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ON APPROXIMATIONS OF SMALL JUMPS
OF SUBORDINATORS WITH PARTICULAR
EMPHASIS ON A DICKMAN-TYPE LIMIT

SHAI COVO,* Bar Ilan University

Abstract

Let X be a pure-jump subordinator (i.e. nondecreasing Lévy process with no drift)
with infinite Lévy measure, let X, be the sum of jumps not exceeding ¢, and let
u(e) = E[X:(1)]. We study the question of weak convergence of X./u(¢) as ¢ | 0,
in terms of the limit behavior of w(e)/e. The most interesting case reduces to the
weak convergence of X, /¢ to a subordinator whose marginals are generalized Dickman
distributions; we give some necessary and sufficient conditions for this to hold. For a
certain significant class of subordinators for which the latter convergence holds, and
whose most prominent representative is the gamma process, we give some detailed
analysis regarding the convergence quality (in particular, in the context of approximating
X itself). This paper completes, in some respects, the study made by Asmussen and
Rosinski (2001).
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1. Preliminaries and motivation

In this section we provide most of the basic notation, concepts, and facts that will be used
in this paper, as well as a considerable amount of motivation. An elementary familiarity with
the theory of Lévy processes is presupposed. For a detailed account of the theory, we refer the
reader to the classical monograph of Sato [14].

Throughout this paper, X = {X(¢): t > 0} will be a pure-jump subordinator with infinite
Lévy measure v, and X, (¢ | 0) will be the process consisting of those jumps of X not exceeding
¢ (its Lévy measure is thus the restriction of v to (0, €]). The expectation and variance of
X (1) will be denoted by p(e) and a2(e), respectively. Explicitly, u(e) = f ©0.¢] xv(dx) and
o2(e) = f(O,e] x2v(dx) (cf., e.g. [14, p. 163]). Itis natural to look for a weak limit of X/ (e).
This is obviously important from the point of view of approximating the small jump part, X,
which is often needed. The reason why we consider only the v((0, 0c0)) = oo case is very
simple: for pure-jump compound Poisson subordinators, the limit, assuming that x(¢) > 0 for
all ¢ > 0, is trivially the zero process.

We will write ITjy () to denote the Lévy measure of X, /v (¢), where ¥(¢) = pu(e) or
Y (e) = &, unless otherwise indicated. To be more precise, the argument of ¥ can be extended
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to include ¢,, &,, etc. Thus, for example, Iz, is the Lévy measure of Xz, /&, even if & is
defined equal to £/2¥~!. Obviously, and importantly, T}y (e)) is concentrated on (0, £/ (¢)].
By ‘=’ we denote weak convergence in the space D[0, co) of cadlag functions endowed with
the Skorokhod topology (for details, we refer the reader to [9] and reference 198 therein),
and by ‘2 we denote convergence in distribution of random variables (RVs). Of particular
importance in this paper is a pure-jump subordinator that we denote by X¢, characterized by a
Lévy measure I1¢ given by

M (dx) = 1(0,1](x)§ dx, ¢ > 0 fixed. (1.1)

It follows that, for any @ > 0, aX¢ has Lévy measure l(o,a](x)cx_l dx (cf. (1.2), below).
We further denote by X¢ the class of pure-jump subordinators X such that X, /e = X¢; if
we wish to leave ¢ unspecified, we denote the class by X,. The most important example
of a process in X, is the gamma process, as follows immediately from Corollary 2.3. This
process has Lévy density p(x) = 1(0,00) (x)ce ™ x~1 (¢, » > 0), and will be denoted e
Accordingly, X () ~ gamma(ct, A), t > 0, meaning that X (#) has density function f(x;t) =
A xCt=le=2 /P (ct), x > 0.

We recall that a sequence of Lévy processes cannot converge to anything but a Lévy
process (the stationary, independent increments property holds in the limit due to convergence
of characteristic functions). In particular, a sequence of subordinators cannot converge to
anything but a subordinator, since subordinators are the only Lévy processes with marginal
distributions supported on R.{. Moreover, it is well known that the weak convergence of Lévy
processes reduces to the weak convergence of the marginal distributions at ¢ = 1 (see, e.g. [9,
Corollary VIL.3.6]). Thus, X,/ (¢) converges weakly to some subordinator Y if and only if
Xe()/¥(e) = Y (D).

For a subordinator Y with drift 8 > 0 and Lévy measure Q, the Laplace transform of Y (¢)
is given by (see, e.g. Equation (21.1) of [14])

E[e Y] = exp[t(—ﬂu +/ (™ — 1)Q(dx))i|’ u 0. (1.2)
(0,00)

In accordance with [10, Chapter 15], we say that Y is a subordinator with characteristics (8, Q).
A very useful tool for determining convergence of infinitely divisible distributions on R
(i.e. marginal distributions of subordinators) is Theorem 15.14(ii) of [10]. This theorem, adapted
to our setting, yields the following statement. Let Y be a subordinator with characteristics
(B, Q), and fix any 2 > 0 with Q({h}) = 0. Then X.(1)/v¥ (¢) 2 Y (1) if and only if the
following two conditions hold:

(i) lime 10 fig 4y XMy e1(dx) = B+ [l ¥ Q(dx),
(ii) limg o My o) (Cx, /¥ (e)]) = Q((x, 00)) for all x > 0 with Q({x}) = 0.

Condition (ii) can be denoted as ITjy () =5 O (read ‘TIjy () converges vaguely to Q).

Let B((0, /¥ (g)]) denote the Borel subsets of (0, /¢ (¢)]. By identifying the jumps of
X¢/¥(e) whose size lies in B € B((0, ¢/¢ (g)]) with those of X whose size lies in V¥ (¢)B
(= {¥(e)x: x € B}), we find that the measures Iy ) and v are related by

Mpy ) (B) = v(¥(e)B) forall B € B((0, e/ (e)]). (1.3)
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Equivalently to (1.3), for any nonnegative measurable function f, it holds that

X

/B F My ey (dx) = /w (E)Bf< Ip(g))v(dx) forall B € B(O.e/y(e)). (1.4

Remark 1.1. The continuity of the parameter ¢ is very significant. We have X, /vy (¢) = Y as
¢ | 0if and only if X, /¥ (e,) = Y for any sequence ¢, | 0. We shall see later on that the
limitas ¢ | 0 of u(e)/e, if it exists in [0, oo], determines the weak limit of X./u(e) ase | 0.
But, if u(g) /e does not converge to a limit in [0, oo] then different choices of sequences ¢, | 0
may lead to different weak limits of X, /u(e,) (see, e.g. Examples 3.8 and 3.9). This point
is nicely illustrated in [2, Section 4] in the context of approximating small jumps of arbitrary
Lévy processes.

We now introduce the generalized Dickman distribution. Adapting the terminology and
notation of [13], we shall say that a RV Z has a generalized Dickman distribution with shape
parameter & > 0, denoted by Z ~ GD(6), if its Laplace transform is given by (see [13,
Proposition 3])

—uZy 1 e X _ 1
Ele ] =-exp|6 ——dx|, u>0. (1.5)
0

X

The RV Z is commonly represented as [13, Equation (8)]
z=0" + 00" + W, UU)"? + -, (1.6)

where the U; are independent and identically distributed (i.i.d.) uniform(0, 1) RVs. From (1.5),
it follows that the one-dimensional distributions of the process X¢ are GD: X{(¢) ~ GD(ct),
t>0.

Suppose that u(¢)/e - case | 0 (0 < ¢ < 00). Then, by our Theorem 2.1, X.;/u(e) =
¢~ !'X¢as e | 0. More elegantly and conveniently, X, /s = X¢. A thorough characterization
of the class X¢, in terms of the Lévy measure v of X, is provided in Proposition 2.1. The
attractiveness of the approximation X, = ¢X¢, the one valid for processes X € X%, is due to
the facts described in the next four paragraphs.

The GD distribution (and, in particular, its probability density and distribution functions)
has been extensively studied in the literature. It occurs, among others, in number-theoretical
[7], [18] and combinatorial [1] contexts. It also appears in connection with the Poisson—
Dirichlet distribution [6], [8]. Many of the basic properties of the GD distribution can be
found in [1, Section 4.2], [6], [7], [13], [15], [17, pp. 90-95], and [18]. (Of particular
importance is the GD(1) distribution, whose density is a normalization of the celebrated
Dickman function.) Two simple examples of sequences Z, of RVs that converge in distribution
to Z ~ GD(9) are: Z, =Y, exp[—(n/0)U;] where the U; are i.i.d. uniform(0, 1) [18,
p-501]and Z, = n~1 Z?:l i W;, where the W; are independent Poisson with means E[W;] =
0/i [1, Theorem 4.6]. Some recent results where the GD distribution arises as the limit in
distribution of certain sequences of RVs are Theorem 1 of [13] and the theorems in [11].
Our example of the class X, joins the growing list of instances where the GD distribution is
encountered as a limit law (here, in an infinite-dimensional sense). The extensive collection
of results on this distribution is potentially of great use with regard to the class X,; in fact,
results in [18] and [7] on the maximum and asymptotic behavior of the GD density function
are fundamental in the proof of the asymptotic formula (4.17) in our Theorem 4.2.
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The process X< admits the following series representation in the time interval [0, T']:

oo
X<(1) = Z Uy ---UpYeD 1<y
j=1

(see [4]), where {U;} and {0 j} are independent sequences of i.i.d. uniform(0, 1) and i.i.d.
uniform(0, T') RVs, respectively. Thus, X¢ can be easily simulated on [0, T'], with high accuracy
and short processing time if ¢7 is not too large. The fact that the RV X¢(¢) is easy to simulate
can be of great use in evaluating probabilities of interest using Monte Carlo simulations (in this
context, see the definition of b, o (x, t) in Theorem 4.2, and the paragraph relating to Table 1 in
Section 4). It is important to note here that the distribution function (DF) of X¢(¢) is not easily
calculated by analytical or partially analytical methods for values of x far from the origin (see
the end of Section 4).

The class X, is rich and contains several interesting examples. The most prominent examples
are the I'; ), process and the process aX¢ (a > 0). As follows trivially from our Corollary 2.3
(and has already been shown in [4]), any Lévy density p satisfying p(x) ~ c¢/x asx | 0
corresponds to a process X € XS (f ~ g means f/g — 1). It follows that X¢ contains a
fundamental class of self-decomposable subordinators; see Example 3.1. Interesting examples
of processes X € X with discrete Lévy measure are easily obtained using Proposition 2.2.
Moreover, if Z is a Lévy process of the form Z = X| — X5, where X| € X' and X, € ¥J
are independent, and if Z, consists of those jumps of Z not exceeding ¢ in absolute value, then
one is led to the approximation Z, = e[X;' — X{?] with X;' and X;? independent; indeed,
Z./e = Xi' — X2. The primary example of such a process Z is the variance gamma process;
see Example 3.12.

We shall see in Theorem 2.1 that if w(e)/e converges to 0 or co as ¢ | 0, then X./u(e)
converges weakly as ¢ | 0 to the zero process or the unit drift process ¢, respectively. Moreover,
by the same theorem, the weak convergence of X,/ (¢) implies the convergence of (g)/e
to a limit in [0, oco] in the case where v is continuous near the origin. These facts, taking into
account the p(e)/e — ¢ € (0, 00) case already considered, underline the basic importance of
the process X¢ in our context.

Remark 1.2. As described later on in this section and in Example 3.12, approximations of
small jumps of gamma and variance gamma processes, similar to the ones presented in the
present paper, have already been identified in the literature. The benefits of our approach will
be evident.

As stated in the abstract, this paper completes, in some respects, the study in [2]. There, the
authors considered approximations of small jumps of Lévy processes by a Brownian motion
with small variance and drift. For simplicity and to highlight the relationship to the present
paper, we suppose that the process is a pure-jump subordinator with infinite Lévy measure (the
general case is very similar). Combining Theorem 2.1 and Proposition 2.1 of [2], we infer the
following statement. Let W be a standard Brownian motion, and let A, be the drift process
defined by A.(t) = u(e)t. Then

XS_AE

—— =W aseg |0 1.7
o(e)

if and only if, for each ¥ > 0,

oko(e)ne) ~a(e) ase | 0. (1.8)
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Condition (1.8) is implied by
)
lim = 00. (1.9)
el0 &

Moreover, if v is continuous near the origin then (1.8) and (1.9) are equivalent.

Remark 1.3. Even if liminf, o(u(¢)/e) = 0, which implies that liminf, o(o (¢)/e) = 0 by
0'2(8)/82 < u(e)/e, then (1.8), and, hence, (1.7) also, can still hold. See Example 3.7.

Now we are ready to show the relationship to our work. The weak convergence in (1.7), if
it holds, leads to the following approximation (useful for simulation purposes):

X@) Zp@t+o(@WeE) + X8(@), t >0, (1.10)

where X := X — X, (a compound Poisson process with Lévy measure v | {y~¢}) is independent
of W. In Proposition 2.3 we show that (1.7) implies that o (¢)/u(e) — 0 and, in turn, that
X/ (e) converges weakly to the unit drift process ¢. Thus, even if the normal approximation
for X, is valid, we can neglect the Brownian term o (¢) W(¢) in (1.10) and still get satisfactory
approximations/simulations. As an example, for the strictly «-stable subordinator (0 < o < 1)
in Example 3.1, it holds that o (¢) /u(e) = (1 — a)e*?/ /2 —a)b (b > 0). Here we note that
the weak convergence of X./uu(¢) to the unit drift process does not necessarily imply (1.7).
See Example 3.11. The above facts only add importance to the question of weak convergence

of X, /1u(e).

Remark 1.4. Conforming to [2], we should have defined X, to be the sum of jumps whose
sizes are strictly less than &, and, accordingly, (&) = .[(O,a) xv(dx)ando2(e) = f(O,s) x2v(dx).
However, it can be easily realized that this distinction plays no role here. (Of course, this distinc-
tion is irrelevant for Lévy measures which are continuous near the origin.) The guiding principle
behind this fact is that, for any ¢ > 0, arbitrarily small but fixed, (0, ] =) 5200, & + 8]
and (0, €) = (Js-((0, ¢ — 81.

As Corollary 2.5 states (and follows readily from above), the normal approximation of small
jumps is not valid (that is, (1.7) does not hold) for processes in X,. It has already been pointed
out [5] that in the case where X is a gamma process (1.7) does hold if we replace W by some
other (Lévy) process. Let X be a I'c ; process. By Example 5.2(a) of [5], adapted to our

notation,

X, — A ‘

ZE TP v¢ oase |0, (1.11)
o(e)

where Y¢ admits the Lévy—Khintchine representation (see, e.g. [14])
ElexpliuY“(1)]] = exp|:iau —I—/ " — 1 —iux 1[1,1](x))7r(dx):|, u R,
R

with a = ¢(1 — 4/2/c) A0 and 7 (dx) = l(oym](x)cx_l dx. (The proof was based on
Theorem 15.14(i) of [10]—a commonly used result for showing convergence of infinitely
divisible distributions on R.) From this, using the fact that w(dx) is the Lévy measure of
(2/c)1/2Xf, we can find Y(¢) = —Qc)1 2 4+ (2/c)1/2Xf(t). The connection with our result,
X¢/e = X¢, is then established by noting that o (¢) ~ (c/2)'/%¢ and A.(t)/o () — (2¢)'/?t
as ¢ | 0. It is worth noting that in simple cases it may be preferable to use Lévy’s continuity
theorem rather than Theorem 15.14 (part (i) or (ii)) of [10] to show weak convergence of Lévy
processes (on R or R, respectively). For example, with X as above, we obtain the desired
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convergence X./¢ = X¢ as ¢ | 0 (and, hence, also (1.11)) using the continuity theorem for
Laplace transforms applied to

oo -o(42)]=enl [ v
Elexp| —u| —— = exp / e™ -1 dxi|, u>0.
& 0 X

However, as we would expect, the heavier tool of [10] (Theorem 15.14(ii) for the purposes of
this paper) is, in general, the more appropriate one to use.

The rest of the paper is organized as follows. In Section 2 we state and prove the general
results of this paper. The main results are Theorem 2.1 and Proposition 2.1. Both have already
been mentioned above, the second as characterizing the class X¢. In this section we also derive
the asymptotics of v((g, 00)) and P(X (¢) < ¢) as ¢ | O for processes X € X¢ (Proposition 2.4
and Theorem 2.2, respectively). Section 3 is devoted to examples related to Sections 1 and 2.
In Section 4 we concentrate on the class of pure-jump subordinators X with Lévy density p
such that ¢ — xp(x) = x“L(x) for some constant « > 0 and function L slowly varying at 0.
We recall the definition of slow variation (at 0) in that section. This class, which is contained in
X¢, contains some significant class of self-decomposable subordinators, in particular the I »
process. These get extra focus. We analyze the difference between the DFs of X (¢) and its
approximation formed by replacing X.(¢) by £ XS(¢), and the difference between the DFs of
X (t)/e and XS{(¢). A brief account of the calculation of the GD probability distribution and
density functions concludes the paper.

2. General results

With the preliminaries established at the beginning of Section 1, we now state and prove our
first main result. Corollary 2.1, below, then follows immediately.

Theorem 2.1. The following statements hold, as ¢ |, 0.
(@) If u(e)/e — ¢, where 0 < ¢ < o0, then X¢/u(e) converges weakly to c_lXﬁ.
®) If u(e)/e — 0 then X./u(e) converges weakly to the zero process.
(c) If u(e)/e — oo then X¢/u(e) converges weakly to the unit drift process.

Finally, suppose that none of the above conditions on ju(¢)/¢ is satisfied. Then the following
statement holds.

(d) Ifv is continuous near the origin then X/ (¢e) necessarily fails to converge. Otherwise,
Xe /() may or may not converge. Moreover, if limsup, | o(u(e)/€) = oo then the only
possible limit is the unit drift process.

Proof. We divide the proof into steps A—D, corresponding to statements (a)—(d) above.

Step A. We assume that p(¢) /e — ¢, ¢ > Oreal. It suffices to prove that X, /e = X¢. Now,
X¢ has characteristics (0, I1¢); so substituting from definition (1.1) and applying conditions (i)
and (ii) from Section 1, the latter convergence holds if and only if

lim xIg(dx) =¢ 2.1)
el0 0,1]
and, forall0 < x < 1,
. 1
Llﬁ)l Mg (Cx, 1) = clog(;). 2.2)
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Since f(o 1lxl'I[g](dx) = E[X:(1)/e] = u(e)/e, condition (2.1) is satisfied. To prove the
second condition, let us first define (finite) measures n, and  on (0, 1] by n.(dx) = xIT¢)(dx)
and n(dx) = 1(¢,1j(x)cdx. Fix any 0 < x < 1. Then, by (1.4) and u(¢)/e — c,

1n:((0, x]) =/ ullpe)(du) = i/ uv(du) — cx = n((0, x1),
(0,x] X J(0,ex]

from which it follows that fx U “Ine(du) — f(x 1 u~'5(du). Therefore, f(X’l] e (du) —
f (c/u) du, and condition (2 2) is established.

Step B. We assume that u(e)/e — 0. Analogously to conditions (2.1) and (2.2) above,
X/ (e) converges weakly to the zero process if and only if

lim xl'I[M(g)](dx) =0 (23)
&0 J(o,1]
and, for all x > O,
£
lim IT ,——1|]=0. 2.4
iy (55 ) e

A straightforward application of (1.4) yields f(o’” X)) (dx) = pu(e) ™! f(O,,u(s)] xv(dx) for
e/u(e) > 1. Since the right-hand side is w(u(g))/(¢), condition (2.3) is satisfied. The second
condition, (2.4), is proved as follows. Fix x > 0. If ¢/u(¢) > M, we have, using (1.4),

£ £
H[u(s)}((x, M(E)D = My ((x, M]) + H[u(s)}((M, u(e)D

M /’ 1
< — ull (du) + —/ ull (du)
M . M] [u(e)] M M5 /()] [u(e)]

M 1 1 1
= — uv(du) + ——— uv(du)
x (@M Jue)x, we) M M (&) Jue)M, el
_Muwem 1
—x ue)M M’

So clearly condition (2.4) is satisfied.

Step C. We assume that p(g) /e — oo. The unit drift process has characteristics (1, 0), where
0 denotes the zero measure on (0, 00). Since &/(e) — 0, T (e) - 0. Hence, statement (©)
will follow once we show that

lim xl'[[ﬂ(g)](dx) =1.
&0 J(0,6/p(e)1

Indeed, f(o e/ue)] xIT ) (dx) = E[X:(1)/u(e)] = 1. (Alternatively, it is easy to prove that

X:(1)/u(e) 21 using Chebyshev’s inequality, noting that var[ X, (1)/u(e)] — 0.)

Step D. We assume that 1. (¢) /e does not meet any of the previous conditions. Letus moreover
assume that v is continuous near 0. Hence, the monotonically increasing function p(¢), € > 0,
is also continuous near 0, with £ (0+) = 0. We first claim that if lim sup, | o (1 (¢)/¢) < oo then
X/ (e) fails to converge. Suppose, by contradiction, that X, /u(¢) = Y for a subordinator
Y with characteristics (8, Q), and fix h > 0 with Q({h}) = 0 and & < liminf, o(e/u(€)).
Applying condition (i) from Section 1, we obtain

p(hp(e)) 1.
im = lim xv(dx) = — lim XTI e) (dx) = ap, 2.5)
&0 h/_L(S) el0 hlj,(é’) 0,hu(e)] h €l0 (0,h]
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where o, = (B8 + /(0 il xQ(dx))/h For any y in (liminf, o (n(e)/¢), lim sup, (1 (e)/€)),
there exists a sequence 5,, 1 0 with u(s})/e; = y for all n and a corresponding sequence
=4 J 0 with hu(e ) = ¢, for all n. Substituting into (2.5) gives y = «y,, a contradiction.

We now claim (under the starting assumptions) that X./u(e) also fails to converge if
lim sup, | o(u(e)/e) = oo. Assuming the latter, there exists asequence e, | Owith u(g,)/en —
co. Then, asin step C, X,, /1t (g,) converges weakly to the unit drift process, which is therefore
the only possible limit of X /u(e). Suppose, by contradiction, that it is the limit. Fix any y in
(liminf. o(u(g)/e), 00), and let 0 < a < 1/y. As before, there exists a sequence & 4 0 with
w(en)/e; = vy for all n and a sequence &, | 0 with apu(g,) = &;, for all n. This time we take as
the function v (¢) in (1.4) the function ap(e). For any n satisfying &,/(au(,)) > 1, we then
have

ou(dy) = HEHED o é (2.6)

aﬂ(gn) 0,am(&x)] aﬂ(én)

/ xHap e, dx) =
©,1]

Since necessarily Xz (1)/(ap(€,)) 2 1/a, we conclude from (2.6) that au(g,)/&, > 1 for
all n greater than some ny. Hence, 8,{ > &, forall n > ng also. Let n > ng. Then, using the
monotonicity of , we obtain a > au(8,)/u(en) = &, /u(e;) = 1/y, a contradiction.

In order to establish statement (d), we need to provide a pair of examples. We will do a
little more. Examples 3.6 and 3.7, below, on the one hand and Examples 3.8 and 3.9, below, on
the other hand, respectively show the convergence and the failing of convergence of X/ (e),
where in all the examples v is discrete and @ (¢)/e does not converge to a limit in [0, co].

Corollary 2.1. Suppose that v has a density p near the origin. Then, as ¢ |, 0,
(a) iflimy g xp(x) = ¢, where 0 < ¢ < oo, then X /u(e) converges weakly to c’le,
(b) iflimy o xp(x) = 0 then X./u(g) converges weakly to the zero process,
(¢) iflimy g xp(x) = oo then X./1u(e) converges weakly to the unit drift process.

Here we note that xp (x) need not converge to a limit in [0, oo] in order for one of the above
convergences to hold (consider changing p on a set of measure zero).

Remark 2.1. Clearly, E[X.(¢#)/u(¢)] = t. Assume that u(¢)/e — 0. Then the interval
(0, &/p(e)], on which I, )] is supported, spreads to infinity as ¢ | 0. Simultaneously, the
measure itself gets thinner and thinner, and X, /1t (¢) converges weakly to the zero process. Let
us show that the big jumps are those that keep E[ X (¢) /14 (¢)] constant. Fix any M > 0 (large).
Ife/u(e) > M then

M M
f XM [pe (dx) = (e = yHEEM
(0,M] w@M Jo,uem u(e)M

from which our claim follows. As for the opposite case, w(g)/e — oo, the jump sizes tend to
Oas e | 0, but their increased intensity keeps the expectation constant, and X, /(&) converges
weakly to the unit drift process.

The next corollary will be extended in our second main result, Proposition 2.1.

Corollary 2.2. The only possible limit laws of X /¢, as € | 0, are XS (for any ¢ > 0) and
the zero process. The first convergence holds if and only if u(e)/e — c, while the second
convergence holds if and only if u(e)/e — 0.
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Proof. Suppose that X, /e = Y for some subordinator Y with characteristics (8, Q), and
fix 0 < h < 1 with Q({h}) = 0. Applying condition (i) from Section 1, we obtain
uChe) 1

1
lim = lim — xv(dx) = — lim xIe(dx) = ay,
el0 he el0 he (0,he] h el0 0,h]

where o, = (B + f(() n xQ(dx))/h. Thus, u(e)/e tends to some nonnegative constant (o,
independent of ). Now rewrite X, /¢ as (u(e)/e)(Xs/u(e)) and consider statements (a) and
(b) of Theorem 2.1 to conclude the corollary.

The analogue of Corollary 2.1 for the process X, /e is straightforward. In particular, we
have the following result.

Corollary 2.3. Suppose that v has a density p near the origin. If lim, o xp(x) = c, where
0<c<oo then Xo/e = X ase | 0.

As before, we note that the above condition is only a sufficient one.
We now further characterize the class X¢ in terms of the Lévy measure of X.

Proposition 2.1. Each of the following conditions is necessary and sufficient for X¢/¢ to
converge weakly to X§ as € | 0.

1. limg o(1/P) f(o’g]x"v(dx) =c/pforall p > 0.
2. limg o(1/eP) f(ogs]x”v(dx) = ¢/ p for some p > 0.
3. limgyo v((ex, e]) = clog(1/x) forall 0 < x < 1.

Proof. We have just seen that X./¢ = X¢ if and only if u(¢)/e — c¢. Thus, in order to
establish the proposition, it suffices to show that conditions 1, 2, and 3 are equivalent. We now
show, in steps 1 and 2, that condition 2 implies condition 3, which in turn implies condition 1
(implies condition 2).

Step 1. By (1.3), condition 3 is equlvalent to limg o Mg ((x, 1]) = f (c/u) du for all
0 < x < 1—which can be rewritten as Il - TI¢. Now assume that p satisfies condition 2.
We repeat the technique used in step A of Theorem 2.1, in a generalized form. Define (finite)
measures 7, and 1 on (0, 1] by n,(dx) = xPI1;(dx) and n(dx) = 1(0,1](x)x1’_1c dx. Fix any
0 < x < 1. Then, by (1.4) and the assumption on p,

! uPo(duy - < = (0, %,
p

ne((0, x1) =/ uP ey (du) =
0.%]

(ex)? J(0.ex]

from which it follows that f U ne(du) — f(x 174~ Pn(du). Hence, f(x 1 My (du) —
f (c/u) du, and condition 3 is estabhshed Thus, condition 2 implies condition 3.

Step 2. Now assume that condition 3 holds, and fix any p > 0. Define & = £/2¢~!, and
apply (1.4) to obtain, forevery N = 1,2, ...,

1 N Moo

1
e a0 =g f *v(d) = _f P T (dx).
¢ er 1; (8k /2,81 ]; 2(k=Dp (/2.1] [Ec]

(/2N ¢]

Since condition 3 is equivalent to IT[g) > I1¢, it follows that

/ xP Mg (dx) —>/ ( )dx = <5>(1 2Py,
1/2,1] P
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Using the triangle inequality and noting that &; < &, we conclude that, for every n > 0, there
exists a § > 0, independent of N, such that

N k—1
1 1 1
Ll (5
& (8/2N’8] 2p p 2p

k=1

<7

for every 0 < ¢ < §. Thus, letting N — oo, we arrive at condition 1.

Remark 2.2. When p € N, conditions 1 and 2 of Proposition 2.1 can be rewritten as follows:
limg o kp,e = K for all, respectively some, p € N, where «, . and «, are the pth-order
cumulants of the RVs X.(1)/e and X{(1), respectively (cf. [16, p. 35]).

Remark 2.3. We can easily show that condition 3 of Proposition 2.1 cannot be weakened to
‘limg o v((ex, €]) = clog(1/x) for some 0 < x < 1’.

Remark 2.4. By Proposition 2.1, u(e)/e — c if and only if v((ex, €]) — clog(1/x) for all
0 <x <1, where 0 < ¢ < oo. It is useful to note that the same is true also for ¢ = 0. The
‘if” part can be proved using the same technique as in step 2 of Proposition 2.1 (for p = 1),
and the ‘only if” part follows from f(gx,g] p(du) < xle7! f(ax,a] uv(du). The last inequality
also shows that u(e)/e — oo if v((ex, €]) — oo for some 0 < x < 1. However, the inverse
implication is not true. As an example, let X be the subordinator of Example 3.11, below, for
which it holds that i (¢)/e — oo. Forany 0 < x < 1, we have, for sufficiently large and even

n, v((e,x, &,]) = 0, where ¢, = 1/(n2”2), proving our claim.

The most important examples of subordinators X € X, arise from Corollary 2.3. Yet, there
are also interesting examples where the Lévy measure is discrete.

Proposition 2.2. Let ¢ be a strictly decreasing differentiable function on ko, 00), ko € N,
such that ¢(x) - 0and o(x + 1)/p(x) — 1 as x — oo. Furthermore, suppose that A is a
monotone decreasing continuous function on [ko, 00), satisfying

o= tim 2O (0, 00). 2.7)
=00 —g/(x)

Let the Lévy measure of X be concentrated on the set {p(m): m = ko, ko + 1,...}, with
v({e(m)}) = A(m). Then X./e = XS ase | 0.

The following pairs of ¢ and X satisfy the above conditions. In all cases, c = 6/r.

e ¢o(x) =1/log"(x), A(x) = 6/(xlog(x)), r > 0.

e o(x)=1/log?(x)x"),A(x) =0/x, r >0,q € R.

e p(x) = xle™ A@x)=0x""1 0<r <1, qg € R.

Proof of Proposition 2.2. Clearly, ¢ and X are both strictly positive on [kg, 00). From (2.7),
it follows easily that szo @(x)A(x)dx < oo and fkc())o A(x)dx = oo. Since @A and A are
monotone, it also holds that Y°° , @(m)A(m) < 0o and Y 77 A(m) = oo. Thus, v is a
valid Lévy measure for X. Now let o(m + 1) < ¢ < @(m), m > ko integer. Hence,
n(e) = Y2, 11 @A), from which it follows that

o+ 1) [ 9D dx ) gm) [ (M) dx
o(m) o(m+1) e em+l  em)
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Under assumptions (2.7) and ¢ (m+1) /¢ (m) — 1, we have, using I’Hopital’srule, u(e) /e — ¢
ase | 0. Thus, X, /e = X¢.

Corollary 2.4. Let ¢, A, and c be as in Proposition 2.2, and let N, ; be independent Poisson
processes with rates M(n + i). Define a sequence X, = {X,(t): t > 0} of processes by

X, (1) = Z ‘p(”(Jr)l)Nn,,»(z), n=koko+1,....

Then X, = X asn — oo. In particular, Y ;2o (n/(n+i))" Npi = Xg/r

where the Ny ; have rates 6 /(n + i).

forallr > 0,

Proof. Let X be as in Proposition 2.2, and set ¢, = ¢(n). Thus, in particular, X, /e, = X¢
as n — oo. The jump sizes of X, /e, are ¢(n +i)/p(n), i = 0,1,2,..., and their rate is
A(n +1i). Hence, X, /&, has the same law as X,,, and the claim follows.

Recall the discussion in Section 1 on the normal approximation of X,. We claimed the
following.

Proposition 2.3. The weak convergence (1.7) implies that o (¢)/u(e) — 0 and, in particular,
that X/ 1u(€) converges weakly to the unit drift process.

Proof. Suppose by contradiction that (1.7) holds but o (¢)/u(e) # 0. Then there exists
some a > 0 and a sequence ¢, | O such that o(¢g,)/(e,) > a for all n. It follows that
(Xe, (1) — u(ey))/o(en) = —1/a, in contradiction to (1.7). The rest of the assertion is now
evident by dividing the numerator and denominator of the left-hand side of (1.7) by u(¢).

Since X € X¢ implies that X, /u(s) = ¢~ XS as & | 0, we obtain the following result.
Corollary 2.5. The normal approximation of small jumps is not valid for processes in X,.

Suppose now that v is continuous near the origin, and recall the statement after (1.9). Since
a(e) / g2 < u(e)/e, u(e)/e — oo is a necessary condition for (1.7) to hold. (Alternatively,
this fact is a consequence of Proposition 2.3 combined with Theorem 2.1.) However, it is not
a sufficient condition, as Example 3.11, below, shows.

The following proposition is important, among others, from a simulation point of view (as
will be explained in Section 4). It also inspired Theorem 2.2, below.

Proposition 2.4. For any X € X¢, it holds that
1
v((e, 00)) ~ clog(—) ase | 0. (2.8)
€

Proof. Tt suffices to prove this for v((e, 1]). Define ax = v((27%,27%*1]) — clog(2) and
partition (27", 1] as [J{_; (27, 27¥*1] to obtain [v((27", 1]) — nclog(2)| < Y 7_; lak|. By
condition 3 of Proposition 2.1, |a,| — 0 as n — oo, and, hence, n~! Y ey lak] — 0 also.
Thus, v((27", 1]) ~ nclog(2) as n — oco. Now write 2D < ¢ < 27" to conclude that
v((e, 17)/(clog(1/¢)) is bounded from above and below by v((2~"*D 1])/(nclog(2)) and
v(27", 1])/((n + 1)clog(2)), respectively, and so the proposition follows.

As pointed out by the referee, the second example in Example 3.2, below, shows that (2.8)
is not a sufficient condition for X € X.
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In the particular case where X is a I'¢ , process, v((e, 00)) can be found explicitly, using a

standard representation of the function E;(s) = fsoo e “u~"du, to be

1 0 (_1)k+1()\,8)k
, =c|log| — ) — _— 1, 2.9
v((e, 00)) c<og(m> y+k§ 7 ) (2.9)
where y here and below stands for Euler’s constant.
For completeness, we now state and prove the following simple yet powerful result.
Theorem 2.2. Suppose that X € XS. Fixt > 0, and define
1
K(x;t) = exp|:t (clog(—) —v((x, 1])>i|, x € (0, 1).
by
Then K (-; t) is slowly varying at 0, and it holds that
t(—=yc—v((, .
POX (1) < x) ~ SRV Z VA CODT ey e L0 (2.10)

[ct+1)

Proof. By condition 3 of Proposition 2.1, both e 7"V(@**D if g < 1 and e’V (%:4¥D jf g > |
converge to efclog@ a5 x | 0. It follows that K (ax; 1)/K (x;t) — 1 as x | 0, for any fixed
a > 0. Thatis, K(-; ) is slowly varying at 0. In order to conform to our setting, we now
replace x by €. Letting 4 denote the event that X has no jump larger than ¢ before time ¢,
whose probability is equal to exp[—7v((e, 00))], we obtain

P(X(1) =&) =P(X (1) <&, A)
=P(A)P(X (1) < ¢)

_p X (1) <1 ct .
= T_ exp[—tv((1, 00))]e” K (¢; t).

Since X.(t)/¢ > X<(t), it remains to show that P(X{(z) < 1) = exp[—yct]/T'(ct + 1). In
fact, P(XS(2) < y) = exp[—yct]y/T(ct + 1) forall y € [0, 1]; cf., e.g. (4.21), below.

Our presentation of Theorem 2.2 is deliberate. For if X in this theorem is moreover self-
decomposable (see Example 3.1, below) with underlying function k (k(04) = c¢), then the
definition of K (x; t) becomes

1. _
K(x;t)zeXp[t/ C—k(u)du}, x € (0,1),
X u

and v((1, 00)) is equal to floo k(x)x~!dx, and so, by setting + = 1 in (2.10), we actually
get the asymptotic formula, Equation (53.22), of [14] for the DF of such self-decomposable
distributions, whose proof essentially constitutes the bulk of the proof of Theorem 53.6 of [14],
which provides an analogous formula for the density function. It is worth mentioning that the
constant fol (e — Dx~ldx + /; 100 e *x~! dx appearing in the constants « of [14, Theorems
53.6 and 53.8] is merely the constant —y (appearing in our (2.10)). We also note that if X is a
[, process then P(X (t) < x) ~ A“x“"/T(ct + 1) as x | 0, which is readily seen from the
corresponding density function.
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3. Examples

Example 3.1. Let X be a nonzero pure-jump self-decomposable subordinator (see [14] for the
definition and properties of self-decomposable distributions and processes). It is characterized
by an absolutely continuous Lévy measure with density

px) = Q 1(0,00) (%),

where k(x) (nonnegative and satisfying fooo (x A D)(k(x)/x)dx < o0) is monotone decreasing
on (0, co) with k(0+) € (0, oo] (cf. [14, Corollary 15.11]). By Corollary 2.1, X./u(¢)
converges weakly to the unit drift process if and only if k(04+) = oo and to ¢~'X¢ if and
only if k(0+) = ¢ < oo; the latter holds if and only if X./e = X{. If k(0+) =

the normal approximation of small jumps is valid (o02(g)/e*> — oo). This is the case, for
example, if X is a (strictly) a-stable subordinator, 0 < « < 1, i.e. it has Lévy density p(x) =
bx~0+®) 1y ) (x), b > 0. The primary examples for the case k(04) = ¢ < oo are the process
aX¢ (a > 0)and the I, process. From the fact that a’ X has Lévy measure 1(g /] (x)exVdx
(a’ > 0), it follows immediately that

(@X9)e A eX$ forall0 <e <a.

Thus, in some sense, the small jump part of a X¢ is not approximated at all. The gamma case
will be worked out in detail in the next section.

Example 3.2. We have already noted that X /e = X¢ as ¢ | 0 can hold with a Lévy density
p not satisfying lim, o xp(x) =c. As a nontrivial example, let p satisfy p(x) = (1 +
sin(1/x))(c/x) near 0+, and apply condition 3 of Proposition 2.1. On the other hand, if
we take p(x) = (1 + sin(m log(x)))(c/x) near 0+, which somewhat resembles the previous
one if m is large, then X, /¢ fails to converge (to any law), and, moreover, the same holds even
for X, /u(e). This assertion follows immediately from Corollary 2.2 and Theorem 2.1, using
the fact that (&) /¢ in this case does not converge to a limit in [0, oo] (which can be verified by
explicit integration or by virtue of Remark 2.4, showing that v((ex, €]) does not have a limit
for some 0 < x < 1).

We now introduce an interesting class of subordinators for which X /i (g) converges weakly
to the zero process. Example 3.4, below, is some discrete counterpart.

Example 3.3. Suppose that X has Lévy density p satisfying p(x) = x~'L(x) on some
ﬁnlte interval (0, A), where L is slowly varying at O with limy o L(x) = 0 and, as required,
fo x'L(x)dx = oo for all § € (0, A). We will not take advantage of the slow variation
of L here. The typical examples, however, possess this property. Define log;(x) = log(x)
and, recursively, log, (x) = log(log;_;(x)). Examples of functions L that satisfy the above
conditions are L(x) = |log(x)|™”, 0 < p <1, L(x) = [log,(|log(x)D]™", k e N, r > 0,
and L(x) = |log(x)| P[log;(|log(x)N]™", 0 < p <1,k e N,0 <r <1orr > 0according
as p = 1or p < 1, respectively. Since limy o xp(x) =0, X./u(e) converges weakly to the
Zero process.

Example 3.4. Suppose that X has Lévy measure concentrated on the set {e™": m € N} such
that v({e™™}) = 1/h(m) for all sufficiently large m, where h(u) = 1/L(e™™) with L as in
Example 3.3. Furthermore, assume that 4 is increasing. (Note that f “(1/hw))du = oo
and, hence, v is infinite.) Examples of such functions & are h(u) = u?,0 < p < 1,
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h(u) = [log,m)]", k € N, r > 0, and h(u) = u’[logzw)]",0 < p < 1,k € N,
0O <r <lorr > 0accordingas p = 1 or p < 1, respectively. It can be shown that
f(f/e L(x)dx < u(e) < Oee L(x)dx. In particular, u(e)/e — 0.

We now give a discrete counterpart of the w-stable case mentioned in Example 3.1.

Example 3.5. Fix 0 < o < 1 and b > 0, and let the Lévy measure of X be given by
v({x}) = b/a) l{m—l/a: meN}(x). It can be shown that p(e) ~ (b/(1 — a)el ®ase 1 0. The
right-hand side is exactly p(¢) of the a-stable subordinator from Example 3.1, and the normal
approximation of small jumps is valid (indeed, o2 (¢) /g% — 00).

Examples 3.6-3.9, below, refer to the end of the proof of Theorem 2.1. Example 3.7 also
refers to Remark 1.3.

Example 3.6. Let the Lévy measure of X be given by v({x}) = 1jy-m. pez,(x), @ > 1. For
any a~"*tD < ¢ <a™" neZ,,wefind that a= "™ /pu(e) = (@ — Da™, m € N, so that
(o)1 is givenby I ({x}) = Lya—1)a—m: meny (x). Nowlete | 0. While u(e)/e fluctuates
in the interval (1/(a — 1), a/(a — 1)], X/ u(¢) trivially converges weakly since the underlying
Lévy measure is constant across €. With regard to Remark 1.1 and Corollary 2.2, we note that
here X, /e, = x , where &, = a™" (n € N), and so, in particular, X, /¢, converges weakly
to a nonzero process other than X¢.

Example 3.7. We now show the convergence of X,/u(¢) in the case when p(g)/e does not
converge to a limit in [0, oo] and lim sup, | (i (¢)/¢) = oo. From Theorem 2.1(d) we a priori
know that the limit will be the unit drift process. Let the Lévy measure of X be concentrated
on the set 27" : m e N} with v({27""°}) = m, and write 2="+D* < ¢ < 27"* 5 € N. Set
&n = 2—(+1)? and obtain u(e,)/e, — 00 as n — 00; hence, as we have already seen in the
proof of Theorem 2.1, X, /u(e,) converges weakly to the unit drift process. The same holds
for X, /u(e)ase | Osince X./u(e) = X¢, /1u(e,). Nevertheless, p(e)/e fluctuates in (0, 00).
As for Remark 1.3, we need to show that (1.8) holds. Fix k > 0 and consider the (nontrivial)
case ko (g) < €. Then (1.8) follows by checking that ¢, < ko (¢)(< ¢) for sufficiently large
n, where ¢ and ¢,, are as above.

We now give the nonconvergent counterparts of Examples 3.6 and 3.7.

Example 3.8. Let the Lévy measure of X be given by
v({x}) = 1o-m: m=024,.3(X) +2-Lg-m: y=135,.3(x).

Sete, = 27", n € Z,. If n is even, we find that 2=+ /i (e,) = %2_’”, m € Z; hence,
e,y 18 given by e, ({x}) = L3/8)2-m: m=0,2,4,..) (%) +2 - L3/8)2-m: m=13,5,..)(x). If
n is odd, we find that 2= ®+™ /1 (g,) = %2””, m € Z,, and, hence,

e dx) =2 Lign02-m: m=0,2,4,..1 ) + L{3/1002-m: m=1,3,5,...} (X)-

Thus, the sequences X, /u(e,), n even, and X, /u(e,), n odd, trivially converge weakly to

different limits. In this example, w(g)/¢ fluctuates in the interval ( %, 13—0].

Example 3.9. Let the Lévy measure of X be concentrated on the set {27 : m € N}, with
v({27™™}) = m if /m € N and 1 otherwise. Set g, = 27". If \/n € N then u(e,)/en >
n(— 00), and so X, /u(e,) converges weakly to the unit drift process. If v/n —1 € N,
X,/ (e,) converges weakly to a pure-jump subordinator, say Y, with Lévy measure Q given
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by Q({x}) = 1j2-m. peny(x). This is shown as follows. First observe that &, /u(e,) < % (for
all n € N). Hence, f(o’h]xl'l[u(gn)](dx) =E[X,,(1)/u(e,)] =1forall b > % Since also
f 0.1] xQ(dx) = 1, condition (i) from Section 1 is satisfied. Now assume that v/n — 1 € N and
fix M € N. Let x;,, = 2’("“”)/“(8,,), m=20,1,..., M, bethe M + 1 largest mass points of
T[(e,)1- Then M) ({xm}) = 1if n is sufficiently large and x,,, = 2=y, where r, can
be made arbitrarily close to 1 by increasing n. We conclude that condition (ii) from Section 1
holds as well, that is, IT[, )] — Q. Thus, Xe,/1(en) = Y (v/n — 1 € N). In this example,
w(e)/e fluctuates in (1, 0o).

The following example further illustrates the point made in Remark 1.1 about the significance
of ¢ being a continuous parameter.

Example 3.10. Define B = Ume{l’lsw}(amﬂ, oyl o = 1/2’"2, and let X have Lévy mea-
sure v(dx) = 1p(x)(c/x)dx. Lete, = oy/n, n odd. Forany 0 < a < b < oo,
v((eqa, ,b]) = clog(b/a) for all sufficiently large n; moreover, e, ¥ f(O,a,,] xPv(dx) = ¢/p
(as n — o0, odd) for every p > 0. It follows, in particular, that X, /¢, = X¢. However, for
any even n, we have v((o,+1, o, ]) = 0, and, hence, obviously, X, /¢ % X¢. With g, as above,
we also have X, /u(e,) = c_le, but X./u(e) A& C_IXf.

Assume that v is continuous near the origin. The following example serves as a counter
example showing that p(e) /e — oo—and, hence, also the convergence of X /u(¢) to the unit
drift process—is not a sufficient condition for (1.7) to hold, though necessary.

Example 3.11. Define o, = 1 /2’"2, m € N, and let the Lévy measure of X be concentrated
o Upe1.3.5...) @nt1, @] with v(dx) = 27" P dx on (em+1, @], B € (2. 4) fixed. (Here
v is indeed an infinite Lévy measure of a subordinator.) We claim that u(e)/e — oo as
e | 0. A sketch of the proof is as follows. Let o471 < ¢ < . If n is even, show that
ffn"f; xv(dx)/e — 00 as n — o0. If n is odd, write & as & = 1/20+9 with 6 € (0, 1]. Then
consider the expressions fo‘an xv(dx)/eif6 < (6—pB)/4and f;::;z xv(dx)/eifd > (6—)/4
to conclude that u(g) /e — 00. To show that (1.7) fails, it suffices to show that o2(g) /&2 /> oo.
Indeed, if &, = &, with 1 even, then o2(g,) /s> — 0.

Example 3.12. A variance gamma process Z can be represented as Z = X| — X5, where X
and X» are independent I'. ;, and I'c 5, processes, respectively (cf. [12, Equation (14)]). We
conclude that Z admits the following approximation:

Z(t) Ze[X (1) — X, ()] + X[ (1) — X5(t)  for & small,

where the X{, , have the same law as X§, the X, are compound Poisson processes with
respective Lévy densities 1(¢ o) (x)ce 12Xy and the four processes are independent.

Recall the convergence result (1.11). Its analogue for the variance gamma process is given
by [5, Example 5.2(b)], adapted to our setting, as follows:

ZEN;A‘? = Y¢ ase |0,

a(e)
where Z, consists of those jumps of Z not exceeding ¢ in absolute value, A, is the drift
process defined by As(1) = e[Z:(1)], 6%(e) = var[Z.(1)], and Y€ is a pure-jump symmetric
Lévy process with lévy measure 77 (dx) = 1y, . O<X2§C71}()c)c|x|’1 dx. the connection with our
result, Z. /e — X|; — X{,, is made similarly as in the gamma case.
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4. Analysis of approximations for a special subclass of X

We have already described briefly in Section 1 the main content of the present section. We
begin with some preliminaries.

We denote by 9%, ¢, @ > 0, the class of pure-jump subordinators with Lévy density p
such that § (x) := ¢ — xp(x) equals x¥ L(x) for some function L that is slowly varying at 0 (to
put it otherwise, 8(x) is regularly varying at 0 with index «). We recall that L is said to be
slowly varying at 0 if it is a positive measurable function, defined on some finite interval (0, A),
such that L(bx)/L(x) — lasx | Oforall b > 0. Accordingly, §(x) is defined for x € (0, A).
An elementary property of such functions L is that xX*L(x) — Oand x~*L(x) — oo (x | 0).
Thus, in particular, 9<¢ C X¢ (by Corollary 2.3). The class ¢ is significant primarily
since it contains any pure-jump self-decomposable subordinator whose underlying function k
satisfies k(x) = ¢ — x*L(x) (x € (0, A)) with L slowly varying at 0, in particular the I »
process where k(x) = ce ™ (and, hence, §(x) = x'L(x), with L(x) = cA + O(x) as x | 0).

Given X € 9% with Lévy density p, we let X(-; ) be its approximation defined by

X(1;8) = eXS(r) + XE(1), t>0, 4.1)

where X° := X — X, (compound Poisson with Lévy density p 1(; ) is independent of X¢.
We always assume that ¢ < A. The DFs of X(¢) and f((t; ¢) are denoted by F(-;¢) and
F (; t; &), respectively. Since X has an infinite absolutely continuous Lévy measure, X (¢) is
absolutely continuous [14, Theorem 27.7]; so we let f(-; ¢) denote its density. A central role
in our analysis is played by a compound Poisson process, which we denote by Y,, such that Y,
X, and X¢ are mutually independent, and

Xe(7)
&

X¢(t) = + Y (1). 4.2)

Since X /¢ has Lévy density ep(ex) on (0, 1] (e.g. by (1.3)), it follows that Y, has Lévy density
qs(x) =101 (x)é(ex)x’l. Put another way, Y, is compound Poisson with rate

1 & &
A(s):/o 3(es) s=/0 @ds=/o s 1L(s)ds € (0, 00) 423)

N N

and jump distribution Jy(dx) = ¢. ()A(e) 'dx converging to beta(a, 1) as ¢ | 0; indeed,
using (4.4), below, we show that J.((0, x]) — x® for all 0 < x < 1 fixed. By a suitable
adaptation of [3, Proposition 1.5.10] (a part of Karamata’s theorem), we have

p+l
+1

&
/ sPL(s)ds ~ ———L(g) ase |0 forallp>—1. (4.4)
0 p
Letting A(x; ¢; &) denote the difference F'(x; 1) — F (x; t; €), we can now prove the following
result.

Theorem 4.1. Suppose that X € %, with §(x) = x*L(x) on (0, A). Fixany x >0, t > 0,
andn € N, and let 0 < ¢ < A. If the density f(-;t) of X(t) is bounded on [x — ne, x], then
A(x; t; €) (strictly positive) is bounded from above and below, respectively, by

5 n k—1
2
sup  f(u; t)t/ s“L(s)ds + E sup  f(u; )tk Ae)ke
uelx—e,x] 0 k=2 uelx—ke,x] (k - l)'
2}’1
+ Fx; et ———— A(e)"T! 4.5)

(n+ 1!
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and
e n ' k—1 '
inf  f(u; t)t/ sYL(s)ds — su fu; e A(e)'e
el .1 0 ,; welrohe.n] k— D)
2" > [A(e)t]F
— FO "' ———— A(e)"t = Y e MO (4.6)
(n+ 1! W k!
If f(-;t) is left continuous at x then, in particular,
CH—IL
A(x;t;e) = f(x; t)tg—_i_ig) + 0(8“+1L(8)) ase | 0. 4.7
o

Proof. Let x, t, n, and ¢ be as in the theorem. By e X{(¢) 2 X (t) + €Y (), we obtain
F(x;t;8) = P(Xe (1) + Yo (1) + X5(1) < x)
=P(X @)+ eYe(t) < x)

oo
=D P(X(0) +elér+--- +&] <) P(AED),

k=0
where the &; are i.i.d. with distribution J; (independent also of X (¢)) and the Py (A (g)t) are the
Poisson probabilities with mean A (¢)t. We prove only the upper bound, (4.5). The proof of
the lower bound, (4.6), is almost analogous. We omit some details that can be easily worked
out by the reader. Expanding the probabilities Py (A(e)t) in powers of A(e)t and using the
inequality e™ > ZZ’ZO (—l)kuk/k!, m odd, u > 0, we find that

Alx;re) < AE)[P(X(1) < x) —P(X(1) + &5 < x)]

n k
+ Y AT (=D e  PX@) +els1 + -+ E1<x) (48)

k=2 j=0
[n/2]
HIAET D cug12j4mmod ) Puj(xi s 8),
Jj=0

wherecy j = 1/(j! (k—j))), k =2, j =0,...,k,andtheP, ;(x;t; &) are certain probabilities
bounded from above bP, F(x; t). By conditioning on &1, the first expression on the right-hand
side of (4.8) equals ¢ fo [F(x;t) — F(x —es; 1)](8(es)/s) ds, implying that it is bounded from
above by sup,ciy—g.1 f W; D1 f(f s*L(s)ds. To bound the second expression, we replace
P(X(@#)+el1+---+&]1 <x)byP(X(t) <x)ifk — 1+ jisevenand by P(X(¢) 4 ¢k <
x) if k — 1+ j is odd; the fact that 3" ;01 tyeven Chj = Do jeqo.1.... kjodd Ckj = 2571/ k!
then straightforwardly leads to the middle expression in (4.5) as an upper bound. Writing
Y st 274 mod 2 88 X ot mi1).mt g even Cnt 1.7 (= 2/ (1 + 1) now leads to (4.5)
as an upper bound for A(x; ¢; ¢). Together with the lower bound, (4.6), and by virtue of (4.3)
and (4.4) (note that n is arbitrary), (4.7) follows immediately.

Remark 4.1. The bounds in (4.5) and (4.6) (and, hence, also (4.7)) may be subject to further
refinement. In particular, if f'(-; ¢) exists and is bounded on [x — 2¢, x], then we can show,
with a little more work, that the expression

2
[AE Y (=D ey j POX@) +elég + - + &1 < x)
Jj=0
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(cf. (4.8)) is bounded in absolute value by SUP, e[x—2¢.x] | f/(u; 1) |t25A(8) f(f s*L(s) ds, which
in turn is asymptotically equal to | f/(x; £)|t2[e* T L(€)1?/(a( + 1)) as & |, 0 if f/(-; ¢) is left
continuous at x. The smoothness of f(-; t) will be discussed shortly.

Before we give a corollary of the above theorem concerning the special gamma case, we
note a couple of general inequalities, starting with the following simple one:

Alx:t;6) < (1 —e MY F(x: 1), e € (0, A), (4.9)

which holds for any X € 9% and x, ¢ > 0 (this follows from F(x;1;:8) > P(X(1)+eYe(t) <
x, Ye(t) = 0)). Note that the coefficient of F (x; f) is asymptotically fa~'e*L(g) as ¢ | 0 and
that uniformity in x is established by dropping F(x; #). From (4.9), it follows that

A(x;t;¢) <min{tA(e), F(x; 1)} <t*A(e), (4.10)

where t* = t*(x; ¢) is the (unique) solution ¢ of tA(¢) = F(x;t). By comparing X (z) with
the sum of [¢] independent copies of X (1) and considering the central limit theorem, we would
expect, in general and roughly speaking, appropriate values of t* as long as x is not too large.
Thus, uniformity in # (for x fixed) is established.

Corollary 4.1. Let X be aI'.  process. Fix any x > 0 andt > 0. Then,

)L”'Hx“_le_)‘x t
Alx;t;8) = Wflz + 0(83) ase | 0.
Proof. Herea = 1, L(s) = cA+O(s)ass | 0,and f(y; 1) = Ay~ le ™™ /T'(ct), y > 0.
In particular, f; s*L(s)ds = cAe?/2+ O(e’) and A(e) ~ che. Now, by (4.5) and (4.6), it
suffices to note that sup, ¢, vy [ £ (X3 1) — f(u; )] <SP, e o |/ (s 1)]e.

It is worth noting that in the gamma case above, A(x; t; ¢) < F(x; t)Acte forallx, t, e > 0.
This follows straightforwardly from (4.9) using the fact that L(s) = c(1 — e )5l s> 0.

The regularity assumptions on the density f(-;¢) of X(¢) in Theorem 4.1 are mild and
reasonable. Let GD° denote the class of pure-jump self-decomposable subordinators with
k(0+) = ¢ € (0, o0) (k(x) as in Example 3.1). Having in mind that the class ) is interesting
primarily since it contains an important subclass of SD¢ (as already noted), the following result
from [14] shows that much stronger regularity conditions on f(-; ¢) are not too restrictive. Let
X € 69°. From [14, Remark 28.7] we infer the following statement. If 0 < ¢t < 1 then
f(; t) is continuous on (0, co) but discontinuous at 0. If ¢t > 1 then, letting n = [ct] — 1,
f(:1) is of class C"~! on R and of class C” on (0, o), but not of class C” on R. Here,
C" stands for the class of n times continuously differentiable functions (C° being the class of
continuous functions).

For processes in GD° N YP“* we have the following uniform result.

Corollary 4.2. Suppose that X € G NY“*. Ift = 1/c then 0 < f(0+;1) < oo and

8a+1L(8)
sup A(x; t; ) ~ f(O+; )t ———— ase | 0. 4.11)
x o+ 1

Ift > 1/c is fixed then f(-;t) has a global maximum at some point a > 0 and

80!+]L(8)
sup A(x; t; ) ~ f(a; t)t————— ase | 0. 4.12)
X o+ 1
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Proof. Weknow that f(-; t) is continuous on (0, co) and, moreover, on Rif 7 > 1/c. By [14,
Theorem 53.1], the distribution of X (¢) is unimodal, X being in particular a self-decomposable
process. The unimodality of X (¢) implies that f(-;¢) is monotone increasing on (—oo, a)
and monotone decreasing on (a, 00), for some a > 0 (cf. [14, Definition 23.2]). Assume
first that cr = 1. Then the above holds with mode a = 0 (cf. [14, (53.16)]). Moreover, it
follows from Remark 53.10(ii) of [14] that f(0+; ¢) in this case is finite or infinite according
to whether fol (1 — th(x))x~1 dx is finite or infinite, respectively. (We note that, by Remark
53.10(i) of [14], f(0+; 1) = oo if ¢t < 1.) Since in our case 1 — tk(x) = tx“L(x), say on
(0, 1), f(0+; 1) is finite. Equation (4.11) then follows from (4.5) and (4.6). Assume now that
ct > 1. Then, by unimodality, f (-; ) has a global maximum at some pointa > 0, and so (4.12)
follows from (4.5) and (4.6).

Corollary 4.3. Suppose that X is a U process. Ift > 1/c is fixed then

)»2 t—1 ct—1,—(ct—1) t
Sl;p Ax;t;e) ~ (e 2)F(ct§ ¢ &2 ase 0, 4.13)

where 0° is understood as 1 when ct = 1. Moreover; the coefficient of €* on the right-hand
side of (4.13) is asymptotically equal to X*>\/ct](8x) as t — oo.

Proof. The case in which t = 1/c follows immediately from (4.11). If ¢t > 1, the density
of X (¢) has a maximum at (the mode) a = (ct — 1)/A, and so (4.13) follows from (4.12). The
rest of the assertion follows from I'(z) ~ +/ 2r7¢ 1272 7 > 0.

Some discussion of simulation aspects is in order. The process X (-; €), which is basically
easy to simulate, is an excellent choice for an approximating process to X, actually, regarding
processes X € X in general. The above results already indicate this with respect to the
class P and, particularly, its subclass GD¢ N YP*¥. For a general X € X, the associated
compound Poisson process, X ¢, has rate v((g, 00)), which is asymptotically c log(1/¢)ase | O
(Proposition 2.4), and, hence, relatively small in general. This is very advantageous from a
computational point of view. (For comparison, for the «-stable subordinator in Example 3.1, it
holds that v((g, 00)) = ba~'e~®.) The small jump part, X, is quite negligible by definition,
as X, = eX¢. Yet, incorporating its approximation—which becomes significant as ¢ gets large
enough—allows the choice of a relatively large €. The approximation X, = eX¢ will be
analyzed shortly.

At this point, it should be mentioned that there are a number of other methods by which a
gamma process can be easily/efficiently simulated; see [4, Section 4.1] for some details. Yet,
in light of our results, simulation of a I , process according to (4.1) is advisable (note that X®
in this case has rate v((e, 00)) given by (2.9)).

The high quality of our results, throughout this section, owes heavily to their limited scope
of application. At this point it is of interest to make a comparison with Theorem 3.1 of [2].
Let X be a pure-jump subordinator with infinite Lévy measure v, and define its approximation
)A((~; &) by the right-hand side of (1.10). Furthermore, set ¢(¢) = o 3(e) f(o)s] x3v(dx). Then,
by [2, Theorem 3.1],

sup IP(X(1;¢) < x) —P(X(1) <x)| < 0.7975¢(¢). (4.14)
xeR

(The result, with appropriate modifications, is given there for any Lévy process.) Of course,
(4.14) is designated for processes for which (1.7) is satisfied. If X € X¢, we obtain, from
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condition 1 of our Proposition 2.1, ¢(¢) — +/8/(9¢) as ¢ | 0, so (4.14) is useless in this case.
By implicitly considering a process with Lévy measure tv, (4.14) leads us to

sup | P(X(t; &) < x) — P(X (1) < x)| <0.7975:"2¢(e).
xeR

This inequality has three useful properties. First, its scope of usefulness is very wide. In
particular, it is appropriate when condition (1.9) is satisfied, since then ¢(¢) — 0 as ¢ | 0.
Second, the result is uniform in x. Finally, note the decrease of the bound to 0 as t — oo.
On the other hand, generally speaking, for ¢ fixed, the bound is asymptotically not as good
as one would intuitively expect. Indeed, consider the typical case where X has Lévy density
p(x) = x" 1+ (x), x € (0, A), where L(x) is slowly varying at 0 and @ € (0,1). By
Karamata’s theorem, ¢(g) ~ (2 — «)32(3 —a)~'e*/2//L(€) as ¢ | 0. Setting L(x) = b,
the result corresponds to the a-stable subordinator in Example 3.1. Generalizing (4.14) to
include Lévy processes on R (as given originally in [2]), better bounds are possible [2, p. 489].
For example, for stable processes with index o € (0, 2) (the Lévy measure is of the form
0(dx) = (@ 1(—00,0)(x) + b 1(0,00) (X)) x| " 1Y dx, a,b > 0, a + b > 0), the bound is
asymptotically a constant times £*/2 (note the improvement compared to the subordinator
case when « € [1, 2)).

We are now going to consider the difference between the DFs of X, (¢)/¢ and X¢(z). These
are denoted by G (-; ¢) and F{(-; t), respectively, and their difference at x by A, (x; ¢; €). Note
that A, (x; ¢;¢) > 0 for x > 0, by (4.2).

We begin by deriving simple bounds for A, (x; #; €), analogous to those in (4.9) and (4.10)
for A(x; t; ¢). From (4.2), considering the probability that Y, (¢) is 0, we obtain

Axitie) < (1 —e ™G (x: 1), e € (0, A), (4.15)

for any X € P* and x, ¢t > 0. Uniformity in x is established by dropping G, (x; t). Letting
z=1—e712® (4.15) gives G, (x; 1) < F{(x;1t)4+2G¢(x; t). Continuing iteratively, we find
that Ge(x; 1) < FE(x; 1) Y 5o 25 + 2" Ge(x; 1) for all n € N, leading to

FE(x;1) < Ge(x; 1) < @ FC(x;1r) forallx,t > 0.
As before, from (4.15), it follows that
Au(x;t;8) < minftA(e), Ge(x: 1)} < t*A(e),

where t* = t*(x; ¢) is the unique solution 7 of t A(¢) = G.(x; t). It is important to note that if
x is not too large then F¢ (x; t) and, hence, G, (x; t) decreases to O very rapidly as a function of
ct starting from, say, ct = x. (Note that F{(x;t) = F, *1 (x; ct).) This fact is easily confirmed
numerically by evaluating P(X¢(#) < x) using Monte Carlo simulations according to (1.6) with
6 = ct. The intuition is provided by the central limit theorem, taking into account the fact that
E[X{(¢)] = ct and var[X{(¢)] = ct/2.

We now prove a more sophisticated estimate for G (x; t).

Theorem 4.2. Suppose that X € D°*. Define b y(x,t) = tP(x — UY* < XS(1) <
x), x, t > 0, where U is uniform(0, 1) independent of X{(t). Then, for any fixed x, t > 0,

e*L(g)

A(x;t;8) ~beolx,t) ase | 0. (4.16)
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Moreover,

t
Supbea(x, 1) ~ —— [ ast — oo. (4.17)
X a+1V e

Proof. Fix x, t > 0. By (4.2),
X (2 X (2
A*(x;t;e)=P< a0 §x> —P( £ )+Ys(t)§x>
& e

Xe = Xe
:P< o _ ) Z( ()+(sl+.~+sk)sx)Pk(A(es)t),

where, as before, the &; are i.i.d. with distribution J; (independent also of X.(¢)) and the
Py (A(e)t) are the Poisson probabilities with mean A (¢)¢. Hence,

A(x;t;8) = A(e)t[P(@ < x) —P(Xg(t) +& < x>:|+O(A(8)2) ase | 0. (4.18)

Recall that J, converges to the beta(c, 1) distribution as ¢ |, 0. Thus, in particular, X, (¢)/e +
gli XS + U'* with U ~ uniform(0, 1) independent of X¢(¢). Hence,

Ay(xst58) = A)t[P(XS() <x) —P(XS@) + UY* <x)]14+o(A(e)) ase |0,

and (4.16) follows. As for (4.17), let £ (-; t) denote the density of XS(¢). If 1 (— o0) > 1/c,
fE(; 1) is continuous on R and continuously differentiable on (0, co) (since X € GD¢), and we
know [18, pp. 500-501] that it attains its maximum at a (unique) pointa = a(ct) € (ct— iy ct)—
the mode. By [7, Theorem 2, Equation (4.2)],

—-1/3
o) = 1+ O0(u+ct) 173 xp[_us +ct Z k'k]

2mctp

uniformly in u > 1, ¢t > 1, where § is the unique nonzero solution of e —1=(u /ct)é
(assuming that u # cr)and g = e (6~ —&~2) +£~2. It follows that fC(a; t) and f<(a—1;1)
are asymptotically 1/4/mct as t — oo. Finally, condltlomng on U'® ~ beta(a, 1) and
then applying the mean value theorem, we obtain b, o (x, t) =t fo S Has® ds, where v =
v(x,t,s) € (x — s, x), from which (4.17) now straightforwardly follows.

The following result is a slight refinement of (4.16) in the case where X is a gamma process.

Proposition 4.1. Suppose that X is a I process. Then, for any fixed t > 0,
Ay(xit;8) = by (x,ct)re + O(e?) ase ] 0, (4.19)

uniformly in x > 0.

Proof. Here A(e) = cie + 0(?) and 8(s) = c(1 — e™™). By (4.15), P(X.(¢t)/e <
x) — P(XS(¢) < x) is bounded from above by t A (¢) (for all ¢ > 0). Hence, by (4.18),

X (1)
Ay(x;t58) = chet P(XS(1) < x) — A(s)tP( -

§x> +0(82) ase | 0,
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TABLE 1: Approximation of sup, b1,1(x, t) (A) versus the (rounded) asymptotic counterpart /¢ /(4m) (B),
for various values of ¢.

t
0.25 0.30 0.40 0.50 0.75 1.00 1.75 2.50 5.00

A 0.1351 0.1507 0.1772  0.1993 0.2438 0.2807 0.3722 0.4453 0.6302
B 0.1410 0.1545 0.1784 0.1995 0.2443 0.2821 0.3732 0.4460 0.6308

where & (independent of X (¢)) has distribution J, (ds) = 1(0,1)(s)8(es)s "' A(e)~! ds. More-
over, here and in the sequel, the O (¢2) term is bounded in absolute value by Me? for sufficiently
small e, where M depends on ¢ (fixed) but not on x. By conditioning on £ and then using the
bound 7 A (¢) as above, we find that

X (1)
&

1
A(s)tP( +& < x> = ckst/ P(X{(t) <x —s)ds + 0(82) ase | 0,
0

from which (4.19) straightforwardly follows, noting that by 1 (x, ct) = cb¢ 1(x, t).

Remark 4.2. We can show that the O (£2) term in (4.19) is asymptotically equal to

3(ctae)’ [P(XS(1) < x) = 2P(XS(1) + U < x) +P(XS(1) + U +V < x)]
— 3ct(Re)*[P(XE(r) < x) — P(XE(1) + U2 < )], (4.20)

where U and V are i.i.d. uniform(0, 1), independent also of X¢(¢). (The proof takes advantage
of (4.19) itself.) The analysis of (4.20) is beyond the scope of our study.

In light of Proposition 4.1, it is worth examining the function ¥ (¢) := sup, b1 1(x, 1),
beyond what formula (4.17) gives. Using Monte Carlo simulations, we have concluded that this
function can be approximated rather well by its asymptotic counterpart /7 /(4m) (t — 00), quite
surprisingly, starting from a relatively very small value of # (with the maximum attained near
x = t). We have chosen certain values of ¢ in the range [0.25, 5], and the results are presented
in Table 1. If ¢ is small, so is ¥ (¢) (< t). Otherwise, the approximation v/ (t) = /t/(4m) keeps
Y relatively small, as long as ¢ is not too large. For example, ¥ (10) = 0.89, ¥/ (50) = 1.99,
and ¢ (100) = 2.82.

An explicit (but complicated) formula for the DF of X (¢)/e in the case where X is a I'y
process, practical for values of x not far from the origin, was obtained in [4, Section 4.2]. (The
adaptation to general ¢ > 0 is straightforward.)

To conclude this paper, we shall give a brief account of the calculation of the GD(0)
distribution and density functions. Further details can be found in [4].

Let Hp(-) denote the GD(0) DF. Approximation of Hp(x) by Monte Carlo simulations
according to (1.6) may be a good idea in general. The series for Z in (1.6) should be truncated
at some order M = M (), which is increasing in 6 and must be chosen appropriately with
respect to the desired accuracy and computational time.

The function Hp(x) can also be evaluated as a finite sum of multiple integrals. We know
from the discussion of smoothness with respect to the class GD€ that Hy(-) € C [1-1 (R) and
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H{V () € €°((0, 00)). By [4, Proposition 4.2], forall j =0, 1,..., [6],

—y0
HO =
o re+1-)
6—] k ul... uk
X X + (—9)/ ( u) }, x>0,

4.21)

where By (x) = {u € Rl <uy < <uwup, up+-+4up < x}. A convolution form of this
equation is given in [4, Equation (4.10)].

The drawback of (4.21) is obvious from a computational point of view. However, it may
be quite useful if 6 is relatively not large. Numerical calculatlons for0 =k/2, k=1,...,8,
indicated that both the tail 1 — Hp(x) and the derivatives H (x) decay to 0 very rapldly for
x greater than some ‘reasonable’ value. (Asymptotic results as x — oo can be found in [18,
p- 500; Theorem 3(ii); p. 508], where Hp is denoted j.)

Theorem 1 of [6] provides a recursive algorithm useful for numerical computation of the
GD(#) density function. By comparison with (4.21) (or its convolution form indicated above),
it can be generalized to arbitrary j =0, 1, ..., [0] as follows:

, —y0.,.60—j 11
) e)/x k k .
HY =% " L4 Ok o)1, 0,
o ) r(9+1—j>{ I "< T ’>} *

where Ky (v; 0 — 1) = vf+k-1 Zj:O akjvf, 0 < v < 1; the coefficients {ax;} (which depend
on 0) are defined recursively in that theorem.
We further note from [4] that a result in [18, p. 497] gives, for j =0, 1, ..., [6],

. . . . X . .
HY (x) = xe—f{kf—eﬂgf’(k) - O/k JO0THD (7 - 1)dz}, k<x<k+1(keN),

thus generalizing the familiar (numerically useful) representation of the GD(6) density function,
given e.g. in [1, Equatiop (4.26)] or [13, Equation (16)].
The formulae for Hg’ )(x) suggest a Taylor expansion of order [8] — 1 around a > 0:
011 j

Hp(x) = Z gj! (x—a)]+0|_97(x—a)m, x >0,
j=0

where £ is some point between x and a. A natural choice would be a = 6 (the mean). Figure 1
of [4] illustrates the practical potential of such an expansion.
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