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On De Finetti’s control under Poisson observations: optimality of a
double barrier strategy in a Markov additive model

Lijun Bo* Wenyuan Wang' Kaixin Yan?

Abstract

In this paper we consider the De Finetti’s optimal dividend and capital injection problem under a
Markov additive model. We assume that the surplus process before dividends and capital injections
follows a spectrally positive Markov additive process. Dividend payments are made only at the jump
times of an independent Poisson process. Capitals are required to be injected whenever needed to
ensure a non-negative surplus process to avoid bankruptcy. Our purpose is to characterize the optimal
periodic dividend and capital injection strategy that maximizes the expected total discounted dividends
subtracted by the total discounted costs of capital injection. To this end, we first consider an auxiliary
optimal periodic dividend and capital injection problem with final payoff under a single spectrally
positive Lévy process and conjecture that the optimal strategy is a double barrier strategy. Using the
fluctuation theory and excursion-theoretical approach of the spectrally positive Lévy process and the
Hamilton-Jacobi-Bellman inequality approach of the control theory, we are able to verify the conjecture
that some double barrier periodic dividend and capital injection strategy solves the auxiliary problem.
With the results for the auxiliary control problem and a fixed point argument for recursive iterations
induced by the dynamic programming principle, the optimality of a regime-modulated double barrier
periodic dividend and capital injection strategy is proved for our target control problem.

Keywords: Spectrally positive Markov additive process, De Finetti’s control problem, periodic divi-
dend strategy, capital injection.
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1 Introduction

The De Finetti’s dividend problem amounts to a kind of stochastic optimal control problem that aims,
relying on the information of the controlled and uncontrolled processes available so far, to identify some
adapted control process that maximizes the expected total discounted net dividends. It was first studied
in [13] under a symmetric random walk model, where a single barrier dividend strategy was proved to be
the optimal control strategy which yields the maximum expected accumulated discounted net dividends
until ruin. Actually, paying dividends to investors is a common policy in the economics of corporate
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finance; interested readers are referred to [15] for detailed explanations on why companies pay dividends.
However, substantial dividend payments will inevitably increase the risk exposure of bankruptcy for the
company. Hence, to protect the company, it is a common business to raise new capital, which is termed
as capital injection in the literature, by issuing new debts that usually appears in the form of loan from
the bank; see [14] for more details.

Following the pioneer work of [13] on De Finetti’s dividend problem, research works along this line
have been growing fast in insurance and corporate finance. To name a few, the literature has been wit-
nessing many progresses when the underlying surplus processes are Cramér-Lundberg processes, diffusion
processes and Lévy processes; see [1], [6], [7], [8], [9], [10], [16], [22], [23], [25], [30], [33], [34], [36], [37],
[38], etc. However, to the limit of the authors’ knowledge, there are significantly limited existing research
works concerning De Finetti’s stochastic control problem under the Markov additive models; the only
three of them can be found in [21], [24] and [31]. Under the spectrally negative Markov additive process,
[24] studied De Finetti’s dividend and capital injection problem subject to the constraint that the accu-
mulated dividend process is absolutely continuous with bounded density, and verified the optimality of
a regime-modulated refraction-reflection strategy. Then, under the spectrally positive Markov additive
process, De Finetti’s dividend and capital injection problem was investigated in [31]; while this time
the accumulated dividend process can be any non-decreasing, right-continuous and adapted process. A
regime-modulated double barrier dividend and capital injection strategy is proved to dominate any other
strategy. Very recently, [21] appeared to be the first and latest work that considered the Poisson observa-
tion version of De Finetti’s dividend and capital injection problem under the spectrally negative Markov
additive process, where the decision maker makes dividend decisions only at independent Poisson arrival
times, while capital is injected into the surplus process continuously in time so that the controlled surplus
process is always non-negative. By considering an auxiliary problem first and then using approximations
via recursive iterations, the authors showed the optimality of a regime-modulated double barrier dividend
and capital injection strategy.

Motivated by the work of [21], in this paper, we raise a natural conjecture that the form of optimal
strategy solving the Poisson observation version of De Finetti’s dividend and capital injection problem
remains a regime-modulated double barrier strategy when the uncontrolled spectrally negative Markov
additive process of [21] is replaced with a spectrally positive Markov additive process, and aim to verify
the conjecture. We first address an auxiliary optimal dividend and capital injection problem with a final
payoff under a single spectrally positive Lévy process, of which the optimal strategy is guessed to be some
double barrier strategy. To confirm our guess, we need to derive the expression of the value function of
a double barrier strategy for the auxiliary problem. This boils down to the derivation of solutions to the
expected discounted total dividend payment minus the expected discounted total capital injection as well
as the potential measure associated with the spectrally positive Lévy process controlled by a double barrier
dividend and capital injection strategy. During the derivation process, the cases that the underlying single
spectrally positive Lévy process is of bounded or unbounded variation should be considered separately,
and the fluctuation theory and excursion-theoretical approach play important roles. With the expression
of the value function of a double barrier strategy in hand, we can characterize the optimal strategy of
the auxiliary problem among the set of double barrier strategies, to which end we manage to express the
derivative of the value function in terms of the Laplace transform and potential measure of the spectrally
positive Lévy process controlled by a single barrier periodic dividend strategy until the first time it
down-crosses 0. This new compact expression facilitates us to identify the candidate optimal strategy
among the set of double barrier dividend and capital injection strategies and the slope conditions of
the value function of this candidate optimal double barrier strategy. Using these slope conditions and



the Hamilton-Jacobi-Bellman inequality approach of the control theory, the above candidate optimal
double barrier strategy is verified as the optimal strategy for the auxiliary problem. Finally, thanks to
the results for the auxiliary control problem and a fixed point argument for recursive iterations induced
by the dynamic programming principle, the optimality of a regime-modulated double barrier periodic
dividend and capital injection strategy is proved for our target control problem.

It needs mentioning that the Markov additive model is a regime-switching model. Actually, the
Markov additive process can be viewed as a family of Lévy processes switching according to an inde-
pendent continuous time Markov chain. The regime-switching model has been widely studied due to its
capability to capture the transitions of market behaviors and its mathematical tractability and explicit
structures. A list of empirical studies concerning regime-switching can be found in [5], [18], [28], and the
references therein. Apart from [21], [24] and [31], other works on dividend control problem with regime
switching can be found in [6], [16], [34], [35] and [37], etc. We also mention that the feature of Poisson
observation has been considered in the literature. To name a few, exit problems were studied under
various models in [2], [3], [4], [11], and the references therein. In the context of dividend control problems
under Poisson observation, we refer to a short list of [1], [8], [36] and [21], etc.

Our approach on verifying the optimality of a double barrier strategy relies on the standard two-step
approach for optimal dividend and capital injection control problems under the Markov additive models,
i.e., consider first the control problem with a single regime using purely probabilistic approaches, and
then solve the target control problem with regimes via approximation arguments (see; [21], [24], [31]).
However, our analysis within each step differs substantially from that of [24] and [31] due to the complexity
coming from the Poisson observation. Comparing with [21] where Poisson observation is present, we stress
that we work with spectrally positive Lévy processes. Due to the different path properties of spectrally
positive Lévy processes from that of spectrally negative Lévy processes, distinct computations and proofs
are required to handle the auxiliary control problem. For example, in addition to the fluctuation theory
of the spectrally positive Lévy process, we need also resort to the excursion-theoretical approach, which
is not necessary in the analysis of [21], to derive the expression for the value function of a double barrier
dividend and capital injection strategy. In addition, we have to separately consider the two cases whether
or not the spectrally positive Lévy process has bounded path variation, while [21] does not need to treat
these two cases separately. Actually, arguments involving fluctuation theory and excursion-theoretical
approach are used for the case of bounded variation, approximation and limiting arguments are further
needed to handle the case of unbounded variation. We also note that, the dividend barriers associated
with the optimal strategy of the auxiliary control problem and the target control problem are strictly
positive, while the counterparts of [21] can be 0 in the bounded path variation case.

The rest of the paper unfolds as follows. In Section 2, the optimal dividend and capital injection prob-
lem under the spectrally positive Markov additive process is formulated, some preliminaries of spectrally
positive Lévy processes are also introduced. Section 3 is devoted to study an auxiliary optimal dividend
and capital injection problem with a final payoff at an exponential terminal time. Using fluctuation theory
and excursion-theoretical approach of the spectrally positive Lévy processes, and the Hamilton-Jacobi-
Bellman inequality approach of the control theory, a double-barrier strategy is verified as the optimal
strategy. In Section 4, based on the results obtained for the auxiliary control problem and a fixed point
argument for recursive iterations induced by the dynamic programming principle, the optimality of a
regime-modulated double barrier periodic dividend and capital injection strategy is proved for our target
control problem.



2 Problem Formulation under Spectrally Positive Markov Additive
Processes

2.1 Some preliminaries of spectrally positive Lévy processes

Let X = (X¢)i>0 be a Lévy process defined on a probability space (2, F,F,P), where F = {F;} satisfies
the usual conditions. For x € R, we denote by P, the law of X starting from z and write E, the associated
expectation. We also use P and E in place of Py and Eg. The Lévy process X is said to be spectrally
positive if it has no negative jumps and it is not a subordinator. The Laplace exponent 1) : [0,00) — R
satisfying

E[e %] = O 9> 0,

is given by the Lévy-Khintchine formula that

2
0(0) = e+ 07+ /(0 )(e—(’z 1402 y)u(dz), 620,

where 7 € R, 0 > 0, and v is the Lévy measure of X on (0,00) that satisfies
/ (1A 2%)v(dz) < oo.
(0,00)

It is well-known that X has paths of bounded variation if and only if ¢ = 0 and f(o 1 zu(dz) < oo; in
this case, we have

X;=—ct+S;, t>0,

where

c:=c+ / zv(dz),
(0,1)

and (S¢)i>0 is a driftless subordinator. As we have ruled out the case that X has monotone paths, it
holds that ¢ > 0. Its Laplace exponent is given by

P(0) = cb —I—/ (e7% —1)u(dz), 6>0.

(0,00)
To exclude the trivial case, it is assumed throughout the paper that
E[Xl] = —¢/(0+) < Q.

Let us also recall the g-scale function for the spectrally positive Lévy process X. For ¢ > 0, there exists
a continuous and increasing function Wy, : R — [0, 00), called the g-scale function such that W(xz) = 0
for all # < 0 and its Laplace transform on [0, c0) is given by

/0 e TWy(x)de = Y p—



where @, := sup{s > 0: ¢(s) = ¢q}. We also define Z,(x) by

X
Zy(z) =1+ q/ Wy(y)dy, zeR,
0
and its anti-derivative
X
Z4(x) ::/ Zy(y)dy, x€R.
0

The so-called second scale function is defined by, for s > 0,

Zuteos) = e (1= ) =) [ W )ay). >0

and Z,(x,s) = e** for x < 0. Note Zy(x,s) = Z;(x) for s = 0 and that we can rewrite Z,(z, s) for s > @,
in the form

Zg(x,s) = (P(s) — q)/0 e Wyl +y)dy, z>0,s5>,.

We recall that if X has paths of bounded variation, W, (z) € C'((0,00)) if and only if the Lévy measure
v has no atoms. If X has paths of unbounded variation, we have that W,(z) € C'((0,00)). Moreover,
if 0 > 0, we have W,(x) € C?((0,0)). Hence, we have that Z,(r) € C'((0,)), Z,(z) € CYR)
and Z,(x) € C?((0,00)) for bounded variation case; and we have Z,(z) € C1(R), Z,(z) € C*(R) and
Z,(x) € C3((0,00)) for the unbounded variation case. We also know that

0 if X is of unbounded variation,
1/¢ if X is of bounded variation.

wy(0+) = {

Let us define 7, := inf{t > 0; X; < a} and 7_b+ :=inf{¢t > 0; X; > b}. Then, for b € (0,00) and x € [0, b],

we have

a7y Wo(b— )
B (€ Lty =y 21)
E, (e—qn+ 1{T;<Tg}) = Zy(b—z) — If/i((l;))) W, (b — x). (2.2)

In addition, for further use, we recall briefly some concepts of the excursion theory for the spectrally
positive Lévy process X reflected from the infimum, i.e., {X(¢) — X(¢);t > 0} with X(¢) = info<s<s X,
and we refer to [12] for more details. For z € (—o0, 00), the process {L(t) := —X (t) +x,t > 0} represents
a local time at 0 of the Markov process { X (t) — X (¢);t > 0} under P,. Define the inverse local time as

L7Y(t) :=inf{s > 0: L(s) > t}.
Let L71(t—) := lilgl L~Y(s) be the left limit of L=1(s) at s = t. When L™(t) — L7(t—) > 0, define a
s—t—
Poisson point process {(t,e;);t > 0} as follows
er(s) == X(L7H(t=) +5) = X(L7H(1), s € (0,L7H(t) — L7 (t-)],

where L™1(t) — L71(t—) is referred to as the lifetime of e;. While, when L~1(t) — L=1(t—) = 0, define
e, := T, where T is some additional isolated point. A conclusion drawn by It0 states that e is a Poisson



point process with characteristic measure n when the reflected process { X (t) — X (¢);¢ > 0} is recurrent;
otherwise {es;t < L(o0)} is a Poisson point process which stops until an excursion with infinite lifetime
takes place. Here, n is a measure on the space £ of excursions, that is, the space £ of cadlag functions f
such that

f:(0,{) = (0,00) for some ¢ = ¢(f) € (0,00],
f:{¢} — (0,00) if { < o0,

where ¢ = ((f) represents the lifetime of the excursion; and we refer to Definition 6.13 of [20] for more
details of the space £ of canonical excursions. Denote by £(-), or e for short, a generic excursion in £.

Denote by € = sup £(t) the excursion height of . And, denote by
t€[0,¢]

py = pi (e) :==inf{t € [0,(] : e(t) > b},

the first passage time of ¢ with the convention of inf () := {. In addition, let €, be the excursion (away from
0) with left-end point g for the reflected process {X(t) — X(t);t > 0}, and let {; and g, be, respectively,
the lifetime and excursion height of €4; see Section IV.4 of [12].

2.2 Problem Formulation

Let us consider the risk process modelled by the spectrally positive Markov additive process {(X;, Y;);t >
0}. Here, {Y;;t > 0} is a continuous time Markov chain with finite state space £ and the generator matrix
(Xij)ijee. Condition on that Markov chain Y is in the state 4, the process X evolves as a spectrally
positive Lévy process X until the Markov chain Y switches to another state j # 4, at which instant
there is a downward jump in X with a random amount J;;. We assume that (X%);ce, Y, and (J;;); jes
are independent from each other and are defined on a filtered probability space (Q, F,{F;t > 0},P)
satisfying the usual condition. Denote by P, ; the law of the process {(X;,Y:);t > 0} conditioning on
{X(] =, Yb = ’L}

We consider a bail-out dividend control problem in this Markov additive framework, where the ben-
eficiaries of dividends are supposed to injects capitals into the surplus process so that the resulting
surplus process are always non-negative, i.e., bankruptcy never occurs. We consider two non-decreasing,
right-continuous, adapted processes {Dy;t > 0} and {Ry;t > 0} defined on (Q, F,{F;t > 0}, P), which,
respectively, represent the cumulative amount of dividends and injected capitals with Dy_ = Rg_ = 0.
In this paper we consider that the dividend payments can only be made at the arrival epochs (T},),>1 of
an independent Poisson process (V;);>¢ with the intensity v > 0. Contrary to the dividend payments,
capital injection can be made continuously in time. Hence, the surplus process after taking into account
the dividends and capital injection is formulated as U; = Xy — Dy + Ry, t > 0. The value function of the
periodic dividend control problem with capital injection is defined by

V(x,i) = supEy; </ e o dvsdsqp, — gb/ e bo 5ststt>
0 0

DR
subject to Uy = X; — Dy + Ry > 0 for all ¢t > 0,

both D; and R; are non-decreasing, cadlag and adapted processes,

¢
D, = / ADsdNg, t >0, for a Poisson process (N;)¢>o with intensity v > 0,
0
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Dy = Ry_ =0, and / e o WsdsqR, < oo, P, i;-almost surely, (2.3)
0

where (8;) € [0,00)¢ is a discounting rate function that switches according to the economic environment
depicted by the Markov chain Y, and ¢ > 1 is the cost per unit capital injected. Our goal is to identify
the value functions (V(x,7));cs and find the optimal strategy (D*, R*) that attains the value functions
(V(2,))iee-

Following the similar proof of Proposition 3.1 in [21], we can readily obtain the following dynamic
programming principle for value function of the control problem holds valid, and its proof is hence
omitted.

Proposition 2.1 Forxz € R and i € £, we have that

€>\i EAZ. 6/\1'
V(z,i) =sup By, [ / e lodvidsqp, — / e~ JovdsqR, 4 e o wdsy/ (U, Yo, )]
D,R 0 0 ¢ ¢

where ey, is the first time Y switches the regime state under P ;.

The next theorem is the main result of this paper, which confirms the optimality of a regime-modulated
periodic-classical reflection strategy for the stochastic control problem (2.3), whose proof is deferred to
Section 4.

Theorem 2.1 There ezists a function b* = (b});ce € (0,00)¢ such that the periodic dividend and capital
injection strategy with the dynamic upper periodic barrier by, and fized lower reflection barrier 0 is optimal
that attains the value function in (2.3) that

Voe (2,1) = Vi(@,i),  (2,0) €R X €,

where Vo p+(x,1) represents the value function of the periodic-classical barrier dividend and capital injec-
tion strategy with upper barrier by, and lower barrier 0.

3 Auxiliary Optimal Dividend Problem with Final Payoff

In this section we consider an auxiliary optimal dividend and capital injection problem with final payoff.
We suppose that, without a control, the surplus process evolves as a spectrally positive Lévy process
(X¢)e>0. It is then assumed that dividend decisions on weather or not a lump sum of dividend payment
is deducted from the surplus process can only be made at the arrival epochs (7},),>1 of an independent
Poisson process (N¢);>0 with the intensity v > 0. In this case, the non-decreasing, cadldg, pure jump
cumulative dividend payment process (D;):>¢ can be written as

+ 00
Dy = / AD N, = ADp 1<y, t=>0,
0

n=1



where T; be the arrival times of an independent Poisson process of intensity v and ADp, = Dy, — Dy, —
represents the amount of dividends paid at time 7;,. Regarding the cumulative capital injection process
(R¢)t>0, we assume that it is a non-decreasing and cadlag process starting from 0, i.e, Ry = 0. Given a
dividend and capital injection control strategy m = (D™, R™), we can write the resulting surplus process
under 7, denoted by U™ = (U] )¢>0, as

o0
UF =X, — > ADF lyg, <y +Rf, t>0.

n=1

Throughout this section, we assume that the payoff function w is continuous and concave over [0, co)
with w/, (0+) < ¢ and W/, (c0) € [0,1], where w’, (x) denotes the right derivative of w at z. A periodic
dividend and capital injection strategy m = (D7, R™) is said to be admissible if U] > 0 for all ¢ > 0. Let’s
denote by II the set of all admissible periodic dividend and capital injection strategies. For 4, A > 0 and
7w € II, the value function of the expected terminal payoff added with the expected difference between
the present value of dividends and costs of capital injection is written as

r ex ex
VY (2)=E, / e tdDT — ¢ / e—“dRHe—é%(U;)}
0

=E, /Oo —At[
0

> e ADE 1<y — ¢ / e dRT 4 e7° (Ut”)} dt]

n=1

—E, Z e ADE — ¢ / e~ *dRT 4 A / w(UF dt} (3.1)
-n=1

where ¢ = § + \. The purpose of the auxiliary stochastic control problem is to find the optimal dividend
and capital injection strategy 7* € II in the sense that it dominates all other admissible strategies. The
value function of the auxiliary stochastic control problem is then given by

Ve (x) =sup Ve (z) subject to U = Xy — Df + Ry >0 for all t > 0,
™
both D] and R} are non-decreasing, cadlag and adapted processes,

t
Dl = / ADZTdNg, t >0, for a Poisson process (Ny);>0 with intensity v > 0,
0

Dj_ = Rj_ =0, and / e "'dRT < oo, P,-almost surely. (3.2)
0

We first consider a smaller subset of admissible dividend and capital injection strategies. We note
that the time value of money (i.e., ¢ > 0), it seems reasonable to inject capitals as late as possible. In
addition, since there are transaction costs charged for per unit of capitals injected (¢ > 1), whenever
capitals injection is required, the injected capital should be the amount to keep the surplus process
non-negative, that is, the surplus process will reflect from below at 0. Therefore, by the above intuitive
arguments, we give the following Lemma 3.1. The proof is essentially similar to that of Lemma 4.2 in
[30] and is hence omitted.

Lemma 3.1 The optimal dividend and capital injection process {(Dy, R¢);t > 0} for the optimization
problem is represented as (3.2) is such that 0 < AD; < Xy and

Ry = —inf(X, — Dy) AO. (3.3)



In particular, {Ry;t > 0} is continuous.

We conjecture that the optimality of the control problem (3.2) can be attained by a double barrier
strategy, associated to which the two dimensional cumulative dividend and capital injection process is
denoted as (D?’b,Rg’b)tZO with b € (0,00). Under the strategy (D?’b,Rg’b)tZO, the surplus process is
observed at each arrival epoch of an independent Poisson process, whenever the surplus is observed to
be above b, the overshoot is paid out as dividends; while capitals are injected into the surplus process to
push it upward to 0 whenever it is about to down-cross 0. After adopting the strategy (D? ’b,Rg ’b)tzo,

the resulting surplus process reads as
U= X, — DM+ Rt >0,

where

DM =% ((Ug;j’_ +AX7, —b)V 0)1{Tn§t} and R} =— it ((Xs — DYy A 0), t>0.

In addition, denote by down-crossing and up-crossing times of Ult0 b respectively by
ky =inf{t > 0;U " <a} and k) = inf{t > 0;U, > b}

Let us denote the performance function (see, (3.1)) for the periodic-classical barrier dividend and capital
injection strategy m = (D?’b, Rto’b)tzo as

Vo‘:’bw):Em[ / e "dDy’ — ¢ / e AR + A / e_th(UtO’b)dt],
0 0 0

For further computations, define Y, = X; — X, A0 with X, = info<s<; X5, and o :=inf{t > 0: Y, > a}
for a > 0. Actually, Y can be interpreted as a surplus process with capital injection that prevents the
company from going bankruptcy, where —X,; A 0 represents the total amount of capitals injected during
the time period [0,¢]. Furthermore, let 7" := min{7; : Y7, > b} be the first time the process Y; is
observed to be above b under Poisson observatlon i.e., the first time when a lump sum of dividend is
paid out in the surplus process Ut0 b

Since it has been conjectured that our auxiliary dividend control problem (3.2) is solved by a double
barrier peoriodoc dividend and capital injection strategy, we need to find an expression for the value
function of a double barrier strategy. We decompose the corresponding computations into the upcoming
Lemmas 3.2-3.5. In particular, the following Lemma 3.2 gives an expression for the expected discounted
total dividend payment minus the expected discounted total capital injection under a double barrier
dividend and capital injection strategy.

Lemma 3.2 Forq>0,b>0, and ¢ > 1, we have
o0 B [e'e] B . / 0+)
E, / e~ aDp>’ — / e qthOvb}:—L [Z b—a)+ L ]
[ 0 ! ¢ 0 ! q+ ol ) q
(1Z4(6) = 6a + 7)) | Zg(b = 2, @) + 22,6 — )]
(@ +7)PgtyZg(b, Pgry) ’

+ € (0,00). (3.4)
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Proof. Denote by f(z) the left hand side of (3.4). We recall from Lemma 3.4 of [36] that

/
E, [e‘qu (X1, — b)l{T1<Tl;}} S [$ —b— v0+) (1 - e_q)q“(m_b))} , x € (b,00),

q+y q+
E, |:e—q(T1/\T;):| __ 7 i Le—%ﬂ(x_b)’ z € (b,o0),
gty qg+y

which together with the strong Markov property leads to
F@)=Bu e (X1, = b1 g, oy | + B[ e | £(0)

/
7 [z —b— M (1 _ e—%ﬂ(x—b)ﬂ + [L + _ 9 —®giq(a—b) f(), = € (b,00). (3.5)
q+ q+ q+v q+v

It is not hard to verify that Uto’b = Y, and R?’b = —infy<; Xg A O = sup,,((b — X5) — b) VO for
t < T,", where the term sup,,((b — X5) — b) V 0 can be interpreted as the amount of dividends paid
over the time interval [0,¢] under a barrier dividend strategy with barrier b, given that the surplus
process free of dividends evolves as b — X;; and TbJr is identical to the first instant the surplus process
(b — X;) — sup,;((b — X,) —b) V0 = b — Y, with dividends paid (out of b — X;) according to the
barrier dividend strategy with barrier b is observed to be below 0 under the Poisson observation, i.e.,
T," = inf{T;; (b — X1,) — sup,<7,((b — X5) —b) V0 < 0}. Hence, by (23) and (27) of [3], we have

e Zy(b—2,P41+)
E, |e 9% :L[z b—x) — qW,(b)=~ - ‘””], z € [0,0], 3.6
[ = |- 0 - W0 0,1] (3.6)
T 1 z (b—xz,®gq)
E, / e 1qRM| = 24 LY e [0, 8], 3.7
0 ¢ ] Z{;(baq)q-i-’y) [ ] ( )
Wy (b)(1(6) —a)=0Z4 (b,0)
N w{ZAb—$ﬁ)+ZAb—$#%+ﬁ A (X oy ]
B, [e-al +00-Y ()] = S z€[0,0. (3.8
| | =0 ok

Differentiating the both sides of (3.8) with respect to 6 and then letting  — 0 yields

B, [t (- (1)) ] = ) [Zq@ ) = (b= 3 By zizvquiﬂ i+

(q+7)?
. [z,a; —2) = V(01 Wy (b — ) + Zy(b — 7, @1 Wq(b)z%()gz;)zq(b)

}, z€[0,0. (3.9)

Combing (3.6)-(3.9) and the strong Markov property, we have
T
f(x)=—¢E, /ﬂ e AR}’
0

_ Zg(b—x, Pgiy) v ) — Zg(b—x, Pyyy) _W(O"‘)
e i |- - 2 e (0 - )

- [7q(b —z) =Y (0H)Wy(b—2) + Zy(b — 2, Pyiry) Wq(b)Zzlp(g)?gz;y)Z‘I(b)

+E, [e—quf (?(T;) — b+ f(b)) }

” , xel0,b]. (3.10)

Letting = b in (3.10) gives rise to

_7Zy(b) —dla+y) ' (04)
qPq1rZg(b, Pg1q) (g +7)’

f(b)
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substituting which into (3.5) and (3.10) yields the desired result. The proof is complete. m

To obtain an expression for the value function associated with a double barrier periodic dividend and
capital injection strategy, we still need to find an expression for the potential measure of the spectrally
positive Lévy process controlled by a double barrier periodic dividend and capital injection strategy. To
this end, we need to make some preparations in the following Lemmas 3.3-3.4. In Lemma 3.3 below,
we compute an integral with respect to the excursion measure n, where the integrand involves the scale
function, the excursion height as well as the first passage time of excursion.

Lemma 3.3 For z € (0,00), we have

S
" (e s VW, (2 — e(ph) + y)l{ezx}>

d [Wp(x +y) 4+ (q—p) [T Wy(z +y — 2)W(2)dz
dz Wy (z)

=—Wp(z)

Proof. For 0 <a <x <candy >0, by (2.1) it can be checked that

Wq($ + y) —qT_
———=FkE_,_ —c—y]l. . _
Wiy P T <

_ —qT_._ —qT_._
—E—:c—y [6 yl{r:ciy<7'ja7y}] + E—l’—y [E—x—y |:€ yl{rja7y<7':c,y<7'0+} ‘F‘rira,yH
. Wq(JE - Cl) +E e—qrfa7y1 Wq(_XTjafy)
S Wle—a) T Fa e Wolety) ]
which is equivalent to
_grt Wz —a)
E_, e W, (-X 1 = -1 .
[T WA X F 0 oy | = Wale 4 y) = EE— S Wale+ )

Then, by Lemma 2.1 of [17], we have that

_prt *
E_, [6 ProeWy (=X v+ y)l{Tja<T:c}] =Wz +y) — (¢ —p) / Wy(x — 2)Wy(z + y)dz

Wy(z —a)

e a) <Wq(c +y)—(¢—p) /aC Wy(c— 2)We(z + y)dz) )

In particular, we have

E—m e_pTJWQ(_XTgr +y)1

. Wp(z) Y
- ?ng Wp(c) <WP(C +y)+ (¢ —p) /0 Wp(C +y— Z)Wq(z)dz>
Yy
=Wp(z+y)+(¢—p) /0 Wy(z +y — 2)W,(2)dz
—W,(z) <e%y +(q—p) /O ’ e%<y—Z>Wq(z)dz> , (3.11)
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WI}/(;E(JZF)Z) = e®¢® and that, for non-negative p and ¢

where we have used the fact that lim
Z—00

Wyl +y) — (¢ p) /O Wz 4+ )Wyl — 2)dz

y
=Wy(x+vy)+ (g —p) / Wy(x +y—2)Wy(2)dz, >0, x+y >0, (3.12)
0

which can be verified by taking Laplace transform on both sides of the above equation. By the compen-
sation formula, we have

—prt
E—w (6 PTo WQ(_XTJ + y)l{r(f<oo})

pot .
=B | 2 e [] g corrmpye "m0
9 h<g

XWo(x + L(9) = €9, 15) + W) i,201 1i0)})

o0 oyt
=E_, ( / e [ Yencarrimy /g e PParri©)

0 h<w

XWo(w + L(w) = €0, 1)) + 1)Lz 1) 7 de) dL(w) )

© o
=E_, / e Pk (we) H Lig, <atr(n)}
0 h<L—1(w-—)

x /ge—pp;Lw(&)th(x tw— 6(/0;_—1—111) + y)l{Ezm—l—w} n( dE) dw)

[ B (7 ) (O ) )

> Wy(x)
T Wp(w)
which together with (3.11) yields the desired result. m

n (e—ppi(a)wq(w —e(pf) + y)l{zzw}> dw,

The following Lemma 3.4 below computes an expectation with the integrand involving the scale
function, the surplus process with capital injection Y and the first passage time of Y.

Lemma 3.4 For xz € (0,b) and y € (0,00), we have

—qo?t ~ y
E, [e Wy (b= Ve + y)1{0b+<oo}] —W,(b—z+y)+ ’y/o Wylb— 2+ 1y — 2)Woq(2)dz

_% (W,;+(b +y)+ ’y/o Wi (b+y— z)Wqﬂ(z)dz),

Proof. Put &(z) = 2z A0+ b and &(2) = &(z) — 2. Recall that ¥; = X, — X, A0 and o = inf{t >
0;Y; > b} =inf{t > 0; X; > &(X,)}. Adapting Lemma 3.2 of [33], one can check that

¢ WG
E, (e ”7w1{r;w<ob+}> = exp <— - mdz) , xe(0,b), we (0,00). (3.13)
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By (3.13), Lemma 3.3 as well as the compensation formula, we have

g =
E{E |:€ qoy, Wq_i_,y(b_Yo_l;F +y) {O_b <OO}]

_ —apl o (€g)
(Ze Y] g mpe 0O

h<g
XWq—i—’y(b + ((x — L(g)) N0) — (x — L(g)) — Eg(pz_—b(m_L(g))) + y)l{ggzg(x_L(g))})

i W oL ©)
:Ez </0 H {€h<5b($ L(h))}/e &p(z—L(w))

h<w
X Wt (&(x — L(w)) — Eg(PéIr (e—L(w ))) + y)l{gzg(x_L(w))} n(de) dL(“’))

_ R _
=B ( /0 ¢ II e<aeron

h<L=1(w—)

~apE (e) =
y /ge Py w—w)\® Wiy (&p(z — w) — e(p;—b(x_w)) + y)l{gzg_b(x—w)} n(de) dw)

- —er NG =
:/ E.CE <e ATy _w 1{7'; w<0b }) <e qpfb(l‘fw) € Wq_l_,y(éb(x - w> - E(pz__b(w—’w)) + y)1{6>£b(x_w)}> dw
/
’ T We(& (2)) ~apE ) () = +
:/_oo eXp( / Wq(gb( ))dz " <e O Wy (G(w) _E(paw))*y)l{ez?b(w)}) dw

[ (-
i [Wq v+y) +’Yf0 Wov+y— Z)WQ+’Y(Z)dZ:|
dv W, (v)

[ exp( [ H=she)
W (b — );U [Wq(v+y +7f0 W(vv;ry—z)wqﬂ(z)dz]

0 x Wf"(b _ Z) 0 Wé"'(b)
[ Lew (‘ o Wolb—2) dz) P (‘/w AD) dz)
v L [Wq(v +y)+7 o ‘://;;Efv;r y— Z)Wq+»y(2)d2}

. . O d [Walv+y) +7 J Walv+y — 2)Wyiq(2)dz .
=—W,(b )/_x dw [ W,(v) } U:w+bd

o Wy, d [Wy(v+y)+v [ We(v+y—2)Wyiq(2)dz
_ _ W(b) 0 qr
Wit =) [T aw | (0 }

X W (& (w

v=b—w

v=b

Yy
=Wy(b—z+y)+ 7/ We(b—z+y— 2)Wypy(2)dz
0

_% (W;Jr(b +y)+ v/oy Wi (b+y— z)Wqﬂ(z)dz),
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which is the desired result. m
Thanks to the above Lemma 3.4, we are now able to give the expression for the potential measure of

the spectrally positive Lévy process controlled by a double barrier periodic dividend and capital injection
strategy in the following Lemma 3.5.

Lemma 3.5 For ¢ >0, x >0, and A > 0, we have

Zy(b—z,® +7Zy(b—2x
P, (U8 & dy) = alb = 2 Byw) 47 Zy(b ) [Wq<o+>5o<dy> W) L0 (4)dy
Dty Zg (b, Pgiy)

y—b
(VW0 Woin (y = B) + Wit () + 7 /0 Wit (y = 2)Wain(2)d2) 1, 0 () dy

q‘pqﬂZ (b, ®g4+) v
Wi (y = ) Zy (b — 2) + W,y — o
= (et ly = 02,00 = 2) 4 Waly — o)

+’Y/ Woly — @ — )Wq-i-v(z)d'z) 1(b,oo)(y)dy:| = qWq(y — x)1(p) (y)dy. (3.14)

Proof. Denote by g(z) the left hand side of (3.14). One can verify that
_ 0,b . — 0,b . —
g(w)—Px(Ueq cdyseq <Ti A /ib) +Px<Ueq € dy;eq >T1 ANk, >
:Px<UQf € dy;eq > T, K5, > T1> +Pm<U£q’b € dy;eq > Ky, Th > “l:)

q _
b (Xeps € dyieqry <77

:—P <XeqH cdyseqry < Tb_) + [Em [e—(tH—'y)nf] + LEI [1 _ e—(tH—'y)nf} ]g(b)

q+ q+
_ : - o4 —(a+M)7,
q+ Py <X6q+7€dy’eq+7<7-b)+[q+fy+q+ny [ b”g(b)
—q (eq’w(b—@wqﬂ(y —b) = Wyir(y — x)) 1 (p,00) (y)dy + ﬁg(b)
+ j ,Ye%v(b—%(b), z € (b, 00). (3.15)

To obtain an expression of g(z) for € [0,b], recall that ¥; = X; — X, A0 and o = inf{t > 0; Y; > b}.
When « € (0,b), by Theorem 1 of [27] and (3.15), it is verified that

g(x)=P, (qu’b cdy;eq < n;) + P, (qu’b € dy;eq > n;r)
~ _ 0_+ ~
=P, <qu cdy;eq < Jj) + E, [e a0y, g(Y0;)1{0;<oo}}

W (b — 2)W,(0 Wt (y)
_ Wl Wéﬁ(b)( ) so(dy) + g <Wq(b—x) sz)

— Wely — x)) Lo, (y)dy

R A (R ) oot -
+q <E:c [e Wi T ey } Woiny(y —b) — Eg [e 970 Woin(y — Yag)D Lip,00) (y)dy
vy —qot —aot Par (=Y 1)
+——FE; e %% |g(b) + —E [ % ¢ b ] b), xz€][0,0b]. 3.16
e [ 19(0) P 9(b) [0, 0] (3.16)
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By adapting Lemma 3.2 of [32], one can derive

—aot Pay (=Y 1) 0 s Wit (z+b)
E:B qo o — _ q
[e e ] / eXp( AR

—x

W, (s+b)
mzq(s + b, ¢q+’*/) — @q.’.«{Zq(S + b, <I>q+’y) + ’}/Wq(s + b) dS
00 0 WH- b s WH- b
0 —x Welz+b) 0 Wq(b)
Wyt ()
X 7qu(bv Dyiv) = Pty Zg(b, Pyiry) + Wy (D) | ds
Wq(b)
W,(b—x
=Zq(b — 2, Pgyy) — % ((I)q-i-qu(ba Dyiq) - ’qu(b)), z € [0,b]. (3.17)
Wq™(b)

Combining (3.16), (3.17) and Lemma 3.4, it is verified that

Wb — )W, (0

Weo(b— )
Wa* (b)

Wq+v(y —-b) <Zq(b — 2, Pgiy) —

y—b
X (q)q+qu(ba Dgiy) — 'VWq(b))> — Wely —2) —v . Wy — 2 — 2)Woiy (2)dz

Wy(b—x) y=b

+ WD) <Wé+(y)+7 ; W¢;+(y_Z)Wq—l-’y(z)dz)]1{(b,oo)}(y)dy

Y q Wy(b— )
+ [qu(b —z)+ m (Zq(b -, (I)q+v) - (I)q+qu(b= @q+w)m)} g(b)
W (y)

+q (Wq(b - x)m - Wy - l’)) Lo (y)dy, =z €[0,b]. (3.18)

When X has paths of bounded variation, letting x = b in (3.18) and then using (3.12) with « = 0, we get

9(0)= (L, s Zy(0.B,12)) | aWa(00)50(d) + 4] ()10 )y + [ W (s — )

g+

y—b

X (YWa(B) = i Zy (b, @) ) + Wily) + 7 Wi Wi (2)42] 1 00 (y)dy] . (3.19)

We claim that (3.19) remains valid when X has paths of unbounded variation. Actually, by (9) of [3]
and the strong Markov property, we have
g(b) :Pb(qu’b edy;r, <eANTh) + Pb(qu’b €dy;eq < ry ANTY) + Pb(Ugf €dy;Th < ky Neg)
_E, [e—<q+~y)T;} g(z) + qi Pb[Xeqﬂ € dy;equry < T;}

~

+q -7- ’Yg(b) {Pb(eq+7 <7 ) = Po(Xeyy, € (@,0); €qiy < Tm_)]
~ b

+m ; 9(2)Py (XeqH €dz; eqry <7, )

— P 0T g(2) 4 ¢ <e—¢q+ﬁ(b—I)Wq+ﬁ/(y — 7)) = Wy (y — b)) 1(z00) () dy
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b—z
+$g(b) |:1 o e—<I>q+“/(b—x) _ (q + ,7) /0 e_¢q+7(b_x)Wq+»y(b oy Z)dZ

b—x
+’y/ e~ Pa O=2 (b —x — 2)g(b— 2)dz, x € (0,b). (3.20)
0
Plugging (3.20) into (3.18), using (3.12), and then rearranging the yielding equation gives

IVZQ(b - :E) + qu(b -, (I)q_i_ﬁ/) — q(I)q_‘_ﬁ/Zq(b’ q>q+7)Wq(b—m)

Wy (b)
g(l‘) 1-— qe¢q+.y(b—x) 4 ’YZq—i-'y(b _ LE)
Wy (b — )W, (0 Wit
=q ( W,ﬁ)(b) ( +)5O(dy) + q(Wq(b — m)W((yb)) — Wyly — x)) 104 (y)dy
+q% {WQ-H(?J —b) (’YWq(b) — iy Zy(b, <I>q+7)) + Wi (y)
y—b

—1
) Wo(y - Z)Wq-i-'y(z)dz] L(p,00) (y)dy + (q + e P 7, (b — w))

b—x
X |:q <QV 0 Wq-}-'\/(z + y— b)Wq(b — T — Z)dZ

b—x
172 Z,(b — )e~ Pata (=) ; Woarn(z +y = b)Wy(b— 2 — 2)dz

b—x
_/72Zq(b - :E)Wq_i_«/(y — b) / e_q)trFWZWq(Z)dZ
0
b—x
_QVWq+~/(y —x) /0 e—‘I’q+~/ZWq(z)dz) 1(p,00) (y)dy}
VZy(b—x) + qZg(b— 2, Py ) — qPyiyZy(b, q)qﬂ)w

N TALD)

g+ fye_q)qﬂ(b_x) Zq(b — a;)
b—z
xe” P (02) /0 (qu(b = 2) +79(b = 2)) Wysr (b — 2 — 2)dz. (3.21)

Recall that W,(0+) = 0 in case X has paths of unbounded variation. Hence, for any § > 0 and any
bounded function A(y), one can verify that

b—x _p, b—zx b—zx
lim Jo Te W (2)dz i Jo F Weir(2)dz i Jo Fh(2)Weiy(2)dz o, (3.22)
b Wy(b—x) atb  We(b—1x) b Wy(b — )
where, in the last equality of (3.22) we have used the fact that
. Wagr(b—2)
lim —L 2 = 2

which can be achieved by setting y = 0 and p = ¢ + v in (3.12). Dividing the both sides of (3.21) by
Wy(b — ), sending = upward to b, and then using (3.22), we finally find that (3.19) also holds true for
the case when X has paths of unbounded variation. Plugging (3.19) into (3.15) and (3.18) yields (3.14).
The proof is complete. m

With the preparations made in Lemma 3.2 and Lemma 3.5, we are now ready to give an expression
of the value function, denoted as Vobs of a double barrier periodic dividend and capital injection strategy
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in the following Lemma 3.6. Since Lemma 3.6 is a direct consequence of Lemma 3.2, Lemma 3.5 as well
as the integrating by parts formula, we omit its proof.

Lemma 3.6 For ¢ > 0, and A > 0, we have

7

(0 (124(0)=9(a+7)) [ Za (0=, ) +2 Zy (b—2)]

§+Zb)|: (b - :E) + :| * (‘1+”f)q’qz+’(ybzq(b&)q’q+’s) qZ (b—2)
w —x, + —x

+TZQ - - )‘fo )WQ(y_‘T)dy_ 124 q<1>q+qu+;(b<I>Z+i)

><[Afé’w;(y)Wq(y)dy+Af0°°w’+(b+y)[(w(b+y oy [P Wb+ y — )Wq_m(z)dz)

APy Zg(b, @y r) 1
~ it (3240 — 2+ )

—l—% fé’ Zgb—z+y— z)Wqu«,(z)dz)]dy} , x€[0,00),
br+VE0), € (~00,0).

The following Lemma 3.7 characterizes the smooth conditions of the value function V0°fb(x).

Lemma 3.7 For each b € (0,00), the function Vi (x) is continuously differentiable over (—oo,00).
Furthermore, if X has paths of unbounded variation, V0°fb(x) is twice continuously differentiable over

(0, 00).
Proof. By Lemma 3.6, one can readily derive that

w7 1Z4(b) — d(q +7) ’ ,
Vo,b(x)— ——Zy(b—z) — (@ +7) 2,0, q)q%/)zq(b —z, Pgiy) — )‘/ Wy — z)wly (y)dy

|
Ry T

Y Zq(b, Pg4)
0l ; Wyb+y— z)WqH(z)dz) ~ Zib—u (;qﬂ) (Wq(b —z+y)
+y /Oy Web—a+y— z)Wqﬂ(z)dz)}dy], x € (0,b), (3.24)

and

Zy(0) =g +7) o,y @opy ¢ TV
Vw/ = i — T%q Qg4 (z—b) _|_ / ﬂ/’ d
03(@) q+v  (@+7)Z4(0b, Pgiy) ‘ (b, @giry) ) (w)dy

b, ®
o0 Y
+)‘/0 Wi (b+y) [Wq(b +y)+ ’Y/O Wo(b+y — 2)Wors(2)dz —

b—zx

ZQ(b7 (I)Q-i-’Y)
ePa+~ (b—2)
X (Wqﬂ(b —rty) = [ Wy +Walb—a - z)dz)] dy} . ze(hoo) (3.25)

Combining (3.12), (3.23), (3.24) and (3.25), we can find
V04~ V- =3 [ w0 ) (W) + 1 [ Wl = Wi (2) = Wi (1) =0,
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where the fact that limqy, f0b+ W (y)Wy(y—x)dy = limgyy, ff W (y)Wy(y—=x)dy = 0 was used. In addition,

it is easy to get that
Vop(04) = ¢ = Vg3 (0-).

The above arguments imply the continuous differentiability of Vi’ (x) over (—o0,00).

Furthermore, when X has paths of unbounded variation, the scale function Wj, is continuously differ-

entiable, and hence, we have

¥Z4(b) — (g +7)

w q”
Vo’é/(x) =———W,(b—2) + [@g1yZg(b— 2, Pypy) — YW (b — 2]

q+ (q+7)Zg(b, gt~)
b ' / Dy Zy(b— 2, Pg4) _’YWq(b_ﬂf) b /
R A 2 [ Wi
0 Yy
o [Tk [y [ Wby - W (1)

_ Zq(b, Pg1+)
DyinZg(b— , Pyqy) — YWy(b — )

+ /Oy Wb —z+y— Z)WQ+'Y(Z)dZ):|:|7 z € (0,b),

(Wé(b —z+y)

and
Zy(b) —pla+7) - Ly DpaePata @b [ b
ver = Y4q Dgqry(z—b) _ Fatv A\ , d
0,b (x) q+y (q + ’Y)Z‘I(b, (I)q-i-'y) € Zq(b, (I)q—i-*y) o Vvq(y)w+(y) Yy
h W, Y Zy(b, @)
/ W — )W, _ %40 Pet)
+A/0 wh (b+y) { (b+y)+ 7/0 J(b+y — 2)Wyiq(2)d2 e

x(WéJ’(b—x—i—y)—l—’y/Oy W[;Jr(b—x—i—y—z)Wwa(z)dz)]dy}, € (b,00).

Combining (3.26), (3.27), we have

YWq(0+)

qy vZ4(b) — plg + )
Wq(o ) Zq(b7 q>‘]+’¥)

Vw/lb+ o w/lb_ —__ 47 W 0_|_ —
o0 () = Voi (b=) =7 @+ 1246, Pgr) | 00

< [A /0 i W) (y)dy + A /0 Wb+ ) (Walb )+ /Oy Wq<b+y_z>wq+ﬁ,(z)dz)]

=0.

dy

(3.26)

(3.27)

As aresult, V9 is twice continuously differentiable over (0, 00) when X has paths of unbounded variation.

This completes the proof. m

Bearing in mind that the optimal strategy solving the auxiliary problem (3.1) is conjectured to be
some double barrier periodic dividend and capital injection strategy, we hence need to characterize the
barrier level corresponding to the optimal strategy among the set of double barrier strategies. To achieve
this goal, we manage to express the derivative of the value function in terms of the Laplace transform and
potential measure of the spectrally positive Lévy process controlled by a single barrier periodic dividend
strategy until the first time it down-crosses 0. Actually, this new compact expression will facilitate us to
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identify the candidate optimal strategy among the set of double barrier dividend and capital injection
strategies and the slope conditions of the value function of this candidate optimal double barrier strategy.
To implement these ideas, we should first provide some preliminary results concerning the spectrally
positive Lévy process controlled by a single barrier periodic dividend strategy. Put

Ub:=X,—D} t>0,

where X, is the single spectrally positive Lévy process, Df is the cumulative dividend process defined as

D} =3 (U}, +AXr, = 1) ey t20,

n=1

with (7},)n>1 being the event epochs of an independent Poisson process. In addition, denote the down-
crossing and up-crossing times of Utb, respectively, by
==

a

= inf{t > 0;U? <a} and E :=inf{t>0;U? > ¢}.

The following Lemma 3.8 gives the potential measure of the process U} until the first time it down-crosses
0. It seems a little bit unexpected that this problem has not been considered in the literature. We hence
provide this result with a detailed proof.

Lemma 3.8 For g >0, v >0 and b > 0, we have

P, (UL, € dyse, <75 ) =4 [Zq(b — 2, D) Wt (y — b) — W (y — )
b—z

+v ; We(b—2—2)Weiy(y — b+ z)dz] Lp,00) (¥)dy — qWy(y — 7)1 (0, (y)dy

VZ4(b— ) + qZg(b — @, Pyiy)
VZ4(b) + qZ4(b, Pg~)

Zg(b, gty )Woty(y — ) — /W IWatr(y _b+z)dz>1(b,oo)(y)dy:|y z € (0,00). (3.28)

[qu(y)l(o,m (y)dy + q<Wq+~y(y)

Proof. Denote by g(x) the left hand side of (3.28). One can verify that
g(z)=P, (Ub edye, <Ty /\Eb_) + P, <Ué’q cdyie, >T1 ARy ,eq < Ea)
:mP (Xey, €dyseqry <75 ) +Px(Ué’q cdyseq >1T1,7, >Th,eq < E5>
+P, (qu cdy;e, >Ry, T1 > Fy yeq < E(;)

q — — T Y — T, —
=P (Xe, ) € dyieqry <75 ) + [EI [e (a+9)7; } Rt [1 _ e—la+m ” 3(b)
__4q : - i 7 =t || g

q—l—VPx (Xe,, €dyieqey <7 ) + [q+7 + q+7Em [e b ” g(b)

=q [eq}ﬁW(b—x)Wq—l—w (y—0)— Wq+v(y - 517)] 1(b,oo) (y)dy

ﬁ?(b) + ﬁeq’w(b—%(b), x € (b, 00).
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Using a similar manner and (2.2), one can verify that
g(;n):Px(qu e dy;e, < Egr /\E&) —l—Px(Ué’q € dy;E; <eg < E&)

=P, (Xeq e dy;e, < Tb+ A T0_> + E, [e‘qu+ l{Tb+<T(;}§(XTb+)]
_y [Wq(b -

Wy(b — ) _ _ 0 —qry =
LW ) = Wty )] oy + B[ 1 Jat)

Pyt (0—=X_+)

_grt
+q [E:c [e e b 1{'rb+<‘ro}:| Woiry(y —b)

—grt
_EIE |:€ 7 Wq+“/(y - XTJ)]'{TJ<T07}1| :| l(bvoo) (y)dy

o B (-X ) _
|:€ be qﬁ/ b 1{Tb+<7'0}:| g(b)

:q[ [Zq(b =2, Pyiq) — Wo(b— x)%} Waiy(y = 0) = Wiy (y — )

g+

b W, (b—x)
+ Wy(b—2 — 2)Wyir(y — b+ 2)dz + —— 2
0 q( ) Q-I-’Y( ) Wq(b)

< [ Waso) = [ Wb~ Wyl — b+ 230z | 1,00 ()0

Zy(b =) + aZy(b = 2, Pgsy) 7 Z0(0) + aZy Pyin) Walb — )]
+[ 4+ i PR A (YR A
4 [%Wq@) = Wyly - x)] Lo (y)dy, € (0,b). (3.29)

When X has paths of bounded variation, letting = 1 b in (3.29) yields

3(b) = [’YZq(b) + qu(b, Pgty

—1
P )} [QWQ(y)l(O,b) (y)dy + Q(Wqﬂ(y)

b
246y @) Woin (y — b) — /0 Wolb— =)W (y — b+ 2)d2) l(bm)(y)dy] . (330)

We now claim that (3.30) remains valid even when X has paths of unbounded variation. Using a method
similar to that of the proof of Lemma 3.5, we get

g(b)=Py(U? edyse, < TV AR, ) +Pp(U° edy;®y <Ti Aeg,eq < Ry
eq q T eq T a>-q 0

—I—Pb<Ué’q cdy;Ti <k, Neg,eq <E6>
_ q
q+

—l—# [Pb(eq+,y <75 ) = Py(Xe,., € (2,0); egiy < T;)}y(b)

Py (Xeqﬂ € dy;eqqy < Tx_> + Ey [e_(qJW)T;]g(x)

b
’y q . —_
+q +7 Ja 9Py (Xeyi, € dys €qay < 7)

= q<e—‘1>q+’y(b—x)Wq+,y(y — f];) — Wq-i-’y(y — b)> 1(%,00) (y)dy + 6_¢q+V(b_m)§(x)
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b—x
0 50) [1 =) g [T I - y)dy]

b—x
by [ eI s g - )y, € O.D) (3.31)
0
Plugging (3.31) into (3.29), and then rearranging the yielding equation gives

) VZq(b—x) + qZ4(b — 2, Pgyy) — <qu(b) + qZ4(b, <I>q+'v)) %
(LE) N qe‘btﬂrw(b_x) + fqu+,y(b —x)

~g [%Wq@) - Waly - x>] oWy + % (Wi 0
—Zg(b, Pgyry ) Woiy (y / Wy( Woir(y — b+ z)dz] 1(b,00) (y)dy

+q [Zq(b -, <I>q+'y)Wq+'y(y —b) — Wq+v(y —x)

b—x
+y ; Wy(b—x — 2)Wein(y — b+ z)dz] l(bm)(y)dy
N [’qu(b — ) +qZg(b— 2, Pgty)  1Z4(b) + qZ4(b, Pyty) Wy(b — x)]
g+ q+ W, (b)

» [q +oe T g+ ( x)] % [,Y/ e P CmOW (b~ — y)g(b — y)dy
q+y 0

+q (6—‘I’q+w(b—m)Wq+v(y —z) = Waiy(y — b)> 1(m’°°)(y)dy]

Wy(b—x) Wb — )
q W) Wo(y) L0,y (y)dy — qWo(y — 7)1z p) (y)dy + W.0) [Wq+~/(y)
(0 Pou)Wata ly / Wb = 2)Wyiq(y —b+ z)dz] 1 (5. 00) (¥)dy

" Wy(b—=
+v Wyb =2 — 2)Weir(y — b+ z)dzl(bm) (y)dy — Wo(b — )
) 0

VZq(b) +qZ, (b, <I>q+’y o~ Patn (b-2) o Ne(h
q+ ve~®arr(b-2) 7 i (b o Woiry (b — 2 = y)g(b — y)dy

S0
+q(e_¢q+”(b_x)Wq+v(y z) = Woy (y b))( )(y)dy]
) .

VZg(b— ) 4+ qZy(b — x, Py bme o () o
- q+ye~Catr(0=2) 7\ (b — ) [’Y 0 ¢ Waiy (b — 2 —y)g(b—y)dy

+q (e—<1>q+7(b—m)Wq+y(y —x) = Wy (y — b)> Lap) (y)dy]

e Pata (=) ( St qWy(2)dz — [T (g + V)Wq-i-“/(z)dz)

W _
i [ q+~ye P =2 Z, (b — 1) atr(y — 2)
b—x _p .2 b—zx
qfy Tre P EWo(2)dz +q [y (g + ) Wesy(2)dz ]
- W, —b)|1p.00)(y)dy. 3.32
q—+ fye_q>q+v(b—x)Zq+,y(b — ) q+7(y ) (b, )(y) Y ( )

Dividing the both sides of (3.32) with W,(b— z), sending x upward to b, and then using (3.22), (3.23), we
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finally find that (3.30) also holds true for the case when X has paths of unbounded variation. Plugging

(3.30) into (3.29) yields (3.28). The proof is complete. m

The following Lemma 3.9 gives the Laplace transform of the first passage time of 0 for the spectrally
positive Lévy process with dividends subtracted according to the single barrier periodic dividend strategy

with barrier level b. As far as the authors know, this result is also new to the literature.

Lemma 3.9 Forq >0,y >0 and b > 0, we have

E, [e—qﬁg} _ VZy(b—x) +qZy(b — x, Pgry)

, x€(0,00).
’YZq(b) + qu(b7 (I)q-i-’y)

Proof. By (3.5) and the strong Markov property, we have
B [e—ng} =E. [e_qggl{Tl/\E;<Ea}:| =E,; {e_q(TIAT’;)} Eyp {e—ng}

e

and
B e | =B om0 Loy | + B[ 1

=B [e_qn;l{'r&<'rb+}] + B [e_qﬂjl{—rj<'ro}EXT;r {e_q“()H
— W%(/l;(;)x) L E, [e—qﬁg] [#E;p [e_qujl{T;q;}}

q Lt ~Papn (X D)
+——kE, |:€ e " b+ 1{Tb+<7—0}:| :|

a+7

)] [ (500 Ew-)

W, (b) g+~ W(b)
Wy(b—x)

L <Zq(b — 2, Pgiy) — W, (b)

g+

When X has paths of bounded variation, letting = 1 b in (3.35) yields

—qgRy gty
Ep e | = .
’ { } qZq(b, @giry) +7Z4(b)

Z,(b, c1>q+y)> } z € (0,b).

(3.33)

(3.34)

(3.35)

(3.36)

We claim that (3.36) remains valid when X has paths of unbounded variation. Actually, by the strong

Markov property, we have

Eb [e—q“o ] :Eb |:€_q’€0 1{%; <Ea/\T1}] + Eb |:e_q’€0 1{T1<E; <Ea}:|
— _— b o
—E, [e—@ﬂ)ﬂc ]Em [e—q%} - # E, [6_‘”‘0 }Pb (Xeg
X

+ E, [e‘qﬁa] [Pb(eq+7 < Tx_) — Pb(XeqM € (x,b); egq4ry < Tx_)}

g+
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_ b—zx
v Ep [e—qﬁo ] [1 — e~ Paty(b—z) _ (q+ 7)/0 e“I’qﬂ(b_x)Wqﬂ(b —z —y)dy

g+
b—x _
—l—’y/ e_q)q*V(b_x)Wwa(b —x—y)Ey_y [e“ﬁo } dy
0
te~ P (-2, [e—fﬂ? } .z e (0,b). (3.37)

Plugging (3.37) into (3.35), and then rearranging the yielding equation gives

b—x
’YZq(b — )+ qZy(b— 7, Pgyy) — (’YZq(b) + qu(b, (IDQ'F’Y)) quv(q(b) )

40 147, (b 1)

E, [e—ng} 1-—

Wy(b — ) n [q +ye P Omn 7 (b - 53)] -

Wq(b) q+
% [VZq(b — ) +qZy(b—x, Pyiy) - VZy(b) + qZy(b, Pyty) We(b — 33)}
q+ q+ W, (b)
b—x
X [7/ e_q)q*V(b_x)Wq+7(b —z—y)Eyy [e‘ng} dy]. (3.38)
0

Dividing the both sides of (3.38) with W,(b— z), sending x upward to b, and then using (3.22), (3.23), we

finally find
(3.36) into

that (3.36) also holds true for the case when X has paths of unbounded variation. Plugging
(3.34) and (3.35) yields (3.33). m

With the help of Lemmas 3.8-3.9, we can give, in the following Lemma 3.10, an alternative expression
for the derivative of the value function of a double barrier strategy for the auxiliary problem, in terms
of, the Laplace transform of %, as well as the potential measure of U} until R -

Lemma 3.10 We have

6—1—Ey| [7° (a0 — Ao, (U}))dl]

Vo(b) = —
E, [e—qﬁo } Zy(b, By

+1, be(0,00).

Proof. By Lemmas 3.8-3.9, one can verify that

gy =L _ 7Z4(b) — $(q+7)
0. g+ (g+7)Zy(b, Pgyrvy)

1 ’ , >
m[)\/w Wq(y)w+(y)dy+>\/0 wi(b+y) [Wq(ber)

y
+’Y/O Wo(b+y — 2)Wyiq(2)dz — Zy (b, q)q+v)Wq+v(y)dy”
AE, [ g e—th;(Uf)dt} + 6, [e—qﬁa ] 1

_ — +1
E, [e—qﬁo ] Zy(b, Bysr)

_l’_
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o= 1By 70 e (gg — Xty (UD)dt
E, {e—qﬁo’ } Zy(b, Byor)

+1,

which is the desired result. m

Thanks to Lemma 3.10, we are able to define, in the following Lemma 3.11, the dividend barrier level
b“ of the candidate optimal periodic dividend and capital injection strategy among the set of double
barrier strategies.

Lemma 3.11 Let us denote b by
b = inf {b >0:¢p—1— Eb[/ " e (g — Aw;(Uf))dt] < o} .
0

Then b* > 0 exists and is unique.

Proof. We recall the assumption that the payoff function w is continuous and concave over [0, 00) with
W' (04) < ¢ and w/ (c0) € [0,1]. Under this assumption, we have that b — g¢— Aw/, (b) is non-decreasing.
By definition, we know that % is non-decreasing with respect to the starting value b of the process up,
which combined with the concavity of w results in the fact that the function

b—o—1—-E,

/o% e (gg — A, (U)))dt (3.39)

is non-increasing. In addition, due to spatial homogeneity of Lévy processes and dominated convergence
theorem, it can be verified that

lim [(;5 —1—-E /KO e~ (qp — /\wQ_(Utb))dt
0

b—o0

:¢ —1- bligolo EO |:/0 e_qt]-{tgg:b}(qu - Awi{-(b + Uto))dt:|
- gw;(oo) “1<o. (3.40)

Furthermore, by (3.36), we know that lgﬁ)lﬁg = 0 almost surely, which together with the dominated

convergence theorem gives

b—0

lim [¢ —1-F [/HO e~ (qp — My (UD))dt
0

] —$p—1>0. (3.41)

Piecing together (3.40), (3.41) as well as the non-increasing property of the function given by (3.39) yields
the desired result. The proof is complete. m

With the candidate optimal dividend barrier defined in Lemma 3.11, we can now investigate, in the
upcoming Lemma 3.12, the analytical properties, especially the slope conditions, of the value function
Vorpe () of the double barrier periodic dividend and capital injection strategy with dividend barrier b
and capital injection barrier 0.
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Lemma 3.12 The value function V. (z) is increasing and concave over (—o0o,00). In addition, we have
1 < Vi%o(z) < ¢ for € (0,0%), cmd < Vi (®) <1 for z € [b¥,00).

Proof. By Lemma 3.11 and the proof of Lemma 3.7, one finds that

Z4(0%) — ¢(a +7)
Ve (2) = —— 7, (b — z) — 124 Z,(b° — 1z, ®
0,b ( ) g+~ q( ) (q—i_’}/)Zq(bqu)q-i-’y) Q( q+v)
Zy(b* — 2, ®,,) b
—A/ Woly — o), () dy + 22 = [ Wty
Zg(b¥, @gyry) o T
v Z40°, @411
—M/ OO+ ) | (WY +y —i—’y/Wb“—ky—zW 2)dz) — =2 Camt
07 ) [(Wa ) | Wi (2)dz) — 2L
Yy
X(Wq(bw—x+y)+’y/ Wq(bw—x—i-y—z)Wwa(z)dz)}dy], x € (0,00), (3.42)
0
and
w v 4e(07) —dlg+7)
1 — V w b — -
i (0°) g+ (q+7)Zg(b, Pgiy)
1 b 00
to— A Wyw/ydy—l-)\/ wh (0% +y [W b +y
i L Wy [T 0 ) [, 4
Yy
‘1‘7/0 Wo(b" +y — 2)Wepy (2)dz — Zy (0%, ¢q+w)Wq+v(y)dy” . (3.43)

Plugging (3.43) into (3.42) and then rearranging the yielding equation gives

Zg(b — ) + qZg(b — z,® "
v Zy( ) +aZ4( ¢+7) -\ W(y — z)w' (y)dy
g+ 0

+)‘/0 Wy (b +y) (Wq-lw(y)zq(bw — 2, Pg1q) = Wopy(y — 2 +b%)

Voo (2) =

y
—7/0 Woly—2z—a+ bw)Wq+7(z)dz> dy

ok, o) o [ e @

=¢—E, [/OKO e " (q¢ — Aw;(UE’“’))dt],

Recall that the payoff function w is continuous and concave over [0,00) with w/, (04) < ¢ and W/, (c0) €
[0,1]. Tt follows that V{i%. (0) < ¢ and V. is no-increasing on (—o0, 00). Furthermore, due to the fact
that V% (b%) = 1, we derlve that 1 < V()bw( ) < ¢ for z € (0,6¢), and 0 < Ve (z) < 1 for x € 0¥, 00).
The proof is complete. ]

Thanks to the slope conditions provided in Lemma 3.12, we are now to confirm our conjecture that
the double barrier periodic dividend and capital injection strategy with dividend barrier b and capital
injection barrier 0 is the optimal strategy of the auxiliary control problem (3.1). To this purpose, we need
the following Lemma 3.13 for use of verification. To begin with, for any function v that is sufficiently
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differentiable (i.e., v is once (resp., twice) continuously differentiable when X has paths of bounded (resp.,
unbounded) variation), let us define an operator A on v that

Ao(a) = o™ @)~ ) [ (vl )~ ofe) @l @) ),

where = € (—00,00).

Lemma 3.13 (Verification Lemma) Suppose that the function v(zx) is non-decreasing and continu-
ously differentiable over (—oo,00). Suppose further that v(x) is twice continuously differentiable over
(0,00) if X has paths of unbounded variation. Additionally, suppose

max{(A — q) v(z)+w(z) + Y ax. (z+v(x —2) —v()),v () — ¢} <0. (3.44)

Then v(z) > V¥ (z) for allx € (—o0,00) and all admissible periodic dividend and capital injection strategy
(D™, R™) € 11.

Proof. Let D be the set of admissible dividend and capital injection strategy (DJ, RT );>0 with R} being
continuous and of form (3.3). By Lemma 3.1, we only need to prove that v(x) dominates the value function
of any admissible dividend and capital injection strategies among D. For a given strategy (D™, R™) € D,
recall that U = Xy—> "2 | ADT. 17, <;y+ R for t > 0. We follow Theorem 2.1 in [20] to denote X as the
sum of the independent processes —ct+0By, > oy AXsliax,>1y, and Xe+ct—oBi =) o AXsTiax,>1)
with the latter one being a square integrable martingale. Denote by {U";t > 0} as the continuous part
of {UF;t > 0}. By Theorem 4.57 (It6’s formula) in [19], we have, for z € (0, 00),

e~ u(UT) — v(x)

t t
— [ gemuupas+ [ ervwza
0— 0—
1 t
+3 / e~ " (UL )A(U™(), U™(-))s
0_
+3 " e (u(UF + AUT) — o(UF) — ' (UF)AUY)

s<t

t t
=— / ge” Po(U)ds + / e (UI_)d(—cs + o By)
0— 0—

t
+ / ¢V (UT)d(Xs +es —0Bs = ) AXrliax,>1y)
0—

r<s

t o2 [t
+/ e (UT_)dRE + ?/ e " (U7 )ds
0— 0

t
+/0 e_qSU/(Us_)d(ZAXT]_{AXT21})

r<s
+ Y U+ AX,) — o(UL) — o (UL )AX,]
s<t,ADT=0,AX#0

+ Z e ¥ [U(U;T_ +AXs +AD7) —v(UZ + AXS)]
s<t,ADT#0
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t t
=— / ge” Po(U)ds + / eV (UI_)d(—cs + o By)
0— 0—

+

t
/ e” ' (UL)d(Xs + cs — 0B — Z AX,1iax,>1})
0

- r<s

t
+/ e —qgs I(U7r )de+_/ —qs /I(Uw )d

+ Y (UL + AX,) — u(UL) — ¢/ (UL )AX I gax, <)

s<t
t
+ / ¢4 [U(U;f_ +AX, + ADT) — o(UT_ + AXS)} dN;, (3.45)
0—
where AX, = Xy — Xy, ADY = 2% | ADF 17—y and AUT = U7 — Ul = AX, — AD]. Define a
sequence of stopping times (TV m)m>1 that
T := m Ainf{t > 0;U7 >m}, n>1.

It follows that fm — oo almost surely as n — oco. In addition, U;_ is confined in the compact set [0, m]
for t <T,,. By (3.44)-(3.45), we have

=1 Tm) (U™ - ) — o(x)

tA Tm

Mt/\Tm

+ /Ot_ATm e ((A —u(UL) + Aw(UL)

$9[AD] + (UL + AX, + AD]) — v(UL- + AX,)] )ds

AT tATm tATm
—I—/ e_qsv'(U;r_)dR;r—/ e_qsx\w(U;r_)ds—/ e ®ADTdN;
0— 0 0

t/\Tm t/\ﬁn tATm
<M,z + (b/o e ®dR] — /0 e AUl )ds — /0 e "AD7dNyg, (3.46)
where M, AT, 18 the sum of the three zero mean martingales M MT , MfATm and M t?’ T given respectively
by
) tA Ty,
—qs,,/ ™
Mt/\fm :/0_ e q v (Us_)d<X5 +cs — Z<: AXrl{AXT21}>7
and
tATm _
M= [ [T oV ) = o) U 100 s,
and

tAT
ME L = / ¢~ [ADT + v(UT_ + AX, + ADT) — o(UT_ + AX,)] (AN, — ~ds),
0—
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where we used the Lévy-Ito decomposition theorem (see, Theorem 2.1 in [20]) and the compensation
formula (see, Theorem 4.4 in [20]), respectively. Then taking the expectation on both side of (3.46),
letting ¢ and m go to infinity, and by bounded convergence theorem (note that v(0) is bounded) yields

_ tATm
v(z)> lim E, [e_q(t/\Tm) (UT ~ )} —¢Ex[/0_ e_qstﬂ

t,m—o00 tATm

tATm tATm
+Em[ /0 e—qSAD;des] +Ex[ /0 e—qSAw(U;f_)ds}
t/\_’ﬁm
>, lim B, [ a(tATm) ()} $E, [ /0 ) e—quRg]
+E [Ze—quD” 1 . ]+E [ / e eI\ (UT )ds}
z n:1 T {Tp <tATp} z 0 s—

> $E, [ /0 g } +E, [i e_qT"AD%L] T E, [ /0 " e (U )ds}
- n=1

=V¥(z), =€ (0,00).

The arbitrariness of 7 and the continuity of v imply that v(z) > V¥(z) for all € [0, c0) and all admissible
(D™, R™) € II. The reverse inequality is trivial, and the proof is complete. ®

Lemma 3.14 [t holds that, for x € (0,00),

{AVo“fb(x) — q¢Vop(z) + dw(z) =0, z € (0,b),

(3.47)
AVey(@) — aVop(a) + Aw(z) +v(z — b+ Vi3 (b) — Vii(x)) =0, € [b,00).

Proof. Put x:= k; Akj . By the definition of Ut one can get that the controlled process Ut0 b follows
the same dynamics of X before x. By the strong Markov property of the process X, we have

E:L‘ [Z e_anAD%: _ (Zs/o e_qthg’b —|— )\/0 e_th(UtOJ))dt‘fs/\n]
=k [Ze anAD 1{T7L>5AH} ¢/ t+8/\n)dR?—fs/\n
[e’¢) SAK
—i—)\/ e_q(HSA”)w(UHSm dt‘fs/\,{} —i—)\/ e~ w(Xy)dt
0 0
Ze‘qT”ADOb ¢/ _qth —I-)\/ e_th(UtO’b)dt
0

+A/ € qt Xt

SAK
— I (X0 ) A / eUu(X)dt, 3 € (0,D),
0

— s/\n
=€ q( EXS/\H

which implies that the right-side of the above equation is a martingale. By It0’s formula, it holds that

tAK
IV Kone) 44 [ 7,5 — Vi)
0
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tAK tAR
= / e (A — @)V (Xo) + Aw(X,_))ds + / oe PV (X, )dB,
0— 0—

tAK
+/ BV $(Xs )d(Xs+ es — oBs — ZAX Tax,>1})

r<s
tAR
/ / —qs VO (X — y) - V()L:){,(Xs—) + V(]%(Xs—)yl(o,l] (y)]N(d37 dy)? t>0.

Following the same arguments in the proof of Lemma 3.13, we get that all the terms (except for the
first one) on the right hand side of the above equality are martingales starting from 0. Therefore, taking
expectations on both sides of the above equation yields

tAR
0=E, [/ e (A — Q) Vip(Xso) + Mw(X,-))ds|, >0,z € (0,07).
0—

Dividing both sides of the above equation by ¢ and then setting ¢ | 0, we can obtain the equality in (3.47)
for = € (0,b) by the mean value theorem and the dominated convergence theorem. For x € [b, 00), it can
be verified that

¥'(0+)
q

A-q)(b—z+ )= —q(b—2), (3.48)

and
(A — q) e Pat1® = e~ Pat®, (3.49)
In addition, by (5.6) in [23], one can get
(A—q) (Zq(b —x+y) +v /Oy Zob—z+y— z)WqH(z)dz)

:’y<Zq(b —aty) o /Oy Zy(b—x+y— z)WqH(z)dz), z € [bb+y). (3.50)

By (3.48)-(3.50), and the definition of V{,(z), we have
(A= q)Vp3(2)
(A=) (0= o+ LOT) A/Obw@)vvq(y — o)y + 240 7,0 )

vZ4(b) — d(a+) gePat =) 4 4
q(q +7)Pgin Zg(b, Pgiry) 4Py Zg(b, Pgiy

+/\/ b—|—y< (b+y) —1—7/ Wo(b+y — 2)Weyry(2)dz —

(qe<1>Q+W(b_x) _|_ /7) —

7% [A /ObW'(y)Wq(y)dy

(I)q+“/Zq(bv <1>4+’Y)
qe¢q+’y(b—x) + v

Yy
x [(Zq(b —zty)+r /0 Zylb— 1z +y — z)Wqﬂ(z)dz) Lyoos) + 1{y§x_b}] ) dy”

QY VZq(b) — ¢(g + ) By (b—1) yePatrb=2) — 4
=——>(x—-b)—)w(b) + ye~aty —) —
q+ 7( ) ( ) (q + '7)<I>q+'qu(b, (I)q+“/) ( ) q)q—i-“/Zq(ba <I>q+'y)

X (A /Ob W' (y)Wy(y)dy + X /OOO W'(b+y) [(Wq(b +y) + ,Y/Oy Wb+ y — Z)Wqﬂ(z)dz)
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_ <1>q+'qu(bv <1>4+’Y)
ePary(b—2) _q

—dw(z) + Aw(b)
—(z — b+ Vi 0) — V(@) — Male).

The proof is complete. m

Y
(26— 2+ )+ 7/0 Zalb =7 +y = Wi (2)d2) Loty dy>

Lemma 3.15 Let b > 0 be defined as in Lemma 3.11. We have

z € (0,0%),
T — b+ ‘/Y()b‘*’(bw) - ‘/E)L:)bw(zn)’ LS [bwvoo)'

0<z<zx

max {z + Voo (z — 2) = Voo (2)} = {

Proof. The result is immediate consequence of Lemma 3.12. m

Putting together Lemma 3.7 and Lemmas 3.13-3.15, we can easily verify, in the following Theorem
3.1, the conjecture that the double barrier strategy with dividend barrier 6 and capital injection barrier
0 is the optimal strategy for the auxiliary control problem (3.1). The proof is omitted.

Theorem 3.1 The periodic dividend and capital injection strateqy (D? b , Rg ’bw) dominates all admissible
singular periodic dividend and capital injection strategies that

Vo (2) = sup Vo*(z).

4 Optimality of Regime-modulate Double Barrier Strategy

We continue to prove the main result Theorem 2.1 using results from the previous auxiliary control
problem with a final payoff and the recursive iteration based on dynamic programming principle. As
preparations, let us consider the following space of functions

B:={f:Ry x&—R|foreachic&, f(-i) € C(]0,00)) and | f|| < oo},

endowed with the norm

1] = max sup L&D
1€E £>0 1—|—|l’|

and the metric p(-,-) induced by || - ||. It is not hard to check that the metric space (B, p) is complete.

For any function f : [0 oo) x & — R, we define a function f : [0,00) x & — R that

JG&J#Z

where \; = Z#i Aij, and Fj; is the distribution function of J;; for ,j € £. Note that

i (@ +y.j) f0,5) [ dz+y)
Z j/ |: 1_|_’1.‘ 1{—y§x}+<1+’w‘+ 1—|—’1“ >1{—y>:c}:|

‘ JEE JF#i

(

~ ‘
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01 E|J;; )
Sufigy [ 2 Yrleroly om0 6 r0.)

JE&#Z i 1+ |z 1+ |z|
\ij :
< Y A+ Bl + @+ 1£0.0)D], (2,1) €[0,00) x &,
€€ j#i

which together the fact that max; jcg E|J;j| < 0o, one can get that f € B when f € B.

For any function b = (b;) € [0,00)¢, denote by Vyp(z,i) the value function (i.e., the NPV of the
accumulated differences between dividends and the costs of capital injections) of the periodic dividend
and capital injection strategy with dynamic upper periodic barrier by, and constant lower barrier 0. In
addition, let us define a mapping 7y, acting on f € B such that

ﬂ,f(x,z')::Ei{Ze““T”AD%f—¢ /0 e ARy + )\ /0 e~ F(UP i)dt (4.1)
n=1

where ¢; = §; + \; and E% denotes the expectation operator with respect to the law of the process X g
conditioned on the event {X} = x}. The process Uf " is the controlled process with upper periodic
barrier b; > 0, lower reflecting barrier 0, and the underlying risk process X*; and Dfi’i, Rfi’i are the
cumulative dividends paid and capitals injected, respectively. In what follows, the scale functions of X*
will be denoted by W ;, Z,; and 7(17,-, whose definitions are given in Section 2.1 where the subscript 7 is

absent.
Lemma 4.1 For (z,i) € Ry x &, we have V(z,i) € B.

Proof. Denote § := min;eg d;, X¢ := sup,; Xs, and X, := inf,<; X5. We can derive an upper bound of
V(z,1) by considering the extreme case where the manager of the company pays every dollar accumulated
by X as dividends as early as possible (i.e., D; := X; V0), and cover all deficits by capital injection (i.e.,
Ry := —infe<; (X5 — (X¢V0))). Note that the surplus process Uy = Xy — (X; V0) — infs<; (X5 — (X¢ V0))
takes positive values. Hence, D; = X; V0 amounts to the maximum reasonable amount of dividends paid
until time ¢ > 0. Therefore, we have

‘me§w+EwLAm€@d7ﬂmﬂ:ﬂdmw

Similarly, we can also derive a lower bound by considering the extreme case where the manager of the
company injects capitals to keep the surplus over x before the time that the first Poisson arrival with
intensity v > 0 (i.e., Ry := —infy<;(Xs —2) A0, t < e4), and pays whatever he has as dividends as the
first Poisson arrival time (i.e., D, := (Xew —infy<e (X5 —2) /\0)); and then pays no dividends afterwards
and bails out all deficits by injecting capitals. Hence, by the spatial homogeneity, we have

V()= B[ 8 (X, = (X, ) A 0) +0 [ e (X, — ) 0 0)]
0
+Eo,i [<Z5 /0°° e_é(t—l—e”d(it-l-e A 0)]
= Fo[e 72 (X, - X, Ao+¢/ ~2a(X, 7 0)]
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+Eo [(Zﬁ /00 e_é(pre”)d(&,yreV A 0)] + zE {e_éew}
< V(x,i). '

It is not hard to verify that both the upper and lower bound is bounded under the norm || - ||, which can
yield V(z,i) € B. The proof is complete. m

Lemma 4.2 Forb € [0,00)¢ and (x,i) € R x &, we have Vyu(z,i) = ToVop(z,1).

Proof. When Yj =i, let ey, be the first time Y switches its states. By the strong Markov property and
the independence between (X*);ce, Y and (J;;)i jes, we obtain

o9] EN:
; —0; bii b =0 bi i —o0iex, 1,0
V(Lb(a:,z):Em[E e 51T"ADTnZl{Tn§eAZ_} — ¢ / e GdR) 4 €70 exzvo,b(Ug?+J,~YQ_,Y%)}
0 1 1

n=1

:Eg[ze—qﬁmpﬁ}ij — ¢ / e_Qith?i’i} +Z/\Z-]-Eﬁc[ / eV b (U + Jij, j)dt]
n=1 0 0

JF#i
v [ 1//-(0+)} [ v ]
=— Ziibi—ZE 4+ 2+ Zi,ibi_l‘,q)i +—Zi,ibi—l‘
2ty 4 O il = 2.2) + L 240 )
(7Z4,,i(bi) — ¢(gi +7)) Aij [° [/Oo . 0bs
- + > — Vob(y +2,5)P. (U € dy
(g;i + ’Y)(I)qﬁ-vzqm(biy (I)QH-’Y) %;Z 4 J—co LJO+ ( “ )

+‘/0,b(27j)P:c (erq’fl = >:|dE](Z)7 VS [0,00), qi = 62 + )\i7
Vob(z,i)=¢x + Vo p(0,i), € (—00,0). (4.2)

Using the expression of Voo’bi, the boundedness of V1, under norm || - || in Lemma 4.1 as well as the
fact that max;; E|J;j| < oo, we can deduce that Vj, € B. By the defination of 7y in (4.1), the second
equality in (4.2), the independence between Utbi’z and J;; for all 4,j € £, and the fact that

bisi A — biyi I . ; bi i g .
‘/07b(Ut + JZJ)]) - ‘/07b(Ut + Jw’j)l{Ufi’ZZ—Jij} + (Vb,b(oaj) + ¢(Ut + JZ])) l{Ufi’l<—Jij}’
we can conclude that Vpp(x,7) = TpVop(x,7). The proof is complete. m
Lemma 4.3 The operator Ty, is a contraction on BB under the metric p(-,-). In particular, for f € B, we
have that

Vop(z,i) = lim Ty f(x,i), (x,i) €[0,00) X &, (4.3)

n—oo

where the convergence is under metric p(-,-) and T(f) = To(T 1 (f)) for n > 1 with T} := T,

Proof. Recall that the metric space (B, p) is complete. By Lemma 3.6, for f € B, we have

| Tof(x, 1)

=1+ |z))~*
ol 1+ 1)

= by > bisi > Db
E;[Ze_QiT"ADTZZ—QS / e AR + N / et f(Ut“,z')dt]
n=1 0 0
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L0 PEY

— . b
=1+ |z ——— | Zg,i(bj — x) + + — )P, (U ed
( |z|)~ ‘ ~ [ qi, ( ) P a Jo [y, 1) ( a y)

+(7un ( ) ( i+ 7)) |:Zqz',i(bi -, <I>qz'+’y) + %Zqi,i(bi - 33)}
)

. 4.4
(Qi + 7)®Qi+VZQi7i(biv (I)qi—i-’y L e (07 OO) ( )

By (4.4), Lemma 3.5, and the fact that fe B, it holds that T, f € B. Furthermore, for f,g € B, we can
get that

i 0,
o(Tof, Tog) = maxsupEl[ oy A / 90D 4 )
€€ >0 1"’_“%’
JG&J#Z
reion, 30 2 Aij / FUS! +y.9) = 9WUes! +y.5)] aF(y)
b 7, 1 + ‘.Z" 1] y
JE&J#Z
<p(f,9) SupE’[ bien]
ieE

=pp(f.9), Be€(0,1). (4.5)

By (4.5), for f € B, (T f)n>1 is a Cauchy sequence. Therefore, we have
Tof = Im T = To(lim 75 f) = Te(T6"f). [ € B,

which implies that 7,5°f is a fixed point of the mapping 7y,. By Lemma 4.2, we obtain the desired result.
This completes the proof. m

Let us define another space of function that

C:={f¢€ B\f(a:,z) is concave and f’(O,z’) < ¢ and f’(oo,z') € [0,1] for i € £}.

Lemma 4.4 Suppose that f € BN CY(R,) is concave, non-decreasing, and satisfies f'(-,i) < ¢ and
f'(00,i) €10,1] for all i € £, we have that f € C.

Proof. By definition, fcan be rewritten as

N - 0
Flaii= 35 32| [ [# 4 0d) = 0le 4 )+ F0.0)]aF5 ) + ol + BL) + 70,9,
je€g#i ST
which implies that
N - 0
Plaiy= ¥ 32[o+ [ [f+v) - daro|. (1.6

je€g#i " -

Combining the concavity of f and (4.6), one can get f(a:,z) is also concave. Furthermore, by the fact
that f/(z +y,7) — ¢ <0, we can deduce that

HCHESY) “qs ¢.

JEE jF#i
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On the other hand, by the fact that f/(cc,4) € [0, 1], we have

R PN T

jeEj#i " jeEj#i " -

Then, f € C. The proof is complete. m

For f € C and (z,17) € Ry x &, let us define another operator T, that

o0 e>\i R
Toupf(x,1):=supE,; [Z e % ADy, LT, <es} — qb/ e %dR, + e_5iekif(UeM__7 z)]
n=1 0

D,R
= sup E;[Ze—%TnADiTn —¢ / e W AR + ) / e‘qitf(Uf,i)dt], (4.7)
D, Rt 0 0

n=1

where U} = X} — D} + R} represents the controlled surplus process with control (D?, R?) and driving
process X".

Denote Vi :=V and Vo :=V as well as V,, := Toup(V,,_1) and V, := Teup(V—1), for n > 1.

Lemma 4.5 We have V,, <V < V, on Ry x & foralln > 1, and

V(z,i) = liTm V. (x,i) = liTm Val(z,i), (x,4) € Ry x &, (4.8)

where the convergence is under the metric p(-,-). Moreover, we have V € C.

Proof. One can verify the first claim of Lemma 4.5 by the method of induction. In fact, by Lemma 4.1
and Lemma 4.4, we have V; <V < Vo and KO,VO € C. Suppose that V,, | <V <V, 1, then

Kn - ﬁup(zn—l) < ﬁup(v) < ,Eup(vn—l) - Vna

which, together with the fact that V is a fixed point of the mapping Teup, implies that V,, <V <V, for
all n > 1.

To prove the second claim of Lemma 4.5, for any f € C and i € £, Theorem 3.1 guarantees the
existence of blf € (0,00) such that the second equality of (4.7) is achieved by the expected NPV under
a periodic-classical barrier strategy with upper barrier blf and lower barrier 0. Denote b/ = (blf )iee, it
follows that Tsupf = Tps f over Ry x €. Furthermore, by Lemma 3.7 and Lemma 3.11, one can get that
Teupf (i) € C1(0,00) and it is concave as well as (Taupf)'(0,7) < ¢ and (Taupf) (00,i) € [0,1] for i € &,
which together with Lemma 4.4 yields Tqupf € C and

P(Tsupf, Tsupg) = p(Tor £ Tosg) = p(Stgp Tof, Sup Tog) < Sup p(Tof, Tog) < Bp(f.9), Be€(0,1),

i.e.,Tsup is a contraction mapping from C to itself. Hence, the Cauchy sequences (V,,)n>1 and (Vy)n>1
converge to the unique fixed point V' of Tg,p. In addition, by (4.8) and the dominated convergence

theorem, we have that

= Aij [° . .
Vi)=Y 32 [ [Vt 0y + (0l + ) + VO [4F5(0)
jegg#i T
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= lim Z Aij / n (T Y, ) —y<ay + (D2 +7) +Kn(0,j))1{_y>x}]dﬂj(y)

n—oo
JG&J#Z
—im > / DL yay + (6 + ) + Va0 | AF )
JE&J#Z
—n11_>n;OV (x,1) = nh_)n;o Vinlz,i), (x,i) € Ry x €. (4.9)

By (4.9) and the fact that (V,,),>1 € C and (V,,)n>1 C C, we derive that V €C. =
Finally, we give the proof of Theorem 2.1 using the previous preparations.

Proof of Theorem 2.1. By Lemma 4.5, we have V € C, which together with Theorem 3.1 yields
that there exists a function bY = (b} );ce € (0,00)¢ such that V(z,i) = TeupV (2,1) = Tpv (z,4) for all
(z,i) € Ry x €. Hence, by (4.3) and V € B (as V € C), we have that

V(z,i) = lim T,v V(x,4) = Vg pv (2,1),

nfoo

i.e., b* :=bY = (bY);ce is the desired periodic barrier function such that the conclusion of Theorem 2.1
holds. The proof is then complete. m
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