UNIVERSITAT POTSDAM
LEHRSTUHL FUR WAHRSCHEINLICHKEITSTHEORIE

UNIVERSITE DE LILLE 1
ECOLE DOCTORALE SCIENCES POUR L' INGENIEUR
LABORATOIRE DE MATHEMATIQUES PAUL PAINLEVE

RTG 1845, STOCHASTIC ANALYSIS WITH APPLICATIONS
IN BIOLOGY, FINANCE AND PHYSICS

On the Exact Simulation of
(Skew) Brownian Diffusions

with Discontinuous Drift

Dissertation eingereicht von These de Doctorat présentée par

Sara MAZZONETTO

zur Erlangung des akademischen Grades
“doctor rerum naturalium” pour obtenir le grade de
(Dr. rer. nat.) “Docteur en Mathématiques Appliquées”
in der Wissenschaftsdisziplin Stochastik

Defended on November, 8th 2016 in Potsdam,
in front of a committee composed by:

Antoine LEJAY Université de Lorraine Rapporteur
Arnulf  JENTZEN ETH Zirich Rapporteur
Gilles BLANCHARD Universitat Potsdam President
Noemi  KURT Technische Universitat Berlin Examinatrice
Michael SCHEUTZOW Technische Universitat Berlin Examinateur
Thomas SIMON Université Lille 1 Examinateur
David DEREUDRE  Université Lille 1 Directeur

Sylvie  R@ELLY Universitat Potsdam Directrice




This work is licensed under a Creative Commons License:
Attribution 4.0 International

To view a copy of this license visit
http://creativecommons.org /licenses /by /4.0/

Published online at the

Institutional Repository of the University of Potsdam:
URN urn:nbn:de:kobv:517-opus4-102399
http://nbn-resolving.de/urn:mbn:de:kobv:517-opus4-102399



Summary

This thesis is focused on the study and the exact simulation of two classes of real-valued Brownian dif-
fusions: multi-skew Brownian motions with constant drift and Brownian diffusions whose drift admits a
finite number of jumps.

The skew Brownian motion was introduced in the sixties by Ito6 and McKean, who constructed it
from the reflected Brownian motion, flipping its excursions from the origin with a given probability. Such
a process behaves as the original one except at the point 0, which plays the role of a semipermeable
barrier. More generally, a skew diffusion with several semipermeable barriers, called multi-skew diffusion,
is a diffusion everywhere except when it reaches one of the barriers, where it is partially reflected with
a probability depending on that particular barrier. Clearly, a multi-skew diffusion can be characterized
either as solution of a stochastic differential equation involving weighted local times (these terms providing
the semi-permeability) or by its infinitesimal generator as Markov process.

In this thesis we first obtain a contour integral representation for the transition semigroup of the multi-
skew Brownian motion with constant drift, based on a fine analysis of its complex properties. Thanks
to this representation we write explicitly the transition densities of the two-skew Brownian motion with
constant drift as an infinite series involving, in particular, Gaussian functions and their tails.

Then we propose a new useful application of a generalization of the known rejection sampling method.

Recall that this basic algorithm allows to sample from a density as soon as one finds an - easy to sample -
instrumental density verifying that the ratio between the goal and the instrumental densities is a bounded
function. The generalized rejection sampling method allows to sample ezxactly from densities for which
indeed only an approximation is known. The originality of the algorithm lies in the fact that one finally
samples directly from the law without any approximation, except the machine’s.
As an application, we sample from the transition density of the two-skew Brownian motion with or without
constant drift. The instrumental density is the transition density of the Brownian motion with constant
drift, and we provide an useful uniform bound for the ratio of the densities. We also present numerical
simulations to study the efficiency of the algorithm.

The second aim of this thesis is to develop an exact simulation algorithm for a Brownian diffusion
whose drift admits several jumps. In the literature, so far only the case of a continuous drift (resp. of
a drift with one finite jump) was treated. The theoretical method we give allows to deal with any finite
number of discontinuities. Then we focus on the case of two jumps, using the transition densities of the
two-skew Brownian motion obtained before. Various examples are presented and the efficiency of our
approach is discussed.






Zusammenfassung

Uber die exakte Simulation (skew) Brownsche Diffusionen mit
unstetiger Drift

In dieser Dissertation wird die exakte Simulation zweier Klassen reeller Brownscher Diffusionen untersucht:
die multi-skew Brownsche Bewegung mit konstanter Drift sowie die Brownsche Diffusionen mit einer Drift
mit endlich vielen Springen.

Die skew Brownsche Bewegung wurde in den sechzigern Jahren von It6 and McKean als eine Brownsche
Bewegung eingefiihrt, fiir die die Richtung ihrer Exkursionen am Ursprung zuféllig mit einer gegebenen
Wahrscheinlichkeit ausgewiirfelt wird. Solche asymmetrischen Prozesse verhalten sich im Wesentlichen
wie der Originalprozess aufler bei 0, das sich wie eine semipermeable Barriere verhélt. Allgemeiner sind
skew Diffusionsprozesse mit mehreren semipermeablen Barrieren, auch multi-skew Diffusionen genannt,
Diffusionsprozesse mit Ausnahme an den Barrieren, wo sie jeweils teilweise reflektiert wird. Natiirlich ist
eine multi-skew Diffusion durch eine stochastische Differentialgleichung mit Lokalzeiten (diese bewirken
die Semipermeabilitdt) oder durch ihren infinitesimalen Generator als Markov Prozess charakterisiert.

In dieser Arbeit leiten wir zunéichst eine Konturintegraldarstellung der Ubergangshalbgruppe der multi-
skew Brownschen Bewegung mit konstanter Drift durch eine feine Analyse ihrer komplexen Eigenschaften
her. Dank dieser Darstellung wird eine explizite Darstellung der Ubergangswahrschemhchke1ten der
zweifach-skew Brownschen Bewegung mit konstanter Drift als eine unendliche Reihe Gaufscher Dichten
erhalten.

Anschlieffend wird eine niitzliche Verallgemeinerung der bekannten Verwerfungsmethode vorgestellt.

Dieses grundlegende Verfahren ermdglicht Realisierungen von Zufallsvariablen, sobald man eine leicht zu
simulierende Zufallsvariable derart findet, dass der Quotient der Dichten beider Zufallsvariablen beschrankt
ist. Unsere verallgmeinerte Verwerfungsmethode erlaubt eine exakte Simulation fiir Dichten, die nur ap-
proximiert werden kénnen. Die Originalitdt unseres Verfahrens liegt nun darin, dass wir, abgesehen von
der rechnerbedingten Approximation, exakt von der Verteilung ohne Approximation simulieren.
In einer Anwendung simulieren wir die zweifach-skew Brownsche Bewegung mit oder ohne konstanter
Drift. Die Ausgangsdichte ist dabei die der Brownschen Bewegung mit konstanter Drift, und wir geben
gleichméflige Schranken des Quotienten der Dichten an. Dazu werden numerische Simulationen gezeigt,
um die Leistungsfidhigkeit des Verfahrens zu demonstrieren.

Das zweite Ziel dieser Arbeit ist die Entwicklung eines exakten Simulationsverfahrens fiir Brownsche
Diffusionen, deren Drift mehrere Spriinge hat. In der Literatur wurden bisher nur Diffusionen mit stetiger
Drift bzw. mit einer Drift mit hochstens einem Sprung behandelt. Unser Verfahren erlaubt den Umgang
mit jeder endlichen Anzahl von Spriingen. Insbesondere wird der Fall zweier Spriinge behandelt, da
unser Simulationsverfahren mit den bereits erhaltenen UbergangswahrsCheinlichkeiten der zweifach-skew
Brownschen Bewegung verwandt ist. An mehreren Beispielen demonstrieren wir die Effizienz unseres
Ansatzes.






Résumé

Simulation exacte de diffusions browniennes (biaisées) avec dérive
discontinue

Cette these de doctorat consiste en I’étude et en la simulation exacte de deux classes de diffusions brown-
iennes a valeurs réelles: le mouvement brownien biaisé en plusieurs points et les diffusions browniennes
avec dérive admettant un nombre fini de sauts.

Le mouvement brownien biaisé a été construit dans les années soixantes par Itd et McKean a partir du
mouvement brownien réfléchi, en retournant chacune de ses excursions indépendamment et avec une prob-
abilité donnée. Ce processus markovien admet un comportement semblable au processus original, excepté
au point 0 ou le biais se produit, et qui joue le role de barriére semi-perméable. Plus généralement, on ap-
pelle diffusion biaisée en plusieurs points une diffusion évoluant entre plusieurs barrieres semi-perméables.
Lorsqu’une telle diffusion atteint I'une de ces barrieres, elle est partiellement réfléchie, avec une proba-
bilité dépendant de la barriere. Une diffusion biaisée peut étre caractérisée comme solution d’une équation
différentielle stochastique incluant des temps locaux pondérés (en relation avec les coefficients de semi-
perméabilité) ou par son générateur infinitésimal.

Dans cette these nous obtenons tout d’abord une représentation du semi-groupe de transition du

mouvement brownien biaisé avec dérive constante sous la forme d’une intégrale de contour, grace a I’étude
fine des propriétés complexes de ce semi-groupe. Cette représentation nous fournit alors une formule
explicite et novatrice pour la densité de transition du mouvement brownien avec dérive constante biaisé
en deux points. L’expression de cette densité consiste en une série de fonctions gaussiennes et spéciales.
Nous proposons dans un deuxieme temps une nouvelle application d’une méthode généralisée de simulation
par rejet. La méthode classique permet de simuler & partir d’une densité f. Elle s’applique lorsque 1’on
peut identifier une densité facilement simulable, dite instrumentale, par rapport a laquelle la densité f est
bornée. La généralisation offre la possibilité d’échantilloner de facon exacte a partir d’'une densité, méme
si elle n’est connue que par approximation, sans aucune autre erreur que celles de I'ordinateur.
Nous appliquons ensuite ce schéma a la simulation d’un mouvement brownien avec dérive constante, biaisé
en deux points. La densité instrumentale choisie est alors celle du mouvement brownien (non biaisé)
avec dérive constante. Chemin faisant, nous obtenons une borne uniforme pour le quotient de ces deux
densités. Nous présentons également des simulations numériques qui permettent d’étudier Uefficacité de
I’algorithme.

Un autre objectif de la these est de développer un algorithme de simulation exacte pour les diffusions
browniennes avec dérive admettant plusieurs sauts. Dans la littérature mathématique actuelle seul le cas
de dérives continues (respectivement dérives admettant un seul saut) a été traité. La méthode théorique
proposée permet d’étendre ’étude & un nombre quelconque de discontinuités. Nous nous concentrons sur
le cas de dérives a deux sauts, car pour la simulation nous utilisons I’expression explicite de la densité
de transition du mouvement brownien biaisé en deux points obtenue précédemment. Des exemples variés
sont présentés et l'efficacité de la méthode est discutée.
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Introduction

Many applications in Applied Sciences require simulations of random diffusions, in particular when the
complexity of the models makes impossible a theoretical analysis. For this reason, properties of the models
are mainly studied using massive Monte Carlo methods. Diffusions whose coeflicients are discontinuous
emerged recently in geophysics or medical imaging, when the medium is very rough (or shows a high
heterogeneity). Indeed, when the local properties of the matter or tissues change abruptly, it leads to dis-
continuous parameters in the diffusions. Moreover, such discontinuities appear also in financial modeling,
due to the strong increase in the reactivity of markets.

The first classic algorithms for such simulations are the Euler-Maruyama one and all its variants.
These approximation algorithms provide non exact simulations whose error one needs to control. It is
well known that, in the case of diffusions with Lipschitz coefficients, the approximations converge to the
original process, but this is no longer the case when the coefficients are not regular. Moreover the rate
of convergence may depend on the nature of the singularities. For a nice summary of the state of the
art of approximation methods in case of non-globally Lipschitz coefficients, we refer the reader to the
introduction of Ankirchner, Kruse and Urusov [1] or to a comprehensive and easy-to-follow memoir by
Hutzenthaler and Jentzen [26].

The point of view of exact simulation is quite different. The challenge is to simulate directly from
the law of the diffusion, sampling exactly from its finite-dimensional distributions without approximations
(beyond the machine’s). The advantage of these algorithms is obvious since it allows to avoid the fine
analysis of approximation errors. The disadvantage lies in the theoretical and computational complexity
inherent in such algorithms. Notice also the existence of mixed method like the quasi-exact one proposed
by Lenétre [40].

The exact simulation is a quite popular topic in many domains. Recall the famous “coupling from the
past” method by Propp and Wilson (‘96), which provided a perfect sampling of statistical mechanics
models. The exact approach is a new topic in the setting of diffusions. It is quite unexplored and not the
object of comparison with other methods yet. There are only a few results available in case of real-valued
Brownian diffusions (i.e. diffusions with unitary diffusion coefficient): either for drift which are continuous
(see Beskos, Papaspiliopoulos and Roberts [9]) or for drift admitting only one jump (treated recently by
Etoré and Martinez [20] or by Papaspiliopoulos, Roberts and Taylor [48]).

We think that exact simulation schemes for diffusions are going to be more and more useful in the future,
therefore a systematic analysis is needed. The aim of this thesis is producing a step in this direction.

The scheme provided in Chapter [3| which is inspired by [20], gives a theoretical simulation method
for a real-valued Brownian diffusion whose drift admits a finite number of jumps. As will be explained in
Section it is based on properties of a process, called multi-skew Brownian motion, which describes a
Brownian particle moving in a field force and skewed by the presence of several semipermeable barriers. In
the first section of Chapter [I]and Chapter 2] we give precise definitions and a short historical introduction.
Let us just recall, for the moment, that these processes are solutions to a stochastic differential equation
involving symmetric local times of the process such as

dX; = dWy + b(Xy) dt + / v(dy)dL}(X),

: R

Xo=z, L{(X)= / Lix.=pydLi, y € R,
0
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n
where v = Zﬁ]ﬁzj is a weighted sum of Dirac measures with 8; € (—1,1) forall j =1,...,n, and b is
j=1
the drift fUIletiOIl which is measurable and bounded. For v a general finite measure, and in presence of a
non constant diffusion coefficient o(X;), this kind of SDE describes a wide class of processes (see Le Gall
[31,32]). The weighted local time acts as a semipermeable barrier and skews the motion.

The multi-skew Brownian motion (with possibly discontinuous drift) is interesting on its own and has
emerged in various contexts during the last years. As first example, in mathematical finance, Gairat and
Shcherbakov 23] apply its distribution to obtain explicit analytical formulas for pricing European options
following the local volatility model (a natural extension of the Black-Scholes model). In the latter model
the discontinuity appears in the diffusion coefficient which is two-valued. The skew Brownian motion
appeared even earlier in finance, see for example Decamps et al. [12} |13 [14] and Rossello [55]. There are
also many applications in geophysics related to advection-dispersion phenomenon across layered porous
medium, see Ramirez et al. [52]. We refer the reader to Appuhamillage and Sheldon in [2] and Lejay and
Pichot [37] for a more exhaustive list of references to the main applications for skew Brownian diffusions.

The main ingredient we need to produce exact algorithms of (skew) Brownian diffusions with discon-
tinuous drifts is an explicit expression of the transition density of the skew Brownian motion with constant
drift. The number of jumps in the drift induces the number of barriers for the skew diffusion. Therefore
such an explicit expression is required for any number of barriers. Up to now, the most advanced explicit
expression of the transition density was limited to the case of one barrier |19, [20]. Note also the result by
Lejay, Lenotre and Pichot [35] in the case of skew Brownian motion with one barrier but a two-valued drift.
In the setting of multi-skew Brownian diffusions, the only existing explicit formula deals with the case of
two reflecting (that is impermeable) barriers, treated by Svennson [59], Veestraeten [63], and Linetsky [41].
In Chapter[I]we propose a new method to compute the transition density of the one-skew Brownian motion
with constant drift (Proposition . This approach is sufficiently general to allow us to extend it in
Chapter 2 to the case of the multi-skew Brownian motion, see Theorem [2.3.7]

Let us give a chapter-by-chapter description of the content of this document.

In the first chapter we give an historical introduction to the real-valued skew Brownian motion with and
without (constant) drift. We focus on its equivalent definitions with the purpose of finding its transition
density. At first we mention existing techniques, in particular the one proposed by Etoré and Martinez
[19]. Then we present a new method based on the properties of the divergence form operator associated
to the process. Briefly, the transition density is equal to the inverse Laplace transform of the resolvent
kernel. We interpret the Laplace transform as a contour integral and exploit this structure to get an
explicit formula.

In the second chapter we define properly the multi-skew Brownian motion and apply to this process
the method introduced in the first chapter. The latter yields a new explicit expression for the two-skew
Brownian motion with and without constant drift. We detail all the computations, in particular the
representation of its transition density as a series of Fourier transforms. The latter allows us to bound
it uniformly in space and time, which provides an indispensable estimate for the exact simulation. We
also provide a practical and easy exact method to sample from densities for which we know only an
approximation. We call it Generalized Rejection Sampling.

In the third chapter we obtain an exact simulation scheme for real-valued Brownian diffusions whose
drift admits several jumps. This is based on the knowledge of some asymptotic properties of the transition
density of the multi-skew Brownian motion, as the skewness approaches zero. In particular, in the case
of the Brownian motion with drift admitting two jumps, we detail the scheme and provide numerical
simulations. In this way, we have paved the way to the exact simulation of diffusions with drift admitting
several jumps.

In Appendix [A] the reader can find extracts of the Python code used in the simulations.



Chapter 1

The one-skew Brownian motion with
constant drift: various approaches to
compute its transition density

Outline of the chapter: In this chapter, we present various techniques to compute the transition densities
of the real-valued skew Brownian motion with one semipermeable barrier (also called one-skew) with
constant drift. Our personal contribution consists in developing a particular way which is suitable for the
extension to the case of the multi-skew Brownian motion moving through several semipermeable barriers,
which will be treated in Chapter [2] and Chapter [3] The method we propose relies on the representation
of the transition densities (resp. semigroup) as the inverse Laplace transform of Green’s function of the
resolvent (resp. of the resolvent). The last section discusses the applicability of our method to one-skew
Brownian diffusions with more general drifts. A particular attention is given to the case of a piecewise
constant drift.

1.1 The framework

1.1.1 The one-skew Brownian motion

Heuristically, the real-valued (one)-Skew Brownian Motion (SBM) is a Brownian motion showing a par-
ticular behavior when it reaches one point, say the origin 0, where it is partially reflected.

A. Lejay wrote a full and comprehensive survey paper [33] on that topic, to which we will refer at
several places in this section. In particular, he presents various equivalent representations of the associated
semigroup.

This process was first introduced by It6 and McKean in [27], as a Wiener process transformed by
flipping its excursions from the origin with probability %, for a certain § € [—1,1]. If 3 = 0 one
recognizes the usual Brownian motion. If 3 =1 (resp. 5 = —1) one obtains the reflected Brownian motion
on the positive (resp. negative) semi-axis. This is a trajectorial construction.

Throughout this chapter we will denote this process by (5)-SBM if the permeability coefficient 5 does
matter, and by one-SBM otherwise.

The one-SBM can be characterized in several ways: for example as the solution of a stochastic differ-
ential equation involving a weighted local time, or by its infinitesimal generator.
The first one is a path construction based on the semimartingale decomposition of the process. Let us
denote by (W;);>0 a real-valued Brownian motion, and zy € R. It was proved by Harrison and Shepp
in [25] that if |3] < 1, there is a unique strong solution to the following stochastic differential equation

1
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involving (L?)¢>0, the symmetric local time at the point 0:

dX, = dW, + BdLY(X), (1.11)
Xo =0, LY= [] 1rx,—o1dL?, o

which is indeed the (8)-SBM starting in zy. Harrison and Shepp also proved that if |3] > 1 there is no
solution to .

The Markovianity of the SBM, as solution to the latter SDE, is not a trivial fact. Zaitseva, after
having underlined in [69] the specific difficulties to prove this property, shows it in [70] in a more general
multi-dimensional context. Her technique is based on the paper by Kulik [30].

The identification of the SBM through its infinitesimal generator can be attributed to Portenko who
introduced in [49] and [50] even more-dimensional skew processes moving through semipermeable surfaces.

2
He wrote down the following formal differential operator 1d72 + ﬁéoi, involving a singular term given
by the Dirac measure at 0. And he developed links with the partial differential equation the transition
semigroup has to solve. In fact, the interplay between SDE, infinitesimal generator and PDE can provide
various methods to find explicitely the semigroup of the SBM. Let f € Cp, then the transition semigroup
E. [f(X})], as function of ¢ and z, solves (uniquely) the following PDE:

(t,z) = u(t,x) € CH? (RL x R:;R) NC (R x R;R)

5} 102 . .

au(t,x):iﬁu(t,x) ; te R, zeR*, ( |
- = (1 - Iy - * 1.1.2

(1+5) 5-u(t,0%) = (1 B) = u(t,07) LeRY

w(t,07) = u(t,07) t e Ry,

u(0,z) = f(z) z € R,

(see Proposition 1 in [33]). The boundary condition involving the skewness parameter § at the point 0 is
called transmission condition. It makes it hard to solve directly (|1.1.2)). To avoid this difficulty one can
equivalently consider a weak solution to the following problem (see Section 3 in [33]):

t—u(t,") € C(Ry; L3(R,dx)) N L?*(Ry; HY(R, dw)),
Oyu = Lu, (1.1.3)
uw(0,7) = p(x) € L*(R, dx),

where L is the divergence form operator on L?(R, dx)

1 d d . 1-8 148
L= () 4 (k(x)dx> with  k(z) := 5 Ig- (x) + 5 Ig, (), (11.4)
D(L) = {v € H\(R,dz) : k(z)¢'(x) € H'(R,d)} .

The function space H'(R, dx) is as usual the set of L?(R, dx)-functions whose weak derivative exists and
belongs to L?(R, dx) too. The two-valued function k(z) is unique up to a multiplicative constant.
The solution of is also a solution to the problem and vice versa. Indeed, one proves that
the unique solution of is the semigroup of the (3)-SBM, solution of .

Let us comment the operator (L, D(L)) on L?(R,dz). Notice that, if |3] < 1 then L?(R, k(z)dx) =
L?(R,dr) and H'(R, k(z)dz) = H*(R, dz).
Moreover the latter operator is symmetric on L?(R, dx): let f, g € D(L) then, since L coincides with %dd—;
on R*, one has

[Lr@e@ e = [ L@@ des [ L) gt ds -

, R,

- [ F@ewde [ Sr@a@dr=— [ Sr@g@d— [ Sy -

_ /R %f(m)g”(x) dz + %f(x)g”(x) da = /R f(z) Ly(x) de.

_ R,
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The advantage of considering the divergence form operator L as infinitesimal generator is twofold. One
has at one’s disposal the theory of the associated bilinear form (which is a Dirichlet form) and of the self-
adjoint operators. More precisely, one knows that L is the infinitesimal generator of a Feller semigroup
associated to a continuous Markov process. Once one proves that the associated process is the one-SBM,
one gets directly its Markovianity. (See [36] for this kind of approach, which is applicable to more general
skew processes).

Since it can be shown that the operator is self-adjoint one can use a spectral analysis approach to give
a complex integral representation for the transition densities following the Green’s function method or
Titchmarsh-Kodaira-Yosida method (see for example Yosida et al. [67]). In particular, Gaveau, Okada
and Okada recover in this way the transition density of the (5)-SBM without drift, see Section 5 of Chapter
IT in [24]. The transition density (first computed by Walsh in [64]) has the following form:

POt 2,y) = p(t2,y) + B (1, (1) = Te (1)) Pt —2,9),

where y — p(t,z,y) is the transition density of the Brownian motion (without skew) at time ¢ starting in
x € R. It solves the Fokker-Planck equation

gp(ﬁ)(t z,y) = lﬁp(ﬁ)(t z,7) R%, y € R*

aat y» & 9 88'(/2 y &y —+ )

@p<ﬁ>(t,x,o+) = a—yp“’) (t,2,07) teRY, (1.1.5)
(1+8)pD(t,2,07) = (1 - 8)p ) (t,2,0") teRY

P20, 2,y) = 6.(y) y R

Let us mention that interesting properties (like laws of functionals) of the (8)-SBM can be found in the
compendium written by Borodin and Salminen [11].

1.1.2 The (one-)skew Brownian motion with constant drift

We are now interested in the transition density of a slightly more general process, that is the one-SBM
perturbed by an additional constant drift p, with semipermeable barrier at the point z € R. It is the
unique strong solution to the following SDE (€(5, p)]) involving the weighted local time:

Xy = Xo+ Wi+ pt+ BL{(X),
t

Lf:/ 1y _oydL?.
0

Pathwise uniqueness and weak existence are guaranteed by (the more general) Theorem 2.3 by Le Gall

[32]. The solution is a Markov process, as in the driftless case (Zaitseva [70]), and its transition probability
(8).
Ve

E(B )

admits a density, which we denote by p
P R XRXR = (0,400)
tz,y) = p ().
Its specific decomposition is given in the next proposition.

Proposition 1.1.1. The transition density for the SBM with constant drift 1 and semipermeable barrier
in z satisfies

Pt z,y) = pu(t,z,y)o Dt 2,y),
where p,,(t,z,y) is the transition density of the Brownian motion with constant drift 1 (without skew), and
21y
UA(LB)(thﬁU) = (1 _eXp( - n ))1{11y1>0}

2
+ (148 (212 100)(y) — 1)) exp ( - %Mgglyoo})

2
{_Wﬁmmﬁm+@+moﬁ%mu%umﬂ7
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1 02
where T1 :=x — z, y1 :=y — z and P(y) := \/?/ e~ 2 du is the tail of a standard Gaussian law.
T Jy

This formula has been recently obtained by various authors using different methods.

The first one was given by Appuhamillage et al. in [4], followed by their correction of a computational
mistake in [3]. There, the authors compute the joint density of the one-SBM with constant drift, its
local time at the barrier and its occupation time on the positive half-line as follows: first they obtain a
Feynman-Kac formula for the SBM with drift and then they compute the Laplace transform of the joint
density of the triplet (as Karatzas and Shreve have done for the Brownian motion in [29)]).

In the next two sections, we propose other - old and new - proofs of this result. We will first sketch in
Section the method of Etoré and Martinez (see [19]) as an example of proof based on the trajectorial
construction of the one-SBM via Brownian excursions. Then we provide in Section[I.3] two new alternative
proofs, both based on the identification of the infinitesimal generator of the (3)-SBM with drift 4 and the
resulting integral representation of the associated transition semigroup. These alternative proofs are our
starting point for the generalization in Chapter

1.2 An approach via the path decomposition of the SBM and its
local time

We now recall briefly the method proposed by Etoré and Martinez to prove Proposition (see Proposi-
tion 4.7 in |19]). Their proof consists of computing E,, [f(X})] for any continuous and bounded function f
and any fixed starting point € R and time ¢ > 0. Thanks to Girsanov theorem they reduce the problem
to compute the joint density of the SBM without drift starting from  and the Brownian motion. To do
this they consider the bijection

(I)xIRXRJ,_ — D,
(Y, 0) = (y,y —x — B0),

where D, := {(v,w) € R?> : v —x > w}. In particular the image through ®, of the pair of processes
(skew Brownian motion, its local time in 0) is the pair (skew Brownian motion, W; — ), where (W;);>0
is the Wiener process. Let us denote by v(dz,dl) the law on R x [0, +00) of the pair (skew Brownian
motion with initial condition z, its local time in 0) at time ¢. For z > 0, v is the sum of two components
v(dz,dl) = vy (dx, dl) + vo(dx)dg(dl). The first one vy (dz, df) is absolutely continuous with respect to the
Lebesgue measure dzdl and concentrated on R x (0, +00), and the second one vy (dx)do(dl) is concentrated
on R x {0}, and v5(dx) is absolutely continuous with respect to the Lebesgue measure dz (see Lemma 1 in
Zaitseva, [71]). Etoré and Martinez give explicitly the densities, relying on the definition of the one-SBM
as randomly flipped excursion of the reflected Brownian motion (see Proposition 4.5 in Section 4.2 of [19]).
They then define A, := {(v,w) € Ry x R: v =w+ z} and, using the bijection ®,, they compute the
joint density of the skew BM starting in  and Wy —x on D, \ A, = ®,(R x R%) and on A,. This
completes the proof in the case of x > 0 and S > 0. The other cases can be derived from this case.

1.3 An approach via the Laplace transform of the resolvent of
the infinitesimal generator

The goal of this section is to derive an integral representation of the semigroup (resp. transition density)
of the one-SBM as inverse Laplace transform of the resolvent (resp. Green’s function of the resolvent)
of the infinitesimal generator of the process. It will be the key point for the two different proofs of
Proposition [I.1.1] that we will present in Section and Section [I.3.5

1.3.1 About the infinitesimal generator

Let us recall that in the case of the (8)-SBM with one semipermeable barrier in z without drift, the
infinitesimal generator on L?(R, dx) is the operator (L, D(L)) given by (1.1.4). Naturally the infinitesimal
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generator on L?(R,dz), in the case of a non-vanishing drift s, is a slight modification of the operator
(1.1.4):

A= gy s (R(@)g) + pgh with k(z) = 3 (148 (21} 100) — 1))

D(A) :={y € H'(R,dz) : k¢ € H'(R,dz)}.

The proof that this is the infinitesimal generator in the classical sense can be found in Etoré’s PhD thesis
[18] (through an argument similar to Theorem 3.1 in [32]) and in Lejay and Martinez [36].
However A is not self-adjoint on L?(R, dx) because it is not even symmetric.

Inspired by the Green’s function method used by Gaveau Okada and Okada (see [24]) we provide an
infinitesimal generator which is self-adjoint and a similar representation of the transition density function
associated to the (8)-SBM with constant drift ; € R. Let us consider the following operator on the Banach
space L2(R, h(z)dz)

1 d d 1 1
L=———|h(z)— ith h = e2he [ 2 1 - =
2h(z) dz ( (x)dx> hs (x):=e (2 +5 ( l2+00) () 2)) ’ (1.3.1)
D(L) = {y € Hy(R, h(z)dz) : h(z)y'(z) € H' (R, h~ " (z)dz)},
where
Hl(R, v) = {u < HllocﬂR, dx) : HuHHl(Ry) = ||u||L2(RA’,,) + ||u’||L2(R’,,) < +OO} ,
and Hol (R, l/) = CéHl(R,l/) (Cgo) .
Notice that h(z) is positive but not bounded from above.
Let us first analyze this operator and its domain. The function v in the domain are in particular con-
tinuous functions such that they satisfy the transmission condition h 1 continuous (by Sobolev embedding

theorem). Let us explicit the transmission condition in this case: (1—8)¢/(27) = (1+ )¢’ (2T). Moreover
the operator coincides with %d% +p-kin R\ {z}.

Lemma 1.3.1. The operator (L, D(L)) defined by (1.3.1)) is self-adjoint in L*(R, h(x)dx) and its spectrum
o(L) is a closed subset of (—oo,0] containing 0.

Proof. First of all notice that the measure v(dz) := h(z)dz is not a finite measure, therefore it is not
normalizable into a probability measure. The bilinear form

q: HYR,h(z)dz) x H (R, h(z)dx) — R

1.3.2

(F.9) — df9) =S @y @h@dr,

is symmetric, semibounded and closed with domain Q(q) = Hg(R, h(z)dz) C L*(R, h(z)dz). Therefore
there exists a unique operator 17" with D(T) C Q(q) such that q(u,v) = —(u,Tv) 2R n(z)de) (see for

example Corollary 1.3.1 in [22], from the point of view of functional analysis this is a Riesz representation
theorem for Hilbert spaces). Moreover the operator T is self-adjoint.

Let us now prove the identity (2L, D(L)) = (T, D(T)).

Riesz representation theorem provides an implicit characterization of the domain of T as

D(T) = {zp € H'(R,h(z)dz) : Ig € L*(R, h(z)dz) (-, 9)r2@h@)de) = (%) 12(® n(a)dz) T q(-,w)}
= {w € H'(R, h(z)dz) : 3f € LR, h(@)dz) (- f) p2gzn(orin) = q(.,w)} .

We first prove that D(T") C D(L) and that 2L coincides with T' on D(T).

Take v € D(T). We want to show that the weak derivative (hv')’ exists in L?(R, h~!(z)dz). But by the
previous characterization of the domain, there exists f € L?(R, h(x)dx) such that q(-,v) = (-, f>L2(h(:1:)dx)
(indeed f = —Tw since q(-,v) = = (-, T0) r2(g p(s)dx))- Hence, for all u € C°(R)

/R h(@) ()0 (2)dz = /]R h(e)u(z) f(z)dz,
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and by the definition of weak derivative (hv')’ = —hf. This implies that (hv') € L?(R,h~!(x)dz) and
also that 2Lv = T, since f = —Tw.

Then one can prove that gq(u,v) = —(u,2Lv) 2(R p(x)az) for any u € H'(R, h(z)dz) and v € D(L), just
showing that the equality holds for u € C°(R) and passing to the limit for a sequence converging to u in
H' (R, h(z)dz). If one supposes D(L) # D(T), there would be a contradiction: we have shown that 2L
is an extension of T' such that D(L) C Q(q) and q(u,v) = — < u, Lv >12(R h(x)de), Put T is the unique
operator with these properties.

Since the operator is self-adjoint, it has spectrum (L) C R and one can easily check that the spectrum is
contained in (—oo0, 0] since for each u € D(L) (L, u) 12k h(z)dz) < O- O

Lemma 1.3.2. The operator (L,D(L)) defined on L*>(R, h(x)dx) by (1.3.1)) is the infinitesimal generator
of the (8)-SBM with drift p.

Proof. One possible (quick but indirect) way to identify L as the infinitesimal generator we are looking
for, is to apply results related to (more general) Dirichlet forms obtained by Ouknine, Russo and Trutnau
in [47]. The Hunt process whose semigroup is associated to the closed form (g, Q(q)) in is the
(8)-SBM with drift with semipermeable barrier in z. By uniqueness of the self-adjoint operator associated
to the form, we conclude that the operator (L, D(L)) is nothing but the infinitesimal generator of this
SBM.

We now sketch a direct proof based on showing the convergence, when ¢ vanishes, of %(Pt(b —¢) to Lo in
L?(R, h(x)dx) for ¢ € D(L). We denote by J the set of discontinuities of h. In our framework, J = {z}.
The space C°(R \ J) of smooth functions with compact support in R\ J is dense in L?*(R, h(z)dz) and
contained in D(L).

The It6-Tanaka formula applies to any function ¢ € C°(R\ J) and one gets:

P(x) — 0(x) = . [6(X,) ~ o(x)
—5, | [ 5D+ 000 X+ 5 [ L2000 (@)dal.

Using the occupation time formula and the fact that the SBM satisfies |€(, 1), one obtains

[ [ 3000 +6000) @Bt s+ a0+ 3 [ o (s

— [ [ @+ 00 an + s [/Ot;(W(X:)m’(X;))ds}
#5300+ 00 Lo ani) + 5 [ 60005
=E, [/¢> ) 1{x,2.1dBs +u/¢> )lix,zyds + 0+ /¢“ ]

=0+E, U 0" (Xs) + o' (X )]-

Hence

Notice that Lo(x) = 3¢ (z) + p¢'(z) for all z € R\ J. Let us now check the convergence of M
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in L?(R, h(x)dx):

lim
t—0

e[ / & (X.)ds + /Oths)ds]—L¢<x>)2h<x>da:

A
APg( [ /%%Xmm+u4%%&m4;w@)ﬁw@0 h(z)dz
/R By {}ig% /O (;W’(Xs) + u¢>’(Xs)> ds — %(b”(:c) - /ub'(x)r h(z)dz

J

0,

L () —uqs'(x)} h(x)da

1
By | 36 (X0) 16/ (X0) - ;

=

where we could exchange integrals and limit by dominated convergence, thanks to the compactness of the
support of ¢. O

Now, for any fixed initial condition = € R, the transition density (¢,y) — pr )(t x,y) of the (8)-SBM
with drift p, given in Proposition [I.1.1} solves the Fokker-Plank equation:

0 1 62 0
—p(t =~ ——p(t — p=—p(t t>0 R
5Pt y) 2ay2p( ) uayp( ,T,Y) >0, y e R\ {2},
p(0,2,y) = 8, (y) yeR (1.3.3)
19 (t,x,27) — (tgcz*')—12 (t,x,27) — pup(t,z,z7) teR
2ayp7a npL, T, _Qaypva npL, T, +>
(L+B)p(t,2,27) = (1= B)p(t,x,2") teRy,
1
The transmission conditions are obtained using the continuity of y — hT()p(t, x,y) and
Y

y = h(y)(h(y)p(t,z,y))', where h is given in (L.3.1)).

Remark 1.3.3. Since the SBM is a one-dimensional process, following Feller’s approach, one can charac-
terize it by its scale function s and its speed measure m. In the driftless case, u = 0, It6 and McKean did
it in [27]. In presence of a drift, we obtain the following explicit expressions for the scale function and the
speed measure of the (5)-SBM with constant drift 4 and barrier in z:

eQ;wﬁ -1

)= St

m(dx) = 2h(x)dx,

where h(z) is given by (1.3.1)).
The infinitesimal generator can also be written through s and m. Lejay, Lenotre and Pichot show in
Section 1.2 of [35] that the infinitesimal generator is given by

Af = D,y Dsf  where D(A) := {f € C,(R) : D,,Dsf € Cp(R)}, (1.3.4)

as soon as D, and Dg have a sense. Hence A is formally of the same shape than L, but associated to the
domain

D(A) = {f € G(R) : h(z")f(z") = h(z7)f(z7), feC*R\{2})}.
They provide the result for the skew diffusions which is a larger class of processes, containing the (38) —
SBM. 1t is composed by the Feller processes associated to the divergence form operator

Lu(z) := gV(a(x)Vu) + b(z)Vu(z)

for measurable real functions p, a and b such that a, p are have positive bounds from below and above and
|b] is bounded.
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1.3.2 Integral representation of the semigroup through Green’s function of
the resolvent

Any self-adjoint operator in a Banach space with spectrum which is bounded from above generates a
strongly continuous semigroup P; satisfying ||P;|| < e ! for some w € R, see Lumer and Phillips .
We apply this result to the operator (L, D(L)) defined on the Hilbert space L?(R,h(z)dz). As a con-
sequence, the assumptions of the Hille-Yosida theorem are satisfied. Therefore the differential operator
(L,D(L)) is closed, its domain is dense in L?(R, h(z)dz) and for any X\ € (w,+00) the resolvent operator
Ry := (A — L)~! has a norm bounded by % for some constant M > 0. From Hille-Yosida theorem one
also deduces that the resolvent exists more generally for any A € C such that Re(A) > w, and in this case
its norm admits a similar bound as above.

Now, under these conditions the associated semigroup is analytic and admits the below integral repre-
sentation (1.3.5). (All these results are available in [53], see Theorem 12.22 for Lumer-Phillips Theorem,
Theorem 12.17 for Hille-Yosida Theorem and Theorem 12.31 for the analyticity and the integral represen-
tation of the semigroup.)

The transition semigroup P; associated to the one-SBM with drift can be represented as follows:
for all bounded function ¢ € L*(R, h(z)dz),

Pip(z) = ! /FeM Rap(x) dA (1.3.5)

T 2mi

where T is a contour in the complex plane around the spectrum o (L) (see Figure and Ry
is the resolvent. Recall that for A ¢ o(L), Ry is equal to (A — L) L.
Therefore P; admits a transition density which satisfies

1 At
- : 1.3.
p(t, z,y) 57 /1“ e Gz, y; A) dA (1.3.6)

where G(z,y; A) is Green’s function of the resolvent, that is, for any fixed y € R and A € C\o (L),
x +— G(z,y; \) solves in D(L) the equation

A= L)G( y;A) = dy. (1.3.7)

Let us notice that, for fixed A, the solution x — G(z, y; A) belongs to D(L), in particular it is continuous,

vanishing at infinity, and its first derivative satisfies the transmission conditions: h(m)d—G(x,y; A) is
x

1
continuous. Moreover y mG(m,y; A) € D(L) or equivalently y — G(z,y; A) € D(L*) where L*g :=
Yy

hL (£) is the formal adjoint of L in L?(R, dx).

Lemma 1.3.4. For each A € C\ R_ Green’s function is given by

U+ (y7 A)U— (Iv A)l{wgy} + U+ (Iv A)U— (ya )‘)]]-{y<z}
h(zo)W(U-, Uy )(xo, A)

G(z,y; A) = —2h(y)
where the functions Uy € D(L) are respectively solution to:

T——00

(A=L)Ux(z,)) =0, ZEIEOO Up(z,A\)=0, lim U_(x,\) =0, (1.3.8)

while W(U_,Uy)(xo, \) = U_(x0, \)U (20, \) — U’ (20, \) U4 (20, \) is the Wronskian in xo € R.

Proof. One can easily prove that the function z — h(x)W (U_, U )(z, A) is constant, since its derivative
vanishes. The function x — G(x,y; A) belongs to D(L) because so do the functions U_ and U4 and is
a solution to . Since the latter equation admits a unique solution for any fixed y, A, the proof is
completed. O
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The remaining work is to obtain explicitly the functions Uy solutions to and it will be done in
the following section.

In [35] Lejay, Lendtre and Pichot show in a different way that the transition densities are the inverse
Laplace transform of the resolvent kernel for a wider class of Feller processes, the skew diffusions. In Section
1.3 they give a detailed description of the resolvent kernel, including the functions Uy, as the solution to
a Sturm-Liouville problem. Their proof is based on the identification of the infinitesimal generator of the
skew diffusions as the operator D,,D; (see (1.3.4])). We will give some more details on that in Section

1.3.3 Explicit computation of Green’s function in our framework

This section is devoted to Green’s function in the case of the (8)-SBM with one barrier in z, and in
particular to the computation of the functions Uy (x,\) solutions to (1.3.8)). Actually they are linear
combinations of

ug :Rx C\ [0,400) = R
(2,2) = us () = exp (—pz F v/u2 + 2z),

the two (continuous) eigenfunctions of the operator %j—;—t— u% associated to the eigenvalue A, and satisfying
us(0) = 1 (Sturm-Liouville problem). Notice that the functions u; and w_ vanish at +oo and —oo
respectively. One sets
U (2,)) = u_(x,\) x € (—00,2),
AN (2, 0) + BOus (8,0) @ € (2,400),
and
U, (2,)) = EMNu_(z,\) + F\)uy(x,\) z € (—o0,z2),
uy(x, A) x € (2, +00),
as in Figure [I.]]
o = ., Au_+ Buy o Fu_ + Fuy Uy .
z z

Figure 1.1: The functions U_ and U, .

The coefficients A, B, E, F are uniquely determined by the fact that UL belongs to the domain D(L);
therefore they have to be continuous in z and to satisfy the transmission condition (continuity of x
h(z) Ux(x,N)).

AN = 7 (1 " ﬁ) L BOY = (L= AV,

FO\) = il5 (1 i s/ifzi») LB = (1 - F(\)e 2V,
One compute the Wronskian at any point, exploiting the fact that « — h(x)W (U_, U, )(z, \) is constant,
and obtain

WU_,Up)(z,\) = =24/ 12 + 2X F(\) exp (—2ux).
This leads to the following result.
Lemma 1.3.5. Green’s function satisfy
U_(z ANy, ) Ur(zVy,A)
Bu+ 2\ + 12
eh(u=2) =22 tp2ly—a| [ 2 (1.3.9)

N > iy m A+ p2)e VAR (@y)
A+ 1% + Bun/2A 4+ i? \ =

G(z,y; ) = 2h(y)
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iR

a) b)
Figure 1.2:

a) Let u© = 0. The picture shows the (green) image of the (blue) contour I' under ¢ : A — v/2X. The
spectrum of the operator (L, D(L)) is contained in the (red) semi-axis (—oo, 0], which coincides with
the complement of the domain of ¢.

b) Let u € R. The picture shows the image of the contour I" under ¢ : A — /2X + p2. The line (—o0, 0]
2

contains the spectrum of the operator (L, D(L)) and the dashed line (—oo, —%-] is the complement of
the domain of ¢.

where

{c1<y,u;£>—ﬁu+£ ond {m(z,w:o

1.3.10
oy, 15 €) = BE (212 400)(y) — 1) — B, az(z,y) =y — 2| + |z — 2[ — |y — z|. ( )

Notice that as(x,y) > 0 for all z,y € R.
The dependence on A of Green’s function given by (1.3.9) is actually a dependence on ¢(\) where

6: €\ (~o0, 547 = {¢ € C 1 Re(¢) > 0}

A= O(A) == /22X + p2.

Let us consider the integral representation of the density (1.3.6); the contour integral I' contains (—oo, 0]
(see Figure [1.2]b), hence the change of variables £ := ¢()) is allowed and one has

1
PPt a,y) = %/F@MG(I,y;)\)d)\

(1.3.11)

2 1 2, e—¢lv—z|
:e"(y"”)’%t—,/ er!——— ¢j(y, p; §)e 8@V | de.
210 J () £+ Bu ]; !

In the next two sections, starting from the latter integral on the curve ¢(I'), we compute the transition
density of the (58)-SBM with drift 4 in two different ways.
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—Bu |

Figure 1.3:

. . 2
a) Case Bu > 0: The red segment (0, |u[] is the image under ¢ of (—%4-,0].

b) Case Su < 0: The curve ¢(I") is decomposed as the union of a green curve ¢’ that avoids the unique
pole —fu € (0, |u|] and the cycle v containing it.

1.3.4 First method: computing the residues

If Bu > 0 the integrand in is holomorphic as a function of £ on the region between the contour
¢(T") and the imaginary line. If Su < 0 the integrand has exactly one pole of order one in £ = —fu. We
then decompose the curve ¢(I') as the union of a curve ¢’ and -, where 7 is a loop around the pole and
¢ avoids the pole (see Figure .

Both ¢(I") and ¢’ can be deformed to the imaginary line (through H : [0,1] x R — R? given by H(t,u) =
U(1 —t) +tU’) as in Figure if the following Lemma is satisfied.

Lemma 1.3.6.
2

> ey, ps€)e ) | de =0,

j=1

2, eSly—=l
lim ezt ———
lul—=+00 /5y, £+ Bu

where py is the segment in Figure connecting the points U and U’.
Proof. First of all notice that the integral is equal to

1, ::/ e%t e—{\y—x| (1 + 02(y7M; 5) e—faz(x,y)) de.
v £+ Bu

Let ¢(u) := |UU’|, then notice that lim, o ¢(u) = 0. The segment py can be parametrized as py =
{U +w; we(0,¢(u))} and

£(w) (w2 —w?)
7] S/ em " 7 tewlyal (1 +
0

ca(y, p; w + fu)

e~ a(@) ) gy,
w+iu+ Bu
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1R iR

\ \

Figure 1.4:

a) The picture shows the contour ¢(I") which shrinks to the imaginary line (in blue). The segment
connects the unique point U’ € ¢(T") with imaginary part u to its projection U on the imaginary line.

b) The picture shows the contour ¢’ which shrinks to the imaginary line (in blue). The segment
connects the point U = iu to its unique projection U’ € ¢'.

For u large enough

2y, s w + iu)
w +iu+ Bu

2
=8| 21[z+00) y) — 1)_/”L) + u? <1
(w+ Bp)? +u? -

therefore

£(u) Lﬂ,?)t o—wly—z| —waz(z,y)
|[u| - . y— (1 +e 2(z,y ) dw,
0

that converges to zero if |u| goes to infinity. O
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The expression (|1.3.11]) can be written, for any value of Su € R, as follows

2.1 2 p—¢ly—=
pls«ﬁ) (tﬂxay) = eu(y_$)_%t7./ 652 te (ZCJ y"u/ é‘ _gaj(%y))dé'
¢’

27i &+ Bu
2 1 52 e —€ly—=z|
my—z)—trt = £aj(z,y)
+ 1 (B) e ol Kl (§ sy p€)e < e

(1.3.12)

2
— ok(y— x)f*ﬁt i _w? ; ) L —iw(a;(z,y)+|z—y|)
=e 2 ;QW/RB 2 zw—l—ﬂucﬂ(y’u’zw)e .

2 2;1.2
—Bu e (B1) (1+ B (212, o) () — 1)) €100~ 158 tePullymzltla=sl)
(*)
The last equality is obtained by shrinking f towards f r» changing variable § := iw and computing the
integral on the loop 7 in Figure [[.3]b through the method of residues.

We interpret the last equahty of equation (1.3.12) as the sum of (%) and two Fourier transforms computed
at the value (a;(z,y) + | — y|) of the two functions

et ,
Whr— ——C; JTw
Zw""ﬂﬂ/ ](yhu“? )

_Lt

e ifj=1

((2]1Z+C>o 1) (148 (2L goe)(y) — 1)) — )e_wTZt if j = 2.

By Fourier transform of f, we mean F(f)(w)(= f(w)) = \/%/ e_iwyf(y) dy.
™ JR

In both cases, these functions are integrable in w, so the transition density can now be written as

2

2
1 il w2, 1 .
) = oS 7 (e et i)) (o) + o o)

B2u?

B (14 8 (2L o0y (y) — 1)) et =513

Tt is straightforward to see that if 5 = 0 we get the simple Brownian motion with drift (without skew),
and if = 0 we get the (8)-SBM whose transition density is already known.
Therefore we now focus only on the case Su # 0.

Lemma 1.3.7. If a € R*, then

teBuly==ltl==D 1, (8y).

F (w — - ) (w) =iv2m (21g+(a) — 1) e* 1g- (aw).
w—1a
Proof. 1t is true since
1
w — 14

= 71 (V27 (21 (a) — 1) € T (aw)) (w)

7 (21g+(a) — 1) e 1g- (aw)) e duw.

=7

M)

Using F (e’szt) (w) = Le~% and Lemma|1.3.7, we get

_w?Coy, pii B ~4%
d ( W) @) = 7 (2L oo (v) — 1) 7%

(1 + 5 (2]1[Z,+OO) (y) — 1)) . (ew Bi g (Bpw) * e_%) (w).

1
- W'BM
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We compute the convolution as

(15 (Bpw) x5 ) (w)

— Vie St o | 1y (Bu) + (21 (Bp) — 1) 0° (w + BM)
N——

NG
(+%)

The term () arising from the convolution is actually the opposite to the term (x) in (|1.3.12)) arising from
the integration on the cycle v containing the pole. Therefore the transition density becomes

1 w2 (a1 (@) +]o—y))? (az(e.)+le—y)?
p;(f) (t,z,y) = 27Tte”(y_’”)_7t (e‘w + (21[z,+oo)(y) - 1) e‘zy;ty)

— (148 (2 100y () — 1)) B

 iy—)— 52, L% 4 fpu(an(a,) Ha—y]) e (“2@7?/)\2 o=yl ﬁu\ﬁ) _

Isolating the density of the Brownian motion with drift p without skew, we recognize the expected expres-
sion, that is,

_Uz—yD3—jz—y|?
2t

®) _ (e—zl+ly—2D?—|o—y|?
POt m,y) =pu(t,zy) (e + 8 (2L 400y (y) — 1) € =

— pult,m, ) V2rtBu (14 (21 4oo)(y) — 1) B)

. eﬁua’z(ﬂﬂ,y)eW@c (|CL‘ —zl+ly — 2] +Bﬂt> 7
Vit

which completes the proof of Proposition [[.1.1]

1.3.5 Second method: contour integral

The method we develop here differs from the previous in the tricky way to deal with the integral (|1.3.11)).
It has the advantage to prove Proposition [[.1.1] without distinguish between the different cases Su < 0,
Bp =0 or Bu > 0, and in particular without computing explicitly the residue.

The idea is based on the fact that the integrand of the contour integral given by is holomorphic
on the curves ¢(I") and a+ iR, where a > 0 is as in Figure a, and on the region between the two curves.
It is indeed clear that the integrand is holomorphic everywhere except at the pole on —8u. In addition it
is easy to show that the analogous to Lemma for the segment [iu, a 4 iu] holds, which implies that
the integral on py in Figure a is vanishing if |U| — oo as well.

Let us state the announced lemma, which actually implies Lemma [1.3.6

Lemma 1.3.8.
2

2, eSly—=l
lim / ezt — iy, p; €)e % @) | ge = 0

where py; is the segment connecting U = iu and a+ U.

j=1

Proof. Let us consider the integral

I, ::/ et eyl (1 . Q(%Pﬁf)esam,y)) i
P §+ Bu

and the following parametrization of the segment p;; = {U 4+ w; w € (0,a)}. Then

¢ w2-w?)
|T,] §/ e” 7 tewlyal (1+
0

ca(y, p;w + iu)
w~+tu+ Bu

e v “Z(w’y)> dw.
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For u large enough

2
02(y s w + iu) |ﬁ‘ 2]]-[z+oo) y) — )—/j,) + u? <1
w+iu + Bu (w+ Bu)? + u? -7
S0
w 2 2 u2
T, \ge*TteTt/ 2dw = 2ae T le” !
0
which vanishes if u tends to infinity. O

As shown in Figure a, the integral on the contour ¢(I") in (1.3.11]) shrinks to the integral on the
line a + ‘R and the transition density can be written as

2

u? 1 £2 e E‘y 1:|
(8) _ u(y—z) =t t —&aj(w,y)
. (txy) =e 2 / e’ E (Y, s §)e > dg,
c ) 210 Joyim €+ Bn -

where a;(z,y) and ¢;(y, u; &) are given by ([1.3.10)).
A priori the integral does not depend on the choice of a, as soon as the latter has been chosen bigger

than any pole, and (as a consequence of Lemma_ 1.3.8| for p};) one can choose to shrink the integral to any
line o/ 4+ iR as in Figure [L.5}b. In particular, if Sy > 0 there is no pole, hence one can choose directly

a =0, and obtain the case of Figure [I.3]a.

P (t, 2, y)

Let us do the following change of variable: £ := a 4+ iw. Then vff)(t, x,y) =
Pu (ta z, y)

is equal to

2
(jy—z|-at)? VT \/ _w;teiwatZe—iw(aj(w,y)-i-\l’—yDe—uaj(z,y)pj(w)dw’

j=1
iy, p; a +iw)
iw—+a+ fp

pi(w) =1, pa(w) = (2Lgy>zy — 1) B+ Bu (1 + (2Lgy>z) — 1) B)

where the ratio p;(w) := j=1,2, is given by

i
w—i(a+Bu)
We expect that the dependence on a cancels. Let us make the computations explicitly.

( )(t x, y) _1+62,(|y z|— at)Q —aaz(z,y) VY \[ / ——t —zw(az(z y)+lz—y|— ut) ( )dw

(ag(z,y)+|z—y|—at)?
2t

=1+ (2Ly>sy — 1) Be%('y’x'*aﬁe*““Q@y)e*

1 w? )
14 (21 -1 tezi(ly—zl—at)® —aas(zy) — 5t =
+ B0 (14 (2Lgy>2y — 1) B) Viez € e et Bh) @)
=14 (2Lgyssy — 1) Beily—elaz(@y)—z;ax(ay)’

+Bp (1 + (2022 — 1) B) \}% e _W(WF( - ) *F<wZ(th+ﬂu)) )

where
wi=as(z,y)+lzr—y|l—at=|zr—z|+|y— 2| — at. (1.3.13)

Thanks to Lemma the convolution of the Fourier transforms can be explicit as

) 7 _
]—'(wl—>e 2t)*]—'(w'—>wi(a+ﬁu)> (W)
_ _%e_iwz . (\/ﬁe(a-&-ﬁu)uz]l(ioo’o)(w)) ((I))

o @ @+ (a+ 8wt . (@+ (a+ Bt
=G (5 e Jar ()
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a+iR a +iR  a+iR
. R R
\‘ : :
\ pU |
r— ot 1o
AN o +U¢——oa+ 1
N |
|
\( 777777 N :
\ F-——==-7
AY
\ |
1 ! R
@ o ;
pole |u|! pole |
,' k------ -
’ |
7 |
Ve > fF-—=-=-=-= -
/ |
/’ !
/,L 77777777 ' :
e ) o —U¢——+
a1 :
/o) | |
1 1 |
1 1 |
a) b)

Figure 1.5:

a) The figure represents the vertical line a 4+ iR on the right of the curve ¢(I") and the segment p;; con-
necting the point U = a + u to its unique projection on ¢(I"). The segment (0, |4|] contains all possible

singularities (poles) with positive real part. It is the image under ¢ of (—"72, 0] (see Figure |1.2lb).

b) The segment p;, connects here the point a + U with its projection on a’ + iR. The real number o’ is
chosen smaller than a but larger than any pole.
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c _ 1 +o00 _u?
where ®°(w) = 5= [ ™= du.

One can then conclude
oP(ty) = 14 (s — 1) fetelala)—dosy?
— (14 (2 — 1) B) VI
(ly — x| — at)? = 2taag(z,y) — 0% + (@ + (a+ Bu)t)* \ .. (@ + (a+ Bu)t
- exp 9 (0] T .

Let @ as in ((1.3.13) and recall that as(z,y) = |z — 2| + |y — 2| — | — y|. To conclude the proof of
Proposition |1.1.1} one just needs to notice that @ + at + Sut = az(x,y) + | — y| + But does not depend

on a and neither the following sum.

(Jy — z|—at)? — 2taay(x,y) — &% + (@ + (a + Bu)t)?
=(ly — x| —at)’ — 2taax(z,y) + (a+ Bu)*t* + 2t(a + Bu)(az(z,y) + |z — y| — at)
= —ay(z,y) (az(z,y) + 2z — y|) + (But + az(z,y) + [z — y|)>.

1.4 About the case of piecewise constant drift

The purpose of this section is to identify the difficulties in finding the transition densities of the one-SBM
when the drift is not constant anymore.

Let us first consider the case of a piecewise constant drift.
The assertions at the beginning of Section[I.3]do not depend on the fact that the drift is constant. Thus, if
bis a two-valued drift (i.e b(x) := b_ 1(_ 2)(x)+by 1}, (7)), the infinitesimal generator of the (3)-SBM
with drift b is, as in (1.3.1)),

= 1 i i — 1 _ 2B(x)
L= Sh(z) da <h(:ﬂ)dx> where h(z) := 5 (1+ 821 100 — 1)) € ,

D(L)={v € Hy (R, h(z)dx) : h(z)y'(z) € H'(R, hil(x)d:ﬁ)} ,

where B(x) := / b(u) dwu is a primitive of b.
0

The integral representation of the transition density presented in (L.3.6]), Section holds in this case as
well. Actually it holds in the larger context of skew diffusions with discontinuous but piecewise regular
coefficients (their finite jumps should form a subset of R without accumulation points). In that case,
Green’s function can be computed, through a space transformation, from the one of a SBM with unitary
diffusion coefficient; see Lejay, Lenotre, and Pichot [35].

For a two valued drift b € {b_,b,} as above, they compute explicitly the transition density in two
special cases.

e The Bang-Bang SBM: by = —b_. The transition density has been first obtained by Fernholz,
Ichiba and Karatzas, see formulas (6.8),(6.9) and (6.10) in [21]. In [35], the authors recover this
result computing the resolvent kernel and its inverse Laplace transforms. Since the resolvent kernel

depends on A only through 4/2\ + b?._, one could also follow the procedure developed in Section|1.3.4

For the same reason, in the case § = 0, our method recovers the formula given by Karatzas an
Shreve (through a stochastic calculus approach, see Proposition 5.1 in [29)]).

1+ 5
1-p
trough two functions ¢4 (\) := {/2X\ + b%. The combination of these functions is non trivial, which
makes more difficult to transform the contour integral as we did in Section In [35], the authors

obtain an integral representation of the transition density. It may be that the integral involved there
leads to transcendental functions different from the cumulative distribution function of a Gaussian.

e The constant Péclet case: b_ = by ,|8] € (0,1). In this case the resolvent kernel depends on A
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If the drift b is not piecewise constant, in general it is difficult to compute Green’s function of the resol-
2
vent, i.e to find the regular eigenfunctions u+ of the operator %d%—m + b(x)% associated to the eigenvalue

A € C\ (—o00,0] and such that uy(0) = 1.

In conclusion: if b is piecewise constant one can compute Green’s function, but it can involve some
combination of terms which makes highly non trivial the computation of the inverse Laplace transform.
If b is not piecewise constant, even the computation of Green’s function is difficult.



Chapter 2

The multi-skew Brownian diffusions

Outline of the chapter: In this chapter we obtain an explicit representation of the transition density
of the skew Brownian motion with constant drift and two semipermeable barriers in terms of Gaussian
transition densities and of cumulative distribution functions (Theorem . We illustrate also a gen-
eralization of the rejection sampling method for sampling from densities which are expressed as a sum
of series (Proposition . In particular the latter method can be applied to obtain samples from the
two-skew Brownian motion. We devote then the last section (Section to some numerical simulations
for showing the performance of our sampling method. The main results in this chapter, together with the
method proposed in Section have been the object of the publication [16]. The latter paper includes a
version of Theorem which is only valid in some particular cases. The final version of the theorem, as
it appears in this document, has been given in [15].

2.1 The framework

There are many possible generalizations of the skew Brownian motion presented in the first chapter: one-
dimensional skew Brownian motion with more semipermeable barriers (Le Gall [32], Ouknine [46], Ramirez
[51]), d-dimensional skew BM with one permeable barrier, as it is called by Ouknine [46] (referring to
Portenko [49] and [50]), and distorted Brownian motion which is the Hunt process associated to a Dirichlet
form studied by Ouknine, Russo and Trutnau [47]. We devote this chapter to the extension of the skew
Brownian motion by considering several semipermeable barriers and we find an explicit expression of the
transition density following the method illustrated in Section [L.3

Let us denote by (51, B2, - - -, Bn)-SBM the skew Brownian motion with n semipermeable barriers of per-
meability coefficients respectively (51, 52, ..., On). For simplicity we denote it multi-SBM if the skewness
coefficients do not matter.

The existence of several barriers does not allow anymore a trajectorial interpretation as randomly
flipped excursions as for the (5)-SBM. Nevertheless one can define the process as the unique strong
solution to a slight modification of equation . The stochastic differential equation satisfied by the
(B1, P2, ., Bn)—SBM with drift © € R and starting at 2o € R is

dX; = dWi + pdt + S1dL (X)) + B2dL? (X) + ... + BpdLi™ (X)),
XOZZEOa 5((ﬂl7ﬁ27"'7ﬁn)7u)
LY = [{ 1x.=aydL?, j=1,2,...,n,

where the coefficients 5; € [—1,1] and barriers 21 < 23 < --- < z,. In the case u = 0, Ramirez [51]
constructed the solution process through a Brownian time change using the scale function and the speed
measure. A general proof of the existence and uniqueness of the solution, even in the case p # 0 is due to
Le Gall (31} [32].

If for some j € {1,...,n}, |5;| = 1 there is a complete reflection at the barrier z;: to the right if 8; = 1
(resp. to the left if §; = —1). Therefore, if the starting point xg is in (z;, +00) (resp. (—o0,z2;)), the

19
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process will almost surely do not reach the barriers z1,...,zj_1 (resp. zj41,...,2,). This kind of process
is called skew-reflected Brownian motion. Song, Wang and Wang consider in [56] the case of two barriers
(n = 2) without drift (x = 0): one reflecting and the other semipermeable.

Let us first notice that it is not possible to find the transition density of the two-SBM (i.e. n = 2)
by following the approach recalled in Section That’s because the latter approach is based on the
trajectorial interpretation (i.e. through excursions) of the one-SBM.

However one can find the transition densities using the method presented in Section[I.3] In particular the
infinitesimal generator of the multi-SBM with constant drift p is the self-adjoint operator (L, D(L)) on

L?(R? h(x)), generalizing the expression ([1.3.1]):

1 d d ) 2z
= hz) dr (h(x)dx> with h(z) = k(z)e*"*, (2.11)
D(L) = {1/} € HY(R, h(z)dz) : h(z)y'(z) € H'(R, h_l(ac)dac)}7
with .
= H% 1+ﬁ] 2]1 [25, +oo)( ) 1)) (2'1'2)

(unique up to a multiplicative constant). Moreover the transition density of the multi-SBM with or without
drift satisfies the contour integral representation (|1.3.6))

1 At
p( ,x,y) 9 ’L‘/l—‘e G(if,y, )

where G(x,y;\) is Green’s function of the resolvent (A — L)™' and I is a complex contour around the
spectrum o(L). Then, following the method presented in Section m one can compute Green’s function
of the resolvent, which satisfies Lemma [[.3.4]

Let us first focus on the transition density of the two-SBM. To the best of our knowledge, the transition
density of the real-valued two-SBM with constant drift was not yet given as a closed formula, not even for
the driftless version. In Section 5, Chapter II of [24], Gaveau, Okada and Okada have given a non explicit
formula for the transition density of the two-skew Brownian motion without drift. They just identify it
through a “kind of #-function”

1
o
Here we obtain in Proposition a closed formula for the transition density of the two-SBM without

drift, and with drift in Theorem as series of Gaussian transition densities and cumulative distribution
functions.

+oo
h(t,€,C, o) = / oW teint (14 Ce™™)" ' dw. (2.1.3)

2.2 The transition density of the two-skew Brownian motion

In this section we treat only the two-SBM without drift. Let us explicit the infinitesimal generator (2.1.1))
in this driftless case with two semipermeable barriers 21, 2o:

= 2ktx) % (k(x)di) ; D(L) = {y € H'(R,dz) : k(z)y'(z) € H'(R,dz)},

where the function k(z) assumes three different values:

k(z) = (; + B (ﬂ[zl,+oo)($) - ;)) (; + 52 (I[Z““)(x) - D)

(I=B)(1—p2) z <z, (2.2.1)
(1+51)1—=pB2) 21 <x< 2,
1+ 81+ B2) > 2.

Notice that it is a straightforward generalization of 1) We refer again to Etoré’s PhD thesis [18] and
Lejay and Martinez |36] for the proof that this is actually the infinitesimal generator in the classical sense.

A s
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2.2.1 Green’s function of the resolvent

In this section we compute explicitly Green’s function of the resolvent, whose generic form is given in
Lemma One has to find the eigenfunctions Uy of L associated to the eigenvalue )\, i.e. solution
to (|1.3.8). The two semi-permeable barriers z1, zo divide the real line into three intervals over which the

functions Uy are linear combinations of u_(z) = exp (\/ 2)\30), uy(x) = exp (—\/ 2)\1‘). The functions

uy are the fundamental solutions of the homogeneous problem (A — L)u = 0 (Sturm-Liouville): the
eigenfunctions of L for the eigenvalue A € C\ (—o0, 0] and vanish either at +00 or —oc.

u-  Au_+Buy  Cu_+Duy ~ Gu_+Huy  Fu_ +Fug uy

21 22 21 22

Figure 2.1: The functions U_ (on the left) and U, (on the right).

Therefore, as in Figure 2.1]

U_ x < 2y, GMNu— + HMNuy x <z,
U_=¢ ANu_ + BMNuy 2 <z < 29, U= EMNu + F(Nuy 21 <z <29, (2.2.2)
CNu— +DNuy x> 295 Ut x> 29,

with eight coefficients to be determined. Notice that since Uy € D(L), they
e are continuous functions and
e have to satisfy the so-called transmission conditions derived from the continuity of @ +— k(z)U’ (z, A).

These conditions determine the eight coefficients:

AN = (1+60)7

B(X) = A(N)Bre2Y2 =,

CN) = (Bifae™>YPX 20 4 1) (14 Br)(1+ B2) 7
D) = (B1e2VP% + 3e2V?%2 ) (14 B1) (1 + B2)
G() = = (Bae™2P3 4 ge2V250 ) (1= B1)(1 - B2))
H() = (Bufae>V 220 +1) (1= B)(1 - )7
E(X) = —F(\)Bze 2V,

FO) = (1— ).

The second step is to compute the Wronskian. Let k as in (2.2.1). Since for each A fixed z —
k(x)W(U_,Uy)(x,\) is constant, one can compute it choosing a favorite point.

x> WU, Up)(z, ) = —2V2XH(N).
This leads to the following lemma.

Lemma 2.2.1. Green’s function is given by

(y)e=?N a;i(@y)

4
1 . § i—1 G4

G “A) = —p(N) |[z—y| £=J
) =55 Bifae TP T

where (X)) 1= V2, z := 20 — z1 is the distance between the barriers, and
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ca(y) =1

C2(y) (2]1[21 +00) ( ) - 1) B1

es(y) = (psion (v) — 1) B2 (223)
c4(y) (1 21 zl,zz)( )) ﬂlBQa

ay(z,y) =

az(z,y) =y — =1 + |z — 21| — |y — 2 (2.2.4)
az(w,y) = [y — 22| + |y — 22| — |y — 2

aq(z,y) = 2 (22 — max(z,y, zl))Jr + 2 (min(z,y, z2) — zl)Jr .

Proof. We present the computations just in one case, since the other cases are similar. Let x < zl < 22 < Y.
Since there is no drift (4 = 0), h = k where k is the function given in (2.2.1)). From Lemma[1.3.4] Green’s
function has the following form

. — U+<y’)‘)U*(x’)‘) _ (yv ) (-T )\)
Gloyid) = =2h) —2V2XH(X) B 2k(y)_%\ﬁ( 1+ B1Bre=2V2A2)

1 Ak(y)e~ VA=)
V2N 1+ By Bre=2V2re

Noticing that a;(x,y) = 0 for j € {1,2,3,4} and that 2?21 ¢;(y) = 4k(y), one concludes the proof. [

Remark 2.2.2. Let us notice some useful facts
(i) The function ¢ is a well defined biholomorphism between C \ (—o0, 0] and {¢ € C; Re({) > 0}.
(ii) The function at the denominator A = 14 31 82¢=2¢(M)* has no zero in C \ (—o0, 0].

(ifi) a;(z,y) >0 for j € {1,2,3,4}.

2.2.2 The explicit representation of the transition density

Since the dependence on A of Green’s function is given only through ¢(A\) = V2, one can apply the change
of variable A — ¢(A\) =: £ to the contour integral representation in equation (|1.3.6):

/e“ﬁ’z'5 G(z,y;0(N)) do(N) :/ o G0
I

&(I")

where G(z,y; #()\)) := ¢(N)G(z,y; \) and G(z,y, A) is given in Lemma See Figure -a

2
Since the integrand e%tG(m,y;g) is holomorphic on the closed subset of the complex plane between iR
and ¢(T"), we deform (shrink) the contour ¢(T') to the imaginary line by an homotopy, see Figure b.
One still needs to check that the following lemma holds.

Lemma 2.2.3. Consider the function

o—Ele—vl Yoi ¢i(y)etu @)
Bifae 22 41 7

G(z,y,8) =

where the functions c; and a; are given respectively by (2.2.3) and (2.2.4), and z := 29 — 21.
Let u € R. Let be the unique point with imaginary part u in ¢(I') and be the segment connecting
with its projection [/ = iu on iR (see Figure[2.2b), then

lim 5t G, y: €) dE = 0.

u—Foo ou
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iR iR

o(1) \

s
J

Figure 2.2:

a) Let 4 = 0. The picture shows the (green) image of the (blue) contour I' under ¢ : A — v/2X. The
spectrum of the operator (L, D(L)) is contained in the (red) semi-axis (—oo, 0], which coincides with
the complement of the domain of ¢.

b) The picture shows the contour ¢(I') which shrinks to the imaginary line (in blue). The segment
connects the unique point U’ € ¢(I") with imaginary part u to its projection U on the imaginary line.

Proof. Let us show that the absolute value converges to zero.

€2

/pu 51 Gz yi€) d€‘</p

g2

o £(u) (w2 —u2) o
e G(x,y;f)‘ d£=/ e 7 |Gz, ysiu+w)| dw
0

with £(u) := |U — U’| (hence U’' = {(u) + U) and lim,—, £(u) = 0. Let us notice that

4 — .
_wlx_y‘ Zj:l IC‘7 (y)| e wa; (mvy)

|G’(.’L‘7 Y5t + w)’ <e |61626_2(iu+w)z 1

)

therefore

_ £(w) Z lcj(y)|e —wa;(z,y)
L _u? ﬁ _ 11+

Tt Gx,y; € d§‘<e 2t/ e'Tt gmwle—yl == dw
/p ! 0 1= |Bifa] e~ 2

that clearly converges to zero if |u| goes to infinity. O

Therefore the integral in (1.3.6) becomes (with & = iw)

—iw(aj(z,y)+|z—y|)
(B1.682) (4 g im0 d 22
p (t,2,y) = 27r/e B1Boe 2wz + 1 v 229

One can also rewrite it using the function h defined by equation (2.1.3)):

p(517ﬁ2) t,x y ZCJ ( (a](l‘ y) + |l' - yl) /Blﬁ%_zZ) )
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which is the integral representation given by Gaveau, Okada and Okada in [24].

Nevertheless, since |8182] < 1, we can explicit further the expression (2.2.5) and write it as a series of
Fourier transforms.

Proposition 2.2.4. The transition density of the (51, 82)-SBM admits the following expansion

PP (b, y) = p(t,,y)o PP (1 2, y)

o) 4

aj(z, )+2zk) aj(z,y)+22zk 226

with «U(ﬁh,BZ)(t,x’y) _ Z (—B12) Z > e lz—yl= = , ( )
k=0 j=1

where p(t,x,y) is the usual transition density function from x to y of the Brownian motion and the
functions ¢; and a; are given respectively by (2.2.3) and (2.2.4), and z := 25 — 2.

Proof. First let us do the case |8182| < 1. Let us consider the expression (2.2.5). The denominator can
be seen as the sum of a geometric series

1 oo

W = Z(_Blﬁge_QiWZ)k )

k=0

Therefore the density can be written as
L) (1 2 ) /Z By By e B el y|zc Jeiules (w9 +220) gy,

’LU2 . .
We can exchange integral and series, because the series of absolute values e‘Tt% is integrable.
We conclude that the transition density is a series of Fourier transforms:

(51,52) t T y Z 5152

ZM%
v (2

(y)/e—#te—iw(aj(w,y)—&-QzA~,+|gg_y‘)dw
R

oo 4
1
72 —B152) "Zc] Y)gi(aj(x,y) + 22k + |z —y|)
V2=

Jj=

00 4
1 j(@y)+2zk+ |z —y|
= S (=818 iy ( (2.2.7)
V2t P = Vi
where g;(w) 1= e~ E . g1(wy/t) and its Fourier transform satisfies §;(w) = %gt(%) = ﬁgh (%) . We
notice that g (a + b) = g1(a)g1(b)e~ % hence we can write the density as

\/%g\/i

- T,Y) +22k\ _la=vl g (2 .
v(ﬂ17ﬂ2)(t7x7y) = Z(_ﬁlﬁQ ZCJ ( y\)/i )e ot k).

p(’Bl”BQ)(t, x, y) _ 1 L (|:E - y|) ’U(ﬁl’ﬂQ)(t, x, y)

Using the identity p(¢, x,y) =

\/ﬁg ('I\;Ey‘) we conclude and obtain (2.2.6)).

Now let us do the remaining case |8182| = 1. Here we need to adopt a trick: instead of pushing the
contour integral on the imaginary axis, we push it on the line a + iR = {z | Re(z) = a} for some a > 0.
The same proof as in Lemma [2.2.3] shows that we are allowed to do so and we are reduced to compute the
integral (by substituting £ with a + éw in ((1.3.6)

S ¢yt )+l

- dw.
5152672az72zwz+1 w

p(Bl’ﬂ"’)(t,x,y) _ i / e(—sz-chH_g)t
2 Jr
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Since |31 foe™29*72W?| = ¢729% < | we can expand the denominator as a geometric series and obtain

4
p(BlnBZ) t,z,y) / Z (—B1pB2)" -2 +iwa+§)t€*(a+iwﬂw*y\ Z Cj(y)ef(aﬂw)(aj(w,y)ﬂZk‘)dw.
R k=0 7=1
2, J(BePtralle—ylta (=)
Since the sum of the series of the absolute values e~2% S (T=e=27e7)
exchange the integral and the series. After interpreting the sum of integrals as a sum of Fourier transforms,
one has

is integrable in w, one can

oo 4
1 24 a(as(z ol a; + 2zk + |z — y| + at
P8 () S B Y ey (y)eF el ekl g, ( J [~y ) ,
2t o — Vi
= j=1
After simplifying the latter sum becomes equal to (2.2.7)) which does not depend on a. O

2.2.3 Interpretation as an additive perturbation of the transition density of
the Brownian motion
One can notice that the transition density of the two-SBM is a multiplicative perturbation (by v(#1:2)) of

the transition density of the Brownian motion. Actually we can interpret it as an additive perturbation,
writing v(#1%2) as 1 + V(1.82) Indeed Green’s function can be rewritten as

1 Ei(y)etWai@y)
G(J," Y; )\) - “Le—d’()‘) |z—y| 1+ EJZI Cj (y)e .
B(A) B1Bre 20Nz 1 1

where ¢(X) := V2 and z := 29 — 21 is the distance between the barriers. For j = 2,3,4, a;(z,y) and ¢;(y)
are given by (2.2.4) and ([2.2.3]) respectively, and

a(y) == — (1 - 21[21722)@)) ca(y) = —B1 P2, ar(z,y) := 2z
Therefore, following the proof of Proposition one obtains the following new version of ([2.2.6):

p PP (t 2, y) = p(t, x, )PP (¢ 2, y),

[e'S) 4
(a (z, )+2zk) a;(z,y)+2zk 228
where v (1,2, y) = 1+ 3 (=fufa)t 3 g (e T ey IR (2.2.8)
k=0 j=1
In particular, in case x and y are both on the same unbounded side of the barriers, one gets that ¢, = —¢;

and a4 = a; = 2z, and each term of the infinite series is a sum of only two terms (j=2,3).

2.3 The transition density of the two-SBM with constant drift

In this section we provide the transition density for the (1, 82)-SBM with constant drift p, in terms of
Gaussians and the transcendental cumulative distribution function of Gaussians. To simplify the notations,
without loss of generality we assume that the barriers are located in 0 and z > 0.

Its inﬁnitesimal generator on L?(R, h(z)dx) is the self-adjoint operator given by where h(z) =

e k(z) with k(z) given by ([2.2.1).

2.3.1 Green’s function of the resolvent

Let us define four non negative functions

al(xay) - O
as(x,y) Ix—Z|+|y—Z|—|y—x|
as(z,y) =2 (» — max(z,y,0))" + 2min(z, y, 2)*.
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RN T Vi RN T Vi
Case 1) ——oy—}—$—oy7— Case 1) ——oy—)—oy—$7—
0 Z 0 z
x A xVy
Case iii) - ALY o] | -
0 z

Figure 2.3: The different values of a;,j = 1,2, 3,4, according to the relative positions of z,y and z:
Case i) Forall j =1,2,3,4,a; =0
Caseii) ay =az=0andag=as =2(z—zVy)

Case #i1) a3 = 0,a0 = 22 Vy,a3 =2(z —x Vy),as = 2z.

Let us also introduce polynomials of second order in £ setting

cj(y, 1€)== € cio(y) + E pea(y) + 12cia(y), 7 € {1,2,3,4},

where
cro(y) =1, c11(y) = B1+ Ba c12(y) = P12
c20(y) = (210 — 1) B c21(y) = =B~ cao(y) c22(y) = Preso(y) (2.3.2)
c3 o(y) (21gy>2y — 1) B2 Nesay) = —Be+caoly) ) es2y) =—Bacaoly)
ca0(y) = (1 =21, (y)) B2 ca1(y) =0 ca2(y) = —cao(y)

The polynomlals ¢j can be rewritten as

c1(y, 1) = (€ + Brp)(§ + Bop)

ey, 1:6) = (2Lgys0p — 1) (1€ = (2Lyysoy — 1) Sip

es(y, 15 €) = (21> — 1) (826 — (2Lgy52y — 1) Bop

ca(y, 1;€) = (1 — 2Ljo<y<zy) (B1B2E? — B1Bap?) .

Let a be a fixed real number and define
Cjo:=cjo, Cj1:=pcji+2ci0a, Cja:i=cjap®+cjipua+ cjoa, (2.3.3)
which are y-dependent.
Lemma 2.3.1. Green’s function is given by
2?21 iy, 13 f)eigaj(a:’y)

B1B2e7287(62 — pi2) + (§ + Brp) (€ + Bopr)’

where z is the distance between the barriers and € := \/2XA + p? € {¢ € C s.t. Re(¢) > 0} (A € (C\( 00,0]).
The functions a;j(z,y) are the mnon negative functions defined by (2.3.1)), and c;(y, ;&) = E%¢oly) +

Eucia(y) + pcj2(y) are given by (2.3.2).
Proof. The form of Green’s function is given by Lemma[I.3.4] hence one has to compute the functions Uy.
They are linear combinations of

u7($> — e—ﬂﬂf-‘rw/,u2+2/\967 (.’L‘) — e—ux_,/uz+2)\:c7

generalizing (2.2.2)). One finds Uy imposing the continuity of Uy and of hU/.. The latter condition yields
the transmission conditions

k(0T)UL(07) = k(0T)UL(O0T),  k(z7)UL(z") = k(z")UL(z"),
where k is given by (2.2.1). One computes then the Wronskian, using the fact that w — h(w)W(U_, U )(w, A)
is constant. [

Glz,y; &) = éeu(y*m)efﬁlwfy\

Ut
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2.3.2 Some preliminary lemmas

Before presenting our main result, let us develop some useful technical lemmas.

About Green’s function

Let z,y € R be fixed. We first study the singularities of Green’s function ¢ — G(z,y;€) for £ € C such
that the real part Re(£) is non negative. Since Green’s function is a ratio of holomorphic functions, it is
meromorphic and the singularities are poles.

Lemma 2.3.2 (Possible singularities of Green’s function). Let 51,82 € [—1,1], u € R and z > 0.
o [f220818op+ B1+ P2 # 0 then 0 is an erasable singularity for Green’s function. Moreover

— If Bipn > 0 and Bap > 0 or if B1B2 < 0 but 221 Bapu® + By + Bapt > 0, there are no poles.
— If 22B1Bop® + Bipu + Bap < 0, there is a pole of the first order.
— If B1p < 0, Bopn < 0 and 2 z B Bapt® + Brpp + Bapr > 0, there are two poles of the first order.

o [f2201Bou+P1+ 082 =0, then 0 is either erasable singularity (for example in Case i) of Figure or
a pole of order 1 and it may be a pole of order two for a special choice of the parameters z, u, 81, Ba.
And there is a positive pole of the first order only if By < 0, Bop < 0.

Proof. Let us consider the denominator of Green’s function, which is

D(§) = B1B2(&? — 1*)e %% 4 (€ + Buip) (€ + Bop)

and let us study its zeros on {¢ € C s.t. Re(¢) > 0}.

Clearly D(0) = 0, the others zeros of £ — D(&) can only be on RY, actually on the interval (0, [x]. Indeed
fix the u := Sm(§) € R* and consider the function on R* w ~— D(w + iu). One can check that the real
part and the imaginary part of this function do not have the same zeros. This proves that the zeros of
D have to be real (i.e. u = 0). Therefore we can identify the location and the number of the solutions
€ € (0, |p|) of the equation e~2%¢ = W on (0, |u|) through a simple study of variations of a real
function. In particular one sees that the zeros cannot be greater than |u| and localize the zeros in [0, p].
If the curves are tangent in 0 one gets the condition 22318212 + Bipt + Bapt = 0. The order of the poles
can be verified directly.

Moreover, comparing case by case the denominator with a convenient function, we show that if £ is a non
negative zero of the function £ — D(§), then

€ < max (0, =281, —2Pap). (2.3.4)
O

The following lemma implies that the integral over in Figure b (resp. over in Figure a.)
vanishes if U — oo.

Lemma 2.3.3. Let a > 0, and assume |3132| < 1. Then the integral of the function
POHRCTONTS e
B1B2e=27(€2 — p2) + (€ + Bip) (€ + Bap)

on the segment py = [iu; a + iu] vanishes if |u| — co.

¢2
£ — eTte_glw_y‘

Proof. One should prove that lim|,|_; o [, = 0 where

Yooy ¢ (Y s w + iu)em (Wi @)
BrBae™ 2wz ((w + du)? — pi?) + (iu +w + i) (iu + w + Bap)

b (wtiu)? .
Iu = / e 2 te—(w+zu)\;c—y| dw.
0
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First

dw.

w2 . .
|I | < e—%uQ /a eATt E?:l ‘C] (y’ 'u’ w _|_ Zu)|€_w(|x_y‘+a] (z,y))
T o |BiBae” 2wtz ((w +iu)? — p?) + (iu+w + Bup) (iv + w + Papa)
Let us consider separately the numerator and the denominator appearing in the integrand. It is straight-

h
forward to prove that the numerator is smaller than K, Z?Zl 2121:0 |21 (a2 +u2) ?, where K, is a
positive constant.
If | 8152 < 1, the denominator is greater or equal than

V(W2 + (w+ Bip)?) (W2 + (w + Bap)?) — |B1 Bl (u® + w? + 1) > (1 — |B1Ba|)u? — [B1 2] + a),

which does not depend on w and is positive for u large enough. Therefore, since

a2
ws g _ ] 1,42
/ e 2 te w(lx y‘+ay,k(x7y))dw S aezu ,
0

one has .
2

lim |I,| < aez® lim e 3% K, Z?:l Zi:o Il (a2 + u2) B

|u|—oco ul = |u|—o00 (1 — [B1B2])u? — |B1 B2 (12 + a2)
If [81 82| = 1, then one considers separately the cases 8152 = —1 and $182 = 1 and the proof is similar.
If $12 = —1 the denominator ((w + iu)® — ?) (1 —e~27(*+*)) has absolute value bigger than 2|up|. If

B1B2 = 1 instead, the denominator is (£ + p) ((€ + p) + e~ 22 ((uFw)(¢ — 1)) and its absolute value is, at
least for large u, bigger than \/p? + u? (Ju| (1 —e™27%) — 2|u|). O

Useful Fourier transforms and integrals

Let us define
g : RxR — [0,400)

2.3.5
@.0) = glw,a) = o)), (2:85)
and, for ay,as € R such that a; # ag and k € N|
V2m u (2k — n)! " n n
fror1(w,a1,a2) == (@ a0y IR .T;J (= n)!(al —a2)"w" [g(w,az) — (—1)"g(w, a1)] . (2.3.6)
Lemma 2.3.4 (Partial fractional decomposition). Let a,b € R*, a #b and k € N, then
1
(w _ ia)k'H (w _ ib)k-&-l
k . i i
1 2k — j 7 . 7
== ) - —— = .s a1 _]. ji .
PN e Co) (- v )
Proof. The function f(z) = (w—z‘a)k+11(w—z'b)k+1 is a rational function with two poles x1 = ia,xy = ib of

order k 4+ 1. We follow a standard method for computing the decomposition: there exist coefficients «; ;

such that the function can be written as f(z) = Z?:l Z;cill (xii;: 7

of the function g; j(z) = (x — x;)77! f(x), we computed them explicitly. O

Since the oy ; are the residues in z;

Lemma 2.3.5. If a >0 and k € N, then

F <w = 1) (w) =i*"Var (_ﬁ)k 9(w,a),

(w —ia)*+1 k!
where g(w, a) is defined in (2.3.5). More generally if a € R* and k € N then
! (-0)*
Flww— (w—ia)Ft (w) = FTV21 (2100 0y(a) — 1) S e 1e (aw).
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Proof. If k = 0 it coincides with Lemma , otherwise the function m € LY(R,dx) N L*(R, dx)

and one computes its Fourier transform at the point w through the method of residues. O

Lemmas and imply that the function fi(w,a1,as) defined by (2.3.6), for any w € R and
a1 > 0,a2 > 0, is equal to

fr(w,a1,a2) = F (w — , - - > (w).

(w —ia1)k(w — iag)*
Let us give the last useful lemma.
Lemma 2.3.6. Let ¢ € N. The function
I,(resp. fq) R —

+w ‘LL2
wo o / (resp. —/ uqe_2du>
w

satisfies
Iy(w) = V21P(w) = V2rP°(—w) (resp. —/27P%(w)) ¢=0,
IL(w) = —e - qg=1,
Iy(w) = To(w)(q = D+ Ty (w) 2 w7 Gl 22 even,
I,(w) = I (w) ¥, w1224 s 423 odd,

(45 —k)!
where 2n+ 1)!l=(2n+1)-(2n—-1)-...-3-1, n e N.
Proof. Straightforward for ¢ = 0,q = 1, and for ¢ > 2 one can use the integration by parts for the integral

que’wTde =—/ wq*I% (e’wT dw and obtain the recursive formula
Iy(w) = wi™ ' I (w) + (g — 2)1;—2(w)

that yields the conclusion. O

2.3.3 The main result

Let us now define some functions which will be used in our main result. For any K, m,n € N, w > 0, and
a,7eR:

L5
7 (=1)f 1
= (-DE(K ! ( _ 2.3.
gK,mJl(waavT) ( ) ( +m) ; oL f'(K#*mef)'SKJFm 2(,n(waa77—) ( 37)
where
Spn(w,a,7) Z Z ( >< > (w+71)"~ /(a+T)L_L/jn/+L/(OJ,T)7

=0 L'=
and 1,2 1 2

Ty(w,7) == e 2% 2@ (w4 7), (2.3.8)

where 1, is defined in Lemma [2.3.6] The latter function satisfies the recursive relationship
Ta(w,7) = (¢ = 1)Tg—2(w,7) + (=1)7 H(w + 1) T (w, 7),

hence, following Lemma [2.3.6]

VEre B a0 1 1) a=0,
—6*%“’2 q=1,
TolorT) = o, ) g = D = Fiw,7) DL w0+ )T D > 2 even,
q—1 q—1
Ji(w,7) EopZ o (w + r)a-1-20gk_Cgl ¢>3odd,

(45 —k)!
where 2n+ D' =2n+1)-2n—-1)-...-3-1,neN.
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Theorem 2.3.7. Let 1,52 € [-1,1], p € R and a > max (0, =281, —2P2u). The transition
density of the (1, B2)-SBM with constant drift i1 and barriers in 0 and z > 0 decomposes as

PPt @, y) = pu(t,z, y)o P (2, y) (2.3.9)
where the function v,(fal’m), which does not depend on a, admits the following series representa-
tion

0o 4
Uﬁﬁlvﬂ?)(t,x7y) = Z(_ﬁlﬁz)k ZFj,k(Wj,k7a)7 (2.3.10)
k=0 j=1
where
Ckla .
(_1)k+1(2]i7i_(1))|gk+h—s,m,2k+l(wj,ka avt, Biuv't), if Biw = Bap;
Fj k(wj k Cl) = k .
’ o 2k —n Q:j k(a) .
: Froth— Wik, a), i ;
nZ:% < k )n'(ﬁlﬂ\/i— 52;1\/1?)2’”1*” k+h s,m,n( 7.k ) fﬁlﬂ 7& /82:u
(2.3.11)
. 22k _
win(ay) i= LD \/Zg Tl 1034, keN, (2.3.12)

22: Cja-n(y) (k - m) (Z) (—2aVt)F 770 (u? — a?)* t°

S

k
¢ k(a) = eio Z
with Cj n(y) gven in (2.3.3), a;(x,y) in (2.3.1) and the function G . given by (2.3.7).

The function Fr m.n is defined by

yK,m,n(wa a) = gK,m,n(wv Cl\/%, ﬂQM\/i) - (_1)ngK,m,n(wa Cl\/?;, ﬁl:u\/i)

Let us notice that F} i (w; x, a) is actually a function depending on (¢, x,y). This is the case of w; x(z,y)
and €; ,(a) as well. The latter functions should be written w; x (¢, 2, y) and €; x(¢, x,y, a) respectively.

We now present a proof of Theorem which is quite technical and divided in several steps. Nev-
ertheless, some ideas are derived from the proof of Proposition m (recognize a geometric sum) and
from the proof of Proposition [1.1.1] presented in Section [L.3.5] (there is no need to compute the possible
residues).

Proof of Theorem[2.3.7. In Section [2.1] we have seen that the transition density of the (81, 82)-SBM with
constant drift p admits the contour integral representation (1.3.6]), i.e.
1
B1,8 — At .
P ta) = 5 [ NGl AN

where T' is a contour of (—o00,0] and G(z,y; A) is Green’s function of the resolvent. Let us consider the
explicit expression of Green’s function, given by Lemma [2:3.1] We have already noticed that it dnds
2.4

on A though the function ¢(\) = y/2\ + p? which is defined on A € C\ (—o0, —%] (see Figure a).

Therefore a change of variable is possible, and one obtains the following expression for v,(fl’ﬁz)(u x,y):
4 —tai(x
pﬁ’fﬁl’ﬁ2)(t7$7y) — \/E 6% / e%,ﬁ@_g‘x_yl Zj:]. C](y7,u7§)e E J( 7y) df (2313)
pult, @, y) 2mi H(T) P1B2e~2%(62 — p2) + (£ + Bip) (€ + Bap)

Let us assume for the moment that the integrand has no poles on the region between the imaginary
line and the contour ¢(I') (i.e. it does not have poles in [0, u?], see Lemma [2.3.2)) and that the integrand
is also holomorphic on the entire imaginary line. Being in the case of Figure [I.3]a, let py as in the figure,
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Figure 2.4:

a) Let p € R. The picture shows the image of the contour T under ¢ : A — /2X + p2. The line (—o0, 0]
2

contains the spectrum of the operator (L, D(L)) and the dashed line (—oo, —4-] is the complement of
the domain of ¢.

b) The figure represents the vertical line a+ iR on the right of the curve ¢(I') and the segment
connecting the point U = a 4 iu to its unique projection on ¢(I"). The segment (0, |x|] contains all

possible singularities (poles) with positive real part. It is the image under ¢ of (—%4-,0].

since the integral on this segment vanishes if U goes to infinity (see Lemma [2.3.3), one can deform the
contour ¢(I') to the imaginary line, obtaining the transition density as

‘% . . —iwaj (x,y) ,—iw|z—y|
0251’52)(t7$,y) = e_(z;tyﬂ +u(y—) Vi e—“’TQt ijzl c](2y7u,22w)e ! . € .
V27 Jr B1Bze=2wz (w2 4 p?) 4+ (w — if1p)(w — iB2p1)

On one hand one recognizes that this is a Fourier transform (of a complicated function), on the other hand
one wants to shrink to a contour that allows the computations even if there are some poles (i.e. for any
possible choice of the parameters 51, 82, 1 as in the hypotheses). As we have seen in Lemma the
possible singularities with positive real part could only be located in [0, ||| (which is the image through
¢ of [—u?/2,0], see Figure b) and have to be smaller than max (0, =281y, —2824).

Let us fix a non negative real number a as in Figure 2:4b. In particular it is bigger than any pole of
the integrand, because the poles are smaller than the minimum between || and max (0, =28, —2524)
(see inequality (2-3.4))).

One can deform the contour ¢(I') to the line a + iR because the integrand is holomorphic on the region
between the two curves, continuous on the curves and on the segment where the integral is vanishing
if |U| — oo (by Lemma [2.3.3)).

dw.

Noticing that wj o = %W, one has
4 . . —€a;(z,y)
v(ﬁl,ﬁz)(t, x, y) _ ﬁ e%w?,ﬂ / 6%t67§\z*y| ZJZl Cj (y, 22 6)6 j gt
. V2mi atiR B102e7282 (62 — p?) 4 (& + Brp) (€ + Bap)

aj(z,y)+lz—yl|

n=evi 1 “io / 2 St yime T
avitiR  Pifoe” 2TV (2 — p2t) + (1 + LoD (1 + Bap/t

)dn.



32 CHAPTER 2. THE MULTI-SKEW BROWNIAN DIFFUSIONS

Setting n = iw + ay/t one gets

(iw+;ﬁ)2 7(iw+aﬁ)7aj(z,y\)/-%—\m—y|

1,2
e2%1,0¢ ;%:1 cj (pVE, vy iw + av/t)e

vLﬂ1,ﬁ2)(t,$7y) = \/%/ o (wtavi) 2
TR B1fae VE((iw + avt)? — p2t) + ((iw + avt) + B1pvE) ((iw + avt) + BapuV't)

dw.

Taking a = 0 one obtains the same integral that one would obtain in the case without poles.
For simplicity (but without loss of generality) we continue the computation supposing ¢ = 1. Let us
define the non negative constants
ai = a+ Bip, i=1,2.

dw.

_w? 4 2 —h/: —q co— —aw.
L1 gra) / e T Y1 Yoo (—Cia-n(y)p " (iw + a)) em om0
V27 R (w —day)(w — ias) (1 + e—i22we—2za Blﬂz(w“’—azwz—?iwu))

(wfia] )(’u)*i[lz)

o (1) =

(2.3.14)
Since we assume a > 0,a > —281 4, a > —208o4, it is easy to prove that
2 _ 2 2 :
o w* — a® + p° — 2iwa
—€ 2”5152( B ) 1.
(w—iay)(w — iaz)
Therefore one factor of the integrand is a geometric series:
! = i (—e—i2zwe—2za 5162(1”2 —a+ M2 — 27’wa)>
—12z —2B3(2732+272'u)_ — 1 — 0 ’
1+ e-izewe2:a P12 (R by -2 —~ (w —iaq)(w —ias)
Hence, exchanging integral and series one obtains the series of Fourier transforms
o0
ol (1,2, y) = D (=B1B)" Y Fyr(wjsa),
k=0 j=1
10,2 42 w? , —(w? — a2 + p? — 2iwa)*
Fip(wig, a) = ez@iote)e—awin F (4 s e~ ¢ (y, psiw + a Wik —a),
],k( j,k ) j(y K ) (w—ial)’““(w—iag)k“ ( J,k )
(2.3.15)

where w1, is given by . We could exchange the integral and the series since there exists a bound
for the absolute value of the k — th term of the series, such that the series of these bounds converges (see
Proposition for an explicit bound).

The Fourier transform in F} j, can be rewritten as the following convolution of Fourier transforms

2
1 2 1
— Fle 7 cjon( " iw + a)" | (w? — a® + p? — 2iwa)* | x F .
/27 2k ( (hz_o J [(w—iay)(w— z'az)]kJrl
(1) (2)

(2.3.16)
Let us first study the term (2). This Fourier transform is computed using Lemma if B = Bop,
otherwise using jointly Lemma and Lemma we obtain the function fri1(w,a1,as) given by
23.6).
Let us now consider the term (1) in (2.3.16)). One uses the properties of the iterated derivatives of Gaussian
densities, and the functions ¢ given by ([2.3.7).

2 2
The coefficients defined in ([2.3.3|) are such that chyg,h(y)uth(iw +a)t = ZCjﬁg,h(y)ihwh, hence
h=0 h=0

the first term of the Fourier transform becomes

2
F <eﬂ§ (Z Cj,g_h(y)ihwh> (w? — a® + p? — 2iwa)k> .
h=0
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Developing the power of binomials one obtains

S G Y (2) b () e <y et (o ke,

h=0 m=0 s=0

d" w?
e~ 2 and concludes that
wn

Finally one computes the Fourier transforms F (e_Tw") (w) ="

2
1 w2
F (e‘? <Z C»,Q_h(y)ihwh> (w? —a® + p? — 2iwa)k>
h=0

ﬁ
k k—m 9
k k—m s (i — a?)?  gkrmthes
— —9 k—m—s\F — % ) C. o 1 fthos AT .
Define now

dK+m w2
I mn(w,a, Bip) == er% e (1)K (d Kom€ 2 * w"g(w,aﬁ) (w—a) i=1,2.
w m

One has to show that this function coincides with the expression given in ([2.3.7).

Let (H,(w)),, be the Hermite polynomials, then

ar w2 _w?
Tt =(-1)"e" 2 Hy(w).

Hence
2 ,w2
Sicmn (0,0, Bip) = 3 e (1) (w"g(w, @) * Hicrm (w)e ™ ) (w —a)

—(w+Bin)
= (1)t A B / '

— 00

w2
(w+w+ pip)"e” T Hypm(—a; — w)dw.

One then uses the explicit expression of the Hermite polynomials

11
Hy(w)=n!y (-1)f=—" "%,
(w) =n Z R T Ta e

o

Replacing the polynomials inside the integral and defining

—(w+Bin) w2
Spn(w,a, Bi) = e~ 37 3t B’ / (w+w + Bu)"e ™% (i + w)dw,

— 00

one recovers the expression in (2.3.7).
The final step consists in checking the formula giving the function St ,. Let us expand the n — th power

with the help of the binomial formula,

—30% 3 (wtBip)? - (n) (L e gy [T n' 4L —w?
Spn(w,a, fip) = €72 ez WHAWT N =N o )\ J @t B e w" T e 2 dw.

n’=0 L'=0 B

Recognizing the function J,(w, fin) given by (2.3.8)) one concludes. O
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Figure 2.5:

a) The segment ), connects here the point a + U with its projection on a’ + ¢{R. The real number a’ is
chosen smaller than a but larger than any pole.

b) The figure represents the imaginary line (in green), the line a + iR on the right of any pole and the
rectangular cycle (in red dashed) around a pole situated in (0, |u|]. The segment p/, connects here the
point a + U with U = u.
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2.3.4 Degenerate cases and special cases

In this section we give some comments on the main result, Theorem [2.3.7]

e In , we have provided the transition density assuming both 8;u and Bau to be positive, because
in this simpler case there is no residue to compute (see Section . Later in [15], we have proved
the complete formula presented in this document, following the approach in Section which
does not require an explicit knowledge of the singularities of Green’s function. Indeed, if there is no
singularity located on the interval [0, |u|], the two approaches coincides: one can choose a = 0 and
shrink the contour ¢(T") to the imaginary line (see Figure b).

e If there are poles in [0, |u|] (see Lemma for a summary of the possible cases), the situation is
much more delicate. In Figure b we illustrate the link of the “a-method” (Section with the
“residues-method” used in Section [.3.4]

If 223182 + B1 + B2 # 0, thanks to Lemma one can easily show that [ .. = [;; + residues.
However, the computation of the residue is usually not trivial at all, but one can give an explicit series
expression making the difference of the explicit series expressions coming from the integrals on the
curves a’ + iR and iR. The integral on the imaginary line gives formula with a := 0 and the

function (w, ) — Jo(w, 7) in (2.3.8) redefined as Jo(w, 7) := v/2me 2% ¢2 (@ +7) (®°(w+7) — Lir<oy)
(see Lemma [2.3.6)).

e The transition density is independent from a once a is larger than any pole of the integrand in
(2.3.13) (the inequality give a lower bound for a). The left hand side of does not
depend on a, even if each term of the series does depend on it. One can then choose to
integrate on a particular vertical line a’ + iR, as in Figure a. A choice that simplifies some terms
is a=|pl.

e The transition density of the two-SBM with constant drift can be seen as an additive perturbation
of the transition density of the Brownian motion with the same constant drift. This means that the
analogous of equation holds. To prove it we consider Green’s function given in Lemma m
and we write it as

4 = . —&aj(z,y)
o) — Louy—a) —€la—yl > i1 Gy, g E)e
G(x,y,f) €€ e 1+ﬂ1ﬁ2€_252(§2_u2)+(§+ﬁlu)(§+ﬁ2ﬂ) )

where z is the distance between the barriers and £ := y/2A\+ p? € {¢ € C s.t. Re(¢) > 0} since
A € C\ (—00,0]. For j = 2,3,4, the functions a;(z,y) are the non negative functions a;(x,y)

defined by (2.3.1)), and ¢;(y, ;&) = £2¢;.0(y) + &uc;a(y) + p2¢;2(y) are the polynomials ci(y, ;&) =
&%¢j0(y) + Epcia(y) + pcj2(y) with coefficients ¢; 5 given by (2.3.2)). Moreover

a(r,y) =22 (Y, m€) == (1= 211, 2 (1)) caly, p5€) = —f1B2(€” — pi?)
and the latter is equal to £2¢1 o(y) + &uc1 (y) + p2c12(y), with @1, (y) = — (1 = 21, 20)(v) can(y)

for h=0,1,2.
Equation (2.3.10)) is then equal to

0o 4
U;(LﬁhBQ)(tv x, y) =1 + Z(_6162)k Z Fj,k(wj,kv a)7
k=0 j=1

where Fj i is defined by (2-3.11)) with the functions C; j, given by (2.3.3) replaced by their analogous
with ¢; ,, instead of ¢; 5, (h =0,1,2).

For particular choices of the parameters and shrinking the two barriers, formulas (2.3.10) and (2.3.11))
reduce to simpler cases.
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e For B3 = 0, the correspondent barrier z9 is completely permeable, so it is like if it disappears, and
one obtains, as expected, the transition density of the §;-SBM with drift x. (The analogous holds if
B1=0.)

One can notice that expression ([2.3.10) is not a series anymore since (3132)" is a factor of the k —th
term. Moreover only Fjo(w;,0) for j € {1,2} do not vanish.

e For 1 = 0 one recovers the formula ([2.2.6]) of the two-SBM without drift.

e If z — +00 one expects to obtain the density of the 8;-SBM with drift. In fact, if the second barrier

is really far from the starting point of the process, at every finite time the trajectory has no way to
see the latter barrier and is effected only by the reflection coefficient ;.
More precisely: First notice that, since z — +oo, the functions az(z,y), as(z,y) go to +o0o which
implies wj ; — oo as soon as k # 0 or j # {1,2}. Consider the expression for Fj;: in (2.3.16), it
is a Fourier transform of a L?(R, dx)-function, hence it is in L?(R, dz). It admits a limit at infinity
(implied by Proposition and a fortiori the limit is zero. Therefore the unique non vanishing
terms are again given by 7 = 1,2 and k = 0.

e If z — 0 one obtain the transition density of a one-SBM with drift u. The skewness coefficient is
given by 1ﬂ+1g1ﬁ,822 (see Proposition for a proof).
To check that the transition density we propose fulfills this property, one notices that the limits of
the functions in ([2.3.1) satisfy ay(z,y) = as(z,y) = 0 and az(z,y) = as(x,y) = |z| + |y| — |z — y|
and the lirzit of wj, given by (2.3.12)), is actually independent from k and is w; = M\/W,
j=1,234.

o If |8162] = 1 the most interesting case is of course the reflected Brownian motion with constant
drift, i.e. 81 = 1,82 = —1. The transition density in that case has been computed by Svensson [59],
Veestraeten [63] and Linetzky [41] with different techniques. Notice that formula (11) in [63] is an
infinite sum of Gaussian densities as ours.

2.4 Towards the transition density of the multi-skew Brownian
diffusions

In this section we discuss the possibilities to find the transition density of the multi-SBM using the
techniques developed above. In the drifted case, we continue the reasoning given in Section[I.4] Moreover,
we give a convergence result when n barriers shrinks to a unique barrier.

The multi-skew Brownian motion without drift

The representation of the density as contour integral of Green’s function holds and one can compute
Green’s function of the resolvent, given by Lemma starting from the functions uy (z) = eFV2Ae 44

in Figure

u— Fiu_ + Fruy Fyu_ + Fuy Fru_+ Ffuy
-- % % ——--- % -

Giu_ +Giuy “t Gyu_ +Giuy 2 Gyu_ +Giuy

Ut

Figure 2.6: The functions U_ and Us.

The change of variable £ := v/2\ is still possible and one reduces to integrate on the curve ¢(I') as in

Figure 2.2]a.
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The key point to shrink the integral is the nature of the denominator of Green’s function, i.e the nu-
merator of the Wronskian. Actually the denominator is the numerator of the constant function w —
k(x)W(U_,Uy)(w,\), i.e. the numerator of G in Figure

Let us consider the easiest example not yet considered: the three-SBM (n = 3). In this case the
denominator of Green’s function is

1+ 1 Bae26(2721) 4 B, Bre2(==21) | g, Bae=2(za—22) £€C, Re(§) >0

for 81, B2, B3 € [—1,1]. We need to localize the zeros of this function. For example there is no zero between
@(T') and iR if the coefficients 31, B2, 83 have a small absolute value. Hence one can shrink the contour ¢(T")
to the imaginary line as in Figure[2:2lb. Moreover one can identify the sum of a geometric series and explicit
the integral as a series of Fourier transforms if |3y Boe =2 @(22=21) 4 ) fae=2iw(23—21) | 3, Bae=21w(23—22) | <
1 for all w > 0.

In conclusion we may notice that, possibly under additional condition on the parameters (such as large
distances between the barriers, or for small skewness parameters), Green’s function

e is holomorphic on the region between the imaginary line and ¢(I"), or between ¢(I') and a + iR for
some a > 0,

e has a factor which is the sum of a geometric series.

Therefore, it may be possible to obtain an explicit expression of the transition density.

The multi-skew Brownian motion with constant drift

It may be possible to obtain an explicit expression also in the case of the multi-skew Brownian motion
with constant drift p, at least for some choices of skewness coefficients close to 0 and/or large distances
between the barriers (or equivalently small times).

The situation is similar to the one discussed in Section[[.4l Green’s function satisfies Lemma [1.3.4] and
is constructed as in Figure using

u+ (z,\) := exp <—/w:|: \/2/\—|—u2x> ,

for A € C\ (=00, —5%]. The functions Uy are then obtained imposing the continuity and the transmission
conditions at the barriers. One has then the following system for j =1,..., n:

{Gj u—(2j) + Gf us () = Giu—(2) + Gy us(2))
k(z;) (G7 ul(2) + G !y (2))) = k(2]) (G ul(2)) + Gy i (25)

where G, =0, G}f,; =1 and k is the (n + 1)-valued function given by (2.1.2). Hence one has the
recursive relationship:

Gy = 167, (1- 25 (1- £0) vy o, 2208 (14 1) - V252 (1o )
z J J u Zi -

Iz k(z;) k(z;) n k(z;)
- _1 k(z}) V22 k(z)) 1+ ug(z)) V22 k(z))
Gy =3Gin ((1 TG —)> Tk (1 N k(%))) 2 G u+(zj) 1=-"= 1= k(z;_) :

u+(zj)
—(z5)

— 2 5. . ol .
Let us notice that e~ 2V2 172 One can impose the analogous conditions on F ji. There is no

obstacle in computlng the coefficients G;t,F ji and with them, Green’s function. The transition density
could nevertheless be difficult to obtain as an explicit series of Gaussians and other transcendent functions.

The limit of the multi-skew Brownian motion for several barriers converging to one

Proposition 2.4.1. Let 51,52 € [-1,1], p € R and zém) =2+ %, m € N. Let

b1+ B2

b= T B
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Let us denote by (Xt(m))t the (B1, B2)—SBM with drift p and barriers in z; and zém), and (Yy): the (8)—SBM

with drift p and barrier in z,. Let us assume X(gm) =Yy, then X" converges to Y in the following sense:

E( sup | X —v,| | ™30 for all t > 0.
s€[0,t]

The same holds in the case of n > 3 barriers merging. In this case (Xt(m))t is the (B1,B2 ..., Bn)—SBM
with drift p € R, skewness parameters 1, Bz, ..., Bn € [—1,1] and barriers z1 € R, zj41 1= ji + 21 for all
j=1,...,n—1. The skewness parameter of the limit one-SBM is given by

[ (1 +8) — = (1= B)

= Hj:1(1+ﬂa)+nj:1< B])

In particular
Z?:l B+ Zj1<j2<j3 B BiaBis + - + Zj1<.u<jn71 Bin B
1+ Zj1<j2 /B]dﬂjz + Zj1<.‘.<j4 leﬂjzﬁjsﬂjzl +.o..+ BB B ’

ﬁ =
if n is even, and

D1 By X <iacs Bir BiaBis + o+ By By,

ﬂ =
1+ Zj1<j2 5]'1ﬂj2 + Zj1<...<j4 5j1ﬁj25j3ﬁj4 +...+ Zj1<...<jn_1 ﬁjl T ﬁjnﬂ

if n is odd.

Proof. The result in the case of two barriers is due to Zaitseva [68]. For any n > 2, we propose a proof
based on a straightforward application of Theorem 3.1 by LeGall [32] which ensures the convergence of
Brownian diffusions under some assumptions on their skewness. Let (W;); be a Brownian motion. The
(B, .., Bn)—SBM with drift u is the continuous semimartingale such that:

XM = Xo+ pt+ W, + /R LX) (dw)  with vy (dw) ==Y ;6. (dw).

On the other hand the (8) — SBM with drift © and semipermeable barrier z; is given by

Yi=Yo+pt+ W+ / LY (Y)v(dw) with v(dw):= pd,, (dw).
R

Clearly the measures v and v, are discrete finite measures concentrated on the barriers z; and z; < z3 <
... < zp respectively. Since these measures are finite, one can define f,, and f, functions of bounded
variation such that lim,—, o f(w) =1 and f'(dz)+ (f(z") + f(z7)) v(dz) = 0 (and similarly for f,, and
Vpm). Thus

n

Zn,-‘rOO)( )’

fm( ) = ]]-( oozl) + H 1+B zj,z]+1)

1 _
f(w) = ]1(700,21)(1”) + %ﬂ[zl7+w)(w).

m—r o0

K
It is straightforward to prove that, for any K > 0, / | frn(w) — f(w)| dw "—=" 0, hence Theorem 3.1 in
-K

[32] can be applied, which means that (X(™)),, converges to Y in the desired sense. O
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2.5 Simulations

In this section we illustrate an ezact simulation scheme to sample the two-SBM (with constant drift) at
time ¢t > 0. The scheme is ezact in the sense that it generates random variates distributed according to the
desired law. Usually, an exact sampling of a random variable can be achieved using the rejection sampling
method, introduced by Neumann in [45].

The rejection method allows to sample a random variable X with density h (w.r.t. the Lebesgue
measure) from a sample variate of an instrumental random variable Y with density g if for all x € R,
1 h(zx)
mg(x)’
The sample variates y of Y is accepted as a sample of X if and only if u < f(y) , where u is a draw of
a uniform random variable U ~ U]g 1). Therefore the acceptance-rejection corresponds to a sample of a
Bernoulli random variable with random parameter f(Y): L{y<yy)}. Notice that the densities h(zx) and
g(x) do not need to be normalized.

In our framework, the one-dimensional projection at time ¢ of a (1, 82)-SBM (resp. with drift u)
starting at x has a density whose ratio with respect to the well known transition probability density of
the Brownian motion (resp. with drift u) is a series, as we saw in equation (resp. ([2.3.10)). The
technique we propose allows to evaluate only a finite number of terms of the series, and at the same time,
to maintain the exactness of the sampling.

h(z) < mg(x) where m is a finite positive constant. Let us denote by f the function ratio f(x) :=

2.5.1 Generalized rejection sampling method

Let us introduce the method by explaining a toy example for simulating exactly a Bernoulli random

variable X ~ B, with unknown parameter p € [0,1]. If the parameter is known, then clearly X @ Tir<py
hence an ezact simulation consists of sampling the uniform random variable U ~ U]g 1} and checking if the
sample is smaller (or bigger) than p to decide if X =1 (or X = 0).

Lemma 2.5.1. Suppose p is an unknown parameter which is approzimated by a sequence (pn)n. Suppose
the rate of convergence is (0p)n where (0y,)n is a vanishing sequence (i.e. for all n |p — pn| < 6n, and

85, 0). Then it is possible to simulate exactly a Bernoulli random variable of parameter p since

X = Lyan; [U-pa|>80, U<pa} ~ Bp:
Proof. One needs to show that P(X = 1) = p. It is sufficient to show that the following equality holds
{U<pt={IneN; |[U—pu|>dn, U<pn}.

Let us show the inclusion (C): Let w € {U < p} then u < p where u denotes the draw U(w). Let us notice
that the sequence (p,, — 20, ), converges to p and each term is smaller than p, hence there exists an n such
that u < p, — 24,, < p. In particular |u — p,| > d,, and u < p,,.

Let us show the other inclusion: Let w € {3In € N; |U — p,,| > 6, U < p,} and let us denote by u the
draw U(w) then |u — p,| > 6, which implies u < p,, — d,, which implies u < p since p € (pp, — On, Pr + In).

0 P u =0 / 1
n = Un u
} ! ﬁ L —— @ {
Pn — 6n DPn + 671
0 1 0 / 1
p Pn Dnu' —0n P u
——o——&—2 9 : | } ] e S e
pn_én pn+5n pn_én pn+5n

Figure 2.7: How to sample a Bernoulli random variable X of unknown parameter p: if u < p then X :=1,
otherwise X := 0. In the first image u < p, — &, hence u < p (resp. v’ > p, + d, hence v’ > p). The
second (resp. third) image shows that, if u < p, — 6, < u+ 6, < pp, (resp. p, < u — 6, < pp + 0, < )
then uw < p (resp. ' > p) anyway.



40 CHAPTER 2. THE MULTI-SKEW BROWNIAN DIFFUSIONS

The scheme of the algorithm is:
1. sample from U, obtain u
2. find n such that |u — p,| > 0n,
3. if u < py,, then u < p hence X := 1 otherwise X := 0 (see Figure .
O

This idea allows an extension of the rejection sampling method for sampling X ~ h(z)dz knowing just
an approximation of the density h, and therefore of f.

Proposition 2.5.2 (Generalized rejection sampling method: GRS). Let Y be the instrumental random
variable with (unnormalized) density x — g(x). Then one can sample the random variable X with (un-
normalized) density x — h(x) under the following assumptions:

(i) the ratio between the functions g and h is bounded:

1
Im > 0 such that 0 < f(y) := 1y <1 forally € R;

m g(y)

(ii) there exists a sequence of explicitly computable functions (fy)n. converging pointwise to f at a van-
ishing and explicitly computable rate (RY) (i.e. Yy € R |fuly) — f(y)| < RL(y) for all n).

Then X ~ (Y|3n; U < f,(Y) —R{(Y)) i.e. an exact simulation is possible.

Proof. Tt is well known from the standard rejection sampling that X ~ (YU < f(Y)) (see for example
[54]). Lemma ensures that we can simulate exactly without knowing f(Y") with complete accuracy.
The acceptability of the draw y = Y as a sample from X is a Bernoulli r.v. with parameter f(y) and we
can compute explicitly a sequence converging to this quantity f,(y)(=: pn) and its rate of convergence
R (y) (=: 6,). O

An analogous version of the sampling method in Proposition has been first introduced by Devroye
in [17] with the name of Series method for random variate generation. The generalized rejection sampling
(GRS) allows in particular to sample from a density h from an instrumental density g (both w.r.t. the

Lebesgue measure), once the ratio between the densities h/g is an infinite bounded series. Let us recall
1h
that f(z) := —(—w), where m is an upper bound of the ratio, is a series.
m g(x
In Algorithm [1] we propose a pseudo-code referring to this particular case. Let us first notice that with
probability one the algorithm terminates itself in a finite number of steps and yet delivers draws which
are exactly from the desired density. We introduce the quantity Ny, € N in order to prevent the
zero-probability event that the algorithm keeps turning.
The implementation of the algorithm that we propose requires the following quantities and functionals:

e ¢: instrumental density under which it is known how to sample,

® Nyaq: the maximal number of terms of the series one decides to consider (Npqr > 1),

(fN)N=0.....N,,.,: the partial sums of the series f,

(9‘{{\,) N=0...,Nmas: Sequence of bounds for the absolute value of the remainder f — f,

° Ig;: the inverse function of ER{V

L (0,1) = {0,..., Noao}
u = IL(u) = inf{N < Ny : RE <},

with the convention that inf 0 = N, ..
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Let us notice that, a priori, the sequence of bounds for the remainder may be a function which is a
vanishing sequence for each y fixed: (m{v(y))N is the sequence of bound for |f(y) — fn(y)|. If this is the

case, then the function v — Igf%(u) has to be defined, for each y, as the inverse of 9%{\, (y). In the cases we
consider, 9%{\, is a simple sequence independent from y.

Algorithm 1: The generalized rejection sampling GRS

Input : g, Npaw, (fn)n; (RN N, I

Output: z, exact: z is a sample from the desired density and exact is True if the sample is ezact
(obtained considering less than Nyar fv, N =0,..., Nyaa) or False if it is a good
approximation.

reject < True;

while reject do

sample a standard uniform w;

sample y from g;

N + 0

while |fn(y) —ul < %{V(y) and N < Npqy do

| N < B fnly) —ul);

if N == N,,. then

reject < False;
L x < y and exact < False;

else if fy > u then
reject < False ;
x < y and exact < True;

return r and exact

The function Ig;(u) has a special role in the above algorithm. It provides an alternative to the natural
approach and, in some cases, it speeds up the rejection step in the algorithm. More precisely, once
|fn(y) — ul is smaller than iR{V (y), the natural approach consists in taking as next index N = n + 1 and
check again the same condition. Instead, one can choose to take Ig;( |fn(y) — u|). Intuitively this choice
improves the chances to conclude the acceptance/rejection at the immediate next step. Indeed it is easy
to show that Ié;(|fN(y) —ul) € N+1,..., Npaz. In particular if n — R (y) is decreasing quickly enough
the two ways are equivalent.

One is drawing ezactly form the desired law if each sample has been accepted or rejected considering
less than N,,q. terms of the series fyn. Therefore one may have to consider a big number of terms of
the series fy, but we can control the maximal number Ny, fixing it to Ny, = inf{N € N : f)’{fv <
0.00005} (= IE{‘(O.OOOOE))), i.e. the smallest integer N such that 29%{\, is smaller than 0.0001. Indeed the
probability that for all N < N,,,, one has not been able to accept or reject a sample is smaller than
twice the bound 9%{\,“ In this unfortunate case, our strategy would be to accept the variate as a good
approximation of the real one, but the outputs inform that the variate is not necessarily “exact”.

All sequences of functions y — (9% (y))n considered in this document are in fact independent from
y and exponentially decreasing in N. In particular I Jj:,(u) is the first integer greater or equal than
log | fn(y) — ul

log (9},
decision to accept or reject without the need to consider Ny,,.) and the procedure to accept or reject is
really fast since usually it is done by computing only fy, f1 and fs.

and it is at least N + 1. Moreover all simulations turn out to be exact, i.e. one takes the
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2.5.2 A Gaussian bound for the transition density

In this section we check that the hypotheses of Proposition are satisfied in order to provide random
variates of the (81, 82)-SBM (with constant drift ) at time ¢, starting at .

The case of the two-SBM without drift

We already noticed in Propositionthat the density y — p(#152)(t, . y) is absolutely continuous with
respect to the one of the Brownian motion y — p(¢, z,y) with ratio given by equation (2.2.6):

oo 4
(aj(z,y)+22k)2
o) (4 y) = S () sl el
Jj=1

k=0

aj(z,y)+22k
t

Let us denote by (v(#1:82)) (¢, . y) the k — th term of the series v(%1#2) (¢, z, 7).

For each k € N, there exists an upper bound uniform in y for (v(ﬁl’ﬁZ))k:

o (WB ), (8, 9)| < (1+ B )(1+ |Ba])| BrfBalbe ™2 T F = w(8).
ye

In fact the bound vg(t) is uniform in z as well. Moreover for each t > 0, vi(¢) < v (0) := (14|81 ])(1+
|B2])|8182|* which is uniform in ¢ € R

The proof is straightforward, one just need to notice that % (a;(z, y)+22k)*+ |z —y|(a; (2, y)+22k) > 222k,
hence

|(2) (t2y)| < 18182 e Zm = (L+ B+ |Ba]) 81 5ol €27

Let us denote by [v(ﬂhﬁ?)]N (t,x,y) and RyvPP2) (¢ x, y) the truncated series up to the term N and
its remainder:

(B1,82) N & 4 7(aj(:u,y)+22k)2 —ja— ‘aj(:z,y)+22k
[0 () = (BB 3 eylyhe I e
k=0 j=1

RNv(ﬂl,ﬂg) (t,z,y) = 0(51,52)(757 z,y) — 0%1752)(757 x,y).
Let us then define

_ A+ 1ADA A+ [8]) < (1+|51|)(1+|52|).

(2.5.1)
1 — |B1Bae=2% 1= [B1]
One can easily check that for any fixed ¢, o(t) is a bound for v(#1:%2)(¢, 2, ) uniform in  and y:
vwhﬂ?)(t,%y) < @(t) and |RN1)(’81”62)(t T y)| ( ) |5152|N+1 _QZt (N-H)

For the Algorithm [1} we choose the functions

LENENES

FW) = v ),
) ] (2.5.2)
N+1 222 (N
In(y) = 50 [v(ﬂl,ﬂz)}N (t,z,7), m{\] 1= | B1 Bo| VT e 2 (NHD)

withz € R, ¢t >0, 2 >0, N € N and 9(t) given by (2.5.1).
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The case of the two-SBM with constant drift p

We already noticed in Theorem that the density y — p(ﬁ Lh 2)(15, x,y) is absolutely continuous with
respect to the one of the Brownian motlon with constant drift u y — p,(t, z,y) with ratio given in ([2.3.15))
as series of Fourier transforms.

Proposition 2.5.3. Let us denote by (v, (Pr ’32))k(t,x,y) the k — th term of the series vfﬁl’&)(t,x,y) in
[2:3.15). For each k € N, there exists an upper bound uniform iny for (vP:92)), :

z2
sup (PP (t, 2, y)| < C(B1, Bo k) €72 T F =1 v (t)
ye

If B1 > 0,82 > 0 the constant C(B1, B2) does not depend on k.

Proof. The proof is quite laborious and divided into several steps. For simplicity, but without loss of
generality, let us fix t = 1. Let us consider then the representation as series of Fourier transforms ([2.3.15|):

e} 4
Uﬁ(bﬁl’ﬁQ)(:any) = Z ﬁlﬂ? A ZF wj ky @
k=0 Jj=1

2_ 2., 2 Nk
_ _ (WP ota?) —aw;, _w? y —(w?* — a® + p* — 2iwa) o
Fjr(wjk,a) :==e? wiota®), quk}‘(w'—nz 7 ¢j(y, p;iw + a) (0 — 701 (w0 — oy (Wi —a),

where w;  and a are defined as in Theorem [2.3.7] and let us recall that a; = a + Sipu.
Let us rewrite the functions Fj j:
Fjp(wjg,a) = ed(@iota®) = ik U (W e, @)

_w? (w? — a2 + p? — 2iwa)*
Ey(gun)i= 7 (s e p0) LM Y )

where ( ) )
oy Gy piw+a
Pi(W) = i = ia)

The latter functions are equal to

pir(w) =1
B Bip(1+(21 403 —1)B1) 5152 B1B21° (14B1)
p2(w) = (21gys0p — 1) f1 — iw+§10 = 2Lgys oy Sty 20 sz (1ui+2alj)(lw+tllz)
Bap(1+(21 y> 23 —1)B2) |
p3(w) = (2]]-{y>z} - 1) 62 —— (uu(-‘r;} ) : + 21{y§0} fwf—Za + 2]]-{y<0} (511)5—2(5 Eilw—f?xl)
(w) = (

palw) =

(1=p1) (1+B2) 2(1=1)(1482)
1 - 21{0Sy<z}) B12 (1 + #zw-q-ui #iw—',—az - étiw-i-al)l(iw-&-az)) :

Let us notice that the proof is over once one shows for each j = 1,2,3,4 that there exists a positive
constant C;(B1, B2, k) such that
Cj (ﬂl? 627 k) 67%“)2

W(w)] < VAR

(2.5.3)

and ), C;(B1, B2, k)e w0~k ig ﬁmte
Let us now prove the statement for the function ¥, ;. W, is the Fourier transform of the
product of a Gaussian and the k — th power of the fractional function

(w? + 1) :1_M2(1—51)(1—ﬁ2) _i(1—51)ﬂ_i(1—52)u

(wfial)(wfiag) (’LU*Z.Cll)(’wf’L'ag) U}fiag U/*Z‘Clg '
Let ) -
Wo () = (w” + %)

(U) — z'al)’“(w — iaz)k ’



44 CHAPTER 2. THE MULTI-SKEW BROWNIAN DIFFUSIONS

Using the binomial formula the latter quantity can be expressed as follows.

B\ (120 =800 -B)\"T" Q=B (1= B\
) ( ) (i w

n (w —iay)(w — iag) w — ifap w — iy

GG e () ()
(k) (k - n) (n> (=1)™ (L= Ba))™ ™ (L= )" ™™

n ny N (tw + ag)m+n2 (w + ap )Pt

Vo k(w) =

k

(]
M=

n

M- 1

S

n=0mn1=0ng

S

NE

—-n

[
™=

n 0

O’I’Ll O’I’L2

Notice that the latter function is a sum of constants (when ny; = 0,79 = 0, = 0) and of square integrable
complex functions. In particular, let ny,ny € N, the Fourier transform of (iw + a;)™™ (4w + az) ™" has
support on (—oo, 0] because is the convolution of two functions supported on (—oo, 0] (see Lemma [2.3.5)).
Hence, since

1
Uy, = N (w — e—%wz) « F(wis U ),

we have

1 1 2
Uy p(wip —a)| < —/ e~ 7 (Win—a=y)
V1 (win — o)l < —= s
The L' (R, dz)-norm of e~ F (w + (iw + a;) ™ (iw + az)~"2) is equal to |8y p| 71| B2pt|~™2 (see Lemma,|3.4.5)),

hence
R k—mn n k k— 1— ni+ns 1_ n—no+ni
le™ Wo (Mot @y <D, D, D <n>< n1n> (:) < |52f2) < |51|61>

n=0mn1=0mn=0

S 0) () 2ot

A . _ 2 PO
Bo ()| dy < e HBm D e B 4 () s e

n=0

N (1-B)1—=P)  1-p 1—@)’“
=\ |51 52| * |1 * | 2]
(1—ﬁ1+|51|)k(1—52+|ﬁz\)k.

|B1 52|

Let C1(B1, B2, k) := (1—B1+|B1)*(1 — B2+ |B2|)*. Notice that this quantity is equal to 1if £; > 0, 82 > 0.
We have proven ([2.5.3) for j = 1.

Let us check (2.5.3)) for j = 2,3,4. Notice that the functions p;(w), j = 2,3,4 are sums of constants
and functions whose Fourier transforms have support on (—o0,0). Let us define p;, j = 2,3,4 as
Pa(w) = V27 (2gyn0y = 1) Br = Bin(l + 1m0y — 1) B)F (ks )

=21y 2y B1B2pF (ﬁ) + 2L gy5 23 B1Bop® (1 + B1) F (W)

P3(w) = v2r (21gyszy — 1) Be — Bop(1 + (2Lgy50y — 1) M;( 1

iw—+tag

+2]]-{y§0}/8152u‘7 (ﬁ) + 21{@130}5152#2(1 — B2)F ((iw+a1)1(iw+a2)>
Palw) = (1= 2Ljogyesy) i (V27 + 01 = BOF (ke ) — 1+ B)F (ks )
—p2(1 = B1) (14 B2) F <(iw+a1)1(iw+a2)

Hence one has
WialGogs = 0) < 2L

125 ()] 01(/31,62716)/ D5~ 1w x—a—y)?
— [ B9y —a—)dy < 3 (Wip—a=y)® 1.,
/R or |U1 k(wjk —a—y)|dy < A Y

(wjk —a)
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The latter inequality holds because Uy j satisfies (2.5.3). For the constant term of p; we do not actually
compute the convolution, we keep the formal presentation anyway, for the sake of simplicity. One now
notices that the Fourier transforms involved in p; have support on the negative semi-line, hence

< Cl(ﬂlaﬂ%k) efé(wjykfa)z /0 |ﬁj(y)| eayefédey.
= BBl oo V2T

Hence holds, with C; (51, B2, k) > C1(B1, B2, k) f_ooo L\/(Q%)I ey e—%yzdy for example
C32(B1, Ba, k) = C1(B1, B2, k) (14 2|B1] + 2L qy>y (1 + B1 + |B1]))

C3(B1, B2, k) = C1(B1, B2, k) (14 2|B2] + 2L1y<0y (1 — B2 + |B2]))
Cy(B1, B2, k) = C1(B1, B2, k) (1 — B1 + |B1]) (1 + B2 + |B2]) -

To conclude the proof, we need to show that

|kl (wjk — @)

co 4
Z Z C] (51, 623 k)e“’iof‘*’?,k < +00.

k=0 j=1

It is easy to check that wf, —w?, < —2%1@2, therefore if C(B1, B2, k) 1= Zj’:1 C;(pB1, B2, k), one has

co 4 .
ZZCj(ﬁl’ﬁZ’k)ew?’o_wj’“ < Zc(ﬂhﬁmk)e”%k?.
k=0

k=0 j=1
If B > 0,82 > 0, then C1(B1,52,k) = 1 and C(B1, B2, k) do not depend on k. Moreover the sum
22 22
o e~2%* is finite because it is controlled by the geometric sum Y po e 2FF = ﬁ
1-e 27

22
Instead, at least for small ¢ or big distance between the barriers z, it is always true that Cy (81, B2, k)e™ el <

22

|31 B2|Fe= % which yields a geometric sum as well.
If z and t are fixed, than one exploits the fact that for k big enough one has again a geometric sum. [

The bound v (t), which is not sharp, is uniform in z.
Denote by [v,(ﬁl’m)} (t,z,y) and RNv,gﬁl’BQ)(t,x,y) the truncated series up to the term N and its re-
N

mainder. Let us consider the case 81 > 0, 82 > 0, in that case C(5, B2, k) does not depend on k hence we
will denote it by C(f1, 82). Then let

0,(t) == C(Lf:z)
1—e =%

C(B1,82) .

(Removing the previous assumption, for ¢ or z appropriate one can take v,(t) = e =z
—|P1P2]e

One can easily check that

22
v P (t ) <0,(t)  and  [RnvPR (¢ a,y)| < v (t) e 2T D,

For the Algorithm [I} we choose the functions

1
fly) == = v£51’52)(t,1:,y),
(1)
| ] (2.5.4)
— (B1,82) J o =22 (N+1)
fN(y) . @M(t) [U,u ]N(tvxay)7 S'R]\[ € .

reR, t>0,2z>0and N € N.

Let 91 be the random number of steps necessary to take the decision in the generalized rejection
2

sampling. Using Wald’s equation one can easily show that E[D] < > R = 6_2;2 .
1—e 2%
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2.5.3 Sampling from the density: the two-skew Brownian motion

Let z € R, t > 0, z > 0 be fixed, one can apply the GRS Algorithm (given by Proposition with the
functions given by equation and sample from the density y — p(BhBZ)(t,x, y) in equation .
One can then simulate exactly the Markov process (31, 82)-SBM starting at «, up to a time 7" > 0 simply
taking a discretization of the time interval [0, 7] (see for example Figure .

The same holds for the transition density y — pfﬁ 1.8 2)(t, x,y) using the functions given by (2.5.4).

Histogram of the exact samples variates
O—O—0 itsinterpolation
Truncated density

0.6 o
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0.3 4

0.2 4

T T T T T T
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Figure 2.9: Comparison between the function

Figure 2.8: Exact simulation of a path of the y — p(2:72)(1,0.5,y) obtained from 50000 ex-
(0.7,—0.2)-SBM starting at time 0 in 2 = 0.5. act simulations through generalized rejection
The barriers are z; = 0 and 23 = 1. The time sampling method and the plot of its truncated
discretization is 6t = 0.001. version at the tenth term (N,,., = 10). The

barriers are z; = 0 and 29 = 1.

For simplicity, we always take time ¢ = 1, starting point = 0.5 and we assume that the barriers are
fixed in z; = 0 and 2z, = 1. Let us compare now the approximation of the density y — p(ﬁl’BZ)(t, x,y) in
equation obtained truncating the series at the N,,,,, —th term and an histogram of a large number of
exact samples from the untruncated density computed through the generalized rejection sampling method.

We represent in Figure as typical situation, the function y p(%*’%) (1,0.5,y). In this case, 100%
of the 50000 simulations are exact. The average number of terms of the series that are necessary in order
to decide if to accept or reject the simulations is slightly larger than 1, actually it is 1.19 (it would have
been around 2 with the rougher bound #(0)). From now on we will denote this number as Ny..

The transition density in this case is mainly concentrated inside of the interval between the barriers (21, 22)
since f; > 0 and Py < 0. Choosing N,,.. = 10 the truncated series differs from the untruncated one at
most of T |31t ~ 61077,

In Figure [2.10] and 2:11] we propose skewness parameters with different absolute values and pointing
respectively inward and outward. All our simulations are exact and N, ~ 1.15 is low as expected. In
these cases 6, = 0.028"*!, T = 2.8 and 7; = 2.3. We can observe in Figure that the process tends

to stay between the barriers because when it reaches the barrier z; it has probability 12& = 0.65 to be
1-82
2

reflected to this region and when it reaches z the probability is = 0.85. If the process leaves (z1, 22),
then the probability to be before z; is larger than to be after zo because 1 — 81 > 1+ 5.
In Figure the parameters 57 = —0.7 and 2 = 0.3 induce that the process is more likely to be outside
the region between the barriers because it is reflected outside this region with probability % = 0.85 in
z1 and with probability 0.65 in z,.

Figure represents a case where $182 > 0. From the simulated density function the behavior we
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Histogram of the exact samples variates
o—o—o itsinterpolation
Truncated density

0.1+

Figure 2.10: Comparison between the trunca-
tion at the 10 — th term of the series expression
of y — p(03=07)(1,0.5,%) given in and
the histogram resulting from 50000 exact sim-
ulations obtained through generalized rejection
sampling. The barriers are z; = 0 and z, = 1.
The average acceptance number is N,. = 1.15.
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Histogram of the exact samples variates
lo—o—o itsinterpolation
Truncated density

Figure 2.11: Comparison between the trunca-
tion at the 10 — th term of the series expression
of y — p(=0-703)(1,0.5,y) given in and
the histogram resulting from 50000 exact sim-
ulations obtained through generalized rejection
sampling. The barriers are z; = 0 and z, = 1.
The average acceptance number is N, = 1.15.

expected is confirmed: the process after a time ¢ will be more likely to stay on the left (respectively right
if the parameters are positive) side of the barriers. We chose the parameters 8; < 2 in such a way that

the process would more likely stay in (—oo, 21).

Another interesting example is the case of a completely reflecting barrier and a partially reflecting
one: in Figure we choose 81 = 1 and B3 < 0, i.e. z; totally reflecting and zo semipermeable with
semipermeabiliy coefficient s = —0.4. The process shows the tendency to stay between the barriers
(21, z2), while it will have probability zero to be in (—oo, 27).
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Figure 2.12: Comparison between the trunca- Figure 2.13: Comparison between the trunca-
tion at the 10 — th term of the series expression tion at the 10 — th term of the series expression
of y — p(=0-8:=06)(1,0.5, ) given in and of y — pH=04(1,0.5,%) given in and
the histogram resulting from 50000 exact sim- the histogram resulting from 50000 exact sim-
ulations obtained through generalized rejection ulations obtained through generalized rejection
sampling. The barriers are z; = 0 and 2o = 1. sampling. The barriers are z; = 0 and 29 = 1.

The average acceptance number is N,. = 1.37. The average acceptance number is N, = 1.27.



Chapter 3

Brownian diffusions with drift
admitting several jumps: an exact
simulation

Outline of the chapter: The aim of this chapter is to provide an exact simulation algorithm for real
valued Brownian diffusions whose drift admits a finite number of jumps. The method is based on the
retrospective rejection sampling scheme introduced in 9] (in the case of regular coefficient) and generalized
to coefficients with one finite jump in |20} 48]. We propose here a non trivial extension of this algorithm
in the case where the drift admits several jumps. We treat explicitly and extensively the case of two
jumps, providing numerical simulations. Our main contribution is to manage the technical difficulty due
to the presence of two jumps thanks to the new explicit expression of the transition density of the skew
Brownian motion with two semipermeable barriers and a constant drift proved in Chapter [2} We provide
the pseudo-code of the retrospective rejection sampling. The content of this chapter is the object of a
submitted preprint [15].

3.1 The framework

The aim of this chapter is to develop an exact simulation method for the following real-valued Brownian
diffusion

dX; = dW; + b(Xt)dt, t e [O,T], T < (3 1 1)
Xo =x9 o € R, o
where the drift function b is a bounded regular map on R except on a finite set J := {z1,...,2z,} C R

where jumps occur.

The existence and uniqueness of Py, the weak solution of , is straightforward because the coef-
ficients of the equation are measurable and bounded (Varadhan and Strook in [58]). Moreover the strong
existence and uniqueness holds as well by Zvonkin and Yamada-Watanabe results (see |72} |66]) indeed
pathwise uniqueness holds because the unit drift coefficient trivially satisfies the assumption (c) of Theo-
rem 1.3 in Le Gall [32].

See also the results of Ariasova and Pilipenko (Theorem 1.1 in [6]) on strong existence and uniqueness of
solutions for irregular drift b.

Beskos, Papaspiliopoulos and Roberts in [10, [8,|9] propose algorithms for simulating exactly the solution
of (3.1.1) in the case where the drift b is regular everywhere. The method has been recently improved first
by Etoré and Martinez [20] and then by Papaspiliopoulos, Roberts and Taylor [48] [62], in case of a drift
with a unique jump (n = 1). We provide here a generalization of these results, proposing a theoretical
exact simulation scheme in the case of a drift with several jumps (n > 1) and treating explicitly the case
of two discontinuities (n = 2).

49
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Our approach is inspired by the one in |20], and is based on the explicit representation of the transition
density of a skew Brownian motion with constant drift and two semipermeable barriers (see Theorem|2.3.7)).

3.1.1 The measures involved: definitions and notations

Consider C := C([0,T],R) the canonical continuous path space and ¢ the Borel o-algebra on C induced
by the supremum norm.

Let us fix 2o € R and denote by P the Wiener measure on (C, %), law of a Brownian motion (W),
starting from xg. (X;); always denotes the canonical process.

Let us introduce the various measures which are involved in this chapter.

e [P, denotes the law of the Brownian motion with drift b, weak solution of (3.1.1)).

e For 0 # |B] < 1 let PP denote the law of the (53)-skew Brownian motion (SBM), solution of the
stochastic differential equation (L.1.1)).

o P!’ will denote the law of the (3)-skew Brownian motion with drift b.

e Analogously P(?1:%2) (respectively Pgﬁl’BQ)) is the law of the (f1, f2)—skew Brownian motion with
two semipermeable barriers at z; and za, 21 < 2o, (resp. with drift b).

The two-SBM is a particular case of the multi-SBM, whose law is denoted by Pr-8n)  Let J =
{#1,...,2n} be an ordered set of n barriers (or jumps) with respective skewness coefficient 5y,---, 8, €

[-1,1]. The law of the (54, ...,B,)—SBM with drift b, IP’Z()BI """ ’8"), is the weak solution of the following
equation:

t n
X, = X +W+/bXs ds + L7 (X
R (%) ;BJ ¢ (X) (3.1.2)

L:j(X):fOt]].{XS:Zj}dL?, j€{17~-~ ,TL}

In conclusion we can arrange the above measures in a simple diagram:

skew [ more barriers
P — PO . PO
drift b | J J drift b
P, — Pb(ﬁl) A Pb(“c/{l””’ﬁ”.

3.1.2 Useful theorems

We are going to introduce here the It6-Tanaka formula (see for example Kallenberg [28], theorem 22.5 for
the statement and page 588 for the history of the result) and the occupation time formula (Meyer [43] and
Wang [65]).

Occupation time formula

Let X be a continuous real-valued semimartingale. Almost surely for all functions f positive and Borel
measurable,

/ F(X) d(X), = / F(w) L¥(X) dw,
0 R

where s — (X), is the quadratic variation of the process.
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The Ito-Tanaka formula

Let X be a continuous semimartingale with symmetric local time in y at time t, LY(X). Let B: R — R
be difference of two convex functions, then

T pr + 4 =
Bxr) ~ Bxo) = [ IS EE D ax, i 5 [ nCoustay),

where z — B’(xz7) (resp. B'(xz™)) is the left (resp. right) derivative of B, and up is the measure defined
by

/g(x)uB(d:c) = - / g (z) % (B/(x+) + B’(af)) dz for all g € C}(R).
R R

Let us check that this formula can be applied to the primitive of b, B(z) := [, b(y)dy. If b is of bounded
variation on R, then the primitive is well defined (since b is locally integrable) and it is indeed the difference
of two convex functions.

Application to a particular case

Let us assume that b is a function of bounded variation that has a jump in z equal to 26 but elsewhere it is
continuous and has continuous derivative which admits a left and right limit at z. Let B be the primitive
of b, then the measure yp is the measure

pB(dw) = Lzt (w) dw 4 266, (dw).
The Ito-Tanaka formula yields

T
B(Xr) - B(Xo) = [ 5

1
[ 5B + BO) dXi+ /R LE(X) 1 g sy B (w)dwo

B'(:*) - B'(z")
2

T4 1 T
= [ 500+ dXe+ 5 [ XA+ 0 LX),
0 0

+ | LE(X)

9, (dw)

_—

b(z") —b(z7)

to the occupation time formula and the third term comes from the continuity of b on R\ {z}.
Let us define the function b and b’ on the discontinuity as follows:

where we recall 0 := is half of the jump height. In the last equality the second term is due

b(z) = % (b + b)) H(z) = % (M) + ().

Let us explicit the It6-Tanaka formula in two special cases.

Example 3.1.1. Under P, the law of the Brownian motion with constant drift j., one has

T

T
b(Xt)ﬂdH%/ V' (X¢)dt + 6 L7 (X).

B(Xr) - B(Xo) = /0 b(X,) AW, + /O 0

Example 3.1.2. Under ]P’Ef), the law of the (3)-skew Brownian diffusion with drift 1, one has

B(XT)—B(XO):/O b(Xt)th—F/O b(Xt)udt—k%/O b (X3)dt + (0 + B b(2)) La(X).
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3.1.3 Assumptions on the drift

Let us now spell out the assumptions on the drift b in order to apply the exact algorithm.

Let J be the set {z1 < ... < z,}. Let b be a function, continous on R\ J of bounded variation on R and
whose weak derivative is bounded, continuous on R\ J and admits left and right limits at every point of
J. So there exist left and right derivative 04b(z;) for j =1,...,n.

At each of the n discontinuity points 21, ..., 2z, € J, b admits a jump with (half) height (;)
by

- defined
j=1,....n

b(z;r) —b(2;)
—

Since only the left and right limit values b(z; ) and b(z;") (and not b(z;)) do matter, for simplicity, we
define the function b at each point z; as the average value

0, = (3.1.3)

b(z;) = W, z € J. (3.1.4)

Similarly, at the points of discontinuity, ' can be arbitrarily defined for example as

b,(Zi) = 8+b(22) ; a_b(ZZ), Z; € J.

The primitive of b, B(y) := [; b(w) dw, is well defined since b is locally integrable (because bounded) and
it is the difference of convex functions because b has bounded variation on R. Therefore one can apply the
It6-Tanaka formula recalled before.

The boundedness of b and ' comes from the fact that we need % (b2 + ) to be bounded. Moreover, since
b is bounded, one can apply Girsanov Theorem.

3.2 Existing results for drifts admitting a unique jump

In this section we first recall the general retrospective rejection sampling scheme. Then we introduce the
difficulties arising in case of a drift admitting one or more jumps. We finally propose two different solutions
contained in the literature in the one-jump-case, and we discuss the possibility to extend them to the case
of several discontinuities. Our main contribution is the extension, which is the object of Section [3.4]

3.2.1 Retrospective rejection sampling scheme

We now recall briefly the main idea introduced in [10] which allows to simulate exactly the law of the
diffusion P, on the canonical continuous path space C. The first key point is the following:

There should exist another probability measure Q on C, called instrumental measure, such that
e it is known how to sample from Q (actually from its finite-dimensional distributions)

e P, is absolutely continuous with respect to this instrumental probability measure and

T
Py(dX) oc e~ P Q(dX) where ®,(X) ::/ oF (X) dt. (3.2.1)
0

In other words, the log-density of P, with respect to Q has the form of an additive functional, whose
integrand gb?)' is supposed to be positive and bounded (on R\ J in our framework). The proportionality
sign o indicates that there might be a renormalizing constant.

Once one has found an instrumental measure, it is possible to construct a rejection sampling scheme
according to Proposition 1 in [10] and Theorem 1 in [§]: given a sample path w from the instrumental
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measure, one needs an event A with conditional probability with respect to w equal to the Radon-Nikodym
derivative e=®*(“). Then one accepts or rejects w as a sample from the target measure depending on
whether the event A|w is satisfied or not.

In fact the desired event A is obtained as follows: let ¥ be an homogeneous Poisson point process of unit
intensity on the rectangle [0,77] x [0, ||¢; | ], then one sets

A = {all points of U are above the graph of t — ¢; (wi)}.
The resulting procedure to accept a given path is called retrospective rejection method:

— First realize the random Poisson field ¥, which yields M points
(7—17931)7 ey (TMa‘TM) € [OaT] X [Oa ||¢;_||00]
— Then, for each time 7;, sample X under the law Q.

— Finally check if there is some point (7;, ;) satisfying z; < (b; (X7;). If this is not the case, accept
(Tj,@j) =1, - else start again.

The algorithm returns a skeleton of a path (X¢(w))¢ejo,r) under Py: (Xr, (w), X7y (W), - - -, X7y, (W), X7 (w)) -
The skeleton can be enlarged/completed adding the position of the process at any intermediary time
t € [0,T], following a bridge dynamics. The pseudocode of this method is similar to Algorithm [2| in

Section [3.5.21
In conclusion, the main issue is to find in our context the appropriate instrumental measure £ and the
appropriate functional ®;, to apply the retrospective rejection sampling scheme.

3.2.2 Looking for the instrumental measure Q

In the context of Brownian motion with drift admitting jumps, it is quite natural to apply Girsanov
theorem, the It6 Tanaka-Formula and the occupation time formula to find an instrumental measure. One
can proceed as follows:

Step 1. Apply Girsanov theorem to obtain the Radon-Nikodym derivative of P, with respect to P:

Py(dX) = exp (/OT b(X)dX; — ;/OT bZ(Xt)dt)P(dX).

T
To replace the Ito stochastic integral / b(X;)dX; by a Stieltjes one, introduce the function
0

x
Bo)i= [ by
0
primitive of b, and apply the It6-Tanaka formula (see Example |3.1.2))

Th(X) +b(X;)

B(Xr) - B(Xo) = /0 X % /R\J Ly (O (@)da + 0,17 (X)

where L} is the symmetric local time in y at time ¢ and 6;,j = 1,--- ,n, is the (half) j — ¢th jump height

of b given by (3.1.3).
Step 2. Thanks to the occupation time formula, obtain the decomposition (3.2.1))

Pp(dX) o exp (—Py(X)) exp (B(XT) — B(Xp) — Zn:GjL;J (X))P(dX)

o Q(dX)
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T
where ©,(X) := / o (Xy) dt with
0

[N

¢y (z) =

yER\J

<b2(x)+b’(x) — inf (b%(y) —i—b'(y))). (3.2.2)

In conclusion,

The instrumental measure is

Q(dX) o exp (B(XT) — B(X,) — zn: 0;L% (X))P(dX). (3.2.3)

In the case of one discontinuity (n = 1), in the literature there are two possible approaches to sample from
the finite-dimensional distributions of . We briefly illustrate them in the next two sections.

3.2.3 Sampling via a convergence of schemes for skew Brownian motions

In this section we summarize the ideas presented in Etoré and Martinez’s publications .
Let 2 be defined by (3.2.3]). The canonical process X under this law, is a Brownian motion conditioned
on (Xr, L%(X)) ~ h(y, {)dydl with

h(y, £)dy df o« exp (B(y) — B(x) — 00)P(X7 € dy, L}(X) € df). (3.2.4)

Since it is difficult to sample from the joint density of (X7, L%(X)) and the density of the joint bridges,
the authors observe that one just needs to sample X7 under Q. Therefore they use a limit argument to
provide the finite-dimensional distributions and sample under the measure . This approach is based on
the following key points:

o There is weak convergence of a sequence of IP’}()l/ ") towards Py (see Theorem 3.1 in Le Gall )

e It is possible to apply the retrospective rejection sampling method for the one-skew with discontin-
uous drift b: let 3 € [~1, 1] there exists an instrumental law Q0% such that it is easy to sample from
its finite-dimensional distributions and

]P)l()B) (dX) o 6*‘I)b(X)Q(B) (dX)

e The weak convergence implies convergence of the instrumental measure and of the exact algorithms
to a limit algorithm which is exact as well.

We follow this approach and we show that the same limit argument is possible even if the drift admits
several discontinuities, and it is not necessary to provide an exact simulation for any multi-SBM (see

Section .

In addition we provide a parallel method to sample from the finite-dimensional distribution of the instru-

mental measure 9 (3.2.3)).

3.2.4 Sampling from the joint distribution of Brownian motions and its local
times

Papaspiliopoulos, Roberts and Taylor in [48] (extracted from Taylor PhD’s thesis ) sample from Q
using the explicit expression of some conditional laws of the Brownian motion and its symmetric local
time at one point.

£ is interpreted as the law of the “local time tilted biased Wiener process”. This is a disintegration of the
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Brownian motion P conditioned at its marginals at the initial time ¢ = 0 and at the final time 7.

Their approach has two crucial steps: first simulating from the bivariate distribution at time T of the
path and its local time (X7, L% (X)) and second sampling X;, and LY (X) at a finite number of times
(ti)i=1,...m conditioning on (Xo,0) and (X7, LY.(X)).

For (X7, LY.) they jointly simulate if the unique jump 6 is negative, else they decompose the joint law as
the marginal of X7 and the conditional law of L%|Xr. The latter approach is based on the observation
that can be interpreted as the joint distribution of the Brownian motion and its local time biased
by the terms eZ(X7) and e=0LT(X),

The authors need then to sample from the conditional laws of

(LY (X)]Xs, Xy, LY(X) and of (Xy, Li (X)X, X, LY(X), Ly, (X))

where 0 < s <t <u <T. We refer to sections 2.1-2.4 of [48| for the explicit densities.

According to us this approach is not generalizable to the case of a drift with several discontinuities
because the joint distribution of the Brownian motion and its local times at several points is not explicit.
It seems quite complicated to obtain and probably difficult to handle as well.

3.3 On the way: the exact simulation scheme of a multi-skew
Brownian diffusion whose drift admits jumps

The goal of the chapter is to provide an exact simulation of the brownian motion with drift b admitting
a finite number of jumps, whose law is denoted by P,. Up to now we have found a measure £, given
by such that the factorization holds. This is the framework in which we can apply the
retrospective rejection sampling scheme presented in Section If one can sample from the finite-
dimensional distribution of £, then one has provided the desired exact simulation scheme for P.

As announced we generalize the scheme presented in Section [3.:2.3] We notice that we can provide the
exact simulation of P, by finding an exact simulation scheme for the multi-skew Brownian motion, of law

Péﬁl"”’ﬁ"), with small skewness parameters (/;);=1,...» and then using a limit argument.
In fact we are able to find fy, ..., 8, € [—1,1] (Lemma|3.3.1]) which allow to develop the scheme presented
in Section [3.2.1]

1. there exists an instrumental measure (F1:+#n) guch that

Pl()ﬁl,-..,ﬁn)(dX) x exp (—®,(X)) Q(ﬁl,...,ﬁn)(dX)

where Péﬁl""’ﬂ") is the law of the multi-SBM with drift defined by (3.1.2));

2. the weak convergence of Péﬁ 192) 46 the law of the Brownian motion with drift Py, when the

B;’s tend to 0, implies the weak convergence of the instrumental measures QBLBn) 1o O (see

Lemma [3.4.1));

3. the exact simulation scheme propagates at the limit:

Pl()ﬁ%,.“ﬂ,z)(dX) o exp(—‘bb(X)) QB 3”')(dX)
B; —0 4 3 p; =0 (3.3.1)

Po(dX)  x exp(-®y(X))  9(dX)

and the previous limit result provide also a method for sampling from the finite-dimensional distri-
bution of . See Section [3.4.1] for the explanation and Section [3.4.4] for the simulation method.

Let us now present the retrospective rejection sampling scheme for the multi-SBM with drift b (i.e. the
point 1 of this list).
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3.3.1 The instrumental measure

One knows by Girsanov theorem, and It6-Tanaka formula, that

Py (dX) o exp (~®y(X)) exp (B(Xr) — B Zﬂycﬁj L7 (X)) PO dX),  (332)

where Cs, = b(z;) + /%, and b(z;) is defined in 1)
Except for the precise values §; = —b(eTjj),j =1,...,n for which Cp, = 0, the local time terms in (3.3.2]) do

not vanish, which makes the simulation hard. One can get around this difficulty choosing the coefficients
B; and a real number 1 such that

By (dX) o exp (~@y(X)) exp (BO(Xr) = BO(Xo)) B P (dX),  (33.3)

o QB ‘ﬁn’)(dX)

where B () := B(x)— px is a primitive of b— . Indeed, for our purpose, we are free to let the coefficients
(Bj)j=2,....n depend from S, as long as limg, ,08; =0for j =2,...,n

Thus, knowing how to sample under the measure Q187 it would be possible to simulate exactly
]P’,()ﬁ 1reefn) following the retrospective rejection sampling method described in Section

In the next lemma, we show how to choose f31,...,3, € [-1,1] and p € R in such a way that identity

(3.3.3) holds.

Lemma 3.3.1. The representation (3.3.3)) holds as soon as the skewness parameters and the
constant p satisfy

0, 6,

Bi=p ,J=2,...,m, and p=>b(z 3.34
T 1 By (b(z1) — b(2;)) (21) + B ( )
Proof. Girsanov theorem yields
]P)l()ﬁlw-wﬁn)(dX) x exp <B(“)(XT) BW (X)) — Zﬂﬂ (C@J ) 2(X )> P(Blv 2B (dX).
To erase the coefficients in front of the local times, it is sufficient to set u = Cg, = --- = Cjg, , which leads

to the identities (3.3.4). O

Remark 3.3.2. Notice that, for the choice of f1,..., 3, and p in Lemma since Bjp = b(z;)B; + 6,
one has limg, 0 81 = 6; and also limg, 0 8; = 0 for any j = 2,...,n. The latter limit will be very useful
in what follows.

Remark 3.3.3. Choosing appropriately a piecewise constant function p, one can obtain the identity
for any choice of f1,..., 8, C [—1,1] not necessarily small. If all C’s either vanish or are equal
to an unique constant C, one considers the constant drift 4 = C. Otherwise assume there exist at least
two indices j1, jo such that Cs; # Cp,, and both do not vanish. One then defines the piecewise constant

function p = Z;’;ll Cp; 112,200 TC8, 112, ,00)- In this case a retrospective rejection sampling for P,gﬁl""’ﬂ")

is possible as soon as an explicit expression for the transition density of the skew Brownian motion with
piecewise constant drift is known (see Section or Chapter [4]).
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3.3.2 Simulation of Q®Fn)

The simulation of Q(ﬁl’“"ﬁn)(dX ), consist in sampling from the finite-dimensional marginals, i.e. giving
a finite number of sample variates - called skeleton (X (¢1),...,X(tam), X7) = (y1,...,ymMm,y) - from the
density

M-1
hOB) () TT PP (i = 0, T = ti, 93, 9, i )y - - dyardy, (3.3.5)
i=0
where ty := 0, yo := Xo = x¢ and q,(tﬂl""’ﬁ") is the transition density of the bridge of Pﬁﬁl"“’ﬁ"). The
density function h(%1:8n)(y) of the conditioned law of X7|Xo = zq satisfies
RBrosBn) (1) o exp (B(u)(y) — B (x0)>p£‘51a“~76n)(T7 z0,Y),
where pffl"“’ﬁ") is the transition density of JP’LBI""’B"), as already introduced.
The relationship between q,(f veefn) and pff LyeeesBn) is, as usual for bridges of a Markov process, given by
(Br o) 1. AP ) o )
' t,T,z1,22,y) = (BB :
Pu (T7 x1, 1'2)

Let us write for simplicity p,, instead of pfto’”' 0) (resp. g, instead of q,(,o"" ’0)) for the transition density of a
Brownian motion with constant drift x (resp. for the transition density of a Brownian bridge with constant
drift 1) Recall also that in fact g, does not depend on the drift  and is equal to go, the transition density
of the Brownian bridge.

The challenge is therefore
e to obtain an explicit expression for the transition density pfﬁ LreersBn) involving an instru-
mental density from which it is known how to sample, namely p,, the transition density of
the Brownian motion with drift u

pr P (b, y) = pult,@,y) o (8 3, y). (3.3.6)

e to bound uniformly the function (z,y) — v,&ﬂl"”’ﬁ")(t,%y).

In the case n = 2 these facts are rigorously proved in Theorem and Proposition In Chapter
we discuss about the adaptability of this method to the case n > 3.

We assume these facts for n > 2 in the remainder of the section. Hence the densities involved in ({3.3.5)
are given by

(Bly~~7ﬂn) (ﬁ17~"y/8n)
v t,r1,Y)v T—tyx
C],(ﬁl’m’ﬁ")(t,T, z1,20,y) = qo(t, T, w1, T2, y) - ( (ﬂl y?g gL ( Y Q)a (3.3.7)
vy UPT, 21, x2)

and  APL00) (1) o exp (B(“)(y) — BW (fﬂo)) (T, 20, y) v£ﬂ17...,6n)(T, zo,y).

One may then apply the generalized rejection sampling method thanks to the uniform boundedness of the

(B1y-++38n)
m

function v . This important property also implies the integrability of A(%1-f») as we prove in the

next lemma.

Lemma 3.3.4. Let zy € R. Under our assumptions on the drift b, for any choice of p1,...,0n € [—1,1]
and p € R, the density function y h(ﬁl’“"ﬁ")(y) is integrable and therefore normalizable.
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Proof. The density h(P1-8n) (y) satisfies
RBLBn) () oc eBW=BE0) 1y (T 2 4y) Uiﬁl,.--,ﬁn)(T’ z0,7). (3.3.8)

Since b is bounded, its primitive B satisfies B(y) — B(zo) < ||b|loc|y — Zo|- We have

(B1,-++38n) o
|U,u (T’J"O")H‘X)/ eHbHooH/—IO\ e_(y;?0)2 dy
2T R
lell2,

= PP (g, Yoo € 2 L

/ eB(y)—B(r) po(T,-T7y) U}Sﬁl,---7ﬁn,)(T,m7y) dy S |
R

The integrability follows. O
Notice the reformulation (3.3.8)) of the definition of h(%1:++8») which depends on 1 only through v“(ﬁl’“'ﬁ").

3.4 A drift with two or more jumps: exact simulation scheme
for the associated Brownian diffusion

3.4.1 The exact simulation scheme of PP, as a limit scheme

In the entire section, we correlate the parameters (3;);=1,.. ., and p as in Lemma The following

convergence result provides a method for sampling under the measure Q, once pftﬁ 1ePn) i made explicit

and uniformly bounded. This result yields the completion of the simulation scheme for P.

Lemma 3.4.1. Take 5, = % and define the other skewness parameters B;(k),j = 2,...,n, by the rela-

0
tionship (3.3.4): B;(k) = 0, 1 b(zf) () and p(k) = b(21) + k01. Then
J

%752(&),...,/371(!'@)) _ Pb and D(%ﬂi’("i)v---ﬁn(“)) N Q,

K— 00 KR—> 00

P
where the convergences hold in the weak topology.

Proof. First notice that even a stronger convergence holds in the following sense: If Y is the strong solution
of equation 1} and Y(®) k > 1, is the strong solution of equation 1' with skewness coefficients
B = %,BQ(H), -+, Bu(k), then the sequence (Y (%)), converges in L'(C) to Y:

lim IE( sup [Y.®) fys\) —0.
k=00 s€[0,T]

This is due to Theorem 3.1 in [32], slightly extended in Theorem 5.1 in [20]. Strong convergence then

implies the weak convergence of (IP’ZEQ”6)2(@"“’[9”(&))),,C towards Py.

The weak convergence of the sequence Q(%’B 2(7).Bn (%)) §g straightforward once one has noticed that the
function defined on C by X + exp (®,(X)) is bounded and continuous in the topology of the sup-norm. [

As an immediate consequence one obtains the desired relationship (3.2.I), see the scheme [3.3.1]
Therefore the retrospective rejection sampling for P, is possible as soon as one can sample from .
Moreover Lemma yields also the sampling method for the instrumental measure Q. Indeed the

weak convergence of D(%’ﬁQ(”) """ 82(%)) ensures the convergence of the finite-dimensional distributions
with density given by (3.3.5) to the finite-dimensional marginals of . And, if the sequences of density

(h(%’132(“)"“’[3"('“))),€ and (q %’ﬂQ(“)""’B"(“))(t, T, x1,%2,")), admit pointwise limits B(01,-0n) and q(el"“’e")(t7 T, x1,22,")

respectively (see (3.3.7) and (3.3.8])), then the limit of the expression (3.3.5) is given by

M-1
B0 () H g Ot (g — 3, T =ty yi, Y, yir) dys - - dyardy. (3.4.1)
i=0
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Thanks to Scheffé’s Lemma, one can easily conclude that is the density of (X¢,, Xt,,-- ., Xt,,, X7)
under Q.

We focus directly on the limits h(®1:0) (y)dy and ¢'%%)(t, T, 21, x5, y)dy, providing a rejection
sampling scheme for them with instrumental densities the transition density of the Brownian motion
po(%,xo,y) (for some § € (0,1)) and the transition density of the Brownian bridge qo(t, T, x1,z2,y)
respectively.

It is necessary to find positive functions f* and ffl .z, smaller than 1 such that

h(91,92,‘..,9n)(y) _ C«'H . fg{(y) and q(91’62’m’9n)(t7T,ml;an )
po(%,xo,y) qo(taTaxlaany)

=CP-f5 ., (). (3.4.2)

One introduces a parameter 6 € (0,1), for some reason that will be explained when we explicit the
R(O1:02,:.00) (4))
Po(ﬁTg’wo,y)

(01,...,0,), the time T, the bound of the drift ||b||oc, and § (resp. on (61,...,0,),t, T, x1, x2).
Assuming that the decomposition ([3.3.6) holds and assuming that there exists a pointwise limit

p(010n) for v(“’)BQ(K)’ P () when k tends to oo, one can pass to the limit in the equations (3.3.7]
and [3.3.8]) obtaining the relationships

ratio , see (3.4.15)). The normalizing constant C* (resp. C®) depends only on the jumps

OrsesOn) (8 g, )0 000 (T — £, gy, 29)

(01,...,0) t.T _ t.T v , L1,Y s Y, T2

612, 22,9) = 06 T, 21,22,9) V00 (T, 21, 22) ’ (3.4.3)
R0 (y) oc exp (B(y) — B(wo)) po(T, xo,) v\ (T, x0, ).

It is then sufficient to prove the existence of a uniform bound for (z,y) — v %) (¢ z y) in order to

develop the rejection sampling scheme from A1) and ¢(®1-92)  Moreover this bound yields the
integrability of A(?1-+0n) analogously to Lemma

In conclusion, Lemma [3.4.1] ensures that the exact simulation scheme for the skew Brownian motion with
drift b is transposed to the desired exact simulation scheme for the Brownian diffusion with drift b.

3.4.2 The limit of the SBM

From now on we will consider the case of a drift with two discontinuities (n = 2) at the points 0 and
z > 0, that is J = {0, z}. In this case the transition density of the (Bl,ﬁg) SBM with drift 4 admits the
decomposition (3.3.6) (Theorem , and for any t > 0 (z,y) — v,(fl’ -+ )(t, x,y) is uniformly bounded
(Proposition
In fact we are mainly interested in the asymptotic regime for small skewness: « large integer, 81 = -,
Ba2(k) = m and p(k) = b(0) + kb1 as in Lemma Recall that lim,_,o S2(k) = 0 and
limy o0 B (K)pu(k) = 65,5 = 1,2 (see Remark [3.3.2).
The function (¢, z,y) — ULBI""”B")(t,z,y) admits a pointwise limit (¢,z,y) — v(@-92) (¢, z,y) which is
bounded from above uniformly on (z,y). This is the content of Proposition and Proposition
Let us define the polynomials &;(y; £) := lim,— 00 ¢; (y, u(k)VE €), § = 1,2,3,4, where ¢;(y, u(k)Vt; €)
are given by . They satisfy

& (y;€) = (5-1-91\/%)(54-92\/5)

Ea(y: &) = =01V (€ = (2L g5y — 1) 02v7) (3.4.4)
C3(y;€) = =02Vt (€ + (2Lgy0) — 1) 01V1) -
Ca(y;€) = — (1 = 2L{o<y<sy) 0102t

Their coefficients ¢; 5, defined by the relationship é;(y; &) = Zi:o Cjo—n(y)En, satisfy

c1o(y) = 1, er1(y) = OVt + 020/t ¢1,2(y) = 6102

C20(y) =0 a1 (y) = =01Vt Co2(y) = (2Lgy>y — 1) 016t
Zo(y) =0 " |ésaly) = —92\/7E ") E2(y) = — (21 gys0p — 1) 162t
Ca0(y) =0 ca(y) = caa(y) = — (1 —21p..)(y)) 0162t
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They are obtained as the limit for & — oo of u(x)" ¢;p, with ¢; given by (2:3.2)). Finally, for any a, C;
are defined, analogously to (2.3.3), by

Cio=2¢0, Cj1=2¢1+280a, Cjo=2¢a+Eiat+oea’, j=1,234 (3.4.5)

Proposition 3.4.2. Let 6,,60; € R. Let us denote by v(91:92) the pointwise limit for k — oo of the functions

(t,x,y) — le(é';’BQ(K))(t,x,y) defined by (2.3.10)). Recall that wj, is defined by (2.3.12) and ¢; by (3.4.4).
Let a > 0 such that a > max (—201, —205). Then the following representation holds

e} 4
00102 (¢ 1 y) Z —616,)" Z k(W) (z,y), avt) (3.4.6)

where Fj7k; which is actually a function of (t,x,y,a), satisfies

1(w? o402 —aw;x —w? -1
Fjr(wjk, ) = ez (Wl ota®) g—aw;x (w =T T E(ysiw + a) (w — iay )1 (w — ia2)k+1> (wjp—a) (3.4.7)

where @; = av/t + 0iV/t.

Proof. Without loss of generality we can prove the statement for ¢ = 1. To prove it, it is sufficient to pass
to the limit into the integral (2.3.14). One then finds (3.4.6) and (3.4.7). Proposition guarantees
that integral and series can be exchanged.

Remark that Fj,k can also be defined as the pointwise limit of the functions F}; given in and
therefore

k k—n)! ezet, 2 A =
~ ano ((k(Zn)IT:L)Im 0.— 922)21k(1n+1 tho Cj,2h(y)yh,n(wj,k7a)) , 61 7é 02;

Fjr(wjr,a) = (3.4.8)

yrt 12
((2k+1). Zh 0 Cja—n(y)ez“10%), o o y1(wj i, a,61), 01 = 04,

where jh’n(w, a) := G 0n(w,a,02) — (=1)"%, 0.n(w, a,61) and the functions C’j,h are given by . The
function %, ¢y, is defined by -

Notice that, due to our appropriate choice of a, we can obtain the latter formula from 7)) proceeding
as for Theorem [2.3.7] Indeed, since a is strictly larger than any pole of the limit expression, there exists
Ko such that, for any k > ko, a is larger than max(—2% u(k), =28 (k) p(k)). O

3.4.3 A uniform bound for v(?1-%2)
The main result in this section is the following proposition.

Proposition 3.4.3 (Uniform bound for (z,y) — v(@1:92)(t x,y)). Let 61,05 be any real numbers. Let us
denote by (vwl’g?))k (t,x,y) the k—th term of the series v\%:92)(t, 2, %) given by ([3.4.6). There exists a
positive constant C, depending only on 01,6, such that

sup ‘ (U(91,92)>k (t7 x, y)‘ < Ce” 223 .
More precisely, one can take
0 .
o 1+max{1/)(91,92),1/)(92,01)}+m1n{ o 2\[‘ (0 (ezxf)’} P00 5,0
1+ 2|61 |p(01V/t) + 303t if 01 = 02,
where

p(w) == V21e's &°(w) (3.4.10)



3.4. EXACT SIMULATION SCHEME 61

and

0102Vt

01+ 64 t
0, — 0o

01 — 05

(01,82) = 00 VER 01V 162 V(02D i {2,

1) 10VEROVD + 2

w02V}

Moreover, there the sum of the series is uniformly bounded

C
sup ‘U(Ql’%)(t,x,y)‘ < — (3.4.11)
.y

1—e %
and if Ryv(91:92) denotes the remainder after the (N + 1) — th term of the series (3.4.6) which represents
(01,02)
v , then

sup ‘RNv(el’%)(t,x,y)‘ < %e_#wﬂ). (3.4.12)
z,y 1—e "t
The proof is similar to the one of Proposition [2.5.3] nevertheless the combinations of the steps is
different.
Considering formula (3.4.6)), it is clear that the proof of is complete as soon as one finds an
appropriate bound for sup, , Fj7k(wj7k, av/t) for each j € {1,2,3,4} and k € N. This is done in the next
lemma.

Lemma 3.4.4. Let us define l*:’j,k by (3.4.7) and wj i by (2.3.12) for any j =1,2,3,4 and k € N. Then
there exists a positive constant C;, depending on j and (61,02) but not on k, such that

~ 22
sup |9192t|k ‘Fj7k(wj7k,a\/f)‘ < Cj eiQTk.
x,Yy

Proof of Lemma |3.4.4 It becomes straightforward once one shows that, for each j =1,...,4 and k € N,
there exists a positive constant C'; not depending on k such that

(“’Jz',k*w%,o)

sup |0, 0ot |" ]Fj,k(wj,k, a\/i)‘ <Cpe T (3.4.13)
x,Y

Indeed, since a;(x,y) > 0 for all j = 1,2, 3,4, the following estimate holds

1 1 9 222
5(“%,0 —wiy) < 5 (aj(z,y) + 2kz)" < —Tk-
Let us prove (3.4.13). To simplify the notation, in the rest of the proof, one take ¢ = 1.Then we define
a;=a-+06; fori=1,2 and also
. _ —¢lyyiw +a)
Pi(0) = o ) w = i)

where the polynomials ¢;(y; w) are given by (3.4.4). Equations (3.4.6] [3.4.7)) can be rewritten as
oo 4 n
{’U(el’ez)(l? xZ, y) = Zk:o(_6192)k Zj:l J k(wj,ka a)7
Lo %

~ ~ w2 ~ o~ .
Fin(win, a) = —e2 (@hora®) gmawsn (£ ,T> N mw,i\/%az)(%k —q), j=123.4,

where f, is defined in (2.3.6).
The rest of the proof of Lemma is tricky and divided in several steps.

First one need to compute the convolution between the Fourier transform of p; and a Gaussian kernel: it
will lead to the product between a Gaussian kernel and a linear combination of translations of the func-
tion ¢ defined by . Then one has to compute the convolution of this quantity with the function
fx(+, a1, az), which is positive with support on (—oc,0). Its L!-norm is computed in Lemma We will
complete the proof finding an estimate of the convolution which uses this latter information.
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Let us compute now the convolution of a Gaussian kernel with the Fourier transforms F(p;), j =
1,2,3,4.
First we’ll focus on the case 8 # 65 where

LF(py) xe™ % = e~

L F () we s = e (=0 2B TR o0, 4 G)) 4+ 205 20w + ) )

L F(py) e =% (—QQW plw + fz) — 21 y<0y 2% p(w + a1)>
L F(f) xe T = e T (2L0,0(y) — 1) 2% (pw+i2) — p(w + 1))

The Gaussian component is positive and decreasing on (0, +00), and the function ¢, defined by (3.4.10)),
is positive and decreasing on R.

The bound of the convolutions ‘(\/%7]:(]5]») * e_wT2> * fk(wi\/%lrai’) (wjx — a) is then controlled by the con-

volutions

2

(ef%gp(ai n w)) % fu(w, dn, ag)\ (wjo — ) =

7(“’ij a—y)? o .
/6 2 00 +wjk —y) fe(y,ar,a2)dy|, i1=1,2.
R

Notice that fi has support on (—o00,0). Then

(e’wTQQO(w + ﬁi)) * fk(ui’/;lr’ 62)

2 0 (wj =92 fk(y a; 62)
wikr—a) < p(w;ir+ 6 ea“’jvk677/ e” 2 ‘eayH
(wj, ) < p(wj, i) o

NSO |

< p(wjk +Oi)e 2 mﬂe_uyfk(y,abﬁ2)|\L1(R,dx)-

dy

— 00

Suppose we knew that |le™ fi.(-, d1,82)| 1 (R dz) = |9‘19ﬁ|,€, as we will prove in Lemma below.
We can then complete the proof in the following way. Since w; g > 0, p(w;k +60i) < ¢ 0 and

o) 4
B w ik “’10
0@ (1, y) = D7 102021 Y |l )] < sz] B
k=0 Jj=1

k=0 j=1
where the coefficients m; are given by
my = 1
— ; 010> 01402
ma = [01]0(01) + Liy>.y min (2, 2|53 p(02) +[01] (| 525 — 1) ¢(61)

mg = |02]¢(02) + Lgy<oy min (2, 2| 2% o(61) + 0] ( |5152 | — 1) @(62)
28 1p(01) - 2(62)])

my4 = min (17

w2, —w?

: L2
The fact that e~ "7 =" < e Hk yields the conclusion.
If 8, = 65 then, analogously,

)=e" T [—Oip(w+ a1) + 215107 (1 — (w+ ar)e(w + a1))]
)=e"T [—Oip(w+ a1) — 2Lgy<030F (1 — (w + a1)p(w + a1))]
)= e (20 (y) — 1) 02 (1 — (w + d1 )p(w + 1)) -

Following the same procedure as before, the conclusion comes from the fact that 0 < wp(w) < 1 for
w > 0. O
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Lemma 3.4.5. Suppose a # 0, a1,a2 >0 and k € N*. Then
1 V2T V2
Flw— —— | (w)
(w —ia)k

= — d . =
alF and || fr(; a1, a2)|| L1 (R, de) (1)
where fi is defined in (2.3.6)).
k

Proof. Tf a > 0, by Lemma [2.3.5 ’]—" (w — m) ‘ = V2rlp- (w) el eae.
Integrating by part,
\% 271— k: aw dw

(o i) 9, (e ) @

So the first identity follows from the inductive hypothesis.
k
If a <0 then F (u} = m (w) = —ik+1v2w%ewlﬂw (w) and the proof works as before.

To compute the second norm proceed as follows:

17 (o) 7 (i) ©

(—1)*V2r(k!)? /( y) e Vg (y)(y—w)’“e‘”(“’y)]lR(w—y)dy‘dw

:/Rﬂ

Since the integrand is positive, we can exchange the integration order and then use the previous result to
conclude:

i (a1 02) 121 oy = VR (k1) ( [ ez ) dy) ( [t (y)dy)

k?

LY(R,dz)

LY(R,dz)

dw

| fra1(s a1, a2)| 1 (rde) = Wors

1 1
ml)k+1> ”LI(R,dr)H}— ((w —ia

) I = o

- 57 (@

3.4.4 Sampling from the instrumental measure Q

One can produce the skeleton of random variates from expression (3.4.1)), (i.e. sample under ) through
generalized rejection sampling schemes (see Proposition [2.5.2)) for both functions ~(%192) and ¢(%1:2) defined
in (3 The necessary assumptions for applying the Algorlthmare satisfied thanks to PI‘OpOblthD-
Indeed fu(el 92)(t, z,y) is a bounded series (see (3.4.6)) with bound (3.4.11)) uniform in z and y. Let us
denote the renormalized series, its truncation at the (N 4 1) — th term and the bound for the remainder
as

222

1—e" ¢

222

v(ehez)(t,x,y), va(ol’ez)(t,m,y), %NU(Gl’GQ)(t) = 1 (N (3.4.14)

rv(el’ez)(t, z,y) =

respectively, where z is the distance between the barriers and C is given in (3.4.9)). For any fixed § € (0, 1),
the density h(1:92)(y) satisfies

2
h(61,62) e C — 535 o B(y)-B(wo)
T (y) ool MB 222 £ — ]\/e[ rv(91,92)(T’ o, y)) 3.4.15
pO(T_(saxO,y) m 1—e T er's ( SR )
OH 7‘,3{ (y)

2
where Cy , 7 is the normalizing constant for the density h(01:02) and Mp < ”b“ T is an upper bound

for B(y) — B(z) — @2& Indeed the parameter ¢ is introduced to control the p0551bly unbounded term
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e

eBW-B@) with e=“27 % and an appropriate choice of §, for each specific case, can make the bound
sharper.

One obtains a decomposition of the density y — q(91’92)(t, T,21,22,y) as

(01,62) 2
q (thax17x27y) (O) 1 (61,02) (01,02)
— ’ t LT — ¢t .
qO(t,T71'1,$2,y) (1 B 67252) <1 _ 6—12"2—2t> 0(91,92)(T7x17x2) TV ( ,xlyy) rv ( ay71'2)

I8 )

cB
(3.4.16)

Remark 3.4.6. The probability to accept a simulation from the instrumental density is respectively the
inverse of C** and CB. Therefore, it is of great importance to get a bound as small as possible for Mp and
v(B1:62) a5 in Proposition

Therefore (3.4.15) and (3.4.16)) are on the form we expected, see (3.4.2]). Let us show how to control

the (finite sum) approximation of fl 2, and its vanishing rate of convergence, as well as the respective
quantities for f}t.

Lemma 3.4.7. There exists a sequence of finite series (f5)n (resp. (f¥)n) that converges pointwise to
ffl z, (Tesp. to f) for N — oo with an exponentially vanishing rate of convergence.

Proof. One has to find functions f3 (resp. f5) and an exponentially decreasing sequence R% (resp. R5)
such that, for all y € R, | f24(y) — [4(y)| < R (vesp. [ £5 ., (4) — B ()| < 7).

Proposition [3.4.3] yields the following choices of truncated densities and rest term

R = xR (b ) - rvo O (T — 8y, a0) 3.4.17
9%% = 67212 (N+1) + 6_%(1\]"’1) — 6_222(%+T1—t)(N+1) ( o )
and
2
Ho._ (61,02) _ _ M _ )
¥ =ryv (T, xo,y) exp (B(y) B(xo) 5 0~ Mz (3.4.18)

R = Ryo%2)(T).

where ryv and Ryv are given in (3.4.14]).

Notice that the series f?\}l contains N + 1 terms, but f]l\g[ contains (N + 1)? terms, since it is the product
of two truncated series, each one with N + 1 terms. Indeed, if Rryv(?1-%2) is the remainder of ryv(?1:02)
one can write

)

fhx? = <7”N11(91’92)(t, x1,y) + RTNU(GI’GQ)(L Ty, y)) (TNv(el’oz)(T —t,y,x2) + RTNU(91’62)(T —t,9, x2)>

- (TN/U(01792)(t7 x1, y) : TN/U(GMQQ)(T - ta Y, 332)) + (TNU(01702)(t7 X, y) . RTNW(Glﬂz)(T - ta Y, $2)+
+ryv @102 (T — ¢y, 29) - Rryv 92 (¢, 21, y) + Rryv @092 (8,21, y) - Rryo®92)(T — ¢y, x2)> .

O

The exact simulation scheme for P, is now completed.
As one can see our approach is a variant of the one in . The difference is that in that case the

densities h(51:72) () and q,(fl’ﬁQ)(t, T,x1,x2,y) were expressed as in 1 and . Moreover the bound
in Proposition was used to obtain a (generalized) rejection sampling method (analogously to (3.4.2]))
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for h(P1:52) () and qL’B“BZ)(t, T,x1,22,y). The latter converged to a rejection sampling for the respective
pointwise limit functions h(1:¢2)(y) and ¢(®1:92) (¢, T, 21, 24,) once B tends to 0 (Proposition

In order to do an approach amenable to the case of more discontinuities (n > 3), we tried to reduce
the use of the explicit knowledge of the transition density of the multi-skew Brownian motion, as we will
discuss in Chapter [4f Nevertheless in the cases n = 1 and n = 2 one can do everything directly.

3.5 Simulations

In this section we provide some numerical simulations for Py, solution to . We also measure the
performance of the exact simulation method in comparison with the classical Euler-Maruyama method,
which has the disadvantage to smooth the effect of the discontinuous drift. The smaller is the discretization
time step, the weaker is the effect and so the exact method becomes more and more competitive.

The section is organized as follows. First we recall the appropriate functions to use for applying
the generalized rejection sampling method (see Proposition and Algorithm (1) to sample from the
instrumental measure. In particular we sample from the densities h(?1:2) and q(9172)(t, T, x1,29,) given
in (3.4.3). We devote the second part to the pseudo-code of the retrospective rejection sampling (see
Section [3.2.1)), which relies on the simulation from the finite-dimensional distributions of the instrumental
measure £) given by . In order to minimize the necessary CPU time we propose two different ways
to apply the scheme. In the last part we illustrate our simulations.

We coded in Python 3 and executed the programs on a personal computer equipped with an Intel Core
i5 processor, running at 2.5 Ghz.

3.5.1 The generalized rejection sampling for sampling under Q (GRS)

In Algorithm [1) we have given the pseudo-code of the generalized rejection sampling (GRS), which allows
to sample a random variable from an instrumental random variable once the bounded ratio between the
densities is an infinite series whose remainder is vanishing. Let us recall the relevant quantities: if g(x)
and h(x) are respectively the instrumental density (w.r.t. the Lebesgue measure) and the density from

h(x)

1
which one would like to sample, then let us denote by f(x) the function ratio — ——, where m is an upper
m

g()

h
bound of the function —. The Algorithm |1 requires the following quantities and functionals:
g

e ¢: instrumental density under which it is known how to sample,

® N, qz: the maximal number of terms of the series one decides to consider,

(fN)N=0,....N,,..: the partial sums of the series f,

max *

(9%;\,) N=0...,N,.... decreasing sequence of bounds for the remainder f — fy,

Ig;: a (piecewise constant) non decreasing function (0,1) — {0,..., Nyas}, inverse of Q{fv:
Ig;(u) =inf{N < Nz : SR{V < u},

As we have seen in the Section the GRS enables us to sample from the finite-dimensional distri-
butions of 9 (3.4.1). In particular we sample from the densities h(?1:92) (T, 20, -) and ¢'%1:%2) (t, Tz, x5, )

in (3.4.3) with instrumental densities the two Gaussian densities pg (11_5,1’0, ) and qo(t, T, x1,x2,") Te-

spectively.

Tphe sequ}:ence (fwn, m{V)NSNma:E for h(?1:%2) and ¢(?1-%2) are provided by and respectively.
Both sequences (93{\,) ~ considered in this section are exponentially decreasing, hence the piecewise con-
stant functions Ii{% are easy to compute explicitly. Moreover all simulations turn out to be exact (i.e.
one takes the decision to accept or reject without the need to consider N,,.., as explained at the end of

Section [2.5.1]).
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Let us recall that we fix the integer Nyap = IE{;(O.OOOOB), such that the probability that for all

N < Nyja: one has not been able to accept or reject a sample, is smaller than twice the bound SR{VMM,
i.e. 0.0001.

3.5.2 The retrospective rejection sampling

The following algorithm describes the scheme that returns the pair (T + to, X7). Xr is a sample of the
solution Py on [tg, T + to] of (3.1.1]) at the final time T+ ¢y3. The sample is obtained through retrospective
rejection sampling from the finite-dimensional distributions of the instrumental measure £.

The algorithm needs some parameters derived from the given drift b, such as the (half) heights 61,6
of the two jumps, the bounded non negative function cbg' defined in (3.2.2) and its sup norm ||¢2'||OO
Moreover it recalls the external function GRS.

Algorithm 2: The retrospective rejection sampling RRS

Input : The starting point 2y (at the time tg), the time increment T
Output: A sample of X7 at the final time T + ;.
reject < True;
while reject do
reject < False;
simulate a Poisson Point Process on [0,T] x [0, [|¢} |lco]: (T, Try k=1, M
sample X7 from the density h(°1:%2) through GRS;
70 <= 0, Yo < o;
for k=1to M do
sample y;, through GRS for the bridge density ¢(?1%2) connecting (74 _1,yx_1) and (T, X7) ;
if ¢; (z,,) > yi then
reject < True;
exit from this cycle and start again;

return Xr.

The retrospective rejection sampling procedure is such that the output can actually be more rich: it
can return the skeleton of the Brownian motion with drift b: the vectors (tog, 71 + to,...,7a + to, T +
to), (zo,y1,-.-,Ym,Xr). One can then add to the skeleton the simulation at any time instance t in
(to, T + to) using the bridges dynamics.

In order to make the algorithm more efficient one notices that, if the time increment T is large, there
will be a large number of Poisson points which slows down the algorithm since it can reject more often.
One can improve the algorithm in two directions.

First, simulating the Poisson point process on the rectangle [to, T + to] % [0, Hgbg'Hoo] progressively within
the rejection procedure.

Second, using the Markov property of the considered process. One can split the time increment into
congruent time intervals of length ¢ smaller than a fixed value T;. One then applies the RRS on the
different time intervals of length ¢ with new initial conditions given by the ending point on the previous
interval. We will call SRRS the split RRS obtained choosing T.; < /¢ || in a convenient way in
order to minimize the computational times. If Ti; were Hd),ngol, the Poisson process on the rectangle in
RRS would have intensity 1. Therefore, with probability higher than e~! (when the Poisson process on
[0,#] x [0, ||#; [ls] has an empty realization), one avoids to apply GRS for bridges.

We are proposing the next pseudo-code whose inputs are the same as for the algorithm RRS.
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Algorithm 3: The split retrospective rejection sampling SRRS

Input : The initial conditions (tg, xo),
the time increment T,
the function ¢, and its upper bound m (see (3.2.2));
Output: A sample of X7 at the final time T + ¢g.
Split the interval [0, T] in m’ congruent intervals of length smaller than T,; = m™!;
forall j =1,...,m' do
obtain X7,,.; through the RRS with input the time interval T,; and the initial conditions
G

return Xr

We compare in the next subsection the CPU times using the retrospective rejection sampling described
above for some piecewise smooth drift b defined by (3.5.1)), see Figure

3.5.3 Numerical results

Let us consider two examples of Brownian diffusions starting from z¢y = 0.5 whose drift by (resp. bs) is
piecewise smooth and admits two discontinuity points at 0 and z = 1:

0 =<0 —2cos(x) <0
bi(z):=4{1 0<z<1, ba() = { sin(z) 0<z<l, (3.5.1)
0 z>1 cos(x — z) + sin(z) x>1
and by (0) = 2 as in , and ) = 1/2 = —0, (resp. by(0) = —1,by(1) = %, and 6; = 1 and

0, =1 / 2 Flgure 3 3 reprebentb the drift bs. )

In each case we need to choose the time length T,; (to apply the SRRS, see Algorithm [3)) and the
parameter § € (0,1) appearing in (3.4.15). In the first case we fixed T,; = 0.55 (< ||¢I—j'1\|gol = 2) and
0 = 0.75. In the second case we choose Ty; = 0.2 and § = 0.6. Let us briefly explain how we took our
decision.

Once T¢; has been ﬁxed we choose & such that the quantity %||b1]|% Z¢t is as small as possible (hence
we can take Mp in 5) equal to it). Indeed the sharpness of this quantity and of the constant C in
determines the probability to accept a sample from the instrumental density as a sample from
h(1:92)  The latter probability is the inverse of the constant C* given explicitly in . Let us recall
that the constant C is a factor of the quantity C” (see (3.4.16))) as well, hence determines the probability
of accepting a sample of a Brownian bridge as a sample from the desired density.

The choice of T; is more delicate and it is based on the computational time of the algorithm RRS. The
algorithm SRRS splits the given interval (0,7 into intervals of length between %T v and T, and applies
RRS. We choose T,; such that RRS is fastest on ( Tet, Ter)-

The CPU time for the RRS does not grow hnearly with the time, as one can easily notice from
Figure The Euler-Maruyama method and SRRS instead show an asymptotic linear growth of the
CPU time as function of the time 7. Sometimes the growth factor of SRRS is considerably faster, and
sometimes slower as in the cases of the drift by. This is due to the nature of the drifts and to the quality
of the bounds.

Figure shows that the Euler-Maruyama scheme needs a very small discretization step to be more
precise at the discontinuities of the drift.

Considering the drift b; which is a indicator function, our simulation of the 10° samples is exact and it
is much faster than Euler-Maruyama with discretization step 107°. The average time for a single sample
is respectively of 0.09 and 0.18 seconds. The Euler-Maruyama scheme with step 1072 instead is faster
(0.0002 seconds).

In the other considered case, the Euler-Maruyama method is faster. For the drift by, the average CPU
times for one simulation of X4, is 0.29 s and 0.1 s for the exact simulation through the SRRS and the

2 Tel
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(b) X7 is the Brownian diffusion with drift by at time T'

Figure 3.1: If X7 is the Brownian diffusion with drift b at time T, then the curves represent the ratio
between the CPU times to sample X7 and the time T with the different methods. The (red) dashed lines
represent the multiples of the maximal length for a split interval in the algorithm SRRS (T¢; < ||(;S;)r <.
The curve obtained through the RRS method reaches its minimum between the first two dashed lines
(orange and red). We considered 1000 simulations and computed the average time.
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(a) The density of the Brownian diffusion P;, at time 1. Band- (b) The density of the Brownian diffusion Py, at time 0.6.
width=0.1. T.; = 0.55, § = 0.75. T, = 0.2, 5 = 0.6.

Figure 3.2: The kernel density estimations of the density obtained from 10° samples with the Euler-
Maruyama scheme (10~° dashed line, and 102 dotted line) and the exact SRRS algorithm (with T,; and
0 chosen above). The dashed vertical lines represent the points of discontinuity of the drift. The process
has fixed initial condition Xy = 0.5.

finest Euler-Maruyama respectively. To obtain X ¢ the SRRS has applied three times RRS to intervals
of length 0.2.

Let us quantify the average number of rejections for a single sample from the densities h(?1:92)(3) (see
(3.-4.15)). For by with T = T,; = 0.55, it is around 5; indeed the probability of accepting a sample is the
inverse of the constant C* and it is about 0.196. For the densities ¢(¢1:%2) (t,T,xo,x2,-), t < T, the average
number of rejections is around 2. Moreover, as expected, the number of terms of the series necessary to
the decision (accept or reject) its rarely bigger than 1 and the average is around 1. This holds also in the
case of the drift by. Finally the average number of path rejection for each RRS in the SRRS is slightly
larger than 5.

Let us consider the drift by. In this case the average number of rejections for a single sample from the
densities h(91’92)(y) and q(91’92)(t, T, x0,22,), t <T are respectively around 7 and 6. Finally the average
number of path rejection for each RRS in the SRRS is slightly bigger than 9.

Figure shows the realization of a path of the Brownian diffusion with drift b;. The path has been
simulated as follows: given the skeleton with SRRS, it is sampled at each time of the discretization of step
10~3 following the bridges dynamics.
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Figure 3.4: A realization of a path ¢t — X; up
to time T' = 2 under ;. The horizontal lines
represent the points of discontinuity of the drift.
The dots on the path are the skeleton of the
process obtained by SRRS which splits [0, 2] in
five subintervals delimited by the dotted vertical
lines.



Chapter 4

Possible extensions and open
questions

Outline of the chapter: This chapter is devoted to some comments on possible extensions of the content
of this document. At first we propose the natural extension of Sections and Then we discuss
improvements and alternatives to the exact simulation method proposed in Chapter

4.1 More on the transition density of general skew diffusions

4.1.1 Towards an explicit expression

Let us recall the main steps of the procedure we presented in Section to obtain an explicit expression
of the transition density of the SBM with constant drift. We continue here the discussion started in
Sections [I.4] and with the aim to treat the multi-skew case. The key steps are:

Step 1. the contour integral representation for the transition density (along a contour T") (1.3.6));
Step 2. the explicit computation of Green’s function of the resolvent (Lemma |1.3.4);

Step 3. the regularity of Green’s function of the resolvent on the half-plane of complex numbers with
positive real part (after the possible change of variable through the complex square root ¢). In particular

1. its holomorphy between the curve ¢(I') and its continuous deformation to an appropriate curve
a+iR;

2. the localization of existing poles and therefore a criterion for choosing a in an appropriate way;

Step 4. the reduction of the contour integral to an integral on the real line and the identification of a
geometric sum;

Step 5. the identification of the result as a series of Fourier transforms and the explicit computations of
them.

We discussed the first step in Section We recall that Lejay, Lenotre and Pichot [35] proved the
extendibility of the contour integral representation for the transition density for a class of skew
diffusions with non constant diffusion coefficient. This class contains the multi-skew Brownian motion
with discontinuous drift. They also proved that the zeros of Green’s function are reals (partial answer to
Step 2 and Step 3). In their paper, our Step 3-5 are replaced by computing the inverse Laplace transform
when possible.

Consider first Step 2. Even in the case of a piecewise smooth drift with a finite number of discontinu-
ities, it is difficult to find explicitly Green’s function of the resolvent, i.e. to complete Step 2.

71
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Let us focus on the multi-skew Brownian diffusion with piecewise constant drift.
Assume that the drift x4 has a finite number of discontinuities at the skewness points 213 < 20 < ... < z,
and satisfies:

n—1

,u( ) = ,ull( 0 zl) + Z/ffjJrl]]-[zJ z7+1)(w) +//fn+1]]-(zn,oo)(w)7 Hiyeeos nyl € R.
j=1

As in Section one can provide a self-adjoint infinitesimal generator and then show that its spectrum
is contained in (—o0, 0] (partial Step 3). The associated Green’s function satisfies Lemma and is
constructed from the functions ug)(w) = e MUFVHGU for 5 =1, . n+ 1. It suffices to define the
functions UL as in Figure replacing vy with the functions ug) on the 5 — th interval. The required
conditions on Uy are continuity and the transmission conditions at the barriers:

k(z >(G 2D () + Gf i”(.y))—’f( >(G+1 e >+Ga+1d“(+“)(z-j)>'

These conditions are clearly more complicated, but it remains possible to compute the functions U.
Therefore in case of a multi-skew Brownian diffusion with piecewise constant drift Step 2 is doable.
Once Green’s function is explicit, one considers Step 3.

Let J be the union of the set of discontinuity points of the drift and the set of skewness points.
For any z,y ¢ J we claim that A — G(z,y; A) is holomorphic on the resolvent set. This should
be a consequence of the holomorphy of the resolvent there.

We have not been able to find an explicit proof of this assertion in the literature.
In the case of a piecewise constant drift Green’s function includes non trivial combinations of functions of

dj(A) := (/2X + 3 for different j € {1,...,n}. These are biholomorphisms between C \ (—oo, —343] and

{€ € C; Re(§) > 0}. Let us define by ¢ the ¢; associated to the smallest |p5]. This function induces a change
of variable in the contour integral ((1.3.6)). In particular Green’s function is transformed into £ — G(z, y; &)

such that ¢ := , /2 + pu2 which, if the above claim is true, is holomorphic on {¢ € C; Re (&) > 03\ [0, |u;]].
J j

The possible singularities are poles (because the function is meromorphic) and are contained in [0, |;]].
Therefore the integrand is holomorphic between the curves ¢(I') and a + iR as soon as a > |p; .

If our claim about holomorphy is true, one could check the analogous of Lemma and this
would complete Step 3.

As indication, in the case of the three-SBM without drift (¢ = 0), we can prove that the denominator of
Green’s function does not have any real zero, but for the moment we cannot show that, for any choice
of the parameters, there are no complex zero with positive real part. However we believe it is true, see
Section 2:4 We also think that the analogous of Lemma [2.3.3] holds, but up to now we do not have a
general proof.

Let us consider now Step 4. Once one is integrating on a line a + iR, then a change of variable
provides an integral on R. We foresee difficulties in proving in general that the denominator gives rise to
a geometric series. We think it does, at least if one chooses the constant a big enough (think about the
case of the three-SBM without drift).

Let us assume we can rewrite the transition density as a series of Fourier transforms using the pre-
vious step. The difficulty consists in dealing with the non trivial combinations of functions of the kind

(,uj1 —,uj Tie w65, 715 for some w € R and J1 # J2 € {1,...,n+ 1}. This is similar to

the problem encountered in Section [1.4] and makes treating Step 5 in full generahty not yet feasible.
We think that those Fourier transforms will be made of transcendental functions such as the cumulative
distribution function of a Gaussian or other kinds.
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4.1.2 Its Gaussian bound

As we underlined in Section the ratio between the transition densities of the multi-skew Brownian
motion with constant drift u and the Brownian motion with constant drift p should be uniformly bounded.
Recall that we prove this result in Proposition for n = 2 semipermeable barriers. We believe to
be able to extend this result in some particular cases with n > 3 (probably under some conditions on
the parameters). Such results seem more complicated to obtain in the case of piecewise constant drift
coefficients. New ideas need to be developed.

Note that for skew diffusions, there already exist Gaussian upper and lower bounds (see Stroock [57] who
extended results by Aronson [5] and Nash [44]). But, to the best of the author’s knowledge, these bounds
are not explicit and can not be exploited in the exact simulation scheme presented in Chapter

4.1.3 The Brownian motion with piecewise constant drift

Following the ideas developed in Chapter 2, we believe that the explicit computation of the transition
density of the Brownian motion with piecewise constant drift in the case of two discontinuities (that is a
three-valued drift) is achievable. This result would have at least two interesting applications.

First we could make a comparison between this explicit transition density and the empirical one
obtained through the exact simulation algorithm plotted in Figure (see Section [3)). Obviously the
non exact simulation provided by the Euler scheme already confirms that our exact algorithm is correct.
But a comparison with the exact transition density is all the more convincing.

A second application involves an extreme setting when both barriers merge and the drift between the
barriers goes to infinity. This extreme regime is related to many models in geophysics when heterogeneous
medium contains thin slices of different matters. We suspect that the process converges to a one-SBM
with two-valued drift. It seems likely that the proof could probably be done considering directly Green’s
function and checking that it converges to the one we expect. Another proof using the scale function and
the speed measure is possible as well.

4.2 Exact simulation of skew diffusions

There are some alternatives to the exact simulation scheme provided in Chapter [3|for some skew diffusions
with discontinuous drift. If the diffusion coefficient is discontinuous and the drift b # 0, to the best of
our knowledge, no exact simulation scheme have been provided. However there is a recent “quasi-exact”
method which uses the explicit expression of Green’s function of the resolvent (see Lendtre [40]).

In the next subsections we present some possible extensions of the algorithms in this document and
some new exact algorithms we would like to develop in the future.

4.2.1 The multi-skew Brownian motion, a new method for drawing a path

The multi-skew Brownian motion behaves as a Brownian motion everywhere except when it reaches the
barriers z; < ... < zp, i.e. the effect of the barriers is purely local. Based on this observation we propose a
theoretical scheme for sampling at the time 7. The method, not yet completed, does not need the explicit
knowledge of the transition densities but it relies on knowing how to simulate the one-SBM starting from
its barrier, say z, and conditioned to stay in a symmetric band (z — I,z + 1), with [ > 0. This task
seems to be achievable using the Ito-McKean representation via the flipping excursions. To the best of
our knowledge, this is still unknown but it should be similar to the Brownian case.

Let us present briefly the scheme of the algorithm. Let zg be the starting point of the process. The
aim is to provide an exact simulation of the process at time T'. If x is not (respectively is) a barrier, we
start the algorithm at Step 1 (respectively at Step 2).

Step 1. The initial point xg € R is not a barrier. Let us denote by z the distance from z( to the closest
barrier z;. Let us consider xg — Z and xg + Z; at least one of them is the barrier z;. Let us sample the first
time 7 such that a Brownian motion starting from x¢ hits the levels x¢y + z. One flips a fair coin to decide
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whether it is xg — Z or xg + Z. Then one repeats Step 1 until, either the motion reaches a barrier, or 7 is
greater than T'. In the latter case we simulate a Brownian motion starting from zg conditioned on staying
in the band (xzg — Z, 2o + Z). The value of this process at time T provides the expected exact simulation.
If the process reaches a barrier, we simulate the rest of the process from this barrier using the Step 2.

Step 2. The starting point ¢ is at the barrier z;, the process is a 3;,-SBM. Let Z be the distance from
the closest other barrier (it is either z; — z;_1 or zj41 — 2;). As before, one samples the first time 7
that a Brownian motion starting from xzg reaches one of the levels x¢g & zZ. Thanks to the It6-McKean
representation, this stopping time is also the first time such that the 3;-SBM reaches zq+z. If it surpasses
the time horizon T, we conclude the algorithm with Step 3. Otherwise one flips a biased coin to choose
the final point equal to xg £+ Z with probability % Then one goes back to Step 1 or 2 depending on
whether the result is a barrier or not.

Step 3. If 7 is beyond T and the initial point z( is a barrier, say z;. One samples a 3;-skew Brownian
motion conditioned on staying between xg — z and zg + z. Using again the Ito-McKean representation,
we simulate first a Brownian motion starting from xzy conditioned on staying between xg — z and x¢ + 2
and we flip a biased coin to choose the final point.

Notice that to apply this simulation scheme one needs in addition to be able to sample exactly from the
f-function giving the density of 7. If so, the method is exact and works for any discrete number of barriers.
This algorithm cannot be extended in the drift case because of its strong dependence on the It6-McKean
trajectorial representation.

4.2.2 Possible improvements of the exact simulation of the Brownian motion
with discontinuous drift

The main challenge of the exact simulation method for the Brownian motion with drift admitting several
discontinuities consists in sampling from the finite-dimensional distribution of the instrumental measure.
The solution we proposed in this document is based on the generalized rejection sampling method of some
densities for which one knows an approximation and an estimate of the error.

We believe that the retrospective rejection sampling method can be extended to the case of a possibly
infinite discrete set of discontinuities. Moreover, even in the case of a finite number of discontinuities,
it might profit from some simplifications. For example, we think it is possible to sample under Q even

without the explicit expression of the function vij Lo ")(t,x,y) (and therefore without hfL’B LeBn) and
(B1ye-+5Bn)
' )-

In fact, in the context of the two-SBM with constant drift, we provided an alternative proof of Propo-
sition |3.4.2 passing directly to the limit inside the contour integral. Unfortunately we don’t have a general
result in this direction but we believe that this way could be explored.

Similarly, we expect the limit v(1%2) to be a series of Fourier transforms. But we also could try
to approximate the integral, with a bound on the error, and to apply the generalized rejection sampling
method (Algorithm 1)) without an explicit expression of these functions.

4.2.3 Skew Brownian diffusions with discontinuous drift

In Remark we have seen that the explicit knowledge of the transition density of the multi-SBM with
piecewise constant drift would provide an exact simulation for all multi-SBM with drift b as in Section[3:3.2]
The most difficult part of this approach is to sampling under the instrumental measure. In particular the
challenge is to find explicit appropriate Gaussian bounds needed in the rejection sampling procedure.

4.2.4 Numerical comparisons with other recent methods

In the five last years, several new simulation schemes (exact or not) and results have been developed for
skew diffusions.

It would therefore be useful to compare them. One work in this direction is done by Lejay and Pichot
in [38], but there is still a lot to be done. For instance the exact simulations methods can be explored,
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improved and compared with the non-exact ones, especially when they are supposed to deal with several
discontinuities in the coefficients.

4.3 ... and other unexplored dimensions!

Another direction of generalization of the modest present study is to consider multi-dimensional skew
processes.

There have been some older work for defining these processes, see for example Portenko [49; [50], Takanobu
[61, |60] and some more recent ones e.g. Zaitseva|69] and the very recent Atar and Budhiraja [7]. In the
latter paper the authors provide a new proof of the weak existence and uniqueness for the n—dimensional
SBM.

Apparently the unique existent simulation scheme in the multi-dimensional case is provided by Lejay [34].
Leno6tre in his PhD thesis [39] propose some way to extend these results. Anyway the (exact) simulation
of multi-dimensional skew processes is a conceptually difficult question and there is much to be done, for
simple barrier and for exotic barrier shapes...



76

CHAPTER 4. POSSIBLE EXTENSIONS AND OPEN QUESTIONS



Appendix A

Codes

Generalized rejection sampling method
The following class contains the implementation of Algorithm

Listing A.1: GRS.py
import matplotlib.pyplot as plt

from numpy.random import random
4 from numpy import arange

5
6 class GRSVariable:
7

8 # Samples a value according to the instrumental density
9 def IDS(self):

10 raise NotImplementedError

11 def IDF(self ,y):

12 raise NotIlmplementedError

13

14 # Computes the N—th term of the series in y
15 def Term(self ,y,N):

16 raise NotImplementedError

17

18 # Computes a bound for the remainder of the series
19 def BRS(self ,N):

20 raise NotImplementedError

21 # Inverse Bound Remainder: finds the first N such that BRS(N) < d
22 def IBR(self ,d):

23 raise NotIlmplementedError

24

25 # Returns the bound for the complete series v
26 def Boundv(self):

27 raise NotImplementedError

28

29 777 INPUT:

30 *) Nmax is the maximal number of terms of the series
31 we are going to consider.

32 OUTPUT:

33 x) y the sample from the goal random variable

7
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x) False if it

is not an exact sample and True if it is’

APPENDIX A. CODES

b

def GeneralizedRejectionSampling (self ;Nmax=None) :
if Nmax is None:
Nmax=min ( self .IBR(0.00005) ,10)

while

(1):

y=self . IDS()

u=random ()

# Sample from the instrumental density
# Sample a uniform

N=0 # we start considering the first term of the series
partial_series=self.Term(y,N)
while abs(partial_series —u)<self .BRS(N) and N<=Nmax:

# Chooses wisely the next value of N

newN=max (N+1,min(self .IBR(abs(partial_series —u)) ,Nmax))

while N<newN: # Computes the

— smaller than 0.0001

N=1

partial_series+=self.Term(y,N)
if N>Nmax:
print ("The rest at N=Y%s is %s’ %(N,self .BRS(N)))
return (y,False) # Return the nonexact value y
"7’ This happens only with probability smaller than
2% self .BRS(Nmax+1), which is:

series up to newN

if self .IBR(0.00005) is smaller than 10,

— else smaller then 2xself .BRS(10) which is a bit bigger’’’
elif (partial_series > u):

# Return the value y and signals it

return (y, True)

Transition density functions

is an exact simulation

We will apply Algorithm [I] to sample from the following densities.

Two-Skew Brownian motion without drift

This class contains the implementation of the functions needed to simulate the two-SBM (see (2.5.2)).

Listing A.2: TDFTwoSkew.py

from GRS import GRSVariable

from math
from math
from math
from math
from math

import
import
import
import
import

ceil
sqrt
log
exp
pi

from numpy import sign
from numpy.random import normal

import matplotlib.pyplot as plt

from scipy.stats import norm
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from scipy.special import factorial
from scipy.special import binom

class TwoSkew ( GRSVariable) :

def __init__(self ,bl=None,b2=None, it=None, x0=None, z=None) :
if bl is None or b2 is None or it is None or x0 is None or z is None:
print ("”” Please insert the right inputs:
first and second skewness parameters,
t, the starting point and the second barrier $z$777)
self.betal=bl
self.beta2=b2

self . t=it # time increment
self .x=x0 # starting point
self.z=z # barriers distance (one barrier is 0, the other is z)

def IDS(self):
return normal(self.x,sqrt(self.t))

def IDF(self ,y):
return norm.pdf(y,self.x,sqrt(self.t))

def Boundv(self):
return (I+abs(self.betal)) x (1+abs(self.beta2)) /\
(1—abs(self.betal*xself.beta2)xexp(—2x(self.zxx2)/self.t))

def Term(self ,y,N):
if self.betalxself.beta2==0 and N !=0:
return 0
=[]
.append (1)
.append (sign (y)xself.betal)
.append (sign (y—self.z)xself . beta2)
.append (sign (y*(y—self.z))xself.betalxself.beta2)

o O o0 o 0

a=|]
a.append (0)
a.append (abs(y)+abs(self .x)—abs(y—self.x))
a.append (abs(y—self.z)+
abs(self.x—self.z)—
abs (y—self .x))
a.append (2+max(self.z—max(self.x,y,0),0) +
2% max(min(self.x,y,self.z),0))
S=0
for i in range(0,4):
SH= c[i]xexp(—(a[i]4+2xself.z«N)xx2/(2xself . t))x\
exp(—(a[i]+2+self.z*N)xabs(y—self.x)/(self.t))
return (—self.betalsxself.beta2)**xNxS/self.Boundv ()

def BRS(self ,N):
return (abs(self.betalxself.beta2)x
exp(—2xself.zxx2/self.t))xx(N+1)
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def IBR(self ,d):
return ceil ( log(d)/log(abs(self.betalxself.beta2)x
exp(—2xself.z*xx2/self . t)) )

Auxiliary functions

The file contains the functions given by (2.3.7)). It contains also (3.4.10) and (3.4.11)) of Propositionm

Listing A.3: vTermElem.py

from math import sqrt
from math import exp
from math import pi

from scipy.stats import norm

from scipy.special import factorial
from scipy.special import factorial2
from scipy.special import binom

def J(q,omega,arg):
JO= sqrt (2xpi)*exp (((omegatarg)**2)/2 + norm.logsf (omegatarg))
J1= —exp(—(omegaxx2) /2)
JO= —J0=*J1
if q==0:
return JO
elif q==1:
return J1
elif q%2==0:
SumJ=0
for k in range(0,q//2):
SumJ+=(factorial2 (q—1,True)/factorial2 (q—2«xk—1,True))*\
(omegatarg) xx(q—2xk—1)
return JOx(factorial2 (q—1,True))—J1*Suml]
else:
SumJ=0
for k in range(0,q//2+1):
SumJ+= (2xxk)«*(factorial(q//2,True))/(factorial (q//2—k,True))x*\
(omegatarg ) **(q—1—2xk)
return SumJxJ1

def S(L,n,omega,alpha, arg):
Sum=0
for k in range(0,n+1):
factorl=binom (n,k) *(omegatarg) x*(n—k)
for 1 in range(0,L+41):
factor2=binom (L, 1) *(argtalpha)xx(L—-1)
Sumt= factorlxfactor2*J(k+l,omega,arg)
return Sum
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43
44 def G(K,m,n,omega,alpha  arg):
45 Su=0

46 for 1 in range(0,14+(Ktm)//2):

A7 Sut= ((—1)*x*(1))*S(K+n—2+1 ,n,omega,alpha,arg)/\

48 (2%x1 = factorial (1, True)*factorlal(K—ﬁ—m—Z*l,True))
49 return ((—1)*+K)x factorial (Ktm, True)«Su

50

o1

52 def F(argl,arg2 ,K,m,n,omega,alpha):

53 return G(K,m,n,omega,alpha ,arg2)—(—1)**n * G(K,m,n,omega,alpha, argl)
o4

99

56 777 Useful for h and q’7’

57 def varphi(theta):

58 return sqrt (2 pi)xexp ((theta)**2 /2 +norm.logsf (theta))
59

60

61 def Ctheta(thetal ,theta2):

62 S1= abs(thetal)*varphi(thetal) + abs(theta2)xvarphi(theta2)
63 if abs(thetal—theta2)<exp(—10):

64 return 1 4+ SI143 * thetalxx2

65 coeffl= (abs(thetal4+theta2)—abs(thetal—theta2))

66 coeff2= 2xabs(thetalxtheta?2)

67 psil= min(2xabs(thetal—theta2),

68 coefflxabs(thetal)*xvarphi(thetal)+coeff2«varphi(theta2))
69 psi2= min(2xabs(thetal —theta2),

70 coefflxabs(theta2)xvarphi(theta2)+coeff2+varphi(thetal))
71 S2=max(psil , psi2)

72 S3=min(abs(thetal—theta2) 6 coeff2 % abs(varphi(thetal)—varphi(theta2))/2)
73 return 1+S1+ (S2+S3)/(abs(thetal—theta2))

76 def Bound_v(thetal ,theta2  t,z):
7 return min(Ctheta(thetal ,theta2)/(1—exp(—2%(z*%2)/t)) ,3)

Two-Skew Brownian motion with drift

This class contains the implementation of the functions needed to simulate the two-SBM with drift, see

[E5.9).

Listing A.4: TDFTwoSkewDrift.py

1 from GRS import GRSVariable
2 from vTermElem import =

from math import ceil
5 from math import sqrt
6 from math import log
7 from math import exp
8 from math import pi

10 from numpy import sign
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from numpy.random import normal

import matplotlib.pyplot as plt

from scipy.stats import norm

from scipy.special import factorial
from scipy.special import binom

class TwoSkewDrift (GRSVariable) :

def __init__(self ,bl=None,b2=None,mu=None, it=None,x0=None, z=None) :
if bl is None or b2 is None or mu is None or)\
it is None or x0 is None or z is None:
print (””” Please insert the right imputs:

first and second skewness parameters, the constant drift ,
t, the starting point and the second barrier $z$77”)

self.betal=bl
self.beta2=b2
self .mu=muxsqrt (it) # constant drift

self . t=it # time increment
self .x=x0 # starting point
self .z=z # barriers distance

def IDS(self):
return normal(self .x+self muxself.t,sqrt(self.t))

def IDF(self |y):
return norm.pdf(y, self .x+self muxself.t,sqrt(self.t))

def Boundv(self):
return 4 / (1—exp(—2x(self.z*%x2)/self.t))

def Term(self ,y,N): # The N—th term of the normalized series v
if abs(self.betalxself.beta2)<exp(—10) and N>O0:
return 0

# The vectors of the coefficients of the polynomials

cl=

c2=

-

c3=

[

[

[

L,
(self.betal4self.beta2)*self.mu,
self.betalxself.beta2xself .muxx2

]

self.betalxsign(y),
—self.betalxself .mu-sign (y*(y—self.z))*xself.betalxself.beta2xself .mu

self .betalxself.beta2x*(self . mux*2)xsign(y—self.z)

]

self .beta2xsign (y—self.z),
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—self.beta2xself .mutsign (y*(y—self.z))xself.betalxself.beta2+self .mu

— )
—self.betalxself.beta2x(self .muxx2)xsign(y)
]
cd=|
sign (yx(y—self.z))xself.betalxself.beta2,
0,
—sign (yx(y—self.z))xself.betalxself.beta2x(self .mu)*x2
]
# construct the matrix of the c¢[j,h]
c=[cl,c2,c3,c4]

alpha=min (abs(self .mu),
max(0,—2xself.betal*self .mu,—2xself.beta2xself .mu))

Cl=[c1[0],cl[1]+2*alphaxcl[0],cl[2]+alphaxcl[1]+ (alpha**2) % c1[0]]
C2=[c2[0],c2[1]+2*alphaxc2[0],c2[2]+ alphaxc2[1]+ (alpha**2) % c2[0]]
C3=[c3[0],c3[1]+2*alphaxc3[0],c3[2]+alphaxc3[1]+ (alpha**2) % ¢3[0]]
C4=[c4[0],c4[1]+2*alphaxcd [0],c4[2]+ alphaxcd [1]+ (alpha*x2) % c4[0]]

a
a.append (0)
a.append (abs(y)+abs(self.x)—abs(y—self.x))
a.append (abs(y—self.z)+abs(self .x—self.z)—abs(y—self .x))
a.append (2+max(self.z—max(self.x,y,0),0) +\

2% max(min(self.x,y,self.z),0))

omega=|]
for i in range(

0,4):
omega . append ((ai

]4+2xNxself .z4+abs(y—self.x))/sqrt(self.t))

if abs((self.betal—self.beta2)xself .mu)<exp(—10):
Su=0
for m in range (0 ,N+1):
factorl= binom (N,m)
for s in range (0 ,N-nt1):
factor2= binom (N—m, s)*((—2*alpha) s (N-m-s) ) *\
(self .musx2—alphaxx2)*xs
for i in range(0,4):
for h in range(0,3):
factor3=C[i][2—h]x*\
G(N+h—s ,m,2%«N+1,omega[i],alpha,self.betalxself .mu)
Sut+= factorlx factor2 x factor3

return exp ((self .x—y)*x2/(2xself.t))x(—(self.betalxself.beta2)xN)/\

(factorial (2xN+1,True)) *Su/self.Boundv ()

Su=0
for n in range(0,N+1):
factor0= binom (2«+N-n,N)/(factorial (n, True)x\
((self .betal—self.beta2)xself .mu)*x(2xN+1-n))
for m in range(0,N+1):
factorl=binom (N,m)
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for s in range (0 ,N-m+1):
factor2= binom (N—m, s ) *((—2xalpha) % (N—-m—s) ) *\
(self .muxx2—alpha*%2)xxs
for i in range(0,4):
for h in range(0,3):
factor3=C[i][2 —h]xexp ((self .x—y)**2/(2xself.t))x*\
F(self.betalxself.mu,
self .beta2xself .mu,
N+h—s ,
m

n7
omega[i],
alpha)
Sut+= factor0 = factorlsx factor2 * factor3
return ((—1)**N)=*(self.betalxself.beta2)*x«N xSu/self.Boundv ()

def BRS(self ,N):
if abs(self.betalxself.beta2)<exp(—10):
return 0
return (exp(—2xself .zxx2/self.t))xx(N+1)

def IBR(self ,d):
if abs(self.betalxself.beta2)<exp(—10):
return 0

return ceil ( log(d)/(—2xself.zxx2/self.t) )

For sampling under the instrumental measure

This class contains the functions needed to compute the series in Proposition [3.4.2]

Listing A.5: vTerm.py

from vTermElem import x

from math import ceil
from math import sqrt
from math import log
from math import exp
from math import pi

from numpy import sign
from numpy.random import normal

import matplotlib.pyplot as plt

from scipy.stats import norm

from scipy.special import factorial
from scipy.special import factorial2
from scipy.special import binom

22 # the term N of the series in (3.4.6), (3.4.8)
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def V(N,thetal ,theta2 ,alpha ,t,x,y,z):

# vector of the coefficients c_{j,h}=c[j][h] in (3.4.6)
cl=[1,(thetal+theta2), thetal*theta?]

c2=[0, —thetal, thetalstheta2xsign (y—z)]

c¢3=[0, —theta2, —thetalxtheta2xsign (y)]

c4=[0,0,—sign (y*(y—=z))*thetal*theta2]

c=[cl,c2,c3,c4]

# vector of the functions in (3.4.7)
Cl=[c1[0],cl[1]+2*alphaxcl[0],cl[2]+alphaxcl[l]+ (alphax*2) % c1[0]]
=[c2[0],c2[1]+2xalpha*c2[0],c2[2]+alpha*c2[1]+ (alphax*2) % c2[0]]
C3=[c3[0],c3[1]+2*alpha*c3[0],c3[2]+alpha*xc3[1]4+ (alphax%2) x ¢3[0]]
C4=[c4[0],c4[1]+2*alphaxcd[0],c4[2]+ alphaxcd [1]+ (alpha**x2) x c4[0]]

C=[C1,C2,C3,C4]

# vector in (2.3.1)

a=(]

.append (0)

.append (abs (y)+abs (x)—abs(y—x))

.append (abs (y—z)+abs (x—z)—abs (y—x))

.append (2*xmax (z—max(x,y,0) ,0) 4+ 2% max(min(x,y,z),0))

=

SRR

# vector of the omega_{j,k} in (2.3.12)
omega =]
for i in range(0,4):
omega . append ((a[i]+2*Nxz+abs(y—x))/sqrt (t))

if abs(thetal—theta2)<exp(—10):
Su=0
for i in range(0,4):
for h in range(0,3):

Su+=C[i][2—h]*G(h,0,(2xN+1),
omega[i],alpha,thetal)

return —exp ((y—x)*%2/(2xt))x((thetalxtheta2)xxN)/\

(factorial (2xN+1,True) )+*Su

Su=0
for n in range (0 ,N+1):
factorl=binom (2*N-n,N) /\
(factorial (n,True)*(thetal—theta2)xx(2«+N-n+1))
for i in range(0,4):
for h in range(0,3):
factor2=C[i][2 —h]xexp ((y—x)**2/(2xt) )=\
F(thetal ,theta2 ;h,0,n,omega[i],alpha)
Sut+= factorl x factor2
return (—1)**N *(thetalxtheta2)**N *Su

This class contains the implementation of the functions in (3.4.18]), which allow to sample from the
reference measure £ as in Section [3.4.4]

Listing A.6: TDFh.py

file contains the class of the density h necessary for GRS

in order to sample from the finite dimensional distributions
of the reference measure Q defined in the RRS method.’’’
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6 # The class in which to find the functions for the GRS
7 from GRS import GRSVariable

8 from vTermElem import x

9 from vTerm import V

11 from math import ceil

12 from math import sqrt

13 from math import log

14 from math import exp

15 from math import pi

16

17 from numpy import sign

18 from numpy.random import normal

19

20 import matplotlib.pyplot as plt
21

22 from scipy.stats import norm
23

24 from scipy.special import factorial
25 from scipy.special import factorial2
26 from scipy.special import binom

27

28

29

30 #The density h of X_it starting at x0
31 class EDh(GRSVariable):

32

33 def __init__(self

34 boundb=None,

35 primitive=None,

36 thetal=None,

37 theta2=None,

38 it=None,

39 x0=None ,

40 z=None ,

41 factorbound=None,

42 delta=0.5):

43 if boundb is None or primitive is None or thetal is None or)
44 theta2 is None or it is None or x0 is None or z is None:
45 print (”"”” Please insert: the bound for the drift, its primitive,
46 the jumps half heights, t, the starting point
47 and the second barrier $z$.777)

48 thetal=0

49 theta2=0

50 if factorbound is None:

51 # bound Mb in formula (3.4.18)

52 self .Bbound=exp ((boundb*%2) x it /(2xdelta))

53 else:

54 self .Bbound=factorbound (x0)

55 self .boundb=boundb

56 self.primitive=primitive
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self.delta=delta # parameter that improves the efficiency
self . thetal=thetalxsqrt(it) # half of the jump in 0 of the drift
self . theta2=theta2xsqrt (it) # half of the jump in z of the drift

self . t=it # time increment
self .x=x0 # starting point at the starting time
self.z=z

Functions for GRS

def IDS(self):

return normal(self.x,sqrt(self.t/(1—self.delta)))

def IDF(self y):

)

de

return norm.pdf(y,self.x,sqrt(self.t/(1—self.delta)))

"Introduce some functions for each case’’’

f Boundv(self):
return self.Bbound * Bound_v(self.thetal ,h self.theta2 self.t,self.z)

def Term(self ,y,N):

if abs(self.thetalxself.theta2)<exp(—10) and N >0:
return 0

# The parameter a in Proposition 3.4.2

alpha=max(0,—2xself.thetal ,—2xself.theta2)
Prim=exp (self.primitive(y)—self.primitive (self.x)—self.deltax(y—self.x)

— xx2/(2xself . t))

return V(N, self.thetal ,self.theta2  alpha,self.t,self.x,y,self.z)*Prim/

— self.Boundv ()

def BRS(self ,N): # Bound remainder series

if self.thetalxself.theta2==0:
return 0
return (exp(—2xself.zxx2/self.t))*x(N+1)

def IBR(self ,d): +# Inverse of BRS

if self.thetalxself.theta2==0:
return 0

return ceil ( log(d)/(—2xself .zxx2/self.t) )

This class contains the implementation of the functions needed to simulate the reference measure £,

see formula B.4.17

from
from
from

from
from
from

Listing A.7: TDFq.py
GRS import GRSVariable
vTermElem import x
vTerm import V

math import ceil
math import sqrt
math import log
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from math import exp

from numpy.random import normal
import matplotlib.pyplot as plt
from scipy.stats import norm

from scipy.special import factorial
from scipy.special import factorial2
from scipy.special import binom

’7’The density q for sampling at time t knowing that (tl1,x1) and (t2,x2)
that is the limit of the bridges density of the skew BM

with paticular drift and semipermeability coefficients betal, beta2
such that betalsmu and beta2xmu converge to thetal and theta2’’’

class EDbridge (GRSVariable) :

def __init__(self,
t=None,
t1=None,
t2=None,
x1=None,
x2=None,
thetal=None,
theta2=None,
z=None) :
if t is None or tl is None or t2 is None or x1 is None or)\
x2 is None or thetal is None or theta2 is None or z is None:
print (””” Please insert the parameters t, starting time,
ending time, starting point, ending point,
jumps half heights, second barrier”””)
self.t=t # time t between t1 and t2
self . tl=t1
self . t2=t2
self .xl=x1 # X_(t1)
self . x2=x2 # X_(t2)
self.thetal=thetal
self.theta2=theta2
self .z=z

def IDS(self):
return normal(self.x14+(self.x2—self.x1)x*\
(self.t—self.t1)/(self . t2—self.t1),
sqrt ((self.t2—self . t)x(self.t—self.tl)/\
(self.t2—self.t1)))

def IDF(self ,y):
m=self.x1+(self.x2—self .x1)x(self.t—self.tl)/(self.t2—self.tl)
sigma=(self.t2—self.t)*x(self.t—self.tl)/(self.t2—self.t1)
return norm.pdf(y,m,sqrt(sigma))
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def Boundv(self):

Bl=Bound._v(self.thetalxsqrt(self.t—self.tl),
self.theta2xsqrt (self.t—self.t1),
self .t—self.tl,self.z)

B2=Bound_v(self.thetalxsqrt(self.t2—self.t),
self . theta2xsqrt (self.t2—self.t),
self . t2—self.t,self.z)

return BlxB2

def Term(self ,y,N):

if abs(self.thetalsself.theta2)<exp(—10) and N >0:
return 0

# The parameter a in Proposition 3.4.2
alpha=max(0,—2xself .thetal ,—2xself.theta2)
alphal=sqrt(self.t—self.tl)xalpha
alpha2=sqrt (self.t2—self.t)xalpha
thetall=self.thetal*sqrt(self.t—self.tl)
theta2l=self.theta2xsqrt(self.t—self.tl)
thetal2=self.thetalxsqrt(self.t2—self.t)
theta22=self.theta2xsqrt(self.t2—self.t)

CompleteSul=V (N, thetall ,theta21 ,alphal,self.t—self.t1,self.x1,y,self.z)
CompleteSu2=V(N, thetal2 ,theta22 ,alpha2 ,self.t2—self.t,y,self.x2 self.z)
S=CompleteSul*CompleteSu2
for j in range(0,N):
S+=CompleteSul*V(j,
thetal2,
theta22 ,
alpha2 |
self.t2—self .t
Y
self .x2,
self.z)
S+=CompleteSu2*V(j ,
thetall ,
theta2l ,
alphal |
self .t—self.t1,
self .x1,
Y
self.z)
return S/self.Boundv ()

def BRS(self ,N):
if self.thetalxself.theta2==0:
return 0
Rl=exp(—2x«self .z*xx2 /(self.t—self.tl))
R2=exp(—2%«self .z*xx2 /(self.t2—self.t))
return Rlss(N+1)+R2#%(N+1)—(R1xR2) %% (N+1)

89
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def IBR(self ,d):
’?7’since we don’t have an exact
we consider as
We lost efficiency
if self.thetalxself.theta2==0:
return 0

LA

inverse ,
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for the remainder

if there was only the product of the remainder.

# since BRS(N)<= 2xmax(R1,R2)*x(N+1) we have given it’s inverse
return ceil ( —log(d/2)/(2x(self.zxx2)/\
max((self.t—self.t1) ,(self.t2—self.t))) )

Retrospective rejection sampling scheme

The following class implements Algorithm [2] and Algorithm [3] explained in Section [3.5.2}

from
from
from
from

import matplotlib

from
from
from
from
from
from
from

Listing A.8: RetroRS.py

math
math
math
math

import
import
import
import

sqrt
ceil
floor
pi

.pyplot as plt

random
import
import
import
import
import
import

import normal
arange
newaxis
linspace

exp

asarray

sign

numpy .
numpy
numpy
numpy
numpy
numpy
numpy

import pickle

from
from

from

from
from

random import expovariate
random import uniform
scipy .stats import norm

TDFh import EDh
TDFq import EDbridge

class SimBDDriftDisc:

# Simulate Brownian Diffusion with Discontinuous

def x0(self):

raise NotIlmplementedError
def t0(self):

raise NotImplementedError
def theta(self):

raise NotImplementedError

Drift



36 def IT(self):

37 raise NotIlmplementedError
38 def T(self):

39 raise NotImplementedError
40 def z(self):

41 raise NotlmplementedError
42 def b(self x):

43 raise NotImplementedError
44 def phi_b(self ,x):

45 raise NotImplementedError
46 def B(self ,x):

47 raise NotlmplementedError
48 def Bound_b(self):

49 raise NotImplementedError

50 def Bound_phi(self):

1 raise NotIlmplementedError
52 def delta(self):

3 raise NotImplementedError
54 def CleverBound (self ,x):

55 raise NotImplementedError

56

57

58 777 The retrospective rejection sampling
59 provides the simulation of (1.1)=BMtbxt
60 at the time self.t0+self.IT

61 INPUT:

62 ) T: length of interval

63 x) x0: starting point of the simulation
64 x) CB: if True uses the clever bound
65 OUTPUTS

66 %) The function returns the skeleton X.T:
67 the process at time tO+T77°

68 def RRS(self ,T=None,x0=None,CB=True) :

69 if T is None:

70 T=self .IT()

71 # initial conditions

72 if x0 is None:

73 x0=self .x0()

74

75 reject=True

76 while reject is True:

7

78 # simulation of X T=X_{T+t0} with the GRS for the density h
79 if CB=True:

80 P=EDh( self.Bound_b (),

81 self .B,self.theta()[0],

82 self . theta()[1],

83 it=T,

84 x0=x0,

85 z=self.z(),

86 factorbound=self . CleverBound ,
87 delta=self.delta())

88 else:
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89 P=EDh( self.Bound_b (),

90 self .B,

91 self.theta () [0],

92 self.theta()[1],

93 it=T,

94 x0=x0,

95 z=self .z (),

96 delta=self.delta())

97 [X.T,ex]|=P.GeneralizedRejectionSampling ()

98 if ex is False:

99 print (’h is not exact’)

100

101 # Starting creating the Poisson points on the rectangle
102 AreaRectangle=Txself . Bound_phi ()

103 if AreaRectangle < exp(—10):

104 return X_.T

105

106 "7’ Retrospective rejection for the Poisson times tau:
107 sample X_tau from q with GRS between the previous known point
108 and the final (T4t0,X.T)’"’

109 reject=False

110 former_tau=0

111 x_tau=x0

112 covered_area=expovariate (AreaRectangle)

113 while (covered_area<AreaRectangle):

114 tau=covered_area/self.Bound_phi()

115 y-tau=uniform (0, self.Bound_phi())

116 P=EDbridge (

117 tau,

118 former_tau ,

119 T,

120 X_tau,

121 X.T,

122 self.theta () [0],

123 self.theta()[1],

124 z=self.z())

125 (x_tau,ex)=P.GeneralizedRejectionSampling ()

126 # Condition for the rejection—acceptance

127 if self.phi_b(x_tau)>y_tau:

128 reject=True

129 break

130 elif ex is False:

131 print ("Not exact q’)

132 former_tau=tau

133 covered_areat+=expovariate ( AreaRectangle)

134 return X.T

135

136

137 777 The split retrospective rejection sampling for X_IT,
138 that splits the time interval of length self.IT into smaller intervals

139 of length smaller than self.T to whom RRS is applied
140 and pastes the skeletons’’’
141 def SRRS(self ,Ti=None):
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if Ti is None:
Ti=self .IT()

if Ti<=self.T():
X.T= self .RRS(Ti,self.x0())
return X.T

# we simulate at intervals of length smaller than self.T()
k=ceil (Ti/self.T())

# the length of the small intervals
deltaT=Ti/k

# the starting positions
X T=self.x0()
for h in range(0,k):

X T=self .RRS(deltaT ,X_T)

return X.T
The next functions contain the informations about the drifts (3.5.1)).

Listing A.9: Drifts.py, first part

class Step (SimBDDriftDisc):
# Piecewise constant drift
def __init__(self ,T=1,z=1):

self . fT=T
self.dz=z # the second barrier, the first is in zero
print (””””The time %s has been chosen, we consider

time intervals smaller than %s””” % (self . fT,self.T()))

# initial conditions
def x0(self):

return 0.5
def t0(self):

return 0

# time interval
def IT(self):
return self . fT
# elementary time interval
def T(self):
return 0.55 #<(1/self.Bound_phi())
# distance between the barriers
def z(self):
return self.dz

# Jumps’ intensities and drift
def theta(self):
return (0.5,—-0.5)

# The drift
def b(self ,x):

93
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31 if (x<=0):

32 return 0

33 elif (x<=self.z()):

34 return self.theta()[0]—self.theta()[1]
35 else:

36 return 0

37

38 # The non negative function phi-b = (bx*24+der_b—inf (b*x2+der_b))/2
39 def phi_b(self ,x):

40 it (x<=0):

41 return 0

42 elif (x<=self.z()):

43 return (self.b(x)*%x2)/2

44 else:

45 return 0

46

47 # The primitive of the drift b

48 def B(self ,x):

49 it (x<=0):

o0 return 0

51 elif (x<=self.z()):

52 return self .b(x)=*x

53 else:

54 return self.b(self.z())xself.z()
95

56 # The upper bounds

57 def Bound_b(self):

58 return self.theta()[0] —self.theta()[1]
59 def Bound_phi(self):

60 return 1/2

61

62 def delta(self):

63 return 0.75

64

65 def CleverBound (self ,x):

66 return exp ((min(self .IT(),self .T())*xself.Bound_-b()*%2)/(2xself.delta()))

Listing A.10: Drifts.py, second part
class DiscD (SimBDDriftDisc) :

1
2
3 def __init__(self , T=1,z=1):
4 self . fT=T

5 self.dz=z # the second barrier, the first is in zero

6 print (”””The time %s has been chosen, we consider time intervals
7 smaller than %s””” % (self .fT,self.T()))

8

9 # initial conditions

10 def x0(self):

11 return 0.5

12 def t0(self):

13 return 0

15 # time interval
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def IT(self):

return self . fT
# elementary time interval
def T(self):

return 0.2 #<(1/self.Bound_phi())
# distance between the barriers
def z(self):

return self.dz

# Parameters and drift

# jumps’ intensities

def theta(self):
return (1,0.5)

# The drift
def b(self ,x):
if (x<0):
return —2xself.theta () [0]*cos(x)
elif (x==0):
return —self.theta()[0]
elif (x==self.z()):
return sin(self.z())+self.theta()[1]
elif (x<=self.z()):
return sin (x)
else:
return 2xself.theta () [1]x\
cos(x—self.z())+sin(self.z())

# The non negative function phi_b = (bx*24+der_b—inf (b*«x2—der_b))/2
def phi_b(self x):
m=mmax(2x*self.theta()[0],2«self.theta()[1],1)
if (x<=0):
return ((—2xself.theta () [0]*cos(x))*x2+\
2xself.theta () [0]*sin(x)—m)/2
elif (x<=self.z()):
return (sin (x)=**2+cos(x)-m) /2
else:
return ((2xself.theta()[1]*xcos(x—self.z())+sin(self.z()))*x2—\
2xself.theta()[1] * sin(x—self.z())—m)/2

# The primitive of the drift b
def B(self ;x):
if (x<=0):
return —2xself.theta () [0]*sin(x)
elif (x<=self.z()):
return l—cos(x)
else:
return 1—cos(self.z())+sin(self.z())x(x—self.z())+\
2xself . theta () [1]*sin(x—self.z())

# The upper bounds
def Bound_b(self):
return max(abs(sin(self.z()))+2«abs(self.theta()[1]),
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1,
2xabs(self.theta()[0]))

def Bound_phi(self):

m=max(2x*self.theta () [0],
2xself.theta () [1],
1)

Memax (5/4,
2xself . theta () [0
(2« self.theta ()|
17
2xself .theta () [1]+ (abs(sin(self.z()))+2xself.theta()[1]) *x2)

return (Muan) /2

I,
0]) *%x24+1/4,

def delta(self):
return 0.6 #>=2xself .T()

def CleverBound (self ,x):
return exp(min(self . IT(),self . T())*xself.Bound.-b()x*%*2/(2xself.delta()))
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