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Abstract

A classical result of |Slepian| (1962)) for the normal distribution and
extended by |Das Gupta et al.|(1972) for elliptical distributions character-
izes one-sided (lower orthant) comparisons of the distributions. |Miiller and
Scarsini| (2000) established that these conditions even imply the stronger
supermodular comparison in the normal case. In the present paper, we
extend this result to elliptical distributions. We also derive a similar com-
parison result for the directionally convex ordering of elliptical distribu-
tions. As application, we obtain extensions and strengthenings of several
recent results on risk bounds in partially specified risk factor models with
elliptical specifications as well as in elliptical classes under restrictions on
the partial correlations.

Keywords supermodular ordering, directionally convex ordering,
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1 Introduction

In the first part of this paper, we extend and strengthen some basic stochastic
ordering results for multivariate normal distributions to the frame of elliptical
distributions. As consequence, we obtain in the second part of this paper ex-
tensions and strengthenings of several recent results on risk bounds in partially
specified risk factor models with elliptical specifications as well as in classes of
elliptical distributions under restrictions on (partial) correlations.

A classical result of|Slepian| (1962, Lemma 1.1) characterizes one-sided (lower
orthant) comparisons of normal distributions by the increase of the off-diagonal
correlations. In the paper of |Block and Sampson| (1988, Theorem 2.1 and Corol-
lary 2.3) it is stated that an increase of the off-diagonal correlations even implies
the supermodular comparison of this distributions. The argument in [Block and
Sampson| (1988) was shown inMiiller and Scarsini| (2000}, Section 4) to be incom-
plete. In their paper these authors gave a complete proof of the strengthened
comparison result for the normal case. In the present paper, we use the ideas in



these two papers to establish the supermodular comparison result for the gen-
eral elliptical case. We also derive a similar characterization for the comparison
w.r.t. the directionally convex order.

As application, we study in Section[3]two supermodular and two directionally
convex maximization problems. In Section [3.1.1] we obtain a strengthening of
the characterization of the lower orthant ordering of the conditionally comono-
tonic risk vectors, describing risk bounds in partially specified risk factor models,
to the stronger supermodular ordering. In Section we obtain optimal risk
bounds for the joint portfolio in elliptical models under the restrictions on the
(generalized) partial correlation coefficients that correspond to canonical vine
structures. Based on a criterion for the conditional increasingness (CI) of el-
liptical distributions, we obtain in Section [3.2.1] a solution to the directionally
convex maximization problem in partially specified factor models where we also
allow the marginal distributions to come from some specifications sets. In el-
liptical models, we give in Section [3.2.2] a solution to the directionally convex
maximization problem with upper bounded (generalized) covariance matrix.

2 Characterization of the supermodular order in
classes of elliptical distributions

In this section, we characterize the supermodular ordering and the directionally
convex ordering in classes of elliptical distributions.

For a function f: RY — R, let A f(z) := f(x +ee;) — g(z) be the difference
operator where € > 0 and e; denotes the unit vector w.r.t. the canonical base in
R?. Then, f is said to be supermodular resp. directionally convex if Af’Af’f >0
foralll <i<j<dresp.1<i<j<d.For d-dimensional random vectors
£, &, the supermodular ordering £ <, £ resp. the directionally convex ordering
& <deo & is defined via Ef (&) < Ef(¢') for all supermodular resp. directionally
convex functions f for which the expectations exist. The lower orthant ordering
£ <y & is defined by the pointwise comparison of the corresponding distribution
functions, i.e. F¢(z) < Fg/(z) for all z € R?. Remember that the convex ordering
¢ <ex ¢’ for real valued random variables ¢, ¢’ is defined via Ep(¢) < Egp(¢’) for
all convex functions ¢ for which the expectation exists.

For an overview of stochastic orderings, see Miiller and Stoyan|(2002), Shaked
and Shanthikumar| (2007) and |[Ruschendorf| (2013)).

A d-dimensional random vector X has an elliptically contoured (or, shortly,
elliptical) distribution with parameters p, 3 and generator ¢, written

X ~ gcd(:u7 Za (b) 3

if 4 € R, ¥ is a d x d positive semi-definite matrix, and if the characteristic

function ¢ x_,, of X —p is a function of the quadratic form t$t7 | ie. o x_,(t) =
d(txtT).



Elliptical random vectors have a characterization by a stochastic represen-
tation of the form

X< u+RUVA, (1)

where U | [ > 1, is a random vector of (appropriate) dimension [ which is uni-
formly distributed on the unit sphere in R!, where R is a non-negative random
variable independent of U®) | and where A is a deterministic | x d matrix such
that ¥ = AT A, see |(Cambanis et al.| (1981).

Necessary and sufficient conditions for such a representation are that [ >
rank(X) and ¢ € ®;, where ®; denotes the class of functions ¢: [0,00) — R
with ¥(u) = f[O,oo) Q(r?u) dF(r) for Q; being the characteristic function of /()
and F' the distribution function of R, see |Cambanis et al.| (1981, Corollary 2).

Exactly in the case that ER? < oo, or equivalently that ¢’(0) is finite, the
covariance matrix exists and is proportional to X (see [Fang and Zhang| (1990,
p.67)). It is easy to see that the univariate marginal distribution functions of X
are continuous if rank(¥) > 2 and R has no point mass in 0, i.e. Fg(0) =0.

A well-known property of elliptical distributions is that they are closed under
marginalization and the margins inherit the elliptical generator (see e.g. [Fang
and Zhang] (1990, Corollary 1 of Theorem 2.6.3)).

Further, elliptical distributions are closed under conditioning, see |Camba-
nis et al| (1981, Corollary 5). In contrast to the marginalization property, the
generator is not necessarily inherited.

2.1 The supermodular ordering of elliptical distributions

The characterization of the lower orthant ordering of multivariate normal distri-
butions with fixed univariate marginal distributions goes back to |Slepian| (1962}
Lemma 1.1) (see also [Tong| (1980)). An extension to elliptical distributions is
established by [Das Gupta et al.| (1972, Theorem 5.1). In the bivariate case, this
is equivalent to the supermodular ordering.

The following special comparison result is given by |Block and Sampson
(1988 Theorem 2.1 and Lemma 2.2), see also|Miiller and Scarsini| (2000, Lemma
4.1). The proof is based essentially on a conditioning argument leading to a re-
duction to a comparison of two-dimensional elliptical distributions. We give the
proof since we shall make use of some arguments of it.

Lemma 2.1 Let X ~ ECq(p, %2, ¢) and Y ~ ECq(p, ¥, ¢) with o4 < o}; and
o = oy, for all (k,1) ¢ {(4,7), (j,9)} for somei# j. Then, X <, Y.

Proof: Assume without loss of generality that (i,7) = (1,2). In the first case
assume that both ¥ and ¥’ are positive definite matrices. Write

X1 E12)
E =
(Em Yoo



where X7 is the two-dimensional covariance matrix of (X1, X2) and ¥a5 denotes
the (d — 2)-dimensional covariance matrix of (Xs,..., Xy). Partition ¥, p =

(11, p2) and g’ = (pf, py) in the same way.
For z € R43 | let y =p1+ (2 — ug)Ez_legl and

1

Y112 = X1 — 122495 Y21,  Tesp.
/ o /=1

Yo =211 — XioX5 Yoy

Then, for the conditional distributions holds

(X1, Xo)[(X3,...,Xq) =2 ~ ECapz,X11.2,04(2)), TESD.
(Y17Y2)|(Y35 SR Yd) =z~ gc?(:uu Zl11.27 ¢q(z)) )

see |Cambanis et al.| (1981, Corollary 5), for some generator ¢4 depending
only on ¢ and q(z) = (2 — p)¥5y (2 — p2)” . Thus, the conditional distributions
depend on X177 resp. X}, only through ¥i; 5 resp. ¥/ 5.

Since by assumption 217 < X, X12 = X5, Xo1 = Xb; and Xgp = XY, it fol-
lows that 3172 < X}, 5 componentwise with equality for the diagonal elements.
Hence, the characterization of the supermodular ordering in the bivariate case
implies

(X1, X2)[(X3,...,Xq) =2 <em (Y1,Y2)[(Ys5,...,Yq) =2

for almost all z. Then, the concatenation property of the supermodular or-
dering yields X|(X3,...,X4) = 2z <s¢m Y|(Y3,...,Yy) = z for almost all z.
Since (X3, ..., Xq) 4 (Ya,...,Yy), the statement follows from the closure of the
supermodular ordering under mixtures, see [Shaked and Shanthikumar| (1997,
Theorem 2.4.).

In the second case assume that at least one of ¥ and Y’ is positive semi-
definite and not positive definite. Denote by I the identity matrix. Then, the
matrices ¥ + %I and ¥/ + %I are positive definite for all n € N. According to
the first case holds for X, ~ ECq(p, S+ +1,¢) and Y,, ~ ECq(p, X'+ %I, ¢) that
X, <¢m Y, for all n € N. Then, the statement follows from the closure of the
supermodular ordering under weak convergence (see [Miller and Scarsini| (2000,
Theorem 3.5)). |

In the following theorem we establish that also elliptical distributions are or-
dered in the off-diagonal elements of the (generalized) covariance matrix w.r.t.
the supermodular ordering. This result is the positive answer to the question
formulated in [Landsman and Tsanakas| (2006, Remark 2) whether the super-
modular ordering results for multivariate normal distributions (see Miller| (2001,
Theorem 11) and for Kotz-type distributions (see |Ding and Zhang| (2004, The-
orem 3.11)) can be extended to elliptical distributions of arbitrary dimension.
We correct the proof of Block and Sampson| (1988, Corollary 2.3) which was
shown by Miiller and Scarsinil (2000}, Section 4) to be incomplete.



Theorem 2.2 (<;,,-ordering elliptical distributions)
Let X ~ ECd(u,Equ) and Y ~ 56,1(/1/72/7(]5) with ¥ = (Uij)lgi,jgda E/ =
(0i)1<ij<a- Then, the following statements are equivalent:

(Z) X Ssm Ya

(i) p=p', 0is = 0j; fa. 1<i<dandoy; <oj; foralli##j.
(iii) X andY have the same univariate marginals and o;; < agj fa. i,j.

Proof: ’ == ’: Since the supermodular ordering is a pure dependence
ordering, the univariate marginal distributions must be equal. This implies o;; =
o}; for all i. If the covariance matrix exists, then for ¢ # j, it follows that
0ij < o}; because f(r) = z;z; is supermodular. Otherwise, the statement follows
by an approximation (w.r.t. weak convergence) of the radial part R by a square-
integrable sequence (R, ), using the closure of the supermodular ordering under
weak convergence (see Miiller and Scarsini (2000, Theorem 3.5)).

The implication ’ == ’ is immediate.

Assume . Consider two cases. In the first case let us assume that both
matrices ¥ and X’ are positive definite. In the same way as in the proof of
Das Gupta et al.| (1972, Theorem 5.1) resp. |[Miller and Scarsini| (2000, Theorem
4.2.) there exists a finite sequence ¥ = %1 < ... < X = ¥’ (componentwise) of
positive semi-definite matrices such that 3;; 1 is obtained from ¥; by increasing
exactly one off-diagonal entry. Hence, statement ({il) follows from Lemma and
from the transitivity of the supermodular ordering.

In the second case assume that at least one of ¥ and ¥/ is positive semi-
definite and not positive definite. Then, the statement follows from the first

part and a similar approximation argument as in the second part of the proof
of Lemma 211 |

Remark 2.3 The supermodular ordering result in Theorem [2.9 is established
independently in a recent paper by|Yin (2019, Theorem 3.4) submitted to arXiv
on Oct 16, 2019. For the proof, this author extends the integral representation
argument in |Miller (2001, Theorem 11) in the normal case. We remark that
our paper and, in particular, Theorem [2.9 is based on the dissertation of the
first author published on Apr 09, 2019, see Ansari (2019, Theorem 5.2).

2.2 The directionally convex ordering of elliptical distri-
butions

In this section, we show a similar characterization for the directionally convex
ordering.

Lemma 2.4 Let X ~ ECq(u, X, 9) and Y ~ ECq(u/', X', @) be integrable with
0ij = oy for all (i,7) # (1,1) and 011 < o4y . Then, X <gep Y.

Proof: As a consequence of |Shaked and Shanthikumar| (2007, Theorem 3.A.1)
and |Cambanis et al.| (1981} Corollary 5), it holds for the conditional distributions



that
Xl‘(XjZZ‘j,jZQ,...,d) Scw Y1|(Y7=J,‘],j:2,,d)

for all z;, 5 =2,...,d. Since the convex ordering and the directionally convex
ordering coincide in the one-dimensional case, we obtain with the concatenation
property of the directionally convex ordering that

X|(Xj:1'j,j:2,...,d) Sdcr Y|()/}:1'j,j:2,,d)

for all z;, j = 2,...,d. Then, the closure of the directionally convex order-
ing under mixtures implies X <g., Y, see Miller and Stoyan| (2002, Theorem
3.12.6). m

As a consequence, Lemma [2.4]implies the following result which is essentially
based on a conditioning argument and on the characterization of the supermod-
ular ordering in Theorem see also |Yin| (2019, Theorem 3.6).

Theorem 2.5 (<4.,-ordering of elliptical distributions)
Let X ~ ECq(1, 2, ¢) and Y ~ ECq(p', X, ¢) with ¥ = (045)1<i,j<a and X' =
(01;)1<i j<a be integrable. Then, the following statements are equivalent:

(Z) X Sdcm Ya
(i) p=p' and o;5 < of; for alli,j.

Proof: Assume . In the first case, let the radial random variable R corre-
sponding to ¢ be square-integrable. Then, the statement follows from the fact
that the functions f(z) = +a; and g(x) = z;2; for 1 < ¢ < j < d are direc-
tionally convex. In the second case, approximate the distribution of R weakly
by a sequence of square-integrable radial variables. Then, the statement follows
from the first case and the approximation argument in Miller and Stoyan| (2002}
Theorem 3.12.8).

Assume (). Let £ ~ ECa(p, X", ¢) where X = (075)1<i j<d Is given by of; = o}
for all § = j and o’% = oy; for all ¢ # j. Since componentwise increasing of the
diagonal elements does not affect the positive semi-definiteness, ¥’ is positive
semi-definite. Thus, Lemma [2.4]implies X <., £ . Due to Theorem it holds
that ¢ <, Y and thus X <4, Y. |

3 Applications to risk bounds unter elliptical con-
straints

In this section, we determine and analyse solutions to two supermodular and two
directionally convex maximization problems in the class of elliptical distributions
resp. under elliptical constraints. In general, solutions to supermodular resp.
directionally convex maximization problems do not exist because these orderings



are partial orders on the underlying class of distributions that do not form a
lattice, see |[Miuller and Scarsini| (2006).

Both the supermodular and directionally convex ordering have the useful
property that they imply the convex ordering of the sum of the components, i.e.

d d
(Xla“'de) Ssm (Y17~-~>Yd) — ZXz Sca; ZYza resp.
i=1 =1

d d
(X1, Xa) St N0 Ya) = Y Xi<a ) Vi
i=1 i=1

Thus, a solution to a supermodular resp. directionally convex maximization
problem also yields a solution to the maximization problem for the sum in
convex ordering under the corresponding constraints. Note that the supermod-
ular ordering is a pure dependence ordering and has the useful property that
it is invariant under increasing transformations. In contrast, the directionally
convex ordering allows a comparison for univariate marginal distributions with
Xi<e V5.

The improvement of bounds for the sum of random variables in convex or-
dering (where the improvement is w.r.t. the comonotonic sum) has an important
practical relevance because it implies improved risk bounds for portfolios in fi-
nance or for the aggregate insurance risk whenever the underlying risk measure
on LY(, A, P) is convex, law-invariant and has the Fatou-property, assuming
that (Q, A, P) is atomless, see Bauerle and Miiller| (2006, Theorem 4.3).

3.1 Supermodular maximization problem

In this section, we study two supermodular maximization problems. For the first
one, we assume a partially specified factor model where the bivariate specifica-
tions are from classes of elliptical distributions, see Bernard et al. (2017). For
the second one, we assume an elliptical model where the (generalized) partial
correlations corresponding to a canonical vine are bounded.

3.1.1 < ,-maximization problem with partial elliptical specifications

For p = 0 € R? and ¥ = (lljf% p € [-1,1], we abbreviate the bivariate
distribution EC2(u, X, ¢) by EC2(0, p, ¢). Since the supermodular ordering is
invariant under increasing transformations, supermodular ordering results w.r.t.
off-diagonal entries of the (generalized) covariance matrix can be formulated
w.l.o.g. in the standardized case.

For ¢ € ®5 and p; € [-1,1], 1 < i < d, consider the supermodular maxi-

mization problem
max{(Xl,,Xd)ElZ (XZ,Z) NgCQ(O,pZ,¢) Vl} w.r.t. Ssm (2)

with partial elliptical specifications of the components X; and the common risk
factor Z .



Define the function M: [-1,1]?> — [~1,1] by
M(a,b) :==ab+ V1 —a?/1—0b2.

Let XY, = F}(U) with U ~ U(0,1) independent of the common risk factor
Z . Then, the éonditionally comonotonic random vector X7 = (X7 z,... 7X§,Z)
solves maximization problem as follows, see |Ansari and Riischendort (2016,
Theorem 2).

Proposition 3.1 A solution to the supermodular maximization problem 18
given by a vector (X5) ~ ECq(0, X, @) where ¥ = (0y;) is given by

{1 fori=1j,
oij = L
M(pi, pj) fori#j.

As a consequence of Theorem [2.2] the following result compares the worst
case scenarios in maximization problem (2)) w.r.t. the elliptical specifications. It
extends the lower orthant ordering result in classes of elliptical distributions in
Ansari and Riischendorf] (2016] Proposition 4) to the supermodular ordering.

Theorem 3.2 Let (X;,Z) ~ EC2(0,p4,¢), (Yi, Z) ~ EC2(0,p5,0), 1 <i <d.
Then, for conditionally comonotonic random wvectors X¢ resp. Y with these
specifications holds

X5 <em Yy = M(pi,p;) < M(pi,p5), Vi#j. (3)

Remark 3.3 (a) It can easily be verified that M(a,b) =1 if and only ifa =b.
Thus, p; = p; for all i # j yields X§ 4 X¢, where X¢ = (F)Eil(U))lgigd is
comonotonic.

(b) A sufficient condition for the right hand side in is
pL2pyZp22--2pa and p;=p; forall2<i<d.

This is a special case of |Ansari and Rischendorf (2018, Corollary 8.11) in
the elliptical setting with Fr(0) = 0. In particular, also

(4)
for some k € {1,...,d — 1} yields the right hand side in ,

3.1.2 <, ,,-maximization problem under partial correlation bounds

In this section, we consider a supermodular maximization problem for elliptical
distributions under a boundedness assumption on the (generalized) partial cor-
relations corresponding to a canonical vine structure.



For k € Ny, denote by 1:k the indices (1,...,k). If K = 0, then 1:k= 0.
d(d—1)

Let (Uij,lz(i—l))1§i<j5d € [71, 1} 2 . Define the matrix ¥ = (O'ij)lgi,jgd by

o3 = 1 for all 4 and by 0;; = 0j; = 04j5,1:0 for @ < j, where 0;j1.0 is iteratively

defined through

Tij,1:(k—1) = Ohi, 1i(k—1) Tk, 1s(k—1) Uz‘]yl:k\/l - Uii,1:<k_1>\/1 — k-1 )

forj=3,...,d,i=2,...,j—land k=i—1,...,1.
Let M%%? be the set of correlation matrices, i.e. the set of positive semi-
definite symmetric d x d matrices with all diagonal elements equal to 1. Then,

¥ is a correlation matrix, and, further, every element ¥/ € M%%? can be decom-
d(d—1)
posed into (generalized) partial correlations (07;,.;_1))1<i<j<a € [-1,1] 2

via formula , see Proposition In the case that ¥ is the correlation matrix
of a square-integrable random vector (Y7,...,Yy), then 0ij,1:(i—1) is the partial
correlation of Y; and Y; given Y7,...,Y;_1.

For ¢ € &4 and b; € [0,1], 1 < i < d — 1, consider the supermodular
maximization problem
maX{X S ng(O, E,¢) | DINS Mgoxrd : ‘aij,l:(i71)| <b fa. i< j} w.rt. <gm (6)
in the class of elliptical distributions with bounded (generalized) partial corre-

lations corresponding to a canonical vine structure. Note that we do not assume
square-integrability.

The following result shows that the (generalized) partial correlations (o; 1.(;—1))1<i<j<d
are algebraically independent and determine a unique correlation matrix. More
precisely, the set of positive definite correlation matrices can be characterized in
terms of (generalized) partial correlations that correspond to a canonical vine
(or C-vine) which is a star-shaped regular vine. This is a graphical tool to model
dependencies, see e.g. Kurowicka and Cooke| (2005) and |Aas et al. (2009)) for
definitions.

Proposition 3.4 (i) There is a one-to-one correspondence between the set
of d x d positive definite correlation matrices and the set of (generalized)
d(d—1)
partial correlations (04j1.(i—1))1<i<j<d € (=1,1) 2

d(d—1)

(ii) The (generalized) partial correlations (0;j1.i—1))1<i<j<d € [—1,1]
determine a correlation matriz uniquely.

(i) If ¥ € M9% is not of full rank, the corresponding (generalized) partial
correlations (051.(i—1))1<i<j<d are not necessarily uniquely determined.

Proof: : The (generalized) partial correlations correspond to the structure
of a canonical vine. Thus, the statement follows from Bedford and Cooke| (2002,
Corollary 7.5).



Statement is a consequence of (fif) and .
: The determinant of ¥ is given by

d—1 d
det(X) = H H (1- Jz‘zj,lz(i—l)) )
i=1 j=i+1

see [Kurowicka and Cooke| (2006, Theorem 4.5). Thus, the determinant vanishes
if and only if there exist 1 <4 < j < d such that o;;.;—1) € {—1,1}. In this
case, implies that the (generalized) partial correlations oy 1.-1), 4 <1< j,
are not uniquely determined. |

The following proposition gives some elementary ordering results for (gener-
alized) partial correlations based on formula . To keep the notation simple,
we formulate it in the case that k=1,7=2and 7 =3.

Proposition 3.5 (Ordering partial correlations)
For the (generalized) partial correlations the following ordering properties hold
true:

(i) If o}, = o3, for 1 =2,3, then
1 2 1 2

0331 S 0331 = 033 < 023
(i) If 033, = 033, , then

0<|oy| <oty =o0fs forl=2,3 = 033 <033. (7)
(iii) If 035, = 0331 <0, then

1 2 _ 1 2
0<oy <oy forl=2,3 = o033 < 033.

Proof: Statement ([if) follows from the partial correlation formula

023 = 012013 + 023,1\/1 — U%g\/l — o2y =: f(023,1,012,013) (8)

see . The partial derivative O f = a?;{ . of f w.r.t. the second variable is given
by

02 f(023,1,012,013) = 013 — 9)
’ V1-ot

Then, statement follows from

fla,e,d) < f(a,d,d) < f(a,e,e)

fa.a € [-1,1],and 0 < |¢| < d < e < 1 where the first inequality holds true

10



because

lac] <d = aC\/l—leSd\/l—c2 =  0Oaf(a,c,d) >0

The second inequality is fulfilled since for g,(s) := f(a,s,s) holds ¢, (s) =
21—a)s>0fa.a<lands>0.
Statement is a consequence of @D |

For the bounds (b;); on the (generalized) partial correlations in maximization
problem @, define the numbers ay,...,a4-1 € [0, 1] iteratively by

a;i—1:="b; fori=1,...,d—1,
Qi i—k 1= a?_k+17i_k —+ am-_lﬁ_l(l - a?_k+17i_k) for k = 2, ey i, (10)
a; = a0 fori=1,...,d—1.

Denote by d;; the Kronecker delta and by ¢ A j the minimum of ¢ and j.
Then, the supermodular maximization problem @ has a solution which is given
as follows.

Theorem 3.6 (Bounded partial correlations)
LetY ~ 5Cd(072/,(]§) where Y/ = (O'gj)lgi,jgd with O';-j = (Sij + amj(l - 5ij) .
Then, Y is a solution to mazrimization problem @

Proof: Applying the partial correlation formula for 2 < i < j < d induc-
tively over k = 2,... 1 yields

Cij1:(i—k) = O(i—k+1)i,1:(i—k) O (i—k+1)4,1:(i—k) (11)

+ Tij,1:(i—k+1) \/1 (1 k+1)i,1:(i—k) \/1 (1 k+11)j,1:(i—k)

< O(imk41)i,1:(i—k) O(i—k+1)j,1:(i—k)

+ Qii—k+1 \/1 ( k4+1)i,1:(i—k) \/1 (z k+1)37,1:(i—k)

2
<a; g1kt @ik (1= ai—k+1,i—k)

= Qi i—k

using Proposition and . This implies with 01 ; < a1 for j =2,...,d
that o;; < a; for all 1 <14 < j <d. Since 0;; = 0j; for all i # j, it follows that
0ij < aipy for all i # j. Choosing (0 j|1:(i—1))1<i<j<d = b; leads to oy; = a;
for all 1 <i < j <d. This defines a correlation matrix (see Proposition [3.4(ii))
which coincides with /. [ |

Remark 3.7 (a) Ifb; =1 in @, then by construction a; = 1 foralll <i<d.
This yields o}; = 1 f.a. 1 < 4,5 < d, and, hence, Y’ 4 (X§,...,X5) is the
standard comonotonic upper bound for X = (Xy,...,Xq) w.r.t. the super-
modular ordering, i.e. there is no improvement of the bounds. This coincides
with the fact that a1 = 1 yields o}, = 1 (which means Cor(Y1,Y;) =1 in the
square-integrable case) f.a. i, and thus Y = (Y1,...,Yq) is comonotonic. In

11



(b)

(c)

this case, the (generalized) correlations (01;)1<j<a determine the correlation
matriz uniquely and the (generalized) partial correlations (Uij’l;i)2§i<j§d are
not uniquely determined, see Proposition .

More generally, if b; = 1 for somei € {1,...,d—1} in (6) thena; =1 for all
i < j <d. This implies that (Y;,...,Yq) is comonotonic and Y'|Y1.;—1) =y
is comonotonic conditionally on y € R*~'. The case by = 1 is a special
case of (Ansari and Rischendorf, Theorem 2.3) in the context of partially
specified internal risk factor models.

If by = 0 for all 1 < i < d, then a; = 0 for all i and thus ¥ = ¥/ =
(0ij)1<ij<d, t.e. X LY has uncorrelated components. Note that the compo-

nents are only independent in the case of a multivariate normal distribution,

see|Cambanis et al| (1981, Section 5(d)).

The bounds (b;); in (6) on the (generalized) (partial) correlations oj1.(;i—1)
yield a positive semi-definite matriz X' while, in general, upper bounds on
the unconditional (generalized) correlations (0;j)i; do not yield a positive
semi-definite matriz.

Q2 D2@

023,1°, Vo241
VARERION R

034,12

Figure 1: A C-vine on 4 variables that specifies a correlation matrix

The following example illustrates Corollary [3.6]

Example 3.8 Assume that X ~ £C4(0,%,¢), ¥ = (04)1<i,j<4 with o;; =1
for all i and with (generalized) partial correlations corresponding to the C-vine

in Figure[l, Assume that

lo12l, |13, |o1a] 0.5 =b1 = a1,
|oas 1], lo24,1] < 0.6 =by =ag;1,

|og4,12] <0.4=b3 =aszs.

12



Then, Corollary[3.9 yields

ar = a0 =0.5,
azo =ajg+az1(l—af,) =07,
az =azo =0.7,
as1 = a}, +asa(l—ad,) =0.616,
aso =aio+as1(l—afy) =0.712,

a3z = as,o = 0.712.
Hence, for Y ~ EC4(0,%, ¢) with

1 05 05 0.5
05 1 0.7 0.7
0.5 0.7 1 0.712 | °
0.5 0.7 0.712 1

Y=

holds X <,,,, Y.

3.2 Directionally convex maximization problem

In this section, we determine solutions to two directionally convex maximization
problems. For the first one, we assume a factor model with partial specification
sets where the bivariate dependence specification sets of each risk component
w.r.t. to a common risk factor are from classes of elliptical distributions and the
marginal constraints for each risk factor are from classes of univariate distribu-
tion functions with upper bounds in convex order. For the second one, we assume
an elliptical model where the (generalized) covariance matrix is componentwise
bounded from above by a positive semi-definite symmetric matrix.

3.2.1 <y-maximization problem with marginal constraints in con-
vex order

We consider a partially specified factor model where the dependence specifica-
tion sets are bivariate elliptical copulas. Further, the univariate margins are not
uniquely determined but from some classes of distributions with upper bounds
in convex order.

For F; € F'let F; := {F|F <. F;j}. Let ¢ € ®5 such that Fr(0) = 0
and let —1 < p; < po < 1 such that M(p1,p2) > 0. Denote by C?¢ the (not
necessarily uniquely determined) bivariate copula associated with £C2(0, p, ) .
Then, consider for k € {1,...,d — 1} the directionally convex maximization
problem

max{(X1,...,Xq)| Fx, € F;,32: Cx, z = C"?
n; < ppfor1 <i<k, (12)
n; > po for k <i<d } w.rb. <gex

13



with elliptical dependence constraints and with marginal specifications sets F; .

To determine a solution, we need the following positive dependence notion.
Let Y = (Y3,...,Y;) be a d-dimensional random vector. Then Y is said to
be conditionally increasing (CI) if for all ¢ € {1,...,d}, Y; T Yy for all J C
{1,...,d}\{i},1e. E[f(Y;)|Y; = y;,j € J] isincreasingin z; forall j € J, J C
{1,...,d}\ {i} and for all non-decreasing functions f for which the expectation
exists.

Further, a matrix A € R%*? is called an M-matriz if all off-diagonal elements
are non-positive.

The proof of the Cl-criterion for normal distributions in |[Riischendorf] (1981,
Theorem 2) also applies in the case of elliptical distributions which leads to the
following result (see Witting (2017, Theorem 1.4.9)).

Proposition 3.9 (Cl-criterion for elliptical distributions)
Let X ~ £C4(0,%, ¢) with positive definite matriz ¥. If ¥~! is an M-matriz,
then X is conditionally increasing.

Define the matrix ¥ = (04;)1<i,j<a by

1 ifl1<ij<kork<ij<d,
O;5 —
T\ M(pr,pe) f1<i<k<j<dorl<j<k<i<d.

Together with the above Cl-criterion, we obtain a solution to maximization
problem as follows.

Theorem 3.10 (Directionally convex maximization problem)

Let Y = (Y1,...,Yq) ~ £C4(0,%,¢) an elliptically distributed random vector.
Then, the directionally convex mazimization problem has a solution which
is given by the vector Y' = (F;*(Fy,(Y:)))1<i<d -

Proof: Let X = (X1,...,Xg) be an admissible vector of the set in (12)). Then,
Proposition implies X <g, X¢ . From we obtain M (n;,n;) < oy for all
i # j . Hence, Theorem [3.2) yields X§ <., Y.

Since by assumption 0 < M(p1,p2) < 1, the inverse of (M(pl,;,pj) M(pli,pj))
exists and is an M-matrix. Thus, as a consequence of Proposition [3.9) and using
that Y is conditionally comonotonic, the copula Cy: = Cy is conditionally
increasing. Thus, it follows from |Miiller and Scarsini (2001, Theorem 4.5) that

Y <gex Y/ using Fy, <., F;. Altogether, this yields X <ge, Y. [ ]

3.2.2 <y-maximization problem in classes of elliptical distributions
with upper bounded covariance matrix

Let ¢ € ®4 such that the corresponding radial variable R is integrable. For some

Rdxd

positive semi-definite symmetric matrix ¥ € , consider the directionally

convex maximization problem

max{X ~ ECq(u, Y, $) | X' < ¥ componentwise} w.r.t. <geq (13)
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in elliptical classes with upper bounded (generalized) covariance matrix.

As a consequence of Theorem we obtain a solution to the above maxi-
mization problem as follows.

Corollary 3.11 LetY ~ ECy(p, 2, ¢). Then, Y solves the directionally convex
mazimization problem .

Note that for the comparison of marginal distributions in the elliptical model,
we do not need a CI assumption on the solution Y to maximization problem
. In contrast, in the partially specified factor model in maximization problem
, the solution needs to be conditionally increasing to allow a more general
comparison of the marginal distributions in convex order.

Conclusion

We have extended the characterization of the supermodular resp. directionally
convex ordering for multivariate normal distributions to the class of elliptical
distributions. The proofs are based essentially on a conditioning argument. As
shown in the last section, the results allow applications to the improvement
of risk bounds both in elliptical models with knowledge of partial correlation
bounds and in partially specified factor models with elliptical dependence con-
straints.
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