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Introduction

Multivariate systems constitute a very widespread subject, studied from
different points of view: mechanical, analytical, stochastic. By multivariate
systems, we mean models consisting of a certain number of objects or units,
D1, ..., D,, connected one another in some way. In the stochastic approach,
a multivariate system consists in n random variables (= r.v.’s) T1,..., Ty,
having a certain joint distribution

F(ml,...,xn) ZP(Tl < X1y, 1 <1‘n),

marginal laws G, ..., G, and a certain dependence structure among them.
The dependence structure reflects the connections existing among the dif-
ferent units. The study of dependence arises in several applied fields. In
Reliability Theory, the dependence among the components of a random vec-
tor represents the dependence among the components of a system; in a
financial frame, the variables may represent the prices of the different assets
in a portfolio; in an insurance context, the dependence can be studied, for
example, among life-lengths of insured people or among the claims of other
kinds of insurance.

In view of these possible applications, we will study in particular non-
negative r.v.’s.

The analysis of dependence is a classical subject in applied probability.
Recently, studying dependence in risky situations became of particular in-
terest, when, for example, a firm in a market invoices a too small gain or
a component of an electric circuit is functioning since an exceedingly long
time.

Such events are “risky” in the sense that they are close to the “catas-
trophic” events of the default of the firm or of the failure of the component,
respectively. We call such events, when a random quantity falls below a
small threshold or exceeds a large one, extreme events.

The interest in studying dependence, when an extreme event occurs, finds
a first motivation in Risk Theory: when we study, for example, the optimal
diversification in the composition of a portfolio or of another system, we
have to take into account the dependence among the different units, that
can heavily affect the diversification. A change of the dependence structure,
due to the observation of an extreme event, forces us to change our policy in
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the choice of the portfolio composition. However, there are several examples
in practical situations, where changes of the dependence structure, due to
the occurrence of an extreme event, have to be taken into account. In fact,
a decision or a strategy to be adopted varies on the basis of the dependence
structure of the system.

In view of a mathematical tractability of the model, it is often assumed the
hypothesis of independence among r.v.’s, considering independence a good
approximation of the actual dependence structure of the model. Due to the
afore-mentioned changes, the dependence structure might move too much
away from being well approximated by independence. Thus, keeping the
assumption of independence might be heavily misleading, when a decision
has to be taken also on the basis of the dependence structure.

The phenomenon of the change of dependence, given the occurrence of
an extreme event, is known as tail dependence (see e.g. [26, 58, 59, 72| and
references therein).

Thus, in studying tail dependence, we are conditioning on extreme events.
A further step is considering that defaults of firms or failures of units may
happen within the time of observation.

A default can be seen as the limit of an extreme event; considering again
the examples above, a firm may invoice a small gain and, when it becomes
0, the firm fails, or a component may work for a long time, but, if the time
goes to infinity, the component defaults within the time of observation.

When we deal with 171, ...,7T,, non-negative random variables, it is nat-
ural to interpret them as waiting times to n (stochastically dependent) top
events, such as the failures of components Dy, ..., D, operating in a same
system or the defaults of firms in a same market (of course, several differ-
ent interpretations of interest are possible). A system of this kind, where
T1,...,T, may be lifetimes or times to default, is called a survival model.
Heuristically speaking, the conditioning events, we typically consider, will
be of the kind

{Tl =t1,..., Ly =tk, Tpey1 > t,..., Ty >t}.

We will speak of longitudinal observations of lifetimes. This kind of events
represents the failure at times t¢1,...,t; of the units D, ..., Dy respectively
and the survival of the other ones till time t.

The possibility of defaults has been considered in studying the evolu-
tion of the joint distribution of (71, ...,T},) or of the survival function, but
its implications on the evolution of dependence have not been taken into
account.

When the default of a unit causes a decrease in the joint survival prob-
ability of residual lifetimes of the remaining units, we speak of default con-
tagion (see in particular [72] and references cited therein).

The phenomenon of default contagion is defined by means of stochastic
comparisons of probability distributions.
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Under a different language, specific notions related with this phenomenon
have already been introduced and studied, in the past, within the frame of
Reliability Theory (see e.g. [6, 83]). Such notions were formulated in terms
of different stochastic orderings and are related to corresponding notions of
dependence (see [57, 78]). In this frame, inequalities between conditional
probabilities are studied, giving origin to properties of dependence or also
of ageing. To this purpose, we notice that stochastic orders constitute the
natural language for our analysis (for a complete treatment, see [82]). We
will use, in this thesis, both univariate and multivariate notions of stochastic
orders, we recall and briefly discuss in Chapter 1.

Tail dependence and Default contagion emerge then as two subjects of
interest in multivariate survival models and are often related with the anal-
ysis of non-negative random variables.

It can be of interest studying the changes in the dependence structure,
due to the entire flow of information and not only to extreme events. The
approach of considering the conditioning event as a level of information
about the environment provides the natural setting for those applications
in which different information levels are considered and compared, as in the
problems considered here.

Both tail dependence and default contagion are included in the more
general subject of the evolution of dependence.

However, in the literature, tail dependence and default contagion are
studied separately and by means of different tools. In particular, tail depen-
dence is studied without considering the possibility of defaults; on the other
hand, default contagion is described as concerning the evolution of survival
functions only at certain random times (default times).

One of our purposes is providing a unifying setting for simultaneously
studying the two phenomena. In this context, we aim at studying impli-
cations or connections existing between default contagion and evolution of
dependence. We give results in the particular case T1,..., T, are condition-
ally independent and identically distributed ( = conditionally i.i.d.).

Very often, notions of stochastic dependence are conveniently described
in terms of copulas (see e.g. [57, 78]).

As a mathematical object, a n-variate copula C' can be seen as the re-
striction to [0, 1]" of a n-variate distribution function with uniform margins.
Therefore it obviously satisfies some boundary and positivity conditions (see
Section 1.3 below).

In accordance with Sklar’s Theorem ([84]), one defines the connecting
copula associated with a probability distribution F' as

C(ugy ... up) :F(Gf1 (ul),...,G,:l(un)).

In view of this definition, the connecting copula captures the dependence



of a random vector apart from its marginal behaviour (see in particular
Theorem 1.3.6).

Copulas are a natural and consistent way of describing dependence; in
fact, they are implicitly contained in every multivariate distribution and do
not depend on the marginal distributions of the random vector. This fact has
the advantage of permitting us to decompose the study in two different parts:
the marginal part and the dependence structure, where copula theory may
be applied. For these reasons, the use of copulas has grown in popularity in
the past years and now copulas are a well-established tool for working with
multivariate probability distributions.

When we deal with non-negative variables, however, it is more natural
describing a multivariate model in terms of the joint survival function

F(zy,...,zp) =P(Th > z1,..., T > xp).

The univariate margins will be denoted by Gi,...,G,. In this case, the
dependence structure of the model can be conveniently described by its
survival copula

~

Clur, ... up) :F(E;l (w),....G," (un)> :

The analysis of time evolution of survival copulas under longitudinal obser-
vations of lifetimes is an interesting subject in several fields of applied prob-
ability and this thesis is devoted to develop and broaden this topic. This
thesis has been motivated by a study of the evolution of survival copulas in
both the cases characterized by occurrence or non-occurrence of defaults.

Let us then start with a brief presentation of our results.

We recall the definition of some dependence properties and then provide
conditions for their preservation on the family of survival copulas {C}}s>0,
where

Colur, . ywn) = Fy (G () (@) 7 ()

is the copula of the r.v.’s T} — ¢, ...,T,, —t conditionally on the observation
Ty > t,..., T, > t. It can be shown that

Crtuns oy — COUG) ) ), Gl ) 0]
G C(Gr(t), .., Cn(t)) '

The study of the behaviour of dependence, and in particular of the asymp-
totic behaviour, can be conducted from two different points of view: the first
one aims at computing the limit copula of the family ([59, 26]); the second
one aims at describing the limit behaviour from a qualitative point of view
([35])-

In such a qualitative approach, the notion of hyper-property emerged in
[35] as a natural concept. Hyper-dependence properties have been studied
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for the family of survival copulas {C't}tzo or, analogously, for the trans-
formed family {C. }.¢(01)-

A hyper-dependence property of a copula C corresponds, by definition, to
a dependence property of the whole family of threshold copulas {C}.<(0,1),
associated with C. We have studied relationships among different hyper-
properties and among properties and hyper-properties.

We study hyper-properties only in the case of non-occurrence of defaults.
Another topic we develop is the monotonicity in ¢ of the family {Ot}tzo, with
respect to some partial order on the set of copulas, we will specify later on.
Monotonicity of a family of threshold copulas is linked to tail dependence.
We provide conditions for increasingness or decreasingness of the map t — Cy
in a unified frame, fitting well both to the case of occurrence of defaults and
to the case of non-occurrence.

A further formalization is needed, in order to consider the occurrence of
defaults among the units.

With the vector (11, ...,T),), we associate the counting process (with a
finite number of jumps)

n
Ni =) Lr<y
=1

(see e.g [22, 62] for a systematic treatment of counting processes and point
processes). The jump times of {N;};>0 are the order statistics T(y),. .., T(n)
of (Ty,...,T,). We assume {N;};>0 to be a simple counting process, mean-
ing that two jumps occur at the same time with probability 0. This is in
particular implied by the hypothesis that the joint distribution of lifetimes
is absolutely continuous. Therefore, we will assume (77, ...,7,) to admit a
joint density function f.
The internal history of {N;}+>0, that is the filtration generated by the pro-
cess, is denoted by {F;}i>o0.

We also assume, from this point on, 771,...,7, to be exchangeable. For
a basic mathematical treatment about exchangeability, see e.g. [1, 29, 31].
For what concerns in particular exchangeability of non-negative random
variables, see also [86]. The main reason for such an assumption is that it
allows us to analyze conceptual points related to the role of information in
the analysis of dependence, picking off those aspects concerning the specific
units of the system. Also the fact that we are actually interested in studying
the order statistics justifies the exchangeability assumption. In fact, given
any random VectorN(T 1o T,), it is always possible to trace back to an
exchangeable one (71, ...,T,) having the same order statistics T(y), ..., T(n)
(see e.g. [52, 86]).

The exchangeability assumption embodies the idea that the units Dy, .. .,
D,, are similar one another, at least as far as our state of information is
concerned: we expect Dq,..., D, have different performances and hence
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that 711, ...,T, take different values, but we have no reason to suppose they
follow different probability laws.

Conditionally on the observed history JF;, it is useful for our purposes to
consider the ordered residual lifetimes of the units surviving at time ¢, i.e.
the random variables

(T(k+1) —1,... 7T(n) — t)|.Ft.

Notice that assuming (77, . . ., T;,) absolutely continuous makes easier the
analysis of the conditional distributions.

In order to deal, at any ¢, with exchangeable random variables, we define
the following vector X; = (X}, ..., Xt”_k) of exchangeable residual lifetimes.

Definition 0.0.1. The exchangeable residual lifetimes of (11,...,T,) at
time t are the exchangeable random variables X}, ..., Xt"_k admitting
(Tet1y—t, - -, Tiny—t)|F¢ as order statistics, where we are assuming k = Ny.

Concerning the distribution of (X}, ... ,Xf_k), we put

Ft (a;l,... ,an,k) =P (th > X1y ,th_k > a:n,k]}"t> ; (2)

at(l‘):Ft($,0,...,0):]P>(Xt1 >$|ft).

The survival copula of the random vector (th, . ,Xt”_k> is
A — =1 ——1
Ce(ur, .. un—k) = F{Gy  (u1),..., Gy (un—p)}- (3)

In the literature, several papers have considered the evolution of the fam-
ily of survival functions {Ft}t207 both when the observed history consisted
in survivals only and in presence of defaults (see e.g. [4, 5, 6, 7, 9, 19, 26,
30, 79)).

As a special aspect of our analysis, on the contrary, we are interested in
studying the evolution of dependence among residual lifetimes.

To our purposes, we have to consider the following different processes:

1. the point process, with a finite number of points, 11, ..., T};

n
2. the associated counting process N; = Z Lim<py;
i=1

3. the copula-valued process {ét}tzo-

We separately consider the case of non-occurrence or occurrence of de-
faults (see [49] and [50] respectively). In each of these cases, we give an

A

explicit expression for Cy. However, in presence of defaults, we provide this
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formula and some results only in the particular case when 17, ..., T, are con-
ditionally i.i.d. given a random vector ® = (01,...,0,), we will suppose
to have a probability density .

Conditional independence describes the situation when the stochastic
dependence among random variables (and, in particular, among lifetimes)
is just created by the influence of common factors (©1,...,0,4) that are not
directly observable. For example, in the field of reliability, the unobservable
factors often have the meaning of environmental conditions. In the field of
financial risk, this type of situation is related with the so-called information-
induced dependence (see e.g. [72]).

It is important to notice that different problems related with the analysis
of dependence take a very special and expressive form, under the assump-
tion that dependence is just produced by conditional independence. This
circumstance especially holds for what concerns the problem of evolution
of dependence, under defaults and survivals. Since we already assumed
T1,...,T, to be exchangeable, the hypothesis of conditional independence
implies the observable lifetimes are conditionally i.i.d. given ©.

In such a situation, the use of a Bayesian approach turns out as a com-
pletely natural one and the evolution of the conditional density of @, given
observed histories, becomes a central object of interest.

We recall that one of our aims amounts in giving conditions for mono-
tonicity of the family {ét}tzo, both in presence and in absence of defaults.
Our study and, in particular, the comparison between the conditions that
we found in the two cases, are developed for a conditionally i.i.d. model.

In this analysis, it turns out that the behavior of copulas at default times
triggers properties of default contagion. In this case, we are able to provide
some specific results, about the fact that a decrease of the dependence at a
default time implies default contagion (see [50]).

We mostly restrict our analysis of evolution to the evolution of the fam-
ily of the bivariate margins C't@)’s of the survival copulas. In the literature
also, the analysis of the bivariate case is preferred to the multivariate one:
dependence properties are easier to define and to check and the copula can
be represented as a surface in the space (see e.g. [24, 78]). Furthermore, the
fact that T, ..., T, are exchangeable implies that the dependence structure
between two given variables is the same for all the pairs of variables and that,
in some sense, the behaviour of (77,75) (e.g. positive dependence) is rep-
resentative of behaviour of dependence in higher dimension. Furthermore,
because of failures, survival copula’s dimension progressively diminishes, un-
til only two surviving units remain.

Since, from now on, we will speak about bivariate copulas, for notational
simplicity, we will write C' in place of @,

As to the monotonicity of the family {ét}tzo, we provide conditions
for increase of dependence, as time elapses, with respect to the concor-
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dance order. We say that Cy is more concordant than Cy (Cy <pgp C2) if
Ci(u,v) < Co(u,v) for any u,v € [0,1]. The family {C;}¢>o being increas-
ing in the concordance order means of course that the dependence among
residual lifetimes becomes stronger and stronger in time.

This fact is of interest, for example, in fields connected with Risk Theory,
where decision criteria are also based on certain assumptions on the depen-
dence structure.

The following results will be restated and proved in Chapter 2 of this
thesis.

A first condition for monotonicity of the family of survival copulas (see
Proposition 2.2.4) requires the positivity of C(z,z), for any z € (0,1], and
the existence everywhere of the partial derivatives of C. This condition
can be used only in absence of failures or within the intervals (T(x, T{x+1))
between two defaults times. In fact, as shown in [50, Example 1], at default
times, the map ¢t — Cy in general is not continuous and, therefore, it cannot
be differentiable, as, on the contrary, the proposition requires.

In the particular case when T1,...,T;,, are conditionally i.i.d. given O,
we are able to provide a condition for monotonicity of ¢ — Cy both between
two defaults and at default times. In this case we can enrich our analysis,
because of the particular form of the survival functions F, F;, G, Gy, that
can be expressed in terms of the conditional univariate survival function
G(s]0) = P(Ty > s|® = 0) or of its density g(s|f). A key role in our results
9(s]0)
G(s]0)
and of the posterior density of ® conditionally on F;, 7. In fact, mono-
tonicity properties of ¢t — Cy can be obtained from monotonicity properties
of t — m; with respect to some stochastic order. On their turn, monotonic-
ity properties of ¢t — 7, can be traced back to monotonicity properties of
0 — r(t]9).

The proofs of these results (see Propositions 2.3.6 and 2.3.7) are anal-
ogous each other and are based on properties of univariate and multivari-
ate stochastic orderings. When © is a scalar random variable, these results
straightly follow by characterizations of univariate stochastic orders (namely,
usual stochastic order and likelihood ratio order, see e.g. [82]). In this the-
sis, we will show how these results may be extended to the case when O is
a random vector. Such an extension is possible under suitable conditions of
positive dependence among the components of ©.

is played by the behaviour of the conditional hazard rate r(s|f) =

As we have seen till now, copulas play a key role in our analysis. In our
discussion, it is also of interest considering transformations of copulas.

In the topics we are studying, the following transformation acting on
bivariate copulas is particularly relevant: given a copula C' and an increasing
bijection 9 : [0,1] — [0,1], we consider the function Cy: [0,1]? — [0,1]



defined by
Cy(u,0) = P(CW ™ (), (v))). (4)

Such a transformation has been considered several times in the literature,
under different names, like distortion or transformation of a copula by means
of . It originated from the study of distorted probability distribution func-
tions (especially, power distortions) and has been considered by several au-
thors, like [21, 51, 46, 53, 43, 65, 64, 74, 25, 3].

Incidentally, we notice that transformations of copulas constitute a meth-
od for constructing new copulas. The growing importance of copulas in de-
scribing dependence in statistical models gave rise to several methods for
generating new classes of such functions. The final goal of these investiga-
tions is to obtain more flexible families of multivariate distribution functions,
having a variety of interesting properties, like tail dependencies, asymme-
tries, wide range of association. For a more detailed overview of methods
for constructing copulas, see e.g. [78].

We point out that Cy is not necessarily a copula. It is immediate to
see that Cy, satisfies boundary conditions for a copula, is increasing in each
variable and continuous, but it does not satisfy, generally, the positivity on
the rectangles. For this reason, it is said that Cy, is in general a semi-copula
([21, 43)).

We recall (see e.g. [78]) that a (n-variate) copula is a function C : [0,1]" —
[0, 1], satisfying the boundary conditions C(1,...,1,u;,1,...,1) = u; for
any u; € [0,1] and C(uy,...,ui—1,0,ui41,...,u,) = 0 for any uy, ..., u;—1,
Uitl,- .., Up € [0,1] and positive on the n-rectangles. These facts in partic-
ular imply that C is increasing in each variable.

A semi-copula is a function S : [0,1]" +— [0, 1], increasing in any variable,
satisfying the same boundary conditions of a copula, but not necessarily
positive on the n-rectangles.

Semi-copulas are of theoretical interest in that they play a role, analogous
to the one of the connecting copulas, when, in place of a probability measure,
we are considering a capacity.

Concerning distortions, we study in particular how tail dependence chang-
es under such transformations. To such a purpose, it is however necessary
that Cy is still a copula. We provide conditions on ¢ under which, for a
fixed copula C, Cy is still a copula (see also [34]).

In particular, we prove that, if ¢ preserves the total positivity (see e.g.
[78]) of C, Cy is guaranteed to be a copula. After that, we will be in a
position to focus on how tail dependence is affected by such a transformation.

When Cy is no more a copula, distortions are still relevant objects,
from a theoretical point of view, as we mentioned before, and also in some
practical applications. In Reliability Theory, [21, 20] studied this kind of
transformation in order to introduce the bivariate ageing function
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B :0,1] x [0,1] — [0, 1] defined by

B(u,v) = exp {—571 (F (—logu, —log U))} . (5)

rl:he ageing function B can be obtained as a distortion of the survival copula
C:
7_1 A —_— J—
B(u,v) = exp [—G {C (G(~1logu),G (—log v))}} . (6)

In general, B is a semi-copula. However, it turns out to be a copula in
several cases of interest. A relevant feature of B is that it describes the
family of the level curves of F and it permits to give a representation of F
in terms of the pair (é, B).

The semi-copula B is used for the definition of bivariate notions of ageing.
Notions of ageing are introduced to compare conditional survival probabil-
ities for residual lifetimes. For details about ageing, we refer e.g. to [14].
The function B can be also used in different settings (see e.g. [45, 76]).

We devote also part of our study to the analysis of ageing functions
and ageing properties, under the hypothesis of the exchangeability of the
lifetimes.

Exchangeability is in particular necessary for the definition of Schur-
concavity (or Schur-convexity) properties of a distribution (for a more de-
tailed discussion on Schur-convexity and other convexity properties, see
[70]). Such a property plays an important role in modelling ageing (see
21, 86]).

Ageing properties expressed in terms of ageing functions can be refor-
mulated and studied also in the multivariate case (see [36]).

The fact, that the ageing function B can be obtained as a distortion
of the survival copula, is useful to analyze some relations existing among
univariate ageing, bivariate ageing and stochastic dependence (see [21]).

As a natural consequence of the introduction of the family {F;};>0 and
as a continuation of the study of the evolution of dependence, it will be of
interest to study the evolution of ageing, by means of the family {B:}:>0,
where

Byi(ui, ..., uy) = exp {—é;l (F¢ (—loguy, ..., —logun))} . (7)

The study of B and {B:};>0 points out many interesting analogies be-
tween evolution of dependence and evolution of ageing. The analysis carried
out in [49] suggested us to deepen the formalization of such analogies and
to look for their motivation in the abstract structure of the families {C}¢>0
and {By}i>0 (see [48]).

To this aim, it will be natural to use the language of semigroups.

Let U be an arbitrary set, @ a binary operation on ¢ and 1g the neutral
element for @. If U is closed with respect to @ and @ is associative, (U, ®, 1)
is said a (unitary) semigroup.

xii



Let now T be an arbitrary set. An action of i on T is a transformation
ST xU—-T
such that
(i) for any ¢ € T, ®(¢, 1s) = ¢;
(ii) for any t, s € U, ®(P((,t),s) = P((,t D s).
The set

Op(¢) =2(¢U) ={C €T : Isel: (¢,5) ="}

is the orbit of ¢ under the action ®. In most of our applications, we will
consider the semigroup (U, &, 1) coinciding with (R4, +,0) and 7 coincid-
ing with the family of all the semi-copulas, S, or with the family of all the
copulas, C.

We define here, in accordance with such an algebraic setting, the general

notion of hyper-property.
Let S be a semi-copula, P a property of semi-copulas and P the class of
all the semi-copulas satisfying P; furthermore, let Og(S) be the orbit of §
under the action ®. We say that S is hyperg-P if Og(S) C P. We denote
by hyperg-P the class of all the semi-copulas satisfying hyperg-P.

A classic topic in the theory of copulas is the analysis of relationships
existing among different properties of dependence. For our purposes, we
prefer to describe such properties as classes of copulas associated with the
different dependence properties.

Here, we aim at studying also relationships existing among the classes of
semi-copulas describing dependence properties or hyper-dependence prop-
erties.

Our axiomatic investigation can be also of theoretical interest. The gen-
eral background, provided by the formalization of hyper-properties, allows
us to extend the notion of hyper-property from dependence to other kinds
of properties.

In this context, we study the notion of hyper- property regards to the

family {Ci}t>0. As proved in [49], in fact, the family {C}}s>p is the orbit of
C, under the semigroup action defined by a certain transformation ®4,. In
such a case, we just reobtain hyper-dependence properties.
Analogously, we prove that also the family of ageing functions is the orbit
of the ageing function B, under a different semigroup action ®,,. Thus, we
extend the notion of hyper-property to the family {B;};>0. In this case, we
speak of hyper-ageing properties.

The interest in this common background for the two families {ét}tzo and
{B¢}t>0 lies in that it explains some special analogies existing between ageing
and dependence. More precisely, these analogies concern the structure of the

xiil



implications among dependence properties and the structure of implications
among ageing properties.

The thesis is organized as follows.

Chapter 1 is devoted to collect the needed mathematical background. To
this purpose, we recall basic definitions and facts about counting processes,
survival models, univariate and multivariate stochastic orders. A more de-
tailed part is devoted to stochastic dependence and copulas. Stochastic
orders are of particular interest for us, because we will use them as a basic
language to develop our results. Stochastic dependence and copulas consti-
tute the basic subject for the contributions presented in the thesis.

Results about stochastic dependence and its evolution are explained in
detail in Chapter 2. In a first part, we mainly focus on conditions for
preservation of dependence properties under a progressive observations of
survivals; in a second part, we focus on monotonicity (increase or decrease)
of dependence.

Chapter 3 is devoted to distortions of probability measures and of copu-
las. We also focus on semi-copulas and capacities. In particular, we discuss
therein conditions on the distortion under which the distorted copulas are
still copulas. Such arguments are relevant in the study of tail dependence
of distorted probabilities.

Chapter 4 is devoted to the study of ageing properties of a survival model
and of their evolution. We detail some relevant aspect of analytical type
for {B:}+>0 and present some practical interpretation of these conditions.
A part of the chapter is devoted to broaden the study of the connections
among dependence, univariate and bivariate ageing, along the line of [21].
In the frame of this elaboration, both analogies and structural differences
emerge, between {B;}>0 and {ét}tzo-

Finally, in Chapter 5, on the basis of these analogies, we provide the
theoretical frame unifying the treatments of evolution of dependence and of
ageing.

We prove that both the families { B }+>0 and {ét}tzo are orbits of actions

of a semigroup. In this algebraic setting, a hyper-property is represented by
a class of semi-copulas, that is closed under the action of a given semigroup
of transformations.
We are specifically interested in studying relationships among dependence
properties and conditions for preservation in time of some of them. This
can be done by studying relationships among the corresponding classes of
copulas and their properties of closure under a given semigroup action.
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Chapter 1

Mathematical background

1.1 Counting processes and survival models
A stochastic process is a family of random variables (= r.v.’s)
Y={V,: Q=R telCR},

all defined on the same probability space (€2, F,P). In particular, a counting
process (on Ry ) is a stochastic process N = { N, }+>¢ adapted to a filtration
{Fi}t=0, with Ny = 0 and N; < oo a.s., and whose path are a.s. right-
continuous, piecewise constant and have only jump discontinuities, with
jumps of size +1.

A simple counting process on the half-line can be defined starting from
a family of r.v.’s {T}, }nen, such that, for any i,j € N, i # j, T; > 0, T; # T
and T; < co. Then, {N;}+>0 is given by

oo
Ni = Lr<n-
=1

It is natural assuming F(V;) < oo for any fixed ¢t € R...

With a general stochastic process on the real half-line, it is associated
the family of sub-o-algebras of F, (F})i>0. Ff = o(Ys,s € [0,t]) is the
internal history of the process.

In the case of a counting process N, with a finite number of jumps, 7"
can be written as

FN =o(Ty Aty ... Ty At Ny).

In fact, except for the instants 77, ..., T}, the process is constant.

Since the needed information for studying a counting process is given by
the observation of the sequence of the jump times, we can study this kind of
processes both from the point of view of the finite-dimensional distributions
of the jump times and in terms of compensators ([22, 8]).



Definition 1.1.1. The compensator of the process { N¢}i>0, with respect to
(w.r.t.) (FN)i>o, is the random measure A such that the process {A;}i>o0,
A = A((0,¢t]), is predictable and, for any predictable and non-negative pro-

cess {Ht}>0,
FE [/ thNt] =F {/ thAt] .
0 0

Such a measure exists and is unique.
The compensator can be heuristically interpreted as the local expected
value of the process N, conditionally on its strict past, that is

A(dt) = E[N(dt)|F-] = P(N(dt) = 1|F4-).

The compensator is a more “regular” object than the process itself and
its treatment is connected to the theory of martingales. In fact, the com-
pensator can be also defined as the only predictable process A, such that
N — A = M, where M is a zero-mean martingale. In terms of information,
M can be interpreted as the innovation process, containing that information
on N, that cannot be inferred from the strict past. From a statistical point
of view, instead, it plays the role of a noise, collecting those aspects that
cannot be estimated (analogously to residua in regression problems).

In the absolutely continuous case, the compensator can be written in the
form A; = fg Asds. Its density, Ag, is the stochastic intensity of the process,
that fits well to express the jump times “concentration” in a certain subset
of Ry. In the case of a counting process, it can be expressed as

At = lim P(Ny5 — Ny > 1|FN).

6—0t

The jump intensities of each jump time T; are given instead by

1
Ai(t) = lim —P(T; < t + 5|1 FY).
i(t) = Jim SP(Ty < t+07)
The stochastic intensity of the process can be written in terms of the jump
intensities:

A=) (O 1rsey-
=1

The form of the intensities is simpler in particular cases, for example,
when the jump times are exchangeable. In this case, we can write them in
the following form:

AR ) = lim %P(Ti<t+6]]-}N)

6—0t

1
= lim ——P(T, <t+ 8l FN



or equivalently (see [86])

ARy = / / FQ st 660, s Epp—1)dE1 - - - A 1'
/ / Tty oty €1y oy Enpp)dEL -+ - dEp

The intensity of a counting process can be also used to represent the
stochastic dependence among the r.v.’s T1,...,7,,. In particular, they are
specially suitable in expressing dynamical notions of dependence, in that,
by definition, they take into account the conditioning on the past.

1.2 Exchangeability

The condition of exchangeability of T1, ..., T, formalizes the situation of
indifference relative to Th, ..., ).

We mainly use here terminology and concepts which are specific for the
treatment of non-negative random quantities.

Definition 1.2.1. T1,...,T,, are exchangeable if they have the same joint

distribution of Ty, ..., Ty, , for any permutation {o1,...,0,} of the indexes
{1,...,n}.

In other words, T1,...,7T, are exchangeable if their joint distribution
function F'(z1,...,z,) is symmetric in all the variables.

As said in the Introduction, in this thesis, we mostly shall be dealing
with absolutely continuous distributions, for which

F($17"'7xn):/0 1/0 nf(€17-~7€n)d§1"'d§n

holds, where f denotes the joint probability density

811

—F e, X))
Ox1 - Oxp (xla y L )

flxy,. ... xp) =
As can be easily checked, Ti,...,T, are exchangeable if and only if f is
symmetric in all the variables as well.
We notice that, if T1,...,T, are exchangeable, T;,,...,T;; also are ex-
changeable, with J = {i1,...,4;} any subset of {1,...,n}.
Their joint distribution function of T3, ..., T;; depends only on j = |J]|
and not on the particular choice of the set J:
FO(zy,..z) =  lim  F(zy,...,2,). (1.1)

Tj41yeee,Tn—>F00

Furthermore, it is still obviously symmetric in all the variables.



Definition 1.2.2. An exchangeable distribution function F(xi,...,x,) is
N-extendible (N > n) if we find an exchangeable N -dimensional distribu-
tion function F(xy,...,xN) such that F(x1,...,zy,) is the n-dimensional
marginal distribution of F(x1,...,zN).

F(x1,...,x,) is infinitely extendible if it is N-extendible for any N > n.

For an exchangeable distribution function F'(z1, ..., x,), any j-dimension-
al margin of its is obviously n-extendible.
Let p € [-1,1] be the correlation coefficient of two r.v.’s X, Y:

B B Cov(X,Y)
p=plXY)= VVar(X)Var(Y) (1:2)

Remark 1.2.3. IfTi,...,T, are such that (for 1 <i#j<mn)
Var(T;) = 0% and Cov(T;, Tj) = o?p. Then, the following holds:

0<Var (Zﬂ) =no’ +n(n —1)o?p

=1

1
and therefore p > 3 Thus infinite extendibility implies positive cor-
n [e—
relation. In fact, if p < 0, then the distribution of T1,...,T, cannot be
1
N -extendible for N > 1+ —.
p

The most obvious example of an infinitely extendible distribution func-
tion corresponds to 11, ..., T, being independent and identically distributed
(= i.i.d.); thus

F(z1,...,2n) = G(z1) - - - G(p).

A further step may consist in considering 711, ..., T, being independent and
identically distributed, conditionally on a r.v. or on a random vector O,
taking values in R?, with a distribution II. Thus

F(z1,...,20]® = 0) = G(21]0) - - G(wn|0)

and
F(z1,...,2,) = ) G(x1|0) - - - G(x,|0)dIL(0).
R
The following de Finetti theorem states that all the possible situations
of infinite extendibility are of these two types.

Theorem 1.2.4. The distribution of exchangeable r.v.’s Ty, ..., T, is in-
finitely extendible if and only if T1,...,T,, are i.i.d. or conditionally i.i.d..

This result can be formulated and proven in a number of different ways.
Complete proofs can be found in [31, 55, 29].



1.3 Dependence concepts and copulas

Besides intensities, specific and widespread tools to describe stochastic
dependence are copulas ([78]).

Definition 1.3.1. For n > 2, a copula
C:[0,1]" — [0,1]
is a distribution function on [0, 1]™ with uniform univariate margins on [0, 1].

An equivalent, more analytical-type definition can be given. To this aim,
we preliminarily state the following

Definition 1.3.2. Let K : A} x --- x A, CR" — R and [a,b] = [a1,b1] X
- X [an, by] be a n-rectangle contained in Ay X -+ X A,.

e The K-volume of [a,b] is defined as
VK([a7 b]) = AEK“’) - AZZ e AZIIK(t),
where

Abi, = K(tl, c. 7ti—1;bz‘7ti+17- .. ,tn) — K(tl, c. ,ti_l,ai,tiﬂ, . ,tn).

aj

e K is said to be n-increasing if, for any n-rectangle [a,b] C Ay X -+ X
Anp,
Vi ([a,b]) > 0.

Definition 1.3.3. A (n-variate) copula is a function C : [0,1]" — [0,1]
such that

1. for any u; € [0,1], C(1,...,1,u;,1,...,1) = uy;
2. for any uy, ..., Ui—1,Uit1, ..., Upn € [0,1],

C(Uh ceey ui—1707ui+17 7un) == 0’

3. C is n-increasing.
These conditions in particular imply that C'is increasing in each variable.

Theorem 1.3.4 (Sklar). Given a random vector X = (X1,...,X,) with
continuous distribution function F and margins G1,...,Gy, there exists a
unique copula C' satisfying

F(xi,...,2n) = C(G1(21),...,Gn(xy)) (1.3)



and given by
Cluy,...,up) = F(GT (w1), ..., Gyt (un)) (1.4)

where G5 ' (u) = inf{z € R|Gi(z) > u}, for any 0 <u <1, i=1,...,n.

Conversely, given a copula C' and G1,...,G, univariate distribution
functions, a function F, defined by Eq. (1.3), is a n-dimensional distri-
bution function, with univariate margins Gy,...,Gy.

The copula associated with the probability distribution F' by means of
Eq.s (1.3) and (1.4), is called connecting copula.

Sklar Theorem constitutes the motivation for calling copulas dependence
structures, capturing dependence properties, that are scale invariant. In fact,
as it can be seen from Eq. (1.3), C' combines the marginal distributions into
their joint distribution function and permit to distinguish in the model the
properties due to the dependence structure from those originated by the
marginal behaviour.

This fact allows us to construct different multivariate models by combining
the same margins by means of different copulas or by fixing the dependence
structure (i.e. the copula) and letting the margins vary.

1.3.1 Analytical properties of copulas

Deterministic dependence among variables is represented by the fact that
any variable can be expressed as a function of the other ones. Such depen-
dence can be positive (monotonicity) or negative (counter-monotonicity).
For example, in the bivariate case, X,Y are such that X = g(Y) for a suit-
able function g; if g is increasing, then X,Y are monotonic, if g is decreas-
ing, X,Y are counter-monotonic. Monotonicity and counter-monotonicity
represent the upper and lower bounds respectively for all the dependence
structures. Monotonicity and counter-monotonicity are described by the
copula

M(ui, ..., up) = min(uy, ..., uy)

and
W(ui,...,u,) = max(0,u; + -+ +up —n+1)

respectively. The last one is a copula only for n = 2.

Theorem 1.3.5 (Fréchet-Hoeffding bounds). For any copula C,
Wug,..yup) < Clug, ... up) < M(uq, ... up),
for all uy, ..., u, € [0,1].

Invariance under increasing transformations of the arguments, or of the
margins, is essential to legitimate the use of copulas to model dependence.
In fact, transforming the margins allows us to make copulas comparable.



Theorem 1.3.6. Let (X1,...,X,) be a random vector with copula C' and
ViV, Vit R—= R, ¢ =1,...,n, be strictly increasing transformations.
Then, the transformed vector (v1(X1),..., (X)) admits the copula C as
well.

1.3.2 Dependence properties

After monotonicity and counter-monotonicity, the easiest structure of
dependence in n-variate models is given by independence:

F(z1,...,2n) = Gi(z1) - - - Gp(zn).
Models with independent components admit the connecting copula
Cluty... up) = (ut,. .o up) =ug -+ up.

A first generalization of this dependence structure may be given by the
conditional independence. Conditional independence is relevant in that it
models interesting practical situations, as concerns the dependence structure
of a system. The most common interpretation of conditional independence
is that the units Dq,..., D,, (whose lifetimes are represented by T1,...,T},)
are similar and there is no physical interaction among them. However, their
lifetimes are influenced by the values taken by one or more physical quanti-
ties (©1,...,04) = O, representing environmental conditions. Suppose that
the actual value of ® is unobservable: we assess a probability distribution
on it. This probability is continuously updated in view of the progressive
observation of survivals or failures of the units D1,...,D,.

If we want the variables to be both exchangeable and conditionally inde-
pendent, we have necessarily to impose them to be conditionally independent
and identically distributed ( = conditionally i.i.d.).

A particular case of conditionally i.i.d. models, is represented by survival
(or connecting) Archimedean copulas.

Definition 1.3.7. Let ¢ : (0,1] — [0,400) be a n-completely monotonic
decreasing function, such that ¢(1) = 0.

Clur,. .. uy) = ¢t <Z gb(ui))
=1

18 a Archimedean copula with generator ¢.

Archimedean models are also handy from a mathematical point of view,
since the study of dependence properties of an Archimedean copula of any
dimension can be traced back to the study of properties of ¢.

Associated with different copulas C, we obtain different dependence
structures.



As it happens in the transition from independence to conditional inde-
pendence, we can build different models, presenting given dependence struc-
tures conditionally on a random variable (or vector). Such models are called
factor models. Using the fact that mixtures of copulas are still copulas, the
copula of a factor model can be written in the form

C(ul,...,un):/RCg(ul,...,un)dH(H),

where II is the distribution of ©.

We point out that the “conditional dependence” of this kind of mod-
els, is not the one we mainly refer to in the thesis, where, by “conditional
dependence”, we mean the dependence conditional on longitudinal (or dy-
namic) observations of the variables representing the model and not on the
observation of a parameter.

Speaking of construction of new copulas, in the bivariate case, a geomet-
ric method we will use in the following, mainly for building examples, is the
ordinal sum construction.

Definition 1.3.8. Let {J;}, Ji = [a;, bi], denote a countable partition of
[0,1] and let {C;} be a collection of copulas with the same indexing as {J;}.
Then the ordinal sum of {C;} with respect to {J;} is the copula C given by

Ctuy = | @+ (= a)C (B2 =2) o) e,
’ M (u,v) otherwise.

Heuristically, C' is obtained by “pasting” suitably scaled copies of C; over
the squares J?.

The most part of our discussions on dependence properties, in particular
the ones about their preservation, will be carried out in the bivariate case.
We recall the following definition:

Definition 1.3.9. Given two intervals A and B in R, a function K: A X
B — R is said to be totally positive of order 2 (shortly, TPs) if, for any
x1,x2 € A, y1,y2 € B such that x1 < z2, y1 < Yo,

K(z1,y1) K (72,92) > K(21,y2) K (22, 91). (1.5)

Analogously, K: Ax B — R is said to be reverse regular of order 2 (shortly,
RRs) if (1.5) holds with the reverse inequality sign.

For more details, see [60, 61].
In the thesis, we consider the following properties of positive dependence
(see e.g. [78]):



Definition 1.3.10. Let F' be the bivariate distribution function of (X,Y),
with margins Gx, Gy. The following properties P can be stated both as
properties of F' (“F is P”) and of the random pair (X,Y) (4X,Y) isP”).

F is PQD (Positively Quadrant Dependent) if, for every (x,y) € R?,
F(z,y) > Gx(x)Gy (y).

F(x,y) .

Gx () 18 de-

F is LTD(Y | X) (Y is Left Tail Decreasing in X ) if

creasing in x.

F
Analogously, F is LTD(X |Y) if, (z,y) s decreasing in .

Gy (v)
F is SIIY | X) (Y is Stochastically Increasing in X ) if, for any y,
P(Y > y|X = z) is increasing in x.
Analogously F is SI(X | Y) if, for any z, P(X > z|Y = y) is increasing
my.

F is LCSD (Left Corner Set Decreasing) if it is TPa;

F is PLR (Positively Likelihood Ratio dependent) if it is absolutely
continuous and its density f is TPs.

Dependence properties of a pair (or of a vector) of r.v.’s are characterized
by their invariance under increasing transformations of the variables. Be-
cause of Theorem 1.3.6, dependence properties can thus be defined in terms
of the connecting copula of the variables.

Definition 1.3.11. Let C € C be the connecting copula of the random pair
(U, V).

C is PQD if, for every (u,v) € [0,1]?, C(u,v) > uv .

Cis LTD(V |U) if u— Cluv) is decreasing on [0,1].
u

Analogously, C is LTD(U | V) if, v +— M

is decreasing on [0, 1].
C is SV | U) if, for any fized v € [0,1], C(u,v) is concave in u.
Analogously C is SI(U | V) if, for any fixred u € [0,1], C(u,v) is

concave in v.
C' is TP if it satisfies (1.5).

C is PLR if C is absolutely continuous and its density
2
c(u,v) = aauacv(u,v) satisfies (1.5).



The following chain of implications holds (and none of the converse im-
plications is satisfied):

PLR = TP, = LIDW|V) (or LTD(V |U)) = PQD;

PLR = SIU|V) (or SV |U)) = LIDU|V) (or LTD(V | U)).

If U,V are exchangeable, C' is symmetric and therefore LTD(U | V') and
SI(U | V') are equivalent to LTD(V | U) and SI(V | U) respectively. In this
case, we simply say that C is LTD or SI.

Let us also introduce the following notation: we denote by Ppgp, Prrp,
Prp,, Psr, Pprr the classes of copulas that are, respectively, PQD, LTD,
TP, SI, PLR.

The corresponding negative properties of dependence, namely NQD,
RTI, RRo, SD, NLR, can be obtained by simply reverting the signs in the
inequalities in Definition 1.3.11.

An important part of the study of dependence relates to the extreme
values, that is to the amount of dependence in the upper-quadrant or lower-
quadrant tail of a (bivariate) distribution. Such a tail behaviour of the
dependence is described by the following objects. Given two continuous
random variables X and Y whose distribution functions are Gx and Gy,
respectively, the upper tail dependence coefficient Ay of (X,Y") is defined by

Au = lim P (Y > Gyt | X > G (1) (1.6)
t—1-
and the lower tail dependence coefficient A, by
A= lim P(Y <Gy(t) | X <GH(1), (1.7)
t—0t

provided that the above limits exist in [0, 1]. These two coefficients can be
expressed in terms of the copula associated with (X,Y).

Proposition 1.3.12. Let X and Y be continuous random wvariables with
copula C. If \y and A\, defined by (1.6) and (1.7) exist and take values in
[0,1], then

C(z,x)

AL = lim —— (1.8)
z—0t X
1-2 1-—
Ay = lim rHO@T) o gy L2C@D) g
z—1— 1—=x z—1— 1—=x
Moreover, if A\y and Ay, exist and are finite, then
AL =060(0") and Ay =2-dp(17), (1.10)

where dc: [0,1] — [0,1] given by éc(x) = C(x,x) is the diagonal section of
C.

10



1.3.3 Dependence in survival models

When we deal with 77, ...,T,, non-negative random variables, it is nat-
ural to interpret them as waiting times to n (stochastically dependent) top
events, such as the failures of components D, ..., D, operating in a same
system or the defaults of firms in a same market, even if different interpreta-
tions are possible. A system of this kind, where 17, ...,T;, may be lifetimes
or times to default is called a survival model.

The model is the individuated by the joint survival function of its com-
ponents,

F(:cl,...,xn):IP’(Tl >Z‘1,...,Tn>1‘n),

with |J|-dimensional margins
—=(J
F( )(331, e ,xu‘) = ]P)(Tll > X1, ., i) > x|J|), (1.11)

for J any subset of {1,...,n}, and, in particular, with univariate margins
G1,...,Gp.

We will mostly discuss the case when T1,...,T, are exchangeable. As
said in Section 1.2, in this case, for any j € {1,...,n}, the j-dimensional
margins only depend on the cardinality of the set J and Eq. (1.11) can be
simplified as follows:

F(j)(xl,...,arj) =P(Ty > z1,...,Tj > z;).

In particular, for any i = 1,...,n, G; = G.
As we choose survival functions in place of distributions to describe sur-
vival models, we use the survival copula

~

Gty ooy tin) :F(é;l(ul),...,égl(un)), (1.12)

that is the connecting copula associated to F, to model dependence among
lifetimes. The survival copula can be expressed in terms of connecting cop-
ula:

n
Clur,mun) => [ (=D > €A, 1,1 =iy, 1,011 =y, 1,0 1)

k=0 i1 seein

1.3.4 Semi-copulas and capacities

Definition 1.3.13. A function S : [0,1]" — [0, 1], increasing in any variable
and such that,

e for any u; € [0,1], S(1,...,1,u;,1,...,1) =u,,
e for any uy, ..., Ui—1,Uit1,- -, U, € [0,1],

S(ul,...,ui,l,o,uiﬂ,.. . ,un) = 0,

11



1s called a semi-copula.

A semi-copula satisfies all the properties of a copula, except for the n-
increasingness.

Similarly, it can be defined an analog of a probability measure, that is
not additive.

Definition 1.3.14. Let Q be a non-empty set and A a o-algebra in the
power set 282,
A mapping v : A [0,1] is called a capacity, if it is

e monotonic, i.e. v(A) < v(B) for all A C B;
e normalized, i.e. v(0) =0 and v(2) = 1.

In what follows, we will consider capacities defined on the Borel o-algebra
B(R?).

In analogy with the case of probability measures, with each capacity v
we can formally associate its survival function F, : R} — [0, 1], defined by

Fy(zy,...,x) = v((z1,+00) X -+ X (2, +00)).
Any F, associated with a capacity v satisfies:

(a) F is decreasing in each argument;

(c) Fu(x1,...,2,) — 0 when max(z1,...,2,) — +oc.

If v is a probability measures, then F, is the usual probability survival
function. However, in general, ', does not satisfy the n-increasing property.
Each function F, satisfying (a)-(c) can be used to construct a capacity v
whose survival function is F,; but, contrarily to the case of probability
measures, such a capacity is not uniquely determined by F,.

An analog of the first part of Sklar’s Theorem holds (see [45]):

Theorem 1.3.15. Let v be a capacity on the space (R, B(R")), F, the
associated survival function and Gy, ...,G, its margins.

Suppose that Gy, ..., Gy are continuous and strictly decreasing.

Then there exists a unique semi-copula S, : [0,1]" — [0,1] such that, for

every (x1,...,2,) € R,
Fu(xla cee 73311) = Su(él(ml)v cee 7én($n))

Within the set of the capacities, distorted probabilities are of particular
interest for us.

12



Definition 1.3.16. A capacity v is a distorted probability, if there exists
a probability measure P on A and an increasing bijection 1) : [0,1] — [0, 1]
such that v =1 o P.

Proposition 1.3.17. Let P be a probability measure on (R, B(R%)), F

the associated survival function and G1,. .., Gy, its margins. Let 1 : [0,1] —
[0,1] be an increasing bijection. Then D = 1) o F is the survival function
associated with the probability measure 1) o P. Moreover, if G1,...,G,, are

continuous and strictly decreasing and C is the connecting copula of F, then

S(ut, ... un) = (CW ), .., ¥ (un)))

1s the formal copula associated with D.

1.4 Univariate and multivariate stochastic orders

1.4.1 Univariate stochastic orders

Let X, Y be two r.v.’s with survival functions Gx and Gy. We suppose
they also admit probability densities gx and gy respectively.

Definition 1.4.1. X is smaller than Y in the usual stochastic order (in
short X <4'Y or gx <s gy) if for any t >0,

Gx(t) < Gy (t).

t
Definition 1.4.2. The hazard rate of a r.v. X isrx(t) = gXi()

Gx(t)

Definition 1.4.3. X is smaller than Y in the hazard rate order (in short
X <p Y or gx <pr gy) if for any t >0,

rx(t) > ry(t).

Definition 1.4.4. X is smaller than'Y in the likelihood ratio order (in short
X < Y oor 9x <ir gY) Zf
9x (1)
gy (t)

Theorem 1.4.5. X <, Y = X <, Y = X <4Y.

Lt (1.13)

None of the converse implications holds (see e.g. [86] for counterexam-

ples).
For the usual stochastic orderings, the following characterization holds.

Theorem 1.4.6. X < Y if and only if, for any decreasing function
p:R—=R,

/ p(0)9x (6)d0 > / p(0)gy (6)d6. (1.14)
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For a proof, see [82, 86].
The previous theorem also holds when X, Y are not absolutely continu-
ous, in the following form:

X <& Y if and only if, for any decreasing function p : R — R,

E[p(X)] = E[p(Y)].

The following characterization of the hazard rate order also provides a
way to extend the definition of this order to variables that are not necessarily
absolutely continuous.

Gy(t
Theorem 1.4.7. X <, Y if and only if GY( ) 1§ increasing in t.

x(t)

1.4.2 Multivariate stochastic orders

Let X, Y be two random vectors with joint survival functions Fx, Fy
and probability densities fx, fy respectively.

On R? we consider the usual componentwise partial order, defined as
follows: let x = (z1,...,24), ¥ = (y1,...,¥q) be two vectors in R?; then we
write x <yifx; <y, fori=1,...,d.

Definition 1.4.8. A set B C R? is called an upper set if y € B whenever
x <y andx € B.

Definition 1.4.9. X is smaller than Y in the usual stochastic order (in
short X <4 Y or fx <« fy) if P(X € B) < P(Y € B) for any upper set
B CRY

Definition 1.4.10. X is smallel than Yfz’n the upper orthant order (in
short X <uo Y or fx <uo fy) if Fx(t) < Fy(t) for any t € R4,

X <& Y implies X <,, Y, as it is immediately seen by letting the
upper set B to be a d-rectangle. We may say, in a sense that will be clearer
in short, that the upper orthant order is a weak notion of usual stochastic
order.

A characterization of the usual stochastic order, analogous to the one in
the one-dimensional case, is given by the condition

[oeisxtee= [ oo feoie (1.15)
R4 Rd

for any decreasing function p : R — R.
In the following, we use the symbols V and A:

xVy=(x1Vyi,...,2qV Yd),

14



where x; V y; = max{z;, y; }; analogously

XAy = (21 AyY1,.. ., Zq ANYq),
where x; A y; = min{z;, y; }.

Definition 1.4.11. X is smaller than Y in the multivariate likelihood ratio
order (in short X <;, Y or fx <i fv) if

Sx(x)fy(y) < fx(xAy)fy(xVy)
for every x,y € R%.

X < Y implies the so-called weak likelihood ratio order. The latter no-
tion is defined by imposing a condition that is analog to the characterization
of the likelihood ratio order in the univariate case:

Definition 1.4.12. We say that X is smaller than Y in the weak likelihood
ratio order (in short X <y, Y or fx <wir fy), if

x|y (1.16)

fx(t)
We recall that X <;, Y implies X <, Y and X <, Y implies
X <uwo Y, but X <, Y does not imply X <4 Y.

Definition 1.4.13. We say that a function f: R* — R is MTP, if

f&f(y) < fxAy)f(xVy)
for any x,y € R<.

The Multivariate Total Positivity of order 2 can be interpreted as a
strong notion of positive dependence, in analogy with the bivariate case
of the TPy (see also [69] for an application of this notion to the study of
interacting particles systems).

The following lemma shows how such a strong positive dependence property
can be exploited to trace back a weak stochastic order to its strong version.

Lemma 1.4.14 ([67]) [f fL(t) T t and fX 18 MTPQ, then fx Sl,« fy.

fx(t)

1.4.3 Stochastic monotonicity

We are often interested in comparing different distributions which arise
as conditional distributions for a same random variable (or vector) X, given
different observed events.

In this respect, we can obtain concepts of stochastic monotonicity cor-
responding in a natural way to the different notions of stochastic orderings.
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Let Z be again a random variable or vector, taking values in a domain
Z C R?. We are still under the assumption of absolute continuity for the
variables. We can consider then the conditional distribution and density of
X given events of the kind {Z = z}. Let Gx(:|z) denotes the conditional
survival function.

Let < be a given partial ordering defined on Z and <, a fixed stochastic
order.

Definition 1.4.15. X s stochastically increasing in Z in the <, order,
with respect to =<, if

7= = Gx () <. Gx(|2").
When the partial order < on Z is not specified, we implicitly refer to
the componentwise order on R%.

1.4.4 Dependence orderings

Dependence concepts induce dependence orderings, that are partial or-
derings on the family of copulas (or semi-copulas). However, they can be
also interpreted as partial orderings on random vectors.

The most common dependence order is the concordance order, also called

PQD order.

Definition 1.4.16. Let Cy, Cs be two copulas. We say that Cy is more
PQD than Cy (Cl jPQD CQ) Z'f, fOT’ any u,v € [0, 1],

Ch(u,v) < Co(u,v).

Let (X1,Y1), (X2,Y2) be two random vectors and C’l, Cy the survival
copulas of (X1,Y7) and (X2, Y2) respectively.

Definition 1.4.17. (X, Y3) is more concordant or more PQD than (X1, Y1)

if
C1 =pgp Co.

Remark 1.4.18. Fven if the dependence meaning is lost, the partial order
defined in Definition 1.4.16 can be formally extended to the set of semi-
copulas.

Any dependence concept can induce the corresponding dependence or-
dering: more LTD, more TPy, more SI, more PLR. For definitions and
examples, see e.g. [68].
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Chapter 2

Dependence and evolution of
dependence

This chapter is devoted to the study of the evolution of dependence, both
in absence and in presence of defaults.

The analysis developed in absence of defaults can be seen as a more gen-
eral case than tail dependence. As said in the Introduction, tail dependence
concerns how dependence evolves after we observed extreme events, while
by “evolution” we mean the changes in the dependence structure, due to
the entire flow of information and not only to extreme events.

The analysis of the evolution in presence of defaults is inspired by the
study of default contagion, phenomenon consisting in a decrease of the joint
survival function of the n — k surviving units after the k-th failure occurs,
at the k-th default time.

The chapter is organized as follows. In Section 1, we provide conditions
for preservation of dependence properties along the family of lower threshold
copulas {C. }.¢ (1) of a pair of non-exchangeable r.v.’s, that, without loss of
generality, are supposed to be uniformly distributed on [0, 1]. By a change of
parametrization, from {C,} 2€(0,1]» it is possible to obtain a family of upper

threshold copulas {C't}tzo, coinciding with the family of survival copulas.
Since we are considering a monotonic change of parametrization, the results
of Section 1 can be applied to the family {C't}tzo, considered in Section
2. In order to operate such a change of parametrization and to give it a
practical meaning, we assume the variables to be exchangeable. We then
study some aspects of the monotonicity behaviour of the family {ét}tzm
both not considering the possibility of defaults and at default times. More
precisely, we find out conditions for stochastic dependence being decreasing
at default times and progressively increasing between two subsequent default
times.
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2.1 Threshold copulas and positive dependence

In this section we consider a pair of two continuous random variables
X,Y, with joint distribution function F(z,y) =P (X < z,Y < ).

Starting from a notion of positive dependence P and from the family of
the lower threshold copulas C, associated to a bivariate distribution having
copula C, we define different notions of positive dependence for C, reflecting
the dependence properties of the copulas C, for some z.

As first, we analyze some structural aspects of lower threshold copulas
and of the given definitions. Furthermore we analyze the specific cases
arising from relevant special choices of P (e.g., PQD, LTD, TPy, PLR).
Our analysis, in particular, allows us to present a number of examples and
counter-examples, which can be useful in the study of tail dependence for a
bivariate distribution.

For every real z such that P(X < z,Y < z) > 0, we consider the new
distribution function

F.(z,y) =P(X <z,Y <ylX <zY <z2). (2.1)

As will be made clearer in Subsection 2.1.1, by Theorem 1.3.6, we are
allowed, without any loss of generality, to consider, in place of (X,Y), a
pair of random variables U,V uniformly distributed over [0,1] and with
joint distribution determined by the copula C'. We can then replace F' with
C. Furthermore we consider, for 0 < z < 1, the copula C, defined as the
connecting copula associated with F,. The copulas C, (0 < z < 1) are
called lower threshold copulas associated with C. In Subsection 2.1.1 we
detail some structural aspects, relevant for our analysis, concerning C', and
the relations between C, and C.

We can now explain the purposes of this section.

Let P be a positive dependence property. The condition “C, satisfies P”
(for some z) can actually be interpreted as a condition on C. Now, let A be
an interval of (0, 1].

Definition 2.1.1. We say that C is (P;A) if C, is P for every z € A. In
particular, we say that C is hyper-P if C is (P;(0,1]).

An hyper-P property may be thought of as a property of positive de-
pendence, of its own. As a main purpose of this section, we are interested
in comparing the properties P, (P;A) and hyper-P.

Our study is carried out in Section 2.1.2; therein we in fact analyze basic
aspects of the Definition 2.1.1 and derive some conclusions that can be of
interest for research about tail dependence. In particular we are interested
to see cases where hyper- P does coincide with P or where hyper-P coincides
with some other known property, stronger than P. We specifically analyze
here the properties (P;A) and hyper-P, for P = PQD, LTD, TPs, PLR,
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thus providing a better comprehension of Definition 2.1.1 along with some
useful examples and counter-examples.

For a better comparison with the literature about tail dependence, in this
section we prefer to express our results in terms of distribution functions,
connecting copulas, and lower threshold copulas. In other parts of the thesis,
where we mostly refer to applied fields such as reliability, survival analysis,
interacting defaults, X, Y are typically non-negative variables and, for given

F(z,y) =P(X >z,Y > y), we consider
Fi(z,y) =P(X >t+2,Y >t+ylX >t,Y >t),

in place of (2.1). For every t > 0 such that P(X > ¢,Y > t) > 0, F} is
then the survival function of (X — ¢,Y — t) conditional on the fact that
(X > t,Y > t). Denoting by (X;, Y;) the random pair whose survival
function coincides with Fy, X;, Y; are then interpreted as residual lifetimes.
The evolution of the dependence among X;, Y; can be studied in terms of
the upper threshold copulas, that are the survival copulas of the Fy’s. The
results about lower threshold copulas can be equivalently reformulated for
upper threshold copulas by means of a simple transformation.

2.1.1 Threshold copulas

Let U,V be two random variables defined on the same probability space
(Q, F,P) and uniformly distributed on [0, 1] with joint distribution function
the copula C. For every z € (0,1], suppose that C(z,z) > 0. We are
interested in the conditional distribution F, of (U, V') given that U < z and
V < z. For every z,y € [0, 2], we have:

Clz,y)
C(z,2)

The univariate marginal distribution functions G, e H, are given, for every
z € [0, 2], by

F.(x,y) =PU<z,V<y|U<zV<z=

C(x,z)
4 :]P) < bl g S ) é =
G.(x) U<z, V<2z|U<zV<2) C( )
and Clo. )
Z,T
HZ :]P) < 9 g S 9 é = 7’
(z) U<z V<a|U<zV<2) C( )

The connecting copula associated with F), is obtained, for every u,v in
[0,1], from
C(hz ' (uha(2)), k' (vk:(2)))
C(z,2) ’
where, for any fixed z € (0,1], h, : [0,1] — [0, 2], ho(u) = C(u,z), is the
horizontal section of C' at the level z, and

ht(u) = sup{z’ € [0,1] | C(¢', 2) < u}

z

Cx(u,v) = (2.2)
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is its pseudo—inverse; analogously k. : [0,1] — [0,z], k.(u) = C(z,u), is
the wertical section of C at the level z, and k! is its pseudo-inverse. In
particular, we suppose that, for any fixed z € (0, 1], h, and k, are strictly
increasing on [0, 2] and, therefore, h; 1 and k; ! are their respective standard
inverse functions on [0,C(z,z2)]. Obviously, h,(z) = k.(2) = C(z,2) for
every z € [0, 1].

Remark 2.1.2. Eq. (2.2) shows that, for any z, C, only depends on the
restriction of C' on [0, 2]2.

The copulas C, defined by (2.2) are called lower threshold copulas asso-
ciated with C.

In the sequel, we will denote by C the class of all copulas C' satisfying
our assumptions, i.e. C(z,z) > 0 for every z € (0,1], and C has horizontal
and vertical sections (at a fixed ¢ € (0, z]) strictly increasing on [0,z]. In
particular, every C' € C generates the family of copulas {C.}.c(,1- We
notice that C7 = C.

Remark 2.1.3. Given a copula C, the left-residuum of C is the function
RL . [0,1]> — [0,1] defined by R.(z,y) = sup{z’ € [0,1] | C(¢',z) < y}
and the right-residuum of C is the function Ry, : [0,1]* — [0,1] defined by
Ri(z,y) = sup{z’ € [0,1] | C(z,2") < y}. These two functions have been
proved to be useful in multivalued logic. Here, it is important to note that, by
using the results of [40], both Rlc and Ry, are continuous in each argument

with Rlc(z,u) = h_Y(u) and Ri.(z,u) = ko L(uw).

Remark 2.1.4. In previous papers, the lower and upper threshold copulas
are called lower and upper tail dependence copulas. Here, we prefer to adopt
a different terminology following [72, section 7.6.3], also in order to avoid
confusion with the (different) notion of tail copula presented in [47].

Before investigating the evolution of the dependence along the family
{C.}.c(0,1), for what follows, it is important to note that, with z spanning
(0, 1], the family has “no jumps”, in the sense that the copulas C,, and C,,
are close each other with respect to the L°°—norm for sufficiently close zg
and z1, as stated in the following result.

Proposition 2.1.5. Let C € C. The mapping U : (0,1] — C, z— C.,
is continuous, in the sense that, for every (u,v) € [0,1]* and for every
2o € (0,1], C;(u,v) converges to Cy,(u,v) when z tends to z.

Proof. We have to prove that, for all u,v € [0,1], for every fixed zy in
(0,1] and for all € > 0, there exists 6 > 0 such that, if |z — z9| < 0, then
|C%(u,v) — Cyy(u,v)| < e.

20



First, for fixed zg € (0,1] and (u,v) € [0,1]?, consider that

=t =[5 - et
|C(,y)C (20, 20) — C(z0,%0)C (2, 2)|

C(2,2)C(20, 20) ’

where
z =Ny (uhs(2)), y = ko (ke (2)), 20 = by (uheg(20)), Yo = Kz (VK (20))-
1
For |z — 2| < 9, set a(z) = anda@= sup «afz).
0(27 Z)C(Z(], ZO) zi|z—z0|<8
We have:

|C(,y)C (20, 20) — C(z0,90)C (2, 2)]
< [C(z,9)C (20, 20) — C(2,y)C(2,2)| + |C(,y)C(z, 2) — C(z0,90)C(2, 2)|

= C(z,9)|C(20,20) — C(z,2)| + C(z,2)|C(z,y) — C(x0,y0)|.
Since a copula is a Lipschitz function (with constant 1),
|C (20, 20) — C(z,2)| < 2]z — 29| < 20.
Analogously,
[C(z,y) — Clzo,y0)| < |z — mo| + [y — o-

In order to estimate |z — xg| and |y — yo|, we notice that h; ' (w) and k!(w)
!

are alternative notations for the left- and right- residua of C, R' = Rlc and
R" = R{, respectively. Then

|z — x| = ]Rl(z,uC(z, z)) — Rl(zo, uC(z0,20))|
< ]Rl(z,uC(z, z)) — Rl(zo, uC(z,2))| + |Rl(z0,uC(z, z)) — Rl(zo, uC'(z0, 20))|-

R! being continuous in each argument means that, for all n;, 7y > 0,
there exist d1, do > 0 such that

i) for |z — 20| < 61, |RY(2,-) — R(20,")| < m1;
i) for |w — wo| < &, |R(-,w) — RY(-,wp)| < 12
Therefore, for u|C(z,z) — C(z0,20)| < 2u|z — 20| < d2,
|R! (20, uC (2, 2)) — R (20, uC(20, 20))| < m1.

Since u|C(z, z) — C(z0,20)| < 2u|z — 20| < 2ud < 26, it is sufficient to take
d2 = 20.
By decreasingness of R! in the first variable,
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|RY(z,uC(z,2)) — R(20,uC(z, 2))|

{ Rl(z,uC(z,2)) — RY(20,uC(2,2)), z€ (20 —9,20),
Rl(z0,uC(z,2)) — R(2,uC(2,2)), z€ (20,20 + ).

By increasingness of R in the second variable,
RY(z,uC(z,2))—R' (20, uC(z,2)) < R (z,uC (20, 20))—R' (20, uC(z9—6, 20—0)) <
|R! (2, uC (20, 20))— R (20, uC (20, 20))|+| R (20, uC (20, 20)) — R' (20, uC(29—6, 20—9))|.
I_Xgai_n, by continuity of R! in both the variables, for all 7j1, 72 > 0, there exist
01, 02 > 0 such that |z — 29| < 01 and |uC(20, 20) — uC(20 — 9, 20 — 0))| < 02
respectively imply
| R (2,uC (20, 20)) — R'(20,uC (20, 20))| < 71

and

|R! (20, uC(20, 20)) — R (20, uC (20 — 6, 20 — 0))| < 7.

Since u|C(20, 20) — C(z0 — 6, 20 — §)| < 2ud < 24, it is sufficient again to
take d9 = 26 and 47 = 4.
Analogously

RY(20,uC(z, 2))—R'(2,uC(z, 2)) < R'(20, uC (2046, 20+6))— Rl (2, uC (20, 20)) <
|R! (20, uC(20+9, 20+0)) — R' (20, uC (20, 20)) |+| R' (20, uC (20, 20))— R' (2, uC (20, 20)) .

By continuity of R' in the both variables, again, for all My My > 0, there
exist 07, 99 > 0 such that, for

|z — 20| < 9; and |uC(zp, 20) — uC(z0 + 8,20 + 9))| < I,
| R (20,uC (20 + 6, 20 + ) — R'(20,uC (20, 20))| <,

and
|R! (20, uC(20, 20)) — R(z,uC(20, 20))| < 7y

Again, it is sufficient to take §; = 0 and J, = 24.
Therefore
|R!(z,uC(2, 2)) — R'(20,uC(2, 2))| < max(7fj + 75, 11} +n,) = 11"
Thus, for all 7', there exists a 0y > 0 such that, for
|z — 20| < 3y, |7 — x0| < 1,

where it has to be B B
0y = min(dy, 01,99, 02) = 6.

By the same arguments applied to Ry, we have also that, for |z —zg| < 4,
ly — yol <n". Thus, by putting 1 = n' + 7",

|C(u,v) — Cyy(u,v)| <@(20C (x,y) + nC(z,2)) < @(26 +n).

Choosing § < 2% — g, the proof is concluded. O
a
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In order to state some properties about the family {C }.¢ (g 1, it is hence

important to consider whether the absolute continuity is preserved by every
C,.

Proposition 2.1.6. Let C' be a copula having non-zero first derivatives
almost everywhere on [0,1)2. If C is absolutely continuous, then C, is abso-
lutely continuous for every z € (0, 1].

Proof. For every z € (0, 1], the second mixed derivative of C, is given by:

2 _ O(2,2)05,0(h; H(uh.(2)), k7 (vk.(2)))
O 0) = G N uha(2)).2) - 020 o, b2 (k) (2:3)

We have to check the equality

C.(u,v) = / / 0%,C.(v,0) dvd . (2.4)
0o Jo
Applying (2.2) and (2.4), we obtain

Clz,y) [ [V C(z,2)050(h; ! (vha(2)), k5 (0k=(2)))
C(z,2) _/0 0 alc(hgl(yhz(z)),z)az(/*(z,k;l(ekz(z)))dVdH‘

Changing variables by means of

§=hZ'(vha(2)), 0=k (Ok=(2)), (2.5)
we obtain c oy

Clay) = [ [ ohcemacan
which is the desired assertion. O

2.1.2 Lower threshold copulas and generated dependence prop-
erties

Consider C € C and let {C.}2¢(0,1) be the family of corresponding lower
threshold copulas.

As mentioned before, in this subsection we aim at comparing, for a given
dependence property P, the properties P, hyper-P, and (P; A). Preliminar-
ily, we point out some basic aspects of Definition 2.1.1. Then, for a number
of relevant notions of dependence P, we specifically analyze the properties
(P; A), hyper-P, and relations among them.

Remark 2.1.7. Let A be an arbitrary set of (0,1], A being the closure of
A and consider the two conditions (P;A), (P;A). As an immediate con-
sequence of the continuity property, proved in Proposition 2.1.5, these two
conditions coincide. We may then argue that, in considering the property
(P; A), we can limit attention to the cases when A is a closed subset of (0, 1],
i.e., an interval or a union of disjoint intervals.
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Actually we are mainly interested in subsets A of the form (0, )], for
some constant A € (0, 1].

We notice that the condition (P; (0, \]) for a copula C' has the follow-
ing immediate meaning: it means that C' may not satisfy P and that the
property P possibly holds for all C,, with z being below a given A. This
notion can be of interest in the study of tail dependence. In fact we are
typically interested in proving that C', satisfies a dependence property P in
the limit for z — 0. Thus, proving that C' is (P; (0, A]) guarantees the above
condition without explicitly computing the limit lim, .o C..

A recent result about contagion and connections with tail dependence is
given by [39].

As a consequence of the formula (2.2) (see Remark 2.1.2), we can state
that (P;A) only depends on the behaviour of C' on A% (see Propositions
2.1.8, 2.1.12, 2.1.13, 2.1.16).

Generally, the property (P;A) does not imply P for C' (see Example
2.1.11) nor does P imply (P;A) (see Example 2.1.9).

As far as the property hyper-P is concerned, we notice that hyper-P
implies P, just by definition, since C; = C.

Specifically, we pass to analyze the properties (P;A) and hyper-P for
relevant notions of dependence recalled below (see also [63, 78] for a more
complete overview).

From now on, in this section, we assume A = (0, ] be an interval of

(0,1 and C € C.

Proposition 2.1.8. A copula C is (PQD; A) if and only if C' satisfies
C(z,y)C(z,2) = C(z,2)C(2,y) (2.6)

for every x,y,z€ A, x <z and y < z.

Proof. By definition, C' is (PQD; A) means that C,(u,v) > uv for all z < A,
that is C' (h; ! (uh=(2)), kz 1 (vk:(2))) > wC(z, 2).
By putting = = h; ' (uh.(2)), y = k. ' (vk.(2)), we get

Cly) 2 3 k)

that is inequality (2.6). O

According to the general Definition 2.1.1, the copulas II(u,v) = uv and
M (u,v) = min(u,v) are hyper-PQD.

It is also easy to show that, if C' is TP, then it is hyper-PQD. Moreover,
as stated in general before, if C' is hyper-PQD, then it is PQD. The converse
implication is false, as the following example shows.
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Example 2.1.9. Let C be the copula given by

2,2
C(u,v) = min <u,v, u—2|—v> .
Then C is PQD, but not (PQD;A) for A = (O, %] In fact, by considering
rT=y= %, we obtain that
36 25 61
Cley)C( ) <(

2
~ 100100 200> =C(z,2)C(z,y).
Therefore, C(u,v) > uv on [0,1]%, but C%(u, v) < uv for some (u,v) €

[0,1)2. Actually, in view of Proposition 2.1.5, for every z belonging to a
neighbourhood of %, C, is not PQD.

It is interesting to note that, for an Archimedean copula C(u,v) =
o Yp(u) + ¢(v)) [78], the notions of TPy and hyper-PQD coincide. Fur-
thermore, these conditions are equivalent to z — (e *) being convex: the
proof can be derived directly from [2, section 4.5].

It is known and immediately follows by Definition 1.3.11, that upper
and lower bound of a PQD copula are respectively M (u,v) = min(u,v) and
II(u,v) = ww. Since, in general, a PQD copula is not hyper-PQD, the lower
bound for C' is not preserved for C,. Even in this case, we can obtain for C
a better lower bound than W (u,v) = max(u + v — 1,0).

Proposition 2.1.10. If C is PQD, then, for every z € (0,1], we have that
C.(u,v) > max(uvz®, max(u + v — 1,0)). (2.7)

Proof. Since C'is PQD, uv < C(u,v) < min(u,v).
In particular, uz < h,(u) < min(u, z) and, consequently,

u < h;'(u) < min (g,z> for all u € [0, 2].

Since the fact that an analogous inequality can be proved for k,, we obtain

C(h ! (uz?), k7' (v2%) _ ht(uz?) - kit (v2?)

> uvz3,

>
Cz(“a U) = P P

and hence (2.7) holds. O

Now, note that if C satisfies (PQD, (0, \]) for a given A < 1, then C
needs not be PQD.
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Example 2.1.11. Consider, for example, the copula C given by

uv

—, (u,v) € [0, \]?,
A A A
C(u,v) = _ (YA VT A 2
(w,v) = ¢ A+ (1 = \)C <1_A,1_A), (u,v) € [\ 1]2,
min(u, v), otherwise,

where C'(u,v) = wv[l — (1 — u)(1 —v)] is a copula that is not PQD, and
hence nor C is PQD. Actually, C is an ordinal sum of the copulas II and C’
with respect to the partition ([0, A, [\, 1]) (see e.g. [78] or previous chapter).
Now, compute C,(u,v) for any z € (0,\]. We obtain

A
C.(u,v) = — - C(uz,vz) = w.
z
It follows that C, is PQD for any z < A, even if C' is not PQD.

Now, let us consider the other dependence properties, LTD, TPy, PLR.
Similarly to Proposition 2.1.8, the following result holds for the LTD prop-
erty.

Proposition 2.1.12. C is (LTD(V | U); A) if and only if

C(z,y)C(a',2) = C(z,2)C(a',y) (2.8)
forall z € A, x,2',y € [0, 2] such that x < z’.
Proof. Since C is (LTD(V | U); A), then, for any u </,

C(h; (uC(2,2)),k; 1 (vC(2,2))) _ C(hz'(W'C(z,2)), k' (vC (2, 2)))

> b
U - u!
that is Cz.2) Clz.2)
2,2 2,2
bl C > C / Y
C(.T,Z) (‘T?y) = (:B ay) C(.Z'/,Z)
for all 2,2’y < z such that < z’. Thus, we obtain (2.8). O

An analogous condition holds and can be proved in the same way for
(LTD(U | V); A).

Examples of hyper-LTD(V | U) copulas are II(u,v) = uv and M (u,v) =
min(u,v). Since they are symmetric with respect to u and v, they also are
hyper-LTD(U | V).

As to TP, we find some differences from the other dependence properties
taken into account until now. As we can easily deduce from the following
proposition, (TPg; A) is a weaker property than TPo. We can build a copula
satisfying (TPy; A), but not TPy (see Example 5.2.9 below).
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Proposition 2.1.13. A copula C is (TPa; A) if and only if C satisfies (1.5)
on A2.

Proof. By definition, C' is (TPg; A) if and only if, for every z € A, C, is TPy,
i.e.

C.(u,v)C, (v, v") > C,(u,v")C, (v, v),

for all w < v/ and v < v'. Writing explicitly the multiplicands and making
suitable substitutions, we obtain that, for every x,2’,y,y’ € [0,z2], z < 2/,
y <y, and for every z € A = (0, \],

Clz,y)C(a',y) = C(z,y)C (', y),
which is the desired assertion. O

In particular, C' is hyper-TPs if and only if C is TPs, as the following
corollary states.

Corollary 2.1.14. Let C € C be the connecting copula of the random pair
(U,V). Then the following statements are equivalent:

(a) C is TPs;
(b) C is hyper-TP;
(c) C is hyper-LTD(V | U) and hyper-LTD(U | V).

It is easy to show that both hyper-LTD(V | U) and hyper-LTD(U | V))
separately imply that C' is PQD.

We note that, in order to obtain for C the stronger property TPs, both
hyper-LTD(V | U) and hyper-LTD(U | V') have to be satisfied. Statement
(c) can be simplified if we have a condition that guarantees

LTD(V | U) < LTD(U | V) (2.9)

(and therefore hyper-LTD(V | U) < hyper-LTD(U | V')). In this case we
simply say that C' is LTD (hyper-LTD). A sufficient condition for (2.9) is C
being exchangeable.

Corollary 2.1.15. Let C € C be the connecting copula of the exchangeable
random pair (U, V). Then the following statements are equivalent:

(a) C is (LTD(V | U);A);

(b) C is (LTD(U | V); A);

(c) C satisfies (1.5) on AZ.
In particular, C'" hyper-LTD(V | U) (resp. hyper-LTD(U | V')) is equivalent
to C being TPs.
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Finally, we consider the PLR property, which can be introduced only for
a copula C that is absolutely continuous on [0,1]?, i.e.

Clu,v) = /0 /0 92,0 (. 6) dvd,

where 97,C denotes the second mixed derivative of C.

Proposition 2.1.16. C is (PLR;A) if and only if 03,C satisfies (1.5) on
A2

Proof. By definition, C'is (PLR; A) if and only if C, is PLR for every z € A,

i.e.

0?C.,(u,v) 0*C,(u' ") - 0?C. (v, v) 9*°C(u,v")

Oudv Judv - OJudv Oudv
for every u,u’,v,v" € [0,1], u <« and v < v'. Using Eq. (2.3), after some
simplification, we obtain the desired assertion. ]

Analogously to TPs, it may be proven that C' being PLR is equivalent
to C being hyper-PLR.

The relationships among considered dependence properties and related
hyper-dependence properties are summarized here.

(PLR;A) = (TPy;;A) =  (LTD(V |U);A) (or (LTD(V | U); A))

T f ¥
PLR = TP, = LTD(U | V) (or LTD(V | U))
0 1
hyper-PLR = hyper-TPy = hyper-LTD(U | V) (or hyper-LTD(V | U))
I

(LTD(V | U); A) (or (LTD(V | U); A))

2.2 Semigroups of semi-copulas and evolution of
dependence at increase of age

Let F(z1,...,2,) = P(T1 > 21,...,T,, > x,) be a n-variate joint sur-
vival function, with univariate margins G; (z) =P(T > z), i=1,...,n.

Such a F (z1, ..., x,) identifies a survival model M, consisting of n units
D+,...,D,, whose lifetimes are n random variables 17, ...,T}.

The dependence structure of M is described by suitable analytical prop-
erties of the survival copula C(uy, ..., u,) = F {é{l (u1),.. .é;l (un)}

We recall that, first of all, G1,. .., G, have to be continuous, in order to
admit a unique copula. This implies F to be continuous as well. We also
assume G1,...,G, to be strictly monotonic, so that they are invertible, and
F to be strictly decreasing in each variable. Recalling that the n-variables
functions we deal with are symmetric, we could limit ourselves to assume
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that, for any fixed t > 0, F(-,t,...,t) is strictly decreasing on [0,¢]. This
assumption is sufficient to imply C' (,2,...,2) being strictly increasing on
[0, 2], for any 2z € [0,1].

Furthermore, we recall, we are in the absolutely continuous case, so that

both F and Gy, ..., G, admit density.

An item of general interest is the model My, obtained from M by con-
ditioning on survival at time ¢ > 0 of all the units, that is, conditional on
the event {11 > t,...,T,, > t}. The model M; can be seen as an evolution
at time ¢ of the model M = M. Furthermore, M; is formally analogous
to M and it is described by the same kind of functions: a conditional joint
survival function

Ft<1'1,...,xn) = P(Tl>t+$1,...,Tn>t+xn|T1>t,...,Tn>t)
 F (x4t an + 1)
F (t,...,t) ’

with univariate margins
G (@) =P(Ty>t+alTy >t,... . Ty>t), i=1,...,n

As a natural consequence of the introduction of the families {F;};>0 and

{éﬁ")}tzo, it is interesting to study the evolution in time of the family of
copulas {C}}>0, where

A = [, =)\~ —(n)\_
Colun, ... un) = Fy {(G,E N (w),... (@)1 (un)}. (2.10)
Under the above-mentioned continuity and monotonicity assumptions on
F and Gy, ...,G,, it is easy to check that we can write C; in terms of C:
ol é(l) —1 el é(”) —1
Crtuns oy — COUEE) ™ ) 0), - GG () 1))
C(G1(t),...,Gn(t))
(2.11)
However, we are mainly interested in the case when 17,...,T, are ex-

changeable.

As already discussed in Section 1.2, all the notation can be simplified
as follows: the joint survival function F is symmetric and therefore for any
i=1,...,n, G; = G. Consequently, the survival copula is symmetric as
well and, in view of Eq. (1.4), it can be written as

Cu,...,up) = F(G Hw),...,G  (uy)). (2.12)
Since conditioning is symmetric in all the variables, the vector
(Th—t,.... T, —O)|Ty > t,...,T, >t

of the residual lifetimes of Dq,..., D, at time t is exchangeable as well.
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Proposition 2.2.1. Let (T1,...,T,) an exchangeable vector. Then, for any
t>0, (Ty—t,...., T, —t)|Th > t,...,T,, >t is exchangeable.

Proof. Let o be a permutation of n elements:

o(l,....n)=(01,...,00).

By hypothesis, for any o,

F(z1,...,20) = F (25, ..., Z5,) - (2.13)

Since we can write F; in terms of F, we have that, for any permutation o,

T ( x)_F(l‘l—l—t,...,l‘n—{—t)_F(U($1+t,...,$n—|—t))
PR F (t,....1) F (t,....,1)

F (25, +t,..., 2T, +1) =
— z =Ft(%0y5---3%0,) -
F (t,....1) t (@ )

O]

Therefore, for any ¢ > 0, the conditional joint survival function Fj is
symmetric and its margins are given, for any i = 1,...,n, by

71(51) (x):ét(x): F ix—kt,t,...,t)'

F (t,...,t)
Again, we write Cy in terms of C:
- — 1
C@), ., G())

From now on, in this section, we focus on the bivariate case. We con-
sider a pair of exchangeable lifetimes X, Y and the family of the conditional
survival functions Fy (x,y) of (X —¢,Y —t) given (X > ¢,V > t).

Survival functions and consequently survival copulas

) CIGG,  (w) +1).G(G, ) +1)]

Ci(u,v) = C(G1),G(t)

(2.15)

are more natural tools when we deal with non-negative random variables,
in applied fields as Reliability or Finance.

It is possible to obtain the family of survival copulas {ét}tzg from the
one of lower threshold copulas {C.}.¢(o,1], defined by (2.2) (applied to the

survival copula C’), by adopting for the family a different parametrization.

G (2.

In this case, the change of parametrization is t = G
Such a change of parameterization is made possible by
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e the strict monotonicity of the margin G;

e the exchangeability of the variables, that is by the fact that the margins
are equal.

Under these hypotheses, all the results of the previous section can be ex-
tended to the family of survival copulas.

The parametrization in ¢ € [0, +00) has the disadvantage to depend on
the margin G; however, it is more proper to state and prove the following
result.

Let be 7,5 > 0, C, the survival copula obtained by applying (2.15) to C,

fort =r, and (CA'T) s the survival copula obtained by applying again (2.15),
this time to C,, for t = s.

Proposition 2.2.2. Using the above notation, for any r,s > 0,

A~

(Cr)s — Ar+s-

Proof. For fixed r > 0 we consider the survival model with joint survival
function F, and margin G,.

We now notice the semigroup property of the families {F;}+>0 and {Gy}+>o.
We can associate to the new model the families {(F,)s}s>0 and {(G)s }s>0,
such that, for any ¢,s > 0,

(F'r)s = Fr—i—s and (ér)s = ér—l—s-

By definition, the survival copula of the model F, is
Co(u,0) = F, (é;l(u),é;l(v)) .
We have to prove that
(Cr)s=Crys  Vr,s>0.
By applying (2.15) to (C’r)s, we obtain
C, |:ér (é;is(u) + 8) , Gy (é:s(v) + s)}
Cr(Gr(5), Gr(5))

(C)s(u,v) = (2.16)

By applying again (2.15) to C, in Eq. (2.16),

A é[é <ér_—is(u)+8+7"> ,@(@;ﬁs(v)—i-s—i—rﬂ
ot = CGlr +3).Gr+ ) -

The thesis follows by pointing out that the right-hand side of the last equa-
tion coincides with Cyys(u,v). O
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As mentioned in the Introduction, one purpose of ours is to analyze
increase or decrease of dependence between residual lifetimes, with respect
to the PQD order (see Definition 1.4.16).

Considering X = X7 —t and Yo = Y] — ¢, monotonicity of the mapping
t — C,, with respect to the “more PQD” order, has the following meaning;:
if t — C is increasing in t, the residual lifetimes will be more and more
dependent as age increases.

We are then interested in describing analytical conditions for such mono-
tonicity properties.

To this purpose, we suppose t +—> C’t(u, v) differentiable for any u,v €
(0,1) (see below).

Since we are dealing with exchangeable variables and hence with sym-
metric survival functions and survival copulas, we can write

) 9 . 9 .
VC(z,2)-(1,1) = 28—:“0(2,7;) = Qa—mC(z,z).

Remark 2.2.3. The differentiability of t — C’t(u,v) for any u,v € (0,1) is
guaranteed by the following conditions on C':

~

o A(t,t) >0 fO’f’ any t € (07 1];
0

o é(u,v), —C'(u,v) exist and are strictly positive for any
8%1 8%2

(u,v) € (0,1)2.

We will denote by SR (z,w) the partial derivative of the residuum R(z1, x2)
Z;

with respect to the i-th variable computed in (z1,x2) = (2, w).

As we can expect in view of Eq. (2.15), under the hypothesis that ¢ —
Ci(u,v) is differentiable for any u,v € (0, 1), the monotonicity properties of
t— C’t can be characterized in terms of C' and its sections. We have in fact

Proposition 2.2.4. Let t — Cy(u,v) be differentiable for any u,v € (0,1).

The map t — Cy is increasing if and only if, for any u,v € [0, 1],

OR(1,u) OR(1,v)
8%1 ’ 8%1

2 |C(u,v) — VC(u,v) - < ) > 0.(2.18)

Proof. In view of the semigroup property of {C't}tzo, it is sufficient to study
the sign of the derivative of Cy wrt. tfor t = 0. Since the change of
parameter given by z = G(t) is strictly decreasing, instead of differentiating
Eq. (2.15) w.r.t. t, we can differentiate w.r.t. z the simpler Eq. (2.2), that,
in the case of exchangeable variables, can be further simplified as

_1uzz , _11)22
€)= S h(c()) gf (vh(2)))
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We recall that h;!(w) can be alternatively denoted by R(z,w). Since we

are in the exchangeable case, Rlé = RTC‘ = R.
Thus we need to check that

0
&C’Z(u, v) <0.
z=1
: . . .0
To this purpose, we now compute the partial derivative 502 (u,v).
0 1 A .
—Cy(u,v) = = C(z,2)VC(R(z,uC(z,2)), R(z,vC(z,2)))
0z C(z,z
dR A dR .
(2’(2’ UC(Z, Z))? dz (Za ’UC(Z, Z)))
- é(R(z,ué(z,z)) R(z vé(z,z))) VO(z,2) - (1 1)}
where

B e 2) = 2B w2 + w2 (o ul (e, 2) Vo2 (11)].

dz Oz Oz
Since [C'(z, z)]? is positive for any z > 0,
0
%Cz(@h ’U) S 0

if and only if
C(z,2)VO(R(z,uC(z, 2)), R(z,vC(z, 2)))-

OR OR, oC
e —(z,uC(z,2)) + 2ua—a:2( UC(Z’Z))T@(Z’ 2)
OR OR A oC
o, —(2,0C(z,2)) + 2087372( UC’(z,z))a—m(z,z)
—2C <R(z,ué’(z,z)),R(z,vC’(z,z))) ailé(z,z) <0. (2.19)

We recall that, by definition of copula, C (1,1) =1 and
aaC(l 1) = 1; furthermore, by definition of residuum, R(1,w) = w and,
x
consequently, SR (1,w) = 1. By putting z = G(0) = 1 in Eq. (2.19), we

obtain

~

R OR OR N oC
| = —_— 2 -2 —(1,1) <0.
VC(u,v) <8$1(1,u) + 2u, 8wl(l,v) + U) C(u,v)axl( ,1)<0
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Remark 2.2.5. A sufficient condition for z — C, being decreasing is

~

VC(u,v) - (gfl(l,u) + 2u, ngl(l,U) + 21)) <0.

In fact, since C‘(z, z) is increasing in z, it is sufficient to impose the numer-
ator of (2.15) decreasing in z.

As far as notions of dependence are concerned, the approach of defining
potentially new conditions of dependence has been developed more system-
atically in the previous section.

Even by changing parametrization, the same conditions for preservation
of dependence properties hold, as the following proposition state.

We start by considering again the notion of PQD.

Proposition 2.2.6. The condition Cy “PQD for allt > 07 (C’t hyper-PQD)
s equivalent to

Clu,w)C@W" ") > Clu,v")C (u,u"), (2.20)
for any u,u”,v" such that 0 <u” <u <1, 0<v" <u<l.

Proposition 2.2.7. The condition “Cy LTD forallt > 0" (C‘t hyper-LTD)
is equivalent to C' being TPs.

Proposition 2.2.8. C; TP, for allt > 0 (C’t hyper-TPs) is equivalent to
C TPs.

For sake of completeness, we report here also the proofs obtained in the
particular frame C' has the meaning of a survival copula.

Proof (Prop. 2.2.6). 1t is well known (and immediate to check) that the
survival copula of a bivariate survival function F is PQD if and only if the
survival function itself is PQD, that is

F(z,y) > G(z)- G(y).

Thus, the condition C, PQD for all t > 0 is equivalent to F; being PQD
for all ¢ > 0, that is

Flt+atty)  Ft+at)F(tt+y)

F(t,1) — F(t,t)  F(t,1)

(2.21)

for any t,z,y > 0.
Eq. (2.21) can also be written in terms of the survival copula, as

C(G(t),G(t) C (Gt +2),G(t+y)) = C (Gt +2),G1t) C (Gt),G(t +y)).
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By the arbitrariness in the choice of t,z,y > 0, the proof can be com-
pleted by letting

u = a(t)v u’ = é(t—i—l‘), v = @(t +y)
O

Proof (Prop. 2.2.7). It is also well known (and, again, immediate to check)
that the survival copula of F is LTD if and only if

F(zx,
G(x

<
~—

non-decreasing in x, for any y > 0.

~—

In view of (4.3), C; LTD for all ¢ > 0 means

Fltt+a"t+y) _ F(t+a't+y)

F(t+a't) — F(t+a,t)

for any t,2', 2",y > 0, with 2" > 2/.
By the arbitrariness of ¢,2’,y and the condition z” > z’, we can easily
see that the above inequality is equivalent to the TPy property of F. O

Proof (Prop. 2.2.8). It is known (see e.g. [77]) that, for any fixed ¢ > 0,
F, TP, & C, TP,
But, since
F TPQ = Ft TPQ Vit > 0,

as straightly follows by the definitions of F; and TP, it is sufficient C TP,
to conclude that
Cy TPy, Vt>0.

O
Remark 2.2.9. We have already 0bs§rved, wn the general case, that Cy PQRD
for all t > 0 is not enough to get C T P5. However, we can still express

C TP, as a PQD-condition on models of residual lifetimes. Consider the
family {Fap}ap>o0 of joint survival functions,

_ - ,
Fop(z,y) =P(X —a>z,Y —b>y|X >a,Y >b) = W
a‘?

(so that, with this notation, Fi(z,y) = Fi.(x,y)) and the corresponding

families % ) A
{G‘“’ }a,bzo’ {G“’b }a,bzo’ {Ca’b}a,bzo'
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It can be proved that the following equivalences holds
Cop PQD < Fop PQD and Cop TPy < Fop TPy
moreover,
Fop PQDVY a,b & Fop TPV a,b & F TPh,.

Analogous results to those above can be easily formulated for the nega-
tive dependence properties NQD, LTI, RRo, corresponding to PQD, LTD,
T P respectively.

2.3 Dynamics of dependence properties for life-
times influenced by unobservable environmen-
tal factors

In the previous sections of this chapter we studied the evolution of
stochastic dependence properties of F;, as t increases, without the occur-
rence of failures. In this section we take into account this eventuality.

Roughly speaking, we condition on an event of the form

By ={Tny=t1,..., Ty = th; T(ps1) > t},

where 0 < t1 < --- < t} < t. It is useful for our purposes to consider the
ordered residual lifetimes of the units surviving at time ¢, i.e. the random
variables

(T(k+1) —1,... 7T(n) — t)|ft.

From now on, even if not specified, by this writing, we implicitly mean that
k= Nt.

In order to deal, at any t, with exchangeable random variables, we define
the following vector X; = (X},..., X% of exchangeable residual lifetimes.

Definition 2.3.1. The exchangeable residual lifetimes of (Th,...,T,) at
time t are the exchangeable random variables X}, ..., thfk admitting
(Tig41) — ts- - Tiny — )| Ft as order statistics.

Concerning the distribution of (X}, ..., X"%), it is given by

Ft (5131, ...,a;n,k) =

P (th > 1, ...,leik > :En_k|T(1) = t1, ...,T(k) = tk,T(k+1) > t) =
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/ / F&s o &nmirte, oy ti)d€y - - - d&i;
r1+t Tp_+t

/OO.../OO FOEL ooy ptos b, o ) dEL - - dEni
t t

n—Fk times

At jump times, that is, if T{x41) =t = {41, the distribution of
(X}, ..., XPF1) it is given by Frg (@15 Tpegp1) =

/ / &1, &1 t1, oy tig1)dEr - - dEy g1

1+Htk41 n—k—1+ttei1

/ (€1 oo ot s o1 )EL - ot
l41 tht1

n—k—1 times
The j-dimensional margins ng), t € [Ty, Trg1)), J < n—k, are given
by
F,Ej) (@1, ..y zj) =
P (th > @1y, XD >y, XPTHT 50, XPR S 01Ty =ty e Ty = b Tipsn) > t)

n—k—j times

o0 o oo
/ﬁﬁt”'/mﬁt/t /t FELy oot try ey t)dEr - - - dpi,

/too.../too FOEL ooy eppos b o £ dEL - - dEni

—_——

n—k times

In particular, since (for reasons that will be clearer in the following)
we are interested in dependence of pairs of r.v.’s, we explicitly write the
bi-dimensional margins, at any time ¢ or at jump times:

FEQ) (71, 22) =

P (th > .Tl,XtQ > xg,Xt?’ >0, ...,th_k > 0|T(1) =1, '-'7T(k:) = tk,T(k+1) > t)

n—k—2 times

o poo g o
_/x /t /t FEL oo bnps b1y oy ) dEL -+ - A

1+t Jxo+t

s (2.22)
/ / F(E oo o b1 s ()E -+~ s
t t

N———

n—k times

37



f@)

Ty (F1,%2) =

n—k—3 times

—N—
o o (o] (e.)
/ / / F(€1 &1, t1, oy tig1)dEr - d€ g1
T1t+te+1 Jx2+tp41 Skt lkt1

/ (€0 oo s s oo b )A€ - o
trt1 trt1

n—k—1 times

In this section, we provide specific results for the case when T71,...,7T,

are conditional independent given a random vector ® = (01,...,0,). As
done before, we consider the dependence between two variables, and thus
we study the evolution of the family {CA’t(z)}tZO, where C’t@) is the bivariate
margin of the survival copula in (2.14).
Our results will be based on some notions of multivariate stochastic ordering,
we have discussed in Chapter 1. We study some aspects of the monotonic-
ity behaviour of the family {CA't(Q)}tZO, both at default times and between
two subsequent default times. More precisely, we find out conditions for
stochastic dependence being decreasing at default times and progressively
increasing between two subsequent default times. On this purpose we will
present a preliminary result (see Proposition 2.3.3) that relates monotonic-
ity properties of the posterior densities of ® to properties of hazard rates of
T1,...,T, given ©.

In order to adopt the same notation of the previous sections as to the
bivariate copula and since, where not specified otherwise, we will discuss the
behaviour of the bivariate margin of the copula, from now on, we will write

C; instead of C‘t@).

2.3.1 Family of survival functions and survival copulas in the
conditionally i.i.d. case

Let ® be a random vector with joint density my. We denote by 0 =
(01,...,60,) its realization. Let T7,...,T, be conditionally i.i.d. given O,
with conditional survival function G(z|f) and conditional density g(z|@). For
our purposes, our first step is the computation of the survival copula Cy. To
this aim, we adapt the expression for F to the present case of conditional

independence and identical distribution:

Flar, ... o) = /Rd C(a1|6) -+ Clan|0)70(0)d =

/Rd /: o /:O 9(&110) -+~ g(&nl0)d&1 - - - d&umo(6)db.
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In particular, the one-dimensional predictive survival function and probabil-
ity density respectively become

G(x) = " G(x]0)mo(6)do),

g(x) = /Rd g(x|0)mo(0)do.

We denote respectively by r(z) and r(x|0) the predictive hazard rate of each
T; and the conditional hazard rate, i.e.

In terms of the conditional univariate survival functions G(z|0), we want to
write down, for any z, 2 < j <n — k, the joint survival function F.

In this respect it is important to notice that, if 77, ...,T}, are condition-
ally i.i.d. given ©, it can be shown that X/, ... ,Xt"*k are conditionally i.i.d.
given © as well. In particular, each X} has conditional univariate survival
function Gy(x|0).

We can now proceed with the computation of F;. For any ¢, conditionally
on the history F;, ® admits density

7'['75(9) = 7T(9|.Ft)

If the observation up to t is

Ey={Tqy=t1,..., Ty = tr, Tet1) > t},
by applying the Bayes’ formula, we can write, for t € (T(x, T(x+1))>

() o< [G(H0)]"*g(t110) - - - g(tx]0)mo(0); (2.23)
analogously

T (0) o< [G(t|0)]" *g(t10) - - - g(tx]0)m0(6). (2.24)

We point out that, since

my— (6) oc [G(tx[6)]" "+ g(11]6) - 9(tx1[8)mo(6). (2.25)

it is possible to write

g(trl0)
T, () o WT<2>(0)§(75,€|0) =T (O)r(tr|0). (2.26)

Furthermore

_ [ Clar+106) - Clan + 116)
Fo(wn,. . an p) = /R d ST n(0)d0.  (2.27)
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Thus the univariate margin becomes

Gi(w) = Fu(,0,...,0) = /R d Wﬂt(e)da (2.28)

We are now in a position to write, for any ¢, the survival copula Cy. By
combining (2.27) and (2.28), we obtain

— =1 — A1
Colu, . un_g) = / GG, (w) +116) | GG (nt) £UO) 040
R G(t]0) G(t]0)
(2.29)
In particular, we will study the evolution of the bivariate copulas, ob-
tained as the bivariate margin of the copula in the previous formula and
therefore given by

-1

i [ GG, (u) +1]8) GG, (v) + 1]6)
Ct(“’”)_/Rd G(1]9) G(1]0)

m(6)do. (2.30)

Remark 2.3.2. As to the univariate survival function, it is interesting to
notice the difference between Gi(z) in (2.28) and
Gz +1)

Hi(z)=P(X >t+x|X >t)= o)

Gy(x) is the univariate survival function conditional on the history up tot of
all the variables in the model, while H(z) is the univariate survival function
of one variable, conditional on the survival at t of only that variable.

On the other hand, since conditionally on © the variables are independent,
we can notice that, given @, conditioning on {X > t} is equivalent to con-
ditioning on Fy. Therefore the two univariate conditional survival functions

Gi(2]0) and Hy(z|0) do coincide:

Gi(z]0) =P(X >t + x| F,0) = P(X >t +z|X > t,0) = Hi(z]0).

2.3.2 Monotonicity properties of survival copulas

In order to analyze the evolution of dependence when t elapses, we con-
sider, in particular, the family of survival copulas Cy(u,v), defined in (2.30).

We aim at obtaining conditions for monotonicity properties of {C’t} .
>0

It is natural to split the analysis of {C’t} . into two different stages,
>

namely:
a) at default times T;’s

or
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b) between two of them, i.e. within the intervals (T(x), T(x+1)),
fork=0,...,n—2.

Under the hypothesis that 71,...,7, are conditionally i.i.d., the survival
copulas are given by rather explicit expressions. Therefore, in the following,
we can study the monotonicity of the process {ét}t>0 by means of direct
comparisons. B

In both the two cases a) and b), monotonicity properties of ¢ — C, will
be easily achieved by imposing suitable monotonicity assumptions on the
conditional hazard rate r(t|0).

More precisely, monotonicity properties of t — C, can be obtained from
monotonicity properties of ¢ — my, as stated in Propositions 2.3.6 and 2.3.7
below. On their turn, monotonicity properties of ¢ — m; can be traced
back to monotonicity properties of § — r(t|6), as illustrated in the following
Proposition 2.3.3. We also remark that this proposition has some connec-
tions with the notion of default contagion, as we will see below.

Proposition 2.3.3. The following statements are equivalent:

(a) r(t0) 1 0;

(b) T Zwir 7TT(—) a.s.;

(¢) T Zwir T, for any t' <", ¢ 1" € [Ty, Tpgry), k=0,...,mn—2.
Proof. The implication ( ) = (b) is obvious by taking into account Eq.

0
(1.16) and the identity % = 7(Ti)|0).

(k)
Conversely, by statement (b),

; r(T(l0) 10 as.

Since, for any t > 0, g(t) > 0, 7(T{3)|0) 1 6 a.s. implies 7(¢|0) 1 ¢ for any
t>0.
In order to prove that (a) implies (c), we notice that

tl/
r(t|0) 16 @/ r(tl)dtt o vt <t
tl

Since G(z]0) = exp {— /0 r(t]@)dt} ,

é(t//w) B "
Cwe) exp {/t, r(t|0)dt} 10
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Vol
and the same holds for i (0) - <G(t 10)
mp(6) G(t')0)

Therefore, by definition of weak likelihood ratio order, mpr <, 7y .
Conversely, by statement (c),

n—k
> , with ¢/, " € [T(k)vT(k—f—l))-

‘/tTGWﬁﬁTG
t/

for any t' < ¢", ¢',t" € [Ty, Tir41y), k=0,...,n—2.
Thus, given a,b € Ry, a < b,

/abr(t|0)dt =

Tty Tit1) Ti5) b
/ r(t|9)dt+/ r(tw)dt—i—-'-—i—/ r(tm)dt+/ r(t]0)dt 1 0.

Tt T(j-1) (5
O

We notice that, if © is a scalar r.v., the weak likelihood ratio order in
Proposition 2.3.3 is equivalent to the likelihood ratio order. In this case, we
have then sufficient arguments to prove the following results about mono-
tonicity of {Cy}¢>o.

G (é;l(u) + t|9)
G (t0)

icreasing w.r.t. t. Then t — Cy is increasing in the interval between two
Jumps.

Proposition 2.3.4. Let r(t|0) be monotonic w.r.t. § and

Proof. Assume, for instance, r(t|0) increasing in 6. The proof when r(¢|0)
is decreasing in 6 is analogous.
In view of Eq. (2.29), t — C} being increasing is equivalent to

—1

/ GGy (w)+t0) GG, (v) +10)
R

cee owe  rOPs

Yaltaima 7 Yaltaims 7
11 U t 9
/ G(Gti(u) +1 ‘0) . G(Gti(qﬁ + ‘ )Wt//(ﬁ)dH (231)
R G(t"0) G(t")0)
for any ¢',¢" € [T(y), T(x+1)), t' < t". By Proposition 2.3.3, § — r(t[0) being
increasing implies my >, mr. By (1.15), Eq. (2.31) would be easily ob-

G(G, ' (u) +t]6)

G(t]9)
fact too follows by Proposition 2.3.3.

tained under the condition

being decreasing w.r.t. 6. This

GG ' (u) + 116)
G(t]0)

Furthermore, in order to guarantee (2.31), we also need that

is increasing w.r.t. t.
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Proposition 2.3.5. Let r(t|0) be a monotonic function of 6.
Then CT(k) jPQD Cr- a.s..
(k)

Proof. Assume § — r(t|6) to be increasing. By Proposition 2.3.3,
T (0) i Tre, () a.s.. On the other hand, since r(t|0) 1 6 is equiva-

G(z +t|0) Lo GG, (u) +t)0)
G(t]9) ’ G(t]9)

furthermore, the inequality

lent to is non-increasing in #. Thus, if,

— A — A1
G(Gryy, () + T |6) § G(Gr,, (w) + Tiyl0)
G(T)|0) B G(T10)

(2.32)

holds, by applying (1.15), we would obtain the thesis, that is

—1 —1
[ (T, () + Til0) GG (v) + Tpy|0)
R

— : — 77, (0)d0 <
G(T(110) G(T()|0) ®

— -1 — =1
[ GG (W +Tiwl0) GG (0)+Tilo)
R

)
. . — T~ (0)d6.
G(Tiwy10) G(T1)00) T

The inequality (2.32) is guaranteed by @ii) (u) > @;})(u) for any u € [0, 1],
k
that is equivalent to GTW (z) < @T() (x) for any = € R. Recalling that
k

G = [ W (0)df,
1= | Gl

Gp (x) :/G@+T(k)|0)7r O
Tx) R G(Twlo) T®

éT(k) (r) <G - (x) follows by condition (1.15). Thus we can conclude that,
k

T
for any u,v € [0, 1], C’T(k) (u,v) < C’T(—)(u,v). O
k

When O is a random vector, in order to obtain the same theses of Propo-
sitions 2.3.4 and 2.3.5, we need the assumption 7 MTPs for any t. As a
matter of fact, this hypothesis is rather strong. Sufficient conditions for it
can be formulated in terms of r(¢|6) and G(t|§) by taking into account the
expression (2.23) (see also [83]).

However, ¢ — m monotonic in the weak likelihood ratio order (as in
Proposition 2.3.3) and my MTP, for any ¢ guarantee t — m; being monotonic
in the likelihood ratio order (see Lemma 1.4.14). The latter condition implies
the monotonicity of ¢ — 7y with respect to the usual stochastic order.

We are now in a position to state and prove the following results about

the monotonicity of the family {C’t} . of the survival copulas.
t>
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Proposition 2.3.6. Let r(t|0) be monotonic w.r.t. 0, 7y MTPsy for any t
and

G (é;l(u) + t|9)
G (t]0)

increasing w.r.t. t.

Then t — Cy is increasing in the interval between two jumps.

Proof. Assume, for instance, r(t|f) increasing in 6. The proof when r(t|6)
is decreasing in 6 is analogous. Let us denote

GG, ') +1) GG, () +16)

0,t) = — — 2.33
S 10 i) 25
In view of Eq. (2.30), the condition ¢ — Cy being increasing reads as
/ p(0,¢)my (0)d0 < / o0,y (0)d6 (2.34)
Rd Rd

for any t' < t”. Thus, we want to prove Eq. (2.34). By Proposition 2.3.3,
0 — r(t|f) increasing implies 7y > mpr. Since m is MTPy for any ¢, by
Lemma 1.4.14, mp >y, mpr and, therefore, in particular, it will be wy > g .
By Proposition 2.3.3, § — r(t|0) increasing implies 6 — p(6,t) decreasing.
Therefore, by Eq. (1.15), my >g 7 implies

/ (0, ) (0)d0 < / (0, ')y (8)d6.
Rd

Rti

Since, by hypothesis, t — p(6,t) is increasing,

/ (0, )y (0)d6 < / (0,4 (8)d0
R4

Rd

and therefore

/ p(0, ) (0)d6 < / (0, "y (0)d),
R4

Rd
that is ét’ jPQD C’t” for any t' < t”, t,,t” S [T(k),T(kJrl)) O

Proposition 2.3.7. Let r(t|0) be a monotonic function of 0 and 7, MTPs
for any t. Then
CT(k) jPQD CT(;) a.s.. (2.35)

Proof. Let us define, as in Eq. (2.33),

—1 —1
G(Gr,, (u) +T)l0)  G(Gry,, (v) + T |0)

p(@,Tk ) = - : -
“ G(Ty)0) G(Ty10)
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and
1 1

é(@;— (u) + T(k)m) @(é;— (v) + T(k)\ﬁ)
p(0.T,,) = L : ®
* G(Ti10) G(Tr)0)

We want to prove that

/]Rd p(0, Tig)) 1, (0)do < /Rd p(H,T( ))WT(;)(Q)dH a.s..

Assume 0 — r(t|f) to be increasing. The proof when 6 — r(t|f) is decreasing

is analogous.

By Proposition 2.3.3, T Zwlir 7rT(7) a.s. and then, by Lemma 1.4.14,
k

7TT(k) er WT(;) holds.

) J 0 and therefore § — p(0,t)

On the other hand, r(¢|0) 1 6 implies Gl +’

t[o
G(t]9)
decreasing. We recall that

— é(% + T(k) )
G — e e— 0 da,
Tiw) (x) /I‘Qd G(T(k)‘e) WT(k)< )

_ Gz + Tyy)0
G, (x) = / Gt Twlf) gy
(k) re  G(T|0) (k)

Since ;) >ir WT(;) a.s. implies 77, > WT(;) a.s., by condition (1.15), it

follows that éT(k) () < éT(_) (). This implies
k:

alram lram!
GGy () + To)0) _ GGy () + T )
GTwle) = GIwle)

that is p(0, Tir)) < p(0, T(k)) Hence

/]de(97T(k))7TT(k)(9)d9 S/

Rd

(2.36)

(0, Ty (00 < /R 0. T (0.

Thus we can conclude that, for any u,v in [0, 1], éT(k) (u,v) < CA’T()(u,v)
k
a.s., that is the thesis.
It can be easily shown that the statement (a) in Proposition 2.3.3 implies
a condition of default contagion, in the following sense:
Z(n—Fk)
(T, ey Tpk) = FT(k) (1, oy Tpk), Y x1,...,Zp_g >0. (2.37)

It is then interesting to notice that the assumption guaranteeing default con-
tagion also implies, under our conditions, a jump downward of the copulas
of the surviving units, at default times, as the following proposition states.
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Proposition 2.3.8. C’T(k) =pPQD C’T_ implies default contagion in the sense
(k)
of (2.37).

The analysis of a simple and very well known model allows us to show
now an example of application of both Proposition 2.3.6 and 2.3.7 in the
case 0 € R;.

Example 2.3.9. Consider G(t|0) = e~%, so that r(t|f) = 0. The condi-
tional hazard rate r(t|0) is constant w.r.t. t and increasing w.r.t. 6 and
the assumptions of Proposition 2.3.6 and Proposition 2.3.7 are satisfied. In
particular, if the a priori distribution of © is Gamma(ag, Bo), then, at any
time t > 0, the conditional distribution of © is again Gamma and C, is a
Clayton copula. More precisely,

g

7Tt(9) = 7F(;t)0at—1e_ﬁt9,

with o = ap + Ny, By = o+ >y min(T(xy, t), and

A~

_1 1 —Q
Ci(u,v) = (u a4y o — 1) :

We obtain that t — C, remains constant between two subsequent default
times and makes a jump downward at instants of default.

2.3.3 Concluding remarks

In this last passage, we present some remarks and comments about the
results we have obtained in this section. As we have already said, our main
results are contained in the Propositions 2.3.6 and 2.3.7.

Proposition 2.3.6 states that, if the conditional hazard rate r(¢|6) is
monotonic in # and if the components of ® satisfies a suitable positive
dependence property, namely MTP,, dependence among residual lifetimes
continuously increases at the increase of survival time.

In particular, since residual lifetimes become more and more dependent,
Proposition 2.3.6 gives conditions for the phenomenon of tail dependence.
The latter circumstance means that extremal events are more dependent
than non-extremal ones. In other words, we can intuitively expect that,
eventually, failures will occur each close to the other ones.

Proposition 2.3.7 states instead that, under the same conditions on r(¢|0)
and on @, inequality (2.35) holds, i.e. the dependence among residual life-
times discontinuously decreases when a failure occurs.

Notice that (2.35), i.e. C’T(k) <PQD CA'T(;>7 and default contagion are two

phenomena referring to the behaviour of residual lifetimes at the instants
of defaults. Actually, they appear to be two different phenomena; they are
however related in some way. More precisely, it can be shown that r(¢|)
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monotonic in # also implies default contagion. Still remaining in the present
case of conditionally i.i.d. observations, we can however say more: it can
be proved that CT(k) =pPQD CT(;) implies default contagion (see Proposition

2.3.8).

Let us now come to comment on some technical assumptions in Propo-
sitions 2.3.6 and 2.3.7.

Notice that, even if the likelihood ratio order is a very well known and
most used notion, in Proposition 2.3.3, it is sufficient requiring the weak
likelihood ratio order. In fact, as it happens in the proofs of the propositions
™ (0)
7s(0)

monotonic in #. When 6 is univariate, such a condition corresponds just to
a characterization of the likelihood ratio order; in the multivariate case, it
gives the definition of weak likelihood ratio order. The point is that, in order
to prove Propositions 2.3.6 and 2.3.7, we need monotonicity of the family
{mt}+>0 with respect to the usual stochastic order. In the multivariate case,
the usual stochastic order is implied by the likelihood ratio order, but not
by the weak likelihood ratio order. In order to retrieve the monotonicity of
the family {m;};>0 with respect to the usual stochastic order, it is necessary
imposing, further, the condition that ® is MTPs.

As a matter of fact, in the multivariate case, we distinguish between weak
and strong notions of a same stochastic ordering, whereas, in the univariate
case, the two notions do coincide. Adding the condition ®@ MTP, allows us
to obtain, from the weaker notion of stochastic order, the stronger one.

More in general, one could argue that MTPs, representing a strong no-
tion of dependence, allows us to treat the random vector @ like a scalar
random variable. On its turn, this fact makes it possible to automatically
extend many results, valid for the case of a univariate non-observable factor,
to the multivariate case.

referring to the univariate case, we actually use the condition being
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Chapter 3

Distorted copulas:
constructions and tail
dependence

In this chapter, we examine under which conditions on an increasing
bijection 1 of [0, 1], the distortion Cy: [0,1]* — [0,1],

Cy(a,y) = v(CW™ (x)), v~ (y)), (3.1)

of a given copula C, is still a copula. In particular, when the copula C is
totally positive of order 2, we give a sufficient condition on ¢ which en-
sures that any distortion of C' by means of ¥ is still a TP, copula. The
presented results allow us to introduce in a more flexible way families of
copulas exhibiting different behaviour in the tails.

The study of distortions is of general interest since they can be used for
generating, in a flexible way, new families of copulas. In order to do this,
we need conditions on 1) warranting that, for a given C, Cy is still a copula.
Moreover, it would be also of interest to investigate how some dependence
properties of C' change or are preserved under these distortions.

In this chapter, we revisit the distortion of copulas from a new perspec-
tive, which includes the results obtained in the literature. In sections 3.2 and
3.2.1, we mainly focus on some statistical aspects of copulas. In particular,
in section 3.2, the TPs property is studied, both as a dependence property
and for its implications on the preservation of the 2-increasing property un-
der distortion. In section 3.2.1, dependence on the tails of the copula is
investigated. More precisely, we analyze how the tail dependence properties
are modified under distortions. These results will show the usefulness of
distortion for generating flexible statistical models. The presented results
may be seen in the frame of the more general case of distorted probabilities.
Section 3.2.2 is devoted to some comments clarifying this possible extension.
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3.1 Revisiting distortions of copulas

A large part of literature about distortions mainly focuses on the deter-
mination of the class of all increasing bijections ¢ such that the mapping
given by Eq. (3.1) transforms any copula C' into another copula. Here we are
rather interested in the (generally, larger) class of all increasing bijections 1
such that, for a given copula C, Cy is still a copula.

We call an order isomorphism any increasing bijective transformation of
[0,1]. The set of all order isomorphisms is denoted by Z. If ¢ is an order
isomorphism and C a mapping from [0, 1]? to [0, 1], then we call 1-transform
of C, or 1-distortion of C, the mapping Cy: [0,1]% — [0, 1] defined by (3.1).

It is obvious that all the ¢-distortions of a copula C' are such that Cy is
increasing in each variable and Cy(z,1) = Cy(1,2) = « for every x € [0,1];
but not necessarily Cy, satisfies the 2-increasing property. Thus Cy’s are
(continuous) semi-copulas, but not necessarily copulas (see [18, 21, 43, 44]).
From another point of view, any of such distortions can be considered as the
semi-copula associated with a suitable distorted probability (as clarified by
45)).

Given C € C, let Z (C) be the set of all order isomorphisms which, being
applied to C, give rise to another copula. Precisely

T(C)={yeI|CyeC)

By the literature cited above, it is well known that, regardless of C, the set
Z(C) contains Z.., the set of all convex bijections on [0, 1]. However, as
a key observation stimulating this investigation, for a fized copula C, the
inclusion of Z., into Z (C') may be strict. For example, it is well known that
Z (M) =71, while Z(W) =Z.; (see, for example, [74]).

Example 3.1.1. If C is an Archimedean copula with an additive generator
f:0,1] = [0, 400, i.e.

Clz,y) = fV(F (@) + F(v)), (3:2)
then T (C) consists of all ¢ € T such that f o~! is convex.

Example 3.1.2. IfC is an extreme value copula (see, e.g., [18]), then T (C)
also contains all the power functions ¥(t) =t for every a > 0.

These facts spur us to investigate whether, fixed a copula C, it is possible
to construct the set Z (C) or, at least, to find its elements that are not
convex. As we will see at the end of the section, these results will be useful
for constructing families of copulas starting with some fixed C'.

For this end, we need some preliminary considerations.
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Lemma 3.1.3. [70, Proposition 4.B.2] Let A be an interval of R and let
f:A—R. If f is convex and increasing, then, for every ai,as,as,aq4 € A
such that

a1 < min(ag, a3) < max(ag,a3) < aq,

and a1 + a4 > as + az, we have

fla1) + f(aa) > f(a2) + f(as3).

Then, we have to consider the following definition on Z, which can be
obtained from [54].

Definition 3.1.4. Let ¢, be in Z. We say that ¢ is less convex than 1
(and we write ¢ <, ) if o o~ ! is convex.

Let us denote by I an arbitrary set and by Id; the identity function on
the set 1.
It can be shown quite easily, that the relation <, is an ordering on Z, i.e. it is
reflexive, transitive and antisymmetric. Moreover, we have that ¢ <, Id
if and only if ¢ is concave, and, analogously, Idjg 1) <. ¢ if and only if ¢ is
convex, where Idy ;) is the identity function on [0,1]. More results about
the convex ordering among probability distribution functions can be derived
from [23], where different assumptions are given on the functions ¢ and
(see also [73]), and from [75] and [82], where this order is considered under
different names (e.g., likelihood ratio order).

Here we would like just to stress that, by using the previous definition,
we have that ¢ <, 1 if and only if ¢ 01y~1 is concave, i.e., for all ¢, d € [0, 1]
where ¢ < d and for every y €]c, d]

pody) —pov(c) L poyTH(d) —podl(c)
y—c - d—c ’

which is equivalent to the fact that

p(@) —pla)  ¥(z) —¥(a)
p(b) —(a) — 9(b) —¢P(a)

holds for all a,b € [0, 1] where a < b and for every = € |a, b|.

The following theorem is the main result of this section. It states a
closure property of the sets Z (C') with respect to the afore-mentioned convex
ordering. It will allow us to single out further (non convex) isomorphisms
belonging to Z (C'), once we have found one.

(3.3)

Theorem 3.1.5. Let ¢, € I such that ¢ <, . If ¢ is an element in
Z(C), then so is 1.
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Proof. First note that, in order to prove that ¢ € Z(C), it is enough to
verify the 2-increasingness of C', as the border conditions for a copula are
trivially preserved.

If R = [21,72] X [y1, yo] is a rectangle of [0, 1]? and % is an order isomor-
phism, we denote RV = [y~ (x1), 9 (x2)] x [ (y1), ¥ (y2)]. Now, let
C be a copula. We denote by ij = C(x4,y;), where i, j € {1,2}, the value
that C assumes on the vertex (z;,y;) of the rectangle R. We introduce the
set

Rq(C) = {(Cfl,Cfg,Cfl,Cfg) €[0,1)* | R is a rectangle },
that consists of all quadruples of values of C' in the vertices of all possible
rectangles of [0, 1]2. For every ¢ € Z, it is not difficult to prove that
b b -1
Rq(C) = {(C’RV C’fg CRV 05?;” ) €[0,1]* | R is a rectangle },

where, for i,j € {1,2}, C’ff—l = C(¢p~Ya;),91(y;)) denotes the value
that C assumes on the vertex (¢¥~!(x;),971(y;)) of the rectangle RY™
Therefore, in order to prove that ¢ € Z is also an element of Z (C'), we only
have to prove that, for every (a,b,c,d) € Rq(C),

P(a) = (b) = ¢(c) +¢(d) = 0
Now, let (a,b,c,d) be in Rq(C) and let ¢ € Z(C). Thanks to the
monotonicity of ¢, we have

p(a) < min(p(b), p(c)) < max(p(b), ¢(c)) < @(d).

Moreover, since ¢ € Z (C),

p(a) = p(b) — p(c) + ¢(d) > 0.

From Lemma 3.1.3, this inequality is preserved when the following affine
mapping T, 4 is applied to each term:

29 d) — (a)) + la).

Taa: [p(a), o(d)] = [(a), Y(d)], z — 2(d) — ola)

Therefore, we obtain that

(Tagop)(a) = (Taao@)(b) — (Tuao¢)(c) + (Taaop)(d) >

We can check easily that (T,q 0 ¢)(a) = ¥(a) and (Tyq40 ¢)(d) =
Moreover, by assumption ¢ <. ¢ and, in particular, by (3.3), we hav

(Togo@)(b) >¢(b) and (T,aop)(c) > b(c).
Therefore also
P(a) —p(b) —1p(c) +1p(d) > 0

which is the desired assertion. O

51



To put Theorem 3.1.5 differently, every Z (C) is an upper set with respect
to convex ordering <.

As a consequence of Theorem 3.1.5, we may obtain the following result,
already known in the literature.

Corollary 3.1.6. For every C € C, Z., CZ (C).

Proof. Let C be a copula. Clearly Idjy ;) € Z(C). Moreover, by the defini-
tion of the relation <, and Theorem 3.1.5 it follows easily that Idjg ) <. ¥
if and only if ¢ is convex. O

The following theorem shows a further procedure to obtain members
of Z(C), starting with two other members belonging to this class. The
result is based on the closure property of sets Z (C') with respect to convex
combinations.

Theorem 3.1.7. Let C be a copula. If ¢, are members of Z (C), then so
is ap + (1 — )y for any a € [0,1].

Proof. The assumption ¢, € Z (C') is equivalent to

90(051) - 90(052) - ‘P(Cfl) + 90(052)
7/1(051) - 7/)(052) - 1/’(051) + ¢(C2}?2) > 0,

v

9

for every rectangle R. Multiplying the first inequality by «, the second one
by (1 — a) and adding them up yields the inequality

Q(ClR,l) - Q(sz) - Q(Cfl) + Q(sz) > 0,

where o = ap + (1 — a)1. Since this inequality also holds for any rectangle
R, we have p € Z (C). O

Summarizing, given a copula C and ¢ € Z (C), Theorems 3.1.5 and 3.1.7
might suggest two methods for constructing other elements in Z (C):

e take all ¢ € 7 such that v <, ¢,

e take all convex combinations between 1 and such a ¢ or any convex
pel.

Both these methods may be applied for constructing families of copulas,
based on C, by means of suitable ¥-transforms as above. In particular, they
are “relevant” (i.e. do not produce just convex isomorphisms) when 1) or ¢
is not convex. In the next, we will see a way to obtain a possibly not convex

Y eT(O).
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3.2 The TP, property under distortions

This section aims at analyzing how copulas satisfying TPy property can
be transformed into other TP5 copulas by means of suitable distortions. This
fact is relevant from a statistical point of view: it does mean that, starting
with a given element in C, we can construct a family of copulas sharing
a strong dependence property. Furthermore, from a more formal point of
view, the preservation of the TPy property guarantees the preservation of
the 2-increasing property as well.

Thus, starting with a copula C' satisfying the TPy property, we would
like to find conditions on the transformation ¢ such that Cy, is also TPs.
Preliminarily, we state the following result.

Lemma 3.2.1. Let C: [0,1]2 — [0,1] be increasing in each variable. If C
1s TPy, then it is 2-increasing.

Proof. Suppose that C' is T Py. Then, for every x1, x2,y1,y2 in [0, 1], 21 < 29
and y; < y2, we have that

C(x1,y1)C(r2,92) > C(x1,y2)C (22, Y1)

Because the logarithm function is strictly increasing, it follows that

log C(Ila yl) + lOg C(l‘27 y2) > lOg C(fL‘l, y2) + IOg C(:C27 y1)7 (34)

i.e. logC' is 2-increasing. Now, we recall that if H is a 2-increasing and
monotonic function and ¢ is convex and increasing, then ¢ o H is monotonic
and 2-increasing (see [70, page 151]). In particular, by applying this result
to the exponential function and to the 2-increasing and monotonic function
log oC, we obtain that C' = exp(log C') is 2-increasing, which is the desired
assertion. O

Theorem 3.2.2. Let C be a TPy copula. Let ) € T. Ifpoexp: (—o0,0] —
[0, 1] is log-conver, then

(i) Cy is TPy;
(ii) ¥ € I(C).

Proof. In order to prove (i), given a rectangle R = [x1, x2] X [y1, y2] of [0, 1]?
we set

aij = C(~ (21), v~ (y5))-
By definition, every a;; € [0,1] and

a1 < min(aj2, az1) < max(aiz,a) < az.
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Since C' is TP, it follows that ai1a99 > ai2a921, which implies
log a1 + log ags > logais + log as;. (3.5)

Now, by assumption 7: (—00,0] = (—o0, 0], y(t) = log(1(e')) is convex and
increasing, and, by applying Lemma 3.1.3 to each term of inequality (3.5),
we obtain

log(t(a11)) + log(v(azz)) > log((ai2)) + log(¥(az1)),

which, in its turn, implies

P(a1n)Y(az) > P(ai2)yp(an). (3.6)

Thus, Cy is TP3. Finally, from Lemma 3.2.1 it follows that Cy, is also 2-
increasing and, since Cy, satisfies also the border conditions for a copula, Cy,
is a copula. ]

Note that the condition log o) o exp convex is sometimes referred to as
geometric convezity of ¢ (compare with [81]).

Remark 3.2.3. Log-convexity also plays a key role in characterizing uni-
variate ageing notions. For erxample, we say that a survival distribution
function F is Decreasing Failure Rate (DFR) when it is log-convex (com-
pare, e.g., with [68]). This means that we might construct isomorphisms
that satisfy the assumptions of Theorem 3.2.2 just by taking 1) = Fo(—log),
where F is a suitable DFR survival distribution. By using this fact, we can
obtain the following examples corresponding to (versions of ) Weibull, Gom-
pertz and Lomaz survival distribution functions:

e (t) = exp (—(—log(t))*), where a €]0,1];

e 1)(t) = exp (—%), where a €10, 1];

e (t) = (1 —log(t))~, where a > 0.

For a fixed C, the sufficient condition of Theorem 3.2.2 need not be
necessary. In fact, the copula M is TPo and it coincides with any of its
transformation My, apart from the properties of ¢» € Z. However, for the
class of strict Archimedean copulas, which can be obtained as a distortion
of the copula II, we have the following characterization.

Corollary 3.2.4. Letvy € Z. Then Il is a TPy copula if and only if Y oexp
1s log-conver.

Proof. Suppose that 11, is a TPy copula. Then, II;, = C' is a strict Archi-
medean copula additively generated by f(t) = —log()"1(t)). Now, it is
known from Proposition 6.1 by [21] (compare also with [12]) that C' is TPy
if and only if f~! is log-convex, which is equivalent to ¢ + log(y(e™?))
convex on [0, +00), that is ¢ o exp log-convex on (—o0, 0]. O
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Now, a remarkable fact is derived from Theorem 3.2.2 by considering
that every power function ¢ € 7 has the property that 1 oexp is log-convex.

Corollary 3.2.5. Let C be a TPy copula and ¢ € I, 1(t) =t for a > 0.
Then Cy, is a TPy copula.

This observation is of a great importance since such transformations
allow us to construct several parametric families of copulas starting with a
known copula C that is TPs.

Example 3.2.6. For every 0 € [—1,1], let us consider the Farlie-Gumbel-
Morgenstern family of copulas whose elements are given by

Co(z,y) = zy + Ozy(1 — x)(1 —y). (3.7)

Every Cy is TPy when 6 € [0,1]. Let us consider ¢(t) =t for every a > 0
and the transformed copulas (Cp)y, that we denote by Co 9. We have that

Cao(z,y) = 2y[l + 61— )(1 —ya)]° (3.8)

defines a family of copulas that are TPy when 6 € [0,1] (compare also with

[10]).

Example 3.2.7. Let C be a semilinear copula (compare with [33, 41]), i.e.
there exists f: [0,1] — [0,1] that is strictly increasing and continuous with

t
fi) decreasing on ]0,1] and f(1) =1, such that

C(z,y) = min(z,y) f (max(z,y)).

Let us consider 1(t) = t“ for every o > 0. Since C is TP, then Cy is
a copula for every o > 0. Actually, the distorted copula Cy is again a
semilinear copula generated by g(t) = f* (/).

3.2.1 Tail dependence coefficients under distortions

A possible reason for adding new parameters to already known copulas
lies in producing families that exhibit some more flexible properties. In par-
ticular, copulas with different tail behaviour are usually required for building
stochastic models for estimating extreme and risky events [72, 57, 80]. In
this section, we show how the distortions of a given copula C' may modify the
tail behaviour of C', as measured by its tail dependence coefficients. Specif-
ically, we state formulas linking the original tail dependence coefficients of
C and the ones obtained from some distortion of C.

Here we state our results related to the tail dependence coefficients of
the distorted copula.
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Proposition 3.2.8. Let C be a copula such that A\ (C) exists and is finite.
Let v € Z(C). If, for some a > 0,

lim ()

t—0+t 1%

Then )\L(Cw) = ()\L(C))a.

=be (0,400).

Proof. Let C be a copula with diagonal section d¢. If ¢ = 0 on [0, ¢] for a
small € > 0, then we easily obtain that Ar(Cy) =0 = (Ar(C))*. Otherwise,
suppose that d¢ is strictly increasing on [0, ] for some small € > 0. Taking
into account Eq. (1.8), the lower tail dependence coefficient for Cy can be
expressed as

g YC@E) (O ) Ol @) 2
AL(Cy) = lim, ¥(z) xl—>0+<[(](:1:,x)]a 7 w@:))‘

Therefore, from the given assumptions, Ar(Cy) = [AL(C)]*. O

Proposition 3.2.9. Let C be a copula such that A\ (C) exists and is finite.
Let » € Z(C). If, for some a > 0,

o 1—p(t)
tlﬁlr{lﬁ Totp be (0,+00),

then )\U(Cw) =2 (2 - )\U(C)>a.

Proof. Let C be a copula with diagonal section dc. Then, d¢ is strictly
increasing on [1 — ¢, 1] for some small € > 0.

By taking into account (1.10), the upper tail dependence coefficient of
Cy can be expressed as

o gy Lo¥C@a) 1= 9(0c()
Ay (Cy) =2 xliril_ 1= () =2 x]g?_ @)
o 1=y(@)
If, fOI' some o > 0, tli}I{l_ W = b S (0, +OO), then

i LU0 _ (123006 (1= del) (1)
a—s1- 1 —1(x) a—1- \ (1 —d¢c(z))e 1—z) 1-9x)/)"

Therefore, Ay (Cy) =2 — (2 — Ay (C))*. O

Example 3.2.10. For every 6 € [—1,1], let us consider the Farlie-Gumbel-
Morgenstern family {Cy} of copulas whose elements are given by (3.7). If
we consider 1 € I, then (t) = e~ (=180 for every a € (0,1). It can
be showed that ) satisfies the assumptions of Theorem 3.2.2 and Proposi-
tion 3.2.9. Thus, (Ce)zl is a modification of the Farlie-Gumbel-Morgenstern
copula having, additionally, upper tail dependence coefficient equal to 2 —2<.
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For the case of strict Archimedean copulas, the above results can be
stated in the following simpler forms.

Corollary 3.2.11. Let C(x,y) = f~1(f(x)+ f(y)) be an Archimedean cop-
ula additively generated by f.

(i) If te®l® N (0,400) for some a > 0, then A,(C) = 0.

(i) If (11_;@)) =hop e (0, +00) for some a > 0, then Ay (C) =
— e [0}

2 -2,

Proof. The proof follows easily by the Propositions 3.2.8 and 3.2.9 and by
the fact that any Archimedean copula C(x,y) = f~1(f(x) + f(y)) can be
represented as a distortion ILy of the independence copula II (that has upper
and lower tail dependence coefficient equal to 0) with ¢ = f~to(—1log). O

More general results about the tail dependence coefficients of an Ar-
chimedean copulas are given by [59, 58] and [27, 28] in terms of regularly
varying properties of the additive generator.

3.2.2 Concluding remarks

In previous sections of this chapter, we have obtained several results
concerning the so-called distortions of a given copula. Here, we would like
to clarify how these results may be reformulated and reinterpreted in the
more general context of bivariate distribution functions.

We start by a simple observation. Let us consider a bivariate continuous
distribution function F' and an order isomorphism @ € Z. Suppose that
Fy = 1 o F is a distribution function. If Pr is the probability measure
generated by F on the Borel sets of R?, then F, is simply the distribution
function of the probability measure ¥ o Pr. Generalized measures obtained
by means of the distortion of a probability measure are usually known as
distorted probabilities [32].

Now, let C' be the copula of F'. It is quite easy to prove that the copula
of Fy is simply Cy (see, e.g., [43]). Moreover, the following result can be
also stated.

Proposition 3.2.12. Let us consider a bivariate continuous distribution
function F and an order isomorphism ¢ € L. Let C be the copula of F
and let P be the probability measure induced by F on R%. The following
statements are equivalent:

o Fy(x,y) =(F(z,y)) is a distribution function,
e ) cI(C).
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Thus, investigations about distorted copulas can be as well applied to
the cases of distortions of probabilities and distribution functions.

Finally, notice that, under suitable assumptions, the distortions Fy, ob-
tained from any ¢ € Z (C) have a quite distinguished property: they de-
scribe all the bivariate distribution functions having the same level sets as
F (see, for example, [45, 76]). Interesting statistical motivations for defining
distribution functions by means of level sets have been examined by [10].
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Chapter 4

Ageing and its evolution

This chapter is devoted to the study of the ageing properties of a survival
model and of their evolution. We recall the notions of univariate ageing and
then we introduce notions of bivariate and multivariate ageing, that can be
expressed in terms of a suitable semi-copula B, called ageing function.

4.1 Univariate and bivariate ageing properties

First, we recall the following notions of univariate ageing for a survival
function G.

Definition 4.1.1. We say that

o Gis New Better than Used (shortly, NBU) if and only if for all x,y €
Ry, Gz +y) < G(2)G(y);

e (G is Increasing Failure Rate (shortly, IFR) if and only if G is log-
concave (that is, log oG is concave).

We say that these notions describe positive ageing. The corresponding
negative notions are obtained by reverting the sign in the inequalities:

Definition 4.1.2. We say that

e G is New ‘Worse than Used (shortly, NWU) if and only if for all
z,y € Ry, Gz +y) = G(2)G(y);

e G is Decreasing Failure Rate (shortly, DFR) if and only if G is log-
convez.

Since we are considering absolutely continuous r.v.’s, IFR and DFR are
equivalent to the hazard rate r(t) being increasing and decreasing respec-
tively.

It is also immediate to check that IFR implies NBU and DFR implies NWU.
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For a detailed discussion about univariate ageing, see [14].

Correspondingly to these two properties, there exist different notions of
bivariate ageing; we have considered the following extensions. In the sequel,
F will denote the joint survival function of the random vector (X,Y).

Definition 4.1.3. We say that
o F is (bivariate) NBU if F(x,y) > G(z +y) Yo,y € Ry;
e Fis (bivariate) IFR if F(x+7,y—7) > F(z,y) Vo <y, 0 <71 < y—u.

We remark that the notion of bivariate NBU can be alternatively ex-
pressed in terms of the stochastic comparison

PX>z+7X>2)<PY >7|X >x), Vo, 7 € Ry

This inequality makes more explicit the following interpretation of the bivari-
ate NBU: the “new” component Y is “better” than the “used” component
X, in the sense that the survival probability of Y is higher.

As to the notion of bivariate IFR, it corresponds to F being Schur-
concave.

Remark 4.1.4. Schur-concave (or Schur-convex) distributions describe a
very particular case of exchangeability. However they are important both
from a conceptual and an application-oriented point of view, in that they
give Tise, in a sense, to a natural generalization of the fundamental case of
independent lifetimes with increasing (or decreasing) failure rate.

In fact, if X,Y are independent,

Flx+ey—¢)=Gx+¢e)G(y—e);

therefore, F being Schur-concave is equivalent to

o _ew-o
Glx+e) —  Gy)

On its turn, this last condition is equivalent to G being log-concave.

A particular case of Schur-concave and Schur-convex distribution is, on

its turn, a Schur-constant distribution function, F(x,y) = G(z + y). This
case constitutes the generalization of the basic case of independent expo-
nential lifetimes.
The exponential distribution, with its memory-less property, is the basic and
idealized probability model for standard reliability methods and for univari-
ate ageing analysis. Similarly, Schur-constant distributions can be seen as
the idealized models in the setting of multivariate bayesian analysis of life-
times. They describe a property of indifference to ageing of the units of the
model.
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4.2 Semigroups of semi-copulas and evolution of
dependence at increase of age

In this section, we consider a pair of exchangeable lifetimes X, Y and the
families of the conditional survival functions. We analyze some properties
of ageing for Fy (x,7) and some relations among properties of dependence
and properties of ageing.

Let us consider the function B : [0,1] x [0, 1] — [0, 1] defined by

B(u,v) = exp {—é_l (F (—logu, — logv))} : (4.1)

It is immediate to see that B satisfies boundary conditions for a copula, is
increasing in each variable and continuous, but it does not satisfy, generally,
the rectangular inequality. For this reason we say that B is generally a
semi-copula ([21, 43]). However, it turns out to be a copula in several cases
of interest.

The function B can be used to describe certain “bivariate ageing” prop-
erties of the pair (X,Y’) and has been called “bivariate ageing function”.

By imposing appropriate dependence conditions on B, it is possible to
characterize some conditions of bivariate ageing for (X,Y).

Besides dependence properties, an important property of ageing func-
tions is the supermigrativity (see [21], where the class of supermigrative
semi-copulas, Pgyy, is denoted by Pf), and [37, 36]).

Definition 4.2.1. We say that a semi-copula S is supermigrative (SM) if,
forany0<s<1l,0<v<u<l,

S(us,v) > S(u, sv). (4.2)

Analogously, we say that S is submigrative (sM) if inequality (4.2) holds,
with the reverted sign.

Thus, as in [19], we give the following characterization:
Proposition 4.2.2. For a bivariate survival function F, we say that

e F is NBU if B is PQD;

e F is IFR if B is SM.

In view of this fact, B can be used to analyze some relations existing
among univariate ageing, bivariate ageing, and stochastic dependence (see
[21]). From a more technical point of view, relevant features of B are that
it describes the family of the level curves of F' and it permits to give a
representation of F in terms of the pair (é, B).
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As we have seen also in the previous chapters, an item of general interest
is the conditional survival function:

Fi(z,y) =P(X >t+z,Y >t+ylX >t,Y >1t), (4.3)

fort > 0.

As a natural consequence of the introduction of the family {F};>o, it
is of interest to study the evolution of the family denoted by {Bi}i>0, with
obvious use of the notation (see also below).

In this section, we study the behaviour of the family {B:}:>0 and de-
tail some relevant aspect of analytical type for {B;}:>0. We mention some
practical interpretation of these analytical conditions, in particular about
increase of ageing.

Furthermore, we point out both analogies and structural differences between
{Bt}tzo and {Ct}t20~

A further passage is devoted to discuss specific results, along the lines
indicated in [19, 21], related with evolution of dependence and bivariate
ageing.

4.2.1 Some basic facts

We begin this subsection with some remarks on arguments contained in
[19, 21].

Remark 4.2.3. Notice that, if G(z) = 7%, i.e. if G(—logu) = u, then
B = C and thus B is certainly a copula. More generally, we also observe
that, if G(—logu) is concave, then B is copula. This fact follows by the
general method of transforming copulas by means of distortions (see Chapter
3 or [34]), that is by transformations of the kind

Co(u,0) = ¢~ (C(d(u), $(v))),
with ¢ : [0,1] — [0,1], ¢ bijective and concave (see e.q. [43, 65, T4, 77]).

Let us consider now the joint law of the residual lifetimes (X —t,Y —t),
conditional on the observation of the survival data {X > ¢,Y > t}, ie.
Fy(x,y). B

We are interested in studying, in this section, the ageing function of F,
for any ¢ € R... For this reason we need that G; (z) is continuous and strictly
decreasing on R, in each variable. This is guaranteed by our assumption
that F'(z,y) is a continuous and strictly decreasing on R . This assumption
is also equivalent to B(u,v) being strictly increasing in u, for all v € (0, 1],
a hypothesis we will use later.

For0<u<1,0<v <1, we put

By(u,v) = exp [—é{ YT, (—logu, —logv)}] . (4.4)
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Remark 4.2.4. Fort =0, B; coincides with B as given in formula (4.1).

The structure of the relation between B; and B is radically different
from the one binding C; and C (see Chapter 2). In fact we obtain it in an
implicit form, as follows by [19, Lemma 12]: B; (u,v) is such that

B (ue~",ve™") = B (By(u,v)e ", e7"); (4.5)
actually B; (u,v) is the unique solution o of the equation
B (ue_t,ve_t) =B (Je_t, e_t) .

In view of Eq. (4.5) and under our continuity and monotonicity assumptions
in this chapter, it is possible to obtain an explicit expression for B; in terms
of B, as the following corollary states.

Corollary 4.2.5. Let b, : [0,1] — [0, z], b.(u) = B(u, 2), be the section of
B at level z.
Bi(u,v) = etb;_lt(B (ue™", ve™)).

Proof. Since, for any fixed z € [0, 1], B(:, 2) is strictly increasing, the inverse
of any horizontal section of B is well defined and we just apply it to Eq.
(4.5). O

Remark 4.2.6. For anyt > 0, B; only depends on B and, more precisely,

on the restriction of B on the square [0, e~ %)%

However, for some purposes, it reveals to be clearer maintaining (4.5) in
an implicit form.

Proposition 4.2.7. {B;};>0 is a semigroup, i.e.
(BS)T = (BT)S = B Vt,s > 0.

Proof. In order to prove that (B,)s = B,s, in view of Eq. (4.5), we only
have to check that

Bg(ue ", ve”") = B (Brys(u,v)e ", e7). (4.6)

The latter is in fact the analog of the relation (4.5), with B replaced by Bs.
On the other hand, by letting t = r + s in Eq. (4.5), we can also write

B(ue "%, ve”""%) = B (Bygs(u,v)e %778 (4.7)
Again using (4.5), for the left-hand side member of (4.7) we have

B(ue "%, ve"""%) = B (Bs(ue ",ve ")e %, e *); (4.8)
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similarly, for the right-hand side member of (4.7),

B (Bris(u,v)e" %, e7"7%) = B (Bs(Brys(u,v)e " e ")e %) . (4.9)

Now, Eq. (4.5) shows that the left-hand side of (4.8) and the left-hand side
of (4.9) are equal. Thus the right-hand sides of (4.8) and of (4.9) coincide.
From the equality

B (Bs(ue_r, ve e ?, e_s) =B (BS(BHS(u,v)e_T, e e ?, e_s) ,
Eq. (4.6) follows, since B is strictly increasing in each variable. O

Remark 4.2.8. We thought it is useful to present two independent proofs
of Proposition 4.2.7 and Proposition 2.2.2. However, one could also obtain
each proposition from the other one, by taking into account Eq. (4.11) (see
below).

We notice that the proof of Proposition 2.2.2 does not require that C is
strictly increasing in each variable, while the equivalent condition B strictly
increasing in each variable is needed for the proof of Proposition 4.2.7.

One purpose of ours is to analyze increase or decrease of ageing in time.

Proposition 4.2.9. Let t — By(u,v) be differentiable for any u,v € (0,1).
The map t — By is increasing in the PQD order (see Definition 1.4.16) if

(u,v) - VB(u,v) < (B(u,v),1) - VB(B(u,v),1). (4.10)

Proof. We have to compute the partial derivative of B;(u,v) w.r.t. ¢. Dif-
ferentiating Eq. (4.5), we obtain

0 0
ot —t oty ot —t oty _
ue 8x1B(ue ,ve” ") —wve asz(ue ,ve”")
e QB (u,v) — B(u,v) iB (Bi(u,v)e”! e_t)—e_tiB (Bi(u,v)et,e7)
ot t\U, t\U, 81’1 t\U, ’ a.’L’g t\U, ) .

Again, in view of the semigroup property of {B;}i>0, we can restrict our-
selves to study its sign only for a fixed ¢, e.g., for t = 0. We have

—(u,v) - VB(u,v) =

0 0 0 0
aBt(u, v)a—xlB (B(u,v),1)—B(u,v) pr B (B(u,v),1)— a—mB (B(u,v),1)
Hence
0
— B (B(u,v),1) — (u,v) - VB(u,v)
%Bt(u,v) = B(u,v) + Ozy 5
872713 (B(u,v),1)
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0
Since it is immediate by the definition of semi-copula that a—B (u,v) >0
1

0

, aBt(U,U) > 0 when (4.10) holds. O
Concerning the condition ¢ — B; increasing, we point out an aspect of

the inequality B1 <pgp Bo. This inequality can be equivalently expressed

in terms of the level sets of the corresponding survival functions F'y, Fs.

For z € [0,1], let

for any u,v € [0, 1]

L) = {(z,y) € R¥z > 0,y > 0,F(z,y) > 2}.

z

It can be easily shown that By <pgp B if and only if, for any z € [0, 1],

(F1) (F2)
Lé1 (2) < Lég(z)'

Remark 4.2.10. The differentiability of t — By is guaranteed by the only
existence and strictly positivity of 8—B(u,v), ——B(u,v) on the square
€1

8.%'2
(0, 1.

4.2.2 Some properties of ageing and dependence and their
relation

We start this subsection by analyzing some relations between dependence
and ageing properties along the same line of [21]. We recall that, as a
consequence of Eq. (2.12), for n = 2, and Eq. (4.1), the following relations
between B and C' hold:

B(u,v) = exp [—G 1{@ (G(—logu), G (—log v))}} ; (4.11)

Clu,v) =G {— log B (eféil(“), eiéil(v)>} . (4.12)

Remark 4.2.11. C is strictly increasing in each variable if and only if B
18 strictly increasing in each variable.

Cis strictly increasing in each variable if and only if Cy is strictly increasing
in each variable u and v.

Hence B is strictly increasing in each variable if and only if By is strictly
increasing in each variable u and v.

The following Proposition is analogous to some consequences of Propo-
sitions 5.2, 5.3, 5.4 of [21]. We however deal here with the concept of T'Ps,
that was not considered there; our proof is direct and independent of the
results of [21].

Proposition 4.2.12.
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1. C TP, GIFR = BTP,.
2. BTP,, C RRy = G IFR.
3. BTP,, G DFR= C TP,
Proof. For simplicity sake let
r = —logu, ' = —logu, y=—logv, 3y = —logv’

and

an = C(G(),G(y), a1z =C(G(z"),G(y)),
as = C(G(z),G(Y)), axn =C(G(z),G(y)),

where 2/ < z and ¥’ < y. Thus we have

Qg2 < a2, a1 < Q11

and
—log ags > —log avya, —logag; > —loga.

1. In view of the adopted notation, the assumption C TP, becomes
a11022 2> Q12021
or, equivalently,
log 11 — log a2 > log aiar — log avga.
Furthermore, since G is IFR,
DM z)=G (™)
is concave and increasing in x.
Thus, applying D~!(-) to —log aj, i,j = 1,2, we obtain

D Y(—logais) — D~ (—logaqy) >
> D71 (—logase) — D' (—log aar)
and hence
G Man) +G (an) <G Naw) +G (a). (4.13)

This is equivalent to B T'P;, in fact we can rewrite (4.13) as

—1

—éfl(all) — éil(azg) Z —ail(alg) — é (0421).

By applying the exponential to both the members, we obtain

¢ (e)g=G (022) > =G (o12) =G (az)

that is
B(u,v)B(/,v") > B(u,v)B(u/,v).
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2. By the assumption C RRs
11022 < 02021
Thus, by putting
u;j = —logayj, 1,5 =1,2,

we can write
Ugo — U1 > U2 — U1, (4.14)

where ug2 > w21, w12 > wuyi. Furthermore, since by hypothesis B is
TPy, Eq. (4.13) holds, or, equivalently,

D™ Yuge) — D™ Huyy) > D7 (ugz) — D7 (ugy). (4.15)
By (4.14) and since D~!(z) is increasing in z, this last inequality holds
only if D~!(z) is concave in =, that is G is IFR.
3. We have to prove now that
Q11002 2 02001,
that is equivalent to
Ug2 — U21 < U2 — ULl

Since G is DFR, D~1(z) is increasing and convex in . Thus, if, against
the thesis, we had
U2 — U21 > U12 — U11,

we would have consequently
D_l(u12) — D_l(un) < D_l(UQQ) — D_l(UQl),

that would contradict Eq. (4.15) and therefore the hypothesis that B
is T'Psy.

O]

In the following, we want to show that, also as far as B is concerned,
we can find a family of semi-copulas P such that B € P is equivalent to
B; € P for all t > 0. To this purpose we compare conditions of the type
B € P and {B; € P, Vt > 0}. As already mentioned, for suitable families
P, the condition B € P describes a property of bivariate ageing for F. In
particular, we recall that the conditions B € Pgyr and B € Ppgp can be
seen as bivariate notions of IFR and NBU respectively (see e.g. [21]). In
this respect, it is useful to point out the following facts:
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Lemma 4.2.13. (see [21]) B € Pgyy is equivalent to F being Schur-concave.
It can be easily checked that

Proposition 4.2.14. B € Pgys s equivalent to
By € Psyr Vit>0.

Lemma 4.2.15. (see [19]) B € Psy is equivalent to By € Ppgp for all
t > 0.

In view of the afore-mentioned “bivariate ageing” interpretations of the
g}nditions B € Psy and B € Ppgp, we can reid Lemma 4.2.13 as follows:
F; bivariate NBU for all ¢ > 0 is equivalent to F' being bivariate IFR.

For a fixed univariate survival function H(z), consider now

Hi(z) =P(X >z +t|X >1) = Hg(‘t:t)

The following chain of equivalences is very well known and easy to check:
HIFR < Hy;IFR & H; NBU Vt>0.

Remark 4.2.16. Let us consider the family of the Archimedean semi-copulas
{At}e>0 associated to the survival functions Hy's,

Ay(u,v) = H, [ﬁ;l(u) +H, ().

Following the arguments in [11] and [21], we can say that A; describes (uni-
variate) ageing properties of Hy, in the sense that positive ageing properties
of H; correspond to negative dependence properties of A;.

The equivalence

HIFR & H; NBUVt>0
can be written in the form
Ae Py A NQD YVt > 0. (4.16)

We notice that, as a straight consequence of the semigroup property of
{H} >0, {At}i>0 too is a semigroup and (4.16) can be analogously proven
to Lemma 4.2.13.

Concerning the T'P, property for B, we can see that B, TP, for allt > 0
is not implied by B T'Ps.

On the other hand, the property B; TP, for all t > 0 is actually also a
stronger condition than B being SM. In fact, as an immediate consequence
of Lemma, 4.2.15 and of the fact that TP, = PQD, we have
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Corollary 4.2.17. B, TP, Yt > 0= B € Pgy,.

As we have seen from Proposition 4.2.12, the link between ageing and
dependence properties is not immediate, in the sense that we cannot de-
rive ageing properties from dependence ones only, nor viceversa: we need a
further condition on univariate ageing.

By combining Proposition 4.2.12 with Corollary 4.2.17 and Proposition
2.2.8, we obtain a link between SM property for B and T P, property for C.

Corollary 4.2.18. C TP,, G, IFR = B SM.

4.3 Ageing functions and multivariate notions of
NBU and IFR

For n > 2, let T = (T4,...,T,) be a vector of exchangeable continuous
lifetimes with joint survival function F' and margins G. As in the bivariate
case, for such models, we want to study some properties of multivariate
ageing of F that are described by means of the multivariate ageing function
By, which is a useful tool for describing the level curves of F.

Since, from now on, when we refer to a B, we suppose it is the ageing
function associated to some given F, we drop F from the notation.

Specifically, the attention is devoted on notions that generalize the uni-
variate concepts of New Better than Used and Increasing Failure Rate.
These multivariate notions are satisfied by random vectors whose compo-
nents are conditionally i.i.d., having univariate conditional survival function
that is New Better than Used (respectively, Increasing Failure Rate). Fur-
thermore, they also have an interpretation in terms of comparisons among
conditional survival functions of residual lifetimes, given a same history of
observed survivals.

As it is well known, several approaches have been proposed in the liter-
ature to define properties of multivariate ageing that could be considered as
natural extensions of the univariate ageing notions.

For such models, we aim at studying some properties of multivariate age-
ing of F. More in particular, we will consider properties that are described
by means of the multivariate ageing function Bz or, simply, B: [0,1]" —
[0, 1], given by

By(u) = exp (—é_l(F(— log(ui), ..., — log(un)))> : (4.17)

Studying time evolution of ageing properties corresponds to studying the
evolution in time of the family of semi-copulas {By}>0, where

Bi(ug,...,uy) = exp [—ét_l{Ft (—loguy,...,—log un)}} . (4.18)
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As to the ageing function, the relation between B; and the generator of
the family By = B is provided by the following Lemma, consisting in an
extension of [19, Lemma 12].

Lemma 4.3.1. Let F strictly decreasing in each variable. Then
B (ule_t, e une_t) =B (Bt(ul, coup)e et e_t) : (4.19)
Proof. By definition of F; and B, we have

F(t—logui,...,t —loguy,)

Fi(—loguy,...,—logu,) =

F(t,...,t)
_ G(=log B(ue™, ..., upe™))
- F(t,....t) '
On the other hand,
Fi(—logui,...,—logu,) = G¢(—log By(uq, ..., up)).

Now

— G(—log B(By(uy,...,up)e t et ... et
Gl log Bi(u, .., uy)) = S 108 BB tn) ).

therefore
G(—1log B(Bi(u1,...,up)e et .. e7h) = G(—log B(uie ™, ..., upe™)).
By the strict increasingness of G, it follows

B(Bi(u1,...,up)e et . e7) = Blute™, ..., upet).

The following corollary provides an explicit expression for By in terms
of B. Let b, : [0,1] — [0, 2], b.(u) = B(u,z,...,z2), be the section of B at
level z.

Corollary 4.3.2.

Bi(uy,...,up) = etb;_lt (B (ule_t, e une_t)) . (4.20)
Proof. Since, for any fixed z € [0,1], B(-, z,...,2) is strictly increasing,
the inverse of any section of B is well defined and we just apply it to Eq.
(4.19). O

As discussed in some previous papers (see [18, 19, 21, 45, 49]), B can be
used for investigating some notions of multivariate ageing. Specifically, in
[18] (see also [21]), it has been argued that notions of multivariate ageing
based on B can be defined by means of the following scheme:
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(i) Consider a univariate ageing notion P (e.g., NBU, IFR).

(ii) Take the joint survival function F of n i.i.d. lifetimes and prove results
of the following type: each lifetime has the property P if and only if
B has the property P.

(iii) Define a multivariate ageing notion as follows: any exchangeable sur-
vival function F' is multivariate-P if B has the property P.

Actually, in [18, 21] the above analysis has been developed for the case
n = 2, where it is also shown that, for notions of this type, the relations
among univariate ageing, multivariate ageing and dependence properties of
F can be easily analyzed. In this section, we aim at pointing out features
and differences that arise in the extension of this study to the multivariate
case, making it worth of a further analysis.

Specifically, we concentrate our attention on notions that generalize the
univariate concepts of NBU and IFR. As we will show, the multivariate no-
tions to be introduced are satisfied by random vectors whose components are
conditionally i.i.d. having NBU (respectively, IFR) univariate conditional
survival function. This circumstance has been considered as a natural re-
quirement for Bayesian notions of multivariate ageing (see e.g. [13]). More-
over, it implies the usual assumption that multivariate extensions of some
univariate ageing property P should be satisfied by vectors of i.i.d. lifetimes
of type P.

Furthermore, these notions also have an interpretation in terms of the
comparisons among conditional survival functions of residual lifetimes, given
a same history of observed survivals, another interesting property of Bayesian
ageing according to [16].

This section is organized as follows. Subsection 4.3.1 contains basic def-
initions and properties of multivariate ageing functions. Some subclasses of
such functions are also introduced and the relations among them discussed.
Subsection 4.3.2 presents some definitions of multivariate ageing extending
notions of NBU and IFR. Their properties are discussed in detail. Finally,
subsection 4.3.3 is devoted to a short discussion about given definitions and
results.

4.3.1 Multivariate ageing function: definitions and proper-
ties

We start this subsection introducing some useful notations and defini-
tions.

Through this section, we will often formulate our results referring to one
of the following assumptions:

Assumption 1 (exchangeable case).
We consider an exchangeable random vector T = (T1,...,T},) (n > 2) of
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continuous lifetimes with joint survival function F': R” — [0,1] and uni-
variate survival margins equal to G. We recall, we are supposing G to be
strictly decreasing on Ry with G(0) =1 and G(+o00) = 0.

Assumption 2 (i.i.d. case).
Under Assumption 1, we suppose in addition that 717,...,7T, are indepen-
dent.

We recall that, when the components of T are independent, the survival
copula C'(u) = II,(u) = uy---uy; in this case, we will also denote F by
means of the symbol ?H,é‘ In this case, the multivariate ageing function B,
given by (4.17), can be written

Bri(u) = exp <—é_1 (G(—log(u1))--- G(— log(un)))) : (4.21)

In the sequel, we use the term “multivariate ageing function” to denote
any continuous semi-copula B: [0,1]™ — [0, 1], that can be obtained from
some survival function F' by means of (4.17). Note that every copula C is
a multivariate ageing function, since it can be obtained as the multivariate
ageing function of a survival function F having copula C and univariate
survival margin G(t) = exp(—t).

Within the family of the multivariate ageing functions, we define the
following classes; as we will see, these classes will be used to express our
multivariate ageing notions.

Definition 4.3.3. Let B be a multivariate ageing function. We say that:
(A1) B € Pprop if and only if for every u € [0, 1]"

B(uy,...,up) > y(ug, ... up). (4.22)

(A2) B € Ppprop if and only if for all i,5 € {1,...,n}, i # j, and for
every u € [0, 1],

B(ut, ... Wiy Uy, ) > B(ug, . g, ., 1, uy). (4.23)

(A3) B € Psu if and only if for all i,j € {1,...,n}, i # j, for all u;,u; €
[0,1], w; > u;, and for every s € (0,1),

B(ut, ..., uwis, ..., Uj, ... up) > Bug, ...,y U8, ... Up).
(4.24)

The corresponding classes Pnrop, Penrop, Psy are defined by reversing
the inequality signs in (4.22), (4.23) and (4.24), respectively.
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The property of (4.22) is a pointwise comparison between the multivari-
ate ageing function B and the copula II,,. In particular, copulas satisfying
(4.22) are called positive lower orthant dependent (shortly, PLOD, see [57]).
Properties expressed in (4.23) and (4.24) are essentially inequalities related
to the bivariate sections of B. In particular, (4.24) defines the supermi-
grativity (compare with [37]), that, in the multivariate case, consists of the
supermigrativity of all the bivariate sections of B. Eq. (4.23) is one of the
weaker forms of (4.24), obtained by letting in it u; = 1 and s = u%, or it
can also be seen as a pairwise PLOD. Therefore, Psys € Ppprop; but the
converse inclusion is not true, as shown in Example 4.3.6 below.

Furthermore, Ppprop C Pprop- In fact, by iteratively applying (4.23),
we obtain that, for every u € [0, 1],

Bty o Wiy ooy Uy ooy Uy ooy Un) > Bug, o g, 1 U Up)

> B(ui, ..., uujug, ..., 1, . 1o un) > > B(1, . ur Uy, 1)
= Uy Up.

Since a multivariate ageing function B is such that B(u) = u; for any
u € [0, 1]™ having all the components equal to 1 except possibly for the i-th
one, B € Ppprop is equivalent to B € Pprop for the case n = 2. However,
in the n-dimensional case, n > 3, Ppprop is strictly included in Pprop, as
it will be shown in Example 4.3.5.

In the following example, we consider the case of the so-called TTE mod-
els (see [15, 86]). These models can be characterized as those multivariate
survival functions admitting an Archimedean survival copula.

Example 4.3.4. Let B be a multivariate ageing function that can be written

in the form:
B(u) = v~ (Z w<ui>> (1.25)
i=1

for some strictly decreasing 1: [0, 1] — R such that ¥ (0) = +o0 and (1) =
0. This v is usually called additive generator of B. Such a B belongs to the
class of the n-dimensional strict triangular norms (see [66]). In particular,
B is also a copula (usually called strict Archimedean copula ), when ¢~ is
n-completely monotone (see [71]). Now, for a semi-copula B of type (4.25)
the following statements can be proved :

(i) B € Pprop if and only if B € Ppprop, and this happens when
B(uv) < $(w) + $(o) for all u,v € [0,1];

(ii) B € Psy if and only if =1 is log—convex (see [21, 37]).

Notice that the multivariate ageing functions B of (4.21) are of the form

(4.25) with ¥ (t) = —log(G(—log(t))).
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We conclude this part by providing some examples clarifying the rela-
tions among the above mentioned classes.

Example 4.3.5. Let f: [0,1] — [0, 1] be the function given by

et, t€[0,e2],
ft)y=<e ™, tele e,
t tele 1, 1].

Let C: [0,1]® — [0,1] be given by C(u1,uz,us) = u(yy f(u)) f(ue)), where
u(1), U(2), U(z) denote the components of u rearranged in increasing order.
Since f(1) = 1, f is increasing, and f(t)/t is decreasing on |0,1], it fol-
lows that C is a copula (see [42, Theorem 3]). Actually, C is the survival
copula of a random vector (X1, X2, X3) having the stochastic representation
X; =max(Y;, Z) (i = 1,2,3), where Y1,Ys,Ys, Z are independent lifetimes.
Roughly speaking, C' is the survival copula of a random vector of independent
lifetimes (Y1, Ya,Ys) affected by a common shock Z (see also [38]).
It follows from [42] that C belongs to Pprop . However, C' ¢ Ppprop.
67%, Uy = 67% and uz = 67%, we have that
= C(u1,ugus, 1).

In fact, by taking uq
C(uy,ug,uz) =e 4 <e”

ISR

Example 4.3.6. Let B be the multivariate ageing function of type (4.25),
where 1: [0,1] — R4 is given by

—log(#), t€]0,e 7],
U(t) = —riz(log(t) +1) +2,  tele> el
—2log(t), tele 1],

with € €10, 1[. Now, let us consider g: Ry — Ry, g(t) = ¢(exp(—t)), given
by

2t, t €10,1],
g
9(75)2 1+6(t_1)+2’ t6(1,2—|—€],
t, te (2+E,+OO[.

Now, g is not concave and, hence, ™1 is not log—convex. Thus, in view of
Ezample 4.3.4, B ¢ Psyr. However, it can be shown that ¥(uv) < ¥(u) +
Y(v) for all u,v € [0,1]. From Ezxample 4.3.4, it follows that B € Ppprop.

4.3.2 Multivariate ageing notions of NBU and IFR for ex-
changeable random variables

In this subsection, we consider the families Pprop, Pprrop, Psym to
define notions of positive ageing in terms of the multivariate ageing function
B. Notice that, since negative properties can be introduced and studied in
a similar way, they will not be considered in detail.
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As stated in the introduction, we aim at extending an ageing notion from
the univariate case to the n-dimensional case (n > 2), following the line of
[18]. To this end, we link univariate ageing notions to analytical properties
of a multivariate ageing function. More precisely, we link properties of a
survival function G to properties of the multivariate ageing function By,
which is associated with n i.i.d. lifetimes whose marginal survival function
is G. The following result can be given.

Proposition 4.3.7. Under Assumption 2, the following statements are
equivalent:

(a) G is NBU,
(b) Bu € Pprop:
(c) Bu € PpprLoD-

Proof.
(a)<=(b): Let G be NBU. It can be proved by induction that, for all
r,y € Ry, Gz +y) < G(x)G(y) is equivalent to

for any x € R}. Setting x; = —log(u;), we obtain that, for all u € [0,1]",
G~ log(ur -+ un)) < G(—log(ur) - - G(~log(un)),  (4.26)

from which it straightly follows that

exp (‘5’1(5(— log(ur - - un)))> < exp (—571@(_ log(ur)) -+ G(= log(“”)))> ’

i.e. BH > Hd.

(a)<=(c): Since G is NBU, G(—log(u;u;)) < G(—log(u;))G(—log(u;))

holds for all u;, u; € [0,1]. By multiplying both the sides of the inequality

by H G(—log(ug)), where J = {1,2,...,n}\ {4,7} and uy, € [0, 1] for every
keJ

k € J, and applying the function exp o(—é_l) to both members, we obtain

Bri(ut, ... Ui Uy un) > Bro(un, w10 ),
that is B € Ppprrop- O
Therefore, we can write
Pprop N{Bn: G is NBU} = Ppprop N {Bn : G is NBU}L

NOtiCG that, in general, PPLOD 7é PPPLOD~
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Proposition 4.3.8. Under Assumption 2, the following statements are
equivalent:

(a) G is IFR,
(b) B € Ps M-
Proof. Let G be IFR. As it easily follows, this fact is equivalent to

G(z;+ o) S G(z;+0)

G(zi) — G(z)
for any z;,z; € Ry, 2; < z; and o > 0. By substituting z; = —log(u;),
zj = —log(uj), o = —log(s), we obtain

G(—log(uis))G(—log(u;)) > G(—log(u;s))G(—log(w)),

for any w;,u; € (0,1], u; > u;j and s € (0,1). By multiplying both the sides

of the inequality by Hé(—log(uk)), where J = {1,2,...,n}\ {i,5} and
keJ

uy, € [0, 1] for every k € J, and applying the function exp o(—a_l) to both

the members, we obtain

Bri(ut, ... %S, ..., uj, ..., Up) > Br(ur, ..., ui, ..., 08, ..., up),
that is By € Psas- OJ

The previous proposition is actually a reformulation in terms of the mul-
tivariate ageing function of well-known results concerning the joint survival
function F = an of i.i.d. lifetimes that are IFR. As noted several times
in the literature (see, for example, [15, 13, 86]), such a F is Schur—concave,
i.e. for every s > 0 and for every 4,5 € {1,2,...,n}, i < j, the mapping

XTi = F(a:l, oy L1, Ly Tit 1 - o3 Xj—1,8 — Ljy Tjgly - - - ,J}n)

is decreasing on [, +0oc] (see [70, A.2.b]). This is equivalent to

F(T1,eo oy @i+ Ty @j — Ty ooy ) = F(21, o iy oo, Ty, ) (4.27)

for alli,j € {1,2,...,n}, i < j, for every x € R} such that x; < z;, and for
every 7 € [0,z — x;].

Remark 4.3.9. As noted, By is actually a n-dimensional strict triangular
norm additively generated by 1 = (—log) o G o (—log). In this context,
Propositions 4.3.7 and 4.3.8 can be reinterpreted in the following sense:
univariate ageing properties of Y1, which is a univariate survival function,
reflect on special inequalities holding for the triangular norm generated by 1.
As a consequence, these results can be seen as extensions of the investigations
in [12].
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Now, by using Propositions 4.3.7 and 4.3.8 and the scheme presented at
the beginning of the present section, we introduce the following notions of
multivariate ageing for an exchangeable survival function F.

Definition 4.3.10. Under Assumption 1, we say that:

e F is B-multivariate-NBU of the first type (shortly, B-MNBU]1) if and
only if B € Pprop;

e F is B-multivariate-NBU of the second type (shortly, B-MNBU2) if
and only if B € Ppprop;

e F is B-multivariate-IFR (shortly, B-MIFR) if and only if B € Psyy.

In order to avoid confusions with other multivariate notions of ageing
introduced in the previous literature, we used the prefix “B-" for the notions
introduced above. This also serves to underline the fact that all these notions
are expressed in terms of the multivariate ageing function B of F. Now, we
would like to underline some properties of these notions.

First, notice that any k-dimensional marginal of F' (2<k<n-—1) has
the same multivariate ageing property of F. This point is formalized in the
following result.

Proposition 4.3.11. Suppose that Assumption 1 holds. For every 2 <
k <mn, let F(k) be the k-dimensional marginal of F. If F is B-MNBUI
(respectively, B-MNBU2 or B-MIFR), then P s B-MNBU1 (respectively,
B-MNBU2 or B-MIFR).

Proof. If . RE — [0,1] is the k—dimensional margin of ' (2 < k < n),
given by
F(k)(:vl, oo xp) = F(xq,...,11,0,...,0),

then it follows from (4.17) that
Bfgg)(ul, o) = Bp(ug, .o ug, 1,000, 1),

Easy calculations show that BF(’“) is in Pprop (respectively, Ppprop or
Psar), when B is in Pprop (respectively, Ppprop or Psar), which is the
desired assertion. O

The previous definitions of multivariate ageing admit some probabilis-
tic interpretations in terms of conditional survival probabilities for residual
lifetimes. Before stating them, we clarify the notation. For every x € R}
we denote by X; the vector of Ri_l obtained by depriving x of its i-th
component. Similar agreement will be applied to random vectors.

Proposition 4.3.12. Under Assumption 1, the following statements hold:
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(a) F is B-MNBUI if and only if for every i € {1,2,...,n}, x € R and
T >0,

P(Th >x1,.... Ty >z +71,... T, > x| T; > x5)
>P(L>ai+ - +xi+ 4w, +7| T > ;). (4.28)

(b) F is B-MNBUZ2 if and only if for all i,5 € {1,2,...,n}, i # j, for
every X;j € Rﬁfl and T > 0,

P(T>7|T>%) 2P (1> r+a Ty >%). (4.29)
(¢) F is B-MIFR if and only if for alli,j € {1,2,...,n}, for everyx € R"
such that x; < x;, and for every T > 0,
P(T; >zi+7|T>x)>P(Tj>z;+7|T>x). (4.30)
Proof.

(a) By definition, F' is B-MNBUT if and only if for every u € [0, 1]?,

exp (é_l (F(—log(us),. .., —log(un)))> > up Uy

Thus, for every x € R"r, we have that

which is equivalent to the fact that Eq. (4.28) holds.

(b) Since F is B-MNBU2, for all 4,5 € {1,...,n}, i # j, and for every

u € [0,1]",
exp (é’l (F(=log(uy), ..., — log(us), ..., — log(uj), .. ., —log(un))))
> exp (é_l (F(—log(uy),...,—log(usuj),...,1,..., —log(un)))) ,

that is equivalent to
F(T1, oy Tiye oy Tyevoy ) > Fay, .o, T+ x4y...,0,.. 1) (4.32)

for all x; € ]Ri*l and 7 > 0. This last condition can be expressed as

P(Tj>7‘|T1>:B1,...,TZ'>$¢,...,T]'>0,...,Tn>l’n)
ZP(Ti>7’—|—QS‘i|T1>J}1,...,ﬂ>xi,...,1}'>0,...,Tn>.7}n),

that is the assertion.
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(c) We have just to prove that F is B-MIFR if and only if F is Schur—
concave. Then, the assertion will follow, since the Schur—concavity of
F is equivalent to the fact that Eq. (4.30) holds (see [85] and [86,
Proposition 4.15]).

Now, the equivalence between F being B-MIFR and F being Schur-
concave follows by extending [21, Lemma 4.2] from the bivariate to
the n-dimensional case. In detail, F is Schur-concave if and only if for
all 4,5 € {1,2,...,n}, i < j, for every x € R’ such that z; < x; and

Tj—T;

for every T € [O, 3 }, inequality (4.27) holds. In terms of B, this is

equivalent to

- —T;—T —T;+T —x
Ble™1 . .,e7@TT e T e )

> Be ™, ... e T e e ). (4.33)

In other words,
B (ul,...7ui5,...,ﬂ,...,un) > B(ug, ..., up), (4.34)

for all i,7 € {1,...,n}, i < j, for every u €]0,1]" such that u; > u;
and for every s € [Z—z, 1} , which is an equivalent way of expressing the
fact that B € Pgs.

O]

Note that conditions (4.29) and (4.30) can then be expressed as compar-
isons between residual lifetimes, conditionally on a same history. Specifically,
the condition F' B-MNBU2 is equivalent to

[Tz | Tz > )’il} >st [Tj — T | Tl > )A(Z} , (4.35)

for all 4,5 € {1,2,...,n}, i # j, and for every x € R"}, where >; denotes
the univariate usual stochastic order (see [82]). Instead, the fact that F is
B-MIFR can be expressed as

[ — i | T>x > [Tj—2; | T>x, (4.36)

for all 4,5 € {1,2,...,n}, for every x € R} such that z; < x;.

Comparisons of laws of different lifetimes, conditionally on the same
state of information, have been considered in [16, 17] as a way for defining
possible notions of multivariate ageing that are appropriate in situations
where “the (Bayesian) dependence due to learning about some unobservable
quantity cannot be neglected” (see [16]). This approach leads us to notions
of multivariate ageing, that are different from other notions where the laws
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of the same vector of surviving components, conditional on two different
states of information, are compared (see, e.g., [68, 82] and the references
therein).

Thanks to the probabilistic interpretations given by (4.35) and (4.36),
an interesting link between B-MNBU2 and B-MIFR can be proved. Let
us consider the vector of the residual lifetimes of T at time ¢ > 0, X; =
[T —t| T >t], where t = (¢,...,t). Let us denote by F; : R? — [0,1]
the joint survival function of X; and by By, the corresponding multivariate
ageing function. By extending some results related to the bivariate case (see
[19, 20, 21, 49]), the following one can be proved.

Proposition 4.3.13. Under Assumption 1, for everyt > 0 Fy is B-MNBU2
if and only if F is B-MIFR.

Proof. F; is B-MNBU2 for every ¢t > 0 if and only if
F(zi+t, . mitt, o it o antt) > Foi+t, .ot x4 aitt, . Ty t)

forevery t > 0, x € R} and 4, j € {1,2,...,n}, that is equivalent to the fact
that F'is Schur-concave. O

Note that, if F' is B-MNBU2, then F; may not be B-MNBU?2 for some
t > 0 (see [48] for an example in the bivariate case). However, for the notion
of B-MIFR, we can prove the following result.

Corollary 4.3.14. Under Assumption 1, if F is B-MIFR, then F; is B-
MIFR for everyt > 0.

Proof. From Proposition 4.3.13, if Fis B-MIFR, then F;,, is B-MNBU2
for every t,s > 0. As a consequence, F'y is B-MIFR for every ¢t > 0. ]

Concerning the inequality (4.28), it is not clear whether it can also be
expressed as comparisons of lifetimes conditionally on the same history, in a
similar way to the inequalities in (4.35) and (4.36). However, it is possible
to give it an intuitive interpretation in reliabilistic terms, similarly as done
in [21, Example 4.2] for the case n = 2.

Remark 4.3.15. Notice that inequality (4.29) implies inequality (4.28); this
can be seen from subsection 4.3.1 by using the multivariate ageing function B
and the given definitions of B-MNBU1 and B-MNBU2. Actually, as shown
in Example (4.3.4), inequalities (4.29) and (4.28) coincide for TTE models,
but not in general. Consider, for instance, a multivariate survival function
F whose margins are exponential and whose copula is that one of Example

4.3.5.

The notions of multivariate ageing introduced in Definition 4.3.10 are
preserved under mixtures, as specified by the following Proposition.
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Proposition 4.3.16. Let (Fy)gco be a family of survival functions satisfy-
ing Assumption 1. Let X be a distribution on ©. Let F' be the mizture of
(Fp)gco with respect to X\, given, for every x € R, by

F(x) :/@Fg(x)d)\(e).

The following statements hold:
(a) if Fy is B-MNBU1 for every 0 € ©, then F is B-MNBU1;
(b) if Fy is B-MNBU2 for every 0 € O, then F is B-MNBU2;
(c) if Fg is B-MIFR for every § € ©, then F is B-MIFR.

Proof. Part (a) follows by considering that every Fy satisfies (4.31) and
hence the mixture F satisfies (4.31), which is an equivalent formulation of
the B-MNBU1 property for F. Analogously, part (b) easily follows from the
fact that every Fy satisfies (4.32).

Finally, if every Fy is B-MIFR, then it is Schur-concave. As a conse-
quence, the mixture F is also Schur-concave and therefore B-MIFR (see
[70]). O

Consequently, the following interesting result can be easily derived.

Proposition 4.3.17. Under Assumption 1, suppose that F is the survival
function of conditionally i.i.d. lifetimes given a common factor © with prior
distribution \. Moreover, suppose that G(- | 0) is NBU (respectively, IFR).
Then F is B-MNBU2 (respectively, B-MIFR).

Thus, the given definition of multivariate ageing has an interesting prop-
erty: mixtures of i.i.d. lifetimes that are NBU (respectively, IFR) condition-
ally on the same factor ©, are also multivariate NBU (respectively, IFR).

Finally, we would like to discuss a possible application of our results in
the construction of multivariate stochastic models. To this end, we give the
following proposition that extends some results in [21] to the multivariate
case.

Proposition 4.3.18. Under Assumption 1, the following statements hold:
(a) if C € Pprop and G is NBU, then F is B-MNBU1;
(b) if C € Ppprop and G is NBU, then F is B-MNBU2;
(c) if C € Psar and G is IFR, then F is B-MIFR.
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Proof.

(a) Let C € Pprop. Then,, for every u € [0,1]",

exp (—é‘l (é(@(— log(u1)), ..., CG(— log(un))))> > Bui(ut, . .., un).

By considering Proposition 4.3.7(a) and the analog of Eq. (4.11) in
the n-variate case,

B(u) = exp (=G (€ (G(~log(w)), .., G~ log(un))) ) )
it follows that B € Pprop.

(b) Let C € Ppprop. Then, for every u € [0,1]™,

-1

G (— log (B (67571@1), e 67671(%), e G ) ,67571(“")>>)

> é(_log(B (efl(w,...,ef@*%w,...,l,...,ef@*w)))

-1 1

> G(—log (B (70 ), e @G g G ),

where the last inequality follows from the fact that G is NBU. Setting

— -1
x; = e C (”i), it follows that B € Ppprop, which is the desired
assertion.

(c) Since C' € Psyr, for every u € [0,1]" such that u; > u; and for every
s € (0,1),

~

C(ut, .. UiS, ..oy Uy, Up) 2C’(ul,...,ui,...,ujs,...,un).

In particular, for every 0 < s; < s; <1,

Cut, .. UiSiy e Ujy oo Up) > é(ul,...,ui,...,ujsj,...,un).
(4.37)
Now, for every k € {1,2,...,n}, set
o = é_l(Uk), S; = 7G(70{74 t 0-)7 Sj = 7(;(7&] t U),
G(ai) Glay)

where o = é_l(uisi) - @_l(ui) = é_l(ujsj) - é_l(uj). Since G is
IFR, s; > s;. Moreover, from (4.37) we obtain

C (é(al), ooy Glai +0),...,Glaj),. .. ,é(an))
> C (G(en),...,G(a),...,G(ej +0),...,G(an)) .
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By applying to both the sides of this inequality the transformation
exp o(—é_l), we have

B(zy,...,zi8 o xg, . xn) > By, .o @iy, xS a),

for every x € [0,1]" such that x; > x; and for every s’ € (0,1), that is
B is SM.

O

Remark 4.3.19. As already noted, both the conditions C € Ppprop and
C € Psu imply that C e Pprop, which is considered as a notion of mul-
tivariate positive dependence. Thus, roughly speaking, Proposition 4.3.18
suggests that positive univariate ageing and (some kind of ) positive depen-
dence play in favour of positive multivariate ageing. However, note that
positive multivariate ageing can coexist with several forms of dependence
and univariate ageing: this fact was already stressed, for example, in [21].

4.3.3 Discussion and concluding remarks

In this section, we have presented an extension to the n-dimensional case
(n > 2) of bivariate ageing notions discussed in [18, 21].

An interesting point concerns the extension of the NBU property, that,
for the multivariate case n > 3, can lead us to two different formulations.
In fact, this happens when the components of F are coupled by a copula C
outside the Archimedean class (see Example 4.3.4).

Here, it should be considered that, following the scheme (i)—(iii) pre-
sented at the beginning of the section, it is possible that several properties
of By describe the same bivariate ageing of a joint survival function FHE of
independent components. In [21], for instance, different notions of bivariate
IFR have been discussed. When such situations occur, it is quite natural
to consider all these different multivariate notions of a given univariate age-
ing property P and select among them those properties of By with most
interesting probabilistic meaning.

Also for these reasons, we wanted to stress that the introduced multivari-
ate ageing notions exhibit some interesting (Bayesian) probabilistic proper-
ties: they are closed under mixtures and can be characterized in terms of
comparisons of conditional survival functions given a same observed history.

Finally, it is of interest also for some statistical purposes that Proposition
4.3.18 can be used when we want to construct, for components judged to
be similar, a multivariate survival model, satisfying some kind of ageing
conditions. In fact, by using the celebrated Sklar’s Theorem [84], such a
model can be constructed just by conveniently choosing some univariate
survival function G (e.g., satisfying NBU or IFR property) and a suitable
copula C (belonging to some class P); hence, we join them for creating
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the multivariate survival function F = C(G, ..., G). This procedure hence
provides sufficient conditions for multivariate ageing in terms of univariate
ageing and stochastic dependence.
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Chapter 5

Hyper-properties and
semigroups

In previous chapters, evolution of dependence and evolution of ageing for
vectors of non-negative random variables have been separately considered
and some analogies between the two evolutions emerges. In this conclud-
ing section, we present a unified approach, based on semigroup arguments,
explaining the origin of such analogies and relations among properties of
stochastic dependence and ageing.

In order to describe the limit behaviour of the family of lower threshold
copulas {Cz}ze(o,l] from a qualitative point of view, we have introduced,
in [35] (see also Chapter 2), the hyper-properties. A hyper-property of a
copula C' corresponds, by definition, to a dependence property of the whole
family of threshold copulas associated with C. Hyper-properties can be
defined as well for other families of copulas, e.g. for the family of survival
copulas {Cy}s>0 (see [49]). In this case, we will call them hyper-dependence
properties.

In this chapter, we analyze the notion of hyper-property and investigate
the algebraic structure of hyper-properties. We find that such a notion is
very general, not only concerning dependence properties. In fact, it can
be expressed in terms of actions of semigroups and of their orbits. Such a
general background allows us to extend the notion of hyper-property from
dependence to other kinds of properties. For example, this formulation fits
well to the study of ageing properties. To this purpose, we extend the notion
of hyper-property from copulas to semi-copulas.

In fact, a suitable semi-copula B is used for describing multivariate age-
ing properties (see [19, 21, 36]). In parallel with dependence, it is also of
interest studying evolution of ageing, introducing a family of semi-copulas
{Bt}iz0 (sce [49]).

This common background also allows us to explain some analogies be-
tween the structure of the implications among dependence properties and
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the structure of implications among ageing properties. Some of them have
been already considered and pointed out in [49].

The chapter is organized as follows. Section 5.1 is devoted to general re-

sults on semigroup actions and their orbits. In this general algebraic setting,
a hyper-property is represented by a class of copulas, that is closed under
the action of a given semigroup of transformations. In Section 5.2, we define
a transformations of a copula C s @aep 1 C xRy — C such that the elements of
the family of survival copulas {C’t}tz() are obtained as C; = (Ddep(é ,t). We
proved in [49] (see also Chapter 2) that ®4, is an action of the semigroup
(R4, +,0) on C. Analogously to the transformation D 4ep, a transformation
O,y is defined, such that B; = ®.4(B,t). It has been proved in [49] (see
also Chapter 4) that also ®,4 : S x Ry — S is an action of the semigroup
(R4, +,0), in this case on S. We devote Section 5.2 to the extension of the
notion of hyper-property to ageing and to apply results of Section 5.1.
In view of the common algebraic background of dependence and ageing prop-
erties, we give there an explanation of their behaviour and of the similarities
between the two kinds of properties, that already emerged in [35, 49] (see
also the previous chapters). We also enrich their treatment by providing
some examples.

5.1 Hyper-properties and semigroups

We want to provide a general approach to the study of the evolution of
some properties within a family of copulas. In this section, we study, in an
abstract frame, properties of copulas, that are called hyper-properties. They
are properties of a copula C' € C, but they correspond to properties of the
whole family associated with C' by a certain transformation ®(-,¢). Since
we will not restrict ourselves to consider dependence properties, we extend
the treatment to semi-copulas and families of semi-copulas.

In order to define and to explain what a hyper-property is, it will be con-
venient to recall some basic notation about semigroups, actions and orbits
(see e.g. [56]).

In the following U/ will denote an arbitrary set and @ a binary operation
onU. (U,®D) is a semigroup if U is closed with respect to @ and @ is asso-
ciative. If, furthermore, U contains a neutral element 1g for the operation
@, (U,d,1g) is said to be a monoid or a unitary semigroup. Since we will
consider here unitary semigroups, from now on we will refer to them simply
as semigroups.

Let T be an arbitrary set.

Definition 5.1.1. An action of U on T is a transformation
T xU—>T
such that
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(i) for any ¢ € T, ®((, 1) = (;
(ii) for anyt, seU, ®(P((,t),s) = P((,tD s).
The set
Oa(Q) = B(CU) = {C €T : IseUt: (Cs) =}
is the orbit of ¢ under the action ®.

In most of what follows, we will consider the semigroup (U, P, 1) coin-
ciding with (R4, +,0) and 7 coinciding with S or with C.

Let us proceed now in explaining what hyper-dependence is.

Let P and P’ two different classes of semi-copulas.

For example, a class P may consist of all the semi-copulas satisfying a certain
dependence property P (as in Definition 1.3.11): namely, Ppop, Prrp, Pres.
Psr are the classes of semi-copulas that are, respectively, PQD, LTD, TP,
SI.

Starting from the above notions of dependence, in [35] new properties
of copulas have been introduced, called hyper-dependence properties. Their
peculiarity is to be defined as properties of a copula, in relation to properties
of the whole associated family; i.e. we say that Cis hyperge,-P if C,is P
for every t > 0. We redefine hyper-properties here, in accordance with the
above algebraic setting.

Let ®g4cp, be the transformation such that

CAvt = (I)dep(éut)7 (51)
defined by Eq. (2.14).

Definition 5.1.2. C € C is hyperge,-P if Og,,,(C) C P.
Hypergep-P is the class of all hyperge,-P copulas.

More in general, let P be a property of semi-copulas, S € S and Og(.S)
the orbit of S under the action ®.

Definition 5.1.3. We say that S is hypers-P if Os(S) C P.
We denote by hypers-P the class of all the hypers-P semi-copulas.

Remark 5.1.4. The class hyperg-P is contained in P.

The analysis of hyper-dependence suggests us to extend to classes of cop-
ulas associated with properties of dependence or hyper-dependence the study
of relationships of the kind in (??). In such a case, a more heterogeneous
landscape emerges. In particular, we can list the following (non-exhaustive)
situations:

i) P = hypers-P;
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ii) P C P, hypere-P = hypere-P’;
iii) P € P, P € P, hypere-P' C P;

iv) PZL P, P &P, hypers-P = hypers-P’.

The formalization in the items i), ii, iii), iv) is suggested by relations
that we have noticed among classes of copulas corresponding to dependence
or hyper-dependence properties.

Example 5.1.5. i) Prp, = hyperqep-Prp, (see [49, 35]);
ii) hypergep-Prp, = hyperaep-Prrp, but Prp, € Prrp (see [49, 35]);

iii) Prp, and Psr are not comparable, but hyperje,-Psi  Prp, (see
Proposition 5.2.11 below).

The cases listed above can be alternatively formulated as

i) Pst. SeP= 0g(S)CP;
ii) PCP st Op(5) CP & Os(S) TP
i) PZ P, P L Pst. Op(S)CP = S € P;

iv) PZP,P EPst Op(S) CP < 0s(S) CP.

The above examples show how our formalism fits well to describe rela-
tions among dependence properties and hyper-dependence properties. We
have introduced it in order to express other properties of copulas and semi-
copulas (for example, ageing properties) in a form that is similar to the one
of dependence. Such a formalism will help us in singling out and study-
ing the common bases of different kinds of properties that originate some
systematic analogies.

The following propositions will show that the afore-mentioned alterna-
tives, 1), ii), iii), iv), are sufficient to obtain all the possible relations involving
hyper-properties.

As above, ® denotes the action of a semigroup.

Proposition 5.1.6. For P C P’, the conditions

P = hypere-P (5.2)
and
hypere-P = hypers-P’ (5.3)
are equivalent to
P = hypere-P'. (5.4)
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Proof. 1f (5.2) and (5.3) hold, it obviously follows (5.4). Conversely, if (5.4)
holds, by [35, Prop. 7], (5.2) is satisfied and this automatically implies
(5.3). O

The following proposition states, instead, that, if a hyper-property hyper-
P’ implies a property P, then hyper-P and hyper-P’ coincide, even when P
is strictly stronger than P’. In terms of classes P, P’

Proposition 5.1.7. If P C P’, then
hypere-P' C P (5.5)

if and only if
hypere-P = hypere-P’. (5.6)

Proof. Since P C P’, obviously (5.6) implies (5.5).

Conversely, let us suppose (5.5) holds. We have to prove that both the
inclusions hypereg-P C hyperg-P’ and hypere-P D hyperes — P’ hold.
Since P C P’, hypere-P C hypere-P’ obviously follows.

By definition of hyperg-P’, S € hypers-P’ implies Og(S) C P’.

Let us now consider S;, € S such that Sy, = ®(S,ty), for some ¢tz > 0. By
definition of action, Og(St,) C Og(S). In fact,

O<I><Sto) = {S/ eS:dsel: CI)(StO,S) = S/} cP.

But ®(S4,,s) = ®(5,to @ s) and, therefore, Og(Sy,) coincides with the sub-
orbit of S, ®(S,t9 @ U). Therefore Op(S) C P’ implies Op(Sy,) € P’ for
any to > 0, i.e. that any sub-orbit of S is contained in P’. By (5.5), this
fact implies that Sy, € P. Hence Og(S) C P’ implies Op(S) C P, that is
hypere-P C hyperg-P’.

O

Remark 5.1.8. From implication “(5.5) = (5.6)”, it follows that it cannot
hold the chain of inclusions

hypers-P C hypere-P' C P C P,

but, given
hypere-P' C P C P,

it has necessarily to be
hypers-P = hypers-P’.

An analog of Proposition 5.1.7, when two properties P and P” are not
comparable is given by the following
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Proposition 5.1.9. If P £ P", P" € P and P = hypere-P’ for some P,
then
P cP (5.7)

18 equivalent to
hypere-P" C P. (5.8)

Proof. Obviously (5.7) implies (5.8).

Viceversa: let S € hypere-P” C P. If S € P”, it has necessarily to be
S € P'. In fact, if not so, it would be S € P”\P’ and, therefore, S ¢ hyperg-
P’ = P, against the hypothesis. O

Some corollaries of Propositions 5.1.7, 5.1.6, 5.1.9 will be obtained below.

In order to illustrate their meaning and usefulness, we need to recall and
point out the following fact. Since the semigroup acting on S, (R4, +,0),
is totally ordered, it is possible to define an orientation on any orbit, corre-
sponding to the “increasing” direction on R, . Thus an orbit can be seen as
a trajectory in the space of semi-copulas.
Starting from any point on it, an orbit can be gone along in both directions:
forwards and backwards. More precisely: let us consider the orbit generated
by S € §; any element of the orbit, D = S;, = ®(S,tp), is individuated
by an element ¢ty € R;. Starting from Sy,, it is possible to go along the
orbit both forwards, by taking ¢ increasing on (tg, +00), and backwards, by
taking t decreasing on [0,%g). If, furthermore, we interpret ¢ € R as a time
parameter (as we will do in the following), then “forwards” and “backwards”
respectively mean “for future times” and “for past times”.

We are now in a position to state some corollaries about the evolution of
properties along an orbit. They are related to the preservation of a property
on a sub-orbit, but not necessarily on an entire orbit. Their proofs derive
from a basic consequence of ® being an action of a semigroup on S, we have
already exploited in proving Proposition 5.1.7: for any tg € Ry, the orbit
®(Sy,,R4), generated by the element S, = ®(S,ty) € Og(S), is a sub-orbit
of S itself.

If P is closed under the action ®, the property P can arise along the
orbit, but, from that point forward, it is necessarily preserved. Since we are
considering semigroup actions, nothing can be said about their backward
behaviour. Under actions of semigroups, the orbits are not a partition of
the set: they are allowed to join, but not to separate. Thus, given an element
St,, it is not possible to univocally reconstruct backwards the orbit it belongs
to. We will provide in the following examples of such constructions.

Corollary 5.1.10. Let P,P' C S such that P = hypere-P C P’.

1. Then
Sty € P for someto €U = P(S,todU) C P.
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2. If, furthermore,
hypers-P = hypers-P’, (5.9)

then Sy, € P for some ty € U if and only if

(S, tooU)={S"€S:HectydU:D(S,t)=5}CP.

Proof. We start by proving the second statement. By hypothesis and con-
dition (5.9), P = hypers-P’ holds and therefore Sy, € P is equivalent to
Os(Sy,) CP.

By letting P’ = P in the statement 2., we obtain 1.. O

The following corollaries can be easily proved starting from Propositions
5.1.7 and 5.1.9 respectively.

Corollary 5.1.11. Let be P C P'. If P = hypere-P’, then
O(S,todU) C P for some ty €U < Sy, € P.
Corollary 5.1.12. Let be P € P’ and P' € P. If
hypere-P’ C P,

then
O(S, todU) C P’ for some ty €U = Sy, € P.

Remark 5.1.13. If instead we consider an action VU of a group (G,®, 1g)
on S, P would be closed under the action ¥V, both forward and backward.
Consequently, if an element of an orbit belongs to P, the whole orbit is
contained in P. In other words, P and hypery-P always coincide.

In this case, an analog of Corollary 5.1.10 holds.

Corollary 5.1.14. Let P, P’ C S be such that S € P < Oy (S) CP'. Then
Sty € P for some to € G if and only if Oy (S) C P'.

Proof. For any fixed ty € G, by the hypothesis S, € P < Og(Sy,) € P'. By
definition of action, Oy (Sy,) = ¥(S,tp ® G). Since G is a group, the coset
to ® G coincides with G, therefore

U(S,to @ G) = W(S,G) = Og(S).
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5.2 Hyper-dependence and hyper-ageing proper-
ties of semi-copulas

We devote this section to the application of the results of Section 5.1 to
dependence and bivariate ageing.

The theoretical frame developed in the previous section allows us both to
explain some previously noticed analogies between dependence and bivariate
ageing and to obtain new results.

We recall that suitable analytical properties of the survival copula C

describe properties of dependence of the model, while properties of the age-
ing function B describe some properties of multivariate ageing. Studying
the evolution of these properties as time elapses, corresponds to study the
evolution of the family of copulas {ét}tzo or of the family of semi-copulas
{Bt}+>0. In particular, we are interested in relationships among these prop-
erties and in conditions for preservation in time of some of them.
We point out that relationships among properties of copulas may be seen
as relationships among classes of copulas, while preservation in time, for
example, of a dependence property P means that the corresponding class
of P copulas, P, is closed under the action of ®4,; i.e. P and hypergep-P
coincide.

®,, instead is such that

By = $ay(B, 1) (5.10)

and it is defined by Eq. (4.20).

Analogously to Definition 5.1.2 of hyper-dependence, we obtain the def-
inition of hyper-ageing properties by substituting, in Definition 5.1.3, the
transformation ® with ®,,.

Definition 5.2.1. S € S is hyperyy-P if Os,,(S) C P.
Hyper,g-P is the class of all hyperyy-P semi-copulas.

It has been already proved in Chapters 2 and 4 (see [49]), that both ® 4,
and @,y are actions of the semigroup (R, +,0) on C and S respectively.

Remark 5.2.2. In defining hyper-properties, we have to specify the action
we are referring to. In fact, for a given P, hypere-P obviously depends
on the orbit of the action ® and, therefore, on the particular choice of the
transformation.

The following example shows that, for a given property P of a semi-
copula S, hyperye,-P and hyper,s-P are two different properties of S. In
other words, since in general ®gep(S) # Pag(S), the class hyperge,-P does
not coincide with hyperqy-P.

Example 5.2.3. Let S(u,v) = w[l + (1 —u)(1 —v)]. S is TP and, as
proved in [49], Cy = Pgep(S,t) is TPy for any t > 0.
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On the contrary, By = ®qq(S,t) is not TPy for anyt > 0. In fact, fort =1
!

andu/ =%, " =v =3 " =3,

D=

By(u",v")By(u',v") — By(u,v") By (u”,v") = —0.2099 < 0.

By adopting a notation analogous to [35], we also define properties of
a semi-copula corresponding to dependence or ageing properties holding on
some subset of its orbit. Let be A C Ry.

Definition 5.2.4. We say that C € C is (P; A)gep if Paep(C,t) € P for any
teA.

Remark 5.2.5. The property (P; [to, +00)4ep for a survival copula C means
that C' may not satisfy P and that the property P holds for all Cy, with t
greater than a given ty. This notion can be of interest in the field of tail
dependence. In fact we are typically interested in proving that Cy satisfies a
dependence property P in the limit for t — +oo. Thus, proving that C is
(P; [to, +00)dep guarantees the above condition without explicitly computing
the limit limt_>+oo Ct.

Analogously
Definition 5.2.6. S € S is (P;A)yg if ®ug(S,t) € P for anyt € A.

The general framework we have provided in the previous section allows
us both to formalize results previously obtained and to obtain new ones.
The results we will provide now are a consequence of the statements in
Section 5.1, about actions and orbits. We will present them in two different
subsections, devoted to the study of the action ®4., and ®,4 respectively.
We focus our attention on the case n = 2.

5.2.1 Dependence and hyper-dependence

It is known (see [35] and [49]) that, for any C € C,
CisTP, < Cis hypery,,-TP, (5.11)
that is
Prp, = hyperiep-Prp,.
To be precise, in [35], the above equivalence (5.11) has been shown for

the family of threshold copulas {C}.¢(0,1),

“HuC(z, 2 “LwC(z, =z
€)= Sl (C ’c@jff (vC(z2))) (512)

In the present case, when the random variables are exchangeable, (5.12) is
obtained from Eq. (2.15) by operating a change of parametrization, making
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the family {Cy};>0 independent of G (see e.g. [49]). Eq. (5.12) is formally
analogous to Eq. (2.15); therefore we denote the transformation linking C,
to C' by B

CZ = (I)dep(C, z)

However, before proceeding with our discussion, we will prove that

1. the same equivalence holds for any other monotonic parametrization
of the family;

2. statement (5.11) can be extended to the set of semi-copulas.

In [49] it has been proved that ®4, is an action of the semigroup
(R4, +,0), by considering it acting on the survival copula C. For a fixed
copula C and for a fixed marginal survival function G, {CA't}tZg is the orbit
of ' under D gep-

Sometimes, for example when making the family independent of the mar-
gin, it may be convenient considering a different parametrization of the fam-
ily {C}}+>0, by means of a strictly monotonic function ¢ : Ry — 9(R) C R.
We obtain the family {éﬁ’)}zw(R”, with é’;w) = éw—l(z). By replacing ¢
with ¢~1(2) in Eq. (2.15), a different transformation @E;é}; CxyY(Ry) = C
is defined, mapping (C, z) in C’S”).

In [35], e.g., the family {C.}.¢ (o 1 is originated by choosing ) = G.

It can be proved that a monotonic change of parametrization leaves
unchanged the orbits of C under ®4.,. Actually, this fact holds more in
general, independently of the transformation @, as the following proposition
states.

Let ® be an action of (R, +,0) on S and define @) : S x (R, ) — S,
(S, 2) = (8,971 (2)).

Proposition 5.2.7. For any strictly monotonic v, ®%) is an action of the

semigroup (Y(R4),®,1¥(0)) on S.
Furthermore, for any fired S € S,

O (S) = Oa(5).

Proof. By letting
w®z =P (w) +97(2)),

®) satisfies conditions (i) and (i) in Definition 5.1.1.
Now, for any fixed S € S,

Opn(S) ={8" € S: 3z e p(R,) : ®W)(S,2) = §'}.
Since 1 is strictly monotonic,

Op(S) ={S" €S :3FteRy : dW(S () = 5'}.
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Now, by definition, ®¥) (S, 1(t)) = ®(S,t). Thus, for any S € S,
O (5) = Oa(5).
O

Even without its statistical meaning, the transformation ®4., can be
formally extended to the set of semi-copulas.

It can be proven that the equivalence between Prp, and hyperge,-Prp,
still holds for semi-copulas, as the following proposition states.

Proposition 5.2.8. Let be S € S. S € Prp, if and only if S € hyperye,-
Prp,.

Proof. By [34, Lemma 3.1], Prp, NC = Prp, N'S. Therefore, if S € S is
TP,, then S € C.

Conversely, if S € S is not TP, it cannot be hyperge,-T P, because this
fact would trivially imply that S is T'P,, against the hypothesis.

Therefore the equivalence (5.11) holds. O

Since Prp, is closed under ®g4,, by Corollary 5.1.10, it follows that, if
to > 0 exists, such that Gy, is TPy, then C' is (T'Py; [to, +00))dep-

Since in this case the parameter ¢ € Ry represents a time, we can say
that the action ®4, preserves the TPy property “in the future”, but not “in
the past”. In other words, an orbit can enter the class Prp, of TP2 copulas
but it cannot go out. The following example shows that, if Cto is TPo, C
has not necessarily to be (T'P;[0,%0))dep-

Example 5.2.9. Let 2y € (0,1) and

uv, u,v € [0, 20],
C’(u,v) =< 20+ (1 —2)W (“_ZO ”_ZO) , u,v € (20, 1],

1—297 1—29

min(u, v), otherwise,

where W (u,v) = max(u + v — 1,0) is the lower Frechet bound.

We recall that, for any t > 0, Cy only depends on the behaviour of C on
the square [0,z2]?, z = G(t). Thus Cy, is TPy, for ty = é_l(zo), and Cy
continues to be TPy fort > ty. Fort <ty instead, é’t 1s not even PQD. In
fact, if we consider zg = % and z, = %: C(z1,21) = % < 1% = 22. Therefore,
for zo =1, Cy is not PQD at least for t < é_l(%).

Remark 5.2.10. By Proposition 5.1.7, an orbit cannot enter Prp, from
Prrp, but it has to pass Prrp by, directly passing from Ppgp to Prp,.

In fact, let us suppose éto € Prp, for some tg > 0 and C, € Prrp \
Prp, for any t € [0,ty). Since Prp, C Prrp, C would belong to hyperjep,-
Prrp. But hypergep-Prrp coincides with hypergep-Prp,, that, on its turn,
coincides with Prp,, against the hypothesis Ce Prrp \ Prp,.
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Roughly speaking Corollary 5.1.10 implies that if we observe at a cer-
tain time a strong dependence between the variables, the structure of the
dependence will not change. This preservation is not warranted instead by
weaker dependence notions: the PQD property, for example, is not neces-
sarily preserved in time (for a more detailed discussion about this topic, see
[35]).

Since TP is equivalent to hyperge,-T' P, for tog > 0, (T'Ps; [to, +00))dep
is weaker than TP3. Thus, we expect that a weaker property than hyperge,-
LTD is sufficient to guarantee (T'P;[tg, +00))4ep- In fact, by Corollary
5.1.11, it follows that C' being (LT D; [to, +00))aep is equivalent to C' be-
ing <TP2; [th +OO)>dep~

A further dependence property, we have not considered in previous works,
is SI. Without making explicit computations, the following inclusion can be
proved.

Proposition 5.2.11. Hyperge,-Psr C Prp,.

Proof. Since Ps; C Prrp, hypergep-Psr C hyperqe,-Prrp. But, as we
have said before, hyperqep-Prrp = Prp, and, therefore, hyperge,-Psr C
PTP2~ OJ

By Corollary 5.1.12, it follows

Corollary 5.2.12. If tg > 0 exists, such that C is (SI;[to, +00))dep, then
C s (T Pa; A) gep-

We summarize the implications among the considered properties in the
following table, similar to the one in [35]:

<TP2; A>d6p =

ﬂ( ‘JX <LTD7 A)dep
<SI» A>dep =
¥ ¥
SI =
¥ LTD (5.13)
TP, =

) f

hyperge,-TP2 <

TT ‘JX hyperdep_LTD
hyperge,-SL =

For A = [tg, +00), tg > 0, the only different relationships are:

<TP2; A>dep a4
% (LTD; A)dep (5.14)
<SL A>dep =
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Remark 5.2.13. In the Archimedean case, while the classes Ppgp, Prrp
and Prp, continue to be different, hyper-Ppgp, hyper-Prrp and hyper-Prp,
coincide. By Proposition 5.1.7, it means that, for example, ifé ¢ Prp,, its
orbit can enter the class at a certain time ty. However, by an analogous
reasoning to the one in Remark 5.2.10, before tg, Cy has to be not PQD.

5.2.2 Ageing and hyper-ageing

We mainly focus our discussion on of B’s properties to supermigrativity
and to its connections with PQD and TP,. In fact, the scheme of the
implications among PQD, SM and TPs, investigated in [49], reflects the
ones in (5.13) and (5.14).

In [19] it was proved that hyper,,-Ppgop = Pswm. In view of the semi-
group structure of {B;};>¢, it follows that Psyr = hyperyg-Psar. Thus, by
Corollary 5.1.10, we have:

Corollary 5.2.14. If ty > 0 exists, such that By, is SM, then B 1is
(SM; [to, +00))ag-

As for TPy property for the survival copulas, we can say that the prop-
erty SM for the ageing function can arise at some time ¢y, but, once it has
appeared, it is necessarily preserved for future times. This analogy holds
because Pgyr = hyperqg-Psyr so like Prp, = hyperge,-Prp,, that is, both
Prp, and Pgys are closed under some semigroup actions. Thus, the orbits
of an ageing function under ®,4 can enter Pgys, but they cannot go out.

Analogously to Example 5.2.9,

Example 5.2.15. We consider, for zy € (0,1), the ordinal sum

uv, u,v S [07 ZO]a
Blu,v) = {20+ (1— 2)W (422,422 ) | wv e (20,1,
min(u, v), otherwise.

By is SM for t > —log zg, but, for t < —log zg, By is not even PQD.

If inf A > 0, (SM;A)qy is a weaker property than SM and we find a
weaker property than hyper,,-PQD implying it.

Corollary 5.2.16. Ifty > 0 exists, such that B is (PQD; [to, +00))ag, then
B is (SM; [to, +00))ag-

This implication only holds for intervals of the kind A = [ty, +00), for
any to > 0. For a general interval A = [tg,t1], 0 < tg < t1, (PQD;A)qy does
not necessarily imply any more (SM;A)q4, as the following example shows.
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Example 5.2.17. Let us consider, for zy € (0,1),

min (u,v, “2;”’2) u,v € [0, z0],
B(u,v) = 20+%, u,v € (20,1],
min(u, v), otherwise.

B is at least (PQD; [0, —1log zo|)ag, but B is not SM. In fact B does not

satisfy Bq. (4.2), foru=s=1, v=1 z €1 1]

B ¢ Psy implies that B cannot be (SM;A)qq for A containing 0. There-
fore, for a general A C Ry, B being (PQD;A)qy does not imply B being
(SM;A)qg.

Another relation is provided by the following proposition:
Proposition 5.2.18 ([49]). hyperqag-Prp, C Psu.
By Corollary 5.1.12, it follows:

Corollary 5.2.19. Iftqg > 0 exists, such that B is (T'Ps;[tg, +00))ag, then
B is (SM; [tg, +00))ag-

We summarize here the implications discussed in the present paragraph:

hyperqeg-TPy = TPy # < (TPyA)g

4 ¥ ¥
hyperqg-SM &  SM = <  (SM;A)
t y Iy

hyperq,-PQD = PQD = < (PQD;A)q,
If A = [ty, +00), the only different implications in the table are:

(T'Po; N)ag = (SM;A)og < (PQD; A)yg.

5.3 Conclusions

We consider the families {C't}tzo and {Bi}+>0, used to describe depen-
dence and ageing of a model.

Starting from previous works, in [49] it has been hinted at the fact that
the obtained results are based on the semigroup structure of the two fam-
ilies. In this paper, we develop this analysis, by studying in detail the
consequences of such a semigroup structure.

In this frame, we prosecuted here the study of the concept of hyper-
property, introduced in [35]. We presented an algebraic approach to this
investigation and found that the notion of hyper-property is something gen-
eral, not only related to dependence properties. Thus, we extended the
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study of hyper-properties to ageing too. We obtain the results in Section
5.2 by means of general propositions, without making explicit computations.

The common algebraic structure of {ét}tzo and {B;}+>0 allows us to ex-
plain some systematic analogies between dependence and ageing properties
and between the structures of relations existing among them.

We notice in fact a parallelism between the properties TP for C' and SM
for B, SI for C and TP, for B , LTD for C and PQD for B. The explanation
of the behavioural similarities lies in that each pair of classes of semi-copulas
(corresponding to the afore-mentioned properties) has the same properties
with respect to the two different actions ®4., and ®,,.

For example, from both LTD and PQD, under these two different actions,
we obtain two known properties of semi-copulas:

Prp, € Prrp, Psm C Ppgp;

Prp, = hyperaep-Prrp, Psm = hyperag-Ppgp-

The fact that Prp, is closed under ®4., and Psyy is closed under @, so
like other analogies discussed in Section 5.2, can be seen as a consequence of
the above-mentioned analogy between LTD and PQD, due to the fact that
both @4, and ®,, are actions of a semigroup on the set of semi-copulas.
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Conclusions

In this thesis we developed the subject of the time evolution of depen-
dence among residual lifetimes. In particular, among the topics studied
in the related literature, there are tail dependence and default contagion.
The first one concerns the asymptotical evolution of dependence; the second
consists in a stochastic order condition on the survival function immediately
before and immediately after a default.

One of our aims was investigating connections among: evolution of de-
pendence between two subsequent default times, evolution of dependence at
default times and default contagion. We fulfil this aim by providing a unified
frame for the study of evolution of dependence. In particular, connections
have been studied in detail in the case when the lifetimes are conditionally
iid..

Some aspects related to the extension to more general cases can be the
subject of further insights, both as to the analysis of conditions for preser-
vation of dependence properties and as to the monotonicity property of the
family of threshold copulas with respect to some orders.

From an application-oriented point of view, it would be also interesting
to study models where the units are divided into groups. The units are
exchangeable within any group, but not globally.

Default contagion and tail dependence are very topical subjects. In par-
ticular, the last recent financial crisis has high-lit the importance of studying
connections among:

e evolution of dependence (in normal conditions),
e dependence conditionally on extreme events
e dependence conditionally on defaults.

In this context, our study tells us, intuitively speaking, that, if the con-
ditional hazard rates of the “countries” are monotonic functions of some
underlying factors, dependence increases under extreme events and discon-
tinuously decreases when a default occurs. Notice however that, along with
the decrease of dependence among the not defaulted “countries”, we also
find a decrease of their joint survival probability.
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Actually, the scenario we deal with nowadays in finance is not exactly
the same we considered in our treatment, where the default times are con-
ditionally i.i.d..

In fact, the dependence among countries is not only “information in-
duced”, that is due to our level of information about some common envi-
ronmental factors, but it is also due to “physical” interaction (loans, invest-
ments, etc).

Furthermore, it is also realistic considering the case when the countries
are not exchangeable: some countries are economically stronger than others
or their production is linked to a specific sector... in short, they do not play
a same role in the market.

Some other aspects of the connection between tail dependence and de-
fault contagion arises however also in fields different from Finance.

In the above, we mentioned connections among different kinds of de-
pendence or, in other words, among dependencies in different situations.
Another purpose of ours is studying links between dependence and ageing.

Ageing is mainly used in Reliability Theory, while it is not so a widespread
topic in Risk Theory and Finance. Actually, one can expect that the same
concepts are applicable in such fields.

In order to give a unified frame for the study of evolution of dependence
and of ageing, we provided a semigroup approach. Such an approach is
based on the fact that both the families describing evolution of dependence
and of ageing respectively are proved to be orbits of the survival copula and
of the ageing function under different actions of a semigroup.

This theoretical frame is useful to study ageing, in parallel with depen-
dence, and also to explain analogies existing between evolution of depen-
dence and evolution of ageing.

We developed here this approach in the case conditional on the obser-
vation of survivals only. However, such an approach could be extended to
the analysis of evolution of both dependence and ageing in presence of de-
faults. This would be interesting both from a mathematical and from an
application-oriented point of view.
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