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Abstract

A continuum of stochastic dominance rules, also referred to as fractional stochastic dom-
inance (SD), was introduced by Miiller, Scarsini, Tsetlin, and Winkler (2017) to cover
preferences from first- to second-order SD. Fractional SD can be used to explain many
individual behaviors in economics. In this paper we introduce the concept of fractional
pure SD, a special case of fractional SD. We investigate further properties of fractional
SD, for example the generating processes of fractional pure SD via y -transfers of prob-
ability, Yaari’s dual characterization by utilizing the special class of distortion functions,
the separation theorem in terms of first-order SD and fractional pure SD, Strassen’s rep-
resentation, and bivariate characterization. We also establish several closure properties
of fractional SD under quantile truncation, under comonotonic sums, and under distor-
tion, as well as its equivalence characterization. Examples of distributions ordered in the
sense of fractional SD are provided.
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1. Introduction

Stochastic dominance has been studied extensively in applied probability, particularly in
the financial and economic literature concerning investment decision-making under uncer-
tainty. The concept of stochastic dominance is quite old and has served as one of the main
ways to rank risk prospects or distributions. Of special importance are first-order stochastic
dominance (FSD) and second-order stochastic dominance (SSD). We refer the reader to [15],
[24], and [26] for an overview of the SD relations and other stochastic orders. The stochastic
dominance relation has an equivalent characterization by a certain class of utility functions.
Let X and Y be two random variables (risk prospects). Y dominates X in the FSD means
that Eu(Y) > Eu(X) for all increasing utility functions u for which the expectations exist, and
Y dominates X in the SSD means that Eu(Y) > Eu(X) for all increasing and concave utility
functions u.
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In the literature of expected utility theory, it is known that a utility function with local con-
vexities is able to explain many individual behaviors, for example, many people buy insurance
and also gamble; see [2], [11], [13], [21], among others. Motivated by this, Huang, Tzeng, and
Zhao [12] and Miiller, Scarsini, Tsetlin, and Winkler [25] proposed two notions of fractional
SD, both serving a continuum of FSD and SSD. However, their approaches are different. For
y € [0, 1], Miiller et al. [25] developed one notion of (1 + y)-stochastic dominance, denoted
by (1 4 y)-SD, by adding constraints to the ratio of marginal utilities. The formal definition
of (1+ y)-SD will be given in Definition 2.1. Huang et al. [12] introduced another notion
of fractional SD, denoted by (1 + 1),,,-SD, by adding constraints to the lower bound of
the Arrow—Pratt index of absolute risk aversion, where n € [0, 1]. Both the degree parame-
ters y and n have intuitive interpretations. Compared with [25], the approach of [12] can be
used to introduce (n + n)th-degree SD between nth-degree SD and (n + 1)th-degree SD, where
n € [0, 1] and n is any positive integer. It should be pointed out that, for y € [0, 1], the notion
of y-risk aversion introduced in [20] is equivalent to consistency with (1 4+ y)-SD of [25].

The purpose of this paper is to investigate further properties of (1 + y)-SD in the sense
of [25]. The rest of this paper is organized as follows. Section 2 recalls from [25] the defini-
tion of (1 + y)-SD and its basic properties, including the characterization theorem in terms of
integral conditions of distribution functions or their inverse functions and closure properties
under transformation and mixture. In this section we also introduce the concept of (1 4 y)-
pure stochastic dominance, denoted by (1 4 y)-PSD, which will enable one to understand
(1 + y)-SD. Section 3 consists of the main results of this paper, including the generating pro-
cesses of (1 + y)-PSD via y-transfers of probability, Yaari’s dual characterization by utilizing
the special class of distortion functions, the separation theorem in terms of FSD and (1 + y)-
PSD, Strassen’s representation, and bivariate characterization of (1 4 y)-SD. Applications of
the main results are given in Section 4. We establish several closure properties of (1 4 y)-
SD under p-quantile truncation, under comonotonic sums, and under distortion, as well as its
equivalence characterization. Examples of distributions ordered in the sense of (1 4 y)-SD are
provided in Section 5.

Throughout this paper, let (€2, A, P) be a probability space, and let Lh=r! (22, A, P) be the
set of all random variables in the probability space with finite expectations. For any distribution
function F, the inverse F~! of F is taken to be the left continuous version defined by

F~ (o) = inf{x: F(x) > a} fora € (0, 1],
with F~1(0) = inf{x: F(x) > 0}. For any x € R, xy =max{x, 0} and x_ =max{—x, 0}. All
expectations are implicitly assumed to exist whenever they are written.

2. Preliminaries

2.1. Definitions

The following definition of stochastic dominance of order (1 + y) was given in [25]. We
first introduce the following notation. Let U/ be the set of all increasing functions on R. For
y € [0, 1], define

U, ={ueU: uis differentiable, 0 < yu'(y) <u'(x) forallx <y, x, y e R}.

Definition 2.1. ([25].) Let X and Y be two random variables in R. We say that X is dominated
by Y in stochastic dominance of order (1 4 y), denoted by X <(14)-sp ¥, if

E[uX)] <E[u(Y)] foralluell,.
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The order <(14y)-sp cannot be defined for any y > 1 because U, is empty except for
constant functions in this case. For 0 <y <y2 <1, X <(14y,)-sp Y implies X <(14y,)-sp ¥
since U,,, €U, . This means that lower-degree stochastic dominance always implies higher-
degree stochastic dominance. In Definition 2.1, the class f,, of functions can be replaced by
U, defined by

u(xq) — u(x3) - u(xp) — u(xy)
X4 — X3 T X —X

U;:{M:OS)/ forallx1<x2§x3<x4}.
It is obvious that <1-gp is equivalent to FSD while <,-gp is equivalent to SSD. The orders
<1-sp and <»-sp are also denoted by <xpsp and <ssp, respectively. Thus (1 4 y)-SD estab-
lishes an interpolation between FSD and SSD. For more properties of FSD, SSD, and other
related stochastic orders, refer to [24] and [26].

To investigate the properties of (14 y)-SD, we introduce the following (1 4 y)-pure

stochastic dominance, denoted by (1 4 y)-PSD.
Definition 2.2. Let X, Y € L', and define

[0 (G(x) — F(x))4dx
y =2 2.1)
JZo (G(x) — F(x))—dx

with the convention that 0/0=0. X is said to be smaller than Y in the pure stochas-
tic dominance of order (1+y) if y €[0,1] and X <(14y)-spY. We denote this by
X <(1+y)-psp Y.

In fact (2.1) can be replaced by

1 1
/ (G (@)= F\@)_da =y / (G @) = F\(@)); da. 2.2)
0 0

The motivation of the constraint condition (2.1) or (2.1) comes from Proposition 2.1, which
gives a characterization of the order <(14)-sp. For y =1, (2.1) is equivalent to E[X] = E[Y].
Thus 2-PSD is exactly the concave order. Equation (2.1) appears to be similar to that used
in [14] to define e-almost FSD as follows: Y dominates X by e-almost FSD, denoted by
X <"y if and only if

JZ50 (G() = F(x))4.dx __€
Joo (G) = Fx))—dx ~ 1 —¢’

where 0 <€ <1/2. Therefore X <(14y)-psp ¥ implies X {;lmom(e) Y with e=y /(1 +y).
Howeyver, the converse is not true.

Hence (1 4 y)-PSD enables one to understand (1 4 )-SD well. First, (1 + y)-PSD can be
used to characterize (1 4+ y)-SD (see Theorem 3.2). Second, if ¥ dominates X in (1 + y)-SD,
and if there does not exist Z € L!, not identically distributed with Y, such that Y dominates
Z in the FSD and Z dominates X in (1 + y)-SD, then Y dominates X in (1 + y)-PSD (see
Remark 3.4). These two points are the motivation for us to introduce (1 4 y)-PSD.

It should be pointed out that the order <(1+y)-psp for y € (0, 1) is not a partial order because
it does not possess transitivity, as illustrated by the following example.

Example 2.1. Let X, Y, and Z be three random variables with probability mass functions
(PMFs) PX=-1)=04, PX=2)=0.1, PX=3)=0.5, P(Y=0)=P(Y =3)=1/2, and
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(1.0)
7 1 | 1 1 | >
2
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X | | | 1 | >
-1 0 2 3

FIGURE 1. Probability mass movement from Z to Y and then to X.

P(Z=2)=1. By Theorem 2.7 in [25], it can be seen from the probability mass movement
illustrated in Figure 1 that

X K(1+1/2)-psD Y K(1+1/2)-psD Z.
However,
X <a+5/12-pspZ and X #Z(141/2)-pSD Z.
This means that the order <{(1 4 1/2)-psp does not possess transitivity.

Let X~ F and Y ~ G. For convenience, we will write X <order ¥ and F <order G inter-
changeably for any order relation <order-

2.2. Basic properties

In this subsection we list three basic properties of (1 + y)-SD from [25]. The first charac-
terizes (1 4 y)-SD by using integral conditions, and the second and third are concerned with
preservation properties of (1 4+ y)-SD under transformations and under mixture, respectively.

Proposition 2.1. ([25].) Let F and G be the distribution functions of X and Y, respectively. For
y €10, 1], X X1+y)-sp Y if and only if
t

t
/ (G(x) — F(x))ydx <y / (G(x) — F(x))—dx forallteR, (2.3)

—00 —0o0

or, equivalently,
P P
/ (G )= F Ya)_da <y / (G Na) = F Ya)sda forallpe(0,1]. (2.4)
0 0

In view of Proposition 2.1, it is seen that X <{(14)-psp Y if and only if (2.1) and

e¢]

/ - (G(x) — F(x))1dx >y / (G(x) — F(x))_dx forallzeR.
t t

Proposition 2.2. ([25].) If X <X(14y1y2)-sD Y for y1, y2 €10, 1], then u(X) <(14y,)-sp u(Y) for
alluell,,.
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Proposition 2.3. ([25].) If random variables X, Y, and © satisfy
[X|1©=0]<1+y)-sp Y |©=0]

for some y €10, 1] and all 6 in the support of ©, then X <(14y)-sD Y.

Immediate consequences of Proposition 2.3 are as follows. (i) Let F; and G; be the distri-
bution functions of X; and Y;, respectively. For « € (0, 1), assume that Z; ~ o« F| + (1 — @)F>
and 7 ~aGy + (1 —a)Gy. If X; K(14y)-sp ¥i for i=1, 2, then Z; 5(14y)-sp Z2. (i) Let X
and X, be independent, and let Y7 and Y, be independent. If X; <(1+4y)-sp ¥; for i =1, 2, then

X1+ X2 X(1+y)-sp Y1 + Y2. (2.5)
3. Further properties

3.1. Generating processes

For a better understanding of (1 4+ y)-SD and (1 + y)-PSD, we recall the definition of
y -transfer, which is due to [25].

Definition 3.1. (y-transfer.) Let X and Y be two discrete random variables with PMFs f and g,
respectively. We say that Y is obtained from X via a y-transfer if there exist x; <x; <x3 <x4
and n1, n2 > 0 with n2(x4 — x3) = yn1(xp — x1) such that

g(x1) =f(x1) —n1,
8(x2) =f(x2) + n1,
8(x3) =f(x3) + n2,
8(xa) =f(xa) — m2,
g(z) =f(z) for all other values z.

In the definition of y-transfer, y is not necessarily restricted to be in [0,1], which can take
any value in Ry = [0, oo). Further, y-spread is closely related to y-transfer: X is said to be
obtained from Y by a y-spread if Y is obtained from X by a y-transfer. In a y -transfer, a mass
of size 1, is moved to the left from x4 by Ay = x4 — x3, while a mass of size n; is moved to the
right from x; by A1 =xp — x1 such that Arny = y A1n;. A y transfer increases the mean (i.e.
EX <EY) for y € [0, 1]. In Example 2.1, Y is obtained from X by a 1/2-transfer, Z is obtained
from Y by a 1/2-transfer, and Z is obtained from X by a 5/12-transfer.

In Definition 3.1, y-transfer can also be defined when x; < x2 = x3 < x4. In this case the
conditions g(x2) = f(x2) + 11 and g(x3) =f(x3) + n2 were replaced by g(x2) =f(x2) + 11 + n2.

The following proposition states that y-transfers account for almost all mass transfers
of (14 y)-SD. Specifically, part (ii) of Proposition 3.1 can be seen from the proof of

Theorem 2.8 of [25]. For two random variables X and Y, we use X 4 Y to denote that X and Y
have the same distribution, and let || X|| o = ess-sup(|X]).

Proposition 3.1. ([25].) Let X and Y be two random variables such that X <(14y)-sp Y for
y €10, 1].

(i) If X and Y both have finite outcomes, then there exist Xy, ..., X, such that X gXl,
X, <Y a.s., and X; is a y-transfer of X;—1 fori=2, ..., n.
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(ii) If X and Y are bounded, then there exist X, and Y, with finite outcomes such that || X,, —
Xlloo = 0, IYy — Y|loo — 0 as n— oo, and X, <(14y)-sp Yn for n e N.

(iii) If X and Y are general random variables, then there exist X, and Yy, with finite outcomes
such that X,, —> X, Y, — Y in distribution, E[X, ] — E[X], E[Y,] = E[Y] as n — oo,
and X, <(14y)-sD Yu forn € N.

For (1 4+ y)-PSD, we have the following result analogous to Proposition 3.1.

Proposition 3.2. Let X and Y be two random variables such that X <(14y)-psp Y for some
y €10, 1].

(1) If X and Y both have finite outcomes, then there exist Xy, ..., X, such that X gXl,
X, 4 Y a.s., and X; is a y-transfer of X;—1 fori=2, ..., n.

(i) If X and Y are bounded, then there exist X, and Y, with finite outcomes such that || X,, —
Xlloo = 0, |Yy, — Ylloo — 0 as n — o0, and X, <(1+4y)-psD Yn for n € N.

(iii) If X and Y are general random variables, then there exist X, and Y, with finite outcomes
such that X,, — X, Y, — Y in distribution, E[X, ] — E[X], E[Y,] = E[Y] as n — oo,
and X, <(14y)-psD Yu for n e N.

Proof. Without loss of generality, assume y € (0, 1], and let F and G be the distribution
functions of X and Y, respectively.

(i) The result can be obtained by modifying the proof of Theorem 2.7 in [25]. We use the
same notation as in [25]. Define

AT(p)= /,7 (G @)= F Ya);da and A= (p)= /p (G Ya) = F Y(a))_da.
0 0
Let w(a) and v(a) be the smallest numbers satisfying
AT (w(a)) = g and A" (v(a))=a forae[0,A (1)].

In view of Proposition 2.1, we have w(a) < v(a) for all a € [0, A7(1)]. For each a € [0, A~ (1)],
define

x1@)=F @), x@=6"'wa), x@=G6"'wa), xa@=F"'Mwa).

Since X and Y both have finite outcomes, there exist 0=a; <apy <---<ar=A"(1) such

that the functions x1(a), . . ., x4(a) are constant on (a;_1, a;]. Denote the corresponding values
of these functions as x¢; =x¢(a) for a € (ai—1, ai], £=1, ..., 4. It was shown in [25] that
X1,; <Xx2,; <x3,;<x4,, and that for each i € {1, ..., k}, the probability masses of F' at points

x1,; and x4 ;, respectively, are moved to the points x; ; and x3 ; of G by a y-transfer.

Note that when X <(i4+)-psp Y, it follows from (2.2) that A=(1)=yAT(1). Then
G~ (p) = F~\(p) for p > v(ay), and G~(p) < F~'(p) for p > w(ay). This means that F(x) >
G(x) for x > x4 and F(x) < G(x) for x > x1 ;. Thus F(x) = G(x) for all x > x4 ; and the jumps
of F and G occur in the points belonging to the set {x¢ ;: i=1, ...,k =1, ..., 4}. Therefore
G can be obtained from F only by a sequence of k y-transfers.

(ii) First assume that F and G have finite crossings, that is, there exist —0o0 < xg < x] <
-+ < Xy < 00 such that either F <G or F> G holds in (x;—1, x;), i=1, ..., m, where the
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supports of F and G are contained in [xg, x,,]. Fori=1, ..., m and n € N, denote

1 . . .
Xij = ;[(’l — xic1 +jxil, j=0,...,n

Define two random variables X;, and Y,, with distribution functions F, and G,, respectively,
where

Xi,

1 J 1 Xij
F,(x)=——— / Fy)dy, Gyx)=—— / G(y)dy
Xij = Xij—-1 Jx ij — Xij—1 Jx

ij-1 ij—1

for x € [x; j—1, x; ). It is easy to see that X,, and Y}, both have finite outcomes. It can be verified
that in each interval [x; j_1, x; ), either F}, < G, or F}, > Gy, and the direction of the inequality
is the same as F < G or F > G on the same interval. Hence we have

Xi

" (G) — Fy).dy

ij—1

/”(@@—&wn®=/

ij—1
and . o
/’<@@—H®LM=/ (GO — Fi)_dy.

ij—1 ij—1
Then it follows from F <{(14)-psp G that F; <(145)-psp G». On the other hand, it is easy to

see that max{|X]|, |Y|} <M := x,, — xg < 00,
—1 1 1 2M
[F~ () = F,, (0)| < p max{x; j — xjj—1} < - €(0, 1),

and

—1 1 1 2M
G (@) = G () = - max{x;j—xij1} = —=.  « €0 1).

Hence we can easily construct X;, ~ F, and Y,, ~ G, such that |X;,, — X| <2M/nand |Y, — Y| <
2M /n.

Next, consider that X and Y have infinite crossings, that is, we have infinite intervals
{(xi—1, x;), i € I} such that G — F has the same sign in any one interval. Note that X and Y
are both bounded. Then, for n € N, the number of intervals with length larger than 1/n is
finite. Then we can merge some of the remaining neighboring intervals to make the lengths
smaller than 2/n and the number of intervals finite. Without loss of generality, assume that
the transformed intervals are still denoted by {(x;—_1, x;), i =1, ..., m}. In each interval, either
G — F has the same sign or the length of the interval is less than 2/n. For the intervals where
G — F has the same sign, we use the same method as in the above case to define the values of
F, and G, in the intervals. For the other intervals, take (x;_1, x;) as an example, where G — F
has different signs on (x;_1, x;) and x; — x;—1 < 2/n. Let x* € (x;,—1, x;) such that x* — x;_ is
equal to the length of A; = {x € (x;_1, x;): F(x) > G(x)}. Denote A{ = (x;_1, x;) \ A; and define

1 1
Fy(x) = o A Fy)dy, Gu(x)= e [A G(y)dy
11— i 11— i

for x € (x;_1, x*), and

1 1
&w=;f;AF®®,GMh;—;/G®®
i ; i~ Al‘f

https://doi.org/10.1017/jpr.2021.44 Published online by Cambridge University Press


https://doi.org/10.1017/jpr.2021.44

Fractional stochastic dominance 209

for x € (x*, x;). Then we have

/ " (Gay) = Fo(y))4dw = / " (GO — F(y))4dy
Xi—1 Xi

i—1
f | " (Gay) — Fa(y))_dy= [

i—

and

" (GG) - F(y))_dy.

i—

Then it can be checked that F <(14.y)-psp G implies F;;, <(14y)-psD Gr. The remaining proof is
similar to the above case.
(iii) We modify the proof of Theorem 2.8 in [25] for our purpose. For unbounded random
variables X and Y, define
t 1
V()= / (G(x) = F(x))ydx and &)=y / (G(x) — F(x))—dx.

—00 —0o0

We approximate X and Y by X,, and Y, respectively, as follows. Define

x; if X <-—n,
Xp=13X if—-n<X<n,
yioif X >n,
and
—n ifY<-n,
Y,=1Y if-n<Y<n,
n if Y > n,
where
x::—n_ﬂ and y:=n+$(n)_w(_n)+w(_n)‘
yF(—n) F(n)

Since &£(f) > ¥ (¢) > O for all ¢, it follows that x} < —n and y? > n. Let F,, and G, denote the
distribution functions of X, and Y,,, respectively, and define

t

t
1/fn(t)=/ (Gu(x) — Fy(x))4.dx  and En(t)=)// (Gn(x) — Fy(x))—dx.

—00 —

Then it can be checked that

0 ift<—n,
It = v(t)—yv(—n) if —n<t<n,
! Y(n) = Y(—n)+ @ —nFm) ifn<t<yk,

E(n) if > yy,
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and
(1) if—-n<t=<n,
fin={"" "
En) iftr>n.

Thus X, and Y, are bounded, v,(r) <§&,(r) for all reR, and ¥,(+ o0)=E&(n)=¢&,
(+00). This means X, <(14+y)-psp ¥ for all ne€N. On the other hand, ¥(+o00)=§
(4 oo) implies that E[X, ] — E[X] and X;, — X in distribution. Obviously, E[Y,] — E[Y] and
Y, — Y in distribution. The desired result now follows from part (ii). This completes the
proof. O

3.2. Dual characterization

Let ‘H denote the set of all probability perception functions % (also referred to as distortion
functions in the actuarial literature), that is, 4: [0, 1] — [0, 1] is increasing, satisfying #(0) =0
and h(1) = 1. For y € [0, 1], define

M, ={heH: his differentiable, 0 < yh'(y) < (x) forall 0 <x <y <1}

and

h(p4) — h(p3) - h(p2) — h(p1)
psa—p3 ~  p2—Dpi

’H;={he7—[:05y fora110§p1<p2§p3<p4§1},

where //(0) and /'(1) represent the right derivative at 0 and the left derivative at 1, respectively.
Obviously, H, is the subset of #}, containing all continuously differentiable 1 € HJ,.

In the following theorem, we establish in the framework of Yaari’s dual theory that
(14 y)-SD is equivalent to a common preference among all decision-makers with probabil-
ity perception function & € H,,. This is a dual characterization of (1 + y)-SD as the latter is
originally defined via a common preference based on utility functions. For Yaari’s dual theory,
see [30].

Theorem 3.1. Let F and G be the distribution functions of X and Y, respectively. For y € [0, 1],
the following statements are equivalent:

(i) X <1+y)-sp Y,

1 1
(ii) / F~ (@) di(a) < / G~ M) dh(a) for all h e H,,
0 0

1 1
(iii) / F (@) dh(e) < / G~ (o) dh(e) for all h € 1.
0 0

Proof. Part (iii) is equivalent to (ii). It suffices to prove that (iii)= (2.4) =(ii).
To prove (iii)= (2.4), for p € (0, 1], define a distortion function 4 € H such that
y if FYa) <G Na)and o <p,
We)=1{1 if Fi(a)>G "(@)anda <p,
0 ifa>p.
It is easy to verify that 2 € 1}, and hence (2.4) holds.

To prove the other direction (2.4) =(ii), we use arguments similar to those in the
proof of Theorem 2.4 of [25]. For completeness, we give the details. Let h€ H,, ie. h
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satisfies 0 < yh'(y) <h'(x) for all 0 <x<y<1. Then R:= sup, 1)/ (v) € (0, 00) since
0<HW(v)<W(1)/y < oo. For any fixed n > 2, define €, =27" and K as the largest integer k
for which
R(1 — key) > inf H(v),
ve(0,1)

and define a partition of [0,1] into intervals [vk, vk+1] as follows: vo =0, vg4+1 = 1, and
vi=sup{v: ¥(v) > R(1 —ke,)}, k=1,...,K.

Then we define
myg =sup{h' (v): vk—1 <v<w} =R — (k — 1e,).

It follows that ymy1 <k (v) <my for v € [vi_1, vk, i.e. y(my — Rey) < W' (v) < my for all x €
[vi—1, vk] and k=1, ..., K + 1. This implies that

/ Y (6@ = F (@) dht@)

k—1
V)

- / " (G N) = F (@)1 (o) da — / ‘ (G Y ) = F Ya)_ I (a) da

k—1 Vk—1
Vi Vk
> y(my — Rey) / (G Y @) = F (@) 4da — my / (G N @) — Fl(@)—da
Vi—1 Vik—1
=my Tk — €xck,

with

Vk

Te=y / " (G Ya) — Fl(@);da — f (G a) — FH(@)—_da

k—1 Vk—1
and
Vk
cr = yR/ (G (@) — F () da.
%

k-1
Note that (2.4) implies Zﬁ;l T;>0 for all k=1,...,K+1, which in turn implies

ZkK:ll my Ty > 0 for all decreasing non-negative sequences my. Thus

K+1

1
/ (G (@) = F @) dh(ar) = Y (mTy — €ncy)
0

k=1
1
> —e,,)/R/ (G (@) — F ()4 da.
0

Letting n — oo yields part (ii). This completes the proof of the theorem. O

Remark 3.1. To get a better understanding of the dual characterization of (1 + y)-SD, we
introduce the following index Qr of a probability perception function A:

_ (h(pa) — h(p3))/(p4 — p3)
On= sup )
0<p1<pa<ps<pa<1 (A(p1) — h(p1))/ (P2 — p1)

Here we use the convention that a/0 = 400 for any real number a > 0 and 0/0 = 0. As men-
tioned in [5], Qp is an index of non-concavity of h € H, Qp, > 1, and Qj, = 1 corresponds exactly
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to concavity. Thus 1/Qj, can be regarded as an index of the greediness of a decision-maker
with probability perception function 4 (in short, a decision-maker /). That is, for Ay, hy € H,
On, < On, means that iy is more greedy than /5. Therefore, for y € [0, 1],

”H,*—{he?’-t'Q <l}
v = TEh=1

denotes the set of decision-makers with index of greediness larger than or equal to y. On the
other hand, L{;‘ or Z/{)’," has a similar interpretation in terms of risk aversion.

The order X <(14y)-sp Y is defined in Definition 2.1 by comparing expected utilities
E[u(X)] and E[u(Y)] for all utility functions u € U,,, while the dual characterization in Theorem
3.1 compares the expected values E[X}] and E[Y},] of random variables X, and Y}, for all prob-
ability perception functions 4 € H,,, where X; and Y}, have the distorted distribution functions
h(F(x)) and h(G(x).

3.3. Separation theorem

We establish a separation theorem similar to the classic separation theorem for 2-SD. That
is, a (1 + y)-SD can be separated by an FSD and a (1 + y)-PSD.

Theorem 3.2. For X, Y e L', X <(14y)-sp Y if and only if there exist Zy, Z € L' such that
X <(1+y)-psD Z1 <FsD ¥ 3.1

and
X <Fsp Z2 X(1+y)-PsD Y. (3.2)

Proof. The sufficiency is trivial. It requires us to prove the necessity. To this end, let F' and
G denote the distribution functions of X and Y, respectively, and assume that X <(14)-sp ¥
but X #Z(14y)-psp Y, i.e. (2.1) does not hold. By Proposition 2.1, we have

A=y / (G(x) — F(x))_dx — / (G(x) — F(x))+dx > 0.
ForreR =[ — 00, o0], define

8:(%) = (G(x) = F(x))~1x=1), (3.3)

where §_oo(x) = (G(x) — F(x))_ and Bw(i) = 0. Note that §;(x) is decreasing in ¢ € R for each
fixed x, ffooo 8¢(x) dx is continuous in € R, and

o o0
y/ &ADM=O<A§y/ 8o (x) dx.
o0 o0

Then there exists ¢y € R such that

y/ 8y (¥) dx = A. (3.4)

We define
Hi(x) = G(x) + 8;(x), xeR,
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which is an increasing and right-continuous function. From (3.3), we have that
G(x) = Hi(x) = G(x) + (Gx) — F()—- =Fx) vV G(x), x€eR,

and hence H; is a distribution function on R such that H| <psp G. From (3.4), one can verify

that
/ (Hi(x) = F(x))4+dx =y / (Hi(x) — F(x))—dx (3.5)
and
t t
/ (Hi(x) — F(x))ydx <y / (Hi(x) — F(x))_dx forallteR. (3.6)

In fact, (3.5) follows from the fact that (H(x) — F(x))+ =(G(x) — F(x))+ and (H;(x) —
F(x))- =(G(x) — F(x))— — &4, (x) for all xeR. Equation (3.6) follows from the facts that
Hi(x) = G(x) for x < tp and H;(x) = G(x) V F(x) for x > ty, which implies the inequality

/ (Hl(x)—F(x))+dx2y/ (H1(x) — F(x))—dx forallteR.
t t

This implies that F <(14)-sp H1. Then (3.1) follows by taking Z; as a random variable having
distribution function Hj.

A similar argument to the above can be applied to obtain (3.2) by choosing H>(x) = F(x) —
Ny, (x), where

n:(x) = (F(x) — GO0)) 4 1x<p) (3.7
and 1; € R such that
4 /°° Ny () dx= A. (3.8)
—00
This completes the proof of the theorem. (]

Remark 3.2. For y =1, 2-PSD is the concave order. The separation result in Theorem 3.2
reduces to the separation theorem for the SSD: X <gsp Y if and only if there exists a random
variable Z such that

X<cwZ=<rspY or X=<pspZ=cv?.
This is a well-known result; see parts (c) and (d) of Theorem 4.A.6 in [26]. There are several

proofs of the above separation theorem for the SSD in the literature, for example [19] and [22].
For y =1, the proof of Theorem 3.2 is new and differs from those in the literature.

Remark 3.3. The proof of Theorem 3.2 gives us a method for constructing random variables
Z1 and Z; such that (3.1) and (3.2) hold, which is illustrated by Example 5.3.

Remark 3.4. From the proof of Theorem 3.2, we conclude the following.

(i) If X <(1+4y)-sp Y, and if there does not exist Z e L' such that Z;gé Y, Z<psp Y and
X X(14y)-sD Z, then X < (14y)-psD Y.

(ii) If X <(14y)-sp Y, and if there does not exist Z € L' such that Z ;EX, X <gsp Z and
Z Z(1+y)-sD Y, then X <(14y)-psp Y.
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3.4. Strassen’s representation

A famous result of Strassen [28] states that X <gsp Y if and only if there exist random
variables X and Y defined on a common probability space with the same distributions as X
and Y such that ]E[f | ?] < ?, a.s. Miiller and Riischendorf [23] presented an elementary and
constructive proof of this result on the real line. For more details on Strassen’s theorem and
extensions, see [1], [9], [10], [18], and references therein.

For (1 4 y)-SD, we have the following partial Strassen’s representation.

Theorem 3.3. Let X and Y be two random variables. If there exist X and Y on the same
probability space such that x4 XY 4 Y, and
E[(Y -X)- |YI<yE[¥ -X)+]Y] as 3.9)
for some y €10, 1], then X <(14y)-sp Y.
Proof. First we assert that, for any random variable Z,
EZi]1 <y ElZ-]= Z <(1+y)-sD 0,

which can be seen by verifying (2.3). Then it follows from (2.5) that for any ye R, Z +
¥ <(14y)-sD ¥- Let supp(G) denote the support of the distribution function of Y. Note that (3.9)
implies that, for almost all y € supp(G),

E[X —y)+ | Y=yl <y E[X —y)- | T =],
and hence [3(\ | Y =y] <(14y)-sp y. Then, for any ¢ € U£}, we have IE[(]}(?) | ?:y] < ¢(y) for
almost all y € supp(G). Hence
E[¢(X)] = E[¢(X0)] = E(E[$(X) | Y]} < E[$(V)] = E[p(V)].
We thus complete the proof. O

For y =1, (3.9) reduces to E[)? | ?] <Y as. In Theorem 3.3, (3.9) is a sufficient condi-
tion for (1 4 y)-SD. However, it is not a necessary condition, as illustrated by the following
counterexample.

Example 3.1. Let X and Y be two binary random variables with PMFs
PX=0)=PX=4)=1/2 and PY=2)=PY =3)=1/2.

Then Y is a 1/2-transfer of X and hence X <{(141/2)-sp Y. Assume that there exist X and Y on

the same probability space such that x<x Y ly , and (3.9) holds with y = 1/2. Denote b =
P(X =0]Y =3). From (3.9) it follows that b > 2. However, b € [0, 1]. This is a contradiction.
Therefore (3.9) is not necessary for (1 + y)-SD.

To state the next proposition, we recall the definition of comonotonicity. A random vec-
tor (X1, ..., Xy) is said to be comonotonic if there exist non-decreasing functions g; (i =

1, ..., n), and a random variable W such that (X, ..., X;) 4 (g1(W), ..., gn(W)). For more
on comonotonicity, see [7], [8], and references therein.

Proposition 3.3. Let F and G be two distribution functions. If G is continuous on R, then
F <(14y)-sp G for y € [0, 1] if and only if there exist X ~ F and Y ~ G on the same probability
space such that they are comonotonic and

E[(Y =X)- | Y <y <y E[Y =X)4 | Y <y] forallyeR. (3.10)
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Proof. To show sufficiency, let U be a random variable uniformly distributed on (0, 1). Then
we have (X, Y) 4 (F~Y(U), G~'(U)) and hence, for y € R,
E[(Y —X)_ | Y <y]=E[(G ' (U) - F ' (U)- |G'(U) <]
=EIG™'(U) - F ' (U)- | U < G®)]

_ " @) - F )
_@/0 (67 (@) - F~\(@))_da.

Similarly,
)
BIY =04 1Y <)== /0 (G (@) — F~\(@)); da.

Since G is continuous, then for any p € (0, 1) there exists y € R such that G(y) = p. It follows
from (3.10) that (2.4) holds for all p € (0, 1). It is obvious to check that (2.4) holds for p =1
by the continuity of the two functions of (2.4). Therefore we have F' <(1+y)-sp G.

Necessity follows immediately by taking (X, Y):= (F L), G- 1(U)) with U uniformly
distributed on (0,1). This completes the proof. U

3.5. Bivariate characterization

To state the bivariate characterization for (1 + y)-SD, we introduce the following class of
bivariate functions:

G, =1{¢: R? >R [ x> ¢(x,y) — P, X) GL{;‘ for each y}. 3.11)

Proposition 3.4. Let X and Y be two independent random variables. Then X <(1+y)-sp Y if
and only if
El¢p(X, V] <Elp(Y, X)] forall$p €G,.

Proof. The sufficiency is trivial by noting that, for any u € L{;, the bivariate function
¢(x, y) := u(x) belongs to the set G, . To see the necessity, for any ¢ € G,,, define

u(x):= E[¢x, )] —E[¢(Y,x)], xeR.
It can be easily verified that u € L{;‘ and thus
E[l¢X, V)] — E[¢(Y, X)] = E[u(X)] < E[u(Y)] = 0.
Necessity then follows, and hence we complete the proof. U

It is worth noting that the above result still holds true if all Z/{;‘ are replaced by U,,. For
y =1, the equivalence characterization was implicitly given in [27]; see also Theorem 4.A.7
of [26]. An application of Proposition 3.4 is given in Example 5.6.

4. Applications

4.1. Closure under p-quantile truncation

Proposition 4.1. Let X and Y be two continuous random variables with respective distribution
functions F and G. If X <(1+y)-sD Y, then

XX <F'MI<a+p-sp Y Y <G '], pe(O, D). (4.1)
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Proof. Let ¢ €Uy, and suppose that X <{(14)-sp Y. From Proposition 2.2 it follows that
¢(X) <ssp ¢(Y). Since F;&)(a) =¢>(F‘1(oz)) for each o, by Theorems 4.A.1 and 4.A.3 in
[26], we have

/ p¢(F*‘(a))das f ’ oG @) da, pe(0,1),
0 0

or, equivalently, E[¢(X) | X < F 1M1 <E[p(Y)| Y <G (p)] since F and G are continuous.
This means that (4.1) holds. t

From the proof of Proposition 4.1, we conclude that if X and Y are general random vari-
ables (not necessarily continuous), then F' <(14)-sp G implies that F‘l(U)l{USP} <(14y)-SD
G_I(U)I{Usp} for p € (0, 1), where U is a random variable uniformly distributed on (0,1).

Remark 4.1. When y =1, the result of Proposition 4.1 was implicitly given by Theorem
4.A.42 of [26] without the constraint of continuity. However, we point out that the condition
of continuity is necessary. To see it, we give a counter-example. Define two random variables
X and Y with PMFs given by P(X =0) =0.625, P(X =4)=0.375and P(Y = 1) =0.7, P(Y =
2)=0.1, P(Y = 3) =0.2. It is easy to verify that E[X] = 1.5 = E[Y], and hence X <ssp Y. Let
F and G denote the distribution functions of X and Y, respectively. Note that, for p =0.7,

X|X<F'®pl=[X|X<4]=X
and

Y|Y<G 'pl=[Y|Y<1]=1.
Thus [X | X < F~'(p)] 4ssp [Y | Y <G (p)].

4.2. Closure under comonotonic sums

Equation (2.5) states that (1 4+ y)-SD is closed under independent sums. With Theorem 3.1
we can prove that (1 + y)-SD is closed under comonotonic sums.

Proposition 4.2. Let X; and Y; be two random variables such that X; <(14y)-sp Yi fori=1,2
and y €10, 11. If X1 and X, are comonotonic and Y| and Y are comonotonic, then X1 +
X2 J(1+y)-sp Y1 + Y.

Proof. Let F; and F denote the distribution functions of X; and X + X3, respectively.
Similarly, let G; and G denote the distribution functions of Y; and Y; + Y>, respectively.
Since X; and X, are comonotonic, it follows from [8] that F~(«)=F l_l(a) +F, 1(oz) for
all € (0, 1). Similarly, G~!(a) = Gl_l(a) + Gz_l(a) for all « € (0, 1). By Theorem 3.1 (iii),
Xi <(14y)-sp Y; implies that

1 1
/F;‘(a)dh(a)gf G (@) dh(e) forallhe H:, i=1,2.
0 0

Thus
1 1
/ F () dh(e) < / G Ya)dh(a) forall he H*,
0 0

implying X1 + X2 <(14y)-sp Y1 + Y2 by applying Theorem 3.1 (iii) again. This completes the
proof of the proposition. U
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4.3. Closure under minima

We first present a general result concerning the preservation of (1 + y)-SD under increasing
and concave transforms.

Proposition 4.3. Let X1, . . ., X, be a set of independent random variables, and let Y1, ..., Y,
be another set of independent random variables. If X; <(14y)-sp Yi fori=1,...,nand y €
[0, 1], then

gXi, ..., Xn) a+y)-sp 8¥1, ..., Ya) 4.2)

for every increasing and component-wise concave function g.

Proof. Without loss of generality, assume that all random variables X; and Y; are indepen-
dent. The proof is by induction on n. For n = 1, the result is just Proposition 2.2. Assume that
(4.2) holds true forn=m — 1 > 1. Let g: R”™ — R be an increasing and component-wise con-
cave function, and let u € U, . Then u(g(x1, . . . , x»)) € U,, withrespect to x; with other x; fixed,
and hence

Elu(g(X1, X2, ..., Xm) | X1 =x] =E[u(g(x, X, ..., Xm))]

S E[M(g(x, YZ’ LR | Ym))]
=Elu(gX1, Y2, ..., Yn)) | X1 =x],

where the equality follows from the independence of all random variables, and the inequality
follows from the induction assumption. Thus

Elu(g(X1, X2, ..., Xim)] = E[u(g(X1, Y2, ..., Yi))].
Similarly, we have
Elu(gX1, Y2, ..., Ym)] < Elu(g(Y1, Y2, ..., Yn))l.
This proves the desired result. O

From Proposition 4.3 we obtain the following corollary by observing that min{xy, ..., x,}
is an increasing and component-wise concave function.

Corollary 4.1. Let X1, . . ., X, be a set of independent random variables, and let Y1, . . ., Y, be
another set of independent random variables. If X; <(14+y)-sp Yifori=1, ..., nandy €0, 1],
then

min{Xy, Xz, ..., Xy} S(14y)-sp min{Yy, Y2, ..., ¥, }.

For y =1, Corollary 4.1 for SSD was implicitly given in [17]; see, for example, the
paragraph after Corollary 4.A.16 in [26].

4.4. Closure under distortion

Under suitable conditions, (1 + y)-SD is preserved under a distortion transformation on the
space of distribution functions.

Proposition 4.4. Let FF and G be two distribution functions such that F <(14y)-sp G, and right
continuous h € Hg with y €[0, 1], B8 €(0, 1], and y < B. Then h(F) <(1+y,8)-sD H(G).

Proof. Denote Fj, = h(F) and Gj, = h(G). Then their left inverse functions are Fh_l(p) =
F~'(h™'(p)) and G;,'(p) = G~ (h~!(p)), where all the inversion functions are left inverse.
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Then, for any ¢ € H;/ﬂ’ we have

1 1 1
/0 Fi (o) dp(@) = /O F (0 (@) dle) = /0 F\ (@) dg(h(a)).

Similarly,
1 1
/OG;TI(a)d¢(a)=fo G~ () dp(h(a)).

Note that for any ¢ € 7—[;//3 it can be verified that ¢(h) € ”H; To see this, forany 0 < p; < py <
p3 <p4 <1 we have

y ¢h(p4)) — ¢(hp3)) _ v ¢(h(p4)) — ¢(h(p3)) ~, h(pa) — h(p3)

P4 —D3 B h(p4) — h(p3) P4 —D3
- P(h(p2)) — p(h(p1)) h(p2) — h(p1)
h(p2) — h(p1) P2 —D1
_ ¢(h(p2)) — d(h(p1))
B P2 —DP1 '

where the inequality follows from the fact that ¢ € ’H; g € H;, and £ is increasing. Then
the desired result follows immediately from Theorem 3.1 (iii). O

For SSD (y = 8 = 1), Proposition 4.4 was implicitly given in Theorem 4.2 of [29], which
was proved by using the fact that any concave & € H can be approximated by a sequence of
piecewise linear concave distortion functions of the form 4, () = min{t/«, 1}, 0 <o < 1.

4.5. Equivalence characterization

In the expected utility theory, a decision-maker is risk-averse if she has an increasing and
concave utility function. The next proposition states that, for two risks X and Y satisfying
X <X(14y)-sp Y, if a risk-averse decision-maker is indifferent between X and Y, then X and Y
are identically distributed.

Proposition 4.5. Let y €[0, 1), and let X and Y be two random variables such that
X <1+4y)-sp Y. IfE[¢(X)] = E[¢(Y)] for some strictly increasing and concave function ¢, then

x<y.

Proof. By Proposition 4.3, it suffices to show the case when ¢(x) =x forx e R, i.e. E[X] =
E[Y]. Let F and G denote the distribution functions of X and Y, respectively. By Proposition
2.1, we have that X <(14)-sp Y if and only if (2.3) holds, that is,

t

t
(1—y) / (G(x) — F()4dx < y / (F(x)— G(x))dx forallteR.  (4.3)

Note that

[e.e]

E[Y] - E[X] = / (F(x) — G(x)) dx.

—0o0

Then, taking t — oo in (4.3) yields

(I- V)/ (G(x) = F(x))+dx < y(E[Y] — E[X]) =0,
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which implies that (G(x) — F(x))+ = 0forall x € R, i.e. G(x) < F(x) for all x € R. Thus we have
X < Y. By E[X] =E[Y], it follows from Theorem 1.A.8 of [26] that X 4 Y. This completes
the proof. (]

In the literature, several authors have investigated conditions under which ordered random
variables are equal in distribution; see, for example, [3], [4], [6], and [16].
An immediate consequence of Proposition 4.5 is the following corollary.

Corollary 4.2. Let X1, X, ..., X, and Y1, Yo, ..., Y, be two collections of independent and
identically distributed random variables. If X1 <(1+y)-sp Y1 and

E[ min Xi] :E[ min Yi],

1<i<n 1<i<n
d
then X1 =Y.

Proof. From Corollary 4.1 it follows that min|<;<; Xi} <(14y)-sp Minj<;<, ¥;. By

.. . . . . d .
Proposition 4.5, E[ minj<j<, X;] = E[ min;<;<, ¥;] implies that min;<;<, X; = minj<;<, Y.
Therefore, by the relation between the survival functions of X; and minj<;<, X;, we have

X]in. O

5. Examples

In this section we present several examples of distributions ordered with respect to the order
<(1+y)-sD except for those given in [25], and also give some applications of the main results
in the previous section.

Example 5.1. (Binary distribution.) Let X and Y be two binary random variables with PMFs
given by
PX=x)=p=1-PX=x) and P(Y=y)=g=1-PF =y),

where x1 < x; and y; < y2, and assume that X <{(14)-sp Y for some y € (0, 1]. Denote X ~ F
and Y ~ G. From (2.3), it follows that x; <y; and

x1p +x2(1 —p) < y1g+y2(1 — ). (5.1
If y» > xp, then define a new random variable Y* such that P(Y* =y;) =¢=1—P(Y* = x»).
Then X <(14y)-sp ¥ * if and only if X <(1+y)-sD Y. So, without loss of generality, assume that
X1 <y1 <y2 <xp and (5.1) holds. Then
—p for x; <x <y,

— i < s
GO — Foy= 14 7P fory=x<y
1—p fory, <x<uxp,
0 otherwise.
It follows that X <{(14)-sp Y if and only if
(@—p)+O2—y1)+ A =p)o2 —y2) <y[pOy1 —x1) + (g —p)-(2 —y1)]

or, equivalently,
2 @=p+02 —yD+ A = p)a —y2)

py1 —x1)+(q—p)-(2—y1)
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Example 5.2. (Special transfer.) Let Y be a discrete random variable with PMF given by

Y X1 X2 e Xn

Prob. D1 P2 e Dn

wherex; <xp <---<x,. LetO<a <land P; = ijl pi for each i. There exists a k such that
Py_1 < a < Py, where Py = 0. Define a random variable X with PMF given by

X x| —a Xp_1—a Xy —a xp+b Xir1+ b X, +b

Prob. D1 e Di—1 a—Pr1  Pr—a P41 e Pn

where a, b > 0 such that (1 — «)b < aa. Denote X ~ F and Y ~ G. Obviously, F single-crosses
G from above at point x;. It is easy to see that

A= /Xk [F(x) — G(x)]dx=aa

—00
and
o0
B:= / [G(x) — F(x)]dx= (1 — a)b.
Xk
From Corollary 2.5 in [25], it follows that X <{(1+,)-sp Y if and only if

B_(l—ot)b

>Z =
V=2 aa

and that X <(11,)-psp Y if and only if y = (1 — @)b/(aq).

Example 5.3. (Application of the separation theorem.) Let X be a discrete random variable
with PMF given by

X 0 1 2 3 4 5

Prob. 1/8 1/12 1/4 1/8 7/24 1/8

and let Y be another random variable with P(Y =2)=P(Y =4)=1/2. We claim that
X <(1+1/2)-sp Y. To verify this assertion, define a discrete random variable X; with PMF given
by

X 0 2 3 4

Prob. 1/8 1/4 1/8 172

It can be checked that X is a 1/2-transfer of X, and Y is a 1/2-transfer of X, and hence

X <(1+1/2-psp X1 and X <(1+1/2)-psp Y. This implies X <(1+1/2)-sp ¥ (but X #(1+1/2)-psD
Y). Now we apply the method in the proof of Theorem 3.2 to construct two random variables
Z and Z, such that

X <1+1/2-psD Z1 SFsD ¥, X <EsD 22 <(1+1/2)-psD Y.
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LetX~F,Y~G,Z ~Hy, and Z, ~ H>, and let §,(x) and 7,(x) be defined by (3.3) and (3.7),
respectively. Then fo =3 in (3.4) and #; =2/3 in (3.8). Hence
Hi(x) =G(x) + 8, (x), x€R,

and
Hy(x) =F(x) — ns,(x), xe€R.

Therefore the PMFs of Z; and Z;, respectively, are given by

71 2 3 4 7> 2/3 1 2 3 4 5
and

Prob. | 172 1/12  5/12 Prob. | 1/8 1712 1/4 18 7124 1/8

Example 5.4. (Uniform distribution.) Let X and Y be random variables uniformly distributed
over the intervals (a,b) and (c,d), respectively, and assume that X <(14y)-sp ¥ for some y €
(0, 1]. From (2.3) it follows that @ < ¢ and X <ssp Y, which implies E[X] <E[Y] (i.e.a+ b <
c+d). If d> b, then X <psp Y. Without loss of generality, assume that a <c<d <b and
a+b<c+d. Denote X ~ F and Y ~ G. Then F single-crosses G at xg € (c, d) from above,

where b 4
a+( —a)(c—a)=c+( —c)c—a)
b+c—a—-d b+c—a—d

It is easy to check that

= T e —a—a)

and

Bie [~ 1600 - Py dre — =Y Lo d
= /xo [G(x) — F(x)] —mﬁ-i( +a—c—d).

From Corollary 2.5 in [25] it follows that X <(14)-sp Y if and only if

_B_ <b — d)2
Y=a7\c=4d)"
Example 5.5. (Shifted exponential distribution.) Let X and Y be two random variables with
respective density functions given by f(x) =xe ¢~ for x> a and g(y) = ue *0~? for
y>b, where a, b €R and A, u > 0. Assume that X <(14)-sp ¥ for y € (0, 1]. It is known
that X <ssp Y if and only if a<b and 6:=b+1/u—a—1/A>0. If a<b and A > pu,
then X <psp Y. So, assume without loss of generality that a <b, . < and § > 0. Then F
single-crosses G at xg € (¢, d) from above, where

wb —a) AMb —a)
Xo=a+ ) + Y
It is easy to check that
X0 00
A= / [F(x) —Gx)]dx=6§+ A and B:= f [G(x) — F(x)]dx= A,
—00 X0
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AW n—A

From Corollary 2.5 in [25] it follows that X <{(14)-sp Y if and only if

where

B A
yzo=r A
A S§+A

Example 5.6. (Application of bivariate characterization.) Choose two real numbers a < b such

that 2a > b, and define
20 —b

T 2%-a
Let ¥ be any differentiable function with a < v'(x) < b for all x € R. Then ¢(x, y) := ¥ (2x +
y) € G, where G, is defined by (3.11). If X <(14)-sp ¥, and X and Y are independent, then

v e[o, 11.

Ely (X +2N] <E[y(2X +Y)]

by Proposition 3.4.

Acknowledgements

The authors are grateful to the Associate Editor and two anonymous referees for their
comprehensive reviews of an earlier version of this paper.

Funding information

T. Mao was supported by the NNSF of China (no. 71671176). T. Hu was supported by the
NNSF of China (no. 71871208) and by the Anhui Center for Applied Mathematics.

Competing interests

There were no competing interests to declare which arose during the preparation or
publication process of this article.

References

[1] ARMBRUSTER, B. (2016). A short proof of Strassen’s theorem using convex analysis. Available at
arXiv:1603.00137.

[2] BAUCELLS, M. AND HEUKAMP, F. H. (2006). Stochastic dominance and cumulative prospect theory. Manag.
Sci. 52, 1409-1423.

[3] BHATTACHARIEE, M. C. (2003). Discrete convex order lifetimes: characterization, equivalence and applica-
tions. Sankhya 65, 292-306.

[4] BHATTACHARIJEE, M. C. AND BHATTACHARYA, R. N. (2000). Stochastic equivalence of convex ordered
distributions and applications. Prob. Eng. Inf. Sci. 14, 33—48.

[5] CHATEAUNEUF, A., COHEN, M. AND MEILIJSON, I. (2005). More pessimism than greediness: a char-
acterization of monotone risk aversion in the rank-dependent expected utility model. Econom. Theory 25,
649-667.

[6] CHEUNG, K. C., DHAENE, J., KUKUSH, A. AND LINDERS, D. (2015). Ordered random vectors and equality
in distribution. Scand. Actuarial J. 3, 221-244.

[7]1 DEELSTRA, G., DHAENE, J. AND VANMAELE, M. (2011). An overview of comonotonicity and its applications
in finance and insurance. In Advanced Mathematical Methods for Finance, eds G. Di Nunno and B. @ksendal.
Springer.

[8] DHAENE, J., DENUIT, M., GOOVAERTS, M. J., KAAS, R. AND VYNCKE, D. (2002). The concept of
comonotonicity in actuarial science and finance: theory. Insurance Math. Econom. 31, 3-33.

https://doi.org/10.1017/jpr.2021.44 Published online by Cambridge University Press


https://arxiv.org/abs/arXiv:1603.00137
https://doi.org/10.1017/jpr.2021.44

Fractional stochastic dominance 223

[9]
[10]

[11]
[12]
[13]
[14]

[15]
[16]

(7]

[18]
[19]

[20]

[21]
[22]

(23]
[24]
[25]

[26]
(271

(28]

[29]
(30]

ELTON, J. AND HILL, T. (1992). Fusions of a probability distribution. Ann. Prob. 20, 421-454.

ELTON, J. AND HILL, T. (1998). On the basic representation theorem for convex domination of measures.
J. Math. Anal. Appl. 228, 449-466.

FRIEDMAN, M. AND SAVAGE, L. (1948). The utility analysis of choices invoking risk. J. Political Economy 56,
279-304.

HUANG, R. J., TZENG, L. Y. AND ZHAO, L. (2020). Fractional degree stochastic dominance. Manag. Sci. 66,
4630-4647.

KAHNEMAN, D. AND TVERSKY, A. (1979). Prospect theory: an analysis of decision under risk. Econometrica
47,263-291.

LESHNO, M. AND LEVY, H. (2002). Preferred by ‘all’ and preferred by ‘most’ decision makers: almost
stochastic dominance. Manag. Sci. 48, 1074-1085.

LEVY, H. (2016). Stochastic Dominance, 3rd edn. Springer, New York.

L1, H. AND ZHU, H. (1994). Stochastic equivalence of ordered random variables with applications in reliability
theory. Statist. Prob. Lett. 20, 383-393.

L1, X., L1, Z. AND JING, B.-Y. (2000). Some results about the NBUC class of life distributions. Statist. Prob.
Lett. 46, 229-237.

LINDVALL, T. (1999). On Strassen’s theorem on stochastic domination. Electron. Commun. Prob. 4, 51-59.
MAKOWSKI, A. M. (1994). On an elementary characterization of the increasing convex ordering, with an
application. J. Appl. Prob. 31, 834-840.

MaAo, T. AND WANG, R. (2017). A model-free continuum of degrees of risk aversion. Available at SSRN:
https://ssrn.com/abstract=2907499 or http://dx.doi.org/10.2139/ssrn.2907499.

MARKOWITZ, H. (1952). The utility of wealth. J. Political Economy 60, 151-158.

MULLER, A. (1996). Orderings of risks: a comparative study via stop-loss transforms. Insurance Math. Econom.
17, 215-222.

MULLER, A. AND RUSCHENDORF, L. (2001). On the optimal stopping values induced by general dependence
structures. J. Appl. Prob. 38, 672—684.

MULLER, A. AND STOYAN, D. (2002). Comparison Methods for Statistical Models and Risks. John Wiley,
UK.

MULLER, A., SCARSINI, M., TSETLIN, I. AND WINKLER, R. L. (2017). Between first- and second-order
stochastic dominance. Manag. Sci. 63, 2933-2947.

SHAKED, M. AND SHANTHIKUMAR, J. G. (2007). Stochastic Orders. Springer, New York.
SHANTHIKUMAR, J. G. AND YAO, D. D. (1991). Bivariate characterization of some stochastic order relations.
Adv. Appl. Prob. 23, 642—659.

STRASSEN, V. (1965). The existence of probability measures with given marginals. Ann. Math. Statist. 36,
423-439.

TSUKAHARA, H. (2009). Some properties of distortion risk measures. Adv. Math. Econom. 12, 153-166.
YAARI, M. E. (1987). The dual theory of choice under risk. Econometrica 55, 95-115.

https://doi.org/10.1017/jpr.2021.44 Published online by Cambridge University Press


https://ssrn.com/abstract=2907499
http://dx.doi.org/10.2139/ssrn.2907499
https://doi.org/10.1017/jpr.2021.44

	Introduction
	Preliminaries
	Definitions
	Basic properties

	Further properties
	Generating processes
	Dual characterization
	Separation theorem
	Strassen"2019`s representation
	Bivariate characterization

	Applications
	Closure under p-quantile truncation
	Closure under comonotonic sums
	Closure under minima
	Closure under distortion
	Equivalence characterization

	Examples
	Acknowledgements
	Funding information
	Competing interests
	References

