Dom,, (D), u € Dom,, (¢). (3.8)



Moreover for all u € L*([0,T]) and F € Dom,, (D) we have

§(Fu) = F /0 LU d(N () — Mdt) — /0 T u(t)DFt. (3.9)

Proof. This proposition is a conditional version of the classical integration by
parts formula on the Poisson space. For completeness its proof is given in the
Appendix Section 6. O

In order to check that Aps defined in (3.3) belongs to LP as required in
Corollary 2, we can proceed as follows.

Let U denote the space of processes of the form

u=> Fuhg,  hi,...,h, €CH0.T)), Fi,....,F, €Sy, n>1,

k=1
and let the operator V be defined as
Vsu(t) = Dou(t) — Lpg(s)u(t), s,t e Ry, uelu.

We remark that the operator V plays the role of a covariant derivative in the
framework of the Malliavin calculus, cf. [16].

Proposition 3 For all w € U we have the identity

Enl|0(u)’] = Enm[llull220mp)] + Em [/OT /OT Veu(t)Viu(s)dsdt| . (3.11)

Proof. cf. the Appendix Section 6 . U

The identity (3.11) is called the Skorohod isometry and implies the bound
En[|0(w)]*] < EmlllullZ2o2y)] + Bl Vel Z2go ). (3.12)
which provides sufficient conditions for a process u € U to belong to Dom (§).

As an example of application of Propositions 1 and 2 (resp. Corollaries 1 and 2)
in this context, consider a constant premium income rate f(t) = a, t € [0, 7],
with deterministic claim amounts equal to 1, and consider the infimum

Mo = oé?ng(at_N(t)) = Tkglzr“l,szo(aTk —k) = Lynys1y Tkglil“l,szl(aTk —k).
(3.13)

Proposition 4 Assume that 0 < o' < 1. Then the probability law of M 1y
admits a density conditionally to { Moy < 0} with respect to the Lebesgue



measure.

Proof. First, note that M has the form (3.6) with fy = 0 and

falte, ... ty) = inf (aty — k), n>1,

1<k<n
and we have { Mg < 0} = {N(T) > 1} since a7 < 1. Hence taking m = 1,

N(T)

Moz = D (aTk = k)L v g=aTy—k)
k=1

belongs to Dom; (D) with

N(T)
DMz = —a Y Loz () g ry=oi—k}»
k=1

and the gradient norm

N(T)

(DMo1), DMior)) = o Y Til{amgy 1=ty —k}
k=1

is a.e. positive on A = {N(T") > 1}, thus ensuring the existence of the density
of Mo conditionally to { My < 0} from Corollary 1. n

The application of Corollary 2 to obtain the continuity of the density of F' =
Mior) < 0 and its representation formula (2.2) with the weight (3.3) would
require Apq € LP for some p > 1. In order to check this condition one can
apply the divergence formula (3.9) to G = 1/(DF, w), however from (3.12) this
would require a second order D-differentiability as a function of the Poisson
process jump times, a property not satisfied by F' = Mg 7).

It is actually natural that such differentiability conditions do not hold here
since they would ensure the continuity of the probability density of Mg 7, a
property which is not satisfied, cf. Relation (5.1) and Figure 1 below.

4 Calculation of densities by integration by parts

In this section we develop a direct integration by parts method as a way
around the difficulties noted in Section 3 with the application of the Malliavin
calculus to Mg ). In particular, in Proposition 5 we obtain a probabilistic
representation formula for non-continuous densities that replaces (2.2). We
consider both deterministic and random drifts.

10



Monotone deterministic drift
Assume that (S(t))icr, has the form
S(t) = YN(t); te R+,

where Yy = 0 and (Y)r>1 is a sequence of random variables, independent
of (N(t))er,, i.e. in the compound Poisson risk model, S(t) represents the
aggregate claim amount and

k
Y, = Z Wj, k e N.
j=1

Let f: R, — R, be an increasing function mapping ¢ > 0 to the premium
income f(t) received between time 0 and time ¢, such that f(0) = 0, and
consider the infimum

M = inf (1)~ (1)
Clearly we have M < f(0) — S(0) = 0 hence the law of Moy is carried
by (—00,0]. On the other hand, we have My = 0 if and only if N(T') =0
or f(T) =Yy >O0forall k =1,..., N(T). Hence the law of My 7 has a Dirac
mass P(Mjy ) = 0) at 0, equal to

B(Myoz = 0) = B((N(T) = 0) + P({Mppz = 0} N {N(T) > 1})

to

0 T [t
— e AT L o AT [Z )\k/o /0 ; Liriosvit - s sy dts - - - dty | -
k=1

In the next proposition we compute the density of Mg 7, and provide a prob-
abilistic representation which is suitable for simulation purposes.

Proposition 5 Assume that f is C* on Ry with f'(t) >c¢> 0 for allt € R,.
Then the probability density at y < 0 of Mm given that {Mpm < 0} is
equal to

SOM[O,T]\M[O,TKO(Q) =

) 5
P(M[O,T] <O)E jzl 1{y§inf1gz§j(f(Tz)—Yz)}1{f(Tj—1)—Yj<y}1{ySinj§L§N(T)(f(TL)—YlH)}
)\ —1\/
YW) g

+P(M[0,T] < O) [1{0<YN(T)+1+y<f(T)}1{f(TN(T))<YN(T)+1+y}1{inf1gng(T)(f(Tz)*Yz)>y}} )

y < 0, where we use the convention inf () = +oo.

11



Proof. Since f is increasing we have, on { M ) < 0},

Mpr = inf  (f(Ti) = Yi) = Lnyzyy . inf  (f(Tk) = Ya).

T <T, k>0 T,<T, k>1

Hence for y < 0,

P({ M1 > y}) -
=P{N(T)=0})+ e E lz N /T /t;c - Otz

e+ e TR lz )\k/ / . 1{f(t1)>Y1+y} T 1{f(tk+1)>yk+l+y}dt1 - 'dtk+1‘| :

Ly<inty<pcp (F0) -y} A1 - 'dtk]

Now, using the relation

k+1  k+1
d (Lirasvivn  Leansviosn) = = 2 T1 LiasvienScri)-v,) ()
J=11=1, I#j
we have, for any g € C.((—00,0)):
0
Elo(Mam)] = - | 9)dPMpy > y)
T 00 kk‘-i—l tk+1 to k+1
=X E ZA Z / / / / [T Loeosvien Wi, (dy)dts - - dtyia
00 =1, I#£j
T kk+1 tha1 to k+1
= e E ZA > / L7 [T tasviero-vpg () = Yi)dtr -+ dte
= =1, 1%
AT 2 bt f2
=X K Z A Z/ / / (tj) - Yj)1{f(tj)—Yj<inf1§z¢j§k+1(f(tl)—Yl)}dtl s g

to
1{f(tk+1)*Yk+1<inf1§l§k(f(tl)*Yz)}dtl o 'dthrll

+Ae ME Lz:% )\k/o g(f(trs1) _YkJrl)/O 0

SEYE Y A B R
k=0 —00;—1/0 JO 0 0 o f'(f~Yw))
Liy<int, ooy (Pt =0} L{F () <+ Vs < £ (1000} Hy<ingy cocni (F)—vD Y AL - dbjqdtjiy - dtkﬂdy}

) < 0 9(y)
+Xe TR |J; A /_ 1{0<Yk+1+y<f(T)} m
=0 &0

= ME

T tr to
/0 L f(t)<f(trsn)} / 1{y<mf1<z<k(f(tl>Yl)}dtl'“dtkﬂdy]
th+1 tiv1 fti—1
e [ SO0 A ATy A AR
i (S

12




1{y<inf1<l<j<f<n)—m}1{f<tj D<xstr<tterLiv<int o -y dh - dtiadtyen - dhi) dy
7)\T/ f [Z)\ Lio<yipr+y<s(m)

tr to
/0 1{f(tk)<Yk+1+y}/ A L{y<int, < <p(F(t) i)}t - - -dtk] dy

e [ e S

1{y<inf1<l<j(f(tl) Y1) }1{f(tj D <y+Y;<f(t;)} Ly<inf <o (F(01)— Yip)ydts - - diy,

+ Z AP 1{0<Yk+1+y<f T)}/ 1{f tk)<Yk+1+y}/ 1{y<inf1§l§k(f(tl)—YL)}dtl o 'dtk] dy
k=0

- [ [z»;z/ P

1{y<inf1<l<j<f<m—m}1{f<tj D-Y;<y Ly<intj<rcp (F(t)—vign)pdb1 - - - dby

tr to
+ Z >‘ l{Yk+1+y<f }/ /

Ag(
/f”<
v)

M)y 1 1 d
+ f/ ( )) [ {0<Y N (1)1 ty<f (D)} HF (TN () <Yn (1)1t} {infr<i< vy (F (T1)— Yl)>y}] Y.

to

1{f tk)<Yk+1+y}1{y<1nf1<z<k(f(tz -Y7) }dtl dtk] dy

N(T)
Z Liy<ints <o (P =Y} LTy 1) =Y <y} My<ingj <1 () (F(T) = Yig1)} ]dy

O

Note that other analytic expressions for the density of M|y 7| can be obtained
in some cases. For example, when (Yj)r>1 are independent, exponentially dis-
tributed random variables with parameter 1 > 0 and f(t) = at is linear,
a > 0, Theorem 4.1 and Relation (4.6) of Dozzi and Vallois [6] show that

(M[O T < l‘)
e—u(x-i—ozt)—)\t

_)\/ ( (Aut(z + at)) tZ )\,utx+0zt)) ) at

(n!)? I(n+ 1)! r+ at

which provides another expression for the density of Mo by differentiation
with respect to x.

Note that other series expansions for sup,<,.; X(t) have been recently ob-

tained by Bernyk, Dalang and Peskir [2] when X (t) is a stable Lévy process
with no negative jump.

13



We can use Proposition 5 to derive an expression for the sensitivity of the
expectation

E[h(R.(T))| Moz < 0]

with respect to the initial reserve z.

Corollary 3 Assume that f(t) = at, t € Ry, for some a > 0. We have for
all h € CL(R):

8

CEL(R(T)) | Mpr1 < 0]

JSISN(T

(T

N(T)
z:: (3: + min (12};(&7} -Y), inf )(aTl — Y}H)))
N(T)

Z r+ ol = Y;)|Mpr <0

[ (3: -+ min ( inf (aT) -Y)),aT — YN(T)+1>> ‘M[O,T] <0

1<I<N(T)

——E [h(z + aTwir) — Y1) Mpa < 0]
Proof. We apply Proposition 5 and the relation

0

a—xE[h(Rm(TmM[o,T] < 0]=E[ (R.(T))|Mjo,r) < 0]

_/ $+Z QOM[()T|M()T]<O( )d

0

Note that the above formula has the form (2.4) (with constant weights A;)
and, as noted in Section 2, it does not ensure the continuity of the probability
density of Mo ).

Random drift

In this section we study the effect of replacing the drift f(¢) by a random
process Z(t). Now consider the infimum

Mpm = inf (Z(t) - S(t))

0<t<T

14



where (Z(t))icr, is a stochastic process with independent increments and
Z(0) = 0, independent of (S(t))cr, , and such that

inf Z(t), 0<a<hb,
t€la,b]

has a density denoted by ¢,;(x). For example, if (Z(t))ier, is a standard
Brownian motion then ¢, () is given by

tela,b]

/;O Vap(2)dz =T ( inf Z(t) > :L‘)

Z(a))] +E ll{z(a)Zm}P < inf Z(t) Z i

tela,b]

%)

tela,b]

=K [1{Z(a)<m}P ( inf Z(t) Z i

1{Z(a)<m}]P ( inf B(t) > — Z(CL)

z<a)>] +P(Z(a) > 1)

= 2E [Lz0<nP (B(b — a) 2 & — Z(a)| Z(a))] + P(Z(a) 2 )

1 /oo 9 o'} 9 1 00 9
- —(2—9)*/(20) / —22/(2(b-a)) 1, ] / —22/(2a) 4
e € zay + e Z.
my/a(b—a) 70 y V2na Jx

We have Mg < Z(0) = 0 a.s., hence the law of Mg p) is carried by (—o0, 0].

t€[0,b—al

Proposition 6 The probability density of My aty <0 is equal to

k+1

S k g s e & .
kz::o)‘ Zl/o /0 /O (ptj—l,tj(y + S(t]—l))

Py (y) = —Ae ME

k+1
Pyt St < inf Zt’S Pyt St )< inf Zt’S dts - dt
(y (i) < _jnt | 200 )H (y ()<, 20 ) e dly
1]
L
=0 0o Jo 0
k+1
<ptk+1,T(y + S(tk+1)) H P <y + S(tl_l) < te[tilnf tl)Z(t)’S) dtl .. ‘dtk+1‘| .
=1 -

Proof. We have

Mo,y = min ( min inf  (Z(t) — S(Tx-1)), inf (Z(t)— S(TN(T)))> .

Tp<T, k>1te[Ty_1,T%) ’ te[Tn(r),T]

Hence

15



oo T it to
— T k o« ..
P(Mpz > y) = ¢ E L; A /0 /0 /O (4.2)
k

1{y+s(tk)<infte[tk,T] Z(t)} H 1{y+S(tl_1)<infte[tl_1’tl) Z(t)}dt1 .. 'dtk]
=1

e[S 1
=0 0 Jo 0

k+1
1{y+5(tk+1)<infte[t,€+1,T] Z(t)} ]._.[ 1{y+S(tl—l)<infte[tl_1,tl) z(ydty - 'dtk+1]

=1
S O
paar 0o Jo 0
k+1
P(y+ S(tey) < inf Zt’S P(y+S(ty) < inf Zt’S dty - dtis |
(¢ St < jut  20[8) TT2 (v S0 < e | 20[5 ) -+

and in order to determine the density g, ,; of Mo 7] it remains to compute

the derivative —gP(M[O,T] > y). O
Y

By a simple change of variable this also allows one to treat the infima of
exponential jump-diffusion processes, such as

inf eZ®-5®)
0<t<T

5 Numerical simulations

We present an example of simulation when f(t) = ¢ and Wy, = 1, k € N i.e.
for the infimum

inf
<I<T TW<T, k>0 TW<T, k>1

Mp =

In this case the (unconditional) density function found in Proposition 5 rewrites
as

0
_a_yp({M[O,T] > y})
[N(T)

=AE Z 1{y§inf1gz§j—1(Tz—l)}1{Tj—1—j<y}1{y§infjgz§N(T)(Tz—l—1)}
L 7=1

+AE |:1{TN(T) <N(T)+14+y<T} 1{y<inf1§l§N(T) (Ty —l)}}
[N(T)

=AE Z 1{y§inf1§z§j_1(Tz—l)}1{Tj—1—j<y}1{y§infjgz§N(T)(Tz—l—1)}
L 7=1
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A B [Lnerymiy Lkt 1 y<r) Liy<int, cocy (-0}
k=0

=\E

N(T)
Z 1{y§inf1§l§j71(Tl*l)} 1{Tj—1*j<y} 1{y§infj§l§N(T) (Tlll)}]
j=1

AN Ariami(¥) Yo B [Lneny—m Lz ckrieny Liy<int, ey | (5:1)
i=0 k=0

N(T)+1
=AE Z 1{TJ'71*j<y§min(inf1§l§j(TATL*I),infjgng(T) (T;-1-1))}
=1

Note that the non-continuous component of the density appears explicitly in
(5.1) of the above expression. For the purpose of sensitivity analysis, the result
of Corollary 3 becomes:

Elg'(y + Miom)]
N(T)
= \E ]Zl g (mm <1§%2§1(Tz - l),jgllsnjgm(ﬂ —1l- 1))) —9(Tj1 — J)]

FAE [g (min < inf (T, —1),T — N(T) — 1)) — 9(Twery — N(T) — 1)1

1<I<N(T)

= \E

N(T)+1
]Z::I g (mln <11§rll£j(T/\Tl —1), inf )(Tl -1 - 1))) —g(Ty 4 _])] _

JSISN(T

For a same number of iterations, the integration by parts algorithm is not
significantly slower than the finite differences method, because it only involves
the computation of two infima instead of one. However it yields a much greater
level of precision: one can check in Figure 1 that our results are much less noisy
than the ones of the finite difference method. Besides, the density at each point
is obtained independently from other points, which is not the case with finite
difference or kernel estimation methods. This is especially important for non-
continuous densities, for which kernel estimators will introduce some form of
unwanted smoothing.

In Figure 2 we illustrate the fact that our method requires much fewer trials
to accurately estimate the target value.

After this simple example, we also illustrate the case of exponentially and
Pareto distributed claim amounts in Figures 3, 4 and 5 below, to show that
our method is operational for typical light- and heavy-tailed insurance models.
The respective computation times to obtain the graph of Figure 3 above are
2m35s for the finite difference method and 4mbs for the integration by parts
method.

In Figure 4 we present a density estimate obtained via the integration by
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Figure 1. Estimation of the probability density of My ) by our method (IBP) and
by finite differences (FD) with N = 100000 trials.
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Figure 2. Estimation of the probability density of Mg 1) at y = —0.5 vs number of
trials by our method (IBP) and by finite differences (FD).

parts method with N = 1000 samples and a computation time of 2.6s, to be
compared with the similar level of precision reached in Figure 3 by a finite
difference method with N = 100000 samples and a computation time of 4mbs.
Finally, in Figure 5 below we consider the case of Pareto distributed claims.
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Figure 3. Probability density of M|y 7y by finite differences and integration by parts
for exponentially distributed claim amounts with N = 100000 trials.
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Figure 4. Comparison of density estimates of Mg ) for exponentially distributed
claim amounts by integration by parts with N = 1000 and N = 100000 trials.

6 Appendix

For completeness, in this appendix we provide the proofs of Lemma 1 and
Proposition 3, which are conditional versions of existing results, see e.g. [16],
[17], and the references therein.

Proof of Lemma 1. Recall that for all F' € S,,, of the form (3.6) we have:

S T tn to
En[F]=e? > A"/ / / fulty, .. to)dty - -dt,.
nem 0 Jo 0
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Figure 5. Probability density of M|y 7y by finite differences and integration by parts
for Pareto distributed claim amounts with N = 100000 trials.

By standard integration by parts we first prove (3.8) when u € L*([0,T]) is
deterministic:

En[(DF, u)]
I A s)d (t1, ... to)dt,---dt
oS Y S TR
=M —~ Z/ / fo(ty, ... to)u(ty)dsdt, - - - dt,
n= m\/ln
7)\T Z / dS/ / fn tl,... n—1, )dtl 'dtnfl.
n= m\/l

From (3.7) we have the continuity condition
fnfl(th"'utn*l):fn<t17"'7tn717T)7 n2m7 (61)
hence

EmKDF’UH:e*)‘T A" /T"./OTfn@l,...,tn)zn:u(twdtl'“dt"

n!
n=mV1 n. Jo

k=1

—)\e’\T/Tu(s)ds 3 &/T~-~/Tf(t tp)dty - - - dt

| n\tly .-, ln 1 n
0 = n! Jo 0

F (]:z(? u(Ty) — A /OT u(s)ds)]
~E,, [F /0 LU d(N () — )\t)] .

=K,
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Next we define §(uG), G € S,,, by (3.9), i.e.
T
S(uG) =G / w(t)d(N () — Adt) — (u, DG,
0

with for all F € S,,:

E,[G(DF,u)] =E,,[(D(FG),u) — F(DG,u)]

g [p (G [ utnant - <DG7U>>]
=E,[Fo(uG)],

which proves (3.8). The closability of D then follows from the integration
by parts formula (3.8): if (F},)peny C Sy, is such that F,, — 0 in L*(Q) and
DF, — U in L*(Q2), then (3.8) implies

[En[(U, Gu) 20,0 | < B [Fn0(uG)] = Eny[UG]| + [Ep[F6 (uG)]|
= |EM[(<DFM u) - U)GH + |Em[Fn5(UG)]|
< [(DFw,u) = Ullzqva)zmp |Gl 2qvy zmy)

| Eull 2 vy >mp [10(WG) | 22 (v )= my) n €N,

hence E,,[UG] = 0, G € S, i.e. U = 0 in L*({N(T) > m}), which implies
U =0in L*(Q) by construction of S,,.

As a consequence of (3.8) the operator D can be extended to its closed domain
Dom,, (D) of functionals F € L*({N(T) > m}) for which there exists a
sequence (F,)pen C S, converging to F' such that (DF),),en converges in
L*(2 x Ry), by letting

DF = lim DF,,
for all such F' € Dom,, (D), and DF is well-defined due to the closability of
D. The argument is similar for 4. U

Proof of Proposition 3. For simplicity of notation, let
D,F = (DF,u), F € Dom,,(D), wu¢€ L*(Qx [0,T]).

and

T
V.u(t) = / Vo(t)ds,  uec(0,T)).
0
For all u,v € C2((0,T)) we have

Thn Tn
(D.D, — D,D,)T,, = —Du/ v(s)ds + Dv/ u(s)ds
0 0
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=vu(T),) /OTn u(s)ds — u(T},) /OTn v(s)ds

_ /Tn <v(t /t (s)ds — u(t) /Otv(s)ds> dt

- DVuU—VUuTna

hence
(DD, — D,D,)F = Dy, o—v,.F, Fes,. (6.2)

On the other hand we have

== > (T / (5)ds
o0 t
5( )— /0 o(t) /O u(s)dsdt
=6(Vu) + (U U>L2(R+)
hence the commutation relation
D,d(v) = 0(Vyv) + (U, v) L2(r, ), u,v € C2((0,T)), (6.3)
between D and §.

Next, note that for u = " | h;F; € U of the form (3.10) we have 6(u) €
Dom,, (D) and

) + Dvh hy (FF ) + D, (FDh F) F,Dy,, Dy, F)]
L

J
(his hj) e, + Dy, (FiFy) + Di FiDy Fy + FiD, nv, 0, Fy))|

By
hl,h
h;
(hishy) 2@,y + FyD, 0, B + FiDy, 5, Fj + D, F;Dy, )]

>
)
)
)

= By | FiFy(hi by rege, +F/ DF/ Vih; (s)hi(t)dtds
T T

+F / D,F; [ hi(t)hy(s)dsdt + / (t) D, / $)D Fdsdt]
0 0

where we used the commutation relations (6.2) and (6.3). O
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