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Zusammenfassung

Diese Arbeit untersucht das Ereignis der Erstiiberschreitung einer konstanten Bar-
riere durch eine Summe von abhéngigen Komponenten eines allgemeinen multivari-
aten Lévyprozekes mittels eines Sprungs. Fiir d = 2 charakterisieren wir dieses
Ereignis mit der gemeinsamen Verteilung von fiinf Grofen: die Zeitspanne zwischen
Erstiiberschreitung und dem letzten Maximum, die Zeit des letzten Maximums,
der Uberschuf, der Unterschuf und der Unterschuf des letzten Maximums. Die Ab-
hangigkeit zwischen den Sprungkomponenten eines multivariaten Lévyprozefes wird
dabei mit einem sogenannten Pareto-Lévymals modelliert, das zum Erstenmal fiir all-
gemeine Lévyprozesse betrachtet wird. Die Beziehung zwischen einem Lévymaf und
seinem Pareto-Lévymals wird dabei detailliert untersucht, wobei explizite Beispiele
mit graphischen Darstellungen gegeben werden. Desweiteren werden Bedingungen
an die eindimensionalen Rand-Lévymafe und das Pareto-Lévymafs formuliert, so daf
das multivariate Lévymalfs regulér variierend ist. Schliefslich werden die Resultate auf

einen spektral positiven Versicherungsrisikoproze angewendet.






Abstract

This thesis deals with the first upwards passage event of the sum of dependent
components of a general multivariate Lévy process when a constant barrier is passed
by a jump. For d = 2 we characterize this event by the joint distribution of five
quantities: the time relative to the time of the previous maximum, the time of
the previous maximum, the overshoot, the undershoot and the undershoot of the
previous maximum. The dependence between the jump components of a multivariate
Lévy process is modelled by a so-called Pareto Lévy measure which is considered
the first time for general Lévy process. The relationship between a Lévy measure
and its Pareto Lévy measure is investigated in detail where explicit examples with
graphical representations are given. Furthermore, we prove conditions on the one-
dimensional Lévy measures and the Pareto Lévy measure such that the multivariate
Lévy measure is regularly varying. Finally, the results are applied to a spectrally

positive insurance risk process.
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Introduction

First passage events

The analysis of first passage events deals with the probability that a stochastic
process excesses a given barrier and, in more detail, with the question how this
passage happens for the first time. This subject has applications in a variety of areas
as e.g. queuing theory, cf. [6], or option pricing, cf. [3]. In particular, risk theory
encourages the interest in this theory during the last years since the first passage
event of a risk process has the meaning of the ruin of an insurance company or bank
and ruin probability is often used as a risk measure. For a detailed representation
of the classical model of risk theory by Cramér and Lundberg and results we refer

to the excellent monographs |7, 25].

Historically, first passage events have been studied for random walks where a rich

mathematical theory exists. Considering a random walk Z with
d
Zo:=0 and Z,:=)» & neN,
i=1

for independent and identically distributed (i.1i.d) random variables (r.v.s) (& )iens
the successive maxima of Z and the corresponding times form a bivariate renewal
process, the so-called ascending ladder process. Similarly, the descending ladder pro-
cess which is defined as the ascending ladder process of the dual random walk
—Z, corresponds with the successive minima of Z. Applying Wiener-Hopf tech-
niques to integral equations fundamental fluctuation identities for random walks
are proven which yield the so-called Wiener-Hopf factorization where we refer to
[12, 31, 53, 59, 60] and the excellent monographs [27, 61|. This result is the basis of
the ladder theory since it relates the distributions of the ascending and descending

ladder processes to that of the underlying random walk Z and it is the fundament



of first passage results for random walks. The results for random walks can easily
be extended to compound Poisson processes (CPPes) by considering CPPes at their
jump times and exploiting the embedded random walk structure. Also first passage
results for more general Lévy processes are often based on results for random walks
since they are proven by approximation in means of a discrete-time skeleton, cf.
|28, 54|. Another more elegant approach for investigating first passage events for
general Lévy processes is given in [30] where the sample paths of the continuous-
time Lévy processes are emphasized by using Poisson point processes of excursions
from the maximum, cf. [39]. The main aspect hereby is that the fluctuations of a
Lévy process X are investigated by introducing an exponentially distributed ran-
dom time e,, independent of X. Then the path of X on [0,¢,] can be split at the
maximum, i.e. the path of X can be decomposed on [0, ¢,] into two independent
parts, the path before and after the time when X reaches its maximum on [0, ¢,].
For a well-explained description of this fact in terms of excursions we refer to [49],
Sections 6.3 and 6.4. In this way the Wiener-Hopf factorization for general Lévy
processes can proven nicely. As for random walks this result relates the distributions
of the ladder processes to that of the underlying Lévy process. The ladder processes
for Lévy processes also correspond to the maxima and minima of the process as for
random walks, but their construction is a more complex task where we refer to the
monographs [13], Section IV, and [49], Section 6.2.

Applying such a decomposition method yields the so-called quintuple law [22], The-
orem 3, which describes the first passage of a general Lévy process. This results
characterizes the first upwards passage event over a constant barrier, caused by
a jump, detailed with the common distribution of five quantities: the time of first
passage relative to the time of the previous maximum, the time of the previous max-
imum, the overshoot, the undershoot and the undershoot of the previous maximum.
Employing the Wiener-Hopf factorization for Lévy processes, the path of the Lévy
process which causes the first passage is decomposed in three independent parts:
the path before the last maximum before the passage, the path between the last
maximum and the first passage and the jump which causes the passage. The first
two quantities are given in terms of the potential measure of the ladder processes of

the Lévy process and the third part is given by the jump measure.

In this thesis we especially investigate first passage events for Lévy processes which
are the sum of dependent components of a general multivariate Lévy process. There-

fore, we extend the classical quintuple law with regarding to dependence, cf. The-



orem 3.2.4. This approach is motivated by recent insurance and operational risk
models where the total risk process of an insurance company or bank is the sum of
a multivariate risk portfolio where the dependence between different business lines
and risk types is crucial. As considering the sum of Lévy processes, additionally to
classical first passage events, the questions arise which components cause the first
passage and how dependence affects this event. Further, as in the classical risk the-
ory, we are interested in the asymptotic behaviour of the ruin probability which is
also affected by the dependence between the components, cf. [37, 47| and, for the

multivariate case, [17, 18, 38|.

In the one-dimensional case we have two approaches to investigate first passage
events: approximation by a discrete-time skeleton or using the ladder theory for Lévy
processes. With regarding to dependence only the second approach is appropriate
as I shall briefly explain. Following the classical approach one reduces the sum of
CPPes to the sum of random walks and the dependence between the components
is modelled by means of a distributional copula coupling the distributions of the
single random walks, cf. [40, 52]. With regarding to dependence this is a rather
crude method since the dependence between the jump times of the components is
an important fact of the dependence structure of a Lévy process and by construction
the random walks of the components almost surely (a.s.) jump together. Further, as
the original time structure gets lost, modelling the dependence by a distributional
copula does not distinguish single and common jumps which adulterates the original
dependence structure of the jump sizes. In particular, applying this approach one
can not analyse which component caused the passage. More sophisticated, we can
model the sum of CPPes as the sum of random walks allowing that components
may have jumps of size zero to keep the time structure. Then we have to model
the dependence between the jump times, between the sizes of single and common
jumps, separately, and between the jump sizes and the jump times. We see that
this is a rather extensive method even for CPPes as we have to describe the whole
original dependence structure by means of a distributional which is hardly possible
for general Lévy processes. Consequently, in order to investigate the fluctuations of
the sum of general Lévy processes with regarding to dependence one has to apply

the theory of ladder processes.

Hence, for our analysis we proceed as in [22] using ascending and descending ladder
processes. Further, to identify the ruin causing components we employ a decom-

position of the sample paths of the Lévy process according to its jump behaviour



which is not trivial as the Lévy process may have a.s. sample paths of unbounded
variation. In this way, we obtain our quintuple law Theorem 3.2.4 which extends the
quintuple law in [22]| regarding dependence. Although it seems to be just a theoret-
ical result characterizing the first passage event in terms of the potential measures
of the ladder processes, we give two situation where these quantities can be deter-
mined concretely in Section 3.3. Moreover, we conclude from our quintuple law an
asymptotic result for the ruin event of a spectrally positive insurance risk process

in Section 3.5.

Modelling the dependence for Lévy processes

As already mentioned above, the dependence between the components of a d-dimens-
ional r.v. can be modelled by a so-called distributional copula Cp : [0,1]¢ — [0, 1]
due to Sklar’s Theorem, [52|, Theorem 2.3.3. A distributional copula of a r.v.
(X1,..., X% defines a distribution whose one-dimensional margins are the uni-
form distributions on [0, 1]. If the components X* are continuous then a copula
is the distribution function (d.f.) of the r.v. (Fy(X1),..., Fy(X?)), corresponding
to a transformation to uniform margins. The interest in this modelling approach
increased rapidly during the last years since dependence can be modelled indepen-
dently from the marginal distributions and due to the uniform margins calculations
are quite handy, cf. [1, 2, 4, 45]. Nevertheless, in [51] copulas have been criticized
since a transformation to uniform margins is not reasonable in general, especially
for considering extremes. The copula approach was advanced in [48| to a Pareto
measure which is a distribution whose one-dimensional margins are standard Pareto
distributions. A Pareto measure is related to the distribution defined by a copula by
componentwise inversion and has due to the Pareto margins a better probabilistic

interpretation for limit theory and heavy-tail analysis.

For Lévy processes with finite Lévy measures distributional copulas can be applied
to model the dependence between the jumps sizes, between the jump times and
between the jump times and the jump sizes, cf. [2]. But as mentioned above, by
modelling just one of these dependence structures, information about the original
the dependence may get lost and modelling all dependence structures may be very

extensive. Moreover, this approach only works for finite Lévy measures.

The first concept to model the dependence structure of a general Lévy process



is defined in [42] by the notion of a Lévy copula which was already considered for
particular Lévy processes in [62, 63, 20]. We shall briefly explain the advantage of this
approach. The distribution of a general d-dimensional Lévy process X = (X;)i> is
uniquely determined by its characteristic triplet (v, A, II) and thus the dependence
structure of X is characterized by the dependence structure of the r.v. X for some
fixed t > 0. So in principle, one can model the dependence between the components
of X by the distributional copula Cp; of the r.v. X;. As discussed in [42] this

approach has two critical points:

e For given infinitely divisible one-dimensional laws the choice of copulas which
yield an infinitely divisible d-dimensional law depends on the margins and can

not be clarified in general.

e The distributional copula Cp, of X; depends on ¢t and for s # t the copula
Cp,s of X5 can in general not be calculated only from Cp; since one needs also
the marginal distributions at time s and ¢. Further, if Cp , can be calculated

from Cp, then only with large numerical effort.

Consequently, it is more useful to model the dependence structure time-independently
using the characteristic triplet. According to the Lévy-Ito decomposition, see [58],
Theorem 19.2, the Gaussian and the jump part of X are independent processes
where the dependence structure of the Gaussian part is entirely determined by the
Gaussian covariance matrix A. Therefore, the dependence structure of the jump
part is uniquely determined by the Lévy measure. In order to formulate a version
of Sklar’s Theorem for Lévy measures, one has to pay attention to the fact that a
general Lévy measure may a singularity at the origin. Therefore, the analog notion
to a d.f. or a right tail of a d.f. for Lévy measures may consider the Lévy measure
only on sets that are always bounded away from zero. Thus, in [42] the notion of a
tail integral of a Lévy measure is defined on (R\ {0})?. Analogously to distributional
copulas they define Lévy copulas C : (—o0, 00]? — (—00, 00| as function that define
a measure with Lebesgue margins. Thereby, in [42|, Theorem 3.6, they formulate a
version of Sklar’s Theorem for Lévy measures that describes the relation between a
Lévy measure, its margins and the Lévy copula in terms of the marginal tail inte-
grals. The big advantage of Lévy copulas is that by modelling the Lévy measure I1
the whole dependence structure of the jump part is modelled, contrary to the copula

approach above, cf. Remark 3.4.5. On the other hand, due to the Lebesgue margins



the measure that models the dependence of Lévy measure is not a Lévy measure it-
self. In [9] they propose to apply a componentwise inversion to the measure of a Lévy
copula to obtain a Lévy measure whose margins are the Lévy measures of 1-stable
Lévy processes. This Lévy measure is also proposed in [48| and since it parallels
the notion a Pareto measure for Lévy measure they called it Pareto Lévy measure.
Both papers are restricted to spectrally positive Lévy measures. Thus in this thesis
Pareto Lévy measures are considered the first time for general Lévy processes and
so we shall explain and visualize them intensively in Chapter 1. In opposite to Lévy
copulas, modelling the dependence of a Lévy measure with a Lévy measure is a self-
contained approach. A further advantage, especially for higher dimensions, is that
calculation of the marginals a Pareto Lévy measure is easier then the calculation
of the corresponding Lévy copula margin. Moreover, since the margins of a Pareto
Lévy measure are the Lévy measures of an 1-stable Lévy process, Pareto Lévy mea-
sures can be better applied in the theory of multivariate regular variation considered
in Section 2 than Lévy copulas. For d = 2 one does not have to calculate margins
due to the standardized one-dimensional margins and Lévy copulas are notationally
easier than Pareto Lévy measures. Therefore, we formulate our results in Section 3.4

in terms of Lévy copulas.

Regular variation for Lévy processes

In a series of papers Hult and Lindskog [33, 34, 35, 36| define and investigate regular
variation of measures and additive processes which apply in particular to Lévy mea-
sures and Lévy processes. Their concept of regular variation of a stochastic process
with cadlag sample paths is for a Lévy process X equivalent to regular variation
of the random vector X; and its Lévy measure; cf. [36], Lemma 2.1. Since regular
variation of a random vector X is well understood, cf. [55, 56], it seems that all
such results can be translated to the corresponding Lévy measure. Of course, this is
in principle true, but we argue that a new sight of the dynamic of the Lévy process

X can be gained by investigating regular variation of the Lévy measure itself.

In this thesis we consider regular variation with regarding to dependence and inves-
tigate the relation between the regular variation of a Lévy measure and the regular
variation of its Pareto Lévy measure. Further, regularly varying Lévy measure are of

special interest in the context of risk theory since for heavy-tailed claims we have the



so-called non-Cramér case where the ruin probability does not decay exponentially
fast to 0.

A general outline

This thesis is divided into three chapters which are based on the papers [24, 23].
Throughout we assume that all stochastic quantities in this thesis are defined on a
filtered probability space (2, F, (F)t>0, P).

Each chapter starts with an introduction including an outline. In the following we

present an overview to the thesis, summarized from the introduction of each chapter.

Chapter 1. We present in the first chapter the notion of a Pareto Lévy measure and
the main theorem for modelling the dependence between the jumps of a multivariate
Lévy process. Since Pareto Lévy measures are strongly related to Lévy copulas
we give in Section 1.1 a detailed presentation of the notion of a Lévy copula and
of Sklar’s Theorem for general Lévy processes which we use in this thesis. Since
the relation between Pareto Lévy measures and Lévy copulas corresponds to the
relation between copulas and Pareto measures for random vectors and due to the
use of copulas in Section 3.1, we briefly summarize these approaches to model the
dependence between r.v.s in Section 1.1.1. In Section 1.1.2 we define the concept
of Pareto Lévy measures for general Lévy processes and prove the basic results
for dependence modelling. Furthermore, we describe two approaches for graphical
representation of the dependence structure in Section 1.2 and apply them to the

examples in Section 1.3.

Chapter 2. We investigate regular variation of multivariate Lévy processes with
respect to the dependence structure modelled by a Pareto Lévy measure. In Sec-
tion 2.1 we formulate conditions on the one-dimensional marginal Lévy measure and
the Pareto Lévy measure such that the multivariate Lévy measure is regularly vary-
ing and vice versa. In Section 2.2 we apply this result to the four examples given in
Section 1.3.

Chapter 3. We investigate the first upwards passage event for the sum of a bivariate
Lévy process and prove fluctuation identities under the aspect of dependence. For
motivation and better understanding of the decomposition for our quintuple law,

we first formulate the quintuple law for the sum of a bivariate random walk in



Section 3.1. The general quintuple law for the sum of a bivariate Lévy process is
proven in Section 3.2. In Section 3.3 we consider two situations where all quantities
of the quintuple law can be identified concretely. We calculate explicit quantities in
Section 3.4 for different dependence structures which are modelled by a Lévy copula.
In Section 3.5 we apply our results to insurance risk theory and obtain a detailed

description of the ruin event regarding dependence.

Remarks on notation

The Borel-o-algebra of a topological space T is denoted by B(T). For a set B € B(T),
let B°, B and 0B = B\ B° be the interior, the closure and the boundary of B,

respectively.

For a,b € R we write a V b := max{a,b} and a A b := min{a,b}. For vectors
a,b € R? we mean by a < b that the inequation holds componentwise and (a, b] :=
(a1,b1] x -+ x (agq,bg] denotes a left-open right-closed interval in R¢. Furthermore,

we set R := [~00,00], 0 := (0,...,0) and oo := (o0, ...,00).



Chapter 1

Dependence modelling for

multivariate Lévy processes

In this chapter we present the notion of a Pareto Lévy measure for modelling the
dependence structure between the components of a general multivariate Lévy pro-
cess. At first, we briefly summarize basic knowledge about Lévy processes and refer

to the excellent monographs [13, 49, 58|.

We recall that a stochastic process X = (X¢)i>0 in R? is called Lévy process if it

has the following properties:

(1) X = 0 almost surely (a.s.)

(2) X has independent increments, i.e. for allm > 1 and 0 < tg < t;--- < t,, the

random vectors (r.v.s) Xy, X4, — X4g, ..., Xy, — Xy, _, are independent.

(3) X has stationary increments, i.e. the distribution of X, — X does not

depend on s.
(4) X is stochastically continuous, i.e. for every ¢t > 0 and € > 0,

ImP(| X — X¢| >¢€) =0.

s—t

(5) X is cadlag, i.e. the sample paths of X are a.s. right-continuous and have left

limits.
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Stochastic processes satisfying properties (1)—(3) are also often called Lévy processes
but such processes are reducible to the Lévy processes defined above, see [13] and
[58], Notes of Chapter 2.

A Lévy process (X¢)i>o is characterized by the Lévy-Khintchine representation of
the characteristic function
E |:6i(z,Xt):| — e—t\I/(z)’ t Z 0’ z E Rd7
with
. 1 ; .
\Ij(z) = Z(")/, z) + §zTAz + / (1 — el(z’m) + Z(Z, w)l{‘m‘§1}> H(d:lj), (1.0.1)
R4

where (-,-) denotes the inner product and | - | an arbitrary norm in R% and 1p
represents the indicator function of the set B. The quantities (v, A,II) are called
the characteristic triplet, where v € R? the Gaussian covariance matriz A is a
symmetric non-negative definite d X d matrix, and the Lévy measure 11 is a measure

on R? satisfying
M({0}) =0 and / (12> A1) Ti(dz) < co.
Rd

Important classes are the spectrally one-sided Lévy processes which have only posi-
tive or negative jumps, and specifically subordinators which are Lévy processes whose

components have a.s. non-decreasing paths.

Since the dependence structure of the Gaussian part of a Lévy process X is deter-
mined entirely by its covariance matrix A and the continuous part and the jump
part of X are independent, it remains to describe the dependence structure of the
jump part of X which is characterized by the Lévy measure II. Therefore, we con-
sider in this thesis only the dependence structure of Lévy measures and model it by
a reference Lévy measure with standardized one-dimensional margins, the so-called

Pareto Lévy measure which is proposed in [48] for spectrally positive Lévy processes.

A particular role is played by a-stable Lévy processes (X;)i>o which are Lévy pro-
cesses such that X; = (X{,..., X% is a stable r.v. with index a € (0,2], i.e. for
every a > 0 there is a € (0,2] and ¢ € R? such that

E [ei(z,xl)]a _E [ei(al/az,Xl)] ¢e® 5 eRY
cf. [58], Definitions 13.1 and 13.2, Proposition 13.5, Theorem 13.11 and 13.15 and

Definition 13.16. The following result shows how a-stability for o € (0,2) is charac-
terized by the characteristic triplet.
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Theorem 1.0.1 ([58], Theorem 14.3)
Let X be Lévy process in R? with characteristic triplet (v, A,1I) and o € (0,2).

The following statements are equivalent:

(1) X, is a-stable.

(2) A =0 and II is homogeneous of degree v or a-homogeneous, i.e. for all t > 0
it holds
t~°II(B) = II(tB) for B € B(RY).

(3) A =0 and there is a finite measure g on the unit sphere S := {x € R? : |x| =
1} such that

II(B) = /S/Ooo Lp(r)r—ot dr \g(d€) for B € B(RY).

The probability measure us := Ag/As(S) we call the spectral measure of I1.

For d = 1 an a-stable Lévy process has an absolutely continuous Lévy measure

() = { ciz™tdr  on (0,00),

colz|™* P dz on (—o0,0),

with ¢; > 0,0 > 0 and ¢1 + ¢ > 0; see [58], p. 80. For ¢; = ¢o = 1 we call the Lévy

process standard 1-stable and its Lévy measure standard 1-homogeneous.

Pareto Lévy measures are multivariate Lévy measures whose one-dimensional mar-
gins are standard 1-homogeneous. A version of Sklar’s Theorem for Lévy measures,
see Theorem 1.1.10, states that the dependence structure of a Lévy measure can be
modelled by a Pareto Lévy measure, independently of the marginal Lévy measures.
In |20, 42, 62, 64| the authors propose Sklar’s Theorem for Lévy measures in terms of
Lévy copulas which are strongly related to Pareto Lévy measures. They use slightly
different definitions of the fundamental notion of the tail integral and, consequently,
their formulations of Sklar’s Theorem for Lévy measures differ. Therefore, we give
in Section 1.1 a detailed presentation of the notion of a Lévy copula and of Sklar’s
Theorem for general Lévy processes which we use in this thesis. Since the relation
between Pareto Lévy measures and Lévy copulas corresponds to the relation be-
tween copulas and Pareto measures and due to the use of copulas in Section 3.1, we
briefly summarize these approaches to model the dependence between r.v.s in Sec-

tion 1.1.1. In Section 1.1.2 we define the concept of Pareto Lévy measures for general
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Lévy processes and prove the basic results for dependence modelling. Furthermore,
we describe two approaches for graphical representation of the dependence structure

in Section 1.2 and apply them to the examples in Section 1.3.

1.1 Lévy copulas and Pareto Lévy measures

In this section we state the basic notions and results for dependence modelling
used in this thesis. At first, we briefly summarize the essential facts of dependence

modelling for r.v.s.

1.1.1 Copulas and Pareto measures

Let X = (X!,..., X% be a d-dimensional r.v. with distribution function (d.f.) F,
i.e.

F(xy,...,2q) =P(X'<xq,..., X< 14)
and one-dimensional marginal d.f.s Fj(z) := P(X' < z) for i = 1,...,d. The
classical approach to model the dependence between the components X' is by using

a (distributional) copula. The following definitions can be found in [52] where we

use the notation as in [42].

Definition 1.1.1 (F-volume, d-increasing, [42], Definitions 2.1 and 2.2)
Let F : S — R for some subset S C R’. For a,b € S witha < b and (a,b] C 5,
the F-volume of (a, b] is defined by

Ve((ab) = > (~)VF(w),
u€{a1,b1}x--x{ag,ba}

where N(u) := #{k : up = ai}. F is called d-increasing if Vr((a,b]) > 0 for all

(a,b] € S with a < b and (a,b] C S.

Thereby, the notion of a (distributional) copula is defined as follows.

Definition 1.1.2 (Copula, [52], Definitions 2.10.5 and 2.10.6)
A function Cp : [0,1]¢ — [0, 1] is called (distributional) copula if

(1) Cp(us,...,uqg) =0 ifu; =0 for at least one i € {1,...,d},
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(2) Cp is d-increasing,

3) Cp(1,...,1,u,1,...,1) =wu for every i € {1,...,d}, u € |0, 1].
(3) Ch( ) yi€{ ¥ [0,1]

i—1

The central result for dependence modelling by copulas is stated by Sklar’s Theorem.

Theorem 1.1.3 (Sklar’s Theorem, [52], Theorem 2.10.9)
Let F be a d-dimensional d.f. with margins F\, ..., F,. Then there exists a (distri-
butional) copula Cp such that

d

F(ml,...,ﬂfd) :C'D(Fl(xl),...,Fd(xd)), (l’l,...,$d) E@ . (111)

If Fy, ..., Fy are all continuous, then Cp is unique; otherwise, Cp is uniquely deter-
mined on [[._, Ran F;.

Conversely, if Cp is a (distributional) copula and Fi,..., F, are d.f.s, then the
function defined by (1.1.1) is a d-dimensional d. f. with margins Fy, ..., Fy.

Let X = (X*',..., X% be ar.v. with d.f. F' and copula Cp. Using the continuity
of copulas, see [52], Theorem 2.10.7, Equation (1.1.1) can be reformulated with a
copula Cp of —X in terms of the right tails of X, given by

F(ay,...,0q) =P(X' > 2q,..., X > 1)

and F(z) :=P(X’ > ) fori=1,...,d, such that

F(zy,...,20) = Op(Fy(21), ..., Falza), (21,...,24) € R". (1.1.2)

GD is called the survival copula of the r.v. X or the d.f. F. If all F; are con-
tinuous then the copula Cp is the d.f. of the r.v. (Fi(X"),..., Fy(X?)) and the
survival copula Op is the d.f. of the 1. v. (Fl (Xh,... ,Fd(Xd)), both corresponding
with a transformation of the distribution to have uniform one-dimensional margins.
Further, in [48] they propose for continuous margins F; to consider the distribu-
tion of the r.v. (1/F1(X"),...,1/Fq(X?)), the so-called Pareto measure, which is
a transformation to standard Pareto distributed r.v.s. The advantage of the Pareto
measure is the stronger probabilistic interpretation for limit theory and heavy-tail

analysis.

The idea of Pareto measures can be extended to general distributions as follows.
Since copulas are continuous in every variable, see [52|, Theorem 2.10.7, (?*D de-

fines by its ap-volume Ve, a unique probability measure whose one-dimensional
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marginals are the uniform distribution on (0,1). As proposed in [9] we define the

inversion map Q) : R SR as
Q(z1,...,xq) = (a:fl,...,x;l), (1.1.3)

where we set 1/0 := oo, —1/0 := —o0, 1/00 := 0 and 1/ — 00 := 0. @ restricted
to [0,1]¢ is bijective and the image of Vg, under @, given by Vg o Q, defines a
d-dimensional distribution I'p with standard Pareto margins. With the right tail T'p

relation (1.1.2) becomes

1 1
71(3?1)’ o Fd(xd)

F(:Ela"'vmd):FD<

), (1., 24) € K" (1.1.4)

We call I'p Pareto measure and its right tail T'p is called Pareto copula.

1.1.2 Lévy copulas and Pareto Lévy measures: Definitions

and basic results

Now let X = (X)is0 = (X}, ..., X¥)i>0 be a d-dimensional Lévy process with Lévy
measure II. If IT is a finite measure we can model the dependence between the jump
sizes by a copula or a Pareto measure, but in general Lévy measures may have a
singularity at zero. Consequently, for a general approach to model the dependence
the analogue of a d.f. or a right tail for Lévy measures has to be bounded away from

zero and is defined as follows.

As in [42] we set for z € R
>
I@%:{E%w% r20, (1.1.5)

and

sgn(:v) = 1{120} - 1{:1:<0}~

Definition 1.1.4 (Tail integral of a Lévy measure)
Let X be a Lévy process in R? with Lévy measure I1. The tail integral of X or II
is the function II : (R '\ {0})¢ — R defined as

(zy,...,2q) = H sgn(x;)I1 (HI(:}:J) :

J=1
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In [42], Definition 3.3, the tail integral is defined on (R\{0})4. Since lim,, 4o, (21, . . .
,xg) = 0 for all ¢ € {1,...,d} and Z(z) = 0 for z € {—00,00} our extension to
(R \ {0})? is continuous and corresponds to the extension of the one-dimensional
tail integral used in the proof of Theorem 3.6 in [42]. The main aspect in the def-
inition of the tail integral is that a Lévy measure II is always considered on sets

bounded away from zero.

By definition (1.1.5) tail integrals are on (R \ {0})¢ right-continuous functions and
(—1)II is d-increasing. However, the tail integral does not determine the Lévy mea-
sure uniquely because it does not specify its mass on R?\ (R \ {0})¢. Therefore,
we additionally need the marginal tail integrals. For a set I we define |I| as its

cardinality.

Definition 1.1.5 (Margins of a Lévy process/Lévy measure/tail integral)
Let X = (X', ... X% = (X]},..., X3);>0 be a Lévy process in R? with Lévy mea-
sure Il and I C {1,...,d} a non-empty index set. We define the following quantities:

(1) The I-margin of X is the Lévy process X! := (X%);c;.

(2) 11; denotes the Lévy measure of X! and is the [-marginal Lévy measure. It is

given by

I;(B) =T ({x € R?: (2:),e; € B}), Be BRI\ {0}).

(3) The I-marginal tail integral of X is given by II; : (R \ {0}l — R with

M ((x:)ier) = | [ sem(a) 11, ( HI(%)) :

i€l el
To simplify notation, we denote one-dimensional margins by X*, II; and II;.

By [42], Lemma 3.5, the set of all marginal tail integrals {II; : I C {1,...,d}}
determines the Lévy measure II uniquely and vice versa. Moreover, we shall need
for Lévy copulas the following definition of I-margins of a d-increasing function on
(—00, 00]%.

Definition 1.1.6 ([42], Definition 2.4)

Let F : (—o0, 00]? — (—00, 00] be a d-increasing function such that F(uy, ..., ug) =

0 if u; = 0 for at least one i € {1,...,d}. For every non-empty index set I C
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{1,...,d}, the I-margin of F is the function F; : (—oo, 0o]!l — (—o0, 0], defined
by

Fr ((w;)ier) :== lim Z F(uy,...,u Hsgn ui),

a—o0
(u;)icre €{—a,00}1°l iele

where I¢:={1,...,d} \ I.

In analogy to (survival) copulas Kallsen and Tankov, [42], define Lévy copulas for
general Lévy processes as follows.

Definition 1.1.7 (Lévy copula, [42], Definition 3.1)

A function C : (=00, 00]¢ — (—00, 0¢] is called Lévy copula if

(1) a(ulv"'aud) 7é oo for (Ul,...,U,d) 7£ (OO,...,OO),
(2) a(ul,...,ud) =0 if u; = 0 for at least one i € {1,...,d},
(3) C is d-increasing,

(4) C/J\{i}(u) =u for every i € {1,...,d},u € R.

Since Lévy copulas are right-continuous in every variable separately, see [42], Lemma 3.2,
and d-increasing, according to [43], Section 4.5, there exists a unique measure pg
on (—o0,00]? \ {oo} such that for the C-volume Va of a Lévy copula C and
a,b € (—o00,00]?\ {oo} with @ < b we have

re(a,b]) = Ve ((a, b]).

Due to Definition 1.1.7 (4) the one-dimensional margins of ;15 are the Lebesgue mea-
sure and so ju5 is no Lévy measure. The inversion map () given in (1.1.3) restricted
to (—o0, 00]? is bijective and applying Q to L&, the concatentation I' := p150Q ' is a
measure on B((—o0o,00]?\ {0}). Due to properties (1) and (2) in Definition 1.1.7, the
measure [ is finite outside neighbourhoods of the origin and I'((—oo, co] \ R?) = 0.
Since we have I';(z) = 27! for 2 # 0 for the one-dimensional margins, I is a Lévy
measure with one-dimensional 1-homogeneous margins. Analogously to the Pareto
measure for distributions, I' is our reference Lévy measure which was proposed for

spectrally positive Lévy processes in [48|.

Definition 1.1.8 (Pareto Lévy measure, Pareto Lévy copula)

A d-dimensional Lévy measure T' is called Pareto Lévy measure (PLM) if it has
standard 1-homogeneous one-dimensional margins, i.e. I';(dx;) = |z;|7? da; on R\
{0} fori=1,...,d. The tail integral T is called Pareto Lévy copula (PLC).
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Note that a PLM is not in general a 1-homogeneous Lévy measure, although its

one-dimensional margins are 1-homogeneous Lévy measures.

Remark 1.1.9 (Relation between Lévy copula and Pareto Lévy measure)
Every Lévy copula C defines uniquely a PLM I given for z, y € R? with 0 ¢ [x,y)
as
Iz, y)) = > (-D)N®C(u), (1.1.6)
we{1/y1,1/z1} xx{1/ya,1/za}
where u = (uy,...,uq) € (—00,0]? and N(u) := #{k : up = 1/y;}. Furthermore,
for the PLC T it holds
F(e1,...,24) = C (i i), (21,...,24) € (R\ {O})". (1.1.7)

1 " T4

Conversely, every PLM T' defines uniquely a Lévy copula C defining C on R? by
(1.1.7) and on (—o0, 0] \ R? we set for h € {1,...,d} and x; < oo for i > h

d d

~ 1

C(00, ..., 00, Thily...,Td) = l}rlsgn(xi)F ([0,00) X -+ x [0,00) X lgrll(x—)) :
h 1= 1=

Consequently, for a PLM I' with corresponding Lévy copula C the following asser-

tions are equivalent:

(1) I' is 1-homogeneous.
(2) C is homogeneous in the sense that for all ¢ > 0 it holds

a(tul, o tug) = ta(ul, o), (ug, ..o ug) € R

The following result has been proven for Lévy copulas in [42], Theorem 3.6. Although
we already know the relation between Lévy copulas and Pareto Lévy measures, we
sketch the proof of the first part of Sklar’s Theorem again for PLMs since we shall

need the explicit construction of a PLM for a given Lévy measure in the sequel.
Theorem 1.1.10 (Sklar’s Theorem for Pareto Lévy measures)
(1) Let X be a Lévy process in R with Lévy measure I1. Then there exists a
PLM T such that

Iy ((zi)ier) =T (<ﬁ(1x)> ) . (i)ier € (R\ {0})‘I|> (1.1.8)

for every non-empty index set I C {1,...,d}. The PLM T is unique on
[T, Ran (1/11;) and we call T a PLM of X
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(2) Let T be a d-dimensional PLM and I1; for i = 1,...,d one-dimensional tail
integrals of arbitrary Lévy processes. Then there exists a Lévy process X in
R? whose components have tail integrals 111, ... ,II; and whose marginal tail
integrals satisfy Equation (1.1.8) for every non-empty set I C {1,...,d} and
every (x;)ic; € (R\ {0}/, The Lévy measure I1 of X is uniquely determined
by I and 114, . . ., I1,.

Proof.
(1) Recall the following tools from [42]|, Theorem 3.6, and our extended definition
of the tail integral. For x € (—oo,00] and i = 1,...,d we define

(e { IL(z) for z # 0,

00 for x =0,

and o B
limgy, I1;(€) — ILi(x) = IL;({z}) for z # 0,

0 for z = 0.

Since II; may have atoms or may be finite we construct an atomless infinite measure
m on B(((—o0, 00]4\{0}) x[0, 1]¢xR). Denote by IT* the extension of II to (—oo, 0o]?\
{0} given by I1*(B) := II(B NRY), by A the Lebesgue measure on R and by §,, the

Dirac measure with mass on . Then we set

m = H* ® )\‘[071]d ® 50 (119)

(—00,~I1;((—00,0))U(IL; ((0,50)),09) )

For B € B(R4\ {0}) we define

['(B) 2—m<{($1,...,l’d,y1, o Ya, Z) € ((—o0,00]%\ {0}) x [0,1]* x R :

1
— — eBl. (1.1.10)
(Hi(l’i) + yi Al (7;) + Z>z~1 d })

-----

Note that we use 1/(ﬁi(a:i)+yiAﬁi(xi)+z) in (1.1.10) instead of ﬁi(xi)%—ylAﬁi(xi)—i—
z as in [42]|, Equation (3.5), corresponding to componentwise inversion: z — 1/z.
As in the proof of Theorem 3.6, [42], one shows that T';(z) = 27! for z # 0 and the

assertion follows. O
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Note that Sklar’s Theorem in Equation (3.2) of [42]| holds with our Definition 1.1.4
of tail integrals also for (z;)ic; € (R\ {0})/I due to property (2) of Definition 1.1.7.
For the representation (1.1.8) in terms of tail integrals we need the extended notion

of a tail integral for vectors (;)sc; with II;((x;)ics) = 0.

Theorem 1.1.10 gives the relationship between a Lévy measure II and its transformed
PLM TI' in terms of all marginal tail integrals. In the next results we formulate this
relationship for sets in the generating semi-algebra of rectangular sets in order to
get a representation of (1.1.8) in terms of I', IT and the one-dimensional margins II;.

For one-dimensional tail integrals we define (recall the possible singularity in 0)

IL(x+) :== lﬁlfnﬁz(ﬁ) and II;(z—) := %Pﬁz(ﬁ) for x € R. (1.1.11)

Since PLCs are defined quadrantwise special care has to be taken for hyperplanes
through the coordinate axes. The following result presents the Lévy measure II in
terms of the PLM I" and the one-dimensional marginal tail integrals IT;,i = 1,. .., d.

The proof is given in the Appendix.

Proposition 1.1.11
Let II be the Lévy measure defined by (1.1.8) with PLM I' and one-dimensional
Lévy measures I1;,i = 1,... d. With I1;(0) := I1;(0+) the following assertions hold.

(1) For a,b € R? with 0 ¢ T[_, (as, bi] it holds

d J X 1
' <E(ai’bi]> - <z~:1 (ﬁxai)’ﬁi(bi)]) ' (1.1.12)

(2) Let ) # K C {1,...,d}. Define

if I1;(0—) = 0,1L;(0+) > 0, (1.1.13)

For a,b e R? with 0 ¢ [], {0} x [Ligx(ai, bi] it holds

1 1
i TT{0} (ai,bi]> _T ( Ax T (=—— = ) C(L114)
(21;[( g( Zl;[( 21;[[( (Hz(az) Hz<bz):|
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The next result is a direct consequence of the constructions (1.1.9) and (1.1.10) and
presents the PLM I' defined in (1.1.10) in terms of the Lévy measure II and its

one-dimensional marginal tail integrals II, for i = 1,. .., d.

Proposition 1.1.12
Let II be a Lévy measure with one-dimensional margins I1; fori = 1,...,d. For the
PLM T' defined in (1.1.10) the following assertions hold.

(1) Define

1 1
D, =1 (ﬁi(()—)) Uz <ﬁi(0+)) U {0}. (1.1.15)
For a,b € R? with (a,b] C [[, D; it holds
I'((a,b]) =TT & | ({(a:,y) e (R?\ {0}) x [0,1]¢: (1.1.16)

1
- — E(ai,bi]fori—l,...,d}>,
I () + ys Alli(2;)

where ﬁl and All; are defined as in the proof of Sklar’s Theorem 1.1.10.

(2) For a,b € R with (a,b]  R*\ [, D; it holds

—_———
= 1 d—i

d
T((@,b) =D 6@ - @5 @5 ®--- & d((a,b]), (1.1.17)
i=1 i i’

where I';(dz) = |z|72dz for z € R\ {0}.

With these propositions we receive the following results which extend [9], Proposi-
tion 1, for general Lévy processes. The first result was formulated for Lévy copulas
in Theorem 4.6 of [42].

Theorem 1.1.13
Let a € (0,2) and II be a Lévy measure with one-dimensional margins 11;,i =
1,...,d and PLM T defined in (1.1.10).

(1) I is a-homogeneous if and only if all TI; are a-homogeneous and T' is 1-

homogeneous.
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(2) Let I1; be a-homogeneous for i =1, ..., d. Then II is self-decomposable if and
only if ' is self-decomposable.

Proof.

We treat only (2) since (1) is obvious. If II; is a-homogeneous then it holds II;(xz;) =
sgn(x;)kilx; |~ for z; # 0 and some k; > 0. By [58], Theorem 15.8, II is self-
decomposable if and only if II(¢t~*B) > II(B) for all B € B(R?) and ¢t > 1. With
Proposition 1.1.11 and 1.1.12 the equivalence holds. 0

The advantage of working with a PLM instead of a Lévy copula is that a PLM is a
Lévy measure and modelling dependence of a Lévy measure in terms of a PLM is
a self-contained approach. The Lévy process corresponding to a PLM extends the
class of stable processes in a natural way. Moreover, the [-margins of a PLM, given
in Definition 1.1.5, are easier to calculate than the I-margins of a Lévy copula, given
in Definition 1.1.6. Nevertheless, in the bivariate situation of Section 3.4 where we
explicitly calculate the tail integral of the sum process X! + X? we formulate our
results in terms of Lévy copulas since for d = 2 Lévy copulas are notationally easier
to deal with.

1.2 Graphical representation of the dependence struc-

ture

In this section we describe two approaches for visualizing the dependence structure
modelled by a PLM.

1.2.1 Spectral measure

For a stable r.v. the spectral measure characterizes the dependence between the
marginals, see [57|, which remains true for multivariate regularly varying r.v. in
the limit, see Definition 4.1.3. Consequently, the spectral density has been a popular
graphical tool for stable and regularly varying distributions and processes, at least in
two dimensions. A 1-homogeneous PLM is the Lévy measure of a standard 1-stable

Lévy process and, therefore, we consider its spectral measure where we reduce the
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situation to d = 2 for presentation purposes.

By Theorem 1.0.1, the spectral measure g of a 1-homogeneous PLM T' is on B(S)
given by

Fr{xeR?: |z|>1,z/|lz| €-})
Hs(r) = I({weR2: 2| > 1})

(1.2.1)

Moreover, let X be a Lévy process with Lévy measure I'. By Lemma 4.1.4 the
r.v. X is regularly varying and has the same spectral measure as I'. Therefore,

Equation (1.2.1) also means
ps(-) = tlilgOP(Xl/|X1| €| X1 >1).

We see that g measures the dependence between extreme values and that it depends
on the chosen norm |- |. For the Euclidean 2-norm | - |5 with unit circle Sy := {x €
R?: |x1]? + |2o]? = 1} we get

() = Jim P ( X/l € | Xt 12 > o)

and g, describes the dependence between the components given their sum is ex-
treme. Considering the 1-norm | - |; with unit circle S; := {x € R? : |z1| + |22| = 1}
yields a similar interpretation of ug,. Applying the maximum-norm | - |, the unit

circle is given as S, := {x € R?: |z1|V |zo| = 1} and the spectral measure becomes
pe.o () = lim P(X1 /| X1 | € - | X2V [X2] > 0)

Thus, ps,, measures the dependence between the components under the condition

that at least one of them is extreme, see [50], Section 5.2.

As uniform parametrization of the unit circle of all three norms we use polar co-
ordinates, i.e. we apply the transformation T : [0,00) X [0,27) — R? defined by

T(r,¢) = (rcos(¢),rsin(¢)). Further, we define the arcs of the unit circles S , =

{(cos(¢),sin(¢)) : ¢ € [pr, pal}, S, 5, = {(cos(6),sin(¢))/|(cos(),sin(d))]1 : ¢ €
oo pal}y and S5, = {(cos(6),sin(9))/](cos(6),sin(6))le : 6 € [p1, pa]}. Transfor-
mation of a 1-homogeneous PLM T' leads to a decomposition into a radial and an

angular part given for (r,¢) € [0,00) x [0,27) as

I o T(dr,d¢) = r2dr T'?(de) (1.2.2)
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and the spectral measures result as

L ({(rcos(¢), rsin(@)) : r > 1, (cos(¢),sin(4)) € Sﬁl o))

oalprpa]) = C({(rcos(¢),rsin(¢)) : r > 1})
f¢6[91702] F¢(d¢)
f¢>€[0 - I'%(dg)’ (1.2.3)
 Jocpupn 1(c0s(0),sin(¢))1 T¥(do)
) = Tos(@) ) TG0 124
and

cos(¢), sin  I'?(d

oy = D 6550 S 00 s

Jocio.0m) 1(c08(9), 8in(6)) oo T¢(dep)

We present the spectral measures in two ways. At first, we plot the density ug (d¢)/d¢
on [0,27). Secondly, we take an idea from [10| and visualize us as graph such that
the included area between two angles p;, po and a solid curve (s(p) for p € [p1, pa])
represents the probability s ([p1, p2]). This representation shows the directions in
which the mass of I' is distributed and we shall call these graphs Basrak graphs.

For a regularly varying PLM we consider the spectral measure of its 1-homogeneous
limit measure, see Definition 2.0.1 which represents the dependence structure be-

tween extremes.

1.2.2 Pareto Lévy copula

Whereas a spectral measure describes a PLM on sets {x € R? : |z|. > 1,z/|z| €

S, 5, }» & PLC describes a PLM on rectangle sets of (R \ {0})®. Note that for d = 2
a PLM is uniquely determined by its PLC since the one-dimensional margins are
standardized. Thus the PLC values on S, N (R \ {0})? characterize a PLM outside

the unit circle So as the spectral measure ug, due to
IT(z1,22)| = T'(Z(z1) x T(w3)) for (z1,22) € SoN (R {0})2

Further, for an 1-homogeneous or regularly varying PLM the PLC describes the
dependence structure of joint extremes as a spectral measure, see Section 2.1. This
gives a new possibility of visualizing the dependence structure. We represent a PLM
by weighting the points of Sy N (R \ {0})? by its absolute PLC value such that the
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Euclidean distance of a point (z1, x2) to the origin corresponds to I'(Z(z1) x Z(x9)).
Although we look at different sets as in Section 1.2.1, we see where the mass of I is
distributed outside the unit circle. Contrary to spectral measures, PL.Cs always exist
and, consequently, this graphical approach can also be applied for non-homogeneous

and non-regularly varying PLMs.

1.3 Examples

In this section we give examples for dependence structures which are considered

throughout this thesis and visualize them in the ways described in Section 1.2.

1.3.1 Independence Pareto Lévy measure

By [58|, Exercise 12.10, the components of a Lévy process X = (X1,..., X9) with
characteristic triplet (v, A, II) are independent, i.e. X}, ..., X¢ are independent for
all t > 0, if and only if A is diagonal and II is supported by the union of the
coordinate axes {ze; : v € R,i = 1,...,d} where e; denote the unit vectors in R%.

This motivates the following definition.

Definition 1.3.1 (Independence of jumps of a Lévy process)
Let X be a Lévy process in R with Lévy measure II. Its jumps are said to be

independent if I is supported by the union of the coordinate axes.

From (1.1.14) we directly conclude that a Lévy process X has independent jumps
if and only if the independence PLM

d

Ty (dey, ... deg) ==Y Ti(dz;) [[do(dz;), @ e R\ {0}, (1.3.1)

i=1 ji

is a PLM of X where I'; denotes the Lévy measure of a one-dimensional standard
l-stable Lévy process. The set of all marginal tail integrals {T'; ; : [ C {1,...,d}}
is given for (z;...,zy) € (R\ {O}HH by

_ 0
FL[(Z‘l,...,JZ‘[‘): 1
T
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Independence Independence
0.25 T T T T T T 0.25 T T T

0.2 1 0151

0.1 1 -0.05

005} 1 _015L
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0 1 2 3 4 5 6 -0.25 -0.2 -0.15 -0.1 -0.05 0 005 01 015 0.2

Figure 1.1: Spectral density of the independence PLM; left: atoms of the spec-
tral measure ug of the independence PLM in [0, 27) with uniform weights 0.25 on

0, %71’, T, %7‘1’; right: the same density as Basrak graph

By (1.1.7) the corresponding independence Lévy copula is given by

Coluy,. .. ug) = ZuZ H Liooy (), u € (—00, 00", (1.3.2)

=1 i

which was proven in [42], Proposition 4.1. Obviously, I'; is 1-homogeneous and since
I’} has mass only on the coordinate axes, its spectral measure for d = 2 is for all
three norms given by

01.(d¢) + }15ﬂ(d¢) + iagﬂm(p), ¢ € [0,2m).

1
2

1 =

poldg) = () +

Figure 1.1 shows the four atoms of the spectral measure pg and in Figure 1.7 the
representation of I'; reduces to the point (0,0) as the PLC T, on S, N (R\ {0})? is

equal to zero.

1.3.2 Complete dependence Pareto Lévy measure

For the notion of complete dependence we recall the definition of ordered and strictly

ordered sets.

Definition 1.3.2 (Strictly ordered set)
A subset S C R? is called ordered, if for every two vectors x,y € S, either x;, < yj,
forallk=1,...,dorxp >y, forall k =1,...,d. S is called strictly ordered, if for
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every two different vectors x,y € S, either x, < y, for allk = 1,...,d or x; > yi
forallk=1,...,d.

Random variables X!, ..., X% are called comonotonic if their common distribution
is supported by an ordered set. Then their copula and their survival copula are given
by Cp(ut,...,uq) == us A+ Aug for w € [0,1]. Additionally, if X*,... X% are
continuous and comonotonic, their common distribution is supported by a strictly
ordered set. In this case every r.v. X? is a.s. a strictly increasing function of ev-
ery other, see [52], Theorem 2.10.14, and we call X!, ... X% completely dependent.
Complete dependence between jumps of a Lévy process means that the jumps of all
components are a.s. determined by the jumps of every single component. Therefore,

all components a.s. jump together and complete dependence is defined as below.

Definition 1.3.3 (Complete (positive) dependence, [42], Definition 4.2)
Let X be a Lévy process in R%. Set

K :={x € R%:sgn(x;) = - =sgn(zy)} = [0,00) U (—o00,0)%. (1.3.3)

Its jumps are said to be completely (positive) dependent if one of the following

equivalent statements holds.

(1) There is a strictly ordered set S C K such that for almost all sample paths
AXt ::Xt—Xt_ €S fort>0.

(2) There is a strictly ordered set S C ((0,00)* U (—o0,0)9) such that II(R%\ S) =
0.

Note that in Definition 1.3.3 (2) the condition S C ((0,00)? U (—00,0)?) can not
be replaced by S C K. This can easily be seen by the example II(dx;,dzy) =
80,1y (dz1, das) + 6(1,2)(dz1, dzo) where the jumps of X? determine the jumps of X*

but not vice versa.

Since the margins of a PLM are standardized the only PLM which is supported by
a strictly ordered set S C ((0,00)4 U (—o00,0)?) is the complete dependence PLM T
given by

Ly(dzy,...,dzg) = 21| 2 dei Ly =z, @ € R\ {0} (1.3.4)
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[ is concentrated on (R \ {0})% and so I'j is characterized by the corresponding
PLC Ty, given for (z;...,2z4) € (R\ {0})? as

_ 1
r = 1
H(a?la 7xd> |I’1| NERRY, |$d| K

((z1,...,2q)) H sgn(z;). (1.3.5)

By Relation (1.1.7) the corresponding complete dependence Lévy copula is given by

d
Ci(ur, ... uq) = [ur| A Alug| L ((wr, - .. uq)) Hsgn(ui), u € (—oo,00]?, (1.3.6)

i=1
see [42], Equation (4.3), and we reformulate Theorem 4.4 of [42] for PLMs.

Theorem 1.3.4

Let X be a Lévy process in R whose Lévy measure is supported by an ordered set
S C K where K is defined in (1.3.3). Then the complete dependence PLM I, given
in (1.3.4), is a PLM of X .

Conversely, if I'| is a PLM of X, then the Lévy measure of X is supported by
an ordered subset of K. If, in addition, all marginal Lévy measures are infinite
measures and have no atoms, then I'| is the unique PLM of X and the jumps of X

are completely dependent.

For finite margins without atoms we obtain the following result.

Proposition 1.3.5

Let X be a Lévy process in R with absolutely continuous and finite Lévy measure
IT and PLM T'y. We set AT := II([0, 00)9), A~ := II((—o00,0]%), A; := IL;((—00,0))
and A\ :=11;((0,00)) for all i = 1,...,d. Then the following statements hold.

(1) The jumps of X are completely dependent if and only if \} = AT and \; = A\~
for all i = 1,...,d, the positive jump sizes are completely dependent, the
negative jump size are completely dependent and the distribution of the jump

sizes is concentrated on K, given in (1.3.3).

(2) If there is an index i € {1,...,d} with A > max;4; A] (or A > max;; A} ),
then X° has single positive jumps smaller than I, ! (max;.; ) (or single

negative jumps bigger than ﬁ;l(— max;; A; )).
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Proof.
(1) We denote the jump sizes by AX". Due to symmetry, we just consider positive
jumps. If II is supported by a strictly ordered set then

A =1lim I (2) = im I(z,...,z) = AT,
z|0 z|0

With
AP (AX1 >z, AXT > a:d) =TI(zy,...,2q) for (z1,...,24) € (0,00)<,

and Theorem 1.3.4 the assertion holds.
(2) Let A7 > max; AJ. From Equation (1.1.14) we obtain for 0 < a; < b; <

11, (maxj# )\j) that

(2

11 (H{o} x (a;,bi] x H{o}) =T (H Ap % (ﬁlga'),ﬁ‘(b'

k<i k> k<i

—_
X
—
BN
ko
S~
V
o

where the sets Ay are defined in (1.1.13). O

Example 1.3.6

Let X = (X!, X?) be a spectrally positive CPP with jump size d.f. Fy(z) = Fy(z) =
expo(1l) and PLM I'. Figure 1.2 shows simulated sample paths of X for the two
situations of Proposition 1.3.5. For A\; = A, the sample paths are equal since X! and
X2 jump at the same time by the same size. For A\; = 50 and A\, = 10 the component
X' has additional single jumps smaller than 7;1()\2 /A1) = —1n(0.2).

For d = 2 the 1-homogeneous PLM I'j has mass only on {z € (R\ {0})? : 21 = 25}

and for all three norms the spectral measure is given by

pelds) = 301,(46) + 505,(d0), 6 € [0,2).

Figure 1.3 shows the two atoms of the spectral measure pug and in Figure 1.7 the
PLC T is visualized on S, N (R \ {0})2.

1.3.3 Archimedean Pareto Lévy measures

In [42], Section 6, they proved that parametric families of Lévy copulas can be

constructed by a generator analogously to Archimedean copulas, cf. [52], Section 4.
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CPP with F1=expo(1). F2= expo(1), )\1=10, /\2=1O Jumps
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Figure 1.2: CPP (X!, X?) of Example 1.3.6; left: sample paths; right: jump times
and jump sizes. For \; = Ay the jumps are completely dependent. For A\; > Ay the

component X! has single jumps smaller than —In(0.2) ~ 1.6.
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Figure 1.3: Spectral density of the complete dependence PLM; left: atoms of the
spectral measure pg of the complete dependence PLM in [0, 27) with uniform weights

0.5 on }lw, 271’ ; right: the same density as Basrak graph
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We briefly summarize the construction of these so-called Archimedean Lévy copulas

below.

Let ¢ : [—1,1] — [—00, 00] be a strictly increasing continuous function with ¢(1) =
00, ¢(0) = 0 and ¢(—1) = —oo, having derivatives of order up to d on (—1,0) and
(0,1), satisfying for all k =1, ...,d,

0" (u) (0 e(u)
ouF ou®
Set @(u) := 2972 (p(u) — p(—u)) for u € [~1,1]. Then

Clu, . ug) = (ﬁw (5))  (un.. . ug) € (=00, 00]",

defines a Lévy copula, see [42], Theorem 6.1, which by (1.1.6) defines an Archimedean
Pareto Lévy measure. For an Archimedean PLM T it holds I'(R?\ (R \ {0})%) =0
since Archimedean Lévy copulas are left-continuous in co. Thus an Archimedean
PLM is uniquely defined by its PLC T. Note that with Equation (1.1.14) a Lévy
measure I with an Archimedean PLM may have mass on R?\ (R \ {0})%.

>0, ue(0,1), and (-1) <0, we(-10).

Example 1.3.7 (Clayton PLM)
Setting

90(33) = (_ log ‘ﬂ)il/e (771{1>0} - (1 - 77)1{90<0}) S [_1’ 1]76 > 0777 € (07 1)7

yields the Clayton Lévy copula family given for § > 0 and n € [0, 1] by

J ~1/6
Coo(ug, ... ug) =271 (Z |ui|_0>
i=1

(771{u1~~ud20} - (1 - n)l{u1--~ud<0}) ) u < (—OO, Oo]d7

see [42], Example 6.2. For n = 1 the two components always jump in the same
direction, for n = 0 in opposite direction. The parameter # models the degree of
dependence: for n = 1 and 6 T co we obtain the complete dependence model and
for n =1 and 0 | 0 the independence model. For d = 2 the Clayton Lévy copula

becomes

N B Con—1/6
Cro(ur,uz) = (Jua] ™ + |ua| ™) (M furuez0p — (1 = 1) Luyuz<o}) (1.3.7)

which was frequently used, e.g. in [17, 18, 20, 26].
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The corresponding Clayton Pareto Lévy copula is for 6 > 0 and n € [0, 1] given as

d ~1/6
Coo(z,... xq) =224 (Z |xi]9>
i=1
(Moyzgs0p — (1 = M) gyau<oy) » € (R\{0})?%  (1.3.8)
and so Clayton PLMs are obviously 1-homogeneous. For d = 2 the density of a

Clayton PLM T, 4 is given by

—1/60—
Fn’g(d$1,d$2) :(1 + 9) (’$1|0 + |1132’9) 1/6-2

(nl{xlx2>0} + (]- - 77)]-{961;1:2<0}) dxl dl’g, (171, IQ) S RQ-

|IL’1’9_1‘£L'2|€_1

By polar coordinate transformation as in Equation (1.2.2) we get

T?,(dg)
d¢

—~1/6-2

=(1+0) (cos(9)|” + Isin()|”) """ | cos(@)|" | sin(¢)| "
(nl{cos(tz)) sin(¢)>0} + (1 - n)l{COS(¢) Sin(¢>)<0}) ) ¢ < [O’ 27T)’ (139)

and with Equation (1.2.3) the spectral density with respect to the 2-norm results as

ps,(dg) 1 I'?,(do)
B E a0 B 310

0

which is visualized in Figure 1.4. For the 1-norm the spectral density becomes with
Equation (1.2.5)

ps,(d) _ 1 (con(0).sim(@D D)

do [ |(cos(¢),sin(9))]1 T? o(do) d

plotted in Figure 1.5. The spectral density with respect to the maximum-norm is

according to Equation (1.2.5) given as

... (do) 1 |(cos(), sin(¢))|o T y(dp)

Ao 7 |(cos(), sin(6))]ow T2 4(dg)) dg ’

visualized in Figure 1.6.

(1.3.12)

Comparing the different spectral measures we see that g, and ug, are similar, but for
the same #-values ug, has more mass near the axes than pug,. The spectral measure

ls., 1s the most concentrated near the axes and, in particular, its density is not
differentiable on ¢ = 7/4 and ¢ = 57 /4.
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Figure 1.4: Spectral density of Clayton PLM with respect to |- |5 given in (1.3.10) for
different parameter values for > 0 and n € [0, 1]; left: spectral density us,(d¢)/d¢
on [0, 27); right: the same spectral density as Basrak graph
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Figure 1.5: Spectral density of Clayton PLM with respect to |- |; given in (1.3.11) for
different parameter values for § > 0 and n € [0, 1]; left: spectral density us, (d¢)/d¢

on [0,27); right: the same spectral density as Basrak graph
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Figure 1.6: Spectral density of Clayton PLM with respect to ||, given in (1.3.12) for
different parameter values for 8 > 0 and n € [0, 1]; left: spectral density us__(d¢)/d¢
on [0, 2m); right: the same spectral density as Basrak graph
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Clayton PLC, n=1
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Figure 1.7: Independence PLC T'|, complete dependence f” and Clayton PLC T, 4
for different parameter values for § and n € [0, 1]; For n = 1 and increasing 6 the
Clayton PLM becomes the complete dependence PLM and for n = 1 and decreasing
f the independence PLM.

Furthermore, we visualize the Clayton PLC T, 4 given in (1.3.8) for d = 2 in Fig-
ure 1.7. For n = 1 comparing the upper pictures shows that increasing 6 yields
complete dependence since the mass near 7/4 and 57/4 increase as shown in Fig-
ures 1.4, 1.5 and 1.6. For decreasing # the PLC is attracted to the origin since the
mass of I, y moves to the axes and the PLM becomes the independence model. Dif-
ferent parameter values for n show how the mass of I'; ¢ is distributed over the four

quadrants.
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Example 1.3.8 (A non-homogeneous Archimedean PLM)
Setting

2]

p(z) = Cl_—m

(n1{$>0} - (1 - n)l{x<0}) y T E [_17 1]7< > 0777 S (07 1)7

yields the Archimedean Lévy copula given for ¢ > 0 and n € [0, 1] as

A ¢ j_ Wi
Cnyg(ul,...,ud) =—3 H_l ’ ‘ p (1313)
Hi:1(|ui| +() — Hi:l | ;]
(nl{ulmudZO} - (1 - n)l{u1~--ud<0}) s u < (—OO, Oo]d7
which becomes for d = 2
~ [uyus|
Cpelup,ug) = ———————= (Nlfu us — (1 =)l . 1.3.14
777C( 1 2) |U1‘ + |U2|—|—< (77 { >0} ( 77) { <0}) ( )

The corresponding Archimedean PLC is given for ( > 0 and n € [0, 1] as
= ¢
Fmg(l’l,...,l’d) s —
[Tiey (1 + Cla]) — 1
(nl{fﬂl---wd>0} —(1- 77)1{11--':Bd<0}) , xR\ {0})d

and becomes for d = 2

— 1

r = | — (1 —n)1gp 2 .
7774(37171’2) |Z’1| T |$2‘ +<|$1x2| (77 {z122>0} ( 77) {z1 2<0})

For n = 1 we obtain with ¢ | 0 the Clayton PLM given in Example 1.3.7 with
Parameter # = 1 and with { T oo independence. Obviously, this PLM is not 1-
homogeneous, although it has 1-homogeneous one-dimensional margins. Addition-
ally, in Example 2.2.4 we shall show that I, ; is not regularly varying and, therefore,

a spectral measure does not even exist in the limit.

For d = 2 the non-homogeneous PLM I, - has the density

2+ Claa| + (] + CPlaras|
I ~(dzq.d =
ne(den, doe) == T T Cerzal)?

(771{:(:1x2>0} + (1 — n)l{x1x2<0}) dzydzy, (71,79) € R?,

and transformation to polar coordinates yields

LyeoT(dr,dg) =r 2 drI%(r,dg) r€[0,00),¢ € [0,27),
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Logarithmized density T,(r,dg)/d¢ for n=1 and £=0.001

Logarithmized PLM densities: Clayton (8=1,--) vs non—-homogeneous ({=0.001,-.)
-5 T T T

r=1000
——r=100000 ||
r =100000000

r 1 L
0.5 1 15

Figure 1.8: left: Logarithmized density F;’f(r, d¢)/d¢ given in (1.3.15) for n = 1
and ¢ = 0.001; For increasing radius r the density decreases near 7/4 and increases
near 0 and 7 /2. right: Comparison of logarithmized densities of the Clayton PLM
for n =1 and 6 = 1 and the non-homogeneous PLM for = 1 and ¢ = 0.001; For
small r the densities are almost identical. For increasing r the non-homogeneous
density decreases rapidly near 7/4 and more slowly near 0 and 7/2, whereas the

homogeneous density decreases uniformly for all angles.

where

Tr2(d) 24 Crfcos()] + Cr|sin()] + (22| cos(¢) sin(g)]

dp (Jcos(d)| + [sin(d)] + ¢r[ cos(d) sin(9)[)?
(1711 (eos(6) sin(#)>0) + (1 = 1)1 {cos(¢) sin(4)<0}) (1.3.15)

Contrary to Equation (1.3.9), the density F;’Z(d@ /d¢ depends on the radius 7.
Consequently, for increasing r the density F;”‘é(dqﬁ) /d¢ increases for angles near
¢ € {0,7/2,m,37/2} and decreases for angles near ¢ € {n/4,3n /4,57 /4, 7w /4} as
shown in the left picture of Figure 1.8. So for increasing radius the density of the non-
homogeneous PLM decreases strongly for angles near ¢ € {m/4,3nw /4,57 /4, 7r/4}
and weakly for angles near ¢ € {0,7/2,7,37/2}, whereas the density of the homo-
geneous Clayton PLM decreases uniformly for all angles. For n = 1 both densities
are compared in the right picture of Figure 1.8. For a small radius r both densities
are almost identical, but for increasing r the non-homogeneous density decreases
rapidly near 7/4 and more slowly near 0 and 7/2, whereas the homogeneous density
decreases uniformly for all angles. Therefore, the non-homogeneous PLM T, . has,
for extreme values, more mass near the axes than the 1-homogeneous Clayton PLM.

This effect we shall see again in Section 3.4.2.
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Since there is no spectral measure we visualize the non-homogeneous PLM by its
PLC T, in Figure 1.9. Comparing with Figure 1.7 we see that for small values of
¢ the PLM I') ¢ is similar to the Clayton PLM I'; 4 for § = 1. On the other side, we
see that for decreasing parameter ¢ the PLC values become smaller and the PLM

converges to independence.

Non-homogeneous PLC, n=1
T

PLC of independence and complete dependence
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Figure 1.9: Independence PLC T, complete dependence PLC f\l and the non-
homogeneous PLC T, for different parameter values for ¢ > 0 and € [0, 1];
For n =1 and for n = 1 and increasing ( the non-homogeneous PLM becomes the

independence PLM and for decreasing ¢ the Clayton PLM with parameter 6 = 1.

1.3.4 Further construction of Pareto Lévy measures

Obviously, every convex linear combination of PLMs I', i.e.

iaif‘i with i&" =1,
i=1 i=1
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defines a PLM. This parallels the result of copulas, cf. [52], Exercise 2.3. for Lévy
measures. Figure 1.10 shows for n = 1 the PLC of the PLMs defined by %F” + %FLQ
(complete dependence + Clayton) and %FH + %FLC (complete dependence + non-

homogeneous), respectively.

Mixed PLC (complete dependence + Clayton (n=1)) Mixed PLC (complete dependence + non-homogeneous (n=1))
T T T T T T T T T

T
1H - e=1

Figure 1.10: PLC of mixed PLMs; left: %F”%—%FL@ (complete dependence + Clayton);

right: %F” + %FLC (complete dependence + non-homogeneous)






Chapter 2

Multivariate regular variation of

Lévy measures

In this chapter we investigate the dependence between the jumps of a multivariate
regularly varying Lévy process modelled by a PLM. Regular variation of a Lévy
process X is equivalent to regular variation of the r.v. X and its Lévy measure; cf.
Lemma 4.1.4. The notion of multivariate regular variation of r.v.s has been in the
focus of multivariate extreme value theory for years; cf. [55, 56]. Classical definitions
and concepts of regular variation are postponed to the Appendix as not to disturb
the flow of arguments. As in the case of r.v.s regular variation of Lévy measures
is formulated in terms of vague convergence of Radon measures on the one-point

uncompactification E := R’ \ {0}, equipped with the usual topology such that

B(E) N (R*\ {0}) = B(RY) N (R*\ {0})

and the Borel sets of R? bounded away from 0 are relatively compact in E. Therefore,

we consider in this section Lévy measures w.l.0.g. on E by setting
I(B) :=T(BNRY) for B € B(E). (2.0.1)

Regular variation in all generality has been investigated in [35] and for the notion

of one-point uncompactification we refer to [56].

Definition 2.0.1 ([35], Section 3)
A Lévy measure Il on E is called regularly varying if one of the following equivalent

definitions (1) or (2) holds.

41
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(1) There exists a norming sequence {c, nen of positive numbers with ¢, T oo as
n — oo and a non-zero Radon measure f on B(E) with u(@d \ R%) = 0 such
that

nll(c,-) = p(-) asn — oo (2.0.2)
where — denotes vague convergence on B(E). Then the limit measure y is
necessarily homogeneous of some degree o > 0. If 11 is regularly varying with

index «, norming sequence {cy}nen and limit measure p then we write 11 €

RV(«, ¢, pt).

(2) There exists a finite non-zero measure s on B(S) such that for all u > 0

H{x € E: |x| > tu,x/|x| €-}) w _,
N{z cE:|z|>1}) —ups() ast — oo, (2.0.3)

where — denotes weak convergence on B(S). We call jig the spectral measure
of I1.

We did not specify the norm | - | since regular variation does not depend on the
choice of the norm. This can be seen by the relation between regular variation for
Lévy measures and r.v.s, given by Lemma 4.1.4, and the fact that the chosen norm

does not affect the regular variation of r.v.s.

The next lemma is well-known, but in order to keep this thesis self-contained we

give its proof in the Appendix.

Lemma 2.0.2
Let 11 be a d-dimensional Lévy measure. If I1 € RV(«, ¢, pt) then for x > 0 and for
allt=1,...,d, it holds

—Q «

nILi(cpx) — 1; (1) and  nllj(—c,z) — m;(=1)z™® asn — oo, (2.0.4)

where p1;(B) := p({x € E : 2; € B}) for B € B(R\{0}) and 1z;(1), |f;(—1)| € [0, 00).
Furthermore, there exists an index i, € {1,...,d} such that i, (1) — @, (—=1) >0
and I1;, € RV(a, ¢, i)

By Lemma 2.0.2 multivariate regular variation of a Lévy measure II implies regular
variation of at least one of the one-dimensional marginal Lévy measures II;. In
Section 2.1 we shall extend this result with respect to the PLM of the regularly
varying Lévy measure. Further, we prove the converse result and give conditions
on the margins and the PLM such that the Lévy measure is regularly varying. In

Section 2.2 we apply this result to the four examples of Section 1.3.
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2.1 Multivariate regular variation and Pareto Lévy

measures

To prove the converse of Lemma 2.0.2 we assume w. 1. 0. g. that II; € RV(a, ¢, p11).
We also assume that the following tail balance conditions hold for z > 0 and for all
1=1,...,d:

® and  —nllj(—cx) = p;x™* asn — oo, (2.1.1)

nIl(cpr) — pf o~
where p;",p; € [0,00). For z € R we define

sgn(z) | pj_v if x> 07
P ' p; , ifz<0.

The result below corresponds to [48|, Theorem 3.1, and extends [9], Theorem 1, for

general Lévy measures.

Theorem 2.1.1
Let II be the d-dimensional Lévy measure defined in (1.1.8) with PLM I" and one-
dimensional Lévy measures 11;,i = 1,...,d. Suppose that 1I; € RV(«a,¢,, 1) and

that the tail balance conditions (2.1.1) for the margins hold. Furthermore, suppose
that ' € RV(1,n,v). Then Il € RV(a, c,, i) where for a,b € R? and fori=1,...,d

(0, ifa; =0,
~ Sgsnn((z?)) |ai|a7 if a; 7é Oapign(ai) > Oa
a; =4 poo (2.1.2)
00, ifa; > 0,p7 =0,
[ —o0, ifa; <0,p; =0,

and b; is defined analogously, we have

pl(a,b]) = v (H@,E]) . (213

=1

Furthermore,
TI(t,....t (1, ... 1 1 1 1
t—oo  TIy(t) 1y (1) 2N Py
TI(t,. ...t (—1,....—1 -1 /-1 -1
i 2ot AL D) —v(—,...,—). (2.1.5)
t——00 Hl(t) /h(_l) by Dy Pa
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Proof.
First we show that {nll(c,-)},en is relatively compact in the vague topology. Since

I1 is a Lévy measure for the ball By, = {x € R?: |x — 0| < r} we get
sup nll (¢, (R?\ Bo,)) < oo forallr >0
neN

and by [41], Theorem 15.7.5, the sequence {nll(c,-)}nen is relatively compact. So
there are subsequential vague limits and by [35], Theorem 2.8, we have to show
convergence for sets in a determining class. The sets {(a,b] : a,b € E,a < b} are
an N-stable generator of B(E), but by extension (2.0.1) it is enough to investigate
convergence on the sets {(a,b] : a,b € R?\ {0},a < b}. Consequently, we have to
show that nIl(c,(a, b]) — u((a,b]) as n — oo for all sets (a, b] with a,b € R?\ {0},
0 ¢ (a,b] and

1(0(a, b]) = p (U [ Tlai ] x {ax, bi} x H[az’>bi]) =0

k=1 i<k 1>k

where p is a non-zero Radon measure with ,u(@d \ R?) = 0 and homogeneous of

degree a. For a,b € E and the weights p; given in (2.1.1) we define the index sets

Ky = {i: azb; # 0, pi& @ pser® 0}

Ko = {i: ab; # 0,7 > 0, p2=) = 0},
Ky = {i: aib; # 0, = 0, p2=®) > 0},
Ky = {i:ab; > 0,p= ) = pen®) — o}

Ks:={i:a; <0<b,p* (o) pign(b) =0}, (2.1.6)
Kes:={i:a —Opsg][1 > 0},
K= {i:a;=0,p" =0},

Ks:={i:bi=0 psg““” > 0},
Ky :={i:b;,=0,p Sgn(al) =0}.

Moreover, we set for a,b € E with 0 ¢ (a, b]

u((a, B) 2.1.7)
- sgn(a;), o sgn(bi), sgn(ai) | 14
- ( L] ( i IR I ) e T
ieKy i p; icKo i
X H ( 00, Sgsgn(b ’b ‘O‘] H (D X H — 00, OO X H ( ’ Sgs?n |b ‘a]
i€EK3 b; €Ky i€EKs 1€Kg

X H (0,00) x H (Sign(a 0] X H(—oo,O]).

€Ky 1€Kg i 1€Kg
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Consider sets (a,b] with a,b € R?\ {0}, 0 ¢ (a,b] and p(d(a,b]) = 0. From
relation (1.1.12) we obtain

nll(c,(a, b)) (2.1.8)

=nl (n | 11 (nﬁi(lcnai) "l gcnbi)}

1€K1,K2,K3,K4,K5

* H (nﬁi:(lO—{—)’nﬁi(lcnbi)] < 11 (nﬁi(lcnai)’nﬁiz()%—)} )

1€Ksg,Ko

From the definition of the p; in (2.1.1) we conclude for n — oo that

(nﬁ»(lcnai)’ nﬁ'(lcnb): - ;?3«(((13 a;|*, ;5;1(5 7 |b; \o‘] = B, foriec K,
(nH (cnag)’ nil; cnb ) ;?;(((Zi)) a;|®, OO> = By for i € Ko,
(nH (cnag)’ nll; cnb): R U ;gn } =: Bj for i € K3,
nll; (cnaz) nll; cnb )_ — =B for i € Ky,
nIl; (cnaz) nIl; (cnb ): — (—00,00) = B; for ¢ € K,
(n T (0+ cnbi)] - ( v;sg;g)% |bi ’a] =: Bs for i € K,
(n t i)] — (0,00) =: By for i € Ky,
(nH (cnay)’ il (o+)] - (;?;(&i)) a;|®, 0} =: Bg for i € K,
(nH (cnay)’ Ztoﬂ] — (—00,0] =: By for i € K.

Furthermore,

d

0¢(ab] = o¢ 11 <nﬁi(1cnai)’ nﬁi(lcnbi)] = 0¢ Egi

and

w(0(a,bl) =0 :>V<8HBi>:0 = <8H(nﬂ o H(lb)D:o.

Since nI'(n-) = v(-) as n — oo and v has no atoms on the considered sets applying

Propositions 4.2.1 and 4.2.2 yields that expression (2.1.8) converges to y defined in
(2.1.7). Consequently, relation (2.1.3) holds.
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The properties of p can easily be seen. p is an a-homogeneous Radon measure on
. —d . . , .

B(E) with u(R™\ R?) = 0 since v is a 1-homogeneous Lévy measure. Moreover, i is

a non-zero measure because the one-dimensional margin y; is a non-zero measure.

Since IT € RV(a, ¢, i) and II; € RV(a, ¢y, 1) it holds with (2.1.3)

T(t,....t) . (en...,cn)  F(L....1) L;(l 1)

et R R
b1 Y2

lim —
t—oo  TI4(1) n—oo  IIi(cy) fip (1) Py

and Equation (2.1.5) follows analogously. O

In the situation of Theorem 2.1.1 we obtain with Lemma 4.1.4 for the corresponding
Lévy process (X)iso that (X}, ..., X¢) is regularly varying. Moreover, with [11],

Theorem 1.1, we get for linear combinations of X the following result.

Corollary 2.1.2
Suppose that the situation of Theorem 2.1.1 holds. Let (X )0 = (X}, ..., X3)i>o0
be a Lévy process with Lévy measure I1 € RV(a, ¢, ). Then for all s € R? the
limit

nh—>nolo nP((s, X1) > ¢,) = w(s) exists
and there exists one s, # 0 with w(s,) > 0. If, additionally, X is spectrally positive

then all linear combinations (s, X), s € RY, are regularly varying with index .

Note that ther. h.s. in (2.1.4) and (2.1.5) is independent of the index a i. e. the limits
are defined by the dependence structure given by the PLM and the weights of the
marginal Lévy measures given in (2.1.1). Further, note that (2.1.4) and (2.1.5) define
a notion of tail dependence, well-known from extreme value theory for multivariate

regularly varying random vectors; see [40].

Definition 2.1.3 (Tail integral dependence coefficient)
Let II be a Lévy measure with PLM I'. We define the upper tail integral dependence
coefficient as

Ay = lim to(t,...,t)

and lower tail integral dependence coefficient as

Ap = lim |tD(t,...,t)].

t——o00

If Ay > 0 we call I" upper tail integral dependent. Similarly, if A;, > 0 the PLM T’
is called lower tail integral dependent. If I' is upper (lower) tail integral dependent
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and the conditions (2.1.1) hold with p; > 0 (p; > 0) for all i = 1,...,d then we
call I upper (lower) tail integral dependent.

Note that Ay and A always exists since due to the standardized one-dimensional

margins we have

(tT(t,...,t)| <1 fort #0.

Furthermore, note that regular variation does not imply tail integral dependence and

that tail integral dependence does not imply regular variation since a tail integral
defines a PLM only on (R \ {0})%.

[42], Theorem 5.1, gives the relation how a Lévy copula of a Lévy process X is
determined by the distributional copulas of the r.v.s (X}, ..., X{) which yields the

following interpretation of the tail integral dependence coefficients.

Proposition 2.1.4

Let X = (X},..., X?) be a Lévy process in R? with infinite and absolutely continu-
ous one-dimensional Lévy measures and PLMT'. Denote by C’(Ul’ 294110, 1]% — [0, 1]
the survival copula of (01 X},... 0 X{) for t > 0 and o = (01, co,0q) € {—1,1}%
Then the following relations holds:

Ay = lim lim - C'(Ul’ »9d) (f f)

t—oo0s—0 § t’ "t
and
s s
Ap = lim lim - C’Ul’ #0d) (—,...,—).
L= t——00s—0 § D,s t t
Proof.

Denote by C the Lévy copula corresponding to the PLM I'. According to [42],
Theorem 5.1, we obtain with Relation (1.1.7) for (z1,...,24) € (R\{0})?and ¢t > 0

that
_ ~ (1 1
I'(¢ R / =C(—,...,—
( X, ) xd) (txlv ) tl’d)
s S d
= lim — CUI”d)( e ) sen(x;
s—0 5 D t]z | t|zql g (z:)
and the assertion follows. O

Note that 61(;;"“’0‘1) depends on s and so the limit for s — 0 is not a tail copula, cf.
[45].

The following result is a converse of Theorem 2.1.1 and extends Lemma 2.0.2.
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Theorem 2.1.5

Let 11 be a d-dimensional Lévy measure with one-dimensional margins 1lI;,1 =
1,...,d and T' the PLM given in (1.1.10). Suppose that II € RV(«a, ¢y, ). Then
the tail balance conditions (2.1.1) hold, there exists an index i, € {1,...,d} such
that IT;, € RV (e, ¢, ps,) and I’ € RV(1,n,v). For a,b € R with (a,b] C [, D;,
with D; defined in (1.1.15), the relation between p and v is given as

v((a,b]) = p (H(di,@-]) : (2.1.9)

i=1
where fori =1,...,d
O, 1fal = 0,
sgn(a;) <pslgn(ai)al>1/a if a; # 0, > 0
a; = YA ‘ ’ ! T ’ (2.1.10)
00, ifa; > 0,pf =0,
—00, ifa; < 0,p; =0.

For a,b € R? with (a,b] C R4\ [[, D; it holds v =T.

Proof.

By Lemma 2.0.2, the tail balance conditions (2.1.1) hold with p;" := p;(1) and p; :=
—1;(—1) and there exists at least one index i, such that pz +p;. > 0. Analogously to
the proof of Theorem 2.1.1 we have to show that nI'(n(a, b]) — v((a,b]) as n — oo
for all sets (a,b] with a,b € R?\ {0}, 0 ¢ (a,b] and v(d(a,b]) = 0, where v is a
non-zero 1-homogeneous Radon measure with I/(Rd \ R?) = 0. Recall the definition
of the sets D; in (1.1.15). By relation (1.1.17) we have that I' is 1-homogeneous on
R\ T[L, D; and so we define v((a, b)) := T'((a, b]) for sets (a,b] C (RE\ [, Ds).
Further, we define v on B(E) by

v((a, b)) == p({(z1,...,24) € R*\ {0} : Z; € (a;,b] fori=1,...,d})

d ~ . . —d .
for (a,b] C []7_, D; where z; is defined as in (2.1.2), and by v(R" \R%) :=0. v is a
non-zero 1-homogeneous Radon measure since 4 is an a-homogeneous Lévy measure
. d .
and I is 1-homogeneous on R\ [];_, D;. Moreover, v is a non-zero measure because

[, is a non-zero measure and p;” + p;. > 0.

Suppose that a,b € R?\ {0} with 0 ¢ (a,b] and v(d(a,b]) = 0. With rela-
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tion (1.1.16) we obtain for (@, b] C [\, D; that
nl'(n(a, b]) (2.1.11)
= nll® A1) ({(Cnxh T, Y1, Ya) € (RT {0}) x [0, 1]

1
— — E(ai,bi]forizl,...,d .
nll;(cpz;) + ny; AlL (cpx;)

With
nlLrEO nATIl(cpa;) = nh_)r{.lon (g%rnr; I;(¢) — ﬁi(cnxi)) =0
it holds
0, ifx; =0
_— I _ ) Skl i £ 0, >0,
"0l (epas) + i AL (cpx;) 00, if 2; > 0,p; =0,

—00, if v; <0,p; =0.

We see that v(d(a, b]) = 0 holds if and only if 1(d(a, b]) = 0, and 0 ¢ (a, b] implies
0 ¢ (a, I;] Hence, with Propositions 4.2.1 and 4.2.3 we obtain the convergence of
(2.1.11) as n — o0

nl(n( i ({(z1,...,mq) € RP\ {0} : T; € (a;,b;] for all i}) A y4([0,1]%)
= v((a, b]),
and relation (2.1.9) follows. O

2.2 Examples

To simplify notation we consider the case d = 2. Moreover, we assume that we are in
the framework of Theorem 2.1.1 with II; € RV(a, ¢, 1), pf, p; > 0and 0 < p3, p;
ie. 7i;(x) = sgn(z)p @ |z~ for x # 0.

Example 2.2.1 (Independence PLM, continuation of Section 1.3.1)
Since I'; is 1-homogeneous we get I € RV(«, ¢,, i1). Further, with

FJ_(dZL‘l,dQTg) = 50(dl’1) |$2|_2 d!L’Q + |$1|_2 dJTl 50(d$2), (271,1'2) S Rz \ {0},
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the limit measure u is supported on the axes. For 1 € R\{0} we get u(Z(z1)x{0}) =
(1)) = pE 24|72, and for x5 € R\ {0} we achieve

sgn(z2) —a sgn(z2)
sgn(za)py™ w7, p > 0,
p({0} x Z(x2)) = { 0 ? zgn(m) _
, Dy =0.

Therefore, the limit measure p of II results in

p(dry, day) _Pign(ml)| o1 dz160(dzs)
sgn(xr «
+ do(dwy) py’ ( 2)| ot dzy, (21,25) € R?\ {0}
Zo

and the limits in (2.1.4) and (2.1.5) are equal to 0.

Example 2.2.2 (Complete dependence PLM, continuation of Section 1.3.2)
With Definition (1.3.5) and relation (2.1.3) we have

() < T(2)) = (B a7 A D" o)) (@1, 22), (20, 2) € (R\{O})2,

For 1 € R\ {0} we get

pEn) X {0}) = r(Z()) — limp(E (1) x T(e2) — lim p(T(a) % T(a2)

_ pign x1) ‘QZ’ ’ a7 if psgn (1) _ O,
0, it pEne) 5 g,

We see that p can have mass on the coordinate axes, although I'j has not. Analo-
gously for z, € R\ {0} with p{,p7 > 0 it holds p({0} x Z(x2)) = 0. Since I'| has

support on {(z1,z2) € (R\{0})? : 1 = 22}, p has support on {(z1,z2) € (R\{0})*:

Sgn(m)/pign(m))l/a

xo = (py x1}. Finally, the limit measure p becomes

_ sgn(z1) &
M(dl‘l? d:EQ) - P1 ' |x1|a+1 1{332:<p;gn(052)/pslgn(m))l/o‘wl}dl‘17 r € R \ {O}

The limits in (2.1.4) and (2.1.5) are given as

Tt (L) opr Ay 1) _ B
t—oo I, (%) 1 (1) i t——oo Iy () iy (—1) j2%
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Example 2.2.3 (Clayton PLM, continuation of Example 1.3.7)
For the Clayton PLM defined in (1.3.8) we have I', (R*\ (R \ {0})?) = 0. Conse-
quently, we receive for x; € R\ {0}

p(T(1) % {0)) = lim p(Z(1) x (e,0) (2.2.)
e (z (i) @), it o
| e (7 () < Coo01) it =
0, if p; > 0,
) limego Dy (I (;?Qfﬁbﬂ |°‘> XI(€)>, if py =0,
(), if p; > 0,

pign 1]~ (Mgarcoy + (1= ) asny) » if py =0,
and for zo € R\ {0} we have

(0} x Za2) = g (e, 0] < Zoz)) = g ( (2 0] < 2@
=1I,0 ({0} x Z(z3)) = 0.

Let 21,25 € R\ {0}. Then for pE™» > 0 it follows

~1/0

,U(I( ) x I(x2>> ((pign(m ) 0|x1|a9 <p;gn($2)> |x2‘o¢6‘>
(nl{x112>0} + (1 o 77)1{21$2<0}) )

and for pi=™) = 0 we get u(Z(z1) x Z(x2)) = 0. Moreover, the density of the limit
measure is given as

—1/0—2
pldan,des) = a2(1+0) () ] + @) s

( Sgn(:vl)) e(p;gn(wz )79|x1’a971’x2|a0711

P {p;gn<zz)>0}

(nl{m1x2>0} + (1 — n)l{x1x2<0}) dz; do
+ ozpsgn(x1 |x1!70‘*1 dxy 1{p5=0} do(dwz), (w1,22) € R* \ {0}

The limits in (2.1.4) and (2.1.5) result in

+\—0 +y—60)~1/0
= _ +
e gy ) @D T
= () AL =

0, ifp;:O,
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and

~1/0

T - —n ()" + (2)~)
Jim 2D AL L) -
me @ A 0, if p; = 0.

, if py >0,

Soifn > 0and p; > 0 (p; > 0), then we always have upper (lower) tail dependence.

Example 2.2.4 (Non-homogeneous PLM, continuation of Example 1.3.8)
The non-homogeneous PLM I, - has standard 1-homogeneous margins and so for
every norming sequence ¢, such that I'; € RV(1,¢,, ;) it holds lim, .. n/c, =
lim,, oo nli(c,) = v5((1,00)) < oco. Let ¢, be a norming sequence such that T; €
RV(1, ¢, ;). Then by (1.3.13) we get for z1, 29 # 0 that

1
nFM(cnI(xl),cnI(xg)) = C—"’ajl‘ T c_n’x2’ " c—”(’mlxﬂ — 0 asn — oo.

Consequently, the only possible limit measure for I'y . is the independence PLM
;. But for z; € R\ {0} the set B := Z(x;) x {0} is relatively compact with
I' (0B) = 0 and we obtain, on the one hand, nl', (c,B) = 0 and, on the other
hand, Iy (B) = |z1|™! # 0. Thus T, ¢ is not only non-homogeneous, but also non-
regularly varying. By Theorem 2.1.5 a Lévy measure II with PLM T', - can not be

regularly varying.



Chapter 3

First upwards passage event for sums

of dependent Lévy processes

In this chapter we derive new fluctuation identities for sums of Lévy processes and
study, in particular, the influence of jump dependence. We shall need the following
definitions, and we shall consider them for a sum X = X' + X? of the components

of a bivariate Lévy process (X', X?).
We define the running suprema and running infima of X for t > 0

X,:=supX, and X,:=infX,, (3.0.1)

u<t u<t
and the first upwards passage time over and the first downwards passage time under
a fixed barrier € R by

mh=if{t>0: X, >z} and 7, :=inf{t>0:X, <z} (3.0.2)

Further, we define the time of the previous mazximum of X and the time of the

previous minimum of X before time t > 0
Gy =sup{s<t: X,=X,} and G,:=sup{s<t:X, =X} (3.0.3)

More precisely, we investigate the following quantities for a sum X = X' + X? of a
bivariate Lévy process (X!, X?), which characterize first upwards passage of X over

a fixed barrier, when it jumps over it:

(1) 7f = Eﬁ_ the time of first passage relative to the time of the previous maxi-

mum,

53
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(2) G,+_ the time of the previous maximum,
(3) X+ — x the overshoot,
(4) » — X_+_ the undershoot, and

(5) # — X _+_ the undershoot of the previous maximum.

The common distribution of these five quantities is called the quintuple law.

Results for arbitrary Lévy processes can be found in the monographs [13], Chap-
ter VI, and [49], Chapters 6 and 7. For an illustration see Figure 7.1 of [49].

To see which jump of (X!, X?) causes the first passage of the sum X = X! + X?
and where the dependence affects this event, we decompose the jumps of (X!, X?)
in single, common, positive and negative jumps. For motivation and better under-
standing of the decomposition for our quintuple law, we first formulate the quintuple
law for the sum of a bivariate random walk in Section 3.1. The general quintuple
law for the sum of a bivariate dependent Lévy process is proven in Section 3.2.
In Section 3.3 we consider two situations where all quantities of the quintuple law
can be identified concretely. We calculate explicit quantities in Section 3.4 where
the dependence is modelled by a Lévy copula, and give four examples for different
dependence structures. In Section 3.5 we apply our results to insurance risk theory
and obtain a detailed description of the ruin event.

3.1 The quintuple law for the sum of a bivariate

random walk

Consider a bivariate random walk (Z}, Z2),en, starting in (Z}, Z2) = 0 and

2 =3¢ ad Z2=3¢. ne,.
=1 =1

1

n

where (£}, ¢2),en are independent and identically distributed (i.1.d.) with bivariate
d.f. F and margins F| and Fj, respectively. We are interested in first upwards
passage across x > 0 of their sum

n

Zo=0 and Z,=)» (& +¢&), neN, (3.1.1)

i=1
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where (€] + &2),en are i.1.d. with d.f. Fy. For i = 1,2 we allow F} to have an atom
at zero with the consequence that the random walks can have jumps of size 0 and
so one marginal random walk can jump without the other. We separate the jumps
of Z according to their origin and their sign and decompose Z for each n € N into

components as follows:
Zn = P+ P+ P+ P+ P (3.1.2)

+ Z & l{e1<oe2—0} + Z f?l{g;zo,g]ko} + Z(fi + &) e <og2<0p »
i=1 j=1 k=1

where P!,..., P% are those components, where upwards passage can happen; more
precisely,
n n
Pri - Zfill{s}>0,£?:0} ) Pf = ngl{ggzo,gfm} )
i=1 i=1
n n
P = (& + &) e s0es0) P =S (€ + ) anne o
i=1 i=1

Py = Z(le +E) e <o e250) 5
=1

and the increments AP* have d.f.s Fpe for k = 1,...,5. Further, we define the
analogous quantities to (3.0.1)—(3.0.3): the running mazima of Z by

Zn,:=maxZ,, ne€ Ny,
k<n

the first strictly upwards passage time of Z over a fixed barrier x € R
7. :=min{n e N: Z, > z}
and the time of the previous maximum of Z before time n € N
G =max{k<n:Z,=272,}. (3.1.3)

The quantities (1)—(5) from the introduction of this chapter are given for the random
walk Z by
T
(1) 7,/ — 1 — G™ ™' the number of time points between the previous maximum

and the first passage,

T -1 . . .
*  the time of the previous maximum,

(2) G
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(3) Zz+ — x the overshoot,
(4) * — Zz+_, the undershoot, and

(5) & — Zz+_, the undershoot of the previous maximum.

To describe the fluctuations of Z, we use its ladder processes, which are defined as

follows.

Definition 3.1.1 (Ladder processes of a random walk)
Let (Zy)nen, be random walk in R. Let (Ly)nen, denote the number of times a

maximum is reached after n steps, given by
LO =0 and Ln = #{’L <n: ZZ > 71‘,1}, n € N.
The bivariate weakly ascending ladder process (L', H,)nen, of Z is defined by

Lyt:=0, L' =if{k>1:Ly=n} and H,:=0, H, =271, neN,

~

where we set inf () := +o00. Let (L ),en, denote the number of times a new minimum

is reached after n steps, given by
Li:=0 and L':=#{i<n:—Z>—Z_1}, neN.
The bivariate strictly descending ladder process (E; e, ﬁ;‘)neNO of Z is defined by

Zal* =0, L " :=inf{k>1:L,=n} and ﬁg =0, H':= ~Zpe, n €N

The weakly ascending time L' is the number of steps that Z requires to achieve n
maxima, where the same maximum can be reached again, and the weakly ascending
ladder height H,, is the n-th maximum of Z. The strictly descending ladder time
E; ¥ describes the number of steps that Z requires to reach n new minima and ﬁn
is the values of the n-th new minima of Z. Since (L%, Hy)nen, and (L75*, H )nen,
are (possibly killed) renewal processes, their associated potential measures are given

as
U(j,dr) = > P(L," =j,H, € du), (3.1.4)
n=0

U (i,dz) = Y P(L;" =i, H; € du).

n=0

Thereby, the quintuple law can be formulated for the random walk situation.
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Theorem 3.1.2 (Quintuple law for the sum of a bivariate random walk)
Let Z be a random walk as in (3.1.1) and let x > 0 be a constant barrier. For u > 0,
y €[0,z], v >y andi,j € Ny we have

T -1 TN -1

IP’<7;+_1—G —i,G" = 2y —wedu,
&~ Zpe_ €dv,w —Zpr_, € dy, Ay = AP%) (3.1.5)

= Fpr(v+du) U (i, dv —y) UG,z —dy), k=1,...,5,

where Fpr are the d.f.s of the increments of P* defined in (3.1.2).

Proof.
The decomposition (3.1.2) in combination with the proof of Theorem 4 of [22] yields
the following. The left-hand side (1. h.s.) of (3.1.5) is equal to

P(anx—y,0§n<j,2jGx—dy,Zj+m<x—y,1§m<i,
Ziyi € x—dv, Zjys € 1 +du, AZps = AP%)
=P(Z,<z—y,0<n<jZ;€x—dy)
XP(Zn<0,1<m<i,Z;€y—dv)P(Z; €v+du,Z; = Pf).
By duality, we have
P(Zp <0,1<m<i Zey—dv)=U"(i,dv—y),

and with P (Z; € v+ du, Zy = Pf) = Fpr(v + du), the right-hand side (r.h.s.) of
(3.1.5) results. O

For the barrier x = 0 we have 77—0+_1 = 0 a.s. and analogously to Theorem 3.1.2 we

get the following result.
Corollary 3.1.3

Let Z be a random walk as in (3.1.1) and let x = 0 be a constant barrier. For u > 0,

v >0 andi,j € Ny we have

o -1 —7T5F -1

P(TO+—1—E gl
= Fpr(v + du) U*(i,dv) U(5,{0}), k=1,...,5,

- j, Z%+ S du, _Z'ZE)+—1 S dU, AZ:]*O+ - AP£+>

where Fpi are the d.f. s of the increments of P* defined in (3.1.2).
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Remark 3.1.4
Instead of G given in (3.1.3) we can also consider G, := min{k > n : Z, = Z,}.
Then Theorem 3.1.2 and Corollary 3.1.3 analogously hold for the strictly (instead of

weakly) ascending and the weakly (instead of strictly) descending ladder processes.

To study the influence of different dependence structures, we specify the dependence
structure between the random walks Z! and Z2 by a copula C on the increments &*
and &2 as described in Section 1.1.1. Then we find expressions for Fpr and also for
the d.f. F, of the sum &'+ £2, which makes the quintuple law of Theorem 3.1.2 and
Corollary 3.1.3 precise in reference of the chosen copula. In the following result we
only consider the situation where both random walks always jump together. If F},
F5 have atoms in 0, then we can decompose the random walks as in (3.1.2) and the
result applies by observing that the absolutely continuous parts of F; and F, may

have total mass smaller than 1.

Theorem 3.1.5

Let Z be a random walk as in (3.1.1). Suppose that F; for i = 1,2 are absolutely
continuous and the dependence between Z' and Z* is modelled by a twice contin-
uously differentiable copula C. Then P' = P? = 0 a.s. and Fpr for k = 3,4,5 of
Theorem 3.1.2 are given for z > 0 by

= 190 (u, v) r(ﬂl)
o PR, 7
P3( ) 0 ou u=F (1) 75(0) 1( 1)
0 THC(u, v) e
Fpa = — &
P (Z) /_OO |: v v=F2(:E2)‘| F1(0) 2<dx2>’
O ToC(u,v) e
£ = [T i)y B

Proof.
Since I, F, are absolutely continuous, all increments of Z! and Z? are non-zero and
P!'=P? =0 a.s.. From (1.1.1) we obtain for z1,z, € R

0?C(u,v)

F(dl‘h dl’g) = auav

Fl(dIL‘l)F2<dl'2).

u=F(z1),v=F2(z2)

FPS(Z):/O /0 F(dxy,dxs)

Furthermore, for z > 0
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and the expressions for Fps and Fps follow analogously. U

The potential measures U and U* in Theorem 3.1.2 can be identified only in special

cases as, for example, when Z has only positive jumps.

Recall the n-fold convolution F/™*(dx) of a probability measure F;(dz), where F*(dx) =

do(dz) is the Dirac-measure in 0 and F'* = F.

Theorem 3.1.6
Let Z be a random walk as in (3.1.1). Suppose that F; for i = 1,2 are absolutely
continuous with Fy(0) = F»(0) = 0. Further, let the dependence between &' and &2
be modelled by a twice continuously differentiable copula C. Then U*({0}, {0}) = 1
and, for j € Ny and x > 0,

U(j,dv) = Fii(dz),

where Fps is given in Theorem 3.1.5.

Proof.

Z reaches a new maximum with every jump. So in (3.1.4) we have P(T,, = j, H, €
dr) = 1=y P(H; € dz) and H; is the sum of j independent jumps with d.f. Fps.
O

3.2 The quintuple law for the sum of a bivariate

Lévy process

For an arbitrary bivariate Lévy process (X!, X?) with characteristic triplet (v, A, II)
we consider the sum process X = X' + X? which is again a Lévy process; see [58],
Proposition 11.10. The proofs of our results rely on the Lévy-1t6 decomposition of

(X!, X?) into two independent parts, corresponding to (1.0.1),

1 1 1
Xg = Wg I , t>0,
Xt Wt ‘S’t2

where (W', W?) is the Gaussian part of (X', X?) with characteristic triplet (v, A4, 0).
The Lévy process (S1,5?) is the jump part of (X!, X?) with Lévy measure II and
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is represented by

1
SZ :// x J(dw,ds) (3.2.1)
St (0,¢] J|x|>1

—Him/ / (@ J(dz, ds) — @ T1(de) ds), ¢ >0,
el0 J0,4) Je<|z|<1

see [58], Theorem 19.2. The convergence in the second term on the r.h.s. is a.s. and
uniform on compacts for ¢t € [0,00). The measure J is a Poisson random measure
with intensity measure II(dz)ds on R? x (0,00). We investigate the first upwards
passage either by a jump of the sum process X or equivalently by a jump of the sum
process S = S' + 52,

Analogously to the random walk in Section 3.1 we want to decompose the paths of
(S', 5?) according to their jump behaviour in single, common, positive and negative
jumps. This causes no problems, if (S', S?) a.s. has sample paths of bounded varia-
tion; see [49], Exercise 2.8. But (S', 5%) may a.s. have sample paths of unbounded
variation, so that — according to [15], relation (31.32) — a pathwise decomposition is
not possible. In this case we truncate for arbitrary 0 < € < 1 all jumps smaller than

e and consider first the truncated process for ¢ > 0

l,e
Sge = / / x J(dzx,ds) (3.2.2)
Sy 0, J |z/>1

+/ / (x J(dz,ds) — xII(dx)ds)
(0,4] Je<||<1

which is a CPP with drift (Dgic, Dsec) = — [, ®II(d®) and Lévy measure
IT 1{jg>e)- For € | 0 the process (S, S )i>o a.s. converges to (S}, S?)i>o and the
convergence is locally uniform in ¢ € [0, 00); see Lemma 20.7 of [58]. As (S'<, 5%¢)
a.s. has sample paths of bounded variation, we can decompose (S¢,5%¢) in inde-
pendent components. We denote by S+ the process of single positive jumps of

Stej e fort >0

St 767 - /(O,t} /x1>1 . J<(dx1’ {O}>’ dS)
¥ /H JRCECERUIESERS CRRTILS
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and by S1¢~ the single negative jumps of S'¢, i.e. for t > 0

S /(O,t} /:c1<1 71 J((dz1, {0}), ds)
T /(o,t] /_1<%1<_6 (w1 J((dz1,{0}),ds) — 1 [I(dx, {0}) ds) .

S2et and %4~ are defined analogously for S<.

The processes SV and S%%% for i,j5 € {+,—} are the dependent jump parts
of (S, 8%¢), where e.g. SHT+ denotes the positive jumps of S»¢ which happen
together with positive jumps of S?<; i.e. for t > 0

sttt = [ (e, 0,00), 09
(0,t] Jx1>1
+/ / (21 J((dzxq, (0,00)),ds) — 1 (dzy, (0,00)) ds) .
(0,t] Je<z1<1

Analogously, S%¢** denotes the positive jumps of S?¢ which happen together with
positive jumps of S'¢. The notations S+, §26+= and St<~—, §%~~ should be

clear now.

The Lévy measures of these processes are for B € B((0,00)) given by
I +(B) =II((BN(e,00)) x {0}) and Iy 4 (B) =II({0} x (BN (e,00))) (3.2.3)

with analogous definitions for II; . — and ITy . For i, j € {+,—} and B € B(R?) we
define
By:={x€R:(z,0) € B} and By:={yeR:(0,y) € B}.

Then the Lévy measure of the joint jumps is given by

Wi cijoei(B) = H(BN{|z|>e}) —II((Bi N {[z:] > €}) x {0})
CTI({0} % (By N {|2a] > €})). (3.2.4)

This implies the following Lévy-Ité decomposition for the components
Xl . Wl + limew Sl’e
x2 )\ W24 lim S
W+ limjo (SToF 4 Sbem 4 Shett 4 ghet— 4 Ghe—+ 4 Ghe—)
WZ + hmelo (52,6,+ + 5’2,6,7 + 52,6,++ + SZ,G,*F* + SQ,E,*+ + 52’6’77)

)
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and for the sum process

X = X'+ X2=W'+ W24+ 85"+ 62
= W'+ w?

+lim (P + P4 PP 4 P2 4 Po 4 8197 4 §297 4 5977 (3.2.5)

where W1 + W?2 denotes the Gaussian part of X which is independent of the jump
component, and in (3.2.5) we have set S~ := S1¢7~+5%¢~~ Then we summarize,

using analogous notation to (3.1.2):

Pl,e — Sl’€’+, PQ,E — S2,E,+’ P3,e — Sl,e,++ + SQ’€’++,
P47E = Sl7€7+7 + S27E>+7’ P576 = Sl’eaer + 527677+’
which are all independent Lévy processes since they a.s. never jump together; see

[58], Exercise 12.10. Since all processes in (3.2.5) are independent we can let € | 0

componentwise. According to [58|, Lemma 20.7, we have

11%1 P = PF as. (3.2.6)
where the convergence is uniform on compacts for ¢ € [0,00) for k = 1,...,5. The

Lévy measures [1pr,c converge to [1pr in the sense that

lim/Rf(x) Hpk,e(d@:/Rf(x) pr(dx) (3.2.7)

€l0

for all bounded continuous functions f : R — R vanishing on a neighbourhood of 0;
see [58], Theorem 8.7.

Further, the quintuple law is derived as a consequence of the Wiener-Hopf factoriza-
tion where we refer to the monograph of [49]. Therefore, we need the ladder processes
of X which are based on the notion of local time at the maximum and the regularity

of zero.

Definition 3.2.1 (Regularity of zero, [49], Definition 6.4)
For a Lévy process X, the point 0 is said to be regular (resp. irregular) for an open

or closed set B if

P(inf{t >0: X, € B} =0)=1 (resp.0).

According to [49], Definition 6.1 and Theorem 6.7(ii), the notion of local time at the

maximum is defined as follows.
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Definition 3.2.2 (Local time at the maximum and minimum)

Let X be a Lévy process in R.

(1) If 0 is regular for [0,00) then the local time at the maximum L = (L;)i>0
is a continuous, non-decreasing, [0, c0)-valued, F-adapted process with the

following properties:

(i) The support of the Stieltjes measure dL; is the closure of the random set
times {t > 0: X, = X;} and is finite for every t > 0.
(i) For every F-stopping time T with X7 = Xr a.s. on {T < oo}, the shifted
process
(Xrge — X, Xy — Xoge, Ly — LT)tzo
is independent of Fr under P(-|T < oo) and has the same law as (X, X — X, L)

under P.

(2) If 0 is irregular for [0, c0)then we define the local time at the maximum as

ne

L= e, (3.2.8)

=0
where {€} }ien, are independent and exponentially distributed r.v.s with pa-

rameter \ and

ngo=#{0<s<t: X,=X,}.

The local time at the maximum for the dual process —X we call local time at the

minimum.

In the regular case (1) there is always a local time at the maximum unique up to a
multiplicative constant, by [49], Theorem 6.7(i). Further, the right-continuous, non-
adapted process given in (3.2.8) satisfies the properties (i) and (ii) of Definition 3.2.2;
see [49], Theorem 6.7(ii). According to [49], p. 147, we choose for spectrally negative

processes the local time at the maximum as X.

Finally, the ladder processes of a Lévy process are given by the following definition.

Definition 3.2.3 (Ladder process of a Lévy process, [49], p. 147)
Let X be a Lévy process in R and L a local time at the maximum with L., =
lim; . L;. The inverse local time process

1 {inf{S>O:Ls>t}, t < Lo,
L =

0, else,
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is called the ascending ladder time process of X and

H, = { XL;17 t < Lo,

00, else,

is called the ascending ladder height process of X. The bivariate process (L; ", Hi)i>o
is the ascending ladder process. The ascending ladder process (Et_ L ﬁt)tzo of —X is

called the descending ladder process of X .

The range of the ascending ladder time L' corresponds to the time at which X
reaches maxima and so the range of the ascending ladder height H corresponds to
the set of maxima of X. Recall from [13|, Proposition V1.4, and [49], p. 158, that
with the exception of a CPP all local extrema of X are distinct, i.e. its maxima
are obtained at unique times. This means that we only need to distinguish between
weak and strict ladder processes for CPPes, for all other processes weak and strict
ladder processes coincide. Thus, we exclude CPPes in the following and treat them
separately in Remark 3.2.7. The following situation holds for every Lévy process X
which is not a CPP.

(L;*, Hy)i>o and (Et_ l fft)tzo are (possibly killed) bivariate subordinators and their
joint Laplace exponents x and & are for o, 3 > 0 defined by the identities

e ) = e’aLflfﬁHll{kLm}] and e ") =F [67&2?17ﬁﬁ11{1<iw} :

If L, < o0 a.s., then L., is exponentially distributed with killing rate ¢ > 0, where
g > 0 if and only if lim; ., X = —o0 a.s.. By Equations (6.15) and (6.16) of [49]
we can also write for § € [0, 00) + iR

K0.0) =€) =+ Duf+ [ (-t My(de), (329

(0,00)

where Dy = —vg — flw\<1 xzllg(dz)) > 0 is the drift of H and Iy its Lévy measure.
Note that the function £(-) is the Laplace exponent of an unkilled subordinator.
Similar notation is used for x(0, 3) by replacing ¢, £, Dy and 11y by ¢, E, Dy and

II5. We also recall that whenever ¢ > 0 we have g = 0.

Associated with the ascending and descending ladder processes are the bivariate

potential measures on [0, 00)?

U(ds,dz) = / P(L;' € ds, H, € dz) dt, (3.2.10)
0

~

U(ds,dz) = / P(Z;l eds, H, € dz) dt. (3.2.11)
0
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Since a local time at the maximum is defined only up to a multiplicative constant, see
Definition 3.2.2, the exponent x can only be defined up to a multiplicative constant,
which is then also inherited by U.

Now we are ready to state the general quintuple law for the sum of a bivariate Lévy

process.

Theorem 3.2.4 (Quintuple law for the sum of Lévy processes)
Let X be a Lévy process as in (3.2.5). Suppose that X is not a CPP and I1;((0, 00)) >
0, I15((0,00)) > 0. Consider the first upwards passage of X over a constant barrier
x > 0. Then there exists a normalization of local time at the maximum, given by
the identity

q = k(q,0)R(q,0) for q >0, (3.2.12)

such that for u > 0,y € [0, x],v > y,s > 0,t > 0,

P(T; - ET;_ € dt,@T;_ €ds, X + —x € du,

r— X €dvo-X,;_ €dy AX, = APL) (3.2.13)

o~

= pr(du+v)U(dt,dv —y)U(ds,z —dy), k=1,...,5,

where P* is defined in (3.2.6).

Proof.

Case 1: S' + S? is of bounded variation.

Let m, k, f, g and h be positive continuous functions with compact support satisfying
f(0) = ¢(0) = h(0) = 0. The condition f(0) = g(0) = h(0) = 0 is to exclude from
calculation the case of first passage by creeping, i.e. the event {XT; = x} because
we consider only the case, when the overshoot X _+ —x is a.s. positive. Since S 1452

is of bounded variation we decompose it as in (3.2.5) into
ST+ P =P + PP+ P+ P+ P+ 5+ 8 +5.

Let Ji,2 denote the Poisson random measure associated with the jumps of S + S2.
It holds

J1+2 - Jpl —I— Jp2 +Jp3 + Jp4 —I— JpS + Jsl,f + JS2’* —I— JS,,7

where Jpr denotes the Poisson random measure associated with the jumps of P*
given in (3.2.5). As P!, P?, P3, P* P5 S% 8%~ and S~ are independent, Jp1,



66 Chapter 3. First upwards passage event for sums of dependent Lévy processes

Jp2, Jps, Jpa, Jps, Jg1,—, Jg2.— and Jg-- have disjoint support with probability one.
Jpr has intensity measure IIpx(dz)dt and analogously to Step 1 of the proof of
Theorem 3 in [22| we obtain with the compensation formula, [49], Theorem 4.4, for
k=1,....5

L= _ B B =
Eim(ry = G+ k(G ) f (X —x)g(z — X5 )h(z XT;)l{AXT+:APf+}
R, / "t — Qt)k((_;’t)wk(Xt)h(Xt)dt] , (3.2.14)

0
where wy(z) = g(z f(zoo 2) M pr(du) and E refers to the dual process —X.

Using 1dent1ty (7) in [22], which is based on the Wiener-Hopf factorization and the

normalization (3.2.12), the expectation in (3.2.14) is equal to

LQW“LWméwxlmm Jh(z — €y + ¢ — €)U(ds, d€) U(dt, dg).

This results in the following first identity and, proceeding by substitution of vari-

ables, we obtain

m(t)k(s)f(u)g(v)h(y)

/U>0,y€[0,w]7v>y,8>0,t>0

]P)(T; — ET;_ € dt,GT;_ € ds,XT; —z € du,

r— X+ €dv,z— 77;7 €dy, AX + = APT’?)

/ | kst~ uile + 6 - OU(ds, U, do)
¢€(0,00) Jte[0,00) JE€[0,2] J s€[0,00

/qﬁe[O - /te[o - /y o / o) m()k(s)h(y)wi(y + ) U(ds, z — dy) U(dt, de)
/ye[w] / clo0) / e /t Coe) m(t)k(s)h(y)wy(v) U(dt, dv — y) U(ds, = — dy)
/ye[ogﬁ] /SGOOO) /ve[y - /te[oyoo)m(t)k(S)h(y)g(v) /(m)f(n—v) I pe (dn)

U(dt, dv — y) U(ds, z — dy)

B k(s)h T (d
/216[0,2:] /86[0,00) /UG[y,oo) /te[(),oo)m(t) (S) (?J)g(’U) (O’w)f(u) p ( U+U)

U(dt, dv — y)U(ds, z — dy).



3.2. The quintuple law for the sum of a bivariate Lévy process 67

Case 2: S* 4+ S? is of unbounded variation.
We start with the truncated process (S'<,5%¢) for € > 0 as given in (3.2.2). Then
S1€ 4 52< is of bounded variation and we can decompose its sample paths according
to its jump behaviour like in (3.2.5). The unbounded variation of X implies that 0
is regular for (0, 00) and (—o0, 0); see [49], Theorem 6.5(i). Therefore, U({0},{0}) =
u ({0},{0}) = 0. We apply the result of Case 1 above dropping the point 0 from
integration, which yields
/ m(t)k(3) F(w)g()h(v)
u>0,y€[0,2] w>y utv>e,s>0,t>0

B
IP’(T+ - ET;_ € dt,@T;_ €ds, X+ —r€duy,r — X+ €dv,

T

=X, €dy,AX,; = Apff)

/(;56(0,00) \/te(()’oo) /56(073:} /36(0,00) m(t)k(s)h(x — &)g(x + ¢ — &)
/< PN G €)) Wpne (dn) U(ds, d€) U (dt, do)
r+op—E,00

)
_ / N / . / . / o MOKOHg /(  Jo =)

LA{(dt, dv —y)U(ds, z — dy).
For € | 0 the processes P¥¢ converge a.s. to P¥ and, hence, they also converge in
distribution. Moreover, their Lévy measures converge in the sense of (3.2.7) and for

all v > 0 the function f(n) := f(n—v)1l{;>e is bounded and continuous and vanishes
on [0, v]. So for all v > 0

lim f(n —v) Upre(dn) =lim f(n) Upr.e(dn) = ) f(n) Wpe(dn)

€10 J(v,00) <10 J(0,00) (0,00

— [ = o) () = / () T (dut + )
) (0,00)

(v,00

and (3.2.13) follows. O

For the barrier = 0 the situation simplifies by considering the two possible situa-

tions:

(R) 0 is regular for (0,00); i.e. 7,7 =0 a.s., or

(I) 0 is irregular for (0,00); i.e. 7" > 0 a.s..
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Let X be a Lévy process with characteristic triplet (4, a, I1,). Since we still exclude
that X is CPP, (R) holds if and only if (see [49], Theorem 6.5)

e S' 4+ .52 is of unbounded variation, or
e S+ 5% is of bounded variation and

— X has a Gaussian component (i.e. a > 0), or
— X has no Gaussian component (i.e. a = 0), but

* X has drift Dy = —v4 — |,

lz|<1

Il (dx) > 0, or
x

——— 1, (dz) = oo.

1
x X has drift Dy =0 and / —
0 fo H-l—((

(I) holds if and only if S*+5? is of bounded variation, X has no Gaussian component

and either

e Dy <0,or

T

¢ Px=0 d/ TP (—o0,—9)) dy

Corollary 3.2.5
Let X be a Lévy process as in (3.2.5). Suppose that X is not a CPP and I1,((0, 00)) >
0, I15((0,00)) > 0. Consider the first passage of X over the barrier x = 0. Then

—XT0+_ =0 a.s. and @TJ_ =0 a.s..

I1; (dz) < 0.

(1) If (R) holds, then all quantities of the quintuple law are a.s. equal to zero, i. e.

—X +_ = §T+
0

I _ _
- =T —XTO+— XTO+_—O a. s..

(2) If (I) holds, then there exists a normalization of local time at the maximum,
given by (3.2.12), such that for u > 0,t > 0,v > 0,
P <TO+ €dt, Xy edu, =X+ edv,AX 1 = AP%)

= M (du + v) U(dt, do) U0}, {0}), k=1,...,5, (3.2.15)

where P* is defined in (3.2.6).

Proof.

Since X is not a CPP, its maxima are obtained at unique times, so 575_ = sup{s <
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7 X, = 0} = 0 a.s.. The proof for case (I) is analogous to Case 1 of the proof of
Theorem 3.2.4. O

Remark 3.2.6 (First passage by creeping)
In Theorem 3.2.4 and Corollary 3.2.5 we investigated the first passage of X caused
by a jump in one or both components X! and X?2. However, X may also creep over

the barrier z € R, in which case
P(XTj = ZE) >0

holds. According to [13], Theorem VI.19, this is equivalent to
£(0, 3)

Dy = lim 2220 < )
T~ g B

If X is of bounded variation, then X creeps upwards if and only if Dy > 0, see
[21], Section 6.4, and [49], Theorem 7.11. The linear drift Dx is deterministic and
so dependence between the jumps does not affect the creeping of X. If X has a
Gaussian component, then from A = 2Dy Dy (see [21], Corollary 4.4(1)) Dy > 0
follows. So dependence between the jumps does not affect that X can creep. If X is
of unbounded variation, but has no Gaussian component, then X creeps upwards if

and only if for its Lévy measure 11, holds

/1 a1l ([x, 00)) dr

0 fi)z (ffl I, ((—o0, z])dz) du

_ /1 @ (Tlp1 + Tpe + Hps + Mpa + Ips) ([, 00)
0 L0

— — — — — dz < oo,
— J5 Hg1-(2) + Hs2—(2) + Mpa(z) + Mps(2) + Mg () dz) du

where P* is defined in (3.2.6). So only in this case the dependence between the

jumps can influence the possibility of creeping.

Remark 3.2.7 (Quintuple law for CPPes)
Only if X is a CPP, then X can visit the same maxima at distinct times, see
[13], Proposition VI.4, and [49], p. 158. When we work with the weakly ascending
ladder process (L', H) and the strictly descending ladder process (E_l*, H *) as in
Section 3.1, we consider the last time of the previous maximum of X before time ¢
defined by G in (3.0.3) and the first time of the previous minimum of X before time
t;i.e.

Gy =inf{s <t: X, =X,}, (3.2.16)
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see [22]|, Theorem 4, Remark 5, p. 98, and [49], pp. 167-168 and p. 194. If X is
not a CPP, then the definition of G* coincides with the definition of G in (3.0.3).
The quintuple law of Theorem 3.2.4 holds also for CPPes with u replaced by U to
indicate that this is the potential measure of the strictly descending ladder process
as in Section 3.1. The result of Corollary 3.2.5 changes, since ér()*— > 0 a.s., and we
obtain for u > 0,t > 0,s > 0,v > 0,

P (T; ~ G €dt,.Gy_eds, X,y €du,~ X4 €dv,AX s = APT’})
= pr(du + v) U (L, dv) U(ds, {0}), k=1,...,5,

where P* is defined in (3.2.6). The proof of the quintuple law for CPPes is analogous
to Case 1 of the proof of Theorem 3.2.4. The only subtlety is in the Wiener-Hopf fac-
torization, where we have to assign the mass given by the probabilities P(X; = 0) for
t > 0 to one or the other of the integrals, which define x and %; see Equations (6.19)
and (6.20) in [49]. With the definition of G* in (3.2.16) we assign the mass to k;
cf. [49], pp. 167-168.

3.3 Two explicit situations

Whereas it is comparably easy to understand the influence of the last jump of
the Lévy process since it is independent of the past, it is a rather complex task
to trace the influence of the dependence within the potential measures U and U
given in (3.2.10) and (3.2.11). They can be identified explicitly only for special Lévy
processes. The ladder processes depend on the chosen local times at the maxima
and minima, respectively, which in general can not be written as functionals of
the path of X. In this section we present two situations of the quintuple law of
Theorem 3.2.4 and Corollary 3.2.5 where we can calculate the potential measures
explicitly. We investigate them further in Section 3.4 with regarding to the effect of
the dependence between the jumps. We consider only cases where 0 is irregular for
(0,00) and X is spectrally positive. These two conditions are satisfied only in two

situations which we discuss in Sections 3.3.1 and 3.3.2, respectively.
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3.3.1 Spectrally positive compound Poisson process

Let (S, 5?) be a spectrally positive CPP and X be given as
=S +S}, t>0, (3.3.1)

and let Ay > 0 denote the jump intensity of X and F. the d.f. of the i.i.d. jump
sizes of X; note that both are determined by the marginal frequencies, marginal
jump sizes and the dependence structure. Due to X; = X; a.s. and G, = sup{s <
t: X, = X} =tas forallt >0, for all z > 0 we havex—yﬁj_ =z - X+
a.s. and 67;7 = 7,/ a.s. and the quintuple law reduces to a triple law. Recall the

definition of the convolution F?* before Theorem 3.1.6.

Theorem 3.3.1
Suppose X is given as in (3.3.1). Consider the first passage of X over a constant
barrier x > 0. Then for uw > 0,y € [0,z],s > 0 it holds for k = 1,2, 3,

P (7} €ds, X,; 2 €dur— X €dy, AX,; = AP )

> (A
—Hpk du—i—y Z +S
n=0

e M ds F™* (z — dy). (3.3.2)

By construction of P* as being independent, the d.f. F has representation
1
Fp=-—> ApeFpr, (3.3.3)
where the A\pr denote the jump intensities of P* defined in (3.2.6).

Proof.
According to Theorem 3.2.4 and Remark 3.2.7, the 1. h.s of of (3.3.2) is given by

I pi(du + ) U ({0}, {0}) U(ds, = — dy)

where I/* denotes the potential measure of the strictly descending ladder process
(E_l*,ﬁ*)‘ Since X is of bounded variation and the point 0 is regular for [0, co)
and irregular for (—oo,0), with [49], Theorem 6.8, we choose the local time at the
maximum as L; = fot lix,—x,3ds = t and the weakly ascending ladder process
results as (L; ', Hy)i>0 = (t, X;)¢>0 with potential measure

U(ds,z —dy) =P (X, ex—dy) d :Z )\+S)

e Mods F(x — dy).
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Since X is a.s. increasing, the strictly descending ladder process is killed, i. e. E;}* 4

expo(q) for some g > 0, see [49], Theorem 6.10(ii), and we obtain

(0,0), t< Lz,

(00, 0), t=> Z;ol*,

(L;1*>H:) = {

and U*({0},{0}) = §~'. The normalization condition (3.2.12) yields ¢ = 1 and
Equation (3.3.2) results. O

For the barrier z = 0 the result is reduced even further.

Corollary 3.3.2
Suppose X is given as in (3.3.1). Consider the first passage of X over the barrier
x=0. Then =X +_ =0 a.s. and for u >0, s > 0 it holds

P(7f €ds, X + € du, AX_y = AP" ) = Hpr(du) e ds.
0 To To To

3.3.2 Subordinator with negative drift and finite mean

Let (S1,5?%) be a driftless subordinator and X be given as
X;=8—ct=8'+8}—ct, t>0, (3.3.4)

with negative drift Dx = —c < 0. We denote its Lévy measure as II, and recall the

characteristic exponent of X from (1.0.1) which is given by

Ux(0) =Vg(l) +ic = /OOO (1- eie”") I, (dz) +ic, 0 €R. (3.3.5)
Further, we suppose
0 <E[S] =ps = /000 xIl, (dz) < ¢ < o0, (3.3.6)
such that lim; ,., X; = —00 a.s..

Under these conditions the ascending ladder process (L™, H) of X is a killed bivari-
ate CPP, and we denote its jump size distribution by F;-14(ds,dz). We denote by
F7*.,, the n-fold bivariate convolution of Fy-15,, where F2*, (ds, dz) = 8(,0)(ds, dz)
is the Dirac-measure in (0,0) and F;*,,, = Fr-13. Since L™' and H always jump
together the convolution is taken componentwise; i.e. F*,, is the distribution of n

independent jumps with bivariate d.f. Fjy-14.
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Theorem 3.3.3

Suppose X is given as in (3.3.4), and that (3.3.6) holds. Consider the first passage
of X over a constant barrier x > 0. Then foru >0,y € [0,z],v >y, s >0,t >0 it
holds for k =1,2,3

]P(T; - ET;_ € dt,@;_ €ds, X + —x €du,x — X +_ €dv,

p- X €dyAX =APL)  (337)

— 1 & HS\™ s
= M (du +0) P (T_(v_y) € dt) dv=" (7> Fr (ds, « — dy)

where the bivariate jump size d.f. F;-14 is given by

1 o
Froag(dt, dh) = = / IL (dh + 0) P(r=, € dt) df. (3.3.8)
S Jo

Proof.
To calculate U and ¥ in Theorem 3.2.4 explicitly, we have to specify the local time
at maximum and at minimum such that the normalization condition (3.2.12) is

satisfied. Since X is spectrally positive we choose the local time at the minimum as

o~

t
Lt = jt = C/ 1{&3;){5} dS
0

where X is defined in (3.0.1). The unkilled descending ladder process is for ¢ > 0
given by
(Bt ) = (inf{s >0: X, <~} X5 ) = (mt) . (339)

Thus, by (3.2.11) we obtain
U(ds,dz) = / P(L;' € ds, H, € dz)dt = P(L;' € ds)dz
0
=P(r_, € ds) duz, (3.3.10)

~

U([0,00),dz) = dz and %(0, 3) = 3, see (3.2.9). When the normalization condition
(3.2.12) is satisfied, by Vigon [66], Proposition 3.3, it follows for z > 0

Ty (2) = /ooﬁJr(x)LA{([O,oo),dx) - /Oom(x) dz. (3.3.11)

Due to the irregularity of 0 for [0,00) and following Definition 3.2.2 (2), we choose

the local time at the maximum as

Li=Y el with n=#{0<s<t:X,=X,},
k=0
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for an arbitrary parameter ¢ > 0 and i.i.d. eék) 4 expo((). Further, due to con-
dition (3.3.6) the ascending ladder process is killed, i.e. there is a bivariate CPP
(L7, ’H) with jump intensity ¢ and ¢ > 0 such that

(L7 Hy) it < Lo} S{(L7Hy)  t < ey}

and (L; ', H,) = (00,00) for t > Lo, = eq H is a CPP with intensity ¢ and with
(3.3.11) the normalization condition (3.2.12) is satisfied if and only if ( = Il (R) =
ps. From (3.2.9) we obtain

k(0,—i0) = q + /000 (1 — ") Iy (dx)

and with (3.3.5) and the Wiener-Hopf factorization, see [49]|, Equation (6.21), it

results
: ,Ux(0) K[, /°° 0
—i0) = k' ——+ = — | ich 1— ") I, (dz) | .
k(0, —if) = 70.10) = (zc + i (1—e"") I, (dz)

Since ‘H is of bounded variation and lim,o zI1, (x) = 0 by (3.3.11), partial integra-

tion results in
k(0,—i0) = k' ((c — ng) + / (1— ") I () dx) :
0

From (3.3.11) we conclude k¥’ = 1 and ¢ = ¢— 5. Since ¢, 4 expo(q) with ¢ = c— ug
is independent of (£L7!,H) and N, = #{0 < s <t : AH; # 0} is a Poisson process
with intensity ¢ = ug, we get with Fyo1y = l%gHﬁ—lH for s > 0,2 > 0 that

U(ds,dz) :/ P(t < e, L;' € ds, H; € do) dt
0

/ e thPc € ds, H; € dz| Ny = n)P(N; = n)dt

n=0

&0 t
:/ _thFEL*IH (ds dx)( ,u5'~) ~tes dqt
0 n=0 v

:% S () Fpti(as, da) (3.3.12)
n=0

where the last equation results from the evaluation of the exponential integral; see
e.g. [29], p. 362. Finally, from the quintuple law (3.2.13) with (3.3.10) and (3.3.12)
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we obtain for u > 0, y € [0,z], v >y, s >0,t >0 and for k =1,2,3

]P>(7'+ — G €dt,G_€ds, X+ —zedux— X +_ €dy,

x

x — 77;_ €dy, AX + = APJ_&)

= Hpr(du +v)U(dt,dv — y) U(ds,x — dy)
- L (18" s
= lpe(du +v)P (Ti(viy) € dt> Liy—y>o0y dv - z% <7> Fry(ds, z — dy).
According to [22], Corollary 6, we have
Mooy (dt, dB) / 1, (dh + 0) 1i(dt, d6)
[0,00)

and with (3.3.10) and the normalization condition Expression (3.3.8) holds. O

If we are only interested in the space variables, we can integrate out the time quan-

tities in the above quintuple law and obtain the following.

Corollary 3.3.4
In the situation of Theorem 3.3.3, for u > 0, y € [0, z], v > y it holds for k =1,2,3

P(X, —wedus— X, edvo—X,_ cdyAX, = APL)

[e.9]

_ 1 HS\™ rn
= Hpe(du+v)do- ; (?) FI(z — dy), (3.3.13)
and
1 T oo S n
P(AX,; = APL) = = / / Mpe(v) do' Y (“—j) Fre(z —dy),  (3.3.14)
0 Y n=0
+ _ (1 _Hs N 1S \" 7
P(rF < 00) = (1 - ) ;( - ) e (x). (3.3.15)
The d. f. Fyy is for z > 0 defined as
1— 1 - -
Fy(dz) = —IIi(2)dz = — (p + Ipe + IIps) (2) dz. (3.3.16)
s Hs
Here F}(dz) = do(dz) and for n € N
1 —n
F(dz) = —T0, (2)dz
Hs

. —1 = =2 Z 1T
with H+® =II, and H+®(z) = fo 1L, (2 — y)lL4 (y) dy.
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Proof.
Integrating out time in Equation (3.3.7) yields (3.3.13). The relation (3.3.16) follows
from (3.3.11) with the normalization condition and the decomposition (3.2.5). The
identity (3.3.14) results from (3.3.13) by integrating out u, v and y. By integrating
out s, t and v in the quintuple law in [22], Theorem 3, it holds

P(X.+ —zedu,z—X 1 €dy) =U(x — dy) Iy (du +y)

and with (3.3.12) we obtain

P(r} < o0) = / Tely) Ul — dy)

n=0
- /’[‘S TL+1 n* n
5 (-5
n=0
-(-#)E (e
¢ n=1

Remark 3.3.5
When the jump part S in (3.3.4) is a CPP with jump size d.{. F; and E[AS] = uas
then, under the conditions of Theorem 3.3.3, for z > 0
1 -
Fy(x)=— [ Fi(2)dz
Has

and (3.3.15) is the well-known Pollaczek-Khintchine formula.

Corollary 3.3.6
Suppose X is given as in (3.3.4) and (3.3.6) holds. Consider the first passage of X
over the barrier x = 0. Then for u >0, v > 0 and t > 0

P <TO+ cdt, X+ €du,~X € dv,AX ;= APT’Z)
0

= Ilpr(du+v)P(7Z, € dt) %dv, k=1,2,3. (3.3.17)

Further,
P <XTO+ €du,~X,+_€dv,AX s = AP%) = Tpe(du + v) % dv (3.3.18)
P (AXTO+ - APJ_}) - “f’“ (3.3.19)

P(rf <o) = 12 (3.3.20)
C
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Proof.
For the barrier x = 0 we obtain under the normalization condition (3.2.12) with
(3.2.15) and (3.3.12) that

P(7 €dt, X, € du,~X,;_ €dv,AX,; = APL)

= Tpe (du + v) U(dt, dv) U0}, {0})

1
= lpe(du+v)P(7-, € dt) dv p

The identities (3.3.18) and (3.3.19) follow from (3.3.17) by integrating out ¢, u and
v. (3.3.20) results by summing up (3.3.19) for k = 1,2, 3. O

The identities (3.3.18) and (3.3.19) are generalizations of Theorem 2.2(i) in [3§]
where only independence is treated. Comparing (3.3.15) and (3.3.20), we see that
the first upwards passage for the barrier x = 0 is not affected by the dependence

contrary to barriers x > 0.

3.4 Dependence modelled by a Lévy copula

Our main interest is studying the effect of dependence between the jumps of X! and
X? for the quintuple law. This dependence affects the bivariate potential measures
U, i and also the factors II pr. In this section we calculate these three quantities for
the situations in Section 3.3 when the dependence is modelled by a Lévy copula as
defined in Section 1.1. Finally, we apply our results to the four dependence structures

discussed in Section 1.3.

3.4.1 Calculating the quantities in the quintuple law

Analogously to Definition 1.1.4 we define the tail integrals IIpx for k = 1,...,5 of the
single and joint jump components. For better differentiation between the positive
and the negative tail integral we denote for spectrally both-sided Lévy measures
IT; the positive tail integral by ﬁ;r and the negative by II, . The following result
shows the influence of a specific Lévy copula on the tail integrals, where we set

I, (0) := I1,((0, 00)) in (3.4.3).
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Theorem 3.4.1

Suppose that the jump parts S' and S?, given in (3.2.1), have absolutely continuous
Lévy measures I1; and the dependence between their jumps is modelled by a twice
continuously differentiable Lévy copula C. Then the tail integrals in Theorem 3.2.4
and Corollary 3.2.5, respectively, are given for z > 0

My (2) =T (2) ~lim € (11} (). T, () +1im © (T} (). T, () (34.)

Mpa(2) =10, () = lim € (I} (@), 15, () + lim © (I, (@), T0; () (342

- < 9C(u, v)
y ) 68w, 0) . (d 3.4.3
P5(Z) /0 Ou u:ﬁ;r(x);v:ﬁ;((zfm)\/[)) 1( 5[/') ( )
“[oCww|
_+ ’
1] = T ou e
P4(Z) /Z au u:ﬁ-l‘—(x) li ﬁ_( ) 1( x)
I dlimg1o 15 (@
o 110, (2—y)
s (2) :/ w e
. I v v=ﬁ;(y)_ limg 1o 10, (a)

1£C is left-continuous in the second coordinate in 0o and I15((0, 00)) = Iy ((—o0, 0)) =
00, then (3.4.1) reduces to I1p1 = 0. If C is left-continuous in the first coordinate in
oo and I1;((0, 00)) = I1;((—00,0)) = oo, then (3.4.2) reduces to IIpz = 0.

Proof.
By Theorem 1.1.10 and (1.1.7) the tail integral of (S*,S?) for 7,5 € {4, —} is given
by

(1, 22) = C <H§<x1),ﬁg(x2)) . z1,72 € R\ {0}

So we get for z > 0, using (3.2.3),

pi(2) = leilrgl Mpie((z,00)) = leil%l II((z,00) x {0}) 1.5 = II((2,00) x {0})
= II((z, 00) x R) — lim II((2, 00) x (y, 00)) — lim T((2, 00) x (00, y))
= i((z,00)) ~ limI(z,y) + lim II(z,y)

ST ()~ i € (T (1.7 ) + i (T (). T )
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Analogous calculations give ILp.
For the common jump measures we obtain by (3.2.4) for z > 0

Mps(z) = T ({(x,y) € (0,00) x (0,00) : . +y > 2}) (3.4.4)
O)i(2) =T ({(z,y) € (0,00) x (—00,0) : z+y > z}) (3.4.5)
s (2) = O ({(z,y) € (—00,0) x (0,00) : z +y > 2}). (3.4.6)

Since C' can be continuously differentiated twice, we obtain by relation (1.1.7) and
Equation (1.1.8) on (R\ {0})? the density (cf. [20], Proposition 5.8)

826(% v)

Hdz,dy) = =550

My (da) T(dy). (3.4.7)
u=II (x),v=I2(y)

So the r.h.s. of (3.4.4) is given by
15 (dy) I1; (dz)

2
/ / [I(dz,dy) = / / oc )
(z—z)VO (z—z)VO0 8u3v u=ﬁi($)ﬂ):ﬁ;(y)
H2 ((z—x)V0) 82 ( )
/ / Oudv

~ H2 z—x)VO0
B /Oo 9C (u, v) ((z—z)v0)

—Jo Ju

B /OO 66(u, v)
a 0 au

smceC’uO—OforalluE ]Therhs of (3.4.5) is given by
I3 (dy) 11, (dz)

82
[I(dx, dy)
[ / /

/ /H2 2=2) 80 (u, v)
limago Ty () OuOU

. ds Iy (dx)
u=Il; (z),v=s

I (dx)

=+
u=lly (z) |

Hl (dl‘),

u:ﬁf (a:),v:ﬁ;_ ((z—2)VO0)

ds Iy (dx)

u= ﬁr (z),v=s

0o -~ 1, (z—=)
_ / 9C(u,v) ] I, (dz).
z au u ﬁi_( ) limam ﬁ; (a)
The r.h.s. of (3.4.6) is given by
2
/ / MI(dz, dy) = / / 9*C(u,0) 11, (dz) T (dy).
0udv | iy it )
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The following result is a simple consequence of Theorem 3.4.1.

Corollary 3.4.2 ([18], Proposition 2.16)
Assume that the conditions of Theorem 3.4.1 hold and that S and S? are spectrally
positive. Then the tails (3.4.1), (3.4.2) and (3.4.3) reduce to

Tpi(2) =Th(2) = lim € (Th(2), Tha(y)

Mpe(2) =T0a(2) — lim C (T, (z), TMa(2))

Mps(z) = /OOOM

u=I1 (x),v=I2((z—x)V0)

If C' is left-continuous in the second coordinate in oo and IT5((0,00)) = oo, then
Ip = 0. If C is left-continuous in the first coordinate in oo and I1;((0,00)) = oo,
then HPZ =0.

The following lemma shows that for a left-continuous and homogeneous Lévy copula

C positive single jumps always have a lighter tail than the corresponding component.

Lemma 3.4.3
Assume that the conditions of Corollary 3.4.2 hold. If C is left-continuous in the

j-th coordinate in oo and homogeneous, then for i = 1,2, such that i # j,

Mpi(2) = o(I;(2)), 2z — oo. (3.4.8)

Proof.
With Corollary 3.4.2 we get by homogeneity,

pi(2) lm O I,(y) 5
M(z) ! 1@/100(1’ﬁ1(z))7 20,

which is equal to 1 for all z > 0 in the case of independence. Otherwise, by left-

continuity in oo,

I ~ ~
im 223y i <1, _Q(y)) =1-C(1,00) = 0.
Z—00 HI(Z> z—o0 yl0 Hl(Z)
The proof for P? is analogous. U

Now we apply our results to the situations of Section 3.3.
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Theorem 3.4.4
Suppose that the jump parts S* and S?, given in (3.2.1), have absolutely continuous
Lévy measures I1; and the dependence between their jumps is modelled by a twice

continuously differentiable Lévy copula C.

(1) In the situation of Section 3.3.1, when S* and S? are spectrally positive CPPes
with jump intensities A1, Ao and jump size d.f.s F|, Fy, Theorem 3.3.1 and
Corollary 3.3.2 hold with

~

Ay = A+ de — C (A, o), (3.4.9)

and for z > 0

Fo(z) =5 (Almz) — & WF(2) ) + AFa(2) — € (M, ATa(2)

+
+)\1/ 0C (u,v)
0

- Fl(dx)). (3.4.10)

u=A1F1(z),v=A2F2((z—x)V0)

(2) In the situation of Section 3.3.2, when S = S + S? is a subordinator, Corol-
lary 3.3.4 holds for Fy(z) given for z > 0 by

1 (= - —
Fy(dz) =— (Hl(z) — lim C (I1; (2), II5(y)) (3.4.11)
s yl0
+T0(2) — %16 (T, (z), TTy(2))
_|_/ —8C(u,v) Hl(dx)) dz.
0 du u=Il1 (z),v=II2((z—x)V0)

Proof.
(1) Equation (3.4.9) holds by

Ao = TL((0,00)) = TI([0, 00)?)
= I1,((0, 00)) + I5((0, 00)) — H((0,00)?) = A; + Ay — lgﬁ]lﬁ(x, )

and Equation (3.4.10) results from (3.3.3) with Corollary 3.4.2.
(2) Equation (3.3.16) and Corollary 3.4.2 yield relation (3.4.11). O

Remark 3.4.5 (Comparison of random walk and Lévy process modelling)
Let (X', X?) be a spectrally positive CPP (without drift) with marginal intensi-

ties A1, Ay and absolutely continuous marginal jump size d.f.s Fj, F5. Denote by
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(W) ,en, the arrival times of the jumps of X*. We use the embedded random walk
structure for defining Z;, := X7,;. Then the d.f. of the increments of Z is equal to F;
and Z! and Z? always jump together, since F; has no atom at zero. If we model the
dependence between the jumps by a distributional copula Cp as suggested in Sec-
tion 1.1.1, then with Theorem 3.1.5 the tail of the jump size d.f. F; of Z = Z' + Z?

is given by
/ / 9*Cp(u,v)
(z—zpvo  Oudv

_AWQ_%%%@

Rewriting this expression in terms of the distributional survival copula ap(u, v) =
u+v—1+4+Cp(l—u,1—0),see |52], Equation (2.6.2), yields

P = [0

Fy(dy) Fi(dx)

u=Fi(z),v=F>(y)

u=F} (z),v=F2((2—z)V0)

Fi(dx). (3.4.12)

u=F1(z),v=F2((z—x)V0)

When we consider, however, the Lévy process (X', X?) and use a Lévy copula C ,
then the tail P(AX' + AX? > 2) is given by (3.4.10). Comparing (3.4.12) and
(3.4.10), the most apparent differences are the first four summands in (3.4.10).
These summands represent the possibility of single jumps of X*. They are miss-
ing in (3.4.12) since the random walks Z' and Z? always jump together by con-
struction. But also the last integrals in (3.4.10) and (3.4.12) differ which represent
the common jumps of X! and X2. Furthermore, a distributional survival copula
Cp : [0,12 — [0,1] and a Lévy copula C' : (—00,00]2 — (—00,00] which both
respectively describe the same dependence structure, are in general not identical.
E.g. with the independence distributional survival copula 6D(u,v) = wv Equa-
tion (3.4.12) becomes for z > 0

Fz(z) = /OZFQ(Z —2) Fi(dz) + F1(2).

On the other hand, the independence Lévy copula C. given in (1.3.2) yields in
Equation (3.4.10) that
Fo(s) = 2 TR0
1+ A2
Consequently, a Lévy copula approach and a (survival) copula approach produce
even for a bivariate CPP (without drift) different results. Furthermore, for a CPP
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with a linear drift the increments of the corresponding random walk are the sum
of the original jump size and an independent exponentially distributed r.v. (inter
jump times times drift). Thus, the dependence induced by a (survival )copula differs
from the dependence given by a Lévy copula. The advantage of a Lévy copula is
that a Lévy copula describes the dependence not only between the jump sizes, but
also between the jump times. Moreover, by applying a copula to increments of the
random walk model, single and common jumps of the CPP are treated equally which

alienates the originally dependence structure between the jump sizes.

3.4.2 Examples for different dependence structures

We present four examples for different dependence structures, modelled by a Lévy
copula 6, and characterize completely all quantities in the quintuple law of Theo-
rem 3.3.1 and Corollary 3.3.4.

Independence

If ST and S? are independent, then S* and S2 a. s. never jump together and C |, given
in (1.3.2), is a Lévy copula of (S*, S?). Therefore, P! = S+ = S P2 = 52+ = 52
and P3? = S+ 4+ §2++ = ( and we obtain

H+(dz) = (Hl + Hg)(dz) = (le + sz)(dz)

In the situation of Section 3.3.1, when the jump parts S' and S? are spectrally
positive CPPes with intensities A\; and Ay and absolutely continuous jump size d.f. s
F} and F5, we get in Theorem 3.3.1 and in Corollary 3.3.2 the identities AL = A\;+ Ay

and \ \

1 1 2
F.(dz) = =1II.(dz) = F F5 | (dz).
+( Z) A +( Z) (}\1+>\2 1+)\1+)\2 2)( Z)

In the situation of Section 3.3.2, when X is a subordinator with negative drift,
Corollary 3.3.4 holds with

F(dz) = M—ls (L(2) + Th(2)) d=.

For this dependence structure Equations (3.3.18) and (3.3.19) are the results of [38],
Theorem 2.2(i), for d = 2.
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Complete dependence

If the jumps of (51, S?) are completely dependent, then S* and S? a. s. jump together
and 6”, given in (1.3.6), is a Lévy copula of (S',S?). Thus, P! = P? =0 and P3 =
S1 + 5% = S and in Section 3.3.1 we receive in Theorem 3.3.1 and Corollary 3.3.2
the identities AL = A\; = Ay and

F,(dz) = P(AS* + AS? € dz),

where the jump sizes AS! and AS? are completely dependent by Proposition 1.3.5.
In Corollary 3.3.4, we get Fy(dz) = 1/pusIps(z)dz. An easy example for complete
dependence is S! = S?, then F(dz) = Fy(dz/2) and

F(dz) = iﬁl (z/2)dz.

Clayton Lévy copula

Suppose that the dependence between the jump parts S* and S? is given by a Clayton
Lévy copula defined in (1.3.7) for @ > 0 and n € [0, 1], which is left-continuous in co.
For 1 = 1,2 let the Lévy measures II; be absolutely continuous. Further, we define
fori=1,2

I1;((0,00)) = A\f <o and TIL((—00,0)) = A, < o0 (3.4.13)
and distinguish the following cases, where i, j € {1,2} and i # j:
(a) AJ <ooand \j < oo,
(b) A < o0, A] = o0 and n # 0,
(c) A\j <00, A] =00 and n # 1,

(d) A} = o0 and A\ = oo.

J
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Then the quintuple laws of Theorem 3.2.4 and Corollary 3.2.5 hold, where for z > 0
ﬁpi (Z) =
(=t T ()¢ +y-0) " ()0 =) ?
0 )= (TE+0)7) = a=n (IE+0)7)
—+ = Lo\ VY
o (W= (e o) ™).
= =+, AL
- (6 - (T 00) ).

0,

\

and each line corresponds to the cases (a)-(d), respectively. Moreover,
L A CHORES R MUR) B ORI
) =) [ (W 00) "
- (W 4 T - 7)) ) @ )
) =) [ (007 + TG0 )

- (’ﬁf(z —y)| "+ ﬁg(y)‘e) o )ﬁ§ (y) "0 L,(dy).

-1/6—1

In both situations of Section 3.3 the jump part S has only positive jumps and we
must have 7 =1 in (1.3.7). Then the tail integral of X is for z > 0 given by

H_,.(Z) ﬁpl (Z) + ﬁp2 (Z) + ﬁpa(z)
=T (2) — (T(2) 0 + A%) "
+

| @)+ T =) v 0) )

~1/6

+ I (2) — (Ma(2) " + A7) (3.4.14)

VO ()70 I (du).

If \; = oo, then we see at (3.4.14) that ITp2 = 0 holds, i. e. S? has no single jumps. So
if Ilg1 and Ilg2 are infinite measures, then there are infinitely many common jumps
and no single jumps. If \; = co and Ay < oo, then the intensity rate of the common
jumps reduce to II((0,00) x (0,00)) = lim, 0 é\g(a, A2) = Ap. If (S, 5?) is a CPP,
then we get the result of [18|, Proposition 3.1. In Section 3.3.1, Theorem 3.3.1 holds
with

1

Ar=A+A— (A% + /\2_9)_1/0 and F,(2) = )\—ﬁ+(z), z >0,
+
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and in Section 3.3.2, Corollary 3.3.4 holds with Fy(dz) = 1/us I, (d2). Since for all
u,v > 0,

%(u, v) = 07 (w4 00) <u79 (In(u™" +v7%) + OIn(u))

+0? (In(u™® + 07’ + 01n(v))) > >0

and T pi(2) = I1;(2) — Cp(IT1(2), A2), increasing the dependence parameter 6 yields
that the tail integrals of the single jump components and the intensity A, i.e. the
expected number of jumps of X per unit time, decrease as shown in Figure 3.1. This
effect of increasing 6 corresponds with the results in Example 1.3.7 for the Clayton
PLM where the representation of the spectral density and of the PLC showed that

increasing ¢ causes that the mass of I'; y moves to the diagonal.

According to Lemma 3.4.3, using a Clayton Lévy copula the single jumps P! and
P? are always lighter-tailed than S* and S?, respectively. For equal marginal Lévy

measures this implies that asymptotically for large z the joint jumps P? dominate.

This can be seen in the special case of two CPPes with the same marginal Lévy
measures, which are exponential, i.e. II;(dz) = Ily(dz) = ae~**dx for some a > 0
and # = 1. For z > 0 we get an explicit expression for the Lévy measure of the sum
(cf. [18], Example 3.11) as

_ 3 4+ 292 —az 1
I (2) = (eaz—:— 16)(;_:5 1) + Eefl/zaz (arctan e!/?2% _ arctan 671/2(12)

_ m™ _1
~e ¥ <1+§e 2‘”) as z — 00.

Non-homogeneous Archimedean Lévy copula

Now we consider the positive Archimedean Lévy copula given in (1.3.7). As in
(3.4.13) we define A}, \; and distinguish the same four situations. Then the quin-
tuple law of Theorem 3.2.4 and Corollary 3.2.5 hold, where for z > 0 and ¢ # j

(— 0, (2)xF 0 (2]
I (2) = TR (1- n)ﬁj(z)ﬂﬁc’

T ()L (2)4¢
ﬁpi (Z) = nHZ (Z)H;r(z)-&-)\j-i-f’
T 0, (2)+¢
(1 n)]‘—‘[z (Z)ﬁ:-(z)_i_)\j—_i_cv

0,




3.4. Dependence modelled by a Lévy copula 87

Jumps (6=0.3)

CPP with expo(1)-jumps, Clayton Lévy copula (8 =0.3)
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Figure 3.1: Spectrally positive CPP (X, X?) with expo(1)-distributed jump sizes
and dependence modelled by a Clayton Lévy copula for § = 0.3, 8 = 2 and 6 = 10;
left: sample paths; right: jump times and jump sizes. When 6 increases, then the
number of single jumps AP, AP? cf. (3.2.6), decreases and the number of common
jumps AP? increases. Further, for increasing 6, the dependence between jump sizes

of X! and X? increases.
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and each line corresponds to the cases (a)-(d), respectively. Moreover,

Tpe(2) = /w L0V (=) + L OV (=) oy
© (T @)+ OV (s 2) +()

M) =-g) [ |22 I, G =l M G|y,
c (M@ +a+¢) (@) + T - 2)] +)
I () :<1_n)/°° A2+ L G-y + I (2 -y y(dy)

(W) +¢) (T + T +¢)

In the spectrally positive situations of Section 3.3 we must have again n = 1 and it
follows for z > 0

B B A2 — B M
() =Ihz) (1 i(2) + Ao + C) + 1) (1 y(2) + A1 + C)
/°° M0V (2 — 2))2 + CIL(0V (2 — z))
o (M(2) + 0V (z — 2)) +¢)
In Section 3.3.1, Theorem 3.3.1 and Corollary 3.3.2 hold with

A1 Ao — 1—
_— d F = —II
W v, an +(2) 5 +(2), z2>0,

1, (dz). (3.4.15)

)\+:>\1+)\2—

and in Section 3.3.2 Corollary 3.3.4 holds with Fj(dz) = 1/usIl,(z)dz. Contrary
to the Clayton Lévy copula, increasing the dependence parameter ( yields that the
tail integrals of the single jumps increase and the tail integrals of the common jumps
decreases. Further, the jump intensity A, increases due to more single jumps which
can be seen in Figure 3.2. This result corresponds with the investigation of the non-
homogeneous PLM in Example 1.3.8 where the PLC representation illustrated how

the mass of I'; ¢ for increasing ¢ moves to the coordinate axes.

Since Lemma 3.4.3 does not cover the asymptotic of the single jumps for this non-
homogeneous Lévy copula for finite measures, we calculate the following fraction

explicitly.

— {—1lim ,(y)
I, (2) vl0 T1; (2) + Ia(y) + ¢

A2 ¢
M) +X+C A+

zZ — OQ.
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CPP with expo(1)-jumps, Non-homogeneous Lévy copula ({ =0.001) Jumps ({=0.001)
16 T T T T - -
25F
14} — Al
- o
— é 15
12f . 1 1t
05F
10 g
O0 0‘2 0‘4 0‘6 0‘8 1
N
% . . . .
- o8 - 1 t
x —
6 —_— g 3
4+ — B NX 2l
<
1 b | | | |
o ‘ ‘ ‘ ‘ oL | 1
0 0.2 0.4 0.6 0.8 1 0 0.2 0.4 0.6 0.8 1
t t

CPP with expo(1)-jumps, Non-homogeneous Lévy copula ({ =10) Jumps ({=10)
8 T T T T T T

15f
w S— T
E L1t
<
6l J <
0.5F
5 ]
0 . . . .
U —_— 0 0.2 0.4 . 0.6 0.8 1
- ar 1
<
T T T T
sr ] 3
2r 1 3 2t
<
1 | 1 | I
| | | Lo , :
0 0.2 0.4 0.6 0.8 1 0 0.2 0.4 0.6 0.8 1
t t
CPP with expo(1)-jumps, Non-homogeneous Lévy copula ({ =100) Jumps ({=100)
6 T T T T 157 - - -
st ] o 1
<
<
05F
al ]
0 . . . .
% 0 0.2 0.4 . 0.6 0.8 1
- 8T 1
<
o 1 3
W 2
1 ] <
1t
0 ‘ ‘ ‘ 0 Al ‘ ‘ ‘
0 0.2 0.4 0.6 0.8 1 0 0.2 0.4 0.6 0.8 1
t t

Figure 3.2: Spectrally positive CPP (X!, X?) with expo(1)-distributed jump sizes
and dependence modelled by the non-homogeneous Lévy copula for ¢ = 0.001,
¢ =10 and ¢ = 100; left: sample paths; right: jump times and jump sizes. When (
increases, then the number of single jumps AP, AP?, cf. (3.2.6), increases and the
number of common jumps AP? decreases. Further, for increasing ¢, the dependence

between jump sizes of X' and X? decreases.
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Contrary to the homogeneous Lévy copulas the single jump Lévy measures are tail-
equivalent to the Lévy measures of the components. Consequently, the Lévy measure
of the sum process can be dominated by the common jumps, but it does not have

to, as shown in following three examples for marginal Lévy measures.

Proposition 3.4.6

Suppose that (X!, X?) is a spectrally positive Lévy process with the non-homogeneous
Lévy copula él,g,g > 2, given in (1.3.14). Further, suppose that the marginal Lévy
measures are exponential distributions, i.e. II;(z) = [y(x) = e~ for some a > 0
and x > 0. Then for z > 0 we get

e—az _|_ C‘ < as

Tpi(z) =p2(z) = e % e %,
pr(z) = Tlp2(2) er+1+( 1+4¢

Z — 00,

and

ﬁpS(Z)
B 1 L el )
S l+e(14() (e = )1+ +e)

L et =) (2= V@ e 2+ V(2 — de=2)
(eaz_C‘Z) C de—az 2+<’+ CQ eaz eaz_{_g_\/m)
~ %eaz as z — 00.

Consequently, for exponential marginals and ¢ > 2 the common jumps dominate
the tail integral I, (2) asymptotically for large z as in the situation for the Clayton

Lévy copula with exponential marginals and parameter 6 = 1.

As heavy-tailed example we consider standard Pareto margins.

Proposition 3.4.7
Suppose that (X!, X?) is a spectrally positive Lévy process with the non-homogeneous
Lévy copula 61,C,§ > 0, given in (1.3.14). Further, suppose that the marginal Lévy
measures are standard Pareto distributions, i.e. II;(z) = Iy(z) = 27! for x > 1.
Then we get for z > 1

C+27! ¢

ﬁpl(Z):ﬁPQ(Z):1+Z(1+C)N1+CZ as z — 00,
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and for z > 2

222C + 62 —22( — 4

pa(z) = (44 20)(—C+ 2+ 2)z
2(2+ 2() In 20 —2¢ 4+ v/2¢(4 + 2C)
(4+20)2y/2C(4 + 2() 2¢ —2¢ — /24 + 2()
2
~ 1+€z as z — 00.

Contrary to the light-tailed example in Proposition 3.4.6, the common jumps do
not dominate the tail integral IT, () for large z. This result can be reasoned by the
corresponding PLM. In Example 1.3.8 we saw that for increasing values the mass
of the non-homogeneous PLM I'; - decreases inside the quadrant stronger than near
the axes. By relation (1.1.14) we obtain for a Lévy measure II with PLM I'y - and
heavy-tailed margins that the mass of Il on the axes may decrease more slowly than

inside the quadrant. Thus, the single jumps of Il can also be heavy-tailed.

Finally, we consider the tail behaviour of II, for infinite marginal Lévy measures.

Proposition 3.4.8

Suppose that (X1, X?) is a spectrally positive Lévy process with the non-homogeneous
Lévy copula 6174,4" > 2, given in (1.3.7). Further, suppose that the marginal Lévy

measures are standard 1-homogeneous, i.e. I, (x) = IIy(z) = 2~ for > 0. Then

we have P! = P? =0 a.s. and for z > 0

— 6+ 22
Tne) =072
) 44 2:¢ 1n<z§+\/m>
24420204+ 20 \|2¢— V2[4 +20)
~ 2zt asz — 0.

Let (X', X?) be a Lévy process, whose Lévy measure is given by the non-homogeneous
PLM I'; .. By Example 2.2.4, (X', X?) can not be regularly varying. Although,
Proposition 3.4.8 shows that X! + X? is regularly varying. Note that this does not
contradict 11|, Theorem 1.1, where it was proven that a r.v. X is regularly varying

if and only if every linear combination (¢, X),t € R?, is regularly varying.
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3.5 Applications in insurance risk theory

In this section we apply our results to insurance risk theory where we refer to the

monographs [7, 25]|.

In the classical Cramér-Lundberg insurance risk model the claims arriving within the
interval (0,t],¢ > 0, are modelled as a spectrally positive CPP and with a premium

rate ¢ > 0 the risk process is given as
Xt:St—Ct, tZO,

describing the net balance of the insurance company. Starting with an initial capital
x > 0 ruin of the company occurs if the first hitting time 7,7 given in (3.0.2) is finite.
Supposing throughout this section that the net profit condition

lim X; = —oo0 a.s. (3.5.1)

t—o0
holds, the probability of first upwards passage over the barrier x decreases to 0 as
x — oo which can be considered as risk measure. For the Cramér case we refer to
[25], Section 1.2. and for the non-Cramér case to [25], Section 1.4. Further, the way

ruin happens is of interest and was investigated in [5, §|.

In [18] this model was extended to a d-dimensional risk portfolio of an insurance
company where the risk processes X of the business lines may be dependent. For
d = 2 and dependence modelled by a Clayton Lévy copula they investigate the
company’s total risk process X = X' + X? and prove the asymptotic behaviour
of the ruin probability for Pareto and exponentially distributed jump sizes of X°.
More generally, our results from Section 3.3.2 and 3.4 give a very precise description
of the ruin event for every barrier x > 0 when the jump process S is the sum of
subordinators and the dependence structure is modelled by one the four Lévy copula

examples.

Further, the one-dimensional risk model has been generalized in [46, 47| by investi-
gating the ruin event for general spectrally positive Lévy processes when x — oo.
Invoking our quintuple law 3.2.4 we obtain asymptotic results on the ruin event
with regarding to dependence when X = X! + X? is the sum of general spectrally

positive Lévy processes that may contain a Gaussian part.

Since X is spectrally positive we can choose as in Section 3.3.2 the descending

ladder process (L', H) such that under the normalization condition (3.2.12) we
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obtain Relation (3.3.11), i.e.

y(u) = /00 M, (2)dz, u>0. (3.5.2)

This implies that the integral in (3.5.2) and so E[X}] is finite.

We will first answer the question which business line is most likely to cause ruin.
Recall the definition of the P* in (3.2.6) and the representation of their tail integrals
in Corollary 3.4.2.

For this result we require I1;; to be subexponential. We say that 11, is subexponential
if T3, is tail-equivalent to an infinitely divisible distribution F' € S on [0, 00), i.e.
F(x) > 0 for every x > 0 and

ﬁ
lim (2)

= 2.
i F(z)

Then we write IT3; € S. If I1 is a finite measure with [ II (z) dz < oo and infinite
support, this is implied by the d.f. of the increments of S = S + S? belonging to
the class §* as introduced in [44].

We recall that subexponential distributions or d.f.s in &* can belong to the max-
imum domain of attraction of the Fréchet distribution, MDA(®,,) for some o > 0,
or of the Gumbel distribution, MDA(A). The first class covers the regular variation
case, the second class contains subexponentials with lighter tails like lognormal or
heavy-tailed Weibull distributions. For details see [25], Chapter 3.

In the multivariate regularly varying setting, considered in Chapter 2, we know
from Corollary 2.1.2 that S = S* + S? is regularly varying, provided that at least
one of the marginals is regularly varying in combination with a Lévy copula whose

corresponding PLM is regularly varying with index 1.

We say that I, is in the maximum domain of attraction of the Gumbel distribution
if T is tail-equivalent to a infinitely divisible distribution F' € MDA(A) and write
IT, € MDA(A). Recall that a distribution is in the maximum domain of attraction
of the Gumbel distribution if and only is there is a function a satisfying a’(x) — 0
such that

lim M =e¢ * forall u>0.



94 Chapter 3. First upwards passage event for sums of dependent Lévy processes

Theorem 3.5.1

Suppose that (X', X?) is a spectrally positive Lévy process such that X = X! + X?
satisfies the net profit condition (3.5.1). Assume for the Lévy measure I1, of X that
either

(i) I, € RV(a, ¢y, puy) for a > 1 or

(i) IL, € MDA(A) N S and [Ty € S.

Then the ruin probability is subexponential, i.e. P(77 < c0) € S.

In case (i), P(7" < o0) is regularly varying with index o — 1.

Let a(z) ~ [7 I (2)dz/II;(z) as * — oo and suppose that the Lévy copula satisfies
(3.4.8). Then for k = 1,2 and u,v > 0 we have

. X7_+ — X —XT+_ &
lim P - > u, — >0, AX _+ = AP,
L ) : =8

T;_<OO) = 0 (3.5.3)

lim P(AX + = APY |77 <o00) = 0 (3.5.4)

T— 00

. X +—x —X_+_ 3
lim P 2 > u, = >0, AX_+ = AP’
(Z(I‘) z Ty

Tj<oo) = GPD(u +v)

lim P(AX + = AP |7} <o0) = 1. (3.5.5)

r—00

In case (i), GPD(u+v) = (1 + “T”)*a and a(x) ~ x/«a; in case (ii), GPD(u +v) =
—(u+v)
e .

Proof.
From [47], Lemma 3.5, we have for II; € S the relation
. P(rf < 00) 1
lim —— =U([0,0)) = . (3.5.6)
oo TIy(x) [E[X]]

In case (i) the assumption II, € RV(«, ¢y, py) and applying Karamata’s Theorem
(cf. [16], Theorem 1.5.11(ii)) to (3.5.2) yields that Il is regularly varying with index
a — 1 and so [Iy € S. So the first assertion results.

From Theorem 3.2.4 it follows for u*, v* > 0

P(X, —o>u'o— X >0, AX,; = APL)

—/ / / Ipi(du +v) doU (z — dy)
y€[0,z] Jve€[v*Vy,00) Juelu*,00)

:/ / Op (u* +v) dvUd (xz — dy)
y€[0,z] Jve[v*Vy,00)

_ / I (u* + (0" V ) Uz — dy),
yE[O,I]
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where 77,(z) := [°Ipi(s) ds. For u,v > 0, defining u* := a(z)u, v* := z + a(x)v we

have,

P (T2 s 0 e 5 0 A = APL ) = U(0.0) (o + afa)(u + 0).

With (3.5.6) we obtain

lim P (—XTI+ T T L AN = AP [ < )
xl_{go a(x) u, a(x) v, ™ = T Ty o0
- U0,2)) 1y (x +ﬁ(1’)(u+v)) < lim ([071‘))E_1(x) . (3.5.7)
200 U([0, 00)) Ty () — #=o U([0, 00)) My ()

Now recall that

(@) _ Jy Tpi(s)ds (3.5.8)

My (z) [ (s)ds

Since with (3.4.8) we receive that

le(.fl’) < ﬁpl(ﬂ?)
o Hl(l’>
the r.h.s of (3.5.8) tends to 0 as z — oo by I’'Hospital’s Lemma and, hence, the

right hand bound of (3.5.7) is 0. The analogous result holds for P?. This implies the
assertions (3.5.3) and (3.5.4). By [46], Theorem 1 and 2, it holds for u,v > 0

) X +—x —X
lim P = > u, — >0
=00 a(x) a(z)

and the last two equations result. O

— 0 aszx — o0,

< oo) = GPD(u + v)

Remark 3.5.2

(i) Theorem 3.5.1 generalizes the CPP situation in [18], Corollary 3.6, where the
ruin probability was calculated for Pareto distributed jump sizes and a Clayton Lévy
copula.

(ii) By [47], Remark 4.3(iii), ruin can asymptotically occur for subexponential Il
only by a jump. In the situation of Theorem 3.5.1, Relation (3.5.5) means that ruin
occurs asymptotically only by a common jump, i.e. a claim that applies to both

business lines at the same time.

Finally, we investigate the ruin event for the barrier x = 0.
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Corollary 3.5.3
Suppose that (X', X?) is a spectrally positive Lévy process such that 0 is irregular
for (0, 00) with respect to X = X' + X2,

(1) If the dependence is modelled by a Clayton Lévy copula 5179 defined in (1.3.7)
then
0, fork=1,2,

lim]P’<AXTO+:AP%|TJ<oo):{1 P
, for k =3.

0—o0
(2) If the dependence is modelled by the non-homogeneous Archimedean Lévy
copula (71,4 defined in (1.3.14) then

o (z) dz
lim P (AX ;= APE | 77 < o0) = ns
0, for k = 3.

for k =1,2,

Proof.
If 0 is irregular for (0, 00), we get with Corollary 3.2.5

P (AXTO+ - AP%) - /O T (2) dsU({0})

and P(1;" < 00) = usU({0}) where S denotes the jump part of X and pug = E[S].
Note that ¢ ({0}) > 0, if 0 is irregular for (0, 00). So

T < oo) = /LPk
s

P <AXT0+ = AP,
To

where ppr = fooo I pr(2) dz. From Section 3.4.2 we know that increasing the depen-
dence parameter 6 of the Clayton Lévy copula lowers the tail integral of the single
jump components, i.e. limy_o IIpr(z) = 0 for k& = 1,2. Furthermore, increasing
the dependence parameter ¢ of the non-homogeneous Lévy copula lowers the tail
integral of the common jump, i.e. lim¢_o Ips(2) = 0 and lim¢_o I pk(2) = II;, for
k=1,2. O
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Appendix

4.1 Basic definitions and results of regular variation

In this Appendix we summarize some definitions and concepts of regular variation

used in this thesis.

Theorem 4.1.1 (Portmanteau theorem, [14], p. 11)

Let P, (P,)nen be probability measures. The following are equivalent:
(1) P, &P asn — oo.
(2) lim, o, P(B) = P(B) for all sets B with P(0B) = 0.

For a Radon measure p on E, i.e. u(K) < oo for all compact sets K € B(E), one

considers vague convergence.

Theorem 4.1.2 ([35], Theorem 2.4)
Let p, (fin)nen non-negative Radon measure on E. The following are equivalent:
(1) pn > p asn — oo.

(2) pn(B) — u(B) for all relatively compact sets B, i.e. 0 ¢ B, and u(0B) = 0.

Definition 4.1.3 (Multivariate regular variation for r.v.s)
A d-dimensional r.v. X = (X!,...,X%) in R? and its distribution are regularly
varying if one of the following equivalent definitions (1) or (2) holds.

97
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(1) There exists a sequence (¢, )nen of positive numbers with ¢, T oo as n — oo
and a non-zero Radon measure p on B(E) with M(Ed \ R%) = 0 such that

(2

nP(c,' X € ) = u(),

where - denotes vague convergence on B(E). Then the limit measure i is

necessarily homogeneous of degree o > 0.

(2) There exists a r.v. © with values in S such that for all t > 0

POX| > tu, X /| X € -)

SOP(O € -
PIX] > u) — (©€-) asu— oo,

where — denotes vague convergence on B(S). The distribution of © is called

the spectral measure of X.

We did not specify the norm |- |, since the regular variation does not depend on the

choice of the norm, see [32]|, Lemma 2.1.

The relation between regular variation of Lévy process and regular variation of their

Lévy measures is given by the following result.

Theorem 4.1.4 ([36], Lemma 2.1)
Let X be a Lévy process with Lévy measure I1. The following statements are equiv-

alent:
(1) X, € RV(a, cp, ).
(2) 11 € RV(a, cp, ).
(3) X € RV(a, ¢,,m) with m; = tu for every t € [0, 1].
4.2 Auxiliary results and technical proofs

In this Appendix we give auxiliary results and proofs used in this thesis.

4.2.1 Chapter 1

In this Section we give the technical proof of Proposition 1.1.11.
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Proof of Proposition 1.1.11

(1) Let a, b € R%. Assume that a;b; < 0 for at most k € {0, ..., d} indices. We prove
(1.1.12) by induction on k =0,...,d.

Let k =0, i.e. a;b; >0 foralli =1,...,d. Then with Definition 1.1.4 and (1.1.8)

we obtain

d d d 1 1
I1 (H(m,@]) = Vicyam <H(Cli, bz]) = Vieyar (H (ﬁz‘(ai)’ ﬁz<bz):|>

Suppose (1.1.12) holds for a, b € R? with a;b; < 0 for at most k indices. W.1.0.g. we
assume that a;b; < 0fori=1,..., k+ 1. If ap.1 = 0, then the induction hypothesis

results in

= leif{)ln ( (@i, bi] x (€, bpsa] ¥ H (%‘;@‘])
i<k+

1 i>k+1

—
1
N——

If apy1 #0,i.e. apr1 <0 and by > 0, then with induction hypothesis we get

d
= g, ap (k1) ( H (az‘,bi]) - BPb{ilH ( H (ai, bi] x (B, 00) x H (ai7bi]>

i#k+1 i<k+1 i>k+1

— 1 ( I (@i bi] x (—00.ai] x ] (ai,bi])

i<k-+1 i€l i>k+1
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) <z<111 (ﬁi(laz‘yﬁizbi)} . (ﬁkﬂ(lakﬂ)’ﬁkﬂ(ikﬂﬁl

Recall that for by, > 0 we have by right-continuity of the tail integral I, (bgy1+) =
ﬁk+1(bk+1). If bk—i—l = 0, then ﬁk+1(bk+1+) = ﬁk+1(0+)

(2) We prove (1.1.14) analogously by induction on |K| =1,...,d — 1. For |[K| =1
we assume w. l.o.g. that K = {1}. Sklar’s Theorem 1.1.10 implies

11 ({0} X sz)
=M. g (Hz(xi)) — im0 | Z(e) sz) —lim I <I(e) x Hz(xi))

. ({ﬁl(lo—) | m&m} s (ﬁi”» |

With induction on |K| Equations (1.1.13) and (1.1.14) result. O

4.2.2 Chapter 2

In this section we prove Lemma 2.0.2 and give auxiliary results for the proofs of
Theorem 2.1.1 and 2.1.5.
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Proof of Lemma 2.0.2
Suppose i € {1,...,d} and A € B(R\ {0}) with 0 ¢ A and y;(0A) = p({x € E :
z; € DA}) = 0. Note that 0 ¢ {x € R?: z; € A} since 0 ¢ A, and that

p(H{x eE:x; € A}) = p{xeE: 2, € 0A}) =0.

Consequently,
nll;(c,A) =nll(c,{x € E : x; € A})
—pu({x e E:x; € A}) = u;(A) < 0.
Setting A = (z,00) and A = (—o0,—xz] for z > 0, the homogeneity of p yields

(2.0.4). Since p is a non-zero measure, there is at least one index i, such that pu,, is

a non-zero measure, i.e. f1; (1) — 7, (—1) > 0 and II;, € RV(a, ¢y, p15,)- O

The following propositions are auxiliary results for the proofs of Theorem 2.1.1
and 2.1.5. They parallel the equivalence of weak convergence and convergence with
respect to the Lévy distance, see [65], on the level of Lévy measures and vague

convergence. We prove this results to keep this thesis self-contained.

Proposition 4.2.1

Let M and (M,)nen be measures on B(E) and a, b, (a,)nen, (bp)neny € E with 0 ¢

(a,b] and 0 ¢ (a,, b,] for all n. Suppose

(1) a, — a and b,, — b as n — oo,
(2) M(d(a,b]) =0,
(3) SUP 4 ek 0¢(@n, M (0(ab)—0 | Mn((@; b]) — M((a,b])] — 0 asn — oco.

Then M, ((an,b,]) — M((a,b]) asn — co.

Proof.
For n — oo we have
| M ((an, by]) — M((a, b))
< [My((@n, ba]) = M((an, ba])| + [M((an, b,]) — M((a, b))
< sup |My((a, b]) — M((a,b])| + | M((an, b,]) — M((a,b])| — 0.

- — A

a,beE,0¢(a,b],M (9(a,b])=0

(1)+(2)—0

(3;;0
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0

Proposition 4.2.2

Suppose the situation of Theorem 2.1.1. Then the following holds

_sup In'(n(a,b]) —v((a,b])] = 0 asn — occ.

a,bek, 0¢(a,b], v(9(a,b])=0

Proof.

For a,b € E with 0 ¢ (a,b] and v(d(a,b]) = 0 define g,(a,b) := |nI'(n(a,b]) —
v((a, b])|. gn is continuous on E?, since I' and v have no atoms. So for € > 0 the
sequence S, ;= {x,y € E: g,(x,y) < €} are open sets. g, is decreasing for n — oo
and converges pointwise to 0. Therefore, S, is ascending and (S, )nen is an open
cover of E2. Since E? is compact in the here used topology, see one-point uncom-
pactification [56], p.171, there exists an N € N such that Sy = E2. So for every
n > N and every (z,y) € E* we get [nI'(n(z,y]) — v((x,y])| = gu(x,y) < €, where
N does not depend on (x,y). O

Proposition 4.2.3

Suppose the situation of Theorem 2.1.5. Then the following holds

sup |nIl(c,(a, b)) — u((a,b])] = 0 asn — oo.
a,beE, 0¢(a,b], 1(8(a,b])=0

The proof is analogous to the proof of Proposition 4.2.2.

4.2.3 Chapter 3

Proof of Proposition 3.4.6
The first expression holds with Corollary 3.4.2 obviously. It remains to calculate
ﬁpSI

o z 6—2a(z—x) 4 Ce—a(z—x)
Tps(2) = e
Pd(z) a/()‘ (e—ax+e—a(z—x)+<‘)2e &z

> 1+C —ax
—i—a/z (e—“$+1+§)2e de =: I(z) + 11(2).
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We substitute y = e%*
Tabelle 1.1.3.3.45 and 1.1.2.2.48.

14 ¢ 1

1 —az

I1(z) = / OO

and

Q+yA+Q) 7 T+e=(1+()

B e 6—2azy2 + Ce—azy
1e) = /1 At e 1y
B e—az<<1 _ e—az)

Tl =) C e )

24 (-

e
1+¢

103

and calculate both integrals for { > 2 separately with [19],

s z — 0Q,

e /T

faz< —az __ <’2) In (
C de—az

+
(4eme2 = (%) 2+¢+

With

et O ) L ¢
(2 1 ¢~/ —de)

and I"'Hospital’s Lemma it holds

m(

This yields the asymptotic result for IIps.

(267 4 ( +/(? — 4e= )
2% +( — /(2 — dem0?)

Proof of Proposition 3.4.7

CZ de— az

6 az+<‘_

V= i)

As in Proposition 3.4.6 the first expression results easily from Corollary 3.4.2 and it

remains again to calculate IIps(2). For z > 2 we receive

Me2(0V (2 —2))2 + (Mg (0V (2 —

ﬁpS (Z)

r
I

(g1 (2) + T2 (0 V (2 — 7)) +¢)°

(c—2)? ¢ —a)"
<r4+@—er+o”7dx+L

o0

-1 (SL’_I + 1+ C)Qx

) |
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and with [19], Tabelle 1.1.3.3.41 and 1.1.2.2.45 straight calculations yield

[ez e,
1 (e l+(z—2)" 14+
:/2_1 14+ ¢z —(x 4
1 (—Ca? + 2Cr + 2)?
2z — 4+ 2% —22C
(44 20)(—=C+ 2(+2)z

2(2+ 2C) I (
(4 + 20)z/2C(4 + 2C)

20 —2¢ 4+ v/2¢(4 4 2C) )
2 —2¢ — /2¢(4 + 2()

and
/°° 14¢ g 1
a1 (# +14¢)° —C+2(+2
Since
20— 20 +/2C(4+20)| z z C_%jL C<%+C) 2
2C—20— /2 (A +20)| ¢ — 42 + 42 2 2
~ Zm as 2z — 00,

we get with 1’Hospital’s Lemma that

In 20 — 20 + /2¢(4 + 2() ~1n<zg
20 —2¢ — \/2C(4 + 20) 1+¢

and the asymptotic of IIps follows. 0

> as 2z — &

Proof of Proposition 3.4.8
Since 61,( is left-continuous in both coordinates in co and I1; ((0, 00)) = I2((0, 00)) =
o0, with Corollary 3.4.2 it results IIp1(z) = ILp2(2) = 0 for all z > 0. Furthermore,

for z > 0 we achieve

Tou(s) — © (0 V (2 — x))2 + (I (0 V (2 — 7)) .
e (2) /0 (ﬁl(as)+ﬁ2(0v(z—x))+C)2 ()

[ (z—2)2+((z —2)! Ooi
_/0 (:c—1+(z—x)—1+<)2x2dx+/z 24
x 1

z 1 z _
=(1+¢2) /0 (=Cx? + 2(x + 2)? dr = C/O (=Cx2 + 2Cx + 2)? dr+z
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and with [19], Tabelle 1.1.3.3.41 and 1.1.2.2.45, it results

— 6+ 22¢
N 4+2zC In 2+ 1/2¢(4 + 2Q)
2@+ 202K+ 20 \|+ A+ )

The asymptotic behaviour of IIps follows as in Proposition 3.4.7. O
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regular variation
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Sklar’s Theorem

for copulas, 13
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tail integral, 14
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aVb alNb

3 QN
P
=28y
fg +
Q
I
Q
M

)

| I B B
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max{a, b}, min{a, b}

almost sure(ly)

Borel-o-algebra

closure, interior and boundary of the set B
cardinality of a set

(distributional) copula, survival copula

Lévy copula

I-margin of Lévy copula
independence/complete dependence Lévy copula
Clayton /non-homogeneous Lévy copula
compound Poisson process

Z(1/11;(0-)) UZ(1/11;(0+)) U {0}

Dirac measure with mass on € R?
distribution function

[—00,00]?\ {0}

expectation operator

exponential distribution with parameter ¢
d-dimensional d. f., one-dimensional d. f., one-dimensional
d.f. of the sum

n-fold convolution
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Pareto measure
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Pl = (Pt1>t207 pP? = (PtQ)tZO
P? = (P})i>0
Pt = (P)i>0

P> = (P})i>0

H7 Hia H+
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independence/complete dependence PLM

Clayton /non-homogeneous PLM
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the same time

Lévy measure of Lévy process X = (X1,..., X4 /X!/X :=

i X

I-margin of Lévy measure 11



Ran
r.v.

RV(a, cp, 1)

r.h.s.

(S1,9%) = (S}, S7)e=0
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S

S

sgn(x)
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P1,02

X0

X' = (X0
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X = (3 XDizo
0
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Lévy measure of the jump process P°

tail integral of the Lévy measure 11

Pareto Lévy copula

Pareto Lévy measure

inversion map

[_007 OO]

range

random vector/variable

regular variation with index «, norming sequence c,
and limit measure p

right-hand side

jump part of Lévy process (X1, X?)

truncated jump part of (X', X?) with jumps > €
unit sphere in R¢

subexponential distributions

Lazop = L{a<o}

jump part of X = X! + X?

arc {(cos(@), sin(9))/|(cos(@), sin(6))]. : & € [p1, po]} of
the unit circle S.

first upwards/downwards passage time of X
potential measure of the ascending/descending ladder
process

vague convergence

F-volume

Gaussian part of Lévy process (X!, X?)

weak convergence

without loss of generality

d-dimensional Lévy process

one-dimensional Lévy process

running suprema/infima of X

sum of d Lévy processes

(0,...,0) € RY



