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Risk models with extremal subexponentiality

Dimitrios G. Konstantinides
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Abstract: In this paper we consider risk models with a heavy-tailed
parametric claim distribution from the subexponential class S with at least
two parameters. We choose a proper convergence of a parameter, that makes
the tail of the claims distribution heavier or lighter and then tend it to its
limitation. Finally we proceed to an appropriate functional normalization in

order to keep the distributional properties.
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1 Introduction

In this paper the following problem is investigated: We consider a heavy-tailed
parametric distribution from the subexponential class S with at least two param-
eters. We shall demand such a relation between the parameters, that the safety
loading coefficient remains fixed. Choose a proper convergence of a parameter,
that makes the tail of the claims distribution heavier and then tend it to its lim-
itation. What happens then with the corresponding ruin probability under some
special risk models?

We consider the classical risk model where the claims occur at random epochs
which form a homogeneous Poisson process {N(t), t > 0} with intensity A\ > 0,
which is independent of the claims Z, , k = 1,2,.... Using the notation of B(x) =
1 — B(xz) for the tail of the claim distriburion B(x), of b(x) for the density and of
b = EZ for the mean claim size, we denote the expected claim per time unit by
p = Ab and the

N(t)

Xt => Z
k=1

is the compound Poisson process representing the total claim amount accumulated
until time ¢. Thus

F(x) = b /01’ B(z)dz (1.1)

is the integrated tail of the claim size distribution. In the classical risk model, the
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Pollaczeck-Khinchine formula takes the form

v =(1-2) i (g)"F"*(u), (1.2)
n=0

and gives the main tool for calculation of the ruin probability.
If F € S, the following asymptotic formula was found in Embrechts and Ver-
averbeke (1982)

v ~ T = s / " Bly)dy, (1.3)

c—p
as u — o0.

The motivation of this problem comes from the following observation. In the
vicinities of the critical values of the parameter, where the ergodicity condition
does not hold any more, the ruin probability jumps to 1. The practical importance
of this statement is shown through the unexpected result that the ruin probability
on these neighborhoods does not depend any more on the initial capital. Obvi-
ously, this fact opens a new problem of approximation of the ruin probability in
these areas.

Indeed, we often deal in insurance and finance with large claims that are
described by heavy-tailed distributions (Pareto, Lognormal, Weibull, Loggamma,
Burr). The known results reveal only asymptotic behavior of the ruin probabilities.
Numerical calculations show that the accuracy of these asymptotic formulas can
be quite low, especially in the range that is relevant for practical purposes (see for
example Kalashnikov (1997) and Konstantinidis (1999)).

It is worthy of notice the special importance of heavy-tailed distributions,
which is increasing the last years because of occasional appearance of huge claims.
The problem consists in proposing other approximations that work in the area of
practically significant values of the corresponding parameters and variables. To
this end, the classification of the distributions describing large claims is promoted.
This approach presents a new classification, since up to now all heavy-tailed dis-
tributions were considered as simple members of the subexponential class S.

We concentrate our study on five concrete subexponential parametric families,
widely used in insurance mathematics.

Example 1.1 Pareto:

1, when x <k,

(%)a, when x>k,
with a > 1, k > 0;

Example 1.2 Lognormal:

b(x) - \/%O'I eXP{_W}’

with p real number and o > 0;
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Example 1.3 Weibull:

B(z)=e"'",
withv >0,0<7<1;
Example 1.4 Loggamma:
aP —1 —a—1
bz)=—[I1+2)) 1+=z ,
(z) ) [In(1+2)" " (1+2)

with a >0, p>0;

Example 1.5 Burr:

with k >0, >0, a>1/r;

2 The Heuristics

Firstly let us take the example of the Pareto distribution, in which the parameter
« will be considered as its parameter of heavytailedness. If the other parameter k
is fixed and « tends to its minimal value 1 and consequently the expectation of the
claim sizes tends to infinity, and the corresponding ladder height process is not
ergodic any more in the limit. In such a case the integrated tail claim distribution
from (1.1) is meaningless and the Pollaczeck-Khinchine formula does not work.
So in order to keep the balance within the chosen convergence of «, either the
safety loading or in particular the mean claim

ak
Ca-1

must be held fixed, which leads to the normalization. As a result of this, we put
as our normalization condition

b=1, (2.1)

which is common for all the examples listed above. Thus we obtain p = A.
In our example of the Pareto distribution the relation (2.1) implies that the
second parameter k takes the value

It should be noted that this kind of ergodic control is not unique (see Kalashinikov
(1997)).

Now the heavytailedness parameter converges to the limit which demonstrates
its most heavily (superheavy) tailed distribution. Namely, in the example of the
Pareto distribution, o tends to its least value as follows

a— 1.
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Secondly, repeating these steps for the Lognormal distribution, it follows that
the normalization (2.1) implies

and that the value of the heavytailedness parameter ¢ tends as follows
o — 00,

caused by the need to identify the superheavy tailed distribution.
In the next example of the Weibull distribution, this pattern of the normaliza-

tion (2.1) renders
1
v="_ (1 + —) ,
-

where I'(.) denotes the Gamma function. The most heavy tailed distribution arises
when the heavytailedness parameter 7 tends to O.

Further, when we consider the Loggamma distribution according to the nor-
malization procedure (2.1), we take

o1/p
O= o T

Now the heavytailedness parameter p tends to 0.
Finally, in the case of the Burr distribution the normalization (2.1) leads to

“= (Fares 1/r>)r | (22)

When r is fixed, the parameter of heavytailedness « tends to 1/r.

Remark 2.1 If B(x) belongs to the Pareto, Lognormal, Weibull, Loggamma or
Burr distribution family, then for any « > 0 its tail tends to zero

B(x) — 0, (2.3)

as the heavytailedness parameter tends to its limit (&« — 1, 0 — oo, 7 — 0, p — 0,
a — 1/r correspondingly).

Indeed, for the Pareto distribution family, we take:

— 1
B(z) ~ —(a—1)* =0,
x
as @ — 1 and for any x > 0.
For the Lognormal distribution family, it holds:

B(x

1 [ )
= — exp |—y“/2| dy — 0,
(z) %/hgug p [—y°/2] dy
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as 0 — oo and for any = > 0.
For the Weibull distribution family by using Stirling’s formula it can be found
that:

(va)” — [xr (1 + %)]T ~ (V2m)T (3)7/2 ANNY

.
as 7 — 0, from which the limit follows immediately.

For the Loggamma distribution family for any e € (0, z), the following sequence
of relations is true:

E( ) 1 /OO p—1 ~Wdw < 1 /oo p—1 “Wdw <
) = —— wP e dw < —— wP" e Vdw <
L'(p) Ja, () L(p) Jin(i4a)

1 /ln(Hz) _ In”(1+ z) €
<l— —— wP tdw =1 — — ,
- T+e) )y pI'(p)(1+e) 1+e

as p — 0, where

91/p

Ap(x) = 21/p 1

In(z+1).
In the last step we considered the well-known asymptote

I(a)~ =, (2.4)

1
o}
as a — 0.

For the Burr distribution family for fixed r the asymptote (2.4) gives:

1 T
nwrr<a—> — 0,
r

as a — 1/r, from which the limit follows immediately.

3 Superheavy subexponential tails

Lemma 3.1 (Tsitsiashvili and Konstantinides (2001)) In the classical risk model,
if B(x) belongs to the Pareto, Lognormal, Weibull, Loggamma or Burr distribution
family, then for any uw > 0, the ruin probability tends to a constant

w(u) — 2,

c

as the heavytailedness parameter tends to its limit (¢ — 1, 0 — 0o, 7 — 0, p — 0,
a — 1/r correspondingly).
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Proof. Firstly let us take the Pareto distribution family. According to the results
of the Remark 2.1 it follows that for any € € (0, u) there is a constant ap > 1 such
that

€

B(e) <
(5)_u_€,

for any « € (1, ). So from the Pollaczeck-Khinchine formula (1.2), the following
chain of inequalities can be taken:

E—v0 29w > EF@ (1—/3 )y — /B dy)

> p

- (u-e)Bl)] 2

nlb

[1—2¢],

for any a € (1,qp), which, due to the arbitrariness of ¢, gives the desired con-
vergence. Easily we can verify that the same argument holds for the rest of the
distribution families.

We see that the superheavy limit of the claim distribution in Remark 2.1 does
not present a distribution and the superheavy limit of the ruin probability in
Lemma 3.1 is not a decreasing function with respect to u. These deformations
of the standard properties of the distribution and the ruin probability can be
explained through an explosive behavior by the convergence to the limit. To
preserve the standard properties in the course of the limit passage we apply a
functional normalization. Namely we take a functional heavytailedness parameter,
say a(u) > 1, V u >0 in the first case, such that a(u) | 1 as u — oo.

Theorem 3.1 If B(x) belongs to the Pareto, Lognormal, Weibull, Loggamma or
Burr distribution families and its heavytailedness parameter tends to its limit in
the following way:

a(z) | 1, [a(z) - 1]z — oo,

o(x) » oo, o(y) <2y, Vy>0,
() 10, y7(y) >1, Vy>0,
p(x) 10,

1
a(z) | 1/r, mio(zl/r)a

as x — oo respectively, then their normalized tails tend to the following limits:

Bla(z) - 1)2) ~ (#@)M ,

zaf

B (o {otr - Lt} [ [2]
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= (. /7@ 1/7(2) o
B< ﬁ[eacT(x)] ) ~e

7 (o (2201} 0) ~ iy [ v

B([ra(z) —1](z —1)"") ~ (l)au)

T

as * — oo. Furthermore, in the classical risk model, the corresponding ruin
probabilities tend to the following limits:

o alz) =14+ zd/(2)
Y(la(u) — 1] u) ~ p dz ,
{law) =t Ci,,/u (z[a(z) = 1] a(z[a(z) — 1)) ElE =1

(oo

§ /uoo a(z)Jro’(z)[zla(Z)]} { /°° (Zg(z)_%ﬂzv exp <“’7) dw] dz,

exp {—za(z) +507(2)

@ - e
W ler)u)/m® | v —2 e V2T [ezr(2))7(?) (2
w( " fertwyu ) N el ez (TR 7'(2)

1 27'(2) + 7(2)
{ 5 —e loge z T(z)]} dz,

7(2) 72(2)

" (exp { 21/:<u> (21/p(u) - 1)} - 1) ~

p /00 (1 — 2*1/17(2)) exp{(l _ 2*1/10(2)) z}
=0 Je Tl (-2 h0) 2] 1)

o0
></ wpexp[(1-27172) 2]-1) o—w gy, dz,
exp[(1-2-1/7()) 2] -1
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o (Ira() 1] (w= ") ~

£ ) . a([ra(Z)_l](z_l)l/r) 7’0/ Z)\z — 1/r z
C—p/u <[ra(z)—1](z—1)1/?“> [ra’(z) (= 1) /"] dz,

as u — oQ.

Proof. Let us start with the case of Pareto claim sizes. We look for such
a nomalizing function f[z,a(x)], that the expression B(x f[z,«(z)]) remains a
distribution after the passage to the limit z — oco. This means

1. z flz,a(x)] | 0,as x| 0,
2. z flx,a(x)] T oo, as z — 0.
Within this framework, we find that the function
flz,a(2)] = a(z) - 1,

meets the requirements above and serves as candidate for the normalizing function.
Next we fix the value of a(u) = a > 1 and we shall obtain the following
uniform asymptotics for the ruin probability when u — oo,

P(ula —1])

? Falo
C_pF(u[a 1])

Y(u flu, o)

lim sup y—
YT axd F(u f[u, a])
—p

—1 —1

=0. (3.1)

= lim sup
U0 o >1

Indeed, as far F'(u o — 1]) represents a subexponential distribution function

c— c—
Ls 0, there exists some constant K = K p) (see for example
c

and
c

Embrechts et al. (1997, Lemma 1.3.5) such that for any integer N > 1 we obtain

sola-1) = L3 (8) Fula-1)
n=0
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as u — 00. Therefore, for any real M > 1 we find

Y(ufa—1]) <1+N¥> (g)N

-1
P Fula—
L F(ula-1)

N 2K (c—p) <c+p>N ‘

lim  sup
U0 qe[M, o)

<

p 2¢

Now we take the limit for N — oo and the limit for M — 1 and we reach the
asymptotic relation (3.1). .

Now we see that the expression 1 — B(x f[z, a(z)]) remains distribution after
the passage to the limit, because and consequently:

[ d(f[z, a(2)])

vluflua@) ~ Lo [T B o) (+HLE2E a0l a.

Further, we continue with the rest cases under the following normalizing func-
tions respectively:

fleo)] = 5 exo{os- %]

flar@) = 1T fer(w)a)le),
fle@) = 3 [esp { g (247 -1)} 1]
flr.a@] = 1 lra() - 16—

It remains to repeat the uniform convergence and with the substitution, we reach
the other ruin probability formulas.

All the five examples of heavy tailed distributions outlined in the previous
statements belong to the class of subexponential distributions §. Two members
of § which serve as exceptions to the Lemma 3.1 are given below.

Example 3.1 The Bektander I distribution with tail
— 2
B(z) = {1 + 22 In(1+ x)} exp {fp1n2(1 +2) = (@+1)In(1+z)}
@

with a >0, p >0, z > 0.
Example 3.2 The Bektander II distribution with tail

Blo) = g ow { S 1= (4 a7

with o > 0, p € [0,1], > 0.
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We consider again the classical risk model. In both cases, the normalization
condition (2.1) gives

a=1
and the heavytailedness parameter tends to zero

p— 0.
Let us denote ¥*(u) the ruin probability in the classical risk model in which the
tail of claim is from the Pareto distribution: P(x) = 1/(1 + )2, for x > 0 (that

claim distribution coincides with the Burr(2,1)).

Theorem 3.2 (Tsitsiashvili and Konstantinides (2001)) In the classical risk model,
if B(x) belongs to either Bektander I or Bektander II distribution family, then for
any x > 0, its tail converges in L' to P(z):

| B - Pwas —o,
0

and for any u > 0, the ruin probability tends weakly (=) to the function ¥*(u),
which represents the stationary distribution tail of the waiting time in the M/G/1 /0o
queuing system with service time distribution P(x):

P(u) = " (u),
as the heavytailedness parameter tends to zero: p — 0.

Proof. Firstly let us take the example of the Bektander I distribution. Here, for
any T'> 0

[T 1B Pl < [ B - Pl [P [ Bew

— 1
T sup P(z) |[1+ 2pIn(1 + z)] exp[—pln®*(1 + )] — 1| + ——
[0,7] 14+7T

IN

+ /00 {exp[—Q In(1+ 2)] + 2pIn(1 + ) exp [—p 1n2(1 +x)—2In(1 + x)} } dx

N

< Tsup {|exp [-pIn*(1+2)] — 1|+ 2pln(1 +2)} +2 (L + (1 +T)e_T) :
[O,T] 1+T

Further, for any € > 0 there exists a T. and a pg > 0 such that for any p € (0, po)
the last expression becomes less than e, so

/OO |B(z) — P(z)| da
0
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< Tsup {|exp [-pIn*(1 +2)] — 1|+ 2pln(1 + )} + ¢ — ¢,
(0,17

as p — 0 and thus the convergence in £! for the Bektander I case is obtained.
Similarly for the Bektander II case, considering the uniform convergence over any
finite interval [0, T
1—eP In(14x) 1
exp ( D ) — 1T 17

as p — 0, the convergence of the claim tail in £! is confirmed.

In both cases the convergence of the ruin probability can be verified from a
well-known result of the stability theory (see for example Kalashinikov (1978) and
Kalashnikov and Tsitsiashvili (1973))

Indeed, in classical risk model the convergence of B(z) to P(z) in £! implies the
convergence of the ruin probability ¢ (u) to the function 1*(u), which represents
the ruin probability with claim distribution P(z) (or, in other words, it represents
the stationary distribution of the waiting time in the M/G/1/00 queuing system
with service time distribution P(z)).

Remark 3.1 For the distributions from the five examples of Theorem 3.1, the
convergence in £! does not hold and therefore this argument from the stability
theory is not applicable.

Remark 3.2 It is possible to prove that the function ¢*(u) is continuous and so
the weak convergence in Theorem 3.2 can be replaced by the point wise conver-
gence for any u > 0.

Remark 3.3 In the superheavy tail mode, the numerics become unstable, be-
cause the values of the ruin probability become too small and the precision in
calculation of the intergrals fails. This observation brings up promptly the nu-
merical issue.

4  Light subexponential tails

Now our interest is directed on subexponential distributions that are lying in close
vicinity to the light-tailed distributions. We begin with the Pareto distribution in
which the parameter « is chosen as before for the role of heavytailedness param-
eter. Obviously, when it tends to its limit co we reach the lightest distribution
tail. In the second case with the Lognormal distribution, the heavytailedness pa-
rameter o has to tend to 0 in order to find the lightest tail. Next in the example
related with the Weibull case, the heavytailedness parameter 7 tends to 1. Fur-
ther, in the example of the Loggamma distribution, the heavytailedness parameter
p tends to co. In the last case with the Burr distribution, the two-dimensional
heavytailedness parameter (a, ) tends to (00, 00). For the Bektander I, distribu-
tion the heavytailedness parameter p tends to co. Finally, in the example with
Bektander IT distribution, the heavytailedness parameter p tends to 1.
We proceed to the limit distributions.
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Lemma 4.1 If B(x) belongs to one of the distribution families: Pareto, Log-
normal, Weibull, Loggamma, Burr or Bektander II then its tail tends to a limit
distribution:

B(x) — D(a), (4.1)

as the corresponding heavytailedness parameter reaches its limit (o — 0o, 0 — 0,
T—=1,p— 00, (a,1r) = (00,00) and p — 1 respectively). Namely in the Pareto,
Lognormal, Loggamma and Burr cases, the limit distribution D(z) represents a
step function:

, 0<x <1,
D(z)=< C, =1,

0, 1<z<oo,

for some constant C' € (0,1), in the Weibull and Bektander II cases it represents
an exponential distribution:

D(x)=e"".

Furthermore in the Pareto, Lognormal, Weibull, Loggamma, Burr and Bektander
II cases, the L' convergence holds:

A [B(y) — D(y)| dy — 0.
Proof. For the Pareto distribution family it is easy to find:

1, 0<z<l,

_ 1, 0<z<1-41, M
POZ matp 1o tcac, )0 Th
e @ [e% ?

0, l<x<oo,

as a — o0o. Thus (4.1) holds with C' = e~ 1.
For the Lognormal distribution family for any = > 0 holds:

1, 0<z<l,
_ 2

1 e y
B(z) = — exp —=— pdy — 1/2, =1,
(z) §?/éug p{ 2}y /

0, 1<z<oo,

as 0 — 0. Here the relation (4.1) holds with C' = 1/2.
For the Weibull distribution family the following limit distribution can be
found

B(I) - 67x7
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as 7 — 1, because [I' (1 +1/7)]" — 1.
At the Loggamma distribution family for any e € (0, z),

B(z) = 1 /OO wP e ™ duw,
L(p) Ja, @)
where
@) = (e + 1)~ p D
as p — 0o. Let us take
In(z+1)

In2

For x < 1, as z < 1 the asymptote can be found with the help of the Stirling
formula

— 1 o
B(x) ~ —/ wP e " dw
P

L'(p) Jp-
1 _ zel=#)P
> 1———(p2)’ e Ppz~l— u — 1, (4.2)
I'(p) 2m(p—1)
as p — 00, because the function wP~te~" reaches its maximum at w = p — 1 ~
p and in turn the function ze'™? reaches its maximum equal to 1 at z = 1.
Furthermore, this convergence is uniform with respect to = € [0,1 — ¢] for any

e € (0,1).
For x > 1, as z > 1 the asymptote can be found similarly

2p o]
B(z) ~ L/ wpflefwdw—i—i/ wP e ™" dw
L(p) Jps I'(p)

IN

1 2 &0
pe_pz + / 2 -1 p—1 e—p-‘rle—udu
)P o J, 2(p—1)]

D (zel’z)p 1

~ —)0,

V21 (e/2) Var(p-1)

as p — 00, with u = w/2, because the function wP~le=%/2 reaches its maximum
atw=2(p—1).
For x =1 let us take

— 1 o0
B(1) ~ —/ wPle ™ dw — Cy
P

['(p)

as p — o0.
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For the Burr distribution family for fixed r, it follows from (2.2) and Stirling’s
formula

o]

as a — oo, from where

po 2]~ (£ Rr ) Br (]}

as o — oo. But

with

1 /1\]" 1 IRV
FrG)] o G)] e
T T T T
as 7 — 00, where v = 0.5772156649 the Euler’s constant, from where (4.1) follows

with C' = exp (—e™7)

lim lim B(x)

T—00 @x— 00

1, 0<z<l1,
INARNN
= lim exp { [— r (—)] :L'T} =4 exp(—e ), x =1, (4.3)
T—00 T \T
0, 1<z <o,

and this convergence is uniform on x € [0,1 — ¢] for any € € (0,1).
Next we examine the Bektander II distribution. Again from the substitution
a =1 it follows the limit

as p — 1.
Now, for the convergence in £!, let us note that for any ¢ > 0 and all claim
distributions B

/0 " [Bly) — D) dy =2 /O [1- By dy <2 /0 =By dy+ 2. (44)
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This relation gives in the Pareto case

oo . 1 5
/O |B(y)—D(y)|dy=2/( dy == =0,

a—1)/a «Q

as a — 00.
In the Lognormal case, for any € > 0 if we choose o, > 0 such that

expq —— p —dy < g,
/O /—oo { 2 } vV 27‘(’

then for every o € (0,0.)

oo o I W2 du
B(y) — D(y) dy§2/ / eXp{——}—dy+2€§4E,
| 1Bw -2 [” ;o

which gives the convergence in £ as ¢ — 0.
We take the Weibull distribution. Let us see that for any 7> 1, 7 > 1/2

/OOO |§(y)—ey\dy:/oooey exp{— [r (1+%)ygf+y}—1‘dy

T 00 1 T
< / +/ eXp{— [F(l—i——)] yT—i—y}—l‘dy
0 T T
1 T T -T
< Tsup|lexps— |[['[1+ — v +yp—1l+e
[0,7] T
+ / exp{ inf [F <1+1)] y1/2}dy.
T TE[1/2,1] T

But Ve > 0 there exists T such that

o0 1\ €
e_Tf—i—/ exp{— inf [F (1—}——)} y1/2}dy<—.
T Tel1/2,1] T 2

As far as y™ — y, uniformly on [0,7;] and

(3]

as 7 — 1, we can choose 7. € (1/2,1) such that V7 € (7¢,1)

1\1" €
—|I'f1+4+ - T -1
eXp{ [ <+r)] v “’} ‘<2Te’

sup
[0,7]
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and therefore
/ |B(y) — e ¥|dy <.
0

In the Loggamma case, it follows from the relation (4.4)

oo - l1—e 1 00
B(y) — D(y dy§2/ 17—/ wP e Ydw
/0 [BW) ) 0 L(p) Ja, )

as p — 00. In the last inequality we used the uniform convergence on [0,1 — €] in
(4.2).
Similarly, in the Burr distribution

dy + 2¢ < 4e,

/000 ‘E(y) —D(y)|dy < 2/0 h [1—B(y)] dy + 2¢ < 4e,

as (a,r) — (00,00) or @ — 00, because of the uniform convergence on [0,1 — ¢]
in (4.3).

We examine the Bektander IT distribution. Let us notice that for any 7" > 0
and p > 1/2

(o) _ o0 o0 _ _
/O |B(y)—e‘y\dy§/T |e‘y|dy+/ [B(y)|dy +T sup [B(y) —eY|

T 0<y<T

1—(14+T7T)
SET—FGXp{ﬂ}

p

1 )+, [ {02

< €7T+6Xp{1 - (1+T)1/2}

+T

+T

Y

o1 )\ _ ox _ p
e (1 (1+T)H’> 1+exp{2[l - (1+T)° + pT]}

where for any € > 0, T, can be chosen such that the first two terms in the last
sum are less than /2 and there exists a p. > 1/2 such that the last term in the
sum become less than e for any p € (p.,1). Thus

/ |B(y) — e | dy < 2,
0
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and the convergence in £! is proved.

The stability theory with respect to G|G|1|oo systems, renders the following
picture: If we have as input characteristics the distribution function of the service
times (claims distribution function for our risk model) and as output characteris-
tics the stationary distribution of the waiting times (ruin probability for our risk
model), the stability means that the convergence in £! of the input characteris-
tics implies the weak convergence of the output characteristics. If in our cases the
stationary distribution of waiting time is continuous, then the weak convergence
is equivalent to point convergence.

Theorem 4.1 (Kalashnikov (1978)) In the classical risk model, if the claim size
distribution B(x) belongs to one of the following distribution families: Pareto,
Lognormal, Loggamma, Burr, then the ruin probability tends to limit waiting time
distribution tail in the M/D/1 queuing model (see Prabhu (1998, Th. 2.17),
Asmussen (2000, Cor. II1.3.6) and Erlang (1909))

Yu) —1-— (1 - B) %l [—B (u—n)}ne_%(”_"), 0<u< oo,

C Cc

as the corresponding parameter of heaviness reaches its limit (o« — oo, o — 0,
p — 00 and (a, 1) — (00, 00) respectively).

If B(x) belongs to Weibull or Bektander II distribution family, the ruin prob-
ability tends to the M/M/1 waiting time distribution:

) — Zexp{~ (1-2)u},
c c
as T — 1 and p — 1 respectively.

Proof. The proofin the first case comes from a result in the stability theory of the
Lindley chain as appears in Kalashnikov (1978, Th.V.5.5) (see also Kalashnikov
and Tsitsiashvili (1973, Th.2) or Kalashnikov (2000, Th.1)). Here the classical risk
model is described as queuing system G/G/1/o00. The conditions of this theorem
are satisfied through the appropriate choice of the test function in this chain.

For Weibull or Bektander II distributions, the ruin probability convergence
follows again from the result of the stability theory Kalashnikov (1978, Th.5.3.1)
(see also Kalashnikov and Tsitsiashvili (1973, Th.2), Kalashnikov (2000, Th.1)
or Kalashnikov (2001)). The limit of the ruin probability corresponds to the
waiting time distribution in M/M/1 queuing system (see for example Prabhu
(1998, Th.1.15)).

Remark 4.1 We see that if B(z) belongs to the Bektander I distribution family,
then its tail tends to a limit equal to zero:

B(x) — 0,

as p — o0.
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Namely, let us make the substitution @ = 1. Then we take

— 14 2pIn(1
B(x) = %&)’j@ exp[~pIn*(1 + )] — 0,
as p — 00.

Hence in classical risk model, if the claim size distribution B(z) belongs to one
of the Bektander I distribution family, the ruin probability tends to 2:

p
v — £,
as p — 00.
Indeed, for the Bektander I distribution we see that for any e € (0, u) there is
a constant py > 1 such that

Ble) < —

)
u—=e

for any p > po. So, from Pollaczeck-Khinchine formula (1.2) the following chain
of inequalities can be taken:

2 = w0 20wz T =2 (1- [ By [ Buw)

>

[T )

[1—e—(u—e)B(e)] >

o

[1— 2¢],

for any p > pg.

We see in this remark that the lighter limit of the Bektander I claim distribu-
tion does not represent a distribution and the lighter limit of the ruin probability
is not a decreasing function with respect to u. These deformations of the standard
properties of the distribution function and the ruin probability expresses a tail ex-
plosion through the convergence to the limit. As we have done in the previous
section we proceed to a functional normalization. Namely we take a functional
heavytailedness parameter p(u) > 1, Vu > 0, such that p(u) — co as u — oo.

Theorem 4.2 If B(x) belongs to the Bektander I distribution family with its
heavytailedness parameter p(x) — oo, then the normalized tail tend to the fol-
lowing limit:

E(exp{ i}_l) ”““Vm)exp{_x_Q i}

p(z) p(x)

as x — oo. Further, in the classical risk model, the ruin probability tends to the
following limait:
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({5} )-

p [ \zp(R)+22p(2) (1?'(2)>exp{z i }dz.

5/ 2(2) P p(2)

p(2)
as u — oQ.

Proof. Indeed, again from the relation (1.2) and the property of the subexponen-
tiality we find

Now we look for a normalizing function in the form f(z,p(z)), for which the
expression 1 — B(x f(z,p(x))) remains distribution after the passage to the limit:

u f(u, p(u ~ d h B(y)d
pspo) ~ L[ B

N s dlf (z,p(2))]
v 2 [ s (TEE ) .

Namely, we find the following normalizing function:

fape) = (ew{ 5 -1).

And after the substitution we reach the ruin probability

1/)<exp{ L}1) I RPN )

p(u) c—pJy

conlo 2 55 i ()
from where we find our result.

Finally, we gather together the previous description of the limit behavior of
the subexponential distribution families in the Table 1.

I\
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Table 1 Limit claim distribution tails and ruin probabilities.

Distribution lim B(z) lim ¢ (u)
1 0<z <1
_ 1, < ; 1-(1-2).
Pareto D(z)=1{ et x =1, w in  _Plu_n
B
1, 0§.’E<17 17(172)
Lognormal 5(1’) = 1/2, r=1, . in _Liu—n
0, 1<z<oo, ZLlO%[ 2 (u—mn)]" e et
Weibull e ” p/cexp{— (1 —p/c)u}
1, 0<x <1, ) ) /1)
Loggamma 5(@ = Cy, r =1, " AT, e
0 1<z <oo ZLLO%[_g(u_n)] e
B 1 0<z<1, (-2,
Burr D(z) = exp —ef"’) , =1, » n _P(u—m
P by
Benktander II e ” p/cexp{— (1 —p/c)u}
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