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the system form a sequence of independent and identically distributed non-negative random variables.
While in the system, every client generates claims and pays premiums. In order to describe the model’s
rare-event behaviour, we establish a sample-path large-deviation principle. This describes the joint rare-

JEL classification: event behaviour of the reserve-level process and the client-population size process. The large-deviation
6C principle can be used to determine the decay rate of the time-dependent ruin probability as well as the
149 P most likely path to ruin. Our results allow us to determine whether the chance of ruin is greater with
more or with fewer clients and, more generally, to determine to what extent a large deviation in the
Keywords: reserve-level process can be attributed to an unusual outcome of the client-population size process.
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Ruin probability
Exponential tightness

1. Introduction

The Cramér-Lundberg (CL) model (Cramér, 1930; Lundberg, 1903, 1926) plays a pivotal role in ruin theory. It is a stochastic process that
represents the evolution of an insurance firm’s reserve level (also referred to as surplus-level process). The primary goal is to evaluate the
ruin probability for a given initial surplus u, i.e., the probability that the reserve-level process drops below 0. In the most basic variant of
the CL model, claims are independent and identically distributed (iid) non-negative random quantities that arrive according to a Poisson
process (with rate v > 0), while premiums are earned at a deterministic linear rate r > 0. For this base model a broad range of results
has been obtained, most notably a characterisation of the ruin probability through its Laplace transform. In addition, relying on elements
from large-deviations theory, the asymptotics of the ruin probability were identified for large values of the initial surplus u, an important
observation in this context being that with overwhelming probability the path to ruin is by approximation linear (under the proviso that
the claims are light-tailed). For more background on these results, and an account of the area of ruin theory in general, we refer to e.g.
Asmussen and Albrecher (2010); Embrechts et al. (1997); Kyprianou (2013); Rolski et al. (2009).

The CL model described above is admittedly a gross simplification of reality, in that various features that play a role in practice are
not incorporated. This realization led to a stream of results that in various directions generalize the classical setup. Without attempting to
provide an exhaustive overview, we now briefly mention a few of the main strands of research. Arguably the most important extension
concerns the time-dependent ruin probability, i.e., the probability that the reserve level becomes negative before a given point in time.
We refer to Asmussen and Albrecher (2010, Ch. V) for an overview of results in this area; notably, under the large-deviations scaling (with
light-tailed claims) the most likely path to ruin is still linear. Steps have also been taken to generalise the claim arrival process, which is
traditionally of compound Poisson type. In Gerber (1970) a diffusion term is added, and (more generally) in Debicki and Mandjes (2015);
Kyprianou (2006) the reserve level evolves as a Lévy process. In e.g. Stabile and Torrisi (2010) the arrival process is assumed to be of
Hawkes type. Other extensions include variants in which the insurance firm’s interest income is incorporated; see for instance (Albrecher
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et al,, 2013; Boxma and Mandjes, 2021), and the textbook treatment in Asmussen and Albrecher (2010, Ch. VIII). We finally mention the
branch of the literature in which the reserve process is modulated by a background process; see e.g. the Markov-modulated framework in
Asmussen and Albrecher (2010, Ch. VII) and the mixing model in Constantinescu et al. (2020).

In the present paper we consider another extension of the CL model, namely a model in which the insurance firm has a stochastically
fluctuating number of clients. One could view the standard CL model as a setup in which the number of clients is fixed, while in practice,
so as to properly assess the ruin probability, one should evidently take into account variations in the client population size. We model the
client-level fluctuations by letting clients arrive according to a Poisson process, where the times they spend in the system (as a client of
the insurance firm, that is) form a sequence of iid non-negative random variables; while in the system, each client generates iid claims at
Poisson instants, and pays premiums at a rate r.

In the CL model with a fluctuating number of clients, we wish to assess the time-dependent ruin probability, given the insurance
firm’s initial surplus. We do so in an asymptotic context, corresponding to the (realistic) situation that the insurance firm’s client base is
consistently large. Concretely, we let the (Poissonian) client arrival rate be nA and the initial surplus be nu for some u > 0, where n is a
scaling parameter that we let grow large. In this limiting setting we derive a sample-path large-deviation principle (LDP). This sample-path
LDP is bivariate, in that it jointly describes the reserve-level process and the client-population-size process. We use it not only to evaluate
the logarithmic decay rate of the time-dependent ruin probability, but also to investigate two questions about the most likely path to ruin:
(i) is the chance of ruin greater when the client population is higher or lower than expected?; (ii) to what extent can a large deviation in
the reserve level process be attributed to an unusual outcome of the client population process?

At a technical level, the crucial difference with the conventional CL model, where the number of clients is fixed, is that when we allow
the number of clients to fluctuate, the increments of the reserve level process are no longer independent. Traditionally, sample-path large
deviations mainly focus on settings with independent increments. Results in this area essentially go back to an early paper by Varadhan
(1966); see also the contributions in Borovkov (1965); Mogulskii (1974, 1976). Indeed, the sample path LDP for the standard CL model is
implied by the classical result of Mogulskii (Dembo and Zeitouni, 1998, Thm. 5.1.2). Models in which there is correlation in the increment
process are substantially harder to deal with, but often offer richer behaviour. For example, in the CL model with a fluctuating number of
clients the most likely path to ruin is no longer linear. For work on sample-path large deviations for processes with dependent increments
we refer to (the generalised version of) Schilder’s theorem for Gaussian processes, which was established in Azencott (1978); Bahadur
and Zabell (1979); see also the textbook treatment in Deuschel and Stroock (1989). This type of result has been applied extensively in
the operations research domain, addressing various rare-event related problems concerning Gaussian storage systems (Arendarczyk et al.,
2014; Mandjes et al., 2006, 2009; Mandjes and van Uitert, 2005; Mannersalo and Norros, 2002). We also point to sample-path LDPs for
specific queueing models which can be found in e.g. Blanchet et al. (2014); Shwartz and Weiss (1995); Wischik (2001).

We prove the LDP for our variant of the CL model by first establishing an LDP that corresponds to a single point in time, then extending
this to an LDP for multiple points in time, before finally establishing the full sample-path LDP. In this approach, the first two steps rely
on a fundamental observation: even though its increments are not independent, it is possible to decompose the process into independent
components, thus allowing arguments based on sums of independent random variables to be applied. The main technical hurdle lies in
the final step: upgrading the finite-dimensional LDP to a sample-path LDP. This amounts to verifying one of the equivalent exponentially
tightness characterisations as provided by Feng and Kurtz (2006, Thm. 4.1). We point out that since the number of clients fluctuates
autonomously (i.e., it is not affected by the reserve-level process), the structure of the LDP resembles the decompositions found in Huang
et al. (2016); Liptser (1996).

This paper is organised as follows. In Section 2 we provide a detailed model description of our CL model with a fluctuating client
population. In Section 3 we present our main results. These cover finite-dimensional LDPs as well as the full sample-path LDP. In addition,
we present results that shed light on the most likely path to ruin, including experimental insight into the most likely cause of ruin. Proofs
are provided in Section 4: first we focus on establishing finite-dimensional LDPs, and then extend these to the full sample-path LDP by
relying on a tightness argument.

2. Model

In this section we introduce the CL model with a fluctuating client population. In this model description, we distinguish between the
dynamics of the population size, and the dynamics corresponding to each individual client in the system.

Client-population-size dynamics. Clients arrive to the system according to a Poisson process with rate ni. Here A is a positive parameter,
and n is a scaling parameter that we let grow large. The clients stay in the system for independent and identically distributed (iid)
amounts of time, in the sequel referred to as the clients’ sojourn times. For convenience, in our analysis we let the sojourn times have
density h(-), but our arguments hold more generally (in particular allowing for both continuous and discrete sojourn-times distributions).
In queueing-theoretic terminology, the number of clients simultaneously present follows the dynamics of a so-called M/G/oo system.

At time O, the number of clients already present is nfy for some fo > 0. These nfp clients have remaining sojourn times that are iid with
density h°(-). In this respect a natural choice is to let the remaining sojourn times have the well-known excess lifetime distribution, i.e., for
t>0,

ho(t):/h(s)ds//sh(s) ds,
t 0

where in the denominator we recognize the mean duration of a ‘fresh’ sojourn time; it is easily verified that this density integrates to 1.
Recall that for the M/G/oo system in equilibrium, the number of clients simultaneously present has a Poisson distribution with mean

o0

k/sh(s) ds.

0
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Moreover, their remaining service times are independent and obey the excess lifetime distribution, independently of the number of clients
present.

Throughout we impose the mild technical assumption that remaining sojourn times have a uniformly bounded density, i.e., that there
exists a constant C < oo such that h°(t) < C for all t > 0. Note that this assumption holds if h°(-) is the excess lifetime distribution (as
then we have that h°(t) is, for any t > 0, majorised by the multiplicative inverse of the mean of a ‘fresh’ sojourn time). A minor technical
remark is that, for convenience, the number nfy is throughout assumed to be an integer, but in the case it is not integer our analysis can
be adapted easily by a straightforward rounding procedure.

Let (Tin)i>1 denote the sequence of iid exponentially distributed random variables describing the clients’ arrival times in the n-th
process and (MV; n)r>o the corresponding renewal process (i.e., a Poisson process of rate ni). Let (7;);>1 denote the iid sequence of sojourn
times and let (77);>1 denote the iid sequence of remaining sojourn times. The number of clients present at ¢ is then

nfo Ntn
Fa®) :=nfo— Y Wty <t} +Nen— Y HTin+ T <t}
i=1 i=1
nfo Nt
=Y U >t + Y WTin+w>th (1)
i=1 i=1

Notice that F,(t) consists of both clients who belonged to the initial nfy clients (and have not left yet by time t) and clients who

arrived in (0, t] (and are still present at time t). We denote the corresponding normalised process by
Fa(t) := F®©
n

Client behaviour. Now that we have introduced the stochastic mechanism that generates the client-population dynamics, we continue by
focusing on the behaviour of each individual client while being in the system. During her sojourn time a client pays a constant premium
rate of r > 0 per unit of time. Every client generates claims at a Poisson rate v > 0 while in the system. The claim sizes form an iid
sequence, with the moment generating function (mgf) of an individual claim being denoted by B(-). Throughout we assume that we are
in the light-tailed setting, in that 8(9) is finite for 6 in an open neighbourhood of the origin. The net aggregate claim process represents
the total claimed amount (by the entire population, that is) decreased by the premiums received by the insurance firm. Let (M?,,-)@o and
(M;,i)¢>0 denote independent sequences of Poisson processes of rate v, describing the number of claims corresponding to the initially

present and arriving customers respectively, and let (Z};) and (Zy ;) denote sequences of iid random variables describing the k-th claim
by the initially present and arriving customers respectively. The net aggregate claim process at time t > 0 (with G,(0) =0) is then

nfO M?Ari",i
Gn(t) := Z(—r(t/\rf)—i— Z Z,‘;,i)
i=1 k=1 (2)

/\/l‘,n M(f—Ti'n)/\q,i

+y (—r(Ov [(t—TinATD+ Y Zk,i)-
k=1

i=1
We denote the corresponding normalised process by

- Gn t
Gu(t) == n( ).

Our goal is to produce a probabilistic description of the object (F,(-), Gn(-)) that allows us to identify the logarithmic decay rate (as n
grows large) of the time-dependent ruin probability

pn(u,T):=P@t [0, T]: Gp(t) > u), 3)
given that F,(0) = fo and G,(0) =0.

3. Main results
3.1. Large-deviation principles

Our main result is the sample-path LDP of the bivariate process (F,(-), Gn(-)), to be presented in Theorem 1. We establish this LDP
by first proving more basic, finite-dimensional LDPs, which we then upgrade to the full sample-path LDP through a tightness argument.
Concretely, we first discuss a one-point LDP (pertaining to a single point in time, that is), then extend this to a finite-point LDP (pertaining
to finitely many time epochs), and then finally to a sample-path LDP. In this section we state these results, and provide the main ideas
behind the proofs (which are given in detail in Section 4).

It is noted that the process (Fn(-), Gy(-)) is not necessarily Markovian — or, more precisely: only when the clients’ sojourn times are
exponentially distributed, (F,(-), Gn(-)) is a Markov chain. Importantly, however, we can still use arguments that are based on sums of
independent random variables. Two crucial observations in this context are:

3
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o The process (F(-), Gn(-)), as defined via (1) and (2), can be decomposed as the sum of two independent components: one related to
the contribution of the nfy clients who were already present at time 0, which we denote by (F, (-), G, (-)), and one related to the
N clients who enter in the interval (0, t], which we denote by (F, (), G (). To be precise, F; (t) is the number of clients who
were present at time 0 who are still present at time t, and G, (t) is the net aggregate claim volume up to time ¢ which was generated
by the clients who were present at time 0. The process (F;7(-), G, (-)) is defined similarly, but now corresponding to clients who were
not present at time 0. As a consequence, F;f (t) = Fn(t) — F; (t) and G/ (t) = Gp(t) — G (b).

o By a direct application of known thinning and superposition properties of Poisson processes, both (F; (), Gy (-)) and (F; (), G (+))
can be interpreted as sums of iid processes, each of them distributed as some (F~(-), G™(:)) and (F*(-), GT(.)), respectively. More
precisely, (F; (-), G, (-)) can be represented by the sum of nfg iid copies of (F~(-), G™(-)), where each copy corresponds to the con-
tribution of a single client who is present at time 0. Similarly, (F,;5(-), G (:)) can be seen as the sum of n iid copies of (F*(-), GT (")),
where each copy corresponds to the contribution of a stream of clients that arrive according to a Poisson process with rate A.

3.1.1. One-point LDP

We start by deriving a large-deviation principle for the random vector (F,(t), Gn(t)) for a given time point t > 0. As an immediate
consequence of the observations above, we can represent (F,(t), Gn(t)) as a sum of n iid random vectors. We can thus apply Cramér’s
theorem (Dembo and Zeitouni, 1998, Section 2.2.2), so as to obtain a large-deviation principle whose rate function is given by the Legendre
transform, for (f, g) e R, x R,

It(f.8)= sup {wf+0g— fologM; (w,0) —logM;" (w,0)}, (4)

w,0eR

where Mf(a), 0) = E exp(wFi(t) +0Gi(t)) for i € {—, +}. Cramér’s theorem concretely entails that for a set B c R, x R we have that

1 _ _
— inf I(f, g <liminf—logP((Fn(t), Gn(t)) € B)
(f.g)eB° n—oo n

1 - -
< limsup —log P ((Fn(t), Ga(t)) € B) < — inf _I:(f, 8), (5)
n—oo N (f.&)eB
where B° is the interior of the set B and B its closure. It provides an informal justification for the frequently used approximation
P((Fa(t), Gn(t)) € B) ~ exp <—n inf I¢(f, g)) :
(f.g)eB

The next step is to compute the mgf's Mt*(a), 0) and M; (w,0). To this end, observe that the net claim process of an individual client
(while in the system) is a Lévy process (Debicki and Mandjes, 2015), viz. a compound Poisson process with drift, say Z(-). It is directly
verified that the mgf of Z(t) can be written as (¢(0)), where

@(0) =Eexp(6Z(1)) =exp(—r6 + v(B(0) — 1)). (6)

To compute M; (w, ), let T° be the random variable corresponding to a typical residual sojourn-time duration of a client who is present
at time 0. Conditioning on the time this client leaves, we readily obtain

t o0
M; (w’ g) —=FE e@Z(IOAf)ea)1{t°>f} — f hO(S) ((p(@))s ds + ((p(g))tea) / hO(S) ds. (7)
0 t

The next goal is to compute M:r (w, 0). To this end, we rely on the property that the number of clients that arrive in the interval (0, t] is
Poisson with parameter At. In addition, conditional on the number of arrivals, the arrival times can be seen as order statistics of a sequence
of iid uniformly distributed random variables, see for example (Ross, 2002, p. 303). We thus find, with U being uniformly distributed on
[0,1] and 7 the random variable corresponding to a typical duration of the time a client spends in the system,

+ o (DK 0Z(TAL1=U)) sol{r=tA—-U)}\K
_ - TAt(1— ol{t>t(1—
M (@.0) =) e (Ee e )

k=0
00 K t t—s o0 k

=Ze‘“% /% /h(r) (w((?))rdr+(s0(0))t‘se“’/h(r)dr ds | .
k=0 - \o 0 ts

which simplifies to
t /t—s oo
exp | & / /h(r)((p(e))rdr+((p(@))t’se“’/h(r)dr ds—1]]. (8)
0 \o tos

Upon combining the above, we have thus established the following result.

Proposition 1. The pair (F,(t), Gn(t)) satisfies the LDP with rate n and rate function I.(f, g) characterised by (4)—(8).

4
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3.1.2. Multi-point LDP
We proceed by deriving a multi-point LDP, i.e., an LDP for the 2d-dimensional random vector

(Fa(t1), ..., Fa(ta), Gn(t1), ..., Gn(ta))
where 0 <t <tz <... <ty and d € N. This can be seen as the d-dimensional counterpart of the LDP above: the 2-dimensional vector
(Fn(t), Gn(t)) has to be replaced by the 2d-dimensional vector (Fy(t1), ..., Fn(tg), Gn(t1), ..., Gn(tg)) in (5).
Mimicking the argumentation used in the case d =1, we now apply the 2d-variate version of Cramér’s theorem (Dembo and Zeitouni,
1998, Section 2.2.2) to obtain an LDP with rate function, for (f, g) € R‘i x R4,

d d
I(f.8)= sup > wifi+) 0;gj— fologM; (@.0) —logM (@.0) | .
o,weRd j=1 j=1
where
Mi(@.0)=Eexp | > wjF'(tj)+ > 0;G't)) | (9)
j=1 j=1

for i € {—, +}. Note that, as before, we split the required mgf into one representing the contribution of the clients present at time 0
and another corresponding to the contribution of the clients arriving in (0, t], with these two contributions being independent. We can
derive the mgfs M; (w,#) and Mt*(w,O) by following a similar method to the one used in the one-point case; however, due to the
non-Markovian nature of the process, this derivation is relatively involved and is therefore postponed to Section 4.1. We thus establish the
following result.

Proposition 2. The vector (Fn(t1), ..., Fn(tq), Gn(t1), - .., Gn(tq)) satisfies the LDP with rate n and rate function I¢(f, g), where My (@, 8) and
M:r(a), 0) are given in Lemmas 1 and 2, respectively.

3.1.3. Sample-path LDP

The next step is to extend the LDP for finitely many points in time to a full sample-path LDP on D(R2, [0, T]), the space of R2-valued
cadlag functions endowed with the Skorokhod topology, with rate function Ijo,1](f, ) defined later in (24). Roughly speaking, this is done
in two steps: (i) we derive limiting expressions for M; (w, ) and M:“(a), 0) as the mesh 0=ty <ty <--- <ty =T becomes infinitely fine
(done in Section 4.2.1); (ii) we prove that the sequence of processes (F,(-), Gn(-)) is exponentially tight (done in Section 4.2.2). As it turns
out, from a computational perspective it is easier to work with a different expression for the rate function Ijg r7(f, g): as pointed out in
Section 4.2.3 we can decompose Ijo,7](f, &) into two parts under the proviso that both f and g are absolutely continuous. On the other
hand, when f or g is not absolutely continuous, then we show (also in Section 4.2.2) that Ijo,11(f, &) = co. Formally, our LDP result is
summarized in the following statement.

Theorem 1. The sequence of processes (Fn(t), Gn(t))[>0 satisfies the LDP on D(R?Z, [0, T1) with rate n and rate function Ito,11(f, &) characterised by
(24) and Lemmas 5 and 6.

3.2. Experiments

Evidently, the primary application of Theorem 1 is to evaluate the decay rate of the time-dependent ruin probability p,(u, T), as was
defined in (3), in our model with a fluctuating number of clients. In addition, however, it reveals the most likely way in which rare events,
such as the insurance firm going bankrupt, occur. In this subsection we apply Theorem 1 to explore in detail two areas of interest, both
of them related to the most likely path to bankruptcy.

(1) What is the most likely path of (F,(-), Gn(-)) to bankruptcy at some time T? More specifically, is the insurance firm more likely to
go bankrupt when there are more clients than usual or fewer clients than usual? We remark that the answer to this question is not
a priori obvious: more clients mean more revenue, but also a higher risk of large claims. This question will be systematically analyzed
in Section 3.2.1.

(2) What is the primary cause of fluctuations in the reserve level at some time T? Specifically, when are these fluctuations primarily due
to randomness in the number of clients, and when are they primarily due to randomness in the claims made by these clients? We
shed light on this issue in Section 3.2.2.

As argued below, in the context of both questions, a crucial role is played by the probability that the process (Fn(-), Gn(-)) is in the
‘ruin set’ Z := [0, 00) x B at time t > 0 with B C R, i.e., the probability that (F,(-), Gn(-)) belongs to

i ={(f, 8 : (f(), &) € #}. (10)
In light of Theorem 1, in order to find the logarithmic decay rate of this probability we are to solve the variational problem
()= _inf Ijoq(f,8). (11)
€ (f.&)et (0.

All numerical results included in this section are obtained using the method that is outlined in Appendix A.

5
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3.2.1. Path to bankruptcy
We consider the situation that % = [0, c0) x [u, c0), where u corresponds to the initial surplus of the insurance firm. This means that,
due to Theorem 1, the logarithmic decay rate of the time-dependent ruin probability can be found by solving the following optimisation:

1
lim -1 T)=— inf o(t).
nggon ogpn(u,T) tel[gﬂ@()

We start, however, by studying the probability of eventual bankruptcy, i.e., bankruptcy over an infinite horizon (in the literature also
frequently referred to as the all-time ruin probability). To this end, we consider

1 .
nangoEIngn(U,Oo)—_Q = ggge(t).

Let t* denote the corresponding optimising time (so that o* = o(t*)), and f*, g* be the corresponding optimising paths (so that o* =
Ito,1(f*, g*)). The next proposition reflects the remarkable fact that the probability of eventual bankruptcy is independent of fluctuations
in the number of clients. An explanation of this fact is given below. Note that this result holds not only when % is of the form [0, co) x
[u, 00), but more generally when % = B x [0, o) with B C R.

Proposition 3. If %7 = B x [0, co) with B C R, then o* is independent of the client-level dynamics (i.e., fo, A, h°(-), and h(-)). In addition, o* only
depends on r and v through the ratior/v.

To understand the result stated in Proposition 3, it is instructive to compare the evolution of the net aggregate claim process Gy 1(-)
when the client-population-size path is known to be F, 1(-) = f(-), to the evolution of the net aggregate claim process G, 2(-) when the
client-population-size path is (say) halved (i.e., it becomes Fp (-) = f(-)/2). Because clients generate claims independently according to a
Poisson process v and generate capital at a constant rate r, we thus have

Gna (D) 2 Gra(20)

for all t > 0. This means that an increase in the number of clients speeds up the evolution of the net aggregate claims (which can be
interpreted as time contraction), whereas a decrease in the number of clients slows down the evolution of the net aggregate claims
(interpreted as time dilation). This local ‘compressing’ or ‘stretching’ of time evidently has no impact on the probability of eventual
bankruptcy. Thus, Proposition 3 reflects the fact that the probability of eventual bankruptcy is independent of any contraction/dilation of
time. It is noted that the above arguments extend beyond our large deviation context, and therefore imply a more general property of the
CL model with fluctuating client population. Indeed, in Proposition 3 the decay rate o* can be replaced by ‘the all-time ruin probability’,
again relying on the elementary time-contraction/time-dilation argumentation provided above.

Where Proposition 3 concerns the all-time ruin probability, in applications one is, for obvious reasons, typically interested in the time-
dependent ruin probability, i.e., the probability of the insurance firm being bankrupt by a given time T > 0. Importantly, in this case
fluctuations in the number of clients do play an important role in determining the probability of bankruptcy. As we will show now,
however, we can use the ideas that underlie Proposition 3 to identify some structural properties corresponding to this finite-horizon
context, too. To this end, let (f*T), g*T)) be the most likely path in %, so that o(T) = I;o.7;(f*T, g*D). In addition, let (f, g) satisfy
I10.00)(f, &) =0, so that (f, &) can be interpreted as the fluid limit of (Fy(-), Gn(-)).

First consider the case that the horizon T equals the most likely time t* of eventual bankruptcy. In view of the argumentation under-
lying Proposition 3, one anticipates that the client population evolves (most likely) along its fluid-limit path:

(i) f*@):= &)= f(t) for all t €0, t*].

Next suppose T < t*. In this case the process G,(-) must enter the rectangular set # faster than it would do in the infinite-horizon case.
In the most likely path, one thus anticipates that the number of clients is higher than expected in order to speed up the evolution of
Gn(-). This reasoning leads to

(i) if T <t* then f&D(t) > f*(t) = f(¢) for all t € [0, T].

Similarly, if T > t*, then G,(-) must enter % more slowly than it would optimally do. In the most likely path, one anticipates the number
of clients to be lower than expected in order to slow down the evolution of G,(-), i.e.,

(iii) if T > t* then f&T(t) < f*(t) = f(t) for all t € [0, t*].

Example 1. We further study the properties (i)-(iii) by means of two numerical experiments that are pictorially illustrated in Fig. 1. In
both experiments the net aggregate claim process is characterised by v =3, r = 3, with the claim sizes being exponentially distributed
with mean % The insurance firm initially has five units of capital (i.e., u = 5), and we consider time horizons T € {1,1.5, ..., 5}. In the top
row of Fig. 1 we let fo =1, A=1, and the sojourn-time distribution be exponential with mean 1 (with the residual sojourn times of the
clients present at time O being exponential with mean 1 as well). Note that this means f(t) =1 (dashed curve) for all t > 0; informally,
the population-size process starts in equilibrium. In the bottom row of Fig. 1 we let fo =0, A =3, and the sojourn-time distribution be
uniform on [0, 1] (with h°(-) being the corresponding residual distribution).

Observe that the time horizon associated with the minimal decay rate (i.e., the most likely timescale of ruin in the infinite-horizon
case) is T = 3.5~ t* for the parameter values in the top row, and T =2.5 ~ t* for the parameter values in the bottom row. In the right
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Fig. 1. Most likely paths to bankruptcy for various values of the time horizon T. Left panels: most likely net aggregate claim path g*T)(.), middle panels: most likely client-
population-size path f*7)(.)), right panels: the corresponding decay rate Ilgvn(g(‘“”, f®D). The top and bottom panels correspond to different parameter values, which
are given in the text. The dashed curve in the middle panels is f(-).

panels of Fig. 1 we see that, in line with Proposition 3, the rates associated with these optimal time horizons are equal (with o* ~ 2.5).
In addition, in the centre column of Fig. 1 we see that, corroborating the properties (i)-(iii) above, the conditioned path of the clients
F®*D () is larger than f(-) (depicted by the dashed curve) when T < t*, smaller than f(-) when T > t*, and equal to f(-) when T =t*.

3.2.2. What is the primary cause of fluctuations in capital: clients or claims?

We suppose that a net profit condition is in place, i.e., we are in the situation that r > mv, where m is the expected value of the claim
size. This condition is natural as it entails that, on average, each client generates a positive return for the insurance company. Our objective
is to understand the most likely cause of unusual values of the net aggregate claim process. Evidently this is connected to ruin, as ruin
occurs when the net aggregate claim process is unusually large. However, for ease of exposition we start by considering the case that
the net aggregate claim process attains an unusually small value a at time T (corresponding to an unusually large value of the surplus
process).

Suppose a < g(T), where we recall that g(-) is the fluid limit corresponding to the net aggregate claim process Gn(-). One could
distinguish between two possible causes for a large surplus to happen. Contribution (1) reflects the event that the number of clients that
the insurance company attracts is larger than one would expect; due to the net profit condition this scenario corresponds to a higher
surplus. Contribution (2) reflects the event that the client-population size attains its expected value but the amount of money claimed by
the clients present is lower than expected. Our objective is to quantify the Contributions (1) and (2). To determine the proportion of the
additional capital g(T) — a that can be attributed to additional clients (i.e., Contribution 1) we introduce the performance metric

_ T . -
(r—mv) fo Lf*D® — foldt
g&T)—a
with, as before, f(_) denoting the fluid limit of the process Fj(-). Observe that the numerator of (12) can be interpreted as the additional
clients f®T)(t) — f(t) in the most likely path multiplied by the expected net rate r —mv > 0 that these clients generate capital, integrated

over time. We divide by the total additional capital g(T) — a to obtain a proportion. What remains can be attributed to clients generating
fewer claims than expected (i.e., Contribution 2),

Ei(a, T):= (12)

’

Ex(@,T):=1—Eq(a,T).

In this way we have separated the effect due to the fluctuations in the number of clients on one hand, and the effect due to the
fluctuations in the amount of money claimed by the clients on the other hand.

Under the net profit condition, when a < g(T) we expect that E{(a, T) > 0 (and hence Ei(a, T) € [0, 1]). This is due to the time
contraction/dilation arguments in Section 3.2.1. In particular, if a < g(T) then there exists t' > 0 such that a = g(T + ), so that, in
order to move toward the optimal time scale, time should contract and hence we expect that f®T)(t) > f(t) for all t € [0, T]. The same
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Fig. 2. The proportional effect of fluctuations in the number of clients: E1(a, T) as a function of the claim arrival rate v.

reasoning holds when a € [g(T), 0], although now with t' < 0 and time dilation; however it breaks down when a > 0, and in this case we
may have Eq(a, T) <O.

While Eq(a,T) and E(a, T) can be computed numerically, in general, it is challenging to express them analytically. However, from
Theorem 1 and elementary (but lengthy) calculations we can derive an expression as a — g(T) — 0. These calculations, sketched in
Appendix B, involve equating the reward (gain in capital) per unit cost (increase in the rate function) for increasing the number of clients
that arrive at any time t, and decreasing the value of claims generated by the clients. In particular, when the sojourn-time distribution is
exponential with rate y, we obtain

- / 2
Jy G+ FOw [ =L2 @ —enT-0) [t
lim Eq(a,T)=
a—g(T)

. (13)
O [} T+ [0+ Fow P2 - eur-0)] ar

The individual expressions appearing in the right-hand side of (13) have the following interpretations. In the first place, (A + j_“(t),u) dt is
proportional to the variance of the difference in the number of clients at ¢ and t + dt, respectively, when the number of clients at time t
is close to the fluid limit f(t). Secondly,

w(l — eIy

is the expected capital that is earned from a single client that arrives at time t. Thirdly,
T
B"(O)v / foyde
0

is proportional to the variance in the total value of claims when the number of clients follows its fluid limit f(-). In view of the above,
limg_, gy E1(a, T) has the appealing interpretation of a ratio of variances. A similar expression with the same interpretation can be
obtained when considering the case with general sojourn times. This expression, being considerably more involved, is left out.

Example 2. We illustrate the concepts introduced above by means of a numerical example. We let A =1, fo =1, T =1, and suppose
clients leave the company at rate 4 = 1 (where it is noted that this implies that f(t) =1 for all t € [0, T]). Regarding the claim arrival
process, we let r =2, and suppose that the claim sizes are exponentially distributed with a mean m such that vm = 1. Observe that
g(T)=(mv—r) fy F(t)dt = —1. In Fig. 2 we take values of v ranging from 23 to 28 and plot E;(a, T) for a =0 (given by the lowest solid
curve), —0.5, —0.9, —1.1, —1.5, —2 (given by the highest solid curve), and we plot the limiting value (12) (given by the dashed curve).
The figure illustrates that when v is very large (and hence m very small), then Eq(a, T) is close to 1. This reflects the fact that, under
vm =1, as v — oo, each client generates claims in an increasingly deterministic manner, and hence large fluctuations in the capital are
more likely to be caused by fluctuations in the number of clients. Evidently, the opposite reasoning applies when v | 0. The figure also
shows that, in the setting considered, for lower values of a, fluctuations in the number of clients play an increasingly important role.

4. Proofs of the large-deviation principles
4.1. Finite-dimensional LDP

To establish the multi-point LDP stated in Proposition 2 it remains to compute M, (@, #) and Mf(w, 0) (as defined in (9)). We start by
evaluating M; (w, 9).

Recall that 7° is a variable corresponding to a typical residual sojourn-time duration of a client who is present at time 0. Let j :=
Z’]‘-Zl wj. With to =0 and, as before, h°(t) := [, h°(s) ds,
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d d
M; (@, 0) =Eexp ijl{t°>tj}+2012(r°/\tj)
j=1 j=1
d % d
:Z/ho(S)EEXp ZOJ'Z(S/\CJ‘) exp(Qk_l)ds—i- (14)
k:]tkq j=1
) d
h°(ta) Eexp | Y 0,Z(t)) | exp(Qa). (15)
j=1

To further evaluate M, (w, 8), let us first focus on Expression (15). By using a telescopic sum representation, and denoting Oy := Z?:k 0;
and &y :=ty — ty_1, we obtain that the mgf featuring in this term equals

d J d d
Eexp ) 6, (Z(t) — Z(tr-1)) | =Eexp (Z On(Z () - zam)) = [ [@©@)*.
j=1

k=1 k=1 k=1

The other term in M, (@,#0), ie., Expression (14), can be computed along the same lines. To this end, we use that, evidently, for s €
[tk—1,tr) we have that tj As=t; for j=0,...,k—1, whereas tj As=s for j=k,...,d. By some standard algebra, we thus obtain that
the mgf featuring in the k-th term in the sum, for s € [t;_1, ty),

k-1 d k=1
E exp Z@jZ(fj) +Z(S)29j = 1_[((»0(@]'))5] . ((p(@k))sffkq
Jj=1 j=k j=1

Upon combining the above, we have found the following expression for M, (w, #). Observe that it is fully in terms of the ‘partial sum
series’ ® and 2, corresponding the arguments # and ®, respectively.

Lemma 1. For @, 0 € RY,

d k—1 t d
My (@.0) =Y e%1 [[(0©)" / h°(5) @(©))*-1ds + e h° (tg) [ [ (@(O1)) . (16)
k=1 j=1 to s k=1

We now evaluate Mt+(w, #). This is done by distinguishing the contributions due to clients who arrive in each of the intervals [t,_1, t¢),

for £=1,...,d, which are independent (as argued before). We thus arrive at the decomposition
d
My (@,0) = [ M{,(@.0), (17)
=1
where
o0 k
+ —asp A8 (=t k o+
M (@.0) = e =n (W0 @.0)) =exp (25, (M), (@,6) ~ 1)), (18)

k=0

here I\_/I:f( (w, ) is the mgf that corresponds to the contribution of a single client arriving at a uniformly distributed epoch in [ty;_q, t¢), an
interval of length &;. As a consequence, with t; ; :=t; — t;, we have that

d d
M (@.0)=Eexp | Y 0;Z(t AG(1=U)+tj0)+ Y o I{t > 81— U)+1tj}
j=t j=¢

By distinguishing between the values of t, the expression in the previous display can be decomposed into the sum of the three terms.
The first term corresponds with the scenario that the client has left by time t,. It can be written as

8¢ S¢—S

d
M, (@.0) = / % f h(yEexp | > 0;Z(r) | drds
0 0 J=t
8¢ tee—1—s
=/ 51_@ / h(r) (p(®)) drds. (19)
0 0
The second term corresponds to the scenario that the client has left between t; and ti41, for some index k € {¢, ..., d — 1}. We obtain

9
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S g_q G118

t“«w)—/ > f h(r)-

kztkl’l =S

k d k

Eexp ZHjZ(tj,g,l—s)—i- Z OjZ(r)—i-Za)j drds
j=t j=k+1 j=t

S g_q M+re-1—S

/ . / h(r) %21 (@(©))% -

thHl —s

( [ (w(@@)‘”ﬂ) (@(Op 1))~ 1 79dr ds. (20)

m=~£+1

To verify the expression (20) in the above display, use the distributional equality, with Z(s,t) := Z(t) — Z(s) for s <t,

k d
D 0iZtja =)+ Y. 6,Z(1)

j=t j=k+1
k
d
SOZt1+5,t)+ Y OnZtm1,tm) + Orp1 Z(th, te—1 +5+7),
m={+1

which can be proven by splitting Z(tj,—1 —s) and Z(r) in the left-hand side into the contributions due to the individual intervals,

swapping the order of summation, and using the fact that r lies in the interval [ty ,—1 — S, tk+1,¢—1 — S), in combination with the fact that

all random variables on the right-hand side are independent due to the independent increments property of the Lévy process Z(-).
Finally, the third term describes the contribution due to the scenario that the client leaves after t4:

3¢
t“(a) 0) _/ / h(r)E exp ZQJZ(t]g 1—5)—1—2(01 drds
0 tdz 1=S j=t
/ g / h(r) e%= 21 (@) ( I1 <¢(®m)>5m)drds (1)
¢ m=(+1

0 tge—1—S

Combining the above, we have found the following expression for Mt*(w, #). Again it is fully in terms of the ‘partial sum series’ ©
and Q.

Lemma 2. For @, § € RY, we can compute M+(w 0) by (17), mvolvmgM (@, 0) via (18). Here M+Z(a) 0) equals the sum of (19), (20), and (21).

With the moment generating functions given by the expressions above, we thus arrive at the large-deviation principle presented in
Proposition 2.

4.2. Sample-path LDP

We now establish the sample-path LDP of Theorem 1. First observe that from the finite-dimensional LDP given in Proposition 2, in
combination with the Dawson-Gartner projective limit theorem (Dembo and Zeitouni, 1998, Thm. 4.6.1), we obtain a sample-path LDP in
the pointwise topology (which we denote by X’) with rate n and rate function

lion(f @) :=sup  sup g _.eo((Ft1),.... F(t)), (&(t1), ..., &(ta))). (22)
deN 0ty <--<tg<T

Recall that Ijg.7(f, g) is the rate function characterised by (24) and Lemmas 5 and 6 below. To establish Theorem 1 we need to (i) show
that

Iio.m(f. & =Ton(f, 2),

and (ii) strengthen the topology from X to the Skorokhod topology by establishing that the sequence of bivariate processes
{(Fn(-), Gn(-))Inen is exponentially tight.
To establish (i) we need to verify that

(i-a) I[)gﬂ(f, g) =00 when f or g is not absolutely continuous,
(i-b) Iy 1, (f, &) <To.1i(f, &), and
(i-0) Iy 11 (f. &) = I, (f, &)

VoA

10
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In Section 4.2.1 we establish properties (i-b) and (i-c) when the rate function is expressed in terms of limiting counterparts of the
finite-dimensional mgfs M!(w, ), i € {—, +} that we derived in Section 4.1. We then find explicit expressions for these limiting mgfs. In
Section 4.2.2 we prove properties (ii) and (i-a), exploiting the fact that they can be established via similar arguments. This completes the
proof the Theorem 1. Finally, in Section 4.2.3 we provide an alternate expression for Ijo,r1(f, &) that may be attractive for computational
purposes.

4.2.1. Upper and lower bounds and the limiting mgfs
In our construction we work with a mesh of dimension d that we make increasingly fine. To this end, we define, for given functions
w(-) and 0(-),

d:=T/A, ty:=kA, 6:=A0kAN), wr=AwkA), and & :=A. (23)
In addition, we introduce
T
hor(f. &)= sup_ / [(s) f(5) +6(5) g(5)]ds — folog Mg 1,(@. 6) — log M;f, 1 (. 6) | (24)
0

where the mgfs MEO’T](w, 0) are given by

T/A T/A
Mi, - (w, ) := lim E ex AwKA)Fi(kA) + Y  AOKAGi(kA) |, ie{—, +); 25
fo.11(@. 0) = lim p; ()'(),; (kA)Gi(kA) -+ (25)

the supremum in (24) is taken over all continuous bounded functions on [0, T].
Lemma 3. If f and g are absolutely continuous, then I[)gﬂ(f, g = Io,1(f, 8.

Proof. We have

d d

= Erf(l) sup Za)jf(tj) +Zejg(tj) — fologM; (@,0) —logM{ (@, ) (26)
w(),00) \ 5Z i
j=1 Jj=1

2 Ion(f, 8,

where the first inequality is due to the definition (22), and where the second inequality follows by contradiction. Indeed, suppose that the
inequality does not hold. Then there exists w*, 6* such that

T
/[w*(s) F(5)+6*(5) g(9)1ds — folog M}y 1(@*, %) —log M} (", 60%)
0

d d
< Eir(l) sup ij f(tj)+29jg(tj) — fologM; (w, 6) —long(w,B) ;
w(-),0() " ;
Jj=1 Jj=1

however, if we ignore the supremum on the right-hand side and replace (w, #) by (w*, 6*) we obtain equality, i.e., a contradiction. O

Lemma 4. If f and g are absolutely continuous then Ifg,r] (f, 8 <Ipmf. 8.

Proof. Suppose to the contrary that I[)&T](f,g) > Ij0,11(f, g) for some absolutely continuous f and g. In that case there must exist a
vector t = (t1,...,tq) such that

Ie((f(t1), ..., fta)), (g(tD), ..., g(ta)) > Iio,11(f, &) (27)

or £ € ,let s =(s7,...,S e suc d
For £ € N, let s¢ = (sl ,[:“;])b h that

Le]

o for any i € {1,...,d} there exists j € {1,...,ky} with ti=s;",

. ¢ ¢
o limg— 0o MaXje1,.. k) |s[.] - 5511| =0.

J

.....

By the contraction principle, for any £ > 1, we have

(€, fE), @), 8N <l (6D, F), s, g6l (28)

If we can show that

11
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Jim L ((f(sﬁ“), e FE)L 6. g(s,E”))) = Ijo.11(f. 8). (29)

then, when combined with (28), we have contradicted (27) and hence proved the result. To establish (29) it suffices that we verify that
arguments in the proofs of Lemmas 5 and 6 below still apply when

[ [ [ [ ¢ [ ¢ ¢
OIE - (S,EJIl — s,[< ])9(51[< ]), a),E] = (s,[Jrl —s,E ]) a)(s,[< ])

and ¢ — oo (rather than 6y = AO(kA) and wy = Aw(kA) and A — 0). As this verification is of a rather mechanical nature, we do not
include it here. O

Our next task is to compute the limiting mgfs Mo 11 (w, 6) and M[JB.TJ (w, 0). We start with the (somewhat easier) first mgf, i.e., the
one pertaining to G_(-) and F_(-). Let

T s
O(s) :/O(r) dr, Q(s) ::/w(r) dr,
s 0
i.e,, the counterparts of the objects ®; and ; that we worked with in the finite-dimensional context, and

u
Wi g (11) = (1) + / logg (O(5)) ds.
0
Lemma 5. For o = w(-) and § =6(-),
T
Mg (@, 0) = / he ) e @du + h°(T) e ™).
0

Proof. Concerning the second term in the right-hand side of (16), recognising Riemann sums, we readily obtain

T/A T/A T/A A
h°(T) li - j
( )krlr(l)exp ZAw(kA) 1_[ ) ZAG(]A)
k=1 k=1 j=k
T/A T/A
=h°(T) limexp [ > A | wkA) +logg | Y AO(jA)
A0 k=1 j=k
T T
=h°(T) exp / w(s) + loggp /G(r)dr ds | =h°(T)eYer @™,
0 s

We continue by focusing on the first term in the right-hand side of (16). We find, again recognising various Riemann sums,

T/A
E%E exp l; AfwkA)F_(kA) +0(kA)G_(kA)]

T/a kA k—1 s=(k=1A k-1 k=1 T/A A
= lim / h°(s)p (ZA@(@A)) ds exp (ZAw(ZA)) 2 DN

ALO

k=1 _"1)A r=1 =1 =1 j=¢
T/A k=1 T/A
= lim Ah°(kA)ex A | w(lA) + 1o AO(JA
Aw;()p; ()+g¢;u)
T u T T
:/h"(u) exp / w(s) +logyp /O(r) dr| [ds|du :/ho(u)e‘l’w~9(”)du.
0 0 s 0

This completes the proof. O

The next step is to evaluate the mgf M[JB (@, 0). We show that it can be expressed in terms of the objects

T
Dy o(s) = / h(r —s)e¥oeM=YosOdr  and @, 4(s) ;= h(T —s) e Vot D= Vws ()

N

12
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Lemma 6. For 6 =6(-) and w = w(-),

T

M (. 6) = exp A/(d>w,e(s)+&>w,9(s) —1)ds
0

Proof. We proceed in a similar manner as above (again working with the various quantities that were defined in (23)). In this case,
however, the expression for M:’ (w, ), as was provided in Lemma 2, is considerably more complex. We first analyze the quantities (19),
(20), and (21) (under the parametrization given in (23)) when A is small. The results allow us to compute M[T)_T](w,e) using (17) and
(18). The starting point is that, with ¢, # and w as in (23),

T/A T/A
M, (@.0)=exp | 2A) (1\71& (@,0) — 1) —exp | 1A W (@.0) — AT
=1 =1

Then recall that M/, (@, 0) is the sum of (19), (20), and (21).

We start by considering the contribution due to (19). Recall that this corresponds to the case where a client arrives and leaves in the
same time interval. When this time interval, A, is becoming infinitely small, it is expected that this term does not play any role in the
arguments to come. Indeed, it is elementary to show that

T/A
AN M, (@.0)=0(A)
=1

as A | 0, which justifies leaving it out in the rest of the derivation.

Then focus on the contribution due to (20). This corresponds to the clients who have arrived in the time interval [t,_1,t;) and then
leave before T. We note that the s in (20) lies between 0 and A, so that it can be argued that when A gets small, we can replace it by 0.
This concretely means, with d =T /A,

T/A
IimAiA ) MY, (w,0
lim ; fe2(@.0)

— lim A A Z Z h(r) eRTK/dD=QTE/d)

T/ad_1 k=t+Da
A0 (

k
I1 ((p(@(Tm/d)))A> dr

E=Tk=t 4 "pa m=¢

T/AT/A k
— g%mz DO h(k— ) A) et kBTN exp (A > 1og<p(®(mA))) )
=1 k=¢ m=¢{

Recognising various Riemann sums, we thus obtain

T/A
li AAY M 0
lim exp ; F02(@.0)
T T r T
=exp k//h(r—s)eg(r)’g(s)exp /loggo(@(u))du drds | =exp A/d)w,g(s)ds ,
0 s s 0

with @, ¢(s) := fST h(r — s) e¥Yoo M=V (S)dr,

We conclude by analyzing the contribution due to (21), describing the impact of the clients who arrive in [t;_1, t;) and remain in the
system until time T. Just as we did for the contribution due to (20), observe that the s in (21) lies between 0 and A; it again requires a
standard argument to justify that when A | 0 we can replace it by 0. More concretely, with d =T /A,

T/A /A  © d
mAA Y M, 3@,0)=limiay [ h(r)em”—m”/d)-( I (go(@(Tm/d)))A)dr,
v =1 v =14 "p)A m=£+1

which can be rewritten as

T/A T/A
Eﬂ% MAY R(T —€A) e DD exp | A D" logp(®(mA))
=1 m={+1

We thus conclude that

13
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T/A T T
lim exp )‘AZM:EB(“”O) = exp A/H(T—s)eQ(T)_Q(S) exp /loggo(@(r))dr ds
AL0 o J J
T

=exp )\/d_Dw,g(s)ds ,
0
with @, ¢(s) = h(T —s)e¥es DYoo) o

4.2.2. Exponential tightness
To establish exponential tightness we rely on the approach that was developed in Feng and Kurtz (2006). With X (t) := (Fp(t), Gn(t)),
we first need a metric r on R2. To this end, for x = (x1, x2) and y = (y1, y») define

r(x, y):=Ix1 — y1l +Ix2 — yal,
and we let q(x, y) :=r(x, y) A 1. Let D([0, c0)) be the cadlag space in which the trajectories of X,(-) are contained and equip it with the
Skorokhod topology. In the sequel {.%}o<i<7 is a (naturally chosen) filtration that we detail below. In this case (Feng and Kurtz, 2006,
Theorem 4.1) implies the following:

Suppose that
(A) {Xn(O)}neN is exponentially tight for each t > 0 and
(B) foreach T > O, there exist random variables y, (8, e, T), satisfying

E [enaq<xn(t+u),xn<t))’gztn] <E [eyn@,a,r)’g;tn] (30)

for0 <t < Tand0 < u< 3 such that for each o > 0,

1
limli —logE |e?@@D | =0, 31
51&)1 ln?lso%pn og [e ] (31)

Then {Xn(-)}n>0 is exponentially tight in D[0, c0).

Observe that, by Proposition 1 (i.e., the LDP pertaining to a single point in time), it follows that for each given value of ¢t > 0 the
sequence {X,(t)}neN is exponentially tight, so that the requirement (A) has been taken care of. Hence, to prove Theorem 1, we have to
verify requirement (B), i.e., Condition (30) and Condition (31).

Before we verify Condition (30) and Condition (31), we first discuss the filtration {#['}o<<r. In view of the proofs to follow, we do
so by describing the information that is contained in .%#/. Given . we in the first place know the time that each client arrives to the
system up to time t; we label these times as 71 < T2 < --- < Ta, (), With An(t) the number of client arrivals until time ¢. The i-th arrival
is assigned a sojourn time S; and, given %', we know whether S; <t — ; and if this inequality holds then we know the precise value
of S;. Given .#' we in addition know whether or not each individual initially present has left the system and, if so, we know her specific
residual sojourn time; the residual time of the i-th client is represented by S?. We also know the claim sizes and claim arrival times
pertaining to all the claims that occurred in the time interval (O, t].

o Step I: Construction of yn(8, &, T) so that Condition (30) is met. To apply (Feng and Kurtz, 2006, Theorem 4.1), the idea is to identify a
random variable y; (8, a, T) that stochastically dominates

no Q((Fn(t +u), Gu(t +u)), (Fp(), Gn(t)))
<o (|Fpt+u) — Fp(OI A1) +na (|Gat +u) — Ga(t)| A1)

forany ¢ >0,0<u <6, 0<t<T,and .#. To this end, we first find a stochastically dominating random variable for |F, (t+u) — Fn(t)|A 1.
Recall that {A,(t) : 0 <t < T} denotes the arrival process of the clients, i.e., a Poisson process with rate An. Observe that the change in the
number of clients in the system between times t and t +u (with u € [0, §]) is dominated by the number of clients who arrived in (t, t + 8)
plus the number of clients that were served in this time interval. Now let A,(8) ~ Poi(nA8), and let this random quantity be independent
of the client arrival process A,(-). Note that, because u € [0, 8], An(8) stochastically dominates the number of clients who arrive in the
interval (t,t+u) given .#{". In addition, note that the number of clients who leave the system between times t and t +u is dominated by
the number that left in (¢, t + 8), which is given by

nfo L AW
V(8. 0) :221{5;?e[t,t+8]}+/du21{zi:u}1{sie[t—u,t—u+a]}. (32)
i=1 0 i=1

Note that (32) is a function of t, whereas the dominating random variable that we must construct y, (8, o, T) should not depend on t. We
thus dominate (32) by sup;cjo,7] Va(8,t) to obtain a bound that is uniform in t € [0, T]. Taking into account both arrivals and departures,
we then have, for any .7/,

st Ap(8) +su Vn(8,t
Falt +u) — Fa() A1 2 210 p‘;["*” 0y

st
<BIVE T+ AP 6, T+ 80P 6, 1) = V6, T),

14



P. Braunsteins and M. Mandjes Insurance: Mathematics and Economics 112 (2023) 1-22

where we define

a.1 An(8) (1.2) Jo
Bn (8. T) = N A CH T)—— sup 4 Y 1S elt,t+48]) ¢,
n N tef0,T) i
1 L A
6, Ty:i=— | sup /duZl{tizu}l{Sie[t—u,t—u+6]} AR
n \ te[0,T]

i=1

Now that we have succeeded in identifying a stochastically dominating random variable for the first component |F,(t +u) — Fp(t)| A 1,
we proceed by identifying a stochastically dominating random variable for the second component |G, (t + u) — G, (t)| A 1. The change in
the net aggregate claim process between times t and t + u is dominated by the premiums paid by the clients in this time interval plus
the claims made by the clients in this time interval. Recalling that u € [0, §], the premiums paid by the clients between times t and t 4+ u
is dominated by rn, (8, T) with 1,(8, T) := 8(nfo + An(T)), and the sum of the claims made by the clients between times t and t + u is
dominated by

An(8,T)

Ya(8.T):= > Vi (33)

where A;(8, T) ~ Poi(vn,(8, T)) and is conditionally independent of everything else given A,(T), and the Y; are iid random variables
with mgf B(-). Hence, for any %,

st 1 _
(Gt +1) = GO A TS ~ (18(nfo + An(T)) + Ya (8. T)) A 1= 5. ).
From the above we conclude that Condition (30) is satisfied if we let

ya6.a, Ty i=am (A6, T) + AP 6. 1))

We conclude that we have constructed a random quantity y,(8, o, T) so that Condition (30) is met.
o Step II: Verifying that y, (8, e, T) is so that Condition (31) is met. Now we need to verify Condition (31), i.e., we need to show that, for
the constructed y; (8, o, T), and for any o > 0,

1
limlimsup - logE [eVn“ﬂ*”] —0.
lim p—log

n—oo N

To this end, first observe that by Holder’s inequality

D logE [er6eD] < 1ok [emnﬁé”(m)] +LiogE [ nﬁf)(a,n] _
n 2n 2n

Hence to verify (31) we can separately treat each term in the right-hand side of the previous display. We start by establishing

limlim sup — - logIE [ 2"‘”5'(1”(‘3*”] =0. (34)

80 n—soo

Because /3,?1’1)(8, T), ;8,51’2)(8, T), and &51,3) (8, T) are independent, (34) follows from the following lemma.
Lemma 7. Fori =1, 2, 3 it holds that

imlim sup — log 6.0 o,
limli nl E|e?@tn 6.1 =0 (35)

8§10 n—oo

Proof: We treat i =1, 2, and 3 separately. For i =1 we use the known expression for the Poisson mgf, so as to obtain

1 , 1 3
~logE [e%‘“ﬁ'51 ”“”)] ~ —logE [ezo"‘n“’] —28(e% —1)— 0, ass | 0. (36)
For i =2 we first observe that
nfo nfo
sup 1{S} e[t t+ 8]} < ax 1{S? € [ks, kS + 25]}.
te[o, T]Z ,1.,-~,T/5}§ !

Recall that it was assumed that the density h°(-) of the residual sojourn times S? is uniformly bounded by some finite constant C.
Consequently, for any k,

nfo
> ASSIks, ks + 28]} < B~Bln(nfo,2C8)
i=1
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(where § is sufficiently small to guarantee 2C8 < 1). By McDiarmid (1998, Theorem 2.3), which is effectively a Chernoff inequality, we
have

&
P(B = nfo(2CS + &)) < exp {—nfo ((2ca +e)log (1 + —) - 5)]
2C$
for any € > 0. Upon combining the above bound, we thus conclude that

nfo

E [ezo‘”ﬂrﬁ]‘”(&”] <E|exp{20 max 21{5? € [k8, ks + 251}
Kel0.1,..T/8) &=

T
< eZanfg(ZCtS-hs) + ezanfOEP(B > nf0(2C5 +8))

T &
< p2anfo(2Cs+e) 2anfo {_ + +—=) - }
e +e s exp nfO ((ZC‘S 8) IOg (1 2C8) 8)

T &
< 2max { e2@Mo@Co+e) p2anfo _ ayp {—nfog (log (1 + —) - 1)} ;
) 2C$
in the second inequality we distinguish between the contributions of the events {B < nfo(2Cé + ¢)} and {B > nfp(2C3 + ¢€)}, respectively.
Consequently,

1 1.2)
limlim sup — logE [eZWﬁn (B,T)]
80 n—soo N

3
< lsiﬂ)lmax{Zafo(ZCcS +¢), 2a fo — foe (log (1 + ﬁ) — 1)} =2 fo€,

where in the final step we observe that for any & > 0 the second term in the maximum converges to —oo as § | 0. Since ¢ is an arbitrary
constant, we obtain (35) for i = 2 by taking ¢ | 0.

We conclude with the analysis corresponding to i = 3. We let A}(-) be a sequence of Poisson processes on R with intensity An which
are independent of everything else, and for b < ¢ let Aj[b, c] denote the number of points contained in the interval (b, c). Observe that

Y N0)
st
sup /du Do Um=upl{Sielt—ut —u+68]} § < sup Aplt,t+35] (37)
te[0,T] : te[0,T]
0 i=1
< max  An[ks, ks + 23],
ke{0,1,....T/8}

where for simplicity we assume that T/§ is an integer. To understand the validity of (37), observe that the departure process of clients
when there are initially no clients present is dominated by the departure process of clients when there are initially a stationary number
of clients present. Equation (37) then follows by from the known property that the latter is a Poisson process with intensity An.

If Z is a Poisson random variable with mean a we obtain (via a Chernoff bound; see for instance (Ross, 2011, Example 7.3)) that

]P(Z—a}x)gexp{—x(log(l+;—<)—1)—alog(l+;—<)}.
Thus,

P(A%[0,25] > n(e + 218)) < exp {—ne (log (1 + 2%) - 1) —2nrslog (1 n %)} ,

Consequently, for any € > 0,

3
E [eZanﬂ,ﬁl >(5,T)] <E <exp iZa max {A;[ka, ks + 25]} A n})
kef0,1,...,T/8}

T
L @2on(E+249) 4 p2an E]P’(A;[O, 28] = n(e + 218))

T & £
< p2an(e+218) 4 2om {_ ~Z)Y-1)- — }
<e +e 5 exp{—ne (log (1 + 2A8) 1) 2nAé log (1 + 2A8)
T &
<2 2an(e+228) ,2an ! { _ (1 142\ = 1) ] ) 38
max{e ,e 8exp ne 0g< +2/\8) (38)

We then obtain

1 (1.3) &
limlimsup - log E [ez"‘”’gn (‘”)] < lim max {20{ £+2M8), 2 — ¢ (lo (1 —) - 1)}
510 ,Hoopn J 510 €+ ) g+ 208

=20¢.

Since ¢ is an arbitrary constant, we have obtained (35) for i =3 by taking ¢ | 0. O
We continue by analysing the contribution corresponding to ,3,52) 6, T).
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Lemma 8. It holds that

1
limlimsup — logE [ezanﬁ,ﬁ”(a,r)] =0. (39)
) n

n—oo

Proof: We distinguish between two cases: A,(T) < nK and A,(T) > nK, where K is an arbitrary constant that we will select later
to suit our purposes. In addition, we consider two sub-cases when A,(T) < nK: when Y,(8, T) < nK’ and when Y,(8, T) > nK’, where
Y, (8, T) is as defined in (33), and K’ denoting an arbitrary constant. We have

E [eZ““ﬂrﬁz) <‘”>] <E [e“"ﬂf)(“-” | An(T) < nK] + 2P (An(T) > nK)
<E [ez"‘”ﬁf)“’” | An(T) < 1K, ¥a(8, T) < n51<’]
+eXMP (Yn(8, T) > n8K' | An(T) < nK) + €**"P (An(T) > nk).
< B1(8,K,K') + B2(8, K, K') + B3(8, K),
where
B1(8,K,K') := ezans(rfo+r1<+1<’),
By(8, K, K') := €**"P (Yy(8,T) > ndK’' | An(T) =nK),
B3(8, K) := e**"P (An(T) > nK).
To verify (31) we deal with each terms B1(8, K, K’), B2(8, K, K’), and B3(8, K) separately. The first term is straightforward: clearly,
l(sirg li;rl)solip % logB1(8,K,Ky)=0

for any choice of the parameter values. Also the third term, B3(8, K, K’), can be dealt with in a direct fashion, relying on Cramér’s theorem
for the sum of independent Poisson random variables. In particular, we use the fact that if E(A,(T)/n) = AT < K, then

1 K
lim —logP(An(T) >nK)=—Klog — + K — A.
n—oon AT
We now have
L 1 K
limlimsup — log B3(8, K) =20 — Klog — + K — .
810 nsoo N AT

For any o > 0 we can choose K large enough to ensure that these terms are negative.

Finally, we analyze the second term B3(é, K, K’), again applying Cramér’s theorem. First observe that under the condition A,(T) =nK,
An(8, T) has a Poisson distribution with mean név(fo+ K). Using the thinning property of a Poisson process, we see that Y, (8, T) has the
same distribution as

n Zj

DD Yii

j=1i=1
where the {Y; ;}; jev are independent random variables with mgf (), and {Z;};cn are independent Poisson random variables with
mean §v(fo + K). For any je N,

7
E [engil th} =exp (v (fo+ K)(B©) — D} := J5(0, K). (40)
Applying Cramér’s theorem for sums of iid random variables, we obtain
1 1 1 &
. > 7 _ _ . - . . ’
Jim_ —logP (Yn(8,T) > n8K'| An(T) =nK) = Jim —logP | — 2;‘ Yij>K
j=li=

=—I5(K, K",

where I5(K, K') :=supgcr (0K’ —log J5(8, K)) is the Legendre transform of (40). Now note that I5(K, K') — oo as § | 0 for any K, K’ > 0.
We thus conclude

1
l(simlim sup —logB2(8, K, K') = 181%1 [200 — I5(K, K')] = —o0.

n—oo N

Consequently, for any « > 0 we can choose K and K’ such that

1 @
limlimsup - logE [emnﬁn (&T)]

80 n—oo

1
< limlim sup - log (3max {B1(8,K,K’), B2(8, K, K"), B3(8,K)} ) =0.

310 n—oo
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We have thus verified the claim. O

Lemmas 7 and 8 entail that we have verified Condition (31). As we had already verified Condition (30), we have finished the proof of
Theorem 1. B B
Now that we have proven that the bivariate process (F,(-), Gn(-)) is exponentially tight, we finish this subsection by showing (i-a).

Lemma 9. We have I[XO,TJ (f, g) = oo when f or g is not absolutely continuous.

Proof. Recall that

d d

Ie(f. &) =sup Y oifi+) 0igj— fologM; (,0) —log M/ (@, )
@\ j=1 j=1

It thus suffices to show that if f or g are not absolutely continuous then there exist sequences {t"}, {®"}, and {8"} such that I« (f", g") —
oo, where f]'.1 = f(t;?) and g;? = g(t']?).
We start with the case that f is not absolutely continuous. This means that there exists § > 0 and {s] <u] <--- < sﬂn < ”Z,,} such that

Z’Z”Zl(ug —s§) — 0, while Z’lf“ [f(uy) — f(SP] > 8. Let " = (t})ieq,....2k,) Where, for £ € {1,...,ky}, we have t1 =5} and tp¢ =uj. In
addition, let @" = (w?)lgigzkn where, for £ € {1, ..., k,}, we have

w1 =0 (1 =21{f(t2¢) = f(t2e-1)} and wae = 1{f(t2¢) = f(t2e-1)} = 1),
and 0" = 0. Then

2kn kn

Y =a) |fu)) - fsp > as.
j=1 ¢

=1
Since « is an arbitrary constant the result is proved if we can show that
folog Mg (@",0) + logMj; (@",0) > 0, Vo >0.

Due to the particular choice of ®", M, (", 0) and M:’n (@", 0) only capture changes in the client population size during UIE";] [u}, s}). Since
this interval is vanishing many of the arguments used to establish exponential tightness carry over (in this case Lemma 7 specifically),
and hence we will be brief with our explanations. In particular, we have

kn

My (@",0) <1+e*P | t°e | Juf.sp | -1 (41)
=1
kn
M (@",0) <exp{A> (U} —spE* —1)t —1, (42)
=1

where 7° is a random variable with density h°(-); the convergence in (41) follows from the existence of a density (recall the setup in
Section 2), whereas the inequality in (42) follows from the observation that when clients arrive according to a Poisson process with rate
A then their departures are dominated by a Poisson process with rate A (recall the explanation after (37)) in combination with Holder’s
inequality.

When g is not absolutely continuous the arguments are similar (i.e., we let 8" play the role of @" above), but to establish

— +
folog M (0, oM + log M (0, 0" -0, Ya>0

we now follow the same line of reasoning that led to Lemma 8. O

4.2.3. Alternative expression for the action functional

In this subsection we provide an alternative expression for the action functional Ijo,7j(f, g), which may be attractive for computational
purposes. The main idea is that we decompose the action functional based on the observation that F,(-) modulates G,(-) and as such
evolves independently. This informally means that we can write Ijo,7)(f, ) as the action functional describing the cost of Fn(-) being
close to f(-), increased by the action functional describing the cost of G,(-) being close to g(-) conditional on F,(-) being close to f(-).
Below we provide expressions for both components featuring in this decomposition. The same type of decomposition has appeared, in
different contexts, in for instance (Huang et al., 2016; Liptser, 1996).

We start by evaluating the action functional of F,(-) for the path f(-). Note that, in passing, we established a ‘marginal LDP’ for the
client-population size only (i.e., not including the net aggregate claim process). From the joint LDP of the client-population-size process
and the net aggregate claim process, we find that the corresponding rate function reads

T

T
Tio.11(f) ::sup{ / w(s) f(s)ds — folog / he (u) €™ du + h°(T) e®D
()
0 0
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; o921 o 2AT)
A/ /h(r Q()dr—i-h(T S)—— 20 -1 ds}.
0 N

A complication of this optimization problem is that the argument w(-) also appears as its integrated version (-). However, by applying
integration by parts, w(-) can be eliminated from this variational problem, so that it is written in terms Q(-) only. Indeed, an equivalent
variational problem is

T T

o (f) = sup { QT)f(T) - / Q(s)f'(s)ds — folog / B () e%® du + h°(T) %)
Q)

0 0
el (T
_)L/ /h(r Q()dr—i-h(T S)—— pReTR) -1 dS},

with ©(0) = 0. For ease rewriting z(s) := exp(£2(s)), this further reduces to

T T
I[o,r](f)zsup{logZ(T)f(T)—/logZ(S)f’(S) ds — folog /h"(U)Z(U)dquﬁ”(T)Z(T)
) 0 0
T T
—k/ /h(r—s)%dr—i—h(T—s)%—l ds}. (43)
0 S

Conditional on the path f(-) describing the evolution of the client-population size, we now focus on the action functional of the reserve
process Gp(-). Given that F,(-) is close to f(-), a path g(-) of the reserve process has, between 0 and T, rate function

T
I[o,n(glf)=/Kf<s)(g’(5))ds, where Ky(u) :zstglp(Gu—w(G));
0

this relation can be considered as a version of Mogulskii’s theorem corresponding to the setting of a random walk of which the incre-
ments have a deterministically time-varying distribution. (Informally, the rationale behind the expression for Ijo,7;(g| f) is that, by ‘locally
applying Cramér’s theorem’, it equals

T/A

11m A Z sup <0g (iA) —loge? i) _og <Z ’”f(‘A)M(ﬂ(Q)) ))

k=0

evaluating this Riemann sum yields the expression for Ijo 71(g| f) that was postulated above.) Then Ijo 11(f, g) can be computed through
the relation

Io,11(f, & = Iio,11(f) + o1& f)-
Declaration of competing interest
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Appendix A. Computational techniques

In this appendix we describe a numerical method to solve the variational problem described by Equations (10) and (11). Recall that
our goal is to find the most likely path in the set

A ={(f,8:(f(t),gt)) e#}, where % =]0,00)x B,
i.e, the path (f*, g*) such that Ijo 11(f*, g*) = 0(t) :=inff ge % Ij0,1(f, &). To this end we write f*= f*(t) and g* = g*(t), and find w*
and 6* such that

o) =1(f*, &) =" f*+0"g" — N (6", w"),

where N¢(w, 0) := fologM, + log Mf(w,@), I¢(-,-) is the rate function of the one-point LDP given in Proposition 1, and w* and 6* are
the optimising values of w and 6. We will argue that this computation can be used as the basis for an efficient technique that yields the
full most likely path; cf. the results for most likely workload paths in queues fed by many iid sources, as developed in e.g. Wischik, 2001.
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Fix s € [0, t]. By the contraction principle, applying the bivariate LDP, we have
Ie(f*, 8" = inf Is:((f, f*), (g, &)
f>0,geR

We wish to identify the optimising f and g in the right-hand-side, which can be interpreted as f*(s) and g*(s). The optimising arguments
in the definition of I (((f, f*), (g, g*)) are ((0, w*), (0, 6*)):

L e((F*(5), £, (87(5), 89)) =0 f*(s) + " f*+0-g*(s) + 6*g* — N5+ ((0, »*), (0,6%)),
with Ns (@, 0) := fologM; (@, 8) + logM;ft(w, #). As a consequence,

’

(@.0)=((0,0*).(0,6"))

. 9
g (s) = ﬁNS,n(w, 0)

3
T = v Ns ¢+ (@, 0)
w1

(@.0)=((0,0").(0.6%))

As we can do this for any s, we have found a way to evaluate the full most likely path.
Appendix B. The limiting value of Eq(a, T)

In this appendix we present the calculations that lead to (13). As indicated in the main text, we consider the case that clients remain
at the insurance firm for an exponentially distributed length of time with mean 1/u. Note that, due to the exponential sojourn times,
(Fn(t), Gn(t))teqo,11 is @ Markov process. With

Ie 6 ((F1, f2), R = inf Tty 6 ((f1, f2), (81, 82)),
(81,82)eR?
the rate associated to the client-population-size process is

T/A

Io 1 (f*7) =D Lai aasn (FST(AD), F&D(AG+ 1)), R?)
i=1

for any 0 < A < T where we have applied to the contraction principle to obtain equality with the rate of the finite-dimensional LDP, and
the Markov property to decompose the rate function of the finite-dimensional LDP into a sum. Let £ =a — g(T). For ease of exposition we
will tacitly assume that a < g(T), i.e., there is an unusually large surplus at time T. Let t = Ai and dt = A. The additional clients that can
be attributed to the interval [t, t 4 dt) are

dta(t) ;= fSDE+dt) — F*D(t +do),

where f*T) (¢ +dt) is the expected client-population size at time t + dt given the client population is f*T)(¢t) at time t. The expected
total capital generated by each additional client that arrived in [t, t 4+ dt) by time T (in the conditioned process) is approximately

T—t

/ e M@ —vm)dt =

0

r—uvm

(1—e7#T=0),

where this approximation holds for small dt and &, and uses the fact that for & small, clients in the conditioned process generate claims
in a similar manner as in the unconditioned process. Consequently, the total capital that can be attributed to the additional clients that
arrived in the interval [t, t + dt) is approximately

r—vm

dtc(t) :=dta() (1 — e~ #T=0y, (44)

The share of the total rate Ijg 11(f*T, g*T)) that can be attributed to these additional clients is
Ieerae (FOD @), FOD @ +d), R?) &~ I (F 0, f(E+do) + dea(t)), R?)
92 -
~ (dD)*a(t)® — I erdn (F (0, ¥), R?)
ay? y=Foerdo (45)
dta(t)?
At fop

where the first step requires € to be small, the second step follows from a Taylor expansion and requires dt to be small, and the final
step follows from the fact that the second derivative of the Legendre transform evaluated at its mean is the reciprocal of the variance of
the underlying random variable. In view of (44) and (45), the marginal increase in rate per unit capital corresponding to increasing or
decreasing the additional clients that arrive in [t, t + dt) is
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d ( a()? ) . d c(t)?
O\t For) 4O\ oy Foyw [0 - enmo] (46)
. 2c(t)
G+ Fiyn [ — om0y
Now observe that the additional capital that can be attributed to clients generating fewer total claims than expected is
T
bi= g (1)~ (=i [ FOD
0
where we recall that g*T)(T) = g(T) + ¢. The rate associated with these reduced total claims is
I (g D1 f* D) = Kpen (gD (T)) (47)
~ K7(&(T) +b), (48)
where
T
1_<f(><)=519113(9x—)/(9)), with  y (6) =exp l)/f(t)dt(ﬂ(@)—l) - (49)
0

Note that (47) follows by the contraction principle, while (48) uses f* 1) (.) ~ f(-) for & small. In addition, (49) follows from that fact that
given the client population f the total number of claims is Poisson with mean v fOT f(®)dt. For ¢ small we then have

b2
B O [ Fe)dt’

where we again apply a Taylor expansion, and use the fact that the second derivative of a Legendre transform is the reciprocal of the
variance of the underlying random variable. In view of (50), the marginal increase in rate per unit capital corresponding to increasing or
decreasing b is

K3 @(T)+b)~ (50)

d b? 2b
db (/3"(0)1) o F© dt) o [T F@yde (51)
By the optimality of (f*7), g*1), and Equations (46) and (51) we have
2c(t) 2b
O+ fOw [%(1 - e*mrfr))]z 2O

forallt €[0, T],

so that

b0+ Fow [ —enT0)]"
B [ f(t)dt

Because the total additional capital must be &, we have

c(t) = , forallt [0, T].

T

8=b+/C(t)dt,
0

so that

_ _ 2
foT code fOT(A+ fow [%(1 —e*M(T*t))] dt

b+ [y c®dt  groyy (T Foyde+ [T+ FOw [%(1 - e—W—f))]2 dt

s

limEq(a, T) =
el0

where we observe that right-hand side equals (13), as desired.
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