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Abstract

We analyze a method to produce pairs of non independent Poisson pro-
cesses M (t), N(t) from positively correlated, self-decomposable, exponential
renewals. In particular the present paper provides the family of copulas pair-
ing the renewals, along with the closed form for the joint distribution py, (s, t)
of the pair (M(s), N(t)), an outcome which turns out to be instrumental to
produce explicit algorithms for applications in finance and queuing theory.
We finally discuss the cross-correlation properties of the two processes and
the relative timing of their jumps

Introduction

Recent studies have shown that the spot dynamics of commodity markets displays
mean reversion, seasonality and jumps [1], and some methodologies have been pro-
posed to take dependency into account based on correlation and co-integration [2].
However, these approaches can become mathematically cumbersome and non-treatable
when leaving the Gaussian-Ito world. In this context it has been indeed recently
proposed [3] to consider 2-dimensional jump diffusion processes with a 2-dimensional
Gaussian and a 2-dimensional compound Poisson component, and, as also suggested
in different circumstances [4], we show here that a revealing approach to model the
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dependency of the 2-dimensional Poisson processes can be supplied on the ground of
the self-decomposability of the exponential random variables used for its construc-
tion.

The present paper is in particular devoted to find both the copula function pair-
ing our correlated renewals, and an explicit form for the joint distribution py, (s, t) of
our pair of correlated Poisson processes M (s), N(t): this will prove to be instrumen-
tal to produce the efficient algorithms that can be used in financial applications [3].
If indeed the pairs of correlated, exponential random variables (7v’s) (X, Yi) — used
to produce the renewals in our processes — are interpreted as random waiting times
with random delays, the proposed model can help describing their co-movement and
can answer some common questions arising in the financial context:

e Once a financial institution defaults how long should one wait for a dependent
institution to default too?

e A market receives a news interpreted as a shock: how long should one wait to
see the propagation of that shock onto a dependent market?

e What is the impact of the correlations among the shocks for different insurance
companies on a fair assessment of the risk of losses [5]?

It is worth noticing, moreover, that we achieve our aim of producing a 2-dimensional
Poisson process with dependent marginals without resorting to an a priori copula
(distributional) approach: the dependence among arrival times will indeed be made
explicit in terms of combinations of rv’s, and we only recover and discuss the corre-
sponding copula functions as an outcome of this model. As a consequence, because
of this P-a.s. relationship between the random times, the two Poisson processes can
be seen as linked with a form of co-integration between their jumps. Similar models —
albeit rather less sophisticated — were also used in order to model a multi-component
reliability system [4], while the so-called Common Poisson Shock Models [6] are in
fact quite different from that presented here

The main practical consequence of our results is then that the price and the
Greeks of the spread options considered in the applications [3] can be calculated in
closed form using either the Margrabe formula (if the strike is zero), or some well
known approximation [7]. In any case our model entails explicit algorithms for the
simulation of correlated Poisson processes, and can be used in the Monte Carlo simu-
lations. An extension to the multi-dimensional case, as well as to different dynamics
other than Poisson, will be considered in future studies; but, under the assumption
that only two underlyings have jump component, the price and the Greeks of spread
options can be obtained even now by the moment-matching methodology recently
proposed in [§]

The paper is organized as follows: in the Section 2 we first show how (hitherto
positively) correlated exponential rv’s can be deduced from the self-decomposability
of their laws; then in the Section 3 we briefly discuss the copula functions produced
by this model. By using pairs of these exponential rv’s as correlated renewals, in the



N Cufaro Petroni and P Sabino: Correlated Poisson processes 3

Section 4 we subsequently produce a 2-dimensional Poisson process with correlated
components, and in the Section 5 we explicitly deduce their joint distributions.
Finally in the Section 6 the cross-correlation properties of the Poisson processes are
briefly analyzed, and the relative timing of their jumps is used to shed new light
on the dependence mechanism of a model allowing for the possibility of a delayed
propagation of correlated shocks. We conclude by pointing out first that we would
also be able to produce other correlated rv’s (Erlang, Gamma, FPT...) by making
use, once more, of their self-decomposability; and then that the results of this paper
should also be extended to negatively correlated renewals, a possibility — not open
to other procedures — that will be postponed to future inquiries. Lengthy proofs are
confined in the Appendices, together with a few details about the notation adopted
throughout the paper

2 Correlation from self-decomposability

2.1 Joint distributions

A law with density (pdf) f(z) and characteristic function (chf) ¢(u) is said to be
self-decomposable (sd) [9, 10] when for every 0 < a < 1 we can find another law
with pdf g.(z) and chf x.(u) such that

p(u) = p(au)xa(u)

This is a well known family of laws with many relevant properties. We will also say
that a random variable (rv) X with pdf f(z) and chf @(u) is sd when its law is sd:
looking at the definition this means that for every 0 < a < 1 we can always find
two independent rv’s Y (with the same law of X) and Z, (with pdf g,(x) and chf
Xa(u)) such that

X2Law +2,
We can look at this, however, also from a different perspective: if Y is sd, and to

the extent that, for 0 < a < 1, an independent Z, with the suitable law is known,
we can define a third rv

X =aY + Z, P-a.s.

being sure that it will have the same law as Y. In the following we will mainly adopt
this second standpoint

We turn now, for later convenience, to give the joint laws of the triplet (XY, Z,):
for the chf ¥(u,v,w) we easily find from the independence of Y and Z, that

blu,v,w) = B [N )]
o(u + w)

= plau+v)xa(utw) = plau+v)orr—s
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while the marginal, joint chf’s of the pairs (X,Y) and (X, Z,) respectively are

00 — o 4 o) P

¢(U,U) = ’QD( ) aO) SO( + )QO(GU)
0 — o) PEF W)

wlw,w) = P, 0,w) = plau) remmns

As for the pdf k(z,y,z) on the other hand , by taking s = au + v, we have (we
neglect the integration limits whenever they extend to all R)

1 .
k(r,y,2) = 2n)? /du /dv /dw e YD) o (g )Xo (U 4+ w)

1 . 1 .
= @ /du/dwe_l(“”wz)xa(u+w)§/e_wygp(au+v) dv
1

. ) 1 .
— —i(uztwz) —iyau —isy
) /du/dwe Xa(u +w)e _27r/e ©(s)ds

1 .
= f(y) o /du /dw e—z[U(x—ay)-i-wz}Xa(u +w)

and again with s=u+w, t =w

1 —i[(x—ay)(s— z
/g(;ang) = f(y)(27r)2 /ds/dte (( y)(s—t)+ t]Xa(S>
1 —is(z—a 1 —itlz—(z—a
_ f(y)%/dse ( y’xa(s)Q—/dte tz—(o—ay)

T
= [(¥) galz — ay) 6[z — (z — ay)]
so that the marginal, joint pdf’s of (X,Y) and (X, Z,) will respectively be

M) = S aa =) o= /(T a0

a

Finally the joint cumulative distribution function (cdf) of (X,Y) is
Y z
Hew) = [ 1) Ga-anay G = [l

where G,(z) is the cdf of Z,. The particular form of H(z,y) will be instrumental
in finding the copula functions [11] eventually pairing X and Y

We can finally also calculate the correlation coefficients rxy and rxz,: if we put
EX]=E[Y]=pand V[X] =V [Y] =02 from the Y, Z, independence we have

E[XY] = E[(aY + Z,)Y] = ao® + ii*

and hence ryy = a. In a similar vein, to calculate rxz, we first remark that
V [X]=a®V [Y]+ V [Z,], namely V [Z,] = (1 — a*®)o?, and then from

E[XZ,)=E|[(aY + Z,)Zs) = (1 — a*)o” + (1 — a)p®

we finally find ry,, =1 — a?
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2.2 An example: the exponential laws &;()\)

It is well known that the exponential laws &; () with pdf and chf (see Appendix A
for the notations adopted from now on)

A

Mi(Az) = Xe ™0 () o1(u/N) = p—

are a typical example of sd laws [9], and in this case we can explicitly give the law
of Z,: we have indeed

w1(u/A) —)\_mu:a—l—(l—a)

Xa(u) = =a+(1=a)pi(u/A)  (2)

pr(au/N) N —du A —iu

which (for 0 < a < 1) is a mixture of a law dy degenerate in 0, and an exponential
¢;(A), namely
Zy ~abp+ (1 —a)&(N)

so that its pdf and cdf respectively are

9a(2) = ad(2) + (1 —a)re V(2
Go(2) = Ja+ (1 —a)(l—e)]d(2)

It is also easy to prove on the other hand that this coincides with the law of the
product of two other independent rv’s: an exponential Z ~ €&;()), and a Bernoulli
B(1) ~*B(1,1 — a) with a = P{B(1) = 0}, so that we can always write

Z,=B(1)Z

In short, given two exponential mv’s Y ~ €&;(A) and Z ~ &;(\), and a Bernoulli
B(1) ~*B(1,1 — a), all three mutually independent, the rv X defined as

X=aY +B(1)Z (3)
is again an exponential €;(\). From (1) we also find that the joint pdf of X,Y is
h(z,y) =A™ (y) [ad(x — ay) + (1 — a)Ae " I(z — ay)]

and hence its joint cdf is

H(z,y) = /y e MY (y) [a +(1—a)(1- e_’\(x_“y/))] I r — ay') dy’

—00

= 0 (D) [(1- D) — e (1 0aln))

Of course this is far from the only possible joint law with exponential marginals (see
also Section 3.1), but it is noticeable because it traces its origins back to a model
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Figure 1: The pairs (X, Y)) with correlation 0.01 and 0.99

of self-decomposability of the exponentials. As for the correlations among X,Y and
7, we already know that rxy = a. For rxz we first find that

E[XZ)=E|[(aY + Z,)Z] = 2;2“

and then that
szzl—azl—’/’Xy

so that for our three exponentials in (3) we eventually have

Txy+TXZ:1 rxy = a TYZZO

2.3 Positively correlated exponential rv’s

It is apparent now from the discussion in the previous section that the self-decom-
posability of the exponential laws &;(\) can be turned into a simple procedure to
generate identically distributed and correlated rv’s: given Y ~ &;()\), in order to
produce another X ~ €&;()\) with correlation 0 < a < 1, it would be enough to take
Z ~ €;(A) and B(1) ~ B(1,1 — a) independent from Y and define X as in (3). In
other words X will be nothing else than the exponential Y down a-rescaled, plus
another independent exponential Z randomly intermittent with frequency 1 —a. The
self-decomposability of the exponential laws ensures then that, for every 0 < a < 1,
also X marginally is an &;(\). Remark that we would not have the same result
by taking more naive combinations of Y and Z. Consider for instance the sum
aY + (1 — a)Z of our two independent, exponential rv’s: in this case, since aY ~
¢ (2) and (1—a)Z ~ € ($2), the law of aY + (1 —a)Z would be & (2) %€ (2-),
which is neither an exponential &;()\), nor even in general an Erlang &, because of
the difference between the two parameters

The proposed procedure can now be adapted to generate a sequence of indepen-
dent pairs of exponential rv’s, with correlated components, (X, Y%), & = 1,2,...
(or, if we prefer, X, Zy) that will act in the subsequent sections as renewals for
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a two-dimensional point (Poisson) process: take indeed 0 < a < 1, produce two
independent id exponentials Y, Z and another independent Bernoulli B(1), then de-
fine X = aY + B(1)Z and take the pair X,Y. By independently replicating this
procedure we will get a sequence of iid two-dimensional pairs (X, Y;) that will be
used later to generate a two-dimensional Poisson process with correlated renewals.
Of course — not surprisingly — the case of uncorrelated pairs of renewals (X, Yz),
and hence of independent Poisson processes, is retrieved from our model in the limit
a — 0, because in this case we just have X = Z which is by definition independent
from Y. On the other hand it is also apparent that in the opposite limit a — 1
(namely when rxy goes to 1) we tend to have X =Y, P-a.s. so that the time pairs
will fall precisely on the diagonal of the two-dimensional time, and the two Poisson
processes will simply P-a.s. coincide. To see it from another standpoint we could
look to some simulation of the pairs (X, Y): for small correlations a the scatter-plot
of our pairs (Xy,Yy) tends to evenly spread out within the first quadrant without
any apparent hint to some forme of dependence; on the other hand for a near to 1
the points tend to cluster together along the diagonal, as can be seen in the Figure 1

3 Copulas for bivariate exponentials

3.1 A family of copula functions

From the discussion in the Section 2.2 we know that the pair X, Y of correlated rv’s
deduced from their self-decomposability has the joint cdf

Hr.y) =0 (y/\ g) [(1 _6_A(yAg)) . (1 _e_m_@(mg))] (1)

with the exponential marginal cdf’s (the notation is here slightly simplified)

F(z) =9(z) (1 —e) Gly) =0(y) (1 —e) (5)
To find out the copula function C(u,v) [11] pairing X,Y we then first remark that
o1-Fl@)  eM=1-0G) eV =[1-G)"
while
0< g <y = e M<eM = [1-GW)|<1- Fl)
0<y< g = e e 1G] >1- Flo)

and then that our joint cdf (4) takes the form
H(z,y) = F(x) for[1 — G(y)]* <1— F(x)
Ha) = Flo) = - 6] (1- ) orli - G2 1 P
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which can also be conveniently summarized as
1— F(x) )+
[1 =Gy

As a consequence we get the following family of copula functions

l—u 17 [(1—v)* — (1 —u)]*
| - o

H{z,y) = F(x) — [1 - Gly) (1 -

Colu,v) =u— (1 —0) {1—W

which for 0 < a < 1 runs between two extremal copulas

Co(u,v) = wv independent marginals

Ci(u,v) = uAv fully positively correlated marginals

It is easy to see that C}(u,v) also coincides with the Fréchet-Hoffding upper bound

C'(u,v) for copulas (see Section 3.3)

3.2 Bivariate exponential distributions

Several examples — all different from (6) — of bivariate distributions with exponential
marginals &;(\) and &;(u) can be found in the literature [11, 12]. First we find the
Gumbel bivariate exponential distribution [11, 13] with 0 < a <1 and

H([lj’, y) = 19(1’)19('3/) (1 — e—)\:c —e M4 6—>\x—uy—a)\uxy)
h(z,y) = 92)9(y) [a(A\r + py + adpay) + 1 — a] e Aorv—armey
Colu,v) = u+v—14+(1—-u)(l- U)e—ﬁln(l—u) In(1-v)

It is apparent that Cy(u,v) = uv gives the independent exponentials, while
Ci(u,v) = u+v—1+(1—u)(l—ov)e wn0-whi-)

does not seem to correspond to some notable copula. Then there is the Marshall-
Olkin bivariate exponential distribution [11, 14] with 0 < a,b < 1 and

_O)0)(1 - e (1 ) (L e > (1 e
Hw )= G = )1 et (1 oo 2 (1 o

Hia )= ) Team V@A O(y)pe™ i (1— ™) 2 (1 —e7)?
(1'> y) - (1_1;21;)&; ﬁ(z))\e_)‘x ﬁ(y)ue_”y if (1 _ e—)\:c)a S (1 _ e—uy)b
1—a a b
14 1—b u when u® > wv
Custut) = (o) (ot {2 Ve 2

In this case Coo(u, v) = uv again is the independent copula, while C1 1 (u,v) = uAv
is the Fréchet-Hoffding upper bound C(u,v) (see Section 3.3): apart from these
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extremal values, however, also this Marshall-Olkin copula differs from (6). A third
family of copulas can finally be traced back to the Raftery bivariate exponential
distribution [11, 15]: in this case the copula functions are

(uv)% 1—(uVv v)l_%

Ca(u,v):u/\v+2a

and correspond to the case of correlated exponential rv’s X, Y which are produced
by three independent exponential rv’s U,V and Z according to the definitions

X=aU+B(1)Z Y=dV+B(1)Z

Here, at variance with our model based on self-decomposability, the correlation is
apparently produced by the presence of the same exponential rv Z in both the right-
hand sides of the definitions. In short, it results from these examples that our family
of copulas (6) seems not to have been used in advance to couple pairs of marginal
exponentials

3.3 Fréchet-Hoffding bounds

It is well known known [11] that every copula function C(u,v) falls between the
Fréchet-Hoffding bounds

Clu,v) = (u+v—-1)"<Cu,v) <unv=C(u,v)

and we have also found in the Section 3.1 that the copula Ci(u,v) for our fully
correlated (ryy = 1) exponential marginals coincides with the Fréchet-Hoffding
upper bound. By keeping in mind a possible generalization of our model to the
case of negatively correlated exponentials, we will briefly recall in this section a few
general features of the joint cdf’s H(z,y) = C(F(z),G(y)) produced by the pairing
of two given cdf’s F'(x) and G(z) by means of the Fréchet-Hoffding lower and upper
bounds

Let us suppose for simplicity that F'(x) and G(x) are continuous and strictly
increasing functions so that the inverse functions exist, and consider first the lower
bound copula C(u,v) = (u+v —1)": in that case the condition F(z)+ G(y) > 1is
equivalent to both the inequalities

v > By) =F(1-Gy) y=a(r) =G (1~ F(z))

and hence from H(x,y) = (F(x) + G(y) — 1)t we first have

f(x) if y>a(r)
O H(z,y) = { 0 if §<a<x>
Oy H(v,y) = {g@ ii izgg;
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where f(z) and g(y) are the corresponding marginal pdf’s, and then the joint pdf is

h(x,y) = 0.0,H(z,y) = f(2)d(y — a(x)) = g(y)o(z — B(y)) (7)

As a consequence we can say that the joint laws produced by the copula C(u,v)
describe pairs of coupled rv’s X, Y satisfying P-a.s. the functional relations

X = B(Y) = F'(1- G(Y)) Y =a(X) =G (1-F(X)) (8

é formally identical result can be proved for the case of the upper bound 2-copula
C(u,v) = u A v but for the fact that now the functions «a(z) and S(y) must be
redefined as

a(r) = G (F(z)) Bly) = F~(G(y))

In the case of the lower bound copula C(u,v) it is interesting to remark now
that when for instance F'(z) and G(y) are Gaussian cdf’s the functions a(z) and
f(y) are linear with negative proportionality coefficients, so that the pair XY is
perfectly anti-correlated with rxy = —1. The same happens also in the case of a
pair of Student laws of the same order. This is true indeed for every other pair of
marginal laws of the same type and with support coincident with R. On the other
hand when the marginals either are not of the same type, or have an unbounded
support strictly contained in R (as happens for exponential laws), they apparently
can not reciprocally be in a linear relation with negative proportionality coefficient,
and hence can not be totally linearly anti-correlated. In this case it can still be
proved by means of Hoffding’s Lemma (see [11] p. 190) that the minimal correlation
is reached by means of the lower bound copula C, but now «(z) and B(y) can
no longer be linear functions, and rxy will be strictly larger than —1. By taking
indeed the Fréchet-Hoffding lower bound C(u,v) = (u+v—1)* as the copula for our
exponentials (5) we would find the pdf (7) and the functional relations (8) where
now

ar) = —% In (1—e) Bly) = _i In (1—e)

and a short calculation would then show that in this case

2
ryy =1 — % ~ —0.645

so that this minimal anti-correlation allowed for exponential rv’s would in any case
be larger than —1. It could in fact be proved in general (see [11] p. 30-32) that,
when X and Y are continuous, Y is almost surely a decreasing function of X if and
only if the copula of X and Y is . Random variables with copula C are often
called countermonotonic. We postpone to a subsequent enquiry a detailed study of
negatively correlated exponentials
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Figure 2: Sample pairs of the two-dimensional point process (T,,, .S, ) with correlation
rxy = 0.01: on the left the points are compared with the average trend (%, %), on
the right they are instead plotted after centering around these averages

4 Correlated Poisson processes

Following the discussion of Section 2 it is easy now to produce a sequence of rv’s by
independently iterating the definition (3)

in such a way that for every k: Xy, Yy, Zp are € (\), Br(1) are B(1,1 — a), and
Yk, Zi, Bp(1) are mutually independent. The pairs (X, Y%) instead will be a-corre-
lated for every k. Add moreover Xy = Yy = Zy = 0, P-a.s. to the list, and take
then the point processes for n =0,1,2,...

T, =) X Snzgzyk R, =) 7 (10)
k=0 k=0 k=0

Since the Xy ~ €& (\) are #d rv's we know that 7,, ~ &,(\) are distributed as
Erlang (gamma) laws with pdf’s Af,(Ax) and chf’s ¢,(u/\) (see Appendix A for
notations) where it is understood that Ty ~ €y, = §p. In a similar way we can argue
that S, ~ &€,(u) and R, ~ &,(\). We will finally denote with N(¢) ~ B(At) and
M (t) ~ P(ut) the correlated Poisson processes associated respectively to T, and S,

In order to get a first look to these processes we generate n = 1000 pairs (X, Y%)
with the associated two dimensional point process (7}, S, ), and then we simulate the
corresponding Poisson processes N (t) and M(t). The pairs (71, S,) are first plotted
along with their average time increases (;, ﬁ), and then after centering around these
averages, namely as

T, —

S, — n=1,2,...,1000

n n
A It
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Figure 3: Sample pairs of the two-dimensional point process (7,,, S, ) with correlation
rxy = 0.99: on the left the points are compared with the average trend (%, %), on
the right they are instead plotted after centering around these averages

In this second rendering the random behavior is magnified by consistently reducing
the plot scale to a suitable size. In the same way for the Poisson processes we first
show samples of the pair N(t), M (t), and then that of their compensated versions
N(t) = N(t) — A\t and M(t) = M(t) — ut

In the Figure 2 we plotted the two-dimensional point process (7},,S5,) with
A= pu =1and a = ryy = 0.01: since the correlation among the renewals is
negligible the right-hand plots (centered around the averages) apparently show a
random behavior. In the Figure 3 instead we took a = rxy = 0.99, namely we
generated strongly and positively correlated renewals. In this second case, as it was
to be expected, the centered time pairs fall into line among themselves. As for the
Poisson processes themselves, in the Figure 4 the trajectories on the left hand side
have a = 0.01 correlation and look fairly independent, after suitable compensation,
on the right hand side. In the Figure 5 instead we took a correlation a = 0.99
and the compensated trajectories are now almost superimposed. Remark as on the
left-hand sides of these figures both the Poisson processes and the time pairs appear
to be quite near to one another, and to their averages because of a scale effect which
is eliminated by compensation and centering in the corresponding right-hand sides

Proposition 4.1. The rv’s
k=0

turn out to be the sum of a (random) binomial number B(n) ~ B(n,1 — a) of iid

exponentials €1(\), and hence they follow an Erlang law with a random index B(n)
(here B(0) = 0), namely
B(n)

Co= Y Z ~ Epiy(N)
k=0
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Figure 4: On the left sample paths are shown of the two Poisson processes N (t) and
M (t) with correlation ryy = 0.01; on the right we instead have the corresponding

compensated Poisson processes N (t) and M (t)

Proof: This is better seen from the point of view of the mixtures by remarking
that, if ¢1(u/A) is the chf of &;(\), we have from (2) (see also Appendix A)

n

(an(u) — E [ean} - E [H eiuBk(l)Zk] — HE [eiuBk(l)Zk]
k=0

k=0

e G- E ()00 )
- S ()

which, if ¢r(u) = [p1(u)]® are the chf of &(1), eventually is a mixture of Erlang
laws €;()\) with the binomial weights Bj(n). It is understood here that ©%(u) = 1,
so that &y(\) = 8y and fo(z) = §(x) (see Appendix A) O

A straightforward consequence of the previous proposition (which apparently just
amounts to acknowledge a subordination) is that now from

ZXk = CLZYk + Z Bk(l)Zk
k=0 k=0 k=0

we will also have

B(n)
aj aj aj
)\54—( )\S+,§:0k )\S+RB() (11)

where Rp(n) ~ €pn)(A) is the point process R, with a random index B(n). It is
worthwhile to notice that the previous results also substantiate the well known fact
that the Erlang rv’s are self-decomposable too: the explicit knowledge of the ¢, law
allows indeed to construct pairs of dependent Erlang rv’s with correlation a
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Figure 5: On the left sample paths are shown of the two Poisson processes N (t) and
M (t) with correlation ryy = 0.99; on the right we instead have the corresponding

compensated Poisson processes N (t) and M (t)

5 The joint distribution

Our main task is now to explicitly calculate the joint distribution of our Poisson
processes at arbitrary times s, > 0 and n,m =0,1,2,...

Pmn(s,t) = P{M(s)=m, N(t) =n}
P{Sm S s < Sm+1> Tn S t < Tn-‘,—l}

and to this effect we first remark (in a slightly simplified notation) that

Pmn = P{M(s) >m, N(t) >n} — P{M(s) >m+1, N(t) > n}
—P{M(s)>m, N(t) >n+1} + P{M(s) >m+1, N(t) >n+1}
= Gmmn — m+1,n — 9mn+1 + m+1,n+1 (12>

where

Gman(s;t) = P{M(s) = m, N(t) 2 n} = P{S, <s, T, < t}
so that by taking

Ar At At — apus

Yy=—
a a a

w

from (11) we are reduced to calculate (see also Appendix A)
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dmmn = P{Sm < s, CLTMSn‘i‘RB(n) < t}

= Be(n) Oodr)\f()\r)

P{Smgs, GTMSn—l—RB(n) St‘Rg:r,B(n)zﬁ}

_ AZ@ /drfZ )\r)P{Smgs, Sng)\t_r}

ap

= a/oydwhn(a )P {S <T s, <4~ “’} (13)

W

where Ah,(Az) is the (Erlang binomial mixture) pdf of Rp)

Proposition 5.1. Forn,m =0,1,2,... and p,7 > 0 we have
P{S, <p S, <1} = HmVn( (p/\T))

(m\/n

+ [@n_m’l?( ) + @m n - T Z H(m\/n ,u|p - 7_|)7Tk( (p/\ 7))

k=mAn

with the notations adopted in the Appendixz A for the Poisson laws
Proof: See Appendix B for a detailed proof 0J

Of course in (13) we take in particular

It is apparent that this result will be instrumental to calculate first g, (s, t) in (13),
and then the distributions p,, (s, t)

Proposition 5.2. If aus > M, then p,,,(s,t) =0 whenever m < n

Proof: Since our renewals Xy, Y}, Z, are all non-negative rv’s, the point processes
are always non-decreasing

SmSSm—i-l Tnng-i-l m,n:0,1,2,...

while

B(n)
k=0

Now, if M(s) =m and N(t) = n, we must have both S,, < s < Sp,41 and T, <t <
T,1+1. Suppose now 0 < m < n, namely m+ 1 <n and S,,.1 < S,: then

a a a
a <—“Sm+1§7“5n§Tn§t

>\8
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which apparently contradicts the hypothesized inequality O

As a consequence when aus > At we can always restrict our calculations to the
case m > n > 0. We can now finally state our complete results about the joint
distributions p, (s, )

Proposition 5.3. Take for short

y=Moo o Lo Moas
a a
Then, when aps > At, namely z < 0, we have
0 n>m2>0
pm,n(ya Z) - Qnm(y, Z) m=n>0 (14)
Qm,n(yu Z) - Qm,n—l—l(y; Z) m>n>0

where we defined

Qmn(y, z) = a/y dw h, (aw) Zﬁm_k(w — 2)m(y — w) m>n>0  (15)

0 k=n

When instead aps < At, and hence 0 < z < y, we have

pm,n(ya Z) (16>
Am,n(yu Z) - Am,n+1(y7 Z) + Bm,n(yv Z) - Bm,n—l(yu Z) n>m Z 0
=< Aun(y,2) — Annt1(y, 2) + Bun(y, 2) + Crn(y, 2) m=mn>0

Am,n(ya Z) - Am,n+1(y> Z) + Cm,n(ya Z) - Cm,n+1(y> Z) m>n Z 0

where we defined

An(y,2) = a / dw h(aw) o (y — 2) nm>0  (17)
0

By, z) = a/ dw hy, 11 (aw) Te(z — )Ty —2) n>m>0 (18)
0

n—m
k=0

Crn(y,2) = a/y dw hy,(aw) Zﬁm_k(w —2)m(y—w) m>n>1 (19)
z k=n

while for m > n = 0 we always have Cy,(y, z) = 0. Moreover both the results for
2 <0, and for 0 < z <y connect with continuity in z = 0 in the sense that

pm,n(y> 0_) = pm,n(?/a 0+) m,n 2 0

Proof: Take first the case aus > At, namely z < 0, and recall that for the integra-
tion variable in (13) it is 0 < w < y. As a consequence, when the Proposition 5.1
in used in (13), we will always have

o<r=4"T<c¥E_s_, (20)
u 7
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On the other hand, since the conditions of the Proposition 5.2 are met, we can also
restrict ourselves to evaluate p,,,(s,t) for 0 < n < m. Then, by considering sepa-
rately the cases m =n > 0 and m > n > 0, from (13) and from the Proposition 5.1
we first calculate ¢, @mitn, @mantr a0d ¢ni1ni1, and finally (lengthy algebraic
details can be found in the Appendix C) from (12) we find (32).

When on the other hand aps < A\t (namely y > 2z > 0 and 0 < w < y) and we
use Proposition 5.1 in (13), instead of (29) we find

YW g ¥
[ 1
so that p and 7 can now be in an order whatsoever. As a consequence Proposition 5.2
does not hold, and we must consider all the possible orderings of m,n. Following
then the same line of reasoning as before, and always taking separately the different
n, m orderings, a tedious calculation (see Appendix C) gives first the ¢’s from (13),

and eventually the p’s of our proposition from (12)

We finally show that the values of p,, (v, 2) separately listed in the Proposi-
tion 5.3 for z < 0 and z > 0 connect with continuity in z = 0, in the sense that for
every y >0

0< 7=

(21)

Pran(Y:07) = Prnn(y, 07)
For z < 0 (namely aus > At) the results are given in (32) and (15), so that for
21 07 and every m,n > 0, we simply have

Pmn(y,07) =0 n>m>0 (22

Pn(y,07) =a /Oydw hp(aw) mo(w) mp(y — w) n=m2>0 (23)

Pmn(y,07) = a/Oydw{hn+1(aw)7rm_n(w)7rn(y —w) m>n>0 (24)

+ [hn(aw) = By (aw) ] > g (w)ma(y — w)}

On the other hand, when z > 0 (namely aps < At) we have (16), (17), (18) and (19),
so that now z appears also as an integration limit, and some care should be exercised
for z | 07. When indeed the integrand contains the distribution (), as in fact hap-
pens in every first term of h,(z) which is fy(n)d(z) = a™d(z) (see also Appendix A),
we have for every regular function £(z)
z Yy
tim [ €@)i(e) o = £(0) tim [ €(a)5(a) da =0

As a consequence we have

lim deg(:c)hn(x) = a"¢£(0)

z}0t Jo
tim [ drg(@h@) - / €)Y ) ile)
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With this provisions in mind, it is then only a question of sheer calculation (see
Appendix C) to show that the pp,.(y,z) for z > 0 as given in (16), (17), (18)
and (19) correctly converge to the values (37), (38) and (39) for every possible
ordering of n,m. For instance for n > m > 0, with x = aw and recalling also
that m,(0) = 6o (so that m,_,,(0) = 0 because n > m), in the limit z | 0% we
immediately have

Pmn (y7 O+)

o+ n—m
- wm(y)/ dx [a" a"™ a7, (0) — (a™ — a™th) Zm
0 k=0

and so on for the other two cases O

Proposition 5.4. The terms Q, A, B and C in the Proposition 5.3 can be expressed
in terms of finite combinations of elementary functions: when z < 0 (namely aus >
At) we have for m >mn >0

Qualrs) = XS0 (1) ) (25)
T (Y = 2)Tipe(ay) (G + 1,7 + £+ 1; ay)

Here and in the following ®(«; 5;x) are confluent hypergeometric functions. When
instead z > 0 (namely aus < A\t) we have for every n,m >0

k
Apn(y, 2) = mm(y — 2 Zﬁk 1+ mp(az) — Z m;(az) (26)
=0
while forn >m >0 it is

n—m n+1
Bun(y,2) = mu(y—2) > m(2)>_ Biln+1) (27)

k=0 =0

(az)‘k!

1 0] U k+0+1,(1—a)z)

and for m >n > 1 (for m > n =0 we always have Cp,o(y, z) = 0) it is

~(-a)(y=2z) 1 U (k+l—j—1
Connly, 2) = 67 X_:ﬁg(n) Z Z(—1)€—1—3< + . J )

T (@) e s(aly — )@k + L= jm+0—j+Laly—2)  (28)
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Finally, since the parameters a, 5 of the ®(a, B, x) involved in the previous equations
are integer numbers with 0 < o < 8, our confluent hypergeometric functions are just
finite combinations of powers and exponentials according to the following formulas

®0,8,z)=1 B>a=0

®(o, B,7) = €” Z(_m—v(ﬁ T 1) Ty () Morir(z) B>a>1

= f—a—1)ms-1(x)

Proof: The detailed proof unfolds along a sequence of integrations based on known
results and is here omitted for the sake of brevity (see Appendix D) OJ

We end this section with a short list of a few explicit examples of joint probabilities
holding in the region aus > At:

pO,O(Sv t) = 6_“8
e M

pro(s,t) = [(1—a)(1—e™) + aps — ]

a

pra(s,t) = . [)\t —(1-a)(1- e_’\t)]

e M
2a2

poalst) = T [(1 = a)a— 4~ (1 - )t —aps)(1 — ™)

+ M(a® —ba+ 4+ aps — \t)]

p2o(s,t) = [2(1 — a)(1 4+ aps)(1 — e ™) + (aps — At)> — 2(1 — a) \t]

e M

2a2

20— a)3 —a+ (1 -adr)(1—c ™)
+ XM = 2(1 — a)(3 — a))]

p2,2(57 t) =

6 Cross-correlations and relative timing

In this section we will briefly discuss the main correlation properties of the two
processes. We first of all look at the point processes and we remark that, by recasting
the self-decomposability equation (9) in the form

a A
X, = T/J Wy + Bk(l)Zk W, = ; Y, ~ @1(,u)
the point processes appear as
k=0 k=0

where now X ~ €&;(\) and Wy ~ & (u) play at once the role of the correlated
renewals. It is interesting to point out then that, at variance with other models [6],
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Figure 6: Cross-correlation p(s,t) of the two Poisson processes M(s) and N(t)
estimated by Monte Carlo simulations. Here a = 0.5, and A = p = 20, namely
/=05 < 1

we are no longer tied to take truly coincident shocks: we will show indeed that
with non-zero probabilities the values of the paired, and correlated renewals X, Wy
(waiting times) can be in an order whatsoever, and they would almost never coincide.
As a consequence the propagation of the shocks from a process to the other will
quite plausibly happen with delays whose random sizes (and directions) could also
be modeled by suitably choosing our parameters a, A\ and p. And moreover the
random times 7}, and S,, will be correlated by the summing up of the renewals, but
will never fall at the same instant. This relative timing apparently allows for an
enhanced flexibility of the model in the practical applications because we no longer
have to rely on common shocks, but rather on correlated and randomly delayed ones

More precisely we can now single out two possible regimes for our processes:
“/y<1and */y > 1. It is then easy to see that for every k =1,2,...

X, = 2w+ Bi(1)Z > L, > W S|
A A A
and hence we first of all have
P{X,>W)=1 %>1

On the other hand for */, <1 the probability P {X} > W} can still be explicitly
calculated by taking into account the laws specified in the Section 4, and in this
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case it is possible to show that

1—a)p ap

a value ranging from 0 to 1 according to the different possible choices of the param-
eters a, A and p

As for the relative timings T}, .S,, of the shocks along the point processes them-
selves, an explicit calculation of P {T, < S,,} is certainly possible, but its results
would turn out to be rather cumbersome because it would involve two or three con-
volutions of (positive and negative) Erlang laws with different parameters. We will
then confine ourselves here to produce just the cross-correlations between T),, S,,:
since it is easy to check that

COv [Xk, Wg] = i 5kg

Ap
it is also apparent that
covl[T,,S,,| = cov | Xy, Wy| = — Ope = —mAN
o) = 0 oI =5, 2 2 0 =5

and hence the cross-correlation coefficient of T,,, S, will simply be

. _an/\m_ a\/"/m  for n<m
e ey ™/, for n>m

Vnm

Finally, even closed formulas for the cross-correlation coefficient p(s,t) between
the Poisson processes M (s) and N (t) are still derivable on the ground of our previous
results about the joint distributions, but it would be too long to thoroughly elaborate
them here. As an alternative we have chosen to show the plots of their estimates
based on a sample of 10> Monte Carlo simulations of their trajectories as shown
in the Figures 6 and 7. There the behavior is displayed of p(s,t) as a function
of t for different, fixed values of s. More precisely, in the Figure 6 we have taken
a = 0.5 and A = pu = 20 as the values for the relevant parameters of our coupled
processes (then we have /) < 1), while in the Figure 7 the same parameters are
a=0.8,A=20and p =40 (and then **/, > 1). It is apparent from these pictures
that the behavior of p(s,t) is comparable to that of the self-correlation of a simple
Poisson process, but for the fact that the cumulative effect of the correlate renewals
produces a smoothing of the shape around the maximum values near ¢t = s. At first
sight this could look as a little difference, but in the domain, for instance, of the
financial applications even small deviations among the models could produce huge
differences in gains and losses
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Figure 7: Cross-correlation p(s,t) of the two Poisson processes M(s) and N(t)
estimated by Monte Carlo simulations. Here a = 0.8, A = 20 and p = 40, namely
an/ =1.6> 1

7 Conclusions and further inquiries

It is apparent that, within the model discussed in the Section 2, from the self-
decomposability alone we can only get pairs of rv’s X, Y with positive correlations
0 < rxy < 1 steered by the value of a parameter a. It would be interesting however
to widen the scope of our models in order to achieve also Poisson processes whose
correlation can span over all its possible values (both positive and negative) by
changing the value of some numerical parameter. In this respect it is important to
remark — as pointed out in the Section 3.3 — that while two rv’s X and Y which
are, for instance, marginally exponentials can also be totally correlated (rxy = 1),
they can not instead be totally anti-correlated (rxy = —1) because this would imply
some linear dependence with a megative proportionality coefficient, and that would
be at odds with the fact that both our rv’s take arbitrary large, but only positive
values. Hence two exponential rv’s X and Y can always have a negative correlation,
but only up to a minimal value which in any case must be larger than —1. We also
showed in the Section 3.3 that this minimum is reached when between X and Y
there is a peculiar kind of mutual functional, decreasing dependence, albeit clearly
not a linear one. A model to produce pairs X,Y of rv’s which are marginally
exponentials, and which — following the value of a numerical parameter a — show all
the possible correlation values will be discussed in a subsequent paper

Our results in any case show that the self-decomposability, joined with the sub-
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ordination techniques, can be a promising tool to study dependency beyond the
Gaussian-Ito world. We have shown indeed how to obtain dependent exponen-
tial (gamma) rv’s that can be used to create and simulate dependent Poisson pro-
cesses without resorting to definitely coincident jumps, but the path is now open
to produce more general dependent gamma (Erlang at first) rv’s to simulate de-
pendent variance gamma processes. A further extension could then be to study the
self-decomposability of density functions that have a strictly proper rational char-
acteristic function (Exponential Polynomial Trigonometric, EPT laws) in order to
construct 2-dimensional correlated EPT rv’s (see for instance [16]). Finally it would
be expedient to explore the Markov properties of the 2-component Poisson processes
(M, (t), N(t)) with dependent marginals that we have introduced in this paper and
the Master equations ruling them: this too will be the subject of future inquiries
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A Notations

All along this paper we will adopt the following notations: for a Poisson law J(«)
we will introduce the symbols

wn(a):—'e_o‘ I, () = E (@) a>0 n=0,1,2...
n!
k=n

and for a binomial law B(n,1 — a) the notation

1 n =0, k=0

5k<n):{(2)a""f<1—a>’f n=12., k=00 ==

It will be understood moreover that
7Tn(0+) = 57170

We will also use bot the Heaviside function 1, and the Heaviside symbol ©

1 2>0 1 j>1 .
19(:5):{0 20 @j:{o i<0 j=0,41,+2, ...

The pdf and chf of a standard Erlang law &, (1) moreover will be denoted as

fula) = { Lﬁgiﬁ(x) on(u) = { (L) n 1o

(n—1)!



N Cufaro Petroni and P Sabino: Correlated Poisson processes 24

where it is understood for the Dirac delta d(x) that for every b > 0

b b
/ O(x)dr =1 lim [ d(z)de =0
0

zlot J,

Remark also that apparently
fu(x) = o1 (2)0(2) n=12,...

We will finally define for later convenience the functions
h(x) = Be(n)fulw)  n=0,1,2,...
k=0

which are the pdf’s of the mixtures of Erlang laws & (1) with binomial B(n,1 — a)
weights for their indices k

B A proof of Proposition 5.1

To evaluate P {S,, < p, S, < 7} we first remark that
P {S < p, Su <7} =P {M(p) = m, M(r) = n}
and then that, being a Poisson process, M(t) is non-decreasing: as a consequence

m<nand 7<p = M(7) < M(p) hence {M(1) >n} C {M(p) > m}
n<m and p<7 = M(p) < M(r) hence {M(p) >m} C{M(r)>n}

In the case m < n we then have for 7 < p
P{M(p) > m, M(r) > n} = P{M(r) > n}
while for p < 7 from the general properties of a Poisson process we get
P{M(p) =m, M(t) > n}

= SO P{M(p) = m, M(r) > n| M(p) = k} P{M(p) = k}
— S P{M(r) = 0| M(p) = K} P {M(p) = k} + P {M(p) > n}
k=m

= SO P{M(r—p) = -k} P{M(p) =k} + P{M(p) > n}
k=m

In the same vein, when n < m we have for p < 7

P{M(p) =z m, M(r) = n} = P{M(p) = n}
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while for 7 < p we get
P{M(p) >m, M() > n}

= > P{M(p)>m, M(7) >n|M(r) =k} P{M(r) = k}
k=m

= Y P{M(p) >m|M(r) =k} P{M(r) = k} + P{M(r) > m}
k=n

= > P{M(p—7)>m—k}P{M(r) =k} + P{M(r) > m}
k=n

Remark that for m = n both the cases lead to the same result, namely

P{M(r)>n}  whent<p

P{M(p) >n, M(T) Zn}Z{ P{M(p) >n} when p < 7

that can also be conveniently summarized as
P{M(p) = n, M(7) =2 n} = P{M(p A7) > n}
On the other hand for m < n we have
for r<p P{M(7)>n}

for p<7 P{M(D) 20} + S P{M(r—p) > n—k} P{M(p) = )
k=m
that can also be put in the form
P(M(pA7) 2 )+ 0(r — ) S P{M(r— p) = n— k} P {M(p) = K}

while for m > n it is

for 7 <p P{M(T)2m}+Z_P{M(,0—7')Zm—k:}P{M(T):k}
for p<7t  P{M(p) >m} )
namely
P(M(pA7) 2 m}+0p—7) S P (M(p—7) > m— K} P{M() = k)
k=n

In both cases the first terms can expressed as P {M(p A7) > mV n}, and in this
form they also coincide with the previous result for m = n. On the other hand the



N Cufaro Petroni and P Sabino: Correlated Poisson processes 26

extra term with the sum (which is absent for m = n) must be taken in consideration
either when we have both m < n and p < 7, or when it is m > n and 7 < p. All
these provisions can then be comprehensively taken into account in the formula

P{S, <p, S, <7}
= P{M(pAT)=mVn}+ [0nmd(T —p)+ Onmnd(p—7)] -

(mvn)—1

Y. P{M(lp—7) = (mVn) =k} P{M(pAT) =k}

k=mAn

which finally takes the form of Proposition 5.1 by using the notations adopted in
the Appendix A for the Poisson distributions and the Heaviside symbols

C Proof details for Proposition 5.3

C.1 The case aus > At, namely 2z <0

We begin with the case aus > At, namely z < 0, by recalling also that for the inte-
gration variable in (13) it is 0 < w < y. As a consequence, when the Proposition 5.1
in used in (13), we always have

0<7= < =s=p (29)
H H
On the other hand, since the conditions of the Lemma 5.2 are met, we can also

restrict ourselves to evaluate py, ,(s,t) for 0 <n <m

Cll m=n>0

In this case from (13), (29) and from the Proposition 5.1 we find

n(2) = o [dwn o {ar (P20) 20
Uni1n(y,2) = /Odwhn [ {M (u) > n+1}
e () = e

Gnn+1(y,2) = a/Od hys1 (aw) P{M (y - ) 2n+1}
|

nt1n+1(Yy, 2) = a/dwhnH aw P{M( ) >n+1
1

0
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and then from (12)

Panly,2) = a/oydw hn(aw)P{M <w; Z) - o} P{M(
a (aw)

[t hafaw) i = )7t~ )

Yy —w

1

)+

27
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Cl2 m>n>0

In order to make use of Proposition 5.1 we remark that now

m>n+1 m+1>n m+1>n+1
so that from (13) and (29)

Gy, 2) = a/oydw ho (aw) [P{M (%) m}
() e (5)

(Y, 2) = a/oydw h (a0) [P {M <$) > m+ 1}
+§:P{M (w;

v

Yy
Qm,n+1(y, Z) = a/ dw hn+1(aw)
0

Yy y—w
Qm—i-l,n-‘rl(ya Z) =a dw hn-l—l(a'w) PIM|~——|2=>2m+1
w

zu e (222) 1)
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and hence from (12) (in a slightly simplified notation)

e = e[ {1 (52) =)

k=n+1

— a/oydw [(hn — hpi1)P {M (w; Z) _
() n oo (5)
+(hn — hus1)Omont mz_: P {M <“’ - Z) —m— k;} P{M (u) - k}]

k=n+1

o) (5

ene () s (5) -

so that we finally have in full notation

Pmn(y,2) = a /Oydw{hn+1(aw)7rm_n(w — 2)m(y — w) (31)

+[hn(aw) = hyy1(aw)] Zwm_k(w — 2)me(y — w)}
k=n

Remark that this formula correctly encompasses also the case m = n > 0. As stated
in the Proposition 5.3, we can also concisely write the overall result in the form

{ Qn,n(ya Z) m=mn >0 (32)

Py, ) = O 2) — Qs (1, 2) m>n>0
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where for m > n > 0 and z < 0 we define

Qmn(y,2) =a /Oy dw hy,(aw) Z Tk (W — 2)m (y — w)

k=n

C.1.3 A normalization check

We provide here a quick check of the correct normalization of the joint probabilities
DPm.n calculated in the previous section for apus > At, namely z < 0 < y. First remark
that with z = aw

Qmo(y,2) = a /y dw ho(aw) Z Tk (W — 2)me(y — w)

0 k=0

= / dx §(x iﬂmk<——2>7ﬁc(y——) Zﬂmk ()
S PE R S (@)yw-zw-k

=0 k=0

e~ (= Z)
= T(y —2)" =Ty — 2)
Then, since here only the p, , with m > n > 0 do not vanish, we have (by neglecting
the arguments y, 2)

me,n = Z me,n = Q0,0 + Z
n,m m=1

m=0 n=0

= Q00+ Z (Zan - Z_Qm,n—l—l)

n=0

m—1
CQm,m + Z (Qm,n - Qm,n+1)]
n=0

m

RS (z D=3 @m,n) oot S Qe
m=1 n=0 n=1 m=1
= Y Quo=) =1
m=0 m=0

which confirms the normalization

C.2 The case aus < At, namely y > z > 0

In this case, since 0 < z < y and 0 < w < y, when we use Proposition 5.1 in (13)
instead of (29) we find only

—w
0<r=2""% 0<p=s= (33)

It 1
so that p and 7 can now happen to be in an order whatsoever. As a consequence

Lemma 5.2 does not hold, and we must consider all the possible choices of m,n
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C21 n>m>0

In order to make use of Proposition 5.1 we remark that now
m<n+1 m+1<n m+l<n+1

so that from (13) and (33)

Y _ —
dmmn = a/dwhn(aw)P{M (y : A y w) zn}
0 7 7

+a/dwhn(aw)
0
n—1 5w _.
o (52 oo (52) -
k=m K H
y _ _
Gmtin = a/dwhn(aw)P{M (y A Y w) Zn}
0 7 7

+ a0, _m_1 / dw h,(aw)
0

2 e (52) e espe{u (45) -1}

m—+1

Yy _ _
Gt :a/dwhnﬂ(aw)P{M <y YN w) > n+1}
0 H 2

+a /dw hpi1(aw)
K Y
! y—
Am+1n4+1 = /dwhn+1 aw) { ) 2n+1}
0 I

+a / dw hy, 11 (aw)

0

3> p{u(50) - p (7)<}
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and hence from (12)
= i () 2} (59 )
_a/OZdwhnH(aw)P{M( ;w> >n 41 —m}P{M (y;’z) :m}
o (5 e o 1= (5) <o)
et (-2 (55) -0}
- o (5) e [ e (5) -0
Flhn(aw) — hpss (aw)] (1 —P {M (Z ;w) <n-— m}) }

which, by plugging in the explicit Poisson probabilities, can be written as

Pon0:2) = Tl =)0 [ dwo () = B )
+mn(y — 2)a /Ozdw{hn(aw)ﬂn_m(z —w) (34)
—[hn(aw) — hppq(aw)] Z (2 }
k=0

= Am,n(ya Z) - Am,n+1(y7 Z) + Bm,n(y7 ) mn 1(3/, Z)

where, with the notations (17) and (18) adopted in the Proposition 5.3, we have
defined

Apn(y,2) = mm(y — 2) a/ozdw hy(aw)

Balt:?) = il =) a [ dwhoslaw) 3wl -
0 k=0
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C22 n=m2>0
In this case from (13), (33) and from the Proposition 5.1 we find

y _— J—
Gnn = a/dwhn(aw)P{M (y < /\u) Zn}
0 7 7
y —_— J—
ntin = a/dwhn(aw)P{M (y ~ /\u) >n+1
0

—l—a/zydwhn(aw)P M (w;Z) > 1}P{M (%) :n}

Yy
nn+l = a/dwhn+1(aw)P{M
0

<
AN

Yy
n+in+1 = a/dw hnﬂ(aw)P{M
0

and then from (12)

Yy _ —
Prn = a/dwhn(aw)P{M (y “AY w) =n
0 H H

< fnion 2 (55) ) (252) -
fanfs- o () ) ()
~a /O dw [ (aw) — by (aw)) P {M
—a/zydw hy(aw) P {M <w; Z) - 0}

—a /Ozdw hoir (aw) P {M (“’; Z) ~0

which with the Poisson probabilities become

Pan(y,2) = m(y—2)a /Ozdw [hn(aw) — hpyq(aw)]

+7ma(y — 2) a/o dw hy, 11 (aw)my(z — w) (35)

+a /ydw hy(aw)mo(w — 2)m,(y — w)

= An,n(y7 Z) - An,n+1(y7 Z) + Bn,n(ya Z) + Cn,n(ya Z)
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where, as in the Proposition 5.3, along with (17) and (18) we also introduced (19)
Y m
Conny:2) = [ dwhafaw) 3 mosl = maly ~ )
z k=n

C23 m>n>0

In this case it is
m>n+1 m+1>n m+1>n+1

so that from (13) and (33)

y _— —_
Oman = a/dwhn(aw)P{M (y ~ A Y w) Zm}
0 It p

Yy
—l—a/dw hp(aw)

z

y
—l—a/dwhn(aw)
y _ _
[ :a/dwhn+1(aw)P{M <y z/\y w)
0
i w—z —w
o {u(5) e o (5
7 7
y
—i—a/dw hpi1(aw)

L () 2o sde o (5) )
S () e (52) )
ol () e el (5)

y _ _
Imiln = a/dwhn(aw)P{M (y ‘Al w) 2m+1}
0 fu 1
"}
y
—i—@m_n_la/dw hpi1(aw)
y _ _
Om+1in+1 = a/dwhn+1(aw)P{M (y & /\u) Zm—i—l}
0
k=n+1
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and hence from (12)

= 0 [[dwliafaw) = by )] P {31 (E 2020 ]

n+1\0
i w— z —w
oo 3 () e (52)
k=n+1 K K

e (2) 21} fr (15%) =}

On the other hand, since for every t > 0

P{M(t) >1} =1— P{M(t) =0}

k=n+1

+[hy(aw) — by (aw))]

e (22) oo () )
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which when the Poisson probabilities are introduced goes into

Prn($:2) = Ty — 2o / dw [h(aw) — by (aw)]

+a /ydw hpi1(aw)mp—p(w — 2)m,(y — w) (36)

Y m
+a/ dw [hy,(aw) — hppq1(aw)] Z Tn—k(W — 2)me(y — w)
z k=n
= Am,n(ya Z) - Am,n-i—l(ya Z) + Cm,n(ya Z) - Cm,n+1(y> Z)
namely the result of Proposition 5.3 once the definitions (17) and (19) are taken
into account
C.3 Continuity in z =0

We will now compare the values of p,, ,,(y, 2) separately listed in the Proposition 5.3
for z < 0 and z > 0, and we will show that they connect with continuity in z = 0,
in the sense that for every y > 0

P (Y, 07) = P (y, 0F)

For z < 0 (namely aps > At) the results are given in the Lemma 5.2 and in formu-
las (30) and (31), so that for z 1 0~ we simply have

pm,n(yuo_) = 0 n>m>0 (37)
Prn(y,07) = a /0 dw h(aw) mo(w) T (y — w) n=m>0 (38)
N /0 ydw{hn+1(aw)7rm_n(w)7rn(y — w) m>n>0 (39

+ [hn(aw) — hn+1(aw)} Z Tk (W) (y — w)}
k=n

On the other hand, when z > 0 (namely aus < At) the results are given in formu-
las (34), (35) and (36), where z appears also as an integration limit so that it is
advisable to premise a few formal remarks. If the integrand is a regular function
() we of course have with y > 2z > 0

zJ0t z}0t

lim /Ozg(x)dx: 00+§(:)3)d:1::0 lim /Zyg(x)dx:/oyg(x)dx

When instead the integrand contains the distribution 6(z) = §(x —0") concentrated
onz = 07, as indeed happens in every first term of h,,(z) which is 5y(n)d(z) = a"0(z)
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(see also Appendix A), we have

z ot Y

lim [ &(z)d(x)dx = £(0)0(x) dx = £(0) lim [ &(z)é(z)dx =0

20t Jo 0 20t J,

As a consequence in the limit z | 0%, by neglecting the vanishing terms, the following
integrals on [0, z| only retain the contribution of the term k£ =0 in A,

i [ dre@(o) = / dvé(a Zﬁk 0= [ drs@mimhi

o+

0 / 4z £(0)5(x) = a"€(0)

while on the other hand for the integrals on [z, y] we have

n

i [ degome) = [ dréte Zﬁk 0= [ dré@) Y A i)

k=1

where now the term k& = 0 is apparently missing

Take first pp, . (y, z) for z > 0 and n > m > 0 as given in (34): from the previous
remarks, with = aw and recalling also that m(0) = 0 (so that m,_,,(0) = 0
because n > m), in the limit z | 07 we immediately have

Prn(y,07) = Wm(y)/o dx [a” "t a" T (0) — (a™ — a™™h) i Wk(O)] Sz

n—m
— ﬂ_m(y) a — an-l—l an o an-l—l E 51@0
k=0

which coincides with p,, ,(y,07) in (37). Then, always with z > 0, consider the case
n=m > 0 given in (35): now (since my(0) = 1) in the limit z | 0T we have that the
first integral exactly compensates the term & = 0 missing in the sum of the second
integral, so that
o+
Pun(y,07) = wn(y)/ dz [a" — a""" + a""'7(0)] 6()
0

n

+a /Oy dw mo(w) T, (y — w) Z Br(n) fr(aw)

k=1

Yy
- a”wn(y)+a/ dw 7o (W), (y — w Zﬁk ) fr(aw)
0

Yy
= a/ dw o (w)m, (y — w Zﬁk ) fir(aw)
0

= a /Oy dw mo(w) 7, (y — w)hy, (aw)
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which again coincides with p,, ,(y,07) in (38). Finally consider the case z > 0 and
m > n > 0 which is given in (36): here with the same remarks as before in the limit
z | 07 we again have p,, ,(y,07) of (39)

o+

Prn(,0%) = () / dr (" — ™) 5(x)

+a /Oy dw{hn+1(aw)ﬂm_n(w)ﬂn(y —w)

Hhao) — A (aw)] kiwm_mm(y - w>}
= (= am()+a [ dw{hnH(aw)wm_n(wm(y ~w)

(@) — oy (aw)] f P (w0) iy — w>}
—of dw{hml(aw)wm_n(w)wn(y —w)

tlhn(aw) = hosa(aw)] Y i (w)m(y — w)}

because it is easy to see that the first term exactly compensates the missing term
in the second integral:

/ay dz [a"“wm_n(())ﬁn(y) + (a" — a") Z Wm_k(O)ﬂ'k(y)] o(x)
0 k=n

= /an dra™(l—a) Z5m_k,oﬁk(y) =a"(1 - a)mn(y)

D A proof of Proposition 5.4

To find an explicit elementary formula for @, ,(y, 2) (here z < 0, namely aus > At)
let us begin by supposing m > n > 1: in this case — within our usual notations —



N Cufaro Petroni and P Sabino: Correlated Poisson processes 39

from (15) we have

e~ (—2) y "
Qmnly,z) = — a/ dw lﬁo(n)fo(aw)—i- Bg(n)fg(aw)]
: 0 =1
> (1) -t vy
e—(y—2) ray i
= dz |a"6(x) + ) Be(n)fe(z)
m!a™ /0 [ — ¢ ¢ ]
" (x —az)" *(ay — z)*
; (k) ’
e—w=2) /i . A
= — Z (k) [a” (—az)""" (ay)
—l—; (fé_(nl))' /an dre 2" a — az)™ k(ay—x)k]

On the other hand (see [17] 3.383.1) with v = ay — x it is

/and:c e " (& —az)" F(ay — x)F = e—ay/oaydv e (ay — v) aly — z) — o] Fok
= /0 U(ay — v) T Z (m k) )] (—)mE

S B G [ A e

= e () et

=

Bll,m—i+1)®(m—i+1;m—i+0+1;ay)

where ®(; B; x) is a confluent hypergeometric function (see [17] 9.2) and B(«, /) is
the beta function (see [17] 8.38) with

[(a)T(B) _ (a—1)(5 — 1)
Ia+ p) (a4 p—1)!

B(a, f) =
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As a consequence we have

eV (m k k
Qmn(y,2) = o (k) [a" (—az)""" (ay)
n m—k
#3377ty e
=1 =0
e~ =2 . /m\ < mok g ' |
= ol am Z (/{:) Zﬁg(n)e—ay > ( i k’) [a(y B Z)]Z(ay)um—z
( 1)m—k—z(ﬂiﬂi;i)!€)! <I>(m—i+1;m—z’—|—€+1;ay)]
m m—k _1mk—i m—i n

Ti(y — 2)Tm—ine(ay)®(m —i + Lym — i+ 0+ 1; ay)

and with the change of the summation index j =m — 1
j n
< k:) > Bu(n)
(=0

Tm—j(y — 2)mjpe(ay)®(j + 1,5 + £+ 1;ay)

as stated in the Proposition 5.4. We have proved this result by supposing m > n >
1, but it is possible to check now by direct calculation that also its extension to
m > n > 0 gives the right results for Q),, o with m > 0, and for @,,,, with n > 1.
We have in fact from the definition (15) that for m > n =0 it is

Y
Qooly,z) = eV a / dw§(aw) = e = m(y — 2)
0

~(-2) m
Qmo(y,z) = ‘ :L! / dw ho(aw Z <7Z) Fy —w)*

k=0

an y’

k=n j=k

e—(y—z) — z)m Y
_ (y—2) a/o dwé(aw) = Ty (y — 2)

m!

while for m =n > 1 we have with v = a(y — w)

6_(y_z)

Qnn(y,z) = /0 dw [a aw) + Zﬂk ) fr aw)] (y —w)"

n!
6_(y_z)

Sy [(ay)" N e;n Z (fk_(”l))! /0 e’v"(ay — v)k_ldv]

k=1
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and since (see [17] 3.383.1)
ay
/ e"v"(ay — v)* v = (ay) "Bk, n + 1)®(n + L;n + k + 1; ay)
0

we finally get

—(y—2)
Qnnl(y,2) = 6n, (ay (n+1n+k+1ay)
( 2) 5 n' k
= V. (a Z (ay) P(n+1Lin+k+1;ay)

It would be easy to see now that all these results can also be derived as particular
cases from our explicit expression (15) that can hence be considered as completely
general

We proceed now to calculate for z > 0 (namely for At > aus) the explicit
elementary form of the terms A, B and C defined in (17), (18) and (19). With
x = aw, and by taking into account [17] 8.350.1 and 8.352.1, from (17) we first have
form>0andn>1

Apn(y,2) = m(y — z)a/oz dw [ﬁo( ) fo(aw) +Zﬁk ) fr aw)]

n - 5]9 n “ k-1 _ —x
a—i—Z(k_l)!/O " e d:c]
— {a +Zﬁk [ —i (az)]}

n

= Tuly—2) Y Buln)

k=0

= Ty — 2)

1+ m(az) — Z Wj(az)]

J=0

Since however this result can be extended also to n = 0 giving the correct result

Aol 2) = Tnly =) [ 8(a)do = mly = 2)

it can be definitely used for every possible value of n,m > 0 as recalled in (26) of
the Proposition 5.4
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Then, for n > m > 0 and = aw, by using [17] 3.383.1 we have from (18)

Bun(y,2) = mmly—2)a / 0w s () 3 (= — )
0 k=0

n—m az T
= T(y—2) Z / dx hy 1 ()7 (z — E>

k=0 0

n—m n+1

- y—z ZZﬁgn—l—l/ dfox)m(z—%)

=0

k=0
_, n+l
- Be(n +1) /az 1 ko l=ey
+akk'z =1, drz"(az — x)"
=1
= Ty —2) Y m(2) [a"™
k=0
n+1 21
+ 5@(%+1)M®(€,k+€+1,(1—a)Z)
— (k+0)!
n—m n+1 ) k!
= Tm(y — 7 ( Zﬁe +1 ) Ol k+L+1,(1-a)2)
k 0

because ®(0,k+1,z) = 1. This result also coincides with (27) in the Proposition 5.4

Finally, form >n > 0and 0 < z < y, from (19) we first remark that C,, o(y, 2) =
0 because ho(aw) = §(aw) is now peaked outside the integration interval [z, y]. Then
for m > n > 1 (the term of the sum with ¢ = 0 again vanishes for the same reason
as before) with v = a(y — w), and u = a(y — z) for short, from (19) we have

Con2) = [ dvhu(ay - v)iw—k (%)= ()

0
= Zﬂe(n /d?ffe ay —v) Zﬂm ’f(u_v) i (g)

(y o) m ( . )m—k k
- Zﬁe /dvfé ay — );ﬁ

-2
— am™m!

=1

ay _ U Z le—ay+v

- 1)

/dve ay —v) " Hu — )"k

)m—kvk

(u—w
e (y Z)e_ay

> (1) [
T amml Z €—1'§:< )

k=n
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and since it is (see [17] 3.383.1)
/ dv e’ (ay — v) " (u — v)™FP
0

= %lei)mw%—nﬁli/mm WP (y — gy

=0 J 0
/—1
{—1
- ( . )<ay>f< 1)t
=0 N/
Bm—k+1,k+{—u™ 0k +0—jFm+l—j5+1,u)
/-1

_ (£ = 1)!(m — ka+€—1—ﬁK_DL}j
JI—=1—=7)lm+£—j)!

(ayYu™ ™ 9k + 0 —j,m+L— 5 +1,u)

we can write

) Z‘“yzm iézl(k” H)

k=n j=0
_1élaa =3 ‘ ‘
(;,(migy)_j)! Ok +0—jm+0—j+1,u)
—(1—a)(y—z) ™ m £—1 k+€__1
= XA DI) DI AR
k=n j=0

j(ay)ﬂerg_j(a(y —2)P(k+l—jm+l—j+1a(y— 2))

as stated in (28) of the Proposition 5.4

As for the confluent hypergeometric functions appearing in all these results they
in fact boil down to finite combinations of elementary functions as stated in the final
formulas of the Proposition 5.4. The case n = 0 immediately follows indeed from
the definitions (see [17] 9.210.1). On the other hand, when 1 < a < g, with the
change of variables y = x — z and by taking sequentially into account [17] 3.383.1,
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8.350.1 and &8.352.1 we have

O

1 x
Oé,ﬁ-}-].,l’) = )xg/ ezza_l(x—z)ﬁ_o‘dz
0

B(f—a+1,«
ple” @ » e
N (5—a)'(a—1)|g;ﬁ/0 e Y(x—y)* yfdy

B'e a—1 7 __1/9” VI
— —1)e7 B=1=1o=vyq

_ i v—l)' m(fc) N

Wa—y—1D! 7 =

e

mg() -

as stated in the proposition
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