SN KREZZ2MTIER Y R b

Kyushu University Institutional Repository

Large deviations and nite time ruin
probabilities for generalized renewal risk
models

Wang, Kaifu

School of Mathematics and Physics, Suzhou University of Science and Technology

Xiaoli, Li

School of Mathematics and Physics, Suzhou University of Science and Technology

https://hdl. handle. net/2324/18488

HhERIESR : Journal of Math-for-Industry (JMI). 2 (B), pp.127-131, 2010-10-04. Faculty of
Mathematics, Kyushu University
N—=2 3

HEFIBAMR



Journal of Math-for-Industry, Vol.2(2010B-2), pp.127-131

w Math-for-industry
Education & Research Hub

Large deviations and finite time ruin probabilities for generalized renewal
risk models

Kaiyong Wang and Xiaoli Li

Received on June 10, 2010

Abstract. In this paper, we extend the standard renewal risk model to the case where the premium
income process is a counting process and the claim sizes and the inter-arrival times are two sequences
of negatively associated random variables. For this risk model, the paper investigates the large
deviations for the claim surplus process and gives the Lundberg type limiting results on the finite

time ruin probabilities.
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1. INTRODUCTION AND MAIN RESULTS

In risk theory, the standard renewal risk model has the
following structure:

(i) The claim sizes, X,,,n > 1, form a sequence of in-
dependent, identically distributed(i.i.d.) and nonnegative
random variables(r.v.s) with a finite mean;

(ii) The inter-arrival times, T;,,n > 1, form another se-
quence of i.i.d. and nonnegative r.v.s, which are indepen-
dent of the r.v.s, X,,, n > 1, and have a finite mean;

(iii) The number of claims in the interval [0, ¢] is denoted
by

N(t) =sup{n>1:Y Tp <t},t>0,
k=1
where, by convention, sup{) = 0. Then the risk reserve
process {R(t);t > 0} is

N(t)
R(t) =u-+ct— ZXnutzoa

n=1

where ¢ > 0 is the constant premium income rate, and
u > 0 is the initial surplus of the insurance company. The
net profit condition is cET; > EXj.

As pointed out by Hu [4], from a realistic point of view,
the premium income process should depend on the number
of customers who buy the insurance portfolios. Clearly, this
number is a r.v. in a given time interval [0,¢],¢ > 0. In this
paper, we will model this process by a counting process, not
necessarily be a linear function. In the standard renewal
risk model, the claim sizes, X,,,n > 1 and the inter-arrival
times, T;,,n > 1 are two sequences of independent r.v.s. In
this paper, we will consider the negatively dependent claim
sizes and the negatively dependent inter-arrival times. We
will assume that {X,,n > 1} and {T,,,n > 1} are two
negatively associated sequences. By definition, a sequence
{Z,,n > 1} is said to be negatively associated(NA) if, for

any m > 2 and any disjoint nonempty subsets A and B of
{17 27 T vm}

cov(f(Z; i€ A),g9(Z;:j€ B)) <0,

where f and g are any coordinatewise nondecreasing func-
tions such that the moment involved exists. For details,
one can refer to Joad-Dev and Proschan [5].

In this paper, we will consider the following risk model:

(i) The claim sizes, X,,,n > 1 are NA and nonnegative
r.v.s with a common distribution F' and a finite mean;

(ii) The inter-arrival times, T;,,n > 1, form another se-
quence of NA identically distributed and nonnegative r.v.s,
which are independent of the r.v.s, X,,, n > 1 and have a
finite mean;

(iii) The number of claims in the interval [0, ¢] is denoted
by

n
N(t)=supf{n>1:) T, <t},t>0.
k=1

Let A(t) = E(N(t)),t > 0;

(iv) The number of customers who buy the insurance
portfolios in the time interval [0, ¢] is denoted by M (t),t >
0, which is independent of {X,,,n > 1} and {T,,,n > 1},
and has a finite mean 6(¢) = E(M(t)),¢ > 0.

We will call such a risk model as above a generalize de-
pendent renewal risk model(GDRRM). When X,,,n > 1
and T,,n > 1 are independent r.v.s, and {N(¢);¢ > 0}
and {M(t);¢ > 0} are two Poisson processes, this is the
generalized compound Poisson risk model, which was in-
troduced by Hu [4]. For the GDRRM, the risk reserve
process {R(t);t > 0} is given by

N(t)
R(t) =u+erM(t) = Y Xp,t >0,
n=1
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while the claim surplus process {S(t);t > 0} is

N(¢)
St) =D Xp—erM(t) :=Y(t) — et M(t),t >0,
n=1
where ¢; > 0 is the premium of a single insurance portfo-
lio(i.e. the price of the insurance portfolio), and u > 0 is

the initial surplus of the insurance company. The net profit
condition is ¢1(t) > A(¢)E(X7),¢ > 0. The time of ruin is

7(u) =inf{t > 0: R(t) <0} =inf{t > 0: S(t) > u}.

Hereafter, all limit relationships are for ¢ — oo unless
otherwise stated, and, for two positive functions a(t) and
b(t), we write a(t) ~ b(t) if lima(t)/b(t) = 1; write a(t) =
O(1)b(t) if limsup a(t)/b(t) < co and write a(t) = o(1)b(t)
if lima(t)/b(t) =0. For a proper distribution V on
(—00,00), let V(z) =1—V(x),x € (—00, ) be its tail.

We shall restrict ourselves to the case of heavy-tailed
claim distributions. So we first introduce some heavy-tailed
distribution classes. We say that a distribution V" on [0, 00)
belongs to the extended regular variation class, if there are
some 0 < a < 8 < oo such that
s P < liminf ‘i(St) < lim sup ‘Q(St)

V(t) V(t)
denoted by V € ERV (—a,—03). If a = 8, we say that V
belongs to the regular variation class and write V € R_,.

A larger class is the so-called dominated variation class.
By definition, a distribution V on [0, c0) belongs to domi-
nated variation class, denoted by V € D, if

V(ty)

liminf —
V()
A subclass of D is the consistent variation class. By defi-
nition, a distribution V" on [0, c0) belongs to the consistent
variation class, denoted by V' € C, if

< s forall s >1,

>0, forally>1.

lim lim inf M =1.

yll t—=oo  V(t)
It is well known that the following inclusions are proper
R-_o C ERV(—a,—-p)CCCD.

One can refer to Embrechts et al. [3] and Cline and
Samorodnitsky [2], etc.

For the generalized compound Poisson risk model, un-
der the condition F' € ERV(—a,—f),1 < a < < o0,
Hu [4] has investigated the probabilities of large deviations
of S(t) and the Lundberg type limiting results of the fi-
nite time ruin probabilities. In this paper, these problems
will be discussed for the GDRRM with a claim distribu-
tion F' € D. Throughout this paper, we assume that the
counting processes {N(t);t > 0} and {M (¢);t > 0} satisfy
the following condition:

M (t) P

—— — 1 and

Condition 1.1 5)

for some tg > 0.
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Note that, when {N(t);¢ > 0} and {M(t);t > 0} are two
renewal counting processes generated by the i.i.d. r.v.s,
using the strong laws of large numbers for renewal counting
processes and the elementary renewal theorem, we know
that Condition 1.1 is satisfied. Recently, Yang and Wang
[9] have obtained the elementary renewal theorem for the
NA r.v.s (see Lemma 2.1 below), so Condition 1.1 is also
satisfied for the renewal counting processes generated by
the NA r.v.s.

Before giving the main results, we introduce some nota-
tion. Let V' be a distribution concentrated on [0, 00). For
any y > 1, we set

— .. . V(ty)
Ve = liminf —==,
(y) T o)
and then define
= . log V. (y)
= +— = LA 1
Ly lylilll Vily), Jy =inf{ ogy y > 1}

It is well known that V € D <= Ly > 0 < J;} < oo(see
the proof of Lemma 3.5 of Tang and Tsitsiashvili [7] and
Bingham et al. [1]). For the claim sizes, X,,,n > 1, let
AcC {1,2,---}, o(X; : ¢ € A) is a o-field generated by
X;,i € A and define

©(l) = sup sup sup
n>2 k>1 Ceo(X;:1<i<n,i#k) Deo(X}),P(D)>0
|P(C|D) — P(C)].

Obviously, 0 < ¢(1) < 1 and when X,, : n > 1 are inde-
pendent, ¢(1) = 0. This notation was introduced by Wang
et al. [8].

Now we present the main results.
Theorem 1. For the GDRRM, suppose that Condition 1.1
is satisfied and F € D. Then, for any fived v > 0,

t—o00 z>yA(t) )\(t)F(.’E)
< limsup sup OB > o
t—soo z>yA(t) A(E)F(x)

(2)  max{(1 - (1)) Lr, Fu(l +E(X1)7™ )}
P(Y (1) — E(Y (1) > )

< liminf inf

t—00 a>yA(L) At)F(z)
< limsup sup PV(:) - ELY(t)) > ) < L}l;
o o) AMOF(2)
(3) F.(l1+apy™)
P
<liminf inf (S(tl> z)
5 a2h0 AOF (@)
<limsup sup P(S(tl> z) < L;l
t=oo a29A(1) A(E)F(x)
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and for any fixed v > c1p,
4)  max{(1-p(1)Lp, F.(1+EX1)y '} Lr

< liminf inf
t—=00 x>~y A(t)

< limsup sup

e MOF(@)
In particular, if F € C and X,,n > 1
then for any fixed v > c1p,

P(S(t) —E(S(t)) > x)

(5) lim sup — -

1l =o.
£00 1> (1) A(t)F(x)

Remark 1. If {N(¢);t > 0} and {M(¢);¢ > 0} are two
Poisson processes then Condition 1.1 is satisfied. So from
(5), Theorem 2.1 of Hu [4] can be obtained.

Before giving the Lundberg type limiting results on the
time of ruin 7(u), we introduce two parameters, namely,

—log F(t)

—log F(t)
logt '

@ = liminf
logt

and «a = limsup

Clearly, @ < a. A further useful fact is that
a=sup{a >0:E(X{) < oo},

(see Rolski et al. [6]). Since EX; < oo, then @ > 1. If
F € D then there exists an M > 0 such that t" F(¢) — cc.
Hence by the contradiction, it is easy to show that a < co.
In particular, if F' € ERV (—a, —f), then@ = cand a = S.
If FeER_, thena=a=a.

Theorem 2. For the GDRRM, suppose that Condition 1.1
is satisfied and F € D. Then, for any fited 0 < x < 1 and
y >0,

log P(7(u) < yu®)

lim inf > —
©) BT dogw 20T
and

log P < yu®

log u

U—00

In particular, if ' € R_, for some o > 1 then for any
fixed0 <z <1 andy >0,

() i 108 P(T(w) < yu®)
log u

U— 00

=T — Q.

In the next section, the main results will be proved.

2. PROOFS OF MAIN RESULTS

We first give a lemma.

Lemma 1. Suppose that {Z,,n > 1} is a sequence of NA
identically distributed and nonnegative r.v.s with a finite

mean. Ni(t) =sup{n >1: > Z, <t},t >0. Then
k=1

E(N1(t)) 1
E(Z1)
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and for any 6 > 0 and some € > 0,

D

k>(14+0)E(N1(t))

(10) (1+ )P B(NL(8) > ) = o(1).

Proof. The relation (9) is Theorem 6.1 of Yang and Wang
[9]. We now prove (10). For any h > 0, let f(h) =
—logE(e~"%1), then f(h) > 0 and

h E(e—"%17
lim 2 = lim M = E(Z)).

Thus, for any fixed 6 > 0, there exists an hg = ho(6) such
that

(11) (1+ 9)&2‘3

0
3 > (14 =)ho.

4

Take s = log(1+¢), then letting € be sufficiently small such
that

(12) 0<s<0(0+4) " f(ho).

Thus, by Property Ps of Joad-Dev and Proschan [5], (11),
(9) and (12), we have that when ¢ is sufficiently large

>

k>(140)E(N1(t))

= >

k>(14+0)E(N1(t))

<
k> (1+0)B(N ()

oo

(14 )*P(Ny(t) > k)

k
(1+e)'P(>_Zi <t)

e‘9k+h°t(E<6_h0Z1 ))k

< ehot esy(E(e—hoZ1))ydy

= o (ho)) exo{( 75 1) fay

(14+0)E(N1(t)) f(ho)
= (f(ho) — s) " et
exp { (ﬂh) - 1) 1+ o)ﬂz(m(t))f(ho)}
< (f(ho) — )~ tel!

o { (i ) (1 2) gy}

< (f(ho) — 5) " exp { (f(h) (1 ; Z) - Z) hot}
— o(1).

(1+0)E(N1(t))

O
Proof of Theorem 1. For the proofs of (1) and (2), using
Theorem 2.2 of Wang et al. [8], we only need to show that
{N(t);t > 0} satisfies the following condition: for some
a>J;5 and any 6 > 0,

(13)  E(N@))*UN(E) > (1+0)A1))) = O(A(1),
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where 1(A) denotes the indicator function of an event A.

By Lemma 1, we know that for any # > 0 and some

e >0,

(1+e)FP(N(t) > k) = o(1).
E>(1+0)A(¢)

It follows from (9) that N(t) — oo,a.s. and A(t) — oo.
Thus, for any fixed o > 0 and 6 > 0, when ¢ is sufficiently

large,
E((N@)*L(N(t) > (1+0)A(1)))
<E ((1 FoNOYNE) > (1 + G)A(t)))
< (14 ) BN (1) > k) = o(1)
k> (1+0)A(t)
So (13) is satisfied.
For the proof of (3), on the one hand, by (1), for any
fixed v > 0,
(14) limsup sup w
too a>n(t)  A(E)F(2)
= limsup sup P(H) >z + e M(t))
el e AOF(@)
<limsup sup M < L;l.
tooo a>n(t) A(E)F(x)
On the other hand, for any 0 < 6 < 1,
(15) P(S(t) > z)
=PY(t) >z +caM(t))

M2

P(Y(t) >z + cin)P(M(t) = n)
0

> PY(t) >z +cn)P(M(t) = n).
n<(14+6)8(t)

n

Y

Using (1) and Condition 1.1, for any fixed v > 0,
P(Y(t) >z +cin)

liminf inf

t—00 z>yA(t) n<(110)5(t) A(t)F(x)
P(M(t) = n)
> liminf  inf P(Y(t) >z +c1(1+6)4(t))
T 500 axyAb) A(t)F(x)
P(M(t) < (14 6)5(¢))

PY(t) >z +ci(1+6)6(t))
AW F (z + e (1 +0)d(1))
Fla(+1+0apy™))
F(z)

> liminf inf
t—=00 z>yA(t)

Flal+A+0)apy™)
F(x)
=F.(14+ (14 0)cipy™).
Then letting 6 | 0, by (15) we have that for any fixed v > 0,
P(5(t) > x)
A(t)F (z)

> liminf
Tr—r 00

liminf inf 2) >F.(14+e1py” 1),

t—=00 x>~A(t)
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which combined with (14) yields that (3) holds.
Now we prove (4). For any 0 < 0 < 1,
(16) P(S(t) — E(S(t)) > =)

=Y PY(t) -
n=0

Y () >z —c1(t) + cin) x

(s 5 o5

n<(1-0)5(t)  (1—0)6(t)<n<(1+0)86(t) n>(1+6)5(t)
P(Y(t) - E(Y(1)) > & — 16(t) + c1n)P(M(t) = n)
=Ji+Jo+ Js3.

For Jy, by (2), Condition 1.1 and F' € D, for any fixed
Y > cap,

: Ji
17) limsup sup ———
(17) t—o0 z>yA(t) A1) F ()

<limsup sup LX) —EX(D) >z — cd(t))
I () MO F(x — c10(t))
F(z(1—eapy™))

P(M(t) < (1 -0)5(t))

B F(x)
< L;«“l “fii‘,}p F(x(lg(il)lﬂ’_l)) %
tgrglo P(M(t) < (1 —0)5(t))

=0.

For J3, by (2) and Condition 1.1, for any fixed v > 0,

limsup sup L
t—00  z>yA(L) At)F(x)
. P(Y(t) —E(Y(t) > x)
S T aorw
P(M(t) > (14 0)6(t))
< Ly' lim P(M(t) > (14 60)3(t)) = 0.

F t—o0

(18)

~

For J,, since 0 < § < 1 < (c1p)~ 1w for any fixed v > c1p,
by using (2) and Condition 1.1, we have

Jo
19) limsup sup ———
(1) t—oo z>yA(1) A(E)F(2)

P(Y (t) — E(Y (t)) > o — c106(t))
AOFE(z — c106(t))

F(z(1 —c16py™)
F(x)

<limsup sup
t—00  x>yA(t)

lim sup
Tr—r0o0




Kaiyong Wang and Xiaoli Li

and

(20) liminf inf Jii
t=oo a>yA(t) () F()

S limint jnf PO —EX(D) > @+ 65(t)

t—o0 >yA(t) ANE)F(z + c106(t))

lim inf

Fz(1+cibpy™)

> max{(1 — (1)) Le, Fa(1 + E(X )y ) %
F.(1+cabpy™).

Thus, by (16) - (20), letting 6 | 0, we have that (4) holds.
For the proof of (5), recall that if ' € C then Lp = 1,
and if X,,,n > 1 are independent then ¢(1) = 0. Hence (5)

can be immediately obtained from (4).

Proof of Theorem 2 For any fixed 0 < z < 1 and y > 0,
take 0 < a < y 'E(T1). Then for any fixed a < v <

y~'E(T1), by (3) and (9)

liminfw > liminf inf —
u=oo - Ayu”) F(u oo azya®) A F (2
> F.(14cipa™).

V

Hence, by (9), for any 0 < £ < 1, when w is large enough,

>
> (1 =) Fu(l 4 cipa™ ) A(yu”) F(u)
> (1 —2e)F. (14 cipa™ ) (ET)  tyu™F(u).
Thus
log P < yu® log F/
lim inf 0g P(r(u) < yu?) >z + liminf L(U) =z —a.
u—00 logu u—00 logu

Similarly, for any fixed 0 < z < 1 and y > 0, by (1) and

(9), for any 0 < ¢ < 1, when u is large enough

P(r(u) <yu®) < PY(yu®) >u))

< (1+e) L' Myu™)F(u)
< (14 2¢) LN (ET)  tyuF(u).

Thus

log P < yu® log F'
limsup o8 (T(u> = yu ) S x—f—hmsupL(u) =T —
U— 00 log u U—3 00 IOg u
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